HOUSE FI NANCE COW TTEE
January 18, 2017
1:35 p.m

1: 35: 00 PM

CALL TO ORDER

Co-Chair Seaton called the House Finance Commttee neeting
to order at 1:35 p.m

VEMBERS PRESENT

Representati ve Paul Seaton, Co-Chair
Representati ve Neal Foster, Co-Chair
Representative Les Gara, Vice-Chair
Representative Jason G enn
Representative David Guttenberg
Representative Scott Kawasaki
Representative Dan Otiz
Representative Lance Pruitt
Representative Steve Thonpson
Representative Cathy Tilton
Representative Tanme W/ son

VEMBERS ABSENT

None

ALSO PRESENT

Randal | Hof f beck, Comm ssioner, Departnment of Revenue; Dan
Stickel , Assi st ant Chi ef Economi st , Tax Di vi si on,
Depart ment of Revenue; Paul Decker, Division of G| and
Gas, Departnment of Natural Resources; David Teal, D rector,
Legi slative Finance Division(LFD); Rob Carpenter, Analyst,
Legislative Finance D vision; Kelly Cunningham Analyst,
Legi slative Finance Division; Lacey Sanders, Anal yst
Legislative Finance Division; Amanda  Ryder, Anal yst
Legislative Finance Division; Alexie Painter, Analyst,
Legislative Finance Division; Danith \Watts, Anal yst,
Legislative Finance Division; Hel en Philli ps, Fi nance
Comm ttee Assi st ant, Legi sl ative Fi nance Di vi si on;
Representative Del ena Johnson; Representative Dan Saddler;
Representative Collen Sullivan-Leonard; Representative Lora
Rei nbol d;
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PRESENT VI A TELECONFERENCE

SUMVARY
Fall 2016 Revenue Forecast Presentation

Co-Chair Seaton introduced the commttee nenbers and
indicated the commttee would be doing a significant anount
of work in the session. He was hoping the conmttee would
concentrate on responsi bl e budget reductions and devel opi ng
a sustainable fiscal plan. He introduced his staff, Joan
Brown and Arnold Liebelt, who would be working on the
operating budget. Taneeka Hansen would be helping with a
sustai nabl e fiscal plan and other |egislation. Jenny Martin
was his office manager and the contact for reserving the
House Finance room Tom Spitzfaden was a University of
Alaska intern who wuld be doing a Ilittle bit of
ever yt hi ng.

Co-Chair Foster introduced his staff. Paul Labolle was his
Chief of Staff and aide for the capital budget. Jane
Pi erson was hi s fi nance comittee ai de handl i ng
| egi slation. Brodie Anderson was his aide for the finance
subconmttees for the Departnment of Transportation and
Public Facilities (DOI) and the Departnment of Labor and
Wor kf orce Devel opnent (DOL). G aham Judson was his aide to
t he fi nance subconmi ttee for t he Depart ment of
Envi ronnent al Conservati on ( DEC)

Co- Chair Seaton acknow edged Representative Kawasaki at the
t abl e.

Representative Otiz introduced his staff, Mary Hakal a, who
was his finance subcommttee aide for the Departnent of
Educati on and Early Devel oprment ( DEED)

Representative Pruitt introduced Dirk Craft, his finance
ai de.

Represent ati ve Kawasaki introduced his staff. He was proud
to have an intern, WIlliam Jodwalis, in his office who
would be following the finance subcommttee for the
Department of Mlitary and Veterans Affairs (DWA). Ashley
Strauch would be working on the finance subcomm ttee budget
for the Departnent of Public Safety (DPS). divia Grrett
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woul d be working on the finance subcommittee budget for the
Department of Corrections(DOC). Mercedes Colbert was his
Chief of Staff and would be nonitoring the activities of
the conmittee.

1: 39: 04 PM

Representative WIlson introduced Renond Henderson who woul d
be her aide for the House Finance Comm tt ee.

Vice-Chair Gara was happy to be working with the nenbers of
the commttee. He encouraged anyone |istening with ideas
for the budget to contact him as he was happy to hear from
them Mdlly Carver and Laura Cartier were his comittee
ai des. He clarified the correct pronunci ati on of
Representative GQuttenberg' s nane.

Representative Tilton reported that Heath Hlyard would be
her finance aide.

Representative Genn introduced his staff, Brook Ivy and
Joseph Cassi e.

Representative Quttenberg introduced his staff, Tom
Atkinson and Seth Witten. He also indicated having an
intern, Alliana Salanguit, who was currently in Norway
wor king on Artic Policy issues.

Representative Thonpson introduced his aide, Br andon
Brefcznski. He | ooked forward to working with everyone. He
encouraged the chair to introduce the finance room staff.

Co-Chair Seaton asked David Teal to introduce his staff.

DAVI D TEAL, DI RECTOR, LEG SLATI VE FI NANCE DI VI SI ON(LFD),
invited his staff to i ntroduce thensel ves.

ROB  CARPENTER, ANALYST, LEGQ SLATIVE FINANCE D VI SI ON,
wor ked on the capital budget, the supplenental budget, and
t he budgets for the Departnent of Transportation and Public
Facilities (DOT) and the Departnent of Revenue (DOR)

KELLY CUNNI NGHAM  ANALYST, LEGQ SLATIVE FINANCE DI VI SION,
was the fiscal notes coordinator and was involved in the
budgets for the Departnent of Public Safety (DPS), the
Departnment of Corrections (DOC), and Judiciary (JUD)
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LACEY SANDERS, ANALYST, LEG SLATIVE FINANCE DI VISION,
coordinated the operating budget and helped wth the
budgets for the Departnment of MIlitary and Veterans Affairs
(DWA) and the Departnent of Commerce, Comunity and
Econom ¢ Devel opnent.

AMANDA RYDER, ANALYST, LEQ SLATIVE FI NANCE DI VI SI ON, hel ped
with the budgets for the Departnment of Health and Soci al
Services (DHSS) and the Departnent of Fish and Gane (DFGQ .

ALEXI E PAINTER, ANALYST, LEQ SLATIVE FINANCE DI VI SION, was
the analyst for the budgets for the Departnent of Education
and Early Devel opnent ( DEED) , t he Depart ment of
Environnental Conservation (DEC), and the Departnent of
Nat ural Resources (DNR).

DANI TH  WATTS, ANALYST, LEG SLATIVE FINANCE DI VI SION,
assisted wth the budgets for the Departnent of
Adm nistration (DOA), the Departnent of Labor and Workforce
Devel opnent (DOL), the Departnent of Law (LAW, and the
Uni versity of Al aska (UA).

Co-Chair Seaton asked Helen Phillips to introduce her
staff.

HELEN PHI LLIPS, FINANCE COW TTEE ASSI STANT, LEQ SLATI VE
FI NANCE DI VI SION, introduced herself; Bree Wlie and Jodie
McDonnel |, conmittee secretaries; and Donna Page, the page.

Co-Chair Seaton asked if Ms. Phillips wanted to provide any
information to nmenbers.

Ms. Phillips indicated that she and her staff were non-
parti san support staff for the finance commttee enployed
within the Legislative Finance Division. She and her staff
worked at the direction of the co-chairs of House Finance
and provided operational, clerical, and secretarial
support. They assisted with logistical 1issues including
heari ng preparation, bill files, mnutes, and supplies. Al
policies went through the co-chairs' office. She reviewed
the room protocol. She advised that no one, including
staff, was allowed to approach the table during the
nmeetings. The page was available to pass notes for
| egi sl ators.
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Ms. Phillips nmentioned a few itenms regardi ng recordi ng. She
rem nded menbers that the little red light neant that the
meeting was being recorded. In using the mcs, it was best
to speak directly into them about 6 inches away. She
advised that to have a private conversation, nenbers needed
to push the button and hold it dowm to avoid being
recorded. She provided information about the resources
avail able to commttee nenbers. There were three sets of
statutes |located around the room [she pointed to the
various locations]. She also highlighted that there was a
set of detail budget books in the room and in each
nmenber's drawer an LFD overview and a copy of the Revenue
Sources Book could be found. There was also a set of the
adm nistrative codes in the room For new nenbers, she
reported that each menber had a filing cabinet which was
behind where they were seated. The cabinets were | abeled
with nmenber nanmes. Bills in conmttee were in the top
drawer and bills reported out of comittee were in the
bottom drawer. Bill files were placed in the top drawer
once they were scheduled. Overview docunents went in the
bottom once they were heard. Prior to the neeting schedul e,
menbers could find bills for the followng week in the
front of their top drawer, scheduled by day. The weekly
schedule was delivered via email to everyone's office as
soon as it was published.

1:46: 55 PM

Representative Otiz asked if the finance comrittee staff
woul d be avail able for the subcomm ttee neetings.

Ms. Phillips responded her staff's duties were typically
related to the House Finance Committee room However, a
menber's staff would be infornmed about the ways in which
her staff provided support.

Co-Chair Seaton pointed out that nmenbers had a docunent
titled, "House Commttee Rules." Co-Chair Foster would
review the rules with nenbers.

Co-Chair Foster read from a prepared statenent on the House
Fi nance Comm ttee Rul es:

Ti nme:

House Finance neets in Room 519 at 1:30 p.m to 3:30
p.m (longer neetings and additional neeting tinmes
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will be scheduled when necessary). Al conmttee
menbers shall be on tine to commttee. Please notify
the appropriate Co-Chair if you nust be absent from or
| eave during a neeting:

Representative Seaton, Qperating and Suppl enent al
Budget s

Representative Foster, Legislation and Capital Budget

If not able to be in attendance, let the Chairs’
of fi ces know where you can be reached in case you are
needed for a vote or to establish a quorum Menbers
must be present to vote on passage of a bill from
commttee and to sign commttee reports.

| f you are requesting an excused absence from the Call
of the House, both House Finance Co-Chairs nust sign
the form and approve the absence fromcommttee.

Conmi ttee Quorum and Voting Rul es:

A quorum of the mmjority of the commttee nenbership
(six menbers) is necessary to vote or take any
conmittee action.

If fewer than eleven nenbers are present, notions to
anmend may be adopted by a majority of those present or
attendi ng tel ephonically.

Menbers participating via teleconference nmay be
considered for the purposes of establishing quorum and
for passage of anendnents. Attached is a neno from
Legal Services regarding comrttee quorum

Conflicts of Interest / Abstention from Voting:

It is not required to request to abstain from voting
to report a bill from conmttee due to conflict of
interest. However, if menbers would like to declare a
conflict of interest and request to abstain from
voting, they may.

Amendnent s:

Amendrments should be drafted by Legislative Legal

Services to ensure conformty and legality. This wll
facilitate the transmttal of anmended |egislation.
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Al anmendnments to legislation nust be turned into the
appropriate Co-Chair's office at |east 24 hours prior
to an anendnent hearing in House Finance. This wll be
strictly enforced. W wll hold bills over if
amendnents need to be done but are not submtted 24
hour s ahead.

Comm ttee Reports:

Menbers nust be present to sign the conmttee report.
Please do not I|eave the room before signing (see
attached | egal neno).

Draft House Finance Conmittee Substitutes:

Only the Co-Chairs and their staff nmay request draft
House Fi nance Comm ttee Substitutes.

Partici pation:

All conmittee nenbers are requested to be on tine.
When necessary, and wth notice to the Co-Chairs,
nmenbers may participate via teleconference. They may
vote on anmendnents and participate in conmttee
debate. However, nenbers may not vote to nove a bill
fromcommttee. A nenber nust be physically present to
vote on the passage of a bill from conmttee (see
attached | egal neno).

Not i ce Requirenents:

Witten notice of the time, place, and subject matter
of all House Finance Comm ttee neetings shall be given
in accordance with Rule 23 of the Uniform Rul es.

El ectroni ¢ Devi ces:

Menbers may not use electronic devices at the
committee table during official commttee business. |If
a person’s cell phone goes off in commttee they wll
be required to bring a healthy snack to the next
nmeet i ng, no doughnuts or cooki es. Addi tionally,
el ectronics will not be allowed to be used by the
audience in the front row during comm ttee business.

O her:
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Committee alternates will be called to serve on the
Fi nance Committee at the discretion of the Co-Chairs.

Co- Chair Foster asked if nenbers had any questi ons.

1:51: 33 PM

Representative Pruitt asked if it was acceptable to wear
"Make Anerica Geat Again" hats. It was not addressed in
t he rul es.

Co- Chai r Seaton indicated that advertising was not
generally permtted. Hats wi thout advertising were all owed.

Representative WIson asked about bill substitutions. She
asked if commttee nenbers would be given materials 24
hours to review prior to voting on a bill. She wanted to

establish a 24-hour period for nenbers to review a bill
especially ones with substantial changes.

Co-Chair Seaton indicated the co-chairs had not had a
chance to discuss the issue. Their intention was that
everyone would have all the nmaterials in plenty of tine to
review them However, the chairs would have to tal k about
it. If the commttee adopted anendnments and rolled them
into a comrittee substitute, the whole committee would have
heard and seen all the provisions, therefore, a 24-hour
provi sion m ght not be necessary. The intention was for all
nmenbers to have adequate tine to review anything that
passes fromthe conmttee.

Co- Chair Seaton reviewed the agenda for the neeting.

AFall 2016 Revenue Forecast Presentation

1:54:16 PM

Co- Chair Seaton asked Conm ssioner Hoffbeck if he preferred
questions be held until the end.

RANDALL HOFFBECK, COWM SSI ONER, DEPARTMENT OF REVENUE
i ntroduced hinself and indicated he preferred questions at
the end due to the nunber of slides in the presentation.

Co- Chair Seaton encouraged nenbers to note the pages they

had questions about. He nentioned that he wanted page
nunbers on all the slides in presentations. It was nuch
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easier to reference a slide nunber when asking questions.
He reiterated that questions would be held until the end of
t he presentation.

1: 56: 16 PM

Comm ssi oner Hoffbeck was going to nmake a couple of brief
statements and then turn the presentation over to M.
Stickel. He inforned the commttee that in Revenue Sources
Book there was a mmjor change in nethodology in how DOR
forecasted production. In the past, DOR had used outside
contractors to do the production forecasting. The
Department of Revenue saw an opportunity in the current
year, because of the need to reduce spending wherever
possible and the fact that the current contract had
expired, to work with the Departnment of Natural Resources
(DNR) who did forecasting. The Departnent of Natural
Resources' nunbers were used for the official forecast for
DOR. The change saved the state about $100,000. He wanted
to put the forecast into perspective: for FY 17 the
production forecast was 490,300 barrels per day. Currently
the production average for the year was about 510,000

barrels per day - about 4 percent nore than the forecast.
He reported that production was currently running about
550,000 per day. In WMarch, April, My, and June he saw

declines in production with warmng on the North Slope.
Al t hough production was currently robust, the average would
not be determ ned until the end of the year. He noted that
it was currently running higher than forecasted.

Co-Chair Seaton relayed that Representative Johnson and
Representati ve Saddl er were in the audi ence.

Comm ssi oner Hof fbeck continued that the price forecast for
FY 17 was $46.81. The price year-to-date was $46.92, very
close to the forecast. The price of oil was bouncing
bet ween $52 and $54. The forecast was done prior to the Gl
Producing and Exporting Countries (OPEC) agreenent to
reduce production. He thought prices would average higher
than forecasted by the end of the year, which would result
in nmore revenue to the state.

Co-Chair Seaton relayed that Representative Sullivan-
Leonard had joi ned the neeting.

Conmi ssi oner Hof fbeck furthered that there were two
additions to the Revenue Sources Book. First, there was a
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new chapter, Chapter 1, which specifically dealt wth
dedi cated fund revenue available for appropriation. The
book generally dealt wth unrestricted general fund
revenue. However, clarity and docunentation were needed for
nmeetings with investors and rating agencies. The discussion
pointing to funds available for appropriation included
unrestricted general funds (UGF), realized earnings of the
Al aska Permanent Fund (PF), earnings of the Constitutiona
Budget Reserve (CBR), and earnings from other funds that
were statutorily or customarily restricted rather than
constitutionally restricted. He added that Chapter 3
focused on income tax and sales tax. It included a ground
wor k di scussion for a broad-based tax.

2:00: 46 PM

DAN STI CKEL, ASSI STANT CH EF ECONOM ST, TAX DI VI SI ON,
DEPARTNMENT OF REVENUE, i nt roduced t he Power Poi nt
Presentation: "Fall 2016 Revenue Forecast". He noted that

the departnent cane up with a robust deck of slides, sone
of which he would be glossing over. He was happy to revisit
any of theml|ater.

Co- Chair Seaton acknow edged Representative Lora Reinbold
in the audience.

M. Stickel began wth slide 3: "FORECASTING METHODS:
Trends for Forecast Period":

Ol Price is projected to increase 7 percent on average
over the forecast period (FY 2017-2026)
* Ol Production is projected to decrease 4 percent on
average over the forecast period

e Unrestricted Ceneral Fund Revenue is projected to
increase 5 percent on average over the forecast
peri od

e Investnent Inconme is projected to increase 5 percent
on average over the forecast period

e Total State Revenue is projected to increase 2
percent on average over the forecast period

M. Stickel advised that the slide showed a list of high-
| evel trends. The average oil price in FY 16 was $43 per
barrel. The fall forecast anticipated an increase of about
7 percent annually over the follow ng decade. In FY 16,
North Slope oil production averaged 515,000 barrels per day
and the departnment was forecasting, on average, a 4 percent
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annual decline over the foll owi ng decade. He continued that
UG- revenue in FY 16 was about $1.5 billion. The depart nment
anticipated increases of about 5 percent annually over the
foll owi ng decade. He indicated that investnent incone was
grow ng at about 5 percent annually. The |argest piece was
the Permanent Fund. He noted that any of the investnent
nunbers were before any potential changes that were being
di scussed in the current session. The total state revenue
was projected to increase by about 2 percent annually over
the followi ng decade, which was a little bit less than the
unrestricted revenue anount. The departnent had a flat
forecast for federal revenue.

V. Sti ckel turned to slide 4: "FORECASTI NG WNMETHODS:
| nt roducti on":

All data is based on the DOR Fall 2016 Forecast.

e This is a forecast. Al figures and narratives in
this docunent that are not based on events that have
al ready occurred, constitute forecasts or *“forward-
| ooking statenents.” These nunbers are projections
based on assunptions regarding uncertain future
events and the responses to those events. Such
figures are, therefore, subject to uncertainties and

actual results will differ, potentially materially,
fromthose anti ci pated.

e This forecast supersedes all prior estinates or
forecasts as the official f or ecast of t he

departnent. Therefore, all prior forecasts should be
used only for conparison purposes.

M. Stickel elaborated that the slide was the departnent's
standard disclainmer. The large point was that there was
uncertainty around the forecast and all the nunbers
presented by the departnent represented one possible
scenario within a range of scenarios. The departnent had
al ready tal ked about how prices and production were doing a
little better for the current fiscal year than anticipated
at the time the forecast was put together. He asked
commttee nmenbers to keep that in mnd in going through the
f orecast nunbers.

M. Stickel continued to slide 5: "FORECASTING METHODS
VWhat Do We Forecast at DOR'

W directly forecast Petroleum Revenue Accounted for
72% of state unrestricted revenue in FY 2016
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Projected to be 67 percent to 68 percent in FY 2017
and FY 2018 Includes severance taxes, royalties,
corporate incone tax, and all other revenue from oi
conpani es

W directly forecast Non-Petrol eum Revenue

e use i nvest nent advi sor f orecasts f or
| nvest nent Revenue

W use the Federal Revenue authorized for
spending as the forecast It is typically 20
percent to 30 percent nore than actually gets
spent

e Compile all of these into Revenue Sources Book

M. Stickel reported that the economc research group
within the Tax Division at DOR maintained nodels for the
vari ous petrol eum taxes and other petrol eum revenue sources
as well as non-petroleum revenue sources. They are
forecasted within DOR The division worked with the Al aska
Per manent Fund Corporation (APFC) and the Treasury Division
to determine the investnent revenues for the forecast. They
utilized projections from Callan Associ ates, the investnent
consultant to both organizations. He indicated that when
| ooking at the federal revenue forecast the division used
the total authorized federal spending in the budget. It did
not attenpt to estimte what the federal governnent was
going to provide to the state in the future. Typically,
actual receipts were a little less than the total federa
aut hori zati on. Historically, it had been about 20-30
percent |ess.

M. Stickel noved to slide 7: "PETROLEUM REVENUE FORECAST:
Factors":

Four Factors for Petrol eum Revenue Forecast
1. Production
2. Price
3. Costs
« Capital Expenditures
e (perating Expenditures
* Transportation Costs
4. Credits

M. Stickel explained that, for many years, the petroleum

revenue provided 80-90 percent of the state's general fund
(GF) revenue. Looking out over the time horizon of the
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forecast, the nunber was expected to be closer to 70
per cent . It was  still the | argest contri butor to
unrestricted revenue by far. There were four primry
factors the departnment considered when |looking at the
petrol eum revenue forecast. G| production and price were
very inportant. Gven the net value-based production tax
the state had, the |ease expenditures were deductible. The
departnment |ooked at capital costs and operating costs
which were also inportant for tax credits. He added that
the credits thenselves were deductible against t he
production tax and sone m ght be repurchased by the state.
He would wal k through each of the four conponents in nore
detail in the follow ng set of slides.

2:05:15 PM

M. Stickel spoke to slide 9: "PRODUCTI ON FORECAST: Met hods
Used." He explained that the slide |ooked at several
di fferent conmponents of the production forecast. It showed
DNR s new approach to the forecast versus the nmethod of the
previ ous engi neering consul tant. One of t he nost
significant changes was noving from a well-by-well forecast
to a pool level forecast by DNR Another significant change
was that the previous forecast had a 10-year time horizon

Any project expected to cone on line in the following ten
years would be evaluated for the forecast. The new nethod
had a 5-year time horizon. Therefore, the forecast was only
| ooking at current oil production and fields expected to
come on line in the following 5 years. He thought it was a
salient point. However, with inplenenting this nethod for
the fall forecast, the departnent did not drop anything out
of the forecast.

M. Stickel advanced to slide 10: "PRODUCTI ON FORECAST: ANS
Hi story and Forecast by Pool."™ He drew attention to the
famliar mountain chart which showed North Sl ope production
by the major fields since the start of production on the
sl ope. Production peaked at 2 mllion barrels per day in
the late 1980s and, with a few exceptions (last year being
one of them and the start of the A pine field being
anot her), production had generally been in decline since
the peak. The state was now | ooking at 500,000 barrels per
day of production. Recently, it had been slightly higher.
He added that the forecast over the following decade
anticipated an average of a 4 percent annual decline. Most
of the production in the forecast was still comng from
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maj or fields of Prudhoe, Kuparuk, and the Colville River
Unit.

M. Stickel explained that in putting the forecast together

the departnent | ooked at production and potential
production in 4 different categories which he would review
The categories included: currently producing, under -

devel opnment, wunder evaluation, and fields not included in
the current forecast.

M. Stickel scrolled to slide 11: "Production Forecast:
Currently Producing":

Vol unes from Currently Produci ng (CP)

* Ol fromall currently producing pools and wells

e Decline curve analysis forecast at pool |[evel
i nherently i ncl udes ‘ backgr ound’ ongoi ng
devel opnent activity, facility naintenance, turn-
around events

M. Stickel reported that currently producing vol unes
included all oil from currently producing pools and wells.
The Department of Natural Resources used a decline curve
analysis on the pool level to estimate production on the

currently producing fields. It also assunmed a certain
anount of background devel opnent. For exanple, for a field
i ke Prudhoe Bay there was a certain anmount of drilling

that would occur of which the departnment extrapolated an
estimate forward based on historical activity.

M. Stickel turned to the next category on slide 12:
"Production Forecast: Under Devel opnent":

Vol unes from Under Devel opnent (UD):

e Ongoing developnment wells in existing, mture
fi el ds above and beyond CP

* New fields expected to produce within 1 year (by
6/ 30/ 2017)

M. Stickel explained that with the new nethodology it

represented oil volunes expected to come on wthin the
following year - new fields expected to cone on by the end
of FY 17 as well as any developnent wells above the
background level of drilling in the existing fields. He
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cited the exanple of an under-devel opment project, the
continued build out of the CD5 in the Colville River Unit.

M. Stickel continued to slide 13: "Production Forecast:
Under Eval uati on":

Vol umes from Projects Under Evaluation (UE)

* New fields expected to produce within 2-5 years
(7/1/2017 to 6/30/2021)

« UE 1: Facilities in place, significant sunk cost,
wel |l locations finalized, drilling plans in place

e Exanples: Nuna, GMI1, Mistang, Mboraine, 1H
NEWS, Nui gsut expansi on

« UE 2: Facility-sharing agreenents in place,
source of funding identified, EIS progress

e Exanple: QW2
e Risk factors internalized in forecast based on
br eakeven price

M. Stickel relayed that the projects under evaluation in
the fall forecast were anything expected to cone on line in
the following 2-5 years, through the end of FY 21. He noted
the Oooguruk Unit, the Kuparuk Unit, the Mustang Unit, the
G eater Mdose's Tooth Unit, and the National Petroleum
Reserve Al aska (NPRA). The G eater Mose's Tooth Unit woul d
be the first major devel opnent on federal |and in NPRA

M. Stickel advanced to slide 14: "Production Forecast:
Excl uded from Forecast":

Char acteristics:

e Unknown first-oil date/estimated greater than 5
years

« Discovery (contingent resource) or just prospects
(prospective resource)

e Uncertain finances (e.g., sourcing for private
equity)

e Facilities inconplete or nonexistent

* Projects in Appraisal

» Technol ogi cal Uncertainty

e Environmental /Permitting Uncertainty

e Economc Uncertainty
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Exanpl es: Pi kka, Ugnu, Placer, Tofkat, Pt Thonson (MSS
or full-cycling), Liberty, Fiord West, Smth Bay

M. Stickel specified that the fourth category was those
things excluded from the forecast. There had been nmany
recent announcenents that were very exciting, and the
departnment was nonitoring them with the hopes of them
comng on line. However, they were projects that did not
have enough of a level of certainty to be included in the
forecast yet. The departnent had a list of sone of the
various types of uncertainty around those projects.
Typically, they would be projects that would start oil
production 5 years or nore into the future. Exanples of
projects not included in the forecast were Pikka, Ugnu,
Smth Bay, and WII ow.

2:10: 15 PM
M. Stickel reviewed slide 15: "Production Forecast:
Oficial Forecast." He conveyed that the official

production forecast consisted of currently producing, under
devel opnent, and under eval uation categori es.

M. Stickel scrolled to slide 16: "Production Forecast:
ANS." He relayed that the slide showed that nost of the oil
in the forecast was from the currently producing fields
(Prudhoe, Kuparuk, Colville River, and sonme of the smaller
fields). Alaska had a small anount of oil that qualified
for the under devel opnent category of projects coning on
line in the followng year and a nodest amount of under
eval uation oil peaking at about 30,000 barrels per day.

M. Stickel explained slide 17: "Production Forecast: DOR
Cases":

H gh Case (P10):
e Based on DNR nodeling, oil production wuld have a

10 percent probability of exceeding this |evel
O ficial Forecast (P50):

» Based on DNR nodeling, oil production would have an
equal probability of comng in above or below this
| evel

Low Case (P90):

« Based on DNR nodeling, oil production would have a
90% probability of exceeding this |evel.
Not e: None of the cases include any of the “Excluded from
forecast wi ndow fields
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 Wth these fields, production could exceed the high
case

M. Stickel relayed that in addition to the baseline
forecast, the DNR nodeling allowed for a range of possible
values for the production forecast. The Departnment of
Nat ural Resources provided a P50, which was the base case.
The departnent also provided a high case production
forecast [P10], which (based on the activity set in the
forecast) had a 10 percent probability of production being
base case l|evel or higher. The departnment also provided a
| ow case (P90) where there was a 90 percent chance that oi
production would be at |east the base case value. He
reiterated that the nodeling only enconpassed those fields
included in the production forecast. It did not conprise
any of the excluded fields.

M. Stickel continued to slide 18: "Production Forecast:
ANS by Case.” He noted that in the official forecast oil
production would decline to about 331,000 barrels per day
by 2026. In looking at the high and the |ow case, based on
the DNR nodeling, it was a plus or mnus of 40,000 barrels
per day.

M. Stickel spoke to slide 19: "Production Forecast: ANS
Details.” He conveyed that the chart provided the sane
information supplied in the previous slide but in a table
form The slide came from page 37 of the Revenue Sources
Book. He added that it showed the amount eligible for the
gross value reduction (GYR), an elenent of the production
tax that allowed for an additional benefit for certain
qgual i fying new production. He highlighted that the anount
of GVR went to zero in 2026 due to sone changes that were
made in the 2016 legislative session establishing a limt
on the amount of tinme fields could qualify for the GVR

M. Stickel turned to slide 20: "Production Forecast: ANS
Conparison to Prior Forecast." He relayed that the slide
was a conparison of the official forecast from the fall
forecast to the spring forecast for the North Slope
production over the near and mdterm The production
forecast had been decreased from the previous forecast
because there had been a reduction in planned drilling in
sone of the plans of developnent from the operators in
response to low oil prices. He noted sone projects being
pushed out and some rigs being taken down in response to
low prices. Over the long termthere was a slight increase
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over the previous forecast partially due to sone projects
being pushed out Ilater and remants of the nethodol ogy
change.

M. Stickel introduced slide 22: "Price Forecast:
Hi storical ANS Wst Coast, Wst Texas Internediate and
Brent Crude Prices 2009+." The chart showed the previous 8
years of Alaska North Slope (ANS) prices. It also showed
the West Texas Internediate, which was the US crude bench
mar K, and Brent, an international wat er borne  crude
benchmark. He highlighted that from 2011 to 2013 toi
prices were fairly stable, making forecasting prices easy.
However, prices started to decline in md-2014 and
t hroughout 2015. Since then, 2016 had seen a nodest
recovery. Prices had doubled fromtheir |Iows reached in the
begi nni ng of 2016.

M. Stickel reviewed sone of the key drivers when
evaluating ANS prices in slide 23: "Price Forecast: Key
Drivers":

Supply, Demand and Spare Capacity in CY 2017
e Supply — 97.4 nb/d
e Demand — 96.9 nb/d

* dobal Spare Capacity — 1.17 nb/d or 1.2%
Current Events

» Weak gl obal demand growth

» Cost of supplying the marginal barrel has decreased

e OPEC (Saudi Arabia) nmintains market share and
accepts lower prices OPEC recently agreed to cut
suppl y

e Cost of supply has fallen as new sources have been
defined and devel oped (i.e. Shale oil)

M. Stickel indicated that the drivers included the
fundanmental s of supply and demand as well as spare capacity
- the amount of slack in the market to pick-up a potential
increase in demand or a potential shock to supply. He
el aborated that spare capacity was fairly low by historica
standards, but at the sane tinme demand growth had been weak
globally. Sone of the nmjor producers had ainmed to secure
mar ket share. At the sanme tine the costs of new supply
dropped. In the shale patch, in particular, there had been
some amazi ng changes in technol ogy and approaches that were
all owi ng sonme of the devel opnents to conme on line at nuch
| oner prices than previously.
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2:15:31 PM

M. Stickel noved to slide 24: "Price Forecast: Hi storica
ANS West Coast Price 2015+." He reported that the slide
showed key events over the previous 2 years. He reported
that the prior day's closing ANS price was $54.83 per
barrel and the low in early 2016 reached $26.23 per barrel
Prices had nore than doubled from the low. The |ow was
reached at the sanme tine sanctions were |ifted against Iran
and there was significant concern that Iranian oil could
flood the market. Since then, demand had cone back
slightly, although not to the extent projected.

M. Stickel reviewed slide 25: "Price Forecast: Inpact of
Spare Capacity.” He reported that the slide, provided by
Energy Information Agency (EIA), was used for conparison
purposes. It was an exanple of the slides the departnment
| ooked at when coming up wth a price forecast. He

highlighted the blue line (representing world oi

production) being ahead of the green line (representing
world oil consunption). dobally, the world had been
placing oil into inventory for the previous couple of

years. He explained when there was too much supply and not
enough demand, prices adjusted accordingly. Looking at
their analysis of the mnmarket fundanentals, the EIA and
several other experts were |ooking for supply and demand to
cone into balance over the followng year, which would
support price stability.

M. Stickel discussed slide 26: "Price Forecast: Base Price
Met hod" :

e Price forecast is based on fall 2016 forecasting
session held on October 4

e Participants gave 10th, 50th, and 90th percentile
pat hs

» Average of these paths used to derive PERT
di stribution

» Base case is the nmedian of the distribution

M. Stickel detailed what the departnent did to generate
its forecast. About 30 experts from around the state got
together for the day. People from DOR, DNR, DO., and the
University of Alaska discussed oil prices, what was going
on with supply and demand, and what other forecasters and
anal ysts were saying. At the end of the day each
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partici pant was asked for a price path forecast. Everyone
provided their nost |ikely P50 case, a high case, and a | ow
case. The cases were used to construct a distribution of
potential oil price paths shown on the follow ng slide.

M. Stickel advanced to slide 27: "Price Forecast: Nom nal
ANS Price Distribution.” He indicated the forecasts were in
nom nal terms. He pointed out that in the |low case of 10
percent, oil prices ended at about $50 in FY 27. In the
high case, oil prices were up over $140. The official
forecast was the mddle nost likely nedian case within the
range of possible oil prices. Prices slowy clinbed to
reach a little over $90 in nomnal ternms by the end of the
forecast period. In real ternms, wthout inflation, the
price anbunted to about $70 to $75.

M. Stickel drew attention to the bar chart on slide 28:
"Price Forecast: Historical ANS Wst Coast Price FY GOl
Price Bands (Annual Average and Fall 2016 Forecast)." He
reported that the chart spoke to sonme of the incredible
stability in oil prices Alaska had until the recent price
coll apse. The historical bars on the chart through FY 16
showed the average price for the fiscal year as well as the
range in prices. For exanple, in 2015 the average price was
alittle nore than $70 per barrel. It ranged from about $50
and $110 in the year. He continued that for the forecast
for 2017 and beyond the bars represented the state's
official forecast wthin the range of the high and | ow case
forecast for each year.

M. Stickel noved to slide 29: "PRICE FORECAST: Consensus
View of Wde Distribution.” He noted that the slide cane
from EIA. The Departnent of Revenue was forecasting ANS
prices at $47 per barrel for FY 17 and $54 per barrel for
FY 18. He included the slide to show that EIA and the New
York Mercantile Exchange (NYMEX) futures curve both had
simlar prices for the following year and a half in the
range of between $50 to $55 per barrel were in a simlar
price range. He spoke to uncertainty on the chart that
reflected a price range of between $30 to $100 per barrel.
The departnent was doing its best.

2:20:45 PM

M. Stickel advanced to slide 30: "Price Forecast: | npact
of other prices in FY 2017: ANS Price Sensitivity." The
table was prepared in the prior nonth and included actual
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prices for the first 5 nonths of the year through Novenber.
It allowed the user to determine the final price for FY 17
if a given price was in place for the remainder of the
year. The forecast price was $46.81 which anticipated a
price of between $45-$50 for the remminder of FY 17 to
arrive at the price. Currently, prices were closer to about
$55 per barrel. In looking at the chart, if prices were $55
per barrel for the remainder of FY 17, then the final FY 17
price of about $51 per barrel would be about $4 to $5 above
the official forecast.

M. Stickel explained the chart on slide 31: "Price
Forecast: ANS Conparison to Prior Forecast."” The chart
conpared the official price forecast for the fall to the
previous spring forecast. He noted that with the recovery
and some of the market fundanmentals, there was an increase
in the forecast for all of the years wthin the tine
hori zon. However, prices were not expected to reach the
$100 per barrel level any time soon.

M. Stickel noved to costs on slide 33: "Cost Forecast:
North Slope Capital Lease Expenditures." He iterated that
conpany |ease expenditures were deductible in the

production tax calculation. The expenditures also factored
into several of the tax credits. Costs were also
interesting as a baroneter of oil industry activity. He
hi ghlighted that for 2017 and 2018 there was a significant
reduction to capital costs on the North Slope. He infornmed
the commttee that when the departnent talked with the
conpanies, they indicated that it was their response to
lower oil prices. They had taken rigs off the slope,
shel ved sone projects, and pushed sonme things off where
possi ble. However, there were several projects going
f orward. He nmentioned sonme of the announcenents of
conpani es taking activity down to save sone capital which
could be seen reflected in the production forecast through
reduced drilling.

M. Stickel continued to slide 34: "Cost Forecast: North
Sl ope Qperating Lease Expenditures." He reported that the
operating costs had also come down for 2017 and 2018.
Projections for operating costs were down due to cost
contai nment rmeasures that the conpanies were pursuing.
There had been sone |ayoffs and simlar actions. He noted a
little bit of an increase starting in 2019, which was
largely a function of inflation. In real terns, he expected
operating costs to be fairly flat. He noted that on both of
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the cost slides he pointed out it did not include any of
the potential devel opment costs should a Smith Bay, Pikka,
or Wllow Unit come on line. Those costs woul d be above and
beyond what was shown on the slides.

2:24: 08 PM

M. Stickel detailed slide 36: "Credits Forecast: Conpared
Wi th Production Tax." He reported that tax credits were the
fourth and final piece of the petroleum revenue puzzle. He
indicated that in the production tax code there were
nunmerous tax credits, which he was not planning to discuss

in detail. He was happy to speak to the commttee on the
subject at a different tinme. In general, there were tax
credits that could be used against a tax liability. A

conpany that paid tax and had enough activity in the state
to generate a tax liability could use the credits to reduce
what they paid to the state. Sonme of the credits could al so
be repurchased by the state in cash. For instance, the
state could repurchase tax credits from a conpany that did
not have a tax liability or one that did not have enough to
use all of their tax credits. If a conpany drilled a well
and earned a loss credit on it, they could apply to the
state to have that credit purchased in cash. The slide
showed both types of credits. He pointed out that the blue
lines for 2016, 2017, and 2018 showed the total estimated
production tax to the state before any credits. The orange
bar showed the production tax net of only those tax credits
against liability. In other words, it was how nuch cash
paynents cane into the state as revenue. The third bar
depicted in grey netted the credits that were repurchased
by the state in cash. They cane out on the appropriations
si de.

M. Stickel explained that the credits program was
offsetting the production tax revenue. He highlighted that
for FY 17 and FY 18 the departnent only assuned that the
statutory appropriation for credits was nade. He would
di scuss the issue in the followng slide in nore detail
Under the oil and gas tax credit fund statute there was
statutory |anguage that the legislature would appropriate
either 10 percent or 15 percent of the production tax
revenue to the oil and gas tax credit fund for purposes of
purchasing those tax credits. In that case, at the end of
FY 18 the state would have about $887 mllion of tax
credits avail able for repurchase.
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M. Stickel advanced to slide 37: "Credits Forecast:
Conpared with Unrestricted Petrol eum Revenue." He expl ai ned
that the slide addressed the sane chart as the previous
chart but |ooked at total wunrestricted petroleum revenue,
which included the production tax, the unrestricted
royalty, the corporate incone tax, and the property tax. He

highlighted that even after all of the <credits were
claimed, the industry would still be providing over $1
billion in unrestricted revenue to the state in FY 18. |If

the departnment were to provide a third chart that included
restricted revenue (the portion of the royalty that went to
the permanent fund, the settlenents to the CBR, and other
accounts), the nunber woul d be higher.

M. Stickel nmved on to slide 38 "Credits Forecast:
Qutstanding Tax Credit Obligations.”" He offered that the
departnment set wup the oil and gas tax credit fund to
repurchase tax credits from those conpanies that did not
have enough of a tax liability to offset t hem

Historically, through FY 16, the |legislature provided
enough funding and the governor authorized enough funding
to repurchase those «credits in full. In FY 16 the
appropriation was $500 mllion, which turned out to be just
enough to pay what canme in for requests. However, in FY 17
after a veto, only $30 million was appropriated. There was
$646 mllion in «credits available for repurchase and
requested for FY 17 that was not able to be paid out of the
appropriation.

M. Stickel indicated that for FY 18, assuming the
statutory appropriation would be nade (15 percent of
production tax revenue) there would be about $885 mllion
in outstanding tax credits available for repurchase at the
end of FY 18. He furthered that in carrying it out through
the end of the forecast period, if only the statutory
appropriation was nade for each year, the liability would
continue to grow to about $1.6 billion by the end of FY 26.

2:29:03 PM
M. Stickel advanced to slide 40: "Forecast Change:
Production Tax Revenue Hi ghlights":
Ol price forecasts increased slightly from spring
f or ecast

* Long-term prices (FY2025+) now expected to settle
around $70- 75 real
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Change to oil production forecast nethods
« Forecast now produced by technical experts at DNR

 FY 2017-18 forecasts decreased, |ong-term forecast
i ncreased slightly

Unrestricted revenue forecast increased somewhat due to
hi gher oil price forecast

Capital expenditures stabilize at |ower |evel than |ast
few years

Conmpanies cited oil prices and uncertainty regarding the
state budget and fiscal system as factors inpacting
deci si on- maki ng

M. Stickel conveyed that the following set of slides
offered some conparisons to the previous Spring 2016
forecast in ternms of the petroleum revenue forecast. Ol
prices were increased slightly over the spring forecast.
The production forecast for 2017 and 2018 was decreased
slightly while the |ong-term production forecast increased.
He continued that the unrestricted revenue forecast
increased slightly due to the higher oil price. The
department expected that capital expenditures would fall in
2017 and 2018 and stabilize thereafter.

M. Stickel continued to slide 41: "Forecast Change:
Comparison from Spring 2016 Forecast for FY 2017." He
reported that there were a couple of tables that |ooked at
some of the detailed data for FY 17 and FY 18. The
departnment increased the oil price forecast by 20 percent
in FY 17 and decreased its production forecast by 3
percent. He noted that the deductible |ease expenditure
deserved sone expl anati on. There were two ways the
departnment presented |ease expenditures in the Revenue
Sources Book. The first way was |looking at total |ease
expenditures including operating and capital expenditures
in the oil patch. The second way the departnent presented
| ease expenditures was to look at deductible |ease
expenditures; how nuch of the total expenditures could be
used by a conpany to offset a positive revenue. He
concluded that even though the departnent's forecast of
total expenditures decreased for FY 17, with the increase

in gross value and oil price, the anmount of |ease
expenditures deductible against the tax increased by 9
per cent . The state's transportation costs f or ecast
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decreased slightly. In total, the forecast for the well head
value of <crude oil on the North Slope increased by 34
percent and the wunrestricted petroleum revenue forecast
i ncreased by 37 percent or $262 million. The departnent was
currently forecasting just shy of $1 billion for FY 17 in
unrestricted petrol eum revenue.

M . Stickel turned to slide 42: " For ecast Change:
Conparison from Spring 2016 Forecast for FY 2018." He
reported that the estinmated well head for North Sl ope crude

oil increased 36 percent. The departnent was forecasting
unrestricted petroleum revenue for FY 18 at about $1.1
billion, a 40 percent increase over the previous forecast.

M. Stickel scrolled to slide 44: "Revenue Forecast: 2016
to 2018 Totals." He explained that throughout the Revenue
Sources Book, wth the exception of Chapter 1, the
departnment followed the budget conventions in consultation
with LFD and the Ofice of Managenent and Budget (QOVB).

There were 4 categories of revenue included. He el aborated
that UG- revenue was revenue available for appropriation
for any purpose and was typically discussed the nost. He
reported that wunrestricted revenue was about $1.5 billion
in FY 16 and the departnment was forecasting about $1.4 in
FY 17 and $1.6 in FY 18. The next category of revenue was
desi gnat e gener al f unds (DGF) . There  was not a
constitutional prohi bition agai nst it, but DGF was
customarily nore statutorily used for a specific purpose.
He cited the alcohol tax as an exanple. He relayed that
half of the alcohol tax revenue was UG- and half was
customarily appropriated to the alcohol and other drug
abuse treatnent and prevention fund. Even though the noney
was customarily sent to that fund, the legislature
technically had the discretion to spend it on whatever it
want ed. the federal government dictated how federa

revenue, the third category, could be spent. The final

category was other restricted revenue, which was revenue
t hroughout the budget process viewed as "hands-off"
funding. It was revenue that had a constitutional or debt
covenant prohibition against the wuse of it for other
purposes. He provided sone exanples: oil revenue to the
Per manent Fund, settlenents to the CBR fund, and other non-
oil exanples. Non-oil exanples included revenue that went
to the Alaska Fish and Gane fund, different program
recei pts, and investnent revenue (earnings on the PF and
the CBR). The departnent historically and in budget
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docunents considered those itens to be other restricted
revenue.

2:34: 08 PM

M. Stickel pointed to slide 45: "Revenue Forecast: By
Spending Category."” He explained that the slide showed a
10-year history and forecast of the sane total revenue
picture the commttee had just |ooked at. The total revenue
was expected to grow over the tinme horizon of the forecast
and was largely driven by expected growth in investnent
revenue from the investnment portfolio. He noted that the
i nvestnment portfolio had been the nobst volatile source of
revenue for the prior 10 years.

M. Stickel explained slide 46: "Revenue Forecast: 2016 to
2018 General Fund Unrestricted Revenue (GFUR).™ He
nmenti oned having talked a |ot about petroleum revenue. The
state also had non-petroleum revenues including non-
petrol eum corporate incone taxes, mning |icense taxes, and
marijuana taxes. The Marijuana tax was new and had
generated sonme interest. The state had received its first
set of collections in Marijuana taxes, half of which were
considered unrestricted revenue and half were considered
designated restricted revenue. He continued that there were
several other taxes the departnment adm nistered as well as
the other non-tax revenue such as fines and forfeitures

Non-petrol eum rents and royalties, charges for services,
and m scell aneous revenues. He noted a small anount of
i nvest ment revenues t hat wer e consi dered to be
unrestricted. An exanple was earnings on the general fund.
The table was a sunmary of Chapter 5. Chapter 5 was
specific to non-petroleum taxes and other non-petroleum
revenue sources.

M. Stickel turned to slide 47: "Revenue Forecast: Revenue
Avai |l able for Appropriation.”™ The departnent had a new
Chapter 1 in the current Revenue Sources Book, which
focused on revenue available for appropriation. It was a
process with which the departnent started with a table and
a couple of paragraphs in the previous year which was
expanded to be a full chapter. The goal was to provide a
better view of the state's ability to neet its obligations
for outside analysts or organizations that were not
famliar wth Al aska's various budget conventi ons.
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M. Stickel advanced to slide 48: "Revenue Forecast: 2016
to 2018 Totals to Appropriate.” He reported that revenue
available for appropriation started wth general fund
unrestricted revenue and added in designated general fund
revenue (revenue restricted by custom or statute),
royalties beyond 25 percent to the Permanent Fund (25
percent of all mneral royalties were guaranteed to the
Per manent Fund by constitution - an additional 25 percent
for certain |leases went to the Permanent Fund by statute),
settlements and earnings on the Constitution Budget Reserve
Fund, and realized earnings of the Permanent Fund.

M. Stickel nmoved quickly to slide 49: "Wap-Up: Big
Pi cture Takeaways for Forecast Period":

Ol Prices up by 7% and GFUR up by 5%
e Current prices trending higher than forecasted price
for FY 2017

O | Production down by 4% but potential for upside

e Forecast doesn’'t include recent announcements new
finds (i.e. Smth Bay, Nanushuk, Pikka)

e Current production trending higher than forecasted
vol une for FY 2017

Pet r ol eum Revenue represents ~70% of our GFUR revenues

The GFUR trend over forecast period:
e |Increase of 12%in FY 2018 or $177M
e Increase of 15%in FY 2019, or $249M

* Increases taper off in FY 2020 to average of 3% per
year until FY 2026

e Still low conmpared to past decade but no | onger
decreasi ng as had since FY 2015

M. Stickel concluded by nentioning sone high-level trends
he had discussed. G| prices were expected to grow by about
7 percent annually. General fund unrestricted revenue was
expected to grow by about 5 percent annually even as oil
production under the forecast declined by about 4 percent
per year. There was a significant potential for an upside
with the exciting new devel opnents if they preceded. Gl
revenue would represent about 70 Percent of the state's
unrestricted revenue under the forecast. Also, the state
appeared to have turned the tide in terns of the nessage
that had to be delivered to the legislature. The current
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forecast had a nodest increase in the revenue forecast,
which was nice, instead of the continued reductions the
state had experienced in the previous several forecasts as
prices were falling.

M. Stickel turned to slide 50: "Wap-Up: Big Picture
Takeaways for Forecast Period (cont.)":

| nvestnment Incone is projected to increase 5% on average
over the forecast period

e Still have ~$53B in the Permanent Fund Account

O her Positive Revenue Trends:
e Mning Taxes to recover fromlow of $11M in FY 2016
to $36M average over the forecast period
* NPR-A Revenue is projected to increase 40% on
average over the forecast period (from $4Min FY2017
to a high of $45Min FY2024)

M. Stickel relayed that the slide nentioned investnent
income was projected to increase by about 5 percent per
year before any potential changes. There were a couple of
other positive trends worth nentioning. Mning taxes were

expected to recover. It was a relatively small revenue
source for the state but definitely inportant to the over
all econony. Mneral prices for the mnerals that were

mned in Al aska had recovered along with oil prices which
the departnent saw as a positive sign. Another item was
that in the Revenue Sources Book the NPRA revenues were
expected to increase up to $45 nmillion per year. He
el aborated that the federal governnent received all of the
royalties for federal land in the NPRA and shared 50
percent of the revenue with the state to be used for
certain purposes. Historically, the revenue stream had been
a share of |ease bonuses, and rents. Currently, wth the
devel opnent of Moose's Tooth, which would be the first
devel opnment in the NPRA on federal |and, the state would
start to receive a shared revenue fromthe royalties.

2:39:29 PM

Representative Pruitt wanted to address 2 specific areas.
First, he wanted to address the forecast for throughput. He
had concerns about what was being forecasted for throughput
because it was dramatically different from the current
average for the fiscal year to-date. He suggested the
average for the previous 6 nonths was 507,000 and a couple
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of days prior it was 542,000 for the nonth. He expected
that in April and May there mght be a dip in throughput as
the summer nonths approached. There was about a 3 percent
difference from what the state currently averaged and from
the departnent's forecast from last spring and in the nost
recent Fall Revenue Sources Book. He wondered about the
| arge disparities.

M. Stickel would defer the technical questions to DNR He
expl ai ned that when DOR | ooked at the forecast, it had sone
of the sanme questions. The departnent wondered how the
state was producing 550,000 per day currently and
forecasting 490,000 for the vyear. He nentioned that
seasonality was a factor. Production seened to be
significantly higher in the winter and |ower in the sumer.
The departnment's understanding was that there were sone
turnarounds that could have been done the previous fall but
were potentially being pushed to later in the spring or the
following sumer. Another factor was the change in the
met hodol ogy. He explained that what DNR had done in
producing the forecast was to | ook at what the actual oil
production was through the end of FY 16. The Departnent of
Nat ur al Resources wused that information as well as
information about the wells being drilled (the plans of
devel opnment) to generate the projection for FY 17 and FY
18. The good news was that production appeared to be com ng
in stronger than the experts projected. He thought it was a
good t hi ng.

Representative Pruitt understood the seasonality. Back in
July the throughput was 459,000, nuch |ower than what the
departnment had forecasted. He noted the nunber in Novenber
being 549,000 and Decenber at 556,000. He thought M.
Stickel was suggesting he direct his question to DNR He
had a glaring concern. He noted that in the Revenue Sources
Book the North Slope was separated from Cook Inlet. Yet he
was uncertain they were separated in the slides of the
present ati on.

M. Stickel responded in the negative. The slides reflected
total statewi de credits against total statew de revenue.

2:43:43 PM

Representative Pruitt disagreed with how the departnent
presented the information. He argued that the two could not
be put together [the North Sl ope and Cook Inlet] because
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they were different tax reginmes. He thought it provided a
false sense of what the state was dealing wth. He
suggested that everyone understood that there was a drag
with Cook Inlet. He continued that there would be a net
out put based on the current reginme. However, he thought
grouping the North Slope with Cook Inlet was not a true
picture. He asked why the two reginmes were put together. He
t hought they should be separated. He wanted to have an
appropriate discussion about the two separate regines. He
t hought the information was cl ouded.

Comm ssioner Hoffbeck responded that expediency was a
factor. O herw se, the departnent could have included 100
slides in the presentation. He was nore than happy to
present the information separately and offered that there
was never any intention to obscure the information. Al so,
the Cook Inlet credit regine would be gone in 2 years. He
referred to slide 38 noting that the forecast went out to
2026. Follow ng 2019 the nunbers reflected only the North
Sl ope credits.

Representative Pruitt understood the reason why the growth
sl owed down substantially. OQherw se, there would be a nuch
steeper increase if the state was only paying a mninmm
anount. He thought it was appropriate going forward that
the two regi nes were separated out to avoi d confusion.

Co-Chair Seaton appreciate Representative Pruitt's input.
He thought there would be another slide included. However
the commttee wanted to see the overall budget and the
overall inpact on the state's budget.

Comm ssioner Hoffbeck had a coment on the reduced
production forecast. He reported that the departnent ran
sonme sensitivity nunbers because substantially nore oil was

being produced than +the forecast. The increase was
approximately 50,000 barrels on average which anounted to
about $100 million in additional revenue.

2:47: 03 PM

Representative GQuttenberg asked the conm ssioner about
testing the in-house forecasts to previous forecasts to see
how accurate the departnment would have been had it been
doing the forecasting earlier.
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Comm ssioner Hoffbeck recognized that the contractors
tended to over-forecast in the short-term The new nethod
was simlar to the method used prior to the nost recent
contractor. He elaborated that when D. A Platt and
Associ ates had the contract previous to 2011, he did pool -
by-pool forecasting. The nethod was simlar, but the
probabilistic nodeling was added along with other things
that were nore sophisticated. The departnment was surprised
how much it dropped.

M . Stickel commented that in developing the new
nmet hodol ogy, DNR did a robust analysis of the previous
forecasts and back-tested the new nethodol ogy. The testing
hel ped show that the new nethodol ogy was reasonable and
provided a good forecast for the state. Although certain
slides were not included in the current presentation, he
was happy to do another presentation in the future.

Representative Guttenberg noted the conm ssioner nentioning
the change from the well-by-well nethodology to the pool
| evel forecast. He wondered about any other changes the
conmi ssi oner observed with the change in nethodol ogy. He
wondered if he had seen changes in production or in
revenue. He asked if anything else significantly changed
t hat took him by surprise.

Conmmi ssi oner Hof fbeck deferred to M. Stickel.

Co-Chair Seaton relayed that DNR was available on the
phone.

Representative Quttenberg was saving sone of his questions
for DNR

M. Stickel referred to slide 9, which showed sone of the
significant changes on the nethodol ogy. He highlighted that
the state went to a probabilistic production forecast. He
expl ained that rather than having a single point estimte
of production, the departnent |ooked at a range of possible
out cones for each pool. By doing so, additional information
was gl eaned regarding the high side and | ow side.

M. Stickel highlighted that sone neani ngful changes were
made to the way risking was incorporated into the forecast.
In the previous nethodol ogy, the state received a forecast
for each field from the engineer of which the departnent
applied a uniformrisk factor to the under devel opnent and
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under evaluation categories. He continued that for under
evaluation, in particular, it ended up risking away the
vast mpjority of the expected production once reaching 10
years out. The Departnent of Natural Resources had changed
that nethodology to nore thoroughly look at risks and
econom c paraneters of each individual developnment. By
doing so, he thought it provided for a nore robust risking
nmet hodol ogy and a higher forecast at the end of a decade
than in the previous forecast. He spoke to another change
which was the change to the cut-off window It did not
affect the current forecast because everything the state
had comng online was within a 5-year wi ndow to start.
However, going forward, as the departnent eval uated
potential new devel opnents it could result in a significant
change.

2:52: 04 PM

Representative QGuttenberg referred to slide 26 [slide 27]
and M. Stickel's reference to rounding down. He wondered
if an analysis with actuals had been done. He asked if
anything had changed considerably. He nentioned the
footmark at the bottom of the slide.

Comm ssi oner Hoffbeck replied that it would not have made
any significant change. The departnment truncated the cents
of f of the actual forecast.

Representative Quttenberg referred to slide 41. I n
reference to transportation costs decreasing, he wondered
about resulting increased revenues.

M. Stickel would provide the information | ater.

Vice-Chair Gara asked if he was accurate that for every
additional dollar in oil price, the state gained about $30
mllion in production tax revenue.

M. Stickel replied that it depended on what year was being
examined as well as the starting price. He provided an
exanpl e. For instance, for FY 18 on page 101 of the Revenue
Sources Book there were sensitivity matrices with revenue
at different oil prices. At $50 per barrel the state would
expect $1.52 billion. At $60 billion per barrel the state
woul d expect $1.79 billion. It was a difference of $270
mllion for a $10 change, which would be $27 mllion per
dol I ar change - close to the $30 Vice-Chair Gara suggested.
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Vice-Chair Gara referred to slide 38. He asked if the blue
bars represented the credits the state purchased. He wanted
to make sure they did not reflect the credits conpanies
were able to deduct off their production taxes. He asked if
he was accurate.

M. Stickel responded, "Correct."

Vice-Chair Gara referred to FY 18 on slide 36. He wondered
about the amount the state would have left after allow ng
deductions and paynments of credits. In FY 18, conpanies
that had profits would deduct about $400 mllion in
credits. He asked M. Stickel to comment about the idea of
the state, in FY 18, paying only the credits accrued in FY
18. Under the departnent's nodel the state would only be
payi ng the statutory m ni num

M. Stickel had the section highlighted on page 78 of the
Revenue Sources Book. He reported that approximtely $646
mllion of the $961 million in total credits available for
repurchase in FY 18 were carry-forwards of excess for FY 16
and FY 17. The remainder was a little over $300 mllion of
new credits that wuld be earned and available for
repurchase in FY 18.

Vi ce-Chair Gara supposed that under the current system if
the state allowed the current |aw s deductions of credits
from production taxes and paid what was generated for
credits for activity in FY 18, the state would have a
bal ance of -$200 million to -$250 mllion. In other words,
the state would pay about $250 million nore that the state
received in production taxes. He asked if he was accurate.

M. Stickel responded that he was correct. He furthered
that if the legislature was to appropriate to repurchase
all of the credits that becane available for appropriation
in FY 18, the state would have a net negative for the total
production tax. He added that there wuld also be a
positive in ternms of total oil revenue.

Vice-Chair Gara asked if it was because of royalties.
[M. Stickel nodded affirmatively].

Vi ce-Chair Gara referred to Representative Pruitt's
guestion about just looking at the North Slope generated
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credits, which the state really did not change in the

previous year. In FY 18 there would be $500 mllion in
production taxes, conpanies would deduct $400 mllion, and
$100 mllion would be left. He asked how nunch was

projected in FY 18 as payable North Slope credits.

M. Stickel reported that of the total credits avail able
for purchase in FY 18 of $961 nmillion, $537 mllion was
North Slope and $420 mllion was non-North Slope. He
indicated the nunbers could be found on page 80 of the
Revenue Sour ces Book.

2:58:18 PM

Vice-Chair Gara asked for the amount for North Slope
credits that accrued for activity in FY 18. He wonted to
know what the payabl e anount woul d be.

M. Stickel could provide the information |ater.

Representative Thonpson was concerned with the state's
nunber being over conservative. He was in the legislature
when the state over estimated every year. In a couple of
i nstances, the state over estimated by 20 percent which
pronted the legislature to direct the departnent to use
nore conservative nunbers. The state went from a 5 percent
or 6 percent decline in production per year to an increase
in the previous year. The state projected $38 per barrel
and the price was up closer to $50 per barrel. He was
concerned that the nunbers were too conservative show ng a
| arger deficit. He would be watching closely.

Representative WIlson asked if the state was doi ng anything
regarding royalty contracts. She wondered if the state was
selling to any in-state producers.

M. Stickel responded that there was royalty oil being sold
to in-state refineries.

Representative WIson had questions about the information
on slide 19. She suggested that as of January 12, 2017 the
state had 557,000 barrels per day. On the slide it showed
490, 289 barrels per day. She referred to the fall forecast
and wondered what nonths it included.

M. Stickel replied that for the particular production
forecast she was referring to, DNR incorporated actual
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information through June 2016 to derive the base cast
forecast and information from the plans of devel opnent in
the departnent's discussions with the operators. The state
added the actual information it had at the time including
the first 3 to 4 nmonths in FY 17. At the tinme that the
departnent produced the forecast the remaining 9 nonths,
Cct ober - Decenber 2016 and January-June 2017 actuals were
i ncorporated into the forecast.

Representative WIson suggested that the reason they were
seeing a large difference could be because DNR was using
2016 production nunbers versus 557,000 barrels per day. She
asked if actual nunbers would be reflected in the spring
forecast.

M. Stickel responded that the spring forecast would

incorporate some additional actual information into re-
running the forecast nodel. He indicated that to the extent
the actual information showed an over-performance, an

increase would likely appear in the spring forecast.

Co-Chair Seaton relayed that DNR was online. He preferred
that rather than DOR explaining DNR s forecast nodel for
production, nenbers should hold parts of their question for
DNR.

3:02:52 PM

Representative W/Ison asked about the $100 million figure
per additional 50,000 barrels per day.

M. Stickel had done sone analysis anticipating such a
guestion. He elaborated that the nunber the comm ssioner
cited for FY 18, holding all else equal, with an additional
50,000 barrels of production the state would receive about

$100,000 mllion in additional unrestricted revenue
(consisting of primarily production tax royalty). In terns
of total revenue, the anobunt would be closer to $135
mllion which would include the restricted royalty

conmponent to the Permanent Fund.

Representative Genn referred to slide 26. He noted that
there was a bullet that indicated participants provided
their percentile path. He asked about the 30 experts that
met in the fall. He wondered if there were any non-State of
Al aska participants. He asked of the list of participants
was available to the public.
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M. Stickel responded in the positive. Sone private
econoni ¢ consul tants parti ci pat ed. He t hought t he
department could provide the Iist.

Representative Grenn referred to slide 38 where it showed
the bar of tax credits in the following 10 years. He
pointed to where it read, ".assumng statutory mninmm
appropriations for FY 2018+." He asked about the work
assunption and whether it was used for ease of creating the
slide or whether it was a working strategy to be used |ong-
term

M. Stickel indicated that the intent was to set the stage
of the state's potential liability. There was statutory
| anguage concerning a mninmal appropriation which was the
anount proposed by the admnistration for FY 18. The actual
appropriation amount in any of the years was still up for
debate and up to the legislature.

Representative Thonpson referred to page 46 where it showed
i nvestnent revenues of $18.6 mllion. He asked if the state
was |ooking at changing the state's investnent of its
wealth in order to get higher investnent returns for non-
Per manent Fund assets. He thought the state was not making
much profit from a significant anount of investnent noney
like it shoul d.

Comm ssioner Hoffbeck responded in the affirmative. He
rel ayed that the amount was primarily being driven by the
returns on the CBR Until the state had a fiscal plan that
used other fornms of revenue besides the CBR, the state
could not invest in anything long-term due to the prudent
investor rule. As soon as a fiscal plan was in place, DOR
woul d have a better idea of what the long-term use of the
CBR would be and would reinvest it in a nuch nore
aggressi ve fashion.

Representative Thonpson was interested in the returns for
many pots of noney besides the CBR and the ERA. He would
like nore informati on about the different funds.

M. Stickel replied that he could provide information about
how t he various funds were invested.

3:07:49 PM
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Representative Otiz referred to slide 38. He assuned that
the blue Iine represented increasing liability to the state
due to "unpaid credit."” He asked if he was correct.

M. Stickel responded affirmatively.

Representative Ortiz asked M. Stickel to define the word
l[Tability, w thout considering possible changes in current
tax credit law. He wondered if the state was actually
liable for the anount of noney |isted on the slide.

Comm ssi oner Hoffbeck relayed that there was no obligation
on the part of the state to pay the credits in cash. The
credits had been earned and the entities had certificates.
They had the option of holding the certificates and using
them against future tax liabilities, or they could sell
them to sonmeone that had current taxes that could be
witten off. The third option was for the state to purchase
the credits back. However, there was no requirenent for the
state to purchase them back. Utimtely, at sonme point the
credits would hit the books as a purchase or as a credit
t aken against tax liability.

Co-Chair Seaton indicated that in statute the state was
liable to place funds into an account but did not obligate
the state to pay noney out of the fund. He asked if he was
correct.

Comm ssi oner Hof f beck responded affirmatively.

Co-Chair Seaton clarified that slide 38 was based on the
| egi sl ature appropriating what was deposited into the fund
every year and represented the growth of liability.
Conmi ssi oner Hof f beck answered, "That is correct.”

Co-Chair Seaton asked if the slide included any of the
ot her projects such as Pikka, Smth Bay, or other projects

with potential huge liabilities under the current regine.

Comm ssi oner Hof fbeck responded in the negati ve.

3:11: 06 PM

Representative Pruitt mentioned the federal revenue
portion. He noted an increase to the state of about $1
billion. He referred to the federal revenue section in
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Chapter 6 [Revenue Sources Book]. He highlighted an
increase which would cost the state about $15 mllion,
whi ch he thought was a good investnent. He also nentioned
an increase of nore than $100 mllion in FY 18. He asked
about the changes and the additional nonies the state would
receive in terns of the additional $1 billion initially in
FY 17. He also quarried about the additional cost to the
state of $100 million in matching funds.

Co-Chair Seaton asked if Representative Pruitt was | ooking
at the Revenue Sources Book or one of the slides.

Representative Pruitt was |ooking at the Revenue Sources
Book. However, he noted that one of +the slides was
hi ghl i ghted because it was part of the state's revenues.

Co- Chair Seaton wanted to pull up the slide.
Comm ssi oner Hoffbeck pointed to slide 44.

M. Stickel referred to page 62 of the Revenue Sources
Book. He responded that the departnment would investigate
the reason for the $100 mllion increase in matching funds
from FY 17 to FY 18. The nunbers were provided by OVB. He
addressed the question about the increase in the forecast
for federal receipts between FY 16 and FY 17 of about $1
billion. He reported that the FY 16 represented the state's
estimated federal receipts for the fiscal year. He pointed
to footnote 3 on slide 44 noting that the forecasted
federal revenue was based on the total authorization for
federal receipts. Typically, the authorization was given
for the maxi num anount of federal receipts the state could
possi bly receive. Traditionally, the actual revenue cane in
bel ow that anount. He thought $3.5 billion would likely be
on the high side.

Comm ssioner Hoffbeck reported that for Pikka and sone
other fields there was an increnent of credits for what DOR
projected for spending for things such as environnental
studies and sone work in defining a reservoir. However, it
did not include the large dollars associated wth
devel oping a field.

Co-Chair Seaton clarified that $600 mllion to $800 mllion
per year in some years was not a big dollar spend.

Comm ssi oner Hof fbeck responded that it was not.
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3:15:12 PM

Vice-Chair Gara referred to slide 38 and noted that the
departnment listed the credits the state had to pay to
conpanies that did not have a profit. He referred to slide
36 which he thought had a great disparity from year-to-year
on the credits that the state essentially paid to the |arge
conpanies that had a profit - the credits they were able to
deduct from their production taxes. He wondered about the
anount the profitable conpanies were able to deduct - so
different in FY 16, FY 17, and FY 18. It looked like the
conpanies only deducted about $100 million in FY 16 and
$500 million in FY 18.

M. Stickel explained that the blue line, the production
tax before any credits, showed an anticipation of a higher

production tax liability for the mjor producers |argely
due to an increase in prices. As far as the credits taken
against liability, one piece was the taxable per barrel

credits. Currently, conpanies had liabilities to apply the
credits against. Also, there were sone exploration credits
incorporated that mght be worth nentioning. Sonme of the
explorers had transferred credits to the major producers in
the armount of about $20 million in FY 17. The departnent
was estimating $100 mllion in FY 18. He noted page 80 of
t he Revenue Sources Book.

Representative Guttenberg commented that the departnent had
i ncluded potential new fields and opportunities and noted
the issue of heavy oil. He spoke of technologica
br eakt hroughs that would allow the production of heavy oil
to increase. He asked if the departnent consider the things
he nentioned in its forecasting.

M. Stickel responded that it came up when the departnent
nmet with the mmjor oil conpanies during the process of
producing the forecast. The departnment asked them about
their different opportunities and devel opnents. There were
no significant heavy oil plans that anyone was review ng at
the current price |level. He suggested that as the
departnent proceeded through future forecasts it would
continue to nonitor the issue.

Representative CQuttenberg wondered if the departnent had

information regarding the amount the mmjor producers were
spendi ng on heavy oil research.
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M. Stickel did not think the nunber was  at t he
departnent's fingertips but he would ook into it.

Co-Chair Seaton queried that if the producers had expenses
on the North Slope associated with a find or devel opnent,
their expenses would be available for tax credits at the
rate of 35 percent of their expenditures.

M. Stickel responded that as long as a prospect was on the
| ease, it would be deductible. For instance, if a conpany
drilled an exploration well into a heavy oil prospect, it
woul d be treated the sane way as an exploration well into a
light oil prospect.

Co-Chair Seaton thanked the presenters from DOR for their
presentati on.

3:19:43 PM

Co-Chair Seaton asked M. Decker to explain the revised
nmet hodol ogy.

PAUL DECKER, DVISSON OF OL AND GAS, DEPARTMENT OF
NATURAL  RESOURCES, reported that the restriction of
projects wth expected start-up dates wthin a 5-year
wi ndow nmade a dramatic difference in the forecast relative
to fornmer forecasts. He continued that the forner forecasts
that incorporated much | onger |ead projects and specul ative
projects tended to over predict especially in the outyears
of the forecast. Some of the work the division did showed
that the error in previous forecasts increased with each
year forward the forecast was | ooking. He thought forecasts
m ght be good in the near years. However, by including the
nore specul ative projects, they tended to over forecast
further out into the future. The division had concluded it
was the fundanental challenge that needed to be addressed.
Sonme  of the changes adopted included incorporating
probabilistic statistics - understanding that there was a
P50, P10, P90 range of <certainty associated with many
aspects of the forecast. The division tried its best to
define distributions and to quantify wuncertainties. He
asked if there were specific questions about the forecast.

Representative Pruitt commented that the departnent had

been accurate in the forecasting in the spring in terns of
t he average. He understood the discussion about the future.
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However, he wondered how the state could have confidence in
the future, because there was an estimte of 3 percent |ess
than what the state saw for the average for the first 6
nmont hs. He could see how there would be a dip in the warner
weat her nmonth. However, he did not see the state dropping
dowmn to as low as DNR forecasted, which was done recently
in the previous Decenber. He wondered how the forecast
shifted so drastically fromthe spring forecast.

M. Decker replied that the previous forecast had been
crafted by DOR and its consultant. The Departnent of
Nat ural Resources did not consider the previous spring s
forecast in the process of preparing the departnent's
forecast. There had been a nethodol ogy change between the
two forecasts. One of the |arge changes had been changes in
behavior of the operators. They had anended their plans,
laid down rigs, and deferred drilling in entire units that
formerly were expected to be developing throughout the
upcom ng year. He agreed that seasonality played a big part
in the forecast for the fall. He relayed that the
departnent's nethodol ogy tended to produce a straight |ine
t hrough the year of relatively uniform decline throughout
the nonths of any given year. He noted that the departnent
was | ooking at the chance to reconcile nonthly production
as the state was clinmbing out of |ow production in the
sutmer  into peak production in the cold nonths. The
forecast was nore of a baseline decline through the year.
The departnent thought its prediction would average out
because in the summer there was |ess efficient conpression
for injection purposes, and turnaround events and field
mai nt enance occurred. He noted that the deferral of
devel opnment drilling activity in several fields was also a
contributing factor to the departnent's prediction |eveling
out by the end of the fiscal year. He reported that
turnarounds done in previous years were ngjor maintenance
events and that the state was reaping the benefits of sone
of those efficiencies and inprovenents. He thought the
state was still seeing an increase in production from the
former turnarounds. He reported there was a lag in the
effect of industry operations or the |ack of operations or
the deferral of things. He thought the state would see a
further slow down throughout the rest of the year.

3:27:13 PM

Representative Otiz asked about the net effect of going
froma well-to-well forecast to a pool forecast. He asked
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M. Decker to define "pool." He wondered if the net inpact
was causing a general decrease in production.

M. Decker expl ai ned that pool was an individual
accurmul ation of oil or gas. He elaborated that a field
m ght contain multiple pools. An exanple wuld be the
Prudhoe Bay Unit. A unit or a field was a collection of
mul tiple individual reservoirs. At Prudhoe Bay there were
more than a dozen pools in the field. He furthered that
pool - by-pool neant the production data reported by the
operators to the Alaska Ol and Gas Conservation
Comm ssion. The departnment took the data, grouped it by a
geological reservoir in any given field, and applied its
decline curve analysis to |look at the rate of decline.

M., Decker continued that the departnment also devel oped a
met hod to understand the possible high-end projection and
| ow-end projection of decline rather than a single decline
percentage estimate. He enphasized that the mjor
difference between what DNR did and what previous entities
had done in ternms of forecasting had to do with what was
viewed as appropriate to be in the forecast. The Departnent
of Natural Resources was careful not to count certain
activity twice. M. Stickel had nentioned in his testinony
that the decline curve analysis incorporated a certain
el enent of background devel opnent activity inherent in
running an oil field. The departnent wanted to be sure that
if a conpany indicated it would drill 7 wells in a field, a
| ook back at the previous 3 years of developnment activity
had to be conpleted. The |I|ook-back would show how many
wells would they have been drilling on an average year
because that nunber was already included in the decline
curve projection. The wunder devel opnent category of the
forecast was small because there were not many new wells in
existing fields comng on in the forecast period.

Co-Chair Seaton thanked the testifier. He reviewed the
agenda for the foll ow ng neeting.

#
ADJ OURNIVENT

3:30: 57 PM

The neeting was adjourned at 3:31 p. m
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