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AOGA Member Companies 

II 
llilcorp Alaska LLC 

~onMobil. 

TESORO 
Chevron 

~lo! 
_/ 



Oil & Gas Fuels Alaska's Economy 

51,000 

60,000 

$ 2.345 Billion 

$ 447 Million 

$ 6.450 Billion 

Private Sector Jobs 

Public Sector Jobs 

Total State Revenue 

Local Property Tax 

Total Wages 
Source: DOR Fall 2015 Revenue Source Book (RSB) & McDowell Group 
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Resident Hire 
• Caelus Energy more than 85% Alaska hire 

• Of the 94% Alaska resident employees of 
Alyeska Pipeline Service Company; 20% are 
Alaska Native 

• 100% Alaskans in BlueCrest operations staff 

• BP has 79% Alaska hire 

• 89% of Hilcorp's workforce are Alaskans 

• More than 100 Alaska companies have been 
involved in Pt. Thomson; 80% Alaskans 

Industry supports scholarships and training 
programs to increase the resident hire rate. 



Oil & Gas Revenue Primary 
Contributor to State Government 

Petroleum Revenue has constituted ,v85% 
of the state's unrestricted revenue 

since statehood 

TOTAL: $141 Billion 

Royalties: $51 billion {36%) 

Production Tax: $56 billion (40%) 

Other: $34 billion (24%) 

Source: DOR Fall 2015 RSB 
: ' 



Alaska Oil and Gas Tax Policy 
Changed 5 times in a decade 

• February 2005 - March 31, 2006: Aggregated ELF - Decision 
that altered gross production tax 

• April 1, 2006 - July 2007: Petroleum Production Tax (PPT) 

• July 2007 - 2013: Alaska's Clear and Equitable Share (ACES) * 

• 2010: Cook Inlet Recovery Act 

• 2014 - present: SB 21 & SB 138 

• 2016: HB 247 /SB 130 - Governor Walker's Proposal 

* Some provisions of ACES made retroactive to enactment of PPT, others to 1/1/2007 



Current Fiscal Policy is Competitive 



1000 

500 

North Slope Production is Stable 
TAPS Throughput 

Historical & Forecasted 

Historical Production 

Fall 2015 RSB 
production forecast 

Fall 2013 RSB 
production forecast 

487.6 

482.7 

429.1 

399.6 

368.8 

340.1 

Source: DOR Fall 2015 RSB 

500.2 

504.9 

497.7 

487.6 

460.5 

423.9 

359.8 

329.2 

302.1 



GVR= Average 8% of future oil production 
North Slope Oil Production Forecast 

600000 

500000 

400000 

300000 

200000 

100000 

0 

• Officia I Forecast • Production from GVR-eligible fields 
Source: DOR RSB Fall 2015 



Cook Inlet Oil Production Up 102% 

Cook Inlet production 2005-2015 

20 

15 

10 

5 

0 

~ ~ ~ ~ ~ ~7 ~7 ~7 ~7 ~7 ~7 vs v6 ~ ~ ~ ~o ~~ << <a ~~ <s 

• Production (thousand bbls/day) 

Source: DOR Fall 2015 



Unprecedented Low Oil Price 

0 

Source: Cost: Upstream Capital Cost Index (IHS/CERA) 



Costs Are 2X Higher than Inflation· 

250 
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Source: Price: Brent Crude (EIA) 
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Oil & Gas Costs 
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Costs higher 
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Companies Have Negative Cash Flow 

400 

350 

300 
0 
0 
~ 
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150 
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50 
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Price and Cost Relationship 
- Price1 - cost 2 

- ---- --

2004 2008 

Negative 
cash flows 

2012 

OIL & GAS 
f U E l I N G 
ALASKA'S 
ECONOMY 

2016 



At current prices, industry has negative 
cash flow of -$20/barrel before tax 

Avg. Jan. 2016 A :NS Price $30.28 
-

Downstream Costs ;· ,.~ .,.' • :;", •' ;_r-. .-·.L: .'"'_ ·~: "-~--~~, ~~-

ANS Marine Transportation ($3.28) 

APS Tariff ($6.41) -----------
Other ($0.87) 1--~----------.11~-
iTotal Trans~ortation Cost_s _________ ___.l ($10.56' 

Royalty ($5.63) 

Lease ExP-enditu res 

Operating Expenditures --~~--~ 
aP-ital ExP-enditur_e_s ---~----

Total Lease Expenditures 

ESTIMATED FY16 COSTS OF PRODUCTION 
BEFORE TAXES 

source: DOR. Fall 2015 RSB 

($18 .. 48) 

($52.33 



Policy Questions posed regarding 
Governor Walker's Proposal - HB 247 

• What effect will the policy have on overall oil and gas 
production in the state? 

• Will the policy make Alaska more or less competitive on 
a global scale? 

• Will the policy provide stability to the industry and the 
State of Alaska? 

• Will the policy provide predictability to companies 
looking to make huge investment decisions? 



Administration Goal is to Raise Money 

"The motivation to go down this path to look 
at credits was the budget. The motivation 
was not to go in and redefine oil and gas 

taxes in the State of Alaska.N 
DOR Commissioner Hoffbeck - 2/10/16 

''It is a tax increase. I don't think we are 
attempting to disguise that.N 
Tax Director Alper - 2/12/16 



HB 247 will Increase Taxes 
on Cash-Negative Industry 

When asked: ''So you intend to increase taxes on 
companies already losing money in the state of Alaska?'' 

Tax Director Alper Response: "Through the chair; yes." 
2/10/16 

''We are very much in a low swing right now, so a 
small increase to the minimum tax would increase 

their down at this moment in the cycle. That could be 
said without hesitation." 

Tax Director Alper - 2/10/16 



HB 247 Increases Government Take 

"There~s not a lot of government take in this bi/1.N 
Tax Director Alper - 2/10/16 

"Cumulative impact of proposed changes would be to shift up 
government take in lower oil prices. In times of high investment /low 

prices (as is 2016}~ effective government take exceeds 100%.'' 
enalytica Presentation - 2/25/16 

" ... Industry suffering so much - we (the state) are getting all the 
money (at low prices) .. Vis-a-vis we (state) are the rich ones.N 

Rep.AndyJosephson - 2/25/16 



Specific Concerns with HB 247 

• Increases minimum tax by at least 25% 
• Net Operating Loss tax credits lose value 
• Set limits on credits- discouraging investments by 

smaller company 
• Cook Inlet credits eliminated 
• Interest rates increase significantly 
• Confidentiality provisions waived 
• Disguised tax increase through the change of the 

application of Gross Value at the Point of Production 



HB 247 Does Not Provide Stability 

'' ... Not optimal policy'' 

''Investor would look at this approach as 'quite scary''' 

'' ... Salami tactics - slice by slice by slice .. " 

'' ... this (HB 247) creates 'oh dear~ when environment is 
tough, folks will come back year after year to get 

another slice." 

enalytica - 2/15/16 



HB 247 Negatively Impacts Every 
AOGA Member Company 

''OIL PATCH GOING THROUGH 'PURE HELL~ BUT DOESN1T 
LOOK TO D.C. FOR SALVATION.11 - Politico, 2/26/16 

"Look at the number of layoffs we've had in this industry. If that had happened in 
Detroit, think of the hue and cry in Washington," 
American Petroleum Institute CEO Jack Gerard 

AOGA is not asking for assistance from the state 
of Alaska in this down turn, but do ask for careful 

consideration of any policy changes. 

Do No Harm 





Overview: Tax Credits = Jobs 

• Tax credits support investment in the State 

• Investments create jobs and bring revenue to the State and local governments 

• Furie has invested over $700 million in Alaska ( drilled 5 wells, installed 
platform, subsea pipeline, and onshore facility) 

• During 2015, we employed over 300 people in the State 

• New gas supply supports local economic activity and reduces cost of energy 

• Furie has reinvested all tax credits to fund exploration and development 

• Without continued tax credits, we will have to significantly reduce future 
investment which will result in job loses 

1 
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Tax Credits Help Alaskans by Supporting Development 

Alaskans have benefitted directly and indirectly from Furie's investments, 
which would not have been economical without the presence of all the Cook Inlet tax credits. 

Tax credits benefit Alaskans 

• Lower energy prices from increased competition and 
additional supply of natural gas 

• Increased State revenues from royalties, leases, taxes 

• New jobs (direct and indirect) and influx of income to 
local businesses 

• Lowers risk of future shortfalls in natural gas supply 

Tax credits enable development 

• KLU development economics relied upon all Cook 
Inlet tax credits for positive returns, including: 

20% QCE under AS 43.55.023(a) 
- 25% loss credit under AS 43.55.023(b) 
- 40% WLE under AS 43.55.023(1) 
- Future investments may cease without them 

• Financing of tax credits provides liquidity required to 
support capital intensive projects, certainty in go­
forward structure and funding is needed 

3 



Benefits for Alaska 

Tax credits are an investment that will provide a return 
to the State and its citizens for many years to come. 

• Over 300 jobs at peak of development 

• Property taxes paid to the state and various cities and boroughs: 
- 2012-2015: $2.9 million total 
- 2016 ( estimated): $4.8 million 

• Lease rentals paid to the State since 2011: $1.6 million 

• Estimated royalties of up to $300 million over the life of the reserves 

• Royalties, lease rentals and property taxes support local communities and 
create jobs 

4 



Alaska Partners Supporting Exploration and Development 

Investment in exploration and development creates jobs 
and supports local businesses and industry 

Sample of 100 Alaska businesses that support exploration and development in the Kitchen Lights Unit: 

Airportliquipment~entals 

AlaskaOCraneOConsultants 

Alaska!Jndustrial!Jlardware 

AlaskarMarine!!urveyorslJnc 

AlaskarMaritimel1\gencies 

Alaska~ubberullnd!!upply 

Alaska!!afetylJnc 

Alaska!!atelliteraJnternet 

Alaska!!erigraphics 

Alaska!!ewerl&IDrainlll 

Alaska!!teel!J:ompany 

Alaskarlfentl&rlfarp 

AlaskalM'estlixpress,IJnc. 

Amakrn-owingll:o.,IJnc. 

Anchorage!!andi11nd1Eravel0Co. 

ArcticfDfficelJ>roduct 

ARCTOS,IUC 

ASRCIInergyf1Jiervices 

Atigun,IJnc. 

Beacon!Jieathi11nd!!afetyf1];ervices 

Cameron!!urface!!ystems 

Carey!Jfomes,IJnc. 

Carlilerlfransportation!!ystems,IJnc. 

Cash1M'eldingi11ndl'fabrication 

CertifiedlJnspectionu,iervices,IJnc. 

ClippershiprMotorhome!Jtentals,IJnc. 

CONAMOConstructionOCompany 

ControlOConceptsl&rlfechnology 

CooklJnletrMarinell.LC 

Cook1Jnlet13pill1J>reventionl&~esponse 

Cook1Jnletrlfugl&IJ3arge,1Jnc. 

CPDl1\laskall.LC 

Crowleyll.ogistics 

Crowl eyrM a ri ne!!ervices,IJn c 

Crowley[1];olutions,1Jnc. 

Cruzll:onstruction,IJnc. 

DavislJ31ockl&OConcrete 

DeepwaterOCorrosion!!ervices 

Denalill:ranel1nspectionll.LC 

Dril-Quip 

DukowitzrMachine,IJnc. 

Eagle!Interprise 

Eagle!!afety[1];olutions 

Emeraldl1\laska 

ENSTAR~aturallEasOCompany 

Exprol1\mericas 

Firell:ontrolu,iystems,IJnc. 

Firstl1\mericanrlfitle1Jns.0Co. 

First!JJationallJ3ankl1\laska 

Fisheriesl3upply11nc. 

Five!!tar!Dilfield!!ervices 

Fivel3tar1Jtealty 

FossrMa riti meOCom pa ny 

FugroOChance,IJnc 

GCI 

G lo ballDivi ng111 nd!!a lvagelJnc 

GRIJJ:ngineers,11nc 

Guessl&~uddll.LP 

Harbor!I:onsulting!Ingineers,IJnc 

Harvest111.laska,ll.LC 

HomerDepot 

Homer1Ilectricl1\ssociation,IJnc. 

Homer!!eptic!!ervices 

HotelOCaptainOCook 

lndustriallJnstrumentu,;ervices,IJnc. 

I nte rtekrn-ech n ica lu,iervices 

J.W.IM'illiams,IJnc. 

JacobslingineeringlEroup,IJnc 

JensenrMaritimeOConsultants 

KenaiOCatering 

KenailJ>eninsulalJ3orough 

Magl ecl1\laska,ll.LC 

Marine!!urvey!!ervices 

MaritimelJlelicopterslJnc. 

Maritimewx 

McJunkin~edrManOCorporation 

MclaneOConsulting,IJnc. 

Michaelll..l'fosteri&l1\ssociates,IJnc. 

Mobilell:oncreteratindlErout!]bfMlaska 

Nikiskil'fuel,IJnc 

Northl1\ir,1Jnc. 

North!!tarrlferminal 

Northwestll:ra ne!!ervice,ll.LC 

N RCl1\laska,ll.LC 

OceanlMarineu,iervices,IJnc. 

Offshore!!ystems-Kenai 

PeninsulalJ>umping,IJnc. 

Petro!!tar,IJnc. 

Petro49 

Petrotechnical~esourcesl1\laskall.LC 

PortlErahamOCorporation 

Procomml1\laska 

Professionall1\djusterslbf'Mlaska 

RAVNl1\laska 

Schlumbergerrlfechnologyll:orp 

Stoel~ivesll.LP 

Terrasond 

Watsonll:ompany,IJnc. 

Weave~rothers,IJnc 

Westpa cll.ogisti cs,IUC 

5 
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Tax Credits Helped Furie Bring Cheaper Gas to Southcentral Alaska 

HEA secures lower price on gas deal with Furie 
Elwood Brehmer, September 20, 2015 

Tax credits 
l 

more natural gas 
development 

"The price of Cook Inlet natural gas continues to trend downward ... " l 
increased natural Base Load Prices 2016 2017 2018 

Hilcorp Consent Decree 7.42 7.72 8.03 

Furie Homer GSA1 6.50 6.75 7.00 

Reduction% -12% -13% -16% 

ALASKA J ournala1Commerce 
Chugach, Hilcorp agree on gas supply contract 
Elwood Brehmer, August 12, 2015 

" ... prospect of more competitive prices from other producers ... " 

Base Load Prices 2016 2017 2018 

Hilcorp Consent Decree 7.42 7.72 8.03 

Hilcorp Chugach 3rd 
7.42 7.72 7.35 

Amendment to GSA 

Reduction% -8% 

gas supply 
l 

lower natural 
gas prices 

l 
further economic 

development 
l 

more jobs! 

Tax credits can extend the 
downward pricing trend and 

prevent future supply shortages 

1 Price increases occur in the following year's April 
6 



General Comments about HB 247 

• Repeal of credits under AS 43.55.023(a) (QCE) and (I) (WLE) will stifle or stop investments 

• 25% loss credit under AS 43.55.023(b)--which HB 247 leaves in place -- is helpful, but not adequate if 
QCE and WLE are repealed given: 

high costs of oil and gas exploration and development in Alaska's Cook Inlet 
tax rate on oil will be 35% after 2021 

• $25 million annual limitation on purchases of certificates is unreasonable and represents a virtual repeal 
of the program -- credits must be monetized timely to be useful for companies during capital intensive 
exploration and early development 

• Transferable credits can be assigned and are vital for financing, which has provided needed liquidity -­
repeal of credits and additional limitations on purchase of credits will dramatically impact financing and 
investment 

• Any changes to tax credits in 2016 is unreasonable and hits Cook Inlet in the middle of the offshore 
drilling season (perhaps even in the middle of the drilling of a well): 

budgets have been approved in light of current law 
contracts are already in place 
Furie is bringing another jack-up rig to Cook Inlet for additional exploration and development 
drilling this summer, and all credits are essential 
impacts on financing arrangements 

7 
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Tax Credits Enable Development Companies to Access Low Cost Capital 

• Tax credits have provided Furie with access to economical sources of funding 
- Cost of funding declined from around 20% APR to 8% range 

- Low rates offered by lenders due to Alaska's historical support of oil & gas industry 
and tax credit program (low perceived "political risk") 

• Lower cost of capital helps fund existing and future development of State resources 

• Lenders require certainty and have stopped lending 
- Veto of 2015 appropriations almost crippled Furie's ability to access funding 

- Lenders now question if 2015 tax credits will be paid in 2016 
- Proposed legislation with limits on cash repurchase and mid-year effective dates 

have shut down lending 
- We need and ask for certainty to avoid curtailing capital investments planned for 

2016 and beyond 

8 



Summary - Without Certainty Furie Will Have to Curtail Investments 

Had HB 247 been passed prior to 2015, Furie would not have pursued exploration and development of the KLU. 
Should HB 247 pass in 2016, investments will drop dramatically. 

Credits under AS 43.55.023 and funding for cash purchases of certificates 
are crucial for liquidity and economical financing 

Financing and loan guarantee program through AIDEA is welcome, 
but not a reasonable alternative to the tax credit program 

Repeal in July 2016 will catch Cook Inlet in the middle of a drilling season 

Tax credits have led to increased: 
gas supplies for local users, jobs, economic activity, and revenues to the State 

9 
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Cosmopolitan Project Area 

• 100% owned and operated 

Cosmopolitan Unit 
Outline (2015) 

by BlueCrest Cosmopolitan State #1 

• 7 State leases Hansen #1A-L 1 (2007) 

• 22,540 acres offshore 
• 38-acre onshore surface 

lease 
• 6 wells drilled to date 
• 6 known oil zones 
• 6+ known gas zones 
• 2 identified exploratory 

prospects 

1-mile • • 
Approximate areal extent of 
known productive reservoirs 

3-D Seismic covers 
entire Project area 

(2005) 

Approximate areal extent of 
identified exploratory prospects 

4,ostlaarfltl 

5,S8911CrN 
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I ....--=-----,-,,...., 
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, ~ . . ' . ' 

1967: 
• 

The Starichkof State No. 1 
- -- --- - ---~ --==;· --..-------· -----

1967 Well 
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Obscuring Seismic 

------

1967 we 



. ' . 

"? ----------------------- . ·------------ ~--~h~s~~H~~~~~r- • Confirmedpre~ou~y 

2013 Well identified zones 
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• Four new productive 
oil zones 

1967 Well 
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• Separate oil anct gas reservoirs are located approximately 
three miles offshore in the Cook Inlet 

• The oil reservoirs can be reached by drilling wells from 
onshore 

• The gas reservoirs are not as deep and can only be reached 
with offshore wells and platforms 
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Typical Project Life-Cycle Cash Flow 
Cumulative Cash Flow Throughout Time 

Break-Even 
First profits, 
10-15 years 

after sanction 

Exploration Development ~~ 
( ) •(---------~) ~ 

Time 

~ Initial Discovery 
a 
~ ·-.... 0 
0\ 

~ 

Cosmopolitan 
(as of 03-01-2016) 

Initial Self-Sustaining Point 
a.. (monthly cash flow above zero) 





• ' J • j • • ~... • • • ' 

. 
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Tax credits for development of 
previously discovered proven 
reserves are a solid, low-risk 

investment for Alaska. 
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Summary of DOR Analysis Cook Inlet Oil Development 2/19/2016 
Net Cash Benefit to State With Continued Tax Credits at Various Oil Prices 

$1,800 ,-----------------------------------------

$1,600 

$1,400 

Source: 
Director Ken Alper 2/19/2016 letterto Rep. Seaton. 
50 MMBO gross oll, 30-year field llfe 
Maximum oil rate 16,900 BOPD 
Current tax laws applied with no changes {Incl continuation of tax credits) 
Values shown are net of the tax credit payments by State ("'$300 mllllon) 

! $1,200 -+----------------------------- :o=--.-----------
·e 
,v,. -.; 
19 $1,000 +-----------------------~ ~ 7/---------------
ci: 
i; 
II 

! $MO +--------------------m--~-------------------

S 
II 
:::s 

J li $600 
z 

$400 +-----------~-------------------- --------

, , 

, , , 

$200 +-------,---"-------------------------------­, , , , , 
$0 +--- ~'--~----~-----~-----~----~-----~------, 

$30.00 $40.00 $50.00 $60.00 $70.00 $M.00 $90.00 $100.00 

Oil Price (constant $/BBL) 



11 

Summary of DOR Analysis Cook Inlet Oil Development 2/19/2016 
Comparison to Permanent Fund NPV Return (6.15%) to State at Various Oil Prices 

Assuming All Tax Credits are Continued In Full 
$800 -r---------------------- ------------------

_ $700 
VI 

! ·e 
~ i $600 
11'1 
.-4 

'° 1. 
"a 
$ $500 
C 

8 
:.c 
Q 
,; S40o .. 
c 
'S 
II 

! $300 
s 
II 
:I 

J 

Source: 
Director Ken Alper 2/19/2016 letterto Rep. Seaton. 
SO MMBO gross oil, 30-year field life 
Maximum oil rate 16,900 BOPD 
Current tax laws applied with no changes (Incl continuation of tax credits) 
Values shown are net of the tax credit payments by State (-$300 million) 

Any value greater than 
zero indicates a rate of 
return better than the 
Permanent Fund 6.15% . 
The higher the dollar 
value, the higher the 
rate of return. 

c s200 +---------------....,..~ ~ ~---------------------
91 
f 
Q. 
; 
z $100 ;-----------------::;a- --------------------------

$0 +--------.-----------.-------r--------,r------~-----~------, 
$30.00 $40.00 $50.00 $60.00 $70.00 $80.00 $90.00 $100.00 

OIi Price (constant $/BBL) 
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Continuation of the 023(a) and 023(1) credits is a good 
investment for the state. 

Termination of the 023(a) and 023(1) credits will result in a 
significant reduction of BlueCrest's ability to continue 
drilling at Cosmopolitan. 

Continuation of the credits facilitates Cosmopolitan 
continued drilling at ~$10/BBL lower oil prices. 

In the event that the NOL is the only remaining credit, it 
should match the 35% received by North Slope parties. 



State's Investment Return From Individual New Cosmopolitan Well Royalties 
State's Benefit-to-Cost Ratio versus Average Lease Oil Price 

Assumes 023(a} and 023(/J Tax Credit Paid (total 38"1 of Well Cost} 

300% ~------------------------------------

280% 

260% 

240% 

o 220% 
'i 
a: 

~ 200% 
+t 

I 
C 

:: 180% 

160% 

Example Cosmopolitan oil well: 
- $40 million total well cost 
- Includes multi-sta1e hydraulic fradurin1 
- Ufetime per-well oil produdion of S million bbl 
- Tax credit calculated assumin1 85% costs are intan1lble 
- Assumes current tax aedit strudure with no 023(b) credit 
- calculation based on royalties alone 

$24/BBL Break-Even 
Price for Alaska's 

Tax Credit 
Investment _ __,.,.~-----1 State's Investment Is the tax credit 

($15.2 million tax credit for $40 million well) 

140" +------1------~~-------1 State receives 12.5% of all revenues and pays no 
operatin1 expenses for life of well 
At $40 oil, state is repaid total investment after 

120% +----+-------,~ -----------; a~~roximate(y 5 years ----- - - ----------
100% ;----'"'--T------.-----.----------,-------.-----.-----,-----,-------.-------, 

$20.00 $25.00 $30.00 $35.00 $40.00 $45.00 $50.00 $55.00 $60.00 $65.00 $70.00 

Average Field OIi Price Received over Life of Well 
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Limits of $25 million per company for cash payments: 

• Arbitrary 
• Particularly disadvantages small companies like 

BlueCrest who have invested but do not yet have 
production 

• BlueCrest has invested in good faith, based on the tax 
policy in existence when the investments were 
committed 

• BlueCrest has financed the Cosmopolitan development 
assuming the credits would be paid on time 

• The state is backing out on its prior commitment 
• A strong disincentive for future investments 
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The reduction of the credit payment amount by 
the percentage of non-Alaskan workers in the 
previous year is impractical. 

Investments have already been made and 
contracts entered into based on the current tax 
laws. 

BlueCrest has hired 1 OOo/o Alaskans for its 
permanent operations workforce and has 
encouraged contractors to hire as many 
Alaskans as practical for short-term construction 
jobs. 





. . 
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An effective date of July 1, 2016 is too soon for 
implementation of substantial reductions in tax 
credits for ongoing work that has already been 
contracted for and now underway. 

BlueCrest's funding plan for initial Cosmopolitan oil development 

Total cost: 

Funding sources 
Cash investment by shareholders: 
AIDEA loan on drilling rig: 
Development loan: 
Tax credits received to date: 
Tax credits for 2015-2016 spending under current law: 

$525 million 

$200 million 
$30 million 

$150 million 
$24 million 

$121 million 



.. 
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When we are driving on 
slippery icy roads, the most 
dangerous thing we can do is 
suddenly slam on the brakes! 



Alaska 
Support 
Industry 
Alliance 
BRYAN CLEMENZ, DOUG SMITH, TOM WALSH 

... linking Alaska's resources to Alaska's people ... 

HOUSE RESOURCES COMMITTEE - WEDNESDAY, MARCH 2, 2016 
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Today's key messages 
•We are Alaskans - Alaskan companies and Alaskan 
workers - we are not the producing and exploring 

• companies 
•Alaska is still an oil & gas economy 
• Increased production is the best answer to the 
State's fiscal dilemma which requires a stable fiscal 
climate for investment 

•What is the State's policy to increase production? 
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Thoughts on previous testimony 

•Compromise 

• "Everyone has to give" 
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Middle Earth 
• Policy 

•SB 21 

•Activity due to SB 21 

• Potential 

• Ongoing projects with huge potential benefits to 
Alaska 

• Personal Experience 
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Cook Inlet 
• Policy 

• Cook Inlet Recovery Act 

• Potential 

• Personal Experience 
• Work type 

•Jobs 

·-· 
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A bit more about jobs 

•West Virginia has the right idea. 

•Jobs are our future 
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Rig Personnel 
Company Rep 
Tool Pusher 
Ri~ Site Geo 
Driller 
Medic/Security 
Directional Driller 
MWD LWD 
Mud Hand 
Camp Support 
Rig Support 
Floor Hands 
Other Rig Hands 

2 per rig 
2 per rig 
2 per rig 
2 per rig 
2 per rig 
2 per rig 
2 per rig 
2 per rig 
6 per rig 
6 per rig 
8 per rig 
8 per rig 

44 positions 

2000/pos 
2000/pos 
2000/pos 
2000/pos 
2000/pos 
2000/pos 
2000/pos 
2000/pos 
1200/pos 
1200/pos 
1400/pos 
1400/pos 

120,000.00/month 
120,000.00/month 
120,000.00/month 
120,000.00/month 
120,000.00/month 
120,000.00/month 
120,000.00/month 
120,000.00/month 
216,000.00/month 
216,000.00/month 
336,000.00/month 
336,000.00/month 

$2,064,000.00/month 

~~.....,...w~~,...~~lSJllr..~~-.-.~•~..,..;na.~~~ll'll;T,._~-......,_-~~~~•~~..,., .. "-·,:-.c, ..... .....,.,~~·~ ,rJ-'w .. ..,_1111!<1.<'B-~•:,..,~ 
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Conclusions 

•Can HB 247 impact an LNG project? 

•Slow progress? Or no progress? 
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Thank you. 
• Questions? 

The Alaska Support Industry Alliance 

... linking Alaska 1s resources to Alaska 1s people ... 
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Natural Gas Company 

Presentation to the 
House Resources Committee 

March 2, 2016 
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Natural Gas Supply Needs 

• 140,935 Customers 

• Anchorage, Anchor Point, Big 
Lake, Girdwood, Homer, Houston, 
Kenai, Palmer, Soldotna, Wasilla, 
and Whittier 

• 33 Bcf /year 

• Peak deliverability 287 MMcf/day 



Dally Demand and Supply 2014 - 2015 
325 -- --- -
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Seasonal Average Deliverability 

ENSTAR's Avera11e Dally Dellverabllity in 2019-2021 
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Supply Contracts 2016-23 

ENSTAR Supply and Demand Forecast 2016-2023 
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• ConocoPhillips Alaska lnc-CPAl4 (Boil Off 
Gas) 

a AIX- BUC3 

• AIX- BUCl 

Cook Inlet Energy 

a Hilcorp - APL12 

• Hilcorp - UNOCAL 

• Hilcorp - APL4 

• Storage Supply 
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I (TA 280-4) APL-14 GSA 

• APL-14 is a new agreement with 
Hilcorp signed on December 23 
and filed February 29 with the 
RCA. 

• Represents approximately 70% 
(110 Bcf) of ENSTAR's gas supply 
starting on April 1st 2018 - 2023. 

• Approximately 22 Bcf /year. 

AND 

ALASKA PIPELINE COMPANY 

APl-14 

Ddl.,,yc,- !Dolr.Atri l , 1018 

T-m 0.t.: Mardi 31. JGZJ 
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• 6 electric utilities 

• Each owns generation 

• Natural gas is the primary generation fuel for 
5 utilities, and partially for the 6 th 

• 100% of the gas comes from the Cook Inlet 
basin 



... : .... 
·r· .. "; ... ·.' 

' 



• 1960s - 1980s 
• Chugach contracts: large volumes, long-term, inexpensive gas, 

3 producers, full service, met the needs of multiple utilities 

• 1980s - 2010s 
• Chugach contracts: large volumes, long-term contracts, 

reasonable prices, 4 producers, full service, met the needs of 
multiple utilities 

• 2010s - 2020s 
• Chugach contracts: smaller volumes, shorter duration, limited 

service, tight scheduling requirements, multiple producers, 
meet the needs of Chugach retail members & the Seward 
Electric System 





• ~85% of Southcentral generation is dependent 
upon natural gas 

• Uncertainty about supply or deliverability 
creates concern 



Orvanizations 11\roughoutthe Rlli~lt 1ft making 
plans to deal with a potrnt ial natural gas shortfall this 
wintrr. While It's not considered lilcely; Ill agree that 
it is important to be prepaffll. Nobody wants to be 
caught unprepared on a cold, dar1c wintrr evening. 
That's why the electric utilities in the Railbelt, EN STAR, 
the Municipalty of Anchonlge, and the~ Pffllnsula 
and Mat-Su boroughs have been working together on a 
collectiw, approach to the situation. 

YOH UN llHP IN l NltuaAL llS fMfllfNCY. lflf'S IOI. 
If a gas delivery problem develops, emergency managers might issue an alert 
using this Energy Watch chart 
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• Volume 

• Del ivera bi I ity 
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Gas Supply by Contract and Ownership 

2026 
Year 
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• Beluga Gas Field 
Owner 

• Hilcorp 

• Conoco Phillips 
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• 

• Chugach's gas needs are fully met for the next 
7 years. 

• Lead time to develop the gas supply and 
deliverability is 5 to 8 years. 

• DNR September 2015 report indicated Cook 
Inlet gas reserves are: 
• 700 Bcf proven (10 years) 

• 500 Bcf probable (5 years) 

• Need to drill for this gas. 



FRONTIER BASINS TAX 
CREDITS 

Presented to the Alaska House of Representatives 
Resource Committee 

March 2, 2016 
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FRONTIER BASINS EXPERIENCE 

'( 

AS.43.55.025(a)(6) & (7) originally 
created in 2012 under HB 276 and 
merged with SB23 

Intent of Legislature - incentivize 
oil and gas exploration in under 
explored Basins 

Reduce the risk of development of 
local rural energy to Alaskans 

Create local energy source for 
rural residents 

Reduce or eliminate the Power 
Cost Equalization (PCE) subsidies 
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FRONTIER BASIN TAX CREDITS 

~ AS 43.55.025(a)(6) - The first two exploration wells drilled 
inside each of the six Frontier Basins receives 80% credit or up 
to $25M of qualified expenditures 

~ AS 43.55.025(a)(7) - The first seismic project performed 
inside each of the six Frontier Basins receives 75% credit up to 
$7.5M of qualified expenditures 

.,... Ahtna would not consider any exploration activities 
without tax credits 



SPECIFIC FRONTIER BASIN REGULATIONS 

~ ADNR-DOG pre-qualification approval for seismic and well 

~ Various well depth and set back from previous wells 

~ Submission of all data to ADNR prior to credit award 

~ Public data disclosure of all data after 2 years 

~ Must provide energy source for rural energy needs! 

~ The AS.43.55.025(a)(6) & (7) tax credits are not eligible for 
stacking 



EXPLORATION PROGRAM HISTORY 
_... April 2012 Ahtna applies for SOA Exploration License 

_... May 2012 Legislature approves SB 23 

_... December 2013 Ahtna receives Tolsona Exploration License 

_... June 2014 receive ADNR Commissioner pre-qualification approval for 
seismic 

_... December 2014 completes 40-miles of 2D seismic over exploration area 

_... April 2015 completed reprocessing of seismic data identifying 12-sq. mile 
potential oil and gas trap 

_... May 2015 submit seismic data to ADNR-DOG 

_... September 2015 receive ADNR Commissioner pre-qualification approval of 
new well 

_... February 2016 - majority of permits approved 

_... March 2016 final stages of new well engineering and design 



COPPER RIVER BASIN 

x Proposed Tolsona well depth of 
4,500' Vertical hole. 

x Targeted structure is the Nelchina 
sandstone. 

x 11 wells drilled in the basin since 
1960's. 

x Most recent well - drilled by Rutter 
in 2005-2008. 

x Natural gas shows (approximately 
94% methane). 

x Tolsona #1 potential for a great 
local fuel source. 
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PURPOSE AND NEED FOR GAS IN 
COPPER RIVER BASIN 
... To conduct exploration within the license area on a single natural 
gas well, Tolsona #1, with the potential to develop natural gas 
production for distribution to local residents and electric utilities ... 

Community and Economic Development Benefits: 

...,. Potential Opportunities for Local Employment 

..., Economical Benefits, Expanding Local Business 

..., Lowering High Energy Cost for Our Rural Economy 

...,. Reducing Out-migration 

...,. Building Infrastructure in the Region 



Project Overview 
lllJi- Seismic 

~ Winter 2014/15 

~ 40 miles of new seismic 

~ Majority on State Land 

lllJi- Current Location 

~ Exploration site on State land. 

~ Royalties/production tax to the 
State if successful. 

~ Improvement to public access & 
recreational area. s 



PROJECT TEAM 
Ahtna, Inc. (DBA Tolsona Exploration Oil and Gas, LLC) 

Ahtna Construction 

HXR Drilling Services 

Restoration Science & Engineering 

Multiple Alaskan Companies 

State, Local, Federal Agencies 

ADNR 

USACE 

ADEC 

USFWS 

ADFG 

ADOT 

AOGCC 

USEPA 

Tremendous agency support, as an example, DNR Division of Oil and Gas Director has 
visited the region and project site. 9 
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CONCLUSION 

~ Our Request: It is critical to our project that the Frontier 
Basin AS 43.55.025(a)(6) & (7) credits are extended from 
June 30th 2016 to a future date, we recommend 2022 to 
coincide with other credit expiration dates . 

..,. This will greatly help the Tolsona Project that is under way with a 
committed investment and a very tight schedule. 

~ Ahtna also supports the AS 43.55.023 and 025(a)(1-4) Middle 
Earth tax credits to be kept in place, as an incentive to the 
Frontier Basin exploration and development efforts by 
explorers who have taken the risk and committed 
investment based on these incentives. 
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THANK YOU TO OUR GOOD PARTNERS 

~ We would like to thank the members of this committee for 
the opportunity to share our experience. We would also 
like to thank the Alaska Legislature, Governor, Staff and 
the citizens of the State of Alaska for your support for 
developing an affordable energy source in our region. 
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Contact Information 
Joe Bovee 
Ahtna, Incorporated 
Vice President of Lands and Resources 
P.O. Box 649 
Glennallen, AK 99588 
907-822-3476 
Jbovee@ahtna-inc.com Questions? 
Roy Tansy Jr. 
Ahtna Netiye', Executive VP 
110 W. 38th Ave 
Anchorage, AK 99503 
907-868-8250 
rtansy@ahtna.net 
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