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LORI BACKES, Staff

to Representative Ji mWitaker

Al aska State Legislature

Capitol Building, Room41l1l

Juneau, Al aska 99801

POSI TI ON  STATEMENT: Made a brief state on behalf of the
sponsor.

CEORCGE FI NDLI NG, Manager

External Strategies

Phillips Al aska

PO Box 100

Anchor age, Al aska 99510

POSI TI ON STATEMENT: Provided the committee with information and
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Legi sl ative Affairs Agency
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Capi tol Buil ding
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term nate a | ease.

JCE MATHI' S, Senior QOperations Manager
NANA Devel opnent Cor poration
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1001 E. Benson
Anchor age, Al aska 99508
POSI TI ON STATEMENT: Testified in opposition to [SS]HB 190.

CHRI S JOHANSEN

Fl ow i ne Al aska

1881 Livengood

Fai r banks, Al aska 99701

POSI TI ON STATEMENT: Testified in opposition to [SS] HB 190.

TOM W LLI AM5, Al aska Tax Counsel

BP Expl oration (Al aska), Inc.

PO Box 196612

Anchor age, Al aska 99515

POSI TI ON STATEMENT: Testified that BP opposes [SS]HB 190.

JOHN M NI ER, Presi dent

NANA Col t Engi neering

5900 Bl uebell Drive

Anchor age, Al aska 99516

POSI TI ON STATEMENT: Testified in opposition to [SS] HB 190.

Bl LL STAMPS, Manager

Busi ness Devel opnent and External Affairs
Peak G I field Service Conpany;

Presi dent, Al aska Support Industry Alliance
2525 C Street, Suite 201

Anchor age, Al aska 99503

POSI TI ON STATEMENT:

JUDY BRADY, Executive Director

Al aska G| and Gas Associ ation

121 West Fireweed Lane

Anchor age, Al aska 99503

POSI TI ON STATEMENT: Testified in opposition to SSHB 190.

LARRY HOULE, Ceneral WManager

Al aska Support Industry Alliance

4220 B Street, Nunber 200

Anchor age, Al aska 99503

POSI TI ON STATEMENT: Testified in opposition to SSHB 190.

MARY SHI ELDS, General Manager

Nor t hwest Techni cal Servi ces

330 Arctic Boul evard, Suite 201

Anchor age, Al aska 99503

POSI TI ON STATEMENT: Testified in opposition to [ SSHB 190].
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SALLY ANN CAREY, Secretary

[ Al aska] Support Industry Alliance

3264 Montcl are Court

Anchor age, Al aska 99503

POSI TI ON STATEMENT: Testified in opposition to [ SSHB 190].

JACK LAASCH, Menber

Executive Board

Al aska Support Industry Alliance

3264 Montcl are Court

Anchor age, Al aska 99503

POSI TI ON STATEMENT: Testinony in opposition to [SS|HB 190 read
by M. Carm chael.

BOB CARM CHAEL

3264 Montcl are Court

Anchor age, Al aska 99503

POSI TI ON STATEMENT: Testified in opposition to [ SSHB 190].

BOB STI NSQN, President

CONAM Constructi on Conpany;

Vi ce President, Al aska Support Industry Alliance

3015 Seaw nd

Anchor age, Al aska 99516

POSI TI ON STATEMENT: Testified in opposition to [SS] HB 190.

ACTI ON NARRATI VE

TAPE 01-33, SIDE A
Number 0001

CHAIR SCOTT OGAN called the House Special Conmttee on G| and
Gas neeting to order at 8:10 a.m Representati ves QOgan, Dyson
Chenault, Fate, and Joule were present at the call to order.
Representatives Kohring and CGuess arrived as the neeting was in
pr ogr ess.

HB 190- NATURAL GAS PI PELI NE | NCENTI VE/ GAS TAX

CHAI R OGAN announced that the only order of business before the
commttee would be SPONSOR SUBSTI TUTE FOR HOUSE BILL NO 190
"An Act levying and collecting a tax on certain North Sl ope
natural gas in place if certain requirenents relating to its
sale and delivery are not net, and inposing a |limt on the
Departnent of Natural Resources that relates to the issuance or
extension of oil and gas |eases containing natural gas that is
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capabl e of production in paying quantities; and providing for an
effective date.”

Nunber 0071

LORI BACKES, Staff to Representative Jim Witaker, Alaska State
Legi slature, made the a brief statenment on behalf of the sponsor
as foll ows:

The sponsor of HB 190 requested at the tinme this bill
was introduced, and has nmintained since then, that it
not be heard unless, after appropriate testinony, a
vote be taken by the commttee for passage or against
passage.

The sponsor's position has not changed. However,
Representative \itaker recognizes the chairman's
prerogative, and therefore does not object to HB 190

bei ng heard.

That concluded ny statenent. I  have not Dbeen
aut hori zed by the sponsor to answer questions fromthe
comm ttee.

CHAI R OGAN expl ai ned that he wanted to hear HB 190 "in response
to a nunber of questions” he had submtted to the producers.

Number 0187

CHAIR OGAN read an excerpt from a talk given by fornmer Senator
Bob Bartlett to the Al aska Constitutional Convention on Novenber
8, 1955, which he read as foll ows:

[ The] wvarious bills for statehood enabling
| egislation which have been introduced in [the]
Congress in recent years have ... uniformly called for
| arge grants of land from the United States public
domain to be nade to the State of Alaska. The figure

menti oned has been in excess of 100 mllion acres, an
area roughly equal to the total |land area of the State
of California. The 100 mllion acre figure would

appear to be approxinmately the figure which wll
finally be adopted.

The State of Alaska would choose alnpbst all this

acreage from the lands not included in the present
f eder al reservations and w thdrawals, or which is
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ot herwi se unappropri at ed. The 100 mllion plus acres
represents a veritable enpire, a wealth of |and and
resources never before conferred on any state, saving
only Texas which, upon its entry into the Union, was
allowed to retain all its public |ands. Al aska will
receive also, in addition to the 100 mllion acre plus
| and grant, an uncounted but trenendous acreage of
subnerged |ands, [land] which under decisions of the
Suprenme Court of the United States have been held in
trust for the future state. These subnerged | ands
include lands under [the] beds of navigable rivers,
| akes, [and] streanms; the tidelands proper; and the
subnerged soils of the marginal sea out to the three-
mle limt.

Two very real dangers are present. The first, and
nost obvi ous, danger is that of exploitation under the
thin disguise of devel opnent. The taking of Alaska's
m neral resources wthout |eaving sone reasonable
return for the support of Al aska governmental services
and the use of all the people of Alaska will nean a
betrayal in the adm nistration of the people's wealth.
The second danger is that outside interests,
determned to stifle any developnment in Al aska which
m ght conpete with their activities elsewhere, wll
attenpt to acquire great areas of Alaska's [public]
| ands in order not to develop themuntil such tinme as,
in their omipotence and the pursuance of their own
interests, they see fit. If large areas of Alaska's
patrinony are turned over to such corporations the
peopl e of Al aska may be even nore the losers [than] if
the | ands had been expl oited.

Nunber 0437

CHAIR OGAN remarked that sone of those fears haven't cone to
pass and there has been responsible devel opnent of Alaska's
| ands. However, he felt that the excerpt did contain sone
wisdom in that not all of Alaska's resources have been
devel oped. The argunment could be nade that Al aska's natural gas
is still in the ground.

CHAIR OGAN noted that a nunber of questions have been asked of
the producers such as the type of contracts they enter into,
specifically with Australia and Indonesia. Exxon was asked
about Yenen, Qatar, Natuna, and Sakhalin. However, Exxon was
nonresponsive and clained that the terns of their agreenents
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wth ot her governnent s contain confidentiality agr eenment
provi sions that [imt their ability to discuss them
Furthernore, obtaining information from those countries on their
regimes is very difficult. Chair Ogan did note his appreciation

of the candor of the discussion of Phillips and BP. Sone
di scussions revolved around the petroleum mning code in
Australia with Phillips. [ That code] includes a "use it, |ose

it" provision in that if there is no comercial devel opnent,
then it [the petroleum] is relinquished to the country. Chair
Ogan expressed interest in Phillips and BP comng to the table
to discuss [the information fromthe countries].

CHAIR OGAN offered his congratulations regarding how the
contracts were let out on the Lower 48 pipeline. He was pleased
t hat Al askan conpani es were acknow edged.

Number 0839

GEORGE FI NDLI NG, Manager, External Strategies, Phillips Al aska,
announced that a letter detailing the licensing provisions is

bei ng devel oped. M. Findling then proceeded to give the
commttee a quick overview He explained that there are two
kinds of licensing provisions covered in the Tinor Sea area.

First there are the licensing provisions in the Tinor Sea gap,
whi ch are under a production sharing contract that is authorized
under a treaty that was originally between Australia and
| ndonesia. Although M. Findling noted that he isn't an expert
on the exact politics, he understood that Indonesia relinquished
Tinmor to the control of the United Nations who will adm nister
Timor until there is a vote on independence. The United Nations
adopted the treaty that was originally developed between
I ndonesia and Australia and then  basically [agreed] to

adm nister the production sharing agreenent. M. Findling
pointed out that new rules have changed inside the Tinor gap
since [Phillips] obtained its license in 1991 and discovery of

t he Bayu-Undan field in 1995.

MR.  FINDLING turned his discussion to the provision of a
production sharing contract in the Tinor gap area, the so called
"treaty area." In the first three years, these are licenses as
opposed to |eases, which are achieved through a bonus bid in
Al aska. The |icenses are achieved through a conmtnent to a
wor k program For the first three years, there is a firm
exploration, evaluation work program including necessarily
seismc and well drilling. This is a six year contract. He
explained that originally there is a bid on the work program
that is basically adjusted to the results of the third year.
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The production sharing agreenent basically ensures that the

first three years are executed. Contracts <can only be
term nated for breech. However, if the work program isn't
conpleted, then there are opportunities for renedies. M.

Findling pointed out that in the last three years contracts can
be term nated by nutual agreenent.

MR.  FINDLING addressed the Bayu-Undan field for which the
original execution of the exploration license was in Decenber
1991. The discovery of the field occurred in 1995, after which
Phillips determned that it had a gas and condensate field. The
condensate is inportant because it is liquids that can be
recovered at the platform through a gas cycling project. Then
Phillips inmediately were authorized to develop a condensate
recovery plan in February 2000. He pointed out that the costs
for the exploration and devel opnment of the [Bayu-Undan] field
are being recovered through the condensate recovery. He noted
that there is a second phase of developnent for the Bayu-Undan
field, which is the gas devel opnent plan. However, the decision

to proceed with that project will be determ ned separate from
the gas condensate recovery and depends upon securing a gas
mar ket and co-owner support of a conmercial venture. M.
Findling said, "In no way is our concession at risk for sone
| ack of devel opnment of gas. Gas is conpletely dependent upon
devel oping a market ... and approval of the co-owners.”

CHAIR OGAN related his understanding that the project is now in
guestion due to a dispute between East Tinor and Australia over
royal ty percentages or production sharing percentages.

MR. FI NDLI NG agreed with Chair Ogan's understanding. He pointed
out that an entity is receiving a certain percentage of the

economc rent from the production sharing. That entity was
originally Australia and |Indonesia, but wll eventually be Tinor
and Australia, he thought. The dispute is over how the sharing
of the rent that's paid from the contractor is going to be
[ divided]. Currently, there hasn't been any direct indication
that the rules of the production sharing contract wll be
changed.

CHAIR OGAN related his understanding of Phillips' position that
(indisc.) intent in the production agreenent and thus isn't in
j eopardy of being relinquished. The gas is a side production
(indisc.).

MR. FI NDLI NG agr eed.
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Nunmber 1396

MR. FINDLING turned to the Northern Territory Petrol eum Act and
the area outside of the gap area, specifically in the Sunrise
field. The Sunrise field straddles the border of the gap and
undi sputed Australian water. Therefore, part of the area is
covered by the production sharing agreenent and part is covered
by the Northern Territory Petroleum Act. The act is basically a
license in which a work commtnent is nmade and then a series of

steps are taken. Under the act there are three contractual
posi tions. First, there is the permt, which is basically the
manner in which one enters and explores. The permt term is

usually 2-5 years and the regulations provide for a renewal at
| east tw ce. The permt time, just for exploration, can be up
to 15 years. He posed a typical situation in which a block of
land with a 2-5 year lease [with] a 5-year term and if one
desires to renew, one nust collapse and open the acreage for
ot hers. The acreage has to be collapsed in two steps in order
to renew. Therefore, one would be down to a quarter of their

acreage if renewng for the 10-15 year tinme period. M .
Findling pointed out that such is very simlar to the
di scussions regarding the exploration |icensing debate in
Al aska.

MR. FI NDLI NG noved on to the contractual position of a retention
|'i cense. The act foresees a situation in which one has found
hydr ocarbons, but they're not commercially avail able. He said,

"There's a way to hold the acreage position even though there's
no way to nmove forward with actual comrercial developnent in
hydr ocar bons. " He noted that the term of these retention
licenses are five years and are indefinitely renewable.
However, one mnust obtain approval from the mnister to do so.
It seens that there nust be a good-faith program in place to
continue working in direct field activities or in sone
comercial activities in order to comercialize the prospect.
M. Findling felt that the governnent recognized, through this

regulation, that retention licenses are a good idea. M.
Findling pointed out that there is a notice to apply for a
production |icense, which involves a situation in which the
mnister is looking at the prospect during either the
exploration permit or the retention |icense. In that situation
the mnister can request that a devel opment program be presented
and the licensee has six nonths to respond. If there is [noO]
response, the mnister can cancel. However, if this occurs

during the exploration permt process, the mnister has to
consider a retention license application before he can ask for a
production |icense.
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MR. FINDLING continued with the production |icense. I f one has
a discovery in comercial quantities and there is a proposal to
the mnister to nove forward on a production |license that can be
related to sone of the blocks in the permt area, there is a
techni cal work program commitnent. "Basically, this cones out
in a termof 25 years,"” he said. He noted that sone literature
has indicated that the term is 5 years with a renewal to 25
years. However, he understood that the termis 25 years and can
be indefinitely renewed as long as there is production. He also
noted that it grants exclusive rights to nove forward.

Number 1661

MR. FI NDLI NG addressed cancel |l ati ons. The primary criteria for
cancel l ati ons under the Petroleum Act seemto be that one hasn't
conplied with a permt or licensed condition. Again, there is
the opportunity to remedy the situation because the mnister
notifies the entity hasn't conplied. He indicated that
cancel l ati ons can al so be due to nonconpliance with the law or a
| awful directory by the mnister. Therefore, the procedure for
cancellations is to serve notice with the reasons and the
| i censee has a nonth to respond. The mnister has to consider
the response and sone resol ution is achieved.

MR.  FI NDLI NG concluded by noting that there are two |icensing
nmet hods one of which is what he described under the gap and the
other is wunder the Petroleum Act. Under the Petroleum Act,
there is no requirenent that gas has to be comercialized or it
is |lost.

CHAI R OGAN asked if Phillips has any hol ders in |Indonesia.
MR. FI NDLI NG answered that he believes so, but he wasn't sure.

CHAIR OGAN nmentioned that he has an |ndonesian production
sharing contract paper that says, "If comercial petroleum
di scovery is not nmade by the end of the exploration period, the
contract shall be automatically termnated."” Chair Qgan
expressed the inportance for the conmttee to [conpare] Al aska's
conpetitors in the international gas market 1in order to
determ ne whether anything hurts Al aska's ability.

CHAI R OGAN asked if there was anyone present from BP that would
li ke to comment.

Number 1890
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PAUL KANEL(PH), Director, Governnent Affairs, BP Exploration,
related his wunderstanding that today's hearing would be in
regard to HB 190. Therefore, he had not asked anyone to be
present to answer the specific questions [the chair] asked.

CHAIR OGAN referred to a portion of BP' s answer to [question 21]

which he read as follows: "Once oil or gas is found, the
concessions contenplate that it wll be brought into production
within a reasonable tine. ... certain provisions are Iinposed

that include acreage relinquishnments and spending conm tnents. "
Nunmber 2024

BARBARA DONATELLI, Executive Vice President, Cook Inlet Region
Inc. (CRlI), said:

| am here today on behalf of CIRI to testify in
opposition to House Bill 190 as proposed. ... as nopst
of you know CIRI is an Alaska Native regiona
corporation fornmed wunder the Alaska Native Cains
Settlenment Act [of] '71 (ANCSA). W at CIRI operate
as a for profit conpany with the mssion of serving
the economc, social, and cultural needs of our
shar ehol ders. CIRI is interested in House Bill 190,
in part, because we are in the oil and gas business,
as a lessor and Ilandowner, not only of current
produci ng property, but of large tracts of prospective
oil and gas | ands which we [the conpany] would like to
see explored in the future. W're also interested in

the bill because we are in the oilfield service
business ... where the success of such operations,
including the enployment of many shareholders, is
dependent on a strong oil industry in the state, which

is incentivized to explore and pursue new oil and gas
properties.

The nost inportant reason that CIRI is interested in
the bill, however, is not because of its direct inpact
on these particular lines of business. Rat her, we're
concerned because CIRI is an Al askan conpany wth
about t wo-t hirds of our seventy-two hundr ed
sharehol ders |iving, wor ki ng, and raising their
famlies in the state. And they understand, as we do,
that sending a nessage to the outside world that
Alaska is truly open for business is crucial to the
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economc well-being of the state and its people. e
believe that this bill sends the opposite nessage.

The bill, as we understand it, would tax North Sl ope
natural gas reserves in place and will not, and cannot
be expected to spur developnent of natural gas any
faster than market forces would otherw se allow. | f
natural gas cannot be produced and sold for a
reasonable profit, it sinply will not be produced and
sol d. This bill, rather than providing an incentive
to devel opnent, appears to sinply place an additional
tax burden on the oil industry. Ther eby i ncreasing
the overall cost of devel opnment and exploration in the
state. The result, we believe, would be detrinental
to all Alaskans in that [it would] inhibit economc
growh and the vitality in this crucial sector of our
state econony.

Even nore directly, we believe the bill would provide
a disincentive for producers to explore for new gas
reserves because such reserves would becone
imrediate liabilities on the producers' books if they
were not found in sufficient quantities for near-term
devel opment and sale. VWiile the bill purports to
limt its effects, in this regard, to the North Sl ope,
we believe it sends a nessage to producers statew de
that they could face a simlar fate at the hands of
the state in an era when we're facing declining oil
reserves. The effect could be to lock up further
exploration just at a tine when we really need to
encour age new di scovery and devel opnent.

The viability of large scale gas production on the
North Slope offers significant opportunities for the
state, and it's inportant that the state governnent,
at all levels, [does] what it can to encourage pronpt
and responsi bl e devel opnment of the resource. W think
the state should not rush to judgnent with a short-
term fix which has the potential to backfire in the
end. Rat her, the state should proceed carefully
consi dering al | options to encour age pr onpt
devel opnment of the North Slope gas reserves, while at
the sane tinme avoiding any approach that would burden
the industry to the point of [dis]couraging future
i nvest ment .
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In sunmary, Cl RI supports pronpt and aggressive
devel opnment of North Slope gas reserves and we do not

think that House Bill 190 is the way to ensure that
this is acconplished. W respectfully urge you not to
advance this bill out of conmttee.
Nunber 2246
REPRESENTATI VE DYSON asked if it would be fair to surmse, from
CIRI's position, that the oil industry would never warehouse
Alaska's gas while comercializing investnents el sewhere.

Representative Dyson clarified that he was asking if CR
bel i eves that.

V5. DONATELLI replied:
No, | do not believe that that's been the case.

ny understanding is the developnent of the gas
reserves on the North Slope of Al aska really have been

nostly dependent on ... nmarket forces at a tinme when
it would be economically viable to expend the noney it
would take to develop a pipeline to ... get the
reserves to market. And that not so nuch just a fact
of warehousing them but ... the reserves are there
and it's just a timng rmtter of when it's

economcally viable to get the resource to market.

REPRESENTATI VE DYSON posed a situation in which ten years from
now, the industry that owns the gas on the North Sl ope had ot her
gas supplies other places in the world. The other gas supplies
were close to being the sanme economc value and conmerci al
potential and the industry devel oped those gas supplies and was
not interested in supplying gas to the people of Al aska. He
asked what CIRI would propose to encourage the devel opnent of
Al aska's gas. He also asked whether CIRI  would provide
di sincentives for leaving Alaska's gas in the ground [so that
Al aska coul d access it when necessary].

V5. DONATELLI related her belief that [Alaskal] is in a position
such that the developnment of a pipeline to get the natural gas
reserves fromthe North Slope into other parts of Al aska and the

country is approaching a point that |ooks viable. Therefore
the state continuing to encourage the industry to invest is the
best way to ensure that the gas will be available to the state
and other markets in the near future. It looks as if the timng
i s here.
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Nunber 2443
CHAI R OGAN remarked then that this bill is a npbot point.

V5. DONATELLI said that she wasn't sure the bill would be a noot
point. She related her understanding of the |anguage, which she
interpreted as a possible disincentive to exploration and
devel opnent .

CHAIR OGAN agreed that the bill has a flaw that needs to be
fixed. He didn't want anything to discourage [anyone].
However, he understood the bill sponsor's point to be that the
gas has been there for 30 years and is still there.

Nunber 2518

REPRESENTATI VE KOHRING inquired as to the chair's intent with HB
190.

CHAI R OGAN announced that he intends to hold HB 190.

REPRESENTATI VE KOHRI NG expressed concern that merely having HB
190 before the conmttee opens the prospects of noving HB 190
fromcomittee, which he strongly opposes.

CHAIR OGAN renarked that a bill doesn't nove out of committee
unless the chair so desires. If a notion is made, then the
chair can [adjourn] the neeting.

REPRESENTATI VE KOHRI NG commented that he didn't even see the
point in having this neeting.

CHAIR OGAN turned to AS 38.05.180(m, which Jack Chenoweth
referenced in response to questions posed by Chair QOgan
regarding the circunstances wunder which a I|ease could be
term nat ed. Chair Qgan characterized AS 38.05.180(nm) as a "use
it or lose it" clause due to the state's ability to let a |ease

that isn't producing expire. He wunderstood M. Chenoweth's
[enmail] to mean that if production of oil or gas never
initiated, then the lease is subject to termnation. He asked

if that would be a fair interpretation.

JACK CHENOWETH, Assistant Revisor, Legal Counsel, Legal and
Research Division, Legislative Affairs Agency, Al aska State
Legislature, agreed wth Chair Ogan's interpretation. In
response to Chair Ogan, M. Chenoweth said that |eases that
haven't had anything comercially shipped or sold could be
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t erm nat ed. He was sure that there nust be procedures in place

in the departnent's own regulations. M. Chenoweth clarified
that it is a question as to whether oil or gas is being
produced. In further response to Chair Ogan, M. Chenoweth said

that he wasn't famliar with the specifics of |eases on the
Nort h Sl ope.

Number 2770

JOE MATHI S, Seni or Qper ati ons Manager, NANA  Devel opnent
Corporation, testified in opposition to HB 190. M. Mathis
provi ded the follow ng testinony:

NANA Devel opnment Corporation is a mjor enployer and
contributor to the econony in Al aska. W enploy 1,500
peopl e who work for NANA's 35 subsidiary conpani es and
business affiliates, 30 percent of which are involved
directly with the oil industry. Qur busi nesses are
f ocused on generati ng profits and provi di ng
opportunities for over 10,000 sharehol ders represented
by our parent corporation, NANA Regi onal.

NANA is a |eader in developing resources in our State
of Al aska. Qur corporation is the owner of the
resources at the Red Dog Mne, the largest zinc
deposit in the world [and] a partial owner of the
Endicott oilfield which, as you know, [also] contains
significant gas reserves. Because of our status as a
broad resource developer in the state, NANA would be
negatively inpacted by this legislation, as would the
producers that are partners wth NANA in generating
econom c prosperity in Alaska. It is NANA s view that
House Bill 190 does the opposite of what the sponsors
intend, which is to facilitate [the] conmercialization
of North Slope natural gas. In fact, the inposition
of a tax, if the gas were not comercialized within
what seens to be an arbitrary tinmeframe, would add to
the risk of bringing the gas to market. Producers are
already trying to get the resource to narket as
qui ckly as they can, but certain economcs have to be
in place for commercialization. As you know, the
producers have joined together to determ ne whether
there is a comercially viable project for bringing
the gas to market.

The nost concerning aspect of the legislation is the
dangerous signal its passage wuld send to all

HOUSE O&G COW TTEE -15- April 27, 2001



resource devel opnment activities. Any tinme there is a
tax on resource reserves; there is a disincentive to

expl ore. Expl oration, already the highest risk
dollars, is discouraged because Al aska has decided it
is willing to tax people on the product of exploration
regardless of their ability to produce it. The

| egi sl ati on woul d create an environnment of fear on the
part of producers of all other undevel oped resources,
whether it's oil or mnerals.

In the case of Endicott, if House Bill 190 becones
law, NANA and other producers are going to be
di scouraged from exploring for nore oil and gas

because of the probability of also discovering gas
that could be taxed even if it is not commercialized
or exenpted from the legislation as in the Al aska
Statutes 43.58.220, that's for the consunption, field
operations, or sold for use in production activities.
NANA al ready pays the state a 20 percent royalty and
80 percent of the net profits from oil production at
Endi cot t . Qur analysis is that applying these types
of taxes to the existing or new gas reserves
[di scovered] may absorb nbst of NANA's profit on that
field. This certainly does not encourage us to invest
nor e noney.

NANA's position is that it's sinply bad public policy
to consider carving out a tax on just one resource

W are equally concerned about the potential of a
future tax on mneral reserves or other undevel oped
resources that the legislature decides should be
commerci al i zed. There is a multitude of resources in
renote areas that could be of great benefit to the
state if devel oped but, again, the econom cs nust be
favorable for the producers to bring those resources
to market.

| urge the nenbers to abandon this |egislation and |et
the producers group conplete their feasibility studies
of the gas project.

TAPE 01-33, SIDE B

[ The portion of M. Mathis' testinony in brackets was taken from
the witten testinony that he read.]

MR. MATHI S conti nued:
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[Why establish an antagonistic relationship between
the state and producers before we even have
information about the feasibility of the project? W
are in a conpetitive world; the legislature should be
in the] role of providing incentives to develop North
Sl ope gas, instead of disincentives [such] as a gas
reserve tax.

Nunmber 2937

CHRIS JOHANSEN, Flowline Alaska, informed the commttee that
Flowine insulates all the pipe on the North Slope. M.
Johansen testified in opposition to HB 190. M. Johansen

informed the commttee that over the past couple of vyears,
there's been a trenendous effort to find, develop, and produce
oil on the North Sl ope. This past winter, over 800 Fairbanks
residents were directly enployed in support of those activities.
Fl ow i ne Al aska shipped over 1,600 truck |oads of pipe to the
North Slope this year. Anot her 1,500 truck |oads of materials
were shipped in support of drilling, expl oration, and
construction activities. M. Johansen said:

| believe that House Bill 190 will have a profoundly
negative effect on future North Slope activities,
seriously inpacting the jobs of hundreds, if not
t housands of working nmen and wonen across the state

It is illogical to believe that the producers wll
continue to spend noney to locate and identify
reserves on which they will be heavily taxed. Over
the past five years, the oil industry has nade a

serious commtnment to buy from Al askan vendors, hire
Al askan workers, and contract with Al askan conpanies
to provide services. And this year, the producers
will spend an additional $75 mllion to study, design

permt, and nodel an optinmm design and route for the
gas line. This is a substantial anount of noney and
clearly shows the intention of the producers to nobve

this project forward. Much of that noney wll be
spent here in Alaska wth Alaskan businesses. I n
spite of the good faith efforts being nmade by the gas
producers, House Bill 190 was introduced in March and
many of us in the industry believe that this project
is nmoving along at a very rapid rate. Wth that in
mnd, | believe that House Bill 190 is ill-conceived,

bad faith, and retaliatory effort to intimdate the
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industry that provides a significant majority of the
stat e budget.

W cannot forget that the gas producers have an
obligation to their shareholders to perform a detailed
[and] thorough analysis of the pipeline route, project

timng, and, nost inportantly, the market. Such a
detailed analysis takes tinme, capital, resources, and
the expertise of many people. House Bill 190 could be

considered an attenpt to conpel the producers to
mnimze or sidestep this obligation to their
shar ehol ders.

I'"d like to take a nonent and ask you to consider the
outconme of this bill in a slightly different context.
It could easily be interpreted as a neans to conpel
the gas producers to construct a gas line to the Lower
48 regardless of the economc feasibility. I f that
gas line is not profitable, Alaska's 12.5 percent
royalty share could be worth nothing. The concept of
taxing in-ground reserves is not a new one; it has
been tried for many years around the world, nore often

than not w thout success. For exanple, starting in
the early 1900s Canada enacted a tax on in-ground gold
reserves. Interestingly enough, there are conpanies

that have mned continuously in Canada for over 100
years and not once did they ever report reserves in
excess of two years worth of production.

MR, JOHANSEN concluded with the followng excerpt from Don
Qui xote, which he said cane to mnd when he read HB 190. He
qgquoted the foll ow ng:

At day break the two travelers find thenselves on a
plain dotted with thirty or forty wndmlls. Don
Qui xote is jubilent. "Look yonder, friend Sancho," he
cries. "Fortune has provided nme with thirty or forty
giants to encounter. \Wen they are dead, we nmay claim
the Iawful spoils of our conquest.” The naive squire
asks, "Wat giants?" But Don Quixote covered with his
shield, |ance couched, has already spurred Rosinante
forward. He drives his weapon into the revol ving sai

of the first wwindmll, but the notion breaks the |ance
and roughly hurls the horse and rider a good distance
away. "Did I not tell you they were windmlls," cried
Sancho rushing to his aid. Don Quixote replies, "I am

truly wunlucky for the sane cursed sorcerers who
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carried away ny books and study, have now deprived ne
of victory by changing these giants into windmlls."

Nunber 2709

CHAIR OGAN informed everyone that he has spent nmany hours in
commttees review ng ways to do incentives. He noted the Pedro
van Meurs report and the Stranded Gas Act, which is about to
expire. Chair Ogan remarked that one of the notivations for
hearing HB 190 is to see the reaction it would generate. He
expressed concern that the largest threat to the oil industry in
Alaska is the lack of this legislature's discipline in regards
to the budget. He estimated that this session, the legislature
is going to pass about $100-%$125 nillion in new spendi ng. He
expressed enbarrassnment in regard to where [the legislature] is
headi ng. Furthernore, the |leaders of the fiscal planning caucus

are advocating for a $250 nmillion income tax that nmay offset the
next two years of spending. However, there wll still be a
$500-$600 m | lion budget gap. He asked, "Wuere is the outrage?"
Therefore, he requested that the [oil industry] work on the

bi ggest threat to the industry, uncontrolled state spending.
Nunber 2558

REPRESENTATI VE JOULE agreed with Chair Ogan on sone points.
However, he pointed out that for five years [the |egislature]
has attenpted to cut the budget. In those five years, it
illustrated that cutting the budget w thout reviewing ways to
generate revenues nerely exacerbates the problem Ther ef or e,
cutting the budget to cut state spending doesn't get "us”
anywhere and thus there needs to be review of generating
revenues as well because the state is growing as is its needs.

CHAI R OGAN agr eed.
Nunber 2478

TOM WLLI AMS, Al aska Tax Counsel, BP Exploration (Al aska), Inc.
noted that the comittee packet should contain his witten

testinmony that he wll summarize. M. WIllianms informed the
committee that AS 43.58 used to be the state's reserves tax and
he is one of four people who worked on it. He also inforned the

commttee that he was the director of the Petroleum Revenue
Division in the Departnent of Revenue, which had the
responsibility of inplenmenting that reserves tax. Therefore, he
expressed his desire to share his experiences from that because
there are sonme technical problems with HB 190.
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MR. WLLI AVS pointed out that when he hel ped pen the |egislation
that becane the original reserves tax, it included an early
devel opnment incentive credit. He explained that the early
devel opnment incentive credit was a way for the reserves tax to
function as a pre-paynent of future production taxes from
Prudhoe Bay. Therefore, every dollar paid in reserves tax woul d
provide a dollar of credit and thus when the field cane into
production, the dollars could be cashed in. The only limtation
was that each nonth only half of the liability could be
elimnated and thus it took about a year-and-a-half for the
credits to be used up. M. WIIlians expressed concern that that
early developnent incentive credit may create the inpression
that that reserves tax had or could have had an effect on the
timng of when the resources in Prudhoe Bay and the North Sl ope
wer e devel oped. M. WIlians stated that it [the nane] didn't
have a inpact. The conpanies were doing much to try to get the
pi peline built and Prudhoe Bay on Iine. M. WIllianms said, "I
can guarantee that there was no devel opnment on the Slope that
was accelerated by an hour as a result of that credit."”

MR WLLIAMS pointed out that there is a mjor difference
bet ween the enactnent of the reserves tax then and now. Then it
was enacted because the state had spent $900 mllion, five years
of state budget, on the big lease sale in 1969 and it was stil
going to be two years before the pipeline would be conpleted.
Therefore, the reserves tax allowed the state to stay in
business wuntil the revenues and production from Prudhoe Bay
coul d begin. Today, the concern with the reserves tax seens to
lie with the desire to [achieve] the developnent that is
expected to accelerate the commercialization of the gas.

Number 2253

MR. WLLIAMS turned to the technical problenms wth HB 190. He
directed attention to page 4, lines 13-16, subsection (a), of
SSHB 190, which says that the "tax is levied each cal endar year
on the full and true value of taxable property " However,
subsection (b) says, "The annual rate of levy is 2 cents per

1,000 cubic feet." M. WIlianms pointed out, "This reflects the
fact that the original version of the bill was either two cents
or whatever mllage would produce a billion dollars a year,
whi chever was higher. The percentage of value thing, the

m || age, has disappeared in the sponsor substitute. So, all you
have left is the cents per ntf flat anmount, but by keeping the
two things together you create anbiguity in the bill." He also
poi nted out that throughout Section 4 there is reference to ful
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and true value, although it wll have nothing to do with the
anount of the tax, which is only [based on] the anmount of ntf.
Therefore, M. WIlians recommended that section be rewitten
and elimnate all the language referring to value if this is to
sinply be a vol une-based reserve tax. He turned to the |anguage
on page 4, line 16, which says "The annual rate of levy is 2
cents per 1,000 cubic feet." "But, it doesn't say of what," he
poi nted out. Therefore, he suggested specifying what [is being
nmeasur ed] .

MR WLLIAM5, as a fornmer tax official, noted that there are
already two tax appeals processes on the book, one of which is
for the other property tax the state has. In 1996 an office of
tax appeals was created to handle all other state tax cases.
Therefore, he inquired as to why [SSHB 190] uses the genera
adm nistrative law provisions instead of wusing one of the
procedures that is already in place and works well for tax.

Nunber 2088

MR. WLLIAMS then nmade the follow ng points on behalf of BP. He
said, "Contrary to the apparent premse that wunderlies this
bill, North Slope gas is not stranded because any producer wants

to keep it in the ground.”™ The North Sl ope gas is stranded due
to its renote location and the fact that it can't be marketed at
its location. Furt hernore, wherever the gas goes, it nust be
deliverable at a price that is conpetitive with the avail able
alternatives. M. WIliams pointed out that both HB 190 and
SSHB 190 do not address the conpetitiveness issue of North Sl ope
gas in any of the markets. The [bill] only punishes BP and the
other owners for the fact that comercialization hasn't
occurred. M. WIllians informed the conmttee that the industry

has spent over a billion dollars in an attenpt to find a way to
over cone t he econom ¢ obst acl es of Nort h Sl ope
commerci al i zati on. "This year BP, alone, is in the process of

spending over $110 million trying to develop North Slope gas,"
he specified. He inforned the commttee that $86 mllion [w ]
be spent] on the gas-to-liquids (GIL) plant, which will be a way
to send the gas down the existing oil pipeline if it works.
Furthernore, BP is paying its third of the $75 mllion to nove
forward on a gas pipeline to the Lower 48. The route is being
studied as well as ways in which to build and fabricate a
cheaper pipeline. Such inprovenents wll also help LNG
(l'iquefied natural gas) because any LNG project has an 800-mle
tail that would cost billions. Therefore, progress is being
made in all three areas: LNG GIL, and a pipeline to the Lower
48.
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MR. WLLIAMS pointed out that the nmore cubic feet of gas there
is, the better the economics. M. WIlianms posed a situation in
whi ch BP | ooks for gas, but the project is delayed by litigation
and the tax comes into place; all the reserves that were found
or may have been found would be taxable. Therefore, such a risk
could deter the type of exploration that would be crucial wth
regard to whet her the project [proceeds or not].

MR. W LLI AMS t hen hi ghl i ght ed [BP' s concer n] W th

destabilizati on. He said, "It's not good to destabilize a
fiscal regine. It's an asset that Al aska has. It hasn't
changed the rules of the gane for over 10 years and that's a big
pl us, especially now whi | e we're | ooki ng at gas
commercialization and the billions of dollars of new investnent
that that will require.”

Number 1830

MR. WLLIAMS pointed out that the provisions in Section 3 would
prevent DNR from further extensions of the |ease unless the
| essee makes certain concessions about comercializing the gas.
However, this overlooks the fact that the |eases are contracts
between the state, as the landlord, and the conpanies, as the

tenants. In that sense, it's the sane as a building | ease. The
terms and conditions of the contract establish the |egal

obligations of each side to the other. Once [those | egal

obligations] are set, they aren't changed. Al t hough the | aw
under which the | eases are issued can change, conditions for new
| eases will have to be anended to reflect the legislature's
changes. However , [the | egislature] can't i npair t he
obligations and rights that already exist under existing
contracts. He cited | anguage from the Al aska Constitution and
the United States Constitution that specify that no |aw
inpairing the obligations of contracts shall be passed. M.
Wllians related his belief that the purpose of Section 3 is to
reach the current | eases. Therefore, he suggested that there
will be a legal problem

MR.  WLLIAMS concluded by summarizing that the bill IS
technically flawed in terns of how the tax would work.
Furthernore, it wll punish the innocent for circunstances
beyond their control and wll wrsen or harm the economc
climate and reach farther than only the oil industry. Al so

there is the aforenentioned constitutional issue. Therefore, BP
opposes this bill and urges the commttee not to advance it.
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Nunber 1747

CHAIR OGAN related his belief that it's inperative that the
producers and the working group have an announcenent regarding

the route as well as an upconm ng project. He acknow edged t hat
there has been discussion [of such] occurring in Decenber or at
the latest, 60 days into session. He asked if such an

expectation is realistic.

MR, WLLIAMS renmarked that such advice is taken seriously. He

said, "I think it's fair to say that we are doing our best and
we don't expect to waste our shareholders' noney, but | can't
judge the outcone of the process until we've gone through the
process. "

CHAI R OGAN expressed his curiosity as to whether there is any
timeline for liquidated danages with sonme of the contractors
that BP is working wth.

MR WLLIAVS replied, "W're doing the best we can. o W
intend to produce results. The only thing is: W can't
guarantee it until we know what the results are.”

CHAI R OGAN asked if there are tinelines in the contracts.
MR WLLIAMS answered that he didn't know.

CHAI R OGAN requested that sonmeone provide that answer to him at
some point.

Nunber 1552

JOHN M N ER, President, NANA Colt Engineering, testified in
opposition to [SSJHB 190. M. Mnier testified as follows:

NANA Colt Engineering is equally owned by NANA
Devel opnent Corporation and Colt Engineering. We're
one of many NANA's conpanies heavily involved in the
oil sector. W provide engineering services to
Phillips Alaska for engi neering procurenent and
construction nanagenment services for their Wstern
North Slope operations; and we do a considerable
anount of project engineering for BP. | personally
have lived in Al aska for over 25 years, and for the
past 20 years have been heavily involved in the
devel opnent of North Slope oil and gas reserves. I
strongly oppose House Bill 190. However, | do
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appreciate and laud the legislature's efforts to
facilitate the conmercialization of North Sl ope
nat ur al gas. But forcing the producers to
commercialize the gas through a tax is not the way to
acconplish what the producers are already trying very
hard to do and spending hundreds of mllions of
dollars to do it.

why would we, the oil support industry, be in here
opposing a bill whose purpose is to facilitate the
devel opment of North Slope natural gas when we'd seem
to be the obvious benefactors of this bill. Secondly,
if we really believe that the oil conpanies are doing
all that they can to narket this gas and will continue
to do so and when they prove the economcs, wll
mar ket the gas, why are we against the bill. It would
be, as you nentioned earlier, ... noot and there would
be no onerous taxes or |ease inplications. But we
think the answer to that is fairly sinple. This bill
is flawed. It is a disincentive for the reasons
al ready nentioned. ... It could potentially reduce
the activity J[of] the conpany. Secondly, it's
unnecessary .... Third, it changes the playing field
yet again. ... What it says to conpanies is "If
you're looking for a stable place to do business, |ook
el sewhere. "

MR. M N ER stressed:
The owners have a long and proven track record of

trying to pursue every avenue to market their gas.
Early on they've | ooked at natural gas pipelines,

spi ke and super-spi ke options, ... LNG facilities,

gas pipeline ..., and projects such as gas-to-liquids
conver si ons. They have literally spent hundreds of
mllions of dol | ars. Hence, the bill bei ng
unnecessary. Recently, concept ual engi neering

contracts were awarded to various contractors by the
North American Natural Gas Pipeline Goup (NANGPG .
NANA Colt ... and our partners in the "AlasCan G oup"
joint venture were awarded one of those contracts to
nove the gas from the North Slope to the Lower 48.
This is yet another exanple of their aggressiveness
and their strong desire to nmarket the North Sl ope gas.
So, in short, as business nen and wonen, we're here to
request a better approach to incentivizing the North
Sl ope gas for the producers. As citizens, we denand
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it because we think our friends and our partners, the
North Slope producers and owners of the gas, have
earned it and deserved it.

CHAI R OGAN congratul ated the in-state industry for rising to the
chal | enge.

REPRESENTATI VE KOHRI NG expressed his concern about the dangerous
nmessage this bill nmay send to the industry even if it isn't
forwarded fromthis commttee.

Nunber 1238

MR. FINDLING inforned the committee that he has provided the
commttee witten testinony [that is included in the conmttee
packet] . He noted that he joined the coments in opposition to
[ SSHB 190]. M. Findling then turned to how the narket inpacts
gas devel opnent. As nentioned earlier, oil was devel oped by
pushi ng ahead. The reason for that was because it was known
that oil was a commpdity and was fungible; it didn't depend upon
identifying a specific market. However, a gas market has to be
i dentifi ed. In regard to Chair (Ogan's desire to see an
announcenent that this project is noving forward, M. Findling
expressed the need to consider whether such is prudent. He
explained that if one is under an "artificial gun" that an
entity has to develop a project, then the entity is in a "down
position” in conparison to the buyer of the gas. Al aska should
want to be in the strongest position, he thought, in order to
have the highest well-head and revenues. M. Findling said that
he didn't believe Al aska should place itself under an artificial
mandate that would be known to the market and thus place [the
state] at a disadvantage. M. Findling noted opposition to
[ SSHB 190] .

CHAI R OGAN pointed out that the natural gas pipeline discussion
has been going on since 1975, and therefore many Al askans are

frustrated as gas in other nmarkets is being devel oped. He
indicated his frustration upon hearing of the [devel opnent of
gas] in Tinor. He related his belief that the only way gas w |
go to the [Lower 48] is if it piggybacks on a Lower 48 project.
He reiterated, "I sincerely hope that there's an announcenent in
time for this legislature to act appropriately because | think

its in all of our best interests to do that."
MR. FI NDLI NG acknowl edged what the |egislature has done in terns

of partnership over the years. M. Findling recalled a neeting
with [Phillips Alaska' s] Chairman of the Board, Jim Milva (ph),
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who, in comrents relating to Al aska, expressed the need to get

[ Al aska's] gas project noving fast. M. Findling said, "I never
get any inpression that our company is, in any way, warehousing
gas or ... delaying gas devel opnent." In regard to the Tinor
project, M. Findling didn't believe that the Tinor project and
the Al aska project are nutually exclusive. "I think Tinmor is
going to a big market in the North Anmerican continent; that's
exactly the purpose of the Lower 48 gas pipeline project, ... to
deliver to that sane narket. | want to see both projects
happen. | want to see Al askan gas commercialized," he stressed.

CHAIR OGAN noted that he recognized how inportant it is for
Phillips to | ook at gas.

Nunmber 0826

Bl LL STAMPS, WManager, Business Devel opment and External Affairs,
Peak QO lfield Service Conpany; Presi dent, Al aska  Support
I ndustry Alliance, provided the comittee wth his witten
testinmony [that was included in the coommttee packet]. He noted
that he is speaking on behalf of both of the above-nentioned
groups. M. Stanps testified as follows:

Peak is an Al askan-based general contractor wth
offices in Anchorage, Prudhoe Bay, N kiski, and
Val dez. W provide construction, fabrication,
facility and equi pnent mai ntenance, heavy hauling and
equi pnent support for the oil, gas, and chem cal
i ndustry. W currently enploy approximately 1,100
peopl e. Al'l of our business is dependent on the oil
and gas industry.

The Alliance nenbership includes nearly 400 businesses
that contract directly wth producer conpanies to
provi de products and services in support of oil and
gas activity. Col l ectively, we enploy about 30,000
people in Alaska and 25,000 are permanent residents

The Alliance mssion is to advocate safe and
environnmentally sound oil and gas exploration,
[ devel opnent] and production for the benefit of all
Al askans. The Al aska Support Industry Alliance is
extrenely di sappoi nt ed and al ar nred over t he
i ntroduction of House Bill 190 .... We believe this
bill is the nost onerous of the session, wth

provi sions and nessages that put our industry's health
and future in jeopardy.
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Sponsors reference the HB 190 assessnent as an
incentive. This takes a myopic view of a very gl obal
and very conpetitive oil and gas industry. Al aska may
be rich in natural gas, but so are nmany, many other
areas of the world: areas with infrastructure already
in place; areas with |less harsh environnents; areas
that cost less to do business [in]; and areas that
wel conmre oil and gas developers with tax relief, not
addi tional tax burdens.

Al aska gets approxi mat el y 80 per cent of its
unrestricted revenue from the oil and gas industry so
we clearly are a state dependent on natural resource
devel opnent . Yet with a bill such as this, the
| egi slature is conveying a nessage to devel opers and
potential developers around the world that Al aska has

no stable tax base. When devel opers are deciding
where to invest their noney in resource devel opnent
they will see ... the tax structure in Alaska as a
noving target. A gas reserves tax only increases the

ri sks and reduces the benefits for gas owners. Let's
call HB 190 what it is. HB 190 is all about the "T-
word" - in fact, "tax" is noted in the bill about 40
times. This bill is a disincentive. It's also unfair
and irresponsi bl e.

Is it even legal? Oiginal North Slope oil and gas
| eases were not sold with the prom se, assunption, or
expectation that new taxes on undevel oped resources

would be levied as part of the |ease agreenent. | f
that was the case, we can safely assune that far fewer
| eases would have been sold. How can we justify

placing additional fiscal provisions on an already
agreed-upon contract between the state and the
| easehol der s? At best, this brands Alaska with an
image of instability. W cannot afford that,
especially as the potential [for] comrercializing gas
conmes closer within our grasp.

Natural gas developnent wll have a huge, positive
inmpact on the State of Alaska, all of its residents,
and closer to home, to Peak as a conpany and to our
enpl oyees and their famlies, as it wll to other
menbers of the Alliance [and] their enployees and
famlies. However, this devel opnent nust be done when
the conpanies who wll be investing in that
devel opment believe the tine is right and not when
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menbers of the Alaska Legislature believe it is right.
A bill such as this sends a very negative nessage to
potential investors in Al aska resource devel opnent.
It al so sends a very negative nessage to the voters in
Al aska who depend on having a healthy oil and gas
industry to continue to help provide a (good
environnent in which to live and prosper.

While potential gains wth natural gas devel opnent are
prof ound, Al askans also have a lot to lose if our
| awmakers handle matters poorly, creating a business
environment that is risky, not responsive. If Al aska
is to bank on our natural gas, we had better project
an inmage of stability. As business people we urge
government to |eave the weconomcs of business to
busi ness peopl e. W urge you to carry out your
constitutional duty to "encourage the devel opnent of
state resources by nmaking them available for maxi num
use consistent with the public interest.”

CHAIR OGAN reiterated that the biggest threat to the industry is
t he budget.

Number 0412

JIM PLAQUET testified via teleconference. He informed the
commttee that he is a former business agent for the Operating
Engi neers Local 302, and is currently a heavy equi pnment operator
menber of Local 302. He noted that he worked in Prudhoe Bay
this past winter. M. Plaquet testified as foll ows:

This wnter organized |abor had many Prudhoe Bay
projects with BP Exploration and Phillips Al aska.
Prudhoe Bay projects this past w nter enployed over
500 plus Fairbanks workers that hel ped support their

famlies financially. Besi des creating j ob
opportunities, supporting | ocal busi nesses, and
bringi ng business to Fairbanks conpanies, it further

strengt hened our community.

It took Alaskans working with the industry to build
the Trans-Al askan Pipeline (TAPS) and bring Prudhoe
Bay oil to market. Many Al askans worked very hard to
nmake the pipeline a reality. Future opportunities
such as gas commercialization can only happen if there
is a commtnment from Al askans and the industry to
achieve our goals by working together. W, as
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Al askans, should be looking for ways to nake
devel opment of our gas nore economical, rather than
seeking ways to thwart future devel opnent. Al aska
shoul d be open and ready for business and willing to
provide a regulatory and tax climate in which we can
conpete in the gl obal nmarket.

I"m optimstic that as long as we nake production of

oil and gas in Alaska economcally attractive the
i ndustry, like any for profit corporation, wll
aggressively pursue devel opnent of new oil fields in
Alaska as well as comercialization of North Slope
gas. Economically, Alaska and its residents need this
continued investnent from the oil industry. Wor ki ng

together we have seen projects recently such as
Al pi ne, Tarn, Badam , Northstar, and, the nobst recent,

the Meltwater oilfield devel opnent. Thousands of
Al askans have worked on these projects to support
their famlies. The industry has invested billions of
dollars in Al aska. Wrking as a partnership wth
Al askans, | think they'll invest billions nore. House
Bill 190's proposed tax will not help in achieving our
common goal of commercializing North Slope gas.
Working together as a partnership we wll achieve our
common goal and Alaskans wll continue to have a

bright future.

REPRESENTATI VE DYSON inquired as to who contacted M. Plaquet
about testifying before the commttee.

MR, PLAQUET replied, "No one. | came on ny own." In further
response to Representative Dyson, he said that no one hel ped him
prepare his testinony.

Nunmber 0045

HAROLD HEINZE testified via teleconference. He informed the
commttee that he has held responsible positions within the oil
industry in Alaska as well as the state governnent. However, he
noted that he was appearing as a citizen today who has basically
attended every House Special Committee on Ol and Gas that has
occurred this session via tel econference. Al t hough M. Heinze
shared the frustration of many Al askans regarding the wait to
get gas to market,

TAPE 01-34, SIDE A
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MR. HEINZE remarked that the committee seens to be struggling
with the choice between "carrot and stick." He identified [HB
190] as "the stick." Furthernore, he didn't believe the stage
had been set to use the "stick"” now. M. Heinze voiced the need
for the conmmttee to do a better job in providing the
information that it gathers. For exanple, at the begi nning of
the hearing there was reference to a series of questions posed
to the oil conpanies and their responses, which is not readily
and easily available to the public in Anchorage or el sewhere.
If the desire is to have Alaskans support sonething like [HB
190], then they need the information. M. Heinze al so expressed
the need for the conmttee to review what things are inportant
and under their control and would allow gas commercialization to
nove forward. In particular, the Alaska Ol and Gas
Conservation Comm ssion (AOGCC) has exclusive authority over the
field rules of Prudhoe Bay, which currently prohibit the sale of
gas from Prudhoe Bay. He noted that the [conmi ssion] has the
right to review those rules and hold hearings. However, since
there has been no such action, it would seem to excuse anyone
from not marketing the gas at this point. Furt hernore, [ AOCGCC]
seens to have been sonmewhat |lax in their timng. He noted his
surprise that when [AOGCC] appeared before the commttee, there
was no further investigation of the tineline under which [the
commi ssi on] was conducting its business.

MR  HEINZE related his belief that [the |egislature] has
neglected [the fact] that the governor signing the charter with
BP and Phillips provided a standing offer to sell gas by BP and
Phillips. "If that isn't a market test, to offer up 1.2 billion
cubic feet of gas, | don't know what is,” he said. He expressed
his desire to have soneone questioned in regard to why no one
has conme forward for the 2.4 billion [cubic feet of gas] in a
fixed deal. M. Heinze said, "If there is an easy narket for
this gas, | don't understand why soneone hasn't conme forward and
nore inportantly, | don't understand why this commttee hasn't
explored that." M. Heinze concluded by saying that at this
time, it is premature [to consider HB 190].

CHAI R OGAN announced that he would ensure that the |egislative
information offices [LIOGs] would have the aforenentioned witten
responses. He al so announced that he didn't intend to nove HB
190 t oday.

Nunmber 0474

JUDY BRADY, Executive Director, Alaska Ol and Gas Association
(AOGA), informed the commttee that AOGA is an industry trade
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association whose 16 nenbers represent the majority of the
petrol eum industry in Al aska. The 16 nmenbers of AOGA are as
fol |l ows: Al yeska Pipeline Service Conpany; Anadarko Petroleum
Corporation; BP Exploration (Alaska), 1Inc.; Chevron U S A,

Inc.; Cook Inlet Region, 1Inc.; Cross Tinbers QI Conpany;

ExxonMobi | Production Conpany; Forest QG| Conpany; Marathon Q|

Conmpany; Petro Star, Inc.; Phillips Alaska, Inc.; Shell Wstern
E&P, Inc.; Tesoro Al aska Conpany; Total FinaElf E&P USA; UNOCAL;

and WIlliam Alaska Petroleum 1Inc. Ms. Brady provided the
foll ow ng testinony:

| am here today to present AOGA' s opposition to
Sponsor Substitute for House Bill 190. W strongly
oppose this bill as both poor econom c policy and poor
public policy. We consider this legislation to be a
direct disincentive to the conmmercialization of North

Sl ope natural gas. And one of our big concerns is
that this bill, even the fact that it was introduced,
will also be the view of market analysts who track and

report local actions affecting gas conmercialization
on a worldwide basis for the specific purpose of
inform ng potential |enders about project viability.

Number 0608
MS. BRADY conti nued:
HB 190 represents a radical departure from sound

econom c policy by substituting "pain" for "gain" as
the reason to invest in the comercialization of North

Sl ope natural gas. The bill apparently presunmes that
i f sharehol ders and nanagenent are threatened, they'll
be nore likely to invest, and invest sooner in the

comercialization of this gas. [The bill] seens to be
based on the premse that an ANS gas project has
already been found [to be] comrercially viable and
that free market incentives have failed when it cones
to decisions to invest in the comercialization of

North Slope natural gas. This bill represents an odd
and di sruptive count er poi nt to t he bui | di ng
public/private nomentum now underway as the result of
i ndustry comm t ment to and investnent in the

commercialization of the North Sl ope gas reserves. O
greater concern from a conpetitive narket perspective,
by signaling a significant nove away from Al aska's
stable public tax policy, HB 190 actually threatens to
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sl ow the nonentum for commercialization of North Slope
gas.

. Since the '60s, the oil and gas industry and
others have spent about $1 billion on trying to
comercialize this gas. You' ve heard from the various
producers today, what kinds of noney they're investing
to try to nake this gas comercial. You know their
boar ds are i nt erested, their st ockhol ders are
interested, their managenent is interested. The whole
world, right now, is |looking to see which gas projects
are actually going to nake it because that's where the
|l ending institutions are going to put their noney.

Sonme people have said that this is an incentive to
speed up the devel opnent. It's not, it does add
additi onal expense and it does give this odd nessage
to the people who are looking to see where they're
going to put their noney.

As proposed tax l|egislation, [HB 190] sends a signa
to the market that the State of Al aska's public policy
of stable taxation is eroding. Just as the market has
considered a stable tax policy to be critical to

attract investnment to the ... new comercial oil
projects in the past ten years, so wll the narket
consider continued stable tax policy to be critical to
attract the additional billions of dollars in

financing necessary for new conmercial gas projects.
You've heard about the concern of the other
resource groups with long lead tinmes, we share those

concerns.
Since, in the final analysis, the deciding factors
will be comrercial and market vitality which is npst

inproved by reducing <costs and risks, both the
industry and the state nust focus their efforts on
those factors that nmake Alaska's fiscal regine for gas
nore conpetitive agai nst those el sewhere in the world.

Nunber 0834

MS. BRADY concl uded:
This present legislature and the |egislatures for the
past ... 12 years have strongly conveyed the nessage

that Alaska is "open for business.” Let's not change
t hat nessage now when we are in the mddle of our best
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opportunity in al nost two decades, in a very

conpetitive market, to comrercialize this gas. Let's
work together to do what's necessary to nmake it happen
and hope ... that this is finally it.

CHAIR OGAN turned to Ms. Brady's comment that [HB 190] signals a
shift [away] from a stable public tax policy. He asked if AOGA
is concerned with the legislature's change in course from budget
cutting to now adding dollars. He reiterated that such seens to
be nore of a threat.

M5. BRADY answered, "I think every organization in the state has
been concerned with naking sure Alaska has a fiscal policy."
She noted that she ran the fiscal sunmt for Governor Hickel for
the last seven or eight years and she was co-chair of the Long-
Range Fiscal Planning Comm ssion five years ago. She poi nted
out that the tools are there, the question is how to put them
t oget her. Over the last five years, the legislature did its
part by cutting. Now, she sees everyone reevaluating and thus
she hoped anot her plan would result.

CHAI R OGAN expressed his hope that the [oil] industry would cone
together en nmasse on that issue as it has on this issue.

Number 1040

LARRY HOULE, GCeneral Manager, Al aska Support Industry Alliance,
infornmed the conmttee that the Al aska Support Industry Alliance
is made up of 400 contractors, suppliers, and individuals that
provi de products and services to the oil and gas industry. The
Al liance's nenbership represents over 25,000 people that work in
Al aska and live in Al aska year around. M. Houle provided the
foll ow ng testinony:

None of the oil producing conpanies are nenbers of the

Al li ance. I nstead, we are the 25,000 working nen and
wonen that weld pipe, clean the roons, [drill wells],
drive the machinery, day in and day out in Alaska's
oi | patch.

| am here today to confirm the Alliance's opposition
to Sponsor Substitute [for] House Bill 190, a bill
that proposes to tax Alaska's proven gas reserves on
state leases that have already been purchased by
private conpanies. [House Bill] 190 represents a huge
di sincentive; in fact, [it is] a deterrent to those
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pr oducer conpanies [that are today working to
comercialize North Sl ope natural gas].

MR HOULE sunmmari zed:

In the Mat-Su Valley alone, the oil and gas industry
directly enploys 353 people [representing] $36 mllion

in payroll. Indirectly, the oil and gas industry in
the Mat-Su Valley represents alnbst 16 percent of the
total [regional] payroll. In [the] Fairbanks North

Star Borough, the [industry directly] enploys 565
people, [pays out] $40 mllion in annual payroll.
Al so, alnost 16 percent of the nonmlitary payroll in
t he Fai rbanks industry.

W believe that this |egislature should be considering
true incentives and this bill is not a true incentive

toward devel opnent of North Slope gas. Nat ur al
resource legislation is good public policy when it
reduces costs and mnimzes risks while protecting our
envi ronnent .

In quick summary, the short title [of SSHB 190] nakes

reference to a Natural Gas Pipeline Incentive Act. W
do not read incentive into this substitute bill. In
fact, the word ... "tax" appears over 40 tines in the
10- page docunent. W see the bill as punitive and

dest abi l'i zi ng, with the potential to erode any
conpetitive advantage [in the world markets that we

have gained in the l|last decade in Al aska]. W have
had a very certain and ... stable tax basis in this
state and we wuld like to see that continue.
Basically, our nmen and wonen in the oil patch are what
| call "meat and potatoes" constituents and those
constituents all live in your districts. And we ask

you to provide incentives for those people to remain
wor ki ng and House Bill 190 does not do that.

CHAI R OGAN announced that the conmttee would recess and return
at 5:00 p.m to continue hearing testinony. The commttee
recessed at 10:00 a.m

[ There is no further recording on Tape 01-34, Side A or B.
Recording resunmes on Tape 01-35 Side A when the neeting
reconvenes. |

TAPE 01-35, SIDE A
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CHAI R OGAN reconvened the House Special Conmittee on Ol and Gas
at 5:09 p. m Those present upon reconveni ng wer e
Representati ves Ogan, Dyson, and Fate. Represent ati ves Kohri ng
and Chenault joined the neeting as it was in progress.

Nunber 0110
MARY SHI ELDS, Ceneral Manager, Northwest Technical Services,
testified via teleconference. V5. Shields provided the

foll ow ng testinony:

Nor t hwest Techni cal Services provides |ong- and short-
term contract and tenporary enployees in the State of

Al aska both within and outside the oil industry. In
fact, last night we held our 20th Anniversary
cel ebration. And we have been actively involved in

many work- and civic-related activities in Alaska for
all of these years.

Upon reading this proposed piece of legislation, |
becanme very concerned that the tax stability we have
fought so hard to achieve in Alaska could be seriously
er oded. How can we expect conpanies to invest in
projects when the risk, a gas reserves tax, outweighs
the probable benefit? | believe that this is a |ose-
| ose situation. It is certainly a disincentive for
any firmto nove forward with new exploration until a
guaranteed nethod of transporting the gas to market is
operational, and it is not the way to keep Al askans
wor ki ng.

The conpanies involved in exploration and devel opnment
in Alaska have not shied away from high-risk projects.
If they had, the North Slope fields would have never
been devel oped; exploration would have stopped before
the discovery of Prudhoe Bay. Over the years
conpani es have spent mllions of dollars in the search
to find a way to commercialize our gas resources and
are now in the process of spending $75 mllion or nore
to determne whether there is a comrercially viable
project which will bring the North Slope gas to the
mar ket pl ace.

Many of the argunents | could present have already
been laid before you this norning. Qovi ously, as an
Al askan business person, | want the gas line project
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to go forward as quickly as possible. Equally obvious
is the sinple fact that no for-profit conpany,
particularly those answering to shareholders, would
slow down a process that would generate revenue for
t he conpany. Wth that in mnd and considering the
destabilizing effect this bill could have, | hunbly
submt that this bill is fatally flawed and urge you
to defeat it in committee.

Nunmber 0386

SALLY ANN CAREY, Secretary, [Al aska] Support Industry Alliance
testified via teleconference. Ms. Carey read the follow ng
testi nony:

| appear before you today to offer my negative
t houghts on further consideration of HB 190. If the
State of Alaska is open for business, this bil

doesn't reinforce that nessage to the long-term
devel opers of our oil and gas fields. Nor does it
foster their intent or desire to expand the enornous
anount of funds they currently are spending and have
spent providing jobs for workers, buying Al askan goods

from vendors, and of services. ... also it does not
send a nessage to other devel opers or businesses, who
we would like to have coming to Alaska to pursue
operations and businesses. If this [bill] is to
persist, let's not confine this Quixotic, punitive tax
to only the major oil industry (indisc.), but let's
tal k about ... nmaybe harvested tinber, ... the fish we
haven't caught yet, ... the tourists that m ght cone,

.. This tax is not an incentive, this tax is quite
t he opposite.

CHAIR OGAN remarked that a recurring thenme [of the testinony]

seens to be that [SSHB 190] sends a negative nessage. Chair
Qgan reiterated his concerns regarding the budget and asked Ms.
Carey if she viewed that as an equal, if not greater problem

M5. CAREY rem nded everyone that the Alliance's goal is to cut
t he budget.

Nunber 0629
JACK LAASCH, Menber, Executive Board, Alaska Support Industry

Alliance, had his testinony read into the record by Bob
Carm chael. M. Laasch's testinony is as follows:
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The Alliance represents those conpanies in Al aska that
depend on a healthy oil and gas industry to provide
enpl oynent for Al askans and the sale of goods and
services within Al aska. | am witing this letter to
express ny views on HB 190, which proposes to enact an
ad valorem tax on natural gas reserves on the North

Sl ope. | am opposed to HB 190 because it increases
the risks that producer conpanies already face in
devel oping Al aska's gas resources. It 1s inportant

that conmpanies that are instrumental in building the
foundation  of Al aska's econony be given every
opportunity to succeed.

Al aska's oil and gas support contractors and vendors
depend on a healthy industry to provide enploynent and
opportunities to generate revenues. These contractors
and vendors also have a significant investnent in
Al aska. In the past, the major producers have been
wlling to invest in Alaska' s high-risk projects.
Successful devel opnment has resulted in nmany benefits
to the communities of Alaska through contributions to
charitable organizations and community enhancenent

proj ects. In addition, Al askan conpanies have been
contracted to provide manpower and equipnent for
services such as construction, maintenance, drilling,
fabrication, nodule assenbly, and many others. Si nce

the initial discovery of North Slope gas, many
hundreds of mllions of dollars have been spent to
comercialize this gas. Recently, the producers have
committed to spend an additional $75 mllion on a
study to determine how to bring North Slope gas to
mar ket . Many Al askan conpanies wll participate in
this study and the subsequent contracts leading to the
construction of a gas pipeline project.

| feel that the State of Alaska needs to present
itself as a good partner with the industry in striving
for a win-win situation on both sides. In doing so,
the state needs to create incentives for producers to
pursue comrercialization of gas, and hence create
opportunities for Alaska's residents and the conpanies
doi ng business in Al aska. The gas reserve tax does
not create this incentive.

BOB CARM CHAEL, on his own behalf, testified via tel econference.
M. Car m chael noted that he has worked in Al aska' s oi
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i ndustry. He said that [SSHB 190] is not the best solution for
the problem and thus he recomended that it not pass.

Nunmber 0868

BOB  STI NSON, Presi dent, CONAM  Construction Conpany; Vi ce
President, Alaska Support Industry Alliance, testified via
t el econf erence. [H's witten testinony is included in the
comm ttee packet.] M. Stinson noted that he does not support
[ SSHB 190] for many of the reasons already nentioned today. M.
Stinson provided the foll ow ng testinony:

If this bill is an attenpt to provide an incentive to
current producers of gas on the North Slope to
accelerate the Alaska gas pipeline project, | think it
is at least premature, and at nost mybe you could
cancel the project. And 1'Il be nore specific. | f
there were a tax on gas reserves that are inposed by a
certain date if a pipeline didn't get built, why would
the current Al askan producers spend the noney to try
to find nore gas in the interim to increase the
reserves? Wiy would new conpanies look to Alaska to
explore for oil and gas if they knew they mght be
taxed for any newy discovered reserves wthout the
certainty of getting it to narket? I ncreasi ng
reserves helps the overall economcs of the project.
The nore gas you have, the nore noney you nake, and
the nore the state nmakes.

| think the best way to ensure that a pipeline gets
built is to work with the producers and assist in
doing the things they need to do to make the project
work, not to work against themin an adversarial role.
What if ANWR opened? Whuld prospective |easehol ders
there assune there mght be the threat of simlar
taxes, and decide not to invest in exploration and
production of oil and gas in a place that is already
one of the nobst expensive places in the world to
produce it? | think they m ght | ook el sewhere.

This issue is premature because the feasibility
process the producers are going through now has to be
done regardless of the inplications of a gas reserves

t ax. As an Al askan pipeline contractor, who has
recently designed, built, and permtted a pipeline
project, | know how long it takes to go through the
process. For an 8-mile project, it took ne 16 nonths
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and $2 mllion to work through the pernitting process.
The current group of Phillips, BP, and Exxon has
commtted to doing it roughly in nine nonths for a
1,900-mle project, with the largest gas conditioning
plant in the world, conpressor stations, a natural gas
liquids plant, and nore pipelines from there to the
Lower 48. | ... think we need to be patient and work
wi th the producers through this process ....

CHAI R OGAN noted his agreenent that the bill as witten would be
a disincentive for additional exploration.

Number 1115

TOM MARSHALL (PH) testified via teleconference and infornmed the
committee that he is a retired petroleum geol ogist. He noted
that he has been connected with the oil and gas business for
over 50 years. M. Marshall (ph) read the follow ng testinony
[that was sent to the commttee via e-mail]:

|"m very nuch opposed to this bill. It will certainly
di scourage gas exploration at a tinme when prudent
reserves on the North Slope are grossly insufficient
to supply either the highway pipeline or the Valdez
LNG schenes. Proponents of this bill say the gas
owners are warehousing North Slope gas, but never
mention that every day gas liquids worth $1.5 mllion
are recovered from the reinjected gas produced wth
oil at Prudhoe Bay. And the natural gas base press
mai nt enance project has increased ultinmate recovery 35
percent, yielding a $95 billion increase in the narket
value of oil production. Gas in the ground at Prudhoe
Bay is far better for the state than noney in the
bank. Nati onwi de, natural gas sold, during the first
quarter of 2001, averaged $6.45 ncf; that's two-and-a-
half times the average price of $2.46 in the first
gquarter of the year 2000.

.. I worked for an independent gas producer in
Wonming in the early '50s when a reserve tax was
proposed by the |livestock interests after a heavy,
| ate, spring snow that decimated the lanb and calf
crop. The proposed tax was dropped when the ranchers
realized that counting reserves was not at all |ike
counting sheep because there can be a wde difference
of opinion anong qualified reservoir engineers and
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geol ogi sts due to uncertain well control and
interpretation of gas in place and reservoir
continuity. The ranchers wthdrew the bill after
deciding it «could be a reservoir engineers |ob
security act.

CHAIR OGAN reiterated his intention to hold the bill after
determ ning that no one else wished to testify.

Nunber 1351

REPRESENTATI VE KOHRI NG t hanked all those who testified today as
wel | as the industry for its i nvest ment in Alaska.
Representative Kohring expressed the need to take care when
working with the [oil and gas industry] in order to ensure that
they are encouraged to nake further investnents in exploration
and devel opnent . Per haps, there could be incentive |legislation
to encourage [exploration and devel opnent].

There was discussion regarding interim endeavors for the
conm ttee.

ADJ OQURNVENT
There being no further business before the commttee, the House

Special Conmmttee on Ol and Gas neeting was adjourned at 5:28
p. m
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