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effective date.”
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HOUSE RES COW TTEE -1- April 4, 2001



- MOVED CSHCR 8(RES) OUT OF COWM TTEE
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POSI TI ON STATEMENT: Presented SB 77 on behalf of the sponsor.

Bl LL VAN DYKE, Lease Admi nistration/Royalty

Division of Gl & Gas

Department of Natural Resources

550 West 7th Avenue, Suite 800

Anchor age, Al aska 99501-3560

POSI TI ON STATEMENT: Answered question relating to SB 77.

MARY McDOWELL, Comm ssi oner

Commerci al Fisheries Entry Conm ssion

Al aska Departnent of Fish & Gane

8800 d aci er Hi ghway, Suite 109

Juneau, Al aska 99801-8079

POSI TI ON STATEMENT: Answer ed questions regarding HB 206.

KURT O. SCHELLE, Research & Pl anning Project Leader
Commerci al Fisheries Entry Conm ssion

Department of Fish & Gane

8800 d aci er H ghway, Suite 109

Juneau, Al aska 99801-8079

POSI TI ON STATEMENT: d arified | anguage of HB 206.

JOE MACI NKO

2625 Spruce Cape Road

Kodi ak, Al aska 99615

POSI TI ON STATEMENT: Testified on HB 206.

CHRI S BERNS

PO Box 26

Kodi ak, Al aska 99615-0026

PCSI TI ON STATEMENT: Testified on HB 206.

PAUL SEATON

58395 Bruce Street

Honer, Al aska 99603

POSI TI ON STATEMENT:  Spoke in opposition to HB 206.

JOHN W NTHER ( ph)

(No address provided)

Honer, Al aska

POSI TI ON STATEMENT:  Spoke in support of HB 206.

JOE KYLE

234 ol d Street
Juneau, Al aska 99801
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POSI TI ON  STATEMENT: Spoke in support of HB 206 on behal f of
Korean hair crab fishery vessel owners.

EDWARD C. FURMAN

(No address provi ded)

POSI TI ON  STATEMENT: Spoke on behalf of the fishernen of
Cordova, in opposition to HB 206.

REPRESENTATI VE JI M VWH TAKER

Al aska State Legislature

Capi tol Building, Room

Juneau, Al aska 99801

POSI TI ON STATEMENT: Testified as the sponsor of HCR 8.

M CHAEL J. HURLEY

Gover nment Rel ati ons

North Anerican Natural Gas Pipeline G oup
601 West 5th Avenue, Suite 500

Anchor age, Al aska 99501

POSI TI ON STATEMENT: Testified on HCR 8.

ACTI ON NARRATI VE

TAPE 01-29, SIDE A
Number 0001

CO- CHAIR BEVERLY MASEK called the House Resources Standing
Commttee neeting to order at 1:05 p.m Representati ves Fate,
McGQuire, Chenault, Stevens, Masek, and Scalzi were present at
the call to order. Representative Kerttula arrived as the
meeting was in progress.

SB 77-NET PROFI T SHARE UNDER/ OVERPAYMENTS

CO CHAI R MASEK announced that the first order of business would
be SENATE BILL NO 77, "An Act repealing the exception that
applies to collection and paynent of interest of $150 or |ess on
royalty or net profit share underpaynents and overpaynents; and
providing for an effective date."

Number 0135

DARW N PETERSQON, Staff to Senator John Torgerson, Al aska State
Legi slature, cane forth on behalf of Senator Torgerson, sponsor,
to give a brief overview of SB 77. He explained that in 1998
the legislature exenpted the Departnent of Natural Resources
(DNR) from calculating interest on small overpaynents or
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under paynents of royalty, if the interest was $150 or |ess.
Prior to 1998, these snmall overpaynents or underpaynents were
calculated nmanually, using Excel spreadsheets; the cost of
manual ly calculating the paynents was nore than the interest
received or the credit applied.

MR. PETERSON informed nenbers that with the state's new oil and
gas royalty accounting system interested owed on even the
smallest amount is calculated electronically, and royalty
paynents are sent el ectronically. Furt her nor e, if t he
| egi sl ature does not repeal the statute in question, both [DNR]
and the payers of royalties would have to reprogram their
conputer systenms to not conpute underpaynents or overpaynents
paynents of interest in the ampbunt of $150 or |ess; that would
be an unnecessary expense for all the parties involved, when
there is a nmuch easier option available, such as [SB 77].

Nunmber 0258

CO CHAIR MASEK asked M. Peterson whether the sponsor expects
there to be a positive fiscal note. She asked how much noney
wi || be gained by passage of SB 77.

MR. PETERSON replied that the anmpunt in question is mninal
For the 12 nonths prior to COctober 31, 2000, the state processed
1,716 royalty filings wth interest anounts between a negative
$150 and a positive $150; the net gain was $4,096 to the state.
He deferred to the DNR to explain why there isn't a positive
$4,096 in the fiscal note.

Bl LL VAN DYKE, Lease Adm nistration/Royalty, Division of Ol &
Gas, Departnent of Natural Resources (DNR), testifying via
tel econference, noted that Mark Meyers, Director, D vision of
Ol & Gas, had asked himto fill in for himand that Jim Stoffer
(ph), head of royalty accounting, was with him He said, as
af orenenti oned, the amounts of sonme of the returns are negative,
while sone are positive. Al though the sanple size taken
resulted in a slightly positive nunber, the same analysis taken
over nore years would produce results closer to zero; sonetimnes
royalty payers overpay, and sonetinmes they underpay, but the
nunber shoul d average zero over a |ong enough tine period.

Nunber 0475

REPRESENTATI VE FATE noved to report SB 77 out of commttee with
i ndi vidual recomendations and the acconpanying fiscal note.
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There being no objection, SB 77 was noved out of the House
Resources Standing Committee.

[ Co- Chair Masek turned the gavel over to Co-Chair Scal zi.]

HB 206- VESSEL LI M TED ENTRY FOR COW FI SHERI ES

CO CHAI R SCALZI announced that the next order of business would
be HOUSE BILL NO 206, "An Act relating to a vessel-based
commercial fisheries limted entry system to managenent of
of fshore fisheries, and to the definition of 'person' for
purposes of the commerci al fisheries entry program and
providing for an effective date."

CO CHAIR SCALZI nentioned that HB 206 had been heard in [the
House Special Conmittee on Fisheries, on April 2, 2001], where
Paul Seaton, Alan Parks, and Mako Haggerty testified against the
bill via teleconference, at which time Co-Chair Scalzi invited
them to submt their testinmony in witing. Co- Chair Scal zi
indicated M. Seaton's testinony was in the conmttee packet.

[ There was a notion to adopt HB 206 for discussion purposes, but
it was already before the commttee.]

CO- CHAIR SCALZI, speaking on behalf of the House Resources
Standing Commttee, sponsor of HB 206, told listeners that he
had been asked to submt HB 206 on behalf of the Commerci al
Fisheries Entry Commssion (CFEC), at the request of the
| egi sl ature. He explained that a few years ago the |egislature
had experienced a problem with the [Korean] hair crab and
scallop fisheries in the Bering Sea. He nmentioned a limt
pl aced on the nunber of fishing vessels, as well as federal
noratoriuns and state noratoriuns that are about to expire.

CO CHAIR SCALZI stated that in order to enact a limtation plan

Al aska's current license limtation program nust be altered.
Currently, the CFEC s license limtation program designates a
license to an individual, rather than to a vessel. Thus HB 206
will allow the [CFEC] to develop a program to "fix a limted
license to a vessel."” Co-Chair Scal zi expl ai ned:

Now, the reason that they want to do that is because
if they [use] the traditional nethod that they have
now, a |icense would have to go to every applicant who

was eligible, which could nmean if you had four ... or
five skippers on a vessel, each one would be eligible
for a ... limted entry license. And ... that would
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change the nunber of available boats that vyou
coul d have. In other words, each skipper could get
his own boat, and instead of having 10 boats in the
fishery, you could have 40 boats in the fishery.

So ... having the ability to use this tool and create
a license limtation program that is attached to the
vessel ... wll clearly |limt the fishery to those

vessels that are permtted, currently, and [that are]
under the noratorium

CO CHAIR SCALZI clarified that HB 206 by itself is not a license
limtation plan, but if passed, would give [CFEC] the ability to
create one.

Number 0935

MARY Mc DOVELL, Comm ssi oner, Comrer ci al Fi sheri es Entry
Comm ssion, Alaska Departnment of Fish & Gane, explained the
genesi s of HB 206:

The origins of this bill ... came at the tine in 1996
when the |legislature placed [a] noratorium on the
entry of new vessels into the Korean hair <crab
fishery, and then they did the sanme thing with the
weat hervane scallop fishery in 1997. In inplenmenting
the noratorium [on] the hair crab fishery, the
| egislature directed that the [ CFEC and the
Department of Law work together to draft, and bring

back to the legislature, legislation <creating a
vessel -based limted entry program that could be used
in fisheries in which Iimtation under Alaska's
current limted entry program could not achieve the

purposes of the limted entry Act.

M5. MDOWELL defined those purposes as conservation of the
resource and protection of the economc viability of the
fishery. She enphasized that HB 206 in no way changes the
state's limted entry program it just provides an alternative
approach that would be available to limt the few fisheries that

aren't suited for the nethod of limtation under the current
pr ogram Ms. McDowel | pointed out that the current program has
been in effect for over 17 years, with few changes nmade. She

indicated that 63 fisheries have been limted under the current
program
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M5. MDOWNELL described the fisheries suited for the current
limtation program as having small boats, wusually individually

owned and operated. Under that program the limted entry
permts are issued only to individual human beings, not to
vessel s, part ner shi ps, or conpani es. She said [CFEC s]

chal |l enge has been to create a nodified version of limted entry
to effectively Iimt the few fisheries that have evolved in a

much different way over recent years - fisheries that have
ownership and participation patterns different from the node

upon which the current limted entry program is based. Ms.
McDowel | characterized those fisheries as having bigger, nore

expensi ve vessels that are owned by partnerships or conpanies
and that fish further offshore. Many use hired skippers - or
mul ti ple, successive skippers to fish throughout the season -
who often have no ownership in the operation.

M5. McDOVWELL explained that limting fisheries under the current
program m ght actually increase the nunber of participants over
time, rather than "cap it," thereby defeating the whol e purpose
of limtation and posing a risk to the resource and the fishery.
At that point, she said, the only remaining options mght be as

fol |l ows: to close the fishery entirely, which would nmean the
| oss of harvesting and processing jobs and the loss of tax
revenues to the state and local nunicipalities, or, in the case
of some of these larger-boat fisheries, to let the federal
governnment preenpt [CFEC s] nmnagenent and take it over. Ms.

McDowel | conti nued:

Even if you could find a feasible way to provide for
the conservation and the economc viability under our
current program in those fisheries many of the
permts would be issued to the hired skippers, who are
essentially enployees, and not to those who have
invested in the devel opnent of the fishery.

So, as | said, the |legislature recognized these
problens and the traits in the hair crab and scallop
fisheries in developing the noratorium for those

fisheries, and, in those cases, they developed the
noratorium based on a vessel nodel. The interimuse
permts, under which those vessels operate during [a]
noratorium are issued to the ... owners of the
vessel , rat her than to the skippers in those
fisheries.

M5. McDOVELL recalled that |ast year the noratorium on hair crab
was about to expire and [CFEC] didn't have a "tool in place," so
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the legislature opted to extend the noratorium on hair crab
until 2003, and on scallops until 2004, to allow enough tine to
| ook at developing a tool for the long-term for such fisheries.
She added that [CFEC] didn't want to risk the return to open
access, which could create an influx of new participants, many
fromoutside of Al aska, or risk the closure of those fisheries.

M5. MDOWELL said HB 206 would provide the tools to deal wth
those few fisheries in which an alternative nethod is needed;
the bill creates a generic program as the legislature directed
the departnent to do. She stated that currently the only two
fisheries the departnent can foresee using it in wuld be those
for hair crab and scallops, but it is possible that over the
years other fisheries will come along for which the vessel -based
program woul dn't be a useful tool.

M5. McDOVELL explained that the bill establishes a framework for
this vessel-based program simlar to the framework for the
i ndi vi dual - based programthat is in our current statute. It was
carefully drafted to preserve the use of the current person-
based program in any fishery in which it could work, and to
adhere to as nmany of the goals and purposes of the current
program as would be feasible "for a program like this." She
told nmenbers:

"1l point out a few of the inportant features of the
bill that are ained at acconplishing those things:
First, on page 2, lines 16-31, is the criteria for
when the conm ssion nmay use this alternative program
It's tightly constructed to always default to our
traditional person-based limted entry, unless we can
determine that limtation under a current program is
not workable - that you couldn't achieve the purposes
of the limted entry Act by using that program

As | said, that program is well designed to keep
fishing privileges in the hands of the actual
participants, and to avoid absentee ownership of our
fisheries, and consolidation of ownership. And it
does work well to protect the place of Alaskans in
their fisheries, both at the tine of initial issuance
and over tinme, while still passing constitutional
nmust er.

M5. McDOWELL reiterated that the first section of the bill would

ensure that this alternative program would only be wused in
state-managed fisheries if the current program "woul dn't achieve
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purposes of the Act." She added that CFEC could also use this
program in a fishery that is in the waters of the exclusive
econom c zone (EEZ), if it would help gain or retain state
managenent of a fishery. M. MDowell continued:

Anot her inportant feature in the bill is what can be
referred to as "second generation” | anguage or
provisions that start on page 6, |ine 8. Under this

program the permts are initially issued to the
owners of the vessels that qualify at the time of
limtation, whether the owners are individual persons
or partnerships or conpanies or any other entity. But
under these transfer provisions, when the permts are
transferred, either sold or given away, they can only
be transferred to an individual human being, which is
the case in our current program

The bill provides that the transferee - the person
receiving the permt - nust hold an ownership interest
in the vessel and nust be onboard whenever that vessel
is fishing, as is the case in our current program

There's one exception to that that's spelled out in
subsection (c), which wuld be where an initial

"issuee" - even if that is an entity - could obtain
another permt to use on the sane vessel. So you
woul dn't [have] to buy up additional vessels in the
fishery. But in the case of endorsenents where the

permts in [a] given fishery may qualify for certain
species or areas, if soneone with one vessel wanted to
stack two permts for use on one vessel in order to be
able to fish nore species in nore areas, that would be
the one exception to the "nust be a person” rule.

VS. Ve DOVEL L nment i oned concern expressed about t he
enforceability of the provisions regarding ownership changes.
She noted that a penalty section, starting on page 11, line 27,
states that any person or entity who provides, or assists in
provi di ng, false information or fails to correct false
information to the commssion would be liable for a fine up to
$5,000 and suspension or revocation of all of fishing permts.
She suggested it would be a disincentive for any kind of |ying
about a change of ownership, and said the CFEC believes it would
be a "large deterrent to any kind of fraudulent information."

Nunber 1610
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M5. McDOWELL conti nued:

In summary, | would ... say that we think the bill is
responsive to the directive that we got from the
| egislature to design a program to be wused in
fisheries where the current program is unworkable.
And it's pragmatic, in that it recognizes the need to
develop a new tool for neeting the evolving needs in
our fisheries, but does so in a very cautious way that
departs from our current program as little as
possi bl e.

M5. McDOWELL said this legislation would be the first step; the

departnment would be still be faced with proposing limtations
for the specific fisheries after passage of the bill. She said
there would be a learning curve, because this would be the first
time a program like this has been used; therefore, the

departnment would have a lot of work to do in inplenenting the
program and working with the participants in the fishery to
make sure that the programwas well crafted to neet the needs of
the fisheries. She told the commttee nenbers that having this
enabling legislation in place soon would be very helpful in
creating a good, workable program before the noratoriuns on the
hair crab and scallop fisheries expire. Ms. McDowel | nentioned
that Kurt Schelle was avail able to answer questi ons.

Nunmber 1689

REPRESENTATI VE KERTTULA asked Ms. McDowell to clarify the issue
of second-generation |icensing and how "a vessel can stack."

M5. McDONELL answer ed:

At the initial issuance, entities besides human bei ngs
could be issued the permts if they were the owner at
the time of Iimtation. Fromthen on, every tine that
permt changes hands, only a living human being - who
nmust be a participant in the fishery and onboard the
vessel - can obtain a permt. It ... prevents the
idea of the fishery going nore and nore towards
absentee corporate ownership, and [goes] nore towards
parti ci pant ownership.

M5. MDOWNELL reiterated that the exception would be when the
initial issuee - "whether a permit or an entity" - wants to
obtain another permt to use, on the sane vessel, in order to
expand speci es, areas, and/or endorsenents.
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REPRESENTATI VE KERTTULA requested that M. MDowell explain
CFEC s intent behind the |anguage, found on page 8, regarding
the commssion's regulatory stance on "concentration of
ownership.” She added that it is the only |language that "gives
authority back to the CFEC. "

M5. MDOWNELL described a "protection" in the original program
that limts permt ownership to only one human being, and which
limts a human being from owning nore than one permt in a
fishery. The bill allows the departnent to study a fishery and
cap the ownership within that fishery. She added that at
initial issuance, one conpany mght own a couple of vessels and
m ght "grandfather in," but the departnment would have a cap so
those particular conpanies could not continue "buying up" nore
and nore of the fishery.

REPRESENTATI VE KERTTULA stated her [understanding] that those
hypot heti cal conpanies would not, therefore, be able to "stack”
all of the permts onto the vessels and control the fishery.

MS. McDOWELL concurr ed.
Nunmber 1892

CO CHAIR SCALZI said he would ask sone of the questions posed by
M. Seaton in the last hearing. M. Seaton had addressed the
licensed limtation permt (LLP), which is issued by the federa
governnent, and had suggested adopting a federal endorsenment on
an LLP, rather than using the state permt process.

M5. MDOWNELL replied that there were several issues involved.
She said the [Korean] hair crab fishery is not currently in any
federal managenent plan (FMP), but is exclusively managed by the
state. Ms. McDowell pointed out that if the state were to ask
the federal governnment to manage the licensing of that fishery,
it wwuld be giving up control over the fishery and its
limtation program In the scallop fishery, her understanding
is that the federal governnent has a FMP in federal waters only,
she added. By asking for an LLP, the state would be asking the
federal governnent to “"preenpt" state nmanagenent in state
wat er s. Ms. McDowel | expressed confusion over why [M. Seaton]
woul d propose that, because [fishernmen] argue that it is better
to have fisheries in which the participants are the hol ders of
permts, and under the federal program permts would go entirely
to entities.
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Nunber 2021

KURT O SCHELLE, Research & Planning Project Leader, Conmerci al
Fisheries Entry Conm ssion, Departnment of Fish & Gane (ADF&G ,
concurred with Ms. MDowel|l's statenents.

CO- CHAIR SCALZI explained that an LLP is a federal permt
whereby the federal governnent puts an endorsenent on a vessel
that fishes for crab or groundfish in the Bering Sea or Qulf of
Alaska and is qualified under a noratorium Co- Chair Scal zi
said, "And this is how they manage new entrants. And it is
dissimlar from what the state does; the state does the
managenent of the crab fisheries in federal waters.”

M. Seaton also points out that there's co-nanaged

fisheries in the state, such as the ... cod fishery
within state waters, and there's also federal
managenent [in] federal waters. They co-exist. And

there is a sablefish fishery in Prince WIIliam
Sound, as there is a federal fishery, and a chad
fishery also, ... wth licensed "permtation." I
woul d just point out that those are just co-nmanaged.
It's not that you are mnmmnaging one fishery; you're

actually nmanaging two. So that's where the co-
managenent is. In this case, we're tal king about the
state managing fisheries in federal waters. And
that's currently the way we do this, and ... it's a

little different than what M. Seaton pointed out; we
have two separate areas.

CO-CHAIR SCALZI made reference to M. Seaton's comments
regarding AS 16.43.460, page 5, lines 3-6, of the bill, which
read:

(2) the substitution of another vessel by
the applicant for a vessel interimuse pernmt or a
vessel entry permt if the vessel used to establish
eligibility for a vessel entry permt is |ost before
the initial issuance of a vessel entry permt for the
vessel .

CO-CHAIR SCALZI then drew attention to M. Seaton's comments on
page 2 of 3 in his letter, under "Article B6A "

M5. MDONELL stated her belief that the section to which [M.

Seaton's coments] refer is "substitution |anguage" on page 7.
She added that she thought there was a m sunderstandi ng, because

HOUSE RES COW TTEE -14- April 4, 2001



the vessel permts wll have restrictions limting capacity and
types of gear; therefore, if one vessel is substituted for
anot her, the replacenment would have to be consistent within the
range of what that permt would allow. M. MDowell paraphrased
fromHB 206, page 7, |lines 21-23, subsection (b), which read:

A substituted vessel and the operation of the
substituted vessel are subject to all terns and
conditions attached to the vessel entry permt at the
time that the vessel permt is transferred from the
original vessel to the substituted vessel.

Number 2210

CO- CHAIR MASEK inquired whether a person whose vessel Dbreaks
down and who owns a permt nay use another boat and continue
fishing.

M5. McDOWELL replied that Co-Chair Masek would find the answer
in the "substitution" |anguage on page 7 of the bill, where it
states that a person in that situation could apply to the
comm ssion for permssion to substitute another vessel in its
pl ace. In response to a followup question by Co-Chair Masek

Ms. McDowel|l called attention to page 3 of the bill, beginning
on line 16, which specifies that if a fishery is limted under
this program there would be capacity restrictions on the vessel
permt. She asked Co-Chair WMasek if she was referring to how
the determnation would be nmade as to whether [a vessel] would
"fall under this program"”

COCHAIR MASEK asked if it would be possible to add a size-
specification into the language of the bill to clarify the
intent to help the small-boat owners in the comrercial fishing
i ndustry.

M5. McDOVELL reiterated that the departnment woul d al ways default
to its current program in the small-boat fishery, whereby it

issues the permt to the vessel owner-operator. The departnent
may use the vessel-based program however, in a fishery that
neets three criteria [subsection (a), page 2, lines 16-24]: the

fishery needs limtations; the purposes of the limted entry Act
could be nmet by using the program and the purposes of the
limted entry Act could not be nmet by using the existing program
[ AS 16.43. 140 - 16.43.330].

CO CHAI R MASEK asked why, on page 9, Section 3, the |anguage had
been changed to "a fishery” from™"a scallop fishery".
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Number 2415

MR. SCHELLE responded that the only reason that |anguage is in
the bill is in case there are other fisheries to which the
program woul d be applicable in the future. He specul ated that
this |anguage may have cone from the "scallop noratoriunt
| anguage.

M5. MDOWNELL asked the House Resources Standing Commttee to
recall the debate over the "M. Big" fishery that w ped out the
scallop fishery resource for lack of a federal fishery
managenent pl an. She said she believed that, at that tine,
there was | anguage added - specific to the scallop fishery - to
clarify that the state may assunme managenent of a fishery in the
absence of a federal managenent plan. She explained that the
proposed bill before the conmttee broadens the |anguage to say,
if a simlar situation arises again, the state nay step in and
assume managenent .

COCHAIR MASEK asked for a definition of "United States
excl usi ve econom ¢ zone", found on page 2, |line 27.

M5. MDOWNELL replied that she believes the federal exclusive
econonm c zone (EEZ) is 3 mles to 200 mles [off the coast].

Number 2505

CO CHAIR SCALZI specified that all United States waters fall in
that range. He then opened public testinony.

Nunmber 2538

JCE MACINKO, testifying via teleconference, nentioned the "over-
investnment" and "over-capitalization"” of all our fisheries. He
said if people are rewarded for doing what caused the problem
the problem won't go away. He asked why it makes sense to give
permts to those who invest their "tax-deferred" dollars, rather
than their I|ives. He said he took exception to Ms. MDowell's
comment that there is no way to track entities. He said
i ndi vi dual human bei ngs pass away, but the "initial" corporation
never goes away.

[A portion of M. Macinko's testinony was cut off due to
technical difficulties.]
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MR. MACI NKO asked the conmttee to inmagi ne the consequences, had
this bill been active at statehood. He said the canneries owned
all the boats back then; therefore, they would have owned all of
the permts. He said he didn't see any conpelling need to "go
down this road" now. M. Mcinko referred an earlier coment
that if permts were given to operators, there would be too many
boats participating. He indicated that would happen only if
CFEC didn't make an "appropriate qualification for permts.” He
added, "Sone people qualify and sone people don't. They cone up
with an optinmm nunber, and if [Ms. MDowell has] done her job
well, there will be the same nunber of participants, whether you
give themto individuals or entities."

Nunmber 2675

CHRIS BERNS, testifying via teleconference, declared that [HB
206] "belongs in the garbage can.” He stated that the bill is
"the wll of about three guys [who] are pushing it." He
explained his view that this is a special-interest bill by a
handful of participants. In the scallop fishery, for exanple,
the mpjority of permts wll go to one conpany. He told
menbers:

You need to investigate this as a resource conmttee,
and understand that this is a severe policy shift by

the State of Al aska. It's not comng from the
majority of the people of Alaska or the nmgjority of
the fishernen out of Al aska. It's only comng from

about three or four people who have sone highly paid
| obbyi sts [who] have been beating doors in Juneau and
el sewhere - about six years, as far as | can recall.

If the owners of the boat [had been given the permts]
when the original limted entry for salnon was, ..
the canneries would owmn the npjority of the rights to
harvest salnmon right now And that was the nmain
reason you have points for residency, points for
partici pation. And through the point system the
actual people that were operating the boat and maki ng
a living and taking the risk and taking the financial
risk got the permts, and the majority of the
(indisc.) permts in Alaska now are held by state
residents. The majority of these, if you |look at the
ownership of the vessels in these fisheries, | think
you'll find that nost of these guys are residing in
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Pal m Springs, or Wshington, or they're basically
nonr esi dent s.

So, | think that this resource commttee should really
investigate what this is going to do to change how
fisheries are limted. And it's not going to do
anything for the conservation of the fisheries. And

the biological conservation could be done in a
nunber of ways that don't have anything to do wth
gi ving one conpany half the scallop fishery industry.

MR. BERNS concl uded by urging nenbers to ook at a letter to the
editor by Barney dson (ph) and at "Rationalization, W Wns?"
on page 8 of the "2001 yearbook"” of Pacific Fishing nagazine.

Nunmber 2889

CO CHAI R SCALZI asked M. Berns if he was in favor of the status
guo and open access "in that fishery."

MR. BERNS said no, but began to qualify his answer.

CO- CHAIR SCALZI, in the interest of tine, invited M. Berns to
submt any further testinony in witing.

Number 2935

PAUL SEATON testified by teleconference in opposition to HB 206,
indicating he would clarify points on previously submtted
witten testinmony [included in the bill packet]. First, he said
the oldest crab fishery in the Bering Sea is under a federa
license |imtation program and although that LLP could require
endorsenents for specific species, it is not required presently.
He specified that right now the crab fishery allows fishing of
any crab; however, there is a noratorium on "this one." He
added:

This is basically a federal fishery, and | hate to see
us change the entire philosophy of the state
enpowering fishernen, and going to this vessel-owner
section for sonmething that can be acconplished under
the current LLP of the [federal governnent].

MR. SEATON disputed a previous statenent that the small-boat
fisheries are all owner-operated. He said the primary fishery
to be inpacted by this bill would be the [Pacific] cod fishery,
which is managed in state waters.
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TAPE 01-29, SIDE B
Number 2995

MR.  SEATON nentioned specific boat nanes, and stated that
probably 80 to 90 percent of the entire harvest in the Cook
Inlet area is fished by operators other than the owners. He
said the percentage of nonowner-operated vessels is probably
greater than that in the Sand Point cod fishery. M. Seaton
conti nued:

If this bill was inplenented, | can very quickly see a
nove by people to petition to have limted entry in to
these fisheries - which are functioning just fine
right now - and turn them into ... nuch nore of a
(indisc.) fishery, especially out at Sand Point,
because once you have the limted entry system out

there, then there wouldn't be any reason for limting
t he nunber of gear.

The whole idea of the Board of Fisheries in devel oping
this entire fishery was to give a long-duration
fishery that would supply fish to our conmunities over
[a] long period of tine. | think that this [bill]
wi Il underm ne that.

The state-water sablefish fishery is not the limted
access fisheries that we're talking about in Prince
Wl liam Sound and Chatham Strait. W have two open-
access sablefish fisheries that occur: one of themin
the North @lf Coast, that operates on its own
gui deline harvest - it's open right now to state-water
fishermen - and we have the Al eutian |sland/ Bering
Sea, which has its own (indisc.) - which is not the
| FQ [individual fishery quota] fishery that operates
and is totally nmanageabl e.

Havi ng these "coincident” fisheries does not nean that

t hey are unnanageabl e. And so, again, under the LLP
program ... crab is limted; you have to have an LLP
to fish crab in the Bering Sea. If they put an
endorsenent on that ... for hair crab, that would take

care of their problem
| see severe ramifications of this in future CFEC ...

limted entry prograns, and we're going to have a big
fight between vessel owners and fishernen when
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these prograns cone out. And CFEC is going to be
caught in the mddle, trying to nmake a politica
decision as to whether, "Well, does this really
constitute an owner-operator fleet or a nonowner-
operated fleet, and does that base on the percentage
of the catch or on the nunber of the vessel s?"

This dual system here is going to create severe
problenms within communities in the future, when we go
to any new limted entry systens in the state waters.

Number 2839

JOHN WNTHER (ph), testifying via teleconference, stated his
support of HB 206. He said, contrary to previously heard
testinmony, he does not think "we" wll be covered by LLP
endor senent . He nmentioned the nethods of catcher-processors.

He discussed the steps that would be taken to sell his own boat,
including how the |icense would have to be passed on with an
i ndividual, not with the vessel. He addressed M. Seaton's
concerns regarding the cod fishery, owners of vessels, and
di fferent skippers. He said he sees [HB 206] as an opportunity,
"in that case,"” for ships to remain in the state. He nentioned
mul ti ple skippers on the vessels that have fished through the
three- or four-year qualifying period.

Number 2631

JOE KYLE testified in support of HB 206 on behalf of Korean hair
crab fishery vessel owners. He indicated he was not
representing the scallop fishery. He said:

To ny know edge, there's no one working on this bill
from the scallop fishery, primarily because the
scallop fishery limted entry problem was mainly
addressed by the "feds," because there is a federal
managenment plan for the scallop fishery, and so the
"feds" could limt entry there.

| also want to add that |I'm the chief operating
officer of one of the CDQ [Community Devel opnent
Quot a] conpani es that enconpasses the Aleutian Island
regions, and [an] intimately involved in the fisheries
from a managenent perspective. Also, | was a voting
menber of the North Pacific Fishery Managenent Counci
(NPFMC) - Governor Know es' nom nee.

HOUSE RES COW TTEE - 20- April 4, 2001



| appreciate the philosophical concerns that the two
gentl emen from Kodi ak and Paul Seaton from Homer have
mentioned, but right now there is no federal fishery
managenent plan for the Korean hair crab fishery.
Paul is just wong that they can go to the "feds" and

get a license limtation endorsenent - that is just
Wr ong. And "Il be happy to talk with Paul about it
of fline.

But what will happen ,if this bill does not eventually
pass, is that the participants in the Korean hair crab
fishery wll go to the "feds" and seek federal
managenment of the fishery in lieu of the -current

ability that the state has to manage the fishery.

To ne, what this bill does, is it gives the limted
entry comm ssion the opportunity to have another tool
to manage fisheries. The major «crisis in all

fisheries is over-capitalization, over-capacity, too
many boats in the fisheries.

The state has the ability, if this bill passes, to
manage this fishery. And | would just ask the
conmittee menbers to think that there are Al askans in
these fisheries. The Korean hair crab fishery has a
CDQ vessel in it, jointly owned by a CDQ group out of
St. Paul, with a gentleman from Sitka.

And | would personally rather have the Comerci al
Fisheries Entry Comm ssion decide who can be in that
fishery, rather than the North Pacific Fishery

Managenment Council, which has nenbers from Oregon and
Washi ngton and the federal governnent, as well as
Al aska. [If] you pass this bill, you give Al askans
the ability to dictate and determne who can be in
this fishery. If you don't, the "feds" w Il determne
t hat .
Number 2483

The other thing that I would like to ... nention is
that the people testifying against the bill, |
really don't hear - and | really didn't hear them in
[the House  Speci al Commttee on Fisheries] -
testifying against limting the entry in the Korean
hair crab fishery. | hear it nore that they're
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worried about how the entry conmm ssion may use it in
ot her fisheries.

| know Conm ssioner MDowell and the staff have worked
for years to try to figure out how to get this bill to
a point where it can only rarely be used, and before
they can use it, they have to first find that their
traditional way of limting entry will not work. And
right now ... there's only two fisheries that they can
even foresee, and really the scallop fishery in not
even an issue anynore because the "feds" have taken
nost of that problem away. The only one you ... have
is this Korean hair crab fishery. ... |If you don't
limt the entry [and] give the commi ssion the tools to
limt the entry into it, the "feds" wll [limt the
entry]. So, | just ask you to please give the
commi ssion the tool they are seeking.

| would just close by saying | know Conm ssioner
McDowell conmes from a small-boat, coastal Al askan
background, and | know she's very personally famliar
with the philosophical issues that we hear addressed
her e. And she has tried to craft a bill wth the
staff that addresses those concerns, while stil
giving the practical ability for the state to use a
different programthan it normally uses, in these very
rare fisheries.

MR. KYLE urged the House Resources Standing Conmittee to support
HB 206.

Number 2379

EDWARD C. FURMAN testified briefly in opposition to HB 206. He
said, "The fishernen from Cordova, Alaska, are against this
bill. That's all |I have to say."

Number 2351

CO- CHAIR MASEK referred to page 2, lines 22-24. She asked Ms.
McDowel | about a guarantee that would protect the smaller owner-
operator fishery.

M5. McDOVELL replied that it was true this issue would be |eft
to the CFEC to determ ne. She detailed the <categories
considered before any limtation is decided upon: usually a
petition process; data analysis done by research and data-
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processing staff; a decision about what program to use; and a
full analysis of ownership patterns. She said, "In a case where
we could neet the purposes of limted entry Act, based on those
ownership patterns, we would need to default to this."

M5. McDOWELL nentioned a point system used to rank applicants,
but added that the dilema with the current programis that the
departnment is bound to create a "nmaxi num nunber,” which neans
that the nunber of permts that nmust be issued in a fishery nust

be set. Ms. McDowell stated, "The suprenme court has ruled that
we mnmust issue permits to the highest nunber of participants in
any one of the four years prior to a limtation." She added:

Yes, we could use a point systemto rank those people,
but if the nunber of permts that you have to hand out
is much |l arger than the nunber of boats that have been
participating, that's where you start to run into this
probl em of "grandfathering” in nore participants than
you had at the tinme of limtation. ... If we could
limt with a nunber that would neet the purposes of
limted entry Act, using our traditional program we
woul d feel bound by this statute to do that.

Number 2175

CO CHAIR MASEK nmentioned the zero fiscal note attached to the
bill, but asked Ms. MDowell if this would add any cost to the
limted commercial fishing industry or the CFEC

M5. McDOWELL responded, "It wouldn't, in that this is enabling
| egislation that just creates another franework, and for any
fishery that petitions us for limted entry, we would have to go
t hrough the same process either way."

COCHAIR WMASEK referred to previous comments about scallop
permts going to a |large conpany, and asked if it would require
investigation "if that is happening.”

M5. MDONELL answered that the risk that one conpany wll buy
many permts is [addressed] by the provisions allowng the
departnment to cap how many permts in a given fishery any single
entity could obtain. A permt has to be renewed every year, so
if shareholders or partners change, that change of ownership
woul d have to be reported, for each year, and could trigger the
need to transfer it to a human being. She said she thought that
al t hough sone details would need to be worked out, the |anguage
of the bill provides protection to avoid consolidation.
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CO CHAIR MASEK inquired how much a scallop or Korean hair crab
boat costs.

CO- CHAI R SCALZI estinmated $600,000 to $1.5 nmillion.

MR. KYLE said he didn't have an answer regarding the cost of a
scallop boat, but a crab boat runs between $600,000 and $1
mllion.

CO CHAI R MASEK asked what percentage of owner-operators are sole
owners, versus |arge corporate owners.

M5. MDOWNELL responded that according to her records "nost of
them are owned by partnerships.” She added that only about ten
vessels qualified under the noratorium for scallops; however
there are people outside the state interested in getting into
these fisheries, if they should "go open-access."” In response
to a followup remark by Co-Chair Msek, M. MDowell stated,
"In these fisheries, there are no smaller vessels. This is
the whole ...state-water scallop fishery."

Number 1900

CO CHAI R SCALZI announced that HB 206 be held over.

[Co-Chair Scalzi called a brief at-ease at 2:17 p.m and turned
the gavel over to Co-Chair Masek, who brought the neeting back
to order at 2:28 p.m|]

HCR 8- NORTH SLOPE NATURAL GAS PI PELI NE ROUTI NG

Number 1877

CO CHAI R MASEK announced that the next order of business would
be HOUSE CONCURRENT RESOLUTION NO 8, Expressing the
| egi sl ature's opposition to the proposed "northern" or "over-
the-top" route for a natural gas pipeline to transport North
Slope natural gas reserves to the donestic North Anerican
mar ket , and expr essi ng t he | egi sl ature's support of
comercialization of North Slope natural gas for the naxinmum
benefit of the people of the state.

[ There was a notion to adopt CSHCR 8(0&35 for discussion
purposes, but it was already before the commttee.]

Number 1825
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REPRESENTATI VE JIM WH TAKER, Al aska State Legislature, sponsor
told nenbers that HCR 8 is a special-interest resolution for the
peopl e of Al aska. Furthernore, the resolution does not conpete
with SB 164, but stands alone as a resolution that states
clearly that "the |egislature opposes a so-called over-the-top
routing for a natural gas pipeline," and that the |egislature
will do all that is within its power to encourage natural gas
commercialization "in a manner consistent wth our maxi num
benefit constitutional mandate.”

REPRESENTATI VE WHI TAKER gave a Power Poi nt presentation, which he
explained was the result of consideration, over several years,
of the subject of natural gas and what it nmeans to the State of
Al aska. [A witten copy of the presentation is included in the
comittee packet.]

REPRESENTATI VE VWH TAKER showed the first PowerPoint "slide,"
titled "Natural Gas in Alaska: Wat does It Mean to the People
of the State?" He told the committee that natural gas neans
$680 mllion to $4.2  billion to the state per \year;
significantly |ower energy costs for all Al askans; and mgjor
direct and indirect enploynent opportunities for all Al askans,
"if we demand that our resource be developed in our best
interest.”

REPRESENTATI VE WH TAKER referred to charts provided by BP
[ Expl oration (Alaska) Inc.]. He said between 1985 and 1998 the
use of natural gas for honme heating had increased substantially,
to 70 percent. Even though heating use has decreased from
el ectrical generation, other uses have significantly increased,
therefore, use of natural gas has dramatically increased for
generating electricity. Gas and oil [uses] are increasing,
while coal [use] is declining, but gas is at the top of the "new
energy m x."

REPRESENTATI VE WHI TAKER i ndicated on a chart that natural gas is
"clean and green," and he conpared the differential between
wast e products associated with coal versus gas. Natural gas is
al so significantly less of an air pollutant, conpared to oil and
coal. He added, "the demand for natural gas is soaring.”

REPRESENTATI VE WHI TAKER referred to a chart titled "Supply &
Demand For North America" that depicts a "demand curve" for
natural gas in North Anerica, conservatively projected by the
Energy Information Admnistration. Representative Witaker
indicated a special additional supply expected from Mexico and
the Rocky Muntain area, as well as the Mackenzie delta supply
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and gas from an Al askan pipeline project. Based upon the best
information avail able today, he concluded that the demand [for
nat ural gas] exceeds the supply.

REPRESENTATI VE VWH TAKER highlighted another chart entitled
"Supply & Demand For The Pacific R m" showng "contracted
supply volume" and "contracted supply extension." He nenti oned
an Al askan LNG [liquefied natural gas] project scheduled to go
online in 2007 and a Sakhalin LNG project scheduled to go online

[ by approximately 2004]. Representative Witaker stated that
given a |low demand, supply exceeds demand; given a nedium
demand, "it's very tight"; and given a high demand, denmand
exceeds supply. He said he was not nearly as confortable wth
this chart as the previous one; however, he stated his
confidence that "we'll raise supply to this level."

Number 1378

REPRESENTATI VE CHENAULT asked Representative Witaker if the
nunber "70" on the chart stood for metric tons or billion cubic
feet.

REPRESENTATI VE WH TAKER confirned that it was in netric tons.
He returned to the PowerPoint and introduced the next category

entitled "The Wrld Market Dynamc Reality: Supply WII
Restrict Demand For The Foreseeable Future,” which neans that
prices will remain significantly higher than they have been in
t he past. He said, "Gven that Alaska's North Slope has the
| ar gest undevel oped reserve of natural gas in North Anmerica, we
Al askans, and particularly we |egislators, need to ask
ourselves, 'how do we take advantage of that situation? "

Representative Wiitaker said the sinple answer to that question
is that we [ Al askans] take our gas to narket.

REPRESENTATI VE WH TAKER outlined routing options shown on
i ndi vi dual maps: the "over-the-top" route, which he described
as undesirable; the [governor's preferred] "highway" route; the
TAGS [Trans-Al aska Gas Systen] route, touted by Jeff Lowenfels
[ of Yukon Pacific Corporation]; and the "hub" approach.

REPRESENTATI VE WHI TAKER referred to a projection show ng the
state constitution, Article VIII, Section 2, which reads, "The
| egi slature shall provide for the utilization, developnent, and
conservation of all natural resources belonging to the State,
including land and waters, for the maximum benefit of its
people.” He said that the constitution makes it clear what the
responsibility of the legislature is.
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REPRESENTATI VE WHI TAKER outlined his ideas for attaining the
maxi nrum benefit and best interest of Al aska. He enphasi zed the
need for maxi mum mar ket exposure, saying an overland route al one
woul d exclude nmarkets throughout the world, specifically Asia

and probably the U S. Wst Coast. By connecting to nultiple
mar kets, "we stabilize market opportunities for this very
val uabl e commodity resource.”™ He noted that the "over-the-top”

and "Foothills/hi ghway" routes exclude Asia, and the TAGS route
excludes md-Anerica; therefore, he stated that the hub approach
provi des nmaxi mum mar ket exposure.

REPRESENTATI VE WHI TAKER next discussed how to obtain maxinmm
dollars to the state. He specified two options for financing:
public and private. Public financing, he explained, wll exenpt
the financing conponent from federal taxes, "which significantly
i nproves the economcs of an Alaskan gas project and increases
the return to the state.” Additionally, Representative Witaker
estimated that the return on financing a project this size
should be "8-12 percent of capital costs per vyear, for 30
years," which would be a significant return to the state.

REPRESENTATI VE WHI TAKER turned to the issue of public versus
private ownership. He told the commttee that wunder public
owner shi p, besides being exenpt fromall federal incone taxes, a
state-owned pipeline would give a greater netback to the state.
Furthernore, the state would not pay a tariff for royalty gas.
In conparison, under private ownership the returns on a project
would be much less to the state because of taxes paid to the
federal governnment and a tariff paid on royalty gas to "big

oil." Representative Wiitaker clarified that he is not an eneny
of "big oil," stating that he lived in Al aska before [those
conpani es] were here and that his options for prosperity and for
opportunity were significantly less than they are today. He
conti nued:

What's the difference between public and private
ownershi p? W' ve made an assunption. That assunption
is a six bcf [billion cubic feet] per day project.

G ven that, and given a rather conservative gas price
at $2.59 per nmllion Btu(s), which 1is roughly
equivalent to 1,000 cubic feet, in md-Anerica -- this

is the Purvin & Gertz nodel. W didn't change it; we
used all their assunptions. \What we did insert was a
six bcf project, [wth] four ... bcf per day going to

m d- Anrerica [and] two bcf per day as an "LNG' option.
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REPRESENTATI VE WHI TAKER said assuming a price of $2.59 per

mllion Btu(s), the state would receive $1.3 billion under
public ownership and only $680 million under private ownership.
He indicated that the charts al so gave assunptions of gas prices
at $4.50 and $8.00. Currently the price is $5.34.
Representative \Witaker noted that the return to the state would
be a fair one. He added, "This is a huge commodity resource,

t he power of which should never be m nimzed."
Number 0765

REPRESENTATI VE STEVENS asked Representative Wiitaker to explain
what he nmeant by "tariff."

REPRESENTATI VE WHI TAKER replied that the tariff is a charge
assessed to those who use the facility. In response to foll ow
up questions, he expl ai ned:

The owners of the current TAPS [Trans-Al aska Pipeline
System] are those [who] assess the tariff. And t hat
is charged to thenselves, as well as other wusers,
including the state. As the current owners of the
existing TAPS line have the right and the opportunity
to charge a tariff - which is essentially a return on
investnment - so too would the state ... have a right
and an opportunity to charge a transportation tariff
[on a state-owned gas pipeline].

REPRESENTATI VE WH TAKER returned to his discussion, detailing
"maxi mum i n-state usage opportunities” that increase in relation
to two factors: the nunber of population centers the pipeline

crosses, and the nunmber of mles of pipe in the state. He
indicated the "over-the-top" route does not include those two
factors; the "highway" route is "close"; the TAGS route is

"closer":; and the hub route works the best.
Nunmber 0585

REPRESENTATI VE WH TAKER addressed the next PowerPoint idea:
"Maxi mum Conpetition For Gas Production,” which he enphasized
was a key criterion. He stated:

G ven that a conpetitor cannot have equal access to a
gas pipeline, given that that conpetitor 1is not
receiving the benefit of a tariff that an owner woul d,
that conpetitor is at a conpetitive disadvantage. And
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we find that to be true with the current TAPS I|ine
We should not allow that to happen again.

There was a tinme when we were producing, on the North
Slope, 2.1 mllion barrels of oil [per day]. Today we
have three producers and they produce 1.1 mllion
barrels per day. A nunber of factors relate to that;
certainly depletion is one of those factors. But | am
nearly enphatic in ny statenent that a significant
part is played in the production decline on the North
Sl ope that relates directly to the nunber of
conpetitors doing business on the North Sl ope.

REPRESENTATI VE VWH TAKER enphasi zed that [ Al aska] should strive
to have the maxi mum nunber of conpetitors for gas on the North
Slope, which it cannot do unless there is a publicly owned
pi peline, which ensures that no producer will be precluded from
havi ng equal access at an equal cost.

Nunber 0447

REPRESENTATI VE WHI TAKER turned attention to "Maximm Job
Qpportunities For Al askans," calling it a "no-brainer" that it
is the state's job to ensure that both short-term and |ong-term
j obs associated with the gas pipeline project are provided to
Al askans.

REPRESENTATI VE VWH TAKER concl uded his Power Poi nt presentation by
summari zing the reasons that the hub approach, publicly financed
and owned, yet privately operated, would be the best choice and

woul d serve the best interests of all Al askans. He told the
commttee that there is substantial basis to what had been
di scussed: sound economics, and a sound understanding of the
mar ket . He added, "It is very clear that Al aska' s natural gas

resource is substantially larger than we mght have thought at
first glance.”

REPRESENTATI VE WHI TAKER enphasi zed that the resol ution nmakes two

stat enent s: First, there should be no "over-the-top" routing.
And second, t he | egi sl ature shoul d acknow edge its
responsibility to ensure that this resource goes to market "in a

manner consistent with the best interest of the people of the
state of Al aska."

Nunber 0144
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CO CHAI R MASEK asked whether Representative Wi taker had plans
to distribute the resolution to any groups in particular.

REPRESENTATI VE WH TAKER answered that he hadn't thought of a
distribution list, but would certainly entertain any thoughts
the commttee mght have in regard to that, in the form of a
comm ttee substitute.

TAPE 01-30, SIDE A
Nunmber 0053

REPRESENTATI VE = VWHI TAKER, in response to a question by
Representative Stevens, said in "our" nodel an assunption was
made that the cost of a pipeline project would be financed by
the permanent fund. He said it is beyond him why "we" would
borrow noney when we have a substantial amount to begin with; he
doesn't think [the state] could nmake a better investnment, both
for infrastructure or on investnent return. The return fromthe
permanent fund this past year was "less than sterling,” which is
to be expected during a market downturn, he commented.

REPRESENTATI VE WH TAKER explained that this is a long-term
i nvestnment, guaranteeing a return somewhere in the neighborhood
of 8 to 12 percent, which outperforns the permanent fund
historically. The risk is that the nmarket would "go away," but
Representative Wiitaker said he didn't think that would happen

He reiterated that the assunption is that the permanent fund
woul d finance the project.

Number 0211

M CHAEL J. HURLEY, Governnment Rel ations, North American Natural
Gas Pipeline Goup, cane forward to testify as foll ows:

As you are aware, the three conpanies participating in
the group (BP, Exxon/Mbil, and Phillips) have been
working diligently to develop an economically viable
project to comrercialize North Slope natural gas by
pi peline through Canada to the Lower 48 nmarket. And
in doing that, it is incunbent on us to fully consider
the options that could help us acconplish that goal.

| ndeed, the Federal Energy Regulatory Conmm ssion
[ FERC], before it will issue a certificate of public
conveni ence and necessity, requires us to analyze
alternative pipeline route options as part of the
application process.
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This project has the potential to be the |argest
energy project in North America, and wll require
capital investnents in the billions of dollars. These
i nvest nent deci sions cannot be taken lightly, and nust
be nmade with the confidence that can only be gained by
a thorough evaluation of the alternatives, and an
understanding of their relative strengths, weaknesses,
ri sks, and rewards. Such an approach is fundanental
t o good busi ness deci si on- maki ng.

Qur efforts have been focused on creating and

under st andi ng opportunities, not prematurely
di scardi ng them This resolution seens to suggest we
do the latter. We Dbelieve that legislative action

whi ch recommends shutting down options before they are
fully understood limts dialog and interferes with the
fundanmental dynam cs of a free-market econony.

It cannot be forgotten that any Al askan gas project,
whether it's LNG GIL [gas-to-liquids] or pipeline
technol ogy, nust be able to deliver products to the
market at a conpetitive cost in order to succeed.
There are many other conpeting sources of supply, and

buyers will be going elsewhere if a project fails to
deliver in this regard. If either Alaska project
advances, the benefits to the state and its citizens
and businesses will be substantial, and will nake a

significant contribution to Al aska’s econom c future.

Finally, the work we are undertaking this year wll
yield information that we believe wll be necessary
for reasoned decision making. We have been listening
to the views and concerns of the Alaska |egislature
and Alaska's citizens, and we wll be evaluating
alternatives on the basis of seven criteria: overal |
project economcs, Alaskan access to gas, |jobs for
Al askans, revenues to the state, safety, environnental
protection, and project timng.

MR. HURLEY said [his group] doesn't feel that it has enough
information to make a "route" decision based on those criteria,

which is the reason for its aggressive work program The
interest of comrercializing North Slope gas is best served by
creating, not elimnating, choices. [ The group] expects there
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will be many opportunities in the future for |legislative
gui dance and acti on.

Nunmber 0565

REPRESENTATI VE SCALZI asked if [the group has put] a value on
what benefits Alaska mght utilize in terns of production of gas
in the state and the [sustainability of the] workforce when
assessi ng choi ces.

MR. HURLEY said that is part of the seven criteria; [the group]
understands that those are interests to the citizens and the
| egi slature of the state. [ The group] understands what those
things nmean to the parties involved, and [they] are taken into
account. For any kind of analysis one does on a project of this
magni tude, there is always a bal ance of benefits.

MR. HURLEY noted that those balances need to be nade in an open
di scussi on between industry and the stakeholders in the project.

This will include the State of Al aska, Canada, sonme of the Lower
48 states that the pipeline wll pass through, as well as the
rel evant federal [agencies]. Al wll have a stake in how this

decision ultimately gets nmade; [the group] wants to try to
recogni ze the interests of all parties involved.

Number 0730

REPRESENTATI VE SCALZI asked if an environnental inpact statenent
(EIS) is going to be done to quantify a dollar value to these
things, or whether there will just be the "generic tradeoff”
| anguage.

MR. HURLEY explained that [the group] fully expects that an EIS
will be done during this process, as well as other socioeconomc
studies that are required as part of the Federal Energy
Regul at ory Comm ssion (FERC) application process. He said that
is part of the program [the group] is working on during this
year, which needs to be concluded before the applications go in.

Nunmber 0783

REPRESENTATIVE FATE referred to FERC s i ssuance  of a
certificate. He asked if the discussion on this point referred
to the northern or "over-the-top route,” or to a route that FERC
had al ready issued certificates on, the southern route down the
pi pel i ne.
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MR. HURLEY responded that the "over-the-top" route would need a

new certificate. It is [the group's] expectation that the
southern route may end up getting a new certificate, too, but
[the group] doesn't know that. Right now, there is a lot that

FERC is unsure of, according to sone of FERC s recent docunents.
What [the group] is doing right now is to push forward as if
these are going to be "tw green options," because [the group]
doesn't want to wait for that to be resolved before starting
wor K.

MVR. HURLEY said in either case, whether using existing
certificates or new ones, he believes a lot of the work that
will be done by the group during the year will be necessary. A
|l ot of the new environnental work and soci oeconomic wll need to
be done; those kinds of things aren't under an existing
certificate.

Nunmber 0926

REPRESENTATI VE FATE referred to the seven criteria used for
eval uati on. He questioned the one that says, "Al askans' access
to gas" and asked if the intent was for |ocal markets.

MR. HURLEY responded affirmatively. He said "we" understand the
need and interest in having gas for local consunption in the
state.

REPRESENTATI VE FATE said he didn't see anywhere where [the
group] had taken into account the political awareness or the
Al aska constitutional nmandate, which was seen on the Power Poi nt
presentati on. He asked if it would be anong the points that
[the group] uses as criteria.

MR. HURLEY replied that he wouldn't put it that way, but many
things inherent in the constitutional mandate are things [the
group] is looking at in the seven points. The constitutional
mandate is a nandate to the legislature; [the group] recognizes
the things [the legislature] is interested in, and is taking
those into account within the seven points.

Nunber 1065
REPRESENTATI VE McGQUI RE said she sees in M. Hurley's testinony
that FERC requires an analysis of multiple options before

issuing a certificate. She asked, "Are you making the
assunption that anything in this resolution that the |egislature
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passes ... would preclude you from still analyzing those other
options."

MR. HURLEY replied no. He explained that a resolution is a
statenent of preference, and said the |egislature absolutely has
a right to have a preference. [ The North Anerican Natural Gas
Pipeline Goup] would suggest [to the legislature] that it may
be premature to have a preference in that there is a lot of

information currently being devel oped. He noted that [the
group] is spending $75 million this year devel oping information
about the alternatives, which will provide nore information in

order to make a better decision.

Number 1189

REPRESENTATI VE STEVENS asked M. Hurley if he disagrees with any
of the figures that Representative Witaker wused in his

presentati on.

MR. HURLEY responded that he [would disagree]. However, he is

not prepared to talk about the facts and figures in detail. He
stated that he is suggesting that there is additional
information that will be appropriate for [the legislature] to

t hi nk about before naking a decision on a preference.

REPRESENTATI VE STEVENS remarked that he assunes M. Hurley is
not objecting to the figures that were used.

MR. HURLEY replied that he does disagree with sonme of them and
has sone questions; one exanple is with respect to the tariff
nunber that was asked about earlier. H s wunderstandi ng of
tariffs, having done them for sonme of the North Sl ope pipeline,
is that they are primarily made up of two conponents: cost and
rate of return. He noted that he has not had chance to | ook at
Representative Whitaker's nunbers; therefore, he doesn't know
what they represent.

REPRESENTATI VE KERTTULA commented that she didn't understand how
the tariffs worked either.

Number 1399

CO CHAIR MASEK made a notion to adopt a conceptual anendnent, at
the bottom of the resolution, adding, "copies to be sent to
Presi dent Bush, Secretary of Interior Gl Norton, the Governor,
U.S. Congress, and other major devel opnent conpanies.”
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Nunber 1500

REPRESENTATI VE FATE nade a notion to nove CSHCR 8(&3, as
anmended, out of commttee wth individual reconmmendations and
attached fiscal note. There being no objection, CSHCR 8(RES)
noved fromthe House Resources Standing Conmttee.

ADJ QURNVENT

There being no further business before the commttee, the House
Resources Standing Committee neeting was adjourned at 3:10 p. m
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