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CHAIR VIC KOHRI NG called the House Special Commttee on Gl and
Gas neeting to order at 3:21 p.m Representati ves Kohri ng,
Rokeberg, Fate, and Crawford were present at the call to order.
Representative McGuire arrived as the neeting was in progress.

HB 113- DI SCHARGE PREVENTI ON & CONTI NGENCY PLANS

Nunmber 0093

CHAI R KOHRI NG announced that the first order of business would
be HOUSE BILL NO 113, "An Act extending the renewal period for
oil discharge prevention and contingency plans; and providing
for an effective date.” [ The bill was sponsored by the House
Rul es Comm ttee by request of the governor.]

CHAIR KOHRING noting that [Larry Dietrick] hadn't yet arrived
to present the legislation on behalf of the admnistration,
offered a synopsis based on M. Dietrick's witten testinony in
comm ttee packets. Chair Kohring explained that HB 113 has the

goal of inproving regulatory efficiency and reducing the
adm nistrative burden [on industry] while inproving spil
prevention, preparedness, and protection of the environnent. It

| engthens to five years [the tinme for renewal of oil discharge
prevention and contingency plans], fromthe current three years.
He offered his wunderstanding that the adm nistration believes

this wll create nore flexibility in the system wll give
industry nore tinme to put plans together; and will help industry
to spend nore tine on oil discharge prevention, and on
i npl enenting plans already in place, before having to refile
their plans. Thus a five-year renewal period wll streanline
the review process for the industry while maintaining Al aska's
strong spill prevention and response standards.

CHAI R KOHRI NG continued, noting that oil discharge [prevention
and] contingency plans are required of all operators of oi
termnals, refineries, crude oil transm ssion pipelines, ol
exploration and production facilities, oil tank vessels, [o0il]
bar ges, nontank vessels [over 400 gross tons, and railroad tank
cars]. He said there is concern that this mght conprom se
environnmental protection, but the admnistration's position is
that that won't happen and, if anything, this wll conplenent
the current process and provide those who nust subm t
contingency plans nore time to adhere to the regulatory
requi renents and put the plans into place. He added the belief
that this extension to five years enables the enphasis to shift
from paperwork to perfornmance.
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Number 0389

MARY Sl ROKY, Legislative Liaison, Departnment of Environnental
Conservation (DEC), enphasized that this legislation is to allow
[DEC] to ensure that oil spill protection is even better than
t oday. Through actual drills and putting plans into place, she
said, [DEC] intends to ensure that people can put their plans
into place when a spill happens. She noted that Breck Tostevin
from the Departnent of Law should be on teleconference to speak
to a proposed anendnent.

CHAIR KOHRING indicated anendnments would be addressed after
testimony was taken. He informed M. Dietrick, who' d just
arrived, that he'd explained the legislation, but requested a
synopsi s.

Nunber 0530
LARRY DI ETRI CK, Director, Division of Spill Prevention &

Response, Departnent of Environnental Conservation, read the
first sentence of his witten testinony that had been summari zed

by Chair Kohring, which stated, "This bill supports the
Governor's goal of inproving regulatory efficiency by reducing
the admnistrative burden while inproving spill prevention,
preparedness and protection of the environment." He offered to

answer questions.
Nunber 0607

REPRESENTATI VE CRAWORD noted that he'd had a discussion wth
Ms. Siroky indicating this would allow nore drills and testing
of the actual spill response. He said he didn't see that
direction in the bill, however. He asked whether [DEC] woul d be
averse to sone intent |anguage that says the savings from this
"break” would be used towards nore drills and actual [hands-on
training]. Recalling his tinme in Valdez from 1974-1977, he said
a tugboat was supposed to escort all oil tankers out past Bligh
Reef, an oil response crew was supposed to be on call 24 hours a
day, and there was supposed to be sufficient boom [for an
ener gency] . Al'l those went by the wayside, however, and there
was no preparedness for the oil spill in 1989. He said he
didn't want that ever to happen again, and didn't see how
extending this to five years would [prevent it]. He enphasi zed
his desire to see nore testing, drills, and hands-on practice
for an oil spill response. He again asked whether [DEC] would
be averse to such intent |anguage.
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Nurmber 0770
MR. DI ETRI CK replied:

| believe we'd be nore than willing to review it.

That is the concept, and that is what we're trying to
do, is cut down on the bureaucratic and the
adm ni strative burden of the plan reviews, and that is
a substantial burden. And by doing that, we're trying
to be smarter and nore efficient, to achieve the
governor's goals. And | think this is a smart piece
of legislation in that regard, and it frees up the

operators to focus also on spill prevention and the
operation of their plants, which is where spill
preventi on happens. And so that's very good. And
then the shift to verification exercises and training,
yeah, we think we can get a ... better "bang for the
[ buck]™ - better operation of the facilities.

Number 0833

REPRESENTATI VE ROKEBERG asked how long it takes once a plan is
drafted and submtted for review

MR D ETRICK answered that the tinefrane depends on the

conplexity of the facility. Prince WIIliam Sound crude-oi

tanker plans - which involve nultiple owners of tankers, the
Trans- Al aska Pipeline System (TAPS), and the Valdez Marine
Terminal - are bigger and much nore conplex plans, and take
|l onger than smaller plans for smaller oil termnal facilities
around the state. There is a lot of wupfront negotiation

bef orehand, he indicated, but once a conpleted application is
received, there is roughly a 65-day period for public notice and
revi ew.

REPRESENTATI VE ROKEBERG asked, because of +the planning and
review time, whether a plan now is only good for two years and
sonme nonths, or whether the three years dates from|[the tinme of]
approval .

MR. DI ETRI CK answered that depending on the conplexity and which
facility the plans apply to, the process may begin up to siXx
nonths prior to the expiration date of a plan that is to be
renewed.
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REPRESENTATI VE ROKEBERG sai d he understood DEC s testinony to be
that the preference is to have everyone perfecting the ability
to respond, rather than "sitting around witing plans."

MR. DI ETRI CK concurred, suggesting that setting it back to five
years would result in a significant gain [in tinm] and a
reduction in the paperwork burden.

Nunber 1051

MR DI ETRICK, in response to questions from Representative
Rokeberg, explained that the extent of changes [to the plan] at
the tine of renewal really depends on the facility, the extent
to which the nature of the operation has changed, and any
correspondi ng change in response capability. If the situation
is status quo, then the changes are relatively mnor conpared
with those when sonebody has added storage tanks or simlar
nodi fications. There is a requirenment to update, however, which
applies to new technology as well as "typical things" done at
renewal tinme. Ther ef or e, the update to evaluate new
technol ogies would be an itemthat all operators would perform

Nunber 1191

REPRESENTATI VE ROKEBERG posed a hypothetical exanple of a port
facility that has expanded its capacity, and asked whether it is
requi red under the current plans that there be nodifications for
that during the course of an approved pl an.

MR. DIETRICK answered that there is another provision in the
requirenents for an anendnent of a plan. If a change or
nodification to a plan is significant and my affect the
response capability during the time when the plan is in effect,
then that would be triggered and the operator would request to
anmend the plan within the three-year cycle.

REPRESENTATI VE ROKEBERG asked whether provisions in the current
process for plans approved by DEC already have flexibility to
account for a substantial change in the capacity or other
circunstances of a facility, or for new technol ogi cal advances.

MR D ETRICK said that is correct. In response to a further
guestion, he said one benefit of extending the renewal is that
the anendnent requirenent now in place requires continuous
changes to that plan for anything that happens which my be
significant during that plan cycle.
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Nunber 1317

REPRESENTATI VE ROKEBERG asked whether it is correct, then, that
if DEC is doing its job and the anendnent process works
properly, there should be no additional risk whatsoever "to
what's cont enpl ated under a contingency plan."

MR. DI ETRICK answered in the affirmative, noting that there al so
is a mechanism whereby the operator is required to inmmediately
notify [DEC] of nonreadiness if, for any reason, that operator's
equi pnment or response capability isn't up to par and in a state
of readi ness. He indicated the departnent would imediately
pursue corrective action after being notified by such an
oper at or.

REPRESENTATI VE  ROKEBERG asked  whet her DEC audits these
capabilities or sonmehow checks on these plans periodically.

MR. DI ETRICK replied:

Yes, but ... we think there's a better "bang for the
buck™ if we can increase working directly with the
operators to actually wverify - through exercises,
training, equipnment audits, and [so forth] - their
capability. ... It's just a nuch easier conmunication
You can work nore hands-on with the operators. You
can find out where problens are that you can't through
the theoretical plan-review exercise. So, yes, we
woul d increase -- that is the intent. And, actually,
I believe our goal would be to get inproved
performance and response capability as a result of
doing [this].

Nunber 1429

VR. Dl ETRI CK, in response to further guesti ons from

Represent ati ve Rokeberg, explained that for noncrude or refined
products, storage in excess of 10,000 barrels is the threshold

for requiring a contingency plan; for crude oil, the storage
threshold is 5,000 barrels. A plan is required for an oil well
as long as it involves liquid hydrocarbons, regardless of

whether it is an exploratory well or a production well.

REPRESENTATI VE ROKEBERG suggested a fuel oil conmpany with nore
than 10,000 barrels woul d have to have a pl an.

MR. DI ETRICK affirnmed that.
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CHAIR KOHRING thanked M. Dietrick and opened the public
t esti nony.

Number 1521

DANA L. OLSON referred to witten testinony she'd sent the
commttee and told nenbers that contingency plans address the
permttee, not the public. Noting that AS 46.03.040 is a
requi renent by the legislature for an environnental plan, she
expl ai ned:

It's not been done, and that's the public process.
So, in other words, you are assuming that the criteria
has been set for these [contingency] plans, and |
really am just going to have to raise an objection.
You have to have a factual basis first, to

base a contingency plan on, and that's not been done.
Where the technological data is not provided to the
public at the lease sale ... stage or the coastal
consi stency, at sone point it triggers a need for the
public to know what the secondary effects are from
this ... permtted activity.

The comunity right-to-know |laws are neaningless if
you go in and you wite a contingency plan and you
make ... presunptions w thout any public process. I
woul d have to raise an objection. | feel that there
isn't an adequate public process because you' re not
addressing the public; vyou're addressing what the
agency will do and what the permttee or the activity
wll do, and ... not what the effect on the public is.

| wanted to say that the state's disaster plan is
supposed to be a community-based effort, and not an
agency-directed or an |legislative-enacted activity.
And certainly contingency plans are basically a mni-
di saster pl an.

And I'm really going to have to object to this five

years. It has no rational basis. If there is a need
because there is a hazard or the public welfare is in
need, it's an arbitrary decision-making thing.
Di saster is public welfare, and economcs don't

fathom under national security either. So | don't
know how you're going to address ... a state disaster

pl an when you are not addressing the public.
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Number 1701

TADD OWENS, Executive Director, Resource Devel opnent Counci
(RDC), testified that RDC is a private, nonprofit business
associ ation representing individuals and conpanies from Al aska's
oil and gas, mning, tinber, tourism and fisheries industries;
it mssion is to help grow Alaska's econony through the
responsi bl e devel opnent of nat ur al resour ces. M. Onens
specified that RDC supports HB 113, which changes the renewal
period for DECrequired discharge and contingency plans ("C
plans") from three to five years. Al though C-plans are
essential to spill response preparedness, he said the effort
associated with the plan renewals is significant for both
industry and the state. He told the committee:

Based on our nenbers’ experiences, a three-year
renewal cycle often does not result in neaningful
i nprovenents in environmental protection or regulatory
conpl i ance. I ncreasing the tine between renewals from
three to five years will bring the program s benefits
inline with its costs.

A five-year renewal cycle wll allow the state to
focus its resources on site inspections, rather than
the office work associated wth plan reviews.
Currently, [DEC] is responsible for nore than 125 C
Plans in Alaska. And we believe that allow ng agency

staff additional tinme in the field wll provide them
with a nore thorough understanding of industry
oper ati ons. A five-year renewal period wll give

agency staff a better opportunity to determne the
effectiveness of existing plans and to observe plan

i npl enmentation prior to any incident. By utilizing
this information and experience, subsequent pl an
renewals will have better oversight, incorporate nore

hi gh-val ue inprovenents, and be Iless vulnerable to
| egal chal |l enges.

Meanwhi | e, i ndustry wll be able to shift its
resources away from the largely admnistrative
exerci se of t hr ee-year renewal s to addi ti onal
prevention-specific activities. | nproved networKking

and comuni cation between industry and [DEC] wll
further enphasize and enhance the quality of plan
renewal s. Also, a five-year renewal cycle would

HOUSE O&G COW TTEE -10- February 27, 2003



mrror the federal requirenent, allowng industry to
consolidate its review process.

RDC s nenbers believe that increasing the GCPlan
renewal cycle fromthree to five years will result in
a nore thorough public process, the creation of nore
realistic and sophisticated plans, and establish a
nore efficient and predictable regulatory regine.
HB 113 deserves the commttee's support.

Nunmber 1886

MARI LYN  CROCKETT, Deputy Director, Alaska Ol and Gas
Associ ation (AOCG), testified that AOGA is a trade association
whose 17 nenber conpanies account for the mgjority of the oil
and gas activity in the state. Al of AOGA s nenbers that have
activity in the state are required to have a C Plan approved and
in place. She told the conmttee, "Cearly, we have a
significant interest in this legislation, and we encourage the
commttee to pass it."

M5. CROCKETT reported that AOGA spent considerable tine over the
past 12 nonths looking at permtting prograns and identifying
those in need of updating and streamlining, and early on had

adopted a guiding principle: "acconplish updates and
streamining wthout conpromsing environnental protection of
safety standards.” She said HB 113 fits perfectly within this
pri nci pl e.

M5. CROCKETT indicated the five-year cycle proposed in the bil
is the cycle used by the federal governnent, the Wst Coast
states, and "other oil-producing states that we've studied. ™
She reported that the cost of renewal alone can average $60, 000
to $100,000, depending on the type of facility; that doesn't
i nclude | egal challenges, which can increase figures up to half
a mllion dollars. In addition, the renewal process is tine-
intensive. She reported that experience has shown that for sone
plans, even wth submttals 180 days in advance of the
expiration date, approvals can still average 360 days,
"essentially nmeaning that once a renewal is conplete, work nust
begin on the next renewal ."

Nunber 1982
M5. CROCKETT enphasi zed what purpose a C-Plan serves: it is a
bl ueprint describing how an operator wll respond to an event.

The proof of its effectiveness isn't how often it is renewed,
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but whether the response identified in the plan can be delivered
as prom sed. Denonstrati on  of this effectiveness IS
acconplished through drills, she said, suggesting this area is
where the biggest benefit of extending the renewal cycle will be
seen, by shifting the focus from admnistrative processing to
field performance. The extension also will provide additiona
time for agency staff to increase their famliarity and
understanding of a particular operation for which they are
responsi bl e.

M5. CROCKETT, calling these C Plans "evergreen" docunents, said
they are continually reviewed by the operators to ensure that
the information is kept up to date, and that the plan continues
to reflect the current operation and state of readiness. She
noted that DEC regulations require that updates and anendnents
be submtted to the departnent.

Nunmber 2033

M5. CROCKETT referred to the amendnent nentioned by M. Siroky
[to be discussed by Breck Tostevin of the Departnent of Law].
That anendnment [later adopted as Anendnent 1], read as follows
[original punctuation provided]:

Page 1, following line 10:

Insert a new bill section to read:

**Sec. 2 The wuncodified law of the State of
Al aska i s anmended by adding a new section to read:

TRANSI TI ON. Not wi t hst andi ng any contrary
provi sion of AS 46.04, including the review procedures
in AS 46.04.030, and the regul ati ons adopted under AS
46.04, the expiration date of an oil discharge
prevention and contingency plan approved by the
Departnent of Environnmental Conservation before the
effective date of this Act shall be extended for two
years, or for a shorter period if a shorter period is
requested by the hol der of the approved plan, if

(1) the plan is still in effect on the day
before the effective date of this Act; and
(2) t he Depar t ment of Envi r onnment al

Conservation has not given a notice of violation of AS
46.04.030 to the holder of the plan that has not been
corrected to the satisfaction of the Departnent of
Envi ronnent al Conservati on

Renunber renai ning sections accordingly.
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M5. CROCKETT specified that AOGA supports the anendnent. She
noted that with her were people she considered experts in this
field who could answer technical questions.

Nunber 2129

DOUGLAS MERTZ, Prince WIIliam Sound Regional Citizens' Advisory
Council (RCAC), testified in opposition to HB 113 as drafted

Noting that his organization is a coalition of nostly nunicipa

and borough governnents and other entities forned after the
Exxon Valdez [oil spill], he said it is actively involved in
tracking the entire process of oil transportation from Val dez,
through Prince WIliam Sound and throughout that ar ea.
Intimately involved in the CGPlan creation and approval process
on an ongoi ng basis, the RCAC has concluded that it nust oppose
this bill as currently drafted because it will, in fact, weaken
Al aska's oil spill prevention and response capabilities,
M. Mertz reported.

MR. MERTZ discussed the three ways his organization believes

this wll happen. First, extending the tinefranme inhibits the
tinmeliness of the agency's ability to incorporate into C- Plans
those lessons |earned from on-the-ground, in-the-field drills

and other exercises, which are an incredibly inportant part of
| earning and preparation for oil spills. Second, it reduces the
frequency of updating the "best available technology"” (BAT)

anal yses, a highly inportant part of the entire oil spill
pr ocess. Under the GC-Plan requirenents, plan holders are
required to enploy BAT in their oil spill preparedness,
prevention, and response capacities. Extending the tine period
for these renewals wll basically defer - and al nost double -
the tinme period during which the BAT anal yses nust be undertaken
and i npl enent ed. And third, it reduces the agency's and plan
holder's famliarization with the plan, which could result in
conpl acency. From the Exxon Val dez and other mmjor spills, he
cautioned, [it has been learned that] what very often precedes
such a spill is a period of conplacency.

Nunber 2270

MR. MERTZ countered testinony that an extension to five years
would align Alaska's requirenents with federal requirenents. He
poi nted out that because Al aska's requirenments now are stricter
than the federal ones, the federal requirenents "tend to be a
much |ess extensive plan update to the Alaska requirenments.”
Furt her nor e, the federal regul ations have an additional
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requi renent for an annual review and update. There is no such
requirenent in Alaskan law, and this bill wouldn't add one. He
suggest ed:

If you really want to align what happens on the state
| evel with what happens on the federal Ilevel, then
t hat sane annual review and update should Dbe
incorporated; in fact, you could lift the |anguage
fromthe federal regulations and incorporate theminto
state law directly, to truly make it in alignnent.

MR. MERTZ noted that the RCAC s testinony was provided by fax to
each nenber the previously day, and said he wouldn't read it
this day. He again pointed out that his organization, which
follows these issues carefully, is increasingly unconfortable
with the idea of extending this plan without this kind of
addi tional safeguard and additional requirenments that ensure an
ongoi ng, mandatory duty to update plans annually or on sone nore
frequent basis than five years.

Number 2359

REPRESENTATI VE ROKEBERG of fered hi s under st andi ng from
M. Detrick's testinony that already in existence are the
anmendnent process and provi si ons for notification of
nonreadi ness with regard to CGPlans in Alaska. He asked whether
those processes aren't working correctly, and whether they
aren't equivalent to annual review.

MR. MERTZ responded:

They're not the equivalent. Those are ... tools which
can be used in the extraordinary circunstances of true
inability to respond to fulfill the plan, or sone
extraordinary event [that] makes actuality diverge
from what's in the plan. But that's different from
what the federal regulations require, ... an actual

ongoi ng update incorporating best available technol ogy
.. as a regular matter - in other words, ... a
constantly evolving process that C continually
causes ... an inprovenent in the ability of the plan

hol der to perform

What [M. Dietrick] ... was talking about really can
be invoked only in extraordinary circunstances. And
right now the agency doesn't have the ability to say
to a plan holder that "you nust do these increnental
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al nrost continuous inprovenents in your ability to

perform"”

Nunber 2434

CHAI R KOHRI NG asked whether anyone else wished to testify. He

then cl osed public testinony.
Nunber 2453

REPRESENTATI VE ROKEBERG asked M. Dietrick

to respond to the

testinony of M. O son about the public process and the idea
that CPlans are supposed to be a community-based effort.

MR DI ETRI CK answer ed:

The public review process is provided for, for
contingency plans. It's a 30-day public review
process with a request for additional information.
And we ... do those. So ... that's a fairly standard

public notice review period that the departnent uses
for nost of its nmajor permts and authorizations. So
that's the one that's in place for contingency plans,

and that's what we use to provide
noti ce.

Number 2504

for the public

REPRESENTATI VE ROKEBERG asked M. Dietrick to respond to

M. Mertz's three main points [al so set out

in the RCAC s letter

dated February 26]. He offered his own assessnent that having a
plan |l onger leads to nore famliarity, rather than conpl acency.

MR. DI ETRI CK replied:

First of all, ... | think the good news about the bill
is, | think everybody has the sane goal. The Prince
Wl liam Sound Regional GCitizens' Advisory Council has
been given an oversight role under the GO Pollution
Act of 1990 to make sure we all do a good job. And we
work with them all the tine. They've got good

expertise and experience, and we
consider their input on all oil spill
response nmatters, ... as we do their

on this bill. So we treat those

seriously
prevention and
comments today
very seriously,

and ... they are a very key player here in ensuring

the integrity of the system
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W sonetinmes disagree on the approach and ... how to

get to those goals. ... W believe that actual field
testing is a better way to nove forward and test the
capability of these systens than these ... three-year

renewal s. And that's why we believe the extension to
five-year [renewal s] is a substantial inprovenent.

Wth regard to the lessons |learned and the delaying

the lessons learned, we do not wait even till three
years now to incorporate lessons learned from drills
into a plan. W do roll those into a plan now, if
they are significant, by amendnent. So extending it

to five years is neither here nor there, because if it
is significant, the idea is, we use the anendnent
process to include them now.

And for mgjor plans, even in the Prince WIIliam Sound
area, we have nonthly neetings - they call them the
"response planning group” - to review |essons | earned,
sort t hr ough t hem det erm ne whi ch ones are
significant; they're even tracked in a system called

"Passport"” (ph). W ... would like to inprove on
that, but ... there very clearly is a mechanism in
place to ... roll those |essons |earned in wthout any
del ay.

Number 2659

MR. DI ETRI CK addressed the RCAC s concern about review of the
best avail abl e technol ogy as foll ows:

Wth regard ... to the second point in their letter,
the best available technology reviews, those are
performed at the time of renewal, and ... the intent
behind those is to keep these plans current wth
changes in technol ogy. Now, the technol ogy-review
cycle for oil spill response equipnment is ... long.

There have not been many breakt hroughs. A five-
year cycle for a technology review, | believe, is an
appropriate cycle. As a mtter of fact, our

regul ations require that we conduct a "best avail able
t echnol ogy" conference on a five-year basis right now.
This would sinply line that up.

The best available technology analyses that are
performed in these plans [are] a theoretical exercise.
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And we believe it's nore inportant - than to review

those - to actually go out and test those prem ses
nore frequently to see if they work, to see if the
technology that was analyzed and arrived at in the
plan is actually the ... best available technol ogy
when you inplenent it. So increasing our ability to
do that in the field will, | believe, drive faster
advances in technology inprovenents, because we
will have the ability ... to test those, reject the
ones that don't work, and then seek inprovenents

and get better ones ... that will work.

Number 2733

MR. DI ETRICK responded to the RCAC s concern about conplacency
as follows:

think the third point, then, was the conplacency.

And, indeed, that is a significant phenonmenon that we
all need to be aware of. It's the one that, a decade
ago, was pointed to quite frequently. And | think no

one wants to slip back into that node.

Thi s change, however, again, | think is a smart change
because it gets us away from the theoretical reviews
and gets us [to] the point where we can actually test
the capabilities of the response system and actually,
then, through testing, identify which ones are real
and which ones aren't, and then seek the inprovenents

t hat
of
what

way. So | think it's a much nore productive way

1) interacting with the conpanies, 2) finding out

does work, and 3) that is really, in our opinion,

an increased interaction with the operators, which to

ne

does just the opposite - it reduces the

conpl acency.

Nunmber

2835

REPRESENTATI VE ROKEBERG asked whether both the plan applicant
and [DEC] have the ability to nove to anend [a plan].

MR D ETRICK replied that he believes the statutes are quite

st rong.

He paraphrased from AS 46. 04. 030, which read in part:

(f) Upon request of a plan holder or on the

departnment's own initiative, the departnent, after
notice and opportunity for hearing, nmay nodify its
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approval of a contingency plan if the departnent
determ nes that a change has occurred in the operation
of a facility or vessel necessitating an amended or
suppl enmented pl an, or the operator's discharge
experience denonstrates a necessity for nodification

The departnent, after notice and opportunity for
hearing, may revoke its approval of a contingency plan
if the departnment determ nes that

(1) appr oval was obt ai ned by fraud or
m srepresentation;

(2) the operator does not have access to the
quality or quantity of resources identified in the
pl an;

(3) a term or condition of approval or
nodi fication has been violated; or

(4) the person is not in conpliance with the
contingency plan and the deficiency materially affects
the plan hol der's response capability.

REPRESENTATI VE ROKEBERG requested that M. D etrick provide a
copy for the commttee's files and for the bill packet [to be
given to the next commttee of referral].

MR. DIETRICK said he would gladly provide those parts of the
statute and t he nonreadi ness [ provisions].

Nunmber 2878

CHAIR KOHRING noved to adopt Anendnent 1 [text provided
previ ously].

The commttee took an at-ease at 4:07 p.m and was called back
to order within a m nute.

Nunber 2911
BRECK  TOSTEVI N, Assi st ant Attorney General, Envi r onnent al
Secti on, G vil Division (Anchorage), Depar t ment of Law,

explained that Anmendnent 1 adds a transition provision that
requires DEC to admnistratively extend the expiration date of

an oil discharge prevention and contingency plan that was
approved before the effective date of this Act. That extension
would be for two years, or for a shorter period if a shorter
period were requested by the holder of an approved plan. He

said a shorter period wuld be to allow a plan holder to
synchronize with a federal plan review or if a shorter period
wer e needed for sone other reason.
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MR. TOSTEVIN said there wuld be tw Ilimtations on the
authority for extending the plan renewal date. First, the plan
woul d have to be in effect on the day before the effective date
of the Act. And second, if the departnment had issued a notice
of violation to the C-Plan holder concerning the C Plan, that
would have to be corrected to the departnent's satisfaction
before the extension of the plan expiration date.

MR. TOSTEVIN explained that the intent behind the transition
provision is to extend the expiration date of existing plans
W thout requiring a new admnistrative review or renewa
procedures, or requiring DEC to adopt unnecessary regul ations.
This transition provision would allow inmediate benefits to the
industry and the departnent, he suggested, as discussed earlier
by M. Dietrick. He offered to answer any | egal questions.

TAPE 03-11, SIDE B
Number 2976

CHAIR KOHRI NG renewed his notion to adopt Amendnent 1. There
bei ng no objection, it was so ordered.

The conmittee took an at-ease from4:11 p.m to 4:13 p. m
Number 2950
REPRESENTATI VE CRAWFORD noved to adopt [Conceptual] Anendnent 2.
CHAI R KOHRI NG obj ected for di scussion purposes.
REPRESENTATI VE CRAWFORD expl ai ned that he wanted to adopt intent
| anguage taken from M. Dietrick's witten testinony, as
fol |l ows:
Streamining the process would allow the applicant to
focus on the actual testing of oil spill prevention
and response preparedness through [in-the-field]
i nspections, drills, and exercises, which is our nost
effective nmeans of ensuring spill prevention, response
readi ness, and protection of the environnent.

Nunmber 2896

REPRESENTATI VE ROKEBERG al so objected for discussion purposes
pointing out the need to have this be a conceptual anendnent.
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REPRESENTATI VE ROKEBERG wi t hdrew hi s obj ecti on.

CHAI R KOHRI NG renewed his objection for discussion purposes and
asked M. Dietrick to provide his thoughts on the amendnent.

Nunmber 2850

MR DI ETRICK offered his belief that DEC would concur with the
| anguage.

CHAI R KOHRI NG withdrew his objection. He then announced that
Conceptual Amendnent 2 was adopt ed.

Nunber 2830

REPRESENTATI VE ROKEBERG noved to report HB 113, as anended, out
of comittee W th i ndi vi dual reconmendat i ons and t he
acconpanying zero fiscal note. There being no objection,

CSHB 113(0&G was reported from the House Special Conmmttee on
Gl and Gas.

HB 61-O L & GAS TAX CREDI T FOR EXPLORATI ON DEV

Nunmber 2816

CHAI R KOHRI NG announced that the final order of business would
be HOUSE BILL NO 61, "An Act establishing an exploration and
devel opnment incentive tax credit for persons engaged in the
exploration for and devel opnent of |less than 150 barrels of oil
or of gas for sale and delivery without reference to volune from
a lease or property in the state; and providing for an effective
date."

Nunber 2795

LEONA OBERTS, Staff to Representative Mke Chenault, Al aska
State Legislature, presented the sponsor statenent for HB 61 on
behal f of Representative Chenault, as foll ows:

HB 61 creates a new incone tax credit to encourage
i ncreased exploration and devel opnent of natural

gas reserves south of the Brooks Range. Wile focused
primarily on natural gas reserve devel opnent, the bill
also provides an incentive for the devel opnent of
margi nal oil reserves, should they be discovered. For
the purpose of this bill, marginal oil production is
defined as that which initially produces 150 barrels
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of oil per day or |Iess. To qualify for the credit,
operators nmust successful ly drill and devel op
hydr ocarbon reserves that produce natural gas for sale
and delivery. The credit may offset no nore than 50
percent of an operator's annual inconme tax liability,
and remains in effect for a period of 10 years.

The tax credit would amount to 10 percent of qualified

investnments - and 100 percent of services associated
with said investnent - for each year. For exanple, an
operator who spends $20 nillion in a given year
successfully developing natural gas reserves would
receive an incone tax credit of $2 mllion -
applicable to up to one-half of its income tax
liability for that year. Credits in excess of 50
percent of the operator's incone tax liability can be
carried over to future years. This is a "successful
efforts” bill, which neans that no credits wll be

given for dry hol es.

The Cook Inlet continues to have great potential for
additional natural gas devel opnent. O her Al aska
basins outside of the North Slope have simlar
potential . However, the conbination of exploration
ri sk, high devel opnent costs, and historic |ow natura
gas prices has ... created a disincentive to drill for
new reserves as conpared to other areas of the world.
By providing a credit for successful efforts, nore

exploration will occur in southern Al aska, leading to
much-needed new natural gas reserves. This wll
benefit all residents and businesses, at no direct
cost to the state. In addition to the benefit of
devel oping new gas reserves, increased Cook Inlet
drilling will also aid the general economc status on

the Kenai Peninsula and in Anchorage, as well as other
areas of Al aska. Moreover, increased tax revenue from
addi ti onal hydr ocarbon production wll nore than
of fset any fiscal inpact fromthe proposed credit.

MS. OBERTS infornmed nmenbers that there were experts available to
answer questions.

CHAI R KOHRI NG opened the public hearing.

Nunber 2626
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JOHN A. BARNES, P.E., Al aska Business Unit Manager, Marathon Ol
Conmpany ("Marathon"), cane forward to provide a presentation on
why Mar at hon believes HB is needed [ handout in packets].

The commttee took an at-ease from 4:20 p.m to 4:22 p.m to
address technical difficulties.

[ The recording didn't begin imediately; however, the handout
contained all material discussed, with page 1 being a cover
sheet . ] Page 2 of the handout read as follows, wth sone
punctuation and formatting changes, and wth abbreviations
spell ed out in brackets:

HB 61 - What Does it Do?

Creates incone tax credit to encourage exploration and
devel opnment of gas reserves south of Brooks Range.

Primary focus in on Cook Inlet, but applies to other
basi ns.

Primary focus is on natural gas, but applies to
smaller oil as well (less than 150 bopd [barrels of
oi | per day]).

Level s the playing field sonewhat with other
expl oration opportunities around the world.

Draws nore E&P [exploration and production] capital to
Cook Inlet.

Page 3 read in part as follows, wth sonme punctuation and
formatti ng changes:

HB 61 - How Does it Work?
Applies to 10% of Qualified Capital Investnent.
Applies to 100% of Qualified Expense.
[ Recordi ng began again at this point.]
Nunber 2580
MR. BARNES, noting that this bill allows an offset of no nore

than 50 percent of corporate inconme tax in any one year,
expl ai ned that any amount |eft over could be carried forward for
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up to five additional years. He enphasized that this

[incentive] only applies to successful efforts. Anot her key
point is that it could be factored into econom c analyses as a
conpany analyzes various opportunities. Currently, he noted,

the State of Alaska has sonme other incentive prograns that are
attractive, but often those only kick in at the discretion of
the comm ssioner of the Departnent of Natural Resources (DNR)
Thus there is uncertainty, until after the investnent is made,
as to whether those would be applicable in any one case.

MR. BARNES di scussed page 4 of the handout, which addressed why
HB 61 is needed. He said this is probably the nost salient

point: natural gas reserves have been declining and continue to
do so in Cook Inlet. The current estimte of proven natural gas
reserves is about 2 trillion cubic feet (Tcf) or 2,000 billion
cubic feet (Bcf), based on the nost recent DNR report. Despite
recent increases in [exploration] activity there, reserves
aren't being replaced on an annual basis. He expl ai ned, "You
will only have a sustainable business if you replace what you

produced in any one year; otherwise, you are in a declining
busi ness. "

Nunber 2486

MR. BARNES referred to page 5, a graph |abeled "Cook Inlet
Proven Gas Reserves" that |ooks at the years 1990-2002 [with DNR

cited as the source]. He pointed out that in 1990 reserves were
in decline and totaled about 3,500 Bcf. From 1995 to 1997,
there was an increase of just over 1 Tcf, a result of
recal cul ations rather than drilling new wells; he said if that

i ncrenental nunber were put on the front of the curve, it would
show a decli ne. He pointed out that [as of 2002] about 2,000
Bcf or 2 Tcf of gas was left in Cook Inlet.

MR. BARNES referred to page 6 of the handout, further addressing
why HB 61 is needed. He said Cook Inlet deliverability - "the
rate at which you could produce natural gas" - has been
declining over the | ast several years.

MR. BARNES turned to page 7, a graph titled "Cook Inlet Peak

Suppl y/ Demand. " He explained that the part |abeled "Total
Requirenent” would be what is required if "every contract peak
requi renent” occurred at the sanme nonent on the sane day: i f
ENSTAR [Natural Gas Conpany ("ENSTAR')] needed the maxi num gas
for heating homes, if Chugach [Electric Association, Inc.]
needed the maximum for generating electricity, and if "the
industrials" that use gas [needed the maxinmum as well]. He
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pointed out that the amount shown is nore than 800 mllion cubic

feet a day of natural gas. In 1997, he reported, Cook Inlet
could produce about 900 mllion cubic feet a day; current
estimates are about 667 mllion cubic feet a day. He enphasized
that there is a shortfall - that Cook Inlet isn't producing what
woul d be required to fulfill the needs of every consuner.

Number 2383

MR. BARNES addressed page 8 of the handout, noting that "supply
and demand rationalization" wll occur because the free nmarket
wor ks. He said the first occurrence is that not enough gas is
produced to "feed the |low price consuner"”; he suggested nenbers
had heard testinony previously about that. Anot her result of

scarcity is that the price of gas rises. He suggested ENSTAR is
probably a good neasure of the cost of gas in Cook Inlet because
it is the local heating utility; its weighted average cost of
gas (WACOG), the price it pays to acquire gas from "a famly of
contracts,” now is about $2.55 per Mf [thousand cubic feet].
He said the nost recent ENSTAR gas contract was signed at a
price that has a floor of $2.75 but can range upward to a
"rolling average of Henry Hub." He pointed out that the recent
Henry Hub price of $15 or nore per Mf is an aberration in the
mar ket pl ace; in reality, the Henry Hub price has been averaging
$4 to $5 per Mcf. M. Barnes told nenbers that the marketplace
wor ks, that natural gas prices are rising, and that "there's an
i npact of higher prices.”

Nunber 2307

MR. BARNES addressed page 9 of the handout, "Cook Inlet Reserves
& Resources.” He reiterated that current proven reserves are
estimated at 2,000 Bcf. At an annual consunption rate of 200
Bcf per year, which he said is what is burned in Cook Inlet, the
reserve life there is about 10 years. Beyond reserves - gas
known to be in the ground - he explained that there is a
cat egory cal |l ed "resources” - gas t hat t echnol ogi st s,

geophysicists, and geoscientists estimte could be found.
Speaki ng of unspecified commttees, he said:

The nost recent that I'maware of is the estinmate by a

potential gas conmttee of two resources: a probabl e
reserves, which is about a 50 percent chance that
you'll find it, of about 1,050 Bcf of gas; and

possi ble reserves, which is less than a 50 percent
probability, of about 2.1 Tcf [or] 2,100 billion cubic
feet.
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Number 2245

MR. BARNES addressed page 10 of the handout, inpacts to the
State of Alaska from HB 61. He said that first and forenost,
Mar at hon believes [the bill] would stinmulate activity in Cook
Inlet and potentially other basins, and would aid in maintaining
Cook Inlet's current production of 200-plus Bcf a year. He said

200 Bcf a year is a significant nunber. If converted on an
"energy basis" to equivalent barrels of oil a day, it would be
roughly 33 mllion barrels, about one nonth's worth of North

Sl ope production; he therefore suggested view ng Cook Inlet
[ production] as a thirteenth nonth's wrth of North Slope
production for the state. He pointed out that it provides gas
for t he Cook I nl et utilities; provi des feedstock for
"industrials"; and would result in jobs, royalties, and taxes.

Nunber 2195

MR. BARNES turned to page 11 of the handout. He reported that
Mar at hon believes the incentive clearly would be positive for
the State of Al aska. He listed factors when thinking about
i npacts: how many devel opnents m ght be incentivized; how nuch

gas will be discovered; what the price of the gas will be when
it is sold, which affects royalty and severance tax value; and
how much noney wll be spent in efforts to explore for and
ultimately devel op reserves. He called it "successful efforts-
driven," since no incentives for dry holes are included in
HB 61.

MR. BARNES addressed page 12 of the handout, which includes a
conceptual estimate of fiscal inpacts to the State of Alaska
under HB 61. He clarified that the assunptions he'd used
i ncluded the follow ng: the field size of the discovery was
varied from O Bcf to 500 Bcf; and he'd used a devel opnent-cost
estimate of $.50 per Mf, a royalty of 12.5 percent, severance
tax at 7.5 percent, ad valorem at 2.7 percent, and a gas sales
price of $2.50 per Mcf. He noted that other parties mght vary
t hese assunptions for their own anal yses.

Number 2132

MR. BARNES turned attention to page 13, a table |abeled "Fisca
Impact to State of Alaska.” Choosing a discovery with a field
size of 50 Bcf as an exanple, he explained that the devel opnent
cost for that field - what the operator would spend to drill
wells and probably put in facilities - would be around $25
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mllion. The tax credit proposed in the bill, at 10 percent of
[the taxpayer's qualified capital investnent], would be about

$2.5 mllion. The gross revenue generated by the field would be
about $125 nmillion. The royalty received [at 12.5 percent]
woul d be about $15.6 million. The severance tax [at 7.5
percent] would be $9.3 mllion. And the ad valorem would be
estimated at about $1 mllion. Therefore, the total tax
generated through this discovery would be about $26 mllion,

about 10 tinmes the value of the tax credit.

MR. BARNES turned to page 14, a graph illustrating [the
informati on on page 13]. He pointed out that the tax credit is
rather low on the curve, but that the lines showing the total
devel opnment cost and total tax take are about the sane. He said
it means, on average, that the noney an operator spends finding
and developing a field is [about the sane] as what the state
mght ultimately receive in royalty and other tax paynents.

Number 2025

MR. BARNES di scussed concl usions on page 15 of the handout. He
noted that there m ght be a question of how many of these fields

truly need incentives. Based on this conceptual tax nodel, he
said, if only one field were incentivized, that tax credit would
generate enough other taxes to pay for the "incentivization"

that the state mght | ose, so to speak, fromten other fields of
roughly the sanme size.

MR. BARNES told nmenbers Marathon believes the credit is needed
now, and that he believes there isn't enough exploration and
devel opment activity in Cook Inlet now to neet demand

Providing an exanple, he reported that recently [Marathon]
advertised to hire four production operators, and received nore
than 90 applications from people |ooking for work in the gas

fields there. He also pointed out that new discoveries take
about three years to bring to "first gas" because of permtting
and ot her issues. He said Marathon is very appreciative and

supportive of efforts wunderway to look at the permtting
process; he suggested that woul d be good for the state as well.

Number 1958

MR. BARNES addressed the final page of the handout, page 16,
suggesti ng sonmeone would | ook for the followng to determ ne the
success of this legislation: i ncreased |lease activity by those
|l ooking to acquire leases; increased drilling rig activity;
i ncreased construction activity; increased production; increased
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deliverability; and that credits are being applied for, which is
"the measure that new gas is being found.” He pointed out that
under the economic scenario he'd proposed, approximately $10
woul d be spent successfully to devel op new reserves, and about
$10 woul d conme to the state as new tax revenue.

CHAIR KOHRING commended M. Barnes for presenting such a
conpel l'i ng argunent.

Nunber 1901

REPRESENTATI VE CRAWORD referred to page 3 of the handout, which
said this would apply to 100 percent of qualified expenses. He
asked, when M. Barnes had explained the figures on page 13,
whet her those included the qualified expenses.

MR. BARNES answered that it is intended to be included. He
suggested perhaps it is a problem of wording or m sunderstandi ng
between how an oil and gas conpany mnmight present the econom cs
and how the state mght draft the bill. He said the 100-
percent-of -service charge would be intended to represent "the
intangi bles for |abor <costs that mght be associated wth
putting the tangible - the iron - in the ground, so to speak, or
to build a facility.” He suggested this committee or a
subsequent one might want to discuss a |anguage change in this
regard, but said it is intended that it be represented in that
10 percent of the cost.

Nunber 1834

REPRESENTATI VE ROKEBERG said he was glad to hear M. Barnes tal k
about the fact that Cook Inlet [is estimated to have] 10 years

for proven reserves and perhaps 15 for probable reserves. He
expressed concern about ensuring that the resource is available
for economc developnment and growh there. Referring to

testinmony by M. Barnes about gas prices, he asked whether
supply and demand wouldn't go a long way towards solving the
problemif, in fact, the reserves were there.

MR. BARNES r esponded:

My view would be that if you could depend solely on
mar ket conditions, ... probably ... you' d see prices
increase until there was sufficient stimulation for
activity. And then you'd have activity, and then

you mght find enough gas for supply-demand to drive
it down again. ... That would be ... one nodel; you're
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correct. Alternatively, if sufficient drive was
created soon enough, you mght actually see sufficient
activity to find gas that m ght noderate that supply-
demand nar ket pl ace action you were tal king about.

Nunber 1711

REPRESENTATI VE ROKEBERG asked whether it is whatever [ Marathon]
expends in exploration and production for new production that
woul d qualify [under the bill].

MR. BARNES answer ed:
It's intended to represent -- into the pot of funds

that would qualify would be those funds expended
towards the exploration and devel opnent of new - and

that's ... the critical term "new' - gas reserves or
oil, if you found oil and it was a small enough field.
So it's not your ongoi ng, day- by-day expenses
associated wth your current activities. It's
expenses associated with finding and then bringing to
production ... that new field.
Number 1585
REPRESENTATI VE ROKEBERG surmised that it wouldn't be for an
existing oil well, then. He asked, "Does it occur geologically
in Cook Inlet that you can ... drill a well maybe for gas and

t hen have sone incidental production of oil?"

MR. BARNES replied, "Not very often. But, again, if you did
find a marginal oil well by happenstance, | don't know what the
probability would be, but the intent would be to try to
recogni ze that those economcs are difficult as well."

REPRESENTATI VE ROKEBERG suggested that if a $20-nmillion well
only produced 150 barrels a day, the conpany would get a tax
credit anyway. He asked whether that was what M. Barnes was
sayi ng.

MR. BARNES said a conpany could produce a 150-barrel-a-day well,
but if it cost $20 million to get there, it would be a very
ri sky proposition and a conpany m ght not choose to operate it.
He indicated that the intent is, should sonebody find it, that
[this incentive] would provide an opportunity [for production].
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REPRESENTATI VE ROKEBERG asked, if there were an areaw de |ease
for which the conpany had a bonus bid, whether that dollar
anount also would be part of the qualified capital investnent
because of its being real property.

MR. BARNES replied, "Probably so. | would think so."

Nunmber 1512

REPRESENTATI VE ROKEBERG suggested "everything but the kitchen
sink" is included, and nentioned cost accounting. He expressed
concern about the 150 barrels a day [as a |imt] and how that
woul d work out. Furthernore, he said, the legislature has

passed bills previously under which certain fields have been
designated for special royalty treatnent; he also nentioned the
"180(j) sections" for royalty, which have never been used, as
well as a bill he and Chair Kohring are working on as an
incentive for marginal fields. He asked how these different
prograns fit together.

MR. BARNES agreed that there is a "famly" of royalty-reduction
prograns and policies fromlegislation that has passed. He said
one is specific to certain fields, which to his belief nust
begin production by the end of this year. There also is a
royalty reduction available for a marginal field, but that
doesn't stinulate new activity; it only maintains production in
an ol der field. Furthernore, a "discovery royalty"” [incentive]
is at the discretion - wultimtely, to his belief - of the
comm ssioner of DNR;, to his understanding, he said, no field has
actually qualified under that. M. Barnes offered Marathon's
view that those are nore difficult to predict with regard to
econom cs, whereas this could be "run through your calculator”
and is not discretionary; it is easier to analyze econonically
and easier to propose to nanagenent. He added, "Discretionary
ones are nore difficult, obviously."

Nunmber 1303

REPRESENTATI VE ROKEBERG offered his wunderstanding that the
Division of Gl & Gas has indicated a producer or operator on
the North Slope could "come to the Cook Inlet and buy existing
production or invest in an existing well,” which would provide
sone offset against North Slope tax obligations to the state.
He asked whet her Marathon has | ooked at that.
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MR. BARNES noted that the bill <clearly says it is for the
exploration and devel opnent of new reserves. He said he didn't
understand how it would apply to buying existing production.

REPRESENTATI VE ROKEBERG again asked whether a tax credit
devel oped in Cook Inlet could be used to offset [tax obligations
relating to the North Sl ope].

MR. BARNES indicated that if a conpany positioned itself to
of fset $10 mllion of North Sl ope-derived corporate incone tax,
the conpany would have spent $100 million in Cook Inlet
successfully finding and devel oping natural gas. He said he
would think that was great, because that 10-to-1 nmultiplier
woul d indicate that the $100 mllion spent by the conpany ought

to generate new taxes. He added, "I would believe that an
offset of tax from another ... basin would not be as inportant
as the fact that you did find ... new gas reserves."

REPRESENTATI VE ROKEBERG cl arified his point: it isn't specific

to a particular project. He suggested the conpany woul d have to
prove that expenditures which nmet the qualification under the
statute occurred only [south of the Brooks Range].

MR. BARNES said it would be "project-derived" and that perhaps
there would be a way to qualify what the 100 percent of expenses
neans. He suggested it is neant to represent costs directly
applicable to that activity, rather than overhead for corporate
offices and so forth. That wouldn't be the intent, he said.

Number 1035

CHAIR KOHRI NG i nforned nenbers that Mark Myers [director of the
Division of Ol & Gas, DNR] and Chuck Logsdon [of the Departnent
of Revenue] were available via teleconference to answer
guestions or offer technical expertise.

Nunber 1012

PAUL RICHARDS, Lobbyist for VECO Corporation, testified in
support of HB 61. He said:

VECO believes efforts which incentivize exploration
and devel opnent in Alaska are crucial to the long-term
fiscal viability of this great state and the overall

wel fare of its citizens. VECO is a multi-nationa
corporation t hat provi des services - pr oj ect
managenent, engi neering, procurenent, construction
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operations, and nai ntenance — to the energy, resource,
and process ... industries [and] to the public sector
VECO s mission is to make our clients successful while
creating stakehol der value and providing [a] safe and
rewar di ng place to work.

VECO is an Al askan conpany founded in 1968 with their
first project in Cook Inlet, and has built on existing
Al askan expertise to provide added value to its

clients. The results are many |long-term working
partnerships, well-trained teans, and a network of
regi onal of fices around the world, whi ch use

integrated, state-of-the-art project nanagenent and
comuni cation systens to provide local solutions for
the snallest to the | arge nega-projects.

Values are inportant to VECO They have built the
corporation on several prem ses, which are the keys to
our continuing success. VECO enpl oyees work every day
to ensure that every job reflects those building
stones. VECO strives to ensure that nore Al askans are
given an opportunity for enploynment in Al aska. And
with your help today in passing HB 61, this can
continue to be a reality.

Nunber 0880

MR. RI CHARDS conti nued:
This being said, VECO has reviewed the proposed
| egislation and [finds] HB 61 creates an incentive for

operating conpanies to explore for and develop new
sources of natural gas in Al aska, and particularly the

Cook Inlet. What does this nean for VECO? Most
inportantly, it neans new construction, maintenance,
and operating jobs for our enployees. It also neans

continued economc stinmulus for |ocal communi ties
where enpl oyees live, work, and shop.

As nost of you recogni ze, Al aska's econony has a cycle
of boom and bust. Unfortunately, all too often this
cycle is driven by outside forces. VECO is strongly
supportive of efforts by this legislature and the
adm nistration to create an environnment where Al aska

controls its own fate. Encouragi ng and incentivizing
devel opnent through your support of HB 61 acconplishes
this.
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It is particularly inportant to renenber, this

incentive applies ... only to successful efforts. For
this incentive to be applicable, an operating conpany
must have or acquire leases. It nust then run seismc
to identify exploration targets. Then it nust drill
one or nore wells. If a discovery is made, production
facilities must be i nstall ed, and potentially

pi pelines nmust be laid. This represents a |lot of work
- a lot of jobs for Al askans. After the field is on
production, it provides nore jobs, royalty, and
severance taxes. Finally, the incentive 1is only
applied to state inconme tax, neaning the conpany is
already meking noney in Al aska and supporting the
state and its econony. This is all good news.

The Cook Inlet natural gas business is an inportant

part of Al aska's econony. It is inportant for |oca
citizens who heat and light their hones through
natural gas. It is inportant to those industries
whi ch use natural gas. VECO believes HB 61 can be
inportant as well, and supports it.
Number 0681
CHAIR KOHRING commended VECO Corporation for its Al askan
i nvestment and optim sm about the future. He said he supports
this legislation as well, characterizing it as "win-wn"
| egislation that will be good for the industry, the state, and

t he general public.
The commttee took an at-ease from4:55 p.m to 4:58 p. m

CHAIR KOHRI NG infornmed |isteners that during the at-ease nenbers
had indicated the desire to hear nore testinmony from M. Mers
or M. Logsdon, particularly with regard to royalties |ost or
gai ned. He announced that the commttee would continue to take
testinmony and then hold the bill over.

Nunber 0514

LARRY HOULE, GCeneral WManager, Alaska Support Industry Alliance
("Al'liance"), informed nmenbers that the Alliance is a nonprofit,
statewde trade association wth chapters in Anchorage,
Fai r banks, and Kenai. It conprises nore than 420 nenber
conpani es that derive their livelihood from Al aska's oil and gas
industry; at any given tinme, its enploynent base exceeds 25, 000
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Al askans. Specifying that the Alliance nenbership is fully
supportive of HB 61, he suggested that in this time of fiscal
uncertainty the state needs to pronote as much exploration and
devel opnent of oil and gas as possible. He said the incentive
proposed in HB 61 seens especially suited for the mature Cook
Inlet basin, which serves inportant gas market on the Kenai
[ Peninsula], in Anchorage, and in the Matanuska-Susitna area.
He also suggested that passing legislation |like HB 61 is a
proper role for governnent.

MR. HOULE offered that one outstanding feature of HB 61 is that
the tax credits apply only to successful efforts. He suggested

the bill will pronote the drilling of new wells, and said in the
oil industry it is a sinple mathematical equation: "the nore
holes we drill, the nore gas and oil that wll be produced.”

Noting that state tax-incentive progranms of this nature conme in
many shapes and sizes and are common throughout the country, he

acknow edged that they vary in "quantifiable effectiveness.”" He
said, however, that HB 61 seens to have the right conbination to
be workable in a mature basin |ike Cook Inlet. Referring to

comments by Representative Rokeberg, M. House suggested it
m ght be worthwhile for the legislature to explore incentive
prograns that include tax relief for |owvolunme, economcally
marginal wells or idle wells. He reiterated support for HB 61
on behalf of the 25,000 Al askans represented by the Alliance.

Number 0299

TADD OWENS, Executive Director, Resource Developnent Council
(RDC), testified in support of HB 61 as foll ows:

RDC supports House Bill 61, and we ask the House GOl
and Gas Committee to nove the legislation forward.
HB 61 provides a tax «credit for exploration and

devel opnent of natural gas reserves and snmall oil
deposits south of the Brooks Range. The | egislation
wll have a mmjor positive inpact - specifically, on

nat ural gas exploration and devel opnent in Cook Inlet.

As the commttee has already heard, this |egislation
is needed to help offset the continuing decline in
Cook Inlet's proven natural gas reserves. At this
tinme, reserves in Cook Inlet are not being replaced on
an annual basis. In fact, rising natural gas prices
in Cook Inlet threaten to greatly increase both the
cost of living and the cost of doing business in
Sout hcentral Al aska.
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As with all of Alaska's resource industries, Cook
Inlet oil and gas projects conpete for capita
investment wth other projects around the globe.
HB 61 would stinulate additional exploration and
devel opment activity in Cook Inlet by leveling the
pl ayi ng field W th ot her wor | dw de busi ness
opportunities. Attracting additional private-sector
investnment capital to Alaska is exactly what the state
needs to encourage a market sustainable econony - one
that relies primarily on growng our exports and
replacing our inports, as opposed to one that depends
on state and federal transfer paynents and | ow payi ng,
| owskill jobs.

The tax credit defined by HB 61 would apply, as you've
heard, to 10 percent of a conpany's qualified capita
i nvestnment and 100 percent of the expenses associ ated

with that capital investnent. However, in any given
year the credit is capped at 50 percent of a conpany's
corporate inconme tax liability. And, perhaps nost
inportantly - and also as you ve heard before - the
credit wll only apply to successful exploration and
devel opnment projects, and no reward is granted to dry
hol es.

By providing incentives for successful exploration and
devel opment, Cook Inlet natural gas reserves should
i ncrease, neaning additional royalty, severance, and

ad valorem incone to the State of Al aska. | ncreased
natural gas reserves in Cook Inlet will also ensure an
adequat e supply for Sout hcentr al comunities,

utilities, and industrial operations, neaning stable
j obs and tax revenues for the region.

Number 0069
MR. OVENS concl uded his testinony as foll ows:

The bottomline is this: current exploration activity
in Cook Inlet is not sufficient to neet future denand

for lowpriced natural gas. House Bill 61 will help
provide an attractive business envi r onnent for
conpanies |ooking to increase |easing, drilling, and
construction activities in Cook Inlet. Qur nmenbers

believe it is a tinely piece of legislation, and we
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hope the commttee wll see fit to support the
| egi sl ati on.

Nunmber 0003

KEVIN TABLER, Manager of Land and Governnent Affairs, Union QG
Conpany of California (Unocal), began his testinony, indicating
he hol ds the nmanager position for Unocal in Al aska.

TAPE 03-12, SIDE A
Number 0001

MR. TABLER, speaking in support of HB 61, expressed appreciation
for consideration of the bill as a vehicle to stinulate gas
exploration and devel opnent south of the Brooks Range. He told
menbers:

Al t hough we recognize this bill my serve to inprove
the economics of marginal oil reservoirs discovered or
defined while exploring for gas, it IS t he
identification and devel opnent of new gas reserves in
Cook Inlet which are needed if we are ... to sustain
our | ocal econony in Southcentral Al aska. W thout

new  gas reserves, val ue- added busi nesses and
i ndustri al exporters will suf fer cut backs in
production, yielding to the ever-present Southcentral
utility needs. These disruptions in supply, if left
unchecked, will lead to a | ower tax base, unenpl oynent
and underenpl oynent, and |oss of the nonetary cycling
effect as dollars change hands throughout a comunity.

| place an enphasis on Cook Inlet, as Cook Inlet is
where Unocal's infrastructure base and nanpower are
best defi ned. Al t hough we do have working interests
in the fields on the North Slope, our ownership
interest is such that we play a mnor role in the
exploration and devel opnent operations of t hese
fields. While we recognize that incentives avail able
to North Slope explorers and producers wll have a
beneficial inpact on Unocal, the beneficial inpact of
incentive legislation in Cook Inlet is magnified when
applied to the marginal nature of the nmature fields
and the declining gas-reserve base in Cook Inlet.

For this reason, incentive legislation such as HB 61

will help achieve the desired effect of identifying
new gas reserves by providing a predictable and
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quantifiable credit to help lessen the inherent risk
of costly exploration. The increased tax revenue from

addi ti onal hydrocarbon production will nore than
offset the initial financial inpact from the tax
credit. The objective is not to shift a larger share

of an existing pie to industry; rather, the objective
is to increase the size of the pie for everyone.

Number 0215
MR. TABLER conti nued:

For the last several years, Unocal has consolidated
and restructured its Al askan operations and focused on
becoming the safest, |owest-cost producer in Cook
I nlet. W have, either through purchase and/or
exchange of properties, positioned ourselves to have
the nost cost-effective operation possible. The Cook

Inlet, wth its mature and declining fields, |[|ow
mar gi n properties, hi gh operating costs, and
regul atory uncertainty, IS a very chal | engi ng
environment in which to stay profitable, let alone
risk ... capital. Cost cutting, in and of itself, is
only a tenporary fix. The only sustainable solution

is to increase the reserve base.

Unocal's considerable stake in its Cook Inlet
infrastructure, manpower, and capital investnents are
continually threatened by internal global conpetition
for i nvest ment dol | ars. Evi dence of this
vulnerability is confirned by the recent drilling of
three dry holes on the Kenai Peninsula in an effort to
neet the growing demand of the natural gas market.
Although we were rewarded by a discovery of the
Ninilchik Unit with our partner Marathon, the expense,
risk, and wuncertainty of success has reduced our
Al askan capital budget from $70 million |ast year down
to $35 mllion for 20083. Providing a credit for
successf ul efforts wll definitely inprove the
attractiveness of our Al askan exploration projects.

Number 0330
MR. TABLER conti nued:

Not only will HB 61 create an incentive for conpanies
currently active in gas exploration in Cook Inlet, the
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attractiveness of such a credit wll act as an
industry incentive to those thinking of investing in
exploration south of the Brooks Range. If you think
of the credit as costing the state $1 for every $10
invested by soneone else, and paid out only in a
success scenario, the risk to the State of Alaska is
negligible when conpared wth the ancillary benefits
of new reserve identification.

In conclusion, we believe this bill wll add certain
attractive par anmet ers to conpani es during t he
i nvestment deci sion-making process, with very little
exposure to the State of Al aska. Therefore, we
encour age passage out of your conmttee.

Number 0480

CHAIR KOHRING told M. Tabler he'd made sonme excellent points
with which he concurred. He also thanked M. Mers and
M. Logsdon for standing by on teleconference. He announced

that HB 61 woul d be held over.
ADJ OQURNVENT
There being no further business before the commttee, the House

Special Committee on QI and Gas neeting was adjourned at
5:10 p.m
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