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Representati ve Nancy Dahl strom
Represent ati ve Nor man Rokeberg
Represent ati ve Ral ph Sanuel s
Representative Berta Gardner
Representative Beth Kerttul a

MVEMBERS ABSENT
Representative Lesil MQiire
COW TTEE CALENDAR

HOUSE BI LL NO. 197

"An Act exenpting certain natural gas exploration and production
facilities from oil discharge prevention and contingency plans
and proof of financial responsibility, and anending the powers
and duties of the Alaska G| and Gas Conservation Comn ssion
with respect to those plans; and providing for an effective
date."

- MOVED HB 197 QUT OF COW TTEE

HOUSE Bl LL NO. 142

"An Act relating to regulation of wunderground injection under
the federal Safe Drinking Water Act; and providing for an
effective date."

- MOVED HB 142 OQUT OF COW TTEE

HOUSE BILL NO 71

"An Act relating to a credit for certain exploration expenses
against oil and gas properties production taxes on oil and gas
produced from a | ease or property in the state; relating to the
deadline for certain exploration expenditures used as credits
agai nst production tax on oil and gas produced from a |ease or
property in the Alaska Peninsula conpetitive oil and gas
areawi de | ease sale area after July 1, 2004; and providing for
an effective date.™
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- MOVED CSHB 71(08G OUT OF COWMM TTEE
PREVI OUS COMM TTEE ACTI ON
BILL: HB 71

SHORT TI TLE: AK PENINSULA O L & GAS LEASE SALE;, TAXES
SPONSCOR(s) : RULES BY REQUEST OF THE GOVERNOR

01/ 12/ 05 (H) READ THE FIRST TIME - REFERRALS
01/ 12/ 05 (H WM O&G RES, FIN

02/ 11/ 05 (H) WM AT 8:30 AM CAPI TOL 106

02/ 11/ 05 (H Moved CSHB 71(08%G) OQut of Conmittee
02/ 11/ 05 (H) M NUTE( V&M

02/ 14/ 05 (H) WM RPT CS(W&M) NT 3DP 1AM

02/ 14/ 05 (H DP: MOSES, GRUENBERG, WEYHRAUCH;
02/ 14/ 05 (H) AM W LSON

02/ 17/ 05 (H) %G AT 5:00 PM CAPI TOL 124

02/ 17/ 05 (H Heard & Hel d

02/ 17/ 05 (H) M NUTE( C&G)

03/ 15/ 05 (H O%G AT 5:00 PM CAPI TOL 124

BILL: HB 142

SHORT TITLE: AL & GAS: REG OF UNDERGROUND | NJECTI ON
SPONSCR(s) : RULES BY REQUEST OF THE GOVERNOR

02/ 14/ 05 (H READ THE FI RST TI ME - REFERRALS
02/ 14/ 05 (H &G RES, FIN

03/ 15/ 05 (H Q&G AT 5: 00 PM CAPI TOL 124

BILL: HB 197

SHORT TITLE: O L SPILL EXEMPTI ONS FOR GAS WELLS
SPONSOR(s): O L & GAS

03/ 03/ 05 (H) READ THE FIRST TIME - REFERRALS
03/ 03/ 05 (H) &G, RES
03/ 15/ 05 (H) %G AT 5:00 PM CAPI TOL 124

W TNESS REG STER

DANI EL SEAMOUNT, Conmm ssi oner

Al aska O | and Gas Conservati on Conm ssi on

Al aska Departnent of Adm nistration

Anchor age, Al aska

POSI TI ON  STATEMENT: Testified in support of HB 197 and
presented HB 142 to the commttee.

LARRY DI ETRI CK, Director
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Division of Spill Prevention and Response

Al aska Departnment of Environnental Conservation (ADEC)
Juneau, Al aska

POSI TI ON STATEMENT: Testified in support of HB 197.

MARI LYN CROCKETT, Deputy Director

Al aska G| and Gas Associ ati on (ACG)

Anchor age, Al aska

POSI TI ON STATEMENT: Testified in support of HB 197.

BENJAM N BROMN, Legi sl ative Liaison

O fice of the Conm ssioner

Al aska Departnment of Environnental Conservation (ADEC)
Juneau, Al aska

POSI TI ON STATEMENT: Testified in support of HB 197.

MARK MYERS, Director

Central Ofice

Division of Gl and Gas

Al aska Departnent of Natural Resources

Anchor age, Al aska

POSI TI ON STATEMENT: Presented HB 71 and answered questions.

DAN DI CKI NSON, Director

Central Ofice

Tax Division

Depart ment of Revenue

Anchor age, Al aska

POSI TI ON STATEMENT:  Answer ed questions regarding HB 71.

ACTI ON NARRATI VE

CHAIR VIC KOHRI NG cal l ed the House Special Conmittee on Ol and
Gas neeting to order at 5:03:18 PM Representati ves Kohring,
Samuel s, and Dahlstrom were present at the call to order.
Represent ati ves Rokeberg, Gardner, and Kerttula arrived as the
nmeeting was in progress.

HB 197-O L SPILL EXEMPTI ONS FOR GAS WVELLS

5:04:20 PM

CHAI R KOHRI NG announced that the first order of business would
be HOUSE BILL NO 197, "An Act exenpting certain natural gas
exploration and production facilities from oil di schar ge
prevention and contingency plans and proof of financial
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responsibility, and anending the powers and duties of the Al aska
G|l and Gas Conservation Conm ssion with respect to those plans;
and providing for an effective date.”

5:04:34 PM

CHAIR KOHRING as chair of the House Special Commttee on Gl
and Gas, sponsor of HB 197, explained that the bill addressed an
uni nt ended consequence that resulted fromlast year's House Bil
531:

[ That was the bill regarding] the coal bed nethane
i ssue where we put into place sone pretty restrictive
requirenents. ... The bill went a little bit too far
in terms of requiring CPlans, which is the term
referring to oil spill contingency plans, and it also
requires proving financial responsibility for all
kinds of gas wells, whether there are any threats of
oil spills or not. And what we'd |like to do is to put
in place an exenption to the existing state law for
gas wells where there is no threat of any ... oil
seepage through the formations when the gas wells are
drilled.... [Alaska QO and Gas Conservation
Comm ssion (AOCGCC)] will determine if the formations
will potentially have oil where the gas is being
drilled, and if they determne that there is oil that
could potentially work its way through the formations
and conme out and spill on the ground and cause
environmental problens, then they would not allow the
exenpti ons. So it's entirely dependant on what their
analysis and evaluation of the formations in the
ground are. So what's we're essentially doing with
this legislation; [HB] 197 is clarifying the authority
that the state has by anending the existing |aw
dealing with oil discharge prevention

5:06: 16 PM

CHAI R KOHRI NG cont i nued:

Wth the current law that we have in place, it
actually is going to mnmeke it harder for smaller
conpanies to operate Dbecause, with the GCPlan

requi renents, it's going to add to the extra cost
associated with gas exploration. So we could actually
see less gas drilling and exploration if they're
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subject to these C-Plans and ... proving financial
responsibility.

5:07:31 PM

DANI EL SEAMOUNT, Comm ssioner, Alaska G| and Gas Conservation
Comm ssion (AOGCC), Al aska Departnment of Adm nistration,

t hat

the AOCGCC had subnitted a letter of support for HB

Regarding the bill, he comrented:

It mends the laws regarding oil discharge prevention
and contingency plans, and also proof of financial
responsibility, otherwise known as C-Plans. It allows
better use of the geologic information and expertise
that the AOGCC has in understanding the need for such
pl ans. Under current law, the C-Plan is required for
wells drilled to explore for or produce oil.... The
CPlan ... was not in the past required for wells
drilled to produce only gas, however ... [House Bill
531] passed in 2004 kind of had an anti-loophole. The
only wells that could be technically exenpted were
basically only coal bed nethane wells, and other gas

wells that were not nonconventional ... did not
technically have the ability to be exenpted froma C
Pl an. So we don't believe that that was the

| egislators' intent ... last year, and it resulted in
a msmatch between the current scope of the CPlan
exenption and the facts of Alaska's geology. ... And
those facts are: drilling for gas in nany areas,
whet her it's nonconventional or not, carries virtually
no risk of an oil spill. There are thick geologic
sections cont ai ni ng bot h conventi onal and

nonconventi onal gas reservoirs, but they have very
little potential for the existence of zones capabl e of

flowng liquid hydrocarbons. A CPlan requirenent
only adds costs and delay to gas exploration with no
increased protection to the environnent. We Dbelieve

HB 197 corrects the inadequacies in current |aw by
providing for a case-by-case geologic evaluation of
wells drilled to explore for gas. ... Wells drilled to
explore for gas would qualify for a C Plan exenption
only if the AOGCC determ nes the evidence denonstrates

with reasonable certainty that the well wll not
penetrate a formation capable of flow ng any kinds of
liquid hydrocarbons to the ground surface. So the

approach of HB 197 is to base GCPlan exenption
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decisions on applications of the AOGCC s geologic
expertise....

5:12: 54 PM

REPRESENTATI VE GARDNER comrented that the Al aska Departnent of
Envi ronnental Conservation (ADEC) "already has authority to do
this on a case-by-case basis, and this bill sinply clarifies the
ci rcunst ances under which they can do this."

5:13:19 PM

REPRESENTATI VE KERTTULA asked if the bill would apply to
conventional as well as nonconventional gas.

MR. SEAMOUNT responded that it would,.but noted, "Only in the
case where we have determined that geologically there is )
virtually no risk of hitting zones that are capable of flow ng
oil to the surface."

REPRESENTATI VE KERTTULA asked if currently all conventional
wells are required to have C Pl ans.

MR. SEAMOUNT replied that wells drilled before 2004 were
exenpted, and then he deferred to ADEC

5:14:35 PM

LARRY DI ETRICK, Director, Dvision of Spill Prevention and
Response, Al aska Depart nent of Envi r onnment al Conservati on
(ADEC), stated that the departnent supports the bill. He

coomented that ADEC has historically relied on the AOGSCC s
expertise regarding the North Sl ope.

REPRESENTATI VE KERTTULA asked if ADEC had intended to raise the
financial responsibility level from $25,000 to $1 mllion.

MVR. DETRICK replied that the intent was that if the
determ nati on was made that there was no oil that would float to
the surface in a particular reservoir, then both the financial
responsibility and the G Plan requirenents woul d be voi ded.

5:16: 16 PM
REPRESENTATI VE KERTTULA said, "If they're required to do a C

Plan, then they're under the $1 mllion level, even if it's
nonconventional. Am1l right?"
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MR DIETRICK replied affirmatively.

REPRESENTATI VE  KERTTULA conti nued, "So under the current
situation, current | aw, which created this glitch, for
nonconventional, they were under the ... $25, 000 per incident.

Is that how it was working with financial responsibility?"

MR DI ETRI CK answered that this was correct.

REPRESENTATI VE KERTTULA noted, "The only gap now ... is that,
for the wells that are exenpted, what happens if ... we turn out
to be wong, and there actually is an oil spill. s there any

way to go back, or any financial responsibility required at all?

MR. DI ETRICK responded, "W rely on the AOGCC determ nation then
of whether or not the potential exists. ... And so therefore a
contingency plan and financial responsibility would not be
required up front." He said that he could not think of any case
in the past where AOGCC was wong in a case like this. He
noted, "I think the Ilikelihood of that occurring [iS] very
renote, so there are no specific provisions for that right now "

5:19: 04 PM

CHAIR KOHRING asked if there was anyone in Juneau or on
tel econference who wished to testify. There was no one.

REPRESENTATI VE KERTTULA asked if other facilities or pipelines
have to have financial responsibility.

MR. DI ETRI CK responded that the exenption would not apply to any
ot her category of facilities that are regulated and required to

have financial responsibility or GCPlan, including nontank
vessels, tank vessels, railroad, pipelines, and oil termna
facilities. He said, "lIt's only for the wells."

5:21:14 PM

REPRESENTATI VE DAHLSTROM noved to report HB 197 out of commttee
with individual recomendations and the acconpanying fiscal
not es. There being no objection, HB 197 was reported from the
House Special Commttee on Gl and Gas.

HB 142-O L & GAS: REG OF UNDERGROUND | NJECTI ON

5:21:44 PM
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CHAI R KOHRI NG announced that the next order of business would be
HOUSE BILL NO 142, "An Act relating to regulation of
underground injection under the federal Safe Drinking Water Act;
and providing for an effective date.”

5:22:57 PM

DANI EL SEAMOUNT, Conmi ssioner, Al aska G| and Gas Conservation
Comm ssion  ( ACGCO), Al aska  Depart nent of Adm ni strati on,
introduced HB 142 on behalf of the Al aska Departnment of
Adm ni stration. He directed attention to "slides" printed in a
handout available in the conmttee packet. He began by giving a
brief outline of his presentation.

5:26:18 PM
MR, SEAMOUNT turned to slide 3, containing the AOGCC nmandat e:

AOGCC regul ates operations affecting subsurface oi
and gas resources, ensures the reliability of oil and
gas flow neasurenents, and ensures that underground
sources of drinking water are protected.

MR. SEAMOUNT expl ai ned that the AOGCC mainly oversees subsurface
oil and gas activities, but also nmakes sure that the neters are
accurate.

5:27:03 PM

MR,  SEAMOUNT turned to slide 4, which defines the AOGCC
underground injection program He explained that the AOGCC
regulates Class Il wells and has prinmacy for inplenenting the

federal Underground Injection Control (U C) Program for purposes
of enhanced oil recovery and for the nost environnentally sound
di sposal of oil field waste. He said:

The proper underground injection of nmaterial to

enhance oil recovery has resulted in billions of
dollars in revenue to the State of Al aska and
industry. That's the enhanced oil recovery Cass |II
wells, or Class II-R  Also, there are sone Class II-
D, which are disposal wells that dispose of ... oil-
filled waste. ... The best place to put oil-filled
waste is deep underground where it's not going to have
the potential to spill on the surface.
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5:28:12 PM

MR. SEAMOUNT conti nued:

Slide 5 is just a statenment of the ... statute as it
is right now that gives us the power to oversee
Class Il disposal wells, and also the protection of

under ground sources of drinking water. The next slide
shows what change [HB 142 would make] to that part of
the statute. And that would be in Section 1, AS
31.05.030(h).... It gives us oversight for the
control of underground injection related to the
recovery and production of oil and gas wells, and

it is adding, "and the control of  under ground
injection in Cass | wells as defined in [40 CF. R
144. 6, as anended].”

5:29: 15 PM
MR, SEAMOUNT turned to slide 7 and expl ai ned:

What we have now are two agencies performng the sane
job; one is protecting a nonexistent resource on the
North Slope, and that is an wunderground source of
fresh water. It's been determned that there are no
under ground sources of fresh water. And that's one of
the things that Class | wells [are] supposed to do.
[There are] Cass | wells up there that are
protecting sonething that doesn't exist. And this
results in onerous and costly requirenents on industry
and the State of Alaska. ... [Through this bill
AOCGCC] would obtain control through primcy or
having [the U S Envi r onnment al Protection Agency
(EPA)] agree that we really don't need Cass | wells,

so we would just continue the Cass Il oversight, and
say that ... everything on the North Sl ope was oil and
gas waste, so we could do it through putting it down a
Class Il well.

5:30: 29 PM

MR. SEAMOUNT opined that the five classes of wells under the
Safe Drinking Water Act are very confusing; there are different
i nterpretations about what waste can go down what kind of well,

and sonetines a Cass | well is situated next to a Cass |11
wel | . He gave a brief overview of what each of the well types
were for. In Alaska, there are 1,155 Cass Il wells which are
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overseen by the AOGCC, he said. There are only 7 Cdass |
wells, all on the North Slope, and there are nore than 3,000

Class V wells.
5:33:47 PM

MR SEAMOUNT turned to slide 11 and rennarked:

W believe that it's a waste of taxpayer

and industry

time and noney to have ... two agencies overseeing two

very simlar well prograns. There's

confusion by

operators over what waste is allowed to be disposed in
each class of well.... [But] all wastes on the North

Slope are directly associated wth

hydr ocar bon

production, and there are sonme regions in the EPA that

say that if it's [a waste] associated with oil and gas
production, ... then it ought to go dowmn a Cass II
well, not a Cass I|I. ... Mch tine and energy is
expended by the two agencies and industry in

tracki ng what waste goes where. There's a huge anount

of time and energy that could be allocated
places. ... Oten the same fluids are

the sane disposal zones in different
sitting next to each other. The

in other

injected into

that are

two wells are

constructed virtually the sane. And AOGCC works on
these Cass | wells anyway by performng a |lot of work

advi sing EPA on their program and our
inspect the Cass | wells....

5:36: 03 PM

MR SEAMOUNT turned to slide 12 and conti nued:

The Cdass | program ... protects

resource: fresh water. It's an inefficient

five inspectors

nonexi sti ng

permt

process. EPA approvals are generally nuch slower than

AOCGCC, though ... in the recent past, they're getting
better at that. ... They tend to have onerous and
costly stipulations considering well integrity. EPA

has no onsite field inspectors. They regul ation only

seven out of 1,162 U C wells and
that it would be costly and renote

woul d appear
EPA to be

running a program out of Seattle for only seven wells.

There is a tenptation for industry,

from all this

confusion about what to do with these different types
of wastes, ... to transport waste |long distance for

surface displacenent or disposal in
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di sposal well, and that leads to a ... further risk of
surface spills.

5:37:23 PM

MR. SEAMOUNT noted that slide 13 was a cross section that shows
the simlarity between Cass | wells and Cass Il wells. Then
he nmoved to slide 14, which he said highlighted the confusion
about fluids eligible for a Cass Il well. He said that the
Region 10 EPA position was that only fluids that have been down
hole can go into a Cass Il well, or the waste has to be
generated by contact with an oil and gas production stream
during the renoval of produced water or other contam nants. He

described a few issues that tend to cause confusion regarding
whi ch type of well is appropriate for which type of waste.

5:39: 31 PM

REPRESENTATI VE GARDNER asked what "USDW and "SDWA" stand for.

MR. SEAMOUNT replied that USDW stands for underground source of
drinking water, such as an aquifer. He noted, "Wuere oil is
produced on the North Slope, there are [no USDW]. The ground
is frozen and none of that water is noveable.” SDWA stands for
Saf e Drinking Water Act.

MR, SEAMOUNT turned to slide 15 and sai d:

One of engineers did an analysis of the differences in

cost between a Cass | and a Cass Il well, and
historically a dass | well cost $2.50 barrel of fluid
di sposed as opposed to a Cass Il well, which is
$1. 50.

5:41:10 PM

MR. SEAMOUNT explained that slide 16 is a list of options and
solutions. He said:

W' ve got three options. The first option, business
as usual, would be if HB 142 is not passed, and the

silver lining to that is that | wouldn't have to
do very much work ... on this task force; no effort

woul d be expended to change the status quo. But if we
don't do anything, we're going to continue to have
confusion anong industry, cost to the taxpayer and
i ndustry. There's going to be redundancies between
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the two agencies. There'll be inefficient approval
processes. And it is not industry's preference
because ... of the costs associated with it.

MR. SEAMOUNT conti nued:
[Slide 17] shows the two [other] options. The first

option woul d be probably the easiest and that woul d be
somehow for AOGCC to obtain primcy over the EPAs

Class | program This would lead ... to less industry
confusion; they'd be dealing with one agency, and it
woul d save everybody noney. The second option would
be to just go to having one class of well for all
di sposal, and that would be a Cass Il well, overseen
by the ACGCC. ... That would need HB 142 to be passed
also, and it also [would] need a ruling by the EPA
It would take a little bit nore work, but ... that's

the best option possible. That would result in less
energy used for waste determi nation and tracking, |ess
cost, less ... industry confusion ..., and it saves
everybody noney.

5:43: 22 PM

REPRESENTATI VE SAMJUELS asked for clarification about t he
menti oned task force.

MR. SEAMOUNT replied, "W have been talking to ... EPA about
building this task force. W're ready to put it in place, and
that woul d be one of the actions we woul d take."

REPRESENTATI VE SAMUJELS asked if AOGCC would take any other
actions.

MR,  SEAMOUNT answered, "W are looking at ... witing sone
regulations in the event that we do reach an agreenment wth
EPA. "

5:44:16 PM
REPRESENTATI VE KERTTULA asked if pernmafrost would be considered
an underground fresh water source, and if so, if this was the

reason that EPA does not consider all North Slope wells to be
Class I1.
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MR. SEAMOUNT responded that the EPA definition of fresh water is
water that is flowable and in quantities that is wusable,
therefore permafrost is not considered fresh water. He said:

The people at EPA that we talked to are in agreenent;
they would like us to take the program Their problem
is they don't see in the Safe Drinking Water Act where

it's allowed. ... Cass Il primcy is allowed, [but]
they don't see where Cass | prinacy is allowed. They
have a legally, technical problemwth it. ... W have

been talking to other states about whether they have
partial primcy, and we found three states: California

has partial primcy over a certain set of Cass V
di sposal wells, which involve geothermal wells. And
then New Mexico and Illinois have stated that they
have sone sort of partial primcy.

5:46: 47 PM

REPRESENTATI VE GARDNER pointed out that if the bill passed
through the legislature exactly as witten, "we're only partway
to where you want to be, and we still then need to get sonething

worked out with the EPA, and that's not in our hands, is that
correct?"

MR. SEAMOUNT answered affirmatively.
5:47: 13 PM

REPRESENTATI VE ROKEBERG asked for further distinction between
Class | and Class Il wells.

MR. SEAMOUNT repli ed:

The whole issue ... is sort of a fight between whether
confinement of the fluid is nost inportant, or legally
the type of fluids, where it's cone from is nost
inportant. And that's a dynam c situation. |It's been
changing gradually through the years. ... W tend to
take the position that if we can confine the fluids
underground, the type of fluid doesn't really nmatter
that nmuch. Wereas EPA tends to think that they have
to go by the letter of the law, and if they interpret

that this fluid cane fromthis location ... then it's
got to go down this kind of well, and another one, it
goes down another type of well. ... They tend to want

to see nore of Class | wells.
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5:49: 09 PM

REPRESENTATI VE ROKEBERG noted that in producing sone types of

petroleum sonme deadly toxins are produced. He asked,
"Seemingly from this definition, everything that cones out of a
producing well would be a Cdass Il well, even if it was

poi sonous, is that correct?”

MR,  SEAMOUNT replied that this was probably correct and
cormented, "W haven't had to deal with that in Alaska yet,
because we generally have pretty clean oil; very low SO
concentrations.”

REPRESENTATI VE ROKEBERG asked, "But what if you did have an SQO2
concentration; would that be a one or a twd?"

MR. SEAMOUNT replied, "I believe that would be a dass II
because it cane from down hole."

REPRESENTATI VE ROKEBERG asked why it was nore expensive for
Class | well.

MR. SEAMOUNT explained that sonme of the extra cost is due to
reporting, and a lot of it is testing. He added that in the
past there has been a requirenent to cenent Class | wells all
the way to the surface through its deep casing, which nmany tines
requires extra holes shot in the casing and nore attenpts to get
the cenment to the surface. He said that the AOGCC believes that

there are operational problenms and environnental ri sks
associated with cenenting casing all the way to the surface. He
noted that if the cenment is too high it will becone too heavy
"and you could lose it to the formation." He explained that a
Class | well could be between 2,000-9,000 feet deep on the North
Sl ope, and the casing depths range to over 20,000 feet. He
said, "A typical Prudhoe Bay well is about 9,800 feet true
vertical depth, but with extended reach well bores, they can go
to 13,000 feet or nore. ... They generally case all the way."
5:54: 36 PM

MARI LYN  CROCKETT, Deputy Director, Alaska Ol and Gas
Associ ation (AOGA) explained that AOGA is a private, nonprofit
trade associ ati on whose nenbers conprise the majority of the oil

and gas operations that occur in the state. She testified in
support of HB 197. She remarked that the AOGCC is very highly
regarded for its managenent of the Cass Il well program She
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continued, "The [AOGCC] is the one state agency that has the
specific technical expertise needed when evaluating issues

related to the subsurface and the structural integrity of
wells."
5:56: 51 PM

CHAIR KOHRI NG asked if the EPA is willing to cede control to
allow the state to have primacy.

M5. CROCKETT replied that the Region 10 EPA adm nistrator had
told the AOGCC that if it is legal for the EPA to transfer this
program to the state, he would support doing so. She not ed,
"The rub seens to be in the attorneys reaching the conclusion
that in fact it is possible to carve off this program as they
have done in three other states for three other prograns.”

5:58: 22 PM

REPRESENTATI VE KERTTULA asked M. Seanount, "Once you have
primacy, what kind of latitude do you have to go outside the EPA
regul ati ons?"

MR. SEAMOUNT replied that the AOGCC would have to reach a
conpromse with the EPA on that issue; the EPA would still be
t he overseer.

5:59: 04 PM

BENJAM N BROWN, Legislative Liaison, Ofice of the Conmm ssioner,
Al aska Departnent of Environnental Conservation (ADEC) stated

that no concerns about the bill were raised by the comm ssioner
and the directors of the Dyvision of Spill Prevention and
Response, the Division of Wat er and the Division of

Envi ronnental Health. He commented, "W feel at [ADEC] that
[AOGCC is] in a very good position to obtain primcy from the
EPA over this."

REPRESENTATI VE KERTTULA asked if this bill would affect ADEC
oper ati ons.

MR. BROM replied that it would not.
6: 00: 59 PM

REPRESENTATI VE DAHLSTROM noved to report HB 142 out of commttee
with individual recomendations and the acconpanying fiscal
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not es. There being no objection, HB 142 was reported from the
House Special Committee on G| and Gas.

HB 71- AK PENINSULA O L & GAS LEASE SALE;, TAXES

6: 01: 33 PM

CHAI R KOHRI NG announced that the final order of business would
be HOUSE BILL NO 71, "An Act relating to a credit for certain
exploration expenses against oil and gas properties production
taxes on oil and gas produced from a |ease or property in the
state; relating to the deadline for <certain exploration
expenditures used as credits against production tax on oil and
gas produced from a |lease or property in the Al aska Peninsula
conpetitive oil and gas areawi de |ease sale area after July 1,
2004; and providing for an effective date."

[ Before the committee was CSHB 71(WM . ]

6: 02: 06 PM

MARK MYERS, Director, Central Ofice, Division of Gl and Gas,
Al aska Departnment of Natural Resources (DNR), presented HB 71 to
the coonmttee. He explained:

[ The bill would] extend a tax credit for exploration
wells that was approved under AS 43.55.025 for a
period of time, specifically to the Al aska Peninsula
area, and it would be the onshore and state waters
portion of the Alaska Peninsula only. So it extends
it fromthe 2007 sunset of this current tax credit to
2010. And essentially what the bill does is it allows

a 20-40 percent tax credit for exploration wells. | f
they're less than 25 miles away from an oil and gas
unit that existed at the tine of the bill passage

and three mles away from another well or nore, they
woul d get a 20 percent credit against severance taxes.

If it's three mles away from other wells and nore
than 25 mles away from another oil and gas unit, [it

woul d] get up to a 40 percent credit. Expl orati on
seismc, shot outside of an existing unit area, would
be eligible for a 40 percent tax credit. So those are

the conditions currently under AS 43.55.025, and the
thought is to extend those specifically for a limted
period of time for the Al aska Peninsula only ... up
t hrough 2010.

MR. MYERS conti nued:
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W believe these credits are inportant to the Al aska
Peni nsul a because we're starting out with a basin with
no infrastructure, and basically no nodern well data
or seismc data. So this credit would be a
significant encouragenent, and [by] having it in place
before the Alaska Peninsula |ease sale, we believe,
oil conpanies would bid increased anmount of dollars at

the sale. ... There really is no nodern data.... So
it's really inmportant for exploration success out here
to get nodern seismc and nodern well data shot. So

this credit would greatly encourage that by limting
it to a five year period after the sale; they would
have to ... do the exploration work early in the
primary terns of the |eases, and we believe that would
accel erate the exploration process.

6: 05: 01 PM

MR. MYERS noted that if the bill were not passed, the credit
would be of very little use; by the tine a conpany acquired a
| ease and set a program up, it would basically have one season
before the credit ran out in 2007.

REPRESENTATI VE KERTTULA asked if a conpany could actually end up
with an 80 percent credit.

MR. MYERS responded that the credits are not additive and would
be limted to a maxi num of 40 percent credit.

6: 07: 21 PM

REPRESENTATI VE GARDNER asked what the nechanism is by which the
state receives data from expl orati on conpani es.

MR. MYERS replied:
One of the purposes of the legislation was recognizing

that this particular legislation applied on state,
federal, and Native |ands, and there's two conponents

for getting the data. One is ..., under current |aw,
the state, for managenent purposes, only gets the data
on state |ands. And, for instance, the data on

[ Nati onal Petrol eum Reserve-Al aska (NPRA)] it doesn't
get until those wells are publicly released, which is
normal ly after 25 nonths.... So we would get the data
for internal use. On seismc data, either state or
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federal land, basically it's never released in the
onshore basins. In the federal onshore it can be 25-
50 years before seismc data is released. So two
conponents: one is the Division of Gl and Gas ...
woul d receive the data if the credit is accepted. And
so we would have that for internal use. And agai n,
generally, if it was on state land already, through
our |lease rights, we would receive it anyway. But the
second conponent is then that data has to be publicly

rel eased. And right now seismc data would not be
rel eased under normal purposes. So basically the
applicant would have to provide the data to the state,
and after 10 [years] ... they would have to publicly
be able to release it, simlar to [how well |og data

is released now. The seismc data is never released,
but under this program iif you accepted the credit,
you'd have to release it no matter whose land it was
on, whether it be private, state, or federal |and.

MR MYERS conti nued:

6: 10:

[ Regarding] well data: ... under state |aw al nost all
wells are released after 25 nonths, however there are
exceptions where extended confidentiality is granted.
So even if that extended confidentiality was granted

it would still require the well to be released after
10 years. So there's additional public benefit. And
so the other benefit is: the state itself, if the well
is on private |land or federal |and, generally does not
have the right to see the data until that 25 nonths
woul d be expended, and then we'd be able to see the
data immediately. And for instance, sone of the wells

have been granted credit in the NPRA, ... DNR has
al ready received that data, and then in 10 years the
well data wll be automatically released through
ACGCC.

27 PM

DAN

stated that the oil

DI CKI NSON, Director, Centr al Ofice, Tax Di vi si on,
Department of Revenue, in response to Representative Kerttul a,

conpanies would be limted to a maxi mum of a

He

40 percent credit. He pointed out that the 40 percent credit
still exists in paragraphs 1 and 2 of Section 1(a).
expl ai ned:
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If you have an exploration well, there's certain costs
associated with that and you can get a 40 percent

credit for those. If you do seismc work, you can
also get a 40 percent credit for that seismc work
[But] you'll never have an expense that both qualifies

as a seismc expense and qualifies as well work.
6:13: 34 PM
CHAI R KOHRI NG conment ed:

One of the concerns we tal ked about |last nonth ... was
what we thought to be a |oophole in legislation from
two years ago: SB 281, [a] tax credit bill. W were
concerned that perhaps that bill had uni nt ended
consequences in the sense that it was conprehensive
extending to private lands and to the NPRA and ot her
federal | ands.

6: 14: 12 PM

REPRESENTATI VE ROKEBERG noved to adopt Anendnent 1, |abeled 24-
GH1040\ G 2, Chenoweth, 3/16/05, which read:

Page 1, line 10, following "gas only | ease,":

Insert "if the oil and gas lease or gas only
| ease was entered into by the state under AS 38.05.131
- 38.05.134, 38.05.177, or 38.05.180,"

REPRESENTATI VE SAMUELS obj ected for di scussion purposes.

REPRESENTATI VE ROKEBERG explained that the amendnent would
restrict the credits granted in current law and in the HB 71
and exclude private and federal lands to qualify for the credit.
He commented that he was willing to work on the bill and the
amendnent with the admnistration and wth the House Resources
Standing Committee. He noted that AS 38.05.131-38.05.134 are

the provisions for exploration licensing, AS 38.05.177 "is
nonconventi onal gas |eases,”" and AS 38.05.180 are the oil and
gas leasing statutes. "The way this anmendnent has been drafted,
it merely states that ... it's only on state lands that these
credits are allowable, thereby excluding ... private and federa
| ands, " he said.

6:19:41 PM
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REPRESENTATI VE ROKEBERG cont i nued:

[ The amendnent] would have an i medi ate effective date

but it [would] only conme into play for those
applications for <credits that occurred after the
effective date. ... So this would not affect any
activities currently underway that would qualify for
the credits on private or federal lands ... so

everything that's done and been conmtted qualifies.
This would only apply to a two-year w ndow remaining
through July 1, [2007], exclusive of Bristol Bay area
or the Alaska Peninsula, and then apply only then to
the Bristol Bay area. Frankly ... | think it m ght be
up to the next commttee of referral for the
di scussion on this; whether we want to even include

that, whether that's appropriate. ["'m not sure
exactly how nuch, for exanpl e, privately held
subsurface estate exists in the A aska Peninsula right
Now.

6: 20: 58 PM

REPRESENTATI VE GARDNER comrent ed:

I"m trying to understand, since we know now that the
previous commttee understood that the tax benefit was
going to apply to federal and private |lands as well

what the benefit would have been, why we would
have done that. CObviously if we get the seismc data,
that's one benefit to the state that they wouldn't
ot herwi se have. If there's developnment that results
in jobs, that's another benefit. ... |Is there any
ot her reason?

REPRESENTATI VE SAMUELS answered that the state would stil
receive a royalty from devel opnent on private |and. He renoved
his objection to the anendnent.

6:22: 13 PM

MR. DI CKI NSON cl ari fi ed:
| can't speak for the conmttee, but | can certainly
speak for the reasons why we included state, federal
and private lands. ... It's incorrect to think that

automatically we'll get nore revenue from state
land than we will from nonstate | and. The severance
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tax will apply to all production, whether it is from
state land, federal l|and, or private |and. In fact,
if it's on private land, the severance tax wll apply
to 100 percent of the production, whereas if it is on
state or federal land, we do not tax either our own

royalty share or the federal royalty share. So the
real determ nant on how nuch a severance tax is going
to be ... is going to be the Economc Limt Factor
[ELF]. ... [If, for exanple,] we were to be drilling

in [Arctic National WIdlife Refuge (ANWR)] and you
found a very large field there, you would get a |lot of
revenue because you mght have a very high [ELF].

Conpare that to a ... well drilled in the Cook Inlet
where the [ELF] is zero, so you get zero severance
tax, even though it was on state |and. Agai n, on
income tax, we get income tax from the increased
production that flows to the conpanies that drill, and
again, if it's on private land, we will be taxing both
the Jlandower and the working interest owners.
Wiereas if it's on state |land, we don't tax ourselves,
[and] on federal land, we don't tax the federal

gover nnent .
MR. DI CKSON conti nued:

[On] private land obviously we don't get no royalty
share. On federal land it can be highly variable....
Significant royalties could be flowing to the state
even though the drilling was on federal |and. And
finally, property taxes: ... assets that are enployed
in the use of oil and gas, whether they are on state,
federal, or private land, all the property tax wll
flow either to the state or to the borough in which
those assets are | ocated. So for the four ... [nmgjor
taxes on oil and gas], none of them can you say wth
certainty [that the state would] get nore if it's on
state land and less if it's on federal or private
| and.

6: 24: 55 PM

REPRESENTATI VE ROKEBERG asked what would happen if the
subsurface estate was owned by a Native corporation or a private
hol der.

MR. DI CKI NSON repli ed, "The severance tax is on any production
in the state less that owed by the federal or state
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governnments." He confirned that a severance tax

could be

charged on a private subsurface estate, but there would be no

royal ties.

REPRESENTATI VE ROKEBERG asked:

What would be the inpact of .. the current

| egislation that expires in [2007] if ... the

resolution were to pass to the Congress this year

ANVR
and

be inplemented in the federal [2006] budget, which

woul d put out the bonus lease sale ... before Ju

y 1,

[ 2007], thereby creating bonuses ... of $2.6 billion

to the state? Wiat would be the inpact of

this

credit if those bonuses were to cone before July 1,

20077
6: 26: 41 PM
MR. DI CKINSON deferred to M. Meyers. He commented, "I don't
know, in the current budget bill, whether it's still the 90:10
split and whether that would apply to the bonus bill."
REPRESENTATI VE ROKEBERG replied that it is a 50:50 split.
6:27: 23 PM
MR. MYERS r esponded:

Because the expectations [for ANWR] are high, |'m not

sure that extending this credit one way or the other
woul d make a lot of difference. [In] an area like the
Al aska Peninsula, where it doesn't have infrastructure

[ and] it's gas- prone, certainly t he econoni ¢
incentives and the bidding levels are going to be
significantly lower. ... So we're |ooking at basins
with very different prospectivity, and again | don't
t hi nk ext endi ng this credit into ANWR would
significantly change conpani es' bidding, because they
would bid a lot of noney for it anyway. ... If you
| ook historically on the North Slope, mnuch of the

revenue stream coming fromthe royalties is typically

hi gher than that for the severance tax conponent.

General ly t he f eder al gover nment has of fered
incentives where they've need to on their |lands as
wel | .

6: 30: 18 PM
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REPRESENTATI VE SAMJELS commented that to him the point of the
anendnent is to "make sure we don't give away the farmat ANWR "

REPRESENTATI VE ROKEBERG not ed the inportance of naking sure that
the intent of the bill is conpletely clear.

REPRESENTATI VE KERTTULA comented that she would |ike to go over
the grammar of the bill.

6: 33: 14 PM
There being no objection, Arendnent 1 was adopted.
6: 33: 22 PM

REPRESENTATI VE DAHLSTROM noved to report CSHB 71(W&M as anended
out of commttee wth individual recomendations and the
acconpanying fiscal notes. There being no objection, CSHB
71(0&5) was reported fromthe House Special Commttee on Gl and
Gas.

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

Special Conmmttee on QI and Gas neeting was adjourned at
6:34:11 PM
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