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St eve Borell

Al aska M ners Associ ation

3305 Arctic Blvd., Ste 105

Anchorage AK 99503

POSI TI ON STATEMENT: Supported SB 110.

Beryl Hubbard, Vice President

Trident Seaf oods Corporation

Seattle WA

POSI TI ON STATEMENT: Supported SB 110.

Bob Robi chaud, Associ ate Director
Ofice of Law

Envi ronnental Protection Agency
Seattle WA

POSI TI ON STATEMENT: Supported SB 110.

D ck Coose

Concerned Al askans for Research and Envy (CARE)
Ket chi kan AK
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ACTI ON NARRATI VE

CHAIR THOVAS WAGONER called the Senate Resources Standing
Commttee neeting to order at 3:38:35 PM Present were Senators
Seeki ns, Dyson, Stednman, Elton, Ben Stevens and Chair Wgoner.
Senator Cuess arrived at 3:42.

SB 53- AK PENINSULA O L & GAS LEASE SALE; TAXES

CHAI R THOVAS WAGONER announced SB 53 to be up for consideration.

DAN DI CKERSON, Director, Tax Division, said the intent of SB 53
is to extend the Al aska Peninsula as part of the active oil and
gas province in Alaska. It takes an exploration credit that was
passed two years ago and says if the Departnent of Natural
Resources (DNR) is contenplating a sale on the A aska Peninsul a,
a four-year window will be opened. “If any exploration occurs,
the state will bear sone of that risk.” The Governor and folks
in Bristol Bay support this bill.

MARK MYERS, Director, Division of QI and Gas, noted the
divisions prelimnary best interest findings that were just put
out for public coment on the recent Al aska Peninsula |ease
sale. He hoped to issue final findings and a conm ssioner’s
approval soon; the sale would actually occur in Cctober 2005 and
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has significant potential for natural gas and oil. The sale w |l
cover onshore state lands and waters out to the three-mle Iimt
wi th onshore drilling only.

The basin has 20 or so wells that were drilled before 1985.
After that, there was only leasing and drilling on federal and
subnerged |ands on the Quter Continental Shelf (OCS), but this
was di scontinued over environnmental concerns. The comunity has
had a change of heart and it now wants an oil and gas |ease
sal e.

MR. MYERS said the conpanies hadn’t really |ooked at the area in
any great detail since about 1985 when it left and a big gap in
oil and gas exploration data exists. This incentive credit is
strategically placed to accelerate the acquisition of nbdern
seismic data and the potential early exploration drilling in the
basin. The credit is available for the first five years. Because
there are no active leases in the area, a credit like this gets
factored into the bid if people cone to the sale at all. It is a
frontier basin wthout data or oil and gas infrastructure.
“There is significant geol ogic and economc risk.”

The credit is up to 40% and if it is accepted, the state wll be
allowed to release the data in 10 years. Generally, data is
rel eased after 25 nonths unless confidentiality is extended, but
seismc data is never released. This bill provides an
opportunity to get data out there faster. He thinks it wll
bring nore conpanies to participate in the sale and increase the
size of their bids. It will be seen very positively by industry.

SENATOR GUESS arrived at 3:42.

SENATOR ELTON asked if he could quantify if the increased
activity that has taken place in other oil and gas reginmes since
t he passage of the original bill in 2003.

3:45: 56 PM

MR. MYERS replied that he hadn’t seen any increased spending
activity. He has eight applications under the program and nost
of themare on the North Slope; two are on the NPRA. There is no
way to quantify whether it has led to increnental bids because
the programis too young. Mich of the perspective acreage on the
North Slope is already under |ease. However, the value and
nunber of the bids have increased as well as the nunber of
conpanies bidding in the last two years. He pointed out that
oil prices have been higher, too.
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The increased nunber of applications indicates the credit is
being used. But he didn't know in basins like the North Sl ope
whet her the credit was bringing the conpanies in or whether the
conpanies using it were already planning on neking the
investnment. There is an up-tic of interest in using this credit
in some of the exploration license areas |ike Copper River and

Nenana. Revenues wll not increase wuntil production beings,
however .

3:47.28 PM

GARY ROGERS, Revenue Auditor, Tax Division, said he audits the
exploration tax credits. Drilling an exploration well nore than
three mles from a preexisting well receives 20% allowable
expenses. An exploration well drilled nore than 25 mles from
the unit receives 20% of exploration drilling costs. If the well
is both nore than three mles from a preexisting well and nore
than 25 mles fromthe unit, it gets 40%credit for the drilling

costs. The credit also provides for a 40% credit in seismc
expl oration costs.

3:49: 37 PM

Once the credit application has been audited and the credit has
been issued, the explorer can either use it to offset his
production tax liability or sell or transfer the credit to
anot her party that has a production tax liability. In general
al l owabl e expenses are directly related to the work; excluded
are admnistration, environnental, overhead indirect costs. SB
53 extends the provisions of last year’s credit program to the
Al aska Peninsul a | ease sale area and extends its deadline.

SENATOR ELTON asked if the bill extends the tax credit in the
Bristol Bay area to 2010 and they are given based on the
di stance the new wells are fromexisting wells.

MR. ROCERS responded that there actually are sone old wells out
t here.

SENATOR ELTON sought to clarify:

If you go out and drill two wells in a season, say,
right next to each other, the first well won't turn
around and disqualify the second. W’ Il |ook at that
as a project. Then the other point, which |I think is
made, | think when Mark said there have been 20 wells
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drilled up to 1985, there’'s a cut off.... The ones
t hat were done  back... at the turn of t he
century...sone very old ones, won't be considered. |

think the cut off is roughly 30 years. Ones that were
drilled as recently as 1985, you would have to be
three mles from that well to get your total 40%
credit.

3:51:41 PM

CHAIR WAGONER said the state mght already have all of the
information fromthat well.

MR. MYERS responded that the information from those old wells
are public know edge. But wells I|ike the Anmoco Pitcherov,
drilled around 1985, would disqualify other wells drilled within
a three-mle radius.

There’s two conponents. The 20% credit applies for -
any well gets at least 20% if it’s nore than three
mles away from an existing well post 1979. There's a
second criteria that it has to be 25 mles from an
existing oil and gas unit as of 2003. There are no oil
and gas units; so, if a well qualifies in the Bristol
Bay area, at least for the first season, it wll
qualify for a full 40%credit.... There may be four or
five wells that are post '79; the rest of the area
woul d qualify at the full 40%

3:53:37 PM

SENATOR SEEKINS asked if every new well would qualify unless it
was within three mles of a preexisting well from back then; so
if there is a really hot strike, every other well around it
qualifies for the 40%credit no matter what.

MR. DI CKERSON replied that is correct.

3:55:25 PM

SENATOR ELTON said he understood that happened for the first
year, but would the credit only be for new wells outside the

three mles in the second year.

MR. DI CKERSON replied that is correct.
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CHAI R WAGONER noted a |arge nunmber of supporting letters from

muni ci pal and tribal gover nnment s, which represented the
comunities in the area, but comrercial fishing groups hadn’t
comented yet. He announced that the bill would be held until
t he next neeting.

3:56: 09 PM

SB 110- POLLUTI ON DI SCHARCE & WASTE TRMI/ DI SPOSAL

CHAIR THOVAS WAGONER announced SB 110 to be up for
consi derati on.

KURT FREDRI KSSON, Acti ng Comm ssi oner, Depar t ment of
Envi ronnental Conservation (DEC), supported SB 110 regarding the
Nat i onal Pol | ut ant D schar ge El i m nation System ( NPDES)
Assunption. He wanted to focus on how it wll strengthen the
ability of Alaskans to protect the state’s water resources and
build a strong econony.

3:58: 29 PM

Since creation of DEC in 1971, our duties have been
clearly spelled out by the Legislature to adopt and
enforce regulations, which set standards for the
control of water, land and air pollution (AS
44. 46. 020) . DEC fulfills these state obligations
consistent with national pollution control prograns
aut horized under the Clean Air and Cl ean Water Acts.
These state and federal laws are designed to
acconpl i sh uniform environnental qual ity goal s
nationwi de using pollution controls tailored to each
state’ s uni que circunstances.

DEC currently exercises all the authorities granted by
the Alaska Legislature as well as the United States
Congress to protect Alaska’'s air quality and drinking
water. The sanme is not true for protecting the quality
of Alaska's surface water. The federal Environnental
Protection Agency (EPA) is the water authority in
Al aska. Alaska, |ike four other states, has allowed
wastewater permtting authority to remain wth the
f ederal governnent.

EPA nakes the wastewater permtting rules in Al aska.
EPA decides what’'s inportant and what’s not. EPA
decides the permt review tinefranmes. EPA deci des what
goes into the permts and who gets inspected. EPA
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deci des how Alaska’'s water quality standards wll be
applied to specific discharges. EPA sets Alaska's
water quality priorities.

As you know, Governor Mirkowski is comritted to permt
streamlining that elimnates duplicative, unnecessary
procedures, which invite litigation and add tinme and
cost wthout additional envi ronnent al protection.
Governor Murkowski is commtted to permt streamining
that aligns our regulator requirement with real Al aska
conditions and focuses on the real risks to Al aska's
water quality.

DEC has nmde significant progress in streanlining its
permt progranms, but when it conmes to wastewater
permtting, we cannot fix what we don't control.

Al aska has never pursued the opportunity provided by
the federal Clean Water Act to shape the NPDES water
pollution control permt program to fit Alaska's
unique circunstances. SB 110 would allow DEC to
develop a conprehensive water quality protection
program where all program conponents, from | egislative
budgeting and oversight to fieldwork and enforcenent,
are conducted here in the state where Al askans can
shape solutions to fit Alaska s challenges. Al askans
are capabl e of protecting our water resources.

A state permt program wll be based on Al askas
priorities, not national priorities that are one-size-
fits-all. DEC s permt priorities, level of effort and

performance neasures would be subject to annual review
and approval by Alaskans through their elected
officials in the state Legislature.

A state run program will place permt decision makers
closer to the Alaskan public and regulated permt
hol ders. No longer wll permts be witten and

enforced by federal staff wunfamliar wth Alaska’s
uni que envi ronnent.

The state-run permt program won’t be free. Wen EPA
issues permts in Alaska, the costs are borne by the
US taxpayer. A state permt program wll shift
authority and responsibility to the state, but it wll
al so shift sonme of the costs to permt holders and the
state.
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Federal prograns do not adapt weasily to Al aska.
National goals do not always address our greatest
needs. Alaska’'s elected representatives have nade

cl ear our

commtment to environnmental protection and

our responsibility to develop our resources for the
wel | being of all Alaskans. If we are to realize the
primacy for resource developnent, we nust accept
responsibility for managing our water resources. That
nmeans assumng primacy for the NPDES program Wth
primacy there wll be no rollback of environnental

protection;

anyone who supports primacy on that basis

wi || be di sappoi nted.

NPDES pri nacy neans:

A faster, nore effective program for protecting

our water resources

e Alaskan industries and comunities working wth
Al askan permitters on permts that reflect our
priorities and uni que conditions

e Less enphasis on a cunbersone process and nore
enphasis on results.

* Less
nor e

enphasis on one-size-fits-all permts and
enphasis on specific risks to Alaska's

envi ronnent .

e Permtting accountability to Alaska s elected
officials and public.

It is time for Alaskans to take responsibility for
protecting Al aska s environnent. To do otherw se neans

cont i nui ng

the status quo. The status quo is

unaccept abl e.

4:02:30 PM

DAN EASTON, Director, D vision of Water, SB 110 started wth
Senate Bill 326 (enacted in 2002) and directed DEC to eval uate
the potential benefits and consequences of the state assunm ng
primacy of the NPDES program The departnent released its report

i n January 2004.

The report

recommended that the state seek primacy and

determned that it would need a total of 43 positions
and a budget of $4.8 mllion to run the program based
on wor kl oad nodel s and conpari sons with ot her states.
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Last year, the Legislature passed House Bill 546
directing the state to apply for partial NPDES primacy
just for the tinber sector. The fiscal note with the

bill provided a full-time position and a conbination
of state and one-tinme federal grant funds for the
effort.

In an unexpected tw st, EPA notified DEC |ast OCctober
that partial primacy for just the tinber sector would
be “problematic.” Reconciling ourselves to second-
best, we executed a “work share agreenent” wth EPA
That agreenent makes DEC the lead in the substanti al
effort of developing the next general permt for |og
transfer facilities, but it wll remain an EPA issued
and enforced permt absent state primacy for the ful
NPDES pr ogram

4:04:49 PM

In Novenber 2004, DEC fornmed an advisory workgroup to
exanm ne the concerns, costs and benefits associated
wth state primacy specifically from the permttee
per spective.

The work group net in six day-long neetings between
Novenber 2004 and January 2005. Menbers from each
maj or NPDES permttee group participated — the Al aska
Ol and Gas Association (AOC&®), the Al aska Forest
Association (AFA), the Alaska Mners Association
(AMA), the Alaska Water and Wastewater Mnagenent
Association and the Alaska Native Tribal Heal t h
Consortium Public notice of the neeting schedule was
provided and the neetings were open to the public.
wor kgroup proceedi ngs, findings and recommendations
were captured in a report conpleted last nonth. The
report is available on the departnent’s web site.

4:05:50 PM

MR. EASTON said in the end this report says that support
state assunption of the NPDES program varied between
permttee sectors.

The departnment’s budget currently includes about $3.3
mllion and 30 staff devoted to activities that would
contribute to the state NPDES permtting program

f or
t he
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Those figures include the resources provided for the
tinmber primacy effort. These positions currently are
certifying the NPDES permts issued by EPA as required
by the Cean Water Act and issuing state permts for
smal | di scharges that EPA has not nade a priority.

Bridging the gap between current resources ($3.3

mllion and 30 positions) and what is required to
operate a state program ($4.8 mllion and 43
positions) will require an additional $1.5 mllion and

13 new positions.

Costs would be divided between state general funds,
federal grant funds and permtting fee receipts.
Permt fees will be based on charging for direct costs
accordi ng to t he resource agency fee policy
established by House Bill 261 in they year 2000.

4:08: 34 PM

SENATOR BERT STEDVAN asked if fish streanms and mxing zones
woul d be protected and what would be the difference in fees to
the end user conpared to the situation today.

MR. EASTON replied that mxing zones are a permtting tool
provided for in state regulation and are not really affected by
the issue of NPDES primacy. The current policy established in
2000 for fees states that the state charges for direct and
indirect costs. The actual change would not be that great and he
woul d continue to apply fees the way they are now.

SENATOR KIM ELTON asked how nmuch EPA spends on the Al aska NPDES
program and how many enpl oyees it has.

MR. EASTON replied that the state has 30 enpl oyees and the total
is 51; so EPA has 21

SENATOR ELTON assunmed that EPA is spending nore than $1.5
mllion on 21 enpl oyees. He asked if M. Easton’s division could
do it cheaper and with | ess staff.

4:12:29 PM
MR. EASTON replied that the actual conbined nunber of enployees
wor king on NPDES permits would go down from 51 to 43. “That's

what happens when you have one agency doi ng sonething instead of
two.”
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SENATOR ELTON asked what happens if a future |egislature gives
him a smal |l er budget and does he have the authority to increase
receipts from the industry or if he doesn’t do that, does EPA
yank the program back from him

MR. EASTON replied no he does not have authority through the
budget process to increase fees, because the fee policy is
established by statute. The departnent can only charge for
direct costs. “Yes, ultimately if general funds were reduced to
a point where we couldn’t operate the program satisfactorily, we
would run a risk of having to yield it back to EPA.”

4:14:18 PM

SENATOR ELTON asked if EPA has ever taken that authority back
fromother jurisdictions.

MR. EASTON replied no.

SENATOR ELTON remarked that on page 5, there seens to be a
change in the hearing process for a permt that would allow the
permt applicant to neet with staff prior to the public hearing
process and asked if EPA has that format now.

MR. EASTON replied that EPA does not have that format, but the
state does. It is called the provision for pre-application
conference. He is proposing using a state process in lieu of the
current federal process.

SENATOR GRETCHEN GUESS supposed if there were budget cuts and
the EPA took primacy back, it seens that the processing tine for
permtting woul d increase.

MR. EASTON replied that woul d be the case.

4:16: 22 PM

SENATOR GUESS asked if there was a |egal opinion on whether or
not the EPA would support this bill, particularly section 5

about how the program woul d run.

MR. EASTON replied that EPA has worked within the workgroup and

is thoroughly famliar with everything in the bill, but it would
not be conpletely accurate to say that it has no problens. Sone
elenments of the state program will need sone discussion and
wor K.
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CHAI R WAGONER sunmari zed that the state would take $2.2 million
out of the general fund and then charge applicants an additional
$300,000 that they are not currently paying to increase the
speed of processing. “Now, how nuch faster is the permtting
going to be?”

4:18:22 PM

MR FREDRI KSSON remarked that the federal permt program
operates everything from small discharges to the Red Dog M ne
di scharges. DEC |ooked at what efficiencies could be brought
about, and at mning in particular, and has cal cul ated 31 nonths
to get an NPDES for a large mning operation today. He thought
the state could do it in 18 nonths.

W feel we can have not only a nore efficient
permtting process, but a permtting process that’s
targeted really on Al aska realities as opposed to what
we tend to see with the EPA. This is not taking a shot
at them but they are comng from a national |Ievel.
They treat things across the board as a one-size-fits
all and we think we can break through that. So, that
is what this offers.

CHAI R WAGONER asked if the state reduces permtting time from 36
nonths to 18, that would be saving them a |lot of noney, so why
are we only receiving $300,000 in fees. “Wy aren't we
col | ecting nore?”

4:20: 57 PM

MR. EASTON replied that it would be possible to nake a policy
that would collect nore fees, but he didn't recommend it right
NOW.

SENATOR GUESS asked since part of this is wastewater, would
those rates increase in Anchorage.

MR. EASTON replied that they would go up. He elaborated that
many coastal communities have a 301(h) waiver. Juneau isn’t one,
but Anchorage is, as well as Petersburg, Ketchikan and others.
Those permits are not delegatable by the EPA. There won't be an
increase in fees, but they don't get the state to be their
permtter.

4:22:50 PM
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SENATOR ELTON asked if the state takes primacy on issuing
permts, does it incur obligations to enforce conditions.

MR. EASTON replied yes. Permtting includes a lot of things -
devel oping, nodifying, renewing permts, as well as inspection
enforcement and review of discharge nonitoring reports. It’s al
reflected in the fiscal note.

SENATOR ELTON asked if that would include potential |egal fees.
MR. EASTON replied yes.
4:24:03 PM

STEVE BORELL, Al aska Mners Association, testified that it was
not until last fall that the mning industry was convinced that
state prinmacy was best for Alaska. He commended an article in
the “Alaska Mner” on its benefits. OQher factors not nentioned
earlier are EPA decisions on Alaska permts in light of court
cases decided elsewhere in the country and wth concerns to
ot her devel opnments in region 10. The EPA decisions mght require
including conditions that do not fit Alaskan conditions, which
causes problens for the permttee. He supported state primcy
and SB 110.

4:27:06 PM

SENATOR GUESS asked what other states don’'t have primacy and if
he thought that the EPA only | ooks at states where it wll stil
do the permtting or look at all the states.

MR. BORREL replied that the only other state he knows of is
| daho. If there is an issue going on sonmewhere in the country,
EPA' s consideration of it sometimes causes Al askans to suffer.

4:29: 35 PM

BERYL HUBBARD, Vice President, Trident Seafood Corporation,
supported state prinmacy. Al l fisheries depend on high
envi ronment al quality, particularly hi gh wat er quality.
“Commercial sales rely on the imge of that.” Actual or
perceptions of environnmental quality are vital to the seafood
i ndustry. Primacy offers Al askans greater control of prograns
and accountability before the state. Alaska wll enforce the

Clean Water Act and state regulations nore efficiency. The
econony gained through the efficiency of public services is
beneficial to business. In ternms of environnental stewardship
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and regul atory managenent, the state would be better able to run
its program nore efficiently. The state having prinmacy would
make it easier for the two agencies to work together.

4:35:05 PM

MR. HUBBARD enphatically stated that M. Easton and M.
Fredri ksson are exceptional individuals in ternms of their
managerial abilities.

4:37:00 PM

BOB ROBI CHAUD, Associate Director, Ofice of Law, Environnmenta
Protection Agency (EPA) supported SB 110. He noted that only
five states do not have program authority. He has worked cl osely
with the state over the last couple of years and DEC has great
staff working here.

4:39:30 PM

SENATOR GUESS asked if it’s EPA's opinion that unlike the past
bill, the provisions in SB 110 are not problematic.

MR. ROBICHAUD replied that for the nost part, that is true, but
there will be discussion over sone things.

SENATOR GUESS asked if Alaska is not at risk of having another
probl ematic bill next year.

MR. ROBICHAUD replied that is correct.
4:40: 55 PM

DI CK COOSE, Concerned Al askans for Research and Envy (CARE) and
retired federal forester, supported SB 110. “In ny mnd, this in
only one of several prograns in which the federal governnent
continues to treat the state of Alaska |like a territory.” It is
inmportant to note that |ocal know edge of resource nmanagenent is
nore efficient than that used by the EPA. The DEC works better
with | ocal people and uses sound science. He used the exanple
of EPA discharge policy for canneries in Ketchikan that required
the fish waste to be ground up like flour and to be kept in a
one-acre spot. Before it was just chopped up. This requirenent
was just picked out of the air and has caused nothing but
pr obl ens.
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The resources of Alaska are its wealth. Its financial health
depends on sound nmanagenent policies; the funding of this
programis small, but its benefits are great.

4:45:24 PM

SENATOR QGUESS nentioned that three industries are not
represented in the working group - construction, oil and gas and
wast ewat er. She asked why they are not there and if he speaks on
their behalf.

MR. EASTON replied that it is dangerous to speak for other
people and he would encourage the industry to express their
Vi ews.

CHAI R WVAGONER said there is plenty of tine to hold this bill
4:47:52 PM

SENATOR ELTON noted his concerns with provision 4 that set up
the recipe for the public hearing process. He also asked if the
permt process dropping from 31 nonths to 18 is an inportant
conponent in the tinme savings. If it is, he wanted to know how
much of a conponent is it.

MR. EASTON replied that he assunmed Senator Elton didn't want an
i mredi ate response and that he would work on it for the next
heari ng.

4:49:55 PM

CHAIR WAGONER thanked M. Easton for his very thorough
presentation and adjourned the neeting at 4:50:32 PM
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