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COW TTEE CALENDAR

CS FOR HOUSE BILL NO 26(FIN)
"An Act relating to short-term commercial fishing crewrenber
| i censes; and providing for an effective date.”

HEARD AND HELD

CS FOR HOUSE BILL NO 71(FIN) am

"An Act providing standards for the interpretation of certain
terms in state oil and gas | eases and unit agreenents, requiring
devel opnment, production, processing, and narketing of gas that
is determined to neet those standards, and setting a maxinmum
time limt on that activity; extending and anending the
requi renents applicable to the credit that may be clainmed for
certain oil and gas exploration expenses incurred in Cook Inlet
agai nst oil and gas properties production (severance) taxes, and
anending the credit against those taxes for certain exploration
expenditures from |leases or properties in the state; and
providing for an effective date."

HEARD AND HELD

HOUSE BI LL NO. 286

"An Act anending the manner of determning the royalty received
by the state on gas production by directing the comm ssioner of
natural resources to accept, under certain circunstances, the
transfer price of the gas if established by transfer price order
of the Regulatory Comm ssion of Alaska; and providing for an
effective date.”
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MOVED SCS HB 286( RES) OQUT OF COWM TTEE
PREVI QUS COW TTEE ACTI ON
BILL: HB 26

SHORT TITLE: SHORT- TERM COM FI SHI NG CREWVEMBER LI CENSE
SPONSOR('s): REPRESENTATI VE(s) MOSES BY REQUEST

01/ 10/ 05 (H PREFI LE RELEASED 12/ 30/ 04

01/ 10/ 05 (H READ THE FI RST Tl ME - REFERRALS

01/ 10/ 05 (H FSH, RES, FIN

02/ 09/ 05 (H) FSH AT 8:30 AM CAPI TOL 124

02/ 09/ 05 (H Heard & Held

02/ 09/ 05 (H M NUTE( FSH)

02/ 16/ 05 (H) FSH RPT CS(FSH) 4DP 1NR

02/ 16/ 05 (H DP: WLSON, ELKINS, LEDOUX, THOVAS

02/ 16/ 05 (H NR  SALMON

02/ 16/ 05 (H) FSH AT 8:30 AM CAPI TOL 124

02/ 16/ 05 (H Moved CSHB 26( FSH) Qut of Committee

02/ 16/ 05 (H) M NUTE( FSH)

02/ 23/ 05 (H RES AT 1: 00 PM CAPI TOL 124

02/ 23/ 05 (H Schedul ed But Not Heard

02/ 28/ 05 (H) RES AT 1: 00 PM CAPI TOL 124

02/ 28/ 05 (H Moved CSHB 26( RES) CQut of Committee

02/ 28/ 05 (H M NUTE( RES)

03/ 01/ 05 (H) RES RPT CS(RES) 7DP 2NR

03/ 01/ 05 (H DP: KAPSNER, LEDOUX, SEATON, ELKINS,
CRAWFCORD, SAMUELS, RANMRAS;

03/ 01/ 05 (H) NR: OLSON, GATTO

04/ 25/ 05 (H FIN AT 1: 30 PM HOUSE FI NANCE 519

04/ 25/ 05 (H Moved CSHB 26(FIN) Qut of Commttee

04/ 25/ 05 (H) M NUTE( FI N)

04/ 26/ 05 (H FIN RPT CS(FIN) 7DP 1NR

04/ 26/ 05 (H DP. HAWKER, HOLM MOSES, KELLY, FOSTER,
MEYER, CHENAULT;

04/ 26/ 05 (H NR  JOULE

04/ 28/ 05 (H) TRANSM TTED TO (S)

04/ 28/ 05 (H VERSI ON:  CSHB 26( FI'N)

05/ 01/ 05 (S) READ THE FI RST TI ME - REFERRALS

05/ 01/ 05 (S) RES, FIN

05/ 04/ 05 (S) RES AT 3: 30 PM BUTROVI CH 205

BILL: HB 71
SHORT TI TLE: O L& GAS EXPLORATI ON CREDI T & LEASE TERMS
SPONSCOR(s) : RULES BY REQUEST OF THE GOVERNOR

01/ 12/ 05 (H READ THE FI RST TI ME - REFERRALS
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01/ 12/ 05
02/ 11/ 05
02/ 11/ 05
02/ 11/ 05
02/ 14/ 05
02/ 14/ 05
02/ 14/ 05
02/ 17/ 05
02/ 17/ 05
02/ 17/ 05
03/ 15/ 05
03/ 15/ 05
03/ 15/ 05
03/ 18/ 05
03/ 18/ 05
03/ 18/ 05

04/ 01/ 05
04/ 01/ 05
04/ 04/ 05
04/ 04/ 05
04/ 04/ 05
04/ 05/ 05
04/ 05/ 05
04/ 05/ 05

04/ 11/ 05
04/ 11/ 05
04/ 11/ 05
04/ 14/ 05
04/ 14/ 05
04/ 15/ 05
04/ 15/ 05
04/ 15/ 05
04/ 18/ 05
04/ 18/ 05

04/ 18/ 05
04/ 27/ 05
04/ 27/ 05
04/ 28/ 05
04/ 28/ 05
04/ 29/ 05
04/ 29/ 05
05/ 01/ 05
05/ 01/ 05
05/ 02/ 05
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wM O&G RES, FIN

VWM AT 8:30 AM CAPI TOL 106

Moved CSHB 71(WeM Qut of Conmittee
M NUTE( W&M)

VWM RPT CS(W&M) NT 3DP 1AM

DP: MOSES, GRUENBERG WEYHRAUCH,

AM W LSON

0&G AT 5: 00 PM CAPI TOL 124

Heard & Held

M NUTE( O&GQ)

0&G AT 5: 00 PM CAPI TOL 124

Moved CSHB 71(0&G) Qut of Committee
M NUTE( O&G)

&G RPT CS(C&G NT 1DP 5NR
DP: KOHRI NG,

NR: SAMUELS, GARDNER,
DAHLSTROM ROKEBERG

RES AT 1:00 PM CAPI TOL 124
Schedul ed But Not Heard
RES AT 1:00 PM CAPI TOL 124
Moved CSHB 71(RES) Qut of Commttee

M NUTE( RES)

RES RPT CS(RES) NT 3DP 5NR

DP: ELKINS, RAMRAS, SAMUELS;

NR OLSON, GATTO  CRAWORD, SEATON
LEDOUX

FIN AT 1: 30 PM HOUSE FI NANCE 519

Heard & Hel d

M NUTE( FI N)

FIN AT 1: 30 PM HOUSE FI NANCE 519

Bill Postponed To 4/15

FIN AT 1:30 PM HOUSE FI NANCE 519

Moved CSHB 71(FIN) Qut of Conmittee

M NUTE( FI N)

FIN RPT CS(FIN) NT 5DP 2NR

DP: HAVKER, CROFT, FOSTER, MEYER,
CHENAULT,

NR WEYHRAUCH, KELLY

RES AT 3: 30 PM BUTROVI CH 205

Schedul ed But Not Heard

TRANSM TTED TO (S)

VERSI ON: CSHB 71(FIN) AM

RES AT 3: 30 PM BUTROVI CH 205

<Pendi ng Referral >

READ THE FI RST Tl ME - REFERRALS

RES, FIN

RES AT 3: 30 PM BUTROVI CH 205

KERTTULA,
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05/ 02/ 05 (S) Heard & Hel d

05/ 02/ 05 (S) M NUTE( RES)
05/ 04/ 05 (S) RES AT 3:30 PM BUTROVI CH 205
BILL: HB 286

SHORT TITLE: VALUE OF ROYALTY ON GAS PROD./ TAX CREDI T
SPONSOR('s): REPRESENTATI VE(s) SAMUELS

04/ 26/ 05 (H READ THE FI RST TI ME - REFERRALS

04/ 26/ 05 (H) &G, L&C

04/ 28/ 05 (H) &G AT 5:00 PM CAPI TOL 124

04/ 28/ 05 (H Moved Qut of Conmmttee

04/ 28/ 05 (H) M NUTE( O&G)

04/ 29/ 05 (H) &G RPT 5DP

04/ 29/ 05 (H DP: KERTTULA, SAMUELS, MCGUI RE,
ROKEBERG, KOHRI NG

04/ 30/ 05 (H) L&C AT 1: 00 PM CAPI TOL 17

04/ 30/ 05 (H Moved Qut of Conmmttee

04/ 30/ 05 (H) M NUTE( L&C)

05/ 02/ 05 (H) L&C RPT 5DP 2NR

05/ 02/ 05 (H) DP: CRAWFORD, LYNN, KOIT, ROKEBERG
ANDERSON;

05/ 02/ 05 (H NR: LEDOUX, GUTTENBERG

05/ 02/ 05 (H) TRANSM TTED TO (S)

05/ 02/ 05 (H) VERSI ON: HB 286

05/ 03/ 05 (S READ THE FI RST Tl ME - REFERRALS

05/ 03/ 05 (S) RES, FIN

05/ 04/ 05 (S) RES AT 3: 30 PM BUTROVI CH 205

05/ 04/ 05 (S) Moved SCS HB 286(RES) Qut of Committee

05/ 04/ 05 (S) M NUTE( RES)

W TNESS REG STER

ADAM BERG

Staff to Representative Carl Mses

Al aska State Capitol

Juneau, AK 99801-1182

POSI TI ON STATEMENT: Conmented on HB 26 for the sponsor.

PAUL SHADURA, Presi dent

Kenai Fi shernmen's Associ ation

Kenai AK

POSI TI ON STATEMENT: Supported HB 26.

CHRI S CONDOR, Board Menber

Juneau Charter Boat Associ ation
Juneau AK
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POSI TI ON STATEMENT: Opposed HB 26.

JACK CADI GAN, Captain

MV CADI GAN

Juneau AK

POSI TI ON STATEMENT: Opposed HB 26.

Rl CK Bl ERVAN, Oaner

Whal esi de Lodge, Shelter 1sland

Juneau AK

POSI TI ON STATEMENT: Comrented on HB 26.

JERRY MCCUNE

United Fi shernmen of Al aska

Juneau AK

POSI TI ON STATEMENT: Supported HB 26.

BONNI E ROBSON, G| and Gas Attorney
Legi sl ative Budget and Audit Conmittee
Al aska State Capitol

Juneau, AK 99801-1182

POSI TI ON STATEMENT: Conmmented on HB 71.

REPRESENTATI VE RALPH SAMUELS

Al aska State Capitol

Juneau, AK 99801-1182

PCSI TI ON STATEMENT: Comrented on HB 71.

SARAH NEI LSON

Staff to Representative Sanuel s
Al aska State Capitol

Juneau, AK 99801-1182

POSI TI ON STATEMENT: I ntroduced HB 286 for sponsor.

JI' M POSEY

Muni ci pal Light and Power (M.&P)
Anchor age AK

POSI TI ON STATEMENT: Supported HB 286.

KATHY d ARD, Chairman

Regul at ory Conmi ssion of Al aska (RCA)
701 WEighth Ave Ste 300

Anchor age, AK 99501

POSI TI ON STATEMENT:  Supported HB 286.

MARY JACKSON
Staff to Senat or Wagoner
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Al aska State Capitol
Juneau, AK 99801-1182
POSI TI ON STATEMENT: I ntroduced SCS HB 286( RES).

ACTI ON NARRATI VE
CHAIR THOVAS WAGONER called the Senate Resources Standing

Commttee neeting to order at 3:36:33 PM Present were Senators
Dyson, Seekins and Chair Wagoner.

CSHB 26( FI N) - SHORT- TERM COM FI SHI NG CREWVEMBER LI CENSE

CHAI R WVAGONER announced CSHB 26(FIN) to be up for consideration.

3. 37: 06 PM

ADAM  BERG staff to Representative Carl Moses, sponsor,
explained that CSHB 26(FIN) allows the purchase of a seven-day
comrercial fishing crew nenber |icense for $30. The only option
avai l able now for crew nenbers is an annual license, which is
$60 for residents and $180 for non-residents.

The reason for introducing the bill is to try to give comrerci al
fishermen nore opportunities to earn a |living by charging
tourists to participate hands-on in the comercial fishery.
Right now they can only observe. Secondly, it would allow

conmmer ci al fishermen tenporary short-term help, such as
relatives and friends, at a | ower cost.

3. 38:46 PM
SENATOR ELTON j oi ned the conmttee.

3:39:40 PM
SENATOR GUESS j oi ned the conmttee.

SENATOR DYSON said the Coast @uard Auxiliary asked him if
conformty with the Code of Federal Regulations (CFR) 46 had
been di scussed.

MR BERG replied that the Juneau Charter Boat Operators
Associ ation asked that question of Sue Jorgenson with the Coast
Guard, and she responded if an individual pays for the
opportunity to go out fishing on a comercial vessel, that
vessel is then considered a vessel for hire and would have to
follow the sanme Coast Guard rules that charter boat operators
fol |l ow now.
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SENATOR DYSON asked if this isn't a backdoor way around Coast
Guard licensing procedure.

MR. BERG replied that is correct.

3:41: 36 PM
SENATOR ELTON asked if this bill would have any inplications on
t he Fi shernen's Fund.

SENATOR STEDVAN j oi ned the conm ttee.

MR. BERG replied that an anmendnent was offered saying that
short-term crewrenbers aren’t allowed any type of conpensation

Currently, 39 percent of the first $60 of any license goes to
the Fishernen's Fund. That doesn’t change under this bill, which
has an indetermnate fiscal note from the Departnent of Labor
and Wor kforce Devel opnent.

3:43: 35 PM
SENATOR STEDMAN asked if the comrercial fishernen would fal
into the category of six-pack |icense requirenents.

MR. BERG replied that they would have to have a six-pack
license, be enrolled in the random drug testing program and the
vessel would have to be docunented for coastwise as well as
fishery type 1 personal floatation devices - in addition to the
survival suits that are required on commercial boats.

3. 44: 38 PM

PAUL SHADURA, Pr esi dent, Kenai Fi shermen' s Associ ati on,
supported HB 26. Its approach is reasonable and adds a |ot of
dynamics to the commercial fishing industry. It offers a
survivalist type of experience for those who are interested and
woul d probably not affect any other users in any way. A |lot of
peopl e have famly nenbers cone up and visit them and currently
hiring themfor a couple of days is prohibitively expensive.

3:46: 37 PM

CHRI'S CONDOR, Board Menber, Juneau Charter Boat Association,
opposed HB 26, because it has all kinds of holes and dangers in
it for tourists, especially.

You're going to put people who have never been on a
boat out in these type of seas. Despite all the safety
precautions a charter boat has, they re [conmmercial
boats] in much nore dangerous situations.... In those
seas sonmething is going to happen.... In these
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disclaimers when they talk about these releases,
they’re not worth the paper they're witten on when
you talk to a | awer about them..

| f soneone gets into a problem out there, we're going
to have a real bad PR problem about that. You can see
it any tine...we lose a tourist. It's real bad PR for
Al aska.

Furthernore, he said the charter boat |icense and insurance
requi renents woul d be prohibitive. Another consideration was how
enforcement would be conducted and he surmsed that a Coast
Guard person would have to board each vessel to check out the
people on it. He also thought it was an wunfair bill for the
charter fleet saying:

If you want to be a commercial fisherman, be a
commercial fisherman. If you want to be a charter
fi sherman, be a charter boat fisherman. If you want to
do both, that’s fine too, but you have to do it
separately, not conmbined. | can’t sell ny catch. The
commercial fleet would never allow ne to do sonething
like that. It’s just not fair.

3:50:41 PM
JACK CADI GAN, Captain, MV CAD GAN, suggested anending the bil
to address |licensing short-term people who wuld not be

conpensated on commerci al boats. Because of the unusual activity
of taking tourists out, comercial boats should be required to
display an appropriate decal, which wuld be simlar or
identical to that of charter boat operators, so that enforcenent
doesn’t necessarily have to board the vessels.

MR. CADI GAN pointed out a the further issue of whether the fish
woul d be counted as sport or commercial fish allocations and
whet her the tourist passengers would be allowed to keep any fish
caught wi thout having to purchase themvia a fish ticket. In any
case, he asked how the catch would be identified and all ocated
under current regul ations.

He suggested requiring vessels operating under the authority of
this legislation to conply with all applicable regul ations under
CFR and wth all Alaska licensing requirenents apropos to
sportfishing guides and sportfishing business |icenses unless
non of the personnel who are acting as crewrenbers are in any
sort of a paid status.
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3:55: 05 PM

RI CK BI ERVAN, Whal esi de Lodge, Shelter Island, said |ast year
the Legislature passed conprehensive regulations on the guided
sport fishing industry regarding vessel safety and operator
responsibility. Now it 1is proposing to put his clients on
commercial fishing boats w thout the sane safeguards contained
in those regulations. He said a commercial fishing boat is a far
nore dangerous environnent than a charter boat. The Coast Guard
also stated that enforcenent isn't practical unless vessels
sonehow i ndicate they have passengers for hire and he suggested
requiring vessels to carry a promnent sticker that identifies
them as carrying tourists.

3:57:36 PM

He was al so concerned that since this bill creates a whole new
fishing experience in Alaska, his clients will now have a choice
to conme to his lodge and be restricted to three king salnon a
year, bag, possession and gear limts or they could rent a
comercial vessel and catch as many fish as they want. “There is
nothing in this bill that says the operator of the vessels can

include those fish in the price of the adventure.” He insisted
that the tourists should have to buy the fish they catch;
otherwise they would be circunventing sport regulations that
happen to be good regul ati ons.

3:59:11 PM
Further, he said the people who use this |icense should be
required to prove they have liability insurance.

3:59:43 PM

SENATOR DYSON asked who from the marine insurance industry could
coorment on lines of Iliability protection for the short-term
peopl e.

MR. BIERMAN replied that he didn't know of anyone I|ocally, but
Charter Lakes Insurance Conmpany in St. Paul wites 50 percent of
the liability for charter boats.

CHAIR WAGONER commented that he |ooked at this bill from the
commercial point of view and ran away from it because of the
liability and insurance he would be required to have.

4:01: 21 PM

JERRY MCCUNE, United Fishernmen of Alaska, supported HB 26.
However there were sonme msconceptions he wanted to clarify.
Comrercial fishernen already need to have nobst things on board
already and are required to carry liability between $300,000 and
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$1 mllion for crew. Sonme of his nenbers have gillnetters and
they cone to town, take their net off, take two or three clients
out and already have the sanme equi pnent a charter boat does. He
did agree that commercial vessels being used for charter should
be readily identifiable as such.

4:04:40 PM
SENATOR ELTON asked how he would address the allocation issue
for guests.

MR. MCCUNE answer ed:

If you were a commercial vessel and you were taking
people out for the conmercial experience, which I

haven’t a whole lot of this going on - nyself, |
haven’t had any requests for this. You re comercia
fishing; you ve got to have all the comercia

permts, all the other charter stuff to go along with
it. You ve got to have your card; they gotta have
their crew licenses and that would go on a fish
ticket.... You deliver, you ve gotta have a fish
ticket. It's just like a commercial fishing boat.

Now i f you take sone of the fish and give themto your
clients, which is perfectly legal also, you could do
that. But any fish delivered to a tender has to have a
fish ticket and it’s going to go down as conmerci al
not sport.

CHAIR WAGONER related that in his fishery halibut has to be
mar ked as “retained catch” and nust cone off your |FQ

SENATOR ELTON remarked that tourists are limted to three king
sal non per year, but a person on a comrercial boat could take 10
ki ngs, for instance, have them snoked and take them hone.

MR. MCCUNE replied that as a comercial fisherman, he has to
report all the kings he catches, even the ones he’'s taking hone,
so ADF&G has an accurate count of fish

SENATOR ELTON repeated that his point is that a person hiring a
charter boat is |limted to taking three kings for the season,
but if he goes out on a commercial troller he could and take 10
Ki ngs.

4:10: 22 PM
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CHAIR WAGONER said he understands this is to give people the
experience of being on a comercial boat and he, personally,
doesn't give his crew king salnmon or halibut. If this goes
through, that is an allocation issue and should be taken up by
the Board of Fisheries.

4:11:11 PM

SENATOR ELTON responded that a person may expect to get sone
fish out of the comrercial experience. It could even be used as
a marketing tool.

CHAI R WAGONER acknow edged that would be an issue, but the Board
of Fisheries was the proper forumto set policy.

| think if we do anything, if this bill goes forward,
| think we want to make the intent of the Legislature
— this is not a neat fishery. W are not creating a
meat fishery. It’s real dangerous when we do that.

4:12:43 PM
CHAI R WAGONER said he would hold the bill and get input fromthe
i nsurance industry and the Board of Fisheries.

CSHB 71(FIN)am O L& GAS EXPLORATI ON CREDI T & LEASE TERMS

CHAIR WAGONER announced CSHB 71 (FIN am to be wup for
consideration and that he had asked M. Robson in the |ast
nmeeting to provide nore information for the record.

BONNIE ROBSON, oil and gas attorney and consultant to the
Legi sl ative Budget and Audit Commttee on gas pipeline issues,
said she wanted to cover six different points with regard to HB
71.

4:15: 05 PM

First, and very inportantly, | want to tal k about what
we didn’t hear on Mnday. Second, | would like to
correct sone incorrect statenents or inpressions |eft
on Monday.

Third, | heard concern over what is the right standard
for ‘reasonable profitability’ on Mnday and | think
we should discuss that as well. Fourth, there was sone

di spute about how the duty would be enforced, how the
duty to develop and nmarket gas when ‘reasonably
profitable’ would be enforced. Fifth, I t hi nk
strategically, we need to talk about the time for
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invoking the duty and what that neans for you today.
And, sixth, discuss sone options available to the
commttee at this point in tine.

First, what did we not hear on Mnday. If you think
back a couple of weeks ago, Spencer Hosie testified
before a conbined commttee, LB&A and this commttee
and he testified that there was in oil and gas | eases
an obligation to develop and narket oil and gas when
reasonably profitable to do so. He was before you on
behal f of the Admi nistration and you did not hear from
| essees at that tinme. He was enphatic that there is,
in fact, a duty or an obligation to devel op and narket
gas when reasonably profitable to do so.

On Monday, you heard from the other side. You heard
from |l essees, you heard from industry representatives.
And | did not hear anyone deny that the duty exists. |
think | |istened carefully. Nobody denied the
obligation was there; nobody suggested that |essees
can warehouse leases long-term wthout having an
obligation to develop and market. They did di spute how
you woul d go about enforcing that duty and what woul d
be the standard for neasuring ‘reasonable profit,’ but
nobody di sputed that the obligation was there.

The second thing that you did not hear on Monday is no
one disputed that seven years was a reasonable tine-
clock for getting the gas to market once there had
been a determnation that it would be reasonably
profitable to do so. As we nentioned on Monday,
particularly for the State of Al aska and for the other

project participants, time is noney. It’s a lot of
noney. At current gas prices, every year delay of this
pi peline proj ect costs t he state and its
municipalities on the order of $2 billion - rough

order of magnitude $150 mllion per nonth for a year
delay in this project.

This bill, HB 71, includes a seven-year tine clock
once there has been a determination that a project
would be reasonably profitable to get that gas
devel oped and to market and nobody disputed that on
Monday — that seven years was a reasonable tinmefrane.

Next ' d like to nove on to correct sone
m sinpressions, | think, created on Monday and | don’t
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mean to suggest that these msinpressions were
intentional. | think sonetinmes the person at the table
did not have a full famliarity with some of the oi
and gas leasing history of this state and that m ght
be the source of some msinpressions. But, as | said,
there was no di spute about whether the obligation, the
duty to develop and market exists when reasonably
profitable and that exists currently under |eases and
unit agreenents.

It’s inportant to know the origins of the state's
| eases and unit agreenents. There was sone suggestion
t hat perhaps these were contracts of adhesion. | don't
believe that’s so. Wth regard to the state’s oil and
gas lease form it used to be in regulations and |
think all of you know that for anything to be adopted
as a regulation, it nust go through a public and
i ndustry comrent period. So, that |ease form was
devel oped through a public process and initially put
into regulations. It’s no longer in regulations, but
that’s its origin, so there was public coment.

4:18: 43 PM
SENATOR ELTON asked what a contract of adhesion is.

M5. ROBSON expl ai ned:

There are times when because of uneven bargaining
power between two parties to a contract, one party
m ght actually be relieved of its obligations under
the contract — because it was a contract of adhesion

you didn't have any choice. Here, because we're
talking about the State of Alaska and the | argest
i nternational petroleum conpanies, so there isn't the
di sequilibrium in bargaining power. But there was sone
concern these were ‘take it or leave it’ contracts and
an inplication that maybe that should bear on whether
the duty to develop and nmarket should be enforced and
how.

SENATOR ELTON t hanked her for the clarification.
M5. ROBSON conti nued:
So, the lease form adopted through a public process

and then if we turn and think about how the state’s
oil and gas leases are put out to bid, it’'s through a
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conpetitive bid process. |If you think about the
conpetitive bidding process, typically there’s one bid
variable price, often the bonus bid. You can try for
two bid variables; that conplicates things. Usually
any contract by conpetitive bid — all the terns of the
contract are spelled out and there’'s one bid variable

— sonething like prices. So, | don't think that this
body wants to think of every conpetitive bid in the
oil and gas industry and in the United State of

Anrerica as a contract of adhesion or a ‘take it or
| eave it’ contract. That’'s sinply the process that’s
used in the conpetitive process. That's how our

state’s oil and gas leases are by and large
di stri buted.
4:20: 24 PM
SENATOR SEEKINS argued that the process still fits the

definition of a contract of adhesion.

M5. ROBSON di sagreed and said that contracts of adhesion happen
nost often where you have two parties of wunequal bargaining
strength.

SENATOR SEEKINS said it’s generally applied to situations where
one party woul d have no neani ngful chance to negotiate the terns
of a contract.

M5. ROBSON responded: “Actually that’s not correct. Specifically
with regard to the obligation we're talking about here in the
oil and gas lease fornms there’'s sone |anguage and we didn't
cover it Monday and | think it's inportant that we talk about it
today. I n paragraph 20 entitled “Diligence” it reads:

4.:22:11 PM
‘Diligence - Lessees shall exerci se reasonable
diligence in producing and shall abide by and conform
to regulations of lessor related to the matters
covered by this paragraph in effect on the effective

date hereof or herein after in effect i f not
inconsistent wth any specific provision of this
| ease.’

There is elsewhere in the lease a provision that
generally only the regulations in effect at the date
the | ease was issued governed the operations under the
| ease, but this specific paragraph with regard to
diligence and the obligation to diligently produce oil
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and gas allows the lessor to proceed to

adopt

regul ations thereafter covering this subject matter -
regulations such as how you define ‘reasonable

profitability.’

4.23: 06 PM
SENATOR SEEKINS asked if there is an integration
| ease.

M5. ROBSON replied that that such a clause would be
by the specific | anguage on diligence in paragraph 20.

4:23.56 PM
M5. ROBSON said with regard to unit agreenents:

clause in

condi ti oned

| think with unit agreenents, particularly for Prudhoe

Bay and the Pt. Thonpson unit, are instrunental

to the

enforcenment of the duty in this instance. The wunit
agreenents were negotiated and there are reans of
paper now in archives that were generated as part of
negotiating the specific terns of the unit agreenents
for Prudhoe Bay and Pt. Thonpson. So, in any case, you
had the state sitting down wth the | essees at Prudhoe

Bay and Pt. Thonpson and negotiating those

terns

including the language in those unit agreenents that
all ows the Departnment of Natural Resource fromtine to
time to alter or nodify the quantity and rate of
production from the unit area. So, you do have terns
in both the |leases and the unit agreenents specific to
this obligation that gives to the State of Al aska, as
| essor, to the DNR, the ability to set obligations
regarding production and to alter and nodify the

guantity and rate of production.

Anot her area, | think on Mnday, where there was sone

i ncorrect i npr essi ons | ef t IS what are

t he

consequences of this obligation, the duty to devel op
and nmarket gas when reasonably profitable to do so.
There was a picture painted that this |egislation was
intended to force lessees to pay $20 billion for new
investnment or lose their interest at Prudhoe Bay. And

that’s a dranmatic statenent. I believe it

S an

overstatenment. If we look at the consequences of the
obligation, there at least three different ways that
you can conply with the obligation to develop and

mar ket Prudhoe Bay and Pt. Thonpson gas
reasonably profitable to do so.

SENATE RES COW TTEE -15-
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First of all, you can sell the gas in the field and
you can leave it to sonebody else to spend their
capital to build the new gas treatnent plant at
Prudhoe Bay for gas processing and to build a
pipeline. So, if there is an offer to purchase gas at
Prudhoe Bay and Pt. Thonpson, that offer includes a
reasonable profit to the |essees of those units. Then
they can conply wth their obligations wunder the
| eases and the unit agreenents sinply by selling the
gas. That’s a low risk operation, particularly at
Prudhoe Bay where they’'re producing over 8 bcf per day
right now and they are paying to put in back in the
ground. If sonebody is there offering to pay to take
that gas and put it through their ow new gas
treatment plant and their own pipeline and the price
of fered includes a reasonable profit, then that is one
nmet hod of conpli ance.

The second nethod of conpliance is if sonebody else is
willing to spend their capital to build this pipeline,
the | essees could ship their gas on the pipeline and
then they would be in the position to capture the high
side. When gas prices go high, they would be there -
of course having the obligation to pay for the
pi peline transportation. That’'s a second nethod of
conpl i ance.

A third nmethod — they could choose to build a new gas
treatment plant and the pipeline thenselves. So three
different ways to conply with the obligation after
there’s been a determnation that there’s a reasonable
profit to be nmade from devel oping and marketing North
Sl ope gas.

4:27:59 PM
If the |essees decide not to purchase gas when a
reasonabl e offer is nmade and decide not to ship their
gas on sonebody else’'s pipeline when another party
offers to build that pipeline and decide not to build
a pipeline, all when there’s been a determ nation that
it would be reasonably profitable to do so, so they
will not be in conpliance with their |ease. They wll
be in breach. And the remedy - 1 think it’s an
overstatenent to say they're at serious risk for
losing all of their interest at Prudhoe Bay. Mire
probably, what | see happening is certainly under HB
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71 with the seven-year time clock, if there was a
determ nation that there was a reasonable profit to be
made, seven years cane and went and they were not
marketing their gas, they may be liable to the State
of Alaska for royalties as if they had devel oped and
mar ket ed their gas.

QO her possible renedies - at Prudhoe Bay potentially
severing the oil interests from the gas interests
| eaving the oil interests with the current |essees,

possi bly | eaving sonme of the gas interest because sone
of that gas is marketed as NG.s blended in with crude
and for local wuse. But having sonme of +the gas
interests severed and returned to the state.

: 102 PM

Al so, at Pt. Thonpson is a particular case. You have
to realize sone of those |eases are nore than 40 years
old and Pt. Thonmpson is a world-class field. It has
not been developed. There’s not even the first
devel opnent well there now and if the | essees have the
opportunity after a determnation that it would be
reasonably profitable to market that gas, they have
the opportunity to sell it to a third party or ship it
on sonebody else’'s pipeline or build the pipeline
thenmselves and they don't take it, it my be
appropriate for the state to seek the remedy of return
of those |eases so that the state could relet those
| eases to a party who would nmake it a priority to get
that gas to market.

52 PM

There was concern expressed from several different
sides on Mnday about whether the |anguage witten
into HB 71 provided the right standard for reasonable
profitability and if you'll recall there was a dual
part standard for the pipeline piece of it, for the
regul ated piece. Built into the statute was a rate of
return equal to or higher than FERC would allow. For
the wunregulated production operations, the rate of
return tal ked about was a 10-year sinple average of

the return on capital enployed for oil and gas
conpani es, discretioned with DNR as to what would be
the group of oil and gas conpanies used, but our

exanple used the four |argest international petroleum
conpanies and the three |argest Al aska conpanies. And
right now if you | ook at the previous 10-year average,



you get to a 14 percent return on capital enployed
that is return on all forns of capital - debt and
equity. So that if this pipeline project is financed
80 percent debt and 20 percent equity as is envisioned
with the federal |oan guarantee, that the return on
equity could be as high as 46 percent under the
| anguage in this bill. And there was sone question
about whether that’s a reasonable standard. | tell you
quite frankly | would have sonme concerns about that,
but for some information that unfortunately |I'’m not in
a position to share with you today, because of the
confidentiality requirenents.

But the inportant point today is that there is not a
single standard or only one standard for what could be
reasonable. There are a nunber of possibilities of
what could be used as a standard for reasonable

profit. There have been suggestions, in fact, from
consultants we are using with regard to gas pipeline
issues that the cost of capital - different from the

rate of return on capital enployed — but the cost of
capital could be one neasure. You could also |ook at
the return on equity as another neasure and we did
hear from industry that perhaps it woul d  be
appropriate to ook to venture capital. There was sone
di scussi on about venture capital earning in the |ow 20
percents. The thing to think about there is that
venture capital is 100 percent equity. There is no
borrowing; there is no cheap capital in the form of
debt when you're talking about venture capital. So,
actually the suggestion from AOCGA or the discussion
about 20s, low 20s rate of return indicative of what
is appropriate for venture capital and maybe for this
project, could be a lower rate than what could be
al  oned under this statute.

This statute, as | nentioned, could go as high as a 46
percent return on equity. Conpare that to your |ow 20s
percent return on equity return on venture capital
that was discussed here on Mnday. | think the
inportant point to recognize here today is that
there’s not going to be agreenment within this room by
all parties on what the appropriate standard is for
measuring reasonable profitability and that may be an
issue that if you don't chose to resolve today could
be looked at in the Interim it could be |ooked at
next session. It is an inportant issue not only for
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33:

this bill, but it’s also an inportant issue as you
begin to think about gas pipeline issues under the
Stranded Gas Act and any proposal that nay cone to
you.

42 PM

There was sone industry suggestion on Mnday that the

4:

4
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free market should be the standard - that basically
you should leave it to the |lessees to decide what is
the rate of return appropriate. Again, that neans in
effect there is no duty to develop and market when
reasonably profitable. | f you J|leave a |essees
obligation to the |lessee to decide and enforce, it is
effectively no obligation at all.

19 PM

Anot her question that cane up and was discussed on
Monday was just how is the duty enforced — the duty to
devel op and nar ket when reasonably profitable.

To think the lessees cane in here and urged in the
first instance it should be the court system making
the determ nation whereas there was discussion of this
bill providing for DNR to nmke the initial
determ nati on. And there is a reason for that
di fference of perspective. The |essees, | think, would
see certain benefits in having the court system nake
the initial determnation. It forces DNR or the
Adm nistration to be the one to file suit and it is
not easy or undertaken lightly in this state for the
Adm nistration to sue big oil. It’'s an advantage if
industry forces the state to be the one to take the
matter to the courthouse.

The second advantage industry may see in |eaving the
trial court as the one to meke the initial
determnation is that if there is no DNR decision
preceding going to court, then there is no deference
accorded the DNR decision. And the third thing is that
it may provide an opportunity for |essees to w thhold
information until such tine as you get into court.

: :32 PM

As we discussed before, we think under the status quo
that, in fact, the decision is first to be made by DNR
whether you're looking at the l|leases or the unit
agreenents. Earlier today we tal ked about the |anguage



4

SENATE RES COW TTEE - 20- May 4, 2005

38

in the | ease agreenents - in the paragraph 20 specific
to diligence - saying that the Admnistration, the
Department of Natural Resources, had the ability to
adopt regulations on the subject matters covered in
the paragraph on diligence after the adoption of the
| ease and the | essees would be bound by that. So, that
the Adm nistration could, in fact, adopt standards on
reasonabl e profitability in accordance W th
preexisting | ease terns and nake a determ nation as to
whet her those standards had been net.

Same thing with the unit agreenents where after hard
negotiations, the |essees gave DNR the ability to
alter or nodify from tine to tinme the rate of
production fromthe unit areas.

The advantages, of course, from the Adm nistration and
the State of Alaska' s perspective of having DNR being
the initial decision-naker is that if industry doesn't
| i ke the decision issued by DNR, they have to take the
matter to court. Also, DNRs decision wuld be
entitled to sonme level of deference in the court
system as to sone issues and finally, there would be
the ability and, in fact, the incentive for industry
to provide information to DNR when it is making its
decision pre-court and so information actually gets
exchanged at an earlier point in tinme and inforns
DNR s deci si on- maki ng.

In any case, HB 71 did not do anything to alter the
status quo as to who is the primary decision-naker,
the first decision-maker on this duty. There is no
| anguage in there that is intended to shift. So, if
the debate remains open, if you re unpersuaded that
DNR is to be the initial deci si on- maker, t he
|l egislation did not intend to alter the current
situation and, if in fact, the trial courts are to be
the initial decision-nmaker, that would not be changed
by HB 71.

: 10 PM

Two nore points - strategically what is the best tine
for invoking the duty to develop and market when
reasonably profitable to do so? This is inportant to
you today because it may frame the tinme period within
which you want to act on this matter. And | think on
Monday you heard sone people say, ‘Not now, because of



Stranded Gas Act negotiations. Don't upset the bal ance
of those negotiations. Wrry about this later.’” And
you also heard sone people say, ‘Now would be a good
tine.” People who know what’s going on in those
negotiations thought it would be an appropriate tineg,
but let’s look practically at how the duty would be
i nvoked and enforced and whether it matters whether
you act now or next session or at all.

O course, Prudhoe Bay is the lynch pin for getting
this gas to market. And so if we l|ook at the annual
pl ans of devel opnent for the main reservoir at Prudhoe
Bay and what is the time franme for DNR raising any
i ssue about whether that gas should be devel oped and
mar keted because it’'s reasonably profitable, the
| essees at Prudhoe Bay will not be obligated to file
their next proposed plan of developnent until WMarch
30, 2006 and DNR w Il have until June 30 of next year
to act on their proposed plan of developnent. And so
whet her you act on this matter today or next year,
that will not necessarily change how DNR would go
about enforcing the obligation that already exists in
the |l eases and unit agreenents — because a new plan of
devel opnment isn’t to be filed with DNR until the end
of March. And as | believe was pointed out by at |east
one of the senators on Monday, it |looks |ike the
obligation, the duty, is already there and so maybe
you never need to act on this matter. But certainly it
is not tinme critical and | don’'t nmean to suggest that
at the end of this session.

4:40: 23 PM

Pt. Thompson - a little bit different. The next
proposed plan of devel opnent has to be filed July 1 of
this year and DNR will have until the end of Septenber
to act on that and decide whether or not they are in
conpliance with that. DNR may or may not choose to
raise the issue of the duty to develop and market with
regard to Pt. Thonpson in this vyear’'s plan of
devel opment. Again, Pt. Thonpson is inportant to the
gas pipeline, but Prudhoe gas is the nunber one issue
there. Also, Pt. Thonpson, you have a situation, as |
nmenti oned before, where you ve had |eases - sone held
for decades - and there’'s been no devel opnent or
production there. So, DNR may choose to take it up
this year. That would certainly be their prerogative
if that obligation already exists.
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4:41:22 PM
In closing, | would like to talk about what options |
see available to this commttee today. | see one of ny
jobs is to provide you with different options on ways
to proceed and certainly there are four that are
i mredi at el y apparent.

First, you could act on the legislation as is or wth
sone revisions to the standard on what constitutes
‘reasonably profitable.” And if you think about it,
what you do have then in HB 71 is a conplinent of
exploration incentive credits in which the state
undertakes sone of the risk of exploration. It agrees
to effectively cover the cost of up to 40 percent of

the cost of new exploratory wells. So, it nakes
exploration less risky and yet the new sections 1 and
2 of this bill say when that exploration is

successful, when you have a reservoir that would be
reasonably profitable to develop, we are affirmng our
belief in your obligation to go ahead and devel op that
gas.

A second alternative would be drop the reasonably
profitable standard from the proposed |egislation,
keep the exploration incentive credits and keep the
seven-year clock. There was no dispute raised on
Monday about the seven-year clock, so that would be
anot her alternative.

How woul d the seven-year clock then work without this
definition of reasonably profitable included? Well,
the way it would work is if DNR in the course of
enforcing the preexisting obligation to develop and
market gas found that there was, in fact, an
obligation to do so at this point in tinm, you would
be providing guidance that you expected to see that
gas to market in a maxi num of seven years.

The third alternative wuld be to separate the
| anguage on exploration incentive credits and the
reasonably profitable legislation including the seven-
year clock into separate bills wth the exploration
incentive credits being acted on this year and the
reasonably profitable sections 1 and 2 consi dered next
year.
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A fourth alternative would be again to separate the
exploration incentive <credits from the reasonably
profitable legislation, act on the EIC s exploration
incentive credits this year and sinply recognize that
there already is an existing duty and obligation to
devel op gas when reasonably profitable to do so and
| eave it to the adm nistration to enforce it under the
pre-existing standards w thout any further definition
and no time clock, but as DNR or the Adm nistration
saw appropriate at the time they saw appropriate. Wth
that, I'll conclude ny remarks.

4:44. 23 PM

SENATOR SEEKINS asked if data from an exploratory well is nade
freely available to the state to be able to consider the
comercial applicability of that field.

M5. ROBSON replied that it depends on whether or not the well is
on state acreage.

There are sone requirenments with regard to oil and gas
wells drilled on state acreage about data that nust be
provided to the state. There are different rules that
apply when it is not on state acreage — subject to
state oil and gas | ease.

SENATOR SEEKINS said he heard there nay be sone Security
Comm ssion regul ations on what kind of data can be rel eased and
when.

4:45: 44 PM
M5. ROBSON replied:

There are rules with regard to the requirenment that
well data be provided to the Departnent of Natural

Resources when the well is on state |eased |ands and
sone of that data, | believe, is released after two
years, but, again, | am not the best person to answer

t hat questi on.
She offered to follow up on this question.
4:47: 08 PM
SENATOR ELTON reflected that Spencer Hosie asserted a right that

was reaffirmed through the adoption of the anmendnent on the
floor. He asked if the amendnent ere taken out and HB 71 passes
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wi thout it, has the Legislature clouded the state’' s assertion of
that right.

M5. ROBSON replied:

There may be a variety of ways in which you could act
with regard to HB 71 and | didn’t nmean to suggest how
it is that you would go about separating the
exploration credits from the sections 1 and 2 on
reasonabl e profit.

SENATOR ELTON asked if one of those mtigators could be a letter
of intent saying that renoval of the anmendnent does not nean the
state can’t assert the rights.

M5. ROBSON replied that Representative Sanmuels would know nore
about that subject than she does.

4:48: 31 PM

SENATOR GUESS asked if HB 71 is saying the standard wll be a
sinple 10-year average and that’s the only standard that the
commi ssioner of DNR can apply regarding reasonability or is it
just one standard of a nunber of standards that may be applied.

M5. ROBSON replied that the bill requires that the 10-year
aver age be appli ed.

There would be discretion as to what oil and gas
conpanies were used in the sanple group of conpanies,
but the 10-year sinple average of return on capital
enployed is, at this stage, non discretionary. That
could certainly be changed.

SENATOR GUESS asked if that is the only standard that can be
used.

M5. ROBSON answer ed:

There is sone language in section 1 on findings,
subpart 13, that talks about there may be a nunber of
conparisons that would be appropriate to nake — to the
cost of capital, to the cost of equity, to return on
capital enployed or to return on equity. And so, the
findings |anguage indicates that there may be a
variety of potentially reasonable standards. The
section 2 language, as it currently reads, does not
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give discretion in terns

st andar d.

4:50: 54 PM
REPRESENTATI VE RALPH SAMJELS sai
snapshot of the thinking that went

of choosing a different

d he wanted to give a brief
into the anmendnent to HB 71.

I’m not an attorney and | won't apologize for that
either. So, | know that you ve heard from plenty of
industry |lawers and | know that you' ve heard from Ms.
Robson twice.... | was in and out of neetings on
Monday and | tried to listen in to sonme of the
testinmony and | realize full well what the reaction
was going to be going into this.

I did catch part of one presentation and |
whol eheartedly agreed with a lot of what was said.

Ken Conrad testified and he’'s an executive with BP and

| have net him several tinmes over the past year and |
have a Ilot of respect for M. Konrad. He is
articulate, he knows the oil and gas industry better
than I will ever know the oil and gas industry and he
has sone very good points. One  of the main
thrusts...was who is going pay if the state's nunbers
are wong and we have now forced investors to do

sonet hing which they know is wong and they' re going

to lose noney on. Wo
was a little over
and this and that, but all
valid point. Who would pay i
And philosophically speaki
amendnent
it

are
t hat
the people
| ost .

cuts both ways.
right and the project
are lost for Al askans.
that want the
The noney to the state.

So,
of the anmendnent was to nake
up for

a vote. And | think that
magni tude off, if you

whet her you agreed with it

it, if it is left hanging out
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is going to nake
the top on the un-Anerican conments
in all,

debate before we adjourn. |
that we cone back here sonme tine this fal
to push sonething of
listen to the Hosie testinony,
or

it right? He
that’s an extrenely
nunbers were w ong?
the point of the

f our
ng,

and to get the debate going is the fact that
Who is going to pay if
IS not
A | ot
j obs

t he nunbers
devel oped? The | obs
people testified are

the jobs that are

they’re both extrenely valid points and the point

sure that both points are
hope in ny soul
and we have

this

you do not agree wth
there, the water w |l
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get nuddy at the end when we can least afford to have
muddy water on this entire project.

| think that all of us as nenbers, all elected people
in this building right now, 61 of us, including Frank
Mur kowski, who’s been doing this a whole lot |onger

than all of wus conbined, wll never have a bigger
choice to make than this gas pipeline — 30, 40 years
worth of things, grandchildren - a legacy. W're

fortunate to be serving at this time, but along with
t hat honor of serving ri ght now  COmnes t he
responsibility to know everything that you can about

every possible aspect of this project — duties, rights
and responsibilities, both of industry and of the
state. If we're scared to discuss it, then | think
that cone fall it’s going to be problematic. And that
was the point behind anmendnent 1 — knowing full well
what the |awers were going to say and the fact that
the water was going to get nuddy now and | honestly
believe that it was better now and | felt it was a
duty to do better now than it was going to be to do it
| ater.

That being said, M. Chairnman, | also whol eheartedly
agree with the original concept behind HB 71. 1 think

exploration tax credits — quite frankly they work. W
| ook at the Nenana Basin; we look at the Al aska
Peninsula where | grew up and those fol ks have cone
around to think that it is probably a good thing to
try to open the door a little bit.

So, with that, as you and | have di scussed previously,

M. Chai r man, I whol eheartedly agree wth the
[indisc.]. 1’ve got a copy of the CS for 286 right
here. To take the tax credits, the rather non-
controversial part of this bill - it had - on the
House side | believe 30 or 35 votes supporting it. It
was pretty uncontroversial. To nove those forward
under a different vehicle and not nove forward with HB
71, | think, was in the best interest of the

Legislature and the state at this tinme. So, that was
kind of the thinking behind it.

4:56: 08 PM
And 1'd like to add just a couple of remarks here that
|’m pretty troubled by. Those of wus in the public
life, you end up getting a pretty thick skin and you
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get it pretty quick or you don't last. It's as sinple

as that. But | am troubled by sone of the personal
comments that have been made about Anendnent 1 towards
nyself. And not a lot, but | wanted to go on the

record that there are very few people in this
buil ding, and nost of them are probably sitting in
this room right behind nme, that know nore about a gas
line than | do as far as the process goes that are not
professionals at this. And |I would not have done this
had | not thought it was in the best interest of
noving the gas line forward. So, with that | don't
know how appropriate that comment is, but | did want
to get it on the record that | thought that sone of
the coments made were clearly inappropriate and 1’ ve
got as thick a skin as any of the rest of you do.
So.... | appreciate you having this hearing.

4:57: 34 PM
SENATOR SEEKI NS asked if he had ever been able to sneak anything
through in the mddle of the night in this building.

REPRESENTATI VE SAMUJELS replied no and pointed out that he
heari ngs were being held right now

W have six or eight days left. W wanted to nake sure
we had sone hearings on this subject so that that
Hosie testinobny is not just hanging out there and
waiting until the fall. The sharks are circling around
this project. It will get attacked no matter what dea
is cut. No matter who it is cut with, it is going to
get rocks thrown at it.

CHAI R WAGONER agreed that this is a work in progress. He thanked
Representative Samuels for his testinony and announced an at
ease.

4:59:16 PM At ease 4:59:53 PM

HB 286- VALUE OF ROYALTY ON GAS PRODUCTI ON

CHAI R WVAGONER announced HB 286 to be up for consideration.

SARAH NEILSON, staff to Representative Sanuels, explained that
HB 286 is a housekeeping bill that was brought forward by
Muni ci pal Light and Power (M&P) that used to contract wth
Shell and then bought Shell’s interest in the field. The
Department of Natural Resources (DNR) agreed to let M&P
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continue to receive the current statute treatnent based on the
M.&P Shell contract even after M&P bought Shell’s interest.
That contract expires at the end of this year and this bil
sinply anmends current statute by adding |anguage that allows DNR
to use the gas transfer price set by the Regulatory Conmm ssion
of Alaska (RCA), much like DNR uses the contract price for gas.
The transfer price is the rate the M&P is required to charge
itself for the gas that it wuses. The proposed change 1is
consistent with the purpose of the original law and wll help
insure that Anchorage electric consuners have certainty in their
electric rates.

5:01: 38 PM

JI' M POSEY, Municipal Light and Power, supported HB 286. It wll
make sure there is a process for the RCA to determne price and
it's a sinple change.

5.02:31 PM
KATHY G ARD, Chair, Regul atory Conm ssion of Al aska, explained:

| have | ooked at this bill and al so have | ooked at our
recent orders that we issued regarding the setting and
the establishment of the transfer price. And the
process that | wanted to talk to you about, which
normal ly occurs annually - M&P will cone before the
RCA and will provide their proposed transfer price to
us; we will evaluate it; we will put it out for public
notice. If the public advocate, which is represented
in the Attorney Ceneral’s office, has any questions,

they will cone in and look at it. W’Ill hold a
hearing. So, there’'s a pretty good public process for
this transfer price to be set. | wanted to cone and
tell you that and give you the confidence that | don't
believe the DNR will have a challenge with the results
of the transfer price being too low | think that it’s
calculated; it’s well laid out in an order that we

issued — U 97.35, which I can nake avail able to you.

5:04:59 PM
SENATOR GUESS noved to adopt SCS HB 286(RES), version F. There
were no objections and it was so ordered.

MARY JACKSQN, staff to Senator Wagoner, explained that the SCS
to HB 286 now contains the oil and gas exploration credits. Mst
of the incentives have already been before the commttee in the
form of SB 53, but there are sone changes. It extends the
exploration credits adopted in 2003 to every place in Al aska
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south of the Brooks Range through 2010. The reason is that the
Nenana Basin, Red Dog, Healy and finally Cook Inlet were added
and so the issue was that as each one was added, the title got
| arger and there finally canme a point where they said let’s just
make it "south of.”

Cook Inlet is still in the title, however, and the reason is
because there are specific standards for Cook Inlet and those
were talked about before this commttee in SB 163. The Cook
I nlet standards were within three mles and 10 m |l es rather than
outside of three mles and outside of 25 mles.

The credits in this bill are different than the HB 71 credits in
three other areas. One clarifies a situation that arose wth
exploration credits that were passed in. A regulation was
adopted and there was sone confusion about where and when those
credits appli ed.

This bill says exploration credits from the original
piece of legislation are effective through 2007, but
exploration credits that wll be effective in this
pi ece of | egislation are under the different
standards. . .

The intent of the Legislature was that this was
exploration incentive credits. It was not the intent
of the Legislature that these credits be extended
forever, a, and, b, that it only be for exploration.
It was not intended that they be for, i ke,
delineation wells, as an exanple....That clarification
is one that has been agreed to by both the Departnent
of Natural Resources and the Departnent of Revenue.

The other thing that we’ve done is HB 71 excluded ANVWR
(Arctic National WIldlife Refuge). ANVWR was in the

original exploration credits that are still going
through to 2007. So, this bill deletes the provision
that deleted ANWVR So, ANWR is still in as it was
al ways in.

It’s inportant to recognize that those credits expire
in two years — the original credits - and that there
is at |east one conpany that has stepped to the plate,
so to speak, and is undergoing sonme work on the sl ope
in anticipation of ANWVR and were prepared to use the
credits. The credits were extended; this bill Kkeeps
themin ANVR
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5:09: 11 PM

The other thing that this HB 286 does is that it does
delete sections 1 and 2 of HB 71 that was in front of
you. Now sections 1 and 2 are, of course, the sections
that referenced the findings and determ ned the seven
years and the rate of return that Ms. Robson spoke to
previously. It’s inportant to note [that] that House
bill is still in the possession of this conmttee.

5:10: 21 PM
SENATOR ELTON asked if this neans that ANWR is eligible unti
2007 or anot her date.

M5. JACKSON answered that ANWR is eligible until 2007 as it was
eligible in the original |egislation.

CHAIR WAGONER expressed that was always the purpose. The
Governor has always said this is to do tw things - increase
exploration and fill up the pipeline with oil and create jobs.
It was m sunderstood, because it also applied at the tine to the
Nat i onal Petrol eum Reserve — Alaska (NPR-A) — even though those
were federal | ands.

5:11:41 PM
SENATOR GUESS asked Ms. Jackson to comment on credits in Healy
and Red Dog.

5:12:13 PM At ease 5:15:01 PM

M5. JACKSON replied that she had just passed out information on
the Usibelli Coal Mne, which is in the Healy Basin, and
information on the Red Dog Mne. Both entities had an interest.
The discussion for these is simlar to those other regions -
they had an interest and let’s do what we can to get these
expl orers going and offer themthe credits as well.

SENATOR GUESS asked if the purpose is first for gas devel opnent
for the Red Dog M ne or gas devel opnment for the region.

M5. JACKSON replied that she didn't want to speak for industry,
but understood it to be for both.

SENATOR GUESS asked if the state would have its same portion of

royalty gas in those situations so if the state wanted to use
the gas it could, even if the Red Dog deci ded not to.
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CHAI R WAGONER replied that depends on whose gas it is and whose
land it’s on. If it’s on state land, yes; if it’s on private
| and, no.

5:18: 50 PM
SENATOR GUESS said she supported the tax credits, but was a
little worried at the breadth of |anguage on page 3, lines 22

t hrough 23. She said she was confortable with Nenana, Healy, Red
Dog and Cook Inlet, but asked if anything else falls under this,
| i ke coal bed net hane.

M5. JACKSON replied no. She has asked if there m ght be anything
i n Sout heast and the answer was that there mght be in sonme old
wells that were drilled off of Yakutat. “The whole point of the
| egislation is to try to get things going — to devel op.”

5:20: 23 PM

SENATOR QUESS said the current SCS has an immediate effective
date and SB 53 had a contingency effective date and the other
bill had a no effective date. She asked if the effective dates
in the SCS CSHB 286( RES) were all correct.

M5. JACKSON replied yes. She explained that the reason it has an
i medi ate effective date is because the original HB 286 had an
i mredi ate effective date.

SENATOR GUESS wanted to nake sure a contingency effective date
wasn’t needed, because HB 53 had one.

MS. JACKSON reassured her that it wasn't needed in this bill

5:21:28 PM

SENATOR SEEKINS noved to pass SCS HB 286(RES) w th individual
recommendations and the attached fiscal note. There were no
objections and it was so ordered.

CHAI R WAGONER adj ourned the neeting at 5:22:55 PM
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