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Senat or Al bert Kookesh
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COW TTEE CALENDAR

SENATE JO NT RESOLUTI ON NO. 17

Uging the United States Departnent of Justice and the Al aska
Departnment of Law to identify all natural resource damages from
the Exxon Valdez oil spill that were unanticipated at the tine
of the 1991 settlenent, to develop plans to renedy the damages,
and to present the ExxonMobil Corporation with a request for the
full $100,000,000 that is available through the "Reopener for
Unknown | njury" clause of the 1991 civil settlenment to carry out
t hese pl ans.

MOVED CSSJR 17(RES) OUT OF COWM TTEE

CS FOR HOUSE BILL NO 484( FSH)
"An Act allowing for revenue received from issuance of
additional entry permits to be appropriated for reinbursenment to
sal non fishery associations."”

MOVED CSHB 484(FSH) OQUT OF COW TTEE

BP North Slope Spills - Update
CS FOR SPONSOR SUBSTI TUTE FOR HOUSE BI LL NO. 57(FIN)
"An Act relating to the sale of certain state land to adjacent
| andowners. "
Bl LL HEARI NG POSTPONED TO 4/ 27/ 06

CS FOR HOUSE BI LL NO. 415(JUD)
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"An Act relating to |andowners' immunity for allow ng use of
land wthout charge for a recreational activity;, relating to
| andowners' liability where |andowner conduct involves gross
negligence or reckless or intentional msconduct; relating to
clainms of adverse possession and prescriptive easenents, or
simlar clains; and providing for an effective date."

Bl LL HEARI NG POSTPONED TO 4/ 27/ 06

HOUSE Bl LL NO. 419
"An Act repealing the Board of Storage Tank Assistance, the
underground storage tank revolving loan fund, and the tank
cleanup loan program repealing certain reporting requirenents
relating to underground petroleum storage tank systens; making
conform ng anendnents; and providing for an effective date."

Bl LL HEARI NG POSTPONED TO 4/ 27/ 06

SENATE BILL NO 170

"An Act relating to the Departnment of Fish and Gane, the Board
of Fisheries, and the Board of Gane; relating to the taking of
big gane and to the disposition of a nmount, trophy, or part of a
fish or gane animal; setting fees for certain trapping |licenses
and certain hunting licenses, permts, and tags; setting fees
for the resident conbined hunting, trapping, and sport fishing
license and the resident conbined hunting and sport fishing
license; relating to the resident small ganme hunting |icense;
setting application fees for certain hunting permts and stanps;
establishing a surcharge on hunting, trapping, and sport fishing
licenses; relating to certain hunting, trapping, and sport
fishing |icenses, tags, permts, and stanps; relating to the
fish and ganme fund; relating to violations of fish and gane
laws; relating to state nmanagenent of wldlife; relating to
endangered fish and wildlife; and providing for an effective
date."

Bl LL HEARI NG POSTPONED

PREVI QUS COW TTEE ACTI ON
BILL: SJR 17

SHORT TITLE: COLLECT MORE EXXON VALDEZ SPILL DAMAGES
SPONSOR(s): SENATOR(s) FRENCH

02/ 01/ 06 (S READ THE FI RST Tl ME - REFERRALS
02/ 01/ 06 (S) RES, JUD

04/ 19/ 06 (S) RES AT 3: 30 PM BUTROVI CH 205
04/ 19/ 06 (S Schedul ed But Not Heard

04/ 24/ 06 (S) RES AT 3: 30 PM BUTROVI CH 205
04/ 24/ 06 (S -- Meeting Cancel ed --
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04/ 26/ 06 (S) RES AT 3:30 PM BUTROVI CH 205

BILL: HB 484
SHORT TITLE: FI SHERY ASSOCI ATI ON REI MBURSENENT
SPONSOR('s): REPRESENTATI VE(s) W LSON

02/ 13/ 06 (H) READ THE FI RST TI ME - REFERRALS

02/ 13/ 06 (H) FSH, RES, FIN

03/ 22/ 06 (H) FSH AT 8:30 AM CAPI TOL 124

03/ 22/ 06 (H) Moved CSHB 484(FSH) CQut of Committee

03/ 22/ 06 (H M NUTE( FSH)

03/ 24/ 06 (H) FSH RPT CS(FSH) 3DP 2NR

03/ 24/ 06 (H) DP: WLSON, ELKINS, THOVAS;

03/ 24/ 06 (H NR. HARRI S, KAPSNER

03/ 31/ 06 (H) RES AT 1: 00 PM CAPI TOL 124

03/ 31/ 06 (H Moved CSHB 484(FSH) Qut of Conmittee

03/ 31/ 06 (H M NUTE( RES)

04/ 03/ 06 (H) RES RPT CS(FSH) 4DP 1INR

04/ 03/ 06 (H) DP: SEATON, ELKINS, CRAWORD, RAMRAS

04/ 03/ 06 (H NR: OLSON

04/ 10/ 06 (H) FIN RPT CS(FSH) 3DP 7NR

04/ 10/ 06 (H DP: KERTTULA, FOSTER, CHENAULT;

04/ 10/ 06 (H) NR: HAVKER, HOLM KELLY, STOLTZE,
WEYHRAUCH, MOSES, MEYER

04/ 10/ 06 (H FIN AT 9: 00 AM HOUSE FI NANCE 519

04/ 10/ 06 (H) Moved CSHB 484(FSH) Qut of Committee

04/ 10/ 06 (H) M NUTE( FI N)

04/ 19/ 06 (H) TRANSM TTED TO (S)

04/ 19/ 06 (H) VERSI ON:  CSHB 484( FSH)

04/ 20/ 06 (S READ THE FI RST Tl ME - REFERRALS

04/ 20/ 06 (S) RES, FIN

04/ 24/ 06 (S RES AT 3: 30 PM BUTROVI CH 205

04/ 24/ 06 (S) -- Meeting Canceled --

04/ 26/ 06 (S) RES AT 3: 30 PM BUTROVI CH 205

W TNESS REG STER

SENATOR HOLLI S FRENCH

State Capitol

Juneau AK

POSI TI ON STATEMENT: Sponsor of SJR 17.

STACY STUDEBAKER, Vice Chair

Public Advisory Comm ttee (PAC)

Exxon Val dez Trustee Council

Kodi ak, AK

PCOSI TI ON STATEMENT: Supported SIJR 17.
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M KE MAXVELL
Cordova, AK
PCSI TI ON STATEMENT: Supported SJR 17.

PATI ENCE ANDERSON FAULKNER
Cordova, AK
PCOSI TI ON STATEMENT: Supported SIR 17.

ROXY ESTES
Cordova, AK
PCSI TI ON STATEMENT: Supported SJR 17.

NANCY Bl RD, Presi dent

Prince WIIliam Sound Sci ence Center
Cordova, AK

PCSI TI ON STATEMENT: Supported SJR 17.

STANLEY RI CE, Senior Scientist

Nat i onal Marine Fisheries Service
Juneau, AK

PCOSI TI ON STATEMENT: Supported SIJR 17.

PEGGY W LSON

Al aska State Capitol

Juneau, AK 99801-1182

POSI TI ON STATEMENT:  Sponsor of HB 484

LINDA M LLER, staff

Representati ve Peggy W1 son

Al aska State Capitol

Juneau, AK 99801-1182

POSI TI ON STATEMENT: I ntroduced HB 484 on behalf of the sponsor.

LARRY DI ETRI CK, Director

Division of Spill Prevention and Response

Depart ment of Environmental Conservation

410 W11 oughby

Juneau, AK 99801-1795

PCSI TI ON STATEMENT: Presented the North Slope G| Spill Update.

ROBYNN W LSON, Director
Tax Divi sion

Depart ment of Revenue
PO Box 110400

Juneau, AK 99811-0400
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POSI TI ON STATEMENT: Provided information related to the North
Slope G| Spill Update.

MS. DENI SE HAW5, Econom st

Tax Di vi sion

Departnent of Revenue

PO Box 110400

Juneau, AK 99811-0400

PCSI TI ON STATEMENT: Provided information related to the North
Slope G| Spill Update.

ACTI ON NARRATI VE

CHAIR THOVAS WAGONER called the Senate Resources Standing
Commttee neeting to order at 3:40:18 PM Present at the call to
order were Senators Bert Stedman, Fred Dyson, Albert Kookesh,
Kim Elton and Chair Wgoner. Senator Ben Stevens arrived soon
t hereafter.

SJR 17- COLLECT MORE EXXON VALDEZ SPI LL DAMAGES

CHAI R THOVAS WAGONER announced SJR to be up for consideration.

SENATOR HOLLI'S FRENCH, sponsor of SJR 17, explained that the
resolution asks the attorneys general for Alaska and the U S. to
pursue a reopener clause seeking up to $100 mllion for damages
that were not anticipated when the Exxon Valdez oil spill
[itigation was settled in 1991. He directed commttee nmenber's
attention to copies of a 1991 New York Times article that
provides a glinpse at the confrontational litigation that took
place in settling the clains and the role the transportation
secretary played as a critical go between.

The article nentions President Bush's EPA adm nistrator, WIIliam
Riley, who insisted that the settlement contain some provision
for future and as yet unforeseen injuries. The figure M. Riley
put forth initially was $300 mllion, but the figure was
eventual ly reduced to $100 mllion.

SENATOR FRENCH noted that in 2003 the National Research Council
conducted a study that said one of the profound outcones of the
1989 Exxon Valdez oil spill was that the affect of oil spills on
marine resources is largely unpredictable. It found that there
is a lack of wunderstanding of the structure and function of
conpl ex ecosyst ens.
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SENATOR FRENCH outlined the six legal steps that are required
before the state could get noney from Exxon
1. Popul ations, habitats and species nust have suffered |osses
or declines of the spill area.
2. Losses have to be substantial.
3. Losses have to have resulted fromthe oil spill.
4. Losses could not have reasonably been known or anticipated
at the tinme the Trustees settled the case.
5. Restoration projects nust be identifiable.
6. Costs of the projects nust not be grossly disproportionate
to the magnitude of the benefits anticipated from the
renmedi ati on.

3:44: 08 PM
SENATOR BEN STEVENS arri ved.

SENATOR FRENCH hi ghlighted the groups that support the neasure.
Notably the City of Cordova, Kodiak |Island Borough, Al aska
Muni ci pal League, Kenai Peninsula Borough, and the Prince
WIliam Sound Science Center have issued supporting resolutions.
Also, the United Cook Inlet Drift Association, the United
Fi shermen of Al aska, the Chugach Regi onal Resources Conmi ssion

and the Cordova District Fishernmen United have issued letters of
support.

3:45:13 PM
CHAI R WAGONER asked how nuch noney is left in the current Exxon
Valdez Ol Spill (EVOS) account.

SENATOR FRENCH said he did not know.

3:45: 29 PM
STACY STUDEBAKER, Vice Chair, Public Advisory Committee (PAC),
Exxon Val dez Trustee Council, Kodiak, reported that she has been

a menber of the EVOS PAC for the last 10 years and has been
followng the restoration process and scientific studies
carefully. She urged the commttee to supported SCR 17, which
encourages the state and federal governnment to reopen the
settlement with Exxon and to seek $100 mllion for projects and
damaged resources that could not have been anticipated at the
time of the settlement.

M5. STUDEBAKER related that lingering oil was found at 58
percent of 91 test sites. That is estimated to have a Ilinear
shoreline equivalent of at least 6 mles of shoreline in Prince
Wl 1liam Sound. Seventeen years ago it wasn't possible to predict
that so much oil would still be present below the surface in a
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form that resenbles that encountered in 1989. The lingering oil
is bio-available and continues to inpede the recovery of species
that live and or feed in the oiled areas. Furthernore, recent
studies show that |Ilingering oil is nore toxic than was
anticipated in 1991 and it's possible that organisnms are being
exposed to sources of lingering oil that have yet to be
di scover ed.

Adding to the list that Senator French highlighted, she said the
Kodi ak 1Island Borough, the Cty of Kodiak, the Gty of Honer,
the Gty of Cordova, and the Kenai Peninsula Borough have al
passed resolutions supporting SJR 17. Essentially all the
communities within the spill region as well as a nunber of
organi zati ons support reopening the settlenent. She enphasized
that list includes the EVOS Trustees Council Public Advisory
Conmi ttee.

M5. STUDEBAKER said | ocal people don’t consider the oil spill to
be over because they are living with the long-term inpacts to
fisheries, subsistence food, and wildlife popul ations. Long-term
monitoring nmust go hand-in-hand wth short-term restoration
proj ects, she concl uded.

3:50: 34 PM

M KE MAXVELL, Cordova, said he was born and raised in Cordova.
He has been a conmercial fisherman for 37 years and he is stil
very angry with Exxon because after 17 years there is still a
ot of lingering oil on the beaches. He asked the commttee to
support SJR 17 and help revitalize the once great herring
fisheries.

PATI ENCE ANDERSON FAULKNER, Cordova, stated support for SJR 17.
[ Abbrevi ated testinony due to audio difficulty.]

ROXY ESTES, Cordova, said she is a second-generation Cordova
fisherman who is no longer able to fish because of the coll apse
in the herring fishery. A though the reopener won't directly
affect fishernmen, it would benefit both the human and ani nal
species that depend on herring as a part of their food chain.
Pointing out that scientists are tal king about a 100-year clean
up, she said we need help in a desperate fashion.

NANCY BIRD, President, Prince WIIliam Sound Science Center,
Cordova, spoke to the resolution the board passed | ast
Septenber. It urges support for reopening the claimand suggests
that the funds be used to endow |long-term prograns to study and
nonitor the long-termeffects of the lingering oil on the marine
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environnment as well as to assess renediation techniques.
Prograns should specifically include a long-term herring
research and restoration program that would advise fisheries
management entities on further restoration efforts.

She noted that others have highlighted the main issues of
lingering oil on the beaches and the decline of herring species
both of which provide a Iink to unanticipated danages. As far as
how the noney is used, she said the issues before us don't
necessarily have specific plans. No one has ever tried to
enhance herring populations on the scale that is under
di scussion. In the same vein there aren't any known techniques
for beach renmediation on the scale that is necessary here.
However, small projects can be started and the lack of detailed
pl ans should not inhibit forward novenent.

M5. BIRD enphasized the inportance of herring to all species
t hroughout Prince WIIliam Sound. At this point the ecosystemis
changi ng because of the lack of herring.

3:57:51 PM
SENATOR RALPH SEEKI NS arri ved.

M5. BIRD advised that the restoration reserve fund currently has
about $120 nillion. Those funds are specifically to restore
damages that were known at the time of the settlenent while SIR
17 addresses danages that were unanticipated in 1991.

CHAI R WAGONER i nqui red about the clam and nuscl e popul ati ons.

M5. BIRD replied she isn't aware of the details, but she has
seen indications that bivalves in the oiled areas are having
difficulty. She el aborated that herring are having a
particularly hard tinme because so many species are dependent on
herri ng.

4:00: 33 PM

SENATOR FRED DYSON asked how many mles of beach were oiled
originally.

M5. BIRD replied she understands it was 1,500 nil es.

SENATOR DYSON asked how many niles of beach have |lingering oil.
M5. BIRD replied between 6 and 15 mles, but it covers a

deceptively wde region because the oiling doesn't occur
continuously. It's nore like a few hundred yards here and there.
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She related that when she recently visited the Bay of Isles on
the north end of Knight Island it was easy to find lingering oi
that canme to surface. It still sheens and | ooks and snells |ike
fresh oil. It's not everywhere but it's still inpacting the
ecosystem she said.

SENATOR DYSON asked about the status of the beaches that were
left as test sites.

M5. BIRD replied she believes it's been a mxed bag. Initially
it took longer for species to come back on beaches that were
treated because the treatnent killed so nuch. The untreated
beaches have a lot of residual oil and the result of that is
that the critters have been slow to cone back

SENATOR DYSON asked if the untreated test beaches are included
in the shoreline estimate for lingering oil.

M5. BIRD said she didn't know. She el aborated on aspects of the
testing.

SENATOR DYSON said he'd like to know specifically. He changed
topics and noted that the last report he saw on herring
i ndicated that the petroleum could cause genetic damage in the
species. He asked Ms. Bird if oil is the certain cause of the
herring popul ation dem se as opposed to other causes or |ong-
term cycl es.

M5. BIRD clarified that she is not a scientist and then said
that despite the fact that strong correlations can be drawn,
there is no scientific way to definitively make the link that

the oil spill caused the dem se of the herring. She rel ated that
recent acoustic surveys indicate that the dem se of herring nost
likely began in 1990 right after the oil spill, but the evidence

isn't definitive because acoustic studies were not done in 1990
t hrough 1993. She offered to send further study information as
wel |l as the specific beach information.

SENATOR DYSON asked if the nmarine animl species that are
troubled in Prince WIlliam Sound are also troubled in areas of
Al aska that were not oil ed.

M5. BIRD said Stellar Sea Lions are stressed in areas other than
Prince WIliam Sound and that species relies heavily on herring.
Har bor Seals were on the decline, but they are stabilizing now
She didn't know about populations in other areas. Killer Wuale
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popul ations in Prince WIliam Sound have dropped but that's not
the case in other areas such as Sout heast.

4:10:15 PM
CHAI R WAGONER cl osed the public hearing.

SENATOR RALPH SEEKINS asked if there are natural oil seeps in
the Prince WIIliam Sound area.

SENATOR DYSON said insignificant anmounts occur in the northeast
corner. He then said he would like to get nore information
before voting on the resol ution.

CHAI R WAGONER conmented on the amount in the EVOS account and
said the noney is going further since Governor Mirkowski stopped
the previous spending practices. He suggested that the $120
mllion that's left in the fund should go a long way toward
doi ng sone of the studies that are indicated.

He stated that he would like to see the resolution nove; it
sinply asks that the reopener clause be considered before the
June 2 deadl i ne.

4:13: 15 PM

SENATOR KIM ELTON suggested that not passing the resolution
expeditiously could be interpreted to nmean that the |egislature
doesn't support pursuit of the reopener clause.

SENATOR BERT STEDVAN referenced page 3, line 10, and asked if
the March 24, 2006 date should be changed.

SENATOR FRENCH responded the date has passed so it should
probably be renoved fromthe resol ution.

SENATOR DYSON declared a potential conflict of interest. He has
participated in seven or eight mrine science projects in
Sout hcentral and is actively pursuing nore of that work.

4:16: 29 PM
SENATOR ALBERT KOOKESH said he would like the resolution to
nmove.

SENATOR DYSON said he would |like nore information, but he didn't
want to inpede progress.

CHAIR WAGONER asked M. Rice to respond to Senator Dyson's
guesti ons.
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SENATOR DYSON asked what science has said about the damage that
was done to the herring popul ations.

STANLEY RICE, senior scientist for oil spill studies at the Auke
Bay Lab, National WMrine Fisheries Service, Juneau, provided
information on the herring decline in Prince WIIliam Sound. He
explained that in 1989 nobst eggs were not spawned in oiled
zones, but just about all the herring |arvae that hatched
drifted into the oiled areas so there was a very significant
effect in the 1989 year-class. The danage was cellular rather
than reproductive cell genetic damage so it did not affect
successive generations. Nevertheless it was a significant inpact
to the 1989 year-class even though the population didn't crash
until sonetime |ater.

One researcher suggests that the population may have started to
decline as early as 1989 while other evidence says it started in
1993. Cdearly, by that tine a |ot of disease issues were evident
and now the population is confronted with either a viral or a
f ungal di sease on an annual basis. One disease affects
recruiting year classes and the other affects the older year
classes and probably termnates life one to three years
prematurely at the nost reproductively capabl e age.

When conpared to other populations, the Prince WIIliam Sound
herring population is not showi ng signs of recovery. Up and down
fluctuations are normal, but for a population to stay down this
long is relatively unusual. It is also fairly unusual for a
popul ation to be limted by disease for this length of tine.
Al t hough the links aren't hard and fast, the suggestion is that
t he depressed population is oil related.

SENATOR DYSON asked about the report that six mles of beach
still have profound residual oil and asked if that includes any
of the beaches that were deliberately not renedi at ed.

MR. RICE explained that when the beaches were selected as part
of the 2001 survey, they were chosen randomy wthin a
popul ati on of heavily and noderately oiled beaches. The beaches
that were in the selection pool did not include those that were
set aside to receive no renediation.

He elaborated that the statistical neasure of oil indicates
about six mles of beach inside Prince WIIliam Sound only. The
distribution of oil is patchy so the six mles is spread
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t hr oughout the sound with some areas showing heavier
concentration than others.

One thing that surely wasn't known in 1989 or 1991 when the
settlenent occurred is that the distribution of oil went down
into the beach in depth as well as tidal height. Today the
majority of oil is in the md zone. Missels and clanms start in
that zone and nove down the beach neaning that a | ot of biology
and prey resources are in the oiled zone.

SENATOR DYSON asked if there is a consistent pattern of tide and
storm surges on the beaches that aren't recovering.

MR RICE replied it's a bit mxed, but it's not the exposed
rocky beaches. It's the nore protected environnents such as the
Bay of Isles, Herring Bay, Lower Pass, and Northwest Bay. In
t hose places you can dig four or five inches down and after that
the oil seeps in and sonetines fills the hole with oil that's
the same consistency as it was in 1989. That's why it's still
referred to as toxic and nobile. If an otter or Harlequin Duck
di sturbs that sort of environment it wll receive an oil dose
exposure, he said.

4:24.20 PM
SENATOR DYSON asked which fish and manmal s feed on herring.

MR RICE replied if there is a single nost inportant fish, it is
herring because alnost everything feeds on that species.
Al t hough nost birds feed on herring, it's the chicks that are
dependent on herring for survival. Many of the marine nmanmmal s
are in the sane situation. Hunpback Whales feed on herring
heavily in the winter, as do sea |lions and seals. Sea otters are
one of the rare species not connected to herring; they feed
al nost exclusively on invertebrates.

Herring is inportant because it has a biology that takes energy
from phytopl ankt on and zoopl ankton, which is unavailable to the
| arger species, and absorbs it into their bodies. Then the
herring makes itself available to predators.

[ LARRY DIETRICK, Director, Division of Spill Prevention and
Response, Depart ment of Envi r onnment al Conservation (DEC)
advi sed that a conprehensive synthesis of all the science on the
condition of the injured resources in Prince WIliam Sound is
avai l able on the EVOS website. The list is sorted by species.]

4:26:20 PM

SENATE RES COW TTEE -12- April 26, 2006



CHAI R WAGONER suggested anendi ng the resolution to renove "March
24, 2006, the 17th anniversary of the spill,” from page 3, line
10, and to insert "June 2, 2006" in its place.

SEEKINS noved Anmendnent 1 as outlined above. There was no
objection and it was adopt ed.

4:27:33 PM at ease 4:29: 07 PM

SENATOR ELTON noved to report CSSCR 17(RES) from commttee with
i ndi vi dual recommendati ons. There was no objection and it was so
or der ed.

4:29:53 PM at ease 4:31:12 PM

CSHB 484( FSH) - FI SHERY ASSOCI ATI ON RElI MBURSEMENT

CHAI R WAGONER announced HB 484 to be up for consideration.
PEGGY W LSON, sponsor of HB 484, introduced Linda M1l er

LINDA MLLER, staff to Representative Peggy WIson, explained
that in 2002 the Al aska Legislature created salnon fishery
associations to encourage fleet reduction. She said associations
may be formed throughout the state to facilitate a permt buy-
back program which allows a group of fishermen to buy back
permts in a particular fishery. The Southeast Al aska Seiners
formed an association for that purpose, and then asked about a
rei nbursenent provision if the Conmerci al Fisheries Entry
Conmi ssion (CFEC) were to re-issue permts the association had
previ ously bought back.

M5. MLLER said CSHB 484(FSH) nmakes it <clear that in the
unlikely event that the CFEC sells permts that an association
previ ously purchased, the |egislature may appropriate noney back
to the association. The change from the original version makes
it clear that the association that actually did the buy-back is
the one that may receive the payback. She said that the state
has a responsibility to nonitor each limted entry fishery. In
the event that nore pernmts are needed through a CFEC
determ nation or a court action, the provisions of HB 484 would

apply.

4:34: 36 PM

SENATOR STEDVAN asked for clarification that the market val ue of
the permt would go to the association and not the purchase
price.
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M5. MLLER said her wunderstanding is that the noney that the
associ ation expended originally would be returned.

SENATOR RALPH SEEKINS noted that the word “may” on line 9 is
permssive so it is at the will of the |egislature.

4:36: 30 PM

SENATOR SEEKI NS noved to pass CSHB 484(FSH) from conmttee with
i ndi vi dual recomrendations and attached fiscal note(s). There
bei ng no objection, it was so ordered.

4:37:14 PM at ease 4: 38: 19 PM

BP North Slope QI Spills - Update

CHAI R THOVAS WAGONER announced the next order of business was a
North Slope G| Spill update

LARRY DI ETRICK, Director, Dwvision of Spill Prevention and
Response, Depart ment of Envi r onnment al Conservation (DEC)

reported that the GC2 oil spill cleanup is essentially
conpleted and that includes the revegetation process. He said
the environnental inpacts have been mninmal and there are no
wildlife inpacts. DEC will be nonitoring the recovery during and

post spring break-up, he said.

4:39: 35 PM

The bypass line from GC-2 is still in use and yesterday
production was back to 87,000 barrels per day. The corroded 34-
inch line is still out of service and the assessnent and testing
on it wll <continue for a matter of weeks before delivery
through it resunes.

The final BP investigation report is out and currently under
i ndependent review by outside engineering consultants. Once the
review is conplete the state will determ ne corrective action.
The federal Ofice of Pipeline Safety also issued an order of
corrective action and neetings between that office, the state,
and BP are ongoing to respond to the federal corrective action
request .

MR. DIETRICK noted that DEC is making arrangenents to hold the
Arctic Pipeline Integrity Conference that Governor Mirkowski
called for. Corrosion experts from around the world wll be
brought to Alaska to consult and give advice on corrosion
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managenment. The target date for conpletion is prior to Cctober
1

4:41: 40 PM

The governor also announced the formation of the Arctic Pipeline
Technol ogy Team which includes the Departnent of Environnenta
Conservation, the Alaska G| and Gas Conservation Comm ssion,

and the Departnment of Natural Resources. It wll be a standing
body that pools the state's pipeline expertise to address the
issues that may arise. The work group will bring in academ a,

ot her federal agencies, industry and private expertise.

4:42:41 PM
SENATOR FRED DYSON asked where the hole was | ocated in the pipe.

MR DIETRICK replied it was in the six o' clock position.
SENATOR DYSON asked if the hole was near a bend in the |line.

MR. DIETRICK responded the BP investigation report attributes
the hole to internal corrosion and it occurred at a caribou
crossing. He elaborated that the line is elevated but it drops
at caribou crossings and goes through what is essentially a
gravel covered culvert. It provides a ranp for the caribou to
Cross.

SENATOR DYSON asked if the hole was near one of the turns at
ei t her end.

MR. DIETRICK replied it was located in a straight section a
nunber of feet inside either end of the culvert.

SENATOR KIM ELTON noted that the evidence shows bacterial growth
in GC2. He also noted that a change in the enulsion breaking
chemi cals in the pipeline appears to coincide with the period of
increased corrosion. He asked if the conpany adjusted the
chemicals it uses or if the state or federal governnment asked BP
to adjust them

MR. DI ETRICK replied a nunber of issues potentially contributed
to the corrosion. One suggestion in the report is that the
interaction between the enmulsion breaker and the corrosion
inhibitor contributed to the problem BP is continuing to
anal yze that possibility but the nost recent information does
not indicate that the interaction of the tw agents cancels the
effectiveness of the corrosion inhibitor. The state will also
review that issue independently, he said.
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SENATOR ELTON asked if that same mix is used in other pipelines
or just in this one.

MR. DIETRICK recalled the report said the enulsion breaker was
used at just GC2, but the corrosion inhibitor is used field
wi de.

4:47: 37 PM
CHAIR WAGONER asked Ms. WIlson to review the Departnment of
Revenue report dated April 10, 2006.

ROBYNN WLSON, Director, Tax Division, Departnment of Revenue,
reported that the revenue inpact is estimated to be $27 mllion
through April 10, 2006 and assunes 77,000 barrels of deferred
production for 33 days and then 36,000 barrels for 6 days.

She understands that a bypass line was installed April 3, 2006
and as a result, the production is backup to about 75 percent of
what the main |ine woul d have been.

CHAIR WAGONER said he wunderstands that if an oil spill is
determined to be catastrophic, which is interpreted to be any
spill that is greater than 100,000 gallons, then the conpany
would not be able to use the PPT credits for clean-up costs
associated with the spill. He asked if that is correct.

M5. WLSON read AS 46.04.900 that defines a catastrophic oil

spill. The definition requires that it be an oil discharge of
100, 000 barrels or that it is a spill that presents a grave and
substantial threat. She noted that oil is required in the first

criteria but it doesn't say that in the second criteria.

Under the PPT bill that that passed the Senate yesterday,
deductions are denied for expenditures incurred to clean up
catastrophic oil spills. That |anguage is specific to oil spills
that affect inland waters, but it doesn't necessarily address
oil spills on | and.

4:53: 17 PM

Nei t her the House Resource Committee CS nor the governor's bill,
as originally drafted, have any |anguage about an oil spill.
That neans it could be interpreted that a deduction is not

precluded if it happens on a lease. If a spill happens on the
| ease, it would be upstream and would fall under the general
basket of |ease expenditures, which nakes it deductible.

However, expenditures incurred as a result of negligence are not
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deductible. M. WIson suggested that that possibility would
elicit litigious discussion.

Ms. WIlson explained that for a typical business facility
repairs are deductible, but a mjor overhaul that extends the
life of the asset is capitalized. The difference in PPT is that
if the expenditure is currently expensed, then it would be
available for a deduction. If the expenditure is a ngjor
overhaul that extended the life of the pipeline or asset, then
it would be capitalized. That nmeans that it would be both
deducted and then subject to a credit.

CHAIR WAGONER remarked as it stands now, the state would pay
about 47.5 percent.

M5. WLSON replied if it was a capitalized expenditure that
extended the Ilife of the pipeline under discussion then the
answer is yes. It would enjoy a 22.5 percent tax reduction rate
plus the credit rate of 25 percent.

4:56: 04 PM

M5. DENI SE HAWS, Econom st, Tax Division, Departnent of Revenue
(DOR), reviewed the DOR FY 2006 Revenue Sensitivity Mtrix for
Lost ANS Production. She reported that the April 1-25, 2006 ANS
price is $67.47. The average oil production for the sane dates
is 819 mllion barrels per day. Based on 33 days of |oss
production in March and 6 days of |oss production in April, the
revenue inpact is about $26 mllion.

M5. WLSON said she would provide the commttee with updated
reports that would include the amounts that Ms. Haws nenti oned.

M5 HAWS advised that the fiscal year-to-date price is $60.01,
which is $1.29 over the spring forecast.

There being no further business to come before the commttee
Chai r Wagoner adjourned the neeting at 4:59:14 PM
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