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SENATE BI LL NO. 80
“"An Act relating to allowable |ease expenditures for the purpose
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pur poses of the oil and gas production tax; and providing for an
effective date."

MOVED CSSB 80( RES) OUT OF COW TTEE

SENATE JO NT RESOLUTI ON NO. 4
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effective date.”
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SENATE BILL NO 71
"An Act relating to voluntary |and trades, purchases, and | eases
to enhance public access to certain streans for fishing,
hunti ng, and recreational activities."

Bl LL HEARI NG CANCELLED

PREVI QUS COW TTEE ACTI ON
BILL: SB 80

SHORT TITLE. OL & GAS PRODUCTI ON TAX: EXPENDI TURES
SPONSOR(s): SENATOR(s) WAGONER

02/ 09/ 07 (S READ THE FI RST Tl ME - REFERRALS
02/ 09/ 07 (S) RES, FIN

02/ 21/ 07 (S) RES AT 3: 30 PM BUTROVI CH 205
02/ 21/ 07 (S) Heard & Held

02/ 21/ 07 (S) M NUTE( RES)

02/ 28/ 07 (S) RES AT 3: 30 PM BUTROVI CH 205
02/ 28/ 07 (S) Heard & Held

02/ 28/ 07 (S) M NUTE( RES)

04/ 18/ 07 (S) RES AT 4: 00 PM BUTROVI CH 205
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04/ 20/ 07 (S) RES AT 3: 30 PM BUTROVI CH 205
04/ 20/ 07 (S) Heard & Held

04/ 20/ 07 (S) M NUTE( RES)

04/ 27/ 07 (S) RES AT 3: 30 PM BUTROVI CH 205
BILL: SJR 4

SHORT TI TLE: NATURAL GAS FOR STATE RESI DENTS
SPONSOR(s): SENATOR(s) W ELECHOWSKI

03/ 12/ 07 (S READ THE FI RST Tl ME - REFERRALS

03/ 12/ 07 (S) L&C, RES

03/ 20/ 07 (S) L&C AT 1:30 PM BELTZ 211

03/ 20/ 07 (S) Heard & Held

03/ 20/ 07 (S) M NUTE( L&C)

03/ 22/ 07 (S) L&C AT 1:30 PM BELTZ 211

03/ 22/ 07 (S) Moved CSSJR 4(L&C) Qut of Conmittee
03/ 22/ 07 (S) M NUTE( L&C)

03/ 23/ 07 (S) L&C RPT CS 2DP 1DNP 1INR  SAME TI TLE
03/ 23/ 07 (9 DP: ELLIS, DAVIS

03/ 23/ 07 (S) DNP: BUNDE

03/ 23/ 07 (S) NR: STEVENS

04/ 20/ 07 (S) RES AT 3: 30 PM BUTROVI CH 205

04/ 20/ 07 (S <Above Bill Hearing Cancel ed>

04/ 25/ 07 (S) RES AT 3: 30 PM BUTROVI CH 205
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04/ 25/ 07 (S) -- MEETI NG CANCELED - -
04/ 27/ 07 (S) RES AT 3:30 PM BUTROVI CH 205

BILL: SB 57
SHORT TI TLE: MARI NE PARKS ADDI TI ONS/ HUNTI NG ALLOWAED
SPONSOR(s): SENATOR(s) ELTON

01/ 19/ 07 (S) READ THE FIRST TIME - REFERRALS
01/ 19/ 07 (S) RES, FIN
04/ 27/ 07 (S) RES AT 3:30 PM BUTROVI CH 205
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CHAIR CHARLIE HUGA NS called the Senate Resources Standing
Commttee neeting to order at 3:42:56 PM Present at the call to
order were Senators Welechowski, Wgoner, MQ@ire, Stevens,
Green and Huggi ns.

SB 80-O L & GAS PRODUCTI ON TAX: EXPENDI TURES

3:43:52 PM
CHAI R HUGE NS announced SB 80 to be up for consideration

SENATOR WAGONER sai d he had three anendnents.
MARY JACKSON, staff to Senator Wagoner, sponsor of SB 80,
clarified that CSSB 80(RES), version M was before the

committee. She began by expl ai ning the anmendnents.

AMVENDMVENT 1

25-1LS0425\M 1

OFFERED | N THE SENATE BY SENATOR WAGONER
TO CSSB 80( ), Draft Version "M

Page 3, lines 22 - 23:
Del ete "the standard practices of the industry”
Insert "good oil field practice"

M5. JACKSON expl ained that Amendnent 1 is a result of a on-going
di al ogue between all the departnents and M. Norman. The term
“the standard practice of the industry” is deleted and *“good oil
field practice” is inserted.

She said the commttee has a menorandum from M. Bull ock, dated
April 4, saying that the term “good oil field practice” is used
in The Manual of G| and Gas.

3:45: 34 PM

JOHN NORMAN, Chair, Alaska G| and Gas Conservation Conm ssion
(AOGCC) said the AOGCC supported Amendnent 1.

CHAIR HUGA NS noved to adopt Anmendnent 1. There were no
obj ections and Anendnent 1 was adopt ed.

3:46: 28 PM

AMENDMVENT 2
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25-LS0425\ M 2

OFFERED | N THE SENATE BY SENATOR WAGONER
TO CSSB 80( ), Draft Version "M

Page 4, lines 9 - 10:

Delete "lease expenditures that may not be
deduct ed"

Insert "costs that may not be treated as |ease
expenditures or clained as a credit based on costs
that may not be cl ai med as | ease expenditures”

Page 4, line 10:
Del ete "AS 43.55.165(e), as anmended"”
I nsert "AS 43.55.165(e)(19), as enacted"

Page 4, line 13, following "AS 43.55.020(a)":
| nsert "before the effective date of this Act”

Page 4, line 15:

Delete "lease expenditures that may not be
deduct ed"

Insert "costs that may not be treated as |ease
expenditures or attributable to a credit based on
costs that may not be cl aimed as | ease expenditures”

Del ete "AS 43.55.165(e) as amended”

I nsert "AS 43.55.165(e)(19), as enacted"

Page 4, followng line 17:
I nsert a new subsection to read:

"(c) Interest on an additional anmount of tax due
under (a) of this section or on the anount of the
under paynent of an installnment wunder (b) of this
section does not begin to accrue until 90 days after
the effective date of this Act."

M5. JACKSON expl ained that Amendnment 2 is a technical anmendnent
and is a result of a conversation with M. Iverson and M. Mntz
from the Departnent of Revenue and M. Bullock. She said a
menor andum from M. Bullock dated April 4 discusses the issues
that clarify what costs are not deducti bl e.

CHAIR HUGA NS asked if this worked for the AOGCC

MR. NORMAN responded that it works fromthe AOGCC s perspecti ve.
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3:47: 45 PM
Huggi ns noved to adopt Amendnent 2. There were no objections and
Amendnent 2 was adopt ed.

3:49:30 PM
AVENDMVENT 3

25-1LS0425\ M 3

OFFERED | N THE SENATE BY SENATOR WAGONER
TO CSSB 80( ), Draft Version "M

Page 3, lines 21 - 22:

Del et e " Al aska Ql and Gas Conservati on
Conm ssi on"

Insert "person in the Departnent of Natural
Resources who is the lead person for exercising
oversight over the nmaintenance of oil and gas
facilities, equi pnent , and infrastructure in the
state"

M5. JACKSON expl ained that Amendnment 3 is the direct result of
Admi nistrative Oder 234. It deletes the AOGCC out from the
consulting group and inserts the PSIO instead, because that is
the unbrella agency that will establish nmaintenance standards so
t hat i nproper standards can be identified.

3:50: 27 PM

MR. NORMAN expl ai ned that AO 234 designates the AOGCC as one of
the working groups under the Petroleum Systens Integrity Ofice
(PSIO, the coordinating | ead agency that is set up by AO 234.

3:51:48 PM
CHAIR HUGA NS asked if there were objections to Anendnent 3.
There were none and so Anmendnent 3 was adopt ed.

3:52:11 PM
M5. JACKSON noted that the PSIO is directly funded through the
oper ati ng budget.

3:52:56 PM
CHAIR HUGA NS asked M. Norman to explain how the anmendnents
affect the bill starting on page 3, line 19.

3:54:34 PM
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MR NORMAN said that making the PSIO the wunbrella agency
streanl i nes the process.

CHAI R HUGE NS asked him to conment on subsection (B) on page 3,
line 26.

MR. NORMAN responded that subsection (B) would deny deductions
for costs “incurred to mamintain the operational capability of
facilities or equipnment shut down because of |ack of or inproper
mai nt enance of property or equipnent”. The AOGCC has only
perspective on this is that it is desirable to |eave operators
maxi mum flexibility to nake repairs to equipnent or facilities
wi thout having this general incentive to try to keep operating
when perhaps the safest thing to do would be to have a total
shut down. He enphasized that was purely a policy consideration
and that the AOGCC would work with whatever the |egislature
deci ded.

CHAIR HUGGA NS said he has heard the anal ogy used that whatever
subsection (B) does, it would be like saying that he owns an
ai rplane that needs to be maintained, but he decides to wait a
while to do that even though he knows it has a bad piston on one
side and a broken spark plug on the other. Then he puts his son
in it with him and goes bear hunting. He asked if the (B) is
bei ng characteri zed.

MR. NORMAN agreed that anal ogy captured the thought. The AOGCC s
perspective is that that decision is best left to the operator
for safety reasons and because the operator is the one who is
going to bear the consequences if he doesn't affect a good
repair. He explained that under this bill, operators still have
that flexibility, but it <contains a gentle nudge toward
continuing to operate as opposed to shutting down a facility.
The Conmm ssion has an eye on safety, prevention of waste and
things |like that.

For exanple, the North Star field had a |eak very recently and
the operator opted to shut down. The AOGCC thought that was the
nost prudent course of action, although there were sone
alternatives the operator could have pursued that wouldn't have
been objectionable. He said he just couldn’t judge whether this
| anguage woul d cause operators to decide to continue to operate
when the nore prudent course of action m ght be otherw se.

3:59:19 PM
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SENATOR CGREEN asked if the language in subsections 19 (A, (B)
and (C) [on page 26 of CSSB 80(RES) version M were standard
industry ternms and if they were well-defined.

MR. NORMAN replied that this particular provision is plow ng new
ground. The inplenmenting agencies would promul gate regul ations
to flesh out the termof “good oil field practices” and then the
courts would review them if there was a contentious issue. He
said it would be difficult to anticipate every circunstance
wi thout witing a thick code.

4:01: 39 PM
CHAIR HUGA NS said the prevailing operational termis “good oi
field practices.”

MR. NORMAN replied yes and that it is used in Title 31 in at
| east one place where the AOGCC is required to determ ne that an
operator committed waste. However, in this bill it is enployed
in other places for advising the DOR, as well. He said the term
is also used in sone of their regulations as well as in the
regul ati ons of sone other states.

4:02:29 PM

SENATOR WAGONER sai d he has seen a Solar Centaur turbine in Cook
Inlet and that the standard practices are set up in manuals by
the corporations that supply and train the people to mintain
the turbines. They generally require certain checks at certain
times in so many hours of operation - simlar to airplane
turbines. To him this nmeans if they do not follow the proper
testing and mai ntenance prescribed in those manuals, then these
costs could be disallowed. This stands to reason because nost of
t hese conpanies don't want failure, either.

MR.  NORMAN agreed, but added that sonetines there aren't
manual s. There are sonme bad oil fields around the world, he
said, and using their standard practices would not be acceptable
in Alaska. Using good oil field practices as a general standard
and is a higher nore objective standard than those relating to
specific field standards and this is the approach taken by the
AOGCC in its enforcenment operations. This is where the meaning
of “good oil field practices” could get a little bit tricky.

4:06:31 PM

CHAIR HUGE NS noved on page 3, lines 26 - 28, to delete
subsection (B)
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SENATOR WAGONER obj ected saying the subsection is an inportant

part of the bill and it’s perfectly workable the way it is. He
asked the bill's drafter to speak to it.
4:08: 03 PM

DON BULLOCK, drafting attorney, Legislative Legal Services,
expl ained that the costs referred to in this subsection would be
the result of a failure of not naintaining pipeline equipnment to
an expected level. They do not refer to just maintenance in
general. Watever costs flow from that [lack of or inproper
mai ntenance, if it results in the facility having to be shut
down for whatever reason, then those costs that would not have
ot herwise been incurred except for the lack of or inproper
mai nt enance would not be allowed to be deducted. And the way to
prevent it is to do nmintenance.

4:09:10 PM
SENATOR W ELECHOWSKI asked for a real life exanple of what would
happen if this subsection were taken out.

MR. NORMAN went back to the North Star field leak with a two-
week shut down. The operator thought shutting down was the nost
prudent course of action and imediately notified the AOGCC that
agreed. Shutting down allowed themto better perform diagnostics
and to make a repair. There were sonme other options for
continuing to operate by effecting a bypass and that would have
been acceptable to the AOGCC as well, but the fact renains that
they were out the production of 25,000 — 30,000 barrels per day
for a couple of weeks. They took the nobst conservative carefu

approach and repaired the line and that field is now back up to
full production. The limted point he raised is whether it’s
good policy to limt those expenses because there are safety and

conservation issues as well as revenue issues. They are not
tal king about willful conduct and gross negligence, but rather a
m stake. “And to be honest, mstakes happen in every single

busi ness” M. Nornman sai d.

4:11:58 PM

SENATOR W ELECHOWSKI said this isn't about just a mstake. This
is a mstake caused by an operator’s lack of or inproper
mai nt enance and he saw a big difference. Allowi ng the operator
to take the deduction is rewarding him for failing to take
proper action.

MR. NORMAN replied that he understands that, but it's still a

m stake if you go back to the root cause. It's not wllful
conduct or reckless or gross, because those situations are
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al ready covered in section 6. They' re tal king about getting down
to sonmeone, sone enployee, failed to put in the proper
lubricant, failed to change the gasket right and suddenly
sonmet hing happened. And then if it brings down the entire
facility, that’'s a consequence, but it still goes back to
sonmeone nmade a m st ake.

SENATOR W ELECHOWSKI  responded that he was looking at this
through a negligence and proximate cause lens. If a facility
shuts down as a result of negligence, wunder the laws of
negligence, the operator is responsible. So, allowing the
deductions would be rewarding negligent behavior and he didn't
t hi nk that was good public policy.

4:13: 45 PM

MR. NORMAN responded that what Senator Welechowski said was
true in the context of a negligence lawsuit and he agreed, but
under federal inconme tax policy, if you run a business and an
enpl oyee makes a mstake, it's a business expense — |ikew se
under the Al aska corporate incone tax. “Businesses are allowed
to deduct m stakes — whether you're in the fishing business or a
hardware store or whatever....”

4:14:27 PM

SENATOR WAGONER said this policy isn't up to the federal |aw at
all; it's up to the State of Alaska to determine what it wll
allow to be deducted in the PPT bill. The last six or seven

words [of subsection (B)] are crucial and the 1 — 19 deducti bles
on pages 1 — 3 are a list of things the state does not want to
all ow to be deduct ed.

4:15:13 PM
SENATOR STEDMVAN j oi ned the commttee.

4:15: 22 PM
SENATOR W ELECHOWSKI asked if operators would be able to deduct
a simlar error off their federal taxes.

MR NORVAN replied that he thought they would and nore
importantly, he pointed out that the PPT has an audit provision
that says ordinarily in a business relationship, partners wll
contribute if the other operating partner nekes a m stake. He
said, “In fact | have never seen an operating agreenent that
said that if you make a m stake and you’'re the operating partner
the rest of us aren’t responsible.”

4:16:51 PM
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SENATOR W ELECHOWBKI said it seenmed to him that people aren’t
al l oned double tax exenptions and he thought the state should
allow operators to deduct those costs from their federa
filings.

MR. BULLOCK inserted that they should step back a mnute and
| ook at what this bill is about. It is a tax bill; it’s not
about how to run an oil field. He expl ai ned:

The issue behind this bill as well as all the other
costs that are disallowed as deductions under the PPT
is that for every dollar that is allowed to be
deducted, the state is giving up 22.5 cents of
revenue. In addition, if it’'s a qualified capital
expenditure, the state is giving up another 20 percent
in the form of a credit. So, it’s 42.5 cents out of
every dollar — potentially — maxi num

And what this is - is it says in exchange for giving
t he deduction of the credit in that anobunt, what do we
expect back. Well, now under the amendnent that we

adopted we’'re expecting that they apply good oil field
practices. So, that sets our reasonabl e expectations -
that we’'re giving up some nobney; we' re expecting that
they do a good job of maintaining the equipnent.

Now, if they don't, then |ike Senator W elechowski
says, if there’s an event that causes harm then the
costs that flow from that event, which in this case
woul d be triggered by sonme failure because of a |ack

of or inproper maintenance, there wll be costs that
will be associated with that event. And new policy is
- is this cost a direct result of that event - in

which case if they have to shut it down, the costs
associated with that shutdown, and that shutdown only
occurred because they have already been found to be
the result of the lack of or inproper nmintenance. And
(B) would say since that cost flowed from that event,
that we didn't want to pay for it. Then we shouldn’'t
all ow a deduction for the cost to close.

4:19: 09 PM

SENATOR MCGQUIRE said that ordinarily in these areas of |aw,
there are the strict liability cases where you set a standard
that gets violated and you're strictly liable. And this is

bordering close to that. She reasoned further that even though
it’s a tax issue, you are really forcing a conpany to do that

SENATE RES COW TTEE -11- April 27, 2007



anal ysis of gross negligence versus negligence in making its
deductions. She wanted people to understand that negligence is
really a very low standard that’s why they came up with the
gross negligence standard. She was trying to figure out how this
amendnent woul d i npact a conpany’s deci si on-maki ng process.

4:20:41 PM

MR. NORMAN responded that he shares the frustration over recent
events, but he is looking forward 10 years and in another basin
— perhaps out in the Bristol Bay area or Copper River - a new
operator comng in and trying to figure out how taxes work in
the State of Alaska. He felt obligated to point out that
normal | y:

If a conpany is guilty of wlful conduct, the others
don't contribute at all, they |ose any deduction. If
they are guilty of gross negligence, they |ose that
ability. Certain conduct also is deened in the law to

be deserving of treatnent for strict liability as
Senator McQuire identified and an exanple of that is
in section 16 of the bill. It says if you have

hydrocarbons and they get lose into the environnent,
we don't care why you did it; we don't care how
careful you were, if it happened, you re not going to
get any deducti on.

The only thing that | am attenpting to identify right
here is that this is rather wunusual to zero-in on
negli gence, which is at the top of the heap is wlful
m sconduct and then there’s gross negligence -
reckl essness - and those things normally are
di sal | oned.

4:24: 06 PM

SENATOR MCGUIRE followed up saying that the conmittee has a
certain party in mnd right now, but the legislature is trying
to enact a state policy that will be used for years to cone and
she was concerned that the wong word might get out.

4:26: 08 PM

SENATOR WAGONER argued that he agrees to do certain naintenance
when he buys a car. If he blows the engine at 69,000 mles and
has not changed the oil properly, the dealer will not replace
t he engi ne because it was not properly maintained.

4:26:51 PM
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SENATOR W ELECHOWSKI said this bill is not trying to put anybody
in jail here and negligence is not nentioned anywhere. It isn't
punitive, but rather it offers an incentive for good oil field
practices. They are saying if operators don't have good
practices, they will not be allowed to deduct these costs.

SENATOR MCGUI RE agreed with him but added that the problemis
that certain things are inplied in the statute when they aren’t
sai d. Maybe it should inply a nental state and say
“intentionally inproperly maintained”.

SENATOR W ELECHOWSKI said they are talking about a lack of or
i mproper nmaintenance while looking at good oil field practices
in making that determnation. He didn't have a problem wth
saying to soneone that they don't get a tax deduction for |ax
i nproper mai ntenance or conpletely just ignoring maintenance -
whet her it’s negligence or good oil field practices.

4:29:13 PM at ease 4:29:16 PM

CHAIR HUGA NS restated his amendnent to del ete subsection (B) on
lines 26 — 28, page 3 of CSSB 80(RES), version M and asked for
aroll call vote

Senators Green, Stednan, Stevens, MQuire and Huggins voted yea;
Senators W el echowski and Wagoner voted nay; so the anendnent
was adopt ed.

4:30: 32 PM

SENATOR GREEN asked if there had been any effort to bal ance out
the lack of deductions wth the 30-cent per barrel credit in the
new | anguage.

CHAIR HUGA NS said the commttee had sonme conversations on that
issue and had two nenos from Dr. Pedro van Meurs and testinony
fromthe comm ssioner of DOR that found sonme connectivity.

SENATOR STEDVAN expl ained that his understanding is that the
comm ssi oner of DOR brought forward the transcribed mnutes from
August 9, 2006 on Anendnent 7 that had the actual conversation
that indicated a clear tie-in.

CHAIR HUGA NS said there appears to be nore connectivity between
the two when you read the | anguage.

4:31:48 PM
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SENATOR WAGONER asked M. Bullock to address that because he
didn’t see any connection between the two.

4:32: 05 PM

MR. BULLOCK said this has to do with legislative intent, which
is a tricky issue because it goes to what was in the mnds of
the people that voted at the time. He didn't think the
confidential nmeno that was not released until this year could be
considered to figure out what the legislature intended when the
anendnent was offered by Senator Wagoner in the Specia
Commttee on Natural Gas Developnent. He had searched the PPT
hi story and | ooked at the mnutes and could find no nention of
negligence or a standard of care being a Ilinchpin for
determ ni ng whether sonething could be deducted or not. However
he sai d:

Now, the irony of the 30 cents is the wrse the
repair, the slower the oil flows. Since the floor is
30 cents tinmes the production, that it allows actually
nore costs to be deducted or allowable [indisc.] when
the oil slows down. So, in a way, the 30 cents has a
downsi de, t oo0.

SENATOR GREEN asked if that should be corrected.

SENATOR STEDMAN asked M. Bullock if he listened to the actual
nmeeting or just read the m nutes.

MR. BULLOCK replied that he read the mnutes and the sponsor’s
comments that are in the m nutes.

SENATOR STEDMAN asked him to listen to the voice of Dr. van
Meurs on August 9 particularly on Anendnent 7.

CHAIR HUGEA NS said Dr. van Meurs had alluded to sonme
interconnectivity at that tine.

MR. BULLOCK replied that you would only get to legislative
intent to the extent that it’'s unclear in the wording of the
statute, itself and the statute doesn’'t talk about a |evel of
care that is expected under the 30 cents. It talks about terns
of repairs and replacenent and how those costs should be treated
and deduct ed.

4:34:57 PM

He explained that 30 cent provision neans the first 30 cents is
multiplied by the production and sets is what the operator is
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going to have to pay. It’s not a deduction until they rise above
the 30-cent floor. |If production is low, the 30 cents is
multiplied by a smaller nunber so you re disallowng a smaller
anount of costs because the volune is less. He further opined
t hat :

| f you have a problem with that or you want to change
the policy, |I don't think you can do it just by sinply
moving the words around in that sentence. Wlat this
bill does is that it approaches the problem from
anot her angle and that’s by disallow ng costs that are
related to this lack of or inproper naintenance. So

this is saying these <costs aren’'t even deducted
because that 30 cents applies to costs that would be
al l omwabl e, not costs that aren’t allowable. And this
bill would rmake certain costs not allowable — so not
even subject to that [indisc.].

4:36:16 PM

SENATOR STEDMAN said he understands what M. Bullock is saying
but the discussion around the amendnents was how to deal wth
concerns from Alaskans as to whether the replacenent of pipes
and a conplete significant overhaul of Prudhoe Bay could result
in very significant tax breaks. He said that was a direct quote
from Dr. van Meurs and as the legislature works through this
policy call by using the negligence issue |anguage and all the
i ndustry and state disagreenents over what those should be, he
recalled the conpromse solution was the 30-cent provision.
“That was pretty clear that we were looking at the total
production in volume and not trying to isolate individual
fields.”

4:38: 07 PM
SENATOR WAGONER sai d:

M. Chairman, | take exception to that conment because
| happen to be the naker of the notion. The 30 cents
was to bring us closer to a gross bill than a net
bill. That was the sole purpose of the 30 cents and
Pedro van Meurs said that’s the best way he could
figure out to bring us there. And that was done in
consultation with nyself and two other senators in ny
office on the Saturday that he wote that nenp, which
| think was the fifth or I can’'t renmenber. |1’ve got em
all here. It had nothing to do wth pipelines and
corroded pipelines. This 30-cent anmendnent was crafted
before BP nade their announcenent and if you | ook back
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on the tinmeline that | distributed here, that’'s very
obvious. You can follow it right down date for date
for date. The BP shutdown happened on the 7'"™ Pedro’s
meno to nme was on the 5'". So we had already crafted
t hat 30-cent anendnent two days prior to BP announcing
the shutdown and tal king about the bad corrosion on
t heir pi pes.

4:39: 06 PM
CHAIR HUGGA NS said Senator Stedman was referring to Pedro van
Meurs’ testinony on August 9 subsequent to the shutdown.

SENATOR WAGONER commented: “It’s kind of chicken or egg, M.
Chai rman.”

MR. BULLOCK realigned the argunment saying that the 30 cents
applies to a floor on costs that are allowed and the bill before
them says that certain costs aren’t going to be allowed. So they
never even get to the 30-cent issue because they are not
sonething the state is willing to share the cost on if this bil

i s adopt ed.

4:39:56 PM at ease 4:49: 39 PM

SENATOR STEDVAN read a portion of Dr. van Meurs testinony on
from August 9, 2006 Anendnment 7 that his staff had transcri bed:

DR. PEDRO VAN MEURS: G eat pleasure to give a little
bit of background on this anmendnment. | think over the
last few days in particular there has been enornous
concern expressed anong Alaskans as to whether the
repl acenent of pipes and conplete significant overhaul
of Prudhoe Bay could result in very significant tax
breaks or very significant deductions...

So consequently, the easiest thing is to sinply say

okay, we take sone base off of capital, sone base
expenditure that really wll be replacenent in the
future - probably the oil lines wll have to be

replaced or other facilities or equipnent or punps
woul d have to be replaced. And we, over the next 20 to
30 years that we hope Prudhoe Bay and other fields
will still produce.

(Senator Stedman: He’'s non-Anerican, so there’'s a
little difficult in the flow of the |anguage.)
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DR. VAN MEURS: And it is much - rather than debating

forever between the auditors and the oil conpanies
whet her sonething was repair or sonething was
betterment - it is much easier to sinply say okay we
wil | simply disallow nodest floor of capital

expenditures. From an international perspective, 30
cents a barrel taxable production seens to be a
r easonabl e nunber

SENATOR STEDMAN observed that this was on legislators’ nmnds as
they dealt with these anendnents and tried to cone up with a
conprom se

4:52:31 PM

SENATOR WAGONER went a step further to say that there were sone
words missing fromthat transcription that are in this anmendnent
and those are: “was  not maintained or was inproperly
mai ntained”. He said this is the crux of the matter — the bottom
l'ine.

4:52:59 PM
SENATOR W ELECHOWSKI read further down to page 2, starting at
line 8 [of the transcript] where Dr. van Meurs says: “And that

woul d guarantee Al askans that under this PPT bill there would be
no credits - say for replacenent of the pipe - that sone
Al askans are worried about.” He opined, since he wasn't in the

| egislature at that tinme, if this happened on August 9 and the
BP pipe problem happened a couple of days before that, he
presuned that would be the pipe that Al askans were worried about
and that Dr. van Meurs is referring to in saying that there
woul d be no credits for replacenent of the pipe.

4:53:58 PM

SENATOR STEDVAN recalled that when they talked about the 30
cents, it wasn't 30 cents for one year or 30 cents for three
years. The 30 cents was to run in perpetuity against the life of
the field and certainly in some years it would be favorable to
the state and in sone years it probably wouldn't be.

4:54:26 PM
SENATOR GREEN remarked that she was so happy to get her question
answer ed.

4:55: 30 PM
CHAI R HUGE NS announced that HB 186 woul d not be heard today.

4:56: 11 PM
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SENATOR STEDVAN noved to pass SB 80 from conmttee from
committee with individual recomendations and attached fi scal
notes. There were no objections and CSSB 80(RES) noved from
conmmittee.

SJR 4- NATURAL GAS FOR STATE RESI DENTS

4:57:17 PM
CHAI R HUGE NS announced SJR 4 to be up for discussion.

SENATOR MCGUI RE noved to adopt CSSJR 4, version L. There were no
objections and it was so ordered.

4:59: 05 PM

SENATOR W ELECHOWBKI, sponsor of SJR 4, explained that this
resol uti on addresses the escalating costs of natural gas in the
Cook Inlet area, which provides energy for approximtely 473,000
Al askans or 71 percent of the state’s population to heat their
homes and busi nesses from Fai rbanks to Kenai .

He said the Kenai Liquefied Natural Gas Plant has requested from
t he Federal Energy Regul atory Conmm ssion (FERC) an extension to
continue an export license so that it can continue to export
natural gas overseas. The adm nistration has placed a set of
conditions that nust be nmet before the application is approved
and this resolution is sinply asking FERC to do a couple of
different things — to essentially |ook at the natural gas supply
that exists in Cook Inlet and consider that a recent poll
i ndicates that 89 percent of Alaskans believe that maxi mum use
of our natural resources includes providing |low cost gas for
Al askans.

The resolution urges the producers in the Cook Inlet region to
work with local utilities to insure an adequate and affordable
|l ong-term gas supply. It wurges the Regulatory Comm ssion to
expedite the review of any utility contracts and asks the
Departnment of Energy in its review of the application to
consi der whether the needs of Al askans are being nmet. Enstar,
Chugach Electric Association, Alaska Public Interest Research
Goup (AKPIRG and AARP have submitted letters of support for
this nmeasure.

5:00: 23 PM
SENATOR WAGONER said he had no problem with the resolution, but
poi nted out that he wasn’t sure if the Phillips plant shut down

tomorrow that it would have an effect on the price of gas in
Cook Inlet, because currently the gas in Cook Inlet that 1is
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supplying the utilities is under contract for a specific anount
of noney. One contract is based on Henry Hub and one is naybe 80
cents less than Henry Hub. Enstar says that all their custoners
pay at the sane rate whether they are on the Kenai or in
Anchorage and he didn't know if Southcentral custoners had a
chance at getting nore affordable gas because the state is also
tasked with getting market value for its gas. Further he didn't
know that the Al aska |egislature could put out gas for |ess than
mar ket val ue.

Secondly, he pointed out that on line 13 of page 2, the
resolution tal ks about 58 residents of the LNG plant, which is
true; but Marathon, who is a partner wth ConocoPhillips,
produces probably over 55 percent of the gas that goes into the
pl ant and has many nore enpl oyees, approximately 100 to 150. He
woul d Iike to see that addressed.

SENATOR W ELECHOWBKI said he would be happy to work with himto
try to come up with |Ianguage that would include everyone.

5:03: 33 PM

SENATOR WAGONER said one nore thing to think about is if
production shuts down, problens happen and “none of it’s very
pretty over a longer period of tinme.” He speculated that the gas
woul d have to go into storage.

5:04: 02 PM

JOHN NORMAN, Chair, Alaska Gl and Gas Conservation Conmm ssion
(AOGCC), came back to testify. He said there could potentially
be a conservation issue if those reservoirs were shut in but it
woul d be inappropriate for him to coment further, because at
sonme point in the future the conmm ssion mght have to intervene
in the proceeding.

5:05:42 PM

RI TA HATCH, Anchorage resident, said she has been on the heating
program since she noved there 10 years ago. She thought the gas
bel onged to Alaska in the first place and reasoned if you know
you're short on gas, why give it to other countries.

5:07: 07 PM

SENATOR W ELECHOWSKI said the resolution is asking FERC to | ook
at whether the needs of the Al askan people are being net before
it agrees with the application.

M5. HATCH said their needs are not being net.
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SENATOR STEDMAN commented that a partial answer to that question
in Cook Inlet is that supply is definitely a concern whether
repl acenent cones from LNG a line fromthe North Slope or coal
gasification. Now that the price for the custoner nore reflects
mar ket prices, he thought nore exploration interest would be
seen there.

5:08: 52 PM
SENATOR WAGONER expl ained that people need to be aware that
several tinmes this winter ConocoPhillips decided to short the

supply of gas to its plant in order to supply gas during a
proj ected peak demand period over and above the contract Enstar
had with both Chevron and Marathon. ConocoPhillips is a pretty
good nei ghbor that way.

M5. HATCH comented that the price of gas has gone up 30 percent
in the last three years so conpanies are not hurting by selling
it to Al askans.

5:10: 13 PM

SENATOR WAGONER said Al askans aren’t paying $14/ncf |ike sone
people in the Lower 48 do. Alaska continually has the advantage
of the cheapest gas available in the United States.

M5. HATCH said we should get it cheaper.

5:11: 24 PM

CURTI S THAYER, Director, Corporate and External Affairs, Enstar
Natural Gas, said Enstar represents over 125,000 neters or
340, 000 Al askans and they supported SJR 4.

CHAIR HUGE NS said SIR 4 woul d be set aside to work out details.

SB 57- MARI NE PARKS ADDI TI ONS/ HUNTI NG ALLOWED

5:12:48 PM
CHAI R HUGGE NS announced SB 57 to be up for consideration

SENATOR KIM ELTON, sponsor of SB 57, said it adds sone snall
Juneau islands that stretch from the edge of Auke Bay north to
the base of Lynn Canal to narine parks. The islands are
frequented by locals and visitors and nost of them have deer
hunti ng and fishing, gat heri ng of subsi st ence f oods,
recreational activities like picnicking and canping and have
commercial fishing in the adjacent waters.

5:14: 13 PM
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He has heard of no opposition to this neasure and it is
supported by the Territorial Sportsnen, which is one of the
groups that work wwth the state to add enhancenents to the state
park lands. The Southeast Alaska Land Trust, the State Parks
Advi sory Board and Col dbelt Corporation support it and the CBJ
Assenbly has al so passed a resolution in support of it. The one
i n-hol der supports it.

5:16: 05 PM

SENATOR ELTON pointed out that |anguage on page 2, section 2,
provides that the DNR conm ssioner may not prohibit hunting
within a marine park unit of the Alaska State Park System and
adds that to existing language “fishing, hunting, or trapping
rights permtted under |law or regulation.”

He said the House conpanion bill added another |[|ayer of
protection to commercial fishing in waters adjacent to the
i slands that are being added, but he didn't think it was needed.
However, he would leave that up to the commttee and had no
problem w th that additional |anguage.

5.17:16 PM
CHAI R HUGGE NS asked what restrictions the state parks have now.

5:18: 01 PM

M KE EBERHARDT, Superintendent, Southeast Area, D vision of
Parks and Recreation, Departnment of Natural Resources (DNR),
answered that state marine parks are open to hunting and
fishing. They don’t allow commercial use of the park or resource
extraction and fire pits are limted.

5:20: 19 PM
CHAIR HUGA NS asked if aircraft was restricted.

MR. EBERHARDT replied no; parks are specifically open to
aircraft.

SENATOR STEDMAN said asked why 20 fathonms was sel ected on page
2, line 13, instead of 10 fathonms, which is wusually clearly
del i neated on nost charts just by col or.

MR. EBERHARDT replied that the inpetus was to not garner a |ot
of water wunder the jurisdiction of State Parks, which is
entirely focused on the uplands. A park unit is designated via
aliquot parts of land. In this situation just to enconpass all
of the uplands, there were huge blocks of water that commercia
fishers mght want to use that don’t really neet the statutory
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reasons for making the park. So, the acreage has been kept as
smal | as possi bl e.

5:22:10 PM

SENATOR STEDVAN said 10 fathons is shallower than 20 fathons and
is clearly delineated on the charts and it would be easier for
people to know when they are in the park and out of the park.
Al so, nost people try to anchor at 8 or 9 fathons, not 20
fat hons.

MR. EBERHARDT replied that the division was trying to exclude as
much wat er as possi bl e.

5:23:17 PM

SENATOR WAGONER said he has experience with state parks and
asked why he didn't just nake the boundaries at nean |ow water
He has unhappy people now because there is nore water in
Kachemak Bay State Park than | and.

SENATOR ELTON attenpted to explain that using 10 fathons nmade
sense to himfor two reasons - it's clearly delineated on marine
charts and nost people anchor in 10 fathons of water or less. It
al so makes sense to include adjacent waters when you’' re talking
about a marine park, because one of the issues is anchoring
buoys and other things that nay or may not need to be added to
enhance the park and make it easier for people to use. Using
mean |ow tide mght make park enhancenment nore difficult in the
future.

5:26:14 PM
SENATOR STEDMAN asked if “fishing” should be added to “hunting”
on line 6 so if a person is trolling, he can troll by the beach.

SENATOR ELTON said he had no problemw th that either.

CHAI R HUGE NS asked what he has to do to canp with a troop of 20
boy scouts.

MR. EBERHARDT replied that he would need a permt to assenble
within the park with nore than 20 people. It doesn’'t cost
anything; they just want to know where people are assenbling so
they don’t interfere with the normal use of the park units.

SENATOR ELTON added that interference with other park users is
often not an issue on these small i sl ands.

5:27:52 PM
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CHAIR HUGE NS asked if they would have a wolverine trapping
problem in this area or sone other critter that sonebody wants
to trap.

MR. EBERHARDT replied that marine parks don't have a trapping
i ssue.

CHAIR HUGA NS said SB 57 would be held and he adjourned the
meeting at 5:28:48 PM
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