ALASKA STATE LEG SLATURE
HOUSE RESOURCES STANDI NG COWM TTEE
April 13, 2009
1: 05 p. m

VEMBERS PRESENT

Representative Crai g Johnson, Co-Chair
Represent ati ve Mark Neuman, Co-Chair
Representative Bryce Edgnon
Representative Kurt O son

Represent ati ve Paul Seaton
Representative David Guttenberg
Representative Scott Kawasaki
Representative Chris Tuck
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Representati ve Peggy W1 son
COW TTEE CALENDAR

HOUSE BI LL NO. 163
"An Act clarifying the purpose of +the Alaska Natural Gas
Devel opnent Authority; and relating to definitions of certain
terns in AS 41.41."

- MOVED CSHB 163(RES) OUT OF COWM TTEE

HOUSE Bl LL NO. 217

"An Act relating to the tax applicable to the production of
natural gas used in the state as fuel or feedstock in producing
a manufactured end product.”

- HEARD AND HELD

CS FOR SENATE JO NT RESOLUTI ON NO. 16( RES)

Expressing support for responsible devel opnent of the oil and
gas resources in federal waters offshore of Al aska's coast as a
neans to ensure energy independence, security for the nation,
and jobs for Al askans; and urging the United States Congress to
provide a mneans for <consistently sharing with all coastal
ener gy- produci ng states, on an ongoi ng basis, revenue generated
fromoil and gas devel opnent on the outer continental shelf, to
ensure that those states devel op, support, and nmaintain
necessary infrastructure and preserve environnmental integrity.
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- MOVED CSSJR 16( RES) QUT OF COW TTEE

HOUSE JO NT RESOLUTI ON NO. 33

Ur gi ng i mredi at e action by t he gover nor, the Al aska
Congressional delegation, and state and federal agencies to
assist in the restart of oil production in Cook Inlet that was
affected by the eruption of M. Redoubt.

- HEARD AND HELD
PREVI QUS COW TTEE ACTI ON
BILL: HB 163

SHORT TI TLE: ALASKA NATURAL GAS DEVELOPMENT AUTHORI TY
SPONSCR(s) : RULES BY REQUEST OF THE GOVERNOR

03/ 02/ 09 (H) READ THE FI RST Tl ME - REFERRALS
03/ 02/ 09 (H ENE, RES, FIN

03/ 28/ 09 (H ENE AT 10: 00 AM BARNES 124
03/ 28/ 09 (H Heard & Held

03/ 28/ 09 (H M NUTE( ENE)

04/ 09/ 09 (H ENE AT 3: 00 PM BARNES 124

04/ 09/ 09 (H Moved Qut of Conmittee

04/ 09/ 09 (H M NUTE( ENE)

04/ 10/ 09 (H) ENE RPT 3DNP 3NR

04/ 10/ 09 (H DNP: RAVMRAS, PETERSEN, EDGVON
04/ 10/ 09 (H NR. DAHLSTROM JOHANSEN, TUCK
04/ 11/ 09 (H) RES AT 12: 00 AM BARNES 124
04/ 11/ 09 (H Heard & Held

04/ 11/ 09 (H) M NUTE( RES)

04/ 13/ 09 (H) RES AT 1:00 PM BARNES 124

BILL: HB 217
SHORT TITLE: TAX ON GAS FOR | N STATE MANUFACTURI NG
SPONSOR(s): REPRESENTATI VE(s) NEUMVAN

04/ 06/ 09 (H) READ THE FIRST TIME - REFERRALS
04/ 06/ 09 (H) RES, FIN
04/ 13/ 09 (H) RES AT 1: 00 PM BARNES 124

BILL: SJR 16
SHORT TITLE. OFFSHORE O L & GAS REVENUE
SPONSOR(s): SENATOR(s) W ELECHOWSKI

03/ 20/ 09 (S) READ THE FIRST TIME - REFERRALS
03/ 20/ 09 (S) RES
03/ 25/ 09 (S) RES AT 3:30 PM BUTROVI CH 205
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03/ 25/ 09 (S) Heard & Hel d

03/ 25/ 09 (S) M NUTE( RES)

03/ 27/ 09 (S) RES AT 3:30 PM BUTROVI CH 205

03/ 27/ 09 (S) Moved CSSJR 16(RES) Qut of Committee

03/ 27/ 09 (S) M NUTE( RES)

03/ 30/ 09 (S) RES RPT CS 4DP INR  NEWTITLE

03/ 30/ 09 (S) DP: MCGURE, WELECHOABKI,  FRENCH
STEVENS

03/ 30/ 09 (S) NR. HUGG NS

04/ 03/ 09 (S) TRANSM TTED TO (H)

04/ 03/ 09 (S) VERSI ON:  CSSJR 16( RES)

04/ 06/ 09 (H) READ THE FIRST TIME - REFERRALS

04/ 06/ 09 (H) RES

04/ 13/ 09 (H RES AT 1: 00 PM BARNES 124

Bl LL: HJR 33
SHORT TITLE: RESTART COOK | NLET PRODUCTI ON
SPONSOR('s): REPRESENTATI VE(s) OLSON

04/ 13/ 09 (H READ THE FIRST TIME - REFERRALS
04/ 13/ 09 (H) RES
04/ 13/ 09 (H) RES AT 1: 00 PM BARNES 124

W TNESS REG STER

DONALD BULLOCK JR., Legislative Counse

Legi sl ative Legal and Research Services

Legi sl ative Affairs Agency

Al aska State Legislature

Juneau, Al aska

PCSI TI ON  STATEMENT: During the hearing on HB 163, answered
guesti ons.

DONALD BULLOCK JR., Legislative Counse

Legi sl ative Legal and Research Services

Legi sl ative Affairs Agency

Al aska State Legislature

Juneau, Al aska

PCSI TI ON  STATEMENT: During the hearing on HB 217, answered
guesti ons.

KEVI N BANKS, Director

Division of Gl & Gas

Department of Natural Resources

Anchor age, Al aska

PCSI TI ON  STATEMENT: During the hearing on HB 217, answered
guesti ons.
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LENNI E DEES, Audit Master

Tax- Production Audit G oup

Departnent of Revenue

Anchor age, Al aska

PCSI TI ON  STATEMENT: During the hearing on HB 217, answered
guesti ons.

M CHELLE SYDEMAN, St aff,

Senator Bill W el echowski

Al aska State Legislature

Juneau, Al aska

PCSI TI ON STATEMENT: | ntroduced SJR 16 on behalf of the Senate
Resour ces St andi ng Comm ttee, sponsor, whi ch Senat or
W el echowski co-chairs.

JENNI FER SENETTE, Staff,

Representative Kurt O son

Al aska State Legislature

Juneau, Al aska

POSI TI ON  STATEMENT: Introduced HIR 33 on behalf of
Representative O son, sponsor.

KEVI N BANKS, Director

Division of Gl & Gas

Depart ment of Natural Resources

Anchor age, Al aska

PCSI TI ON  STATEMENT: During the hearing on HIJR 33, answered
guestions and suggested an anendnent.

JACK W LES

Kachemak Bay Conservati on Soci ety

Hormer, Al aska

PCSI TI ON STATEMENT: During the hearing on HIR 33, urged a nore
t horough analysis of the Drift River G| Term nal situation.

ROBERT ARCHI BALD

Kachemak Bay Conservati on Soci ety

Hormer, Al aska

PCOSI TI ON STATEMENT: During the hearing on HIR 33, urged a new
facility be designed that is not in the floodplain of a volcanic
river.

ELI SE WOLF
Homer, Al aska
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PCOSI TI ON STATEMENT: During the hearing on HIR 33, urged the
Drift River Ol Termnal not be restarted and encouraged that a
pi pel i ne be constructed instead.

VWH TNEY LOWE
Hormer, Al aska
POSI TI ON  STATEMENT: During the hearing on HIR 33, stated it
woul d be inappropriate to re-open the Drift River Ol Term nal
at this tine.

ACTI ON NARRATI VE
1: 05: 57 PM

COCHAIR MARK NEUMAN called the House Resources Standing
Commttee neeting to order at 1:05 p.m Representatives Edgnon,
A son, Seaton, Johnson, and Neuman were present at the call to
order. Representati ves Cuttenberg, Kawasaki, and Tuck arrived
as the neeting was in progress.

HB 163- ALASKA NATURAL GAS DEVELOPMENT AUTHORI TY

1: 06: 23 PM

CO CHAI R NEUMAN announced that the first order of business is
HOUSE BILL NO 163, "An Act clarifying the purpose of the Al aska
Nat ural Gas Devel opnent Authority; and relating to definitions
of certain terns in AS 41.41."

CO- CHAIR JOHNSON nmoved that the commttee adopt version 26-
GH1057\ R, Bul l ock, 4/13/09 (Version R), as the working docunent.
There being no objection, Version Rwas before the conmttee.

CO- CHAIR NEUVAN referred nenbers to the April 13, 2009, |egal
expl anation received from M. Bullock in regard to the
conceptual anendnents incorporated into Version R

1:07: 15 PM

CO- CHAIR JOHNSON asked whether Representative Seaton had
reviewed the legal opinion as to the incorporation of his
anendnent regarding the [Al aska] outer continental shelf (OCS)
[ Conceptual Anmendnment 1 passed on April 11, 2009].

REPRESENTATI VE SEATON explained that his intent wth the
amendnent was to take input of gas into a pipeline, not build a
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pi peline offshore to an OCS supply. Therefore, he continued,
the wording in Version R acconplishes the goal of the anmendnent.

1: 08: 36 PM

CO CHAIR JOHNSON noted that Version R may not have incorporated
Representative Quttenberg's anmendnent [Conceptual Anendnent 2
passed on April 11, 2009].

REPRESENTATI VE GUTTENBERG replied that Version R does not.

CO CHAIR JOHNSON said he thinks M. Bullock has anmendnents that
will do what Representative GQuttenberg wants to do.

REPRESENTATI VE GUTTENBERG npved Anendnent 1, | abel ed 26-
G1lO57\ A. 2, Bullock, 4/13/09, as foll ows:

Page 2, line 2:
Del ete "the pipeline system project”
Insert "[THE] pipeline system projects [PRQJECT]"

Page 2, line 11:
Del ete "nmarkets"
| nsert "a market"

Page 2, line 12, followng "or":
Insert "to a narket in the state and"

CO- CHAI R JOHNSON obj ected for purposes of discussion

REPRESENTATI VE GUTTENBERG said his intent is to ensure that
every time a market or project is described it includes a market
in the state.

1: 10: 25 PM

DONALD BULLOCK JR., Legislative Counsel, Legislative Legal and
Research Services, Legislative Affairs Agency, Al aska State
Legi sl ature, understood the intent of the anmendnent is to ensure
that no matter the project, it include delivery to a market in
the state. Therefore, he continued, Anmendnent 1 says that it be
to a market in the state or to a market in the state and to
alternative tidewater points, Cook Inlet and Prince WIIliam
Sound.

HOUSE RES COW TTEE - 6- April 13, 2009



REPRESENTATI VE SEATON asked whet her Amendnent 1 would nean that
an export market could not be built unless there is also sone
other delivery in the state.

MR. BULLOCK responded that it avoids the issue of a pipeline
that would bypass all the in-state narkets by going just to
ti dewater and being exported. He understood the anendnent's
intent is to ensure that there is gas delivered fromthe project
to a market in the state; whether or not sone of the other gas
is exported woul d not be affected.

1:12:15 PM

REPRESENTATI VE GUTTENBERG, in response to Co-Chair Neunan,
agreed [Anendnment 1 was to the original version of HB 163, not
Version R|. He said he believes that in Version R the anendnent
woul d apply to page 2, line 12, after the last "or". In further
response, he said page 2, [lines 12-13], of Version R would
t herefore read:

North Sl ope of Alaska or other regions of the state to
market in the state or to a market in the state and to
ti dewater at a point on Prince WIIliam Sound

1: 13: 37 PM

CO- CHAIR NEUMAN inquired whether Representative Quttenberg's
intent is to ensure that gas conmng down an in-state pipeline
can only be sold to markets in the state.

REPRESENTATI VE GUTTENBERG answered no. He explained that any
gasline in the state under the Al aska Natural Gas Devel opnent
Authority (ANGDA) has to have an in-state use conponent. |f gas
must be exported in order to make the project econom cal, sone
conponent of the project's gas will also be used in-state; a
project could not be built just for export. It does not matter
what is taken off for use in-state, it could be any of the
hydr ocar bons.

1:14: 32 PM

CO CHAI R NEUMAN surm sed that Amendnent 1 would disallow running
gas down a pipeline to Valdez for |iquefaction and export.

REPRESENTATI VE GUTTENBERG responded that sone conponent of such
a pipeline wuld have to be used for in-state market.
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CO CHAI R NEUWVAN said he is wary of the |anguage.

CO CHAIR JOHNSON said his understanding of Amendnent 1 is that
it would assure off-take points sonmewhere along the pipeline for
use of in-state gas and is therefore consistent with what was
done for the "big line". He said he thinks it is consistent
wi th what is needed.

1:15: 48 PM

CO-CHAIR NEUMAN noved that the line nunbers in Amendnent 1 be
anended to conformto Version R

REPRESENTATI VE GUTTENBERG agr eed.

MR, BULLOCK clarified that to conformto Version R Amendnent 1
woul d need to be anended to read as foll ows:

Page 2, line 3:
Del ete "the pipeline system project”
Insert "[THE] pipeline system projects [PRQJECT]"

Page 2, line 12:
Del ete "nmarkets"
| nsert "a market"

Page 2, line 12, followng "or":
Insert "to a narket in the state and"

There being no objection, the anendnent to Amendnent 1 was
passed.

1: 16: 49 PM

REPRESENTATI VE SEATON outlined a scenario in which gas from the
Nenana basin supplies Fairbanks prior to the building of ANGDA' s

line and then no one buys gas from an off-take on this line
because it is nore expensive than the Nenana gas. He asked
whet her Amendnent 1 would then nean that the gas could not be
exported because none is supplied for in-state use. I n ot her

words, a gas line could not be built unless it supplies gas to
an in-state market, even if it provides access to supply.

REPRESENTATI VE GUTTENBERG replied that that reading would be
right should the market in the state for gas be satiated and
there are economcs for another line, which is sonething he is
unsure he will see in his lifetine. However, he continued, he
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wants to ensure that the project description now, going forward,
says that any project will have an in-state use conponent.

MR. BULLOCK pointed out that the focus of HB 163 is on a project
by the Alaska Natural Gas Devel opnent Authority and therefore
Amendnment 1 would not be applicable to any other pipeline. He
said he believes the original intent of part of ANGDA was not
only to get gas produced, but also to get it to Al askans, so
Amendnent 1 follows the original intent that Al askans would
benefit from an ANGDA project. Anmendnent 1 would have no effect
on a project outside of ANGDA, he pointed out.

1:19: 28 PM

REPRESENTATI VE EDGVON i nqui red whether the wording presently in
HB 163 is sufficient to carry out the purpose of Anendnent 1,
whi ch seens to add a finer level of detail to the neaning.

MR. BULLOCK answered that he thinks Amendnent 1 specifically
clarifies that whether the option is to a market in-state or to
tidewater, there is going to be a market in the state. As the
bill is currently witten, it could be read as an alternative -
either to a market in the state or to tidewater.

1: 20: 15 PM

REPRESENTATI VE SEATON argued that this constraint neans that if
Nenana conmes on line and supplies gas cheaper to Fairbanks than
could be supplied fromthe North Sl ope, ANGDA could not build a
line to Valdez for export because it would not also be supplying
gas for in-state. He said he thinks the taxation structure for
exports provides a natural incentive for a supplier to first
fill up as nuch of the l|ocal nmarket as possible. He feared
that, in the future, Anendnent 1 could put a constraint on
ANGDA' s ability to build an export gasline.

REPRESENTATI VE GUTTENBERG responded that his job as a | egislator
is to ensure that ANGDA's project, at this point, has an in-
state conponent, and soneone else can build a project that is
outside of this. Until such time as the in-state market is
satiated, he said, ANGDA s proposal s should have a conponent for
i n-state use.

1: 23: 29 PM

REPRESENTATI VE SEATON described a scenario in which gas is
brought to [the N kiski liquefied natural gas (LNG plant] for
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export and Cook Inlet gas provides the supply for in-state use
i n Sout hcentral Al aska. He asked whether it is a net anbunt of
gas that is being tal ked about or nolecules of gas as regards to
how the restriction would worKk.

REPRESENTATI VE GUTTENBERG replied that when the devel opnent of
projects in Southcentral, Southeast, and Interior Al aska have

changed that nuch, there wll |Iikely be Ilegislation brought
forward that clarifies those purposes, the markets, and Cook
I nl et exports. At that point he would consider all those

changes, but right now on ANGDA's project he wants to make sure
there is an in-state use conponent.

1: 26: 03 PM

CO CHAI R JOHNSON said he synpathizes with Representative Seaton
but thinks it is acceptable for soneone with a project from the
North Slope to Valdez with no in-state use conponent to have to
conme back to the |egislature. Therefore, based on what he has
heard from his constituents, the mandate in Anmendnent 1 for in-
state supply is appropriate. For now the nessage nust be very
loud and clear to ANGDA, the governor, and the citizens of
Al aska that the in-state use of natural gas is the top priority.
He wi thdrew his objection to Arendnent 1.

1:27:12 PM

REPRESENTATI VE SEATON objected to Amendnent 1, saying he wants
to get the intent of the amendment on record. He asked whet her
it would be considered an in-state use of gas if a gasline is
brought to Southcentral Al aska that is no larger than the export
anount of gas from [the N kiski LNG plant] and the plant could
only get its export license renewed with that additional gas
comng in, so it is a net export of that gas. s it net, he
asked, or since it comes into the pipeline systemis it mxed
gas and therefore the project could go forward, or would it have
to come back to the legislature in order to be noved forward.

MR, BULLOCK clarified that the policy aspect of this is to
deternm ne what the basic purpose of ANGDA is and what the kind
of project is that ANGDA is devel oping. |f the purpose is only
to get gas produced in the state to get the state royalties and
production tax, then it does not natter where the pipeline goes.
But, if the purpose of ANGDA is also to make sure that Al askans
have the benefit of the gas resources, then identifying or
requiring a certain anount to be available to a market in the
state woul d be an alternative purpose of ANGDA
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1: 29: 21 PM

REPRESENTATI VE TUCK outlined a scenario in which there is an
exi sting ANGDA gasline serving both export and in-state uses,
and a supplier wants to build a line that ties into the existing
line, but that supplier's line would carry gas that is only for
export. He offered his opinion that the supplier's line would
fall outside of ANGDA' s jurisdiction and would have to be done
sonme anot her way.

CO CHAIR NEUMAN agreed that it is a question of how to mx the
nol ecul es.

1:30: 07 PM

REPRESENTATI VE SEATON said M. Bullock may have solved his
problem with the word avail abl e. He noved to anend line 10 of
Amendnent 1 by adding the words "to be available” in front of
"to a market in the state and". Thus, he expl ained, even if the

econom cs are such that the market in the state does not wish to
buy that gas, the gas would be made available in the proposed
gasl i ne.

CO- CHAI R NEUVMAN obj ected to the amendnent to Anendnent 1.

REPRESENTATI VE GUTTENBERG said it is his hope that the gas be
nore than avail abl e shoul d ANGDA builds a gasline from anywhere.
Just saying make available does not make ANGDA responsible for
guaranteeing that part of the project is in-state use, he
ar gued. He said that he wants to ensure that a conponent of
this project is specifically for in-state use and part of
ANGDA's role is to make sure that happens.

1:32: 09 PM
CO- CHAIR NEUMAN inquired whether the scenario described by
Representative Tuck, the mxing of nolecules, would have any

effect on this.

MR. BULLOCK answered that the focus of ANGDA is for a project,

nore so than what goes into it. If this amendnent is accepted
and ANGDA' s effort is toward the pipeline, then, whatever the
gas source, there will be gas from sonmewhere flying through an

ANGDA pipeline to a market somewhere in this state as well as
possi bl e export.
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REPRESENTATI VE SEATON argued that the project needs to make the
gas available, but it should not be vetoed if there are cheaper
alternatives for local areas and those areas do not want to buy
t he gas. The anendnent to Amendnent 1 nekes the gas avail able
to a market, which is the critical factor that nenbers are
trying to get to. The state's tax rate wll stimulate any owner
of gas to want to sell as much gas in-state as possible to
reduce taxes. He agreed that in-state use is definitely the
priority, but maintained that not enough due diligence has been
done for putting the onus on gas owners that the gas mnust be
sold in-state, possibly at |less than market price, in order to
do the project. He said he thinks this amendnent is a way out.

1: 34: 37 PM

REPRESENTATI VE TUCK said he thinks the |anguage in the proposed
original anendnent allows for both export and in-state use of
gas, which is the original intent of ANGDA He expressed his
concern that accepting the amendnent to Anmendnent 1 will allow
t he buil ding of pipelines for export only.

MR, BULLOCK recommended inserting "be available" before "to a
market" on line 10 of Amendnent 1. Thus, it would read: "or
other regions of the state or be available to a market in the
state and".

REPRESENTATI VE = SEATON said he under st ands M. Bul | ock' s
recommendati on and woul d consi der that.

REPRESENTATI VE GUTTENBERG al so under st ood M. Bul | ock' s
r ecomrendati on.

CO-CHAIR NEUMAN renpbved his objection to the anendment to
Amendnent 1. There being no further objection, the anmendnent to
Amendnent 1 was passed.

There being no objection, Arendnent 1, as anended, was passed.

1: 36: 41 PM

REPRESENTATI VE SEATON understood that Anmendnent 1, as amended,
was concept ual

CO- CHAlI R NEUMAN sai d correct.

CO CHAI R JOHNSON renoved any objections he may have had on the
t abl e.
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CO CHAI R JOHNSON noved to report the commttee substitute for HB
163, | abeled 26-GH1057\R, Bullock, 4/13/09, as anended, out of
committee with individual recommendations and zero fiscal note.
There being no objection, CSHB 163(RES) was reported out of the
House Resources Standing Commttee.

HB 217- TAX ON GAS FOR I N STATE MANUFACTURI NG

1: 38: 19 PM

CO- CHAI R NEUMAN announced that the next order of business is
HOUSE BILL NO 217, "An Act relating to the tax applicable to
the production of natural gas used in the state as fuel or
feedst ock in produci ng a manufactured end product.”

The commttee took an at-ease from1:38 p.m to 1:39 p. m

[Due to technical difficulties the audio for the tine period
from1:39 p.m to 1:41 p.m is unavailable.]

1: 40: 20 PM

REPRESENTATI VE OLSON noved Anendnent 1, |abeled 26-LS0816\A. 1,
Bul | ock, 4/13/09, as foll ows:

Page 1, following |line 8:
Insert a new bill section to read:
"* Sec. 2. AS 43.55.900 is anended by adding a new
par agr aph to read:

(25) "manuf acturing process” means a
process that involves a chemcal transformation of
feedstock gas or conbination of feedstock gas wth
ot her conponents.”

CO- CHAI R NEUVAN obj ected for purpose of discussion
1:41: 04 PM
REPRESENTATI VE GUTTENBERG asked what AS 43.55.900 is related to.

CO CHAIR NEUVAN said he believes it has to do with the in-state
five percent production tax on oil and gas.

DONALD BULLOCK JR., Legislative Counsel, Legislative Legal and

Research Services, Legislative Affairs Agency, Al aska State
Legislature, first pointed out that the phrase "used in the
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state"” in HB 217 is inportant because there is a tax cap under
the production tax in AS 43.55.0110, subsection (0), that caps
gas that is produced outside of Cook Inlet and used in the state
and the cap is equal to the tax cap that is on Cook Inlet gas.
He said 43.55.900 is the section of the production tax that
includes all the definitions for that chapter. He expl ai ned
that HB 217 and Anmendnent 1 anmend the definition in paragraph
(24) and add the definition for mnufacturing process in
par agr aph (25).

1:42: 58 PM

REPRESENTATI VE SEATON understood that wunder Anendnent 1 the
conversion of gas to fertilizer or the petrochem cal industry
pr oduci ng a different pr oduct woul d be consi der ed a
manuf acturing process, whereas sinply chilling and |iquefying
the gas or sinply stripping out the propane w thout changing it
woul d not be considered a nmanufacturing process.

CO CHAIR NEUVAN responded that his intent with HB 217 is to
ensure there is added value. Pulling out propanes, butanes, and
et hanes from natural gas would be an added value because it
would be creating jobs and industry wthin the state and
therefore it would be considered manufacturing. Si mply
i quefying natural gas woul d not be included.

1: 44: 19 PM

REPRESENTATI VE SEATON said he is wunsure that this definition
qualifies for Representative Neuman's intent.

CO- CHAIR NEUMAN replied that HB 217 will be held so that work in
this regard can conti nue.

MR. BULLOCK said he reads the description of the manufacturing
process in Amendnent 1 as neaning that something is com ng out
that is different than what went in. If the gas is just
liquefied, it is the sane thing that went in that is com ng out.
If it is conbined with other chemcals to produce a product, or
if is used as the substance for sonething like fertilizer, then
that is the manufacturing process that has changed the gas.

CO- CHAIR NEUMAN renmoved his objection to Anendnent 1. There
being no further objection, Arendnent 1 was passed.

1: 45: 31 PM
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CO CHAIR NEUWAN said his intent in HB 217 is to ensure nore
added val ue processing of Al aska's natural gas. The processing
of gas to liquids in Alaska by the mlitary would fall under the
definition of used in state and would fall under a 5 percent
production tax. This was expanded to enconpass all of the state
when Al aska's Cl ear and Equitable Share (ACES) becane |aw, he
cont i nued. Under current law, in-state use only applies to the
generation of electricity or honme heating, and HB 217 would
expand this to include the use of gas as fuel or feedstock in
manuf act uri ng. Creating nore added val ue through nmanufacturing
woul d expand the economc opportunities to the state for its
natural gas, as opposed to just exporting it. He noted that he
will hold the bill because he is unsure whether the 5 percent is
enough incentive and there may be sonething else that can be
added.

REPRESENTATI VE  GUTTENBERG cautioned that there mght be
processes of using the gas that people in Alaska are currently
unawar e of because there is presently so little of this industry
in the state, and this |limted know edge could result in |eaving
the state on the short end.

1:48: 52 PM

REPRESENTATI VE SEATON inquired whether taxes on natural gas
liquids (NGLs) are oil taxes or gas taxes.

MR BULLOCK said he is unsure.

KEVIN BANKS, Director, Division of Gl & Gas, Departnent of
Nat ural Resources, deferred to the Departnment of Revenue.

LENNI E  DEES, Audi t Mast er, Tax-Production  Audit G oup,
Departnent of Revenue, stated that, under statute, natural gas
liquids are taxed as oil.

CO CHAI R NEUMAN hel d over HB 217.

1:51:13 PM
The committee took an at-ease from1:51 p.m to 1:52 p. m

SJR 16-OFFSHORE O L & GAS REVENUE

1:51: 42 PM

CO- CHAI R NEUMAN announced that the next order of business is CS
FOR SENATE JO NT RESOLUTION NO. 16(RES), Expressing support for
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responsi bl e devel opnent of the oil and gas resources in federa
waters offshore of Alaska's coast as a nmeans to ensure energy
i ndependence, security for the nation, and jobs for Al askans;
and urging the United States Congress to provide a neans for
consistently sharing with all coastal energy-producing states,
on an ongoing basis, revenue generated from oil and gas
devel opnment on the outer continental shelf, to ensure that those
states devel op, support, and nmaintain necessary infrastructure
and preserve environnental integrity.

1:51: 53 PM

M CHELLE SYDEMAN, Staff, Senator Bill Welechowski, Al aska State
Legi slature, introduced SJR 16 on behalf of the Senate Resources
Standing Conmmittee, sponsor, which is co-chaired by Senator
W el echowski . She paraphrased from the followng witten
statenment [original punctuation provided]:

SJR 16 expresses support for responsible devel opnent
of the oil and gas resources in federal waters off
Al aska coast. It also urges Congress to provide Al aska
with a fair share of federal revenue from oil and gas
| easi ng and devel opnent in federal waters.

Under current |aw, Alaska receives little revenue from
oil and gas |easing and devel opnent that occurs nore
than six mles off our coast. This contrasts with how
ot her st at es, i ncl udi ng Loui si ana, M ssi ssi ppi ,
Al abama and Texas, are treated. Under the 2006 Gulf of
Mexi co Energy Security Act, these states receive 37.5
percent of revenues from newy |eased federal waters
off their coasts. This new law is expected to direct
nore than $13 billion to Louisiana al one over the next
t hree decades.

Al aska deserves to be treated in the same way as other
states that contribute to our nation's energy
security. Like other energy-producing states, Al aska
bears the costs of infrastructure in support of
of fshore devel opnment, and our coastal resources and
residents bear the inpacts of offshore devel opnent.
Al askans deserves to share in the benefits of
production, just as we do its costs.

The federal M nerals Managenent Service estimtes that

there could be as nmuch a 55 billion barrels of
technically recoverable oil and 280 trillion cubic
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feet of technically recoverable gas off Alaska's
coast. Last year conpanies bid $2.6 billion for access
to tracts in the Chukchi Sea. Mre than 1.4 mllion
acres off Alaska's coast have already been |eased by
the federal governnment. The Chukchi Sea sale could
result in the leasing of an additional 2.7 mllion
acres, providing ongoing support for a robust oil and
gas industry in Al aska.

As nore lands off Alaska's coast are |eased for
of fshore oil production, we need to ensure that Al aska
gets its fair share of the benefits of that |easing
and production. It's tinme Congress treated all coastal
states equally and fairly. Please join ne in
supporting SJR 16.

MS. SYDEMAN urged that SIJR 16 be considered quickly so it can be

sent to US. Interior Secretary Ken Salazar while he is in
Al aska.
1:54:49 PM

CO- CHAIR NEUMAN, in regard to the term responsible devel opnent,
asked for M. Sydeman's definition of the word responsible
because it seens to be different for everybody.

M5. SYDEMAN related that it is a word the Senate Resources
Standing Commttee adopted by recommendati on of Senator Huggi ns.
She said she thinks it is in the eye of the beholder, and to
sonme extent by passing this resolution without a definition,
whi ch probably would be difficult to develop, it is left up to
Secretary Sal azar and others to interpret.

CO CHAIR NEUWVAN clarified that it is CSSIJIR 16(RES), | abeled 26-
LSO753\'S (Version S), that is before the commttee.

1: 55: 44 PM

REPRESENTATI VE GUTTENBERG noted that at a 2006 energy summt
some U.S. Senators strongly opposed Al aska being included in the
[2006 Gulf of Mexico Energy Security Act]. He asked what the
hi storic perspective is fromthat happeni ng.

M5. SYDEMAN responded that U.S. Senator Jeff Bingaman from New
Mexico was one of the senators expressing objections, but she
does not know the history. She related that |ast week U S
Senator Begich and U S. Senator Landrieu from Louisiana tried
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again unsuccessfully to get Alaska included in this revenue
sharing. Thus, she acknow edged, it is an uphill battle.

1:56: 59 PM

CO CHAI R NEUVAN cl osed public testinony after ascertaining that
no one w shed to testify.

REPRESENTATI VE EDGMON noved to report CSSIJR 16(RES) out of
commttee with individual recommendations and zero fiscal note.
There being no objection, CSSIR 16(RES) was reported out of the
House Resources Standing Comrttee.

The commttee took an at-ease from1:58 p.m to 1:59 p.m

HIR 33- RESTART COOK | NLET PRODUCTI ON

1:58: 52 PM

CO CHAI R NEUMAN announced that the next order of business is
HOUSE JO NT RESOLUTION NO. 33, Uging imediate action by the
governor, the Al aska Congressional delegation, and state and
federal agencies to assist in the restart of oil production in
Cook Inlet that was affected by the eruption of M. Redoubt.

1:59: 04 PM

JENNI FER SENETTE, Staff, Representative Kurt O son, Al aska State
Legislature, introduced HIR 33 on behalf of Representative
A son, sponsor. She explained that HIR 33 urges the governor

and state and federal agencies to assist in the restart of oil
production in the Cook Inlet that was affected by the eruption
of M. Redoubt. The March 22, 2009, eruption of M. Redoubt
shut down the Drift River Gl Termnal, halting oil transfers to
the termnal from internediate facilities at "Trading Bay" and

"Granite Point", as well as halting oil transfers from the
terminal to [Tesoro Alaska's Kenai refinery (Tesoro)] in
Ni ki ski . This is an economc issue that is inportant not only

to the Kenai area, but the entire state, she pointed out.

M5. SENETTE said closure of the Drift Rver facility is
i npacting production throughout the Cook Inlet Basin because
crude that used to go to the Drift River Ol Term nal nust now
be stored on platfornms which have a finite storage capacity. As
the shutdown has gone on, platform storage has beconme in short
supply, requiring the platforns to shut their wells. If the
shutdown continues, the Tesoro refinery will be forced to find
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an oil supply from sonewhere el se. In addition, the old age of
the Cook Inlet wells nmakes them very difficult to restart once
shut down. Because it is expensive and tinme consumng to get
these old wells re-started, their <closure today affects
producti on tonorrow.

2:02:40 PM

M5. SENETTE noted that a further conplication is the drawdown of
the Drift River storage tanks since the eruption. Transferring
mllions of gallons of oil from storage requires re-ballasting
of the tanks, which has been done with sea water, she continued.
M xing sea water with the remainder oil in the tanks creates a
corrosive material that can potentially damage the tanks. Thi s
materi al nmust be renoved before oil can be returned to the tanks
and will take nonths, at great expense, to do. This effect on
current and future oil production is especially a problem for a
region and state that depend so heavily on oil production, as
well as for all of the workers in this industry.

REPRESENTATI VE OLSON added that the oil being tal ked about could
be as much as 20-25 percent of what is going into "Tesoro" and
"Tesoro" wll replace it wth either Trans-Al aska Pipeline
System (TAPS) oil or Indonesian spot market oil, neither of
which is of the sanme quality as Cook Inlet oil and which wl

i npact the price.

2: 06: 06 PM

REPRESENTATI VE OLSON, in response to Co-Chair Neuman, explained
that the Tesoro refinery originally operated on about 100
percent Cook Inlet oil and this oil is not com ng back nearly as
fast as it is needed for the plant or the state. The TAPS oi
ends up with a waste product that Tesoro ships out of state at
addi ti onal expense for asphalt and ot her uses.

CO CHAI R NEUVAN understood that Cook Inlet production is now
down to 15, 000-20, 000 barrels a day.

2:07: 08 PM

REPRESENTATI VE GUTTENBERG inquired whether sonething happens
structurally to the field when it is shut down.

KEVIN BANKS, Director, Division of Ol & Gas, Departnent of

Nat ural Resources, explained that sea water was punped into two
of the Drift River Ol Termnal's active storage tanks which
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contam nated the oil remaining in the tanks. Bef ore the tanks
can be returned to service they nust be drained of the sea water
and oil mxture and cleaned. The contam nated oil wll require
treatment before it can be used in a refinery, but he said he is
unsure whether such treatnent facilities are available in
Al aska.

MR. BANKS, in regard to the first whereas and vol canic activity,
pointed out that the first M. Redoubt volcanic eruption
occurred on March 22, 2009, but the Al aska Vol cano Cbservatory
reported increasing volcanic unrest as early as Septenber 2008
He said the commttee may therefore want to consider a revision
to this part of the resol ution.

REPRESENTATI VE OLSON agr eed.
2:09:40 PM

M5. SENETTE, in response to Representative Kawasaki, stated that
the Drift River facility is operated by the Cook Inlet Pipeline
Conmpany and owned by Chevron and Pacific Energy Resources, Ltd.

REPRESENTATI VE KAWASAKI asked whether the storage tanks were
drawn down in response to the March 22, 2009, eruption or during
the period of increased activity before that.

M5. SENETTE said she believes the drawdown of the storage tanks
happened only after the first eruption on March 22.

2:10: 59 PM

REPRESENTATI VE KAWASAKI, in relation to HIR 33's request for
i mredi ate action by the governor and others, inquired what this
action woul d be.

REPRESENTATI VE OLSON said the resolution is asking for any kind
of expedited help that is within reason and |egal, such as any
permts that will be needed. In further response, he explained
that permssion will be needed to start making repairs, do the
work, draw off the salt water and oil that are m xed, inspect
the tanks and Drift River facility to certify that they can be
utilized again wi thout any contam nations to the Cook Inlet, and
ascertain that the dikes are still able to provide containnent.

CO CHAIR NEUVAN added that, coupled with the close of [Agrium

Inc.'s Kenai Nitrogen Qperations plant (Agrium], this is a huge
i ssue for the Kenai Peninsul a.
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2:13: 28 PM

REPRESENTATI VE TUCK understood the urgency and asked whether
there is any indication that the governor, congressiona
del egation, U.S. Congress, and state and federal agencies are
not |ooking at the sane urgency and will instead be hindering
this in sone way.

REPRESENTATI VE OLSON said he believes the Kenai Peninsula
Borough is putting in a request. In further response, he
expl ai ned that the request is a declaration of emergency.

2:14: 34 PM
REPRESENTATI VE SEATON pr oposed concept ual | anguage for
di scussion |ater: [page 2], Iline 19, at the end of the

sentence, add "after the current eruption cycle concludes."
This would indicate that the legislature is not trying to urge
people to go into an unsafe area, he explained. He then
i nquired whether imrediate action to assist in the restart of
oil production in Cook Inlet would include a pipeline from the
platforns to the Kenai Peninsula, should that be the nost
advant ageous way to restart those facilities.

REPRESENTATI VE OLSON r esponded t hat he does not know.

MR. BANKS said he supposes it would be possible and feasible to
build a pipeline across the inlet as there used to be one in the
past . A pipeline would nmean that the oil production from the
west side would be directed toward the Tesoro refinery, he
added, which could possibly be a problemfor Chevron.

2:16: 26 PM

REPRESENTATI VE SEATON asked what the difference is between the
produced water that comes up with the oil in the well and the
bal | ast water and oil mxture in the Drift River storage tanks.

MR. BANKS replied that two storage tanks have oil and seawater
in them now for ballast, and the other tanks are enpty and open
so that water could get into themif flooding occurred and they

woul d not fl oat. The mixture of oil and produced water is
treated upstream of the termnal, either in production
facilities near the platforns onshore or on the platforns
t hensel ves. Thus, the oil that is noved down the Cook Inlet

pipeline to the termnal is pipeline ready, sal eable crude.
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REPRESENTATI VE OLSON said he believes the old "Anoco |ine" was
shut down with the intention of never bringing it back online
agai n.

MR. BANKS interjected correct.

REPRESENTATI VE OLSON continued, saying that bringing this
pi pel i ne back online would not be wanted.

2:18: 11 PM

REPRESENTATI VE GUTTENBERG asked whether there are protocols in
pl ace for actions that the Drift R ver facility nust take in the
face of volcanic activity.

MR. BANKS said he is unsure what kind of plans or protocols are
in place, but he knows there are contingency plans filed wth
the Departnment of Environnmental Conservation (DEC). Fol | owi ng
the 1989-1990 volcanic activities, Chevron nade inprovenents to
the facility to raise the tertiary dikes around the term nal.

REPRESENTATI VE OLSON added that there are plans in place, and
the plan that attracted the npbst attention was keeping the tanks
over half full in order to keep them from floating away should
there be a major |leak in the dikes.

REPRESENTATI VE EDGMVON recogni zed the seriousness of the issue
and inquired whether the sponsor plans to get HIJR 33 through the
whol e process now or settle for a letter that nenbers could
si gn.

REPRESENTATI VE COLSON responded that his intent is to get it
through with Representative Seaton's verbi age.

2:20: 16 PM

REPRESENTATI VE KAWASAKI inquired as to which agencies were
involved in forcing the shutdown.

MR. BANKS expl ai ned that the decisions about the Drift River Gl
Term nal over the |ast couple weeks, including the decision to
shut it down, were nmade by the nenbers of the Unified Command
which are the U S. Coast Guard, DEC, and the |eadership from

Cook Inlet Pi pel ine  Conpany. He clarified that t he
af orenenti oned contingency plans on file with DEC are nornal
course-of-business oil spill contingency plans. The U. S
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Department of Transportation has jurisdiction on the pipelines
that go into the termnal and the US. Coast Guard has
jurisdiction on the Christy Lee Platformand the flow |lines from
the terminal out to that | oading platform

2:22: 00 PM

REPRESENTATI VE KAWASAKI asked whether the Unified Command forced
the cl osure or suggested the closure.

MR. BANKS replied that the closure was through agreenent by the
Uni fied Command's three bodies. As the owner of the "Cook Inlet
Pipeline termnal", Chevron agreed to those provisions.

REPRESENTATI VE OLSON noted that he, Representatives Seaton and
Chenault, and Senators Waggoner and Stevens are on the
distribution list and receive emails several tines a week, and
soneti mes several times a day, about what is being done.

CO- CHAIR NEUMAN requested that this information go to al
commttee nenbers. He opened public testinony on HIR 33.

2:23:47 PM

JACK W LES, Kachemak Bay Conservation Society, cautioned nenbers
to take a nore thorough analysis of the situation because it is

not as sinple as it seens in HIR 33. For exanple, the | ast
eruption happened during what was considered to be a |ow |evel
of volcanic activity. Wrkers onsite when the volcano erupted
for 35 mnutes had to be placed in a safe building and then
evacuat ed. He related that at a recent public hearing the
Unified Command said the top priority is health and safety and
the second priority is the environnment. Wil e he appreciated
the economc inpact of oil production, he said what is not
mentioned in HIR 33 is the significant econom c inpact of an
environmental disaster that could occur from a spill. A

tremendous anount of sedinent |oad has conme down Drift River
which can be seen in a recent aerial photo. The river channel
is very unpredictable, with the |atest channel right next to and

threatening the facility. He agreed that shutting down the
termnal was a wse nove and pointed out that it is still
precarious with 2.5 mllion gallons of oil in the tanks.

MR. WLES urged that HIR 33 be tabled until testinony can be
received fromthe Unified Cormmand or, as an alternative, anended
on page 2, line 19, to include wording that says to exam ne
alternative technology to deconm ssion the tanks and | ook at the
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feasibility of increased storage in other |ocations or platforns
or to look at the existing pipeline. If the directive is to put
the tank farm back into production, the question that nust be
asked is, Wiwere is the risk assessnent and who assunes that
risk?

2:27:17 PM

ROBERT ARCHI BALD, Kachemak Bay Conservation Society, said he has
worked in that Cook Inlet area since 1965 and the Drift R ver
O 1 Termnal has been dodging the bullet since its inception 42
years ago. He commended both the Unified Command for its
i mproved comunication with the public and the people who went
to the facility to pull down the tanks. He said there is no
capability for renmoving the 2.5 mllion gallons of oil sludge
still remaining in the tanks in the event of a catastrophic
flood and that this is unacceptable. Gven that it can take up
to six nmonths to clean out a tank, he asked whether the off-line
tanks would have to be used should the facility go back into
use. He urged that all stakeholders in the inlet be involved in
the design of a new production facility that is not |located in a
fl oodpl ain of a volcanic river.

2:30:12 PM

CO CHAIR NEUMAN inquired whether the Drift River Gl Term nal
goes through regular inspections to ensure its integrity.

MR. BANKS answered that he thinks the U'S. Departnent of
Transportation has a routine schedule of inspections. In
further response, he noted that routine pressure tests and
equi pnent inspections occurred prior to the term nal beginning
the punping of oil to the tanker |ast week.

2:31:21 PM

MR. BANKS, in response to Representative Edgnon, explained that
the Petroleum Systens Integrity Ofice (PSIO has been
represented in the process of the past several weeks. Different
agencies have jurisdictions over the termnal and the pipeline
feeding the termnal, he continued. Now and in the future, the
PSIO can provide a coordinated effort to ensure there are no
gaps or overlaps in how the jurisdictions work. An incident
command managenent process has been in place and the Unified
Command has been the decision-making authority over the term nal
during this particular incident, but it is not a permanent kind
of managenent structure. Should the volcano settle, decisions
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about whether to nothball, renove, repair, or replace the
termnal will be made by the Cook Inlet Pipeline Conpany and the

permtting will be done by various agencies. Having a vol cano
nearby will factor in to how those pernits are awarded.
2:33.58 PM

ELISE WOLF urged the Drift River Ol Termnal not be restarted
and encouraged that a pipeline instead be constructed from
Granite Point to the east side. She argued that HIJIR 33 would
work to usurp the authority of the Unified Command. She said
she thinks HIR 33 is inappropriate |egislation because if the
committee was qualified to be an oversight agency it would have
answers to what the contingency plans are. She proposed that
instead there be legislation requiring Chevron to pay for all of
the workers who have been laid off and any econonic inpacts that
m ght result fromthe itens listed in the whereas clauses of the
resolution. Chevron has had 42 years to realize that a term na

and tanks at the base of a volcano are a bad idea and a risk to

other industries in the Cook Inlet. There is no nmention in HIR
33 of the economc inpact of fishing and tourism and what woul d
happen if these industries were inpacted by an oil spill, she

continued. This reeks of trying to find ways to skirt oversight
and mitigation plans, she charged.

2:38:46 PM

VWH TNEY LOWE offered his belief that when deciding whether to
shut the Drift Rver GOl Termnal, the Unified Conmrand
considered the significant economic inpacts that would result
and determned that the workers' safety and the safety of the
envi ronment were potential enough problens to warrant closing of
the facility. It cannot be guaranteed right now that those
potential dangers have dissipated, he argued, and it therefore
seens shortsighted and i nappropriate to now determne it is tine
to re-open the terminal; the potential |ong-term costs of such
an action nmust be |ooked at. He supported the idea of a
pi peline across the east side so the termnal could be closed
and agreed wth Representative Seaton's proposed conceptual
amendment .

CO CHAIR NEUMAN closed public testinony. He said he thinks
there are some nmenbers of the public and the legislature that
would not mnd seeing the words "that was affected by the
eruption of M. Redoubt" taken out [from page 2, line 19] in
order to get sonme production of Cook Inlet going.
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2:41:35 PM

REPRESENTATI VE OLSON said he would like to take HIJR 33 back so
he can incorporate the anmendments suggested by Representative
Seaton and M. Banks into a commttee substitute. He pointed
out that the Drift Rver Gl Term nal has been in that |ocation
for 42 years and he does not believe it has ever had a mmjor
| eak or spill.

CO CHAI R NEUMAN asked whet her there have been any safety issues
at the Drift River facility.

MR. BANKS sai d he does not know he deferred to DEC.

CO CHAI R NEUMAN requested the sponsor to ask DEC to conme to the
next hearing on HIR 33 to answer this question.

2:42:51 PM

REPRESENTATI VE KAWASAKI requested that sonmeone from Unified
Command al so attend t he hearing.

REPRESENTATI VE OLSON offered to get copies to nenbers of the
nmost recent communi cations fromthe Unified Conmand.

CO- CHAI R NEUMAN hel d over HIR 33.
2:43: 21 PM
ADJ QURNIVENT

There being no further business before the commttee, the House
Resources Standing Conmttee neeting was adjourned at 2:43 p.m
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