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ACTI ON NARRATI VE

10: 20: 36 AM

CHAI R BOB HERRON cal |l ed the House Special Committee on Econom c
Devel opnent, International Trade and Tourism neeting to order at
10:20 a.m Representatives Herron, Minoz, Keller, Tuck
Gardner, and Thonpson were present at the call to order.
Representative Foster arrived as the neeting was in progress.
Representative Seaton was al so in attendance.

HCR 19-O L & GAS PCLI CY/ NORWAY TOUR

10: 21: 14 AM

CHAI R HERRON announced that the only order of business would be
HOUSE CONCURRENT RESOLUTION NO. 19, Acknow edging the |essons
learned from the 2011 Norway Policy Tour and encouraging
investment in the state's oil and gas industry.

10: 21: 28 AM

BRI AN HOLST, Executive Director, Juneau Econom c Devel opnent
Council, gave a brief description of his background. He stated
that he participated in the 2011 Norway Policy Tour that was
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organi zed by the Institute of the North primarily to |ook at the
oil and gas industry in Norway. He expressed his belief that
although there are many sectors of economc developnent in
Al aska that nust be strengthened, special attention nmust be paid
to the oil industry. H s work experience included years spent
in South America and other countries, and he |earned that nuch
can be gained from the experience of others. Norway is ranked
in the top 10 to 15 countries worldwide in global
conpetitiveness, and its per capita incone is higher than that
in Alaska or the US. Norway's unenploynent rate is about 3
percent and it has a generous governnent-supported retirenent
system wuniversal nedical care, and a well-educated popul ation
M. Holst said oil and gas is a mmjor factor driving Norway's
financial success: Norway has $573 billion in savings from oi
and gas incone, four times the oil production of Al aska, and ten
times the nunber of jobs in the oil extraction and production
services industry. Underlining Norway's success is the way it
deals with the governnment's role in the econony, and he nade the
foll owi ng observations regarding oil and gas: Norway has a view
that its citizens have a shared ownership of oil and gas
resources; it assesses the sane level of corporate tax for oil
and gas and a 50 percent resource tax; the industry is taxed
only on profits; the tax regine is stable, with no significant
changes in the last nineteen years; there is no royalty system
there is an alignnment between the interests of the industry and
those of the government; the governnent captures 80-85 percent
of the value of comrercialized oil and gas; Norway has a |icense
application process that replaced bidding with a conmtnent to
explore and develop resources; licensing is based on the
expectation of production within three to six years; direct
engagenent wth the industry builds capacity and maxim zes
financial return; there are high levels of enploynent in the
industry; and there is a high level of expertise in the oil and
gas services industry.

10: 28: 11 AM

MR. HOLST continued his observations on the effects of Norway's
direct financial investnent: investnment in smaller fields |eads
to better access for smaller operators; there are over 60
international firnms operating in Norway; regulators and policy-
makers have greater know edge; less risk and costs are borne by
conpanies; gas and oil lines are treated as a utility and the
owners of utilities are typically insurance conpanies and | ong-
term investors; and because the governnment supports seismc and
environnmental testing, the licensing process is faster. M.
Hol st noted that 99.9 percent of oil and gas production is
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of fshore, some in the far North, and Norway is producing from
wel l's underwater as a way to deal with ice floes. Regar di ng
ot her elenents of Norway's econony, he said Norway plays a |large
role in trade and comrunications in the Arctic, its citizens pay
an incone tax, there is a strong commtnent to alternative and
renewabl e energy, there is a high investnent in education, and
t he second largest industry is oil and gas support services.

10: 32: 11 AM

CHAI R HERRON asked M. Holst what he |earned on the tour that
surprised himand what di sappoi nted him

MR. HOLST said he was surprised by the levels of investnent by
the governnent and the private sector; in fact, the industry
seens conpatible with the high level of taxation. He was
di sappoi nted by farm fi shing.

10: 34: 04 AM

REPRESENTATI VE MUNCQZ observed that in Norway the permtting
timeframe is about two years. In Alaska, the tineframe is
uncl ear .

MR. HOLST said he was not an expert on oil and gas, however, he
understood that the initial ground-work prior to the licensing
and application process is directed by the government and has a
hi gh success rate. He pointed out that Norway manages the
permtting process without influence from a federal governnent,
but Al aska cannot.

10: 36: 24 AM

REPRESENTATI VE FOSTER asked for the top two or three things from
t he Norway nodel that can be adapted for Al aska.

MR. HOLST advi sed Norway has made significant investnments in the
infrastructure needed for access to bring the resource from
production to market at a |ow cost. Al so, the scope of the
di rect investment produces transparency and reduces the risk for
smal | er operators. These efforts are within Al aska's reach

10: 38: 32 AM

REPRESENTATI VE PAUL SEATON, Al aska State Legislature, inforned
the conmttee that the House Resources Standing Committee is
| ooking at a nodel based on |essons |earned on the 2011 Norway
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Policy Tour; for exanpl e, whet her state investnent to
incentivize basins should be in credits, or by state direct
financial interest.

10: 39: 39 AM

MARK MYERS, Vice Chancellor for Research, University of Al aska
Fai r banks (UAF), University of Alaska (UA), disclosed the views
expressed were his own and not those of UAF. M. Mers said he
was asked to comment on what parts of the Norwegi an nodel m ght
be applicable to Al aska. He gave his background and experience
that began in Alaska as a petroleum exploration geologist 27
years ago, and included his tine as the Director of the U S

Department of the Interior, GCeological Survey (USGS) during the
publication of the 2008 USGS CircumArctic Resource Appraisal

In his current role, he is focused - along with Norway and its
key research institutions - on the potential of research to the
oil and gas industry. Al though he did not participate in the
2011 Norway Policy Tour, M. MWers offered his genera

observati ons about some of Alaska's chall enges and what can, and
cannot, be inplenented from the Norwegian nodel. Nor way
intelligently manages its resources by four major conponents:
Norway keeps a significant tax structure to provide a base
source of revenue; it holds a majority ownership in a mjor oi

conpany - Statoil - which gives the governnent "imense say into
how t hat conpany behaves and acts;" there is governnent-directed
financial interest at the time the l|icenses are issued, giving
the governnent its own investnent firm and there is a very
wel | -educated and professional staff in the Mnistry of
Petrol eum and Energy. These conponents create an integrated
system from the regulators to a comercial entity, to an
investment firm and to a base tax structure. He cautioned that
the four conponents of +the Norway nodel <create a stable
structure and nust be |ooked at holistically, not piece-by-
pi ece. Norway's stakehol der ownership ensures that Statoi

protects the interests of Nor way, even though it has
i nternational operations. In addition, Norway's ownership in
infrastructure avoids Alaska's problem of having one pipeline
under private ownership. Al aska's situation nmakes facility
access a challenge for other parties who are trying to devel op
fields, because the pipeline owners need to maximze their
profit, and that creates a tension within Alaska's system
Norway has solved this problem by having an equity share, and by
having strong facility-access regul ations. The United Kingdom
has addressed this problem in the North Sea by the
Infrastructure Code of Practice that allows for arbitration to
negotiate third-party access. M. Mers said Al aska has no
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nethod to intervene in such a negotiation, although it has a
critical interest in the use of the infrastructure.

10: 45: 03 AM
MR. MYERS turned to the Al aska nodel and observed that - in the
past - Alaska's relationship with industry relied on the nature

of conpetition, and since there was a |lot of conpetition between
the major oil conmpanies on the North Slope, |easing worked well
at that tine. Conmpetition also needs a level playing field
because a snmaller operation is disadvantaged in information,
capacity, and nmarket; for exanple, a large operation |ike Shel

can plan operations in the Quter Continental Shelf. After the
conpanies nerged on the mgjor infrastructure on Alaska's North
Slope, there was a dramatic decrease in conpetition, thus the
system does not work as well. M. Mers said the design of the
Nor wegi an  nodel provides sonme solutions to the lack of
conpetition. He pointed out that Al aska's structure nust adhere
to the Alaska State Constitution that specifies that the
devel opnent of resources is for the maximum benefit to the
peopl e of Al aska. Therefore, adapting conponents of the Norway
nodel nust take into consideration Al aska's goals, and what its

residents want to achieve. Norway has chosen a very long-term
goal by building on a stable base of governnental support to
sustain and increase revenue over a long period of tine. He

opi ned, however, that Al aska has a hard tine defining its goals;
in fact, the goals are difficult to define: Should revenue cone
from new sources or existing sources? Should the state invest
for a stabilized rate of production or for a short-term nmaxi mum
rate of production? He cautioned that reaching for an increased
rate from an oil field can nmean a loss of production over a
| onger period of time, thus an analysis of tax structure must
consider all of these elenents. Another of the state's goals is
jobs for Al askans, and he advised that there nust be a greater
investnment in education if Alaska wants industry jobs to go to

Al askans, or to export trained |abor. Wth investnent, state-
of -t he-art research could also be done in the state by Al askans
under certain circunstances. In addition, a big goal for Al aska

is affordable energy, so fundanmental decisions nust be nmade on
how to bal ance the revenue from the export of energy with the
cost of inporting energy; in fact, confusion on this issue is
denonstrated by the multiple gas pipeline proposals. Nor way' s
solution to this problem was for the government to devel op
hydroel ectric power, but Alaska has not nmade a clear and

consi stent choi ce. Norway is also ahead of Alaska in producing
val ue- added products; for exanple, Al aska |acks a petrochem ca
i ndustry. Anot her opportunity for Alaska is to develop its
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hydroel ectric energy and export its natural gas. M. Mers
expressed his belief that another challenge for Alaska is to
deci de phil osophically what is appropriate for governnment to do;
as a matter of fact, a state agency that is building a major gas
pi peline puts the government in the gas pipeline business,
whether or not the state clarifies its role in infrastructure
devel opnent . Finally, there is debate about whether the
industry, the admnistration, the legislature, or the federal
governnment drives investnent in the oil and gas industry and
energy planning in Alaska. Norway has "harnoni zed" the rol es of

each of those forces, but Al aska has not. Turning to actions
Al aska coul d take, he suggested Al aska could drive investnment in
the areas of new devel opnent - where there is no infrastructure
- through credits or direct investnent. However, transferring

tax and royalty revenue to an equity interest in existing
devel opment through the Stranded Gas Act is difficult because
the state is not able to evaluate the worth of the value of the
resource, or to force a sale. Many questions arise surroundi ng
t he conversion of the resource value of existing devel opnents.

10: 54: 00 AM

MR. MYERS continued to explain that there my still be an
opportunity on the North Slope to put an equity interest in the
field at Pt. Thonson. A satellite developnment could lead to
significant other exploration, but the state needs data and the
prof essi onal managenment of its interest. Al so, reclamation
costs on the North Slope for the Trans-Al aska Pipeline Systens
(TAPS) and facilities will be significant, and the state wll
have to allow discounts there. He advised these issues are very
conplicated, although not wthout nerit. Finally, the state

could invest in research and developnment in order to acquire
needed data on water, ecosystens, and habitat, thereby saving
years on the permtting process. In fact, the state and the
conpanies working in the state are not enploying the |atest and
greatest technol ogy avail able on new processes such as on shale
gas and shale oil. State investnent in research and devel opnent
shoul d be conbi ned with educati on.

10: 57: 53 AM

REPRESENTATI VE TUCK observed that governnent needs to take an
active role in developnent, but there is an attitude that

governnent "gets in the way of things, ... governnent needs to
be renoved." He asked whether the industry or the governnent
advanced the shale oil and gas technology that Iled to
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devel opnment in North Dakot a. Al aska relies on the industry to
i npl enent technol ogi es.

10: 59: 16 AM

MR. MYERS described how the oil and gas industry grew in North
Dakota, beginning with a USGS resource estimation of 3.2 billion
barrels of resource found in the Bakken formation. Because

North Dakota's road system was in place, and the industry had
existing infrastructure, smaller conpanies were able to conme in
and transport oil by pipelines and trucks. There is a conpl ex
| ease system and the risks taken by the conpanies were high,
but oil prices stayed high. So, there was a conbination of
hi gher oil prices, energing technol ogies, an open basin, public
awareness, and a sufficient water supply for the hydraulic

fracking process. M. Myers concluded that the open

conpetitive nodel is working in North Dakota |argely because of
the access to market, full-year drilling, and infrastructure.

11: 01: 56 AM

REPRESENTATI VE TUCK asked whether North Dakota will 1ose the

open conpetition at some point.

MR. MYERS opined that if oil prices stay high, the small

i ndi vi dual | easeholders will not nerge. This is not a simlar
situation to Alaska because there are trucking options for
delivery.

11: 03: 46 AM

REPRESENTATI VE GARDNER stated that the oil industry in Al aska
credits the success in North Dakota only to | ow taxes.

MR MYERS said there has to be real analysis of what the
profitability in Alaska is by |looking at benchmarks on real
rates-of-return, at incentives, and at the federal taxes;
however, in-depth analysis on taxes has not been done, and the
profit margin in North Dakota cannot be conpared to the profit
margin in Alaska on an equivalent field. Al aska does have
hi gher costs, a massive reserve base, a single |andowner, and
factoring in the "royalty piece matters a lot," so there nust be
a specific tax-to-tax conparison. Al so, when considering
incentives for a capital-intensive devel opnment such as shale oil
and gas, the credits given by Al aska are inmense. Thi s cannot
be compared to the tax rate on an existing field with mnina
i nvestnment, but nust be conpared to a field that is actively
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being built. In fact, Alaska's structure is nore favorable than
North Dakota's on devel opnent for shale oil. The data is sinply
not there for "apples to apples conparisons;" furthernore, it is
coomon for states to add a severance tax once successful
production is well-established.

11: 06: 30 AM

REPRESENTATI VE THOVPSON asked whether there was ongoi ng research
on heavy oils.

MR MYERS said nore data and information that wll shorten
permtting time is needed. Wth this information the state can
make choices on infrastructure and sort out the benefits and
ri sks of projects. The university has the capacity to do nore
research than it 1is doing, and he advised Alaska is not
capitalizing on its resource base the way Norway does.

REPRESENTATI VE FOSTER asked how Norway achieved consensus
towards a common goal

11: 08: 42 AM

MR. MYERS restated Norway's vision of a series of long-term
goals for societal benefits and sustainability for the resources

and the environnent, along wth an understanding of the
integration fromoil and gas exploration through to the delivery
of a refined product. Norway has also been successful at

depoliticizing the oil and gas industry, and has a nuch higher
| evel of professional engineers, geoscientists, economsts, and
comercial analysts in the governnent who are insulated from
political appointnent. In Al aska, on the other hand, technica

experts are often political appointees, which limt the job pool

significantly. M. Mers warned that |ooking at other nodels is
conplex, and "if you aren't careful, a good philosophical idea
can turn into a terrible investnment decision.”

CHAIR HERRON encouraged further di scussi on of rel ated
constitutional issues. Public testinony on HCR 19 was cl osed.

11:11: 40 AM
REPRESENTATI VE KELLER introduced a conceptual anendnent to page
4, line 5, that after the word "generation," insert:

private sector job expansion, af fordabl e energy

options, and val ue-added opti ons,
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REPRESENTATI VE KELLER said t he anmendnent expands and
i ncorporates the goals of the resol ution.

11:12: 54 AM

REPRESENTATI VE GARDNER observed that the anendnent is related to
her belief that the testinony today raised the aspect that
having a trained workforce, and focusing on increasing jobs for
Al askans, also nust acknowl edge that Norway has a pre-

ki ndergarten to Ph.D. free education for its citizens. She
pointed out that education is part of the lessons learned in
Nor way . She then expressed her objection to the inclusion of

the word "conpetitiveness" because the word "has been co-opted
to be sort of a code for reducing taxes on the industry."

11:14:15 AM

CHAI R HERRON announced HCR 19 was hel d.

11:15:15 AM

ADJ QURNMVENT
There being no further business before the conmttee, the House

Special Conmittee on Econonm c Devel opnent, International Trade
and Tourism neeting was adjourned at 11:16 a. m
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