HOUSE FI NANCE COWM TTEE
March 21, 2011
9:05 a. m

9: 05: 32 AM

CALL TO ORDER

Co-Chair Stoltze called the House Finance Conmmittee neeting
to order at 9:05 a.m

VEMBERS PRESENT

Representative Bill Stoltze, Co-Chair
Representative Bill Thomas Jr., Co-Chair
Representati ve Anna Faircl ough, Vice-Chair
Representative Ma Costello
Representative M ke Doogan

Representati ve Bryce Edgnon
Representative Les Gara

Representative David Cuttenberg
Represent ati ve Reggi e Joul e

Representati ve Mark Neuman
Representative Tanme W/ son

VEMBERS ABSENT

None

ALSO PRESENT

Representative Charisse MIllett; Former Representative John
Harris; Bryan Butcher, Conm ssioner, Departnent of Revenue;
Mar garet Brown, President and Chief Executive Oficer, Cook
Inlet Region, Inc. (CIRI); FEthan Schutt, Senior Vice
President, Land and Energy, Cook Inlet Region, Inc.; Aaron
Schutt, Senior Vice President, Chief Operating Oficer,
Doyon, Limted; Tara Sweeny, Senior Vice President of
External Affairs and Conmunications, Arctic Slope Regional
Corporation (ASRC); Eric Fox, Vice President of Operations,
Canp Services NANA Managenent Services (NVS); Joe Mathis,
Pr esi dent, NANA  Paci fi c; | saac  Nukapi gak, Pr esi dent,
Kuukpi k Cor poration; Joe Nukapigak, Forner President and
Chairman of the Board, Kuukpik Corporation; Tom Leonard,
Communi cat i ons Manager, Calista Corporation.
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SUMVARY
HB 110 PRODUCTI ON TAX ON O L AND GAS

HB 110 was HEARD and HELD in conmmttee for
further consideration.

[ Note: This neeting took place in Anchorage.]

#hb110
HOUSE BILL NO. 110

"An Act relating to the interest rate applicable to
certain anmounts due for fees, taxes, and paynents nade
and property delivered to the Departnent of Revenue;
relating to the oil and gas production tax rate;
relating to nonthly installnment paynents of estinmated
oil and gas production tax; relating to oil and gas
production tax credits for certain expenditures,
including qualified capital credits for exploration,
devel opnent, and producti on; relating to t he
[imtation on assessnent of oil and gas production
taxes; relating to the determination of oil and gas
production tax values; making conform ng anendnents;
and providing for an effective date.”

9:05:46 AM

MARGARET BROWN, PRESI DENT AND CHI EF EXECUTI VE OFFI CER, COOK
| NLET REG ON, I NC. (CRI), di scussed her per sonal
background and that she had been the head of the oil and
gas division of CIRI for 35 years prior to her current
position as president. She discussed that C R was
headquartered in Anchorage and that its regional boundaries
represented the traditional territorial boundaries of the
Dena'ina Athabascan Indians in Al aska. The conmpany had
operating investnments inside and outside of the state and
had recently developed energy projects in Southcentral
Al aska such as the Fire Island Wnd farm and Underground
Coal Gasification. The conpany had also been involved in
the oil and gas business for nmany years. The conpany had
acquired land through Alaska Native Cains Settlenent Act
( ANCSA) t hat included |egacy oil fields and had
participated in exploration primarily in Cook Inlet and in
a well on the North Slope. The conpany was concerned about
exploration in Cook Inlet and on the North Slope and was
excited that it currently had a well wunderway on CIR's
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Kenai Peninsul a property. She enphasized CIRI's belief that
North Sl ope devel opment and exploration efforts had a very
significant inpact on the state's entire econony.

9:10: 08 AM

Ms. Brown discussed CIRI's ownership interest in two
conpani es that conducted a significant amount of work on
the North Slope, including Peak G lfield Service Conpany
(Peak) and Alaska Interstate Construction LLC (AIC). The
conpanies were known for their work that included noving
oil rigs, building ice roads, noving heavy nodul ar pieces,
etc. The conpany had reviewed its budget and had been very
concerned that the estimated income derived from Peak and
AlC reflected the decline in work on the North Slope. The
conpany had seen the effects in the nunbers projected by
Peak and AIC in addition to a reduction in work force for
the two conpanies. Both Peak and AIC had begun a workforce
reduction the prior vyear given the decline in work
projects. She was alarned by the magnitude of the decline
and how the econony as a whole would be inpacted. She had
seen reports which had indicated that Al aska was not
business friendly and did not welcome private investnent.
The difficulty of doing business in the state had "hit
home" in her office. She discussed a recent dinner wth
Governor  Parnel | and business |eaders that included
t el ecommuni cati ons | eaders, Al aska native corporations, oi
conpanies, and tourism |eaders. The overall concern that
had been expressed was that private enterprise and private
investnment in the state were being "squeezed out."” She
explained that CIRI had seen a lot of resistance towards
the ability to put private investnent dollars into the
region, specifically related to the Fire Island Wnd
project. She highlighted that she had also been personally
| ooking for business opportunities outside the State of
Al aska. She believed that private capital would nove
towards the highest |ikelihood of investnment return and a
bal ance between return versus risk. She did not want to see
private investnent dollars slip away in Al aska and believed
it was necessary to exam ne aspects of the business climte
that were resulting in the decline. She relayed that her
husband was a geologist who had worked in harsh and
chal I enging conditions in Prudhoe Bay. She thought he woul d
agree that sonme of the easy oil had already been found.

9:16: 27 AM
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Ms. Brown opined that it was inportant to see the
appropriate return for the risk taken by investors and to
recognize that the oil that remained on the North Slope
would be difficult to produce. A balanced risk versus
return would create a "robust” econony. She discussed that
the decline in the throughput on the North Slope had been
obscured by the significant rise in oil prices in the past
several years. The state had benefited from high oi
prices; however, because the throughput decline had been
masked, there was a l|ack of understanding about the true
vul nerability of the pipeline. She believed that there was
a need for legislative reform and that HB 110 worked to
address concerns of the oil industry and the general
public. She did not believe the status quo was an option
She disagreed with the approach that focused on how rmruch
the state would be "giving away” to the oil conpanies and
enphasi zed that wthout a conpetitive environnment on the
North Sl ope, there would be no oil conpanies to invest and
develop in the area. Business |eaders throughout the state
were concerned and there were several grass roots
organi zations that were researching where the conpetitive
nature could be inproved in the state. She thought it was
i ndicative of the broad concern that people shared across
all business segnents about the |ack of conpetition on the
North Slope. She did not profess to know every nuance about
HB 110, but believed the bill was on the right track. She
noted that Alaska had a royalty stream that allowed for
benefits when production and oil prices were high and she
t hought that the focus should not be on squeezing every
cent fromoil companies in the tax structure. She contended
t hat Al askans were | ooking for a balance that would allow a
| ong-term robust business climate to persist on the North
Sl ope that would spread to the rest of the state.

9:21: 07 AM

ETHAN SCHUTT, SENI OR VI CE PRESI DENT, LAND AND ENERGY, COK
I NLET REG ON, INC., was responsible for leasing of oil and
gas production on CIRI land in Cook Inlet and for genera

energy devel opnment. He relayed that CIRI had encountered a
significant anmount of resistance to the Fire Island Wnd
project, primarily because CIRI was a for-profit business.
He had heard several times in the past year behind closed
doors that there was no place in the railbelt electrical

market for a for-profit energy conpany. He believed that
the idea that there should not be a profit notive was an
unaccept abl e prem se and had been a significant obstacle to
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the project on Fire Island. The conmpany was currently
| ooking at several wind farm investnents outside Al aska,
which essentially diverted investnment noney away from the
state. He expressed that when |ocal businesses felt
unwel cone they would take their business outside. He had
visited Calgary, Alberta in the spring and had discovered
that Calgary had been rewarded for an abundance of energy
devel opnent in oi | fans, oi | and gas | easi ng,
unconventional oil and gas, CO2 tertiary recovery, etc. H's
visit to Calgary coincided with two negative pieces of news
for Alaska. During his visit to Calgary there had been
Ni gerian engineers |ooking at the Agrium plant in N Kkiski
for possible dismantling of the energy infrastructure in
Cook Inlet.

9: 25: 24 AM

M. Ethan Schutt had also heard the announcenent that
ConocoPhillips was closing the LNG (Liquid Natural Gas)
export termnal in N kiski. He believed the state had
overreached its power to tax and had in turn driven
busi ness away. He did not think that it was hel pful to make
"hysterical" pronouncenents in the press about the high
profits that oil conpanies were nmaking and the inplication
that profit notive was bad. He relayed that exploration was
both very costly and very risky and that the state needed
exploration investnent dollars. He added that the chance of
oil and gas exploration success was |less than 10 percent;
therefore, conpanies needed to be rewarded for successful
investnment. He vocalized that HB 110 was a good vehicle for
change and that CIRl appreciated the governor's efforts.

Represent ati ve Doogan wondered whether M. Ethan Schutt did
not believe that |aw makers were making enough effort to
incentivize exploration. He believed that |aw makers had
been under the inpression that they were working hard to
incentivize exploration. M. Ethan Schutt responded that
there were exploration tax credit incentives for conpanies
who did not have a significant anmount of production;
however , conpanies who had “"real" production paid
significantly higher taxes. He elaborated that the tax
credit incentivized conpanies that were new to the state
and was not in bal ance when there was both exploration and
production. Additionally, there was a difference between
the power to tax and the current royalty system Resource
owners had a royalty interest and it was inportant to not
"squeeze" too much out on the tax structure because the
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power to tax was a governnmental function. The sentinent
that the oil belonged to Al askans and that the state should
get its fair share was specific to the "royalty regine." He
explained that the tax regine related to what was fair in
relation to the state as a governnent and its power to tax.

Represent ati ve Doogan expressed interest in any information
that would hel p | aw makers know whet her they were not doing
sonething right. He was under the inpression that
approximately half of the $900 million spent in the prior
fiscal year had gone to established oil conpanies in order
to incentivize exploration and devel opnent.

9: 30: 08 AM

M. Ethan Schutt recommended further thought about the
belief that incentivizing oil conpanies to invest nore in
the established fields, particularly in Prudhoe Bay was not
in the state's interest. He believed that the |egislature
my want to |look at tweaks to incentivize additional
production and production enhancenent investnment wthin
established oil fields, because the reserves on Prudhoe Bay
that were not attainable with primary and secondary types
of recovery may have been the state's largest oil asset on
state land. The best place to find nore oil was in an
established oil field and the reserves left in Prudhoe Bay
were significant; however, the tax incentive structure in
Al aska related to true exploration outside of established
units. He relayed that CIRI was not present to carry the
water for big oil and that it would be necessary to get
answers fromoil conpanies directly.

Vi ce-chair Fairclough asked about CIRI's perspective on
actions related to oil taxes that the state could consider
in order to help create a business friendly environment.
Ms. Brown responded that CIRI would Ilike to see an
established fair tax rate that was not overreaching and
that would allow the free enterprise system work. The idea
that the profit notive of private enterprise was not
appropriate was the nost alarming to CIRI. It was inportant
to have an appreciation for where private enterprise,
including native corporations, small conpanies, and oil
conpanies, fit in Alaska in order to nove forward. She
expl ai ned that in Cook Inlet i nvestnments CIRl had
experienced permtting delays and had run into the notion
that private enterprise did not belong in the production of
power generation. The state was founded by people with a
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"can do" attitude and she worried that Al aska had cone to a
pl ace where people no longer had that attitude and could
not design a future to nove towards. Additionally, she
t hought that discussions related to the type of work
commtnments that would be obtained under |ower taxes were
beyond the scope and did not represent healthy dialogue
regarding the tax reginme. She believed that the denmand for
a particular work comm tnent would happen in unit operating
and | ease agreenents required by royalty owners.

9: 35: 58 AM

Vi ce-chair Fairclough wondered how many workers had been
inpacted and how CIRI would reposition those workers who
were no | onger enployed at Peak and AIC as a result of what
was characterized as "dramatic" decline. Ms. Brown did not
know the exact nunber of workers that had been inpacted,
but the decline had been nore dramatic than expected. She
expl ai ned that both conpani es had nmade workforce reductions
and that although it was not always possible, each conpany
worked hard to find work for enployees in other |ocations.
The conpanies did not want to lose trained and qualified
wor kers; however, the reality was that wthout available
work it was not possible to retain enployees. The conpanies
worked hard to maintain the balance between retaining a
trai ned workforce without running into the red.

Representative WI son asked whet her it was state
regul ation, federal regulation, or non-profit organizations
that did not support private business. M. Brown replied
that CIRI had currently only had dealings with state
regul ation through the Departnment of Natural Resources
permtting process and were pleased with the agency. She
believed that the problem for people was caused by a
rattling of the status quo. She knew it was not easy, but
it was inportant to be able to enbrace change and recognize
that there were systens in the state that were not serving
the people of Alaska the way that they should. She did not
think that Alaska's unique and special status could be used
as an excuse anynore. She professed that Al aska was not
that wunique and conpanies were going to North Dakota,
Al berta, and overseas for oil exploration and devel opnent.

9:41:41 AM

AARON SCHUTT, SENIOR VICE PRESIDENT, CH EF OPERATING
OFFI CER, DOYON, LIM TED, discussed that Doyon was the ANCSA
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regional corporation for Interior Alaska. The conpany was
headquartered in Fairbanks and 13,697 sharehol ders out of
18,158 lived in Al aska. He expressed that Doyon supported
HB 110, but preferred to see certain portions, such as
"bracketing,” inplenented during the current year. Like
CIRI, the conmpany believed it was tinme for change. The two
primary goals set forth by the board of directors were to
be as profitable as possible and enploynment opportunities
for sharehol ders. Doyon had three primary pillars of the
busi ness that produced revenue and jobs, including oil
field services, gover nnment contracting, and natural
resource devel opnent. There were four oil field businesses
that operated primarily on the North Slope: Doyon Drilling,
I nc. had approximately 300 vyear-round enployees and
operated drilling rigs; Doyon Universal Services enployed
approximately 850 workers and was a food services,
security, maintenance, and energency nedical conpany; Doyon
Associ ated, LLC was a pipeline and oil field infrastructure
construction conpany that enployed 150 seasonal enployees
and much fewer year-round; Doyon Enerald was an engi neering
and technical consulting firm that had 40 enployees. He
enphasi zed that approximtely 90 percent of the enployees
were Al askans working in Al aska. Approximtely 75 percent

or $300 mllion of the corporate assets were invested in
the conbined oil field services primarily on the North
Sl ope.

9:46: 38 AM

M. Aaron Schutt discussed Doyon's second pillar, natural
resource devel opment. Doyon was Alaska's |largest private
| andowner and had 12.5 mllion acres and roughly half of
the acreage had been selected for its resource devel opnment
potential. He explained that roughly half of the |I|ands
sel ected for resource devel opnent had been selected for oil
and gas potential. The conpany had partnered in 2005 on a
multi-year conmtnent with the State of Alaska in a gas
exploration project at Nenana on |ands owned by the state,
Alaska Mental Health Trust, and Doyon. A well had been
drilled in 2009 w thout the hoped success, but the conpany
woul d run another seismc exploration during the upcom ng
winter in the Nenana basin. Doyon also owned two mllion
acres in the Yukon Flats with 500,000 selected for oil and
gas potential. In 2010 Doyon had conducted a 100 percent
ownership seismc program near Stevens Village and woul d
continue ongoing efforts in the Yukon Flats. As a service
contractor and investor in exploration activity, Doyon was
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aligned with the State of Alaska regarding the success of
the oil and gas industry in Al aska. The bottom l|ine was
that the conpany believed that it was tinme to adjust the
oil and gas tax structure in Alaska. Doyon had 1,500
enpl oyees that relied on the success in the oil fields. The
conpany believed that there were still vast underdevel oped
oil and gas opportunities in Alaska. Like CIR, Doyon
believed that the best production opportunities were in
existing fields. There had been a loss of jobs and revenue
in Doyon's business segnents during the past several years.

The conpany believed that the current oil and gas tax
policy was a part of the problem He reiterated that Doyon
supported the bill but did want to see portions of the bill

i npl enented during the current year.

Representative CQuttenberg wondered whether there was any
part of the oil and gas tax structure, admnistrative
codes, or permtting that should be changed to incentivize
or notivate exploration and devel opnent. He expressed that
many | aw nmakers pointed to Doyon's success in the Interior
as a game changer for energy in the state. M. Aaron Schutt
replied that the exploration incentives that the state
provided were very notivating for exploration outside of
existing fields. At the beginning of the Nenana project
Doyon was a 20 percent working interest owner. He explained
that Doyon was very conmmitted to the project, but that its
partners who at one tinme owned up to 50 percent owner
interest were not Alaskan conpanies and |ooked at the
lifecycle of an oil and gas devel opnment project. Sonme of
the conpanies were purely exploration and the mgjor oil
producers were involved wth the exploration to production
stages. It was inportant to |ook at each opportunity and
the players at the table. A detrinent to the conpany was
its inability to attract nmajor producers that would be

present for the "long haul™ from exploration through
production. The major producers that could invest hundreds
and billions of dollars in Al aska had not expressed the

i nterest that Doyon hoped.

9:53:19 AM

Representative Gara asked whether the tax structure in the
Yukon Flats was nuch | ower than the ACES tax structure. M.
Aaron Schutt did not know. He explained that due to the
ANCSA 7(i) structure, the conpany strategy was to junpstart
exploration activity. He added that Doyon would not be a
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significant working interest owner in any developrment in
t he Yukon Fl ats.

Representative Gara wondered whether the difficulty Doyon
had experienced in attracting producers to the project
could have been due to a reason other than the tax
structure given the possibility that tax was |ower in the
Yukon Flats. M. Aaron Schutt replied that it was not
entirely clear why the conpany had not been able to attract
maj or players to the Yukon Basin. He expounded that at the
forefront of a rank exploration project there was major
risk and that nore than 90 percent of rank exploration
ended in dry wells or less than successful wells. The
exploration credits helped and were driving Doyon's
activity in the Yukon Flats and Nenana. He relayed that the
Iifecycle of business opportunity included an analysis and
predictability of the tax structure.

Vice-chair Fairclough referenced that from some people's
perspective "everyone in the world could make |l arge profits
except oil." She asked about the difference between an
exploration and a devel opnment conpany. She explained that
exploration seenmed to have credits that were doing what the
tax structure had intended to do and were attracting
smal l er explorers who were interested in locating smaller
pools of oil or another Prudhoe Bay. M. Aaron Schutt
responded that he was not an oil and gas expert, but
provi ded his perspective. He explained that major producers
had the ability to conduct exploration and to see the
project through to production; however, because production
on large or renote fields were billion dollar investnents,
smaller conpanies wth smaller balance sheets, such as
Arnmstrong Gas Conpany LLC, needed to "sell down" their
working interests to major producers after finishing the
expl oration period.

Vi ce-chair Fairclough explained that a conversation on the
House floor had lead Alaskans to believe that everything
was fine because there were incentives for exploration
conpani es who were aware of the tax base and consequently
there was no need to address the severance tax; however, it
was inportant to understand that the equation had multiple
parts and involved both exploration and production. M.
Aaron Schutt agreed. Explorers were inportant, but the
primary goal was production. He el aborated that when there
was a transition from the explorer to the producer that
often there were delays related to | ocating the appropriate
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partner, the transactional process, and the short
expl oration season.

9:59: 08 AM

Represent ati ve Edgnon wondered what advice M. Aaron Schutt
had to help find a balance between increasing business to
address the "precipitous" production decline and the
possi bl e inpact of a budget shortfall. As a |egislator that
represented rural comunities he recognized the inportance
of increased business but was weary of the consequences of
a potential budget shortfall and the inpact it would have
on rural Alaska. M. Aaron Schutt replied that there had
been little discussion about the secondary inpact of oil
tax policy on contractors. Doyon was aware of the
investment and activity decline as comodity prices had
increased and they had not seen an increase in contracts,
opportunities, and in secured contractor rates. It seened
that with high combdity prices that there would be nore
activity and higher wages, but Doyon had not been able to
command higher contract rates. The contractor rates
directly inpacted enployee wages and Doyon had been
struggling to naintain their workforce |evel

Represent ati ve Doogan wondered whether Doyon's work on the
250,000 acres in the Yukon Flats was primarily related to
oil or gas. M. Aaron Schutt responded that it was ainmed at
oi | exploration.

Representative Doogan asked for a definition of a
"contractor" as it related to the oil industry. M. Aaron
Schutt responded that "service provider® was a nore
appropriate term He explained that Doyon contracted wth
maj or oil producers to provide various services, including
drilling, security engineering, food service, construction,
etc.

Represent ati ve Doogan thought that major oil conpanies had
reduced exploration prior to the inplenentation of ACES
and; therefore, a direct correlation may not have existed
between the changes that were attributed to ACES and the
decl i ne.

10: 05: 03 AM

Representative Costell o asked what portion of HB 110 Doyon
wanted to see inplenented imediately. M. Aaron Schutt
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responded that an imrediate change from progressivity to
the bracketed tax provision would be hel pful. He noted that
it could take conpanies vyears to inplenent a plan

t her ef or e, earlier i npl enentation  of the bracketing
provision would result in nore activity sooner rather than
| at er.

Representative Neuman wondered how changes in the tax
structure over the past seven to eight years had inpacted
job security at Doyon. He asked how changes to the current
system would affect enploynent opportunities at Doyon in
the future. M. Aaron Schutt replied that five vyears
earlier cormodity prices were high and Doyon had
experienced difficulty finding technically qual ified
enpl oyees. The | ower comodity prices that foll owed made it
hard to keep contracts; however, Doyon had been fortunate
and had maintained a significant nunber of its contracts

He detailed that industry conpetitors had not been as
fortunate and the loss of qualified workers had reduced the
trained job pool in Al aska and was bad for all conpanies.

Representative Neuman asked whether changes in the tax
structure were needed in order to revive oil and gas job
opportunities that had been strained. M. Aaron Schutt
believed that investnent decisions by major producers were
influenced by the tax structure and as a result there were
fewer job opportunities in Al aska.

10: 09: 06 AM

Co- Chair Thomas asked how to keep noney and jobs in Al aska.
He did not want to provide oil tax breaks just to see the
noney |eave the state for other locations such as North
Dakota and M ssissippi. M. Aaron Schutt replied that it
was in the purview of the legislature to determi ne the
appropriate balance between incentivizing investnent and
the tax level. Doyon believed that it was tinme to nmake a
change given that its principal concern was higher
activity.

Co- Chair Thomas did not have a problem providing tax relief
to oil conpanies; however, he reiterated his concern that
easier and cheaper production in other states would take
noney away from Alaska's econony. M. Aaron Schutt
responded that the highest investnent return was in
existing fields and it was inportant to discuss what could
be done to increase production in areas |ike Cook Inlet and
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Prudhoe Bay that had seen little investnment for nany years.
| nvest nent decisions on itens such as tertiary recovery in
existing fields were related to tax policy. He expounded
that devel opnent of infrastructure in places |ike North
Dakota was nore expensive and riskier than the production
of oil on known fields.

10: 12: 43 AM

TARA SWEENY, SENI OR VI CE PRESI DENT OF EXTERNAL AFFAI RS AND
COVMUNI CATI ONS, ARCTI C SLOPE REG ONAL CORPCRATI ON ( ASRO),
di scussed that ASRC had been established pursuant to ANCSA
in 1971. The corporation was headquartered in Barrow and
had subsidiary offices in Anchorage and across the U S. She
rel ayed that ASRC was owned by 11,000 Inupiaq sharehol ders
who lived in various villages in Al aska. The corporation
was the largest locally owned and operated business in
Al aska and had five diverse lines of business that included
construction, resource developnent, governnent services,
energy support services, petroleum refining and marketing.
The corporation also operated a BIDCO financial |ending
service. She explained that ASRC Energy Services, Inc. was
the Il argest Al aska based oil and gas services conpany, had
over 3,000 enployees across the state, and had the only
Al askan owned refining and fuel nmarketing operation in the
state. The corporation worked w th Al askan businesses of
all sizes across all econom c sectors, had 4,000 enployees
wor king across the state, and approximately 6,000 working
in the Lower 48. She communicated that ASRC represented a
broad population with diverse political views, cultural
experiences, and personal beliefs, who shared the goal of
job protection and growth in Al aska.

Ms. Sweeny urged the legislature to reform ACES. She
enphasized that the state needed a conpetitive tax
structure to attract new investnent and production on the
North Slope and to put an end to the decline. She stressed
that the state could not expect to attract new investnents
with the ACES tax rate that inposed double and triple the
rates of Womng, Texas, and North Dakota. She vocalized
that the oil and gas industry was the "bedrock™ of the
Al askan econony. The industry accounted for approximtely
one-third of the state's econony and generated close to 90
percent of its general fund revenue. The industry also
hel ped to provide jobs in other sectors as well throughout
the state. She stressed that oil had peaked at nearly two
mllion barrels per day in the late 1980s and currently the
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nunber had been reduced to approximately 600,000 barrels
per day. She stated that at the current rate of decline the
pi peline could shut down within a decade and that the |oss
of jobs and danage to the economy could be irreversible.

10: 17: 54 AM

Ms. Sweeny strongly believed that reform of ACES would
i ncrease investnent and job opportunities. She accentuated
that ACES reform was not about saving noney for producers
but was for enployee job protection, job growh for future
generations, and to create a sustainable future for the
conpany. She delineated that ASRC Energy Services had heard
from large and small, international and national conpanies
that were excited about investing in Al aska, but were
waiting for ACES to becone nore conpetitive. She shared
that without ACES reform the clients would invest dollars
el sewhere. She relayed that |ost work opportunities were
devastating at ASRC Energy Services and that the conpany
continued to lose out on new work related to engineering,
construction, operations, and maintenance. She acknow edged
the conplexity of the issue and stressed the inportance of
reformto attract new investnent to the state.

10: 20: 07 AM

Representati ve Hawker wondered about the narket that the
Petro Star refineries had in Interior Alaska and who
depended on them He explained that managenent of the Trans
Al aska Pipeline System (TAPS) had testified the prior week
that the shutdown of TAPS and the refineries (one of which
was owned by ARSC) would be a risk to health, life, and
safety particularly in the Interior. M. Sweeny replied
that there was a large client base that was dependent on
the products that were sold and distributed by Petro Star.
The refinery was |located in North Pole and Petro Star had a
significant presence in rural Al aska including the Bristo

Bay and Koniag regions. She was happy to get the conmttee
speci fi c nunbers.

Representati ve Hawker requested a narket report that would
provide detail of the statew de dependence on TAPS.
Additionally, he wondered whether she could provide detai

on why a tax change would bring a stronger and nore robust
econony to ASRC and its shareholders. He referred to her
earlier testinony that the |lost opportunities had been
devastating for ASRC subsidiaries. He also discussed Co-
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Chair Thomas' concern that the state may provide tax breaks
only to have the npney invested outside of Al aska. M.
Sweeny answered that there had been conversations wth
potential investors and without ACES reformit would inpact
ASRC s ability to do nore business in Alaska. The
corporation enployed Al askans, shareholders, and other
Al aska Natives and the inpacts felt in rural Al aska were
real in that jobs were a very good econom c indicator and
provided stability for the conpany's people.

10: 25: 18 AM

Representative Hawker understood that ASRC needed to
protect corporate business plans, but surmsed that M.
Sweeny had corporate experience that led her to believe
very strongly that investnment dollars would cone to Al aska
in the event that ACES was reforned. M. Sweeny responded
in the affirmative.

Co-Chair Thomas explained that his concern about noney
| eaving the state was directed at "big noney” and not at
regi onal corporations. He was a regional corporation board
nmenber and he did not want noney that would have filtered
down to regional corporations to be taken away from Al aska.
He enphasized that was not directing an attack at regiona
cor por at i ons.

Representative Doogan asked M. Sweeny for nore detai
about what she neant by "reformng ACES'" and how she
t hought reform should take place. Ms. Sweeny responded t hat
ASRC was supportive of HB 110 and of a climate that would
increase certainty, stability, and jobs in Al aska. The
corporation believed that the current system was not
wor king and that the specific structure of the reform was
at the purview of the |egislature.

Representative WIson wondered whether Alyeska was correct
inits prediction that there would only be two weeks' worth
of oil for the Interior in the event of a pipeline
shutdown. Ms. Sweeney replied that she would get the
nunbers.

Representative WIson asked whether ASRC wanted the
effective date of the bracket provision in HB 110 to be
changed to the current year. Ms. Sweeney verified that ASRC
was supportive of immediate inplenentation of the bracket
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provi sion that had been discussed by Doyon Vice President,
M. Aaron Schutt.

10: 29: 15 AM

Representative Gara wondered why ASRC thought that a
reduction to the tax rate would increase oil activity when
there had not been increased activity when the tax rate had
been zero on nost fields on the North Slope until 2006. He
di scussed that there were tw different itens being
wei ghed, one of which was an increase to tax credits to
incentivize exploration. He explained that the state could
increase the credits to 50 percent and that conpanies would
not get the noney unless the exploration wells were built.
He was nore synpathetic to the tax credits conpared to the
second item that related to a reduction in the tax rate,

whi ch had not worked well in the past. He expounded t hat
despite an oil price increase from $20 a barrel to $40 a
barrel in 2004, two years later there had been |ess

enpl oynent and less investnent on the North Slope than
there was currently. He elaborated that the production
decline was approximately 40 percent between 1998 and 2006.
He wunderstood that it was difficult to speculate which
change would alter the behavior of oil conpanies. M.
Sweeney replied that from a service provider standpoint
that the current system was not working. She could not
speak directly to the decisions that were nmde by the
i ndustry, and although ASRC enpl oyed thousands of Al askans
and provided good services to the industry, it was | osing
out due to the current tax structure.

Representati ve Hawker was concerned that prior questions
had presuned that big oil had quit exploring before ACES
and that nothing had occurred during the ELF [Economc
Limt Factor] tax period. He asserted that previous
testinmony had provided an extensive list of insignificant
devel opnents that had taken place during the ELF tax
structure. He stated there had also been a significant
nunber of busi nesses that had failed because of
unsuccessful efforts.

10: 32: 41 AM
AT EASE

10: 47: 56 AM
RECONVENED
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ERI C FOX, VICE PRESI DENT OF OPERATI ONS, CAMP SERVI CES, NANA
MANAGEMENT SERVICES (NWS), discussed that NMS5 was a
subsidiary of Nana Devel opnent Corporation (NDC). He
explained that Nana Regional Corporation was owned by
12,500 Inupiat who had originated in Northwest Al aska. He
began working for Nana 20 years earlier on the North Sl ope
and he was proud to be an owner/shareholder of his
enployer. He relayed that NANA supported HB 110. The

corporation believed that the bill would |ead Al aska to be
in a nore conpetitive global position. The increased
conpetitive environment would also increase oil and gas
exploration and devel opnent. I ncreased oil and gas

exploration would allow several of NANA's conpanies to
conpete for increased work. The corporation would then be
able to help the Al aska econony grow with private sector
j obs and could provide opportunities and enploynent to NANA
sharehol ders. He discussed that unenploynent was a problem
in nost of the 11 Northwest Al aska regions. He enphasized
the inportance of NANA's mission to inprove the quality of
life for its people by maximzing economc growh and
protecting and enhancing its | and.

M. Fox shared that NANA had a long history of serving the
oil patch in Alaska and had started working on the North
Slope not long after the passage of ANCSA. Nana GOlfield
Services, Inc. had provided services for the industry for
four decades and NM5S had served the industry for over 30
years. In recent years NANA Wrl eyParsons had desi gned and
engi neered new North Slope facilities and NANA Construction
had built nodules for use on the oil fields. He provided a
guote from NDC President, Helvi Sandvik regarding the state
of the oil industry:

The State of Al aska's taxes and the federal
government's regul ation oversight of Al aska's resource

devel opment industry are not good for business
investment. Many of our conpanies serve the oil
industry. Until the state changes its tax structure
the oil industry will not spend the kind of noney it
has.to further develop Alaska's oil fields. The
industry will look to other places in the world to
spend its noney, so our conpanies that serve the oil
industry wll continue to face tough tines. If the

conpani es we serve are discouraged from investing in
Al aska that neans |ess work for our businesses and our
peopl e.
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M. Fox was honored that he had been naned sharehol der of
the year at the NANA annual neeting the prior week and took
his responsibility seriously. He stressed that ACES was
having a negative inpact on the interests of NANA his
region, and his people. He communicated that NVS had seen
the direct inpact of the lack of gromh of the oil and gas
industry in the state. The conpany had 2,400 enpl oyees and
was anong the 10 | argest enployers in Al aska. Over half of
its revenues cane from providing services to the oil and

gas industry, i ncl udi ng, food service, housekeepi ng,
facilities managenent, maintenance, renodeling projects,
wast ewat er nmanagenent, logistics and security, and crinme

prevention and investigation, energency nedical response,
| eak detection, transportation, environnmental and safety
training, and tenporary staffing. The conpany was comm tted
to providing enploynent and career advancenent for its
sharehol ders. Nearly one quarter of the workforce was
Al aska Natives and 12 percent to 14 percent were NANA
shar ehol ders. The conpany provided air transportation for
NANA sharehol ders to travel to work on the North Slope. He
enphasi zed that any contraction of the oil industry reduced
jobs, earnings, and the ability for rural Alaska Natives to
work close to home. As oil production declined in Al aska
the oil producers were forced to demand cost cuts from
suppliers like NMS. The conpany was faced with cutting its
costs, including the benefits it provided to its enpl oyees.
The lack of investnment from the oil and gas industry was
evi dent when NMS Canp Services recently lost a $5 nillion
contract that it had serviced since 1989. He explained that
the winning bid had cut enployee wages from the existing
contract by 20 percent and that NMS Canp Services could not
have nade that wage reduction in good conscience,
especially in light of increased health insurance prem uns.

10: 54: 39 AM

M. Fox shared that he had spent several days on the North
Slope with NM5S President Mary Qin the past Novenber.
Enpl oyees had communicated their fears and distress about
greater health care costs and lower profit nargins. He
explained NANA was not the only conpany that had been
i npacted by the decline and that the oil industry had shed
1,700 jobs over the past two years.

JOE MATHI'S, PRESIDENT, NANA PAC FI C, discussed that NANA

Pacific was a subsidiary of NDC. He had been a NANA
enpl oyee for close to three decades and was proud of the
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work that the conpany did for its shareholders and for its
contribution to the Alaskan econonmy. He relayed that
despite the vast oil resources renmaining on the North Sl ope
that production continued to decline at a serious rate. He
stressed that North  Dakota could surpass Alaska's
production in three to four years. Wthout new oil comng
on line, production would be down to approximtely 250,000
barrels per day in 2020, which would cause serious
oper at i onal challenges for the pipeline. The reduced
exploration and work on the North Slope made it harder for
NANA to help its region, shareholders, and Al aska. He
observed that Al aska had once been the top oil producer in
the nation, but it was currently nunber two and woul d soon
slip to nunber four. He contended that investnent dollars
were bypassing Alaska for North Dakota, Al berta, Australia,
and Russia. He discussed that there would be only one
exploration well drilled on the North Slope in the w nter
of 2011 conpared to approxinmately 170 active drill rigs in
North Dakota. The prior week he had attended RES 2011, the
| argest conference of tribes and native peoples in the U S
and had net with tribes that were based in North Dakota
Mont ana, and Gkl ahoma. He w shed he could have been as
excited about Alaska's oil field future as the tribes were
about the growth prospects and new oil field devel opnment in
their states. He enphasized that Al aska was not conpetitive
conpared to other oil regions and that the total margina
governnent take on a barrel of $100 oil was 82 percent,
conpared to 55 percent in Alberta and 43 percent in the
@ul f of Mexi co.

M. Mathis stressed that Alaska's investnent clinmte was
driving away business and it was necessary to reverse the
trend. He stated that a new drill site would include goods
and services, engineering, permtting, building roads and
gravel pads, materials for |ocal vendors, nodules, power
supply from source to drill site, backup  power,
transportation, operators, and fulltime naintenance. NANA
had invested $20 million in the NANA Construction Big Lake
facility where nodules for the resource industry were
built. He st at ed t hat an i ncrease in Al aska's
conpetitiveness would nmean there would be direct work for
NANA Construction to build nodules. There would be 20 to 70
new jobs for residents in the Mat-Su Valley, Eagle River,
and Anchorage. He discussed that the NANA subsidiary NANA
Wor |l eyParsons was an industrial engineering conpany that
had been hurt by the downturn. He explained that NANA
Wr | eyParsons directly benefited from new projects by oil
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and gas conpani es because of its role in the engineering
and design of new facilities. Wwen the conpany had new
projects it hired new enployees and helped the entire
econony grow. He reported that the inpact of ACES was
currently hitting the state hard.

11: 00: 17 AM

M. Mithis elaborated that the conbination of the recent
recession and ACES had been devastating to the oi

i ndustry. He discussed that NANA Wrl eyParsons had peaked
in 2008 with 675 enpl oyees and $115 mllion in revenue and
was currently operating at about half that size. H ghly
qualified enployees had left the state for nore attractive
career opportunities and were creating a "brain drain" in
Al aska. He explained that senior designers were |looking to
| earn about new software that was used in offshore industry
and without change in the exploration action they would
ook to a future outside of the state. He voiced that other
oi | producing regions had recovered from the recession and
that sonme areas were currently growing or boonmng. There
were new projects occurring in Texas, Al berta, Australia,
and throughout the Mddle East; however, Alaska was no
| onger an attractive place to do business. He accentuated
that investnent in new projects took years and wthout
action the way of |ife in Al aska woul d change dramatically.
He highlighted four reasons why HB 110 would create jobs
and 1increase production. First, the brackets for the
progressive portion of the production tax would reduce one
of the highest marginal tax rates in the world. The
brackets would be simlar to income tax brackets; therefore
when the price of a barrel increased, only the increnenta
portion of the barrel would be taxed at the higher rate.
Second, the bill pronoted infield drilling with tax credits
that were increased to 40 percent on the North Slope and to
equal tax credits in the other parts of the state. Third
the bill calculated taxes on an annual basis of average
prices and costs as opposed to volatile nonthly
cal cul ations. Fourth, HB 110 allowed conpanies to take tax
credits in one year instead of spreading them over two
years. He enphasized that he had cone to the state to help
build the Trans Al aska Pipeline and did not want to see it
torn down.

Co-Chair Stoltze related personal experience regarding his

father's work at NANA Purcell Security. He expressed that
the current discussion had been |ess about the details of
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HB 110 and nore about the story of the industry in Al aska
and the econony.

11: 04: 08 AM

Representative Gara wondered whether there were producers
in Alaska that were leaving the state to work in North
Dakota. He observed that the commttee had received very
little information regarding developnent in North Dakota.
He understood that the developers in North Dakota
represented a different group that did small fields, used
the fracking nethod, and used different technology and
production than was wused in Alaska. He did not believe
there was a mmjor overlap between the conpanies that were
conducting business in Alaska and the conpanies in North
Dakota; therefore, unless there was proof that conpanies
were |eaving the state for North Dakota, the idea that
conpanies in Al aska were fleeing to North Dakota did not
hold water. M. Mthis did not know which producers were
taking business to North Dakota. He thought t hat
ConocoPhillips may have been interested in working there,
but that it would be necessary to get the answer from the
producers. There were service conpanies that had not
necessarily been |eaving but had been sending operations to
North Dakota. In an emmil received that day, the Mandan
Tribe in North Dakota had asked M. Mathis whether he would
be interested in providing them with oil field service
wor k. He expl ained that North Dakota was working to attract
industry and that he wuld hate to see the valuable
expertise in Al aska |eave the state. He el aborated that the
expertise would be driven by the anmpbunt of work that was
avai l abl e and that it would nove wherever it was needed.

Representative Gara asked whether it was understood that
the actual tax rate paid by an oil conpany was nuch |ess
than the marginal tax rate. He explained that the marginal
tax rate at $100 a barrel only neasured the tax rate
between $99 a barrel and $100 a barrel. M. Mathis did not
know.

Represent ati ve Neuman wondered how to show that there would
be increased oil in the pipeline as a result of a change to
the tax system M. Mithis replied that it was very
difficult to provide a guarantee regarding how oil
conpanies would spend their noney. There were no nore
guarantees on how conpanies would spend their noney than
there were on how and where Al aska residents would spend
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their Permanent Fund Dividend checks or how people would
spend an energy check that was provided to offset high
energy costs. He enphasized that there would not be a
di fferent outcome in production without a change.

Vi ce-chair Fairclough believed that conmttee nenber i nput
was inportant; however, it was not helpful to rmake
accusations that were based on personal opinion. She
di scussed that Cruz Construction was a service provider in
Al aska that had experienced the secondary effects of the
current taxation structure. She wunderstood that it was
subj ective that the tax structure was the cause and effect;
however, from the perspective of Cruz Construction it was
the cause and effect. The conpany was repositioning all of
its assets in North Dakota and the nunber of enployees in
Al aska had been reduced from two hundred down to ten and
the nunber could potentially go down to three or four. She
enphasi zed that the claim that there had been no evidence
of loss of jobs on the North Slope represented a
perspective. She encouraged commttee nenbers to ask
guestions that could be answered with fact. She thought the
guestion regarding the difference in devel opnent strategies
in North Dakota from Al aska was inportant. She explained
that developnent in North Dakota was occurring on private
property and that the sane government regulations and
permtting processes were not required.

Vice-chair Fairclough asked M. Fox how to reframe the
conversation wth Alaskans related to the difference
bet ween explorers and producers and who would be put to
wor k under each scenari o.

11:11: 49 AM

M. Fox responded that exploration and production were
outside of the services that NVS provided. The conpany was
involved in the production phase with services such as
security, canp services, facility managenent, etc. The jobs
t hat NV provi ded wer e frequently avai |l abl e to
sharehol ders. There was a charter flight to Kotzebue that
had previously operated once a week because there were
enough jobs on the North Slope to call for a frequent
flight; however, currently the flight operated every two
weeks given the decline in jobs, particularly in Deadhorse.
He explained that the shareholders were experiencing the
decline first-hand and that the conpany had punped mllions
of dollars in revenue into the NANA region that was
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whittling away. He enphasized that rural Al aska desperately
needed the incone.

Vi ce-chair Faircl ough wondered whether the conpany had seen
job loss from service organizations. M. Fox responded in
the affirmative. He explained that exploration did not fall
into the NMS5 realm and that the job loss was on the
techni cal end.

M. Mithis added that NANA WrleyParsons had seen a 50
percent decline from 678 enpl oyees down to fewer than 300.

Representative Doogan referred to earlier t esti nony
regarding 1,700 lost jobs in the past few years and
wondered where the |oss had occurred. M. Mathis responded
that the job | oss had occurred in the oil industry.

Representati ve Doogan asked for clarification that the job
loss was within the oil industry in Al aska. The Departnent
of Labor and Workforce Devel opnent (DLWD) data showed t hat
oil and gas enploynent had gone from 12,900 in 2008 to
13,000 in 2009 and was projected at 12,700 in 2010. The
departnment's nunbers did not reconcile with the statenent
that 1,700 jobs had been lost. M. Mthis replied that he
woul d provide the conmttee with the source of the 1,700
figure.

11:15:47 AM

Representative Gara explained that the commttee had not
heard any evidence that producers had been |eaving the
state for North Dakota and that he would be concerned to
find out that they were. He discussed that there was
evi dence t hat conpletely subst anti at ed Vi ce-chair
Fairclough's point that contractors were |ooking for work
wherever they could get it, whether it was in Alaska, North
Dakota or both. M. Mthis replied that he did not nmean to
infer that producers had been closing up and |eaving the
state.

Vice-chair Fairclough remarked that the nmajor producers
were currently repositioning their assets and conpeting in
a global narket. She would continue to pursue her belief
that because the state was conpeting with a global nmarket,
the tax structure was causing Alaska to lose out on its
| arger investnents.
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Representative Quttenberg had heard concern that the firm
CH2M Hi Il had been consolidating work on the North Sl ope
i nstead of outsourcing it. He wondered whether NMS had | ost
work to another conpany. He discussed that it was difficult
to reconcile all of the different factors including the job
|l oss at NM5 and other conpanies and the DWD nunbers. M.
Mat his replied that job | oss had been a result of canceled
projects and was not due to conpetition. He could not speak
for CH2ZM Hi | | .

Representative Quttenberg was concerned that there was a
conflict between different perceptions and sone of the
statistics provided by DWD.

Representative Joule hoped that the state never |ost sight
of the inportance that Al aska Native corporations played in
the overall state econony.

Co-Chair Stoltze explained that although the topic was on
oil tax, the discussion was an opportunity to hel p Al askans
understand that the corporations were inportant engines for
the state econony.

11:20: 40 AM

| SAAC NUKAPI GAK, PRESI DENT, KUUKPI K CORPORATI ON, discussed
that the corporation was under ANCSA for the village of
Nui qgsut located in the Colville R ver delta. Nuiqgsut was
eight mles from the Alpine oilfield processing facility
and four mles from Nanug, one of the A pine oilfield
satellites. The Alpine oil field was |located on the western
edge of existing oil and gas devel opnent on the North Sl ope
and Nuiqsut was located within the National Petroleum
Reserve Alaska (NPRA). He delineated that Alpine was
di scovered in 1992 by ARCO Alaska (now ConocoPhillips
Alaska Inc.) and was the first oil discovered on ANCSA
land. Many of the facilities were expected to be |ocated on
| and owned by Kuukpik, the village corporation of Nuiqgsut.
Kuukpi k had negotiated for envi ronment al and ot her
protection for subsistence on behalf of its sharehol ders
and the residents of Nuiqsut. Kuukpik was able to reach an
agreenent to ensure that Alpine and future Alpine oil field

satellites would be developed in a balanced and
environmentally responsible way. The corporation was in
favor of bal ance and environnental |y responsi bl e

devel opment on the North Slope. Kuukpi k depended on oil and
gas resources and nmany shareholders and their famlies
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worked in the oil i ndustry. He explained that Joe
Nukapi gak, the former Kuukpi k president and chairman of the
board, would testify for Kuukpik and on the inpact of ACES
on jobs and the people of Nuiqsut. Kuukpik was in the
busi ness of providing services for the oil and gas industry
on the North Slope and other. The corporation had two
whol | y owned subsidiaries that provided oil field services,
including drilling, construction of ice roads, pads, roads,
and pipeline. Kuukpik also had a business partnership that
provi ded services that included geophysical, transportation
| ogi stics, catering, surveying, engineering, and oil field
security.

11: 25: 19 AM

M. Nukapigak relayed that through its business ventures
Kuukpi k had firsthand experience with the oil and gas
industry on a daily basis, including the wealth of the
i ndustry and the changing level of activity. He enphasized
that the oil industry needed to nove west to the NPRA in

order to make and develop significant new discoveries
onshore on the North Slope. One of the biggest problens
t hat bl ocked devel opnent on the NPRA was the failure of the
Arny Corps of Engineers to issue a bridge permt for the
Niglig Channel on the Colville Rver for the "CD5" or
"Al pine West" project. He expounded that the Environnenta
Protection Agency (EPA) opposed the CD5 bridge. He
explained that wthout the bridge and other potential
satellites, oil fields that ConocoPhillips had proposed
were unlikely to be built in the foreseeable future, which
woul d delay and prevent other oilfields in the NPRA to be
devel oped. He relayed the bridge permits would do no good
without the interest of the oil and gas conpanies. He
stressed that the current ACES tax reginme was a nmgmjor
obstacle to the oilfield development on NPRA. He stated
that even if the permts for the bridge and three potenti al
oil field satellites were obtained that Kuukpik oil field
services conpani es had seen reduced activity |levels across
the North Slope. He believed that the ACES concept of
sharing the upside of higher oil prices made good sense
along with a substantial reduction to the state's severance
tax when the price of oil reached $40 a barrel as it had in
2008. The concept of sharing was positive for oil and gas
in the state; however, the profit share that the ACES tax
reginme took during high oil prices was too high. He opined
that the developnent of oil and gas fields needed to be
environnmental ly balanced and responsible. Simlarly, the
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State of Alaska needed to balance its desire for revenue
from oil and gas developnment in the non-renewable oi

resources with the business need of the oil conpanies that
powered nuch of the state economy. A balance would be a

W n-win situation for the state and the oil industry.
Wthout ACES reform and a nore balanced structure, the
state and the oil conpanies would eventually |ose. He

expounded that the oil conpanies would | eave the state for
better opportunities in the conpetitive global market.

11: 30: 29 AM

M. Nukapi gak enphasized that wi thout the oil industry the
| nupi at people and their children could not nove forward
without risking their culture and lifestyle; therefore,
Kuukpi k supported HB 110 as a promsing step in the right
direction. He opined that ACES reform was the first step
towards pronoting an increased level of o0il and gas
exploration and developnent in NPRA and the State of
Al aska.

JOE NUKAPI GAK, FORMER PRESI DENT AND CHAI RVAN OF THE BQOARD
KUUKPI K CORPORATI ON, discussed that he had been the
presi dent of Kuukpik when the Alpine oilfield had been
di scovered. The Al pine facility had been built partially on
land that was owned by Kuukpi k. He had been the chairnman
during the discovery, developnent, and conpletion of the
first two Alpine satellite fields, Nanug and Fiord. He had
been involved in resource devel opnent, particularly in the
oil and gas industry for over 20 years. He was currently

the president of Nanuq, I nc., a wholly owned civi
construction subsidiary of Kuukpik. He discussed that
almost  all of the residents of Nuigsut were Kuukpik

shar ehol ders. Subsistence was the foundation of the |nupiat
culture, but they were also in favor of balanced and
environmentally responsible developnent of the North
Slope's oil and gas resources. Mny of the sharehol ders
worked or had worked for the oil conpanies and the jobs
hel ped residents to buy fuel, ammunition, whaling boats,
snow machines, and equipnment to pursue their subsistence
lifestyle. Profits from Kuukpik's oil field services
busi nesses helped the conpany pay dividends to its
sharehol ders. He discussed that the majority of oil and gas
exploration on the North Slope over the past 10 years had
been in NPRA. He relayed that permts had delayed three
ConocoPhillips satellite fields called Al pine Wst (also
called CD-5), Lookout, and Rendezvous. The satellites would
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make it nore economcal to develop fields farther west
through the use of exi sting pipelines, r oads, and
potentially other facilities. He explained that the Nuiqsut
residents had seen gas flares from a nunber of exploration
wel l's over the past 10 years as they traveled their hunting
grounds in NPRA

11: 36: 54 AM

M. Joe Nukapigak shared that Kuukpik believed that
di scoveries had been nmade by several oil conpanies, but no
projects had been built in NPRA There had been no
exploration in NPRA over the past couple of winters because
f eder al agencies did not allow conpanies to  build
facilities. He accentuated that permts for CD5 were
critical, but a reasonable and fair severance tax was al so
extrenely inportant. Kuukpik had seen a decline in oi
field activity and in jobs across the North Slope. The
problem was not only a result of the econom c downturn and
permtting delays, but was due to the ACES tax structure as
well. The state deserved a fair share of oil produced in
Al aska; however, the current ACES share was too high at
hi gher oil prices. The share of the profit that the state
took away needed to be reduced to encourage onshore
development in NPRA. The oil conpanies needed to be
rewarded for the risk they took on new devel opnent. He
enphasized that it was necessary to have a balance that
wor ked for the state, the oil conmpanies, and for Nuigsut.

Representative Gara relayed that he and others had witten
letters to the Army Corps of Engineers to urge them to
allow the bridge across the Colville R ver to go through

He wondered whet her Kuukpik would feel conforted and open
to a system that focused on increased credits instead of a
reduced profits tax, provided that it was possible to show
that the credits would increase developnent. He believed
that the portrayal that some nenbers of the legislature did
not want to see expanded oil devel opnent was inaccurate. He
explained that there were just different approaches. He
relayed that there had been a discussion about increasing
the exploration credit to 40 percent or 50 percent to
address the decline in exploration. He discussed that
ConocoPhillips and British Petroleum (BP) both reported
Al aska profits and had nade over $15 billion over the past
four years. He was concerned that conpanies would spend the
savings from a reduced tax outside of Al aska; however, wth
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exploration credits the conpanies would only receive noney
for working in the state.

M. Isaac Nukapigak believed that it was likely that the
state and the industry could reach a conprom se. There were
options that Kuukpik would need to explore. He renmarked
that he could not speak for the industry.

Representative Joule remarked that Kuukpik had been the
only village corporation that the conmttee had heard from
that day. He discussed that at one point local entities had
not been on the sane page related to the Colville River
bridge but the federal governnent had been <close to
providing the permts; however, now that |local entities
were united, the federal governnent was deterring the
process. He hoped that the project would be allowed so that
NPRA and NPRA west devel opnent coul d occur.

11:42: 54 AM

M. Isaac Nukapigak replied that Kuukpik had worked to
unify the community and had |ooked at both economc and
social areas. The |eadership of the community of Nuigsut
and Kuukpi k had passed a joint resolution to have Kuukpik
take the lead on oil and gas negotiation for Nuiqgsut.
Kuukpi k worked to nake certain that oil and gas devel opnent
continued and was done in the nost environnentally
practical way.

M. Joe Nukapi gak added that when Prudhoe had first been
di scovered nmany years earlier that the residents of the
North Sl ope had been skeptical. He conmunicated that over
time the residents had | earned how the oil and gas industry
wor ked and their skepticism had changed to support. Kuukpik
was the first village corporation that had owned part of
Al pine. He explained that Al pine provided a significant
benefit to Nuiqsut and to other Al aska comuniti es.

11:45: 32 AM

TOM LEONARD, COVMUNI CATI ONS MANAGER, CALI STA CORPORATI ON,
read a prepared statenent from Andrew Quy, Calista
Cor poration president and chi ef executive officer.

Dear Conmittee nenbers:
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Calista Corporation supports a nore conpetitive
environnment for Alaska's oil and gas exploration and
devel opment. We support Ilegislation encouraging the
increase in oil production on the North Sl ope.

Devel opnment of Al aska's resources should be considered
a long term investnent of long term projects. A nore
bal anced long term strategy could benefit Alaska and
the nation in many ways, from the potential of a nore
consistent oil and gas supply, to steady enploynent
for hundreds of Al askans.

The current tax structure, "ACES," can be inproved.
CNBC s report |last sumer placed Al aska as the worst
state in which to conduct business in the nation. The
survey determ ned Alaska was ranked last for the
fourth year in a row

Addi tionally, higher well credits can hel p encourage
new and existing field developnent. Al aska has a
strong history of exploration, and the state |aws and
regul ati ons need to better support conti nued
exploration and business devel opnment in Alaska. The
jobs oil and gas provides for our Sharehol ders enabl es
them to work rotational schedules and still live a
subsi stence |ifestyle.

Again, Calista supports utilizing our states natural
resources in a safe and responsible way, while
providing a nore bal anced business environnent for
the oil and gas industry. Calista thanks you for
your tinme in this inportant matter.

HB 110 was HEARD and HELD in commttee for further
consi derati on.

#

ADJ OURNVENT

11: 48: 36 AM

The neeting was adjourned at 11:48 AM
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