ALASKA STATE LEG SLATURE
HOUSE RESOURCES STANDI NG COW TTEE
February 1, 2012
1: 05 p. m

VEMBERS PRESENT

Representative Eric Feige, Co-Chair
Represent ati ve Paul Seaton, Co-Chair
Representati ve Peggy Wl son, Vice Chair
Representative Al an D ck
Represent ati ve Neal Foster
Representati ve Bob Herron
Representati ve Cat hy Engstrom Miunoz
Representative Berta Gardner
Representative Scott Kawasaki

MEMBERS ABSENT

Al l menbers present

OTHER LEGQ SLATORS PRESENT
Senat or Thomas WAgoner
COW TTEE CALENDAR

HOUSE BI LL NO 298

"An Act exenpting sand and gravel and marketable earth mning
operations from the mning license tax; and providing for an
effective date."

- MOVED CSHB 298( RES) OUT OF COWMM TTEE

HOUSE BI LL NO. 276

"An Act providing for a credit against the oil and gas
production tax for costs incurred in drilling certain oil or
natural gas exploration wells in the Nenana Basin."

- HEARD & HELD
PREVI QUS COW TTEE ACTI ON
BILL: HB 298

SHORT TI TLE:. EXEMPTI ONS FROM M NI NG TAX
SPONSOR(s): REPRESENTATI VE(s) SEATON

HOUSE RES COW TTEE -1- February 1, 2012



01/ 25/ 12 (H) READ THE FIRST TIME - REFERRALS
01/ 25/ 12 (H) RES, FIN
02/ 01/ 12 (H RES AT 1: 00 PM BARNES 124

BILL: HB 276

SHORT TI TLE: O L/ GAS PRCODUCTI ON TAX CREDI TS: NENANA

SPONSOR(s): REPRESENTATI VE(s) THOWPSON, DI CK, MLLETT, TUCK
M LLER

01/ 17/ 12 (H) PREFI LE RELEASED 1/ 13/ 12

01/ 17/ 12 (H) READ THE FIRST TIME - REFERRALS
01/ 17/ 12 (H) RES, FIN

01/ 30/ 12 (H) RES AT 1: 00 PM BARNES 124

01/ 30/ 12 (H) Heard & Hel d

01/ 30/ 12 (H) M NUTE( RES)

02/ 01/ 12 (H) RES AT 1: 00 PM BARNES 124

W TNESS REG STER

VES VANDERMARTEN, Vice President, Ceneral Manager
Anchorage Sand & Gravel Co., Inc.

Anchor age, Al aska

PCSI TI ON STATEMENT: Testified in support of HB 298.

JULI E OLSQON, CPA, Controller

Secon

Juneau, Al aska

POSI TI ON STATEMENT: Testified in support of HB 298.

CHERYL SHAFER, Owner

D bbl e Creek Rock, Ltd.

Anchor Point, Al aska

POSI TI ON STATEMENT: Testified in support of HB 98

MARC COTTI NI, Owner

Quest Engi neering Inc.

Anchor age, Al aska

POSI TI ON STATEMENT: Testified in support of HB 298.

TOM HEALY, Executive Director

Al aska Rock Products Associ ation

Pal mer, Al aska

PCSI TI ON STATEMENT: Testified in support of HB 298.

JOHAN MACKI NNON, Executive Director

Associ ated General Contractors of Al aska
Anchor age, Al aska

HOUSE RES COW TTEE - 2- February 1, 2012



PCSI TI ON STATEMENT: Testified in support of HB 298.

JOHANNA BALES, Deputy Director

Anchorage O fice

Tax Divi sion

Departnent of Revenue

Anchor age, Al aska

POSI TI ON STATEMENT: Answered questions relating to HB 298.

REPRESENTATI VE STEVE THOWPSON

Al aska State Legislature

Juneau, Al aska

POSI TI ON STATEMENT: As joint prime sponsor of HB 276, presented
further information about the bill.

JANE PI ERSON, St aff

Representative Steve Thonpson

Al aska State Legislature

Juneau, Al aska

PCSI TI ON STATEMENT: As staff to the joint prime sponsor of HB
276, assisted in providing further information about the bill.

ROBERT SWVENSON, Petrol eum Geol ogi st, Acting Director

Central Ofice

Di vision of Ceol ogical & CGeophysical Surveys

Depart ment of Natural Resources (DNR)

Fai r banks, Al aska

PCOSI TI ON STATEMENT: Answered questions in relation to HB 276.

JAMES MERY, Senior Vice President

Doyon, Limted

Fai r banks, Al aska

POSI TI ON STATEMENT: Answered questions in relation to HB 276.

ACTI ON NARRATI VE

1:05:12 PM

COCHAIR ERIC FEIGE called the House Resources Standing
Commttee neeting to order at 1:05 p.m Represent ati ves
Kawasaki, Dick, Herron, Gardner, Foster, Minoz, P. W]Ison,

Seaton, and Feige were present at the call to order.

HB 298- EXEMPTI ONS FROM M NI NG TAX

1: 05: 31 PM
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CO- CHAI R FEI GE announced that the first order of business would
be HOUSE BILL NO 298, "An Act exenpting sand and gravel and
mar ket abl e earth mning operations fromthe mning |license tax;
and providing for an effective date.”

CO CHAI R SEATON, prine sponsor, explained that HB 298 would
exenpt sand, gravel, and marketable earth m ning operations from
the mning license tax. This extrenely cunbersone tax is based
on the profits of the end product that is nmade fromthe sand and
gravel . Many operations have nunerous end products, such as
ci nderbl ock or asphalt, and each one of those products nust be
tracked to figure out the profit margin on the sand and gravel
that went into it. Another way that the tax is cunbersone is
that the operators are required to file a consolidated single
form for their pits but under the mning license tax they are
also required to do the calculation based on the entire mning
operation. Therefore, it is a conplex set of recording and ways
in which the revenues and profits are accounted for.

1: 07: 37 PM

CO CHAIR SEATON reported that the fiscal inpact of the mning
license tax is very small. For exanple, in 2011 the [Departnent
of Revenue (DOR)] received 182 mning license returns from sand
and gravel operators, but only 17 of those paid any tax. The
reason no tax was paid is because net profits bel ow $40,000 are
excluded from the tax. He rem nded nenbers about a previously

considered re-wite of mning tax laws in which the deduction,
or the point at which taxes had to be paid, would have been
increased two and one-half times to $100, 000. He said HB 298
does not go into any other mning operations such as placer or
hard rock, it only deals with sand and gravel and nmarketable
earth. By excluding all sand and gravel operations from the
mning license tax, HB 298 would provide a nuch nore direct way
of getting to the sane thing that was trying to be acconplished
by raising the exclusion.

1: 09: 12 PM

CO CHAI R SEATON said the other thing about the fiscal inpact is
that it has only raised about $206,000 to $320,000 [annually] in
the last four or five years, but it costs the Departnment of
Revenue about $150,000 [annually] to administer the program In
one way it could be looked at as a nuisance tax because it
raises so little noney, but in actuality some of the |arger sand
and gravel operators sell 80 percent of their product to public
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wor ks projects, so 80 percent of the tax is being paid for in
public works projects. Generally, operators take their costs of
doing sand and gravel, including this tax, and put on a 20
percent administrative fee, so the state ends up paying a huge
portion of this tax through its public works projects, plus the
admnistrative fee for calculating the tax, and then the audits
that are required. He said he thinks that calculations for
public works projects would show that the state is |osing noney
by this tax. Additionally, the tax is very burdensonme on both
smal | and | arge businesses. He related that sone of the witten
testinony states that in sonme cases up to 200 hours of work goes
into just maintaining the records and goi ng through audits.

1:11: 27 PM

CO- CHAIR SEATON further noted that folks from Southeast Al aska
have said that all of that region's gravel conmes from crushed
guarry rock and not sand and gravel m ning. Therefore, he has
an anmendnent to extend the definition to quarry rock, sand and
gravel . Drawing attention to the Departnent of Revenue
calculations in the conmttee packets, he pointed out that the
quarry rock was included in those calcul ations. He said that
guarry rock gravel also includes the Al aska Peni nsul a.

1: 13: 09 PM

REPRESENTATI VE KAWASAKI inquired whether HB 298 would affect
val uable netals or other mnerals outside of sand and gravel or
guarry rock

CO CHAIR SEATON replied no, the bill strictly deals with sand
and gravel and marketable earth and, if the anmendnent is
adopted, it will also deal with quarry rock. He said those are
exclusive of any netallic mnerals or other extractives.

REPRESENTATI VE  KAWASAKI asked whet her mar ketable earth is
defined in the bill or in sone other statute.

CO CHAIR SEATON responded that marketable earth is peat and
t opsoi l . He offered to get back to the committee with the
definition.

1:14: 10 PM
REPRESENTATI VE FOSTER said HB 298 sounds |ike a good proposal

but asked whether any departnment jobs would be elimnated
because of the bill.
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CO- CHAIR SEATON answered that the Departnment of Revenue's
auditors would be nuch nore profitably used by the state for
auditing larger operations that produce nore revenue to the
st at e. It is not that those auditors would go to oil and gas,
he said, rather their expertise is in auditing the mneral
i ndustry and that is where they woul d be nore productively used.

1: 15: 20 PM

REPRESENTATI VE HERRON inquired as to how many tons or yards of
sand and gravel are being tal ked about.

CO CHAI R SEATON responded that back in the 1970s he was amazed
to find out that sand and gravel was the state's |argest
extractive industry. He clarified that HB 298 only deals wth
the mning license tax and would not affect the royalties that
are paid by operators taking sand and gravel off of state |and.
Wiile he did not have the tonnage, he said the mning license
tax is calculated on a profit basis, not a tonnage basis. He
offered to provide nore information if that was desired.

REPRESENTATI VE HERRON said he would just like for it to be on
record that it is the largest extracted product in Al aska.

CO CHAI R SEATON added that when he was |ooking at this for any
uni nt ended consequences, he had the [Departnent of Revenue] | ook
at all nunicipalities that have a severance or other tax. o
the seven boroughs or nunicipalities in the state that have a
severance tax, none of those taxes are based on the mning
i cense tax.

CO- CHAI R FEI GE opened public testinony on HB 298.
1:18:12 PM

VES VANDERMARTEN, Vice President, General WMnager, Anchorage
Sand & Gravel Co., Inc., thanked the sponsor for introducing HB
298. He said Anchorage Sand & Gravel is a vertical integrated
conpany that mnes sand and gravel, and gravel -rel ated products,
such as concrete, asphalt, aggregates, block, pre-cast concrete,
cenent, and nore. Doi ng business in Alaska since 1938, Al aska
Sand & Gravel's products are used in a wide variety of products
in the greater Anchorage area as well as over the state from
residential to mlitary and state projects. He outlined the
reasons for why Alaska Sand & Gravel is in favor of passing HB
298. The ampunt of revenue that the state collects on this tax
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is less than, or at best equal to, what it costs the state to
collect it and therefore it is a neutral tax at best. Over the
years the state has perforned many audits on sand and gravel
with sonme individual audits lasting over two years. It has been
a great strain on the state's auditing departnment with little
results to show for it. The tax is burdensone because it
requires a great deal of tinme to generate the necessary
information for filing the tax. The current think of the DOR
auditing division is that it is based on a fair market price and
shoul d be determ ned on each product to help calcul ate revenue.
Anchorage Sand & Gravel produces 20-30 different sand and gravel
products, so gathering the information is very tinme consum ng
and, if audited, the tinme and expense grow significantly.
Anchorage Sand & Gravel's last audit took 18 nonths to conplete
and the cost was about $50,000 to conpile the information and
attend neeti ngs.

1:20: 49 PM

MR. VANDERMVARTEN mai ntained that the mning tax as it relates to
sand and gravel 1is very anbiguous and inconsistent. O her
m ning operations, such as gold, silver, zinc, and coal, are
indexed and the values are very easily defined and very
traceable, but that is not the case for sand and gravel. The
various gravel producers in the state have very different
processes and narkets that they deal in, thus it is difficult to
determine a fair market price. For exanple, Anchorage Sand &
Gravel is strictly a supply conpany, so all it does is sell to
other contractors, while other producers tend to lean toward
construction and their products are used on their own projects.
So, coming up with a fair market value that is fair and easy to
determine is the root of the problem and the auditors and
producers struggle with making it a consistent tax across the
board. The anount of tax paid by one producer may vary greatly
on the same product that another producer m ght pay.

MR. VANDERMARTEN pointed out that governnents are the custoners
for the majority of Anchorage Sand & Gravel's products; so nuch
of the cost of the tax is just passed back to the state.
Summari zing, he said the mning license tax is a non-productive
tax, it is burdensone and tinme consumng for both the producer
and the state auditing departnent, and it 1is inconsistent
because there is no market i ndex. For these reasons, Anchorage
Sand & Gravel feels that sand and gravel should be exenpted from
the mning license tax statute.

1: 22: 43 PM
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CO CHAI R SEATON asked whether M. Vandernmarten has any feelings
about amending the bill to include quarried rock.

MR. VANDERMVARTEN replied that he does not think it will have any
effect. In further response, he said Anchorage Sand & G avel
does not do quarry rock. He understood that the production of
quarry rock is very limted in the state.

1:23:40 PM

JULIE OLSON, CPA, Controller, Secon, noted that Secon is a
subsidiary of Col aska. She said she was an auditor in public
accounting for 11 years and has now worked for SECON for a year
and a half. The volune and amount of effort going into
preparing for the audit that Secon has been undergoi ng has been
overwhel m ng, she conti nued. Secon has spent about 200 hours

preparing for the audit. Wile the auditors have been great and
are trying to do their job to make sure that Secon is conplying
with the tax return requirenments, it has been really difficult
to provide the auditors with what they need and in the right
format. She stressed the difficulty of conplying with the audit
requi renents and how burdensone that has been. She said she
fully supports HB 298 and thanked t he sponsor.

1:25: 02 PM

M5. OLSON, in response to Co-Chair Feige, said she is the
controller for [Secon] in Juneau and that there are four other
accountants who do various levels of activities, but the
majority of the information flows through her. In further
response to Co-Chair Feige and Representative Gardner, she
confirmed that she would have no difficulty in re-utilizing
t hose other people in other areas and that HB 298 would not put
anyone out of work.

1:26:19 PM

CHERYL SHAFER, Owner, Dibble Creek Rock, Ltd., stated that hers
is a small, famly run sand and gravel and ready m x business on
the | ower Kenai Peninsula. She said her conpany also finds it
burdensonme to apply the mning license tax to its sand and
gravel operations, which is a basic industry with a |ow val ue
product . Her conpany has experienced the sanme difficulties as
stated in witten and oral testinony by the big conpanies.
Di bble Creek Rock owns and leases multiple gravel sites and it
is an accounting nightmare to try to separate the conpany's
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products from the several different sources and that are used
for different products. She explained that she has to file
double mning tax returns on all of her conpany's pits sinply
because the title of the property is held in a different nane,
which is her husband and herself, than their conpany nanme which
is D bble Creek Rock, Ltd., the operator of the pits.

1: 27: 32 PM

M5. SHAFER said her conpany is also currently being audited by
t he Departnment of Revenue for three years of mning tax returns
and this audit has been going on since 2009. It is just a two-
person office and she is the one who has been spending tine
trying to accomodate all of the information that the Departnent

of Revenue has been asking for. Both she and the departnent
find it difficult to separate out the conpany's mning
activities from its integrated activities. More time is

actually spent by trying to conply and file a correct mning tax
report than it does for her to figure out her conpany's federal
corporate tax. Dibble Creek Rock feels that taxing such a basic
i ndustry in such a conplex way hurts the econonm c outl ook of the
state because it drives up the price on fundanental products

that everyone needs. She said her conpany strongly supports
passing HB 298 to exenpt sand and gravel and narketable earth
mning operations from the mning tax |aw She thanked the

sponsor for bringing this issue to the comrittee's attention.
1:29:28 PM
MARC COTTINI, Omer, Quest Engineering Inc., testified that his

conpany got involved in the gravel business and representing
clients about six years ago when the WMatanuska-Susitna Borough

started regulating extraction sites in the borough. Thr ough
that process, his firmlearned of the requirenment of the mning
i cense tax. The conmpany went through a long process with its

clients and with two CPAs and during that process the conpany
even had to go through back audits. Quest Engineering found the
auditors in Anchorage very hel pful and kind, but they were doing

their job thoroughly. H s conpany's clients are small gravel
pit operators and because of the $40,000 exenption none of them
owed any taxes, but they had to fill out the fornms. He said the

audits were a heavy and expensive burden of tinme and noney.
Over the last six years, none of his clients in approximtely
seven different |ocations have had to pay any tax. He urged the
commttee to pass HB 298 because the tax is an undue burden and
a hardshi p. If nothing else, the main thing is exenpting snall
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firmse from the paperwork. Since they are already exenpt from
paying any tax it would be nice to be exenpt fromthe paperworKk.

1: 31: 50 PM

MR. COITINI, regarding how nuch burden is involved, said he
spends about eight hours once a year for every site his conpany
is at; currently, Quest Engineering is actively processing at
three sites. Additionally, he spends another day answering
guestions from the individuals, trusts, | andowner s, and
busi nesses that receive royalties from Quest to make sure that
they get the information correct because the auditors conpare
the fornms submtted by Flintstone Inc. - (Quest's grave
screening business - to the fornms sent in by the fol ks receiving
the royalties. If there is a msmatch there is an audit.
Therefore, he sets aside one full week every winter to process
this paperwork. If he does not process this paperwork he wll
not get a mning license to operate the follow ng sunmer, nor
will the sites where his conpany works at.

MR. COITINI closed his testinony by noting that after he spends
his time putting together the paperwork he gives it to his CPA
He related that his bookkeeper said Quest Engineering paid the
CPA about $400 per mning license tax return, but paid the CPA
| ess than $300 to do the conpany's federal business tax returns.

1: 34: 13 PM

TOM HEALY, Executive Director, Al aska Rock Products Association
stated that his business association of sand and grave
producers supports HB 298. He related that the applicability of
the mning license tax program to sand and gravel producers has
been a concern anongst these producers for several years. One
principle that supports exenption from a tax is whether the
effort to collect an audit tax froma certain business is out of
proportion to the tax benefit received, and this is exactly the
situation that HB 298 addresses. The mining license tax as it
applies to sand and gravel operations results in tax reporting
and tax audit procedures that are overly conplex and tine
consuning for both operators and Departnent of Revenue staff.
There is no listed nmarket value for sand and gravel products
like there is for gold, silver, and other valuable mnerals.
Sand and gravel pricing is determined by individual contracts
and bids and the sane product can be priced differently by
di fferent producers on the sane day. Conmbined wth the variety
of sand and gravel products, this results in a reporting and
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audit process that is far nore conplex than that for a gold m ne
produci ng one product with a known market val ue.

1:36:12 PM

MR. HEALY said that sand and gravel tax revenue to the state is
a relatively small portion of the total mning |license revenue.
The result is an inefficient upside down situation for sand and
gravel producers - the lowest value mneral products are being
subj ect to the nost conplex reporting and audit requirenents.

MR. HEALY point out that another inportant distinction involving
the sand and gravel industry is that its products literally form
the foundation of local, state, and federal capital projects.
Exenpting sand and gravel operators from the mning |icense tax
would reduce the cost to governnment agencies for capital
proj ects. Finally, operators that are presently exenpt fromthe

mning license tax must still spend time and expense to submt
to the state. This is not a cost effective use of limted
conpany or state resources. He reiterated his association's

support for passage of HB 298.
1:37:33 PM

JOHN MACKI NNON, Executive Di rector, Associ at ed Genera
Contractors of Alaska, explained that his construction trade
association is conposed of over 650 business nenbers. Since the
technical problens wth the mning license tax have already been
di scussed, he said he will instead provide a history of where
the state is today. He related that last spring sone of his
menber conpanies received audit letters that they imediately
sent to him with comments that he cannot repeat in testinony.
Looking into it, his organization realized that the present
license tax structure was poorly applied to aggregate production
in the construction industry. Wile it works well with mnerals
and other itens fromthe earth, the tax does not nake sense for
aggregate production because of the conplexity of processing.
Hi s organization approached the Departnent of Revenue | ast
summer about the problens with the present tax as it applied to
guarry rock and sand and gravel operations and how the present

requi renents could be inproved. Associ ated Ceneral Contractors
cane |looking for a sinpler way of calculating the tax and a
sinpler audit process that would be revenue neutral; it was not

asking for an exenption.

1: 39: 20 PM
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MR. MACKI NNON expl ai ned that the Departnent of Revenue cane back
to his organization after researching the issue and said the
sinplest solution would be to exenpt quarry rock and sand and
gravel operations fromthe requirenents, rather than replacing a
tax with a tax. Both the industry and the Departnent of Revenue
have concluded that it is a true nuisance tax because it
produces very little revenue for the state and for the
construction industry it is expensive and very conplicated to
calculate and to prove up on an audit. The mgjority of the
material mned and used goes into public works projects, so
governnment is really paying the tax bill a couple of tines over
So, what appears on the surface to be a self-serving piece of
legislation for the benefit of the construction industry is
really the result of a cooperative effort of industry, the
Depart ment of Revenue, the adm nistration, and now the
| egislature to get rid of a nuisance tax and provide a long-term
public benefit.

1: 40: 43 PM

MR. MACKINNON, in response to Representative Gardner, confirned
that it is he who can be blamed for coordinating the del uge of
letters received by conmittee nenbers about this tax.

CO CHAIR SEATON commented that this shows the wuseful ness of
associ ations of people acting together to bring an issue forward
in a coordinated manner. He said that when this problem was
presented to him he called sand and gravel operators across his
district and received the same response from every person he
contacted, yet nost legislators had not heard from those
i ndi vi dual operators.

REPRESENTATI VE P. WLSON added that this makes her wonder how
many other |aws on the books are not worth having. She said it
is joy to take something away that wll make life better for
others and the state at the sane tine.

CO- CHAI R FEI GE cl osed public testinony on HB 298.

1:43: 42 PM

CO CHAIR SEATON noved that the commttee adopt Anendnent 1,
| abel ed 27-LS1263\A. 1, Bullock, 1/31/12, witten as follows

[original punctuation provided]:

Page 1, line 1:
Del ete "sand and gravel"
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I nsert "quarry rock, sand and gravel,"

Page 2, line 3, following "earth,":
I nsert "quarry rock,"

There being no objection to adopting Anmendnent 1, it was so
or der ed.

1:44:. 43 PM
CO CHAI R FEI GE opened commi ttee discussion on the bill.

REPRESENTATI VE KAWASAKI observed that the fiscal note is $0 for
the Division of Mning, Land and Water, but for the Departnent
of Revenue in Fiscal Year 2013 and five years out it is a
$300, 000 decrenment while operating expenditures and fund source
are $0. He asked whether the departnent wll be working on
other things if the mning license tax is no |onger item zed.

JOHANNA BALES, Deputy Director, Anchorage Ofice, Tax D vision

Department of Revenue, provided a history of how the departnent
got to that. When sand and gravel operators in the Matanuska-
Susitna Borough were told that they needed permts the
departnment was contacted by the borough and the departnent
realized that it had several non-conmpliant sand and gravel

operators in the state. The departnent then pulled resources
from other excise tax types to do a conpliance activity, which
spanned about three years. The conpliance activity brought

approxi mately 150 new taxpayers into the fold with absolutely no
increase in revenue. Once the departnment realized this it began
putting those resources back on the other tax types from which
they cane. The departnent is currently closing out the sand and
gravel audits that were nentioned during the testinony and is
putting resources into other areas.

1: 46: 49 PM

REPRESENTATI VE KAWASAKI inquired whether there are other taxes
that cost the state an exorbitant anount w thout being useful.

MS. BALES responded that the division does look at all of its
tax prograns and determnations to conduct audits based on
| ooki ng at revenue. However, sonme taxes, such as al cohol and
cigarette taxes, are levied not just for revenue purposes. So,
the division does conpliance audits in those areas hoping that
everyone is paying the tax and the intended purpose of those
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taxes will be reached. She said the division is open to having
dialog to look at all of the taxes.

1:48: 26 PM

REPRESENTATIVE P. WLSON said it is good to know that sone taxes
are not for the purpose of actually collecting the tax. She
requested that when the departnment cones across sonething that
is a waste of tinme that it let legislators know so it can be
taken off the books. There is no sense in having things on the
books that are redundant or not worth the effort, she concl uded.

M5. BALES replied that the aforenentioned request is duly noted
and she |l ooks forward to working with the |egislature on things
like this.

REPRESENTATI VE MUNOZ agreed that onerous taxes like the mning
license tax should be brought to the legislature's attention by

the departnent. She said the bill and its title is very narrow
and prevents the bill from becomng a vehicle in other
commttees for that possibility. She wants to be clear to

people in the mning conmunity that the intention here is
focused on sand and gravel operations.

1: 50: 46 PM

CO CHAI R SEATON pointed out that his office investigated whether
there was any |arge taxpayer that this would exclude, such as
buil ding a gravel i sland. It turns out that building a grave
island is using resources froma conpany's |ease so that is not
included in the bill"'s provisions.

CO CHAI R FEI GE cl osed di scussion on HB 298.

1:51: 39 PM

REPRESENTATI VE MUNQZ noved to report HB 298, as anmended, out of
commttee with individual recomendations and the acconpanying
fiscal notes. There being no objection, CSHB 298(RES) was
reported fromthe House Resources Standing Comrttee.

The commttee took an at-ease from1:52 p.m to 1:58 pm

HB 276- O L/ GAS PRODUCTI ON TAX CREDI TS: NENANA

1: 58: 21 PM

HOUSE RES COW TTEE -14- February 1, 2012



CO CHAI R FEI GE announced that the next order of business would
be continued discussion on HOUSE BILL NO 276, "An Act providing
for a credit against the oil and gas production tax for costs
incurred in drilling certain oil or natural gas exploration
wells in the Nenana Basin." [Before the commttee was Version M
the proposed conmttee substitute (CS) |labeled 27-LS1193\M
Bul l ock, 1/18/12, adopted on 1/30/12.]

COCHAIR FEIGE invited the sponsor to discuss points that were
brought up in neetings on 1/31/12.

1:58: 39 PM

REPRESENTATI VE STEVE THOMPSON, Al aska State Legislature, sponsor
of HB 276, related that there have been ongoing discussions wth
the Departnent of Revenue (DOR) and the Departnent of Natural
Resources (DNR). He said that DOR and DNR are |ooking at how

this tax credit would fit with existing tax credits and will be
getting back to him on [2/6/12] wth additional information.
One possibility being | ooked at is expanding the bill to cover

regions that are underserved and suffering from high energy
costs.

1: 59: 37 PM

JANE PI ERSON, Staff, Representative Steve Thonpson, Al aska State
Legi slature, explained that one of the nbst interesting things
di scussed yesterday was that these are wildcat basins with a | ow
potential - 5 to 15 percent - of success. So, a three-step
process was | ooked at, the first being seismc exploration which
woul d be shared with the state. The seism c data would increase
the odds for success and would be valuable to the state to have.
The second step would be pre-qualification for the drilling
incentive from the Alaska Ol and Gas Conservation Conm ssion
(AOGCC) and DNR based on the seism c data provided. The third
step would be the drilling and the issuance of the credit.
G ven that "the devil is in the details,” work will continue on
making all the pieces fit together so that the tax credits work
snmoothly with those that are already on the books and get to the
sponsor's intent.

2:00: 54 PM
REPRESENTATI VE THOVPSON expl ai ned that by the pre-qualification
DNR and AOGCC woul d have to determ ne that sonething does have a

potential that is worthy of drilling. They could disallow the
credits for drilling on a location that does not have nuch
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potential, which could save the state a lot of noney in the |ong

run froma total wldcat of just going out and drilling a hole.
2:02: 00 PM

CO CHAI R SEATON pointed out that the 40 percent exploration tax
credit would still be applicable, so sonebody wanting to proceed
with a well that did not qualify for this [proposed] enhanced
credit could still take +the existing credits, which are
substanti al . For locations that are over the distances away

from soneplace else, there is the 40 percent tax credit, plus
conversion of the cost at 25 percent to a credit, thus basically
it is 65 percent of the well cost as long it is within those
par anet er s. He said he is just clarifying that the pre-
gqualification is only for this [proposed] enhanced credit.

2: 03: 36 PM

REPRESENTATI VE HERRON observed that there are the Cook Inlet
credits and now there is this legislation for credits for the
Nenana Basi n. He asked whether this discussion is leading to
the creating of a tenplate so that some other basin in the state
does not have to conme back to the | egislature.

REPRESENTATI VE THOWPSON responded yes, he is |ooking at other
basins and possibly regions, but he has not yet put it all
t oget her.

2: 04: 34 PM
REPRESENTATI VE KAWASAKI commented that gas-starved Fairbanks is

| ooking for energy solutions, and while this is the appropriate
commttee in which to debate a statewide policy, he does not

want to get caught in the weeds. Fai rbanks and other places
across the state have been struggling to have sonething
effectively passed and he would |ike to see the questions,

especially on the pre-qualification, answered sooner rather than
| ater.

2:05:22 PM

CO- CHAIR FEIGE recognized that HB 276, as currently witten,
woul d apply incentives directly to the Nenana Basin al one, but
said he would like to step back and |look at the state overall
and the incentivizing of oil and gas and get a feel for the
commttee's basic philosophy for what should be done here. He
said he would like to ask five questions, wth the first being
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whether it is appropriate to further incentivize oil and gas
expl oration above and beyond what is already on the books.

REPRESENTATI VE GARDNER responded that she has a concern any tine
it is a 100 percent incentive because it nolds behavior in ways
that are not al ways beneficial.

REPRESENTATI VE KAWASAKI recollected that nmany of the exploratory
and production wells shown on the map from the D vision of
Ceol ogical & Ceophysical Surveys are centered in two basins.
The city of Fairbanks is far away from those two basins and that
puts Fairbanks in a poorly placed strategic area. However, as a
state he thinks Alaska ought to be wldcatting because pretty
much every hole ever drilled was a wildcat hole at one point in
time, including the Prudhoe Bay and Cook Inlet areas. So, there
is cause for it, he agreed.

REPRESENTATI VE HERRON, |ooking at M. Swenson's PowerPoint of
all the basins that have potential, said he agrees wth
Representati ve Kawasaki . The Yukon- Kuskokwim Delta has |ow
potential for a big producer, but it has significant potenti al
for local |use. He said he therefore thinks it 1is the
committee's responsibility to discuss that policy.

2:08: 41 PM

REPRESENTATI VE P. WLSON concurred, but questioned how sonet hi ng
found in the mddle of nowhere will be taken out of there. For
areas along the pipeline the product can be taken out, but for
[renpte areas] it will cost the state or sonebody a | ot of noney
once it is found to build a pipeline or a road. She added that
she firmy believes in developing ways to get to the state's
resources, and building infrastructure is probably the nunber
one thing the state should be doing. She said she does not know
how to connect the dots at this point, but it is sonething the
conm ttee needs to deal wth.

REPRESENTATI VE THOWPSON pointed out that he did not intend for

this to be sonething for export. He is looking at it as a way
to bring relief to depressed areas and renote areas of the
state. It would bring down their costs which would save the
state mllions of dollars in power cost equalization.

REPRESENTATI VE P. WLSON surm sed that [the gas] could not be
used as it conmes out of the ground and woul d have to be refined.
She asked what would therefore need to be done to help a
conmuni ty.
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REPRESENTATI VE THOWPSON, qualifying that he is not a gas person,
related that Cook Inlet gas is very dry and can nearly be used
right out of the ground, while North Slope gas is very wet and
has to be cleaned before it can be used in a honme furnace. He
allowed that there are differences and it depends on what is
found as to whether it will need to be processed to be usable.

CO CHAIR FEIGE commented that it will not be known until the gas
i s found.

2:11:38 PM

CO CHAI R SEATON cautioned that he does not want the idea to be
that it is just small basins with snmall quantities of gas that
can be used only there. For exanple, natural gas found in the
Copper River Basin would provide a ready source of gas to heat

the oil in the Trans-Al aska Pipeline System (TAPS) to overcone
sone of the pipeline's problens; the same thing for any extra
gas in Nenana. The Donlin Creek Mne is projecting to have

usage greater than what the entire Railbelt and Southcentral are
using right now, so in-state usage does not nean it has to be

smal | . Depending on the quantity found, the gas could allow
ot her econom c bases in those areas to flourish as well. Most
of what is being thought about is natural gas, but there could
be oil in the Nenana Basin just as well as gas.

CO CHAIR SEATON added that a bill by regions would get beyond

the idea of a bill for just one group that has a license for an
area. He said he wants to make sure the bill is expanded beyond
[the Nenana Basin] so that It has general st at ew de
inmplications. In response to Co-Chair Feige, he confirmed he is

meani ng for Al aska as a whol e.

2:14:18 PM

REPRESENTATI VE KAWASAKI, regarding pre-qualification, stated
that if the bill is expanded as nentioned by Co-Chair Seaton,
t hought needs to be given about anchor tenants and how to get
that gas to market. The exploration credits on the books have
done their job, but the problem has been with production and the
realization of a project. He said he does not want to see a
bunch of wldcat drilling w thout any results. The state's
investment needs to result in gas production, not just

exploration, and that should be part of the pre-qualification.

2:15: 16 PM
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COCHAIR FEICGE said he thinks it is a general consensus of the
commttee that sonme kind of incentive should be provided, but
that menbers do not want to pay 100 percent just to punch hol es
in the ground. Even though the state is bringing in revenue it
does not have enough noney to punch holes all over the state to
find the resource, so a way nust be found for getting someone
else to pony up the noney and that is a delicate process.
Therefore, the question for the conmttee is what the best way

is to incentivize that. Gven that the average wildcat well has
only a 10 percent chance for success, he requested M. Swenson
to address how the risk of drilling a dry exploratory well could

be | owered and how the state could inprove the information that
it has through a program of incentives.

2:17: 27 PM

ROBERT SWENSQON, Petroleum Geol ogist, Acting Director, Central
O fice, Division of Geological & Geophysical Surveys, Departnment
of Natural Resources (DNR), began by clarifying what w ldcat and

chance of success nean. A prospect said to be a wldcat
prospect mneans that the anount of information that is had is
relatively limted, so the chance of geologic or econonic

success is always based on just that one well rather than the
entire basin. Every piece of information gathered is incredibly
i nportant because each piece provides a better understandi ng of
what is in the subsurface, which increases the chance factors.
It is not that all of these basins have a 5-15 percent [chance
of success]; rather, it is that there is very little information
for nost of these basins. As additional information is gathered
the chance factors will either increase or decrease. An exanple
of this is Nenana Basin in which the explorer is very far down
the exploration road in conparison to M nchum na Basin which has
only gravity data and no subsurface information whatsoever. The
M nchumna Basin is truly wildcat and drilling a well there
would be incredibly difficult because it would be hard just
pl aci ng where to go to get the nost information

2:19: 29 PM

MR. SWENSON continued by pointing out that it is a difficult
process to conbine all of this together and have a tenplate in
which each basin is played the sane way. The issue is to
understand the data that is there and to understand what the
prospect is. He said he thinks it inportant that the state
understand what is available to it as far as the geology and the
petrol eum potential; it does not nean that that will take it al
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the way to production, but it is understood what is available
from the standpoint of resources, and this is what is inportant

about this discussion and HB 276. Unli ke many other states,
Al aska has a lot of geology that is conducive to both oil and
gas and m nerals. He reiterated that the Nenana Basin is nuch

further along than nost of the other areas because it has a | ot
of seismc, three wells, and a | ot of subsurface infornmation.

2:20: 56 PM

REPRESENTATI VE GARDNER, in regard to gathering information on
broad areas, asked whether it would nmake sense for the state to
do seismc work and then nmake it available to potential bidders,
t hereby increasing the value, potentially, of |ease sales.

MR. SVENSON responded that how data is acquired is what he
t hi nks this discussion is about, whether the state subsidizes or
provides tax credits or some other process. Wether it is
seismc data, gravity information, shallow core holes, or deep
wel l's, each piece of information would hel p devel op the nodel of
what is there. For exanple, take away all the wells and seismc
from the North Slope and think about when Prudhoe Bay was
di scover ed. Nine wells were drilled in that region and the
first eight were dry, but each well ©provided additiona
i nformati on. The target being drilled for at the tine was the
Li sburne, a carbonate rock beneath where the oil was actually
found. Wen the Sadlerochit was hit, which is Triassic in age,
there was absolutely no idea that this rock formation was going
to be the target, and it is unbelievable how nmany tinmes that
type of thing happens. Going back from that serendipitous
event, the issue is that it was known from the other wells that
there was a |lot of potential because of the active hydrocarbon
that was found, along with a lot of shows and the therma

hi story. Much of the picture was put together and all of the
pi eces were there, but the picture was inconplete. When the
Sadl erochit was hit and Prudhoe Bay found it was a conplete
surpri se. That sane process must be gone through to evaluate
any one of these basins. It will be unknown what is actually
there wuntil it is hit and produced, but the ability to

understand it increases with each piece of data - so any piece
of data is inportant.

2:23:46 PM
CO- CHAIR FEIGE inquired whether it is fair to say that the nore

information available to a potential investor, the higher the
i kelihood that a potential investor will make that investnent.
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MR. SWVENSON replied correct, but stressed it is specifically the

basin that is being tal ked about. Then what nust be taken into
account is what infrastructure is available and how the product
will be taken to market. Sticking with just the basin, he

continued, the nore data that is positive information, the
better the chance of bringing an outside investor into that
basin. The Nenana Basin has a significant anount of data.

2:24:50 PM

COCHAIR FEIGE presuned that the state's data is primarily
stored with the Division of Geological & Geophysical Survey. He
asked whether the division has an inventory of what data is
avai |l abl e where in the state.

MR, SVENSON answered yes, and added that a nunber of different

agenci es have various types of data. The Alaska Ol and Gas
Conservation Comm ssion (AOGCC) collects all the well logs and
sanples from any of the oil and gas drilling in the state. The

D vision of GCeological & Geophysical Survey gets those sanples
after they have beconme public; the division does not house any
confidential information whatsoever. The Division of Ol & Gas
(DOG), specifically DOG resource evaluation, and the AOGCC have
a significant anount of seismic data that is proprietary because
statute requires that it be turned over to the state. Sone of
that data beconmes public after a period of 2-10 years, and once
that is made public the D vision of GCeological & Geophysical
Survey has access and can publish it, along with nmaps, to help
peopl e understand the geology and to facilitate exploration.

CO- CHAIR FEIGE surm sed that the confidential seismc data nade
available to the state is data that the individual conpanies
t henmsel ves are paying the cost to acquire.

MR. SVENSON responded correct and noted that sonme of that data
never does becone public.

2:26: 24 PM

REPRESENTATI VE GARDNER i nquired whether seismc data that was
publicly available for a |lease would tell an adj oi ni ng
| easehol der anyt hi ng about that |easehol der's nearby | and.

MR. SVWENSON said there are two |evels of understanding. One is

regional and tells what the basin is doing - what tenperature it
got to, what the basin's history is. This upfront information
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woul d definitely help that person with an adjoining |ease block
in understanding the basin. However, the second |evel of
understanding is where to specifically put down an 8.5-inch bit
into a very expansive area, and the cost of getting it there is
high. That is why such a trenmendous anmount of three-di nensional

seismc is being shot now - it gives that nuch nore information
and helps to focus in on a very, very snall target. For this
| evel, an adjacent line in another area wll probably not help,

but for an understanding of the basin it wll.
2:27:52 PM

COCHAIR FEIGE related his experience in seeing the great
advancenents that have occurred over the years in the quality
of, and the neans for gathering, seismc data. He asked what
the nost cost-effective nmeans would be for the state to delve
into to overview what a basin is really like.

MR, SWENSON concurred that the seismic data and all data

acquisition technology has changed in |eaps and bounds. He
advised that [the state] is facilitating sonething everybody
wants - the explorers want to find sonething, the state wants
the explorers to find sonething, and the Native corporations
want those conpanies to find sonething. In that scenario there
will be different ideas about what the best data is, but
everyone wants to get the nost cost-effective |ook at whatever
it is they are trying to get at. For exanple, in M nchum na
Basin where there is very little data, one or tw regional

seismic lines to acquire the basic basin geonmetry woul d probably
work. Areas |ike Yukon Flats, Nenana, and Kotzebue already have
significantly nore data, so the next step in those places would
be determining the nost cost-effective piece of information to
provide the next phase of understanding to prove up whether
there is a petroleum system or trappable structures. Rat her
than the state being a gate keeper, it is nore of a partnership
for comng up with the best idea for evaluating the basin.

2:31:17 PM

REPRESENTATI VE P. WLSON understood the state has lots of data
but that some conpanies never give the state any data. She
asked how and when the state acquires the information.

MR. SWENSON qualified that he is not the best person to answer
this question and said he will get back to the commttee with a
detailed brief in this regard. However, he continued, sonetines
there are "spec surveys" where a seismc conpany shoots a huge
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area and then sells the opportunity to get that data with the

stipulation that it cannot be passed on. He offered his
understanding that for [spec surveys] on state land the state
must get a copy and it is held confidential. Under certain

scenarios, such as some incentive prograns, the data becones
public after some period of time; for the licensing program he
believes that time period is 10 years. Thus, there is a full
spectrum depending on the |ocation, the part of t he
confidentiality process, and how it is held.

2:32: 55 PM

REPRESENTATI VE DI CK noted that a dry hole that costs $25 million
to drill provides sone data. He asked how the data from a dry
hol e conpares to the other nethods of gathering data.

MR. SWENSON began his reply by conparing renote sensing to the
nmedi cal world, saying that even with all the different types of
imaging for looking into a person's body, it is still the
surgery that wultinmately shows what sonething actually 1is.
Because drilling is the nobst expensive part of the process, he
continued, it behooves a conpany to get information to focus
where that drill should go and to have a fair understandi ng of
the basin's geonetries and how deep to go. However, the only
ultimte understanding is actually drilling a well, and probably
nore than one well, because the chance of success for any one
wel | becones so | ow.

REPRESENTATIVE DICK surmsed that it mght then make a |ot of
sense to drill maybe five holes in a basin.

MR. SVENSON responded that sonetimes by the fourth well it wll
be known that it is not going to work, and sonetinmes by the

first well that will be known. "It really depends on where you
are," he said.
2:35:21 PM

CO CHAIR SEATON noted that there are many basins across the
state and therefore the state cannot put itself on the hook for
every basin. He asked whether it would nake sense to do this
regionally and limt the regions and to have M. Swenson provide
the contours for where those regions should be.

MR, SWENSON answered that a key issue in drawing the areas is

that a basin not be cut in half - that the differentiation be
based on geology and not geopolitical surface issues. There
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will be sone upfront know edge about a basin to date, he
cont i nued. However, because the overall prospectivity of a
basin will likely be relatively limted, it would probably be
best to prioritize by identifying which has the highest
potential from the geologic perspective of what is known, or

that additional information is needed. A nunmber of different
variables will go into that equation.
2:38: 14 PM

CO- CHAIR SEATON understood M. Swenson to be saying that
regional is not the way to go; rather, prioritizing the basins
statewide is the way to go.

MR. SVENSON replied that, in reality, the nunber of basins is
less than 30, so it is inportant that [his division] get that
information for the commttee and then have the discussion
agai n. For exanple, the Nenana Basin is a relatively snall
surficial area. It is inportant to |ook at which one of these
basins nmaintains potential and to | ook at the area of extent of
a basin with that potential, and to then have di scussi ons.

CO CHAI R SEATON requested that M. Swenson provide the conmmttee
with a prioritization and an estimate of regional guidelines.
He said this mght be part of the pre-qualification information.

MR. SWENSON agreed to do so.
2:41:21 PM

COCHAIR FEICGE asked what kind of information would go the
greatest distance in reducing the exploration risk that Doyon,
Limted is facing with projects that are currently underway [in
t he Nenana Basi n].

JAMES MERY, Senior Vice President, Doyon, Limted, stated that
there are a couple of difficulties. Because these frontier
basins are not Cook Inlet or the North Slope the majors perceive
themas too snall, while people Qutside see Al aska as scary; so
it is a difficult environnent. One helpful thing is that in
sonme of these basins the oil potential has gone up substantially
t hrough Doyon's work. However, Doyon is losing partners in this
venture, not gaining them Doyon drilled a well and gai ned sone

val uabl e data even though it was not a productive well in terns
of commerciality. The data fromthat well heightens the prom se
of these Interior basins. Doyon is undertaking its own seismc

program right now because it is a strong believer in the area's
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prom se, but nost of its other partners in the Nenana Basin are
not participating in that project.

MR. MERY noted that it all cones to a head at the next stage

which is drilling. It will take at least two nore wells, and
maybe five, to know what is out there and getting to that point
is going to be very difficult. Doyon is not in a financial

position, even after it shoots the seismc, to fund 100 percent
of a well that may be drilled in the future. The state has been
a wel cone partner through the other prograns, he said, and what
Doyon is looking for here is for the state to be a little bit
nore of a partner so that Doyon can get over the next hunp to
nmove this project forward

2:44:59 PM

REPRESENTATI VE GARDNER i nqui red about the cost for Doyon's | ast
wel |l and the anticipated cost for the next wells.

MR. MERY answered that Doyon's last well was a sumer tine
operation within a few mles of the road system and the costs
were a little south of $19 million. According to a recent Doyon

study, a 12,000 foot well in sumrer time, and wthout pre-
contingencies, wll likely cost a Ilittle over $25 nillion
conpl et ed.
2:46: 05 PM

CO CHAI R SEATON related that since the Norway policy tour there
has been a fair amount of interest in the |egislature about
state direct financial investnent (SDFlI), which is I|ike a
wor ki ng interest owner. He asked whether Doyon would find it
appealing to have the state as a working interest owner in the
20-25 percent range. He noted that a couple of different nodels
have been run, including one nodel by Pedro van Meurs which
found that the fiscal system could be made nore attractive by
converting the 12.5 percent royalty to a 25 percent SDFI
Anot her scenario is to leave the royalty as is and have sone
SDFI .

MR. MERY responded that Doyon has had no discussions and has not
given any thought to it, but he is aware of what M. van Meurs
has tal ked about. Wiile there have not been formal or direct
tal ks, he said he is sure that Doyon would be open to it.

REPRESENTATI VE DI CK commented that the two things driving where
the drilling takes place are how good the basin |ooks and how
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desperate the nmarket is, and that is what nakes the Nenana Basin
so conpel I'ing.

2:48:50 PM

REPRESENTATI VE P. W LSON inquired whet her Doyon would be able to
get investors to cone back after there is nore seismc data that
indicates where the best place is to drill the next well or
wells. She allowed this would depend on what the seismc finds.

MR. MERY replied that the objective is to drill wells and that
with success he thinks Doyon would have no problem attracting
new i nvestors. The next biggest risky part of a venture in the
Nenana Basin is drilling in the central part of the basin, and
investment will follow quickly once it is established through
di scovery that there are many things to chase out there.

2:50:15 PM

CO CHAI R SEATON related that the bill's structure of 100 percent
has created a lot of consternation. This has resulted in
di scussi ons about 80 percent on all three, given that [HB 276]
has no differentiation between the first, second, and third well
like there was in the Cook Inlet issue. The conmttee is
westling with how to structure a bill: one structure being an
80 percent tax credit with a payback of half of that anount if
there is profitable production; the other structure being the
current 40 percent exploration tax «credit and 25 percent
conversion of expenses to a transferable tax credit. He asked
how Doyon woul d eval uate these two structures of credit.

2:52:20 PM

MR. MERY answered that it becones a harder question for Doyon.
Addressing it from the standpoint of previous comittee
di scussions about "no skin in the game," he explained that the
Cook Inlet legislation has a 90 percent reinbursenent across
three wells, with an up-to-$25-nmllion cap on each well. A 90
percent credit across three wells - the first, second, and third
wells - would work quite well for Doyon. As far as skin in the
gane, he said Doyon's cost estimates are a little bit north of
$25 mllion. I f anything goes wong and it costs $30 mllion,
Doyon will only get reinbursed for $25 million, not $30 nmillion

so Doyon is holding the insurance policy on cost overruns.
Additionally, it is likely that later this calendar year Doyon
will have to convert its license to |eases, and then Doyon w |
have to wite checks to the State of Al aska every year for about
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$1.5 million just to hold the leases. On top of that, Doyon is
now spendi ng noney on doing seismc. Also, while drilling, it
woul d be Doyon's intention to do nore seismc on the southern
end of the basin. The legislation that would allow Doyon to
drill these things with these enhanced incentives really just
triggers a whole lot of other things that will happen, and in
that respect Doyon certainly has a lot of skin in the gane. The
notion of having the Division of Ol & Gas involved and perhaps
pre-approving some of this does not trouble Doyon and Doyon
wel conmes that because it has an open relationship with both M.
Swenson's division and M. Barron's division. Doyon has shared
a lot of information that it did not have to share because it
wants the participation and input of those divisions.

2:55: 09 PM

CO CHAI R SEATON, regarding the sharing of information, explained
that one concern about enhanced credits was that the state

shoul d get sonething for that. The data would be available to
the state without a long restriction on tinme limts because it
is all under Ilicense which can be converted to leases and is

t herefore not conpetitive.
MR. MERY replied, "No problemw th that at all."
2:55:49 PM

COCHAIR FEIGE stated that in the course of discussion the
committee has gone over the rest of the questions that he had.
If the commttee decides it is going to incentivize and it
determnes exactly how it wants to incentivize, his |ast
guestion is whether those incentives should be made open ended
or only available for a fixed period of tine. If it is open
ended that becones the state's basic structure, while a tine
limt mght force people to respond to the state's desire to
have nore expl orati on sooner.

2:56:51 PM

REPRESENTATI VE KAWASAKI said his coments are not to the
tinmeline, although he thinks it would be a good policy for the
commttee to make. Continuing, he noted that there is a limted
anount of noney but Ilots of potential areas to explore.
Regarding the |imted anmount of noney, the politics are that
everybody wants to add his or her area into the whole equation
and he wants to nake sure that it does not becone so |arge that
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the cormittee cannot figure out what to do. In prioritizing the
basins, he would like to cone up with a policy that is fair.

COCHAIR FEIGE, in regard to taking the politics out, conmmented
that sone entity has to nmake a decision about where. He asked
where the appropriate place is to have that decision nmade.

REPRESENTATI VE KAWASAKI responded that on the policy side he
wants to nmake sure the conm ttee does not pigeon it so nuch that
it helps one group or another, which has been seen too many
times.

2:58:43 PM

REPRESENTATI VE GARDNER, responding to Co-Chair Feige's question
about the length of tinme, said the benefit of a tinme limt is
that the legislature can always extend it if it is successful.

CO- CHAI R SEATON pointed out that the information on sone basins
is much farther along than that on others; for exanple, the
Nenana Basin has seismc being shot and ot her devel opnment, so it
is hard for sonething else to catch up. For people willing to
drill in basins, the Nenana is well on its way. He said he
thinks the commttee is waiting for M. Swenson to cone back
with those prioritizations and sone kind of regional mx.
Regarding a tineline, he said it takes tine to develop these
sorts of things, so it could becone problematic for a conpany
trying to develop sonething because the conpany would not know
whet her that incentive would still be there. Additionally, if
the commttee was to ook at a state direct financial investnent
(SDFI') nodel, then it would probably want restrictions based not
so much on tinelines, but on newer fields not going in and
taking that kind of position and an old field where it has
nmostly been produced because there are liabilities to being a
wor ki ng i nterest owner, such as liabilities for oil spills.

CO- CHAIR FEIGE held over HB 276
3:01:11 PM
ADJ QURNIVENT

There being no further business before the commttee, the House
Resources Standing Commttee neeting was adjourned at 3:01 p. m
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