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HOUSE JO NT RESOLUTI ON NO. 26

Urging federal agencies to work with the Al aska Departnent of
Fish and Ganme, Southeast Alaska Native |eaders, and other
interested parties to establish strategies and plans for the
sust ai nabl e managenent of the reintroduced sea otter population
of Sout heast Al aska.

- MOVED CSHIR 26( RES) OUT OF COWM TTEE

PRESENTATI ON( S) : A FI VE- YEAR LOOK BACK: O L | NDUSTRY CAPI TAL
EXPENDI TURES BY CATEGCRY 2006- 2010

- HEARD

HOUSE BILL NO 9

"An Act requiring the Joint In-State Gasline Devel opnent Team to
report to the |egislature recormmended changes to state |aw that
are required to enable or facilitate the design, financing, and
construction of an in-state natural gas pipeline so that the in-
state natural gas pipeline is operational before 2016; and
providing for an effective date."

- BILL HEARI NG CANCELED
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PREVI QUS COW TTEE ACTI ON

BILL: HIR 26
SHORT TI TLE: SEA OTTER MANAGEMENT
SPONSOR(s): REPRESENTATI VE(s) P. W LSON

03/31/11 (H) READ THE FIRST TIME - REFERRALS
03/31/11 (H) RES

02/ 03/ 12 (H) RES AT 1: 00 PM BARNES 124

02/ 03/ 12 (H) Heard & Hel d

02/ 03/ 12 (H) M NUTE( RES)

02/ 13/ 12 (H) RES AT 1: 00 PM BARNES 124

W TNESS REG STER

ARTHUR MARTI N, Staff

Representative P. WIson

Al aska State Legislature

Juneau, Al aska

PCOSI TI ON  STATEMENT: On behalf of Representative P. WIson,
prime sponsor, introduced the proposed conmttee substitute for
HIR 26, Version I.

GREG BROMWN
Juneau, Al aska
PCSI TI ON STATEMENT: Expressed concern with HIR 26.

JULI ANNE CURRY, Executive Director

Pet ersburg Vessel Oawners Associ ation (PVOA)

Pet ersburg, Al aska

POSI TI ON STATEMENT: Testified in regard to HIR 26.

TI NA BROMAN, President

Al aska Wldlife Alliance (AWA)

Juneau, Al aska

PCSI TI ON STATEMENT: Expressed concern with HIR 26.

M KE M LLER, Chairman

| ndi genous Peopl e's Council for Marine Manmal s (| PCovM
Sitka, Al aska

PCOSI TI ON STATEMENT: Testified in support of HIR 26.

BRYAN BUTCHER, Conm ssi oner

Departnent of Revenue (DOR)
Anchor age, Al aska
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PCOSI TI ON STATEMENT: Provi ded a Power Point presentation on oil
i ndustry capital expenditures between 2006 and 2010.

DONA KEPPERS, Audit Master

Production Audit G oup

Tax Division

Depart ment of Revenue (DOR)

Anchor age, Al aska

PCSI TI ON  STATEMENT: Shared in the providing of a PowerPoint
presentation on oil industry capital expenditures between 2006
and 2010.

ACTI ON NARRATI VE
2: 05: 27 PM

COCHAIR ERIC FEIGE called the House Resources Standing
Commttee neeting to order at 2:05 p.m Representatives Dick,
Herron, Gardner, Seaton, and Feige were present at the call to
order. Representati ves Minoz, Foster, Kawasaki, and P. WIson
arrived as the neeting was in progress.

HIR 26- SEA OTTER MANAGEMENT

2:05:45 PM

CO CHAI R FEI GE announced that the first order of business would
be HOUSE JO NT RESOLUTION NO. 26, Urging federal agencies to
work with the Al aska Departnment of Fish and Gane, Southeast
Al aska Native |eaders, and other interested parties to establish
strategies and plans for the sustainable nanagenent of the
reintroduced sea otter population of Southeast Al aska. [Before
the commttee was Version B, the proposed commttee substitute
(CS) labeled 27-LS0717\B, Bullard, 1/27/12, adopted as the
wor ki ng docunent on 2/3/12.]

CO CHAI R SEATON noved to adopt the proposed conmittee substitute
(CS) for HIR 26, Version 27-LS0717\1, Bullard, 2/6/12, as the
wor ki ng docunent . There being no objection, Version | was
before the commttee.

2: 06: 29 PM
ARTHUR MARTIN, Staff, Representative P. WIson, Alaska State

Legi slature, explained that the l|anguage in Version | is the
result of working with the Seal aska Heritage Foundation. During
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the 2/3/12 hearing on HIR 26 a concern was raised of the ability
of Native peoples to sell sea pelts to anyone. Therefore, al

mention of the sale of intact sea otter pelts was renoved from
the resolution and |anguage was crafted in two changes that

clarify the issue. The first change is on page 3, line 1, where
the language now reads that "Alaska Natives are limted to
selling only '"authentic' and 'traditional' Native handicrafts”

The second change begins on page 3, line 31, and addresses a

previ ous discussion that the Marine Mammal Protection Act limts
the allowable wuses of sea otters to only "authentic" and
"traditional"” handicrafts. Because the definition of authentic
and traditional is too restrictive, the change here asks that
these ternms be replaced with "Alaska Native articles of
handi craft".

MR. MARTIN reported that the sea otter issue has nmade headlines
and the sponsor is happy that the issue is being elevated to
this level and heard by the commttee. If current policies of
inaction continue it is believed that in just a few years humans
wll have little share of the dive fishery resources for
commercial or subsistence harvesting. Areas that once had an
abundance of sea cucunbers, geoduck clans, red sea urchins, and
Dungeness crab are being depleted by sea otter predation.

2:08: 51 PM

REPRESENTATI VE KAWASAKI, regarding ecology and the hope that
managenent w ll include an ecosystem bal ance, questioned M.
Martin's last statement because the [first] further resolved
cl ause does not state that managing for a bal anced ecosystemis
the plan. He understood the resolution to say that the state is
not taking a position on whether to start actively nanaging
popul ations of sea otters, but to urge federal agencies to
revisit [the 1994] managenent pl an.

MR. MARTIN agreed it is Representative P. WIson's opinion that
the ecosystem is out of balance because of increased sea otter
popul ati ons. He nmaintained, however, that the resolution itself
does not state an opinion; it just asks that a discussion be had
between the appropriate state and federal departnents and the
Nat i ve peopl es based on the research that has been done.

2:10:42 PM
REPRESENTATI VE KAWASAKI opi ned that the [Novenber 2011] MDowel |

Goup report [entitled "Sea Oter Inpacts on Comerci al
Fisheries in Southeast Al aska"] does not say that sea otters
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were the mmjor part of the decline of sea cucunbers and a
certain shellfish. Responding to M. Martin, he said the report
clearly states that the declines in sea urchins and other
speci es were not due to sea otter predation.

MR. MARTIN recalled reading such a clause in the report, but
said he could not renenber whether that clause was referencing
geoducks, sea cucunbers, or sea urchins. However, he continued,
[ Appendix 2] of the report does show concl usive evidence that
sea otters have had a direct and indirect inmpact on species such
as the sea cucunber and geoduck cl ans.

2:13:47 PM
CO CHAI R FEI GE opened public testinmny on HIR 26

CGREG BROMW stated that HIR 26 was developed by a special
interest group that hired a consultant to substantiate its
bel i ef s. He said he has had many dealings with consultants al
over the world through his previous work as CEO of one of the
| argest conpanies in Latin Anmerican, and consultants get to be
big and successful by witing reports that the people who are
payi ng them want to hear. He said that even the title of the
McDowel | report is msleading and should instead be "The Effect
of Sea Oters on a Few Specific Fisheries in Southeast Al aska"
given there are dozens of fisheries in Southeast Al aska that are
not even nentioned in the report.

MR. BROWN said other possibilities should be |ooked at. For
exanple, sea otters could inprove other commercial fisheries and
are a keystone species. He noted that the State of Oregon has
issued a report regarding ocean acidification that is not

covered [in the McDowell report]. Additionally, tourism view ng
and wildlife viewing is a $30 billion industry in the U S. and
has grown over 6 percent annually even during this current
econonmi ¢ downt urn. In the city of Juneau the business of
wildlife viewing is worth over $30 mllion. One whale, over its
l[ifetine, is worth over $32 nmillion to the city of Juneau and a

bear at Pack Creek is worth $132,000 annually to the city. The
rei ntroduced wolves of Yellowstone National Park are worth $35
mllion annually.

2:16:27 PM

MR. BROWN maintained that sea otters could be worth as nuch as
$5 mllion annually in increased tourism To support his
statement he read from a 2005 California study report: "The
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eventual expansion of southern sea otter populations in range
woul d provide nmore than $100 million of annual income econom c
benefit to California households.” Allowi ng that reports can be
argued, he pointed to an exanple of economc benefit in
Monterey, CA, which began holding the Sea Oter Cassic 22 years
ago when sea otters were reintroduced there. He said this
extravaganza, which wll be running again in April 2012,
features amateur and pro cycling events as well as famly
activities, attracting nore than 50,000 bicycle enthusiasts from
around the world. The classic also plays host for the |argest
consuner bike expo in the world. None of these have been
considered in the [ McDowel I] report, he pointed out.

MR. BROMWN, again allow ng that any report can be argued, rel ated
that he searched for the nobst neutral report that he could find
and cane upon a 2006 Master's thesis by Sarah Poirier of MGII
Uni versity. The thesis talks about the benefits of sea otters
around Victoria Island and the increase in tourism and econonic
prosperity that can be gained by utilizing that opportunity.
The thesis also supports that the keystone species of sea otters
is real and provides extrenme detail about why it is real and
where it cones from

2:18:52 PM

MR. BROM explained that his point in discussing econom cs and
other alternatives is that if nature was enbraced and not fought
everyone could becone rich because the opportunity is there for
this to happen. He said the committee is making a decision
based on the recomendations of a financial special interest
group and the report paid for by that special interest group is
very biased, woefully inconplete, and insulting. He recounted
an old rule in business that says to get 80 percent of the
i nformation, add judgnent, and then nake a decision because one
can never get 100 percent of the information. In this case, he
argued, there is less than 20 percent of the information. He
urged the conmittee to take tinme to get the rest of the facts
and not rush to judgnent.

REPRESENTATI VE GARDNER asked what keystone species neans and how
t hat pl ays out.

MR. BROWN understood from Dr. Mary WIIson [of Juneau] and the
af orenentioned thesis that sea otters control the nunber of sea
urchins and sea urchins are directly related to the anount of
kel p. Wien kelp is healthy other fisheries are also healthy,
such as salnmon and fisheries simlar to sal non.
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2:20: 52 PM

JULI ANNE CURRY, Executive Director, Petersburg Vessel Oamers
Associ ation (PVOA), specified that PVOA has about 120 vessels
and businesses and its nenbers are active personal use,

subsi stence, and sport fishernmen who are affected by the species
that are affected by sea otters. She said nobody is |ooking for
wi despread and unchecked harvest of sea otters; people are
| ooking for a balance, but in Southeast Alaska there is not a
good balance with what is happening with resources. She noted
that Version | does not include the allowance of Al aska coasta

Natives to sell and trade raw pelts to non-Natives. W t hout
that |anguage, she said it wll be difficult to support the
resol ution because that is a time-honored tradition and PVOA
feels it is very inportant for Al aska coastal Natives to be able
to sell raw pelts. However, she continued, the rest of the
resolution is heading in the right direction. She observed that
PVOA's letter is mssing from the commttee packet, but drew
attention to the resolution fromthe Cty of Petersburg and the
letter from the Southeast Al aska Subsistence Regional Advisory
Council (RAC), which has heard hours and hours of testinony
about this issue.

2:22:49 PM

REPRESENTATI VE HERRON, regarding the inability of Al aska Natives
to sell to non-Natives, asked whether M. Curry is suggesting
there be a quota for pelt use and that once that quota is
reached then pelts could be sold by Natives to non-Natives.

M5. CURRY replied that PVOA would be looking for the U S. Fish
and Wldlife Service, or the U 'S. Congress through an anendnent
of the Marine Mammal Protection Act, to interpret the definition
of significantly altered differently. She said PVOA would I|ike
for coastal Natives, who are allowed to harvest sea otters under
current regulations, to be able to sell a sea otter pelt to a
non- Nati ve.

2:24: 03 PM
REPRESENTATIVE P. WLSON pointed out that she did nmeet wth
Native groups to discuss the resolution and it was re-worded to

the way that the Native groups wanted. She inquired whether
t here has been a change since then.
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M5. CURRY responded that nuch of the conversation so far about
significantly altered and handicraft has been driven by the
artisan market and she understood that that conversation has
helped in the shaping of the current bill. However, she
continued, there is a significant nunber of just harvesters who
would like to be able to sell raw pelts, although she does not
know why they are not comng forward with testinony. She shared
that she would like to have a raw sea otter pelt to put on one
of her two couches to acconpany the raw pelt of an arctic fox
that she already has. Wil e she understood the concern about
the sale of raw pelts potentially industrializing the current
artisan market, she remai ned unconvinced that that should trunp
the overall good that would come from returning the right of
Al aska Natives to sell a raw pelt.

REPRESENTATI VE P. WLSON said she would be glad to add anything
that mght help wth those concerns as the resolution noves
al ong, but the harvesters will need to call her office.

2:26: 58 PM

TINA BROMWN, President, Alaska WIldlife Aliance (AW, noted
that her non-profit organization, whose board is conprised only
of Al askans, is commtted to the preservation and protection of
Al aska's wldlife. She said AWA has critical concerns about HIR
26 because the resolution appears to call for the inplenentation
of predator control on sea otters. Wiile understanding this is
a resolution and not a bill, she stressed that there would be
negative consequences if the resolution is adopted. It is
intended to be a foot in the door for those advocating for
predator control on sea otters. The sponsor's statenent on the
Internet seens clear in the call for predator control on sea
otters because it says that action nust be taken now rather than
waiting for studies. Additionally, at a previous hearing the
executive director of the United Fishermen of Alaska (UFA)
testified that HIR 26 is probably not enough to help his
fishery, but it is a step in the right direction.

2:29: 17 PM

M5. BROWM related that at a presentation by the Al aska
Departnent of Fish & Gane (ADF&S) |last week a nenber of the
audi ence said predator control on sea otter population was
necessary and urged that it be opened up to all Al askans, not
just Native Al askans. This issue is escalating, she continued,
and the resolution has not yet been passed. She noted that HIR
26 urges state and federal governnments to work with ADF&G to
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reduce sea otter populations, but said that ADF&G does not have
a shining reputation for wildlife managenent: the departnent is
shooting wolves from aircraft in the Kenai Peninsula; snaring
bears, including sows, and then shooting their cubs; gassing
wol f pups in their dens; and is allow ng non-resident hunting in
sone active predator control areas. Al aska's reputation for
wildlife managenent is deeply tarnished right now, she said.
| magi ne the negative press if Alaska started what people would

consi der predator control on sea otters. | magi ne the reaction
of tourists and potential tourists. | magi ne the reactions of
Al askans.

2:31: 06 PM

M5. BROWN concurred that sea otters are a keystone species and
said that without sea otters there will be no great kelp forests
because the otters keep sea urchins under control. She rel ated

that a panel of scientists at the recent Board of Fisheries
nmeeting in Petersburg stated that research on sea otters in
Sout heast Al aska is underway and nore research is needed. | t
was also stated at the neeting that the carrying capacity for
sea otters in Southeast Al aska, before they were w ped out, is
unknown. At this same neeting, the Board of Fisheries stated
that one species should not be placed in higher regard than
another and the board specifically referred to sea cucunbers

versus sea otters. Prudence is the w sest approach to this
i ssue, she advised. Opening the door for predator control on
sea otters also opens the door for predator control on other
protected species, such as Steller sea lions and hunpback

whal es, and people are already tal ki ng about that.
2:32:25 PM

M5. BROWN said the consequences of HIR 26 could be devastati ng.
If the intent of the resolution is to provide greater economc
benefits to Native Alaskans via a nore liberal use of sea otter
pelts, then re-word the resolution to say that. However, if the
intent of the resolution is to use Native Al askans as a tool to
start predator control on sea otters, then the Alaska WIldlife
Al liance strongly opposes the resol ution.

CO CHAI R SEATON noted that the commttee has adopted Version |,
which would do what Ms. Brown suggests in regard to expandi ng
the usage in handicrafts, such as allowing for a zipper. Since
Version | has no expansion of who can hunt and has no sales to
non- Natives, he asked whether it would fit the criteria that M.
Brown has laid out.
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M5. BROM pointed out that the resolution has numerous whereas
clauses and sone of the wording in those clauses need to be
changed to not address predator control. She offered to go
through the clauses and mark the areas of concern. She said
previous oral testinony and the witten testinony clearly view
the resolution as a step towards predator control on sea otters.

2:34: 25 PM

REPRESENTATI VE HERRON asked whet her predator control in any form
i S unnecessary.

M5. BROM replied that she did not say that; she said that nore
studies need to be made, which is what scientists said at the
Board of Fisheries neeting. Wiile she is not a biologist, she
said she knows that sea otters are good for the nmarine
envi ronnment and fisheries. Since sea otters are just nmaeking a
coneback right now, it seens wise to see what happens and not
junp into anyt hing.

REPRESENTATI VE HERRON inquired whether it is being said that
there is not enough science on wolves and bears.

M5. BROWN responded that ADF&G cannot al ways be depended upon to
make wi se managenent deci si ons.

2:35: 34 PM

REPRESENTATI VE MUNOZ noted that the Mari ne Mammal Protection Act
is very restrictive in the use of sea otter materials for Al aska
Native handicrafts. She asked whether M. Brown perceives that
a threat could happen on the national level if the act is re-
opened, even though the resolution is directed at Al aska Natives
and their uses.

M5. BROMW agreed that the resolution is directed at Al aska
Natives, but stressed that the conmttee needs to be very
preci se and specific in the wording so that it does not appear
to be a step toward predator control on sea otters. She said
she gets nervous when she |ooks at the sponsor statenment and
when she |ooks at sonme of the wording in the resolution. The
Alaska WIldlife Alliance supports the Native conmunity and if
that is the sole purpose then the |anguage about sea otter
popul ations increasing and being too nmuch does not have a pl ace
in the resolution. If the economic benefit is wanted for the
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Native comunity - wonderful, but |eave out the idea of reducing
sea otter popul ations.

2:37:32 PM

M KE M LLER, Chairman, |I|ndigenous People's Council for Marine
Manmal s (1 PCoMM), noted that | PCoMM is conprised of 18 organized
mari ne manmal hunting groups in the state of Alaska. H's group
has a co-managenent unbrella agreenment wth National Marine
Fisheries Service (NWS) and the U S. Fish and WIldlife Service
to deal with issues of conmmon concern around the state on the
mammal s under the Marine Mammal Protection Act. He said it has
been interesting to listen to all the different points and he
agrees with points brought out by both sides. He offered his
support for HIR 26. He wunderstood the concern about the
resolution being used for getting into a predator control
program and said he does not want the act wused for anything
al ong those purposes. He agreed, however, with the resolution's
st at enment about est abl i shing strategies and pl ans for
sust ai nabl e managenent of sea otter populations, which is very
consistent with everything the Native conmmunity has worked for.

2:39:16 PM

MR. M LLER appreciated the changes nmade to the resolution and
said he supports Version |I. The resolution is being |ooked at
with two different approaches. The Native community definitely
has concern about the inpact that sea otters have and wants to
conserve the species, but conservation is the wise use of a

resource, not preservation. Protection is needed for both the
otters and the resources that the communities rely on for
subsi stence and comercial purposes. He said headway could be

made on the root of the problem by dealing with definitions,
such as significantly altered, and the Marine Manmmal Protection
Act would not need to be opened up for that.

MR. MLLER stated that he has worked on this issue for about 15
years. He facilitated the harvest managenent workshop for the
US Fish and WIdlife Service and a tannery was started in
Sitka to pronote economic opportunities for tribal nenbers in
the comunity. He expressed his organization's great concern
with sone of the enforcenment actions that have happened and
whi ch have created confusion anongst the hunters and arti sans.
He concl uded by supporting Version | with no changes to it.

2:41:16 PM
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REPRESENTATI VE GARDNER, regarding the current use of sea otters,
asked who determ nes who qualifies as Native and how a Native
harvester would know that a buyer is qualified to own it.

MR. MLLER explained that there is an exenption in the Marine
Mammal Protection Act, Section 101(b), for Alaska coasta
Natives to harvest and nake use of sea otter for handicrafts, as
well as to trade and sell pelts to other qualified Natives. In
regulation the definition of Alaska Native for purposes of the
act is one-quarter blood quantum or greater who lives on the

coast. However, there is sonme question as to how that is
figured out by the different solicitors of the respective
agenci es, although that is how they say they enforce that. For

many people who are one-quarter blood or a bit nore it would be
hard to determne that they are unless they show identification
and that raises questions about how that would be enforced. A
lot of this comes back to questions about how things are
enforced and there needs to be sone clarity on those things
before sea otters can really be fully utilized to help Natives.

REPRESENTATI VE DI CK commented that he is the only non-Native in
his famly and all his famly nenbers have a Bureau of |ndian
Affairs (BIA) card that shows what fraction Native Al askan they
are.

2:43: 57 PM

COCHAIR FEIGE <closed public testinmony on HIR 26 after
ascertaining that no one else wished to testify.

CO CHAIR SEATON reiterated that he thinks Version | cleans up
the potential problens in the resol ution. He said he would not
make a notion to nove the resolution if it allowed sale to non-
Nati ves because that would hurt the Native artisan community and
the authenticity of sales to tourists and others, as well as
have a situation in which one shooter on a boat that was
gqualified and the rest of the people onboard would be non-
Nat i ves. The sponsor has done a good job of expanding the use
within the Native conmmunity w thout getting into the situation
of less control on the harvest.

REPRESENTATI VE MUNCZ agreed with Co-Chair Seaton. However, she
suggested to the sponsor that some of the editorializing
| anguage be toned down so as not to build up hysteria around the
i ssue. She said she agrees with the resolution and thinks it is
i mportant.
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2:46: 09 PM

REPRESENTATI VE KAWASAKI agreed with the previous two speakers
and noted that Version | calls for comng up with local plans.
He appreciated the sponsor's wllingness to change the |anguage
dealing wwth Al aska Native and traditional artifacts and agreed
with the previous speaker about how the resolution should be

fixed further. Regarding the MDowell G oup report, he
mai ntained that a lot of study has not been done and nuch nore
needs to be done for any nanagenent plan. Referring to

citations in the report that ADF&G has closed seven areas for
sea cucunbers presumably for sea otter predation, he said it is
i nconcl usi ve. He further noted that no geoduck harvests have
ever been closed due to sea otter predation, although ADF&G has
identified sonme areas where there could be sea otter predation

Continuing his reference to the report, he said sea otter
predation inpacts on red sea urchins since 2005 have not been
conpiled, and the decline of red sea urchin in recent years is
related to market factors, not due to sea otter predation. He
further noted that the abalone fishery collapsed al nost
certainly because of excessive harvest in the 1970s and 1980s

not due to sea otter predation. He said he would like to ask
ADF&G numerous questions about how it comes up with the various
nunbers. He urged that there be thoughtful debate about this
and offered his appreciation of the sponsor's wllingness to
continue in this regard.

2:48: 09 PM

REPRESENTATI VE DI CK understood the concern of those people
asking for nore study and said that iif hunting was begun
tomorrow it would be premature. He mai ntai ned, however, that
with predator control for wolves the cry for nore study went on
for eight years and resulted in no noose popul ations. He said
he is sure that there will be nore study on the sea otter issue,
given the timng of the resolution.

COCHAIR FEIGE stated that a good part of the resolution is
sinply to get the US. Fish and Wldlife Service to cone up with
a plan.

2:48: 54 PM

CO- CHAIR SEATON noved to report the commttee substitute (CS)
for HIR 26, Version |, |abeled 27-LS0717\1, Bullard, 2/6/12, out
of comittee W th i ndi vi dual recommendat i ons and t he
acconpanying zero fiscal note. There being no objection, the
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House Resources Standing Conmmttee reported CSHIR 26( RES) out of
conmittee.

The committee took an at-ease from2:49 p.m to 2:55 p. m

PRESENTATI ON(S): A FI VE- YEAR LOOK BACK: O L | NDUSTRY CAPI TAL
EXPENDI TURES BY CATEGORY 2006-2010

2:55:46 PM

CO- CHAIR FEI GE announced that the next order of business would
be a presentation regarding a five-year |ook back on oi
i ndustry capital expenditures between the years 2006 and 2010.

BRYAN BUTCHER, Conmi ssioner, Departnent of Revenue (DOR), noted
that the genesis for this |look back cane about during
di scussions in this commttee about how nuch information the
Departnment of Revenue (DOR) and the State of Alaska had
regarding what has been seen from the tax credits and the
breakdown of capital expenditures from the industry. The
department began working with the conmpanies to get information
that breaks down capital expenditures by category for the |ast
five years. The departnent started out with a |arge nunber of
categories for the |ook back, but had to shrink that down to a
[imted nunber because each conpany does things differently.

Moving forward, the departnment wll be working wth the
conpanies to include a |l|arger nunber of categories. Al |
conpanies will know that the departnent expects a breakdown in
certain categories for both capital and operating expenditures,
and this wll provide decision makers wth nore information to
| ook at.

2:58:16 PM

REPRESENTATI VE KAWASAKI, regarding each conpany doing things
differently, inquired why the state does not establish the
categories that the conpani es nust keep. He comented that it
is currently a reverse engi neering situation.

COWM SSI ONER BUTCHER agreed and said DOR will be doing that

nmovi ng forward. However, he pointed out, the conpanies that
have already filed five years' worth of returns have different
[imts. The departnment met with a couple of dozen conpanies

while working on this process and they all had different ways of
categorizing their expenditures. The problem was in the | ooking
back and getting categories that all the conpanies could provide
data on in a quick fashion, since DOR needed to gather the
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information in tinme for this legislative session. Going forward
DOR will work on specifically what it wants and the conpanies
will know what and how they need to categorize for the
depart ment.

2:59: 39 PM

REPRESENTATI VE KAWASAKI asked whether the raw data is available
to legislators or only to the departnent, given confidentiality
agr eenent s.

DONA KEPPERS, Audit |WMaster, Production Audit G oup, Tax
Division, Departnent of Revenue (DOR), explained that DOR
started with a very long list of capital expenditure categories.
She and another audit master met wth the conpanies four
different tines and came up with five major categories. Wrking
with the conpanies, the departnment pre-defined what went into
those categories and that is what the conpanies conpiled for
this | ook back exercise. Looki ng forward, DOR has already pre-
defined a very long proposed list for capital expenditures
(capex) as well as operating expenditures (opex) and the
departnment has nmet once wth the conpanies to begin this
exercise of conpiling costs so that |egislators are able to nake
sound deci si ons.

3:01:16 PM

COWM SSI ONER  BUTCHER explained the purpose of tax «credit
provisions (slides 3-4), which first began with exploration tax

credits in 2003 under Senate Bill 185. That bill "provided for
a reduction in royalty on certain oil produced from Cook Inlet
in addition to the tax credit provisions.” The goals "were to
i ncrease exploration and increase the state's know edge of the
natural resource base." The sponsor statenment for the bill said
that it would encourage conpanies to drill nore wells | ooking
for information. The bill provided that drilling within an
existing unit would not qualify, nor would wells under current
devel opnment and exploration plans. Since Senate Bill 185 passed

while the state had a gross tax, rather than the [current] net
tax, the state did not have rnuch information on what the capital
and operating expenditures of conpanies were. Under that bill,
the state would stop "recovering the cost” once a well was
successful because it was assuned that a producer would continue
devel opment at that point. Wl dcat exploration would qualify
for a 40 percent credit, but the explorer was required to submt
information to the Departnment of Natural Resources (DNR) about
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the geology and resource base that were discovered during the
exploration activities.

3:03: 06 PM

COWMM SSI ONER BUTCHER outlined the purpose of the five-year | ook
back (slide 5): to provide informative cost information to
deci sion nakers; to break down capital expenditures and how they
relate to credits; to understand the benefits and inpacts of
current statutes and regulations; to create a process and
reporting mechanism to collect and conpile expenditure
information in non-standard formats to catch up on the years of
data collection in which DOR was collecting the information in a
format that could not be detailed to the |egislature and others;
and to establish a historical basis for future analysis and
conpari sons. He added that much of this kicked into high gear
when the state noved froma gross tax to a net tax.

COW SSIONER BUTCHER reviewed the process of information
gathering for the | ook back (slide 6), which included: in-house
di scussion and review to come up with a list of the potential
categories; conducting four workshops wth industry in which
participation averaged 15 conpanies per workshop; industry
provi di ng active partici pation and witten coment s;
establishing capital cost expenditure categories; and devel oping
the five-year 1ook back and nore expansive, forward-I|ooking
reporting categories.

COWMM SSI ONER BUTCHER di scussed the use of the cost expenditure
categories for the five-year | ook back (slide 7). He expl ai ned
that the conpilation of capital expenditures is for the years
2006 to 2010 and does not include 2011 because the conpanies
will not have their true-ups for that year until March 31, 2012.

Moving forward the conpanies will begin submtting this detailed
information for the wvarious <categories wth their annua
production tax returns. Most, if not all, of this information

is based on confidential information, he noted.

3:05: 38 PM

COWM SSIONER BUTCHER outlined the five capital expenditure
categories used for the 2006-2010 |ook back (slide 8): 1)
geol ogical and geophysical (G&G, including wrk or costs
associated with the performance or acquisition of seismc and/or
&G dat a; 2) exploration drilling, including drilling of an
exploration well, drilling of a post-discovery appraisal well
prior to developnent, sidetracks on a discovery well, and
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apprai sal costs, including coring and testing discover wells;
3) developnent drilling, including costs associated with well

drilling, conpletions, planned nulti-laterals of devel opnent
well's, including costs upstream and all costs related to well

wor kovers and conpletions; 4) facilities, including well tie-in
costs, increases to capacity, expansions of existing facilities
such as increasing oil, gas, or water handling, de-bottlenecking
or processing facilities, inprovenents to reliability or reduced
operational costs, production control system upgrades, costs for
i nformati on technol ogy, communications equipnent, nonproduction
control systenms, canp sites or accomnmpdation facilities, nedica

facilities, laboratories, warehouses and rmai ntenance buil di ngs

and new or replacenent transit lines, gathering lines, and flow
lines, or the addition of new production lines and/or punps to
transit or downstream lines, but not repairs to the lines; and

5) other capital, including significant capital equipnent,
health, safety, environnment, and other non-drilling costs not
captured in the other four categories. He noted that the

categorized capital expenditure data represents about 90 percent
of the costs related to credit applications that the departnent
has recei ved.

3:07:40 PM

M5. KEPPERS expl ained that slide 9 depicts the costs related to
qualified capital expenditures during the years 2006 to 2010.
The two categories with the |argest expense were facilities at
$4.2 billion and developnment at $4.2 billion. In 2007
devel opnent went up a bit, in 2009 it took a downturn, and in
2010 it took another upturn. The overall trend for all [five]
categories is increased spending and the increases are |likely
mai ntai ni ng production. Spending increased in devel opnent
drilling and facilities in 2007 and 2008, but declined in 2009,
which was the first year that ACES woul d possibly have had sone
effect on budgets and activities. The increase in spending in
both devel opment wells and facilities in 2010 was greater than
in years prior to 2009 and provides no significant indication of
ACES influences, but it my be a reflection of the credit
program and nore targeted spending for credits qualifying for
spend.

3:09: 21 PM
M5. KEPPERS said that when |ooking at this fromthe big picture
of total conpanies, the developnent drilling spending could be

viewed as relatively flat wth no generally denonstrated
dramatic increase during the four-year period of 2007 to 2010
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Facilities spendi ng mrrored devel opnent and coul d be
interpreted as sinply supporting existing production from
existing fields. The slight fluctuation in total expenditures
for these categories could be attributed to annual cost
increases, not necessarily a reflection of increased overall
devel opment activity. The historical capital expenditures for
this five-year | ook back period are $9.3 billion for these five
maj or categori es.

M5. KEPPERS next reviewed the historical capital expenditures

specifically for drilling and G&G during this five-year | ook
back (slide 10). A two-fold increase occurred in devel opnment
drilling in 2007 and then spending stayed fairly level for the

remai nder of the reporting period of 2008 to 2010. She said
this agrees with statenments made by sonme conpanies that they
have had |evel spend to develop existing fields and are not
pursui ng new finds or devel opnent of new fields. |In response to
Co-Chair Feige, she confirmed that slide 10 depicts spending for
the entire state, not just the North Sl ope. She added that the
slide represents a 90 percent reporting of large and snall
compani es.

3:11:56 PM

M5. KEPPERS noved to discussion of the expenditures for
facilities and other capital expenditures [slide 11]. She
pointed out that nmany different costs are lunped into
facilities, as was outlined by Conm ssioner Butcher. Bot h

i ndustry and the departnment recognized that this is a huge cost
category, but industry was unable to break down these costs fast
enough for the tine allowed for doing this. She said this wll
be better in the ook forward and DOR will be able to provide
nore definitive descriptive costs. In this |look back
facilities was the |argest category of investnent by all the
conpanies and there was sone for new devel opnment and sone for
repl acenent of aging facility operations. To make this a better
chart for study in the |ook forward, DOR has proposed five nore
| evel s of categories to the industry: three separate |levels for
facility categories; one for facility support costs, including
rate increasing facility costs and nonrate increasing facility
costs; and pipeline costs, including capital replacenment cost
and normal capital cost.

3:13: 37 PM

M5. KEPPERS turned to slide 12 and explained that DOR had a hard
time figuring out how to stay wthin the confines of
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confidentiality requirements when splitting these total costs
into sonmething usable. She said the departnent had wanted to do
costs by categories for the independents as well as costs by
t hose categories for the nmjors. However, for the independents
it was found that for 2008, 2009, and 2010, DOR could not neet
the aggregation rule of three conpanies or nore. Therefore, DOR
could not break down these schedules by cost category, which

resulted in the big grey bars depicted on slide 12. Tot al
capital expenditure for independents over the five-year period
came in at $2.6 billion. Capital expenditure increased from

2008 to 2010 by approxi mately 67 percent.

M5. KEPPERS noted that the departnent also could not break down
t hese schedul es by cost category for the mpjors, again resulting

in big grey bars as depicted on slide 13. The mmjors had an
aggregate capital expenditure of $6.7 billion for the five-year
peri od. The data indicated no mmjor increases in overall

spending totals, particularly in the nost years of 2008 through
2010 in which the increase was only 5 percent. She added t hat

going forward it is known that there wll be nore players and
nore cost categories. The departnment will soon have the
information for 2011 for these five categories, she advised, but
for 2012 there will be a much greater |evel of detail.

3:16:18 PM

COW SSI ONER BUTCHER related the conclusions drawn from the
af orenentioned information (slide 14): DOR now has nore actua
information regarding oil and gas spending habits in the state
than ever before and is striving for nore; capital expenditures

bet ween 2007 and 2010 increased from approximately $2 billion a
year to $2.4 billion a year; explorers spent noney nostly on the
drilling of wells and &G conpanies in the devel opnent stage
spent noney largely on developnment drilling and facilities;

conpanies in transition spent noney in nultiple areas depending
on the stage they entered a project; conpanies in mture
production phase spent nobney on naintenance and upgrade of
facilities and devel opnent wells; and nore players are active in
the field. This information does not tell much nore than what
was al ready known, he continued, but it solidifies what was
suspect ed. He said the conpanies were at first a bit skeptica
of this process, but there was no push back and the conpanies
wor ked well with the department.

COWM SSI ONER BUTCHER noted that cal endar year 2011 will be the

|ast year of the capital expenditure |ook back and this
information is due from the conpanies by 3/31/12 (slide 15).
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Addi tional workshops wth industry wll be held and noving
forward for calendar year 2012 the conpanies wll know the
detailed categories that are to be included in their Annual Cost
Suppl emrental Information Report due on 3/31/13. This report
will include a breakdown of operating expenditures as well as
capital expenditures. Calendar year 2012 will be the first year
in which the departnent dictates to the conpanies how itens are
to be separated out and conpil ed.

3:19:13 PM

M5. KEPPERS added that for the look forward, DOR has expanded
the list from five categories to a proposed list that 1is
currently four pages |ong. The departnment nust pre-define what
goes into each category, which is an arduous task. She said DOR
has already held one workshop with industry and | ooks forward to
the next workshop at which the operating expenditure list wll
be di scussed. Basically, DOR is trying to nmerge the accounting
systens that are unique to each conpany and doing it the first
tinme is hard. She said this is an exciting tinme for DOR because
the departnment is able to actually conpile sonething and | ook at
it. She thanked nenbers for their questions, saying that they
made the department |ook, dig, and work with. A foundation
|ayer for historical data is being laid with the capital
expenditure and operating expenditure categories and this
foundation will at sonme point inport into the revenue managenent
system This opens up nore and better information in real tineg,
which is inmportant to | egislators.

3:21:13 PM

REPRESENTATI VE P. WLSON asked whether |egislators, once this
new systemis in place, will be able to state what they would
like to acconplish and DOR wll|l be able to suggest what needs to

be tweaked to make that happen.

COWMM SSI ONER BUTCHER replied that the Departnment of Revenue wl|
certainly have nore information to |look at for having such
di scussions. \When trying to assign tax credits to a particular
result, he pointed out that nmany of the tax credits that DOR is
presently paying out are to conpanies that are currently
exploring and doi ng business now In 10 or 12 years the state
will probably be able to |ook back at this tax credit and say
that the credit did or did not do sonething. So, DOR w Il have
nmore information to have the discussion, but it my not be as
definitive as what woul d be I|iked.
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3:22:22 PM

REPRESENTATIVE P. WLSON surmsed that for the next tinme the
conpanies will know what categories they are expected to provide
information for.

MS. KEPPERS responded yes and said that at this point DOR has a
proposed |ist of categories that are defined. It is a matter of
meeting with the conpanies through a workshop to go through the
categories to see if those can be nmerged based on how DOR has

defined them The state has an obligation to prescribe and
define and to give industry the guidelines it needs to follow
The partnership in the workshops has worked effectively. She

pointed out that this is a huge, time-consum ng task because the
state is talking wth both the accounting and the tax
departnments of the conpanies and in the |arger conpanies those
are two totally separate divisions. The department nust bring
t hose people together with what it knows, while keeping in mnd
the kinds of information that |egislators need to see, such as
trends and asking DOR for different kinds of anal yses.

3:24:17 PM

REPRESENTATI VE P. WLSON inquired whether new regul ations need
to be witten and, if so, has that been done.

M5. KEPPERS answered that the Departnent of Revenue already has
the authority to prescribe and defi ne.

COW SSI ONER BUTCHER, in further response to Representative P.
W1l son, explained that DOR has the right to do this under its
current regulations. However, the departnment never had the tine
to ask these questions because it was trying to catch up on
regul ations for the petroleum production profits tax (PPT) and
then regulations for Alaska's Cear and Equitable Share (ACES).
Wi | e exam ning whether regulations were needed, the Departnent
of Law determ ned that under DOR s current regul ations these are
reasonable for DOR to ask. He added that in addition to the
accounting and tax departnents nentioned by M. Keppers, DOR
must also work wth the information technology departnents
because it is not so easy to cone in with a list of the 50
categories that DOR wants, especially for the smaller conpanies.
The departnent is working with the conpanies to try to nmake it
work for everybody w thout costing them mllions of dollars to
i npl enent .

3:25: 44 PM
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CO CHAIR SEATON commented that this was stinulated by
Representative P. Wlson's bill about getting information
rel eased. He asked whether there are any questions or any
categories of information that the state has the legal right to
receive that the conpani es have not been submtting. He further
asked what percentage of state credit is paid on the totals of
$2.6 billion for independent conpanies and $6.7 billion for the
maj ors, as depicted on pages 12 and 13. He said the departnent
coul d get back to the cormmittee with the information.

COWM SSI ONER BUTCHER agreed to do so.

3:27:09 PM

REPRESENTATI VE GARDNER inquired what the role of the global
financial crisis has been in the amount of capital expenditures
as opposed to just the role of the state's tax reginme. She said
DOR coul d get back to the commttee with this information
COWM SSI ONER BUTCHER agreed to do so.

3:27:45 PM

ADJ QURNVENT

There being no further business before the commttee, the House
Resources Standing Commttee neeting was adjourned at 3:28 p.m
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