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SPONSOR(s) : REPRESENTATI VE(s) M LLETT
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Representative Charisse MIllett

Al aska State Legislature

Juneau, Al aska

PCSI TI ON STATEMENT: Testified on HIR 29 on behalf of the prine
sponsor, Representative Mllett.

ESTHER HUGO, Mayor

Anakt uvuk Pass

Anakt uvuk Pass, Al aska

POSI TI ON STATEMENT: Testified in support of HIR 29.

GEORGE EDWARDSQN, Presi dent

| nupi at Community of the Arctic Sl ope

Barrow, Al aska

PCSI TI ON STATEMENT: Testified in support of HIR 29.

DAVE THERI AULT, Legislative and Qutreach Director

Al aska Conservation Alliance

Anchor age, Al aska

PCOSI TI ON STATEMENT: Testified in support of HIR 29.

CATHERI NE FOERSTER, Engi neering Conm ssi oner

Al aska O | and Gas Conservation Commi ssion (AOCGCC)

Anchor age, Al aska

POSI TI ON STATEMENT: Answered questions during the hearing on
HIR 29.

M CHAEL PASCHALL, Staff

Representative Eric Feige

Al aska State Legislature

Juneau, Al aska

POSI TI ON STATEMENT: Ofered to answer questions on HB 229 on
behal f of the prinme sponsor, Representative Feige.

THOR STACEY

Al aska Professional Hunters Associ ation (APHA)

Juneau, Al aska

PCSI TI ON STATEMENT:  Answered questions related to HB 229.

JOE BALASH, Deputy Conmi ssioner

O fice of the Conm ssioner

Department of Natural Resources (DNR)

Anchor age, Al aska

POSI TI ON STATEMENT: During the hearing on HB 276, reviewed a
di scussi on docunent prepared by his departnent.

LENNI E DEES, Audit Master
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Production Audit G oup

Tax Division

Departnent of Revenue (DOR)

Anchor age, Al aska

POSI TI ON STATEMENT:  Answered questions related to HB 276.

JAMES MERY, Senior Vice President

Lands and Natural Resources

Doyon, Limted

Fai r banks, Al aska

POSI TI ON STATEMENT:  Answered questions related to HB 276.

LI SA HERBERT, Executive D rector

G eat er Fai rbanks Chanber of Commerce

Fai r banks, Al aska

PCOSI TI ON STATEMENT: Testified in support of HB 276.

JERRY MCCUTCHEON
Anchor age, Al aska
PCSI TI ON STATEMENT: Testified regarding HB 276.

REPRESENTATI VE STEVE THOVPSON

Al aska State Legislature

Juneau, Al aska

POSI TI ON STATEMENT: Testified as joint prinme sponsor of HB 276.

ACTI ON NARRATI VE
1: 05: 57 PM

COCHAIR ERIC FEIGE called the House Resources Standing
Commttee neeting to order at 1:05 p.m Representatives Herron,
Gardner, Miunoz, P. WIlson, Seaton, and Feige were present at the
call to order. Representati ves Kawasaki, Foster, and Dick
arrived as the neeting was in progress.

HIR 29- BLM LEGACY O L WELL CLEAN UP

1: 06: 18 PM

CO- CHAI R FEI GE announced that the first order of business would
be HOUSE JONT RESOLUTION NO 29, Uging the United States
Departnment of the Interior, Bureau of Land Managenent, to plug
| egacy wells properly and to reclaim the |legacy well sites as
soon as possible in order to protect the environnent in the
Arctic region.
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1: 07: 08 PM

JEFF TURNER, Staff, Representative Charisse Mllett, Al aska
State Legislature, on behalf of Representative MIllett, prine
sponsor, thanked the commttee for taking up HIR 29 once again.
He said the resolution urges the U S. Bureau of Land Managenent
(BLM to create a long-term plan to properly plug and clean up
the legacy well sites in northern Al aska. The drilling stopped
three decades ago and only a few wells have been plugged
according to Alaska G| and Gas Conservation Conmm ssion (AOGCC)
st andar ds. Dozens are still out of conpliance and at | east
three can no |longer be found. Now is the tinme for the
| egislature to make its voice heard in Washington, DC, and to
get these wells cleaned up before any nore contam nation can

t ake pl ace. He said word about the resolution has gotten out
and the sponsor has now heard from sone environnental
organi zations and Native comunities about the issue. The

Al aska Conservation Alliance board of directors has issued a
letter of support for HIR 29 and several Native communities are
in favor of the resolution. In a sense, the resolution speaks
for the legislature as well as for Al askans across the board.

REPRESENTATI VE HERRON asked whether the federal governnent has
acknow edged that this is its fault and is sorry it happened.

MR. TURNER replied that Representative MIlett has not received
any coment from the federal government in response to
Representative Herron's request.

1: 10: 20 PM

ESTHER HUGO, Mayor, Anaktuvuk Pass, testified that the area in
whi ch she lives has six or seven of the contam nated well sites,
i ncluding Unm at. A road is not needed to clean up the sites

she said. The comunity has forbidden its children from
swi nming in Eleanor Lake near the village, which is contam nated
according to a 2009 letter fromthe U S. Departnment of Defense.
However, when it is hot in the sumrer the children cannot be
stopped from swinmng in the |ake. The resolution is a good
start, she said, because the federal and state governnents and
the corporations should be held responsible for cleaning up.
She reported that there are dozens of simlar well sites on
state land in the North Sl ope. She further noted that she was
first told about this problem by her grandparents.
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MAYOR HUGD, in response to Co-Chair Seaton, agreed to provide a
copy of the letter fromthe U S. Departnment of Defense for the
comm ttee record.

CO CHAIR FEI GE requested that any allegations of wells on state
| and needi ng cl eanup be forwarded in witing to the commttee.

MAYOR HUGO agreed to do so.
1:13: 21 PM

GECRCE EDWARDSON, President, Inupiat Community of the Arctic
Sl ope, noted that he is speaking for the tribes of the eight
North Slope Communities of Kaktovik, Nuigsut, Anaktuvuk Pass,
At gasuk, Barrow, Wainwight, Point Lay, and Point Hope. He said
he is in his twenty-third year as president of the regional
tribal governnent. Regarding the legacy wells, he said he was
with the [Barrow] Restoration Advisory Board (RAB) which
included the US. Ar Force and Navy, US. Arny Corps of
Engi neers, BLM and State of Alaska. He related that of all the
wells referred to by Mayor Hugo, 41 have collapsed and none of
the sites have been cleaned. The wells were drilled, then the
rig was taken to another |ocation, and the contam nants were
left; all the nud pits are still there as nud pits.

1:15: 00 PM

MR. EDWARDSON reported that 19 Distant Early Warning (DEW Line
sites were contam nat ed. So far 11 of them have been cl eaned
right down to the chemcals in the sand. The contam nated soil
was put into containers for renpval at a later date with the
under st andi ng t hat r emoval of t hose barrel s was t he
responsibility of the United States. Al'l of this contam nation
and damage was done before statehood, so the state had no hand
in making this ness. He said he concentrated on cleaning the
wells that were about to go into the ocean as a result of the
shoreline receding from global warm ng; for exanple, the beach
adjacent to Barrow has noved back one mle over the past 50
years. Not hing was done with the casing on the wells and no
packi ng was put in and even if rubber packing had been installed
it would now be over 70 years old, totally obsolete, and in need

of being taken care of. The nmud pits are still there and
aninmals fall in and still die fromthe toxins in the soil.
1:17: 21 PM
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MR. EDWARDSON noted that of the wells cleaned up, approxinmately
six were about to fall into the ocean. The well nentioned [in
the 2/8/12 hearing] that cost over $16 nmillion [to plug and
abandon] was less than 50 feet from the ocean and crude oil was
bubbling out of the ground. The high cost was because a rig had
to be brought in and the well cenented shut. The other wells
have not been cl eaned. He said Umat was the |ast place he
tried to clean up while on the RAB. The Um at dunp was being
exposed and it contained polychlorinated biphenyls (PCBs) from
the time when it was legal to dunp PCBs. He found 368
transforners in the Um at dunp, but only 8 of them were brought
out during the cleanup. Now the dunp is in the Coleville River.
He reported that burbot in the Coleville River, a fish that does
not nove and stays in place to eat, are so contam nated that the
peopl e have been told not to eat nore than three a year. Over
three years before the dunp went into the river, he and others
in the RAB tried to get it cleaned up, but the excuse from the
federal government was that there was no funding. Now t hat the
dunp is in the Colville River it is scattered fromUmat all the
way down the river and when the people of Nuiqgsut eat fish they
are eating PCB, thanks to the federal governnent.

1:19: 55 PM

MR. EDWARDSON said that every docunenting paper for what he has
nentioned is in the RAB files. He said he bullied the federa
government to clean up the wells because he has to live with it,
as do his children and grandchildren. Hi s grandchildren do not
know where it is unsafe to play. If the federal governnent is
trying to let the state clean up the wells, then the tribe wll
stand beside the state to ensure that this is done because it
has to be done. This is his hone that has been contan nated and
he is glad to see the conmmittee attenpting to clean it; he urged
that the job be done.

MR. EDWARDSON, in response to Representative P. WIson, agreed
to provide the comrittee with a copy of the letter telling
people not to eat nore than three fish a year. He said he would
get the letter from the [North Slope Borough Departnent of
Wldlife Mnagenent] because they are the ones that tested the
fish. He said that cleaning up the dunp would have stopped the
river from being contamnated and he is not accepting the
federal government's excuse.

1:21: 44 PM
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REPRESENTATI VE GARDNER remarked that M. Edwardson's outrage is
cont agi ous. She asked whether the containers wi th contam nated
soil from the cleaned well sites on the DEW Line are stil

t here.

MR. EDWARDSON replied that some of the containers are still
there. He said the containers are plastic lined so the rain and
snow cannot get in and are stored in a place where they are
ready for shipnent. Now, however, a permt cannot be gotten for
hauling out that contam nated soil. The previous containers
went to a naval site near Seattle. As nentioned by Mayor Hugo,
contami nation has been done by both the state and the federa
gover nment . The utilidor in Barrow is laced with 10.5 mllion
board feet of pent achl or obi phenyl -treated wood, and the
contam nant is now throughout the town. The U S. Arny Corps of
Engi neers built the utilidor and the borough was the contractor.
During construction of the utilidor, half a dozen wonen | ost
their babies from broken wunbilical cords, a habit of this
particul ar contam nant. These people were painting and cutting
the wood without proper protection. Regardi ng the DEW Li nes, he
said that through the tribal governnent he had the federal
governnment admtting it was their ness.

1: 24: 17 PM

DAVE THERI AULT, Legislative and Qutreach Director, Al aska
Conservation Alliance, offered his organization's support for
HIR 29 and thanked the sponsor for bringing the resolution
forward

1:24: 57 PM

REPRESENTATI VE GARDNER commented there is no reason to expect
that this resolution wll bring results from the federa
gover nment . It is an expression of the |egislature' s outrage
that the state's lands are contam nated and that this has been
known for a long tinme with little done to renedy it. She asked

whet her anything el se m ght be done to make this problem broadly
known and encourage sone sort of resolution.

CATHERI NE FOERSTER, Engi neering Commi ssioner, Alaska G| and Gas
Conservation Conm ssion (AOGCC), replied that she has been
worrying this problem since she arrived at AOGCC in 2005 and she
has finally decided that the only thing that can be done is to
enbarrass the federal governnent in the court of public opinion.
The |ocal BLM folks are Al askans too, she said, and would I|ike
to see it cleaned up, but their budget is only $1 million
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annually and that is hardly enough to pay for the Al aska BLMs
staff and share of the building and the paperwork to keep up
wth the status of these wells. The Al aska BLM certainly does
not get enough noney to plug the wells. She said this needs to
be di scussed with Al aska's Congr essi onal Del egati on,
envi ronmental groups, and others and noise nust be made to make
this a priority that the federal governnment allocates budget to.
Ms. Foerster added that the |local BLM fol ks have this issue as a
high priority with no noney. M. [Ted] Mirphy of the Al aska BLM
has committed to collaborate with AOGCC and she is neeting with
hi m next week to share data to ensure that everyone has the sane

data and same understanding of the status of all 136 wells.
There will likely also be an agreenent for a way forward about
what to do next. She said she will keep the commttee inforned

as to what is done; however, the bottomline is that until there
is a budget for the Al aska BLM the neetings will just be a
dusting off of furniture.

1: 27: 52 PM

REPRESENTATI VE P. WLSON inquired whether this situation would
get taken care of if it were in the Lower 48.

M5. FOERSTER responded that if this were in an area that had a
| arger and nore vocal population with easier access for people
to see, it would be gone. Al aska's situation is out of sight,
out of mnd except for the few people who |ive out there. She
of fered her appreciation for the commttee's chanpioning of this
effort.

REPRESENTATI VE P. WLSON offered her belief that if nore of the
or gani zati ons concerned about contam nation were to junp on the
bandwagon there woul d be nore results.

M5. FOERSTER agreed and said that if Geenpeace, the Sierra
Cl ub, and other bigger organizations with |obbying enphasis in
Washi ngton, DC, were to put their horsepower behind this the
i ssue woul d be taken care of.

1:29: 30 PM

REPRESENTATI VE FOSTER surm sed that if there are a lot of wells
in the Lower 48 that need plugging, Al aska will be at the end of
a very long line. However, he continued surmsing, if there are
only a few such wells perhaps Alaska would be next in line if
t here was sone novenent. He asked which scenario is the case.
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M5. FOERSTER replied she does not think there are many wells
managed by the federal governnent in the Lower 48. However,
there may be sone in Montana and Womni ng and they probably have
some of the same issues as Alaska as far as out of sight, out of
m nd and a small population that is not influential.

REPRESENTATI VE DI CK qui pped that the federal government is too
busy setting up sting operations for Amsh farnmers bringing
unpasteurized mlk across the Pennsylvania border and therefore

does not have the funds for sonething as "insignificant” as
this.
1:31: 00 PM

CO- CHAI R FEI GE cl osed public testinony on HIR 29

CO CHAIR SEATON noved to report HIR 29 out of commttee wth
i ndi vidual recomendations and the acconpanying zero fiscal
not es. There being no objection, HIR 29 was reported from the
House Resources Standing Commttee.

HB 229- Bl G GAME COMMVERCI AL SERVI CES BOARD

1: 31: 27 PM

CO CHAI R FEI GE announced that the next order of business would
be HOUSE BILL NO 229, "An Act relating to activities, including
viol ations and penalties, under the supervision of the Big Gane
Commercial Services Board." [Before the conmittee was the
proposed comrittee substitute (CS), Version |, |abeled 27-
LSO764\1, Bullard, 2/13/12, adopted on 2/16/12 as the working
docunent . ]

M CHAEL PASCHALL, Staff, Representative Eric Feige, Al aska State
Legi slature, on behalf of Representative Feige, prinme sponsor,
stated that he did not need to add anything nore about the bil
unl ess there were questions. He offered his belief that a
comm ttee nenber woul d be proposing an anendnent.

CO- CHAIR FEICGE closed public testinobny after ascertaining that
no one w shed to testify.

1: 33: 08 PM
COCHAIR SEATON noved to adopt Amendnent 1, |abeled 27-

SLO764\1.1, Bullard, 2/16/12, which read [original punctuation
provi ded] :
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Page 2, lines 25 - 27:

Delete "hunt 1is being conducted by a class-A
assi st ant guide or a registered guide-outfitter
enpl oyed by the contracting regi stered gui de-
outfitter"

I nsert "board adopts regul ations permtting [HUNT
| S BEI NG CONDUCTED BY] a class-A assistant guide or a
registered guide-outfitter enployed by a [THE
contracting registered guide-outfitter to conduct a
hunt for a contracting regi stered guide-outfitter”

CO CHAI R FEI GE obj ected for purposes of discussion
1:33:26 PM

CO CHAI R SEATON expl ained that in public testinony [on 2/15/12]
a big ganme services guide and a guiding organization wanted to
ensure that supervision and participation were not weakened, but
that conducting a hunt could be allowed. Amendnent 1 would
allow the Big Game Commrercial Services Board to pass regul ations
to allow a class-A assistant guide or a registered guide-
outfitter enployed by the contracting guide to conduct a hunt.
The difference between conducting a hunt was supervising a canp,
so it would not take the place of in-the-field supervision and
participating in the contracted hunt. It was requested that the
Big Gane Commercial Services Board be able to pass regulations
to allow that, but not specify in statute in taking away the
authority of the board to pass those.

1: 35: 03 PM

CO CHAI R SEATON stated that subsection (e) on page 2, lines 21-
27, would read as follows under the proposed anendnent:

A registered guide-outfitter who contracts for a

guided hunt shall be in the field supervising and
participating in the contracted hunt and conducting
the hunt, unless the board adopts regulations

permtting a class-A assistant guide or registered
gui de-outfitter enployed by [a] contracting registered
gui de-outfitter to conduct a hunt for a contracting
regi stered guide-outfitter.

CO CHAIR SEATON reiterated that the purpose of Anmendnent 1 and

the legislative intent is to allow the board to pass regul ati ons
on conducting a hunt in the field, but not exclude supervision
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and participation by the registered guide-outfitter, which was
sonmething that everyone wanted to nmake sure was retained to
precl ude soneone from being able to supervise a hunt from out of
state and not participating in the field.

1: 37: 04 PM

COCHAIR FEIGE inquired whether Amendnent 1 would allow for
assistant guides to be the guide for an individual hunter. He
surm sed the assistant guide had to be class-A

CO CHAI R SEATON confirmed that the assistant guide would have to
be a class-A assistant guide. He offered his understanding that
a fairly low qualification is required for an assistant guide.
He said the original bill specified that a class-A assistant
gui de or registered guide-outfitter could be enployed to conduct
the hunt. Conducting the hunt entails supervising a canp, being
the person in charge, being at l|east 21 years old, and having
sonme experience; whereas an assistant guide can be as young as
18 and have very little experience. Under the regulations, an
assistant guide must be 18 years or older and have legally
hunted for two years in the state, but specifically may not take
charge of a canp or provide guide services unless contracting
with a registered guide.

1:39: 37 PM

CO CHAIR FEI GE said he does not want to unnecessarily put anyone
out of work. He asked whether an assistant guide is what is
commonly referred to as a packer.

THOR STACEY, Alaska Professional Hunters Association (APHA),
replied that the assistant guide can acconmpany a hunter in the
field, but cannot conduct or supervise a canp. He offered his
understanding that it is not the intent of Anmendnment 1 to
infringe or restrict the abilities of an assistant guide or do
away with that 1|icense. Amendrment 1 would give the Big Gane
Commercial Services Board the ability to adopt neaningful
regul ations on the supervision or of conducting a hunt by a
regi stered guide or the contracting guide. It would give the
ability to approach that relationship in regulation that the
only licenses that can supervise a canp would be a registered
guide or a class-A assistant guide enployed by a registered
gui de. He further wunderstood that an assistant guide could
acconpany a hunter in the field legally for paid service in the
enpl oyment of a registered guide, but could not supervise a canp
or conduct the hunt. He added that there are definitions for
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supervi se and conduct. He said APHA woul d support Anendnment 1
as put forward and would especially support the |anguage that
gives the board specific statutory power to approach supervision
in the field.

1:41: 49 PM

CO-CHAIR FEIGE renpved his objection to Amendnent 1. There
bei ng no further objection, Anendnment 1 was adopt ed.

REPRESENTATI VE KAWASAKI noted that he does not have nuch problem

with the bill and its |anguage, but asked why the bill cane
before this conmmttee rather than the House Labor and Commerce
Standing Commttee since it deals with occupational |icensing.

COCHAIR FEIGE replied that the Speaker of the House assigns
where the bills go.

CO- CHAI R SEATON noved to report the proposed conmttee (CS) for
HB 229, version 27-LS0764\1, Bullard, 2/13/12, as anended, out
of comittee W th i ndi vi dual recommendat i ons and t he
acconpanying [zero] fiscal notes. There being no objection,
CSHB 229(RES) was reported from the House Resources Standing
Comm ttee.

The conmmittee took an at-ease from1:43 p.m to 1:46 p.m

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

1:46: 45 PM

CO- CHAI R FElI GE announced that the final order of business would
be 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 the proposed comittee

substitute (CS), Version M labeled 27-LS1193\M Bul | ock,
1/ 18/ 12, adopted on 1/30/12 as the working docunent. ]

CO CHAIR FEIGE noted that HB 276 has generated nuch discussion
between the conmttee, the sponsor, and the Departnent of
Nat ural Resources (DNR) as to the best overall way to proceed.
He drew attention to the [2/16/12] discussion docunent prepared
by DNR included in the conmttee packet, and pointed out that
the docunent does not constitute an endorsenent of the
| egi slation by DNR He added that before any anendnents are
brought up, he would like to have a fair anobunt of discussion on
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t he general concept and determning the best ways to proceed if
this is to be applied to nore areas of the state than just the
Nenana Basi n.

REPRESENTATIVE P. WLSON offered her appreciation to DNR for
providing the discussion docunent, saying it is nmuch better to
prevent any unintended consequences than to have to deal wth
them | ater.

1: 49: 09 PM

JOE BALASH, Deputy Conmi ssioner, Ofice of the Conm ssioner,
Department of Natural Resources (DNR), noted that the discussion
docunent and associ ated map have been provided to the commttee,
the bill sponsors, and others in an effort to help policy makers
make informed choices about the consequences of the particul ar
policy calls the commttee is being presented wwth. He said the
department is not endorsing legislation of one sort or another
since that is a policy call by the governor's office. However
because sone of the dollars being considered could be quite
| arge, DNR thought it inportant to lay out as much as possible
in the discussion docunent. The docunent includes suggestions
on things to consider for defining the scope of the incentive
and, in particular, the kinds of things that the state should
expect to get for making such a large investnment in sonething
that is, by definition, not otherwise able to attract private
prudent investors. The departnent believes certain pre-
qualification steps wuld be helpful to ensure that the
exploration progranms in question nmake sense and are designed to
recover information that would be of value not just to the
i ndi vi dual investors or conpanies, but also to the state and the
publ i c.

1:51: 14 PM

MR. BALASH, in regard to drilling the wells and the type of
information being gathered, said it needs to be ensured that
there is a full suite of data collection, that this is perforned
by the driller, and that it be turned over to the state for ful
public release before the credit is earned. He pointed out that
this is different from sone of the other exploration incentive
credits the state has had before in that those required the data
to be held confidential for a fairly long period of tine.
However, those were for smaller credits not nearly as valuable
as the ones presently being contenpl at ed.

1:52: 20 PM
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MR. BALASH addressed the map acconpanying the docunent entitled
"Regions for Potential Frontier Basin Ol and Gas Exploration.”
He said the map represents a high |evel screening of basins in
the state that are within sone reasonable proximty to either
existing infrastructure or popul ations. The map identifies oil
and gas, population centers, and the anount of energy used in
each community; proximty to mneralized zones was not included
to avoid the map becom ng too busy. He added that the docunent
captures sonme of the things spoken to by M. Swenson and M.
Barron, and that M. Paul Decker, Resource Evaluation, D vision
of Ol & Gas, assisted with the docunent. He noted that al
three gentlenen have spent considerable tine in the private
sector working for exploration conpanies and that they helped
think through the things that would be of value to the state if
these types of prograns are put into place.

1:54:39 PM

REPRESENTATI VE FOSTER surm sed that the waters south of Nonme in
Norton Sound are not included on page [2] in the list of
eligible areas for geophysical and/or drilling credits because

they would be federal waters. Cbserving synbols on the nap, he
asked why the None area was not considered eligible for
geophysical or drilling credits.

MR. BALASH expl ai ned that the synbol next to None represents the
anount of heating oil and diesel consuned by the conmmunity, not
the area's oil and gas potential. He agreed that in particular
there is potential for gas offshore south of Nome, but said that
at this point in tine the federal governnent has not seen fit to
share those particular revenues with the state. He added that
he thinks it would be difficult to get permts anyway.

1: 56: 38 PM

REPRESENTATI VE FOSTER understood that the [potential] onshore
sources of gas [near Nonme] are in very thin |layers and therefore
production from such a source would be unlikely. He asked
whet her those areas could nevertheless be included for credits
because sonet hing new m ght be found down the road.

MR. BALASH responded that the docunent attenpts to stratify the
basins identified in terms of those that would warrant a seismc
exploration program versus a drilling program He said the
smaller or thinner the accunulations the |ess helpful seismc
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is, but that he will talk to his staff about the relative nerits
of authorizing a seismc programin that area.

1:58: 09 PM

MR. BALASH returned to his review of the discussion docunent and
stated that it mght be constructive to talk about possible
mechani snms for constraining the programin a fashion that nakes
sense. Wile DNR s pre-screening effort has identified
particul ar basins, a three-well program|ike that authorized for
Cook Inlet, which is $65-$67.5 million, would be a big nunber
when nmultiplied by nine basins, and the heavier a bill gets the
harder it is to nove. An approach to this particular problem
m ght be to authorize a certain nunber of wells wthin these
frontier basins statewide on a first-cone, first-served basis.
So long as there is a reasonable |imt on the credit anount
itself, the private sector "skin in the ganme" will help limt,
naturally, the nunber of wells that will be drilled under the
pr ogr am The legislature could further set out how many wells
per year or how many wells per basin, and in that fashion keep
the legislature fully in charge of how nmany of these wells m ght
get drilled that are expected to have a very |ow probability of
success in reaching a technical resource, |et alone an econonic
one.

2:00:12 PM

COCHAIR FEIGE comented that from the standpoint of data
collection a Ilot would be learned about the relatively
unexpl ored areas of the state if everyone showed up at once to
take advantage of the credits; however, that could also cause
the state to run out of noney. He asked whether M. Bal ash has
a suggestion for a way to entice people to sign up for the
program realizing that the state m ght not have enough noney to
deliver on the credits right away.

MR. BALASH replied that one way mght be to have a separate
credit refund bucket. Currently, credits under the production
tax can be realized by the taxpayer when there is production or
when there is no production tax liability the taxpayer can go to
the Departnment of Revenue for a refund, in essence. Ri ght now,
the legislature funds that refund fund annually with an estimte
provided by the Departnment of Revenue. If the legislature
wanted to have a separate bucket within that fund for these
types of credits then the legislature would be able to keep a
handle on how nmuch noney would be available, and that could
[imt the nunber of efforts that are undertaken, in a manner of
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speaki ng. However, if it 1is broadly authorized under the
production tax code and subject to realization or refund as
sonething just on the books, then there may be a nunber of
under enpl oyed consultants and geol ogi sts, he qui pped, who could
justify a given programfor the free noney.

2:03:41 PM

COCHAIR FEIGE reiterated this sanme question for the Departnent
of Revenue regarding a nechanism that could or should be
considered to pay for a future exploration program

LENNI E DEES, Audit Mster, Production Audit G oup, Tax Division

Departnent of Revenue (DOR), answered that the nechanism to do
that would be to ensure that anybody going for the credit has a
duty to perform certain actions, such as the information sharing
and ensuring that feasible targets are being sought, not
unecononi ¢ exploration plays. Putting those requirenents into
the program would tend to |limt people from doing sonething that
they otherwise would not do if they had to spend their own
noney.

2:06:23 PM

CO CHAI R FEI GE asked whether 75 percent is a reasonable anount
of subsidy, which is a 10 percent increase over what the state
currently has in place.

MR. DEES responded that he thinks what is in place now is
reasonable, which is that conpanies can get up to 65 percent
t hrough conbination of the credits and the carry forward |oss
credit. He said 75 percent adds a little bit nore pain to the
state from a cash flow standpoint, and he thinks that that would
be the limt.

2:07:23 PM

REPRESENTATIVE P. WLSON understood the recomendation being
suggested is to set limts on the nunber of projects and wells
allowed in each area. She recalled that for Cook Inlet the

legislature limted it to the first person to get jack-up rigs
into the inlet and asked whether this is what is being
suggest ed.

MR. BALASH replied that the jack-up rig credit was designed to

attract a specific piece of infrastructure and equi pnment that
was creating an obstacle to further exploration in Cook Inlet
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wat ers. He noted that those waters are largely state |eases
that will pay a royalty to the state, and the credit anpunts and
percentages are incredibly high. However, the efforts that
woul d be undertaken [through HB 276] would be entirely onshore
with equipnment that is already in the state and that could
probably be wused at tinmes of the year when rigs cannot be
enployed on the North Slope, which is currently wnter-only
exploration. Therefore, it is a different set of considerations
bet ween Cook Inlet and here. Because nost of the areas here are

remote and it will be very difficult to nove equipnent in and
out of them DNR has tried to balance the required depth for
drilling and the information that is required to be coll ect ed.
2:09: 59 PM

MR. BALASH, continuing his answer, said it is a tricky balance
in regard to the overall percentage because in sone areas of the
state there are conpanies that do not pay federal corporate
income tax. \Wen dealing with a federal taxpayer that enjoys a
65 or 75 percent credit fromthe state plus the benefit of the
federal right-off and right-down, there is a loss of that skin
necessary for people to nake what is hoped to be sound
decisions. For this programto be of benefit to the public, the
result needs to be information that is valuable to the state or
a resource that can, at a mninmm be used locally. Thus, sone
senbl ance of a profit notive, so to speak, needs to be retained.
That difference between the suggested 75 percent rate for
coverage here versus the 180 [percent] wth Cook Inlet 1is
because this is a little bit different ani nal

2:11: 42 PM

COCHAIR FEIGE inquired when, wunder the <current system of
i ncentives under AS 43.55.025, the required geophysical data is
made public.

MR. BALASH offered his belief that it is a 10-year termfromthe
time that data is acquired to when it is nade public.

CO CHAIR FEIGE said that that is a significant delay even though
it was subsidized by the state, but for an extra subsidy in this
case that data could be nmade public sooner

MR. BALASH answered correct; the Division of Gl & Gas has a

collection of geologic and subsurface information that s
sitting on the shelf waiting for the clock to turn.
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2:12:38 PM

CO CHAI R SEATON observed that in the conmttee's consideration
of HB 276, the direction of the bill has been changed from a
single basin to a basin-opening concept. He noted that the
state currently has a 65 percent credit through the 40 percent
exploratory tax credits under AS 43.55.025 and the 25 percent in
| oss carry forward conversion. G ven that 75 percent is being

considered for the bill, he surmsed that it mght be cleaner to
wite it as a 10 percent basin-opening credit on top of what
peopl e can already do. It is risk capital because these are

risky things and the state would be getting the information, but
the 10 percent basin-opening credit would be limted to so nany
wells in each basin with prior DNR consultation. He asked
whet her such a system would provide enough control over this
program

MR. BALASH replied he is not trying to dodge the question, but
that it should be addressed by the Departnent of Revenue in
terms of adm nistration and whether it would be another |ayer of
conplexity that is hard to explain or whether it would be better
to have sonmething that stands alone to which regul ations can be
applied separately. He further suggested that the question be
asked of the |andowners and operators who have appeared before
the commttee. He understood that the players in question have
run into difficulty attracting capital and if it is presented in
one way or another it mght help or hinder them

2:15:36 PM

CO CHAI R SEATON noted that there is differentiation between the
anounts of credit under AS 43.55.025. The problem is that an
exi sting producer with a high tax rate liability could get the
40 percent tax credit and if that producer's tax rate is 40
percent the producer could take that as a deduction from the
expenditure plus the other on top of it, which would |ose the
concept of skin in the gane. He said it would seem logical to
say that when taking an exploration tax «credit wunder AS
43.55.025 and the deductibility or conversion of expenses to
loss carry forward, that that anobunt cannot exceed 65 percent.
That would limt the state's liability to 65 percent on any of
t hese basins and then the 10 percent on top as a basin-opening
portion. He said he wanted to clarify this because he heard the
worry of M. Dees about stacking credits too high and not
controlling them although 65 percent is not necessarily the
rate because it depends on whether it is a producer or an
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explorer. He asked whether M. Balash agrees that this approach
shoul d be investi gat ed.

MR. BALASH qualified that his famliarity with the production
tax program is from his tinme in the capitol building, not his
tinme as an admnistrator at DNR He said one way to achieve the
control being described would be to disallow these qualified
| ease expenditures from being used as a deduction or a credit
for anything else under AS 43.55; then a specific nunber could
be designated that is intended for this program to cover. He
suggested that M. Dees speak to the question.

CO CHAI R SEATON added that this needs to be explored so it is
known what the state liability wll be.

2:19: 38 PM

COCHAIR FEIGE said one of the commttee's questions is the
difference in return. Part of what M. Balash is suggesting is
that the state receives a return for its subsidy and one return
under HB 276 would be the geophysical data and a nuch earlier
rel ease of that data. He asked what the different returns to
the state would be on any projects that go into production,
given that three categories of lands may potentially be opened
for exploration - federal, Native corporation, and state.

MR. DEES responded that in addition to the information the state
woul d receive from these activities, the state's revenue would
increase from the collection of production taxes on a producing
activity. Regarding federal |ands, he said he is unsure what
the arrangenents are for sharing royalties with the federal
government, but that the state would benefit from the throughput
in the Trans-Al aska Pipeline System because it would |ower the
tariff that everyone pays. |In regard to Native |ands, the state
woul d benefit from the production taxes. |In further response to
Co-Chair Feige, M. Dees said the state would not collect
production tax from the federal |ands, but the production would
fl ow t hrough TAPS which mght Iower the tariffs on state royalty
barrels as well as the tariffs on the other production in the
state. He said he is unsure about royalty sharing [from federal
| ands] .

2:23:12 PM

COCHAIR FEIGE clarified that he is talking about onshore
f ederal | ands, not offshore.
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MR. DEES answered that in that case he believes onshore federa
| ands are part of the tax base. In further response to the co-
chair, he confirned that the state would receive production tax
from Native corporation lands but no royalty, and said he is
unfam liar with Section 7(i) nonies related to Native | ands.

2:24:23 PM

COCHAIR FEIGE, in regard to M. Balash's suggestion to speak to
folks with an investnment stake in this, asked how the
af orenenti oned suggestion would be perceived by investors and
t he Al aska business comunity that is seeking investors.

JAMES MERY, Senior Vice President, Lands and Natural Resources,
Doyon, Limted, pointed out that this is the state's nobney and
said groups like his are very appreciative of the relatively
generous exploration credits currently in place. The initial
notion in HB 276 was focused on state lands in the Nenana Basin
and to get a lot done very quickly. The higher rate appealed to
Doyon because it presented an opportunity to drill two to three
wells in a row rather than having to wait two, three, or four
years to get those wells drilled. It was a unique opportunity
at that point in time and was, in effect, |ike the Cook Inlet
jack-up rig situation because it was a unique circunstance that
Senator Wagner and Representative Thonpson wanted to address.
However, with the discussion now broadened, he said he did not
think the ability to drill three wells in a row at 65-75 percent
woul d happen. Wile he did not want to di m nish these wonderful
credits, he said it was the special nature of finding out
sonmet hi ng about a basin that is very close to infrastructure and
that could happen relatively quickly as conpared to sone of the
ot her basins that are now being discussed. Doyon is happy with
the 65 percent, he continued, but if the commttee saw fit to
move it to 75 percent because of the extra risk associated with
nost, if not all, of these basins, Doyon would just have to see
how it works in the marketpl ace.

2:27:28 PM

CO CHAI R SEATON understood M. Mery to be saying that if it were
like Cook Inlet with 100 percent state noney on the first well
90 percent on the second, and 80 percent on the third it would
stinulate Doyon's wells to happen, but 75 percent paid by state
nmoney would not be significant enough for rapid devel opnent in
Nenana Basi n.

MR. MERY said he is saying he is not sure.
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2:28:32 PM

CO CHAIR SEATON asked whether a basin-opening credit of an
addi ti onal percentage above the 65 percent would still stinmulate
folks to share the geological data wth the state on a
relatively short turn around for public access.

MR. MERY qualified that he is speaking for Doyon only and said
the quicker release is no trouble for Doyon because it has
already shared a lot of data in the Nenana Basin way ahead of
time with both the state and the public in an effort to get nore
investnment and nore aggressive investnent. Regardi ng Doyon's
Native lands in the Yukon Flats, he said the notion of sharing
the data and naking it public is an easy decision because that
land is surrounded by federal |lands that will never be opened to
exploration; therefore, no conpetitive advantage would be | ost
by pushing data into the public sector sooner rather than |ater.

2: 30: 25 PM

CO CHAI R SEATON i nqui red whet her Doyon finds it acceptable to be
required to receive DNR s pre-approval to qualify for receiving
t he additional amount of credit.

MR. MERY, again qualifying that he is speaking for Doyon only,
stated that Doyon has a very good relationship with both the
Division of Ol & Gas (DOG and the Division of GCeological &
Ceophysi cal Surveys (DGES) and talks to them on a regular basis
about its projects, so that is something that would not trouble
Doyon at all.

2:31: 30 PM

CO CHAIR SEATON observed that the DNR discussion documnent
recoomends a 50 percent payback provision for the additional
basi n-opening credit. He said he was not inclined to include
such a provision because he thinks the anount of information and
cooperation with the state would be well worth the additional 10
percent. He presuned that Doyon would not want to have the
payback if it found sonething and asked whether Doyon believes
it is nore stinmulating for getting investors if there is not a
payback provision of the credit.

MR. MERY replied, "OF course, yes."
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CO CHAI R SEATON explained he wants to make sure that when this
is approached at a future tine it can be said it was discussed
with the industry and the industry agreed that a payback
provision on the 75 percent limt would be counter to the
state's purpose of stinulating investors and drilling. He added
that he thinks the commttee is only talking about a limted
nunber of wells per basin.

2:33: 15 PM

MR. BALASH, in response to Co-Chair Feige, pointed out that it
woul d be the Department of Revenue administering this proposed
program

REPRESENTATI VE HERRON asked whether the discussion docunent
reconmendati ons are set in stone.

MR. BALASH answered that DNR was trying to capture the bal ance,
rel atively speaking, of sonething that mght be available on a
general basis. The legislature could Iimt the nunber of wells
and go with a higher percentage, which is a policy call for the
conmttee to make. However, he cautioned, under a nore genera
| aw that opens nultiple basins at a tine, the higher the credit
rate, the less of a natural selection there will be. There are
parts of the state where it has been seen that free noney
engendered unrealistic hopes and expectations to go after things
that are not there.

REPRESENTATI VE HERRON said the discussion has evolved to whet her
the state should have a tenplate and he does not believe the
committee is interested in a tenplate that says it is w de open
and that would create a Wld West rush. The tenplate is so that
every single basin does not have to go through a neticul ous
| egi slative process, although there mght be safeguards in the
tenplate that require DNR to come back for perm ssion from the
policy makers.

2:36:29 PM

CO CHAI R SEATON observed that some of the basins identified on
the map may have devel opnent restrictions, such as Bristol Bay
and the Aleutian Islands. He said he wants to ensure that there
is nothing in the contenplation and offering of the credits in
HB 276 that would override any places where |easing or
exploration are off limts under current |aw.
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MR. BALASH quipped that if this could be done by offering a
credit then perhaps the map could be noved a little farther
north and east.

CO- CHAI R SEATON understood M. Balash to be saying that having
the credits in HB 276 would not change any |ease restrictions
that are currently in place

MR. BALASH replied correct. He pointed out that even when state
land is leased it does not entitle the | essee to expl ore however
or where ever it wants. The | essee nust still comply with al

state requirenments and pernitting restrictions. Regardi ng the
Aleutian Island basin identified on the map, he said that the
area is largely representative of the Al aska Peninsula area-w de
| ease sale area where DNR has conducted an annual sale for the
| ast 10 years and at one tine had bidders and | essees. He said

he thinks DNR mi ght have one left there and that DNR still sees
high potential in the region and continues to hold those |ease
sal es. If a credit like this were available it mght generate

sone additional interest that has not shown up at the |ast
coupl e of sal es.

2:39:32 PM

CO- CHAI R FEI GE opened public testinony.

LI SA HERBERT, Executive Director, G eater Fairbanks Chanber of
Comrerce, stated that the chanber represents collectively 700
businesses in Interior Al aska. She offered the chanber's

support for HB 276, speaking as follows:

The Fairbanks Chanber has adopted a handful of key

priorities this year that wll ensure a healthy
economc environnent for both the business and
residential communities of the Interior. Two of those
priorities are to support initiatives that will reduce
the high cost of energy and to al so support projects
and initiatives that will encourage new oil and gas

devel opnment. W believe HB 276 is a step in the right
direction in achieving both of these priorities for
the Interior. As you know, we currently do not have
access to affordable energy at this tine. The smal

nunber of individuals and businesses who use natural
gas for heat are paying three tines as nuch as
citizens in Southcentral Al aska. The cost of space
heating and production of electricity is negatively
i npacting our econony's ability to grow And many of
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our Interior famlies and businesses are struggling
just to nmake due. This bill not only pronotes
exploration in the Interior, but it allows simlar
incentives to those offered in other regions of the
state.... In addition, the seismc and technical data
that will be collected in exploration is of benefit to
the State of Alaska. W would like to comrend Doyon

Limted, a large Interior corporation and Fairbanks
Chanber nenber and other investors for their years of
commtment to this particular region. Doyon and their
partner investors have had a great success for show ng

potential in the Nenana Basin and surrounding areas
and, as such, will offer the ability for oil and gas
for |ocal or regi onal use is extremely high.

Additionally, the Fairbanks Chanber supports HB 276
because it supports short- to md-term growh for

Interior business comunities. Wth the Nenana
Basin's close proximty to Fairbanks, just 50 mnmles
away, this legislation will help local businesses by
affording them the opportunity to offer their products
and services for the projects we hope wll occur.
These projects will also likely put Al askan residents

to work with new high paying and highly skilled jobs.
2:42: 00 PM
JERRY MCCUTCHEON stated that the original HB 276 was a good

idea, but it has now been turned into garbage. He said Kotzebue
shoul d be addressed by itself because the solution for Kotzebue

is probably different than for Nenana Basin. Nenana Basin
deserves a clean bill that should have been passed half a dozen
years ago. Kot zebue should receive grants or an appropriation

to the Departnment of Natural Resources (DNR) to run the
available two dinmensional seismc through two dinensiona
enhanced seismic in time for the next session of the
| egi sl ature. Regardi ng the Nenana Basin, he suggested that the
operator be able to get back some share or mltiple of
investnment early on and then, once the conpany gets its
i nvestnment back, the state could "sock it to 'ent. M .
McCut cheon said that what he would like to see different is that
the conmpanies nust first pay all their taxes due and then get
their credits after justifying them The state is doing it the
wong way by letting the conpanies determ ne what they want to
take off and then the state playing a guessing gane of what it
is all about. He offered his hope that a bill for the Nenana
Basin gets through the legislature this session.
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2:45:09 PM

REPRESENTATI VE STEVE THOWSON, Al aska State Legislature, joint
prime sponsor, said HB 276 was introduced in an effort to bring
energy and hone heating relief to Al aska's second |[argest
community, which is only 50 mles from the Nenana Basin. The
intent was to encourage investnent and, hopefully, production of
natural gas fromthat basin. The bill has grown quite a bit and
he can understand the interest in wanting to help wth
additional frontier basins that are close to other regional
areas in need of energy relief. He thanked the Departnent of
Nat ural Resources, his staff, and the staff of other |egislators
who all put in an incredible anmount of work researching how this
m ght be acconpl i shed.

REPRESENTATI VE THOWMPSON expressed his fear, however, that the
weight of a growing fiscal note with nore and nore additions
woul d sink the bill. He cautioned about taking existing credits
of 65 percent and just adding 10 percent because 40 percent of
the accunulated tax credits, which are in AS 43.55.025(b),
sunset as of July 1, 2016, and the work would therefore have to
be conpleted by that date. Wil e he understood the need for
energy in smaller areas other than the Fairbanks region, he said
the intent was to keep it sinple and get things acconplished.

2:47:19 PM

CO CHAI R SEATON appreci ated Representative Thonpson's concern
and advised that the committee has anended a previous bill to
extend those tax credits another 10 years, although that bill
has not passed. He asked whether the sponsor would like to see
the credits in AS 43.55.025(b) extended another 10 years if
[ Version M goes forward.

REPRESENTATI VE THOMPSON responded that that would definitely
make it nore acceptable and possibly nore workable because if
the bill's provisions did extend into other regions it would
likely be past 2016 before anything could even start.

CO- CHAIR FEI GE | eft public testinmony open and held over HB 276
2:48: 46 PM

ADJ QURNVENT

There being no further business before the commttee, the House
Resources Standing Conmmttee nmeeting was adjourned at 2:49 p.m
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