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ACTI ON NARRATI VE

1:31:41 PM

CHAIR DENNI' S EGAN call ed the Senate Labor and Commerce Standing
Commttee neeting to order at 1:31 p.m Present at the call to
order were Senators Davis, Paskvan, G essel and Egan.

1:34:29 PM
Presentation: Ol and Gas |ndustry Enpl oynent on
Al aska's North Sl ope
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1:34:53 PM

CHAI R EGAN announced a presentation by the MDowell Goup's Jim
Calvin on enploynment in the oil and gas industry on the North
Sl ope.

JIM CALVIN, President, MDowell Goup, said key points their
research found in industry enploynent trends over the last four
or five years were possible wth the cooperation of the
Department of Labor and Wbrkforce Devel opnent (DOLWD), and new
hire data from earlier in the year suggested a marked increase
in non-resident participation in the oil and gas industry in
Al aska. He said he also had data on non-resident participation
in the oil and gas industry by occupati on.

He showed a graph of total oil and gas industry enploynment in
the state over the last eight years split in two by North Slope
enpl oyment and all other enploynent in the state. About two-
thirds of all oil and gas industry enploynent in Alaska is on
the North Slope. The graph also indicates the remarkable
increase in oil and gas enploynent in Al aska over the last six
or seven years, a gain of about 5,000 jobs since 2004, making it
one of the fastest growing sectors in the econony over that
period of tinme. Mst of that growmh was from 2004 to 2008;
enpl oynment leveled off and took a dip in 2009. Mst recently it
has seen another wuptick with prelimnary estinates suggesting
about 500 new jobs in 2011, which puts oil and gas industry
enpl oynent in Al aska at near record |evels.

1: 38: 55 PM

SENATOR PASKVAN asked him which categories are not included in
the North Slope enploynment figures. He understood that sone
construction categories had 100 percent of their workforce
wor king on the North Slope, but they are not included in the oi
and gas enpl oynent figures.

MR. CALVIN responded that these enpl oynent nunbers, the roughly
13,000 jobs in the oil and gas industry in Al aska, are the
nunbers the Departnent of Labor and W rkforce Devel opnent
(DOLWD) and the federal governnment published; they include the
areas of oil and gas extraction, oil drilling and oil field
support services. They don't include the TransAl aska Pipeline
System (TAPS), Alyeska enploynent, refining, indirect jobs
associated with the industry, nor do they capture any of the
i nduced jobs. These nunbers are useful, though, because they are
publ i shed regularly and therefore it's easy to track trends in
t he i ndustry.
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He showed two graphs (using published data) of Prudhoe Bay
enpl oynent over the same tine period (2004-2010) split by the
typical oil and gas industry enploynent and jobs also on the
North Slope that are due conpletely to oil and gas industry
activity that aren't reported: constructi on, canp support
services, transportation, security and so forth. About 8,000 oil
and gas industry jobs are reported as such on the North Sl ope.
But about 2,000 jobs aren't. So, he advised whenever they hear
publ i shed data about enploynment on the North Slope, they should
remenber it's only 80 percent of the picture.

Anot her graph showed the sanme basic trends for North Slope oil
and gas industry enploynent over the last six or seven years

sharp growh of about 4,000 new jobs (but Ileveling off nost
recently). The l|atest data for 2011 shows a significant uptick
in enpl oynment as well.

1:41: 37 PM

SENATOR G ESSEL said she was surprised that he used Departnent
of Labor and Wbrkforce Devel opnment (DOLWD) data, because there
has been sone question about its validity. She pointed out that
a caveat that says "don't think these are absolutely accurate"
and that sonetinmes an enpl oyee gets counted tw ce. She asked if
he had another source for the data or if he had validated any of
it.

MR. CALVIN replied they had spent many hours | ooking at the data
and found that it is the best available. Their only alternative
woul d have been to develop enploynent and payroll data from
virtually every enployer (in the hundreds) on the North Slope

These are private businesses and don't necessarily see any val ue
in providing detailed data. He said the data they rely on from
the DOLWD is very accurate and based on forns that all enployers
are required to submt to the departnment for purposes of
enpl oynment security paynents.

But is the data they see published a 100 percent perfect picture
of all the jobs on the North Slope? No; M. Calvin said they
found a few businesses that are active on the North Slope but

are reporting their enploynent in Anchorage. However, he
explained that their primary challenge is to understand trends,
and the departnment's data is really useful in ternms of trend

analysis. It is better than anything they could hope to devel op
over the course of a three-nonth study given the diversity of
the industry and nunber of different players engaged in it.
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MR. CALVIN went to another graph that narrowed the focus to the
| ast three years or so and to nonthly enploynent in the oil and
gas industry. He said it illustrates that while overall on an
annual average basis there is a fair anopunt of stability and
some general growth in the oil and gas industry, over the |ast
few years it has been a roller coaster in terns of enploynent.
In 2009 through 2010, no one seened to be quite sure what was
going on. You would hear reports of people losing their jobs on
the North Sl ope, that enployers were no |onger active and people
weren't sure why. On the other hand, you would hear reports that
enpl oynment was growi ng to the highest |evel ever.

1:44:22 PM

SENATOR MENARD j oi ned the comm ttee.

1:44:.28 PM

MR. CALVIN said all those views are right, because it was a very
dynam c environnment. Industry enpl oynent peaked in Decenber 2008

and over the next 12 nonths rather precipitously lost 1,700 jobs
(about 14 percent of its total enploynment base). That was
related primarily to the gl obal recessi on when everyone
tightened up the pocket book including the oil industry. Al nost
just as quickly the enploynment bounced back up, and in 2010 it
gai ned about 1,400 jobs. It's not surprising that there was sone
uncertainty about just what was going on up there in terns of
enpl oynent .

Recently industry enploynent clinbed back to its peak |evels;
the peak in late 2008 was about 13,600 jobs and that peak was
hit again in Septenber.

MR. CALVIN showed another graph of North Slope enploynent wth
the sanme kind of roller coaster and stated that even nore
noteworthy is that departnment data through Novenber and Decenber
shows it is at an all-tinme high of 9,000 jobs.

SENATOR PASKVAN said because the price of ANS crude was over
$140/ barrel in July 2008 and cratered a nunber of nonths after
that to less than $50/barrel is consistent with the |oss of
enpl oyment seen in the North Slope oil and gas industry nonthly
enpl oynent .

MR. CALVIN responded that those events are happening in
parallel, but the cause and effect is a conplicated question.
But, yes, enploynment peaked at the sane tine oil prices peaked,
and there is a relationship in the recovery as well.
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SENATOR PASKVAN asked if it is nore probable that the drop is
the result of the global and US recession and the drop in oi
price as conpared to oil taxation issues.

MR. CALVIN answered that they didn't investigate taxation issues
at all, but a big part of the run-up in enploynent from 2004
through 2008 related to sustained high and increasing oi
prices. Some of the variability since then has related to oil
prices, too, but he didn't want to hazard a guess on what role
taxation played in that.

SENATOR PASKVAN asked if a corresponding increase in enploynent
is consistent with an increase in price of North Slope crude
going fromless than $50/ barrel to $110/barrel.

MR. CALVIN replied yes; clearly there is a relationship between
price and an increased interest in exploration. An interesting
graph illustrates the nunber of barrels produced on the North
Sl ope each year per job. In 1994, reasonably close to peak
production, for every worker on the North Sl ope, 200,000 barrels
were being produced. That has changed dramatically and they are
now down to 27,000 barrels per worker. This is a result of
sharply increasing enploynment at the sanme tine production is
decl i ni ng.

1:49:36 PM

SENATOR PASKVAN said this graph intrigued him because if the
North Sl ope reaches approximately 2 million barrels/day on a
yearly average, he 1is trying to factor what the actua
calculation is. Is it based on barrels per year?

MR. CALVIN replied it is based on the total North Slope oil
production over the course of a year divided by the total nunber
of workers. The DOLWD' s nethodology for calculating the
residency of the workforce is based on PFD applications, M.
Calvin said; it's not perfect, but it provides a really valuable
tool for tracking trends. And unlike any other state, it's a
tool that Alaska alone has that allows them to understand the

residency of the workforce. It does slightly overstate the
per centage of nonresidents, because one has to live here for a
year in order to qualify. But the departnent did its own

cal cul ations of non-resident participation |abor force and found
in the year it exam ned about 14 percent of workers that are
classified as non-resident in one year ultimtely becone Al aska
residents. The study used published 2009 data, but the
department would conme out with its 2010 report soon
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MR. CALVIN said they found that one in six oil and gas industry
workers who are classified as non-residents were at sonme point
over the last five years Al aska residents. So, in |ooking at
Al aska workforce data, one needs to keep these points in mnd.
If they |ooked back over 10 years they would see nore Al aska
residents in that mx. This illustrates the nobile nature of the
oil and gas industry worKkforce.

1:52:51 PM

MR. CALVIN said that statew de non-resident workers account for
about one in five jobs, a very inportant part of Alaska's |abor
force, and it varies from industry to industry with seafood
processing having a very large non-resident conponent. The
accommodations sector is 41 percent non-resident |[|abor; oi
field services about 30 percent; netal mining 28 percent; and
food services also has a fair anount of seasonal non-resident

activity. He pointed out that the oil and gas sector - oil
extraction (BP and ConocoPhillips and a few others) - has about
23 percent non-resident workers, not significantly different
than the statew de average across all industries.

MR. CALVIN said that non-resident participation in the oil and
gas industry (extractions plus all the oil field services
conpani es) on a statewi de basis over the last 12 to 13 years is
pretty steady fromyear to year

SENATOR PASKVAN said a DOMW publication from last vyear
i ndicated that contractors on the North Slope that aren't in the
direct category of oil and gas related were in the construction
i ndustry, but 100 percent of their workforce was | ocated on the
North Slope and were identified as non-resident. He said that
was his focus and asked what M. Calvin had found out from that
anal ysi s.

MR. CALVIN replied that while they can get ranges of information
from the DOLWD, they can't get enploynent data about individua
busi nesses. Wien they get the 2010 and 2011 data, they will | ook
at non-resident participation in firms |like construction
conpanies that are active on the North Slope; right now they
j ust have 2009 dat a.

1:56: 34 PM

SENATOR PASKVAN asked if in his investigation of non-resident
hire in the construction industry he found any anecdotal
information that there has been a significant increase in that
type of enploynent (construction conpanies reporting 100 percent
non-resident hire for 2010/11).
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MR. CALVIN replied that they have seen a general uptick in the
data when industry is growng at its nost rapid pace, and they
see the greatest non-resident participation in short-term
enpl oynment assi gnments when rapid nobilization is used.

SENATOR PASKVAN went back to the 1,700 figure drop in enploynent
that followed the world economc recession and asked why there
wasn't backfilling with residents, because nost of those workers
woul d have been Al askans.

MR. CALVIN replied that the latest trends don't show a departure
from the overall statewide trend of 28-30 percent for non-
resident hire, but that 2010 data would probably show a little
upti ck.

CHAIR EGAN said he knew M. Calvin contacted nmjor conpanies
with enploynment on the North Sl ope and asked how nmany refused to
provi de i nformation.

MR CALVIN replied that they targeted about 30 oil field
servi ces conpani es and sone elected not to participate, but they
got good cooperation from 21 of them They asked for detailed
information and he was pleased with the response; BP and
ConocoPhillips were very hel pful.

2:00: 52 PM

He indicated that around 35 percent of the workers on the North
Sl ope are non-residents and that a pretty steady figure that may
go back up to 36 percent in 2010. He explained that new hire
data, which is different than DOLWD data that tells how many
jobs there are on the North Slope, is anyone that hasn't been on
the payroll of a particular conpany over the past four quarters.
It includes new jobs and new people in the new jobs but also
i ncludes replacenent for turnover. It showed that about half of
the new hires in the oil and gas industry in Al aska were non-
residents. They asked the DOLWD to go back several years and run
the sane analysis to see if it was nmuch different than previous
years, and sure enough it was up over 50 percent. In the fourth
guarter 2010 when typically the non-resident new hire rate is
between 30 and 40 percent (that matches the 35 percent non-
resident participation in the previous graph), it went down to
normal ranges. That anomal ous quarter is even nore so when just
| ooking at the North Slope where all non-resident new hires were
over 56 percent.
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MR. CALVIN remarked that kind of spike would take only one firm
comng into the North Slope for even a one-nonth assignment with
a pool of 80 or 100 non-resident workers to get sone specialized
j ob done, and they hope to be able to discern that from the new
DOLWD data that will conme out soon.

Anot her graph showed 46 percent non-r esi dent hire for
occupations on the North Slope where nore than 100 people are
enployed in first line positions |ike supervisors and nmanagers.
Wel ders, cutters, solderers were 45 percent non-residents;
construction managers were 44 percent; and electricians 43
percent on down to trucker drivers at 35 percent. So, there are
a few positions where the industry finds it challenging to find
suitably skilled Al askans.

2:06: 51 PM

SENATOR MENARD asked if he had conmpared those figures with North
Dakota non-resident hire, because the shale industry there has
uni que requirenents, too.

MR. CALVIN replied that nost states are focused on new jobs and
don't even think about non-resident/resident hire issues nuch
| ess have a way to neasure it. Interestingly enough, this issue
is unique to Al aska.

SENATOR MENARD said 87 percent of Alaska's revenue conmes from
the oil industry and asked what North Dakota's percentage is.
She thought the data was available and a nethod should be
devel oped to run the nunbers. She thought it would becone a big
issue in North Dakota as well.

MR. CALVIN responded that |ooking at those relationships would
be an exceptionally interesting analysis.

2:11: 01 PM
SENATOR PASKVAN asked if the correlation mght be that North
Dakota has a personal income tax, so whether workers are

resident or non-resident there is participation in paying for
the infrastructure of governnent.

MR. CALVIN replied that he thought that would be a Ilikely
rel ati onship.

SENATOR G ESSEL noted that in May 2011, Al berta (about the size

of Mntana), that has oil sands, created 22,000 jobs in one
nmont h. They currently have 60,000 openings and she said it would
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be interesting to know where their workforce conmes from since it
all can't come from Al berta.

2:12: 35 PM
CHAIR EGAN asked him to talk about training progranms for
Al askans for these jobs or the |lack of.

MR. CALVIN replied that they |ooked at recruiting practices in
the industry and found that workforce capacity becones rel evant
pretty quickly. They didn't attenpt to inventory all of the
various training prograns, and there are a | ot of them here.

CHAI R EGAN asked if there are enough.

MR. CALVIN replied that he couldn't answer that. The report is
not a conprehensive assessnent of the training infrastructure in
Al aska and just has a case study that |ooked at one firm that
has been quite proactive in doing all it can to get nore
Al askans into its workforce.

CHAIR EGAN remarked that the report talked about retention and
how when you train an Alaskan they have a tendency to stick
around. He then thanked M. Calvin for his presentation.

2:16: 17 PM

SENATOR PASKVAN asked when the 2011 data would be added to his
presentation. They are looking for trends, and one nore year of
data woul d be good.

MR. CALVIN replied that he would have to talk to the folks in
research and analysis about their timefrane. He expected the
2010 residency report would be rel eased soon. Mich of the other
data in the report is not routinely published, but the process
of updating the report can start imediately as new data becones
avai | abl e.

CHAIR EGAN said as long as they have all this information in
their data base, he assuned that updating it would be a lot |ess
expensi ve than doing the original report.

MR. CALVI N agr eed.

SENATOR G ESSEL asked the cost of this study.

CHAI R EGAN answered $175,000 and it was funded through Senate
Fi nance. He then thanked M. Calvin again for his presentation.
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2:18:16 PM
Recess from2:18 to 2:26 p. m

SB 156- ALASKA RAI LROAD LAND LEASES

2:26:39 PM
CHAI R EGAN announced SB 156 to be up for consideration.

2:26: 54 PM

DANA O/EN, staff to Senate Labor and Commerce Conmittee, sponsor
of SB 156, said they were approached by the Alaska Railroad to
amend the statutes to allow them to be able to |lease land for
nore than the current statutory limt of 55 years. He said it is
common in the devel opnent industry to |lease land for 95 years,

and that is how long they want. They believe this will result in
hi gher quality developnent that retains its value for a |onger
period of time; this benefit will flow through to the State of

Al aska and the | easeholders. SB 156 has letters of support from
both the Railroad and potential |easehol ders; they have received
no letters or phone calls in opposition to the bill.

2:28:14 PM
TIM SULLI VAN, Manager , Ext er nal Affairs, Al aska Railroad
Cor poration (ARRC), said he was happy to answer questions.

2:29: 05 PM
JIM KUBI TZ, Di rector, Pr oj ect Pl anni ng, Al aska Railroad
Corporation (ARRC), also said he wuld be happy to answer
guesti ons.

SENATOR MENARD said she is proud of this corporation and asked
what woul d be considered a sizeable investnent that wouldn't fit
into 55 year | ease.

VR. KUBITZ replied wth a hypothetical: some  Anchor age
devel opers could be interested in doing a multi-phased project
if they could control sone of the land for a longer period of
time. If you add a couple of projects together you could get up
$20-25 mllion pretty quickly, and the Railroad wuld be
interested in doing that. A standard ARRC | eased is 35 years and
with a few 55 year |eases. The board has instructed themthat to
get up to the 95 year lease a project would have to be
substanti al .

SENATOR MENARD asked if I|eases are typically for 100 years
gl obal ly.
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MR. KUBITZ said he hadn't researched that, but Hong Kong was
| eased for 99 years to Geat Britain a long tine ago. It's not
unconmmon for a developer to go in on a long term | ease and want
to flip the property to another developer who would need
certainty that in fact the investnment is worth that. Sonetines
properties get flipped a couple of tinmes through the life of the
project, and investors all want certainty. They have been
specifically told that 55 years isn't enough and the |onger the
better.

SENATOR MENARD said she can understand if they are trying to
flip the |eases.

SENATOR PASKVAN asked what additional considerations have been
addressed by the ARRC based upon conmercial reasonableness in
the future, say two or three decades from now.

MR KUBITZ replied that they are all professionals and would
| ook at whether, for instance, a building was built 20 years ago
and soneone is buying it from a current tenant, but they won't
buy it unless they can get at least one and a half tinmes the
term of their loan out of it. So, they may conme back and say
they would like a 35 year |ease. They would analyze it and see
if it makes sense. The issue would then go to their real estate
conmttee on their board of directors, and the commttee would

nmake a recomendation to the board. It's on a case by case
basi s.
He explained that new construction is different; in that case

you have a bank that is very anxious to have their collatera
protected when they are |ending noney. The bank would tell the
ARRC how long the lease term should be. The real estate
commttee under the chairmanship of Jon Cook tal ks about this a
lot. Since this is a big extension of their existing |ease, they
woul d cone up with sone definite paraneters, which would have to
be adjusted and inflation-proofed, as to when they would ever
allow a 95 year | ease.

2:34:53 PM
SENATOR MENARD asked how the I RS depreciates construction costs
with a long | ease.

MR. KUBITZ replied that when people do a devel opnent, they put a
whol e case together and he didn't know the tax ramfications.
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SENATOR MENARD said she was certain that the IRS has solid rules
on this that would nake a |onger tine nore advantageous to the
bottom | i ne.

SENATOR PASKVAN asked if an inprovenent upon property under a
commercial |lease is subject to taxation by |ocal governnents.

MR. KUBI TZ answered yes.

2:37:29 PM

JON COOK, nenber, ARRC Board of Directors, said he has also
served on the real estate commttee. During the day he works for
the |argest developers in Fairbanks, and this issue is "pretty
near and dear"” to him He said it arose out of various contacts
with their |easeholders and other outside professionals and
devel opers over the course of the past year. They have had two
open houses wth tenants in Anchorage and Fairbanks, neetings
with ARRC |easeholders Association and neetings wth the
Leasehol der Advisory Goup, and this topic has cone up. They
have all recomended increasing the lease termto 95 years for
all the reasons outlined.

He explained that what brought this to the forefront is the
tightening of credit markets and underwiting standards since
2008, and that the Railroad wants to make sure its existing and
future tenants have access to the |owest cost of capital.
Frankly, 55 year |eases won't obtain favorable financing on very
|arge projects whether they are existing facilities or new
These 95 year |eases requiring substantial anmounts of capital
at least north of $10 million at a mninmum would be |ooked at
on a case by case basis. They want to do this to help existing
| easehol ders who want to know that they can sell or transfer
property to famly nenbers, to increase the highest and best
value of their land and to bring nore noney into the Railroad
and its shareholder, which is the state. It's the way of the
future and the way things work in other areas.

CHAIR EGAN found no further coments or questions and closed
public testinony saying SB 156 woul d be hel d.

2:41:20 PM
At ease from2:41:20 to 2:41:41 p. m

HB 146- LAND TRANSFER FROM STATE AND ALASKA RR
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2:41:41 PM
CHAI R EGAN announced HB 146 to be up for consideration [CSHB
146( RES) was before the conmttee].

2:41:51 PM

REPRESENTATI VE TAMMY W LSON, sponsor of HB 146, explained that
it restores a revisionary property right to those affected by
the repeal of Section 12.09 of the Al aska Railroad Transfer Act
(ARTA) in 2003. The repeal was done to address title issues of
concern. However, in the process, the reversionary rights of the
property owners, the right that allowed them to receive
ownership of their property once the right-of-way is no |onger
in use, was also repealed. It's inportant to remenber that this
bill only restores a right that was taken away. It does not
grant anyone special privileges beyond what was in ARTA and it
only applies to the honmesteads along the Eielson Spur. It's also
inportant to know that all affected parties, the Railroad and
the constituent, are in agreenment with this bill.

2:43: 20 PM

BILL HUPRICH  general counsel, Alaska Railroad Corporation
(ARRC), said he was available to answer questions on HB 146 and
that they support this bill.

2:44:13 PM
BONNE' WOLDSTAD, representing herself, North Pole, said HB 146
gi ves them back their rights and that she supported it.

CHAIR EGAN found no further coments or questions and closed
public testinmony saying HB 146 woul d be hel d.

#

2:45: 28 PM

There being no further business to cone before the commttee
Chair Egan adjourned the Senate Labor and Comrerce Standing
Commttee neeting at 2:45 p. m
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