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for the adm nistration.

ACTI ON NARRATI VE

3:32: 27 PM

COCHAIR TOM WAGONER called the Senate Resources Standing
Commttee neeting to order at 3:32 p.m Present at the call to
order were Senators French, Stevens, MQ@ire, Co-Chair Paskvan
and Co- Chair Wagoner.

SB 145- O L/ GAS PRODUCTI ON TAX CREDI TS: NENANA

3:32:41 PM
CO- CHAlI R WAGONER announced consi derati on of SB 145.

CO- CHAIR PASKVAN noved to bring CSSB 145( ), version 27-
LS1078\1, before the commttee for discussion purposes.

CO- CHAI R WAGONER obj ect ed for discussion purposes.

3:33: 33 PM
SENATOR W ELECHOWSEKI j oi ned the conmitt ee.

3:33:40 PM
At ease from3:33 to 3:34 p.m

3:34: 34 PM
CO- CHAI R WAGONER asked for the notion to be restated.

CO- CHAIR PASKVAN noved to bring CSSB 145( ), version 27-
LS1078\D, before the commttee for purposes of discussion.

CO- CHAI R WAGONER obj ect ed for discussion purposes.

3:35: 09 PM

MARGARET DOWLI NG staff to Senator Tom Wagoner, said SB 145 is a
conpanion to HB 276, which has had six hearings in the House
Resource Committee and currently resides in House Finance. She
said SB 145 initially intended to provide tax credits that would
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be neaningful enough to attract exploration in some of the
renote areas of the state identified by the Departnent of
Nat ural Resources (DNR) as potential for holding hydrocarbons

The areas are so renote that it is hard to attract investors.
Anot her feature about these areas is that they are within an
approxi mate range of populated areas that are struggling wth
fuel costs and wunreliable resources. For exanple, Fairbanks
spent $660 nillion on space heat at about $4.20/gallon and has
an average kilowatt-hour of about 23 cents and it has been
struggling for many years to cone into conpliance with EPA air
quality standards. In Cooper Bay, the city admnistrator said
that people are pulling boards off buildings for heating
pur poses.

CO CHAIR WAGONER noted Senator G essel and Senator Coghill in
t he audi ence.

M5. DOWNLI NG said that the Nenana Basin is just 50 mles north of
Fai rbanks and has already had sone exploration seismc and
drilling; it has a potential for gas and possibly oil. So after
extensive consultation with the Departnment of Revenue (DOR) and
the Departnment of Natural Resources (DNR) and other conmunities
interested in the concept, the bill was expanded to include
exploration drilling in other basins. That is what is in the CS,
whi ch was al so expanded to include seismc

She said the original i nt ent of the bill gui ded the
conversation: to serve Alaskans not only to increase production
for exports but also to pronote exploration for oil and gas

resources in the frontier basins where there is a potential for
serving | ocal and regional use.

3:39: 20 PM
M5. DOALING said they always kept the state's public policy in
mnd to balance risk with the potential for sone return for that
i nvest nment .

She said Version D includes the six geographical areas for
exploration identified by DNR as having potential for discovery
of hydrocarbons within proximty to existing communities. Wth
the addition of these areas it also increased the cost of the
bill. To address that they limted the nunber of credits and the
value; so, as the bill stands today there are four total wells
anywhere in those areas and no nore than two wells in any one
ar ea.
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The tax credits are for 80 percent of the total exploration
expenditures for work perfornmed or $22.5 million, whichever is
|l ess. She pointed out that it's 15 percent nore than is
currently available under existing statute. The total naxinmm
credit is $90 million. It only applies to work performed after
2012 and wll expire in 2016 |ike other AS 43.55.025 credits.
The tax credit is not stackable with other credits either under
this section or AS 43.55.023.

To ensure the investnent is warranted and projects are sound
Ms. Dowing said sone prequalification criteria by DNR were
built in - for instance: well location, proximty to a community
in need of energy resources, proximty to infrastructure and
techni cal aspects |like whether there is seismc napping or data
sufficient to identify a particular trap.

M5. DOWNLING said to guarantee return on investnment the state
concurred that nore data would be a positive return. Mor e
geophysical data wll assist current and future explorers and
attract new investnent and devel opnent to the state, which |eads
to the potential of building infrastructure, and increasing
production, tax revenue and royalties. Therefore, seismc was

added because, in addition to data from exploration drilling,
seismc wll vyield additional information from sonme of the
unexpl ored renote areas. They allowed credits for a total of

four projects with no nore than one seismc project in any one
of the areas and a 75 percent credit for total exploration
expenditures or $7.5 mllion, whichever is less. This is 10
percent nore than existing statute. The total maxi num potentia
credit is $30 mllion. The seismic project has simlar pre-
qualifications as the well drilling.

Because the focus was on getting nore information for the state
and for public use, she said they added data on private land to
the existing requirenent for al | seismc and drilling
exploration data on state land be turned over to the state, but
in addition, if soneone wants a credit on private |and, they
must obtain witten consent from the owner to disclose the data
to DNR Additionally, the confidentiality period for seismc
changes from 10 years (in current statute) down to 2 years.

3:44:10 PM
MS. DOALING said the final consideration in these conversations
was about what happens if an explorer is successful - and he's

in the mddle of nowhere with very little infrastructure (for
i nstance) and would be subject to North Slope tax rates. So they
cane up with a maxi num seven-year, 4 percent credit on gross
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production following comencenent of conmmrercial production.
After the seven years, the tax rate reverts back to existing
statute. This tax break doesn't apply to North Slope oil or gas,
not to royalty gas and oil, not to Cook Inlet gas or oil and not
to gas used in the state. The bill gives no breaks on royalty,
corporate incone tax or property tax.

She said it does provide explorers willing to take the risk to
explore in these renpte areas sone predictability seven years
out. That wll help them in getting financing for their
infrastructure and other costs associated with working in these
remote frontier areas.

SENATOR STEVENS said it seened to him that it would be
advant ageous to have all six areas explored and he was sorry to
hear it was reduced to four. Wich four and wouldn't it be a
better idea to get all six?

M5. DOALING replied that the original concept of the six areas
was proposed by DNR and in contenplating how many wells should
be allowed a credit the cost to the state becane sizeable. It
was a public policy decision on the House side working with the
agencies to limt it to four.

SENATOR W ELECHOWBKI said he appreciated her work on this. He
asked if this credit is stackable with other deducti ons.

M5. DOALI NG deferred to the Departnent of Revenue (DOR)

CO CHAIR WAGONER said he would ask the departnent after other
presenters.

SENATOR W ELECHOWBKI said Senator Wagoner's jack up rig bill had
a provision that required a successful conpany to repay 50

percent of its credits and asked if this bill had a simlar
provi si on.
M5. DOALING replied that was part of the original bill, but it

becanme |ess attractive because depending on the value invested
it would put a conpany in the position of choosing between
existing credits and this credit based on specul ati on about the
future for production. It was decided to sinplify and add just a
smal | percentage over what is available in the existing credits
to make the future a little nore predictable.

SENATOR W ELECHOWSKI said he has no problemwith this for |oca
needs, but he was concerned about protecting the state treasury
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if there is a large find (which they all hope for) especially
for the seven years. The typical decline curve for an oil field
is that it peaks within the first couple years and then spikes
down dramatically.

M5. DOMAI NG responded that issue had been discussed and the
timeframe for extending the credit is a policy question for this
body to decide. They used seven years to provide predictability
to explorers so they could get financing in exchange for their
risk in exploring in renbte areas. The sponsors of the bill were
| ooking for ways to provide nore predictability to the
compani es.

3:52:39 PM

CO CHAIR WAGONER said this started out as a bill getting gas to
Fai rbanks the fastest way possible. Al of a sudden the need is
t hroughout the state and it's hard to argue against the other

needs. The bill matured and grew, but it has tight enough
controls that it won't get out of hand. He explained that the
Cook Inlet Stanpede bill was crafted in the later part of a
session by rolling it into another bill and they didn't think

through the credits, because right now if a conpany drills to
the depth they have to to get those credits, they have to decide
on taking the 65 percent credit or the drilling credits for the
exploration - and that $25 mllion if they have producible gas
or oil all of a sudden becones $12.5 mllion. He thought the 65
percent credit was nore doable than drilling credits, because in
Cook Inlet they were trying to get nore than one person to cone
inwith jack up rigs, and that was successful.

3:54:15 PM

JAMES MERY, Senior Vice President, Lands and Natural Resources,
Doyon, Limted, said he had worked with Doyon for a little over
30 years. He said that Doyon, Limted, is one of the Al aska
Native Clains Settlenent Act regional corporations and is
residenced in Fairbanks; it has over 18,6000 shareholders and is
the largest private |landowner in Al aska owning over 12.5 mllion
acres. They have a nunber of operating businesses and enpl oy
several thousand people here and "outside.” Mst of their
flagship organizations operate in the oil field and renote
servi ces sector of Al aska busi nesses.

MR. MERY said he would give them a background on how the natura
resources segnent of Doyon operates, because it feeds directly
into the inportance of the two major pieces of the bill.
Basically, Doyon doesn't do anything with traditional |ands, but
t hey have areas for devel opnent purposes in hard rock mning and
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oil and gas. Their business nodel is Ilike a junior mning
conpany; they are not a devel opnent conpany or producer. They
are an explorer; they generate ideas about not just their own
| ands but about nearby state |lands. Nenana is a good exanple of
that. They gather market and geological data and assenble it
into an acreage package. They acquire as much heritage data as
possi ble; sonme of it is in the public domain that they m ght
have to pay a lot of noney for. Then they begin to expl ore doing
everything from surface studies to air and ground geophysics
such as seismc and gravity. Then they do sone drilling for
hydr ocar bons and hard m neral s.

MR. MERY said Doyon is very different from nost of the conpanies
that talk to the legislature. They are about as Al askan as you

can get wth many shareholders |living here. Two of the
communities are close by the Nenana Basin, in particular, and
al | over the Yukon Flats. These people need jobs and

opportunities. Doyon's home office is in Fairbanks and nmany of
their subsidiary offices are in Anchorage; many are successful
oil field services. They pay a lot of dividends to sharehol ders
and all that noney stays in the state.

MR. MERY said he thought Doyon had nore reasons to make these
areas work than other conpanies - neaning no disrespect. But
they can't do this on their own; they need help fromthe state,
which they have been getting via the credits that are truly
appreci ated; but they need help from industry, too. Even on the
North Sl ope conpanies partner up to spread the risk; Doyon has
to do the sane thing.

3:58:39 PM

He showed maps of the Interior basins that were relatively close
to sone infrastructure, sone relatively close to the TAPS (the
Nenana Basin is one). He said Doyon has an exploration |icense
with the state on alnost 500,000 acres at Nenana and that
license expires this year. They have to take leases if they are
going to nove forward and start paying rentals to the state -
which will happen later this year.

MR. MERY said they had been the operator of this project only
since 2010. They have other partners, a conpany in Denver called
Ranpart, Arctic Slope Regional Cor por ati on, Usi bel |1 Coa

M ning, and Cedar Creek (from M nnesota), but they are the only
ones left exploring. Everyone else has lost interest in the
project and they are the only one (along with the state) that is
funding an 125 mle seismc program that is going on right now
on the northern Nenana Basin.
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He said these basins, and Nenana in particular, have seen work
in the past. The big conpanies have been there as early as the
60s, but nore recently in the 80s. Some work has been done on
oil (not gas), but these conpanies left when their business
nodel s changed in the md-80s when the price of oil crashed.
Doyon started there as a gas-for-Fairbanks project, but is not
there today because of the chaos in the natural gas markets in
Al aska, in particular, because of small lines versus big lines
i ssues. And Doyon thinks natural gas will be transported down to
Fai rbanks in an LNGtype project by truck. That project does
"gut the economi cs" of a natural gas project at Nenana because
there just wouldn't be enough left after bringing it down by LNG
and noving it to the big industrial users.

Fortunately, when they drilled their well there a couple of
years ago, even though it wasn't commercial, M. Mery said they
saw a very active petroleum system and excellent oil source
rocks and that has encouraged them to "soldier on." He said
they expect to find gas there and hopefully find a way to put it
to some productive use.

4:01:57 PM

He said the Yukon Flats has three Nenana Basins with simlar
geol ogy. Sonme work was done by the nmjor conpanies a few years
ago and Doyon picked it up and ran with it doing extensive
geochem cal surveys in the light bed sedinments. Light oil 1is
pervasive throughout in mcro-seeps and shows a |ot of prom se.
But they are at a point where they need help. They get a |ot of
push back - not on the geology so nuch as what happens if they
find sonething and because of the lack of infrastructure and the
high cost of entry into Al aska. So, the two pieces of this bil
address a lot of this market push back with a boost to the tax
rate on the exploration side for a limted period of tine.

CO- CHAI R PASKVAN asked what would lead him to conclude it's
better to go with the structure under SB 145 at 80 percent
versus the current systemat 65 percent.

MR. MERY answered through Doyon's own experiences with costs
both in drilling and in seismc they have figured it would be
far nore beneficial than the .025 credits, but not farther away
fromthe grid.

CO CHAIR PASKVAN asked because Doyon is so close to roads
already in Nenana if 65 percent would be better for that region.
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MR. MERY replied it's possible, but not absolutely.

CO CHAI R PASKVAN asked what this structure does for a conpany
| i ke Doyon on the back end.

MR. MERY replied that it's not what it does for them so much as
that it helps them find other conpanies outside that aren't here
and bring them up. New entrants have the perception of
conplexity and progressivity and they get scared. Even people

who understand what they are getting into will have to hire
| awyers and accountants for a nonth or two to figure out what
their tax wll be. The flat rate is sinple and easy to

understand for a conpany's critical period of capital recovery.
He said they are not targeting huge conpanies, but the
"W | dcatters."

4:08: 39 PM

LANCE M LLER, Vice President, Resour ces, NANA  Regi onal
Corporation, Kotzebue, said their specific area of interest is
the Kotzebue Basin and part of the Selawik Basin. It is a Cook
Inlet-size basin, about 380 mles by 80 mles, nuch of it going
off-shore into the Chukchi Sea, but their focus is onshore. He
said Doyon had been pioneering the way |ooking for investors,
but NANA's story has been mainly mnerals fromthat region.

He said in 2010, according to Export Council Al aska data, 25
percent of the exports from Al aska were due to Red Dog zinc
al one. On an average year about 23 ships take ore to snelters in
Canada, Europe and Asia. "So, we actually do export from the
regi on and have that capability."

SENATOR STEVENS asked if the exports were in volune or dollar
val ue.

MR. MLLER replied in dollar val ue.
SENATOR W ELECHOWABKI asked if that excluded oil.

MR. MLLER replied yes. The NANA Basin had two stratigraphic
wells drilled in 1974 about 60 mles apart. In those days a |ot
of the majors would actually just drill the wells to |ook at the
stratigraphy rather than try to hit the hot prospects, because
they have the longer term view and do nore research than an
i ndependent mght. There are about 1500 mles of 2-D seismc
work. Since receiving data in the md-90s, NANA has been
conpiling it and has an agreenent with a petrol eum i ndependent
out of California to market it.
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He said in the early 2000s they went to all the nmgjors and
better known conpanies and while people know it geologically,
it's overshadowed by Prudhoe and Cook Inlet. So, it really is a
new gane: for mnerals it's the juniors and for oil and gas it's
the independents that mght take the risk on some of the
chal | engi ng basi ns.

4:13: 04 PM
MR. MLLER said their work has identified about nine significant
geologic targets for hydrocarbon accumul ati on, basical ly

structural and stratigraphic traps.
CO CHAI R PASKVAN asked if he is talking oil, gas or both.

MR. MLLER said that's a good question; it's often viewed as a
gas basin, but a lot of the recent work shows potential for oil.
They won't know until they drill, but the hydrocarbon system
could lend itself to oil as well.

4:14. 07 PM
CO CHAI R PASKVAN asked what he would do if he found significant
gas. How do you narket it? Were does it go?

MR MLLER answered first they hope for a discovery of
significance. But it would go to the local narkets: villages
| i ke Kotzebue and the Red Dog. They have been working with a
conpany for exporting LNG to Asia that is paying a higher price
for natural gas the US is. Al are possibilities and it depends
on the size.

CO CHAI R PASKVAN sai d when they tal k about export potential they
al ways hear about ports and asked what their capacity is.

MR. M LLER answered that everything has been |ooked at from Red
Dog to Cape Blossom to Nonme to a further south pipeline. The
shi pping season at Red Dog is July to late-Cctober basically
dependi ng on insurance for ice shipping.

SENATOR W ELECHOWSKI sai d he assumed nost of the gas would go to
Red Dog because it uses an enornous anount of power.

MR. MLLER replied about 15 - 20 negawatts.

SENATOR W ELECHOWSKI asked what woul d happen if they find oil.
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MR. MLLER replied that would be a great ganme changer and it's
not that far to get over to TAPS. But he enphasized it would be
purely wldcat prospectivity. Incidentally, he said the term
"W | dcat" canme from early 1900s in Texas and guys took a flyer
out away from the known fields; and people just said they are
just going out where the wild cats roam

4:17: 39 PM

SENATOR STEVENS renenbered Standard G|l was in the Port Moller
area in 1912 and asked if there has been any exploration
devel opnent in this area.

MR MLLER replied that the two red dots represented SoCal or
Chevron wells from 1974. One went down to 8400 ft. and one to
about 6300 ft. and they were looking at the geology and not
targeting high prospectivity targets. This is when one of the
first deals was done between an Al aska Native Corporation and an
oi | conpany in Al aska.

He wanted to nention that the frontier basins are getting nore
attention now from explorers and in the past they had been
overshadowed by the North Slope in terns of size and
infrastructure in that it has a road and you can get things.

4:19:46 PM

A rig located in their area would be close to tide water, but
the rig would probably be captured there for a year. The
Kot zebue Basin has geologic risks, which is why sone of these
incentives are hel pful. The incentives on the front end and the
sinple tax rate on the back end would really help attract the
needed risk capital. Wth the renpteness of the state, projects
often necessitate being large. So, a worst case of success m ght
be where you find gas and there is enough for |ocal use but not
enough to nake it econom c.

4:21:22 PM
ELI ZABETH HENSLEY, Corporate and Public Policy Liaison, NANA
Regi onal Corporation, related that this bill is a priority for

NANA and the Northwest Arctic |eadership team which consists of
NANA, the Northwest Arctic Borough, the Northwest Arctic Borough
school District and Mniilak Association (provides health care
t hroughout the region).

She said "The Cost of Energy in Northwest Alaska" said that the
average cost of one gallon of gas is $7.92 and Kobuk pays the
hi ghest rate at $10.46 per gallon. Buckland pays the |owest at
just $6.25 per gallon. The average price for a kilowatt hour of
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di esel generated electricity is $.68; the residents at Shungnak
pay the highest at $.92 per kilowatt hour and Kotzebue residents
pay the lowest at $.41 kilowatt. She heard that people in Juneau
pay $.11 1/2 per kilowatt. She said the average per capita
incone in northwestern Alaska is $21,000 per year, which is
$10,000 below the rest of the state according to the 2010
census, and 20 percent of the population is living below the

poverty level. Yet residents in Northwest Al aska are paying
really high costs for energy. If this bill passes, it would be
very helpful in incenting exploration for oil and gas in the

region, which could help offset the really high cost of energy
for citizens who need to heat their hones and busi nesses as wel |
as for other devel opment projects in the region.

SENATOR W ELECHOWEKI asked if she would support an anendnent
that allows for this to apply to gas and oil used for |ocal
needs as opposed to export.

MS. HENSLEY said she would have to talk about that wth her
| eadershi p and asked what his concern is with exports.

SENATOR W ELECHOWSKI replied the bill originally started out as
a way to supply low cost energy to local conmunities, which he
supports, but it has expanded greatly. H's concern is protecting
the state's treasury and, if there is a big find of a couple of
billion barrels of oil, exporting while ensuring |ocal needs are
met .

M5. HENSLEY replied that she would be interested in discussing
that, but NANA supports the bill as witten at this tine.

CO- CHAl R WAGONER said he would hold SB 145 in comm ttee.

SB 219- Dl SPOSALS OF STATE RESOURCES

4:25:53 PM
CO CHAIR WAGONER announced SB 219 [Rules by request of the
Governor] to be up for consideration

4:26: 09 PM
ED FOCELS, Deputy Commi ssioner, Departnent of Natural Resources
(DNR), asked that the DNR chief of operations join him

4:26:23 PM

WYN MENEFEE, Chief of Operations, Dvision of Mning, Land and
Wat er, Department  of Nat ur al Resources (DNR), i ntroduced
hi nmsel f.
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MR. FOGELS said he would give sone broader background to where
this bill came from and then would turn it over to M. Menefee
to go into the details. He said the governor asked all state
agencies to take a look at their permtting processes to see if
they could be nmade nore efficient. They worked wth five
princi ple focuses.

CO CHAI R PASKVAN nmoved to bring SB 219, version A, before the
commttee for purposes of discussion.

CO CHAI R WAGONER obj ect ed for discussion purposes.

4:28:23 PM

MR. FOGELS said this bill is about streanmining the individua

permts that each agency issues; enhancing coordination anongst
all the state agencies and the state and federal agencies;

gathering public input, which they have doing over the |ast six
to eight nonths; looking for ways to better for collaboration
wth federal permtting agencies that are key to getting any
projected permtted these days; and getting the junp on new
activities that they don't have good permtting expertise on
like shale oil, underground coal gasification, geothermal, w nd
et cetera.

He said SB 219 nmkes individual agencies' permtting processes
wor k together better. The Division of Mning, Land and Water at
this tine last year had a fairly significant backlog of about
2500 pernmits and authorizations and the |egislature gave them
additional resources to work on those. Wth those resources cane
the prom se that noney and people alone may not be solution; it
would cone with the fundamental way of doing business and that
is what the division has been working on for the last year. A
new director, Brent Goodrum has an eye toward organi zationa

efficiency and the backlog has been knocked down by about 21
percent already this year

MR. FOGELS said one of the mmjor things they have been doing
within the division is |looking at the statutes that guide the
permtting and it has come up with significant ways to nake them
work better for Alaskans. SB 219 doesn't nake earth shattering
changes, but rather small changes that cunulatively will have a
big inpact on how they do business. It wll nake sone
authorizations go quicker and free up resources wthin the
division so nore staff can be devoted to the permtting work at
hand. As a result the permtting systemwll run a |ot snoother
and faster.
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4:32:10 PM

MR. MENEFEE said when they talk about land leases it's for
things |ike |odges, comercial facilities and fish processing
plants not oil and gas. A provision in statute has a threshold
of when they can go "negotiated" versus "conpetitive" and
negotiated leases is a shorter process; you can negotiate
directly with the individual w thout conpetition. Since 1984 the
threshold for a direct negotiation is a $5,000 |lease and for a
period |less than 10 years. They are asking for an increase up to
$10, 000 and he said that would affect just a couple of |eases a
year.

More substantially, M. Memnefee said they would like to get nore
conpetitive category |eases under negotiated |eases, because
right now they have to spend an extra 30 days and publish an
auction brochure for the conpetitive category and that is
charged to the applicant. It's just extra tinme and noney that
shoul dn't be expended if no one is conpeting for it. They would
like to find out if anybody is interested through their public
notice process on disposals of interest decisions and if nobody
is, they would like to go straight to the negotiated category.
These issues were in sections 5 and 6 of the bill.

SENATOR W ELECHOWSKI asked him to describe the process for a
| ease renewal (section 6).

MR. MENEFEE replied that |eases can be a maximum of 55 years
| ong, although often they are 25 to 30 years and a | ease renewal
must go through the full best interest process again. The
revision in the bill would give the departnent the discretion to
renew it. That neans the process would be shortened and it would
be an admi nistrative decision rather than the full prelimnary
and final finding. It would still get public notice and have an
appeal option. The departnment would still see if there is
conpetitive interest, but once that has been ascertained and if
the |l essee is in good standing the |ease could be renegoti at ed.
It just shaves tine off.

CO CHAI R PASKVAN asked what percentage of the state's leases is
for 55 years.

MR. MENEFEE answered not nany; sone of the |eases done in the
60s and 70s are 55-year |leases and they are just starting to
come up. It doesn't mandate that you have to renew for the ful

term vyou just can't exceed the initial term They have found
there are enough changes going on in land that they feel nuch
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nore confortable with a 25 to 30 year |ease depending on what is
being built.

SENATOR STEVENS asked how many | eases woul d be affected.

MR. MENEFEE replied the division processes about 10 |eases a
year and gets applications for about 14 to 20 a year (that's
where the backlog conmes fron). He couldn't predict the amount of
| eases that would actually hit the renewal, because it depends
on whether people are still doing what they started out doing
and how many want to continue. But about five |eases a year
could nmove fromthe conpetitive to direct negotiated category.

CO CHAI R PASKVAN asked what type of operation is going in a 55-
year | ease.

4. 42: 00 PM
MR. MENEFEE said he didn't have an exact exanple, but | odges
were done with longer lease terns in earlier tines.

SENATOR FRENCH asked if Alyeska Ski Resort |eases its land from
t he state.

MR. MENEFEE replied Alyeska is a recreational devel opnent |ease
through the state; there is only one recreational facility under
that statute and it is Alyeska. Exanples of sone other ones are
a Princess Lodge, fish processing plants, |large docks Ilike
Juneau' s Jacobson Dock as well as subnerged |ands and upl ands
where | arger devel opnent is being put in.

CO CHAI R PASKVAN asked the total nunber of |eases and the ranges
of operations one m ght see.

MR. MENEFEE replied that a large scale |lease would be a gas
processing plant that was conpletely separate; for instance the
proposed Dead Horse LNG processing plant to Fairbanks Natura
Gas or for a smaller project a guide service putting in

something nore than a just a canp like a structure wth
foundation for a nmess hall that wll Jlast longer than five
years.

4. 45: 33 PM

CO CHAIR WAGONER asked for list of |ease sanples, large to
smal | .

4:45: 53 PM
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MR. MENEFEE said he would certainly get those for him and noved
to sections 10, 11, 14 15 that separate tinber sales from
material sales. Statutes were intertwined and a little bit
confusing; so they left the tinber sale statutes (sections 10
and 11) the sane, but pulled out all the material sale parts and
put theminto sections 14 and 15.

Changes were made to the process of material sales that save
time and noney. Typically, when soneone applies for a new site
it will take 130 - 160 days. If sonebody wants to come into the
sane area, they are still going to have to go through the sane
process; so they are proposing creating a nmaterial site disposal
area of about 15 acres. The point is that the material wll be
exhausted and subsequent sales would not be publicly noticed or
have new decisions. You would just wite the contracts for them
They do 30-50 material sales a year and this would save a | ot of
time and some costs.

The same materials section also deals with a couple of other
changes that have cost savings for the applicant dealing wth
appraisals. He explained that these areas sell for appraised
fair market value and an appraisal actually has to be done to
get that. Those run about $5,000 per appraisal. They want to use
the representative regional sales price which they have
devel oped by conparing the property to private markets to find
out what the cost of in situ material is and if sonmeone wants to
chall enge that and do their own appraisal, they are welconme to
do that, too.

MR. MENEFEE said they also added |anguage about the |ow
appraised fair market value sales for material that is in the
state's interest to get out of a river, for instance, where
excess material is causing flooding that the state would have to
spend nobney on preparing roads, bridges and energency response,
like in Seward where the river bed is higher than the
surroundi ng | and.

4:50: 09 PM
He said point 4 of the briefing paper was about tenporary water
use authorizations in section 21 of the bill. The departnent

currently believes it has the authority under current statute to
issue a tenporary water wuse authorization for a period up to
five years. If a business continues to need that sane water
source, they can issue another one for another five years after
that. This makes it clearer in statute that they really can,
because there have been sone water right challenges. Tenporary
wat er use authorizations are used by industry all over Al aska

SENATE RES COW TTEE -17- March 28, 2012



and are revocable, he said, but a water right stays with the
| and forever.

4:51: 27 PM

CO CHAI R PASKVAN said point 1 of the briefing paper says that
change doesn't apply to oil and gas |eases and asked if point 4
tenporary water use authorizations are used on the North Sl ope
as conpared to water rights.

MR. MENEFEE clarified that oil and gas |eases have a separate
aut hori zati on, but people use the tenporary water use
authorizations for getting water from |akes, streans and
sonmetimes chipped ice to nake ice roads going out on the North
Sl ope. Sone actually get water rights if they have a well that
is going to be producing for a long tine.

CO CHAI R PASKVAN asked if the state has a devel oping problem
with water interests on the North Slope either through a water
use aut horization or a water right.

MR. MENEFEE replied that this bill isn't about water shortages,
just about the process of doing a second authorization. And yes,
some areas on the North Slope have less water available
especially in the foothills. If you build an ice road there, you
will have to haul water from a further distance which is nore
expensi ve.

CO CHAI R PASKVAN said the tenporary water use authorizations are
for five years and he didn't want to create a system that
excl udes i ndependents or the "new kids on the block."

4:54.28 PM

MR. MENEFEE replied that the departnment takes other uses into
account when it reviews the tenporary water use authorizations
Al so, they are revocabl e and nodifi abl e.

SENATOR FRENCH comment ed that they do hundreds of these.
MR. MENEFEE replied that was correct.

SENATOR FRENCH asked if there is any limt to the nunber of
times that a tenporary water use authorization can be renewed.

MR. MENEFEE replied no; each time you reach the five-year cycle
he would have to re-review other uses before issuing it again.
He woul d take into account if the conmpany was a "good actor"™ and
abiding by the terns of its permt.
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SENATOR FRENCH asked if each authorization is noticed.

MR. MENEFEE replied that it's agency noticed but not publicly
noti ced; he added that statute does not require public notice.

SENATOR FRENCH asked if there is no public comment or right of
appeal .

MR. MENEFEE replied yes there is the right of appeal. They were
recently challenged on it and the court wupheld going wthout
public notice on these. Sone people have asked how they would
know they have a right of appeal if it's not noticed and that's
a catch-22 situation.

SENATOR FRENCH said it's hard to inmagine the circunstances under
whi ch they woul d be aware of the decision.

MR. MENEFEE replied that tenporary water use authorizations
rarely cone by thenselves. If it's on state land it has sone
ot her authorization from the state going. For instance, Colden
Valley is going to do a wind energy project at Eva Creek; they
are going to need a water authorization to keep the dust down on
the road as they build it. That is all noticed.

4:57:50 PM

SENATOR FRENCH said he was thinking of the shale oil devel opnent
explosion on the North Slope and many conpanies could be
conpeting for what is fairly scarce ground water avail able year-
round. He asked how many tines an authorization gets renewed
before it becones a permanent water right.

MR. MENEFEE replied, "There is no nore permanent water right."
| f sonmeone is going to invest in shale oil in an area where they
know there is limted water, it's probably in their best
interest to get a water right imediately versus a tenporary
wat er use authorization, because that would exclude all others
t hat come subsequently.

SENATOR FRENCH said he guessed that would be a far nore exacting
pr ocedure.

MR. MENEFEE agr eed.

SENATOR W ELECHONSKI asked the standard of review on appeal if
sonmeone has a tenporary water use pernmt and the comm ssioner
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deci des he wants to grant a new one and soneone says, "Hey, what
about ne?"

MR. MENEFEE replied statutes and regulations guide the appea
process.

SENATOR W ELECHOWNSKI asked the standard of review by the court
or the reviewing entity.

MR. MENEFEE answered the reviewing entity is actually the
comm ssioner of the reviews under appeal. Once he nmkes a
decision to uphold the decision the staff nade or not, at that
poi nt an individual has 30 days to appeal to Superior Court.

SENATOR W ELECHOWMSKI said he was concerned that sonmeone gets the
tenporary water use authorization, there's no public process for
renewi ng it and the comm ssioner just decides to renew it; then
there is an appeal. If it is about abuse of discretion it's
virtually inpossible to overturn. So you essentially turn the
tenporary water wuse authorization into a de facto pernanent
wat er right.

5: 00: 50 PM

CO CHAI R PASKVAN said he was rem nded of an AOGCC hearing within
the |ast year that investigated Pioneer's difficulty in getting
wat er from ConocoPhillips. Was that because there was a limted
access to water or a water rights issue? He wanted to know if
the state is facing a water shortage on the North Slope and if
so, they need to know what permtting processes or interests the
syst em provi des.

MR. MENEFEE replied there is no general water shortage on the
North Slope and he would get the details of the Alaska G| and
Gas Conservation Comm ssion (AOGCC) heari ng.

CO CHAIR WAGONER said once they start fracing with water, the
practice is recycling the sane water; so there isn't that big of
a demand except initially.

5:02: 27 PM

MR. MENEFEE discussed the sealed bid procedure in sections 1-4
and 7-9. He said the Departnent of Law hel ped discover a |ot of
i nconsi stency about public auctions and sealed bids and they
tried to nmake them consistent so it's clear they can use cry
option or sealed bid if they choose.
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Point 6 in sections 18 and 19 are the public notice requirenments
for when they do public disposals of interest (38.05.945 public
noticing). It spells out the choices and who they have to
notify: things |ike statew de distribution newspapers and | oca
newspapers and posting in a conspicuous place locally. The one
part they are de-enphasizing is the posting of legal notices in
the newspapers that refer back to the public notice website by
phasing it out over five years. The issue is that the applicant
has to pay for all of this and a typical ad costs $300 to $900.

Point 7 deals with mning royalty in section 12. They found that
mners who are only making $10,000 in gross incone in a year
don't pay royalty, because they can deduct their rental rate and
the cost of extracting the material; and because mning royalty
is paid off of net income, they don't end up paying any. They
found the threshold is right around $10,000 or about 6 o0z. of
gold, not a lot of production. So they are saying save the paper
work and audit and just exenpt them The idea is to do the
exenption for the areas where the state is not getting revenue
anyway.

SENATOR FRENCH asked if this superseded Senator Wagoner's bill
on small gravel pit operators.

MR. MENEFEE replied this neasure is specifically ainmed toward
mning royalty on |locatable mnerals |ike gens, gold, dianonds,
pl ati num and sil ver.

SENATOR FRENCH asked the definition of small operations.

MR. MENEFEE replied it's essentially a value of $10,000 or |ess,
but the reason they didn't put that figure in is because the
prices of materials change so nmuch that it wouldn't nmake sense.
The val ue woul d have to be addressed by regul ation.

SENATOR FRENCH said that's on the gross.
MR. MENEFEE agr eed.

5:06: 42 PM

The next issue this bill addresses is it allows mning royalty
to be filed on a fiscal year basis rather than the cal endar
year. Mnors already have to file their federal inconme tax in a
fiscal year and having to switch over to the cal endar year for
filing royalty is an accounting chall enge.

5:07: 44 PM
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MR. MENEFEE said point 9, section 13 in the bill, talks about
subnerged mning |eases and None that has a gold rush going on
is the only one with them Current |aw says when it cones to the
end of a lease (10-20 years), if sonmebody is still producing
mnerals in paying quantities, they get one-year extensions. But
knowi ng you have only one year of authorization is not good
business sense. So, if they are still ©producing in paying
guantities and nmaking royalty revenue paynents to the state, and
they have sufficient land to continue their operations, the
departnment can make a judgnental call how far out to issue
another |ease and that can't exceed the terns of the initial
| ease.

MR. MENEFEE said these changes were small, but increnentally and
curmul atively they would nmake a difference in tine and noney for
both the state and the applicant; they would also help in
reduci ng t he backl og.

CO CHAI R WAGONER sai d, "Watever we can to do to decrease that
backl og and keep it from building again, we're interested in."
Finding no further questions, he thanked them for presenting the
bill to the conmmttee.

[ SB 219 was held in conmttee.]
5:10: 23 PM

COCHAIR WAGONER adjourned the Senate Resources Standing
Comm ttee neeting at 5:10 p. m
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