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03/ 30/ 12 (S) RES AT 3:30 PM BUTROVI CH 205
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JOHN LARSEN, Audit Master

Depart ment of Revenue (DOR)

Anchor age, AK

PCOSI TI ON STATEMENT: Answered tax questions relating to SB 145;
had no position.

CARL HANNEMAN

| nternational Tower Hill M nes, Ltd.
Fai r banks, AK

POSI TI ON STATEMENT: Supported SB 215.

M CHAEL LAMB, CFO

Fai r banks Nort hstar Borough

Fai r banks, AK

POSI TI ON STATEMENT: Supported SB 215.

GENE THERRI AULT, Vice President

Resource Devel opment and External Affairs
CGol den Valley Electric Association (GVEA)
Fai r banks, AK

POSI TI ON STATEMENT: Supported SB 215.

FRED PARADY, Executive Director

Al aska M ners Associ ation

Barrow, AK

PCSI TI ON STATEMENT: Supported SB 215.

JERRY CLEWORTH, Mayor

City of Fairbanks

Fai r banks, AK

POSI TI ON STATEMENT: Supported SB 215.

Bl LL WALKER, Attorney

Wl ker & Levesque

Representing the Al aska Gasline Port Authority (AGPA)
Anchor age, AK

POSI TI ON STATEMENT: Supported SB 215.

SENATOR JOE THOVAS

State Capitol BIdg.

Al aska State Legislature

Juneau, AK

PCSI TI ON STATEMENT: Sponsor of SB 215.

WYN MENEFEE, Chi ef of Operations

Di vision of Mning, Land and Water
Departnment of Natural Resources (DNR)
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Anchor age, AK
PCSI TI ON STATEMENT: Expl ai ned water use and tenporary water use
aut horizations as applied in the DNR rel ative to SB 219.

CAMERON LEONARD, Assistant Attorney Ceneral

Depart ment of Law (DQOL)

Anchor age, AK

POSI TI ON STATEMENT: Answered |egal questions about water use
tenporary water use authorizations and water rights on SB 219.

JOE BALASH, Deputy Conmm ssioner

Depart ment of Natural Resources (DNR)
Anchor age, AK

PCSI TI ON STATEMENT: Comment ed on SB 219.

ACTI ON NARRATI VE

3:33:49 PM

CO CHAIR THOVAS WAGONER called the Senate Resources Standing
Commttee neeting to order at 3:33 p.m Present at the call to
order were Senators French, Welechowski, Stevens, Co-Chair
Wagoner and Co- Chair Paskvan.

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

3:34: 45 PM

CO CHAI R WAGONER announced consi deration of SB 145 and said that
he had objected to adoption of Version D for discussion
purposes. Today the commttee would ask questions of the
Department of Law, the Departnent of Revenue and the Division of
a1l and Gas.

He asked if anyone wanted to testify on SB 145 and findi ng none,
cl osed the public hearing.

SENATOR W ELECHOWNSKI asked if a conbination of tax deductions
and credits add up to be nore than 100 percent if the state-w de
progressivity rate were to be reduced.

3:37:12 PM

JOHN LARSEN, Audit Master, Departnent of Revenue (DOR),
Anchorage, AK, said to properly answer that question, two
different scenarios would have to be considered. In the case of
costs incurred from a segnent that was currently in production

a | ease expenditure deduction under a net tax system would be a
tax benefit and a conbination of |ease expenditure deductions,
progressivity rate and tax credits could possibly exceed the

SENATE RES COW TTEE -4- March 30, 2012



anount of the investnent. However, it wouldn't be possible for
costs incurred from a segnent that was not currently producing,
because there would be no revenues in the segnment with which to
offset the |ease expenditures. Under the proposed |anguage in
the bill, there are no credits available for carry forward | oss
credits or any other credit under [AS 43.55.025].

CO CHAIR WAGONER asked if there was any production in the
geographic area that SB 145 rel ates to.

MR. LARSEN replied no and they commonly refer to that area -
south of 68 degrees north latitude - as "Mddle Earth."

SENATOR W ELECHONSKI asked if he nmeant that the state couldn't
exceed 100 percent for conpanies that aren't producing right now
as well as existing conpani es that are producing.

MR. LARSEN answered that a conpany in current production could
not exceed the 100 percent, because the |ease expenditures for a
certain segnent are ring-fenced while a tax credit can be
exported and applied against any tax liability in the state.

SENATOR WELECHOWNSKI said the |ease expenditures are ring
fenced, but what about the reduction of the tax rate due to the
reduced per barrel profits.

VR. LARSEN replied the answer was still no. The | ease
expenditures under the bill basically end right there and won't
af f ect anyone's progressivity. Typi cal |y, when | ease

expenditures exceed the gross value at the point of production
the excess is allowed to be a carry forward annual l|oss credit
under AS 43.55.023(b), but the | anguage of the bill specifically
precludes any credits under AS 43.55.023 or any other section of
AS 43.55. 025.

3:41: 42 PM
SENATOR W ELECHOWBKI asked if this bill would apply to any oil
and gas producing fields north of 68 degrees |atitude.

MR. LARSEN answered that was his understandi ng.

CO CHAI R WAGONER recogni zed that Senator Cathy Gessel was in
at t endance.

SENATOR W ELECHOWSKI asked him to talk about the public

information the state would get under this bill in exchange for
providing credits.
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MR. LARSEN answered that the information that would be nade
public through this bill would be the seismc and well data; the
provisions in the bill expedite its release above what is
ordinarily prescribed in other statutes.

3:43:10 PM
SENATOR W ELECHOABKI asked where it says "ring-fenced."

MR. LARSEN responded that was just how the tax basically worked.

SENATOR W ELECHOWBKI asked if a conmpany could wite off |ease
expenditures and capital credits from production el sewhere,
resulting in a negative tax.

MR. LARSEN replied no; |lease expenditures from one segnent
cannot be exported to another segnment - the idea of the ring-
fencing. A credit can be used anywhere in the state a tax
liability is due to the state. So a producer could apply tax
credits from other areas of the state to the tax liability of
production in the Mddle Earth area if it would have any. The
reciprocal is also true that tax credits fromthe Mddle Earth
area could be exported and applied against a tax liability from
ot her segnments in the state.

CO CHAI R PASKVAN asked him why a conpany would pick the system
under this section as conpared to the current structure of
credits.

3:46:16 PM

MR. LARSEN answered that the benefit in SB 145 would allow a
credit under AS 43.55.025 and that would allow a credit of $22.5
mllion or 80 percent of the total exploration expenditures for
a well, no nore than two of which could be within any one basin
area. Under AS 43.55.025, the producers or explorers are
eligible for credits up to 40 percent depending on the location
of the exploration, which would apply, given that there is no
production within the Mddle Earth area. But the remaining
sections of AS 43.55.025 have caps or limtations on the anount
of the expenditures to which credits could be earned agai nst.

SENATOR W ELECHOWSKI asked if the DOR had nodel ed any scenari os
on how this would inpact the treasury if there were to be fields
of 10/ 25/ 100 thousand barrel s/day of production.

MR. LARSEN answer ed no.
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SENATOR W ELECHOWBKI asked if he could do that.

MR. LARSEN said he would be happy to do that if he could be a
little nore definitive about what he want ed nodel ed.

SENATOR W ELECHOWSKI asked if the DOR had concerns about the
state losing noney with a large oil find.

MR. LARSEN answered yes; it was his absolute fiduciary duty for
the state as a certified public accountant.

3:50: 06 PM
SENATOR W ELECHOWEKI asked if the adm nistration supported this
bill.

MR. LARSEN replied no; this is not the admnistration's bill and
they have no position on it. He asked for paraneters for the
nodeling he wanted him to provide saying that he would forward
that to the appropriate people and try to get it done for him
SENATOR W ELECHOWBKI sai d he woul d get hi m sonet hi ng.

CO CHAIR WAGONER, finding no further questions, closed the
public hearing on SB 145 and held it in conmttee.

3:52: 01 PM
At ease from3:52 to 3:53 p. m

CO CHAI R WAGONER passed the gavel to CO CHAI R PASKVAN.

SB 215- GASLI NE DEV. CORP: | N- STATE GAS Pl PELI NE

3:53: 34 PM
CO- CHAI R PASKVAN announced consideration of SB 215 and that the
commttee had invited testinony.

3:54:51 PM

CARL HANNEMAN, International Tower Hi Il Mnes, Fairbanks, AK
thanked the conmmttee for +the opportunity to offer their
corments in support of their efforts to bring nore cost
effective energy to the Interior as soon as possible. He said
that Tower H Il Mnes is new and is conducting a feasibility
study on the potential devel opment of the Livengood Gold project
| ocated by paved highway 70 mles north of Fairbanks. Wth a
gold resource of over 20 mllion ounces, he said this project is
ranked in the top tier of wundeveloped gold deposits in the
world. The project is planned as a large surface mne with a
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capital investnent in excess of $1.6 billion, a mne life of 23
years, over 1,000 jobs during construction and approxi mately 500
long termjobs for generations of Al askans.

MR. HANNEMAN said they didn't have enough of the facts to be
able to choose between specific projects or |egislation, but he
said they support the work |legislators are going to bring real
solutions to the high cost of energy in Interior Al aska. Tower
H |l had been working with the Fairbanks Chanber of Conmerce to
develop a unified position that recognizes the need for both
short-term and l|ong-term solutions, and resolution of those
chal l enges could nake a neaningful difference to a long-term
project |like the one in Livengood.

He said they believe the community could benefit from a short
term project like natural gas trucking that could result in up
to $40 million in annual energy savings and allow the comunity
to begin preparing for a permanent natural gas pipeline project.
The Healy C ean Coal project could create simlar savings if it
could ever cone on line; it is now struggling through the
permtting process. M. Hanneman said the comunity should
aggressively support both of these projects, because they can
provide real meaningful relief in the two-to-three year tine
peri od.

MR. HANNEMAN said md-term solutions are significant, too, and
the gasline in SB 215 is one of those. They believe that tariffs
could be adjusted and incorporated so that the Interior could
achieve long-term fair pricing stability that would "open up"
the conmunity.

In conclusion, he said they support the gasline proposals wth
t he necessary engi neering and environnmental work on an expedited
basis. The state should also continue to pursue the economc
| ong-term energy solutions such as Susitna/Watana. All together
the short-term md-term and long-term solutions could make a
meani ngf ul di fference.

3:58:37 PM

M CHAEL LAMB, CFO Fairbanks Northstar Borough, Fairbanks, AK,
said he was pleased to hear M. Hannenman's coments and that he
al so supported SB 215.{ When the gas pipeline gets built, it
will actually allow for gas to flow in both directions, which is
a long-term win-win conclusion. The cost of heating fuel is
dramatic in the Interior and hundreds of mllions of dollars
| eave the conmmunity because of it. This is the only project that
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is really doable in the near-term timeframe, and he would
support it in any way he coul d.

MR. LAMB said many discussions had taken place about how the
cost of energy inpacts the Departnent of Defense facilities and
it has becone even nore critical in |ooking at what is happening
to the federal budget.

4.:02: 21 PM
CO CHAI R WAGONER asked how t he bases get their power now.

MR. LAMB replied that they use coal generation, but a lot nore

was getting done by diesel. In addition, Fairbanks has issues
with federal PM2.5 requirenents and clean air. There are a |ot
of reasons that getting clean energy, including converting

exi sting coal to natural gas, makes a | ot of sense.

CO CHAI R WAGONER asked if the federal government is committed to
taking the coal-fired generation of their power generation off
line and installing gas generation or buying it from sonewhere
else in the i medi ate area.

MR LAMB replied that he couldn't speak for the federa
government, but he understood that four power plants were in the
process of being switched in Eielson and it |ooked |ike things
in general were going in that direction.

4:05:17 PM
At ease from4:05 to 4:06 p. m

4:06: 47 PM

GENE THERRI AULT, Vice President, Resource Devel opnent and
External Affairs, Golden Valley Electric Association (GVEA)

Fai r banks, AK, supported SB 215 and said as a large industria
consuner, they are anxiously watching proposals that can deliver
gas to the Interior. He said GVEA provides electric service to
44,000 individual customer accounts in Interior Alaska going
from Fairbanks to Fort Geely on the R chardson H ghway and
Fai rbanks to Cantwell on the Parks Hi ghway, an area that is hone
to approxi mately 100, 000 Al askans.

VR. THERRI AULT said they are also closely nonitoring
announcenents regardi ng gas developnment in the Cook Inlet basin
whose prelimnary results have the potential to assist with the
energy needs if surplus quantities of gas are available at an
af fordable price and for a |ong-enough period of tinme. If these
paraneters are nmet, GVEA would be very interested in swtching
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as much of their oil fired generation as possible to natural
gas.

MR. THERRIAULT said to facilitate neeting that goal, GVEA
supported state participation in the devel opnent of a pipeline
system and an associated tariff structure that would assure
Interior residents would be able to access the state natural gas
resources. To that end, they support the efforts of Senator Joe
Thomas on SB 215 and appreciated that the |egislation proposes
to use a portion of the right-of-way.

To ensure that a pipeline will have the |argest possible natural
gas nmarket to serve imediately wupon conpletion, GVEA is
currently working on a project to transport gas to the region
via trailer. Such a project wll allow industrial and
residential use in the Interior to develop now, which wll
i nprove the economics of a future pipeline. Wiile GVEA still
believes that a large-volunme pipeline nmay still be constructed
to serve an export market under AG A, it is prudent to undertake
pipeline efforts that are focused on serving in-state needs. |f
the governor's request that North Sl ope producers align under a
new effort to build a large pipeline to tidewater results in
noving forward, the infrastructure proposed by SB 215 would be
of tremendous value to continue serving in-state needs or to
potentially transport Cook Inlet or Nenana Basin gas to the
export line. In closing, he said that GVEA believed that
pipeline infrastructure supported by SB 215 will be inportant
infrastructure no matter how natural gas ultimately gets
devel oped across the state. As a result, they encourage the
passage of SB 215 from the commttee today so that the matter
may be considered by the Senate Finance Conm tt ee.

4:10: 22 PM
CO CHAI R PASKVAN asked what the potential for gas would nean to
GVEA in providing power to the Tower Hi Il Mne, Pogo or sone

ot her maj or devel opnent in the Interior.

MR. TERRI AULT answered because of sone work they have already
done on trucking, GVEA knew if a gas product were to be
delivered to the turbine (a 12 bcf/plant that serves space heat
and sone industrial needs) in North Pole that the price of gas
could be brought down to $8 to $10 and that would result in a an

overall savings of $30-40 mllion to current customers. New
generation mght have to be brought on to serve a large new
project |ike Tower H Il Mne, but the existing plant was

designed specifically to be able to double its capacity. He
explained that it is basically a large aircraft engine with a
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heat capture unit on the back end that generates steam that in
turn generates additional electricity. This backend unit was
oversized so that an additional jet engine, basically, could be
added to that facility; gas could fire it, too. The potential
savi ngs, even though the plant would have to be upsized for a
100 negawatt mne comng on line, but they would hopefully still
be able to continue those savings.

CO CHAI R PASKVAN thanked him and went to the invited testinony
sayi ng they woul d have public hearings on SB 215 on Mnday.

4:13:23 PM

FRED PARADY, Executive Director, Al aska Mners Association,
Barrow, AK, said SB 215 could bring gas to the Interior market
sooner than any other line. He said the association was
established in 1939 to represent the mning industry in Al aska
and they are conposed of nore than 1,400 individual prospectors,
geol ogi sts, engineers, vendors, suction dredge mners, smal

famly mnes, j uni or mning conpanies and nmjor mning
conpani es. They produce gold, silver, platinum dianonds, |ead,
zinc, copper, coal, linestone, sand and gravel, crushed stone

arnor rock and other materials who work throughout the state in
each of their legislative districts.

Based on the potential new finds showing up to 19 tcf/gas
nodel ed by the USGS, M. Parady said that SB 215 could bring gas
to the Interior sooner than any other line. It has the clear
advantage of 305 mles versus 737 mles for the ASAP |ine.
Because it’s a shorter distance, the construction tineline is

shorter, too. It's cheaper to build, has better access to
transportation, supplies, infrastructure like railroads and
housing, and well-maintained roads. He said that many m nes
along the way - Donlin and International Tower Hi |l - would have

access to gas sooner. The operating life of Pogo and Fort Knox
coul d be extended with nore affordabl e energy on the GVEA grid.

MR. PARADY said that creating a |arger market for Cook Inlet gas
woul d incentivize devel opnment and increase the econonic
viability of bringing new finds on line. SB 215 helps to create
this Jlarger market and it works wth any pipeline being
di scussed today and is not an either/or situation. Com ng from
another western mning state, he could say that Alaska is
resource rich and infrastructure poor and they should |oad as
many options into the |egislative pipeline as possible.

CO CHAI R PASKVAN announced that Senator Thonas, sponsor of SB
215, was in attendance.
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4:17:22 PM

JERRY CLEWORTH, Mayor, City of Fairbanks, Fairbanks, AK, said he
was encouraged by all of their efforts including the ones in SB
215. Everyone realizes there is a crisis in Interior Al aska and
the Bush community in terns of staggering fuel costs that take

any wealth out of it. If they are ever going to be conpliant
with the PM.5 (particle pollution) requirenment, it wll
probably be gas that will do it for them and they are working on

getting the distribution systemin place.

CO CHAI R WAGONER asked if he was tal king about the distribution
system for just Fairbanks or the whol e geographic area.

MAYOR CLEWORTH replied that the original distribution study
broke it down into the urbanized area where it would be sinpler
to put down lines and the nore questionable areas for private
conpani es. They want to get it to the nost hones possible. The
Fai r banks Economi ¢ Devel opnent Cor por ati on ( FEDC) IS
spear headi ng that along wth the borough.

4:20: 54 PM

BILL WALKER, Attorney, Wilker & Levesque, representing the
Al aska Gasline Port Authority (AGPA), Anchorage, AK, brought
their attention to a big book he brought saying it was Volunme 1
of two volunes of gasline announcenents that have happened since
1987. Thi nki ng about gas going north from Cook Inlet is the sane
t hought process as going south from Prudhoe Bay; everyone agrees

the best way to get nore oil in the pipeline is to have a
gasline com ng south. The sane can be true for a Cook Inlet line
going north. A bigger market will work for either route, and if

you're looking for oil you can find oil or gas or both.

He related that the president of Buccaneer said Alaska is the
best place in the world to do business. He was very aggressive
about what was going to happen in Cook Inlet and the market
opportunities there were good for everybody. The obvious
positive for gas going from south to north was no need for gas
conditioning facility because gas is dryer.

He said they mght want to consider a different route going
north. Some tinme ago, the Fairbanks Econonmic Devel opnent
Corporation did an analysis of the Parks Hghway v. the
Ri chardson Highway and found a significant difference in the
popul ati on of the two; about 10,000 going north on the Parks and
about 18,000 going by way of Gennallen. But the analysis didn't
anticipate that dennallen was the power generation hub for that
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region and already had a transmission line between it and
Val dez. Power could be pushed through it into the Alyeska Marine
Term nal where they preferred using electricity for unloading
the tankers to using heavy sul fur diesel.

MR. WALKER said he found the Mning Association's conclusion
interesting in conparing the devel opabl e resources going up the
Parks v. the Richardson and concluded that the difference was
that the Richardson route would have between 53 mllion and 30
billion nore resources available for developnment. He appl auded
their efforts to get gas north sooner rather than later. He
concluded by saying that even though this route is about 100
mles longer, it would deliver nore bang for the buck and bring
energy to another 10 or 15,000 people in honmes that are having a
tough tine surviving.

4:26: 07 PM

He also had Yukon Pacific Corporation's final environnental
i npact statenent (EIS) for the Ri chardson H ghway with him one
of about 12 permts they had received. The mlitary bases were
i mportant pieces and Ahtna had conducted about $20 million worth
of gas exploration in the Copper R ver Basin. This line would
provi de an opportunity for an outlet for their gas finds.

CO CHAI R PASKVAN thanked him and said that concluded invited
testi nony. He asked Senator Thomas if he had any remarks.

4:27: 47 PM

SENATOR JOE THOWAS, sponsor of SB 215, Al aska State Legislature,
Juneau, AK, said he didn't prepare coments, but wanted to say
that gas pipelines had been tal ked about for a long tine and it
was hard to believe that one of them hadn't happened yet,
because it would provide so many benefits to the Interior. He
t hanked them for taking public testinony today and he | ooked
forward to answering any questions now and into the future.

CO CHAI R PASKVAN said the USGS announced a likely discoverable
19 tcf/gas in Cook Inlet and that created the potential for
serious consideration of this line along with not needing a gas
treatment facility. This line could also serve as a l|lateral for
a large dianeter line because the gas can flow either way in the
pi pel i ne.

[SB 215 was held in commttee.]

4:31: 29 PM
At ease from4:31 to 4:32 p. m

SENATE RES COW TTEE - 13- March 30, 2012



CO CHAI R PASKVAN transferred the gavel to CO CHAI R WAGONER.

SB 219- DI SPCSALS OF STATE RESOURCES

4:32: 32 PM

CO CHAIR WAGONER cal l ed the neeting back to order and announced
consideration of SB 219, version A, recounting that he had
obj ected for discussion purposes. Finding no one to testify, he
closed public testinony. He asked if any conmttee nenbers
wanted a briefing as to the devel opnent of SB 219.

SENATOR FRENCH asked what this statute does to tenporary water
use authorizations and if they were first put into statute in
2001.

4:34: 25 PM

WYN MENEFEE, Chief of Operations, Division of Mning, Land and
Water, Departnent of Natural Resources (DNR), Anchorage, AK
said he but didn't know the date they were put in statute.

SENATOR FRENCH said the idea then was instead of having
permanent water rights assigned to someone, an individual would
just get a tenporary permt. H's concern was that the tenporary
permts were getting to be permanent since they are extended for
five years. He asked how nany were out there.

MR. MENEFEE replied 672 tenporary water use permts were
adm nistered in 2011. He explained that the reason they aren't
permanent is because a permanent water right is actually a
property right that goes wth the property regardless of
ownership. A tenporary water use authorization is not a right to
water; it's the managenent of that water. So, it can be changed,
revoked, additional conditions can be added |ike reduction in
wat er quantities or use periods can be suspended to protect the
public interest. None of that can be done with a water right
wi thout the consent of the water right appropriator or the
abandonnment of that water use. Therefore, a tenporary water use
permt is designed to allow the D vision of Mning, Land and
Water to manage the water use in Al aska, whereas the water right
is nmore of a process where the conpany or an individual can
protect their water source from others from adversely affecting
their use. They have different purposes.

4:37: 00 PM

SENATOR FRENCH said maybe it was an issue of semantics, but it
seened funny to have sonething they called a "tenporary water
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use authorization" that one can get for as long as five years
and then get a reauthorization for another five years. Now it's
been in existence for 10 or nore years and its being called
tenporary. It doesn't seemtenporary.

MR. MENEFEE replied that each five-year renewal is a new
authorization even if they call it a renewal, and the state can
decide to issue it for only one year if there are other needs
for the water.

SENATOR FRENCH recalled that these authorizations were being
i ssued without the same | evel of public notice as other permts.

MR. MENEFEE answered that was correct and explai ned that because
it is actually a property right, they go through a nore
formalized public notice procedure. The tenporary water
aut hori zations, although they don't do a "public notice” in the
sense of going out and advertising in newspapers, are on a
public website that shows all the tenporary water use
aut hori zations that have been issued. People can |ook at the
site which allows querying anywhere in Al aska by neridian,
towship and range to find out if an authorization had been
i ssued.

SENATOR FRENCH asked if the website would convey when the
aut hori zation expires and when the opportunity to provide input
into the renewal would ripen.

4:40:54 PM
MR. MENEFEE replied that he would have to research that.

SENATOR W ELECHOWNSKI asked the standard of review on appeal in
one of these cases.

CAMERON LEONARD, Assistant Attorney General, Departnent of Law
(DAL), Anchorage, AK, said he agreed that nost of these cases
woul d use an abusive discretion standard, but the standard of
review the court uses depends upon how the appeal is franmed. So

if for exanple, sonmeone were claimng that the comm ssioner had
m sapplied either the regulations or the statutes, then a |ess
deferential standard would apply. For a typical case of soneone
objecting to the renewal of a tenporary water use authorization,
he would argue on behalf of DNR that the standard of review
shoul d be abusive discretion.

SENATOR W ELECHOASKI asked if it's hard to overcone an abusive
di screti on standard.
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MR. LEONARD answered yes; it's probably the nost deferential of
the various standards the courts use. He explained that in
general, the court will nake sure the agency has taken a hard
| ook at the relevant factors and no obvious mstake in judgnent
had occurred.

SENATOR FRENCH asked how often that happens.

MR. LEONARD replied that he found only one reported decision
br ought by G eenpeace agai nst a tenporary wat er use
authorization for building an ice road on North Slope; it was a
procedural challenge to the way DNR s appeal procedures worked.
Because it was a question of law, the standard of review was
substitution of judgnent, which neans the judge doesn't defer to
DNR at all on how the | aw should be interpreted.

CO CHAI R PASKVAN asked if there is a concern as to any capacity
for water volumes that will be needed on the North Slope at this
tine.

MR. MENEFEE answered that his research revealed that Pioneer
wanted to receive sone water from the ConocoPhillips
desalination facility. Wen ConocoPhillips' needs are |ow they
could provide nore water to Pioneer, but if they need the whole
anount, then they are not required to supply that water to
Pi oneer as per an agreenent between conpanies. The solution is
either ConocoPhillips decides to expand their facility or
Pi oneer builds their own.

WIl there be water shortages? He said they don't know of any
pl aces where water shortage would prevent devel opnent. However
they recognized there are certain areas of the North Slope that
have less water in the surface systens and until they drill
they aren't sure whether the subsurface systens have any. But
devel opnment conpanies regularly incorporate water use into their
planning for the North Slope, because it is in their best
interest to seek and obtain a water right versus a tenporary
water use authorization. At this point, it isn't known if a
situation would actually restrict devel oprment.

4:46: 10 PM

CO CHAI R PASKVAN asked if there is a limtation at this time on
any conpany's capacity to obtain water rights from the State of
Alaska and if tenporary water use permts can be used to force
peopl e into bad conpetitive circunstances.
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MR. LEONARD said that was a challenging question and what he
could tell himwas that there are instances where because of a
| ake's depth, the conpany could only pull so nuch from water
fromit and had to maybe go to a different lake or stream to
pull that water. That influences devel opnent, but at this point
it appears that at any tinme they have had a reduction in the
amount of water that someone could take from an area, another
way was found to address the issue although it mght nean that
it's nore expensive. But at this point, he was not aware of
anyt hing that had prevented devel opnment or had adversely hurt an
i ndependent fromcom ng in because of a water issue.

CO CHAI R PASKVAN asked if this is a priority for the division
why the legislation was not introduced until Feb 29, 2012.

4:48: 50 PM

JOE BALASH, Deputy Comm ssioner, Departnent of Natural Resources
(DNR), Anchorage, AK, replied that the departnent has had a
backlog from the transition in 2010. The work had |argely been
done wth the assistance of the Ilegislature in terns of
appropriations to increase staffing in the Division of Mning,
Land and Water. They have taken on the task of maintaining the
workl oad and at the same tinme tackling the analysis and the
reconstruction of the system To nanage the |land and the water
in the division they undertook an internal review and conducted
a series of public hearings and neetings all across the state
during the late summer and fall to gather input frominterested
parties. The information was put together and anal yzed about how
to namke their processes nore efficient. That was "the |ow

hanging fruit and noncontroversial." That is what is in front of
the conmittee now There is also a sentinent that this will be a
process of inprovenment that wll take place over nany years.

They are attenpting to resolve many things through regul atory
packages that will be put out to public comment.

CO CHAI R PASKVAN asked if the holder of a tenporary water use
permt could sell a portion of it or all of it.

MR. MENEFEE answered that the tenporary water use authorization
is not sellable. I1f, for instance, ConocoPhillips was using a
well instead of a desalination plant and wanted to sell part of
it, they could do that as part of their business plan. The
department doesn't issue a tenporary water use authorization or
a water right for using salt water, because there is so nuch of
it. They can, but they don't.
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CO CHAIR PASKVAN asked if there is a way a conpany could
i mproperly use a tenporary water use permt and block soneone
fromaccess to a water resource on the central North Sl ope.

4:54: 05 PM

MR. MENEFEE replied that is not an issue, because the renewal is
not automatic. The staff reviews and decides. Oher things
having demand on the water wll be considered before issuing
anot her tenporary water use authorization to the sane conpany
for that wuse. The authorizations are revocable and can be
changed.

4:55:18 PM
CO CHAI R PASKVAN remarked that a book by Janmes M chener, naned
"Centennial,"” told how an econonmic interest focused on all the

areas that had water, because that was going to control tens of
t housands of mles. He wanted to make sure this was not creating
that type of situation where you allow an economic interest to
essentially domnate an entire region by just owning a few
little pinch points.

MR. MENEFEE said tenporary water use authorizations wll not do
that. But he wouldn't say that water rights couldn't be used
toward that end. You can't dimnish a water use right; it's

first cone first served.

SENATOR W ELECHONSKI said they probably will see this play out
on the North Slope at sone point, particularly with shale gas,
and asked if the dominant right exist only during the tine of
the permit. Does it expire and they have to renew it? O do they
have a dom nant right forever for that water?

MR. MENEFEE clarified that a tenporary water use authorization
is not a water right. Water rights are where you get the right
to the water and the first in line gets the dom nant right.
Tenporary water use authorizations have nothing to do with that;
it is the division deciding to give them water to use for their
i ntended purpose. So, therefore, if a conpany chooses to apply
for the water right, 5,000 gallons for instance, if historically
they show they only used 1,000 and don't really need the 5, 000,
you could argue to reduce it. But as long as they use the anount
they said they would, that stays with the land in perpetuity
even if it gets sold.

4:59: 06 PM

SENATOR W ELECHOWSKI said his dom nant concern was they see the
issue of water rights playing out in western states. Alaska is
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fortunate because it has a lot of water, but he thought it would
play out on the North Sl ope because shale oil needs huge anmounts
of water. He was very concerned about giving conpanies what
appears to be de facto permanent right to water use and he
wanted to nake sure this bill wasn't doing that, because it
takes away the notice and the opportunity to oppose, and the
standard for appeal is abuse of discretion, which is virtually
i npossi ble to overturn.

MR. MENEFEE explained in order to have a water right you have to
have ownership control of the land. On the North Slope, an oil
and gas lease is the right to the land. As long as that oil and
gas | ease stays in place, they have the water rights. If the oi

and gas |ease goes away and they don't have it any nore, then
the water right does not stay. It disintegrates on the point of

the land ownership control. So, as long as soneone has an
ownership interest, then the water right stays perpetual, but
there is a difference between a tenporary water use

aut horization and a water right, because every five years or
even three years into the permt and soneone cones along and
needs to share the water, the division has to nake a nanagenent
decision at that point in time and there is nothing stopping
t hem from changi ng that person's water use.

He said a situation mght cone up when a conpany m ght use all
the existing water and soneone else wants to cone along and
there is no nore water left; a decision would be nade sonewhere
along the line to share the water or make the other conpany haul
water from farther away.

MR. BALASH sought to assure him about the departnent's plans for
managi ng water on the central North Slope saying they requested
a geo-hydrologist position for the Dvision of Geologic
Ceophysi cal Surveys, because it is critically needed to
understand the water resource there, particularly as the state
is on the |eading edge of shale devel opnent. He used an exanple
of work the division had done fromthe Mat Su area where a nunber
of businesses, conmunity wells and honme owners rely on shallow
water wells to provide their water supply. As that popul ation
has nushrooned over the last couple of decades, it's got to be a
bi gger and bigger deal. The division has its arnms around it now
and has a good understanding of where the demand and production
are - and they want a simlar understanding on the central North
Sl ope.

5:04:15 PM
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CO CHAI R PASKVAN repeated his concern with water rights issues
and creating pinch points.

CO CHAI R WAGONER commented that he came from a state where water
rights are treated like mneral rights; they have battles and
wars and lawsuits. He then concluded sayi ng anendnents needed to
be in his office by 9 am on Mnday and that other anmendnents
woul d conformthis bill to HB 361. He thanked the presenters.

[ SB 219 was held in conmttee.]

5:05: 39 PM
COCHAIR WAGONER adjourned the Senate Resources Conmmttee
neeting at 5:05 p.m
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