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COW TTEE SUBSTI TUTE FOR SENATE BILL NO. 21(FIN) AMEFD FLD)

"An Act relating to the interest rate applicable to certain
amounts due for fees, taxes, and paynents made and property
delivered to the Departnent of Revenue; providing a tax credit
against the corporation income tax for qualified oil and gas
service industry expenditures; relating to the oil and gas
production tax rate; relating to gas used in the state; relating
to nonthly installnment paynents of the oil and gas production
tax; relating to oil and gas production tax credits for certain
| osses and expenditures; relating to oil and gas production tax
credit certificates; relating to nontransferable tax credits
based on production; relating to the oil and gas tax credit
fund; relating to annual statenments by producers and explorers;
establishing the Ol and Gas Conpetitiveness Review Board; and
maki ng conform ng anendnents.”

- HEARD & HELD
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“"An Act authorizing the conm ssioner of natural resources to
i npl ement a hunting guide concession program or otherwise limt
the nunber of individuals authorized to conduct big ganme
comercial guiding on state |land."

- HEARD & HELD
PREVI QUS COW TTEE ACTI ON
BILL: SB 21

SHORT TITLE: O L AND GAS PRODUCTI ON TAX
SPONSCR(s) : RULES BY REQUEST OF THE GOVERNOR

01/ 16/ 13 (S) READ THE FI RST TIME - REFERRALS

01/ 16/ 13 (S) TTP, RES, FIN

01/ 22/ 13 (S) TTP AT 3:30 PM BELTZ 105 (TSBI dg)

01/ 22/ 13 (S) Heard & Hel d

01/ 22/ 13 (S) M NUTE( TTP)

01/ 24/ 13 (S) TTP AT 3:30 PM BUTROVI CH 205

01/ 24/ 13 (S) Heard & Hel d

01/ 24/ 13 (S) M NUTE( TTP)

01/ 29/ 13 (S) TTP AT 3:30 PM BELTZ 105 (TSBI dg)

01/ 29/ 13 (S) Heard & Hel d

01/ 29/ 13 (S) M NUTE( TTP)

01/ 31/ 13 (S) TTP AT 1:00 PM BUTROVI CH 205

01/ 31/ 13 (S) Heard & Hel d

01/ 31/ 13 (S) M NUTE( TTP)

02/ 05/ 13 (S) TTP AT 3:30 PM BUTROVI CH 205

02/ 05/ 13 (S) Heard & Hel d

02/ 05/ 13 (S) M NUTE( TTP)

02/ 07/ 13 (S) TTP AT 3:30 PM BUTROVI CH 205

02/ 07/ 13 (S) Moved SB 21 Qut of Committee

02/ 07/ 13 (S) M NUTE( TTP)

02/ 08/ 13 (S) TTP RPT 1NR 4AM

02/ 08/ 13 (S) NR. DUNLEAVY

02/ 08/ 13 (S) AM  MCCICHE, GARDNER  FAl RCLOUGH,
MCGUI RE

02/ 08/ 13 (S) LETTER OF | NTENT W TH TTP REPORT

02/ 09/ 13 (S) TTP AT 10: 00 AM BUTROVI CH 205

02/ 09/ 13 (S) -~ MEETI NG CANCELED - -

02/ 11/ 13 (S) RES AT 3:30 PM BUTROVI CH 205

02/ 11/ 13 (S) Heard & Hel d

02/ 11/ 13 (S) M NUTE( RES)

02/ 13/ 13 (S) RES AT 3:30 PM BUTROVI CH 205

02/ 13/ 13 (S) Heard & Hel d

02/ 13/ 13 (S) M NUTE( RES)

02/ 15/ 13 (S) RES AT 3:30 PM BUTROVI CH 205
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02/ 15/ 13 (S) Heard & Hel d

02/ 15/ 13 (S M NUTE( RES)

02/ 18/ 13 (S RES AT 3: 30 PM BUTROVI CH 205

02/ 18/ 13 (S Heard & Held

02/ 18/ 13 (S M NUTE( RES)

02/ 20/ 13 (S RES AT 3: 30 PM BUTROVI CH 205

02/ 20/ 13 (S Heard & Held

02/ 20/ 13 (S M NUTE( RES)

02/ 22/ 13 (S) RES AT 3: 30 PM BUTROVI CH 205

02/ 22/ 13 (S Heard & Held

02/ 22/ 13 (S) M NUTE( RES)

02/ 25/ 13 (S RES AT 3: 30 PM BUTROVI CH 205

02/ 25/ 13 (S Heard & Held

02/ 25/ 13 (S M NUTE( RES)

02/ 27/ 13 (S RES AT 3: 30 PM BUTROVI CH 205

02/ 27/ 13 (S) Moved CSSB 21(RES) Qut of Conmittee

02/ 27/ 13 (S) M NUTE( RES)

02/ 28/ 13 (S RES RPT CS 3DP 1DNP 2NR 1AM NEW
TI TLE

02/ 28/ 13 (S LETTER OF | NTENT W TH RES REPORT

02/ 28/ 13 (S DP: G ESSEL, MCGU RE, DYSON

02/ 28/ 13 (S) DNP: FRENCH

02/ 28/ 13 (S NR: M CCl CHE, BI SHOP

02/ 28/ 13 (S AM  FAI RCLOUGH

02/ 28/ 13 (S FIN AT 9: 00 AM SENATE FI NANCE 532

02/ 28/ 13 (S Heard & Held

02/ 28/ 13 (S M NUTE( FI N)

03/01/13 (S FIN AT 9: 00 AM SENATE FI NANCE 532

03/01/13 (S Heard & Held

03/01/13 (S M NUTE( FI N)

03/01/13 (S RES AT 3: 30 PM BUTROVI CH 205

03/01/13 (S -- MEETI NG CANCELED - -

03/ 02/ 13 (S RES AT 10: 00 AM BUTROVI CH 205

03/ 02/ 13 (S) -- MEETI NG CANCELED - -

03/ 04/ 13 (S FIN AT 9: 00 AM SENATE FI NANCE 532

03/ 04/ 13 (S Heard & Held

03/ 04/ 13 (S M NUTE( FI N)

03/ 04/ 13 (S FIN AT 1: 30 PM SENATE FI NANCE 532

03/ 04/ 13 (S Heard & Held

03/ 04/ 13 (S M NUTE( FI N)

03/ 05/ 13 (S FIN AT 9: 00 AM SENATE FI NANCE 532

03/ 05/ 13 (S Heard & Held

03/ 05/ 13 (S M NUTE( FI N)

03/ 05/ 13 (S FIN AT 1: 30 PM SENATE FI NANCE 532

03/ 05/ 13 (S Heard & Held

03/ 05/ 13 (S M NUTE( FI N)

03/ 06/ 13 (S FIN AT 9: 00 AM SENATE FI NANCE 532
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03/ 06/ 13
03/ 06/ 13
03/ 06/ 13
03/ 06/ 13
03/ 06/ 13
03/ 06/ 13
03/ 06/ 13
03/11/13
03/11/13
03/11/13
03/11/13
03/12/13
03/12/13
03/12/13
03/12/13
03/12/13
03/12/13
03/12/13
03/12/13
03/13/13
03/13/13
03/13/13
03/13/13
03/13/13
03/13/13
03/ 14/ 13
03/ 14/ 13
03/ 14/ 13
03/18/13

03/18/13
03/18/13
03/18/13
03/18/13
03/18/13
03/18/13
03/19/13
03/19/13
03/ 20/ 13
03/ 20/ 13
03/ 21/ 13
03/ 21/ 13
03/ 22/ 13

BILL: HB 158

(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)

TLLIZTLLIZ

Heard & Hel d

M NUTE( FI N)

FIN AT 1:30 PM SENATE FI NANCE 532
Heard & Hel d

M NUTE( FI N)

FIN AT 3: 00 PM SENATE FI NANCE 532
-- Public Testinony --

FIN AT 9: 00 AM SENATE FI NANCE 532
-- MEETI NG CANCELED - -

FIN AT 1: 30 PM SENATE FI NANCE 532
-- MEETI NG CANCELED - -

FIN AT 9: 00 AM SENATE FI NANCE 532
Bills Previously Heard/ Schedul ed
FIN AT 1:30 PM SENATE FI NANCE 532
Heard & Hel d

M NUTE( FI N)

FIN AT 4: 00 PM SENATE FI NANCE 532
Heard & Hel d

M NUTE( FI N)

FIN AT 9: 00 AM SENATE FI NANCE 532
Heard & Held

M NUTE( FI N)

FIN AT 1: 30 PM SENATE FI NANCE 532
Heard & Held

M NUTE( FI N)

FIN AT 9: 00 AM SENATE FI NANCE 532

Moved CSSB 21(FIN) Qut of Conmittee

M NUTE( FI N)
FIN RPT CS
TI TLE

DP: KELLY, NMEYER

DNP: HOFFNMAN

NR: FAlI RCLOUGH

AM DUNLEAVY, BI SHOP, OLSON

RES AT 1: 00 PM BARNES 124

Schedul ed But Not Heard

RLS AT 9: 00 AM FAHRENKAMP 203

-- MEETI NG CANCELED - -

RES AT 1: 00 PM BARNES 124

Schedul ed But Not Heard

TRANSM TTED TO (H)

VERSI ON:  CSSB 21(FIN) AM EFD FLD)
RES AT 1: 00 PM BARNES 124

2DP 1DNP 1INR 3AM

SHORT TI TLE: DNR HUNTI NG CONCESSI ONS

SPONSOR( s)
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03/ 05/ 13 (H) READ THE FI RST TIME - REFERRALS
03/ 05/ 13 (H) RES, JUD, FIN

03/11/13 (H) RES AT 1:00 PM BARNES 124
03/ 11/ 13 (H) Heard & Hel d

03/ 11/ 13 (H) M NUTE( RES)

03/ 13/ 13 (H) RES AT 1:00 PM BARNES 124
03/ 13/ 13 (H) Heard & Hel d

03/ 13/ 13 (H) M NUTE( RES)

03/ 15/ 13 (H) RES AT 1:00 PM BARNES 124
03/ 15/ 13 (H) Heard & Hel d

03/ 15/ 13 (H) M NUTE( RES)

03/ 18/ 13 (H) RES AT 1:00 PM BARNES 124
03/ 18/ 13 (H) Heard & Hel d

03/ 18/ 13 (H) M NUTE( RES)

03/ 20/ 13 (H) RES AT 1: 00 PM BARNES 124
03/ 20/ 13 (H) Heard & Hel d

03/ 20/ 13 (H) M NUTE( RES)

03/ 22/ 13 (H) RES AT 1: 00 PM BARNES 124

W TNESS REG STER

M CHAEL PAWLOWBKI, O | & Gas Devel oprment Proj ect Manager

O fice of the Conm ssioner

Depart ment of Revenue (DOR)

Anchor age, Al aska

PCOSI TI ON STATEMENT: Provi ded a PowerPoint sectional review of
CSSB 21(FIN) an(efd fld).

BRUCE TANGEMAN, Deputy Comm ssi oner

Ofice of the Conm ssioner

Depart ment of Revenue (DOR)

Anchor age, Al aska

PCSI TI ON STATEMENT: Answered questions related to CSSB 21(FIN)
am(efd fld).

JOE BALASH, Deputy Conmi ssioner

O fice of the Conm ssioner

Department of Natural Resources (DNR)

Anchor age, Al aska

POSI TI ON STATEMENT: Provi ded a PowerPoint explanation of the
gross revenue exclusion provision in CSSB 21(FIN) am(efd fld).

TEMPLE DAVI DSON, Unit Manager

Central O fice

Division of Gl & Gas

Departnment of Natural Resources (DNR)
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Anchor age, Al aska
PCSI TI ON STATEMENT: Answered a question regarding CSSB 21(FIN)
am(efd fld).

THOR STACEY, Lobbyi st

Al aska Professional Hunters Associ ation (APHA)

Auke Bay, Al aska

POSI TI ON  STATEMENT: During the hearing on HB 158, suggested
changes to the | anguage in Version U.

TI M BOOCH, Master CGuide 176

Kodi ak, Al aska

POSI TI ON STATEMENT: During the hearing on HB 158, testified in
opposition to Version U.

DI CK ROHRER

Kodi ak, Al aska

PCOSI TI ON  STATEMENT: During the hearing on HB 158, suggested
changes to the |anguage in Version U.

M KE MCCRARY

Deadhor se, Al aska

PCSI TI ON STATEMENT: During the hearing on HB 158, testified in
opposition to Version U.

SMOKEY DON DUNCAN, Master Guide 136

Fai r banks, Al aska

PCSI TI ON STATEMENT: During the hearing on HB 158, testified in
opposition to Version U.

DAN W NKELMAN

Bet hel , Al aska

POSI TI ON STATEMENT: During the hearing on HB 158, testified in
support of Version U.

| SRAEL PAYTON, Registered Guide 1111

Wasilla, Al aska

POSI TI ON  STATEMENT: During the hearing on HB 158, testified
regardi ng Version U

NATE TURNER, Regi stered Gui de 1036

Now t na Ri ver, Al aska

PCSI TI ON STATEMENT: During the hearing on HB 158, testified in
support of Version U

JOE WANT, Registered Gui de AA006
Fai r banks, Al aska
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PCOSI TI ON  STATEMENT: During the hearing on HB 158, testified
regardi ng Version U

VI RG L UMPHENOUR, Master Guide 158

Fai r banks, Al aska

PCSI TI ON  STATEMENT: During the hearing on HB 158, suggested
changes to the |anguage in Version U

ACTI ON NARRATI VE
1:05: 48 PM
COCHAIR ERIC FEIGE called the House Resources Standing

Commttee neeting to order at 1:05 p.m Representatives Tarr,
P. WIlson, Johnson, Saddler, and Feige were present at the call

to order. Representative Tuck arrived as the neeting was in
progr ess. Representatives |saacson and Josephson were also
present .

SB 21-O L AND GAS PRODUCTI ON TAX

1: 06: 19 PM

CO CHAI R FEI GE announced that the first order of business is CS
FOR SENATE BILL NO 21(FIN) am(efd fld), "An Act relating to the
interest rate applicable to certain anpbunts due for fees, taxes,
and paynents nade and property delivered to the Departnent of
Revenue; providing a tax credit against the corporation incone
tax for qualified oil and gas service industry expenditures;
relating to the oil and gas production tax rate; relating to gas
used in the state; relating to nonthly installnment paynents of

the oil and gas production tax; relating to oil and gas
production tax credits for certain |osses and expenditures;
relating to oil and gas production tax credit certificates;

relating to nontransferable tax credits based on production;
relating to the oil and gas tax credit fund; relating to annual
statenents by producers and explorers; establishing the Gl and
Gas Conpetitiveness Review Board, and rmaking conformng
amendment s. "

1:07: 14 PM
M CHAEL PAW.OWBKI, G| & Gas Devel opnment Project Manager, Ofice
of the Conm ssioner, Department of Revenue (DOR), first

hi ghlighted the main provisions of CSSB 21(FIN) am(efd fld) as
conpared to those previously considered by the commttee under
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the conpanion bill, HB 72 [slide 2]. He said the other body
added a provision adjusting the interest rate for delinquent tax
paynments and refunds of tax overpaynents, decreasing the rate to
3 percent above the annual rate charged by the 12th Federal
Reserve District. Anot her provision was added establishing a
corporate incone tax credit for qualified oil and gas service
i ndustry expenditures. The production tax rate was adjusted in
the other body to a 35 percent flat tax rate and the repeal of
progressivity was retained. Tax credits were adjusted to
elimnate the current 20 percent capital expenditure tax credit
for the North Slope after Decenmber 31, 2013, and the loss carry
forward credit was increased to 35 percent for the North Slope
after Decenber 31, 2013. A $5 per barrel tax credit was added
by the other body as a balance nechanismto the 35 percent flat
t ax. The gross revenue exclusion (GRE) was refined and
expanded, establishing the sane 20 percent exclusion from the
gross value at the point of production for oil and gas produced
from 1) new units; 2) new participating areas in existing
units; and 3) netered wells subject to denonstration by the
producer of certain conditions to the Departnent of Natural
Resources (DNR) and Departnent of Revenue (DOR). The other body
added a provision establishing an Ol and Gas Conpetitiveness
Review Board. As in the original bill, the comrttee substitute
(CS) holds harmess the provisions south of 68 degrees [North
latitude], which is the dividing line between the North Slope
basin and the areas referred to as Mddle Earth and Cook Inlet.

1:10: 45 PM

MR. PAW.OASKI next provided details of the mmin provisions in
the bill, starting wth the interest rate for delinquent taxes
[slide 3] in Section 4, page 2, lines 16-27, of the bill. This

issue relates to the tension between the tinme DOR has to conduct
audits and the interest rate that is charged by the state for
delinquent taxes, as well as charged to the state when a
producer overpays its taxes. Under existing |anguage, the
interest rate is 5 percentage points above the interest rate
charged to nenber banks by the 12th Federal Reserve District or
an annual rate of 11 percent, whichever is greatest. It is
known that interest rates change over tine as the Federal
Reserve policies are set as the nmarkets nove. The interest rate
of 11 percent or the federal rate was reasonable at the tine it
was established, but since then the divergence between the
actual rate of interest and the 11 percent has w dened. The
interest rate set by the other body is nore simlar to what goes
on in the federal Internal Revenue Service (IRS) provisions,
which is 3 percent above the greater anmount of the Federal
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Reserve district. The provision elimnates that tension between
a fixed rate and a rate that floats with the actual market rate
of interest because there could be a situation where under the
| esser of, interest rates would rise above that 11 percent rate
and the mechani sm woul d have the sane problem it has currently,
which is that the actual rates of the market are |ower and the
11 percent rate 1is higher. The provision applies in both
directions - when soneone overpays the state so the state nust
provide a refund or when soneone underpays the state so nust pay
the state the underpaynent.

1:13:11 PM

MR. PAW.ONSKI, responding to Co-Chair Feige, said the origina
statute was established in 1991.

1: 13: 30 PM

MR. PAW.OMSBKI, responding to Representative Tuck, confirmed that
under CSSB 21(FIN) anm(efd fld) the applied interest rate would
be the sanme whether it is the state owing a taxpayer or the
taxpayer owing the state. In further response, M. Paw owski
confirnmed this is also the case under current |aw

REPRESENTATI VE TUCK inquired whether lowering the interest rate
woul d incentivize taxpayers to be loose in calculating their
taxes, given the state has not audited the industry.

MR. PAW.OWNSKI replied he would not describe it as |oose, in that
it goes both ways and the rules often change. For exanpl e,
transportation regulations were recently changed by the Federa
Energy Regulatory Comm ssion (FERC) that led to anmendnents to
tax returns. The federal governnment can make changes to tariffs
that have changes on taxes that were paid over tine. The tax
rate under Alaska's conplex net system varies nonthly and an
outside action by a federal agency could have an inpact on tax
paynents going back years. Therefore, both the state and the
industry are at risk in that type of thing.

1:15: 05 PM

BRUCE TANGEMAN, Deputy Comm ssioner, Ofice of the Comm ssioner,
Department of Revenue (DOR), addressing Representative Tuck's
statenment about audits, stressed there are many m sconceptions
regardi ng audits. He explained DOR is currently auditing 2007,
in which half the year was under the production profits tax
(PPT) and the other half was under Al aska's Cear and Equitable
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Share (ACES). The departnment is well wthin the statutory
gui delines of six years; once through 2007 the departnent wll
accelerate through the ACES vyears because it wll be able
conmbi ne years for certain conpanies. The general m sconception
being heard is that since DOR is auditing 2007, it has no clue
what happened during 2008-2012, which is not true. Corporations
pay taxes on a nonthly basis under ACES, so DOR receives revenue
on a nonthly basis and receives a vast anmount of information on
a nonthly basis. Every March 31, called the thirteenth nonth, a
true-up is conducted of the previous 12 nonths of information
that DOR has already received. It is in the taxpayer's best
interest to be as accurate as possible and it is in DOR s best
interest to review those nonthly paynments to nake sure they are
as accurate as possible. On that thirteenth nonth true-up, DOR
does an analysis and then it goes into the queue for the audit.

1:17:10 PM

CO CHAIR FEI GE asked whether DOR has noticed over the years a
systemati c under paynent of taxes.

MR. TANGEMAN replied they seemto be fairly accurate and go both
ways with sone overpaynents and sone underpaynments, which is why
it is atw-way street for the interest rate provision.

MR. PAW.OWMBKI interjected that the information can be seen by
| egislators who are willing to sign a confidentiality agreenent.
The audits are taxpayer-specific information along the sane
lines as an individual's I RS personal tax information.

1:18: 22 PM

REPRESENTATI VE TUCK said his concern is not so nuch the
information as it is ensuring that the taxes are done correctly.
He inquired how often there are overpaynents to the state versus
under paynents and is DOR able to do that nonth by nonth.

MR. TANGEMAN responded the nonthly paynents are an estimted
paynment wusing the taxpayer's estimated capital and operating
expenditures; so there will be pluses and m nuses each nonth,
but they will not be |arge sw ngs. It is the thirteenth nonth
in March that trues up those twelve nonths and brings in the
side boards that much tighter, and then it gets in the queue for
t he audit.

MR. PAWOWSKI added that in 2010, Senate Bill 309 nmade an
adjustnment that these interest rates could be waived due to a
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retroactive change in regulation. He encouraged nenbers to be
very cautious about grabbing specific instances of overpaynent
or under paynent because over tine the rules have been changed
both prospectively and retroactively. When the departnent
retroactively changes a regulation or a federal decision is nmade
or the law 1is changed retroactively, it can result in
over paynment or under paynent. This interest rate is very
inmportant in the relationship that happens when the rul es change
on taxes that were already fil ed.

MR.  TANGEMAN concurred there has been a nunber of changes
starting with PPT, then ACES, and through today. Wen a change
to regulations or statute is made and is retroactive and affects
a previous tax filing, both the taxpayer and DOR have the right
to re-open that if a change needs to be made. For exanple, for
2007 DOR received re-openers through 2010. The entire return is
not re-opened; the taxpayer is able to re-open the specific part
of that return that was affected and the clock starts ticking
again on that six-year w ndow.

1: 21: 04 PM

CO CHAI R SADDLER asked what the interest rate is on delinquent
tax paynments in other jurisdictions.

MR. PAW.ONSKI answered the interest rate in CSSB 21(FIN) anm(efd
fld) of 3 percent above the 12th Federal Reserve District rate
was nodeled after a portion of the IRS rates. He offered to
research the rates of other jurisdictions.

CO- CHAIR SADDLER inquired whether that is what is normally
called the discount rate or overnight rate.

MR. PAW.OWNSKI replied that is beyond his |evel of understanding,
but said this was an anmendnent entered by the other body.

MR. TANGEMAN offered to provide the commttee with the specific

| RS | anguage that will put it into context.
1:22:04 PM
REPRESENTATIVE TARR said it sounds |ike M. Tangenan is

suggesting these audits can be acconplished in a tinely fashion
and that DOR is looking at this information regularly. However,
she continued, nenbers still do not have that 2007 information
so somewhere in that system it is perhaps not as easily
acconplished as is being suggested. She offered her belief that
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the concern is not about retroactive adjustnments due to changes,
but rather that nenbers want to | ook at the overall picture of
whether the «credits under ACES are actually working to
incentivize investnents that wll Jlead to new production
Wthout that audit information, nenbers do not have the full
pi cture of what is happening. Menbers want to know if there is
truth in reporting, which is why that audit information is
needed. She requested M. Tangeman to speak to this.

MR. TANGEMAN clarified re-openers are allowed if changes are
made to state or federal statutes. It is a msconception that
DOR does not know what happened in 2007 because an audit has not
been done. He said he strongly disagrees with that because DOR
does know what was provided on a nonthly basis and then trued up
on March 31, 2008. The information DOR has provided and has
based decisions on takes into account actual information. The
state is in a nuch stronger position now because tax decisions
can be based on |ooking back at actual information and how the
state and industry has reacted under the net tax system of ACES.
In 2007 the state was not in that position. Last year DOR
presented a five-year |ook back specifically on the capital
credit; there are staff within the tax division that work solely
on tax credits. He said he will provide Representative Tarr
with a copy of the five-year | ook back on those tax credits. It
is very telling, he continued, because DOR was able to break it
dowmn into five categories of where those credits were being
utilized in the state.

1:24: 48 PM

MR. PAW.OWSKI resumed his presentation, noting the qualified oi

and gas industry service expenditure tax credit [slide 4] is in
Section 7, page 3, beginning on line 14 of the bill. He said
this provision recognizes that a healthy oil and gas service
industry is critical to having a healthy oil industry. Certain
wor k, such as the pads and drilling, can be done only in the
field in Al aska. However, work that supports the oil industry
does not necessarily have to be done in Alaska. This provision
attenpts to create an additional incentive for encouraging
support work, such as nodification and manufacturing, to happen
in Al aska. This tax credit is |limted to 10 percent of the
qualified service industry expenditures or $10 mllion,
whi chever is |east. To qualify for this nontransferable credit
a conmpany must be a taxpayer and nust apply the credit against
its corporate inconme tax liability. The nexus to the oi

industry is that it has to be the in-state manufacture or
nodi fication of tangible personal property that has a useful
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life of three years or nore that is used in the exploration,

devel opnent, or production of oil and gas. This woul d include
nodul es, additional work on infrastructure, and such things that
are actually wused in the oil industry. This benefit goes

directly to those conpanies that are actually providing the
nodi fied or manufacturing materials to the industry, not to the
oil and gas industry itself. Drawing attention to page 3, lines
30-31, he pointed out that these expenditures cannot then be
taken as a deduction, or as a credit and a deduction under
another provision in this title. An oil producer that has a
fabrication shop would therefore be unable to take expenditures
that qualify for this credit as a wite-off against its
production tax.

1:28: 05 PM

CO CHAIR SADDLER asked for exanples of the kind of process, or
product, or service nost likely to enjoy this credit.

MR. PAW.OWSKI related that exanples heard in testinony included
the hot oil units being built in Anchorage and nodules
fabricated on the Kenai Peninsula. Modul es coul d be purchased
and shipped to Alaska; or, they could be built in Al aska
enploying people in the state, which is what this credit is
intended to incentivize. He said the limtation on the credit
that a person nust be a taxpayer to receive the credit could
provide sone incentive for conmpanies to actually becone
t axpayers under Al aska's corporate incone tax code.

1: 29: 00 PM

REPRESENTATI VE TUCK asked whether the producer having a nodul e
built would be able to wite off what it pays to build or nodify
that nodule, or would the tax credit go to the conpany that has
the contract to do the nodul e.

MR. PAW.OABKI answered the conmpany that is actually doing the
manufacture or nodification is the one that files for the tax
credit.

REPRESENTATI VE TUCK posed a scenario in which a nodul e-buil ding
conpany in Louisiana puts in a lower bid than a nodul e-buil di ng
conpany in Al aska. He inquired what the incentive is for the
producer to pick the Al aska conpany since the producer would not
get a tax credit from picking the Al askan manufacturer.
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MR. PAW.OABKI replied the conpany doing the contract does not
get the benefit. The conpany actually doing the work gets the
tax benefit, which allows that conpany to conpete better on that
contract and that bid because it can put this tax credit into
its analysis of what it is doing as a conpany to conpete better
Representative Tuck's concern is shared by the other body and
the adm nistration. A nodule, or work like that, is not
necessarily sonmething that has to be done in Alaska, but
providing an incentive for that activity to happen in Al aska and
to make Alaska's businesses nore conpetitive was seen as a
reasonabl e provision to support the overall effort.

1: 30: 49 PM

REPRESENTATI VE TARR observed the fiscal note states that there
is "no data with which to quantify the revenue inpact of this
provision, although it is possible that the inpact may be as
high as a negative $25 mllion per year" and "the revenue inpact
of this provision is indetermnate". She asked what information
the commttee should go on to determne the kind of exposure
this particular provision wuld give the state, particularly
given that it cannot go below zero which would be further
commtting, which, technically, the state cannot do.

MR. PAW.OABKI responded that in developing the fiscal note the
department |ooks at the total nunber of taxpayers that nay be
eligible for this type of credit, and the |level of their incone
tax returns, in estimating the inpact. He said it is correct
that the corporate incone tax credit cannot be used to reduce a
corporate incone taxpayer's liability bel ow zero.

1: 31: 58 PM

REPRESENTATI VE TARR surnmised that adding at least $25 mllion
per year would be the best thing to do for knowi ng the potenti al
fiscal inpact of this provision.

MR. PAW.OASKI answered the table on page 4 of the fiscal note
integrates all of the assunptions that go into the total revenue
i mpact . The $25 mllion per year upper estimte has already
been added on line 9 of the fiscal note; that is added into the
revenue inpact and subsequently the bottomline fiscal inpact of
the legislation. So, it has al ready been i ncl uded.

1: 32: 47 PM
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CO- CHAIR FEIGE understood "they would be able to claim the
credit if they received the work order fromthe conpany."”

MR. PAWOWSKI replied correct. “If the conpany made the
expenditures, the credit would be based on those expenditures,"”
he said. For exanple, say an Al askan conpany buys a truck from
out of state and then that conpany puts $200,000 into upgrading
that truck for use in arctic conditions on the North Slope. The
credit would be based on the $200,000 of nodifications to the
machi nery, not the overall value of the nmachinery. It is
limted to the nodification expenditures, not the actual work
or der.

1:33:35 PM

CO- CHAIR FEI GE concluded that each tine there is a benefit, or
there is a credit, it does not necessarily nean that soneone
t ook business away from a Lower 48 provider; rather, it gives

Al askan wel ders, fabrication shops, and machinists at |least a 10
percent leg up. A certain anount of new business could then be
expected to go to Al aska conpanies that otherwise would have
gone Qutside and this could represent a significant anount of
noney going into the Al aska econony.

MR. PAW.OABKI concurred, adding it is inportant to note that to
qualify for this credit the conpany nust be paying taxes to the

State of Alaska wunder the corporate inconme tax. Anot her
inportant nexus is that this is tangible personal property with
a useful life of three years or nore use in the exploration,
devel opment, or production of oil and gas. That type of
property is subject to the state's oil and gas property tax, so
it feeds into the overall -equation that benefits the state
t hr oughout . He further agreed it is about nore spending for

actual additional work in the state, which is the intent of this
provision as it was added in the other body to acconplish.

1: 35: 09 PM

CO CHAIR FEI GE conmented that that could represent a significant
nunber of jobs and a significant anount of additional noney
going into the Fairbanks and Anchorage econonmes which would
then flow through the rest of the state's econony.

CO CHAIR SADDLER posited there are benefits to this Kkind of
thing that are outside the scope of the actual fiscal note and
not just the general fund. It also helps the industry and there
are benefits to having the presence of a healthy, capable

HOUSE RES COW TTEE - 15- March 22, 2013



support industry, which tends to |ower the cost of devel opnent
in Alaska and which speaks to the overall goal to reverse the
decl i ne of production.

MR. PAW.OWBKI concurred there are ancillary benefits that are
inpossible to nodel in the fiscal note. The ability to hold
down costs in the industry itself is critical to the state which
operates on a net tax system The nore efficient, the nore
profitable the conpanies are, the nore profitable the state's
share is.

1: 36: 30 PM

REPRESENTATI VE TUCK surm sed this mght be a way to get people
who do not have a corporate liability to change their status to
corporate to take advantage of this tax credit.

MR. PAW.OWBKI agreed, saying conpanies that file as limted
liability conmpanies are not corporate inconme tax payers. To
qualify for this credit, a conpany would have to reorganize
under a structure that is subject to the corporate incone tax.

REPRESENTATI VE TUCK inquired as to the percentage of service
conpanies that are currently limted liability versus corporate.

MR. PAWLOABKI replied he could not venture a guess.

REPRESENTATIVE TUCK said it would be nice to know how many
conpani es this mght affect.

1: 38: 08 PM

REPRESENTATI VE TARR returned to the fiscal note and nmintained
that the $25 million nmentioned in the note is not reflected in
the math. Additionally, she observed, if this is intended to be
a revenue generator, there is also no actual revenue-positive
portion included in the fiscal note.

MR. PAW.OWNSKI answered if he inplied there was an attenpt to
nodel a revenue positive, there is not. It is a negative $25
mllion estinmate. Drawing attention to page 4 of the fisca
note, he reviewed the amounts in each line under the colum for
fiscal year 2014, saying lines 9 and 10 are each a negative $25
mllion.
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REPRESENTATI VE TARR responded she double checked the math and
the aforenentioned is in the |anguage but not the math for total
revenue i npact.

MR. PAW.ONSKI said he will check the fiscal note and get back to
the conmttee afterwards.

1: 40: 28 PM

MR. PAW.OABKI resuned his presentation, noving to the tax rate
provision [slide 5] in Section 9, beginning on page 4, |ine 29.
Referring specifically to page 5, line 5, he said the flat tax
rate of 25 percent was changed by the other body to 35 percent.
Repeal of the "sum of" |anguage, he continued, is simlar to
that in the original bill and reflects repeal of the
progressivity function. The provision applies to oil and gas

produced after Decenber 31, 2013.

MR. PAW.OABKI next reviewed changes to Section 2, page 2, lines
3-10, regarding the comunity revenue sharing fund [slide 6].
As originally introduced, the legislative discretion for
appropriations was |linked to receipts from the corporate incone
tax. The other body renoved this reference since the corporate
income tax is functionally general fund revenue. The 1inkage
was nmade to the general fund, not to specific fund source. The
| egi slature's discretion to appropriate, the actual nechani sm of
the appropriation, and the funding are not changed. Gui del i nes
for the appropriation, page 2, lines 8-10, are retained at
either $60 mllion or up to $180 nillion a year. There is no
change to the eligibility determ nations for comunities or the
actual programitself.

1:42: 28 PM

REPRESENTATI VE TARR asked M. Pawl owski to provide a conparison
of the thinking from the original bill that nmade it nore
specific as to the fund source. She related she has heard

concern from fol ks about the changes and said there is a feeling
that the original version left a little nore stability as to
t here being funding for the revenue sharing program

MR. PAWONSKI replied the original bill Ilinked it to the
corporate income tax. He understood it was a principle issue in
the Senate regarding interpretation of the constitution and the
dedi cation of funds. It is different in that the adm nistration
had initially identified a direct stream of revenue that the
| egi sl ature then appropriates on an annual basis. A subsequent
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argurment was that it could be nore stable by applying it to the
general fund nore broadly and maintaining the appropriation
gui delines. He acknow edged there is sone concern around it.

1:43: 54 PM

CO CHAI R FEI GE understood that when the legislature came up with
progressivity it tied the revenue sharing funds to that statute.
He inquired where the revenue sharing funds canme from prior to
their being tied to progressivity.

MR. PAW.OABKI responded it canme fromthe general fund.

1:44:.29 PM

REPRESENTATI VE P. WLSON offered her concern that mnunicipalities
are facing the sanme problem of decreasing incone as the state.

She said she would therefore like to return to this particular
provision at a later tine.

1:45: 08 PM

MR. PAW.OABKI continued his presentation, addressing changes to
the qualified capital expenditure tax credit [slide 7]. He said
t he substantive change in Section 15, page 13, lines 1-3, is no
different than what the conmittee had seen before in the
treatment of the qualified capital expenditure credit. The

capital expenditure credits for activity on the North Slope are
not available after January 1, 2014; therefore, expenditures
have to be made before January 1, 2014, to qualify for this
credit for the North Slope. A change nmade by the original bil

was that until this bill is passed, capital credits on the North
Slope and credits on the North Slope nust be divided over two
years. The decision was to close out this program and allow the

tax certificates to be taken in a single year. An inpact of
those credits is seen in the fiscal note for fiscal year 2014,
which is about $400 mllion to close out the state's obligation

for the credits that are based on the expenditures in 2013.

MR. PAW.OABKI, in response to Representative P. WIlson, said

[ Section 15] begins on page 12, line 14, but the actual
meani ngful | anguage is on page 13, lines 1-3. He further
responded this can be seen in the fiscal note on page 4, line 6.

He clarified he is flagging for nenbers the fiscal obligation
that cones from the qualified capital expenditure credits being
taken in one year, as opposed to spread across two, because
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closing out this program frontloads the fiscal inpact in fisca
year 2014.

1:48: 02 PM

REPRESENTATI VE TARR asked why not let the capital expenditure
credit run out over the two years to reduce the fiscal inpact
[in 2014], given the fiscal inpact of the bill.

MR. PAW.OWBKI answered the fiscal inpact is an obligation with
the state's credits that is based on industry expenditures. The
adm nistration's concern was pushing that fiscal inpact off into
the future when it is just a real fiscal inpact. It is a choice
of deferring the state's obligation to fiscal year 2015 or
taking care of it in the near term so ultimately it is a policy
call.

REPRESENTATI VE TARR presuned the program could be closed out and
adm ni stered over two years as it has currently been working so
that the fiscal inpact could be divided in two.

MR. PAW.OANBKI replied the other intent in allow ng recovery of
the credit in a single year was recognizing that ending the
qualified capital expenditure credit program has an inpact on
some businesses that are making decisions. Providing an
addi ti onal boost as an exchange for ending that program would
allow the state to get an obligation off the books and also
provide a benefit to the conpanies that are currently in
devel opnent .

1: 50: 07 PM

REPRESENTATI VE | SAACSON i nquired whether there is any discussion
with the industry to know if this would exclude any projects
that are currently being pl anned.

MR. PAW.OABKI responded renoval of this credit for sure has an
i npact on conpani es. The qualified capital expenditure credit
is a piece of the system the conpanies look at in evaluating
work that can happen in Alaska. The context it needs to be put
in, however, is that the system is being nmade nore conpetitive
overall conpared to the current system So there may be sone
i npact, but there is also an inprovenent in the overall econonic
climate that goes along with the rest of the tax changes. To
sonme degree, loss of the qualified capital expenditure credit is
actually offset by the per barrel credit.
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1:51: 27 PM

REPRESENTATI VE TUCK understood the qualified capital expenditure
credit is for all conmpanies on the North Slope, whether new or
existing. By making it for expenditures before January 1, 2014,

and the $5 per barrel [credit], it seens that these new
provisions will not apply to "those guys" for possibly nany,
many years. He asked whether this is an intentional shifting

fromthe new players to the old players, given it takes about 10
years to go fromexploration to production

MR. PAW.OWNSKI requested he be able to address this question when
he di scusses the carried forward tax credit.

1:53: 00 PM

REPRESENTATIVE TARR noted the qualified capital expenditure
credit has been characterized as allow ng gold plating. G ven
the date certain of the bill as witten, she inquired whether
there are any concerns that people will try to hurry and take
advantage of that. She further inquired how that woul d dovetai

into the January 2014 inplenentation of these provisions that
would include the $5 per barrel and, thus, a "double-whamy
potential™ for that to happen.

MR. PAW.OWBKI answered the issue of gold plating should not be
tied to the qualified capital expenditure credit. Rat her, gold
plating is an effect of the marginal tax rate in conjunction
with the capital credits that provide state participation and
spending that can reach significant levels; that is actually a
function of the ability to buy down a conpany's tax rate that
can lead to sone interesting distortions in behavior. When
tal king about gold plating the focus should not be on a
particular credit, but rather taking a step back and | ooking at
the system as it currently exists as a whole. A dilema of
wal ki ng through sectionals is the way these interact together.
The ability of conpanies to frontload expenditures and ranp up
activity to take advantage of credits and deductions before they
shift off into the future is part of the reason why the
effective date of January 1, 2014, was chosen rather than a
|ater effective date. Because the season is really over the
winter, it would be relatively difficult to frontload into 2013,
which is a reason why the admnistration decided not to put a
| ater effective date. The departnment has a good handle on the
rul es and regul ati ons about frontloading and prepaying, and the
adm nistration believes the January 1, 2014, effective date
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di m ni shes that possibility, although that is not say it cannot
happen under any circunstance.

1:55:45 PM

MR, PAW.OWSKI turned back to his presentation, saying the issue
menti oned by Representative Tuck is dealt with in Section 16,
page 13, line 4, regarding the carried-forward tax credit [slide
8]. Conpanies that do not have production do not have revenues
against which to wite off expenditures, nor do they have the
ability to use that $5 per barrel credit. In the bill as
originally introduced by the admnistration, a conpany had to
carry forward the loss carry forward credit until production and
that was given a tine value of noney increase of 15 percent
However, in CSSB 21(FIN) am(efd fld), page 13, lines 6-10, the
loss carry forward credit was increased to 35 percent to match
the base rate of the tax and allowed to be nonetized, so no
| onger does this credit need to be carried forward and applied
agai nst producti on. A new entrant that does not have a
liability would be able to generate 35 percent credit based on
its |l ease expenditures and its loss and that would provide the
incentive that Representative Tuck was earlier asking about for
a new entrant that does not have a liability and is |ooking for
sone of that state support up front.

1: 57: 58 PM

MR. PAW.OWASKI, continuing his response to Representative Tuck's
earlier question, stated the bill, as originally introduced,
required that a conpany wthout a production tax liability -
w t hout production - had to wait to get this credit by carrying
forward the credit until the conpany had production. In the
original bill, the value of that credit increased at a rate of
15 percent a year. The other body heard testinony simlar to
that heard by this conmttee, and the discussion resolved around
the state foregoing tax revenue in the future versus
participating for this group of conpanies. The other body
decided to sinplify the system and allow the conpanies to cone
to the state for the cash paynent or transfer of this credit.
Under ACES, a conpany gets a 20 percent capital credit plus the
25 percent loss credit. Under CSSB 21(FIN) am(efd fld), those
conpanies would get a 35 percent loss credit that can be turned
into the state for a nonetary paynent. In further response to
Representative Tuck, M. Pawl owski confirmed this would be on an
annual basis.

1: 59: 36 PM
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MR. PAW.OWBKI, responding to Representative P. WIson, confirned
this provision wll enable a small conpany that does not have a
big cash flow to get sone funds so it can continue its work.

1: 59: 59 PM

MR. PAW.OWSKI resuned his presentation, addressing the newy
created $5 per oil barrel tax credit [slide 9] contained in
Section 22, page 16, lines 4-9. He said this credit applies to
each barrel of oil that is subject to tax under the production
tax. This credit is applicable to the producer's tax liability
for the year the oil was produced, is not transferable, and any
unused portion may not be carried forward for use in a later
cal endar vyear. Further, this credit nmay not be applied to
reduce the producer's tax liability below zero. The other body
added this provision to balance the high, high base rate of 35

percent. The provision essentially creates a progressive system
Wi thout using the progressivity nmechanism that exists in current
statute. Under the current system <credits are provided for
upfront capital expenditures. This provision would provide a
credit for directly targeted production - if a barrel is not
produced, there is no $5 per barrel. For exanple, to earn $100
million in credits under the current system the producer would

spend $500 mllion in capital (20 percent of $500 mllion would
be $100 million). Under CSSB 21(FIN) am(efd fld), the same $100
mllion credit would be earned by adding 20 mllion barrels of
production (20 million barrels at $5 a barrel is $100 nmillion).
The other body shifted away from incentives that are directly
tied to the expenditure of funds to incentives that are directly
tied to the production of oil.

2:02: 09 PM

REPRESENTATI VE TARR drew attention to page 4 of the fiscal note,
line 8, regarding the $5 per taxable barrel allowance. Not i ng
the provision's inpact of negative $425 mllion in fiscal year
2014 that doubles to an inpact of negative $825 in fiscal year
2015, she asked which DOR forecast the figures are based on.

MR. PAW.OANSKI replied it is based on DOR s fall [2012] forecast.
The inpact is less in fiscal year 2014 because the law is
effective January 1, 2014, and therefore only enconpasses half
that fiscal year; 2015 is the first fiscal year in which the
bill is in effect for the entire year.

2: 03: 18 PM
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MR. PAW.OMNSKI returned to his presentation, explaining that the
gross revenue exclusion (GRE) for North Slope oil and gas
[slides 10-11] is an additional incentive directly tied to
production. The GRE, Section 29, page 21, beginning on line 17,
provi des an additional benefit for new production that is based
on 20 percent of the gross value of new oil or gas that neets
one of three criteria. As in the original bill, one criterion
is that the oil or gas is produced froma |ease or property that
does not contain a |lease that was within a unit as of January 1,
2003. This is for the new areas in new units, recognizing that
two of the units that qualify are ones that were brought on
during a period of nultiple changes in the tax system The
second criterion is oil or gas produced from a participating
area established after Decenber 31, 2011, that was within a unit
formed [under AS 38.05.180(p)] before January 1, 2003. So these
woul d be new pockets of oil wthin the existing units. The
third criterion is that the oil or gas is produced from a well
that has been accurately netered and neasured by the operator to
the satisfaction of the commssioner of the Departnent of
Revenue (DOR), the producer denonstrates to DOR that the well is
producing from a reservoir that the Departnent of Natural
Resources (DNR) has certified was not contributing to production
before January 1, 2013, and the producer denonstrates to DOR the
volume of oil [or gas] produced from that well. This was an
attenpt by the other body to bring the GRE into the |egacy units
in a way that targeted sonme of the harder to reach oil that is
not contributing to production in the currently producing
forecast of oil, so new production within the existing units

In the other body it was easy to agree on the application of the
gross revenue exclusion to new units in new areas, but there was
a lot of work on how to get the GRE into the legacy fields to

apply to sonme of the harder to reach oil, which is where nost of
the oil is in the near term

2:06: 30 PM

CO CHAIR FEI GE, for purposes of investnment and maki ng a deci sion
whether to drill in a particular area, inquired at what point in
this tineline DNR woul d approve that particular production. He

further inquired whether DNR would wait for the conpany to
actually produce from that new reservoir or would approve it
ahead of time before the investnment decision is actually made.

MR. PAW.OASKI offered his belief that the intent is to push it

to sonmething that can be done before the investnent decision is
made.
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CO-CHAIR FEI GE surm sed DNR will address this in its comments.
2:07:11 PM

REPRESENTATI VE TARR noted di scussion occurred in the other body
that the third criterion is too broad and would apply to areas
that are already planned for production. Regardi ng the January
2013 date, she suggested the date could be shifted to make it
nore clearly only apply to new oil so as not to incentivize
devel opment that was al ready going to happen.

MR. PAW.OANSKI responded [the administration's] perspective on
the idea that already-planned devel opnent, and the distinction
that it is not new oil, is very difficult and problematic and
deserves nore thorough conversation. For exanple, Liberty was
planned to happen for years in the production forecast.
Counting that as new oil because it is in the revenue forecast
is a best guess of what mght happen in the future, and saying

sonehow that that is not new oil is perhaps a step too far. The
point in this language is that DNR is the one that defines what
is not contributing to production. The contributing to
production date of 2013 is because it cones into effect in 2014.
So, if that pool of oil, or that trapped pocket of oil in the
reservoir, was not contributing to production this year, then
that is new production. Because DOR nust take a very

conservative |look at what the fiscal inpact of that mght be,
there was nuch discussion regarding the range put on the
potential fiscal inmpact of this provision. The actual inpact of
the provision will depend on what the conpanies can prove to
DNR. The issue DOR had in developing the fiscal note was
providing the broadest possible spectrum for policynakers to
make a decision, and that is why a broad range is seen in the

fiscal note. Many projects have been in the revenue forecast
over the years and then disappeared. The concept of what is
truly new oil is new oil that is being developed that is not

contributing to production today. The wellbores in the revenue
forecast are defined as the currently producing.

2:09: 52 PM
REPRESENTATI VE TARR inquired whether the commttee could get
nore information if that date was pushed out one year to when

the new policy is actually inplemented and then the fiscal
i npact | ooked at.
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MR. PAW.ONBKI offered to provide a letter that DOR prepared and
sent to the other body that had a description of where this
fiscal inpact range conmes from and the actual barrels that are
being forecast in the production forecast. He said the letter
woul d help provide an idea of the way the dates can work. He
cauti oned nenbers about |ooking at the production forecast as a
given because it has been seen over the years how nuch it is
actually not a given that that new production is going to
happen, Liberty being just one exanple.

2:10: 54 PM

CO CHAIR FEIGE asked whether it is the Alaska G| and Gas
Conservation Conm ssion (AOGCC) or the Division of Ol & Gas
that actually certifies that it is a producing well.

MR. PAW.OWSKI deferred to Deputy Comm ssioner Balash for an
answer .

2:11: 27 PM

MR. PAW.OWSKI continued his presentation, noting the other body
added an Ol and Gas Conpetitiveness Review Board to statute
[slide 12]. This provision is in Section 33, page 22, beginning
on line 25, and is nodeled after the conpetitiveness review
board created in the province of Alberta, Canada. The ot her
body's intent was to provide a venue for institutionalized
know edge that is de-politicized by having both the public and
the private sector sitting together to look at the inpact and
effects of regulations and fiscal ternms on Al aska's place in the
worl d. The proposed new statute, AS 43.98.050 begi nning on page

23, line 26, establishes the board' s duties and requires the
board to provide annual witten findings and recommendations to
the |egislature. The provision recognizes that while fiscal
terms are critical to the health of Alaska's oil and gas
i ndustry, the good work by DNR as well as other activity the
state can do, matter as well. Page 24, line 3, states the board
"identify factors that affect investnent in oil and gas
exploration, ... including tax structure, ... infrastructure;
wor kforce availability; and regulatory requirenments”. The

board's goal is to recognize that it is a broad spectrum of
i ssues affecting the conpetitiveness of the state. The board is
set to sunset Decenber 31, 2022, and is nmade up of nine nenbers.

2:13: 38 PM

HOUSE RES COW TTEE - 25- March 22, 2013



CO CHAIR SADDLER, regarding the inmportance of stability and
predictability, inquired whether this review board will be seen
as a good or bad nessage to industry, given it wll be |ooking
at what changes need to be nade.

MR. PAW.OWSKI answered he understands the concern that industry
and many Al askans have about the variability of the tax system
He said it is inportant to note that those changes are not
al ways statutory; many over the years have been regulatory. For
exanple, the Mirkowski Admnistration, through a regulatory
change, aggregated the economc I|imt factor (ELF) in the
Prudhoe Bay Unit, which led to a substantial tax increase. So,
it is inmportant to recognize it is not just statutory changes
that can and have led to perceptions of instability. The other
body |ooked at the benefits that an institutionalized, de-
politicized board had on the province of Al berta, and saw it as
a positive and as a nessage to Alaskans that it is not just
deciding to take a step forward and saying things are done. The
world and technol ogy are changing and Al aska needs to be ever
vigilant about how to consistently be conpetitive as well as be
nore conpetitive

CO CHAIR SADDLER concluded the state actually still has the
capacity to do that kind of continual horizon scanning now, and
this just formalizes it for 10 years as a feedback | oop.

2:15:56 PM

REPRESENTATI VE TARR understood Al berta is about $4 billion in
debt based on changes to its royalty structure for the oi
sands. She asked how such a board has worked in Al berta and why
Al aska woul d want to use that as a nodel

MR, PAW.OWSKI confirmed the G| and Gas Conpetitiveness Review
Board in Alberta |led to the change in the province's royalty
terns, but said production and investnent increased dramatically
after the change was passed. Wiile Alberta is in a deficit
today, he proposed that Al berta is not necessarily in a deficit
because it changed its ternms, but because growh in oil supply
in the md-continent and transportation bottlenecks out of
Al berta are resulting in the province's oil selling for dramatic
di scount to the world market.

2:16: 50 PM

CO- CHAIR FEI GE i nquired what that price is.
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MR PAW.OMABKI believed it was in the range of $50-%$60.

COCHAIR FEICGE related that a parlianmentary representative from
Al berta visited his office and was conplaining about the
province getting $55 a barrel for its oil. He opined that an
"Excel pipeline" could nove that oil and provide a better price
to Al berta.

2:17: 10 PM

MR. PAW.ONSKI, speaking to the conpetitiveness review board,
reported Alberta's premer recently stated that despite the
short-term deficit Alberta is currently in, it is not the intent
of the province to change its taxes on the oil industry to
overconme that short-termdeficit. Alberta is taking a |long-term
| ook at the investnment that is comng into the province, which
i s huge.

2:17: 48 PM

REPRESENTATI VE P. WLSON recalled that after Al aska nmade its
changes, Al berta's board al so nade changes. However, because of
the board, Alberta realized it before Al aska and changed things
right away. So, she surmised, having the board helped the
province be on the ball nuch better than what Al aska is doing.

MR. PAW.OMSKI said the aforenentioned interpretation of what
happened in Alberta is fair, based on his wrk talking to the
provi nce. He encouraged nenbers to |[ook at the benchmarking
slides provided to the commttee by Econ One in an earlier
presentation for western Canada. There was a marked decline in
the rate of investnments in Alberta and an increase in
Saskat chewan because Alberta nmade its changes, investnent noved
to Saskatchewan and British Colunbia because of the proximty.
In the other body, the legislature's consultant stated the
ability to quickly nove things away from Alaska is nuch nore
difficult than in the Lower 48 or Al berta. So, the delay in
reaction in Alaska has not been as severe as it was in Alberta,
but Alaska has had a simlar decline, which is seen in the
benchmarking slides of Alaska's failure to keep up with the rate
of growth in investnment that is going on around the world right
now.

2:19: 41 PM

REPRESENTATI VE TARR inquired whether M. Paw owski believes the
| anguage under the duties of the conpetitiveness review board is
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broad enough that the board would be |ooking at transportation
i ssues. She surm sed the nanme "conpetitiveness review board"
could be interpreted to be broad enough to be |ooking at all of
those factors so as to prevent the oversights that happened in
Al bert a.

MR. PAW.OABKI, in response, drew attention to page 24, |lines 3-
6, and said there could perhaps be additional |anguage in that
section of the bill to talk about identifying factors that
affect investnments. The administration, he added, is interested
in a dialogue with the conm ttee about any changes or expansions
to the issues in the bill.

2:20: 49 PM

COCHAIR FEIGE next turned to the Departnent of Natura
Resources' presentation about the gross revenue exclusion. He
noted that CSSB 21(FIN) am(efd fld) made sone changes to this
provi sion fromwhat was witten in HB 72.

2:21:32 PM

JOE BALASH, Deputy Conmi ssioner, Ofice of the Conm ssioner,
Department of Natural Resources (DNR), discussed the three-part
test for the gross revenue exclusion [slide 2], stating that a
producer can qualify 1its production for +the gross revenue
exclusion (GRE) by satisfying one of the three parts, but cannot
qualify tw ce. The first of the three ways to qualify is for
production from a wunit formed after 2003. The only two
currently producing units that fit that definition are the
Ni kai tchuq and Oooguruk units. The second of the three ways to
qualify is for production from a unit formed prior to 2003,
provided that production conmes from a participating area (PA)
that was fornmed after 2012. Moving to the third of the three
ways to qualify, he related that the other body wanted to
identify a way for production from |egacy units and | egacy PAs

to qualify. Thus, the third way is for production that is
denonstrated to DNR to be from a reservoir not currently
contributing to production. He said the GRE targets what

everybody wants, which is new production.

2:23.:52 PM

MR. BALASH explained the North Slope has 18 units and wthin
those units are 38 separate participating areas [slide 3]. A

given piece of land that is a wunit mght have nmultiple
reservoirs and nultiple formations that are at different depths.
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The PAs are used as a way to define the ownership horizontally
and vertically. Leases and units are two di nensional and PAs go
to the third dinension. Regul ati ons describe the authorities
and processes that DNR uses in nmanaging its units to govern
these PAs [11 AAC 83.351, PA formation, expansion, contraction
11 AAC 83.343, Plans of developnent; 11 AAC 83.371, Allocation
of production and costs; 11 AAC 83.303, Protect all parties].
Moving to slide 4, which identifies the PAs in nine of the North
Slope units and the year those PAs were fornmed, he pointed out
that Prudhoe Bay has the highest nunber of PAs and that the
Northstar Fido PA is no longer pending as it was approved in
2012.

2:25:40 PM

MR. BALASH said the North Slope's largest unit, and the nother
| ode, is the Prudhoe Bay Unit. Using animation on slide 5, he
denonstrated "a topside view' of what the underlying PAs | ook
like, first showing the initial production area (IPA), and then
the PAs at differing depths: Li sburne; West Beach; Point
Mcl ntyre; N akuk, which was two separate PAs that were conbi ned
later; Mdnight Sun; Polaris; Aurora; Borealis; Oion; and
Raven. Most of the acreage in the Prudhoe Bay Unit is occupied
by at |l east one PAif not multiple PAs, he noted.

2:27:10 PM

MR. BALASH then denonstrated what the aforenentioned |ook I|ike
fromthe vertical perspective [slide 6], beginning with the |PA,
and nother |ode, of Sadlerochit [in 1977]. The Lisburne PA cane
in 1983; West Beach, Point MlIntyre, and North Prudhoe Bay cane
in 1993; the conbined N akuks cane in 1994; and M dnight Sun
[came in 1998]. He explained these are all occurring sonetines
at different depths and other tines at the same depth but from
separate formations that are distinct and defined differently

geologically, and the oil in each has different geochem stry. A
nunber of blocks of land have PAs in all four horizons, a
testament to the richness of Alaska's hydrocarbon system These
are all distinct layers of reservoir rock that produce oil, but

they are different accumrulations, and, generally speaking, are
not in conmuni cation with one another.

2:29: 05 PM
MR. BALASH said the Division of Gl & Gas eval uates and approves

participating areas using the process spelled out in 11 AAC
83.351, PA formation, expansion, contraction [slide 7]. Very
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inmportant is that a PA may include only the |and capable of
producing or contributing to production of hydrocarbons in
paying quantities. That neans if a well is drilled into a field
it is going to drain oil fromthe reservoir in question, so the
participating area that is contributing to production is really
inportant to everybody - the owners of the field, the State of
Al aska, as well as the individual |essees inside the field. I t
is inportant because that is how both the nobney and the costs
are divided up. Everybody "in the sandbox" has an interest in
making sure these PAs reflect reality to ensure everybody's
interests are protected. As the given PA noves into production,
it can be seen through differences in pressure or flow whether
there is acreage within the PA that is not contributing and
therefore should not be included. That portion of the PA would

then be contracted out and left back into the larger unit. | t
is here that DNR uses its unitization criteria [11 AAC 83.303]
for evaluating whether and when to grant a PA It goes to the

fundanmental governance of the departnent's oil and gas | eases,
which is to pronpote conservation, prevent waste, and protect all
of the parties.

2:31: 38 PM

MR. BALASH, continuing his discussion of DNR s evaluation and
approval of PAs, explained that when preparing to nove into
production, the operator of the unit submts application [slide
8] . Subm ttal includes [Exhibits C and D] which lay out the
| egal descriptions of where and at what depths the PA is. The
exhibits also lay out the specific allocation factors; it is not
sinply a matter of counting up the acres or square footage of
rock or pore space, but actually goes to where the oil is in the
reservoir and how nmuch of it is on the specific properties in
guestion. [Exhibits E and F] are included if it is a net profit
share (NPS) |ease; while there are not many of those, it is
inmportant to call that out. Moving to slide 9, he added that
Exhibits C and D lay out specifically the anount of oi
contained in place and on which |eases, as well as what tract
factor is going to be wused in the allocation of cost and
production of the share of the barrels that get produced.

2:33:25 PM

MR. BALASH explained that once devel opnment activities conmence
and a PA is fornmed, a Plan of Devel opnment (POD) [required under
11 AAC 83.343] is submtted to the departnent [slide 10]. That
PCD | ays out the process and nmeans by which the |ease and unit
is going to be devel oped and produced. Those plans cone into
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the Division of Gl & Gas for review and approval. They lay out
where the facilities are going to be, the pipelines, any
production islands that need to be nmade, and also identify any
gathering lines that bring production from outlying areas into
the production facilities and processing facilities thenselves.
That POD is submtted annually for review and approval; it is
very rare that the division does not approve a POD, especially
once a field is in production. The POD is essentially the red
button on the desk, so if there is not a POD approved, the
operator is not supposed to be producing the oil. That is not
good for anyone, including the state, so what usually results is
a negotiation of sorts between the |essees, the operator, and
the Division of Gl & Gas. Those things are rather technical in

nat ure. It is part of the division's day-to-day business and
something [the departnent] thinks is going to be useful as it
noves forward in evaluating how this third bucket of

qualification for the GRE is going to actually play out.

2:35:17 PM

MR. BALASH informed the conmmttee that the third qualifying
mechani sm for the GRE will likely cone into play in the tract
al l ocation factors, given the division goes through this process
on an annual basis [slide 11]. The departnment has a specific

regul atory process [11 AAC 83.371] for allocating production.
It is part of Exhibit C that is submtted when the PAs are
formed and which provides the bases for calculating the tract
factors of acreage, ori gi nal oi | in place, the anount
recoverable, and the value of the hydrocarbons. Each of the
wor ki ng interest owners receive their revenue and pay their cost
based on these tract factors. It is part of the negotiation
that goes on anong the private parties thenselves as well as the
st at e. The state has its own interest in ensuring that those
tract factors reflect the state's ownership of the barrels in
the field, especially when there are l|leases wth nmultiple
royalty rates. Fromtime to tine revisions need to be nmade to
the allocation factors, he continued [slide 12]. As production
unfol ds, PAs either expand or contract and work is done with the
operators over tinme to neke sure that those PAs remain as
accurate as possible.

2:37:29 PM

MR. BALASH provided an exanple of the aforenentioned using the
Kuparuk River Unit, noting that slide 13 shows the unit boundary
as well as the main PA boundary inside the unit. He expl ai ned
that the various bubbles depicted inside the field show all of
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the wells that have been drilled. [ The green bubbl es depict]
the wells that are producing oil [and the blue bubbles depict]
water injection; in some cases it is both, depending upon the

maturation of the field. Last vyear, ConocoPhillips Al aska,
Inc., drilled Shark's Tooth in the southwest portion of the
Kuparuk River Unit. It was billed as an exploration well, but
was in a participating area. Conoco announced a discovery and

DNR has had prelimnary discussions with the operator about
whet her the Shark's Tooth discovery is in the PA or is new
production [slide 14]. The departnent understands that the
accunul ation itself probably |ies beyond the original Kuparuk PA
boundary, but that sone portion of it is clearly inside the PA
boundary. So, as the departnent thinks about this third test on
the qualification for the GRE, the operator is going to have the
burden of showing to DNR geologically, probably using four
di mrensional seismc or other technical tools, why it believes
this particular accumulation is not <contributing to the
production from the wells located to the northeast. This is
going to be an interesting dialogue that unfolds between the
division and industry, he posited, because for acreage to be
included in the PA it is presuned to be contributing to
production. The operator is therefore going to have to nake the
argunment, as well as denonstrate, that what it is targeting
through a given well or plan of devel opnent is actually going to
result in the production of barrels that are not currently
contributing to the production streamfromthat PA

2:40: 37 PM

MR. BALASH related the departnment thinks there are a couple of
ways to engage in that dialogue wth the conpanies and wll
probably | ook at establishing some regulations to govern that
process. Making it a part of the annual Plan of Devel opnent
reviews is one way to go about it, so DNR would have as part of
its approval a very specific elenent in that approval that
identifies the location in the PA that is going to qualify for
the GRE. Then, DNR s hands would basically be clean of the
i ssue, at which point it could be turned over to the Departnent
of Revenue to work with the |essees on how they are going to
account for those barrels and count them when calculating the
value of the GRE in the overall tax calculation.

2:41: 42 PM
CO- CHAIR FEIGE, regarding using the third way to qualify for the

GRE, drew attention to slide 14 [Shark's Tooth WlIl] and asked
whether that is sonething DNR could determne fairly early in
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the overall project tineline, even before an investnent decision
woul d have to be nade.

MR. BALASH replied yes, DNR thinks there are ways to do that.
However, in this particular case the discovery well itself was
drilled into a participating area, so conversation wll start
with providing information on why the conpany thinks this
particular accunulation or part of +the reservoir is not
contributing to production today. Whet her t hat Is a
conversation that needs to happen prior to the conpany's
planning that goes into the ultimate POD in a given year is
something that DNR will be sitting down and working out. Today,
with the legislation evolving the way it is, DNR does not have
everything mapped out specifically as far as what that process
will look like. But what the departnent does know, is that when
talking about a reservoir that is in a participating area
already, then industry is going to have to cone to DNR and
denonstrate on technical ternms why it is this well is not
contributing to production today.

2:43: 38 PM

CO CHAIR FEIGE presuned chemical differences in the oil and
differing reservoir pressures would be the kind of indicators
t hat DNR woul d be | ooking at.

MR. BALASH responded by providing an extrene exanple but one
that highlights how it really works. \When BP discovered Badam
some 20 years ago and noved into developnment in the |late 1990s,
BP had drilled the wells, tested the pressure, and shot the
seismc. Thinking it wunderstood what was there BP built the
production facilities and a pipeline, but when the unit was
actually opened up for production, the production dropped off
rapidly, which was not expected. The reason was that this
accurrul ation of oil was actually separated by lots and lots of
faults, so there was not conmunication throughout the reservoir
rock as BP had expected and counted on.

2:45: 12 PM

MR. BALASH continued, explaining that, today, four dinensiona
seismc is used in the |legacy fields of Kuparuk and Prudhoe Bay.
This uses the elenent of tinme to create a fourth dinmension in

which it can be seen visually where the oil is noving and,
inportantly, where it is not. |If it can be seen that identified
oil is not noving into those production wells, then sonething is
keeping that oil from noving in. Today, industry is drilling
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nore sophisticated, directionally targeted wells that penetrate
those particular pockets to allow the production to occur.
Sonetines there is a sense that an oil field is like a balloon
or bag full of oil - just drill the well and suck out the oil
In reality, especially in sonme of these nore conplicated
reservoirs, it is nore like a Hefty bag full of all kinds of
bags, balloons, and Ziploc bags. A lot of themare filled with
oil, sone are filled with gas, and others are filled with water.
When drilling the wells it is a matter of ensuring that all of
the fluids are actually being drained, not just sonme of the
i sol ated ones, by nmaking sure there are penetrations into each
of the pockets of the rock that contains the oil. Thi s
particul ar provision added by the Senate is going to require a
ot of work between industry and the departnents, but it is a
provision that is going to be pretty powerful in ensuring that
nore of the people's oil is produced.

2:47:42 PM

CO CHAI R SADDLER inquired how it can be proved that a reservoir
in a participating area has not previously [contributed] to
producti on.

MR. BALASH answered one way is with four dinmensional seismc, in
which nultiple three dinensional imges are taken of the sane
area over tine. So, over tine, it can be seen graphically where

the oil, water, and gas are noving in the reservoir, and
specific parts of the reservoir that are not noving can be
i dentifi ed. If they are not noving, it could be for any nunber
of reasons, but primarily it is likely due to sone fault or

break in the rock itself or a penetration geologically with sone
other strata that is shielding that portion of the reservoir
from flowng through the rest of the sandstone into the
production wells. He said another way is one he has been told
about by reservoir engineers. In this nmethod, massive reservoir
nodels are used to track the pressures and fluid dynamcs to
tell how rmuch energy is in the reservoir, where it is, and where
it is going. Predictions are then conpared against the actual
results to learn what is going on inside the reservoir itself.
Thus, reservoir nodels and four dinensional seismc can be used
to denonstrate to DNR that a given area is not in fact
contributing to production.

2:50: 39 PM

CO CHAIR SADDLER commented it sounds like there is no clear
answer of yes or no that there is contribution. He asked
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whether there is a probability or reliability factor that nust
be applied to this.

MR. BALASH replied the risk of undertaking the new activity is
on the operator. The risk is on the operator if an area that
looks like it is not contributing is drilled and then the
operat or does not get anything out of it.

2:51: 29 PM

CO- CHAIR SADDLER inquired whether acreage judged not to be
contributing goes into a "fallow' category in which there is no
point any nore to drill in that area.

MR. BALASH responded he was told by a "guy with a lot of white
hair once that 'technology changes, mnmarkets change, but rocks
don't change.'" There are portions of the fields that 30 years
ago will be described as "fallow', but that today are worth
going after. The key is in the active managenent of the unit
and PAs, and that those parts contributing to production be
recorded as such in the PAs in these tract factors. I f, over
time, it is found that it is not contributing, DNR contracts
that out of the PA and leaves it to the operator to possibly

find an opportunity in the future. Returning to slide 6, he
poi nted out that the Kuparuk horizon has a lot of unaffiliated
acr eage. Wiile he cannot say how nuch of that mght contain

hydrocarbons, to the extent that there are hydrocarbons present,
whether they are economc is going to be the question.
Sonmething that is not a PA today is not being produced, but
technol ogy inprovenents or market condition changes may nake
sone of those additional hydrocarbons comercial and worth
pursuing. That is the kind of opportunity that is trying to be
unl ocked here. In further response to Co-Chair Saddler, he
confirmed that the GRE is supposed to encourage and incentivize
t hat .

2:54: 06 PM

REPRESENTATI VE P. WLSON requested further elaboration on the
eval uati on and approval of participating areas [slides 7-8].

MR. BALASH answered DNR follows an order in the nanagenent of
| eases and the production of oil; the order starts with the
| ease and then exploration is undertaken. For oil accunul ation
that is thought to cover nultiple | eases the conpanies conme [to
DNR] and get a unit. Once they have that unit the operator
provides DNR with a Plan of Devel opnent (POD) that tells what,
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where, and when sonmething will be built, what will be drilled
and where, and where the production, then, is going to cone
from The PA is really an expectation as the operator nobves
into developnment and it is to include the depth of the unit
itself, and the acreage, that the oil is thought to be and where
the drilling will occur to produce it. For example, if the
depth is between 6,500 and 6,300 feet wunder the [surface]
outline of an area - that would be the participating area (PA)
inside the unit and that is what DNR records in the unit files.
The operator then executes the Plan of Devel opnent, noves into
production, and begins to count the noney.

2:56:12 PM

REPRESENTATI VE P. W LSON understood there would be a PA for the
preci se [aforenentioned] area within the unit and surm sed there
woul d have to be another PA if, within that unit, there is oil
at a different [depth].

MR. BALASH, using slide 6, confirnmed and illustrated that there
can be separate PAs at different depths because they are, in
fact, different accunul ations of oil.

2:57:06 PM

REPRESENTATIVE P. WLSON returned to slide 7, saying she does
not understand the three criteria [listed under 11 AAC 83. 303]:
pronote conservation, prevent waste, and protect all parties.

MR. BALASH replied DNR exercises its authority to form a unit
and manage the developnment of the resource for these three
[ af orementi oned] reasons; they are the criteria on which DNR
bases its decisions. In Texas 150 years ago, people used to
drill wells everywhere they could, causing energy in the
reservoir to be wasted because there would be less ultimte
recovery of the hydrocarbon. Wiile the Alaska Ol and Gas
Conservation Comrission (AOGCC) is ultimtely responsible for
conservation of the resource, there is a role of DNRs
managenent that is incorporated when the departnment eval uates
units and participating areas.

2:58: 24 PM
REPRESENTATI VE P. WLSON surm sed, then, that Al aska does not

want to waste its resource, and if too many wells are drilled
there woul d not be enough pressure to get all of the oil out.
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MR. BALASH responded yes, that is a part of it.
REPRESENTATI VE P. WLSON i nquired how the state controls that.

MR. BALASH answered it is not so nuch the state telling how many
wells can or cannot be drilled, but the state ensuring there is
a clear plan for the devel opnment of the reservoir itself so it
is developed in a prudent way. The ultimate approval for wells
is granted by AOGCC, but as the owner of the resource [the
state] wants to ensure there are not "food fights" over who gets
to drill the wells and who gets to be in charge of the field.
It gets to be a very inportant point when there are nultiple
| essees in the same unit, such as in Prudhoe Bay and Kupar uk.

REPRESENTATI VE P. W LSON understood the state also wants to keep
the land as environnmentally good as it can, so does not want to
needl essly drill different places.

MR. BALASH replied correct.
3:00: 14 PM

REPRESENTATI VE TARR inquired whether it would be better to
determ ne what would count as new production through regulation
or through nore direct |anguage in the bill.

MR. BALASH responded DNR thinks the language in the bill today
is workable, but the departnment is unsure whether it will be so
prescriptive as to set out a regulation that guides its approval
process. The departnent wants to be able to provide the | essees

with sonme clarity as to how DNR will go about certifying that a
portion of the reservoir is not contributing to production, but
t he departnment has not |anded on that exactly. In the end, it

wi Il probably be a conbination of both - there is probably going
to be an avenue through the POD process and probably an avenue
through sonething nore rigid that is laid out in regulation.
The statute provides DNR with the authority and ultimtely that
is going to be sonmething DNR can spell out one way or the other.
The key words in the statute are "contributing to production”.

3:02: 03 PM
REPRESENTATI VE TARR posed a scenario where the reason for
previ ously not devel oping sonething was cost related and asked

whether that reason could be considered appropriate for
sonething to qualify as new producti on.
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MR. BALASH answered it wll probably be nore of a technical

guestion than a cost question. The cost question will come up
in the decision of whether to undertake the activity necessary
to get at those hydrocarbons. For exanple, would it be worth
the noney to drill a separate well in the portion of a reservoir
with an accunul ation of, say, 100,000 barrels? That will be a
cost equation weighed by the operator, while DNR will consider

just the technical question of whether it is contributing and,
if it is not, then it is eligible for the GRE

3:03:17 PM

REPRESENTATI VE TARR observed that on slide 4 the N kaitchug PA
is shown as comng in 2011, but the exhibits on slide 9 are
dated as received in 2010. She inquired whether it takes about
a year fromthe tinme the paperwork for a PA is submtted until
the PA is actually approved. She further inquired whether there
are any PAs under consideration right now that are not shown on
slide 4.

MR. BALASH replied all of DNR s processes take sone tine. The
departnment goes through a thorough evaluation of the material
that comes in because it is inportant. As far as whether it is
typical to take a year, it probably has nore to do with the POD
cycle and how DNR goes about approving first the unit, then the
PCDs, and then the timng of the PA coming in is pretty close to
when [the operator] is going to actual devel opnent drilling and
producti on. So, sonetinmes there is a lag between approval of
the POD, the actual construction, and then the PA itself. He
deferred to a representative of the Division of Ol & Gas to
address whether there are any pendi ng PAs.

3:04:57 PM

TEMPLE DAVI DSON, Unit Manager, Central Ofice, Division of Ol &
Gas, Departnment of Natural Resources (DNR), stated there are
currently two PA expansion applications pending on the North
Slope, a PA formation application that just recently cane in,
and a couple [of PA applications] that the division thinks it
may see later in the year.

3: 05: 30 PM

MR. BALASH, responding to Representative Tuck, confirmed that a
PA is determ ned by DNR
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REPRESENTATI VE TUCK surmi sed there would be coordi nati on between
DNR and the Departnent of Revenue (DOR) in determ ning whether a
field or a PA qualifies for the GRE

MR. BALASH responded not nuch coordination is needed for a unit
or a PA The paperwork that DNR does in its normal course of
business will be used by the lessee to prepare the |essee's
taxes; therefore, that part wll be relatively siloed. However
it is this third category where the coordination between the
departnments is going to have to step up a little bit, and an
exanpl e of that kind of coordination can be seen in the changes
to the production forecast that DOR puts together. He said
DNR s Division of Ol & Gas was much nore involved over the past
year in helping DOR put those nunbers together and risk weight
the future new production in a way that nmade sense.

3:06: 59 PM

REPRESENTATI VE TUCK asked whet her any other departnents woul d be
involved for the third itemto qualify for the CGRE. He further
asked whether this would be a negotiations process with the
industry, given it may be hard to define exactly the PAs.

MR. BALASH replied he would not call it a negotiation so nuch as
a verification exercise. "They cone in, they nake application
they denonstrate to us, they show us why it is they think
particul ar acreage should be included in the PA and they
generally provide the kind of information our staff needs to

make those approvals. If they don't have the information, we
ask for nore ...." A dialogue definitely takes place, but he
woul d not go so far as to call it a negotiation.

3:08:11 PM

REPRESENTATI VE TUCK inquired whether DNR has an appeal process
or other nethod for reaching agreenent if it disagrees with the
package that is presented. He requested further detail on how
t hat agreenent is reached.

MR. BALASH answered the POD process and the PA process each take
place at the division level and are signed off by the division
di rector. Those decisions can be appealed to the comm ssioner
and ultimtely to superior court.

3:09: 08 PM
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REPRESENTATI VE TUCK understood there is an appeal, but asked
whet her [the division] nakes recommendations for nodifications
in those cases where there is a disagreenent. He expl ai ned he
is trying to see whether there is a partnership that is taking
pl ace or whether it is a yay or nay answer that can be appeal ed.

MR. BALASH directed attention to slide 10 and stated that if the
POD submtted by the operator is deened insufficient for
approval, then DNR can propose nodifications. | f the operator
agrees, the POD is approved. |If the operator disagrees there is
the potential that the POD expires, which neither DNR nor the
operat or wants.

3:10: 05 PM

[CO-CHAIR FEI GE held over CSSB 21(FIN) an(efd fld).]
3:10:19 PM

The commttee took an at-ease from3:10 p.m to 3:19 p.m

HB 158- DNR HUNTI NG CONCESSI ONS

3:19:12 PM

CO CHAIR FEI GE announced that the next order of business is
HOUSE BILL NO 158, "An Act authorizing the conm ssioner of
natural resources to inplenment a hunting guide concession
program or otherwise limt the nunber of individuals authorized
to conduct big game commercial guiding on state land." [Before
the commttee was the proposed conmttee substitute, version 28-
LS0555\U, Bullard, 3/20/13, adopted as the working docunment on
3/ 20/ 13.]

3:19: 28 PM

COCHAIR FEIGE opened public testinony [on the proposed
commttee substitute (CS), Version U.

3:19:46 PM

THOR STACEY, Lobbyist, Alaska Professional Hunters Association
(APHA), referred to page 3, Ilines 3-9, of Version U and
suggested the word "determne” on line 6 be replaced wth
"recomend” so that the |anguage on lines 4-7 would read "the
commi ssioner of fish and ganme shall recommend ... the nunber and
type of concessions". He said the APHA agrees that a statutory
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link between the Al aska Departnent of Fish & Game (ADF&G and
this programis appropriate and that overall it is constructive.

MR. STACEY noted the |anguage in Version U on page 3, lines 12-
19, is a response to the concern that an individual hunting
guide could hold a total of six federal and state concession
permts. However, he pointed out, AS 08.54.750 already holds a
regi stered guide to three guide use areas irrespective of |and
status wthin those, and therefore this concern is already

addressed in statute. The APHA feels that if concessions were
further counted against the total it could cause significant
portions of state land, or small inholdings within guide use

areas, to be unused or extraordinarily valuable, which is not
necessarily wthin the intent of keeping those three area
[imtations intact.

MR. STACEY said devel opnent of a transporter concession [Version
U, page 3, beginning on line 25] is perhaps the nost significant
change fromthe original bill. He said APHA is very supportive
of big gane commercial services generally having good public
oversight and is supportive of the concept of a transporter
concessi on program However, he cautioned, the guide concession
program took seven years of diligent hard work to devel op and
that question is now before this body as a fully devel oped
concept. The APHA is hopeful that the sanme process would be
applied to the future transporter concessi on program

3:22:39 PM

COCHAIR FEICGE, responding to Representative Tuck, clarified
that M. Stacey is referring directly to the proposed CS,
[ Version U, and the anmendnents [to the original bill] that were
incorporated into the CS

3:22:54 PM

REPRESENTATI VE TUCK requested reiteration of how the nunber of
concessions is already addressed in statute.

MR. STACEY replied an individual registered hunting guide can
hold only three guide use areas. Gui de use areas are subunits
of a ganme managenent unit (GW). For exanple, a guide use area
in GW 9 would be referred to as 0309 and there mght be 20
different guide use areas. These guide use areas take into
account physical boundaries, barriers, historic use, and so
forth. The attenpt was to draw them up with 100 percent | and
status - all federal or all state, sone private - but that was
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i npossible to do as can be seen by the checkerboard on the nap

of the state |and status. Wthin a guide use area there is
usually a majority of state or federal |and, but sonetines there
are mnority pieces within that. Sonetimes a person m ght have
to apply for a permt for a very small piece within his/her
gui de use area. |If a person does not have the ability to do so
because he/she has, say, three federal concessions, then that
tiny inholding of state land could, if in a very favorable

| ocation, domnate the rest of the guide use area. O, it could
go unused because it is not a big enough unit to be valuable as
a concession, but it is unused because the federal concession
hol der could not apply for |and use authorization there.

3:24: 35 PM

REPRESENTATI VE TUCK stated the intent of this provision is to
open it wup for nore opportunities for nore people. He
understood M. Stacey to be saying, however, that this is
adequat el y done under current state statute.

MR. STACEY responded correct.
REPRESENTATI VE TUCK further understood M. Stacey to be saying
that keeping this provision in the proposed CS could create a

potential problem

MR. STACEY answered the potential problem is that there are

small inholdings that are either extraordinarily valuable or
unintentionally unused. The state has a historic conpronise
where guides are limted to three geographic areas; the

individual land status within is the question with a concession
program The APHA's position is that it is already addressed in
stat ute.

3:25:34 PM

REPRESENTATI VE JOHNSON understood M. Stacey to be describing a
state concession area that mght have a small federal area
inside it or vice versa. He asked whether APHA' s concern woul d
be satisfied with a provision that excludes a state area within
a federal area or an area within a state area.

MR. STACEY replied if there is a sliver, and that sliver is
excluded, there would need to be a definition of sliver - how
smal | does snmall becone. One person's definition of a sliver
m ght be a very valuable piece of beach in a brown bear area

The guide use areas already in place, he explained, have drawn
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in those conprom ses - historic use, physical barriers, and so
forth. The APHA's position is that the guide use area is the
best type of three-area limtation. Additionally, the industry
is currently set up around that so a guide cannot control too
nmuch | and.

3:27: 03 PM

REPRESENTATI VE JOHNSON understood if this proposed provision was
i npl enented a guide could hold three federal concessions and
three state concessions, excluding the small slivers.

MR. STACEY responded absol utely. He posed a scenario of three
different |andholders within one guide use area, each of which
has concessions covered under this provision. A guide would
have to apply for each one of those concessions, but another
guide could also apply for those concessions. So this guide use

area can now provide nore opportunity. A guide is not
guaranteed to get that just because he/she has the guide use
ar ea. There could be three difference concessions wthin one
guide use area, which is an extrene exanple and very rare
situation within the state. So a guide would not want to be
prevented from applying for concessions wthin another guide use
area because he/she is already geographically limted to that
area. He allowed it is confusing to add this |layer of guide use
area, but it is part of the professional |icensing.

3:28:19 PM

REPRESENTATI VE JOHNSON commented that "guide wuse area" is
somewhat of a new term

CO CHAIR FEICE stated, "'CGuide use area’ is what they are using
now'.

REPRESENTATI VE JOHNSON presunmed that guide use areas would go
away With the concessions.

MR. STACEY stated guide use areas would not go away. In the
vast nmmpjority of the state, he continued, there is one type of
concession within each guide use area so that a concession
boundary and a gui de use area boundary |ine up. However, it is
not that way everywhere. For exanple, "I register for 0902 and
2602, let's say, different guide use areas. Cenerally it is the
sane land status wthin those, but there are sonme specific
differences where you mght have to hold two different
concessions in that area now "
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3:29:18 PM

REPRESENTATI VE JOHNSON understood that would be true whether it
is state or federal under this program "so you'd still have to
hold two if it's all on state |and."

MR. STACEY answered absolutely. The concern is that if a guide
has such a small concession that it is not economcally viable
and the person that has the majority of the land status around
it cannot apply it, it would lay fallow and be unused.

3:29:43 PM

REPRESENTATI VE JOHNSON inquired what is keeping soneone else
fromapplying for that and making it not unused.

MR. STACEY replied there is a low density of aninmals and not al
land is created equal. It takes so nuch land to create economc
viability. No one can have a reasonable opportunity if too
small of a concession is within a guide use area and the person
with the federal land that is surrounding it cannot apply for
it. As it stands currently, the federal operator is just paying
$500 to hunt on state land there now, that operator does not
have to conpete at all. It is within his guide use area, so he
woul d not be getting nore | and than what he has currently.

3:30: 39 PM

REPRESENTATI VE JOHNSON said he needs to beconme famliar with the
gui de use area under the new concession area. He asked whet her
[the guide wuse area] is going to go away and said his
understanding is that the new concession area becones the guide
use area.

MR. STACEY responded the guide use areas were drawn up wth
hi storical conpromse, such as what 1is big enough to be

cormercially viable depending on the part of the state. For
i nstance, guide use areas in Southeast Al aska are nmuch smaller
than in the Arctic. So these guide use areas cane out of "a
situation with commerce” and now the |andholder - the state or
federal agency or whoever it is - has attenpted to match these
concessions with the borders of the guide use areas, and the
vast mgjority of them were successful. There are very few

i nstances where the situation being tal ked about would happen,
but it could cause that land to be unused, which is not
sonet hi ng APHA woul d want to see happen.
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3:31:49 PM

CO CHAI R FEI GE announced the commttee would ask the Departnent
of Natural Resources (DNR) to provide further clarification.

CO CHAIR FEICGE requested witnesses to address their coments
specifically to the anmendnents that were incorporated into
Version U

3:32: 37 PM

TIM BOOCH, WMaster @uide 176, testified he conducts hunts on
Native, state, and federal refuge I ands. Regarding the
provision for the Departnent of Natural Resources (DNR) to be
able to deal with transporters, he nmaintained that that is the
Big Gane Commercial Services Board's job to do. As witten in
Version U [page 3, line 26], he said the "may" just neans maybe,
not for sure. This guide concession program has a nunber of
things the guide industry and APHA do not support. There are
things that need to be ironed out and he has little confidence
that they wll. He said he has offered alternatives to this in
his [earlier] comments to DNR and to the conmittee. The Board
of Game and the Big Ganme Comercial Services Board are the
state's tools tasked and funded to regulate the guide industry
and all ocate the resources. However, they are hanstrung by this
pl an, whi ch is evi denced in t he cherry pi cki ng
al l ocation/application of the drawing permts.

MR. BOOCH stated the Kodiak nopdel represents the tine tested,
precedent-setting allocation for drawings in the state. For
hi gh-profile, guide-required species that focus the attention of
guides and residents on a limted resource, the Board of Gane
has devel oped a very good system The [3/13/13] testinony by
M. Tiffany of the APHA did not bring up the guide/client
agreenent, an established pre-requisite in these draw ngs that
establishes a relationship with the guide and the hunter. He
di sagreed with M. Tiffany's testinony that Cabela's and big box
booki ng agencies can flood the drawing such that a guide cannot
have a viable guide business in a drawi ng, and pointed out that
there are viable guide businesses on Kodiak Island, which has
nine state |and guide use areas with nultiple guides. The Board
of Ganme and the Big Gane Commercial Services Board should be
allowed to use those tools, and those tools do work. He urged
HB 158 be tabled until the |egislature decides on this nost
i mportant cultural and econom c issue in Al aska.
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3:35:45 PM

REPRESENTATI VE P. WLSON said it sounds |like M. Booch is saying
“"the big gane guys" have tried to circunvent the Board of Gane
to get legislators to do sonmething different.

MR. BOOCH replied he is not saying that. Conti nui ng, he said
there are a nunber of different powers in this. The APHA is a
| eading conservation group and voice, but there is not a

consensus W thin the APHA That is not because the board of
directors and the people involved have not tried to represent
that; it is that some of the nenbers feel they are not wel cone

t o. Those people who are Class A guides, or assistant guides

or apprentices, or who do not do a lot of hunts, feel they are
not even pertinent in the issue. The point is there are certain
menbers of the Board of Gane who have bought into this and
legitimately feel it is their task to pronote this and so they
have deferred from inplenenting a standard uniform draw ng
permt application, which is the Kodiak nodel. It covers every
probl em that possibly can occur. M. Tiffany's [3/13/13]
testinmony that the guide concession programis going to get rid
of the need for a drawing is not true, he asserted. "If it is a
gui de required for nonresident species where nultiple guides and
residents conpete, if it is within ... easy access and it is a
high profile hunt, then it is going to be a drawi ng regardl ess
of what DNR does."

3:37:44 PM

MR. BOOCH, continuing his response to Representative P. WIson,
said the Big Gane Comrercial Services Board should also be
allowed ... There is now a precedent setting regulation in Unit
9 where there is spatial distribution between canps. However

the board did not include in that regulation the DNR registered
canps, which is where the established guides are. The board
just said permanent canps, but that is a precedent setting too

right there [that could be] inplenmented statew de and include
DNR canps. A federal style perspective is not needed and DNR
running the guide industry is not needed. The Big Gane
Commer ci al Services Board will regulate where a qguide
establishes a canp, so DNR does not have to try to deny anybody.
A guide wanting a canp could either have a DNR canp or could go
get one still. On a prospectus with this 14-day statew de
permt, a guide could not prove where he/she hunts. These are
al ternatives, he said. The Board of Gane has dropped the bal

and is cherry picking in these allocations. One area has an up
to 10 percent allocation, which nmeans nothing to the guide
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industry if the residents take it all. The policy used for
drawing allocation is the past 10 year average, but that is not
done. O there is a 50 percent guide allocation for Koyukuk
noose. O there is the Kodiak Island nodel of separate
nonresident and resident allocation, and the qguide/client
agreenent up front establishes a relationship with the guide and
the hunter. The hunter has to be registered prior to the
drawi ng application. Establishnment of the Kodiak nodel
elimnated guides that were prospecting. There are tools that
can be used. [ The bill] has gaps and big glaring mstakes that
shoul d be | ooked at.

3:40:14 PM

M. BOOCH, in response to Co-Chair Feige, agreed to provide
further information about the Kodiak nodel to Representative P.
W son. Responding to Representative Tarr, M. Booch agreed to
send information about how he is regulated by the U S. Fish and
Wl dlife Service, Native corporations, and DNR

3:41: 08 PM

DICK ROHRER testified he served on the Big Gane Conmerci al

Services Board for five years when it specifically went through
the whole state with lots of public input at many board neetings
to adjust the guide-outfitter use area boundaries and add within
those the state guide concession area boundari es. He concurred
with the changes suggested by M. Stacey. The guide-outfitter
use area boundaries as they exist today, and that whole body of
| egi slation and regul ation, cannot go away, he said. He spent
10 years working to get those boundaries, specifically on Kodiak
Island, to coincide so that the guide-outfitter use area
boundary would be the sanme as the brown bear permt area
boundary would be the sane as the federal concession area
boundari es. That works fine on Kodiak on federal |and, except
for specific areas that are very small, as pointed out by M.

St acey. For exanple, there is an area that has three
nonresi dent bear tags in the spring and two in the fall. A
small portion of that area is federal land, a small portion is
state land, and a larger portion is private land. This area is
an exanple of where it nakes sense, and the Big Gane Commerci a

Services Board has the regulations and the authority, to allow
the federal concessionaire to attenpt to have the state
concession within that guide-outfitter use area boundary. Since
it is only five possible nonresident bear hunters per year, it
is not reasonable to have potentially four different operators
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in that area. He reiterated that the guide-outfitter use area
boundari es, as they exist today, may not go away.

3:43: 53 PM

M KE MCCRARY testified this issue started in 2007, was devel oped
behind closed doors, and did not conme out to the public until
2010 in a series of informational neetings. The public never
really had any input on change and the developnent of this
program he charged. There are alternatives that have not been
| ooked at. This bill gives DNR authority, but if DNR did not
have the authority to do this program his question is what
process DNR used to go through the devel opnent of this program

that is now before the conmttee. Cccupational licenses are
designed to provide assurance to the public that the licensee is
qualified and neets the professional standard. Cccupati onal

licenses are not transferable and are issued to a person and not
a conpany. A hunting license is issued to a person and is not
transferable. For exanple, a person cannot be paid to be a
commercial pilot until qualified to provide that public service.
The common thread between a hunting |icense, guide |icense, and
pilot's license is that they are issued to individuals, are not
transferable, and the person neets certain standards before
he/ she can benefit fromthat |icense economcally. He therefore
suggested that if the nunber of guides needs to be Iimted, the
person actually conducting the hunt be limted to the I|icensed
prof essional qualified guide, not the private pilot and not the
assi stant gui de. If this program is inplenented, it wll be
financed on the backs of the public's wildlife resources, and
those resources are set aside, protected, by the constitution
for the comon use of all Alaskans. For all Al askans to benefit
from such a proposed program as this one, it would absolutely
have to make a profit for the state that can be shared by
Al askans.

3:47:12 PM

SMOKEY DON DUNCAN, Master Guide 136, testified he has been self-
enployed in this industry since 1986. He said he can tell
committee nenbers have not had tinme to read his comments on the
proposed anendnents that he sent by electronic mail yesterday
because otherwise nenbers would not be confused about the
[differences between] guide use areas and gui de concessions. He
urged his coments be read before the commttee votes. He said
| ast week's Big Ganme Commercial Services Board neeting had the
wor st attendance ever - many guides have and are giving up.
Effort to include the Al aska Departnent of Fish & Gane's (ADF&G
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input into the guide concession programis a welcome change, but
is six years too late; DNR has proceeded too far wthout
substantial industry input. What is really needed is area-by-
area input by ADF&G or the Board of Gane. The legislature, in
all fairness, should create the assistant transporter |icense so
they can pay their fair share. Currently, one person is
licensed as a transporter business and a transporter nay have
mul ti ple assistants who pay nothing and are not vetted l|ike an
assi stant gui de.

MR. DUNCAN said a guide use area is not the sane as a concession
ar ea. Typically, wunder guide statutes a guide nust have
perm ssion for 5,000 acres of upland to pick a guide use area.
Regarding M. Stacey's reference to guide use areas being
devel oped on historical use, M. Duncan naintained that those

were the illegal, exclusive guide use areas. "Basically, they
went back to alnost exactly the sane lines they used when the
Owsichek [decision] ruled that it was illegal,” he said. He

t hanked Representative P. WIlson for her amendnent to bring in
ADF&G and use data, facts, and evidence to determne if anything
needs to be done. | f the problem areas are addressed, the rest
of the state can be left alone. Qui des objecting to the guide
concession program do not feel it is fixable; there should be a
return to "square one" Wi th participation by guides,
transporters, ADF&G Board of Game, and [Big Gane Conmerci al
Servi ces Board].

3:50: 16 PM

REPRESENTATI VE TARR noted several people have suggested that now
is not the tine; however, she understood this proposal has been
wor ked on for a nunber of years. She asked M. Duncan how | ong
it wuld take if the process was started over.

MR. DUNCAN replied the best action, the right thing to do, is to
start from square one and do it right. He said he does not
believe public input was ever there and charged that DNR did
this behind closed doors and did it for a reason - it did not
want APHA controlling the input and the other 90 percent of
gui des felt abandoned and gave up. He said he believes there
will be substantial change in DNR s program if a neaningful
process is begun that includes ADF&G the Board of Gane, and the
i ndustry. That will result in a very viable program supported
by the vast majority of guides, he predicted, but this program
here actually has the vast mgjority of guides adamantly opposed
to it. The Board of Gane and the Big Ganme Commercial Services
Board both dropped the ball, putting DNR in a bad spot. He
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recall ed ADF&G s representative testifying that it is not in the
al | ocati on business because that is the Board of Gane's concern.
These conflicts will go away, he maintained, if everybody has
their cards on the table and these tough allocations between
gui des, transporters, and air taxis are dealt wth. He further
urged that the term "transporter"” include anybody who is taking
a hunter afield for noney, whether by air taxi, horseback, or
four wheel ers.

3:53: 26 PM
DAN W NKELMAN testified he is a resident hunter in favor of HB

158, for which he has been waiting 30 years and which wll do
much for stewardship of the |and, conservation, addressing

overcrowdi ng, and preserving resident hunter opportunities. He
said his famly has been hunting in Unit 19 since after Wrld
War Il when his grandfather and great uncles hunted there, and

in 1964 his father built three cabins in Unit 19C He has
hunted nearly every major draw from the Big R ver and the Stony
River all the way around the western side of the range through

the Mddle Fork of the Kuskokwim River. Hs famly has
i nhol dings specifically on the Wndy Fork. He has hunted the
Dillinger and the South Fork and the Jones River all the way up

to Tonzona al ong the edge of the park.

MR. W NKELMAN said over the years he and his famly have seen
gui des conme and go, with sone years worse. The Board of Gane
took sone action a few years ago with Unit 14A that pushed a | ot
of guides into Unit 19C The discussion that there is not a
problemwth guides in Unit 19 is conpletely false, he asserted.
Any |law enforcenent, ADF&5 and the biologist, Roger Savoy in
McGath, can tell the commttee that during the nonths of August
and Septenber many planes are seen on all of the ngjor drainages
all the way through the Al aska Range on the west side. This has
been particularly worse since the Board of Ganme took action on
Unit 14A, which pushed new guides over to [Unit 19]. Wth HB
158, the key to renmenber is that there needs to be full
i npl enentation across the state and not just addressing certain
specific so-called problem areas. Qherw se, because guides are
wel | equi pped, well financed for the nobst part, and young and
very nobile, they will go wherever they have to go and that is
seen in Unit 19.

3:56: 50 PM

| SRAEL PAYTON, Registered CGuide 1111, testified the |anguage of
"may" versus "shall" on transporters is weak. Transporter is a
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term defined by the Big Ganme Conmercial Services Board and
transporter needs to include everyone who provides comrercial
services to a hunter. The question to ask here is whether it is
a guide issue or the allocation of resident hunter versus
nonresi dent hunter, which is what it truly boils down to because
right now this would restrict where guides could operate.
Nothing is restricting the nonresident drop-off hunter. \What is
the difference between the tw? One hires a guy to help them
find the gane, the other does not. There is no |and stewardship
on that end. He said he is a lifelong Alaskan and it is
unfortunate to have to say that sone of the worst stewards of
the land are Al askans. Gui des are not even the user group, he
ar gued. The nonresident hunter is the one buying the I|icense
and using the resource. The guide is just assisting that person
and the Board of Ganme, ADF&G the Big Gane Comrercial Services
Board, DNR, State Troopers, and the [D vision of Corporations

Busi ness and Prof essi onal Licensing] oversee all of that.

MR. PAYTON acknow edged the guide industry is split on this, but
said the question is whether Alaska is at carrying capacity for
gui des, which is not known. The facts he has sent the conmttee
i ndi cate guided hunters in Al aska are down. Sheep nunbers have
remai ned stable as has hunter participation. There will al ways
be hot spots and |ow spots, but for the nobst part everything
remai ns stabl e. Legislators nust delve into this and ask who
should be limted and will this help the resource. It does not
[imt nonresident hunters comng to Alaska and they are the ones
using the resource. Cuides are not using the resource; they are
assisting the users of the resource. One of two things can
happen with this program There are 300 concessions and roughly
300 contracting guides on state |land and DNR could be fair and
give every guide one concession, but there is no viability in
having one of these small little concessions. O DNR could give
the top 100 guides three concessions each, which would be very
viable but would put 200 working guides on state |and out of
busi ness.

4:00: 39 PM

NATE TURNER, Registered Guide 1036, testified he has been a
regi stered hunting guide for over 12 years and is the current
vice chair of the Board of Gane. A nmenber of the Al aska
Prof essi onal Hunters Association (APHA), he takes 10-12 hunters
per year on state, U'S. Bureau of Land Managenent (BLM, and
US Fish and WIdlife Service |ands. He has U S. Fish and
Wl dlife Service guiding concessions. He enploys 5-6 Al askans
each year as assistant guides, nost of themrural residents. He
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is a trapper nost of the year in the sane area that he guides.
For the last 23 years he has made his entire living from hunting
and trapping on those | ands. About 80 percent of his incone
comes from guiding, while about 80 percent of his tinme is spent
t rappi ng. He also works as an assistant guide for one other
regi stered guide in the state because it is his only opportunity
to actually be in the field with his clients. He said he is
basically in support of HB 158 and added that DNR has nade a
very meaningful step in a very detailed and | aborious process of
creating a program that addresses multiple factors regarding
stewardshi p and conservation issues. This cones from the Board
of Game primarily, but it started with the public comng to the
Board of Gane. He said he agrees with M. Stacey's reconmended
changes.

4:03: 03 PM

REPRESENTATIVE P. WLSON inquired whether M. Turner thinks
l[imting it to three on state |ands would cause people to go to
ot her avail able [ ands, such as tribal I|and.

MR. TURNER replied the answer depends on whether BLM
incorporates its lands into this program which he expects the
agency will do because it is looking at this possibility right
now. Yes, it would definitely increase pressure on private
| ands, he continued, because people would try to utilize those
if they were wunsuccessful in obtaining a state or federal
concessi on.

4:04: 07 PM

REPRESENTATI VE TARR related the commttee was told the process
began with a white paper distributed in 2009 with a 113-day
coment period in which alnpbst 300 comments were received. She
requested those witnesses who felt left out of the process to e-
mai |l the comm ttee about their experience with this process.

MR. TURNER commented his personal experience is that this has
been a very detailed and open process. Admttedly, DNR took the
public conments and went behind closed doors to work on it,
which caused a lot of concern in the industry as well as
resident hunters. The Board of Ganme addressed that by asking to
be incorporated into the program so it could speak directly to
some of the issues and concerns that the board had identified.
He said the Big Gane Commercial Services Board did that as well

Since involvenent of these two boards in the DNR process, and
ADF&G being at the table, he said he personally believes that
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nost of the concerns outlined through the public process have
been addressed. In his opinion, the primary voices being heard
now about not participating in the public process are from
people who did not think this would get as far as it has and now
they are afraid and showing up at the last mnute.

4:06: 53 PM

JCE WANT, Registered Guide AA006, testified he becane involved
in the guiding industry in 1958 packing water, wood, and horses
between Chickaloon and the Little GOshetna River. The next
spring he took a job on Kodiak Island with the sane job
description except that he packed bear hides instead of horses.
Based on his 50 years of association with the guiding industry,
he said he does not believe that guides are stewards of the
resource in the context that is being presented for this bill,
al though they are concerned about the resource. In the late
1980s or early 1990s, ADF&G cane to the industry saying
sonet hing needed to be done about the sow harvest; however, the
industry as a whole, with two exceptions, fought it tooth and
nail until economcally there was an alternative that was better
than the one that was in front of them That does not nean that
gui des are a bunch of sleaze balls that want to kill everything;
rat her, business plans and the way guides approach a resource
are based far nore on a guide's personal attitude towards
guiding than it is the anpunt of game that is present in the
ar ea. As far as stewards of the resource, his opinion is that
ADF&G staff and the Board of Gane oversee these issues and spend
mllions of dollars each year trying to determ ne the anount of
gane that can conme out of a specific area. For exanple, over
$500, 000 was spent trying to determne the nunber of bears on
the Kenai Peninsula and the nunber was placed at sonewhere
bet ween 400 and 600, which shows how inexact the process is.
While he would hope he is either in support of, or opposed to,
this bill, his bottomline is the hope that the legislature wll
mai ntain some sort of nonitoring systemover this if the bill is
passed and DNR goes forward with the program

4:09:40 PM

VIRG L UWHENOUR, Master @uide 158, testified in regard to
paragraph (c), page 3, lines 12-19, of Version U He said one
of the guide use areas he operates in has five | andowners inside
it: a state township, BLM land, Koyukuk National WIldlife
Ref uge | and, Doyon regional corporation land, and village of
Huslia | and. He currently has three permits for that guide use
area, including a pernmit from DNR for which he pays $1,000 a
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year. Because all three of his guide use areas have multiple
| andowners, he nust have multiple permts to operate in those
gui de use areas. He stated he is glad to see the transporters
included in [Version U.

MR. UWHENOUR said he has been involved in hunting and fishing
politics for years. He is currently chairman of the Fairbanks
Fish & Gane Advisory Commttee. He has spent eight years on the
Board of Fisheries and |eaves tonorrow for Witehorse, Yukon,
for seven days of salnon treaty neetings. A lot of tine has
been spent on this, he noted; he has provided coments to DNR
and the departnment has mnmde nany changes. Oiginally, the
proposal was totally unacceptable, but it is getting close to
accept abl e now. He said he would like to see paragraph (c)
changed so that if a person has two federal concessions plus a
state concession inside one state guide use area, that that is
not counted "as all three of them"

4:12:13 PM

REPRESENTATI VE P. W LSON inquired how much M. Unphenour pays in
total for all of his permts.

MR. UWMPHENOUR replied he pays the state $1,000 a year plus a

client day use fee of $3 per client per day. For his refuge
permt he pays the U S. Fish and WIldlife Service $13 per client
use day. For BLM he pays 3 percent of the gross. For sone of

his Native corporation permits he pays a flat $500 per client.
So, for about 20 clients a year, he pays a total of $7,000 or
$8,000 in fees per year.

4:13: 27 PM

CO CHAI R FEI GE cl osed public testinony [and held over HB 158].
4:13: 33 PM

ADJ OURNNMENT

There being no further business before the commttee, the House
Resources Standing Comm ttee neeting was adjourned at 4:13 p.m
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