ALASKA STATE LEG SLATURE
SENATE RESOURCES STANDI NG COW TTEE
February 6, 2013
3:30 p.m

VEMBERS PRESENT

Senator Cathy G essel, Chair
Senat or Fred Dyson, Vice Chair
Senator Peter M cciche

Senator Lesil MQuire

Senat or Anna Fai rcl ough
Senator Hollis French

VMEMBERS ABSENT

Senator dick Bishop

COW TTEE CALENDAR

PRESENTATI ON:  THE ALBERTA EXPERI ENCE
- HEARD

PRESENTATI ON:  PFC ENERGY
- HEARD

SENATE BI LL NO. 26

"An Act relating to the Alaska Land Act, including certain
aut hori zations, contracts, |eases, permts, or other disposals
of state l|land, resources, property, or interests; relating to
authorization for the use of state land by general permt;
relating to exchange of state land; relating to procedures for
certain admi nistrative appeals and requests for reconsideration
to the comm ssioner of natural resources; relating to the Al aska
Water Use Act; and providing for an effective date."

- HEARD & HELD
PREVI QUS COW TTEE ACTI ON
BILL: SB 26

SHORT TI TLE: LAND DI SPOSALS/ EXCHANGES; WATER RI GHTS
SPONSOR(s) : RULES BY REQUEST OF THE GOVERNOR

01/18/13 (S) READ THE FI RST Tl ME - REFERRALS

SENATE RES COW TTEE -1- February 6, 2013



01/18/13 (S) RES, FIN

02/ 02/ 13 (S) RES AT 10: 30 AM BUTROVI CH 205
02/ 02/ 13 (S) Heard & Hel d

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

02/ 04/ 13 (S) RES AT 3:30 PM BUTROVI CH 205

02/ 04/ 13 (S) Heard & Hel d

02/ 04/ 13 (S) M NUTE( RES)

02/ 06/ 13 (S) RES AT 3:30 PM BUTROVI CH 205

W TNESS REG STER

MEL KNI GHT, representing hinself

(former) Mnister for Resource Devel opnent

Al berta, Canada

POSI TION STATEMENT: Related how Alberta's fiscal decisions
i npacted the energy industries' investnent there.

TONY REI NSCH, Senior Director

Upstream G oup

PFC Ener gy

POSI TION  STATEMENT: Provided PFC Energy review of capital
al l ocation and portfolios of global oil and gas conpani es.

ANDY ROGERS, Deputy Director

Al aska St ate Chanber of Comrerce
Juneau, AK

PCSI TI ON STATEMENT: Supported SB 26.

LI SA VEI SSLER, representing herself
Juneau, AK
PCOSI TI ON STATEMENT:

JAMES SULLI VAN, Legislative Organizer

Sout heast Al aska Conservation Council (SEACC)
Juneau, AK

PCOSI TI ON STATEMENT: Opposed SB 26.

HAL SHEPHERD

Center for Water Advocacy and

Norton Bay Intertribal Watershed Council and

Native Village of Elim

Sewar d, AK

PCOSI TI ON STATEMENT: Testified in opposition to SB 26.

Rl CK ROGERS, Executive D rector

Resour ce Devel opnent Council (RDC)
Anchor age, AK

SENATE RES COW TTEE - 2- February 6, 2013



PCSI TI ON STATEMENT: Testified in support of SB 26.
ACTI ON NARRATI VE

3:30: 07 PM

CHAIR CATHY GESSEL <called the Senate Resources Standing
Commttee neeting to order at 3:30 p.m Present at the call to
order were Senators Fairclough, Dyson, French, M cciche, MQ@ire
and Chair G essel.

Presentation: The Al berta Experience

3:30:47 PM
CHAIR G ESSEL announced the first order of business to be a
presentation on how Al berta nodified its oil and tax schene.

3:31:40 PM

MEL KNI GHT, representing hinself, former Mnister for Resource
Devel opnent, Al berta, Canada, said he wanted them to know how
Al berta's fiscal decisions inpacted the energy industries
investnment there. In 2004/5, he said industry in Alberta was
relatively robust with an average nunber of wells drilled per
year and things were going along not too badly, but a politica
situation arose around a 1 percent royalty.

He explained that the energy industry has about three pieces to
it and that the oil sands industry, a separate industry from
conventional oil and gas, took a lot of R&D to get going and it

is still managed separately from the rest. Conventional and
unconventional oil and gas operations had been going on for
about 60 years and sone heavy oil was between bitunen and

conventionals and is also treated a bit differently in Al berta.

So, the 1 percent royalty becanme a very hotly contested
political lightning rod, M. Knight explained, because opponents
to devel opnent of the oil sands and, to sone degree, the nedia
felt it was an issue and it began to be portrayed as the
government of Alberta selling off Alberta's future resources for
a penny on the dollar. In 2006, Al berta's |eadership changed and
M. Stelnmach, from the progressive conservative party, came into
power. He determined that a royalty review was needed and while
it was done because of the oil sands, instead of containing it
to that piece of business, the review went "carte bl anche across
the board,” and all the structures in Al berta were reviewed at
the sane tinme. The Departnment of Finance conducted the review,
which lead to sone interesting circunstances relative to the
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information and the understanding of how the energy industry
perfornms other than the strai ght econom cs of the thing.

3:37:23 PM

Subsequently, a royalty structure was put in place that can
historically be seen as having been a bit of an issue relative
to industry investnment in the province, because drilling
decreased imedi ately. The energy players at the tinme were very
dissatisfied with what had happened and felt that their net
present value of projects going forward in the province was not
going to leave them in a desirable situation. Now that Al berta
government people understand nore about the energy industry,
they know that it noves its noney wherever they can get the best
return for their sharehol ders.

Unfortunately, M. Knight said, the global recession contributed
even nore to the decline. So, from 2007 through 2009 Al berta
restructured its royalty and worked through various incentive
prograns that increased activity dramatically starting in 2009.
As they were taking "a bit of a licking" from places like North
Dakota and British Colunbia, they targeted incenting new
t echnol ogi es that hadn't been applied in Al berta yet.

3:41: 54 PM

A new 5 percent royalty rate for horizontal gas and oil drilling
for one year and up to 36 nonths of production was put into
pl ace; the same for coal bed nethane and shale gas. But what
established the upward ranp in drilling activity in 2009/ 10 was
a two-year drilling royalty credit from nmeter-age drilled on new
wells or reentries with new formation targets. Anybody that was
working with production in the Province of Al berta could apply
and get credit for royalties owed to the Crown by hiring a rig
and starting new drilling. They also brought in a natural gas
deep drilling program |ooking for tight sands and shale beyond
2,000 neters (where information was lacking). That 5 percent
royalty started out as a short term program for any new well
but it was subsequently established as part of the ongoing
Al berta royalty structure.

3:44: 46 PM

They have a progressive system that is capped. Prior to the
2010/ 11 adjustments the cap was at 50 percent, but it got
lowered to 40 percent, which made a big difference to industry
that was working on the new resources.

In his opinion, M. Knight said, they need to |look at this thing
from a pretty long term horizon, but politicians tend to | ook
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fromtermto term Alberta did a 30-year energy policy strategy
all related to horizons that are out at |east two decades and,
in sone cases, three.

SENATOR DYSON said he my be wusing the term "royalty"”
differently. For Alaska, royalty is part of the contract, he
expl ai ned, and pretty standard at 12.5 percent, but Alberta's
varies. Al aska has a severance tax on profits, and he asked how
Al berta's systemrelated to our system

MR. KNIGHT said he didn't know how it would relate to Alaska's
system and that Al berta doesn't have a severance tax at all. It
relies on industry activity and feels that 60 percent is a fair
recei pt for having their resource devel oped by any individual or
corporation. Alberta looks at this issue from three points of
view. as the owner of the resource and getting a fair return
which  doesn't mean | ust collecting royalties, and the
devel opnent itself, which generates a trenmendous anount of
ancillary economic activity. Bonus bid activities went up to
record highs, a couple billion dollars-plus in sone years, wth
t he change.

SENATOR DYSON asked if conpanies pay |ocal property taxes or
federal taxes and if that was included on his graph.

MR. KNI GHT replied yes they do, but it would be on top of what
the state collects as depicted on the graph. QI profit gets
taxed provincially and federally and each nunicipality has a
linear tax structure (not shown) on all the facilities including
pi pelines and any other infrastructure they have in place.

SENATOR DYSON asked if he meant the maxi mum for all taxes shoul d
be 60 percent.

3:51: 06 PM
MR. KNIGHT said all the taxes are included in the cost of doing
busi ness. Royalty at the end of the day is the nmargin.

SENATOR FRENCH asked if their royalty system is based on the
gross value of the oil conmi ng out of the ground.

MR KNIGHT replied yes; the revenue that soneone would earn
selling the resource becones the focal point of the taxation,
but they are allowed to credit the cost of getting there in the
first place.
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SENATOR FRENCH said he read a docunent called "Royalties in
Al berta" to prepare for the neeting and it said that each oil

well is unique, producing different grades and types of oil as
well as different quantities. Consequently, the anount of
royalties is calculated on each individual oil well and based on
the volunme of oil produced fromthe well, the density of the oi
fromthe well, the well classification based on the vintage of
when the oil was discovered and a royalty rate factor, and he
asked if that systemis still in place.

MR. KNI GHT replied yes.

SENATOR FRENCH asked what has been the econom c inpact on the
finances of the Alberta provincial governnment since the 2010
changes were made.

MR. KNIGHT replied they don't know, because the benefits won't
be seen until past 2015, nostly because of |ow royalty rates on
a lot of the new work. Initially, a tremendous nunber of people
went to work in Alberta, but the real benefit is to the |onger
hori zon.

He said that conpanies need access to capital, the ground and
mar kets, and Alberta is a bit constrained with respect to access
to market, so sone of the work that has been recently won't nake
it to the market place for a period of time. In about 10 years
time, they have attracted 600, 000 new Al bertans.

3:54:53 PM
SENATOR FRENCH commented that Mcd ain's, a Canadian news
service, reported that Al berta has a $6 billion budget shortfal

and asked if that was accurate.

MR. KNI GHT replied that was a good guess. He explained that nost
of the pre-budget work done for Alberta was predicated on them
being able to deliver and sell certain anpunts of oil at certain
prices. Constrained access has |led to a huge differential
between the price of Wstern Canada Select and Wst Texas
Intermediate (W) on the shipnments going out of Alberta and
that has caused the revenue shortfall, which he didn't think
woul d be that dramatic. The governnent mght have to wthdraw
money from a sustainability fund that they put noney into
knowi ng that things wouldn’t be rosy forever.

3:56: 38 PM
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SENATOR MCGUI RE asked him to describe the conpetitiveness review
process Al berta established. How did he fornulate that commttee
and what did they do to becone conpetitive agai n?

MR. KNI GHT said the situation they faced was quite dramatic. The
people who did the review had not done a lot of in-depth work
with the industry. There was a bit of a msunderstanding by the
people who built the review in the first place of what the
i ndustry needed in order to stay robust in the province. They
put the review in place, made a nunber of changes in royalty
t hat were suggested in the review all the while in close contact
with industry players.

3:59:30 PM

He explained that Al berta's situation is slightly different from
Al aska's. Alberta has 20 or 30 large players and 1,200 or 1,500
smal | players. Through discussions with finance people in the
conpanies of the majors and the junior players, it became quite
evident that Alberta put itself in a situation where while the
energy industry could neke noney there, nore could be made in
ot her places nmaybe using new technologies. They had a |ot of
good public mneetings wth individual conpanies, business and
i ndustry representation groups, digested the information and
made sonme decisions on what they thought was prudent for
Al bert a.

SENATOR MCGUI RE asked him to sunmarize the nost inportant
changes and how long it took to get industry back.

MR. KNIGHT said it took about a couple of nonths and while there
was never a guarantee in all of their discussions; industry
al ways indicated that Al berta had good rocks, but what they
needed was taking away the front end load a little bit so they
could find out if the new technologies were applicable to
formations there. So, that is what governnent did. They gave a
drilling credit for spudding and drilling, but you had to hire a
rig and drill a hole in the ground; it couldn't be used for
anything else. The new well 5 percent royalty becane a main
piece that was inportant at the time, because it helped the
players at the front end. In a lot of cases those energy
conpanies put that noney right back into comunities around
North Aneri ca.

4:03:46 PM

SENATOR M CCICHE said the oil royalty rate dropped from 50 to 40
percent, but the price seened to be bracketed at $50, $65, $75,
$100 and $120.
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MR. KNIGHT said it wasn't bracketed, but it was just a nmatter of
fitting into the curves. They have old and new oil and tier
three oil, and a bunch of that was wiped away in the later
iterations of the review

SENATOR M CCl CHE asked if the curves were the sane.

MR. KNI GHT replied generally, but there were sone slight changes
at the top end where they hit the cap.

CHAI R G ESSEL t hanked M. Knight very nuch for his renarks.

Present ati on: PFC Energy

4:06: 26 PM
CHAI R G ESSEL invited Tony Reinsch, PFC Energy, to talk to them
about capital allocation and global portfolios.

4:06: 32 PM

TONY REINSCH, Senior Director, Upstream Goup, PFC Energy,
provided a capital allocation and global portfolio review He
said while PFC Energy has staff geologists and engineers, they

are focused on the above-ground i ssues, chal l enges and
opportunities that are being faced by international oil and gas
conpani es, reqgulators, governnents and national oil conpanies
wor | dwi de.

He related that he works with the Upstream G oup which focuses
on the conpetitor |andscape for the 30 or so largest oil and gas
conpanies globally and about 25 of the largest national oil
conpani es. They spend their time trying to untangle strategies,
their gromh plans and prospects and occasionally try to |end
advice to the conpanies on where they mght be going and to
governments on how to best get themthere.

MR. REINSCH had some thoughts on the Alberta fiscal system he
had prepared last year for the Alaska legislature would be
useful to go through. He started with a presentation entitled
"Exploration Spending in Wstern Canada." The nost rmaterial
upheavals in fiscal systens in Al berta were the National Energy
Policy, which was inposed on the provincial governnment by the
federal governnent in the early 1980s, and the other was then
Premier Stelmach's sharp inposition and reversal of fisca
change in the 2006/7 period. Both were the results of econom sts
and ot herwi se cl ear thinking people |osing sight for a nonment of
the market cycle and getting caught up in the idea that, in the
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case of the 1980s and the National Energy Policy, oil prices
would go up forever - requiring a change in the constitutiona
fabric of Canada - and the Finance Departnent's taking a
position that oil production in Al berta would go down forever -
therefore shifting to inplement a fiscal reginme that was really
predi cated on harvesting out the long tail end of a resource
production curve and taking a larger share for the governnent as
it was produced out. Both initiatives were incredibly ill-tined.

4:10: 05 PM

MR. REINSCH expl ained that the shift in fiscal terns introduced
by Premer Stelnmach in 2006/07 at about the sanme tinme as ACES
was put in place in Alaska. Both were harvest-type fiscal nobves.
The inpact in Canada was a very dramatic shift in activity
levels away from Alberta and into British Colunbia and
Saskat chewan. The chart on slide 43 showed Wstern Canadi an
expl oration spending over the decade 2000 to 2010 broken into
those three areas. Exploration activity recovered by 2010 and
continued to clinb. The question is if this relationship is
causual or correlative and did fiscal systens drive all of this
dramatic nove or did a |lot of factors conme together to cause it.

4:11:29 PM

MR. REINSCH said one of the |eading indicators that PFC used for
exploration activity in Wstern Canada was | and | ease sales (the
bid and bonus structures), and generally speaking Al berta has
|l ed the pack. Probably the sharpest response they saw terns of
conpani es |leaving Alberta was the drop in in |ease sales and the
equally dramatic rise to alnost two-thirds of |ease sales in
British Col unbia and Saskat chewan.

4:12: 34 PM

Were oil and gas conpanies just running away from Al berta and
going to B.C. and Saskatchewan? In reality it was oil and gas
conpani es taking the opportunity to both send a nessage to the
Al berta governnent that they weren't happy and also to start
| ocking up land in what were going to be very inportant plays -
like the enmerging sort of Bakken North/Lower Chinvan Play - in
sout hern Saskat chewan where shale oil plays are now inpacting
oi | production throughout the Lower 48 and Canada, and in B.C
toward the northeast - locking up large prospective shale gas
| and that |ooked perspective for the kind of technol ogies that
were being matured in the United States but hadn't really nade
it to Canada. There were definite opportunities the conpanies
were chasing. But it was also a convenient tine to push back on
the governnent to suggest that they had m scal cul ated sonething
significantly; and that mscalculation was that rather than
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being at the tail end of a long resource curve, this industry
was getting ready to reinvent itself on the basis of horizonta
drilling, multi-stage fracturing, smart drill tools and the
ot her techniques developed and matured in North Dakota and
Montana, but every bit as applicable in Canada. But, while
fiscal systens definitely had an inpact here, the biggest driver
"W thout question in terns of inpacting activity |evels" was
commodity pricing over that tinme period.

Another chart showed all exploration developnent drilling
activity in Al berta excluding the oil sands (because Al berta
treats it as a different business). It showed that the western
Canadi an sedi nentary basin had beconme a gas play by 2006 when
oil drilling and production had been in decline for a |long
period of time. And from the viewpoint of finance this was an
industry in a permanent, gradual, maturing decline, and

therefore ripe for increase in governnent take (because it
woul dn't inpact any nore exploration). In 2006/7 the Henry Hub
natural gas price averaged $6.74/mbtu and the equivalent
pricing point for Alberta, called CECOC, was $6.15 (a little
| ess for transportation). In July of 2008, Henry Hub peaked at
$11.70/ mmbtu, but since the period of Decenber 2008 to Apri

2012 that same price has averaged under $4/mbtu. Not only did

the price crater, it stayed there. Not surprisingly, oil and
gas-directed drilling responded exactly the sanme way.
Ol prices were rising, gas prices were falling. In April 2006

to March 2007, 11,500 gas wells were drilled in Al berta; over
t he equivalent period in 2011/12, 1,600 were drilled. Wat drove
that was the returns comng to natural gas. He pointed out that
one of the sharp distinctions between Alberta and Alaska is
11, 000-13,000 wells a year. He said this industry can nove noney
around very quickly and that shallow drilling is inexpensive and
that makes it a different world.

4:17:51 PM
MR. REINSCH said today's presentation would cone in two parts
He would first discuss PFC s thoughts on how oil and gas

conpanies really nake their decisions in terns of capital
al l ocation budgeting and |ong range planning, not only specific
to a given set of activities (such as in Al aska), but how they
allocate their global funds, because the mgjority of Al aska's
pl ayers have gl obal reach in their portfolios. He was al so asked
to provide sone thoughts around the particular global strategies
in portfolios of three key producers: BP, ConocoPhillips and
ExxonMobil. So, he thought it would be instructive to |ook at
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conmpani es' annual planning cycles that are common to all of the
| arge oil and gas conpani es.

The oil and gas annual planning cycl e:

QL: Strategy review and update targeting |ong range plans

Q@: Session with the Board of Directors where they share their
views and receive directives fromthat

(B: Budget preparation

4: Budget review and approval

Then the cycle starts again.

4:20: 04 PM
During the strategy review and update, conpani es that
traditionally operate in Al aska take this approach: | ooking

first to the future of the world and where the industry is going
for a mninmm of a decade and as long as 20 years. They | ook at
the planning environnent, key uncertainty forcing factors and
what has really changed and where they mght want to go as a
result. So, gl obal econom cs, supply demand balances and
geopolitics are always very inportant. This analysis wll be
done broadly at first and then in nore depth in each of the
areas where a conpany i s operating.

Above ground they |ook at operating environment ranging from
safety to fiscal terns, market outl ook, new resource activity,
if the market growing and conpetitor |andscape, and how a
conpany is positioned to either gain or lose in that
environnment. Wth all the material pulled together the conpany
applies its owm filters; it has its targets and objectives and
"no go places" that are a CEO s personal preference. Eventually
it comes down to a set of strategic options that it then | ooks
at in detail.

The budget cycle is when that information turns into capital
allocation. In the accounting cycle the function of corporate
(central agencies within these conpanies) is really to provide
all of the business units with a set of conmon assunptions. For
instance this is what we think about oil prices, gas prices, and
about the Mddle East. And they feed those down into each of the
business units who in turn will |ook at their portfolio of
opportunities and they will come up with a long range plan, a
five year plan and a budget. Normally, it's expected that the
budget is the first year of the five year plan, so there is good
continuity and flow That information and the capital required
to execute those plans are rolled back up to corporate. They
will alnmost always be well in excess of available capital, so

SENATE RES COW TTEE -11- February 6, 2013



they are rolled back down to the business units that conme up
with a solution

That solution or |ong range plan recomendi ng capital allocation
is taken to senior managenent and then to the board for approval
and on that basis prograns are funded and execut ed.

4:23: 37 PM

MR. REINSCH explained that a project attracts capital by the
same basic process. Creation of project approval revi ew
represents discrete business decisions. Each business unit wll
send one up to sonetines dozens (depending on how active the
unit is) of these individual project approval requests (PAR).
For exanple, you nay have a project approval request that
relates to the capital required for asset positioning (entering
a new basin and doing initial analysis and seism c acquisition),
anot her and separate approval request for exploration with an
expected outcone, another approval for appraisal of exploration
success if there is any, and a novenent to devel opnent. All of
these are stage gates at which point senior nanagenent can
approve the next step of developnent, have it anended, have
activity suspended or decide to exit or divest. A classic
i ndustry exanple of this is BP's decision to divest the Forties
Ol Fieldin the UK North Sea to Apache.

He explained that the Forties Ol Field is an Al aska-type asset;
when it was discovered in the early 70s it had 4.5 billion
barrels of original oil in place. BP produced that field unti
2003 and sold it to Apache for $670 mllion when the field went
into decline for a nunber of years. \When the sale was agreed on,
it had 144 mllion barrels of remaining reserves. In the period
of 2003 to 2012, however, Apache has produced 170 mllion
barrels of reserves from that field and has estimated that is
has another 150 mllion barrels. This is a classic case where BP
| ooked at the world, its portfolio and global assets that were
asking for capital (large scale deep water devel opnents in the
@l f of Mexico and West Africa) and it nmde a decision that
production at Forties was at 40,000 barrels a day and (what they
t hought) was declining unless significant capital, nmanagenent
expertise and tine was put towards nanagenent of that reservoir
and that field. They nade the right decision for themto sell it
to Apache. Apache has nmmintained production from that field at
5-60 thousand barrels a day ever since and have spent $3.6
billion in doing that.
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He expl ai ned that BP knew the resource was there, but they would
not have done the work Apache did to increase recovery rates
Conpani es go through this churning of assets every year.

4:27:42 PM

The business control architecture (portfolio) mght 1ook |ike
this:

Expl orati on PAR - Appraisal PAR - Devel opnent PAR

Appr ai sal PAR - Devel opnent PAR

Basi n/ Country Entry PAR - Exploration PAR

Year One - Year Two - Year Three - Year Four - Year Five
Approval s for Expenditure (AFE) are |isted under those years and
culmnate in a budget for each year. As you go forward the
budget gets recal cul at ed.

4:29:17 PM
MR. REINSCH explained that the basis on which this process for
capital allocation leads to investnent decisions wthin basins

and across the portfolio - in Al aska, for instance, an enhanced
recovery project needs to conpete against what ConocoPhillips
and ExxonMobil having ongoing elsewhere in Al aska (conpetition
within the portfolio), is also conpeting against simlar types

of capital expenditures and Capex investnent broadly from
exploration through to production activities.

| mportantly, capital progranms also have to conpete against the
other uses of the funds outside of oil and gas activity like
debt repaynent, share buyback, and dividend policies. For
i nst ance, over the |ast 10 years ExxonMobi l has spent
significantly nore on share buyback and dividends than it has on
oil and gas investnent activity, creating an artificial scarcity

of capital. M. Reinsch said this conpany generates so nmuch
nmoney that it could undertake everything that their business
units want, but doing that wuld be funding potentially

unecononmic or inefficient activities.

MR. REINSCH said the basis on which conpanies assess the
relative and absolute attractiveness of their ©portfolio's
constituent parts is in five ways: growh, profitability
(ability to manage the bottom line), efficiency (ability to
manage capital), cash flow and ri sk.

Gowth: Ability to manage the "top line"

-quality of growh: where, how, consistent or not, plowback rate
Profitability: Ability to nanage the "bottom i ne"

-cash flow, net income, production costs

-absolute and on a per barrel basis
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Efficiency: Ability to manage capital: growing or destroying it?
Cash Flow Ability to nmanage investnent/re-investnment in the
portfolio

-ability to finance undertakings, naking adequate net incone,
debt ceilings, are fiscal systens turning against you in core
areas of operations

Risk: Ability to manage a diversified portfolio

-debt to capital ratio, financial flexibility

4:33: 03 PM

He said energy conpanies enploy the following variety of
benchmarks to rank their investnment opportunities and then
all ocate their investnent capital to them

-Payout period: how long to get noney back (nmore critical to
smal | er conpani es).

-Internal rate of return: tine value of noney; for instance, you
can have your capital exposed for four or five years before
seeing any initial production for oil sands. Al those revenues
need to be brought to a single point in time to conpare agai nst
ot her opportunities.

-Net present value: try to bring all activities to a current
point in tine.

-Recycle ratio: a popular netric used in the industry is profit
di vided by defining the devel opnent costs. Basically, corporate
profitability wants that ratio to be greater than one (if they
invest a dollar, they want to get nore than a doll ar back).

Sonme nmetrics are al so used for cash fl ows:

-Availability of free cash flow for follow on or alternative
i nvest nment s

- Maxi num negati ve cash fl ow exposure

-Net booked reserves: critically inportant, because if you can't
book the barrels it has no value to your conpany

- Capex: increnental costs of the developnent along with shared
costs of existing infrastructure

4:36: 36 PM

Internally, a conpany will take these netrics and use them to
all ocate capital to projects and, very inportantly, allocate no
capital to many projects.

For a project to even be eligible for a budget M. Reinsch said,
it already has to have passed absolute hurdles; for instance, it
has to have a NPV greater than zero; there has to be an
expectation of net returns generated; you want to see a 30
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percent return on investnent and possibly a short payback
peri od.

A conmpany will have a nunber of netrics across its portfolio
that are used as hurdles: an IRR hurdle rate of return against a
set of capital projects that is stacked highest to | owest.

4:37:57 PM
SENATOR FRENCH asked what happens to this process when conpani es
want to becone joint ventures.

MR REINSCH replied that within any joint venture technical
pl anning commttees will come together around a set of planned
capital expenditures usually devel oped by the operator who takes
the lead role and the others contribute. Once the joint venture
commttee has agreed, they go back to their respective senior
managenent teans and boards and try to attract the share of
capital they wll have to put up. Oten one wll see the
pl anning conmttee request from a joint venture not being able
to nove forward because one or nore of the partners sinply
doesn't have the capital or disagrees fundanentally with the
di rection.

He explained that in many of these joint ventures, the operator
can cash call the participants in the sense that "we're
proceedi ng; here's the anobunt you have to pay. |If you don't want
to play, that doesn't nmean you are out, but it neans you wll
forfeit the benefit that nay cone from that Capex spend" - or
some other penalty (for instance, you have to spend three tines
your capital allocation upfront cash).

4:39:45 PM
SENATOR FRENCH asked how it works at Prudhoe Bay that has three
maj or owners: BP, ConocoPhillips and Exxon. How does the nature

of their legal structure enhance or inpede the devel opnent of
new proj ects?

MR. REINSCH answered that that he wasn't an expert, but he
t hought unanimty was required for approval.

SENATOR FRENCH asked M. Reinsch to give sone thought to
roadbl ocks E&P can put in place when you have conpanies have
wildly different nonments in financial tine.

MR. REINSCH remarked that they are paragons of internal upheaval
ri ght now.
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SENATOR M CCI CHE asked if there is a partnership and one has an
IRR hurdle at $60 and one at $80, if there generally is a
conprom se or would they go for the highest hurdle.

VR. REI NSCH expl ained that IRR hurdles are established
internally for each conpany. The project joint venture team w ||
also have an IRR that truly reflects the economcs of the
project itself. It may be difficult to do, but the project has
to live and die on its own nerit. A project is ranked at very
different points of conpanies in their corporate lives. IRR is
an outconme of an individual project, but the corporate IRR for
ExxonMbbi| versus BP, for instance, for a project in North
America would be internal to its own corporate determ nation

4:42:49 PM

He explained that if you rank a series of projects on IRR from
hi ghest to lowest and if you had an IRR hurdle based on
$60/ barrel, four or five projects nmay be undertaken, but all
other projects do not attract capital within that budget. If you
increase the oil price - hence nore cash flow and nore
i nvestnment capital becones available - you will tend to see a
reduction in that hurdle rate as conpanies feel thenselves able
to take on nore projects that perhaps have a |ower threshold in
terms of |IRR because they are now in a higher revenue
envi ronment. However, as prices get to $120/barrel (recent Brent
crude) if you didn't put sone sort of break on that, al
projects could be undertaken and hence the |arger E&P conpanies,
international oil conpanies in particular, take very Ilarge
shares of their revenue and distribute them back to sharehol ders
to artificially create sone scarcity in capital allocation to
make sure they are being efficient as they nake these deci sions.

Efficiency in capital allocation neasures for the big three
conpanies in Alaska vary from those of a smaller independent -
the tradeoff being efficiency and growth. It is neasured by
return on capital enployed (neasuring the profit being generated
by a conpany divided by how nuch capital is being exposed).
Capital can be neasured in ternms of the value of assets and
investnments or in terns of share capital, reserves and debt.

Basically, the higher the return on the capital enployed, the
nore efficiently you are wusing your capital and that netric
changes over tine revealing whether profitability is inproving
or eroding, and if it's eroding, what are you going to do about
t hat .
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MR. REI NSCH next showed a chart of upstream corporate return on
capital enployed for what PFC calls the "global players”™ in
terns of size, reserves and et cetera. Another chart showed the
Tier | independents, a large group of independents that are
within striking distance of 1 mllion barrels a day production
They consistently have a very different return on capital.

The period of 2009-2011 showed a little over 20 percent growth
for the global conmpanies; for the Tier | independents it was a
little over 11 percent and the next group drops down to 9
percent. However, what the snmaller conpanies give you is growth.
One of the anomalies in this industry is to find a conmpany with
both high return on capital enployed and high growth. The reason
cones out of the equation of "return on capital enployed.™
Basically this penalizes major capital investnents. So, anything
that nmakes the denom nator bigger makes the return on capita
enpl oyed smaller. On the other hand, it benefits from anything
that makes the nunerator (higher volune) larger. Large capita
projects tend to be structured with three to five years of very
intensive capital spend during which the return on capital
enpl oyed is being drawn down, because you're investing heavily
with no return, followed by (generally speaking) high production
from that investnent, because conpanies want to get the noney
back as fast as they can - outside of a very few projects such
as mned oil sands plants and LNG facilities.

4:48:19 PM
So conpanies nove in and out of that space of high return/low
return on capital enployed and hi gh/l ow grow h.

I mportantly for Alaska, M. Reinsch said, depreciation creates
bias in favor of a mature portfolio, so the older your assets
the better return on capital enployed, because the denom nator
has been accounted away. So, all else being equal, your return
on capital enployed is inproving just by doing nothing other
than maintaining activity levels (and price).

4:49: 34 PM

Shifting gears, M. Reinsch spent sone nonents talking about the
portfolio strategy of Alaska's three mmjor players. He said it
is remarkable that these are three of the ten |argest
international oil and gas conpanies globally that have all over
the last three to four years been subject to and continue to go
through transitional change in strategy, in positioning and
approach to the future. These are conpanies you would expect to
have everything thought through and in control of the situation,

SENATE RES COW TTEE -17- February 6, 2013



i ncl udi ng ExxonMobil, which has once again becone the |argest
publicly traded conpany in the world with the coll apse of Apple.

4:51: 37 PM

He next talked about how Alaska fits into these portfolios
starting wth BP saying everyone was famliar with the Macondo
blowout in the Gulf of Mexico, which triggered a transformation
of BP. BP largely addressed the liabilities stemm ng from that
incident by pledging point forward production from its very
large and lucrative @ilf of Mexico portfolio to the Macondo
f und.

This conpany took advantage of a period of upheaval and change
to fundanentally restructure their global portfolio, taking sonme
$26 billion of divested assets globally, entire portfolios in
the Asia/Pacific region, the mjority of their conventional
onshore oil and gas in North America, stripping all of those -
what they considered mature non-core immaterial assets - out of
their portfolio and buying back or reinvesting in about $30
billion in new positioning in new basins with new conpanies,
like their joint venture with Reliance in India. So, they cane
out with a smaller portfolio, but a much nore growh oriented
one than prior to Macondo, and interestingly not only
recommtting to their deep water basin growh platform but in
fact deepening their commtnent to deep water activity. This is
the outcome of a conpany that many were suggesting would be
broken up or never allowed to operate in deep water again.

BP has a three-pronged growth strategy that continues in deep
wat er basins, global gas and giant oil fields, and Al aska fits
in the later currently and may fit in the second category of
gl obal gas depending on the future of LNGin this state.

He said BP's nost recent nove was the sale of its interest in
the TNK-BP consortia in Russia that will net the conpany sone
$22 billion. By doing so, BP wll beconme arguably the second
private conpany to nmke noney in Russia (the first being
Mar at hon, which made noney by buying and selling out of Russia
twce). As a second step, BP is looking to take an equity stake
(20 percent) in Rosneft, the acquirer to TNK-BP noving theminto
much nore perspective growh areas and solidifying their
position in the Arctic resource developnent - sort of the |ong
run play of which Alaska is a part, as is northern Canada,
Norway and Russi a.

4:56:19 PM
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CHAI R G ESSEL asked why Al aska was shown as a harvest area for
BP on a slide he presented on April 21, 2012, eight nonths ago;
but nowit is shown as a core area. Wat changed?

MR. REINSCH explained that in that material Al aska was broken
out from the US in BP's portfolio as a harvest area as it
exists today, but the US. is core to BP. Al berta was a harvest

area for 15 or so large players wuntil the technology of
horizontal drilling and nultistage fracturing and smart drill
tools allowed them to access shale oil, tide oil and shal e gas.
Everyone knew it was there, but they just didn't know how to
produce it commercially until the technol ogy developed to that

level. As an exanple, a material LNG devel opnment in Al aska woul d
beconme core to the conpany's future.

CHAIR G ESSEL asked if by show ng Al aska as core on the current
map was he conbining it wth the US., but if he were to
separate it out, would it still be harvest.

MR. REI NSCH answer ed yes.

CHAIR G ESSEL said earlier he had nentioned that ACES was a
"harvest type of a fiscal regime" and asked if that was the
el enent that would nake nade Al aska a harvest area or if there
are other factors.

MR. REINSCH replied that a harvest area may continue to have
capital investnent, but the production is in a sustained and
unlikely-to-be-reversed decline and the free cash flow being
generated is being noved outside of the jurisdiction and
i nvested el sewhere.

4:59: 45 PM

SENATOR FRENCH said last year this commttee was presented with
a 2004 BP neno, which predates ACES by three years, that said
Alaska’'s role in BP's portfolio is to provide a stable
production basin cash flow to fuel growmh elsewhere in the
business. So it was in harvest node even back in 2004.

MR. REINSCH replied that is consistent with how they define
harvest node. To re-interpret the bars, 2001 is the |I|ightest
blue, 2011 is the mddle blue and 2016 is PFC s forecast using
their nodeling of the global portfolios of the global conpanies.
PFC nodels all current producing assets and all discovered
and/ or underdevel oped resources in each of these conpanies

portfolios annually. This analysis excludes the TNK-BP sale
whi ch concludes at the end of this quarter. BP has said their
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intention is to have a production floor of around 2.4 mllion
barrels a day following the TNK-BP divestiture that wll take
about 1 mllion barrels a day of production wth it. Post the
TNK-BP divestiture, BP wll be a nmaterially smaller conpany
pending their equity investnment in Rosneft.

5:02: 11 PM

He said this chart showed where BP is looking to grow on a
regional basis, and their growh is likely to come from North
Amrerica (Qulf of Mexico deep water and Lower 48 on shore) and
Latin America where it my be larger depending on how
aggressively they engage in joint venturing of strategic
associations with Petrobras in the Brazil pre-salt deep water
play. By acquiring the $30 billion of assets, BP is positioned
aggressively in that particular deep water basin, consistent
with their growth platform

TNK-BP in Russia was a mature portfolio and one of their
challenges was limted growh in ternms of opportunity, but they
al so faced a very difficult fiscal environnent in which it was a
struggle to show growh or return on capital enpl oyed.
They are hopeful that by re-investing in Rosneft that wll
change.

MR. REINSCH said BP is churning their assets in regional areas,
whi ch usually neans for conpanies of this size is that they are
investing to keep up with decline. It's hard to grow a |arge
portfolio significantly.

CHAIR G ESSEL said in being able to look at his presentation
ei ght nonths ago and now she appreciated how dynamic all of this
is. For instance, on April 21, Azerbaijan (Central Asia) was the
| argest source of new source volunmes through 2015 and that
changed very rapidly in just a few nonths.

MR. REINSCH agreed and added that this chart doesn't nmake clear
that these nunbers show the net outcone of portfolio decline and
new source production. If they |ooked at sinply new source,
i ncrenmental production going forward, Russia absolutely was the
| argest area of new source even though overall production wasn't
expected to nove very much. That is because the active onshore
basins were TNK-BP that is very mature. It's hard to keep up
with the decline, but if you do, that neans you are generating a
ot of new production. And if the Rosneft deal doesn't
transpire, then BP will have $22 billion to do sonething else
with.
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5:07: 00 PM

The next slide was PFC Energy's assessnment of how BP fits
Prudhoe Bay into its global portfolio. They see it as a harvest
asset; production volunes are nodest and have been declining for
a while. There is long term potential in Prudhoe Bay and Point
Thomson gas resources, because with the Denali Pipeline now
canceled, BP is positioned as a potential supplier to sone
alternative commercialization options such as a large pipeline
LNG schene that would access high value markets in the Asia
region.

BP' s Chal | enges:

-Portfolio rationalization is comng to an end. Analysts are
| ooking at how to re-ignite grow h.

-BP needs a new core area if Russia isn't going to be one. Even
in the absence of that they are heavily exposed in the deep
water in a couple of areas. The deep water partnership wth
Petrobras nay be that new core and they have enornous
unconventional gas resource holdings and unexplored acreage in
the Lower 48 and the Canadian oil sands where they have been
relatively slow to develop on their | eases for whatever reason.

5:09: 43 PM

Shifting to ConocoPhillips, M. Reinsch said, their upheaval has
been equal if not greater than BP's. Just a few years ago, mred
in low share value and unconpetitive earnings nultiples, they
enbarked on a different strategic pathway - the shrink to grow
strategy. They essentially sold $15 mllion of joint venture
obligations and assets and returned those funds to sharehol ders
one way or another, either through dividends, buybacks or debt
reduction. Part of that was their 20 percent equity investnent
in LUKOL in Russia and repositioning their global portfolio to
a focus on the OECD or industrialized conpanies, a relatively
safe haven when other conpetitors were taking on nore and nore
above ground risk (nmoving into Interior Africa, the East Coast,
and the Mddle East). These areas all tend to be expensive and
very conpetitive in terns of accessing acreage and opportunity.
It's not a low cost strategy, but a differentiating strategy.
Then in July 2011 they took the step of separating the conpany
into two distinct entities: Phillips 76 (downstream assets) and
ConocoPhillips the largest pure play independent oil and gas
conpany. The question now is where this conpany is going from
here as it is very difficult to take a conpany like this apart.
Their |atest corporate investor presentation of 2013 wll be
their bottom point wth sonme growh returning over the
subsequent two to three years.
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5:12: 47 PM

ConocoPhi | l'i ps' global portfolio includes Canada, United States,
Norway, and the United Kingdom and a nunber of areas where the
conpany is looking to exit (as is the <case in Russia).
ConocoPhil i ps has now noved out of the group of global players
and into a new conpetitor space which are the independent oi
and gas conpanies of which it is the largest. Its peers are: BG
G oup, Qccidental, Apache, Anadarko and Suncor.

SENATOR FRENCH asked if the Burlington Resources purchase was a
good nove.

MR. REINSCH replied it was a good nove but bad timng. In 2006
ConocoPhillips found itself in the "never, never, |and" which is
they were much larger than the next group down of independent
and integrated oil and gas conpanies, so they couldn't conpete
with them on growth. Their production was too large to grow it
3-5 percent whereas the smaller conpanies can do that. But their
portfolio wasn't deep enough with |large scale capital projects
to conpete with the big super mjors on return on capital
enployed and they found it was hard to get the value they
believed was in their portfolio reflected in their share price.
So they bought Burlington Resources, a big North America
conventional oil and gas player. Unfortunately, that acquisition
closed within a nmonth of the peak of the gas price in the US
They thought prices were going to stay at these high levels if
not increase further, because demand was strong, but wthin
three years of shale gas commercialization the bubble was gone.

Demand is still there he said. The collapse in the U S. gas
prices is absolutely not a demand story; it is conpletely a
technol ogy and supply story. ConocoPhillips was just at the

wong nonent and has spent the last few years trying to nanage
t hat deci si on.

5:16:42 PM

MR. REINSCH said ConocoPhillips is a significant Asia player,
but its dom nant position is in North America having exited out
of Central Asia and Russia in 2011. Unlike BP, Alaska is core
ConocoPhi |l lips' portfolio; its core to their strategy and to
their significantly smaller global production base; hence it is
viewed differently within their decision nmaking process.

SENATOR FRENCH said ConocoPhillips is the only one of the three
majors in Alaska that reports its Al aska nunbers separately and
a docunment wth those nunbers was run through Legislative
Research a couple of tinmes and conme back with really strong
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profit nunbers in Al aska relative to ConocoPhillips' holdings in
other parts of the world. He wanted to ask him at sonme point in
the future whether that was accurate and how that m ght affect
ConocoPhil lips's investnment strategy in Al aska.

5:19: 21 PM

MR. REINSCH went on to ExxonMbil that has been the nost
surprising circunstance of dramatic portfolio change, because
it's not a conpany that wants its text to change in any
substantive way. It found itself in a "bit of a box." The decade
of very strong growth that ExxonMbil delivered until 2011 was
really driven largely by their very large LNG portfolio in
Qatar. The Qatari governnent put a noratorium on increnental
further devel opnment from their enornous North Field gas resource
base that continues today. So, that growh engine ended for
ExxonMobil in 2012 when the last of their LNG trains and
devel opnments cane on stream So facing a flat production future
in Qatar, declining production from both Europe and Asia
Pacific, the conpany | ooked el sewhere for grow h.

5:20: 56 PM

Venezuel a had been closed and ExxonMbil was unable to strike a
deal with the new Chavez adm nistration sone years ago when it
exited the country. Brazil deep water |ooked to be the perfect
grom h platform for ExxonMobil wuntil the governnent introduced
new |egislation that gave Petrobras operatorship and a 35
percent working interest in all future licenses and devel opnents
in the very large pre-salt deep water play. ExxonMbil is not a
non-operator participant when it can avoid doing so, so Brazil
has beconme nuch less interesting to them They tried to position
in the equatorial margin, a frontier basin that is being de-
risked, but was rebuffed by the Guyanese government when it
tried to buy its way into the Jubilee Developnment in the
of fshore gas resource.

Were is a conpany of ExxonMobil size going to grow? They took a
daring nove and aggressively posi ti oned t hensel ves in
unconventional resource play in North Anerica through the
acquisition of XTO Energy, really exposing this conpany
substantially into an area that is not what it has been known
for (big large scale field devel opnents, execution excellence
and cost control and reduction). Myving instead into an area
that may have large global reach, but it involves tread mll

drilling, nmoving capital very aggressively fromplay to play and
sub-play to sub-lay, a mnute mcro focus on capital and
drilling costs that are very nuch changing how this conpany is

| ooking to grow noving forward.

SENATE RES COWM TTEE - 23- February 6, 2013



MR. REINSCH sai d ExxonMbil is the |argest of the global players
by a significant margin. The XTO purchase had material inpact on
it and in 2010 BP noved slightly above ExxonMobil in terns of
total production.

5:23:16 PM

Regional growh trajectories are continuing to decline in
Europe, flat production for Mddle East and North Africa (really
meani ng flat production in LNG devel opnents in Qatar), but big
annuity projects. Interestingly, their growh is really comng
from North Anerica. It's interesting to see the biggest of the
big noving back to their hone basins to take advantage of the
technol ogi cal changes to fuel their growmh for the upcom ng
decade (oil sands devel opnent).

5:24: 01 PM
SENATOR M CCI CHE asked what "ot her" means in terms of
"technol ogi cal conpetencies" for ExxonMbil.

MR. REINSCH answered that it is a grab bag of "other"™ categories
that ExxonMobil exploits at the technology margin, or the
frontier, instead of predomnantly conventional oil or gas
pl ays. In ExxonMbil "other" is a very small anmount of future
| ooki ng technol ogy.

5:25: 00 PM
He said that PFC sees Alaska as a harvest area wthin
ExxonMobil's overall globally portfolio subject to that sane

provi so of changing opportunities |ike comrercialization of the
| arge gas resource base in this country.

5:25:47 PM

SENATOR FRENCH asked what it suggests if Prudhoe Bay investnent
decisions require all three partners to agree and yet by his
anal ysis, two out of three view Al aska as a harvest area and one
perhaps wants to be nore aggressive.

MR. REINSCH answered the conbination of unanimty wthin the
joint venture and al so the absence of any sort of relinquishnment
provi sions creates an environnment where capital needs to be
attracted by being conpetitive. H gher prices and changes in
fiscal terms may or nmay not nove that |ever. None of the
conpani es individually can guarantee that any change that takes
place is going to result absolutely in a certain action
response. "Unanimty nakes it harder,” but is a facet of that
agreenment that has been in place fromthe beginning, so nuch has
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been invested and done to the benefit of the state with that
structure.
CHAI R 4 ESSEL t hanked M. Rei nsch.

5:27:38 PM
At ease from5:27 to 5:34 p. m

SB  26- LAND DI SPOSALS/ EXCHANGES; WATER RI GHTS

5:34:19 PM
CHAI R G ESSEL announced the consideration of SB 26 and opened
public testinony.

ANDY ROGERS, Deputy Director, Al aska State Chanber of Commerce,
stated that for the last several years regulations and
permtting processes have risen to being the top three state
priorities for the Chanber and the nenbership generally supports
SB 26. He applauded DNR efforts to evaluate processes and make
increnental i1inprovenents to nmake Al aska nore successful

5:36: 46 PM
LI SA WEI SSLER, representing herself, Juneau, AK, said she has 20
years of natural resource experience as an attorney. She
reviewed the bill section by section and had suggestions to
amend each

She started with the general permts section and said this
section gives the conmmssioner the authority to authorize
activities through a general permt if the conm ssioner finds
that the activity is wunlikely to result in significant and
irreparable harm to state land or resources. The |aws generally
will help establish a consistency and predictability in agency's
decisions which is inportant to the public, the agencies and the
applicants. But here, according to DNR, decisions about what
constitutes a significant and irreparable harm is going to be
made on a case by case basis, which creates the potential for
i nconsi stency and uncertainty in decisions nade by both this
conmi ssi oner and future comm ssioners.

|f general permts are going to be allowed, a better approach
m ght be to establish them as a separate provision in |law that
identifies what activities qualify and the process for
establishing the permts. The DNR currently has a regulation
that specifically identifies activities that don't require any
permt, so she didn't think it unreasonable to ask to have the
sane | evel of clarity here.
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Moving on to appeal rights that are all through the bill,
currently a person who is aggrieved by a DNR decision generally
has the right to appeal to the agency. The I|egislation changes
that so that a person nust be substantially and adversely
affected, and that will be determ ned on a case by case basis,
which creates a potential for inconsistency and possibly
i nequi tabl e decisions in how the statute is applied.

On Monday, M. Menefee said there is a problem because sone
peopl e say they don't like the decision and that's all they get.
But nost people aren't well versed in state permtting |aw, they
don't know it like the agencies do, so they don't know how to
make their appeal nore effective and they do what they can. Now
DNR is asking them to describe how they are substantially
affected without any definition about what that nmeans; DNR
doesn't seem to know what that nmeans either. He also said there
are about 43 appeals a year out of the hundreds of permtting
decisions they make. Qut of those 43 about 25 percent of the
peopl e don't have anything nore to say than that they don't Ilike
it; maybe 10 a year. So, it doesn't look like this is really a
bi g enough problemto nake such a big change.

M5. WEI SSLER said the reservation of water section is a solution
seeking a problem and DNR really just needs the staffing to
process reservations. In terns of tendered water use permts,
the proposed |anguage gives the commi ssioner the authority to
issue an infinite nunber of tenporary water use authorizations
and M. Menefee said it's a better way to do it, because the
state retains control of the water. But the problems are wth
the tenporary water use statutes, because while you can nake
adj ustnents whenever a new pernmt is being issued, that is
di scretionary on the part of the conm ssioner, but the public
never gets a chance to weigh in on issues the departnent m ght
not know about. A better way to do this is sonmething in between,
she said, if DNR wants to authorize a tenporary water use that
has passed five or ten years but not a water right
appropriation, then develop a permt that includes public notice
and criteria.

5:41:43 PM

JAMES  SULLI VAN, Legislative Oganizer, South East Al aska
Conservation Council (SEACC), testified in opposition to SB 26.
He said the proposed revocation of all personal use reservations
is problematic. SEACC wants to ensure that the environnent is
protected and that anadronous streans have highest priority when
permts are issued. He proposed that when any entity applies for
a water right on an anadronus body of water, that DNR issue a
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water reservation on behalf of the fish; it can refer to the
Anadronus Waters Catal ogue, which is already there; once they do
that they can put in an appropriate reservation. This would
align DNR with the State Constitution, Article 8, Section 3, on
t he common use i ssue and pr ot ect its public trust
responsibility; it would ensure protection for our salnon and
enhance sustainable econom c devel opnent across the state as
salnon is our greatest renewable resource. It is in the state's
best interest to put a nechanismin statute to protect the fish
resource as other entities apply for water rights.

He also noted that DNR had spoken at |ength about permtting
probl enms, yet the 2012 Frasier Institute Report ranks Al aska
fourth in the mneral entities around the world when conbining
the conposite policy and mneral potential; over 90 different
regions in the world fall below us. He expressed hope that the
commttee would address that great discrepancy when the CEO s
who fill out Frasier's form rank Al aska so high and the DNR
conmi ssi oner provides such a | ow response.

5:45: 01 PM

HAL SHEPHERD, Center for Water Advocacy, Norton Bay Intertriba
Wat ershed Council, and the Native Village of Elim Seward, AK
testified in opposition to SB 26. He expressed concerns
regardi ng past hearings in which statenents by the Division of
Mning, Land and Water as to who this bill would affect,
particular in reference to the limtations on who can now apply
for in-stream flows. The testinony he had heard so far
noticeably omtted Native Al askan tribal governnents of which a
few had applied for in-stream flows on waters in Al aska
specifically to protect subsistence uses. But there has been no
di scussion about the fact that this bill wuld limt those
applicants, including several tribes who have already submtted
applications, from applying for in-stream flows. This seens to
be a continuation of the admnistration's efforts to privatize
water rights in Alaska, but also severely limting the standing
for individuals who can appeal applications that have been
issued for mning permts, oil and gas drilling or hydro power
plants, which again noticeably |eaves out the substantial
majority of individuals, tribes or NGO who nmay be inpacted by
t he i ssuance of such water rights.

MR. SHEPHERD urged the committee not to strip the rights of
i ndi vidual s constitutional rights, specifically Article 8,
saying the state can issue water rights subject to a general use
for fish for all of Alaska's citizens.
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RI CK ROGERS, Executive Director, Resource Developrment Counci
(RDC), Anchorage, AK, testified in support of SB 26. He said RDC
is a statew de business association representing the forestry,
oil and gas, mning, tourism and fishing industries with the
overall of mssion to grow Al aska through responsible resource
devel opment. One of their top legislative priorities is to
encourage the state to pronote and defend the integrity of
Al aska's permitting process and to advocate for predictable
tinmely and efficient state and federal permtting processes
based on sound science and economic feasibility.

He said the legislature to its credit provided DNR wth
addi tional resources in past years to address what had becone an
unt enabl e backlog of permts and authorizations. Such backl ogs
negatively affect our resource industries, but they also affect
many individual Alaskans who are seeking the required state

authorizations. It's inportant to recognize that Al aska |and
entitlement is over 100 mllion acres plus jurisdiction over
subnmerged lands and the permts that DNR adjudicates go far
beyond the mneral industry and he was puzzled why the

di scussion is so focused on that one industry. He was also
curious about how permts are adjudicated for mning projects
versus everyday Al askans trying to cross tidelands to get to a
dock.

MR. Rogers said ranping up staff to adjudicate the backlog was a
great idea, but it's addressing a synptom rather than systematic
i nprovenents. Now, we have a very conplex set of statutes that
have been devel oped over five decades of statehood and they need
sonme inprovenents. Conm ssioner Sullivan had done a good job of
identifying specific nmeans of inproving the efficiency of this
conpl ex system and the administration should be applauded for
proposi ng numerous changes to DNR enabling statutes in order to
make their processes nore tinely and efficient.

CHAIR GESSEL closed public testimony and held SB 26 in
comittee.

5:53: 05 PM

There being no further business to conme before the committee
Chair G essel adjourned the Senate Resources Standing Conmmittee
meeting at 5:53 p.m
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