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ACTI ON NARRATI VE

10: 09: 16 AM

CO CHAIR BENJAM N NAGEAK called the House Resources Standing
Commttee neeting to order at 10:09 a.m Representatives Tarr,
Herron, Johnson, Josephson, Talerico, and Nageak were present at
the call to order. Representati ves Chenault (alternate) and
Seaton arrived as the neeting was in progress.

HB 246- Al DEA: FUNDS; LOANS; PROGRAMS; DI VI DEND
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10: 09: 54 AM

CO CHAI R NAGEAK announced that the only order of business would
be HOUSE BILL NO 246, "An Act creating the oil and gas
infrastructure devel opnent program and the oil and gas
infrastructure developnent fund in the Alaska Industrial
Devel opnent and Export Authority; relating to the interest rates
of the Alaska Industrial Developnent and Export Authority;
relating to the sustainable energy transmission and supply
devel opment and Arctic infrastructure devel opnment prograns of
the Al aska Industrial Devel opment and Export Authority; relating
to dividends from the Al aska Industrial Devel opnent and Export
Authority; and adding definitions for 'oil and gas devel opnent
infrastructure' and 'proven reserves.'"

10: 10: 23 AM

CO CHAI R NAGEAK opened public testinmony on HB 246

10:10: 37 AM

KARA MORI ARTY, President/CEQ, Alaska Ol & Gas Association
(AOGA), testified that AOGA is opposed to HB 246 even though the

bill seens |like a good idea on the face of it. She said ACRA is
a diverse group of nmenbers, ranging from producers and explorers
to refineries and pipeline conpanies. Despite the chall enges

the industry has been facing the past few years, none of AOGA s
nmenbers has ever voiced concern about a shortage of state |oans
to weather this downturn. She questioned why state |oan
prograns woul d be expanded when there is not a clear unnet need.

M5. MORI ARTY recounted that AOCGA as well as individual active
explorers and producers across Al aska have testified repeatedly
that the incentives and tax policies Alaska already has are
wor ki ng and doing exactly what they were supposed to be doing

They are acconplishing the very intent set out for HB 246
outlined in the Alaska Industrial Devel opnent and Export
Authority's (AIDEA s) presentation dated March 16, 2016. For
exanple, a slide in that presentation tal ks about AIDEA s intent
for the bill and the current system is already acconplishing
t hat . The current systemis attracting small- and nedi umsized
conpanies to Al aska, production has increased from |last year to
this year, and new fields have conme online. The current system
is attracting new investnent, resulting in nore jobs, nore
production, and even nore state revenue than there would have
been w thout that investnent. Utilities have testified that
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i ncreased investnent and production have resulted in short-term
energy supply contracts for Southcentral Al aska.

10: 12: 58 AM

M5. MORIARITY stated that, when necessary, snall producers have
secured existing loans fromthird-party | enders and these third-
party [loans] were typically designed to cover the producer's
portion of developnment costs that would be in addition to the
anounts funded by the current tax credit |aws. Even if nore
state loans were beneficial for the state, the state would be
taking on greater risk about the creditworthiness of borrowers
and the soundness of the | oans, she posited.

M5. MORIARITY said AOCGA believes HB 246 is especially flawed in
its [proposed] definition of "proven reserves" under Section 13.
She related that the Securities and Exchange Conm ssion (SEC)
has spent years developing a definition of "proven reserves”
that would work with respect to honest "proven reserves" and
that would prevent folks from scamming the public with oil and
gas "prospects”™ with no reserves or without any truly "proven"
ones as industry uses that term This is said without intent to
di sparage the character or notives of anyone who has been
supporting HB 246, she continued, rather AOGA wants to point out
that if the definition of "proven reserves" is not right and is
not consistent with the Securities and Exchange Conm ssion
(SEC), folks could cone to Alaska to try to borrow from Al DEA
with their own version of "proven reserves" as collateral. | f
the state is going to make any of these loans at all, ACGA
bel i eves the state nust use the sanme definition that the SEC has
devel oped, which wuld also let the SEC investigate and
prosecute suspected abuses which would save the state noney
because it wwuld not have to hire state inspectors or
prosecutors to do it.

M5. MORI ARITY concluded her testinmony by urging that the state
retain its current fiscal system versus creating a new and
expanded |oan program Wy create a new program when the
current system is already achieving the desired results of the
proposed oil and gas investnent fund, she reiterated.

10: 14: 54 AM

REPRESENTATI VE HERRON requested M. Moriarity's opinion about
whet her conpanies would utilize this legislation if it were to
becone | aw
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M5. MORI ARTY responded that it is hard to answer until it is
known exactly what the terns would be. There could be |imts on
the loans as well as anything over a certain anmount that would
require |egislative approval, which does not provide a |evel of
certainty for the | oan. She said it is too soon to tell, but
opi ned that the current systemis worKking.

10: 15: 47 AM

REPRESENTATI VE TARR inquired whether when stating "the current
system Ms. Moriarity is nmeaning the itens that are proposed in
HB 247 in addition to this proposed concept of a |oan program

M5. MORIARITY replied that AOGA is saying the state already has
a fiscal system in place that is attracting new conpani es and
i ncreasing production. She said AOGA suspects what the state
may do is use loans versus the current system of incentive
credits and AOGA does not know why the state would replace one
with the other when the state already has a systemthat it knows
is achieving the results that it wants.

REPRESENTATI VE TARR noted that AIDEA is currently meking |oans
to oil and gas infrastructure projects. Onh its own, HB 246
woul d set aside a fund that could do essentially the sanme thing
that is being done with AIDEA dollars, but just not run into the
probl em of getting proportionally out of sync with the other
sectors that AIDEA is also supporting. She requested M.
Moriarity to comment on the bill as a stand-al one concept and
whet her AOCGA is opposed to what AIDEA is doing currently by
providing oil and gas infrastructure loans or the proposal to
have its own fund.

M5. MORIARITY answered that one AOGA nenber has a small Al DEA
loan, but it is not sonething that has been utilized very often.
Most of the tinme conpanies are securing loans and private
capital, so the AIDEA |oan was sonething that BlueCrest Enerqgy,

Inc., decided to do; however, it is not necessarily sonething
that the rest of AOGA s nenber conpanies utilize on a frequent
basi s. The state already has the capacity to offer loans if

that is sonething the industry so desires and AOCGA doesn't see
how an expanded | oan program would be beneficial for the state.
Depending on how the bill passes, individual conpanies would
deci de what to do. Wiile a few loans are out there now, the
majority of AOGA nenbers are not clanoring for nore state | oans
to help themin this downturn.

10: 18: 57 AM
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REPRESENTATI VE JOSEPHSON related that the admnistration has
indicated for a second year in a row that it may not support an
appropriation of the entire anmount due on the credit system
being tal ked about by M. Moriarity. If that happens and the
adm nistration effectively gives an I QU, he asked how that would
conpare to the level of certainty that AOGA' s  nenber
organi zations are | ooking for.

M5. MORIARITY replied that that obviously does create a |evel of
uncertainty when investing state noney in the industry whether
it is through the state's current system of credits or a |oan
pr ogram Wiy would the state expand a |oan program when it
knows the credit system is already achieving the desired
resul ts? Qoviously [AOCGA] would like to have certainty, but
[ACGA] is just testifying on the concept. As currently drafted
the bill has a very serious fatal flaw and fol ks may not even
apply for loans based on the current definition of proven
reserves, because it is not <consistent wth how conpanies
currently determ ne their reserves for SEC purposes.

10: 20: 42 AM

REPRESENTATI VE TARR observed that page 7, line 17, of the bil
tal ks about the reserves and that page 8, lines 3-4, state, "a
process for confirmng the existence of proven reserves
sufficient to authorize financing". She posited that it does

not seem like it would be an insurnountable problem to have
those definitions be nore in |ine. Regardi ng the definition of
"proven reserves" on page 8, line 31, she inquired whether M.
Moriarity could provide the commttee with the |anguage that M.
Moriarity is referring to.

M5. MORIARITY agreed to follow up with the requested information
so that it is consistent.

10: 21: 42 AM

REPRESENTATI VE CHENAULT, regarding AIDEA' s classifications and
exi sting percentages of noney in the current pool of dollars
avai l abl e for |oans, understood that about 14 percent was | oans
to either oil and gas support or oil and gas conpanies. But, he
added, he does not know what the |oan anpbunts are. Because
[ AIDEA] is concerned that it is starting to get heavily wei ghted
into the oil and gas industry, there is apparently sonme interest
in those type loans. It seens this would be nore of a tool in a
tool belt so that if an industry player decided it wanted to
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| ook for capital this would be another option for them to | ook
at capital. It nmay not be the best option for the conmpany, but
it certainly would be another option. He understood that the
folks at AIDEA and the Departnent of Comerce, Conmunity &
Econom ¢ Devel opnent (DCCED) are concerned about going beyond 14
percent of the pie to one industry. Gven today's [low oil
prices], he allowed AOCGA nenbers are not real interested in
going out for loans of any kind unless they are absolutely
necessary. He said he is not asking a question of Ms. Mriarity
but just stating how he sees what is going on with this proposed
| oan application.

10: 23: 57 AM

REPRESENTATI VE JOHNSON recalled from the bill's first hearing
that it is kind of designed as a replacenent for the tax credits
in anticipation of changes to [Senate Bill] 21 [the current |aw
passed in 2013, Twenty-Ei ghth Al aska State Legislature. So, he
continued, he does not disagree with Ms. Moriarity's assessnent
that it is off the mark. He understood AOGA's concerns, but
said he does not think this would replace the credits that are
in the existing program and he is unsure how |long the existing
program can survive.

10: 25: 01 AM

REPRESENTATI VE HERRON referred to the docunent in the committee
packet from AIDEA entitled, "Proposed ways to address concerns
expressed on HB 246". He asked whether Ms. Moriarity is aware
of this docunent and specifically Concern 3.

M5. MORIARITY responded that she distributed the docunment to
AOCGA' s nenber conpanies early this norning, but has not yet
heard back from anyone so cannot yet speak specifically.
Regarding the definition of "proven reserves"” in Concern 3, she
said the adm nistration's recommendation is still not consistent
with what is already currently used. She reiterated that she
will provide language to the commttee that will be consistent
on "proven reserves and will get back to the comnmttee regarding
the rest of the docunent.

10: 26: 27 AM

CO CHAI R NAGEAK ascertained that no one else from the public
wi shed to testify on the bill.

10: 27: 07 AM
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FRED PARADY, Deputy Conm ssioner, Ofice of the Comm ssioner,
Department of  Commerce, Community & Econom c Devel opnent
(DCCED), noted he serves on AIDEA' s board as designee for the
DCCED conmi ssioner. He said the origination of HB 246 cane from
the AIDEA board neeting where it reviews the "dashboard" of its
| oan portfolio and the board's concern with overweighting into
the oil and gas sector. While [AIDEA] has not reached a firm
conclusion as to whether that nunber is 14, 15, or 20 percent,
he advised that it is a concern when 15 percent of a portfolio
is in a single sector. The only other portfolio approaching
that is mning, which is the Anbler investnent dating back 20-
plus years and is a stable, long-term inconme producer to Al DEA
The bill would provide a tool in AIDEA's toolkit irrespective of
the tax credit issue.

10: 28: 08 AM

GENE THERRI AULT, Energy Policy and OQutreach Director, Al aska
Energy Authority (AEA), Al aska Industrial Devel opnent and Export
Aut hority (AIDEA), Department of Commerce, Community & Econom c
Devel opnent (DCCED), reiterated the concern is that that segnent
of the pie beconmes over-weighted and because oil and gas | ending
is a little bit riskier it starts to inpact the rest of the
lending to other sectors. The legislation would not create a
new source of lending, but would allow the existing type of
| ending to continue given the concern that the portfolio nay be
getting tapped out.

MR. THERRI AULT, in regard to valuation of the reserves, stated
t hat conpanies may have to adhere to SEC rule when selling stock
and ensuring the proper valuing of the conpany for the purpose

of selling stock on the open nmarket. However, he pointed out,
what is being proposed in HB 246 is just a nmeans by which Al DEA
would internally evaluate the value of a reserve, if those
reserves are to be part of the collateral that is offered for a
| oan. He said AIDEA is open to suggestions for a revised
definition that would be potentially acceptable to the
conpani es. He explained that AIDEA tried to cone up with a

definition that was conservative so as to not place nore val ue
on a potential reserve than it should have, the effort is to err
on the side of caution.

10: 30: 24 AM

REPRESENTATI VE CHENAULT understood, then, that proven reserves
would only conme into play if the corporation wanted to use that
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as collateral for the actual |oan versus sone other nechani sm
that the corporation nay have, such is above ground equi prment.

MR. THERRI AULT answered that there are two issues where reserves
woul d cone into play. First, the Iending is only supposed to be
done for infrastructure to actually bring to market proven
reserves. So AIDEA has to know that there is actually a
resource there of a size and quantity that can actually go to
market. Then, as the lending is being contenplated and AIDEA is
trying to collateralize the loan, the main collateral would be
the infrastructure itself - the nmachinery, the value of the
gravel pad, the canp, and so forth. Also, a conponent can be an
overriding royalty interest (ORRI) in the reserves thenselves.
He rem nded nenbers about yesterday's conversation regarding
over-collateralizing the loan just to be on the conservative
side, and said the value of the reserves thenselves plus the
value of the equipnent that is actually being |oaned on can be
put together to provide good solid collateral for the |oan.

10: 32: 00 AM

REPRESENTATI VE HERRON referred to the anendnent proposed for
Concern 3 at the top of page 2 in the docunent, which states in
part: " the proven reserves shall be reduced by ten percent
in calculating the value of the proven reserves ...." He asked
what the magic is about 10 percent.

MR. THERRI AULT replied the 10 percent is a reduction of the
estimated volume and then the Ilanguage that follows that
reduction is the calculation of the price that would be applied
to that reduced value. This is to err on the conservative side
so that nore value is not placed on that overriding royalty
interest (ORRI) than really could present itself in the future
if AIDEA had to call on that as part of the collateral.

10: 33: 16 AM

REPRESENTATI VE JOHNSON i nqui red whether AIDEA would rely on the
Alaska Q1 and Gas Conservation Conm ssion (AOGCC), or soneone
el se, or AIDEA internally to determ ne the proven reserves. He
surmsed that a SEC definition would clearly define proven
reserve and so AIDEA would not have to go through that, but if
it is not the SEC definition then A DEA would need sone
definition to verify the reserve data.

MR. THERRI AULT responded that AIDEA would certainly use the
resources of the state - the Division of Gl & Gas and AOGCC.
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Also, the bill would allow AIDEA to hire consultants wth
specific expertise on an as-needed basis.

10: 34: 23 AM

REPRESENTATI VE SEATON stated he 1is concerned about proven
reserves and the econom cs of those proven reserves, because the
econom cs of a project within a portfolio or a conpany could be
advant ageous even if the economcs as a stand-alone mght not
be. He said he wants to ensure the definition includes the
econonm cs of the project as a stand-alone project unless AlDEA
would be getting the <collateral of the entire conpany's
portfolio, because it could be a situation of being a |ong ways
away. He recalled that the commttee has | ooked at making sure
the gross value at the point of production is not below zero for

tax purposes. Wiile that mght be a beneficial part of a
conpany's portfolio, that could not stand alone economcally if
Al DEA were financing 50 percent of a project. He urged that

this be worked into the proven reserves portion so it is not
just the Alaska North Slope (ANS) Wst Coast (W) value of
proven reserves. He noted that yesterday AIDEA indicated it
woul d take that into consideration in the redefined definition.

MR. THERRI AULT answered that he has posed the question to the
Departnment of Law and is awaiting a response. He reiterated
that the proposed definition would reduce the estinmated vol une
by 10 percent and then the value of the proven reserve would be
cal cul at ed. He explained how the value would be calcul ated:
right now the price of oil is $50 per barrel on the Wst Coast;
but, the barrel being talked about is 2,000 feet underground on
the North Slope; so, the cost of getting that oil to the surface
and transporting it to the market would be deducted when
calculating the value of that barrel of oil in the ground in
that particular field. So, all of those production costs would
be subtracted out.

MR. PARADY pointed out that there is a distinction here: in
speaki ng of proven reserves, it is deal i ng W th a
collateralization on evaluation of collateral; the actua

deci sion-maki ng process relative to the loan is enbedded in
slide 13 [of AIDEA's 3/16/16 presentation titled, "AIDEA G| and
Gas Infrastructure Devel opnment Fund HB 246"].

10: 37: 30 AM

REPRESENTATI VE JOHNSON, in regard to a worst case scenario of
bankruptcy, recalled AIDEA's claim that it had no losses wth
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Buccaneer because Al DEA got back its $5 mllion. But, there was
$3 million in interest that was never paid. The state nmade out
okay but the private sector did not fare so well in that
bankruptcy, so at best it was a tie and maybe a loss for the
econony. He further recalled AIDEA tal king about some kind of
surety bond and inquired whether there is any way in this |oan
process to guarantee that the private sector that is invested in
this also has a position that 1is sonehow protected. For
exanple, AIDEA's 700,000 shareholders are part of this and own
part of this conmpany and those sharehol ders got stiffed for $3
mllion on the Buccaneer deal. In addition to protecting
Al DEA' s sharehol ders, he further asked whether there is a way to
protect the people involved when there are | oans and those | oans
are used for vendors.

MR. PARADY replied he does not have that answer at his
fingertips, but the AIDEA board has been discussing both the
aftermath of the Buccaneer project as well as its own ongoing
process where it is working on "Brooks Range". He said he wll
talk to M. Springsteen [AIDEA s executive director] and wll
provide the comrmittee with a nore conprehensive answer at its
5/ 30/ 16 neeti ng.

REPRESENTATI VE JOHNSON poi nted out that even if AlIDEA has never
had a loss on a project, there are still vendors suffering and
goi ng out of business and peopl e not being paid.

10: 40: 03 AM

REPRESENTATI VE JOSEPHSON referenced M. Therriault talking about
ORRI , collateralization through infrastructure itself, and
proven reserves, and asked whether AIDEA is allowed in the event
of default to take "X percentage" of a private |andholder's
royalty share.

MR. THERRI AULT responded that he believes the collateral Al DEA
took in the Mistang project is what is called an overriding
royalty interest (ORRI) whereby a percentage of whatever is
produced out of that field; when it is produced that value is
pl edged as collateral. He advised that the state mnust be
careful to avoid actually taking ownership and putting itself in
the position of an active participant that is being obligated

for capital calls. By taking an ORRl position, the state
creates one degree of separation from those active owners and
thereby protects itself from capital calls. It also protects

the state from becomng part of the stream that has ultimte
di smantling, renoval, and restoration (DR&R) responsibilities.
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REPRESENTATI VE SEATON reiterated his request that AIDEA follow
up with the Departnent of Revenue regardi ng gross val ue at point
of production less than zero and how that would go into the
cal cul ations on eventual |oaning on those deals. He reiterated
the state needs to ensure it is protecting itself in any |oans.

10: 42: 40 AM

CO CHAI R NAGEAK expressed his concern that HB 246 would create
anot her bureaucracy within a certain place that requires nore
staff, nore space, and nore everything.

MR PARADY answered that AIDEA takes very seriously its
responsibility to be efficient; for exanple, between AlIDEA and
the Al aska Energy Authority (AEA) there are currently 22
unfilled positions. He said AIDEA loans in this sector of the
econony out of its revolving |oan fund. Essentially HB 246
woul d set up a fourth fund to which AlIDEA could access whatever
funds it is capitalized with and continue to loan in this area

because AIDEA is [currently] over-weighted. It is envisioned
that the |loan activity would be absorbed within Al DEA s existing
staff. The bill would be switching the potential source of

funding from the revolving loan fund to this proposed oil and
gas infrastructure devel opnent fund. He said AIDEA's mission is
supporting devel opnent of the Al askan econony and hel ping create
jobs, and it does project financing and refinancing. Exanpl es
of Al DEA successfully helping to grow the Al aska econony incl ude
the ship yard, ore termnal in Skagway, and the Anbler road.
Peopl e cone to AIDEA seeking its assistance in this area and in

this downturn it would seemthat trying to keep small- and m d-
sized projects is worthwhile irrespective of the tax credit
i ssue. It is within the unbrella of AIDEA's mssion to keep

working and it is not an intent to grow a bureaucracy; AlDEA
pays for it operations out of its earnings.

REPRESENTATI VE TARR surmised the bill's zero fiscal note is a
reflection of AIDEA' s ability to do this proposed new fund with
exi sting staff.

MR. PARADY replied yes. He noted that the cost associated with
AlDEA's use of a consultant to evaluate a collateral is charged
against that |oan activity; the cost is not supported by the
general fund, it conmes out of a specific project.

10:45: 30 AM
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CO- CHAIR NAGEAK closed public testinony on HB 246 after
ascertaining that no one el se wished to testify.

[ HB 246 was hel d over.]

10: 45: 51 AM

ADJ QURNVENT

There being no further business before the commttee, the House
Resources Standing Commttee neeting was adjourned at 10:46 a. m
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