SENATE FI NANCE COW TTEE
April 13, 2016
5:08 p.m

5:08:48 PM

CALL TO ORDER

Co-Chair MacKinnon called the Senate Finance Committee
nmeeting to order at 5:08 p.m

VEMBERS PRESENT

Senat or Anna MacKi nnon, Co- Chair
Senat or Pete Kelly, Co-Chair
Senator Peter M cciche, Vice-Chair
Senator dick Bishop

Senat or M ke Dunl eavy

Senat or Lyman Hof f man

Senat or Donny d son

VEMBERS ABSENT

None

ALSO PRESENT

Representative Louise Stutes, Sponsor; Reid Harris, Staff,
Representative Louise Stutes; Kris Curtis, Legislative
Auditor, Alaska Division of Legislative Audit; Thor Stacey,
Director of Governnental Affairs, Al aska Professional
Hunters, Juneau; Eddie Gasser, Safari Cub International,
Al aska Chapter, Pal mer; Sara Chanbers, Administrative
Operations Manager, Division of Corporations, Business and
Prof essi onal Licensing, Department of Comerce, Conmunity
and Econom c Devel opnent; Robert Venubles, Energy and
Transportation Coordinator, Southeast Conference, Juneau;
Britteny G oni-Haywood, Division Director, Division of
Econom ¢ Devel opnent, Departnent of Comrerce, Community and
Econom ¢ Devel opnent, Juneau; Lon W/Ison, President, WIson

Agency, Anchor age; Sheela Tallman, Prenera Blue Cross of
Al aska, Juneau; Fred Par ady, Deputy Comm ssi oner,
Depart ment of Conmmer ce, Communi ty, and Econom ¢
Devel opnent ; Lori W ng- Hei er, Di rector, Division  of

| nsurance, Department of Commerce, Community and Econom c
Devel opnent .



PRESENT VI A TELECONFERENCE

Kelly Vrem Chairman, Current Big Gane Community Services,
Sutton; Doug Giffin, Executive Director, South Wst Al aska
Muni ci pal Conf er ence, Anchor age; Joshua Wei nst ei n,
President, Northrim Benefits G oup, Anchorage; Lon WIson,
President, WI1son Agency, Anchorage; Jason Gootee, Moda
Heal t h, Anchorage; Benjam n Johnson, CEQ, Bl ueCrest Energy,
Dal | as, Texas; Bruce \Webb, Furie Qperating Al aska,
Anchor age; David Elder, CEQ, Furie Operating Al aska
Houston, Texas; Tony 1zzo, General Manager, Matanuska

Electric Association, Anchor age; Scot t Jepson, Vi ce
President, External Affairs, Conoco Phillips, Anchorage;
Paul Rusch, Vice President, Finance D vision, Conoco

Phillips, Anchorage; Jared Green, President, ENSTAR Nat ural
Gas, Anchor age.

SUMVARY
SB 130 TAX; CREDI TS; | NTEREST; REFUNDS; O & G

SB 130 was HEARD and HELD in commttee for
further consideration.

SB 206 REI NSURANCE PROGRAM HEALTH I NS. WAl VERS

SB 206 was HEARD and HELD in committee for
further consideration.

HB 130 NAM NG STATE LI BRARY & MJUSEUM

HB 130 was HEARD and HELD in committee for
further consideration.

HB 247 TAX; CREDI TS; | NTEREST; REFUNDS; O & G
HB 247 was SCHEDULED but not HEARD
HB 254 EXTEND Bl G GAME COMVERCI AL SERVI CES BOARD

HB 254 was HEARD and HELD in committee for
further consideration.

HB 314 AK REG ECON ASSI ST. PROGRAM EXTEND

HB 314 was HEARD and HELD in committee for
further consideration.
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#hb254
HOUSE BI LL NO. 254

"An Act extending the term nation date of the Big Gane
Commercial Services Board; and providing for an
effective date.”

5:10: 31 PM

REPRESENTATI VE LQUI SE STUTES, SPONSOR, explained that the
bill extended the sunset date of the Big Gane Commerci al
Service Board (BGCSB) from June 30, 2016 to June 30, 2019.
She turned to her staff to further detail the bill.

REI D HARRI S, STAFF, REPRESENTATI VE LQOUI SE STUTES, read from
t he prepared sponsor statenent:

The BGCSB is staffed by the Division of Corporations,

Business and Professional Li censi ng. The  BGCSB
consists of two l|icensed Registered GuidedQutfitters
two |icensed Transporters, two private |[|andhol ders,

two public nenbers, and one nenber from the Board of
Gane. Board nenbers are appointed by the Governor and
confirmed by the Legislature. The Board s regulated
prof essi ons include Assistant Guide, C assOA Assistant
Qui de, Mast er Qui delQutfitter, Regi st ered
GQui deJCQutfitter, Retired GQui deJQutfitter, and
Transporter.

M. Harris read from a report prepared by the MDowell
Group, Inc: "The Econonmic Inpacts of Q@uided Hunting in
Al aska" (copy on file):

e Quided hunting in Al aska accounted for a total of
2,210 jobs and $35 mllion in total Ilabor incone in
2012, including all direct, indirect and induced
i mpacts.

e @iided hunting generated a total of $78 million in
econom c activity in Alaska in 2012.

* Quided hunters purchased nearly $2 mllion in hunting
I icense and gane tags.
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M. Harris relayed that the board was essential to the
safety of hunters, guides, and transporters, and to the
managenent of the resource. He was happy to answer any
guesti ons.

Representative Stutes shared that there were people
avai |l abl e for questions.

Co- Chai r MacKi nnon thanked Representative Stutes and
invited Kris Curtis to the table.

5:13: 07 PM

KRI'S CURTI S, LEGQ SLATI VE AUDI TOR, ALASKA DIVISION OF
LEG SLATIVE AUDI T, reported conducting a sunset review of
the BGCSB to determ ne whether it was serving the public's
interest and whether it should be extended. Overall, the
auditors concluded that regulating and licensing qualified
guide outfitters and transporters benefited the public
safety and helped to safeguard the state's wldlife
resources. The auditors nade a conditional 3-year extension
recommendat i on. The <condition was for the board to
denonstrate the ability to address its deficit during the
| egi sl ative sunset review process. At the tine the audit
was done the board's debt was over $1 million. If the board
failed to denonstrate the ability to address its deficit,
the auditors recomended it be considered for term nation.

Ms. Curtis read the recomendations from the report by the
Division of Legislative Audit (copy on file):

1. Recommendation 1: The Division of Cor por at i ons,
Busi ness and Professional Licensing's (DCBPL) director
should ensure staff adhere to procedures designed to
provi de efficient and effective support to the board.

Ms. Curtis indicated that it was a repeat finding fromthe
2011 sunset audit. The auditors found inproved support but
sone deficiencies remained in the area of public noticing
their exanms and their board neetings.

2. Recommendation  2: The Division of Cor por ati ons,
Busi ness and Professional Licensing's (DCBPL) director
shoul d t ake st eps to i nprove tinmeliness of
i nvesti gations.

Senat e Fi nance Comm tt ee 4 04/ 13/16 5:08 P. M



Ms. Curtis explained that it was another repeat finding
from the 2011 sunset audit where inprovenents had been
made. However, the division continued to struggle wth
timely investigations. Auditors reviewed 25 investigative
cases and found that 17 of them had periods of inactivity
ranging from 4 nonths to nore than 4.5 years. According to
the lead investigator, the cause of the delays was a |ack
of resources to address the large case |oad. The auditors
al so found i neffective case nonitoring.

3. Reconmmendation 3: The Division of Cor por at i ons,

Busi ness and Pr of essi onal Li censing's ( DCBPL)
director, in conbinations wth the board, should
increase licensing fees to address the Dboard's

operating deficit.

Ms. Curtis relayed that it was the third tine the auditors
had the finding and recommendation. In the prior 2011 audit
it was noted that the board had an operating deficit of
$374 thousand as of June 30, 2011. The board was told that

if licensing fees were not increased or expenditures
decreased the deficit would grow As of April 2015 the
deficit exceeded $1 million. The deficit increased due to

various factors including delaying an increase in |licensing
fees and a reduced nunber of license renewals. In 2012 the
division <changed its allocation nethodology for its
indirect costs. The division had nade sonme changes to
correct problens with its cost allocation nethodol ogy which
resulted in an addition of nore than $200 thousand to its
deficit. In 2012 the division proposed an increase to the
fees ranging from 61 percent to 68 percent. There was a
great deal of pushback during the public process and the
di vision did not end up increasing fees.

Ms. Curtis continued that in FY 14 there was an increasing
of fees: approximately 44 percent across |icense types.
However, the increase in revenues was still not enough to
cover operating costs resulting in the deficit continuing
to grow At the time of the last audit the division had
proposed regulations including increasing |licensing fees,
and adding new fees for Federal Medi cal Assi st ance
Percentages (FMAP) activity reports. At the tinme the
auditors believed that the increased fees would be enough
to address the deficit. The auditors took a [|ook and
concluded that with the nunber of |icensees held it was
reasonable to assune the deficit would be addressed. The
auditors nmade a conditional recommendation that the board
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denonstrated that the regulations were final and addressed
the deficit.

4. Reconmendation 4: The Division of Cor por at i ons,
Busi ness and Professional Licensing's (DCBPL) director
shoul d ensure t he transporter license renewal

application formconplies with statute.

Ms. Harris explained that there was a statutory requirenent
that transporters signed an affidavit when they went to
review their license that all of the activity reports had
been filed with the departnent. Upon testing conpliance
there was no such affidavit. It was a systematic problem
with an easy fix.

5:18: 02 PM

Vice-Chair Mcciche queried who carried the balance of the
growing $1 nmillion deficit. M. Curtis responded that it
was her wunderstanding the deficit was covered wth surplus
nmonies from ot her boar ds. Utinmtely, the cost of
regulating a board was the responsibility of the board.
Statutes required that fees be established at the necessary
| evel to cover costs.

Vice-Chair Mcciche asked if there was an accounting shift
or a leger to know how nuch needed to be paid back by BGCSB
to other boards. He also queried about an admnistrative
cost for the accounting. M. Curtis responded that the
auditors had considered recommending to the board the
institution of accounting structures to track revenues and
expenditures. However, the cost of doing so mght not
justify the extra work. There was an accounting of each of
the board's balances. The Big Gane Commercial Service Board
provi ded the revenues and expenditures and a table in the
report.

Co-Chair WMacKinnon shared that she and Representative
Hawker had been | ooking into different |icensing across al

prof essions for alnost 4 or 6 years. For a period of tineg,
when the BGCSB had ceased, the State of Alaska was
responsi ble for collections. From the board s perspective,
adm nistrative costs were nostly associated with violations
or investigations. She concluded that the board was not
uphol ding the statutes because it was not collecting enough
fees to be self-sustaining. She furthered that the board
was challenged wth extenuating circunstances and that
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ot her boards were also operating in the red. However, sone

of the other boards had a greater licensure. 1In her
i nvestigations over the 6 years there were different types
of license holders facing a variety of challenges. The

| argest problem was trying to spread the costs over a snal
popul ati on. She asked Ms. Curtis if she was correct.

Ms. Curtis agreed for the nost part. She stated that the
board had 1500 total |icensees and thought the board could
potentially clinb out of its deficit with increasing fees.
She nentioned a couple of other boards with |ess than 100
licensees. It was difficult to cone out of a deficit wth
| ess |icensees.

Co-Chair MacKi nnon asked if the BGCSB had a deficit of $1
mllion. Ms. Curtis replied that at the tinme of the audit
t he amount was over $1 million.

Co- Chair MacKi nnon suggested about $670 per applicant to
cover the deficit. She thought it would be difficult to
raise the fees that nuch in one year.

Senator Hof fman pointed to the differences between FY 14
and FY 15. By the tine the legislation expired there would
possibly be an additional $200 thousand in debt. The
current program ended in June 30, 2016. He supposed there
could be an additional $250 thousand in the deficit figure.
He wondered about including benchmarks which would
automatically termnate the board if any target was not
met .

Ms. Curtis responded that the departnent could provide a
current status of the debt. She had heard the regulations
were passed and the «current |licensing fees had been
increased. She reported 3 years as an adequate anount of
time because of doing the audit the year prior to the
sunset date. She suggested that |ess than 3 years woul d not
provi de the board enough tine to address the problem

5:23:02 PM

Senator Hoffman noted that the 1issue was about the
extension to summer 2019 and tine in which the board could
generate additional deficits rather than solving their
self-sufficiency problens. He thought benchmarks would
incentivize addressing the debt. Qherw se, the state m ght
end up with a $2 mllion deficit. As the chairman said, it
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woul d be quite inpossible to cover all of the deficits in
one year.

Co-Chair WMacKi nnon thanked Ms. Curtis and noted the senate
woul d be talking to the departnent.

Co- Chair MacKi nnon OPENED Public Testinony on HB 254.

KELLY VREM CHAI RVAN, CURRENT BI G GAME COWMUNI TY SERVI CES,
SUTTON (via teleconference), testified in support of the
| egislation. He had been in the guide business since 1973
and had been around when there was a board and when there
was not a board in place. He had attended the bulk of the
BGCSB neetings and concluded that it was better to have a
board. He was happy with the current board, as there was a
wi de variety of nenbers. He thought the board had the
ability to nmake sone careful and considerate regulations.
He also pointed out that the board was capable of
controlling its spending. However, he asserted that
investigations were out of control. |Investigations were
throwmn off course without a board. He had tried to nove
investigation procedures in the direction of negotiated
settlements using a point system rather than frequently
issuing fines. He did not understand why the state paid
attorneys and investigators wthout utilizing their
services to their full extent. The board' s purpose and the
vast range of nenbers ensured that no one special interest
superseded the rest. If the board sunsetted it would not
reduce costs but would fall again on the departnent.
Currently, with new fees and the increased professional
licensing fees he was confident that wthin 24 nonths the
board's position would be renmarkably different. He
appreciated the possibility of additional tine. He thanked
the commtt ee.

Co-Chair MacKinnon wondered if the board was currently
fully staffed. M. Vrem responded positively. He noted that
the nost recent turnover was a |and owner nenber who terned
out. He was excited about the replacenent nenber. He also
nmenti oned a gane nenber turning over recently as well. He
was confident the board was functioning on all cylinders.

5:28:43 PM

THOR STACEY, D RECTOR OF GOVERNMENTAL AFFAIRS, ALASKA
PROFESSI ONAL HUNTERS, JUNEAU, spoke in support of the
| egislation. He shared that the new fee structures were put
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in place in Novenber and the deficit was down to about $800
t housand. He believed the board was on a path to fixing the
deficit. He relayed that the Alaska Professional Hunters
Association (APHA) was the only group that represented
hunting guides in the state. The boards had a trenendous
anmount of inportance to APHA as an organization that was
conservation based. The group supported stewardship-based
| and managenent structures and high professional standards.
The Big Gane Commercial Services Board adm ni stered APHA's
prof essional tests. There was no school, collage, or
vocational program available to become a guide. Rather, a
person becane a guide starting as a packer, noving to an
assistant guide, and learning from others. The path to
entry into the historic profession in Alaska was housed
within the program Wthout a board guides would have to
take a multiple choice test, drafted by an out-of-state
contractor unfamliar with Alaska's wldlife, wlderness,
or professional standards. He asserted that having testing
standards and a board were critical to preserving a vibrant
industry that was operating within the greater interest of
the public as a whole. His role was to work between the
i ndustry, the division, and the board helping wth
relationships and collaborating on things such as fee
struct ures. H s group was deeply enbarrassed by the fact
that the board ran a deficit. He relayed having a firm
coomitment to fixing the problem and to supporting
necessary fee structures to pay off the board' s deficits.
He appreciated the commttee's time and interest in the
boar d.

Senat or Hof fman queried about potential resistance fromthe
board about increasing fees. He asked for M. Stacey's
perspective. M. Stacey replied that APHA was reconciled to
the fact that there was no easy fix and that the deficit
woul d be paid off currently. There was a significant anount
of consternation and frustration around how the account
practices of the board changed. There was $200 thousand in
| ost revenues and $300 thousand of deficit at the sane
time. During the prior sunset review the board was
presented with three different financial reports in 2011.
He believed that the group had confidence that it was
receiving an accurate accounting of what it owed and was
committed to paying it back. The pushback was no |onger a
factor.

5:33:13 PM
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Senator O son referred to M. Vrenls statenent concerning
having the deficit taken care of wthin 24 nonths. He
wondered if M. Stacey agreed with the tineline. M. Stacey
replied he thought the tineline would be closer to 36
nont hs. He added that with the new fee structures there was
pushback from the transporter industry. There was the
potential that the division would adjust the new fee
structures. He reiterated that the APHA intended to pay the
deficit back

Senat or A son expressed concern about the deficit
continuing to grow and potentially conprom sing other
boards' abilities to continue with their investigations. He
rel ayed his experience sitting on a board where there were
ongoing investigations. He indicated that it would be very
difficult to work wunder such constraints. M. Stacey's
pessimsm would not be taken lightly. M. Stacey replied
that his pessimsmhad to do with the tineline and nothing
to do with the ability to pay off the debt.

Vice-Chair Mcciche was a huge supporter of the big gane
industry. He highlighted the fiscal note showing no
expectation of revenues but enphasized travel. He expressed
his concerns and referred to page 14 of the auditor's
report. He highlighted the fluctuation of revenues and
expenses from year-to-year. He nentioned $500 thousand
deficits every-other-year. He asked M. Stacey to explain
the fluctuation biannually. M. Stacey shared that there
was a biannual license renewal which accounted for the
spi ke in incone versus expenses every-other-year.

Vice-Chair Mcciche wanted to see a formal plan for a way
forward. He suggested there was a lack of business
sophistication regarding a plan to nove ahead. The problem
had been ongoing for the previous 4 years or nore. He did
not feel the issue was getting better. M. Stacey replied
that the board had an interesting role in cost control. He
el aborated that some things were well outside of the
control of the board such as the costs that were charged
back to the licensing program One of the primary functions
of the board in reducing the deficit was to act as
gat ekeeper regarding which investigations went forward and
which ones did not. The main cost driver for the deficit
was i nvestigative costs. There  was a new chief
i nvestigator, Angela Burt. She had nade a trenendous effort
to reach out to the board. She had been using the board as
wi se council regarding which investigations were worth
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advancing. The wuse of the board as the gatekeeper of
investigations wuld be the absolute nunber one cost
controller of the board noving forward. He reported that in
2011 the gatekeeping role was not being utilized by the
division or the investigative side. As a result there was
no fee increase and a variety of investigations noved
forward that should not have costing the licensing program
a significant anmount of noney.

5:38:23 PM
AT EASE

5:38:51 PM
RECONVENED

5:38:57 PM

Vice-Chair Mcciche assunmed the investigatory costs were
the indirect expenses in the table. M. Stacey thought that
they were reflected in indirect expenses and contractual
expenses under direct expenses. He added that the board has
done sone things to cut back on costs such as not retaining
| egal counsel during its neetings and mnimzing travel.
The main cost driver for the deficit were investigative
expenses. The industry was unique with a conplex set of
| aws and statues that governed the use of the resource and
the protection of the general public. The program was not
cheap to administer. As a whole, the industry was positive
for the state and suggested keeping it in perspective. He
concl uded that APHA maintained its commtnent to paying off
the deficit whether or not all of the costs could be
control | ed.

Co- Chair MacKinnon directed nenbers to send questions to
her office for testifiers. She relayed she had asked Sara
Chanbers to hold off on her testinony.

EDDI E GRASSER, SAFARI CLUB | NTERNATI ONAL, ALASKA CHAPTER,
Pal ner, spoke in support of the legislation. He shared that
the main concern of the chapter was that there was a
prof essi onal standards board in place to ensure the people
provi di ng service were qual ified and pr of essi onal .
Operating in the wlds of Alaska was a highly risky
busi ness in sonme cases. There were a nunber of activities
such as flying and boating that could lead to Ilife-
threatening situations. He disclosed he had been a
prof essional hunter for 35 years and retired in 1997. As a
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hunter he wanted to be assured that the person he was
hiring was qualified. He stressed the need for the board
and supported the |egislation.

Senator Bishop remarked that investigations were driving a
| arge portion of the costs. M. G asser agreed.

Senator Bishop shared sone of his personal experience as a
hunter growing up in Alaska. He conpared a professional
guide to a big league ball player. Guides needed to be
prof essional and ethical. He suggested that there needed to
be nore discussion anongst the guides about inploring the
standard of the guiding industry in order to drive the
i nvestigations down.

Co- Chair MacKi nnon CLOSED public testinony.

Co-Chair MacKinnon invited M. Chanbers to share her
perspective on what had been shared about an extension for
t he BGCSB.

5:44: 08 PM

SARA CHAMBERS, ADM NI STRATI VE OPERATI ONS MANAGER, DI VI SI ON
OF CORPORATI ONS, BUSI NESS AND PROFESSI ONAL LI CENSI NG
DEPARTMENT OF COWMERCE, COVMMUNI TY AND ECONOM C DEVELOPMENT,
shared that there was a fairly sophisticated system within
statute regarding professional |icensing fees and how they
were set. She confirnmed that they were on a biennial
licensing cycle. There was one 3-nonth w ndow during a 2-
year period to recuperate revenues that mght be in deficit
and to collect any revenues that mght be due for the
following 2 years for operating expenses. She added that
for programs in deficit fees needed to be quite high in
order to look back as well as to look forward. It neant
that the fee setting was a fairly strong estimate but could
not take into consideration sonme of the areas that neither
the division nor the board could control such as conplaints
comng in fromthe outside and investigations. The division
could not control the volume or conplexity of the
i nvestigations because the division did not know what they
wer e when setting f ees. It was t he division's
responsibility to set fees and to do so in concert and
col | aboration with the board. The division and the board
agreed to set fees, increasing them in 2013 and again in
2015. The division was on a trajectory of increasing fees
and had instituted 3 new fees in the current year. As a
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result, the burden was placed on the contracting guides and
transporters rather than assistant guides and class "A"
gui des who were not contracting at the lower |evel tier.

Ms. Chanbers continued that the program had a high |evel of
investigations. She nmade clear that the board was in
control of the investigative process. Investigations noved
forward with a reviewng board nenber's approval. If a
board nmenber objected to noving an investigation forward it
woul d not nove forward. Over the previous year and a half,
since the new chief investigator was hired, the board and
di vision had developed a very strong relationship and a
very clear protocol to control the outcone the board needed
per its statutory authority. She noted that the fluctuating
flow of revenues once every 2 years often placed a board
into a deficit position because of cash flow There were no
general fund appropriations involved, but rather program
expenses. She added that there was no m xing or mngling of
funds since the appropriation of authority was at the
division level and not at the program |level. The cash flow
issue was covered by boards in surplus. There was 100
percent accountability in tracking of every dollar that
came in and out of each program She closed by saying that
the division had very proactively worked to respond to the
audit recommendations. The investigation process had been
i mproved significantly beginning in 2014. The division and
board were working together to actively increase fees. The
additional findings of the renewal application and public
noticing had al ready been addressed.

Senator Hoffrman queried the possibility of staggering the
fees to spread the revenue nore evenly. M. Chanbers
replied that it could be structured the way he suggested.
However, there was a concern about taking a |icense away
for non-paynent from sonmeone that had already been issued a
license. Uging delinquent license holders to pay on a
volunteer basis in the mddle of a 2-year cycle would
likely increase adm nistrative costs. It was sonething the
di vision could certainly | ook into.

5:49: 50 PM

Co- Chair MacKi nnon suggested only renewing a license for 1
year for sonme entities until a snoothing of revenues was
reached. She thought that was the point Senator Hoffmann
was suggesti ng.
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Vice-Chair Mcciche would not apply the definition of a
cash flow problem to the growing deficits since 2011. He
asked about the fee. M. Chanbers reported that the
Assi stant and C ass A guides were paying $410 for a 2 year
period. The registered nmaster guides and transporters were
paying $850 for a 2-year period, an increase over prior
years.

Vice-Chair Mcciche provided an exanple of what it would
take to erase the deficit. He suggested that it would take
an average of $790 for every 2 years as well as another
$333 to pay back the debt service. The price would total
$1123 for 2 years and then revert back to $790 after the
debt was paid off.

Co- Chair MacKi nnon set aside HB 254.

HB 254 was HEARD and HELD in commttee for further
consi derati on.

Co- Chair MacKi nnon suggested that if Senator Hoffmann or
Senator Mcciche had ideas for a reauthorization to get
them to her office by noon the following day. She would
work wth the Jlegislative auditor regarding a status
report. She suggested shortening the length of the
extension in order for the legislature to know that the
board was responding to the satisfaction of the finance
comm ttee.

#hb314
HOUSE BI LL NO. 314

"An Act relating to the Alaska regional economc
assi stance program extending the termnation date of
the Al aska regional econonm c assistance progranm and
providing for an effective date."

Co-Chair MacKinnon went directly to public testinony
because of tinme limtations. She would have the sponsor
introduce the bill in a few nonents.

Co- Chai r MacKi nnon OPENED Public Testi nony.

5:52:42 PM

DOUG GRI FFIN, EXECUTI VE DI RECTOR, SOUTH WEST  ALASKA
MUNI Cl PAL CONFERENCE, ANCHORAGE (via tel econference), spoke
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in support of the bill. H's organization represented the
Kodi ak, Bristol Bay, and Aleutian Pribilof regions of
Al aska. He asserted that regional econom c devel opnent was
a sound way to involve comunities and look for ways to
work wth rmunicipalities, tribes, and the Dbusiness
communities. He urged the passage of HB 314.

ROBERT VENUBLES, ENERGY and TRANSPORTATI ON COORDI NATOR,
SOUTHEAST CONFERENCE, JUNEAU, spoke in support of the
| egislation. He nentioned the original fiscal note that was
attached by the adm nistration. The program was very nmnuch
needed especially with dimnished state capacity. Each of
the Ardors were conmtted to the mission. The entity was
eligible to receive funding from the federal governnent. He
provided sonme detailed funding information. He thanked
menbers for their support of the bill.

BRI TTENY CIONl-HAYWOOD, DIRECTOR, DIVISION OF ECONOM C
DEVELOPMENT, DEPARTMENT OF COMMERCE, COVMUNI TY AND ECONOM C
DEVELOPMENT, spoke in support of the bill. The division was
supportive of having and naintaining the designation for
the Ardor program Her division worked «closely wth
entities regarding econom c developnent initiatives. The
division had a wide variety of comunications regarding
different opportunities that arose for the economc
devel opnent of the state. She was avail able for questions.

Co- Chair MacKinnon CLOSED public testinmony. She set the
bill aside.

HB 314 was HEARD and HELD in commttee for further
consi derati on.

5:56: 55 PM
AT EASE

5:57: 06 PM
RECONVENED

#sb206
SENATE BILL NO. 206

"An Act relating to a reinsurance program for
residents who are high risks and insurer assessnents
to cover the <costs of the reinsurance program
relating to application for state innovation waivers
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for health care insurance; relating to definitions of
‘residents who are high risks' and 'covered lives';
and providing for an effective date."

Co-Chair MacKinnon OPENED Public Testinony. She limted
testinmony to 2 mnutes per testifier.

5:57:55 PM

JOSHUA WEINSTEIN, PRESIDENT, NORTHRIM BENEFITS GROUP,
ANCHORAGE (via tel econference), testified in support of the
| egislation. He relayed that individual health insurance in
Al aska was the highest in the country. He summarized that
the bill would provide a nechanism for stabilizing the
rapidly rising cost of health insurance by creating an
assessment on insured enployer plans. It would help create
a stable market for those buying their own health
i nsurance. The cost of private insurance was rapidly
spinning out of control. Rate increases of 30 percent had
been seen for the previous 2 years. He reiterated his
support for the bill.

Senat or Bishop wondered if it was another tax on single
enpl oyer and nulti-enployer plans. M. Winstein replied
that it assessed the enployer plans to cover the expenses
of very high  cost individuals wthin the Al aska
Conpr ehensive Health Insurance Association (ACH A) pool. He
used to cover upwards of about 700 people and was down to
200 to 300 insured nenbers due to the Affordable Care Act's
i ndi vi dual market place. The reinsurance nechanisns in the
i ndi vi dual insurance pool was ending and they had not been
effective enough to stave off the large rate increases
necessary to keep the pool sustainable. It was not a new
assessnment but would provide the reinsurance for the
i ndi vi dual rmarketplace created under the Affordable Care
Act and not just those in ACH A health plans. [A portion of
the audio was inaudible]. He argued that Al aska could not
be a state without a viable individual insurance pool.
Several different conpanies had lost tens of mllions of
dollars in the individual market. He restated his support
for SB 206.

6: 02: 51 PM

LON W LSON, PRESI DENT, W LSON  AGENCY, ANCHORAGE (vi a
tel econference), spoke in support of the legislation. His
conpany had a 50-year history working with individuals and
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enpl oyers to help them purchase individual and group health
i nsurance in Al aska. He urged support of SB 206. The small
size of the individual narket pool was not |arge enough to
spread the high clains costs of individuals wth
significant requests. It was limted to a small pool. The
proposal would utilize an existing reinsurance nechanismto
spread the costs over a broader population in the hopes of
maki ng health insurance nore accessible to a nuch broader
popul ation. In terns of percentages of increases, in the
previous 2 years there had been a doubling or tripling of
i nsurance premuns - another class of uninsured individuals
in the state. The legislation before the comrttee would at
| east get the state on a road towards sustainability in the
i ndi vi dual market. He voiced his support for the bill.

SHEELA TALLMAN, PREMERA BLUE CROSS OF ALASKA, JUNEAU, spoke
in support of the legislation. The individual health
insurance market was in crisis. Wth health reform the
maj or change to the insurance market was guaranteed issue
to all i ndi viduals w thout pre-existing conditions.
| nsurers experienced an influx of new enrollees, many of
t hem previously uninsured with very high nedical costs. She
continued that for 2015 and 2016 Prenera had close to a 40
percent average rate increase for individual pl ans.
However, clainms continued to exceed premuns. For the
previous 2 years Prenera had experienced |oses annually of
$10 mllion. Prenera was taking in, on average, $713 in
prem um per nenber, per nonth but paying out clains that
averaged $919 per nenber, per nonth. It denonstrated the
very high clainms costs in the particular pool. In a snal

size market, as in Alaska, there were sinply not enough
healthy individuals to offset the costs of enrollees wth
very high nedical needs. Currently, the average benchmark
plan premium was the highest in the country at over $700
The next highest state was $468. A 40 percent increase was

significant. She expressed concerns with prem unms
continuing to sky rocket. One solution was to exit the
i ndi vi dual mar ket and to stop sel ling cover age.

Al ternatively Prenera and Moda had been wor ki ng
col |l aboratively with the Division of Insurance to cone up
with a sustainable option - the reinsurance program
admnistrated by the state's high risk pool. Prenera was an
insurer in both the individual and group markets having 45
percent of the market share in the enpl oyer group business.
She supported a bal anced assessnment that would not place
undue burdens on the group market. Senate Bill 106 would
help mtigate the prem um increases and the dramatic sSw ngs
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in the individual markets. She urged nenbers to support SB
206.

6:07:44 PM

JASON GOOTEE, MODA HEALTH, ANCHORAGE (via teleconference),
read froma prepared statenent:

We are supportive of this bill as a way of addressing
the wvariability inherent in the Al aska individual
mar ket. Over the past few nonths, we have coll aborated
with the Alaska DJ, Premera and ACHA on a
rei nsurance program ained at helping to stabilize this
mar ket. Mbda and Prenera have provided detailed clains
data through ACHIA to an actuarial consulting firmto
nodel the inpact of such a program Qur actuaries
have been closely involved in reviewing the analysis
and have provided feedback to ensure that the results
are sound. We are supportive of Senate Bill 206 as
this wll help inprove the predictability of the
i ndi vi dual pool when setting future rates. Thank you
for considering nmy comments in support of Senate Bil
206. | want to enphasize that Mdda is invested in the
Al aska individual health insurance market and we are
conmtted to working on the inplenmentation of a state
rei nsurance program

Co- Chai r MacKi nnon CLOSED public testinony.

Co- Chair MacKinnon stated that the bill was the governor's
priority due to what had happened in the insurance market.
He introduced the bill approximately 3 weeks prior. She

requested that the presenter briefly introduce the bill,
explain what it did, provide any associated costs, and
clarify the new definition of "high risk resident".

6:10:12 PM

FRED PARADY, DEPUTY COW SSI ONER, DEPARTMENT OF COMVERCE
COVMUNI TY, AND ECONOM C  DEVELOPMENT, i ntroduced the
| egislation. He stated that the bill was the best effort to
craft a response to the condition of Al aska's individual
market. He highlighted that Al aska's individual insurance
mar ket was fragile. There were over 22 thousand individuals
covered within the market. Al aska was down in the |ast year
from 4 carriers to 2. One of the 2 carriers was presently
in a difficult financial condition. He relayed that the
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bill did not inpose a financial inpact on the State of
Al aska.

M. Parady referred to a docunent titled, "SB 206 Best
Estimate Consuner Inpacts” (copy on file). He pointed to
the top section of the first page which reported 236,779
total covered lives. They were listed under single enployer
groups. He noted that the direct individual market served
22,105 individuals. The second section reflected the
current federal reinsurance program He noted that in 2016
there was an annual fee of $27.00 per year and $2.25 per
nmonth. The estimated taxes for the policies were 3 percent
under the Affordable Care Act which averaged $30 per nenber
per nmonth. In the group nmarket it equaled $18 per nenber
per nmonth. The taxes expired at the end of 2016.

M. Parady continued to page 2 of the docunent. He rel ayed
that the bill would enable the division to propagate
regul ations and set reinsurance rates. He pointed to the
highlighted rate of $19.36 per nonth which would generate
$55 mllion across the 236,779 covered lives and would
effectively reduce the individual premum an estimted 18
percent. The particular group had experienced back-to-back
rate increases of 36 to 40 percent. An 18 percent decrease
woul d essentially reduce the comng increase by about half
and would have a stabilizing effect on the individual
market. He stressed it was of critical concern to al
Al askans that the state maintain providers of which there
were currently only two.

Co- Chai r MacKi nnon queried about a sectional analysis.

6: 13: 22 PM

LORI W NG HEI ER, Dl RECTOR, DVISION OF | NSURANCE
DEPARTMENT OF COMVERCE, COWMUNI TY AND ECONOM C DEVELOPMENT,
expl ai ned the Sectional Analysis (copy on file):

Section 1. AS 21.55.220(c) is anmended to allocate the
assessnment necessary to fund the reinsurance |osses on
the basis of enrollnent. The current structure of
ACHI A provides for the assessnents on a percentage of
prem um basis; mneaning that those insurers witing
nore premum pay the |larger assessnents regardl ess of
t he nunber of covered lives they may have. Conversely,
an insurer, particularly an insurer witing only stop
| oss insurance, may have very little premum but a
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| arge number of covered lives. The intent of this
subsection anmendnment is to distribute the assessnent
on an equal basis to all insureds on a per-nenber,
per - nmont h basi s.

Ms. Wng-Heier elaborated that in statute ACH A was
identified as the high risk pool. It had been funded on the
percentage of premum that an insurer had. The reason the
di vision was seeking to change it was to even out the cost
per nenber/per nonth. Previously, for exanple, Prenera had
45 percent of the market and 45 percent of the assessnent.
Whereas, the smaller insurers had a smaller assessnent. The
bill would make it so that each of the 236,779 that would
be assessed would be assessed evenly. Not one person woul d
be assessed nore than another. The |egislation would change
the assessnent allocation to be a "per nenber, per nonth"
rather than a percentage based on prem um of one insurer
agai nst anot her.

Sec 2. AS 21.55.220(f) is anmended to clarify that any
assessnment made agai nst an ACHI A nenber (as defined in
AS 21.55.010) by ACH A (to fund the reinsurance |osses
from the reinsurance program established by regul ation
for reinsuring residents who are high risks) wll not
be subject to an offset of 50 percent that otherw se
woul d have applied against the nenber’s prem um tax.
Unlike the current high risk pool, where nenbers are
allowed to offset 50 percent of their ACH A assessnent
when remtting their premum tax, the reinsurance
assessnents would not be eligible for the prem um tax
credit. Waile a premum tax credit was a benefit to
the ACHI A nenbers to support ACH A when it was created
to provide the only neans for Al askans to gain access
to healthcare insurance at the time, the premum tax
credit is not being proposed to be extended to the
rei nsurance assessnents due to the econom c outl ook of
the State of Alaska at this point in tine.

Ms. Wng-Heier explained that previous to the |egislation
the insurers that participated in ACHIA received a 50
percent tax credit. The bill would elimnate the credit.
There would no longer be a 50 percent tax credit when an
i nsurer was assessed to pay the assessnent that would go to
t he rei nsurance pool .

Sec. 3. AS 21.55.500 (20) anmends the definition of
“residents who are high risks” Dby deleting the
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requirenent that the person be wunable to obtain
i nsurance coverage substantially simlar to that which
may be obtained by a person who is considered a
standard risk. Under the ACA, an insurer is no |onger
allowed to deny coverage to a person based on a pre-
existing condition making this part of statute a noot
point. Deleting this |anguage enables the creation of
the reinsurance program and provides the director of
insurance with the flexibility needed in designing the
program by authorizing the director to supplenent the
definition of "residents who are high risk".

Sec 4. AS 21.55.500 provides a definition of “covered
lives” which is based on the definition that currently
exists in Title 23.

Sec. 5. AS 21.96 is anended by adding a new section to
allow for a waiver for state innovation. Under the

ACA, states nmay submit an application to the Secretary
of the United States Departnment of Health and Human
Services requesting a waiver from certain provisions
of the Act. In order to receive this waiver, the state
must have enabling legislation and Sec. AS 21.96.120
provides that the director of the Division of
| nsurance may apply for a waiver and, if granted,
i nplenent a state plan neeting the waiver requirenments
in a manner consistent with state and federal |aw

Ms. Wng-Heier clarified that the section gave authority to
the Division of Insurance to apply for a Section 1332
Wai ver. The waiver was simlar to a Section 1115 Waiver. It
would allow the state to apply for a waiver to exenpt
itself beginning in 2017 from the Affordable Care Act. It
did not nean that the state would do so. It neant that the
division would have to go through the application process
and hold public hearings to see if it would be better for
Al aska to do the Affordable Care Act on its own rather than
participating at the federal level. The state would stil

be subject to the guarantee issue provisions and essenti al
heal th benefits. However, the state would be able to rel ax
or elimnate things such as the individual and enployer
mandat es. There were also penalties that could be
elimnated. The option would give the state nore control of
its own destiny around the Affordable Care Act. She was not
saying that the state would do it, but in order to apply
for it t he di vi si on needed statutory authority.
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Sec. 6. Provides for an immedi ate effecti ve date.

Co-Chair MacKinnon directed the commttee's attention to
Section 3(C), page 3, line 5-9. She explained that |anguage
was renoved that would take away everyone qualifying. She
wondered if she was accurate.

Ms. W ng-Heier responded affirmatively.

Co-Chair MacKinnon set the bill aside. She informed staff
that the admnistration was requesting to nove the bill
qgui ckly, as there were some procedural rules dictating
expedi ency. She asked staff to prepare any questions as
soon as possible, for she was hoping to address the bill
again in the foll ow ng day.

SB 206 was HEARD and HELD in commttee for further
consi derati on.

6: 18: 22 PM
AT EASE

6: 23: 00 PM
RECONVENED

Co- Chair MacKi nnon relayed that invited testinony would be
heard for SB130. She indicated that testinony for the
industry was limted to 10 m nutes.

#sb130
SENATE BI LL NO 130

"An Act relating to confidential information status
and public record status of information in the
possession of the Departnent of Revenue; relating to
interest applicable to delinquent tax; relating to
disclosure of oil and gas production tax credit
information; relating to refunds for the gas storage
facility tax credit, the liquefied natural gas storage
facility tax credit, and the qualified in-state oil
refinery infrastructure expenditures tax «credit;
relating to the mninum tax for certain oil and gas
production; relating to the mninum tax calculation
for monthly installnment paynents of estimted tax;
relating to interest on nonthly installnent paynents
of estimted tax; relating to limtations for the
application of tax credits; relating to oil and gas
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production tax «credits for certain losses and
expendi t ur es; relating to limtations for
nontransferable oil and gas production tax credits
based on oil production and the alternative tax credit
for oil and gas exploration; relating to purchase of

tax credit certificates from the oil and gas tax
credit fund; relating to a mninmm for gross value at
t he poi nt of producti on; rel ating to | ease
expenditures and tax credits for nunicipal entities;
addi ng a definition for "qualified capi tal
expenditure”; adding a definition for "outstanding
liability to the state"; repealing oil and gas
expl oration i ncentive credits; repeal i ng t he
[imtation on the application of credits against tax
liability for |ease expenditures incurred before

January 1, 2011; repealing provisions related to the
monthly installnment paynents for estimated tax for oil
and gas produced before January 1, 2014; repealing the

oil and gas production tax credit for qualified
capital expenditures and certain well expenditures;
repeal i ng t he cal cul ation for certain | ease

expenditures applicable before January 1, 2011; making
conform ng anendnments; and providing for an effective
date."

6: 23: 55 PM

BENJAM N JOHNSON, CEO, BLUECREST ENERGY, DALLAS, TEXAS (via
tel econference), read from a prepared statenent "Bl ueCrest
Testinmony to Senate Finance Conmittee" (copy on file) on a
Power Poi nt presentati on:

Good afternoon Madam Chair and nenbers of t he
Conmmittee.

For the record, nmy nanme is J. Benjamn Johnson, and
|’ mthe president and CEO of Bl ueCrest Energy Inc.

Since BlueCrest only has operations in the Cook Inlet
at this time, | wll only speak to the issues
particular to the Cook Inlet, with a specific focus on
the foll om ng points:

First, | want to enphasize that, specifically wth
regard to what BlueCrest is doing in the Cook Inlet,
the tax credit programis an extrenely good investnent
for the State.
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Second, the State's investnent in Cosnopolitan through
the credit program wll provide significant future
positive value to the State, even at low oil prices.
And it is the State’'s investnent through the tax

credits t hat has facilitated success in t he
Cosnopolitan Unit. 1'm going to show you that the
State’s investnments in the Cosnopolitan tax credits
will provide high returns even at low oil prices. In

fact, the tax credit investnments under the current
| aws can actually provide higher rates of return to
the State than the average investnments in the
Per manent Fund.

Third, | will speak to several specific issues we have
identified in SB 130 and the CS from Resources.

Slide 2:

For your reference, the Cosnopolitan Unit is |ocated
about three nmles offshore in the Cook Inlet, a few
mles north of Anchor Point. Al of the productive
area in the unit is on State | eases.

Slide 3:

The Cosnopolitan Unit actually consists of two
separate devel opnent projects. There are nunerous
productive gas zones directly above wunderlying oi
zones, and the gas reservoirs are not connected to the
oil reservoirs.

We haven't yet started devel oping the Cosnopolitan gas
zones. The offshore Cosnopolitan gas devel opnent 1is
now on hold, due to econom c questions on tax credits,
costs and confirmation of stable |long-term market
demand.

But devel opnent of the deeper oil reservoirs was nore
straightforward. And two years ago, based on the tax
regime in the Cook Inlet wunder current [|aws, we
committed to begin developnent of the oil reserves.
BlueCrest is a snall private conpany with a singular
focus of developing the Cosnopolitan Unit, and we are
very careful in developnment of our business plans.
This is a large project for our conpany, and we were
faced with the challenge of how to pay for devel opnment
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of the new field. W teamed up with a group of oil
i ndustry investors, and we very carefully created our
plan with them for financing the devel opnent of
Cosnopol it an.

Slide 4:

| have shown this conceptual slide in previous
testinmony, so | won't go into the details. However,
the main point to see here is that any oil and gas
developnment is a long process. It takes a |lot of

spending just to get to the point where we are
bringing in enough cash to cover our nonthly costs
wi t hout additional investnent or borrow ng.

W estimate that it wll have taken investnents of
over $500 mllion to reach t hat poi nt for
Cosnopolitan, and BlueCrest is within about 6-9 nonths
of getting there.

As you can see, we still have considerable additiona
investnments to make in drilling a few new wells later
this year that should provide enough cash flow to at
| east nmke our debt service paynents going forward.
And we’ve already commtted to that spending, based on
the existing tax credit structure. So the timng of
any changes over the next few nonths is very inportant
to us.

Slide 5:

So let’s talk specifically about Cosnopolitan. W’ ve
been working on the oil developnment for over two
years, and right now, we are literally a few days away
from the very first conmmercial production of oil.

Next, we wll bring in our new specialized drilling
rig and start drilling new wells to bring on the
production that can finally start paying off our
| oans. And that new drilling cannot begin until the

second half of this year.

These photos show the progress we have made so far
with the onshore Cosnp production facility. The tota
site is 38 acres, and contains the drill sites for up
to 20 wells and the facilities to process the oil. W
are alnost conplete in our construction process, and
we are now running the final operational tests today.
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W will have our new drilling rig in place to begin
drilling the new wells by July 1 of this year.

Slide 6:

So let’s look at what the tax credits from a
successf ul devel opnent pr oj ect like Cosnopolitan
actually nean to Al aska. Wen the tax credits are used
for devel opnent of new proven reserves in the State,
they are — wthout question — a valuable lowrisk
investnent. The tax credits make new projects work,
and they bring new sources of long-term revenues to
the State for decades into the future. At Cosnp, we
are sitting on a large proven resource of future oil
and gas that now sinply requires additional new
investnments to bring it to full production.

On February 19, the DOR provided its analysis of the
financial inpact to the State on devel opment of a new
Cook Inlet oil field, assumng that no changes are
ever made to the existing tax laws. DOR s analysis
nodel ed an “exanple” Cook Inlet field that happens to

be sonmewhat simlar to Cosnopolitan — but is nore
expensive and |less productive than the actual
Cosnopol i tan oi | devel opnent . So t he DOR s
calculations are, in fact, conservative with regard to
Cosno.

Slide 7:

This chart is a summary of the calculations the DOR
provided for their “exanple” field. It shows the total
net future benefit received by the State and
municipalities, as a function of various future oil
prices. It shows that, even for this conservative
exanple, the State would receive back 100% of its
investnments in the tax credits if oil prices over the
entire field life average only about $35 per barrel
(assum ng no changes to the current law). At about $59
per barrel average oil price, the State would receive
back triple its investnent in the tax credits.

Slide 8:
The DOR al so provi ded di scount ed- cash-fl ow

calculations for this exanple field, wth a head-to-
head conparison to the investnments by the Pernmanent
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Fund. At any point on this chart greater than zero
the State would earn a better return through its
investnments in the tax credits than its investnents in
t he Permanent Fund.

This chart shows that, even in the case where there
are never any changes to the tax system in the Cook
Inlet, the State’s investnent in those tax credits for
the exanple field is still better than the average
i nvestnent in the Pernmanent

Fund as long as oil prices over the next 30 years
average only $44 per barrel.

Slide 9:

Now I'd |like to show you BlueCrest’s internal analysis
of the value to the State in keeping the Qualified
Capital and Well Lease Expenditure credits as they
apply to new oil wells drilled at Cosnopolitan. W
projected the net return to the State wusing a
conservative cal cul ati on i ncl udi ng only t he
increnental royalty for each single new Cosnopolitan
oil well drilled.

This chart shows the calculated return on investnent
to the State from the W.E and QCE. A 100% return on
i nvestnment neans that 100% of the tax credit would be
repaid to the State at an average oil price of only
$24 per barrel. At $40 per barrel, the total return
woul d be about 170% and at $60 per barrel, the return
would be about 250% So you can see that these
credits, at least for Cosnp, are likely to be a very
good lowrisk investnent for the State.

Slide 10:

The bottom line here is that, in periods of |ow oi
prices, the QCE and WE credits allow us to continue
drilling the Cosnopolitan oil wells at approxinmately

$10 lower oil prices than without the credits. This is
likely to be an inportant factor over the next few
years and may allow us to continue drilling instead of
shutting down the rig.

For us, the NOL credit is less inportant as we begin
pr oduci ng. So t he nost i nport ant credit for
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continuation of drilling in a developnent |ike Cosnp
is the WE.

Slide 11:

Under the CS, the tax credit repurchases would receive
priority for paynent based on the resident hire
percentage in the prior year. Wiile we certainly agree
that we want to hire Al askans for our operations,
imposition of any reductions in credit paynments for
expenditures that were nade prior to the effective
date of a newlawis truly a retroactive tax change.

For credits filed in 2016 (for 2015 expenditures) and
those filed in 2017 (for 2016 expenditures prior to
the new law taking effect), there would have been no
way for us to even keep records. Retroactively
changing the laws is grossly unreasonable. If this
provision is adopted, a longer transition tine should
be consi der ed.

Slide 12:

For the record, BlueCrest is strongly conmmtted to
hiring A askans. At this point, 100% of all our |ong-
term operations enpl oyees are Al askans. But naking the
future credit paynents subject to hiring in the past
is probably inpossible to even neasure. W can do it

going forward, but | don't know how we go back in
tinme.
Slide 13:

Another factor in SB 130 was setting a limtation in
the credits that can be paid annually. If this limt
is too low, it would be particularly damaging to snal
conpanies |ike BlueCrest who have already invested in
good faith, based on the tax policy in existence when
we entered into the commtnents for our investnents.
We cane to Alaska based on the credits. W invested
our cash, and we have borrowed a lot of noney and
commtted to spending a lot nore — all based on the
tax credits. And the timng of the receipt of those
paynents for the credits is paranount in our ability
to make the paynents on the |oan obtained for those
i nvest ments.
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Slide 14:

Most inportant of any of these provisions to Bl ueCrest
is the timng of inplenentation of any changes,
whatever they may be. It is now April, and the
proposed changes in the original SB130 were supposed
to take place on July 1. The CS has sonmewhat noved
t hat date back, which would certainly help but may not
conpletely solve the problem

It’s inportant to wunderstand that, before we ever
started the oil devel opnment project, we nade sure that
we would have enough funds to allow us to conplete
construction of the onshore drill site, production
facilities, bring in the nost powerful drilling rig in
Al aska, and use that rig to drill at least the first
two new oil wells. W calculated that we would need
approximately $525 mllion to reach that point of
self-sufficiency (where we no Ilonger have to keep
borrowi ng additional noney to put into the project)
The timng here is very inportant, because we expect
t hat shoul d happen in the first half of 2017.

As | mentioned a few mnutes ago, based on existing
law, we very carefully planned how we could pay for
devel opnent of the Cosnb project before we ever
started. Qur shareholders invested approximtely $200
mllion in cash. W borrowed $30 mllion from Al DEA

for a loan on the drilling rig (kind of |ike a car
loan but for a drilling rig). W have already received
a total of $24 nmillion to date in tax credits. Under
current laws, $121 nmllion would cone from future

paynment of credits earned for 2015 and 2016 spending
(that’s the total for two years). W then made up the

difference by securing a $150 mllion high-interest
devel opnent | oan. W have spent a |lot of nobney to get
to the point where we can now start drilling these new

well's, but an abrupt termnation of the tax credits on
which we have based our entire financial planning
woul d be devastating. Any reduction in the credits for
our spending through at least early 2017 would nean
that we have to cone up with that noney from sone
other source. That’'s not easy in this oil price
environnment, and it may just sinply be unworkabl e.

W have finally reached the point — by conpleting all
this work and spending all this noney— to where we
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will finally have our rig ready to drill in the second
half of this year. W need the production from the
first new wells to pay for the costs we have spent so
far. Those drilling costs — at |east through early
2017 — are all based upon the assunption that we wll
be able to obtain the credits under existing law for
those investnents. W have done all this work and
spent all this noney to date, and it seens only
reasonable for us to be able to claim the existing
credits for the spending that is the result of our
investnments based on the expectation that the State
woul d honor its share of the investnents. W need to
be able to be able to get to the finish line. If the
date for changes is too soon, we won't have the ful
funding for finishing the project, although we have
already commtted those investnments. W’ve signed
contracts, bought a drilling rig, built facilities -
all based on the current laws in effect.

Slide 15:

In conclusion, 1'd like to reenphasize the inportance
of phasing-into any changes over a reasonable tine
peri od.

Everyone in Alaska wunderstands that when we are
driving on slippery icy roads, the npbst dangerous
thing we can do is suddenly slam on the brakes.

Thank you.

6: 33: 44 PM

Co- Chair MacKinnon pointed to slide 14 and nentioned the
Al aska Industrial Devel opnent and Export Authority (Al DEA)
loan that the state provided for $30 million. She wondered
if the developnent loan was with an entity other than the
State of Al aska.

M. Johnson responded, "Yes, the developnent loan is with a
private | ender".

Co-Chair MucKi nnon referred to the tax credits received to-

date wondering if she should subtract the anobunt from the
2015-2016 tinme period or if it was in addition,
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M. Johnson replied that it was in addition and that the
total credits associated with the project would equal $145
mllion.

Co- Chair MacKi nnon wanted to confirm her nath.

Vice-Chair Mcciche asked if M. Johnson could provide
slide 7 and slide 8 wthout the nmunicipal revenues. He
wanted to see the state royalty figures by thensel ves.

M. Johnson explained that the slides were a result of the
Department of Revenue's calculations. He thought Director
Al per would be able to supply the information. He did not
have the underlying data, only the final nunbers.

6: 35: 48 PM

BRUCE \EBB, FURIE OPERATI NG ALASKA, ANCHORAGE (via
tel econference), relayed that Furie came into existence
t hrough Escopeta G| Conpany in 2010. Since that tine,
Furie brought the first jack-up rig to Alaska. Furie
recently installed the first offshore platform in about 2
decades. It was conprised of 16 mles of subsea pipeline
and a new gas processing facility in N kiski, Al aska. Over
the previous 5 years the conpany had invested approxi mately
$700 mllion in the wells, pipeline, and processing
facility. During the peak of <construction the conpany
enpl oyed over 300 people in Alaska and invested about $200

mllion. He nentioned that the offshore season in the Cook
Inlet was from April 15th to October 31st of every year.
During the period outside of the drilling season Furie
still had to pay for storage for the jack-up drilling rig.

O fshore devel opnent was very expensive. At the beginning
of the project Furie viewed the State of Alaska as a
partner. The conpany made all of its financial decisions
based on the tax systemin effect at the tine.

M. Webb continued that the result of the conpany's inpacts
on exploration and devel opnent was the |ocal Cook Inlet gas
mar ket. The conpany recently signed contracts wth Honer
El ectric Association, Inc. and ENSTAR Natural Gas Conpany.
As a result of those contracts beginning in April 2016 the
cost of energy to consunmers in the Kenai Peninsula was
| owered by 12 percent. In 2018 the cost would be about 16
percent |lower than the cost in 2015. He furthered that
Furies' <contract with ENSTAR Natural Gas Conpany would
begin in 2018. In 2018 the cost of gas to ENSTAR custoners,
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roughly half of the population of Al aska, would be reduced
by 17 percent. Aside from the direct influence Furie has
had on the l|local gas market the conpany had also seen it
trickle down to other conpanies. The Chugach Electric -
Hilcorp contract resulted and would lead to an 8 percent
reduction in costs to their custoners. He explained that
the reductions were due to the conpetition Furie and other
smal | independents brought to the market.

M. Webb opined that without the tax credit program Furie
would not have been able to undertake the project.
O herwise, it would have been too risky in the beginning
and too expensive towards the end of developnent. The tax
program was needed in order to neet obligations Furie
entered into years ago. Ging forward, if there was a
change in the tax credit program the conpany would have
time to adjust. He noted that the way the governor's bil
was currently structured. The tax credit program would
change in 2016 and would be devastating to the conpany.
Sone certainty through the rest of the current year was
necessary in order for Furie to fulfill its conmtnents
that were made in 2013 and 2014. He deferred to David Elder
to provide further testinony on Furie's behalf.

6: 39: 37 PM

DAVI D ELDER, CEO, FURIE OPERATI NG ALASKA, HOUSTON, TEXAS
(via teleconference), had three inportant points he wanted
to cover in terms of tax credits and the proposed changes.
The tax credits were intended to incentivize conpanies to
make investnents in the industry. Furie noved quickly and
raised capital to come to Al aska. The conpany brought the
first mpjor production to N kiski and the Anchorage area
fromthe Cook Inlet since the 80's.

M. Elder relayed his second point. Furie was in the fina
phases of its project that began in 2013. In Furie's
business it had to plan several years ahead in order to
meet | ogistics of such a project. In addition, the conpany
had to enter into financing commitnments in 2013 and 2014.
Furie needed certainty going forward and the opportunity to
at least finish what it started based on the existing | aw

M. Elder' third point was that the tax credits had been an
inportant source of liquidity and had enabled Furie, a
devel opnent st age conpany, to obt ai ned econoni ca
financing. Thanks to the tax credit program Furie had seen

Senat e Fi nance Comm tt ee 32 04/ 13/ 16 5:08 P. M



its financing costs drop from about a 20 percent range to
an 8 percent financing cost. As a result of the uncertainty
of what legislation mght pass and whether credits filed
for in the previous year would be paid, it was nore
difficult to secure financing. People had pulled away from
the markets. The nost recent bid for financing off of the
current year's tax credits was about 60 percent of the face
value of the credits. He was certain the legislature and
the people of Alaska would rather see the additional 40
percent invested in inportant infrastructure and energy
production which would result in enploynent and other
activities. Movi ng forward, Furie was aski ng t he
| egislature for some certainty to make sure Furie was
funded for expenditures already nmade and to allow the
conpany to conplete the project without nid-year changes to
the tax credit structure. He was avail able for questions.

Co- Chair MacKinnon indicated that there were no questions
for menbers and thanked him for his statenent. She invited
the next testifier to begin his testinony.

6:43: 25 PM

TONY |ZZO, GENERAL MANACER, MATANUSKA ELECTRI C ASSCCI ATI ON
ANCHORAGE (via teleconference), explained that the utility
was the second largest electric wutility and the third
| argest buyer of natural gas in the Cook Inlet. Hi's
background included having been at ENSTAR Natural Gas
(ENSTAR) from the late 90's to about 2007, serving as the
president from 2001 through 2006. H's testinony was
intended to give his perspective as a buyer of gas in the
Cook Inlet and about cause and effect. The business was a
long lead time capital-intensive business. He spoke to
wi tnessing the changes in the Cook Inlet market. He noticed
that the excess natural gas discovered while exploring for
oil in the late 50's and 60's was coming to an end. Gas
could not be purchased under the terns the state had been
able to for prior decades nor could gas be found for sale
under |egacy ternms. He continued that sonething different
occurred when the market shifted - a Henry Hubb |inked
contract in the amount of 450 Bcf [billions of cubic feet]
was entered into in 2000 or 2001. It had a trailing average
of Lower 48 prices which was currently in the $2 range.
Unfortunately, regulators, sone nenbers of the public, and
certain |legislators responded negatively about |inking Cook
Inlet gas to a nmarket that the state was not physically
connected to. As a buyer he was negotiating with entities

Senat e Fi nance Comm tt ee 33 04/ 13/ 16 5:08 P. M



based outside of Al aska who had choices of where they were
going to invest their capital such as Al aska, the Lower 48,
or in other places in the world. He reported being able to
enter into a long-term contract that required mllions of
dollars in investnent. He thought the nunber was exceeded
by a factor of three. As a result of sonme negative public
reactions to prices being linked to the Lower 48, ENSTAR
entered into another 36-nonth contract in 2005 wth
Marathon and would have filled all of ENSTAR s gas
requi renents through 2016 at a price of the 12 nonth
trailing average of the Lower 48 As a buyer he was
currently paying $7.42 for gas. If Lower 48 prices were
avai |l abl e he woul d pay about $2.00 for gas. The perception
of the contract and the pricing nechanism was so negative
that it was not approved. He observed that the state sent a
signal to the market and to investors that it was no |onger
open for business. Over the followng few years the
investnments slowy dried up and assets in the inlet were
sold. In 2009 and 2010 the utility was | ooking at inporting
LNG because only 20 percent of the contract fulfilled the
utility's demand for nore than 1 or 2 years at a tine. To
the legislature's credit the Cook Inlet Recovery Act
created and fostered an environnent that brought investnent
and new players back to Alaska. He found that prior to
Hi | corp purchasing the Marathon and Chevron assets he could
only purchase 20 percent to 25 percent of the gas Matanuska
Electric at about $10 per MCF [million cubic feet]. Upon
Hilcorp's arrival in the aging and mature fields they
i mproved production and nade gas supply available for
purchase to utilities through 2018 which Matanuska El ectric
t ook part.

6:49: 30 PM

M. lzzo continued that the price was negotiated by the
attorney general through a consent decree to address a
Federal Trade Conm ssion concern. He thought Hilcorp had
done a great job. However, currently the state had new
pl ayers investing real capitol. He reviewed sone of the
i ndustry conpani es that have brought on production. He was
afraid of sending the wong signal to industry investors
which would Ilikely lead to dried up investnent. The
uni nt ended consequence was insecurity. He thought the good
and bad news was that the state had tenporary energy
security. Many of the new reserves were not behind pipe
which required mllions of dollars in investnents. It would
be in the better interest of his custoners for him to
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purchase inported LNG at the right price than to risk
entering into the exploration and production business to
bring new reserves online. He concluded that, based on his
experience, uncertainty was the eneny of energy security.
He believed the state was very close to seeing real results
from the Cook Inlet Recovery Act and the tax credits in
place currently. He clarified his wunderstanding of the
nonunental task before the legislature regarding the
state's fiscal gap. He hoped the legislature would take
action that would mnimze uncertainty and help to get to
the results that were sought in grow ng the market.

6:52:41 PM

Co-Chair MacKinnon wondered iif the legislature should
institute a tax on all rate payers so the state could pay
the credits to secure the energy.

M. lzzo replied that a tax would be |like a fuel surcharge.
He was not taking a position that the state should |eave
the <credits alone or significantly change them His
recomendati on was that whatever action, it should be taken
sooner rather than later to elimnate uncertainty. He added
t hat when the governor postponed paying the $200 nmillion in
tax credits with a veto a gas deal between Matanuska
Electric and a new Cook Inlet producer evaporated. It was a
conbi ned supply with another wutility that would have saved
$10 mllion per year.

SCOIT JEPSON, VICE PRESIDENT, EXTERNAL AFFAIRS, CONOCO
PHI LLI PS, ANCHORAGE (via teleconference), noted that Conoco
Phillips was not a nenber of AOGA. He introduced the
Power Poi nt presentation, "Senate Finance Conmmttee CSSB130
- April 13, 2016." He turned to slide 2: "Agenda." He took
a few mnutes to discuss the current econom c environnent
and what had happened since +the passage of SB 21
[ Legislation passed in 2013 - Short Title: GI and Gas
Production Tax]. He relayed he would also be tal king about
the conpany's <concerns wth SB130 and the commttee
substi tute.

M. Jepsen addressed slide 3, "Activities Since Tax Reform
(MAPA) Passed.” He reported that since MAPA was passed
Conoco Phillips had followed through on what the conpany
stated could happen with a nore attractive investnent
climate on the North Slope. The conpany had added a nunber
of rigs to its fleet as well as two newbuild rigs. Conoco
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had taken delivery of one of the rigs and was expecting to
t ake possession of the second later in the current year.
Since the passage of SB 21 the conpany had gone from 3 rigs
in the western North Slope rig fleet to between 5 and 6
rigs. Currently, Conoco had 4 running and anticipated 5
running later in the year when it took delivery of one of
its new rigs.

M. Jepsen continued reporting that Conoco only had 3 rigs
operating in the remainder of the United States. The
conpany's activities in Alaska were differential at
present. He had a list of other investnments that Conoco
Phillips had nmade since the passage of SB 21. He would not
review it but would briefly discuss activities in the
National Petroleum Reserve Alaska (NPRA). The conpany
currently had a new field in progress, Geater Mose's
Tooth 1 (GVIl), and there was another field 9 mles from
GMIL called G eater Mose's Tooth 2 (GVI2) which was in the
process of being permtted. He noted that none of Conoco's
new fields that cane on stream since SB 21 was passed were
receiving the gross value reduction (GVR). Sonme of the
production on CD5 and drill site 2S could qualify for the
GVR. However, sone of the requirenents necessary nade it
not cost effective for Conoco to pursue.

6:57:14 PM

M. Jepsen advanced to slide 4, "Capital Spending Trends."
He explained that the slide addressed what was happening
with the capital spend as a corporation operating in Al aska
as well as oil price. He figured everyone was very famliar
with what had happened with oil prices. He pointed to the
plot in the upper left-hand corner which showed the effects
of the decrease in oil prices on Conoco's capita
investnment. There was a conmensurate drop in the conpany's
capital investnents. On the right-hand side there were sone
statistics outlining the conpany's activities in Al aska.
The conpany's capital spend peaked in 2014, but even wth
the decline in oil prices it still anticipated spending
about $1 billion in 2016. He noted that the anount spent
during the years of Alaska’s Cear and Equitable Share
(ACES), a tine when oil prices were considerably higher,
was about 25 percent less that in 2016. He directed
attention to the bottom right-hand part of the slide that
showed what percentage of Conoco's corporate capital was
being spent in Alaska. It was clear the conpany was nmaking
a substantial investnent in the state.
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M. Jepsen discussed slide 5, "North Slope Investors
Negative at Current Pricing." He explained that the slide
was derived from the 2016 Revenue Sources Book. The |eft
side, the "Y' axis, represented net cash flow, and the "X"
axis represented ANS West Coast price. The chart showed the
relative position of the state conpared to the producers at
current pricing as prices increased. Regardless of oi
price the state was always in a positive cash flow position
excluding reinbursable tax credits that mght pay out. The
chart did not include the tax credits but included the per
barrel credits. Investors were in a negative cash flow
position. He stressed that it would difficult to increase
taxes on an industry that was in a negative cash flow
position without it inpacting investnments. In 2015, Conoco
Phillips experienced a negative cash flow of nore than a $1
mllion negative cash flow in Al aska. The conpany did not
i ncur any net operating |osses (NOL's). He was uncertain if
t he conpany woul d be in the sane position in 2016.

6:59:41 PM

PAUL RUSCH, VICE PRESIDENT, FINANCE D VISION, CONOCO
PH LLI PS, ANCHORACGE (via teleconference), turned to slide
6, "Key Concerns with Oiginal SB 130 Bill." The slide
identified areas associated with SB 130 that caused the
greatest concerns for Conoco Phillips and had the greatest
potential to negatively inpact its investnment in Al aska.
H s comrents would address the original bill but, he would
make a few comments regarding the commttee substitute. He
relayed that the case made against the increase in the
mnimum from 4 percent to 5 percent was nade in the
previous slide. He reiterated that the industry was
currently in a negative cash flow position and would remain
so at prices up to approximately $50 per barrel of oil.
I ncreasing taxes while the conpany was experiencing |osses
woul d | ead to reduced investnent.

M. Rusch next argued that hardening the mninmum tax floor
effectively served as a tax increase. Under SB 21 conpanies
were currently allowed to reduce their tax below the
mnimm wth the use of NO's resulting directly from
| osses businesses were incurring in Alaska. The particul ar
treatment was consistent with federal inconme tax treatnent
which allowed recognition of |osses and periods where a
conpany was no longer in a loss position. Elimnating or
delaying the use of the NOL's would result in conpanies
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reduci ng expenditures in Alaska for which they would no
| onger be receiving a tax deduction. Although it was an
inportant issue for the industry to help support investnent
during periods of Ilow prices, the size of the future
obligation had |ikely been exaggerated by the DOR in sone
of their recent testinony. There were conpanies that would
adjust to the lower prices and would not continue to
experience |losses at the projected |evels. Conoco Phillips
did not have an NOL in 2015 and current prices were nore
chal | engi ng.

M. Rusch noved to the next item which surrounded the
increase in the interest rate. He highlighted that
increasing the interest rate on lower or under paid taxes
was an issue due to the lengthy tine involved in conpleting
and closing out audits. The issue was caused by the current
6-year statute of Ilimtations. He provided tw related
exanpl es. Conoco Phillips just recently received its 2009
production tax audit - 6 years and 3 nonths after the
conpletion of the tax year. The conpany also recently
closed out its 2006 production tax audit - 9 years after
the end of the audit. It could lead to tax assessnments when
the interest conmponent was as nuch or greater than the
underlying audit findings. The Senate Resources' conmttee
substitute was an inprovenent, as it reduced the interest
period to 3 years and could lead to shorter audit periods.
The conpany was concerned that the applicable interest rate
was still too high. The federal rate was approximately 3
percent conpared to the 7 percent plus the federal discount
rate in the conmttee substitute.

M. Rusch argued that restricting the use of per barrel and
other tax credits to a specific nonth contradicted the
underlying principle of an annual tax. He noted that the
slide referenced per barrel credits. However, expressed
earlier in Exon's testinony, it potentially had nuch
broader inplications. It was discussed in detail in prior
testinmony by the DOR The concern the departnent raised was
that conpanies were mgrating per barrel credits between
nmonths. Conoco Phillips conpletely disagreed wth the
characterization. It was clear in the statutes and in
regul ations that the production tax was a yearly tax wth
nmonthly installnments made. He enphasized that it was an
annual tax and any attenpt to characterize it differently
was incorrect. The proposed changes by the adm nistration
was a radical fromthe principle of a yearly tax.
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M. Rusch  brought up that the confidentiality and
di scl osure provisions were nuch too broad in SB 130. The
conpany recognized the desire for greater transparency,
particularly around reinbursable credits. As currently
witten, SB 130 could potentially lead to the disclosure of
all tax payer information which violated conpetitiveness
and potentially conflicted with Internal Revenue Service,
FCC, and ot her regul ations.

7:04:48 PM

M. Jepsen addressed slide 7, "Qbservations." Conoco
Phillips favored the commttee substitute over the original
bill. However, the conpany had sonme concerns. First, there

were concerns about the interest terns. There were also
concerns about the tine limtations on the use of the GVR
whi ch negatively inpacted the economcs of the devel opnent

of new oil and would be a consideration as the conpany
| ooked at its new investnents. He added that it did not
hel p Al aska conpete in Conoco Phillips' overall portfolio.

He also questioned the inpacts of the renoval of the
ceiling tax on North Slope gas used in-state. The conpany
was uncl ear about the goal of the policy and the potenti al
i mpact of their business on the North Sl ope.

M. Jepsen concluded that there had been several tax
changes in Al aska over the previous ten years. He advocated
for a stable, durable fiscal policy for oil investnent and
investment on any major North Slope gas project. A stable
tax reginme would foster confidence and further investnent
in the state. It had only been 19 nonths since SB 21 had
been ratified by voters and another change to the tax
regi me was being contenplated. Conoco Phillips appreciated
the challenge legislators had in front of them Hi s goal of
the presentation was to provide sonme insight in ternms of
how tax policy affected the conpany's investnents.

Vice-Chair Mcciche wondered about the tinme limt on the
GV/R and referred to slide 7. He noted that enalytica
[ Legislative oil and gas consultant] had shown that the
lower the price of oil, the greater the inpact for
conpanies over a longer period of tinme. At a higher price
the limt on the GVR would have less of an inpact on the
value of the project. He wondered if an alternative tine
[imt would be better.

Senat e Fi nance Comm tt ee 39 04/ 13/ 16 5:08 P. M



M. Jepsen answered that any kind of change to the tine
limt was negative. He thought enalytica had done work to
show relative inpacts. He would leave it to the commttee
to determine the appropriate balance point. Coviously,
anything that reduced the tinme period reduced the
conpetitiveness of the project.

Co-Chair MacKinnon thanked the presenters from Conoco
Phillips. She invited the last presenter to begin his
t esti nony.

JARED GREEN, PRESI DENT, ENSTAR NATURAL GAS, ANCHORAGE (via
tel econference), introduced the PowerPoint, "Presentation
to the Senate Finance Commttee, April 13, 2016" (copy on
file). ENSTAR was the |argest purchaser of natural gas in
t he Cook I nl et. Utimtely, their custoners wer e
beneficiaries of the tax program that had been in place
since 2010. Their custoners depended on natural gas from
the Cook Inlet to heat their hones, businesses, schools,

hospitals, and industries. Fundanentally, ENSTAR s interest

was in the fostering of a stable and appealing natural gas
environment in the Cook Inlet. He <clained that the
envi ronnent needed to exist in the short-term mediumterm

and the long-term

M. Geen |ooked at slide 2, "Natural Gas Supply Needs."
141, 075 Custoners

Anchorage, Anchor Point, Big Lake, Grdwod, Honer,
Houst on, Kenai , Pal ner, Sol dot na, Wasil | a, and
VWhittier

33 Bcf/year
Peak deliverability 287 Mt/ day

ENSTAR s nunber one priority was safe, reliable natural gas
service to its custoners. The conpany was founded in 1959,
the sanme year as statehood. On average their customers used
about 33 BCF of Natural gas per year. In a warm year, such
as the previous year, use could be as low as 30 Bcf or in a
cold year upwards of 35 Bcf. Recently enalytica prepared a
report that indicated total state use at about 80 Bcf.

7:09: 22 PM
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M. Geen addressed slide 3, "Supply and Denmand." He
remar ked that ENSTAR had a very high seasonality to its gas
needs. The conpany generally varied by roughly a 12 to 1
ratio of winter to sumrer gas needs which nmeant that their
custonmers burned about 12 tinmes nore gas on average in the
winter as what they did in the sumer. He reported ENSTAR s
daily wvariability. Living in Alaska nmeant living in an
environment that could have substantial variability in gas
demands due to weather. Wth the current conpany custoner
base they had a potential daily demand of 287 Bcf per day.
He pointed to the thin red line on the graph which
represented the 287 Bcf per day. Such a |evel of denmand was
likely to occur in January of any given year. ENSTAR al so
had the potential of neeting |less than 100 Bcf per day if
there was a warm spell happening on the sanme day. There was
a significant variance to what could occur purely due to
weat her. He highlighted the graph showing the variability
in their custoners' daily demand as well as ENSTAR s daily
supply through the years 2014 and 2015. The chart contai ned
the actual data which the conpany supplied gas each of the
days listed for the years listed. Each of the natural gas
suppliers were represented by a different color on the
chart as well as how nuch gas was consuned on each day in
the 2-year period represented by the black line that
topped off the <chart. He noted that the day-to-day
variability was marked. ENSTAR s custoners' denands changed
as weat her changed seen as the constant spi ke up and down.
The second piece was the seasonal variability. The 12 to 1
ration could be seen with the sumer troughs and the hills
t hrough the w nter.

7:11:12 PM

M. Geen |ooked at slide 4, "Supply Contracts 2016-23." He
stated that when ENSTAR planned its natural gas portfolio
they |ooked at many years in advance. Operating in such
small, closed supply networks such as the Cook Inlet
required very long lead tines. The conmpany needed to know
that there was firm gas supply for their custoners at |east
2 years in advance. Anything less put the narket place at
risk of supply shortages. In ENSTAR s business they had to
have gas available for their custoners on the col dest days
no matter the circunmstance. He expanded that when it was 20
degrees Fahrenheit below zero on a dark January evening
every single one of 141,075 custoners had to have their gas
needs net. Their nunber of custoners represented over 50
percent of the popul ation of Al aska.
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M. Geen posed the question of what it neant to be a
natural gas supplier to ENSTAR There was no doubt that it
was challenging to supply natural gas in the Cook Inlet in
current times. ENSTAR was the |argest purchaser of natural
gas and they had very denmandi ng needs. Between the storage
facility, Cook Inlet Natural Gas Storage Al aska (Cl NGSA),
and their producer contracts the conpany needed to have the
287 Mwvef of gas available in case it was needed. However,

they did not need it every day. It neant producers and
CINGSA needed to have significant capacity beyond the
average production rates. It also neant that producers

needed to have the operational capability to ranp up
production and also the ability to throttle it back. Al aska
was a very different world than the Lower 48. Wth the
integrated transm ssion and storage network, producers in
the Lower 48 could sinply drill a well, open up the taps
100 percent, and the large nmarket sinply absorbed it. From
a utility perspective it was a nice, easy road. Uilities
had a line-up of marketers that were trying to sell them
gas. In a case where a contract was not fulfilled for any
reason the utility went back to their trading screen and
sourced the gas from one of the 1000 other suppliers lined
up to sell it to them ENSTAR did not have that luxury in
Al aska.

M. Geen explained that the nmarket was very small and ill-
liquid, wth only a handful of buyers and an even snaller
nunber of suppliers. Layer on to that the fact that Conoco
was selling its assets which would take another supplier
out of the market. It would also shrink the buying market
with Minicipal Light and Power becomng largely self-
supplied. It left ENSTAR in an extrenely delicate market
place. He was not saying that the sky was falling. The
conpany was in a much better place than in 2010.

M. Geen continued that ENSTAR had transitioned from a
time where they were I|ooking at shortages, the total

supply, and from a deliverability perspective. He was
pleased to inform the conmmittee that in the current day
ENSTAR recei ved the Regul atory Comm ssion of Alaska's (RCA)

approval for their gas supply agreenent with Hlcorp which
extended t hrough 2023. The contract was a key foundation in
the conpany's supplier portfolio, as it provided both a
significant quantity of gas and a significant |evel of

winter deliverability. The Hilcorp contract would supply
approximately 70 percent of ENSTAR s custoner needs from

Senat e Fi nance Comm tt ee 42 04/ 13/16 5:08 P. M



2018 through 2023. It had both firm and optional volunes
and woul d supply approxi mately 22 Bcf per year of firm gas
supply. It also offered optional volumes to help the
conpany nanage its' weather-related variability. It nmeant
t hat ENSTAR could ranmp-up deliveries up or down depending
on custonmer needs - a key feature in light of their
vari abl e annual demand.

M. Geen informed conmttee nenbers that one of the nost
inportant features of the contract had to do with what it
did not do. It did not neet all of ENSTAR s gas supply
requi renents. The conpany had left 30 percent of their
supply portfolio open for other producers to fill in. As a
public wutility the conpany valued safety and reliability
above all and understood the need to have a diversified
supply portfolio. It not only diversified supplier risk but
al so helped foster investnent and drilling which was good
for the long-termstability of the Cook Inlet supply.

M. Geen reiterated that the contract took ENSTAR through
2023, just beyond the short-term w ndow. He nentioned
ENSTAR s 3-year gas supply <contract wth Furie. The
contract supplied about 20 percent, the signing of the
contract was key for Furie to continue the devel opnent of
its new Kitchen Lights Unit. ENSTAR wanted to see the
success of the field and wanted to see it brought into
producti on.

M. Geen thought he had fairly good visibility into the
conpany's supply into 2021. He suggested that wth the
continuation of activity by Hilcorp and by Furie along with
the hope of growth of the others in the Cook Inlet, he was
optimstic that the conpany could see its supply horizon
out to 2025. However, it hinged on the continued activities
of current and new producers. He opined that encouragenent
and fostering of the environnment would be necessary to keep
producers engaged. He strongly believed that the utilities
in the inlet had a responsibility for encouraging and
fostering the environment. He noted ENSTAR s contri bution -
t he conpany had provi ded support for Furie's devel opment of
the Kitchen Lights Unit and left 10 percent of its supply
portfolio for other producers. The Regul atory Conm ssion of
Al aska had also shown its comritnent to the viability of
the long-term Cook Inlet gas supply with its approval of
the Hilcorp contract and its narrative in the letter
supporting ENSTAR s gas supply diversification approach.
The comm ssion recogni zed that ENSTAR s approach set aside
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and carved out a portion of its supply portfolio to
encourage the developnment of small independent producers.
Since 2010 the state had provided a huge support to the
viability of the gas supply market in the Cook Inlet.

M. G een acknow edged ENSTAR bei ng cogni zant of the short-
term budget challenges facing the state. The conpany woul d
| ove to see the state continue to help the encouragenent of
the market place in whatever form that kept it as an
attractive investnent.

M. G een concluded that ENSTAR was in a -good place in the
Cook Inlet at present. However, the conpany was sitting in
a position where there was one well going into the Kitchen
Lakes Unit. He enphasized that there were no production
wells in Cosnbo. There were 4 large fields in the inlet that
were old and aging every year. Wth cold weather or even if
one of the existing platforms or fields had an issue,
ENSTAR did not have a Jlarge contingency of back-up
alternatives. He furthered that there were no interties to
the Lower 48 or Canada and they were 100 percent dependent
in the small ill-liquid market to keep half of the state's
popul ati on warm He thanked nmenbers for their tine.

7:18: 12 PM

Vice-Chair Mcciche queried the struggles prior to FY 16,
and the increase in supplies in Cook Inlet. He wanted to
better understand the credits' in inmproving the outl ook as
well as the tax structure in Cook Inlet. M. Geen replied
that nuch of the work that had been going on was with a gas
supply group. It was very nuch a joint project with all of
the utilities together from the Cook Inlet |ooking for the
solutions to a marketplace that was just |ooking for short-
-term contracts. Sone of the gas the conpany had been
procuring was upwards of $23 per Mf. The producers in the
mar ket pl ace were not wlling to commt to long-term
contracts. ENSTAR was dancing along on a nonth-by-basis not
knowi ng whether the future would conme together. There were
a few things that canme into alignnent with a lot of work

There was the significant conmtment and investnent nade by
ENSTAR s sharehol ders, Northern Natural, Siri, and First
Al askan. They canme together for the developnent of the
CI NGSA storage facility, a key aspect in enhancing
deliverability in the inlet. The first winter that Cl NGSA
came online in 2012 was very cold. If the facility had not
been in operation both ENSTAR and Chugach Electric would
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have had delivery shortfalls. Hilcorp coming to the market
place was also a very large conponent as well and their
commtnment to getting their facilities working quickly. The
consent decree contracts that were put in place secured
ENSTAR s gas supply out to the first quarter of 2018. It
fashioned with sone of the power utilities also. It was a
very real activity for the gas supply group to | ook at LNG
inmports because ENSTAR was conmtted nmaking sure its
custoners had gas running through their neters. ENSTAR had
previously been in very dire straits looking for any
mechani sm to get the nethane nolecules going through the
neters. The tax credits were integral in shoring up the
| ocal nmarket place with Hlcorp. Since then, Buccaneer
(currently in bankruptcy) drilled a well. Even though the
conpany was goi ng bankrupt the nolecules coming from their
wel |l had been uninterrupted to ENSTAR for their contract.
Al t hough there were financial challenges, the gas cane
t hr ough.

Vice-Chair Mcciche interrupted M. Geen's testinony and
requested that he provide an illustration of the history

due to tinme constraints. M. Geen agreed to provide that
information in the formof a tineline sunmary.

Co- Chair MacKi nnon concl uded the invited public testinony.

SB 130 was HEARD and HELD in commttee for further
consi derati on.

She revi ewed the agenda for the foll ow ng day.

#
ADJ OURNVENT

7:26: 08 PM

The neeting was adjourned at 7:26 p. m
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