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ACTI ON NARRATI VE

3:32:19 PM

CHAIR CATHY GESSEL <called the Senate Resources Standing
Commttee neeting to order at 3:32 p.m Present at the call to
order were Senators Mcciche, Costello, Stedman, W el echowski,
Coghill, Stoltze, and Chair G essel.

OVERVI EW ON CONFI DENTI ALI TY PROCEDURES | N STATE AGENCI ES

CHAIR GdESSEL said the purpose of the hearing was about
confidentiality procedures in state agencies and wel coned Chad
Hut chi son.

3:33:13 PM

CHAD HUTCHI SON, Staff to Senator Coghill, Al aska State
Legi sl ature, Juneau, Al aska, said he would give an overview on
confidentiality procedures in both the executive and | egislative
branches of government. He would talk about who is involved with
these agreenents, what's in the agreenents, when they occur and
why, and why they are inportant from the perspective of Al aska
State governnent. He would also provide a brief history of
confidentiality agreements (CA) in Al aska.
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MR. HUCHI SON said a confidentiality agreenent is an agreenent
between parties where information of a proprietary nature is
di scl osed between the parties and is not to be disclosed to the
public or a third party. Exanples of proprietary information
include confidential data, research, books, trade secrets,
busi ness operations, strategic materials, and things |ike that.

Sonetinmes a confidential agreenent goes forward between parties
just to see if the transaction itself can go forward.

3:35:29 PM

Wat else may also be included in confidentiality agreenents?
The parties investigation of assets including |ocations, "return
clauses (if the deal does not go through the proprietary
information is returned to the parties as soon as practical),"”
and discussions relating to future transactions |ike press
rel eases and public announcenents.

3:36: 04 PM

MR. HUTCHI SON noted that he prepared this presentation. He
continued that other elenments included in a confidentiality
agreenent are danmge provisions related to injuries and the
recoverable steps, whether injunctive relief may or not be
available, and if there is a dispute, what sort of alternative
resolution may occur and which court has relevant jurisdiction
They also sonetinmes include assignment clauses between the
parties.

Confidentiality agreenents are inportant, because the intent is
to have an honest assessnment between the parties as it relates
to sone of these transactions going forward. For exanple, in the
oil industry there may be disclosures of transportation costs
and valuation practices that my be valuable for other
conpetitors to know.

3:38: 07 PM

Confidentiality in the State of Alaska is addressed by AS
40. 25.110(a) that says "unless specifically provided otherw se,
public records of all public agencies are open to inspection."”

The second level of analysis is found nore in AS 40.25.120 that
is used after balancing the right to public access with the
privacy rights guaranteed in the State Constitution and the need
for governnent officials to engage in policy deliberation
wi t hout undue influence. So, this statute outlines a nunber of
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exceptions to public records requirenents that include trade
secrets, proprietary information, and so forth.

All in all, M. Hutchison said, of the 47 statute titles, at
least 34 of them include some provision that relates to
confidential agreenents. Seven statutes allow or require the
executive or legislative branches and their enployees to enter
into confidentiality agreenents, which he would describe nore
about later. They are:

AS 31.25.090(f-g) - the Al aska Gasline Devel opnent
Cor poration (AGDC),
AS 37.10.220(b)(4) - the Al aska Retirenment Managenent

Board whenever they look at financial investnent
deci si ons goi ng forward,
AS 38.05.020 (b)(12) - the Departnent of Natural

Resources (DNR) (the AK LNG Project),

AS 40.25.100 — the Departnment of Revenue (DOR) as it
relates to the tax information  of i ndi vi dual
t axpayers, the exception being you can't have
aggregate tax information,

AS 40.25.120 (a)(13-14) - AGDC,

AS 43.05.095(c) — Departnent of Revenue (DOR) relating
to indirect expenditure reports that are submtted to
the Senate Finance Conmittee on July 1 of the first
regul ar session, and

AS 43. 98. 060 - DNR/ DOR, t he al and Gas
Conpetitiveness Review Board that takes into how
confidentiality agreenents are rel at ed account
activity and investnent information.

MR. HUTCHI SON said two additional statutes are related to
information on the North Slope Gasline construction: AS
43.82.310 - DNR/'DOR Stranded Gas Developnent Act and AS
43.90.160 — DOR Al aska Gasline Inducenent Act; both apply to
applications whether it be for devel opnment of a contract or for
the Al aska Gasline Inducenment Act (AGA) l|icense, itself.

CHAIR G ESSEL said he didn't call out AOGCC.
MR. HUTCHI SON said this list is not intended to be exhausti ve.

CHAIR G ESSEL said the Al aska Railroad Corporation (ARRC) also
has a | ot of proprietary information.

MR. HUTCHI SON said confidentiality agreenents had been used when
the AG A applications occurred.
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3:42:52 PM

SENATOR W ELECHOWSKI said that was "conpletely inaccurate.” AS
43.90. 160 says: "information that the conm ssioners have
determined is proprietary or a trade secret under AS 43.90. 150
may not be made public even after notice is published.” AS
43.90. 150 in Ad A sai d:

At the request of the applicant, information submtted
under this chapter, that the applicant...identifies
and denonstrates its proprietary or as a trade secret
it's confidential and not subject to public disclosure
under AS 43.25....After the license is awarded al
information submtted all information submtted and
not determned by comrissioners to be proprietary
shal | be made public.

So under AQA if a conpany believes that information is
proprietary, the burden is on them to prove it and if the
comm ssioners determne that it is indeed proprietary or a trade
secret, then it's confidential. That is very different than what
was done under SB 138, the gasline bill. SB 138, section 24, AS
38. 05. 020(b) (12) says the comm ssioner:

May enter into confidentiality agreements to maintain
the confidentiality of information related to contract
negotiations and contract inplenentation associated
with the North Slope natural gas project.

SENATOR W ELECHOASBKI expl ained the conm ssioner is allowed to
say that anyt hi ng related to contract negotiations or
i npl enentation can be confidential. That' virtually everything,
which is a problem that many have with the confidentiality
provision of SB 138: it's way too broad. It gives the
commi ssioner the sole right to say if it's confidential or not
as opposed to the applicant denonstrating the information is
proprietary or a trade secret.

MR. HUTCHI SON agreed there was a different structure but he was
using it as an exanple to help people understand the different
confidentiality agreements that have occurred throughout the
state's history.

3:46: 15 PM
SENATOR MCCICHE said he wasn't disagreeing wth Senator
W el echowski |, but he believed the final i ne in AdA

confidentiality allowed the comm ssioners to deem sonething as
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confidential, which results in essentially the sane outcone as
in SB 138.

SENATOR W ELECHOWSKI responded that SB 138 basically says the

conm ssioner has the right to declare all information "rel ated
to contract negotiations and contract inplenentation,” which is
virtually everything: email, phone calls, and docunents.

SENATOR MCCICHE said the end result is the sane if the
commi ssioner can determine that sonething is proprietary or a
trade secret. The AG A |license doesn't have sideboards.

MR. HUTCH SON added that alnmost all of the confidentiality
agreenents have different provisions and he wanted to nmake sure
they understood the historical context. He continued that in
1999, |l egislators were required to sign confidentiality
agreenents prior to receiving briefings from the Know es
Adm ni stration on the BP-ARCO nerger. Why? Because it contained
proprietary corporate information and state and federal tax
issues. In 2005, state officials/enployees were required to sign
confidentiality agreenents for access to oil and gas market
reports by Wod MacKenzie, Ltd.

3:49: 15 PM

SENATOR STEDVMAN comented that he signed that docunent, but he
didn't know why they were required to sign it, because he didn't
recall anything that had any real value they didn't have access
to under ACES or anything they worked with on this subject
matter. Hi s perspective was that they need to be careful about
signing confidentiality agreenents.

3:50: 11 PM

MR.  HUTCHI SON said they researched different non-statutory
confidentiality agreenments in the executive branch's interaction
with some of the private sector entities. The first sanpling
deals with DNR and includes in the appendices its “request for
proposal” procedures, a “nondisclosure and confidentiality”
section that forbids contractors from dissem nating confidenti al
information. It delineates the types of information covered.

The Departnment of Health and Social Services (DHSS) simlarly
requi res business associates in the private sector that receive
protected health information to sign an agreenment that
delineates how information is handled. Included in the agreenent
are numerous provisions outlining confidentiality requirenents.
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The Departnent of Public Safety (DPS) and Council on Donestic
Vi ol ence and Sexual Assault require “assurances” from grant
reci pients anong which is a requirenent that the grantee wl
pr ot ect “program partici pant confidentiality and nmintain
policies and procedures to guarantee program participant
confidentiality.”

3:.52:22 PM

RANDALL HOFFBECK, Acting Conm ssioner, Department of Revenue
(DOR), Anchorage, Al aska, said nuch of the departnent is secure
wor kspace. Many enpl oyees handl e confidenti al t axpayer
information. Most of this relates to the Tax Division, but Child
Support Enforcenent and Permanent Fund D vision also have
confidentiality, and they all receive annual training in it.

3:54:28 PM

One of the departnent's primary mssions is to collect,
adm nister, and audit Al aska's tax revenues. Another mssion is
to forecast and report revenues. This largely involves data
collected via the first m ssi on. Some data is offered
voluntarily, because industry knows the departnent wll Kkeep it
confidential as required by |aw

3:55:10 PM
He said that confidentiality is largely statute driven. AS
43.05.230 states, "It is wunlawful for a current or forner

of ficer, enployee, or agent of the state to divulge the anpunt
of incone or the particulars set out or disclosed in a report or
return made under this title . . ."

AS 40.25.1900(a) states in part “Information in the possession
of the Departnent of Revenue that discloses the particulars of
the business or affairs of a taxpayer or other person is not a
matter of public record . . .~

AS 43.20.021(a) adopts the Internal Revenue Code by reference
i ncludi ng sections regarding confidentiality of taxpayer data

3:56: 23 PM

Consequences for releasing confidential data and not releasing
it are in AS 43.05.230(f) that provides "a wllful violation
of .this section...is punishable by a fine of not nore than
$5,000, or by inprisonment of not nore than two years, or by
bot h.”

However, AS 11.56.820(a)(2) provides that a “person commts the
crime of tampering with public records in the second degree if

SENATE RES COW TTEE -7- January 26, 2015



the person . . . knowingly . . . suppresses, conceals, renoves,
or otherwise inpairs the . . . availability of a public record,
knowi ng that the person |acks the authority to do so.” (a O ass
A M sdeneanor).

3:.57.:36 PM
Information can be disclosed includes exceptions in AS
43. 05. 230:

eI nvestigations, Appeals, Child Support proceedings
*DNR (tax return data for audit functions); DEC and
ADF&G (fisheries business tax filer info)

eSharing with Federal or other state governnents if
they can prove they have appropriate saf eguards
eInformation in a tobacco, alcohol, mning, business,
or fisheries license is public

O her specific exceptions that relate to oil and gas, but are in
t he general Depart of Revenue statutes, AS 43.05.230:

*The nane of each person claimng a credit, and the
amount of the credit for each gas storage facility, is
public information (fromHB 280, in 2010)

*The nanme of each person electing to pay production
taxes under the tax as gas (“TAG) nethod, and the
anount of gas produced for each |ease or property is
public information (from SB 138, in 2014)

Less specifically, t here are exceptions to t axpayer
confidentiality in the Gl and Gas Production Tax Statutes (AS
43.55. 890):

eData aggregated anong three or nore producers or
explorers to prevent individual identification

W routinely aggregate and release |arge anounts of
data in this nmanner: tax collections, credits,
production volunes, tax rates, values, transportation
costs, | ease expenditures, etc.

ACTI NG COW SSI ONER HOFFBECK stated that the departnment requests
and receives a lot of taxpayer data including their plans and
projections that are necessary to do their job. In many cases
conpanies are not required to provide this but they do so
because of how departnent personnel treat the data. One of the
first things he did when he started working with the DOR is
request all the confidentiality agreements and their policies
and procedures for vetting confidential data, and it is being
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reviewed right now to nake sure of having the right bal ance
between releasing information to the public and keeping
confidential what taxpayers feel is inportant.

4:00: 17 PM

CHAIR G ESSEL asked if a legislator wanted to review the tax
information and agreed to sign the confidentiality agreenent,
could he do that.

ACTI NG COWM SSI ONER HOFFBECK replied that he wasn't sure, but
woul d find out.

SENATOR STOLTZE said he didn't know what would constitute a
rel ease of information. For instance, what if a |egislator had
served on the ARCO BP nerger and nade pronouncenents during a
tax debate one way or another, because of information he read in
a confidential manner.

ACTI NG COW SSI ONER HOFFBECK responded that he remenbered that
the departnment was able to mneke determ nations based on
confidenti al data during the construction of TransAl aska
Pi peline System (TAPS), but they couldn't release specifics of
that data. But he couldn't see how his exanple could in any way
reveal conmercial data underlying his decision

SENATOR STOLTZE wanted that clarified by the counsels of the DOR
and the Attorney Ceneral's office.

SENATOR COGHI LL conmented said nmany |egislators worked hard to
keep people's personal information was Kkept safe by the
gover nnent .

4:04: 36 PM
CATHY FOERSTER, Engineering Conm ssioner and Chair, Alaska Gl
and Gas Conservation Conm ssion (AOGCC), said the comm ssion is

responsible for regulating oil, gas, and geothermal exploration,
devel opnment and production operations throughout the State of
Al aska. They oversee all drilling and well work on all state

| ands and state waters. It also ensures that custody transfer
netering is done accurately.

The AOGCC receives a l|large volune of information from operators
every day. Mst of this information is stored in the AOGCC s
non-confidential well file system and also posted on the AOGCC
website, both of which are open and available to the public.
However, the AOGCC frequently receives information that it is
required by statute to keep confidential.
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The nobst common exanple of data that the AOGCC is required to
keep confidential relates to exploratory wells. The statutes
clearly say that required reports and information that relate to
an exploratory or stratigraphic test well and those portions of
an application for a permt to drill a well that contains
proprietary information shall be kept confidential for 24 nonths
unl ess the owner of the well gives witten perm ssion to rel ease
the data and information earlier. The exact wording can be found
at AS 31.05.35(c).

4:07:19 PM

Anot her exanple is data that an operator is not required by
statute to provide but that they voluntarily provide. Again the
statutes are very clear. They say that information not required
by statute but voluntarily filed with the conmm ssion shall be
kept confidential if +the person filing the information so
requests. The exact wording can be found at AS 31.05.035(d).

So what sorts of information would an operator volunteer and
want to hold confidential? The answer to this question is not
spelled out in the statutes but it is still pretty clear. An
operator often wants to share interpretive or conpany-
proprietary information so that the comm ssion can understand
the operator’s reasoning behind a request or action. Exanples
are a structure or net pay map or a structural cross-section.
Another exanple is a reservoir sinulation nodel - its
construction, its input data and assunptions, and its output.
Al of these exanples involve technical interpretation and the
use of a conpany’s proprietary tools and technol ogy.

Specifically, MS. FOERSTER said AS 31.05.035(d) has been used to
treat as confidential voluntarily provided information - i.e.,
data and information neither required nor requested by the
AOGCC. Since both Prudhoe Bay and Point Thonson are oil fields,
no gas may be renoved from either wthout an offtake allowable
determination by the AOGCC. This requirenent is in place to
ensure that waste does not occur because, in general, renoving
gas from an oil field before all the oil has been produced
generally results in loss of sone of the oil. For AOGCC to nake
the offtake allowable determ nation the operator of the field
must denonstrate that hydrocarbon losses will not occur. This
denonstration typically involves conplicated geologic and
engineering analysis, and for both Prudhoe Bay and Point
Thonmson, that is definitely the case.
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In 2005, the AOGCC began preparing for that inevitable “ask” by
gathering that technical and analytical information, all of
which the operators hold as proprietary and confidential. Thus
as part of the process, AOGCC techni cal st af f si gned
confidentiality agreements with both the Prudhoe Bay and the
Poi nt Thonson operators.

Qovi ousl y, confidentiality does not apply to information
submtted as part of a public process. That said, AOGCC

regul ations regarding hearings clarify that, if disclosure of
ot herwi se confidenti al information is required for t he
commi ssion to nake a decision, the commssion will protect that

data’s confidentiality by viewing it in-canmera and redacting it
fromthe public record.

4:10: 13 PM
CHAIR G ESSEL asked if the comm ssion hol ds executive sessions.

M5. FCERSTER replied they don't have executive neetings; they go
into a deliberative process after a hearing. They try to avoid
gathering except in the public record so they don't violate the
Public Records Act. Their decisions are based on what has cone
in through the public process and then individual deliberations.
Staff synthesizes information from the hearings, makes it easy
to understand, and makes reconmmendati ons. Each comm ssioner can

call in the staff and ask for further clarification. Sonetimnmes
the staff wll revise its recommendation and sonetines the
comm ssioner will "get it." They try really hard to not violate

the Public Records Act.

CHAIR GQESSEL said she was trying to visualize receiving
confidential information about gas and oil and asked when they
receive this information if the conpanies cone to the conm ssion
and convene a neeting in executive session.

4:13:19 PM

M5. FCERSTER answered that two things happen: one, the technical
staff signed those confidentiality agreenents, so they neet and
use all the data that they have conplied through those studies
to fornmulate their recommendati ons to the comn ssion.

For instance, for the gas off-take issue an engineer and a
geologist will sign CAs and go through the details of BP s or
ExxonMobi | reservoir stinulation nodel, the technical staff wll
understand the input and agree that the construction of the
nodel uses good engineering practices, that the geologic
description is valid, and that all of the input assunptions that
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went into the nodel nake sense based on the data; then they wll
run different cases. This information won't be shared with the
conmmi ssioners, because they didn't sign the CA, but then the
recommendations will be based on the data in their heads. But
before getting to a decision, there would be a public hearing in
whi ch the conm ssioner would require the operator to present as
much information for the public record as is possible. If there
is information that 1is proprietary or a trade secret the

comm ssion wll hold an "in canera session.” During that session
they may say sonmething is not proprietary and if they want it to
be used to consider their decision it will have to be on the
public record. Oherwise, it's not being considered. This
happens in hearings all the time. For regular questions the
comm ssioners will each sit in their office and ask questions
separately, but for legal questions, all three conm ssioners

listen to their assistant attorney general at one tine.

4:17:28 PM

SENATOR W ELECHOWSKI asked if it was fair to say that at the
heart the commission is trying to protect trade secrets and
proprietary information.

M5. FCERSTER replied yes; and data the conpany has acquired that

gives it a conpetitive edge - an exploratory well, for exanple -
is because that conpany spent mllions of dollars drilling the
well and acquiring that data. There my be unleased acreage

around it and the investnent they have nade gives them a
conpetitive edge that the statutes recogni ze shouldn't be handed
out for free.

4:18: 20 PM
SENATOR STOLTZE asked about a new appoi ntnent to the conmm ssion.

MS. FOERSTER said they got a new comm ssioner on Thursday, M ke
Gal | agher. She hadn't read his bio, but recalled that he grew up
and went to college in Mchigan and heard noney could be made in
Al aska, so he and his buddy got jobs on the TAPS. Wen it was
done, he did nmintenance on it. Wen he retired he got bored and
came back to work and then was asked by the governor to serve on
t he AOGCC.

4:20: 50 PM

PAUL DECKER, Interim Acting Director, Division of Ol and Gas
(DOG), Departnent of Natural Resources (DNR), Juneau, Al aska,
said he is a petrol eum geol ogi st and that nost of the division's
records are public. Only limted Kkinds of information are
mai ntained as confidential and only when confidentiality is
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explicitly provided for by law. Confidentiality is not presuned
just because soneone stanped it that way; the legislature has
provided sonme direction on the idea that Kkeeping things
confidential allows them to gather nore data than they would
ordinarily be able to obtain. On the other hand, nore disclosure
pronotes greater transparency and better insight into the
operation of the state and why deci sions were made.

The Alaska Public Records Act, AS 40.25, agency records are

public docunents unless otherwi se stated. DNR s primry
confidentiality statute is AS 38.05.035(a)(8) that specifically
lists six categories of information that are to be kept

confidential upon request: the names of nominators or applicants
for land disposals (if soneone wants to obtain an exploration
license or nomnate a certain area for |ease sale), the nanes of
bi dders and bid values that ultimately submt seal ed bids (l|ease
sales and exploration |licenses that can becone conpetitive bid),
any and all geol ogical, geophysical and engineering (G&E) data,
financial data, right-of-way applications (not often in the
DOG), and information about public agency | and pl anni ng.

4:24: 37 PM

MR. DECKER explained that the DOR has provisions for sharing
bits of information with DNR, specifically oil and gas when it
comes to adjudicating tax credits: for exanple, the exploration
tax credits under AS 43.55.025 and .023 where the program is
of fered through the DOR statutes, but part of the responsibility
for adjudicating those credits is to make sure that DNR actual ly
gets the data that is to be subnmtted and eventually nmade
public. AS 43.05.230 nmakes sure DNR gets the data.

O her confidentiality statutes apply to the Division of Gl and
Gas (DOG: royalty audits and Royalty Board issues.

4:25: 24 PM

As a practical matter, alnost all of the confidential data the
division is G&X&E data or financial information. G&&G data woul d
be submtted under the ternms of the |lease and exploration
license obligations, as well as any seismc data (mintains
confidentiality in perpetuity) or other data acquired through a
m scel | aneous | and use permts (M.UP) , and uni t and
participating area applications. In addition to the DOR tax
credit AS 43.55 provisions, there is also an older incentive
credit program under AS 38.05.180(i) that did have sone action
but no wells drilled or seismc acquired for nore than 15 years.
Financial information would be things |ike financials submtted
to assure that a conmpany is good for its DRR obligations on
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their leases, or if a conpany would like to ask for royalty
nodi fication, DOR tax filings and supplenental reports submtted
to commercial analysts to understand the conpanies better, major
projects that are forward-looking that are not actually up for a
decision to rule on yet (for exanple, the gas pipeline projects
over the years), auditing issues like net profit share |ease
audits (making sure they understand the field cost deductions
before asserting that their |eases have gone into payout), and
royalty sales contracts and invoi ces.

4:28:52 PM

MR. DECKER explained the value of confidentiality is that it
allows the division to amass and interpret vast anount of data
t hat is absolutely critical to understanding resources
t hroughout the State (the subsurface geology as well as
commercial information about the commercial |andscape) and that
woul d have been inpossible for the State to generate and
understand the resources. The comercial environment has to do
with the royalty nodification and viability of projects, the
DR&R liability, and sinply meking sure that the State through
the auditing process is getting the full value of its share of
royalty and net profit share.

He said sonetines this information conmes to them voluntarily,
because the operators are aware that the division can nmaintain
confidentiality. So, protecting that confidentiality is critical
to them

4:30: 43 PM

He explained that various types of confidential data arrive in
the DOG from different sources for various reasons and are
stored and used by different sections within the division. As an

exanpl e, seismc data submtted under the DOG permt
requirenents (nmultiple land use permt requirenents) is granted
permanent confidentiality by default. It is used exclusively by

the geophysicists and geologists of the Resource Evaluation
Section to understand the subsurface.

The life cycle is such that the data cones in fromthe operator

it's inventoried through a data base, indexed, carefully stored
and archived including all the wmany different kinds of
conponents and file types within that data. The copy is made off
to the secure network where it can get used, while the origina

digital nedia is stored in their highly confidential secure
vaul t.

4:32: 04 PM
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SENATOR W ELECHOWSKI asked if the confidential seismc studies
that the state still pays 80-90 percent in credits for being
kept confidential.

MR. DECKER replied that was an inportant distinction. In this
particul ar exanple, he was using MUP seismc that has
contributed to nost of the data acquired over years. But the tax
credits under .023 and .025 very clearly call for release of the
seismc data eventually; nost have a 10-year confidentiality
period. The newer Frontier Basin tax credits (Mddle Earth
credits approved in 2012) carry a nmuch higher percent of the
State's investnment in credits. Because that was such a generous
support the legislature nade the confidentiality period on those
credits two years.

4:33:49 PM

In this exanple, he explained that the data are |oaded, quality-
checked, prepared for the interpretation software where the
geophysicists can actually work with the information. The data
is then interpreted and subsurface maps are made with it; it is
also integrated and reconciled with previously acquired data
that mght for various reasons have a slightly different story
that m ght cause some angst. These confidential interpretations

inform their technical recomrendations on things 1like |ease
sal es, unitization applications, and any decision about
reservoir lands. Wether it inpacts the actual operator that
submitted that data set or not, that data can be used

confidentially for the greater good. This kind of data would be
permanently retained within the division and it is truly usefu
forever in sonme way or anot her.

4:34: 46 PM

CHAIR G ESSEL said that recently the DNR comm ssi oner determ ned
a Caelus [Energy LLC] royalty nodification and asked when their
data will have to be given out.

MR. DECKER said his nmenory of that is not clear; he knew they
carefully redacted their application which was stanped entirely
confidential in order for it to go out to public conment.

SENATOR W ELECHOWSKI asked if the wvast nmjority of seismc
studies is done with credits and if this information shared wth
t he AOGCC.

MR. DECKER replied that nost of the seismc data acquired within
the last 10-11 years since these credits have been avail able
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woul d have been acquired under these DOR credit programs and it
is not supplied to AOGCC.

SENATOR W ELECHOMBKI said this would be valuable infornmation for
the AOGCC to have.

MR. DECKER said he couldn't recall the comm ssion approaching
them for access to the seismc data in the 10 years he had been
there, but he knew that sonetines the conmm ssion approached the
conpani es directly.

M5. FOERSTER added that when an operator needs to show the
comm ssion information to help them understand a request, they
generally give it to them voluntarily with the understanding
that it is protected. During that sanme 10 years, she couldn't
remenber a tinme when the conmm ssion needed data fromthe DNR |f
they needed it they would get it from the operator. She stated
that the comm ssion didn't need a niddle man.

4:38: 56 PM

MR. DECKER presented exanple 2 of how confidential data is used:
a North Slope exploration well submtted pursuant to the DOR tax
credits (wildcat drilling credits in AS 43.55.025) that would
have tenporary confidentiality, assumng that it's not on
private land (in which case the private | and ower would need to
give authorization for the data to beconme public). This data
gets inventoried into an index into an archive and is used
primarily by the Resource Evaluation Section. This includes al
of the well data collected, not only the information that would
be required to be submtted to the AOGCC, because the credits
are so generous that operators are required to show all of the
data. The copy is nade to a secure nedia and retained in the
vaul t; it's | oaded, quality checked and prepared for
interpretation, a secure backup is made. The data is reviewed
and interpreted internally by the experts to help inform
t echni cal recommendations for t hi ngs like |ease sales,
exploration potential, unit actions, and such. The difference is
that this data has to be prepared for release, which has turned
out to be quite onerous, and the data would go public after
about two years (a 30-day period, plus a 24-nonth period, plus a
30-day public conmment period). It's essentially timed to
coincide with the AOSCC s exploration well confidentiality
period of two years.

4:41:19 PM
A third exanple was of financial data obtained for royalty
audits wunder AS 38.05.036 is one where the data would be
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permanently confidential. This is used primarily by the Royalty
Audit Section. The data is obtained fromthe |essees during the
audit or just before it commences; it's copied and backed up;
then it's wused to analyze the |Ilessee's confidential sales

contracts, invoices, and other information to verify field
prices that |essee has experienced and make sure that s
reviewed then in context wth other producers' simlar

information. No one sees it all except for the audit staff and
it's used for determning the "higher of values” for audit
claime (the idea that all operators within a certain region
provide the state with a basket of prices and the state obtains
t he hi gher value royalty out of that basket of sales). This data
is retained indefinitely within the division and is very usefu

in the future when another audit or appeal cones up.

4:42:48 PM

MR. DECKER S fourth exanple was specific to the Caelus Nuna
royalty nodification in the Oooguruk Unit, the goal being for
the Commercial Section to construct an economc nodel to
determine if the project would go forward wthout royalty
nodi fi cati on.

He <concluded that only Ilimted kinds of information are
mai nt ai ned as confidential and nmust be explicitly identified and
approved in the statutes. Confidentiality allows the state to
benefit from utilizing data w thout putting its owners at a
conpetitive disadvantage. Mst of the confidential data within
DOG is either the technical GXE or financial and cones in a
di verse spread of data types. The data is treated with a common
theme to ensure that is maintained confidential, but they all
have their different needs and different details to their life
cycle. The ability to maintain data confidentiality has enable
the division to understand the subsurface resources statew de
and have led to nmuch better managenent decisions than they would
have been able obtain w thout those statutory provisions.

4:45: 33 PM

SENATOR STOLTZE wanted clarification from the highest pay grade
in the admnistration on confidentiality and what stance they
have taken legally or politically.

CHAIR G ESSEL said the purpose of these presentations is to
allow the public to wunderstand how confidentiality is used
currently. The next pair of speakers would talk about its use in
relation to the LNG projects around the world. But it's really
up to the governor as to what he's planning to do with his
executive staff.
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SENATOR STOLTZE said he has heard there has been a |ack of
clarity on confidentiality.

4:48: 17 PM

NIl KOS TSAFQOS, Partner, enalytica, introduced hinmself and said he
spent the last 10 years working in the oil and gas industry,
nostly as a consultant with special expertise in natural gas. He
had probably signed nore confidentiality agreenents than nost
people in the roomas it is a natural course of business for a
consul t ant.

4:49: 13 PM
JANAK MAYER, Partner, enalytica, said this was his fourth
| egislative session in Juneau working wth a range of

commttees; his expertise is principally in project economcs
and valuation. He stressed the inportance of the division
bet ween eventual transparency of agreenents once they are
finalized and the need for confidentiality during the
negoti ating process inherent in the conflicting requirenments of
keeping something secret while wanting to mmintain an open
denocratic state and government. He explained that once an
agreenent is reached a lot of information is capable of being
made avail abl e openly to the public and shoul d be.

The need for confidentiality during the negotiating process is
not about protecting conpany proprietary secrets or processes

it's much nore about protecting the state's negotiating
position. Negotiations are a lot |like a game of poker and
playing with all your cards showi ng doesn't work very well. At
the nonent wunder SB 138 the admnistration, principally the
comm ssioners of DNR and DOR, is authorized to negotiate a
series of conplex contentious difficult agreements on everything
from potential fiscal stabilization to off-taking and bal anci ng,
geology and marketing. The State needs to think through very
carefully what its fundanental interests are: what it is trying
to achieve, what it <can realistically achieve, what it is
absolutely not wlling to give up, what things are |ess
i nportant, secondary considerations that m ght be given away as
bargaining chips in order to get other things in return. The
State is not negotiating with just one nonolith entity, but
against a series of different conpanies, which also have
different interests. In sone cases the interests align with each
ot her between conpanies and in sone conpanies have natural
interests that align wth the State and not with each other.
The State needs to think through that alignnment and see how it
can be used to put pressure on the other conpanies. So, it
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should be clear that the State's best interest is not always
served by information being broadly available to the public and,
in fact, can be irreparably harned in terns of what the state
can achi eve during the negotiating process.

4:53: 57 PM

There are two ways to mamintain confidentiality during the
negotiating process: one is for the admnistration to go off and
do it and cone back with a series of agreenents that are
available to the public, like what was tried under the Stranded
Gas Act and the Legislature was blind-sided. The other process
would be if the administration could negotiate sonme things while
maintaining a dialogue wth l|egislators about what their
assessnent of the state's interests are, what can be achieve
what can't, and what mght be traded; it's crucial to the
denocratic process to be able to explain what was given away and
why.

4:55: 34 PM

MR, TSAFOS commented on confidentiality in LNG projects. Lots of
information is known about LNG projects at FID and i ncl ude:
-Technical: nunber of wells, routes of pipelines, technical
specifications, a footprint;

-l nmpacts: how projects inpact the |ocal conmunities; what kind
of mtigations are being taken to protect the environnent;

-Costs: wusually a total cost figure and a breakdown of the
aggr egat es;

- Financi al : whet her conpanies are taking on any debt or not, the
nanmes of the l|enders, the tenor, how nuch they are borrow ng
fromeach financiers

-Commerci al : the nunber of contracts and counter parties the LNG
project will be selling gas to and for how long, some of the
detailed ternms about who does the shipping, if the LNG delivery
is flexible, if the price is indexed to oil or not, and other
terms called S-curves, a neasure that Ilimts volatility;
sonmetines there is an overall contract value (no assunptions).
You alnost never get the price forrmula, the npbst sensitive
aspect.

Once projects cone online, consultants can |ook at other data

and try to figure it out, but conpanies will never tell you that
you've got it right. If the fiscal systemis part of |aw that
applies to all projects you know about that, and if it is part
of a negotiation, like a production sharing contract, then it's

a mx. Sonetines the public has access to that information, but
often not. Sonetinmes there is public access to a generic
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contract in general but not the specific contract that has been
si gned between the conpany and the sovereign.

5:01: 09 PM

CHAIR G ESSEL asked M. Tsafos to conme back with |ast slide on
Wednesday because she wanted to respect conmttee nenbers' tine
and not get into the habit of running over.

5:02: 00 PM
There being no further business to cone before the committee,
Chair G essel adjourned the Senate Resources Conmittee neeting
at 5:02 p.m
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