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3:31: 32 PM

CHAIR CATHY GESSEL <called the Senate Resources Standing
Commttee neeting to order at 3:31 p.m Present at the call to
order were Senators Costello, Coghill, Welechowski, Stoltze,
and Chair G essel. She noted that Senator Stedman was excused.

PRESENTATI ON: Al aska's O | and Gas Conpetitiveness Report 2015

3:32:10 PM
CHAIR d ESSEL announced a report from the Alaska G| and Gas
Conpetitiveness Revi ew Board.

3:33:01 PM

THOMAS HENDRI X, JR., Chair, Alaska G| and Gas Conpetitiveness
Review Board (OGCRB), and Vice President, Ol & Gas, Carlile
Transportation Systens, Inc., Palner, Al aska, presented Al aska's
Ol and Gas Conpetitiveness Report 2015. He provided his
background that he said suits himwell for being on this board.

3:33:49 PM
JERRY BURNETT, Deputy Commi ssioner, Departnment of Revenue (DOR),
i ntroduced hi nsel f.

MR HENDRI X noted their work did not support the required
statutory requirenents of the board. The factors that brought
that about was that the first board neeting was very late in
getting started, there had been an adm nistrative change and
several new board nenbers canme on board, but they have had 10
subsequent board neetings since then, so they have been
diligent.

3:35: 25 PM

MR. HENDRI X expl ai ned that the board was fornmed as a part of SB
21 and was created to establish and maintain salient data
regarding oil and gas exploration, developnent, and production
and to advise the Alaska Legislature on the state’'s fiscal
system |abor pool, and regulatory conpetitiveness. The statute
mandates that the board give recomendations on or Dbefore
Decenber 31, 2015, but there are no recommendations in the
report. They have conpiled the data they feel it will get them
in delivering the board s work.

He described that the board is nade up of:

Two public nmenbers:
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-Joey Merrick who is a business manager and secretary for Al aska
Laborers Local 341
- Rodney Brown who is the business nanager for the UAA Local 375)

Three adm ni strati on departnent heads:

- Departnment of Revenue Conmm ssioner Randal | Hof f beck

-Kristin Ryan who is Spill Prevention and Response Coordi nator
at the Departnent of Environmental Conservation (DEC)

-Mark Myers who is Departnent of Natural Resources comm ssioner

One conmi ssi oner:
-Alaska G| and Gas Conservation Comi ssioner @Gl l agher

Three oil and gas subject nmatter experts:

- Pet rol eum Engi neer, Pete Stokes with Petrochem cal Resources
- Ceol ogi st, Curt Freeman, President, Aval on Devel opnent

-CPA, Tom Mal one, private citizen

Two industry trade group representatives:
- Thomas Hendri x, Al aska Support Industry Alliance
-Kara Moriarty, Chair, Alaska G| and Gas Association (AOCGA)

MR HENDRI X invited M. Burnett to talk about how the DOR is
handl ing staffing and support for their efforts.

3:38:35 PM

MR. BURNETT related that the DOR fiscal note had enough funding
for board admnistrative help and travel. A special assistant to
the commi ssioner works closely with the board in witing the
report and handling the neetings. Tim Ryherd, a DOR Commercia
Anal yst, provided technical support, but due to changing of
adm nistrations and the late start, an RFP was not funded (about
$300,000) but it is still needed. Receipt of funding will affect
the length of tinme it takes the board to do its work.

MR. HENDRI X' s next slide listed Alaska' s resource devel opnent
peer groups or its conpetition, all located in North Anerica,
Europe, Pacific Regions, and in the Arctic. Al jurisdictions
had concessional type fiscal arrangenents, tax and royalties
simlar to Al aska, have simlar sized reserves in undiscovered
resource potential and have a history of significant hydrocarbon
pr oducti on. They are: Al aska, California, North  Dakot a,
Ol ahoma, Texas, U S @lf of Mxico OCS, US. Al aska OCCS
Al berta, Canada- Nort hwest  Territories, Canada- Beaufort  Sea,
Australia, Norway and the United Ki ngdom
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He said this list came from work the state had al ready done and
all of the departnments had been very hel pful in gathering data
assimlated into a report.

3:42: 04 PM

MR. HENDRI X showed a graph depicting peer resource potential
indicating that Al aska has about one-third of the nation's
reserves.

He explained that he broke down Alaska's land and |ease sales
into three sections: federal lands, private lands and state
| ands. Federal |ands (61 percent) are vast and | ocked up; state
| ands (27 percent) have nore potential for developnent in the
short term and Al aska has nore consistent reliable |ease/sale
prograns than the federal governnent. Private |and (12 percent)
is the smallest offering, contrary to many of its peers.

3:43:53 PM
MR. HENDRI X showed the effects of passing SB 21 on drilling
activity in Alaska on an AOGCC slide of total drilling including

wor kover rigs and water wells for disposal and noted that this
measurenent is different than the next Baker Hughes' slide of
drilling rig activity. He explained that the activity doesn't
show the boom and bust cycles to the degree that one sees in
some peer groups, like North Dakota and Texas, where the rigs
are imediately laid. In Al aska, the nunber of active drilling
rigs is pretty consistent, but it could be inproved, and the
board mght find that Alaska mght be a good place to do
busi ness during low oil prices.

3:46: 12 PM

MR. HENDRI X described the current North Slope infrastructure and
the challenges it has. He spoke of the excellent maintenance of
the Dalton Hi ghway, the "road to resources,” but he added that
the board will need to exam ne access to resources in ternms of
ports, bridges, and roads in order for the state to stay
conpetitive.

He showed a map of infrastructure in the Cook Inlet and six
Frontier Basins. Cook Inlet has 34 fields all connected to
infrastructure going to oil and gas processing facilities; he
said that Kenai is boomng right now. The six Frontier Basins
i nclude areas around Fairbanks, dennallen, Kotzebue, Emmonak,
Egegi k, and Port Mueller. They are harder to get to, but sone
activity is being seen in the Fairbanks area.

3:49:56 PM

SENATE RES COW TTEE -4- March 13, 2015



MR. HENDRI X said in order for Alaska to be conpetitive in the
oil and gas industry, trained and available workforce are
priorities. He said they wll develop a neasurable nmetric to use
in looking at what plans are out there to have a robust
wor kforce for. He pointed out that two private folks on the
board are representatives of |abor and the study of l|abor is
going to be a key piece of the research the board will do.

He introduced the regulatory and permtting structure slide,
anot her key issue that keeps popping up. There is no neasurenent
to tell the board how difficult it is to deal with the state
when it cones to getting pernmts, but every yellow box on the
slide is sonething that could effectively be changed or fixed.
The process should be sinple and effective and one that is not
costly to the producers.

3:.52:55 PM
SENATOR M CCI CHE joined the commttee.

MR. HENDRI X showed a slide depicting the |l|arge nunber of
permtting requirenents. The next slide described Al aska' s oil
and gas fiscal system in 2014 and showed the four main
conmponents that generate state revenue. It didn't show the
federal and |ocal taxes generated from production. H's next
slide was not meant as a conparison, but showed the petroleum
fiscal regines of peer groups. For instance, Norway and
Australia in deep water fiscal regines have high taxes but no
royalty.

3:55:34 PM

MR. HENDRI X explained that the RFP nentioned earlier wll
require $300,000 to commission a third-party study. The study
has been scoped to help the board cone up with reconmmendati ons.
He said the board is strong and has been wor ki ng hard.

3:57:14 PM

MR. BURNETT added that the draft RFP was not included in the
budget request because of the lateness of the first board
meeting. If the funding conmes through they could get the RFP on
the street. It was discussed with the governor and the board is
trying to nmake sure that there is a publically funded
i ndependent | ook rather than com ng fromany one industry group.

MR. HENDRI X said if the board does not receive the funding it
can't deliver the required report that is already l|late. After
the Decenber 2015 report the next one is due on January 15,
2017. Should they not be funded and go through an alnost entire
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year delay, legislation will be needed to change the deadlines
for 2017 and 2021.

4:00: 33 PM

SENATOR M CCI CHE asked if there is a reason they wouldn't issue
the RFP just to have a better understanding of what the study
cost s.

MR. HENDRI X said he was not versed in state protocol, but he
t hought they would put out an RFP and ask for a price of doing
it. Then he found out that neeting the state's protocols neant
witing it the way it is.

MR. BURNETT said the board could wite a request for information
(RFl), but the board was confident that the $300,000 is close to
t he cost having done studies over the years. It would be limted
to up to $300, 000 and be done on a bid basis.

4:02: 22 PM

SENATOR STOLTZE said the trend has been knowi ng how much the
state has sort of sets the price and asked if they could do sone
fishing before putting all the gear together.

MR. HENDRI X said they could do "fishing," but want to be able to
execute on a contract.

MR. HENDRI X thanked the conmttee for its tine and the
Departnent of Revenue, the Departnment of Natural Resources, the
Departnment of Labor and W rkforce Devel opnent, Departnent of
Transportation and Public Facilities, the Depart nment of
Envi r onnment al Conservation and the Alaska Ql and Gas
Conservation Comm ssion for their help on the report.

4. 03: 57 PM
CHAIR G ESSEL said it is a form dable undertaking and thanked
M. Hendrix for taking it on.

4:04: 34 PM
There being nothing further to come before the commttee,
Chair G essel adjourned the Senate Resource Standing Conmittee
at 4:04 p. m
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