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W TNESS REG STER

CATHY P. FCERSTER, Comm ssi oner

Al aska O | & Gas Conservation Conm ssion ( AOGCC)

Department of Adm nistration (DOA)

Anchor age, Al aska

PCSI TI ON  STATEMENT: Presented an overview update from the
Al aska G| & Gas Conservation Conmm ssi on.

DANI EL T. SEAMOUNT, JR., Comm ssi oner

Al aska G| & Gas Conservation Conmm ssion ( AOGCC)

Depart ment of Adm nistration (DOA)

Anchor age, Al aska

POSI TI ON STATEMENT: Testified that it's good insurance for all
menbers of the comm ssion to have a fundanmental understandi ng of
t he industry he/she regul ates.

ACTI ON NARRATI VE

CHAIR VIC KOHRI NG cal l ed the House Special Conmmittee on Ol and
Gas neeting to order at 5:05:22 PM Represent ati ves Kohri ng,
Sanmuel s, Gardner, and CGuttenberg were present at the call to
order. Represent ati ves Rokeberg and Dahlstrom arrived as the
neet i ng was in progr ess. Al so in attendance were
Representatives O son and Ranras.

OVERVI EW UPDATE FROM ALASKA O L & GAS CONSERVATI ON COWM SSI ON

CHAI R KOHRI NG announced that the first order of business would
be an overview update from the Alaska Ol & Gas Conservation
Conmmi ssi on.

5:06: 24 PM

CATHY P. FOERSTER, Conmm ssioner, Alaska Ol & Gas Conservation
Comm ssi on (AOGCC), Departnent of Admi nistration (DOA), inforned
the commttee that the AOGCC is a quasi-judicial [state]
regul atory agency. She said that the AOGCC is responsible for
"everything fromthe well head on down into the reservoir” in oil
and gas operations on all of Alaska's private and public |ands
and waters, except Denali National Park and Preserve. The AOGCC
regulates drilling and production for oil and gas. I n addition,
the AOGCC protects correlative rights, which neans that if there
are two |andowners and one feels that the other |andowner is
i nfringing upon his/her rights to get his/her oil and gas out of
the ground, the AOGCC steps in to ensure that the correlative
rights of both |andowners are being protected. The AOGCC al so

HOUSE O&G COW TTEE -2- January 24, 2006



prevents waste of hydrocarbons and pronptes greater ultimate

recovery of hydrocarbons. The AOGCC also protects Al aska's
fresh groundwaters. She stated that the AOGCC has been given
the opportunity to manage the Cdass Il Underground Injection

Control (UIC) program of the Environnental Protection Agency
(EPA), which includes any injection of fluids in an oil and gas
oper ati on. Exanpl es of injected fluids include: enhanced oil
recovery fluids, saltwater, and waste di sposal.

5:08:40 PM
M5. FOCERSTER explained that within the AOGCC s mssion, the

AOGCC has "a few key" goals and strategies. The first key goal
of the ACGCC is to prevent the physical waste of the hydrocarbon

resource. The AOGCC eval uates every drilling proposal that is
submtted. She stated that every tinme a conpany wants to drill
a well in Alaska, it has to get permssion fromthe AOCGCC to do
So. The AOGCC ensures that during drilling operations, a

conpany is using sound engineering practices that don't harmthe
groundwaters and don't cause waste of oil and gas, either during
drilling or production, or in the event of abandonnment of a well
that's not successful. Once there are ongoing operations, the
AOGCC has five full-tinme inspectors that travel throughout the
state inspecting operations. She informed the committee that
the AOGCC al so eval uates any new reservoir devel opnent to ensure
that the operator's proposed plans to extract the oil and gas
from the ground are consistent with good oil field practices to
maxi m ze ultimate recovery.

5:10: 27 PM

M5. FCERSTER specified that another goal of the AOGCC is to
pronote greater ultimte recovery. The AOGCC watches what's
happening in all of the existing fields by reviewng data that
comes in fromthe wells in the fields in order to track how the
operator is doing versus how the operator said he/she is doing.
This hel ps ensure that the operator really is doing what wll
get the nost gas out of the ground. The AOGCC is able to review
information that quickly tells the AOGCC whether good or bad

t hi ngs are happeni ng. For exanple, an oil reservoir needs to
maintain fairly constant pressure in order to avoid anything
that woul d decrease ultimate recovery. She explained that if
the pressure starts to drop, the AOGCC has to either informthe
operator to "shut in," add the water injection well, or offer a
mtigating step that wll achieve the correct. Wen the AOGCC
reviews approved developnent plans and drilling proposals, it

does so with an eye for greater ultinmate recovery, she noted.
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5:11: 41 PM

M5. FOERSTER identified independently assessing oil and gas
devel opnment as another key goal of the AOGCC. She stated that
the AOGCC reviews every step of an operator's proposal and ties
it back to the statutes in "Title 31" to ensure that everything
is in accordance with those | aws.

5:12:15 PM

REPRESENTATI VE GUTTENBERG referring to AOGCC s jurisdiction from
the well head down asked, "Were do you define the end of the
wel | head?"

5:12:48 PM

M5. FOERSTER answered that in a drilling operation, AOGCC has to
ensure that the blowout preventer equipnent is in good working
order. If there are surface safety valve systens, AOGCC ensures
that they are working properly and connecting with sub-surface
safety valve systens. At or near the surface, the AOGCC works
Wit h: the bl owout prevention equipnent, diverters, and safety
val ve systens.

5:13:16 PM

REPRESENTATI VE GUTTENBERG clarified that the AOGCC works wth
everything at a "gathering facility,” but probably not after it
goes on a "gathering line" out to a "production center."

5:13:26 PM

IVS. FCERSTER  confirnmed t hat Representati ve Quttenberg's
clarification was correct and added, "W're pretty nmuch on the
drill site.”

5:13: 31 PM

REPRESENTATI VE GUTTENBERG referring to inspection of the
wel | heads, inquired about industry standards and whether there's
an international industry standard, and how the standards have
evol ved to take into account Arctic drilling and conditions.

5:13: 58 PM
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M5. FCERSTER infornmed the conmittee that the AOGCC applies
American Petroleum Institute (API) standards for their
operations. Also, she said that where l|local industry has asked
that AOGCC "up the ante" because of special considerations,
AOGCC has done that. However, typically AOGCC "sticks to" API
st andards.

5:14: 24 PM

REPRESENTATI VE GUTTENBERG inquired as to how often the vapor
recovery and pressures nunbers are checked.

5:14: 43 PM

M5. FCERSTER explained that operators have different reporting
requi renents depending upon the pool rules that are in place
She said that typically the AOGCC receives the data every six
nonths, year, or tw years, depending on the field and the
criticalness of getting the data. However, the operators
receive the data on a "much nore" frequent basis and AOGCC s
experience has been that it's in the best interest of the
operators to maxim ze the recovery.

5:15:34 PM

M5. FOERSTER identified another key goal of the AOGCC as
protecting Al aska's underground sources of drinking water. The
AOGCC reviews every application for any sort of injection to
ensure that there's no way for the injected fluid to mgrate to
a locale that not supposed to. She explained that the review
i ncl udes the geol ogy/connectivity of the different reservoirs in
which it's acceptable to inject things into, and the possibility
that those reservoirs mght be "in comunication” wth places
that it shouldn't. In addition, the review includes the
mechani cal integrity of the wellbores to ensure that there
aren't any |eaks or cenent breakdowns that would allow fluid to
enter a path in and around the wellbore and nove to a place
where it's not supposed to go.

5:16: 27 PM

M5. FOERSTER nmoved on to the AOGCC s goal of protecting
correlative rights. She explained that the AOGCC provides every
| andowner with the opportunity to get his/her fair share of the
resour ces. If a landowner feels |like that's not happening for
hi i her because of something that the AOGCC is able to help
control, the AOGCC will step in and adjudicate the dispute(s).
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For exanple, she explained that a typical oil or gas well has a
certain drainage area that it covers, and if a |andowner's well
is too close to another |ease |ine, he/she would be draining oil
or gas that belongs to another | andowner.

5:17: 38 PM

REPRESENTATI VE GUTTENBERG i nquired as to how often the situation
that Ms. Foerster nentioned occurs.

5:18: 00 PM

M5. FOERSTER said that the situation has "not been an issue”
since she's worked for the AOGCC, although she said that she has
heard of a "few' cases in the past in which an individual or a
conpany has asked the AOGCC to provide relief. She added t hat
the AOGCC determ nes the field rules based on science.

5:18: 34 PM

M5. FOERSTER highlighted that there's a |ot of confusion
regarding the roles of the AOGCC, the Departnent of Natural
Resources (DNR), the Departnent of Environnental Conservation
(DEC), and the AOGCC s relationship with the oil conpanies. She
explained that the oil conpanies own a significant portion of
the resource by virtue of having | eased the right to devel op and

produce it from the | andowner. The |andowner is the primry
owner and typically receives a smaller percentage [of the]
royalty. The two regulatory bodies, who don't have any

ownership in the resource, but have a regulatory responsibility
in the production of the resource are the DEC and the AOGCC.
She further explained that the DEC s role is primarily on the
surface, wth an environmental protection responsibility, while
the AOGCCs role is nore resource conservation wth a
groundwat er protection responsibility.

5:20:39 PM

IVS. FCERSTER infornmed the commttee that the AOGCC s
headquarters are in Anchorage. She said that it also has a
field office in Deadhorse, with sone |iving arrangenents for the
i nspectors there. The AOGCC tries to keep two inspectors on the
[North Slope] at all tines, although sonetinmes there is only
one. The remainder of the AOGCC inspector staff covers the
Mat anuska- Susitna Valley and Cook Inlet. She clarified that the
AOGCC has five inspectors who rotate between Cook Inlet, the
Mat anuska- Susi tna Val l ey, and the North Sl ope.
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5:21:40 PM

M5. FCERSTER explained that the AOGCC divides its technical
staff into an "east team and a "west team"™ on both the North
Slope and in Cook Inlet. The "east teami consists of the North
Sl ope, Prudhoe Bay, and all of the satellites of Prudhoe Bay,
while the "west teant includes Kuparuk and its satellites as
wel | as the National Petrol eum Reserve- Al aska (NPR-A).

5:22:04 PM
REPRESENTATI VE ROKEBERG inquired as to whether NPR-A is under
the ACGCC s jurisdiction or whether the AOGCC has an agreenent

with the federal government to work in the NPR-A

M5. FCERSTER reiterated that the AOGCC regulates [oil and gas

devel opnent] on all land in Al aska whether it's private, public,
or federal. She added, "Wen soneone drills in NPRA they'll
come to us for a permt as well."” In further response to

Represent ati ve Rokeberg, she noted that the AOGCC has "east" and
"west" teans in Cook Inlet.

5:23:16 PM

M5. FOERSTER di scussed the AOGCC s highlights in 2005, which
i nclude approval of 88 orders and other approvals, approval of

216 drilling wells, and approval of 388 sundry applications.
She explained that a sundry application is necessary when an
operator wants to "get onto a well" and do sonething other than
drill, such as sonething that wll change the mechani cal
condition of the well or the reservoir, or change the wells

produci ng or injecting status. Anot her key acconplishnent that
she nentioned is that the AOGCC had five enforcenent actions in
2005, which occur when an operator has violated AOGCC statues
and/ or regul ati ons.

M5. FOERSTER, noving on to highlights of rulings and findings,
stated that eight AOGCC orders either established or nodified
"pool rules." Seven orders either approved or extended pil ot
projects, which are shorter in duration than a full field
devel opnent. Typically, pilot projects try out sonething new to
determine whether it's going to be good or bad for the
reservoir. She explained that the short duration is inportant
so that the AOGCC is able to "pull the plug" if sonething
harnful is occurring. On the other hand, if something good for
the reservoir is occurring, the AOGCC is able to extend the
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proj ect . If the pilot project does sonmething "really good" for

the reservoir, the AOGCC will nake it part of the "pool rules.”
She noted that the AOGCC had eight orders approving or nodifying
enhanced oil recovery and two orders approving underground

storage of hydrocarbons, which is sonething new in Al aska. She
informed the commttee that two operators in the Cook Inlet
requested the approval of the AOGCC to wuse existing gas
reservoirs in Cook Inlet to store gas that's produced during the
| ow- demand nonths so that during the peak-demand nonths in the
wi nter they can continue to produce all of their wells and draw
fromthe storage reservoirs to neet the peak demand. She opined
that it's inportant that the AOGCC regul ate underground storage
of hydrocarbons because there are sone risks associated with it.

5:27:24 PM

M5. FCERSTER, continuing her discussion of 2005 AOGCC hi ghlights
of rulings and findings, stated that nine orders were approved,
nodi fied, or denied for disposal injection operations. She
expl ai ned that the AOGCC denies sonething when it believes that
it will create waste and/or be harnful to the fresh waters.
Al so, there were four orders to streamine operations and reduce
t he paper wor k required for routine wel | wor k/ day- t o- day
operations in the field.

5:27:59 PM

M5. FCERSTER, referring to a graph of Alaska oil and gas
activity over the last 50 years, explained that the nunbers of

permts, active wells, and active reservoirs have all been
I ncreasi ng. In regard to approved permts, she said that
al t hough the nunber has dropped "a little bit,"” it's not because

people are doing less, rather the well operations are getting
nore conplex and nore tinme consun ng. Therefore, she said that
the activity level has remained "very, very high." She opined
that it has gotten nore challenging to keep up with as the
conpl exity of the work has increased.

5:29:35 PM
REPRESENTATI VE GUTTENBERG inquired as to whether the decreased
nunber of approved permts has anything to do with the anount of

decreased time for construction in the winter.

5:30: 00 PM
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M5. FCERSTER opined that the inpact of decreased time for

construction in the winter is "fairly small,” and that the
biggest inpact is that the work is taking longer on the
routine/rmulti-lateral drilling. In regard to cumnul ative annua
well activity, she stated that drilling permts have "dropped a
little bit,"” but the "biggest drop" has be in the sundry
permts.

5:30:47 PM

M5. FCERSTER, in regard to the nore conplex wellwork, stated
that the AOGCC s permit workload has increased due to having to

mai ntain a higher |evel of technical know edge. Exanpl es of
advances in wellwrk are enhanced oil recovery techniques and
approval of pentilateral wells, in which branches are drilled

off of the nmain bore as well as branches drilled off of the
br anches.

5:32:26 PM

M5. FOERSTER, in regard to exploratory well permts, explained
that there are "a few' operators that have continued to explore.
However, in 2002, BP stopped exploring. In the first five
years, there were two to five conpanies that were drilling, and
in 2005, there were 12 conpanies that were drilling. She stated
that as nore operators begin drilling, AOGCC s wrk "gets a
little harder.™

5:35:12 PM

CHAIR KOHRING inquired as to whether AOGCC staffing is adequate
for the workl oad.

5:35:17 PM

M5. FOERSTER replied that the AOGCC currently has "a couple of"
vacancies it is actively working to fill. In addition, she said
that the AOGCC has asked for "a few' new positions in this
year's budget. She added, "We'd rather operate |ean and nean
t han overstaffed.”

5:35:59 PM

CHAIR KOHRING said that it's his hope that in the future, Al aska
wll see a greatly expanded oil and gas industry, as it is
Al aska's "ace in the hole" economcally, and that he'd liked to
see nore activity. He asked, "If that were to occur, do you
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foresee a substantial need for increased staff and perhaps, even
an increase in the nunber of comm ssioners?”

5:36:10 PM

M5. FOERSTER answered, "W don't see it now " and reiterated
t hat the AOGCC has asked for sone snmall increases. I n addition
she said that the AOGCC has asked for funding of contractors to
do "very specialized things" that the AOCGCC hopes wi |l di m nish.

5:36: 36 PM

CHAI R KOHRI NG asked if there would ever be a scenario in which
the AOGCC woul d need nore than three comm ssioners to handle the
work that is required.

M5. FOERSTER said that it's always a possibility.
5:37:20 PM

REPRESENTATI VE SAMJUELS asked for clarification of the vertica
well and extended reach well slide in the handout.

M5. FOERSTER explained that in the past, when only vertical
wells were drilled, "clever" operators would tilt their drilling
rigs. Therefore, agencies such as the AOGCC adopted rul es that
required distance fromlease lines. She added that the distance
is not the surface distance from the |ease line, rather the
reservoir penetration distance fromthe lease line, in order to
protect the drainage radius of an operator.

5:38:57 PM

REPRESENTATI VE ROKEBERG inquired as to how the nunber of "bore
holes" inside a nulti-lateral wellbore are counted and whether
each bore requires an individual permt.

M5. FCERSTER informed the conmittee that every bore requires its
own permt and the AOGCC maintains records on every bore that's
drilled fromthe tinme an operator applies for a permt, until an
oper at or "abandons" a well.

5:39: 50 PM

REPRESENTATI VE ROKEBERG asked if Ms. Foerster if she was able to
recall the maxi mum nunber of [bores] in one multi-lateral well.
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M5. FOERSTER answered that the AOGCC is starting to see
pentilateral wells, in which there are five bores, all draw ng
fromthe sanme reservoir into the sanme nmain bore

5:40: 09 PM

REPRESENTATI VE RCOKEBERG i nquired as to whether the AOGCC expects
nore than five branches in the future.

M5. FOERSTER explained that the operators are getting "very,

very" good at drilling the multi-lateral wells and are finding
that it's cheaper than drilling a "brand new' well, and nekes
less of a "footprint” than drilling a "brand new well.

Therefore, to the degree that the operators can continue to
expand their technol ogy, she answered, "Wy not, let them put as
many extensions as they can.”

5:40: 51 PM

REPRESENTATI VE ROKEBERG asked if [adding branches] increases the
nunbers of permts.

MS5. FCOERSTER reiterated that every time an operator drills a new
penetration, a new permt to drill is required. In further
response to Representative Rokeberg, she explained that the tine
frame of the process to add additional bores varies fromwell to
wel | . Al though an operator doesn't have to start from the
surface and drill a new well, there are certain operations that
are added to the process that would not be necessary if the
operator was drilling a new well. Therefore, she stated that
adding a bore can be nore conpl ex. In addition, as a result of
the other wellbores that are open, there's an increased risk of
maki ng a m st ake. Ms. Foerster explained that an operator has
to isolate the existing bores in a manner that isn't damagi ng or
permanent, and such that they are accessible after the
additional bore is conpleted. Then an operator has to cut a
wi ndow in the pipe to create an opening for the additional bore.
The next step is a deliberate process in which neasuring and

adjustnments occur while drilling. Therefore, to ensure that
m stakes aren't nmde, an operator ends up taking nore tinme to
add an additional bore than he/she would to drill a new well.
5:43: 37 PM

CHAIR KOHRING in regard to the "actual" production of oil,
asked how the production levels are nonitored, and whether
nonitoring is a function of the AOGCC. More specifically, Chair
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Kohring asked if the state is able to verify what the industry
is reporting, to ensure that the state is getting its "fair
share" of the royalties fromthe production of oil.

5:44:07 PM

M5. FOERSTER expl ained that production volunes are reported to
both the AOGCC and the DNR The DNR receives the production
vol unmes for revenue purposes and the AOGCC receives them for the
reservoi r managenent and injection purposes. The production of
oil and gas, and the injection of every fluid, goes into the
cal culation of the AOGCC s regulatory cost charge. The industry
pays the cost of the AOGCC and the cost is allocated to the
different nmenbers of the industry based on the volunmes of fluid
that are produced and injected.

5:45:18 PM

M5. FCERSTER di scussed key chall enges and projects of the AOGCC.
One key challenge is determning the inpacts of nmjor gas sales
upon ultimate hydrocarbon recovery from Prudhoe Bay and Point
Thonson reservoirs. Before one produces gas in an oil
reservoir, one [should] get all of the oil out first because
produci ng the gas before all of the oil has been produced wll

result in a loss of sone of the oil. She explained that there
are variables that inpact the loss: the timng with which it's
done, how nuch of the oil is left, the volunes with which the
gas is withdrawn, and the mtigating steps that the operators
take to offset the oil |losses. The AOGCC is involved in a study

that is reviewwng the reservoir nodel and its use in planning
and predicting for Prudhoe Bay, such that a matrix of the
al l owabl e gas offtake will depend on the timng and mtigating
st eps.

M5. FOERSTER stated that the AOGCC is currently conversing with
t he Point Thomson operator to reach a simlar agreenent and do a

simlar study for Point Thomson. However, the issues will be
different because there are questions as to whether Point
Thomson should be produced as an oil reservoir or as a gas
reservoir. She explained that there's a significant anount of

gas condensate associated with the Point Thonson reservoir and
producing it as a gas reservoir has the potential of creating
| oss of some of the condensate resources. The AOGCC needs to do
a simlar study to ensure that whatever developnent plan is
pursued for Point Thonson s one that maxi m zes total
hydr ocar bon recovery. Anot her key challenge is to facilitate
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expanded statew de exploration and devel opnment. She stated that
t he AOGCC doesn't want to be a "permtting bottl eneck."”

5:48: 38 PM

M5. FOCERSTER stated that another key challenge of the AOGCC is
to respond to the needs for revising AOGCC s regul ations as the
industry noves into new areas, such as nonconventional resource
recovery, shallow gas, and gas storage. The AOGCC needs to be
responsive to the changes and ensure that it is appropriately
regul ating new things as they arise. She said that the AOGCC is
working to provide information via the Internet to nmake it
possi bl e for anyone interested in investing in Alaska to access
the data to nmake good investnent deci sions.

5:49: 45 PM

M5. FCERSTER stated that another key challenge is to continue to
provi de appropriate regulation over the wunderground injection
activities in Cass Il and to take prinmacy for d ass
injection, if allowed by the EPA

5:50: 06 PM

REPRESENTATI VE GARDNER, in regard to nmaking Alaska oil and gas
information available on the Internet, asked where the AOGCC
draws the line between confidential information and information
that the it is able to nake available to everyone.

M5. FOERSTER answered, "Qur line is very clear and solid."
Information wth confidential status either has confidentiality
for a set tine period or it has confidentiality forever. In
further response to Representative Gardner, she inforned the
commttee that the AOGCC s statutes determ ne how information is
cat egori zed. She stated that another key challenge is
responding to the changing conditions in a mature oil field,
where the infrastructure is aging and the operations are
changi ng. The AOGCC ensures that operations are safe and that
resources are being maxi m zed.

5:52:32 PM

M5. FOERSTER explained that the AOBCC is responsible for
nonitoring gas disposition in Alaska, and therefore every
t housand cubic feet (ncf) of gas that is produced nust be
accounted for in order to prevent waste. She nentioned that the
AOGCC s [gas disposition nonitoring] process needs revision.
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AOGCC s final key challenge is to continue to evaluate ways to
i ncrease efficiency, reduce costs, encourage new operators to
enter the state, and encourage operators in Alaska to remain.

HB 300-O L & GAS CONSERVATI ON COW SSI ON MEMBER

5:54:43 PM

CHAI R KOHRI NG announced that the next order of business would be
HOUSE BILL NO 300, "An Act relating to the qualifications of
the nmenber of the Alaska O 1| and Gas Conservati on Comm ssion who
need not be certified, trained, or experienced in either the
field of petroleum engineering or the field of petroleum

geol ogy. "
5:55: 07 PM

CHAI R KOHRI NG sponsor of HB 300, explained that HB 300 "adds
some substance"” to the requirements for the public seat on the
t hr ee- menber AOGCC. As a result of the oil and gas industry's
technical nature and conplexity, Chair Kohring opined that it
makes sense to require that an appointed individual has a
background in the oil and gas industry. The law [referring to
the public seat of the AOGCC] currently reads "Need not be
certified, trained, or experienced in either the field of

petrol eum engi neering or petroleum technol ogy."” However, the
proposed commttee substitute (CS) says that the public nenber,
"Shall have training or experience that gives the person a
fundanmental understanding of the oil and gas industry in the
state.”

5:57:12 PM

REPRESENTATI VE SAMJELS noved to adopt CSHB 300, Version 24-
LS0997\F, Kane, 1/23/06, as the working docunent. There being
no objection, Version F was before the commttee.

5:57:42 PM

DANIEL T. SEAMOUNT, JR, Comm ssioner, Alaska QI & Gas
Conservation Comm ssion (AOGCC), Departnent of Admnistration
(DOA), stated that the AOGCC can support HB 300. He noted that
although the AOGCC doesn't feel like there's been any
denonstrative problens with lack of experience by the public
menber in the past, oil and gas operations are becom ng nuch
nore conplex and it's good insurance for all nenbers of the

HOUSE O&G COW TTEE -14- January 24, 2006



commi ssion to have a fundanmental understanding of the industry
he/ she regul at es.

5:59:29 PM

CHAIR KOHRING noted that [HB 300] is "definitely not" an
i ndi ctment of past nenbers who have served on the AOGCC.

5:59:51 PM

REPRESENTATI VE SAMJELS asked if "fundanental understanding” is a
termof art or if common sense should apply.

MR. SEAMOUNT expl ained that the term "fundanental understandi ng”
allows for sone flexibility. The AOGCC doesn't currently have a
definition for it.

M5. FCOERSTER further explained that while the AOGCC felt that it
was appropriate to "tighten up" the requirenent "a little bit,"
the AOGCC didn't want to restrict good applicants who m ght be a
l[ittle unorthodox or mght not neet a tight requirenent. She
said that it would be a loss to the state if such people were
kept from applying.

6:02:10 PM

REPRESENTATI VE ROKEBERG opi ned that an appointnment to the AOGCC
public seat should not be a political reward but rather should
be based on conpetence.

6: 03: 11 PM

CHAIR KOHRI NG upon determning that no one else wshed to
testify on HB 300, announced the closure of public testinony.

6:03:17 PM

REPRESENTATI VE SAMUELS noved to report CSHB 300, Version 24-
LS0997\F, Kane, 1/23/06, out of conmttee wth individual
recommendati ons and the acconpanying zero fiscal note. Ther e
bei ng no objection, CSHB 300(0&35 was reported out of the House
Special Commttee on G| and Gas.

OVERVI EW UPDATE FROM ALASKA O L & GAS CONSERVATI ON COWM SSI ON

6: 03: 39 PM
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CHAI R KOHRI NG announced that the final order of business would
be the continuation and conclusion of the overview update from
t he AOGCC.

6: 04: 01 PM

REPRESENTATI VE ROKEBERG, referring to prior testinmony regarding
the "Prudhoe Bay takeoff rating,"” asked if the study M.
Foerster spoke of is the sanme study on which the commttee
previ ously heard testinony.

M5. FOERSTER explained that when the AOGCC went to the
| egislature during the previous session and requested a
significant anmount of noney to enbark on a study, the AOGCC
feared that it would end up being a study that it would have to
do alone and for which it would have to build its own nodel
W t hout the cooperation of the industry. She said that [such a
study] would have cost a |lot of nobney, taken a lot of tine, and
there wouldn't have been a guarantee that the AOGCC would
achieve a result with as high quality as the existing operator's
nodel would have given the AOGCC. Fortunately, the AOGCC has
been able to work with the operator and the other owners to
reach an agreement in which the AOGCC can utilize the
[operator's] expertise, through both +the AOGCC s existing
reservoir engineering staff and a consultant that it has hired.
The consultant has 25 years of reservoir nodeling experience,
much of which has been in Prudhoe Bay, she noted.

6:07:19 PM

REPRESENTATI VE ROKEBERG asked if the AOGCC has an estimate of
how much tinme it will take to conplete the study.

M5. FOERSTER related that the AOGCC is confident that it will be
able to [conplete the study] in six nonths because the AOGCC

will have full access every working day to the nodel. If the
AOGCC reaches the end and is in need of an extension, the
agreenent allows a reasonable extension. However, she added

that the AOGCC doesn't think that it will need an extension.
6: 07: 58 PM
REPRESENTATI VE ROKEBERG, in regard to Point Thomson, inquired as

to the status of AOGCC s agreenent with ExxonMbil as well as
t he timefrane.
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M5. FOERSTER explained that the AOGCC is still in the "early
stages”" of dealing with ExxonMbil. She opined that she's
hopeful that the AOGCC will have an agreenent by this sumrer [of
2006] to begin a simlar six-nonth process [with ExxonMbil].

6: 09: 04 PM

REPRESENTATI VE ROKEBERG inquired as to whether ExxonMbil's
nmodel ing is as good, since it isn't in production.

M5. FCERSTER infornmed the committee that in the 1970s in Prudhoe
Bay, the AOGCC determned an allowable gas offtake, which was
2.7 billion [standard cubic feet per day]. She said that it was
based on a "very good" nodel, although it had no production data
with which to do a history match. Now the AOGCC has a |ot nore
data with which it is nmoving forward on the new "Prudhoe
studies.” Al though ExxonMbil's ability to analyze the data has
improved, its nodel isn't nearly as good as it wll be after
there's been production.

6:10: 25 PM

REPRESENTATI VE ROKEBERG asked how the AOGCC will be able to
conplete the study in six nonths if it doesn't have good dat a.

MS. FOERSTER expl ained that the |l ess data that the AOGCC has to
eval uate, the quicker it can conplete the evaluation. However,
t he AOGCC recogni zes that the evaluation will be less reliable.

6:11: 34 PM

M5. FOERSTER stated that an AOGCC permt is required for the
drilling of a well, alteration in configuration of a well, or
injection of anything into the ground. In regard to the AOGCC

permtting process, she explained that the operator has to apply
to the conm ssion with what he/she feels would be the necessary
supporting docunentati on. For exanple, for a permt to drill,
the operator informs the AOGCC of the depth of drilling,
provides a map of the well's projectory, informs the AOGCC of
the type of cenent and anmount to be used, and the type of pipe
to be used. The AOGCC uses the aforenentioned information to
determne whether the well wll not violate the correlative
rights of ot her operat ors, will be undamaging to the
groundwaters, and will be a good oil field operation that wll
be a lasting safe well allow ng maximum recovery. She stated
that for each type of permt, the AOGCC |ooks at very specific
information to ensure that it is able to "check off all of those
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boxes." Based on the AOGCC s technical staff's analysis of the
above information, a recommendation is made to the conm ssioners
to either approve or deny the permt.

6: 14: 16 PM

M5. FOERSTER noted that AOGCC s drilling permt approval tine
has remai ned at about seven days for the "last couple of years."

CHAI R KOHRI NG added that [the permt approval tinme has renai ned
at about seven days] despite the fact that the process has
beconme nore conpl ex.

M5. FOERSTER further added that the requirements that the AOGCC
has pl aced on the operators have gotten nore stringent.

6:15: 32 PM

M5. FOERSTER stated that the sundry application decisions take
about four days, and are typically less conplex because the
operators are doing sonmething to an existing well.

6:16: 07 PM

M5. FOERSTER, in regard to wellwork in the sundries, explained
that it could be either abandoning a conpletion, adding or

pl ugging perforations, or stimulating producing pools. She
added that the AOGCC is seeing a lot of repairing wells, and
that wasn't sonething it saw in the past. As the wells are
aging, to maintain the mechanical integrity and keep the

operation safe, there's been a lot of repairing. The AOGCC has
seen several suspensions, but hasn't seen a |ot of abandonnents.
Rat her than abandoning a well, the operator is going back into
the well and drilling nulti-laterals. The operators use the
exi sting wellbore to go sone place new so that they don't add to
the footprint, and so that they can get to "things" cheaper.

6:17: 02 PM

MS. FCERSTER expl ai ned that when the AOGCC regul ates underground
injection, it can be enhanced recovery, which can be through
water, mscible injection (M), dry gas, and CO2 injection. She
clarified that CO2 is a greenhouse gas and as hydrocarbon gases
are produced, CO2 is taken off of it and sonething has to be

done with it. For many reservoirs, CO2 is a good enhanced oi
recovery tool. Therefore, operators are going to use the CQ2 to
produce nore oil. She stated that the AOGCC is al so increasing
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its vigilance over gas storage and it's the responsibility of
the AOGCC to nonitor waste di sposal.

M5. FCERSTER explained that as part of the AOGCC s permt
approval process, the AOGCC approves the conservation orders

that determ ne whether a well will be produced as an oil or a
gas wel | . She added that there are restrictions on the anount
of gas that can be produced out of an oil well, typically in a
gas:oil ratio. For every barrel of oil produced out of a well,
an operator can only produce a certain anmount of gas. If the
operator produces nore than the allowed anount, [the gas
production] will be restricted or the operator won't be all owed

to produce the well at all without re-injecting the gas into the
reservoir.

M5. FCERSTER added that the AOGCC also |ooks at allowable
offtake rates by well or pool, in both oil and gas, because
there are nmaxinum efficient rates for inproving ultimte
recovery. In addition, the AOGCC has performance nonitoring
requi renents. She also nentioned well spacing to protect
correlative rights. Sonetimes the AOGCC grants special spacing
rules that are closer together and closer to the lease lines to
acknowl edge that a reservoir mght not have as big of a drai nage
radius as the statewi de rules would all ow

6: 20: 26 PM

M5. FOERSTER explained that the AOGCC has different reporting
requi renents based on the paraneters of the reservoir. For
exanple, if the AOGCC is concerned about water production, it
will require water reporting on a nore frequent basis. She
sunmari zed that each conservation order makes the rules as the
specific reservoir requires. In regard to special devel opnent
considerations, if there are spacing exceptions for wvalid
reasons and offset operators don't object to them then the
AOCCC is able to grant them She mentioned that Contingency
Plan (C- Pl an) exenptions are spill-response plan requirenents.

CHAIR KOHRI NG noted that the commttee is "very" famliar wth
C-pl an exenpti ons.

6:21: 46 PM

M5. FOERSTER described annular disposal. She said that in a
renote operation, where there aren't disposal wells nearby, the
AOGCC wants to encourage an operator to "go out and explore,”
and part of the encouragenent is to mnimze the costs of the
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operator. It costs a lot to take all of the drilling waste in a
remote location and nove it to a disposal location. Therefore,
in sone circunmstances, the AOGCC allows annular disposal into
the exploratory well. She then described an information
di ssem nati on speci al devel opment consi deration.

6:24: 09 PM

REPRESENTATI VE ROKEBERG, in regard to Point Thonson and the
potential |oss of condensates from the gas versus liquid study,
asked if it is going to be separate from the takeoff, or is it
integral to the AOGCC s whol e study of the unit. Also, he asked
if the AOCGCC is privy to ExxonMonbil's $100 mllion study.

6:24:39 PM

M5. FCERSTER infornmed the conmttee that it is integral to the
entire devel opnent. She said that from the AOGCC s perspective,
the main concern is preventing waste and maximzing ultimte
recovery. The nunber one objective in these studies is ensuring
that both oil and gas recoveries are optim zed so that the total
hydr ocarbon recovery is maxim zed. Non-confidential data has
been shared with the AOGCC by ExxonMobil, she not ed. However,
due to the depth of analysis necessary, the AOGCC needs to | ook
at data that ExxonMbil is not yet wlling to nmake public.
Therefore, the AOGCC has to reach an agreenent w th ExxonMobil
that will allow the AOGCC to review ExxonMbil's confidenti al
data. The AOGCC is trying to work toward a study simlar to the
one done with BP in Prudhoe Bay.

6: 25: 37 PM

REPRESENTATI VE ROKEBERG inquired as to whether the AOGCC is
involved with the Division of Ol & Gas (DOG in its approval
for the annual plan of devel opnent.

M5. FCERSTER expl ai ned that the Departnent of Natural Resources'
(DNR) process and the AOGCC s processes are separate. However ,
if the DNR has a hearing or presentation that involves sonething
that the AOGCC is working on, then the AOCGCC will also attend
the hearing or presentation, and vice versa. The AOGCC and the
DNR have to be careful that neither violates confidentiality
agreenents in which the other isn't involved. In addition, she
added that the AOCGCC and the DNR al so have to be careful that
t hey maintain i ndependence from each other because they regul ate
"totally different things".
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6:27:28 PM
ADJ QURNVENT
There being no further business before the conmttee, the House

Special Commttee on G| and Gas neeting was adjourned at 6:27
p. m
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