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JOHN BARNES, Manager
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Mar at hon G| Conpany
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POSI TI ON STATEMENT:  Answered questions regardi ng HB 294.

JUDY BRADY, Executive Director

Al aska O | and Gas Associ ation

Anchor age, Al aska

PCOSI TI ON STATEMENT: Provided an overview of the oil and gas
devel opnent process in Al aska.

RANDAL BUCKENDORF, Senior Attorney
BP Expl oration (Al aska) Inc.
Anchor age, Al aska

POSI TI ON  STATEMENT: D scussed the oil and gas permtting
process in Alaska from a |egal perspective as well as BP
Expl oration (Al aska) Inc.'s Liberty Project and answered

questions regarding it.

MARK MAJOR, Seni or Environnental Coordinator

ConocoPhi |l I'i ps Al aska, Inc.

Anchor age, Al aska

PCSI TI ON  STATEMENT: D scussed ConocoPhillips Alaska, Inc.'s
Alpine Satellite Developnent Project and answered questions
regarding it.

PAT FOLEY, WManager

Land, Commercial and Regul atory Affairs

Pi oneer Natural Resources, Al aska, Inc.

Anchor age, Al aska

PCSI TI ON  STATEMENT: Di scussed Pioneer Natural Resour ces,
Al aska, Inc.'s Oooguruk Project and answered questions regarding
it.

ACTI ON NARRATI VE

CHAIR VIC KOHRI NG cal l ed the House Special Conmmittee on Ol and
Gas neeting to order at 6:03:26 PM Represent ati ves Kohring,

Rokeberg, Sanuels, and Dahlstrom were present at the call to
or der.

HB 294- GAS EXPLCRATI ON\ DEVELOPMENT TAX CREDI T
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6: 03:49 PM

CHAI R KOHRI NG announced that the first order of business would
be HOUSE BILL NO 294, "An Act amending and extending the
exploration and developnent incentive tax credit under the
Al aska Net Income Tax Act for operators and working interest
owners directly engaged in the exploration for and devel opnent
of gas for delivery and sale from a |ease or property in the
state; providing for an effective date by anending the effective
date for sec. 2, ch. 61, SLA 2003; and providing for an
effective date."

6: 04: 52 PM

CHAI R KOHRI NG inquired as to how the changed percentages [in HB
294] were derived. He asked, "Was there a reason that justified
those particular nunbers, or were they just hypothetically
chosen?"

6: 05: 29 PM

JOHN BARNES, Manager, Al aska Production Region, Marathon Ol
Conmpany, informed the committee that [the changed percentages]
were designed to be a starting point for discussion. He
recogni zed that the Departnment of Revenue (DOR) will need to
conplete [economic] nodeling in order to provide the Al aska
State Legislature with information which would assist it in
adjusting the percentages fittingly.

6: 06: 02 PM

CHAI R KOHRI NG commented that even though the State of Al aska
would be giving up a "pretty good chunk of noney," the net
return over tinme would be "pretty substantial."” He added that
at a 4:1 ratio, for $1 that [the State of Al aska] would be
giving up in extra taxes, granted in the form of credits, [the
State of Al aska] woul d be generating $3 in revenue.

6: 07: 01 PM

CHAIR KOHRI NG rem nded the commttee that [HB 294] was referred
to additional commttees, which allows for tine to adjust the
[ percentages], if necessary. He expressed his confort with the
[ per cent ages] .

6: 07: 55 PM
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REPRESENTATI VE ROKEBERG, in regard to the applicability of the
credit to projects south of 68 degrees north |atitude, announced
his conceptual anendnment prohibiting the delivery of Al aska
North Sl ope (ANS) gas south of 68 degrees North |atitude.

CHAIR KOHRING noted that he shared Representative Rokeberg's
concern.

REPRESENTATI VE ROKEBERG opined that in Ilight of "everything
else" that's going on in [the 2006] legislative session, his
conceptual anmendnent would help expedite [HB 294] as well as
prevent it from beconm ng "co-mngled" with other |egislation.

6: 09: 09 PM

REPRESENTATI VE ROKEBERG asked M. Barnes if he would have an
objection to an anmendnent [to HB 294] that would prohibit the
use of the credit [south of 68 degrees North latitude] for ANS
gas.

MR. BARNES responded that he believed that the anmendnent would
be consistent with the original intent of [HB 294].

6: 09:46 PM

CHAIR KOHRING clarified that with the anendnent, everything
south of the Brooks Range would be included in [HB 294], while
everything north of the Brooks Range woul d not be included.

MR. BARNES confirmed that Chair Kohring was correct.

CHAI R KOHRI NG surm sed that Representative Rokeberg's concern is
in regard to what will happen if a gas line is built because he
wants to ensure that [HB 294] doesn't apply [to a new gas |ine].

6: 10: 10 PM

REPRESENTATI VE ROKEBERG [nmoved that the conmittee adopt]
Conceptual Amendnent 1, which would insert AS 43.20.043(f) wth
the wunderlined and bolded text such that it would read as
foll ows:

A taxpayer is not entitled to a credit under this
section for expenditures that are nmade or incurred for
the qualified capital investnent or for qualified
services nade for exploration and devel opnent of gas
that occur in the area of Alaska lying north of 68
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degrees North latitude or that are made or incurred to
transport gas from reserves located in the area of
Al aska lying north of 68 degrees North latitude or for
the delivery of Alaska North Slope natural gas to
ti dewater bel ow 68 degrees North | atitude.

6:11: 10 PM

There being no objection, Conceptual Amendnent 1 was adopt ed.
6:11: 32 PM

REPRESENTATI VE ROKEBERG noved to report HB 294 as anended out of
commttee with individual recomendations and the acconpanying
fiscal notes. There being no objection, CSHB 294(0&0E was
reported out of the House Special Committee on G| and Gas.

OVERVI EW FROM ALASKA O L AND GAS ASSOCI ATI ON

6: 12: 03 PM

CHAI R KOHRI NG announced that the final order of business would
be an overview fromthe Al aska O and Gas Associ ati on.

6: 14: 55 PM

JUDY BRADY, Executive Director, Alaska GOl and Gas Associ ation
(AOGA), infornmed the conmttee that the question AOCGA is al ways

asked is "Can oil and gas devel opment coexist with effective
protection of sensitive environnments?" The answer to the
guestion is affirmative and she added that permtting 1is
essentially mtigation. She noted that the Central Arctic

cari bou herd went from 5,000 to over 35,000 during the 40 years
of oil and gas [devel opnent] there.

6: 15: 35 PM

M5. BRADY stated that all of the oil and gas produced in Al aska
is produced in sensitive environnents. Furthernmore, AOGA has
devel oped a toolbox for oil and gas developnent in sensitive
areas in Arctic Alaska. She enphasized the inportance of a good
environnental reputation and opined that the J[oil and gas]
industry in Alaska has an "excellent" environnental reputation

For exanple, even under a national denocratic admnistration,
Nati onal Petrol eum Reserve-Al aska (NPR-A) was re-opened, due to
the reputations of the conpanies on the North Sl ope.
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6:16:46 PM

M5. BRADY infornmed the conmttee that Arctic Alaska is the nost
studied Arctic area in the world and added that there are 40
years worth of studies on water quality and volune, fish,
habi t at mappi ng, cari bou, subsi st ence, and vegetation

Vegetation studies are indicators of air quality, she nentioned.
She expl ai ned habitat mapping, which is conducted prior to the
start of a project [to inform the [oil and gas] conpanies of
the locations of all of the nesting colonies of the various
speci es, whether they are endangered or not. Therefore, the
[oil and gas conpanies] build roads and gravel pads around the
nesting areas.

6:17:33 PM

M5. BRADY exenplified "putting the toolbox to work" through a
picture of ConocoPhillips Alaska, Inc. ("ConocoPhillips")'s
pi peline through the Colville R ver. She explained w nter
seismc operations in which there is currently a zero tol erance
for seismc marks on the tundra, in contrast to the five to

seven years allowed in the past. She al so explained ice road
access, which entails about a mllion gallons of water per mle
and costs about $1 million per nile. In regard to footprint

reduction, she informed the conmttee that the pipe on the
[North Slope] is raised five to seven or eight feet and
sonetimes fourteen feet [fromthe ground].

6:19: 03 PM

M5. BRADY, in regard to oil and gas permtting on Al aska's North
Slope, reiterated that it's an Arctic environnment and stated
that nost of the North Slope consists of wetlands, which require
federal permts. All onshore oil and gas devel opnent is inside
the North Slope Borough and the majority of oil devel opnment has
been on state |and, although onshore devel opment has recently
noved to federal |and/NPR-A.  She stated that sone | eases are on
Arctic Slope Native Corporation |and. O fshore devel opnent
i nvol ves both state and federal |and, she noted.

6:19: 34 PM

VB. BRADY listed AOGA's "key approvals": envi ronnent al
assessnment (EA) or environnental i npact statenment (EIS),
Wetl ands Section 404, North Slope Borough |and managenent
regul ati ons, Al aska Coast al Managemnent Program ( ACVP)

consi stency determ nation, Departnment of  Natural Resour ces
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(DNR), and Departrment of Environnental Conservation (DEC)'s
air/contingency plan (C Pl an). She noted that both North Slope
Borough land rmanagenent regulations and ACWMP consistency
determnation for the North Slope Borough are currently being
re-wor ked.

M5. BRADY |isted the questions to which oil conpanies new to

Al aska want to know the answer as follows: how | ong does it
take to permit a project?, how nuch does it cost?, is there a
t ranspar ent permtting systen?, how conplicated is the

permtting systenf?, how subjective is the permtting systen?,
what are the mmjor issues driving permt approvals?, who should
| talk to?, and what permts do | need?

6: 20: 58 PM

RANDAL BUCKENDCORF, Senior Attorney, BP Exploration (Al aska) Inc.
("BP'), explained the conplexity of the permtting process in
Al aska. In regard to the conplexity of the Al aska regul atory
regime, he informed the conmttee that the conplexity is nostly
due to multiple agency jurisdictions - federal, state, and
| ocal . In addition, there are many permts and federa
envi ronnent al laws and regul ations, which are generally
prescriptive rather than performance driven. He noted that sone
of the nore recent EIS in NPRA have attenpted to be
per formance driven. He nmentioned that differing |evels of
information are required for different permts. There are
multiple public coment requirenents and AOCGA attenpts to
prevent the overlap of public comrent periods.

6: 22: 36 PM

MR. BUCKENDCRF discussed recent State of Alaska permtting
refornmns. The ACWP was reforned by House Bill 191, which was
passed by the legislature in 2003. Wen a project is being
developed in a coastal zone, ACWMP nmandates the process.
Previous to 2003, DEC required permts that didn't work well
within the [ACWMP] process. House Bill 191 "carved out"” the DEC
permts and as a result, ACMP is [currently] working "very
wel | ."

6: 23: 26 PM
MR. BUCKENDORF infornmed the commttee that coastal districts are
only able to draft enforceable policies that reflect matters of

| ocal concern and that do not duplicate matters regulated by
federal and state |laws and regulations. He noted that the State
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of Alaska recently received final federal approval of the
statutory and regulatory changes. In the next six to nine
months, [ACMP] wll be approving all of the local district
prograns statew de.

6: 24: 00 PM

MR. BUCKENDORF discussed two additional progranms that the
| egi sl ature has worked to inprove in the previous year on state
primacy - the National Pollutant D scharge Elimnation System
(NPDES) and the Underground Injection Control (U C). In fact,
SB 110 directed DEC to seek primacy over the NPDES program I n
regard to UC wells, the state has primacy over the oil and gas
wells. He added that SB 103 directed the ACGCC to work with the
Environnental Protection Agency (EPA) to attenpt to assune
primacy over the U C program

6:24:43 PM

M5. BRADY added that a concern of AOGA is how the coastal
enforcenment policies are actually going to work.

6: 25:35 PM

REPRESENTATI VE ROKEBERG inquired as to the status of obtaining
pri macy over the NPDES program

MR. BUCKENDORF, in regard to the NPDES program responded that
DEC is currently in the process of drafting its program review
and regul ations. In regard to the U C program Conmm ssioner
[John] Norman [of the AOGCC] has been conducting neetings with
EPA in an attenpt to overconme sonme of the legal hurdles that the
federal government requires for handing primcy of a portion [of
the U C progranm to the [State of Al aska].

6: 26: 38 PM

MARK MAJOR, Senior Environnmental Coordinator, ConocoPhillips
Al aska, Inc. Alaska, Inc. ("ConocoPhillips"), in response to
Representative Sanuels, clarified that the North Slope Borough
Assenbly will be voting on its coastal managenent program on

February 7, 2006, which will then be turned into the DNR

MR. BUCKENDORF, in further response to Representative Sanuels,
informed the commttee that DNR has a statutory deadline for
approval . He added that DNR will review the [ACWP] policy-by-

policy.
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6:27:27 PM

MR. BUCKENDORF discussed two types of legal requirenents -
procedural and substantive. The procedural [|egal requirenent
mandates a process. For exanple, the National Environnental
Policy Act (NEPA) is only federal and typically requires an EA
or an EIS An additional exanple of a procedural |egal
requirenent is the Coastal Zone Managenent Act (CZMA). The
substantive | egal requirenent consists of typical permts - air,
wat er di scharges, and water use.

6: 28: 28 PM

MR. BUCKENDORF referred to the major federal prograns to
exenplify the nunber of authorizations one needs for nost of

ACGA' s projects. In regard to the federally-del egated/ approved
prograns, the State of Alaska is able to assune prinacy, or is
sonetines directed to assume prinacy. Exanpl es of federally-

del egat ed/ approved prograns are the Air Permtting Program Ul C,
CZMA/ ACVP, and the Al aska Water Quality Standards, which have to
be approved by EPA He noted that CZMA is federally dictated;
the state isn't required to have a program but if devel oped,
the federal governnment is required to approve it.

6:29:35 PM

MR. BUCKENDORF, in regard to ACMP, reiterated that House Bill
191 has helped [the oil and gas industry] because it's a
mechanismto develop in a coastal zone. Every known oil and gas
resource in the state is considered to be in the coastal zone,
she noted. Therefore, ACMP is very inportant to the oil and gas
i ndustry. It's also used to provide state input to CQuter
Continental Shelf (OCS) activities. He added that the state has
devel oped an "ABC List" that allows an applicant to streanline
the [permtting] process and House Bill 191 nmandated an
expansi on of those lists.

6: 30: 52 PM

MR. BUCKENDORF inforned the commttee that the ABC List consists
of federal and state permts. Wthout [the ABC List], one would
have to go through the ACMP process each tine. The A List is
categorically consistent. If one receives a permt, he/she is
predeterm ned consistent with CZMA The B List is a general
concurrence determnation and allows one to go through [the
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process] once and develop a standard list of stipulations that
apply at that tine and at any tine in the future.

MR. BUCKENDORF provided A and B List exanples. He also renarked
that that the [B List] has allowed [AOCGA] to "cut days and weeks
off of" the permtting process.

6:32:46 PM

M5. BRADY added that areawi de permtting pertains to the B List.
The "big piece" that's mssing from the B List is a wnter
exploration well, which AOGA has "done hundreds and hundreds" of
such wells. A few years ago, when the State of Al aska attenpted
to update the B List, all of the agencies went into "deadl ock."
A winter well has to go through a consistency determ nation
every tinme, she nentioned.

6: 33: 23 PM

MR, BUCKENDORF di scussed AOCGA's | ocal prograns. Most  of the
| ocal areas throughout the state have Title 29 planning and
zoning authority, which allows for the devel opnent of their own
code that dictates planning and zoning ordinances. He stated
that there are two primary ways that both the Kenai Peninsula
Borough and the North Slope Borough direct oil and gas
devel opnent, through Title 29 authority as well as CZMA. In the
North Slope Borough, for exanple, both of the [Title 29
authority and CZMA] processes are currently under review. Al ong
with new coastal zone nmanagenent policies, [local areas] are
al so devel oping new planning and zoning regul ations, which wll
al so be approved in the next nonth.

6: 34: 22 PM

MR. BUCKENDORF expl ai ned another exanple of AOCGA's [permitting]
process. Mst of the North Sl ope Borough is zoned conservation

al though ACGA is given a state or federal l|lease that allows it
to explore for and potentially develop oil and gas, it has to go
to the North Slope Borough with a master plan and request that
area be rezoned for oil and gas developnent, instead of
conservation. This occurs in every ngjor devel opnment.

M5. BRADY added, "Even though it's state land."

MR, MAJOR added, "State land, federal land, private |and, we
still go through the [North Sl ope Borough]."

HOUSE C&G COW TTEE - 10- January 31, 2006



6:35:11 PM

MR. BUCKENDORF, in regard to permtting new resource devel opnent
projects, remarked that identification of permts are required.
Currently, BP is developing a permtting plan for its "Liberty
Project.” M. Buckendorf put together a 50-page neno to anal yze
the state permts, which is very detailed because of the
over |l apping jurisdiction.

CHAI R KCOHRI NG requested that M. Buckendorf provide [his nenD]
for the commttee.

6: 35: 58 PM

CHAIR KOHRI NG inquired as to whether any of the authorizations
are duplicative, redundant, or wunnecessary. He expressed his
desire to help streanline the [permtting] process by
elimnating the nunber of permts that are required as long as
it'"s not conpromsing the environment and/or contradicting
federal |aw

6: 36: 40 PM

MR. BUCKENDORF di scussed exanples of permtting tinme frames, and
offered that permtting for small projects takes two to four
weeks, for nedium projects three to six nonths, and for |arge
projects three nonths to nore than three years. He noted that
the Kensington Mne was a 12-year project. Fur t her nor e,
[projects] can take a long tinme if there are nultiple agencies
and overl apping jurisdictions.

6:37: 33 PM

PAT FOLEY, Manager, Land, Commercial and Regulatory Affairs,
Pi oneer Natural Resources, Alaska, Inc. ("Pioneer"), inforned
the commttee that Pioneer is a relative newonmer to Al aska
since it has been conducting business in Alaska for only about
three years. Currently, it has about 26 enpl oyees in Al aska and
began exploration drilling in 20083. Qooguruk is a devel opnent
project that's a result of that successful exploration program
in 2003.

6: 38: 06 PM
MR. FOLEY expl ained that Oooguruk is a single, offshore drill

site, which is just off of the Colville Delta. QOooguruk lies in
about 4.5 feet of water and involves a single offshore island.
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There is no processing on the island; instead, there is a sub-

sea buri ed flowine t hat connects back to exi sting
infrastructure in the Kuparuk R ver Unit. Pi oneer is near the
end of negotiations with Kuparuk River Unit to utilize its
facilities for Pioneer's processing. Pi oneer's devel opnent is
about 15,000 to 20,000 barrels per day, at peak. Qooguruk is
fairly small and simlar [in size] to another drill site within
t he Kuparuk River Unit. He noted that the facility, after the
construction and drilling phase, will be unmanned; it wll be

remotely operated, with the ability to control wells and contain
probl ens i medi ately through instrunmentation

6:39:10 PM

MR, FOLEY inforned the <conmittee that Oooguruk has three
di stinct construction phases. At this point, Pioneer is on the
cusp of receiving all of its federal, state, and North Sl ope
Borough authorizations and thus the project should conmence

within the next few days. This winter, Pioneer will install an
of fshore gravel island, about 500,000 cubic yards of gravel and
six acres in size. Next winter, Pioneer will install a sub-sea

buried pipeline bundle, which would be followed by a drilling
phase of approximately three years.

6: 39: 51 PM

MR. FOLEY reiterated that there is no processing on the island
as it is just a drill site with wells, manifold, storage, and a
sub-sea buried pipeline bundle. He noted that there's a very
smal | gravel expansion next to an existing drill site, Kuparuk

Ri ver Unit 3H where Pioneer would have sone other facilities.
6: 40: 39 PM

CHAIR KOHRING rel ated his assunption that the reason Pioneer is
putting in the pipeline bundle before drilling is because it's
aware that there's already a reservoir there.

MR. FOLEY agreed and added that Oooguruk 1is a discovered
resource. The first wells were drilled in the 1970s by ARCO
Al aska, Inc., Texaco, and the Amerada Hess Corporation. Pioneer

found this sane reservoir in its 2003 drilling program and
[current] oil prices allow for a project |ike Oooguruk to be
econoni c.

6:41: 15 PM
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MR. FOLEY described the configuration of the flowine bundle,
which is buried underneath the sea floor. The key to the
flowine bundle is that there's a production flowine. The
flowine bundle is a pipe-and-pipe construction, so three phases
- oil, gas, and water - are all shipped fromthe drill site to
exi sting Kuparuk River Unit infrastructure. It's a 12-inch,
steel pipeline, with space in between - an annulus - such that
it's enclosed in another pipeline. Therefore, there are two
| evel s of containnent. In the space in between the annul us,
there's a very slight vacuum which is the | eak detection system
that allows Pioneer to know inmmediately if [the flow ine bundle]
has any kind of a leak from the inside to the outside or from
the sea into the outer surface. Therefore, Pioneer has the
ability to shutdown wells, protection, and shipping nearly
i mredi ately.

6:42: 26 PM
REPRESENTATI VE ROKEBERG asked, "Is that produced gas goi ng out ?"

MR. FOLEY confirnmed that Representative Rokeberg was correct.
He added that there's gas that would cone out of existing
Kuparuk River Unit infrastructure. The gas is used for fuel

gas injection, and reservoir pressure maintenance. In further
response to Representative Rokeberg, he explained that all three
phases cone off of Pioneer's island, so they're exported into

Kuparuk River Unit infrastructure. He added that water, gas,
and power wll all be inported - shipped back to Pioneer's
| ocati on.

6:43: 04 PM

CHAIR KOHRING clarified that the whole bundle is not encased in
any way, it just has the bundle straps holding it together.

MR. FOLEY confirnmed that Chair Kohring was correct. He added
that early in the design stage, conceptually, Pioneer considered
enclosing all of it in a super conductor. However,
operationally it wasn't feasible; the weight and the difficulty
of installation nakes it inpractical in [an Al aska] environment.

6:43: 32 PM
MR. FOLEY remarked that another wunique aspect of Pioneer's
of fshore developnent is that all of the wells are drilled in

wel | -cont ai nnent nodul es. He |ikened them to steel boxes that
are 13-feet high, 40-feet w de, and 40-feet | ong. [ The well -
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contai nment nodules] are partially for spill containnent, he
not ed. There is a sunp in the bottom of the facility so that
any escaping fluid would be contained within the box and could
be punped into storage tanks, injected back into the reservoir
or injected into Pioneer's offshore export I|ine. The idea, he
clarified, is that no production and/or |eak would ever enter
t he Beaufort Sea.

6:44: 21 PM

MR. FOLEY opined that Pioneer is a responsible devel oper. He
referred to a list of 27 evaluation studies and reports. The
evaluation studies and reports represent things that were
considered in order to ensure Pioneer designed a project that
was safe, responsible, and that mtigated all of the inpacts

Si nce Novenber 2004, Pioneer has incurred nearly $2 mllion in
costs associated with the regulatory process and the evaluation
studi es and reports. He added that the evaluation studies and
reports are the right thing to do in order to design a safe and
proper project.

6:45: 38 PM

MR. MAJOR di scussed ConocoPhillips' Alpine Satellite Devel opnent
Project. He explained that satellites are small oil fields that

are adjacent to another oil field where the oil is going to be
produced into an existing infrastructure. He inforned the
commttee that Alpine is the first on-shore, roadl ess

devel opnment for commercial production on the North Slope.
Alpine is located in the Colville Rver Delta about 35 mles
from the Deadhorse/Prudhoe Bay area and is |less than 100 acres.
He noted that the existing facilities are producing about
115,000 barrels per day and the annual average, with the w nter
peak, is about 130,000 barrels per day. ConocoPhillips 1is
adding satellites on to [the existing facilities], he related

He explained that there were a nunber of changes nmade to

ConocoPhil l'i ps' proposal for satellites. For exanple, the
bridge lengths were altered. He noted that there is state |and
as well as private |and. Therefore, Al pine already has sone

Nat i ve corporation invol venent.

6:48: 42 PM

CHAI R KOHRI NG rel ated his understanding that the gravel that has
been extracted for the use of building the pads is comng from

Nui gsut and that |ocal people are being enployed to mne and
deliver the gravel
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MR. MAJOR replied yes, and added that ConocoPhillips did nost of
the gravel work [in 2005].

6:49: 03 PM

MR MAJOR described a nmap of what was approved in the EIS
process. For exanple, the bridge across the N galick channel
was | engthened from 1,200 feet to 1,650 feet. The route to the
satellites was noved from inside a buffer zone to outside a

buffer zone. The drill site was kept in the buffer [zone], but
the road access changed dramatically. Al so, sone of the other
smal | er bridges were changed. The original proposal had power
line poles, which were taken out. ConocoPhillips has to run the
power lines on cable trays along the vertical support nenbers
(VSM .

6: 49: 59 PM

MR MAJOR, in regard to the Colville Delta (CD) 3, which is
north of the existing Alpine facilities, stated that it wll be
a roadl ess developnent. He clarified that roadl ess doesn't nean
that there aren't connector roads, like there is fromCD 1 to CD
2. The CD 3 will have its own airstrip and a devel opnent area
with a pipeline connecting to the Alpine main facilities. The
pi pelines have to be a mnimm of seven feet high. He added
that ConocoPhillips will have spill response equi pnment staged at

vari ous channel s al ong the way.
6: 50: 54 PM

MR MAJOR, in regard to CD 4, which is connected to the Al pine
facilities by a road, remarked that there is 3.6 mles of road
connecting to CD 1. He added that there are seven-foot high
pi pelines and a 10-acre pad, which has about 20-25 wells on it.
ConocoPhillips is going to spend about $.5 billion devel oping CD
3 and CD 4, which will give it about an extra 20,000 to 25,000
barrels a day of oil production.

6:51:41 PM

MR. MAJOR discussed the proposed CD 5, CD 6, and CD 7 [dril

sites]. Currently, ConocoPhillips has sanctioned, which means
funded, CD 3 and CD 4. However, CD 5, CD 6, and CD 7 have not
been sanctioned or permtted, but have been through the EIS
process. Currently, ConocoPhillips is in the process of
permtting CD 5. For CD 3 and CD 4, there were seven federal
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permts, twenty state permits, and three |local permts, plus the
rezone process; he noted that the permtting process is after
one has gone through the EI'S [ process]. He noted that CD 5, CD

6, and CD 7 will be about nine to ten acres in size, have seven-
foot high pipelines, and all of the fluids will go back to
Al pi ne.

6: 52: 57 PM

REPRESENTATI VE ROKEBERG i nquired as to whether there would be a
gravel road "all the way out” to CD 7.

MR. MAJOR replied yes.
6: 53: 21 PM

MR. BUCKENDORF di scussed BP' s newest devel opnent project, which
is the Liberty Project. The Liberty Project is an offshore
devel opment project and has 100-150 mllion barrel recoverable
reserves on federal |eases on the CQutercontinental Shelf. The
Li berty Project went through the EI'S process from 1998-2002.
Several nonths prior to receiving the final ES and draft
permts, BP decided to hold off on the project. At that point
in time, the Northstar project was just being challenged; there
were 20 pieces of Ilitigation filed against Northstar, so BP
decided to conplete the |litigation for one project before
starting anot her offshore project.

MR. BUCKENDORF informed the committee that since that tine, BP
has conpletely redesigned the Liberty project. For two years,
BP | ooked at developing sonmething simlar in design with an
of fshore island w thout processing, but having the three phases
return to either Endicott or Badam . Just in the last year,
because of developnents worldwi de with extended-reach drilling
or long-reach directional drilling offshore in both the United
Kingdom and the North Slope, BP Exploration rethought the
process for the last nine nmonths, which will now be an onshore
single drill pad that will access the offshore |eases. It will
be the first of it's kind on the North Slope, and probably in
the United States.

6: 55: 29 PM
MR. BUCKENDORF remarked that the National Marine Fisheries
Service's (NVFS) regulations really weren't witten to all ow one

to drill five to seven mles [offshore] to access [oil and gas];
therefore, BP is currently working through some jurisdictional
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i ssues W th NWS. Tomorrow norning, BP will sign a menorandum
of understanding and it anticipates the State of Al aska wll
sign on to [the nenorandumi wthin the next nonth. To
supplement the original EIS, BP is going to evaluate two
different drill sites, one of which is closer to Endicott.
There isn't a road to Badam or Endicott and the Endicott
causeway, so BP is looking at a drill site closer to Badam and
one closer to Endicott.

6: 56: 33 PM

MR. BUCKENDORF informed the commttee that BP's base case has it
developing a Point Brauer well site, drilling 5.4 mles.
Several of the wells wll be 8 mles, wth the production

returning to BP's 100-percent-owned Badam field, which is
currently operating.

MR. BUCKENDORF, in response to Representative Samuels, answered
that Endicott is |argely owned by ExxonMbil and BP

6:57: 23 PM

MR. BUCKENDORF stated that the Liberty Project well appraisa
was in 1998, the sanme year in which ARCO was conducting the
final permtting of Al pine. The original concept [of the
Li berty Project] was a twin to Northstar.

MR, BUCKENDORF commented that the status of the Liberty Project
is that BP is going to spend 2006 going through the "select”
phase, which is the "definitive final conceptual |[|evel of
engi neering." Also, BP is going through an extensive pre-
application process. In |late Decenber, BP will send its draft
devel opment plan to the Mnerals Managenent Service (MV5) and
the Corps of Engineers. In the second quarter of 2007, BP w I
begin the suppl enental EIS process.

6:58:31 PM

MR. BUCKENDORF explained that the Liberty Project base case
consi sts of 10-15 production and injection wells back to Badam ,
with a three-phase [pipe]line. He noted that BP is evaluating
the Liberty Project as roadless, but the base case has a road as

a result of the extensive drilling program He opined that the
Liberty Project is a world-class, extended-reach drilling
program and added that BP believes that a road to the facility
IS necessary. He stated that BP wll have both producing and
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injecting wells going 8 nmles out into the Liberty reservoir
which is well beyond the current envel ope of technol ogy.

7:00: 08 PM

MR. BUCKENDCORF acknow edged that federal, state, and |ocal
i ssues have to be addressed anywhere in the state of Al aska
because of the wetlands permtting, which contributes to the
| engthy permtting process. Although states have the ability to
assunme primacy over wetlands permtting from the Corps of
Engi neers, only four to five states have such because it's a
difficult process. As a result of the extensive jurisdiction of
the Corps of Engineers in Al aska, any tinme one wants to devel op
in a wetlands, [the Corps of Engineers requires an] EI'S or EAP.
If laying gravel is considered, the EIS process [is required].
He remarked that there are a nunber of petitions, alnost yearly,
to try and list nore species found in the state or the North
Sl ope as endangered or threatened, or to petition the federa
government to set aside critical habitat [areas]. He noted that
BP is constantly nonitoring those lawsuits by national and
wor | dwi de environnmental groups to make the process even nore
difficult. He added that currently there's a NWFS lawsuit to
revi ew pol ar bear habitat for fuel storage.

7: 02: 15 PM

MR. BUCKENDORF expl ai ned that BP has been conducting studies for
years and is going through [the EI'S process] right now for the
Li berty Project. In fact, there will be nore studies over the
next year to tighten the Liberty Project design. The critica
part [of the process] is to conduct the studies up-front, so
that in the design wrk one builds <correctly and in an
environnmentally friendly manner. He opined that BP works in an
environmental ly friendly manner in Al aska and the North Sl ope.

7: 02: 53 PM

MR. BUCKENDORF reiterated that as a result of the Title 19 |and
managenent regulation through the North Slope Borough, every
| ocal borough or city in the state has the authority to try and
assunme Title 19 or to draft coastal managenent policies. The
next six to nine nmonths will be very busy in DNR he opined

because it is reviewi ng every set of |ocal policies.

MR. MAJOR added that it was part of the mandate from House Bill

191 enacted in 2003 to have all coastal districts resubnmt new
plans to conformto regul atory requirenents.
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7:04: 20 PM

MR. MAJOR, in answering the question, "How long does it take to
permt a project?", explained that a | ot depends on the |ocation

of the project. Cenerally, for any kind of nmajor project,
there's a three- to four-year tinme frane. If one has to do an
ElIS, one can plan on a two-year process. The quickest EIS

that's been done for oil and gas devel opnent was the Al pine
satellite EI'S, which was an 18-nonth process.

7:05:19 PM

MR. BUCKENDORF related that the Northstar Unit EI'S took about
four years. | f controversy arises during the planning and one
doesn't address it, it just extends the EI'S process. That's one
reason why BP began evaluating Liberty from onshore. The

Li berty Project is fairly close to Cross Island, which is a
maj or whaling area for the North Sl ope Borough. He noted that
BP involves the North Slope Borough residents in the decision-
maki ng and eval uation, thus gaining their support.

7:06: 02 PM

M5. BRADY added that the novenent of "habitat" out of the Al aska
Department of Fish & Gane (ADF&G) into DNR, nmakes a big
di fference because there used to be people in [ADF&G who would
deadl ock agency work on projects, which is still the case in
some of the federal agenci es.

7: 06: 29 PM

MR. MAJOR rem nded the comrmittee to keep in mnd that one has to
do his/her EIS before he/she can apply for permts. In
answering the question, "How nuch does it cost?", he explained
that considering all of the variables, one has to collect base
i ne data. If [a project] is conplicated or controversial, one
m ght have to conduct two or three years worth of base Iline
studies before the EIS process is even started, which he added
is fairly expensive.

7:07:04 PM
MR. FOLEY remarked that for projects to be economc, one of the
"big drivers" is «cycle tine. Typically, a North Slope

devel opment project, from discovery to production, would take
seven to ten years. He inforned the committee that when an
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i ndependent [conpany] from the Lower 48 considers comng to
Al aska, it is appalled by the tine frane. He added that these
are conpanies that are accustonmed to finding sonething and

having it sold down a pipeline in six nonths. In response to
how long it takes to permt a project, he answered, "Longer than
you could possibly inmagine." In response to whether the

permtting systemis transparent, he answered, "Yes, but it wll
take many, many nonths to figure out what it is.”

7:08:40 PM

CHAIR KOHRING reiterated that he is open to any recomendations
as to how the [permitting] process can be streamined, as |ong
as it's not conprom sing safety and the environnent.

MR. FOLEY responded that in general, Alaska has a world-class
petrol eum system The people who do business [in Al aska] are
wor |l d-cl ass operators, and "by far, it is environnentally, the
nost responsi bl e devel opnent anywhere on the planet.” He added,
to acconplish this it takes tine, people, and noney.

7: 09: 33 PM

REPRESENTATI VE ROKEBERG suggested that the comm ttee think about
an onbudsman for the permtting process. Returning to the
creation of the areaw de |easing concept, he discussed the idea
of having base line data available in the best interest finding
and extending the life of the best interest finding. In regard
to the idea of waiting until one gets the EIS to gather base
line data, he said, "Is there not a repository? O is it
proprietary where you can't reuse or have existing data?" He
opined that the North Slope area has to be one of the nost
studied areas in the world, and therefore he said he doesn't
under stand why sone of the data can't be shared.

7:10:55 PM

MR. FOLEY responded that when Pioneer began [work on Oooguruk],
it conversed with other conpanies and it was at that tine that
it realized that a project |ike Oooguruk would probably require
an EI'S. Pioneer took exception to that because there had been a
nunmber of EI'S conducted in this area. The sane questions have
been asked, the sanme decisions were ultinmately nade and
docunent ed. Therefore, Pioneer relied upon the [existing] body
of know edge. As a result, Oooguruk will be approved in the
next week by an EAP. He noted that when one gets outside of the
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Colville Canyon, right in the "backyard" of oil devel opnent,
it's different.

MR. BUCKENDORF added that there is a large volune of data that
is out there and [the oil and gas industry] is constantly
bui | di ng upon it.

7:11:58 PM

MR. MAJOR added that there is a lot of data in certain areas,
but as one noves into a new area, he/she has to have focused
studies on that area such that the location of the birds' nests
in that area are known as well as the species in the area, and
whi ch | akes have fish. To the degree that [operators] are able
to, they share data wth other operators. [ The data] is
avai l abl e through agencies such as the US. Fish and Wldlife
Service (USFW5), ADF&G and DNR

7:13: 49 PM

MR MAJOR, in response to the subjectivity of the permtting
system explained that the roles are laid out - one is aware of
what his/her path has to be. The subjectivity sonetines cones
into play when there mght not be enough information to make a
deci si on. In further response to questions, he specified that
time is a npgjor force in driving permt approvals. There is a
l[imted operating season and generally it's better to operate
and do mmjor construction in the winter than in the summer. For
projects like the Alpine satellite, Oooguruk, and the Liberty
Project gravel placenent, all of the work has to be done in the
winter. There is a limted wndow and one always faces getting
approval in enough time to get work done during the wnter.
O herw se, one | oses a year.

7:15:21 PM

CHAIR KOHRING in regard to the [limted wndow of tinge],
guestioned whether it's [expanding] in light of the weather
changes such as pernmafrost nelting.

MR. MAJOR responded that there have been sone real strides in
that area. The process that was [previously] used for wnter
tundra travel on the North Slope was an "on and off switch."
The industry is nmoving toward a system that reflects the
equi pnent being used as well as the tine frane. The equi pnent
that was used by the State of Alaska to determ ne when tundra
travel was suitable was a slide hamrer - a cone penetroneter
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that is wused for highways. Currently, there is nore of a
scientific methodol ogy, using ground tenperatures. On federa
| and, the Bureau of Land Managenent (BLM has al ways worked with
[the oil and gas] industry and used cone penetroneters on the
back of rolagons for neasuring. [The oil and gas industry] has
also used weather stations to determne frost depths and
t enper at ur es. He noted that last winter there was a little
| onger tundra travel season than before.

7:17:18 PM

MR. BUCKENDORF remarked that from his perspective, having worked
in the mning, tinber, and oil and gas industries for four
different conpanies, [the permtting process] is conplex.

Alaska is a big state with a ot of federal |and and the federal
and environnental |egal structure is extrenely conplex. Federa
air permtting, which dictates the State of Al aska permtting,
is the nobst conplex in the world. The reqgulations are now
nunbered and there are tens of thousands of pages. He added
that the [State of Alaska] part of the triangle is working
pretty well, and conpared to five years ago, it's working very
wel | . He added that although the changes from House Bill 191
have been effective thus far, [the oil and gas industry] stil
has sone work to do because there aren't local policies in place
yet .

7:19: 05 PM

MR. FOLEY returned to Oooguruk and opined that the [State of
Al aska]'s process works relatively well. For exanmple, on
OQooguruk, Pioneer started all of its North Slope, state, and
f eder al permts at the sane tine. Al of the state
aut hori zations under ACWVWP, nearly everything Pioneer needed from
DNR, DEC, and the Land and Water G oup in Fairbanks, it had by

Cct ober  2005. The North Slope Borough |agged four nonths
behi nd, and Pioneer is still waiting for its federal permts.
7:19:49 PM

MR MAJOR related that ConocoPhillips found [during a major
project that required a lot of state involvenent] that it was
beneficial to have a state coordinator designated for [that

specific] project. The coordi nator kept things noving along so
there wasn't |ast mnute deadl ock and provided sone consistency
in the process. He remarked that the federal [permtting]

process is the one that's |agging [behind]. He concl uded t hat
the state process isn't perfect, but works "pretty good."

HOUSE O&G COW TTEE -22- January 31, 2006



7.22:29 PM
ADJ OURNMENT
There being no further business before the commttee, the House

Special Conmmttee on Gl and Gas neeting was adjourned at 7:22
p. m
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