ALASKA STATE LEG SLATURE
SENATE RESOURCES STANDI NG COW TTEE
April 13, 2005
3:40 p. m

VEMBERS PRESENT

Senat or Thomas Wagoner, Chair
Senat or Ral ph Seekins, Vice Chair
Senat or Ben Stevens

Senat or Fred Dyson

Senator Bert Stedman

Senator Kim El ton

Senat or G etchen Guess

VEVMBERS ABSENT
Al l nmenbers present
COW TTEE CALENDAR

SENATE BILL NO 53
"An Act relating to a credit for certain exploration expenses
against oil and gas properties production taxes on oil and gas
produced from a | ease or property in the state; relating to the
deadline for certain exploration expenditures used as credits
agai nst production tax on oil and gas produced from a |ease or
property in the Alaska Peninsula conpetitive oil and gas
areawi de | ease sale area after July 1, 2004; and providing for
an effective date.”

HEARD AND HELD

SENATE BILL NO 163
"An Act extending and anending the requirenents applicable to
the <credit that my be claimed for <certain oil and gas
exploration expenses incurred in Cook Inlet against oil and gas
properties production (severance) taxes."

HEARD AND HELD

SENATE CONCURRENT RESOLUTI ON NO. 6

Uging the governor to direct the division of oil and gas,

Department of Natural Resources, to undertake a conprehensive
review of the subject of Cook Inlet oil and gas platform
abandonment for the purpose of developing new oil and gas

pl atform abandonnent regulations and their adoption and
i npl enment ati on.
MOVED CSSCR 6( RES) QUT OF COW TTEE
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SENATE CONCURRENT RESOLUTI ON NO. 7
Endorsing the ongoing efforts of the adm nistration to review
and revise program regul ations wth t he obj ective of
streanm ining the exploratory oil and gas process.

MOVED SCR 7 QUT OF COW TTEE

PREVI QUS COW TTEE ACTI ON
BILL: SB 53

SHORT TI TLE: AK PENINSULA O L & GAS LEASE SALE;, TAXES
SPONSCOR(s) : RULES BY REQUEST OF THE GOVERNOR

01/ 12/ 05 (S) READ THE FIRST TIME - REFERRALS
01/ 12/ 05 (S) RES, FIN

03/ 02/ 05 (S) RES AT 3:30 PM BUTROVI CH 205
03/ 02/ 05 (S) Heard & Hel d

03/ 02/ 05 (S) M NUTE( RES)

04/ 13/ 05 (S) RES AT 3:30 PM BUTROVI CH 205

BILL: SB 163
SHORT TI TLE. COOK | NLET O L & GAS TAX CREDI T
SPONSOR(s): RESOURCES

04/ 06/ 05 (S) READ THE FIRST TIME - REFERRALS
04/ 06/ 05 (S) RES, FIN

04/ 13/ 05 (S) RES AT 3:30 PM BUTROVI CH 205
BILL: SCR 6

SHORT TI TLE:. COOK | NLET O L & GAS PLATFORM ABANDONVENT
SPONSOR(s): RESOURCES

04/ 06/ 05 (S) READ THE FIRST TIME - REFERRALS
04/ 06/ 05 (S) RES

04/ 13/ 05 (S) RES AT 3:30 PM BUTROVI CH 205
BILL: SCR 7

SHORT TITLE: O L AND GAS REG REVI SI ONS
SPONSOR(s): RESOURCES

04/ 06/ 05 (S) READ THE FIRST TIME - REFERRALS
04/ 06/ 05 (S) RES
04/ 13/ 05 (S) RES AT 3:30 PM BUTROVI CH 205

W TNESS REG STER

MARY JACKSON
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Staff to Senator WAagoner

Al aska State Capitol

Juneau, AK 99801-1182

PCSI TI ON STATEMENT: Commented on SB 53, SB 163, SCR 6 and SCR 7
for the sponsor.

MARK MYERS, Director

Division of G| and Gas

Di vi si on of GCeol ogi cal and Geophysical Surveys
Departnent of Natural Resources

400 W I | oughby Ave.

Juneau, AK 99801-1724

POSI TI ON STATEMENT: Supported SB 163, SCR 6 and SCR 7.

LI SA PARKER

Agrium I nc.

Kenai AK

POSI TI ON STATEMENT: Supported SB 163.

DAN DI CKI NSON, Director

Tax Division

Depart ment of Revenue

PO Box 110400

Juneau, AK 99811-0400

POSI TI ON STATEMENT: Supported SB 163.

DAN SEAMOUNT

Al aska O | and Gas Conservati on Conm ssi on ( AOGCC)
333 W 7th Ave., Ste. 100

Anchor age, Al aska 99501

POSI TI ON STATEMENT: Supported SCR 6.

M KE MONGER, Executive Director

Cook Inlet Regional G tizens Advisory Council (ClRCAC
910 Hi ghl and Ave.

Kenai AK 99611

POSI TI ON STATEMENT: Conment ed on SCR 6.

ACTI ON NARRATI VE
CHAIR THOVAS WAGONER called the Senate Resources Standing

Commttee neeting to order at 3:40:35 PM Present were Senators
Quess, Ben Stevens, Stedman, Seekins and Chair \Wagoner.

SB  53-AK PENINSULA O L & GAS LEASE SALE; TAXES

CHAI R WVAGONER announced SB 53 to be up for consideration.
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MARY JACKSQON, staff to Senator Wagoner, explained that the
conpani on neasure, HB 71, is heading in this direction and they
are anmendnents.

The point of bringing this to your attention is to |et
you know that all of these are comng. Senator
Wagoner’s intention is to hold SB 53 in this conmttee
so that when HB 71 conmes across, that would be the
bill that would be in front of you.

CHAIR WAGONER said there was no public testinony and set SB 53
aside to wait for legislation to arrive fromthe other body.

SB 163-COOK INLET O L & GAS TAX CREDI T

CHAIR THOVAS WAGONER announced SB 163 to be up for
consi derati on.

3:44:15 PM
SENATOR KI M ELTON j oi ned the conm ttee.

MARY  JACKSON, staff to Senator Wagoner expl ained that
exploration incentive credits were extended to regions in Al aska
in previous legislation, but not in the Cook Inlet region. She
was instructed to work on credits that would apply to the Cook
Inlet and that’s what SB 163 does. She provided a map to explain
positioning for credits and said that the old bill provided that
exploration wells nust be outside of three mles fromthe first
drill to receive the first 20 percent incentive credit. Any
wells outside of 25 mles would receive a second 20 percent
credit. “None of it fits the Cook Inlet.”

3.46: 32 PM

M5. JACKSON explained that SB 163 says the drill nust be within
the three mles for the first 20 percent credit and outside of
ten mles for the second 20 percent. However, she pointed out
that even the 10 mle is too big and very little would be
applicable there. It also provides that the producer has to
apply for the credits and the departnent nust respond within 60
days, although the departnent would |ike 90 days. The credit is
capped at $20 million.

3:47: 40 PM

SENATOR KIM ELTON asked how nuch incentive would be needed in
termse of making production efficient in Cook Inlet at the
current price |evels.
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3:47:56 PM

MARK MYERS, Director, Division of Gl and Gas and Division of
Ceol ogi cal and Geophysical Surveys, replied that the chairman
asked him what could be done in ternms of incentives for Cook
Inlet that already has a |large nunber of wells. There are still
sone legitimte exploration targets that have not been expl ored.

He explained why saying that the earlier tax EC used a
mechani cal mechanism that defined an exploration well via its
distance from other wells. That’'s only one test that my be
relevant and while it is sinple, it's really artificial. It is
irrelevant to the geological and economc risk taken on by a
producer or an explorer. A lot of the plays are in deeper
horizons near existing infrastructure, but they are no |ess
risky geologically than a frontier area or wildcat in the sense
of the geologic risk. The question is in a basin that 1is
relatively mature, how to define viable exploration plays and
how to provide incentives for them Recognizing the three-mle
distance criteria doesn't really define an exploration play.
This presupposes a geological test - that a conpany would make
its case to the departnment with seismc and well data or other
geol ogi cal and geophysical data and the comm ssioner would
predetermine if it is a separate target or if it is a
devel opment wel |l of an existing discovery.

If they can denonstrate that it s geologically
distinct or reasonably estimated with the data to be
distinct, the comm ssioner would pre-certify that they
woul d be eligible for the credit for the well.

The Cook Inlet is seen by the mpjors as a relatively nature
asset and the «credit should encourage smaller independent

conpanies to explore. It would assist in their drilling
relatively expensive wells or bringing in the expensive jack up
rigs or other infrastructure needed to drill in the offshore

areas. Capping the amount at $20 mllion limts the downside
potential to the state.

SENATOR ELTON said he didn't think there was a perfect answer
because it’s highly specul ative.

3:.52: 00 PM
SENATOR DYSON j oi ned the conmttee.
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SENATOR ELTON asked what the status of the shallow gas |eases in
the southern Kenai Peninsula are and if this credit would be
applicabl e there.

MR. MYERS replied there is no restriction on the credits as to
where they would apply in Cook Inlet - any well as long as it
neets the standards would qualify.

3:.53:49 PM
SENATOR SEEKINS commented that a dry hole is still a dry hole
regardl ess of the price of oil.

3:54: 28 PM

LI SA PARKER, Agrium Inc., Kenai, said she appreciated the
| egi slature's efforts to encourage developnent in Cook Inlet.
Wth respect to SB 163, she said section 1 would apply to
activity after July 1, 2005 only and she asked if that is the
intent or a typing error.

She said section 4 and the five-year programin Cook Inlet wth
the $20 mllion Ilimt would nean that five or six wells could be
drilled or one, if it is offshore. She asked them to reexam ne
the limt.

The prograns still contain the usual exclusions, which dimnish
the attractiveness of the incentive program These exclusions
i nclude admnistration, supervision, engineering, geological,
managenent and the environnental costs - all of which are
significant conponents and reduce the actual incentive from 20
percent to around 10 percent. Wth the incentive being at the
discretion of the comm ssioner who usually decides after the
work is incurred, potentially these would have little inpacts on
an oil company’s economi cs.

3:56: 33 PM
CHAI R WAGONER said the July 1, 2005 date was wanted in the bil
and that the $20 mllion limt could at least get activity

started and could be revisited.

At this time | think the $20 mllion laying out there
gives sonme certainty to a |lot of people that sonetines
guestion an open-ended incentive. ..

DAN DI CKINSON, Director, Tax Division, Departnent of Revenue
(DOR), echoed M. Mers and M. Jackson’s coments. He said
this is a production tax credit that is nore attuned to what is
going on in Cook Inlet. He corrected Ms. Parker who said that
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the credit is capped at $20 million per well, saying that it is
not per well, but each well getting 20 percent credit not to
exceed $20 mllion total. But, he thought who actually gets the
credit could be clarified.

CHAIR WAGONER noted that there was no further public testinony
and set SB 163 asi de.

SCR_6-COOK INLET O L & GAS PLATFORM ABANDONMENT

CHAI R WVAGONER announced SCR 6 to be up for consideration.

MARY JACKSON, staff to Senator Wagoner, sponsor, said the two
resolutions conmng before the conmttee are part of the results
of the February Kenai neeting about abandonnent of the platforns
in Cook Inlet, a serious issue since 1996. This resolution urges
the governor to ask the departnment to pronul gate regul ations.
There was sone question about whether the Departnent of Natura
Resources or the Alaska G| and Gas Conservation Conm ssion
(AOCGCC) had precedence over that and it was found that the
depart nment does.

4.02: 03 PM
MARK MYERS, Director, Division of Gl and Gas, Departnent of
Nat ural Resources (DNR) said abandonment is really a big deal

Many wells are ending their lives; sone have been “lighthoused”
and sone have been partially abandoned. It involves a |ot of
stakeholders and has issues like navigability. The |eases
require full-abandonment - full renoval and back to original
condi ti on.

However, there are questions of whether there mght be better
and higher uses for the platforns and who retains the liability
at the point of abandonnent. The state has historically relied
on parent conpany guarantees and the deep pockets of the
original lessee. “lIt’s not a liability you can sign away. That’s
a very strong incentive, again, a very strong protection in the
process.”

Smal | er conpani es can take over sone of the platforns and that
has happened, but the state wants to make sure it’s protected
from liability. Wth all that said, the liability becones an
i ssue when folks want to sell the platfornms and they should be
entitled to some certainty about how, in fact, and what standard
the state is going to hold the | essee to.
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In the end, we fully need a process. W need a series
of regul ati ons about how we deal with these things and
quite honestly, since statehood, really we haven't
gone through full abandonnment of these platfornms. So,
we’'re into new territory. W expect to hold a full set

of procedures this year on this issue, but until we
have our act together, but wuntil we have all the
participants at the table, all the stakeholders

i nvol ved, we haven’'t been prepared to do it. This
urges us to do it. W recognize in fairness to all
parties we need to do it; we recognize there are a |ot
of stakehol ders involved and we are the | ead agency.

He supported the resolution, but admtted it is a daunting task.

4:04: 39 PM

DAN SEAMOUNT, Alaska GOl and Gas Conservation Conmm ssion
(ACCCC), said he really supports the goal of future oil and gas
exploration and developnent. He said there is potential for

undi scovered oil wthin reach of the Cook Inlet platforns
because the known reservoirs still have a lot of oil. Recovery
of the original oil in place has been relatively slow off a
nunmber of the platforns — |l ess than 30 percent conpared to other
field such as Prudhoe Bay with recoveries of greater than 50
percent of the original oil in place.

W believe there are hundreds of mllions of barrels

of oil left in the produced fields of Cook Inlet in

known reservoirs. Wth this, notivated and energi zed
production conpanies such as Crosstinber should be
encouraged to use technology to recover nore of the
known oil — that’'s the oil that’s reachable from the
platforns. Also, there’'s exploration potential |eft
within reach. There are fewer than 300 exploration
wells and 1,000 total wells that have been drilled in
the entire history of the 10,000 square mle basin.

MR. SEAMOUNT said that he knows of simlar size basins such as
the San Juan Basin in New Mexico, which has 29,000 wells and
di scoveries are still being nmade there.

Leslie Lagoon with the USGS - expert geologist and
geochem st - has concluded that only four percent of
the total oil generated in Cook Inlet Basin has ever
been found. W don’t know yet if condensing oil has
escaped to the surface or it's still trapped in
undi scovered oil fields or both, but there is a |lot of
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oil that has not been accounted for yet. As Mark Mers
was saying, there are untested fault blocks wthin
reach and wunder exploratory prospects that there’s
been identified by many petrol eum expl orationists over
the | ast 50 years.

Possibly the highest potential play is the Pre-
tertiary, OCretaceous and Jurassic rocks that we’ve
been hearing about lately in the news and M. Mers
mentioned. The Jurassic rocks is where alnost all the
oil is generated. To date, only 55 wells have been
drilled in this section and nost have been drilled
only into the very top. Little is known of its
productive potential. W feel the existing offshore
platforns represent viable infrastructure and it nmakes
sense to reenter their idle well bores and deepen or
sidetrack to test the Pre-tertiary section of 5,000
ft. extra depth below the Tertiary. It’s an arbitrary
nunber, but it really conmes close to fully evaluating
the Pre-tertiary sections potential. You could also
drill to see the new fault blocks and the other
prospects before abandoni ng the pl atforns.

As |’ve alluded to, there are four tiers of potential
that are within reach of the platforns. There' s the
unproduced oil in known reservoirs; there are new
fault blocks. There are nmany identified exploration
prospects and there’'s the Pre-tertiary play. These
pl ays would nost |ikely be uneconom c and unreachabl e
if it were not [indisc.] to existing platforns.

Qur new comm ssioner, Kathy Forester, pointed out to
me — she’s got a lot of experience on the North
Slope.... She pointed out to us that the situation at
Cook Inlet is analogous to that of the North Slope
where ConocoPhillips and BP are already using idle
wel | bores on existing pads to deepen or sidetrack for
smal |l accunmul ations of reservoirs that would be
uneconomc if not for the existing infrastructure. In
other words, it’'s possible that Cook Inlet has already
been shown to be successful by the success on the
Nort h Sl ope.

W feel the platforns should be viewed as assets and
we recommend that all stakeholders be very careful
when considering abandonnment and do everything they
can to have all of the potential oil and gas reserves
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tested before abandonnent. There’s a w ndow of
opportunity right now to capture additional reserves.
Pl at f or m abandonnent woul d cl ose that w ndow. Once the
w ndow cl oses, mnmuch of the state’s resources and Kena
Peni nsul a’ s econom ¢ potential could be |ost.

4:10: 34 PM
CHAIR WAGONER added that currently there are over 300 jobs
directly related to Cook Inlet platforns. “It’s a very inportant

part of the overall oil and gas econony that we have based in
Cook Inlet right now.”

4:11: 05 PM
M KE MONGER, Executive Director, Cook Inlet Regional Citizens
Advi sory  Counci | (Cl RCAQ), said the council has simlar

interests in the Cook Inlet platformrenoval. Their research has
revealed that DNR has no specific regulations or statutes
governing |essee’s obligations and determines their obligations
on a case-by-case basis. He said the council’s research paper
will be released in May and he would be happy to share it with
t hem

4:13: 28 PM
CHAI R WAGONER cl osed the public hearing.

4:13: 33 PM
SENATOR GRETCHEN GQUESS npved Anendnent 1.

24-Ls0775\A. 1

Chenowet h
4/ 12/ 05
AVENDVENT 1
OFFERED | N THE SENATE BY SENATOR WAGONER
TO SCR 6
1 Page 2, line 6:
2 Del ete “smaller”
3 Insert “grow ng, independent”

SENATOR ELTON objected to ask if using the word “growng” limts
the intent.

M5. JACKSON explained that this paragraph references XTO Energy

that is no longer in a smaller bracket. ®“They are a grow ng
i ndependent conpany.”
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CHAI R WAGONER said it is growing worldw de since taking over the
Shel | pl atforns.

SENATOR ELTON renoved his objection.

4:15: 32 PM
SENATOR SEEKINS noved CSSCR 6(RES) from conmttee wth
i ndi vi dual reconmendati ons. There were no objections and it was
so ordered.

SCR _7-O L AND GAS REG REVI SI ONS

CHAI R THOVAS WAGONER announced SCR 7 to be up for consideration.

MARY JACKSON, staff to Senator Wagoner, said this resolution
cane from the Kenai neeting also. Practically speaking, a
gentl eman named Janes Udel hoven who began work in Cook Inlet in
the late 1960’'s cautioned, “Don't nmake the first hurdle so big
that the new kid won't try to take the hurdle.”

She said this resolution was created to applaud the efforts that
have been made to streanmline permtting and to insure that those
efforts are continued.

MARK MYERS, Director, Division of GI| and Gas and State
Ceol ogi cal Survey, supported SCR 7 saying it would elimnate
over head and duplicati on.

4:19: 01 PM

CHAIR WAGONER said the Regulatory Comm ssion of Alaska (RCA
could work at a faster rate and has already denonstrated that
recently.

SENATOR RALPH SEEKINS asked for exanpl es of enhanced
attractiveness of exploration and devel opnent.

MR. MYERS replied that sone outstanding exanples are in the
Beaufort Sea where Teck Comi nco and Arnstrong Resources bought

| eases and within four nonths had their permts to drill in the
Beaufort Sea, which is wusually one of the hardest places to
permt because of the environnental issues, renoteness of

| ocation and concerns over subsistence resources. They have
devel oped good working relationships wth the North Slope
Borough, which is necessary. Kerr MCee did the sane with two
separate rigs this winter and last. These conpanies are brand
new to Al aska. He explained that the hearing process within the
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communities has to happen up front and that while it is |abor-
intensive, it streamines the process |ater on.

4.22:51 PM

SENATOR SEEKI NS asked if the stream ining had been acconplished
through efforts of the legislature or just through incentives
initiated by the adm nistration.

MR. MYERS replied that the |egislature has enhanced the process
by funding sonme positions and noving program offices |Iike
Coast al Zone Managenent into the Departnent of Nat ur al
Resources. It has provided funding on a case-by-case basis for
proj ect coordi nators and supported budget increases at tines for
agencies |like DEC in critical areas. Having extra fol ks on staff
has been critically inportant.

4:24:45 PM
CHAI R WAGONER rel ated that other conpanies are going to drill in
t he Beaufort Sea.

MR. MYERS replied that ConocoPhillips has a well, Kerr MGee has
multiple wells and Pioneer is |ooking at devel opnent. Another
well will potentially be shallowdrilled off the Point Mlintyre
ar ea.

CHAI R WAGONER asked if Pioneer was in the process of having a
platformbuilt for them

MR. MYERS replied yes, it is lighter weight and nore nobile. He

said Pioneer is not actively drilling this year, but they are
assessing sanctioning a developnment project from the earlier
successful drilling out there about two years ago.

4:26:19 PM

SENATOR SEEKINS noved to pass SCR 7 from committee wth
i ndi vi dual recommendati ons and zero fiscal note. There were no
objections and it was so ordered.

CHAI R WVAGONER adj ourned the neeting at 4:26:58 PM
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