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- HEARD
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KEVI N BANKS, Acting Director

Central Ofice

Division of Gl & Gas

Depart ment of Natural Resources (DNR)

Anchor age, Al aska

POSI TI ON STATEMENT: Gave the presentation on the Division of
Ol & Gas.

BOB SVEENSON, Direct or

Central Ofice
Ceol ogi cal & CGeophysi cal Surveys (DGGS)
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Depart ment of Natural Resources (DNR)

Fai r banks, Al aska

POSI TI ON  STATEMENT: Provided coments and responded to
guestions during the presentation on the Division of Ol & Gas.

ACTI ON NARRATI VE

VI CE CHAI R KURT OLSON, acting as Chair, called the House Speci al
Commttee on GOl & Gas neeting to order at 5:03:32 PM
Representatives O son, Sanuels, Ranras, Doogan, and Kawasaki
were present at the call to order. Representative Dahlstrom
arrived as the neeting was in progress. Representatives Hol nes,
Fai rcl ough, and Buch were al so in attendance.

Present ati on: Division of Gl and Gas

VI CE CHAI R OLSON announced that the only order of business would
be the presentation by the Division of Ol & Gas.

5:04: 37 PM

KEVI N BANKS, Acting Director, Central Ofice, Dvision of Gl &
Gas, Department of Natural Resources (DNR), after noting the
information available in nenber's packets, explained that the
Division of Ol & Gas is instructed by the Al aska State
Constitution to devel op resources for the maxi mum benefit of all
Al askans. The division will do the follow ng: encour age
exploration and devel opnent of Alaska's oil and gas resources;
maxi m ze revenue from oil and gas production; and naxinize the
benefits of devel opnent and production which can lead to jobs,
new industry, and expansion of commer ci al and service
busi nesses. However, he continued, sonetines these purposes
conflict as efforts to maxi mum revenue may be seen to di scourage
devel opnent because the division is pressing for revenue over
and above the incentives the industry would like. The benefits
of jobs and of industrial and economc growth nust be bal anced
agai nst what the state can offer to change the revenue stream

MR. BANKS pointed out that Alaska is the fourth largest oil
producer in the state and has a very inportant role in the North
American energy nmarket; 25 percent of donmestic production and
10-12 percent of the U S. consunption of oil cones from Al aska,
and Alaska's reserves represent an enornous percentage of
undevel oped donestic reserves. The division is the manager of
t hese resources. Q her organizations in North America in a
simlar position are: M nerals Minagenent Service [an agency of
the U S. Departnment of the Interior] and the Canadian
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gover nment . For that reason the division needs to manage
Al aska's lands proactively, wth responsibility, and wth a
focus on maxim zing the benefits for all Al askans.

MR. BANKS referred to the state's revenue for 2006 (FY06),
totaling $2.4 billion from the land resources, wth about $600
mllion going to the permanent fund and $1.8 billion contributed
to the general fund (GF); taxes totaled $1.9 billion for the
sane period. He pointed out the Departnent of Revenue (DOR) has
forecasted that for next year tax revenues wll total $2.8
billion as a result of the production profits tax (PPT), adding
that the estimation of revenue from production taxes now
i ncl udes variables such as: tax credits, industry expenditures,
and the response of new devel opnment fromincentives.

MR. BANKS stated the division is responsible for "a somewhat
nore predictable and perhaps less volatile stream of revenue."
Referring to page 5 of the packet, he reviewed the revenue
picture from royalties, rents, bonuses, and oil and gas
settlenments, and noted that high prices have mtigated the
decline in production. In regard to the royalty in-kind (RIK)
program M. Banks said about 60 percent of the royalty oil,
nearly 40 mllion barrels, was sold to Flint Hlls Resources.
Hi storically, the sale of royalty oil was |less and this neans
the percentages are increasing as the flow of oil continues to
decline; therefore, neeting the requirenments of the contract
with Flint Hlls Resources will take a larger percentage of
royalty oil.

5:15: 09 PM

MR. BANKS described the organization at the division as simlar
to an oil and gas exploration and production conpany. He noted
that his staff have extensive experience in the industry and are
interested in working for his departnent because of the
chal | enges and career opportunities. Staff includes experienced
geol ogi sts, geophysicists, and other geotechnical scientists
wi th backgrounds in oil and gas exploration.

MR. BANKS explained that the l|leasing and permtting section of

the division raised alnost $40 nmillion in bonuses and is now
running |and |ease sales. Included in these |eases are:
Beaufort Sea, North Slope Foothills, Cook Inlet, and Al aska
Peni nsul a Bristol Bay. Leases are offered on a routine basis

The unit admnistration section begins work after the lease is
offered, when the division brings together |ease owners to
encour age devel opnent of resources, protects the relative rights
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of the owners, and encourages the economic and physica
devel opnent of resources. The Royalty Accounting section nakes
sure that noney is accounted for and deposited correctly, and
the Audit Section has been returned to the division so it can
conduct its own audits and catch up on the backlog of audits of
royalty revenues. Also, the royalty valuation nechanisns are
governed by royalty settlenent agreenents that are a consequence
of the North Slope royalty dispute with the Amerada Hess
Cor por ati on. Bi-lateral agreenents are held with each mjor
North Sl ope producer regarding cal culation of royalty value, and
the Commercial Section works with the Audit Section to validate
those nunbers and ensure that Al aska gets fair value for the
royalty. M. Banks described the Comrercial Section as small
and staffed wth enployees who are experienced in econom cs and
who have the intention to find commercial opportunities when
t hey ari se.

M. BANKS spoke of issues on the table: the North Slope gas
pi peline, the Point Thonpson Unit, the Petroleum Systens
Integrity O fice, the ongoing audits, and the re-evaluation of
royalty value. Longer termissues are: the oil decline, access
to lands, and fostering devel opnent. The division nust outreach
to new producers, nmke land available, mnmanage |eased |and
effectively, and nake sure |easeholders begin production of
resour ces. Lastly, [is the issue of] facility access. The
di vi si on wil | search for conmer ci al sol utions wher ei n
i ndependent producers who need facilities can make fair and
equitable comercial deals with those who own facilities, and
develop oil fields in an efficient and cost-effective way.

5:24:18 PM

REPRESENTATI VE RAMRAS asked what kind of new activity from | arge
or small producers has been spurred by the PPT since the end of
June.

MR. BANKS said: "I think it is too soon to tell ... [there has
been] a real bunp-up of activity in both the North Slope and in
the Cook Inlet, ... but I think that was nore a consequence of
higher oil prices and also sonme I|imted supply of other
opportunities." He added that the division has analyzed PPT
with respect to royalty nodification applications and the gas
l'ine.

REPRESENTATI VE RAMRAS asked if the new developnment is by
ConocoPhillips Alaska Inc., and BP Exploration, or by the smal
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producers and independent drillers which PPT was neant to
attract.

MR. BANKS replied ConocoPhillips Al aska Inc., and BP Exploration
(Al aska) Inc., have roles in new devel opnent. However, nuch of
the new exploration activity on state land is by independents,
such as the Pioneer Natural Resources developnent of the
Qooguruk site.

5:27:24 PM

REPRESENTATI VE RAMRAS comrented that Oooguruk is already a known
site and so he would |ike the division to provide the nanes of
new conpanies and outline activities that have been stinulated
since PPT was passed. He went on to say:

When we open up the envelope on March 31st, if the
right sum of noney isn't there, does the division have
a plan imediately to introduce to the legislature ...
[that will] renedy the potential for big oil to have

ganmed us through the PPT? .... Do we have an estinate
of the deferred maintenance for BP Exploration
(Alaska) Inc., not only to rehabilitate the inline

transm ssion lines up North, but also their global and
North American reputation?

5:29: 03 PM

MR. BANKS referred to the situation which will occur on March
31, 2007, and said that the division is: "not working on a
potential solution to that problem ... The Departnment of
Revenue will want to nonitor what is going to be happening.”

M. Banks concluded by saying the role of the division is to
make sure the royalty from the existing players is paid, and to
offer assistance to the Departnent of Revenue (DOR) regarding
how i nvestnent credits are spent. He said: "The full story of
PPT will be hard to tell."

VICE CHAIR OLSEN stated the DOR nmay be asked to assist in
answeri ng questions about the inpact of the PPT. He al so asked
about activity in the Nenana Basin.

MR. BANKS said the exploration license for Nenana Basin was
offered to Andex Resources and there has been very little
activity; the division wuld like to further respond to this
guestion in witing.
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5:32:10 PM

VICE CHAIR OLSON asked about the negative inpact in Cook Inlet
as a result of the recent Regulatory Conmm ssion of Alaska (RCA
deci si on.

MR. BANKS remarked that the division has been tasked by the
governor to exam ne the market for Cook Inlet gas. The mar ket
has begun to coalesce with liquefied natural gas (LNG exports,
and contracts expiring, so now there is demand for supplies of
gas. He opined that the historical prices for consumers in the
Cook Inlet were not high enough to bring in new gas suppli es.

REPRESENTATI VE DOOGAN questioned why his gas bill has doubled
but is not [at] a high enough price to support new exploration.

MR. BANKS expl ained that the price to the consunmer is the result

of historical contracts that have been indexed to oil. Because
the price of oil has risen in the past several vyears, the
increase is now being reflected in the contracts. Newer

contracts are driven by the price of gas in the Lower 48 as
nmeasured by the Henry Hub pricing point in Louisiana, which
reflects what the market is for @l f of Mexico gas. Reasonabl e
prices for gas with oil at $20.00 per barrel can now be seen.
I f new supplies are set at a price commensurate to what the old
contracts are generating, for exanple, $7.50 per natural cubic
foot (NCF) for the consunmer in Anchorage, then the price m ght
be enough. Although prices are low in the Rockies and Al berta
there is a lot of devel opnent there. Somet hi ng nmust change in
the new contracts to tie gas prices to sonething different. M.
Banks added, Cook Inlet gas was found in the search for oil, so
there was sone logic in setting the price of gas to the price of
oil; now the price of gas nust be set to the price of gas
el sewhere because the target is gas.

5:38: 08 PM

BOB SWENSON, Director, Division of Geological & GCeophysical
Surveys (DGGS), Departnent of Natural Resources (DNR), recalled
that two wells were drilled in the Nenana Basin in the 1980s
with sone indication of hydrocarbons and |limted seismc data,
and an exploration license was granted to Andex Resources with a
work conmitnent to shoot additional seisnic data. The Basin is
geologically conplex and the structures, the trap, that the
hydrocarbons are reservoired in are conplex. M. Swenson opined
that after further seismc data was done, Andex Resources
decided not to drill the planned well and is still analyzing
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data to determine if reserves are large enough to warrant a
wel | .

VICE CHAIR OLSON asked about the results fromthe two test wells
in the Red Dog M ne area.

5:40: 55 PM

MR. SVENSON said he did not have information regarding the shale
gas wells from the mne, but will provide that information to
the conmttee. M. Swenson comented, regarding Cook Inlet,
that any given market is better with a continuous, rather than a
sSwW ng, denmand. Producers want to produce continuously through
time; demand in the Basin in the wintertime is three tinmes the
demand in the sunmertinme, so it will spur exploration, but the

market is relatively limted.

REPRESENTATI VE RAMRAS referred again to the Nenana Basin and the
governor's direction to DNR to find energy and get it to the
communities that need it. Andex Resources also has |eases in
the Qulf of Mexico and so is not very notivated to explore
Al aska. Representative Ranras asked:

What specific steps [is the division]... going to take
to energize Andex, ... to change the -econony for
90, 000 people in the interior of Al aska?

5:45: 04 PM

MR. SWENSON stated that the DNR is |ooking for energy resources
across the state. The cost of diesel is causing problens for
all the villages and nmany comunities. Wrk has been done

around the state to understand what sources are available, but
the conpilation in any given area has not been done, so this
inventory will enable each area to understand the geologically
rel ated resources, coal, geothermal energy, shallow natural gas,
coal bed nethane (CBM, and renewabl e fuels. He stated DNR is
working with the Alaska Energy Authority (AEA) to get data and
also include [data fronml the Division of Forestry regarding all
bi omass; the plan is to end up with a nmap of the state wth
| ayers of each resource-including wind, hydro, all the renewable
resources and coal -and including the econonm cs of each resource.

MR. SVENSON referred back to the Nenana Basin, and noted there
is certain potential there and exploration licensing is a way to
spur expl orati on. There was very little noney, but work
commtnments were given, and after the work commtnent is done,
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t he devel oper can pare down to a specific area and go to |ease
on the snaller prospect. The first work commtnent on the
Nenana Basin was satisfied and the next work commtnent is a
wel | . Each conpany has baseline econonics which are related to
the trillion cubic feet (TCF) range in a certain size of field.
For the future of the Nenana Basin, exploration licensing is a
good way to go. He further explained that the Andex Resources
seismc data is not available to the state, but the state can
gather additional data in order to understand the potential for
the Nenana Basin and then make that data public to attract
devel opers.

5:49:57 PM

REPRESENTATI VE RAMRAS stated that the econom cs of the Fairbanks
market will never justify interest, but the governor charged the
DNR and the legislature with providing energy to all of the
state. He further asked about a plan that will deliver gas to a
community 50 mles away from the Nenana Basin, and will further

support ENSTAR Natural Gas Conpany's interest in noving gas.
Andex Resources, an out-of state entity, has not acted.

REPRESENTATI VE SAMUELS asked how much how nuch of the proposed
$150 million [budget cut] will the division absorb.

5:53:13 PM

MR. SWVENSON said he did not know the answer, but stated he did
know that Commi ssioner Rutherford has suggested that she is
interested in elimnating prograns to cut the budget, but those
prograns have not been identified.

MR. BANKS, in conclusion, introduced division staff.
ADJ OQURNNVENT
There being no further business before the commttee, the House

Special Commttee on G| and Gas neeting was adjourned at 5:56
p. m
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