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present at the call to order. Representatives Roses,
Guttenberg, and Edgnon arrived as the neeting was in progress.

OVERVI EW DEPARTMENT OF NATURAL RESOURCES — DIVISION OF AL &
GAS

1: 02: 09 PM

CO CHAIR GATTO announced that the day's only order of business
would be an overview by the Departnment of Natural Resources,
Division of Ol & Gas.

1: 03: 01 PM

KEVI N BANKS, Acting Director, Central Ofice, Division of Ol &
Gas, Departnent of Natural Resources (DNR), referenced pages 2
and 3 of his witten presentation and explained that by
encouraging oil and gas exploration and developnment, the
di vision maximzes revenue to the state. He stressed that his
primary concern is making sure the state gets what it 1is
entitled to under the provisions of its | ease agreenents.

1: 06: 04 PM

MR. BANKS then directed attention to page 4 of his witten
presentation regarding the gross oil volumes produced from state
| eases between January 2006 and Novenber 2006. He noted that
during this time period the State of Alaska received fromits
| eases a gross oil volune of 32,823,355 barrels. This anmount is
four tinmes the volune produced by the state's fourth |[argest
producer, he pointed out. The state is in the enviable position
of receiving approximately 100,000 to 120,000 barrels a day, he
enphasi zed, a position nost oil conpanies would be delighted to
be in.

MR. BANKS renmnded the conmmttee that oil and gas revenue
constitutes nearly 90 percent of the state's total General Fund
(GF) revenue, as shown on page 5 of his witten presentation.
For fiscal year 2006 (FY 06), the division was responsible for

about $2.4 billion in royalty collections. He pointed out that
the Division of Gl and Gas contributed nore than half of all of
the state's revenues for FY O06. M. Banks then referred to

pages 6 and 7 of his witten presentation and relayed that, over
the past few years, royalty revenues on state |ands increased
whi | e production decreased. He also pointed out that the state
is selling over 60 percent of its royalty to Flint Hlls
Resources Al aska, LLC ("Flint Hlls"), alone, and the resulting
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revenue is nore than the state receives from any other
i ndi vi dual producer.

1: 09: 09 PM

REPRESENTATI VE SEATON asked what percentage of Alaska's royalty
is taken i n-kind versus in-val ue.

MR. BANKS reported that 60 percent of the state's royalty is
taken in-kind and sold to Flint Hlls Resources, the state's
sol e custonmer for royalty-in-kind (R K). Responding to further
guestions, he noted that the State stopped selling to the Tesoro
Al aska Conpany's ("Tesoro") refinery in N kiski in 1998. Most
of the oil used by this refinery conmes fromthe Cook Inlet, with
additional oil being shipped in from Valdez. Tesoro also ships

oil by tanker to the Lower 48. In response to another question
he explained that state regulations require that the State
receive nore for sales of RIK For exanple, the 2004 [Flint

Hlls] contract guarantees the state at |east 30 cents nore for
its RIK.  However, he continued, because of the formula used for
calculating RIK, the state receives nuch nore than that, as
conpared to what it receives for royalty-in-value (R V).

1: 11: 25 PM

CO CHAIR GATTO inquired whether Flint Hlls had a lawsuit
pendi ng to recover sonme of that royalty noney.

MR. BANKS replied that there are two disputes before the Federal
Energy Regul atory Conm ssion (FERC). One is a long-standing
di spute regarding the calculation of conponents in the Trans-
Al aska Pipeline System (TAPS) Quality Bank. He expl ai ned that
when Flint HIlls and other refineries take oil out of the
pi peline, make products from it, and then dispose of oil back
into the pipeline, they are changing the quality of the oil for
all the other pipeline wusers. Therefore, he said, the
refineries nust pay into the Quality Bank to make whole those
conpani es whose oil is being shipped all the way to Val dez. He
stated that Flint HIlIls and Petro Star, Inc. wll have to pay
nore into the Quality Bank if the State and other shippers
prevail .

MR. BANKS said the second dispute involves the TAPS tariff for

inter-state rates. Several years ago, he explained, the
Regul atory Conm ssion of Alaska (RCA) lowered the intra-state
tariff. Today, the pipeline charges $1.96 [per barrel] for

shipping oil from Punp Station 1 on the North Slope to Valdez

HOUSE RES COWM TTEE - 3- February 7, 2007



for intra-state use, such as for the N kiski refinery. However,
the pipeline's inter-state rate has risen over the last few
years and is currently $5.20 [per barrel]. It is this
difference that is at issue, he pointed out. The plaintiffs are
asking the FERC to decrease the $5.20 inter-state rate. Because
of how the State calculates the price it charges Flint Hlls for
the State's RIK, he continued, the conpany deducts that $5.20

fromthe price. |If the FERC orders a new change to the tariffs
that have been suspended during this litigation, a retroactive
contract provision will allow the State to collect the $3.24

difference fromFlint HIIs.
1:14: 44 PM

MR. BANKS, responding to a further question, stated that it is
the pipeline that charges the $5.20 for the service of noving
the oil from the North Slope to Val dez. After the oil |eaves
Val dez there are additional tanker charges. He expl ai ned that
oil is valued at Punp Station 1 using a "net-back calculation."
This calculation begins with the market price where the oil is
sold on the Wst Coast, called the ANS Spot Price. Deduct ed
from the market price is the cost of tankers or a |location
differential — one or the other — then there is a deduction for
the tariff, as well as adjustnments for quality.

MR. BANKS, referring to page 8 of his witten presentation, then
di scussed the six sections conprising the Division of Gl & Gas

Resource Eval uati on, Leasi ng/ Perm tting, Unit/ Tech Support,
Royalty Accounting, Audit Section, and Comercial Section. He
outlined the duties of the various sections which include:
devel opi ng concepts about prospects and exploration, nonitoring
devel opnent proposals received fromthe oil industry, nonitoring
and adm nistrating |eases, conducting |ease sales, nmaintaining
the |legal docunentation of |eases, <calculating royalty and
determining whether the state should take RIK or RV, and
ensuring that the environnental and other |ease obligations are
bei ng met by the industry.

1:18: 15 PM

REPRESENTATI VE EDGVON i nqui red whether the division's duties are
easier since the Ofice of Habitat Mnagenent & Permtting
(OHW) was noved from the Al aska Departnent of Fish & Gane
(ADF&G) to the DNR

MR. BANKS stated that there is now better access to the OHW
He said one aspect that is different is that the roles between
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his division and the OHW seem nore balanced and this has
reduced the tension that existed before.

MR. BANKS then directed attention to the summries of the
di vision's 2006 achi evenents and activities as outlined on pages
9-14 of his witten presentation and to pages 32-37, which
summarize North Slope and Cook Inlet oil and gas devel opnent
activities. These sunmaries, he explained, can be wused to
better interpret the features of the two maps included in
committee packets.

1:20: 45 PM

REPRESENTATI VE SEATON requested the definition of the term "PA"
as used on page 11.

MR. BANKS began by explaining that a "unit" is an aggregation of

| eases over a prospect. Aggregating the |eases provides
efficient and economc production of +the state's oil, and
reduces the environnmental inpact because only one set of
facilities is built over a field instead of many. The

correlative rights of the lease owners within a unit nust be
protected when oil devel opnents occur. At the initial formation
of a unit, he continued, the size of the "tank," so-to-speak, is

not quite known. As exploration occurs, an opinion can be
formed about how big that tank is, and a participating area, PA,
is then forned. Production from that PA is allocated to the
various owners, including the state as a royalty owner. He
expl ai ned that eventually the know edge about a PA is refined
and the unit will shrink to the size of that PA The acreage

remai ning outside of the PA is then released for attracting new
entrants.

1: 22: 50 PM

REPRESENTATI VE SEATON inquired what the distinction is when
there are four PAs |ocated within one unit.

MR. BANKS explained that a unit can contain nore than one PA,
depending on the zones that wells are producing from A PA is
defined by the pool of hydrocarbons. There could be a PA at one
depth and another PA at a different depth. Defining a PA he
continued, determ nes what share of production each |ease owner
will receive fromthat PA. A PA manages the correlative rights
of the various participants in the unit. For exanple, depending
on the various |ease ownerships on the surface, Conpany A m ght
get 60 percent of the production from a particular PA and
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Conmpany B might only get 20 percent. In other words, a unit is
a surface area designation and a PAis a reservoir designation.

1:24: 41 PM

REPRESENTATI VE GUTTENBERG surm sed that the definitions are for
the horizontal surface as well as for the vertical depth of the
different fields; therefore, facilities located right next to
each other can represent very different entities. He then
ment i oned t he previ ous adm nistration's pr oposed Lease
Monitoring and Engineering Integrity Coordinator's Ofice
(LMEICO) to be established within the DNR, and asked what role
the Division of Gl & Gas would be playing in the LVMEI CO and the
addressing of regul atory gaps.

MR. BANKS stated that wunder the LMEICO I|iaisons from the
Department of  Environnental Conservation (DEC), the Joint
Pipeline Ofice, and other state and federal agencies would be
physically located in one place. However, he said, the Division
of Ol & Gas is suggesting that Governor Palin instead consider
using a proposed Petroleum Systens Integrity Ofice (PSIO,
described on page 20 of his witten presentation, as an
alternative. Rat her than establishing a separate coordinator's
office, liaison people would be identified within each of the
departnments and arrangenents would be nade for conplete
comuni cati on anong those agencies. The liaisons first task
woul d be identifying regulatory gaps and naking sure those gaps
are filled. The PSIO would reside within the Division of Gl &
Gas because the pipeline facilities are within the units nanaged
by the division and the wunit agreenents give the DNR the
authority to manage and inspect facilities so that production
occurs safely and conti nuously.

REPRESENTATI VE  GUTTENBERG responded that it m ght t ake
| egislative oversight [of the PSIQ to nake sure that that
happens.

1: 29: 31 PM

MR. BANKS then directed attention to pages 32-33 of his
presentation and to the two maps showing North Slope and Cook
Inlet oil and gas activities for 2006-2007. He noted that the
bold, black lines delineate the wunits and the callout boxes
describe the activities underway within the units. He reported
that exploration activities increased on the North Sl ope over
the past year and that new players are involved. He also
reported that the division just approved three new units shown
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on the Cook Inlet map — the North Alexander Unit in the
Mat anuska- Susi tna (Mat-Su) Borough area and the offshore Corsair
and Kitchen units. Not illustrated on the maps, he continued

are conpanies working in the National Petroleum Reserve-Al aska
(NPR-A) such as ConocoPhillips Alaska, Inc. and FEX, L.P., a
conpany new to Al aska.

1: 33: 49 PM

CO CHAI R JOHNSON asked whether permts have been issued for al
of the |eases awarded in the Cook Inlet over the past severa
years.

MR. BANKS said the answer is, "No," because the leases for 71
Cook Inlet tracts sold in May 2006 have not yet been issued.
However, he stressed, that is not an abnormal length of tine
because a | ot of survey work must be conducted after a lease is
awarded. He said he believes that | eases from a couple of years

ago which experienced delays have all been issued. HE further
explained that the tineline between purchasing a |ease and
taki ng possession for drilling is nmuch less than two years.

Title work is done by the Division of Mning, Land and Water, he
continued, and an additional title person was hired to help with
a backlog in the workload. Unlike earlier years, title work is
now done after |eases are purchased, rather than before, so that

time is not wasted on surveying unsold | eases. Furt hernmore, he
said, the division offers |eases throughout the whole area of
the Cook Inlet each year. This provides industry wth

predi ctabl e and nmnageabl e access to the oil and gas lands in
the Cook Inlet, he enphasized, and [offering |eases throughout
the whole area] also applies to the North Sl ope, the Beaufort
Sea, and now the Bristol Bay region.

1: 37: 25 PM

REPRESENTATI VE GUTTENBERG asked if the attitude of the oil and
gas industry has changed with the el ection of a new governor who
is seeking changes to the previous proposed gas pipeline
contract.

MR. BANKS said he is being told by exploration conpanies that
they are targeting gas on the North Slope, not just oil. Al so,
he pointed out, there is an expectation on the part of new
pl ayers that this pipeline is going to be built by the tinme they
are ready to participate.

1: 38: 54 PM
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REPRESENTATI VE GUTTENBERG requested an expansion on activities
happeni ng in the Nenana Basi n.

MR. BANKS reported that there is an exploration |license over the
area and that some seismc wrk has been conpleted in
conformance to the work conmtnents. However, plans for
drilling a well are currently on hold, he said, because the
Nenana Basin geology is very conplicated and there is sone
uncertainty as to whether a drilling programthere will yield an
econom c source of gas for local wuse in Fairbanks or for
delivery to sone kind of a pipeline. M. Banks further reported
that the division's approval for putting the Nenana drilling on
hold was not needed because a well was not part of the work
conmitnent for the |icense. Evaluation of the seismc
information is being conpleted, he continued, and questions
remain as to whether an exploration well is the |ogical next
st ep. He offered to send nenbers a nore conplete sunmmry of
activities in the Nenana Basin.

1: 44: 19 PM

MR. BANKS, in response to a question, relayed that the public
school trust fund receives one-half of 1 percent of the
royalties and is not a |arge fund. He offered to research the
topic and provide nore information to nmenbers.

1: 45: 15 PM

CO- CHAI R GATTO requested clarification regarding the School Fund
footnote on page 5 which states, "lIncludes Federally shared
rentals + royalties".

MR. BANKS explained that Al aska receives "about 27 percent" of
the royalties from federal |ands |ocated between three mles and
six mles on the outer continental shelf (OCS). The federal
government is obliged to share these particular revenues wth
coastal states wunder provisions of [Section 8(g)(2)] of the
Quter Continental Shelf Lands Act. An exanple, he said, is the
royalty collected by the federal government on its leases in the
North Star Unit on the North Sl ope. Anot her exanple is the
royalty received under provisions of the Mneral Leasing Act
where the state receives 90 percent of the royalties from
production on federal lands in the Cook Inlet. Beyond the six
mles, all of the royalties belong to the federal governnent.

1:46: 54 PM
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REPRESENTATI VE GUTTENBERG inquired whether the percentage of
royalty revenues paid under the Quter Continental Shelf Lands
Act is the same for each state.

MR. BANKS said he thinks the [Section 8(g)(2)] revenues apply to
all coastal states equally, a [27 percent] share of the
royal ties. Coastal states have tried through Congress to
acquire a greater share of the OCS revenues, he comented, but
to his know edge those requests were deni ed because non-coasta
states do not want their federal revenues clipped by a coasta
state. He confirmed that the aforenentioned revenues go into a
pool that is then divided anobngst the coastal states.

1:48: 35 PM

REPRESENTATI VE SEATON pointed out that in the I|ast Congress
there was a bill in which the five southern states succeeded in
getting 70 percent of those off-shore royalties and Al aska was
cut out. He said he and others opposed the Bristol Bay |eases
because that same royalty distribution would have been applied
to those | eases.

MR. BANKS said he will get back to the conmttee on this issue,
but offered his belief that there are no current |eases in
Bristol Bay on the CCS.

1:49: 47 PM

REPRESENTATI VE EDGMON asked if the division plays any policy-
making role in the OCS process in addition to any informationa
rol es.

VR. BANKS replied that the division responds to the
envi ronmental and | ease processes conducted by the U S. Mnerals
Managenent Service on the OCS by providing coments for the
governor's signature.

1:51: 00 PM
REPRESENTATI VE GUTTENBERG i nquired whether the magnetic mapping
process done by the Division of Geol ogical & Geophysical Surveys

whil e | ooking for gold could al so be useful in |looking for oil.

MR. BANKS responded that magnetic surveys are indeed used for
sone of the initial exploration play for oil and gas.
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1: 53: 38 PM

REPRESENTATI VE SEATON requested further information regarding
the issues listed on page 15 of the witten presentation.

MR. BANKS explained that on the issue of the Point Thonmson Unit
the | essees asked for a reconsideration of the DNR s Novenber

2006 decision nmade by then-Conm ssioner Menge. In Decenber
2006, the [acting] comm ssioner, Marty Rutherford, affirnmed the
first decision. M. Banks said the |essees sued the state on

the issue of termnation of the unit and there is currently a
notion to consolidate the appeals into a single case.

MR. BANKS next referred to the issue of the North Sl ope Natura
Gas Pipeline. He said the gasline team led by Acting
Comm ssioner Rutherford 1is proceeding and there has been
di scussion wth applicants and experts regarding how the
[ proposed] Alaska Gasline |Inducenent Act (AdA) should be
witten. The legislature will help determine what the state
wants out of the gas pipeline as it considers the AG A, he said,
unlike the process of witing the Alaska Stranded Gas
Devel opnent Act which sinply offered a <contract to the
| egi slature without its invol venent.

1: 58: 52 PM

MR. BANKS then discussed the issue of New Unit Initiatives in
Cook Inlet. Suppl y-and-demand is obviously going to be an
extrenely inmportant issue for the Cook Inlet, he enphasized.
This is highlighted by "ConocoPhillips" and " Marat hon"
announcing that they would like to extend their federal export
license to continue shipping liquefied natural gas (LNG to
Japan t hrough 2011.

2:00: 03 PM

CO CHAI R GATTO asked if exploration in Cook Inlet is for gas and
oi | and whether new wel|ls have been producti ve.

MR. BANKS stated that recent exploration in the Cook Inlet has
been for gas. Mre than 300 exploration wells have been drilled
in the Cook Inlet over the past 50 years. During the |ast seven
years, he said, 30 wells were drilled and many of those were

targeting gas. The market appears to be opening up and
changing, he explained, and new players are interested 1in
partici pating. There are new reserves as a result of that

exploration. Many of the wells were drilled into existing known
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prospects and devel opnent on those is still pending. There have
been a few dry hol es too, he said.

2:01:48 PM

REPRESENTATI VE SEATON offered his understanding that sone tine
ago the RCA had approved higher gas prices on the assunption
that higher prices would stinulate devel opnment and exploration
for nore gas. He said he further understood that the RCA
recently denied another proposed price increase because it
determ ned that the gas conpanies had kept the profits and not
expanded expl oration. Are "we" left with a cheap price in the
Cook Inlet that is not going to expand the exploration fields,
he i nquired.

MR. BANKS explained his belief was that the RCA' s objection was
to the price mechanism used in the contract being offered by
ENSTAR Natural Gas Conpany ("ENSTAR') and "Marathon." The
contract used the Louisiana Henry Hub price indices, which the
RCA felt to be a market indicator unrelated to the real cost of
providing gas in the Cook Inlet. However, he said, he did not
think the RCA categorically stated that the [Henry Hub] price is
too high, but rather that a better market price indicator m ght
be one used closer to the wellhead in the Lower 48 and would
still be higher than the prices seen in historical contracts in
the Cook Inlet. He stated that, in his opinion, the
"Unocal / ENSTAR' contract approved sone years ago by the RCA did
generate increased exploration activity in Al aska.

2:07: 01 PM

MR. BANKS responded to further questions by pointing out that
ENSTAR is reporting it wll have a gap in its supply
requi renents beginning in 2009; ENSTAR will have to find sellers
in the marketplace that can fill that gap, he said, and it wll
likely be at historical prices. He said a Division of G| & Gas
econoni st describes the market as a "tightened bal ance" — there

is only so nmuch gas that can be consuned in the Cook Inlet
because it is isolated from any other destination. As a result,
he continued, once that demand is satisfied it is hard to put
any nore gas in at any price. M. Banks stressed that there are
significant resources [in Al aska] "where a nmarket needs to be
cracked open so that we can see an increase in reserves instead
of what | ooks |ike a precipitous drop in reserves."”

2:09: 07 PM
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CO CHAI R GATTO di scussed that many people feel the exportation
of LNG from the N kiski plant should be stopped and the gas

instead saved for wuse in Southcentral Al aska. However, the
dermand for gas in Cook Inlet is three times higher in the wnter
than in the summer, he explained. Rat her than storing gas to

meet the wi nter demand, the LNG exports are sinply reduced
during the winter nonths so that enough gas is available for use
in Southcentral Al aska. The end result, he continued, is that
having LNG exports 1is good because it allows Southcentral
Al askans to have gas at a decent price. He asked whether it is
possible to run out of gas if exportation of LNG continues, or
is it that the gas is there and can be devel oped when the market
demand i s hi gh enough.

MR. BANKS responded that there is a "chicken and egg" problem
The division's estimtes show there is another eight years of
known reserves in currently devel oped fields. There is another
1.6 trillion cubic feet (TCF) of gas that could be explored for,
and this would add an additional eight years of supply. So yes,
he said, there is nore gas [in the Cook Inlet], but it is going
to be harder to find and nore expensive to develop. He went on
to explain that if, for exanple, a producer discovered a field
with 10 billion cubic feet (BCF) this anount would supply only a

small fraction of the ~current [Al askan] marketplace and,
therefore, the producer would likely find a position in the
mar ket pl ace. However, he said, if this same producer were to

di scover 100-200 BCF of gas, then that producer mght be |eft
standing in line waiting to devel op that resource. Sonehow, he
stressed, the market needs to accommpdate for |arge discoveries
and this is an issue that is being discussed in respect to an
export |icense extension.

2:12: 27 PM

MR. BANKS further pointed out that the N kiski LNG plant is the
only LNG exporter in the US. He confirnmed that Co-Chair
Gatto's portrayal of the seasonal swings in the narketplace
correctly describes what is at issue for ENSTAR and, to a |esser
extent, other electrical wutilities. What ENSTAR requires in a
contract is that kind of deliverability and this can be provided
for by developing the field with a Iot of conpression with a | ot
of wells, or by constructing and providing storage in spent
fields where gas is injected during the sumer and drawn out
during the winter, or by "backing out" supplies that go to the
Ni ki ski LNG pl ant .

2:14: 07 PM
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REPRESENTATI VE W LSON requested that M. Banks review page 31 of
his presentation entitled, "O1l and Gas Incentives".

MR. BANKS explained that this page is an inventory of the Kkinds
of incentives that can be offered either automatically or at the
request and application of a |esseel/producer. These incentives
figure into the economcs of an exploration prospect differently
based on whether they can be counted on or whether perm ssion
must be requested. A royalty reduction incentive would need to
be applied for. Expl oration Incentive Credits (EICs), on the
ot her hand, are offered with the |ease and mght be offered with
a very specific work commitnent. Addi tional incentives, he
cont i nued, are discovery royalties, Expl oration Incentive
Credits (EICs) through the Departnent of Revenue (DOR), and
production profits tax (PPT) credits for North Sl ope producers.
Hi s understanding, he said, is that at very high price |evels,
when the PPT is at its maximum the state nmay offer a tax credit
of up to 60-70 percent of the cost of drilling an exploration
well; however it remains to be seen whether this credit wll
affect exploration activity.

2:19:50 PM

REPRESENTATI VE GUTTENBERG referred to a recent article in The
New York Tines dealing with Gulf Coast oil and gas issues. The
article said that in the long term tax and other incentives for
production did not result in producing any nore oil and gas than
woul d have been produced otherw se. According to the article,
he said, incentives are generally reductions for things the oil
conpanies were going to do anyway and, therefore, end up being
enhancenents for corporate bottomlines. Referencing page 16 of
the witten presentation, he asked what the division is doing to
expand the nunber of explorers and producers on the North Sl ope.
He said he believes that facility access would open up nore
expl oration and create nore jobs in the state.

MR. BANKS agreed that facility access is extrenely inportant,
and that this applies to pipelines as well as machinery and

bui | di ngs. Also, he said, low inter- and intra-state tariffs
are inportant to a conpany that is looking to find and produce
oil, because the tariffs affect the anmbunt a conpany will get in

"net - back” value. The state offers land [for |ease] every year
on the North Slope on a predictable and area-wi de basis so
conpanies know they wll have predictable access to the
resour ce.
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MR. BANKS pointed out that the capacity and capability of
facilities on the North Slope were examned as part of a
di vision study done several years ago. He said the division is
currently playing the role of ensuring that incunbents are
playing fairly with newconers. Virtually all facilities on the
North Slope are running at or near capacity, he enphasized.
They are constrained either by water or gas handling, or by oil

in sone of the newer oil fields. Putting a newconer's oil into
an incunbent's facility cones at the cost of having to back out
sone of the oil being produced by the incunbent. However, he

continued, chances are that sone of the fluids a [newconer] is
requesting to bring to an incunbent's facility have a much
hi gher oil content than the fluids comng from the incunbent's
oi |l field. In this case, a [favorable] outcone mght result
because both parties will benefit fromnore efficient use of the
equi pnrent that is already there. M. Banks said he prefers to
see the conpanies reach their own solution to the problem of
facility access and, then, if this does not work the state could
becone nore pro-active and get invol ved.

2:24:51 PM

REPRESENTATI VE GUTTENBERG not ed that not everything on the North
Slope is regulated by either the FERC or the RCA and sone of
those gaps becone restrictions on trade. Werever there are
regul atory gaps the prices charged can be raised high enough to
keep others out. He asked if either the division or the RCA is
| ooki ng at cl osing such gaps.

MR. BANKS responded that the division will first be |ooking at
the issues of systens and integrity to determ ne where there are
regul atory gaps in inplenmenting a nonitoring program However,
he said, the question of facility access still needs to be
expl or ed. He pointed out that pipeline access is regulated by
the RCA and the FERC, and the boundary is typically the boundary
of the wunit. The Division of Ol & Gas, through its wunit
agreenents, has sone authority that could perhaps be exercised
for facility access upstream of the boundary of the unit. He
said that the division is looking into what needs to be done and
what the division can do in that regard.

2:27.44 PM
REPRESENTATI VE SEATON pointed out that the long-term issues for
slowng the decline in oil production and for facility access

apply also to gas. One of the biggest problens has been trying
to provide capacity for the mnor players, he said. He urged
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the Division of Ol & Gas to participate in future discussions
before the House Resources Standing Conmittee regarding the
technol ogy of converting gas to oil for injecting into the TAPS.
He said his wunderstanding is that this wuld extend the
pipeline's life to the year 2035 without further oi |
di scoveries, and that this would also give the state further
options to consider when discussing a gas pipeline.

MR. BANKS stated that he planned to be in on those discussions.
2:30:17 PM

CO CHAIR GATTO expressed his belief that converting gas to
liquid is a last resort, or at |least a backup plan, if the state
is unable to get a gasline.

2:31: 43 PM

REPRESENTATI VE GUTTENBERG offered his belief that noney is
supposedly being set aside for the dismantlenent, renoval, and
restoration of the TAPS, should it ever cone to that. He asked
if M. Banks knew where those funds are being held.

MR. BANKS responded that those funds "are on the balance sheet
of the owners of that pipeline.” He offered to research the
issue and provide the conmttee wth further information
regarding the current amount of those funds and where they are
| ocat ed.

2:34:31 PM

ADJ OQURNNMENT

There being no further business before the commttee, the House
Resources Standing Commttee neeting was adjourned at 2:34 PMs
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