M NUTES
SENATE FI NANCE COWM TTEE
April 27, 2007
1:37 p.m

CALL TO ORDER

Co-Chair Bert Stednman convened the neeting at approximately
1: 37:27 PM

PRESENT

Senator Bert Stedman, Co-Chair
Senat or Lyman Hof f man, Co- Chair
Senator Charlie Huggins, Vice Chair
Senat or Joe Thomas

Senat or Fred Dyson

Senat or Donny O son

Senator Kim Elton

Also Attending: JOHN  NORMAN, Chair, Alaska Q| & Gas
Conservati on Comm sSi on

Attending via Teleconference: From an Ofnet Location: CATHY
FCERSTER, Petrol eum Engi neering Conm ssioner, Alaska Gl & @Gas
Conservati on Comm ssi on

SUMVARY | NFORMATI ON

SB 104- NATURAL GAS PI PELI NE PRQIECT

The Conmittee heard testinony from the Alaska Ol & Gas
Conservation Conmmi ssion. The bill was held in Commttee.

#sb104

CS FOR SENATE BI LL NO. 104(JUD)

"An Act relating to the Alaska Gasline |Inducenent Act;
establishing the Alaska Gasline Inducenent Act matching
contribution fund; providing for an Alaska Gasline
| nducenent Act coordinator; nmaking conform ng anendnents;
and providing for an effective date."
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This was the ninth hearing for this bill in the Senate Finance
Conmittee.

Co- Chair Stedman inforned the Committee that John Nornan, Chair
of the State of Alaska Q1 and Gas Conservation Comr ssion
(ACGCC) woul d be updating the Conmttee on the gas offtake study
t he Conm ssion conducted. M. Norman would also address other
issues he deened inportant in regards to the Alaska Gasline
| nducenent Act (AG A).

1: 38: 07 PM

JOHN NORMAN, Chair, Alaska Ol & Gas Conservation Conm ssion,
communi cated that besides hinself, the Conm ssion included
Dani el Seanmbunt and Cathy Foerster, who served as the geol ogy
conmi Ssi oner and the petroleum engineering conm ssioner,
respectively.

M. Norman stated that the primary mssion of AOGCC, which is
one of the oldest regulatory agencies in the State, "is to
regul ate the exploration and production of oil and gas wthin
the State for the follow ng purposes: prevent waste, protect co-
relative rights which is a way of saying that all of the owners
of a resource have their fair chance to recover their portion of
it; work to ensure greater wultimte recovery of Alaska's
val uabl e hydrocarbon resources; and protect underground sources
of fresh water."

1:39: 22 PM

M. Norman characterized AOGCC as "an independent quasi-judicia
regul atory commssion.” He distributed a 19-page packet of
material [copy on file] which included a copy of his prepared
remarks as well as a copy of the non-confidential portion of the
February 28, 2007 Prudhoe Bay Mjor Gas Sales Study report
conpiled by AOGCC on gas offtake levels. OQher attachnments
i ncluded papers that would assist in understanding "the trade-
offs between production of oil verses gas in the different
reservoirs, one directed toward Prudhoe Bay, a second
specifically directed toward Point Thonson, and a third to the
North Sl ope generally."

1: 40: 25 PM

M. Norman read fromhis witten remarks as fol |l ows.
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This afternoon I'll discuss the AOGCC s role in North Slope
gas sales and give you a status report.

Most know edgeabl e Al askans know the significance of 35 TCF
of natural gas. However, very few people realize that
hundreds of mllions of barrels of oil and condensate could
be lost if gas offtake is not correctly nmanaged.

Ol is Alaska's bird in the hand and gas in our bird in the
bush. The AOGCC is responsible for setting the gas offtake
al l owables from the North Slope oil fields to ensure that
we do not harmour bird in the hand while aspiring to grasp
our bird in the bush.

In general, nmaintaining reservoir pressure enhances oi
recovery, but producing gas depletes reservoir pressure.
Therefore, gas reserves in nost fields are usually sold
only after nost of the oil has been produced. Until then
the gas that is produced with the oil is used to pronote
i ncreased liquid production in various ways.

For exanple, gas mght be reinjected into the reservoir to
provi de the energy needed to get the liquid hydrocarbons to
the surface, or the gas mght be used for enhanced oil
recovery operations.

Both of those are happening right now at Prudhoe Bay and
ot her North Sl ope fields.

Therefore, North Slope gas sales wll involve trade-offs
between oil and gas recovery. It's not practical to get
every drop of oil out of the ground before starting gas
sal es, and the AOGCC certainly does not take that position.
W just want to ensure that the trade-offs that inevitably
will occur, result in greater ultinmate recovery of both gas
and oil.

Prudhoe Bay has an existing gas offtake allowable. It is
2.7 BCF per day and was set in 1977.

The AODCC wusually waits for an application from the

operator to apply or nodify pool rules. However, in 2005 we
recogni zed that:
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(1) North Slope gas sal es di scussions were heating up,

(2) the 2.7 BCF per day gas offtake allowable for Prudhoe
Bay was set in 1977, about the tine the field began to
produce; and, although that offtake rate was based on the
best available information at the tinme, we now have 30
years and 11 billion barrels of production and production-
related data to help determ ne a better nunber

(3) nost of the publicly discussed pipeline options could
require nore than 2.7 BCF per day offtake from Prudhoe Bay

(4) performng the necessary studies to determne an
appropriate offtake could take a lot of tinme, and

(5) the AOGCC did NOT want to cause any project del ays.
1:45: 28 PM

M. Norman departed from his prepared remarks to enphasize that
AOGCC s "nornal process” would be to receive an application from
"sone owner or the operator"” requesting AOGCC to consider
changing the daily gas offtake level or other action. The
submttal of an application would typically trigger a process
that would include public hearings as opposed to AOGCC actively
taking action "ahead of the owners."” The concern that no such
application had been submtted by any owner, then or to date,
pronpted AOGCC to undertake the study on its own in anticipation
of activities pronpted by AG A

1:46:15 PM

Co-Chair Stedman interrupted to ask whether not having any
applications is sonething the State "should be concerned about™
or was there sufficient tine to do the required work "between
now and when we need to have gas for a gasline.”

1:46: 27 PM

M. Norman expressed that the three comm ssioners were concerned
about it. That concern pronpted them "on our own initiative, to
undertake the studies that we have done.”" He advised the
Commttee that there would be "one answer for Prudhoe Bay and
anot her for Point Thonson."
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M. Nornman assured the Conmmittee that the work conducted by the
Comm ssion has allowed AOGCC to be "well positioned now to nove
very quickly and be in a position to do proper rule naking on
Prudhoe Bay gas offtake". The situation in Point Thonson would
be addressed separately in his renmarks.

1: 47:14 PM

Senator O son asked regarding the nake-up of the Conm ssion,
specifically whether the demands placed on it mght require nore
than three comm ssioners.

1: 47: 43 PM

M. Norman divulged that the Comm ssion has discussed whether
its size affects its ability to properly "discharge our
responsibilities.” The determnation is that the size is "good."
The Commission's "staff is excellent” and issues are addressed.
He pointed out, however, that "the things that go wong, the
enforcenment actions, the investigations" do place a drain on the
Comm ssion's geol ogi sts, engi neers, and other resources.

1:48:22 PM
M. Norman returned to his prepared remarks.

To give us the nost current information, BP and the other
Prudhoe Bay working interest owners agreed to provide the
AOGCC staff and consultants access to their sinulators
including the underlying engineering, geol ogi c, and
geophysical information. They voluntarily set up a data
roomin BP's Anchorage offices, equipped with conputers and
software allowi ng review of the sinmulator results.

1:49: 29 PM
It is very inportant to note that the data and information
offered neet the standards of AS 31.05.035(d) and 20 AAC
25.537(b) governing confidentiality of information.
In sinple ternms, the data made available to us was not

something we were otherwise entitled to, it belonged solely
to the Prudhoe Bay working interest owners, we needed it to
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perform our study, and the only way for us to get access to
it would be to agree to keep it confidential.

The study began in January 2006, and ended in |ate 2006. BP
and its partners were helpful and provided us all that we
needed.

1: 50: 42 PM

This past February, we published a summary report, approved
by BP and its partners. The report is available on the
AOGCC websi te.

1:51: 01 PM

To that point, M. Norman directed the Cormittee to a copy of a
confidential summary nenorandum [copy on file], dated February
28, 2007, about the Prudhoe Bay Major Gas Sales Study that he
received from Jane WIIianmson, Senior Reservoir Engineer. [NOTE:
This menmorandum is nunbered page 8 in the packet of material
di stributed by the AOGCC. ]

As soon as we announced that we had conpleted our study
everyone wanted to know the nmagic nunber, but it's not that
easy.

M. Norman avowed, however, that the Comm ssion would be
"prepared, upon receipt of an application by an operator, to
nove very quickly to be able to update" the existing 2.7 billion
cubic feet (BCF) of gas per day offtake rate.

First, it's a multi-variable equation. The right offtake
volume will depend on when sales start, how aggressively
the oil has been produced in the neantinme, and what

mtigating steps are in place and planned. And second,
there are legal restrictions on what results of the study
we can share and how we share them

As soon as we have enough information to make a neani ngfu

determ nation, we wll hold public hearings and mneke as
much information available as is needed and legally all owed
to support the assigned offtake all owabl e.

1:52: 51 PM
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W intend to conplete our evaluations and make our final

rulings on gas offtake allowables for both Prudhoe Bay and

Poi nt Thonson well in tinme for the "open season"” process.
1:53: 28 PM

That said, here's what we can say:

(1) The later gas sales begin, the smaller the oil | osses.

(2) Dependi ng on the life  of t he Nort h Sl ope

infrastructure, delaying too long could result in decreased

gas recovery.

(3) The lower the offtake rate, the smaller the oil |osses.

(4) The nore the oil production is accelerated before gas

sales start, the smaller the oil |osses.
1:54:59 PM
(5) The nore that is done to mtigate the detrinental
effects of gas sales, the snaller the oil | osses.
(6) Ol loss is nore sensitive to the acceleration of oi

production and the mtigating steps than it is to start-up
timng or offtake rate.

By the tine we get a pipeline built, selling gas from
Prudhoe Bay will likely be okay at a higher offtake rate
than the current 2.7 BCF per day, provided BP and its
partners continue working: (1) to accelerate oil production
(for exanple: aggressive infield drilling and operational
vigilance to mnimze production interruptions) and (2) to
mtigate for gas |losses (gas cap water injection and using
CO2 for EOR, for exanple).

M. Norman comunicated that injecting water as opposed to
reinjecting gas is another proven "nethod of filling that
voidage and helping to nmaintain reservoir pressure." Another
mtigating nethod being tested is the injection of CO2, which is
a byproduct of gas that can be recycled and used to mtigate the
void resulting fromthe sale of gas and maintain oil production.
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W are confortable that, unless a substantial delay occurs
(which could nake our analysis stale and require additional
anal ytical work), we wll be adequately prepared to
determ ne the Prudhoe Bay gas offtake allowable when an
application cones before us.

1:56: 23 PM

M. Norman stated that the information AOGCC currently has woul d
allow them to be "well-positioned" for two to three years to
determ ne the appropriate Prudhoe Bay gas offtake level. The
study woul d require updating after that.

1: 56: 53 PM

M. Norman concluded his remarks on Prudhoe Bay by stating that
the AOGCC is at the nonent "positioned to nove fairly quickly"
when an application was submtted. He reiterated that the
recei pt of an application is "the triggering event that normally
woul d occur, and it would be our reference that the owner or
operator cone in and subnmt an application to us and say that
this is our desired offtake anount."

1: 57: 38 PM

Now | would like to talk about Point Thonson, where we
can't make such a confident statenent.

One year ago the AOGCC, Exxon, and its partners agreed upon
a simlar process for studying the allowable gas offtake
from Point Thonson. The AOGCC contracted reservoir
eval uation consultants to assist its technical staff in
perform ng the Point Thonmson study. Exxon and its partners
agreed to give AOGCC staff and consultants access to a data
room in Exxon's Houston offices. It was agreed that the
data room woul d include reservoir engineering, geologic and
simulation information and woul d be equi pped with conputers
and software allowing review of the sinmulator results. The
study was supposed to begin before Septenber 2006 and | ast
up to six nonths. Exxon and its partners indicated that
they planned to apply to the Commssion in late 2006 or
early 2007 for Pool Rules and a gas offtake allowable rate
for Point Thonson.

1: 59: 04 PM
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Unfortunately, we were not able to follow that tineline.
Exxon had delays in preparing the data room and
information. The process was finally slated to begin late
| ast year, about the sane tinme that Departnent of Natura
Resources found Exxon and its partners to be in default on
their |leases. W attended one neeting where Exxon presented
a small portion of the information we would need, but since
then the study has been on hold pending resolution of |egal
i ssues.

2:00:19 PM

Wthout a thorough study, it wll be difficult for the
AOGCC to have sufficient information to make a gas offtake
ruling on Point Thonmson. So that one remains a wild card -
in many ways.

2:01: 06 PM
M. Norman concluded his remarks on Poi nt Thonson and summari zed
AOGCC s position on both Prudhoe Bay and Point Thonson gas

reservoirs as foll ows.

So, in summary:

(1) There are hundreds of mllions of barrels of oil and
condensate at risk if Alaska doesn't nmnage gas sales
properly.
(2) The AOGCC is charged wth setting gas offtake
al lowables that will protect Alaska' s valuable hydrocarbon
resour ces.

(3) The AOGCC intends to performits function so that it
does not delay the project, i.e., before an open season.

(4) We've done the technical work to prepare us to address
Prudhoe Bay's offtake wi thout causing that del ay.

(5) There's still a lot to be done for Point Thonmson; so
del ay i s possible there.

M. Norman concluded his prepared testinony and advi sed that he
and Kathy Foerster, AOGBCC s petroleum engineering conm ssioner
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who was participating via teleconference, were available to
answer Comm ttee questions.

2:02:47 PM

Co-Chair Stednman asked the Commttee to first direct their
guestions to issues concerning Prudhoe Bay.

Co- Chair Stedman asked how nuch tinme would be required for AOGCC
to finalize its gas of ftake analysis and provide a
reconmmendation in order to "facilitate the gasline.”

2:03:11 PM

M. Norman stated that if the Comr ssion received an application
from an entity today, a determnation could be nmade within six
months. This would provide sufficient time for AOGCC to conduct
a technical review and neet |egal requirenents such as noticing
to the public. There were individuals and entities in the State
that had "strong feelings on what ought to happen wth the gas
and they have an opportunity and a right to be heard in a public
forum"

2:04:35 PM

Co- Chair Stedman understood therefore that noving forward on a
Prudhoe Bay application would not be problematic, even though no
application has been presented to date.

2:04: 47 PM

M. Norman affirmed that if an application was submtted to
AOGCC today, a six nonth time period wuld be realistic.
Comm ssion action, absent a request, could be likened to
"shooting in the dark™. This is because the AOGCC, as a quasi-
judicial agency, nust operate in a manner simlar to a court
Rat her than "dictating the pace of developnent,"” operators
submt an application to the Comm ssion which would specify
their needs. AOGCC would either approve or deny or approve wth
sone anendnents.

M. Norman also noted that the Comm ssion nust neet other
statutory requirenents. For instance AOGCC would conduct
hearings and inquiries if it finds that sone entity was
considering an activity that would result in waste.
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2:06: 23 PM

Co-Chair Stednman identified having "a successful binding open
season sooner than later" as being an area of concern in regards
to AG A Thus, the question is when nmust the Conm ssion provide
it's determination in order to accompbdate an open season in 36
nont hs.

2:06: 48 PM

M. Norman replied that, at a mninum an operator or owner
should submit their application to the Comm ssion six nonths
before the open season. In addition to knowing the applicant's
anticipated startup date, the Comm ssion nust know what offtake
rate the applicant was seeking to meke their project work.
O herw se, the Comm ssion woul d be guessi ng.

2:07:42 PM
M. Norman al so stressed that, even though the requested offtake

vol une would not be tapped for years, it is inportant that the
applicant consider what could be done "right now to accelerate

production to renove this tradeoff between oil and gas." The
applicant should also consider "what mtigation nmeasures could
be enployed to nake sure that, in producing gas, you don't waste
oil." These things woul d be addressed during the public forum

M. Norman reiterated that the study recently conducted by AOGCC
was an abnormal procedure, as their mssion is to regulate the
industry. Typically the process is triggered by the receipt of
an application as it would provide the Comm ssion "sonething
tangi ble and specific to act on". At this point in time, this
element is mssing in regards to either Prudhoe Bay or Point
Thonson.

2:08:50 PM

Co- Chair St ednan asked a ti meframe f or a Conmi ssi on
determ nati on on Point Thonson.

M . Nor man deferred to AOCCC s petrol eum engi neering
comi ssi oner, Kathy Foerster.

2:09: 10 PM
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KATHY FORESTER, Petrol eum Engi neering Conmm ssioner, AOGCC
testified via teleconference from an offnet [|ocation and
informed the Conmittee that a mninmum of 18 nonths would be
required for the Commission to nmake a Point Thonson
determ nati on. However, the process could not even begin unti
the Comm ssion received "access to sufficient Point Thonson
informati on owned by the Point Thonmson's owners."” The analysis
of that information, once received, would take "a m nimum of one
year". The Commission would then require an additional six
nonths in which to review the application.

2:10:13 PM

Senator Elton referred to M. Norman's testinony about the six
points the Commission was confortable saying [See Tine Stanp
1:53:28 PM. To that point, he recalled [unspecified] testinony
presented to the Committee the previous year "which suggested
that, at this point in tine, every well that is drilled that
hits only gas is like a dry hole" since there is no way to get
it to market. Therefore, he suggested that consideration should
be given to adding another point to the afore-referenced |ist,
that being "that the sooner we get a gas pipeline, the nore oi
we may produce and get into the oil pipeline.™

Senator Elton contended that nore oil would be available if nore
drilling was conducted as a result of having a gas pipeline.

2:11: 30 PM

M. Norman agreed that the ability to transport gas in addition
to oil would stinulate nore activity. He clarified however, that
the points he nade were speaking to the focus of the Conm ssion,
which was to ensure that oil would not be wasted in the effort
to harvest gas.

2:12: 06 PM

M. Norman re-enphasized that there was nore than two billion
barrels of recoverable oil remaining in Prudhoe Bay. "That is a
huge reservoir.” To put this in context, he noted that in
Decenber of 2006, there was a report of a huge discovery of oi
in the Gulf of Mexico. The report was referring to a one billion
barrel field.
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M. Norman pointed out that the two billion barrels of oil
remai ning in Prudhoe Bay would be the sixth biggest oil field
ever discovered in the United States, irrespective of the 11
billion barrels of oil that have already been produced in
Prudhoe Bay.

M. Norman stressed that the potential to produce that remaining
oil should not be reduced "in a rush to get gas going." The
Comm ssion believes that the effort should not be an "either -
or" scenario. The Conm ssion would strive to both accelerate the
effort and mtigate any effort that would be detrinental to the
recovery of oil in the endeavor to have gas available for sale
"when the operators are ready."

2:13:59 PM

Senator Elton asked whether the Comm ssion has contenplated
taki ng action against Exxon to recover some of the nobney spent
on such things as hiring a consultant to assist in the analyses
of the Point Thonson data, now that Exxon has decided agai nst
maki ng the data avail abl e.

Senator Elton also asked whether that decision was solely
Exxon's or whether it was influenced by others with an interest
in the field.

M. Norman stated that to date, the Commssion has not
"considered any recourse or recovery" of the approxinate
$200, 000 that has been expended. The Comm ssion has however,
witten a letter to Exxon seeking clarification on their
position. He was of the understanding that Exxon was considering
continuing the effort.

M. Norman disclosed that it would be AOSCC s desire "to
continue this informational exchange with Exxon while" the |ega
proceedings regarding the viability of their Ieases in Point
Thomson  "played out". AOGCC considered the two issues
"distinct". He was optimstic that the informational exchange
woul d occur.

2:16: 14 PM
Ms. Foester agreed with M. Norman. AOGCC would |ike Exxon to

reach a firm decision in regards to the informational exchange
bef ore AOGCC took any action that m ght "damage our relationship
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with Exxon". Since Exxon's position has changed repeatedly over
the past several nonths, the Conm ssion submitted a witten
request to them seeking "a formal decision”™ on their part. |If
t hey decided not to proceed, the Conm ssion could consider other
avenues. Wrrking with themat this point is in the best interest
of the Comm ssi on.

2:17: 19 PM

Senat or El t on asked M. Foest er whet her Exxon woul d
i ndependently make the decision or whether it would be made in
conjunction with the other parties involved in Point Thonson.

Ms. Foester stated that due to operating agreenments and other
"wor ki ng interest ownership" agreenments, all four of the owner
conpani es would be involved in making the decision. Wile the
operating agreenents would detail the specific paraneters, she
understood that two and perhaps three of the four primry owner
conpani es, BP, Exxon, Chevron, and ConocoPhillips, nust agree on
t he course of action.

2:18: 25 PM

Co-Chair Stednan asked M. Foester to discuss the operator
deci si on making process further as conflicting testinmony in this
regard has often been provided.

Ms. Foester stated that the confusion surrounding this issue is
of ten conmpounded by "agency speak"” in which an agency such as
AOGCC refers to the operator as the entity. A decision, however,
often requires other owners' agreenent. Oten tinmes, all nust
"agree or it doesn’'t happen.”

Ms. Foester stated that in the case of sharing the Prudhoe Bay

data, "if one of the mmjor owners had said no, then it could not
have happened.” That is typically the way things are in unit
operating agreenents as well as their acconpanying financial
agreenents. For exanple, if "Exxon wanted to drill a well at

Poi nt Thonmson and the other owners didn't agree then it m ght
not happen. "

Ms. Foester clarified that when AOGCC speaks about who's
drilling a well at Point Thomson, instead of saying it is being
drilled by Exxon, BP, ConocoPhillips, and Chevron, they sinply
say Exxon. Thus, a reference to the operator should be viewed in
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the sense that that entity is representing all of "the working
interest owners." She apologized for any msunderstanding this
m ght cause.

2:19: 39 PM

M. Norman agreed with Ms. Foester. The answer to how a deci sion
is made would lie within the unit operating agreenent. These
agreenents typically specify what percentage of approval would
be required "for certain things to occur.” Wile this
information was not readily available, a copy of the agreenent
was on file with the State of Al aska.

M . Norman stated that the situation could however Dbe
conplicated by regulations regarding what night be considered
proprietary information. This mght include such things as
anonymty or, in this case, whether there even is, in light of
the legal questions, a Point Thonson unit agreenment at this
point in tine.

2:21:09 PM

Co-Chair Stedman communicated that the Point Thonson unit
operating agreenent fills up 14 boxes.

2:21:16 PM

Senator Huggins asked for further information regarding the
"data room" specifically how access or non-access to it would
affect the tine frame and cost of the analysis.

2:21:52 PM

M. Norman stated that if AOGCC conducted its own study w thout
access to the data, the cost in terns of time and devel oping
information, "would be significant." The operators have a |ong
in-depth history of information about these reservoirs. AOGCC
does not. Rather than provide a broad estimte of the expense
t oday, AOGCC could provide nore accurate costs at a |later date.
It was likely that it would cost AOGCC nmillions of dollars to
devel op the type of information possessed by the operators.

M. Norman advised that the effort mght also create conflict as

some of the required information was proprietary and | egal
action would be required to access it. That also would
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“"translate into tine." The cooperative effort that occurred at
Prudhoe Bay worked wel | .

M. Norman noted that even though AOGCC conducted a thorough
review of the information provided by operators about Prudhoe
Bay, having that information saved a significant amount of tine.

2:24: 38 PM

Senator Huggins asked how long the Point Thonson eval uation
woul d take if AOGCC had access to a data room

M. Norman deferred to Ms. Foester as she was the conmm ssioner
desi gnat ed to participate in t hat effort. The ot her
conmi ssioners would receive their information in the sane nanner
t he public woul d.

2:25:24 PM

Ms. Forester remarked that the Prudhoe Bay analysis took
approximately one year to conplete. AOGCC received access to the
data in January 2006 and published a report in February 2007.
The expectation is that an analysis of Point Thonson woul d take
12 to 18 nonths to conplete as, in addition to the nultitude of
issues reviewed at Prudhoe Bay, Point Thonson had numnerous
"geol ogi cal and geophysical questions of great conplexity" that
nmust be addressed.

2:26:21 PM

Senat or Huggi ns conmuni cated the understanding that the State
has lagged behind in its ability to keep current on operator
agreenents. He asked AOGCC for an update in that regard.

2:26:53 PM

M. Norman expl ained that an "operating agreenent is a compani on
agreenent with the unit agreenment.” The wunit agreenent is a
negoti ated agreenent which "describes physical boundaries” and
the | eases conmitted to that unit. "The whole idea is to allow a
general area to be developed in an orderly fashion" rather than
havi ng i ndividual operations occurring randomy. In other words,
the goal is to create a unit that would enconpass the subsurface
reservoir boundary, which, "deep beneath the earth doesn't
respect the section lines and townships", and then approach its
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devel opnent "in the nost orderly way with each owner recovering
its own share.™

M. Norman stated that once a unit agreenent is devel oped, an
operating agreenent for that area would be formed. In the case
of Prudhoe Bay, three parties, ConocoPhillips, BP, and Exxon,
formed a group and drew up an operating agreenent. One of the
first things addressed in that agreenent was to designate who
woul d be the operating partner.

M. Norman comunicated that a nultitude of details would be
addressed in an operating agreenent. For instance, it would
specify the course of action that would be taken if the operator
resigned; how to replace an operator; and the level of authority
t he operator would have in regards to maki ng expenditures.

M. Norman stated that attached to an operating agreenment is a
financial schedule which specifies how the accounting would
occur. This would include such things as how nuch the operator
could charge the others for operating overhead expenses and
ot her expenditures.

M. Norman remarked that an operating agreenment would also
specify such things as how the operator wuld notify the
partners when wells are drilled. In sone cases, when a new well
is drilled, the partners choose whether or not to participate on
it. BEven if they initially choose not to participate, they could
opt in later. They would however be subject to a penalty in
recognition of the fact that other partners had taken the risk.

M. Norman infornmed the Committee that over tinme, the origina

operating agreenent is typically anmended nunerous tines; new
conpanies mght enter into the agreenent and sone of the
original conpanies mght |eave. This creates "layers of first
anended, tenth anended operating agreenents and sonetines it can
be a fairly difficult chore to work back through all of those
| ayers. "

M. Norman was unfamliar with a specific situation which m ght
have pronpted Senator Huggins' question. However, the scenario
he described is typical of nmany operating agreenents.

2:30: 07 PM
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Senator Dyson inquired to the volume of gas currently used for
fuel or injection in Prudhoe Bay.

Ms. Foester responded that approximately half of a BFC is
currently used on site. Thus, two of the current daily 2.7 BCF
of ftake al |l owabl e woul d be avail able for sale.

2: 30: 57 PM

Senator Dyson asked Ms. Foester to specul ate, based on advances
in technology and other information gleaned since the 2.7 BCF
of ftake allowable was specified, as to whether the level of a
revi sed of ftake al |l owabl e woul d be hi gher or |lower than 2.7 BCF

2:31:30 PM

Ms. Foester could not speculate as a nultitude of variables are
i nvol ved. These would include such things as how nmuch oil had
been renmoved and what mtigating neasures had been put in place
to replace gas as a reservoir injector. "If they've done an
aggressive job of infield developnent drilling, and if they
haven’t had substantial shutdowns to slow things down and go in
the opposite direction of accelerating the production, and if
they have a good plan in place for replacing that gas wth
sonmething else, then ny expectation is" that the offtake
al | owabl e woul d be higher than the current 2.7 BCF anount.

Ms. Foester acknowl edged that the inability of the AOGCC to
provide a solid answer is frustrating to many.

2:32: 43 PM

Ms. Foester echoed remarks made by M. Norman in a separate
hearing in which he likened figuring out the allowable offtake
level to the Legislature's attenpt to provide a State budget
anmount for FY 2009. It would be inpossible to do at the nonent
because of the nultitude of factors that could "happen between
now and then that are going to inpact that nunber."”

Senat or Dyson acknow edged.

Senat or Dyson asked whether there were areas in which wells are
shut in because the gas/oil ratio (GOR) is out of alignment.
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Ms. Foester replied in the affirmative. There are nmany shut in
and cycle wells. Sonme wells maintain a low GOR and produce
constantly. There are wells wth high GORs that have been shut
in for a nunber of years. Cycle wells are those whose GOR | evel s
fluctuate and thereby dictate its operation.

Senator Dyson asked whether there is "a pattern” to the wells
havi ng hi gh GORs.

Ms. Foester clarified that her expertise in the Prudhoe Bay
field was being tested by Senator Dyson's questions. In general
“further out in the oil rim there's probably lower GOR and
closer in to the gas cap areas of the field would be the higher
GOR wel I's. ™

Senator Dyson asked whether there are wells to which a process
referred to as channeling occurs. In these cases, the reservoir
has been negatively affected by high pressure gas being blown
through to the well bore.

Ms. Foester would investigate this and provide an answer at a
later tine.

In response to a question from Senator Dyson, M. Foester stated
that the average level of CO2 in the gas is approximtely ten or
11 percent.

2:35:16 PM

Senator Dyson asked regarding "the optima way of handling the
gas liquids" at this point, irrespective of the fact that there
is currently no way to transport them

Ms. Foester detailed how gas is currently utilized on the North
Slope. There is a wuse "or nmarket" for it; specifically as
reinjecting gas into reservoirs is a significant part of
"enhanced oil recovery operations".

2:36: 32 PM
Senator Elton revisited the situation at Point Thonson and the
fact that AOGCC has invested approximtely $200,000 into the

eval uati on process. The question is whether AOGCC had identified
a specific tineline in which to work out things with Exxon in
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consideration of such things as an obligation to pay the
consul tant contracted by AOGCC to assist in the eval uation.

Senator Elton also inquired to the nature of the agreement with
t he | ease hol ders at Point Thonson.

2:38:16 PM

M. Norman disclosed that the evaluation contract was with "a
very well-known national engineering firm that has expertise
with this particular type of reservoir.”™ The contract is on a
fee for service basis, and therefore AOGCC is not being charged
unl ess services are requested.

M. Norman stated that the information resulting from AOGCC s
investnments to date is being used "as efficiently as possible".
An accurate anount expended to date on the Point Thonson study
woul d be provi ded.

M. Norman next discussed the agreenent the Conm ssion has with
the |ease holders at Point Thonmson. It is a formal agreenent
called a Statenment of Principles that was based on the Statenent
of Principles agreenent AOGCC developed with the Prudhoe Bay
owners. There are not "any real substantive differences" between
the two with the exception of a few changes requested by the
Poi nt Thonpson | ease holders during the negotiation process. A
confidentiality agreenment was attached to the Statenent of
Princi pl es. He would verify his understanding that t he
agreenents were public docunents. Copies would be provided to
the Conmttee if they were.

M. Norman characterized the agreenent to be a "tight
arrangenment” as opposed to a contract.

2:40: 30 PM

M. Norman expressed that the Comm ssion has two paths of action
to choose from when in regards to accessing field data. One was
to use Commssion's "subpoena powers and to try to force
information to be forthcomng". The other was to get the
operators to "cooperate with us.” The |atter had been the chosen
in regards to Prudhoe Bay. Because of its success, that sane
path of action was advanced with the Point Thonson operators.
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M. Norman reiterated that copies of the Statenent of Principles
agreenents for both the Prudhoe Bay and Point Thonson reservoirs
woul d be provided unless that action was prohibited for sone
| egal reason.

2:41: 32 PM

Co-Chair Stedman directed that the material be provided to his
office for distribution.

2:41: 40 PM

Senator Elton clarified his inquiry. Rather than needing a copy
of the agreenents with the |ease holders, he was wlling to
accept a short analysis from the Comm ssion as to whether one
party coul d abrogate the agreenent

Senator Elton also desired to know how |ong the Conm ssion was
willing to wait to hear a decision from Exxon about the data
before alternate action m ght be taken.

Co- Chair Stednman asked whether the requested information could
be provided before the May 16 Legislative adjournnent date, in
light of the volumes of paperwork associated with the agreenent.

2:42:40 PM

M. Norman assured the Commttee that the answer to whether one
party could abrogate the agreenent would be provided. He
understood that the agreenent could be termnated. If the |evel
of cooperation failed to neet expectations, the Comm ssion would
i npl enent a | egal course of action.

M. Norman would endeavor to provide as specific an answer as
possi ble to Senator Elton's questions.

2:43: 20 PM
Senator Thomas asked for a prelimnary analysis of how
aggressively the producers were furthering oil production and

i npl enenting mtigating factors.

2:44:06 PM
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M. Norman stated that operators were actively pursuing these
goals, however, "the thing that has been disappointing to the
Comm ssion and disappointing to all Alaskans are sone of the
interruptions of production which is a slightly different way of
tal ki ng about accel eration.™

M. Norman contended that even though production mght stop or a
field mght be shut in for a while, "hopefully eventually you
recover that oil". However, recovery of that production is "at
the tail end years later, and by that tinme, the trade-off
becomes nore acute between oil and gas because hopefully by that
time, you're close to having a pipeline and najor gas offtake."
The aging infrastructure on the North Slope as an inportant
i ssue; adequate mmintenance would assist in preventing
production interruptions.

2:45: 03 PM

M. Norman stated that AOGCC believes, however, that "the
operators are doing all they can to recover oil and certainly
it's in their financial interest to do so." The Division of GOl
and Gas is also nonitoring this.

M. Norman stated that the Commi ssion would ask the applicant
what nore could they do "to accelerate production, and what nore
could they do "to avoid interruptions of production.”

Senator Thomas asked whether the experiences to date m ght
pronpt the Commission to include language in |eases allow ng
them to assess data that was reservoir rather than proprietary
related. This would renmove AOGCC s reliance on having a conpany
provi de information voluntarily or having to subpoena it.

2:46: 57 PM

M. Norman viewed the situation differently. The key to having
access to reservoir data is to "secure the | eases.”

M. Norman specified that AOGCC s jurisdiction runs statew de.
The Legislature granted them the authority to police State,
Al aska Mental Health, federal and Native lands. It has the tools
to get the information they need to conduct an anal ysis.

M . Nor man  cont ended, however , that "the pathway of a
cooperative effort in our opinion got wus there faster."
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Unfortunately the legal "conplication" at Point Thonson has been
di sruptive to the receipt of the data, "but if we need to fal
back on stronger nethods, we have subpoena power. W have the
ability to convene hearings if waste is inmnent and we have the
nmet hods that we could enploy to get at this information although
that is a nore conplicated way to do it."

There being no further questions, Co-Chair Stedman thanked M.
Norman and Ms. Foester for their testinony.

The bill was HELD in Committee.
#

Co- Chair Stednman conducted housekeeping of the follow ng day's
nmeeti ng.

ADJ OURNIVENT

Co- Chair Bert Stedman adjourned the neeting at 2:49:56 PM

SFC- 07 (23) 04/ 27/ 07



