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ACTI ON NARRATI VE

CHAIR HOLLIS FRENCH called the Senate Judiciary Standing
Commttee neeting to order at 3:34:50 PM Present at the call to
order were Senator Huggins, Senator W el echowski , Senat or
Therriault, and Chair French.

SB 104- NATURAL GAS PI PELI NE PRQJECT

3:35:23 PM
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CHAI R FRENCH announced the consideration of SB 104, including a
presentation fromthe Alaska G| and Gas Conservation Conmm ssion
on gas offtake and a briefing fromthe Departnent of Law on the
Pt. Thonson litigation.

CATHY FOERSTER, Engineering Conm ssioner, Alaska Ol and Gas
Conservation Conmm ssion (AOGCC), explained that the comm ssion’s
role in North Slope gas sales is to ensure that sales do not
result in hydrocarbon waste. To that end AOGCC determ nes the
allowabl e gas offtake rates for North Slope fields, but nost
notably from Prudhoe Bay and Pt. Thonson.

3:37:46 PM Senator McQuire arrived.

Al though it is quite well known that 35 tcf of gas have been
di scovered at Prudhoe Bay and Pt. Thonson, she said, it is |less
well known that hundreds of mllions of barrels of oil and
condensate could be lost if the gas offtake is not nanaged
correctly. In fact one or tw alpine fields are at risk, and
AOGCC is working to ensure that they do not get lost in the
shuffle. Describing oil as a bird in the hand and gas a bird in
t he bush, she said AOGCC is working to ensure that the forner is
not harned while attenpting to get at the latter.

M5. FCERSTER said that, as a general rule, maintaining reservoir

pressure increases oil recovery, but producing gas depletes
reservoir pressure so gas reserves in nost fields are typically
sold only after the liquid hydrocarbon reserves have been
depleted. Until then the gas that is produced is used to

increase liquid production in a nunber of different ways. One
way is to reinject the gas into the reservoir to provide the
needed energy to get the liquid hydrocarbons to the surface.
Another way the gas may be used is to enhance oil recovery
operations. North Slope gas is being used both those ways right
now, so the charge that the gas is being held hostage sinply is
not correct. “They are using our gas to get nore oil and the gas

will still be there when we’re ready to produce it.”
M5. FOERSTER said the North Slope gas sales project wll involve
some tradeoffs between o0il and gas recovery, and the two

docunents on establishing allowable gas offtake rates for
Prudhoe Bay and Pt. Thonmson explain the physics and engi neering
of the tradeoffs. She suggested that nenbers read both docunents
and contact her if they elicit any questions.

She said the normal process is for a gas field operator to apply
to AOGCC for pool rules. Those are specific rules stipulating
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how to develop a reservoir for maxinmum oil and gas recovery
Prudhoe Bay is currently operating under the original pool rules
that were established shortly after the field was discovered in
the early 1970s. The rules have been nodified a nunber of tines
to reflect necessary changes as nore was |earned about the field
in ternms of howit produces and how it should be nmanaged.

M5. FOCERSTER noted that AOGCC has not received an application
for pool rules for Pt. Thomson, but Pool Rule 9 for Prudhoe Bay
was established in 1977, and it set the allowable gas offtake at
2.7 bcf/day. She enphasized that since then 30 years have passed
and 11 billion barrels of oil have been produced, vyet the
Prudhoe Bay | easehol ders have not filed for a change in the gas
of ftake rate. There has been no need to file for an anendnent
because there is no gas pipeline. Nonetheless it is inportant
for two reasons, she said.

The first reason is that a great deal nore is known about how
the reservoir works and what mght be an appropriate gas
of ftake. Secondly, nost gas sales wunder public discussion—
including the producer’s proposal—wuld probably require an
increase in the allowable Prudhoe Bay gas offtake. “So it’'s
probably appropriate that that Rule 9 be rebooked,” she said
Normal |y AOGCC waits for the operator to make application before
initiating necessary studies to make a rul e change.

3:42: 33 PM

M5. FOERSTER said these studies can delay decisions, especially
in conplex reservoirs |like Prudhoe Bay. Pt. Thonson is conplex,
too, she said. “In the case of Prudhoe and Pt. Thomson, this
kind of delay could disrupt the tinetable for a potential
gasline project by getting us out of sync with an open season.”
No one wants that, she stated. The AOGCC needs to conplete its
evaluations and make its rulings for both of them before the
open season, so the approved gas offtake allowables wll be
known in time for the open season process that is required under
t he Federal Energy Regul at ory Conmi ssion (FERC)

M5. FOERSTER said the AOGCC has chosen to take a proactive
approach in one of two ways. It can arrange for consultants to
conduct independent reservoir studies or it can participate with
the operators in their studies. |If adequate cooperation fromthe
operators can be assunmed, that is the favored approach because
it has a lower cost to the state and takes less tinme to
conplete. Also, the studies wll include nore data and the best
reservoir evaluation tools will be used.
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3:45: 03 PM

M5. FOERSTER noted that in 2005 the comm ssion held hearings to
inquire whether the gas offtake rate from Prudhoe Bay should be
updat ed. The conmm ssion decided the offtake allowable nust now
be redeterm ned using the 30 years and 11 billion barrels worth
of reservoir description and performance information that is now
avai l able. As part of that hearing process, BP, its partners,
and the conm ssioners agreed on principles on which to perform
col | aborative studies. “So that was a very wonderful thing.” The
report of the inquiry and the resultant study principles that
cane of those hearings was issued by the AOGCC in Decenber of
2005. It is on the Internet, she noted.

3:46: 11 PM

CHAI R FRENCH asked where the AOGCC is now. “It sounds like even
though there’s been no formal application for a Rule 9
anendnent —+that’s the anmendnent that sets the allowable gas
of ftake for Prudhoe Bay—the AOGCC is noving ahead with a study
on that topic. Is that correct?”

M5. FOERSTER said yes; the study began in January 2006
CHAI R FRENCH asked what WO refers to.

CHAI R FCERSTER said it is the working interest owners—the three
producers: BP, ConocoPhillips, and ExxonMobil .

3:47.: 05 PM

MS. FCOERSTER continued. She said the AOGCC contracted reservoir
eval uation consultants to assist its technical staff in the
Prudhoe study. BP and partners agreed to provide access to their
simulators, including the underlying geologic and geophysical
information for their reservoir nodels. They voluntarily set up
a data room equipped with conputers and software to allow the
commssion to review their sinmulator results. The AOGCC
determ ned that the information given to it net the standards of
statutes and regulations. The information is entitled to be held
confidential during the study period. The study process began in
January of 2006 and was conpleted in late 2006. In February
2007, “our technical staff and consultant presented to the three
commi ssioners a summary report, which is in your information
packet and it is also available to the public on our website.”
Sonme other information is confidential and not in the packet.

CHAIR FRENCH surmsed the study 1is conplete and in the
commi ssioners’ hands but not released to public.
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M5. FOCERSTER said the details of the study have been described
to the commssioners, but those details are not publicly
avai l able. At sone future tine, prior to an open season, either
BP with its partners will submt an application to anmend the
Prudhoe gas offtake allowable, or the AOGCC wll call for a
hearing. In either case, there will be public hearings to review
t he devel opnment plans associated with the proposed gas sales. BP
and partners wll be required to submt, for the record,
reservoir studies that best reflect a reasonable range of
of ftake options and their effects. The AOGCC may request, by
subpoena or otherw se, any other pertinent information that has
been used in the study but is not included. dains of
confidentiality will be determ ned during hearings by the AOGCC
under the governing law at the tine. The AOGCC will require that
the public is confortable with the process.

CHAIR FRENCH summari zed: the study is conplete, it IS
confidential, and you are assunming that BP will request a Rule 9
amendnent in the future. Then there wll be public hearings

about the study.

M5. FCERSTER said that’'s correct. If the state feels the hearing
i s needed before BP does, we can always call that hearing on our
own, and our intent is to hold the hearing in tinme for BP to
include a new gas allowable offtake in an open season
det erm nation

CHAI R FRENCH asked why the AOGCC hasn’t asked for the hearing
and for a rule anendnent.

3:52:30 PM

M5. FOERSTER said the AOGCC doesn’'t want it to drag on too |ong
because the data gets old. But it shouldn’'t be done before it
knows when, how nuch, and what is going to be done in the
meantime. There is not a sinple answer with a single variable
equation. The anmbunt of gas we tell them that they can produce
is going to depend on when the production starts and what they
have done in the neantinme to get as nuch oil out of the ground
and to protect the oil that's still in the ground from being
lost. So, until BP has a plan for when the pipeline is conmng on
line, “we can't give them a nunber.”

SENATOR W ELECHOWBKI said nany studies assune a 48-inch pipe

and he asked if there is enough gas on the slope to acconmopdate
t hat size.
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M5. FCERSTER said it is possible that by the time the pipeline

is built, Prudhoe Bay gas could fill it. It is possible there
won’'t be enough to fill it. It is possible that Pt. Thonson
could fill the remainder. It is equally possible that either

there won’t be a determnation at Pt. Thomson or that AOGCC may
give a low gas offtake allowable. There is a lot of gas to be

di scovered, she said. “Wwen you go looking for oil, you find
gas,” but there has been no benefit in finding gas at this
poi nt .

SENATOR W ELECHOWSKI asked how many bcf/day are available for
of ftake on the North Slope that could be put in a gas pipeline.

M5. FOERSTER said the studies should tell us that.

SENATOR W ELECHOWBKI said, “W have no idea what the mninmm
nunber is?” That is a frightening proposition, he added.

M5. FCERSTER said, “Let ne assure you that by the tinme we have
an open season..i.f we continue to get cooperation from operators,
we have plenty of time to know the answer to that question
bef ore an open season.”

SENATOR W ELECHOWBKI said there are people who are going to be
submtting proposals within the next six nonths. They w Il need
to know what size of |line to propose.

MS. FCERSTER sai d she assunes they will need to do that.

3:56:16 PM
CHAI R FRENCH asked about Rule 9. “lIsn’t there a ruling right now
that you could take 2.7 bcf/day off Prudhoe?”

M5. FOERSTER said yes there is that allowable gas offtake at
Prudhoe Bay, but “if AOGCC felt any real threat that anyone was
going to take gas from Prudhoe Bay today, we woul d probably call
for a hearing to re-evaluate that allowable. And it’s possible
that we would take that allowable to zero, because of what |
said to you earlier about every bit of that gas being used right
now to get nore oil out of the ground—eil that [they] won't be
able to get if that gas is gone.”

CHAIR FRENCH noted that AOGCC did a study and have information
on this topic. He asked who has the informati on—+the governor?

M5. FCERSTER said not the governor, but only the AOGCC, its
consul tants, and the Prudhoe Bay worki ng-interest owners.
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CHAI R FRENCH asked if that is set in statute.

M5. FCOERSTER said they signed a confidentiality agreenment after
| ooking at the statutes and determning the information fell
within the requirenents for confidentiality. It is in the best
interest of the state to make that agreenent and to honor it,
“so that we can mintain the working relationship that is
allowing us to do the evaluations that we need to do.”

SENATOR W ELECHOWEKI said he's concerned that the information is
available to the producers but not to other explorers and
pi peline builders. He assunes those entities really need that
i nformation.

M5. FOERSTER said she signed a confidentiality agreenent and “I
can’t make that information public.” She said she is trying to
do her j ob.

3:59: 34 PM

CHAI R FRENCH said the commttee is just trying to figure out the
lay of the land. One comment he has heard frequently is: “My
goodness, we haven’t even gotten to the place where the
producers have asked for a change in this rule—this rule that we
know was set in 1977 and hasn’t been updated in a long tinme.” He
said even though they haven't asked for the change, he sees that
AOCCC at |east has fresh data on what an offtake rate could be
for Prudhoe Bay, but he shares the concern that the information
has only been shared with working interest owners.

M5. FOERSTER said, “Even though we have data, we don’t have a
nunber.” The anount of gas that will be allowed to be taken off
at Prudhoe Bay depends on when the sale starts, how much oil has
been taken out in the interim and what other mtigating steps
the operator takes to protect that oil from future | osses.
W thout those variables, there is no nunber.

SENATOR THERRI AULT asked if the AOGCC can nmake a grid wth

different assunptions of the variables. “If you do these things,
you can start taking off a particular volune eight years from
now, nine years from nowwth certain mtigating steps.” He

asked if she could do such a projection.

M5. FCERSTER said the AOGCC does that kind of thing all the
time.
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SENATOR W ELECHOWSKI asked if she has that grid. People bidding
need to know what gas woul d be avail abl e, he said.

M5. FOERSTER said sonme of those analyses have been done;
however, she cannot violate a confidentiality agreenent.

SENATOR W ELECHOWBKI said he understands that, but “this is just
absol utely unbelievable to me that we have absolutely no sense
of how much gas is available for offtake on the North Slope for
this gas pipeline project. That's just unbelievable to ne.”

MS. FOERSTER sai d she doesn’t know what to say.

CHAIR FRENCH said she doesn’t have to respond; the statenent
speaks for itself.

M5. FCERSTER continued. In spite of all of the uncertainties,
she feels confortable that, unless a substantial delay occurs,
the state has enough of an analysis that it will be prepared to
address a Prudhoe Bay gas offtake allowable anmendnent when a
scenario is proposed that includes a start date and what wll

happen in the neantinme. “1’m confident that.we have enough
background work done that we can anend Rule 9 for Prudhoe Bay.”
But for Pt. Thonson, “I have anything but confidence.”

4:03: 43 PM

M5. FOERSTER said the comm ssion was encouraged because of how
wel |l things went with Prudhoe Bay. But when it pursued a simlar
process with ExxonMobil and its partners, it was delayed and
then finally slated to begin about the same tinme that DNR found
ExxonMbbil and its partners to be in default on their |eases.
The AOCGCC and its consultants had one neeting with them but got
only a very small fraction of the necessary data to perform the
study. ExxonMobil put the study on hold to take care of its
|l egal issues. She was told in February that the study could
resunme, but then she was told it wouldn't until all |egal issues
are resolved, and ExxonMbil estimated it to be a 5-year del ay.
The conmm ssion has been pleased with BP and its partners at
Prudhoe Bay but stymed by Pt. Thonson.

4:07: 30 PM
CHAI R FRENCH asked if the state can proceed with the Pt. Thonson
study without the cooperation of ExxonMobil and BP.

MS. FCERSTER said that the only way to proceed would be to call
a hearing of our own notion and subpoena information, “and then
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we’'d end up back in the courts in another fight over whether we
had the rights to the information.”

CHAI R FRENCH said the state could, but it would be the hard way.

M5. FCERSTER said yes, unless ExxonMbil and its partners decide
to resune the study.

CHAI R FRENCH asked if there has ever been a Pt. Thonson st udy.

M5. FOERSTER said the producers have done many studies, but the
AOGCC has not done a full-blown reservoir study, which is
needed. There is none |ike the 1977 Prudhoe study, she added.

SENATOR W ELECHOWBKI asked if there is anything keeping the
state fromdoing its own Pt. Thonson study.

M5. FOERSTER said the state doesn’t have any of the data. A
reservoir study needs the information that Exxon and its
partners have.

SENATOR W ELECHOWSKI asked if the state will get that data if it
t akes back the | ease, and what might be the cost to get the data
i ndependent | y.

M5. FOERSTER said she is not a |lawer, but she guessed they
woul d keep their data because they paid for it. The data was
obtained by drilling multi-mllion dollar wells—pre than the
state would be willing to spend.

SENATOR W ELECHOWSKI said, “If we’'ve got 8 tcf of gas and 200
mllion barrels of oil, maybe we do want to spend the noney.”

M5. FOERSTER said the data ExxonMbil would supply would be
regional seismc study that is worth “mllions and mllions and
mllions of dollars.” Geologists would need to map that, and
t hen several exploratory wells of $15 mllion a piece wuld need
to be drilled. Then the wells would be tested and m|lions would
need to be spent to analyze and nodel the information. It would
be a nultiyear, high-risk process.

SENATOR W ELECHOWSBKI asked if other parties mght take the |ease
that the state takes back.

MS. FOERSTER said, in her opinion, there would be a | ot of them
“I'f 1| were a billionaire, | would be one of them"”
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4:13:13 PM

LARRY OSTROVSKY, Chief Assistant Attorney, GIl, Gas & Mning
Section, Departnent of Law, said the litigation at Pt. Thonson
stens from the basic bargain in an oil and gas lease that a
| ease doesn't exist in perpetuity wthout production. The
“primary ternf is the set period to bring the lease into
production, and it can only be extended if hydrocarbons are
bei ng produced fromthe lease or if the lease is part of an oi
and gas unit in good standing. A unit is an area where separate
| eases overlap and are consolidated for joint developnment. The
costs and benefits are allocated anobng the various |essees, he
explained. Al of the oil and gas devel oprment in Al aska occurs
on units.

MR. OSTROVSKY said units are |egal descriptions, but oil and gas
reservoirs are geologic. There are different kinds of units, and
some can be created by the AOGCC, but all the production in
Al aska are in units that are under DNR authority. Lessees apply
to DNR, which then can approve the unit. To maintain a unit in
good standi ng beyond its primary term |essees nust submt plans
for exploration or developnent to nove toward production. He
said the plans include |ong-range proposed activities to bring
the reservoir into production and to maintain it. It ensures
that | essees are taking appropriate steps to bring the unit to
production. Failure to conply is grounds for unit default, he
expl ai ned.

4:16: 35 PM

MR. OSTROVSKY said that the current Pt. Thomson l|awsuits arise
from decisions fromthe director of Gl and Gas on the 22nd pl an
of developnent for the Pt. Thonson unit that was submtted by
ExxonMobil in 2005. At the tinme of that wunit decision, Pt.
Thonmson cont ai ned sone | eases issued nore than 40 years ago, and
all but two of the |leases are well beyond the primary ternms. The
usual primary termis between 5 and 10 years, he stated. The Pt.
Thonmson unit has vast known reserves of liquids and gas and has
never been put into production. In md-2005 Exxon submitted the
22nd plan of devel opnment for approval. Additional studies were
proposed to determne the possibility for a comercially viable
project. “Amazingly that plan also included adm ssion by Exxon
that it could find no viable way to put the unit into production
w thout royalty and tax concessions in construction of a gas
pipeline.” In 2005 DNR rejected that plan “because it does not
set out a plan to bring the Pt. Thomson unit into commerci al
production within a reasonable tineframe.” That decision warned
Exxon that the unit would be termnated if it failed to cure the
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default with a revised plan, he said. Leases are property
rights, so DNR provides an opportunity to cure.

MR. OSTROVSKY said Exxon later revised the plan and submtted
nearly 5,000 pages to Conm ssioner Mnge who affirnmed the
decision that Exxon refused to provide a commtnent to devel op
the unit and found it in default. That led to current actions.
Exxon and the other owners filed an adm nistrative appeal and
the sane decision was affirnmed by Rutherford l|ast year. Exxon
also filed an original action of breach of contract, and the
state has noved to dismss that action. In February of this
year, significantly, the director of the Division of G| and Gas
termnated the Pt. Thonmson | eases. The | eases were not held by a
unit and were many years or decades beyond their primary terns.
Wor ki ng-i nt er est owner s are appeal i ng t hat wi t hin t he
adm ni strative process. They recently filed a notion to stay the
termnation of the |eases, and that was in court this afternoon.
He doesn’t yet know how that turned out.

4:20:40 PM

MR. OSTROVSKY said the state is obviously interested in noving
it forward and getting a judicial determnation to release the
| eases. In March the Superior Court set a briefing deadline of
June 1 for themto file their opening briefs, and the state has
until July 2 to respond. “W intend to respond very tinely and
do whatever we can to drive this towards a decision.” He said it
is hard to coment on the representations to Conm ssioner
Forester; *“obviously if you're party to litigation.you m ght
tell the other side [that] this will take many, nany years to
resol ve, but of course one has to take that in the spirit that
it’s given—+t's given by the party that.is litigating;, they
control, to sonme degree, the pace of the litigation, and plus it
woul d certainly be in one’'s interest to persuade the other side

that they' |l be tied up for many decades.” He said he has done
many adm nistrative appeals, and “it seens to ne the court has
indicated that they want to hear this tinmely. | would hope that
the judge could nake a decision this fall and | would hope we

coul d persuade the Suprene Court to deal with this matter in a
tinmely fashion.”

CHAIR FRENCH asked about the procedural posture; “It’s the
decision by the director of the Dvision of Gl and Gas to
termnate the |eases that’s being appeal ed, not the decision to
reject the project devel opnent plan.”

MR. OSTROVSKY said everything that can be appealed is being
appeal ed. There is an appeal of the decision of the director,
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and affirmed by the comm ssioners, to termnate the unit because
of an inadequate plan of developnent, and that is in court.
There is also an admnistrative appeal wthin DNR of the
decision to term nate the underlying | eases.

4:23: 30 PM

CHAIR FRENCH asked if either appeal is dispositive. “If you
elimnate the unit devel opnent, does that pretty nmuch nean that
| eases have got to cone back?” He asked if both have to be
litigated all the way to the end and if they will always be on
separate tracks or will nerge.

MR. OSTROVSKY said there are about 40 leases in the unit and
sonme have different conditions. There may be 2 |eases that are
not beyond primary terns, and there are leases wthin an
expansion area that are a “separate issue.” There are |eases
that had certified wells that the conm ssioner’s decision found
were no longer certified, because “they were old plugged and
abandoned wells.” The unit decision nmay be dispositive for sone
of the leases, but it’s hard to say, he said. In the state’'s
view, plugged and abandoned wells shouldn’t hold Ileases in
perpetuity, “and we believe that the unit decision should be
di spositive of every well that’s beyond the primary term”

CHAI R FRENCH asked if M. Ostrovsky is hoping for a decision on
the unit by year end.

MR. OSTROVSKY said yes, and if that is upheld, there is nothing
holding the |eases beyond their primary terns, except there
m ght be a question with the certified well |eases. “W don’t
agree that those wells should hold them but.the working interest
owners have a different view”

CHAIR FRENCH said the public can't help but think about the
Exxon Valdez spill case and the endless delays. “Wat nmakes
t hese types of actions different fromthat type of action?”

4:25:50 PM

MR. OSTROVSKY said this is in state court, and there are limted
avenues. He noted that, typically, if the Suprenme Court finds a
flaw in an admnistrative appeal, it won't remand back to the
Superior Court, but it wll remand back to the agency to
reconsider a portion of its decision. There are fewer |evels of
review. In Al aska, decisions are nmade quicker because the
Superior Court judge has to issue a decision within 180 days

The courts have been sensitive to issues of great public
i nportance where time is of the essence. Everybody agrees the
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| ease issues have to be resolved quickly. He said not to be
afraid of “these tales” of lengthy litigation. The state has to
be prepared to enforce the obligations nade to it.

SENATOR W ELECHOWSKI asked if the state can obtain the research
data fromthe explorer if the state wins the litigation.

MR. OSTROVSKY said he believes that information belongs to the
| essee. They would likely want to sell it.

SENATOR W ELECHOWBKI asked about nodifying | eases to obtain that
information. “Aren’t there provisions that we can put in |eases
to cut back on the amount of Ilitigation that we have to go
through. It seens we’'re always in court.”

MR. OSTROVSKY said to discuss the first question with DNR There
may be provisions one could add to speed these things up, but it
must allow due process. The state is sovereign and the
| egi sl ature can set appellate rights, he added.

4:29:56 PM

There being no further business to cone before the commttee,
Chair French adjourned the neeting at 4:30:33 PM
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