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POSI TI ON STATEMENT: Delivered a presentation.

MARK MYERS, AG A Coordi nat or
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PCSI TI ON STATEMENT: Delivered a presentation.

ACTI ON NARRATI VE

3:38: 55 PM

COCHAIR LESIL MCGQU RE called the Senate Resources Standing
Commttee neeting to order at 3:38 p.m Senators French,
St edman, Stevens, Huggins, Wgoner, Welechowski, and MQ@ire
were present at the call to order.

SJR 16- OFFSHORE O L & GAS REVENUE
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3:40: 07 PM
CO- CHAI R MC@AUI RE announced the consi derati on of SIJR 16

SENATOR W ELECHOWBKI, Al aska State Legislature, sponsor of SJR
16, said that on April 14 the U 'S Departnment of Interior
Secretary Ken Salazar is comng to Alaska seeking input on
exploration in the Quter Continental Shelf (OCS). SJR 16 is a
tinmely resolution that supports responsible oil and gas
devel opnent in the OCS and asks for revenue sharing fromoil and
gas |easing and developnment in those federal waters. A simlar
but nore Iimted, resolution passed unani nously | ast year.

SENATOR STEDMAN referenced page 2, line 30, and said he is not
sure how to define environnentally sound and culturally
sensitive.

SENATOR W ELECHOWSKI said he is open to suggestion as to how
that is defined. He wants to take into account the cultural
issues that are in play on the North Slope, particularly
whal ing. Environnentally sound devel opnent would protect the

environment in all of Alaska. He added that the commttee
certainly could hold the resolution to flesh it out; he was
pushing for the April 14 deadline and tried to use broad terns

to appease the interests that people have.

3:41:57 PM
SENATOR HUGGE NS suggested that the phrase "responsible
devel opnment” would work in both instances.

SENATOR W ELECHOWSKI said he would accept that change as a
friendly anendment.

SENATOR WAGONER referenced the next to |ast "Wereas" on page 2,
line 26, and said he doesn't know of any OCS oil and gas
production off the Al aska coast since it became a state. He
suggested the conmttee strike that "Whereas."

3:43: 14 PM

M CHELLE SIDEMAN, Staff to Senator Welechowski, said the
reference is to the noney that has been collected through high
bids in the | ease sale; it's not noney from actual production.

SENATOR WAGONER said that is his point. He agrees that the sales

of |eases have generated mllions of dollars, but there hasn't
been any oil and gas devel opnent that produced anyt hi ng.
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SENATOR FRENCH suggested the commttee strike the word
"“production” on page 2, line 26, and insert "lease sales" so it
would refer to oil and gas | ease sales. Also, on line 27, strike
the word "has" and insert the word "have."

CHAIR MCGU RE recapped the suggested changes and asked for a
notion to adopt the first anmendnent.

SENATOR HUGAE NS noved Amendnent 1

AMENDMVENT 1

Page 1, line 1:
Delete "environnentally sound and culturally
sensitive"
I nsert "responsi bl e devel opnent

Page 1, line 14:
Delete "environmentally responsi ble and
culturally sensitive"
| nsert "responsi bl e devel opnent”

Page 2, lines 30-31:
Del ete "environnentally sound and culturally
sensitive"
| nsert "responsi bl e devel opnent "

3:45: 20 PM

CHAI R MCGUI RE announced that wthout objection Anendnent 1 is
adopt ed.

SENATOR FRENCH noved Anendnent 2.

AMENDMVENT 2

Page 2, lines 26:
Del et e "production”
I nsert "l ease sal es”

Page 2, lines 27:
Del ete "has"
| nsert "have"

CO CHAI R MCQUI RE announced that w thout objection Anendnent 2 is
adopt ed.
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SENATOR STEDMAN suggested the conmittee hold the resolution
until the next nmeeting since this is the first hearing.

3:46:59 PM
CHAI R MCGAUI RE announced she would hold SJR 16 in conmittee.

Overview. Status of North Slope Pipelines and Oher Facilities

3:.47:35 PM

CHAI R MCGQUI RE announced the next order of business is an update
on the status of North Slope pipelines and other facilities.
It's been suggested that an update is a good idea given the age
of the pipeline and associated facilities.

3:48: 38 PM
DENNI' S HI NNAH, Deputy Director, Alaska Ofice, Pipeline and
Hazar dous Materi al s Safety Adm ni stration ( PHVBA) , u. S

Departnment of Transportation, said he is pleased to discuss
PHVBA actions in overseeing safe operations of pipelines in
Al aska. This federal agency is responsible nationwde for the
devel opnment and enforcenment of safety regulations for natural
gas pipelines, hazardous liquid transm ssion and distribution
pi pelines, and liquefied natural gas (LNG facilities. The
agency does not currently have the authority to regulate North
Sl ope production facilities. However, PHVBA does inspect and
regulate interstate and intrastate gas transm ssion pipelines,
hazardous liquid pipelines, gas distribution systens, and LNG
facilities in Alaska. Hazardous |iquids subject to regulation
i ncl ude crude oil and refined petrol eum products.

Ensuring the safety of over two mllion mles of pipeline is an
enornmous task. Most states partner with PHVMSA to oversee 90
percent of pipeline mleage that requires operator conpliance

with pipeline safety regulations. Alaska and Hawaii are
exceptions and do not participate in the state/federal safety
program Still, PHVSA takes pipeline safety in Alaska very

seriously and has, since 2006, increased its staff in Alaska to
prepare for oversight of the proposed natural gas pipelines.

3:50: 33 PM

MR. HI NNAH said Al aska is part of the PHVSA Wstern Region with
headquarters in Denver. The Anchorage office currently has four
fulltime engineer/inspectors in addition to an assistant and
hi msel f. PHVSA works closely with pipeline owers and operators,
the Joint Pipeline Ofice, the Petroleum Systens |Integrity
Ofice, the Ofice of the Federal Coordinator, and other state
and federal regulators.
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PHVSA uses a risk-based approach to determ ne which of the nore
than 40 pipelines and LNG facilities it wll inspect each year.
TAPS is inspected annually and all pipelines are inspected at
| east ever three years. PHVSA also investigates accidents and
safety issues. As the l|lead federal agency to investigate the
2006 BP Alaska spills on two North Slope transit |ines, PHVSA
subsequently issued a corrective action order, which led to the

repl acenent of the eastern and western area oil transit |ines.
PHVSA conducts inspections of pipeline design, construction
standards, integrity nmanagenent, operator qualifications, and
drug and al cohol requi renents. These inspections include
docunent revi ews, seal ed i nspecti ons, and i ntervi ews.
Addi tionally, PHVSA takes a role in ensuring operator

pr epar edness and response to oil spills.

3:53: 05 PM

PHVSA regulations require pipeline owners and operators to
report certain types of incidents. State and federal agencies
are subsequently infornmed of the findings. In the case of TAPS,
much of the coordination is handled through the Joint Pipeline
Ofice. That is a consortium of 11 federal and state agencies
that provides oversight of TAPS and shares information on other
Al aska pipelines. In sone instances PHVSA follows wup an
i nvestigation with enforcement action.

Exanpl es of recent PHVSBA investigations include: the 2007 TAPS
punp station 9 fire; the January 15, 2009 incident where natural
gas was pushed into TAPS punp station 1; the January 15 2009
sinking of the MV Mpnarch near the Ganite Point platform and
the March 12, 2009 residential gas explosion in Anchorage.

3:54: 53 PM

MR HI NNAH said that in the last three years PHMSA actions
i nclude corrective action orders issued to BP Al aska and notices
of probable violation issued to Aleyska and Enstar. The
corrective order requiring BP Alaska to replace the failed North
Sl ope oil transit lines has been closely nonitored.

The PHVBA integrity nanagenent (M regulations require
operators to assess and mtigate the risk that their pipelines
pose to high consequence areas. TAPS, Al pine, and Endicott have
conpleted this process and PHVBA periodically reviews their
required IM program updates. Under the 2008 |owstress rule,
nmore pipeline operators are required to devel op | M prograns.

CHAI R MCAUI RE asked what the |owstress rule is.
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MR. HI NNAH expl ained that prior to 2006 pipelines that operated
at low pressure were exenpt from PHVSA regulations. In 2004 and
2005 PHVBA was trying to bring them under regulation, and the
2006 spills on the North Slope pushed it forward. Low pressure
pi pelines are no | onger exenpt from PHVSBA regul ati on.

3:56: 36 PM
SENATOR HUGGE NS asked at what point pressure becones high

MR HI NNAH replied the cut off is wusually 20 percent of the
maxi mum pressure that a line can carry.

MR. HI NNAH continued the presentation saying that PHVSA is aware
of the risk assessnents the state is performng and is conmtted
to sharing certain risk information on pipelines over which they
have safety jurisdiction. Currently PHVBA is providing data to
t he Departnent of Environnmental Conservation (DEC)

MR. H NNAH said that responsibility for safety rests with the
pi peline owners and operators. The PHMSA mission is to achieve
and maintain safe and environnentally sound operations for the
nation's pipeline system This requires understanding the
condition of the pipelines and ensuring that operators take
appropriate action to address unsafe conditions. PHVSA takes a
ri sk-based systens approach to setting priorities and makes ful
use of the 2002 Pipeline Safety Inprovenent Act and the 2006
Pi pel ine Inspection, Protection Enforcenent, and Safety Act. The
| M program nade it possible to take effective action when the BP
Al aska Prudhoe Bay lowstress oil transit lines failed in Mrch
and August 2006.

3:58:12 PM

MR HI NNAH said that over the past eight years PHVBA has
undertaken prioritized rulenmaking projects acting first on
infrastructure that posed the greatest risk to people and the
envi ronnent . Initially, PHVSA  defi ned and mapped hi gh
consequence areas in the National Pipeline Mpping System This
included areas that are wunusually sensitive to environnental
damage. PHVMBA is in the process of inplenmenting regulations that
provi de protection for people and the environnment that could be
affected by failures in high and |ow pressure hazardous liquid
pi pelines and hi gh pressure gas transm ssion pipelines.

G ven the inpact the 2006 incidents, PHMSA has deployed a team
to assess the risk of the other feeder line shutdowns including
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t hose at Kuparuk, Al pine, Budam, North Star, diktok, and MI ne
Poi nt .

3:59: 53 PM

MR. HI NNAH said PHVSA has recently anended its pipeline safety
regulations to bring previously unregulated hazardous Iliquid
gathering and lowstress pipelines in rural areas into its
oversight program The l|owstress rule wll add to PHVSBA
oversight of pipelines in Prudhoe Bay, Cook Inlet, and the Kenai
Peninsula. This is a risk-based approach to protect |ines that,
in the event of failure, could spill into unusually sensitive

areas. The assessnent of which lines to regulate is based on how
they could inpact a sensitive area, the pressure of the line
and the volune of the product that could be spilled.

These phased-in safety regulations wll provi de robust
protection to areas where oil pipelines in rural areas could
affect drinking water, endangered species and other ecol ogical

resource concerns. These regulations wll enhance corrosion
protection by requiring continuous nmoni t ori ng, integrity
assessnments, and |leak detection. QOperators will be required to
follow safety rules for design, construction, testing, and
maxi mum operating pressure. In addition, operators wll Dbe
required to protect lines from corrosion and excavati on danage;
i nstall and mai ntai n line mar ker s; establish oper at or

gualification and danage prevention prograns; provide public
education; and report accidents and safety conditions.

MR. H NNAH assured the commttee of PHVBA' s dedication to
improving safety, reliability and public confidence in pipeline
infrastructure.

4:02:28 PM
CHAIR MCGQUIRE asked if the regulations he's referencing have
been promnul gat ed.

MR. HINNAH replied the |lowstress regulations are being phased
in right now. PHVSA is currently working with operators to
identify which ones apply in Alaska. The North Slope oil transit
lines now fall wunder the lowstress rule and pipelines in the
Cook Inlet area will fall under it as well.

CHAIR MCGQUI RE asked if regulations related to drinking water,
endanger ed species, design and construction and other things are
extensions of the lowstress rule.

4:03:39 PM
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MR H NNAH replied these are part of the PHVBA Integrity
Managenment Program which |ooks at sensitive areas |ike
wet | ands, endangered species, and drinking water. That program
has been fully inplemented and in Al aska everyone has gone
t hrough the first inprovenment cycle. It is a continuous process.

4:04: 35 PM

ALLI SON | VERSEN, Coordi nator, Petroleum Systens Integrity Ofice
(PSIO, Dvision of Gl and Gas, Departnent of Natural Resources
(DNR) cited a speech by a Petrobras executive on an oil platform
off the coast of Brazil to show why quality managenent in oil
and gas is so inportant. The executive talked about the
el imnation of unnecessary safe jackets and the wi n-wi n bonus of
enhanced profitability. Just 18 nonths later that Petrobras
platform had two explosions that killed 11 of the 175 people on
board. Petrobras was fined $50.8 nillion for environnmental
damages. | nadequate safety inspections and no quality nanagenent
wer e bl aned.

4.:07:14 PM
M5. |IVERSEN said the PSIO was established in April 2007 by
adm ni strative order. It has four primary tasks: 1) to

coordinate state, federal and |ocal agencies; 2) to investigate
incidents or enployee concerns that do not fall wthin other
agency jurisdiction; 3) the gap/overlap analysis; and 4) quality
managenent. PSIO has nultiple designated |iaison agencies that
it works with closely. Anong others, this includes DEC, ADF&G
DPS, DOR, DOT&PF, DOMD, DOL, DNR, AOGCC, and the governor's
of fice in Washi ngton, D.C.

Coordi nating efforts anong agencies that deal with oil and gas
is one of PSIOs largest tasks. This includes regular
notification of incidents and coordination of investigations;
circulation of enployee and public concerns to inpacted agencies
in an effort to have a wunified response; regular liaison
interaction; and regular contact with local, state and federal
agencies. PSIO works closely with the | ocal PHMSA offices.

4:08: 44 PM

MS. | VERSEN said that recent incident investigations include the
Septenber 2008 artificial lift gasline rupture at the Prudhoe
Bay Y-Pad facilities and the January 2009 Punp Station 1 pigging
i nci dent. PSIO has been working wth other agencies to
i nvestigate those incidents.

The gap analysis was called for in the admnistrative order and
is currently PSIOs largest task. The goal is to provide a
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conprehensive and cost-effective approach to state oversight of

oil and natural gas facilities, equipnment, infrastructure, and
activities on state oil and gas |leases. To acconplish this
analysis PSIO is coordinating with liaison officers to indentify
statutory and regulatory authorities; ook at how these

authorities are inplenented; identifying not only gaps but also
overl aps; assessing risks associated with the gaps and overl aps;
coordinating the review of gaps, overlaps, and risks; and
providing recomendations to the appropriate entities for
further action.

4:09: 56 PM

MS. | VERSEN said that ARCADI S was hired to analyze the gaps and
overlaps in the statutes and regulations. Data conpilation is
underway and PSIO wll soon |ook at how agencies have
i npl enented their authorities. Results are expected in August
2009 with the caveat that PSIO is relying on other agencies

timelines and availability to work on the project.

The Departnent of Environnental Conservation is the project
manager for the risk assessnment. The risk assessnent and the gap
analysis are interrelated in that they will serve as tools that
the state can use to determne how best to coordinate agency
efforts and provide conprehensive and cost-effective oversight
of oil and gas activities and facilities. \Were high risks exist
in areas of little of no oversight, the gap should probably be
filled. Where low risks exist in areas of duplicative oversight,
t hose overlaps should probably be renoved so the agencies are
nore cost-effective.

4:11: 31 PM

M5. |IVERSEN said the administrative order also calls for the
review of quality managenent in the state. It requires industry
busi nesses to provide a conprehensive description of current
practices of quality managenent that they wutilize. Quality
assurance focuses on the product to determne if it neets the
agreed upon characteristics for performance. It establishes the
rules and procedures to achieve the expected results and
conformty to the requirenents of the plan. Quality control is
the process, procedures, and activities that are enployed to
test or <check the physical characteristics and performance
requi renents agai nst the predetermned criteria.

M5. | VERSEN displayed a characterization of the plan-do-check-
adjust (PDCA) cycle and said it's a common process in quality
managenent. She recapped the fundanentals of quality nanagenent
syst ens whi ch are qual ity control, qual ity assurance,
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nmonitoring, inspection, and other practices to ensure the
integrity and reliability of the infrastructure.

4:13:10 PM

M5. IVERSEN said PSIO is helping agencies understand quality
managenent systens in order that they can nore know edgeably
maintain the integrity and reliability of oil and natural gas
facilities, equipnent, and infrastructure. For exanple, instead
of asking whether a conpany inspected a certain facility this
year, a nore appropriate question may be to ask if they have a
procedure or policy that requires a facility inspection this
year. Ask about follow up procedures and if they are reviewed on
a regular basis to ensure that they are appropriate.

PSI O expectations of agencies and itself includes: docunented
eval uati ons of oi | and gas facilities, equi prent ,
infrastructure, and work activities; effective communication of
results to industry; and to review evaluations, identify gaps

and seek renedial action. PSIO is inplenenting a quality
managenent system for itself asking if policies and procedures
are witten, if they are effective, and if they can be inproved.

The PSI O expectations of the petroleum industry are to provide
evi dence that their nanagenment systens or processes for quality
control, quality assurance, nonitoring and inspections are
i mpl enented, effective, and periodically reviewed by upper
managenent .

4:14:54 PM
SENATOR HUGGE NS asked for a tinmeline for the gap anal ysis.

M5. |IVERSEN said the results are expected August 2009. The
caveat is that they are at the whim of other agencies
avai lability to provide the data. ARCADIS is the contractor and
Bl ack and Beach is their main engineering subcontractor.

4:16:16 PM
LARRY DI ETRICK, Director, Division of Spill Prevention and
Response, Depart ment of Envi r onnment al Conservation (DEC)

i nt roduced hi nsel f.

| RA° ROSEN, Project Mnager, Alaska Ri sk Assessment of Ol and
Gas Infrastructure, Departnment of Environnental Conservation
(DEC) said he will give a snapshot of today and what remains to
be done in the project.
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MR. DIETRICK said the initiative to take a conprehensive | ook at

the state's oil infrastructure was twofold. It was in response
to the spills in 2006 and to the business decision to continue
production on the North Slope for another 50 years. It is a

novel project that hasn’t been done on this scale before.

MR. ROSEN said the risk assessment project is a three-year $5
mllion initiative to evaluate the operational safety of

Alaska's oil and gas infrastructure. It is the outcone of
spills, leaks, and corrosion that was discovered on the North
Slope in recent years. Wen conplete this wll be an

engi neering-oriented assessnment that identifies and ranks the
risks involved in operating the system for another generation.
The risks wll be evaluated in terns of the consequences to
state revenue, safety, and the environment. The final report
wi || be published in June 2010.

A slide of the organizational structure shows that DEC wll
provi de managenent and contract adm nistration over the project.
Overall direction cones from the state agency oversight team
The state in June 2008 awarded the contract for the risk
assessnent to Doyon Enerald, an Anchorage-based engineering firm
that is famliar with the Alaska oil and gas industry. ABS
Consulting is the main subcontractor and has expertise in |arge
infrastructure risk assessments.

MR. ROSEN di splayed a slide that lists the state agencies that
have an oversight or regulatory role in regard to the oil and
gas industry. The state agency oversight team includes:
Departnent of Environnmental Conservation (DEC), Departnent of
Labor and W rkforce Developnent (DOLWD), Departnment of Law
(DAL), Departnent of Natural Resources (DNR), State Pipeline
Ofice (SPO, Petroleum Systens Integrity, Departnment of Public
Safety (DPS), State Fire Mrshall (SFM, Departnent of Revenue
(DOR), and Alaska QG| & Gas Conservation Comm ssion (AOCGCC). The
Joint Pipeline Ofice and the University of Alaska are also on
t he oversight team

4:19:17 PM

MR. ROSEN explained the format for a risk assessment for
pipelines and facilities is to first break out individual
facilities or pieces of pipeline. The team then postul ates
different types of things that could go wong in terns of
nat ur al or operational hazar ds. Next they estimate the
i kelihood of the event occurring followed by the consequences
should it occur. The probability of the event occurring conbined
with the significance of the consequence equals the risk

SENATE RES COW TTEE -12- March 25, 2009



4:21: 08 PM

MR. ROSEN said the project was established in three phases. The
purpose is to develop a nethod that will be used to conduct the
risk assessnent that responds to the public's concerns. Public
meetings were held in Anchorage, Fairbanks, Valdez, Kenai, and
Barrow to explain the project to the key stakeholders and find
areas of concern. Stakeholders include oil and gas industry,
| ocal governnents, nongover nnent al or gani zati ons, and the
publi c.

He showed a map of the general project scope, which includes the
North Slope, TAPS, the Valdez oil corridor, and Cook Inlet. He
noted that tanker traffic was not included in the project. A
Venn di agram shows the three areas of concern, which are safety,
environment, and reliability. The highest |evel of concern was
water quality and subsistence inpacts. Safety concerns for the
public and industry enpl oyees were next highest.

4:23:12 PM

MR. ROSEN recapped that phase 1 focused on outreach and efforts
to develop a nmethod to conduct the risk assessnent. He noted
that included crafting a description of what would be an
unaccept abl e consequence or significant event. Phase 2 wll
consist of data collection including information about the
infrastructure, previous studies and risk assessnents, spill and
corrosion reports, operating procedures, and business practices.
That information wll be applied to the nodel and wll estimte
the likelihood of an event occurring and the consequences of
natural and operational hazardous events. In phase 3 the
information will be analyzed, summarized and presented in the
final report. The first report in phase 1 sunmarized the
st akehol der process and all the work through Decenber 2008. The
desi gn and net hodol ogy report also is conplete and was formally
released in a press release earlier this week. It's available on
their website.

MR. ROSEN described this as the kickoff for the public review
period. The team will return to the same |locations to present
the proposed nethodology and confirm that it addr esses
st akehol der concerns. The state has contracted with the National
Acadeny of Science to examne the assunptions and industry
standards that are proposed as the basis for the nmethodol ogy.

The final report wll be a summary of the event scenarios
categorized for reliability, safe, and environnental inpact.
Identified high risks will be listed for potential mtigation

Reconmendati ons may include repair or replacenent if the risk
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rel ates to physi cal i nfrastructure. O t here may be
nodi fications to policies or regulations or perhaps changes in
managenent or oversight of the facilities.

4:27:29 PM
CHAI R MCGUI RE asked if there is an econom c conponent.

MR. ROSEN replied the report will only indentify and rank the
risks; it wll not estimate the cost of addressing the risks

The conpanies will rmake business decisions based on the risks

For exanple, they may consider replacenent or repair, additional
nmonitoring, nore frequent inspections, or different business
practices.

SENATOR HUGGE NS asked if the commercial operators wll inform
DEC about how they intend to address the risks that are
i dentified.

MR. ROSEN said the final inplenentation is yet to be refined. He
expects it will be an interactive process. Industry will likely
step forward with a plan to mtigate the identified risks, and
if that is satisfactory they can go ahead.

SENATOR HUGGE NS asked about penalties.

MR. ROSEN said the project is an engineering-based study to
identify risks; it is not intended to include regulatory or
enforcenent actions. However, if the agencies are not satisfied
with the industry response, then additional regulation or
oversi ght would be a state option.

4:30: 14 PM

SENATOR HUGE NS asked if whoever prepares the report assunes
sone responsibility if an event occurs that had not been
identified as a risk.

MR. ROSEN said hundreds of risks may be identified and they'l|
be considered to be high risk, noderate, or low risk. At sone
point a determnation will be nade as to where to draw the |ine
for high risks, which will require action by the asset owner.

Overview. Effect of Shal e Gas Devel opnent on Prospects for an
Al aska Natural Gas Pipeline.

CO CHAI R MCQUI RE announced the next order of business is to hear
about the effect of shale gas devel opment on prospects for an
Al aska natural gas pipeline.
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4:32:23 PM

MARK MYERS, AGQ A Coordinator, Gas Pipeline Ofice, Departnent of
Nat ur al Resour ces, said he wants to provide baseline
information. The first slide shows increasing energy use
wor | dw de coupled with a growi ng population. Wth current growh
rates, the population by md century will be 9 billion. The
conpetition for resources is huge, with a lot comng from
devel oping areas like China and India. Increased urbanization is
requiring point-source energy supplies. Wrldwide there is a
strategic shift in how energy is used, and there is an increase
i n energy demand.

4:34: 03 PM
SENATOR FRENCH asked for an explanation of a point-source energy

supply.

MR. MYERS said it's a supply that is highly distributable that
can be delivered to a city.

SENATOR FRENCH asked if it is any source of energy that can be
delivered or transported.

MR MYERS said the old philosophy was that any energy that
wor ked was good enough, but wth devel opnent and increased
popul ation all resources are under nore and nore pressure.
Water, for exanple, is becomng a critical and Iimting resource
in the production of energy because it's in increasingly short
supply. That conpetition for resources limts the availability
of supplies that previously were abundant and it's changing the
way energy will be used in the future. Environnmental constraints
result in nore limtations as to which energy supplies can be
used. It's inportant to see how Al aska, natural gas, and
nonconventional sources of natural gas fit in the marketpl ace
globally and specifically in North Anerica, he said.

4:36: 06 PM
MR. MYERS said what hasn't been fully discussed is what happens
if CO, and carbon em ssions are regul ated. Wiat sources of energy

will become preferred and how wll that shift pricing and
avai lability of resources? In the next few years Congress and
the Qbhama adm nistration will address that substantial policy
guesti on.

MR. MYERS said that the U S is now about 70 percent dependent
on inported oil and in sone scenarios it wll be dependent on
much hi gher quantities of inported natural gas. WII| the gas be
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avai l able and secure in ternms of national security, national
policy, and the environnent? Tracking energy growth over the
| ong-term shows increasing demand on a predictably |arge scale.
VWor | dwi de, certain sources of fuel will be limted by
environnmental constraints, policy direction, and scarcity of
ot her resources affected by energy devel opnent.

4:38:12 PM

CHAIR MCGUI RE asked if he agrees that, as a result of a 1970s
policy decision, the US. now relies on crude oil for less than
2 percent of its electrical generation. She further asked if
devel oping countries like India and China have simlar policies
and how that m ght inpact natural gas.

MR MYERS said we'll be with existing fuels for a long tine
because growth outstrips capacity to grow He displayed pie
charts of percentage of electric power generation by fuel type
in 1975 and 2004. Al fuel sources have grown except hydro.
Capacity for hydro projects is decreasing, particularly in the
west, due in large part to systematic climte change. It dropped
from 15.6 percent to just 7 percent. Natural gas has grown very
slightly due to limts in supply. Coal and nuclear supplies for
el ectrical generation have increased the nost in that 30 year
time period. Petroleum shrank to 3 percent in 2004 and it keeps
shrinking. It's not cost effective to use oil when there are
alternative supplies. He summarized that the dynamic market is
shifting froman oil-based supply to a | arger dependence on coa
and nucl ear.

4:42: 36 PM
CHAIR MCGQUI RE asked what carrots and sticks the governnent used
to reduce dependence on crude oil for electrical generation.

MR. MYERS said not a lot; policies have really been market and
supply-reliability driven. Electrical generation has shifted
dynam cally to coal. Nuclear isn't growing now and demand for
natural gas has stayed flat. Demands for electricity keep
i ncreasi ng.

4:44:10 PM

MR MYERS said energy sources for the future have rea
constraints. Bio-fuels have seen huge growth, but water is a big
chal l enge. Water usage and availability will play a huge role in
future developnent of resources. Current policies wll be
chal l enged. No free lunch is true with any energy, renewable or
not .
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MR. MYERS hi ghl i ghted sonme changes that have occurred since AG A
was passed to answer whether the fundanental econom cs have
shifted.

e The global economic downturn has caused a decrease in
energy use, which resulted in oversupply and a dynamc
short term fall in prices. Gas prices have fallen to |ess
than $4/ mbtu on the maj or nmarkets.

e There's been a rapid expansion of unconventional shale gas
supplies to the U S. He noted that in the US. the first
shale gas well was drilled in 1820. Commercial production
began in 1926. The first Barnett shale well was drilled

1981.

* Policies on federal land really matter because nuch of the
avai lable resources for fossil and renewables are on
federal land. In Alaska that's a major point. What will the
policies be? WII the Atlantic margin or the West Coast be
open for gas devel opnent ? The devel opnent of

nonconventional gas is dependent on continued availability
of these areas. There's a great deal of conflict over the
use of these lands with water, grazing rights, ecologica
change, endangered species, and human habitation. He

believes that with the current adm nistration there will be
new restrictions in certain areas. How the devel opment of
gas resources and nonconventional gas resources wll be

affected in the next few decades is the question that's
rel evant to the Al aska gas pi peline.

e The first authoritative Arctic oil and gas assessnent was
conpleted by the USGS in 2008. The results are favorable to
Al aska resources.

e There's an increased |ikelihood of carbon regul ation.

4:50: 48 PM
SENATOR STEVENS said one thing you'd hope would have changed
since the AGA license was awarded 1is an internationa

recognition that this is a global issue. He thinks the U S.
econony woul d have been inpacted enornously if the Kyoto treaty
had been ratified. Hopefully the current downturn will stop
folks from thinking that the U S. should do sonmething that the
rest to the world isn't wlling to do.

MR. MYERS said his perspective is that Al aska gas is a positive
mechani sm for the new adm nistration to honor restricted carbon
| oads and still have a vibrant econony. |If President GCbhama signs
a post Kyoto treaty he has to dramatically decrease CO, em ssions
in this country and the way to get there is to increased use of
natural gas. The countries that didn't support the Kyoto treaty
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are now becoming the largest carbon emtters. He believes that
the US wll be inclusive and try to put sonething together
that will work for the devel oped and the devel opi ng world. There
is intent in Congress and the administration to do that.

4:54: 32 PM

MR. MYERS said there's need for growth |ine base of gas from
nonconventional as well as conventional sources. Alaska gas wl|l
be very cost conpetitive with nonconventional gas and LNG He

noted that ConocoPhillips CEOQ Jim Milva, is still bullish on
Al aska gas being a key market-driven product. Al so, natural gas
hel ps extend oil production on North Slope oil; it allows nore

barrels of oil to be recovered and it allows for better economc
devel opnent of mmjor fields |ike Prudhoe Bay and Point Thonson.
A gasline beconmes essential for not just gas recovery, but for
the integrated economcs of oil and gas fields and | engthening
t he useful service of TAPS

4:55: 54 PM

MR. MYERS said that natural gas was found in the discovery
process of conventional high quality oil. Initially the gas was
flared off, but over time it became a valuable comodity and
there was deliberate exploration for natural gas. |In that

process, the U S. becane a leader in the production of natural
gas. Over tine the quality and size of the conventional fields
declined and nore challenged reservoirs were developed. Now
nonconventional reservoirs are becomng the domnant form of
production in the US. Shale gas is anong those sources of
nonconventional gas, but it's not the dom nant source that's
produced today. Nonconventional gas requires higher technol ogy
and is generally nore expensive to produce than conventi onal
gas. It's the sane with oil; the light hot sweet crudes were
produced first, then heavier oils were produced and now
production is fromtar sands and potentially oil shales.

4:58: 20 PM

MR. MYERS said that shale gas is now being produced in |arge
anounts because of inproved technology and increased price. He
di splayed a map showi ng shale gas plays in the U S and noted
that not all of it is economc. Production will be in the sweet
spots, and as prices rise and technology gets better it will be
expanded to different areas.

CO CHAIR W ELECHOWSKI asked if [conpetition for] water m ght
l[imt shale gas production in the Lower-48.
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MR. MYERS said yes, in some areas water wll be the |eading
environnmental concern. Dry wells require chemcally treated
water to be injected for fracturing, and then it has to be
punped out and di sposed. There is natural flow back of hydrogen
sulfate and salts associated with the shale from the wells.
Sonetines oil shale is found close to fresh water reservoirs and
that is a big issue. And regulatory structures don't yet exist
in areas where shale gas occurs in nontraditional oil and gas
areas. Those may or may not be favorable. The resource is
needed, but it isn't logical to assune that the growh fromthe
sweet spots will be linear.

5:01: 38 PM

MR. MYERS said nonconventional gas is filling the gap as
of fshore and onshore conventional gas declines. At this point
shal e gas accounts for about five percent of total production;

tight sands is dom nant, followed by coal bed nethane. The bottom
line is that shale gas is only one conponent of nonconventiona

gas. The AG A probability nodels considered the long term growth
of nonconventional gas and recognized that over tinme LNG would
be put into the market place.

The history of gas production in Womng shows that over tine
[ 1977-2006] nonconventi onal gas is becomng dom nant as
conventional production declines. The |argest source is tight
gas sands. Mich of the production in western states is on public
| ands.

5:04: 00 PM

MR. MYERS said the Arctic Basin is one of the last remaining
| arge areas for undiscovered oil and gas devel opnent; Siberia
and Arctic Alaska are the best of the best. Alaska represents
about 36 percent of the national potential for wundiscovered
conventional gas. If the current admnistration does not open
the Atlantic or Pacific OCS for oil and gas production, Al aska
becones nore dom nant.

Nonconventi onal continuous gas, including coal bed nethane, shows
that Al aska has 18.06 TCFG of the nean national total of 364.2
tcfg. Excluding coal bed nmethane, the national total is [274.9
tcfg.] The Al aska gas endownent is much bigger than the shale
gas endownent, based on USGS Decenber 2008 data. Undiscovered
conventional gas potential shows that, for Alaska, much of the
resource i s onshore.

5:07: 07 PM
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The real question, however, is how nuch of the resource is
econonm c to recover and at what cost. USGS data for conventiona
pure gas play on the central North Slope shows the nean nunber
is 33.32 tcf. A probability nodel of the nean case shows that,
over a large portion, the gas is economc in the $4 to $6 range.
The Bank of Anerica nunbers for economc shale gas breakeven
prices vary a lot, but the resources vary as well. The md range
was about $6.64 and the high range was $11.50. Al aska gas fits
into the Jlower end of the cost of production of this
nonconventi onal gas.

CHAIR MCGAU RE said the commttee heard that sone estimates are
as | ow as $3.

MR. MYERS said it depends on whether capital costs are included
or just the operating costs to keep the wells on line. Once
production starts there's a cash flow issue. Miny snal
conpani es devel oping shale gas are heavily |everaged by banks
and they're worried about their credit. So they will continue to
flow gas to nake their operating costs or their pipeline tariff
comm tnments. The best cost estimate he could find was $800, 000
for a vertical fractured well. Estimates for a horizontal nulti-
phased fractured well, which is predomnant, was about $4
mllion. The other thing is that if it was just $3 they'd stil
be drilling a ot of wells. The Baker rig count between August
2008 and today is 43 percent of the oil and gas rigs have been
| aid down. Most of those are gas rigs so there's a huge decline
in drilling, which over tinmne wll Jlead to a decline in
production. There may be shale gas that could be economc at $3
but not the kinds of figures you' re seeing out there.

5:10:40 PM
SENATOR WAGONER asked, at the current rate of use and assum ng
they stack 50 percent of the rigs, how long will it take to see

an effect on the price of gas?

MR. MYERS said it's a supply and denand and storage issue and it
depends on how much gas is in storage. Right now storage is
peaked out. Wthin about a year you could see significant
declines in production and if demand doesn't grow in that tine
then prices will stay down. Also, we are not an attractive
mar ket for LNG European and Asian markets pay significantly
nor e.

5:12: 29 PM

MR. MYERS said the Departnent of Energy view is that over half
of the ~conventional gas on North Slope is econonmcally
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recoverabl e. There aren't good nunbers for recovery of
unconventional resources in shale locations. Another plug for
Alaska is that it has about 1/80 the well density that Wom ng
has. Cearly, Alaska has a lot of growmh room and upside
potential. Nonconventional gas in Al aska includes gas hydrates,
over pressured basin-centered gas, and coal bed gas. The first
assessnment of technically recoverable hydrates came out with 85
tcf. The nunber is conservative; it's just for depressurizing
the gas and does not include heating, changing the stability
zones of hydrates by thermally inducing heat or injecting CO and
removi ng methane. What's positive about hydrates is that a |ot
sits within the existing infrastructure.

MR. MEYERS said the last point is what happens to our plans in a
carbon constrained world. Traditional use relied on a dramatic
increase in coal production to neet future demands. It shows
nmodest growh in nuclear; hydro is flat; non renewables are

increasing; oil production, largely from corn sources, 1is
increasing; a dynamc increase in coal; and a flattening of
natural gas. If coal is taken out of the equation, you have to
fill the gap. Different climte scenarios say that based on the

nodels the agreenment of the scientists in the international
panel is that w thout significant reduction of current |evels of

CO, we will see significant clinmate change and gl obal warm ng.
This is nodeled, not actual, but if the US. believes this it
will react and try to decrease CO,. Natural gas is the only
readily available source to do that in the short term To have
an effect, it needs to be done in the next few years not a
decade from now. The residual lag time of CO, in the atnosphere
and the growth of CO, takes you over lip in alnost all the

climate scenari os.

5:15:28 PM

SENATOR WAGONER said the graph shows that coal is taking an
uptick, but if the admnistration and Congress decide to
sequester CO, a lot of coal plants will need to shut down. That
will have a trenendous effect on the price of natural gas in the
next three years or so.

MR. MYERS said that's the general consensus, and the way the
policy is inplemented has a huge effect. Wiether it's a sinple
cap and trade, whether there's a value change and prem um put on
natural gas, whether it's a regulatory structure that says thou
shalt not emt CO, unless you can sequester it, or whether it's
anot her nmechanism is crucial to whether those plants are shut
down or new plants aren't built. Right now coal plants aren't
being built because of the uncertainty of the markets. Capital
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markets aren't wlling to fund the coal plants nor do the
regul ators appear to be willing to regulate and approve these
plants. At the sanme tinme natural gas plants have been sl owed
because of high volatility and availability of the comodity.
That's why shale gas is our friend, he said. You have to build a
base capacity now if you're going to treat this problem New gas

comng in - the fact that there was a 7 percent growh in
natural gas capacity in the country - and the noderation of
prices lead you to believe that policy will lead to gas-fired

power plants as the dom nant new source of power for the next
decade or so while we increase solar, wnd, and potentially
nuclear as rapidly as we can but not fast enough to neet
reasonably expected CO, goals. Natural gas is the fuel you' ve got
to bridge and the way the policy is done will becone crucial.

SENATOR FRENCH said it sounds like the novenent to a green
econony is very promsing for Alaska. He wonders whether the
downsi de nmight not be sonme environnental regulations regarding
Arctic areas that inpact devel opnment here.

MR. MYERS said there's a lot of speculation about what future
Arctic policy will look like. Decisions by the Secretary of
Interior in the next year beconme a critical elenment. He needs
some source of energy that's environnentally preferred and
avai l abl e. That gives an opportunity for Al askans to nake their
case. Also, there is the President's support for it. If you
believe that cap and trade will occur, it will incentivize nore
gas demand. Wth Arctic policy, Al askans have to be able nake
the case of how inportant it is and show the environnental
bal ancing act that needs to occur. Recognizing that every type
of energy has full cycle costs and benefit, we need to quantify
t hose benefits better. He tried to show that with ethanol it was
a choice that has a poor tradeoff wth respect to the
environment. Now we are making tough choices and the future wll
require us to nake themrationally.

5:20:42 PM
SENATOR STEVENS asked if he's saying that cap and trade could be
advant ageous to Al aska.

MR. MYERS directed attention to a slide of Black & Veatch AGQ A
data showing the inpact of carbon regulation on natural gas
demand. It shows that demand for natural gas for power
generation under the AG A base case increases about 14 bcf/d
under carbon managed growh. Alaska gas isn't the total
solution, but it's inportant and at the right tinme. If you
believe the figures that were generated under the many different
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scenarios for what it will cost to get Al aska gas to market, it
is very conpetitive with nonconventional gas in the Lower-48.
From a strategic and econom c perspective, the Al aska project
nmakes sense, even with a significant increase in LNG inports and
an increase in shale gas.

5:23: 38 PM

MR. MYERS said that in the carbon managed growth case nultiple
different sources of natural gas will be needed to neet Lower-48
demand grow h. The Black & Veatch anal ysis shows that demand for
LNG wll increase, nonconventional gas wll increase, and
conventional gas will increase if it's avail able through Al aska.
A Black & Veatch chart shows that in the carbon managed growh
case, gas prices wll have a higher price path than in the AG A
base case. "Basically, the nanaged carbon case actually beats

all the cases we based the economcs of the pipeline on," he
sai d.

MR. MYERS sunmarized that he tried to walk through a couple of
| ogi cal scenarios to provide perspective on world energy denmand
and where that energy could come from that energy use has
evolved and that shale gas is a player. He does not see shale

gas in any way negatively affecting the AGA project. It is an
opportunity to build a greater base of natural gas production
for the generation of electricity. He didn't di scuss

transportation, but the fact that natural gas is projected to
sell at a discount to oil enhances it as a transportation fuel.

SENATOR FRENCH comrented that he is dismayed that there are only
30 people in the room listening because this thorough analysis
shoul d be broadcast statewide. He committed to file a bill to
have a web canera in every conmmittee roomto stream information
live. It's long overdue.

5:26: 09 PM

SENATOR HUGA NS said he wants to know the nodifiers because one
perfect answer usually isn't as pure and brief as it's thought
to be.

MR. MYERS agreed that it's not a good idea to rely on a single
determnistic viewoint. One of the powers of the AG A analysis
is that it didn't rely on one answer; it relied on a Monte Carlo
probabilistic effect with all the outcones nodeled tinme and
again under different circunstances. That data set captures a
broad range of a very wuncertain world in the best available
statistical nethod to deal with the uncertainty.
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5:30: 33 PM

There being nothing further to cone before the comittee, Co-
Chair MQiire adjourned the Senate Resources Standing Conmmttee
neeting at 5:30 p.m
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