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POSI TI ON  STATEMENT: Di scussed inpedinents to filling the
pi peline and achieving the governor's goal of increasing North
Sl ope production over the next 10 years.

ACTI ON NARRATI VE

10: 01: 38 AM

COCHAIR PAUL SEATON called the House Resources Standing
Commttee neeting to order at 10:01 a.m Represent ati ves
Seaton, Feige, P. WIlson, and Herron were present at the call to
order. Representatives Dick and Kawasaki arrived as the neeting
was in progress. Representatives Gatto, Hawker, and Ml ett
(via tel econference), and Senators Wagoner, Hoffnman, and G esse
were al so in attendance.

Overview(s): Inpedinents to Filling the Trans-Al aska Pi peline;
| nt eragency Shal e Task Force

10: 02: 15 AM

CO- CHAI R SEATON announced that the conmttee would receive an
overvi ew regardi ng shal e devel opnent and inpedinments to filling
t he Trans- Al aska Pi pel i ne System ( TAPS).

10: 05: 29 AM

WLLI AM BARRON, Director, Division of QI and Gas, Departnent of
Nat ural Resources, began by referring to his presentation
entitled "Shale QI Developnent on the North Slope". He
rem nded the conmttee that the State of Al aska created a nulti-
agency task force, the nenbers of which represent DNR, the
Department of Environnental Conservation (DEC), the Alaska Gl
and Gas Conservation Comm ssion (AOGCC), the Al aska Departnent
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of Fish & Gane (ADF&S), the Departnment of Transportation &
Public Facilities (DOT&PF), and the governor's office. The
intent of the task force was to review the conditions,
obstacles, permtting, and requirenents associated with shale.
The task force was also to consider whether the state was
adequately prepared to nove forward with shal e devel opnent, and
if not, to identify the gaps. The nost critical point is that
the state is well positioned to manage the shale resource play

based on current statutes and regulations. He then enphasized
that the drilling of a shale well is no different than the
drilling of a conventional well. The requirenments associ ated
with the state's permits and regulations to drill a conventiona
well nore than adequately cover the conditions and issues
associated with drilling a shale well. He highlighted that the

total well count for a shale devel opnent could be about the sane
as the nunber of wells currently drilled on the North Sl ope.
Al t hough the shale wells could be drilled in the third of the
time it takes to drill a conventional well, the pace and
magni tude of permtting could be significant. Therefore, the
process is sonething that will need to be nmanaged.

10: 09: 27 AM

MR. BARRON then explained that a task force is necessary because
there have been a lot of shale plays, many of which have been
fairly well known. Although Al aska has never had a shal e play,
Al aska wants to be sure it's "ahead of the gane.” The interest
in Alaska shale significantly increased after Geat Bear secured
a 500,000 acre |l ease sale |last year about this tine.

10: 10: 28 AM

CO CHAIR SEATON recalled that G eat Bear proposed 200 wells a
year for 15 years for its first phase of devel opnent. He then
asked if that amount of wells represents what has been drilled
on the North Slope in the past 30 years or is DNR not
considering Great Bear's proposal as what will go forward.

MR. BARRON stated that if 200 wells are drilled a year over 10
years, that amunts to 2,000 wells and there are roughly 2,000
wells already drilled on the North Sl ope. However, he pointed
out that all those wells won't be active sinultaneously.

10: 11: 44 AM

MR. BARRON, in response to P. WIlson, said that the departnent
doesn't yet know its staffing needs. After only four neetings
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of the task force, it has identified the structure and framework
of the prograns. Now, the task force is addressing the resource

load to establish the man power that's necessary. In further
response to Representative P. WIlson, M. Barron confirmed that
he will have a better idea of the man power that's necessary

bet ween now and February or March.

10: 12: 47 AM

REPRESENTATI VE GATTO asked if the 2,000 wells on the North Sl ope
includes those wells that have been discontinued, capped, and
out of service.

MR. BARRON responded that he would have to double check the
nunbers. The nunbers he recently reviewed indicate that there
have been 2,000-2,500 wells that have been drilled on the North
Slope; that is holes in the ground and includes those that are
abandoned.

10: 13: 32 AM

MR. BARRON, returning to the presentation, reiterated that the
interest in the |lease sale for shale has increased since G eat

Bear's robust entry into the nmarket. Therefore, successful
exploration could lead to imedi ate devel opnent. However, he
enphasi zed that "the true viability of the G eat Bear Petrol eum
acreage is yet unknown until exploration occurs."” Until G eat
Bear does its initial test, the viability of its shale play wll
remai n  unknown. Still, he characterized it as a great

opportunity. The task force is assuming success and trying to
determ ne what's necessary to be ahead of it and prepared for
it.

10: 14: 50 AM

MR. BARRON informed the commttee that the state agencies
currently regul ate the foll ow ng:

e Well design and construction

* Gas flaring and venting

« Water discharge and storage

e Air quality nonitoring

* lce road and ice pad construction

* Plans of Operation and Pl ans of Devel opnent
e Habitat and wildlife nanagenent
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e Environnmental safeguards including spill prevention
and control

MR. BARRON remarked that the aforenentioned basically covers the

breadth of a drilling and production operation. He then
directed attention to the slide entitled "Future work"” and told
the commttee that the task force's future will focus on the
fol | ow ng:

e \Water Managenent - Source, Recycle, D sposal

* Hydraulic Fracturing Chem cal Di scl osure -
FracFocus. org
e Infrastructure - comon facilities such as roads,

gathering lines, power, transit lines to TAPS, etc.
* Gas Disposition: Use, Vent, Flare

10:17: 05 AM

CO CHAI R SEATON opined that the formation of units based on a
pool doesn't seem to have nuch neaning for shale devel opnent
because the pool beconmes that which is fractured and drained to
the pipe. Therefore, he asked whether the division has revi ewed
how the state will adopt its procedures for wunitization. He
then requested clarification as to what a unit is [in regard to
shal e pl ays].

MR. BARRON rem nded the commttee that the presentation he is
providing now is in reference to the task force. The question
of wunitization and its purpose would remain under the auspices
of the Division of Gl & Gas. In response to Co-Chair Seaton's
guestion regarding [the definition of] unitization, the original
and sole intent of wunitization is for the proper reservoir
managenent and ultinmate increase in recovery of a hydrocarbon in

a comon pool. He confirnmed that the question whether
unitization is appropriate for a shale play is in doubt in as
much as well-to-well intercommunication and connection doesn't
exi st . In order to establish a wunit for proper reservoir

managenment each well would be its own unit. Therefore, [the task
force] is reviewng whether that is the right avenue for proper
reservoir managenent and doesn't interfere wth a neighboring
unit. Unitization doesn't necessarily encourage or discourage
devel opnment in this regard, and thus it's not necessarily an
advant age or di sadvantage for a shal e play.
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CO CHAIR SEATON questioned whether [DNR] has the regulatory
authority to dispose of +the unitization process if it's
determ ned that unitization is of no use.

MR. BARRON answered that at this point it's inportant for the
Division of Gl & Gas to work closely with AOGCC to establish

spacing rules for the drilling and the ultimate |ayout of the
wells relative to the shale. He offered to provide further
information to the commttee as this process is ongoing. He

noted that nost of his counterparts in North Dakota and Texas
have addressed it by "stepping away" from wunitization and
changi ng the spacing rules required for drilling.

CO CHAI R SEATON expressed interest in the comnmttee being kept
up to date on that process in case it's necessary for the
| egislature to be invol ved.

10: 21: 57 AM

REPRESENTATIVE P. WLSON inquired as to whether there is a
di fference between shale drilling and gas.

MR. BARRON replied no, adding that the rules are about the sane.
The difference is the thermal maturity geologically, which is
whet her the source rock generated gas or oil. The [division]
believes the thermal maturity of Alaska's basin, is an oil play.
Al though to the north it may be a gas play, it's likely overrun
by a mgration of oil.

REPRESENTATI VE P. WLSON asked which cones first the oil or the
gas.

MR. BARRON answered that it's in situ in the rock/shale itself
and depends upon "how it's cooked in geologic tine."

10: 23: 45 AM

REPRESENTATI VE HERRON asked whether there's an exotic chem ca
that's not currently being used or is it a function of how the
state is going to disclose.

MR. BARRON clarified that there is nothing unique about fracking

a shale well versus a conventional well. The [task force] is
trying to ensure that the state is progressive in its approach
to public outreach. Fracki ng has becone a big issue in other

states and not necessarily in an appropriate way.
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CO CHAIR SEATON inquired as to whether the disclosure of that
i nformati on can be made via regulation or |egislation.

MR. BARRON expl ained that currently the disclosure is voluntary
for the conpanies, which is the point of FracFocus.org. The
material safety data sheet (MSDS) of any chem cal brought onto
the worksite can be required. That data is also public
i nformation. He opined that at this juncture there aren't any
regul atory or statutory requirenents to di scl ose t hat
information, nor is there the necessity to do so if conpanies
are doi ng so.

CO CHAI R SEATON asked if that disclosure is occurring in Al aska
for fracking on conventional wells.

MR. BARRON related that the conpanies that are fracking in
Al aska have published material regarding the chem cal conponents
of wells that they are fracking outside of Al aska.

10: 26: 27 AM

REPRESENTATIVE P. WLSON related her understanding that in the
Lower 48 sone conpanies don't want to disclose the chenicals
used in fracking.

MR. BARRON explained that the struggle for those conpanies is
the proprietary mx of those chem cals. The conpanies are
trying to ensure that the public knows what products are used,
but not necessarily in which part of the mxture or how the
m xture is blended. He nentioned that nost of the nmjor service
suppliers have identified ways and neans to satisfy npst
organi zations in terns of what materials are being used and how
much of it is in the product stream w thout allow ng the reverse
engi neering of their product.

REPRESENTATIVE P. WLSON surmsed then that there wll be
knowl edge as to the toxic materials being used, but there won't
be any know edge as to how nuch is being used.

MR. BARRON said that although that's a fair point, 98 percent of
a frac fluid is sand and water. Furthernore, alnost all of the
chem cals can be found in househol d products.

10: 28: 12 AM

SENATOR G ESSEL related her wunderstanding that wth fracking
wor k, the conpani es consider 12-nonth gravel roads. Therefore
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she inquired as to the inplications of fracking in terms of the
ice roads in Al aska.

10: 28: 38 AM

MR. BARRON informed the commttee that the best interest
findi ngs mtigation standard recommend ice r oads for
exploration, but not for developnent. He then opined that shale
is interesting in that there will be nuch devel opnment from the
inception. In fact, many strongly believe that after G eat Bear
drills its first four wells to establish the viability of the
shale, in concept there will never be another exploratory well
drilled for shale. Once the resource has been identified as a
payabl e and frackable resource and it has been mapped, every
well drilled wll be turned and drilled vertically, then
hori zontal ly, and then fracked. "Every well wll be produced,™
he said. He pointed out that all current operations and
devel opnent on the North Slope is done via gravel roads, except
for those roadless operations. Therefore, these [shale

devel opnments] will be ongoi ng devel opnent operati ons.

CO CHAIR SEATON related his understanding that the size of the
area and the nunmber of wells to be drilled over an expansive
area are going to make a scale difference. Therefore, he wanted
the legislature to be involved fromthe beginning with regard to
the types of roads used and for what purpose as well as any
restrictions on the roads.

MR. BARRON i ndicated that the |egislature would be infornmed.

10: 33: 13 AM

REPRESENTATI VE FEIGE surmsed that if Geat Bear's acreage goes
into production node, it would fall wunder existing production
rules and standards on the North Sl ope. He then asked if
there's really reason to change the existing rules for
production facilities. There are plenty of roads to access the
facilities that are already in place on the North Slope; nost of
those roads are categorized as industrial use roads and have a
security gate. Therefore, he asked if Geat Bear's operation
will be any different other than the rate and the overall size.

MR. BARRON responded that he didn't foresee any difference in
oper ati on.

10: 34: 41 AM
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CO CHAI R SEATON recalled that at last year's Energy Conference
there was an interesting presentation by North Dakota entitled
"Fracking 101," which is posted on Co-Chair Seaton's website.
He then recalled that when the Departnent of Revenue (DOR) was
considering [the shale play], it included new processing
facilities. He asked if [the task force] is also.

MR. BARRON answered that the focus of this work is to identify
the infrastructure that can be deened as common. He pointed out

that every conpany will have a different nodel in ternms of
production facilities. In concept, each pad will have its own
bit of a self-contained production facility. Still, [the task

force] is trying to determne how to assist the conpanies in
terms of a general dialogue regarding mnimzing their general
footprint and inpact on the environment by using shared conmon
infrastructure resources. The aforenmenti oned would be simlar
to the shared infrastructure resources on the North Slope, such
as common roads, gathering lines, delivery points, and power
facilities. However, that doesn't necessarily nean shared
production facilities.

10: 37: 52 AM

CO CHAI R SEATON, regarding water use managenent, recalled that
there has been sone discussion of water coming from just below
t he permafrost. He asked if the task force has addressed the
use of subsurface water versus surface water and the recycling
or disposal of water from either source.

MR. BARRON said that the task force has identified that water
managenent i s an issue. The state's regulatory framework seens
to be robust and adequate in ternms of a well-by-well basis.
Now, the task force is reviewing whether the state has the
appropriate process in place for water source managenent, and
di sposal. To Co-Chair Seaton, M. Baron explained that although
the carrying fluid in a frac program can be many different
sources, it's typically fresh water. The water immediately
below the permafrost is slightly brackish, which isn't
necessarily a problem Mny service conpanies are reformulating
their product stream to use the brackish water as the water

sour ce. The anount of brackish water on the North Slope is
quiet large and wouldn't inpact any rivers, streans, or |akes,
whi ch would be nobst hel pful. Wth regard to recycling, it's

bei ng done in many of the shale plays in the Lower 48. The task
force is reviewwng the recycling options, ways in which to
encourage recycling, and determne the pros and cons of
recycling. In terns of disposal, M. Barron stated that at this
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point there has been no discussion of surface discharge and
di sposal as it has all been considered to be reinjected into
permtted disposal wells.

CO- CHAI R SEATON expressed interest in the task force maintaining
communi cation with the | egislature throughout the process.

10: 41: 29 AM

REPRESENTATI VE P. WLSON asked if the land at the shale play is
simlar to the flat land of the North Sl ope.

MR. BARRON answered that the land is about the sane. He then
acknow edged the others involved with the task force.

10: 42: 57 AM

CO CHAIR SEATON turned the comrittee's attention to the gas
di sposi tion. He related his understanding that currently any
gas used on the lease is wused for production and power
generati on. Therefore, he inquired as to the discussion

regardi ng venting and flaring.

MR. BARRON stated that a couple of issues/concerns have arisen
in the Bakken shale play in North Dakot a. The wells in Bakken
are low rate wells. If the oil rate is low, the gas rate is
low. Reinjection of gas in a shale devel opnent doesn't play the
sane as it does in a conventional sand stone or carbonate
reservoir. Therefore, the question before the task force is:
What is the best use of the residual gas that isn't used for
fuel ?

CO- CHAIR SEATON told M. Barron that the legislature wll want
to be involved in any choice of venting or flaring.

10: 45: 21 AM

REPRESENTATI VE P. WLSON deducted that if [the shale play] has a
lot of oil, then it wll have a |ot of gas. Therefore, she
surmsed that the goal would be to save the oil. In such a

case, she inquired as to what woul d occur.

MR. BARRON indicated that he doesn't have answers to sone of

these questions at this tine. He agreed that the nore oil
that's produced generates nore gas, while the nore gas there is
creates nore conplexity in its disposition. Furthernore, the

nore wells one drills, the nore power one needs because punps
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have to be used to recover the oil. The nmore wells, the nore
punps, the nore power, and the nore gas is necessary for power
generation. Therefore, it becones a question of what to do with
it once it starts. At this point, there isn't any know edge of
the oil:gas ratio since the wells haven't been tested. At this
point, the task force is trying to determne the options based
on sound engi neering and geoscience. As soon as the resource
base is determned, the task force can bring forward ideas on
how to utilize the gas.

CO- CHAI R SEATON suggested that there can be sone interplays of
use such as for heating from the TAPS line oil because |ow
tenperature oil is an existing problem Therefore, a proposa

to vent or flare oil would likely neet resistance.

MR. BARRON agr eed.

10: 49: 01 AM

REPRESENTATIVE GATTO related his understanding that AOGCC
requires that when there is oil and gas together, the gas nmnust
be used to obtain as much oil as possible. He asked if the
af orenenti oned woul d play into a production schene.

MR. BARRON said the rules of resource and reservoir nmanagenent
currently used by AOGCC need to be carefully thought through
because gas wuse in a conventional sandstone or carbonate

reservoir is uniquely different than it is for shale
Rei njection of the gas for pressure maintenance or enhanced oil
recovery doesn't work for shale. At 50 barrels a day, the

af orenenti oned becones an economc question relative to oil.
The aforenentioned is why the task force is reviewing how it can
assist and encourage the conpanies to join together and help
reduce the overall cost of operations.

REPRESENTATI VE GATTO asked then if a different set of rules for
shal e are necessary.

MR. BARRON answered that he believes any rule changes wll be
very subtle, not dramatic. He opined that it's really a matter
of what one does with the product; one nust find a use for the
product . M. Barron opined that isn't an issue the AOGCC woul d
“lean into." "That is not a resource managenent discussion,
that is a marketing utilization issue," he stated.

10: 51: 57 AM
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MR. BARRON, returning to his presentation, explained that the
key point is that the task force believes at this juncture the

statutory and regulatory requirenments to drill shale are
adequately covered by what is already in place for conventiona
drilling. He then directed attention to the slide entitled

"North Anerican shale plays (as of May 2011)", which illustrates
that there are many shale plays within the continental U S. and
Canada. He highlighted the follow ng shale plays: Mar cel | us,
Eagl e Ford, and Bakken all of which work fairly well. On the
other hand, the N obrara in the Central US. is a shale play
that hasn't worked very well and there isn't knowl edge as to
why. The Barnett and the Wodford shal e plays have both worked,
but not in the sane size, magnitude, or robustness as the Bakken
or Marcellus. The North Slope shale play is larger in terns of
size than the Bakken or Marcell us. Still, he reiterated that
Al aska's shale play hasn't been tested. |In terns of conparison

the task force believes that the Eagle Ford shale should be the
analog for the Shublik as many of the parameters on the chart
entitled "Well Facts" are very simlar on a geologic basis.
However, there is no clear exanple of an Eagle Ford production
wel | because they haven't been online |ong enough to provide any

validity. An exhibit of a Bakken well, as related on the graph
entitled "Bakken Operator Type Curves", illustrates that EOG has
"either figured it out or its acreage is in the sweet spot of
the shale play." M. Barron enphasized that's what is really

inmportant is the decline curve. Even the EOG curve crosses the
100 barrel a day mark within two years and ultinmately all the
wells end up in the 50 barrels a day range after 30 nonths.
However, the length of that "tail" is unknown. Therefore, when
devel opi ng an area one nust be sure there is an econony of scale
based on the nunber of wells based on 50 barrels a day to
i ncrease overall capacity.

10: 56: 31 AM

MR. BARRON inforned the commttee that a typical North Slope
well will start out at 1,000-2,000 barrels per day. A typica
North Slope well stays flat for about three to five years and
then they begin to decline at a rate of 5-8 percent per year.
The aforenmentioned is a uniquely different curve than what
occurs for shale. The play being reviewed has uni que production
characteristics that are different than to what the state is
accust oned, which drives nuch of the discussion regarding future
devel opnment pl ans. M. Barron then turned to the issue of well
drainage and informed the commttee that well drainage is
limted and well-to-well pressure conmunication doesn't exist,
which is why the wells are drilled horizontally and are fracked.
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10: 57:51 AM

SENATOR WAGONER posed a scenario in which there is a 600 foot
shale play and inquired as to how many lateral drillings would
be drilled fromthe vertical drilling.

MR. BARRON answered that currently the plan would be for two
lateral drillings.

SENATOR WAGONER surm sed then that each lateral drilling could
take care of about 300 foot of shale, after fracking. He
further surmsed that the [600 foot] well would produce double
what a single well would.

MR. BARRON noted his agreement. He said that this is simlar to

a dual conpletion in that the vertical drillings would go in
different directions to recover the sane product from the sane
shale, but from a different fetch basin. M. Barron told the

commttee that lack of well-to-well comunication and the | ow
rate requires a high nunber of nultistage frac wells.

10: 59: 12 AM

MR. BARRON then turned the commttee's attention to the slide
entitled "Hydraulic Fracturing”" and informed the committee that
the first "frac" in the United States occurred in 1903. The
first commercial application was in the 1940s. Technol ogy has
advanced considerably since the 1940s and fracking has becone a
very conmmon conpletion technique in the industry worl dw de. In
fact, over 25 percent of the wells in Al aska have been
hydraulically fractured. Per AOGCC records, the earliest
fractured well in Alaska was Gubik 1 well in 1963. The wel

design and construction, he added, is the purview of AOGCC,
which is primarily focused on the safety of the well, those
drilling the well, and protection of the ground water. He then
shared an illustration of a horizontal well and the associated
frac zone. He explained that the wells drilled are no different
than a conventional well in which a series of steel pipe is
drilled and cenented in place, with each pipe decreasing in
dianeter and fitting inside the next. Therefore, as the
drilling goes deeper, the protection for the ground water
increases with the depth of the well. Shale plays, natural gas,
or oil are deep. Those the state is considering are about 9, 000
feet deep. M. Barron then shared a slide entitled "Fracturing
Height," which is an Eagle Ford frac height nodel that was
devel oped by m crosiesmc technol ogy. The nodel reviewed the
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hei ght of the fracture. He explained that in terns of depth

fractures grow vertically. He noted that the fracture height
can be controlled by the frac design. In the nodel presented,
the frac is growing about 300-400 feet vertically. Al t hough
fracs grow up and down, they nmainly grow up. M. Barron

hi ghlighted that the Eagle Ford exanple is at 9,000 feet, which
is simlar to what Alaska's would be, and grows only a few
hundred feet. He also highlighted that roughly around 1, 500-
2,000 feet fracs don't grow vertically but rather grow
hori zontal ly. The overburden is to the point at which the
fracture s predisposed to spread out I|ike a pancake.
Therefore, breaching into the ground water is even a nore renote
possibility.

11: 04: 13 AM

REPRESENTATI VE FEI GE, referring to t he slide entitled
"Hori zont al Drilling & Hydraulic Fracturing," related his
assunption that it illustrates a maxi mum performance frac job

If the layer of shale isn't as thick, by dialing back the
pressure one can frac |ess for nore.

MR. BARRON said that from recent discussions wth service
conpani es he has cone to understand that one can "dial in" the
fracture such that it can be designed to stay within certain
boundari es. In the Cook Inlet, the coal seans work as barriers
for fractures because they plastically deform rather than
fracture. As the conpanies frac in the Belugas and Tyoneks to
i ncrease gas production, the coal seans that are |ocated at the
top and bottom of those sandstones form good barriers because
they yield rather than crack. The pad, which is the front part
of the punp job, can be designed to induce the frac and the
slurry, which contains the sand, holds the frac open.

11: 06: 32 AM
MR. BARRON noved on to the slide entitled "Wap-up." He
rem nded the conmttee that this will be Al aska's first shale

pl ay, which he characterized as an exciting opportunity for the
state. However, he enphasized the need to do it the right way.
He reiterated that the permtting required for conventional
wells is applicable for shale devel opnment. Although the state's
current permts are sufficient, the pace and l|load on the
agencies needs to be addressed. He concluded by highlighting
the inportance if planning and managenent of infrastructure to
reduce the inpact and decrease the overall cost.
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11: 07: 28 AM

CO CHAI R SEATON returned to the issue of unitization, which has
been used to not only provide continuity but also to hold the
pl ay. He asked if the task force is addressing the
af orenentioned with the shale play. He expressed the need to
achi eve devel opnent w thout establishing a system by which
[acreage] <could be warehoused by the new system and not
devel oped.

MR. BARRON reiterated that wunitization shouldn't be used as a
vehicle to warehouse acreage; rather it should be used as a
vehicle to increase overall recovery and proper reservoir
managenent of a known hydrocarbon area. He said the
af orenenti oned i s being discussed.

11: 09: 38 AM

The commttee took an at-ease from11:09 a.m to 11:13 a.m

11:13:21 AM

ED DUNCAN, President & Chief Operating Oficer, Geat Bear
Petrol eum LLC, began by renmnding the commttee that G eat Bear
Petroleum LLC ("Great Bear") started this process officially at
the lease sale just a little over a year ago. He then directed
attention to the nmap entitled "Regionally Vested Lease Hol ders, "
whi ch specifies the regional distribution of the |ease hol dings
in and around the central North Slope area. The |eases of G eat

Bear are shown in yellow. In general, the core of Geat Bear's
| eases are immedi ately south of Prudhoe Bay and Kuparuk with a
few areas close to the Colville River south of Nuiqsut. These

| eases were technically chosen based on bountiful data from the
State of Alaska and the United States Geol ogical Survey (USGS).
At present, Geat Bear holds 500,000 acres. He then directed
attention to the slide entitled "North Al aska Shale Resource
Pl ay Real i zat i on: Chal | enges and Busi ness Devel opnent
Qpportunities,”™ which lists various topics and Geat Bear's
general position. Wth regard to water use, Geat Bear has
performed a considerable amobunt of work in ternms of access to
process water that would make 98 percent of the frac. M.
Duncan related Geat Bear's opinion that the brackish water
subsurface located in the mddle of the North Sl ope, 2,000-5,000
feet beneath the permafrost, is likely ideal for frac makeup.
The aforenentioned has been repeatedly confirnmed over the past
several nonths of work and Geat Bear believes that fact wll
allow G eat Bear to mnimze surface water use for frac makeup.
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This fact is great for Alaska and is unique in terms of the
maj or shal e resource play developnents in North Anerica. Al aska
has a nonpotable water source and an extrenely |arge volune of
recoverable brackish water from the subsurface that my be
i deal . Addi tional ly, the recycling and <clean stream
technologies that are currently enployed allow the recovery of
about 90 percent of the used water for reuse with the renaining
wat er being disposed of in either existing disposal facilities
in North Alaska or Geat Bear's own in-field custombuilt
facilities as Geat Bear's program grows and requires such
facilities. M. Duncan then noved on to the nodul ar processing
shared facilities approach. As the presentation wll relate,
Great Bear has incorporated a hydrocarbon process and fluid
process into its forward plan. At this point, Geat Bear's plan
i s conprehensive, he renmarked.

11: 21: 27 AM

MR. DUNCAN, in response to Representative Feige, confirnmed that
the well would be produced through a separator, mnuch |ike those
in a normal gas producing area. Produced water would be
separated, regardless of whether its formation water that cones
up with the oil and gas from the subsurface or water that is

introduced during the course of fracking. The water wll be
recovered, separated, processed, and reused to the greatest
extent possible. The nmaterial that can't be used wll be

di sposed of in existing facilities in North Alaska or in Geat
Bear's own facilities.

11: 23: 01 AM

REPRESENTATIVE P. WLSON inquired as to the result of taking
wat er out from under the pernmafrost.

MR. DUNCAN answered that he expects there to be nom nal inpact
fromthe water withdrawal from the subsurface at the volunmes and

spatial distribution that Geat Bear is considering. In the
context of degradation of the pernmafrost, M. Duncan didn't
expect inpact as Great Bear isn't injecting anything warm I n

fact, something warner than the pernmafrost is being wthdrawn.
He clarified the aforenentioned is an assertion on his part and
isn't based on independent study and thus would be a good
guestion to pose to industry and acadeni c partners.

11: 25: 06 AM
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MR. DUNCAN, in response to Co-Chair Seaton, said that roads to

resources are a topic high on Geat Bear's list. G avel road
and pad infrastructure wll be fundanentally inportant, a
requi renent, for the developnent of the shale resources. M.

Duncan said doesn't have a strong opinion in terns of state-
funded roads or roads funded by other nethods but rather tends

to consider safety first. These are busy industrial roads and
in fact, wll likely be busier than Prudhoe Bay and Kuparuk
River Unit during the earlier stages of the shale play. He

related his difficulty with the notion that 24/7 absolute public
access is safe. Although G eat Bear hasn't heavily deliberated
this topic, it realizes that a road network to the gravel pads
for developnent is a fundanental requirement and Geat Bear is
open for discussion on the topic.

CO CHAIR SEATON agreed that it's a critical issue, but added
that the state doesn't want such issues to arise for the first
time during the permtting process.

11: 28: 40 AM

REPRESENTATIVE P. WLSON asked if Geat Bear plans to airlift
t he machinery to begin the process.

MR. DUNCAN infornmed the commttee that over the |ast several
nmonths Great Bear has been in the process of permtting siXx
| ocations along the Dalton H ghway, primarily on previously
di sturbed gravel. He opined that those |ocations are
environnentally preferred as they don't require any or
significant ice road construction or ice pad construction. At
this time, the work plan is to regionally test the efficacy of
the play. He noted that wunconventional resource play testing
isn"t |ike conventional prospect testing, which is a singular
well drilled and the outconme is wusually binary in that the
prospect either works or it doesn't. Geat Bear's play requires
a broader swath of testing to establish thermal gradient. The
state and the industry need to establish how much of the fairway
is main phase oil productive, natural gas |iquids productive, or
dry gas productive. Great Bear's early program is designed to
build a nodel of what the subsurface is likely to deliver
regional ly. M. Duncan enphasized that a single well test is
phil osophically very different from how one would prove
productivity in a resource play relative to a conventional
prospect that is generally binary.

11: 31: 01 AM
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MR. DUNCAN, continuing his presentation, directed attention to
the tineline entitled "Plan of Devel opnent” and remarked, "We're

all in this together." He began with Phase 1 in 2011-2012,
which he referred to as Proof of Concept. As pointed out
earlier, until the wells are drilled and tested and they

actually <calibrate the rocks, the discussion is well-founded
theory. This tine next year he expected the conversation to be
one in which the test results are in hand and backed by rea
sci ence. The hope is that this tinme next year Geat Bear wll
construct a pilot devel opment pad with a nodul ar processing unit
on it that's capable of processing the produced fluids to tap
spec oil. The aforenentioned will be a trucking operation.
Great Bear is optimstic that in a success case, such a pad wll
have six or nore wells and one processing nodule that are
capable of handling about 5,000 barrels a day of fluid. He
clarified that the aforenentioned is noving oil to sales to punp
station 1 and that devel opnent pad will be produced for one year
in order to obtain a tight curve. Therefore, the desire, he
related, is to have a collection of Bakken well curves for North
Sl ope shale oil devel opnent, which will provide a basis for an
educated judgnent in terns of how aggressively full field
devel opnment is pursued. During this tinme, two years from now,
Great Bear will be in close contact with the legislature, he
said. He explained that one year fromnow Great Bear will be in
the pilot developnment and a year after that, 2014, the hope is
that Great Bear will be sanctioning corridor devel opment, which
is the 200 wells a year scenario.

11: 37: 06 AM

SENATOR WAGONER inquired as to the cut of the 5,000 barrels of
fluid per day [that is water].

MR. DUNCAN responded that although he would be able to provide a
better answer after the test wells are drilled, he didn't expect
it to be significant. He stated that a certain anobunt of water
production and a certain anount of gas production is expected

He enphasized that gas production is good because it provides

reservoir energy to lift oil to the surface. Fur t her nor e,
virtually all the equipnent is run on electricity and thus there
will be a large power demand from the in-field operations.
Therefore, he expected that nmuch of the gas production wll be
burned for in-field use. Great Bear's plan, he highlighted,
also includes a gasline to Prudhoe Bay. M. Duncan clarified
that if there is excess gas production, there is no intention to
vent it or flare it. Geat Bear's gas will be taken to Prudhoe
Bay or wll be stored in a subsurface facility on its own
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acr eage. "Qur objective is not to waste a nolecule,” he
stressed.

CO CHAI R SEATON recalled that M. Duncan referred to six wells,
and inquired as to the design |layout of those wells.

MR. DUNCAN clarified that the design and orientation of the bore
holes is backed by science. He explained that the horizonta
leg will be drilled perpendicular to the principle fracture
orientation in the subsurface. Therefore, there will tend to be
a specific orientation of the horizontal | egs. He said that
it's unlikely that there wll be a random orientation or a
consistent radial pattern around the well heads; the geology
suggests the aforenentioned isn't an effective way in which to
drain/test the resource. In terms of the nunmber of laterals
drilled, M. Duncan offered that G eat Bear wll keep those as
sinple as it can initially in order to ensure that an effective
bore hole is drilled and the test is done well. The rocks wll
guide the process in terms of how conplicated it can get, he
sai d. However, he offered that the notion of drilling multiple
laterals is sonething that Great Bear is considering as a strong
l'i kel ihood.

11:40: 59 AM

SENATOR G ESSEL asked if the skill set necessary for fracking in
Al aska is available in Al aska.

MR. DUNCAN answered that although such a trained work force
doesn't exist today in Al aska, he believes the potential work

force is in Al aska. This program will generate thousands of
long-term jobs and there will be a constant upward pressure on
activity. Furt her nore, G eat Bear Wil | constantly be
reinvesting. The backdrop of activity will require a trenendous

nunber of skilled people and everything that acconpanies such
work force growth, such as grocery store clerks, teachers, and

et cetera. He related that Great Bear is sponsoring a science
and engi neering education initiative, CeoForce Al aska, which is
being run through the University of Al aska Fairbanks. G eat

Bear was involved with the GeoForce program when it began eight
years ago in the Eagle Ford area of south Texas, which was a

very depressed area at the tine. Now, the Eagle Ford area is
exploding with activity, income, and revenue. In fact, he
hi ghli ghted that unenploynent is alnost nonexistent in south
Texas. The inpact of such long-term activity on the regiona
communities and governnent as well as the country is huge. He

expl ained that with GeoForce energing ninth graders are targeted
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to excite them about science and engi neering because this shale

play in north Alaska has "those kinds of legs." Al t hough the
Fai rbanks Pipeline Training Center is engaged with the [lack of
a work force], it's not producing the anount of work force
necessary for this shale play. M. Duncan then told the
commttee that G eat Bear expects to see a different class of
drill rigs in Alaska than those conventional drilling rigs in
north Al aska over the last 40 years. Therefore, existing
drilling staff would need to be retrained. The sheer |ifespan
of Geat Bear's proposal, 20 to 40 years - plus, creates a

generational [work force] that's dependent upon starting now in
a focused manner, such that this year 200 new work force nenbers
are created followed by 500, 1,000, and 2,000 in subsequent
years. The tineline presented considers such activity.

11:47: 03 AM

REPRESENTATIVE P. WLSON related her belief that Al askans wl|
have to be trained in Al aska.

MR. DUNCAN stated his agreenent. Drawi ng upon his experience,
he noted that there have been a nunber of principles of
conpani es that have noved the bulk of their business to North
Dakota. When enpl oyees feel gainfully enployed and are able to
provide for their famly, those enployees are unlikely to return

to Al aska. Therefore, Geat Bear will have to be very good
about how it attracts and trains new people, which will require
col l aboration across the industry and the state. He enphasi zed
that the developnent has to be presented such that it

illustrates to people that it's a long-termand stable future.

11:48: 57 AM

MR. DUNCAN returned to the slide 5 entitled "Plan of Devel opnent
Proof of Concept - Dual Milti WlIl Prograns.” He inforned the
conmmttee that in the |last year Geat Bear has worked very hard
to develop a testing programthat will allow G eat Bear to have
a technically based, hard science discussion regarding what this
shal e play neans to Alaska. |In response to Co-Chair Seaton, M.
Duncan the blocks on slide 5 form a subset of those on slide 2,
specifically the pipeline and Hall Road. The cut out area [on
slide 5] matches the key hole in the regional nmap. He noted
that the red dots are schematic and don't relate the specific
| ocation. M. Duncan opined that although there are chall enges,

it's inportant to note that Great Bear's activity is ready. I n
fact, Great Bear has already spent $1 nillion on pernmitting the
| ocati on.
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11:51:15 AM

CO CHAIR FEIGE asked if Great Bear is partnering with a specific
oil field service conpany.

MR. DUNCAN specified that Geat Bear is partnering wth
Hal i burton on an area-limted basis. Hal I i burton is bringing
the best in class technology to the challenges [Geat Bear wll
face with the north Al aska shal e play].

11:52: 02 AM

MR. DUNCAN noved on to slide 6 entitled "Plan of Devel opnent
Phased Devel opment Approach - 3 Min Phases,” which presunes
success in Geat Bear's initial testing program The slide
enconpasses the concept of a single pilot pad adjacent to the
road for easy road access, trucking, and production north to

punp station 1. The slide also illustrates what G eat Bear
considers to be a corridor based, full field devel opnent
pr ogr am However, he enphasized that the corridor illustration

is schematic and may not necessarily be north-south continuous
but rather may have a series of spurs in other directions. The

notion, still, is that once the full field devel opnent program
is reached, Great Bear will have a large activity set connected
with infrastructure. Great Bear's current proposal and budget
calls for a dedicated G eat Bear pipeline system that connects
all of its <corridor wells to the north, to TAPS The
af orenentioned would result in a parallel system of oil and gas
transm ssion. |If others nove at the sane pace as Great Bear and

develop oil and gas in the general area of G eat Bear's proposed
central processing facility (CPF) sinultaneously, discussions

regarding shared central facilities could take pl ace.
Currently, Geat Bear is planning a central processing facility
for its production since no one else is doing it now In

response to Co-Chair Feige, M. Duncan clarified that the
acronym MPU stands for nodul ar processing unit that would be pad
specific. The reference to Connected PAD system on slide 7, he
further clarified, refers to the nulti-wellhead pads. Al t hough
the specific nunber of wellheads on the pads is unknown at this
point, he estimated a range of 8 to 24 or nore wel | heads.

MR. DUNCAN, referring to slide 8 entitled "Drilling and
Conpl etion Operations Safety and Environnental ,"” related that
Great Bear is a safety first conpany. The statenents on slide 8
rel ate how Great Bear behaves as a conpany regardl ess of whether
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there are regulatory or statutory requirenents. To the degree
Great Bear can aid/assist the state; it's ready to do so.

11:57: 40 AM

CO CHAI R SEATQN, returning to slide 3, asked if any one of the
issues listed that Great Bear will be addressing is an issue
requiring nore lead time in ternms of the legislature raising
awareness in order to avoid an inpedinent to noving forward in a
reasonabl e manner.

MR. DUNCAN related his high confidence in the Departnent of
Nat ural Resources and [Division of Gl & Gas] in terns of their
ability to capture critical 1issues and ascertain reasonable
sol uti ons. He noted that the enthusiasm at the state agency
level is high and their focus is very high. Any concerns held
by Great Bear aren't associated with the state understanding the
magni tude of what Geat Bear 1is proposing. He expressed
confidence that any issues relating to permtting and
communi cation and how unitization will function wll be overcone
and aren't currently inpedinments to Geat Bear. Great Bear
believes its programis ready to go and is appropriate for both
Great Bear and Al aska. However, the [shale play] needs to be
tested and understood as soon as possible given the enormty of
the project. |In further response to Co-Chair Seaton, M. Duncan
suggested the commttee encourage an industry that is ready,
willing, and able to help the state educate the public regarding
what the program is really about. "Let's put good, solid
information in front of the citizens of the state and allow them
to make decisions from a high know edge basis rather than sone
of the scare things that go on or sone of the maybe purpose[ful]
m sinformati on that occurs,” he said.

12: 03: 00 PM

CO CHAIR SEATON stated that's the purpose of this neeting to
which all the industry players have been invited to discuss
these issues. |If matters arise in the future, he encouraged M.
Duncan to conmuni cate those with the commttee.

12: 03: 31 PM

REPRESENTATIVE P. WLSQON, noting that Alaska has quite a few
vocati onal organizations, asked if the state needs to do nore in
the realm [of vocational organizations that would create the
necessary workforce].
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MR. DUNCAN relayed that Geat Bear is proposing drilling and
conpleting 200 wells per year, which is less than the nunber of
wells that are drilled and conpleted per nonth in Eagle Ford or
t he Bakken. However, drilling and conpleting 200 wells in
Alaska is so much nore than has ever happened in Al aska. To
Representative P. WIlson's question, M. Duncan enphasized the
need to begin lining up the work force and how to train them
now. He opined that it isn't inpossible to recruit people to
move to Al aska, although it may be inpossible to buy them out of
their activity in Eagle Ford, Bakken, or other shale plays.

Still, there is a trenmendous unenploynent problem in the U S.,
much of which is highly skilled and underenpl oyed, which is a
group that may prove to be a good target. Furthernore, mlitary
canpaigns are wnding down, which wll result in lots of

veterans returning from overseas. The mlitary would provide a
tremendous pool of highly skilled, disciplined, mature workers
that bear review He said that obtaining/creating the work
force is sonething that Great Bear and the state would do hand-
i n-hand. However, he enphasized that it needs to start now.

12: 06: 52 PM

REPRESENTATI VE P. WLSON acknowl edged that there are potenti al
enpl oyees from the Lower 48, but previous experience has
illustrated that bringing enployees from the Lower 48 |eaves
Al askans wi thout | obs. She enphasized the need to train
Al askans for these jobs.

MR. DUNCAN agr eed.

12: 07: 57 PM

SENATOR G ESSEL recalled that M. Duncan discussed that G eat
Bear has spent $1 million on permitting and needing a new style
of drill rig. She further recalled that when G eat Bear spoke
with the legislature eight to nine nonths ago it was related
that Great Bear's financing was from friends and famly and it
was seeking other investors. Senator G essel asked if Geat
Bear has found any other investors.

VR. DUNCAN replied vyes, and then pointed out that the
Hal I i burton venture project is a good exanple of another
i nvestor.

12: 08: 36 PM
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REPRESENTATI VE HERRON inquired as to the catalyst that drove
Great Bear to propose developnent in the north Alaska shale
resource play.

MR. DUNCAN relayed that he began his career in north Al aska
where he studied the rock formations in north Al aska, albeit not
in the context of being oil and gas reservoirs. The technol ogy
for that evolved in the last four to five years. The epi phany
was part of his training as a new ventures geologist with BP in

London where he considered how to create new geography. For
north Al aska, new technology allowed G eat Bear to create the
new geography in which it was interested. The rocks in north

Al aska are ready for testing, the technology is available, the
rocks are drillable, the production infrastructure is present,
and the state is a wlling partner. He said he didn't see
anything technically that's a "show stopper.™

12:12: 45 PM

CO CHAI R SEATON announced that now the conmttee would hear a
presentation regarding conventional oil and gas in terns of
i npedi ments to filling the pipe.

12:13: 39 PM

VR. BARRON directed attention the presentation entitled
"Changing Dynamics of North Slope Devel opnent.” Referring to
the slide entitled "lIssues Inpacting North Sl ope Devel opnent,™
poi nted out that the issues the state and industry have to work
t hrough include opposition from | ocal and national environnental

groups, renoteness, harsh conditions, and technol ogical issues.
However, he highlighted that one man's inpedinent is another
man's protection, which the division considers as it works
t hrough i ssues. He then pointed out that smaller conpanies new
to Alaska are bidding on |eases. The new players to the state
have little experience in permt sequencing and tinefranes;
haven't allotted enough tine to address public concerns, |oca

government requirenents, etcetera; and aren't famliar wth
conducting business in Alaska, primarily in terns of |ogistics

and aren't the prine clients for services, etcetera. The | ast
point is critical because conpanies such as BP, ConocoPhillips
Al aska, Inc., and others have been on the North Slope for sone
time and can establish long-term contracts with the service
conpani es, which places them in a prinme position contractually
on a financial basis. Since the new conpanies aren't the prine
source for a contractor's revenue, the contractual arrangenents
tend to be different and it inpacts the cost associated with the
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newer/smal | er pl ayers. He then related that roadl ess
devel opnent s haven' t support ed adj acent | ease
expl orati on/ devel opnent.

12:18: 03 PM

MR. BARRON noved on to the slide entitled "Permtting." He
related that a Permtting Task Force is undertaking a huge
effort to inprove permtting activities and efficiencies. The

departnment has an aggressive, ongoing public outreach program
for which one of the DNR deputy comm ssioners or directors have
traveled to half a dozen different cities and villages wthin
the state seeking public input and comment associated wth
permtting, whether it is related to oil and gas, mning, |and

or water. He then related that 26 of the 27 vacant positions in
the Division of Mning, Land and Water have been filled. The
departnent is also reviewng software applications that could be
used for the purpose of nodeling the actual permtting process
and linking those processes regardless of the agency associated

with it. The goal is to identify overlaps and gaps in order to
streanline and increase the efficiency and effectiveness of the
permtting process. Post Al aska Coastal Managenent Program

(ACVMP), the applicant is now responsible to independently
coordinate the project with local, state, and federal agencies.
The aforementioned is an issue and it's a high priority of the
task force to develop a way in which individual applicants don't
have to coordinate the activities but rather there is a
framewor k that encourages the dialogue upfront in terns of what
the project is. In fact, DNR staff will be travelling to Barrow
to listen to the concerns and possible solutions for the North
Sl ope Borough. That experience may be hel pful in devel oping the
Al aska Project Questionnaire that's intended to serve as a "road
map, " such that it would identify contacts, tinmefranes, and the
pat h through the road map.

12: 22: 19 PM

CO CHAI R SEATON asked if DNR is considering a regional genera
permt, which establishes procedures that can be used within an
area and requires a report on activities every 90 days, rather
than an individual permt on every developnment [on the North
Sl ope] .

MR. BARRON responded that DNR is open to all ideas. In fact
DNR is considering sonmething simlar to a regional general
permt based on a conpany's plan of devel opnent. The departnent

woul d consider what's needed in the first three years of the
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conpany's plan of devel opnent and permtting all t hose
activities upfront in order to avoid the conpany having to cone
to the departnent annually. The structure around such a permt
is still being devel oped. M. Barron then enphasized that the
agencies and permts listed on the slide entitled "GOl & Gas
Activity Authorizations" isn't a definitive list, although it's
a daunting list. Permtting has always plagued the industry and
it doesn't seemthat has changed, he renarked.

12:25:52 PM

REPRESENTATIVE P. WLSON asked whether any consideration has
been given to re-establishing an ACVP.

MR. BARRON expl ained that DNR is review ng what has and has not
wor ked successfully in the past. What has worked successfully
for large projects has been the Ofice of Project Mnagenent
(OPM, and therefore the departnment is considering "OPMIlite",
[a scaled back version of] OPM that would work for smaller

proj ect s/ conpani es. He acknowl edged that the aforenentioned
could be viewed as a tw st on ACW. He noted that it can be
hel pful to wutilize the software applications that map the
process, place the information online, hold coordinating
nmeetings upfront at a 20 percent project review, and have
periodic neetings wth stakehol ders. Since the loss of ACW,

there has been a breakdown in communi cati on, which now needs to
be the focus.

12:28: 07 PM

REPRESENTATI VE HERRON questioned whether OPMIlite would be
recogni zed by DNR s federal counterparts.

MR. BARRON answered that although that's unknown at this point,
he believes it's nmerely a matter of how OPMIlite is structured.

12: 28: 52 PM

MR. BARRON continued on wth the slide entitled "Cost of
Operations: Opportunities for Inprovenent.” He stated that the
cost of operations is one of the big inpedinents to devel opnment.
Anything that can be done to encourage the industry to share
common infrastructure; coordination to address all governnental
| evel s; consistency in public notice; appeals provisions, and
procedures; and industry cooperation on costs of combn needs
will all inpact reducing the cost of operation. Long-term
devel opment, whether on the Kenai or the North Slope, wll
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require operators to produce at |ower production rates while
being efficient and effective at those rates to be econonmic. He
t hen enphasi zed the need to explore opportunities for extending

the drilling season. As described, exploration for shale is a
bit different than conventional wells. Although it's doable to
drill one or tw conventional wells in a season, as the drilling

season continues to decrease in tine and sone sites are farther
out, the cost of an ice road conmes into play. The cost of an

ice road is roughly $25,000 per mle. He recalled discussing
with Senator Wagoner whether wusing ice roads on the Kenai
Peninsula for exploration wells would be appropriate. On the

Kenai Peninsula there are issues, such that a strong Chinook
[wind] could naterialize and the ice road would be gone, which
woul d | eave a stranded rig or worse. M. Barron said there are
many things the departnent is trying to understand. He then
enphasi zed the need to work closely with the industry to devel op
ways to mnimze the inpact of devel opnent to the environnent.

12: 32: 32 PM

REPRESENTATI VE P. WLSON asked how the cost of a regular road
whi ch woul dn't have to be replaced each year, conpares with the
cost of an ice road on the North Sl ope.

MR. BARRON opined that it's prudent that the state, the
division, and the departnent have |eaned heavily on ice roads
for exploration purposes. He surm sed that Representative P.
Wlson's question should lead to the discussion regarding
whet her a roadl ess developnment is in the state's best interest
once a discovery is nmade. Many would say that a roadless
devel opment such as Badam or Alpine, while technically
achi evable may not have been in the long-term interest of the
state. Badam has three nonths of the year to build an ice road
and supply itself and a two to three nonth season to receive

bar ges. Therefore, there's a fair anpunt of tinme in a year in
whi ch anything that isn't on |ocation would require an expensive
air transport cost. |f there had been a road into Badam since

its discovery, all the ice roads that would have been necessary
to take an offshoot into an exploration area would have
significantly reduced the cost of operation and increased the
opportunity for resource devel opnent once they were explored,
devel oped, and delineated; they would have been pernanent roads
that would wultimately be renobved through the abandonnent
process. Those would then branch out and new horizons could be
explored and attacked; again, an ice road for exploration and a
permanent road for developnment. \VWhile it mght make fol ks fee

good that there are roadl ess devel opnents, ultimately there is a
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tremendous expanse of the North Slope that is a large world
cl ass hydrocarbon basin that remains unexplored sinply because
of the cost of doing so.

12: 35: 12 PM

MR. BARRON, in further response to Representative P. W]Ison,
expl ai ned that [who deci des whether these devel opnents shoul d be
roadl ess or not] is based on who owns the | and. He relate his
belief that over time conpanies have tried to do the right
thing, and sone tinme ago the concept of roadl ess devel opnent was
deened appropriate for developnent [on the North Slope] and the

state. At the tine, the aforenmentioned was probably
appropri ate. However, for a long-term view of overall
devel opnent roadl ess devel opnment may not be appropriate. The
i npedi ment of a roadless devel opnent is the lack of
infrastructure in a world class basin. He opined that roadless
devel opnment needs to be an option as does roads. He further

opi ned that roads to resources need to be encouraged as a viable
option and not di scouraged.

12: 36: 46 PM

REPRESENTATI VE FEI GE surmised then that sinply by having a road
to an area nekes nore projects nore economc, and thus nore
projects will be developed. |In the case of oil, nore oil on the
North Sl ope woul d be available to put in the pipeline.

MR. BARRON concurr ed.

REPRESENTATI VE FEI GE asked whether there are other areas besides
the North Slope that would inmediately benefit from other roads
to resources projects. He recalled that an exanple of such is
the road to Umat [Meridian], which the governor has given nuch
attention.

MR. BARRON offered his belief that the west side of Cook Inlet
woul d al so benefit from having a common road through the area.
He said he didn't believe one would find a Kenai sized gas field
on the west side of the inlet or it would' ve been found by those
targeting the area. Still, having an existing road and pipeline
Wi th access increases the opportunity for exploration.

REPRESENTATI VE FEI GE surm sed, then, that a road through the
west side of the Cook Inlet would nmake nore projects economc
specifically gas projects. Therefore, the state's supply of gas

HOUSE RES COW TTEE - 28- Novenber 1, 2011



would be increased and potentially elimnate the need for a
bullet line through the Anchorage bow in the near future.

MR. BARRON specified that a line from the North Slope relative
to the operational opportunities of Cook Inlet is a different
di scussion, although it wouldn't necessarily be an inpedinent to

this discussion. The intent is to have available land and
avai |l abl e access to that land in order to perform exploration
wor K. Mar kets, he noted, will drive overall devel opnent. He

infornmed the commttee that Apache is performng its 3-D seismc
shoot and their exploration efforts wuld be enhanced if a
natural infrastructure system existed on the east and west side
of Cook Inlet. The east side, not the west side, of Cook Inlet
already has a robust road structure that has resulted in
devel opnent al ong the road and pipeline corridor.

12: 40: 22 PM

SENATOR WAGONER questioned why permts for wells of the sane
geographical area and sane geological structure [to the sane
applicant] couldn't be bat ched.

MR. BARRON expl ai ned that the permt for each individual well is
different than the permtting and plan of developnment for a
group of wells. Each well needs to be permtted relative
through AOGCC to ensure the well is designed appropriately for
the area, which provides protection for the ground water and the

resource. He enphasized the need to avoid a cookie cutter,
rubber stanp approach toward well construction. However, he
confirmed that there is a lot that can be done in ternms of
batching, such as addressing regional issues relative to
wet | ands. The aforenentioned is simlar to permtting by plan
of devel opnent. Therefore, activities are known upfront and

permtting after that occurs by exception rather than by rule.

12: 43: 22 PM

CO- CHAIR SEATON inquired as to how roads are [built, owned, and
paid for] such that the roads are accessible to nore than one
i ndustry player in order to enhance further exploration.

MR. BARRON indicated that to date the discussion has been one
regarding the North Slope nodel for roads, such that the roads

are industry roads for the purpose of industry. Currently,
there is very little, if any, issue between the two primary
operators regarding the use of those roads. The roads to

resources idea is trying to pronote the idea from the Um at
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Meri di an di scussi on. The existing issue is that there are no
roads at this point, but once there are roads the industry would
share those roads.

CO CHAIR SEATON pointed out that in the past all the sane
pl ayers have been involved [in the devel opnent]. However, now
there would be a nunber of new players perform ng exploration
and using roads from devel opnents from which they aren't a part.
Ther ef or e, he opined that the state should review the
af orenenti oned because it's like the access to facilities to get
oil through and into TAPS with a facilities agreenent. He
guesti oned whether the state has a role in pernmtting the roads
such that other industrial players would or wouldn't have access
to the roads or is that going to be left to the conpany/conpany
group that built the road. Co-Chair Seaton expressed his desire
to proactively address road use before it's brought to the
| egi sl ature.

MR. BARRON noted his agreenent, and then added that the
commercial arrangenents between two private conpanies relative
to road access are significantly sinpler than having the

di scussi on  about process facilities. Currently, shared
facilities, including airplanes, airports, hotel space, canps,
power systens, and roads, already occurs and seens to be working
fairly well. However, he acknow edged that there may be

exasperation over tinme as there are nore new pl ayers.
The commttee took an at-ease from12:48 p.m to 12:53 p. m

12:54: 18 PM

BOB HEINRICK, Vice President of Finance and Admnistration,
ConocoPhi |l i ps, acknowl edged that the intent of today's neeting
is to focus on the inpedinents to filling the pipeline and
achieving the governor's goal of increasing North Sl ope
production over the next 10 years. He then related
ConocoPhi | I'i ps' support for the governor's goal and belief that
North Sl ope production can grow, albeit the primary driver for
i ncreased production will be a change to Alaska's Cear and
Equi t abl e Share (ACES). M. Heinrick said that ConocoPhilli ps'
observations wll focus on state issues, not federal issues,
with regard to access and permtting. Al aska is a unique and
environnentally sensitive place and in order to mnimze the
inmpact to the environnment ConocoPhillips holds itself to very
hi gh standards in all aspects of its operations, particularly in
areas of safety and the environnment. In order to mnimze the
impact of developnent in the Arctic, there are conplex
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regul ations to which the industry nust adhere. He acknow edged
that it can be difficult to strike the right balance between
overregul ation and appropriate regulation. M. Heinrick then
rel ayed ConocoPhi | |'i ps' appreci ation for t he current
adm ni stration, particularly the work DNR has done with resource
conpanies to facilitate permtting of developnent related
activities while protecting the interest of the state and its
citizens. An exanple of such is a recent Division of Ol & Gas
i ssue of 2011 general permts for generally approved activities
in the Kuparuk River Unit in the North Slope borough. Thi s
gener al permt authorizes routine and common activities
associated with oil and gas devel opnent on the North Sl ope, such
as on pad renoval and installation of well [lines, bollards,
thernmo cyclones, bull rails, and guard rails, all of which are
now included in one annual pernmtting process. Therefore, it
significantly reduces the anobunt of effort needed to obtain
aut hori zation for typical day-to-day maintenance and devel opnent
activities. M. Heinrick also related ConocoPhillips'
appreciation for DNR s recent inprovenents to the permtting
process due to filing 37 new positions within the Division of
M ning, Land and Water. He related further appreciation for the
efficiency review initiative to inventory, categorize, and

prioritize the current backlog of permts. The aforenentioned
will speed up the review and authorization of activities
necessary for resource devel opnent. Additionally, there are

plans to expand the wuse of general permts for routine
activities, such as online permt applications, online data
submttal, linkage of permts to other databases, and other
automation efforts. ConocoPhi | |'i ps, he relayed, greatly
appreciates this noticeable and ongoing effort to nake the
process nore efficient.

MR.  HEINRI CK announced that his testinony would now turn to

access in terns of access to resources. "What is inportant to
ConocoPhillips is a regular opportunity to acquire perspective
acreage and |ease sales,"” he stated. Since the inplenentation
of the state's areawide leasing program in June 1998,
ConocoPhillips has been a regular participant in the state's
| easi ng program ConocoPhillips believes that the state's

areawi de sales provide the state the best opportunity to nmake
mnerals potentially available to the industry for exploration

and potential devel opnent. Therefore, ConocoPhillips doesn't
vView access to state acreage as an inpedinent to the governor's
goal. To summarize, M. Heinrick related ConocoPhillips support

of the governor's goal for growh on North Sl ope production and
to boost throughput through TAPS. Furt hernore, ConocoPhillips
believes that the state's access to acreage and the permtting
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systens aren't the key hurdles in neeting the governor's goal
As experience has shown ConocoPhillips when it attenpted to
obtain a permt to construct a roaded bridge in one of the

Al pine sites, there are issues at the federal |Ievel. The nost
significant inpedinment to filling the pipeline is the state's
fiscal structure, he opined. As ConocoPhillips has testified in

the past, it believes that ACES needs to be nodified as it's the
nost | everaging action the state can take to attract the type of
i nvest ment necessary to stemthe decline. The passage of HB 110

was a step in the right direction, he remarked. He then
encouraged the Senate to pass the [conpanion] or simlar
| egi sl ation. M. Heinrick informed the conmmttee that if the
busi ness envi ronnent is i mproved, ConocoPhi |l l'i ps will

participate with its partners to develop nore of Alaska's
chal | enged oil .

12: 59: 58 PM

REPRESENTATI VE FEI GE requested an update regarding the current
status of CD 5 in terns of the Corps of Engineers.

MR. HEINRICK answered that it feels as if there has been a |ot
of progress in the last few nonths. He further related that
di scussions are ongoing for the permt approval and progress is
expected in the near term

CO CHAI R SEATON asked whether the bridge at CD 5 was necessary
for access to the area or was the bridge denied because of the
pi peline along the bridge.

MR. HEINRICK offered his wunderstanding that by burying the
pi peline under the river, the ability to visually inspect it or

adequately pig it to keep it clean is |ost. There is also a
safety aspect to having roaded access to the pad that wouldn't
exi st were the pipeline buried under the river. He rem nded the

commttee that frequently there are days when planes can't |and
in the CD 5 area because of fog and weather, and therefore it's
inmportant to have road access to the facility via the roaded
network in an alpine area that isn't actually connected to the
road systemthat reaches the rest of the North Sl ope.

1:02: 34 PM

SENATOR G ESSEL inquired as to the cost of a gravel road.

MR. HEINRICK rel ayed that he woul d research that issue.
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CO CHAIR SEATON recalled that ConocoPhillips doesn't believe
that restrictions on building roads have been an inpedi nent for
its devel opnent, other than the federal denial of the permt to
build a bridge across the Colville River.

MR. HEINRI CK noted that for Al pine ConocoPhillips uses ice roads
extensively for connectivity in the winter nonths for supplies,

rig noves, and etcetera. The aforenentioned does add
substantial increnental costs to the operations in ternms of
construction and renoval of ice roads each year. Per manent
roads are an advantage in those types of devel opnents. He

informed the conmittee that ConocoPhillips has 15-20 different
agreenents in which third parties use those roads for various
reasons. The aforenentioned isn't viewed as a significant issue
because ConocoPhillips has been able to work with those third
parties.

1: 04: 21 PM

CO CHAI R SEATON asked whether there are any other benefits to
using ice roads. He also asked whether ConocoPhillips would
prefer to have year round roads in those areas and whether there
woul d be any detrinmental inpact to year round roads.

MR. HEINRICK opined that the main benefit of ice roads is that
it mnimzes the footprint of gravel on the tundra. The
af orenenti oned was viewed as the appropriate solution at the
tine.

CO- CHAI R SEATON, referring to the Alpine site, asked whether it
woul d' ve been preferable for ConocoPhillips to build year round
roads and have the denp and nediation costs at the end. He also
asked whether ConocoPhillips applied for gravel to the
devel opnent . Co-Chair Seaton clarified that he was trying to
find where the ice road policy was controlling.

MR HEINRICK said that he didn't know the history of the
[ Al pine] field, which was developed in the late 1990s and went
online in 2000. Therefore, he would need to review what
deci sions nade at that tine. Regardl ess, M. Heinrick related
that year round access would be preferable to the ice road
structure so that supplies and crews can continually be brought
to an area.

CO- CHAIR SEATON expressed interest in receiving further

i nformation, and suggested that the conmittee is considering how
the state can obtain the nost econom cal and best devel opnent on
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the North Slope to activate the pipeline. Therefore, the
i ndustry would need to relay to the cormittee any inpedinents to
devel opment on the North Sl ope.

1: 08: 25 PM

MR  HEINRICK, in response to Co-Chair Seaton, inforned the
comm ttee that ConocoPhillips doesn't have a water shortage. At
Kuparuk River Unit, there is a salt water treatnent facility
that provides much of the water for Kuparuk, Al pine, and sone of
the other users in the area.

CO CHAI R SEATON rel ated his understanding that the facilities at
Prudhoe and Kuparuk are maxed out as far as water since the
fields have matured and nore water cones up. He asked if that
is the case.

MR. HEINRICK answered that it depends upon the facilities to
which he doesn't have specific know edge on the individual
assets. He explained that as fields age they produce nore water
and nore water is injected to increase reservoir pressure.
Therefore, the volunme of fluids handled increases substantially.
There nmay be sonme parts of a processing facility that are
underutilized, while other parts such as water handling create a
"bottle neck"™ to further volume. He related that [the industry]
is continually optimzing those production facilities, in terms
of trying to elimnate the bottlenecks or perform ng expansions
on limting factors. The aforenentioned is an ongoing process
since the fields were put into production 30 years ago.

1:10: 15 PM

REPRESENTATI VE FEI GE asked whether adding new fields would
result in an inproved oil:water ratio.

MR HEINRICK indicated that it's possible, and noted that the
af orenentioned is being utilized with Pioneer. Such agreenents
are conplex because of the issues regarding whether the [new
fields] are providing the type of quality volunes expected and
i npacts that may have on the conpany's production. Therefore, a
conpany nust first protect its wunit holders and provide the
appropriate capacity for unit hol ders. He noted that currently
ConocoPhillips has a nodel in place for these conplex
agr eenent s.

1:12: 10 PM
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SENATOR TOM WAGONER related his wunderstanding that it's not
totally in ConocoPhillips control what it produces because the
AOGCC requires production to continue in sonme areas.

MR HEINRICK said he wasn't famliar with that part of the
regul ations, but offered to research it.

1:13:17 PM

CO- CHAIR SEATON noted that menbers' packets include witten
testimony from Janes  \Weks, Managi ng  Menber, UtraStar
Expl oration, LLC, who discussed lowering the state take by
passing HB 110, a rail extension of the Alaska Railroad to the
North Slope and points east and west, and ice roads and pads.
The nenbers' packets also include comments from the Alaska Ol
and Gas Association, nuch of which discusses the changing tax
structure.

1:16:15 PM
ADJ OURNVENT

There being no further business before the commttee, the House
Resources Standing Commttee neeting was adjourned at 1:16 p.m
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