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Anchor age, Al aska

POSI TI ON  STATEMENT: Provided a PowerPoint overview of
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BRENT GOODRUM Direct or

D vision of Mning, Land and Water

Depart ment of Natural Resources

Anchor age, Al aska

PCSI TI ON STATEMENT: During the Departnment of Natural Resources
overvi ew, answered questions.

ED FOGELS, Deputy Conm ssioner

Department of Natural Resources

Anchor age, Al aska

PCSI TI ON STATEMENT: During the Department of Natural Resources
overvi ew, answered questi ons.

W LLI AM BARRQON, Director

Division of Ol & Gas

Departnent of Natural Resources

Anchor age, Al aska

PCOSI TI ON STATEMENT:  Provi ded a Power Poi nt presentation on North
Sl ope shale oil devel opnent and an update on the Shale O Task
For ce.

ACTI ON NARRATI VE
1: 04: 34 PM

COCHAIR ERIC FEIGE called the House Resources Standing
Commttee neeting to order at 1:04 p.m Representatives Dick,
Herron, WIson, Gardner, Foster, Minoz, Kawasaki, Seaton, and
Feige were present at the call to order. Representative Sadl er
and Senator G essel were also present.

OVERVI EN'S): Departnent of Natural Resources

1: 04: 54 PM

CO- CHAI R FElI GE announced that the first order of business would
be an overview of the Departnment of Natural Resources by
Conmi ssi oner Sul livan.

1: 05: 26 PM

DANIEL S. SULLI VAN, Comm ssi oner, Depar t ment of Nat ur al

Resources (DNR), stated that a key priority at DNR is to have a
st rong, respectful, and responsive relationship wth the
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| egislature and to show this all of DNR s directors are present
in person or online, as was done | ast year.

COWM SSI ONER  SULLI VAN noted that decisions on two inportant
cases before the Alaska Suprene Court were announced earlier
today: the Carlson case, which will have very inportant fiscal
ram fications for the state both on the case and going forward,
and the Nondalton case, which directly affects DNR He said
t hese decisions are victories for the state and reflect the hard
work of the Departnent of Law as well as the cooperation of the
Al aska State Legislature, which was critical for the Carlson
case.

1: 08: 48 PM

COWM SSI ONER SULLI VAN, in response to Representative P. WIson,
explained that in the Carlson case the court reversed itself,
admtting that the previous decision to charge the state a
"super high" interest penalty was incorrect and shoul d have been
| ower. The savings on the remanded interest rate is a big deal
to the state not only on the case, but going forward. He then
directed attention to the January 1, 2012, op-ed he wote for
t he Fairbanks Daly News-M ner that highlights sone of the issues
before the state.

1:11:13 PM

COWM SSI ONER  SULLI VAN then began his Power Point overview by
pointing out that DNR has revised its mssion statenent to
simplify it and to synchronize it nore closely wth what the
departnment thinks is the constitutional mandate [slide 4]. He
said DNR has al so expanded its core services fromtwo to four to
better reflect what all of the departnent's directors do.

COWM SSI ONER  SULLIVAN noted that the Department of Natural
Resources manages one of the largest portfolios in the world of
oil, gas, mnerals, and renewables such as water, land, and
tinmber [slide 5]; only 17 countries in the world are larger than
the state of Al aska. Junping ahead to slide 9, he directed

attention to the oil and gas estimates depicted for Al aska's
North Sl ope. He also noted that since the last |egislative
session, the U S. GCeological Survey (USGS) cane out with revised
Cook I nl et esti mat es, whi ch are quite significant.

Additionally, Alaska has a huge mneral potential, ranking in
the top 10 in the world for inportant mnerals [slide 10].

1:13: 21 PM
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COWMM SSI ONER SULLI VAN i ntroduced DNR s two deputy conm ssioners,
Ed Fogels and Joe Balash, as well as the directors of the
departnment's seven divisions: Franci Haveneister, Director,
Division of Agriculture; Chris Misch, Director, Dvision of
Forestry; Bob Swenson, Acting Director, Division of Geological &
Ceophysi cal Surveys; Brent Goodrum Director, Mning, Land and
Water; Bill Barron, Director, Division of Ol & Gas; Jean Davis,
Director, D vision of Support Services; and Ben Ellis, D rector
Di vision of Parks & Qutdoor Recreation. He then introduced the
following DNR staff nenbers: Kurt G bson, Director, Gas
Pipeline Ofice; Tom [Crafford], Director, Ofice of Project
Managenment & Permtting; and Mke Thonpson, [State Pipeline
Coordi nator], office of the State Pipeline Coordinator.

1: 20: 49 PM

REPRESENTATI VE HERRON recalled that at the commttee's 1/18/12
overview of the Division of Agriculture, a witness said that he
coul d not speak highly enough of director Franci Haveneister and
the work she does. However, the witness didn't believe that was
the inpression DNR held of the division. Therefore, the w tness
expressed the desire for the Division of Agriculture to be noved
el sewher e. He inquired as to the comm ssioner's thoughts about
this testinony.

COWMWM SSI ONER SULLI VAN allowed that it is very easy in DNR
particularly in the commssioner's office, to focus solely on
oil and gas issues and sonetines mnerals at the expense of all
the other divisions. He related that |ast year he coonmitted the
comm ssioner's office to not do that. Al though Ed Fogels has
gotten out to the communities very regularly in addition to
Franci doing a good job, he acknowl edged there could be
i npr ovenent in terns of him "stepping up nore." The
departnment's commtnent is sincere, he continued, and while the
j ob has probably been half done the departnent is working on it.

1:23:48 PM
REPRESENTATI VE GARDNER asked if there is any foreseeable
opportunity to obtain the title to the school lands that were

prom sed at statehood.

COWMM SSI ONER SULLI VAN stated that he is not up to speed on that
i ssue, and therefore deferred to M. Goodrum
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BRENT GOODRUM Director, Division of Mning, Land and Wter,
Department of Natural Resources, offered to research the issue
and provide any information obtained to the commttee.

REPRESENTATI VE GARDNER infornmed the commttee that obtaining
title to the school lands is one of the priorities of the
statewi de Parent Teacher Association. She explained that at
statehood, every state was promsed grids 31 and 16 of every
community or the equivalent. The aforenentioned hasn't occurred
in Al aska. She acknow edged that it takes some federal action
to rel ease these titles.

1: 25: 19 PM

COWMM SSI ONER SULLI VAN remarked that the Division of Mning, Land
and Water has nade good progress with the federal government in
terms of finalizing some of the issues related to the renaining
land selections with the federal governnent. He offered to
brief the commttee on the |and sel ections issues.

REPRESENTATI VE GARDNER rel ated she has heard there is enough oi
on the North Slope to justify construction of a pipeline, if the
state didn't already have a pipeline. She asked if the
comm ssioner would concur, regardless of whether or not a
pi peline woul d be the best way to obtain it.

COWMM SSI ONER SULLI VAN acknowl edged that the estimates are stil

very significant. Governor Parnell has laid out his vision,
albeit anbitious, of 1 mllion barrels per day through the
Trans- Al aska Pipeline System (TAPS). Wth regard to whether
there are enough hydrocarbons on the North Slope to reach the
governor's vision, he opined that there are. Comm ssi oner

Sullivan further opined that the North Slope is an area of
enor Nnbus prom se.

REPRESENTATI VE P. W LSON al so expressed interest in the issue of
obtaining title to school lands and the follow up on that.

COW SSI ONER SULLI VAN agreed to get back to the commttee on
t hat issue soon

1: 28: 16 PM
REPRESENTATI VE MJUNOQZ requested that the conm ssioner speak to

the additional resources the |egislature approved |ast year to
address the backl og of permtting.
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COWM SSI ONER  SULLI VAN opined that addressing the backlog of
permtting was a great exanple of how the executive and
| egislative branches cane together to address an inportant
issue. The departnent is [reviewing] a strategy with regard to
a conprehensive permtting reform As nentioned, |ast year the
governor's budget included an increnent of $5-%$6 million that
nostly went to the Division of Mning, Land and Water, which has
resulted in significant inprovenent. In fact, the division has
hired over 30 people, has chosen a system to revanp the
techni cal aspects of DNR s system and has made a significant
dent in the backl og. Still, new permt applications are being
recei ved.

MR. GOODRUM informed the conmttee that since July 1, about 31
enpl oyees have been hired and trained. During that tine the
di vision has reduced the backlog by alnost 20 percent. As of
Decenber 30, 2011, there remain 2,095 authorizations to process,
which is a reduction of about 560 from July 1, 2011. The
division, he related, has reviewed better tools to provide
better wvisibility and transparency with the issue. In fact,
next nmonth the division will begin working with I1BM on a pilot
project to inprove the process.

COM SSI ONER  SULLIVAN interjected that although the division
still has a long way to [reduce the backlog and inprove the
process]; it's being attacked from a nunber of different
di recti ons.

1: 31: 53 PM

REPRESENTATIVE MJUNOZ inquired as to whether DNR has the
opportunity to conment to the Alaska Energy Authority (AEA) on
the draft Southeast Alaska Integrated Resource Plan. She
further inquired as to what the plan may nean in terns of
m neral devel opnment in Sout heast Al aska.

COWM SSI ONER SULLI VAN indicated that he wasn't aware of the
af orenenti oned plan, but would reviewit.

REPRESENTATI VE MUNOZ related that one issue of concern is the
| ack of consideration for existing energy |oads for existing and
proposed m nes. She clarified that the concern is that the
energy loads of existing and proposed mnines aren't being
considered in the recommendati ons for investnment or not.

COWM SSI ONER SULLI VAN reiterated he would review the plan.
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1: 33: 30 PM

CO- CHAIR SEATON turned attention to mariculture and the
permtting of shellfish farns. He related his understanding
that no longer will those with a ten-year transferrable permt
be able to apply and obtain a renewal in the ninth year of the
permt, rather in the tenth year one would have to reapply for a
brand new permt. The aforementioned change, he opined, wll
cause severe disruption since the mariculture farnmer won't know
whet her he/she would have a farm or not. This change seens to
run counter to the conmmssioner's coments in relation to
permtting thus far, he pointed out. He asked whether DNR is
working on resolving the [change in permtting] internally or
does it require a statutory change.

COW SSI ONER  SULLIVAN, with regard to the permtting reform
enphasi zed that it's an ongoing process to nmake the system nore
efficient. He nentioned that it's inportant for legislators to
make DNR aware what constituents are saying.

1: 36: 08 PM

ED FOCELS, Deputy Comm ssioner, Department of Natural Resources,
informed the commttee that the departnent has been having
internal neetings regarding how to streamine and be nore
efficient with the issuance of aquatic farm ng |eases. He
acknow edged that under the current structure it has taken the
departnment a while to renew the |eases. Al t hough not optimal,
in the interimthe departnent has been issuing |land use permts
while the |ease is being renewed. In part, the departnent is
reviewing the actual structure and statutes and regul ati ons that
govern aquatic farmng in order to determne if any changes can
be nmade at that point. Also, efforts with the backlog and the
streamlining of the process should help that situation. The
departnment, he related, is also reviewing the comercial
standard for geoduck farmng to ensure it's a realistic
st andar d.

CO CHAIR SEATON noted his appreciation of +the departnment's
efforts and encouraged the departnment to keep the |egislature
informed of its efforts with regard to aquatic farm ng.

VR. FOGELS clarified that DNR is reviewing the renewal
mechani sm He offered that one option could be a nechanism to
extend an existing |lease while the renewal is being reviewd and
processed. He acknow edged that it is not optimal to have an
existing | ease expire while it is being reviewed for renewal .
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1: 38: 31 PM

CO- CHAIR SEATON then turned attention to the change in the
m ssion statement, which he characterized as "quite a different

direction.” The past mssion statement of DNR was: "To
devel op, conserve, and enhance natural resources for present and
future Al askans.™ However, the new mssion statenent says:
"Responsi bly develop Al aska' s resources consistent wth public
interest.” Co-Chair Seaton then pointed out that, in part, AS

37.07.014(a) says:

Responsibilities of the |egislature.

(a) To carry out its legislative power under art.
I, sec. 1, Constitution of the State of Al aska, and
to pronote results-based governnment, the legislature
shall issue a mssion statenent for each agency and
the desired results the agency shoul d achi eve.

CO CHAI R SEATON noted that although the House Resources Standing
Commttee has jurisdiction of this matter, it hasn't been
involved in DNR s change in mssion statenent. He then asked if
the change in mssion statenment was done solely through the
executive branch or was the |egislature involved in sone manner.

COM SSI ONER  SULLI VAN answered that to his know edge the
| egi sl ature was not involved in the change in m ssion statenent.
The change, he stated, was the departnent's effort to streamine
[the | anguage]. The | anguage "Responsibly and within the public
interest” attenpts to nore succinctly capture the future
generation issues and focus on the [departnent's] constitutional
mandat e. Conmi ssioner Sullivan said that he was unaware of the
constitutional statute regarding mssion statenments, but said he
iswlling to work with the commttee.

1:41:40 PM

CO- CHAIR FEIGE returned to the renewal of permts and added that
there are all kinds of comercial use permts for which a
nmechanism to make the renewal process snoother would be
[ desi rabl e] . Simlarly, he expressed interest for designated

departnment staff to have the authority to extend permts and
such that are being reviewed when they are about to expire.

COWM SSI ONER  SULLI VAN, regarding permts, related that the

departnment has been cognizant of the "basis of where they
exist." Therefore, a direct mandate in statute is clear and
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[woul d cause] DNR to return to the legislature regarding the
change whereas statutory provisions that request the agency nmake
regul ations is a | ooser connection. Furt hernore, agencies also
pronmul gate regulations wthin the authority granted by the
| egi sl ature, although not specifically connected by a statutory
provision. The departnment will be review ng the aforenentioned,
he sai d.

1: 44: 38 PM

COWM SSI ONER SULLI VAN, returning to his presentation, directed
attention to slide 12 entitled "TAPS Arresting Throughput
Decline.™ Al though the declining oil through TAPS has been a
critical 1issue for decades, only recently has the federa

government recognized it as a national issue. The notice by the
federal government is positive and he attributed it to the
departnent's actions, i ncl udi ng op- ed pi eces, articles,
t esti nony, and neet i ngs Wi th t he f eder al gover nment .
Conmi ssioner Sullivan opined that the declining throughput in
TAPS is the nunber one economc issue on which the state should
be focused, as was related in the governor's recent "State of
the State" speech. He rem nded the conmittee that at the end of
| ast session, the governor set out a vision and strategy to
i npl enent the vision. Over the last year, DNR has worked
relentlessly to realize the governor's vision and inplenent his
strategy. The work of DNR and other agencies falls into one of
these five elenents outlined on slide 13. This strategy is
starting to bear fruit, he opined. In fact, he stated that this
winter looks to be a busy exploration season, as evidenced by
slide 14 which provides a snapshot of North Slope exploration

Still, one nust renenber that even when a |arge quantity of oil
is found it takes a long tine to develop it.

COW SSI ONER SULLI VAN noved on to slide 15 regarding the success
of the North Slope |ease sale. He pointed out that the Decenber
North Slope |ease sale was extended and DNR made the pitch
regarding why they should bid on acreage in the North Slope to
several conpanies, which was also done to sone extent for Cook
Inlet as well. He noted that DNR coordinated closely with the
federal governnent in order that the state's sale would be the
same day as the National Petrol eum Reserve-Al aska (NPR-A) | ease
sal e. The aforenentioned had a positive inpact as it resulted
in conpanies bidding in both the state and federal areas, which
he opi ned was beneficial .

1: 50: 55 PM
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REPRESENTATI VE KAWASAKI asked whether DNR has had discussions
with any of the [bidders] regarding how the oil and gas gets to
the pipeline into the main Prudhoe Bay fi el d.

COWMM SSI ONER SULLI VAN suggested that if significant quantities
of oil were found, the focus of any of the conpanies would be
[to utilize] state land to get it into TAPS. In further
response to Representative Kawasaki, Conm ssioner Sullivan said
that [the discussions] with the conpanies nostly focus on the
exploration work as the conpanies tend to view these [bids] in

very distinct phases. If oil is discovered, the conpanies then
perform calculations to determne whether to proceed wth
devel opnent . Therefore, there hasn't been nuch discussion
regardi ng devel opnent with any of these conpanies while they are
in the exploration phase. Upon finding oil, the decision of if

and when to develop it relates to the tax issue.
1:53:27 PM

REPRESENTATI VE KAWASAKI nentioned the bridge over the Colville
Ri ver, which after many years of discussion and process, finally
has permts in place. The Colville River Bridge is an exanple
of plans in the works. He asked if Conm ssioner Sullivan means
to say that the state doesn't have any plans past exploration.
He further asked if any conpany has approached the departnent
regardi ng roads that will be necessary for future projects.

COWMM SSI ONER SULLI VAN answered that in ternms of roads the state
is considering a nunber of areas. For instance, the road to
Unat is part of the five-part strategy. Furthernore, roads-to-
resources tried to coordinate areas where there are high
prospective oil and gas aspects and where infrastructure would
be required. He noted that the stated worked tirelessly on the
CD-5 [Alpine Satellite Developnent Plan], but the holdup has
been the federal governnent, which finally reversed itself. He
menti oned that DNR played an inportant role in that reversal.

1: 56: 08 PM

CO CHAI R  SEATON, regarding the roads issue, related his
understanding that on the North Slope they have been operating
on a policy of ice roads during exploration. However, testinony
in Novenber 2011 indicated that nmay not have been nost effective
in some areas. He inquired as to whether DNR has the ability to
decide that a gravel road that is traveled by nore than one
conpany nakes nore sense than an ice road. O, will a gravel
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road only be allowed after there are proven reserves and the
conpany is applying for devel opnent, he asked.

COWM SSI ONER SULLI VAN rem nded the conmittee that ice roads have
typically been utilized during the exploration phase in order to
| eave a m nimum footprint. However, the issue is in regard to
bal ancing the mininmal inpact with the costs in an area where the
cost of doing business is very high conpared to other
hydr ocar bon basi ns. Wth regard to whether there is a way to
extend the exploration phase beyond the current three to four
nmonths [when ice roads can be utilized] is being reviewed by
DNR. He offered to get back to the conmittee on the matter of
whet her the use of ice roads is statutory, regulatory, or a best
practice requirenent.

CO CHAIR SEATON remarked that it would be advisable for the
commttee to hold hearings on this matter in order to renove
sonme of the barriers to devel opnent.

COWM SSI ONER SULLI VAN related that he has frequently heard that
crews are hired for four nonths in Al aska because that's the
extent of the exploration season. Therefore, even the
exploration period is very costly.

COCHAIR FEIGE highlighted that much of the exploration is
heavily incentivized, whereby the state is contributing a fair
anount of tax relief or outright cash. He opined that when the
ice road nelts it's the state' s/people's noney that is soaking
into the ground because incentives were used to build it.
However, if [gravel roads] were utilized, the state/people would
experience nore benefits for the funds the state provides to
incentivize the exploration.

COWM SSI ONER SULLI VAN said that the roads-to-resources concept
consi ders that. For exanple, there has already been a focus on
the road to Um at.

2:02: 00 PM

CO- CHAIR SEATON opined that in this venue those kinds of
conversations with local conmunities can be held. He pointed
out that facility access is another issue. He then asked

whether DNR is working on facility access issues with existing
conpanies or is it only a comercial term between existing TAPS
and new pl ayers.
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COW SSI ONER SULLI VAN related that rmuch of the shale oil task
force work has been focused on conceptualizing shared key
infrastructure, in terns of roads or other aspects. However,
Co- Chair Seaton's question speaks to the present and the future.
Al though DNR has continually reviewed facilities' access issues,
such issues have typically played out on the North Sl ope through
the various entities and private sector conpani es.

2:04: 28 PM

CO- CHAIR SEATON highlighted that the state is incentivizing
upstream costs to a large extent, particularly with high oil
prices. In fact, at tines the state is paying as nuch as 90
percent of the entire cost for the facilities. Therefore, he
wanted to ensure that DNR is reviewing the access that is
provided fromthe |large state investnent into the facilities.

REPRESENTATIVE P. WLSON commented that sonmetines the state
i npl ements things to help that don't help.

COWM SSI ONER SULLI VAN opined that there is no one who doesn't
want to incentivize oil production and put nore oil in the
pipeline, it's just a matter of how to do so while avoiding
policies with unintended and negative consequences.

2:07: 05 PM

COWM SSI ONER SULLI VAN, returning to his presentation and slide
15, returned to his discussion of the Decenber 2011 | ease sale.
During that |lease sale, DNR tried to attract a diverse group of
i nvestors. The aforenentioned was acconplished to sone degree,
he opi ned. Al though the state has nmade a good start, it's far
fromthe goal of turning around the TAPS throughput.

2:08:12 PM

W LLI AM BARRON, Director, Division of Ol & Gas, Departnent of
Nat ural Resources, in response to Co-Chair Feige, answered that
Royal e Energy is an independent conpany from California that
specializes in shale oil and gas devel opnent.

COWMM SSI ONER SULLI VAN remarked that sonetines having the small,
ninble conpanies is as wuseful as having the [large] nmgjor
conpani es.

2:09: 03 PM
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COWM SSI ONER SULLI VAN, noving on to slide 16, identified the
significant activity in Cook Inlet, including a conbination of a
new USGS study and a state |ease sale. The recent Cook Inlet
activity includes a diverse group of conpanies. He credited the
activity in Cook Inlet to the quite aggressive, conpetitive tax
and investnment incentives avail able. The departnent, he
related, has worked very hard at balancing exploration and
saf ety.

2:10:49 PM

REPRESENTATI VE KAWASAKI directed attention to slide 16 and the
USGS estinmates for Cook Inlet. He inquired as to when DNR wi |
know whet her the estinmated undi scovered vol unes of hydrocarbons
in Cook Inlet are correct or not.

COWMM SSI ONER SULLI VAN said that the best way to determne if the

estimates are correct is to obtain nore players. The nore
responsi bl e exploration work in the area, the nore ability there
will be to true up the nunbers. Although a year-and-a-half ago

commttee nmenbers |ikely wouldn't have believed that there would
be a renaissance in the Cook Inlet, that's clearly the case and
the departnment wants to encourage that. However, he reiterated
the need to do so in a responsible and safe manner.

2:12:57 PM

REPRESENTATI VE KAWASAKI inquired as to when the departnment would
consi der the Cook Inlet estimtes correct.

COWM SSI ONER SULLI VAN clarified that the Cook Inlet estimtes
are technically recoverable but undiscovered. These are the
best guess nunmbers from |l ooking at a |ot of new information, but
are very different from booked reserves. The closer a site is
to booked reserves is alnobst always a function of exploration
wor k.  The booked reserves on the North Slope are close to the 5
billion barrel range. Still, there is enornous potential on the
North Sl ope. He reiterated that as nore explorers enter Cook
Inlet, the better the nunbers wll be.

2:14:40 PM

REPRESENTATI VE KAWASAKI related that he is excited to hear about
the additional Cook Inlet gas reserves, but at the sane tine
cauti ous because the question becones "Wat does that |eave for
an in-state gasline?” If there are large booked reserves of
natural gas in Cook Inlet, he questioned how that would inpact a
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stand-alone pipeline from the North Slope to Anchorage. He
inquired as when the admnistration will view [a stand-alone
pi peline] as feasible.

COWM SSI ONER  SULLI VAN highlighted that the admnistration is
very focused on the high cost of energy in Interior and rura
Al aska. The departnent believes gas is one of the conponents of
addressing that high cost. Comm ssioner Sullivan opined that if
significant resources becone available in Cook Inlet, it bodes
well for both the Anchorage area and the state. Therefore, a
renai ssance in Cook Inlet is not necessarily bad for the rest of
the state. The departnment, as is the governor, is focused on
commercializing North Slope gas for two strategic reasons: i n-
state needs; maxim ze that commodity for all Al askans.

2:17: 50 PM

CO CHAI R SEATON recal l ed hearing that Nordaq had a gas find such
that it was going for contract sales for 15 mllion cubic feet
per day for 30 years. He asked if that's the kind of nunbers
DNR is hearing. He also asked what trillion cubic feet (tcf)
field would be accessed north of the Swanson G| Field on |and
under the Arctic National WIdlife Refuge (ANVR).

COWM SSI ONER SULLI VAN said he doesn't have the specifics on the
Nordaq contract sal es. However, it illustrates the prom se of
what is going on in Cook Inlet. He clarified that he would
refer to the happenings in Cook Inlet as a "mni-Renai ssance"
because he didn't want to overplay it.

2:19: 42 PM

REPRESENTATI VE P. WLSON opined that the [increased] activity in
the Cook Inlet would never have happened if the legislature
hadn't put into place incentives to do so.

COWMM SSI ONER SULLI VAN agreed and said the conpanies would |ikely
say the sane. The Cook Inlet is probably one of the nost
conpetitive areas in the state and is a good exanple of what
some tax reductions can do in ternms of spurring activity.

2:21.:00 PM
CO- CHAIR SEATON interjected that he didn't want to overplay the
incentives because one of the big incentives is the gas

contracts, which create a payable venture. He pointed out that
if the situation was as it was a few years ago when gas was at
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$2.50, the incentives wouldn't matter because the conpanies
still couldn't make noney and wouldn't invest. He enphasized
the need to recognize that the gas sales contracts being
approved in Cook Inlet are $6-%$9 nctf, which results in a payable
vent ure. Co-Chair Seaton said he wanted to be sure that those
who want cheap energy don't want to return to $2. 00 per ntf gas.

COWMM SSI ONER SULLI VAN agreed that investnent is a function of
the economc returns, which is a function of taxes and price
Still, Conmssioner Sullivan opined that the tax incentives
pl ayed a significant role with the m ni-Renai ssance.

2:22:52 PM

COMM SSI ONER SULLI VAN, returning to his presentation, directed
attention to slide 18 entitled "Strategic & Critical Mnerals."
He characterized the strategic and critical mnerals sector as a
positive for 2011. In this sector there was a lot of activity
in ternms of production. Referring to Slide 19, what's quite
inpressive from DNR s perspective is that one-third of the 2010
total mneral exploration investnment in the U S was in Al aska.
Certainly, that includes large projects, but the fact that 34
exploration projects spent over $1 million in 2010 illustrates
that it was broad-based [investnent]. The inpact of such
investment into mneral exploration on |ocal economies in terns
of jobs and high wages is enornmous, particularly in rural
economni es. For instance, the Fort Knox mne enploys over 800
enpl oyees with an average wage of $80, 000. He then pointed out
that the map of 2010 nmineral exploration projects on slide 20
illustrates how broad based the exploration is. Slide 21
provides the outline of a summt DNR held on Al aska strategic
and critical mnerals. The sunmt was sold out and included at
| east one representative of a foreign government, which
indicates the strong interest in Al aska's m nerals.

REPRESENTATIVE P. WLSON interjected that she attended the
conf erence, which she enjoyed.

2:26: 32 PM

REPRESENTATI VE FOSTER returned attention to slide 19, and
pointed out that it relates that in 2011 a None offshore m neral
| ease sale received over $9 mllion in winning bids for 84
tracts on approximately 24,000 acres. Since the Nome port is
currently at capacity, he asked whether DNR has reviewed ways to
addr ess congesti on.
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COW SSI ONER SULLI VAN said that this issue has been under
di scussion in the office and will likely result in trips to None
and Kot zebue to obtain a sense of the issue.

REPRESENTATI VE FOSTER clarified t hat al t hough None i's
appreci ative and excited about what this offshore mneral |ease
sale will do for the econony, it does want to be sure to address
any associ ated challenges it creates.

2:28:29 PM

COMM SSI ONER SULLI VAN continued his presentation with slides 22-
23, which provide an overview of the acconplishnments in
agriculture and parks and outdoor recreation as well as the
Al aska boating safety program He then noved on to slide 24
entitled "Tinber Resources” and acknow edged that conmunities
have been closed because of access difficulties, particularly
for federal resources. Wth the help of the legislature, DNR
started to address sone of these issues. For exanple, |ast year
the governor had an initiative to double the size of the
Sout heast State Forest and consider ways in which to create new
jobs. Referring to slide 25, Commi ssioner Sullivan conplinmented
Al aska's firefighters who kept the fires in the state at bay and
even hel ped fight fires in Texas.

2:31:59 PM

COWM SSI ONER SULLI VAN then directed attention to slide 26 and
opined that in 2011 the state made sone progress in cooperating
with the federal governnent on resource devel opnent issues. He
hi ghlighted that Al aska finally obtained what DNR believes to be
the correct answer to the CD-5 devel opnent, although it took two
years and a |lot of additional work. Comm ssioner Sullivan told
the commttee that DNR is doubling its efforts as the federal
government is necessary in terns of responsible resource
devel opnment. He noted that issues remain with the environnenta
i npact statenent (EI'S) for Point Thonson.

2:33: 47 PM

COWM SSI ONER SULLI VAN noved to his review of year 2011, which he
characterized as a good year. He opined that when the resource
devel opnent sector of the econony does well, it helps other
sectors. Still, there are sone very significant issues that
need to be addressed. As nentioned in the governor's "State of
the State" speech, the nobst significant issue to address is the
TAPS t hr oughput . However, he nentioned that he was surprised
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that sone are debating whether the aforenmentioned is even an
urgent issue. From DNR and the admnistration's perspective,
the TAPS throughput is definitely an urgent issue and resulted
in a large part of last year working toward getting nore oil
into the pipeline system

2:35: 08 PM

REPRESENTATI VE HERRON related that he told the governor he
didn't like the status-quo, but that HB 110 goes too far.
Therefore, he questioned where the [conprom se] |ies.

COW SSI ONER SULLIVAN stressed that the admnistration is
focused on the amount of TAPS throughput, rather than the tax
reform that some have said is a $2 billion give-away. The
rationale is that if production is increased, then the tax
reform won't be a give-away because increased investnent at the
high oil prices will be an increase to state coffers. He
related his understanding that the nodeling of the $2 billion
gi ve-away doesn't include any increased production, which is the
goal of the tax reform

2:37:38 PM

COWM SSI ONER  SULLI VAN  then remar ked t hat one of t he
di sappoi ntnents of the |ast session was that when there was

opposition to HB 110, no one offered anything else.
Furthernore, he said he has never heard the governor refer to HB
110 as a “"take it or | eave it" proposi tion. The
governor/adm nistration has been focused on neaningful tax
reform t hat IS nunbers that wll resul t in meani ngfu

investment. To reach 1 mllion barrels of oil a day in 10 years
will probably take tens of billions of additional dollars in

investnment and the state is not getting near that now  However,
oil exploration and production is boom ng all over the U S., yet
Al aska, the location wth probably the |I|argest hydrocarbon
system is still declining. The administration attributes the
af orenentioned to the state's cost structure, particularly since
there are inherent costs on the North Slope that are
unavoi dabl e.

2:39:58 PM
COWM SSI ONER  SULLI VAN, continuing his presentation, turned to
the governor's focus on commercializing Alaska's very large

resources of North Slope natural gas. Over the past year, the
governor has asked the conpanies to align and consider a
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liquefied natural gas (LNG perspective. As part of the
adm nistration's strategy, the comm ssioner noted that he has
di scussed with potential markets what Alaska has to offer in
terms of Alaska's conparative advantages with natural gas, as
outlined on slide 30. He then directed attention to the map on
slide 31, which relates the strategic proximty of Al aska LNG to
Asi a. He nmoved on to slide 32 which relates the key principles
for any project and the governor's roadmap to a gasline.

2:42:15 PM

REPRESENTATI VE KAWASAKI recalled a discussion with Dr. Pedro Van
Meurs this past Novenber regarding conmercializing natural gas
in large quantities. The discussion was disappointing when he
heard that conmmercializing natural gas mght be severely
economcally challenged due to ~conpetition from various
countries to gain a foothold in eastern natural gas markets.

COWM SSI ONER SULLI VAN remarked that there are a lot of experts
who opine on various issues. Al t hough commercializing Al aska's
natural gas isn't easy, Al aska does offer advantages including a
stable investnment and political climte and geo-strategic

portfolio di versification. Countries consi der t he
af orement i oned. Furthernore, Alaska has been a reliable
supplier of LNGto Asia for over 40 years. He nentioned that in
di scussions with potential countries, they have illustrated they

are aware of Alaska's North Sl ope gas.
2:45: 05 PM

REPRESENTATI VE HERRON said he thinks the governor's roadmap to a
gasline surprised people. He inquired as to simlarities
between the governor's roadmap to a gasline and the
commi ssioner's work on pipelines in the Central Asian Caspian
Sea. He assuned those were under aggressive schedules as well.

COWM SSI ONER SULLI VAN said the key takeaway he has tried to
bring to his work [with DNR] is the inportance of trying to
align interests and work in partnerships, which isn't always
easy.

2:47:51 PM

COWMM SSI ONER SULLI VAN, returning to his presentation, directed
attention to slide 33. He then enphasized that every day DNR
tries to balance responsible resource devel opnent W th
protecting the environment and other inportant interests in the
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state. The state, he opined, has a good track record in

achieving the aforenentioned. In conclusion, Comm ssioner
Sul I'i van acknow edged t hat t here are chal | enges and
opportunities and that the key to it all wll be to align

interests and establish partnershi ps.

OVERVIEWS): Shale Q| Task Force Update

2:49: 59 PM

CO- CHAI R FEI GE announced that the next order of business would a
[ Shale G| Task Force] update.

2:50: 24 PM
WLLIAM C. BARRON, Director, Division of QI & Gas (DOG,

Departnent of Natural Resources, first clarified that he is not
representing Great Bear Petroleum LLC, but he felt it inportant

to provide a briefing on the conpany's activities [slide 2]. He
said Geat Bear is progressing its programfairly well, securing
all of the primary governnental permts - state, local, and
federal . Furthernore, it is in the process of identifying and
securing a drilling rig and once a rig is secured the conpany
wil | progress permts through the Alaska Gl and Gas

Conservation Conm ssion (AOGCC) and Alyeska Pipeline Service
Conmpany for a waiver of easenent over to the pipeline area. He
understood that Geat Bear has submtted nost of the needed
material to AOGBCC and has been in dialogue wth Alyeska
Pi pel i ne. Alyeska Pipeline has already 1issued a letter
requesting nore technical specificity about the equipnent that
will be comng into that area. Geat Bear is now targeting site
preparation for March and April [2012] and will begin drilling
activity after that. The conpany had originally discussed
winter activities wth the division and AOGCC, but that was
pushed back primarily due to trying to identify an appropriate

rig.
2:52: 44 PM

CO CHAI R SEATON recollected that in its 11/1/11 testinony before
the commttee Geat Bear said it had partnered with Halliburton
and at its own expense Halliburton was proceeding on the
drilling of another series of wells within that |ease structure.
He inquired whether Halliburton has applied for permts for that
separate shal e expl oration proof-of-concept stage.
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MR. BARRON replied that "no applications or permts have been
supplied or submitted by Halliburton."

2:53:25 PM

MR. BARRON resuned his presentation, explaining that the Shale
Ol Task Force [slide 3] is a group of representatives from many
state agencies and is under Conmm ssioner Sullivan [Departnment of
Nat ural Resources]. He relayed that Conm ssioner Sullivan said
it is knowmn that Alaska is going to have some shal e devel opnent
and the issues associated with some of those devel opnents in the
Lower 48 are understood, and it is incunbent upon the state to
be pro-active in this regard. The Division of Ol & Gas was
directed to take the lead role and the task force groups -
Al aska Departnent of Fish & Ganme, Departnment of Environnental
Conservation, Departnent of Transportation & Public Facilities,

Alaska Ol and Gas Conservation Conmm ssion, and others - are
working to get their collective arnms around all the issues
associated with shale. The task force has | ooked at all of the
existing permts that are required for drilling and facilities,
and the state's statutes and regulations should be nore than
adequate to satisfy the drilling and developnent of shale
operations because it is not nuch different than drilling a

conventi onal well.

2:54: 31 PM

MR. BARRON related that AOGCC is reviewng its statutes and
regul ations relative to hydraulic fracturing. He offered his
belief that there will be no mjor changes in the AOGCC s

process because over 25 percent of Alaska's existing wells have
al ready been hydraulically fractured. The Shale QG| Task Force
will continue |ooking at permtting efficiencies relative to the
overall conceived devel opnent plan. There will be a lot of
permts and activity so the task force is looking at ways to
package, bundle, or group permts relative to a location; for
exanple, a pad-type design in cases where there is one pad with

several wells. The task force is engaging its federa
counterparts and understands that at this juncture the U S
Corps of Engineers will be the |lead federal agency and will work

with the U S. Coast Guard, US. Fish & Wldlife Service, and the
Nati onal Marine Fisheries Service.

2:56: 05 PM

MR. BARRON said he asked the task force to particularly dril
down on general infrastructure. Infrastructure will be key and
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because sharing that infrastructure will be an advantage to both
the state and the operating conpanies, the task force is
encouraging that activity. Gravel and water sources, water
di sposal, and water re-use play into a nmjor shale operation
that is heavily dependent on hydraulic fracturing, which is 90-
some percent water driven. The task force, having gotten its
hands around the permtting side, has now shifted to the "nuts
and bol ts" di scussion.

2:57:09 PM

MR. BARRON discussed a task force proposal which the governor
has included in his Fiscal Year 2013 (FY 13) budget for $1.1
mllion. O that, $1 mllion is associated with environnmenta

baseline work and was submitted through the Division of Ol &
Gas. This was done in concert and dialogue with nenbers of the
task force and the division will continue to diligently engage
all of those representatives. The intent is to find what areas,

concerns, or data that representatives in that group believe
necessary to adequately establish baseline environnental work
for the shale area, which has primarily been |eased by G eat

Bear and Royal e. The purpose here is that many tinmes federa
agencies will take the word of a state agency over the word of
an independent conpany. "Qur" objective is to help those
conpanies establish what that baseline is and wuse that
information progressively for the state. The $100,000 is

associated with the Division of Geological & Geophysical Surveys
(DGEES) and Bob Swenson's group in ternms of overall geologic
assessment of North Sl ope shale oil potential.

2:58: 39 PM

REPRESENTATI VE KAWASAKI inquired whether the issue of fracturing
fluid chemcals allegedly contam nating water supplies wll be
part of the environnmental data and AOGCC study prior to passage
of a permtting process.

MR. BARRON replied that many of the chem cals used in fracturing
are household chemcals that can be found under the kitchen
si nk. The baseline studies that [the division] would propose
woul d | ook at groundwater and the geol ogical framework of where
aquifers are located and how best to protect them He said he
did not imagine that AOGCC would be working too hard to identify
t hose chem cals but may be working on regulations requiring the

reporting of what those chemcals are. Fracfocus.org is an
organi zation that has been doing this quite well and is becom ng
quite the repository for that information. Many conpani es are
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pro-actively adding their list of agents into that database so
peopl e can see what they are.

3:00: 28 PM

REPRESENTATI VE KAWASAKI pointed out that household chem cals
kept wunder the sink are locked up so the baby cannot get to
t hem He said he wants to make sure that chemcals are dealt
with before the permtting process (indisc.).

MR. BARRON allowed that it is a good concern and said that a | ot
of work is being done on sone of the issues in the Lower 48
associated wth groundwater, or allegedly associated wth
groundwat er cont am nati on. To his know edge, nost of those
i ssues have been associated with very, very old wells and not
the new wells being drilled and fractured. Today's technol ogy
for well design and construction, even in the past 30 years, is
much nore robust than was done in the 1920s and 1940s. St at es
where issues are being heard, such as PA, NY, and OH have
t housands of wells that were drilled in the 1900s and whose
| ocations are unknown, so sonme of this contam nation may or nmay
not be associated with fracturing, but may be associated wth
old wells that are now beginning to fail because of the way they
were constructed; a lot of work still needs to be done in that
regard.

3:01:59 PM

CO CHAIR SEATON noted that many of Alaska's regulations or
statutes relate to units, yet the understanding is that once
proof of concept is done in these substrates every well wll be
a development well and not an exploratory well. Since this
seens to be different from "our" framework, he would like to
know how that is progressing. Regarding hydraulic fracturing
and groundwat er contam nation, he said he does not think Al aska
has quite the sane issues as other places because the permafrost
goes down a couple thousand feet. However, the permafrost wll
be penetrated with a well that wll be punping hot oil. He
asked whether the division or AOGCC is addressing thawi ng of the
permafrost around the well and what could happen if a seal in
t he wel |l broke.

3:03: 54 PM
MR. BARRON, regarding well construction in the Arctic, responded

that [shale] wells would not be constructed any differently than
the existing 2,000-plus wells that penetrated the sane
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permaf rost and that have been punping hot oil and water for the
| ast 30-plus years. The designs required by AOGCC al ready nore
t han adequately protect the permafrost area, he said, so he does
not know that this would be a new concern given that this has
been a concern since the original discovery at Prudhoe Bay.

MR. BARRON, regarding units, explained that that is a conundrum

still being work on because of how to protect the state's
interest relative to |eases and acreage and the entire concept
for having a wunit. Typically, a wunit is formed for the
protection of the owners and of the proper devel opnent and
optim zation of that resource. In a shale developnent, in
theory and in practice, each well is its own unit and that is

what the division is working through, not necessarily whether
that is appropriate because right now the division believes it
IS appropriate. The question is whether there is an issue
associated with the leasing and the term of that |ease relative
to a conmpany trying to secure a great anount of |ease acreage
with a termon it and at the sane tine trying to do advance
drilling and tinmeliness of trying to develop those acres in the
primary |ease term In a unit, however, the conpany gets extra
time and the unit is held as long as there is production. So it
is a timng issue relative to the appropriateness of |eases and
the units thereof and holding of that acreage - and that is what
i s being discussed.

3:06: 03 PM

REPRESENTATI VE HERRON, in regard to permtting efficiencies and
bundl i ng, asked whether that is reinventing the wheel or is
foll ow ng ot her nodel s el sewhere.

MR. BARRON replied that the [task force] is trying to |ook at
various nodels, bundling being one exanple. It must be ensured
that whatever the nodel, it is appropriate for the area itself.
The nodel that would be used next to a highway nmay be different
than the one used in a nuch nore environnmentally sensitive area;
[the task force] wants to be flexible, but appropriate. In
further response, M. Barron confirmed that the wheel would not
be reinvented; rather, nodels that the [task force] is already
aware of would be emul at ed.

3:08:14 PM

ADJ OURNVENT
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There being no further business before the commttee, the House
Resources Standing Commttee neeting was adjourned at 3:08 p. m
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