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PCSI TI ON  STATEMENT: Provided a Power Point presentation
entitled, "Cook Inlet Challenges & Opportunities,” and answered
guesti ons.

PAUL DECKER, Petrol eum Ceol ogi st

Central O fice

Division of Ol & Gas (DOQ
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Anchor age, Al aska

POSI TI ON STATEMENT:  Participated in the PowerPoint presentation
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guesti ons.
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Departnent of Natural Resources (DNR)

Anchor age, Al aska

POSI TI ON  STATEMENT: Answered questions during the PowerPoint
presentation entitled, " Cook I nl et Chal | enges and
Qpportunities”.

ACTI ON NARRATI VE
8:05:10 AM

CO- CHAIR CHARI SSE M LLETT called the House Special Committee on
Energy neeting to order at 8:05 a.m Representatives Josephson

Hi ggi ns, Hughes, Nageak, |saacson, and MIllett were present at
the call to order. Representative Foster arrived as the neeting
was in progress. Representati ves Hawker and Chenault were also
present .

8:05:47 AM

OVERVIEWS (S): "WHO S KEEPI NG THE LI GHTS & HEAT ON?" PROBLEMS &
SOLUTI ONS:  PRESENTATI ON_BY THE DEPARTMENT OF NATURAL RESOURCES

8:06: 02 AM

CO- CHAIR M LLETT announced that the only order of business would
be a discussion of Cook Inlet gas supply, beginning wth remarks
by Dan Sul livan, mayor of Anchorage.

8: 06: 08 AM
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DAN SULLI VAN, Mayor, Minicipality of Anchorage, stated his
appreciation for the legislature's continuing efforts to neet
the loomng shortage of a supply of gas in Cook Inlet. It is
clear that by 2014 or earlier, there will not be enough gas
under contract to satisfy the needs of the local utilities,
although many entities are searching for solutions to the
situation.

8: 06: 38 AM

DAN SULLI VAN, Comm ssioner, Departnent of Natural Resources
(DNR), stated that Cook Inlet gas supply is a "hugely" inportant
i ssue and hi s i nt ent is to provide DNR' s and the
adm nistration's perspectives to the conmttee. There have been
a lot of accurate and |ess accurate reports in the press
recently on this issue; the goal today is to present information
to the commttee and dispel the major differences of opinion.
Comm ssioner Sullivan acknowl edged that there are different
perspectives fromthe utilities and others, but opined there are
not maj or di sagreenents.

8:09:57 AM

CO- CHAIR M LLETT said her constituents are asking whether there
are any producers who are willing to sign a gas contract wth
the utilities at this tine.

COW SSI ONER SULLI VAN responded that DNR shares the concern
about "gas under contract" and does not believe that everything
is fine. The presentation will show the actions DNR has taken -

directly and tangentially - related to its responsibilities
assigned by the |egislature. He stressed DNR wants to talk
about termnology and is aggressively seeking to bring nore
conpanies up to drill nore wells and invest, which is the way to

address the problemin the inmmediate term However, he agreed,
"the issue of timng is there."

8:12:44 AM

CO- CHAIR M LLET cautioned that there are m xed nessages fromthe
utilities' point of view and from DNR She acknow edged t hat
DNR sees a lot of activity in the inlet, but questioned whether
her constituents should feel <confortable in thinking that
"‘tomorrow we' || have a gas contract' if that's not the truth.”

COWM SSI ONER  SULLI VAN pointed out that gas contracts are an
issue in the private sector between the wutilities and the
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producers; however, DNR is encouraging nore investnment and

production so that gas contracts can happen. Al t hough DNR
cannot guarantee contracts are signed, its focus is to set up a
favorabl e situation. He agreed that chall enges exist and that

the issue of gas not under contract should not be equated with
the issue as to whether the basin is depleted. The presence of
nore resource wll encourage security, nore production, and nore
drilling, and DNR will continue to work with other entities to
go forward.

8:14:57 AM

REPRESENTATI VE M KE HAVWKER observed that the presentation today
is not new and there is no disagreenment with DNR that the

prospects of the inlet are strong. On the other hand, judging
by a previous study by Petrotechnical Resources Al aska (PRA),
the required level of drilling needed to neet the needs of the
inlet is not adequate. He expressed his concern that DNR
continues to say that there is plenty of gas and attracting nore
drilling is the answer; however, the utilities are responsible
for keeping on the heat and lights, and their concern is that
the present level of drilling is not |Ilikely to provide
sufficient gas within the necessary tinefrane. Representati ve

Hawker said this is the area of different perspectives and he
asked whether the utilities should be |looking at alternatives to
drilling to neet the needs of Cook Inlet.

8:17:31 AM

COWM SSI ONER SULLI VAN opi ned one of the nessages today is that
everybody should be taking prudent neasures to ensure energy
security.

CO- CHAIR M LLETT warned that in the neantine the utilities wll
be inporting liquefied natural gas (LNG which would not be good
for the basin or the state. In the short term drilling wll
not equate to production and gas contracts.

8:18: 52 AM

COWM SSI ONER  SULLI VAN advised this presentation and his
experience confirm that nore information and nore experienced
peopl e working on a conplicated issue is best. He restated that
the reports that DNR is unconcerned are wong; in fact, DNR is
presenting the path to addressing a very significant challenge,
- with inmmediate-term actions and longer-term inplications -
including inporting gas. In addition, this is a problem many
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years in the making, and his presentation will show sonme of the
significant actions the state has taken. In response to the
whol e suite of issues that need to be addressed, one action DNR
has taken is bringing in the utilities and the producers to
di scuss how to get nore gas from the inlet and into storage.
The departnent can play a problemsolving role and seeks to nmake
the commttee aware of its actions. Conmi ssi oner Sul livan
stressed it is critical that all of the players involved work
together, and said the utilities would agree that the best way
to resolve the problemin the inmediate termis to get nore gas
from the inlet. Regarding long-term solutions for the energy
security issues in Southcentral or the Interior, DNR is 100
percent focused on a gas line fromthe North Slope. Although it
was reported that DNR does not support a gas line, he clarified
t hat was not the case.

8:24:53 AM
REPRESENTATI VE NAGEAK said, "I wish we had this ... discussion
for our people in rural Al aska. This [problem of] access to

gas, and the attention that it's getting fromthe state, because
we have the sanme problens in our parts of the world where there
is no attention given to the high price that they have to deal
with in all of the villages.”" He expressed his hope that during
the course of this session the legislature can talk about the
cost of energy for all of the state's citizens.

COCHAIR MLLETT agreed that that is the intention of the
conmittee.

COM SSI ONER  SULLI VAN recalled that when the governor talked
about the inmediate energy plan of trucking LNG to the Interior
he included the potential to bring energy to rural areas, and
when the comm ssioner was attorney general the high cost of
energy was the nunber one issue there. As an aside, he said DNR
recently issued a report |ocating where resources such as gas,
coal, and geothermal exist in rural comunities, all of which
are possible solutions to the energy problem in parts of rural
Al aska.

8:28:14 AM
CO CHAI R | SAACSON observed that trucking LNG is not going to be
econom cal for Cook Inlet and construction of the natural gas

pipeline is a decade away. As the gas contracts are going to
expire in 2014 or 2015, he asked whether the state has taken any
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action to accelerate production out of Cook Inlet to "fill the
gap between trucking of gas or a gas pipeline construction."”

COWMM SSI ONER SULLI VAN responded that DNR will present a nunber
of things and ideas to try to make the gap as small as possible
and to push out the point where the gas supply is insufficient.

CO CHAI R | SAACSON asked, "Can actions by the departnent result
in gas under contract by 2015 in Cook Inlet."

COWM SSI ONER SULLI VAN reiterated that gas under contract is a
private sector transaction between wutilities and producers;
hopefully, the presentation will show that aggressive actions by
DNR have increased the nunber of investors and activity. Much
of this activity is also due to |legislative action. He rel ayed
that what s seen at this tinme is increased investnent,
exploration, and drill rigs, but not increased production yet.
Tax and investnent incentives through |egislative action have
hel ped in this regard.

8:33:22 AM

CO- CHAIR M LLETT asked whether DNR views what is happening in
Sout hcentral as an immnent crisis, or does the departnent
believe gas contracts wll be secured within the next six
nont hs.

COWM SSI ONER SULLI VAN said he did not know, but guaranteed the
coormittee DNR will continue to do its part to help. The
departnment sees the lack of gas under contract as a serious
pr obl em He raised the inportance of term nology and urged the
committee to hear the testinony fromthe Division of Ol & Gas.

CO CHAIR M LLETT restated her question

COW SSI ONER  SULLI VAN answered, "I would say we see ... the
i medi ate concern ... of a lack of gas under contract as a
significant problemthat we're trying to address.™

REPRESENTATI VE HAWKER added that failure is not an option.
COWMM SSI ONER SULLI VAN agr eed.

8:35:29 AM

REPRESENTATI VE HI GG NS observed this problem has been known by
DNR for 10 years. Everyone is aware of the shortfall, and he
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guesti oned what has been done in the last 10 years to alleviate
t he problem

COMM SSI ONER SULLI VAN expl ai ned what has been done in the past
two years: hi storical records have been searched to see what
actions by the state, regulators, and others have been hel pful,
for exanple, actions by the Regulatory Commi ssion of Al aska
(RCA) . In addition, the presentation will update DNR s recent
activities such as bringing together all of the parties active
in the basin.

8:38:57 AM

REPRESENTATIVE HIGA NS referred to one of the conclusions to
DNR s presentation that read:

Long termenergy security is also clearly achievable

REPRESENTATI VE HIGA NS opined gas is not a long-term solution
because eventually it will run out. He urged the commttee to
| ook "outside the box" at wnd and hydroelectric (hydro) for
| ong-term sol utions.

COWM SSI ONER SULLI VAN explained the reference is to long-term
energy security being clearly achievable with regard to Al aska
utilizing all of its enornous avail abl e resources st atew de.

8:40: 45 AM

REPRESENTATI VE HAWKER cal l ed attention to another conclusion to
the presentation, which was that inporting gas could stifle the
"Cook Inlet renaissance.” He asked for the difference between
inmporting gas from the south or from the north through a
pi peline, and whether DNR would take action to prevent the
inmportation of gas if the utilities choose to do so.

8:42: 02 AM

COWMM SSI ONER SULLI VAN advised that this is an issue DNR needs to
"l ook at hard,"” noting that the governor has said inports are a

| ast resort. He pointed out there is a difference between
short-term inports to address a shortage, and long-term |arge
volune inports - the latter of which raises DNR s broader
concern. Although the governor did not say no, this issue nust
be put before the state's policy-nmakers. He cautioned that
under another scenario, long-term large volunme inports could
underm ne the need for a gas pipeline. Commi ssioner Sullivan

HOUSE ENE COWM TTEE -7- January 30, 2013



reiterated the administration's 100 percent support for gas from
the North Slope for all Al askans, stressing the positive
progress that has been nade in the past year by both the Al aska
Pipeline Project (APP) and the Al aska Gasline Devel opnent

Cor poration (AGDC). In fact, the tw top issues DNR is
concerned about regarding the state's energy needs are the
decline in throughput and gas from the North Sl ope. In the

imrediate term DNR also seeks nore production in Cook Inlet.
He restated his purpose to nmake the conmttee aware of the
possible inplications of the long-term large volune inport
option. In response to Representative Hawker's second questi on,
he said DNR wants energy security and this is an open-ended
guesti on. It is inportant that all of the affected entities
wor k together and nake prudent decisions for energy security in
the near-term Commi ssioner Sullivan said, "So, | think it's
just premature to ... answer that one way or the other, but |
don't see us taking any action that would not be in the interest
of making sure we have energy security."”

8:47:17 AM

COCHAIR MLLETT relayed that her constituents want to know
whether it is prudent to have both APP and AGDC projects going
f orward. She opined there is a fundanental disconnect between
the admnistration and the legislature's desire for a gas
pi pel i ne. Focusing on one project will prevent the duplication
of work and additional expense. She expressed her belief that
there is a continuing struggle between what the adm nistration
and the public want. Although political power has been invested
in the Al aska Gasline Inducenent Act (AJA), it is not a
solution for DNR to continue to maintain that the two projects
are conpl enentary.

8.48: 57 AM

COWM SSI ONER  SULLI VAN acknow edged that the state is on two
parallel paths regarding the gas pipeline: AGDC and APP.
However, i nportant progress has been made and in fact,
accelerating the gas pipeline is "a huge, huge part of our
work." Last year the governor set benchmarks for APP which have
been net. The parallel paths of the two projects have not been
duplicative because AGC work has been focused on regulatory
i ssues, environnental inpact statenments (EIS), and rights of
way. On the other hand, the APP project is focused on upstream
I ssues, coordi nation between | easehol ders, producers, and
engi neering worKk. He acknow edged that the work needs to be

accel erated to neet benchmarks set for all four conpanies, and a
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detailed report on the project is due wthin a nonth

Conmi ssioner Sullivan turned attention to other successful
actions by DNR during the last year, and described a very
aggressive canpaign through Asia - to nmarket the state's gas
and highlight the progress of both gas line projects - that has
now made Al aska part of the conversation in Asia as a source of
gas. For exanple, a team from the Korea Gas Corporation, the
| argest buyer of gas in the world, came to Juneau to discuss
LNG He expressed his interest in briefing the commttee on
t hese devel opnents.

8:54:49 AM

REPRESENTATI VE HUGHES appreciated the efforts of the departnent
over the last two years. Looki ng back over the last ten years,
she asked whether DNR is missing the tools necessary to prevent
the current node of crisis managenent - not just regarding the
situation in Cook Inlet - but to develop a statewi de |ong-term
energy plan "with teeth init."

8:56: 33 AM

COWMWM SSI ONER  SULLI VAN gave the exanple of the way RCA and
Regul atory Affairs & Public Advocacy (RAPA), Civil D vision
(Anchorage), Departnment of Law (DOL), previously |ooked at
energy issues in the inlet. Both agencies focused al nost solely
on price without considering |long-term energy security. This is
an area where the admnistration convinced regulators that the
public interest is a conbination of price and security of
supply. At the sane tine, the l|legislature enphasized to RCA the
duality of purpose, but he was unsure of whether that hel ped
with the energy supply issue. He said, "W've been neeting with
every player in the inlet for nonths, asking the questions that
you are asking."

8:58: 54 AM

REPRESENTATI VE CHENAULT agreed that energy is a conplicated
issue in the inlet, remnding the commttee not to forget about
t he abundance of coal. He recalled there were a nunber of
| egislators raising red flags about the gas distribution system
in Cook Inlet over the years. He confirmed that there would not
be interest in Al aska fromthe Japanese, Koreans, and Chinese if
not for the progress of the gas pipeline projects. Di scussi on
of the gas pipeline goes back 40 years during nmany neetings.
Representative Chenault gave Representative Hawker credit for
the successful developnent of Cook Inlet Natural Gas Storage
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Alaska (CINGSA), saying it was an exanple of recognizing,
addressing, and solving a problem On the other hand, the Healy
Clean Coal Plant (HCCP) is a 50-nmegawatt power system that is
not functioning, although every watt of power that noves up and
down the line saves a nolecule of gas that can be used in Cook
Inlet and along the Railbelt. He expressed concern that his
constituents do not have a feeling of security because the
choice of heating for Cook Inlet does not have an alternative

source to fall back on. He opined no one is considering the
long-terminportation of LNG in fact, once LNG is inported "the
problem will get fixed." However, a winter failure of the gas
distribution systemin Cook Inlet will cause billions of dollars
i n damages.
9: 03: 58 AM

COWM SSI ONER SULLI VAN stated his personal interest in the gas
system in Anchorage. The presentation today |ays out many ot her
i ssues to consider about this situation, a variety of ideas for
solutions, and actions taken by DNR He spoke of DNR s part in
getting CINGSA online and in tine. Regardi ng coal, he said the
situation with HCCP is "outrageous,” and restated the urgency to
comercialize natural gas from the North Sl ope. He reiterated
that DNR is focused on Cook Inlet and is working in the state's
interest on this and other issues; the ultinmate nessage is the
importance of all working together and that s why DNA
guestioned RCA on its role. Comm ssioner Sullivan urged the
committee to hear the information from the know edgeable
representatives of DNR

9: 09: 05 AM

CO- CHAI R | SAACSON appreciated DNR s desire to be specific on
terms, but said he sees "a disconnect"” between its desire and
its vision. He observed that hard work is not always enough to
ensure success and offered to provide the departnent any tools
that it needs. Co- Chair Isaacson recalled the Al aska Gasline
Port Authority (AGPA) was established by the voters over a
decade ago and has urged for a business relationship with Asia
ever since. He referred to slide 28 of the PowerPoint
presentation that read, "Redouble efforts to continue increased
i nvestnment,"” and asked for the neaning of redouble, and details
on DNRs challenge to "continue to look for ways to
i ncentivize." He also asked for the real action steps wth
actual custoners that DNR has taken l|leading to real dollars,
drill tinetables, and production goals to get gas under
contract. The public and the legislature seek a crystal-clear
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decisive action wused to "defining our tinmetables and of
productions and whether or not we will even have to consider a
scenari o of anything other than a spot purchase of natural gas."
Furthernore, information is needed about other alternatives in
the mx - such as fuel oil and coal - that can circunvent any
shortfall of Cook Inlet gas under contract.

9:13: 04 AM

COWM SSI ONER SULLI VAN answered that DNR - now, nore than in the
past - is very aggressive in seeking potential investors,
conpani es, and gas customers |like KOGAS and Mtsui for the "big
line" or custonmers for Cook Inlet. The departnent and U. S

CGeol ogi cal Survey (USGS) do not believe Cook Inlet is a depleted
basin. Fromthe prospective of DNR, the solution to the problem
of gas under contract in the Cook Inlet basin is to use the
tools from the legislature and "make the case to potential
conpani es, particularly conpanies that have a strong track
record of turning around declining basins, and bring capital and
expertise, and that's exactly what we've been doing." These
efforts have been instrunental in bringing Apache Al aska
Corporation and Hilcorp Energy Conpany to invest in Cook Inlet
and bring its resource to nmarket. In addition, there is a
resurgent interest in | ease sales.

9:16:16 AM

REPRESENTATIVE HIGA NS called attention to slide 6 of the
Power Poi nt presentation that read:

43 years of exporting LNG to Japan, (approximately 2.5

trillion cubic feet); have never m ssed a shipnent
REPRESENTATI VE HI GA NS warned that to fill the shortfall of gas
for the people of Alaska, eventually shipnents will be mssed

He asked whether the Dbureaucracy of DNR is holding up
production, and if so, there needs to be a change, because DNR
says there is plenty of gas and exploration, but there is no
pr oducti on.

9:17:21 AM

COWMM SSI ONER SULLI VAN stated that DNR has done the opposite of
what has been inplied and has expended great effort to get nore
i nvestnment, production, and rigs in Cook Inlet. He acknow edged
that DNR is a big, bureaucratic organization; however, it has
been focused for two years on making its permtting system nore
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timely, efficient, and certain. These are inprovenents that
will require |egislative changes. He guaranteed DNR s focus on
the North Slope and Cook Inlet; for exanple, DNR is using
| everage provided by statute against conpanies that want to
apply for units by requiring certain actions to get a unit.
This is the reason for the surge in activity referred to as the

Cook Inlet renai ssance. Conmi ssi oner Sullivan credited
| egislators for incentives that have attracted new interest, and
for creating the gas storage facility. As an aside, he

described DNR s part in expediting the regulatory approval and
permtting processes for Cl NGSA.

9:22: 07 AM

REPRESENTATI VE JOSEPHSON returned to the question regarding the
| ack of production in Cook Inlet and asked if the economcs, the
price, or difficulties in drilling were specific factors. He
said he was ready to see DNR s presentati on.

COW SSI ONER SULLI VAN called attention to slide 4 and stressed
that there is a transition in Cook Inlet from |arger producers,
such as Chevron and Marathon, to m d-size and snaller conpanies,
whi ch have different expertise. This is a positive trend, but
this type of transition <can slow activity and increase
uncertainty. Furthernore, during the transition between Hilcorp
and Marathon, the Federal Trade Commission (FTC) intervened,
whi ch affected progress for nonths. He advised that the big
conpanies are "kind of done with Cook Inlet" thus getting
i nvestnment from other conpanies that are notivated to explore is
i mportant. Another comon thene to renenber s that many
di fferent stakehol ders nmust be brought together, and having the
| egi slature involved is critical. Slide 5 indicated the nost
critical goal is energy security for Al askans - keeping lights
and power on - along with redundancies, different ideas for
solutions, and jobs; in fact, production and investnment in Cook
Inlet is creating many good jobs. Another key issue to consider
is that decisions nade now can inpact |onger-term energy
security goals, which are to accelerate the construction of the
gas pipeline, jobs, and nore Cook Inlet production. The
cormittee should be advised that the challenge of gas under
contract is not the same as a basin that is depleted.

9:28:40 AM

REPRESENTATI VE JOSEPHSON asked for details about the LNG
contracts with Japan.
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COWM SSI ONER SULLI VAN said that is a question for ConocoPhillips
Al aska. He added that the LNG term nal was built because there
was originally nore gas than needed for the demands of the | ocal
market; now the discussion is about ways to address the
i edi ate concerns and to incentivize nore production, which may
mean |arger scale projects such as gas for Agrium Inc. or
Donlin Creek gold m ne.

9: 30: 24 AM

PAUL DECKER, Petroleum Ceologist, Central Ofice, Dvision of
Ol & Gas (DOG, Departnent of Natural Resources (DNR), inforned
the conmmttee he leads the Resource Evaluation team of
physicists and engineers whose jobs are to objectively
understand the resource base in Al aska and how that inpacts the
managenent of state | and. Slide 8 displayed USGS estinmates of
the undi scovered volunes of technically recoverable resource in

Cook Inlet. He advised that these volunes do not correlate with
gas under contract or gas reserves available for contract, but
are a big picture |look of the basin's remaining potential. The
nost recent assessnent indicates 19 trillion cubic feet (TCF) of
natural gas and about 650 mllion barrels of oil and natural gas
liquids (NGs). These resources nay not be in large fields thus
are technically recoverable, but not necessarily econonic to
recover. M. Decker advised that resources are a nuch broader
category of oil and gas, and include everything that 1is

undi scovered, and everything that has been discovered but has
not yet been determned to be economc to produce; only after
resources have denonstrated commerciality can they be placed in
the reserves categories of proved, probable, or possible.

9:33:11 AM

COW SSIONER  SULLIVAN stated that DNR ensures oil and gas
conpani es are aware of the USGS report.

9: 33:45 AM

MR. DECKER continued to slide 9, expl aining that peak
deliverability differs from annual average denand, and
Sout hcentral power demand is cyclical with sumrer volunes nuch
ower than in wnter. The departnent works to understand the

vol une of resources but does not address the question of peak
deliverability.

COW SSI ONER  SULLIVAN said the wutilities are focused on
deliverability.
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MR. DECKER continued to slide 10, explaining that DNR - as a
land managenent and resource nanagenent agency - has a
responsibility to understand all of the resource in the state
thus the information DNR needs is inherently different than what
the utilities need; also, DNR has a different perspective than
t he producers. Because of that difference, the DNR study of
Cook Inlet gas incorporates additional analyses beyond what PRA
has undert aken. He acknowl edged that the PRA study is "great
work,"” and relevant to the need of the utilities, which was for

a decline curve analysis. Although the DNR study is in
agreenent with the PRA study at that point, the DNR study goes
further, looking at material balance and geologic volunetric
anal yses. The PRA report serves the purpose to help the

utilities wunderstand proved reserves and gas available for
contract.

9:36:44 AM

COM SSI ONER  SULLI VAN restated the different perspectives of
utilities, producers, and DNR, in fact, DNR is presenting the
broadest analysis of the resource, which is what the departnent
- as the state's land and resource manager - shoul d see.

9:37:54 AM

MR. DECKER called attention to slide 12 and further explained
that the PRA study relies exclusively on decline curve analysis
which is conplicated to do in a non-steady state production
environment with dynamc swings in demand from sunmer to winter

As this non-steady environment may cloud the production fromthe
reservoir, in 2009, 2011, and 2012, DNR augnented the decline
curve analysis wth material balance analysis and geologic
volunetric mapping data from four fields that had sufficient

wel | -data avail abl e. Wien |ooking at the material balance
engi neering approach, DNR identified about one-third nore gas in
28 existing fields. In addition, the geologic volunetric
analysis identified even nore possible undevel oped gas. He

again stressed that this is gas believed to be available, but
not necessarily available to put wunder contract inmediately
wi thout further investnment. Slide 13 explained material bal ance
analysis is an industry standard engineering approach that uses
the change in reservoir pressure over time to estimte how nuch
gas is contained in reservoirs that are in pressure
communi cation with existing producing wells. He expl ai ned that
this is simlar to gauging how nuch air was in a tire by
measuring changes in air pressure as the air |eaks out. Thi s
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process increased estimates over those identified by decline
curve analysis by about one-third in the reserves category.
Further, after DNR mapped sands into categories, the geol ogic
volunetric analysis data suggested that with additional
investment of drilling new wells, infill drilling, work on or
reconpletion of older wells, or adding conpression, "we end up
with significant volunmes of gas resource, some of which is going
to be comercial to exploit, we believe, portions of it may
not." Slide 14 indicated that the PRA study predicts a
shortfall in gas production under contract within the next few
years, and M. Decker said:

It is obviously a concern for all of us, we're deeply
concerned about it, we don't want that to be
m sconstrued, but it really must not be construed to
mean that the gas resources in the basin are depl eted,
rather it reflects the fact that not enough new wells
are being drilled to keep pace with the declining
production fromthe existing wells.

9:44: 03 AM

MR. DECKER continued, saying because Cook Inlet is isolated from
the North American spot nmarket, the amount of gas avail able for
delivery at any given tinme is a function of sales contracts.
Thus, wuntil conpanies are assured of a nmarket, there is no
commercial incentive to identify reserves. He restated the
point that two of the major producers in Cook Inlet, Chevron and
Mar at hon, were in "exit strategy node" and made alternative
i nvest ments.

COWMM SSI ONER SULLI VAN infornmed the commttee that DNR has sought
to replace incunbent producers wth notivated conpanies that
want to produce nore.

REPRESENTATI VE JOSEPHSON said, "Unless Chugach Electric and
[ Mat anuska Electric Association] are just fibbing, | could
guarantee these operators that there is a demand, so ... | don't
understand how they're feeling vulnerable about whether there
could be a contract for sale.”

9:45: 40 AM

WLLI AM BARRON, Director, Central Ofice, Dvision of Ol & Gas
(DOG, Departnent of Natural Resources (DNR), stated that these
are very conpl ex business decisions. A conpany may not have the
volune of gas that is required for a long-term conm tnent. \Wat
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t he Cook I nl et mar ket has creat ed i's "just-in-time
deliverability." Thus conpanies drill only enough to produce
for a <closed market wth a 200 percent difference in
deliverability from summer to winter; in fact, the econom cs of
drilling a well just for 10 to 20 extrenely cold w nter days -
with the remainder of days idle, but accruing expenses - does
not add up for a produci ng conpany.

COWM SSI ONER SULLI VAN rem nded the commttee of the inportance
of storage, which is a tool to address deliverability issues and
t he econom c alignment between producers and utility conpanies.

CO-CHAIR M LLETT pointed out not enough gas was produced this

summer to fill CINGSA to capacity.

9:48: 45 AM

MR. BARRON advised that those are conmercial issues between
i ndependent private parties. He stated that many parties sold
to CINGSA this sunmer and this winter, and, "many parties also
sold to the LNG contract during this summer ...." Five or siX

producers are trying to satisfy five or six utilities, each one
of which has its own perspective and busi ness drivers.

COWM SSI ONER  SULLI VAN observed that DNR was an atypical but
significant influence in resolving sone storage issues between
producers and utilities.

CO-CHAIR MLLETT opined there is no lack of interest in gas
contracts but production is continually the problem The
| egislature has created incentives with credits, and still there
is a decline in production.

COWM SSI ONER  SULLI VAN agreed, adding that behind pipe assets
that were "frozen" are now approved.

9:52:12 AM

MR. DECKER directed attention to slide 15, saying "this may be
the source of some of the msinterpretation of our nessage
here," because it is a hypothetical production forecast that
assunes substantial investnent, redevel opnent activity, and sone
exploration success in the basin. He stressed that the actual
years in which the estimated produced volunme would cone to the
surface and hit the market are entirely hypothetical. Slide 16
illustrated the categorization of Cook Inlet gas volunes using
termnology from the globally-accepted international petroleum
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managenment system to define resources and reserves. The
categories shown were in three tiers with the undiscovered
resources at the bottom These are sonetines called prospective
resources and were identified by USGS in Cook Inlet. If a well
is drilled and there is discovery, but the discovery is not
shown to be commercial, the resources are categorized in the
m ddl e tier as contingent resources. After a conpany is "board-
sanctioned to develop those resources,” and the resources are
clearly shown to be economc to produce, the resources are
categorized in the top tier in one of three subcategories:

proved - those that are essentially 90 percent certain to
produce; probable - those with a 50 percent chance to produce;
and possible - those with a 10 percent chance to produce. He

expl ained that the colors of categories match the colors of the
resources and reserves identified in DNR s study [slide 15],
some of which are in the contingent resource category, but
"clearly a lot of it is in the proved or probable or possible
reserves category." M. Decker concluded, saying DOG s updated
estimates of probable - or 2P - reserves are about 1.1 trillion
cubic feet (TCF) [of gas] in the remaining 28 fields. Al so,
about 355 billion cubic feet (BCF) [of gas] were identified as
undevel oped gas resources: 233 BCF in the Beluga River Unit; 72
BCF in the Gayling Gas Sands Trading Bay Unit; and 50 BCF in
the North Cook Inlet Unit.

CO CHAI R | SAACSON asked how nuch of the 1.1 TCF of reserves is
destined for markets outside of Alaska, following the 2.2 [TCF]
that has already left the state.

MR. DECKER was unsure.

CO CHAI R | SAACSON t hen asked whet her DNR has asked the producers
for their projected sales plans.

MR. BARRON interjected that the LNG export |icenses are due to
expire in Mirch, and the operator has not requested an
ext ensi on. Therefore, at this time, none of the 1.1 TCF is
commtted to outside contracts.

MR. DECKER redirected attention to slide 17 and pointed out that
since DNR s study, new wells have been drilled in some of the
existing fields, nost of which have been comercially
successful, and confirmng that the resource is there.

9:59:16 AM
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COWM SSI ONER SULLI VAN continued to slide 18, entitled, "State's
Actions Regarding Cook Inlet.”" He acknow edged that DNR has not
done a good job of explaining the point that the shortage of gas
under contract does not equal a depleted basin, and what is

needed is to get nore gas out. Slide 19 listed the actions the
state has taken that are directly wthin DNRs «core
responsi bilities, such as |eases and investnent. For exanpl e,

DNR has been "making the case on this basin” to conpanies that
are interested in assets that are behind pipe or in exploration.
This is acconplished by the continued dissem nation of good news
to new conpanies and aggressively using |everage over |ease
terms "to get nore wells being drilled.” In addition, DNR has
improved tinely and efficient permtting and i ssues with federal
permtting, the legislature has inproved the RCA process, and
DNR s geol ogi cal survey team has been gathering and publishing
new data on the basin. He reiterated that DNR fast-tracked the
permtting of CINGSA, worked closely wth the utilities,
reoriented RAPA, and is reviewing areas affecting energy
security such as HCCP, wunderground coal gasification (UCGQ,
hydroel ectric, and the Eva Creek wind farm O her areas not
directly Wi t hin DNR s purview include expedi ting t he
Hi | cor p/ Chevron transaction and FTC i ssues.

10: 04: 09 AM
COWM SSI ONER SULLI VAN continued to slide 23 which illustrated
recent activity in Cook Inlet. He stated it is inportant for

the legislature to understand the positive activities that have
taken place in Cook Inlet over the past two years which include:
many new players; approximately $500 nillion has been invested
in 2012; resurging interest in |ease sales; increasing nunber of

rigs; expanded 3D seismic program and gas storage. In
addition, DNR is focused on oversight to ensure that all of the
new activities and devel opnent are w thout accident. Regar di ng

the idea that the industry is exploring for oil and not gas,
Comm ssioner Sullivan said the conpanies have indicated that if
gas is comercial, it will be devel oped; however, whether that
devel opment will be enough or in time is unknown. He referred
to publications that have recognized the resurgence of oil and
gas activity in Cook Inlet and assured the conmmittee DNR will
redouble its efforts. Comm ssioner Sullivan closed, saying DNR
is a strong team that operates at the highest level of integrity
and will provide straight answers and i nformation.

10: 10: 26 AM

HOUSE ENE COWM TTEE - 18- January 30, 2013



CO- CHAIR M LLETT appreciated DNR s straightforward presentation
She stated the inportance of providing Alaska's gas for
Al askans.

10: 11: 34 AM

ADJ OURNVENT

There being no further business before the commttee, the House
Special Commttee on Energy neeting was adjourned at 10:11 a.m
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