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ACTI ON NARRATI VE
1:02: 21 PM
COCHAIR ERIC FEIGE called the House Resources Standing

Commttee neeting to order at 1:02 p.m Representatives d son,
Seaton, Tarr, Tuck, Hawker, Saddler, and Feige were present at

the call to order. Representative P. WIlson arrived as the
nmeeting was in progress. Representati ve Josephson was al so
present .

OVERVI EN'S): Departnent of Natural Resources

1: 02: 49 PM

CO CHAIR FEI GE announced that the only order of business would
be an overview of the Departnent of Natural Resources.

1: 03: 56 PM

DAN SULLI VAN, Conm ssioner, Departnment of Natural Resources
(DNR), said his presentation would include introduction of DNR
staff, an update on acconplishments of the divisions over the
year 2012, and tal king about the 2013 |egislative session and
beyond [slide 2]. He related that DNR s sense of optimsmwll

be evident in the presentation. Wil e Al aska has chall enges,
DNR s optimsm is based on the state's abundant resources and
fi nanci al ability to address the challenges. He then

hi ghlighted Alaska's size, pointing out that Al aska is bigger
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than nost countries and bigger than the state of Texas [slide
4]. He said land ownership is a huge issue, and it is inportant
for the state to maximze its opportunity by working in
partnership with federal and Native | and owners.

1: 09: 34 PM

COWM SSI ONER SULLI VAN stressed it is critical for legislators
and others in the state to realize just how huge the state's oil
and gas nunbers are and that only the surface has been scratched
[slide 5]. Wiile the conventional oil and gas estimates are
enornmous, it is also inportant to realize the huge potential of
unconventional resources, such as shale oil and hundreds of
trillions of cubic feet of shale gas and gas hydrates, due to
new technol ogy. He pointed out that conpared to nobst |arge
basins, Al aska is relatively unexplored which bodes well for
opportunity; for conpari son, Womng's basin has 19,000
exploration wells and Texas has 250,000 [exploration wells]
while the North Slope only has about 500. He added that recent
U S. Ceological Survey estimates of Cook Inlet are also quite

significant. Furthernore, if Alaska was its own country, it
would rank in the top 10 in the world for inportant mnerals,
based on estimates of [coal, copper, lead, gold, zinc, and

silver in the state] [slide 6].
1:12: 00 PM

COWM SSI ONER  SULLIVAN then introduced the follow ng division
directors of DNR [slides 7-12]: Franci Haveneister, D vision of
Agriculture; Chris Miisch, Dvision of Forestry; Bob Swenson,
Division of GCeological & Geophysical Surveys; Brent Goodrum
Division of Mning, Land and Water; Bill Barron, Division of Gl
& Gas; Ben Ellis, Division of Parks & Qutdoor Recreation; Jean
Davis, Dvision of Support Services; FEric Hatleberg, Gas
Pi peline Project Ofice; M ke  Thonpson, State Pipeline
Coordi nator office; and Tom Crafford, Ofice of Project
Managenent & Permtting.

COM SSI ONER  SULLI VAN, regarding the Division of Agriculture,
said the departnent has been highlighting the Al aska G own
program in an effort to get nore demand-driven agricultural
production from Al aska's own citizens [slide 7]. Regar di ng the
Division of Forestry, he noted that its actions can be seen
t hrough the managenment of state forests and the firefighting
that the division also provides [slide 7]. Regardi ng the
D vision of Ceological & CGeophysical Surveys (DGGS), he opined
that DGGS is the top state geol ogical survey teamin the country
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and pointed out that it is in its second year of inplenenting
the statewide strategic and critical mnerals assessnent [slide
8] .

1: 14: 47 PM

COWM SSI ONER SULLI VAN, regarding the Division of Mning, Land
and Water, stated this division is in many ways the heart and
soul of DNR [slide 9]. He praised the division for making
enornmous progress on the permtting backlog and nmaking the
state's permtting systens nore efficient, tinely, and certain.
Regarding the Division of Gl & Gas, he said the division is
critical to Alaska's operation and did great work conducting two
nore successful oil and gas |lease sales [slide 9]. Regar di ng
the Division of Parks & Qutdoor Recreation, he noted that M.
Ellis has done a great job educating each |egislator about the
state parks in each legislator's district [slide 10]. He
pointed out that Alaska has, by far, the largest state park
systemin the US., with one park - Wod-Tikchik - being twce
the size of Rhode Island. Regarding the Division of Support
Services, he said Ms. Davis has done a fantastic job of managing
DNR s finances [slide 10].

1:17: 24 PM

COCHAIR FEIGE, noting the reference to "eRecording" on slide
10, asked what it is.

JEAN DAVIS, Director, Division of Support Services, Departnent
of Natural Resources (DNR), replied that the State Recorder's
Ofice, a part of the Division of Support Services, has |aunched
"eRecording,” which will allow title conpanies, banks, |awers,
and anyone else to record docunments electronically. In further
response, she confirned that this saves people a trip downtown.
She added that a test program has been inplenmented in the
Anchorage recording district, a couple of Anchorage's outlying
districts, and Seward to see how it worKks.

1:18: 30 PM

COWMM SSI ONER SULLI VAN, resuming his presentation, noted that in
addition to divisions, DNR has [three] key offices. The Gas
Pipeline Project Ofice oversees the work of |icensees wth
regard to the Alaska Pipeline Project (APP); this office has
cooperated and worked well with the Al aska Gasline Devel opnent
Corporation (AGDC) over the past year. The State Pipeline
Coordinator's Ofice has put in a lot of work and coordination
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with the federal government to issue the right-of-way |ease for
the Point Thonmson Export Pipeline. The O fice of Project
Management & Permtting (OPMP) is an exanple for both state and
federal governnents in regard to permtting. For large projects
the permttees cone to the state and OPMP coordinates all the
permtting with state agencies; the state agencies are required
to be part of that. Because this office is so effective the
federal governnment has participated in the OPMP neetings even
t hough that participation is not required, a testament to the
| eadership of director Tom Crafford.

1:21: 27 PM

REPRESENTATI VE TARR inquired as to whether a report is available
fromthe [2012] Al aska Strategic and Critical Mnerals Summt.

COW SSI ONER SULLI VAN responded that there is no formal witten
report for this second annual neeting, but the summt s
something DNR is very proud of and will be making an annual
event in Fairbanks.

1: 22: 36 PM

REPRESENTATI VE TUCK inquired as to whether the AGDC project is
still rmoving forward given the alignnment that has occurred
between the North Slope producers and the Alaska Pipeline
Pr oj ect.

COWMM SSI ONER SULLI VAN answered that while a ot of work needs to
be done, significant progress was made over the past year. He
said he will talk nore about this later in his presentation.

1: 23: 28 PM

COWM SSI ONER SULLI VAN revi ewed key issues that the Departnent of
Nat ural Resources is working on [slide 13]. He said the nost
critical near-term econonic issue facing the state is [arresting
the decline] of throughput in the Trans-Al aska Pipeline System
(TAPS) [slide 14]. Throughput continues to decline despite
there clearly being the geology and oil and gas on the North
Slope to sustain the state in TAPS for decades if this potenti al
is unlocked. Ref erenci ng discussions in the |egislature over
the past few years about "giveaway," he offered his view that
the ultimte giveaway is the state continuing to | ose production

each year. For exanple, last year's decline was 40,000 barrels
a day, a 6 percent decline, which equates to about 14.5 mllion
barrels that were here last year but wll not be this year.
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That noney is not circulating around the state or going to state
coffers, it is gone and that is a giveaway [fron] future
generations. The focus needs to be on stopping this and turning
it around.

1:25: 44 PM

COWM SSI ONER SULLI VAN stated that DNR s efforts over the |ast
two years have been focused on the state's conprehensive four-
part strategy to turn around the TAPS throughput decline [slide
15]. The governor has laid out a goal of 1 mllion barrels/day
within 10 years. He allowed this goal is anbitious, but pointed
out that North Dakota went from 100,000 barrels to approxi mately
500, 000 barrels in about 5 years, Texas has turned around, North
Sea pl aces have turned around, Al berta has turned around, and so
can Al aska. The nost inportant elenment of Alaska's four-part
strategy is making the state nore conpetitive with regard to the
capital it is conpeting for, and the cornerstone of that effort
is the governor's tax reform proposal. The departnent has al so
been focused on the permtting elenent of this strategy, as well
as the elenent of facilitating and incentivizing the next phase

of North Sl ope devel opnent, such as smaller pool s  of
conventional, nore infield drilling, OQuter Continental Shelf
(OCS) opportunities in federal | ands, and unconventi ona
opportunities. Interest is starting to be seen, he reported.

The fourth elenment is pronoting Al aska's resources by talking to
potential investors and targeting certain investors that would
make great conpanies to cone to Al aska. Positive aspects of
this are starting to be seen, but the surface is only just being
scr at ched.

1: 28: 28 PM

COW SSI ONER SULLI VAN reported that the last two |ease sales

one on the North Slope and one on Cook Inlet, were very strong
[slides 16-18]. This wnter will be another busy exploration
season. The departnent is excited about the diversity of plays,
such as huge OCS plays, snaller pool plays, conventional and
unconventional oil plays. Also exciting is the diversity of
pl ayers, everything from some of the biggest oil conpanies in
the world to md-size and smaller conpanies. He reiterated that
while these plays are positive, it is just the surface that is
being scratched as far as the state's overall potential.
Billions and billions nore in investnents on the North Slope are
needed to turn around the TAPS throughput decline. Al t hough
there are challenges in Cook Inlet, he said a renaissance is
currently occurring there in ternms of rigs, exploration,
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conmpani es, spending, and inportant devel opnents such as storage
[slide 19]. He added that a lot of what the legislature did in
2010 is really helping in this area, plus DNR has been out
pitching the Cook Inlet tax and investnent incentives to
conpanies. \While the Cook Inlet basin is not yet turned around,
a lot of activity is now occurring in what was once thought to
be a dead basin. Top conpanies that focus on mature basins are
now spending a lot of noney in Cook Inlet and DNR will continue
its focus on that.

1: 31: 12 PM

CO CHAI R SADDLER inquired about a potential pipeline that would
be in an undersea trench fromthe west side of Cook Inlet to the
Kenai Ri ver.

COWM SSI ONER SULLI VAN deferred to M. Bal ash.

JOE BALASH, Deputy Conmi ssioner, Ofice of the Conm ssioner,
Department of Natural Resources (DNR), «clarified that the
potential pipeline is an oil line, not a gas line. He rel ated
t hat Cook Inlet Energy, LLC, has applied to DNR for a right-of-
way to nmove oil from the west side of Cook Inlet to the east
side where the refinery is located for Tesoro, as well as sone

addi tional opportunities for export and deliveries. In further
response, he explained that at this time it is an application,
and thus it will go through the departnent's robust process of

public notice and opportunities for coment and review by
mul ti pl e agenci es.

1: 32: 43 PM

CO CHAI R FEI GE understood that Cook Inlet Energy runs the Gsprey
platform the southwestern-nost platform in Cook Inlet. He
asked how the conpany is currently getting oil off its platform

MR. BALASH offered his understanding that a pipeline runs from
Gsprey onshore on the west side. From that point, along wth
sone other of the conpany's production that is onshore, the oi
noves through the pipeline system down to the Drift River
Termnal that nultiple operators use for |oading and noving oi
either to market or to the east side. In further response, he
confirmed that the [proposed] pipeline is brand new pipe from
one side of the inlet to another, not the re-conditioning or re-
sl eeving of an existing pipe.

1: 33: 38 PM
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REPRESENTATI VE P. W LSON asked whet her Savant [Al aska] is a Cook
I nl et operator.

MR. BALASH replied that Savant [Alaska] is the operator of the
Badam Field on the North Slope, which is the field furthest
east from Prudhoe Bay before reaching Point Thonson.

1: 34:15 PM

REPRESENTATI VE TUCK recalled talk during the 2012 Speci al
Sessi on about the possibility of determning the decline curve
and incentivizing for any production going down TAPS above that.
He said the 6 percent decline nentioned in today's presentation
seens really high conpared to the 3.2 and 4.2 percent that were
menti oned |ast year. He asked whether the decline curve is
automatically reducing just from the nature of the fields or is
nore of a decline happening in the last five years.

MR. BALASH responded that the decline curve for the North Sl ope
is an aggregation of multiple curves from all of the fields
produci ng there. Sonme are declining nore than others. The
variation is a reflection of the level of investnent that is
occurring. Wiile the current tax reginme has had some braking
effect on investnent, a significant dollar amount is still being
invested in additional and ongoing activity on the slope. He
said the real question is what that decline curve would be
wi t hout investnent and assured nenbers that it would be nuch,
much nore than 6 percent. Regardi ng specifics of total North
Sl ope production, he said DNR has figures that can be detail ed
per individual fields that can be provided to nenbers.

1: 36: 26 PM

REPRESENTATI VE TUCK offered his belief that the nunmbers in DNR s
2011 report were the averages and that the forecast was for
flattening out to 3.2 percent per year on average through 2030.
Therefore, he reiterated, the 6 percent seens |like a big junp
conpared to what was reported before. He said the report also
states that over the last 10 years the production decline rate
was 4.2 percent per year on average. He inquired as to whether
the 6 percent per vyear is based on the state's current tax
structure.

MR. BALASH answered that the basis for the production forecast

are nunbers generated by the Departnent of Revenue. That
departnment works with each individual taxpayer on a confidentia
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basis to understand what the taxpayer's expectations are for the
next decade. The nunbers in the production forecast are a
reflection of those estimtes by the producing conpanies with a
certain degree of discounting/risk factoring for what would
ot herwi se be called new production. The state is pretty good at
identifying the level of decline that will occur in the existing
fields from currently producing areas. Were the state's
predi cti ons have been historically off by a lot is in estinmating
new production nore than four to six years out, and that is
where DOR and DNR are working to get a nore realistic view of
what production is going to be for the next decade. He all owed
that the state's error rate historically has been big. For
exanple, returning to the Fiscal Year 2007 (FY 07) forecast for
the current fiscal vyear, production should be about 685,000
barrel s per day, which is off by 130,000. Steps are being taken
to correct the problens in the old way of naking projections so
that policymakers w Il have reasonable information to nmake
reasonabl e deci si ons.

1: 39: 28 PM

CO- CHAIR FEIGE recalled that the discrepancy between predictions
and the result canme as a mmjor concern to the conmttee, and was
a topic of debate on a previous bill. Al t hough DOR has
reportedly revanped its system he asked whether the new
forecasting nethods have been tested and if assurance can be
of fered that the new nethod provides better accuracy.

MR. BALASH offered his understanding that testing was done in a
doubl e- bl i nd manner. One nethod was conducted using statistics
for estimation and analysis to conpare with historical data.
The second net hod was based on technical information provided by
reservoir engineers to form projections and for risking out the

i kelihood of new production com ng in. He reported that when
those two nethods were brought together there was a considerable
overlap in the forecast for the ensuing decade. Confi dence

| evels were bolstered by the outcome of the testing, as the
blind spots that m ght cause projections to be off appeared to
be absent. Feedback of the nethodology has been positive;
however, there are sonme naysayers who consider the outcone of
the testing as overly optimstic.

1:41: 47 PM
REPRESENTATI VE TUCK inquired as to whether the past history of

the Prudhoe Bay field, for exanple, indicates that the decline
curve is starting to flatten out or steepen.
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MR. BALASH responded that the slope of the curve, depending on
how it is neasured, can vary wildly fromnonth to nonth, quarter
to quarter and year to year. Seasonal variances are inherent in
the productive efficiency of the facilities, causing big sw ngs
from sumer to w nter data. For conparing on a year-to-year
basis, he opined that the annual barrels produced data is the
best nethod to enploy as it elimnates the possibility of
certain factors comng into play, such as seasonal differentials
and mai ntenance peri ods. The degree to which that decline is
accelerating or decelerating does not seem to have a hard and
fast rule; it is a function of the activity in the field.

1: 43: 39 PM

REPRESENTATI VE SEATON asked about current shale exploration and
devel opnent .

COWM SSI ONER  SULLI VAN first returned to Representative Tuck's
| ast question and offered to have the department team neet with
commttee nmenbers to review the current nethodology. He said it
is a nore responsible nmeans for projection purposes, especially
considering the inaccuracy of the past nethod. Utimately, he
continued, interest for debate should focus on the slope of the
rise or increasing curve rather than how low it can go.

COWM SSI ONER  SULLI VAN, then addressed Representative Seaton's
guestion, saying that the departnent plans to stay in front of

the shal e devel opnent. Consi deration has been taken to ensure
that policy and regulations are in place to encourage shale
devel opnment, and it has been the topic at conferences. G eat

Bear is the main |easeholder in the area, but marketing to
private investnment groups and banks to pitch the opportunities
in Alaska is ongoing. For further specifics on shale activity
he deferred to M. Bal ash.

1:46: 30 PM
MR. BALASH added that Geat Bear was able to take advantage of

t he seasonal exploration season on the North Sl ope and obtained
a rig for sumrer use. Their play is located close to existing

infrastructure, which allowed for drilling wthout use of an ice
pad or ice road. Two wells were drilled and core sanples
obtained for |aboratory analysis. However, neither |ocation was
able to achieve a flow test; critically inportant to
understanding the productive capacity of the rocks for initial
production, as well as the decline rate. Initial production and
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decline rate data are necessary for wunderstanding whether a

shale play on the North Slope can work. Costs for devel opnent
in Alaska are nuch higher than in other |[ocales. However, he
opined that the tests wll reveal the rocks in Alaska to be

superior to those in other areas.
1:48: 05 PM

REPRESENTATI VE SEATON surm sed that shale developnment flow
testing requires acconpanying hydraulic fracturing. He asked
about the timng involved, when considering a potential flow
test, and suggested that one hold-up may be the necessity for
road access, pads, and gravel structures. He asked what is
transpiring in the way of planning or legislative requests to
bring about the necessary policies and road developnent to
support shal e expl oration.

MR. BALASH replied that the specific plans that G eat Bear and
its partners have been working around include shortening the
anmount of tinme in which it takes them to answer the question,
“can this work ... profitably?" The plan of operations wll be
reviewed when it conmes into the division. However, nothing has
come in recently to provide specific timng for the projected
hori zontal wells exploration.

1: 50: 34 PM

REPRESENTATI VE SEATON asked about the road and access needs and
how that devel opnent is envisioned to take place in Al aska, if
t he af orenmenti oned shal e expl oration proves viabl e.

MR. BALASH said that he hopes to speak with the Senate Resources
Standing Conmittee regarding funding in the FY 14 budget to neet
financial requirenents necessary to do additional work in/with
the Division of G| and Gas, along with the D vision of Mning,
Land and Water, for areawide planning in order to mnimze a
"traffic jamin the permtting pipe."

COMM SSI ONER SULLI VAN interjected that Representative Seaton is
identifying some inportant issues in ternms of year around access
and permtting to nmake Al aska conpetitive. From t he geol ogi ca
perspective, the state is bullish, he opined. The question is
whet her the state can conpete with the costs. Geat Bear is an
exanple of one conpany that nmay realize benefits and the
departnent is working to get the word out to inform people that
Alaska may be the only place in the country where an explorer
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seeking shale <can also bunmp into significant pools of
conventional [oil].

1:53: 59 PM

REPRESENTATIVE TARR recalled that the Alaska GOl and Gas
Conservation Comm ssion (AOGCC) has issued fracking regul ations
and asked whether there is a relationship between these two
t opi cs.

MR. BALASH confirnmed that in Novenber [2012] the AOGCC published
regul ations regarding fracking in an effort to be in front of

some of the issues that have confronted other states. However
he pointed out that the North Sl ope has had fracking operations
for over 40 years. The comm ssion is engaged in a public

process, and the comment deadline has been extended. The AOGCC
i's an i ndependent agency, he not ed.

1:55: 07 PM

MR. BALASH, returning to Representative Seaton's question, noted
that in regard to the primacy of wetlands, any devel opnent of
new fields is going to require 404 permts from the US. Arny
Corps of Engineers. The state is working to obtain purview over
some of these permts.

CO CHAI R FEI GE suggested such an action could save the federa
gover nnent some noney.

REPRESENTATI VE OLSON pointed out that the |list of new players on
slide 19 does not include EscopetalFury.

MR. BALASH explained that, shortly after the Cook Inlet
st anpede, Buccaneer becane Escopeda/ Fury and the absence of its
name is strictly an oversight.

1:58: 03 PM

COW SSI ONER SULLI VAN conplinented M. Barron and his team for
| everaging the state's ability to bring about drilling activity
t hrough | ease negoti ations and unit applications.

COWMM SSI ONER SULLI VAN, addressing Representative Tuck's earlier
guestion, pointed out that a year ago the producers weren't
aligned with regard to a gas project [slide 21]. In fact, the
producers were not even talking. Exxon and TransCanada had yet
to look toward Asia where [the departnent] thought the real
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mar ket was and ConocoPhillips and BP had recently fol ded Denali.
However, on a positive note, the five benchmarks outlined in the

governor's roadmap to the gasline were net. Al though there is
still a long way to go, it is hard to deny the progress, he
opi ned. He characterized alignment as an inportant aspect of
proj ects. Al t hough he acknowl edged that it s certainly
possible to have a gas line wthout alignnent, alignnment is
i mportant. After a neeting with the CEGCs from Exxon,
ConocoPhillips, and BP in the first quarter of |ast year, there
was alignnment and focus on an LNG project. As nentioned in the
letter presented on slide 22, the Point Thonson dispute was
resol ved. He then directed attention to the map of Point

Thomson [slide 23], and highlighted that the infrastructure on
the North Slope ends at the eastern end of the North Slope at
Badani . This is despite the know edge that the eastern end of
the North Slope, Point Thomson and surrounding areas, isS an area

with a very prolific anmunt of hydrocarbons. Comm ssi oner
Sullivan opined that this area is a strategic devel opnment and
investment for the state for a nunber of reasons, including

opening up the eastern North Slope to hydrocarbon production.
As part of the settlenment, Exxon is building a 70,000 barrel per
day common carrier pipeline. Therefore, small conpanies
exploring in that part of the North Slope that find liquids can
access that pipeline, whereas previously it would have required
a very l|large conpany to develop the infrastructure to get those
l[iquids into TAPS. He opined that such a common carrier
pipeline will strategically open up that part of the North Sl ope
for oil development, in particular. Poi nt Thonmson is a nulti-
billion dollar project and nore inportantly, signi ficant
el ements of the Point Thonmson infrastructure can be used for gas
commercialization [slide 24]. Having pre-investnent to gas
while conpanies are spending multiple billions on this project
will be inportant in terms of forwarding the gas project as
wel | . Comm ssioner Sullivan enphasized that the other reason
the Point Thonmson project is such a strategic investnent is
j obs. The initial phase of developnent is estimated to create
600- 700 j obs and possi bly peak beyond 2,000 jobs. He offered to
brief the comittee in nore detail regarding the various
subcontractors that are now worKking. Wth regard to the
settlement, since the last |legislative session the Point Thomson
project went through the following three phases of devel opnent
in which the departnment and others were explaining and defendi ng
the settlenent, permtting, and getting to work. In fact,
construction began this wnter season. He then directed
attention to an excerpt of an article from the Financial Tines
of London regarding the progress made in the first quarter
[slide 26].
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2:06: 09 PM

COM SSI ONER  SULLIVAN, referring to the Iletters from the
producers and TransCanada, highlighted that the third quarter
benchmarks laid out by the governor in his "State of the State"
address were net [slide 27]. In fact, the announcenent of the
third quarter progress stirred significant press, including
articles in the Wall Street Journal and The dobe and Mil
[slide 28]. The @ obe and Mail article highlights that Wstern
Canada, which Alaska views as one of the biggest conpetitors
with regard to a large-scale LNG project, is noticing and
perhaps a bit nervous. Alaska has to recognize how much it has
to conpete, he said.

2: 06: 56 PM

COWM SSI ONER  SULLI VAN specified that the letters from the
producers discussed an integrated team [approach] in which about
200 people are working and tens of mllions of dollars is being
spent [slide 29]. He acknow edged that there is nmuch skepticism
in the state, sonme of which nay be warranted given the 40-year
history of trying to commercialize North Slope gas. However,
after receiving briefings from the conpanies there is little
doubt in the work these conpanies are doing. As the flow chart
on slide 29 relates, Exxon is in the lead, BP is working the
upstream issues, TransCanada and Exxon are working in the
m dstream and ConocoPhillips is working the downstream issues.
He rem nded the commttee that the governor, in his State of the
State address, requested hardening the nunbers within a nonth.
The governor wants nore detailed nunbers than the ranges

specified on slide 30. Even [with the existing nunbers], it is
apparent that this would be one of the largest LNG projects in
the world. Combined with the state's mnmmssive North Sl ope
resources, "we think that that's pretty ... inportant,” he said.
He then addressed the tinmeline/work plan provided by the
conpanies [slide 31]. He informed the committee that he has

told the conpanies that although the tineline/work plan | ooks
good, he has told the conpanies they need to work to accelerate
the tinmeline. The governor did so as well in his State of the
St at e address. He acknow edged that the alignnment is critical

but the project needs to continue to nove forward. Conm ssioner
Sul l'i van encouraged the comrittee nenbers, in their neeting with
the conpanies, to request that the tineline be accel erated. He
then turned to the work and consolidation efforts the governor
has envisioned with AGDC. Over the course of the last few
years, the Al aska Pipeline Project (APP) has made progress wth
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alignnent in regard to wupstream producers. The upstream
producers are the |easeholders and [the wupstrean] is the
| ocation of the gas supply and where the technical work |ays
Al though the work with the AGXC has made progress over the | ast
years, its work has primarily been with regulatory, right-of-
way, and environnent al inpact study (EI'S) areas. The
aforenentioned illustrates the necessary parallel work that is
occurring. The governor, he related, is review ng ways in which
to integrate those efforts. Although there has been progress in
terms of the governor's 2012 benchmarks, the governor has
expressed the need to accelerate the nomentum He then recalled
the Meet Alaska/Alliance Conference during which a top
ConocoPhillips official nentioned a sanction date sonetine in
2015. The sanction date should be focused on because that is
when the decision to nove forward is made. As the process noves
through the different stage gates, there is nore spending and
nmore people working on it, which he opined is necessary to
continue to accelerate [the process].

2:11: 34 PM

COWM SSI ONER SULLI VAN expressed hope that the conmttee feels a
sense of optimsmfromthis discussion[slide 32]. Over the past
year, the departnment has sought out different markets and
potential buyers to discuss the conparative advantages of Al aska

gas to other countries. Clearly, there is demand for gas in
Asia, but it is anyone's guess as to how |long that w ndow w |
be open. He expressed the inportance of relating how focused
the state is and that there are tw efforts. Slides 32-40

relate the conparative advantages the departnment discussed with
various entities. The conparative advantages, i nclude: a huge
resource base, which neans practically zero resource risk; co-
location wth existing infrastructure, which results in a
[imted environnental I npact ; and a strong record of
reliability, which he attributed to ConocoPhillips' work

Al though many do not know, Alaska is the only place in North
America that has been exporting LNG to Japan for 40 years [slide
34] . Wth regard to reliability, he highlighted that Al aska
does not use its gas supplies for political purposes as Russia

does. He then directed attention to the conparative advantages
due to geographic proximty and political/legal stability [slide
35]. He pointed out <cost estimates price Alaska gas
conpetitively with alnost any other project in the world [slide
36]. Furthernore, Al aska already has world class busi nesses and
great support services working in Al aska [slide 37]. I n noting
the conparative advantages related to export |icenses and

regul atory progress, he pointed out that Western Canada projects
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have not resolved its First Nation and Native |and claimissues,
which are large issues that could take a long tinme to resolve
[slide 38]. However, such issues have been resolved in Al aska.
Al t hough Al aska's previous receipt of export perm ssion fromthe
federal governnent is somewhat controversial wth regard to
export licenses fromthe Lower 48, he opined that Al aska is well
positioned on additional permtting and export licenses relative
to other projects. |In fact, the Presidential Finding of January
12, 1988, found that exporting large quantities of Al aska gas
woul d not have a negative inpact on prices in the US. He then
hi ghl i ghted the upstreaminvestnent opportunities [slide 40].

2:15: 32 PM

COWMM SSI ONER SULLI VAN directed attention to Alaska's advantages
over other potential conpetitors [slides 41-42]. "Certainly,
from the perspective here, we think we're back on the map," he
rel at ed. In fact, [the departnment] was invited to present at
the LNG Producer Consuner Conference that included all the
mnisters from all the main producing countries, conpanies,
buyers, sellers, and governnment agencies. At the outset, the
seni or Japanese officials who introduced the —conference

highlighted the Qatar delegation as Qatar is the nunber one
supplier of LNG in the world and assisted Japan during the
Fukushi ma disaster when gas was needed quickly because the
nucl ear facilities were shut down. The only other delegation
hi ghlighted at the outset was the Al aska del egation. Al aska was
| auded for being Japan's |ongest standing supplier as it was a
pi oneer in exporting LNG to Asia. The Japanese officials said
they | ooked forward to new |levels of cooperation and comrercia

arrangenent s between Alaska and Japan. Al t hough the
af orenenti oned denonstrates Alaska is "back on the map," Al aska
must realize it is conpeting in an area where there wll be

st eep conpetition.
2:18: 01 PM

REPRESENTATIVE TUCK inquired as to the process required to
obtain a long-termexport |license for natural gas.

COWM SSI ONER SULLI VAN explained that the export |icense would
cone from the U S. Departnent of Energy (DOE). Currently, the
ConocoPhillips plant in Cook Inlet has a DOE export |icense. He
then turned to the controversy in the Lower 48 regarding how
much and to what degree exports of gas should be allowed from
the Lower 48 shale plays. This is a big issue because in areas
such as Ohio and Pennsylvania the huge increase in production
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has ignited a mnufacturing Renaissance such that stee

factories are comng on |line and chemcal factories are now
returning to the U S. because of the availability of Ilarge
anounts of gas at |ow costs. Yet, there is concern that
exporting too nmuch will result in an increase in prices and a
decrease in volunes. Over the course of the past year, the
departnment has been neeting with federal agencies to explain
that Al aska should not be included in the Lower 48 debate
regardi ng export |icenses because if Alaska were to have a | arge
scale LNG project, volumes to Alaskans will increase and prices
to Alaskans, its mlitary, and perhaps to Hawaiians would
decr ease. Therefore, Conm ssioner Sullivan opined that the
regulatory risk in terns of obtaining an export license is much
less than it would be for the Lower 48 and that has been
highlighted wth key nmenbers of Congress and potenti al

cust oners.

2:21:34 PM

REPRESENTATI VE TUCK related his understanding that obtaining an
export lease and the inability to obtain long-term | eases have
been hurdles to selling gas to Japan.

MR. BALASH responded that the nature of the LNG trade and
business is fundanentally different than that in the North

Ameri can mar ket pl ace. The LNG business is all about contracts
and the contracts are different than those associated with an
over-land pipeline. In the North Anmerica context, the nmain

concern was with shipping contracts that is firm transportation
(FT) agreenents between a shipper and a pipeline. However, in a
LNG case one nust make sure there are arrangenents in place al

the way from the well bore to the burner tip of the market
destinati on. M. Balash said that Representative Tuck had hit
on sonething inportant, the ability to off long-term contracts
and firm contracts that are not interrupted. For exanple, in
the winter of 2010-2011, ConocoPhillips announced that it was
going to close the N kiski plant, which was due to the market
dynami c. The market dynam c was such that short-term spot-type
cargos were selling at a price significantly |lower than those
under |ong-term contracts. However, in the wake of Fukushim
the spot price in Asian markets, Japan in particular, rose and
made the business of noving gas on spot pricing nore attractive

than in the past. |In fact, it was attractive enough to keep the
[ Ni ki ski] plant operating. In the long term those prices are
not likely to remain higher than |ong-term contracts. Al aska,
with excess of 30 trillion cubic feet (tcf) of reserves in the

ground in the North Slope, has a volune of gas that can be used
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to assure buyers of a very long and firm comm tnment of supply,
which is a trenendous advantage over nunerous conpetitors. In
response to Co-Chair Feige, M. Balash confirned that Al aska can
guarantee that supply w thout short changi ng Al askans.

2:25: 09 PM

REPRESENTATI VE SEATON inquired as to whether DNR has been
exploring the production of lowsulfur diesel from Al aska gas
for sale and include the shipping.

COMM SSI ONER SULLI VAN, referring to the governor's principles,
clarified that the idea is large volumes for export as well as
significant volumes to Al askans and to Al askans first and then
export. He then recalled the initial design, concept, and work
plan in which the state off-take would be 300-350 thousand cubic
feet (ncf) per day on this project while the current state

demand is about 250 [ncf]. From DNR s perspective, Al askans
receiving gas from Alaska is inportant for use as well as other
val ue-added industry opportunities. In specific response to
Representative Seaton, Conm ssioner Sullivan said that he did
not go into that |evel of detail in ternms of potential other
uses or value-added within the state. Wth regard to gas

comercialization, he said he forgot to nention that one of the
positive outconmes of the aforenentioned outreach 1is that
interested parties are presenting in Al aska. For instance, the
chairman, chief executive officer of Korea Gas, and its LNG
purchasi ng team were in Juneau about a nonth ago. Very fruitful
di scussions were held, he said. Furthernore, a Japanese
consortium RElI, has opened offices in Anchorage. O course,
the aforenmentioned is being encouraged. Over the past year, DNR
has tried to align stakeholder interest as that lack of
alignment seens to have <created problens when ¢trying to

commercialize the gas. However, if that alignnent cannot be
achieved, there is the ability to nove forward with or wthout
partners. Agai n, Comm ssioner Sullivan opined although good

strides have been nmade, there is a fair anount left to do. The
hope is that neeting the governor's benchmarks within the next
month will result in progress.

2:30:10 PM
REPRESENTATI VE TUCK, noting that there have not been many
reports from TransCanada over the past couple of years, asked

whet her TransCanada is part of the negotiations and contracts
with the discussions with Japan.
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COM SSI ONER SULLIVAN informed the commttee that TransCanada
held a solicitation of interest, which was required by the

st ate. In terms of the specific marketing in Asia, that's
typically performed by the producers on a private sector
pr oj ect . He further inforned the conmmttee that the state is

talking to potential buyers and governnents urging them to
diversify their supply sources and consi der buying Al aska gas.

2:32: 08 PM

REPRESENTATI VE TARR inquired as to the length of tine that
should be considered for the licenses in order to obtain the
best value for the state.

MR. BALASH began by pointing out that the contracts that is the
purchase and sal e agreenments between buyers and sellers of LNG

vary. Al aska offers the opportunity for very long-term
contracts. He highlighted that contracts are now seen as a bit
of a precursor to authorizations for export |icenses that are

issued by the U S. Departnment of Energy (DCE). Recently, the
DCE has taken a harder 1ook at whether an applicant has gas

contracts, or both before granting an export |icense. He noted
that one cannot sell LNG to very nany places wthout an export
license, and therefore there are sone steps being taken from a
regul atory perspective that the state needs to be m ndful of and
careful of in order to ensure the state does not get stuck in a
bureaucratic process as this project noves forward.

2:34:16 PM

REPRESENTATI VE TUCK asked what the governor would like to see in
t he concept he wants by February 15.

COWM SSI ONER SULLI VAN infornmed the commttee that the conpanies
go through a process called concept selection, during which they
do the engineering and review all the details of the project
[slide 31]. The conpani es then proceed through the stage-gated
process to the Pre-Front End Engi neering and Design and conti nue
forward. As the slide illustrates, as the process noves forward
the spend |evel on the private sector side increases
dramatically. The aforenentioned is preferable as the nore the
private sector spends, the nore likely [the project] w Il take
hol d. Conmi ssioner Sullivan related that there is frustration
that the concept selection work has not been finalized. The
governor wants to have nunbers, not ranges, on a specific
proj ect . Therefore, in the State of the State address the
governor laid out sone fairly specific details on the capacity
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of the plan, the size pipe, the size of the volunes, and the
| ocation of the gas treatnent plant. Once that information is
avail able, then the project can nove into the next phase wth
the comercial agreenent in order to ensure that a sumer season
is not |ost. He acknow edged that the aforenentioned is com ng
up rapidly, but the deadlines help in terns of being an "action
forcing event."

2:37:21 PM

CO- CHAIR FEI GE asked if making public the concept includes the
| ocation of the term nal

COWM SSI ONER SULLI VAN answered that given the sensitivities of
that the governor did not include that in his State of the State
address, but the hope is that it wll avail able soon.

2:38:12 PM

REPRESENTATI VE P. WLSON asked if it is known whether the LNG
plant will be located on the North Slope and [staff] wll be
transported to work or elsewhere. She expressed interest in the
cost of transportation. She further asked if that's what is
bei ng worked on now.

COWM SSI ONER SULLIVAN replied yes, the key issue is the gas
treatnment facility. He acknowl edged that Representative P
Wlson is correct in that the location of the plant could reduce
costs in terms of where workers are located, but it would also
be transporting |large amounts of H2S through the state and off-
take points would need a way to clean the gas. Therefore, there
are pros and cons.

2:39: 39 PM

COWM SSI ONER SULLI VAN, returning to his presentation [slide 43],
stated that there has been a |ot of progress with strategic and

critical mnerals in the mning sector. A little over a year
ago, the governor laid out the strategy the state has
undertaken, with strong |egislative support. The 1legislature
funded a little under $3 nmillion for a statew de assessnent. He
hi ghlighted that other elenents [with regard to mning] are not
dissimlar to the strategy on oil, whether it is permtting or
mar keting the state. |In the past year, there has been continued
economc value in terms of the producing mnes in Alaska of
which there are only seven large-scale mnes [slide 44]. As the

slide relates, the mnes are producing significant value in
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terms of Alaska's total exports. It is also inportant to know
that mnes are a huge job engine, in ternms of construction as
wel |l as the operation. Froma visit to Fort Knox mne a couple
of years ago, he recalled that there was an average of 700
workers with an average wage of $100, 000. Such operations have
enornous inpacts not only for jobs but also for economc and
social wellbeing, which is inportant to keep in mnd. He then
pointed out that it is the second year in a row that about one-
third of the total U S. exploration investnent occurred in
Al aska [slide 45]. The aforenentioned is the result of 30
expl oration projects, not just the Pebble Mne that spent over
$1 mllion in 2011. The issue is that the Pebble Mne has not
yet noved into the permtting phase with DNR or the federal
gover nnent . However, since the legislature last net, Donlin
Creek Gold M ne has noved into the pernmitting phase.

2:43: 24 PM

COWM SSI ONER  SULLI VAN then highlighted that the second annual
"Alaska Strategic & Critical Mnerals Summt" was held in
Fai r banks on Novenber 30, 2012 [slides 46-47]. During the first
summt, the governor laid out the statewide strategy to a huge
turnout of folks and the process received very favorable
national press coverage. The 2012 sunmmt was nore about putting
together partners, whether they are investors, conpanies, or
private industry [slide 47]. |In fact, a representative fromthe
Japan O, Gas and Metals National Corporation (JOGVEC), this is
simlar to the Alaska |Industrial Devel opnent and Export
Aut hority (AIDEA) except that it has a $45 billion balance
sheet, attended and spoke at the summt. The sunmt, he opined,
drew a lot of attendees and it wll continue to be held. He
further opined that it is just scratching the surface. He then
directed attention to the agenda from the Novenber 30, 2012,
summt fromwhich there was a very positive outcone [slide 48].

2:45: 06 PM

REPRESENTATIVE P. WLSON recalled that she went to the first
summt and she was very inpressed. Therefore, she expressed her
regret at being unable to attend the second summ t.

COM SSI ONER  SULLI VAN said the credit goes to M. Swenson,
El i zabeth Bl oom ng, the university, and many others as well as
the great presenters.

2:45:56 PM
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REPRESENTATI VE SEATON inquired as to the anticipated inpact of
the international treaty on the prohibition on mning nercury or
use of it in industrial mning in terms of Donlin Creek. He
further inquired as to whether alternative nethods for recovery
had been devel oped.

COW SS| ONER SULLI VAN said he didn't know the answer.

ED FOGELS, Deputy Comm ssioner, Ofice of the Comm ssioner,
Department of Natural Resources (DNR), said that he is not very
famliar with that treaty. However, he offered his
understanding that Donlin Creek will not be using mercury in its
processing, although there will be issues of nercury in the ore
that will have to be addressed in the permtting process, the
ElIS, and federal and state regulations. He further offered to
review the treaty and inform the commttee if there are any
other ram fications.

REPRESENTATI VE SEATON related his wunderstanding that Donlin
Creek was going to use a cyani de process.

MR. FOCGELS clarified that to his know edge Donlin Creek will not

be using cyanide either but rather will roast its ore, which
oxidizes it, and will use various other procedures to obtain the
gol d.

2:47:50 PM

COW SSI ONER  SULLI VAN remarked that the state has had issues
with regard to making the state's permtting systemnore tinely,
efficient, and certain [slide 49]. He acknow edged that DNR has
had issues as the commttee is likely famliar with the 2,500
backl ogged permts. However, he enphasized that good progress
has been made in ternms of reducing alnost 40 percent of the
backl og while continuing to receive new pernmts and revanping
the system Brent Goodrum Director, D vision of Mning, Land
and Water, and his team have done a good job and are aimng to
have no backlog within three years. He rem nded the commttee
that Jlast legislative session, the departnent nmade sone
statutory changes that helped with regard to permtting issues
and recently the governor introduced a nunber of other areas he
believes are inportant to address. Although the idea is not to
cut corners on environnental protection because the departnent
takes great pride in how well +the state has responsibly
devel oped its resources, it should not take 20 years to permt a
m ne, he said.
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2:49:56 PM

COCHAIR FEIGE recalled that a couple of vyears ago, the
| egi sl ature appropriated to the Division of Mning, Land & Water
extra funding and positions to address the backlog. He inquired
as to when the departnent anticipates that it will conplete the
backl og and be caught up.

COM SSI ONER SULLI VAN responded that the goal was to have it
done in three years from when [the cleanup of the backlog]
started, which neans the division has about a-year-and-a-half

left. He expressed the departnent's appreciation for the
| egi slature's strong bipartisan support through the additional
funding to hire additional staff and fill vacant positions in

the division [slide 50]. Al the staff allocated through that
funding has been hired and are being trained and there is an

I npact .
2:51:10 PM

REPRESENTATI VE P. WLSON asked then whether the division would
be able to handle what's comng after the backlog is done.

COWMM SSI ONER SULLI VAN replied yes.
CO CHAI R FEI GE questioned whet her there will be any surpl us.

COWM SSI ONER  SULLI VAN remarked that the departnment has been
frustrated with the federal government regarding a nunber of
permtting issues that overlap. Point Thonmson is a great
exanpl e. Al t hough Point Thonson is on state |land, the
permtting delays were caused by the federal governnent, but
cost the state. He remnded the conmttee that the state had an
agreenent with Exxon to have Point Thonson producing two years
fromthis winter, but that had to be pushed back due to the |ost
season. He informed the commttee that the departnent has been
working closely with the US. Arny Corps of Engineers and has
offered to provide them help when they need it. Cook Inlet is a
good exanple, he stated, because nmany tinmes the problem wth
permtting is not the state slowing things down, but rather the
federal governnent. Commi ssioner Sullivan said that the
departnment is working hard to naintain the relationship with the
U.S. Arny Corps of Engineers as it is sonmetines difficult to get
the U S. Arny Corps of Engineers noving expeditiously.

MR. FOCELS added that if all goes as planned the backlog will be
knocked off in a year-and-a-half. The division has a lot of
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excess capacity, which the division plans to use to reduce the
processing time further. The aforenentioned mght be achieved
by using the OPMP nodel .

MR. FOGELS then corrected his earlier response to Representative
Seaton by specifying that Donlin Creek does use cyanide in its
process.

2:53: 56 PM

COWM SSI ONER SULLI VAN, in response to Representative P. WIson,
speci fied that Colonel LaStoke (ph) is the [US. Arny Corps of
Engi neers] district engineer for Al aska. He noted that he was
very hel pful with the Point Thomson permtting.

2:54: 28 PM

REPRESENTATI VE COLSON, returning to the backlog, inquired as to
how the pl atform abandonnments are com ng al ong. WIl those be
conpleted by the end of session, he asked.

MR. BALASH responded that drafting and reviews are underway.
Al though a team is working on the platform abandonnents, he
opined that he is reluctant to commit to a date certain.

REPRESENTATI VE OLSON recalled that it has been about five years.
2:55:04 PM

COWM SSI ONER SULLI VAN, returning to his presentation, directed
attention to sone of the other efforts the departnent is
focusing on to create efficiencies [slide 52]. This focus goes
beyond the departnment as it is a statewde effort to create
efficiencies with permtting.

COWM SSI ONER SULLI VAN poi nted out that wherever [the departnent]
has discussed how the state has been pronoting opportunity and
targeting potential conpanies to enter Alaska, it has also
highlighted related the inportance of neeting the state's very
hi gh environnmental standards and the need for conpanies entering

Alaska to wuphold that [slides 53-54]. The departnment also
highlights that the state has been a laboratory for innovation
in different areas of resource devel opnent. Many of the

i nnovations through the country and world that shrink the
footprint of exploration while increasing the ability and area
underneath the ground to access hydrocarbons have been devel oped
in Alaska [slide 55]. As an exanple, one only has to conpare
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the footprint size of Prudhoe Bay versus that of Al pine or
Li berty; the surface to underground surface developed is
dramati c.

2:57: 25 PM

COMWM SSI ONER  SULLIVAN then turned to the 2013 legislative
session and beyond and said that the departnent believes oil tax
reforns are critical to the state's efforts [slide 57]. Per the
| nternational Energy Agency, the U S. is ranked to be the nunber
one oil and gas producer in the world by 2020. He characterized
the aforementioned as amazing. Comm ssioner Sullivan stressed
that Al aska needs to be part of that effort, not an anchor on
that effort. The departnment has worked hard to inplenent its
conprehensive strategy, but tax reform remains key to achieving
it. Conpani es continually point out that although Al aska has a
tremendous resource base, its costs are too high, which inhibits
i nvest ment . He then highlighted the core principles of tax
reform listed on slide 57 and the governor and departnent's
belief that the status quo 1is wunfair to Alaskans and
unaccept abl e. He refuted the "declinist view and expressed
hope for an optimstic view.

2:58:56 PM

COWMM SSI ONER SULLI VAN noved on to gas comrercialization, which
is one of the governor's new benchmarks in 2013 [slide 58]. The
broader nessage is the need to stop fighting over the gas line
and start fighting for it. He, again, highlighted the efforts
with regard to permtting reform and pronoting the state. He
noted that he had provided the conmttee [a Decenber 2012
special report entitled "Al aska, Envisioning a Bright New Era"
produced by Star Comrunications for distribution with the] Ol &
Gas Journal, which 30,000 CEGs receive. In conclusion

Comm ssioner Sullivan opined that although there is a lot of
work to be done, there is a lot of cause for optimsmin noving
the state forward.

3:00: 21 PM

CO CHAIR SADDLER referred to Article VIII of the Alaska State
Constitution, which addresses the nmaxinmum use of resources
consistent with public benefit. He inquired as to how the tine
el enent factors into the determ nation of whether the departnent
i's managi ng the resources for the public benefit.
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COWMM SSI ONER SULLI VAN said the departnent views maxi mum benefit
as a broad declaration of policy that includes both short- and
| ong-term thinking, which he Iikened to the view of the current

oil tax debate. Whether it is economc opportunity driven by
resource devel opnent, access to the state's |ands, or
conservation, DNR thinks the idea of public interest stated in
the constitution is inportant. However, it also relates to

using the state's resources, whether for enjoynent or for the
benefit of comunities, in a broader sense. Again, the Red Dog
Mne is a great exanple of using the state's resources for jobs
as well as social prograns. He acknow edged the controversy
| ast year when DNR tried to define its mission nore along the
lines of the constitutional mandate in a broad sense that covers
a nunber of generations.

3:03:16 PM

REPRESENTATI VE SEATON, referring to slide 55, related his
understanding that the Liberty drill site has been sold.

COWM SSI ONER SULLI VAN said [the inclusion of the Liberty dril
site] was a m stake and DNR can get back to the commttee on the
matter.

3:03:46 PM

COCHAIR FEIGE recalled that two years ago one of the main
issues brought to him was the attention the comm ssioner's
office was paying to agriculture. He then comended the
conm ssioner and his staff for its attention to agriculture over
the past two years while al so addressing oil and gas issues.

COWM SSI ONER SULLI VAN t hanked M. Fogels and Ms. Haveneister for
their great work in this regard. The agriculture commttee has
been contributing to the state's econony as well as the food
security of Al askans. He urged Al askans to purchase Al aska-
grown products in grocery stores and restaurants as it benefits
everyone.

3:06: 01 PM
ADJ OURNVENT

There being no further business before the conmttee, the House
Resources Standing Commttee neeting was adjourned at 3:06 p. m
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