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ACTI ON NARRATI VE

3:29:57 PM

CHAIR CATHY GESSEL <called the Senate Resources Standing
Commttee neeting to order at 3:30 p.m Present at the call to
order were Senators Fairclough, Dyson, Bishop and Chair G essel.

Presentati on: DNR overvi ew of Cook Inlet Gas Supply |ssues
Who's Keeping the Lights & Heat On? Probl ens and Sol uti ons

3:31:15 PM
CHAIR G ESSEL invited DNR Commi ssioner Sullivan to finish his
overview that he began at the previous neeting.

DAN SULLI VAN, Comm ssioner, Departnent of Natural Resources
(DNR), introduced his "leadership teanmt and continued his
present ati on.

3:35:36 PM

COWMM SSI ONER SULLI VAN said that a lot of things broadly rel ated
to managing the Cook Inlet Basin. It is a maturing oil and gas
basin and the contractual shortfall concerns are legitimte, but

| arge volumes of gas and oil in sone internediate sized fields
are still waiting to be discovered there.

3:38:14 PM

The Cook Inlet Basin is wtnessing a transition from very |arge
producers - Chevron and Marathon - to mdsized and smal
conpanies - Hilcorp, Apache and NordAg. Hlcorp and Apache

specialize in comng into declining basins and turning them
around, and the state is happy they are coming here. Transitions
are slow and they can increase uncertainty; the sale of assets
from Marathon to Hil corp was a good exanple of that.

The Inlet has nmultiple stakeholders - producers and utilities -
but a very snmall population not like rest of U S., which could
present chal |l enges novi ng forward.

3:40: 13 PM
Strategi c considerations:
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-Energy security for Al askans, keeping the |ights on.

-Inmportance of all stakehol ders working together; sonetinmes they
have different interests and the state has started playing a
convener role. DNR and the state have sone authorities in this
Inlet, but some are | ess obvious.

-l sol ated nature of power generation in Al aska requires focus on
sel f-sufficiency and redundancy.

-l nmportance of addressing imedi ate concerns but also ensuring
t hinking through long-term inplications of actions - like nore
j obs and broader strategic interests |ike expediting the big gas
l'ine.

3:43: 10 PM

In summary he said there is the issue of finding a resource
finding bigger volumes than the market needs at the time and
having the ability to have commercial interest in that market,
because there are other outlets like Agrium or export abilities.
The Cook Inlet is a "significant basin," he stated.

3:44:12 PM

PAUL DECKER, Sr. Petroleum CGeologist, Division of Ol and Gas

Department of Natural Resources (DNR), said he currently manages
the resource evaluation section. He referenced the United States
Ceol ogi cal Survey (USGS) 2011 estimates of thought to be left in
Cook Inlet Basin. They cane up with nmean nunbers |ike 19 tcf and
650 mmbl/oil plus natural gas liquids. He said all the USGS
resource assessnents are probabilistic in nature, neaning they
are based on statistics. They don't really know what is down
there and the "nmean" is the best md-range guess that 1is
acconpanied by a very low |lowend estimate and a nuch higher
hi gh-end esti mate.

3:47:33 PM
MR. DECKER said the DNR believes a lot of gas is left at
di fferent | evel s of certainty in the Basin, but peak

deliverability is an issue in terns of keeping the lights on and
the heating running in Cook Inlet.

3:48: 38 PM

SENATOR M CClI CHE asked what the departnment was using as a "peak
peak"” nunber for Cook Inlet. He understood that not neeting peak
days is what caused rolling black outs and that it amounted to
about 5.5 mmcf/ day.

MR. DECKER said his studies weren't focused on the peak
deliverability issue and he wasn't sure they had a nunber set
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out for that. H's study estimated the quantities of resources
and reserves in the Basin.

COWMM SSI ONER SULLI VAN inserted that the actions they focused on
were consistent with what the departnment can do under statutes
and responsibilities like |eases, units, encouraging production
and st orage.

3:50: 59 PM

VR. DECKER said the different entities have different
perspectives: his is managing the gas resource in its entirety
nmeani ng the undiscovered resource, the discovered still non-
produci ng resources and the producing reserves. The wutilities
have a laser focus on just getting gas under contract. The
producers are focused on delivering contracted gas in the nost
efficient way possible.

The DNR and his division estimated Cook Inlet gas several
different ways wusing decline <curve, material balance and
geol ogic volunetric analyses. On the other hand, Petrotechnica
Resources Alaska (PRA), hired by the wutilities' consulting
group, drew their analysis based on decline curves alone, nore
appropriate to their interests.

3:53: 20 PM

MR. STOKES showed the first page of the updated PRA study that
was based on decline curve analysis, a conmobn engineering
techni que that exam nes historical data and projects it forward
to forecast how production rates will decline. Inherently it is
based on past production, a kind of analysis that assunes no
nore production will be found, and they predicted a gas supply
shortfall in the next year which would increase every year after
that. While he didn't disagree, his study added several nore
ki nds of anal yses.

3:55:11 PM

He said the DNR relied on the decline curve first and was nuch
i ke PRA's. However, that analysis was augnented with a nmateri al
bal ance analysis that found one-third nore gas reserves in
existing fields and throughout the Basin. Their geologic
vol unetric analysis found significantly nore.

3:56: 50 PM

He pointed out that the state doesn't receive reserve reports
from the industry, Native or federal lands and don't have data
for the biggest gas field, Kenai River field, and so has
somewhat limted information to work from
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3:57:26 PM

SENATOR FAI RCLOUGH asked if he checked reserves data that was
bei ng declared publicly by individual conmpanies in Cook Inlet or
how ot herwi se he was doing it.

MR. DECKER replied that he was not specifically auditing the
reserves that the conpanies report to the SEC, and that they
don't report their reserves on a field scale in any case. They
typically do a "role-up," maybe at the North Anerican scal e.

SENATOR FAI RCLOUGH sai d she thought the state shoul d have access
to sonme rolled-up information, at |east in Al aska.

COWM SSI ONER SULLI VAN added one thing they have been doing is
talking with everybody in the Inlet and getting a better sense
of exploration activity there.

3:59:22 PM

JOE BALASH, Deputy Conm ssioner, Departnent of Natural Resources
(DNR), added that a subpoena was issued for every player in the
Inlet with the recent FTC enquiries surrounding the WMarathon
acquisition by Hlcorp, and that the Departnment of Law (DQL)
likely has access to all of the very specific information the
department does not, but they can't share it.

SENATOR FAI RCLOUGH said they are trying to attract exploration

into the Basin everywhere and as small conpanies enter the
market their financials were nore transparent than the |arger
i nternational conpanies', because they need reserves banked on

their bottomline to go out and bond or raise capital. That is
one spot that should be publically available to | ook at reserves
in the long term

4. 00: 57 PM

MR. DECKER defined "material bal ance analysis" as a standardized
engi neering approach to estimating the gas in place and
therefore the gas recoverable from a reservoir. That is done by
| ooking at the change in reservoir pressure over tine, sonething

like air leaking out of a tire - based on the rate of that
decrease over tinme, they can predict how much is left. Using
that, in addition to the decline curve analysis, the departnent

can say with a high degree of confidence that there is about 32
percent nore gas than the decline analysis on its own indicated.
That gas may be in pressure communication but not necessarily
produci ng through the active conpletions. He noted that the
reserve estimates quoted by the utilities and their consultants
do not incorporate that kind of analysis.
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SENATOR M CCI CHE asked if in other words he was saying that 32
percent nore gas reserves may exist, but he was not judging
whet her or not they were econonically feasible to recover wth
t oday' s technol ogy.

MR. DECKER replied that he would show where he believed the
mat eri al balance identified reserves would sit with respect to
commerciality in a nonent and added that he thought they should

be commercial. In addition to the material balance analysis,
they | ooked at geologic volunetric analysis, which |ooks at all
the well logs, all the penetrations of the gas fields and picked

each potentially gas bearing sand and asked thenselves if it
woul d produce or not. Then it got assigned to either a high
certainty pay category, a potential pay category or a non-pay
category. Those observations where nmapped up in 3D and their
core volunes were mapped out along wth their saturations and so
forth; recovery expectations were figured. They found that these
fields contain even nore gas than the other analysis identified.

4:04.57 PM

MR. DECKER stated that PRA predicted a shortfall within a few
years as a cause for concern, but that should not be construed
to mean that the Cook Inlet resource has been depleted. Rather
it reflects the fact that not enough new wells are being brought
on line fast enough to keep pace with that decline. Because Cook
Inlet is isolated from the North American spot nmarket, there
will always be a tension between over-supply and under-supply.
Producers have no economic incentive to drill for gas before
they can actually get it under contract and begin to recoup
their investnent.

SENATOR DYSON asked if nore gas is produced during the down part
(summer) of the wave chart than can be sol d.

MR. DECKER said that has been true historically. Steps would be
taken to throttle back production on key wells and then just
certain wells would be turned on to nmeet swing production in the
W nter.

SENATOR DYSON asked how gas storage fits into that demand
fluctuation.

MR. DECKER answered that the Cook Inlet Natural Gas Storage
Association (CINGSA) and other gas storage projects in Cook
Inlet are some of the key conponents to solving the dilema. If
over the long run there is enough storage to sell into, then the
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seasonal denand issue will go away and the econom c incentive to
drill will be there.

SENATOR DYSON asked the average fluctuation in demand for a
year .

MR. DECKER answered about 260 mmtf/ day.

4:08: 34 PM

SENATOR DYSON rel ated his concern about how conpani es can't nmake
enough noney on gas annually basis to poke nore holes in the
ground for it. Because of the delta on oil price they will dril
where oil can be found and get associated gas. But the state has
nore interest in the gas and he asked what could be done about
encour agi ng gas devel opnent.

MR. BALASH responded that he was touching on the critical issue
of access to nmarket. Why would you drill if you have no place to
sell your gas? The market in Alaska is relatively small and
highly volatile. As the big anchors that used to be present in
the Inlet, like Agrium or the export facility, fall away, that
causes problens for explorers and interest in exploration.

4:11: 20 PM

SENATOR DYSON said half a dozen years ago part of the problem
was the Regulatory Conmi ssion of Al aska (RCA) that focused on
keepi ng prices down for the consumer rather than the investnent
to keep the fields up and produci ng what would be needed for a
long time. Largely that issue has gone away, but could consumers
pay nore to provide incentive to the producers?

MR. BALASH said he was touching on the consequences of an RCA
deci sion on APL-5 that was nade about 8 years ago. Sone of those
consequences had changed for the better, but unfortunately the
mar ket | ost sonme nonmentum in the planning and activities that
were going on at the tinme. There were "knock on effects"” for the
export facility and the fertilizer plant that were quite
unfortunate and it wll probably cost nore to regain the
nmomentum there that is necessary.

COWM SSI ONER SULLI VAN said Senator Dyson's two questions were
sone of the broader policy issues to | ook at.

4:13: 36 PM

CHAIR G ESSEL asked why producers can't turn wells off in sunmer
and turn themon in the winter.
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MR. DECKER explained that without the gas flowi ng through the
tubing to the surface all the tinme, sonme of the entrained water
can infiltrate down the well and sit there or reservoir fluids
could mgrate into the flow perforations that allow the gas to
flow into the well from the adjoining reservoir. That could
damage the framework of the reservoir sandstone that has water

sensitive clays that can swell up. It's like clogging up the
sponge holding the gas not to nention just filling the tubing up
wth water if it's not being flushed out. It could result in

significant danage that m ght not be repairable.

4:15:12 PM

MR. DECKER said the USGS has large estimtes for the Basin and
they are very intelligent people, so that neans sonething. But
nore inportant is the hundreds of mllions of dollars that
conpanies are pouring into the Basin. They are voting with their
pocket books.

He next explained a schematic forecast from their 2009 study
that was not intended to be their best prediction of what was

going to occur. It assunmed substanti al i nvest ment and
redevel opnent activity in the existing fields, plus or mnus
some exploration success, but it didn't include wldcat drilling

or new discoveries. It focused specifically on the three or four
main fields that had enough geologic data to use for detailed
geol ogic volunetrics analysis. The nobst certain anobunts of gas
DNR could identify left in the reservoirs was indicated by red,
the slightly less certain gas identified by engineering analysis
was indicated by orange, the high-confidence pay gas in green
and the less certain 50-percent risk potential-pay gas was
i ndi cated by yel |l ow.

4:17:58 PM

Slide 16 showed how the different volunes lined up in terns of
certainty using USGS standardi zed nonmencl ature. Undi scovered gas
was on the bottom and included conpanies that mght want to

drill in a prospect. Once a well has been drilled and di scovered
there is usually some lag before they know it's going to be
commercial and have sanction to drill and that would go into

"“contingent resources.” Once its' comerciality is proved, those
volunes slide into the reserves category. The estinmates ranged
fromhigh to lowwith a best estimate in the m ddle.

4:20: 30 PM
He said the definition of "reserves" is oil and gas vol unes that
are confirmed by drilling and the conpany was either certain or

highly convinced that they were going to be economcally
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produci ble. Up until that point they are just resources (what
you haven't actually found and those volunmes that are discovered
but have not yet been denonstrated to be commercial).

4:21: 05 PM

DNR | ooked at PRA's previous studies and in the 28 fields they
anal yzed, there is an estimated 1.1 tcf of producible reserves.
Information from the geologic volunetric analysis indicated
anot her 335 bcf of wundevel oped gas resources in three primry
fields (230 bcf at Beluga River, 70 bcf at Trading Bay Unit
Grayling Gas Sands and 50 bcf at the North Cook Inlet Unit.
Addi tional wells had been put in since the study, in sone cases
tappi ng new conpartnents of the reservoir that were at virgin
reservoir pressures that hadn't been depleted at all, and they
had respectable flow rates of 1-7 mctf/day (for the 3-10 wells).
Not all wells were successful, but a lot of them were.

4:22:52 PM

COWM SSI ONER SULLI VAN said the main point M. Stokes nade was
that gas that is not contract gas is not the sane as a depl eted
reservoir - and that gets mxed up in a lot of the newspaper
reporting. People just assune we're out of gas. "W're not out
of gas!"

4:24: 36 PM

The departnent had focused on what is needed: nore wells, nore
investnment and trying to pull on other levers that could help
with the overall security of supply in the Inlet. He updated the
conmittee on their actions next.

COW SSI ONER  SULLI VAN said his main focus was where DNR has
authority to advance the state's interest and that was where
they, as the land nmanager, tried to aggressively nmarket the
resource potential and |eases by going directly to certain
potential investors like Hlcorp and Apache who have a proven
record of turning mature basins around, have strong backing and
a proven record of technical expertise to operate in a basin
like this and tried to get them up here to drill. Marathon and
Chevron are great conpanies but they have been signaling for a
long tine they aren't that interested in Cook Inlet any nore.

They also |ooked at the ability to use unit applications and
lease terms to leverage nore drilling and investnent,
particularly in Cook Inlet, and at streamining permtting, soO
that projects can nove forward in a tinmely manner. Streanlining
permtting is one area where the federal governnment had not been
hel pful in terns of delaying Cook Inlet permts. He said the
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Attorney General had intervened to get projects noving forward
and they have tried to nake the RCA process |ess uncertain. Bob
Swenson and his team had been doing a lot to gather and publish
and get out the expertise on the new geological information
i ncluding doing very specific briefings with potential conpanies
that are interested in Cook Inlet and the North Slope. He had
al so worked with the Departnent of Law (DOL) to nove the Cl NGSA
facility forward through the regulatory process, because two
years ago an RCA decision |ooked like it would conpletely stal
it. Now they are looking at ways to expand that storage
capability.

4:30: 38 PM

The DNR and DOL had reoriented the Division of Regulatory
Affairs and Public Advocacy (RAPA) outlook to ensure that the
public interest was defined as a balance between price and
security of supply for Al askans; previously it had been focused
on just the price. At the end of the day that can have the
consequences of underm ning both price and security in the |ong
term

4:31:31 PM

SENATOR DYSON related how he had been told by geol ogists that
the attractive formations for oil and gas production extend out
under the Mdose Range on federal |ands and how he contacted
President Bush to urge himto allow people to explore there. He
understood now that sonme 3D seismc had been going on and that
sonme drilling had been done on Native inholdings. Wat is going
on both and what can be done to get perm ssion to go out there?

MR. BALASH said that NordAg, a CIRl |essee, was able to punch in
an ice road in and drill an exploration well in and around the
Mbose Range in the spring of 2011 that gave them enough
confidence to sanction a devel opnent project that is currently
in NEPA review and is on track for a record of decision in late
winter/early spring. They would have to wait for things to dry
out a little before actually conpleting the road to a |ocation
where they would be able to construct that pad and nove forward
with additional drilling and testing that is a very inportant
part to being able to nove from a discovered resource category
into the bookable reserve category that would allow them to
enter into contracts with utilities.

Wth regard to the 3D seismc program another operator, Apache,
is attenpting a basin-w de survey, he reported. They have gotten
| ess than hel pful responses from the Refuge managenent and have
not been able to place their nodes on any of the inland
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boundaries even though they are in the transition zone
associated with the edge of the water.

COW SSI ONER SULLI VAN said that the nodes are the size of coffee
cans.

MR. BALASH said there seens to be a double standard. When the
Refuge wanted to build a new visitor facility and parking |ot
for itself, it didn't have a problemw th |ooking at the inpacts
and getting the authorizations in place.

4:36:58 PM

The National Marine Fishery Service (NWS) has also been
challenging to deal with from a tineliness standpoint. Apache
was on track to ranp up their 3D seismc program this w nter,
but because they were not able to get the biological opinion
necessary for some of the ESA conpliance reviews and
aut hori zations, they had to put things off. Wile NWMFS is back
on track now, they caused a kink in the overall plan which
results ultimately in del ay.

SENATOR DYSON asked what the state could do to sweeten the feds
deal so they would let us start producing the gas.

COWM SSI ONER  SULLI VAN answered that the federal government is
not a nonolith. The departnent works well with sone agencies and

senior Departnent of Interior officials know about these
problens. Part of it is just the education, particularly about
Al askans' energy needs, and the state wll continue to press
t hat .

4:39: 30 PM

SENATOR M CCICHE said the shortfall in Cook Inlet has been
predicted for 20 years and he is unaware of any volunes of gas
that were having trouble finding a contract. "W have a supply
issue and the public needs to understand that."” He just asked
the departnment to continue looking for a parallel source of
energy to protect the nearly half mllion rate payers that are

depending on electricity and honme heating in Southcentral
Al aska.

4:41: 28 PM

COWM SSI ONER SULLI VAN said his point was well taken and non-gas
power generation - Eva Creek, Healy, UCG and possibly hydro -
was being |ooked at. DNR had been spending a lot of time on
expediting transactions that advance the state's interests. The
Feder al Tr ade Comm ssi on (FTO i nvestigation of t he
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Hi | corp/ Marathon acquisition was strategically good for the
state, because the conpany seens highly notivated to try to turn
around the Basin. But at a certain point it |ooked |ike the FTC
didn't share that view. That required a |ot of convener/problem
solving on the part of DNR and the DQOL.

4:44. 50 PM

COWM SSI ONER  SULLI VAN summarized recent Cook Inlet activity
saying that everything is not great, but the things they have
been doing are having a significant inpact, for instance a host
of old and new players investing alnost $500 mllion in 2012
they had two very highly successful |ease sales. He said they
had been out there pitching to conpanies trying to get themto
come up here and drill nore wells and that is happening. The rig
nunber has dramatically increased in the Inlet from 9 to 17
including two jack-up rigs. Apache's 3D seismc program opens up
enornous opportunities for the state and other potential
explorers. The gas storage is on line and the state is offering
attractive prices lower than Henry Hub.

COWM SSI ONER SULLI VAN said they are also being vigilant, because
the last thing in the world they want to have happen is sone
kind of accident that stops what they think is a Cook Inlet
renai ssance because an operation caused harm to people or the
envi ronment .

Conventional w sdom is that certain conpanies are only | ooking
for oil |ike Apache, but that is not what they are telling him
If they do a 3D seismic program and find significant vol unes of
gas that they can sell at a commercial price where they make
nmoney, they would certainly be interested, and the top guy in
Apache is an Al askan who he thought had a lot of the state's
interest. The sane with Hilcorp.

4:49: 21 PM

Moving forward the Comm ssioner said they were going to redouble
their efforts to continue to get nore wells drilled and increase
investnment, to encourage "behind the pipe" production and
continue to reach out to all the parties to |look at different
ways to incentivize nmore Cook Inlet production. The issue of
information nodernization s also inportant along wth
infrastructure efforts on the west side of Cook Inlet, nore gas
storage and additional tax incentives. They were al so keeping an
eye on industrial sized markets, so you can have the
attractiveness of a basin wth market certainty for |Ilarge
volunes so investors will continue to be attracted here. They
were encouraging redundancy options for energy security; the
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Governor and AEA/ AIDEA were |ooking at a conprehensive North
Sl ope trucking project ready to neet potential near term and
imrediate term shortfalls particularly on the Interior. Does
that have potential for peak volumes at a certain point? Yes,
t he Conm ssi oner said.

4:53:11 PM

The Governor had also talked about inporting gas - as a |ast
resort. Nobody is saying no to it, but there are concerns
depending on how it's defined, particularly for |arge-volune,
long-term contracts of LNG or CNG One of the utilities got DOE
perm ssion to inmport 50 bcf for two years. That could stifle and
underm ne the Cook Inlet renaissance and underm ne jobs for the
| ocal workforce.

4:54:29 PM
From a broader strategic perspective, Conm ssioner Sullivan
said, the LNG big line project is in serious conpetition

globally the western Canada project out of Kitimat and Prince
Rupert. The Asian countries know that the only place right now
in North American that has exported LNG to Asia is Al aska, but
the Canadians love to tout how they are going to be "the savior
of Asia." He frequently remnds all of them that the Canadi ans
haven't exported one nol ecul e of gas anywhere in the form of LNG
or CNG

COWMM SSI ONER SULLI VAN enphasi zed that inporting gas from British
Col unmbia would validate and pronote one of the Al aska's biggest
conpetitors to an Al askan |arge-di aneter LNG export project and
that doing sonething that has capacity just for peak energency
needs versus a 20-year CNG contract wth huge volunes had
enornmously different inplications for the state. He cautioned
them to have a sense of what the inplications are for short-term
projects versus |long-term projects before nmaki ng any deci si ons.

4:55:49 PM

MR. BALASH directed attention to a slide of the history of APL-
5, a contract between Marathon and Enstar that woul d have been a
full requirenents contract neeting all of Enstar's needs through
2016. That neans Marat hon woul d have been responsible for all of
the swings sumer to winter all the way through 2016, and had a
linkage to Henry Hub pricing, which at the tinme this contract
was being reviewed by the RCA in 2005 was a little bit of an
increase over what Alaskans were accustoned to paying. The
Public Advocate in the DOL opposed the contract and sone of the
other utilities opposed it as well. They were concerned it would
set a precedent for their pricing. In the end the RCA rejected
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the proposal, but they didn't say why. It sent a chilling effect
through the Inlet and the marketplace that they hadn't recovered
from Drilling dropped dramatically that year and it was very
likely the beginning of the end of Marathon's presence in
Al aska. Probably its knock on effects inplicated and inpacted
the LNG facility.

He explained that one of the things that came up shortly after
this RCA decision was an application by the co-owners at the

time, Marathon and ConocoPhillips, to extend the export |icense
necessary to operate the facility. Uilities and the state
through the Public Advocates office opposed the Iicense

extension. So, that led to a short-term approach for managing
the local energy security issues. The objection the parties had
had to do with whether or not |ocal needs would be met. If APL-5

had been approved wth all of Enstar's needs and ful
requi renents through 2016 wunder contract, imagine what the
dynam ¢ would have been in 2007 when this new export |icense

application was being reviewed by the DCE! The argunments and
considerations would have been drastically different. So, the
setback on APL-5 very likely had an inpact on the way the DOE
export issue unfolded. People would be nore than happy to be
payi ng Henry Hub pricing for Southcentral energy right now This
incident underscores the danger of letting the regulatory
agencies try to second guess the market and the decisions that
are being nmade by the people who have the capital at risk.

He wunderscored a sinple point: that we're not out of gas.
Mar at hon woul d not have put its corporate reputation and bal ance
sheet on the Iline if it didn't think there were sufficient
reserves to neet all of the requirenents of Enstar through 2016
if it wasn't there. Wth that opportunity lost, Alaska is in a
dramatically different position today as a state and conmunity
and is having to rethink how these issues are approached as a
consequence.

MR. BALASH said that with the curtailnment of the LNG plant
nmoving to a seasonal only approach in the later years, the
signal to explorationists was changed. Nobody is going to dril

for a lot of gas if they can't sell a lot of gas, and Al aska
today is a shrinking narket that has gotten smaller over the
| ast six years, and appears to be in danger of getting even
smaller if some of the inport options are done on a long-term
contractual basis. Whatever interest is left in finding gas in
the Basin could be snuffed out by inporting |long-term contract
gas. "The hindsight on this is dramatic, but they can't change
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what happened,” M. Balash stated. Maybe they can learn sone
| essons fromit and nake w ser decisions noving forward.

5:03:16 PM

CHAI R G ESSEL asked about LNG license expiration in two nonths.
MR. BALASH said there are two conponents of the license;, a
vol une conponent and a tine conponent. It is the tine that is

about to run out. At |east another season-worth of volunes are
avai | abl e under the |icense.

COWM SSI ONER SULLI VAN sunmed up that positive devel opnents were
seen in 2012. One of themes has been basin-w de significant
volunmes, but wutilities have valid concerns about peak demand
deliverability. The state will try to continue the trend of nore
investnment and nore drilling and hopefully soon nore production.
But they nust be prepared on the energy security situation to
react to various scenarios while being aware of the long-term
inplications of what they are doing. It is inportant to have al
the parties working together and he has tried to get everyone
t oget her frequently.

5: 06: 37 PM
SENATOR DYSON asked if he took issue with needing 17 or 18 wells
to the stem decli ne.

MR. DECKER agreed that an additional rate of drilling is needed
in the Basin. And the main reason is that Chevron and Marathon
knew they were going to be out of the Basin and didn't have any
reason to sign up for delivering gas that they weren't going to
be sel ling.

SENATOR BI SHOP observed there isn't a | ack of gas.
MR. DECKER agr eed.

SENATOR BI SHOP said there is the lack of an anchor tenant for
t he gas.

MR. DECKER said it's an issue of contracted gas.

COMM SSI ONER SULLI VAN said the imrediate issue is the contracted
gas. The departnent has been focused on the broader managenent
of the resource and getting investnents going so contracting gas
is possible. A long-term anchor tenant is trenmendously
i mportant.
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MR. DECKER agr eed.

CHAI R G ESSEL t hanked the presenters.

5:10: 35 PM

Finding no further business to cone before the commttee, Chair

G essel adjourned the Senate Resources Standing Conmittee
neeting at 5:10 p. m

SENATE RES COW TTEE -16- January 21, 2013



