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1: 05: 50 PM

CO-CHAIR DAVID TALERICO called the House Resources Standing
Commttee neeting to order at 1:05 p.m Representatives d son,
Seat on, Josephson, Tarr, and Talerico were present at the call
to order. Representative Herron arrived as the neeting was in
pr ogr ess.

OVERVIEWS): Alaska Ol and Gas Conservati on Comr ssion

1: 07: 09 PM

CO CHAI R TALERI CO announced that the first order of business is
an overview provided by the Alaska G| and Gas Conservation
Comm ssi on ( AOGCC) .

1: 07: 38 PM

DANI EL SEAMOUNT, Jr., GCeol ogi st Comm ssioner, Alaska Ol and Gas
Conservation Comm ssion (AOGCC), noted he is one of the three
conmi ssioners for the Alaska G| and Gas Conservation Comni ssion
(ACGCO) . He drew attention to the papers in the comittee
packet, saying the paper entitled, "AOGCC Agency Description,”
di scusses how the conmission interacts with the adm nistration
and how it gets funded, which is not from the general fund at
this time. The paper entitled, "Role of the Alaska G| and Gas
Conservation Conmi ssion in North Slope Gas Sales,” discusses gas
in general on the North Slope, not just on the two big fields,
and alludes to looking at gas offtake in a holistic way.
Anot her paper is entitled, "Role of the Alaska QI and Gas
Conservation Commssion in Establishing Allowable Gas Oftake
Rate for Prudhoe Bay," and another [is entitled, "Role of the
Alaska GOl and Gas Conservation Commssion in Approving Pool
Rules for the Point Thonson Field." Regardi ng the paper
entitled, "Hydraulic Fracturing in Al aska," he explained that
the comm ssion has been regulating hydraulic fracturing in
Al aska for 60 years wthout any problens; however, this |ast
year AOGCC came up with hydraulic fracturing regulations to nake
it easier for the public to see what they are. M. Seanount
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al so drew attention to the copy of a Wall Street Journal article
entitled, "The Facts About Fracking," and to the 2009 response,

"AOGCC Statenent to CGovernor," witten after a derogatory
newspaper article appeared about the AOGCC Lastly, he pointed
out the paper entitled, "BLM Legacy Wlls Safety and

Envi ronnment al Conpliance |ssues.™
1:10: 07 PM

MR. SEAMOUNT began his PowerPoint presentation by noting slides
21-35 are backup slides that he will not be discussing but that
show the new technology in drilling. He said the picture on
slide 1 is AOGCC s office [in downtown Anchorage]. The nyri ad
of things AOGCC is required to do includes holding hearings,
maki ng rulings on spacing and other exceptions, pool rules, gas
of ftake allowables, and granting or denying permts on such
things as drilling permts and perform ng sundry well work. The
commi ssion's statutes are found in Title 31, Chapter 5, and the
conm ssion's regulations are found in Title 20, Chapter 25, of
the Alaska Adm nistrative Code. By statute AOGCC has three
conmmi ssi oners. The petroleum [engineering] conm ssioner mnust
have 10 years of experience in the oil business; the current
petrol eum comi ssi oner, Cathy Foerster, has close to 40 years of

experi ence. The geol ogy comm ssioner, the position he holds,
al so must have 10 years of experience and he has nore than 40
years. The public conm ssioner nust have a fundanenta

understanding of the oil and gas industry. He pointed out that
AOCCC s web site contains lots of information and data, which is
used by potential and present investors in Al aska.

1:13: 07 PM

MR. SEAMOUNT turned to slide 2, explaining that AOGCC is an
i ndependent quasi-judicial state regulatory agency. Cver 90
percent of AOGCC s work is sub-surface, and the only surface
work done is that occasionally an inspector will go out for a
site clearance after a well is abandoned to make sure everything

is cleaned up. The other surface work done by AOGCC is ensuring
that nmeters are accurate when neasuring oil and gas so everyone
gets their fair share. He read the m ssion of AOGCC, which is:
"To protect the public interest in exploration and devel opnent
of Al aska's valuable oil, gas, and geothermal resources through
the application of conservation practices designed to ensure
greater ultimate recovery and the protection of health, safety,
fresh ground waters and the rights of all owners to recover
their share of the resource.” M. Seanmount reported that
AOCCC s annual budget of $7.4 million for this year is funded by
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i ndustry receipts from a regulatory cost charge that cane about
in 1999. A small anmpbunt, $128, 000, cones from the Environnental
Protection Agency (EPA) for managing the Underground Injection
Control (U C) Program which protects underground sources of
drinking water. He said AOGCC is an extrenely technical science
and engineering oriented agency, and its regul ations and statute
are very tight, and this limts extrene interpretations when
AOCCC nekes deci sions. Thus, arbitrary interpretation of [|aw
regardi ng AOGCC decisions is virtually inpossible and it is very
rare that all three comm ssioners don't agree on a decision.
Sonetinmes there mght be disagreenent on the amunt of a
penalty, but when it comes to pool rules or other things the
commi ssioners are just about 100 percent [in agreenent]. The
commssion's 32 staff nmenbers include 3 conm ssioners, 2
geol ogists, 6 engineers, 7 field inspectors, 2 statisticians, 3
i nformation technol ogi sts, and 8 adm nistrative peopl e.

1:17:14 PM

MR. SEAMOUNT noved to slide 3 and noted AOGCC s jurisdiction
covers all lands - public, private, and non-federal onshore - in
the state of Alaska. At this tine, nost of AOGCC s oversight is
concentrated in Cook Inlet and the North Sl ope. However, 21
basins in Al aska have hydrocarbon potential; so, a trenendous
anount of potential is left and all that is needed to get to
themis noney.

MR, SEAMOUNT addressed slide 4, reiterating that AOGCC is a
guasi-judicial state agency, nmainly sub-surface, wth mandates
to protect human safety in drilling and production operations
and to protect fresh water. The deepest fresh water he has seen
in the state is about one-quarter mle down in the Matanuska-
Susitna Valley. Mst of what AOGCC does occurs fromone-half to
three mles deep: the shallowest gas wells in the state are
about half a mle deep and the deepest oil wells are three mles
deep. Anot her inportant AOGCC mandate is to prevent physical
waste of the energy resources, neaning to prevent blowouts both
above and bel ow ground. If a well is not constructed right oil
or gas can flow from one zone into another, which |oses and
wastes the resource forever. Also, AOGCC is mandated to pronote

greater ultimate recovery of the resource. To do that the
operators or conpanies cone in after mking a discovery,
drilling a few wells, and doing some science, and give AOGCC

their plan on how they are going to operate this oil field; for
exanple, the kind of enhanced oil recovery techniques, water or
gas injection, or whatever |ooks best to recover the nost
hydr ocar bon. Then AOGCC wll nake a decision to approve,
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di sapprove, or tell the operator/conpany to do nore study. The
AOGCC protects correlative rights, which is the right of
adj acent | andowners to recover their fair share of the resource.
Lately, new operators are comng into the state and AOGCC has
been intensely inspecting their operations and in sone cases
AOGCC has perfornmed enforcenent actions when they don't conply
with the regul ations. The AOGCC has increased its nunber of
i nspectors, but it is difficult to find them because of the
di screpancy in conpensation between industry and this agency.

1: 20: 59 PM

MR. SEAMOUNT said AOGCC al so functions as a repository for nost
of the oil and gas data in the state. This well data is
inmportant to potential investors because they can pull |ogs,
test data, and so forth, and subsequently generate new plays and
new prospects. He then addressed the historical production in

Al aska, drawing attention to slide 5,  "Alaska's Average Daily
Ol & [Natural Gas Liquids (NG&)] Production Rate 1960-2014."
He pointed out that the Ilowest curve depicts Cook Inlet
production, the biggest curve depicts the North Slope, the next
bi ggest curve depicts Kuparuk and MIne Point, and the rest
depi ct newer production. From 2000- 2003, he said, there was no
decline in production because of the Al pine Field.

MR. SEAMOUNT explained the graph on slide 6 entitled, "Al aska
Ol and Gas Activity AOGCC Oversight (1959-2014)," is historica
data fromthe start of production in Al aska. He said the dotted
curve depicts the nunber of well permits that AOGCC has approved
through the years, with the first big bunp being the Swanson

River Field, which is the reason Al aska becane a state. The
next bunp is Cook Inlet offshore where five discoveries were
made in one year. The next really big bunp is Kuparuk and
Prudhoe Bay. Then there was a lull and since the late 1990s
there has been quite a bit of activity on sonme of the satellite
fields on the North Slope, as well as some in Cook Inlet.

Recent AOGCC data shows about 200 wells drilled. The green
curve depicts the nunber of active wells. Those are wells that
AOGCC has to deal wth in one way or the other, neaning they

haven't yet been plugged and abandoned. There are over 5,000
active wells and this nunber increases every year, which is
anot her reason why AOGCC needs nore inspectors. The purple

curve depicts the nunmber of reservoirs regulated by AOGCC, which
is close to 150.

1: 24: 11 PM
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MR. SEAMOUNT noved to the bar graph on slide 8, noting it shows
total Alaska [oil and NG.] production by nonth for the years
2013 and 2014. Rat her than the bars, he said, the inportant
curve to look at is the red line depicting the 12-nmonth noving
average of production. For the first tinme since the early 2000s
there was basically no decline for a while, but suddenly a
decline is being seen again. He then drew attention to the
chart on slide 9, showing the latest 12-nonth noving average
decline for all of the oil fields in Al aska. He noted that the
bottom right of the chart shows a decline of 4 percent, which is
better than the normal decline in the past of 5-8 percent.
However, 4 percent may be too high, he said, because the top
right of the chart shows a decline at Prudhoe Bay of 9 percent,
and he has never seen Prudhoe Bay have a 9 percent decline. He
said he doesn't know why that is happening, but he will try to
figure it out when he gets back to Anchorage because the decline
at Prudhoe Bay was at 1 percent a few nonths ago.

MR. SEAMOUNT turned to the pie chart on slide 10 entitled,
"Al aska 2014: Permts to Drill Approved by AOGCC " He noted
the green and blue wedges depict the North Slope, which has
al ways had the hi ghest anobunt of activity. However, he said, if
this was conpared to 10 years ago it would be a nuch higher

percent because there are new producers in Cook Inlet. For
exanple, Cook Inlet Energy and Hilcorp are going crazy wth
drilling and naking discoveries, and production in Cook Inlet

has doubl ed over the |last year and half.
1:27:33 PM

MR. SEAMOUNT di scussed the bar chart on slide 11, explaining it
shows exploration drilling between the years 2000 and 2014. The
light green background in the chart depicts the oil price and
the dates the different taxes were enacted; he said he sees

virtually no correlation there. He pointed out that before
2004, and especially in the 1990s, the big guys - the BPs and
the ARCCs - were the big explorers. However, over the | ast

three years nost of the exploration is being done by the new
guys, conpanies |like EN, Repsol, Hlcorp, Cook Inlet Energy,
and it is nice to see this increased activity. He advi sed t hat
the only correlation he can see on this chart is that there was
a big spike in oil price followed by a big drop in price and at
the same tinme there was a big drop in exploration. It takes a
few years to get wells planned, he explained, so after the price
of oil went back up the exploration started back up, but nost of
that was the independents.
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MR. SEAMOUNT said slide 12 shows devel opnment activity in proved
fields with oil price and the tax |egislation. Basically, he
continued, slide 12 shows that nost of the activity is done by
BP, depicted in green, and BP' s activity has gone down. The
activity of ConocoPhillips, depicted in red, has stayed the
sane. The activity that has occurred has been recent and has
been with the independents. An increase in devel opnment work is
seen in 2014.

MR. SEAMOUNT addressed slide 13 entitled, "Wrkover Activities

(2003-2014)." He explained that many drilling rigs can also act
as workover rigs to repair wells. A drilling rig that is
wor ki ng over a well obviously cannot be used at the sanme tine to
drill a well. Wrkover is mainly fixing wells that are broken

so workovers are quick payout projects, unlike exploration wells
which are |ong payout projects. A big wuptick in workover

activity was seen after the big price increase, then there is a
price decrease and it went down. Then when things cane back up
there was a pretty high |level of workover activity [in 2014] and
that may explain why there wasn't nuch of a junp in the drilling
by the big guys, they were fixing their wells.

1:31:10 PM

REPRESENTATI VE SEATON asked how the coiled tubing rigs are
classified [drilling or workover] that are being used on the
North Slope for re-drilling in the oil wells but that are
drilling to new prospects, especially in Kuparuk.

MR. SEAMOUNT replied that it would be considered a rig. A lot

of drilling is done with coiled tubing, he said, and it nay be
one of the nobst comon types of drilling now at Kuparuk and
Prudhoe Bay. Part of a well is plugged deep down, a w ndow is
mlled, and then drilling out is done with coiled tubing. He
qui pped that in the oil patches of 1975 all of the workers were
covered with oil and grease, while a coiled tubing rig is

pristine white and clean, and the workers wear white suits and
| ook |i ke conputer technicians.

REPRESENTATI VE SEATON observed on slide 12 that ConocoPhillips
has been consistent across all of these years with a schedul ed
build out of drilling so many wells a year. He inquired whether
the <coiled tubing drills in those wells are considered
devel opment and service wells or workover activity wells.

MR. SEAMOUNT responded he is unsure, but he thinks nost of it is
drilling. He said he will get an answer to the commttee.
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REPRESENTATI VE SEATON requested the conmmttee be provided this
information, saying that if these are workovers being shown on
slide 12, then that nmeans the nunber of new wells has gone down
significantly as coiled tubing has come up

MR. SEAMOUNT answered he wll provide the commttee with the
nunber of coiled tubing workovers versus coiled tubing drilling.

1: 34: 40 PM

MR. SEAMOUNT noved to slide 14, noting the slide provides a |ist
of AOGCC s primary services. He said he tried to prioritize
t hese services but then realized that all of them are inportant.
Because the regulations require AOGCC to do these services, the
conm ssion is kept very busy.

REPRESENTATI VE SEATON asked what is neant on slide 14 by
"enforce well spacing rules.™

MR. SEAMOUNT replied Al aska has well spacing rules. For gas
wells the spacing is a certain nunber of feet between wells, but
basically it is 640 acres. Plus, a certain nunber of feet [is
required] from lease lines where the |ease ownership changes.
He believed that for oil wells the spacing is 40 acres, but
AOGCC can do an exception to those rules if there is a good
reason, such as geol ogy changes or a fault. Because it is put
out for public comment the public can tell AOGCC why a spacing
exception should not be done and there have been sonme pretty
contentious hearings in this regard.

REPRESENTATI VE OLSON recalled that eight or nine years ago there
were feeder lines on the North Slope that were not being pigged
on a regular basis or at all, resulting in a series of |eaks

He inquired how that was overlooked and where it would fit
within AOGCC s prinmary services.

MR.  SEAMOUNT responded AOGCC doesn't regulate any pipelines.
The only thing AOCGCC does with pipelines is to prove that the
hydrocarbons going through them are neasured accurately. He
said the question should go to the Departnent of Environnmenta
Conservation (DEC). But, he added, that may have fallen through
the cracks because it may be that no one regulates in-field
pi pel i nes; however, he continued, he thinks there is a group
that is now working on filling that hole.
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REPRESENTATI VE JOSEPHSON i nquired further about the group that
is working on filling the aforenentioned hol e.

MR. SEAMOUNT answered it is the Petroleum Systens Integrity
Ofice, although it may have a different nane now.

1: 38: 26 PM

MR, SEAMOUNT turned to slide 15 to highlight the nmajor issues of
2014. Cook Inlet exploration and devel opnment is going crazy and
a new platform is comng in, he reported. Years ago gas was
falling off the cliff and it was predicted there'd be no gas by
2014 or 2015, but now there is a bunch of gas. As a forner Cook
I nl et geol ogi st, he said he thinks there is a |lot nore gas to be
found there, especially below where the gas has been produced,
which is into the Jurassic, the Pre-Tertiary, which is where the
oil is comng fromand wth oil cones gas. Anot her issue is a
manpower shortage at AOGCC. Fi ndi ng another engineer and a
couple of inspectors has been difficult because AOGCC conpetes
with industry and industry pays sonetinmes double what AOGCC
pays, even though AOGCC s wages are good. A third issue is
hydraulic fracturing regulations, which AOGCC just did. There
is a lot of hysteria about hydraulic fracturing (fracking), he
said, but this has been occurring in Alaska for 60 years w thout
a problem

1: 41: 24 PM

REPRESENTATI VE TARR understood that fracking is happening on the
Nort h Sl ope.

MR. SEAMOUNT replied huge fracks are occurring on the North
Slope, 3 mllion pounds. Additionally, fracking has been
occurring in Cook Inlet for a long tine. In the early 2000s
fracki ng was being done with diesel [in Cook Inlet]. He related
that he urged the conpanies to stop using diesel because of
safety issues, but he doesn't think diesel is being used
anynore. He said 25 percent of the wells in Alaska are fracked.

REPRESENTATI VE JOSEPHSON asked whether industry shares wth
AOGCC what chemicals are being used for fracking.

MR. SEAMOUNT responded that was a very contentious issue. He
believed that industry shares the types of ingredients but not
the percentages in all cases. Sone of that information is
proprietary and protected by federal law, so there is nothing
t hat AOGCC can do about it.
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REPRESENTATI VE OLSON inquired whether fracking in Cook Inlet
i ncl udes Swanson R ver and onshore.

MR. SEAMOUNT answered it is nostly onshore. Fracking was tried
offshore in the 1990s and it didn't work. He related that he
wor ked for Unocal then and it didn't work one tinme so Unocal
didn't try it again. But lately Hilcorp is getting back into
fracking offshore, he said, and he thinks it will work.

1:43: 16 PM
MR. SEAMOUNT resumed his presentation (slide 16), saying the

likely issues for 2015 include all of the 2014 issues. Another
issue is shale oil delineation and devel opnent, sonething that

he is personally excited about. One county in Texas is making
nmore oil from shale than oil produced in the entire state of
Al aska, he reported. Another issue is new North Slope

operators. Cook Inlet Energy and Hilcorp have gone to the North
Sl ope and based on what they've done in Cook Inlet there should
be a pretty good increase in production on the North Sl ope.

MR. SEAMOUNT noved to slide 17 to discuss nmjor gas sales. He
expl ai ned that before nmjor gas sales can occur, the operator
must submt an application to AOGCC to nake a decision on the
gas sal es. The operator nust state when it wants to start gas
production, how much the operator wants to produce, how much oi

is left, what is going to be done to prevent oil |osses, and
what other uses are for the gas. Right now it looks like [the
state] is on a pretty decisive course, but the question is
whet her there is sonmething else that can be done with that gas
besides turning it to liquefied natural gas (LNG and sending it

to Asia or elsewhere. It could be that AOGCC is the skunk at
the garden party, he said. But, he continued, intuitively he
doesn't think AOGCC is going to be. If it shows waste or if it
shows that hydrocarbons are not being conserved, then AOGCC can
put a stop to it and say to cone up with a different plan. | t
is not just how much oil is going to be lost or how nuch gas
will be made, it is the total hydrocarbon - oil plus gas. | f
[the state] goes along with the present plan sonme oil wll be
| ost, but maybe nore will be made up than that by producing the
gas when it is produced. It is really conplicated, one exanple

being how long is the infrastructure going to last and if the
infrastructure doesn't last that long then that gas better be
gotten out of there. But, if the infrastructure holds up, there
is the possibility of wanting to hold off on gas sal es.
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1:46: 37 PM

REPRESENTATI VE JOSEPHSON, relative to the concept of skunk at
t he garden party, asked what AOGCC s greatest power is.

MR. SEAMOUNT replied AOGCC s power and everything it does cones
fromthe Title 31 statute. It is very simlar to other states;
that power is accepted in every single oil producing state. | f
AOGCC ruled that a gasline couldn't be done, the legislature
could change the |aw. But that wouldn't be right, he opined

because getting out as nuch hydrocarbon [as possible] is wanted,
as well as to conserve it for future generations. However, he
qual i fied, he doesn't think AOGCC woul d nake that ruling.

MR. SEAMOUNT turned to slide 18 to further expand upon the
af or enent i oned. In regard to major gas sales, he said the plan
right now is for direct gas sales. If no sales occur, then
another two billion barrels of oil could probably be recovered
from Prudhoe Bay. If direct gas sales do occur, it is unknown
how much would be lost but it would be less than two billion.
Because of Lower 48 shale gas, "ny way is the highway" has gone
away and now LNG from the Kenai is being talked about, as he
understands it. The idea of LNG from Val dez has gone away.
Anot her plan, however, is nodified gas sales - taking a holistic
approach by |l ooking at the entire North Slope. Al though [ AOGCC]
has thought about this for years, not nmuch work has been done on
it; and, while the operators may be thinking about it, there may
be better uses for the gas. One use is to take the Point
Thonmson Unit, which is a very high pressure field at 10,000
pounds per square inch (PSI), and run that into the Prudhoe Bay
Unit to re-pressure Prudhoe Bay back to its original pressure of

4,500 PSI. He related that according to a reservoir engineer's
"cocktail napkin" calculations, it wmy be possible to get
another billion barrels out of Prudhoe Bay. So, by holding off
on the gas sales, two billion barrels are left plus another
billion barrels comng out of Prudhoe Bay via Point Thonson;
that totals three billion barrels, which is a giant oil field.
1:50: 32 PM

MR. SEAMOUNT continued addressing nodified gas sales, pointing
out that a gas cycling pilot project is currently being done at
the Point Thonson Unit. Gas is pulled out of the ground, the
condensate pulled off, and the gas put back down. This is done
over and over again wuntil there is 400 mllion barrels of
condensate, which is another Alpine field. If this pilot
project works, he said, then that is probably what [AOCGCC] w |

HOUSE RES COW TTEE -11- February 20, 2015



do. He further pointed out that by definition in the
regul ations, Point Thonmson is an oil field, not a gas field.
Anot her thing that could be done, he added, is to delay the gas

sal es because oil is much nore val uable than gas. For exanpl e,
over 20 billion barrels of viscous oil are within reach of
infrastructure on the North Slope and a study could be done to
see if gas would work for getting out that viscous oil. M.
Seanmount recalled his work with heavy oil in California in which
gas was used to create steam for steam ng the heavy oil to make
oil. This was done because the oil was nore valuable than the
gas, which remains true today. He allowed, however, that

tal king about nodified gas sales is |like changing a horse in the
m ddl e of the stream He concluded his presentation by turning
to slide 19 and inviting nmenbers to ask questi ons.

1:52: 51 PM

REPRESENTATI VE TARR surmised there is not total agreenment on
whet her the concept of nodified gas sales is allowable or should
be managed unit-by-unit or could be done as a wetland mtigation
nodel . She inquired how that will be resol ved.

MR. SEAMOUNT responded it will take a lot of study to answer
this very good question. The holistic idea is to |look at all of
these different fields put together, not just Prudhoe Bay and
not just Kuparuk. He said even he doesn't know whether that is
within AOGCC s authority; AOGCC s authority mght be just on a
field-by-field basis and AOGCC may not have any kind of say.
However, he advised, it would be smart to look at the holistic
nodi fied gas sales idea. He added he would be surprised if this
hasn't already been |ooked at, but surmsed it has been | ooked
at in an econom c way, not in a conservation way.

1: 53: 58 PM

REPRESENTATI VE JOSEPHSON asked whether AOGCC currently has the
statutory authority to nove Point Thonson gas to re-pressure
Prudhoe Bay.

MR. SEAMOUNT answer ed he thinks AOGCC probably has authority for
the re-pressurizing. But, he continued, he is unsure whether
AOGCC has the authority to say that the gas cannot be sold and
nmust instead be brought over to produce that viscous oil first.
He qualified he doesn't know whether that would be the best way
to produce the viscous oil, so it would warrant nore study and
the operators should be consulted since they have been studying
t he viscous oil .
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1: 54: 55 PM

REPRESENTATI VE SEATON, regarding the recovery of another billion
barrels of oil at Prudhoe Bay by re-pressurizing, asked whether
this runs into conflict due to one conpany having a nuch higher
ownership of the Point Thonmson Unit than the Prudhoe Bay Unit,
so one conpany would be restricted economically in recovering
oil from another unit even though it nmakes nore total sense.

MR. SEAMOUNT replied AOGCC does not deal in economcs, it would
be the Departnment of Natural Resources and the Departnent of
Revenue. He agreed that that would have to be resolved. He
related that Unocal went through this sane issue when it owned
part of Kuparuk and part of Endicott and it is conplicated.

REPRESENTATI VE SEATON understood that AOGCC is looking at this
froma total recovery standpoint, which the state would be very
interested in given that the state's royalty percentage is on
the total value or total volumes of hydrocarbons. Therefore, he
surmsed, [the state] mght need to look at it from a
conservation and total value recovery standpoint.

MR. SEAMOUNT responded that is correct.

1:56:42 PM

REPRESENTATI VE TARR, in regard to how the Alaska LNG Project is
envi sioned today, noted that at sone point AOGCC w |l consider
the disposition agreenents. She inquired as to what the public
process wll be in this regard given there is concern about
whet her there will be enough gas for in-state use. She further
inquired what the steps wll be if there is a denial of an

original application.

MR. SEAMOUNT replied the operator would come to AOGCC with an
application that answers the questions shown on slide [17].
Next AOGCC woul d put out public notice and if sonmeone requests a
hearing then AOGCC nust hold a hearing at which any interested
party is welcone to testify. | f AOGCC puts out a decision that
sonmeone doesn't like, the decision can be appealed and AOGCC
woul d consi der the argunents. In its consideration AOGCC coul d
either have a hearing or reject the appeal outright. Fromthere
it would go to superior court and then suprene court.

1: 58: 36 PM
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REPRESENTATI VE OLSON asked whether AOGCC has the ability to
oversee the production of gas hydrates at this point in tine.

MR. SEAMOUNT answered he is sure AOGCC woul d because it woul d be
t he production of hydrocarbons and AOGCC even has authority over
coal gasification. He added that coal gasification has been
tried and has sonme potential in Cook Inlet.

1:59: 14 PM

REPRESENTATI VE SEATON, in regard to the nodified gas sale
concept, inquired whether M. Seanpbunt is aware of any studies
t hat have been done other than on the back of a napkin.

MR. SEAMOUNT responded he is not aware of any, but offered to
get back to the conmttee with an answer.

REPRESENTATI VE SEATON recal l ed the earlier discussion of viscous
gas and noted that Kuparuk is short on gas and is already
inmporting gas from Prudhoe Bay to operate. He said he does not

remenber any kind of information being presented to the
conmttee for re-pressurization of Prudhoe Bay and dramatically
increasing the recovery of oil from that field. He suggested

this information be requested from the legislative consultants
so comm ttee nmenbers can consider it.

CO CHAI R TALERI CO said he will nake note of the request.

MR. SEAMOUNT believed that if Prudhoe Bay were re-pressurized
the 400 mllion barrels of condensate would be |ost, but there
woul d still be a net gain by doing the re-pressurization.

2:01: 20 PM

REPRESENTATI VE JOSEPHSON said he has read that fracking is a
safe procedure, but that the cenent casing has to be done
properly or the aquifer can be contam nated. He asked whet her
that is the kind of thing AOGCC nonitors

MR. SEAMOUNT answered yes, that is one of the nobst inportant
t hi ngs AOGCC does. He said AOGCC nmakes sure the well bore has
integrity, nakes sure there are two barriers to the environnent,
which would be two sets of casing that are cenented so there
cannot be any escape, and nekes sure there is a third barrier up
hi gh that goes across the fresh water aquafers to protect them
He said one of AOGCC s performance neasures is how many fresh
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wat er aquafers have been polluted in the 60-70 vyears of
production in Al aska, and the answer is zero.

2:02:34 PM

REPRESENTATI VE TARR under stood the Al aska Industrial Devel opnent
and Export Authority's proposal for Fairbanks natural gas may be
favorabl e because of Hilcorp's increased activity in Cook Inlet
and not wanting to have the Cook Inlet supply dom nated by one
conpany which could create too nuch consolidation in ternms of
the gas supply for consuners. She inquired whether AOGCC, in
| ooking at the hydrocarbon resource, considers who the
| easehol der or developer is so that if there is concern about
consolidation it can be addressed.

MR. SEAMOUNT replied AOGCC treats everybody the sane; so as |ong
as the regulations are being obeyed it does not matter to AOGCC
who is doing the operating.

2: 03: 48 PM

REPRESENTATI VE SEATON asked whether AOGCC is free to release to
the commttee the nunmber of exploration wells for shale gas in
Al aska. He further asked whether shale gas developnent is
occurring across the state or only in the one section along the
Dal t on Hi ghway.

MR. SEAMOUNT believed that has been published and G eat Bear
Petroleum is going to build sone ice roads that go about two
mles fromthe highway. There are a couple of other conpanies,
he said, but he is unsure whether they wll be doing anything
this year. He believed he has seen two permits to drill for
shale oil exploration that are also |ooking at conventional oi
at the sane tine in order to pay for the shale oil experinent.
He submitted that Al aska has nore shale that contains oil than
does anywhere el se.

REPRESENTATI VE SEATON asked whether there is any shale work or
expl oration going on in other basins.

MR. SEAMOUNT responded there is not. He said he would love to
see sone of that activity in Cook Inlet in the Jurassic, Pre-
Tertiary, rocks because there is oil there and they are tight
rocks and he thinks that that technology could work in Cook
Inl et and Cook Inlet could becone a giant producing area.

CONFI RVATION(S):  Alaska G| and Gas Conservation Conmi ssion
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2:06: 38 PM

CO CHAI R TALERI CO announced that the final order of business is
the confirmation hearing for Mchael Gallagher, Appointee to the
Al aska G| and Gas Conservation Comm ssion (AOGCC).

M CHAEL GALLAGHER, Appointee, Alaska Ol and Gas Conservation
Comm ssion (AOGCC), testified as appointee to the Alaska G| and
Gas Conservation Comm ssion. He spoke as foll ows:

The reason I'minterested in this position is to give

back to the state. | feel | can contribute with ny
know edge and experience in the industry. I know the
i mportance of this commssion and, if confirmed, |

ook forward to continuing to protect the public
interest in exploration and devel opnent of Alaska's
valuable oil, gas, and geothermal resources through
the application of practices designed to ensure
greater ultimate recovery and the protection of
health, safety, fresh ground waters, and the rights of
all owners to recover their share of the resource.
Al aska has given nme so nuch, and to ny famly, that |
am grateful to have this chance now to give back to
the great state of Alaska. | amgrateful that ny wfe
and | were able to raise our famly in Al aska. Qur
two children were raised in Al aska, and after
attending college both live and work in Al aska. I
have over 38 years' experience in the oil and gas,
civil, and vertical construction industries. I have
spent over 19 years with the Laborers International
Union of North America, Local 341, as a business
agent, vice president, presi dent, and business
manager . In this position | negotiated bargaining
agreenents with other enployers and nanaged the day to
day operations of the |ocal union. One of the duties
with nmy local union, | was a trustee of a $560 nmillion
pension plan and $14 mllion health and welfare plan
In that position | was involved in many judicial
heari ngs. The board of trustees was responsible for
conducting appeal hearings for the trust. Wi | e
hearing the appeals we were to look at the facts and
the evidence that was presented to us and nmake
decisions based on the facts, the -evidence, and

according to the plan docunent. Thr oughout ny career
| have been fortunate in wonderful opportunities to
learn and contribute and | see this appointnment as

HOUSE RES COW TTEE - 16- February 20, 2015



anot her such opportunity. | am especially pleased and
honored to have the opportunity to serve the people of
Al aska as part of such a well-respected comm ssion and
in consort with such intelligent, honest, ethical, and
har d-wor ki ng col | eagues as Conm ssioner Foerster and
Conmi ssi oner Seanount and the staff.

2:10: 28 PM

REPRESENTATI VE HERRON conplinented M. Gllagher on his resuneg,
noting he has held many positions of responsibility during his
career and in conmunity service. He asked what M. GGl l agher
does for fun.

MR. GALLAGHER replied he and his wife have a cabin in WIIow
He said he retired several years ago and has just taken on sone
projects, so he has had plenty of tinme playing at the cabin,
hunting and fishing, backcountry skiing, snownobiling, and
sitting around the bonfire.

REPRESENTATI VE HERRON observed from M. Gllagher's resune that
his know edge is above-ground construction and |abor practices
for the oil and gas industry. He noted, however, that AOGCC
does not regulate any of those aspects. He requested M.
Gal | agher to explain his skill set to what AOGCC does regul ate.

MR. GALLAGHER acknow edged his experience is nore on the
transportation side. As a representative of the local union he

represented several hundred people that worked for a drilling
conpany, so he did gain know edge about downhole things, but
that is definitely not his strong point. He said he has been

wor ki ng very hard at trying to understand and | ook at the piping
system that goes into the downhole system and he feels very
confortable. He stated that wunder the Al aska statute he
definitely qualifies. Responding further to Representative
Herron, he agreed to provide the commttee co-chairs with his
ref erences.

REPRESENTATI VE HERRON requested M. Gallagher to define wasting
of a resource as it applies to AOGCC, how it can occur, and what
the ram fications are for the state.

MR. GALLAGHER responded the waste of any hydrocarbons in the
ground will cost the state financially. One of AOGCC s m ssions
under the Alaska statute is to recover as many hydrocarbons as
possi bl e and prevent hydrocarbon waste.
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2:14:38 PM

REPRESENTATI VE SEATON, regarding the issue of oil versus gas
hydrocarbon recovery, inquired how M. G@Gallagher sees the
bal ance between oil recovery and gas recovery as far as wastage.

MR. CGALLAGHER said oil is definitely nore profitable than gas
so as nuch oil nust be gotten fromthe ground before the gas.

REPRESENTATI VE SEATON surmsed M. Gllagher would [|ook at
wastage as being economc recovery of the nore valuable
commodity and that would be the job that M. Gllagher would be
bal anci ng.

MR. GALLAGHER answered he believes that under the statute AOGCC
is not supposed to look at the economcs, but rather at
preventing hydrocarbon waste. There are advanced technol ogies
for trying to recoup different things, he said, and the gas is
very valuable for getting the oil out of the reservoir, so the
di fferent technol ogies would have to be studied to see which one
woul d be the best.

REPRESENTATI VE SEATON noted that nost of the wells in Al aska's
fields have both gas and oil. He asked how M. Gallagher, as a
conmmi ssioner, would evaluate oil and gas wastage conparatively.

MR. GALLAGHER replied he would need to think that through since
he is new to the commssion, but his understanding of the
statute is that oil is the hydrocarbon that needs to be taken
out and the gas is used to pressurize it, along with water
i nj ection. He believed it nust be ensured that as much of the

oil is taken out of the reservoir first.

2:18: 44 PM

CO- CHAIR TALERI CO noted an inportant task of AOGCC is ensuring
that the operators follow good oil field practices. Included in
AOGCC s services are inspection of drill rigs and the wells to
ensure they are conpliant with AOGCC regulations and this would
i ncl ude bl owout prevention equipnent. He inquired whether M.
Gal | agher has any experience on a drill rig.

MR. GALLAGHER responded he has not worked on a rig, but he has

represented drill rig workers in which nultiple safety issues
were dealt wth. He said he is schedul ed next week to go on a
drill rig to get famliar with it. Wthin his career, he added,
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he would take information from both sides of the issue and neke
a decision and that is what he would do with the AOGCC.

CO CHAIR TALERI CO asked whether M. Gallagher has experience
with nmetering devices related to the nonitoring, calibrating,
and quality testing that AOCGCC does.

MR. CGALLAGHER answered when he worked in the field he worked
with the Alyeska nmetering systens at the termnal. Additionally
he did repair work on neters brought in fromup north.

CO CHAIR TALERICO inquired whether M. @Gllagher is famliar
wi th fracking.

MR. GALLAGHER replied only what he has read and what he has
| earned over the last five weeks at the conmi ssion.

2:21:58 PM

REPRESENTATI VE JOSEPHSON understood M. Gallagher 1is applying
for the subsection 3 seat, which is the at-large person who has
training or experience that gives a fundanental understanding of
the oil and gas industry. He asked whether that is also M.
Gal | agher's understanding [of this seat].

MR. GALLAGHER responded yes, under the Alaska statute it is
being famliar with oil and gas industry.

REPRESENTATI VE JOSEPHSON observed from M. Gallagher's resune
that he has 38 years of experience in the oil and gas and
construction industry, including work at the Alyeska marine
termnal and the Trans-Al aska Pipeline System He inquired
whet her this is correct.

MR. CGALLAGHER answered yes, and noted that before he went to
work for the |local he spent about 14 years in the field. Then,
as a representative, he represented workers from the Valdez
marine termnal and the oil response teans all the way up to
Prudhoe Bay on the pipeline.

2:23:31 PM

CO- CHAIR TALERICO noted AOGCC is a regulatory board and its
deci sions could be considered as quasi-judicial decisions. He
asked whether M. Gllagher has any experience working on a
board or conmmssion that nakes this type of decision,
particularly a decision that m ght inpact private enterprise.
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MR. CGALLAGHER replied as a trustee on a pension plan and on a
health and welfare plan, the trustees acted in a judiciary
position. Wen a person had an appeal the trustees would |isten
to the case and would nmake decisions simlar to the process at

AOGCC. He participated in a trenmendous anmount of appeal
hearings acting in a judiciary capacity. The trustees were
charged to keep their personal opinions out of it - to |ook at

the facts and the evidence and make deci sions based on the plan
docunents. He said he would look at that as simlar to AOGCC.

2:25:27 PM

CO CHAI R TALERI CO opened public testinony on the appointnent of
M. Gallagher. There being no one wishing to testify and there
being three commttee nenbers absent, Co-Chair Talerico held
over the advancenent of M. Gllagher's nane.

2:26: 34 PM

REPRESENTATI VE TARR inquired whether M. Gllagher will have an
opportunity to again be before the commttee next week to answer
guestions fromthe other nenbers.

CO- CHAIR TALERI CO responded only if the nenbers absent today
have questions after being provided the information. Responding
to Representative A son, he confirned that M. Gallagher will be
given a couple days of notice if the commttee wants him to be
present next week.

REPRESENTATI VE TARR noted she may have sone questions for M.
Gal | agher after she reviews the information provided by M.
Seanount .

CO- CHAIR TALERI CO agreed to accompdate Representative Tarr if
she needs to ask further questions of M. Gallagher.

2:27:43 PM
ADJ OURNVENT

There being no further business before the commttee, the House
Resources Standing Commttee neeting was adjourned at 2:28 p. m
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