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mission

The Division of Oil and Gas
manages lands
for oil, gas,and geothermal
exploration and development
in a fair and transparent manner
to maximize prudent use of resources
for the greatest benefit of all Alaskans.



introduction

The Division of Oil and Gas fulfills a challenging mission:

“The Division of Oil and Gas manages lands for oil, gas, and geothermal explora-
fion and development in a fair and transparent manner to maximize prudent use
of resources for the greatest benefit of all Alaskans.”

In practical terms, the Division is involved in every stage of oil, gas and geother-
mal exploration and development, performed by a diverse set of industry partici-
pants with international credentials.

This work takes place under the direction of Governor Parnell’s five-point strategy
to Secure Alaska’s Future. The Division of Oil and Gas employees provide the ex-
pertise to manage this world-class business with a strong sense of professionalism
and a healthy respect for the fact that nearly 0% of State revenues are received
due to their efforts.

The following pages describe these efforts in more detail, and infroduce to you
some of the accomplishments of the Division of Oil and Gas in 2011.

It is a unique and talented group of professionals who manage the development
of the State of Alaska’s oil, gas and geothermal resources. | am proud to consider
them my colleagues, and | look forward to both our challenges and our accom-
plishments in 2012.

Sincerely,

Williom C. Barron
Director
Division of Oil and Gas



The Governor’s Five-Point Strategy to

Secure Alaska’s Future

to increase the flow through the Trans-Alaska Pipeline
System to 1 million barrels per day in a decade

1. Enhancing Alaska’s global competitiveness
and investment climate

2. Ensuring that the permitting process is
structured and efficient to accelerate
resource development

3. Facilitating and incentivizing the next

phases of North Slope development

4. Unlocking Alaska’s full resource
development potential by promoting
constructive partnerships between the state
and key stakeholders

5. Promoting Alaska’s resources and positive
investment climate to world markets




strategic plan

Over the past two years, the Division
of Oil and Gas has been working on a
Strategic Plan with the goal of making
an already well-functioning division of
highly qualified professionals into an
even more efficient team.

The strategic planning effort has in-
volved employees on all levels, and of-
fered everyone the opportunity to give
their input on where the Division can
improve our internal work routines as
well as services to our customers, inside
and outside state government.

The resulting Strategic Plan is a living
document that will guide our work over
the next few years.

Over the past year, the Division has
engaged in a large-scale project of
mapping our work flow, and tying ev-
erything we do back to our mission, and
our guiding statutes and regulations.

The process mapping project has re-

sulted in improved internal communica-
fion and efficiencies already.

The continued work on refining pro-
cesses and creating “desk manuals”
for appropriate positions and tasks will
not only increase our efficiency but also
make onboarding of new employees
easier.

Contivously invoking the laws guiding
our work is also a guarantee that we do
exactly what we are asked to do, and
do not waste valuable time doing things
not within our authority.

The Strategic Plan sets up long-term
goals with objectives to be reached
within the next year.

Developing and improving the Divi-
sion’s people, processes, intfernal and
external communication, and products
are all key to making effective use of
our resources and managing our work in
the most efficient way possible.

Goals

GOAL 1 (Product): The Division will strive to produce high quality data,
analyses and interpretations, and decisions that are relevant, consistent,

defensible, and timely.

GOAL 2 (Communication): The Division will foster an environment of open
communication with all stakeholders.

GOAL 3 (People): The Division will cultivate and support a diverse workforce
of highly-skilled employees.

GOAL 4 (Process): The Division will develop a detailed map of workflow pro-
cess to help identify critical functions and optimize operation efficiencies.

GOAL 5 (Leadership): The Division will work to inspire confidence in decision
making and guidance while promoting continuous improvement and de-
veloping new leaders.



division of oil and gas

The Division of Oil and Gas is the
agency within state government that is
responsible for the leasing of state lands
for oil, gas, and geothermal exploration.

We do this by implementing innovative
new programs to encourage explora-
tion on state and private lands, and by
working with other agencies, local com-
munities, and industry to fulfill the Alaska
Constitution’s mandate to “encourage
the settlement of its land and the devel-
opment of its resources by making them
available for maximum use consistent
with the public interest.”

The Alaska Constitution also calls on
us fo utilize and develop our natural
resources “on the sustained yield prin-
ciple, subject to preferences among
beneficial uses.”

From the beginning of statehood,
Alaska has welcomed and encouraged
responsible resource development,
which is foday evidenced both in the
responsible methods our oil and gas
industry conducts its exploration and
development across the state, and in
the way the Division of Oil and Gas, a
single piece of the inter-agency net-
work, works with industry and the public

to educate and inform all parties of
what we require, so that resource devel-
opment can be performed in a predict-
able, safe, and environmentally respon-
sible context and manner.

The Division of Oil and Gas ensures the
continued in-flow of approximately 86%
of state revenues through monitoring
and auditing lease and unit agreement
operations, including oil and gas rental
and royalty payments and promotion of
new opportunities for the development
of royalty oil and gas.

The Division of Oil and Gas manages
the state’s oil and gas resources with a
current staff of 100, consisting of highly
specialized technical experts with many
years of experience in industry.

Led by the Director’s Office, the Divi-
sion works in asset teams, pulling to-
gether the experts needed from differ-
ent sections in order to manage each
different task or issue.

Among our professionals are: Petro-
leum Land Managers, Petroleum Geo-
physicists, Petroleum Geologists, Petro-
leum Engineers, Petroleum Economists,
Commercial Analysts, Attorneys, Ac-
countants, Auditors, and Biologists.

2011 was a year that brought a certain amount of change to the Division of Oil and
Gas. For the first time, the Division was handling exploration permits for the state’s first
shale oil development, after the 2010 North Slope lease sale. A record number of unit
applications put increased pressure on our unit managers as well as our resource evalu-
ation section. The charge to “fill the pipeline” led to changes in lease terms, originating
with the division’s leasing and commercial sections. With the increased workload, the
Division has also worked on optimizing available and developing new technology in
an effort to make our work more efficient and better serve our customers, internal and
external.

For overview purposes, our 2011 achievements are listed section by section. While
primary responsibility for leading any particular project usually resides within one specific
section in the division, many projects are the result of a collaborative effort between
many different sections. So, for example, while the Leasing Section’s report includes re-
sults from the five 2011 lease sales, preparation for every lease sale includes work by the
commercial section and the resource evaluation section.



resource evaluation

Providing the Geological, Geophysical,
and Engineering Data

The Resource Evaluation section’s goal
is fo achieve “regulatory and research
excellence through geological, geo-
physical, and engineering analysis”. The
experts in this section of the Division of
Oil and Gas provide objective and in-
depth interpretations of technical data
relating to oil and gas and geothermal
exploration and production through-
out Alaska, supplying the solid scientific
basis needed for the Division to make
decisions on managing state lands. The
group collects and maintains a vast
and diverse collection of both confi-
dential and public domain data. It uses
this data, within the strict confidentiality
guidelines defined by law, to enhance
both internal and public understanding
of Alaska's fossil energy and geothermal
resources.

Key regulatory functions of the Re-
source Evaluation section include ana-
lyzing industry applications regarding
Units and Participating Areas; evaluat-
ing the prospectivity of lands included in
lease sales, exploration licenses, or other
land management actions; collecting,
interpreting, and managing geotechni-
cal exploration data submitted under
the terms of state land use permits and
production tax credits; and performing
technical reviews for royalty modifica-
tion applications. When appropriate,
Resource Evaluation works with con-
sultants to build and audit static and
dynamic reservoir models to understand
the distribution of in-place and recover-
able hydrocarbons — the basis for de-
termining equitable production alloca-
tions. In addition, the section’s technical
expertise informs dozens of other steps in
the Division of Oil and Gas’ land man-
agement process. The Resource Evaluo-

10

tion section works closely with the Divi-
sion’s Units, Leasing & Permitting, and
Commercial sections, as well as with
the Department of Revenue’s Tax Divi-
sion, developing the technical findings
that factor info numerous oversight and
incentive decisions.

From a research perspective, Resource
Evaluation geoscientists and engineers
execute special projects as needed to
inform both the public and policy mak-
ers within state and federal government.
Recent examples include reports and
briefing presentations on remaining nat-
ural gas resources in the Cook Inlet re-
gion, the potential for shale oil resource
development on the North Slope, and
the impact of changing technology on
exploring and developing the ANWR
coastal plain.

Finally, geologists and geophysicists
from the Resource Evaluation section
engage in ongoing collaborative re-
search projects led by geologists from
the Energy Section of the Alaska Division
of Geological & Geophysical Surveys.
These efforts rely on a powerful synthesis
of detailed stratigraphic and structural
outcrop studies, surface geologic map-
ping, and subsurface well and geophys-
ical interpretation to generate valuable
new insights into Alaska’s resource



potential. Recent and current projects
have focused on the North Slope foot-
hills and Colville foreland basin, the
Alaska Peninsula back-arc basin, and
the Mesozoic to Cenozoic evolution

of the Cook Inlet forearc basin and
the adjoining Susitha basin. Additional
studies are planned in Alaska’s Inte-
rior, to evaluate sedimentary basins as
potential in-state sources of natural gas.
These integrated field and subsurface
studies promote exploration, and serve
as the basis for much of the section’s
outreach efforts to inform new poten-
tial explorers about the rich untapped
resources in our state.

2011 achievements

Of the section’s many duties, ana-
lyzing oil and gas resources in the
subsurface of lands managed by the
Division is its chief regulatory function.
The section’s geologists, geophysicists,
and engineers evaluated the data and
developed technical recommendations
necessary for the Division to issue deci-
sions on the dozens of Unit and Partici-
pating Area actions summarized in the
accompanying table (see 2011 Unit
Actions).

In June, 2011, the Division of Oil and

Gas issued its report titled “Cook Inlet
Natural Gas Production Cost Study”,
an interdisciplinary analysis of the com-
merciality of exploring for and tapping
known natural gas supplies in south-
central Alaska. This report was a follow-
up to the study “Preliminary Engineering
and Geological Evaluation of Remain-
ing Cook Inlet Gas Reserves” released in
December, 2009. The 2011 study culmi-
nated with economic analyses by the
Division's Commercial section, but both
studies drew heavily on the expertise of
the Resource Evaluation section’s ge-
ologists, geophysicists, and engineers.

e Collected, inventoried, and verified
completeness of technical datasets
submitted to the Division in association

with tax credit incentive applications for
58 exploration wells and 7 geophysical/
geological surveys. Provided memos of
completeness to Department of Reve-
nue Tax Division fo issue the correspond-
ing credifs.

* Addressed the Alaska Legislature in
committee hearings on three occasions
during 2011. Topics included oil and gas
reserves, undiscovered resources, North
Slope shale oil development potential,
and Cook Inlet oil and gas activity,
resource base, and commercial out-
look. In addition, the group worked with
others in the Division to provide written
responses to dozens of inquiries posed
by legislators throughout the year.

* Briefed the Commissioner of Natural
Resources on multiple occasions regard-
ing oil and gas resource potential as-
sociated with areawide lease sales and
exploration license areas.

* Provided written analyses of the oil
and gas potential for numerous tracts
across Alaska where excess State-se-
lected lands were under consideration

for relinquishment.



* Analyzed and documented the
petroleum potential of proposed explo-
rafion license areas in the Healy basin
and Crooked Creek sub-basin, and
conftributed corre sponding chapters to
the Division’s best interest findings.

* Evaluated and documented the oil
and gas potential likely to be explored
and developed along various alterna-
tive alignments of the proposed Foot-
hills West Transportation Corridor.

* Led the way with the State’s internal
and public effort to prepare for possible
shale oil development on the North
Slope. Organized and assumed lead-
ership of the State’s Shale Task Force,
an interagency group committed to
anticipating and resolving impediments
to responsible development of shale-
hosted petroleum resources.

e Led the Division’s industry outreach
effort by hosting exhibits booths at NAPE
and AAPG, technical conference pre-
sentations at Arctic 3P in Halifax, and
scheduling meetings with more than 20
companies interested in learning more
about Alaska’s oil and gas exploration
and production potential.

e Provided evaluation of resource po-
tential to the Division’s interdisciplinary
work group tasked with designing area-
wide lease sale terms, optimizing fract
sizes, bundling and work commitments
of key tracts, efc.

» Collaborations with DGGS and USGS:
outcrop-based field studies, using sub-
surface data to improve surface geo-
logic mapping and basin models both
on the North Slope and in Cook Inlet.

* Continued to evaluate potential
CO2 sequestration targets statewide.

e Provided written comments to pro-
tect the State’s interest in several pro-
posed federal land management ac-
tions, including the National Petroleum
Reserve — Alaska integrated activity
plan, the Eastern Interior Region man-
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agement plan, revisions to the Arctic
National Wildlife Refuge comprehensive
conservation plan, and other areas.

exploration licenses &
best interest findings

Research and Public Input on Possible
Exploration and Development

In April of each year, the Division wel-
comes applications for exploration
licenses for oil, gas, and geothermal
energy. After an application is received,
the Division starts a fact-finding process
to determine whether it is in the best
interest of the state to award such a
license. The result of this process, which
involves information gathered by the
Division’s own experts and information
from other agencies, municipalities,
Native corporations, non-government
organizations, and the public, is called a
Best Interest Finding. In this, the Division
evaluates the possible results of issuing
the requested exploration license and
issues a preliminary finding on whether
to award the license.

The preliminary finding is subject to a
public comment period of at least 60
days. During this period, the Division
often conducts public meetings to pro-
vide an opportunity for residents in the



proposed license area to submit their
comments orally. Comments may also
be submitted in writing. All comments
become part of the public record and
are included in the Final Best Interest
Finding. After all public comments have
been given due consideration, the Di-
rector issues his Final Finding on whether
to issue an exploration license.

Exploration licenses can be awarded for
areas of the state outside of the Divi-
sion’s five existing oil and gas develop-
ment areas. Exploration licenses that are
issued evaluate the impact of suggest-
ed exploration and provide measures

to mitigate any reasonably expected
impact on the area.

The Division offers different programs
authorizing Exploration Incentive Cred-
its (EICs) to encourage exploration on
state land.

Areas where oil and gas development
is already in existence are covered by
Areawide Best Interest Findings. These
are the Alaska Peninsula, Cook Inlef,
Beaufort Sea, the North Slope, and the
North Slope Foothills. The Division pub-
lishes a new Best Interest Finding for
each of these areas every ten years.
These Findings, and the process of writ-
ing them, are subject to the same stat-
utes and regulations as the Best Interest
Findings for exploration licenses, except

that they are subject to annual updates
and revisions in light of any new and
substantial information that might come
available.

lease sales &

lease administration

Conveying State Lands for
Exploration and Development and
Performing Landlord Functions

To provide predictable circumstances
for resource development in known re-
source areas, the Division conducts an-
nual scheduled Lease Sales for fracts of
land that are available for leasing within
the Areawide Lease Sale Areas.

The five annual Areawide Lease Sales
convey state land for exploration and
development.

After a Lease Sale, the Division initiates
the title work, legal descriptions, and
survey reviews of the tracts which have
received bids. Once all regulatory re-
quirements are met, the lease is issued.

Once alease is issued, the Division’s
Lease Administration section performs
“landlord functions” through track-
ing lease payments, handling revenue
and billing, assignments, segregation or
segmentation of leases, and expiration,
surrender, and termination of leases.

Lease Administration

During 2011, the Division issued 182
leases, and administered a total of 1427
active leases. The Division received 49
releases back through relinquishments.
A total of 36 leases expired, and 2 leases
were terminated by the Division.

Lease Administration staff also

e |ssued two exploration licenses for
$2.75 million in work commitments on
260,244 acres.

* Processing three exploration license
applications for $1.25 million in work
commitments on 139,409 acres
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* Processed assignments for $600+
million assets tfransfer from Union Ol
Company of California to Hilcorp Alas-
ka, LLC

* Issued two gas storage leases, lvan
River Gas Storage and the Cook Inlet
Natural Gas Storage Alaska lease, both
located within the Cook Inlet Areawide
sale area.

Geothermal

Geothermal leasing and prospecting
permits are handled differently. Based
on available geologic information and
indications of interest, land may be des-
ignated for a competitive lease sale or
for noncompetitive prospecting permits
for geothermal exploration and devel-
opment.

DNR has held a total of three geother-
mal lease sales, all for areas along the
southern flanks of Mount Spurr, located
about 40 miles northwest of Tyonek. The
first two sales, held in 1983 and 1986,
did not result in any development. In
2006, amid renewed interest in Alaska’s
geothermal resource potential, DNR
received requests from industry to make
Mt. Spurr available for geothermal
leasing again. On September 10, 2008,
DNR held the Mount Spurr Geothermal
Lease Sale No. 3, and received 20 bids
on all 16 available tracts, generating
$3,527,073.34 in bonus bids.

Ormat Technologies, Inc. acquired 15
geothermal leases, located approxi-
mately 75 miles west of Anchorage on
the flanks of Mt Spurr volcano, in the
2008 lease sale.

Since that time Ormat has diligently
conducted geological and geophysi-
cal reconnaissance work (summer
2009), drilled two core holes, each to
approximately 1,000 ft. (summer 2010),
and drilled one thermal gradient well to
approximately 4,000 ft. (summer 2011).
Although preliminary shallow drilling in
2010 yielded promising results, drilling
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in 2011 encountered an unexpectedly
thick succession of conglomerate, a
rock type that does not conduct heat
particularly well. The 2011 drilling effort
was unable to penetrate the base of
this conglomerate unit.

In spite of significant effort, includ-
ing about $3 million spent on explora-
tion, Ormat has not yet encountered
the minimum downhole temperature
needed for what they would consider a
viable geothermal system, capable of
supporting a 50-100 megawatt power
plant. In addition to Ormat’s $3 million,
the State has thus far contributed $2
million to exploration and appropriated
another $12.5 million for the 2012 fiscal
year. In addition, a $2 million Alaska
Energy Authority (AEA) grant has not yet
been used.

Ormat is currently analyzing the most
recent results and refining their geologic
model. Future plans have not been final-
ized, but the possibility of using a larger
rig to drill a much deeper well in 2012 is
being considered.

DNR has also received interest in geo-
thermal resource development on
Augustine Island, located in lower Cook
Inlet. DNR is currently in the process of
evaluating the area. A finding to de-
termine whether it is in the state’s best
interest to offer the area for geothermal
leasing is in progress.



Best Interest Findings

In 2011, the leasing section issued a new 10-year best interest finding for the North
Slope Foothills lease sale area. The section also incorporated supplements into
existing best interest findings to include substantial new information and lessee ad-
visories. Updated information provides potential and current lessees with valuable
knowledge and further protects the lease area. The best interest finding release
schedule was revised to publish a new 10-year best interest finding every two years:

FIVE-YEAR OIL AND GAS LEASING PROGRAM
AREAWIDE LEASE SALES PROCESS AND ESTIMATED SCHEDULE
2012 2013 2014 2015 2016
Areawide D
JFMAMJJASONDJFMAMJJASOND/JFMAMJJASOND[JFMAMJIJASOND|JFMAMI JASOND
P = e
Alaska Peninsula | N S C 2 | sl N S
Alaska Peninsula - =1 "] 1 (] I
s P E L N| s CE BLURE cE ELUNE
Cook Inlet ELRE CE AN s cHE ANEE cE PN s cHE 1| s
Cook Inlet BIF | iy B
[ 3 1 i1 ] 3 I F 1 (F |
Beaufort Sea CcE SN s cHE ELRE CHE ELIRE CE N[ s cHE dN| s
North Siope cHE FAN[ s cE ZUNE cHE FsIng s
=4 B
North Slope BIF I P E F N[ s cHE N[ s
North Slope F ] F . F [ 3 T F
s CE ALIN E CHE N[ s cE AN E cE N[ IS cHE AR E
BIF = New best interest finding
C = Call for new information (beginning of public comment)
E = Public comment period ends
F = Issue final finding Ten-Year Best Interest Finding Release
Schedule

FS = Issue supplement to the finding (if any)
| = Request information from agencies

2013 Alaska Peninsula

N = Publish notice of sale and terms 2015 North Slope
P = Issue preliminary best interest finding (beginning of public comment) 2017 Cook Inlet
S = Hold sale 2019 Beaufort Sea

e 2021 North Slope Foothills

Lease Sales

A rise in interest in areawide lease sales in 2011 increased tract sales with 35 bid-
ding groups participating with bids on 365 sale tracts. The section processed 418
valid bids totaling over $32 million in fees and payments

Sale Date Number of | Tracts Acres Sold Sum of High Status
Valid Bids | Sold Bonus Bids

Cook Inlet | June 22 110 109 575,202 $11,125,064 | Pending title/
survey review

Alaska June 22 0 0 0 O [ No Bids Received

Peninsula

North Slope | Dec. 7 0 0 0 0 | No Bids Received

Foothills

North Slope | Dec. 7 219 178 334,969 | $14,110,290.87 | Pending ftitle/
survey review

Beaufort Dec.7 89 78 281,095 $6,874,657 | Pending title/

Sea survey review

Totals: 418 365 1,191,266 $32,110,011
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permitting

Ensuring That Oil and Gas

Activities Comply with Land
Management Statutes and
Regulations, and the Terms of the Oil
and Gas Lease

When a company wants to initiate ex-
ploration or development on state land,
it must submit a Plan of Operations. The
Division is responsible for determining the
completeness of the plan and issuing
approvals with appropriate conditions
for environmental protection and safe
operations.

These practices apply to oil, gas and
geothermal activities on exploration
licenses, leases or within units, and .en-
sures the proposed activity addresses all
the mitigation measures identified in the
lease or Best Interest Finding. Routine site
inspections are conducted to monitor
compliance with approvals.

This section is also responsible for ensur-
ing that proper bonds or other securities
are in place before surface activities
are started. Lease Plans of Operations
generally require a $100,000 bond for in-
dividual lease operations, or a statewide
bond of $500,000. Additional bonding

authorizations for surface activities

120
100
M Lease Plan of Operations
B Multiple Land Use Permit
80 ® Unit Plan of Operations
B Geothermal Plans of Operations
60
40
. I ‘lI “ ||| ‘! ||| ‘Illll I I|| Il
0

2000 2001 2002 2003 2004

2005

2006 2007 2008 2009 2010 2011
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requirements may be applied in unusu-
al circumstances relative to abandon-
ment obligations.

2011 achievements

The permitting section administers
747 active case files representing 444
unique facilities. During 2011, the divi-
sion finalized one easement; issued an
amended plan of operations for geo-
thermal exploration at Mt. Spurr; issued
57 new or amended lease plans of op-
eration; issued 28 new or amended unit
plans of operation; and issued 6 miscel-
laneous land use permits for geophysi-
cal exploration activities.

units

Promoting Conservation, Preventing
Waste, and Protecting All Parties

When lessees propose to commit
leases to a unit, Unit Managers in the
Division evaluate the unit applica-
tion and negotiate the terms of the
Unit Agreement in order to promote
conservation of all natural resources;
prevent economic and physical waste;
and protect all parties of interest. Unit
managers consider environmental costs
and benefits, geological, geophysical
and engineering characteristics of the
reservoir, prior exploration activities, and
economic costs and benefits fo the
state.

Unit managers review updated unit
plans of exploration and development,
approve contraction and expansion of
Participating Areas, tract allocations,
and other unit issues. They also oversee
expansions, contractions, and termina-
tion of units.

2011 achievements

Unit actions involve not only the units
section, but are a cooperative effort
between several different sections,
including (but not always limited to)
the units, commercial, resource evalu-
ation, permitting, and leasing sections.

The total number of units applications
processed in 2011 equals the number of
applications processed between 2000
and 2010.

* Unit applications: 10 (six approved,

two denied, one withdrawn, one in
progress)

Unit expansions/contractions: 10

Unit terminations: 2 voluntary, 1 final
ized

Unit extension: 1 approved

PA Applications: 4 (2 approved, 1
denied, 1 pending)

PA Expansions/Contractions: é

PA Redeterminations: é (4 approved,
2 ongoing)

Plans of Exploration/Plans of De
velopment: 45 (All either approved
or pending)

Plans of Tract/Lease Operations:

7 (Approved, ongoing)



statewide unitization and production
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The North Slope has nine (?) units cur-
rently in production from a total of 58
processed unit applications from 1968-
2011

Since 1968,

* Average fime to production for a
North Slope Unit has been 54 months
(includes high and low outliers)

* Out of 43 formed Units on the North
Slope, 30 have been terminated (4 Units
exist without production)

* 18 Unit applications were either de-
nied or withdrawn

. commercial section

Helping Maximize Value
The Commercial Section provides
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cross-cutting support to the Division in its
entirety to fulfill the constitution’s goal of
maximizing the use of Alaska’s natural
resources by providing economic exper-
tise.

The overall mission of the Commercial
Section is fo maximize value given the
state’s ownership, regulatory, and legal
positions. Primary responsibilities of the
Commercial Section include royalty
modification, gasline support work,
Royalty-in-Kind contract negotiations,
Royalty Settlement Agreements, sup-
porting state tariff litigation and settle-
ments, and improving the competitive
environment.

The Commercial section also provides
economic analysis such as project eco-
nomics, market structure, optimization




and price and cost assessments. It also
supplies the expertise to support policy,
legislative, and regulatory decisions by
analyzing market implications of laws,
regulations, and contract provisions,
and works on negotiation strategy and
support.

2011 achievements

The Commercial Section settled two
Royalty Settlement Agreement reopen-
ers with ConocoPhillips during 2011.

Royalty Seftlement Agreement re-
openers are the result of provisions in
the three primary ANS royalty settle-
ment agreement, allowing the state
and its lessees the opportunity to
change portions of the royalty oil valu-
ation methodology, and to resolve
disputes and avoid costly and time-
consuming litigation.

The State or the affected producer
may exercise some of these reopen-
ers at any time with no limits on when,
or how many times, a reopener can
be initiated. Other reopeners may only
be exercised once every one to three
years.

When the royalty oil valuation meth-
odology is changed as the result of a
reopener, usually a limited retroactive
payment to the State or refund to the
producer may be required. The new
methodology will also be imposed pro-
spectively and affect future State roy-
alty revenues.

The Commercial section was the proj-
ect lead on the Division’s Cook Inlet
Cost Study, done in collaboration with
the Resource Evaluation Group.

The Commercial section published
draft Royalty Modification regulations,
and is currently working with the Depart-
ment of Law on changes and edits to
the proposed regulations in response to
public comments.

As previously mentioned, the Commer-
cial Section provides suggested lease

terms for the State’s oil and gas lease
sales. During 2011, the section devel-
oped innovative lease terms for both
Spring and Fall lease sales to encourage
more timely development .

royalty audit

Making Sure the State Receives Full
Value of Royalty Payments

The Division’s Audit Section is tasked
with making sure the state receives the
full value associated with royalty pay-
ments.

This section conducts audits under
a number of different authoritative
guidelines including Royalty Settle-
ment Agreements, Lease Agreements,
Statutes and the Alaska Administrative
Code. Audits examine volumes, val-
vues, and costs claimed as deductions
against a lessee’s royalty or Net Profit

Share lease filing such as, marine
operating and capital expenses, lease
operating and capital expenses, and
pipeline tariffs.

The Royalty Audit section also con-
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ducts federal audits and compliance
reviews through a contract with the
Department of Interior’s Office of Re-
sources Revenue.

These audits are conducted under
authoritative guidelines and standards
that apply to federal leases, such as
Government Auditing Standards and
the Code of Federal Regulations. This
program ensures that lessees correctly
pay the royalties due from oil and gas
production on federal leases where the
state has a revenue share.

The Division of Oil and Gas obtained
the authority to audit in 2003. Since
then, 51 audits have been issued, and
an additional $141.7 million has been
collected as a result.

The Division of Oil and Gas Audit Sec-
tion conducts audits of State royalties
and net profits and Federal royalties
received from leases within Alaska. AS
38.05.036 provides the authority to con-
duct State royalty and net profit audits.
Federal royalty audits are conducted
under a confract with the Department
of Interior’s Office of Natural Resources
Revenue. The State receives 27% - 90%
of the federal royalty payments from
federal leases within Alaska.

Royalties owing the State and the Fed-
eral governments are calculated under
a variety of leases, agreements, statutes
and regulations. Because a royalty filing

provides information at a summary level,

It is important to audit the details that
support the filing to ensure that royalties
have been correctly calculated and
reported in the royalty and net profit
payments. In conducting an audit an
Auditor may look at oil and gas valua-
tion, costs associated with the franspor-
tation of oil and gas, and exploration,
development and production costs.

There are currently seven Oil and Gas
Revenue Auditors and one Audit Man-
ager in the Division of Oil and Gas Audit
Section. In FY 2011 the Section issued

20

14 audits and collected an additional
$45.4 million in royalties and net profits.
Audit recoveries in FY 2011 represent
32% of the total royalty and net profit
audit recoveries since 2003.

Six audits were initiated or opened
in calendar year 2011, and payments
received against audit claims over the
calendar year totalled $27 million.

petroleum systems integrity
office (psio)

Coordinate oversight, identify areas of
improvement, infroduce quality
management practices

The Petroleum Systems Integrity Office
(PSIO) within the Department of Natural
Resources is charged by Administrative
Order 234 with three primary functions:

1. To coordinate: local, state and fed-
eral agencies with respect to the oil and
gas industry in the state of Alaska.

2. To identify: opportunities for improve-
ment in State of Alaska petroleum sys-
tem oversight

3. To infroduce and apply: quality
management principles and practices



to state oversight of the oil and gas
industry.

Coordination

One of the primary purposes of PSIO is
to enhance coordination and informa-
tion sharing between state and federal
agencies regarding petroleum system
integrity issues across the state. PSIO
strongly believes that better communi-
cation will directly result in a more ef-
ficient use of state resources. To bring
about this increased coordination, PSIO
has teamed with the following agencies
through a single point of contact desig-
nated as a PSIO Liaison.

State Agencies

e Alaska Oil and Gas Conservation
Commission

* Department of Environmental
Conservation

*Department of Fish and Game

* Department of Public Safety

* Department of Natural Resources
*Regulatory Commission of Alaska
*Department of Revenue

*Department of Labor and Workforce
Development

*Department of Law
* AGIA Coordinator’s office
* Governor's Washington, D.C. office

Federal agencies

* Pipeline and Hazardous Material Ad-
ministration

*Department of Homeland Security
» Office of the Federal Coordinator

During 2011, PSIO, along with our liai-
sons, have continued to coordinate ef-
forts on the following issues on an ongo-
ing and as needed basis:

* Monthly Licison Meetings
*Incident Information Sharing

e Industry employee concerns coordi-
nation

» Coordinating “one voice” response to
Industry and Public queries

Through these activities PSIO has not
only developed a closer relationship
with our licison agencies but we have
also strengthened our relationships with
Industry as we have worked with them
to understand any concerns or incidents
that occurred during the year.

Continuous improvement

The liaison agencies and PSIO coordi-
nate to identify opportunities to improve
the effectiveness of oversight and en-
forcement; to reduce oversight activities
that are duplicative or that conflict with
those of another state or federal agen-
cy; and to identify any known deficien-
cies in existing authority or jurisdiction.

2011 Activities: The comprehensive as-
sessment of state agency jurisdictions,
standards, and practices on matters
subject fo Admin order 234 is progress-
ing and PSIO is actively engaging with
other DNR agencies to identify and
address any opportunities for improve-
ment.

Quality Management Principles and
Practices

PSIO is tasked with identifying current
industry practices including the quality
conftrol, quality assurance, monitoring,
inspection, and other practices used
to ensure the integrity and reliability of
oil and natural gas facilities, equipment
and activities.

2011 Activities: PSIO has developed a
draft model for evaluating the effective-
ness of industry quality management
systems and sponsored fraining to agen-
cy and industry on how to audit quality
systems. PSIO has also been actively
involved in helping the division with
process development and optimization
efforts.
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geographic information
systems (GIS)

The GIS Section is a tech-support group
for the Division of Oil and Gas and pro-
duces digital maps, presentations and
other cartographic products.

The GIS team began 2011 with a new
hire, GIS/Analyst Programmer, joining
our team. This position is a much appre-
ciated and undervalued part of the GIS
work which we are tasked. The pro-
gramming skills give our team that extra
edge to create and maintain accurate
geospatial data. The data we main-
tain is represented on maps and other
presentation materials, created for the
Division and the Department.

Our GIS team plays a role in DOGs An-
nual Areawide Lease Sales. The lease
and unit geospatial data is presented
on maps for our Areawide Lease Sales.
These maps are used by potential bid-
ders in their bidding decisions. On lease
sale day, the sealed bids are opened
and read aloud, as a slide presenta-
fion created by our tfeam, displays the
leases.

In August, the Cartographer Class was
reclassified to GIS Analyst Class. This
reclassification aids in retention and
recruitment for the profession.

Our team created map and presenta-
tion material for the AAPG conference
and NAPE conferences. The maps,
supporting graphics, and DVDs, give
potential lessee’s, and others interested
in oil and gas development, take-home
material from these conferences.

Our year ended with another new hire,
GIS Analyst I, joining our team. This posi-
tion brings additional expertise to our
skilled team.

information technology (IT)

The past year was a busy year for the
Information Technology Team within the
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Division of Oil & Gas. Two primary activi-
ties consume the better of available
technology resources: Royalty Account-
ing, and Lease Sales.

Over the course of the last twelve
months the IT Team continued to pro-
vide support to the Royalty Accounting
section, implementing new automated
royalty validation functions, and pro-
cessing of millions of individual royalty
filing records.

Additionally, recent changes in the bi-
annual lease sale required systems that
allow frontline staff to administer and
manage sales in completely different
ways than had historically been done.

Over the next year the IT Team looks
forward to enhancing and streamlining
the permitting processes conducted
by the Division of Oil & Gas, and to find
new ways to meet both old and new
business challenges.

royalty accounting

Tracking Payments Due the
Landowner

The Royalty Accounting Section main-
tains all records for reported values and
volumes of oil and gas produced in the
state. It processes royalty reports from
lessees and unit operators, monitoring
monthly production volumes, royalty
values, and amounts paid to the state.
Royalty Accounting keeps track of roy-
alty ownership and makes sure the state
receives its proper allocation of royalty
revenue from each producing property.

Royalty Accounting is also responsible
for reconciling a plethora of different
reports, and reports monthly allocations
and distributes revenue to the General
Fund, School Fund, Permanent Fund,
and Constitutional Budget Reserve
Fund.

The “Oil and Gas Royalty” chapter
(page 23) explains our work as well as
lists our 2011 achievements.



oil and gas royalty
introduction

The state of Alaska receives a royalty of approximately 12.5 percent of the oil and gas
produced from its leases. The state may take its royalty share of production “in kind”
or “in value.” When the state takes its royalty share in kind (RIK), it assumes possession
of the oil or gas and sells it directly to a refinery or other end user. The Commissioner
of Natural Resources may sell the RIK oil or gas in a competitive auction or through a
noncompetitive sale negotiated with a single buyer. When the state takes its royalty
in value (RIV), the state’s lessees who produce the oil or gas market the state’s share
along with their own share of production. The lessees remit cash payments on a monthly
basis for the state’s RIV share. The value assigned to the State’s RIV is determined either
under a royalty settlement agreement formula or under the terms of the lease.

Over the last 30 years the state has taken about one-half of its royalty oil as RIK and
sold it to in-state refineries. Pricing terms are targeted to provide the state a value that
is higher than would have been received had the royalty been taken in value. Volumes
to be delivered are typically cast as targets within a defined range, rather than precise
specifications of barrels. Lease terms require that when the state elects to take RIK it
must provide 90-180 days’ notice (depending upon the lease) of a percentage of roy-
alty to be taken in kind, rather than a specific number of barrels to be taken in kind; the
uncertainty as to future production volumes makes a precise specification of RIK deliv-
eries impossible.

These in-state sales have provided an important supply security, thereby stimulating
Alaska’s refining industry by providing long-term supplies of oil to each of the state’s four
refineries.

Royalty-in-Kind Policy

When disposing royalty oil or gas, the commissioner is bound by AS 38.05.182 and AS
38.05.183. Further, the Legislature established the Alaska Royalty Oil and Gas Develop-
ment Board (Royalty Board) under AS 38.06 to oversee the department’s RIK program.
Regulations under Title 11, Chapters 3 and 26 govern the actual disposition of royalty
and the sale of RIK. (See http://www.legis.state.ak.us/folhome.htm for more informa-
tion).

The rules that govern the sale of RIK may be reduced to a few principles:

* Any disposition of the state’s royalty must be in the state’s best interest. The state
should sell its royalty rather than take it in value as long as the best interests of the state
are served.

* The state must receive a price for its RIK that is at least as much as it receives when
the state takes its royalty in value.

* Under certain circumstances, the state may sell its oil in a negotiated sale, but com-
petitive sales are preferred.

* Although the price of RIK must equal or exceed the price of RIV, a review of each
sale must consider economic, social, and environmental effects. In this way, benefits
may be attributed to the sale of RIK to local refineries that would not be generated by
sales to outside purchases.

* The public is a part of the process. Depending on the terms of the sale, the commis-
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sioner will publish best interest findings and solicit comments on the sale from the public.

* The Royalty Board must be notified of any disposition of RIK. For supply contracts of
more than one year, the Royalty Board must evaluate the economic, social, and envi-
ronmental effects of the sale, convene a public hearing, and recommend approval of
the sale to the Legislature.

* The Legislature approves long-term contracts by enacting legislation

* The near-universal practice of the Department is to make its sales at or near the
location of production. The RIK buyers take title upstream of necessary transportation in-
frastructure, and must arrange for fransportation themselves. In this way, tfransportation
risks are borne by the purchaser, and the state minimizes its need for staffing to adminis-
ter RIK sales.

Net Profit Share Leases

The State has approximately 20 active net profit share (NPS) leases. These leases pro-
vide, in addition to royalty revenues, a percentage of lease net profits after all develop-
ment and operating costs are recouped. As of the end of 2011, ten of the NPS leases
have reached payout status and the State is receiving a monthly payment of its share.
The net profit leases that have reached payout are in the Duck Island Unit, the Milne
Point Unit and the Colville River Unit. The graph below indicates the revenues received
from NPS leases between 2000 and 2011. Active NPS leases that have not yet reached
payout are in the Kuparuk River Unit, the Oooguruk Unit and the Nikaitchuqg Unit.

NPSL Revenues

$160,000
[ ]

Z
5 $140,000

=
& $120,000

$100,000
B Colville River Unit

$80,000
B Milne PE. Unit

550,000

$40,000 B Duck Island Unit

520,000
S0

2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011

PLEASE NOTE that the graphs on this and following (pages 24-31) contain num-
bers for December 2011 extrapolated from expected production, as firm numbers for
the last month of the year were not available at the time of this publication.
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Royalty Volumes and Values

The following graphs depict oil and gas volumes and values for calendar years 2000
through 2011. The first graph “North Slope and Cook Inlet Oil Volumes™ indicates the
decline in oil production through this time period.

Thousands

North Slope and Cook Inlet Oil Volumes
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Oil Royalty Volumes (BBLS)
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The graph titled “Oil and Gas Royalty & NPSL Revenues illustrates the revenues re-
ceived from royalty and NPS leases. The graph highlights the precipitous rise and fall in
oil prices in 2008. This graph also reflects the relative value that the State has received
for its RIK oil sales compared to RIV oil, RIV gas and NPS leases.
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Sources and Distributions of Division Revenues

The Division’s primary sources of revenues are from royalty from state lands and NPS
lease payments. Other sources are rents, bonus bids and commitment and storage
fees which are received through the leasing section. Other sources are royalties and
rentals from federal lands and interest on amounts due. The pie chart below depicts
the composition of the $2.992 billion in total revenues received by the Division during
calendar year 2011.

Sources of Division Revenue
2011

B Rents, Bonus Bids, Commitment &
Storage Fees

$15,435,866
M Net Profit Share Leases $13,084,708

$9,442,734
¥ Royalty from State Lands

$25,006,621
B Adjustments / Settlements / Audit

$137,427,428
B Federal Leases

H Interest

The Division is responsible for the correct allocation of revenues to the various state
funds in accordance with statute and regulation. Royalty and lease revenues are allo-
cated among the general, permanent, school and constitutional budget reserve funds
based on a number of factors. The graph below depicts how the 2011 calendar year
revenues of $2.992 billion were distributed.

Distribution of Division Revenue
2011

$9,442,734

B General Fund

B School Fund

@ Permanent Fund

B Constitutional Budget Reserve

14,973,697
3 Fund
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production

north slope

North Slope Annual Average Daily Oil and NGL Production (BOPD)
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LEASE NOTE:

1) The Division of Oil and Gas does not maintain production numbers or make forecasts.
The official source for production numbers is the Alaska Oil and Gas Conservation Com-
mission (http://doa.alaska.gov/ogc/index.html). The official state source for production
forecasts is the Department of Revenue (http://dor.alaska.gov/).

2) Production numbers on pages 29-31 are based on estimated production for Decem-
ber 2011, as those numbers were not yet available at the time of this publication.
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cook inlet

Cook Inlet Annual Average Daily Oil and NGL Production (BOPD)
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Cook Inlet Annual Average Daily Gross Gas Production (MMCFD)
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Please note: The graphs above show gross production and does not include storage.
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exploration wells

ALASKA EXPLORATION WELL DATA
GROUPED BY AREA
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32




100

80

60

40

20

300

250

200

150

100

50

0

development wells

Cook Inlet Development Wells 1950 - Present

. |.‘ "." | I" “”Il ||.“| I‘ll |I|" |II‘|II
1950 1955 1960 1965 1970 1975 1980 1985 1990 1995 2000 2005 2010
North Slope Development Wells 1945 - Present
. . . I I I nid I |

1945 1950 1955

1960

1965 1970 1975

1980 1985 1990

1995

2000 2005 2010



(sa1epdn W30g TT0Z “/aquaAon pajepdn ‘(pjd) se pue [10 Jo UOIsING esely Aq pajidwod

*seale buiuueld xelpoy pue ‘uibewnys ‘uiseg uooN ‘uiseg 961099 IS ‘uiseg uleABN Sapnjoul SJO 43410 o

“uo1eNWNIe 3|qeJaA0da] Ajjeajuyda) auo 3ses) Je buipnpold Jo Ajiqeqold 9z Ajuo uaalb sAejd seb 2juabolq 210Zoua) 1§ 10 J]0Z0Saly 'PISSOSSE A|[edlIauwn|oA JoU 82n0SaJ uIseq JaAly Jaddo) P

"alay paje|nge) Jou ale syNsal S66T dY3 0S ‘dUo[e ulseg S1ej4 UOXNA JO 1ewlsd

$00Z U224 20W 3Y) UBY] SS3] SeM 2]ewiIsa [810] NG ‘(suiseq angazioy @ ‘eusjen ‘oyouu] ‘jay3ag ‘eulljo ‘eueuap ‘euluunyduly ‘syel4 uoyna) J1ay1eboy suiseq sydiynw padwny Xy [e/3us) JO JUBWSSISSE G66T o

“Aejd auojspues Alenia] [euouauod ay) Aq pajeujwop Albujwiaymiano ale inq ‘sAejd unoj apnjouy sainbly syejd uoNNA o

‘sAejd passasse jo A)jiqeqold 3saybly uanib s| ealy *(Q°T paubisse Ajjed)jewwoine saldA0SIp Yym Seale) Luone|nuindde 3jqelanodal Ajjesjuyay auo Jses| Je buinpold Jo ajqeded s| eale 4o Aejd passasse eyl (T-0) pooyljax| s Ayjigeqod jeuibiey

“(suonnquisip pajebaibbe 10j sainbly sapinoid 224n0s a1aym 1daox3) S[303 04 PUB G6 104 SUB|G SUIRIUOD B]qe) ‘pauLNS 3G UBD SUOIINGILISIP JUBJ3JJIP JO SUBBW Y] Ajuo asnedag c

“(spuey Z00T [e4opad 3snf Jou “sbuipjoyur sapnjoul ureld [e3seod YMNY ““b°2) Seale JUSWSSISSe 3y UIYIIM SPUB| SABN pue SI33em 23e3S apnjoul 43y pasn sa.nby adojs Y1IoN ,

*paonpoId 8q 4943 03 AID3IjUN B.Je SBWNJOA UBBW 9S3Y]

‘SU0J3BNUINIIE DJWOL0IR-UOU “|[BWS Ul $92JN0S8. SBE pue |10 9pNjoul S9IeWIISe 8Say] 9SNeddg "92.N0SaJ 3|qesaA003l Ajjedjutda} ‘paiaAods|pun Jo Se3ewisa J1sljiqeqold a.e siaquinu [1y

:S9J0N

409 9/2'ss¢

g1SWW 0SE‘ED

A0331 423} “A0dsipun uesw JATMILVLS TV.LOL

uonnqusia Ayiqeqosd

uonnquisia Ayiqeqoad

= S6v'TH o O 8Sb’E o eyse|y uiayinos - Tv.1ol
WBWSSASSY S0 BXSely L00Z 'SWi 193ys1oed JuaLIssassy [euolen T10Z ‘W09 09°0-0¥°0 - 0Tv'6 -- -- 09 -- seb jje g IO SUIseq SO0 Ja430
WBWSSISSY SO BSElY L00Z ‘SWi 199Ys1oed JULISSISSY [euoleN TT0Z ‘WI0d 08'0 0L8'€T 0v0'y 0 0+0'e 0£9 0 seb jje § 110 S0 Bse|y Jo Jino
WBWISSASSY SO0 ISElY L00Z ‘SWW '199YS1084 JUBWISSISSY [euoneN T10Z ‘WIog 00T 08zt 029’8 00t 00S'C 0SL 0C seb jje g I0 SDO uenn3|y YuoN
0£-50Q Sa1a5 e1eq [e)bIg ‘UBLISSISSY [eUOLEN S66T (9661 ‘SOSN Z€'0 -- 88T -- €S 6 0 seb jje g I0 240YsuQ eInsujuad exse|y
890€-T10Z 4294S 024:T10Z S9SN 00'T LeL'6€  L€0'6T 96"y 65€'T 665 80T sebjjes /10 19|U] 00D UIAYLON
BWISSASSY SO0 YSElY L00Z ‘SWW '199YS1084 JUBWSSISSY [euoneN T10Z ‘WIog 00T 08t 002’1 0€ 0S8 0T0'T 09 seb jje g I0 SD0 19|UT 300D uJ4ayinos
eyse|y u1dyinos
e= I#9°s £ £ [ £X4 o e)yse|y JoLau] - TV.LOL
0£-50Q 2135 e1eq [e3biq UaWSSassY [eUOaeN S661 9661 'SOSN 200 -- - -- -- -- -- -- uiseg JaAry Jaddod
0£-50Q S2uas ejeq [e)bIg JUBLISSISSY [eUoleN S66T (966 ‘SOSN w0 - 8/T -- 1€ 19 0 seb jje § 110 uiseg ipuey
0£-504 sa1i3s ejed [eybig ‘Wawssassy [euonen S661 9661 ‘'SOSN - - - - - - - - gsuiseq a|diinuwi -- My |eus)
TZI€-$00Z 1994S 1984 :$00Z ‘SOSN 18°0 629'vT €99’ 0 765 €LT 0 seb jje B 110 Juiseq sie|4 uodnA
(sjuawissassy SHSN) eyse|y J01UI
= orr’Z0C - = 859’6 o eyse|y 21324y - TV.L0L
e 0818071 — = 0SL'€C -- (340Ys440) SO0 2132V - [E303
JUBWSS3SSY SDO eYSElY L00Z ‘SWIW {193YS10e JUBWSSassy [euoleN T10Z ‘WI0d o0 086'vT 0LL'E 0 009 0ST 0 seb jje 3 10 uiseg adoH
WBWSSISSY SO BYSElY L00Z ‘SWi 19Ys1oed JUBLISSISSY [euoleN TT0Z ‘WI0g 00T 0812, 0v9°'/2 059 ove'se 0ce's (0)87 seb jje g I0 JI9Ys Mojneag
BWISSASSY SO0 BASE]Y L00T ‘SWIW “199YS1oed JUdISSSSY [eUOREN TT0Z “‘WI0F 00'T 0€5'60C  0LL'9L oze'ot 080°0% 08¢€'sT 0ze'T seb jje 3 10 J12YS 1Y2»nyd
(S20) JI12ysS |e3UBUUOD 13INQ BYSelY D1V
e 096'86 e £s 806'ST o 3J0ysuQ 3do|S UIoN - [e10]
(s1a3eM 2)E)S U SPUB| SANNEU SAPN|DU] ‘eI JUBLISSaSSE 21NUB) HE-86 1dY 3JI4-USdO 666T ‘SOSN 758°0T T¥8'€ 0 = 06T o= seb pajei0sse-uoN g 19N
(sI078M 18]S pUP SPUE| DAIJEU SIPNIDUI ‘Ba.IE JUBWISSSSSE BINUB) HE-86 1Y BJI4-UddD (6661 ‘SOSN 00'T -- v9L'y -- GS6'ST 09€'0T vel's seb pajeioossy 3 10 Nc_m_«.._ |e35e0D YMNY
207€-0T0Z 3934S 1264 :010Z ‘S9SN == 6£8'2S -- e -- . seb pajelo0sse-uop § JON
Z0TE-0T0Z 193YS 1284 :010Z ‘S9SN 00T - -- - -- 968 - seb pajeiossy g 10 BXSe|Y 9AI9S3Y [0433d |.3eN
Z8T1-500Z 3dY 3]14-udO :500Z ‘S9SN £L8'v 81€'ce 6£6'ST = 8/t o= seb paje/o0sse-uo 8 1ON
281 T-5002 3dY 8]14-uadD :500Z ‘S9SN 00'T 260’9 86Ty 1892 58S ¥86'€ 5952 seb pajeossy B JI0 2do|S Y}OoN [el3uaD
Ssod uesp S64 Ssod ueap S64 /S4931e W 3€)S B dJ0YsuQ 2do|s Y}loN

EETEYEIEN

w>a 1qeqo.d
Jeuibaep

(3934 21gNd U

409 ‘seo

q)

(S|241eq YUR) 203S UOI||ILL)

g1SWK ‘I'0

jJudwbas jJuswssassy pue uoibay

,SeD) pue [I0 |RUOIIUIAUOY) ‘SDIN0SIY 3| LIN0DY A|jedIuyd3] ‘paIdA0ISIpUN JO SYUBWISSISSY JO A1eWWING SPIMIIR)S BYSe|y



Cook Inlet Oil and Gas Activity 2011

State of Alaska, Department of Natural Resources, Division of Oil and Gas, December 2011

S EIOaG MJY.&/
Wlllow
Cook Inlet Energy, LLC
Extended Susitna Exploration License No. 2

through 10/2013 and applied for new
Susitna Exploration License No. 4 to north.

Hilcorp
In the process of finalizing the acquisition of Chevron’s .Houston
Cook Inlet assets. The transaction includes Chevron
and Unocal's interest in Cook Inlet fields, 2 gas storage Wasilla
Apa;he facilities, and 2 pipelines. o
Submitted nearly $9 million out of Susitia =
$11 million in apparent high bids in o aabake
June 2011 Cook Inlet Areawide lease N
sale, securing 95 additional leases. ConocoPhillips Linc Energy (Alaska), Inc.
Beluga River Unit: Spent $60 million for ~ LEANo.1 well: P&Ad on 4/28/2})11. Wellwasa e
installation of additional compression modules. straight hole drilled to a depth of 6,323". Tested 3 gas-bearing . n

coal seam zones and concluded the well was non-commercial. g LEA1
Well encountered a significant coal seam that may be suitable
CIRI for underground coal gasification.
Drilled 13 shallow boreholes (depths ranging from 700 to 2,600 feet)
to confirm a significant commercial coal resource that is favorable

for underground coal gasification development. LeWiS River Chevron
Plan to shoot a high-resolution shallow seismic survey over the area. | Ivan River Gas Storage:
va AOGCC approved gas injection up to 20
URPERGHAKA CIRI CC-06C to Pretty |ver Stump Lake million cubic feet per day into the depleted
CC-6C12 * Creek / 44 STUMP Beluga 71-3 sand (at depths of 6,829’
Aurora ® BRU %4 LAKE UNIT 41-33RD to 6,856' md) in the IRU 44-36 well.
AOGCC approved gas 212-24 “IRU
2 5 storage injection at the - 11-06
KID CANYON TGH 37-09 Nicolai Creek 2 well. lel\t‘gf BRU Anchorage
Ormat Technologies Lone Creek GIE /,/ NW Cook Inlet AIDEA/Buccaneer
Mount Spurr Geothermal Completed a deal for a 2nd jack-up rig for
Exploration Program: Moquawk|e SREEY Cook Inlet — the Adriatic XI jack-up rig.
Continuing with resource North Cook Inlet Plan to upgrade and transport the rig to Alaska
appraisal. 4,000 foot well drilled MOQUAWKIE 5 Tyonek CIU A-14, -15, & -16 in time to commence drilling m_May 2012 at
summer 2011 TD'd in conglomer- Southern Cross Unit.

NICOLAI CREE
10

ate; formation temperature was KALOA 3
Escopeta
not hot enough for a viable 11 %\l Z f/’,
el icolai Creek # Kitchen Lights KLU 1 well suspended after
i

South Granite Point V encountering gas shows above 8805'.

Well data confidential, evaluation incomplete.
NordAq Energy
Applied for a permit to Southern Cross ’/-S,.

build a gravel road to North Trading Bay
their Tiger Eye prospect.

Nordaq Energy
Permitting second well plus road and development

Hope
.

b facilities on Shadura prospect based on encouraging
TTarge':s '";':de 'Ihek Trading Ba¥ BH gas shows from initial exploration well.
‘yonek and Hemlocl £ vk a5 %
formations. S / # Birch Hill
West McArthur River «4 / SHADURA1 % SUNRISE 2
% 7 4 7z o
]

| /s uth /Swanson River
L, /|
Cook Inlet Energy, LLC 5 “ Middle Ground Beaver ‘/g"
Continuing with redevelopment Shoal Creek
of West McArthur River and 7 j .
77

| L/ Nikiski Buccaneer
Redout units. . —— BC & 19 Completed and tested the Kenai Loop No. 1 well. Tested 2 zones at a
rate of 10 mmcfpd. Estimate 31.5 BCF of proven reserves.
Redoubt Salamatof Signed supply contract with Enstar to provide 5 mmcfpd starting in 2012.
edaou Kenai Loop 1 Deliniation well Kenai Loop No.3 bottom hole location 1700’ to south
FoT ; .
Kenai Loop 3 encountered sands depleted by Cannery Loop Unit Production.
ConocoPhillips Cannery / #Sterllng
Acquired 100% interest  LOOP / / Cooper
in Kenai LNG plant. / S2idotng Landing
Last shipment / L x
No(:e;lzzi(:ﬂ .anF;an KBU 42-6X, KU 22-6X CINGSA (Enstar)
preserve facilly for Kenai BU 11-17X DNR issued a gas storage lease (7/1/2011)

future use. for Sterling C sands in the Cannery Loop field.

Kasilof .Kasilof
u

f’\H

Conducting year-round 3-D seismic operations
in large areas using nodal technology for offshore,
transition zone, and onshore acquisition.

Ninilchik ¢
[ DNR: Cook Inlet Areawide Sale scheduled for May 2012.
TON 3 ] Interior Dept.: Cook Inlet OCS planning area tentatively
AXTON 4 scheduled for lease in 2013.
Ninilchik
L]
® Wells Drilled 2011
) Wells Drilled 2010
Pioneer @ Wells Drilled 2009
Retained 2 leases (held by certified
wells) in former Cosmopolitan Unit. Hilcorp [ ] Wells Drilled 2008
4 i Unit: Pipeline ion
é HANSEN 1A-L1 decision due January 2012. © Gas Storage Wells 7
Apache z Nikolaevsk E:] Geothermal Leases
Purchased 3 tracts formerly in the 7, .
Cosmopolitan Unit in June 2011 Anﬁ‘ﬁg“'ss LNy ///A Units
Cook Inlet Areawide lease sale. Point [ id NFU14-25 Alaska Seaward Boundary =

® NFU 32-35 North Fork Anchor Point Energy (Armstrong & WIO’s) —
Recompleted 1 well and drilled and completed 2
Enstar wells. Constructed a 7.4 mile gas pipeline between
Built a 20-mile gas pipeline North Fork & Anchor Point. First gas 3/31/2011.
connecting Anchor Point to south end
of existing KKPL pipeline.

B 2o

Home,

- Kachemak

e 2# " Map Location

0 5 10 Miles -
/ \?




State of Alaska

Department of Natural Resources| ot . . -

Division of Oil & Gas b\ : Ak (= -

_ o Ly R A L= * ‘f*kmssmsls'#“ . el .swmpuhunlt

@© @ k Dmﬂ @:@ w[\mu@ m;;-g;;:ym, mia — monOnICnmpanofCallfomla 100% | | Union Oil Company of California 1oo%|

Union Oil Company of California 100%

= | Aurora Gas, LLC 70%) Beluga River Unit
rw I ¢ Cook Inlet Energy, LLC  30%| ConocoPhillips Alaska, Inc. X
1 [f Hm@ Em @ @S / Municipality of Anchorage
S Lone Creek Unit (CR) - Union Oil Company of California 16.66%
:
North Cook Inlet Unit
[ConocoPhillips Co.

'Mogquawkie Unit (CIRI) i | - 8 it [ConocoPhilli
Aurora Gas, LLC

Nicolai Creek Unit gls;:h:'t‘auogllhct;)l:.:.'{':‘
Aurora Gas, LLC 100% & - : b

- i
] Proposed Nicolai Creek Gas Storage Lease.
outh Granita Point Un Aurora Gas, LLC_100% "
ExxonMobil Alaska Production, Inc.  75%

Union Oil Company of California___ 25%

North Trading Bay Unit
Marathon Alaska Production, LLC

Pt o
North Middle Ground Shoal Lease
Union Oil Company of California Union Oil Company of California  75.81%
rading Bay Lease : Bccaneer Alaska, LLC — 24.19% o >
Union Oil Company of California  51.60%| T : : - w
PEAO 48.40% ; v __[Birch HillUnit -
Trading Bay Unit 1 Unlon Oil Company of California 10 J £
Union Oil Company of California ~ 58.01%| T ) i 3 £
PEAO 30.02%)| / = - = o
a 4 . Y - Swanson River Unit
Mamman Alaska Production, LLC  11.97%] = Union Oil Company of California

a1 r L 3 -
[West Foreland Lease (Federal)| £ . § ™ " o Swanson/Kenai Gas Storage 1 Lease
Cook Inlet Energy, LLC  80% Middle Ground Shoal Leases. Union Oil Company of California 100%
-

| ConocoPhillips Co. 20% _ XTO 100% =
- - Swanson/Kenai Gas Storage 3 Lease
iforni: 0

- | I o e r
| West McArthur River Unit - Z__south Middle Ground Shoal Unit | Union Oil Company of Califor
Cook Inlet Energy, LLC  100% : h Union Oil Company of California 100%| —‘ ‘
' g | 7 -~ 2 A e
Wolf Lake Field (shut-in)

Kustatan Lease

Cook Inlet Energy, LLC  100% Marathon Alaska Production, LLC _ 100%|
L. v

| \ ’ & /
= 1l ¥ ¥ ~ |BeaverCreek Unit y 4
Redoubt Unit ' e 11 arathon Alaska Production, LLC 100 4

Cook Inlet Energy, LLC  100% ; 7 - 2

i West Fork Field Lease (shut-in) (Federal/Native)
Cannery Loop Unit LS v Marathon Alaska Production, LLC 100%
Marathon Alaska Production, LG 100% : A : . £
* Except TSN,R11W,5.M. below 13,500 feet, ) } Sterling Unit —

Sec.4, Lot7 and Sec. 9 Lots 4.6 WIO is P Marathon Alaska Production, LLC  99%
Marathon 43.75% and ConocoPhillips 56.25%| ¥, ] 2z - Renaissance Resources (Alaska), LLC _ <1%

Proposed Cannery Loop b= -
Gas Storage el a4

Pool 6 ls Slorng Lease

Marathon Alaska Production, LLC  100%
Kenai Unit

Marathon Alaska Production, LLC 100%

CookliInlet

Kasilof Unit i -
Marathon Alaska Production, LLC  100%

ik Unit
Marathon Alaska Production, LLC
Union Oil Company of |

iny of Californi

Deep Creek Unit
Union Oil Company of California_100%

Nikolaevsk Unit
Union Oil Company of California  100%)|

2 r ¥ [_] State Unit 7% Non-Producing

Cosmopolitan Unit g - ] State/Native Unit ®% Gas Storage Lease

Pioneer Natural Resources Alaska, Inc. . ’ . o Native Unit A~ Pipeline N
| Federal Unit + Oil Platforms

g Federal/State Unit “\.» Alaska Seaward Boundary

(Outer Continental Shelf Boundary)

North Fork Unit

Dale Resources Alaska 35.00%
GMT Exploration Company ~ 30.00%| da
Armstrong Cook Inlet Inc. ~ 20.00% d g . ) e e
NERD Gas Company, LLC 7.50%) ’ A e U o S i et
Jonah Gas Company, LLC 7.50%

10 Miles
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