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WHY IS COOK INLET GAS IMPORTANT?

Natural Gas Cook Inlet Utility Gas Under Contract

» Enstar serves over 440,000 people and operates in (billion cubic feet)

over 25 communities throughout Southcentral Alaska.

 Interior Gas Utility (IGU) serves over 2,400 people.

Electricity

« Chugach Electric serves over 302,000 people
in Anchorage, Whittier, Girdwood, and Fairbanks.

 Matanuska Electric (MEA) serves the Mat-Su E%'.-;-‘:—,?:,";

Borough and Chugach and Eagle River, over

180,000 people.

« Homer Electric serves nearly 36,000 people.
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COOK INLET OVERVIEW Cac il A

Cook Inlet is a large mature oil and gas basin

« Has produced over 1.4 billion barrels of oil and 12 trillion
cubic feet of gas.

« 26 producing fields operated by 8 different companies.
« Over 200 oil and gas leases in Cook inlet

Gas production has been declining since 1990

« Peak gas production in 1990 was over 850,000 thousand
cubic feet per day.

« Current production is just over 200,000 thousand cubic feet
per day.

Cook Inlet gas provides heat and electricity to 70%
of Alaskans

Kenai National
Wildlife Refuge

December 2023

Cook Inlet Oil and Gas Units
State of Alaska [N
Department of Natural Resources .
Division of Oil and Gas N
This maj ot
(DOG).
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COOK INLET GEOLOGY
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https://dggs.alaska.gov/
https://dggs.alaska.gov/pubs/project/187
https://dggs.alaska.gov/gmc/seismic-order.html

COOK INLET PRODUCTION HISTORY
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https://www.commerce.alaska.gov/web/aogcc/Data.aspx#production

CoOOK INLET FIELDS OVERVIEW:

GAS PRODUCTION HISTORY
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Field Operator and lessees A=S G‘."IS 20z O.'I
Production Production
Kenai Loop AlIX Energy LLC 0.66.bcf
Nicolai Creek Amaroq Resources, LLC 0.1 bcf
Hansen Bluecrest Alaska Operating LLC 0.43 bcf 713 bopd
Redoubt Shoal Cook Inlet Energy, LLC. 0.04 bcf 443 bopd
West McArthur River | Cook Inlet Energy, LLC. 0.05 bcf 586 bopd
. . Furie Operating Alaska, LLC; Cornucopia Oil & Gas Company;
Kitchen Lights A. L. Be?ry; Da?my Davis; Taylor Minerallos, LLC; Corsair Oilp& éas 3.58 bei
Beaver Creek Hilcorp Alaska, LLC 2.73 bcf 382 bopd
Beluga River Hilcorp Alaska, LLC; Chugach Electric Association 12.13 bcf
Deep Creek Hilcorp Alaska, LLC 1.27 bcf
Granite Pt Hilcorp Alaska, LLC 1.09 bcf 2,232 bopd
Ivan River Hilcorp Alaska, LLC 2.14 bcf
Kenai Hilcorp Alaska, LLC 6.78 bcf
Kenai C.L.U. Hilcorp Alaska, LLC 1.97 bcf
Lewis River Hilcorp Alaska, LLC 0.22 bcf
McArthur River Hilcorp Alaska, LLC 4.85 bcf 2,589 bopd
Middle Ground Shoal | Hilcorp Alaska, LLC 0.00 bcf 0 bopd
Red 1 Well Hilcorp Alaska, LLC 0.07 bcf
Ninilchik Hilcorp Alaska, LLC 14.31 bcf
North Cook Inlet Hilcorp Alaska, LLC 12.34 bcf
Seaview Hilcorp Alaska, LLC 0.00 bcf
Swanson River Hilcorp Alaska, LLC 2.59 bcf 732 bopd
Trading Bay Hilcorp Alaska, LLC 0.4 bcf 890 bopd
North Fork Vision Operating, LLC 0.79 bcf
bcf = billion bopd = barrels
cubic feet of oil per day

Source: AOGCC through November 2023
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https://dog.dnr.alaska.gov/Information/MapsAndGis
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https://dog.dnr.alaska.gov/Information/MapsAndGis
http://aogweb.state.ak.us/DataMiner4/Forms/Production.aspx

GAS STORAGE

What is gas storage?

» Gas storage is a production and injection operation used to
mitigate fluctuating demand for natural gas that is driven by swings
In ambient temperature.

» During times of peak demand, more gas is called for (by
consumers) than is deliverable from producing reservoirs.

* By placing gas in storage during times of low demand, a greater
volume of gas is available for withdrawal during times of peak
demand.

There are four gas storage pools

* CINGSA - Established in 2011, gas storage capacity
18 bcf, operated by CINGSA (an RCA regulated utility).

« Kenai Gas Pool 6 — Established in 2006, gas storage capacity
50 bcf, operated by Hilcorp.

» Pretty Creek — Established in 2005, gas storage capacity
3 bcf, operated by Hilcorp.

« Swanson River (Federal) — Established in 2001, gas storage
capacity 3.4 bcf, operated by Hilcorp.

bcf = billion cubic feet of natural gas
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SOUTHCENTRAL GAS DEMAND:

DEMAND BY USER TYPE

Kenai LNG Plant Estimated consumption of Cook Inlet gas by end use
(Source: EIA, AOGCCQC)

» Nikiski liquified natural gas (LNG) facility is
operated by Trans-Foreland Pipeline Co. LLC —
which is a sub of Marathon Petroleum.

» Last exported LNG was 2015.

» Department of Energy (DOE) authorization for 175
exporting LNG expired in 2018.

m Interior LNG
m Fertilizer plant
Kenai LNG
m O&G field operations

« Dec. 2020 Federal Energy Regulatory 150 Residential

Commission (FERC) approved LNG imports to
this facility an annual capacity up to 1.8 billion
cubic feet (bcf) per year.

Electric power
= Commercial
m Other

125 Kenai LNG Export

Nutrien Fertilizer Plant

BCF per year
=
(@)
o

« Second largest ammonia/urea plant in U.S. -

« Shut down and mothballed in 2007, however
Nutrien maintains permits and remains 50
interested in reopening the plant.

 Gas prices relative to Lower 48 makes 25

» Potential source for blue hydrogen/blue 0
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DNR 2022 COOK INLET FORECAST

Purpose of the 2022 Cook Inlet Gas Forecast:
 Independent analysis to provide information on gas supply issues in the Cook Inlet

 Also provides production information for DOR’s revenue forecast

Methodology:
« Utilized public production data to assess Units producing gas in the Cook Inlet

« Generally accepted petroleum engineering practices used to develop projections

« Standardized set of economic limits were used for each Unit
Key Assumptions:

« Assumes 15 development wells per year until 2030, and no new wells beyond that

« Assumes gas price is flat at 70 BCF, with escalation for inflation. Does not forecast market changes
responding to supply/demand

« Does not include contribution from non-producing known prospects and does not forecast likelihood of
their development

« Forecasted volumes do not account for gas produced from gas storage

Download of Cook Inlet gas studies from the Division of Oil & Gas website.
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https://dog.dnr.alaska.gov/Information/Studies

FORECAST PROVED DEVELOPED

& PROVED UNDEVELOPED

Cook Inlet Gas
Proved Developed & Proved Undeveloped (Truncated Mean Case)
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ROLE OF DNR

« The Department of Natural Resources (DNR) manages the State's land

and mineral resources and facilitates responsible development of Alaska’s
resources

 Division of Oil and Gas (DOG) oversees the development of the State's oll

and gas leases from the exploration phase to abandonment and lease
relinquishment

 DOG has several mechanisms to facilitate the relationship between the
State and oil and gas explorers and producers:
 Lease agreements
* Unit agreements
» Plans of operation
» Plans of exploration and development (POE or POD)

2024-01-17 Cook Inlet Gas Overview
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What is a State of Alaska Oil and Gas Lease?

» Alease is a tract of land designated for oil and gas exploration

» Leases are offered at lease sales or through exploration licenses

* Primary lease terms are between five and ten years

« Commercial production "holds" the lease

What is an Oil and Gas Unit?

* Leases are combined to form a unit for the protection of all parties

» Facilitates joint development, conserve natural resources, and avoid

waste

« Unit agreement is developed between the lessees and the State

2024-01-17

Requires the development of a plan of development/exploration (POD/POE)
along with other reporting requirements

Requires the operator to act as a prudent operator while developing the
unit.
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COOK INLET RECENT LEASE SALE

RESULTS

New, competitive lease terms offered.:
 Net profit share as the bid variable
« Fixed per-acre cash bonus

* No royalty—percentage of net profits owed to the State
after recovering capital investments and operating
costs to bring production online

Six tracts received bids
« Three from Hilcorp Alaska LLC
e Three from Hex LLC

Kenai Nati
Wildlife Re

Net profit share rate bids: 5.7% — 11%

Cash bonus revenue: About $600,000

Apparent High Bidders
EmHEX L.L.C.
I Hilcorp Alaska, LLC

Acres receiving bids: About 15,000 acres

2024-01-17 Cook Inlet Gas Overview 15



OIL & GAS ROYALTY STATUTES

New leases Existing leases
No production Mature production

AS 38.05.180(1)(3) AS 38.05.180(f)(4)—(5) AS 38.05.180()(6) AS 38.05.180())
Prescriptions on Five percent royalty rate on Reduced royalty rates on oll Royalty modification
commercial terms for initial production under for some offshore fields by DNR
DNR’s oil and gas leases limited circumstances under limited conditions Commissioner
* Minimum royalty rate at « 180(f)(4) Cook Inlet « 2003 SB 185  Expanded in 1995 by
12.5% Discovery Royalty « Effective, more successful at HB 207
» Options for sliding-scale « 1996 SB 112 prolonging production than « May modify royalty for
royalty rates or net profit * Only used once predicted unproduced pools
sharing » 180(f)(5) New production » Only applies to offshore il (5%), mature pools
granted 5% royalty for 10 fields (3%), or shut-in pools
years * Doesn'’t apply to all offshore that are uneconomic
« 1998 HB 380 oil fields (3%)
* Applied to only six « High bar and lengthy
known fields at the time process
of legislation

» Four fields qualified
2024-01-17 Cook Inlet Gas Overview 16



CONCLUSIONS AND WRAP UP

« Cook Inlet gas provides heat and electricity to 70% of Alaskans

« Cook Inlet oil and gas production from its existing leases has been on decline for
several decades

« Cook Inlet still has significant resources yet to be developed

« Future gas supplies from the basin are expected to fall short of demand within
five years

 EXisting gas contracts are not expecting to meet demand in the near future
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QUESTIONS?

2024-01-17

Derek Nottingham
Division of Oil & Gas Director
Department of Natural Resources
907-269-8800
Derek.Nottingham@alaska.gov
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