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Overvi ew. Nenana Basin Gas and Q| Project

BOB  MASQN, Vice President, Expl orati on, Andex Resources
Cor por ati on

SEAN PARNELL, Deputy Drector, Dvision of Gl and Gas,
Department of Natural Resources (DNR)

BOB SWENSQON, Petroleum GCeologist, D vision of Geological and
Geophysi cal Surveys, Departnent of Natural Resources (DNR)

M TCH USI BELLI, Manager, Usibelli Energy

TOM DODDS, President and CEOQ, Andex Resources Corporation

JI' M MERY, Doyon Cor poration

TONY |1 ZZO, President, Enstar Natural Gas Conpany

JOHN LAU, Director, Transm ssion Operations, Enstar Natural Gas
Conpany

DAN BRI TTON, President, Fairbanks Natural Gas

JOE BEEDLE, Vice President, Finance, University of Al aska

ACTI ON NARRATI VE

CHAI R THOVAS WAGONER and CO- CHAIR JAY RAMRAS called the joint
neeting of the Senate Resources and the House Resources Standing
Commttees and the House Special Committee on Ol and Gas to

order at 2:37:08 PM Present were Representatives Ranras, d son,
Gatto, Elkins, Crawford, and Senators Elton and Wagoner.

OVERVI EW NENANA BASIN GAS AND O L PRQJECT

BOB MASON, Vice President, Exploration, Andex Resources, said a
tremendous opportunity exists because there is so nuch gas in
the Nenana Basin. Usibelli Energy, Doyon Corporation and Arctic
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Sl ope Regi onal Corporation are partnering wth Andex for
devel opment of approximately 10 tcf. Gas could be provided to
the Anchorage area and ultimately, when the new gas pipeline
comes down fromthe North Slope, along the TAPS, to Fairbanks.

He highlighted the simlarities between the rock formations in
t he Nenana Basin and the Cook Inlet where folds of rock about 20
m | es below the surface allowed gas hydrocarbons to be fornmed in
the Tertiary period. The strong potential for gas conbined wth
a nearby natural gas market makes devel opnent of this site very
attractive.

High quality data was gathered by ARCO and Shell, which Andex
conbined with all the other information that has been gathered
by the state, the USGS and various academc institutions. It

created a trenendous “data set” indicating that the Nenana Basin
has significant potential. If this information had existed in
any basin in the Lower 48, industry wuld have drilled

eval uation wells years ago. Because of where the Nenana Basin is
| ocated, industry recognized it as a gas prone basin; but it
just wasn’'t economc to produce it in the early 80s. Now it’'s a
different story.

MR. MASON said that Andex was issued an exploration license in
Oct ober of 2002 for 480,000 acres. It has four years remaining
on the primary term and it has the option to convert that
acreage to |leases with another seven-year term This provides
Andex with the tinme it needs to evaluate and devel op the Nenana
Basin and they have committed to spending $2.5 million on new
exploration work there. If it is successful, Andex would go to

its partners, Usibelli Energy, Doyon Corporation and the Arctic
Sl ope Regional Corporation (ASRC), and attenpt to get them to
agree to an exploration drilling program to begin by 2006. If

successful then, they could be in the devel opnent phase in |ate
2006 or early 2007. First gas sales could be in Fairbanks by
| at e 2008.

He enphasi zed how geographically strategic the Nenana Basin is
and how absolutely critical that was to Andex’s decision to go
forward with an exploration program |If the reserve base is
| arge enough, a pipeline could be built along the Al aska
Rai | road Ri ght of Way into Anchorage.

3:03

SEAN PARNELL, Deputy Drector, Dyvision of GI| and Gas,
Departnent of Natural Resources (DNR), introduced BOB SWENSON,
Petrol eum Geol ogist, Division of Geological and GCeophysical
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Surveys, who covered the state’'s oil and gas activities in the
Nenana Basin. He said that of all the basins, the Nenana Basin
clearly has the mpjority of the subsurface information, which is
critical for an exploration program The state's exploration
| i cense program provides exploration conpanies with an incentive
to go into areas that have not been explored or have had very
little exploration. Test wells that have been drilled have been
on the outside of the formati on and he cautioned that one of the
critical risks of drilling in the formation is the possibility
that the gas hydrates wll become trapped and, therefore,
i naccessi bl e.

3:10

M TCH USIBELLI, Manager, Usibelli Energy, said he is very
ent husi astic about the project and the potential to diversify
hi s conpany’s energy resource base.

TOM DODDS, President and CEO, Andex Resources Corporation,
explained that the conpany is privately owed and the owners
have been in the oil business since the 1950s. They feel the

Nenana Basin has great potential for gas and oil, but it is a
hi gh-ri sk area and operating in Al aska is expensive. They have a
two and half nonth a year drilling season and have barely
finished seismc operations this year. Andex will start working

with the various state departnments on permtting wells wthin
the next 30 to 40 days.

3:16

JIM MERY, Doyon Corporation, said that Doyon worked to get the
pr oj ect kick-started and helped Andex put t oget her an
exploration |license on the adjacent state |ands. Doyon’s board
| i ked the project so much that it decided to invest hard cash in
it.

3:18

TONY |1ZZ0O President, Enstar natural Gas Conpany and JOHN LAU
its director of Transm ssion Operations, said Enstar serves
nearly half the state’s population and owns and operates 3,000
mles of natural gas pipeline. It is the largest distribution
conpany and largest utility in the state.

The transmi ssion pipeline arm of Enstar is called the Al aska
Pi pel i ne Conpany (APC) and it has constructed and operated over
450 mles of high-pressure transm ssion pipeline and 2,600 mles
of distribution lines. This represents 75 percent of al

transm ssion pipeline in the state right now for natural gas and
100 percent of the distribution lines. O great concern to them
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assum ng nothing new is discovered, is that the Cook Inlet gas
supply and dermand graphed lines intersect in 2012.

3: 25

MR, 1ZZO said that all hone heating and power generation gas
requi renents are net until 2008. |If custoners, for sone reason

had to flip to using fuel oil, the next cheapest source of fue

today, that would represent a $300 nmillion per year increase in
the cost of their energy. This estimate does not include the
cost to convert to that fuel - about $5,000 to $10,000 for an
average hone. Enstar already has to scranble to provide power on
hi gh-use days and its strategy is to contract for additional
supply. Changing from an excess supply market to a supply and
demand market has changed the way that supply is negotiated.
Departnent of Energy (DCE) surveys indicate that sixty-five
percent of custoners favored a spur line from the north rather
than | ocal natural gas devel opnent.

3:31
The estinmated cost for devel oping onshore gas is $5 billion to
$6 billion with the costs being recovered through the rate-

payer. That much noney could al so advance a pipeline pretty far
north where proven reserves of natural gas are 35 tcf and would
serve the area’s total needs for a few hundred years.

3: 36

JOHN LAU, Director of Engineering Transm ssion Operations for
Enstar, talked about what it takes to build a nediumsized
pi peline. Eighteen percent of the 63 bcf Enstar produces is used
internally and of the remaining, 90 percent is used for
residential use and 10 percent for conmercial.

3:35
MR. LAU said a conceptual study of a spur line from Fairbanks to
Cook Inlet will take 18 nonths and wll include everything from

right-of-way | eases and permtting to construction contracts and
ordering equipnment. Building the pipeline is estimted to take
two years. Towards the end of the construction process the RCA
would review and determne tariff issues. The year 2009 is not
an unrealistic date to |look at for needing nore supply and the
time to start doing the study work is right now.

Enstar is in the conceptual study process right now It is
partnering wth the Departnent of Energy, M_&P, Chugach
Electric, ANGDA and the other state agencies to determ ne what
type of lease they would get for the right-of-way. It is also
si zing the pipeline and | ooking at storage options.
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3:43
MR. 1ZZO concluded adding that they figure the pipe will be 24
inches with conpression potential for future growh.

3:45

SENATOR SEEKINS asked why anyone would do any further
exploration in Cook Inlet if it is so expensive and how woul d
Enstar make up the gas deficit in the neantine.

MR 1ZZO replied that he basically feels Enstar’s mssion is to
bring the |owest-cost dependable energy to the consuner as
possi ble. If Nenana Basin gas is devel oped, their plan would not

be to fill wup their requirenents 100 percent with it since
potenti al nat ur al di saster and federal regul ation makes
pot enti al energencies too costly. Enstar’s contracts are

continuously layered for reliable service without relying too
heavily on just one source. It’'s possible that they mght fill
requirenents long enough that ot her conpanies m ght be
di scouraged fromgoing forward wth any new activity.

CO-CHAIR RAVMRAS asked what it would cost to build 50 mles of
transm ssion lines to Fairbanks.

MR. LAU indicated that a 12-inch line could be built for around
$700, 000 to $800,000 per mle and a 24-inch pipe, which would be
nore suitable for future growh, was estimated to cost around
$1.5 mllion per mle, plus or mnus 20 percent, two years ago.

CO- CHAI R RAMRAS asked what kind of denmand from Fairbanks woul d
be needed to justify building a transm ssion |ine from Nenana to
Fai r banks.

MR. LAU replied that the full potential for Fairbanks would be
27 bcf per year - 9 bcf would be residential and commercial and
the other 18 bcf per year would be if power generation,
including mlitary generation, were on natural gas. The
Fai rbanks market is as big as Enstar’s nmarket is right now in
Sout hcentral .

3: 58

DAN BRI TTON, President, Fairbanks Natural Gas and Northern
Eclipse LLC, said they have a liquid natural gas facility in Pt
Mackenzie that |liquefies Cook Inlet gas and trucks it to
Fai rbanks for the heating market. They deliver about .6 bcf per
year to a little over 700 Fairbanks custoners and see strong
mar ket grow h. The challenge has been to conpete with fuel oi
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markets in Fairbanks and their custoners wll save noney when
converting to gas. Reheating and transportation costs that they
now have would go away when a pipeline is built and gas is
cl eaner and very versatile to use conpared to fuel oil. He
projected 85 percent of their custonmers would convert from fue
oil to gas in the Fairbanks area.

REPRESENTATI VE RAMRAS asked what conmes first, production or
infrastructure.

MR. 1ZZO responded that Enstar would have a two-year build out
in t he Fai r banks regi on starting W th t he skel et on
infrastructure and going from there. The transporter would
contract with the supplier/devel oper and the seller.

CO CHAI R RAMRAS asked if a $50 million pipe were built fromthe
Nenana Basin to Fairbanks before transm ssion |lines were built
to residential and commercial users, how nmuch gas would have to
go through for tariff to be bearable.

MR 1ZZO replied that once the study was nmature, they would know
what the expected rate of return would be and what tariff would
be acceptable. It would not be difficult to sol ve.

CO CHAI R RAMRAS asked how nmany niles of pipe wuld go to Cook
I nlet.

MR. LAU replied that a 24-inch pipe would be a little nore than
300 mles long and operate at 1,400 psi.

MR. BRITTON expanded that in Fairbanks for every mle of
distribution, coinciding LNG infrastructure has to be built.
Fai rbanks Natural Gas is spending nore on LNG infrastructure
than on distribution, but t hat wi | change when the
infrastructure is finished. If it had nore supply, its market
woul d i ncrease significantly.

CO CHAI R RAMRAS asked what cones first — the production or the
i nfrastructure.

MR. BRITTON replied that Fairbanks Natural Gas would continue to
expand its system with an LNG supply as well as expanding its
existing distribution backbone in Fairbanks, but they are ready
for gas supply at any tine.

CO CHAIR RAMRAS asked the producers what the relationship is
between the producer and the people who build the pipe. He
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specifically asked if it was a friendly relationship or
adversari al .

MR 1ZZO replied that Enstar’s process is that once sonething
has been identified to sell, they enter into an agreenment on
supply, which varies depending on the anobunt of gas being
negotiated. A recently approved contract to serve Honer, for
i nstance, says that the producer nust produce a certain anount
and his conpany is required to build a line to Homer.

CO CHAI R RAMRAS asked what the Legislature can do to facilitate
t he process.

MR 1ZZO replied that the permt process could be accel erated.
Ri ght now their estimates are optimstic.

4:15

MR. MASON added that Andex is still in the high-risk exploration
phase and part of their problemis the short tinme frame of two
and half nonths in which they actually operate in the Nenana
Basin. The nost inportant thing would be to be able to extend
the current tax-incentive programinto the exploration phase.

MR. DODDS added beyond that, a quick response tine on permts is
very inmportant in order to have the tinme to get drilling rigs
and ot her exploration equipnment where they need to be when they
need to be there. Qtherwise they have to wait one additional
year before drilling any wells. The cost of their drilling has
increased 50 percent in the last year in the southern part of
the United States. He said the state could also allow for
drilling other than in January, February and the first part of
Mar ch, depending on where a | ease is |ocated.

SENATOR WAGONER directed his coment to M. Parnell saying that
he assuned no one in the departnent would be taking extended
vacati ons.

MR. PARNELL responded that the departnent hasn’'t experienced
those difficulties, but he is willing to work with any conpany
that is.

JOE BEEDLE, Vice President, Finance, University of Alaska, said
that it benefits from education and research associated wth
activities in the Nenana Basin. In addition, the wuniversity
consunes several mllion dollars worth of energy resources each
year and the potential of Nenana gas is exciting. Secondly, as
the university is a land grant university, he is awaiting the
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out cone of HB 130, which transfers 250,000 acres to it. The nost
exciting single parcel is the 90,000 acres in the Nenana Basin,
which represents approximately 20 percent of the |I|icensed
acreage area. The wuniversity would own the subsurface and
surface estate and be entitled to the 12.5 percent royalty
associated wth the acres under |icense.

CO CHAIR RAMRAS thanked everyone for their presentations and
adj ourned the neeting at 4:25 p. m
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