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KEVI N BANKS, Director

Central Ofice

Division of Gl & Gas

Depart ment of Natural Resources (DNR)

Anchor age, Al aska

PGSI TI ON STATEMENT: Presented an overvi ew of Cook Inlet natural
gas.

JULI E HOULE, Resource Eval uation Section Chief
Central Ofice

Division of Gl & Gas
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Anchor age, Al aska
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PCSI TI ON STATEMENT: Participated in the PowerPoint presentation
on Cook Inlet natural gas.

BRADLEY EVANS, CEO

Chugach El ectric Association

Anchor age, Al aska

POSI TI ON STATEMENT:  Testified during the hearing on Cook Inlet
nat ural gas.

JAMES POSEY, Ceneral WManager

Anchor age Muni ci pal Light and Power

Anchor age, Al aska

POSI TI ON STATEMENT:  Testified during the hearing on Cook Inlet
nat ural gas.

ACTI ON NARRATI VE

CO- CHAIR CHARI SSE M LLETT called the House Special Committee on
Energy neeting to order at 3:06 p.m Represent ati ves Petersen,
Tuck, Edgnon, and MIlett were present at the call to order.
Representatives Ranras and Dahlstrom arrived as the neeting was
i n progress.

OVERVI EWS): COOK | NLET NATURAL GAS

3: 06: 56 PM

CO- CHAIR M LLETT announced that the first order of Dbusiness
would be an overview of Cook Inlet nat ur al gas Wwth
presentations by Kevin Banks, Director, Alaska Division of Ol &
Gas, Departnent of Natural Resources; Jim Posey, General
Manager, Anchorage Municipal Light & Power; and Brad Evans, CEO
Chugach El ectric Associ ati on.

3:07:26 PM

KEVIN BANKS, Director, Central Ofice, Dvision of Gl & Gas,
Department of Natural Resources (DNR), described the scope of
t he Power Poi nt presentation that foll owed.

3:08: 55 PM

M5. HOULE, Resource Evaluation Section Chief, Central Ofice,

Division of Gl & Gas, Departnment of Natural Resources, inforned
the commttee she would present the geology of Cook Inlet from
an exploration geologist's point of view for future gas
potenti al . She stated there is nore gas to be found in Cook
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Inlet's existing gas fields and in new exploration play types
Most of the developed fields are in the major structures that
were found during the '60s by using 2-D seismc; however, new

exploration will wutilize stratigraphic plays and 3-D seismc.
Ms. Houle said she would address hurdles to future devel opnent
such as | and access, data gathering, and drilling costs.

3:10: 57 PM

M5. HOULE displayed slide 42 "Cook Inlet Gas Exploration
Statistics" that indicated 85 percent of the gas discovered in

Cook Inlet was discovered while drilling for oil early in the
exploration cycle. She explained the gas "sits on top of the
oil," thus the gas was encountered on route to drilling for oi

prospects on large structures. However, present day 3-D seisnic
[technol ogy] is expected to reveal undeveloped resources from
stratigraphic trap potential. She said the major gas field
producers are the biggest fields; in fact, four of the |argest
fields in Cook Inlet hold 86 percent of the gas reserves. MVs.
Houl e then displayed slide 17 "Cook Inlet Industry Activity" and
said the first of the five largest producing fields is the

Beluga River Unit, with an annual production of 43 billion cubic
feet (bcf). The highest producing wells in the Beluga R ver
were drilled prior to 2005; however, ConocoPhillips Alaska, Inc.
drilled two new wells that are not online at this tine. The

second largest field is the North Cook Inlet Unit, with a 2008
annual production of about 23 bcf; again, nost of the producing
wells were drilled prior to 2005 and three new wells are not
yet online. The Trading Bay Unit produced 23 bcf, also from
wells drilled prior to 2005. Additionally, the N nilchik Unit
produced 19 bcf last year, and 46 percent of its wells were
drilled between 2005 and 2008. Ms. Houle pointed out that the
area of the Nnnilchik Unit is an anticline with a surface
structure. Marat hon O Corporation and Chevron/Unocal have
"gone through” this area, conbined with the neighboring fields
of the Gassim Gskol koff (GO /Susan Dionne/ Paxton Participating

Area, and the new drilling by Marathon and Chevron/Unocal is
adding to the reserves. This well-by-well, additional drilling
within an existing field does a good job of increnentally adding
to the reserves. For clarification, she explained the

departnment uses the following Alaska G| and Gas Conservation
Comm ssion (AOGCC) regulatory definition of an exploratory well:

An exploratory well nmans a well drilled to discover or
delineate a pool. M. Houl e remarked:

When you drill one well, say in the '60s and you had a

di scovery of gas or oil, then, but nobody did anything
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because it wasn't economc, |ater when another conpany

came in and they drilled another well, to delineate
it, to see how big it was, because the sands are
di sconti nuous. ... Then maybe it was commercially

brought online, but it you look at sone of these
di scovery dates, they're way earlier then the field
came online, and [the Cosnopolitan Unit] is an exanple
of that.

M5. HOULE, returning to the producing gas fields in Cook Inlet,
said the fifth largest producing area is the Kenai Unit |ocated
on federal | and. Forty-six percent of its producing wells were
drilled between 2005 and 2008, and its annual production is
about 19 bcf.

3:16: 34 PM

M5. HOULE presented slide 4 that showed the volcanic activity on
the Kenai Peninsula and the Aleutian Chain islands known as the

"ring of fire." Cook Inlet is unique in that active volcanism
and sandstone formed from vol canic rocks are not usually a good
reservoir for gas and oil. Slide 5 "Upper Cook Inlet Basin,
Basi n/ Reservoir Oigins" indicated that Cook Inlet Basin is

| ocated in an active subduction zone. The subduction zone is a
slab of mneral-laden earth that slides down under the lighter
continental crust. Slide 6 showed the volcanic area next to
Cook Inlet Basin and the Forearc Basin, where sedinents are
deposi t ed. The primary depositional fabrics in Cook Inlet are
fluvial, or rivers, and the area com ng off of the Volcanic Arc
is a very coarse-grained alluvial fan, that is comng from the
west and is deposited to the east. Further, there is a
meandering river system along the basin axis, and there is
evi dence of tectonics with active faulting and subsi dence. She
said that the "take home nessage" is that the sandstones in Cook
Inlet are very discontinuous and are at about 150 feet, which is
generally below seismc resolution, although 3-D seismc wll
have i nproved resol ution.

3:20: 44 PM

CO CHAI R EDGVON asked whether npbst of the gas devel oped today
was the product of 2-D seismic activity.

M5. HOULE indicated yes. She added that 2-D seismc mapping
done in the 1960s showed the anticlinal structures because they
are very large structures that run along Cook Inlet. In further
response to Co-Chair Edgnon, she explained 3-D seismc is nore

HOUSE ENE COWM TTEE -4- March 17, 2009



of a tool in the North Slope; however, there were three 3-D

surveys conpleted in Cook Inlet: in the Beluga Field, in the
Ninilchik Area, and in north Cook Inlet. These surveys were of
existing fields and "the advantage there is they have a |ot of
well control, in order to look at their seismc, and see the

correlation between the sands and the wells, because they are
very cl osely spaced " She said the departnment would like to
see 3-D seismic shot in the Cook Inlet in a simlar manner to
Chevron's activity at the Wiite Hills on the North Slope. Slide
7 "Tertiary Basin Depositional Systens" showed an aerial view of
the nmeandering rivers of the Susitna Valley. She explained how
this geology |eads to the discontinuous nature of sand deposits.
In fact, linear sand deposits left on top of each other during
different periods in history are called amal ganated, and are
better reservoirs than isolated sands. She also noted there are
a lot of coals in Cook Inlet, and "coals reek havoc on seismc
interpretation.” Slide 8 "Sand Distribution in a Fluvial
systenf illustrated five wells and the reservoir correlation
along the structural crest. |If the pressure in the sand is the
same at different wells, this is an indication that the sand
reservoirs are connected; however, the illustration clearly
showed that all of the sands do not hit all of the wells.

3:25:01 PM

CO CHAIR EDGVON asked whether 3-D seismc activities "play out
with the "beluga [whal e habitat] issue."

M5. HOULE agreed that there is an issue with the designated

bel uga habitat area. In addition, the problem with shooting
seismc is not only the habitat issue, but also the tine
constraints dictated by the extrene tides. She presented slide

9 and said the nost producing stratigraphies in the Cook Inlet
are the Sterling, the Beluga, the Tyonek, and the Henl ock. The

Hem ock is oil-prone, the Tyonek has oil in the |ower [section]
and gas in the upper, and the Beluga and Sterling are
excl usively gas. The one reflector seen well in Cook Inlet is

the Sterling to Beluga transition, because the Sterling sands
are thicker and the sandstone packages of the rivers are

accr et ed. The Sterling reservoir also does not have a |ot of
coal . The Beluga is thinner-bedded and has nore coal, but is
still a good gas reservoir. The Tyonek also has coals and
varied thicknesses of sand. Slide 10 illustrated the
di sconti nuous nature of sands and that one well would not
necessarily penetrate every [layer of] sand on a structure;
t her ef or e, it is necessary to drill delineation wells.

Additional wells drilled between existing wells, if successful
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are called "bypass pay." Two common problems with older wells
are plugged up perforations and wells that can not be restarted
due to water

3:28:21 PM

M5. HOULE presented slide 11 "EW1 Ganite pt" that showed |arge
structures revealed by early seismc data. Slide 12, "NC
field, Low Hanging Fruit" showed the fields |ocated on the sides
of structures and that have three-way closure; she opined these
are a good target for exploration. Slide 13, "NC field flat-
spots" showed an area that "slows down your seismic ... [and]
that can be an indicator of gas.” Slide 14 "New Gas from New
Exploration Play Types; Gl and Gas Trapping Mechanisns”
illustrated the following: Anticline structures have been
di scover ed; sone fault traps have been discovered; and
stratigraphic traps are nore elusive, but promse gas in Cook
I nl et. Slide 15 was a seismc picture of subtle stratigraphic
traps. Slide 16 "Tight Gas Sands" indicated that the sands in
the Tyonek and the Beluga | ook good because they have a |ot of
vol canics, they are less than 65 mllion years old, and they are
| ess than 10,000 feet deep, thus have not been conpact ed.

3:31: 57 PM
REPRESENTATI VE TUCK asked for clarification of slide 16.

M5. HOULE explained slide 16 is a picture of tw pieces of
sandstone rock fragments that were cut into slabs and put under

a mcroscope. The "blue areas in here are porosity, so that
woul d be where your oil would nove through or your gas would be
stored. ™ Slide 18 showed that the thickest sedinment in Cook

Inlet Basin is 25,000 feet. Slides 20 through 25 showed the
| ocation of federal land, CIR land, Mental Health Land Trust
| and, Beluga Habitat, and the areas under |ease sales. She
pointed out the "sweet spot" of Cook Inlet is |eased,
furthernore, other land that is a potential resource in the
inlet is not avail abl e.

3:37: 03 PM

MR. BANKS presented slide 27 "Ql & Gas Cook Inlet M estones:
1800s-1040s" that indicated the location and date of oil
di scoveries up to 1949. Interest in oil developnent in the Cook
Inlet began in the late 19th century and accelerated with the
di scovery at Swanson River in 1955, By 1958, Swanson G| Field
production began. Slide 38 showed the wells drilled from 1950
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to 2008, and indicated the greatest activity took place during

the md "'60s; in fact, the largest oil discovery was at the
McArthur River field in 1965, and gas was found there as a by-
product of oil exploration. Consequently, in the late '60s,

producers in the Cook Inlet had to nonetize gas resources and
devel oped the Agrium Inc., fertilizer plant and the |iquefied
natural gas (LNG facility. The slide also indicated that the
new activity beginning inl1995 includes wells drilled for gas
exploration and delineation. Slide 39 showed that a steady
nunber of Cook Inlet developnent wells were drilled after the
hi ghest peak in the late '60s. Slide 40 showed the nunber and
dates of the installation of offshore oil and gas platforns in
Cook Inlet, ending with the Gsprey oil platformin 2000. Slide
41 "Cook Inlet - State Acres Leased" was a bar graph that
indicated a steady nunber of acres were purchased by potentia
production and exploration conpanies; in fact, about 25 percent
of the available land in Cook Inlet is under |ease, and M.
Banks opined there is a need to get greater access to land in
the Kenai National WIldlife Refuge or to | and owned by ot hers.

3:41:53 PM

REPRESENTATI VE EDGVON asked when the Beluga Habitat was
est abl i shed.

MR. BANKS said US. Fish and WIdlife Service has laid out
critical habitat areas, with certain restrictions, within the
last two years; in addition, the beluga whale was listed as an
endanger ed species, which may change how the critical habitat is
managed.

REPRESENTATI VE EDGMON asked what the restrictions nean to gas
expl oration and seismc activity in the Cook Inlet.

MR. BANKS responded access to those areas wll be, in sone
i nstances, conpletely prohibited north of the North Cook Inlet
Unit; in other areas access may be seasonally restricted for
"conflict avoidance" and activity offshore will have to be
"wor ked around" the presence of whales. In response to Co-Chair
MIllett, he said 3-D seismic was shot at North Cook Inlet, the
Bel uga River, and Ninilchik | ast year.

3:44:26 PM

MR. BANKS continued to slide 43 "Gas Field Size D stribution
Cook Inlet." As expected, there are many small fields and fewer
big fields found in an oil and gas basin; therefore, the

HOUSE ENE COWM TTEE -7- March 17, 2009



department expects nore gas to be found in fields simlar to the
Ninilchik Unit and its participating areas. Therefore, drilling
and exploration in the future should yield nore gas fields that
produce in the range of 300 bcf to 1,300 bcf. Referring again
to |and access, he noted the Cosnopolitan Unit is an oil field
with a gas cap; however, because of restrictions to access from
the surface, the wells are being drilled directionally from
onshore. This nmeans the wells will traverse under the gas cap
and only oil wll be produced.

3:47:13 PM

VR. BANKS presented slide 46 "Cook Inlet Denmand and
Deliverability Forecast"” t hat was a graph showing the
t heoretical capacity of the production of gas wthin the
existing units. This production capacity declines dramatically,
begi nni ng about 2009. This prediction is based on an assunption
that no further investnents are nade in Cook Inlet and that gas

is produced only fromexisting wells. The "history" line on the
graph represents an annual average production of gas; the
"capacity" line at any given point on the graph is greater than

the history line because the production can be nuch greater than
t he average on very cold days. M. Banks continued to slide 47
"Hi storic Deliverability" that indicated on 2/3/99, one of the
col dest days of the year, 763 mllion cubic feet (ntf) was
delivered to the market. On 1/3/09, 380 ntf was delivered to
the market; however, in 2009, average production was 150 bcf per
day. Returning to slide 46, he pointed out that from 2009-2011,

LNG exports in the armount of about 49-50 bcf per year will be
allowed. After 2011, the graph assunmes that no exports will be
allowed and the forecasted demand |evels out at just below 100
bcf per year. Shown on the graph in yellow are the P-2
reserves, known as "behind the pipe reserves.” This is gas in
the discontinuous sands that has not been reached by the
existing wells. The graph estinmates that nore drilling in

existing fields could produce as nmuch as another 470 bcf of gas.
M. Banks noted that this additional capacity includes gas that
is expected from two new wells in the Beluga River Unit and

three new wells in the North Cook Inlet Unit; I n addition,
there is the potential for new gas from continued devel opnent
drilling in existing fields. This potential increase in gas
woul d supply the utility and electricity demand from Cook Inl et
until 2019. M. Banks stated the department will continue to
refine these projections. He then explained the area to the
left of the yellow on the graph wll come from brand new

expl orati on.
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3:52:32 PM

REPRESENTATI VE PETERSEN asked whether directional drilling was
bei ng used in Cook Inlet.

MR. BANKS said yes. For exanple, any platform has wells "are
literally feet apart” thus in order to reach the fields, wells
are drilled directionally. Hori zontal wells are not as conmon,
because the wells attenpt to hit as many sand bodi es as possible
as they travel through the resource. He pointed out the 470 bcf
to 500 bcf of gas reserves will only be drilled for if there is
a market waiting for it. He opined a producer will not drill a
well if the market is unknown; in fact, producers usually enter
into a supply contract with a custoner intending to neet the
supply requirenments by additional drilling - exploration wll
not happen before the market exists. If there were the
assunption that LNG exports wll be allowed beyond the next
license period, sone of the gas to supply the LNG night cone
from gas reserves, at the expense of |ocal denand. M . Banks
recommended that discussions wth exporters should elicit
commtnments to replacing and augnenting the reserves.

3:55: 08 PM

MR. BANKS continued to slide 48 "Cook Inlet Daily Gas Demand"
and explained one issue for Cook Inlet is, because of the
climate, there is alnbst 14 tinmes as nuch gas delivered into the
mar ket on "needl e- peaki ng days" than on warm summer days. I n
the past, there was sufficient capacity to adjust for this
i ncrease in demand; however, it is nore difficult to nmake this
adj ustmrent now that the productivity of the wells and the fields

has decli ned. For exanple, in anticipation of an increase in
demand, ENSTAR has begun to punp gas into the pipeline for
addi ti onal storage; this is called a "line pack." O her

nmet hods to address peak demands are: storing gas in three
exhausted gas pools in the sumer; adding conpression; adding
nore wells; and "swinging the load of gas taken up by LNG

exports.” He stated the nmarket creates a different challenge;
for exanple, gas storage can be offered to third parties, as is
coormon in the Lower 48. M. Banks presented slide 49

"I ndustrial Base Load" that showed the industrial base |oad peak
swing froma warmday to a cold day is now 200 percent. This is
an increase from a peak swing of 50 percent when gas was also
marketed to the LNG plant and to the Agrium fertilizer plant.
He stressed the advantage of reducing the peak swing by having
an industrial or export market for gas; for exanple, the
additional market would keep the wells online year around and
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prevent the problem of "watering out” wells from tenporary
cl osures.

3:58:37 PM

REPRESENTATI VE RAMRAS thanked M. Banks for his assistance. He
t hen asked whether Cook Inlet production is down from 200, 000
barrels of oil per day at its maximm to 10,000 to 20,000
barrel s per day.

MR. BANKS agreed production is down to about 20,000 to 25,000

barrel s per day. In further response to Representative Ranras
he agreed that in the '70s the price of gas was probably 15
cents per ncf and oil production taxes were 10 percent of

producti on.

REPRESENTATI VE RAMRAS recalled testinmony from the Arnstrong Q|
conpany that it found gas in Cook Inlet and the price of
"lifting" that gas is estimated to be $7 to $10. He pointed out
the RCA issues permts for gas sales tied to the Henry Hub
[index] and other indices in the $3.85 to $4 range. He
concluded that there is the ability to find nore gas, but not at
the historically attractive prices Cook Inlet gas has yielded in
t he past.

MR. BANKS opi ned exploration in Cook Inlet will be an expensive
enterpri se. He expressed his intent to "provide you with much
better information ... perhaps [by] |ooking at sonme of the tax

information that we're acquiring through [Alaska's Cear and
Equitable Share (ACES) legislation] to get a handle on what

onshore drilling costs are like ... J[and] wrking wth our
| essees or hiring in folks to look at what it would take to do
drilling offshore.” The expense wll be higher than in the

past, particularly to nove forward in devel oping a stratographic
play, even if the initial wells are not as successful as hoped.
In addition, access is an issue, as state |ands have been
"pi cked over" and the state nust engage the federal governnent,
and others, for access to their |and.

REPRESENTATI VE RAMRAS recalled Drue Pearce suggested that
ConocoPhillips Alaska, Inc. should approach the Federal Energy
Regul atory Conmm ssion (FERC) for a re-gas permt to inport LNG
for its Cook Inlet plant. He asked M. Banks to discuss the
ram fications of how a re-gas facility would change the basin
and the flow of the LNG facility. "I wll say for the record
that I'"'m not in favor of that, I'm a bullet line person,” he
said. There is a possibility, however, that $3 or $4 gas may be
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avai l able through LNG while the cost of lifting gas from the
basin may be $7 to $10.

4:05:01 PM

MR. BANKS said the situation with LNG exports is that the market
for gas from Cook Inlet is attached to sonme other market in the

wor | d. This occurs because the pricing for gas for export
shoul d have sonme influence on the price of gas wthin the basin.
Also, there is the question of the cost of drilling for gas.

Dependi ng on how transparent the market is, in terns of sending
price signals to producers and consuners, the Cook Inlet market
is "hooked into" an export, or a world, LNG market. | f
gasification were permtted, it would be just another way for
that connection to the world narket to be established, dependi ng
on the transparency of the pricing to the world nmarketplace.
M. Banks suggested if the inported LNG is cheaper for Al aska
consuners, it would be wong to not consider inporting; however,
before that happens there are a lot of other options including
gas from the North Slope and successful exploration in Cook
Inlet at a conpetitive price.

4:07:45 PM

CO-CHAIR M LLETT asked for suggestions for the state's role in
hel ping sustain a lower price in Cook Inlet outside of the
aggressive incentives for exploration that are already in place.

MR. BANKS pointed out the state's very attractive tax provisions
and the nechanisns in royalty [taxes] to protect the way
utilities are treated. Aside from an "out-right subsidy," he
suggested the state should first find out the potential for gas
devel opnment and conpare that to other options. This information
would allow the legislature to determ ne the nost cost-effective
new gas alternative for Cook Inlet.

4:09:45 PM

MR. BANKS, in response to Co-Chair Mllett's request for
information related to the joint nmeeting of the House Resources
Standing Commttee and the House Judiciary Standing Commttee of
Decenber 1, 2008, informed the commttee DNR nmet wth
representatives from Renaissance Energy Ltd., Escopeta Gl
Company, Pacific Energy Resources, Ltd., and ConocoPhillips,
shortly after the neeting. At that tinme, DNR asked the parties
to consider that formng a unit on a piece of |and where there
is one owner and an anorphous potential for gas "doesn't really
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satisfy the point." What a unit should do, in addition to
taking care of the rights of the various partners, is to limt
the requirenents for facilities on the surface. The depart nent
requested the parties to submt an agreement on how a drilling
agreenment would be organi zed. However, |ast week Pacific Energy
went into Chapter 11 [reorgani zation under the Bankruptcy Code],
and recently Escopeta, the operator at the Kitchen Unit,
structured a deal in which it acquired an ownership interest in
the | eases and cane forward with a commtnent to provide a plan
of exploration for the area. |In fact, Escopeta has conmtted to
meet certain due dates or relinquish the |eases.

4:12:23 PM

REPRESENTATI VE RAMRAS referred to slide 46 and suggested the
information on the slide shows the state continuing to go to
Cook Inlet for gas and that the Conoco export case "goes away."
He presented a scenario whereby in 2014, natural gas is comng
down from the North Slope to supply the need in Al aska, and
Conoco is continuing to export LNG from the Cook Inlet gas
fields at 75 bcf per year. He asked, "Can you articul ate what
that future would ook like ... [for] the depleting, mature Cook
Inlet?

4:13:43 PM

MR. BANKS surm sed Representative Ranras was asking him for a
prediction. He speculated that a bullet line has the possible
i mpact of using the existing [LNG facility to export gas, which
would [Iimt the market for future gas from Cook Inlet.
Therefore, the question would be whether Cook Inlet can conplete
with gas fromthe North Sl ope. He stressed that the unknown is
how much it will cost to get gas into the Southcentral region
and how the North Sl ope gas will conpare.

REPRESENTATI VE RAMRAS re-stated his question.

MR. BANKS responded that it behooves the state to research al
of the options before participating in various solutions.
Furthernore, a better wunderstanding of the resource potenti al
and the cost of the devel opnent of gas in Cook Inlet is part of
that research

CO- CHAIR M LLETT turned the gavel over to Co-Chair Edgnon.

4:16:28 PM
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REPRESENTATI VE PETERSEN asked about gas storage expansion pl ans.

MR. BANKS responded there are three facilities operated by
producers who own the gas they are putting in storage.
Di scussions are underway with an applicant for a gas storage
| ease and indications are that the applicant is interested in
creating storage for third party use. There are five to seven
ot her exhausted gas pools that could serve as storage; however,
their locations are not ideal.

CO- CHAI R EDGVON returned the gavel to Co-Chair Mllett.
4:19:10 PM

CO CHAI R EDGVON recal |l ed previ ous t esti nmony from a
representative of the Arnmstrong Ol conpany who concluded Cook
Inlet is wunderexplored, but that it has potential for gas
devel opnent even though costs are high. He asked M. Banks if
he agreed that today's presentation focused on the challenges to
be overcone for further devel opnent in Cook Inlet.

4:20: 27 PM

MR. BANKS opined the Arnmstrong representati ve was "probably nore
right than I am about the potential for gas devel opnment in Cook
Inlet."”

4:21:21 PM

BRADLEY EVANS, CEO  Chugach Electric Association (Chugach),

informed the commttee his famly has been in Al aska since 1960
and he has an electrical engineering degree from the University
of Al aska Fairbanks. M. Evans has worked for the Departnent of
Transportation (DOTPF), Golden Valley Electric Association, and
Chugach El ectric. He said he would portray Cook Inlet natura

gas through the "lens of a consuner."” He expressed his belief
that the state has taken an abundant resource in Cook Inlet and
created an econonic engine that powered Southcentral, Fairbanks,

and Fort Knox. This resource is also critically inmportant to
Chugach El ectric. However, historically, information about the
inlet has not been shared by all of the interested parties and
that is one of the recommendations made by his conpany. He
presented slide 3 "Chugach's fuel mx" that illustrated the fuel

mx today is 90 percent gas and 10 percent hydroelectric
(hydro); the vision for the future is for power generation from
10 percent gas and 90 percent renewabl e sources. He presented
slide 4 "Cook Inlet Supply Demand Situation Today" that
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illustrated: Supply from reservoir harvesting and l|inmted
exploration; supply nmanagenent by diverting LNG back to retai

use in the inlet; demand from LNG exports, gas utilities,
electric utilities, and mlitary bases; and demand nanagenent by
conservation and load interruptions. Slide 5, "Were wll
future gas supply come fron?," listed Cook Inlet exploration
spur line; bullet line; LNG inport; and alternative fuels. He
noted that sone of these choices are not popular and have
commercial issues; however, the utilities' consuners want
"af fordabl e power over pride of developing a resource that is
nore expensive." Slide 6, "Wthout reserves growth, supply wll

not neet gas demand for utility needs" was a graph that
i ndi cated the base supply, base supply with reserves growh and
use for power generation and gas utility from 2003 to 2025. M.
Evans stated his conmpany's intent to |lower the use of gas for
power generation as "part of the solution, as well."

4:26:48 PM

MR. EVANS presented slide 7 that showed Chugach Electric's
recommendations for the establishment of a Cook Inlet Resource
Managenent Plan and a Cook Inlet Public Gas Authority.
Regardi ng the nmanagenent plan, he agreed that "honmework" needed
to be done to find out what was in the resource and where to
spend capital on exploration, storage, and resource managenent

activities. He opined doing the right homework will neet and
protect consuner needs. The managenent plan should al so address
fuel supply security, increase transparency and information

sharing, and provide input for a Railbelt integrated resource
plan. Furthernore, the resource plan would provide guidance for
the utilities' investnent decisions about storage options, would
optim ze resource managenent in Cook Inlet, and would provide
information for rational policy decisions. He suggested the
aforenentioned are the goals and objectives of the Cook Inlet
Resource Managenent Plan, but not the scope of the plan.

4:28:53 PM

MR. EVANS presented slide 9, "Next Steps." Chugach Electric has
a good working relationship with the adm nistration and supports
the admnistration taking the lead on this situation. He
encouraged the devel opnent of a steering commttee, simlar to
the one on the Railbelt Electrical Gid Authority (REGA), to

assure all of the parties of the quality of the shared
information and, through better understanding, to formulate
better decisions. He said he was unsure whether there was a
need for funding support from the legislature until the
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adm nistration issues a request. The last step would be
reporting to the legislature by date certain to assure
transparency in the process.

4:30: 30 PM

MR. EVANS presented slide 10, "Cook Inlet Public Gas Authority”
and stated Chugach Electric, from the consuner side, 1is
interested in | ooking at organi zations that conbine the interest
of consuners, such as a large nonprofit agency that engages in

whol esal e contracts and activities for end-users. He proposed
that menbers of this agency would include electric and gas
utilities. M. Evans clarified, "I'm not here to say that
everybody needs to join this, I'"m saying it's a nodel that we
m ght want to look at to make sure that ... the interest of the
consunmer is aligned ...." He stressed the w sdom of having a

bal ance of the interests of the consumer, the producer, and the
st at e.

4:31: 53 PM

MR. EVANS expressed his support of the presentation by the DNR
He summarized that the utilities are dependent on Cook Inlet
natural gas for their supply of electricity and that they would
like to keep rates affordable. He assured the commttee,
al t hough the gas demand is outpacing the supply of natural gas,
Chugach Electric is pursuing many demand reduction policies. He
said he was glad that the commttee is focused on the "sense of
urgency" about this topic, even though the econonmcs have
changed sonewhat since |ast sumer.

4:33.:02 PM
CO CHAIR EDGMON appl auded Chugach Electric's efforts to keep

this topic "a front-burner issue.” He asked how nmany custoners
Chugach has conpared to the other big utilities.

MR. EVANS said it has around 80,000 neters. He estinmated
Chugach Electric represents about 60 percent of the energy
produced in the Railbelt. In further response to Co-Chair
Edgnon, he said its retail, wholesale, and custonmer base is
about 200,000 neters; including neters that receive intermttent
power. The peak load for Golden Valley Electric Association is

about 200 negawatts for 40,000 neters. He expl ained the nunber
of neters does not equal the "custoner count” as sone custoners
have nore than one neter.

HOUSE ENE COWM TTEE - 15- March 17, 2009



4:36:09 PM

JAMES POSEY, GCeneral WManager, Anchorage Municipal Light and

Power, indicated his appreciation for the presentation by DNR
however, he stressed that "the process [of] ... looking at the
Cook Inlet, needs to be turbo-charged.” M. Posey opined the

probl em nust be resolved within three years by finding new gas,
not by harvesting the old fields. At this time, the [oil and
gas] conpanies are spending $40 nmillion to $80 million per year
trying to do that, but the state must ensure that another
[trillion cubic feet] of gas is located. This would support the
region during the period between 2014 and 2020, wuntil the
devel opnent of the bullet Iine or LNG inports. M. Posey noted
his experience in the oil and gas business for over 40 years and
recalled his expectation that the gas pipe line wuld have been
built by 1987. He stressed the inportance for the state to play

a role in Cook Inlet exploration and that role will require an
al l ocation of resources. Furthernore, legislative action this
year and next will forestall "tight times" and ensure that the

i ndustrial base and popul ati on are secure.
4:39: 04 PM

MR. POSEY concluded that there are some areas of federal |ands
that are prospective; however, the state and private interests
need to work to open this land and to ensure that a jack up rig
is drilling offshore to find the gas that is still left in the
inlet wuntil the pipelines bring gas from the north. He
predicted finding gas fromthe inlet would not cost as much.

4:40: 07 PM

COCHAIR M LLETT asked whether M. Posey supported a
conprehensi ve Cook Inlet Resource Managenent Pl an.

MR. POSEY said he and M. Evans share the idea; however, it is
necessary to dedicate $10 million to $20 nmillion to ensure the
supply of gas for donestic use and for the continued function of
t he econom c engines in Southcentral.

4:41:18 PM

ADJ OURNMENT

There being no further business before the commttee, the House
Special Conmmttee on Energy neeting was adjourned at 4:41 p.m

HOUSE ENE COWM TTEE -16- March 17, 2009



