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1:06: 22 PM

COCHAIR CRAIG JOHNSON called the House Resources Standing
Commttee neeting to order at 1:06 p.m Represent ati ves
Johnson, Neuman, Kawasaki, O son, Seaton, and Edgnon were
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present at the <call to order. Representatives Tuck and
CQuttenberg arrived as the neeting was in progress.

PRESENTATI ON BY ARMSTRONG O L & GAS: THE DI FFI CULTIES OF DO NG
BUSI NESS | N ALASKA

1: 06: 42 PM

CO CHAI R JOHNSON announced that the only order of business would
be a presentation by Arnmstrong Gl & Gas regarding the
difficulties of doing business in Al aska.

ED KERR, Vice President, Land & Business Devel opnent, Armstrong
Ol & Gas, Inc., began with a history of Arnstrong Gl & Gas,
Inc. (AOG, a 23-year-old conpany [headquartered in Denver,

Col or ado] . He said AOG is a true independent oil and gas
conpany that carries no debt, so anything AOG does is out of its
own hip pocket. The conpany becane active in Al aska about 10

years ago and won its first |ease on the North Slope in 2000 or
2001. To date, AOG has drilled 11 wildcats on the North Slope
and has had various degrees of success. The Oooguruk project
recently placed on line by Pioneer G| Conpany was an Arnstrong
Project, as was the N kaitchug project that Eni is currently
wor ki ng on. The projects were sold to Pioneer and Eni because
the capital expenditures associated wth the two projects and
the pace at which Arnstrong's partners wanted to go were nore
than what Arnstrong was ready to do, given that Arnstrong
carries no debt.

1: 09: 09 PM

MR. KERR said AOG is active in multiple states and the GQulf of
Mexico and every state or location has its strength and

weakness. The change in tax laws in the Cook Inlet was a
catalyst for AOG to look into making capital investnents there,
he pointed out. Arnmstrong really scrutinizes an area prior to
maki ng capital investnments because the conpany is in it to make
a reasonable profit for its investnment. Arnstrong acquired the
Northfork Unit in Cook Inlet three years ago after clearing up
several pre-existing legal situations with it. The Northfork

Unit was established in the 1960s and had only one well when it
was acquired by AOG In 2008 Arnstrong successfully drilled a
second well in the unit. However, he reported, the wells being
found today are not as good as those found in the past.

1:12: 00 PM
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CO CHAI R NEUMAN i nqui red whether the problems with the Northfork
Unit were governnment or business rel ated.

MR. KERR said Arnstrong's overall experience dealing with the
State of Al aska has been outstandi ng. On some narrow instances
there are sone challenges, he continued, but staff at the
Division of Ol & Gas has been very anenable and has tried hard
to work through any problens. The Northfork issues were created
by the unit's previous owners, he explained. It was initially
drilled by Union G| Conpany of California (Unocal) and was
owned by large oil conmpanies for a long period of tine. Wi | e
t hese conpanies did not develop the unit, they did keep it in

good | egal standing. In the late 1990s the unit was purchased
by a series of small individuals who parceled it out to even
smaller individuals and that <created the problens. The

predom nant problem was a l|ack of performance and another
probl emwas the drafting of the granting docunents.

1: 13: 48 PM

CO- CHAIR NEUMAN rel ated his concern about state regul ations that
are inposed on industry and asked whether there are other
regul ati ons inposed by comrunities that nmake it difficult.

MR. KERR replied that at times AOG has had sone challenges wth
comunities, but for the nobst part the conpany has been able to
work those out. However, he continued, sonme coll eagues have had
nore significant issues than Arnstrong. It is AOGs goal to
nove forward in getting a gas contract with any utility possible
and to sell this gas to whatever communities is deemed best.

REPRESENTATI VE OLSON surm sed that Arnmstrong is |ooking for gas
on the Northfork Unit even though Unocal was originally |ooking
for oil.

MR. KERR responded correct. The well drilled by Arnmstrong has
confirmed gas in the Tyonek Formation. There is still sone
potential for oil in the Hem ock Formation and if AOG can work
out the scenario for gas then it can pursue that oil as well.

1:16: 59 PM

MR. KERR continued his presentation, stating that he wll be
talking with the Regulatory Comm ssion of Alaska (RCA) in a
couple of days. It is a good idea to keep people infornmed about
Arnstrong's activities and plans, he said. This prevents
m sconmmuni cati on and hel ps assure that AOG does not waste tine
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negotiating a gas contract that will not be agreeable to the
RCA. If a project is not going to be agreeable to the RCA, then
Arnmstrong is better off to pursue projects el sewhere.

CO CHAI R JOHNSON requested that discussion be avoi ded about what
may or may not be happening before a regulatory body. If the
| egislature wants to fix sonmething it will pass a |law, he said,
but it is not the Ilegislature's position to influence a
regul at ory agency.

1:18: 45 PM

REPRESENTATI VE SEATON pointed out that this area is within his
district. He said that in the past things have happened before
the RCA that the community of Honmer was not made aware of and
the community fears that this gas wll be exported from the
| ocal area, whether it be to Anchorage or overseas, wthout the
buil ding of infrastructure for |ocal supply.

CO CHAIR JOHNSON said this type of thing can be discussed, but
he wants to avoid any specific docket that mght be before the
RCA. He added that he and Co-Chair Neuman have di scussed having
t he RCA speak before the commttee.

REPRESENTATI VE SEATON responded that he would like to know
whet her AOG can contract with comunities or is prevented from
doi ng so by the RCA

CO CHAI R JOHNSON said this type of question would be okay.

1:21:54 PM

MR. KERR remarked that the aforenentioned discussion is duly

not ed. He reiterated that gas was found in the second well at
the Northfork Unit and Arnstrong's goal is to enter into a gas

contract. He explained that the unique thing about oil and gas
exploration and devel opnent is that until there is expansion and
the drilling of additional wells, it is unknown how big or snal

an asset is. At this tinme Arnstrong is confortable saying that
the Northfork asset is between 7.5 and 12.5 billion cubic feet
(Bcf) of gas, he reported, and it may well be 20-60 Bcf or even

| ar ger. The issue associated with these nunbers is that they
are risk nunmbers and AOG will not know until additional wells
are drilled. Arnmstrong has made a substantial investnment to
date in the Northfork Unit, he said. The next step is to get a
gas contract and then AOG will nove forward with devel oping the
asset and drilling additional wells. Capital expenditures could
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be anywhere from $40 nmillion to substantially nore, depending on
the well results.

1:24: 02 PM

CO CHAI R JOHNSON asked whether it is typical to get the contract
prior to proving the reserve instead of the other way around.

MR. KERR replied that Arnstrong is in between because the two
wel I s have proven the reserves and now what needs to be done is
proving the size of the reserves. This is the norm he said.
The unique situation in Cook Inlet conpared to the Lower 48 is
that there are a |imted nunber of gas buyers. In addition, the
Lower 48 has lots of gas pipelines already in place, which is
not the case in the Cook Inlet. The chal l enge before Kenai
Peni nsul a and Cook Inlet producers is that nost of the currently
producing fields were found in the 1960s. They used to be world
class oil and gas fields, but now they are declining. He said
this puts the Kenai Peninsula in a gas market that he has never
seen before - a significant decline associated with 96 percent

of the production and a limted nunmber of new wells being
drilled.
1:26:49 PM

MR. KERR conpared the Cook Inlet to two other basins of simlar
size, the Bighorn Basin and the San Juan Basin, both about 100

mles long by 100 mles w de. To date, the Cook Inlet has
produced a total of 7.6 trillion cubic feet (Tcf) of gas and 1.3
billion barrels of oil, he related. The Bighorn Basin has
produced 2.4 Tcf of gas and 3.1 billion barrels of oil and the
San Juan Basin has produced 41.5 Tcf of gas and 380 million
barrels of oil. He said he researched this conparison to
determine for hinself whether the challenges of the Cook Inlet
were real or imagined. In response to Co-Chair Johnson, M.

Kerr said the Bighorn Basin is in northwest Wonm ng and the San
Juan Basin is in northwest New Mexico.

1: 28: 21 PM

CO- CHAIR NEUMAN voiced his concern that when the 24-inch gas
line from Prudhoe Bay to Southcentral is turned on, exploration
in Cook Inlet will conme to a halt, causing job |oss and inpact
to Southcentral's econony, as well as the loss of investnents
made by the Cook Inlet explorers.
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CO- CHAIR JOHNSON inquired as to the timng for deliverability of
Arnmstrong' s gas.

MR. KERR said his opinion, based on 26 years in the business, is
that Co-Chair Neuman's concern could be accurate if both

projects were happening at the sane tine. He predicted that
Arnstrong's project will be on line well before the proposed
"bullet line" from Prudhoe Bay is built and that a project of
the size and scope of the bullet line wll have a lot of
chal l enges. Arnstrong intends to sell gas as soon as a pipeline
is built which would be late 2010. In response to Co-Chair
Johnson, M. Kerr clarified that the 2010 pipeline is the one
fromhis project. In response to Representative Oson, M. Kerr

said his project's pipeline wuld be about 20 mles |ong.
Arnstrong has wells ready to produce today, subject to the
permtting process, and nore wells could be drilled during the
permtting interim

1: 32: 20 PM

MR. KERR, in further response to Co-Chair Johnson, explained
that the gas is traditional Cook Inlet gas with no inert gases,
[ so no processi ng woul d be needed].

REPRESENTATI VE OLSON surm sed that Arnstrong has a ready market
for the oil.

MR. KERR responded, "Yes".

REPRESENTATI VE OLSON further surmsed that since "Tesoro" is
only using 25 percent Cook Inlet oil, it would likely pay a
premumto get nore of that oil.

MR. KERR replied, "Exactly". QI is not as form dable a problem
as gas because it can be safely transported in trucks
Arnstrong is advocating a pipeline as the best way to go for
natural gas rather than trucking conpressed natural gas by road.

1: 33: 29 PM

MR. KERR returned to his presentation, noting that in 2007 the
San Juan Basin had 984 wells drilled, the Bighorn Basin had 100
wells drilled, and the Cook Inlet only had 8 or 14, dependi ng on
whet her staked versus conpleted wells are counted. Thus, the
Cook Inlet only had 10 percent the nunber of wells as drilled in
the Bighorn Basin and 1 percent of the wells drilled in the San
Juan Basin. The total nunber of wells conpleted in the San Juan
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Basin is approximately 44,700, the Bighorn is approxinately
12,800, and the Cook Inlet is 1,312. In response to Co-Chair
Johnson, M. Kerr agreed to provide in witing the source of
this information to conmttee menbers.

MR. KERR posited that while this is a signal that not a |ot has
been done in the Cook Inlet, it is also a signal that a |ot
could be done in the future. The bulk of Cook Inlet production
has conme from traditional structures that were drilled in the
1960s and early 1970s. However, in the Lower 48 today, exotic
production such as shale has dropped the price of gas. The
price dropped because a tremendous anount of gas was found in
the shale and because conpetition was created between the
servi ce conpani es.

1: 36: 28 PM

MR. KERR poi nted out that the cost of drilling a gas well in the
Cook Inlet can be 400-600 percent nore than in the Lower 48.
Such an exorbitant cost necessitates selling the product at a
given price in order to not |ose noney. The |large easy reserves
have been found in the Cook Inlet, but he said he believes there

is still a lot nore gas to be found even though it will be nore
chal | engi ng. The best way to pronote finding that gas is to
create an environnent where independents can cone to Al aska and
f eel like they wll get a reasonable return on their
i nvest ments. It can be seen by the nunber of wells drilled to
date in the Bighorn and San Juan basins, that independents have
felt it will be a challenge to get a return on investnent in the
Cook Inlet. For its size, an extraordinarily small nunber of

wells have been drilled in the Cook Inlet.

MR. KERR said the Alaska State Legislature is doing a wonderfu

job in the Cook Inlet from a tax structure viewpoint. The
| egi sl ature has recognized that something needs to be done to
encourage drilling and not a lot nore could be done in this
regard. Arnstrong is in the process of seeing whether it can
get a return and if an arrangenent can be made, Arnstrong will
drill nore wells. If an arrangenent cannot be nade that wl
give ACG a return, then the project will be nothball ed.

1:39:12 PM

CO CHAI R NEUMAN asked whether AOG is talking to other conpanies
about added-value that would create nore jobs for Al askans,
al t hough he acknowl edged that the Cook Inlet's gas is dry and
does not have a lot of natural gas liquids for added-val ue.
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MR. KERR responded that AOG has offices in nmany |ocations
t hroughout the U S. and world, and therefore talks to other
conpani es and takes on partners in many projects. The pervasive
nature of the Cook Inlet is such that there is skepticismfor an
i ndependent to go in there and be able to work a contractual
arrangenent to sell the gas at a price that allows a reasonabl e
return. It is surprising how nuch it boils down to others
| ooki ng and watching that first guy, he said. For exanple, when
AOG first went to the North Slope the theory was that an

i ndependent could not do business there. But the Oooguruk
project is now on l|line and the N kaitchug wells are being
drilled. The capital expenditure committed for those two
projects is a little over $2 billion.

1:42: 15 PM

CO CHAI R NEUMAN i nquired what AOG thinks it will be able to sell
its gas for.

MR. KERR estimated that AOG will need to receive a price in the
range of $7-%$10 [per million British Thermal Units (BTU)]. The
challenge is that AOG knows the gas is there, but wll
potentially have to spend $40-$80 nillion in costs; so the
prices nust allow a reasonable return. If Arnmstrong says it is
going to do sonething and does not do it, then it does not do
anything for the State of Al aska.

CO CHAI R NEUMAN commented that $7-%$10 is good information as he
had anti ci pated $15-$17.

MR. KERR added that AOG knows it has gas, but the challenge is
that it does not yet have absolutes as far as how significant

the reserves are and what the cost structure wll be. | ssues
inevitably arise in the exploration and devel opnment busi ness,
such as problens with drilling, the pipe gets stuck in the hole,

or things get lost in the hole, and all of these things create
cost overruns. He said AOG nust have a price that allows it to
stay in business in order to do good for itself as well as for
the state.

CO CHAIR NEUMAN renmarked that he wants Arnmstrong and other
conpanies that come to Alaska to nmake a profit, otherw se they
will go sonewhere el se.

1:46: 35 PM

HOUSE RES COW TTEE - 8- March 9, 2009



REPRESENTATI VE SEATON asked what the current sales price is for
Cook Inlet gas under current contracts.

MR KERR said he thinks sone are over $8 and sone are under. In
further response to Representative Seaton, M. Kerr said the
Kenai Kachenmak Gas Pipeline is a 12-inch pipeline.

REPRESENTATI VE SEATON understood that existing gas suppliers
have contracted through 2014 for 95 percent of the capacity of
the Kenai Kachemak Gas Pipeline, leaving 5 percent available to
additional suppliers. He asked M. Kerr to discuss the issue of
an intra-state pipeline that is by contract versus a commobn
carrier pipeline.

MR. KERR agreed that there is plenty of space for additiona

gas, but that he does not know who owns that capacity. When
there is spare capacity available, folks are generally anxious
for that capacity to be utilized. He said he would like to

think that Arnstrong could work through that issue, but he
cannot answer the question specifically at this point.

1:49: 29 PM

REPRESENTATI VE SEATON noted that there is legislation that would
change the Pipeline Act in Al aska. Currently, pipelines are
supposed to be comon carriers, but instead contracts and
settlenments are being allowed which basically makes them cl osed
carriers. He asked what size line and how many cubic feet per
day Arnmstrong would need if it were to contract the gas that it
has t oday.

MR. KERR first explained that the only thing preventing AOG from
providing nore gas than it has today is that it has not spent

the noney to drill additional wells. Since Arnstrong carries no
debt and is not a public conpany, it is not saddled w th having
to do an engineering report on reserves like what a public
conpany nust do. In that context, Arnstrong is confortable
enough with its current reserves. It has spent a |lot of nobney
to date and is willing to spend nore to find nore gas. As far
as what AOG could ship today, he said it would take at least a
year to build the pipeline and AOCG could drill nore wells while
the pipeline was being built. Providing six to seven nillion

cubic feet per day consistently is very obtainable and if AGCG
drilled additional wells it could be substantially nore than
t hat . In further response to Representative Seaton, he said he
thinks that six to seven mllion cubic feet could be shipped on

HOUSE RES COW TTEE -9- March 9, 2009



a six-inch pipeline, but the pipeline could be larger if
desired.

1:52: 47 PM

REPRESENTATI VE SEATON recalled that eight to ten years ago the
Honer Electric Association and ENSTAR Natural Gas Conpany
("ENSTAR') conpeted before the RCA for the right to service the
Honmer and Anchor Point areas. ENSTAR won. The contract
required "Northstar”, owner of the unit at that tine, to build
an eight-mle-long pipeline to Anchor Point and ENSTAR to build
a distribution line fromthere to Homer. He said he has al ways
been concerned about soneone in the drilling business building a
pipeline. 1s AOG prepared to build a pipeline, he asked.

MR. KERR replied that if everyone was agreeable, AOG could
accommodat e building a pipeline to Anchor Point.

CO- CHAIR JOHNSON added that regulations may or may not allow
Arnmstrong to build that pipeline.

1:54:55 PM

REPRESENTATI VE TUCK inquired whether Arnmstrong is considering
using directional wells in addition to the two wells that have
been drilled at the Northfork Unit.

MR. KERR explained that the gas is in the Tyonek Formation and

this formation is conposed of lenticular sands. There is an
abundance of these lenticular sands, but they come and go rather
than being one big continuous sand. The drilling of additiona
wells will define what the best way to drill is. Arnstrong wll
therefore start out with conventional vertical wells. Deeper
under the Tyonek Formation is the Hem ock Formation which has
produced nost of the Cook Inlet oil; this is the formation that
was originally drilled in 1965 by Unocal. Wth new technol ogy
such as horizontal drilling, it <could be that the Henlock
Formation is comercial. Because it is extrenely expensive to
drill a well to find this out, it nust be underpinned with gas
producti on. He said he thinks there are two things that could
dramatically change production in the Cook Inlet: hori zont al
drilling and fracturing ("fracing"). So few wells have been

drilled in the Cook Inlet that the service conpanies have not
put their manpower toward either of these technologies as is
being done in the Lower 48. Ri ght now the economc threshold
has not been reached in the Cook Inlet for applying this
t echnol ogy.
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1: 58: 29 PM

CO- CHAIR JOHNSON interjected that the Northfork Unit would be
characterized as a traditional gas play.

MR. KERR agreed. He said the unique aspect of the Cook Inlet is
that there have not been enough wells drilled to rule out
unconventional gas pl ays.

CO- CHAIR NEUVAN requested that the Departnent of Natura
Resources be asked to talk to the commttee about the different
gas formations in Cook Inlet and who i s working where.

CO- CHAI R JOHNSON agr eed.
2:00: 06 PM

CO- CHAIR NEUMAN inquired as to how many conpanies are working in
Cook Inlet and how many peopl e are enpl oyed.

MR. KERR answered that there are the |large conpanies of
" Mar at hon- ConocoPhi | I'i ps, Chevron, and Texaco" but he does not
want to guess the nunber of people they enploy. "Pelican HII"
was there for a period of tinme but has left the Cook Inlet. He
said he is wunsure to what extent "Aurora Gs" is actively
expl oring. The big three have been in Cook Inlet for a |ong
time and that has been a challenge for the Cook Inlet as
i ndi cated by the nunber of wells that have been drilled. In the
Lower 48, it is the independents that drill the wells, the
i ndependents drive the engine. He offered his opinion that Cook
Inlet suffers from not having independents. A lot of people
will be watching to see what happens in Cook Inlet wth
Ar mst r ong. In further response to Co-Chair Neuman, M. Kerr
estimated that 100-200 people were enployed when Arnstrong
drilled its Cook Inlet well, including people working as nudnen,
mud engineers, drilling engineers, drilling contractors, hands
on the rigs, surveyors, and road and fence buil ders.

2:03: 38 PM

REPRESENTATI VE SEATON reviewed the history of the Northfork Unit
in regard to the previous owners not coning through. He said
i ndependents are vitally inportant, but cautioned that not all
i ndependents should be classified as sonebody who will conplete
the job. He added that he is pleased with Arnstrong because
t hey have followed through with every comm t nent.
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CO- CHAIR JOHNSON agreed and said he |ooks at independents as
well as the major producers as partners with the state. He said
his goal is for the state to be a good partner and help nate,
rat her than an obstacle.

REPRESENTATI VE SEATON further added that what is needed are
i ndependents that follow through with work commtnments so the
state's resources are not tied up.

2:07: 12 PM

REPRESENTATI VE OLSON pointed out that up until about 10 years
ago virtually all of Cook Inlet's gas had been found by
geol ogi sts | ooking for oil. This is why gas in Cook Inlet has
not had the priority that oil has had, he continued. Now
conpanies |like Armstrong and "Marathon" are | ooking for gas.

MR. KERR addressed Representative Seaton's point. Arnmstrong
scrutinizes potential partners, both business and governnent, to
make sure that they can be worked with, he said. Ar st rong
takes pride in doing what it says it will do, however it cannot
drill rmore wells in Cook Inlet without a workabl e arrangenent.

MR. KERR concluded his presentation, stating that while there
are real challenges to doing business in Alaska, Arnstrong has
successfully worked with Al aska's governnent agencies and finds
them responsive. Arnstrong tries not to get ahead of itself by

prom sing sonmething that it cannot deliver, he said. In this
context Arnstrong can say that it can find gas but it cannot
guarantee the quantity until nore wells have been drill ed. If a
wor kabl e arrangenment can be found, then Arnstrong will spend its
noney to drill those wells. He said AOG would like to do

busi ness in Al aska and the Cook Inlet.
2:10: 46 PM

CO- CHAI R NEUMAN asked what the state can do to set the stage for
a good working environnment and ensuring that conpanies wll want
to invest in Al aska.

MR. KERR replied that a good working environment is one where
permts can be obtained and where there is the ability to dril

wells in a safe and efficient manner. Wth respect to the Cook
Inlet, he continued, it is getting the product to market and
selling it at a price that allows a reasonable rate of return on
i nvest nment . A good working environment also allows access to
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supplies and services in a fashion that is not so exorbitant
that it precludes a reasonable return on investnent. Al of
this is nuch the sane with respect to the North Sl ope.

2:12: 34 PM
MR, KERR, in further response to Co-Chair Neunan, said the

people at the Departnment of Natural Resources and the Division
of Ol & Gas are part of what is good about working in Al aska.

They sit down and try to work with the conpanies. Wen a
conpany honors its side of the equation, these people will work
hard to ensure success in finding hydrocarbons in Al aska. He
said a downside about working in Alaska is the historical
precedent in the Cook Inlet. Arnstrong needs to nmake sure that

it can obtain a gas contract and get access to a pipeline that
allows for a reasonable rate of return; wthout that, AOG cannot
move forward in the Cook Inlet. In addition, accessing and
permtting for pipelines and wells has been challenging
historically, he continued, although Arnstrong has been able to
wor k through them By and large, AOG is a big advocate of
Al aska.

M. Kerr, in response to Co-Chair Johnson, said Armstrong Ol &
Gas does not deal with the Federal Energy Regul atory Conmmi ssion
(FERC) very often.

2:15:13 PM

REPRESENTATI VE SEATON asked whether Armstrong would consider
multiple contracts with various communities or would it consider
only one contract with one sole source of exit for its gas.

MR. KERR responded that there are challenges with a split
stream but as long as a reasonable rate of return can be
received then it can be worked out. The issues for AOG would
be: how nuch capital nust be put in, how difficult it is to do
operationally, how nuch can be received for the commodity, and
the cost of producing the commodity. He said this mght be a
better question for the transporter rather than AOG since it is
an issue that would be nore in the transporter's lap than AOG s.
Also of inmportance is having an environnent where one can
continue to do business and where the rules are not changed,
t hus provi di ng consi st ency.

2:17: 20 PM
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REPRESENTATI VE  SEATON inquired whether Arnstrong, as an
i ndependent, would be making its gas sales to the shipper or to
t he purchaser. For exanple, would AOG deal with ENSTAR as the
shi pper or the purchaser, or with the "Marathon-Conoco" plant.

MR. KERR replied that there is not an absolute answer, but AOG s
preference would be to sell to a utility at the well head or at
Anchor Point. There would need to be some certainty as to what
woul d be received for the product. He expl ained that when the
price of commobdities goes up so do the costs because the service
conpanies are always there in that regard. Arnmstrong would need
to set a floor for the price of its comodity, and then if the
price goes up ACG will take the business risk that any uptick in
service costs is mtigated by the uptick in cormmodity price.

2:19: 16 PM

CO CHAI R NEUVMAN asked how Armstrong coordinates efforts with its
peers in Cook Inlet to negotiate firm transportation commtnents
(FTs) with the utility conpani es and ot her buyers of its gas.

MR. KERR said Cook Inlet is a unique business environnment
because it is a captured market in terns of the anount of
production and not being tied to any other pipelines. To date,
AOG is a new player in the Cook Inlet and does not have any
coordination for jointly pursuing a gas contract. He said ACG
has not asked "Marathon" or "Chevron" about piggybacking a gas
contract because of Arnstrong's belief that those two conpanies
woul d want to work their arrangenments on their own.

CO CHAI R NEUVAN commented that conpetition is a good thing. He
surm sed that Arnstrong is basically on its own.

MR. KERR answered correct, AOG has not partnered wth anyone.
He qualified that Arnstrong has three partners wthin the
Northfork Unit that are independent oil and gas conpanies AOG
has done business with in the past. So, they are pursuing it
i ndependently as a group.

CO- CHAIR NEUMAN presuned that Arnmstrong wuld go to the
purchasers of its gas to cone up with a contract.

MR. KERR said correct. For exanple, as the operator of the
Northfork Unit, AOG would go to entities |ike Chugach Electric
Associ ation or ENSTAR to work out a gas contract. Arnstrong has
never contacted "ConocoPhillips" about doing a tandem gas
contract.
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REPRESENTATI VE SEATON inquired whether ENSTAR, a purchaser of
gas wth the Kenai Kachemak Gas  Pipeline, woul d  act
i ndependently as a shipper for gas from AOCG that was contracted
by anot her entity.

MR. KERR presunmed ENSTAR would, but he said he cannot speak
definitively to that.

2:23:53 PM

COCHAIR JOHNSON, in response to Co-Chair Neunan, said he
antici pates having ENSTAR speak to the conmittee in the future
because Cook Inlet gas is inportant.

REPRESENTATI VE SEATON remarked that it was good to have today's
presentation in relation to what effect a bullet line and cheap
gas could have on conpanies that are actively drilling in
[ Sout hcentral ]. No conpanies have cone to say there would be
negative inpacts froma bullet line such as was brought up as a
possi bility by Co-Chair Neuman.

CO- CHAIR JOHNSON said that what he is taking away from today's
presentation is that there could be gas in two years from Cook
I nl et. He discouraged the use of the term "cheap"” gas because
the issue is what the cost would be if there is not any gas.

2:26: 34 PM

ADJ QURNVENT

There being no further business before the commttee, the House
Resources Standing Conmttee nmeeting was adjourned at 2:27 p.m
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