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How the RCA can influence the supply 
d i f C k I land price of Cook Inlet gas 

• Price‐review of utility supply contracts

• Deliverability‐rulings on pipeline applicationsDeliverability rulings on pipeline applications

• Market‐review of gas purchase contracts
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Cook Inlet GeologyCook Inlet Geology
• Of the 8+ TCF of gas reserves found, nearly all were discovered 

while looking for oil on big structural playswhile looking for oil on big structural plays
• Because of historic over‐supply and limited market, there has 

been minimal focused exploration for gas in the Cook Inlet 
Oil d G l i i i h l i k i h l h f• Oil and Gas exploration is inherently risky, with a low chance of 
economic success

• The best chance of success is achieved when numerous geologic 
concepts are tested

• Market certainty, modern high resolution geologic data, and 
non‐volatile pricing are key to meeting economic risk thresholdsnon volatile pricing are key to meeting economic risk thresholds

• In the Cook Inlet, most of the “easy”(inexpensive) gas has been 
found
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Outcrop of Tertiary Non‐Marine Sediments

Roy D. Merritt, DGGS 08/95



Tertiary Reservoir Section

> 25,000 Ft

From Swenson, 2005, courtesy of Arco Alaska



Sand Distribution in a Fluvial System

From Swenson, 1997, courtesy of ConocoPhillips, Chevron, MLP



Cook Inlet Exploration Wells Drilled, 1950 ‐ 2006
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Is there more gas to be found?Is there more gas to be found?
• Yes

Where will it be found?Where will it be found?
►►In existing fieldsIn existing fields►►In existing fieldsIn existing fields

►►In new exploration play typesIn new exploration play types

What are the hurdles?What are the hurdles?
►►Expensive data and drilling costsExpensive data and drilling costs

►►Limited marketLimited market

►►Complicated land accessComplicated land access
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Cook Inlet StratigraphyCook Inlet Stratigraphy



Total Wells Drilled for Gas 2000‐2007Total Wells Drilled for Gas 2000 2007
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Cook Inlet Gas Wells 2000‐2007Cook Inlet Gas Wells 2000 2007
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Cook Inlet Gas Wells 2000‐2007
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Cook Inlet Gas Development Wells 2000Cook Inlet Gas Development Wells 2000‐
2007

• Marathon:  61 wells

• Unocal: 12 wells• Unocal:  12 wells
• Aurora: 6 wells
• Forest: 3 wells• Forest:  3 wells
• Conoco Phillips: 1 well

• Total Gas Development Wells:  83 wells



Cook Inlet Exploration Wells
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AOGCC ‐ Definition of Exploration Well

20 AAC 25.990 (25) “exploratory well” means a 
well drilled to discover or to delineate a pool;well drilled to discover or to delineate a pool;



Cook Inlet Re‐entry & Offset Wells
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Cook Inlet Re entry/Offset Wells 2000Cook Inlet Re‐entry/Offset Wells 2000‐
2007

• Marathon:  4 wells

• Unocal: 2 wells• Unocal:  2 wells
• Aurora: 3 wells
• Forest: 1 wells• Forest:  1 wells
• Conoco Phillips: 1 well

P li Hill 1 ll• Pelican Hill:  1 well
• Storm Cat:  1well

• Total Re-entry/Offset Wells:  13 wells



Cook Inlet True Exploration Wells
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Cook Inlet True Exploration Wells 2000Cook Inlet True Exploration Wells 2000‐
2007

• Unocal:  3 wells
• Aurora: 3 wells• Aurora: 3 wells
• Pelican Hill:  1 well

• Total True Exploration Wells:  7 wells



Existing Cook Inlet Gas StorageExisting Cook Inlet Gas Storage 

• Pretty Creek – Chevron 
– 0.7 BCFY capacityp y

– Lease and permit approved by DNR Sept. 2005

• Kenai Gas Field – Marathon
– 6 BCFY capacity

– Lease and permit approved by DNR May 2006

• Swanson River – Chevron• Swanson River – Chevron
– Federal BLM management

– 1 BCFY capacity



Cook Inlet Geologic Cross SectionCook Inlet Geologic Cross Section



Typical Production String Configuration
Finding gas in Existing Fields
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Cook Inlet Summary of Oil Fields –

• Cosmopolitan Unit – Conoco Phillips (Oil discovered in 1967 by Penzoil)
Currently drilling Hansen 1A L1 delineation well (oil)– Currently drilling Hansen 1A L1 delineation well (oil)

– Hansen #1 well P&Aed, Forest reported successful results, no word from Conoco 
Phillips yet

– Hansen #1A well completed as oil producer, test production was trucked to 
Nikisiki refineryy

• Middle Ground Shoals Field – Unocal & XTO 
– XTO continues operations at two platforms 
– Unocal has ceased operations at this field and placed its two platforms (Dillon 

and Baker) in “lighthouse mode”
• Redoubt Unit – Forest Oil (Oil discovered in 1968 by Pan Am)

– Production began Dec. 9, 2002
– Drilling results indicated field is more complicated than previously thought; 

reserve estimate reduced
W t fl d– Waterflood

– RU#3  well began producing fuel gas on 7/28/2003
• Trading Bay Unit/McArthur River Field – Unocal 

– T.B.U. #K-13 came on production at 7,100 BOPD, highest rate of any well in 
Cook InletCook Inlet

– Chevron refocusing efforts to develop this field
– Plan of Development states drilling of Grayling gas sands in 2007, Tyonek.



Cook Inlet Economic Challenges
Infrastructure & DeliverabilityInfrastructure & Deliverability

Exploration Economics

Will Nebesky, Commercial Analyst



Part 1. Infrastructure Access & UpgradesPart 1. Infrastructure Access & Upgrades

• Infrastructure initially piecemeal, segmented, and 
l iexclusive

– Pipelines built initially to serve specific markets
• Recent examples of liberalization

– CIGGS Common Carriage
– Beluga Bi-directional Flow

• Infrastructure upgrades now underway to address pg y
deliverability

• Goals
– Connect the production & consumption dots with non-Connect the production & consumption dots with non

exclusive access
– To deliver gas when and where its needed from multiple 

sources







Recent Pipeline Access ImprovementsRecent Pipeline Access Improvements

• CIGGS 3rd Party Access  y
– RCA accepted (in June 2007) a settlement agreement that provides for common 

carriage under an agreed tariff rate methodology
– Chevron and Marathon retain the rights to use the remaining capacity  

• Granite Point-Beluga Pipeline Bi-Directional Flow 
– 2006 settlement provides for bi‐directional flow2006 settlement provides for bi directional flow 

– North to south flow in the Beluga line enables increased volumes and 
allows fields north of Granite Point to export gas through CIGGS to 
industrial facilities at Nikiski and or other east‐side marketsindustrial facilities at Nikiski and or other east side markets



Continuing Pipeline/ Infrastructure 
D li bilit IDeliverability Issues

• KNPL/APL Junction interconnect –Upgrade added so KNPL can feed the Enstar line (to Anchorage). CIGGS 
gas can also be fed into the KNPL and into Enstar system Bi-directional flow of the KNPL may be nextgas can also be fed into the KNPL and into Enstar system. Bi directional flow of the KNPL may be next. 

• KNPL/Swanson River– A KNPL-SRPL upgrade will add bi-directional capability in fall 2007, enabling gas flow 
from SR Field into the KNPL. The KNPL-SRPL “Jumper” was originally installed to allow gas to flow from KNPL 
out to SR Field for EOR purposes.  That connection is being modified to allow gas to flow back into the KNPL line  
and then on to the Enstar system starting at Kenai Field to transport storage gas to residential users on peak daysand then on to the Enstar system starting at Kenai Field to transport storage gas to residential users on peak days.

• NCI/CIGGS –ConocoPhillips and Marathon have postponed installation of a coupling meter that would get NCI gas 
into the CIGGS and KNPL lines at the KPL Junction.

8" R l i Th R l Pi li d fl f SWR fi ld i h R l PL d h• 8" Royalty Line – The Royalty Pipeline can accommodate gas flows out of SWR field into the Royalty PL and the 
Enstar system.  But on cold, high usage days, the SRPL capacity exceeds the Royalty PL capacity, creating a 
bottleneck.  Adding compression  to this may be added to boost throughput.   

• CIGGS – Adding compression would allow to flow from east-to-west.

• Other Debottlenecking – Enstar may increase its through-town distribution system pipeline pressures to allow 
East-side gas to flow through Anchorage into MatSu Valley.  



Cook Inlet Gas Usage by Field in 2006Cook Inlet Gas Usage by Field in 2006
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The Deliverability Challenge: Cook Inlet 
Production and Consumption in 2006Production and Consumption in 2006
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Part 2. The Exploration ChallengePart 2. The Exploration Challenge 

• Exploration and Development of Reserves isExploration and Development of Reserves is 
Risky and Costly

• Transparent and Adequate Price Signals are• Transparent and Adequate Price Signals are 
Necessary to Attract Exploration Investment

M k Li idi h bili ll h• Market Liquidity‐the ability to sell the gas you 
find‐is also Necessary for Investment



The Investment Decision ProcessThe Investment Decision Process
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Low Case – No Market ConstraintLow Case No Market Constraint
Enstar Supply Versus Field Production
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Medium Case: 
P d ti C t i d b M k tProduction Constrained by Market

Enstar Supply Versus Field Production
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High Case: 
P d ti C t i d b M k tProduction Constrained by Market

Enstar Supply Versus Field Production
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Liquidity Constraint Effects 
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Expected Monetary ValueExpected Monetary Value
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ConclusionConclusion

• Infrastructure Bottlenecks Affect Deliverability 
& Markets

• Price and Market Access DeterminePrice and Market Access Determine 
Investment Opportunities

• Limited Market Access• Limited Market Access 
– Affects ability to Monetize Investment

A Significant Barrier to Entry– A Significant Barrier to Entry



Incentives to Expand 
Cook Inlet Gas MarketCook Inlet Gas Market

Kurt Gibson,Kurt Gibson, 
Deputy Director DOG



Price MattersPrice Matters

• Transparent price methodologyTransparent price methodology

• Expected price is significant factor in 
investment decisionsinvestment decisions

• Commercial goal of recovering value of 
iinvestment

• Recent and significant cost increases

• Demand destruction and the death spiral



Contract FlexibilityContract Flexibility

• Full requirements not the only optionFull requirements not the only option

• Term variations

d i i• Load variations

• Volume commitments

• Value of different suppliers for varying loads



Gas StorageGas Storage

• Unbundled cost in contractUnbundled cost in contract

• Third party storage?

C bl i• Cost recoverable in contracts

• Impact on exploration incentives?



SummarySummary

• Price‐investment decisions are influenced byPrice investment decisions are influenced by 
expected cost recovery and transparency

• Deliverability current infrastructure has• Deliverability‐current infrastructure has 
bottlenecks that inhibit efficient gas sales

M k l f ll i• Market‐long term full requirements contracts 
may limit players in the market and ultimately 
li i ili ilimit utility options


