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Aurora says that it will use its AWS No. 1 drilling rig to re-enter
the Cohoe No. 1 well to test for natural gas.

Rolling with the rollback
Alberta royalty reduction starts to show up in corporate bottom lines, drilling

By GARY PARK
For Petroleum News

The jury is not quite done with its work, but the
early verdict is a happy one all-round.

It shapes up like a win-win for the Alberta gov-
ernment and the petroleum industry as the trickle-
down from the province’s latest attempt to get its
royalty changes sorted out starts to show up in cor-
porate bottom lines as well as upstream activity.

Consider one company — PetroBakken. The net
value of its Alberta wells has been raised by C$1
million apiece, enough, according to analysts, to
pay for about half of the company’s recent C$1 bil-
lion buying binge.

The reduction in Alberta royalties has also
allowed Vero Energy to pump the value of its wells

by C$937,500 each, or an increase of 20-30 per-
cent, while junior E&P Anderson Energy is selling
off its surplus drilling incentives.

Drilling up
Of more direct importance to the government,

the number of drilling rigs at work in Western
Canada — where Alberta dominates activity — is
378 compared with 157 at the same time last year.
In Alberta, the active rig count has soared to 242
from 84. 

Don Herring, president of the Canadian
Association of Oilwell Drilling Contractors, said
the numbers are approaching a level his sector is
much happier with.

see ROLLBACK page 15

Seeking opportunities
DGGS-led team continues multiyear investigation of Cook Inlet petroleum geology

By ALAN BAILEY
Petroleum News

Dwindling oil production, tightening product
deliverability and an aging infrastructure are

normally the hallmarks of a mature oil and gas
province. But Alaska’s Cook Inlet basin, despite its
collection of aging oil and gas fields, remains in
many geologists’ eyes relatively underexplored, espe-
cially given the sparse distribution of exploration
wells in the region.

So, as residents of Southcentral Alaska become
increasingly jittery about ever tightening natural gas
supplies for power generation and heating, and as
Southcentral Alaska’s main oil refinery at Nikiski on
the Kenai Peninsula has to import more and more of
its feedstock, are there still significant oil and gas

resources to be found in the region? Or is the end in
sight for the basin that triggered Alaska’s first major
oil and gas production, before the discovery of oil on
the North Slope?

A team of geoscientists led by Alaska’s Division of
Geological and Geophysical Surveys, in a spirit of
optimism about the continuing potential of the Cook
Inlet basin, has been engaged in a multiyear project
investigating the petroleum geology of the region and

And, in parallel with the DGGS work, the
U.S. Geological Survey plans to conduct a
new oil and gas assessment of the Cook

Inlet basin in early 2011.

see COOK INLET GEOLOGY page 15

Looking at Cohoe: Aurora wants
to test old Kasilof well for gas

Faced with the pending expiry of some
state leases southwest of Soldotna on
Alaska’s Kenai Peninsula, Aurora Gas has
filed paperwork with Alaska’s Division of
Oil and Gas to re-enter the Cohoe No. 1
well, to test for natural gas.

The company is negotiating with the
Alaska Department of Natural Resources
over possible unitization of the leases,
which expire on Sept. 30, Aurora Gas
President Scott Pfoff told Petroleum News
Aug. 18. The unitization agreement would include a commitment
to shoot some 3-D seismic in the leases, Pfoff said.

But Aurora has filed the drilling paperwork in case the uniti-
zation deal falls through.

DOT&PF studies compressed 
natural gas to power state’s fleet

The Department of Transportation and Public Facilities is
studying whether Alaska would benefit economically and envi-
ronmentally by using natural gas instead of crude oil products
like diesel and gasoline to fuel the more than 7,500 vehicles
owned by the state.

The Division of Statewide Equipment Fleet plans to spend up
to $65,000 on a study, due by the end of the year, which could
lead to a compressed natural gas pilot program. 

Like the name suggests, compressed natural gas, or CNG, is
highly pressurized methane, reduced to a fraction of its original
volume and store in special pressurized containers.

CNG can be used as a transportation fuel in special engines.
The Alaska Sustainable Energy Act, also known as Senate

Bill 220, an energy policy bill passed earlier this year, mandated
the study. The legislation described fleet conversion as a possible
short-term solution for rising energy costs in Alaska, and paired
it with a policy for the state to consider long-term energy costs

SCOTT PFOFF

see COHOE WELL page 14

see CNG page 14

Jet fuel due from Japan
Cosmo Oil to supply Anchorage air cargo hub with up to 300,000 bbl monthly

By WESLEY LOY
For Petroleum News

A Japanese oil refiner is seeking permission to
bring jet fuel by tanker into the Port of

Anchorage, a move that could help cure what has
been a costly problem for the air cargo industry.

Cosmo Oil of USA Inc., a Torrance, Calif.,
affiliate of Tokyo-based Cosmo Oil Co. Ltd., on
July 10 applied to the Alaska Department of
Environmental Conservation for an oil discharge
prevention and contingency plan, or C-plan.

Oil and fuel shippers are required to have a
highly detailed plan for responding to spills before
they can operate in state waters.

If Cosmo’s plan is approved, it will be the sec-

ond fuel provider to recently obtain permission to
ship jet fuel through Cook Inlet to the Port of
Anchorage.

On July 30, DEC officials approved a C-plan
amendment to allow Anchorage-headquartered
Delta Western Inc. to bring tank vessels into Cook
Inlet. Delta Western is a major distributor of fuel
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The big jet fuel producer is Flint Hills,
which sends its output by train to
Anchorage. Flint Hills production,
however, has been irregular as the

company struggles to make the plant
economic.

see COSMO OIL page 13
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A laska officials are giving Escopetaone more chance at the KitchenLights unit.
In a decision released July 19, theDivision of Oil and Gas chose to put theoffshore Cook Inlet unit in default, ratherthan terminate it. Unit operator Escopetafailed to meet two work commitments itagreed to in 2009 after meeting several previouscommitments. 

The state gave Escopeta three tasks to completein order to keep Kitchen Lights.
First, the Houston-based independent must givethe state a $4 million security deposit in the next

90 days. The deposit represents the esti-mated final payment Escopeta wouldneed to make in order to mobilize a jack-up rig on a heavy lift vessel bound forAlaska.
The state would return that deposit intime for Escopeta to make that payment.Second, Escopeta must have that righeaded to Alaska by the end of February.Third, the company must drill an explo-ration well at Kitchen Lights by the endof September 2011.

If Escopeta fails any of those tasks, the unitwould automatically terminate.
Under a plan of exploration for Kitchen Lightsapproved in early 2009, Escopeta agreed to have
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Battle for hearts and minds over
Alberta’s oil sands gathers steam

The July issue of North of 60 Mining News is enclosed

SHANE LASLEY PHOTO

Tourists try their hand at gold panning in the shadows ofthe Pedro Dredge, which recovered about 55,000 ouncesof gold from Chicken Creek between 1959 and 1967. Thisseason Full Metal Minerals Ltd. launched the RollingThunder Project, a claim-staking and exploration initia-tive that seeks the lode source of more than 500,000ounces of placer gold recovered from this historic miningregion near the Alaska-Yukon border. Page 5. A special supplement to Petroleum News
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21 Geoscientists map Canada’s ArcticC$100M federal program aims to fill geological knowledge gap in Nunavut
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Chukchi Sea on holdFederal judge bars lease activity pending lease sale EIS partial rework
By ALAN BAILEY
Petroleum News

A judge in the U.S. District Court for Alaskahas put a hold on activities stemming fromthe 2008 U.S. Minerals Management ServiceChukchi Sea lease sale in which oil companiespaid out $2.6 billion in bonus bids. Shell andConocoPhillips plan to drill in the Chukchi Sea inleases purchased in the sale.
The court order came on July 21 as a conse-quence of a January 2008 appeal against the leasesale by the Native Village of Point Hope, theInupiat Community of the Arctic Slope and 12environmental organizations. In the order JudgeRalph Beistline said that MMS had acted in anarbitrary manner in preparing the environmental

impact statement for the lease sale by not consid-ering the potential environmental impact of off-shore natural gas development (as distinct from oildevelopment), by not determining whether envi-ronmental information missing from the EIS wasrelevant or essential for consideration and by fail-ing to present an assessment of the cost or diffi-culty of obtaining the missing information.

“We are still analyzing the potentialimpact of the ruling and how it mightimpact our 2010 planned operations aswell as our aspirations to drill in 2011.”
—Shell spokesman Curtis Smith

BP retains Prudhoe Bay
Company’s $7B deal with Apache Corp. doesn’t include any Alaska properties

By WESLEY LOY
For Petroleum News

A purported deal whereby troubled BP wouldsell perhaps half its stake in Alaska’s hugePrudhoe Bay oil field to Apache Corp. apparentlyhas crumbled.
The two firms did announce a major transactionon July 20, but none of the properties involved arein Alaska.
The idea that BP would sell part of Prudhoe hadbeen the subject of more than a week of trans-Atlantic media hype, starting with a July 11 articlein the Sunday Times of London, where BP isbased.

According to news reports based on unnamed

sources, BP was to sell Alaska assets for up to $12billion, with the proceeds to cover the huge liabili-ties BP faces for the Deepwater Horizon catastro-phe in the Gulf of Mexico.
In the end, BP and Apache announced a $7 bil-lion deal in which Houston-based Apache will pickup BP’s Permian basin assets in west Texas andsoutheastern New Mexico, its western Canadaupstream gas assets, and business and explorationconcessions in Egypt.

Company statements
The deal followed BP’s announcement in Junethat it planned up to $10 billion in divestments toraise cash for the company.

Still in the Kitchen
DO&G gives Escopeta another chance to drill a well at Kitchen Lights

DANNY DAVIS

Apache acquires BP’s WesternCanada natural gas operationsin Alberta, British Columbia
By rounding up embattled BP’s natural gas operations inWestern Canada, Apache has strengthened its role as one ofCanada’s largest gas producers at a time when it is at the fore-front of plans to open up markets in Asia for gas from BritishColumbia and Alberta.

The big Houston-based independent will pay US$3.25 bil-lion for the Canadian properties, which are concentrated inthe Montney and unconventional gas plays of Alberta andnortheastern British Columbia, boosting its overall Canadianoutput by 13 percent and its gas by 66 percent. 

TAPS a Gulf spill in making? Cade,Donkel hire former Exxon exec
BP OWNS THE LARGEST SHARE ofthe trans-Alaska oil pipeline. BP officialshave often held top positions at AlyeskaPipeline Service Co., which operates the800-mile pipeline. BP is facing increasingscrutiny for the way it manages its infra-structure and facilities. Therefore …That “therefore” came up during arecent hearing before a U.S. House ofRepresentatives subcommittee, one ofthree on the topic of “The Safety ofHazardous Liquid Pipelines.” 

The July 15 hearing before the Subcommittee on

see APACHE DEAL page 18

see COURT ORDER page 24

see KITCHEN LIGHTS page 23

see BP PROPERTIES page 22

see INSIDER page 20
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Canadian Senate opposes offshore ban
By GARY PARK

For Petroleum News

There is no need to ban drilling in Canadian coastal
waters, given that current legislation and the regula-

tory regime is “among the most stringent and innovative in
the world,” the Canadian Senate’s energy, environment and
natural resources committee said Aug. 18.

Wrapping up six weeks of public hearings in the after-
math of BP’s Macondo well blowout, the bipartisan com-
mittee rejected calls for a moratorium in the Atlantic
region, where Chevron Canada is drilling its Lona O-55
well in 8,500 feet of water in Newfoundland’s Orphan
basin. It saw no reason why a calamity on the scale of the
Gulf of Mexico spill could occur in Canada. 

Chevron started drilling the Lona well on May 9, bare-
ly three weeks after the explosion on BP’s Deepwater
Horizon rig.

“The offshore industry is a very risky one and a highly
costly one and to interrupt and stop an operation just
because of possible fears isn’t necessarily a wise course of

action,” said committee Chairman Sen. David Angus.
He said the committee was satisfied that “the regulato-

ry regime in Canada, both provincial and federal, is a good
one,” based on evidence it heard from 26 witnesses, includ-
ing regulatory experts and industry executives. 

Sen. Grant Mitchell, a Liberal from Alberta, said the
committee sought a balance between economic and envi-
ronmental concerns.

He said the report emphasized the huge financial bene-
fits that flow to Canada from allowing companies to
explore and develop the offshore.

The committee did not examine the Arctic, which is
under a comprehensive review by the National Energy
Board, including the need for relief wells to be drilled in the
same season as a blowout, or British Columbia’s offshore,
which is off limits to oil and gas exploration because of a
post-Exxon Valdez moratorium. 

Water deeper at Lona
Chevron’s Lona well, which is being drilled in water

much deeper than the Macondo well, is being conducted

“under very careful supervisions. … We found no need or
any justification or any evidence which would lead us to
recommend that the operation be stopped,” Angus said.

The committee recommended: 
• Exploring in greater detail the structure and role of

Canada’s offshore petroleum boards (in Newfoundland and
Nova Scotia) to determine whether there might be a mate-
rial conflict between the boards’ roles as promoters of
development and environmental stewards;

• Greater collaboration between all those responsible for
responding to an oil spill in developing, preparing and
practicing in advance of an event;

• A comprehensive review of liability issues, including
whether the thresholds should be adjusted to reflect current
economic realities; and

• A thorough discussion by regulators and industry
respecting whether and under what circumstances relief
wells should be ordered. �

Contact Gary Park through publisher@petroleumnews.com
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AOGCC takes over Cook Inlet UCG wells
Wells deeper than 500 feet in two onshore areas where encounters with oil, gas likely now must have commission drilling permits

By KRISTEN NELSON
Petroleum News

The Alaska Oil and Gas Conservation Commission is
asserting authority over wells drilled to depths greater

than 500 feet in specified onshore areas of Cook Inlet. 
At issue here are wells drilled to explore coal, which are

permitted by the Department of Natural Resources, not by
AOGCC. Last fall the commission asserted authority over
geothermal wells in specific areas where there was the
potential to encounter unexpected hydrocarbons. This
spring the Alaska Legislature turned authority for geother-
mal drilling over to the commission. 

The commission said in Conservation Order No. 631,
dated Aug. 9, and aimed at underground coal gasification
exploration wells, that wells drilled in specified areas of the
Kenai Peninsula and the Matanuska-Susitna boroughs are
“likely to have unexpected encounters of oil, gas or other
hazardous substances,” citing instances of blowouts or well
control issues in shallow wells drilled in the area. 

In a summary of its findings the commission said the
onshore northwest Cook Inlet area “is known to be under-
lain by laterally extensive coal deposits” beginning near the
surface. 

“Increasing interest in unconventional energy sources
including Underground Coal Gasification will likely result
in exploratory drilling projects to assess the coal resource
in the NW Cook Inlet area,” the commission said. 

There are multiple biogenically sourced natural gas
fields in the northwest Cook Inlet area and throughout the
basin and drilling records throughout the area “have estab-

lished that natural gas can be encountered at shallow
depth,” with multiple natural gas fields developed on the
west side of Cook Inlet in the townships and ranges
designed for regulation. 

Well control problems
The commission said its records indicate that at least

three wells in the area have experienced well control prob-
lems while drilling at depths of about 1,500 feet or less,
specifically the Moquawkie No. 1 (drilled in 1965,) which
encountered shallow gas and experienced a blowout and
fire while drilling at about 1,525 feet; the Moquawkie No.
4 (drilled in 2008) which experienced a blowout while
drilling at about 900 feet; and the CC-4C-10 (drilled in
2010,) which encountered shallow gas and experienced a
kick while drilling at about 1,320 feet. 

The commission said it has no records indicating well
control problems in the area at depths shallower than 500
feet. 

According to a transcript of the commission’s July 27
hearing on this issue, Art Saltmarsh, senior petroleum geol-
ogist at the commission, said the blowouts at the
Moquawkie wells were controlled with heavy drilling
muds — in the case of the Moquawkie No. 1 after the fire,
which extensively damaged the rig, was put out. He said
that in both of these cases it appeared the drilling fluid used
initially wasn’t sufficient to overbalance formation pres-
sures. 

The well drilled this year, the CC-4C-10, was one of
five wells drilled by Cook Inlet Region Inc. in the vicinity
of Forcenergy’s 1998 Coffee Creek No. 1 well. Saltmarsh

said that when Coffee Creek was drilled, the operator had
to use mud weights in excess of 10 pounds per gallon while
drilling at some 800 feet and more than 10.6 pounds per
gallon while drilling at approximately 2,600 feet to sup-
press and contain formation gases encountered while
drilling. 

CIRI encountered shallow gas while drilling the CC-
4C-10 well at about 1,320 feet and some 2,000 gallons of
brackish drilling fluid was ejected from the wellbore. The
blowout preventers were closed and the well was brought
under control with heavier drilling mud and then cement-
ed. 

AOGCC worked with DNR
Underground coal gasification falls under the regulato-

ry control of the coal regulatory group at DNR which
issues permits for surface coal exploration and extraction. 

Saltmarsh said that because of the high likelihood of
encountering gas in the CIRI wells, senior AOGCC staff
had worked with the coal regulatory group at DNR to
ensure that proper blowout prevention equipment and suf-
ficiently heavy drilling muds were used in the project. 

Commissioner John Norman said at the hearing that
under state statute the commission can exercise its author-
ity to regulate drilling on nonconventional energy projects
— the commission has statutory authority to regulate oil
and gas drilling — if it finds that unexpected encounters
with oil, gas or other hazardous substances is likely in a
designated area. �

Contact Kristen Nelson at knelson@petroleumnews.com



By ERIC LIDJI
For Petroleum News

As Chugach Electric Association gets
ready to build a roughly $300 million

power plant, the cooperative wants to know
it will be able to recoup its expenses on the
project.

The largest electric utility in Alaska is
asking state regulators for a sign that some
of the costs of its Southcentral Power Project
can someday be passed on to ratepayers.
Chugach said the assurance will help it
secure better financing, leading to lower
interest rates that would ultimately save
ratepayers between $1 million to $2 million
each year. 

Chugach said it is not, however, asking to
actually change its rates at this time.

Instead, Chugach wants the Regulatory
Commission of Alaska to reiterate its sup-

port for the project and to assure potential
investors that nearly $200 million in
Chugach contracts can be included in elec-
tricity rates after the plant in brought into
service around 2013.

While RCA sets electricity rates in the
state, it doesn’t have the authority to sign off
on infrastructure projects, calling those
“management decisions.” That said, in 2008,
when the question of whether Chugach
should build a new power plant came up
during a rate case, RCA found that Chugach
reached its decision after “extensive analy-
sis.”

At the time, Chugach was deciding
between repairing Beluga 8, an aging facili-
ty in its portfolio, or building a new power
plant. After commissioning several studies,
Chugach decided that the fuel savings alone
would justify the added cost of a new power
plant.

CEA wants reaffirmation
Chugach believed RCA’s vote of confi-

dence would be enough to assure lenders the
project was prudent. Chugach maintained
that belief even as credit markets tightened
in late 2008, but recently decided it needs
reaffirmation to get the best deal.

“After some initial reluctance by a poten-
tial lender, Chugach was still convinced that
after credit markets settled, it could proceed
without a prior prudency review,” Michael
Cunningham, chief financial officer for
Chugach, told RCA. “However, Chugach
has concluded that the least cost financing
will be obtained if it first obtains a determi-
nation of prudence and assurance of cost
recovery as proposed in the accompanying
petition.”

The idea of regulators signaling their
intentions to potential investors is not new,
according to Karl McDermott, a utility con-
sultant hired by Chugach to review the case.

In testimony filed alongside Chugach’s
request, McDermott said regulators in the
Lower 48 have been using similar tactics for
more than 30 years, anytime generation is
added.

The general idea is to make utilities study
the available options before building a new
project and then to use those studies to get a
nod from regulators before construction
begins. The process doesn’t stand in for a
review of costs later on, McDermott said.

New facilities rare in Alaska
But new generation facilities are rare in

Alaska. RCA asked Chugach to look for
precedent, where state regulators guaranteed
cost recovery in advance. It also asked
Chugach to consider the precedent that
might be set by making those guarantees
now.

Chugach is looking to restructure its debt
in October and wants RCA to rule by mid-
September. RCA, which isn’t statutorily
required to rule until Dec. 27, is skeptical of
that timeline, but suggested it could be per-
suaded if Chugach details an expedited
review.

Chugach and Municipal Light & Power

will jointly own the power plant. Chugach
will manage the facility and own 70 percent
of it, while ML&P will own the remainder. 

The power plant will produce about 183
megawatts from three natural gas fired tur-
bines. Chugach signed three contracts for
the power plant this year worth $197 million
and told RCA it is only currently looking for
guidance on that $197 million.

Several parties in case
The case has attracted the attention of

many players in Southcentral.
Alpine Energy and Tiqun Energy, two

independent power companies, joined the
case, concerned about how the outcome
might impact proposed power projects in the
region.

Homer Electric Association, the second-
largest wholesale customer of Chugach elec-
tricity, also joined the case, saying it wel-
comed an RCA review as a way to inde-
pendently verify whether Chugach did its
due diligence in deciding to build the plant.

“HEA is aware that the new generating
units on the market are more efficient and
the selection of more efficient units would
appear to be an acceptable option,” the com-
pany wrote. “However, while HEA is sup-
portive of Chugach’s planning process, it is
not in a position to verify that the contract-
ing process or the resulting pricing were pru-
dent.”

HEA chose not to renew its contract with
Chugach beyond the end of 2013.

ML&P also joined the case, at the
request of RCA.

“While ML&P and Chugach are co-own-
ers of the SPP project, their interests may
differ in some respects and there is no assur-
ance that Chugach, the only current party to
this docket, will fully represent ML&P’s
interest,” the municipal utility wrote in fil-
ings.

The Public Advocate, a section of the
state Attorney General’s office, is also join-
ing the case. �
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By ERIC LIDJI
For Petroleum News

State regulators are consolidating eight
cases on trans-Alaska oil pipeline

shipping rates.
In a bid to simplify what is becoming

an increasingly complicated situation, the
Regulatory Commission of Alaska agreed
to fold a series of rate increases requested
by the owners of the pipeline in 2009 into
a previously consolidated series from
2008.

The owners and several third parties,
including the state, proposed the consoli-
dation idea in January. The move allows
the state and third parties that asked to be
part of individual cases to participate in
the larger rate case. The owners and the
third parties, however, did not reach a
decision about what information should
be kept confidential during hearings.
RCA plans to issue a decision on that mat-
ter in a future ruling.

The owners of the pipeline also said
they intend to ask RCA and the Federal
Energy Regulatory Commission to hold a
concurrent hearing to decide whether
costs associated with a major upgrade
project on the pipeline should be included
in shipping rates.

FERC regulates shipping rates on oil
bound for markets outside of Alaska.

Transportation subsidiaries of BP,
ConocoPhillips, ExxonMobil, Chevron
and Koch each own an undivided stake in
the 800-mile pipeline that goes from
Prudhoe Bay to Valdez.

Nine cases in 20 months
While shipping rates are always a

major regulatory issue for the pipeline
owners, the past three years have brought
an increasingly complicated tone to the
usual proceedings.

Until 2008, the five companies that
own stakes in the pipeline asked for rate
increases using a methodology struck
down in a landmark court ruling in 2002. 

Every year, RCA in turn rejected those
requests.

Starting in 2008, however, the compa-
nies began using the new methodology,
saying that declining throughput and
increasing operating costs justified higher
shipping rates.

That year, four of the five owners
asked the commission for permission to
increase shipping rates on oil bound for
Alaska markets by 57 percent. BP did not
ask for a rate increase.

RCA approved those increases on a
temporary basis while it looked into
whether the increases should be set in

place permanently. But In 2009, before
RCA reached a decision, the four owners
asked for an additional 29 percent
increase. RCA also approved those
increases on a temporary basis, creating
eight similar rate cases.

The commission previously consoli-
dated the four 2008 cases into one docket.
The new order consolidates the 2009
cases into the 2008 case, making one
docket for all eight cases. 

ConocoPhillips recently requested a
third rate increase. RCA has not decided
whether or not to allow those new rates to
go into effect on a temporary basis.

A big SR question mark
One of the big points of debate in the

rate cases is whether and how the owners
should be allowed to include the costs
from Strategic Reconfiguration in ship-
ping rates.

The Strategic Reconfiguration project
is a major upgrade to the pipeline and the
pump stations along it that has been late
and over budget. The state and several
third parties don’t believe the full cost of
the program should be included in the
rates paid by shippers. 

RCA previously held off on setting
hearings about the rate cases while it wait-
ed for FERC to set a timetable to deal with
the Strategic Reconfiguration question. 

The parties originally proposed the
idea of phasing the rate cases, letting RCA
consider everything not connected to
Strategic Reconfiguration now while it
waits for FERC to look at the Strategic

Reconfiguration question. Now, though,
the parties are proposing a concurrent
hearing where state and federal regulators
can hear the issues.

While the same companies that own
the pipeline also own much of the oil mov-
ing through it, shipping rates impact other
companies like independent North Slope
producers and third-party refiners, and the
state, which gets smaller royalties when
shipping rates go up because royalties are
calculated after tariffs have been paid. �
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Even under the most optimistic forecasts, the U.S. will still depend 
on oil and natural gas for almost 65% of its domestic energy 
consumption in 2025.

We are currently importing 58% of our oil, much of it from regions of question-
able stability and regimes not always friendly to the U.S.

Prudhoe Bay was initially estimated to hold 9.6 billion barrels of oil. So far, Prud-
hoe Bay has produced over 15.9 billion barrels of oil.

Alaska believes predictability is a good thing. That’s why we hold annual lease 
sales for areas with known petroleum potential. And when our lease sales 
take place, the environmental challenges of potential oil and gas development 
have already been assessed. 
That way, you know before bidding on tracts what environmental issues you 
are likely to encounter, and what measures are required for exploration and 
development. 
So once your lease is issued, you are ready to start the environmental 
permitting process. 

Alaska has many natural resources,
and a constitutional mandate 
to develop them responsibly.

So we plan ahead.

Alaska: We’re Open For Business!
Division of Oil and Gas
550 West 7th Avenue, Suite 1100
Anchorage, Alaska 99501-3560
tel: 907-269-8800
http://www.dog.dnr.state.ak.us/oil/
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RCA agrees to consolidate rate cases
Regulators fold four 2009 rate cases into previously consolidated 2008 rate cases; parties proposing concurrent FERC-RCA hearing

ConocoPhillips recently requested
a third rate increase. RCA has not

decided whether or not to allow
those new rates to go into effect on

a temporary basis.

The commission previously
consolidated the four 2008 cases
into one docket. The new order
consolidates the 2009 cases into

the 2008 case, making one docket
for all eight cases. 

Contact Eric Lidji 
at ericlidji@mac.com

http://www.tomco.ca
http://www.dog.dnr.state.ak.us/oil
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GOVERNMENT
Talisman Energy eager to pay up

Talisman Energy has lost its patience with New York state lawmakers, telling
them to copy Pennsylvania and impose higher regulatory fees to open the way for
development of the state’s portion of the Marcellus shale gas deposit.

Otherwise, the Canadian-based independent is faced with a drilling moratorium
that will extend to at least next May, while the environmental impacts of shale gas
production are examined.

Mark Scheuerman, Talisman’s director of governmental affairs in the United
States, told a conference call that New York should follow the example of
Pennsylvania which hiked drilling permits by $4,000 per well from $100 to bolster
its regulatory system.

The alternative for New York is to miss out on a potential windfall, he said, not-
ing that Talisman’s 13 wells in Pennsylvania will pump $12 million into government
coffers.

“We’re not saying we need to trade the economic equation for any unreasonable
risk as far as impact at the surface or to other environmental locations,” Scheuerman
said.

If the state raises its fees, the Department of Environmental Protection would
have the “wherewithal to turn around permits in a commercially acceptable time-
frame that we need as a business, but, even more importantly, to exercise their prime
directive to being solid environmental stewards,” he said.

Local water use an issue
The arm wrestling between Talisman and the state mirrors the battle over the use

of local water resources for the drilling and hydraulic fracturing techniques needed
to exploit shale gas deposits.

Talisman is spending $1 billion this year to develop its Marcellus holdings, all of
it in Pennsylvania, and is now producing 190 million cubic feet per day, aiming for
300 million cubic feet per day by year’s end. 

The U.S. Environmental Protection Agency is studying the effects of shale devel-
opment on water sources, triggering a series of angry public hearings, including the
postponement of one session in Syracuse when faced with security concerns.

Brad Gill, executive director of the Independent Oil and Gas Association of New
York, said there has not been one documented case of hydraulic fracturing contam-
inating ground water.

Rachel Richler, chairwoman of the Sierra Club’s shale gas task force in New York
state, challenged that claim, saying there is ample circumstantial evidence of con-
tamination, but she conceded the fact that tests have not been done before drilling
makes it difficult to draw an absolute conclusion on the source of pollution.

—GARY PARK 
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Oil sands toxins 
get airing in report

By GARY PARK
For Petroleum News

It’s one of those “on the one hand on the
other hand” debates.
In the four years from 2006 to 2009,

volumes of arsenic and lead produced and
deposited in tailings ponds at Canada’s oil
sands rose by 26 percent. Quantities of
some other substances rose even faster.

But the unpleasant, often toxic byprod-
ucts of bitumen extraction accounted for
only 10 percent of the total tailings and
waste rock reported to the federal govern-
ment.

The information was contained in the
2009 National Pollutant Release
Inventory published by Environment
Canada and covering all mining opera-
tions from bitumen to minerals.

David Collyer, president of the
Canadian Association of Petroleum
Producers, said the oil and gas industry is
just one of the sectors that makes an
impact.

“Transparency and reporting processes
like the NPRI are essential to understand-
ing industrial contaminants and balancing
our need for environmental protection,
economic growth and secure reliable sup-
ply of resources,” he said.

In defense of his industry’s efforts to
improve its tailings pond performance,
Collyer said more than C$1 billion will be
spent over the next year on research and
upgrades to reduce tailings inventories
and speed up reclamation of the land,
starting with Suncor Energy’s first pond. 

Tailings from oil sands
Tailings substances reported to

Environment Canada originate in oil
sands ore (clay, sands, water and bitumen)
or are the results of processing to improve
bitumen recovery.

They are contained in ponds to allow
sand and clay to settle, with clarified
water from the ponds being recycled,
which covers 80-90 percent of the water
used to extract oil from the oil sands, thus
reducing the demand for fresh water.

On the flip side, the mining operators
— Suncor, Syncrude Canada, Royal
Dutch Shell and Canadian Natural
Resources — released 70,658 metric tons
of volatile organic compounds into the
atmosphere last year, and 111,661 metric

tons of sulfur dioxide, a leading contribu-
tor to acid rain. 

The tally includes 322 metric tons of
arsenic, 651 metric tons of lead and meas-
urable volumes of mercury, chromium,
vanadium, hydrogen sulfide and cadmi-
um.

The latest numbers in the NPRI
tracked 85 mining facilities, with metal
ore mines delivering the worst results,
generating 54 percent of tailings and
waste rock, followed by iron ore mines at
25 percent. Other mines, including dia-
mond, asbestos and phosphate, generated
5 percent.

Dangerous substances
But oil sands operations were pinned

with contributing the bulk of several dan-
gerous substances, which are blamed for
tumors of the lung, skin and bladder;
some are carcinogens.

Justin Duncan, an attorney with
Ecojustice, which spearheaded a 2007
court case that forced Environment
Canada to release the NPRI data, said that
if one of the tailings ponds broke its
banks, thousands of pounds of heavy met-
als would pose a “catastrophic risk” to the
Athabasca River, the region’s main water
system.

Simon Dyer, oil sands program direc-
tor for the Alberta-based Pembina
Institute, told the Globe and Mail it is
essential for more information to be made
available and permit a “meaningful dis-
cussion about the unacceptable risk of
these tailings ponds.”

The four mining operators are current-
ly developing new tailings technologies,
while universities and agencies are
researching new methods to accelerate
the separation of water and silts, enabling
faster recycling of water and faster
returns of tailings areas to productive
landscapes. �

But the unpleasant, often toxic
byproducts of bitumen extraction
accounted for only 10 percent of
the total tailings and waste rock

reported to the federal
government.

Contact Gary Park through 
publisher@petroleumnews.com

http://www.alutiiq.com/


By ALAN BAILEY
Petroleum News

Sen. Lisa Murkowski, in a speech to the
World Trade Center Alaska on Aug. 17,

blasted the federal government for what she
characterized as overreach in applying leg-
islation and regulations that limit Alaska’s
ability to develop its natural resources.

Reflecting on the
tragic passing of for-
mer Sen. Ted Stevens,
Murkowski said that
resource develop-
ment had been one of
the central pillars of
Stevens’ vision of
Alaska’s future. 

“He understood,
perhaps better than
anyone else, that our
ability to develop a ‘climate for investmen-
t’ starts and ends with our ability to develop
our natural resources,” Murkowski said in
remarks prepared for her speech. “This
(resource) abundance accounts for a huge
share of the jobs in our state, and the vast
majority of revenues for our state govern-
ment.”

Off limits
But the cumulative effect of new rules

and regulations from government agencies,
and new legislation working its way through
Congress, are placing more and more
Alaska resources off limits, she said, citing
examples such as the U.S. Environmental
Protection Agency’s re-opening of a chal-
lenge to a permit for the Kensington gold
mine in Southeast Alaska, after a U.S.
Supreme Court ruling upholding the validi-
ty of the permit.

In terms of the oil industry, an adminis-
trative decision to declare the Colville River
as an “aquatic resource of national impor-
tance” and to subsequently prohibit the con-
struction of a river bridge has thrown great
uncertainty over the possibility of develop-
ing new oil resources in the National
Petroleum Reserve-Alaska, Murkowski
said. Murkowski also expressed strong con-
cern that a recently announced intent by the
U.S. Department of the Interior to develop a
new NPR-A management plan could signal
more areas of the reserve being excluded
from oil development.

“If a company can’t explore for oil in a
national petroleum reserve during this
administration, even after paying huge
amounts of money for leases and spending
years to work through the development
process, then we can’t honestly expect a
rational approach to any oil and gas devel-
opment,” Murkowski said.

And Murkowski accused the administra-
tion of having a hidden agenda to restrict
access to NPR-A in order to prevent the
eventual construction of a pipeline from the
Chukchi Sea across to the central North
Slope, thereby throttling the possibility of
development in a new high-potential
Chukchi Sea oil province.

Drilling moratorium
Murkowski proceeded to accuse the

administration of stifling Chukchi Sea
development by imposing an Arctic outer
continental shelf drilling moratorium in
response to the Gulf of Mexico oil spill.

“Not wanting to let a crisis go to waste,
the administration has also used the
Deepwater Horizon tragedy to justify some-
thing else it wanted to do: cancel explorato-
ry drilling 5,000 miles away, and in only

150 feet of water, in the very shallow seas
off Alaska’s north coast,” Murkowski said.

In fact, the president has been giving
speeches about the depletion of U.S.
onshore and shallow-water oil fields while
also taking two of the country’s most prom-
ising oil provinces — the Chukchi Sea and
NPR-A — off the table, Murkowski said.

And rather than considering compro-
mise options for the development of oil
from the Arctic National Wildlife Refuge
1002 area, the administration and Congress
are setting the stage for designating the
1002 area as permanent wilderness, she
said. A compromise proposal involving
directional drilling into refuge resources
from land outside the refuge met with
“knee-jerk opposition,” she said.

45 billion barrels
Taken together, the Chukchi Sea, NPR-

A and the ANWR 1002 area could hold 45
billion barrels of undiscovered oil, enough

oil to cut U.S. oil imports by half over the
next 20 years, Murkowski said.

“The next time you hear someone say
that the United States has 3 percent of the
world’s oil reserves but consumes 20 per-
cent of its production, remember that
Alaska’s resources are purposely being
left out of that calculation,” Murkowski
said.

It is also critically important to develop
enough new Arctic Alaska oil resources to
keep the trans-Alaska oil pipeline in oper-
ation, to prevent the future stranding of
Arctic oil.

“If we continue to let the supply in this
line diminish, operational issues will crop

up within a decade and it could be shut
down entirely,” Murkowski said.

It is necessary to reverse the course
that the administration has set for Alaska
because resource development is the prin-
cipal driver of Alaska’s growth and pros-
perity, Murkowski re-iterated.

“We can use our resources to create
prosperity and develop a strong economy
while still protecting our lands, our her-
itage, our wildlife and our environment.
We can build that climate for investment,”
Murkowski said. �
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Murkowski slams Obama administration
Says that new legislation and federal regulations show that government sees Alaska natural resource development as a problem

“Not wanting to let a crisis go to waste, the administration has also
used the Deepwater Horizon tragedy to justify something else it wanted
to do: cancel exploratory drilling 5,000 miles away, and in only 150 feet

of water, in the very shallow seas off Alaska’s north coast.” 
—Sen. Lisa Murkowski, R-Alaska

SEN. LISA MURKOWSKI

Contact Alan Bailey 
at abailey@petroleumnews.com

http://www.asrcenergy.com/


By GARY PARK
For Petroleum News

M EG Energy, having stumbled out
of the starting gates as Canada’s

newest publicly traded oil sands company,
is now in full stride.

The startup has made what it some-
what immodestly claims to be the
“fastest, most efficient” beginning of any
in-situ project. And, so far, no one is tak-
ing issue.

MEG (which has state-owned China
National Offshore Oil Corp. as a 16.69
percent partner) has reported glowing
results from the first year of commercial
operation at its Christina Lake project in
northern Alberta by exceeding design
capacity.

Company Chairman Bill McCaffery
said that as a result MEG is setting its
sights on more than doubling production
to 60,000 barrels per day, coming
onstream in 2013, and is entering the reg-
ulatory process with its planned 100,000
bpd Surmont project, expected to start
production in 2018. 

Backed by estimates from GLJ
Petroleum Consultants, an independent
reservoir engineering firm, that its leases
contain about 1.7 billion barrels of proved
and probable bitumen reserves and 3.7
billion barrels of contingent resources,
MEG is more certain than ever that it can
ultimately achieve combined output of
260,000 bpd over 30 years.

Analyst says data supports MEG
Chris Feltin, an analyst with Macquarie

Securities, said the public information
available from the first year of production
at Christina Lake support MEG’s view that
it has made the fastest startup in the in-situ
sector, currently about 26,000 bpd.

“They acquired their land early and got
into a sweet spot in the overall trend with
high reservoir quality,” he said. “They’ve
done a very efficient job in managing the
steam injection rates and ramping up the
project.”

Using the steam-assisted gravity
drainage technology, MEG injects steam
into a horizontal well to melt the viscous
heavy oil resource, which is then brought
to the surface through a parallel well.

Thus the steam-to-oil ratio is a vital
indicator of plant efficiency, measuring
how much water and fuel must be used to
recover each barrel of bitumen.

MEG produces steam at an 85
megawatt cogeneration power plant at
Christina Lake, delivering 70 percent to
the project and the rest into the Alberta
power grid, with those revenues helping
reduce operating costs.

MEG’s Chief Financial Officer Dale

Hohm said Christina Lake performed bet-
ter than expected in the first half of 2010,
with the per barrel steam-oil ratio and
operating costs easing as production vol-
umes rose.

The steam-oil-ratio dropped from 3.1
in the first quarter to 2.5 in the second
quarter and 2.4 in May and June.

Operating costs, including the cost of
gas consumed for cogeneration, plunged
from C$39.01 per barrel in the first quar-
ter to C$18.80 in the second and C$16.40
(C$10.42 for non-energy costs and C$5.98
per barrel of oil equivalent for gas) in
June.

126,000 contiguous acres
Christina Lake sits on 126,000 contigu-

ous acres, adjacent to Cenovus Energy’s
own Christina Lake project and northeast
of Devon Canada’s Jackfish project.

While ready to move ahead with con-
struction of its second phase, MEG has
filed a regulatory application for Phase 3,
targeting staged development of 150,000
bpd, aiming to bring 50,000 bpd onstream
in 2016 and two more additions of 50,000
bpd each in two- to three-year intervals.

The Surmont project is 30 miles north
of Christina Lake and is adjacent to oil
sands leases operated by ConocoPhillips
Canada. GLJ has assigned combined
proved and probable reserves and contin-
gent resources of 647 million barrels to
the lease.

A detailed environmental impact
assessment has almost been completed
and MEG expects to submit its regulatory
proposal in 2011. 

Just to round out its solid underpin-
nings, MEG has growth properties west of
Christina Lake and Surmont, covering
471,000 acres of 100 percent owned leas-
es, with several large contiguous blocks
the company believes could support stand-
alone commercial enhanced oil recovery
operations. 

As well, MEG and Devon are joint
owners of a 215-mile pipeline system
between Christina Lake and the Edmonton
area — including a 24-inch line to trans-
port diluted bitumen to a blending and
storage facility.

IPO scaled back
All this helps disperse the one blotch

hanging over MEG, which scaled back its
initial public offering, which started trad-
ing at the end of July, from C$1.1 billion
to about C$700 million, cutting its share
price to C$35-$39 from a hoped-for C$42-
$48.

The IPO price came in at C$35 and has
since slipped under C$32, partly due to the
dismal performance of peer-company
Athabasca Oil Sands, which raised C$1.35
billion in an IPO in February, but has since
seen its market price slide from C$18 to
under C$12.

While Athabasca left a bad taste in the
mouths of oil sands investors, MEG has
been undeterred, raising its 2010 capital
budget to C$629 million from C$439 mil-
lion in preparation for detailed engineer-
ing and major equipment purchases for the
next phase of Christina Lake and the addi-
tion of new Surmont leases.

Hohm, based on a one-month road trip
before the IPO, said the big question for
MEG is how much of the company’s
future growth investors will pay for up
front.

“Investors really like what the company
is doing and they see the potential going
forward, but they’d like to profit from it as
well,” he said. 

Market uncertain for others
However, the market uncertainty has

posed questions for other privately owned
oil sands players eying IPOs.

The next potential candidates are:
• Laricina Energy, founded in 2005 and

holding more than 180,000 acres and
C$450 million of equity capital. Its major
original shareholders were Warburg
Pincus and The Blackstone Group. They
were joined in July by the government’s
Canada Pension Plan Investment Board,
which made a private placement of C$200
million to take a 17.1 percent equity stake.

• Grizzly Oil Sands, formed in 2006,
with more than 500,000 acres of leases
and permits. It is 75 percent owned by
Wexford Capital and 25 percent by
Oklahoma-based Gulfport Energy.

• Sunshine Oilsands, founded in 2007,
with the purchase of four leases, to which
it has gradually added. � 
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GCI Industrial Telecom provides innovative solutions to 
the most complex communication issues facing global 
clientele. We deliver reputable expertise and safely 
operate under the most severe working conditions 
in the world, all at a competitive price.

GCI-your best choice 
for full life cycle, expert, proven, 
industrial communications.
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Contender in oil sands stakes
MEG Energy shrugs off disappointments of IPO with strong showing in 1st year of operation, spurring on plans for 2 major projects

Just to round out its solid
underpinnings, MEG has growth
properties west of Christina Lake
and Surmont, covering 471,000

acres of 100 percent owned leases,
with several large contiguous

blocks the company believes could
support standalone commercial

enhanced oil recovery operations.

The IPO price came in at C$35 and
has since slipped under C$32, partly

due to the dismal performance of
peer-company Athabasca Oil Sands,

which raised C$1.35 billion in an
IPO in February, but has since seen
its market price slide from C$18 to

under C$12.

Contact Gary Park through 
publisher@petroleumnews.com

http://www.GCI-IndustrialTelecom.com/
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Agency clarifies offshore review rules
By ELIZABETH BLUEMINK

Anchorage Daily News

A federal agency that regulates off-
shore oil and gas drilling in Alaska

has clarified its rules this summer after a
government audit said some of its Alaska
employees were blocked from information
that would help them assess environmental
impacts.

The new directive was sent this summer
to all 80 workers in the Alaska Region of
the new Bureau of Ocean Energy
Management, Regulation and
Enforcement — the former Minerals
Management Service. An agency
spokesman said Aug. 16 that mandatory
training sessions for the Alaska workers
began earlier in August. 

The directive, developed by the
agency’s regional managers, lists the rules
for how their staff in Alaska must handle
proprietary information received from oil
and gas companies. The rules spell out
everything from how the paperwork is
color coded — with green lettering — to
the steps workers should take if they’ve
been denied access to information they
need for their jobs. 

The agency has overseen controversial
federal lease sales for the Beaufort and
Chukchi seas off Alaska’s northern coast.
Some exploration activities on those leases
are on hold as the federal government
reconsiders its offshore leasing in light of
this year’s massive Gulf of Mexico spill.
The agency also is being sued by North
Slope villages and environmental groups
over the Beaufort and Chukchi lease sales.

Audit found inconsistencies
The audit, published in April, said the

Alaska office’s actions were inconsistent
with a 2008 federal policy requiring that
the confidential documents from oil and
gas companies be shared with analysts who
make environmental assessments of
drilling projects.

The agency has since pledged to com-
ply with the policy, according to the
Government Accountability Office, an
investigative arm of Congress that issued
the critical audit.

On Aug. 16, the Alaska spokesman for

BOEMRE and the head of a federal whis-
tle-blower group concerned about the
agency’s handling of company data agreed
that the new directive doesn’t change
much.

“This directive clarifies procedures and
ensures that everyone is following them.
But it doesn’t change the procedures,” said
John Callahan, a regional spokesman.

But the new directive doesn’t allow the
public or third-party experts to see the oil
company data used to justify agency deci-
sions, complained Jeff Ruch, head of the
Public Employees for Environmental
Responsibility, a government worker whis-
tle-blower group.

Confidentiality required
Callahan responded that federal law

requires the agency to keep certain corpo-
rate data secret. Also, the companies would
not provide the information if the agency
didn’t keep it confidential, he added.

The audit charged that regional man-
agers of the agency restricted their environ-

mental analysts from reviewing the data.
The audit said the regional office man-

agers offered the GAO some practical rea-
sons for why they were restricting the flow
of the information, such as the need to
guard proprietary information.

But the audit noted some negative con-
sequences from the lack of sharing. It said,
for example, that five analysts reported dif-
ficulty getting a clear sense of the offshore
projects they were tasked to review, includ-
ing a proposed 2011 oil and gas lease sale
in federal waters near Bristol Bay, a sale
the Obama administration canceled this
year.

The audit also recommended that the
agency, at the national level, create a com-
prehensive handbook describing how its
staff should comply with the National
Environmental Policy Act, the federal law
that requires agencies to conduct environ-
mental assessments.

The agency said it is reviewing how it
implements the law and plans to publish
the handbook next year. �
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As a tugboat captain 
who helps escort and assist 190,000-
ton oil tankers through the waters of Prince William Sound, 

Marcia understands the importance of safety to people, property and 
the  environment. So does Crowley. That’s why we operate some of 
the world’s most powerful and technologically advanced tugs in this 

challenging and pristine environment.

Crowley’s investment not only keeps our employees safe on the job, 
but also protects the people and environment of Prince William Sound. 
Our commitment extends to every community where we do business.

Call Crowley at 907.777.5455 or 1.800.977.9771.

Liner Shipping  Worldwide Logistics  Petroleum & Chemical Transportation  Alaska Fuel Sales & Distribution  Energy Support 

Project Management  Ship Assist & Escort  Ship Management  Ocean Towing & Transportation  Salvage & Emergency Response

As a tugboat captain who helps escort and assist 190,000 - ton 
oil tankers through the waters of Prince William Sound, Marcia 
understands the importance of safety to people, property and 

the environment. So does Crowley. That’s why we operate some 
of the world’s most powerful and technologically advanced tugs 

in this challenging and pristine environment.

Crowley’s investment not only keeps our employees safe 
on the job, but also protects the people and environment of 

Prince William Sound. Our commitment extends to every 
community where we do business.

For service in your area, call Crowley statewide at 1.800.977.9771.

The Alaska spokesman for
BOEMRE and the head of a
federal whistle-blower group
concerned about the agency’s

handling of company data agreed
that the new directive doesn’t

change much.

NATURAL GAS
CINGSA applies
for storage
authorization

Cook Inlet Natural Gas Storage
Alaska has applied to the Alaska Oil
and Gas Conservation Commission
for authorization for underground
storage of natural gas in the Cannery
Loop unit on the Kenai Peninsula. 

CINGSA, a joint venture of
Semco Energy, the parent company
of Southcentral gas utility Enstar
Natural Gas Co., and MidAmerican
Energy Holdings Co., proposes to
build a gas storage facility, and to
have the facility available for use by
the summer of 2012 in order to avert
forecast deliverability shortfalls in
the winter of 2012-13. 

The commission has tentatively
scheduled a public hearing on the
application for Oct. 19 at 9 a.m. at its
Anchorage office. 

If there are no requests for a hear-
ing, the commission may issue an
order without a hearing. 

Written comments will be accept-
ed through 4:30 p.m. Oct. 2; if a
hearing is held, comments will also
be accepted at the hearing. 

The commission will determine
by Sept. 21 whether a hearing will be
held.

CINGSA previously filed with
the Regulatory Commission of
Alaska for a certificate of conven-
ience and necessity. 

—PETROLEUM NEWS

http://www.crowley.com/


By ERICA PETERSON
The Associated Press

M arcellus Shale drilling is still in its
infancy in West Virginia, but the

industry is already contributing millions
of dollars to the state’s economy. It may
be awhile before the gas industry’s eco-
nomic impact rivals that of coal in West
Virginia. 

Mike Shaver, clad in a hard hat and
muddy boots, surveys a gas drilling rig on
a site in Upshur County. As a crew drills

towards the Marcellus Shale, a pipe
pumps water and dirt out of the hole in
the earth and into a huge pit of muddy,
rock-filled water. Shaver looks at the
water, trying to determine how much far-
ther the drill has to go before reaching
shale gas. 

Shaver is the owner of Mountain V Oil
and Gas, based in Bridgeport. His compa-
ny started drilling in the Marcellus Shale
two years ago. He says the Marcellus has-
n’t changed his business — he’s still
drilling for gas, after all — but now things

are done on a bigger scale. He drills fewer
wells to get the same amount of gas, but
they’re deeper and more expensive to
drill. 

“Instead of drilling 60-100 conven-
tional wells, we’re looking at only drilling
15 Marcellus wells due to the cost,” he
said. “The production on the Marcellus
has proven to be worth changing our busi-
ness model. Basically, the way we’re
looking at it, it takes 10 conventional
wells to equal the production of one
Marcellus well, based on our results in
Upshur County.” 

Drilling began in 2002
When gas drillers began tapping the

West Virginia Marcellus Shale in 2002,
only two wells were drilled. In 2008, that
number had skyrocketed to 299, accord-
ing to a report sponsored by the federal
government. Though gas has been drilled
in the state for years, with the Marcellus
Shale the industry is booming. 

But in West Virginia, the economic

benefit of natural gas is still dwarfed by
coal. The number of people directly
employed by the coal industry has been
declining for years, but production is at
an all-time high, according to the West
Virginia Coal Association. And high pro-
duction means higher severance taxes for
the state. 

During the last fiscal year, the coal
industry paid more than $379 million in
severance taxes to the state, part of which
is then distributed to counties. This is
almost five times more than the amount
paid in natural gas severance taxes during
the same period. 

But the gap is closing. The amount of
money the state and counties get from
natural gas severance taxes is increasing
at more than twice the rate of coal sever-
ance taxes. 

Coal’s future uncertain
The rise of gas drilling in West

Virginia also comes at a time when the
future is more uncertain for the coal
industry. Coal production is still increas-
ing each year, but it’s not expected to do
as well if a national cap-and-trade policy
is introduced. Bruce Biewald is president
of Synapse Energy Economics, a Boston-
area energy consulting firm. 

“I think cap-and-trade heavily favors
renewables and efficiency, with zero or
low CO2 emissions and will tend to hurt
coal,” Biewald said. “For gas, it’s kind of
in the middle and in some cases it’s hard
to say which way things get pushed for
gas.” 

In the face of possible future carbon
regulations, some power companies are
even shutting down their coal-fired power
plants to make room for gas-fired ones. 

In December, North Carolina-based
Progress Energy announced that it would
close 11 coal-fired units in the state and
replacing them with natural gas. Progress
spokesman Drew Elliot says it was a deci-
sion that made economic sense for the
company. 

“Well, we look at a lot of things when
we talk about retiring old plants or build-
ing new ones. This was a big decision for
us,” he said. “We look at what are the reg-
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You cannot afford to miss this event — register today to reserve your seat!

Pipeline Development
& Expansion
Climate for Development, Project Status and Plans 

September 24–25, 2009 • The Westin Oaks • Houston, Texas  

4th Annual

Gain the Latest Information about the Climate for Pipeline Development:
• Demand outlook; supply trends
• Commodity prices; capital market conditions; financing options
• New administration — Regulatory changes, climate initiatives, and tax laws
• Permitting jurisdictions; construction costs
• Competition from renewables and LNG

Hear Updates on Pipeline Projects:  
• Out of Canada

° Keystone Oil Pipeline

° Enbridge’s Liquids Network
• Out of the Rockies — East and West

° Rockies Express

° Ruby

° Bison
• Out of Haynesville, Fayetteville

° Fayetteville/Greenville Laterals

° Haynesville Expansion

° Fayetteville Express

PLUS — The Latest Data on Market Dynamics — Impact of New Pipelines on Flows

Benefit from the Extensive Experience of Industry Leaders:

  

Sponsored by:               

       

For a complete agenda or to register, please visit us online at www.events.platts.com or call us at 
866-355-2930 (toll-free in the US) or 781-430-2100 (direct). 

Boardwalk Operating
Chesapeake EnergyMarketing
Dominion Transmission
El Paso Western Pipelines
Enbridge Pipelines
Kinder Morgan
Rockies Express Pipeline
Spectra Energy Transmission
Tennessee Gas Pipeline
TransCanada Pipeline

Whiting Petroleum
Banc of America - Merrill Lynch
Bentek Energy
Black & Veatch Enterprise Management Solutions
Dewey & LeBoeuf
Federal Energy Regulatory Commission
Hunt, Guillot, & Associates
Paul, Hastings, Janofsky & Walker
Platts
Wachovia Securities

• Out of Marcellus and Into the Northeast

° 300 Line Expansion

° Dominion Hub 1 and Hub 111

° Appalachian Gateway and Rural Valley

° Dominion Keystone

° Northern Bridge, TEMAX, TIME III, and TEAM

Registration Code: PC932PN

For more information and speaking 
opportunities, contact:

Cynthia Rugg 
Tel: 781-430-2105
cynthia_rugg@platts.com

For sponsorship opportunities, 
contact: 

Lorne Grout
Tel: 781-430-2112
lorne_grout@platts.com

For media inquiries, contact:

Christine Benners 
Tel: 781-430-2104
christine_benners@platts.com

� N A T U R A L  G A S

Economic impact of Marcellus is growing

Environment

907.561.5700
800.478.4307

www.aecom.com

Environmental Management to enhance and sustain 
the world's built, natural and social environments  
in Alaska and beyond.

   th ld' b ilt t l
Environmental Managem

 l d i l i t
ment to enhance and susta

 
ain 

see MARCELLUS SHALE page 11

http://www.events.platts.com/
http://www.nstiak.com/


PETROLEUM NEWS • WEEK OF AUGUST 22, 2010 11

GOVERNMENT
Industry reminded to report BOPE use

The Alaska Oil and Gas Conservation Commission put out an industry guid-
ance bulletin Aug. 9, reminding industry to report all use of blowout prevention
equipment to prevent the flow of fluids from a well. 

The commission said the reporting requirement applies to drilling, completion
and workover operations. 

Use must be reported within 24 hours. 
For details on information required and submission of that information see the

notice on the commission’s website at http://doa.alaska.gov/ogc/. 
—PETROLEUM NEWS

AEA board OKs Haida Energy hydro loan
The Alaska Energy Authority board of directors has approved a $9 million

power project fund loan to Haida Energy Inc. to help finance a new 5 megawatt
hydroelectric project at Reynolds Creek
on Prince of Wales Island in southeast
Alaska. 

Haida Energy, a newly formed entity
established by Haida Corp. and Alaska
Power and Telephone Co. Inc., was
formed to construct and own the new
Reynolds Creek plant, which has a total
project cost of $17.25 million. State and
federal grants totaling $5.34 million
were previously approved, and Haida
Corp. invested $4 million and will reduce its equity investment to $2.91 million
through use of the loan approved Aug. 11. 

AEA’s power project fund provides loans to local utilities, local governments
or independent power producers for the development or upgrade of electric power
facilities, including conservation, bulk fuel storage and waste energy conserva-
tion. 

AEA is a public corporation of the state; its purpose is to reduce the cost of
energy in Alaska.

—PETROLEUM NEWS

ALTERNATIVE ENERGY

ulations around coal, coal ash, right now,
what are they going to be in the future.
We look at the availability of natural gas
in the area, what’s the availability in the
future, among other issues and we came
to the decision that what’s best for our
company and our customers is this move
to natural gas.” 

This isn’t to say that Progress is aban-
doning coal; Elliot estimates that coal still
generates the bulk of the company’s ener-
gy. And even in an energy economy that
relies more heavily on renewable energy,
Biewald says gas will mostly likely play a
supporting role. 

“Natural gas as we move out in that
direction has an important role in the
near-term as kind of bulk electric gener-
ating fuel,” he said. “But moving forward
it becomes much more of a premium
electricity supply source that’s kind of
used for backing up the wind.” 

Coal cheaper
Steven Levine specializes in energy

economics at the Brattle Group, a consult-
ing firm. He says even a tax on carbon may
not create an even playing field, because
coal is so much cheaper than natural gas.
And he thinks incentives for renewables
could hurt natural gas production. 

“And in the meantime, if you’re in a
very renewables-focused strategy in the
next 5-10 years, your outcome might be
such that what you’re actually doing is
backing out natural gas, but not necessari-
ly backing out coal,” Levine said. “So it’s
sort of a high-cost abatement strategy at
that point for CO2 because you’re not
knocking out the primary contributor to
CO2 emissions which is coal.” 

Charlie Burd, president of the
Independent Oil and Gas Association of
West Virginia, thinks coal and gas indus-
tries have a harmonious relationship in
West Virginia. In a perfect world, he says,
both will flourish. 

“With the passage of any cap-and-trade
legislation, these coal power plants are
going to have to make a determination how
they want to reduce their emissions, and
they can do it in one of two ways,” Burd
said. 

“One would be to add more control
technologies to reduce their emissions. Or,
to do it more cheaply, they could install
natural gas, co-fire, like they have around
the country in other applications and thus
reduce their emissions. Coal, again, is very
important to the state of West Virginia, as
is natural gas. For us, that could be a real
win-win situation.” 

According to a federal government
report, there are expected to be about 900
Marcellus wells in West Virginia by the
year 2020. �  

continued from page 10
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GOVERNMENT
Deepwater ‘categorical exemptions’ halted

The Obama administration announced Aug. 16 that it is requiring environmen-
tal reviews for all new deepwater oil drilling.

The announcement came in response to a report by the White House Council on
Environmental Quality, which found that decades-old data provided the basis for
exempting BP’s drilling permits from any extensive review.

The Interior Department said the ban on so-called “categorical exclusions” for
deepwater drilling would be in place pending full review of how such exemptions
are granted.

“Our decision-making must be fully informed by an understanding of the poten-
tial environmental consequences of federal actions permitting offshore oil and gas
development,” Interior Secretary Ken Salazar said in a statement.

Shallow-water drilling will also be subjected to stricter environmental scrutiny
under the new policy.

The report by the Council on Environmental Quality report says that the exclu-
sions BP operated under were written in 1981 and 1986. That was long before the
boom in deepwater drilling that was propelled by the development of dramatic new
technologies for reaching deep into the sea floor.

The report also finds other problems with how MMS applied environmental
laws in reviewing the BP project. It notes, for example, that in assessing the likeli-
hood of a major spill, MMS did not consider the example of the disastrous 1979
Ixtoc spill in the Gulf — simply because the spill was not in U.S. waters.

MMS’ successor agency, the Bureau of Ocean Energy Management,
Enforcement and Regulation, is agreeing to recommendations to try to improve gas
and oil drilling oversight, including pushing for more time to review exploration
plans, and performing more comprehensive site-specific environmental reviews.

—THE ASSOCIATED PRESS

Haida Energy, a newly formed
entity established by Haida Corp.
and Alaska Power and Telephone
Co. Inc., was formed to construct
and own the new Reynolds Creek
plant, which has a total project

cost of $17.25 million.

http://www.amarinecorp.com/
http://www.alaska-analytical.com/
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and northern Canada’s oil and gas industry

Garness 
Engineering Group

Garness Engineering Group is an Alaska
owned civil and environmental engineering
firm that specializes in the design, inspection,
operation and maintenance of water and
wastewater treatment systems. The company’s
staff has more than 50 years of experience,
providing packaged water and wastewater
treatment systems to Alaska’s mining and oil-
field industries, ranging from the North Slope,
to the Panhandle and to the end of the
Aleutian Chain.

Jeffrey A. Garness

An Alaska resident since 1969, Jeffrey A.
Garness attended the University of Alaska,
where he earned a bachelor’s degree in civil engineering and a master’s degree in Arctic

engineering. 
Since starting his business in 1990, Garness

Engineering Group has grown into one of
Alaska’s premier engineering firms. Garness is an
avid hunter, fisherman, private pilot, football fan
and MMA fan. He has been married to his wife
Lisa for 30 years and has three adult children. 

John S. Goerner

John S. Goerner is Water Treatment IV and
Water Distribution IV operator certified. To
Goerner, water treatment is not just a career, but
his life’s passion. Prior to working for Garness, he
spent 18 years with Anchorage Water &
Wastewater Utility. When not working, Goerner
enjoys photography, astronomy, reading, travel,
computers and the culinary arts. A defining
moment in Goerner’s life was the birth of his
daughter LeAnn, who currently attends college
in Florida. 

Jeffrey A. Garness, P.E., M.S.,
President & Principal Engineer
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John S. Goerner, Consultant, Senior
Water Technician
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Oil Patch Bits
Global Diving & Salvage welcomes Ferguson to team

Global Diving & Salvage said Aug. 5 that it would like to welcome
John Ferguson, business development manager, to its Offshore
Support Division. Ferguson has more than 17 years of experience in
the offshore and international oil and gas industry. He will be using his
expertise to prepare for opening a Houston office as the general man-
ager. His current responsibilities include expanding Global’s commer-
cial diving, ROV and environmental services within the Gulf of Mexico
region and evaluating international market potential. Ferguson’s train-
ing includes dive school at The Ocean Corp. in Houston and the U.S.
Marine Corps in the 1st battalion 4th Marines in Desert Storm. He is
the developer and chairman of the Injured Warriors Campaign to raise
money and awareness for injured veterans. Additionally, his personal
accomplishments include traveling overseas for the Rotary Club teaching young entrepreneurs
the art of small business ownership and being nominated for the Small Business Man of the
Year award in Kansas. 

Crowley recognized for clean air commitment
Crowley Maritime Corp. said Aug. 5 that its efforts

to significantly reduce carbon emissions at the Port of
Los Angeles and the Port of Long Beach were recog-
nized during the third annual San Pedro Bay Ports
Clean Air Action Plan Air Quality luncheon. The Clean
Air Award recognizes companies who make great
strides to reduce pollutant emissions at both ports.
Committee members from the ports, as well as repre-
sentatives from several governmental agencies
reviewed all nominations, before choosing Crowley for
its Significant Early Action to Reduce Emissions Award.
“Crowley is committed to environmental stewardship
in all the communities it serves. Over the past several
years, the company has been involved in several emis-
sions and energy-saving initiatives in this region,
including the installation of shore-side power and four
tug engine repowers,” said Bill Metcalf, Crowley’s director of engineering. “Those initiatives
will reduce carbon dioxide emissions by more than 486,180 pounds, particulate matter emis-
sions by 3.24 tons and mono-nitrogen oxides by 109.52 tons this year alone.”

Nabors announces Superior Well Services merger
Nabors Industries Ltd. said Aug. 9 that it has entered into a definitive merger agreement

with Superior Well Services Inc., whereby Nabors will acquire Superior. 
The agreement contemplates that Nabors will commence a tender offer for all outstanding

shares of Superior common stock at $22.12 per share in cash in accordance with the merger
agreement. The transaction is valued at approximately $900 million. “For some time now, we
have evaluated integrating more service offerings into our business, particularly internationally.
Although we expect this acquisition by itself to be significantly accretive to 2011 results, our
major motivator was the opportunity to leverage this well respected franchise into a global
force utilizing our extensive international footprint and resources,” said Gene Isenberg, Nabors
chairman and CEO. “Superior Well Services possesses one of the newest fleets in the industry
with over 430,000 hydraulic fracturing horsepower. This high quality fleet is operated by a very
capable, well managed organization that can quickly become a substantial unit of Nabors. This
transaction also provides good value to the Superior Well Services stockholders as the offer
price represents an attractive premium to the 30-day average closing stock price.”

Editor’s note: All of these news items — some in expanded form — will appear in the
next Arctic Oil & Gas Directory, a full color magazine that serves as a marketing tool for
Petroleum News’ contracted advertisers. The next edition will be released in March.

JOHN FERGUSON

Bill Metcalf, Crowley’s director of
engineering
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LAND & LEASING
Potential Alaska state and federal 

oil and gas lease sales
Agency Sale and Area Proposed Date

DNR Beaufort Sea Areawide October 2010
DNR North Slope Areawide October 2010
DNR North Slope Foothills Areawide October 2010
DNR Alaska Peninsula Areawide May 2011
DNR Cook Inlet Areawide May 2011
DNR Beaufort Sea Areawide October 2011
DNR North Slope Areawide October 2011
DNR North Slope Foothills Areawide October 2011
MMS Sale 211 Cook Inlet 2010*
MMS Sale 219 Cook Inlet 2011*

Agency key: BLM, U.S. Department of the Interior’s Bureau of Land Management, man-
ages leasing in the National Petroleum Reserve-Alaska; DNR, Alaska Department of

Natural Resources, Division of Oil and Gas, manages state oil and gas lease sales onshore
and in state waters; MHT, Alaska Mental Health Trust Land Office, manages sales on trust

lands; MMS, U.S. Department of the Interior’s Minerals Management Service, Alaska
region outer continental shelf office, manages sales in federal waters offshore Alaska. 

*The OCS Cook Inlet sales are subject to industry interest. All other remaining Alaska
sales on the 2007-12 schedule were cancelled. 

This week’s lease sale chart
sponsored by:

Geokinetics

and other petroleum products around the
state, including Southeast Alaska,
Western Alaska and Dutch Harbor, one of
the nation’s top commercial fishing ports.

Jet fuel crunch
The potential arrival of new supplies

of jet fuel comes as welcome relief to the
air cargo industry, which uses Ted Stevens
Anchorage International Airport as a
major fueling and package-sorting stop
on flights between Asia and North
America.

Earlier this summer, state officials
grew anxious when as many as 25 wide-
body cargo jets per week were simply fly-
ing over Anchorage rather than stopping
due to lack of jet fuel availability.
Typically, the Anchorage airport sees
some 600 landings of big cargo jets per
week.

Such overflights are expensive for air
carriers, who must displace revenue-gen-
erating cargo to carry more fuel, as well
as Alaska’s airport system, which was on
track to lose $1 million a year in revenue.

Two key factors play into the jet fuel
shortage.

First, the state long has grappled with
a shortage of in-state fuel production rel-
ative to the huge and somewhat seasonal
need at the Anchorage airport. The state
has four refineries that can make jet fuel
— the Flint Hills Resources refinery at
North Pole near Fairbanks, the Tesoro
refinery at Nikiski, and two Petro Star
Inc. refineries at North Pole and in
Valdez.

The Petro Star refineries supply jet
fuel to the military, while the Tesoro
refinery can produce only limited
amounts of jet fuel as part of its produc-
tion mix. 

The big jet fuel producer is Flint Hills,
which sends its output by train to
Anchorage. Flint Hills production, how-
ever, has been irregular as the company
struggles to make the plant economic.
Coming into the summer, Flint Hills reac-
tivated a third crude oil processing unit to
help alleviate what could have been an
even worse jet fuel crunch.

The second factor driving the jet fuel
shortage has been a strong and welcome
rebound in air cargo traffic through the
Anchorage airport as the recession eases,
airport managers say. This was a factor in
Flint Hills bumping up its production.

But a worry is that Flint Hills will
move to partially shut down its refinery
this fall to avoid having to do the job in
bitter cold conditions.

This raised the specter of jet fuel short-
ages during the peak season for the air
cargo business, October through
November, as shipments rise for the holi-
days.

Who is Cosmo?
The arrival of Cosmo and Delta

Western on the scene could help fill the
supply gap just at the right time. Having
fuel available is key to keeping
Anchorage among the top air cargo hubs
in the world.

“That could fall off in a heartbeat if we
don’t have reliable fuel,” said Jim
Hemsath, deputy director at the Alaska
Industrial Development and Export
Authority.

Anchorage faces competition as an air
cargo stop from Vancouver, British
Columbia, and Seattle.

Jet fuel shipments into the Port of
Anchorage, even from foreign sources,
are not all that unusual, state officials say.
It happens. 

But Cosmo is a new entrant into
Alaska, its C-plan application indicates.

Cosmo is one of Japan’s top oil refin-
ers and a major petroleum distributor, the
Hoover’s business information service
says. It imports crude oil from the Middle
East, runs four refineries and markets its
goods through some 3,800 gas stations.

According to its application, Cosmo
plans to operate double-hulled, spot char-
ter tankers between Sakai, Japan, where
the company has a refinery, and
Anchorage.

It aims to transport up to 300,000 bar-
rels of Jet A aviation fuel on a monthly or
quarterly basis, depending on market
demand at the Anchorage airport.

The fuel will be off-loaded at the Port
of Anchorage, where it “will be stored
and distributed by others,” the Cosmo

continued from page 1

COSMO OIL

see COSMO OIL page 15

GOVERNMENT
OCS injunction back in district court

The U.S. Court of Appeals for the 5th Circuit has bounced the injunction against
the U.S. Department of Interior outer continental shelf deepwater drilling moratorium
back into Louisiana District Court.

DOI originally imposed a deepwater OCS drilling moratorium as part of its
response to the Gulf of Mexico Deepwater Horizon disaster. But the Louisiana District
Court imposed the injunction on the moratorium, pending resolution of a moratorium
appeal in district court. DOI subsequently appealed the injunction in the 5th Circuit
court but later issued a new drilling moratorium. DOI then asked the 5th Circuit court
to rule the appeal case as moot, since DOI had withdrawn the version of the morato-
rium under appeal when it issued the new moratorium.

Although both moratoriums apply to deepwater drilling, they do so by applying dif-
ferent rules defining the moratorium scope. Key legal issues are whether the terms of
the second moratorium would justify the imposition of an injunction in the same way
as the first, and whether DOI can sidestep the injunction by simply issuing a different
moratorium.

In an Aug. 16 court order, a majority of a panel of three 5th Circuit judges remand-
ed the case back to district court, saying that the 5th Circuit court has insufficient
record to determine whether the appeal case is moot. The appeal court has instructed
the district court to conduct a hearing to establish the necessary facts on the record for
a court ruling. The district court has now set a deadline of Aug. 24 for briefs in the
case and the 5th Circuit court has cancelled oral arguments originally set for Sept. 1.

One of the 5th Circuit judges dissented from the majority opinion, saying that he
thinks that the court has sufficient information on the record to make a ruling.

—ALAN BAILEY
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when buying vehicles and equipment.
The study will look at existing CNG pro-

grams in North America to gauge the pros
and cons from an environmental, economic
and technical standpoint of using CNG in
Alaska. 

Some of those issues are obvious. 
As a state with few highways, a limited

number of filling stations in Alaska could
service a large percentage of state and
municipal vehicles. Many of the isolated
villages around the state, though, would
need their own stations to serve fleets of
only a few vehicles.

While natural gas could have environ-
mental benefits compared to diesel and
gasoline, natural gas supplies in Alaska are
currently stretched by residential and com-
mercial use, electric generation and lique-
fied natural gas exports. However, the large

and stable demand offered by state vehicles
could help justify a pipeline from the North
Slope, one possible solution for replacing
the diminishing natural gas reserves in
Cook Inlet.

Also, getting CNG to rural villages
would in many ways replicate the trans-
portation network that significantly drives
up the price of fuels currently used for state
vehicles.

Because CNG could make a major dent
in domestic oil consumption, by taking cars
off of gasoline, the federal government has
devoted some resources to the technology,
including financial models to gauge
whether specific projects make business
sense.

A focus on CNG in Utah
While the study will look at all public

programs across North America, the request
for proposals issued by the state on Aug. 10
specifically mentions a new program in

Utah.
Utah currently offers several tax credits,

grants and loans for people who buy CNG
or other alternative fuel vehicles or convert
existing vehicles to run on alternative fuels.
The state also allows those vehicles to use
high-occupancy vehicle lanes regardless of
the number of passengers in the car. Salt
Lake City offers free parking for alternative
fuel vehicles, like CNG.

More relevant for the Alaska study,
though, Utah runs a network of CNG fuel-
ing stations for public fleets and even allows
private citizens to buy CNG in certain situ-
ations. 

Utah is not alone, either. Several western
states have networks of CNG fueling sta-
tions.

Not a new idea in Alaska
The proposed study is not the first to

look at CNG as a solution to Alaska’s ener-
gy woes.

Earlier in the year, the engineering firm
PDC Harris Group publicly pitched the idea
of shipping liquefied natural gas to rural
communities around the state and com-
pressing it for use in furnaces, boilers and
small power plants currently running on
diesel and fuel oil. 

Bethel, a major rural hub in Southwest
Alaska, later presented a similar idea to a
state legislative committee, looking for
some financing to push the project forward.

CNG is also not the only alternative
floating around for fueling Alaska vehicles.

Alaska Electric Light & Power, the
Juneau electric utility, is developing a pilot
project for electric cars in the state’s capitol.
The utility believes that low-cost hydroelec-
tricity combined with an isolated communi-
ty where drive times are short could make it
work. 

—ERIC LIDJI

“We think it makes more sense to unitize
the acreage and shoot 3-D seismic,” Pfoff
said. “However, as an alternative we are
seeking the necessary permits to conduct a
re-entry.”

Pfoff said that Aurora had just finished a
workover and recompletion of its
Moquawkie No. 4 gas well and planned to
start testing that well “within the next day or
two.” Moquawkie is one of five gas fields
that Aurora operates on the west side of
Cook Inlet.

Aurora does not yet have any approvals
for drilling rig operations after the
Moquawkie well but plans to use a coiled
tubing unit to clean out several wells. The
company is also busy with maintenance

projects on its surface facilities, Pfoff said.

Drilled in 1973
Unocal drilled the Cohoe well in 1973

about four miles northeast of the communi-
ty of Kasilof to a vertical depth of 15,680
feet in an unsuccessful search for oil. In a
classic “bypass play,” Aurora plans to deter-
mine if there are viable gas resources in rock
horizons at some height above the original
deep oil prospect.

“Like so many other wells drilled in the
Cook Inlet, this well was drilled deeper,
looking for oil and with heavier (drilling)
mud,” Pfoff said. “We see evidence of
bypassed gas pay, but testing was minimal
and we suspect negatively impacted by mud
invasion into the formation.”

The Cohoe well is relatively close to the
existing Kenai Peninsula natural gas infra-

structure, including the Kenai Kachemak
pipeline, the line that any gas production
from Cohoe would likely hook into.

Aurora says that it will use its AWS No. 1
drilling rig for the Cohoe re-entry, operating
from the well’s exiting gravel pad and start-
ing the drilling operation on Sept. 15,
depending on rig availability. There are
existing gravel roads for access to the pad,
Aurora said in its plan of operation.

The rig will drill down through some of
the old cement plugs in the well before per-
forating the well casing to test for gas in the
Beluga, Tyonek and Sterling gas sands, at
depths ranging from 8,241 feet to 4,922 feet.

“The well is considered to be a develop-
ment well because the well was logged dur-
ing drilling and identified several gas tar-
gets,” Aurora said in its plan of operations.
“2-D seismic has been reprocessed to delin-
eate several gas reservoirs.”

ACMP consistency
In its plan, Aurora asserted that because it

would simply be re-entering an existing well
in an operation similar to a well rework, at a
location some distance from the coast, a
review for consistency under the Alaska
Coastal Management Program would not be
necessary.

But DNR appears to have taken different
position on this issue. In an Aug. 17 letter to
Aurora Gas, Alaska’s Division of Coastal
and Ocean Management told the company
that the Division of Oil and Gas would coor-
dinate an ACMP consistency review. And on
the same day DNR issued a notice, inviting
public comments on ACMP consistency by
Sept. 15.

—ALAN BAILEY
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providing public domain information of
help to explorers who seek new oil and
gas resources. Funding for the research
has come from the state and from the oil
industry. 

And, in parallel with the DGGS work,
the U.S. Geological Survey plans to con-
duct a new oil and gas assessment of the
Cook Inlet basin in early 2011.

Rationale
A newly revised prospectus for the

DGGS Cook Inlet project explains some
of the rationale behind what the DGGS-
led team is trying to achieve.

The aging Cook Inlet oil and gas
fields occur in porous and permeable
reservoirs in large, easily found geologic
structures and represent the “low hanging
fruit,” picked early in the Cook Inlet
basin’s commercial history, the report
says.

But, as oil and gas have percolated
their way from petroleum sources
through the tens of thousands of feet of
rock strata in the basin, there could have
been many less obvious locations where
petroleum resources could have become
trapped, perhaps for example in ancient
river channels meandering their way
through the subsurface or in the sands
bodies left behind by ancient river fan
structures — the Tertiary rocks that host
all of the producing oil and gas fields are
known to have been laid down on land
from ancient river systems.

These relatively small, subtle oil and
gas traps, known in geologic parlance as
“stratigraphic traps,” are much more dif-
ficult to find than the big structures of the
low hanging fruit but could reservoir sub-
stantial undiscovered oil and gas
resources. In addition, some gas could
have become trapped in what are called
“tight sands,” where a lack of permeabil-
ity within sand units has prevented the

gas from escaping.
Through geologic fieldwork and asso-

ciated investigations, the DGGS-led team
wants to help oil and gas explorers by
addressing questions such as whether the
configuration of likely stratigraphic traps
would lead to relatively low-volume
reservoirs, and where within the basin
stratigraphic traps are most likely to be
found. Other questions being addressed
are the extent to which well logs and seis-
mic data can help people find the assem-
blages of rocks likely to contain strati-
graphic traps, where within the basin
tight gas sands might be found and the
extent to which chemical alteration of the
rocks or the presence of pore-clogging
clays might detract from oil and gas
reservoir quality.

Two areas
Since the Cook Inlet research program

began in 2006, investigation of the
Tertiary strata of the basin has focused on
two areas where Tertiary rocks are well
exposed at the surface: the Homer-Clam
Gulch area on the southwest coast of the
Kenai Peninsula, and the Capps Glacier
area, tucked against the Alaska Range on
the northwest side of the basin.

The work in the Homer-Clam Gulch
area has enabled the recognition of sever-
al different styles of ancient river-sand
deposition, while structures within the
sands suggest upheavals caused by
ancient earthquakes. In the Capps Glacier
area, thick rock units containing masses
of pebbles and boulders, with much of
this detritus consisting of volcanic mate-
rial, indicate the operation millions of
years ago of torrential rivers flowing into
the margin of the basin from volcanic
peaks to the immediate west.

The team completed more than 400
square miles of geologic mapping in the
Capps Glacier area in 2009, clarifying
some aspects of the rock stratigraphy and
assessing the impact of major geologic

continued from page 1
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application says.

Neither Cosmo nor any of its sub-
sidiaries have ever operated in Alaska
state waters, it says.

The Anchorage office of Entrix, an
environmental and natural resource man-
agement consulting firm, prepared
Cosmo’s C-plan.

‘The good news’
John Parrott, manager of the

Anchorage airport, told Petroleum News
the West Coast is a net importer of jet fuel,
so supplies from that region aren’t always
available for shipment to Anchorage.

“The good news is that cargo traffic is
coming back up at the airport,” he said.
“I’m glad to know that it appears we will
be able to maintain a stable fuel supply.”

The fuel crunch, and the overflights,
have been the subject of considerable con-
cern this year, with the Alaska Senate
Transportation Committee holding a hear-
ing on June 29 and various industry play-
ers, state officials and others holding a
May 21 meeting to talk about the supply
issue.

Minutes from that meeting indicate
that airport fuel needs for 2010 could
average 56,000 barrels per day, peaking at
64,000.

“Part of the problem is that the carrier
demand is not in sync with the refinery
production curves,” the minutes said.

Three companies were mentioned at
the meeting as potentially interested in
obtaining the necessary C-plan approval
for hauling fuel to Anchorage: Cosmo,
Delta Western and Morgan Stanley. �

continued from page 13
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The spring royalty changes lowered
the top crude royalty rate to 40 percent
from 50 percent, locked in an initial 5 per-
cent rate and dangled new incentives for
deep and complex wells.

Second-quarter results show
PetroBakken has increased the value of its
wells in the sizzling Cardium play by 20
percent, and persuaded the company to

shift some spending back to Alberta,
which will claim 35 percent of the com-
pany’s spending this year, compared with
10 percent last year.

PetroBakken President Gregg Smith
said the royalty rollback is putting Alberta
“back to work. … By making the
changes, the pie is actually getting big-
ger.” �
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FINANCE & ECONOMY
BP may use drilling money as collateral

The $20 billion victims’ compensation fund established for the Gulf of Mexico
oil spill may use revenue from BP’s oil and gas drilling as collateral, according to
details released Aug. 11 by the White House. 

The government watchdog group Public Citizen criticized the arrangement as
a conflict of interest, arguing that it gives the government a financial incentive to
encourage BP to keep drilling offshore. 

BP already has made a $3 billion initial deposit, announced Aug. 9. The com-
pany must pay $2 billion more this year and continue in installments of $1.25 bil-
lion, according to the trust documents released Aug. 11. 

The trust sets up a collateral fund to ensure that all the necessary money will
be available if something happens to the BP subsidiary that established the trust.
Details still must be negotiated, but the trust documents say that unless a different
agreement is reached, BP will agree to give the trust first priority to production
payments from the company’s U.S. oil and gas production as collateral. 

Tyson Slocum, director of Public Citizen’s energy program, said that securing
the compensation fund with drilling revenue “is wildly inappropriate, as it will
make the government and BP virtual partners in Gulf oil production. ... It will give
the government a financial incentive to become an even bigger booster of offshore
oil drilling in the Gulf.” 

The trust fund was negotiated by the Justice Department. A department spokes-
woman did not immediately return a call for comment. 

The trust is to be administered by two independent trustees, with claims being
processed by Kenneth Feinberg, the Obama administration’s pay czar. 

—THE ASSOCIATED PRESS
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faults on the deposition of the rocks.
And as the research continues moving

forward in 2010, the research team is piec-
ing together the evidence for changes in
rock types between the margins of the basin
and the basin interior, and how these
changes impact oil and gas reservoir char-
acteristics. Geoscientists in the team are
also using rock samples to assess how the
origination of the sand grains in potential
reservoir sandstones influences the chemi-
cal alteration of the grains, and hence the
reservoir quality.

Another line of research involves the use
of available seismic and well data to track
Tertiary rock units through the subsurface,
to develop maps of the subsurface geology
and to determine the history of rock subsi-
dence in different parts of the basin.

Mesozoic oil
As well as investigating the petroleum

geology of the Tertiary strata that host the
existing Cook Inlet oil and gas fields, the
DGGS-led team is investigating the geology
of the tens of thousands of feet of older
Mesozoic rocks that underlie the Tertiary.
The Jurassic Tuxedni group, within the
Mesozoic rock sequence, is believed to have
sourced most of the oil in the Cook Inlet oil
fields, the oil having presumably percolated
upwards into the Tertiary reservoirs.

And the question of whether to drill into
the Mesozoic to seek new oil fields has per-
plexed Cook Inlet oil explorers for many
years, especially given the very high cost
and high uncertainty of drilling into this
deep section of the basin. In the 2010 leg-
islative session, Alaska lawmakers passed a
bill that included a $25 million tax incentive
for the next Cook Inlet Mesozoic oil explo-
ration well. 

The DGGS-led team has been investigat-
ing excellent surface exposures of
Mesozoic rocks on the west coast of Cook
Inlet, between the Iniskin Peninsula and
Tuxedni Bay, measuring rock sequences,
taking rock and fossil samples, and assess-
ing the geologic processes whereby the rock
sequences were laid down. 

Within the Mesozoic, there are
Cretaceous sandstones that have good reser-
voir characteristics, but well penetrations
into deeper and older rocks have found
sandstones that tend to be clogged by min-
erals formed from the chemical alteration of
sand grains. A prime objective of the DGGS
research is to determine whether there may
be areas of pre-Cretaceous rocks where
reservoir quality is better than has been
found to date. The team also wants to learn
more about the ways in which the
Cretaceous rocks were deposited, to evalu-

ate potential Cretaceous reservoir shapes
and sizes.

Subsurface map
And a continuing research objective will

be to use available well and seismic data to
evaluate which Mesozoic rock units directly

underlie the Tertiary rocks of the basin, and
hence produce a subsurface Mesozoic map
showing the juxtaposition of oil and gas
source and reservoir rocks. The team is also
investigating the timing of the chemical
alteration and clogging of potential
Mesozoic oil reservoirs — the question of

whether the rocks would have been altered
before or after oil could have migrated into
them is one of the keys to understanding
the Mesozoic oil potential of the basin. �

The thin scattering of Cook Inlet oil and gas wells, shown as white dots on this satellite image of the inlet, indicates to many geologists
that the Cook Inlet basin is underexplored. A team of geoscientists, led by Alaska’s Division of Geological and Geophysical Surveys, is inves-
tigating the petroleum geology of the region. The team has been doing fieldwork in the area of the two boxes marked on the west side of
the inlet, and along the coast between Homer and Clam Gulch.
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