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Meyer on potential conflicts 
of interest for citizen legislators

The April issue of North of 60 Mining News is enclosed.

April Mining News inside

COEUR D’ALENE MINES CORP.

A worker hoses down a mined stope at the Kensington gold mine in
Southeast Alaska. Late in 2011, Coeur d’Alene Mines Corp. undertook
several key initiatives aimed at improving this underground mine’s safe-
ty and production profile that included an underground paste backfill
plant that will provide access to stopes in previously mined areas. This
refitting of Kensington is a microcosm of the company-wide transfor-
mations set in motion since Mitchell Krebs took over as Coeur’s presi-
dent and CEO. Page 3.
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Three for three
Repsol announces three ‘good quality hydrocarbon discoveries’ at Qugruk

By ERIC LIDJI
For Petroleum News

Repsol has announced three “new good quality
hydrocarbon discoveries” from its recently

completed North Slope exploration program, the
company said on April 23.

The Qugruk No. 1 and Qugruk No. 6 wells pro-
duced two hydrocarbon shows with “encouraging
results during production tests,” and the Qugruk No.
3 well identified hydrocarbons “at multiple levels,”
according to the Spanish supermajor. Repsol drilled
Q1 to around 8,179 feet, Q3 to around 10,544 feet and
Q6 to around 8,651 feet.

The wells are in the fairway between the

Oooguruk unit and the Colville River unit.
“These results are encouraging for the future

development of the resources discovered,” the com-
pany said, calling the North Slope an “oil-rich” and
“especially promising” area.

Repsol operates the program and holds a 70 per-
cent working interest in the leases. The Armstrong Oil
& Gas subsidiary 70 & 48 LLC holds a 22.5 percent
working interest and the Denver independent GMT

Conoco: $543M in 1Q
Announces Cassin discovery, talks investments, analyzes Chukchi exploration

By ERIC LIDJI
For Petroleum News

ConocoPhillips reported adjusted earnings of
$543 million from its Alaska operations in

the first quarter, down quarter-over-quarter and
year-over-year on declining production.

The most prolific oil company in Alaska saw its
adjusted earnings in the state drop 8.7 percent from
the fourth quarter of 2012 and 12.4 percent from
the first quarter of 2012.

Companywide, ConocoPhillips earned $2.1 bil-
lion in profits in the first quarter.

During a call for investors on April 25,
ConocoPhillips also announced a discovery at its
Cassin prospect in the National Petroleum

Reserve-Alaska, but offered few details.
The call also yielded numerous questions about

whether and how ConocoPhillips would increase
investments in Alaska in the wake of recent
changes to the fiscal regime.

While noting its recent decision to bring an
additional rig to the Kuparuk field, company offi-
cials said ramping up production at existing drill
sites might be possible within the next few years,
but adding drill sites would take longer because of
Arctic lead times.

“Our first-quarter earnings continue the general
trend where under ACES, ConocoPhillips Alaska
pays more than twice as much in taxes and royal-

A calamity averted
Pump station upgrades said to prevent long Alaska pipeline shutdown in 2011

By WESLEY LOY
For Petroleum News

The operator of the trans-Alaska oil pipeline has
been working for years to modernize pump sta-

tions along the 800-mile route. 
The chief objective of this “strategic reconfigura-

tion” program is to save costs. 
But it has yielded other important benefits, says

operator Alyeska Pipeline Service Co. 
After an oil leak forced a pipeline stoppage in

January 2011, new pump station equipment helped
avert a shutdown of unprecedented length, a top
Alyeska manager said.

The problem facing Alyeska was the rapid chilling
of idle oil inside the pipeline. New pumps and power
units installed as part of strategic reconfiguration

were able to restart the flow, something the old “lega-
cy equipment” probably couldn’t have done, said
John Baldridge, Alyeska’s senior director of pipeline

The wells are in the fairway between the
Oooguruk unit and the Colville River unit.

see QUGRUK WELLS page 22

see CONOCO EARNINGS page 23

Pump Station 1 and the storage tanks used to hold oil
field production while the trans-Alaska pipeline is
shut down.

see PUMP STATIONS page 21

Linc flow testing Umiat well,
expects results in early May

Linc Energy is flow testing a well at the Umiat field, the
company said on April 23.

A local subsidiary of the Australian independent is flow
testing the Umiat No. 18 well and expects to have results
sometime in early May, according to the company.

“I am delighted with this development, to be flowing oil at
Umiat is a major milestone for Linc Energy. I look forward to
announcing the results of the flow tests in the next two
weeks,” Linc Energy Chief Executive Officer Peter Bond said
in a prepared statement.

see UMIAT TESTING page 21

Canadian Beaufort drilling years
away, possibly late this decade

Pieces continue to be shuffled and moved into place in a long
process leading to the possible resumption of oil and natural gas
exploration in the Canadian section of the Beaufort Sea, but actu-
al drilling will likely have to wait until late this decade.

The most eagerly awaited announcement will come from a
joint venture by operator Imperial Oil, ExxonMobil and BP,
which expects to file a project description and environmental
impact statement, EIS, with regulators later this year to drill one
or more wells. 

Imperial said a “decision to proceed with an exploration
drilling operation in the Beaufort Sea would require a significant
financial commitment” by the partners.

“Many factors would have to be considered in making a deci-
sion, including regulatory approvals and resolution of issues such
as (the National Energy Board’s) equivalency to same-season

see CANADIAN BEAUFORT page 18

A
LA

SK
A

 D
EC

www.petroleumnews.com


2 PETROLEUM NEWS • WEEK OF APRIL 28, 2013

Petroleum News North America’s source for oil and gas news

PIPELINES & DOWNSTREAM

NATURAL GAS

LAND & LEASING

FINANCE & ECONOMY

EXPLORATION & PRODUCTION

ENVIRONMENT & SAFETY
6  Figuring the sounds in Arctic offshore

Scientists seek ways to estimate the environmental
impacts of multiple sound sources as 
industrial and vessel activity builds up

7  State ‘back in the game’ with tax change

Janet Weiss, BP’s Alaska region president, says company
to evaluate opportunities, seek approval 
for additional long-term activity

3  Sen. Kevin Meyer on citizen legislators

Anchorage Republican, who works for ConocoPhillips
when he’s not in Juneau, says scrutiny at new
heights in this year’s session

4  Boost for BC refinery plan

MOU from China’s largest bank to organize syndicate 
of lenders, possibly engineering, construction 
advice for Kitimat refinery

contents

GOVERNMENT

11 Shell, Noble discussing Arctic contracts

15 Furie suit contesting fine stays alive

18 Buccaneer reviewing strategic options

21 SB 21 could surpass ACES revenues

14 Legislature confirms Foerster, Rokeberg

12 Market awaits impact of NA LNG exports

14 NordAq seeks Kenai road easement

14 More cameras to watch for inlet ice

11 JV finishes North Slope road

18 Import concentration highest since 1997

8 British Columbia faces carbon tax hike

5 Potential Alaska state and federal oil and gas lease sales

5 A connection agreement for Prudhoe Bay?

Linc flow testing Umiat well,
expects results in early May

Canadian Beaufort drilling years
away, possibly late this decade

10  Gathering data on the Nenana basin

DGGS-led team reports on the status of its field work,
sampling and analysis, assessing the basin’s
oil and gas potential

16  So far, so good for CINGSA gas storage

Facility averted potential Southcentral Alaska gas 
delivery shortfalls during the past winter; 
utilities seek new supply contracts

Three for three

Repsol announces three ‘good quality 
hydrocarbon discoveries’ at Qugruk

Conoco: $543M in 1Q

Announces Cassin discovery, talks 
investments, analyzes Chukchi exploration

A calamity averted

Pump station upgrades said to prevent 
long Alaska pipeline shutdown in 2011

ON THE COVER

Alaska’s
Oil and Gas
Consultants

Geoscience
Engineering
Project Management
Seismic and Well Data

3601 C Street, Suite 1424
Anchorage, AK 99503

(907) 272-1234
(907) 272-1344

www.petroak.com
info@petroak.com

www.petroak.com


� G O V E R N M E N T

Sen. Kevin Meyer on citizen legislators
Anchorage Republican, who works for ConocoPhillips when he’s not in Juneau, says scrutiny at new heights in this year’s session

By STEVE QUINN
For Petroleum News

One day after the Legislature
adjourned, Sen. Kevin Meyer was

on a plane to Anchorage where his other
job awaited him: that as ConocoPhillips
employee who sells and distributes sur-
plus goods.

His work with ConocoPhillips has
been no secret and routinely prompted
him to declare a potential conflict of inter-
est during floor votes in each of his 13
years in office, first with the House and
now with the Senate.

He said he’s
accustomed to scruti-
ny that comes with
holding down both
jobs, but it reached
new heights during
the most recent of
what seems to be on-
going oil tax debates
that dates to 2006. 

This time it was
for his role as co-chairman of the Senate
Finance Committee, the third of three
Senate committees to review SB21, the oil
tax reform bill.

The Anchorage Republican has been
around for tax changes in the 2006
Petroleum Production Tax debate and the
2007 Alaska’s Clear and Equitable Share
discussion.

He served in the House then, before
moving to the Senate in time for a
reprised bill, which failed last session.

That changed this year when the
Legislature passed Senate Bill 21 amid the
criticism of Meyer and Sen. Pete
Micciche, another Conoco Phillips
employee, overseeing committee’s hearing
the bill. 

Meyer spoke of the scrutiny and of the
Legislature’s resource development
accomplishments with Petroleum News
one week after session ended.

Petroleum News: You’ve said that
you’re received more pushback and criti-
cism for your work with ConocoPhillips
conflicting with your work as a legislator
and co-chairman of the Finance
Committee. What do you believe that’s
happened?

Meyer: I’m not sure. If you recall we
were dealing with oil taxes last year. I
don’t think the issue came up once that I
have a conflict of interest because I’ve
worked at Conoco Phillips. I don’t recall
any reporters reporting on it. I certainly
didn’t get any emails or phone calls like I
am this year. In fact the same groups that
are upset with me are groups that
endorsed me and supported me during the
campaign last year, the Backbone group.
They were running media ads with Bettye
Davis and (Bill) Wielechowski, saying
these guys are part of a bipartisan coali-
tion. We support them. Six months later
they are saying, “he’s got a conflict. He’s
got the oil tax all wrong.” 

I’m not sure what changed in the last
six months other than the politics. That is
what I think this is all about. Last year I
was part of a bipartisan coalition led by
Democrats. This year I’m part of a biparti-
san coalition that’s led by Republicans.
When you are dealing with such a critical
issue to our budget and the overall health
and wealth to our state, then we’ve got to
take the emotion and the politics out of it
and just look at the facts. 

This year we had three different con-
sultants and one of them, PFC Energy,
was the same consultant we had under the
bipartisan coalition last year. Everybody
seemed to respect them and like them. It’s
the same consultant advising us this year
that we are just not competitive. We have
to adjust our oil tax structure to become
competitive. I still don’t know if what we
ended up with is going to be enough, but
it’s certainly a lot better than what it was
under ACES.

Petroleum News: The only difference
between now and last year under the
coalition is that you’re co-chair and you
were in the House as well, correct?

Meyer: When we were doing PPT in
2006 and ACES the next year, I chaired
the House Finance Committee. One differ-
ence was Mike Chenault was the other co-
chair and I turned the gavel over to him. I
offered to turn it over to (Sen.) Pete Kelly
and his response was you know a lot more
about oil and gas than I do, so you go
ahead and chair it. So I did. As you recall,
once it got on the floor — and it’s really
the floor vote that’s binding, the one that
really counts — you’ll notice it was Sen.
Fairclough that led the debate on oil taxes.
It wasn’t me. 

I spoke to Mike Bradner who was
speaker of the House back in the 1970s,
and I asked him have you always dealt
with conflict of interest this way: standing
up and if somebody objects you have to
vote. Mike Bradner, who was a Democrat
and in the 70s it was pretty much a
Democratic majority, he said they felt
strongly that this way was the best way to
do it. What was happening was people
would ask to be excused saying they had a
conflict and in reality they were trying to
avoid a difficult vote. Both Republicans
and Democrats want everybody on record. 

The current system we have in place
has been around for a long time. It’s
always a difficult issue. I know when I
was on the Anchorage assembly we would
stand up and declare our potential conflict
of interest. Our colleagues would vote on
it and it became very political. A person
either thought, “well, he’s on my side, so

I’m going to say he doesn’t have a con-
flict,” or if someone thinks, “he’s going to
vote this way and I don’t want him to
vote, so I’ll say he has a conflict.” So
there is not a good way to deal with con-
flict of interest. As a citizen Legislature,
everybody is going to have conflicts. I
think the way we deal with it is the best.
You stand up, you declare it and then you
vote. It’s up to your con-
stituents to decide whether
or not they like how you
voted or didn’t vote. I’ve
been in the Legislature 13
years and eight years on the
Assembly before and peo-
ple know my voting pattern and where I
stand on various issues. 

When I run for office, I always tell
people where I work. To disenfranchise
them and not let them have a voice down
in Juneau would be unfair to 35,000 peo-
ple. Now if you do the same thing to Sen.
Micciche, now you’re talking about
70,000 people. That would be like saying
Fairbanks you’re not going to have a say
on oil taxes or Southeast, Alaska, you’re
not going to have a say. So, 70,000 people
is an awful lot.

The oil industry is the main industry in
Alaska and employs a lot of people. 

The culture at ARCO, then
ConocoPhillips, is to encourage employ-
ees to give back to the community and the
state we work in. You’re going to have
folks who ultimately get involved in
boards and commissions and eventually
asked to run for office. I’m frankly sur-

prised there are not more
folks who work for the oil
industry who are in elected
positions. I think there isn’t
because they don’t want to
have to put up with the neg-
ative comments. 

You know Sen. Micciche and I, we
didn’t decide one day we are going to run
for office so we could vote on oil taxes. 

Petroleum News: You had this prospec-
tive conflict reviewed several years ago,
right?

Meyer: In 2008, I asked our ethics
committee to make a ruling on the conflict
of interest or not because some years it’s
not an issue and other years it is. If some-
body tells me it’s wrong, I won’t do it any
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Boost for BC 
refinery plan
MOU from China’s largest bank to organize syndicate of lenders,
possibly engineering, construction advice for Kitimat refinery

By GARY PARK
For Petroleum News

China’s largest bank has given a major
lift to the dreams of newspaper pub-

lisher David Black to lead construction of
the first new North American refinery in
decades.

He signed a memorandum of under-
standing in Beijing that, if completed, will
see the Industrial and Commercial Bank of
China act as financial adviser, participate in
“associated pipelines and other elements”
and provide engineering and construction
advice for the possible C$25 billion ven-
ture.

Black told reporters that ICBC views its
role as “providing a fair amount of money
themselves, but also organizing the club of
banks that will provide all the debt money.
They have the money, but they like to
spread risk around like insurance compa-
nies.”

ICBC said it was “very pleased to be
working toward a comprehensive agree-
ment to finance a refinery in Canada, which
is planned to export refined fuels to China
and other Asian countries.”

Black said ICBC shares his goal of pre-
ferring to see the entire project financed
through debt, rather than investors taking a
stake in the assets.

No controlling interest
He said ICBC has agreed it will not seek

a controlling interest in the refinery, the
marine terminal, a pipeline or a tanker fleet. 

Black said that in addition to organizing
a syndicate of lenders, ICBC could also
become an investor, but said negotiations
have not advanced to the point of discussing
how much ICBC is prepared to lend.

“These are big loans and one bank isn’t
going to take all the risk itself. They will
spread it around. So what we need is a lead
bank to organize that,” he said.

Black told the Canadian Broadcasting
Corp. that the MOU is a “non-binding letter
of intent. There’s a lot of negotiating to do.
But I am very sure we’ll get there.”

Black said he is hoping to use his time in
China to develop off-take deals with
Chinese energy companies, including

PetroChina and Sinopec, to buy fuels from
the refinery.

His earlier hopes of using Swiss-based
Oppenheimer Investments Group to serve
as financing and marketing agent for his
privately owned Kitimat Clean suffered a
setback three weeks after that initial
announcement in March with the sudden
death of Oppenheimer co-founder Samuel
Grossmann. However, Richard Cooke,
Oppenheimer’s senior managing director
for the Americas and Africa, said in March
that his firm had “the funding committed to
do this project,” although it is not clear
whether Oppenheimer is still involved. 

Refinery at C$15B-C$18B
Depending on the design of a refinery to

process 550,000 barrels per day of diluted
bitumen into transportation fuels, the facili-
ty could cost C$15 billion to C$18 billion.
Other estimated costs include C$6 billion
for a pipeline from the Alberta oil sands,
although Black has suggested the crude
could be delivered to Kitimat by rail, and
C$1 billion for new ocean-going tankers. 

No timetable has been set for Kitimat
Clean to file applications for environmental
and other regulatory approvals.

The proposal is supported by the British
Columbia government, which is just as
adamantly opposed to Enbridge’s Northern
Gateway project to transport 525,000 bpd
of crude bitumen to a tanker terminal at
Kitimat.

Black has argued that a refinery would
create 3,000 permanent jobs, while
Northern Gateway’s plan to ship unrefined
bitumen to Asia would generate few bene-
fits for the province.

Black said his next moves include open-
ing discussions with First Nations to
explore “their concerns and discuss the
opportunities” a refinery would present.

Chicago-based Navigant Consulting, in
a report commissioned by the British
Columbia government, said the refinery
could sell fuels in China, India, South
Korea and Japan “without major disruption
to local spot markets.” �
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By ALAN BAILEY
Petroleum News 

In perhaps one of the more obscure out-
comes of the replacement of corroded

oil pipelines following a 2006 oil spill at
the Prudhoe Bay oil field, the owners of
the field may have to sign for the first time
a formal connection agreement between
the field and the trans-Alaska oil pipeline
system, or TAPS. Apparently, with TAPS
originally built to export oil from the
Prudhoe Bay field before any other North
Slope fields were developed, there has
never previously been a formal agreement
for the terms and conditions under which
the field is connected to the pipeline.

But following major replacements of
transit lines carrying oil to pump station 1
at the northern end of TAPS, in 2010
Alyeska Pipeline Service Co., the TAPS
operator, applied to the Regulatory
Commission of Alaska, or RCA, for a per-
mit to connect Prudhoe Bay to the pipeline
system; Alyeska also asked the commis-
sion to approve a proposed connection
agreement between the field and TAPS —
an approved connection agreement is a
prerequisite for a connection permit.

Lost in history
Although the connection between the

field and TAPS has been in existence for
the entire life of TAPS, “for reasons not
clear to (Alyeska), and lost in history, the
TAPS owners and PBU (the Prudhoe Bay
unit) have not previously entered into a
connection agreement,” Alyeska told
RCA.

But the owners of the Prudhoe Bay
field have objected to a clause relating to
indemnification for economic losses in
Alyeska’s proposed connection agreement
for the field. Consequently, the owners
have argued that the connection agree-
ment is not in fact needed, since the
upgrades at the field only involved the
replacement of pipelines upstream of the
connection to TAPS, with the pre-existing
TAPS connection remaining unaltered.
The new transit lines do not come under
RCA jurisdiction, did not require a con-
struction permit and therefore do not
require a connection agreement, the own-
ers said.

However, John Wood, RCA adminis-
trative law judge, has proposed to the
RCA commissioners that the commission
should require an approved connection
agreement for Prudhoe Bay, but that the
connection agreement should not include
the provision for the indemnification of
economic losses.

Other agreements
Apparently all fields that have connect-

ed to TAPS since the startup of Prudhoe
Bay have formal connection agreements.
But, although a model connection agree-
ment approved by RCA in 2003 for future
use contains an indemnification clause,
some North Slope field connection agree-
ments contain a clause of this type while
others do not. 

Excluding the indemnification clause
for economic losses from the agreement
“is reasonable and does not grant an
unreasonable preference or advantage, nor
subject any person to an unreasonable

prejudice or discrimination,” Wood wrote.
And the proposed new connection

agreement for Prudhoe Bay appears rea-
sonable, closely following the model
agreement approved in 2003, even
although the field has a previously exist-
ing connection with the pipeline system,
he wrote. �
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CH2M HILL is one of the world’s most recognized 
engineering firms serving oil, gas, and mining 
clients in Alaska for over 40 years.
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LAND & LEASING
Potential Alaska state and federal 

oil and gas lease sales
Agency Sale and Area Proposed Date

DNR Cook Inlet May 8, 2013

DNR Alaska Peninsula May 8, 2013

DNR Augustine Island Geothermal May 8, 2013

DNR Beaufort Sea Areawide October 2013

DNR North Slope Areawide October 2013

DNR North Slope Foothills Areawide October 2013

BLM NPR-A fall 2013

BOEM Chukchi Sea May 2016

BOEM Cook Inlet (special interest) November 2016

BOEM Beaufort Sea May 2017

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

Energy Management (formerly Minerals Management Service), Alaska region outer continental shelf
office, manages sales in federal waters offshore 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.
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A connection agreement
for Prudhoe Bay?
Field has never had a formal agreement with the trans-Alaska
pipeline, but the replacement of transit lines may change that

Apparently, all fields that have
connected to TAPS since the
startup of Prudhoe Bay have

formal connection agreements.

www.ch2mhill.com/alaska
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ENERGY INFRASTRUCTURE CONSTRUCTION SERVICES 

 
301 W Northern Lights Blvd  Suite 301 Anchorage, AK  907.278.4400 
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Courtesy of Northrim Bank’s Partnership
with the Alaska World Affairs Council 

October 26, 2012
Dr. Margo Thorning, U.S. Energy and Tax Policies: Implications for Alaska’s Economy
Dr. Thorning is an internationally recognized expert on tax, environmental, and competitive-
ness issues. She writes and lectures on tax and economic policy, is frequently quoted in
publications such as the Financial Times, Suddeutsche, Zeitung, New York Times, and Wall
Street Journal, and has appeared internationally on public affairs news programs. Margo
Thorning is senior VP and chief economist with the American Council for Capital Formation.

November 28, 2012 
Mikkal Herberg, Mikkal Herberg writes and speaks extensively on Asian and global en-
ergy issues to the energy industry, governments, research institutions, and the media in the
U.S., Asia, and Europe. Recent publications include “China’s ‘Energy Rise’ and The New
Geopolitics of Global Energy” ; “Energy Security in the Asia-Pacific Region and Policy of the
New U.S. Administration” ; and “China’s Search for Energy Security: Implications for the
United States.”

Spring 2013
Frank Verrastro, Frank Verrastro is senior vice president and director of the Energy and
National Security Program at CSIS. He has extensive energy experience, having spent 30
years in energy policy and project managment positions in the U.S. government and the pri-
vate sector. He has served in the White House (Energy Policy and Planning Staff) and the
Departments of Interior (Oil and Gas Office) and Energy (Domestic Policy and the Interna-
tional Affairs Office).

Jose Lima, Jose Alberto Lima, a Brazilian who joined Shell in 1989, is the vice president of
New Business Development and Ventures at Shell. He also worked on a team responsible
for the launch of Shell International Renewables with a focus on Solar and Wind.

For more information, please visit: alaskaworldaffairs.org

We Are Bringing Some of the Brightest Minds to
Alaska to Discuss Oil, Gas, and Energy

By ALAN BAILEY
Petroleum News

While oil spill concerns often grab the headlines
when it comes to potential environmental impacts

from Arctic offshore oil exploration and development,
worries about the possible effects of industrial noise on
marine wildlife also figure high on the priority lists of
those who plan, monitor or regulate offshore activities, and
of those who hunt for marine mammals as a subsistence
food source.

During this year’s National Marine Fisheries Service
Arctic Open Water Meeting, held in early March, several
presentations focused on the tricky question of how to
assess noise impacts on marine mammals, to achieve an
appropriate balance between economic needs and environ-
mental protection.

Noisy ocean
During a talk on the impacts of offshore seismic sound

on marine mammals, Amy Scholik-Schlomer, acoustic
coordinator in the National Marine Fisheries Service
Office of Protected Resources, commented that, while
marine mammals use sound for communication, naviga-
tion and prey detection, the ocean is inherently noisy, with
sounds coming from both natural and manmade sources.

The Fisheries Service, while allowing activities vital to
security and the national economy to take place, tries to
address concerns about manmade noise becoming a threat
to marine life, Scholik-Schlomer said.

Although mitigation measures enforced during seismic
operations try to ensure that animals are not exposed to
sound loud enough to cause hearing damage, there is a
more general question of the impact of manmade sound on
animal behavior, in situations where an animal is not
directly injured by the noise but where behavioral changes
may impact the animal’s ability to reproduce, grow or even

survive, she said.

Pervasive sound
And human sound can pervade the ocean.
In the mid-Atlantic people have recorded seismic

sounds at distance of up to 4,000 kilometers from a seismic
vessel, Scholik-Schlomer said. And in the Gulf of Mexico,
where seismic sound can be near continuous, animal vocal-
ization has been observed to change, although the reasons
for the change are unknown, she said.

Simple vessel traffic can itself create noise problems.
Scholik-Schlomer demonstrated a computer simulation of
the underwater sounds from commercial shipping in the
north Atlantic: This model suggests noise from the ships
overwhelms or “masks” natural sounds used by North
Atlantic right whales for 50 percent of the time, and some-
times for as much as 80 percent of the time, Scholik-
Schlomer said.

Modeling technique
Melania Guerra, a scientist from Cornell University,

described a new research program, evaluating a modeling
technique for assessing the cumulative impacts of multiple
sound sources in the Alaska Arctic offshore. The research
program, with funding from BP and the involvement of the
North Slope Borough, is developing a computer applica-
tion that simulates the potential behavior of animals such
as whales under different sound scenarios.

Given the complexity of the issues being addressed, the
research program involves a working group of multi-disci-
plinary experts from a variety of backgrounds and affilia-
tions, Guerra said.

Essentially, the group’s approach involves deciding on
a region and time period to assess, identifying all known
significant sources of human ocean noise in that region and
period, and then using the data to model the human
“acoustic footprint,” the pattern of both continuous and

impulsive underwater sound that would permeate various
parts of the region as a consequence of human activities.

The idea then is to assemble information about what is
known about the ways in which an animal species
responds to sound, so that the model can simulate animal-
s’ behavior as they swim through the acoustic footprint,
enabling the scientists to assess any significant or adverse
impacts from the human-generated noise.

Beaufort Sea test
As a test for its simulator system, the group decided on

a case study loosely based on activities in the western
Beaufort Sea during the summer open water season of
2008, Guerra said. And the group chose to use the system
to assess the impact of the activities on the east to west
migration of bowhead whales between Sept. 1 and Oct. 23
of that year, she said.

At that time five seismic surveys were in progress in the
Beaufort Sea, with two surveys using powerful air guns
and three using smaller air guns, Guerra said. In addition,
two offshore islands had oil operations that created some
subsea sound, and two barge tows were in progress, she
said. The incorporation of sound characteristics from all of
these sources into a marine sound propagation model
enabled the simulation of the subsea acoustic footprint, as
it developed over the time period under investigation.

To simulate the whale behavior, the scientists gathered
data about what is known about how bowhead whales
respond to sound, including Alaska Native traditional
knowledge about the whales’ behavior and sound avoid-
ance responses. By plugging all of this information into the
computer system the scientists created what they called
“animats,” simulated animals rather like avatars in an elec-
tronic game. By then having a population of animats
“swim” through the acoustic footprint, with different ani-
mats taking different routes but all animats motivated by a

� E N V I R O N M E N T  &  S A F E T Y

Figuring the sounds in Arctic offshore
Scientists seek ways to estimate the environmental impacts of multiple sound sources as industrial and vessel activity builds up

see SOUND SOURCES page 7
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By KRISTEN NELSON
Petroleum News

Passage of Gov. Sean Parnell’s oil tax
change puts Alaska “back in the

game,” BP Alaska Region President Janet
Weiss said in comments emailed to
Petroleum News April 18. 

“As a package, this is an important step
forward and will help us compete for more
investment. This puts Alaska back in the
game,” Weiss said of passage by the
Alaska Legislature of the committee sub-
stitute for Senate Bill 21, the governor’s
oil tax change. 

Damian Bilbao, head of finance for BP
in Alaska, used similar terminology in
committee hearings on the legislation,
telling legislators elimination of progres-
sivity was a “game changer” putting
Alaska back in the game of competing for
investment. 

“Now that we know the legislative out-
come, we will evaluate our hopper of
investment opportunities to understand the
impact of the changes relative to our strat-
egy, including BP’s suite of global oppor-
tunities and our co-owners’ support of the
opportunities,” Weiss said in the emailed
comments. 

Bilbao told legislators that as BP ana-
lyzes and ranks hundreds of projects the
question is which are economic. He said
there is an annual review of potential proj-
ects to see if circumstances have changed,
including whether technology or efficien-

cies have changed.
Fiscal policy impacts
that decision, he
said, and while proj-
ects are prioritized
locally they have to
compete for a fixed
amount of world-
wide investment.

Bilbao told legis-
lators before passage
of SB 21 that a fair number of Alaska proj-
ects were not competing because of the
state’s fiscal regime and the high cost of
doing projects in Alaska. 

“Alaska legislators understand that
change cannot happen overnight,” Weiss
said, “but they are expecting us to move
expeditiously and efficiently forward. That
means our work over the next couple of
years to advance the possible into the actu-
al is critical.” 

Bilbao told legislators that the first
thing that would happen following a fiscal
change would be more drilling or finding
more rigs to drill more, followed by more
sizeable capital investments in things like
new pads, which lead to more drilling and
more oil. 

He said more capital intensive changes
would take a few years, and said prior to
bill passage that while he couldn’t say for
certain about shorter-term changes such as
more drilling without knowing the final
bill, shorter-term activity could shift in the
next one to two years. 

Weiss said following passage of the bill
that BP “will change our long-term plans
accordingly, seeking appropriate sanctions
for additional activity.” 

“Our evaluation will include natural
gas given that an improved oil fiscal envi-
ronment has been a prerequisite to advanc-
ing work on LNG,” she said. 

BP, ConocoPhillips, ExxonMobil and
TransCanada have met benchmarks set out
by Parnell for a liquefied natural gas proj-
ect, most recently in mid-February when
they provided details on the project, and
said they had “completed the concept

selection phase.”
In a Feb. 15 letter to the governor

detailing work completed the companies
said they were “working toward the next
decision points,” but noted, as they had in
an Oct. 1 letter, that “a competitive, pre-
dictable and durable oil and gas fiscal
environment will be required for a project
of this unprecedented scale, complexity
and cost, to compete in global energy mar-
kets.” �
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desire to move east to west through the
Beaufort, it became possible to observe
simulated animal movements and measure
potential animal sound exposures. The sim-
ulation could be run with or without sound
avoidance behavior built into the animat
characteristics, Guerra explained.

Exposure data
With sound avoidance included, causing

sound to deflect the whales’ migration
paths, 99 percent of the animats took action
to avoid sound levels of 180 decibels or
higher; 85 percent avoided sounds greater
than 170 decibels and 60 percent avoided
160-decibel noise, Guerra said. And the
model provided data about how much
noise each animat encountered along its
route through the sea, with the sound expo-
sure for different animats at different times
from different sound sources depending on
the distance from shore of each animat’s
migration path.

Potential animal sound exposure histo-
ries derived from a simulator system like
this demonstrate how sound exposures

from multiples sound sources can be just as
important as the type of single-source
sound exposure typically assessed when
regulating industrial activities, Guerra said.
However, although the research group has
discussed the future possibility of govern-
ment agencies using this type of simulator
system for regulatory decision making,
presumably enabling assessments of the
cumulative impacts of multiple, concurrent
activities, Guerra stressed that the research
program remains far from reaching a point
where the simulator tool could be used for
this purpose.

For example, in running the Beaufort
Sea simulation the researchers made sever-
al simplifying assumptions about the vari-
ous sound sources, Guerra said. The simu-
lator model could incorporate much greater
complexity. And, with scientific papers on
the research in progress, the scientists have
not yet finalized the modeling method, she
said.

The research is a work in progress, a
simple first step towards a potentially use-
ful tool, as activity levels in the Arctic
increase, Guerra said. �

continued from page 6

SOUND SOURCES
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State ‘back in the game’ with tax change
Janet Weiss, BP’s Alaska region president, says company to evaluate opportunities, seek approval for additional long-term activity
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Your stuff will make it to port, even if you can’t.

When you’ve been shipping to Alaska for more than 35 years, you know 
that this is no place for amateurs. Between Tacoma and Anchorage, there 
are 1,440 nautical miles – and every kind of tidal mischief – to cover. 
That’s why our Orca class of ships are specially built to handle whatever 
comes up. Or goes out.

Meeting the unique demands of Alaska is only part of our business. 
Meeting yours is everything else.

Ph
oto

 Cr
ed

it: 
Fr

an
k F

lav
in

Alaska Division of Geological & Geophysical Surveys
Division Operations Manager/Deputy Director

If you are a senior geological scientist with strong leadership skills and looking
for an opportunity to advance the mission of a very active field-based state
geological survey, this position may be for you. The State Geologist and 
Director of the Alaska Division of Geological & Geophysical Surveys (DGGS)
is seeking an experienced and motivated geoscience manager to serve in the
position of Division Operations Manager / Deputy Director  and assist in 
conceiving and developing the division’s programs, constructing and 
implementing its annual budget, and allocating the division’s human and fiscal
resources.

DGGS is the primary collector, publisher, and archiver of earth-science 
information and geologic samples for the State of Alaska. DGGS conducts
major field- and office-research programs in energy resources, mineral 
resources, engineering geology, and geologic hazards, and publishes the 
results of these studies in peer-reviewed agency publications. 

This position is located in Fairbanks, Alaska, a dynamic, centrally located small
city with a state university system that is home to a world-class geophysical
research institute. Fairbanks offers excellent public and private schools, cultural
opportunities, and unsurpassed year-round recreational activities. 

Application can be made via the Workplace Alaska website
(http://bit.ly/YWRUKj) or by calling 1-800-587-0430 or 1-907-465-4095 for a
hard copy application. These forms, on-line or hard copy, must be submitted
to the Department of Administration, Division of Personnel, PO Box 110201,
Juneau, AK 99811-0201. Fax: 1-907-465-2576. The State of Alaska is an
EEO/ADA employer. Individuals requiring accommodations should call 1-800-
587-0430 or 465-4095 in Juneau or (907) 465-3412 (TTY)
or correspond with the Division of Personnel at the 
address above. 

To learn more about the programs at the Alaska 
Division of Geological & Geophysical Surveys please
visit our website at  http://www.dggs.alaska.gov/

� G O V E R N M E N T

British Columbia faces carbon tax hike
By GARY PARK

For Petroleum News

British Columbia leads the only three
of Canada’s 10 provinces to have

imposed a carbon tax and if the province
changes government after its May 14
election that role will be strengthened. 

Adrian Dix, leader of the socialist
New Democratic Party that has entered a
month-long election campaign with a
seemingly insurmountable advantage in
the polls, has pledged to expand the tax to
cover vented oil and natural gas emis-
sions. 

Premier Christy Clark, whose Liberal
party faces defeat for the first time in 12
years, has countered with a vow to freeze
the tax for at least another five years. 

The NDP, which has 48 percent sup-
port among decided voters in the latest
polls compared with the Liberals 29 per-
cent, has also declared it will block
Enbridge’s Northern Gateway pipeline if
the project, which Prime Minister
Stephen Harper views as a strategic
imperative, is approved by the Canadian
government. 

‘Economic suicide’ warnings
Together, his two commitments are gen-

erating warnings of “economic suicide”
from energy industry analysts.

Bill Gwozd, senior vice president of gas
services at Ziff Energy, said a tax increase
would amount to “throwing darts” at an
industry suffering from weak commodity
prices. 

He predicted exploration and production
companies would start moving their capital
elsewhere, resulting in British Columbia
“committing economic suicide.”

Peter Tertzakian, chief energy econo-
mist at ARC Financial, said that adding
more costs to a gas industry that is fighting
for survival would be a bad move until pro-
ducers can sell their production into LNG
markets in Asia.

“Until there is some price recovery for
natural gas from accessing global markets
— which is five years away — the industry
has almost no capacity to absorb another
tax,” he said. 

“To burden a fuel that is actually helping
to reduce carbon emissions across the con-
tinent doesn’t make sense.

“Producers are looking to British

Columbia to spend money developing
LNG terminals and to send that kind of sig-
nal to them creates uncertainty,” he said.

NDP plans to broaden tax
Dix said an NDP government would

broaden the carbon tax, first introduced five
years ago, in increments to charge C$10 per
metric ton on production emissions in the
first year, rising to C$20 in 2015 and C$30
in 2016. 

He said the move would cover an addi-
tional 5 percent of carbon emissions in the
province and generate an extra C$100 mil-
lion in 2016 on top of the C$1.2 billion in
taxes collected in 2012.

NDP energy spokesman John Horgan
said he has told the industry his party’s aim
is to drive down emissions, not increase
costs for producers who are struggling with
both low gas prices and the added costs of
accessing distant markets in North
America.

“Our objective here is not a revenue
grab,” he said. 

Clark argued it was now time for other
North American jurisdictions to catch up to
British Columbia, a view that has been
endorsed by Canada 2020. 

The new think tank said it is time for a
national debate on the issue, despite the
outright rejection of a carbon tax by the
Harper government. 

Canada 2020 leaders, former Quebec
premier Jean Charest and Eric Newell, for-
mer chief executive officer of the Syncrude
Canada oil sands consortium, suggest that
unless Canada shows it is serious about
tackling greenhouse gas emissions it cannot
expect support from the United States for

projects such as the Keystone XL pipeline.

Seven years of decline
But the prospect of an added squeeze on

British Columbia’s gas sector comes after
seven years of steady decline, with the B.C.
Oil and Gas Commission reporting that 131
wells were drilled in the first quarter of
2013, compared with 1,435 wells for all of
2006.

The natural gas sector is the largest sin-
gle source of greenhouse gas emissions in
British Columbia, which produces about 1
trillion cubic feet a year, second among
Canada’s three producing provinces behind
Alberta. 

The existing carbon tax covers combus-
tion and flaring. Venting occurs at either the
well site or processing plant when CO2 is
stripped out and released as well as when
methane is released from pipelines. 

The Alberta-based Pembina Institute
estimated that imposing a tax on venting
will increase the tax coverage to 75 percent
of all British Columbia emissions from 70
percent. 

On the national front, Greg Stringham,
vice president of markets and fiscal policy
with the Canadian Association of
Petroleum Producers, told an industry
meeting that new oil sands mining and in-
situ projects are making headway in deal-
ing with GHGs. 

He said emissions per barrel of produc-
tion have been lowered by 26 percent over
the past 20 years, applying what he ranked
as best-in-class technologies. �

www.tttenviro.com
www.totemocean.com
www.dggs.alaska.gov
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By ALAN BAILEY
Petroleum News

A laska’s Division of Geological and
Geophysical Surveys, or DGGS, has

published a status report on research it is
conducting into the oil and gas potential
of the Nenana basin, a large sediment-
containing trough in Alaska’s Interior,
about 50 miles southwest of Fairbanks.
Geologists have long viewed the basin as
likely to contain natural gas. And, with the
basin being close to the transportation cor-
ridor between the cities of Anchorage and
Fairbanks, the possibility of a significant
gas find in the basin offers the tantalizing
possibility of a new source of gas for
space heating or power generation in the
Alaska Railbelt. 

Doyon exploration
Doyon Ltd., the Native regional corpo-

ration for the Alaska Interior, has been
spearheading efforts to explore the basin
— in 2009 the corporation drilled the
Nunivak No. 1 well in the basin near the
village of Nenana and the corporation
plans another well nearby this summer.
Doyon has said that, while the Nunivak
well did not encounter commercial quan-
tities of gas, the well did provide intrigu-
ing evidence for the hydrocarbon potential
of the basin. And the corporation says that
its exploration efforts have uncovered
indications that the basin may hold oil as
well as gas. 

With very little rock exposed at the sur-

face within the area of the basin, geologic
assessments of the basin depend on exam-
inations of rock exposures in the hills

around the basin margin, coupled with
insights from gravity and seismic data
gathered in the basin. Some limited sub-
surface data are also available from the
Nunivak well and two earlier wells,
drilled several years ago on the basin’s
flanks.

Some results from the Doyon explo-
ration have indicated that the basin may
be much deeper than previously thought,
with the possibility that potential source
rocks have been buried to depths where
temperatures would drive oil or gas for-
mation. Conventional thinking about
potential natural gas formation in the
basin has tended to assume that, rather
than forming from the application of heat,
gas would be generated from the action of
bacteria on organic material in coal seams.

Reconnaissance fieldwork
The DGGS research involves a team of

scientists from DGGS, Alaska’s Division
of Oil and Gas, the U.S. Geological
Survey and the University of Alaska

Fairbanks. In 2012, the year when the
Nenana basin research started, the team
carried out reconnaissance fieldwork, ver-
ifying, measuring and sampling the rock
sequences exposed on the southeast side
of the basin and on the south side of the
adjoining Tanana basin on the north side
of the Alaska Range.

“The goal of this work was to improve
our understanding of the geologic devel-
opment of the Nenana basin and to collect
a suite of samples to better evaluate
hydrocarbon potential,” the report says.

The DGGS-led team visited well-
exposed sections of the basin fill, at the
edge of the basin near and to the east of
Healy, the site of Alaska’s only commer-
cial coal mining operation. The team
made detailed measurements of the
sequence of exposed rock strata and took
rock samples, assessing some rock units
for their potential as hydrocarbon sources
and other units for their possible effec-
tiveness as hydrocarbon reservoirs.

Rivers and lakes
Geologists think that the Nenana basin,

formed as a consequence of the move-
ment of the Earth’s crust around some
major geologic faults, is probably filled
with relatively young sediments, primari-
ly Tertiary in age and laid down from sys-
tems of rivers and lakes, and with periods
of luxuriant vegetation growth giving rise
to substantial coal seams.

Coal seams in the basin could source
gas, and perhaps oil. However, the
DGGS-led team also sees possible com-
parisons between lake-deposited sedi-
ments in the Nenana basin and organic-
rich lake sediments elsewhere in the world
that can source oil. The team has taken
samples from a rock formation of this type
exposed near Healy for laboratory analy-
sis, the DGGS report says.

And field observations appeared to
confirm that many of the rocks in the
basin were laid down as sediments
deposited from rivers. However, geologic
features that the team encountered during
its fieldwork included a fossil forest,
buried and preserved in volcanic ash, the
DGGS report says.

Samples for timing
The field team also collected rock sam-

ples from the older rocks which form the
basement to the basin and which are

� E X P L O R A T I O N  &  P R O D U C T I O N

Gathering data on the Nenana basin
DGGS-led team reports on the status of its field work, sampling and analysis, assessing the basin’s oil and gas potential
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Craig Taylor Equipment Co., a locally owned
and operated Alaskan corporation, was
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state with four convenient locations 

(Anchorage, Fairbanks, Wasilla, Soldotna).
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Geologists think that the Nenana basin southwest of Fairbanks is prospective for natural gas
and could perhaps also hold oil. A team of scientists led by Alaska’s Division of Geological
and Geophysical Surveys is investigating the hydrocarbon potential of the basin.

see NENANA BASIN page 11
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exposed in the hills on the north and south
sides of the basin, and in the Yukon-
Tanana uplands to the east. These rocks,
igneous and metamorphic in nature, con-
tain minerals that the team hopes will pro-
vide insights into the thermal history of
the basin floor, thus providing evidence
for the timing of Nenana basin formation.

DGGS says that it anticipates publish-
ing detailed results from its interpreta-
tions of hydrocarbon reservoir and source
rock quality in the basin by the end of
2013. In due course the team will also
publish the results from the laboratory
analyses of rock samples collected in
2012. In 2013 the research team may con-
duct an additional evaluation of rock cut-
tings from the Nunivak well, including a
supplementary analysis of data that can be
gleaned from those cuttings. The team is
also considering some further field stud-
ies in the northern Alaska Range, the
DGGS report says. �

continued from page 10
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FINANCE & ECONOMY
Shell, Noble discussing Arctic contracts

Drilling company Noble Corp. is in dis-
cussions over extending its contracts with
Shell for Shell’s Alaska Arctic offshore
exploration drilling program, Roger Hunt,
Noble senior vice president, marketing and
contracts, said during Noble’s earnings
conference call on April 18. Noble’s drill-
ship Noble Discoverer drilled a top hole in
Shell’s Chukchi Sea Burger prospect last
year, while the drilling company also oper-
ated the Shell-owned Kulluk floating
drilling platform in the Beaufort Sea.

The current contract for the Noble
Discoverer continues through to February 2014, but discussions with Shell revolve
around a contract extension that goes well beyond that date, Hunt said. Shell has can-
celled its plans for drilling in the Alaska Arctic in 2013. 

Both the Noble Discoverer and the Kulluk have been transported to Asian ship-
yards for repair following propulsion and other problems with the Noble Discoverer
and the grounding of the Kulluk in the Gulf of Alaska.

“We have the drillship Discoverer in Korea. We’re doing a body of work,” Hunt
said, adding that Shell has its own project team dealing with repairs to the Kulluk.
Noble is discussing with Shell extending the operating contract for the Kulluk, once
the Kulluk is back in service, he said.

Hunt also commented that ConocoPhillips has exercised a termination right for a
contract to use a jack-up rig that Noble has under construction in Singapore, follow-
ing ConocoPhillips’ decision to defer its Chukchi Sea drilling, originally planned for
2014. Under the contract termination agreement Noble will receive a settlement of
$18 million plus any expenses related to planned rig winterization, Hunt said. Noble
anticipates being able to secure an alternative customer for the rig when the rig is
delivered from Singapore in the fourth quarter of 2013, he said.

—ALAN BAILEY
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ConocoPhillips has exercised a
termination right for a contract
to use a jack-up rig that Noble

has under construction in
Singapore, following

ConocoPhillips’ decision to defer
its Chukchi Sea drilling,

originally planned for 2014.
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JV finishes North
Slope road
Partnership between AIDEA and AVCG/Ramshorn completes
five-mile road and 19-acre pad at Southern Miluveach unit

By ERIC LIDJI
For Petroleum News

Apublic-private joint venture has com-
pleted its first North Slope infrastruc-

ture project. 
Mustang Road LLC recently completed

a five-mile gravel road and an associated
19-acre gravel pad to support development
activities at the Mustang field in the
Southern Miluveach unit, according to joint
venture operator Brooks Range Petroleum
Corp.

The Alaska Industrial Development and
Export Authority owns an 80 percent inter-
est in the joint venture and the small inde-
pendents AVCG LLC and Ramshorn
Investments Inc. own the remaining 20 per-
cent. The independents are partners on the
Mustang leases.

Through the deal, AIDEA loaned the
partnership $20 million toward the $25 mil-
lion cost of the road, pad and other associ-
ated infrastructure projects connected to
development.

“We are pleased that after only two years
from drilling our discovery well at
Mustang, we have completed this first
phase of development,” BRPC’s Chief
Operating Officer Bart Armfield said in a
statement, adding, “Our primary contractor,
Alaska Interstate Construction, and all sub-

contractors did an outstanding job of bring-
ing this project in on time while maintain-
ing an excellent safety and environmental
protection record.”

The road is located just southwest of the
Kuparuk River unit. The pad will eventual-
ly become the site for drilling, processing
facilities, an operations center and a camp.

AIDEA Deputy Director of Project
Development and Asset Management
James Hemsath called the project “an
important step in a new era of North Slope
developers and producers.” The partnership
is part of a larger AIDEA strategy to help
finance aspects of oil and gas developments
that are economic, but somehow ill suited
for private financing.

AIDEA also intends to help finance pro-
duction facilities at Mustang, a move it can
take because the Alaska Legislature recent-
ly gave the public corporation additional
authority.

Brooks Range Petroleum said it expects
to start building facilities this year, start
drilling at Mustang in 2014 and bring the
field into production toward the end of the
year. The company estimates peak produc-
tion from the field to be some 14,000 bar-
rels per day. �

Completion of Mustang Road construction
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By BILL WHITE
Researcher/writer for the Office 

of the Federal Coordinator

Slumbering giants get moving
Japan and China weren’t slow on their

feet for long.
Starting in the summer of 2012,

Japanese buyers signed
these tentative deals:

•Mitsui & Co. and
Mitsubishi Corp.
signed to take about
1.1 bcf a day from the
proposed Cameron LNG export plant at
Hackberry, La. 

•Tokyo Electric Power then signed to
take about 100 million cubic feet a day of
the Mitsui and Mitsubishi shares. TEPCO
is negotiating for an additional 160 million
cubic feet a day from other suppliers, the
company’s managing executive officer said
in February 2013.

•Osaka Gas and Chubu Electric Power

have deals for 600 million cubic feet a day
from a proposed export plant in Freeport,
Texas.

•Tokyo Gas and Sumitomo Corp have

signed for about 310 million cubic feet a
day from a proposed Maryland export proj-
ect.

These deals are preliminary because the

proposed LNG plants involved still need
regulatory approval ... and corporate go-
ahead for the billions in construction.

Chinese companies have been busy
investing in shale gas
plays or possible
LNG projects in
North America,
Australia and Africa.
Some Japanese com-
panies have made
similar investments.

“Japan expects
LNG exports from
the U.S. will be a
game changer for the
Japanese LNG market,” Shinichi Kihara,
head of global affairs at Japan’s trade min-
istry, said at a Houston energy conference
in March 2013.

“Price really matters to Japan,” he said.
“There are many options, but we think the
principle is to have a formula that repre-
sents the demand and supply situation in
Asia.” 

Kihara echoed sentiments first
expressed publicly in September 2012 by
Japanese, Korean and Taiwanese leaders
and utility executives at an LNG confer-
ence called by the Japanese government.

“Japan’s LNG prices have deviated sig-
nificantly from international norms,” said
Tsuyoshi Okamoto, president of Tokyo
Gas. “If this discrepancy continues, it will
result in curbed natural gas consumption
and conversion to other energy sources.”

Whipsawed in Japan
Japan has been double-whammied since

the March 2011 earthquake and tsunami
sparked an on-going safety shutdown of
most of the nation’s nuclear power plants.

LNG imports are up — 25 percent.
So are LNG prices — 50 percent.
In the past two years Japan endured its

first trade deficits since the early 1980s.
“As a result of larger LNG import vol-

ume and surging prices, LNG import value
has increased. This, along with decreasing
exports of goods and services owing to the
global economic recession, constitutes a
major factor of Japan’s trade deficits and
the downward pressure on Japanese econo-
my,” the Institute of Energy Economists
Japan said in a January 2013 report.

The IEEJ estimated Japanese utilities
could save billions by importing LNG at
North American prices.

More movement 
toward Henry Hub pricing

Japanese companies aren’t the only
businesses knocking on doors of proposed
U.S. LNG plants to talk terms.

In January 2013, Shell preliminarily
agreed to take up to 500 million cubic feet
a day as LNG from a proposed plant in
Savannah, Ga., for marketing to Shell cus-
tomers worldwide.

In February 2013, BP tentatively agreed
to take up to 590 million cubic feet from a
proposed LNG export project in Freeport,
Texas.

Separately, in November 2012, BP’s
Singapore arm signed a preliminary long-
term deal to sell 67 million cubic feet a day
to Kansai Electric at prices linked to the
Henry Hub.

Henry Hub prices reportedly have start-
ed seeping into contracts for LNG sourced
elsewhere in the world.

BG Group recently committed
Australian LNG to a China energy compa-
ny at a price 25 percent linked to Henry
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Market awaits impact of NA LNG exports

BILL WHITE

see EXPORT IMPACT page 13
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Hub and 75 percent linked to oil prices.
Chevron also reportedly committed
Australian LNG to two Japanese utilities
that included a small Henry Hub linkage. 

In addition, BP signed a deal with
Japan’s Chubu Electric to supply about 1.1
bcf a day of LNG for 16 years at prices
partly indexed to the British gas hub called
National Balancing Point, according to
trade publication ICIS Heren in December
2012.

And Qatar recently weakened the oil-
link formula slightly in contracts with three
Japanese utilities, ICIS Heren said.

The rise of oil-linked prices
Linking Asia LNG prices to oil dates to

the 1970s, when oil-price shocks sparked
long lines at gas stations, runaway inflation
and swooning economies in developed
countries.

At the time, imported oil by far was the
fuel of choice for resource-poor Japan. To
break its dependence on oil, Japan began
building nuclear power plants and import-
ing LNG, then a new product on the global
trade scene.

But how to price LNG? Sellers needed
long-term contracts at high enough prices
to support the massive cost of building
LNG plants. Oil would be the fuel dis-
placed, so Japan agreed to link LNG prices
to the oil-imports cost, a blend of prices
known now as the Japan Crude Cocktail.

Because a standard unit of natural gas
— 1 million Btu — packs about 17 percent
of the energy found in a barrel of oil, this
percentage — called the “slope” — is a
kind of starting point for the oil-linked for-
mula during contract negotiations. It might
be much smaller for contracts negotiated in
a buyer’s market. A typical contract today
might set this slope at 14 to 15 percent of
the oil price. A contract also could install a
ceiling on price to protect buyers, and a
floor to protect sellers.

When South Korea started LNG
imports in 1986 and Taiwan in 1990, they
were shopping the same suppliers selling to
Japan, and the oil-linked price became
standard in their contracts, too.

Until 2012. That’s when buyers’ push-
back got traction.

“With the paradigm shift due to full-
fledged production of shale gas (in North
America), oil-linked indexing is starting to
be less reasonable,” said Yukio Edano,
Japan’s trade minister, at the September
conference in Tokyo. “If new suppliers
from North America, Russia and Africa
enter Asian markets in a few years, it will
no longer be reasonable.”

In November, a Japan trade ministry
official put it this way: “From all the
aspects, U.S. LNG is a very, very shining
treasure ... for us.” 

Sellers recoil
Lest one conclude that global LNG sell-

ers are hunkered behind the ramparts while
all this revolutionary Henry Hub talk is
going on, think again.

“I can tell you it takes a large capital
commitment, and most companies in the
world aren’t going to make that commit-
ment without having pricing that gives
them a fair return, and that pricing is going
to need to be something close to oil parity,
or the projects won’t get built,” John
Watson, Chevron’s chief executive, said in
February 2013. Chevron is a partner in two
Australia LNG projects and is proposing a
major export project for Canada’s West
Coast.

In March, Watson hit it again: “Given
the large capital requirements, long con-
struction lead time and obstacles to devel-
opment, there are only a handful of compa-

nies that have the financial and operating
capability to take on LNG projects. And
they will require a fair return on their
investments to do so. This will necessitate
long-term purchase contracts with robust
underlying LNG prices.”

An executive with Apache Corp., which
is partners with Chevron in Australia and
Canada, said Cheniere’s deals for LNG
from its Sabine Pass, La., plant under con-
struction have created “unrealistic expecta-
tions” among LNG buyers.

The CEO of Santos, which is develop-
ing a different Australian LNG export proj-
ect, said in November that Japanese buyers
need to know the supplies they buy will
arrive when wanted. “They like to know
that the molecules are there in the ground
and they will, through prudent operators,
be delivered into Tokyo Bay,” said David
Knox. “I suspect there will be a mixture of
the way contracts are linked but I think ...
fundamentally [oil price linking] will
remain and the reason it will remain is
[because] of security of supply being so
important.”

A trade group sounded off, too.
“Oil parity prices are fair enough in

order to establish a win-win scenario for
both suppliers and consumers. Otherwise
the producing country’s huge investment

for capital intensive gas export projects
would not be economically viable,” said
Leonid Bokhanovskiy, secretary general of
the Gas Exporting Countries Forum. “The
loss in short-run may hit only producers but
in long-term project financiers will lose
motivation for investment. The lack of
investment will lead to production
declines. It is to benefit of consumer and
supplier to buy and sell gas at the fair
price.”

Some analysts see a future for oil-linked
pricing, too. “The Asian LNG price will
remain predominantly linked to oil for the
next 20 years or so,” said Shahriar
Fesharaski of FACTS Global Energy, at a
Singapore conference in January 2013.
“The incremental volumes over the next
few years are coming from Australia and
they are linked to oil, and in 2016-2017 we
could see some U.S. projects coming
online, so Henry Hub linkage will increase
a bit, but the incremental volumes will still
be linked to oil,” Fesharaki said.

A Sanford Bernstein analyst said in
October 2012, “There is no such thing as a
global gas market, and we think it is unlike-
ly there ever will be in the next 20 years.”
The analyst, Neil Beveridge, added, “The
expansion of gas projects in Australia
would not have been possible without the

direct linkage between oil and gas prices.”

How much U.S. LNG?
Nearly everyone notes that a rise in

North American gas prices or a dramatic
fall in world oil prices would let the air out
of plans to export U.S. gas.

The wide divide between U.S. and
Asian gas prices is a recent phenomenon,
opening up only starting around 2008 when
substantial shale gas started hitting U.S.
markets and, separately, world oil prices
skyrocketed.

Before that, any price premium LNG
garnered in Asia was too small to justify
shipping North American gas there. In fact,
from 2003 through 2005, Henry Hub prices
were higher than Japan LNG prices.

“It is important to note that Henry Hub
pricing doesn’t necessarily mean cheap
pricing,” Andrew Walker, vice president
for global LNG at U.K.-based BG Group,
said at a London gas conference in October.

“It is uncertain whether U.S. LNG can
actually be imported at a low price,” the
IEEJ study said.

Walker and others think the global gas
market has room for only so much U.S.
LNG.
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Still, optimism reigns among Asian buy-
ers.

“Thanks to shale gas, we now have a
realistic chance of solving our energy prob-
lems,” mused Hidetaka Matsuzaka, a sen-
ior Osaka Gas executive, in November. “If
we can purchase LNG at U.S. market

prices and diversify our overall pricing
structure, this will be a significant achieve-
ment indeed.” �

Part 1 of this story ran in the April 21
issue of Petroleum News. 

Editor’s note: This is a reprint from the
Office of the Federal Coordinator, Alaska
Natural Gas Transportation Projects,
online at www.arcticgas.gov/market-
awaits-impact-north-america-lng-exports.

continued from page 13
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NATURAL GAS
NordAq seeks Kenai road easement

Anchorage-based independent NordAq Energy Inc. is applying for a private
easement to support its natural gas exploration and development efforts on
Alaska’s Kenai Peninsula.

The state Department of Natural Resources is taking public comment on the
application through May 20.

The proposed road easement would be 80 feet wide and 9,504 feet or 1.8 miles
long.

A map indicates the all-season gravel road would start near the Captain Cook
State Recreation Area northeast of the Nikiski community.

The road would run south to an appraisal well pad. Farther south is the site of
the Shadura No. 1 wildcat well, which NordAq drilled in early 2011. The compa-
ny constructed an ice road to reach the site.

NordAq is pursuing a gas development project on a proposed drilling and pro-
cessing pad more than a mile east of the Shadura No. 1 well. NordAq has said it
might drill up to six production wells.

The project is inside the Kenai National Wildlife Refuge.
In December, the U.S. Fish and Wildlife Service released a draft environmen-

tal impact statement. The EIS looked at various alternatives to permit road access
to the Shadura development site.

The federal government owns the land surface in the project area, while Cook
Inlet Region Inc. owns the subsurface oil and gas estate. CIRI has entered into a
lease with NordAq to develop the gas resource.

Federal regulations require the Fish and Wildlife Service to grant “adequate
and feasible” access to the owners of inholdings for economic purposes.

An April 19 DNR notice said NordAq, in its original application for the grav-
el road easement, also included requests to authorize gas gathering lines and com-
munications cables to be co-located with the access road.

Subsequently, NordAq amended its request to include authorization of only the
access road at this time, the DNR notice said.

The company indicated it would submit a separate application “at a future
date” for the remainder of the infrastructure, the notice said.

—WESLEY LOY

More cameras to watch for inlet ice
The Cook Inlet Regional Citizens Advisory Council is adding more cameras to

monitor ice in the inlet.
In its 2012 annual report, the organization says its Ice Forecasting Network of cam-

eras and overflights delivers vital information to the National Oceanic and
Atmospheric Administration ice forecaster to aid Cook Inlet mariners.

“With a boost from our Kenai delegation and the 2012 Alaska Legislature, Cook
Inlet RCAC secured capital funding for two additional cameras to cover more area
from Hilcorp Alaska’s Granite Point and Cook Inlet Energy’s Osprey offshore plat-
forms,” the annual report says. “These join the six active cameras already in place at
the XTO A platform, OSK (Offshore Systems Kenai) dock, ASRC Energy Services,
Port of Anchorage, and Port MacKenzie.”

Winter ice is a serious hazard to oil tankers and other vessels in Cook Inlet. Drifting
ice floes have been known to damage vessels, or cause them to break away from their
moorings. The U.S. Coast Guard imposes special rules for vessel operators during
periods of extreme ice.

The Cook Inlet RCAC is a Kenai-based, congressionally mandated organization
formed after the 1989 Exxon Valdez oil spill in Prince William Sound. The council
says its mission is promoting safe marine transportation and oil facility operations in
Cook Inlet.

—WESLEY LOY

Legislature confirms Foerster, Rokeberg
Cathy Foerster and Norm Rokeberg were among Gov. Sean Parnell’s appoint-

ments approved by the Alaska Legislature April 8. 
Foerster, who holds the petroleum engineer seat on the Alaska Oil and Gas

Conservation Commission, and is serving as the commission’s chair, was appoint-
ed 2005 and reappointed in 2007. Her current reappointment was effective March
1; the term expires March 1, 2019. 

Rokeberg was confirmed to the Regulatory Commission of Alaska. He was
named to the seat March 1, replacing Kate Giard, who resigned as a commission-
er Jan. 4. Rokeberg’s term expires March 1, 2019. 

—PETROLEUM NEWS
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By WESLEY LOY
For Petroleum News

Furie Operating Alaska LLC has won a round in its fight
to fend off a $15 million Jones Act penalty.

A federal judge has denied a government motion to
throw out a lawsuit Furie filed against U.S. Customs and
Border Protection, which imposed the fine. CBP is an
agency within the Department of Homeland Security.

Furie sued in August 2012 in an effort to nullify the fine,
which the company has called arbitrary and excessive.

The fine stems from Furie’s use of a foreign-flagged
ship to haul a jack-up drilling rig part of the way from
Texas to Alaska in 2011. CBP officials said the transport
constituted a violation of the Jones Act, a shipping law.

Furie tried to appeal the fine to the government, but
these efforts were unsuccessful and the company finally
sued in U.S. District Court in Anchorage.

Lawyers for the government moved for dismissal of the
suit, arguing the court lacked jurisdiction because the
penalty assessment was not a “final agency action.”

Federal Judge John W. Sedwick, however, denied the
motion in a 12-page order and opinion issued April 15.

It means, apparently, that if the government really wants
to collect the $15 million from Furie, it will have to prevail
in the case Furie filed. 

The voyage
Furie, headquartered in League City, Texas, is using the

Spartan 151 jack-up rig to explore for natural gas in Cook
Inlet.

In 2011, the company used a foreign-flag, heavy-haul
ship to carry the rig from Texas to Vancouver, British
Columbia. Furie has said no suitable U.S. ships were avail-
able to safety carry the Spartan 151 around South America,
the rig being too big to go through the Panama Canal.

From Vancouver, Furie used U.S. tugs to tow the rig the

rest of the way to Alaska.
CBP officials in October 2011 imposed a $15 million

fine, saying use of the foreign-flag transport ship for part of
the journey violated the Jones Act. The act prohibits ship-
ping merchandise between U.S. points, either directly or
via a foreign port, unless the transport vessel is U.S.-built
and documented and owned by U.S. citizens.

At the time it moved the rig, Furie was trying to gain a
Jones Act waiver to use the foreign transport ship.

Escopeta Oil Co., which Furie acquired in June 2011,
had received such a waiver for a different rig and ship in
2006 from then-Homeland Security Secretary Michael
Chertoff. The waiver was based on national security con-
siderations, including Southcentral Alaska’s need for new
gas supplies and the presence of Joint Base Elmendorf-
Richardson in Anchorage.

Ultimately, Homeland Security Secretary Janet
Napolitano would deny Furie a new waiver. But the com-
pany went ahead and completed the rig move to Alaska.

Furie said Napolitano and other officials indicated they
wouldn’t seize the rig, and might mitigate any Jones Act
penalty.

CBP officials determined the value of the rig was $15
million, and so that’s the penalty they imposed.

Interfering with business
Furie petitioned twice for mitigation, but CBP denied

these. The agency also denied requests for reconsideration.
CBP billed Furie three times for the $15 million, threat-

ening to send the matter to collections.
Furie never paid, and filed its lawsuit. 
In its motion to dismiss, the government argued Furie

was under no obligation to pay, that payment would be
necessary only if the government sued and won a judgment
for the money.

Thus, the government argued, Furie’s suit was prema-
ture and should be thrown out.

Furie argued the Jones Act penalty, though uncollected,
was working a hardship on the company. The looming fine,
and the refusal of officials to mitigate it, “has made it dif-
ficult for Furie to secure investors in its resource explo-
ration and development venture,” Furie’s president,
Damon Kade, said in a Dec. 14 declaration.

Judge Sedwick ruled the argument that the penalty was
not a final agency action until the government sued to
enforce it was “without merit.”

He noted that federal officials had denied Furie’s peti-
tions and requests for reconsideration, and had sent the
company three bills, indicating CBP had reached “the cul-
mination of the agency’s decision-making process.”

In the government’s view, Sedwick observed, Furie
would have to wait until a collection action was filed
before it could raise any judicial challenge to CBP’s deci-
sion. Furie couldn’t predict when such an action would be
filed.

“In the meantime, while it waits it is subject to a $15
million penalty and possible sanctions for non-payment,
and such a substantial liability certainly interferes with its
ability to conduct business,” Sedwick wrote. �
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Furie suit contesting fine stays alive
Alaska federal judge declines to dismiss company’s challenge of $15 million Jones Act penalty for alleged illegal rig transport

The Spartan 151 jack-up rig.
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By ALAN BAILEY
Petroleum News

The new natural gas storage facility
operated by Cook Inlet Natural Gas

Storage Alaska, or CINGSA, near the city
of Kenai on Alaska’s Kenai Peninsula
played an essential role in filling what
would otherwise have been shortfalls in
Southcentral Alaska’s utility gas deliveries
during the past winter, Colleen Starring,
president of CINGSA, told the Regulatory
Commission of Alaska, or RCA, on April
24. Starring expressed relief that the stor-
age facility had fulfilled its role of ensuring
adequate utility gas supplies during cold
winter weather.

“We’ve made it through the winter of
2012-2013,” Starring said.

CINGSA’s initial customers were
Enstar Natural Gas Co., Chugach Electric
Association and Municipal Light and
Power, with Homer Electric Association
signed up to use the facility, starting in
November 2013. Starring said that in
March ConocoPhillips signed up as a cus-
tomer for an interruptible storage service.

Market flux
Starring, who is also president of Enstar,

the main Southcentral gas utility, com-
mented that the Cook Inlet gas market is in
a state of flux, with Hilcorp Alaska, the
company that has taken over Cook Inlet
gas fields previously owned by Chevron
and Marathon, being a significant player in

that market, and with
the Southcentral util-
ities now being
involved in new gas
supply contract nego-
tiations.

“We have some
good news on the
horizon,” Starring
said. “We’ve been
working very closely
with Hilcorp.”

In early February Hilcorp completed its
purchase of Marathon’s Cook Inlet gas
fields and shortly afterwards Hilcorp’s
president, Greg Lalicker, told the Alaska
Legislature that his company was in the
process of figuring out new gas supply
arrangements with Southcentral utilities.

Game changers
“There have been a number of game

changers in just the last month,” Starring
told the RCA commissioners. “We can’t
say enough about working with the folks
over at Hilcorp and some of the early indi-
cations of what they can do.”

Enstar officials later told Petroleum
News that the utility is in a holding pattern
over future Southcentral gas supply deci-
sions while new supply contracts with
Cook Inlet producers are being negotiated.
Southcentral utilities have been investigat-
ing the possibility of importing gas from
out of state, to fill looming shortfalls in
Cook Inlet gas supplies as gas production

from aging local gas fields declines.
Starring told the commissioners that in

the future Enstar will have to manage for
itself the extreme swings in Southcentral
utility gas demand between summer and
winter, rather than depend on the gas pro-
ducers to deal with those swings. And next
winter the utility expects to have to pull
very hard on the CINGSA facility for sus-
tained periods of time, she said.

On schedule
Starring said that the CINGSA facility

had gone into operation, on schedule, on
April 1, 2012, at which point the facility
started accepting deliveries of gas for stor-
age. After some initial difficulties with
some of the wells in the facility, operations
settled down. And the performance of all of
the wells has steadily improved with use, to
the point where the total capability of the
facility is somewhat unclear. CINGSA had
been deliberately conservative in its initial
performance expectations, in the absence
of a track record for the wells, Starring
explained.

CINGSA customers waited expectantly
around Nov. 9, the date at which stored gas
was first withdrawn from the facility, as
winter cold started to push up Southcentral
gas demand. The gas did indeed flow from
the facility, as planned, with subsequent
storage reservoir pressures confirming that
gas was being contained within the reser-
voir as expected.

“It’s a good reservoir,” Starring said,

adding that severely cold weather in
December had challenged utility gas sup-
plies, making the availability of stored gas
from CINGSA essential.

“But for CINGSA we might have had a
very different outcome this winter,”
Starring said.

December withdrawals
Starring said that during December,

with gas demand across all Southcentral
utilities peaking at 312 million to 313 mil-
lion cubic feet per day, CINGSA had to
deliver anywhere from 18 million cubic
feet per day to nearly 70 million cubic feet
per day from storage, to ensure adequate
gas continued to flow through the gas dis-
tribution system. Enstar itself was already
obtaining about 240 million cubic feet per
day direct from Cook Inlet gas producers,
volumes that encompassed all possible gas
from the utility’s contracted supplies and as
much gas as possible from a daily gas sup-
ply bidding system that the utility operates.

Somewhat warmer weather in January
saw for the most part a significant drop in
gas withdrawals from CINGSA, with even
the occasional opportunity to inject excess
gas back into the storage reservoir. It
proved possible to switch the facility from
gas withdrawal to gas injection in less than
an hour, Starring said.

“Our philosophy at Enstar was whenev-
er we could purchase gas we were going to
grab it and put it in that facility,” Starring
said.

Financial success
As well as meeting all expectation for

performance as a gas storage facility, the
CINGSA project has proved successful
from a financial perspective. An original
cost estimate of around $180 million for
the facility had dropped to a little over
$160 million by the time facility construc-
tion was nearing completion in February
2012, Starring commented. And the final
cost numbers look to be coming in close to
that lower figure, she said. CINGSA antic-
ipates reconciling final cost figures in April
2014, in preparation for the filing of a
revised rate for facility use, based on actu-
al cost data, Starring said.

Expansion possibility
CINGSA’s storage capacity could be

expanded at some point in the future, an
exercise that might take 30 to 36 months to
complete and that might cost somewhere
between $25 million and $80 million,
Starring said. But any expansion decision
would depend on the outcome of new gas
supply contract negotiations and the future
gas market situation, she said. In the event
of a facility expansion, CINGSA would
hold an “open season,” to provide potential
customers with an opportunity to sign up
for service, she said.

Starring characterized the CINGSA
facility as a prime example of a utility suc-
cess story and thanked the RCA commis-
sioners and the leadership of the state
Legislature for their decision making, to
facilitate the fast and successful develop-
ment of the storage facility. The Alaska
Department of Natural Resources had also
worked closely with CINGSA, and the
facility’s customers had set aside some of
their individual interests, to ensure the
facility’s success for the benefit of all,
Starring said. �
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So far, so good for CINGSA gas storage
Facility averted potential Southcentral Alaska gas delivery shortfalls during the past winter; utilities seek new supply contracts
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By KRISTEN NELSON
Petroleum News

A big dispute in the battle over pas-
sage of Gov. Sean Parnell’s oil tax

change, Senate Bill 21, was how much
the drop in oil taxes — particularly the
elimination of progressivity — would
cost the state in oil tax revenue. 

The fiscal note provided by the Alaska
Department of Revenue for the bill as
passed by the Legislature provides esti-
mates, although those estimates are based
on production levels currently forecast by
the department. 

At current production forecasts, the
state loses revenue under SB 21 into the
foreseeable future, starting with a drop of
$275 million in fiscal year 2014 at $100
oil, peaking at $475 million in FY 2017,
and flattening out at $450 million in FY
2019. 

But Revenue also laid out scenarios
showing what would happen under SB 21
with additional production. 

One new field
In scenario A, additional production

comes from a 50 million barrel field
developed by a new entrant. This would
be a field outside an existing unit and
would be subject to the 30 percent gross
revenue exclusion, with first oil in 2017
and peak production of 10,000 barrels per
day in 2019. Total development cost for
the new field would be $500 million. 

At $100 oil, state revenue losses are
the same in FY 2014 through FY 2018,
but the loss in FY 2019 drops from $450
million less than ACES to $425 million
less than ACES as production from this
hypothetical new field comes online. 

Four rigs in legacy fields
In scenario B, Revenue projects the

addition of four new rigs in legacy fields
from 2014-19, each rig drilling four new
production wells per year, each well pro-
ducing 1,000 bpd beginning in 2014, with
maximum production of 60,000 bpd for a
total of 140 million barrels. Development
costs for each well are estimated at $20
million; none of the oil in this scenario
would qualify for the GRE under the pro-
visions of SB 21. 

At $100 oil, losses drop from $275
million to $200 million in FY 2014, and
become positive at $25 million in FY
2015, rising to $75 million in FY 2016.
There is no difference in FY 2017, but the
state is ahead $225 million in FY 2018
and $50 million in FY 2018. 

Rigs, new well pad
Scenario C includes the four addition-

al rigs in legacy fields, plus the new
10,000 bpd new field and also includes a
new well pad within an existing major
North Slope unit producing 125 million
barrels of new production over eight
years starting in 2014 at a total develop-
ment cost of $5 billion. Oil from wells at
the new pad does not qualify for the GRE. 

The combined scenarios, at $100 oil,
brings production revenue under SB 21
level with ACES in FY 2015 and increas-
es state revenues from FY 2016 through
FY 2019 by $200 million, $350 million,
$1,100 million and $925 million. 

A fiscal note from the Department of
Natural Resources using the scenarios
developed by the Department of Revenue
show increased revenues from royalties

under the combined scenarios of $91 mil-
lion at $100 oil in FY 2014, rising to $435
million in FY 2019. Because SB 21 does
not impact royalties, there is no change
under currently forecast production vol-
umes. 

Mustang on books
Mustang, the Brooks Range Petroleum

Corp. North Slope field near the Kuparuk
unit, will be the first new oil to come
online under the new fiscal system, but
that field is already included in the

Department of Revenue’s projections of
crude oil production, shown in the spring
forecast as coming online after 2016. 

Point Thomson is also included in
Revenue’s forecast, with production
beginning in 2016. 

Under existing projections, not includ-
ing the scenarios, new oil is expected to
contribute 3.1 percent of North Slope pro-
duction this year, 10 percent in 2014 and
steadily rising to 27.1 percent in 2022. 

The decline rate of currently producing
fields is shown at 9.9 percent this year,
gradually dropping to 6.8 percent in 2022
in the spring forecast. 

With new oil included in the forecast,
the production decline rate drops to 7 per-
cent this year and to 2.2 percent in 2014,
rising to 7.5 percent in 2022.

Spring forecast down
The spring forecast is down from fall,

at 548,700 barrels per day, compared to
563,200 bpd in the fall forecast. All of the
difference comes from the North Slope,
with Cook Inlet production for 2013 con-
stant between the forecasts at 10,400 bpd. 

The forecast also drops from 2014 and
2015, is the same for 2016 and rises
thereafter to 350,100 bpd in 2022, com-
pared to the fall forecast at 344,100 bpd. 

The price forecast, however, rises
between the fall and spring forecasts,
with the Alaska North Slope West Coast
price at $109.21 in the spring forecast, up
from $108.67 in the fall forecast, and the
ANS wellhead weighted average at
$99.66, up from $99.24 in the fall fore-
cast, a change of 54 cents for ANS West
Coast and 42 cents for the ANS wellhead
weighted average. �
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relief well capability.
“Timely regulatory outcomes that are

satisfactory to many stakeholders would be
necessary to enable the joint venture” the
company said.

At least three years
The project description and EIS are usu-

ally at least three years ahead of drilling,
depending on how long public hearings last,
according to an information package
Imperial has distributed to regulators and
local communities.

Imperial estimates the regulatory
process could be completed as early as
2015 and would be followed by an eco-
nomic feasibility study which would
include identifying the most appropriate
drilling system.

If the partners decide to embark on an

exploration program, Imperial would
expect to file an application with the NEB
for permission to drill about four to six
years before it would spud a well, allowing
time to arrange a drilling system.

The drilling plan for each target would
vary depending on location, water depth,
the geologic zone and the predicted reser-
voir pressure. 

On Exploration Licenses 476 (Ajurak)
and 477 (Pokak) locations would be in
water depths ranging from about 1,300 feet
to 2,300 feet and have geological targets
with total vertical depths subsea ranging
from 12,500 feet to 22,300 feet.

Records indicate that manageable ice
conditions average about 120 days from
May to November, but the scope and length
of drilling activities would vary. Imperial
expects the program would cover three or
more seasons, with the results determining
whether further drilling would be needed.

Meanwhile, the partners are continuing
to review results from the NEB’s Arctic off-
shore drilling review whole evaluating find-
ings from 3-D seismic data gathered from
their two large exploration blocks in 2007
and 2008 before the partnership was formed
in mid-2010.

Of the two licenses, BP acquired one in
2008 for a work commitment of C$1.18 bil-
lion, while Imperial and ExxonMobil
obtained their lease for a spending pledge of
C$585 million.

Because of delays in the Arctic offshore
review, the Canadian government issued
fresh exploration licenses, effectively giv-
ing the companies until 2019 and 2020 to
start drilling and qualify for extended rights
if they can establish a significant discovery.

Chevron Canada is continuing to ana-
lyze results from last year’s 3-D marine
seismic program covering 1,412 square
miles, 145 miles northwest of Tuktoyaktuk
on the shores of the Beaufort.

Norway’s Statoil has farmed-in on the
508,000-acre parcel in the deepwater
Beaufort, which Chevron acquired in 2010
for a work commitment of C$103.3 million.
It is west of the Imperial joint-venture
blocks.

—GARY PARK
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CANADIAN BEAUFORT

FINANCE & ECONOMY
Buccaneer reviewing strategic options

Buccaneer Energy Ltd. is on the market.
The board of directors of the Australian independent recently rejected an offer

from an unnamed third party interested in acquiring all the company’s ordinary
shares, but the company also said it would be willing to negotiate with the bidder
on a different offer.

Buccaneer described the bidder as a “credible party which is known to the
company and with whom the company has previously discussed the possibility of
a business combination,” but said the offer “does not properly reflect the value of
the company.”

Financial advisor hired
The announcement comes several weeks after Buccaneer hired Canaccord

Genuity (Australia) Ltd. to be its financial advisor for “strategic alternatives” for
its assets.

“Everything’s on the table, including farm-ins, investments at the company
level, a dual listing on a North American stock exchange or possibly a change of
control transaction,” Buccaneer Director Dean Gallegos recently told the Wall
Street Journal about the review.

Considering the recent offer and interest from other unnamed third parties, the
Buccaneer board of directors said it would continue with the strategic review with
Canaccord.

Buccaneer believes its market capitalization fails to represent the true value of
its assets in the Cook Inlet basin. The 17.8 million barrels of oil equivalent of
proven reserves at Kenai Loop, Southern Cross and Cosmopolitan have a present
value of $342 million, Buccaneer said, but the company has a market capitaliza-
tion of only around $66 million.

“We believe a reason for the valuation disconnect could be that we’re the only
Australian company operating in that basin. … It’s difficult for investors to easi-
ly compare us with another entity,” Gallegos told the Wall Street Journal.

—ERIC LIDJI
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Import concentration
highest since 1997

PETROLEUM NEWS

The concentration of U.S. crude oil
imports among the country’s top five

suppliers is the highest since 1997, the U.S.
Energy Information Administration said
April 19. 

The five top foreign suppliers to the U.S.
in 2012 were Canada, Saudi Arabia,
Mexico, Venezuela and Iraq, accounting for
almost 72 percent of U.S. net crude oil
imports, EIA said, up 8 percent over the past
three years. 

The agency said Iraq replaced Nigeria as
the fifth-largest supplier in 2012. 

Net crude oil imports from the five coun-
tries averaged almost 6.1 million barrels per
day in 2012, “even as total U.S. crude oil
imports fell to their lowest level since
1997,” EIA said, with the share of the top
five suppliers up from 64 percent in 2009, at
72 percent the highest since reaching almost
73 percent in 1997. 

U.S. crude oil imports from Canada
were a record 2.4 million bpd, up 8 percent
from 2011. Imports from Saudi Arabia

averaged almost 1.4 million bpd, up 14 per-
cent from 2011, and the highest since 2008.
Imports from Mexico averaged 972,000
bpd, down almost 12 percent and below 1
million bpd for the first time since 1994,
“reflecting the steady decline in Mexico’s
crude oil production,” EIA said. Crude oil
imports from Venezuela rose 4 percent to
906,000 bpd, EIA said, the first increase
since 2007, as that country’s state oil com-
pany sent more crude to U.S. refineries
which was exported back to Venezuela as
gasoline and other petroleum products. 

Crude oil imports from Iraq averaged
474,000 bpd, up slightly more than 3 per-
cent since 2011, moving Iraq ahead of
Nigeria as the fifth largest supplier to the
U.S. for the first time since 1999. Imports
from Nigeria averaged 405,000 bpd in
2012, down 42 percent from 2011 and the
lowest since 1985, EIA said, with U.S.
domestic production of “light sweet crude
oil of similar quality to Nigerian crude and
lower demand for light sweet crude from
United States East Coast refineries” con-
tributing to the decline. �

www.alaska-analytical.com
www.greertank.com


more. I know (former Fairbanks House
Rep. and hotel owner) Jay Ramras asked
the ethics committee about a conflict in
tourism. And they did say he had a clear
conflict of interest. This committee is
made up of public members although
there are members from the Legislature as
well (one each from House and Senate
majority, plus alternative). They ruled that
I don’t have a conflict. I don’t gain per-
sonally and financially from this. It is not
something that benefits just me. It benefits
a lot of people. In fact, you could say it
benefits the whole state. So I did not have
a conflict of interest. That’s why I feel
pretty comfortable knowing here are pub-
lic members of the ethics committee say-
ing that. I’ve always been clear about it
and open about it. I know it’s tough for
some folks, but with a citizen Legislature,
you’re going to have fishermen voting on
fishery issues; you’re going to have union
members voting on union issues; you’re
going to have people in the insurance
industry voting on those issues.

Petroleum News: Did you receive any
bonus from Conoco Phillips for support-
ing oil tax reform?

Meyer: Absolutely not. I’m a regular
employee who takes a leave of absence to
do community service. Then I come back
and I have to apply for my job back. I go
from being a state senator in Juneau for
three to four months. Then I come back to
being another Conoco Phillips employee
who answers his own phone, answers his
own email, writes his own letters, some-
one who gets his own coffee. 

My background is business. A lot of the
employees are engineering and geologists,
but there are a few business guys and I’m
one of those. Most of my career has been
on the procurement side or buying side of
things. It seems to work better with my
colleagues and the company to be in the
selling and surplus mode. 

This way they are not dependent on me
as they are as a buyer. When they put in a
request, they need a response quickly and
need to get an item to the slope quickly.
To have my colleagues cover for me, that
puts more pressure on them. This works
better for me. They put the items on the
side and I take care of it when I come
back from Juneau. I have a pretty good
idea what they are worth because I spent
several years buying them.

Petroleum News: Back in Juneau, what
do you think the Legislature accomplished
this session on the resource development
front?

Meyer: I think this year’s was probably
the most productive year in the 13 years
I’ve been in the Legislature and years
before that when I was watching what was
going on in Juneau. To me this was a real
trifecta. Not only did we get oil tax
reform, something that will make us com-
petitive on a global basis, we dealt with
in-state gas A and B.

A was the quick fix, the Band-Aid, if
you will, by doing the trucking to
Fairbanks of LNG, then B — progressing
forward on a more long-term solution, that
being the in-state gas line. 

Third, which is not resource oriented
but resources are 90 percent of our budget,
coming up with a lean, responsible operat-
ing and capital budget. All three of our
major goals were accomplished.

Petroleum News: What do you believe
you accomplished with SB 21? It wasn’t a
slam dunk as far as the final passage votes
either with the Senate or House.

Meyer: I think the fact that the vote
was close is a good thing. It tells me we
found equilibrium; we found the sweet
spot. We made adjustments to become
more competitive. It means we get less
revenue coming in, but hopefully we’ll get
more production so the revenue that we
lose we’ll make up. 

At the same time, we are maximizing
the revenue we will receive. To me a close
vote doesn’t concern me. If it was a vote
of 40-0 and 20-0, that would concern me a
lot more, especially on an issue like oil tax
reform. Probably my biggest concern with
what we finally got passed — and as you
know each committee adjusted it a little
bit — in my committee the overall gov-
ernment take was 64 percent for legacy
fields and 60 or 61 percent for the new oil. 

That is the thing that concerns me the
most. I’m afraid what you might see is the
investment might go to the new oil
because of the lower tax rate and not as
much to the legacy fields because the bulk
of the oil is in the legacy fields. The easy
stuff in the legacy fields has been done.
Now it’s the more difficult, the heavy oil

or the oil trapped within the various strati-
graphic rock and I’m a little concerned the
investment dollars outside the legacy
fields and we’ll miss out on a big chunk of
oil that’s within the legacy fields. It’s still
a lot better than ACES and the big steep
progressivity curve that takes away incen-
tive to invest because there is no upside
for you.

Petroleum News: You’ve addressed two
in-state gas issues: LNG for Fairbanks
and the in-state gas line with House Bill 4.
Do you still want to keep an eye on a
prospective prize for a large-diameter
line? 

Meyer: I do. I’m hoping that ultimately
the plan the governor is working on with
the producers will marry up with HB 4. I
think HB 4 is going to push that process
along a little quicker. If it doesn’t work
that the two marry up, we will still have
the smaller line. We’ve waited for 30
some years for the big line to get built and
it hasn’t been built. We need the gas for
our own in-state needs. I think it’s good
that we are going forward with HB 4.

Hopefully it marries up with what the pro-
ducers have planned so they take it over
and build it.

Petroleum News: One of the concerns
with HB 4, and it didn’t play out as much,
if you look at the votes, was the Alaska
Gasline Development Corp. being a
standalone operation and having more
distance between AGDC and the
Legislature. What are your thoughts on
AGDC having that kind of latitude moving
ahead?

Meyer: I think you have to do this.
Unfortunately — or maybe fortunately —
the Legislature, we only meet once a year
for 90 days. If you have to keep coming
back to the Legislature for approval, that
slows down the whole process. As you
know we already have a shortage of natu-
ral gas in Southcentral, here in Anchorage
and on the Kenai Peninsula. I think it’s
fine. They need to be able to move and
move quickly. �

PETROLEUM NEWS • WEEK OF APRIL 28, 2013 19

Sophie Station Suites
Your First Choice!  And Best Choice!

148 Fully Appointed Suites

1717 University Avenue
Fairbanks
Reservations 800.528.4916

FountainheadHotels.com

Fully-equipped kitchens

Separate bedrooms & bath

Stay for a day, a week or a month.

SPECIAL RATES for EXTENDED STAY GUESTS.

Experience the finest in locally owned accommodations.

• Zach’s Restaurant

• Express Room Lounge

• Large flat screen TVs & air conditioned suites

• Free WiFi throughout hotel & 24 hr. fitness room

continued from page 3

MEYER Q&A

www.motionindustries.com
www.fountainheadhotels.com


20 PETROLEUM NEWS • WEEK OF APRIL 28, 2013

Northwest Technical Services
Northwest Technical Services was incorporated in the

State of Alaska in 1980. Its original mission was to pro-
vide contract design and drafting support to the oil
industry in Alaska. Since then, NWTS has expanded its
services to include all areas of professional, technical,
administrative, and craft personnel support. In 1982,
NWTS was purchased by PDS Tech.

Theresa G. Guim, General Manager

Theresa Guim is the new general manager for the
Northwest Technical Services/PDS Tech Inc. Anchorage
office. Guim is the prior human resource director for
Alyeska Pipeline Service Co. and has more than 15 years
of experience in human resource management. She is a
graduate of UCLA Business School of Management; addi-
tional academic background includes Bachelor of
Science, business management studies at Wayland
Baptist University and University of Phoenix.

Arctic Wire Rope celebrates 30 years with open house
Arctic Wire Rope and Supply said April 22 that it is holding an open house on

May 8 to celebrate 30 years of customer appreciation. “We like to extend a thanks
to those who have done business with for so many years”, said General Manager
Mark Lamoureux. Customer service has
been a mainstay for Arctic Wire Rope and
Supply, a full-service wire rope and nylon
sling manufacturing plant. Also stocking
crane and winch lines, rigging hardware,
chain and anchors, cordage and can pro-
vide onsite rigging inspections. 

During the open house there will be a few demonstrations, drawings, as well as
representatives from The Crosby Croup, the world renowned manufacturer of rig-
ging products, providing its famous Louisiana shrimp boil, and Bridon American, a
domestic wire rope manufacturer will also be present. 

Arctic Wire Rope and Supply specializes in U.S. made products used in the oil
and gas, construction, mining, fishing and marine industries. 

Eric McCallum founded the company in 1983. The event, held at 6407 Arctic
Spur Road in Anchorage, will be from 4-7 p.m. on May 8.
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operations.
“At best, we probably would not have

achieved restart until ... summer, meaning
North Slope production would have been
shut down for months, and the pipeline and
its associated equipment likely would have
sustained significant damage,” Baldridge
said.

Such a long shutdown of Alaska’s most
important physical asset would have been a
financial calamity for the state.

Behind schedule, over budget
Baldridge’s remarks, signed June 14,

2011, are among extensive filings in a huge
tariff battle now pending before the Federal
Energy Regulatory Commission and the
Regulatory Commission of Alaska.

The issue is to what extent the pipeline
owners may recoup their strategic reconfig-
uration costs from rate payers. Two compa-
nies that ship oil on the line, Anadarko and
Tesoro, argue the project was poorly con-
ceived and has been plagued by misman-
agement and massive cost overruns.

The state likewise is arguing a substan-
tial portion of strategic reconfiguration
costs should be disallowed from carrier rate
bases. Higher oil transportation costs have
the effect of reducing state royalty and pro-
duction tax revenue, and state lawyers told
legislators in February that hundreds of
millions of dollars are at stake in the tariff
litigation.

Regulatory filings show that strategic
reconfiguration is years behind schedule,
and far over the original budget.

The pipeline owners sanctioned, or
approved, the project in early 2004 at $242
million.

Work to modernize three of the
pipeline’s main pump stations has been
completed. These are stations 3, 4 and 9.
Work continues on Pump Station 1 and,
according to the state, isn’t expected to
wrap up until the end of 2014.

The owners and the state agree that
strategic reconfiguration costs have
exceeded $700 million so far.

The 2011 drama
Alyeska is an Anchorage-based consor-

tium that runs the pipeline on behalf of
owners BP, ConocoPhillips, ExxonMobil
and Chevron.

While Alyeska acknowledges strategic
reconfiguration has experienced some
bumps, managers say the new pumps, tur-
bine generators, electric motors and other
upgrades are working as designed and are
proving to be wise and needed investments.
The program is allowing Alyeska to auto-
mate its pump stations, save maintenance
costs and reduce the risks associated with
the line’s aging original equipment, they
say.

The new equipment really showed its
value in early 2011, said Baldridge, who
started at Alyeska in 1977, the year the
pipeline began operations.

On Jan. 8, 2011, an oil leak at Pump
Station 1 forced a three-day pipeline shut-
down as Alyeska looked for the source of
the leak.

A shutdown in the frigid Interior Alaska
winter is a big problem for Alyeska, bigger
than it used to be. Because of declining pro-
duction from North Slope fields, the
pipeline is moving much less oil than it
once did, and the oil takes longer to reach
the Valdez tanker terminal. If the warm oil
stops moving, it can chill rapidly, inviting
very serious problems.

Thus, the January 2011 shutdown was
extremely worrisome.

“We were concerned that by stopping
pipeline flow to contain the leak, the cold
weather would preclude us from restarting

the pipeline until the summer because wax
would have built up, water would have sep-
arated from the crude oil, and ice would
have built up in the pipeline at low areas
and on the mainline valves,” Baldridge
said.

During the shutdown, he said, the oil
temperature dropped at several locations to
a point where slush and ice likely were
forming in the pipeline.

Meantime, North Slope oil field opera-
tions, limited to only 8 percent of normal
production, faced “even greater jeopardy”
with the potential for wells and gathering
and transit lines to freeze and fail,
Baldridge said.

Federal and state regulators fully sup-
ported Alyeska’s scramble to fix the Pump
Station 1 leak and restart the pipeline, he
said.

Crucial to the restart was the ability of
the newly reconfigured pump stations to
recirculate oil. That is, to move oil through
the pump stations multiple times. This adds
frictional heat to the crude.

After the restart, the pipeline would be
shut down for another 58 hours to finish the
leak repairs. This led to oil in the pipeline
cooling even further, to “dangerously low
levels,” Baldridge said.

Alyeska again used the new pumps and
recirculation lines at stations 3, 4 and 9 to
heat oil. After the pipeline restarted, it took
more than three weeks to clear the line of
cold oil and achieve normal operations, he
said.

Baldridge said he was “convinced that
the legacy equipment would not have been
able to generate enough heat to restart the
pipeline in the winter after the 2011 repair
shutdown.”

Lawyers for the state, however, are
skeptical. They argue much of Alyeska’s
strategic reconfiguration was unnecessary
and “imprudent.” �
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An Ecolab Company

The results from Umiat No. 18 will be
the first from the prospect since 1979,
when the U.S. Navy drilled the last well
at the oil field in the foothills of the
Brooks Range.

Previously, Linc said it would drill
Umiat No. 18 vertically into the Lower
Grandstand formation to collect five 60-
foot sections and continue below the
Lower Grandstand “to assess the deeper
resource potential.” In addition to Umiat
No. 18, Linc is drilling the Umiat 23-H
well this winter. Umiat 23-H is designed
as a directional well into the same Lower
Grandstand interval to provide “compara-
tive flow testing” for economic purposes. 

Earlier this year, Linc announced that
the Umiat No. 18 well had collected 300
feet of core and encountered 100 feet of
net oil pay in the Lower Grandstand for-
mation.

The Umiat prospect straddled the
boundary between state lands and the fed-
eral National Petroleum Reserve-Alaska.
This winter, Linc has been drilling on its
federal acreage.

A long time coming
The results of the flow testing will pro-

vide the best data from Umiat in 34 years.
The U.S. Navy drilled 12 wells at

Umiat between 1946 and 1979. The pro-

gram established the presence of a sizable
oil field, but the federal government ulti-
mately decided the prospect was too
remote and too technically complex to be
economic.

The earlier wells include a mix of dry
holes and flow tests as high as 400 barrels
per day.

A combination of higher oil prices and
improved technology has brought string
of independent oil companies to Umiat
over the past decade and a half, most
recently Linc. 

Linc wanted to drill five wells at
Umiat last winter, but weather and other
delays forced it to postpone the program
by one year. The company originally
planned to drill between four and six
wells this winter, but additional weather
delays forced the company to scale the
program back to two wells. Linc said it
plans to finish the program next winter.

The additional work slated for next
year includes a Class II disposal well.

According to a recent third party esti-
mate, Umiat contains more than 1.2 bil-
lion barrels of oil in place with proved
and probable reserves of 154.5 million
barrels of oil equivalent.

Linc anticipates peak production of
around 50,000 barrels per day from
Umiat.

—ERIC LIDJI

continued from page 1
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Exploration Co. holds a 7.5 percent working
interest.

The companies plan to return to the
region next winter, according to Repsol.

Praising tax reform
Repsol connected the program to Senate

Bill 21.
“Recent tax reform passed in Alaska was

a critical factor in ensuring the development
of this project, where extreme climate con-
ditions and geographical remoteness result
in high operating costs,” the company said
in a statement. 

Shortly before Repsol arrived in Alaska
in March 2011, its future partner Armstrong
connected exploration activities to a change
in the state fiscal regime for oil production.

In a letter to the House Resources
Committee in early 2011, Armstrong Vice
President Ed Kerr praised House Bill 110,
an earlier version of the recently approved
legislation.

“HB 110 will have a significant impact
on our capital expenditures and futures
activities in Alaska. The improved fiscal
terms as proposed by HB 110, particularly
the portions of the bill that apply to activi-
ties outside of existing units, will give us
the needed incentive to not only drill multi-
ple new wildcat and delineation wells, but
the motivation to drive certain projects to
development.” Kerr also cited “more than a
dozen ideas outside of existing producing
units” that Armstrong hoped to drill and test
over the next several years,” adding, “In
many cases we know the oil is in place. The
improved fiscal terms as provided in HB
110 will greatly affect whether these proj-
ects will get developed.”

And in November 2012, Bill Hardham,
Alaska operations manager for Repsol,

called the North Slope a “key area” for the
company, but also said that early planning
for development strategies for its leases
highlighted “the challenges we have” as
well as “the need for production tax reform
here because we do have some challenges

ahead of us.”
Internationally, Repsol is investing

heavily in exploration.
By acquiring acreage in 14 new coun-

tries since 2004, Repsol was able to post a
reserve replacement ration of 204 percent
last year, according to the company. The
current strategic plan includes a goal to
replace reserves by at least 120 percent
each year through 2016 and to increase pro-
duction by 500,000 barrels of oil equivalent
per day by 2016.

To meet those goals, Repsol plans to
spend 80 percent of its roughly $24.8 bil-
lion capital budget over the coming five
years on exploration and production areas,
such as Alaska.

Discovery in two years
Repsol arrived in Alaska through a

major deal in early 2011, picking up a 70
percent working interest in some 494,211
acres of 70 & 148 and GMT Exploration
Co. leases south of the Kuparuk River unit,
in the White Hills area and near the
Oooguruk unit.

From the start, the companies viewed
the transaction as the beginning of a part-

nership, with Repsol operating and financ-
ing activities and the independents (espe-
cially Armstrong) using previous North
Slope experience to guide permitting
efforts.

The momentum behind the program was
clear from the numbers: of the $768 million
Repsol spent on the deal, $750 million was
reportedly slated for exploration work.

The partners began quickly by planning
a five-rig, five-pad and 15-penetration pro-
gram in the winter of 2011-12. In response
to local concerns and regulations, Repsol
eventually decreased the program to nine
penetrations from three pads using three
rigs.

A blow-out at the Qugruk No. 2 well in
February 2012 forced Repsol to suspend
drilling activities for weeks, but the compa-
ny ultimately completed the Kachemach
No. 1 well to a depth of about 10,100 feet,
and the Qugruk No. 4 well to a depth of
about 7,700 feet. 

This winter, Repsol again attempted a
three-rig three-pad program. �
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ties as we keep,” Bob Heinrich, vice pres-
ident of finance for ConocoPhillips
Alaska said. “We are encouraged by
improvements the legislature and
Governor have made to the state’s pro-
duction tax and believe it should lead to
more North Slope investment and produc-
tion, even though the changes in the tax
structure will not take effect until January
1, 2014.” 

Although falling oil production in
Alaska and rising oil production else-
where promises to shift the balance in the
future, Alaska remains a profitable seg-
ment for the company. By comparison,
the company reported adjusted quarterly
earnings of $431 million in Europe, $133
million in Canada, $105 million in the
Lower 48 and $28 million in Latin
America.

ConocoPhillips earned $918 million
from its Asia Pacific and Middle East seg-
ment.

Production falling
With liquids prices remaining relative-

ly stable in recent quarters, oil production
continues to be the driving factor behind
ConocoPhillips’ profits. And it is driving
them down.

ConocoPhillips produced 218,000 bar-
rels of oil equivalent per day in Alaska in
the first quarter, down from 222,000 boe
per day (or 1.8 percent) in the fourth quar-
ter of last year and 236,000 boe per day
(or 7.6 percent) in the first quarter of
2012. ConocoPhillips said this drop “pri-
marily” reflected normal field decline, as
opposed to maintenance work.

Crude oil production fell 3 percent
quarter-over-quarter and 8.6 percent year-
over-year to 190,000 barrels per day
while gas production stayed level quarter-
over-quarter but fell 5 percent year-over-
year to 56 million cubic feet per day.
Natural gas liquids production rose slight-
ly quarter-over-quarter but was level
year-over-year at 18,000 barrels per day.

Production will likely be further
impacted this year by a major turnaround
in Alaska, part of a maintenance program
also covering assets in Canada, the Lower
48 and Indonesia.

By comparison, ConocoPhillips pro-
duced 475,000 barrels of oil equivalent
per day in the Lower 48 in the first quar-
ter, level quarter-over-quarter but up 5.3
percent year-over-year.

As ConocoPhillips develops its oil-
rich assets in the Permian Basin and
Eagle Ford Shale of Texas and the
Bakken formation of North Dakota, its
production mix in the Lower 48 is

increasingly tilting toward oil. The com-
pany produced 148,000 barrels per day of
crude oil in the Lower 48 during the first
quarter, up from 136,000 bpd (or 8.8 per-
cent) in the fourth quarter of last year and
117,000 bpd (26.4 percent) in the first
quarter of last year.

ConocoPhillips produced 1.4 billion
cubic feet of natural gas per day in the
Lower 48 during the first quarter, down
slightly both quarter-over-quarter and
year-over-year.

With those figures, liquids now repre-
sent half of the production mix in the seg-
ment, up from 45 percent a year ago, and
the company expects the figure to grow
this year.

Companywide, ConocoPhillips pro-
duced nearly 1.6 million barrels of oil
equivalent per day during the first quarter,
down slightly both quarter-over-quarter
and year-over-year.

Prices stabilizing
The drop in Alaska earnings came

despite a rise in prices.
ConocoPhillips reported an average

price of $110.79 per barrel for Alaska liq-
uids during the quarter, up from $106.91
in the fourth quarter of last year but down
from $112.20 in the first quarter.
Companywide, ConocoPhillips reported
an average price of $106.20.

For natural gas, ConocoPhillips report-
ed an average price of $5.20 per thousand
cubic feet in Alaska, up from $4.28 in the
fourth quarter of last year and $4.68 in the
first quarter of last year. Companywide,
ConocoPhillips reported an average price
of $5.74.

The tax question
The figures are the first since the

Alaska Legislature approved a major
revision to the state fiscal regime cover-
ing oil production — a revision
ConocoPhillips desired.

Soon after the legislation passed,
ConocoPhillips announced plans to bring
an additional rig to the Kuparuk River
unit to increase production from the lega-

cy oil field. “We are currently analyzing
the possible impact to our business,
including where we could or would
increase investment in Alaska, and we
expect to provide more details on our
future plans over time,” ConocoPhillips
CFO Jeff Sheets said during an earnings
call April 25.

Asked when the investments might
impact production, EVP of Exploration
and Production Matt Fox said, “You
won’t really see any significant change in
the short term, but the issue is: Given the
new fiscal regime, are incremental capital
investments now competitive? We think
they will be, and we’re taking that
through our overall planning process this
year and we’ll be more equipped to talk
about that later in the year.”

For now, the current financial figures
reflect the previous fiscal regime.

ConocoPhillips reported an effective
income tax rate of 35.5 percent for Alaska
during the first quarter. The figure jumps
to 61.6 percent when other taxes are
included and the company said the mar-
ginal tax rate at current prices is around
82 percent in Alaska.

In dollar figures, ConocoPhillips said
it paid an estimated $1.2 billion in state
and federal obligations in Alaska in the
first quarter, of which $900 million went
to the state. 

Among its other divisions,
ConocoPhillips reported effective income
tax rates of 49.1 percent in the Lower 48
and Latin America, 22.2 percent in
Canada (after excluding special items that
drove the actual figure up to 213.7 per-
cent) and 63.8 percent in Europe.

ConocoPhillips only breaks out effec-
tive government share for Alaska.

Companywide, ConocoPhillips report-
ed an effective income tax rate of 46.6
percent.

Cassin discovery
While taxes remained level, spending

increased in the quarter.
ConocoPhillips spent $262 million in

Alaska during the first quarter, up from
$232 million in the fourth quarter of last
year and $186 million in the first quarter of
2012.

ConocoPhillips reported $135 million in
depreciation, depletion and amortization
expenses in Alaska in the quarter, up slight-
ly quarter-over-quarter and year-over-year.

Among the projects ConocoPhillips
conducted during the quarter was the
Cassin No. 1 well, which Fox described as
a “wildcat.” ConocoPhillips made a dis-
covery at the prospect, but details are
scarce. Earlier this year, ConocoPhillips
drilled the well to meet work commitments
of its Bear Tooth unit in the National
Petroleum Reserve-Alaska.

ConocoPhillips has made discoveries in
the NPR-A through its previous exploration
work, but development has been con-
strained by permitting and infrastructure.
The company is currently working on its
first NPR-A development project with the
Alpine West/CD-5 satellite, a project that
could pave the way for future westward
expansion.

Speaking about the decision to delay
Chukchi Sea exploration planned for next
year, Fox said ConocoPhillips was “on the
cusp of having to make some very signifi-
cant commitments” for equipment, but felt
unconfident about making those commit-
ments given the current regulatory environ-
ment. “We felt that the prudent thing to do
was to take a pause there and let things
evolve a little bit before decide to drill
those wells.”

Asked if ConocoPhillips would explore
in 2015, Fox said, “Potentially,” adding that
the decision ultimately depended on
whether the regulatory environment
inspired confidence. �
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CONOCO EARNINGS
“You won’t really see any

significant change in the short
term, but the issue is: Given the

new fiscal regime, are incremental
capital investments now

competitive? We think they will
be, and we’re taking that through
our overall planning process this
year and we’ll be more equipped

to talk about that later in the
year.” —Conoco Phillips EVP of Exploration

and Production Matt Fox

ConocoPhillips earned $918
million from its Asia Pacific and

Middle East segment.
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