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Breaking the impasse

Legal fee cap indicates resolution of Pebble-EPA court batle dravws nigh
By SHANE LASLEY
i

sce NORTHERN NEIGHBORS page |1 |

see COURT BATTE page 11

Legal fee cap indicates resolution of Pebble-EPA court battle draws
nigh. Read more in North of 60 Mining News, page 9.

ConocoPhillips claims AK record

ConocoPhillips Alaska Inc. has laid claim to having drilled the
longest well ever in the state of Alaska. The well, drilled by
Doyon Rig 19 from the CDS5 drill site in the Colville River unit,
has a measured depth of 26,196 feet, reaching a vertical depth of
about 7,400 feet. The well, an injection well, includes a horizontal
section of 17,228 feet, took 24 days to drill and penetrated the
Alpine “A” sands, ConocoPhillips says.

The ConocoPhillips Alpine oil field in the Colville River unit

see WELL RECORD page 19

Five wells for Cosmo next year

BlueCrest Alaska Operating LLC is planning to drill as
many as five wells or laterals at the Cosmopolitan project next
year, according to a recent plan of development.

In August 2016, the local subsidiary of Texas-based inde-
pendent BlueCrest Energy Inc. received an Alaska Oil and
Gas Conservation Commission drilling permit for the H-16
well. The company expects to request drilling permits for the
H-14, H-14L, H-12 and H-12L wells and associated laterals

see COSMO WELLS page 19

Ahtna starts drilling at Tolsona

Ahtna Inc. has started drilling the Tolsona No. 1 exploration
well about 11.5 miles west of the town of Glennallen in the
Copper River basin, the company said Sept. 29. The well is seek-
ing natural gas in the Nelchina sandstone at depths of between
4,000 and 5,000 feet. The intent is to find a viable gas resource to
alleviate the high cost of energy in the Copper Valley region.
Ahtna is the Native corporation for the region.

Ahtna is using the Saxon 147 drilling rig on a gravel pad con-

see TOLSONA DRILLING page 18
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Fmdmg the big one

Caelus discovery at Smith Bay could add 200,000 barrels per day to TAPS

By ALAN BAILEY

Petroleum News

Following tantalizing hints earlier this year about
the possibility of a major oil find at Smith Bay,
towards the western end of the North Slope, Caelus
Energy Alaska has now made an official announce-
ment: The two exploration wells that the company
drilled in the bay in early 2016, coupled with the
results of earlier seismic surveying, have revealed
the presence of a massive resource of light oil.

In an Oct. 4 statement the company said that
there could be 6 billion barrels of oil in place in its
Smith Bay leases, with the possibility of 10 billion
barrels or more across the complete Smith Bay area.

An oil field development at Smith Bay could

NATURAL GAS

One well found net pay of 183 feet, while
the other well encountered net pay of 223

feet.

result in the delivery of 200,000 barrels per day of
light crude to the trans-Alaska pipeline system,
Caelus said.

“This discovery could be really exciting for the
State of Alaska,” said Jim Musselman, Caelus
CEO. “It has the size and scale to play a meaning-
ful role in sustaining the Alaskan oil business over
the next three or four decades.”

The field as characterized by Caelus would be

see CAELUS DISCOVERY page 17

Meyer: ‘Give us a chance’

AGDC president acknowledges uphill fight for Alaska liquefied natural gas project

By TIM BRADNER

For Petroleum News

Kzith Meyer, CEO of Alaska’s state-
wned gas corporation, knows
Alaska LNG faces an uphill fight.
Liquefied natural gas prices are in the
tank, there’s huge competition and
Alaska’s own finances are thin.

“But give us a chance,”
Alaskans.

Meyer hopes a combination of creative financ-
ing, a flexible commercial structure and the securi-
ty of a major West Coast U.S. LNG supply will
help the state lower the cost of delivering LNG
enough to net some customers.

he’s asking KEITH MEYER

It’s like casting a lure out there, hop-
ing the bait is good enough.

Getting buyers is most important. Not
much will happen until there are cus-
tomers.

Meyer said he expects to know within
a year whether Gov. Bill Walker’s gam-
ble of having the state take over the $45
billion Alaska LNG Project from industry
has a chance.

Realistically, the governor’s initiative
is the only game in town, because the industry-led
approach is no longer an option, Meyer said. It’s
either that, keeping Alaska out there as a supply

see AGDC page 14

Pikka expansion request

Armstrong says 24 additional state leases needed to accommodate planned wells

By ALAN BAILEY

Petroleum News

rmstrong Energy LLC, operator of the Pikka unit
n Alaska’s North Slope, has applied to Alaska’s
Division of Oil and Gas and to Arctic Slope Regional
Corp. to expand the unit. The proposed expansion
would add 24 state leases to the southern part of the
unit, with 17 of those leases on the west side of the unit
and seven on the east side. In its application Armstrong
says that the expansion is needed to accommodate all of
the wells specified in a plan of development filed in a
permit application to the U.S. Army Corps of Engineers
in June 2105.
Following that permit application, the Corps of
Engineers has been working on an environmental
impact statement for the development.

The western section of the expansion area would
accommodate up to 62 potential wellbores or partial
wellbores targeting the Nanushuk, Alpine and Kuparuk
formations. The eastern section would accommodate
up to 16 wellbores or partial wellbores targeting the
Alpine formation, the application says.

Major discovery

Armstrong has previously indicated that it has a
major oil discovery involving multiple oil pools in a
new oil play in the area of the Pikka unit, between the
Kuparuk River and Alpine oil fields. In an August
interview Bill Armstrong, president of Armstrong Oil
& Gas, told Petroleum News that the Nanushuk dis-
covery, the focus of the Pikka unit, contains oil across

see PIKKA EXPANSION page 18
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Pearce: Still in touch with AK issues

Former Senate President says gas line progress may not be visible, but it’s significant; questions Walker’ path to advance project

By STEVE QUINN

For Petroleum News

Former two-term Senate President
Drue Pearce hasn’t been in state
government in more than 10 years. Yet
the former federal pipeline coordinator
has got her fingers on the pulse of
heavy-hitting resource issues such as
Arctic development, marketing North
Slope gas and tax policy. Pearce now
serves as a policy advisor for law firm
Crowell Moring, splitting time between
homes in Alaska and Maryland. A for-
mer member of the Alaska Gasline
Development Corp. board, Pearce spoke
to Petroleum News on resource develop-
ment issues facing Alaska and its
Legislature in the coming session.

Petroleum News: Let's start with
Arctic development. What are you seeing
the last three or four years when the
country ramped up to become Arctic
Council chair and ultimately assumed its
post, which it has held for nearly 18
months? Has it advanced or failed to
advance the resource development
prospects.

Pearce: What I’ve seen is that being
chair of the Arctic Council has not only
not advanced natural resource projects in
Alaska, it’s probably put us back a few
steps. I say that because while there is
more awareness in the Lower 48 today
that the United States is an Arctic nation,
there is always much more climate
change alarmism.

There is a belief more widely held
that the United States needs to quickly
move to a post carbon economy. Those
things together have probably made
Alaska more of a symbol to those in the
Lower 48 who have the belief that my
goodness we need to save Alaska from
Alaskans than there was before we
became chair of the Arctic council.

I will say what has been positive.
There is a better understanding now of
our university system and our world-
class geophysical institute in Fairbanks
and the world-class research that we do
on everything Arctic. There is also a bet-
ter understanding of what we do with the
state’s continued efforts in bringing
renewable energy to a community that
has a renewable resource that it can
exploit.

But on a national basis and even on
an international basis, what I’ve seen is a
more cautious and even more negative
approach to development in the Arctic.
I’1l give you an example. When
President Obama and the five Arctic
Scandinavian country leaders met in
May for their big summit — it was after
his first summit with Prime Minister
(Justin) Trudeau in Canada and they did
an Arctic statement saying they would
be cautious in their approach to develop-
ing oil and gas in the Arctic.

Then the stakes got a little higher
when he did a statement of agreement
with Finland, Sweden, Norway,
Denmark and Iceland and it called for
using the precautionary approach in
decision making for oil and gas develop-
ment in the Arctic. It specifically calls
out oil and gas and the precautionary
approach.

The thing about the cautionary
approach — defined by Oceana for
example — it means knowing and hav-
ing all the information ever about what
all the impacts might ever be before

doing anything. So
it becomes never
doing anything
effectively. That is
now the official
position of the
United States as
taken in this agree-
ment with other
Arctic countries.

DRUE PEARCE

Petroleum News: Many carbon emit-
ting industries had a similar approach
supported by the Supreme Court, saying
all financial implications should be con-
sidered before changes are made.

Pearce: The Arctic Council is interest-
ing because its entire genesis came out
of a move for most of the Arctic coun-
tries to protect the environment of the
Arctic. The discussion started over
agreements of management of
Antarctica. What gets lost in that equa-
tion are the 4 million people who live in
the Arctic and their dependency on hav-
ing some sort of economic future of their
own, economic security along with food
security and an ability to develop on
their territorial and ancestral land. In
Scandinavia, they have the infrastructure
that Canada, the U.S. and Greenland
don’t have. So they don’t need more
infrastructure: They have the ports; they
have the roads; they have the railroads,
even, that we don’t have. So develop-
ment becomes even more difficult here.
The Arctic Council does not consider
economic security or the economic well-
being to the people of the Arctic to be in
their wheelhouse.

Petroleum News: So are you getting a
sense people who live in the Arctic are
not getting a meaningful voice?

Pearce: Different people in the Arctic
would tell you different things. But I’ll
give you one example, one that I find
very telling. The international group that
advocates for world heritage sites will be
releasing a report they did with the
ICUN, which they pulled together
experts and scientists from around the
world to talk about what Arctic areas in
particular — what oceans and what

an
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Maritime Helicopters

waterways — meet the criteria and what
should be made world heritage sites.

I have not found — and I’ve tried at
the state level, at the university level, at
the North Slope level, at the ASRC or
NANA level — I have found no one at
least who lives in the U.S. Arctic who
was invited to be experts and be one of
this group that is going to be putting out
maps that I’m sure are going to show
huge pieces and parts of Alaska coastline
and say those areas should be designated
world heritage sites.

Alaska has to force his way to the
table sometimes, which
Craig Fleener by the way
is very good at doing, but
he’s one man trying to
force his way to a bunch
of tables. So it’s hard for
the people who live in the Arctic to have
the voice that I think they deserve.

Petroleum News: One of the long-
standing Arctic topics for Alaska is
ANWR. It comes up every year, even if
it’s just resolutions in the House and
Senate. Is it worth keeping this fight
going?

Pearce: Absolutely. I believe in folks
who have seen information on the “kick
well” (KIC No. 1, the lone well drilled
in ANWR), and I think they continue to
believe the eastern flank and the coastal
plain of ANWR continue to have the
prospectiveness we thought it had back
in the 1980s when Congress told the
Fish and Wildlife Service they were to
do the study and bring it back to
Congress.

We’ve taken nothing out so there is

no reason to believe it’s less prospective.
Considering Armstrong’s new find,
which is a different type of oil and gas
field compared to Prudhoe Bay and
Kuparuk, so something different to look
for on the North Slope. That to me
makes fighting to be able to go in and
explore and find out what is and or isn’t
in ANWR just as important, if not more
important.

Chevron was the operator and that
information is still held confidential by
the companies as well as by ASRC and
KIC (Kaktovik Inupiaq Corp.) as well as
by the state. We certainly
cannot stop being alert to
the fact that the environ-
mental movement wants to
cut off all access to oil and
gas on any refuge in the
nation.

We’ve seen a greater push to stop any
other sort of development of any kind on
Fish and Wildlife refuges. In Alaska the
land mass is vast. I think it’s very impor-
tant for the state to have the opportunity
and the people on the North Slope in
particular, to have the opportunity to
have access to the land and the resource.

ASRC and the village corporation
have considerable land ownership in that
refuge they have not been allowed to
drill and find out what’s there. The fight
over ANWR has been in part over that.
Since it’s a refuge it should develop oil
and gas. Now we’ve had oil and gas
development in the Kenai National
Wildlife Refuge since before ANILCA.

Petroleum News: Do you get a sense
see PEARCE Q&A page 15
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won’t be

rushed on project

Needs time for review of Pacific NorthWest approval; ‘categorically
denies’ mulling sale of its stake; affected First Nations split

By GARY PARK

For Petroleum News

Malaysia’s Petronas is backing away
from setting a deadline for a final

corporate decision on the Pacific NorthWest
LNG project, while emphatically rejecting
speculation that it is on the verge of selling
its majority stake in the venture.

The state-owned firm said it wants time
to consider the 190 conditions for approval
imposed by the Canadian government
while it conducts a “total review of the pro-
posed project prior to deciding on the next
steps forward.”

The muted response fell far short of the
fanfare surrounding the conditional green
light from the federal government and the
enthusiasm expressed by British Columbia
Premier Christy Clark.

Outside those circles the consensus view
among analysts was that Pacific NorthWest
had no hope of proceeding in the current
economic atmosphere for LNG, with a
Reuters report dangling the prospect of
Petronas selling its stake in the C$37 billion
undertaking.

Sources quoted by the news agency said
Petronas had been weighing a sale for
months.

“They are going to be looking at gas
prices, costs and returns before they make a
final decision,” said one of the sources. “It
is a very tough call.”

Divya Reddy, of the New York-based
political risk firm Eurasia Group, said

tions. But it’s possible they are considering
distributing the ownership across the exist-

the speculation, saying it “categorically
denies” a sale is in the works, insisting it
will continue to work with its Asian part-
ners (China’s Sinopec, Japan’s JAPEX and

proponents’ side, a clear split has devel-
oped among First Nations affected by
pipelines and the terminal facility near
Prince Rupert.

The project opponents have vowed to
seek a judicial review of government
approvals, basing their case on unresolved
land claims, with one group emphatic that
it will not move off Lelu Island, the site of
the liquefaction plant and tanker terminal.

“We’re not going anywhere ... that’s a
given” declared Don Wesley, a chief who
had led an occupation of the island, but the
elected council of the La Kw’alaams has
expressed interest in a C$1.2 billion bene-
fits package offered by the Petronas-led
consortium.

The Kitselas First Nation welcomed the
federal approval, saying it is now in a posi-
tion to benefit from the development, prais-
ing the partnership for engaging with abo-
riginal communities.

Clark said her government will not wait
for unanimity among First Nations. “Not
everyone in British Columbia is going to
agree 100 percent, but leadership means
you’ve got to make a decision sometimes,”
she said.

Karen Ogen-Toews, chief executive
officer of the First Nations LNG Alliance,
said the highlight of the federal decision is
the conditions that should address “the con-
cerns the First Nations have for environ-
mental impacts ... it may be favorable for
all of us.”

Shannon McPhail, executive director of
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McPhail said there are still endless
opportunities for governments, industries
and communities to pursue alternative
energy projects that would ensure First
Nations are not held captive to develop-
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Great Bear evaluating eight prospects

Continues to look for conventional oil opportunities south of Prudhoe Bay as a route to the viable development of source rock oil

By ALAN BAILEY

Petroleum News

Following some intense work analyzing
the results of 3-D seismic surveys in its
acreage south of Prudhoe Bay, Great Bear
Petroleum Operating LLC’s geoscience
team has identified eight conventional oil
prospects, Pat Galvin, the company’s chief
commercial officer and general counsel,
told the Alaska Oil and Gas Congress on
Sept. 21. Although most of those prospects
are in the Brookian sequence, one prospect,
the Avenger, is in the Kuparuk, Galvin said.
And, because those prospects are
stacked on top of
each other, all can be
probed with just two
wells. Moreover,
most of the prospects
tie into oil shows that
were observed in the
nearby Pipeline State
No. 1 well, he said.
The Brookian is a
relatively young and PAT GALVIN
shallow rock sequence under the North
Slope, while the Kuparuk, the rock unit
containing the reservoir sands for the
Kuparuk River field, is in the deeper and
older Beaufortian sequence.

Evolving focus

Great Bear, when it first entered the
Alaska oil scene in 2010, focused on testing
the possibility of developing oil from the
North Slope’s prolific source rocks using
the techniques developed for unconvention-
al shale oil development in the Lower 48.
And in 2012 the company drilled two strati-
graphic test wells near the Dalton Highway
to evaluate the source rock oil concept. The
company also embarked on a multi-year
program of 3-D seismic surveying across its
leases.

But around 2013 the company started
identifying conventional oil prospects from
its seismic data, while also realizing that
developing a conventional play first could
open the way to economic viability for an
unconventional development, Galvin said.

“What we recognized was that we really
needed to find a more conventional play
first and have that be the backstop to justify
the infrastructure investment,” Galvin said.
“Once the infrastructure is in place, the
unconventional play would be economic.”

In the winter of 2015 the company
drilled the Alkaid No. 1 well to test a con-

“What we recognized was that we
really needed to find a more
conventional play first and have
that be the backstop to justify the
infrastructure investment. Once
the infrastructure is in place, the
unconventional play would be
economic.” —Pat Galvin, Great
Bear Petroleum

ventional target, using an ice pad and an ice
road four miles west of the Dalton
Highway. Unfortunately, however, the
flooding of the Dalton Highway that winter
following an overflow of the Sag River cut
the drilling program short, preventing Great
Bear from testing the well.

“We’re looking for an opportunity to go
back and test it, but we’re encouraged by
what we found there,” Galvin said. Galvin
did not comment on any upcoming drilling
plans that his company may have.

Large lease position

Great Bear operates a broad swath of
about 500,000 acres of state leases south of
the Prudhoe Bay and Kuparuk River fields,
and stretching east of the Dalton Highway
and Sag River. Oil services company
Halliburton has a 25 percent working inter-
est in a portion of the leases, while
Australian company Otto Energy has work-
ing interests in leases across the entire Great
Bear acreage, other than in the central
blocks where Great Bear has already
drilled, Galvin said.

Following five years of seismic survey-
ing, Great Bear now has seismic coverage
of more than 1,000 square miles of its
acreage, Galvin said. From 2012 to 2015
the seismic surveying focused on the cen-
tral part of the acreage, while last winter the
company had the far western and far eastern
sides of its acreage covered.

Asked about how quickly Great Bear
could move to oil production if the compa-
ny locates a viable oil resource, Galvin
commented that the timing would depend
on the location of the discovery. The com-
pany has six well locations staked out close
to the Dalton Highway, including the two
wells drilled in 2012. Oil could be trucked
from those locations, thus simplifying
development until a suitable pipeline is
built, Galvin said. On the other hand, a
more remote location would involve a
longer development process.

North Slope challenges

Galvin also reflected on the challenges
that Great Bear faces in conducting its
North Slope program. The primary chal-
lenge, he said, is the chaotic state fiscal sit-
uation in Alaska. In particular, Gov. Bill
Walker’s veto of tax credit payments has
created uncertainty and “a devastating envi-
ronment in which to operate,” he said. If the
state offers tax credits then it needs to pay
the credits when they are due, he said.

Rather than bouncing the production tax
arrangements around as a political football,
as they have been in every election for the
past 20 years, increased oil production and
increased state oil revenues will require
political equilibrium in the tax system,
Galvin said. He also cautioned against
viewing all the various state tax credits
equally, given that each credit was intro-
duced for a particular reason. Galvin partic-
ularly argued for the value to North Slope

explorers of the net operating loss credit,
saying that this credit puts companies with
no current North Slope oil production on an
equal footing to those that do have produc-
tion.

Other challenges for a company explor-
ing on the North Slope include a lack of
data outside the area of the existing oil
fields; short exploration seasons of unpre-
dictable length; and the numerous permits
required from multiple government agen-
cies. And when it comes to North Slope oil
development, there is a need for a more
regional approach to wetlands mitigation,
rather than the incremental approach on a
case-by-case basis, Galvin commented.
In general, the North Slope has a high-
cost business environment, with a need
for a critical mass of more competition,
he said. ®

Contact Alan Bailey
at abailey@petroleumnews.com
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Conoco sees North Cook Inlet bump

ConocoPhillips Alaska Inc. appears to have slowed declining natural gas pro-
duction at the North Cook Inlet unit through a workover program and other main-
tenance work.

The offshore Cook Inlet unit produced 9.29 billion cubic feet in 2014 and 7.33
bef in 2015, according to the Alaska Oil and Gas Conservation Commission. In
the first six months of 2016, the unit produced 3.58 bef, which suggest a decline
from 2015, although not as steep as the decline between 2014 and 2015.

After completing a three well program at the North Cook Inlet unit in 2008,
ConocoPhillips reduced its development program at the offshore field in Cook
Inlet. A decline in reservoir pressure across most of the field and increased sand
production in places have contributed to an overall decline in production since the
drilling program.

The slowdown in declining production this year might be the result of a four-
well workover program and other maintenance projects ConocoPhillips under-
took at the North Cook Inlet unit in 2015. When the company released its plan for
2016, it proposed no such work for this year but looked forward to a possible
workover program in 2017.

The actual plan for 2017, released in early October, provided few details, not-
ing, “The team continues to evaluate future rig work-over and/or drilling oppor-
tunities” and “ConocoPhillips plans to continue to evaluate potential undeveloped
accumulations.”

North Cook Inlet has traditionally been connected to the Kenai liquefied natu-
ral gas facility in Nikiski. Activity at the plant has been sporadic in recent years.
ConocoPhillips shipped five cargoes between May and September 2014 and six
cargoes between May and mid-October 2015. The company made no shipments
in the first quarter of 2016, despite receiving U.S. Department of Energy permis-
sion to continue exports. Instead, the company has been selling gas production
from North Cook Inlet into the local market.

—ERIC LIDJI
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Alaska Oil and Gas Conservation Commission report

*On Aug. 30, the Alaska Oil and Gas
Conservation Commission allowed (Area
Injection Order No. 2C.037)
ConocoPhillips Alaska Inc. to continue
water injections in the Kuparuk River Unit
2H-01 well. The company reported poten-
tial pressure communication in the well in
May 2016 while injecting gas and switched
to water injection for 30 days while sus-
pending production and conducting tests.
The commission concluded the well has “at
least two competent barriers to the release
of well pressure” and “does not exhibit
signs of pressure communication while on
water injection.”

*On Sept. 1, the AOGCC canceled Area
Injection Order No. 2C.022.
ConocoPhillips asked the commission to
cancel the order, which was issued in late
June 2015. The order placed the Kuparuk
River Unit 30-06 well on water-only injec-
tion in response to a “tubing by inner annu-
lus pressure communication” while on gas
injection in June 2013. A rig workover of
the well in October 2015 repaired the well
and resolved the problem.

*On Sept. 1, the AOGCC granted (Area

Injection Order No. 4G.002) a request from
BP Exploration (Alaska) Inc. to continue
water-alternating-gas injection in the
Prudhoe Bay Unit P2-09 well. The compa-
ny had reported a potential casing leak in
the well. A series of mechanical integrity
tests convinced the commission that the
well was sound.

*On Sept. 1, the AOGCC granted (Area
Injection Order No. 4G.003) a request from
BP to continue water only injection in the
Prudhoe Bay Unit 13-31A well. The com-
pany reported a potential Inner Annulus
repressurization. A recent mechanical
integrity test and planned safeguards con-
vinced the commission to allow water only
injections.

*On Sept. 1, the commission granted
(Area Injection Order No. 5.028) a request
from Hilcorp Alaska LLC to continue water
injections at the Trading Bay Unit G-13
well.

Hilcorp shut in the well after reporting a
potential pressure communication on July
8, 2016. After the company completed a
“static and injecting temperature survey’’ on
August 22, 2016, the commission was sat-

isfied with the integrity of the well.

*On Sept. 7, the AOGCC partially
approved a revised agreement between
Caelus Natural Resources Alaska LLC and
ConocoPhillips concerning multiphase
flow meters for hydrocarbon production
from the Oooguruk unit. Caelus had asked
the AOGCC to approve revisions to its
2009 agreement with ConocoPhillips. The
commission approved (Docket Number:
CO-16-015) the changes, except for the
recurring phrase “at its sole discretion,”
which gave ConocoPhillips additional con-
trol over aspects of the operations.

*On Sept. 12, the AOGCC approved
(Area Injection Order No. 2C.038) a
request from ConocoPhillips to continue
water-only injections in the Kuparuk River
Unit 2G-07 well. The company reported a
potential pressure communication on July
7, 2016, when the well was shut in after
approximately one year of natural gas injec-
tion. The communication was not observed
when the well was switched to water injec-
tion. The well passed two tests in May and
July of this year, according to the commis-
sion.

naba
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°On Sept. 15, the AOGCC allowed
(Conservation Order No. 44.75) Hilcorp to
convert the Middle Ground Shoal A44-02
injection well into a production well. The
project would involve plugging the well
above the Hemlock G sand in the MGS G
Oil Pool and recomplete the well as a pro-
ducer MGS F Oil Pool to access un-drained
oil reserves.

*On Sept. 15, the AOGCC modified
Conservation Order No. 725 (Conservation
Order No. 725.001) to accommodate sever-
al requests from operator ConocoPhillips.

ConocoPhillips asked the AOGCC to
revise the phrase “regular production” in
the description of the Kuparuk River-Torok
Oil Pool included in the order. According to
the order, “regular production of the pro-
posed Moraine Oil Pool within the Kuparuk
River Unit began in 2013 from KRU 3S-
19.” ConocoPhillips argued that the order
should not describe the production as “reg-
ular” because state statutes define “regular
production” as continuous for marketing
purposes, rather than for testing purposes.
ConocoPhillips brought the KRU 3S-19
well online for four stretches between
February 2013 and November 2014 and
sporadically throughout 2015 and suspend-
ed production between those stretches
before converting the well back to a
Kuparuk pool producer in June 2015.

“Given the discontinuous nature of the
3S-19 Moraine production, and the purpose
of producing the well in order to evaluate
the reservoir, ConocoPhillips submits that
the production should not be characterized
as ‘regular’ production,” ConocoPhillips
GKA Development Manager Kazeem
Adegbola told the commission in a Sept. 1
letter.

The distinction matters because House
Bill 247 links the gross value at the point of
production to the beginning of “regular pro-
duction.” The commission removed the
word “regular” from the Conservation
Order, while also noting that “its willing-
ness to delete “regular” is not a determina-
tion of whether regular production has or
has not occurred.”

ConocoPhillips also asked the AOGCC
to remove automatic expiration clauses
from Conservation Order No. 725 and the
associated Area Injection Order No. 39. The
commission kept the clause but revised the
two orders to make their clauses similar.

The AOGCC also agreed to remove a
clause stating that ConocoPhillips would
pre-produce injectors before beginning
injection operations, which conflicted with
other rules

Finally, the AOGCC rejected a request
from ConocoPhillips to modify a portion of
the order establishing a response to sus-
tained casing pressures in certain wells.

*On Sept. 19, the commission approved
(Area Injection Order No. 2C.039) a
request from ConocoPhillips to continue
water-only injection in the Kuparuk River
Unit 2F-03 well. The company reported a
potential pressure communication on July
18, 2016, while the well was injecting gas.
The commission approved a 30-day gas
injection program and a 30-day water injec-
tion program for monitoring. After a
mechanical integrity test, the commission
determined that the well was safe for water
injection.

*On Sept. 30, the commission granted
(Area Injection Order No. 3B.005) a
request from BP to continue water only
injection in the Prudhoe Bay Unit P-06B
well. The company reported a potential
Inner Annulus repressurization. Subsequent
diagnostics and monitoring convinced the
commission of the integrity of the well for

see AOGCC REPORT page 8
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Mustang still on pace for late 2017

Brooks Range Petroleum Corp. describes ‘very high level’ timeline for bringing North Slope Southern Miluveach unit online

By ERICLIDJI

For Petroleum News

Brooks Range Petroleum Corp. remains on pace for a
late 2017 startup at Mustang.

The subsidiary of a multiparty joint venture recently told
state officials it expects to begin oil production from the
Southern Miluveach unit between October and December
2017, which supports a November 2017 startup the compa-
ny proposed earlier this year.

BRPC had previously expected to bring the Mustang
field into production by the end of this year but slowed its
development schedule because of technical delays encoun-
tered during the initial drilling campaign. In a new plan of
development released in late September, the company
described its current timeline as a “very high level” assess-
ment based on its current understanding of the field and cur-
rent economic conditions within Alaska.

A major cause of delay was high pressure encountered at

the field. A root-cause analysis of the drilling program con-
vinced the company of the need for enhanced drilling
equipment. BRPC told the state it was currently discussing
its needs with contractors and would schedule the retro-
fitting project with an eye toward the late 2017 startup date.

Roads and pads for the project were completed in 2013
and most of the above ground pipeline supports were
installed in early 2015. Engineering work on the Mustang
Operations Center No. 1 processing facilities was about 65
percent complete when BRPC slowed its timeline in the
third quarter of last year. Before the slow down, BRPC con-
tractors in Canada completed fabrication of the oil train
modules, the gas compression train and gas conditioning
train. The modules are currently staged in Calgary and
Nisku, Alberta, according to the company. BRPC also fin-
ished procuring much of the long-lead engineering equip-
ment that it had ordered before it slowed down the project.
The equipment is currently being stored at three facilities in
Anchorage, according to BRPC.

Another reason for the slowdown, according to BRPC,
was that the downturn in oil prices made it difficult to attract
capital. If funding comes through before the end of this
year, the company expects to resume the engineering and
procurement activities that were stalled last year and begin
the process of finding fabrication and installation contrac-
tors.

According to the most recent timeline, BRPC will install
communication infrastructure toward the end of this year
and build early operations centers and camps early next
year.

Prior to the expected arrival of the first Alaska-fabricated
modules in April 2017, the company plans to complete
pipeline installation and interconnection and some remain-
ing pad work. The last Alaska-fabricated modules are
expected in September 2017, with the Canadian-fabricated
modules arriving in August 2017 and installed by October
2017, providing two-to-three months for conducting the
final system-wide review of facilitics. ®

continued from page 6
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water injection.

*On Sept. 30, the AOGCC fined Hilcorp Alaska LLC
$30,000 for conducting well operations at the Milne Point
Unit without a working gas detection system.

The AOGCC initially proposed a $50,000 fine when it
raised the matter in November 2015 but reduced the amount
after Hilcorp requested an informal review of the case.

The case concerns a workover operation Hilcorp con-
ducted at the Milne Point Unit F-96 well in August 2015. A
required gas detection system was working when the com-
pany began work but faced a malfunction a few hours there-
after. The company notified the AOGCC and ordered a
replacement part. Hilcorp was required to suspend opera-
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tions until it fixed the system, but internal emails showed
the company “removed the wellhead lock down pins from
the tubing hanger,” according to the AOGCC.

While acknowledging that Hilcorp was quick to
announce its failed system, that workers had personal gas
detection systems during their work and that the public was
not harmed by the project, the AOGCC concluded that the
company failed to act in good faith by continuing opera-
tions. According to the AOGCC, “Hilcorp’s history of non-
compliance and the need to deter similar behavior weigh
strongly in setting the penalty amount.”

In addition to the $30,000 fine, the AOGCC is requiring
Hilcorp to provide “detailed explanation of how recurrence
of this violation will be prevented in the future.”

*The AOGCC has tentatively scheduled a meeting for
the morning of Oct. 11 to consider a request from Glacier
Oil & Gas Corp. subsidiary Cook Inlet Energy LLC to use
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multiphase flow meters at the West McArthur River and
Redoubt units. The request comes as Glacier plans to
decommission the West McArthur River unit production
facility and route production through the nearby Kustatan
production facilities instead.

*The AOGCC will hold a public workshop on Now. 1 to
allow interested parties to provide input on a range of pro-
posed regulatory changes introduced in September.

*The AOGCC has tentatively scheduled a hearing on
Nov. 3 to consider a request from BP to classify the gas cap
water injection project at the Lisburne field of the Prudhoe
Bay unit as “permanent,” rather than its current designation
as a pilot project. The commission will proceed with the
hearing if it receives a written request before the afternoon
of Oct. 15.

—ERIC LIDJI
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page Millrock CEO foresees new mines
M e Pogo, expands claims in area

Week of October 9, 2016

Golden Predator Chief Geologist Mike Burke (left) and Chairman
Bill Sheriff at Ace of Spades, one of several high-grade gold dis-
coveries the company made this summer at its 3 Aces project in
southeastern Yukon Territory.

Drilling targets new gold veins at 3 Aces

Golden Predator Mining Corp. Oct. 5 reported new high-
grade gold results and the discovery of new veins at its 3 Aces
project in southeastern Yukon Territory. More than 800 rock
chip, composite grab, channel and panel samples have been col-
lected within the central core area of the property this year.

Trenching is being targeted in areas of anomalous gold geo-
chemistry, known areas of mineralization and along new or
existing road cuts. Detailed geological mapping, surveying
using a Differential Global Positioning System and 3D modeling
of the trenching results are being conducted to estimate true
widths of the newly exposed veins and to plan the upcoming
drill program. The company’s program of road building fol-
lowed by extensive trenching has continued to expose additional
mineralized quartz veins including several with visible gold
across the Spades, Hearts and Clubs zones. Panel sampling of
the three principal veins at the Jack of Spades discovery zone
returned 186.5 grams per metric ton, 94.7 g/t and 64.3 g/t gold
respectively. Sampling of the northeast extension of the Ace of
Spades vein returned assays of 51.2 g/t and 55.1 g/t gold. Two
new mineralized quartz veins were discovered in the Clubs zone
with the Six of Clubs assaying 16.85 g/t gold from a large com-
posite grab sample and the Ten of Clubs assaying 10.65 g/t gold
from a panel sample. These discoveries in the Clubs Zone are
2,000 to 2,500 meters northwest of the Jack and Ace of Spades.
These recently identified and sampled veins will be targeted for
drilling commencing in October 2016. A total of 4,500 meters
has been budgeted for the remainder of 2016, increasing to more
than 25,000 meters in 2017. “Our aggressive road-building,
trenching, and sampling program has returned impressive high-
grade results over a broad area. The newly discovered veins now
provide ample targets for our RC (reverse circulation) drill pro-
gram, which is set to begin this month and continue through the
winter,””” said Golden Predator CEO Janet Lee-Sheriff.

see NORTHERN NEIGHBORS page 11
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Drilling has outlined a deposit at Pebble containing 57 billion pounds of copper, 70 million o

A

unces of gold, 3.4 bil-

lion Ibs. of molybdenum and 344 million oz. of silver in the measured and indicated category. Upon resolution of
a legal dispute with the U.S. Environmental Protection Agency, the Pebble Partnership plans to apply for permits
needed to develop the world-class deposit in Southwest Alaska.
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Breaking the impasse

Legal fee cap indicates resolution of Pebble-EPA court battle draws nigh

By SHANE LASLEY
Mining News

Is the impasse between Pebble Limited
Partnership and U.S. Environmental Protection
Agency over the potential development of the
world-class Pebble copper deposit in Southwest
Alaska about to be resolved?

Northern Dynasty Minerals Ltd., currently the
sole owner of the Pebble Partnership, believes the
standoff will likely be over by January if an ongo-
ing lawsuit between Pebble and the EPA runs its
full course, and possibly sooner if the parties come
to an agreement outside of the courtroom.

“Either way, we have every confidence that we
will prevail, and Pebble will ultimately move for-
ward to initiate the environmental impact state-
ment process under the U. S. Clean Water and
National Environmental Policy acts unencumbered
by any extraordinary development restrictions as
proposed by EPA,” said Northern Dynasty
President and CEO Ron Thiessen.

Secret advisory committees

The extraordinary development restrictions
mentioned by the Northern Dynasty executive and
how the EPA went about supporting such restric-
tions is what got Pebble and the environmental
agency locked up in a court battle in the first place.

In 2014, the Pebble Partnership filed a com-
plaint in U. S. district court, alleging that the EPA
violated the Federal Advisory Committee Act
(FACA) by collaborating with anti-mining
activists to develop a strategy for utilizing Section
404 (c) of the Clean Water Act to place restrictions
or outright prohibit permits for developing a mine
at Pebble before the permitting process.

In making its case, the Pebble Partnership

claimed the “anti-mine coalition secretly advised
EPA on how the agency should develop its strategy
under Section 404(c), including making critical
recommendations on who EPA officials should
recruit, how the agency could best leverage the
Alaska Native “tribes,” and how to formulate
EPA’s messaging in a way that would minimize
anti-federal government backlash among
Alaskans.”

Once a suitable strategy was formulated,
according to Pebble, the anti-mine groups played
an integral role in preparing EPA’s Bristol Bay
Assessment, a study aimed at determining the
effects developing a mine at Pebble would have on
fish resources near the enormous copper-gold-
molybdenum deposit.

The assessment was used as the basis for
unprecedented pre-emptive 404c¢ restrictions that
would detrimentally limit the footprint of any mine
allowed to be developed at the enormous porphyry
copper-gold-molybdenum deposit in Southwest
Alaska.

The Pebble Partnership asserted that the
behind-the-scenes collaboration between EPA and
the anti-mine groups violates advisory committee
law and taints the entire process for which the
environmental agency is basing its Clean Water
Act determination with regards to Pebble.

Beyond seemingly unlawful collaboration with
anti-Pebble advocates, Northern Dynasty says the
evidence collected in support of the FACA case
shows that EPA first decided to preemptively veto
or restrict permits to develop Pebble and then built
a case to support this decision.

"We have every confidence these facts will be
validated at trial, and EPA’s ability to use a severe-
ly flawed BBWA (Bristol Bay Watershed

see COURT BATTLE page 11
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COURT BATTLE

Assessment) report to justify its pre-emp-
tive regulatory action at Pebble will be
stayed,” Thiessen said

Federal Judge H. Russel Holland
found Pebble’s allegations credible
enough to issue a preliminary injunction
in November 2014 that barred the EPA
from finalizing its planned restrictions on
Pebble permits.

Northern Dynasty said this indicates a
reasonable likelihood of Pebble prevail-
ing on the merits of its case.

“While it’s never possible to guarantee
legal outcomes, we have long held that
the evidentiary basis for us to prevail in
our litigation against EPA is well-estab-
lished,” said Thiessen. “From the tens of
thousands of pages of communication,
memos and reports obtained under dis-
covery and the Freedom of Information
Act, and from the deposition of key gov-
ernment employees, it’s now clear that
EPA’s frequent, intensive and ongoing
engagement with ENGOs (environmental
non-government organizations) and anti-
mining activists in planning and execut-
ing its BBWA study and CWA 404(c)
strategy occurred in violation of federal
laws intended to provide for open, honest
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and transparent decision-making.”

End draws nigh

Steptoe & Johnson LLP, a respected
international law firm that is representing
the Pebble Partnership in the FACA case,
also must feel confident that a positive
outcome for its client is drawing nigh.

Steptoe, which has a reputation for
being able to solve complex problems
with a governmental aspect, has agreed to
cap its fees to finish up the FACA court
battle with EPA at US$1 million.

“The  significance of today’s
announcement is we now have certainty
that Northern Dynasty will have the
financial and professional resources nec-
essary to pursue its legal case against
EPA to a final conclusion,” Thiessen
explained.

If that conclusion results in a victory
for Pebble, Steptoe will get a bonus pay-
ment for its success.

Thiessen said the firm’s willingness to
cap its legal fees at §1 million reflects its
confidence in Pebble’s FACA case.

Notwithstanding the new fee arrange-
ment, Pebble continues to seek a resolu-
tion to its impasse with EPA that fore-
stalls litigation.

If the trial runs its full course without
an earlier settlement, Northern Dynasty
anticipates a final judgment in January. @
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Bonanza, an outcropping vein with pervasive visible gold, was discovered by Goldstrike

geologists during an early season mapping and prospecting program at the company’s
Plateau property in Yukon Territory. Sampling at Bonanza has returned gold grades similar
to Goldstack, a zone about 4,000 meters to the southeast.

continued from page 9
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Bonanza, other Plateau gold finds ready to drill

Goldstrike Resources Ltd. Oct. 3 reported that initial channel samples of a 30- by 30-
meter outcrop in the Bonanza zone of its Plateau property in the Yukon Territory have
returned 15.06 grams per metric ton gold over 1.13 meters, 14.4 g/t gold over 0.9 meters,
6.9 g/t gold over 1.3 meters and 2.22 g/t gold over 2.75 meters. These results are similar
to initial channel samples taken at the Goldstack discovery outcrop in 2012. Located 4,000
meters northwest of Goldstack, Bonanza consists of a swarm of parallel veins with min-

eralization similar to that seen in the high grade drill intersections at Goldstack. Assays of

28 rock grab samples collected at Bonanza zone have ranged from below detection limit
to 436.4 g/t gold. Goldstrike said the grab and channel assay results from the Bonanza
zone provide strong drill targets designed to trace the gold mineralization both to depth
and along strike in the next phase of exploration. Based on the similarity between the sur-
face channel sample results at Bonanza and Goldstack, the geological team believes that
Bonanza has excellent potential to evolve into a significant gold discovery in the subsur-

face, as seen as Goldstack. At the Goldback zone, located immediately southeast of

Goldstack, 44 reconnaissance rock grab samples returned values ranging from below
detection to 15.1 g/t gold. Goldstrike said this discovery provides excellent future drill tar-
gets along trend up to 600 meters to the southeast of Goldstack. The company also report-
ed sampling success at Big Bang, a zone discovered earlier this year about 10 kilometers
(6.2 miles) northwest of Bonanza. Fifty reconnaissance rock grab samples collected at Big
Bang returned assays ranging from below detection 1to 21.2 g/t gold, including 14 sam-
ples that returned more than one g/t gold. Two initial channel samples from the Big Bang
zone returned 2.17 g/t gold over one meter and 3.46 g/t gold over half a meter.

see NORTHERN NEIGHBORS page 12
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Redstar mobilizes to drill Unga

Redstar Gold Corp. Oct. 5 said it is planning a 1,500-meter drill program at its
high-grade Unga gold project in Alaska. Scheduled to start in late October, the
drilling will focus on outlining additional high-grade gold mineralization at the
Shumagin zone along strike and at depth. The company anticipates a larger drill
program in spring 2017, after all results from this second phase of 2016 explo-
ration are received and modeled. “With the drill rig currently at site, we are imme-
diately mobilizing our technical team to the Unga gold project to initiate the drill
program by the end of October,” said Redstar President and CEO Peter Ball. “The
Shumagin gold zone has already delivered exceptional high-grade gold intersec-
tions, and we look forward to the next set of results from the upcoming Phase 2
drill program. The 2016 summer exploration program at Shumagin assisted in
refining new exploration targets, and has fully prepared our technical team to initi-
ate the next phase of drilling, which follows significant results from the 2011 and
2015 drill programs.”

Millrock nabs Pogo area claims

Millrock Resources Inc. Oct. 5 said it has assembled a large land position cov-
ering high-potential gold targets near Sumitomo Metal Mining Company’s Pogo
gold mine in the Goodpaster Mining District of Interior Alaska. As a result of a
series of purchase and option agreements and claim staking, Millrock now holds
six discrete claim blocks in the district covering an area of 15,847 hectares
(39,158 acres). The claims cover soil geochemical anomalies, many of which are
untested. On several properties, there are intersections obtained through drilling by
prior operators that are strongly anomalous in gold and deserving of follow-up
exploration. Millrock acquired full ownership of six claim blocks — Eagle, ER,
Beverley-Cal- Surf, SE Surf, Scot and Boundary — from Kiska Metals Corp., sub-
ject to certain continuing obligations to a subsidiary of Kiska; Capstone Mining
Corp., and Anglogold Ashanti (U.S.A.) Exploration, Inc.; optioned the West Pogo
claims from Aurora Exploration; and optioned the WP Hansen claims from Beau
and Zeynip Hansen. Millrock had previously acquired the WP Raven claims from
Corvus Gold Inc. “So far, only one hard rock lode mine has been discovered in
the Goodpaster Mining District, and it is a very good one. We believe that one day
there will be multiple lode gold producers in the area. By virtue of these recent
property acquisitions, Millrock now has what we think to be the best-potential
land in the mining district. The claims are positioned based upon the results of
millions of dollars of regional and local exploration done by the various vendors,”
said Millrock President and CEO Greg Beischer. The Goodpaster Mining District
area is subject to a collaboration agreement that Millrock signed with a major
mining company in 2015. Per the terms of the agreement, Millrock will offer the
major the opportunity to assign individual projects to designated project status
subject to an option agreement with pre-determined business terms. The various
claim blocks that now comprise the West Pogo project — ER, WP Aurora, WP
Hansen, WP Raven and claims staked by Millrock — have been the subject of a
recent exploration program conducted by Millrock with funding from the major
totaling roughly US$250,000. Work consisted of re-logging and sampling of exist-
ing drill core, infill soil sampling and geological mapping.
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Aben readies Forrest
Kerr for 2017 drilling

Aben Resources Ltd. Oct. 5 reported the
completion of a property-wide reconnais-
sance and surface sampling program on its
23,000-hectare (56,800 acres) Forrest Kerr
gold project in the Golden Triangle region
of northwestern British Columbia. The pro-
gram included the collection of 360 soil, 11
silt, and 35 rock samples to confirm historic
high-grade zones and extend existing
multi-element soil anomalies. The compa-
ny believes the sampling will better define
known mineralized trends and will assist in
confirming targets for a planned drill pro-
gram in 2017. The field program saw work
conducted across the entire property with a
focus on three specific areas where past
exploration has revealed strong mineraliza-
tion. In the northern portion (RDN Claims)
of the amalgamated claim block, historic
drilling at the Wedge zone has intersected
high-grade gold-silver-copper-lead-zinc
mineralization over a strike length exceed-
ing 1,000 meters. At south Wedge, historic
hole RG90-07 returned an average of 14.5
grams per metric ton gold over 7.8 meters;
and RG91-21 returned 125 g/t gold over
0.8 meters and 91 g/t gold over 1.95
meters. RDNO04-32, collared more than
900 meters north of those two holes,
returned greater than 5 g/t gold over 1
meter with elevated silver-lead-zinc over a
six-meter interval. At the Boundary Zone,
situated eight kilometers (five miles) south
of Wedge, Noranda reported 60 g/t gold
over 5.5 meters in drill hole RG9I1-16.
Follow-up drilling in the immediate vicini-
ty encountered 19.2 g/t gold and 2.7 per-
cent copper over 1.5 meters. Aben said
numerous mineralized occurrences are doc-
umented throughout the Forrest Kerr gold
project area and sound, systematic field-
work conducted from the late 1980s to the
mid-2000s provide a solid framework for
ongoing fieldwork. With little activity in
the area during the past decade, the area is
ripe for modern exploration techniques.
The area has recently seen major infrastruc-
ture improvements, including roads and
hydro-electric facilities. In addition, rapid
melting rates of glaciers in parts of the
property area are expected to provide new
exposures in areas that were inaccessible
during previous exploration campaigns.

il
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Skeena Resources is tracing high-grade gold beyond the historical workings at the Snip

g

Mine. Skeena believes the current gold price and vastly improved infrastructure should
increase the viability of mining the remaining zones and high-grade gold targets at Snip.

Teck opts out of Kliyul,
Kiska regains control

Kiska Metals Corp. Oct. 4 reported that
Teck Resources Ltd. has terminated its
option to earn up to a 51 percent interest in
Kliyul. As a result, Kiska regains 100 per-
cent interest in the copper-gold project in
northern British Columbia. Over the past
three years, Teck completed roughly C$3
million on exploration and community
engagement programs related to Kliyul.
The field work included induced polariza-
tion geophysical surveys, archeological
surveys, baseline water quality surveys and
around 2,000 meters of diamond drilling in
four holes. Kiska said discussions with a
potential new partner are underway.
“Management believes it is in the best
interest of Kiska shareholders to seek con-
tinuous advancement of the Kliyul proj-
ect,” said Kiska President and CEO Grant
Ewing. “And while it is unfortunate to lose
Teck as a partner, Kiska is excited to regain
control of the Kliyul project, and is confi-
dent that there will be strong interest from

other major mining companies.”

High-grade gold spurs
further drilling at Snip

Skeena Resources Ltd. Oct. 3 posted
assay results from six holes drilled at the
past-producing Snip high-grade gold proj-
ect in the Golden Triangle of northwestern
British Columbia. Highlights include 4.7
meters of 16.01 grams per metric ton gold,
including 1.65 meters of 37.7 g/t gold in
hole S-16-11. This hole, along with S-16-
12, targeted an area below the Twin West
underground workings, where limited his-
toric production totaled about 10,000 met-
ric tons at an average grade of 18.8 g/t gold.
Intercepts on the new holes indicate conti-
nuity with several historical intersections
including 57.3 g/t gold over 1.3 meters,
34.7 g/t gold over 3.7 meters and 34.8 g/t
gold over 2.1 meters. “Given the strong ini-
tial drill results from Snip, the board has
decided to extend the current 6,000-meter
program,” said Skeena CEO Walter Coles,
Jr. “Planning is under way for additional

Alaskan women are diagnosed
with breast cancer

Fort Knox is a proud supporter of the Breast Cancer Detection Center of Alaska and the Greater
Fairbanks Community Hospital Foundation's Circle of Hope. To help fellow Alaskans receive a
mammogram, please visit BCDCofAlaska.org or FairbanksHospitalFoundation.com/circle-of-hope/
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holes. We expect to complete the C$2 mil-
lion spending commitment, which is the
primary requirement to earn 100 percent of
the property from Barrick Gold by the end
of October. Once we transfer title and gain
access to the underground workings, the
drilling will shift to underground, which
will enable us to delineate the vein struc-
tures in a much more efficient manner.”

Critical step forward
at Committee Bay

Auryn Resources Inc. Oct. 3 released
partial results from its summer exploration
program at the Committee Bay gold project
in Nunavut. During the eight-week pro-
gram, Auryn completed roughly 10,000
meters of rotary air blast drilling at various
prospects, 3,750 meters of diamond drilling
at the Three Bluffs deposit, 5,500 regional
till samples, 3,100 XRF till samples, 1,000
line-kilometers of mapped boulders and
3,500 square kilometers of drone imagery.
This year’s RAB drilling was designed to
test new target structures underneath till
cover and to drill the source rock of gold in
till anomalies and mineralized boulder
trains. One hole drilled at the Anuri
prospect cut 13.71 meters averaging 1.91
grams per metric ton gold. “The initial
RAB exploration drill results successfully
intersected structures with gold mineraliza-
tion underneath till cover. This has been a
critical step forward on our path to discov-
ery as it allows us to effectively target and
drill the numerous high-grade corridors
that have been highlighted from our 2016
summer reconnaissance work,” said
Michael Henrichsen , COO and chief geol-
ogist, Auryn Resources. “At the Three
Bluffs deposit, the modest five-hole drill
program demonstrated that the mineralized
system extends to depth and remains
open.” Highlights from Tree Bluffs include
23 meters of 2.5 g/t from a depth of 419
meters; and 30 meters of 2.12 g/t from a
depth of 777 meters. “We were able to
achieve a tremendous amount of work this
summer and look forward to the remaining
drill results as well as the details of the six
new multi-kilometer high-grade target cor-
ridors that we plan to drill in our 25,000-
meter Committee Bay drill program in
2017,” Henrichsen added.

Grey Rock grabs gold
property in NW B.C.

Gray Rock Resources Ltd. Sept. 30 said
it has entered an agreement to acquire the
Surprise Lake gold property in northwest-
ern British Columbia from DeCoors
Mining Corp. Located near Atlin, the
Surprise Lake property covers two docu-
mented mineral occurrences — Surprise and
Cabin Silver — as well as a new visible gold
discovery in bedrock along Otter Creek.
The agreement also includes six other
carly-stage mineral exploration properties
in British Columbia. In consideration of the
acquisitions, Grey Rock will issue to
DeCoors for 4 million shares for Surprise
Lake and reimburse the vendor up to
C$30,000 for property location and explo-
ration costs. In addition, DeCoors will
retain a 1.5 percent net smelter returns roy-
alty on each of the purchased properties,
until the Grey Rock has paid C$2 million
under the NSR of any property placed into
commercial production. Alternatively,
Grey Rock has the option to pay
C$666,667 for every one-third of a NSR at
any time. “With the improved market con-
ditions, we have set out to build a solid
portfolio of well-located projects in British
Columbia,” said Gray Rock President and
CEO David Wolfin. “The Surprise Lake
property represents an exceptional opportu-
nity for the company, and Gray Rock will
be able to pursue exploration with field
crews already in place.” ®
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Production up at western satellites

Aurora, Borealis, Midnight Sun, Orion, Polaris present bright spot for BP at Prudhoe Bay unit; production up at all but Borealis

By ERICLIDJI

For Petroleum News

After across-the-board declines last
year, BP Exploration (Alaska) Inc. is
reporting increased oil production at four
of the five western satellites at the
Prudhoe Bay unit.

The increases came from a combina-
tion of drilling activity at a few fields and
maintenance activities at most of the oth-
ers. Whether those activities can continue
at a time when the company is reducing
both its workforce and its drilling plans in
response to depressed oil prices remains
to be seen. The longer-term projects
required for maintaining growth at the
western satellites appear to be on hold for
another year.

The plans of development for the five
satellites in the western half of the unit —
Aurora, Borealis, Midnight Sun, Orion
and Polaris — are the third and final col-
lection that BP submits each year for the
Prudhoe Bay unit. The company submit-
ted its plans for the Initial Participating
Areas in April and the Greater Point
Mclntyre Area in June.

As has been the case for years, the
plans offer little progress on several big
projects, such as construction of a pro-
posed I pad or an expansion of the exist-
ing S pad and M pad.

The proposed I pad project at the over-
lapping Borealis and Orion fields was
originally slated for 2006 and later post-
poned until 2010 and now until as late as
2020.

Constructing the pad would require a
major investment, which is one reason
lawmakers have regularly hauled the
project into debates over state fiscal poli-
cy. In its previous plan, BP said the future
project depended on results of sand con-
trol technology being deployed in the
Schrader Bluff formation. In its current
plan, the company said a trial of the tech-
nology at Z pad was being deferred “due
to the current business climate.” The
expansion of M pad and S pad also
depends on the results of the sand control
trial.

Additionally, BP 1is continuing to
search for ways to improve the sand han-
dling capacity of Gathering Center 2,
which was created to handle lighter oil
than is currently produced.

Avurora

Aurora reported increased production
over the past year. The field produced
6,303 barrels of oil per day on average
between July 2015 and June 2016, up
from 4,305 bpd during the 2014-15 cycle
and 4,655 bpd during the 2013-14 cycle,
according the company.

The growth came primarily from
drilling activities in late 2015, before BP
instituted its cuts. In the final months of
last year, the company drilled the S-42A
producer to replace the abandoned S-108
producer and the S-44A producer north of
the S-101 injector. The company listed
both of those projects in its 2015 and its
current 2016 development plans.

This year, BP undertook two major
development projects at Aurora.

In the first quarter, the company
hydraulically fractured the S-135 well.
The well produced 3,587 barrels of oil per
day after the operation, compared to 836
bpd in the most recent test before the
operation, according to the company. In

the second quarter, the company drilled
the S-112L1 lateral to support the S-42A
producer. The lateral failed to reach its
target. BP converted the parent well and a
portion of the lateral to injection.

BP provided no specific development
program for the coming year, aside from
mentioning plans to continue well work
as needed and considering future drilling
targets.

Borealis

Borealis production fell this year,
although the declines slowed from the
year before.

The field produced 8,517 barrels of oil
per day during the 2015-16 cycle, down
from 8,768 bpd during the 2014-15 cycle
and 9,932 bpd during the 2013-14 cycle,
according to the company. The 2.8 per-
cent decline in oil production between
this year and last was far less than the
11.7 percent decline between last year
and the year before.

Borealis is developed from three pads
— L, Vand Z.

BP focused its development work on L
pad and Z pad this year. The company
hydraulically fractured the L-123 injector
and L-124 producer in late 2015 and early
2016. The L-123 well was returned to
injection. The L-124 well produced an
initial rate of 1,758 bpd after the opera-
tion, and “stabilized at a lower rate that
was well in excess” of a rate of 83 bpd
recorded before the operation. The com-
pany also brought the Z-114 injector into
operation in early 2016 and repaired the
Z-504A and Z504B wells.

BP suspended production and injec-
tion at V pad in June 2016 “due to piping
over stress findings from an engineering
study.” The company launched the study
after noticing subsidence at the pad.
While BP is currently modifying the pip-
ing and support system, and told the state
it is expected to resume operations by the
end of the year, any activities undertaken
in the coming months would only be a
short-term solution combined with ongo-
ing monitoring. The company expects a
long-term solution to take until early
2018.

(b RESOURCE DEVELOPMENT COUNCIL

Aside from mentioning vague plans
for well work and new drilling as needed,
BP provided no details for drilling and
maintenance work at Borealis for the
coming year.

Midnight Sun

Midnight Sun production rose during
the year.

The field produced 1,134 barrels of oil
per day during the 2015-16 cycle, up
from 964 bpd during the 2014-15 cycle
and 1,106 bpd during the 2013-14 cycle.

The only major activities at the field
this year were repairs to the offline P1-
1221 injection well drilled in early 2015.
The work restored the well to injection.
The company said it was not planning
any additional drilling work at Midnight
Sun over the coming year.

Orion

Orion production rose during the year.

The field produced 4,747 barrels of oil
per day during the 2015-16 cycle, up
from 4,693 bpd in the 2014-15 cycle and
down from 5,483 bpd in the 2013-14
cycle.

While the company did not drill at the
field over the past year, it conducted con-
siderable maintenance activities, such as
changing the waterflood regulation
valves of 15 injection wells. The field
also produces from V pad and experi-
enced down time similar to Borealis.

Aside from mentioning vague plans
for well work and new drilling as needed,
BP provided no details for drilling and
maintenance activities at Orion for the
coming year.

In addition to I pad, BP is looking for
ways to reduce downtime at viscous wells
in the northwest portion of the field, near
the proposed I pad. Over the past year, the
company considered whether to sidetrack
the L-200 and L-205 producers. “In their
current states, both wells have little to no
remaining value. A plan to re-drill both
multi-lateral producers as vertical wells
with frac-pack completions is being eval-
uated,” the company wrote. A similar
evaluation is underway at the Borealis
field, which lies beneath the Orion field.

Polaris

Polaris production rose during the
year.

The field produced 4,306 barrels of oil
per day during the 2015-2016 cycle, up
from 3,890 bpd during the 2014-15 cycle
and 4,080 bpd during the 2013-14 cycle.

As with Orion, BP did not drill at
Polaris over the past year but performed
considerable maintenance work such as
changing waterflood regulation valves on
eight injection wells.

The company listed no specific
drilling plans for the coming year. ®
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AGDC

source, or do nothing. It’s got to be done
without any more state money, also.

“A year is enough time for us to get a
sense as to whether there is a market out
there and whether we can actually do
this,” Meyer said.

Project lead by year end

AGDC will take over the project by the
end the year from a four-party consortium
now led by ExxonMobil Corp. The state is
a partner in the group along with North
Slope producers BP and ConocoPhillips
as well as ExxonMobil. That partnership
is now ending, however.

Earlier this year the companies told the
governor that with the strains of current
low energy prices they could not continue
into a costly final engineering stage for
Alaska LNG after concluding preliminary
engineering, or  pre-Front  End

Engineering and Design.

The industry partners offered to sup-
port the state stepping in as the project
developer, an option Walker has accepted,
and to make their gas available to buyers
through a project developed by the Alaska
Gasline Development Corp.

Costs were adding up for the consor-
tium. The pre-FEED, largely complete,
cost about $600 million, and the produc-
ing companies earlier spent about $125
million on feasibility and conceptual
design work. Final engineering, or Front
End Engineering and Design, was expect-
ed to cost between $1.5 billion and $2 bil-
lion.

Filing, marketing immediate goals

Meyer said his immediate goals are to
file an application to build the project early
next spring with the Federal Energy
Regulatory Commission and simultane-
ously work to attract potential customers
and third-party investors.

AGDC has $105 million on hand
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“This gives us a real-life gas seller.
They (ConocoPhillips) want to sell
gas, and we want to sell our
pipeline capacity.”
—Keith Meyer, AGDC

through  appropriations  from the
Legislature and that is sufficient to under-
take any supplemental engineering and
other work needed for the FERC applica-
tion and to pursue marketing, Meyer said.

“Alaska has a good story. We have the
gas resources, we’re close to the markets
in Asia and we’re in a politically stable
region,” Meyer said. However, an 800-
mile pipeline from the North Slope is
needed, a burden some competitors don’t
have. Overall, the competition is fierce,
too.

Meyer acknowledged Alaska has com-
petition. A gap of about 100 million tons
per year between Asian LNG demand and
supply is widely predicted by 2025, but
there is about 800 million tons per year of
new capacity in planned and proposed
projects chasing any market opening, he
said.

Modestly encouraging

Despite that, the state governor and a
team of officials, including Meyer,
returned from an initial marketing foray to
Singapore modestly encouraged by their
reception. The governor addressed a major
LNG conference in Singapore and was
invited by South Korea’s government to
meet with officials there.

Meyer believes an attractive package
can be put together for customers. “One
thing we learned in Asia is that buyers
there would really like to see a West Coast
project. They are pretty tapped out on
LNG from the new (U.S.) Gulf Coast proj-
ects but, for new supply, they like the reli-
ability and security of a North American
source,” he said.

This could be an advantage for Alaska
because most West Coast North American
projects, like those proposed for British
Columbia and Oregon, face political and
environmental challenges. “Our project
faces challenges, too, but they can be man-
aged more easily than challenges facing
other west coast proposals, Meyer said.

That said, Meyer said the Canadian
government’s Sept. 27 approval for the
$36 billion Pacific NorthWest LNG came
as a surprise and a signal that this project
may emerge as Alaska’s most serious
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North America competitor for the Asia
market.

Marketing plans

AGDC intends to be out marketing,
however, and a new joint-venture LNG
marketing relationship with
ConocoPhillips gives the state’s effort
credibility in the market, Meyer believes.

“This gives us a real-life gas seller.
They (ConocoPhillips) want to sell gas,
and we want to sell our pipeline capacity,”
he said. Eventually the state’s substantial
royalty gas holdings can eventually be sold
through the joint-venture, he said.

AGDC’s marketing strategy is to pur-
sue a lower cost of service by attracting
third-party equity investors to the project
who would accept a lower return on long-
term capital deployed than the return pro-
ducers would have required. Cheniere
Energy, which Meyer once headed, and
Sempra LNG had success with similar
strategies with new U.S. Gulf LNG proj-
ects.

A recent Wood Mackenzie analysis
showed that the third-party investment
approach could dramatically reduce the
cost of service in moving LNG to the
world market, to the point that the Alaska
might compete even in the current ranges
of low LNG prices.

However, buyers would still have to
negotiate purchases with North Slope pro-
ducers but gas acquisition costs a smaller
part in the final delivered price than the
infrastructure expense, Meyer said.

Also, the Alaska project could peg
prices to an index like Henry Hub that is
tied to gas markets instead of linking
prices to crude oil, Meyer said.

“This is attractive for a large utility
which is very sensitive to the volatility in
oil prices, and we’ve already gotten some
positive feedback on that idea,” he said.

Third-party investment

The third-party investment strategy is
sound, AGDC believes, because infra-
structure equity funds are looking for good
investments, and some now financing Gulf
Coast LNG projects are doing so for
returns of less than 8 percent, an assump-
tion used in Wood Mackenzie’s modeling
of the competitiveness of Alaska’s project.

Meyers acknowledged these investors
typically come in after the project is “de-
risked,” after uncertainties like regulatory
approvals and marketing are resolved.

That still leaves construction and com-
pletion risk but Meyers believes a turn-key
type contract can be negotiated with a
large contractor to do final engineering and
also offer a fixed bid to build the project.

He believes this strategy will work part-
ly because of high quality of the prelimi-
nary engineering, or pre-Front End
Engineering and Design, done by the
ExxonMobil-led industry team, which also
included a new cost estimate.

“We now have a very good estimate,”
of $45 billion, the result of a very thorough
pre-FEED, Meyer said. Previously the
estimate was a range of $45 billion to $65
billion.

A contractor’s fixed price would be
subject to detailed review, Meyer said,
including by those doing financing and by
the customers.

AGDC has target of getting the project
in service between 2023 and 2025 which is
only a bit more aggressive than the produc-
er-led consortium’s completion target of
2025.

Achieving that will require a final
investment decision in 2018 or 2019,
Meyer said. That is the same target for
FID set by the producer consortium, how-
ever. @

Contact Tim Bradner
at timbradner@gmail.com
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PEARCE Q&A

that this fight has become less proactive
and more of a defensive posture against
ANWR receiving that designation?

Pearce: I do. Whether they are playing
offense or defense depends upon who is
in the White House and which party is in
control of Congress. Unfortunately, the
stars have not been aligned at the right
time, but I think everybody who has been
on the ANWR side expected the Obama
years to be on the defensive to keep the
coastal plain available.

We’ve lost it at least in terms of a
management plan. We haven’t lost it in
terms of an antiquities designation for
example. The way to untangle everything
that has been added to the management
regime of ANWR gets more difficult. It’s
a bigger tangled web with each adminis-
tration that toys with taking it completely
off the table.

Petroleum News: Let's switch to the
gas line, which was your wheelhouse as
federal coordinator. The state has tried
several different approaches for different
lines, but we don t seem to have gotten
very far. Is it a victim of market changes
or have politics de-railed it?

Pearce: Well, first thing I would say is
I think it’s important to note the Alaska
LNG project — or whatever name you
want to go by — has actually made
tremendous progress. We are much fur-
ther along in the engineering, design,
development phase than we’ve ever been
before. Much of that design and engineer-
ing is finally complete.

We’ve advanced the FERC progress
forward tremendously and at great
expense. We have DOE export authority.
Lands have been purchased in Kenai. It is
a real project. I think there has been real
progress. I think this governor is even
credible when he makes a trip that he has
made (to Asia) because it has progressed
so far. You can now see a window as to
what it would take to get to that final
FEED decision and then onto a sanction
decision.

The timeline is tremendously shorter
than what it was for example when I
came on as federal coordinator when we
still had all of that in front of us. The
work that has been done is tremendously
important and has been done by world-
class organizations starting with
TransCanada and Denali which was
ConocoPhillips and BP. They did quite a
bit along a route no longer being used but
it was important work all the same. As
Exxon came in as lead for the AKLNG,
they have all consistently had what I hon-

@

estly believe the best people they could
have doing the design and engineering
while trying to bring the cost down.

Many people in Alaska believe AGIA
was a big mistake, but frankly the money
TransCanada spent and the work they did
was invaluable. When Exxon came in and
built it further, all of that work is what has
been built up into resource reports that
FERC now has in hand and the progress
of the FERC licensing. All that work has
to be done before you can get a license to
build a project. That sometimes gets lost
with people who ask why are we still
designing this thing? Why aren’t we dig-
ging?

Petroleum News: Were there any win-
dows that were missed?

Pearce: That’s a hard question to
answer. There are always windows. When
I was at DOI and the first team that
worked on the gas line from the Bush
administration was a very high level
team. FERC commissioners would say
we’ve got all of these applications in the
Lower 48 to bring LNG to the Lower 48.
If Alaskans don’t hurry, they will miss the
window.

Well, that window turned out not to
even be a window because we found
shale gas. Nobody expected the shale gas
evolution and revolution. Nobody expect-
ed the international economic downturn
which meant that the demand dropped. So
it’s hard to see we’ve missed any win-
dows. I think we are at a place now where
we can take advantage of being ready to
move quickly in making a pipeline hap-
pen when we see an opportunity.

That’s something a lot of people don’t
recognize. It’s a long build up before you
can license a project. You don’t wake up
one day and decide I’m going to build a
gas pipeline and have it built 12 months
from now ready to bring gas. The shortest
timeline I ever saw was at least two years
to do preliminary work, then a two- to
three-year window to get all the way
through the FERC processes into a
license decision. Then there has to be a
sanctioning decision. Now because we are
at the end of pre-FEED and all of those
FERC reports are done, we will be able to
go to FEED after some additional work is
done.

Petroleum News: There are always
philosophical differences between some
group of lawmakers and any governor.
The one growing concern I’ve been hear-
ing is the significant turnover with DNR.
They lost Mark Myers, Marty Rutherford
and most recently Corri Feige. I know
you 've weighed in on this somewhat.
What are your thoughts?

Pearce: I think all of these losses are

indicative of what concerns me with the
administration and the governor’s
approach frankly to the gas line. He has
world-class people and then he doesn’t
listen to them. I do know Mark Myers, I
know Marty and I know Corri, and I
know others who have not been allowed
to stay including my fellow board mem-
bers who were thrown out when the gov-
ernor threw me out. What concerns me is
I don’t understand his approach.

He dismantled a world-class team, and
like I said, that team had made tremen-
dous progress. Now he’s dismantled the
Exxon led team that has made tremen-
dous progress. He’s had five or six differ-
ent people in charge of AKLNG since he
came into office and he hasn’t been in
office more than two years. It seems that
the governor is single minded, laser
focused on building a pipeline.

If you don’t agree with his way of
wanting to make that happen, then you
find yourself isolated and not part of the
conversation anymore or simply gone.
And sometimes he doesn’t even know
what you think of the project and you’re
still gone. The people we’ve lost, I think
it’s very troubling that they left. Those
people were not asked to leave; they left
because they were uncomfortable work-
ing in his administration and didn’t agree
with the direction he was going.

The Legislature has questions about
the way he is going.

There are so many questions that he
doesn’t appear prepared to answer. Where
is the money going to come from? Does
the state really have the capacity to
replace the team that Exxon, BP and
ConocoPhillips had pulled together, with
people who frankly have the international
expertise on how to build a pipeline?
Does the market have any confidence in
the state having the ability to execute
making a pipeline happen? I’'m not sure.

Mr. Meyer is saying they can sanction
the project in 2018 even though they
won’t have finished FEED. I think there
are risks to that approach. What is the
Legislature’s role? The governor seems to
consider the Legislature to be kind of an
inconvenient truth. They are there but he
doesn’t quite know what to do with them,
so he tries to ignore them. He certainly

hasn’t worked close with them and tried
to make them allies as far as I can see.

So I'm troubled by his approach. I'm
very troubled by the people who have left
who I have a lot of faith and trust in their
ability, and frankly the governor had a lot
of faith and trust in their ability — before
he didn’t.

Petroleum News: There is also a
strong sense among a growing number of
lawmakers that the governor is moving

forward with an uneconomic project. How

do you see it?

Pearce: The administration’s own oil
and gas experts call it the least attractive
project that is on the drawing board right
now anywhere in the world. Alaskans
don’t like to accept that unfortunately, our
gas is 800 miles away from tidewater.
Any project that is at tidewater where
most of the other major gas finds in the
past decade have been are going to be less
expensive to develop.

The good thing is we have discovered
the gas; we know we have the gas. But
it’s going to be expensive to treat, to get
the CO2 out, plus the tariff for the
pipeline has to be factored in. So you start
at a disadvantage. That’s why the Alaska
gas project is so big. The only way you
can pencil it out is if you have huge
throughput. That’s the only way you can
ever make it economic, to make it the
biggest project ever so you have enough
throughput to pay the cost of the tariff
and bring the total cost down.

It has always been a project that has
been on the edge in terms of the econom-
ics. It’s not like discovering another oil
field. Gas projects are not as financially
strong because the commodity is not
worth as much as oil.

Petroleum News: Speaking of the com-
modity of oil, tax policy seems to be on
the table almost yearly. It seems like there
is a difficulty establishing a stable regime.
For years, it wasn t fair to the industry on
the high side. Some feel it’s no longer fair
to the state on the low end.

Pearce: You know the constant
changes to tax policy have made Alaska a
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Arctic Slope Regional Corp. announces new acquisition

Arctic Slope Regional Corp. has announced the acquisition of Restoration Services Inc.
by its wholly owned subsidiary ASRC Industrial Services LLC. Headquartered in Oak Ridge,
Tennessee, RSI was founded 20 years ago and provides a variety of environmental services,
including: regulatory strategy, comprehensive characterization, long-term stewardship, proj-
ect controls and beneficial site reuse. RSI serves both federal and commercial customers
throughout the continental United States.

“On behalf of ASRC's board of directors, | am pleased to welcome RSI's talented work-
force to the ASRC family of companies,” said Rex A. Rock Sr., president and CEO of ASRC.
"The acquisition of RSI demonstrates ASRC's commitment to growing our industrial servic-
es’ offerings to provide opportunities for our employees and benefits to our customers and
shareholders.”

“The acquisition of RSl is a critical component of the AIS strategy,” said Greg Johnson,
president and CEO of AIS. “Over the past 20 years, the founders of RSI have built a unique
culture focused on enabling employees to do exceptional work for their customers. | look
forward to working with the RSI management team to build on the company’s culture of
excellence as we pursue ASRC's vision for AIS.”

“Today is an exciting day for RSI and its employees,” added Paul Clay, RSI president. “I
believe the acquisition of RSI by AIS will facilitate accelerated growth for the company
thereby providing additional opportunities for our employees and increased services to our
customers.”

GCI launches upgraded cloud-based video conferencing

GClI recently announced significant upgrades to GCI managed video conferencing, with
customers now able to virtually collaborate using a desktop, laptop, tablet or mobile device
without being tethered to conference room hardware.

GClI's flexible, cloud-based service will allow customers to connect without the restric-
tions of room-based video conferencing hardware. Users can still enjoy the benefits of

GCI’s upgraded service has a pay-per-use option, making it highly
scalable without restricting calls to other users. Additional features and
benefits include: secure access via the Internet or dedicated connections,

high-quality HD video with screen- and data-sharing support, flexible
bandwidth use, depending on user requirements and network
performance, support for any device from any location.

high-definition video, screen sharing and 24/7 customer support.

“GCl launched this service to meet the demands of today’s increasingly mobile work-
force,” said Martin Cary, senior vice president and general manager of GCl Business. “With
managed video conferencing, our customers can connect with colleagues and clients any-
time, anywhere and with a variety of devices.”

Traditional room-based video conferencing systems can be expensive while also limiting
where calls can be made. GCl's upgraded service has a pay-per-use option, making it highly
scalable without restricting calls to other users. Additional features and benefits include:
secure access via the Internet or dedicated connections, high-quality HD video with screen-
and data-sharing support, flexible bandwidth use, depending on user requirements and
network performance, support for any device from any location.

“Video conferencing on the go is critical for enterprise customers to conduct meetings,
clinics to connect with specialty doctors, and schools to provide distance learning opportu-
nities,” said Cary. “GCI has been providing managed video conferencing service for more
than a decade, and we provide a variety of options that meet our customers' needs.”

For more information on GCl's managed video visit: www.gci.com/business/nwi/ser-
vices/managed-video-conferencing.

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

roughly equivalent in scale to the
Kuparuk River field, which together with
the Prudhoe Bay field, has been a lynch-
pin of North Slope oil production.

Musselman told Petroleum News that
Caclus has also been interpreting 3-D
seismic data obtained from surveying that
the company has conducted in its
350,000-acre lease position to the east of
Prudhoe Bay, and has identified some
promising oil prospects there. There is the
eventual possibility to develop perhaps
500 million to 750 million barrels of oil
from that region, he said.

Very expensive

Given the remote location of the Smith
Bay find, development of the discovery
there would be very expensive. And, with
an estimated capital cost of $8 billion to
$10 billion to bring the Smith Bay field
on line, field viability would require a
sustained oil price in the mid-$60s,
Musselman told Petroleum News. But,
also critical to the feasibility of develop-
ing the field is the future stability of
Alaska’s fiscal system, Musselman
emphasized.

Caelus is a limited liability company
funded by private investors.

Musselman attributes the successful
discovery of major oil resources at Smith
Bay both to the state’s latest oil produc-
tion tax regime, commonly known as SB
21, and to the state’s tax credits.

“Fiscal stability going forward is criti-
cal for a project of this magnitude,”
Musselman said. “Without the state tax
credit programs, none of this would’ve
happened, and I'm not sure Caelus
would’ve come to explore in Alaska.
We’re proof that the credit programs
work.”

Delayed drilling

Caclus had hoped to return to Smith
Bay in the coming winter to drill a third
well and to drill a horizontal lateral from
that well to frack and flow test the oil. But
given the current uncertainty in the state
tax system coupled with the low price of
oil, the company decided to postpone that
plan, probably to the following winter.
The company has also decided not to drill
in its eastern North Slope exploration
acreage this winter.

continued from page 15

PEARCE Q&A

laughingstock internationally and in the
financial community.

Investors look at Alaska and have less
interest in deploying their capital in a
jurisdiction that changes or threatens to
change its policy every single year. That
is tragic because we have a lot of oil to
produce but we should all be pulling
together to figure out what’s the best pol-
icy to the state and the companies where
we can maximize the oil we have remain-
ing on the North Slope. The problem is
what’s fair. What’s my fair share and
what’s your fair share. I’ve about decided
that it’s human nature to think that you’re
not getting your fair share — whatever it
is.

Also, it’s an easy target in a campaign
season. Small discussions become major
discussions. It’s a lot easier to talk about
let’s tax the oil industry than talk about
let’s restructure state government. @

Contact Steve Quinn
at squinnwrite@gmail.com

CAELUS ENERGY ALASKA

Doyon Ltd.’s Arctic Fox drilling rig in action, drilling from a circular ice pad in the shallow
waters of Smith Bay during Caelus energy Alaska’s 2016 exploration drilling project.

“We were hopeful that we could drill a
well or two this coming winter. ... We
were also hopeful that we would be back
out on the ice at Smith Bay this winter
and we’re not going to do that,”
Musselman said. “It’s hard times politi-
cally, hard times economically.”

Huge subsurface structure

Caelus says that the Smith Bay discov-
ery lies in an ancient submarine fan struc-
ture that spans more than 300 square
miles in the Smith Bay area. Apparently
the discovery sits at a subsurface depth of
some 5,000 feet in the Torok, a rock for-
mation that lies below the Nanushuk for-
mation in the Brookian sequence, the
youngest and shallowest rock sequence
within the Arctic Alaska petroleum sys-
tems. The Nanushuk is the focus of a
major oil discovery being pursued by
Armstrong Energy and Repsol in the
Pikka unit, on the east side of the Colville
River delta.

U.S. Geological Survey geologist
David Houseknecht, an expert on Alaska
petroleum geology, has suggested that the
Nanushuk discovery by Repsol represents
a major new oil play in the Brookian,
extending west along the Beaufort Sea
coast from the central North Slope. Oil in
this play would be derived from source
rocks to the north, deep under the
nearshore waters of the Beaufort Sea. The
Smith Bay discovery clearly supports this
view.

Caclus says that its two Smith Bay
wells encountered oil through a vertical
interval of 1,000 feet. One well found net
pay of 183 feet, while the other well
encountered net pay of 223 feet. The
company did not have sufficient time to
flow test the wells. However, extensive
sidewall coring and subsequent laborato-
ry analysis have confirmed the presence
of reservoir quality sandstones containing
light oil with an API gravity ranging from
40 to 45, Caelus says. The estimates of
total oil volumes in place come from
using seismic data to trace the extent of
the oil reservoir.

Could be larger

Musselman told Petroleum News that,
although it will be important to drill a
third Smith Bay well to conduct flow test-
ing, his company is confident, based on
the core and seismic data, in the overall
scale of its oil find. In fact, given that the
submarine fans in the Torok continue
beyond the area encompassed by the seis-
mic surveying, the discovery will likely
turn out larger than Caelus’ current esti-
mate, he said.

In common with other Brookian oil
reservoirs on the North Slope, the Torok
at Smith Bay tends to contain multiple
sand bodies, rather than consisting of a
single massive sandstone unit. This fea-
ture of the geology can create challenges
in accessing the oil from production
wells. However, given the quality of the

reservoir sands and the fact that the light
oil will flow easily, Caelus is confident
that the field can be productive, albeit
with a need to use drilling and production
techniques appropriate to a compartment-
ed reservoir.

“We’re confident that the rocks here
are fine,” Musselman said. “It’s going to
require horizontal wells. It’s going to
require fracking.”

Simulations based on data obtained
from the Smith Bay wells suggest poten-
tial well production rates of 8,000 to
10,000 barrels per day, with perhaps a
total of 8 million or 9 million barrels of
oil coming from each well, he said. The
field also holds a significant quantity of
natural gas that could be recycled for
enhanced oil recovery. The use of this gas
might enable as much as 60 to 70 percent
of the oil in place to be recovered,
Musselman said.

Five years for construction

Pat Foley, Caelus senior vice president
for Alaska operations, said that, once
development of the field starts, first oil is
possible within five years. Musselman
commented that included in the capital
cost of the development would be an
$800 million oil pipeline to the central
North Slope — there are several potential
pipeline routes. The development would
probably involve the drilling of about 400
wells from four well pads. With water
depths ranging from just 4 inches to 10
feet in Smith Bay, there are several
options for the construction of the pads,
with the use of large barges for drilling
being one possibility.

The need to build onsite oil processing
facilities at the remote Smith Bay location
is a significant factor in the high develop-
ment costs. A road past Smith Bay from
the Alpine field in the central North Slope
to Barrow would knock $1 billion off the
Smith Bay development cost, Musselman
commented.

A Brookian focus

Caelus has previously stated that the
Torok and other Brookian rocks form a
focus of the company’s exploration and
development efforts in Arctic Alaska. In
fact, the Torok at Smith Bay is equivalent
to the Torok reservoir that the company
wants to develop in its 100 million to 150
million barrel Nuna development in its
Oooguruk oil field. Musselman com-

see CAELUS DISCOVERY page 19
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TOLSONA DRILLING

structed about a mile north of the Glenn
Highway.

The region where the drilling is taking
place is known to be gas prone. A previ-
ous exploration well, the Ahtna 1-19,
drilled about 2 miles east of the Tolsona
well between 2005 and 2007, encoun-
tered gas but eventually had to be aban-
doned because of exceptionally high for-
mation pressures and problems with
water encroachment. Ahtna said that for
this new drilling venture it is putting in
place mitigation measures for dealing
with potential high subsurface pressures.
For example, the drilling team will start
with a small pilot hole to a depth of about
1,100 feet before setting the first concrete
castings, Ahtna said.

Exploration license

The drilling is being conducted in
state land under the terms of a state
exploration license. Ahtna identified its
drilling target with the help of seismic
that the corporation shot in late 2014,
combined with the reprocessing of some
older seismic data.

“The 40-miles of 2-D seismic explo-
ration that we performed in 2014 showed
positive data and we are fortunate to have
been able to learn from the experiences
of those that have previously explored
the area. It has allowed us to be proactive

The Saxon 147 rig in action drilling Ahtna Inc.’s Tolsona No. 1 exploration well from a
gravel pad about 11.5 miles west of Glennallen.

COURTESY AHTNA/JUDY PATRICK PHOTOGRAPHY

The drilling is being conducted in
state land under the terms of a
state exploration license.

in putting plans and contingencies in
place with the efficiency of the operation
and safety of staff in mind,” said Ahtna
President Michelle Anderson. “We have
some exceptional talent working on this
project and it’s inspiring to see the pro-
gression of the drilling program.”

In addition to the potential access to a
source of natural gas for the region,
Ahtna sees its exploration project as a
vehicle for employment in the Copper
River region. The corporation has said,
for example, that all of the project staff
are Alaskans and that many of the people
who worked on the construction of the
pad and access road needed for the
drilling were Ahtna Native shareholders.
And presumably any gas development
that results from the exploration drilling
would involve some level of local hire.

With the economics of the drilling
project involving the use of state tax
credits, the extension of the credits avail-
able for use in the “Middle Earth” region
of Alaska, including the Copper River
basin, made the drilling possible, Ahtna
has said.

—ALAN BAILEY

Contact Alan Bailey
at abailey@petroleumnews.com
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PIKKA EXPANSION

a25,000-acre area at a depth of about 4,100
feet, with 225 feet of net pay in 650 vertical
feet of reservoir rock.

Armstrong, Repsol E&P USA Inc. and
GMT Exploration Co. LLC are the working
interest owners in the Pikka unit.

The unit expansion application says that
the working interest owners have drilled 14
wells and sidetracks and have as a result
made numerous hydrocarbon discoveries in
the Pikka unit and the proposed expansion
area. The working interest owners have also
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conducted 3-D seismic surveying and
licensed some legacy 3-D seismic data for
the area — the seismic surveys and
processed seismic data have enabled the
mapping of the structural and stratigraphic
components of the discovered oil reser-
voirs, the application says.

Drilling this winter

As previously reported in Petroleum
News, Armstrong plans to drill two new
wells during the coming winter, one an
appraisal well for the Nanushuk project and
one a wildcat exploration well 16 miles or
so to the south of the Pikka unit. Armstrong
has now filed a revised oil spill prevention
and contingency plan with the Alaska
Department of Environmental
Conservation to accommodate the drilling
of those wells.

The contingency plan says that the
appraisal well, called the Pikka No. 1 well,
will be drilled by the Doyon rig 14, or
equivalent, at township 10 and 11 north,
range 5 east of the Umiat meridian. The
exploration well, the Horseshoe No. 1, will
be drilled using the All American Oilfield
rig 111, or equivalent, at township 8 north,
range 5 east of the Umiat meridian. The
plan says that drilling will be conducted
from ice pads between January and April.

The Pikka No. 1 site is on the east side of
the Colville River, just outside the southern
end of the existing Pikka unit. The
Horseshoe No. 1 well is also on the east
bank of the Colville, within a state lease that
is 75 percent owned by Armstrong Energy
and 25 percent owned by Repsol.

Armstrong will construct ice roads from
the Mustang gravel pad to the Pikka No. 1
drill site, and from an ice staging area adja-
cent the Kuparuk River unit Pad 2P to the
Horseshoe No. 1 site, the contingency plan
says. @

—A map produced by Mapmakers
Alaska was used to research this story.

ARMSTRONG ENERGY LLC
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CAELUS DISCOVERY

mented that Caelus had planned to
have Nuna come on line in early
October this year, before the company
put the project on hold because of low
oil prices and Alaska tax uncertainty.
Caelus has already invested $200 mil-
lion in Nuna and has constructed a pad
for the drilling of 40 wells, Musselman
said.

Development drilling is also on hold
in the currently producing Oooguruk
field. Musselman commented that,
thanks to favorable geology and
improved well completion techniques,
the performance of the Oooguruk field
has turned out better than expected.
Caelus has not just replaced the oil
reserves at the field — it has added
some new reserves, Musselman said.
However, given the continuing low
price of oil, the company may throttle
back production a bit, to help manage
cash flow, he said. Oooguruk probably
has some 85 million barrels of oil
remaining to be produced, he said.

Caclus’ interest in the Brookian con-
tinues in the company’s eastern explo-
ration acreage, where many of the oil
prospects that the company has identi-
fied so far from its seismic data are in
this relatively young rock sequence.

Caelus’ interest in the Brookian
continues in the company’s
eastern exploration acreage,
where many of the oil prospects
that the company has identified
so far from its seismic data are
in this relatively young rock
sequence.

However, the company has also found
some significant possibilities in an
older and deeper sequence known as
the Ellesmerian, Musselman said.
Musselman commented that there
appears to be further scope for finding
much as yet undiscovered oil under the
eastern North Slope. He also expressed
his amazement at the fact that no one
has yet shot seismic across some of the
acreage to the south of Prudhoe Bay.

In a Nov. 4 press release, Gov. Bill
Walker congratulated Caelus on the
company’s Smith Bay discovery.

“My administration will continue to
work with the industry to identify new
development opportunities in Alaska’s
oil and gas sector, and provide appro-
priate investment incentives given our
current fiscal climate,” Walker said. ®

Contact Alan Bailey
at abailey@petroleumnews.com

continued from page 1

COSMO WELLS

early next year, according to the plan of
development.

The drilling program will begin as
soon as BlueCrest finishes building the
BlueCrest Rig No. 1. The work is occur-
ring on site and expected to be complete
by the end of the year.

The rig is being designed for drilling
extended reach wells from the onshore
Hansen pad to offshore targets. As envi-
sioned, the H-16 well would have a total
vertical depth of 6,900 feet and a meas-
ured depth of 22,846 feet, reaching top
production at 14,740 feet.

The H-14 well would have a total ver-
tical depth of 6,900 feet and a measured
depth of 23,032 feet, reaching top pro-
duction at 15,023 feet. The associated H-
14L lateral would have a total vertical
depth of 9,900 feet and a measured depth
of 22,713 feet, reaching top production at
a total vertical depth of 6,880 feet and a
measured depth of 14,735 feet.

The H-12 well would have a total ver-
tical depth of 6,900 feet and a measured
depth of 23,238 feet, reaching top pro-

duction at 15,036 feet. The associated H-
12L lateral would have a total vertical
depth of 9,900 feet and a measured depth
of 22,479 feet, reaching top production at
a total vertical depth of 6,680 feet and a
measured depth of 14,749 feet.

BlueCrest still intends to drill two dis-
posal wells, although it is currently per-
mitted for only one of those with the U.S.
Environmental Protection Agency. The
company plans to drill the well after fin-
ishing the five-well development pro-
gram.

The company also expects to begin
engineering work on a water injection
system for reservoir pressure mainte-
nance at the offshore Cook Inlet field
sometime in early 2017.

BlueCrest started oil production from
the Cosmopolitan unit earlier this year
but postponed plans for a corresponding
natural gas development until the econo-
my improves. The company is planning
no offshore drilling or exploratory work
in 2017.

—ERIC LIDJI

Contact Eric Lidji
at ericlidji@mac.com

coNTACT US TODAY!

The Doyon Rig 19 on ConocoPhillips’ CD3 drill site in the Colville River unit.

continued from page 1

WELL RECORD

was the first North Slope field to be devel-
oped exclusively using horizontal wells,
ConocoPhillips says. The development
strategy involves a pattern of horizontal
injection and production wells, to extract oil
from the subsurface reservoir.

This technique has proven particularly
successful at CD5, the first operational drill
site in the National Petroleum Reserve-
Alaska, on the west side of the Colville
River. Year-to-date oil production at the site
has averaged 20,000 barrels per day, a pro-
duction rate significantly above the original
target of 16,000 barrels per day,
ConocoPhillips says. The company says
that it has approved funding for the drilling
of additional wells and associated infra-
structure to bring the pad to its full permit-
ted well capacity.

Minimum drilling footprint

“Longer wells allow the company to
access more of the reservoir without
increasing the gravel footprint of the devel-
opment,” said Mike Wheatall, manager of
drilling and wells for ConocoPhillips
Alaska, when commenting about the new
drilling record. “Ultimately, longer wells
like these could mean more oil produced
over a longer period of time.”

“This exciting drilling record at Alpine is
a significant technological achievement,”
said Joe Marushack, president of
ConocoPhillips Alaska. “This accomplish-

ment continues our tradition of innovation
and developing resources in a way that min-
imizes impacts to the environment. It’s
something I’m very proud of, and I congrat-
ulate our drilling employees and contractors
for their excellent work.”

ConocoPhillips spokeswoman Natalie
Lowman has told Petroleum News that
modern improvements in rotary steerable
drilling tools have made possible the
drilling of longer wells. Managed pressure
drilling, a procedure used to precisely con-
trol the pressure in the well bore, is also a
key technology, Lowman said.

Drilling in Alaska

Over the years the Alaska oil industry
has kept at the leading edge of drilling inno-
vation.

According to Alaska Oil and Gas
Conservation Commission data, the meas-
ured-depth record was previously held by
the Northstar unit NS-33A well, completed
from Northstar Island in the Beaufort Sea
by BP in 2009. That well achieved a meas-
ured depth of 26,090 feet. ConocoPhillips
has also come close to achieving record
well lengths in the past with wells drilled
from the CD2 and CD4 sites in the Colville
River unit: Those wells achieved measure
depths of 25,007 and 25,040 feet. In 2015
Eni drilled a well to 24,986 feet in the
Nikaitchuq unit.

—ALAN BAILEY

Contact Alan Bailey
at abailey@petroleumnews.com
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solutions for clients across the
entire energy and resource value
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project delivery
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Construction
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