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Hecla tenders $12M for B.C. 
silver explorer, Dolly Varden

NEWS NUGGETS
Compiled by Shane Lasley

Second rig arrives, more surfacecopper found at Caribou Dome
Coventry Resources Ltd. June 23 reported the arrival of a

second diamond core drilling rig to expedite an 8,000-meter

drill program targeting zones of high-grade copper at

Caribou Dome, a road-accessible property located about 155

miles north of Anchorage, Alaska. The first rig, which

arrived earlier in June, is testing the Lense 3, 9 and 1 targets

at Caribou Dome. Coventry reports that the first hole com-

pleted in this area hit mineralization where predicted. A sec-

ond hole is progressing well. The second rig is testing

Menel, a high-priority target on strike to the northeast of the

700-meter-long corridor of copper mineralization drilled to

date Caribou Dome. Strong induced polarization and cop-

per-in-soil anomalies have been identified at Menel.

Additionally, significant copper mineralization was mapped

directly above and immediately along strike from the IP

anomaly, while preparing to drill the Menel target. Upon

completion of initial drilling at Menel, the rig will test

Guardian, another untested IP anomaly that was delineated

during 2015. Very encouragingly, outcropping gossans were

identified during follow-up mapping; with rock chip sam-
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Coventry Resources drilled 22 holes at Caribou Dome in 2015, thebest of which cut 14.1 meters averaging 9.9 percent copper. Thisyear’s planned 8,000-meters program will be nearly double the4,300 meters drilled last season.

By the spring of 2013, when this photo was taken, Contango Ore had narrowed its exploration primarily to the
Peak Zone. According to a resource calculated later that year, this deposit hosts the equivalent of 1.2 million
ounces of gold when you include the value of the copper and silver also found there.

Making the connection
$11 million program targets area between high-grade gold zones at Tetlin

By SHANE LASLEY
Mining News

From a Texas oilman discovering rich mineral

prospects at Tetlin while investigating the nat-

ural gas potential of these Native owned lands to a

royalty company setting aside its business model

to get in on the ground floor of what is shaping up

to be a multimillion-ounce deposit of high-grade

gold lying alongside the Alaska Highway,

Contango Ore Inc. is adding some intriguing new

entries to the annals of Alaska geology.

The latest chapter of the Tetlin story includes a

US$11 million exploration program – likely the

largest such program in Alaska this year – that

aims to prove that the Peak deposit and North Peak

zone are actually one large continuous deposit of

high-grade gold-copper-silver mineralization.

This robust exploration campaign is being fund-

ed by Royal Gold Inc., which is well on its way to

earning up to a 40 percent interest in Tetlin by

investing up to US$30 million in this expansive

and still underexplored project by October 2018.

Finding Peak
Contango Ore President and CEO Brad Juneau

was not looking for gold when he ventured into

Alaska in 2008. Instead, his privately held compa-

ny, Juneau Exploration L.P., was investigating the

natural gas potential of a large land package owned

by the Tetlin Village Council, an Alaska Native

group.

Juneau’s exploration of Tetlin did not turn up

much in the way of natural gas potential, but the

see TETLIN page 10

see NEWS NUGGETS page 12
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This week’s Mining News

Royal Gold’s $11 million program targets area between high-
grade gold zones at Tetlin. Read more in Mining News, page 9.

Celebrating 20 years: 1996-2016

The momentum issue
AGDC head says it can step into lead in AKLNG with alternative structure

By KRISTEN NELSON
Petroleum News

K eith Meyer, the new president of the

Alaska Gasline Development Corp.,

told a joint House-Senate Resources com-

mittees meeting June 29 that with infra-

structure-type financing AGDC could step

into the lead on the Alaska LNG Project,

maintaining momentum in an unfavorable

market. 

Under the plan which the Legislature approved

with Senate Bill 138 in 2014, the state took an equity

share in the project along with the producers, with

shares based on natural gas ownership. 

Meyer said the technical team has done an excel-

lent job on cost reduction, but it is now

time to look at other aspects of cost, financ-

ing and the cost of capital to get the project

done, including taxes. 

The project cost is a bit high now to

clear the market and as a

result the project is slow-

ing down, Meyer said. 

Asked by Rep. Mike

Hawker, R-Anchorage, if

he was prejudiced against producer partic-

ipation and ownership, Meyer said he was not.

Equity-based financing, with each party owning a

share of the capacity, works well in certain regimes

and works well for project participants because it

Walker vetoes credits
$430 million in oil, tax gas credits dropped from budget but obligation remains

By TIM BRADNER
For Petroleum News

Gov. Bill Walker signed a new law

June 29 sharply cutting oil and gas

exploration tax credits and also vetoed

$430 million in funding for the credits.

Walker acted to stem red ink as

Alaska faces multibillion-dollar budget

deficits due to low oil prices. 

Alaska industry officials reacted in

dismay. 

“These credits were earned in good faith by

companies investing in Alaska oil and gas devel-

opment projects under the state’s own policy. The

veto is shortsighted because the state is obligated

to make good on its commitments,” said Kara

Moriarty, president of the Alaska Oil and

Gas Association.

Alaska’s tax credit program is intend-

ed to spur new oil and gas development,

and a unique feature is that the state pur-

chases the credits for cash, mainly from

small companies.

Some firms are caught in the middle

of developments. The actions may have

effects on at least three new projects,

Caelus Energy’s planned Nuna and

Brooks Range Petroleum’s Mustang projects on

the North Slope, and BlueCrest Energy’s

Cosmopolitan project in Cook Inlet.

These could add 25,000 barrels a day or more to

Trudeau talks ‘tradeoffs’
Prime minister cautions that not all can be satisfied if oil export line approved

By GARY PARK
For Petroleum News

Canadian Prime Minister Justin Trudeau has

given a broad hint that his government is pre-

pared to approve at least one new export pipeline out

of the oil sands.

In ruling out any prospect of reaching “100 per-

cent unanimity” among governments, industry, local

communities, First Nations and environmentalists on

any project, he said final decisions are all about

“tradeoffs” that are “an art as much as a science.”

“We have complex situations with multiple

answers, with people who do better out of some sce-

narios than others,” he told PostMedia News.

“What we need to do as a government is fold in a

broad range of perspectives, understand the concerns,

work to allay the fears as much as we possibly can on

a broad range of levels” and work towards consensus,

Trudeau said.

“You don’t ever hope for total 100 percent una-

nimity but you do hope you’re going to get a sense

that this is the right way to move forward.”

If his message was intended to point towards a

green light for at least one of the three projects now

before the federal government or federal regulators

the best chances lie with Kinder Morgan’s C$6.8 bil-

lion expansion of its Trans Mountain network from

Edmonton to Vancouver — a proposal that is expect-

ed to receive a final verdict in December. 

Trudeau’s comments coincided with results of a

new poll by the Angus Reid Institute of 1,505

Canadians between May 30 and June 6 that showed

Aurora Gas files for bankruptcy
Aurora Gas LLC entered bankruptcy protection earlier this

year after three creditors petitioned a bankruptcy court, claim-

ing nearly $400,000 in combined unpaid debt.

In a statement filed with the United States Bankruptcy Court

for the District of Alaska, Aurora Gas President J. Edward

Jones reported a loss of $923,238 for 2015. Jones blamed the

loss on a combination of declining natural gas production and

a workover project that cost more than $1 million but failed to

88 Energy plans Icewine follow-up
88 Energy Ltd. is planning a second well at its Icewine

prospect.

Through its subsidiary Accumulate Energy Alaska Inc., the

Australian independent is permitting and fundraising for the

proposed Icewine No. 2-H well at the onshore prospect cover-

ing nearly 272,000 acres in the central North Slope, south of

the Prudhoe Bay unit.

Along with minority partner Burgundy Xploration, 88

EIA anticipates oil price rise
The Energy Information Administration’s newly published

Energy Outlook 2016 report foresees in its reference case an oil

price of $52 per barrel in 2017, rising to about $100 in 2030. But,

when introducing the new report on June 28, EIA Administrator

Adam Sieminski cautioned about the huge uncertainties in oil

price forecasting — Sieminski suggested that people use the var-

ious energy scenarios that EIA has analyzed and the correspon-

ding energy price models as a basis for evaluating what is hap-

see AURORA GAS page 18

see ICEWINE FOLLOW-UP page 16

see PRICE RISE page 20

see AGDC ROLE page 19

see CREDITS DROPPED page 18

see EXPORT LINE page 19
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GOVERNMENT

7 BlueCrest holds Cosmopolitan open house

Newest Cook Inlet crude oil producer has well 
in production, plans to start drilling 2 more 
this fall; large rig on way to Alaska

5 Talerico: Freshman term humbling

Healy Republican says first two years in office required
some ‘heavy lifting,’ including conference 
committee emergence of HB 247

13 Doyon optimistic about Nenana drilling

Says previous exploration, drilling results increased 
the probability of finding oil or gas with 
Toghotthele well being drilled

6 CEA proposes price for Beluga field gas

Asks RCA to approve internal billing of $5.57 per mcf
for gas used for power generation from 
its share of Cook Inlet gas field

14 DEC to require registering small tanks

15 Attorney general, DNR commissioner resign

17 BSEE increases maximum civil penalty

17 State will charge for use of the GMC

14 TransCanada files $15B XL claim against US

17 Alyeska 36-hour shutdown June 25-26

LAND & LEASING
4 No substantial new info for fall sales

6 State extending comment deadlines

4 CIE protests Cook Inlet Pipe Line tariff

Rate determined by settlement agreement between
pipeline, state; Cook Inlet Energy not a party, 
says it is not bound by the terms
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Afognak’s Alutiiq youth activities offer invaluable  

opportunities to learn the endangered Alutiiq language and 

practice land stewardship, traditional harvest, survival skills 

and healthy relationships. Tribal-led cultural education  

activities seek to build a sense of pride, identity, and  

wellbeing in Alutiiq youth. The Alutiiq people’s history and   

ongoing economic and social impacts is why reconnecting 

these youth to their Afognak Island homeland to practice 

healthy traditional  activities is so  valuable, for both those who 

live on Kodiak Island and those who return in the summer.

Sponsorhip opportunities  
are still available!

Help sustain cultural education 

opportunities for Afognak’s 

Alutiiq youth, contact Ana Fisk  

at 907-244-4377 or  

afisk@alutiiq.com.

All event contributions are eligible 

for a tax deduction.

Quyanaasiinaq
(thank you so much)

  

 

 

  

  

   

 

 

 

 
 

 

  

  

 

  

 

 

  

  

   

 

 

 

 
 

 

  

  

 

  

 

 

  

  

   

 

 

 

 
 

 

  

  

 

  

 

 

  

  

   

 

 

 

 
 

 

  

  

 

  

 

 

  

  

   

 

 

 

 
 

 

  

  

 

  

 

 

  

  

   

 

 

 

 
 

 

  

  

 

  

 

 

  

  

   

 

 

 

 
 

 

  

  

 

  

 

 

  

  

   

 

 

 

 
 

 

  

  

 

  

 

 

  

  

   

 

 

 

 
 

 

  

  

 

  

 

 

  

  

   

 

 

 

 
 

 

  

  

 

  

 

 

  

  

   

 

 

 

 
 

 

  

  

 

  

 

 

  

  

   

 

 

 

 
 

 

  

  

 

  

 

 

  

  

   

 

 

 

 
 

 

  

  

 

  

 

 

  

  

   

 

 

 

 
 

 

  

  

 

TELECOMMUNICATIONS AT
WORK IN ALASKA

Telecom Engineering

Project Management

Two-way Radio Systems

Microwave & Satellite Systems

Fiber Optics & Network Cabling

FCC Licensing

Tower Construction & Inspection

(907) 751-8200       www.nstiak.com

SIDEBAR, Page 19: The price of delays

SIDEBAR, Page 13: A question of timing for the IEP

SIDEBAR, Page 15: Lindemuth named attorney general

NATURAL GAS

page
11

Parnell heads governors’ 7-membercoastal states coalition 
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The October issue of North of 60 Mining News is enclosed.

October Mining News inside

PHOTO BY CHRIS  AREN D, COURT ES Y OF USI BELLI  COA L MI NE I NC .

Thomas Tak e, ch arged w ith the large task of repairing

tires at the U sibelli Coal M ine in Healy, holds one of

some 4,500 high-paying mining jobs in Alaska.  An

employment forecast published by the Alaska

Depa rtment of  Labor and W or kforce Development in

October pegged the state’s mining sector job grow th

from 2010 t o 2020 at 19 percent. Page 14.

A special supplement to Petroleum NewsWEEK OFOctober  28, 2012

3 P en t a g o n  ba ck s  U cor e  in no v a tio n       

Contract ties DoD to Bokan, state-of-the-art method for extracting REEs 

11 E m er a l ds  g l im m e r  in g o ld  s e tt i n g   

North C ountry Gold makes rare gem discovery in Nunavut greenstone belt  

24 N e w  G old  t h ir s t y  f or  B l a ck w a te r  

Miner dri lls 250,000 meters, makes vast land grab in gold-rich central BC

Budget planners cautious; land
sales, well authorizations down

Bean counters and number crunchers are in full swing in

Canada assembling 2013 capital budgets against a worrying

backdrop of shaky industry forecasts, sharp declines in gov-

ernment land auctions and plunging new well permits issued

by regulators.
The current betting points to troubles for the upstream,

reflected in gyrating oil and natural gas prices, and a contin-

uation of the lackluster showing in the drilling sector that has

extended over recent years.One of the early messages came from Schlumberger Chief

Executive Officer Paal Kibsgaard, who told analysts that liq-

uids activity in North America will “no longer be able to off-
Hanging pipeline: September floods
leave Kenai area gas line dangling

Roads and railroad bridges weren’t the only things that

washed out in the heavy rains which hit Southcentral Alaska

in September. Marathon Oil, in the process of selling its Cook Inlet

assets to Hilcorp Alaska, is dealing with a washout along

Kalifonsky Beach Road near Kenai which left a segment of a

gas pipeline dangling. The Pipeline and Hazardous Materials Safety

Administration, PHMSA, described the situation and action it

requires in an Oct. 5 corrective action order. 
The affected line is a 20-inch diameter pipeline transport-

ing natural gas from the Kenai gas field to facilities south of

Kenai. PHMSA said the line was buried parallel to and with-

see BUDGET CAUTION page 18

see FLOODING AFTERMATH page 21

CD-5 is aliveConoco sanctions Alpine West; now needs partner approval; first oil by 2016

By ERIC LIDJIFor Petroleum NewsA fter years of permitting delays, ConocoPhillips
Co. is moving ahead on CD-5, the fourth satel-

lite of its Alpine field on the North Slope, the com-

pany announced Oct. 25.The ConocoPhillips board sanctioned the project

in October, Executive Vice President Exploration

and Production Matt Fox said during a third quarter

earnings call. “The project is now pending partner

approval, which is expected in November,” Fox said.

ConocoPhillips expects CD-5 production to begin

in 2016, Fox said. The company previously estimat-

ed construction would begin in 2014 with first oil in

late 2015.

After bringing the Alpine field at the Colville

River unit into production in 2000, ConocoPhillips

and its partner Anadarko brought three Alpine satel-

lites online over the following decade: Fiord in

August 2006, Nanuq in December 2006 and Qannik

in 2008. 
Also known as Alpine West, the CD-5 satellite

ConocoPhillips produced some 176,000
barrels of oil equivalent per day in

Alaska during the third quarter, down
some 32,000 barrels of oil equivalent per

day from the same period last year.

see CD-5 page 22New field ‘challenge’ExxonMobil: Schedule is tight for achieving first production at Point Thomson

By WESLEY LOYFor Petroleum NewsM eeting the target date for starting production
from Alaska’s Point Thomson field will be “a

challenge,” an ExxonMobil executive said.
The company has pledged to start producing natu-

ral gas condensate from the remote eastern North

Slope field by the winter of 2015-16.
But it still has multiple permitting hurdles to clear

before it can begin construction of production facili-

ties and a pipeline to feed the condensate into the

existing North Slope transportation network.
Company representatives appeared Oct. 23 at a

hearing of the Regulatory Commission of Alaska,

which is considering an ExxonMobil subsidiary’s

application for a certificate of public convenience and

necessity to build and operate the 22-mile pipeline.

One commissioner asked the ExxonMobil reps

whether they are on schedule with the Point Thomson

project.
“We are on schedule, but it is very tight,” replied

Jeff Ray, vice president of PTE Pipeline LLC, the

company seeking the certificate for the Point

Aside from the certificate, ExxonMobil
needs a number of other major

authorizations before it can proceed with
the Point Thomson development.

see TIGHT SCHEDULE page 23Time for action is here
Southcentral Alaska utilities are moving forward on options for gas imports

By ALAN BAILEY
Petroleum NewsWith natural gas supplies from Cook Inlet set

to fall short of local gas demand by 2014 or

2015, the time has come tomove ahead with arrange-ments to supplement thoselocal supplies with importsfrom elsewhere, Southcentralpower and gas utility executives told the

Regulatory Commission of Alaska during a public

meeting on Oct. 24. Southcentral residents and

businesses depend on gas both for power genera-

tion and for the heating of buildings.
“I’m personally done wringing my hands,”

Bradley Evans, CEO of Chugach Electric

Association, told the commissioners, saying he

takes responsibility for ensuring continuity of gas

supplies for his utility. Chugach Electric currently

generates about 90 percent its power using gas-

fueled power plants.

Lee Thibert, senior vice president of
Chugach Electric, said that the utilities

have asked potential shippers of imported
gas for expressions of interest in theimport arrangements.

see GAS IMPORTS page 24

What's the big attraction?

A. an industry institution
B. quality, accurate reporting
C. attractive, readable design
D. 98 percent market saturation

To advertise in Petroleum News callSusan Crane at 907-770-5592, orBonnie Yonker at 425-483-9705. Tosubscribe visit PetroleumNews.com,call 907-522-9469, or email 
circulation@PetroleumNews.com.

http://www.nstiak.com
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By KRISTEN NELSON
Petroleum News

Cook Inlet Energy is protesting the

new tariff for the Cook Inlet Pipe

Line the company uses to ship its crude

oil on the west side of Cook Inlet to mar-

ket. 

A protest filed with the Regulatory

Commission of Alaska in December by

Brena, Bell & Clarkson on behalf of CIE

said a settlement reached between CIPL

and the state in 2001, last amended in

2009, granted a waiver from certain filing

requirements “based upon the then-short

life expectancy of the CIPL facilities,” and

said that as a result, the pipeline has not

“filed testimony or submitted certain

information typically required in support

of a proposed rate change.”

The protest also said that since CIE is

not a party to the settlement it is not bound

by its terms, or by the rates resulting from

the settlement. 

“The RCA has long held that nonpar-

ties to a settlement are not bound by the

terms of the settlement and are free to

require a just-and-reasonable rate be

established,” the protest said. 

2010 settlement
In an order establishing a docket, and

inviting participation by the state attorney

general, RCA noted that a 2010 settlement

between CIPL and CIE resolved relevant

issues in a 2010 docket, but did not change

any of the Cook Inlet settlement method-

ology provisions established in the 2001

settlement and subsequent amendments. 

The commission said the 2010 settle-

ment left the settlement methodology

uninterrupted “with the 2010 Settlement

Agreement terms being implemented sep-

arately from the tariff.” That 2010 settle-

ment agreement expired at the end of

2014, RCA said. 

While CIE protested 2015 rates (rates

are files annually), RCA said it “ruled that

CIE’s comments were in violation of the

2010 Settlement Agreement.”

CIPL filed 2016 rates in December and

CIE protested. 

“Because of the protest and because the

rate contained in (the new tariff filing) has

not been shown to be just and reasonable

and may be unjust and unreasonable,” the

proposed rate is suspended and CIPL is

allowed to collect it on a temporary basis,

the commission said. 

The proposed 2016 rate is $4.47 per

barrel, an increase from $3.75 per barrel. 

The Regulatory Affairs and Public

Advocacy Section of the attorney gener-

al’s office filed to participate in the docket

in early January. 

Settlement methodology
Cook Inlet Pipe Line, responding

through its attorneys Guess & Rudd, said

the tariff was filed in accordance with the

Cook Inlet Settlement Methodology as

required by the pipeline’s settlement

agreement with the state. 

Since CIE is protesting the settlement

agreement, CIPL expects the state to par-

ticipate in the docket “in support of the

continuing validity and enforceability of

the Settlement Agreement and the CISM.”

The response says CIPL denies the CIE

allegation “that changed circumstances

warrant the termination of the use of the

CISM for ratemaking purposes,” as well

as denying allegations that the settlement

methodology “does not result in just and

reasonable rates” including allegations

that dismantlement, removal and restora-

tion and the pipeline’s capital expenditures

“are not properly included in CIPL’s

rates.”

In a January update to the commission

Ed Sniffen Jr. of the Department of Law’s

Regulatory Affairs and Public Advocacy

section, said the parties were engaged in

discussions which might resolve the issues

presented in filings, and requested a pro-

cedural stay for 60 days. 

Disagreement on procedure
But a subsequent status report, filed by

CIE’s attorneys June 14, requested that

scheduling of a prehearing conference,

and said that settlement discussions

between CIE and CIPL since early in the

year “have not been successful,” and said

it was requesting a prehearing conference

because of “the breakdown in settlement

attempts.”

A June 15 filing by CIPL’s attorneys

requested “institution of alternative dis-

pute resolution ... including appointment

of a mediator” and said CIPL and the state

“worked long and hard to develop a

durable settlement agreement that would

be suitable for the remaining life of the

pipeline and would result in rates that

were fair both to the pipeline and its ship-

pers.”

In a June 27 response to the motion for

alternative dispute resolution procedures,

CIE reiterated that it was not a party to the

settlement agreement between CIPL and

the state and said informal settlement dis-

cussions between January and May were

unsuccessful. 

A settlement process may be useful in

the future, CIE said in its response, but

that would be only after CIPL makes a fil-

ing with the commission and CIE has an

opportunity to conduct discovery. 

“In the experience of CIE and its coun-

sel, the most productive settlement discus-

sion, whether through mediation or other-

wise, occurs after the parties have a full

understanding of the matters at issue,”

which cannot happen, CIE said, until

CIPL “lays out its rate case in the form of

a 275(a) filing, and CIE has had an oppor-

tunity to review that filing and to conduct

discovery thereon.” l

l P I P E L I N E S  &  D O W N S T R E A M

CIE protests Cook Inlet Pipe Line tariff
Rate determined by settlement agreement between pipeline, state; Cook Inlet Energy not a party, says it is not bound by the terms
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LAND & LEASING
No substantial new info for fall sales

The Alaska Department of Natural Resources’ Division of Oil and Gas has issued

a decision of no substantial new information for the state’s fall areawide oil and gas

lease sales — Beaufort Sea, North Slope and North Slope Foothills. 

The division said June 24 that it only received one timely comment, that on the

North Slope Foothills best interest finding, that referenced and included documents.

There were no comments received on the Beaufort Sea and North Slope best interest

findings. 

The North Slope Foothills comment was from the National Park Service and

addressed issues ranging from concerns about wildlife populations in the area to the

impact of oil and gas development on the Gates of the Arctic National Park and

Preserve. The decision found that much of the information provided by NPS did not

constitute substantial new information or would not substantially change information

discussed in the best interest finding. Other comments from the agency were outside

the scope of the best interest finding on lease sale issues or did not relate to authorities

of the division.

The division said the information received would be reviewed and updated when

the division begins work on the next best interest findings for the areawide lease sales.

—PETROLEUM NEWS

http://www.autolaundrysystems.com/myindustry/petroleum
http://www.petroleumnews.com
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By STEVE QUINN
For Petroleum News

House Resources Co-Chair David Talerico is clos-

ing out his freshman term on an intense note,

serving as chair for the conference committee that

hashed out differences on HB 247, Gov. Walker’s oil

tax credit bill. 

Talerico’s work may not be done yet, depending on

what Walker brings forth in the coming special session.

There was also the June 29 AKLNG quarterly update.

The Healy Republican spoke to

Petroleum News about his tenure

shortly after the House and Senate

gaveled out, before Gov. Walker

called the Legislature back into

session and outside Petroleum

News deadline to get thoughts on

the AKLNG quarterly update.

Petroleum News: First, let’s
start by looking at your two years
as co-chair. Freshman lawmaker
comes in and is voted to be co-chair of resources. What
your thoughts on those two years?

Talerico: You know what there’s been some heavy

lifting these two years. What always comes to mind is

HB 247 and oil tax credits, which was not only a heavy

lift — a lot of consideration went into it — a lot of

study. What an educational process this has been. I

thought I knew a little something about oil taxes and

credits before I got here and I did study up a little bit. 

I certainly know a lot more know about what we

have in place. I know more about the history and where

we are headed in the future.

I consider myself to be really fortunate to be put in

that position to be able to deal with it. It’s probably a

very historical session, and getting more historical as

we go. Historical or hysterical however you want to

look at it. I felt honestly privileged to be able to partici-

pate in this part of it. Right now I would say the gener-

al consensus, at least from my perspective, is I’m not

sure everyone understands the magnitude of the change

that we made.

I get a lot of emails from people saying that tax

credit bill is flawed and we really didn’t really elimi-

nate anything. Quite honestly the transitional period

over the next two years and what was done in Cook

Inlet is incredibly substantial: Getting rid of well lease

expenditures, qualified capital expenditures. Just really

carving all of that down to where we don’t have that

big liability in 2018 and beyond is pretty substantial.

The hardest part is when I explain it to people. They

talk about we are giving away $775 million in credits.

Actually those are credits that have been certified and

acquired. So that’s something we’ve got on our books.

Whether we pay for it right now or later, those are cred-

its people had already earned at this point. What we

have done is we are taking a transitional step over two

years and eliminating a bulk of that credit program.

That’s a big, big step, I think. There has been a lot of

discussion on the North Slope and the net operating

loss. And of course the net operating losses are really

tied to the producers. It’s not unusual to have a net

operating loss system where taxes are tied to people

who produce. I think that’s something that will come up

in the future. Where we go on it, I don’t know. 

One of the changes we did make on the North Slope

that we did put in place on SB 21 was the gross value

reduction. It didn’t have an end date — when does a

new well turn into a legacy well? When

does that new oil end? That actually does

have a timeline on it now, something else

we did in HB 247. 

It seems like everybody didn’t get what

they wanted but that’s the legislative

processes, where we got. You want the whole pizza and

we got half or three-quarters. I know people seem to be

pretty distraught that they don’t think we went far

enough. It actually did make what I think is a signifi-

cant change that we are advancing forward on. We took

a giant bite out of Cook Inlet. 

Petroleum News: Were you surprised that you were
made chair of the conference committee, realizing that
it was a House bill so it was going to come from your
chamber?

Talerico: I was a little surprised, yeah I was. But I

took it seriously. I’m not a person who has tremendous

amount of legislative experience at the state level. I’m

glad I had the previous municipal experience that I had.

Probably a difference with me is I’m not real shy in

front of a crowd. I don’t have much problem in having

my voice heard, but I was sitting there with seasoned

veterans. I was the only freshman legislator on the

committee. We had good people from the House, Rep.

(Geran) Tarr and Rep. (Kurt) Olson. The Senate had

Sen. (Peter) Micciche, Sen. (Cathy) Giessel and Sen.

(John) Coghill. When people came in the room, I try to

read people’s faces. I didn’t feel awkward, but I didn’t

know if anyone else wondered, why is Talerico chairing

this meeting? He’s got the least amount of experience

of anyone up there at least at the state level. The other

five were great people to work with. The one thing I

wanted to make sure of from the chair’s position is that

everyone had the opportunity to be heard and that it

was thorough and I think we did do that.

Petroleum News: Do you foresee these issues com-
ing up again in the next two-year session?

Talerico: I would assume it’s going to be brought up.

A lot of it, of course, is going to depend on our fiscal

situation. So much hinges — everything really for 30

years — on the price of a barrel of oil. Some of the

promising news I’ve seen was to at least stop the

decline of the flow of oil that came down the pipeline

last year. We had a day where we were really close to

600,000 barrels (574,000 on Jan. 11). Future legislators

have to look for a way to further diversify our revenue

stream. Is it more resource development outside of oil

and gas? That probably helps. Do we keep our fingers

crossed with tourism, although tourism is looking pretty

strong? What does our future hold? What are we going

to do to generate more revenue? The

more diverse stream we have of being

able to generate revenue, obviously that

provides stability to your economics.

There is a lot people need to start con-

sidering now. For quite a few years, oil

will be the driver. I have a pretty upbeat positive look

on where we are headed because of the production

numbers that I’ve seen and what’s going on in the

North Slope, plus a few things that happened in Cook

Inlet. One of those things was the royalty oil contract in

Cook Inlet with Tesoro (HB 373). I think that’s a posi-

tive thing for the state, but as we look forward with our

fiscal situation and how we fix this budget, there seems

to be a lot of focus on these large $100 million grabs

and fixes.

I hope we can continue to look at those smaller

things as well. We still are going to have to look at the

efficiencies of our government and try to make the nec-

essary cuts. There will be more prioritization of depart-

ments and programs and how we can do that to make it

run better. Efficiencies generally mean money savings.

You know a lot of people come up to me said we need

to do something rapidly. We’ve got to fix it. 

Petroleum News: When you were running for office
in the summer of 2014, oil was still at $100 a barrel,
then hit $80 by the time you got elected. So you weren’t
even discussing this with your constituents. So what
does it tell you that when you’re running for office, it
stands at one number then by the time you get sworn in
it was about half of that?

Talerico: It’s a very volatile market. It’s something

we all need to consider. It hasn’t just been oil as well.

l G O V E R N M E N T

Talerico: Freshman term humbling 
Healy Republican says first two years in office required some ‘heavy lifting,’ including conference committee emergence of HB 247

REP. DAVE TALERICO

see TALERICO Q&A page 17

http://www.computing-alt.com
http://www.steelfabak.com


By ALAN BAILEY
Petroleum News

In a June 21 tariff advice to the

Regulatory Commission of Alaska,

Chugach Electric Association has asked

for approval for a price of $5.57 per thou-

sand cubic feet for gas that the utility

obtains from its share of the Beluga gas

field on the west side of Cook Inlet.

Although gas production costs may vary

considerably from one field to another,

depending on factors such as the size, age

and complexity of the field, the filing

sheds some light on the cost of gas pro-

duction from a major Cook Inlet gas field

and, hence, the price threshold for pro-

ducer profitability in the Cook Inlet gas

market. 

Earlier this year utilities Chugach

Electric and Municipal Light & Power

purchased ConocoPhillips’ interests in

the Beluga River field, a transaction that

resulted in Chugach Electric owning 10

percent of the field. ML&P, which

already owned a portion of the field, now

owns a 56.67 percent interest. Hilcorp

Alaska, the other field owner, with 33.33

percent, is field operator.

The electric utilities’ interest in part

owning the field is their ability to obtain

gas supplies at below market cost — the

utilities need to be able to recover their

shares of the field operating costs but do

not need to make a profit on the gas pro-

duction.

The gas transfer price
The $5.57 gas price that Chugach

Electric has proposed is the utility’s inter-

nal Beluga field gas price, referred to as a

gas transfer price, or GTP. The GTP and

associated Beluga gas supply volumes are

added to the utility’s portfolio of gas

prices and supply volumes that ultimately

determine the cost of the gas fuel that the

utility uses. That fuel cost forms a major

factor in the price that the utility charges

its customers for electricity.

Currently Chugach Electric is apply-

ing an interim GTP of $5.88 to its gas

from the Beluga field. According to RCA

tariff filings the utility is also obtaining

gas at $1.88 per mcf through a

ConocoPhillips contract which expires in

December, and at $7.42 through a supply

agreement with Hilcorp Alaska. The

ConocoPhillips contract is indexed to gas

prices in the Lower 48, while the Hilcorp

pricing is based on a consent decree

agreed between Hilcorp and the state of

Alaska.

Essentially, Chugach Electric has

determined the new GTP, which will

apply from Oct. 1, 2016, by estimating

future operating costs and dividing these

by projected gas usage. A new GTP will

be calculated on an annual basis, starting

in 2017.

Because the GTP is based on estimat-

ed future costs and gas volumes, the tariff

arrangements include a mechanism for

reconciling actual costs and gas usage

with the estimates used for the GTP cal-

culation. Essentially, a balancing account

will capture the discrepancies between

actual data and estimated data over the

course of a calendar year, with these dis-

crepancies being factored into the GTP

calculations for the next pricing cycle —

cumulatively over time the internal price

of the gas will accurately reflect the actu-

al cost of gas production.

Several cost elements
The proposed GTP is based on esti-

mated costs and gas production levels

from April 22 to Dec. 31, 2016, Chugach

Electric told the RCA. The cost elements

consist of Chugach Electric’s share of

operating and maintenance expenses;

administrative and general expenses; the

field depreciation, depletion and amorti-

zation expense; an asset retirement obli-

gation; the cost of interest on loans; and a

margin on the cost of the loan interest.

The loans were required to fund the pur-

chase of Chugach Electric’s portion of the

gas field — the margin presumably pro-

tects the viability of the financing.

The asset requirement obligation is

equivalent to what is often referred to as

dismantlement, removal and restoration,

an amount of money set aside to pay for

the eventual dismantlement and abandon-

ment of the field.

In taking over some of

ConocoPhillips’ interests in the Beluga

River field, Chugach Electric picked up

portions of two existing contracts, with

already approved gas pricing, under

which ConocoPhillips supplied gas to

local gas and power utilities. One of those

contracts was with Enstar Natural Gas

Co. and one was with Chugach Electric

itself. Since these contracts will remain in

effect for a while, Chugach Electric pro-

poses using its revenues from the con-

tracts to offset some of its Beluga field

costs.

The price calculation
According to the June 21 tariff advice,

Chugach Electric’s estimated Beluga

field operating costs for the period of the

GTP calculation amount to $5.8 million.

Subtracting the revenues from the exist-

ing Chugach Electric and Enstar supply

contracts, and also subtracting a royalty

adjustment, leaves a net revenue require-

ment for the field of $1.5 million.

Chugach Electric expects to obtain from

the Beluga field a total volume of gas of

280,035 mcf, excluding the gas supplied

under the contracts transferred from

ConocoPhillips. Dividing the net revenue

requirement by the gas volume used and

adding 8 cents per mcf for field deprecia-

tion results in the GTP of $5.57 that

Chugach Electric has proposed to the

RCA. l

l N A T U R A L  G A S

CEA proposes price for Beluga field gas
Asks RCA to approve internal billing of $5.57 per mcf for gas used for power generation from its share of Cook Inlet gas field

6 PETROLEUM NEWS • WEEK OF JULY 3, 2016

Digging Deep
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Sany 
Tier III Engines.

Great Resale Value.
No Urea System.

Don’t Sweat the Higher Sulfur Diesel.

LAND & LEASING
State extending comment deadlines

The state Division of Oil and Gas is extending the comment period on two mat-

ters — a request from ConocoPhillips Alaska Inc. to expand the Colville River unit

and a request from Hilcorp Alaska LLC to expand and rename the South Middle

Ground Shoal unit.

The state will now accept comments on both proposals through July 25.

ConocoPhillips wants to include three leases onto the southwestern border of

the North Slope unit. The additional 5,085 acres would create a shared boundary

between the Colville River unit and the ConocoPhillips-operated Greater Mooses

Tooth unit, making it easier and simpler for the company to gradually extend oil

development to the west.

The request from Hilcorp would expand the South Middle Ground Shoal unit to

include a neighboring operation acquired from XTO Energy Inc. The request is

part of a largest attempt by the company to consolidate operations throughout the

Cook Inlet region.

—ERIC LIDJI

The proposed GTP is based on
estimated costs and gas production

levels from April 22 to Dec. 31,
2016, Chugach Electric told the

RCA.

http://www.aktextiles.com
http://www.toteminc.com
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By TIM BRADNER 
For Petroleum News

There was a little rain and it was a bit

breezy, but otherwise a fine day for

BlueCrest Energy’s June 25 ceremonial

opening of its Cosmopolitan oil gas pro-

duction facilities near Anchor Point, on

the Kenai Peninsula.

Thirty-five to 40 Alaskans had been

invited to see BlueCrest’s production

facilities in operation — the company is

producing now from one well — includ-

ing U.S. Sen. Lisa Murkowski, Joe

Balash, chief of staff to U.S. Sen. Dan

Sullivan and a former state natural

resources commissioner, and state Sen.

Peter Micciche, of Kenai.

John Hanson, an Alaskan who home-

steaded the land where BlueCrest’s pro-

duction facility is located, also attended.

Hanson is now in his 90s.

The first exploration well drilled at

Cosmopolitan, by ARCO Alaska, was

named Hanson No. 1 in honor of the fam-

ily.

Slots for up to 20 wells
BlueCrest President Benjy Johnson

said the production facility has slots for up

to 20 wells and is capable of processing up

to 10,000 barrels per day, a target he

believes can be achieved at Cosmopolitan.

“We are quite confident we can achieve

10,000 barrels per day,” Johnson said.

That is based on the company’s results of

exploration drilling in 2013 that con-

firmed the presence of the production

zones. Production tests were done and

fluid samples taken.

BlueCrest’s one producing well now

produces about 250 barrels per day and

this is being trucked to the Tesoro Alaska

refinery near Kenai. The one producing

well is a well originally drilled for explo-

ration by Pioneer Natural Resources, a

previous owner, and was not drilled to one

of the more productive parts of the

Cosmopolitan prospect, Johnson said.

As for the production facility, Johnson

said “It’s large. There is a lot of tankage

and piping, and more than 84,000 welds.”

It is built on a 38-acre land parcel so that

facilities can be expanded in the future if

drilling results merit. 

Johnson believes BlueCrest can even-

tually overtake Hilcorp Energy as Cook

Inlet’s top oil producer.

Additional wells this fall
The company plans to begin the

drilling of two additional production wells

by early fall — mid-August is the target

— when the assembly of a large drill rig is

completed at the site. 

Delivery of the rig from a fabrication

facility in Liberty, Texas, was delayed due

to heavy rains and flooding in the region,

but the rig components are now en route to

Alaska, Johnson said. “This will involve

about 125 truckloads of equipment, and

about 100 trucks are already on the road,”

he said. 

Many of the trucks are headed to

Tacoma, Washington, from where the

equipment will be barged to Seward or

Anchorage and then trucked to the Kenai

Peninsula, but some trucks will come all

the way by land, Johnson said.

The first production well drilled this

fall will be a 20,000-foot horizontal well

— almost four miles — that will be com-

pleted near the end of the year. The second

well, to be drilled in the spring and com-

pleted by mid-2017, will be a “dual later-

al,” one well with a second drilled off to a

separate place in the reservoir. 

This will give BlueCrest production

from three wells, Johnson said.

The company will eventually install a

waterflood, a project to inject water, to

maintain reservoir pressure, but this won’t

likely be done for two years, Johnson said.

Tax credits a concern
BlueCrest is also watching develop-

ments in the state’s oil and gas incentive

tax credit program. As enacted this spring

by the Legislature, House Bill 247, which

changes the program, “is very painful,”

Johnson said, because it cuts in half the

state incentive credits for 2017 and elimi-

nates them in 2018. 

“The main benefit of the tax credits to
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Safer. Smarter.

Our CDR2-AC rig reflects the latest innovations in Arctic drilling to provide our customers with 
incident free performance and operational and technical excellence. 

CDR2-AC is the first Arctic rig designed and built by Nabors specifically for Coil Tubing Drilling 
operations. The rig was built to optimize CTD managed pressure drilling to provide precise control 

of wellbore pressures for improved safety, decreased costs, and increased wellbore lengths.

Combining safety and environmental excellence with greater efficiency means CDR2-AC can deliver 
the high value results customers have come to expect from Alaska’s premier drilling contractor.

Learn more about Nabors’ new drilling technologies at Nabors.com.

nabors.com

Better.

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

BlueCrest holds Cosmopolitan open house
Newest Cook Inlet crude oil producer has well in production, plans to start drilling 2 more this fall; large rig on way to Alaska

From left, acting Department of Natural Resources commissioner Marty Rutherford, Sen.
Dan Sullivan’s chief of staff Joe Balash, Sen. Peter Micciche, BlueCrest board chairman Robert
Israel, Sen. Lisa Murkowski, BlueCrest CEO Benjamin Johnson, BlueCrest COO John
Martineck, BlueCrest CFO Kenneth Sanders, former state chief geologist and former deputy
DNR commissioner Bob Swenson (the geologist who named Cosmopolitan) and BlueCrest
vice president of Alaska operations Steve Massey pose for a photo at the ceremonial open-
ing of the Cosmopolitan oil gas production facilities near Anchor Point.

see OPEN HOUSE page 14
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Hecla tenders $12M for B.C. 
silver explorer, Dolly Varden

NEWS NUGGETS
Compiled by Shane Lasley

Second rig arrives, more surface
copper found at Caribou Dome

Coventry Resources Ltd. June 23 reported the arrival of a

second diamond core drilling rig to expedite an 8,000-meter

drill program targeting zones of high-grade copper at

Caribou Dome, a road-accessible property located about 155

miles north of Anchorage, Alaska. The first rig, which

arrived earlier in June, is testing the Lense 3, 9 and 1 targets

at Caribou Dome. Coventry reports that the first hole com-

pleted in this area hit mineralization where predicted. A sec-

ond hole is progressing well. The second rig is testing

Menel, a high-priority target on strike to the northeast of the

700-meter-long corridor of copper mineralization drilled to

date Caribou Dome. Strong induced polarization and cop-

per-in-soil anomalies have been identified at Menel.

Additionally, significant copper mineralization was mapped

directly above and immediately along strike from the IP

anomaly, while preparing to drill the Menel target. Upon

completion of initial drilling at Menel, the rig will test

Guardian, another untested IP anomaly that was delineated

during 2015. Very encouragingly, outcropping gossans were

identified during follow-up mapping; with rock chip sam-
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Coventry Resources drilled 22 holes at Caribou Dome in 2015, the
best of which cut 14.1 meters averaging 9.9 percent copper. This
year’s planned 8,000-meters program will be nearly double the
4,300 meters drilled last season.

By the spring of 2013, when this photo was taken, Contango Ore had narrowed its exploration primarily to the
Peak Zone. According to a resource calculated later that year, this deposit hosts the equivalent of 1.2 million
ounces of gold when you include the value of the copper and silver also found there.

Making the connection
$11 million program targets area between high-grade gold zones at Tetlin

By SHANE LASLEY
Mining News

From a Texas oilman discovering rich mineral

prospects at Tetlin while investigating the nat-

ural gas potential of these Native owned lands to a

royalty company setting aside its business model

to get in on the ground floor of what is shaping up

to be a multimillion-ounce deposit of high-grade

gold lying alongside the Alaska Highway,

Contango Ore Inc. is adding some intriguing new

entries to the annals of Alaska geology.

The latest chapter of the Tetlin story includes a

US$11 million exploration program – likely the

largest such program in Alaska this year – that

aims to prove that the Peak deposit and North Peak

zone are actually one large continuous deposit of

high-grade gold-copper-silver mineralization.

This robust exploration campaign is being fund-

ed by Royal Gold Inc., which is well on its way to

earning up to a 40 percent interest in Tetlin by

investing up to US$30 million in this expansive

and still underexplored project by October 2018.

Finding Peak
Contango Ore President and CEO Brad Juneau

was not looking for gold when he ventured into

Alaska in 2008. Instead, his privately held compa-

ny, Juneau Exploration L.P., was investigating the

natural gas potential of a large land package owned

by the Tetlin Village Council, an Alaska Native

group.

Juneau’s exploration of Tetlin did not turn up

much in the way of natural gas potential, but the

see TETLIN page 10
see NEWS NUGGETS page 12
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Hecla makes bid to take over BC silver explorer
Hecla Mining Company June 27 reported a takeover bid for all of the out-

standing shares of Dolly Varden Silver Corp. that it does not already own. At

C69 cents per share, Hecla’s offer reflects roughly a 97 percent premium

based on the volume-weighted average price of the Dolly Varden shares on

the TSX Venture Exchange for the 20 trading days ending on June 24.

Assuming exercise of the 1.25 million warrants it currently holds, Hecla owns

and controls 3,870,291 Dolly Varden shares, or roughly 19.8 percent of the

shares calculated on a partially diluted basis. “To protect ourselves and other

shareholders, we are offering to buy Dolly Varden shares for cash at C69

cents. If we acquire all shares we expect to spend about $12 million.” Earlier

in June, Dolly Varden said it had entered definitive agreements with three

lenders – Sprott Resource Lending Partnership, a second Sprott affiliate, and

The K2 Principal Fund L.P. – for a C$2.5 million loan. If finalized, roughly

C$2.1 million of the proceeds would be used to repay its existing senior

secured loan from Hecla Canada Ltd. and Robert Gipson. “The new loans per-

mit Dolly Varden to discharge the Hecla/Gipson loan and to complete an equi-

ty financing to repay the new loans prior to their maturity date without obtain-

ing the consent of the new lenders,” said Rosie Moore, interim president and

CEO, Dolly Varden Silver. In connection with the new loan, Dolly Varden

agreed to issue 2.5 million warrants to the trio of investors that would entitle

the warrant-holder to purchase one Dolly Varden share for a period of two

years for a price equal to the greater of C30 cents, or the minimum price per-

mitted by the TSX Venture Exchange on the date of issue. “While we believe

that Dolly Varden can one day be a significant silver producer, we are very

concerned with the current board’s value destruction for shareholders,” said

Hecla President and CEO Phillips Baker, Jr. “These directors are not acting in

shareholders’ best interests with a new loan arrangement that causes substan-

tial dilution at a low share price. Their plan starts with issuing warrants with

an ‘option value’ of C27.5 cents each and an exercise price of C30 cents,

which is well below the current share price and our offer price. The warrants

see NORTHERN NEIGHBORS page 11
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An indicated resource of 31.8 million ounces of silver contained within 3.07 million
metric tons of material averaging 321.6 grams per metric ton (10.34 oz.) silver was cal-
culated in 2015 for four deposits located near historic mines at Dolly Varden Silver
Corp.’s namesake property in northwestern British Columbia.

Texas oilman was convinced this roughly

675,000-acre land package was prospec-

tive for more solid minerals, such as gold

and copper.

To confirm his hunch, Juneau set out

to find a geologist familiar with Alaska

and willing to take a look at this geologi-

cally unknown property. While dubious

that an important mineral deposit was

hiding in plain sight, Fairbanks-based

geologist Curt Freeman agreed to take a

look at the property.

It did not take long for Freeman and

his team at Avalon Development to get

excited about the discovery potential of

this enigmatic property. Over the next

couple of years, Avalon and Contango

Ore identified numerous precious and

base metal targets across what is now a

roughly 774,000-acre land package made

up of the original lands that Juneau leased

from Tetlin Village and adjoining State of

Alaska lands that the Texas-based compa-

ny staked to cover similar prospective

lands to the west.

While the property turned out to be

rife with prospects worthy of serious geo-

logical investigation, by 2012 the search

was narrowed to a zone in the heart of the

Tetlin lease named Peak, after co-founder

and original CEO of Contango Ore,

Kenneth Peak.

By the end of the 2013 exploration

season, 6 million metric tons of indicated

resource averaging 3.46 grams-per-met-

ric-ton gold, 11 g/t silver and 0.25 percent

copper had been identified at Peak.

Additionally, the resource calculation

published early in 2014 included 3.9 mil-

lion metric tons of inferred resource aver-

aging 2.07 g/t gold, 14.28 g/t silver and

0.23 percent copper. In total, this equates

to 1.2 million oz. of gold when you calcu-

late in the value of the copper and silver.

As it turns out, Peak is a unique type of

skarn deposit that was formed when

metal-laden magmatic fluids came in

contact with carbonate-enriched sand-

stones, causing the metals to quickly drop

out and result in high-grade concentra-

tions of gold and copper suspended in

acidic fluids.

Attracted by the growth potential of

the high-grade gold-copper-silver deposit

resulting from this process, along with

prospects for discovering other similar

deposits across the district-scale land

package, Royal Gold agreed to become

an active partner in Tetlin exploration

early in 2015.

Peak Gold, the resulting limited liabil-

ity joint venture forged between

Contango Ore and Royal Gold, complet-

ed US$6.8 million of exploration in 2015,

a program that expanded the breadth and

depth of the Peak deposit as well as dis-

covering Peak North, a seemingly paral-

lel zone of mineralization with similar

grades and thicknesses about 250 meters

to the north.

“We really like the Royal Gold people,

and we really like the joint venture and

how it is functioning,” Juneau told

Mining News in May. “They have done

everything they said they would do, and

are very straightforward and open.”

The Contango Ore CEO said Royal

Gold’s contribution to Tetlin goes beyond

the nearly US$20 million the Denver-

based royalty company will have invested

in the project by the end of 2016.

“The folks at Royal Gold have defi-

nitely made a material impact, both with

their capital and their work,” he said.

Making the connection
Peak Gold got an early start on 2016

exploration by kicking off the first-ever

winter drill program at Tetlin in February,

a program focused on drilling at and

around the Peak and North Peak zones.

Using a single rig, the road-supported

winter program completed 4,040 meters

of diamond core drilling in 19 holes.

“We continue to be impressed with the

efficiency of the drilling operations, as

we are seeing significant improvements

in the cost per foot drilled, which stands

currently at approximately $115 per

foot,” Juneau continued. “In addition, the

number of holes that encounter skarn

material, a prerequisite for finding gold in

this area, has improved such that most

holes find this type of mineralization.”

The partners had budgeted US$4.4

million for the first phase of 2016 explo-

ration, but between the efficiency of the

program and an early spring, only US$1.9

million was spent before breakup.

Winter drilling at North Peak, a

deposit not included in the resource but

extensively drilled in 2015, continued to

return good results:

•TET16192 cut six mineralized inter-

cepts at North Peak, including 13.27

meters averaging 49.19 g/t gold, 4.5 g/t

silver and 0.035 percent copper from a

depth of 78.5 meters;

•TET16204 cut three mineralized

intercepts at North Peak, including a sil-

ver-rich 1.82-meter zone averaging 16.34

g/t gold, 328.4 g/t silver and 0.157 per-

cent copper from a depth of 60.95 meters;

and 

•TET16206 cut 43.43 meters at the

North Zone averaging 3.6 g/t gold, 2.08

g/t silver and 0.108 percent copper from a

depth of 78.5 meters. 

•The most intriguing and potentially

the most important intercept came in hole

TET16210. Drilled about 200 meters

southeast of North Peak and 200 meters

northeast of Peak, TET16210 cut two

mineralized intercepts, including 43.96

meters averaging 3.28 g/t gold, 30.6 g/t

silver and 0.402 percent copper.

Drilled in a zone dubbed Connector,

this final hole of the winter program test-

ed an idea that Peak and North Peak may

be two parts of a continuous band of

skarn mineralization.

Given the grades and thickness of the

mineralization are similar to the other

Peak zones, the geological model seems

to hold up.

“The winter drilling program was suc-

cessful in expanding the known limits of

both the Peak and North Peak zones, and

perhaps most importantly found new, sig-

nificant mineralization in its first drill

hole in the Connector Zone that may lead

to a better understanding of the relation-

ship between Peak and North Peak and

possible further expansion of the mineral

system,” explained Juneau. 

New entries
As soon as the snow melted and the

ground dried, the Peak Gold partners set

out to further test their idea that the Peak,

Connector and North Peak zones link up

to form a roughly 2,000-meter arc of con-

tiguous high-grade skarn mineralization.

This would be roughly three times the

footprint of the Peak deposit outlined in a

resource estimate calculated in 2013.

On June 27, Contango Ore released

results from 11 more holes drilled at

North Peak and West Peak, a zone imme-

diately west of the Peak deposit.

Highlights from North Peak include:

•TET16211 cut four mineralized inter-

cepts, including 10.31 meters averaging

3.5 g/t gold from a depth of 16.11 meters;

•TET16220 cut three mineralized

intercepts, including 26.03 meters aver-

aging 4.67 g/t gold from a depth of 30.2

meters; and 

continued from page 9

TETLIN

see TETLIN page 11



are issued in exchange for a loan with

maturity only three months longer than

the existing loan and (that add) little to

the treasury.” Hecla has notified the TSX

Venture Exchange of its concerns and

requested that the exchange not approve

the issuance of warrants to Dolly

Varden’s proposed new lenders. Moore

contends that “the warrants issued with

the new loans are no more dilutive than

the same number of warrants with a

lower exercise price issued to Hecla and

Gipson under the Hecla-Gipson loan.”

The Hecla-Gipson loan is set to expire in

September. Hecla, however, said it has

been willing to extend the loan and offer

Dolly Varden a loan with a longer matu-

rity date, lower interest rate and double

the new funding. Restrictions on equity

financings, however, seem to have been

a sticking point in the negotiations.

“We’ve had a number of discussions this

year with Hecla regarding options for

Dolly Varden to repay the Hecla-Gipson

loan. Dolly Varden, Hecla and Gipson

were not able to come to terms on con-

verting debt to equity, a loan extension

or an equity financing,” Moore

explained. Dolly Varden said it will seri-

ously consider Hecla’s takeover proposal

and notify shareholders of its recommen-

dations. Hecla has already entered into

support agreements with shareholders

who collectively hold 2.5 million Dolly

Varden shares and 1.25 million Dolly

Varden warrants. Hecla and the support-

ing shareholders hold 5.12 million shares

and 2.5 million warrants, or about 34.4

percent of Dolly Varden’s shares on a

fully diluted basis. Each warrant entitles

the holder to acquire one additional

share at a price of C30 cents per share. 

BHP funds C$4 million
exploration program 
at Storm copper project

Aston Bay Holdings Ltd. June 28 said

a C$4 million exploration program at its

Storm copper project is set to begin in

early July. The program includes roughly

2,000 meters of drilling; re-logging of

existing core mapping; soil sampling; and

prospecting.  “As the operator of the

project, Aston Bay is excited to test high-

priority targets while advancing addition-

al targets for future drill programs,” said

Thomas Ullrich, executive vice president,

exploration, Aston Bay. Under the terms

of an option agreement finalized in May,

BHP Billiton Ltd. can earn a 75 percent

interest in Storm by spending a minimum

of C$40 million on exploration of the

property over a period up to nine years.

This year’s program is to be included in

the earn-in.

Fire forces shutdown 
of Ekati’s production
for next three months

Dominion Diamond Corp. June 27

said the processing plant at its Ekati dia-

mond mine in Northwest Territories is

out of operation due to a June 23 fire.

The blaze was quickly extinguished and

all personnel were safely evacuated from

the plant without injury. The damages

were limited to a small area of the

process plant, with no damage to the

main structural components. Repairs will

require the replacement of one of the

main degritting screens and associated

components, as well as some electrical

wiring and related infrastructure. The

repairs to the plant are expected to take

about three months, after which the plant

is expected to resume operations at full

capacity. Dominion has initiated a plan to

reduce operating and capital costs during

this time, which includes an adjustment

of mining operations to pause mining at

lower priority and lower value ore bod-

ies, a deferral of non-essential sustaining

capital, and a temporary layoff of affect-

ed staff across the company. The compa-

ny will continue to mine higher value

material during the process plant shut-

down. Ore mined during the process

plant downtime will be stockpiled, with

the intention to prioritize the processing

of the highest value material when the

plant restarts. Dominion said it will pro-

vide further updates as information

becomes available. In addition to owning

controlling interest and operating Ekati,

Dominion owns a 40 percent stake in the

Diavik diamond mine, also in Northwest

Territories.

Seabridge to remediate 
old workings at Iskut 
while seeking new finds

Seabridge Gold Inc. June 28 reported

that it has begun robust environment

remediation of historical mining activity

at its newly acquired Iskut property in

northwestern British Columbia, including

the historical Johnny Mountain Mine.

The Tahltan Central Government, the

administrative governing body of the

Tahltan First Nations, has expressed its

support of this environmental work. “We

have a strong interest in the remediation

of the Johnny Mountain mine site on our

traditional territory,” explained TCG

President Chad Day. “We expect to work

closely with Seabridge to ensure that

Tahltan citizens benefit from this work

and that we are kept fully informed of the

progress that is being made in the

planned clean-up programs. During the

eight- year Environmental Assessment

Process for KSM, Seabridge demonstrat-

ed (its) willingness and openness in

addressing environmental issues, and we

look forward to continuing our excellent

working relationship with (the compa-

ny).” Seabridge’s planned environmental

and engineering work for this summer

will begin the evaluation and develop-

ment of remediation programs to mitigate

the impacts of past mining activity at an

estimated cost for this year of

C$750,000. This program will include a

comprehensive evaluation of best prac-

tices for future remediation on the prop-

erty, drawing from the Seabridge envi-

ronmental team’s experiences at KSM

and other North America sites and input

from the Tahltan First Nation and British

Columbia regulators. Work will begin

with a general site cleanup in the vicinity

of the Bronson Slope Airstrip. The envi-

ronmental work will be completed in

conjunction with Seabridge’s planned

2016 exploration program for the proper-

ty. Seabridge Chairman and CEO Rudi

Fronk said, “We take pride in being a

responsible mineral exploration and

development company. Integrating a sub-

stantial environmental work plan into this

year’s exploration program sets us on a

path to improving site conditions. Going

forward, exploration will go hand in hand

with remediation.”  

Commander cuts deal
to acquire Flume, other 
Bearing gold properties

Commander Resources Ltd. June 23
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Since going into production in 1998, the Ekati diamond mine in Northwest Territories has
become world-renowned for its premium diamonds.  A recent fire in the processing facility is
expected to curtail the production of these gem-quality diamonds in 2016.
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•TET16221 cut four mineralized intercepts, including

17.92 meters averaging 8.23 g/t gold from a depth of

21.61 meters. 

All three highlighted intercepts were to the southeast

of North Peak, in the direction of the Connector zone.

Highlights from West Peak include:

•TET16218 cut five mineralized intercepts, including

15.01 meters averaging 7.1 g/t gold from a depth of

191.47 meters; and 

•TET16219 cut two mineralized intercepts, including

9.9 meters of 1.37 g/t gold from a depth of 37.65 meters.

These holes represent the most northwesterly drilled

at Peak-West Peak and other holes are planned further

northwest during the second phase 2016 program at

Tetlin.

“With the new drill-hole data, we are continuing to

find significant thickness and impressive grades of

gold,” Juneau commented. “Our immediate goal is to

extend the known limits of the deposits we have found,

and to provide enough information to provide reliable

data on the continuity of the gold distribution in each

area.”

The results from this year’s drilling and the more than

14,000 meters of drilling completed in 2015 is anticipat-

ed to be included in an updated resource estimate to be

calculated after the phase 2 drilling is complete.

Considering that drilling has expanded Peak at depth and

the lateral extension of the skarn mineralization beyond

the deposit, a significant increase in resource should be

expected.

Prospecting, meanwhile, continues to identify and

prioritize drill targets beyond Peak. 

“We are continuing our surface recon program and

may carry out additional soil geochemical sampling

work to develop new drilling targets this summer”

Juneau said. “Our cumulative drilling from 2011 through

the present has tested less than one percent of the acreage

that we currently have under lease.”

Given the large number of prospects across the huge

Tetlin property with geochemical and geophysical signa-

tures similar to Peak that have yet to be drilled, it is like-

ly that at least one of these future drill targets will be the

topic of Contango Ore’s next entry in the annuls of

Alaska geology.

Or as Juneau put it when Mining News asked about

the future of Contango Ore, “I see no reason to do any-

thing different.”

Considering that the Contango Ore share price has

rocketed from a low of US$2.43 in February to

US$13.49 on June 29, the market seems to agree that

staying the course is good policy. l

continued from page 10
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said it has finalized an agreement to acquire four miner-

al exploration properties from Bearing Resources Ltd.,

including the Flume gold property in Yukon Territory,

two in British Columbia and one in Mexico. Three roy-

alties, including a production-defined royalty on a por-

tion of the Boundary Zone deposit at Imperial Metals’

Mt. Polley Mine in British Columbia, is also part of the

agreement. Situated about 60 kilometers (35 miles)

southwest of Dawson City, the Flume property was

recently explored by Ryan Gold Corp. The best intercept

of nine holes drilled by Ryan gold was two meters aver-

aging 5.76 grams per metric ton gold. Commander

reports that a 10-kilometer- (six miles) long gold-in-soil

anomaly targeted by this drilling has only been partially

drill-tested in one area. The acquisition also will include

the October Dome gold-copper property in central B.C.

and the Pedro gold property in Durango, Mexico. Under

terms of the acquisition pact, Commander will issue 12

million shares and pay to Bearing C$15,000 for all the

assets. 

Mount Polley tailings dam
repaired, back in use

Imperial Metals Corp. June 23 reported that the

British Columbia Ministry of Energy and Mines and the

Ministry of Environment have authorized the Mount

Polley Mine to return to normal operations making use

of its repaired and buttressed tailings storage facility.

Imperial said the management and staff at Mount Polley

worked in close cooperation with regulatory agencies,

First Nations and members of the local communities, to

repair and reinforce the tailings facility in accordance

with best applicable practices identified by a panel of

independent engineers. Thorough investigations by an

independent engineering review panel, the B.C. Ministry

of Energy and Mines, and a team from Golder

Associates Ltd. – the engineer of record retained by

Mount Polley – all concurred on the failure mechanism

that led to the breach of the tailings dam in 2014. The

updated design of the embankment in the area where the

failure occurred reflects the results of these investiga-

tions. Furthermore, all the existing TSF embankments

were investigated, and foundation conditions throughout

were comprehensively characterized. These investiga-

tions led to modification of the embankments to assure

that the stability of the structure meets or exceeds all

applicable legislative requirements and guidelines. “A

return to normal operations is important to the region as

Mount Polley is a significant contributor to the econo-

my, directly providing about 350 jobs, as well as sup-

porting the local communities of Likely, Williams Lake

and the surrounding region, said Imperial Metals

President Brian Kynoch. “Mount Polley is committed to

working with First Nations and local communities to

complete rehabilitation of the areas impacted by the

breach, and we thank all those involved in the rehabili-

tation for the excellent work that has been completed to

date.” Since the breach of the Perimeter Embankment,

Mount Polley has completed significant rehabilitation of

the areas that were affected by the breach, and will con-

tinue necessary rehabilitation and monitoring of those

areas. Imperial said research and monitoring indicates

the environment impacted by the tailings breach is

recovering rapidly and no long-lasting effect is antici-

pated. l
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ples assaying up to 16.5 percent copper. In the past

week, while constructing drill pads to evaluate the

Lense 9 IP Target, geologists identified outcropping

copper mineralization, including bornite, immediately

to the southwest of the Guardian IP anomaly. In addi-

tion to drilling, a geophysical survey crew has been col-

lecting new IP data at Caribou Dome Project since mid-

June. This work began by targeting a deeper response at

the Menel and Guardian targets. The geophysical sur-

veying will be extended to the northeast of this area,

where no IP data has been acquired previously, but

where extensive copper-in-soil anomalies were identi-

fied in 2015. This IP survey is expected to take around

a month to complete, and the company is prepared to

reprioritize drill targets based on the results. Coventry

expects to report initial assay results from the current

drilling before the end of July. 

MSHA to stiffen enforcement 
of ‘Rules to Live By’ standards

The U.S. Department of Labor’s Mine Safety and

Health Administration June 27 unveiled plans to begin

enhanced enforcement of “Rules to Live By,” an initia-

tive focused on preventing mine fatalities. Joseph Main,

assistant secretary of labor for mine safety and health,

said “mine operators need to conduct better site inspec-

tions and take appropriate action to improve compli-

ance with” MSHA’s Rules to Live By and other safety

standards. An agency analysis of hundreds of U.S. min-

ing fatalities in a 10-year period shows that fatalities

associated with Rules to Live By standards have

decreased an average of 23 percent,

and significant and substantial cita-

tions and orders issued for viola-

tions of these standards have

declined an average of 37 percent.

Beginning July 1, MSHA will

employ its web-based Rules to Live

By calculators more extensively to

determine the number of citations

and orders issued during the most

recent completed inspection periods

for which data are available. Inspectors will provide

mine operators with a copy of the results, encouraging

them to use the tools to monitor their own compliance

and take action to eliminate violations. The results will

be added to criteria for consideration of impact inspec-

tions, particularly targeting mines with elevated non-

compliance of these standards. l

continued from page 9
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By ALAN BAILEY
Petroleum News

Doyon Ltd. thinks that there is a one-

in-two chance of finding a viable

gas resource and a one-in-four chance of

finding commercial oil in the prospect

being tested by the Native regional corpo-

ration’s Toghotthele No. 1 well in the

Nenana basin in Alaska’s interior, James

Mery, Doyon’s vice president for lands

and natural resources, told a press brief-

ing on June 22. At the time of the brief-

ing, the well had reached a depth of 6,394

feet. The drilling crew was casing the

well in preparation to continue drilling

down to target horizons, to a total depth

of 10,000 feet.

Characterizing Doyon’s multi-year

exploration program in the Nenana basin

as an exercise in de-risking the potential

hydrocarbon resource, Mery said that a

combination of seismic surveying and the

drilling of previous wells had established

the prerequisites for a significant find.

The corporation has conducted 2-D seis-

mic surveys across wide areas of the

basin and a detailed 3-D survey in the

central part of the basin, where the corpo-

ration has been drilling. Previous drilling

consisted of the Nunivak No. 1 well,

drilled in 2009, and the Nunivak No. 2,

drilled in 2013.

All three wells, including Toghotthele

No. 1, are located to the west of the town

of Nenana, on a structural high into which

hydrocarbons may have migrated from

deeper parts of the basin. The target hori-

zons are in an uplifted, faulted block.

Encouraging findings
The verification of the presence of

good quality reservoir rocks at depth; a

subsurface hydrocarbon trapping struc-

ture; and coals and shales with hydrocar-

bon source potential have all helped to

lower the exploration risk, Mery said.

And, in particular, the Nunivak No. 2

well encountered wet gas, gas which

includes natural gas liquids such as

propane. The presence of wet gas indi-

cates that the hydrocarbons were formed

from the heating of organic material,

rather from microbial action — this ther-

mal mechanism could have generated oil

as well as gas.

The structure being tested by the

drilling could hold recoverable volumes

of about 70 million barrels of oil or 200

billion cubic feet of gas, Mery said.

Mery said that the No. 2 well encoun-

tered about 400 feet of gas-bearing rock,

which appeared to be a depleted gas

reservoir. But the reservoir contained too

much water to be commercially viable.

“The trap that we tried to penetrate had

apparently leaked,” Mery said. “We saw

gas from top to bottom.”

There was an effective seal rock cap-

ping the reservoir — the trap consisted of

a three-way closure bounded by a fault

which appears to have acted as a conduit

for the gas leakage, Mery said. The

Toghotthele well is testing a potential trap

with a fault that is likely to present a bet-

ter seal, he said.

Close to the highway
The drilling is taking place quite close

to the Parks Highway, with the gravel

drilling pad accessible using gravel roads

that Doyon has constructed on the west

side of the Nenana River. With the state

highway system being on the east side of

the river, vehicles have to cross the river

by barge.

However, the location would be con-

venient for development, should a viable

resource be found. Oil could be transport-

ed to the trans-Alaska pipeline at pump

station 7, just north of the basin, or at

North Pole, where there are already con-

nections for oil to flow in and out of the

pipeline, Mery commented. 

From a gas perspective, the route of a

proposed major gas sales line from the

North Slope passes near where the

Nenana basin drilling is taking place,

leading to the possibility of delivering gas

into that line. There should be available

capacity in the line for a modest-sized

Nenana gas project. Gas delivery by

pipeline to Fairbanks is also a possibility.

And, with the drilling site being close to

the truck and river system, there is the

potential to ship propane from Nenana to

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

Doyon optimistic about Nenana exploration
Says previous exploration, drilling results increased the probability of finding oil or gas with Toghotthele well being drilled
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A question of timing for the IEP
With Doyon’s exploration efforts in the Nenana basin and the Alaska Industrial

Development and Export Authority’s Interior Energy Project both having the poten-

tial to provide a new natural gas supply for the city of Fairbanks, questions have been

raised by the state Senate over the timing of the AIDEA project. On May 14, in a let-

ter from the Senate Finance Committee, committee co-chair Anna MacKinnon ques-

tioned the advisability of putting state funding into AIDEA’s IEP while simultaneous-

ly supporting Doyon’s project through state tax credits.

The IEP team is in the process of negotiating arrangements for a Cook Inlet gas

supply and the construction of a Cook Inlet liquefied natural gas plant for the delivery

of an expanded LNG supply to Fairbanks. The team had hoped to present a recom-

mendation to the AIDEA board in March on whether to approve construction of the

LNG plant, but discussions over the proposal are still in progress. MacKinnon sug-

gested deferring the AIDEA decision “for a minimum of six to 12 months,” to allow

Doyon time to use the results of the drilling it is conducting this summer to determine

the gas production potential of the Nenana basin.

see IEP TIMING page 15

see NENANA EXPLORATION page 15

Doyon’s Arctic Fox drilling rig on location on a gravel drilling pad, drilling the Toghotthele
No. 1 well in the Nenana basin, west of the Nenana River.
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By GARY PARK
For Petroleum News

TransCanada has shed its cool and calm exterior by

claiming US$15 billion in damages from the Obama

administration’s rejection of the Keystone XL pipeline.

In applying for arbitration under the North American

Free Trade Agreement, TransCanada has argued its pro-

posal for the pipeline was delayed more than seven years

through a succession of “arbitrary and contrived” analyses

and justifications. 

It said the final decision by the White House was “sym-

bolic and based merely on the desire to make the U.S.

appear strong on climate change, even though the State

Department had itself concluded (in five environmental

impact assessments between 2008 and 2015) that denial

would have no significant impact on the environment.”

In a 42-page filing, the company said the U.S. govern-

ment “ultimately denied Keystone’s application, not

because of any concerns over the merits of the pipeline,

but because President Obama wanted to prove his admin-

istration’s environmental credentials to a vocal activist

constituency that asserted the pipeline would lead to

increased production and consumption of crude oil and,

therefore, significantly increased greenhouse gas emis-

sions.”

A three member panel will determine, in what

TransCanada expects will be a lengthy process, whether

the company was treated unfairly when Obama rejected

Keystone XL last Nov. 6. 

TransCanada said six months ago it would seek US$15

billion in compensation over the US$8 billion project

because it has been left with billions of dollars of worth-

less assets and because of lost economic returns.

TransCanada said a negotiated settlement is still possi-

ble, although its efforts in recent months to reach an ami-

cable agreement have failed. 

Sierra Club Executive Director Michael Brune said

TransCanada’s efforts to make U.S. taxpayers hand over

US$15 billion “because the company’s dirty Keystone XL

pipeline was rejected shows exactly why NAFTA was

wrong and why the even more dangerous and far-reaching

Trans-Pacific Partnership must be stopped.”

“The TPP would empower thousands of new firms

operating in the U.S., including major polluters, to follow

in TransCanada’s footsteps and undermine our critical cli-

mate safeguards in private trade tribunals.”

But Obama told a news conference in Germany three

months ago he is confident that, regardless of opposition

from many Democratic lawmakers, that he can gain ratifi-

cation of TPP once the heat from the U.S. primary election

season cools off.

The Obama administration has insisted there will be

adequate protections in the TPP to prevent the arbitration

process from being exploited.

Since NAFTA was implemented in 1994 corporate

claims against the U.S. have been rare and the U.S. has

established a strong record of fending off those disputes. l

l P I P E L I N E S  &  D O W N S T R E A M

TransCanada files $15B XL claim against US

us is that they would allow us to continue

developing Cosmopolitan at a lower oil

price, at about $10 a barrel lower price, in

fact,” he said. 

If HB 247 is enacted as now written —

and there could yet be changes —

BlueCrest would hope for some oil price

recovery in 2017 and 2018 to continue the

drilling beyond two new wells now

planned, he said. 

In presentations to legislative commit-

tees this spring Johnson showed lawmak-

ers how a limited investment by the state

through tax credits would be more than

quickly repaid by state royalties and taxes

once production started.

“This should be looked at as a good

investment by the state in an oil project

with confirmed reserves,” Johnson told

legislators. The expected return on invest-

ment will be quite good, he said.

Fracturing not new
On another matter, Johnson said he is

puzzled by a letter written by an environ-

mental group, the Center for Biological

Diversity, to a federal agency complaining

about BlueCrest’s plan to use hydraulic

fracturing to stimulate Cosmopolitan’s

wells.

Fracturing has long been done both in

Cook Inlet and the North Slope, and in

fact at least one of the early test produc-

tion wells was fractured by a previous

owner, Johnson said. 

The quantities of fluid and solids

injected in that were much larger than

what BlueCrest plans in any one fracture,

he said.

BlueCrest’s plan involves a series of

incremental small fractures rather than

one big fracture, he said. The technique is

now being used with success by other

companies on the North Slope.

It’s also unclear how the fracturing of

a well almost a mile and a half under-

ground and that is drilled from shore

could have any adverse effects on marine

life in Cook Inlet, the subject of the

group’s concern, Johnson said. l
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OPEN HOUSE

By TIM BRADNER 
For Petroleum News

A laska’s Department of Environmental Conservation

will be rolling out new regulations this fall requiring

registration of fuel tanks from the 1,000-gallon to 420,000-

gallon size.

In concept form the plan will be made public in July, said

Kristin Ryan, director of DEC’s Division of Spill

Prevention.

“Seventy percent of our environmental contamination is

from fuel storage tanks,” mostly in the small to medium-

sizes, Ryan said.

Larger bulk storage facilities are regulated by the DEC

and must file spill contingency plans with the agency. But

the locations of most small fuel storage facilities and even

how many there are is unknown, Ryan said.

“We need to know where they are, and how many there

are, and points of contact for the responsible persons. There

are certainly hundreds of tanks and there may be several

thousand. We need to know how big the universe is,” she

said.

Many small communities in rural Alaska have several

medium-sized fuel tanks, usually with different owners and

operators. “It’s common that a school would have its own

tanks, the village wastewater system its tank, and typically

there is a separate storage facility to supply heating oil and

gasoline to consumers,” Ryan said. 

Operator error at smaller tanks
The bulk of the small spills from these tanks are due to

operator errors, and sometimes maintenance problems, so

the second phase of DEC’s fuel facilities initiative, once the

location and number of tanks is known, is training for oper-

ators, Ryan said.

Becky Spiegel, program manager in the spill response

division, said, “We’re doing this in phases. Right now the

priority is to find out how many and where these tanks are.

We’ll be beginning a discussion of this with stakeholders in

July and hope to have a set of draft regulations by the end

of the year.”

Once these rules are in place, DEC would build on them

with requirements for operator training. Eventually, some

kind of spill prevention and response capability would be

built in, “but this would be a very basic kit,” Spiegel said.

A full-blown regulatory regime like that applying to

large bulk fuel tanks isn’t in the cards for small tank fuel

l G O V E R N M E N T

DEC to require registering small tanks
Regulations expected this fall for fuel tanks from 1,000-420,000 gallons; because of spills from operator error, next step training
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communities in the Interior, Mery said.

The convenient project location in the

Nenana basin would render a relatively

modest oil find economic. Even at an oil

price in the range $50 to $60, a find in the

range of 30 million to 35 million barrels

could be viably developed, Mery said.

Another well planned
In the interest of moving forward

quickly with the appraisal of any find

from the Toghotthele No. 1 well, Doyon

has already started the permitting for a

Toghotthele No. 2, potentially to be

drilled as a delineation well from the

Toghotthele gravel pad later this summer.

By drilling into the target structure in a

different direction from the No. 1 well,

the No. 2 well could establish greater

confidence in any find, enabling a devel-

opment decision without having to wait

until next summer’s drilling season, Mery

said. But Doyon would probably only

drill the No. 2 well this year in the event

of a gas discovery, rather than an oil dis-

covery, he said.

To allow adequate time for well testing

and the drilling of a second well this year,

Doyon started drilling the Toghotthele

No. 1 well on June 1, an earlier date than

the spud dates of previous wells. 

“We wanted to get an early start

because we’re really constricted on the

tail end of the project,” Mery said. It is

necessary to demobilize equipment back

across the Nenana River before the siz-

able drop in river level that typically takes

place in mid to late September, he

explained.

A large acreage
In addition to 400,000 acres in state oil

and gas leases, Doyon owns about 40,000

acres of the subsurface and operates a

Mental Health Trust lease in the Nenana

basin. The Toghotthele No. 1 is being

drilled in state land.

“We’ve got a lot of work to do because

it’s a lot of acreage and it’s still well

underexplored,” Mery said, commenting

that Doyon pays more that $1 million to

the state each year for the right to explore.

Mery has previously commented that

Doyon is making use of state tax credits

in support of its exploration efforts.

Doyon owns about 1.5 million acres of

subsurface in the Yukon flats basin, a basin

north of Fairbanks that has similar geology

to the Nenana basin. The corporation is

currently focusing its efforts on the

Nenana basin because, being closer to

infrastructure than the remote Yukon Flats,

it is cheaper to operate in and could be

more quickly developed, Mery said. Also,

there was initially more information avail-

able about the Nenana basin, he said. l
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There were major changes to Gov. Bill

Walker’s cabinet on June 23, with

announcements that the attorney general

and the acting Natural Resources commis-

sioner were leaving their posts. 

Walker also appointed a new natural

resources commissioner. No replacement

was named for attorney general. 

All the changes were announced in state-

ments from the governor’s office. 

Attorney General Craig Richards, 41,

cited personal reasons for his resignation. 

“I feel I need to re-focus on my family,

which is impractical given the travel and

workload requirements of the job,” he said

in the statement. 

“With great reluctance, I have accepted

Craig’s resignation,” Walker said in the

statement. 

“When I appointed Craig in December

2014 as Attorney General, I knew Alaskans

would benefit from his deep respect for the

law and his vast knowledge of finance. As

the state’s top attorney, work has pulled him

away from his 3-year-old son, and I am

grateful for the sacrifices he and his family

have made in service to Alaska,” Walker

said. 

Richards was not asked to resign,

Walker spokeswoman Katie Marquette said

in an email to The Associated Press. 

Walker has appointed deputy Attorney

General Jim Cantor to lead the Department

of Law until Walker appoints a new attor-

ney general. 

Marquette said the governor will fill the

position as soon as possible. 

Mack named for DNR
Later June 23, Walker picked Andy

Mack, an attorney with oil and gas experi-

ence, as his new commissioner of the

Department of Natural Resources. Mack

replaces Mark Myers,

who retired in

February. 

Mack is a manag-

ing director of Pt

Capital, a private

equity fund. 

He was born and

raised in Soldotna

and is an adviser to

Alaska Native corpo-

rations involved with

North Slope oil and

gas activity. 

Mack worked as a

civil and criminal

defense attorney for

five years and as a

legislative assistant

for more than 10

years. 

Marty Rutherford

has been working as acting commissioner.

The governor’s office announced she is

retiring June 30 after 27 years with the state,

but also on June 23 named her a trustee on

the Permanent Fund Corp. board. 

Richards is Walker’s former law partner

and was the governor’s first choice for

attorney general. 

Richards’ legal experience includes

areas of oil and gas and taxation. He was

involved in long-running litigation by

municipalities over the assessment of the

trans-Alaska oil pipeline system. 

“Given Craig’s knowledge of gas line

issues, I’m certain the state will continue to

benefit from his oil and gas expertise as we

push toward completion of a project,”

Walker said June 23 in the statement. 

The governor’s spokeswoman declined

to clarify that statement or elaborate

whether Richards might have a future role

in the administration. 

“We do not have any further comment

beyond what is in the press release,”

Marquette said. l

l G O V E R N M E N T

Attorney general, DNR commissioner resign
Lindemuth named attorney general

Alaska Gov. Bill Walker has named Jahna Lindemuth to

replace Craig Richards as attorney general. 

In a June 28 statement the governor’s office said

Lindemuth was born and raised in Anchorage and brings

extensive experience in complex commercial litigation,

appeals to the Alaska Supreme Court and 9th Circuit Court

of Appeals. 

Lindemuth is a partner at Dorsey & Whitney LLP and is

head of the firm’s Anchorage office. 

Walker said Lindemuth was one of four finalists he inter-

viewed recently for a vacancy on the Supreme Court and said

he was “struck by her outstanding resume and legal experience.” 

Lindemuth has represented such clients as Cook Inlet Region Inc., Arctic

Slope Regional Corp. and ConocoPhillips Alaska in state and federal court, arbi-

trations and before administrative agencies. 

She earned a law degree from the University of California at Berkeley Boalt

Hall School of Law in 1997. 

Lindemuth lives in Anchorage with her two sons. She will begin her new posi-

tion in early August.

—PETROLEUM NEWS

JAHNA LINDEMUTH

ANDY MACK

MARTY RUTHERFORD

Governor’s response
In a May 17 letter responding the

MacKinnon, Gov. Bill Walker said that

AIDEA anticipates concluding its IEP

negotiations in August or December and

that the requested delay in a development

decision might then defer that decision by

about 60 days, a not unreasonable request.

However, Walker said that before dis-

cussing the matter with the AIDEA board

he would require an analysis of the legality

of the delay and any potential for resulting

litigation.

In a June 29 email AIDEA spokesman

Karsten Rodvik told Petroleum News

that progress continues in confidential

discussions between the parties involved

in the IEP.

In 2015, under the IEP, the two

Fairbanks gas utilities, Fairbanks Natural

Gas and the Interior Gas Utility, began

building out the gas distribution infrastruc-

ture in Fairbanks, in anticipation of an

expanded gas supply for the city. Rodvik

confirmed that no further expansion of the

distribution system has so far taken place

this year. The two Fairbanks utilities con-

tinue to look at ways in which future

expansion and LNG storage can facilitate

consolidating the two utilities into a single

unified system, he said. AIDEA, which

owns Fairbanks Natural Gas, wants to con-

solidate the utilities before spinning them

off to a local control entity.

—ALAN BAILEY

continued from page 13

IEP TIMING

continued from page 13

NENANA EXPLORATION

Positioning well casing for insertion into the
well bore of Doyon’s Toghotthele No. 1 well
in the Nenana basin.
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with Petroleum News

Energy expects to spud the follow-up

well from the Franklin Bluffs drilling pad

sometime in the first quarter of 2017.

Between now and then, the partners

need to complete a preliminary analysis of

a 2-D seismic survey conducted earlier

this year and finalize financing for the

project.

The companies drilled the Icewine No.

1 well in late 2015 to assess the resource

potential of the HRZ shale — one of the

three stacked source rocks in the central

North Slope. 

According to the company, the results

indicated the potential for commercial

development, pending similar results from

the follow-up well. “Analysis of core, logs

and geochemistry indicates compelling

prospectivity based on thermal maturity,

matrix permeability, and resource concen-

tration,” 88 Energy told investors in June

2016.

The goal of Icewine No. 2H is to prove

the production potential of the HRZ shale.

As currently envisioned the well would

proceed directionally for 14,877 feet to a

total vertical depth of 11,100 feet and

include a 3,000-foot lateral through the

target formation. 

With the recent seismic acquisition —

funded with a credit facility from Bank of

America secured against state of Alaska

tax credits — 88 Energy hopes to not only

de-risk the horizontal section of the well

but also identify conventional develop-

ment opportunities. 

Economics
If recent experience holds true, those

opportunities will be important.

To date, the few independent compa-

nies that have tried to develop North Slope

source rocks have struggled to initiate pro-

duction in a region where economies of

scale are both crucial and hard to create.

Unlike a traditional reservoir, where a rel-

atively small number of wells can use

underground pressures to drive hydrocar-

bons to the surface, source rock develop-

ment requires a vast grid of wells to drain

small sections of a formation. 

In recent years, Great Bear Petroleum

Operating LLC and Royale Energy Inc.

both determined that any unconventional

program would require a corresponding

conventional program to fund operations

in the short term until infrastructure could

be developed.

Earlier this year, DeGolyer &

MacNaughton estimated that the HRZ

shale at Icewine contains 985.3 million

barrels of liquids in a mean case. The esti-

mate included both oil and wet natural gas

and condensate. Internally, the companies

believe the prospect contains more than

2.6 billion barrels of liquids in a mean

case. The difference, according to 88

Energy, comes from a disagreement over

how much of the acreage is productive.

Currently, 88 Energy expects to drill as

many as 1,200 wells to develop the entire

Icewine prospect — between 10 billion

and 21 billion barrels of oil in place,

depending on the differing estimates. The

development would include 30 wells each

from 40 pads, with eight processing facil-

ities. By comparison, more than 3,400

wells have been drilled to pursue the

approximately 25 billion barrels of oil in

place at the Prudhoe Bay unit. 

According to 88 Energy assumptions,

each Alaska well would cost between $9

million and $17 million, compared to an

average cost of $7.8 million for a Lower

48 well, according to U.S. Energy

Information Administration estimates.

And other operating costs in Alaska also

appear to be higher than Lower 48 equiv-

alents with the possible exception of roy-

alties, which can vary depending on pri-

vate landowners. All told, 88 Energy is

presenting a range of exploration and

development costs between $27 and $68

per barrel, depending on the total size of

the resource and the severity of its expens-

es.

One undeniable advantage of the proj-

ect is its location, which would require a

15-mile transmission line and a short road

to the trans-Alaska oil pipeline and Dalton

Highway.

—ERIC LIDJI

continued from page 1

ICEWINE FOLLOW-UP
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Some of the other things that we pro-

duce are riding a rollercoaster, too. Gold

rides somewhat of a rollercoaster — sil-

ver and zinc, too. Every one of those

commodities has fluctuation. That is

something we’ll look at in the future.

How do we flat line a little bit with our

budget. We can’t follow every peak and

valley, saying wow we are in an incredi-

bly wealthy state then we are burning

through our savings. We are in a global

market so we don’t have as much control

over this as we would like.

It’s important for us to maintain good

business relationships and keep oil flow-

ing for sure. At the same time, we hear

from a lot of constituents and the best

part of hearing from constituents is we

do get a lot of good ideas from people

and it does give them a place to voice

their frustrations. I think in the future I

hope we continue to look at how do we

diversity this economy. 

It’s more than operating state govern-

ment. The more opportunities that we

have that means our job market is more

rich for those who are out here looking

to work and raise their families and

things like that. A strong job market

keeps home values where they need to

be, keeps money in the state flowing.

People can borrow money and do rea-

sonable things. When it falters — boy I

think I saw oil fall to $27 a barrel once

this year. I think I’m probably like every

legislator in that I go to

www.oilprice.com every morning to see

where that price is.

One of the things I think we’ve done

that I don’t think we should overlook

and I think is really promising. Stopping

the decline and even having an increase

— that means 12.5 percent of the oil that

went down that pipeline belongs to the

state of Alaska. A little bit of climb in oil

prices and a climb in production is good

news for us when it comes to actual dol-

lars. When we start talking about credits,

we always seem to forget about royalty

oil.

Petroleum News: Some people don’t
think that’s a valid argument in the con-
text of oil taxes. Others believe it’s ger-
mane in the argument of government
take. Where do you see it?

Talerico: If we get 500,000 barrels of

oil a day and we get 12.5 percent that

means we get 50,000 to 55,000 barrels

of oil. If the price of oil is nearly $50 a

barrel, I think that’s significant for the

state. That’s much better than when we

were doing 400,000 barrels and getting

12.5 percent of that and oil was selling

at $30 a barrel. That’s simple math —

dollars and cents. I think that tweaks the

spring forecast from the Department of

Revenue. Even their production numbers

weren’t as high as the most recent pro-

duction numbers we’ve seen. We’ll get

the fall forecast to get the adjustment. I

wish I could say things are going to stay

the way they are and we are going to

keep that volume and keep watching

prices climb. I can’t say that. If they do,

that’s a positive for us. Best statement is

that’s money in the bank. That’s reason-

ably simple math.

Petroleum News: OK, let’s say in
January, you’re back here for another
term and oil is approaching $100, what
do you do as a legislator, whether you’re
back as co-chair of Resources or in
another position, what do you do to
remind people of what it was like when
you started in office?

Talerico: That’s something I think is

going to take a particular amount of dis-

cipline from the Legislature. If that

climbs back up there, there is the savings

we depleted that we should restore. This

might be a really valuable lesson for us.

We still need to look for those efficien-

cies in government. We still need to right

size our government for the number of

people who live in Alaska. There might

be something to that in some areas. I

don’t think we step back and relax and

say, “Wow, we are OK.” I think we need

to keep everything under a microscope,

hopefully the lesson we learned from

this dip will help us re-establish our-

selves, rework ourselves to where we

are: a little leaner and a little meaner. 

I’m still thankful to legislators who

came here before me and put money

away. But our budgets had grown sub-

stantially. I’m looking at stuff that was

done in 2007. We had fees for people

who had certificates and licenses to do

business in the state of Alaska. Back

then I think we decided to subsidize that.

It used to cost $200; we cut it to $50. We

had money. What do you tell con-

stituents at the time? The state is bring-

ing in all sorts of money, but you’re still

charging me all of these fees. There was

a lot of pressure to bring that down. We

might have learned that lesson. Before

we make that move, we might want to

look further out into the future.

You know one of the things that I

dealt with over the last couple of years,

which wasn’t very popular when I first

put it out there, and that’s HB 137, the

hunting and fishing fees. Quite honestly

we hadn’t done anything with resident

fees for nearly a quarter of a century. We

hadn’t done non-resident fees for over

17 years. In the meantime we are watch-

ing the federal government collect excise

taxes from firearms and ammunition.

Regardless of whether you think it’s

the current administration that created

the rush on guns and ammo a few times,

but this Pitman Robertson account is

growing like mad. All of our matching

funds are based on license fees and tag

fees and we haven’t raised them in a

quarter of a century. We are missing out

on a three-to-one matching fund on

Pitman Robertson funds; Dingall

Johnson funds I don’t think pay out

three-to-one. That’s for the fishing fees.

But what it does is eliminates a fair por-

tion of our undesignated general funds

paying for our fish and game services,

and frees it up to be used somewhere

else. 

So those are the kinds of things I’m

talking about when I say looking else-

where (away from the oil industry). It’s

not a $100 million hit, but it’s millions

of dollars that can be transferred back

over to the general fund. 

As we make these adjustments, I’m

hoping we start to see some things level

out a little bit. Somebody told me you’re

taking money from other states where

they buy guns and ammo. We buy a lot

of guns and ammo up there. You know I

think a fair portion of those funds we are

going to get back are funds we con-

tributed to. I’m hoping as we go, we can

find more of those things.

I realize oil is going to be in the dri-

ver’s seat as far as revenues go. We’ve

put all of our eggs in one basket for a

while. It’s not out of the question that we

need to diversify and we need more

industries. I think what some of the

younger people are looking at, they are

thinking Alaska has produced a lot of

raw products. But what do we do to

build an entire industry?

Petroleum News: Nobody knows what
next year’s legislative makeup will look

continued from page 5

TALERICO Q&A PIPELINES & DOWNSTREAM
Alyeska 36-hour shutdown June 25-26

Alyeska Pipeline Service Co. completed a 36-hour major maintenance shut-

down of the trans-Alaska oil pipeline June 25-26. 

North Slope field operators typically schedule maintenance work around the

annual pipeline shutdown and to take advantage of milder summer weather. 

Both BP and ConocoPhillips had scheduled maintenance activity at fields

which they operate. 

ConocoPhillips Alaska spokeswoman Natalie Lowman said scheduled mainte-

nance at the Kuparuk River Unit’s Central Processing Facility 1 was scheduled to

start in late June and last approximately three weeks. 

A scheduled maintenance shutdown at Alpine, Lowman said, is planned for

late July and will also last about three weeks. 

As reported in the June 19 issue of Petroleum News, BP’s summer mainte-

nance, a scheduled turnaround at the Prudhoe Bay seawater treatment plant, was

underway prior to the Alyeska shutdown. 

Alyeska had work scheduled at Pump Station 1 and at the Valdez Marine

Terminal, as well as an annual inspection and maintenance of the Pump Station 9

power substation. 

—PETROLEUM NEWS

BSEE increases maximum civil penalty
The federal Bureau of Safety and Environmental Enforcement has announced

an increase in the maximum civil penalty for violations of the Outer Continental

Shelf Lands Act. In an interim final rule that will become effective on July 18, the

maximum penalty will increase from $40,000 to $42,017 per day for each viola-

tion, BSEE says.

“BSEE uses civil penalties as an enforcement tool to deter unsafe practices that

are not in compliance with regulations,” said BSEE Director Brian Salerno. “We

review penalty rates annually to make sure they keep pace with inflation. This

ensures they remain a mechanism that emphasizes to industry the importance of

safe and environmentally responsible operations.”

BSEE says that it imposes civil penalties when an operator on the outer conti-

nental shelf “fails to correct a violation that has been recorded or commits a vio-

lation that constitutes a threat of serious, irreparable or immediate harm or dam-

age to life, property, any mineral deposit, or the marine, coastal or human envi-

ronment.”

Under a federal statute the agency must periodically adjust the maximum per-

missible penalty in line with the consumer price index. BSEE’s last inflation

adjustment took place in 2011. The agency determining that no adjustment was

warranted in 2014 and 2015.

—ALAN BAILEY

State will charge for use of the GMC
As one of a couple of bills signed by Gov. Bill Walker on June 23 to increase

state revenues, Senate Bill 170, authorizing Alaska’s Division of Geological and

Geophysical Services to set and collect fees for the use of the Geologic Materials

Center in Anchorage, has become law. 

“With a $4 billion budget deficit, we must leave no stone unturned as we look

for new ways to fund state government,” Walker said at the time of the bill sign-

ing. “I thank Senator Giessel for bringing this legislation forward, and for finding

new ways to reduce the draw on unrestricted general funds.”

The Alaska Department of Natural Resources operates the center in coopera-

tion with the U.S. Bureau of Land Management, the U.S. Geological Survey and

the U.S. Bureau of Ocean Energy Management. The center contains a major

archive and library of Alaska rock samples and holds an almost complete collec-

tion of core and drill-cutting samples from oil and gas wells drilled in Alaska and

on the Alaska outer continental shelf. The collection at the center also includes

numerous microscope slides from well samples and many thousands of rock sam-

ples from the mining industry.

Under the new legislation the division can collect fees for the rental of space

for confidential sample storage; the rental of sample viewing facilities; the

retrieval, processing or sampling of geological material; the use of equipment in

the center; and for analyses, maps, reports, data or other products authorized by

the division. There is a provision to allow the waiving of some fees for the use of

the center by students for educational purposes.

—ALAN BAILEY

GOVERNMENT
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WE KNOW PIPES, INSIDE AND OUT.                     

Anchorage Honolulu Los Angeles

• Commercial Diving
• Marine Construction Services
• Platform Installation, Maintenance and Repair
• Pipeline Installation, Maintenance and Repair
• Underwater Certified Welding
• NDT Services
• Salvage Operations
• Vessel Support and Operations

• Environmental Services
• Oil-Spill Response, Containment and Clean-Up
• Hazardous Wastes and Contaminated Site Clean-

Up and Remediation
• Petroleum Vessel Services, e.g. Fuel Transfer
• Bulk Fuel Oil Facility and Storage Tank

Maintenance, Management, and Operations

American Marine
Services Group

6000 A Street, Anchorage, AK 99518

907-562-5420
Deadhorse, AK

907-659-9010
www.amarinecorp.com  •  www.penco.org

alaska@amarinecorp.com

like and even from there the caucus
make up. With that in mind, would you
like another term as co-chair of
Resources?

Talerico: Now that I’ve had one

behind me, I think I wouldn’t mind

doing that. That would certainly be up to

people who cast a vote. I’ve gained all

this perspective on oil and gas, plus all

of our other resources. I think I would be

interested in that if I’m successful. 

One of the things I think is very inter-

esting is I’m looking at some of the

retirements coming up. You’ve got Sen.

(Johnny) Ellis with his institutional

knowledge; we can’t replace that with a

new person. Then there’s Sen. (Charlie)

Huggins and Sen. (Lesil) McGuire. 

On the House side, the very unfortu-

nate passing of Rep. Gruenberg, who

although we were on different sides on

the aisle, when I was a staffer I got to

work with him a little bit. We were on

the same floor. I’ve got a picture I keep

on my phone of Rep. Gruenberg and I

talking about HB 137. He’s a great

wordsmith so we won’t have that in our

halls.

Rep. (Kurt) Olson is leaving. Rep.

(Mike) Hawker is leaving: So we are

losing the Labor and Commerce chair

(Olson) and the LB&A chair (Hawker);

both on Resources, by the way. Nobody

crunches numbers as fast or better than

Rep. Hawker.

Those who return and are serving

now will have to step up their game. I

think a lot about that. The hardest part

for me to return, all of those people,

regardless of their affiliation, we’ll miss

those folks. We really will.

One of the things that’s promising is

there are a lot of good people in this

building who work pretty hard and I

think we’ll be able to fill some of those

shoes, but it’s going to require an extra

effort. There will be a different makeup

of the Resources Committee no matter

what. So if it happens, it will be a little

odd for a guy in his second term; I’m

going to look around the room and see

I’m one of the senior people in this

room. It’s going to be felt all over. l

continued from page 17
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facilities. “We’re not interested in having a

program that doesn’t work for people,” she

said. “A system similar to what is done for

large bulk facilities is too complex for small

operations,” Spiegel said.

Plans required for larger tanks
Large fuel tanks, or combinations of

tanks in one facility that store more than

420,000 gallons must have an approved

spill contingency plan from DEC that

includes not only a spill containment and

cleanup capability but preventative and

maintenance measures, including corro-

sion control and periodic inspections,

Spiegel said.

There are 141 contingency plans cur-

rently approved for bulk fuel and crude oil

facilities in the state, but this isn’t an accu-

rate count of large fuel facilities because

they include bulk fuel vessels and pipelines.

One contingency plan can also cover sever-

al tank facilities, however.

Contingency plans must be renewed

every five years, and in any one year several

are in the renewal process, Spiegel said. l

continued from page 14
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yield an expected uptick in production.

The local independent filed for bank-

ruptcy protection under chapter 11 after

Aurora Well Service LLC, Shirleyville

Enterprises LLC and Tank-A-Lot Inc.

filed an involuntary petition with the court

in early May. According to the court, as of

June 1, Aurora owes its 20 largest credi-

tors nearly $1.5 million. In addition to the

three petitioners, Aurora owes more than

$100,000 to four other Alaska-based com-

panies: Tyonek Contractors LLC, Tyonek

Native Corp., Alaska Eco Resources LLC

and AIMM Technologies Inc.

Aurora is one of the oldest independent

oil and gas companies operating in Alaska. 

The utility Aurora Power Resources

Inc. created Aurora Gas in 1999 as an

exploration and production arm, at a time

when major consolidations throughout the

oil industry were creating opportunities

for smaller companies to pursue over-

looked fields in Alaska. In August 2015,

Rieck Oil Inc. acquired Aurora Gas from a

consortium of previous owners. 

Aurora currently operates five produc-

ing natural gas fields on the west side of

Cook Inlet — Nicolai Creek, Lone Creek,

Moquawkie, Albert Kaloa and Three Mile

Creek.

Earlier this year, in a presentation to

Alaska lawmakers, Aurora proposed a

major development program for the

remainder of 2016 and 2017, including

two extension wells at west Moquawkie,

an extension well and a step-out well at

Nicolai Creek. The presentation also

included potential projects contingent on

the results of a package of 3-D seismic

over the region that the company was

looking to acquire from Apache Corp.

—ERIC LIDJI

continued from page 1
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Alaska production by 2018 if devel-

oped as now planned.

“While we are certainly disappoint-

ed that Governor Walker chose to

ignore the state’s previous commit-

ments to small oil companies investing

in Alaska, we are hopeful that some

sort of accommodation can be worked

out,” said Benjy Johnson, president of

BlueCrest Energy.

“The governor reiterated that the tax

credits are a continuing obligation of

the state and that his veto did not make

those payments obligations go away,”

he said. 

Payments delayed
Although current year funding is cut

the payments are only delayed, state rev-

enue officials reaffirmed. Ken Alper, the

state tax director, said the structure of the

program, although now scaled down,

remains intact.

Companies earning tax credits, most-

ly small independents, will eventually be

paid when an appropriation is approved.

They are meanwhile free to sell them to

third-party buyers, such as major Alaska

producers, who are able to use them as

credits against their own state production

tax liability. The credits would likely be

purchased at a discount, however.

In the new tax law tax approved June

29 the incentive credits for Cook Inlet

development are being largely phased

out over two years.

Those include tax credits for 20 per-

cent of capital investments; 40 percent of

well lease expenditures and 25 percent

of net operating losses in Cook Inlet.

On the North Slope, a 35 percent

credit for net operating losses will con-

tinue, a point of contentious by critics of

the program in the Legislature. Other

North Slope tax credits have ended,

however, including the 20 percent capi-

tal investment tax credit that was

repealed in 2013 by the Legislature.

While the state is essentially writing

IOUs to explorers and new developers,

the backlog of payments due on credits

is building.

Applications total $693 million
Alper said to date the state

Department of Revenue has received

tax credit applications totaling $693

million, mostly for work done in 2015. 

This includes $200 million in prior

tax credits carried forward from last

year left after the governor vetoed $200

million of the appropriations, which

had totaled $700 million. 

To date the state has made full pay-

ment on $485 million of the tax credits

approved for last year, Alper said,

which is close to the $500 million

allowed by the governor after his veto.

As IOUs by the state, the tax credits

become a financial liability although

they are only a “moral obligation” sub-

ject to payment on appropriation by the

Legislature. While not legally obligat-

ed to pay, the Legislature has a good

track record of honoring moral obliga-

tions. 

Credibility an issue
However, the erratic nature of the

state’s actions on the tax credit pro-

gram is undermining the state’s credi-

bility. 

Benjy Johnson, at BlueCrest, said

“What (the governor’s action) did is

create a tremendous distrust of the

state’s integrity going into the future.

Unless something is worked out to help

the small oil companies work through

the payment delay, this is going to have

a long term negative impact to the state

and will surely come into play as the

state tries to obtain financing for new

capital programs.”

The governor’s veto actions mainly

affect the tax credit payments made to

small explorers and developers. Large

North Slope producers BP,

ConocoPhillips and ExxonMobil, and

Hilcorp Energy in Cook Inlet, are not

eligible for cash refunds for the credits.

Those companies are still eligible for

credits on net operating losses, but the

credits must be applied to their future

production tax liability, not taken in

cash payments. l

continued from page 1
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gives them more significant control over the project. 

He said he didn’t necessarily support equity-based

financing for major infrastructure in Alaska because if the

pipeline is built it will lower the barrier to develop North

Slope resources, providing a significant transportation cor-

ridor and if there was open access to that pipeline provid-

ing capacity for newcomers. 

Meyer said it’s a cost of capital issue — when times are

tight an equity based model has a somewhat higher hurdle

because producers have a higher cost of capital than infra-

structure investors. 

In response to a question from Rep. Dan Saddler, R-

Eagle River, on why Meyer was recommending a shift in

the project structure, Meyer said his basic charge was to

see how AGDC can get the project moving, pick up the

pace and see if the project can hit the next market window

in the mid-2020s. 

That’s what the discussion is about, he said: is there a

different structure that may lend itself to infrastructure

financing, federal tax exempt financing. 

Meyer said while he has suggested the state could

increase its ownership share, there isn’t a link between

share and funds that need to be invested. That’s only for an

equity project. 

On an infrastructure project, he said, the majority of

project investment can come from large infrastructure

funds that take a lower rate of return. 

The producers are welcome to be owners, Meyer said,

but if the project is done right it won’t meet hurdle rates for

the producers, while for infrastructure funds the returns

will be very attractive. 

Meyer said that on the current path the project it is not

going forward; the issue, he said, is should the project be

slowed down or should we try something different. 

The producers are willing to work collaboratively, he

said, and discussions are underway on what can be done

differently. 

Meyer said he was not suggesting that work has been

wrong or that the path is wrong, but the market has

changed rather significantly. And in a downturn you can

delay or look for something different. There is enough sup-

port among the state’s partners to look for something dif-

ferent, he said. 

Sen. Mike Dunleavy, R-Wasilla, asked how Meyer

came to the conclusion that the project was not moving for-

ward. 

Meyer said there was some disagreement on the pace of

FEED, and probing deeper he found the parties were not

aligned on going to FEED. 

Hawker asked for any concept documents on the pro-

posed changes that AGDC has presented to the producers

and Meyer said those could be forwarded. He said the

AGDC team wants to provide what they’re going for, but

not the blow-by-blow negotiating documents, which

become confidential once producer comments are incorpo-

rated. 

Under the commercial framework concept Meyer pre-

sented to the committees AGDC would form a special pur-

pose entity which would be the project company, which

would have principles designed to keep the project on track

with competitive rates. The project company would engage

competent technical and commercial advisors. 

He said the roles of the producer parties might change

because while AGDC’s aim is to keep project participants

together, some may choose not to invest in the next stage. 

He also said the framework would allow parties to par-

ticipate and exit with minimal impact on the project pace. 

And under the concept project ownership may not

equate to gas ownership. 

The project company would be a midstream business

and there would be the potential for alternative financing

with federal tax reduction options, lower-cost third-party

equity investors and non-recourse debt to minimize finan-

cial exposure. 

Hawker questioned decoupling the state from the risks

of ownership. 

The state has two choices, Hawker said: a cautious and

deliberative approach or a more aggressive approach

where AGDC takes the lead, owns the entity and a third-

party would fund it. 

Hawker asked how the state’s risk in the project would

be managed and said the state has positioned itself to min-

imize risk and maximize benefits. With ownership comes

risk. 

Meyer said the proposed changes would decrease risk

because under an open equity structure there is significant

cost overrun risk. 

Hawker said risk hedging means the owner transfers,

offloads the risk. But, he said, for less risk you pay a price

and receive less somewhere along the way. 

Meyer agreed that you have to pay to give up risk, and

said the contractor would charge you for taking some of the

construction risk. 

Hawker questioned whether if the state owned the proj-

ect and laid off risk through an artificial entity and secured

financing on a non-recourse basis, if it could really walk

away if the project failed and the investors lost. He asked

if the state could abrogate that much risk and whether there

would be the risk that investors would “pierce the veil” and

go after the permanent fund. 

Meyer said risks would have to be identified, quantified

and acceptable to the state before it took them on. 

Under either structure, Meyer said, the risk has to be

acceptable to the state or the project wouldn’t go forward. l
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41 percent of respondents agreed the

National Energy Board made the right deci-

sion in May when it recommended approval

of the Trans Mountain expansion subject to

157 conditions. (Only 24 percent disagreed

with the NEB, while 35 percent were unde-

cided. In British Columbia, which faces the

most heated opposition to the project, 41

percent supported the NEB and 34 percent

were opposed.)

“What I’ve heard from business commu-

nities is that they’ve recognized that ignor-

ing community voices, trying to run

roughshod across environmental concerns,

has resulted in not getting pipelines and

projects built that people wanted,” he said. 

Trudeau said the failure by the govern-

ment of Prime Minister Stephen Harper to

obtain “social license” created a barrier to

pipeline plans and has forced the energy

industry to acknowledge that it now needs

“broad support.”

Whatever progress Kinder Morgan

might have made towards swaying the

Trudeau government, opposition to the

project has intensified, with the City of

Vancouver now joining a First Nation and

two environmental groups in launching a

court challenge to quash the NEB’s

endorsement of the plan to triple capacity

on Trans Mountain to 890,000 barrels per

day.

Mayor Gregor Robertson said the regu-

latory review by the NEB was “flawed and

biased” because it ignored scientific evi-

dence on the consequences of a major oil

spill and the impact of associated green-

house gas emissions. 

“An expanded Kinder Morgan pipeline

is not in Vancouver or Canada’s economic

of environmental interest,” he said in a

statement.

The city is also asking the Federal Court

of Appeal to prevent the federal government

from making a decision until after the NEB

conducts a “lawful” review of Kinder

Morgan’s application.

Although it comes too late to affect the

Trans Mountain case, the Trudeau govern-

ment has announced it will overhaul the

NEB’s mandate as part of an effort to

rewrite and strengthen environmental laws.

Natural Resources Minister Jim Carr

said the strategy to “modernize” the federal

regulator’s role will give Canadians “trust in

the regulatory process” and “restore credi-

bility” to the system.

As part of the changes, Environment

Minister Catherine McKenna said a panel

will be established to review current envi-

ronmental-assessment laws. 

Fisheries Minister Dominic LeBlanc,

who said his department will ensure the pro-

tection of fish habitat, said Canadians “want

us to ensure that economically beneficial

and environmentally responsible projects

are advanced and projects with minimal

benefits and high risks are not.”

Candice Bergen, a Member of

Parliament for the opposition Conservative

Party, said Trudeau is creating “massive

uncertainty when it comes to building

pipelines.”

Also in the uncertain category is when

and how the Trudeau administration will

meet a promise made in last year’s federal

election campaign to “formalize” a ban on

oil tanker traffic off the northern British

Columbia coast.

“We’re working every day to get both

the environmental and the economy protect-

ed right across the country,” Trudeau told

PostMedia.

Beyond that he would not say whether a

ban will be imposed by early 2017 — the

deadline promised by Transport Minister

Marc Gurnee. 

But Trudeau, who has repeatedly voiced

opposition to Enbridge’s Northern Gateway

project to ship 525,000 bpd of oil sands

bitumen from Kitimat, said again that

“crude oil supertankers have no place” in

that region.

Gavin Smith, a staff lawyer with West

Coast Environmental Law, said that a ban

imposed through legislation or regulation

would give the government time to deter-

mine what offshore geographic area it want-

ed to cover and deal with possible diplomat-

ic issues with the United States.

Enbridge, which was required under the

terms of the NEB’s 2014 approval of

Northern Gateway to start construction by

the end of 2016, recent asked the NEB for a

three-year extension of that permit to the

end of 2019.

The company said the extra time would

allow it to increase community and aborig-

inal support.

Smith said it “could be more palatable”

for the federal government to refuse

Enbridge’s request for an extended lease

“on the grounds that it was granted a federal

approval but failed to meet its conditions.”

That would in turn set the stage for the

“natural death” of Northern Gateway and

allow the government to act quickly on a

tanker ban, he said. l

The price of delays 
Canada’s oil producers’ lobby group has made clear the cost of stalling on new

pipelines by trimming 1.4 million barrels per day from its targeted output by 2030.

Although volumes are expected to grow over the next 14 years, the rate will be

slower than expected in the conventional and East Coast sectors, the Canadian

Association of Petroleum Producers said in its annual forecast.

All told, the industry is counting on 4.9 million bpd in 2030, up 1.1 million bpd

from the forecast for 2016, but far short of the 6.4 million bpd in the outlook CAPP

issued in 2014.

The report said oil sands producers intend to add 850,000 bpd between 2015 and

2021, largely from projects begun before oil prices started their slide in 2014.

Another 700,000 bpd is expected between 2021 and 2030, despite cancellations or

postponements of major projects over the past two years, CAPP said.

Aside from the economic factors which have cut into anticipated growth, CAPP

said the numbers are affected by a desperate shortage of new pipeline capacity.

“The need to build new infrastructure within Canada is clearly urgent,” said CAPP

President Tim McMillan.

“New pipelines will deliver more Canadian energy (to markets), build our coun-

try’s prosperity and help Canada meet the world’s growing energy needs.”

McMillan said the Canadian industry is “sitting on a knife’s edge,” noting that its

pipeline system is limited to only 4 million bpd, with current output at 3.98 million

bpd.

What is keeping Canada’s upstream sector moving ahead is the rise in global

demand, with all forecasts showing that the demand for crude oil will “increase fairly

substantially between now and 2030,” McMillan said, adding that Canada can be “that

supplier of choice.”

Despite repeatedly slashing their capital budgets, Suncor Energy and Husky

Energy are among the oil sands producers poised to generate significant cash flow as

commodity prices edge back into the US$50-US$60 a barrel range this year, said ana-

lysts at Citigroup Capital Markets.

However, they said growth prospects remain challenged, even after accounting for

deflation and lower natural gas input costs, adding that companies will need to signif-

icantly lower costs under a scenario in which U.S. shale output caps future oil prices

at or under US$75.

“The large upfront costs of the oil sands also pose a challenge in a volatile oil price

environment by exposing capital for a longer period,” the Citibank analysts said.

CAPP said it expects its member companies will spent C$17 billion on the oil

sands this year.

—GARY PARK
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pening rather than as a means of definitive

price prediction.

“Even in the very near term there’s a

wide spread in how we look at oil prices,”

Sieminski said. “You should be very, very

careful assuming that those point forecasts

are going to give you the right answer.”

Against a backdrop of an assumed U.S.

economic growth rate of 2 percent per year,

EIA has assessed a range of potential future

scenarios, from scenarios involving low

world oil prices to high oil prices, and

including various possibilities for future

energy regulation in the United States. The

low oil price case predicts a price of about

$50 in 2030, while the high price case raises

the price level to nearly $200. And an analy-

sis of oil option market prices indicates oil

prices ranging anywhere from $25 to $80

over the next year or so, Sieminski said.

Oil production
The EIA sees the rising oil price driving

a corresponding increase in U.S. oil produc-

tion, although the rate of increase is sensi-

tive to further advances in production tech-

nologies. But the agency’s oil production

forecast shows Alaska production steadily

declining to near zero by 2035.

In response to a question about the

Alaska forecast, Sieminski said that produc-

tion from the oil fields on the North Slope is

declining and that the EIA data reflect exist-

ing regulations that do not allow oil devel-

opment in areas such as the Arctic National

Wildlife Refuge.

“Unless more oil is found in Alaska or

along the (trans-Alaska) pipeline right of

way, it’s very possible that the Alaska

pipeline itself, which delivers oil from the

northern part of the state to Valdez, would

end up shutting down,” Sieminski said.

In terms of U.S. liquid fuel demand, the

share of energy consumption by light-duty

vehicles in the United States continues to

grow. But proposed new vehicle fuel econ-

omy standards, if implemented, would

reduce the relative share of energy con-

sumption by these vehicles while also level-

ing off the use of diesel fuel by medium-

and heavy-duty vehicles. The subsequent

drop in diesel oil demand could cumulative-

ly amount to a much as 2.5 billion barrels

from 2021 to 2040, the EIA report suggests.

Natural gas
When it comes to natural gas, EIA, in a

low price scenario, sees the possibility of

Henry Hub market prices in the United

States remaining below $4 per million Btu

for several decades, while, at the high end,

prices could rise to about $9 by 2040. The

reference case suggests a price climbing to

about $4.50 by the mid-2020s and then lev-

eling off. A robust natural gas resource base

coupled with production competition will

tend to keep prices down, Sieminski said. 

But, with a continuing upsurge in shale

gas production in the United States, EIA

anticipates continuing strong growth in U.S.

gas production despite the soft price out-

look, with the country becoming a net

exporter of gas sometime around the middle

of 2017, as domestic production overtakes

domestic consumption. In the near term the

agency anticipates the exporting of lique-

fied natural gas from the United States and

the export of pipeline gas to Mexico, with

gas imports from Canada dropping a bit,

Sieminski said.

Electricity generation
The EIA expects electricity generation

and industrial gas usage to drive growth in

natural gas demand in the United States.

Residential gas demand will likely flatten.

The agency anticipates U.S. electricity

use continuing to grow. However, the rate of

growth will continue a multi-decadal down-

ward trend, thanks to moves towards less

energy intensive industries in the U.S. econ-

omy, higher electricity prices and improved

energy efficiency. 

Questions over whether the Obama

administration’s Clean Power Plan will be

implemented, the manner in which it is

implemented and implementation of the

plan beyond 2030 figure large in some of

the energy cases that the EIA has considered

and, in particular, the impact of those cases

on future power generation. EIA’s reference

case for the Energy Outlook does assume

that the Clean Power Plan will be imple-

mented, Sieminski said.

The carbon dioxide emissions targets

under the Clean Power Plan will tend to act

as an accelerator for energy trends which

are already underway. Implementation of

the plan will challenge all U.S. regions that

produce coal although, given the decline

that has already taken place in the coal

industry in the Appalachian region, coal

production in the west will now be particu-

larly impacted, Sieminski said.

Growth in renewables
Under the Clean Power Plan the agency

sees natural gas and renewable energies, in

particular wind and solar power, overtaking

coal as the primary energy sources for

power generation by 2030. If the Clean

Power Plan does not go into effect, coal

demand will likely remain level, with only

natural gas overtaking coal in the power

generation mix. Implementation of the

Clean Power Plan would raise electricity

prices by some 4 to 7 percent in 2030, EIA

has estimated.

However, the declining capital cost of

wind and solar is driving the uptake of these

technologies.

“So even without the Clean Power Plan

we are expecting quite a bit of increase in

wind and solar generation,” Sieminski said.

In general, the growth in the use of tech-

nologies such a solar power will increase

the tendency for buildings to generate their

own power, thus dampening the demand for

centralized electricity power generation.

Implementation and extension of the Clean

Power Plan will tend to accentuate this

trend, the EIA thinks.

Falling energy intensity
The EIA expects continuing reductions

in energy intensity, the amount of energy

consumed per unit of economic activity,

with the reduction largely offsetting

growth in the U.S. gross domestic prod-

uct. As a consequence, overall U.S.

growth in energy consumption will be

slow, the agency thinks. At the same time,

a shift towards fuels that contain low car-

bon content or no carbon will cause the

U.S. carbon dioxide intensity, the volume

of carbon dioxide emitted per unit of eco-

nomic activity, to continue to fall. The

falling cost of solar power and the increas-

ing use of natural gas will particularly

push a drop in carbon dioxide emissions,

the EIA thinks.

The EIA also anticipates that the ener-

gy consumption per person will fall slow-

ly in the United States, as a consequence

of improved appliance and vehicle effi-

ciencies, and because of a tendency of the

retiring “baby boomer” sector of society

to move from cooler to warmer regions of

the country.

Industrial energy consumption will

tend to grow, but with the petroleum feed-

stock’s share of the energy mix rising

while coal’s share drops, the EIA predicts.

“We are expecting to see more natural

gas consumption, especially for feed-

stocks,” Sieminski said. “Lower natural

gas prices mean a lot more natural gas

being used in the petrochemicals and fer-

tilizers industries, as well as just general

industrial output.”

—ALAN BAILEY
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