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Experts
We take on the toughest jobs in the most

challenging environments on earth. We've

pioneered construction techniques using

state-of-the-art technology and devised

customized equipment to overcome the

obstacles Mother Nature puts in our way.

Alaska Interstate Construction, LLC.

The toughest jobs in the most challenging environments.
(907) 562-2792 = www.aicllc.com
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FOREST OIL CORPORATION
ANCHORAGE OFFICE
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WWW.FORESTOIL.COM

DISCOVER OUR DEPTH

Peak Provides

e Gravel Hauling

* Road Maintenance

¢ Ice Road Construction
® Module Fabrication

¢ Rig Support

North Slope * Cook Inlet * Valdez

¢ Equipment Maintenance
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e Qil Spill Response
¢ Tank Cleaning



http://www.forestoil.com
http://www.peakalaska.com/

THE INDEPENDENTS e

GUEST EDITORIAL

D Page 5

Dispelling the ‘Alaska Fear Factor’

By MARK MYERS
Alaska Division of Oil and Gas Director

rationists that Alaska has the highest

potential in North America for giant
onshore and near-shore oil and gas discov-
eries.The facts speak for themselves that
the North Slope is in a class of its own with
respect to hydrocarbon generation
and migration.

Alaska’s natural gas potential is
also likely to be world class. For
example, historically most North
Slope oil exploration wells have ;
encountered respectable shows of T /
gas.With the exception of Cook [ =&~ *
Inlet, no other basin within the & ~=Y
state has undergone significant -
exploration for gas. Basic geologic ~ Mark Myers, direc-
data and the few wells present in  tor, Alaska Division
many of Alaska’s onshore basins ~ ©f Oil and Gas
suggest all the elements for substantial gas
accumulations are present.

Despite all this potential, historically
only a small portion of the energy industry
has been active in Alaska.

Why?

Some call it the “Alaska Fear Factor”

The fear factor contains multiple per-
ceived and real issues including; difficult,
lengthy and uncertain permitting process-
es, lack of access to high potential areas,
lack of access to well and seismic data, high
drilling costs, difficult working environ-
ment, lack of access to equipment and pro-

| share the view with many explo-

When you need a
company committed
to your resource
exploration or
development project.

duction facilities, and long distances and
high transportation costs to market.

Fear factor being addressed now

The good news is that while none of us
are in control of the weather or plate tec-
tonics, many of the other concerns have
been or are actively being addressed by
innovative companies and government

agencies that want to see explo-
ration and development go for-
ward.

Let’s take the factors one at a
time, first permitting.

The state of Alaska has made

great strides in streamlining its per-

mitting process by placing many
previously scattered functions
within the Department of Natural
Resources. Agencies including
DNR, the Alaska Oil and Gas
Conservation Commission and the

Department of Environmental
Conservation are coordinating and assisting
each other to a much larger extent than
previously. The improved permitting
process along with high quality applica-
tions is bearing fruit.

North Slope gets new
operators, all independents

For example, last winter two new
explorers to the North Slope, Pioneer
Natural Resources and Armstrong
Resources rapidly permitted, drilled and

tested three wells off ice islands in the
Beaufort Sea.

Additionally, EnCana drilled in deeper
water with the SDC, and Winstar Petroleum
completed a directional well from onshore
to an offshore exploratory drilling location.

Prior to last year none of these compa-
nies had operated a well in Alaska, let alone
one in the historically difficult to permit
Beaufort Sea.

Access to land escalating

Access to high potential land is dramati-
cally improving.The state has proposed a
2005 lease sale for onshore and state
waters on the Alaska Peninsula; the Bureau
of Land Management is considering open-
ing up a much larger portion of the
National Petroleum Reserve-Alaska to leas-
ing; and the Minerals Management Service
has restarted its offshore leasing program.

Efforts are continuing on all fronts to
open up the 1002 portion of ANWR to leas-
ing.

Finally, the state currently has issued five
exploration licenses and a sixth solicitation
is in process north of Bristol Bay.

Access to data increasing

Access to data is improving.

For example, soon you will be able to
directly download well log curves from
publicly available wells off the web from
AOGCC and you can currently download

see MYERS page 10

Services:

O Strategic Regulatory Planning
O External, Native and Stakeholder Relations
O Permit Pre-Application, Review
Process Coordination, and Approval
Acquisition
O Compliance Systems and Field Coordination
O NEPA Documentation and Process
Management

© Due Diligence Evaluations and Site Studies

O Right-Of-Way (ROW) and Land
Administration/Management

@ Geographic Information Systems (GIS)

O Specialized Professional Labor Resources
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AOGA president: Alaska on track

By STEVE MARSHALL
AOGA President

ewis and Clark. Rogers and Astaire.
L Montana and Rice. Ben and Jerry.

Each a premier performer in his or
her own right ... together, powerful com-
binations that have set the pace for all oth-
ers in exploration, entertainment, sports ...
ice cream marketing.

Alaska’s oil and gas independents and
majors.

Each has a distinct and vital role to play
in maximizing reserves and recovery on
the North Slope and in Cook Inlet ...
together, they hold the key to the state’s
ability to realize its full potential as a
world-class oil and gas province.

For the majors, the key role is continu-
ing to do exactly what they’ve been doing
in Alaska for the past 30 years: investing
billions of dollars in developing and main-
taining facilities and other infrastructure to
commercialize the vast oil and gas
resources in the huge fields like Prudhoe
Bay on the North Slope and the McArthur
River field in Cook Inlet.

New set of investment opportunities emerging

For many years, basic economics
severely restricted the roster in Alaska’s oil
and gas industry. The sheer magnitude of
the capital requirements to develop large
fields in remote areas meant major oil and
gas companies were the only ones that
could afford to invest here.

But as Alaska’s huge oil and gas fields
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have matured, a new set
of investment opportu-
nities is emerging in the
smaller, more marginal
fields that remain.

And with it, a new
set of investors who
not only are smaller and
nimbler, but also highly
aggressive and entrepre-
neurial. Enter the inde-
pendent producers.

Just as billions of bar-
rels of reserves in the large fields would go
untapped if it weren’t for the huge ongo-
ing infusions of capital that only the multi-
nationals can provide, so, too, would mil-
lions of barrels of resources in these small-
er fields if not for the risk-taking and
investments of the independents.

Those barrels translate into jobs for
Alaskan workers. Business opportunities
for Alaskan companies. Long-term revenues
for state government and local communi-
ties.A longer and healthier life for North
Slope and transportation infrastructure like
the trans-Alaska pipeline.A broader-based
and more diverse oil and gas industry.

So there are plenty of benefits to go
around ... for Alaskans and for the indus-
try.

Steve Marshall,
president, Alaska
Oil & Gas
Association

What will it take?

What will it take for the contributions
of independents to grow? Access to
acreage.A fair and reasonable regulatory
environment and permitting process.A sta-

* YOUR SERVICE PROVIDER
SHOULDN'T BE ONE OF THEM

Process/Facility Engineering & Design
Process Safety & Risk Management
Policy & Procedure Development
HSE Management Systems

JUDY PATRICK

ble state fiscal climate. Competitive costs.

Sound familiar?

That’s because they’re the same things
the majors need in order to continue to
invest in the huge fields providing critical
infrastructure for smaller developments.
And it’s why we’re working hard to drive
down costs without compromising safety
or the environment.

The majors are doing our part to make
opportunities available to independents
through partnerships. By sharing geologic
data. Providing access to undeveloped
lease acreage. Streamlining operations to
reduce costs and make the North Slope
globally competitive for new investments.

State headed in right direction

Thanks to the efforts of the state legisla-
ture and the Murkowski administration,
the state is heading in the right direction,
too.

Recent legislation streamlining key reg-
ulatory processes — oil spill contingency
plans, the Alaska Coastal Zone
Management Program and air permitting
— and establishing an exploration incen-
tive credit will make Alaska a more attrac-
tive place to invest for independents and
majors alike as they evaluate their global
investment options.

Significant challenges remain, both to
implement these bills and to ensure a
sound state fiscal environment. Alaska
remains one of the most expensive oil and

see MARSHALL page 10
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Alaska’s future:
More exploration

By FRANK MURKOWSKI
Governor of the state of Alaska

hen the trans-Alaska
W pipeline system deliv-
ered its first drop of

oil in 1977,Alaska’s role as
America’s most prolific oil
province was no longer in
doubt.

Designed to carry 2 million
barrels of oil a day, because of
declining production
today the pipeline car-
ries less than half of
that. The well-known
secret,Alaska’s major
oil and gas producing
fields like Prudhoe Bay
and Cook Inlet are
maturing.

Major oil and gas
companies like ARCO,
Exxon, BP and others
helped push Alaska’s produc-
tion for over a quarter of a cen-
tury,and they represent an

important part of Alaska’s indus-

trial past. The independent
producers represent Alaska’s
future.

Tax credits to boost exploration

In June of this year, | signed
Senate Bill 185 into law.The bill
contained several important tax
credit provisions to encourage
new exploration drilling for oil
and gas.

In the oil-producing world,
Alaska had lagged behind
because the state did not offer
exploration incentives that
other regions did. As a result
we did not see the capital
influx that once was common
place during the years follow-
ing the Prudhoe Bay discovery.

Under SB 185, as passed by
the Alaska State Legislature, the
tax credit for exploration kicks
in for exploration at least three
miles from an existing well and
at least 25 miles from a unit
under a plan of development.

ALASKA GOV. FRANK
MURKOWSKI

Contrary to popular belief,
Alaska is not running out of oil.
Our old fields may be maturing,
but we have incredible poten-
tial in the National Petroleum
Reserve-Alaska, and the 1002
area of the Arctic National
Wildlife Refuge which together
are estimated to hold billions
and billions of barrels of oil.

Add to this the Bristol Bay
region and numerous other
areas that petroleum
geologists have identi-
fied. These prospects
represent significant
projects outside the
traditional North Slope
deposits.

Independent oil and
gas producers like
EnCana,Armstrong,
Anadarko, Forest Oil
and Pioneer have the
flexibility to look for new dis-
coveries that might not interest
the larger players, who focus on
getting more from existing
fields, instead of exploring for
new ones.

Increased access a priority

As the largest state in the
Union, all of Alaska’s businesses
know the challenges faced by
access.

Several key transportation
projects that would provide bet-
ter access to resources are cur-
rently on the fast track towards
completion.

Possibly the most significant
is the road to Nuigsut adjacent
to the NPR-A.This project has
the potential to open up vast
tracts of state land rich in oil
and gas deposits. The road
would also provide access to
NPR-A, a part of Alaska that has
long been recognized as an area
with immense oil and gas
potential.

The Bristol Bay region repre-

see MURKOWSKI page 10
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continued from page 5

MYERS

accurate maps of all oil and gas
units in the state from the
Division of Oil and Gas web-
site.

Finally, in order to encourage
the acquisition of new seismic
data, the state will pay for 40
percent of the cost through a

continued from page 9

MURKOWSKI

sents an example of this admin-
istration’s commitment to
resource development.

Known for its fisheries
resources, the Bristol Bay region
may also be rich in oil and gas
deposits.

With the overwhelming sup-
port of the Bristol Bay commu-
nities, we are proceeding with
exploration licensing to be fol-
lowed up with several lease
sales planned for the fall of
2004 and late 2005.0

severance tax credit (If the data
is shot outside of existing
units).

Substantial exploration
tax credit available

In order to lower the cost of
exploration drilling, the state
now offers up to a 40 percent
severance tax credit for explo-
ration wells.

More importantly, innovative
companies are finding ways to
dramatically lower exploration
costs and increase the length of
the exploration season. For
example, Pelican Hills and
Evergreen Resources are
employing both smaller cost —
effective rigs and Anadarko’s
Arctic Platform should offer
great efficiencies on the North
Slope.

Also, DNR is working with
industry to extend the tundra
travel season.

Access to infrastructure improving

Access to existing produc-
tion facilities and the higher

wsrarBerroteum

ALASKAN OWNED...
EXPLORING TO PLAY A
ROLE IN ALASKA’S
ENERGY FUTURE

cost of transportation are clear-
ly works still in progress.

As production from the
Prudhoe/Kuparuk area contin-
ues to decline, excess capacity
in some facilities should dra-
matically increase. This process
alone should lead to better
commercial terms for satellite
field producers.

Operational changes to the
Trans-Alaska Pipeline System in
the future should lower tariffs

and it is expected that the expi-

ration of the TAPS tariff settle-
ment in 2009 will also dramati-
cally reduce the tariff for future
production.

Alaska is working hard to
encourage a dramatic increase
in exploration drilling.
Dispelling the “Alaska Fear
Factor” paradigm is critical to
this goal.

It is very encouraging to see
the growing list of high quality
independents that have invest-
ed in Alaska in the last several
years.We believe that you are
the vanguard of a reinvigorated
industry within our state. O

continued from page 8

MARSHALL

gas provinces in the world,
and we must be relentless in
our collective efforts to take
costs out of the system.

Everyone has a role to play
in transforming billions of bar-
rels of potential into produc-
tion — majors and indepen-
dents, politicians and regula-
tors, state and federal govern-
ments, contractors and ven-
dors, Native corporations and
many others.

Working together, we can
be a powerful combination
that will ensure Alaska’s place
among the world’s great oil
and gas provinces for decades
to come. O

Editor’s note: Steve
Marshall is the current presi-
dent of the Alaska Oil & Gas
Association. He is also presi-
dent of BP Exploration
(Alaska) Inc.and based in
Anchorage.
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Independents dominate lease sales

Of $5.8 million state garnered in high bids at North Slope, Beaufort sales, $3.8 million was from Pioneer

By KRISTEN NELSON
Petroleum News

ndependents dominated

two Alaska oil and gas lease

sales held Oct. 29.

Especially one independent.

At the conclusion of the
sales, the annual areawide
Beaufort Sea and North Slope
sales,Alaska Division of Oil and
Gas leasing manager Jim
Hansen thanked companies,
“...for your interest in the leas-
ing program and participating
here today — especially
Pioneer Natural Resources.”

Of $5.8 million that the
state garnered in high bonus
bids at the sales, $3.8 million
was from Pioneer.

Pioneer took the majority of
leases at both sales, with appar-
ent high bids of $1.5 million at
the Beaufort sale out of
$1,975,833.60, and $2.3 million
at the North Slope sale out of
$3,833,333.60.

Pioneer took 12 leases out
of 20 in the Beaufort Sea sale;
the state received 26 bids on
20 tracts, 48,640 acres.

Pioneer took offshore
acreage north of Prudhoe Bay
south of Reindeer Island and
north of Prudhoe Bay south of
Northstar, and appeared to be
acquiring acreage formerly
held by BP, which sold or
dropped its exploration
acreage earlier this year.

The other big bidder in the Beaufort Sea sale is also an
independent, AVCG, which took six leases, spending
$241,920. Armstrong and Ultrastar, also independents, each
took one track in the Beaufort Sale. A partnership of
ConacoPhillips Alaska, BP and ExxonMobil bid on one tract
in the Beaufort Sea sale, but lost out to Pioneer

The other big bidder in the
Beaufort Sea sale is also an
independent, AVCG, which
took six leases, spending
$241,920.Armstrong and
Ultrastar, also independents,
each took one track in the
Beaufort Sale.A partnership of
ConocoPhillips Alaska, BP and
ExxonMobil bid on one tract in
the Beaufort Sea sale, but lost
out to Pioneer.

Pioneer comes onshore

The big surprise came at
the onshore sale, when Pioneer
picked up a huge block of leas-
es south of Prudhoe Bay and
west of the trans-Alaska
pipeline.The state received 79
bids on 75 tracts in the North
Slope sale, some 220,800 acres,
and Pioneer took 41 tracts.

Independent Anadarko
Petroleum took 16 tracts, pay-
ing almost $857,000.AVCG
took nine onshore tracts, pay-
ing just over $325,000.
ConocoPhillips and Keith
Forsgren each took four tracts,
and Armstrong took a single
tract.

Chris Cheatwood, Pioneer’s

Alaska Rail-Marine Service

= Rei-barge service between Sealiie sad Alasia

= Rail conseciions 1o anywhere is Ciasda ani
Ie United States

Leaving Seavake wevkly wich convisess, reliabile srrice
Cuscomer service in Anchorage and Searle
Cuick resposse for price quotes

Anchorsge: M7-265-2485 = 2003216518
Scarthe: B00-843-2772

executive vice president for
worldwide exploration, told
Petroleum News after the sale
that the company bid on some
167,000 acres, and expects to
come away from the sales with
about 155,000 acres. It was
beat out of one tract on which
it bid, by Ultrastar, and totals
are adjusted when the state
does title work and determines
the exact acreage for each
tract.

Cheatwood said that in
addition to the onshore
acreage, the company “picked
up some things just north of

Prudhoe as well in the off-
shore”

The onshore block Pioneer
acquired is between Prudhoe
and Kuparuk, just south of
established field infrastructure.
Bill Van Dyke, petroleum man-
ager with the Division of Oil
and Gas, said he would guess
that the large block Pioneer
acquired is an oil play, it’'s a
long ways north of the gas
areas in the foothills, he said,
and “it’s on trend with Tarn and
Meltwater””

Diane Kerr,Anadarko’s
Alaska/Canada frontier explo-
ration manager, said the compa-
ny was basically completing its
acreage block, and John
Bridges, the company’s land
supervisor, said Anadarko is
looking for a partner or part-
ners for the acreage, and would
like to drill there by 2005. O
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Forest Oil 1s bullish on Alaska

By KRISTEN NELSON
Petroleum News

eonard Gurule, Forest Oil’s new senior
L vice president of Alaska operations,
faces the challenge of disappointing
production results from the company’s
Redoubt Shoal field in Cook Inlet,

CEO of Virginia Indonesia Co.

No jackup rig next summer

Forest is a producer at Redoubt Shoal
and at West McArthur River and is also a
partner in Cook Inlet properties operated

by Unocal and ConocoPhillips.The

but he has arrived in the state
with a positive message.

“I can tell you,” he told
Petroleum News Oct. 27,“that
Forest is bullish on Alaska”

Gurule is going through the
company’s Alaska assets, determin-
ing what looks good for Forest to
drill,and what it should hold off
on, where it should drill itself and
where it should take partners.

And what does he expect in the future?
“| see us growing in Alaska,” he said.

Gurule was named in late September to
fill the Anchorage post left by outgoing
Senior Vice President Gary Carlson. Gurule
was with ARCO for 19 years, including post-
ings at Prudhoe Bay and Kuparuk, and most
recently was chairman of the board and

LEONARD GURULE

company has an exploration
license in the Copper River area
and two in the Susitna basin, as
well as extensive Cook Inlet explo-
ration acreage, including prospects
that require a jackup rig for
drilling.

Forest probably won’t be bring-
ing a jackup rig into the inlet this
coming summer to drill its explo-
ration prospects, because given the
advance planning required, a rig would just
about have to be under contract now.And
it’s too early for that, Gurule said, because
how to handle those prospects is still being
evaluated.

It all takes time, and since that work has-
n’t been completed, he said,“We're not in a
position to be able to contract for a rig at
this point, which almost clearly says there

won’t be a rig here next year”

Production from the Redoubt Shoal field
has been a disappointment, but a field study
under way in Anchorage will help the com-
pany understand the reservoir and produce
new reserves estimates, he said,and a
drilling review should identify the most
cost-effective ways to drill at the field,
where Forest in 2000 set the first new plat-
form in Cook Inlet since the late 1980s.
Reassessing drilling, he said, will ensure that
best practices learned on one well are
being applied to new wells, and also
involves asking partner Unocal about its
best practices.

The field study includes “reevaluating
the geology and the geologic model,” infor-
mation which will go into a reservoir
model to help Forest determine how many
wells to drill into the reservoir, whether or
not to waterflood, what recovery the com-
pany can expect,“given the wells that we
have,”and what recovery could be expect-
ed from Redoubt if more wells are drilled.

Gurule said Forest wants to make sure it
understands the reservoir and the produc-
ing mechanism. O
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North Slope oil spill response firms
offer associate memberships

Alaska Chadux, a spill response provider for companies
transporting and storing petroleum products, said in late
September it had begun providing spill response services for
North Slope winter exploration projects.The non-profit was
formed in 1993 and has grown from four members to 41,
including associate members.

The associate membership option is new to the North
Slope, allowing non-producing companies who want to
explore for just a few weeks or months in a year a lower cost
alternative for belonging to a spill response group.

Clean Seas adds associate membership

In early October Alaska Clean Seas, a North Slope oil spill
response cooperative, voted to add an associate membership
category.

There are seven existing Alaska Clean Seas members that sit
on its board — three are not producers, but are considered
“heritage members.” Each board member paid $500,000 to join
the cooperative, pays $50,000 a year in membership fees and
pays additional fees based on production rates.

Associate members will pay $100,000 to join, an annual fee
of $15,000 a year, plus additional, per-day fees for drilling ser-
vices.The daily fee will start when explorers spud a well and
will continue through until they finish testing.
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Alaska Division of Oil and Gas

Thanks Independent Oil and Gas Companies

for their Commitment to Alaska

Independents are alive, well and active throughout the state, from the Beaufort Sea to Cook Inlet, and in the interior basins.

Independents are taking advantage of Alaska's Oil and Gas Programs and Incentives:

Annual Areawide Competitive Oil and Gas Lease Sales
- Cook Inlet, North Slope, North Slope Foothills and Beaufort Sea sales held in May and October
- New sales in the Bristol Bay region are being planned - first sale in 20035
- Independents have a warking interest in aver 3.7 million acres

Exploration Licenses
- License proposals are submitted during the month of April
- Independents have licensed over 2.2 million acres

Over-the-Counter Shallow Gas [Coalbed Methane| Leases
- Shallow Gas Leases are issued vear-round throughout the state
- Independents have 300,000 acres under lease

New Tax Credits and Incentives
- Tax credit up 1o 40% of the cost of exploratory wells and seismic (A543.55.023)
- Tax credit of 10% of capital investment and 10% of annual cosis (A543.20.043)

To learn more about these programs and incentives, visit our website: www.dog.dnr.state.ak.us/oil, give us a call a1 (907) 269-
8800 or stop by to see us. Our door is always open and our dedicated staff is committed to assisting you in your exploration
endeavors.

P B

Mark D. Myers

Director
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Alaska puts Bristol Bay study online

By KRISTEN NELSON
Petroleum News

Division of Oil and Gas post-

ed the Alaska Peninsula Oil
and Gas Study on its web site
for companies interested in
Bristol Bay basin hydrocarbon
potential.

The document consists
mainly of graphic elements,
including maps of the proposed
Alaska Peninsula areawide oil
and gas lease sale area, the
exploration license study area
and a geologic map of the
entire area. One chart in the
study outlines an exploration
license timeline (see this page);
another outlines the typical
onshore exploration well per-

I n September the Alaska

mit process; others deal with
geologic information, including
an Alaska Peninsula geologic
cross section.

The web site address for the
12-page document is:

(http://www.dog.dnr.state.ak
.us/oil/products/slideshows/alas
ka_peninsula_study_slides.pdf)

Two interested in
exploration licenses

The division received two
expressions of interest in its
exploration license offering in
the Bristol Bay region, Jim
Hansen, the division’s leasing
manager, said Aug. 28. Because
of the competitive nature of the
exploration license bid process,
the names are not being
released.

Gh
HO

Serving
Alaska
Since
1982

Palmer phone: (907) 745-6988
Anchorage phone: (907) 561-0200
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www.GreatNorthernEngineering.com
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The PowerDrive Xtra* 475 rotary steerable system creates
unprecedented opportunities for mature reservoir redrills.
It is the answer to better drainage through extended-reach

slimhole drilling.

Unique rotation of the entire drillstring at uniform speed
ensures optimum penetration rate and cuttings flow. This
means you drill faster and more efficiently.

Everything rotates.

*Mark of Schlumberger

www.slb.com/oilfield/powerdrive

Schlumbergep

Companies had 30 days,
until Aug. 25, to notify the divi-
sion of intent to submit a pro-
posal. They then had 30 days,
until Sept. 23, to submit a pro-
posal.At that point only one
company submitted a proposal.
(The company’s name is kept
confidential until the end of the
process.)

The division then went out
with a public notice, which also
solicits for competing propos-
als. Companies again had 30
days to notify the division of
their intent to submit a compet-
ing proposal and another 30
days to submit the actual pro-
posal. By the end of October
two companies had notified the
division that they intended to
submit competing proposals.

“By the end of November
we will know for sure how
many applicants we have;”
Hansen said.

Proposals are limited to
500,000 acres and the entire
area is some 3 million acres, so
the state “could get two propos-
als that do not overlap, in
which case there could be two
licenses issued,” he said.

“But the most likely scenario
is that there will be overlap (in
the proposals) and the division
will then define the area”

Once companies have seen

the area outlined and know
what mitigation measures will
be required, they can then sub-
mit a final bid. Bids for explo-
ration licenses are work com-
mitments: the company does
not pay the state up front, but
commits to spend a specific
amount of money to accom-
plish exploration work.

Extension of Bristol Bay basin

The state said in its solicita-
tion for proposals that this area
is considered to be part of the
onshore extension of the Bristol
Bay basin.

“Up to 6,500 feet of Tertiary
strata may be present, some of
which may possess very good
reservoir qualities,” the state
said, and characterized the area
as having a moderate to high
likelihood of hydrocarbons,
“largely in the form of both
conventional and unconven-
tional gas accumulations”

Hansen told Petroleum
News in July that the division
had already begun work on
best interest findings, a neces-
sary step for both an explo-
ration license and for an area-
wide lease sale, which the divi-
sion would like to schedule for
2005 in the southern portion of
the basin, along the Alaska
Peninsula. O
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Renal Aviation
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JUDY PATRICK

Oil companies interested in the cost of buying space in North Slope facilities —
such as the Central Gas Facility at Prudhoe Bay pictured above — will soon be
able to contact the Alaska Division of Oil & Gas for preliminary information.

[HSTEELFAB

ALASKA'S STEEL SOURCE
Phone; 207-276-4303 Toll Free; 1-800-845-4303
FAX: 907-276-3448 2132 Raircad Avenue
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State study designed to help new
players on Alaska’s North Slope

The Alaska Division of Oil and Gas will soon be able to offer
oil companies that do not own North Slope facilities a shop-
pers’ guide to unused capacity in North Slope hydrocarbon
infrastructure owned by the slope’s largest producers — BP
Exploration (Alaska), ConocoPhillips Alaska and ExxonMobil.

According to public documents, the Facilities Cost and
Sharing Study is a pilot project being conducted by
Petrotechnical Resources of Alaska for the state at a cost of
$50,000. The study, awarded June 26, is expected to be com-
plete by late November and available for distribution by the end
of the year.

The nine units in which infrastructure is being reviewed
include Prudhoe Bay, Kuparuk River, Point Mclntyre, Lisburne,
Endicott, Milne Point, Colville River which includes the Alpine
field, Northstar, and Badami, which is in a warm shutdown.

Division officials were not ready to comment on the study
Sept. 18, but the paperwork suggests the division will serve as a
clearinghouse at a preliminary level to give new players a sense
of the landscape on the North Slope.

The results of the study will show which facilities have
unused capacity, what kind of sharing agreements are in place
now, and how much access is likely to cost new players.

—Reprinted from the Sept. 21 issue of Petroleum News
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Anadarko buys ChevronTexaco’s
30% interest in NPR-A leases

On Sept. 23,Anadarko Petroleum’s spokesman in Alaska
confirmed rumors that the Houston-based independent had
purchased ChevronTexaco’s lease interests in the National
Petroleum Reserve-Alaska.

“We acquired all of Chevron’s 30 percent interest in the
(33) leases it had in NPR-A” Mark Hanley told Petroleum
News.“Chevron’s interest is being transferred to Anadarko and
should be recorded in the next few days.”

The 33 leases, which are in the Northeast NPR-A, were
originally owned by a partnership of BP Exploration (Alaska)
(50 percent), ChevronTexaco (30 percent) and ConocoPhillips
Alaska (20 percent). In a deal driven by Anadarko, it and NPR-
A partner ConocoPhillips acquired BP’s 50 percent interest in
the 33 leases earlier this year. Hanley would not comment on
whether or not ConocoPhillips will exercise its partnership
option on the 30 percent interest Anadarko purchased from
Chevron. All the leases owned by the companies in NPR-A are
jointly owned. Lease records show either a 78/22 split or a
60/40 split — both in favor of ConocoPhillips.

The 33 leases acquired from BP and Chevron include the
Trailblazer prospect northwest of Nuigsut where BP, in part-
nership with ChevronTexaco and ConocoPhillips, drilled two
exploration wells in the first part of 2001, the G-1 Trailblazer
and the H-1 Trailblazer.

A U.S. Bureau of Land Management official said Sept. 24
that the H-1 Trailblazer well has been “plugged and perma-
nently abandoned, and the wellhead totally removed””
However, the official said the Christmas tree was left at G-1
Trailblazer “in case the operator wanted to go back in. But
they’ve since decided not to and are waiting” for the right
ground and weather “conditions to go back out there and
remove the valves and pipes” Both wells have been “plugged
and permanently abandoned according to state and federal
standards.”
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Beaufort Sea lease sale draws independents

EnCana and Armstrong two of three bidders at September Minerals Management Service sale

By KRISTEN NELSON
Petroleum News

than $10 million at the

U.S. Minerals
Management Service’s Sept. 24
Beaufort Sea sale.Two are
independents: Armstrong
Alaska and EnCana.

There were 37 bids on 34
tracts, 15 in Zone “A”and 22 in
Zone “B” with total high bids
of $8,903, 538, MMS Alaska
Regional Director John Goll
said in summing the sale
results.

ConocoPhillips Alaska took
three tracts for $4 million, bid-
ding $2,151,600 on one tract,
the highest single bid in the
sale, and $1,201,600 and
$646,800 on two other tracts.

Armstrong, which submit-
ted a total of 10 bids for $2.6
million — including the three

T hree companies bid more

tracts won by
ConocoPhillips —
took seven tracts for
$1.4 million.

EnCana was the
second highest bid-
der, at $3,550,158,
taking all 24 tracts
on which it bid,
including a block of
19 tracts north of
NPR-A in the Smith
Bay area, adjacent to
six existing
ConocoPhillips-
Anadarko Petroleum
leases.

Armstrong bids on Sandpiper

Sale 186 is the first MMS
Beaufort Sea outer continental
shelf lease sale since 1998.

The “A” area bids — closer
to shore and to existing infra-
structure — included five leas-
es taken by Armstrong north-

Ed Kerr, Denver-based
vice president of land
and business develop-
ment for Armstrong,
said the company is
looking forward to
doing a lot more in
the Beaufort Sea.

Alliance Energy Alaska'

A1
Project Area

‘ Cook Inlet

Kenai Peninsula

Exploring the World of Energy

EnCana was the only bidder for ... leases ...
farther offshore ... bidding on 22 tracts ... the
majority in a block north of NPR-A.

west of the compa-
ny’s existing acreage
position in the
Oooguruk unit,
where Pioneer was
operator for the part-
nership last winter
on three exploration
wells on state oil and
gas leases acquired
by Armstrong.

Armstrong also
took two leases adjacent to
blocks of offshore state leases
north of the Kuparuk River
and Milne Point units.

ConocoPhillips took three
“A” leases for $4 million — the
leases on which Armstrong
also bid — in the area of the
old Sandpiper wells, north-
west of the Northstar unit.

EnCana took two “A” and
three “B” leases offshore on
the east side between Badami
and Endicott.

EnCana was the only bid-
der for “B” leases, those farther
offshore and farther from
infrastructure, bidding on 22
tracts, three in the eastern
Beaufort and the majority to
the west in a block north of
NPR-A.There are six existing
Conoco-Phillips-Anadarko leas-
es in this area, Goll told
Petroleum News after the sale,
“so it appears that people
think there’s something there”
But there are no wells in the
immediate area. It’s in a hole
between exploration wells, he
said, and MMS will be very
interested to see results of
seismic exploration in the
area.

Armstrong playing off
last year’s success

Ed Kerr, Denver-based vice
president of land and business
development for Armstrong,

told Petroleum News that some
of Armstrong’s bids were for
tracts “playing off of our success
of last year, drilling in the state
waters in the Oooguruk unit”
Other tracts the company won,
he said, offset the Milne Point
unit. The company is looking
forward to doing a lot more in
the Beaufort, Kerr said, and still
has a lot of work to do with
acreage it already owns.

EnCana evaluating
Alaska portfolio

EnCana spokesman Alan
Boras told Petroleum News
Sept. 25 that the 24 tracts the
company took, some 120,000
acres for approximately $3.5
million, includes about 100,000
acres on the western Beaufort
and about 20,000 acres approxi-
mately 20 miles northeast of
Prudhoe Bay. Prior to this sale,
he said, EnCana had 675,000
net acres in Alaska. Asked what
the company had planned for
its newly acquired acreage,
Boras said EnCana would “evalu-
ate existing seismic data and do
exploration evaluation with that
existing data, as well as looking
at whether the company might
acquire additional seismic in the
future.

“It's very early days,” he said,
but the company will evaluate
the prospects on its new leases
and plan work in due course.

He said EnCana was pleased
with its acquisitions at the sale.
It adds to the company’s portfo-
lio of Alaska exploration
acreage, he said, and the compa-
ny continues to evaluate that
portfolio.

No wells are planned in
Alaska this winter, he said,
although the company does
plan to drill a well this winter
in Canada’s Mackenzie Delta. O
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ASRC buys into Alpine pipeline

Arctic Slope Regional Corp.,the Native regional corporation
that is expanding its scope to become an independent oil and
gas producer on the North Slope, is anteing up $15.9 million to
buy minority interest in North Slope oil infrastructure.The
acquisition has an effective date of Jan. 31, 2003.

ASRC Pipeline Co. has purchased 16.667 percent of the
Alpine Transportation Co., the entity which owns the 34 mile,
14 inch pipeline connecting ConocoPhillips’Alpine field (in
the Colville unit) to the main North Slope pipelines to the east.

Teresa Imm has been named president of ASRC Pipeline Co.

ASRC is a royalty owner in the Alpine field, and its leases
include an option to purchase a portion of the transportation
system.ASRC Pipeline and Alpine Transportation submitted a
joint application in September 2003 to the Regulatory
Commission of Alaska for approval of the acquisition. Kuukpik,
the Native village corporation of Nuigsut, has an option to
acquire a portion of ASRC's interest.

ConocoPhillips and Anadarko Petroleum, partners in the
Alpine field, own Alpine Transportation through subsidiaries in
the same proportion as their field ownership: 78 percent and
22 percent, respectively.

Once the ownership change is approved, ConocoPhillips
will own 65.333 percent of Alpine Transportation,Anadarko 18
percent,and ASRC 16.667 percent.

ConocoPhillips will continue to operate the pipeline system.
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ASRC firm gets ANWR well contract

By KAY CASHMAN
Petroleum News

he Alaska Division of Oil and Gas has
T selected ASRC Energy Services as its
first choice to assist it in drawing up
preliminary plans for an ANWR strati-
graphic test well. Anchorage-based ASRC
Energy Services was one of two companies
that responded to a Sept. 26 RFP from the
state of Alaska for planning the well and
putting a consortium together to drill it.

“We have recommended our contracting
office enter into negotiations with ASRC
Energy Services to negotiate a contract,”
division geologist Jim Cowan told
Petroleum News Oct. 24.

If a satisfactory agreement is reached, the
Arctic Slope Regional Corp. subsidiary will
help the division and interested industry
participants put together a plan for the
ANWR test well, including a cost estimate.
ASRC Energy Services will also solicit tech-
nical input and commitments from individu-
als or organizations willing to participate in
a consortium to drill the well in the winter
of 2004-2005 in the eastern Beaufort Sea
offshore the Arctic National Wildlife
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The zone the state is looking at for an offshore
ANWR well is near the oil seep at Angun Point and
approximately 14 miles southeast of the Chevron
KIC No. 1 well on the coastal plain and Tenneco OCS
0943 (Aurora) #1 wells.

Refuge’s 1002 area.

The state said the planning project is
expected to cost $50,000.

According to the RFP, the division is
looking at well locations on unleased state
submerged lands approximately 30 miles
southeast of Kaktovik, Alaska, “between the
state’s three-mile limit and the coastal
boundary of the Arctic National Wildlife
Refuge.The area of interest is offshore of
the Angun oil seep near Angun Point”

A test well drilled in the eastern Beaufort
offshore ANWR could provide valuable

ALASKA DIVISION OF OIL & GAS

information about the geologic potential of
both the coastal plain and eastern Beaufort
waters — neither of which is currently
offered by the state or feds for oil and gas
leasing,Alaska Division of Qil and Gas
Director Mark Myers told Petroleum News
Aug. 12.

“This is an area that has been under-eval-
uated and this ... (test) well could provide
the data, the catalyst for more frontier
exploration,” he said.

The state is,“at present, entitled to 90
percent of the royalties that might result
from any production from within the
ANWR and to 27 percent of royalties paid
to the federal government for production
from the outer continental shelf offshore
Alaska,” the RFP said.

The RFP asked for work to be complet-
ed by Jan. 5, but Cowan said that date will
likely be renegotiated for a later date “some-
time in the first quarter of next year.”

The well would be subject to normal
permitting requirements and would likely
be eligible for the state’s 40 percent explo-
ration tax credit, division director Mark
Myers said in August. O
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Your diversified distributor

7

FNW/Alaska Pipe & Supply and its qualified sup-
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Unocal applies to extend Kenal line

Request to extend KKPL to Deep Creek unit lends credibility to rumors of gas discovery at Happy Valley

By KRISTEN NELSON
Petroleum News

umors of a commercial gas discovery
R at Unocal’s Happy Valley wells south-

east of Ninilchik gained credibility
Sept. 30 when the company applied to
extend the Kenai-Kachemak Pipeline
approximately 13.5 miles to its Happy
Valley drill site in the Deep Creek unit
southeast of Ninilchik,Alaska.

Unocal told the state of Alaska in accom-
panying paperwork that the proposed
extension will connect the Happy Valley
drill site to the southern end of the Kenai-
Kachemak Pipeline near the Susan Dionne
pad in the Ninilchik unit some five miles
north of the community of Ninilchik.

Unocal has permitted two Happy Valley
wells in section 22 of township 2 south,
range 13 west, Seward Meridian. Petroleum
News reported in June that the first well
had been spud and that Unocal was in the
process of permitting a second well in the
same area.

Director Mark Myers of the Alaska
Division of Qil and Gas told Petroleum
News in August that Unocal was drilling the
second well and was in the process of per-
mitting a third well that it hopes to drill yet
this year, and a Unocal source told
Petroleum News Oct. 3 that Unocal is look-
ing at drilling another four wells in the
Deep Creek unit near the Happy Valley dis-
covery.

The permitted wells are south-southwest

QOilfield Transport hauling Nabors Alaska Drilling Rig 129 to Unocal’s Happy Valley No. 1 drill site in early June

of the Deep Creek NNA No. 1 which
Unocal completed in early 2002.That well,
in section 11-T2S-R13W, SM, had gas shows
according to the Alaska Oil and Gas
Conservation Commission completion sum-
mary for the well.

Unocal said in April 2002 that activities
had been suspended on the NNA No. 1, the
Pearl No. 1 east of Ninilchik and the Griner

No. 1 in Anchor Point. Unocal said the three-

well drilling program "failed to encounter
commercial quantities of natural gas."

Operations would begin fall 2004

Unocal told the state in its September fil-
ing that it is developing natural gas wells on
the Happy Valley drill site and plans to per-

mit, design and construct the gas pipeline
over the course of the next year.

The Happy Valley extension will be
buried along Oilwell Road and then along
Cecilia Street,and then be horizontally
directionally drilled under the Ninilchik
River to the Sterling Highway right of way,
Unocal said. It will then follow the Sterling
Highway to the current termination point
of the Kenai-Kachemak Pipeline near the
Susan Dionne pad in the Ninilchik unit
north of Ninilchik.

Unocal said it expects to do clearing
work for the project in the late winter and
early spring of 2004, construct the pipeline
in the summer and fall of 2004 and begin
pipeline operations in the fall of 2004. O

JUDY PATRICK
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to approximately 4.6 million
acres — more Alaska acreage
north of the Brooks Range
than any other company.

It has operated one North
Slope exploration well, the
Altamura 1, in the National

Petroleum Reserve-Alaska in
the winter of 2001-2002 and
participated in numerous other
wells with partners. Although
Anadarko’s partnership agree-

see ANADARKO page 25
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ment with ConocoPhillips in
NPR-A likely precludes any
chance of its operating in NPR-
A again, the
company is
moving clos-
er to its own
operations
in the
Brooks
Range
Foothills and
in the cen-
tral North
Slope
between the foothills and the
major producing fields along
the coast.

“Years ago, more than a
decade ago, (Anadarko) con-
cluded that Alaska was a place
that still held the potential for
giant fields to be found,” said
Bill Sullivan,Anadarko vice
president. Other companies
were exiting or avoiding the
state, but Anadarko wanted in.

MARK HANLEY

“We were a little bit contrar-

ian in the timing, and we made
a serious and long term effort,”
Sullivan said in 2002.“We are
comfortable doing that.When
we believe in our technical
homework, we will commit”

To reduce risk,Anadarko
made its first forays into explo-
ration with experienced part-
ners as operators, beginning in
1993 with Exxon at the Thetis
Island prospect in the Beaufort
Sea, five miles offshore.

The Anadarko stamp,
ARCO good partner

But Anadarko didn’t rush
into Alaska to ape the status
quo: it wanted to put its own
stamp on the art of drilling in
the Arctic.And the company
didn’t want to be a passive
working interest owner: it
wanted its ideas to be used.

“You don’t just pop into a
place like Alaska and buy
acreage and then go be an
operator,”said Mark Hanley,
Anadarko’s Alaska public affairs
manager.“The goal was to part-

FORREST CRANE

ner with somebody — number
one — who we could learn
from, but also that we could
give ideas to and they would
listen”

Anadarko partnered with
ARCO Alaska (now
ConocoPhillips Alaska) and
Union Texas Petroleum (later
merged into ARCO).

In 1994 the ARCO-operated
partnership made a discovery
that would give Anadarko its
first production from Alaska:
the 365 million barrel Alpine
field on the western North
Slope, now the largest field in
the Colville unit, owned by
ConocoPhillips (78 percent)
and Anadarko (22 percent).

Alpine was declared com-
mercial in 1996 and is how
producing 100,000 barrels of
oil per day.

“ARCO was a good partner;

they were an aggressive explor-

er in Alaska, which was what
we were looking for,” Hanley
said.“They were willing to look
at some of our ideas and they
had the same approach we
did”

Striking out on its own

Because Anadarko’s long-
term plan was to operate its
own wells on the North Slope,
it had embarked on an acquisi-
tion program of its own in
1998.

In June 1998 it acquired
107,591 acres in a state oil and
gas lease sale, as well as six
tracts in partnership with Fina
(later signed over to Anadarko).

In August 1998, Anadarko
and Arctic Slope Regional
Corp. signed an exclusive
exploration agreement granting
Anadarko exploration rights for
up to 3.3 million acres in the
Foothills region of the North
Slope.Anadarko brought
EnCana and BP in as one-third
partners but retained operator-
ship.

Over the next three years
Anadarko continued to shoot
seismic across the North Slope,
with special emphasis on the
gas-prone Brooks Range
Foothills. It also continued to

acquire acreage and worked at
defining prospects, including
oil prospects in the central
North Slope south of existing
infrastructure.

At the end of 2002 Hanley
said the company was “at the
coming together phase.We've
got the exploration data, we've
looked over the information,
we've got a huge acreage posi-
tion, we've got multiple plays
that we’re working — develop-
ing prospects — looking at the
seismic data that’s already been
processed.”

Anadarko, he said, was in
the process of prioritizing its
top prospects for oil and gas.

But the viability of gas
prospects, he said, would
depend on access to markets.

“Gas depends on what we
think is the likelihood of a gas
line,” he said,“We can’t spend a
ton of money with no way to
get to market”

Winter of 2002-2003,
testing innovations

Anadarko didn’t spud a new

exploration well during the
winter of 2002-2003, but it did
begin testing a drilling innova-
tion that was expected to lead
to more drilling on the slope.
The company decided to tackle
the North Slope’s most chal-
lenging barrier to drilling,
which is to find large enough
oil and gas accumulations to
justify the exploration and
development costs.

Actually,Anadarko
approached the problem in the
reverse: it looked to reduce
finding and development costs
to make smaller prospects pay
because even a 100 million bar-
rel field 70 miles from infra-
structure could prove uneco-
nomic if oil prices dropped to
the $15 range, a state official
said.

One of the highest costs in
Alaska is the amount of time
you have capital and staff tied
up in prospects. Some factors,
such as a comparatively
lengthy and complicated per-
mitting process, can’t be direct-

see ANADARKO page 26
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ly controlled by companies.

But developing technology
that will allow them to discov-
er and ultimately produce an
accumulation more rapidly is
something private enterprise
can impact. Hanley said if a
company can make the same
investment with payoff in half
the time, investment in Alaska
would be more competitive
with other oil provinces.

“Frankly, as an exploration
company, we like to either con-
firm or condemn as quickly as
possible because then we’ll
move on to the next prospect,”
he said.

Terrain also an issue

With prospects in the
Brooks Range Foothills 80
miles south of existing roads,
terrain and distance challenged
Anadarko to find new ways to
access its acreage.

Ice roads work fine on the
flat coastal areas of the North
Slope, but on steep grades in
the Foothills, Hanley said, water
won’t stay in place long
enough to freeze.

Distance is a factor as well.
As a general rule, it takes a day
to build a mile of ice road,
Hanley said. If road building
consumes 70 days of the short

- f i Northwest
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Cold Weather Construction

Gravel and Rock Products

Petroleum Industry Construction

Underground Utilities

Fairbanks Based
(907) 452-5617

winter drilling season, outer
prospects become impossible
using current techniques.

“Qur folks challenged the
technology guys: how are we
going to reduce our costs, can
we get a 50 percent reduction
in our exploration well costs,
and can we figure out a way
that we can drill more wells?”
he said.

Anadarko’s technicians
designed a prototype for a rev-
olutionary mobile drilling plat-
form that can be hauled in by
Rolligons before the tundra is
open to regular traffic and
eliminates the need for ice
roads and pads.And what
remains when the platform is
removed are 20-inch diameter
holes down to 15-20 feet,
which are filled and planted.

The company tested the
Arctic platform by drilling “Hot
Ice;” a shallow gas hydrate test
well, as part of a Department
of Energy project versus
drilling a conventional explo-
ration well. Anadarko was not
able to finish testing its Hot Ice
well last winter so it is going
back in December to complete
the well and take down the

Arctic platform. It will be evalu-

ating the platform for future
use on the North Slope, Hanley
said.
Expanding the scope at Alpine

In late 2002, Kevin Meyers,

Heavy Civil Construction

Sitework

Erosion Control

Reclamation

ConocoPhillips Alaska presi-
dent, told analysts that the
western North Slope was an
area of growth for the compa-
ny. It, and partner Anadarko,
were looking at possibly devel-
oping five Alpine satellites and
expanding the Alpine facilities
to handle the additional pro-
duction. One or two of the five
drill sites the company had
identified were in NPR-A,
where all ConocoPhillips
acreage is partly owned by
Anadarko to the tune of 22 to
40 percent.

Prior to this time, the part-
ners had mentioned just two
Alpine satellites — Nanug and
Fiord. In NPR-A the discoveries
were 15 to 25 miles southwest
of Alpine and include Spark,
Moose’s Tooth, Lookout and
Rendezvous.

First oil from NPR-A in 2008

In February, ConocoPhillips
signed an agreement with the
U.S. Bureau of Land
Management calling for an
environmental impact state-
ment for Alpine satellite pads
that included two NPR-A dis-
coveries, Lookout and Spark.

In May, Henri Bisson, the
Alaska director of BLM, said
that his agency expected oil
would begin flowing from
Alpine satellites in NPR-A by
2008.

In an SEC filing early in the

year,Anadarko reported the
results of its Altamura No. 1
NPR-A well, saying that it had
encountered pay with low per-
meability.

A state official said that low
permeability is a problem with
many North Slope reservoirs,
including the nearby prolific
Alpine reservoir.

There are two common
ways to address permeability
on the slope — drill vertical
wells and fracture them or drill
long, horizontal wells like
ConocoPhillips has done at
Alpine, exposing a lot of the
reservoir to well bore.

The state official said that
some of the Alpine horizontal
wells are 3,000 feet long:
“Either way, you can substan-
tially increase your flow rate;”
he said.

Altamura No. 1 was tem-
porarily abandoned.The com-
pany renewed its Altamura No.
2 drilling permit.

Larger than Prudhoe Bay and
Kuparuk combined

On March 20, Diane Kerr,
Anadarko’s frontier exploration
manager for Alaska and Canada,
said that the company had
boosted its goal for crude
reserves passing through the
Alpine production facilities
from 430 million barrels to 1

see ANADARKO page 27
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billion barrels.

Kerr also said the company now
believes the hydrocarbon potential of
NPR-A and the Brooks Range Foothills
regions of the North Slope is as great as
the Prudhoe Bay and Kuparuk fields com-
bined.

The Jurassic and Brookian formations,
based largely on U.S. Geological Survey
resource estimates, could hold 17 billion
barrels of crude resource and the southern
portion of NPR-A and foothills areas 60 tril-
lion cubic feet of natural gas, Kerr said.

That compares to original recoverable
oil reserves of 13 billion barrels at Prudhoe
Bay plus a current 25 trillion cubic feet of
stranded gas reserves, and an original 3 bil-
lion barrels of recoverable oil at Kuparuk.

“We did some of our own number
crunching and we are very comfortable
with the USGS numbers. ... The North
Slope is an empty pallet,” Kerr said, noting
that only about 360 exploration wells have
ever been drilled in Alaska’s vast Arctic
region.

The Jurassic, which extends west from
the Colville Delta into NPR-A, holds an esti-
mated 7 billion barrels of oil,Anadarko

W EVERGREEN

In this photo a crane is lowering an aluminum mod-
ule onto the steel pilings that will support
Anadarko’s Arctic drilling platform at its Hot Ice pro-
ject. You can’t see them very well, but in the photo,
taken in late February, there are holes in the under-
side of the modules that will line up with the tip of
the pilings

said. Now that the company “has identified
a strong fairway” along the Jurassic, the
company’s strategy is “to move out west,”
Kerr said.

The Brookian, which stretches across
the central North Slope east to the Arctic
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National Wildlife Refuge, contains an esti-
mated 10 billion barrels of additional
crude reserves, the company said.

“We are looking at the oil potential in
the near term and gas potential in the long
term,” Kerr said.

“We’re banging away ... taking old fash-
ion geology and bringing in new ideas
from the Gulf of Mexico and other places,’
Anadarko’s Kerr said of the foothills.

Meanwhile, Kerr said 160 million bar-
rels of the 570 million barrels of additional
oil reserves for Alpine facilities would
come from three proven satellite fields —
Fiord, Nanuq and Lookout — and the rest
hopefully from accumulations yet to be
discovered.

“It is my personal goal to get to 1 bil-
lion barrels,” she said.“We're taking Alpine
as a hub and developing 40 to 60 million
barrel (accumulations).We continue to fold
in more satellite discoveries as we drill”

The additional barrels would keep the
Alpine facilities producing around 100,000
barrels a day for the next 10 years, Kerr
said.

She said the Alpine field will have pro-
duced its first 100 million barrels by year-
end. It came on-line in November 2000.

see ANADARKO page 28
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continued from page 27 spring of the company’s gas

exploration plan for the

ANADARKO foothills.

] The five well program,
Gas exploration program which could take place any-
approved time through 2008, was origi-

nally filed in July 2002 and
then revised at the end of last
year.

The drilling locations are
some 60-70 miles south of
Deadhorse and 10-20 miles
west of the Dalton Highway.

Another interesting piece of
news about Anadarko this past
year was the Alaska Division of
Oil and Gas’s approval in late

Anadarko wins BP
exploration bundle

Among Anadarko’s lease
acquisitions this past year were
two bundles of exploration

BP sold its net 116,500
acres in NPR-A to
80 West Fireweed Lane, Suite 201 nership agreement with
Anadarko, an undisclosed 22 to
40 percent interest in the
acreage was picked up by
Anadarko.

Effective Dec. 31, 2002, BP
also sold its one-third interest
in the ASRC acreage to
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Anadarko’s Arctic platform at its Hot Ice project on Alaska’s North Slope.

Anadarko, bringing Anadarko’s
share to two-thirds.

In July BP announced that
Anadarko had picked up anoth-
er bundle of BP exploration
leases, this time in the
“Southeast Prudhoe area”

Anadarko dropped its Kavik
and Kemik leases on the east-
ern North Slope.

No wells this winter

Anadarko allocated $63
million for 2003 from its $2.3
billion capital and exploration
budget for Alaska.A portion
went to pay its share of both
the ConocoPhillips operated
Alpine satellite well at Oberon
and for the Puviaq well in
NPR-A, as well as 16 develop-
ment wells at Alpine.

In addition to its on-going
seismic shoots in the foothills,
Anadarko shot 400 square
miles of seismic north and

south of Alpine this past year.

Anadarko has no plans to
operate any conventional
North Slope exploration wells
in the 2003-2004 winter
drilling season, but in a
September interview Hanley
said he had not seen any
change of direction for Alaska
by Anadarko.

Anadarko has several per-
mits in place for oil explo-
ration wells that it could drill
in the winter of 2003-2004,
but Anadarko won’t be
drilling gas wells.

“(Not) until we see how

access plays out, and feel com-

fortable that we can get
access to the gas line ... We
have done the seismic; we've
done all the work we can do.
We are not going to take the
next step and drill,;” Hanley
said in September. O
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Northstar strikes
deal to build
gasline to Homer

Company looking to expand unit from 640
acres to almost 27,000 acres, drill second well

By KAY CASHMAN
Petroleum News

t's not a done deal yet and
I won’t be until a second well

is drilled and sufficient gas

reserves have been estab-
lished, but Northstar Energy
Group is getting closer to pro-
ducing natural gas from its
shut-in North Fork field and
marketing that production to
the residents of Anchor Point
and Homer.

The Tulsa-based firm
announced it wanted to build a
gas pipeline from its North
Fork unit to Anchor Point and
Homer on April 26, the day
after Unocal said Kenai
Kachemak Pipeline LLC’s gas
line from Kenai would termi-
nate in Ninilchik versus further
south at Anchor Point or
Homer. Northstar’s announce-
ment was met with skepticism.
It was a major project for such
a small firm — and a project
that bigger players in the Cook
Inlet basin — i.e. Unocal and
Marathon Oil, partners in Kenai
Kachemak Pipeline — had
rejected.

Northstar, which purchased
Alaska-based Gas-Pro in 2000
and, with it, key leases in the
southern Kenai Peninsula’s
North Fork unit, decided to
build the southern line when
Unocal announced April 25 that
Kenai Kachemak Pipeline
would terminate the Kenai-
Kachemak gasline in Ninilchik
versus further south at Anchor
Point or Homer.

Less than 14 months later
Northstar Energy had filed to
expand its North Fork unit

&NGR_T.HS T ﬁ
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from 640 acres to almost
27,000 acres, drill a second

well in the unit,and struck a
gas supply deal with Enstar
Natural Gas that called for the
two companies to build a gas
line east from the North Fork
unit to Anchor Point and then
south to Homer. Enstar filed a
request with the Regulatory
Commission of Alaska Aug. 8 for
approval of the 20-year gas sup-
ply contract and for approval of
a proposed tariff.

Gas price based on Henry Hub

The regulatory commission
said in August that the gas price
will be based on a 36-month
daily average of the Henry Hub
natural gas futures with a floor
price of $3 per thousand cubic
feet adjusted for one-half of
inflation plus applicable taxes
and transportation fees. Homer
customers would pay a line-
extension surcharge of $1 per
mcf to cover pipeline costs.

Two wells, gas
reserves for 20 years

The agreement between the
see NORTHSTAR page 30
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two companies called for Northstar to build
an eight-mile transmission line from its
North Fork unit to Anchor Point. There,
Enstar would purchase the gas and send it
south along a 10 to 11 mile transmission
line to Homer and through a distribution
system that Enstar said it would build once
Northstar can guarantee a 20-year uninter-
ruptable supply of gas.

As part of the deal, Northstar has to drill
a second well to ensure a reliable source of
natural gas for Homer should one well need
to be shut down for any reason.

Without the second well, there will be
no gas line to Homer, said Charlie Pierce,
southern division supervisor for Enstar, in
October.

“The last thing we want to do is build a
distribution system and hang it on one
well,” he said.“We'd never do that”

Pierce said he expects Northstar to
know within the next nine months if a sec-
ond well had tapped the necessary supply
of gas.

Northstar hopes to connect to KKPL

Larry Snead, manager of land and con-
tracts for Northstar Energy, told Petroleum
News Aug. 19 that the “most exciting thing
about it for us is that as a part of that agree-
ment we will be building a line from the
North Fork field to Anchor Point”

Enstar will take the gas for delivery at
Anchor Point, he said.

“But building a line to Anchor Point
allows us the opportunity to build a line
north to hook up with terminus of KKPL

The first North Fork unit was
operated by Standard Oil of
California, now ChevronTexaco —
one of the leaseholders in Northstar’s
proposed unit expansion, BLM said.

(the new Kenai Kachemak Pipeline
between Kenai and Ninilchik). It is our
intent to pursue that”

Part of the reason Northstar is looking at
also going north with its gas is because the
Homer market “is too small a market to jus-
tify development of a single well,” the com-
pany said in public comments to the regula-
tory commission in earlier testimony involv-
ing the KKPL.

The North Fork gas field was discovered
by Standard Oil of California in 1965,
Northstar said, but the well at the field has
been shut-in since that time because there
was no way to move the gas to market.

Up to two years for gas delivery

Dan Dieckgraeff, Enstar’s manager of
finance and rates, told Petroleum News Aug.
19 that it will probably take a year and a
half to two years to begin delivering gas.

“First of all the commission has to
approve the contract and the proposed
rate;” he said, a process which could take six
months to a year.

Then Northstar has to drill at least one
additional well to ensure reserves and deliv-
erability of natural gas, and then an indepen-
dent registered engineering firm has to cer-
tify the reserves, Dieckgraeff said. Then both
companies have to build the pipelines, and
Enstar also has to build the Homer distribu-
tion system.

At the end of three years of service
Enstar expects to be serving 1,500 cus-
tomers in Homer, he said.The 10 to 11 mile
four-inch pipeline to Homer will cost about
$3.5 million.

Hooking up customers to a distribution
system is nothing new for Enstar,
Dieckgraeff said. The company adds 2,500
to 3,000 customers a year in the Anchorage,
Matanuska-Susitna and Kenai-Soldotna areas,
so adding 1,500 customers over a three-year
period won't be a problem.

Northstar wants to expand unit

Northstar applied to the U.S. Bureau of
Land Management and the Alaska
Department of Natural Resources to expand
its North Fork unit from 640 acres to almost
27,000 acres, a BLM official told Petroleum
News Aug. 28.

“The original unit, (formed) back in the
1960s, was 57,000 acres and Northstar is
looking at the same play;” he said.The origi-
nal field owners“drilled a well there (part
of Northstar’s 640 acre North Fork unit)
and discovered gas, but there was no mar-
ket. Now there’s a market.”

BLM said Northstar plans to drill a sec-
ond well in the first part of 2004.

The first North Fork unit was operated
by Standard Oil of California, now
ChevronTexaco — is one of the leasehold-
ers in Northstar’s proposed unit expansion,
BLM said.

Other leaseholders include
ConocoPhillips, Marathon Qil, Gas-Pro
(acquired by Northstar in 2001), Alliance,
Aurora Gas,Alliance and Jim White.

The companies with the most acreage in
the expansion area are Gas-Pro,
ConocoPhillips and Marathon. O
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Armstrong: The little engine that could

Small Denver firm paves the way for independents on North Slope, set to drill in 2004

By KAY CASHMAN
Petroleum News

what it takes to explore
on Alaska’s North Slope
you can always take lessons
from Armstrong Oil and Gas.
Armed with

I f you don’t think you have

Alaska-operated Kuparuk
River unit and Thetis Island.

First prospect: Northwest
Kuparuk
On July 19, 2002,

Armstrong filed permit appli-
cations with

15 employees
and a reputation
for finding oil
and attracting
solid partners to
operate its
fields, Armstrong
saved the day
for North Slope |
exploration in 'f‘
the winter of 7
2002-2003 when |
it and partner
Pioneer Natural
Resources
drilled three of the six explo-
ration wells in Alaska’s Arctic
that winter.

Doing business in Alaska as
Armstrong Alaska and
Armstrong Resources, the
Denver-based independent
broadened its focus from the
Lower 48 to Alaska in October
2001when it won 10 of 12
tracts it bid on in the state’s
Beaufort Sea areawide oil and
gas lease sale.The acreage,
which cost Armstrong $4.2
million, is in the shallow
waters of Harrison Bay
between the ConocoPhillips

BILL ARMSTRONG

the state of
Alaska to drill
three Beaufort
Sea wells from
three ice pads
at what it
would eventu-
ally refer to as
the Northwest
Kuparuk
prospect.

Armstrong
asked Jacob
Adams, presi-
dent of Arctic
Slope Regional
Corp., the Native corporation
that represents the Native
people of Alaska’s North
Slope, to name the three
wells.

Ivik means walrus in
Inupiaq; Oooguruk means
bearded seal; and Natchiq,
means seal. All are sea mam-
mals that are eaten by the
North Slope people and
which contain oil — albeit
the edible kind.

JUDY PATRICK

Armstrong brings in Pioneer
True to its reputation of

ARMSTRONG
il & Gas, Inc

ARMSTRONG ALASKA
& ARMSTRONG RESOURCES

HQ: Denver, Colo.

CEQ: William “Bill”” Armstrong
ALASKA EXECUTIVE:

Bill Armstrong

TELEPHONE: (303) 623-1821

hooking up with solid opera-
tors, Armstrong brought
Pioneer to Alaska in
November 2002, giving the
Dallas-based independent a 70
percent working interest in
the 10 leases and operator-

ship of the exploration pro-
gram.

“Even though Pioneer did-
n’t have operations in Alaska,
they were a natural fit for us.
They have a great track record
as an exploration company
and as a strong operator.They
recognized the same strengths
in Alaska as we did: great
petroleum system, multiple oil
zones, reasonable depths,
nearby infrastructure and
facilities,” company founder
and President Bill Armstrong
told Petroleum News in
November 2002.

Pioneer drilled and com-
pleted all three wells in the
first few months of 2003, with
the Kuparuk C sands as the
primary target.

Stu Gustafson, Armstrong’s
vice president of operations,

see ARMSTRONG page 32
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ARMSTRONG

said the three wells, which
were drilled to true vertical
depths in the 6,700 to 6,900
foot range, would target “mul-
tiple horizons down to and
through the Jurassic”

The exploration program
looked at a range of intervals,
the Alaska Division of Oil and
Gas later said, including “the
Cretaceous Middle Brookian,
Cretaceous
Torok,
Kuparuk A,
Kuparuk C
and Jurassic
Nuigsut/
Nechelik”

Fast-track
development
While it
was drilling Pioneer filed a
unit application with the
state. In its paperwork
Pioneer said the Oooguruk
unit’s plan of exploration

MATT FURIN

JUDY PATRICK

“incorpo-
rates cur-
rent engi-
neering
work under
way to meet
a possible
winter
2004/2005
fast-track
production
start-up”

Pioneer had a 70 percent
working interest in the unit;
Armstrong a 30 percent work-
ing interest. Two Phillips
Alpine Alaska leases in the
unit application were
assigned to Pioneer and
Armstrong effective March 1.
ConocoPhillips retained an
overriding royalty.A couple of
months later Winstar
Petroleum, an Alaska-based
independent, would do the
same with a third lease.

STU GUSTAFSON

Pioneer finds Jurassic-aged oil
On March 31, Pioneer

see ARMSTRONG page 33
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ARMSTRONG

announced it had a 1,300 barrel per day
discovery at the Ivik well from the
Jurassic formation.The company said it
did not find commercial quantities of oil
in its main target, the Kuparuk C sand,
but found two thick, oil-bearing, Jurassic-
aged sand sections, which the company
described as “very similar in geologic age,
permeability, and porosity to those in the
prolific, onshore Alpine field to the south-
west.” (See page 35 story on Pioneer and
the Northwest Kuparuk discovery.)

As of Sept. 1, Pioneer had still not
made a development announcement for
Northwest Kuparuk.The company was
reportedly in negotiations related to the
development.

Armstrong buys exploration leases from BP

When Armstrong brought in Pioneer
as a partner, Petroleum News asked Bill
Armstrong if he intended to put together
other North Slope prospects.“Absolutely,’
he said.

On July 9, BP Exploration (Alaska)
announced that Armstrong was one of
three successful bidders for its North

Slope exploration
acreage, winning close
to 10,000 acres in shal-
low waters of the
Beaufort Sea northwest
of the BP-operated
Milne Point unit.

In August, Armstrong
announced plans to
drill one to three wells
at its “Northwest Milne
prospect”in the 2003-2004 winter
drilling season. How many wells would
be “conditional upon adequate industry
support,” Gustafson said Aug. 12, declin-
ing to elaborate.

The company would not say if it will
drill Northwest Milne or bring in a part-
ner to do so, but Bill Armstrong said,
“Very few wells have ever been drilled
without multiple partners on the North
Slope and we don’t anticipate changing
that this year”

The proposed wells — the Nikaitchug
No. 1, No. 2 and No. 3 — got their name
from an Inupiaq word which means “to
persevere”

Gustafson said the company “will tar-
get multiple objectives. One of the prima-
ry objectives is an attempt to extend the

ED KERR

favorable productive Jurassic sand fair-
way which tested 1,300 barrels of oil per
day in the Ivik well. ... Other objectives
are extensions to established production
at the Milne field”

Stacking the accumulations

Armstrong’s current plan is to drill
from one or two ice pad locations in “rel-
atively shallow water” of eight feet or
less, requiring four to six miles of ice
road, Gustafson said.

Myers said the key to success in the
area is understanding the Jurassic, which
he said Armstrong clearly did at the
Northwest Kuparuk prospect.

“The Jurassic ... has significant vol-
ume potential to it, but typically pro-
duces at slower rates. ... Other horizons
— smaller accumulation — like the
Brookian and Kuparuk could add signifi-
cantly faster flow rates to the project,”
Myers said.The result is “long-term pro-
ductivity at reasonable flow rates if you
can stack them up and that’s something
Armstrong is looking to do in that area”

Depending on what they find, he said,
production could be handled at a stand-
alone facility or other nearby existing
facilities at Milne Point or Kuparuk. O
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Pioneer eyes prospect development

Collaboration with ConocoPhillips’ Kuparuk unit critical to getting into production

By KRISTEN NELSON & KAY CASHMAN
Petroleum News

ioneer Natural Resources said it is
P studying fast-track development,

with startup possibly as early as

2004-2005, for its Northwest
Kuparuk prospect in
Harrison Bay off
Alaska's North Slope
where the company
drilled three wildcat
exploration wells
last winter.

One of the
United States’ largest
independents,
Pioneer Natural
Resources Co. offi-
cially entered Alaska
in October 2002
when it signed an
agreement with
Armstrong
Resources for a 70
percent working
interest in 10 state
oil and gas leases on KEN SHEFFIELD
the North Slope.

Pioneer took over operatorship of the
leases, which lie in five to 10 feet of
water between the Kuparuk River unit
and Thetis Island.The company later
added more leases and unitized them
into the 20,394 Oooguruk oil and gas

SCOTT SHEFFIELD

PIONEER NATURAL RESOURCES CO.

HQ: Irving, Texas

CEOQ: Scott D. Sheffield
EXECUTIVES IN CHARGE
OF ALASKA:

Ken Sheffield, president,
Pioneer Natural Resources
Canada, Chris Cheatwood, Pl O NEE R
executive VP of worldwide .,
exploration

CALGARY TELEPHONE: (403) 231-3100
WEB SITE: www.pioneernrc.com

AESOURCES

unit with Armstrong taking a 30 percent
working interest owner and Pioneer tak-
ing 70 percent.

Pioneer operates 70 percent of its oil
and gas properties and believes in the
“independent model,” which is to quickly
turn investment into cash flow, making it
a perfect match for Denver-based
Armstrong, which focuses on finding oil
prospects and then good partners to
operate them. (See story on page 31.)

Canada office oversees Alaska

“Independents have had success in
many other basins that were previously
dominated by the majors, and we see the
opportunities in Alaska to be similar: an
opportunity for smaller, more agile,
aggressive companies,” Scott D. Sheffield,
Pioneer’s chairman, president and CEO,

- - -,f - g e

told Petroleum News.“How many basins
have had second, third or fourth explo-
ration and development lives after the
majors wind down growth investment in
an established basin? Almost every basin.”

Ken Sheffield, president of the
Calgary-based Pioneer subsidiary and no
relation to Scott Sheffield, was appointed
the Alaska project manager. The company
opened a small, two-person office in
Anchorage, but said if Northwest
Kuparuk is developed,
a full-fledged office wiill
be established and Ken
Sheffield will be trans-
ferred to Alaska.

Pioneer’s Northwest
Kuparuk drilling pro-
gram involved three
grounded sea ice pads
accessed by ice roads
from the Oliktok Point
dock.The project made Pioneer the first
independent to operate on the North
Slope that was not associated with a
major North Slope producer.

CHRIS CHEATWOOD

Jurassic discovery looks promising

The Oooguruk vertical hole was com-
pleted March 29 to a depth of 6,900 feet;
the Natchiq well was completed March
31 to a measured depth of 7,500 feet and
a true vertical depth of 6,740 feet; the

see PIONEER page 36
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PIONEER

Ivik well was completed April
9 to a measured depth of
6,943 feet and a true vertical
depth of 6,942 feet.

Pioneer said it did not find
commercial quantities of oil
in its main target, the Kuparuk
C sand, but found oil in two
Jurassic-aged sands, which the
company described as “very
similar in geologic age, perme-
ability, and porosity to those
in the prolific, onshore Alpine
field to the southwest”

Pioneer fractured the Ivik
and got a sustained rate of
about 1,300 barrels per day.
Pioneer spokeswoman Susan
Spratlen said in April: “The
issue is determining the per-
meability, how much oil there
is and what the recovery fac-
tor will be”

The Alaska Oil and Gas
Division said there are eight
wells within a few miles
radius of the Oooguruk unit

which have been certified as
capable of producing in pay-
ing quantities.

In the area from north of
the Kuparuk River unit,
including Northwest Kuparuk
in Harrison Bay, going south
and west through the Alpine
field and into the National
Petroleum Reserve-Alaska,
there are a series of three
upper Jurassic-aged sand-
stones — the Nechelik,
Nuigsut and Alpine — that are
known to contain what divi-
sion Director Mark Myers
refers to as “staggering
amounts of oil”

Alaska on “A” list

On April 29, Scott Sheffield
told analysts he was “encour-
aged by the early evaluation
work we've done to establish
commerciality” at Northwest
Kuparuk .. .“What's positive
here is the fact that we are
only six miles away from
unused capacity at Kuparuk.”.

In filings with the state of

see PIONEER page 37
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s AIrora tastes inlet success

PIONEER _ o
Gas producer tallies 2003 results, ponders new exploration in 2004

Alaska related to forma-

tiqg of it'T‘ Unitf' PiOflleef _ By STEVE SUTHERLIN
said its plan of exploration Petroleum News — Al'mr (;a
“incorporates current . | == a S, LLC
engineering work under urora Gas LLC spent $15 million in
wa?/ to meé’t a possible A 2003 to drill wells, shoot seismic and AURORA GAS LLC
winter 2004-2005 fast- add production facilities, shoring up its HQ: Houston, Texas
track production start-up” position as a Cook Inlet gas producer PRESIDENT: G. Scott Pfoff

This work includes and operator, G. Scott Pfoff, its president, told ALASKA EXECUTIVES: J. Edward Jones, executive VP,
“identification of possible Petroleum News in operations; Andrew C. Clifford, executive VP, exploration
production synergies with October. Pfoff is also presi- g | TELEPHONE: (713) 977-5799
the adjacent Kuparuk dent of another of the three = | ALASKA OFFICE: Anchorage
River unit. Conceptual Aurora companies, Aurora % | TELEPHONE: (907) 277-1003
engineering and collabora- Power Resources Inc., a 2| WEB SITE: www.aurorapower.com
tion with the Kuparuk commercial gas seller in 2y
River unit are critical to Southcentral Alaska. b Lake is a re-entry that Aurora hopes will show
expedite production.” Late this winter, the com- large quantities of gas. If the re-entry proves
ConocoPhillips, operator pany expects to have a han- / successful, the company will proceed with
of the Kuparuk River unit, dle on its 2003 results, and 2 development in 2004.
has an overriding royalty once those results are in, & SCOTTPFOFF Texaco drilled the Long Lake Unit 1 well
interest in two of the Aurora will set a budget for in 1973 to a measured depth of 11,097 feet
Oooguruk unit leases. the 2004 season, Pfoff said. and a total vertical depth of 11,065 feet from

The last information The company is analyzing two exploratory 5 g;rface location in section 32, township 12
state officials had was that projects for 2004, one of which the company north range 12 west, Seward Meridian.
Pioneer was in negotiations opted not to name at Independents’ press “We're very optimistic about the Long
with ConocoPhillips. O time, and another, which holds great promise

— the Long Lake prospect, Pfoff said. Long see AURORA page 38
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AURORA

Lake prospect,” Pfoff said.

Counting 2003 successes

Aurora already knows it
has one solid success from its
2003 program.On Aug. 1 it
started production from the
Lone Creek field on the west
side of Cook Inlet, which is
delivering 5 million cubic feet
per day to Enstar, and has the
capability to go higher as
demand warrants, the compa-
ny said.The field adds an
approximate six-fold increase
over the 1 million cubic feet
of gas per day Aurora pro-
duces in Cook Inlet from its
Nicolai Creek field. Gas from
Lone Creek reaches a newly
constructed interconnect
with Marathon’s 16-inch
Beluga pipeline via six miles
of six-inch gathering line
Aurora completed this year.

Aurora owns 100 percent
working interest and is opera-

COURTESY AURORA GAS

Newly installed production facilities at Aurora Gas’ Lone Creek No. 1 well on

the west side of Cook Inlet. The photo was taken in July 2003.

tor of Lone Creek.The compa-
ny has a contract to supply
Enstar approximately 13 bil-
lion cubic feet of gas over the
life of the field and said it
believes reserves can meet
that requirement and allow
sales of gas to other markets.

The company experienced
a temporary setback at its
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Nicolai Creek field.A new
well, the Nicolai Creek No. 8,
was spudded in 2003, but
unfortunately a large boulder
halted drilling progress, and
the well had to be relocated.
The replacement well was re-
designated Nicolai Creek No.
9, the company said. No. 9
went smoothly, and following
completion of gathering lines
and surface production facili-
ties,Aurora expects to start
production from it and the

No. 2 and No. 1B wells in mid-

November.The three wells
share a common compressor
that is sized for production of
11 million cubic feet per day,
the company said.

Aurora said it has also
undertaken a workover of the
Mobil Moquawkie No. 1,
which was completed as a gas
well in 1965.The well had
measured and true vertical
depths of 11,364 feet and was
drilled from section 1-T11N-
R12W, SM. It was plugged and
abandoned in 1970. If the
results warrant, the company
said it would construct
pipelines and production facil-
ities there.

Aurora isn’t trying for mon-
ster gas fields, but instead is
focusing on a less risky plan
of re-entering wells that were
drilled and then abandoned,
primarily by larger companies
looking for oil.

“These are not going to be
huge fields,” Pfoff told
Petroleum News in 2002,“but
for a company our size, we
can make the economics
work, going back in, essential-
ly targeting missed pay, or pay
that was identified and never
really tested because of lack
of a gas market, lack of eco-
nomics at the time”

Aurora conducted a 28
square mile 3-D seismic pro-
gram last winter and is using
the data to prioritize its pro-
jects,Andrew Clifford, Aurora’s
executive vice president of
exploration told Petroleum
News in August.Veritas DGC

see AURORA page 39
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AURORA

Inc. was the seismic contrac-
tor, the company said.

Reaching goals

From day one Aurora has
had its sights on becoming a
producer and an operator in
Cook Inlet, Pfoff told
Petroleum News in 2001.

In 1997, Aurora Power
was a successful bidder in
Cook Inlet lease sales on
8,000 acres on the Kenai
Peninsula, and in 1998 the
company acquired Chevron’s
working interest in the
Marathon-operated Kenai and
Cannery Loop gas fields.

Aurora's first Cook Inlet
production was at the
Nicolai Creek field on the
west side, beginning in early
October 2001.

In 2002, Aurora went out
for financing and partnered
with Kaiser Francis Oil,
which agreed to fund Aurora

Gas up to $25 million to
acquire, explore and produce
properties Aurora had identi-
fied.

On Oct. 3, 2002, Aurora
Gas closed a transaction with
ConocoPhillips Alaska Inc. to
acquire a 50 percent working
interest and leasehold at
Moquawkie on the west side
of the inlet.

On Oct. 18, 2002, Aurora
Gas said it had reached an
agreement with Anadarko
Petroleum Corp. to acquire
Anadarko’s entire Cook Inlet
oil and gas lease holdings,
which included the remain-
ing 50 percent at Moquawkie
and approximately 40,000
acres on the Kenai Peninsula.
That deal closed in January.

Aurora acquired an addi-
tional 3,000 acres in 2003 at
an Alaska Mental Health Trust
sale.Aurora Gas’ Cook Inlet
stake has grown from 8,000
acres of oil and gas leases to
108,000 acres, including
state, Alaska Mental Health
Trust and private acreage. O
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Burlington waiting for gas pipeline

Houston independent holds 32 leases in Alaskas natural gas-prone Brooks Range Foothills

THE INDEPENDENTS

By KAY CASHMAN
Petroleum News

executive officer of Houston-based

Burlington Resources, is bullish about

his firm’s prospects in Canada’s Arctic.

Already Canada’s third largest gas pro-
ducer, Burlington has been ramping up its
activities in western and northern Canada.
Shackouls views the company’s holdings
north of the 49th parallel as an important
part of an integrated North America gas
market where it had 7.049 billion cubic feet
of gas reserves at the end of 2002.
Burlington’s plans for the Mackenzie

Delta include at least one well this winter,
chasing last winter’s successful North
Langley K-30 well, drilled by operator
Chevron Canada in partnership with
Burlington and BP Canada.That well tested
at a restricted flow rate of 18 million cubic
feet per day (reserves and production
potential remain confidential).

B obby Shackouls, chairman and chief

Picks up 32 leases in foothills

Burlington, a member of the Mackenzie
Delta Explorers Group across the border,
expanded its global reach to Alaska when
its wholly owned subsidiary, 5051 Alaska,
successfully bid $1.99 million on 32 tracts
in the state’s May 9, 2001, North Slope
Foothills areawide lease sale.

Burlington was high bidder on approxi-
mately 180,000 acres in the gas prone

BURLINGTON
RESOURCES

DBA 5051 ALASKA INC.

HQ: Houston, Texas

CEO: Bobby S. Shackouls

ALASKA EXECUTIVE: Byrd Larberg
TELEPHONE: (713) 624-9500

WEB SITE: www.br-inc.com

Brooks Range Foothills.A source at the com-

pany told Petroleum News in the summer
of 2002 that Burlington would probably do
little with its leases until it can be sure a
pipeline will be built to take North Slope
natural gas to Lower 48 markets.And until
Burlington can be sure it can gain access to
such a line.

Low risk entry

Ellen DeSanctis, vice president of corpo-
rate communications, said after the 2001
lease sale that the foothills leases represent
a low risk way to enter an area that might
soon have a market for its vast gas reserves.

“We are trying to get a toehold in some
opportunities in the far northwest of North
America that would be in concert with our
efforts in the Mackenzie Delta to build a

position in what could be future opportuni-

ties in North America, particularly gas,;”she
said. Burlington has done fieldwork and

surface mapping in the area, Norm Napier,
Burlington Canada’s manager of new ven-
tures and Alaska team leader until recently,
said after the lease sale. He said that the
company has 2D grid information on the
properties and is devising better ways to
resolve its data.

With gas supplies diminishing in the
United States, Napier said Burlington consid-
ers Arctic gas properties to be a sound
investment.

Lewis replaces Napier

Napier has since been transferred to
Houston. Ken Lewis in Calgary has taken his
place. Lewis told Petroleum News in
October that the company had not picked
up any additional leases in Alaska. He would
not comment on whether or not the com-
pany had plans to shoot additional seismic
or do other geological work on its Alaska
leases, but confirmed Burlington was wait-
ing for a gasline announcement.

Fast and hard into Canada

Burlington had no assets north of the
U.S.-Canada border prior to 1999, when it
combined its business with Poco Petroleum
of Calgary.

The US$2.5 billion transaction provided
entry into the Western Canadian
Sedimentary Basin and made Burlington the
fourth largest producer of natural gas in
North America. O
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XTO boosts reserves at old field

East flank test well a disappointment but first hydraulic lift pump a success

By KAY CASHMAN
Petroleum News

quiet in Cook Inlet this past

year for XTO Energy, which
employs 30 people
out of its Nikiski office
on Alaska’s Kenali
Peninsula.

The company
drilled just one new
well in 2003, a hori-
zontal sidetrack, as
compared to seven
horizontal sidetracks
(at a cost of $3 million

| t has been comparatively

to $5 million each) and an injec-

tor well in 2001 and 2002.
XTO, which purchased plat-
forms A and C at the Middle
Ground Shoal field from Shell
Oil in 1998, kept one of its two
rigs busy drilling new holes for
most of 2001 and 2002 but for

DOUG SCHULTZE

the last year the company has
been focused on doing
workovers on platform C wells.

Spending in Alaska was
down, too, from $15 million in
2002 to approximately $7 mil-
lion in 2003 versus the
$16 million XTO
expected to spend at
Middle Ground Shoal
this past year, XTO
Senior Vice President
Doug Schultze told
Petroleum News Oct.
15.

The main reason for
the drop in spending

and lack of new drilling was dis-

appointing results from an east
flank test well, C13-13 LN,
which was spud in November
2002 and completed in January.
After having tremendous
success pumping up the
reserves on the west flank of
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the field, C13-13 LN was the
first test of the far reaches of
the reservoir on the east flank.
Although the area has been
waterflooded since the 1960s,
XTO hoped to find some
“trapped/banked oil” and
“potentially identify additional
east flank drill locations” for
more new wells in 2003 and
beyond, Schultze said in
November 2002.

But results from the east
flank horizontal well proved “a
disappointment;” he said in
October.The well is“making
150 to 160 barrels of oil a day

Lé&J
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EXCAVATING

Thank you for your
commitment in
producing Alaska's
energy future.

Lou and Stacy Oliva
Nikiski, AK 99635

now but that has been a fairly
recent development. ... It’s
done very poorly all year.We
just perforated some new pay
last week and it looks as though
we've tapped into some better
pay”’

Schultze said the company’s
2004 budget “is still under evalu-
ation. However we do expect to
do some additional drilling. Our
expenses for 2003 — routine
operating expense which
includes employee salary —
will be approximately $8.4 mil-
lion”

Hydraulic lift pump a success

In addition to bringing pro-
duction up in the east flank
well, another piece of good
news came from the company’s
test of a hydraulic lift pump,
which was installed in a well on
platform C, replacing a standard
gas lift system.

The result was an immediate
increase in production from
“100 barrels a day to 150 barrels
in the well, which was encour-
aging,” Schultze said.

XTO has identified another
candidate for a hydraulic lift

see XTO page 43
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XTO

pump, he said.“We’ll probably try another
well later this year or early next year. If the
next well looks good then we have to
reconsider some things, because if you go
full scale, using all hydraulic lift pumps, then
you have to redo some facilities and com-
mit quite a lot of money for new equip-
ment”’

Currently XTO sepa-
rates oil and water
onshore.They would
need clean oil or water
on the platform if they
switch to hydraulic
pumps on all their wells,
Schultze said.

“On other platforms
in the inlet, for example,
they separate oil and water offshore so they
have different vessels and equipment than
what we have on our platforms. ...
Switching operation modes would repre-
sent a significant investment for us, so we
would want to think it through carefully
before we jump into it”

Schultze said the west flank of the field
is “pretty well developed now. It’s where we
have devoted most of our time.There is
probably not a whole lot of additional
drilling opportunity over there”

XTO will continue to do workovers, he
said, on an as-needed basis.

“The water injection, water flood, has
done real well. ... We're looking at some
reservoir simulation — that’s something we
are always updating and looking for oppor-
tunities,” Schultze said.

By the end of 2002, XTO had converted
three Middle Ground Shoal wells to water
injection in order to waterflood the west
flank, a project Schultze described as “criti-
cal”to XTO’s success at the Cook Inlet field.

The company, which has a reputation for

KYLE HAMMOND

An XTO platform at Middle Ground Shoal in
Cook Inlet.

buying oil and gas producing properties
that are no longer profitable for larger com-
panies and employing what it refers to as ‘A-
Level’ science teams to develop hidden
upsides, has been getting an average of
750,000 barrels of oil reserves per well,
Schultze said.The first seven horizontal
wells in the west flank came on at an aver-
age of 400 barrels a day and, together with
the eighth well drilled in the east flank, are
currently producing at an average rate of
200 barrels per day.

Jurassic possibilities left to explore

But there could be additional potential
deeper in the field, something XTO has
been looking at for a while. Schultze talked
to Petroleum News about it in November
2002: “There actually is a formation below

JUDY PATRICK

the Hemlock called the Jurassic that has
been drilled in the inlet once or twice
before;” he said, but not commercially pro-
duced.

A well was drilled into the Jurassic in the
McArthur River field, but while it came on
with very high production it dropped off
very quickly, Schultze said.

“And we believe that with some differ-
ent techniques, different completion meth-
ods, that maybe you can get something that
will produce long term,” he said. If the com-
pany can get a good test, it will then look at
whether it could move to full development.

The company’s reserves have “easily 10
and probably 15 years of economic life left.
And if the Jurassic were to come into play;’
the economics could change significantly.

“But we’re having a little trouble justify-
ing that project — going into Jurassic —
but we're still hopeful we can do it at some
point,” Schultze said in October.

XTO’s Middle Ground Shoal properties
produce about 3,800 barrels per day from
the two platforms.Without the company’s
development work to date, current produc-
tion would probably be at about 2,800 bpd,
Schultze said.

When XTO purchased the platforms
from Shell it picked up 8,866 net acres and
12 million barrels of reserves. By late 2002,
XTO estimated it had increased the reserves
by 42 percent.A new reserves report is due
out in 2004.

The west flank, where the company had
its most success in pumping up reserves,
looks narrow on a surface view, he said:“But
if you look at the structure, it’s a very
turned over structure. ... And so you have
the whole reservoir basically turned over
on its side, which makes for challenging
development.”

Schultze said “The program overall, even
with the east flank disappointment, has still
been very good.We're keeping production

see XTO page 44
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flat which is significant for an old field”

Drilling into coal seam for cheap gas source

XTO has added significant coalbed
methane acreage to its coffers this past
year with its purchase of Williams’ proper-
ties in the Raton basin. It's something the
company is watching in Alaska, but “there
is nothing on the immediate horizon,”
Schultze said. However, XTO is currently
making plans to test a shallow coal seam
in a shut-in well on C platform, looking for
gas to use at its platforms.

The company used to buy gas from
Unocal’s Baker platform, but since that has
been shut down it has had to buy gas from
onshore.

“We use 700,000 cubic feet per day in
addition to what we produce.This adds a
significant amount to our operating
expense.We'd like to have a source at our
platforms,” Schultze said.

The coalbed methane XTO is evaluating
is“not a huge play. ... It's a test.We're look-
ing at completing one or two wells to test
the coals. Normally you don’t view
coalbed methane as a one or two well

operation but there are exceptions to the
rule. ... We've got some shut-in wells
where we can test it, so we are going to
give it a shot,” he said.

What’s next in Alaska?

Does XTO have any interest in picking
up additional properties in Alaska?

“We have reviewed several prospects
up there and we currently have no interest
in any of those but we’re always looking at
opportunities that come up and would
love to find a way to leverage our work
force up there,” Schultze said.

The company’s main focus right now is
East Texas.

“Clearly that’s our growth engine right
now.We've got several years of identified
locations to drill in East Texas, but we’ve
also been very active in the San Juan basin,
and ... the Raton basin ... will be a growth
area for us in the coming months,” he said.

XTO has purchased approximately
$600 million worth of properties so far in
2003.“Our stated goal is a total of $1 bil-
lion.We're generally looking for properties
already in production that someone else
has given up on. Usually we look for fields
currently active or active in the past and
then go in and see what we can do with
them.We do have an exploration budget

RCTIC
WIRE ROPE
and SUPPL

but exploration is not likely to be our
focus,” Schultze said.

New man at helm for Alaska

Schultze was vice president for the
Permian basin and Alaska for XTO up until
recently. He has been promoted to senior
vice president of the Midcontinent division
for XTO, which initially will include over-
sight of his replacement in Alaska.

Kyle Hammond has replaced Schultze
as vice president of operations for the
Permian basin and Alaska.

Hammond is based in Midland, Texas;
Schultze has transferred to Oklahoma City,
Okla. Hammond is a 1985 graduate of
Texas A&M University with a bachelor of
science in Petroleum Engineering. Prior to
joining XTO Energy, he worked for BOGO
Energy and Oryx Energy. His previous
assignment with XTO was engineering
manager, Freestone trend, in Tyler, Texas.

According to company reports, XTO’s
oil and gas reserves were approximately
3.8 trillion cubic feet equivalent by the
end of the third quarter 2003, making it
the fourth largest owner of domestic gas
reserves among the independents.The
company said that it has a market capital-
ization of $4.2 billion and an enterprise
value of $5.3 billion. O
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Pelican Hill drilling first Alaska wells

Al Gross of Pelican Hill Oil & Gas: from leases to drilling in Cook Inlet within two years

By KRISTEN NELSON
Petroleum News

| Gross of Pelican Hill
A Oil and Gas bought his

first leases in Alaska in

2001 and this year will
drill his first wells in the state,
gas wells on the west side of
Cook Inlet in the Tyonek area.

Gross, based out of
California, is an oil and gas
producer in Kansas, where he
has drilled more than 200
wells over the last 25 years. In
1999, looking for areas with
larger reserves, he considered
several areas, including Alaska.

At first, he told Petroleum
News, he looked at Alaska and
walked away.

But in 2000 he looked
harder, linked up with
Anchorage-based geological
consultant Arlen Ehm and
made his first trip to the state
in June of 2001.

By the fall of 2001, Pelican
Hill had acquired its first leas-
es, spending $258,359 for
25,187 acres of Mental Health
Trust oil and gas leases on the
west side of Cook Inlet in the
Beluga and Nicolai Creek
areas. By the time the first
leases were issued, Gross was
planning seismic for early
2002.

“1 don't buy leases just to
own them as a lease position
asset,” Gross said,” ... | buy
them for a reason: that's to
shoot them and then to go
drill them””

Gross acquired additional
Mental Health Trust acreage.

And then in November
2002, Pelican Hill said it had
acquired 21,543 acres of state
of Alaska oil and gas leases on
the west side of Cook Inlet
from Unocal in a farm out. It
is there, on the Iliamna
prospect, onshore west of the
McArthur River field, that
Pelican Hill will begin its

fPﬂJGWHﬂLGﬂ.&GJGM
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exploration drilling this year.
The leases expire Jan. 31,
2004.

In August, Pelican Hill cut a
farm-in deal with Paul Craig of
Trading Bay Oil & Gas in
August to drill on Craig's
North Beluga River prospect
this year, a 1,160 acre state oil
and gas lease on the north-
west boundary of the Beluga
gas field.

Tailored drilling

Gross says existing infra-
structure in Cook Inlet is key
to working his prospects.

Cost-effective and timely
drilling is also necessary, he
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From left to right, Arlen Ehm, geological consultant; Al Gross, president of
Pelican Hill Oil and Gas; and Blaise Clay, vice president of Water Resources
International, stand in front a small, truck-mounted rig from Hawaii, which
Pelican Hill plans to use on the west side of Cook Inlet with the aid of temporary

mats for roads and drilling pads.

said, and to meet that goal,
Gross brought a truck-mount-
ed rig to Alaska from Hawaii
this summer.The Ideco H-35
KD, owned by Water
Resources International,
arrived in July. It was modified
with a top driver and winter-
ized, and was barged to the
west side in October.

“With our own rig here,”
Gross said,“we're going to be
able to do what we want to
do on our timeframe”

In addition to bringing in a
rig, Gross is also using a
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drilling technique new to
Cook Inlet: casing drilling.
Instead of drilling the well
with drill pipe, pulling that
and putting down casing, the
drilling is done with the cas-
ing. Once the pipe is at the
bottom of the hole, it is
cemented in place.

Gross said the method is
“faster, less expensive (and)
safer”

Ehm said the technique is
not new, but this will be the
first time it is used in Cook

see PELICAN HILL page 46
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Inlet.

With the top drive,“you
never lift it back up,” Ehm
said.“In conventional drilling,
you drill down ....And you
pull up about 30 feet (of
pipe) and add a joint and
then you come down.” The
coals in the Cook Inlet basin
break off of the side of the
well and rocks are fractured
and fall to the bottom.“With
this, the bit drills down, it
stays there while you add
another joint at the top
because your power is now
not on the rotary table, your

power is up there in the top
drive”

And Pelican Hill won't be
doing conventional mud log-
ging on these wells, but will
instead do remote mud log-
ging, which does not require
a crew on site.

Temporary roads with mats
The working surface will

also be an innovation: tempo-

rary interlocking polyethyl-
ene mats will be laid for
roads and drilling pads.

This technique hasn't
been used for drilling explo-
ration wells in Cook Inlet,
although it has been used for
a pipeline installation. The
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mats are laid in place and
locked together and removed
once the work is done.

Pelican Hill's west side
prospects are close to exist-
ing infrastructure and roads,
so the company just needs to
lay down access to reach the
sites from existing roads.
Dennis Swathout of
Compositech, which is pro-
viding the mats, said the mats
have been used for the last
three years in Canada and are
also being used on the North
Slope.

Swathout said the mats go
down fast.An area of matting
some 90 feet by 26 feet went
down in about an hour in
mid-July at the Anchorage
yard where the rig was being
worked on prior to its move
to the west side, and that by
workers who'd just been
shown how to do it.

Locations permitted

Permitting for Pelican
Hill's first well was expected
to be complete in early
October, and the company
was preparing to move its rig
across Cook Inlet. Pelican Hill
told the state it would use
the existing landing below
the Trading Bay production
facility, with most barge ship-
ments coming from
Anchorage and some smaller
loads from Kenai.The rig is

capable of drilling to approx-
imately 7,000 feet, but the
wells were expected to be
drilled to a maximum depth
of 5,500 feet.

The Alaska Oil and Gas
Conservation Commission
determined that the pro-
posed wells “are highly
unlikely to encounter oil or
oil-bearing formations”
between the surface and
5,500 feet true vertical
depth, and Pelican Hill has
applied to the commission
and the Alaska Department of
Environmental Conservation
for an exception to the
requirement for an oil dis-
charge prevention and con-
tingency plan.

The company told regula-
tors that, should gas be discov-
ered at the wells, new facilities
would be limited to gas-pro-
ducing wellheads and well
houses, which would not be
larger than 10 feet by 10 feet.
Pelican Hill said it could apply
to access the sites with perma-
nent roads if the wells are put
on production, but could also
monitor some wells by foot
and some by helicopter, with
workover operations conduct-
ed on matting boards.

If gas is found and devel-
oped, pipelines would be
buried and would, wherever
possible, use existing pipeline
rights of way. O
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Totem Ocean Trailer Express, Inc.

A NEW GENERATION OF SHIPS SERVING ALASKA'S NEW GENERATION

Trailer Express has witnessed the consistent expertise and
entrepreneurship of The Independents.

TOTE has been a mainstay to the 0il & Gas Industry in Alaska,
and we are excited to serve Alaska with our new vessels,

the M. V. Midnight Sun and the M. V. North Star, built to serve
Alaska for decades to come.
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[T ANDEX - Nenana Exploration License Area
[ ICASSANDRA ENERGY - Katalla OF Fiald
I o EARFLAME - Susitrsa Exploration Licanse Area

I FOREST OIL - Copper River and
Susitna Exploration License Areas
B HOLITNA ENERGY - Holitna Basin

[ TECK COMINCO - Red Dog

_v"._-‘ Trans-Alaska Oil Pipaline
/' Highways, Roads and Trails

- = | ALASKA'S ACTIVE INDEPENDENTS
Location of leases outside of Cook Inlet and Arctic Slope

LCMF LLC is a wholly-owned subsidiary of Barrow Technical
Services, Inc. (BTSI), which is owned by Ukpeagvik Ifupiat
Corporation (UIC)

Providing Architectural, Engineering and Survey Services
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Kuukpik | LCMF @

S-llwrWlelp-it
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Barrow (800) 478-8213 Toll Froa
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INDEPENDENT COMPANIES

ACTIVE ON
NORTH SLOPE AND BEAUFORT SEA,

ALASKA

Talisman/Fortuna has farmed in on Total’s acreage in the National
Petroleum Reserve-Alaska, but no lease assignments to Talisman and its

U.S. subsidiary, Fortuna, have been made.
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INDEPENDENT COMPANIES
ACTIVE IN
COOK INLET BASIN, ALASKA
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BBI is the holding company for Escopeta. Lapp Resources has sold 100 percent of the working interest in six of eight lower Kenai Peninsula leases, but the
assignments had not been made as of Oct. 25, the date the map was finalized.
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close at hand.

Alaska Telecom - the only name
Independents need to know for
communications.

+ Leading provider of VSAT technology

+ Remote construction and installation of
satellite systems

+ Engineering, design and integration of
complex communications systems

+ NAVaid, alarm and security systems

+ Specialty VHF/UHF radio systems

+ Cellular and trunked radio networks

+ Transportable equipment modules

A

Alaska Telecom, Inc.

wwwealaskatelecom.com

907.344.122%

Detrotechmical Resownces Alaska
Alaska’s Premier Oil and Gas

Consultants

Skills Areas of Expertise
Project Management North Slope
Geophysics Cook Inlet
Geology Interior Basins
Petrophysics Bristol Bay
Engineering Gulf of Alaska

Data Tools
> Digital Well Logs > Subsurface mapping tools
> Raw and interpreted data > Seismic interpretation
Well History tools
Directional Surveys > Petrophysical
Formation Tops interpretation tools
Seismic > ArcView/GIS tools
> US6S NPRA lines
> 6IS
> Land Status
> Well locations

We can provide clients with individuals to fill specific
needs, or with integrated teams to manage exploration
and development projects.

For information about PRA including background

material and a complete listing of our consultant
staff, please visit our website at:
www.petroak.com.

Contact us at:

PRA

3601 C Street Suite 1378

Anchorage, AK 99503

(907) 272-1232 (907) 272-1344 (fax)
info@petroak.com www.petroak.com


http://www.alaskatelecom.com/
http://www.petroak.com/
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NANAColt

Making your project a success Engineering, LLC

is what we do by providing
quality engineering & design,

project management,
procurement, project controls
& services, construction

management, and facilitiy

engineering in supportof ¥
operations and maintenance. 'i— b LT,

Making Your Project
a Success

700 G Street, 5th Floor Anchorage, AK 99501
807-273-3900

www.nana-colt.com

You live here. You work here.
four Lo-op s here. You belong.

As an ASTAC co-op member, you have a stake in
the company. And the cooperative has a stake in
you. You belong. Simply put, that means that your
cooperative membership insures that your bill
payment supports your cooperative and the

services that you use, constantly improving your
community and your way of life. Service from
ASTAC automatically makes you a member of
the ASTAC Membership Cooperative and gives
you a voice in how your company is run, insuring
that you get the services that you need at a price : §
that you can afford. And that's a big difference. . 2 _Tﬂuphona Association

: Cooperative
With ASTAC you really, actually, belong. Where you actually belong.

e DyaadboreeBriid » Ry Blawvib N ulk [
arrow, Deadhorse/Prudhoe Bay, Kaklovik, Nuigsut, Pt. Hope, Pt. Lay, W ainwright

1-800-478-6409
Local & Long Distance Service, Cellular Solutions, & Internet /Broadband

5 L " . T . 3 3
wnaktuvilk Pass, Algasuk, B



http://www.nana-colt.com/
http://www.astac.net/800/index800.html
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Unocal Alaska
scales back in 2003

Major-turned-independent cuts workforce by
18%, budget by 50%, searching for onshore gas

By KAY CASHMAN

Petroleum News UH oc .ﬁ L@

nocal Alaska, which made
U its first Cook Inlet basin UNOCAL
gas discovery in 1959, is CEOQ: Charles R. Williamson
dealing with the chal- ALASKA EXECUTIVE:
lenge of maturing fields in the Charles Pierce
Southcentral Alaska basin.The HQ: El Segundo, California
largest oil and gas producer in TELEPHONE: (310) 726-7600
the inlet, Unocal scaled back ALASKA OFFICE: Anchorage
spending in 2003, a move the TELEPHONE: (907) 276-7600
company said reflected declin- EMAIL: rsinz@unocal.com
ing WEB SITE: www.unocal.com
resources
and few : Pierce, Unocal’s top executive
opportuni- .
tesfor finc natneienien
;T%eicé?\l;égn “Our growth area_is |n
When oqshore gas explo!'atlon, he
the major- said.“We are focusing near-term
turned-inde- grov_vth efforts t0\,/’vards onshore
pendent laid CHARLES PIERCE gas in Cook Inlet;”as opposed

to offshore oil and gas explo-
ration in the inlet where
Unocal still operates eight plat-
forms.

off 18 percent of its 450-person
workforce at the end of 2002,
Unocal said it was “implement-
ing a comprehensive restructur-

ing program to improve Cook Three objectives in Cook Inlet
Inlet business profitability” That

restructuring included a reduc- Pierce said Unocal has three
tion in capital investments, objectives in Cook Inlet.
elimination of duplicate ser- ‘The first is to manage the
vices, shutting in certain facili- ~ €xisting Cook Inlet oil fields

ties and streamlining opera- over t_he next five to 15 years.
tional, technical and support He said although they are -
functions. declining, Unocal will continue
Unocal’s 2003 capital budget ~Production as the end of the
for Alaska was set at $35.5 mil-  field life draws closer, approach-
lion, the same amount the com-  ing old fields with new technol-
pany spent in 2000, but half of 09y the best example of which
what it spent in 2001 and is the company’s successful
2002. 2001 redrill at the King Salmon
The company also suspend- platform in the McArthur River

ed operations at its Dillon and ~ field in the Trading Bay unit.
Baker platforms in Cook Inlet The K-13 well produced at the

in late 2002 and early 2003, highest rate of any well in Cook
respectively. The company is Inlet histor)_/, coming in at 8,000
betting on the Kenai barrels of oil per day: o
Peninsula’s smaller natural gas Ve have to be disciplined
fields to help stem the tide of in investing in older proper-

falling production, Charles

see UNOCAL page 57

s Maritime Helicopters

Authorized Bell Service Center

Serw'nﬂ the Petroleum Indusf/y Since 1973.

3520 FAA Road 907 235-7771
Homer, Alaska 99603 info@maritimehelicopters.com
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FUELING THE FUTURE IN ALASKA

Clean fuel.

Affordable energy and stronger communities right here in
Alaska. That's what Evergreen is all about. Our vertically
infegrated strategy means hiring Alaskans and monitoring
operations every step of the way. The result is environmentally
sound development of coalbed gas and the power to help
“build a better future for Alaska.

=\l=lze|2==|\| Evergreen Resources. An energy company you can believe in.

RESOURCES, INC.

(ALASKA)
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UNOCAL

ties;” Pierce said. Unocal is plan-
ning for the eventual abandon-
ment and remediation of some
of its older facilities, although a
company spokesman said no
more platform suspensions
were planned through the end
of 2004.

Second, Unocal will continue
streamlining efforts to create a
smaller work scope. Pierce said
it’s all part of the move away
from offshore oil to onshore
gas. Smaller is more profitable,
he said.

And third, Unocal will fit into
its new svelte look by taking on
selective projects with existing
infrastructure. Pierce said the
company will continue Cook
Inlet exploration projects on
the southern Kenai Peninsula
and in the Ninilchik unit,
despite the fact the company
drilled three wells south of
Ninilchik in 2002 that came up
dry.

Following are the highlights
of Unocal’s Cook Inlet basin
activities in 2003.

= In May, the company took
two tracts on the southern
Kenai Peninsula for $60,652.80
in the state’s Cook Inlet area-
wide oil and gas lease sale.

< In early June, Unocal spud
its Happy Valley No. 1 gas explo-
ration well in its Deep Creek

In 1966, Unocal installed the world's first single-legged monopod platform to
produce oil from the Trading Bay field in Alaska’s Cook Inlet. The unique
design utilizes a single leg support for the structure which guards against
and reduces exposure to ice and high tides.

The state said two wells
drilled in recent years estab-
lished oil production outside of
the unit boundary, one of which
produced at initial gas-lift test
rates of more than 3,000 barrels
of oil per day. Unocal's 39th
plan of development for the
unit includes optimizing oil
recovery from the Hemlock,

unit near Ninilchik. It followed
immediately with a second well
in the same unit, leading to
rumors of a gas discovery. (See
update in On Deadline section.)
The 22,617-acre Deep Creek
unit is the larger of two explo-
ration units Unocal has on the
southern peninsula.The other,
the 6,998-acre South Ninilchik
unit, is adjacent to the Marathon
Oil-operated Ninilchik unit.

* On June 25 the state of
Alaska approved an expansion
of the Unocal-operated Trading
Bay unit in Cook Inlet and
expansion of the unit's
Hemlock oil pool participating
area and its Grayling gas sands
participating area.

OILAND

KENAI - 283-4452
MILE 16 KENAI SPUR HWY, KENAI

ANCHORAGE - 344-2512
6108 MCKAY, ANCHORAGE

VISA' Mastercard.
I

GAS SUPPLY CO.

1-888-266-2512

Eé\eroquip'

CHRIS AREND

Middle Kenai and West Foreland
participating areas within com-
pleted wells and studying
potential workover or redrill
opportunities.

The division said Unocal is
also considering rig projects on
the Steelhead and Grayling plat-
forms to improve deliverability
and recovery of gas reserves
from the Grayling participating
area and will “continue to evalu-
ate the possibility that oil reser-
voirs exist within the Jurassic
section within the unit.

On Oct. 27 Unocal Alaska
spokeswoman Roxanne Sinz
told Petroleum News the com-
pany had “started workover
operations on the Steelhead this
weekend (Oct. 25-26).We will
be doing three workovers and
one redrill for gas deliverability.
At this time no Jurassic projects
are envisioned.”

* OnAug. 2,Unocal received
the Director's Corporate Wildlife
Stewardship Award from the
U.S. Fish and Wildlife Service for
“outstanding efforts toward pro-

see UNOCAL page 58

ALASKA'S UNDERWATER PROFESSIONALS
ANCHORAGE < 907.563.9060
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UNOCAL

tecting the invaluable wildlife resources of
the Kenai National Wildlife Refuge””

Fish and Wildlife said Unocal “has dili-
gently worked to combat the deterioration
if its aging facilities” Unocal began a pro-
gram in 1995 of replacing old metal
pipelines with heavy duty metal, fiberglass
and sometimes plastic piping and sleeves,
and has removed 6,780 tons of scrap, steel,
used pipe and cement from the field” The
effort included the disassembly and removal
of an old tool house, six 750-barrel-gauge
tanks from tank setting sites and “numerous
pieces of outdated equipment.”

< In late August the newly constructed
Kenai Kachemak Pipeline received approval
from the Regulatory Commission of Alaska
to begin transporting natural gas starting
Sept. 1. Construction of the pipeline, owned
60 percent by Marathon and 40 percent by
GUT LLC, a subsidiary of Unocal, began in
May and was completed in August.The 33
mile, 12-inch pipeline connects the
Ninilchik gas field to existing natural
pipeline infrastructure serving Southcentral
Alaska.The Ninilchik area has had several
gas discoveries dating from the 1960s, but
has never had pipeline infrastructure to

Marathon's Glacier Rig. No. 1 drilling the Grassim
Oskolkoff No. 2 exploration well in the fall of
2001, one of three natural gas discoveries which
are now part of the Marathon-Unocal Ninilchik
unit on Alaska’s Kenai Peninsula.

bring the gas to market.

* On Sept. 10 operator Marathon and
partner Unocal said gas production had
begun from the companies’ Ninilchik unit
on the southern Kenai Peninsula, with 15
million cubic feet a day of gas moving
through the KKPL.

According to Pierce, the Ninilchik unit
contains Unocal’s biggest chance for new
gas production in the near future.

Unocal is in a 60-40 relationship in the
Ninilchik unit, with Marathon holding the
lion’s share.
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other construction company in Alaska can
offer—Dawve Cruz.

A REPUTATION FROM THE PAST
VISION FOR THE FUTURE

Going after coalbed methane?

In respect to small gas plays, in June
2003 Unocal acquired its first shallow gas
leases on the Kenai Peninsula when it
picked up 100 percent working interest
from Lapp Resources in six leases, 16,000
acres, just north of Homer. (See story on
page 95.)

On Oct. 27, Sinz said Unocal has no
plans for the leases at this time.The three-
year leases were issued May 27. Annual
rentals, not work commitments, are
required by the state on shallow gas leases.

Prior to 2003, Unocal was starting to
expand its investment on Alaska’s North
Slope, picking up a number of leases in
the central North Slope and Brooks Range
Foothills.

But the company is no longer looking
at the slope as a near-term investment,
concentrating instead on the Cook Inlet
basin.

Unocal has almost a 5 percent working
interest in the Kuparuk River unit and a
10.5 percent interest in the Endicott field.

The Kuparuk investment includes
Unocal’s share of the Meltwater develop-
ment on the southwest corner of Kuparuk
and the Palm discovery just west of
Kuparuk, both of which are adding
reserves for Unocal, Pierce said. O

Founder, hands-on CEQ, and 27-year
industry veteran, Dave Cruz makes sure
every job is completed to his client’s
specifications, no matter how remote, cold
or difficult. His fleet of tundra-approved
construction equipmeant can be transported
by aircraft, barge or truck to any location in
Alaska.

Call Dave Cruz, and find out what you're
missing.

* ALASKA -
(907) 746-3144
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Prodigy seeking
Cook Inlet partners

Land position swells to 34,000 acres at
Northern Lights prospect in northern inlet

By KAY CASHMAN
Petroleum News

for partners to help drill

its Northern Lights oil
prospect in northern Cook
Inlet, formerly known as the
Tyonek Deep prospect and,
before that, Sunfish.

Mark Landt, Prodigy’s vice
president of land and new busi-
ness ventures, said Waterous
Securities of
Calgary isin
charge of
the market-
ing effort to
bring a part-
ner.

Waterous
is advertising
Northern
Lights’ oil
reserves as
follows:

m P-10 488 million barrels

m P-50 240 million barrels

m P-90 104 million barrels

Although the designations
do not directly correlate with
percentages, Landt said P-10
means the geological data
shows there is“roughly a 10
percent chance of finding” 488
million barrels; P-50 is equiva-
lent to a 50 percent chance and
“is usually what you expect to
find; and P-90 indicates there is
essentially about a 90 percent
chance of finding” 104 million
barrels.

P rodigy Alaska is looking

MARK LANDT

Targeting Tyonek Deep

The reserve numbers are
based on the Tyonek Deep, a
deep oil zone drilled by ARCO
Alaska and Phillips with wells
ranging in the 14,000-14,500
foot range.

“We think there is reserve

PRODIGY ALASKA LLC

HQ: Irving, Texas

CEO: Shawn Bartholomae
ALASKA EXECUTIVES:
Mark Landt, Dave Doherty
TELEPHONE:

(972) 506-0909

WEB SITE:
www.prodigyoilandgas.com

potential in the Hemlock,
which is deeper, but that is
more speculative;” Landt said.

“There have been 16 wells
drilled on the Northern Lights
anticline ... and all the wells
had oil shows or tested oil.
We're about a half mile from
ARCO’s North Foreland State
No. 1 well which tested from
three zones, on a sustained test,
at about 3,600 barrels per day;’
he said.“It was after drilling that
well that ARCO and Phillips in a
joint venture said they had 750
million barrels out there”

Landt worked for ARCO
Alaska from 1992 to 1997, ini-
tially as district land manager
for Cook Inlet. He and Dave
Doherty, Prodigy Alaska’s explo-
ration manager, brought the
Cook Inlet prospect to the
attention of Dallas financier
Shawn Bartholomae, president,
CEO and sole owner of Prodigy
Oil & Gas.

Doherty spent 14 years in
Alaska with ARCO Alaska and
was responsible for taking a
new look at the geology of the
Cook Inlet basin.

“Sunfish and North Foreland
were my wells,”he said in a
2001 interview. “I saw an
opportunity south of the North
Cook Inlet field but ARCO
walked away from it”

see PRODIGY page 60

On location

Wherever. Whenever. Whatever.

Creative photography
for Alaska’s oil and gas industry.

JUDY PATRICK
PHOTOGRAPHY

907.258.4704

www.judypatrickphotography.com
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PRODIGY

Following the May 2001 lease sale, the
men put together a team to work the Cook
Inlet leases and formed a limited liability
company, Prodigy Alaska, to own and man-
age them.

The team consists of
Bartholomae, who holds
an 83 percent interest in
Prodigy Alaska, and
Landt, Doherty, and Paul
Lokke, a petroleum engi-
neer,who each have a 5
percent interest. Former
Prodigy Vice President
Lee Higgins has a 2 per-
cent interest.

DAVID DOHERTY

What went wrong at Sunfish?

Why did both ARCO and Phillips back
out of the Sunfish/Tyonek Deep prospect?

“I can’t speak for ARCO but in my opin-
ion the project was overcapitalized.
Between ARCO and Phillips they had some-
thing like $300 million invested in that pro-
ject — $67 million in the leases alone. ...
Some of the same leases we’ve acquired for
a lot less;” Landt said May 7.

“They brought another jackup in and
drilled another well down south (of North
Foreland State No. 1) and got less than
expected results; plus, at that time oil prices
were coming down.They were in the $10
to $14 per barrel range. Clearly an offshore
development in the Cook Inlet would be
hard to make work at those kinds of price
levels;” he said.

But technology has changed since ARCO

Prodigy highest bidder
at Cook Inlet sale

Prodigy Alaska has tripled its
acreage in the Northern Lights
prospect since it acquired its first
leases — five tracts, 9,683 acres —
at a state Cook Inlet areawide sale in
May 2001.

The company added seven leases,
21,120 acres, at the state's May 2003
areawide sale, bidding a total of
$415,369, the most spent by any bid-
der at that sale.

At about the same time Prodigy
acquired three leases in the
Northern Lights prospect from Dan
Donkel and Robert Bolt who had
acquired them in the 2002 areawide
lease sale.

As of Oct. 1, Prodigy's total
Northern Lights acreage stood at
roughly 34,000 acres.

and Phillips drilled Tyonek Deep and the
costs of doing business in the inlet have
come down,” Landt said.

A state official said $125 million for a
Cook Inlet platform was the norm 10 years
ago as compared to the $35 million Forest
Oil spent on its Osprey platform for
Redoubt Shoal.

Jackup rig next, Jones Act a problem

Prodigy is eager to drill delineation wells
at Northern Lights.

“Our plans are to drill as soon as we can
get funding ... and a jackup rig;” Landt said.

Prodigy, Fairweather and Forest Oil were

looking at bringing a jackup rig into the
inlet for the summer of 2003, but“we both
(Prodigy and Forest) needed partners
before we could commit to a rig.\WWe’re hop-
ing we can drill in 2004, Landt said.

The biggest sticking point in bringing a
jackup rig to the inlet is the cost to mobi-
lize and demobilize it, Mark Meyers, director
of the Alaska Division of Oil and Gas, said
recently. The “Jones Act is what kills you: You
can’t get a lift barge to take a rig out of
Louisiana, they actually have to take it from
a foreign location to get it over here”
because the only vessels capable of bring-
ing in a jackup are foreign flagged vessels
and, according to the Jones Act, they can’t
go from U.S. port to U.S. port.

Cook Inlet explorers can’t go to the Gulf
of Mexico where day rates for jackup rigs
are the most reasonable, Landt said. Instead
they are forced to get a rig from Southeast
Asia or Africa.

“It could cost $10-12 million to bring a
rig in — that includes the going day rate,
which is higher overseas. ... Plus you have
to commit to paying the demobilization
costs ... maybe $5 million, and that’s all
before you spend a penny to drill in the
inlet,” Landt said.

Because of the mobilization cost,“you
need multiple companies”and “about two
years of activity to justify the economics,”
Myers said.

“You could cut your mobilization and de-
mob costs in half if you could bring a jack-
up in from the Gulf of Mexico,” Landt said,
adding that he’d like to see Alaska’s congres-
sional delegation secure an exception to the
Jones Act for bringing a jack-up rig into
Cook Inlet.O
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(907) 258-3446 FAX (907) 279-5740

2000 E. 88* Avenue, Anchorage, Alaska 99507

lll

When your operations traverse more than 500 square miles of new tundra every winter, a sound environmental management system and quality
people to implement it are the difference between success and failure, The partnership of Kuukpik/Veritas
is working hard at “Raising the Bar” when it comes to environmental responsibility.
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A year of change
for Forest Ol
In Cook Inlet

New head for Alaska operation, disappointing
production rates at offshore Redoubt Shoal field

By KRISTEN NELSON
Petroleum News

year for Forest Oil’s Alaska

operations: the trials and
tribulations are over and
Redoubt Shoal is in produc-
tion, and the company has
other prospects to explore,
including Cook Inlet acreage
and exploration license areas.

The
company
has identi-
fied some
of those
Cook Inlet
exploration
targets as
prospec-
tive,and is
just await-
ing the availability of a jackup
drilling rig in Cook Inlet.And
Forest has three exploration
licenses: 398,445 acres in the
Copper River basin issued in
2000, and two Susitna basin
licenses, 386,207 acres and
471,474 acres just awarded.

I t should have been a great

CEO CRAIG CLARK

But instead of a year of cel-

ebration it’s been a year of
reevaluation.

Forest changed leadership
nationally and locally and
began a reevaluation of the
Redoubt Shoal reservoir in
the face of production the
company has described as
“disappointing.”’

Management changes

Production began at
Redoubt in December 2002
and the onshore facilities
were completed in the first

FOREST OIL CORP.

HQ: Denver, Colo.

CEO: Craig Clark

ALASKA EXECUTIVE:
Leonard Gurule

TELEPHONE: (303) 812-1400
ALASKA OFFICE: Anchorage
TELEPHONE: (907) 258-8600
WEB SITE: www.forestoil.com

quarter of 2003. Craig Clark,
then Forest’s president and
chief operating officer, told
analysts in May that produc-
tion was some 4,000 barrels
per day from four wells, but
that tanker delays at Drift
River, where the oil is loaded
for shipment, were slowing
movement of oil to the refin-
ery.

At the end of July, Forest
said that Robert Boswell, the
company’s chairman and
chief executive officer, was
resigning and that Clark had
been named president and
CEO.

Clark told analysts in mid-
August that the company
would continue to cut its
costs, and would reduce capi-
tal expenditures on frontier
exploration and development,
including Alaska, from the 20

see FOREST OIL page 62
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ENGINEERING EXCELLENCE

Complete Multi-Discipline
Engineering Services
& Project Management
Concept and Feasibility Studies ¢ Project Scope and Development
Cost Estimating and Scheduling ® Engineering and Detailed Design
Procurement Services ® Field Engineering
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Serving Alaska Industry
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ALASKA ANVIL
INCORPORATED

509 W. 3rd Ave.
Anchorage, AK 99501-2237
(907) 276-2747

FAX: (907) 279-4088

50720 Kenai Spur Hwy.
Kenai, AK 99611
(907) 776-5870

www.alaskaanvil.com FAX: (907) 776-5871
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continued from page 61 cut its frontier exploration strategy which allocated large
exposure because that pro- amounts of capital for frontier

FOREST OIL gram in “the last decade has exploration,” which“... not
produced rates of return that only presents hydrocarbon

percent range to the 5-10 per-

cent range were not consistent,” Clark risk, but as we’ve experi-
The C%r'n anv is qoing to said. He said rates of return enced, significant develop-
pany 1s going “have been hampered by a ment risk.”
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And in Cook Inlet, Forest
will “work to create a ‘go for-
ward’ development plan for
Redoubt Shoal that makes
financial sense based on the
knowledge gained — but we
won’t be gaining more knowl-
edge”

In early September Clark
emphasized to analysts that
he didn’t plan to throw away
value already created in the
company’s frontier explo-
ration program:“l just want to
eliminate our dependence on
one single project and the
over allocation of capital and
manpower to frontier activi-
ty”” He also said the company
needs “to reduce the number
of frontier areas through sales,
trades or farm-outs.”

Reservoir study initiated

Clark also described results
at Redoubt as “disappointing.”

Gary Carlson, then Forest
senior vice president and
head of the company’s Alaska
region, told Petroleum News
in June that the Redoubt
reservoir was producing unex-
pectedly large amounts of
water, and said that produc-
tion had dropped from 4,000
bpd to around 3,500 bpd and
was not expected to improve
until more wells were drilled.
Clark said in September that
the water the company saw
on a test of the Redoubt Shoal
No. 6 well and on the
Redoubt No. 4A logs,“is not
consistent with the current
mapping.We started a geolog-
ic study with a team from
Denver to redo our geologic
model,” he said, and the com-
pany hopes to have “a better
picture of the reservoir and
the reserves by year end”

Clark told analysts there
would be changes at Forest,
and in August those changes
were felt in Alaska.

On Aug. 21 a Forest
spokesman confirmed that
both Carlson and Paul White,
the Alaska drilling manager,
had left the company.

Forest said Sept. 24 that it

see FOREST OIL page 63
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had named Leonard Gurule, a
former ARCO executive, as
senior vice president of its
Alaska operations. Gurule,
most recently chairman of the
board and CEO of Virginia
Indonesia Co., previously
spent 19 years with ARCO,
most recently as executive
vice president operations for
ARCO Indonesia. Gurule also
worked for ARCO in Alaska,
managing ARCO’s Prudhoe
Bay operations and construc-
tion activities, engineering
support for ARCO’s Alaska
exploration activities and
petroleum engineering sup-
port for ARCO’s Kuparuk
field. He has a bachelor of sci-
ence degree in engineering
from the University of New
Mexico.

2000: Forest merges
with Forcenergy

Forest’s interests in Alaska’s
Cook Inlet date from July
2000, when it merged with
Miami-based Forcenergy.

Those were heady days for
the company, and Boswell said
the merger “places the compa-
ny in one of North America’s
highest potential frontier
exploration areas in Alaska
with an established platform

Redoubt’s Osprey platform was the first platform to be set in Cook Inlet since 1986. The 3,200-ton platform was
designed to withstand winds of 140 miles per hour and cost $30-$35 million to construct and set in place. The cost
does not include the pipelines. The platform has 28 slots; 15 dedicated to oil producers, three to gas, and 10 will be
for water injectors for pressure maintenance.

for expansion.”

Forest officials said they
were familiar with Forcenergy
from the Gulf of Mexico and
Alaska, and saw two strengths
in the merger: the ability to
capitalize on Forcenergy
properties in the Gulf of
Mexico and possibilities in
Alaska, specifically using Cook
Inlet as a platform to expand
in the state.

In Alaska, Forcenergy’s
Redoubt Shoals development
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project stalled when the com-
pany ran into money difficul-
ties in the late 1990s, but by
2000 was back on track with

officials predicting that, if suc-
cessful, the development
could begin production at

see FOREST OIL page 64

Introducing the latest advances
in 3D laser modeling
[glasses not required]

Our world is three-dimensional. And now you can
capture that world in stunningly fine resolution thanks
to the Cyrax® 2500 Laser Scanner. Combining speed,
accuracy and a large scan volume, the Cyrax® 2500 gives
you detailed mathematical data perfect for importing
to CAD and rendering applications, building 3D models
or creating 2D drawings or meshes.

Call today to learn how your next project can benefit
from three-dimensional modeling (and no funny glasses).

3D MODELING

VECO Alaska, Inc.
Phone 907-762-1500
Www.veco.com

ENGINEERING « PROCUREMENT « CONSTRUCTION « OPERATIONS « MAINTENANCE

x
<4
o
=
<
a
>
[=)
ju}
=



http://www.veco.com/

JUDY PATRICK

Page 64

THE INDEPENDENTS

A closer look at Forest’s Kustatan production facility

continued from page 63
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5,000 barrels per day and rise to 20,000-

30,000 bpd, which would have effective-

ly doubled crude oil production from
Cook Inlet.

Forcenergy also had a large inventory
of undeveloped prospects, officials said,
including the Sabre prospect in Cook
Inlet, where the company had shot 3-D
seismic, and one of three to four 50-100
million barrel prospects which Forest
said it expected to drill over the next
three to four years. Forest also said it
believed there was a lot of potential left
in the Unocal-operated McArthur River

field, in which Forcenergy was a partner.

And Forest said it agreed with
Forcenergy that there was potential in
other areas of Alaska.

Property base in Alaska
from Forcenergy
Forcenergy began to acquire proper-

ties in the Cook Inlet in Southcentral
Alaska in October 1996 when it bought
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An aerial view of the Kustatan production facility and camp for the Redoubt Shoal unit development.

some 40,000 acres of existing oil and gas
leases at the Redoubt Shoal prospect.

In early December 1996, Forcenergy
acquired Marathon Oil Co’s Alaska oil
interests, primarily partnerships in fields
operated by Unocal in Cook Inlet, but
also including minor North Slope inter-
ests. That acquisition made Forcenergy a
partner in the Cook Inlet Unocal-operat-

ed McArthur River and Trading Bay fields,

and gave it production. The companies
expanded on that partnership, forming
an alliance for developing and exploring
and jointly acquiring tracts in the state’s
December 1996 Cook Inlet lease sale.

In 1997, Forcenergy purchased the
assets of Stewart Petroleum out of bank-
ruptcy, and became operator of the West
McArthur River field, an offshore accu-
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mulation being produced from an
onshore drill site on the west side of
Cook Inlet.

Redoubt unit formed in 1997

Forcenergy applied for a unit at
Redoubt in 1997.There were two leases at
the prospect which would have expired in
1998 if the unit had not been formed. In
exchange for approving the unit, the state
got a commitment for an exploration well,
or a contract for a platform, by the end of
1999. Forcenergy decided that rather than
bringing in a jackup rig to drill an explo-
ration well, it would build a platform from
which to drill the exploration well — a
platform which could be converted into a
production platform or moved to a second

see FOREST OIL page 65
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location if drilling results at
Redoubt did not prove up a
commercial prospect.

Forcenergy continued to
invest in Cook Inlet: it led the
bidding in Cook Inlet lease
sales for three years running
and by 1999 had nearly
180,000 acres in Alaska and
was the sixth largest holder of
state oil and gas leases. Forest
Oil’s state oil and gas acreage
position, some 179,000 acres,
is about the same today.

But it took on heavy debt
in doing so, and as low oil
prices took their toll,
Forcenergy filed for Chapter
11 bankruptcy in 1999, which
led to its merger with Forest,
announced in the summer of
2000 and completed in
December of that year.

Redoubt startup delayed

Forcenergy’s financial prob-
lems delayed Redoubt develop-
ment, and the Osprey platform

was not set in Cook Inlet until
2000.

Osprey is the first platform
set in Cook Inlet since 1986,
and financial difficulties were
not the only problems the pro-
ject encountered. Development
was also delayed by suits
brought by environmental
groups against the state of
Alaska over permits for
Redoubt Shoal exploration,and
then for Redoubt development.
The state and Forest, then the
owner, defended, and eventually
the Alaska Legislature inter-
vened.

Forest Oil completed drilling
the first well at Redoubt in
February 2001 and brought the
first well on production Dec. 9,
2002.

Carlson, then head of
Forest’s Alaska operations,
described the permitting and
legal struggles to the Resource
Development Council in
November 2002, shortly before
production began.

Starting in 1996, Carlson
said, Forcenergy and then
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Forest Oil “spent over $250 mil-

lion in Cook Inlet, the majority
of it on the Redoubt Shoal
field”

The Osprey platform is the
first in Cook Inlet to be electri-
fied with power from shore,
supplied via cable, he said, and
the drilling rig is being convert-
ed from diesel-fired to electric.
The Osprey is the first Cook
Inlet platform designed to re-
inject produced water, Carlson
said, the first development pro-
gram in Cook Inlet with all of
the drilling cuttings injected

and the first pipeline system in
Cook Inlet that used bore holes
to protect the bluff.

With all of that, Carlson said,
“it took over four years to get
the permits;”and this for a“pro-
ject within an oil and gas devel-
opment area and where the
facilities were built on private
land”

And, Carlson said,“if the
Legislature had not been in ses-
sion and willing to react to
these issues, there would have
been another year lost”in trying
to get the project started up. O
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Winstar looks to explore eastern prospects

Company waiting on seismic analysis for Liberty, Badami leases, then will look for partner

By KAY CASHMAN
Petroleum News

nchorage-based Winstar
A Petroleum took a major

step in June when it spud

the Oliktok Point State
No. 1 well adjacent to the north-
ern boundary of the Kuparuk
River unit on Alaska’s North
Slope.

Winstar, which was estab-
lished in 1997 by Petersburg
fisherman ;

John
Winther and
Seward busi-
nessman
Dale
Lindsey,
hoped to
become the
first Alaskan-
owned inde-
pendent producer on the North
Slope.

And the company still might
earn that designation.Although
the Oliktok Point well turned
out to be a duster,Winstar
President and CEO Jim Weeks
was optimistic about his compa-
ny’s future exploration plans.

“We were all excited about
the prospect of becoming the

JIM WEEKS
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in 2003.

first Alaskan owned and based
independent to produce oil
from the North Slope, but we
must now wait for another
occasion to celebrate”Weeks
said in July.

Focusing on Liberty, Badami

Winstar and its sister compa-
ny, UltraStar Exploration, have
more than 20, 000 acres of state
leases on the North Slope,
including an override on a
2,000 acre lease that is part of
the Pioneer Natural Resources-
operated Oooguruk unit.

Winstar is focusing its atten-
tion on its eastern leases in the
Liberty and Badami areas, Weeks
told Petroleum News in July and
confirmed in October.

“We have two sets of leases
between BP’s Liberty prospect
and BP’s Badami unit (currently
in a warm shut-down mode).
We think we have two to three
prospects between the two
groups of leases;” he said.

In 2002 Winstar acquired 53
square miles of 3-D seismic
from BP Exploration (Alaska).
The data covered a substantial
portion of Winstar’s Liberty and
Badami area leases.Winstar
hired a subsidiary of Chroma
Energy of Sugar Land, Texas, to
“evaluate the seismic and work
up prospects,”Weeks said.

Chroma’s analysis should be
complete before the end of
2003: “Hopefully, there will be
prospects that are big enough
to justify the expense of
drilling. They’ll require deeper

drilling,” Weeks said.

The two Liberty leases are
offshore in Foggy Island Bay
southwest of the Liberty
prospect but can be drilled
from several spots along the
coast, he said, including the
Mikkelsen Bay exploration well
drilled by Mobil in 1969.

Not same geology as Badami

The six contiguous Badami
leases are onshore — west and
southwest of BP’s Badami unit
(see map on pages 50 and 51).
“It’s a different geological set-
ting than the Badami reservoir.
We're on the shelf so deposi-
tional environment should be
different. That’s what we think
Chroma’s analysis will show;’
Weeks said. He also hopes the
analysis will show “quality-size
prospects” because the cost of
drilling wells on Winstar’s
Liberty and Badami-area leases
will be “substantial ”

If Chroma says Winstar has
drillable prospects,Weeks will
begin looking for partners to
drill and fund the exploration.

No unexpected costs

Potential investors can be
assured of two things: Weeks'
extensive North Slope experi-
ence as a senior executive with
ARCO Alaska and the fact that
Winstar expected to spend $6
million on seismic acquisition
and drilling the Oliktok Point
well and it did.

The well, which was drilled
onshore from Kuparuk unit

UltraStar, Winstar partner on slope

Many of Winstar Petroleum’s North Slope leases
are partly held by UltraStar Exploration LLC, founded

“Dale Lindsey and John Winther each own one-
third of UltraStar. A company | run, called North-
South Connections owns the other one-third. North-
South is owned 50-50 by a friend in Arizona and
me,”said CEO Jim Weeks.

drill site 3-R to an offshore tar-
get, was “a huge disappoint-
ment,;"Weeks said, but,“We paid
the price we wanted to pay.At
least it didn’t cost us three
times what we had planned to
spend”

Winstar’s efforts to get an
Oliktok Point well drilled repre-
sented the first complete test of
a 1999 agreement with the
state of Alaska which obligates
two (ConocoPhillips and BP) of
the three major facility and
pipeline owners on the North
Slope to provide reasonable
access to its infrastructure for
NON-OWnNers.

Weeks didn’t just negotiate
an exploration agreement with
ConocoPhillips and its partners
at the Kuparuk unit. He negoti-
ated a deal all the way through
discovery and production, so
that Winstar could be assured
of reasonable terms if it discov-
ered oil.

Separately,Weeks contracted
with ConocoPhillips to operate
the Oliktok Point well because
Winstar was not large enough
to handle some of the environ-
mental costs due to the drill
site’s proximity to the coast,
such as mandatory membership
in a local spill response group.
Alaska Clean Seas, the only spill
response group in the Arctic at
the time, charged $500,000 to
join, plus an annual member-
ship fee. ConocoPhillips was
already a member of that group,
and a member of its executive
board. O
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Evergreen boosts
Alaska gas holdings

Despite controversy, Sexton says coalbed methane
producer remains committed to Alaska project

By KAY CASHMAN
Petroleum News

wo and a half years after
T Denver-based Evergreen
Resources purchased the
48,000-acre Pioneer unit
in Alaska’s Matanuska-Susitna
Borough, its subsidiary
Evergreen Resources (Alaska)
has expanded its acreage posi-
tion to more than 300,000
acres,

drilled eight
coalbed
methane
wells in the
Pioneer unit
and set up
an office
and yard in
Wasilla. “The expansion of
In late our leased acreage
September  base demonstrates
Evergreen our commitment to
S making shallow gas
sald. It W.as production a reality
testing f_'Ve in Southcentral
of the eight  Alaska.”
wells and d—Evefgfee”
President and CEO
plgnn_ed to Mark Sexton
drill five

stratigraphic test wells on vari-
ous parts of its acreage “to
obtain additional petrophysical
data, including information on
coal quality and gas content.”

Based on the results of the
test wells, Evergreen said it
“will determine potential loca-
tions in 2004 for additional
stratigraphic test wells or
multi-well pilots.”

2004 production possible

The company could, in fact,
begin some production in
early 2004, but “begin” is the
operative word because
coalbed methane deposits take
“several years to evaluate,”
John Tanigawa, Evergreen’s
Alaska projects manager, said

JUDY PATRICK
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at a presentation in early 2003.

The wells will “have to pro-
duce a lot more than a few
hundred Mcf (thousand cubic
feet) a day per well just to
cover costs,” he said.

Despite the time-frame
involved and the fact
Evergreen has run into some
opposition from Mat-Su sur-
face property owners who do
not want to grant subsurface
owners access to the subsur-
face, Evergreen Resources
President and CEO Mark
Sexton said,“The expansion of
our leased acreage base
demonstrates our commitment
to making shallow gas produc-
tion a reality in Southcentral
Alaska”

Sexton’s comment was part
of a prepared statement
Evergreen issued Sept. 22,
announcing it had acquired an
additional 230,000 acres of
“prospective unconventional
gas properties”in the Mat-Su
area, bringing the Denver-
based independent’s total
leased acreage in Southcentral
Alaska from approximately
70,000 acres to more than
300,000 acres.

Evergreen said in a press
release that the new proper-

see EVERGREEN page 68
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ties — state shallow gas leases

— were acquired through “sev-

eral separate transactions”

One tcf gas, 500 jobs

A portion of the
new acreage was
included in the com-
pany’s Pioneer unit
north of Anchorage
between Wasilla and
Houston, bringing
Evergreen’s total net
unit acreage position
to approximately
75,000 acres.

However, the majority of
the 230,000 acres are adjacent
to Pioneer on the northwest,
extending about 25 miles up
the Susitna River Valley.

Sexton said recently that

John Tanigawa,
Evergreen’s Alaska
projects manager,
based in Wasilla

Evergreen thinks the recover-
able gas in its Pioneer unit is
approximately 1 trillion cubic
feet, where several of the wells
to date, drilled to an average of
3,000 feet, have encountered
“over a hundred feet
of coal” He said the
reserves are similar to
what the company
has in Colorado’s Los
Alamos County where
it employs directly or
through contractors
about 500 people for
its Raton basin devel-
opment.

Evergreen has not
guoted a reserve esti-
mate for the rest of its
Alaska acreage, because “it’s
way too soon to tell.\We
haven't drilled into the rest of
it,” company spokesman Jack
Ekstrom said Oct. 7.

see EVERGREEN page 69
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Prior attempts to produce
coalbed methane in the area
have been unsuccessful and
Sexton said that after review-
ing the well histories,
“we are not surprised
that none of the wells
produce gas.”
Evergreen knows
through experience,
he said, that “slight
variations in drilling,
cementing, comple-
tion and production
practices” spell suc-
cess or failure in
coalbed methane
wells.

Evergreen’s 2002
capital budget for
Alaska was $6.4 million out of
a company-wide budget of
$113 million, Sexton told
Petroleum News in late 2002.
In 2003, Alaska’s share of a
company-wide budget of $113
million was expected to be
$6.5 million, Ekstrom said Oct.
7

J. Scott

Leanest, cleanest methane

Since Evergreen applied for
shallow gas leases in Alaska in
August 2000, the company has
been “encouraged” by the
“enthusiastic” response it has
received from state and local
officials, Ekstrom said Sept. 23.

Knowles presents
environmental award

The administration of for-
mer Alaska Gov.Tony Knowles

Zimmerman, vice
president of opera-
tions and engineer-
ing, heads up
Alaska activities,
based in Denver

often flaunted the fact the
Knowles administration had
brought Evergreen to the
state, pointing to the coalbed
methane producer’s environ-
mental record in Colorado —
a state as “green” as Alaska in

terms of environmen-

tal protections.

In fact, just before
Evergreen acquired
leases in, and took
over operatorship of,
the Pioneer unit in
May 2001, Knowles
presented the com-
pany with the presti-
gious chairman’s
stewardship award
from the Interstate
Oil and Gas Compact
Commission, an orga-
nization of oil and
gas producing state governors
of which Knowles was chair-
man.

Evergreen received the
award for its produced-water
handling program in the
Raton basin of southern
Colorado — i.e. for its stew-
ardship of the land and its
water resources.

Typically, coalbed methane
wells produce as much as 95
percent water to 5 percent
gas at first, but that ratio can
reverse in five years to a level
of 95 percent gas and 5 per-
cent water, Sexton said.

The methane, after dewa-
tering, is generally quite pure.
“It could easily be pipeline
quality gas coming right from
the well head,” he said.“It’s
the leanest, cleanest form of
methane” O

Evergreen withdraws
from Interior Alaska deal

In mid-June 2003, Evergreen Resources withdrew from
its farm-in agreement with Lapp Resources on a 333,419-
acre lease block near Delta Junction in Interior Alaska.

“Evergreen decided to concentrate on other activities.
They just acquired a Canadian company and are re-evaluat-
ing all of their positions and reshuffling the deck, so I'm
looking for a new partner,” Lapp President Dave Lappi told
Petroleum News. (See story on page 95.)

wells about 700 feet apart. Company officials say field development
would probably be one or two wells every 160 acres. Pictured above is a
typical shallow gas producing well (left) and meter box in Evergreen’s
Raton basin development in southern Colorado. Evergreen Resources’
top executive Mark Sexton said people who have grown up in the oil
and gas industry with “big, deep wells in Texas, Oklahoma and
Louisiana, offshore and onshore, are generally surprised at how low
impact coalbed methane development is. ...You can drive right through
the middle of the field and wonder where all the wells are,” Sexton told
Petroleum News in a 2002 interview. “Our wells look like modified water
wells. We have won awards for visual impact.”

EVERGREEN RESOURCES

""Earthquake repairs. Building the Sterling
Highway. Surveying the oil patch and all along
the pipeline. When you've been around as long
as we have, you make history."

Craig Savage, President & Jim Sawhill, Vice President
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EnCana continues to add Alaska acreage

Company’s Arctic Alaska land position jumps from 1.4 million acres to 2 million-plus

By KAY CASHMAN
Petroleum News

ust three days after EnCana notified
J the U.S. Minerals Management Service

it was plugging and abandoning its
McCovey No. 1 exploration well in the
Beaufort Sea, EnCana’s President and CEO
Gwyn Morgan told analysts at a Feb.5 ener-
gy summit that Alaska — along with the
Gulf of Mexico,Australia
and North Africa — was
among his company’s
“high-impact opportuni-
ties to be drilled”

In a conference call
with analysts later in
February, Morgan
pledged to continue
exploration in Alaska.

Although the super
independent has no
plans to drill exploration
wells in Alaska in the
winter of 2003-2004, it
has continued picking
up acreage in the state’s
Arctic region.

EnCana was the only
bidder in the state of
Alaska’s May 7 North
Slope Foothills areawide sale where it bid
$36,576 for a single tract. The Calgary-based
company’s 5,760-acre tract is adjacent to a
large Anadarko Petroleum-EnCana lease
block south-southwest of Sagwon on the
Dalton Highway and west of Anadarko's
Dolly Varden prospect.

EnCana also bid in the Sept. 24 MMS
Beaufort Sea sale. (See On Deadline section
for sale results.)

TOM HOMZA
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Prior to the Sept. 24 sale EnCana officials
said the company held roughly 675,000 net
federal and state acres in Alaska — approxi-
mately 390,000 acres in the Brooks Range
Foothills, 230,000 on state land on the
North Slope, and 57,000 acres in the
National Petroleum Reserve-Alaska.

Deal with ASRC

The company also has a lease option to
explore 3.1 million acres of Arctic Slope
Regional Corp. land in the Brooks Range
Foothills with partner Anadarko. EnCana’s
position in that acreage is 33.33 percent or
1.333 million acres.

The North Slope acreage includes 6,000
net state acres near the former McCovey
unit where EnCana drilled the McCovey
No. 1 in federal waters to earn a 30 percent

interest in the unit held by a 50-50 partner-
ship of ConocoPhillips and ChevronTexaco.

The McCovey unit contained three fed-
eral and four state leases some 12.5 miles
northeast of West Dock at Prudhoe Bay.The
unit and its leases expired in the summer of
2003, an EnCana official told Petroleum
News Oct. 6.

The 6,000 net acres were acquired in
the Oct. 24,2002, Beaufort Sea state areaw-
ide oil and gas lease sale.

The three McCovey partners — EnCana,
ConocoPhillips and ChevronTexaco —
formed a bidding group that took five leases
adjacent to the McCovey unit on the south.
The leases totaled 12,160 acres.

An EnCana and ChevronTexaco bidding
group also took three tracts (7,680 acres) to
the southwest of McCovey.

Holdings fit in with gas strategy

EnCana’s largest leasehold in Alaska —
its 390,000 acres in the Brooks Range
Foothills and the net 1.333 million ASRC
acres — is in one of Alaska’s most prospec-
tive areas for natural gas, which fits into the
company’s strategy to become the top gas
producer in North America.

Morgan told shareholders at the compa-
ny’s annual meeting in April that EnCana
“truly is a super-major;’ ranking number
three ahead of all other independents on
the North American gas front and owning
the continent’s largest independent gas stor-
age network at a combined 145 hillion
cubic feet.

“We are investing a lot of capital in build-
ing our gas production because we think
that North American gas markets have
moved into a sustained period of tighter

see ENCANA page 71
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supply and stronger prices;” he said.

EnCana was targeting produced gas sales
of more than 3 billion cubic feet per day in
2003, a gain of 200 million cubic feet per
day from 2002, but still less than the conti-
nental gas output of its targeted rivals —
majors BP and ExxonMobil.

For 2002, ExxonMobil averaged 3.6 bcf
per day and BP logged 3.48 bcf.

“It is our assessment that EnCana is capa-
ble of average sales growth of 10 percent
per share, excluding acquisitions, divesti-
tures or major exploration successes,’
Morgan said.

Phillips brings AEC to Alaska

EnCana first added Alaska to its list of
prospective frontier areas in August 2000
when the U.S. subsidiary of Alberta Energy
Corp., predecessor to EnCana, entered into
a joint venture agreement with Phillips
Alaska (now ConocoPhillips Alaska) and
Chevron U.S.A. (now ChevronTexaco
U.S.A)).The alliance involved nearly 150,000
acres on Alaska’s North Slope and in the
Beaufort Sea, including a one-third interest
in 28,504 acres offshore Prudhoe Bay in the
McCovey prospect and a 20 percent inter-

Washington DC

EnCana, Lynx receive awards for McCovey project

Gerald ‘Gerry’ Macey, executive vice president offshore and new ventures explo-
ration for Calgary-based EnCana, and Mark Schindler, president and CEO of Anchorage-
based Lynx Enterprises, received the U.S. Mineral Management Service’s Corporate
Leadership Award April 29 in a ceremony in Houston, Texas.

The awards were presented by Assistant Secretary of the Interior for Land and
Minerals Management Rebecca Watson and Minerals Management Service Director R.M.
‘Johnnie’ Burton.

MMS said Macey and Schindler were recognized for “exemplary leadership” of the
McCovey exploration project on the Beaufort Sea outer continental shelf this past win-
ter. MMS said EnCana and Lynx used “their in-depth understanding of and sensitivity to
the Alaska Native subsistence culture” to promote “a Native relations policy that built

Northern Virginia |

trust and working relationships with the North Slope communities.”
The agency said Macey’s and Schindler’s leadership roles were instrumental in com-
pletion of the McCovey exploration program.

est in 114,262 acres in the Grizzly Gomo
prospect area south of the Kuparuk oil field
(later increased to 30 percent).

Look for oil and gas

AEC came to Alaska,AEC Vice President
Guy James said in early 2002, for two rea-
sons: the potential for “significant world-
class” oil finds and Alaska’s gas potential.

The Alaska gas industry is“where Alberta
was in the 1950s;” James said.Alberta had 50
years “of sustainable gas growth”and so
should Alaska, he said.
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In September 2000, an Alaska-Canada
swap with Anadarko Petroleum brought
AEC into a third Alaska play, this time in the
gas-prone Brooks Range Foothills where
AEC got 33.33 percent working interest in
the ASRC acreage south of Prudhoe Bay
(and the Umiat baseline) under lease option
from Arctic Slope Regional Corp.

At the state’s Nov. 15,2000, North Slope
areawide lease sale AEC and partner
Anadarko continued picking up gas-prone
acreage, this time in the Kavik-Kemik area.

see ENCANA page 72

Seeing things differently.

From the Last Frontier to Washington DC, Patton Boggs combines
knowledge of the workings of government with legal counseling
and litigation to achieve results—in Juneau, Washington and

International Transactions
Government Contracting
Business Law

Energy Law

“- Anchorage, AK 99501

DENELS |

" 601 West Fifth Avenue, Suite 700

907.263.6300  907.263.6345 (fax)

' PATTON BOGGS .

ATTORNEYS AT LAW

S
s

www.pattonboggs.com
R i

Denver | Anchorage


http://www.pattonboggs.com/

JUDY PATRICK

Page 72

THE INDEPENDENTS

The SDC drill ship that drilled the McCovey prospect.
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AEC merged with
PanCanadian in April 2002 and

became EnCana, effectively dou-

bling its enterprise value to $30
billion. On June 3,2002, EnCana
won five of six leases at the U.S.
Bureau of Land Management’s
NPR-A lease sale.

That same month, the com-
pany opened an Anchorage
office. By the end of October
2002, EnCana had amassed 1.4
million net exploration acres in
Alaska — some federal, some
state and some ASRC acreage.

Both it and oftentimes part-
ner Anadarko were over the
500,000 net exploration
acreage limit set by the state of
Alaska for onshore state leases,
so both companies began prior-
itizing their leases in areas
where they had the most inter-
est. Legislation passed the
Alaska Legislature in 2003 rais-
ing the limit to 1 million acres
— with a maximum of 500,000
acres onshore north of the
Umiat Meridian — but neither
company could count on that
happening.

One group of leases
Anadarko wanted to drop were
those on Alaska’s eastern North
Slope along the Canning River,
which borders the Arctic
National Wildlife Refuge.

The acreage included all leas-
es in the Kavik prospect and
what used to be the Kemik
unit.Anadarko owned a two-
thirds interest in the leases and
EnCana held a one-third inter-
est. EnCana agreed to the
divestiture of acreage.

Still, total EnCana acreage
had jumped from 1.4 million
acres in 2002 to 2 million acres
in early September 2003.

Alaska not yet core area

But even though EnCana
continues to refine and build its
North Slope acreage position,
Alaska is still not viewed as a
core development area by the
company.

“Time really is money to all
of us and especially for an inde-
pendent explorer. In order for
us to be successful, we need a
stable fiscal regime, a consistent
and predictable regulatory
process and reasonable access
to land and infrastructure;” Jeff
Rose, EnCana senior vice presi-
dent, offshore and new ventures
exploration, frontiers and
Europe, said in 2002 — a posi-
tion EnCana officials said in
September has not changed.

Alaska has access to land,
Rose said, but EnCana owns no
processing facilities or pipelines
in Alaska, so “our biggest chal-
lenge is getting our yet-to-be dis-
covered Foothills gas to mar-
ket” O
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No one else lets you pack heavy and travel light.

Only CATCO all-terrain vehicles offer the best of both
worlds to oil companies preparing for exploration on the
North Slope of Alaska. One CATCO can lug as much as
60,000 pounds of equipment at once — a much bigger load
than any other vehicle of its kind can handle. Yet it still
“floats” across the tundra without damaging a thing. In
fact, CATCOs are the only heavy hauling all-terrain vehicles
certified by the state of Alaska to travel over the tundra
during summer months. And they’ll get you there quickly.
At an average of 20 mph under normal conditions,
CATCOs are much faster than any other all-terrain vehicle
on the North Slope. Plus, they’re the most efficient way to

build ice roads and ice islands for preliminary exploration
and to carry drilling platforms for geothermal studies.

CATCO workers are just as versatile as our vehicles. Each
operator is a trained driver, mechanic, engineer and naviga-
tor. And they’re tough. They’ve been working on the North
Slope for years, where the average winter temperature is
-63° F. People who know Crowley know if you’re drilling on
the North Slope, CATCOs are the only
way to travel. For more information,
call Bill Kuper at 907-257-2826 or visit
www.crowley.com.
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Salvage & Emergency Response * Petroleum & Chemical Transportation « Liner Shipping « Ocean Towing & Transportation

© Crowley Maritime Corporation, 2003 CROWLEY is a registered trademark of Crowley Maritime Corporation

www.crowley.com .



http://www.crowley.com/

Page 74

THE INDEPENDENTS

Andex mum on Its plans for Nenana

Denver-based company wants partner for Interior Alaska basin gas exploration

By KAY CASHMAN
Petroleum News

ince Executive Vice
S President Jim Dodson left
Andex Resources last
spring the company has
remained mum on its plans for
exploring its half million acres
in Alaska’s Nenana basin.

Dodson, executive vice presi-

dent of Houston-based Andex,
left the company to take a posi-
tion with Clearflame Resources
in Denver. (See story on
Clearflame on page 82.)

Based in Denver, Dodson
had been in charge of Andex’s
Alaska properties, including its
Nenana gas exploration pro-
gram, scheduled to get under
way in the winter of 2003-2004
with a seismic shoot.

Bob Mason, who worked
with Dodson at Andex in the
Denver office, told Petroleum
News in late May that Andex
wias still looking for partners to
help fund its Nenana project.
He said the exploration tax
credit program passed in May
by the Alaska Legislature could
be an asset in the company’s

search for a partner, or partners.

“Industry is very adverse

ﬁ{nﬂx o
ESOURCES, 11.c.

ANDEX RESOURCES

HQ: Houston, Texas

CEO: Neil McBean

ALASKA EXECUTIVE:

Tom L. Dodds

MAIN TELEPHONE:

(713) 650-3330

MAJOR OWNER: George Soros

right now to frontier explo-
ration (investments). Obviously,
that’s a bill that is critically
important to what we’re doing,”
Mason said.

“We have a 2-D seismic pro-
gram planned for next winter at
Nenana,” but additional capital
from a partner might allow
Andex to shoot 3-D seismic
next winter.

Andex, which has several
prospects in the Gulf of
Mexico, South Louisiana, South
Texas and Wyoming, has always
said it was focusing its hunt for
gas in Alaska on its 530,000
acres in the Nenana sedimenta-
ry basin in the Interior part of
the state where the company

expects to find enough natural
gas to meet the energy needs of
Fairbanks and other rail belt
locations.

Howvever, calls by Petroleum
News to company President
Tom Dodds at Andex’s head-
quarters in Houston and emails
to Mason at the Denver office
have produced no response
since Mason was interviewed
on May 27.

‘Huge potential’
for coalbed methane

Before leaving Andex,
Dodson said,“Right now the
biggest thing we’re working on
is ... we're talking to several
potential partners to come into
the project with us to help
share some of the risk and capi-
tal and of course to put more
than one head together to the
problems that are going to be
faced out here.And to help us
with the exploration effort”

In an executive summary
Andex was handing out to
potential partners last year it
said it was looking for one to
three partners. Its acreage,
which it said was in the “deep-
est portion of the Tertiary sedi-
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mentary” Nenana basin, was
highly prospective for gas and
probably oil, plus has “huge
potential” for coalbed methane
gas development.

One to 10 trillion cubic feet of gas

The summary said the com-
pany estimated the basin con-
tained recoverable reserves of
gas ranging from 1 to 10 trillion
cubic feet,“with a risk-adjusted
most likely estimate of 3 tcf”

Dodson said that Andex
planned to acquire 2D seismic
in late 2003 and take “the sum-
mer after that to interpret our
data ... and begin drilling in the
winter of 2004-2005.Assuming
we have success out there we
would like to begin the devel-
opmental phase in 2005-2006,
and be selling gas into
Fairbanks in the fourth quarter
of 20067

In the past,Andex has said it
expected to spend $25 million
on the Nenana project before
the pipeline was built.

In the executive summary it
said the purchase of existing 2D
seismic would cost the compa-
ny “approximately $500,000”
and shooting 200 miles of new
2D would run in the neighbor-
hood of $4.2 million.The
drilling of two test wells would
cost approximately $6.5 million
each, using an illustration of a
12,000 foot completed well as
an example.

Andex said it might also look
at acquiring 300 miles of 3D
seismic at a cost of $10 million.

Deal with BP brought
Andex to Alaska

Andex first came to Alaska to
participate in BP Exploration
(Alaska)’s West Gwydyr explo-
ration project on the North
Slope.That well, the West
Gwydyr No.1, was drilled, then
plugged and abandoned in the
winter of 2000, but Andex
stayed in the state.[]
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Cassandra ready to explore Katalla

Independent will drill 2-3 wells in winter of 2003-2004 at Alaskas first oil field

By KAY CASHMAN
Petroleum News

ready to mobilize equip-

ment to drill two or

three exploratory wells
near the former town of
Katalla, 56 miles southeast of
Cordova and the site of
Alaska’s first commercial oil
production in 1902.

In what would have to be
considered a significant victo-
ry, the Alaska-based indepen-
dent oil and gas company has
managed to withstand permit-
ting delays which resulted in
delaying drilling from August
2001 to the winter of 2003-
2004.

C assandra Energy is getting

Ready to go

“Right now we're pretty
much ready to go.We’ve had
some agency people out at the
drill site ... we’ve had some
inspections done that were
part of what was required by
the permitting agencies, but
now we’re close to being
ready to mobilize equipment,”
Cassandra President Bill
Stevens said Oct. 20.

Cassandra’s story began in
July 2000 when the company
entered into a lease-option for
oil and gas rights on 10,134
acres from Chugach Alaska, an
Alaska Native regional corpo-
ration. The surface rights were
controlled by the Chugach
National Forest. The acreage
was 56 miles southeast of
Cordova and adjacent to the
Katalla oil field.

A Sept. 17,1982, settlement
agreement between the U.S.
Department of the Interior
and Chugach Natives Inc. (pre-
decessor to Chugach Alaska)
gave the Native corporation
exclusive rights to drill for,
mine, extract, remove and dis-
pose of all oil and gas deposits
in a liquid or gaseous state

CASSANDRA ENERGY CORP.
HQ: Anchorage, Alaska, with
office in Kenai, Alaska

CEO: Bill Stevens

EMAIL: cassconl@acsalaska.net
or casscon@alaska.net

SISTER COMPANIES/
AFFILIATES: Dixon and Associates

from the date of signing until
midnight Dec. 31, 2004,“and
so long thereafter as oil and
gas are produced in paying
guantities,” U.S. Forest Service
officials said.

No well, reverts back to U.S.

If a well capable of produc-
ing in paying quantities within
the 10,134 acre Katalla area
was not completed during
that time period, all rights, title
and interest of CNI would
revert back to the United
States.

Stevens, who was the safety
and health program coordina-
tor for Inlet Drilling Alaska in
Kenai, told officials in his plan
of operation he planned to use
Inlet Rig CC1 for an explo-
ration drilling program that
would start with two or three
wells and, if they had commer-
cial oil shows, could result in
as many as 12 wells on pri-
vately owned acreage, for a
total cost of approximately
$20 million.

On April 18,2001, Stevens
said he had signed a lease-pur-
chase agreement with Del and
Ginger Welch for the 465-acre
Katalla oil field adjoining the
Chugach Alaska acreage and
2.5 miles from the former
Katalla town site.

Natives resent actions by
environmental groups

Environmental groups have
protested the Katalla project
from the beginning.

Having failed at convincing

the agencies, including the
U.S. Forest Service, that the
project should be stopped,
environmental groups, repre-
sented by Trustees for Alaska
and the National Wildlife
Federation, sued the Forest
Service in federal court in
Anchorage, Alaska, asking the
court to disallow a permit the
Forest Service has issued to
Cassandra Energy for
exploratory oil and gas drilling
at Katalla.

Plaintiffs challenge the find-
ing of no significant impact
and special use permit issued
by the Forest Service under
the National Environmental
Policy Act.

Rick Rogers, vice president
for land and resources for
Chugach Alaska, told
Petroleum News in August:
“We think it’s the latest chap-

ter in efforts by national envi-
ronmental groups to deprive
Chugach of the benefits from
the lands that it has received
through ANCSA (Alaska Native
Claims Settlement Act).And it’s
not the first time.”

Rogers said the Katalla pro-
ject (drilling an exploration
well from private lands to
Chugach Alaska subsurface)
has gone through an “exhaus-
tive” review process, including
“an ACMP review, two environ-
mental assessments by the
Forest Service. It was a very
exhaustive public process.”

Rogers said he questioned
the sincerity of the environ-
mental groups that are part of
the court action:“The kind of
access they are trying to pre-
vent is what you need to clean

see CASSANDRA page 76
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up the site”

Two wells, maybe three

Cassandra will drill two
wells from private land (Oil
Claim No. 1). One well will be
vertically drilled to a bottom-

hole location on Oil Claim No.

1; the other will be drilled
directionally “3,000 feet due
east” to a bottomhole location
in the subsurface that is con-
trolled by Chugach Alaska,
Stevens said March 13.

The company’s exploration
plan said a third well into the
subsurface controlled by
Chugach Alaska was also a
possibility.

Cassandra proposes to use
an ocean-going barge to off-
load equipment at a site on
the west side of the Katalla
River at the former town site
of Katalla on state land.

Up to three acres will be
used to store equipment and

RENTALS
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Caterpillar® equipment rental needs!

Wheel Loaders ¢ Articulated Trucks ® Motor Graders
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All the power, quality, and reliability you expect from
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800-433-9120
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Katalla oil field, early 1900s

supplies temporarily and to
support transfer operations to
smaller barges or boats.

The company will clear
new growth spruce trees, leav-
ing a 50-foot buffer between
the storage area and an airstrip
north of the site.A 100-foot
buffer will be maintained at
the southern margin of the
storage area along Irish Creek.

Drilling equipment, materi-

o7

Call us today at

ery.com

als, supplies and personnel
will be transported from the
storage area by landing craft
or shallow draft small barge
upstream at high tide and off-
loaded at a gravel landing area
approximately 550 feet south
of the existing access road on
National Forest System lands.

Cassandra will construct a
staging area of up to two acres
adjacent to the Katalla River, at
or near the landing area.The
company expects to make 50
to 60 off loadings from barges
over a two to three week peri-
od when it sets up the drill rig
and crew camp.

An existing 2.5 mile access
road will be used to transport
equipment, supplies and mate-
rials to private land known as
Claim No.1, where the crew
camp and drill site will be
located. Cassandra plans to
place temporary prefabricated
steel bridges over six stream
crossings.

Ready for 5,500 barrel spill

Onsite operations will be
conducted on three pads: one
for the camp, one for drilling
and one for storage.The camp
will be capable of housing 66
people.

Drilling muds and cuttings
will be collected and stored
on an adjacent pad and dis-
posed of either by grinding
and injection in a well (if the
field is commercial) or solidi-
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fied and disposed of on site.

Under this option, freshwa-
ter drilling muds and cuttings
from the exploration well will
be mixed with cement to cre-
ate an inert waste monofill.
Prior to solidification, drilling
wastes will be stored in a
lined pit inside an on-pad
structure.

State officials said opera-
tions will be conducted under
a state-approved Qil Discharge
Prevention and Contingency
Plan.The plan outlines specific
response planning and
response options for a crude
spill of 5,500 barrels per day.

The equipment storage area
at the Katalla town site will be
on state lands.The Katalla
River barge landing, staging
area and the access road will
be on National Forest System
lands.The drill site and crew
camp will be on private lands
secured by Cassandra from the
Welch family.

If there is oil

If Cassandra finds commer-
cial quantities of oil on its
Chugach Alaska leases, Rogers
said his company is entitled to
surface access under its 1982
agreement with the feds.

Surface access would
include pipelines, roads and
other facilities for the trans-
portation of oil and gas from
the Katalla area to market, he
said. O
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AVCG focuses on Colville prospects

Company drops Sak River prospect, blaming Alaska ‘fear factor’ on inability to find partner

By KAY CASHMAN
Petroleum News

ohn Jay “Bo” Darrah Jr., CEO
J of Alaska Venture Capital

Group, told Petroleum

News Feb. 6 that his com-
pany had canceled its plans for
the North Slope Sakonowyak
River prospect in Gwydyr Bay
and asked
the state of
Alaska to
disband the
11,520-acre
unit.

The Sak
River unit,
which con-
tained both
offshore and
onshore
state leases,
abutted the
western bor-
der of BP’s
Northstar
unit.

The
Kansas-based
indeper: ALFRED “FRED”
dent, which JAMES
had spurred
exploration of the unit, has
been unable to find a partner to
help fund the venture.

“There were some tough
structural geological problems
with the prospect that were
hard to explain away and that
coupled with other North Slope
‘fear factors’ may be why we
could not find help to evaluate”
the prospect, Darrah said.

According to the plan filed
by operator BP Exploration
(Alaska), a 62 percent owner in
the prospect to AVCG’s 38 per-
cent, an exploration well was
supposed to be drilled at the
Sak River prospect in the winter
of 2002-2003.

JOHN JAY “BO”
DARRAH

Division good to work with

The Alaska Division of Oil
and Gas “was very good about
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FORREST CRANE

LLC

ALASKA VENTURE
CAPITAL GROUP
HQ: Wichita, Kan.
CEO: John Jay (Bo) Darrah Jr.
EMAIL: bodarrah@onemain.com

working with us from the start.
The unit’s time leash has always
been very short with original
lease terms expiring July 31,
2001, and Feb.10.

“Monetary commitments for
extension time have been very
reasonable to this point in time,
but they were becoming more
and more expensive to extend a
low-grade prospect;’ Darrah
said.

The project could have been
funded “100 percent internally;”
he said, but“because AVCG is
new to the North Slope, we
needed verification for our
drilling ideas. ... Sak River has
some tough geological ques-
tions that could not be satisfac-
torily answered enough to
lower the risk to the experi-
enced explorationist that
looked at the deal”

Colville a hotter play

Instead of continuing to look
for a partner for the Sak River
prospect, Darrah and his part-
ners have decided to focus on

their Colville acreage south of
ConocoPhillips’ Colville unit
which contains the prolific
Alpine field.

The Colville blocks are “a
hotter play;’ Darrah said and will
not be as difficult to sell to an
investor as Sak River.

“We still have some 110,000
acres under lease,” Darrah said.
Under the terms of those leases,
the company has“time in
which to dispel new entrants’
reservations, fear factors; time to
introduce them to the opportu-
nities that were once only avail-
able to major companies”on
the North Slope.

“The (Colville) traps are
stratigraphic and to find sand is
usually to find oil and gas,” he
said.

Darrah has 30 years of expe-
rience managing a privately
held oil company based in
Wichita, Kan. His partner, Bart
Armfield has extensive history
on Alaska’s North Slope with
Alaska Petroleum Contractors.
The other owners in AVCG are
privately held, independent oil
and gas companies actively
exploring and operating in the
Lower 48.

AVCG contracted with Alfred
“Fred” James, a Wichita-based
geologist and independent
explorationist with a solid
knowledge of North Slope geol-
ogy. James eventually came to
hold an over-riding royalty inter-

est in most of AVCG’s Alaska
acreage under Pingo LLC.

North Slope access critical

But as much as Darrah wants
to be a player on the North
Slope, he said there are still a
number of barriers standing in
the way of non-facility owners
and smaller companies.

Darrah told the Resource
Development Council's annual
conference attendees in 2002
that some of the Lower 48 inde-
pendents he talks to about the
North Slope see the resource
opportunities but are afraid “
‘environmentalists are running
the state up there,’ and some-
times | think that's true”

On the financial side, he said,
there is the cost of permitting
and the cost of facility sharing
access agreements with infra-
structure owners on the slope.

Darrah also wants the state
to change its policy on requir-
ing removal of roads and facili-
ties. “If we start tearing down
pipelines in advance of the final
demise of the reserves on the
North Slope, it may keep anoth-
er satellite from coming on
stream in another area which
just hasn't been found yet” O
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Escopeta seeks jackup rig, partners

Houston firm calls Cook Inlet a bargain, hopes to develop East Kitchen prospect in 2004

By STEVE SUTHERLIN
Petroleum News

ouston-based Escopeta
H Oil and Gas will share

favorable new seismic

analysis on its East
Kitchen Cook Inlet leases with
potential investors this winter,
with an eye toward develop-
ment in 2004.The company
expects to find 450 million
barrels of oil and 2.5 trillion
cubic feet of natural gas in the
prospect, based on its latest
studies.

“East Kitchen is one of the
largest untested basins in the
U.S.,” Escopeta President
Danny Davis told Petroleum
News in October.

Davis said Cook Inlet is a
bargain, compared to the Gulf
of Mexico, where companies
are drilling in 6,000 feet of

escopetaoil
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ESCOPETA OIL & GAS CORP.

HQ: Houston, Texas
CEO: Danny Davis
ALASKA TELEPHONE:
(907) 248-7188

WEB SITE:
www.escopetaabbi.com

water and risking more money
to find smaller reserves than
would be the case in the inlet.
If larger independents knew
what Escopeta knows about
the inlet, the companies would
elect to invest in Cook Inlet,
he said.

Investors are cautious
about the inlet because of the
very real costs of mobilizing a
drilling rig to the area, and
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because of historic permitting
delays and excessive environ-
mental regulations, Davis said,
adding that companies not
current on the situation are
unaware of the strides the
Murkowski administration has
made to clear hurdles to devel-
opment.

Escopeta is attempting to
solve the drilling logistics chal-
lenge by lining up owners of
neighboring prospects to
share the cost of bringing a
jackup rig to the inlet. Davis is
working out the details with
Rowan Drilling, he said.

Davis said his company’s
East Kitchen prospect is in the
same structure as Forest Oil’s
Corsair prospect and Prodigy
Alaska’s Northern Lights
prospect — an anticline that
lies south of the North Cook
Inlet field. Davis said all three
prospects, which are separated
by faults, hold great promise.

“Cook Inlet is a very unex-
plored basin,” he said.

Cook Inlet is the place to
look for natural gas to serve
the local area, as opposed to
expensive efforts to deliver
North Slope gas.

“Cook Inlet gas is ready to

go to market a lot faster than
anything on the slope,” he said.

Shallow gas drilling in the
region holds promise to boost
supplies, but the opportunities
for a home run are underwater
in the inlet, Davis said.

“We just happened to be in
the right place at the right
time to pick those leases up,”
he said.

In 2002 Escopeta trans-
ferred 100 percent of its work-
ing interest in its Cook Inlet
leases to BBI Inc.,a holding
company owned by Davis and
Lawrence Berry of Berry
Contracting Inc. of Texas. BBI
is the third-largest leaseholder
in the inlet with 120,000
acres.

This winter, Escopeta will
drill for coalbed methane in
the central United States,“just
for something to do,” but its
long-term focus is on Cook
Inlet, Davis said.

Escopeta and Davis first did
business in Alaska in 1993,
Davis said. In 1994 it invested
with Stewart Petroleum Co. on
the Cosmopolitan prospect in
Cook Inlet. Davis holds a royal-
ty interest in the unit. O
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Devon Canada loaded with commitments

Canadas’s northern front-runner has leases in eastern North Slopes Point Thomson unit

By GARY PARK
Petroleum News

DEVON CANADA CORP.

HQ: Calgary, Alberta

CEO: John Richels
TELEPHONE: (403) 232-7100
FAX: (403) 232-7678

WEB SITE: www.dvn.com

Devon Canada officials visit
Anchorage, North Slope in September

Devon Energy, based in Houston,Texas, has a 5 percent work-
ing interest in the ConocoPhillips-operated Starichkof unit
which contains the Cosmopolitan prospect in Alaska’s Cook
Inlet basin.

Its subsidiary, Devon Canada, dba Devon Energy Production
Co. on the North Slope, has a 10 percent interest in two leases
in the eastern North Slope’s Point Thomson unit, which abuts
the coastal plain of the Arctic National Wildlife Refuge.

The adjoining leases are in the western quarter of the unit
and Devon Canada is listed as operator.

Those facts in themselves barely qualify Devon to be fea-
tured inThe Independents 2003, but Devon Canada’s increasing
interest in the Arctic and a week-long visit by Devon Canada offi-
cials to Anchorage and the North Slope in September, put it at
the top of Petroleum News' list of possible new serious players
on Alaska’s North Slope.

This story was written on Oct. 18. Watch for news about
Devon in the upcoming issues of Petroleum News, the weekly
newspaper that owns The Independents magazine.

—Kay Cashman, Petroleum News

head start on taking a

leading role in the

Canadian Arctic when it
took over Anderson Exploration
two years ago.

For C$7.1 billion (US$5.4 bil-
lion), including C$1.86 billion in
debt and other obligations, it
acquired the largest holding of
exploration licenses in the cubic feet per day of natural
Mackenzie Delta/shallow water gas, 36,400 barrels per day of
Beaufort Sea at 1.8 million gross  crude and 13,900 bpd of natural
acres (1.4 million net), along gas liquids, plus 20 million gross
with Anderson’s four-year com-  acres of land holdings, has built
mitment to Akita Dr|"|ng to use a powerfu' growth p|atf0rm in
a new state-of-the-art, C$18 mil- - Canada, along with its US$781
lion Arctic rig . million deal in 1998 to merge

Following on the heelson  the operations of Northstar
the purchase of Gulf Canada Energy. At the same time it paid
Resources by Conoco, before it ¢$57.5 million to buy gas prop-
became ConocoPhillips, that  erties from Wascana Oil and Gas
deal radically altered the owner-  partnership.
ship complexion of the region. Inheriting Anderson’s ambi-

Gulf Canada was already an  tjous frontier portfolio, Devon
anchor member of the immediately occupied a place in
Mackenzie Delta Producers the forefront of Canada’s future
GrOUp, while Anderson was tak- gas p|ays_ In addition to the
ing tentative steps to find the  Arctic holdings it also became a
gas reserves to commit to a player in the Foothills along the

D evon Canada gave itself a

companies.

Devon Canada, backed by
first-half production from
Western Canada of 715 million

Mackenzie Valley pipeline.They  Alberta-British Columbia border.
gave way to two U.S.-controlled

see DEVON page 80
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DEVON

While raking in steady
returns from its conventional
plays, it has decisively stepped
up to the plate as the
Mackenzie Gas Project
emerged from two decades in
mothballs and showed signs of
finally becoming a reality.

In keeping with spirit of Anderson

That was in keeping with
the spirit of J.C.Anderson, the
plain-spoken founder of
Anderson Exploration.

Referring to the Akita pro-
gram, he said:“We have no
assurance that we will benefit
financially from our efforts,
since we are involved in explo-

ration in its purest sense.That is,

we are still at risk.

“I assure you, it takes an
unusual amount of courage to
be an explorer and to lay your
ideas and capital on the line
with no assurance of a return,
although we are confident that
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Akita Drilling’s new state-of-the-art, C$18 million Arctic rig

we will be successful (in the
Arctic)”

Walking the talk for Devon
has involved partial success,

some disappointment and a dar-

ing move to stretch the explo-
ration horizon.
In partnership with Petro-
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Canada it drilled the Tuk M-18
well in 2002, following up a dis-
covery by Imperial Oil 18 years
earlier,and projected deliverabil-
ity of 60-80 million cubic feet
per day from recoverable
reserves of 200-300 billion
cubic feet.

However, three other explo-
ration wells over the 2000-01
and 2001-02 winters were
essentially rated as dry holes;
the F-29 well last winter found
structure but was wet and has
been classified as unsuccessful;
and the Nuna I-30 well operated
by Petro-Canada did not reach
total depth before spring thaw
and was suspended.

Despite growing indications
that the Mackenzie pipeline will
proceed to formal regulatory
applications in 2004 and the
pressure on independent E&P
companies to put numbers on
the pipeline space they will
need, Devon is shifting its north-
ern focus.

Devon plans to drill in Beaufort

It has shelved any plans to
drill on the delta this winter, but
is aiming to move exploration
to the shallow waters of the
Beaufort — the first at-sea
drilling since the 1980s, when
the industry, heavily bankrolled
by taxpayers, made 26 signifi-
cant discoveries (eight gas, four
oil and 14 oil and gas).

In a project description filed
with the National Energy Board
in August 2002, Devon said it
was following up a three-dimen-
sional marine seismic program
by finalizing exploration targets
— outlining nine offshore
prospects. Devon Canada
President and Chief Executive
Officer John Richels announced
that his company was in talks to
line up partners — none of
them identified — for a major
drilling push into the Beaufort,
where exploration wells would
carry an expected price tag of
C3$50 million-$85 million.

Aiming for a deal “over the
next few months,” he said explo-
ration could begin as early as
the 2005-06 winter season, with
wells being drilled in four suc-
cessive years, with the hope of
finding gas to feed into the
Mackenzie pipeline by 2012.

But there are provisos in the
company’s plans as it faces ini-
tial deadlines of 2005 on the
license areas it acquired from
Anderson — a timetable it says
may be too tight, given its
Beaufort thinking.

To date it has“initiated dis-
cussions with Indian and
Northern Affairs Canada (which
administers the leases) regard-
ing license commitments.’There
has been no further comment
on whether it is making head-
way on that front. O

COURTESY DEVON
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The Nature Conservancy in Alaska
421 West First Avenue, Suite 200
Anchorage, Alaska 99501

TO JOIN: 807-276-3133
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A strong economy
needs a healthy

environment.

Members of The Narure Conservancy in Alaska’s Corporate
Council on the Environment recognize this relationship, and share
a strong commitment to protecting the natural heritage of Alaska.
Council members work in partnership with the Conservancy

to find innovarive ways to balance our economic needs and our
ecological values. The Nature Conservancy in Alaska and its Board
of Trustees salute our membership for the legacy they are leaving

for future generations. Join us.
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Clearflame aims to explore Susitha

Under leadership of Dodson, work commitment for exploration license is $2.5 million

By KAY CASHMAN
Petroleum News

learflame Resources, a
C Denver, Colo.-based lim-

ited liability corporation

formed in February, was
awarded a 478,584.25 acre
Susitna basin exploration
license by the state of Alaska
Sept. 25. (See map on page
49.) There were no competi-
tive bids for
the
acreage.

The
license was
21,255.75
acres shy of |
the 499,840 |
acres
Clearflame
requested.
The
acreage was excluded
because Forest Oil holds shal-
low gas leases within
Clearflame’s requested
license area.The state said if
any of the shallow gas leases
expired during the term of
the license, that acreage may
be included in the license.
Formed by a group of indi-

viduals who had been in
executive positions through
late 2002 with Denver-based
Fidelity Exploration and
Production Co., a subsidiary
of MDU Resources Group Inc.
(NYSE: MDU), Clearflame

JIM DODSON

CLEARFLAME RESOURCES
LLC

HQ: Denver, Colo.

CEO: Bob Pfeiffer

ALASKA EXECUTIVE:

Jim Dodson

EMAIL: jdodson@clearflame.com
TELEPHONE: (303) 534-4344
FAX: (303) 534-1446

snagged Jim Dodson to head
up its Alaska venture. Dodson
was an executive vice presi-
dent with Andex Resources
and had been instrumental in
putting together more than
500,000 gas-prone acres for
Andex Resources in the
Nenana basin in Interior
Alaska. (See related story on
page 74.)

Susitna target is gas

“Right now Clearflame is
focusing on Alaska,” Dodson
told Petroleum News June 26,
“but we have an acreage posi-
tion in Wyoming (and) will be
working other areas, as well.”

The company, he said, will
be targeting natural gas in the
Susitna exploration license
area. If Clearflame finds gas, it
will look at building a
pipeline to connect to
Enstar’s system,“14 miles
from the edge of our block,”
for transport to the

Get your subscription today! Call (907) 522-9469

Anchorage market.

Surrounds Forest’s license area

Clearflame’s license area is
in Southcentral Alaska, west
of the Parks Highway and
includes only lands for which
the state owns the mineral
estate. It surrounds Forest
Oil’s exploration license area
on all but the northeast cor-
ner, and extends as much as
30 miles to the west.

Forest’s license No. 1 is for
386,206.63 acres and its
license No. 2 is for
471,474.23 acres.

Communities in the area
include Trapper Creek,
Talkeetna, Willow and
Skwentna.

Clearflame and Forest will
pay licensing fees of $1 per
acre.

There is no rental fee for
exploration licenses and no
up-front payment to the state,
as is the case with conven-
tional oil and gas leasing.
Instead, money goes into
exploration and licenses are
granted based on the state’s
approval of work commit-
ments by the licensees.

Clearflame’s work commit-
ment for its license, which
has a primary term of seven
years, is $2.5 million.

Once the required work
commitment has been com-
pleted, Clearflame may con-
vert all or a portion of each
license area into conventional
oil and gas leases, with a
rental of $3 per acre per year.
Conversion leases will have a
primary term of seven years,
the state said. O
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Tapping shallow gas to power mines

Three firms plan to develop unconventional gas to supply affordable power to industry

By PATRICIA JONES
Petroleum News Contributing Writer

laska’s non-competitive
A shallow gas leasing pro-

gram was designed to

locate local sources of
gas consumers in remote areas
can tap at less cost than other
energy sources available in
rural Alaska, such as diesel.

But three of the state’s shal-
low gas applicants see an
industrial use — tapping
unconventional shallow gas to
power mining projects.

Teck Cominco, which
applied for and received the
first four shallow gas leases
from the state in 2000, hopes
to eventually utilize methane
gas to replace diesel genera-
tors which provide about 25
megawatts of power for the
company’s Red Dog zinc mine
in remote northwest Alaska.

oA
iea o
Holitna Energy Co. LLC

HOLITNA ENERGY LLC
HQ: Eagle River, Alaska

CEO: Phil St. George
TELEPHONE: (907) 360-8728
EMAIL: philstgeorge@msn.com

Following suit this year,
Usibelli Coal Mine based in
Healy, Alaska, applied for eight
shallow gas leases for poten-
tial coalbed methane gas
sources near its open-pit coal
mine.

Holitna Energy, a start-up
with an eye to providing up to
80 megawatts of power for
the potential Donlin Creek
gold deposit being developed
in southwest Alaska, also
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applied this spring for four
shallow gas leases in an unex-
plored basin in the upper
Kuskokwim River region close
to the proposed mine site.

All three lease applicants
hope for, but have yet to prove
up, methane gas contained in
the buried coal seams or
organic shale deposits that can
be tapped to provide large
amounts of continuous elec-
tricity in remote areas. Of the
three, only Usibelli is located
on the state’s existing power
grid.

Leasing program modified

As a result of receiving
applications from companies
interested in tapping shallow
gas for industrial uses, the
Alaska Division of Oil and Gas
has modified the shallow gas
leasing program, said Jim
Hansen, lease sales manager
for the state.

“The intent was to supply
power to Bush villages. That
was the intent ... it’s very
apparent the original intent is
not how it is shaping up,” he
said.

Application fees for each
lease have been raised from
$500 to $5,000.Annual rental
payments have also been
raised from 50 cents to $1 per
acre.

Those changes were made
“mainly to be sure those
putting in leases were serious
about doing something, and to
keep some speculators away,”
Hansen said.

The state also modified
how the shallow gas can be
extracted. Originally, develop-
ers could drill only to 3,000
feet. Now, developers can fol-
low a formation to deeper lev-
els, as long as part of the gas
resource remains above 3,000
feet, Hansen said.

Most of the land surround-
ing rural villages is held by

TECK COMINCO LTD.

HQ: Vancouver, British Columbia
ALASKA OFFICE: Kotzebue
ALASKA EXECUTIVE: Rob Scott
ALASKA TELEPHONE:

(907) 426-2170

EMAIL:
rob.scott@teckcominco.com
WEB SITE:
www.teckcominco.com

Native corporations and can-
not be leased under the state
program.And many villages
don’t offer enough of a poten-
tial market for gas infrastruc-
ture to be built, he said.

“To supply local villages,
the economics have to be
there, and we're finding out as
we work the program, one or
two villages are not going to
give a company the revenue it
needs to spend millions of dol-
lars developing shallow gas
facilities,” Hansen said.“It’s a
young program.”

RED DOG MINE
TECK COMINCO ALASKA

HQ: Anchorage

CEO: Bob Jacko
TELEPHONE: (907) 426-2170
FAX: (907) 426-2177

Needs more time,
better zinc prices

Teck Cominco, owner and
operator of the Red Dog zinc
and lead mine, requested and
received a verbal extension for
three years on its four shallow
gas leases the company cur-
rently holds near its remote
mine.

The four leases were sched-
uled to expire at the end of
October, said Hansen, follow-
ing the company’s presenta-
tion and formal request in
early October.

see MINES page 85
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“They want to drill more
core and have more evaluation
of the organic shales,” he said.
“They’re proceeding with
their evaluation ... | know the
director was satisfied with
what they have done so far
and what they intend to do”

The four leases cover
23,040 acres of land north and
east of the Red Dog mine.
Teck Cominco paid applica-
tion fees of $500 per lease and
annual rent of 50 cents per
acre for its shallow gas leases.
The company opted to keep
the leases under the original
program guidelines and will
continue to pay the 50-cent
rent fees, Hansen said.

Teck Cominco had planned
to drill up to two shallow gas
test wells this summer, but
pulled back from that work, as
the company had not acquired
all necessary permits in time
to ship in equipment, said Red
Dog general manager Rob
Scott.

“The plan is to get all our
permits, so if we choose to do
further exploration ... we are
in a position to do the test
work,” he said.

The company will decide
in the next few months if and
when to proceed with the
shallow gas exploration, Scott
said.

“There isn’t a definite plan
as far as actual timing goes.
The price of zinc is extremely
low and the mine is hanging
on, trying to struggle through,
so we don’t have a lot of extra
money to spend on specula-
tive gas that is not well
defined,” he said.

Two phases of exploration
are being considered. In the
first, about $2.8 million will be
spent drilling two wells that
will test permeability and flow
rates of methane gas con-
tained in the shale formations,
Scott said. The second phase
would involve wells drilled far-
ther away from the mine, to

¢ Basin

State Acreage Excluded
from Shallow Gas Leasing

. 11#_. . x

Lands subject to an Exploration License, or the state's Five-Year Oil and Gas Leasing Program are not eligible for a
shallow gas lease. Also, if the land is held under a coal lease, only that lessee may apply for a shallow gas lease. The
Commissioner of Natural Resources, however, may waive any of these limitations.

test the field’s size.

The shallow gas resource
was discovered in rich organic
shale during mineral explo-
ration drilling at Red Dog, the
world’s largest producer of
zinc. (There is no coal in the
area, a state official said.)

Since 1998, data collected
from those mineral core holes,
smaller in diameter than con-
ventional shallow gas drill
rigs, have produced a geologi-
cal estimate of a 2 trillion
cubic foot gas resource in the
shallow shale formation at Red
Dog.

ry basin believed by state geol-
ogists to be gas prone.The 70-
mile long teardrop shaped
basin that straddles the
Farewell Fault in southwest
Alaska, is located about 50
miles from the Donlin Creek
gold deposit, now believed to
contain almost 28 million
ounces of gold.

Holitna Energy applied in
May for four shallow gas leas-
es, covering 19,840 acres of
land in a seven mile long, six
mile wide section of state land
located east of the Holitna
River and southeast of the
Kuskokwim River village of
Sleetmute.

see MINES page 86

Upstart eyes Holitna Basin

Phil St. George, a 24-year
career mineral geologist who
headed up NovaGold
Resources’ successful drilling
program at the Donlin Creek
gold deposit in 2001 and
2002, struck out on a new
track this spring.

He left the company and
formed his own business,
Holitna Energy, to try to tap an
unexplored remote sedimenta-

AVAILABLE PROSPECTS:

COOK INLET

HANNA PROSPECT: 6880 acres. Borders Pretty Creek & Lewis River Units. On
structure. Gas probable. Oil possible.

NORTH SLOPE

UMIAT PROSPECT: I, 520 acres. Umiat Oil Wells #8, 10, & || on lease. Crest of
Umiat Anticline. Proved oil reserves. Highly prospective.

Paul L. Craig, Ph.D,, President

5432 E. Northern Lights Blvd. Suite 610 907-278-7489
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Anchorage,AK 99508
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While waiting for the state
to issue lease terms, St. George
has partnered with the local
Native organization covering
10 villages in the area, The
Kuskokwim Corp., called TKC.

Holitna Energy and TKC are
forming a new company that
will develop the Holitna basin
gas fields and related infra-
structure, to include a power
plant and electric lines to
Donlin Creek and neighboring
villages.

“It’s exciting because we
would not be able to develop
this without them,” St. George
said.“Working with a Native
corporation makes a lot of
agencies and government peo-
ple satisfied that the develop-
ment will benefit the local
people, which is why we’re
doing this whole thing.”

TKC, which owns the sur-
face land rights to property
adjacent to the state leases,

will hold a
10 percent
interest in
the new
company,
and can
increase
that owner-
ship share
by bringing
capital to
the partnership, St. George
said.

The two entities are current-
ly seeking $1.2 million for
exploration work planned for
this winter. St. George said he
plans to conduct a detailed
gravity survey and to use that
information to determine drill
sites for two test wells, sched-
uled to be completed in March
2004.

“The gravity survey will pro-
vide enough detail about the
structure, and it will be less
expensive,” he said.“We can
also accomplish it earlier in the
winter, to allow more time for
planning the drilling work.”

STEVE DENTON

The Alliance salutes
its members
who—
through hard work
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responsible
development of
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USIBELLI COAL MINE INC.
HQ: Healy, Alaska
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DEVELOPMENT: Steve Denton
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EMAIL: steve@usibelli.com
WEB SITE: www.usibelli.com

Usibelli plans test
wells next summer

Usibelli Coal Mine,Alaska’s
only coal producer, applied in
May for eight shallow gas leas-
es covering about 46,000
acres of land on and northeast
of existing mining claims it
holds.

The company plans its first
shallow gas test wells next
summer, probably drilling a
conventional pattern of five
wells on existing coal mining
claims within a half-mile of
Usibelli’s shop and headquar-
ters.

“Some geology in that area
looks favorable,” said Steve
Denton, Usibelli’s vice presi-

dent of business development.

Past coal mining explo-
ration work indicates the pres-
ence of four coal seams, which
are “fairly thick,” Denton said.
They range in depth from 250
to 900 feet, he said.

Four water-monitoring
wells are being drilled this fall
in the area, so the company
can begin gathering water
quality background for explo-
ration permits. The company’s
consultant, Casper, Wyo.-based
Goolshy, Finley & Associates,
will take a look at the core
samples pulled from those
water monitoring wells,
Denton said.“We won't get
any testing of gas production
from them””

To replace existing power
and heat supplies, Usibelli
would need to produce 0.4
billion cubic feet of gas a year.
The coal mine burns coal and
used oil for heat, and currently
receives electric power from
the railbelt grid, a“significant
cost of operation,” Denton
said. O
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Talisman, Fortuna venture into Arctic

First deal in Alaska is farm-in on National Petroleum Reserve-Alaska acreage with Total

By KAY CASHMAN

Petroleum News

North America’s Arctic at the end of

2002 when it took a minor role in a

partnership with Petro-Canada, which
planned to drill a well in
Canada’s Mackenzie
Delta in 2003.

A Petroleum News
source said in
December 2002 that
Talisman was also evalu-
ating Alaska’s North
Slope for possible
investment, so it came
as no surprise when
Talisman CEO Jim
Buckee told analysts on
May 7 that his company
was “within two weeks” of a deal that
would make it a significant player in
Alaska. He said the Calgary-based indepen-
dent, which has a market value of approxi-
mately C$7.4 billion, has its eye on at least

T alisman Energy took its first step into

Jim Bucee's back-
ground included

stints with BP in
Alaska.

TALISMAN

E ] E A (=1 i

TALISMAN ENERGY & ALASKA SUBSIDIARY
FORTUNA EXPLORATION LLC

HQ: Calgary, Alberta

CEO: Jim Buckee

ALASKA EXECUTIVES: Tim England, Don Kushnir
TELEPHONE: 403-237-1234

EMAIL: tim@talisman-energy.com

WEB SITE: www.talisman-energy.com

four prospects of 300 million to 500 mil-
lion barrels each.

Calgary analysts said Alaska has special
appeal because infrastructure is in place
and there is none of the negative fallout
from Sudan that has been a drag on
Talisman stock values.

Talisman, which had production in the
range of 200,000 barrels per day of oil and
liquids and more than 1 billion cubic feet
per day of natural gas at the beginning of

the year, has an international portfolio that
includes the North Sea,Algeria, Malaysia,
Vietnam, Indonesia, Colombia and Qatar —
locations that Buckee concedes are riskier
than those in North America, while holding
the promise of much greater returns.

Minimal political risk in Alaska

What Alaska represented was an oppor-
tunity, through farm-in options, to build
production at minimal political risk.

The move into Alaska, although initially
involving oil prospects, might also open
the door to Talisman participating in North
Slope gas development.The company is
one of Western Canada’s leading natural
gas producers.

“We have the financial strength to con-
sider any opportunities that come avail-
able;” Buckee said in May, commenting that
there are a*“lot of assets coming around
that are not necessarily public”

On June 24, Buckee announced that
Talisman’s U.S. subsidiary, Fortuna

see TALISMAN page 88
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Exploration, had signed a farm-
in agreement with Total E&P
USA to 360 square miles of the
National Petroleum Reserve-
Alaska.

With Sudan “behind us, we
have new vistas,” he said during
a Calgary investment sympo-
sium sponsored by the
Canadian Association of
Petroleum Producers.

Buckee said the Alaska deal
gave Talisman a chance to par-
ticipate in a league of success-
ful northern producers,
although his company won’t
deviate from its Canadian gas
focus south of the 60th paral-
lel.

The NPR-A acreage holds
four prospects, each with
reserve potential in the range
of 300 million to 500 million
barrels, he said.

Fortuna Exploration will
participate in an exploration
well to earn a 30 percent inter-
est in a selected prospect and

Total launched its 2003-2004 winter program in September.

holds the right to earn similar
interests in the other
prospects.

Talisman said evaluation of
the prospects, which lie west
of the 430-million-barrel Alpine
field and the Lookout and
Rendezvous discoveries in the
NPR-A, will continue through
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2003 and the first well is
expected in the early winter of
2004. (See equipment staging
photo from September in this
story.)

Looking for nearer-term pay-off

But beyond confirming his
May prediction that Talisman
was close to an

Buckee was with BP in Alaska

Buckee’s own background,
other than a Ph.D. in astro-
physics from Oxford
University, includes stints with
BP in Alaska, the Middle East
and Norway before a posting
to BP Canada in 1991.

He was around in 1992

Alaska deal, Buckee
has given no further
indication his com-
pany is eager to
expand its footprint
in the state.

He said the fact
that Mackenzie Delta
gas will not reach
southern markets
before late 2009 is
one reason Talisman
had remained away
from the delta until
late 2002.

“We prefer things
with a nearer-term
pay-off,” he said.
“That boat (the
delta) is a long way
off”

That meant
spending more than
C$1 billion in 2003
to develop gas in
northern Alberta and
British Columbia, which pro-
duce 75 percent of the compa-
ny’s gas output of 1.1 billion
cubic feet per day.

Equipment staging for NPR-A drilling, September

when BP sold its majority
Canadian interest and changed
the company name to
Talisman. O
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Native corporation turns independent

ASRC aims to be North Slope oil and gas producer, signs mentoring agreement with BP

By KAY CASHMAN
Petroleum News

ny representing the business interests

of 9,000 Inupiat Eskimos, is expand-

ing its scope to become an indepen-
dent oil and gas producer in its own back-
yard — the petroleum-
rich North Slope of
Alaska.

As the “next step”in
its evolution from land
owner/manager with
subsidiaries providing
oilfield services,ASRC
has entered into a“men-
toring” agreement with
major North Slope pro-
ducer BP Exploration
(Alaska), the state’s largest investor.Talks
between the two began shortly after BP
announced it was going to stop all frontier
exploration in Alaska.

The agreement, signed March 20 “estab-
lishes a framework for sharing data and

! rctic Slope Regional Corp.,a compa-

45
JACOB ADAMS

ARCTIC SLOPE REGIONAL CORP.

HQ: Barrow

CEO: Jacob Adams

E&P: Teresa Imm
ANCHORAGE:
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(907) 852-8633

EMAIL: timm@asrc.com
WEB SITE: www.asrc.com

technical knowledge” between BP and
ASRC, including information on unit and
near-unit oil and gas investment opportuni-
ties on the North Slope, executives from
both companies told Petroleum News in
early July.

Specific opportunities for ASRC to partic-
ipate in exploration and development activi-

ties will be “subject to individual negotia-
tion,”the companies said.

No specific exploration or development
deals had been cut as of Oct. 6, but Conrad

Bagne,ASRC'’s chief administrative officer
and in-house counsel, said in July that the
companies hoped to “have something iden-
tified by fall and, potentially, if it comes
together, an agreement by the end of the
calendar year”

As for being able to drill on the North
Slope this coming winter, he said that was a
“very desirable” possibility, but a“challenge”
given the timeframes involved with permit-
ting exploration activities.

More Alaska prospects developed

For BP, the agreement will help get unit
and near-unit North Slope prospects
explored and developed that might not get
approved by the company’s board in
London due to stiff competition from
investment opportunities outside Alaska.

“Any opportunities that we have in
Alaska ... have to compete against opportu-
nities we have around the world. ... The cri-
teria for those are set higher and higher and
we allocate dollars where we think we've

see ASRC page 92
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ASRC

got the best chance of return, of finding big
fields. This agreement is ... hopefully going
to provide an opportunity for a company
like ASRC to invest where BP would choose
not to,” BP’s president in Alaska, Steve
Marshall, told Petroleum News in July.

Jobs for ASRC shareholders

For ASRC, the deal is expected to pro-
vide badly needed jobs close to home for its
shareholders.The agreement, which ASRC
said is designed to enhance its existing
exploration, development and operating
capabilities, helps the company take the
next critical step toward being an indepen-
dent producer in Alaska — a producer that
Bagne points out is“an Alaska corporation,
with its shareholder base in Alaska that is
going to be here forever”

“This agreement provides a critical next
step in providing ASRC with access to the
tools and knowledge we need to become a
competitive, independent producer in
Alaska,”ASRC President and CEO Jacob
Adams said.“It gives ASRC exposure to BP’s
industry expertise and ‘best practice’ busi-
ness experience, and it builds on capabili-
ties that have been developed within our

Land Department, ener-
gy services division and
refining operations.”

The dialogues
between the two com-
panies “came together
both on the resource
side and the service
side. ... ASRC particular-
ly pushed that agenda
because we are in a
unique position to be
able to look at both the
service and equity issues
together;” Bagne said,
noting that ASRC owns
the mineral rights to
prospective acreage in
several areas in northern
Alaska, including the
Colville River area,
Brooks Range Foothills and the coastal plain
of the Arctic National Wildlife Refuge, where
BP is a leaseholder with ChevronTexaco.

The deal will give the Native corporation
access to land and resources it was preclud-
ed from selecting under the 1971 Alaska
Native Claims Settlement Act.

Why the mentoring versus a more tradi-
tional farm-in agreement?

Marshall said even in-field exploration
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JUDY PATRICK

and development is“a risky business. ...
And it’'s why we're not just providing
acreage; it's about providing data and it’s
also about trying to provide some intellectu-
al capital through the mentoring.”

Not frontier exploration

Marshall said the agreement with ASRC
does not involve the company’s acreage in
ANWR, the one spot on the North Slope
where BP has kept exploration leases that
could produce the type of monster fields
the company is currently seeking in other
parts of the world.

Nor does the agreement involve any
other type of frontier exploration:“This
(agreement) is very much focused in and
around the existing units,”such as “Prudhoe,
Kuparuk, Endicott and Badami,” Marshall
said.

When asked about the likelihood of a
deal with ASRC for taking over the Badami
field, which was put into a warm shut-down
mode in the summer of 2003, he said,“We
certainly have discussed Badami with ASRC
but it’s really just in the formative stage at
the moment, it’s just an idea.”

Long-time ASRC Land Manager Teresa
Imm is currently in charge of the ASRC-BP
agreement. 0
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Two taken, one inlet sister available

Trading Bay has sold Heather, has a deal on Marie, has Hanna, NPR-A leases up for grabs

By KAY CASHMAN
Petroleum News

here are several compa-
T nies that fall closer to the
category of land specula-

tor than that of an independent
oil and gas company. Some have
drilled wells in Alaska in the
past but have no current plans
to drill; others have aspired to
be operators
or working
interest own-
ers in explo-
ration or
develop-
ment pro-
jects, but
their aspira-
tion has
never come
to fruition.

Petroleum News elected not
to include most of these compa-
nies in this year’s edition of The
Independents, with the excep-
tion of Lapp Resources on Page
95 and Trading Bay Energy,
which has leases in two of the
state’s hottest drilling regions
— west Cook Inlet and
National Petroleum Reserve-
Alaska.

Anchorage-based Trading Bay
has built up an acreage position
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FORREST CRANE

of approximately
20,000 acres in Alaska,
Paul Craig, the compa-
ny’s founder and only
shareholder, said in
October.

“I've learned a lot in
the past decade. | don’t
feel as much of a need
to have an operating
company. ... It’s possi-
ble Trading Bay will

z;]ﬂgnlna By

TRADING BAY ENERGY CORP.

CEO: Paul Craig

HQ: Anchorage, Alaska

MAIN TELEPHONE: (907) 278-7489
FOUNDED: 1993

become an operating
company in the future ... but |
would be happy if a company
like Pelican Hill ... participates
on one or more of my
prospects.At this point, | am
comfortable taking a working
interest or royalty position,”
Craig said, whose primary con-
cern is getting all of his
prospects drilled.

Trading Bay has spent much
of the last 10 years promoting
three Cook Inlet prospects
named for Craig’s daughters —
Hanna, Marie and Heather —
which he refers to as the “three
sisters of Cook Inlet”

West Cook Inlet prospects
Hanna and Marie, near the
Pretty Creek and Beluga River
units, are gas prospects and
have deep oil plays, Craig said.

The third sister, Heather, is

obdl
Alpine- | Inc
Environmentsl Consulting Services
Solving Engineering
& Environmental Challenges
in Alaska

President

phone/fax: 694-7423

Eagle River, Alaska

email: grsnodgrass@alpine-meadow.com
web site: www.alpine-meadow.com

on the other side of the inlet on
the Kenai Peninsula north of,
and adjacent to, Falls Creek.
Heather is a 1961 gas discovery
that has never been produced.
It is currently in the Clam
Gulch block of the Marathon
Oil-operated Ninilchik unit.

Craig said he has an option
to take a 10 percent working
interest in any well drilled on
the Heather prospect or in any
unit formed that includes the
prospect, but he said Marathon
and its partners in the Ninilchik
unit dispute that claim. A law-
suit is pending in U.S. District
Court.

“The Heather prospect has a
bearing on what my asset base
may be as | move forward on
Hanna and Marie,” he said.

Pelican Hill to drill Marie

The 1,156-acre Marie
prospect is on the northwest
boundary of the Beluga River
gas field. The 7,040-acre Hanna
prospect is adjacent to the
Pretty Creek unit to the south,
the Lewis River unit to the
north and the Ivan River unit to
the east.

In October 2002, Craig said
he was looking for investors to
purchase outright or to capital-
ize Trading Bay to fund drilling
Marie and Hanna.

A well was drilled on the
Marie prospect in the 1970s,
but with gas prices at just 50
cents per thousand cubic feet,
150 feet of gas-charged sands
indicated on well logs were

never tested, Craig said.
“Pelican Hill has signed an
agreement to drill the North
Beluga prospect — what
Trading Bay was calling the
Marie prospect — by Dec. 31”

Hanna available

The Hanna prospect to the
north, consisting of five leases,
“remains open, there’s no for-
mal commitment in place,”
Craig said.“I've had discussions
with various parties. Given the
gas marketplace | think | was
10 years too early”

Unocal planned a well on
the Hanna prospect in 1983,
but the crash in oil prices
squelched it, Craig said.

Seismic shot over the area
suggests good structure, possi-
bly an extension of the Petty
Creek and Lewis river forma-
tions, he said. In literature pro-
moting the sale of its inlet prop-
erties in the late 1990s, Craig
said, Unocal touted Hanna as a
50 to 100-million barrel
prospect.

Trading Bay enters NPR-A

On June 3,2002, Craig and
sometime bidding partner
Peter S. Zamarello won Umiat
tract L-006 in the U.S. Bureau
of Land Management’s National
Petroleum Reserve-Alaska oil
and gas lease sale.

Craig and Zamarello outbid
adjacent leaseholder Arctic
Falcon Exploration. (See story
on Arctic Falcon in the 2002
edition of The Independents.)

The one-half township lease
is right on the crest of the
Umiat anticline, Craig said, just
north of Arctic Falcon’s
acreage.

He said three wells on the
lease drilled by Husky Oil had
oil shows, but those wells were
not deep enough to tap struc-
tures that geophysical analysis
suggests might lie under the
area.
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Shallow gas pioneer in quiet mode

Lapp Resources drops 333,419 acre Delta Junction project, keeps two leases near Homer

BY KAY CASHMAN
Petroleum News

laska shallow gas pio-
A neer Dave Lappi is down

to 5,000 acres of shallow
gas leases in Alaska from more
than 300,000 acres a year ago
when his company, Lapp
Resources, controlled a chunk
of leases in the Interior near

Delta
Junction. =
. -ia
ﬁ' ‘L \.\'
[ "
g
e

Lappi had

hoped to
DAVE LAPPI

see gas pro-
duced and
delivered
from Delta
Junction to
Fairbanks
using the
right of way
of an abandoned military fuel
pipeline between the two
communities.

“A month before the
anniversary of the second year
on those leases — just before
the annual rent payment was
due — Evergreen Resources
backed out of the farm-in
agreement,” Lappi said.

“Evergreen decided to con-
centrate on other activities.
They just acquired a Canadian
company and are reevaluating
all of their positions and
reshuffling the deck, so I'm
looking for a new partner,” he
said at the time.

Unable to find a partner,
Lappi let the three-year leases,
totaling 333,419 acres, expire.
The annual rent on the prop-
erty would have been
$165,000, he said, and not
worth the risk to him, espe-
cially with the possibility of a
gas pipeline being built from
the North Slope down
through Fairbanks.

“If an Alaska Highway gas
pipeline got built, it would be
able to supply Fairbanks, the
main market for the Delta gas.

FORREST CRANE

No investor wanted to take
that kind of risk,” he said.

Gas for Homer

But Lappi wasn’t down to
zero acres. In late May the
state had assigned Lapp
Resources approximately
21,000 acres in eight shallow
gas leases.The property was
just north of Homer on
Alaska’s Kenai Peninsula.

Unocal, Lappi said, had
taken an option to farm into
the acreage shortly after he
had applied for the leases in
early 2000.

“But by the time the leases
were actually assigned to me,
Unocal had decided to take
just six of the eight leases.
They said they had drilled
some wells on the southern
peninsula in the last couple of
years and better understood
the geology;’ Lappi said.

Although state records (and
the map on page 52) still
show Lapp Resources as the
holder of all eight leases,
Unocal has 100 percent work-
ing interest in six leases and
Lapp Resources has the
remaining two leases, which
encompass about 5,000 acres.

Lappi’s company was left
with the western-most lease.
Unocal took the adjoining
lease to the east; then left
Lapp Resources with the lease
to the east of it.

“You could say | kept the
western leases of the group
except Unocal kept one lease
sandwiched between my two
leases,” he said.

Helped draft early
CMB regs in Alaska

Lappi, a long-time Alaskan,
earned a bachelor of science
in geology from the University
of Alaska Fairbanks and a post-
graduate diploma in geo-
sciences from Macquarie

LAPP RESOURCES
INC./DAVE LAPPI

HQ: Anchorage

CEO: David W. Lappi
TELEPHONE: (907) 248-7188
FAX: (907) 248-7278

WEB SITE:
www.home.gci.net/~lapres
SISTER COMPANIES/
AFFILIATES: Matanuska Energy
LLC, Noatak Energy Inc.

University in Sydney,Australia.
After working with

resource firms in Australia,

Lappi returned to Alaska in the

early 1990s to explore for shal-

low gas in the Cook Inlet
basin. He was instrumental in
the establishment of Alaska’s
shallow gas leasing program
and he assisted the Alaska Oil
and Gas Conservation
Commission in developing
early drilling requirements for
coalbed methane wells.

Lappi, who is based out of
Anchorage, has worked to
identify shallow gas prospects
by aerial mapping so that rural
communities in Alaska could
find gas.The state’s shallow
gas leasing program is targeted
for such use, with royalties set
at 6.25 percent for gas used in
the immediate area versus the
standard 12.5 percent.

While private companies
provide technology, Lappi sees

on B comtfinenis

Domestic and International
Freight Forwarding

Air ¢ Ocean ¢ Ground

4305 W International Airport Rd.
Anchorage, AK 99502

Houston: 281.446.0600

PANALPINA D

Integrated Solutions For Supply Chain Management
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Anchorage: 907.245.8008 Calgary: 403.291.1137

a need for government
involvement to find gas for
small communities off Alaska’s
road system where residents
have to import fuel by aircraft
or barge.

“It’s difficult for private
companies to take the risk for
such small markets,” he said.

Matanuska Valley drilling

Lappi obtained convention-
al state oil and gas leases near
Houston, Alaska, north of
Anchorage, and in 1997 Lapp
Resources assigned its work-
ing interest in the acreage to
an Australian company.

In early 1998, Lappi was
project manager for Alaska’s
first coalbed gas production
wells into coal seams on the
up-thrown block of the major
Castle Mountain fault.

The wells pioneered
drilling techniques, including
the use of compressed air
instead of mud as the drilling
fluid.

In 2000, the Australian com-
pany lost interest in the
acreage, he said. Evergreen
Resources now holds the leas-
€s.

Lappi is still looking at shal-
low gas opportunities around
the state.

“I have some things in
mind, but I’'m not ready to talk
about them yet,” he said in
October. O

www.panalpina.com
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Any closer
and we'd
he renting
airplanes,
not cars.

Now Located in Anchorage Airport.

Off Airport
On Spenard Road at Minnesota Drive

@ Ted Stevens Anchorage International Airport &

For reservations call 276-2855

call I'Bm'.I-HRIFI-T= Thrifty features quality products of

DaimlerChrysler and other fine cars.

m—m A licensee of Thrifty Rent-A-Car System, Inc.

H

~Aar Rental



http://www.thrifty.com
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Arctic Insulation
& Manufacturing

CSR POLYPIPE / HDPE PIPE 1/2"-54"
GAS PIPE, RISERS AND HDPE BUTTERFLY
VALVES

1/2"-12" MOLDED FITTINGS /

ELECTROFUSION COUPLINGS AND
TAPPING SADDLES

PHILMAC COUPLING AND BALL VALVES

TRANSITION FITTINGS

HDPE POLYVALVES

ROMAC SERVICE SADDLES /
REPAIR CLAMPS

Fittings

HEAT SHRINK SLEEVES / HEAT TRACE
Raychem CABLE

IMPROVED PIPINBPRI]I]III:TS. INC. DUCTILE IRON' STAINLESS STEEL
= BACKING RINGS, AND BLIND FLANGES

FUSION EQUIPMENT SALES / SERVICE /
Central RENTAL / CERTIFIED FUSION TRAINING

e flave A Complefe Fabricatfion
Facility. I Fthey domnt make if e Oof
Elbows, Cross, Reducers, Branch Saddle Reducing Tee, Wyes,
Valve Spacers, HDPE Spacers, HDPE Blind Flanges, HDPE
Custom Manholes.

5326 "A" Street Mile 3.5 South Big Lake Road

Anchorage, Alaska 99518 Big Lake, Alaska 99652
907-677-9540 Fax 907-677-9541 907-892-8440 Fax 892-8408
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BTN

EQUIPMENT &  produes
« WEATHERFORD GEMOCO CASING ACCESSORIES
* TAM PORT COLLARS & INFLATABLE PACKERS
industrial & oil communities with

P ETH D LE Ll M PESI serving the Alaska oil industry
SERVICES, Inc.
» DPI DRILL BITS & CORING SERVICES
ASTECH providing environmentally
friendly recycling of used casing
sz ASTECH LLC
procurement & downstream

since 1983, supplying drilling related
/;f ’ * TIW LINER HANGERS & PACKER
<= 3. -+ TESCO CASING DRILLING
MRO Sales serving the Alaska
products.

- BELZONA ADVANCED POLYMER
REPAIR/MAINTENANCE

. * CRAFTSMAN & ARMSTRONG INDUSTRIAL TOOLS
*» CORTEC VpCI/MCI CORROSION INHIBITORS

Serving the state with facilities in:
Prudhoe Bay ¢ Anchorage ¢ Kenai

PESI: 907 248.0066 www.pesiak.com MRO: 907 248.8808 www.mrosalesinc.com ASTECH: 907 335.2782


http://www.mrosalesinc.com
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Critical Timing?
Remote Location? Heavy Freight?
Lynden Delivers These & More.

Over land, on the water, in the air or in any combination — Lynden has been helping custor
solve transportation problems for almost a century. From origin to destination, over any t
managing freight movement, as well as the flow of mfonnaﬂm,
transportation solutions to meet the unique |
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_Er Logistics Services = E-Commerce Services « Bulk Chemical Transport = Heavy Equipment Transport
E - l MN Alaska Barge & Ship Service « Alaska LTL & Truckload Freight « Worldwide Air Carge Charter
= = International & Domestic Air Freigh! Forwarding = Internalional Ocean Frelgh! Forwarding
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www.lynden.com The Lynden Family of Companies E

1-888-596-3361 Innovative Multi-Modal Transportation Solutions
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