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The Explorers magazine was released Nov. 14 at the Resource
Development Council for Alaska's annual conference. The
Explorers is published by Petroleum Newspapers of Alaska LLC,
owner of Petroleum News, every year in November and released
at RDC's conference in Anchorage, Alaska. For more information
call 907 522-9469, or visit www.PetroleumNews.com.

Close, but no cigar: Oil price falls
on OPEC, CPI and jobs reports

Perhaps the biggest reason oil recently came within a couple of
dollars of $100 a barrel can be found in places like China, where
roads that were full of bicycles 15 years ago are now choking with
cars and trucks. Or in India, where sales of —
diesel-powered generators have soared as
people try to avoid frequent power outages.
The rapid growth in China, India and other
emerging economies has been fed by crude
oil, but this rising demand for fossil fuels
may finally be pushing the limits of supply.
If basic economics is any guide that could
also mean $100 is just the beginning of far
higher prices.

The International Energy Agency
warned earlier in November that growing global demand, partic-
ularly from China and India, could create a supply crunch as early
as 2015. Currently, oil producers are turning out about 85 million
barrels a day, while the U.S. Department of Energy says con-
sumption is between 85 million and 86 million barrels a day.

The department predicts output will reach 118 million barrels

see CLOSE page 18
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Investment at risk

Oil company execs says consequences dire if Alaska hikes taxes again

By KAY CASHMAN

Petroleum News

production tax is overhauled in such a way that it

significantly increases the State of Alaska’s take,

oil company executives told attendees of the
Resource Development Council for Alaska’s annual
conference in Anchorage on Nov. 14.

The first casualty of a higher oil tax,
ConocoPhillips Alaska President Jim Bowles said,
would be the company’s $300 million ultra low sulfur
diesel production facility, scheduled for construction
in 2008 in the North Slope Kuparuk River unit. The

see INVESTMENT page 19

I nvestment in Alaska is in jeopardy if the state’s oil

Get production back up

Oil company execu-
tives aren’t the only peo-
ple who have been weigh-
ing in on Alaska’s oil tax
debate. The oilfield serv-
ice firms that provide
Alaskans with a chunk of
the state’s highest paying
jobs have also been com-
municating with state leg-

see PRODUCTION page 19 JAMES GILBERT
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Alaska gets poor marks

Two consulting firms tell Alaska legislators state’s oil take already high with PPT

By KRISTEN NELSON

Petroleum News

ment? And how will the proposed changes in

the state’s production tax — Gov. Sarah Palin’s

Alaska’s Clear and Equitable Share bill, or
ACES, now before the Legislature — change that
attractiveness?

The Alaska Legislature has been told by adminis-
tration consultants from Gaffney Cline that increasing
oil taxes will make investments in the state more
attractive to oil and gas companies.

Two other consulting firms, Wood Mackenzie and
Cambridge Energy Research Associates, have
released results from confidential studies of world-
wide fiscal attractiveness which indicate the opposite.
Under the petroleum profits tax enacted in 2006
Alaska was fairly far down in fiscal attractiveness for

H ow attractive is Alaska for oil company invest-

EXPLORATION & PRODUCTION

With fiscal terms increased — or under
threat of increasing — “companies are
seeking to make their investments in places
where they can be most sure they will earn
a return both in terms of having some
assurance of fiscal stability but also in
terms of having some assurance that their
costs will also be controllable.” —David Hobbs,
CERA managing director and vice president of research

investment — at the bottom of Wood Mackenzie’s
list. CERA also found Alaska fiscal attractiveness to
be low and said the governor’s original ACES pro-
posal, with a 25 percent tax rate, decreased the state’s
fiscal attractiveness ranking.

see POOR MARKS page 20

Alaska oil forecast shaky

Production interruptions, infrastructure renewal, slowed heavy oil pace the cause

By KRISTEN NELSON

Petroleum News

he fall production forecast for
T Alaska’s North Slope is down from
the spring forecast — down for the
next eight years. Projected volumes
have dropped as much as 130,000 barrels
per day for fiscal year 2012, petroleum

engineer Dudley Platt told the Alaska DUDLEY PLATT

Senate Finance Committee Nov. 7. The
estimated drop for the current fiscal year, 2008, is
38,000 bpd. The reduction in projected barrels
increases through FY 2012, and then decreases,
with a drop of just 30,000 bpd for FY 2015.

Platt noted that if you look only at projected
changes in volumes from state lands (current vs.

spring forecast), the range is from a drop
of 38,000 bpd in FY 2008, peaking at a
drop of 55,000 bpd in FY 2010, with vol-
umes from state lands going positive at
plus-5,000 bpd in FY 2014 and plus-
10,000 bpd in FY 2015.

Platt said the timing of new projects
appears to have changed, but that’s not
the most important thing: The major fac-
tors are increases in unplanned interrup-
tions in production and planned down-
times for infrastructure renewal.

He said back maybe five or six years he used to

be able to get within 2 percent with his forecast for

the current fiscal year, but recently the difference
between projected and actual production has been

see FORECAST page 17
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Alaska - Mackenzie Rig Report

Rig Owner/Rig Type Rig No.

Alaska Rig Status

North Slope - Onshore

Rig Location/Activity

Akita Drilling Ltd.

Dreco 1250 UE 63 (SCR/TD) Racked in Deadhorse

Doyon Drilling

Dreco 1250 UE 14 (SCR/TD) Prudhoe Bay H-14B
Sky Top Brewster NE-12 15 (SCR/TD) Kuparuk 1J-178
Dreco 1000 UE 16 (SCR/TD) Rig maintenance

Dreco D2000 UEBD 19 (SCR/TD) Alpine CD4-304

OIME 2000 141 (SCR/TD) Kuparuk River Unit 3A-03B
TSM 7000 Arctic Fox #1 Stacked in Yard

Arctic Wolf #2  Stacked in yard
Kuukpik 5 Stacked in Deadhorse Available till

1/15/08

Nabors Alaska Drilling
Trans-ocean rig CDR-1 (CT) Stacked, Prudhoe Bay
Dreco 1000 UE 2-ES Prudhoe Bay DS 14-18B
Mid-Continental U36A 3-S Kuparuk 3N-11
Oilwell 700 E 4-ES (SCR) Milne Point MPU F-25
Dreco 1000 UE 7-ES (SCR/TD)  Prudhoe Bay GNI-04
Dreco 1000 UE 9-ES (SCR/TD)  Polaris W-214i
Oilwell 2000 Hercules 14-E (SCR) Stacked
Oilwell 2000 Hercules 16-E (SCR/TD)  Stacked
Oilwell 2000 17-E (SCR/TD)  Stacked, Point Mcintyre
Emsco Electro-hoist -2 18-E (SCR) Stacked, Deadhorse
OIME 1000 19-AC (SCR) On-site at Oooguruk

Emsco Electro-hoist Varco TDS3 22-E (SCR/TD)
Emsco Electro-hoist 28-E (SCR)
OIME 2000 245-E

Emsco Electro-hoist Canrig 1050E 27-E (SCR-TD)

Stacked, Milne Point
Stacked, Deadhorse
Oliktok Point OPi2
Stacked

Nordic Calista Services
Superior 700 UE
Superior 700 UE
Ideco 900

1 (SCR/CTD)
2 (SCR/CTD)
3 (SCRITD)

Prudhoe Bay well K-14a
Prudhoe Bay well DS18-13b
Kuparuk well 2L-330

North Slope - Offshore
Nabors Alaska Drilling
Oilwell 2000 33-E

Cook Inlet Basin — Onshore
Aurora Well Service

Operator or Status

Anadarko

BP

ConocoPhillips

BP

ConocoPhillips
ConocoPhillips

Pioneer Natural Resources
FEX

Available

Available

BP
ConocoPhillips
BP

BP

BP

Available
Available
Available
Available
Pioneer Natural Resources
Available
Available
Anadarko

BP
BP
ConocoPhillips

Maintenance/mobilization Northstar BP

Franks 300 Srs. Explorer Il AWS 1 Stacked at Nikiski Available
Marathon Oil Co. (Inlet Drilling Alaska labor contractor)

Taylor Glacier 1 Rig maintenance Marathon
Nabors Alaska Drilling

National 110 UE 160 (SCR) Stacked, Kenai Available
Continental Emsco E3000 273 Stacked, Kenali Available
Franks 26 Stacked Available
IDECO 2100 E 429E (SCR) Stacked, removed from Osprey platform Available
Rigmaster 850 129 NNA-1 Chevron
Academy AC electric Heli-Rig  106E (SCR/TD) DS Happy Valley #12 Chevron

Rowan Companies

AC Electric 68 (SCR/TD) Drilling Hansen 1A-L1 well at

Cosmopolitan
Cook Inlet Basin — Offshore

Unocal (Nabors Alaska Drilling labor contractor)

Pioneer Natural Resources

Not Available

XTO Energy

National 1320 A Platform A no drilling or workovers at present XTO
National 110 C (TD) Idle XTO

Mackenzie Rig Status

Canadian Beaufort Sea

Seatankers (AKITA Equtak labor contract)
SSDC CANMAR Island Rig#2  SDC Set down at Roland Bay
Mackenzie Delta-Onshore
AKITA Equtak
Dreco 1250 UE

62 (SCR/TD) Rig Racked in Inuvik, NT

Modified National 370 64 (TD) Staged on barges in

Mackenzie Delta

Devon ARL Corp.

Available

MGM Energy Group

The Alaska - Mackenzie Rig Report as of November 15, 2007.
Active drilling companies only listed.

TD = rigs equipped with top drive units WO = workover operations
CT = coiled tubing operation SCR = electric rig

This rig report was prepared by Alan Bailey

Baker Hughes North America rotary rig counts*

November 9
us 1,801
Canada 361
Gulf 56

Highest/Lowest
US/Highest
US/Lowest
Canada/Highest
Canada/Lowest

November 2 Year Ago
1,795 1,693

368 446

56 82

4530 December 1981
488 April 1999
558 January 2000
29 April 1992

*|ssued by Baker Hughes since 1944

The Alaska - Mackenzie Rig Report

Is sponsored by:

TO

ENERGY

JUDY PATRICK
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GOVERNMENT
Alaska’s PSIO completes staff hiring

The Petroleum System Integrity Office has completed its recruitment efforts, PSIO
Coordinator Jonne Slemons told Petroleum News Nov. 14.

Slemons said Dan Rice, PE, was hired in July as PSIO’s lead technical engineer,
bringing to PSIO more than 10 years of experience with the State Pipeline
Coordinator’s Office where he had technical oversight of common carrier, gathering
and flowlines on the North Slope and in Southcentral, and on the trans-Alaska oil
pipeline and its fuel gas pipeline.

Steve Schmitz was hired in September. Schmitz has been the lead North Slope per-
mitter within the Division of Oil and Gas — the agency where PSIO is housed — for
17 years. Slemons said Schmitz brings “invaluable first-hand knowledge and experi-
ence” to PSIO’s North Slope activities.

Mike Engblom-Bradley will be joining the PSIO team in mid-February as the lead
quality assurance authority. Slemons said Engblom-Bradley has owned a quality con-
trol business and developed quality assurance programs; he currently manages the
quality assurance program for Alyeska Pipeline Service Co.

PSIO is working on Phase I of the statutory and regulatory gap analysis, Slemons
said. A list of current statutory and regulatory authorities is being compiled. State and
federal agencies will review the list for completeness and will also be asked for “feed-
back on how those authorities are exercised,” Slemons said.

“Subsequent phases of the gap analysis will build upon the information compiled
and provided in the Phase I process, to identify and clarify gaps in oversight, propose
alternatives to address them and proceed to resolution,” she said.

The process will also identify any duplication in efforts.

—KRISTEN NELSON
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House coalition
passes 25% bill

Senate Finance amends its CS from 22.5% to 25%, refuses to let
Revenue write leasehold expenses regs, sunsets audit masters

By KRISTEN NELSON

Petroleum News

he 30-day special session of the
Alaska Legislature ends at midnight,

Friday Nov. 16, more than a day

after this issue of Petroleum News
goes to print, with a nail biter of a finish
expected.

The issue is whether House and Senate
can agree on amendments to the state’s
production profits tax, or PPT.

The House passed their version of
amendments to the state’s 2006 oil pro-
duction tax Nov. 11. Senate Finance
passed a committee substitute late in the
evening Nov. 14. The Finance CS was
expected on the Senate floor Nov. 15.

The Senate Finance CS was amended
to the same 25 percent base tax rate as the
House bill after starting out at 22.5 per-
cent. Progressivity was also dropped to
parallel the 0.4 percent rate in the House
bill, although the Senate version retains a
different rate at high prices.

The special session was called by Gov.
Sarah Palin, who cited the cloud created
by indictments and convictions for
bribery of legislators who participated in
the 2006 session that passed PPT. The
administration was also concerned that
revenue estimates from the previous
administration fell short after taxpayers
claimed higher costs as deductions than
projected when PPT was passed.

When she proposed her tax bill —
Alaska’s Clear and Equitable Share, or
ACES — the governor called for a fair
share for Alaska and for a tax that would
encourage investment in the state.

House at 25 percent

The House bill includes a 25 percent
tax base, aggressive progressivity (a tax
rate surcharge as the net value of a barrel
increases), stiff penalties for underestima-
tions of taxes and a standard deduction
for operating costs at legacy fields based
on 2006 costs.

The increase in base rate (the current
petroleum profits tax has a 22.5 percent
base) and more aggressive progressivity
starting at $30 net with a 0.4 percent
slope capped at 25 percent of the net (PPT
started at $40 net and had a 0.25 percent
slope) were too much for Republicans
worried about stifling industry invest-
ment in the state. It took a coalition of
Republicans and Democrats to pass the
bill. Democrats had come into the session
favoring a gross tax and their price for
approving a net tax was a standard deduc-
tion for operating costs at legacy fields.
This will be based on 2006 costs and will
allow a 3 percent increase each year.
Democrats described this as one fixed

The special session was called by
Gov. Sarah Palin, who cited the
cloud created by indictments and
convictions for bribery of
legislators who participated in the
2006 session that passed PPT. The
administration was also concerned
that revenue estimates from the
previous administration fell short
after taxpayers claimed higher
costs as deductions than projected
when PPT was passed.

point in a tax which is otherwise com-
posed of moving parts.

The standard deduction is also viewed
as a way for the state to get a handle on
auditing difficulties associated with a net
tax. The issue of allowing the Department
of Revenue to pay enough to attract expe-
rienced oil and gas auditors was solved —
with a floor amendment — by allowing
Revenue four “audit masters” who would
be in the exempt category, outside the
state’s  classification system; the
Department of Natural Resources, which
also has oil and gas audit issues, would
have two audit masters.

Senate Finance works €S

The House bill was assigned to Senate
Finance, which was already working on a
committee substitute which didn’t appear
until the evening of Nov. 13. Committee
discussions Nov. 12 and Nov. 13 on pro-
gressivity in the CS showed a base rate of
22.5 percent and a progressivity varying
from 0.6 percent to 0.1 percent as the net
trigger price rises from $30 to $90.

The Senate Finance CS did not include
either the standard deduction or addition-
al penalties for under estimation of taxes.

When the dust settled after a day of
discussion by consultants and the admin-
istration about impacts of the Finance CS
— and several hours of testimony from
oil and gas companies objecting to every
aspect of the CS — Senate Finance came
back late in the evening of Nov. 14 and
quickly passed 12 amendments.

In addition to increasing the base rate
to 25 percent and lowering the progres-
sivity rate, the committee removed an
ACES requirement that the Department
of Revenue write regulations defining
allowable leasehold deductions and
inserted a sunset for audit masters, a
change which Revenue Commissioner
Pat Galvin told the committee would
make it impossible for him to attract high-
ly qualified oil and gas company auditors
because the sunset in effect means he
could only offer a three-year job. ®
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Alberta oil sands, water in conflict

New study reports high levels of carcinogens, toxic substances in fish, water and sediment downstream from projects

By GARY PARK

For Petroleum News

for drinking. Water is for fighting over.
Some might consider posting that
quip in large letters over 90,000 acres of
what was once forest and wetlands and is
now a moonscape that keeps spreading
across the oil sands of northeastern Alberta.

In recent years, the consumption and
alleged contamination of the region’s water
supply by oil sands operations have become
as big a concern for environmentalists and
residents as the sector’s greenhouse gas
emissions, hunger for natural gas and degra-
dation of the landscape.

The water issue was raised to a new level
Nov. 6 when a 75-page report was released
by the Nunee Health Authority of the Fort
Chipewyan area of northeastern Alberta.

It identified high levels of carcinogens
and toxic substances in fish, water and sed-
iment downstream from oil sands projects
and suggested oil sands development might
be responsible for rare types of cancer in the
heavily aboriginal community of 1,200,
poor water quality and other health afflic-
tions.

The authority’s health director Donna
Cyprian said residents who have long
believed their community experiences high-
er rates of cancer than normal “now know
there is something wrong.”

Oil-related PAHs found

Although the report, authored by ecolo-
gist Kevin Timoney, with Treeline
Environmental Research, did not specifical-
ly link the oil sands to the elevated levels of
carcinogens and toxic substances, the study
said oil-related compounds called poly-
cyclic aromatic hydrocarbons or PAHs were
found in the Athabasca River, which flows
downstream from the oil sands to Lake
Athabasca. (From the lake, the Slave and
Mackenzie rivers flow another 1,200 miles
to the Arctic Ocean.)

Timoney said that although PAHs occur
naturally in the area and are found in oil
sands deposits along the Athabasca River
bank, they were above historical levels in
the sediment, indicating human activity was
contributing to the increase.

The Mikisew Cree First Nation, repre-
senting aboriginals in and around Fort
Chipewyan, called for an immediate mora-
torium on oil sands expansion.

A Mikisew spokesman said the
Canadian and Alberta governments “are

I n the words of Mark Twain: Whisky is

8 dudy P.:.h‘lﬂ.

The Mikisew nation has urged the
Alberta Energy and Utilities Board
over the past year to block oil
sands projects, but has been
overruled by the regulator which
has approved three new mining
operations as being in the “public
interest.”

continuing to issue approvals for projects
despite all the uncertainty about the true
environmental effects” of the developments.

Alberta Health Minister Dave Hancock
said the province had only seen a draft of the
study, but its initial view is that the research
was based on old data.

He said the government had already
found that study claims of high arsenic lev-
els and cancers in the area were overstated.

But Hancock said the final report will be
examined to determine if Timoney has
raised any new issues.

Arsenic study last year

A study commissioned last year by oil
sands giant Suncor Energy estimated
arsenic found at the company’s Voyageur
site could result in 450 additional cases of
cancer for every 100,000 residents over
people’s lifetimes.

The Alberta government conducted its
own follow-up study and concluded that oil
sands development was not contributing to
arsenic levels or elevating cancer risks.

The Mikisew nation has urged the
Alberta Energy and Ultilities Board over the
past year to block oil sands projects, but has
been overruled by the regulator which has
approved three new mining operations as
being in the “public interest.”

Now it is armed with new information
that is in sharp contrast to the Alberta gov-
ernment’s findings.

Timoney, using data gathered from 1970
to the present from the Athabasca River,
Peace River and Peace-Athabasca Delta
near Fort Chipewyan, found PAH levels
rose between 2001 and 2005 in the Delta
sediment, with current levels rated as unsafe
to aquatic life.

He said the government and industry
seem reluctant to “admit there is any cause
for concern.

“I can’t (answer for them) as to why they
would always downplay the risk: Certainly
the numbers indicate to any objective scien-
tist that there is a cause for concern,” he
said.

Premier

Pipe Insulation
and
Coatings
in Alaska.
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Timoney urged the residents to press for
another independent study of the water and
wildlife.

Health Canada attacks physician

However, the challenge for those trying
to sway governments was evident ecarlier
this year when John O’Connor, a family
physician at Fort Chipewyan from 1993 to
2007, came under attack from Health
Canada when he reported a disproportion-
ately high incidence of liver, blood and bile-
duct cancers in patients from the communi-
ty that he linked to arsenic and PAHs.

Health Canada filed a complaint against
O’Connor with the regulatory body for
Alberta doctors, accusing him of causing
undue alarm.

Physicians and other health care profes-
sionals who worked with O’Connor said he
was being targeted because his comments
potentially threatened billions of dollars of
oil sands investment.

Cyprian said she was “really upset
because ... he’s standing up for us,” while
Michel Sauve, the medical head of an inten-

sive care unit in Fort McMurray, said doc-
tors who identified potential public health
problems should be protected rather than
punished.

“Obviously we need some whistleblow-
er protection, some laws that will banish
these kinds of repressive censorship,” Sauve
said.

However, there are signs that aboriginal
communities are not prepared to let one
aspect of the water issue fade.

A year ago 200 First Nations representa-
tives in Alberta, British Columbia and the
Northwest Territories formed a united front
to protect the region’s water supply and
combat falling water levels in the
Athabasca, which is estimated to have
dropped 30 percent in the past two decades.

Deh Cho Grand Chief Herb Norwegian
said he hoped the meeting would serve as a
catalyst “so people can actually start focus-
ing on this really serious issue.”

The leaders hope to hold further confer-
ences and invite industry and governments
to participate in regular round-table ses-
sions. ®
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Fresh lift for revolutionary technology

Two Canadian juniors, Petrobank Energy and Resources and Duvernay Oil,
have hitched up to develop 100 million barrels of oil resources in northwestern
Alberta.

To gain a 50 percent operating interest in the Dawson property and 10 percent
of production, Petrobank will contribute its patented and pioneering crude oil
recovery technology and Duvernay, primarily a natural gas producer, will have a
chance to commercialize its heavy oil holdings.

If the technology succeeds, the recovery factors could soar to 70-80 percent of
original oil from 8-10 percent.

“If it works, there’s lots of upside for both companies,” said Duvernay
President Mike Rose. He said the company is eager to roll out its technology, cur-
rently being tested at the Whitesands demonstration oil sands facility in north-
eastern Alberta, into other reservoir applications, domestically and international-
ly.

The process, known as THAI (toe-to-heel-air-injection), employs combustion
to ignite oil underground, transforming it into a higher value product that is forced
toward the production wells. It was first developed at the University of Bath in
England.

Whitesands is testing a variation of the THAI process to further increase the
quality of the produced oil and hopes eventually to produce 100,000 barrels per
day.

Preliminary work on 25,000 acres

Petrobank is also conducting preliminary work to use the technologies on
25,000 acres of oil sands leases in Saskatchewan.

If it can establish a viable alternative to natural gas-generated steam that is the
currently favored method of melting bitumen deposits, it is likely to be swamped
with interest from larger state-owned oil companies who are candidates to license
the process.

But Bloomer said striking a deal with a major would not be consistent “with-
out business plan and strategy, as it would slow us down. We want to move with
people that are like us and we’ll pick our partners strategically.”

However, he said discussions are taking place with international parties as
Petrobank positions itself in a “wide fairway” of opportunity.

Bloomer indicated a new partner could be secured within six months.

UBS Securities Canada analyst Andrew Potter said that if the Duvernay ven-
ture works it “could open the doors to another large global resource base.”

—GARY PARK

HOLADAY-PARKS, INC.

SHEET METAL SPECIALISTS
“Serving Alaska Since 1889”

& Complete welding shop
# Custom metal fabrication

# Industrial and commercial ventilation
system design and construction

LARGE STOCK OF
SHEET METAL

ALUMINUM

HOLADAY-PARKS, INC.

1820 Marika Road
Fairbanks, Alaska 99709

(907) 452-7151
FAX 452-3800

STAINLESS
PAINTED STEEL
GALVANIZED

® GOVERNMENT

Golf tournaments eyed
in corruption case

By MATT APUZZ0

The Associated Press

whether an Alaska oil contractor used

golf tournaments to funnel cash to U.S.

Rep. Don Young, R-Alaska, people
close to the corruption investigation said.

The contractor, former VECO Corp. Vice
President Rick Smith, told investigators that
Young personally received cash at the
events. Once an important ally who helped
raise tens of thousands of dollars for
Young’s election committee, Smith has
become a key government informant.

As part of his
cooperation, Smith
allowed FBI agents to
record his telephone
calls  with  the
Republican congress-
man in a corruption
sting. The former
VECO executive has
pleaded guilty to brib- i
ing state lawmakers RICK SMITH
to support oil-friendly legislation.

Details of Smith’s cooperation against
Alaska’s 18-term congressman were con-
firmed by people close to the case who
spoke on condition of anonymity because
they were not authorized to discuss it pub-
licly.

The case, which surfaced last year as a
state bribery investigation, has spread from
Alaska to Capitol Hill, where Young and
Alaska Sen. Ted Stevens are under scrutiny.
Two of the most powerful Republicans in
Congress, Young and Stevens are influential
figures in setting U.S. energy policy and had
close ties to oilfield service firm VECO.

Golf outings have often been used by
lobbyists and interest groups to curry favor
with lawmakers. Politicians, including
Young, also use them as fundraisers.

T he Justice Department is investigating

Moose Run events not reported

The events under FBI scrutiny, however,
were different. Unlike the dollar-for-dollar
accounting of golf fundraisers in Alaska,
Washington state and Virginia, the events at
the Moose Run Golf Course just outside
Anchorage were informal and the prizes
were cash. There is no record of them on the
campaign or personal financial reports that
federal lawmakers are required to file.

“That tournament had nothing to do with
the campaign or anything official. It was just
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people getting together to play golf,” said
Young’s campaign spokesman, Mike
Anderson, who declined to discuss the tour-
naments or how often Young won. “The
congressman finds it inappropriate to dis-
cuss anything connected to an ongoing
investigation.”

Moose Run manager Gary Sanford said
he recalls the tournament being held about
three times over the past several years.
About 16 to 24 people played, mostly
Anchorage businessmen, at maybe $100
each, Sanford said. Smith made the arrange-
ments, handled the money and doled out the
cash prizes, Sanford recalled.

Sanford said he was sometimes around
when prize money was handed out and said
he doesn’t remember ever seeing Young
receive cash he didn’t win.

Sanford said he doesn’t know whether
records were kept. VECO attorney Amy
Menard said she hasn’t seen any documents
related to the tournaments and Smith’s attor-
ney, John Murtagh, did not return messages
seeking comment.

Tournaments followed pig roast

The events were normally held in
August, shortly after Young’s annual pig
roast fundraiser, which has also attracted
FBI attention. Smith organized that event,
which drew up to 400 people and cost up to
$15,000. The events, which Smith organized
for years, were lucrative. The day after the
2006 event, Young’s campaign reported
nearly $45,000 in donations.

After the investigation surfaced, Young
amended his campaign finance reports to
show he reimbursed VECO founder Bill
Allen about $38,000 for event expenses.

At arecent corruption trial, defense attor-
neys suggested Smith laundered money by
cashing golf tournament checks at a bar
under what he called a “phony account.”

Some golf managers around Anchorage
received letters from the Justice Department
alerting them they’d been recorded on wire-
taps of Smith’s phone. Jeff Barnhart, man-
ager of the Settlers Bay Golf Course in
Wasilla, Alaska, received such a letter. He
said he’s not surprised authorities are eyeing
Smith’s golf tournaments, but he said the
businessman would be remembered in golf
circles for his good deeds.

“He’s done a lot for the community and
raised money for more charities than you
can imagine,” he said. ®
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The Alaska Mental Health Trust
Land Office received no bids for its
Nov. 14 oil and gas lease sale.

The Trust Land Office offered 24
tracts, some 125,000 acres, in the north-
ern Cook Inlet basin.

Inlet and Nenana basin regions.

No bids for Mental Health Trust sale

The agency owns the right to lease or develop coal as well as oil and gas on
approximately 300,000 acres of land surrounding Cook Inlet and on the Kenai
Peninsula and has more than 100,000 acres under oil and gas lease in the Cook

The Trust Land Office offered 24
tracts, some 125,000 acres, in
the northern Cook Inlet basin.

—PETROLEUM NEWS
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Gas supplies enter
winter in good shape

By GARY PARK

For Petroleum News

drilling that is expected to stretch

well into 2008 should not endanger

supplies even if North America
experiences a cold winter, Canada’s
National Energy Board said in its winter
outlook.

The regulator also said heating oil
inventories are adequate for the winter,
but the price of crude will likely remain
high through the winter in the range of
$75-$80 per barrel.

It said there is a continued risk of ris-
ing prices due to tightening inventories,
although the price of heating oil should
track similarly to the price of crude.

NEB analysts presenting the report
said that any shortfall in Canadian gas
production would be more than offset by
stronger U.S. production and steadily ris-
ing imports of liquefied natural gas,
which  the  Energy Information
Administration predicts will reach 850
billion cubic feet in 2007, accounting for
4 percent of supplies.

The NEB also said rising output from
the U.S. Rockies and gas shales in the
Midcontinent will also help cushion any
volume declines.

“Energy price volatility is the only cer-
tainty,” said NEB Chairman Gaetan
Caron.

The board expects natural gas futures
prices in North America will hold steady
at $6-$8 per million British thermal units
on the Nymex market, but an exception-
ally cold winter could push prices above
that range.

T he nosedive in Canadian natural gas

Fewer gas wells drilled

NEB analyst Jennifer Murray told
reporters that because fewer gas wells are
being drilled in Canada supplies could
drop by an average 840 million cubic feet
per day in the 2007-08 winter from the
recent average of about 16 billion cubic
feet per day.

She said that North America is again
entering the heating season with above-
average storage levels, which ‘“should
help keep the market at ease.”

Murray said slipping gas prices saw
U.S. drilling slip to 1,760 active rigs in
October, but that still easily surpassed the
five-year average of 1,288 rigs.

In contrast, she said drilling in the
Western Canada Sedimentary basin was
down 30 percent year-over-year in the
third quarter and 27 percent below 2005,
reflecting an estimated C$5 billion shift
in capital spending from conventional

Downward pressure on gas price
is expected to continue this winter
because of ample storage
inventories that should take the
edge off price spikes, while prices
could be further softened by a
slowdown in the U.S. economy and
the stalled U.S. housing market.

projects to the oil sands.

“Canadian gas drilling budgets are
unlikely to increase in 2008, but a few
additional wells could end up being
drilled, as under-utilized drillers cut their
rates,” Murray said.

Downward pressure on gas price is
expected to continue this winter because
of ample storage inventories that should
take the edge off price spikes, while
prices could be further softened by a
slowdown in the U.S. economy and the
stalled U.S. housing market.

Disconnect between prices

Paul Mortenson, another NEB analyst,
said there is a “disconnect” between oil
and gas prices, which traditionally moved
in lockstep.

He said there is now a “very sloppy
gas market,” with additional supplies
coming from the U.S. and LNG, creating
an oversupply “whereas oil is very much
supply-constrained,” as a result of which
oil and gas are moving in different direc-
tions.

Mortenson said it may be some time
yet before the full impact of reduced
Canadian gas drilling is felt, although the
drop in output of 800 million to 1 billion
cubic feet per day “is a big departure from
what’s been a fairly flat profile for the last
decade.”

However, he said lower Canadian vol-
umes in the larger North American mar-
ket will be countered by U.S. supply
growth in the Rockies, East Texas,
Barnett Shale area and the Gulf of
Mexico, with a further lift from LNG
imports.

Christian Rankin, the NEB’s oil mar-
ket analyst, said the rising crude prices
stem from inventories that are below the
five-year average and unstable supplies,
with OPEC’s average output down
900,000 barrels per day from 2006, main-
ly because of a steady draw-down of
inventories.

If OPEC raises production at its
December meeting that would moderate
prices, but that reduction would not show
up until spring, he said. ®
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Seven drilling ANS exploration wells

Gas target of two Anadarko’s wells

By KAY CASHMAN

Petroleum News

even oil and gas companies plan to
s drill exploration wells on Alaska’s

North Slope this winter; an eighth

company is moving forward with
plans to re-enter an old exploration well
on an undeveloped prospect. Five of the
eight companies are small independents;
one is a big independent; and two are
majors — one returning to the Slope after
a 15-year absence.

The big independent, Anadarko
Petroleum, is targeting natural gas, the
first explorer in northern Alaska to do so.
Gas wells have been drilled on the North
Slope in the past, but for local use or by
mistake when companies were looking
for oil, which is more valuable and can be
marketed via the 800-mile trans-Alaska
oil pipeline.

The two majors are returnee Chevron
and ConocoPhillips, the slope’s biggest
explorer historically, although this year
the company is backing off wildcat
exploration to drill close-in delineation
wells after disappointing results and an
unusually expensive exploration season
last year.

Three of the small independents plan
to drill their own exploration wells —
Brooks Range Petroleum Corp. Group, or

BRPC Group, Savant Alaska and
Renaissance Umiat.
Small independent UltraStar

Exploration will have BP drill its well
from an existing Point MclIntyre gravel
pad near the end of the winter exploration
season. And Alaskan Crude, a fifth small
independent doing exploration work on
the Slope this winter, plans to re-enter a
well that was suspended in 1985.

Anadarko: two rigs under contract

Anadarko has two drilling rigs under
contract, Nabors 105E, new to Alaska,
and Akita 63, which has just been winter-
ized. In the west it plans two gas wells
with Nabors 105E at its Gubik and
Chandler prospects, which are on Arctic
Slope Regional Corp. land near Umiat in
the Foothills. BG Alaska and Petro-

BPRC Group drilling at North Shore prospect in winter 2006-07

Canada are partners in those
prospects.

On the other side of the slope, |
10 miles southeast of Prudhoe
Bay, Anadarko will go in to fin-
ish a well it began drilling last
winter on its Jacob’s Ladder oil
prospect. State Division of Oil
and Gas geologists believe the
Lisburne (Wahoo formation)
structure in Jacobs Ladder could
yield a range of 20-660 million barrels of
oil equivalent and the Sadlerochit
(Ivishak formation) structure could yield
a range of 50-800 million barrels of oil
equivalent. Anadarko’s partners at the
prospect are ASRC and BG.

Depending on what it finds at Jacob’s
Ladder this winter, Anadarko might do
more drilling there or drill another nearby
prospect, local spokesman Mark Hanley
said in late October.

Chevron returns to northern Alaska

Chevron, an oil and gas explorer and
Cook Inlet producer in Alaska for
decades, will begin exploration drilling
this winter at its White Hills prospect in

MARK HANLEY

, the Brooks Range Foothills. It
will be the first time the com-
pany or Union Oil
Company of California, which
| Chevron acquired in 2005 —
has explored on the North
Slope since the early 1990s.

Chevron has told regulators
that it hopes to drill six wells
this winter, and in a recent
application to the Alaska
Department of Environmental
Conservation said it “plans to conduct a
regional, multi-year onshore oil and gas
exploration drilling program during the
winter months” at White Hills.

The company will be using another
new rig from Nabors, Rig 106E.

Chevron officials have not been will-
ing to talk about the target of the White
Hills’ wells, but Alaska Division of Oil
and Gas geologist Paul Decker told
Petroleum News in 2006 that two wells
on the acreage, Unocal’s 1994 Amethyst
well and BP’s 1991 Malguk 1 well, pene-
trated thick Upper Cretaceous deepwater
turbidite sands with good oil and gas
shows. Decker also said Phillips
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; four small independents to drill; Chevron starts multi-year exploratory program in Foothills

Petroleum’s 2002 Heavenly 1 well just
west of White Hills had the same
Cretaceous interval and that the same
sands may extend within the Chevron
acreage.

Bowles bumps well number to 3

ConocoPhillips exploration program,
with partners Anadarko and Pioneer
Natural Resources, reached into far west-
ern NPR-A last winter. This winter
ConocoPhillips plans to drill closer in,
focusing on appraising discoveries previ-
ously announced on the eastern border of
NPR-A near the Alpine oil field infrastruc-
ture in the Colville unit, where it is a part-
ner with Anadarko.

Erec Isaacson, ConocoPhillips Alaska’s
vice president of exploration and land, told
Petroleum News in
October that budgets
for this winter’s |
exploration season |
wouldn’t be
approved until
December, but the |
company was look-
ing at drilling a cou-
ple of wells in the
“Alpine-Greater
Moose’s Tooth area — really exploration-
appraisal wells.” A flow test for one of the
Rendezvous wells was also possible, he
said.

Staging would be done using the ice
road to Alpine, which is built every year to
move supplies to the Colville River unit,
Isaacson said.

EREC ISAACSON

see EXPLORATION page 9
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In a Nov. 14 speech, ConocoPhillips
Alaska President Jim Bowles increased the
number of this winter’s exploration wells
to three, one each in the Spark,
Rendezvous, and Fiord West prospects.

His statement is in line with the five-
year NPR-A drilling plan ConocoPhillips
submitted to the U.S. Bureau of Land
Management.

The Spark DD wells (Nos. 9-12) in that
plan are all in the Northeast NPR-A plan-
ning area, directly adjacent to the proposed
site for CD-7, which has been evaluated as
a development node with permanent road
access and a pipeline to Alpine. Spark is
some 15 miles southwest of Alpine.

If the Spark and nearby Lookout (CD-
6) discoveries are developed, as little as
two miles of pipeline would be needed to
connect the Spark DD sites, BLM said.

The Spark No. 1A 2001 discovery well
tested 1,550 barrels per day of liquid
hydrocarbons and 26.5 million cubic feet
per day of gas. Other successful wells
included the Spark 1, Moose’s Tooth C,
Looking 1 and Rendezvous A and 2. All
encountered oil or gas and condensate in
the Alpine producing horizon.

Isaacson said Doyon Rig 141, currently
under contract with ConocoPhillips at
Kuparuk, would likely be the rig the com-
pany uses for this winter’s exploration-
delineation program.

BRPC Group most active

The most active of the four small inde-
pendents that plan to drill exploration
wells this winter is Brooks Range
Petroleum Corp. Group, or BRPC Group,
which drilled two wells on two North
Slope prospects last winter, and is plan-
ning a multi-year, multi-well exploration
program on the North Slope.

BRPC Group consists of AVCG, its
operating subsidiary Brooks Range
Petroleum and three well-funded partners
— TG World Energy Inc., Nabors sub-
sidiary Ramshorn Investments Inc. and
Bow Valley Alaska Corp.

Company execu-
tive Ken Thompson
said in October that
BRPC Group is
hoping to drill as
many as four wells
this winter on three
different North
Slope prospects
with Nabors Rig
27E. But first the
company will go
back in to complete and test its North
Shore 2006-07 exploration well, one of
two drilled in the Gwydyr Bay area north-
west of Prudhoe Bay. Sak River No. 1
was a dry hole, but BRPC Group said the
other well, North Shore No. 1, looked like
an oil strike.

The partners will likely drill one or
two more wells near North Shore No. 1,
Thompson said, in hopes they “can dis-
cover a sufficient volume of oil to warrant
a commercial development at Gwydyr
Bay.”

The 2007, 3-D seismic shot over the
Gwydyr Bay prospect area “has identified
two small satellite prospects to North
Shore No. 1 that can be reached from the
North Shore No. 1 drilling pad,” TG
World said in an October press release.

In a Nov. 13 press release Bow Valley
said North Shore No. 1 “appears to be
comparable to, the 1974 Mobil Gwydyr
Bay South No. 1 well,” which is about
1,100 feet to the east and “flowed at an
average rate of 2,263 barrels of oil per
day on production test from the same for-
mation.”

KEN THOMPSON

JUDY PATRICK

At the Oct. 24 Beaufort and North
Slope state lease sales, the co-venturers
were high bidders on several tracts adja-
cent to, or near, North Shore No. 1.

BRPC Group is also planning to drill
the Tofkat No. 1 well this winter, which is
in what the company used to refer to as
the Titania prospect area, south of the
Alpine field.

TG World said that if Tofkat No. 1 is a
discovery, the partners “may choose to
drill a sidetrack well this winter season to
help delineate the reservoir extent.”

The company also said that the first
North Shore satellite “prospect is expect-
ed to be drilled after Tofkat No. 1 well
operations are completed.”

“We will ... also drill a fourth explo-
ration well on a prospect to be named,”
spending more than $40 million on seis-
mic and drilling in the winter of 2007-08,
Thompson said.

TG World said the fourth well would
be selected “from prospects in the
Gwydyr Bay area covered by proprietary
3-D seismic data. Final prospect selection
is awaiting delivery and interpretation of
the pre-stack depth-migrated seismic vol-
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ume.

see EXPLORATION page 10

BPRC Group drilling Sak River No. 1 in winter 2006-07

FINALLY, JUST WHAT ALASKA NEEDS:

MORE OPEN SPACE.

INTRODUCING THE NEWLY EXPANDED ALASKA AIR CARGO.

The state of Alaska is over 570,000 square miles.
Alaska Air Cargo is going to add another 13,000
cubic feet to it for good measure. That’s precisely
the amount of shipping capacity our five newly
refitted combi 737-400’s and our dedicated 737-400
freighter have added. More space. More planes.

SERVICE TO ALASKA AND BEYOND.
Alaska Air Cargo offers more service to, from and

/‘ within the State of Alaska than any other

o over 80 destinations throughout

the US, Canada and Mexico

carrier. Period. Not to mention, service

And that’s just the beginning of the improvements

we’ve made.

MORE INFORMATION FOR YOU.

Thanks to new technologies, you now

make the process easier for you.

alaskacargo.com

C OMMI

have access to more shipment
information than ever before.
Along with a simplified

reservation process, we now

booking forms, a rate calculator

and shipment tracking — to help

MORE ON THE HORIZON.
Reliability is vital in the shipping industry. That’s

why we are constantly working to deliver a better
product to meet your needs. That means more online
tools and real-time scanning solutions. And you can
be sure we will be monitoring every piece of cargo

to ensure that it gets where it is going as planned.

offer more tools online — online

Our commitment to cargo is far more than just a line
at the bottom of our ads. It’s more than planes, computers

and hotlines. It’s a commitment to you.
Aigta 77 Carygo

ALASKA AIRLINES & HORIZON AIR

T T E D T O C ARG O ®

COURTESY BROOKS RANGE PETROLEUM/SCOTT NISH


http://www.alaskacargo.com

10

PETROLEUM NEWS ® WEEK OF NOVEMBER 18, 2007

ConocoPhillips Alaska increased the number of this winter's exploration wells in NPR-A from two
to three -- at Spark, Rendezvous, and Fiord West prospects. Doyon Rig 141 will likely be used.

? Kenworth Alaska

SERVING ALASKA FOR OVER 25 YEARS
YOUR OILFIELD VEHICLE SUPPORT

For higher profits you need productivity. That's where
Kenworth performs the best. The trucks work hard
and owners appreciate the durable, comfortable cabs.
It's said that when you "think success" you succeed.

We say "think Kenworth."

Anchorage Fairbanks

2838 Porcupine Drive 3730 Braddock Street
Anchorage, AK 99501 Fairbanks, AK 99701

AK Toll-Free: 800-478-0602 Phone: 907-455-3900
Phone: 807-279-0602 Fax: 907-479-8295
Fax: 907-258-6639

Hours:
Maon. - Fri.: 7:00 a.m. - Midnight
Saturday: B:00 am. - 4:30 p.m.

Hours:
Maon. - Fri.: 7:00 a.m. - 5:00 p.m.
Saturday: 9:00 a.m. - 1:00 p.m

Email: Parts » parts@kenworthalaska.com
Email: New/Used Truck Sales + sales@kenworthalaska.com

continued from page 9

EXPLORATION

Savant drilling near Liberty

Another small independent, Savant
Alaska LLC, a newcomer to Alaska and
an affiliate of Denver-based Shaw
Resources, is set to drill its Beaufort Sea
Kupcake prospect this winter.

“We have Kuukpik No. 5 under con-
tract to drill the well and expect to spud
before Feb. 15, 2008,” Savant COO and
Executive Vice President Greg Vigil told
Petroleum News in mid-October.

Kupcake is adjacent to BP’s Liberty
prospect and is expected to hold approx-
imately 100 million barrels of recover-
able oil.

The  Kupcake
well site is in 14 feet
of water about three
miles offshore in
Foggy Island Bay,
approximately
8,000 feet west of
the Liberty No. 1
discovery well.
Savant plans to drill
to a depth of 11,000 FX- O'KEEFE
feet in order to test the Kemik formation.
(BP has pegged Liberty’s recoverable oil
at between 120-130 million barrels and is
moving toward field development.)

In late 2006, independent True North
Energy Corp., also a newcomer to
Alaska, farmed 120 acres into Kupcake
where Savant held 1,291 acres. No cash
was involved in the deal. Vigil said in
October 2007 that Savant expects the
final acreage ownership in the pooled
area to be 91.5 percent Savant’s, and 8.5
percent True North’s.

F.X. O’Keefe, the former head of BP’s
exploration department in Alaska, is
Savant’s director of business develop-
ment and responsible for advancing the
company’s growth platform in Alaska.

Renaissance Umiat 7 or 8 shallow
wells this winter

Renaissance Umiat LLC executive
Mark Landt told Petroleum News in
October that the company was in the
process of permitting 10 wells in the
Umiat oil field, which straddles the east-
ern border of NPR-A.

Because the Umiat reservoir, which
holds very light oil, is just 200 to 1,400
feet deep, Landt expects to get seven or
eight wells drilled this winter using the

A world of experience
www.hcpriceco.com

907.278.4400

Doyon-Akita Arctic Wolf rig, which
Renaissance contracted after Talisman
Energy subsidiary FEX released the rig.

Renaissance Umiat, Landt said, would
likely be sharing some ice road and logis-
tical costs with big independent
Anadarko Petroleum, which plans a well
at the nearby, undeveloped Gubik gas
field.

The U.S. Geological Survey estimates
Umiat holds 70 mil-
lion  barrels of
recoverable oil, but
Renaissance has put
estimates closer to
100 million barrels.

Landt said the
U.S. Navy drilled 11
wells in the Umiat
field in the 1940s -
and 1950s, plus a MARK LANDT
deeper test well, the No. 1 Seabee, in
1979. The reason the field has not been
developed is “generally due to the
remoteness from infrastructure and
pipelines and due to historically low oil
prices,” he said.

One challenge the field poses is that
some of the oil is in permafrost, he said.

Renaissance Alaska LLC is the sole
managing member of Renaissance
Umiat.

UltraStar targets April

UltraStar LLC managing member Jim
Weeks told Petroleum News Oct. 31 that
the Petersburg, Alaska-based company
expects its Dewline Deep No. 1 well to
be drilled from BP’s Point McIntyre 1
drill pad “in the early April (2008) time-
frame.”

Weeks said, “BP will manage the
operation, but we will have an onsite
geologist to make
necessary deci-
sions.”

If the well is suc-
cessful, Dewline
Deep oil would be
processed at the
nearby BP-operated
Lisburne facilities in
the Prudhoe Bay
unit where Point JIM WEEKS
Mclntyre oil is processed.

The plan, Weeks said, is to petition the
state Division of Oil and Gas to expand
the Prudhoe Bay unit to include the
UltraStar lease with the Dewline Deep
No. 1 well location, rather than keeping it
independent.

BP has agreed to it, and thinks the
other Prudhoe owners will also agree,
Weeks said.

The expansion has to be applied for
prior to drilling in April.

“We’ve just finalized a document that
has to be filed with the expansion papers

. called a joinder. It establishes the
terms and conditions under which
UltraStar joins the PBU,” Weeks said.

But don’t expect another major oil
field. Although the prospect shows good
potential, the oil accumulations are like-
ly to be modest in size — the drilling
isn’t going to find 100 million barrels,
Weeks said. “At Gwydyr Bay the Ivishak
has notoriously small fault traps.”

But what’s considered a very small
field on Alaska’s North Slope — 5 mil-
lion to 20 million barrel range — is a big
coup anywhere else in the country, he
said.

Alaskan Crude: Kenai first,

then North Slope
Following an Oct. 29 decision by the
Alaska Oil and Gas Conservation

Commission to further reduce the poten-
tial unassisted oil flow from the North

see EXPLORATION page 11

~
I~
o=
=
<
oo
>
a
>



http://www.kenworthalaska.com
http://www.hcpriceco.com

PETROLEUM NEWS ® WEEK OF NOVEMBER 18, 2007

1

® ALTERNATIVE ENERGY

TransCanada rethinks nuclear future

By GARY PARK

For Petroleum News

owned nuclear energy conglomerate about the poten-

tial for nuclear reactors in Alberta, utility powerhouse

TransCanada is having second thoughts about enter-
ing the field.

Just a year after downplaying speculation that nuclear
power could fuel Alberta’s oil sands development, Chief
Executive Officer Hal Kvisle has conceded his company is
engaged in a “detailed” assessment of a nuclear role in the
province’s future.

He said there is no question about the long-term electric-
ity supply and demand fundamentals in Alberta.

Kvisle said TransCanada might be able to apply the
expertise it has gained as majority owner of Ontario’s Bruce
nuclear plant that is undergoing a multibillion-dollar refur-
bishment.

“We’ve got an exceptionally competent nuclear develop-
ment team at Bruce that has done a very good job of guiding
the refurbishment ... which in many ways is similar to a
complete new build,” he said.

“We have confidence that team would do a very good job
of pursuing nuclear projects in Alberta if they make sense.”

A gainst a background of bullish talk by France’s state-

But Kvisle is unsure whether
nuclear power would be competitive
against “exotic forms of coal gener-
ation,” such as coal gasification, he
said. _

“We don’t think simple coal-fired
generation makes sense in Alberta > N
going forward for (carbon dioxide) i)
reasons, but there are coal-gasifica- 7
tion and other projects that might e don't think
make sense and that is what nuclear simple coal-fired
has to compete with,” Kvisle said. ~ 9eneration makes

sense in Alberta

Alberta  currently ~consumes going forward for
9,000 megawatts of electricity and (carbon dioxide)
expects to add another 5,000 easons, but there

are coal-gasification
megawatts by 2016 to handle the and other projects

surging demand for power in the oil that might make
sands sector. sense and that is

. hat nuclear has to
Energy Alberta, a privately held xmpet: with.”

firm, is pursuing a possible C$6.2 —TransCanada CEO
billion nuclear plant in the Peace Hal Kvisle
River area of northwestern Alberta, having filed plans
with nuclear safety regulators.

It is hoping a 2,200-megawatt plant can start operations
in 2017.

Simultaneously, Avera Canada, the Canadian arm of
the France state-owned nuclear corporation, has been
exploring prospects of building a plant 90 miles northwest
of Edmonton.

Avera Canada President Armand Laferrere said that
should the Alberta government decide nuclear power
could meet 50 percent of its energy needs, there is a case
for twin reactors with capacity of 4,500 megawatts in the
post-2020 period.

He said that could be the first step toward building six
nuclear reactors in Alberta, which he said faces the high-
est growth in North American electricity demand, needing
an extra 10,000 megawatts by 2020.

Research and Markets, a British-based firm, said
nuclear power is “back on the menu for 20 countries as a
potential baseload generator.”

It said many industrialized nations face a shortfall in
baseload power as existing fossil fuel and nuclear fleets
come to the end of their operating lives.

Environmental awareness is giving fresh impetus to the
nuclear option, although there are “many uncertainties
about the economics and future of nuclear energy.”

The study said “coal has already rebounded and
nuclear may well do the same,” regardless of the neg-
ative public perception. @

continued from page 10
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Slope Burglin No. 33-1 well, San
Antonio-based Alaskan Crude says it
will proceed with plans to re-enter the
well in the winter of 2008. But first, the
small independent will re-enter a well on
Southcentral Alaska’s Kenai Peninsula.

“We’ll drill Amarex well first, then
send our rig to the North Slope to re-
enter the Burglin 33-1 well in the Arctic
Fortitude unit,” Jim White, president of
Alaskan Crude, told Petroleum News
Oct. 30. “... Our first plan (for Burglin)
is to test the Ugnu, and then evaluate
what we have and make a decision as to
the next step. ... The area is oil and gas
prone.”

One and a half miles southeast of the
Deadhorse airport, the 6,363-acre Arctic
Fortitude unit sits on the south side of the
Prudhoe Bay unit, immediately east of
the NE Storms unit, on three state leases.

Alaskan Crude’s drilling rig has a top
drive and is similar in size to Aurora
Gas’s AWS 1 rig, White said. “Nice little
pony — actually, it’s a race horse,” he
said.

Alaskan Crude will use a snow road
to truck its lightweight drilling equip-
ment three miles from the Haul Road to
the Burglin well, White said.

The original Alaskan Crude Corp.
drilled the Burglin well down to Ivishak
formation in 1984-85, and suspended it.
The original company went bankrupt.
Jim White bought the company and
acquired the Burglin leases in a state
lease sale.

A key issue in the delayed drilling at
Burglin has been the need for an oil spill
contingency plan. Under state statutes
and regulations, a company drilling an
oil well needs a contingency plan for
responding to an oil spill up to a maxi-
mum potential rate of unassisted flow for
the well.

Going back and forth with AOGCC
over a period of months, Alaskan Crude
eventually amended its drilling plan to
re-enter only the Ugnu formation. As a
result, AOGCC reduced the unassisted
oil flow potential for the well to 115 bar-
rels per day, for an Ugnu test.

White, a long-time Alaska oil and gas
investor and explorer, said he drilled his
first well in Alaska in 1977. ®
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Solving Cook Inlet’s gas conundrum

Region needs gas for foreseeable future; gas exploration, gas storage, North Slope gas, LNG all factor into energy supply options

By ALAN BAILEY

Petroleum News

natural gas from Cook Inlet basin may

be over, but Southcentral Alaska needs

reliable gas supplies for years to come
was a recurring theme during the first day
of the Law Seminars International Energy
in Alaska conference in Anchorage on Nov.
12.

Gas reserves from existing Cook Inlet
gas fields are gradually dwindling. But,
although there are definite opportunities to
develop alternative energy supplies such as
wind, hydro and geothermal power, the
impracticality of a total switchover to alter-
native fuels will drive a need for natural gas
for a long time.

“All of our assumptions are that you and
I will continue to heat with gas at whatever
it costs because the options are just so hor-
rifically expensive to convert ... from gas

T he days of an overabundance of cheap

that it’s something we can’t visualize,”
Harold Heinze, chief executive officer of
the Alaska Natural Gas Development
Authority, said in a discussion of the energy
supply issues.

Heinze also said that a mix of different
energy sources, including gas and alterna-
tive energies, would be desirable, because
that diversity would increase the overall
reliability of energy supplies.

“We believe that the energy in this area
is going to be a mixture of things — there’s
no one magic solution,” Heinze said.

So where will future Southcentral gas
supplies come from?

ANGDA has been working on plans to
build a spur gas line that would divert some
North Slope gas into Southcentral Alaska
from a future North Slope gas export line.
But, although a spur line could likely meet
Southcentral Alaska’s gas needs, gas line
construction would be several years in the
future and there is no certainty that the line

will be built.
So, local gas supplies from the Cook
Inlet basin remain critically important.

Guarded optimism

Scott Jepsen, Cook Inlet manager for
ConocoPhillips, and Mitch Little, produc-
tion manager, Alaska, for Marathon, both
sounded guardedly optimistic about the
future of gas production from that basin.
ConocoPhillips and Marathon are major
gas producers in the Cook Inlet region.

That optimism comes despite the “gas
cliff,” a familiar graph showing a precipi-
tous decline in future Cook Inlet gas pro-
duction in coming years. That graph only
uses the forecast production from current
estimated reserves and depicts a conserva-
tive picture of the gas situation, Jepsen said.

“It represents no further investment in
existing fields and no exploration,” he said.

Whenever the plot is updated the cliff

“of
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moves further ahead in time, Jepsen said.

In fact the Cook Inlet basin has been
underexplored for natural gas and likely
still contains substantial undiscovered gas
resources.

“There have been a number of studies
that have been done. ... All of them have
found significant amounts resource poten-
tial,” Jepsen said.

In addition there is considerable
resource potential from the continued
development of existing fields, he said.

Lower 48 comparison

Jepsen likened the situation in the Cook
Inlet basin to the “perceived natural gas cri-
sis” in the Lower 48 in the mid 1970s.
When the reserves to production ratio, a
measure of how many years of gas supply
remain, had dropped from around 20 to
about 10 people thought that gas supplies
were about to run out, he said.

“We thought the gas bubble was about
to burst. ... We had utilities curtailing their
expansions because they didn’t think they
were going to have enough gas for existing
consumers,” Jepsen said.

But then gas prices rose and, with new
investments in gas development, the
reserves to production ratio stabilized at
around 10 over the years to come.

In Cook Inlet the reserves to production
ratio dropped to about that magic 10 level
at around 2000, Jepsen said. Then as gas
prices rose the number of wells drilled in
the Cook Inlet basin also increased.
Between 2001 and 2005 five times more

see CONUNDRUM page 13

E&P
AOGCC sets

Oooguruk pool

rules hearing

The Alaska Oil and Gas
Conservation Commission has set a
hearing Dec. 18 for pool rules for
Oooguruk.

The agency said Pioneer Natural
Resources Alaska Inc., the Oooguruk
operator, has requested an order
defining two oil pools within the
Oooguruk unit, Oooguruk-Nuigsut
and Oooguruk-Kuparuk, and pre-
scribing rules for development and
operation of the pools.

Oooguruk lies in the Beaufort Sea
north of Kuparuk off Alaska’s North
Slope and is scheduled to go into pro-
duction in the first quarter of next
year. Pioneer will be the first inde-
pendent oil company to operate an oil
field in the Alaska Arctic. The compa-
ny has estimated peak production at
18,000 to 20,000 barrels per day from
the Kuparuk and Nuigsut formations.

The commission said the proposed
pools and the proposed development
area are within portions of township
13 north-range 7 east, T13N-RS8E,
T14N-R7E and T14N-R83, Umiat
Meridian.

The public hearing is tentatively
scheduled for 9 a.m. Dec. 18 at the
commission’s offices at 333 W. 7th
Ave. in Anchorage. To learn if the
hearing will be held, call (907) 793-
1212 after Dec. 13.
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wells were drilled than during the previous
15 years, Jepsen said.

Little also compared the situation in
Alaska with that in the Lower 48.

He showed a graph depicting a strong
correlation between natural gas prices and
the number of Lower 48 wells drilled as evi-
dence of the connection between prices and
gas development. The graph also showed
growth in gas reserves in line with increased
drilling activity.

Low Cook Inlet prices

But gas prices in the Cook Inlet have
remained consistently lower than those in
the Lower 48, Little said.

“The average price for Southcentral
Alaska’s producers is approximately $3 an
mcf lower than what you see for competing
opportunities in the Lower 48, Little said.
“... If a producer or an investor had equal
opportunities ... in those environments,
they’re going to choose the market that
gives them the most incentive for doing
that. ... Clearly Alaska’s gas opportunities
are not today competitive on average with
those opportunities in the Lower 48.”

Local market factors also come into play
in Alaska because of the extreme seasonal
swings in utility gas demand between sum-
mer and winter. The average daily supply
volume is 75 million cubic feet, while the
peak is 185 million to 200 million cubic
feet, Little said. But the traditional utility
gas supply contracts for the Cook Inlet
basin are “full service” contracts that
include both base load and peak winter
demand.

“To date the producers bear the sole bur-
den of providing that peak availability,”
Little said. “... It’s a real cost of doing busi-
ness.”
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And there’s a double whammy in that it
is becoming increasingly difficult to stop
and start wells to adjust production to match
the swings in demand. Whereas years ago it
was possible to shut in a Cook Inlet gas well
and then simply restart it, the mature nature
of the gas fields nowadays means that well
production recovery after a shut in may take
anything from several days to several
months, and may never fully return to pre-
shut-in levels, Little explained.

Storage failities

So, with average production coming into
balance with average demand, Cook Inlet
producers have been establishing gas stor-
age facilities. These facilities can store
excess gas during the summer when
demand is low, and then release gas during
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higher winter demand. To date, Chevron
has developed storage facilities in the
Swanson River and Pretty Creek fields,
while Marathon has established a facility in
the Kenai field.

Little sees a need for a portfolio of dif-
ferent types of gas storage arrangements to
support demand fluctuations. Subsurface
storage of the type that has currently been
implemented should support major overall
swings in demand between summer and
winter, he said. And were a spur line to
bring North Slope gas into Southcentral,
gas storage in depleted gas reservoirs
could help smooth out gas line throughput
to maximize pipeline usage efficiency.

But other approaches, such as small-
scale liquefied natural gas storage facili-
ties, are needed to support short-term

— \
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peaks in demand.

“On-the-surface LNG peak shaving is
another common practice used by utilities
and/or third party providers,” Little said.
“... It can provide instantaneous needle
peak supplies.”

Peak shaving facilities of this type are
also commonly placed close to where the
gas is used, as insurance against interrup-
tions in gas production or transmission line
operation, he said.

Gas storage could also provide a con-
venient buffer against fluctuations in supply
rates from future alternative energy sources
such as wind power, Heinze said.

Cook Inlet gas market

But, with gas storage costing money, the
issue of how to pay for the storage comes
back to the operation of the Cook Inlet gas
market — a market that is still adjusting to
the changing gas supply situation in the
region.

Kurt Gibson, acting deputy director of
Alaska’s Division of Oil and Gas, charac-
terized the Cook Inlet gas market as an
“emerging market that requires some guid-
ance on the part of regulatory agencies.”

“There is no market for natural gas in
Cook Inlet. A functional market does not
exist,” Gibson said. “It exists as periodic
episodes of negotiation followed by
silence.”

Although market forces should bring
supply and demand into balance, it becomes
problematic if, when prices go up, there is
no outlet for additional supplies — the mar-
ket needs to react on a more regular basis,
Gibson said.

Full requirements and long-term con-
tracts keep the parties apart and don’t result
in smoothly transitioning commercial
agreements, Gibson said. In the Lower 48
continuous negotiations and portfolios of

see CONUNDRUM page 14
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LAND & LEASING

Potential Alaska state and federal oil and
gas lease sales

Agency Sale and Area Proposed Date
MMS Sale 193 Chukchi Sea Feb. 6, 2008
DNR Alaska Peninsula Areawide Feb. 27, 2008
DNR North Slope Foothills Areawide Feb. 27, 2008
DNR Cook Inlet Areawide May 21, 2008
DNR Beaufort Sea Areawide October 2008
DNR North Slope Areawide October 2008
BLM NE NPR-A To be determined
BLM NW NPR-A To be determined
DNR Alaska Peninsula Areawide February 2009
DNR North Slope Foothills Areawide February 2009
DNR Cook Inlet Areawide May 2009
DNR Beaufort Sea Areawide October 2009
DNR North Slope Areawide October 2009
MMS Sale 209 Beaufort Sea 2009
MMS Sale 211 Cook Inlet 2009
DNR Alaska Peninsula Areawide February 2010
DNR North Slope Foothills Areawide February 2010
DNR Cook Inlet Areawide May 2010
DNR Beaufort Sea Areawide October 2010
DNR North Slope Areawide October 2010
MMS Sale 212 Chukchi Sea 2010
MMS Sale 217 Beaufort Sea 2011
MMS Sale 214 North Aleutian basin 2011
MMS Sale 219 Cook Inlet 2011
MMS Sale 221 Chukchi Sea 2012

Agency key: BLM, U.S. Department of the Interior’s Bureau of Land Management, man-
ages leasing in the National Petroleum Reserve-Alaska; DNR, Alaska Department of
Natural Resources, Division of Oil and Gas, manages state oil and gas lease sales onshore
and in state waters; MHT, Alaska Mental Health Trust Land Office, manages sales on trust
lands; MMS, U.S. Department of the Interior’s Minerals Management Service, Alaska
region outer continental shelf office, manages sales in federal waters offshore Alaska.
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Tri-borough panel developing energy policy

The Municipality of Anchorage, the Matanuska-Susitna Borough and the Kenai
Peninsula Borough are embarking on a joint project to develop an energy policy for
Southcentral Alaska, Anchorage Mayor Mark Begich told the Law Seminars
International Energy in Alaska conference on Nov. 12.

“The cornerstone (of the policy) should be delivering affordable and dependable
energy to Alaska homes and businesses,” Begich said.

A dozen energy experts from the three boroughs were scheduled to meet Nov. 13
to kick off the development of the policy, which Begich anticipates being completed
in time for the state legislative session in January.

The focus will be on three elements: how to increase oil and gas development in
Alaska, including more drilling in the Cook Inlet region; the construction of a North
Slope gas pipeline; and the need for renewable energy and energy conservation.

“We must recognize that Alaska is truly ground zero when it comes to global cli-
mate change,” Begich said in reference to the importance of renewable energy and

—ALAN BAILEY
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commercial transactions form an overall
supply portfolio for a utility. Regulatory
agencies review agreements in retrospect,
to determine whether the transactions are in
the best interests of the ratepayers.

A similar approach in Alaska might cut
out the long lead times and high costs asso-
ciated with the regulatory approval of sup-
ply contracts, Gibson said.

And, as in the Lower 48, the regulators
may need to create a situation where the
supply transactions are “unbundled.”
Companies could then shop around for dif-
ferent service components, and service
providers could be compensated appropri-
ately for different types of service.

That type of arrangement would enable
peak shaving services pricing, for example,
to reflect the cost and complexity of that
specific service.

But that also raises questions about who
should operate the gas storage.

In the Lower 48 gas utilities or mid-
stream businesses, rather than the gas pro-
ducers, often take care of peak demand, said
natural gas consultant Tony Izzo.

“Typically, what you find is that the util-
ity is responsible,” Izzo said. “Either they
buy the service from someone at the mid-
stream level or they own the peaking
assets.”

Kenai LNG facility

However, with deliverability of utility
gas during the extreme peak demand of cold
winter days in Southcentral Alaska being so
important, several speakers at the confer-
ence spoke about the peak shaving role of
the LNG export facility on the Kenai
Peninsula. In recent winters the plant has cut
production to boost the short-term availabil-
ity of gas for utility use during peak demand.

But the plant’s export license expires in
2009 and the U.S. Department of Energy is

currently reviewing an application by
Marathon and ConocoPhillips, the plant
owners, for a two-year license extension.

The prevailing view of the conference
speakers was that closing the plant would be
a mistake. At present, the plant provides the
only means of quickly adjusting utility gas
deliverability during peak winter demand,
Heinze said, for example.

Not only that. Without the LNG plant,
there would be insufficient base gas load in
the region to support the regional gas mar-
ket. And, if wells are shut-in as a result of
closing the plant, it is unlikely to be possible
to restart the wells.

“You’ll lose wells if you can’t produce
them,” Heinze said.

Heinze also thinks that it is important to
be able to convert the LNG plant to import
LNG, in the event of gas supplies running
short during the interim period before a
pipeline infrastructure connects the North
Slope gas supplies to Southcentral Alaska.

“If there isn’t some significant discovery
made that makes you comfortable about our
supply, it seems to us that you’ve got to look
at modifying that plant,” Heinze said.

Energy conservation can also play a sig-
nificant role in addressing future gas supply
issues. Anchorage Mayor Mark Begich
described to the conference several
Municipality of Anchorage initiatives to
reduce energy consumption by, for example,
retrofitting lights with modern technology
and putting computers into sleep mode
when not in use.

And gas utility rate structures need to be
redesigned to encourage gas conservation,
1zz0 said.

But, even with conservation, investment
will be needed to address issues such as the
need for gas storage and a dependable gas
transmission infrastructure, 1zzo said. And,
since that ultimately comes back to cost to
the customer, there will also need to be “reg-
ulatory response” to assure that appropriate
cost increases will be approved, he said. ®
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Industry less and less happy with ACES

Companies tell Senate Finance that more taxes will lower; not raise, investment levels; bill includes more than two increases

By KRISTEN NELSON

Petroleum News

ndustry representatives were glum when

they testified at Senate Finance Nov. 14.

They’d had less than 24 hours to look

through the committee substitute for
Senate Bill 2001, the evolving bill that
began life in mid-October, at the beginning
of the 30-day special session of the Alaska
Legislature, as Gov. Sarah Palin’s Alaska’s
Clear and Equitable Share, or ACES.

The governor said ACES had two goals:
a fair share of oil revenues for Alaska —
and incentives for industry to invest.

The incentives for investment weren’t
apparent to industry.

ConocoPhillips: higher taxes
will impact investment

Kevin Mitchell, ConocoPhillips Alaska
vice president of finance and administra-
tion, said the commiittee substitute “gives us
major cause for concern” and will require
the company to go back and look at its busi-
ness plans. The most recent version of the
bill would be a $2 billion tax increase at
current prices, he said.

ConocoPhillips has previously said
higher taxes would have an impact on
investment and absolutely stands by those
comments, Mitchell said. It is unrealistic,
he told the committee, to expect that an
increase in taxes of this magnitude won’t
have an impact.

He said the committee has heard testi-
mony from consultants who say you can
increase taxes and it won’t have an impact
on investment. “In my view this is wrong,”
Mitchell said.

On the provision in the House bill — not
included in the Senate Finance CS — for a
standard deduction for operating expenses
for Kuparuk and Prudhoe based on 2006
levels, that’s a “disincentive to invest in
new activity,” Mitchell said, and “encour-
ages more of a harvest type operation,” not
growth.

Various components of the bill have the
effect of reducing allowable deductions, he
said, and noted that in modeling
ConocoPhillips has done, a 5 percent reduc-
tion in allowable deductions is the equiva-
lent of a 1 percent increase in the tax rate.

Asked by Finance Committee Co-Chair
Bert Stedman, R-Sitka, if ConocoPhillips
prefers a higher base tax rate and lower pro-
gressivity or a lower base rate and higher
progressivity Mitchell quipped that it was
the equivalent of being asked if he preferred

being hit by a truck or a bus. “I can’t pick
one or the other,” he said.

BP: visible and invisible increases

Claire Fitzpatrick, BP Exploration
(Alaska)’s senior vice president commer-
cial, told the committee that while there are
two visible tax increases — rates and pro-
gressivity — there are “many, many hidden
tax increases” in the bill.

Responding to consultants statements
that progressivity will make investments
look better, Fitzpatrick said: “Not the way |
make investment decisions.” She said she
looks at investments over a range of prices
and at prices over $50 “T’ll have to assume
additional taxes,” which won’t make an
investment look better.

Bernard Hajny, BP’s tax and royalty
manager, said all of the changes in the bill
could aggregate to more than $100 million
in additional taxes, on top of the changes in
the base rate and progressivity.

On the standard deduction for operating
costs at Prudhoe Bay and Kuparuk
Fitzpatrick said that the 3 percent per year
inflation over 2006 costs doesn’t equate
with what third parties told the Department
of Revenue — that there had been a 53 per-
cent increase in costs since 2005. Net taxes
allow self adjustment, he said, and if high
prices stay, costs will move up. “2006 costs
means 2006 activity,” she said. There
wouldn’t be adjustments allowed in the
standard operating deduction for satellites
and heavy oil development.

As far as a House proposal to exclude
costs from outside the state, Fitzpatrick said
not everything needed is made in Alaska.
She told the committee that if exclusion of
out-of-state costs and a standard operating
deduction were in the bill it would make her
business planning a lot easier — she said
she couldn’t do anything under those con-
ditions.

Chevron: from half a million
to $1.5-52.5 hillion

John Zager, general manager for
Chevron in Alaska, told the committee that
while the governor called ACES fair and
equitable, and Econ One said it would raise
an additional $500-$600 million above
PPT, the numbers now quoted are $1.5-$2.5
billion above PPT.

While the proposed changes may bring
the state more money in the near term,
charts from the consultants don’t reflect
what production will look like in the state in

FRIENDS 'OF PETS

I —
P.O. Box 240981

Anchorage, AK 99524

five or 10 years, if the current 6 percent
decline in production increases due to
reduced investment following on higher
taxes, he said.

Zager also said he was concerned about
unintended consequences, including the
fact that the trigger for progressivity was
based on nominal, not real dollars. A $30
kickoff point today is not the same as $30 in
the future, he said, and would result in pro-
gressivity kicking in at lower real prices in
the future.

Pioneer: industry disagrees
with consultants on effect

Pat Foley, manager land and external
affairs for Pioneer Natural Resources
Alaska, noted that all members of industry
disagree with consultants who say you can
increase taxes and investment will not be
affected.

Pioneer has some different investment
concerns than the majors, he said, because
its competing projects are in the Lower 48
where there is lower government take than
in Alaska. Texas and Colorado, Pioneer’s
primary investment areas, do not have pro-
gressive taxes, he said, and if Pioneer had
equal investment opportunities in Texas and
Alaska, at higher prices investment dollars
would be motivated to flow to Texas
because government take in Texas allows
the company to keep the upside, the addi-
tional dollars that come in when prices are
high.

Compared to Lower 48 opportunities,
Foley said Alaska is advantaged in size of

projects but disadvantaged in costs and
cycle time.

At Oooguruk, the North Slope project
the company is bringing online, Pioneer
faces a unique problem because a high per-
centage of the resource is on net profit share
leases. He said he believes Pioneer has
come to an agreement with the administra-
tion that net profit share can be deducted
under a net tax, and asked the committee to
keep that benefit in the bill.

Anadarko: a lot of things
in bill are tax increases

Mark Hanley, public affairs manager for
Alaska for Anadarko Petroleum, said a lot
of people had already delivered the mes-
sages Anadarko wanted to deliver. “A lot of
things in the bill are tax increases,” he said:
they’re costs to the company, so effectively
are the same as tax increases.

He agreed with ConocoPhillips that if
the state prevents industry from taking 5
percent of costs as deductions, it’s the same
as a | percent tax increase.

Anadarko does not support retroactivity
provisions in the bill, he said: We don’t
even have regulations yet for everything the
Legislature adopted in 2006.

Higher tax rates make projects less eco-
nomic, he said, and also noted that progres-
sivity was steep in the range where compa-
nies make investment decisions. He said
Anadarko is concerned about the bill being
too much of a tax increase — and also
about all of the other things that are in the
bill. ®

ANNIE IS A SWEET AND PLAYFUL SPAYED FEMALE
ONE YEAR OLD MIXED BREED DOG WHO WEIGHS
ABOUT 50LBS. SHE WAS AN UNCLAIMED STRAY AT
ANCHORAGE ANIMAL CARE AND CONTROL AND
QUICKLY BECAME A VOLUNTEER FAVORTIE. SHE'S
HAD SOME BASIC OBEDIENCE TRAINING AND IS
EAGER TO PLEASE.

FOR ADOPTION INFO CALL 333-9534 OR APPLY ON-
LINE ® WAY.FRIENDSOFPETS.ORG.

COURTESY ALASKA PETOGRAPHY

‘@JDHHE

a wide range of heating solutions.

with an explosion-praof option.

Nearly a Century of Heating
Expertise at your Fingertips

For over 90 years, Moding steam/hot water and electric unit heaters
have provided comfort to millions of people and places around the waorld.
Engineered to withstand rigorous handiing and on-the-job abuse, we offer

Awailable in vertical or honizontal sethings, delivering a rangs of 12,000 to
952,000 Btufhr, Moding has your heating needs coverad no matter the

application. Our heaters are lightweight and can be easily installed, And
for those that need to heat a particularly harsh environment, they come

To learn more about our heating solutions, call Heating and Ventilation
Sales at 907-345-3483, or contact Madine at 1-800-823-HEAT.



http://www.friendsofpets.org

16

PETROLEUM NEWS ¢ WEEK OF NOVEMBER 18, 2007

Companies involved in Alaska and northern
Canada’s oil and gas industry
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TTT Environmental
Instruments
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TTT Environmental is Alaska’s pre-
mier source for environmental and safe-
ty instrumentation and supplies. This
Alaskan-owned and operated business
offers rental, sales, service, and supplies
for gas detection/air monitoring, indus-
trial safety, and water quality applica-
tions. TTT's factory-certified technicians
provide unsurpassed technical and cus-
tomer service support to Alaska'’s
oil/gas, mining, engineering, construc-
tion, and consulting industries.

Tom Tompkins began his career as
an equipment operator and certified
industrial maintenance mechanic/electri-
cian in underground mining and facility
maintenance. He earned a bachelor of
science degree in geology with a minor
in engineering from Fort Lewis College
in Colorado. Tom was a consultant for
more than 10 years working on remote
projects located in rural Alaska. He also
worked at Prudhoe Bay as a scaffold
builder for VECO/BP. He and his wife
Debbie started TTT Environmental in
2002.
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FORECAST

higher.

Unplanned interruptions can’t be pre-
dicted, Platt said, “so I attempt to make a
rational judgment as to how many of
those events are going to happen. I've
dialed that number up for the next eight
years.”

Field-by-field forecast

Platt has done production forecasts for
Revenue since 1989, first as an employee
but for the last 15 years as a contractor. He
said he does the forecasts on a field-by-
field basis, part of a “bottoms-up
approach” which involves taking “a clean,
fresh look™ at every field twice a year and
continually reviewing the assumptions he
builds into his forecast.

Then he runs the numbers and when he
sees the kind of difference between fore-
casts that he saw between this year’s
spring and fall projections, he looks at the
differences on a field-by-field basis, look-
ing for mistakes.

Unfortunately the drop in forecast pro-
duction wasn’t based on a mistake.

Comparing plots of daily production
from the greater Prudhoe Bay area for
2005 and 2007, production in 2007 shows
“significantly more than the volatility of
the same line just two years ago,” Platt
said.

Problem not with reservoirs

Platt said the problem doesn’t lic with
the reservoirs.

North Slope reservoirs “want to pro-
duce — they’re healthy reservoirs,” he
said.

“Just because a reservoir is capable of
producing, there’s a lot of other things that
can prevent it from performing up to the
expectations that I have of it and frankly
the expectations that the operators have of
it.” Platt said those things include the
wells, flowlines, facilities and the trans-
Alaska oil pipeline.

“It’s getting the oil from the reservoirs,
up to the surface, to the facilities, to Pump
Station 1, down to Valdez, where we have
a lot of room” for unexpected events that
it’s hard to include in a forecast, he said.

In addition to unplanned interruptions,
planned infrastructure renewal is likely to
slow production rates. Calendar year 2006
“was defined as the year of integrity man-
agement,” Platt said, and “was highlighted
by pipelines that had some issues.” Platt
said that following the pipeline problems
in 2006, operators probably decided to
“look at everything. And as a result of that
they put together an integrity management
plan that led to an infrastructure renewal
plan that will take years to complete.”

Infrastructural renewal

In calendar year 2007, he said, integri-
ty management seems to have given way
to “infrastructure renewal, lifecycle
replacement costs.” Healthy reservoirs
need “facilities that have integrity” and “a
trans-Alaska pipeline that has integrity,”
he said.

Platt said he took “a fairly detailed site-
inspection tour of all the major fields on
the North Slope” about a month ago “and
I had a chance to talk to field managers
and operators. ...”

One issue that came up, he said, is the
1,100 miles of pipelines at Prudhoe Bay
alone. “They’re not going to last forever.”

At Milne Point he learned “that over
the next three to five years they will be
replacing certain flowlines on a regularly
scheduled pace” that will reduce produc-
tion while that replacement is being done
“and it will also, hopefully ... extend the
life of the oil production.”

Platt said he’s heard “there’s plenty of
capital and expense money” to go around
but that money isn’t always going to “rate-
enhancing projects.”

While production may be slowed
because you have to shut in facilities to
work on them, “you still get the production
— you just get it later. That’s my interpre-
tation of the geological producing charac-
teristics of the fields,” Platt said, “and I just
don’t believe that not getting it now won’t
allow you to get it later.”

700,000 through 2014

Including federal production, “my latest
forecast says we’re at 700,000-plus” bar-
rels per day through 2014, Platt said. The
fall production forecast for FY 2008 is
732,000 bpd, although Platt warned that
for every degree over normal during the
winter, you take off 2,000 bpd.

In addition to planned and unplanned
interruptions, Platt said he “slowed the
pace of heavy oil development,” based on
discussions with industry. There are chal-
lenges to West Sak-Schrader Bluff devel-
opment, he said. There were reservoir
issues at West Sak, what Platt called
“major bypass events,” but he said
“ConocoPhillips has done a really good
job of figuring out how to fix the prob-
lem.”

BP Exploration (Alaska), which is
developing the comparable oil at Orion in
the western Prudhoe satellite area, “has
learned from that and Orion does not suf-
fer from those particular reservoir issues.”

West Sak development in the Kuparuk
River unit has commercial issues, as well
as technical challenges. “Just because one
company, perhaps the operator at an oil
field, wants to do something doesn’t nec-
essarily mean that they’re going to con-
vince their co-owners to sign off on that.
And that’s happening also at West Sak,”
Platt said.

In trying to anticipate that, “I’ve
stretched out the development plan as pro-
jected to the Department of Natural
Resources for West Sak.” ConocoPhillips
knows where they want to go, “where
they’d like to go — but they can’t because
of co-owner approval issues.” Platt said
that every time an extra drill site at West
Sak is delayed, you delay 10,000 to 15,000
bpd.

New project timing
Platt said Liberty is an example of how

he’s revised his projections for new project
development.

Initially BP thought it would develop
Liberty as a standalone project, he said, but
then with further evaluation it realized sur-
plus capacity at the Endicott facility could
handle Liberty. It will take, he noted,
“world-record” extended reach drilling and
construction of “the world’s biggest rig” to
reach Liberty from Endicott.

“When you do it that way,” he said,
rather than with the more expensive stand-
alone project, “you drill one, maybe two
wells a year to see if it works. And you wait
a year and you do two more wells and then
you wait again and you do two more
wells.”

And that approach changes the pace of
production, Platt said.

Instead of “a rapid rise to a peak plateau
production, you have a stair step,” he said.
When you delay some of the production it’s
a timing event.

He said he also delayed Liberty produc-
tion six months because that was what BP
told the Minerals Management Service.

There has also been a delay at
Oooguruk. A year ago, Platt said, Pioneer
Natural Resources expected production to
start in the fourth quarter of 2007; now it
looks like second-quarter 2008.

And at Nikaitchuq, where Kerr McGee
expected to have first production in the
fourth quarter of 2008, Eni has taken over
as operator and merged in the Tuvaaq unit.
Platt said he’s delayed startup there for
another year in his forecasts.

While new oil is an issue in maintaining
production levels, there are also issues at
existing fields, where Platt said facilities
expansion may be needed. He said the large
facilities are “maxed out on how much gas
they can handle and they’re getting close to
being maxed out on how much water they
can handle. ... If they don’t expand their
facilities to handle that, the oil production
will continue to go down.”

Production hasis for forecast

What’s in the forecasts is producing
fields, fields under development and fields
under evaluation.

There aren’t any undiscovered
resources; no Ugnu — the heaviest and
shallowest North Slope oil; only a very
small portion of West Sak and Schrader
Bluff, heavy oil lighter than Ugnu; no dis-
coveries on the federal outer continental
shelf such as Sivulliq, Kuvlum and
Sandpiper; no National Petroleum Reserve-
Alaska discoveries, except a few known oil
pools near Alpine; and no barrels from new
technologies such as slope-wide implemen-
tation of low salinity waterflood, a technol-
ogy BP is just beginning to test at Endicott.

The largest field under evaluation is
Point Thomson, which Platt said he’s cur-
rently showing as coming online in 2017.

There was a plan of development for
Point Thomson when Platt started doing
forecasts in 1989, he said, and plans kept
calling for bringing the field online six or
seven years down the road. “So it seemed
like every year for the last 10 years I’ve
been continually pushing that out.” A few
years ago the development proposal was
changed from gas-cycling to gas sales.

Platt said he’s been using a 10-year
planning horizon for Point Thomson, and
pushing it out. And “I miss my forecast
when I do that — actual vs. what I’ve said
— I always miss it.”

Point Thomson is a gas condensate
field, but “it’s got an oil rim on it” and like
Prudhoe Bay, Kuparuk and Alpine, “Point
Thomson has some satellite fields that are
known to exist — one kind of straddles
ANWR.” When Point Thomson production
is deferred, it’s not just 70,000 barrels a day
from Point Thomson, but 20,000 to 30,000
bpd from satellite opportunities in the
Point Thomson area, Platt said. @
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Canadian trust goes global

Vermilion Energy Trust has delivered another blow to Alberta by unveiling a 2008
capital budget, 75 percent of which will be spent outside its home base.

Driven by weak natural gas prices and a strong Canadian dollar, but making no
direct reference to the impact of Alberta’s royalty increases, the trust set a spending
target of C$182 million, up C$17 million from this year.

The bulk will go to France, the Netherlands and Australia, which account for 65
percent of its production (75 percent of that being oil).

Overall output is expected to take a slight dip in 2008 to 31,000 barrels of oil
equivalent per day, due to maintenance downtime in facilities in Canada and the
Netherlands.

On the upside, the geographic and production mix help shield the trust from cur-
rency and natural gas weaknesses and limit its exposure to Alberta’s planned royalty
hikes.

Vermilion estimates the new royalty regime will trim less than 2 percent from its
2009 cash flow, when the new regime takes effect.

—GARY PARK
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by 2030.Some experts see a potential disas-
ter looming — in as soon as five years or
even less. Chris Skrebowski, the editor of
the London-based Petroleum Review, thinks
slower-than-expected supply growth com-
bined with rising demand from burgeoning
Asian economies could result in a world-
wide shortfall of as much as 7 million bar-
rels a day by 2013.

Demand is so strong that Matthew
Simmons, a Houston oil and gas investment
banker, says $100-a-barrel oil may even be a
bargain, with $300 crude likely in the future.

“I think oil prices are unbelievably inex-
pensive,” said Simmons, the author of
“Twilight in the Desert: The Coming Saudi
Oil Shock and the World Economy,” a wide-
ly debated book suggesting that the world’s
largest oil exporter will be hard pressed to
maintain its crude output, let alone increase
it.

From the oil industry, too, there are voic-
es of concern. For example, Christophe de
Margerie, chief executive of Total SA,
France’s largest oil company, believes the
Department of Energy’s global production
forecast is far too high.

“One hundred million barrels ... is now in
my view an optimistic case,” de Margerie
said at an industry conference in London in
late October. Over time, soaring energy
costs could have disastrous consequences
for the world economy, with affordable
transportation being the most obvious casu-
alty. Manufacturing, petrochemicals and
power generation would all be affected.

But some analysts argue that consump-
tion growth will slow if limited supply keeps
prices high.

Recent evidence suggests that prices of
$80 a barrel have already begun to put a
crimp in consumption in industrialized
countries, said Leo Drollas, chief economist
at the London-based Center for Global
Energy Studies.

He projects annual consumption growth
of 1.2 percent to about 93 million barrels a
day in 2015. That growth figure is lower
than in many existing forecasts.

Oil prices surged to a record $98.62 a
barrel the week of Nov. 4.

“Demand will not grow at those prices,”
Drollas said of oil at current, let alone high-
er levels.

Drollas’ view appeared to get a boost
Nov. 12 when the IEA lowered its oil
demand forecast for the fourth quarter by
500,000 barrels per day and for 2008 by
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300,000 bpd. Demand growth will now
average 1.2 percent in 2007, the group said.

However, it said demand would likely
grow 2.3 percent in 2008, keeping con-
sumption close to global supply.

So far, subsidies in China and India have
blunted the impact of high prices on their
consumers. But state-run oil refineries are
feeling the pinch, and China recently raised
retail gasoline prices about 10 percent.

And if anecdotal evidence is right, that
could indeed affect demand.

“If the gasoline price jumps another 50
percent, I'll quit driving and take public
transportation,” said Zhou Zhiqgiang, a
Beijing driver. “I think it is the trend for oil
price is to go up. The international oil price
will ultimately surpass $100, because the
resource will become scarcer and scarcer.”

But the World Bank said Nov. 14 that
East Asian economies are likely to remain
healthy next year despite the impact of the
widening subprime lending crisis in the U.S.
and the renewed increase in crude oil prices.
The region’s rapid growth is also reducing
poverty, although income inequality is
expanding. Led by domestic demand,
growth in emerging East Asia, which
excludes Japan, is expected to exceed 8 per-
cent this year for a second year in a row, and
to moderate slightly next year, the bank said
in its half-yearly update on the region’s out-
look. Japan is likely to grow about 2 percent
this year and 1.8 percent in 2008, it said.

Looking at planned oil field develop-
ments, Skrebowski, the London-based oil
expert, calculates that 23.6 million bpd of
new production will come onto the market
by 2013 — and that only if projects are com-
pleted on schedule, despite growing short-
ages of equipment and qualified personnel.

But the former long-term planner for
energy giant BP PLC and oil analyst for
Saudi Arabia believes that new production
will be largely offset by the natural depletion
of existing fields totaling 20 million bpd.
The net gain, then, would be only about 3.5
million barrels over the five-year period,
raising daily production to 88.5 million bar-
rels. Against that, Skrebowski says IEA
demand projections would raise consump-
tion to 96 million barrels by 2013, more than
7 million barrels short of his production esti-
mate.

“After 2011 we could be in for serious
trouble,” he said.

But oil prices dropped down to the low
$90s in mid-November after OPEC down-
graded its fourth-quarter demand forecast
and the government reported jumps in infla-
tion and unemployment filings.

The Organization of Petroleum
Exporting Countries predicted that demand
for oil in the fourth quarter would rise 1.97
percent, down from expectations of a 2.1
percent increase a month ago. The revision
was due in part to the effect high prices are
having on demand.

OPEC'’s secretary general blamed fever-
ish speculation in international oil markets
for the rise in crude prices, the official
Saudi Press Agency quoted him as saying
Now. 15.

“The main reason behind the current
rise in oil prices is the hot speculation in the
international markets,” Abdalla Salem el-
Badri told SPA. “The increase of the prices
has nothing to do with the insufficient
quantity of oil as some claim.”

El-Badri said OPEC was ready to
increase oil production “if that will con-
tribute to lower the (crude) price.”

But, he warned, “even if the output is
increased, there are not enough refineries to
refine the extra production.”

Leaders from many of the world’s top
oil producers will meet in the Saudi capital
Riyadh Nov. 17 and 18 to discuss the chal-
lenges a potential global recession and the
weakening value of the U.S. dollar present
to the international oil market.

—THE ASSOCIATED PRESS
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new facility would produce diesel fuel for
all of the industrial operations on the North
Slope.

Taxes higher than profits already

Taxes under the current production prof-
its tax, or PPT, were “considerably more
than our profits” in 2006, BP Exploration
(Alaska) President Doug Suttles told con-
ference attendees. BP’s taxes to the state
and federal governments on its Alaska
assets totaled more than $2.7 billion for
2006. If Alaska Gov. Sarah Palin’s produc-
tion tax bill is passed, he said, it would be a
400 percent tax increase in a two-year peri-
od for oil and gas companies doing business
in the state. The governor’s proposed new
tax is called Alaska’s Clear and Equitable
Share, or ACES.

“Before all the tax stuff came up, we had
a plan to increase our capital spending fair-
ly significantly,” Suttles told Reuters at the
conference. And it will take continued oil
field investment to keep Alaska oil produc-
tion steady; gas development isn’t enough
to fill state coffers, he said.

BP has put its 2008 Alaska investment
plans on hold “until the dust settles” over
the oil-tax issue, he said, noting there are a
lot of opportunities left on the North Slope,
such as the 20 billion barrels of discovered
heavy oil, that in today’s “higher priced
environment” could be “realized,” especial-
ly with a tax structure that encourages
investment.

But those opportunities will require
“tremendous” amounts of investment and
people, and “massive amounts of know-
how.”

In 2007, Suttles said, BP is making
investments in all three areas. The company
will spend almost $1.9 billion in 2007 in
Alaska, $685 million of which is capital
investment and the balance is for opera-
tions.

In fact, since 2006, BP has increased its
workforce in Alaska by more than 40 per-
cent to almost 2,000 employees and its con-
tractor workforce has increased from 2,500
employees to nearly 6,000, which has
resulted in the highest number of people
working on the North Slope since 1983, six
years after the trans-Alaska oil pipeline
went online.

Investment to date, Suttles said, has kept
oil production declines to 6 percent a year at
the maturing North Slope fields, which
include significant chunks of the Prudhoe
Bay and Kuparuk River units. Without that
investment, production from the aging
fields would fall by 16 percent a year, he
said.

“We would be at half our current rate in
just four years’ time.”

Alaska produces 650,000 barrels of
crude per day; almost half of that comes
from Prudhoe Bay.

Investment in Prudhoe Bay and Kuparuk
generates almost 70,000 new barrels of oil
each year, which is larger than any field that
has been developed in over a decade on the
North Slope, Suttles said.

Prudhoe Bay, still the largest field in
North America, “is the biggest driver of
new production in Alaska, the biggest gen-
erator of jobs, and generates more state rev-
enue than any other field,” he said. But the
infrastructure in the field, which just cele-
brated its 30-year anniversary in produc-
tion, was built expecting a 25-year life, so it,
too, needs investment.

Suttles also expressed concern about oil
prices staying high, noting that oil compa-
nies make investments based on reasonable
price forecasts.

“I hope the high prices of the last few
years continue, but clearly this is not cer-
tain,” he said. “A 10-year average of Alaska

continued from page 1
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islators, cautioning them against another
oil production tax hike.

James Gilbert, president of Alaska-
based Udelhoven Oilfield Systems
Service, summed up the concerns of
many of the contractors in a Nov. 14
Anchorage Daily News guest editorial.

“We should not be considering raising
taxes. We should be considering what it
will take to get (oil) production back up
to 2 million barrels per day,” Gilbert
wrote, noting his company provides 538
jobs in Alaska.

If the Legislature passes Gov. Sarah
Palin’s production tax plan in the special
legislative session that ends the day after
Petroleum News goes to press Nov. 15,
“it proves that Alaska is an unstable place
to operate and invest,” Gilbert said, not-
ing that it has only been *“14 months since
the last tax increase was imposed.”

Before oil prices shot to new highs in
recent years, Alaska had been a tough
place for oil companies to make a profit,
he said.

“Maybe that’s why, after 30 years of
North Slope production, only one inde-
pendent — Pioneer Natural Resources
Co. — has developed a new field. Now
we want to punish Pioneer by raising its
taxes t00.”

Now that Alaska oil producers “are
finally getting some payback for all those
years of investments, we seem to hear
nothing but complaints, accusations and
whining,” Gilbert said.

“No other industry — not fishing, not
tourism, not mining, and certainly not the
public sector — contributes what our
employees, our clients or our clients’
employees do,” he said. “My clients (the
oil companies) pay their ‘fair share,” and
they’ve been paying it for 30-plus years.
Consider the Permanent Fund: a $40 bil-
lion nest egg built on the foundation of
oil revenues. Consider more than $70 bil-
lion paid to the state in taxes and royal-
ties.

“We need to be looking at how we can
get the pipeline back to its operating
capacity, not trying to tax the final
600,000 barrels per day into ultimate
submission,” Gilbert said.

—KAY CASHMAN

crude, adjusted for inflation, for the last 10
years ... (was) $33 a barrel.”

The average price per barrel for the last
30 years, since the startup of Prudhoe Bay,
was $22 per barrel, he said.

Suttles also pointed out that unlike other
governments around the world, the State of
Alaska has no transition period for the tax-
payer should the Alaska Legislature vote to
increase production taxes. “This is like the
government deciding to disallow a mort-
gage deduction on your home, but after you
bought the home and ... signed the mort-

gage.”

Bowles: Alaska has enough challenges

“Our business in Alaska already has
enough challenges,” Bowles said, remind-
ing attendees of the $60 million
ConocoPhillips spent drilling two wildcat
wells in the National Petroleum Reserve-
Alaska last winter, one of which was a dry
hole and the other deemed non-commercial
because it was some 200 miles from the
nearest oilfield infrastructure at Alpine.

“It’s no easy lunch for us on the North
Slope. ... it’s a very, very difficult place to
work,” Bowles said, noting the company
and its partners Anadarko Petroleum and
Pioneer Natural Resources recently relin-

quished 300,000 exploration acres in NPR-
A, and are preparing a second acreage drop
in the near future.

Instead of drilling wildcat wells far from
infrastructure where there is the potential of
large oil discoveries, this year
ConocoPhillips is drilling wells close to its

Alpine field in the Colville River unit where
the potential is more like 30-50 million bar-
rels per prospect.

And even though the Alpine satellites are
close to infrastructure and so less risky for
ConocoPhillips, they are difficult to make
economic, Bowles said.

He said Pioneer and Eni Petroleum are
facing the same expensive technical chal-
lenges at Pioneer’s sanctioned Oooguruk
development and Eni’s not-yet-sanctioned
Nikaitchuq discovery.

Alpine satellites, Oooguruk and
Nikaitchugq are all “very difficult to develop
economically without having the added
challenge of a very high oil tax rate,”
Bowles said.

Another challenge on the North Slope
that Bowles pointed out was the long lead
time from discovery to production
because of permitting hold-ups, using as
an example ConocoPhillips’ Alpine West
satellite. He said the company has been
seeking a permit from the U.S. Corps of
Engineers for a bridge to cross a channel
for two years, and “we’re still no closer”
to getting it.

“Even if the resource is there,” the “long
cycle time” that can be the result of permit-
ting delays damages the economics of
Alaska projects.

Bowles also mentioned the challenge of
developing the North Slope’s immense
heavy oil resource, specifically the cost of
the multilateral wells needed to effectively
tap the crude, which cost $12 million to
$15 million each as compared to about $5
million for a normal well. ®
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Both firms provide confidential reports.
The state bought the current Wood
Mackenzie study for use by the departments
of Revenue and Natural Resources and
Wood Mackenzie has released a 38-page
Alaska summary to all legislators.

ExxonMobil, a subscription client of
CERA, paid for an Alaska report from its
worldwide study and for David Hobbs,
CERA managing director and vice president
of research, to come to Juneau and present
the Alaska report to Senate Finance.

Responding to comments

Wood Mackenzie responded to com-
ments made about its low ranking of
Alaska’s fiscal competitiveness at the begin-
ning of the special session by consultant
Pedro van Meurs, brought to Juneau by the
Legislative Budget and Audit Committee to
provide an overview of how PPT was devel-
oped in 2006.

Graham Kellas, vice president of
upstream consulting for Wood Mackenzie,
told LB&A Chair Ralph Samuels, a
Republican representative from Anchorage,
in a Nov. 12 letter that its fiscal ratings are
not based on whether taxes have changed
recently, which was how he said van Meurs

characterized the rating to legislators.

“The fiscal stability rating in the study
combines assessments of both ‘recent histo-
ry’ of fiscal changes and the ‘built-in flexi-
bility’ of the current fiscal terms.” Kellas
said those factors are weighted equally in
Wood Mackenzie’s stability rating score.

“According to our analysis, Alaska was
one of only nine regimes to adversely
change the terms on existing assets in the
study period,” Kellas said, noting the state
added satellite fields to the severance tax
ring fence under the previous production tax
with its economic limit factor and then intro-
duced PPT.

He said Wood Mackenzie’s study esti-
mates that the state’s take from the remain-
ing value of existing assets increased by $10
billion under PPT, compared to 2001 terms
— the previous, ELF-based production sev-
erance tax. This represented “a transfer of 15
percent” of investors’ remaining net present
value to the government, Kellas said. Under
higher price assumptions — $75 per barrel
— investors’ remaining value (NPV at 10
percent discount rate) is reduced by $21 bil-
lion, a 22 percent reduction, “compared to
the NPV under 2001 terms.”

“We regarded the overall impact of
these changes as a ‘significant increase in
take from existing assets’ which is why
Alaska received the lowest score on this

measure,” he said.

Stability history issue

Kellas also addressed the issue of
Alaska’s much-vaunted 16 years of tax sta-
bility.

Wood Mackenzie bases its “recent histo-
ry”’ analysis on the end of 2001 through mid-
2007, he said. While this may seem a short
period, new investors are far more likely to
be interested in recent government behavior
than in what governments did in the 1980s
and 1990s. “Investors are far more interest-
ed in how governments respond to signifi-
cant shifts in the perceived attractiveness of
investment rather than how they behave
when the industry is in a steady state,” and
oil prices were “relatively low but stable”
between 1987 and 2001 “and industry and
governments worked closely together to
ensure economic development of discover-
ies,” Kellas said. Fiscal policies tended to be
lenient, and some previously closed coun-
tries were open to investment.

He said Wood Mackenzie believes fiscal
policies have become “notably less
‘investor-friendly’ around the world” since
prices started to increase in 2001-02.

From the bottom up

CERA’s Hobbs discussed with legislators
how his firm does comparisons. In establish-
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ing a peer group the firm looks at sample
field sizes, models how the fields would run
under different fiscal regimes and then com-
pares “the economic returns that can be
earned in that situation.” In selecting a peer
group, it looks at different environments and
selects the peer group from those with ““sim-
ilar cost structures” — in the case of Alaska,
high cost structures.

CERA assesses costs of developing fields
under fiscal terms in place, the lead times —
based on regulatory requirements and com-
plexity of operations — and then compares
“on an apples-to-apples basis, how does a
dollar invested in those environments com-
pare in terms of a dollar invested in any of
the others.”

CERA found that “Alaska ranks near the
bottom of that peer group in terms of the
economical attractiveness of investment.”

Alaska’s production is declining and that
decline is unlikely to be reversed “absent a
fiscal stimulus that would make Alaska
more attractive than competing regimes for
investment.”

Attractiveness is also based on “the per-
ception of stability, the growth potential and
the ease of operations,” he said.

“In today’s environment, where cost of
activity has nearly doubled since the start of
the decade, the biggest shortage seems to be
on engineering and project management tal-
ent and so for example return on effort might
be as important a measure of the investment
appetite as return on investment itself.”

ACES drops ranking

Hobbs said CERA found “that under the
existing PPT regime Alaska is in the bottom
half (of its peer group) and that depending
on exactly how the ACES proposals are
enacted, that that would reduce the attrac-
tiveness” based on measures in the study.

He said resource-holding countries are
certainly looking at the possibility of
increasing their take with current high

prices.
But, he said, it’s easier to see the revenues
“because that’s very transparent — and

much harder to look at what is the underly-
ing cost number, which is actually often far
from transparent.” Because costs are not
transparent, governments that have chosen
to increase their take have “maybe a more
optimistic view on the profitability of activ-
ities than is actually being experienced.”

One of the difficulties, Hobbs said, is
“that activity levels are challenged by a
shortage both of personnel to conduct activ-
ities competently and secondly by the rela-
tive attractiveness at a time of great cost
inflation; companies are finding it hard to
move forward, particularly with large invest-
ments, while they seek to tie down what
exactly those costs will be and to limit their
exposure to financial cost inflation during
the course of the project.”

With fiscal terms increased — or under
threat of increasing — “companies are seek-
ing to make their investments in places
where they can be most sure they will earn a
return both in terms of having some assur-
ance of fiscal stability but also in terms of
having some assurance that their costs will
also be controllable.”

Fundamentals don’t support price

On the subject of current high oil prices,
Hobbs said, “there is no doubt at all in our
minds that the underlying fundamentals do
not support a price as high as it is today.”
The price may go higher, he said, “as the
price is not set just by fundamentals but also
by people’s perceptions of those fundamen-
tals.” Remarking on the price spike in the
early 1980s, he said “through the application
of technology and through discipline in proj-
ect execution,” industry cut costs of activi-
ties by more than half, “which in a sense was
the reason the prices were able to retreat
down into the 20s and even as low as $10 a
barrel during that decade.” ®
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Banks sees partnership of equals

By KEVIN BANKS

Acting Director of the Alaska Division of Oil and Gas
uch has been made this last year
M about the relationship between
state government and Alaska’s oil
and gas industry. Many of you in
the business community have no doubt
heard and maybe repeated rumors about
the state’s apparent dislike of the industry
and the lack of access to
government decision
makers. Nothing could
be more wrong.
Obviously things
changed in some very
important ways when
Governor Palin’s elec-
tion in November 2006
signaled a move

Kevin Banks, acting
towards a more populist director, Alaska

Division of Oil and

government.To inter-
Gas

pret this change as anti-
industry fails to accom-
modate the nuances of the relationship
between the state and industry. I challenge
you to find a more pro-development spirit
than that held by most Alaskans and their
representatives.

People may not realize that we elect
politicians who will not only serve as law-
makers and the head of state, but we also
elect our leaders to serve as board mem-
bers and the CEO of one of the largest oil
and gas landowners in the country. When
our leaders act as government policy mak-
ers and execute government policy, they
use the tools available to the sovereign to
raise revenues through taxes and regulate
industry to ensure that operations are con-
ducted safely and with the least environ-
mental impact. When they manage the
state’s land holding they are not much dif-
ferent than the managers of any company
with a large oil and gas land position.

Our elected representatives receive
guidance from the only clause in the state’s
constitution that speaks to policy: that they
are to “... provide for the utilization, devel-
opment, and conservation of all natural
resources belonging to the state, including
land and waters, for the maximum benefit
of its people.” In my view, we are fortunate
in Alaska that these men and women rec-
ognize this responsibility in all that they
do.Their debates about taxes and laws that
regulate the oil industry usually turn on
the impact of their decisions on resource

development.When they lead the state in
its role as the landlord, they usually find
themselves aligned with and responding to
the same incentives that private sector
managers respond to.As Alaskans, we want
our leaders to use the tools appropriate for
a partner and full participant in the “com-
mercial space” usually reserved for players
from the private sector.

Those of us who work in the
Department of Natural Resources — espe-
cially the Division of Oil and Gas — recog-
nize that we often work in this commercial
space.We must be entrepreneurial and rec-
ognize as best we can that we measure our
performance in part by how much rev-
enue our lands earn. We start with a suc-
cessful leasing program to provide as much
access to state land for responsible oil and
gas development as we can. We offer lease
terms that strike an appropriate balance
between how the resource is shared with
the lessee and the state.The lease contract
is our deal with industry:We trade the
largest share of our resource to attract
investment and we expect that our

resource will be developed.

As we unitize leases to facilitate devel-
opment, we try to strike a balance
between prescriptive and detailed work
commitments and a more “laissez-faire”
management philosophy. We want our
lessees to find the most efficient and prof-
itable development solutions. Should we
disagree with our lessees about the
progress of development, we will first try
to find a truly workable compromise —
and we can be very patient. If we fail to
reach that compromise, we know that we
can and must exercise the rights granted to
the state in its leases and unit agreements.

Between the time that I write this essay
and you read it, we may see some progress
on events that will have far reaching affects
on the oil and gas industry. The Legislature
may have concluded its deliberations of
Gov. Palin’s ACES tax initiative, perhaps the
superior court will have ruled on the dis-
pute between ExxonMobil and the state
over the state’s termination of the Point

see BANKS page 10

Exploration is the key to unlocking Alaska's energy resources and
Lounsbury has been guiding the way for over b7 years. As professionals
who have built careers surveying and engineering Alaska's oilfields, we
understand the special challenges here, whether the project requires
building miles of ice roads, offshore islands, well pads or pipelines. It's

the kind of expertise that can only come from experience.
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www.lounsburyinc.com
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Laird: Alliance members

‘make the investments work’

By PAUL LAIRD

Alliance General Manager

hen it comes to Alaska’s oil and
W gas industry, there’s one thing on

which we all seem to agree —
Democrats and Republicans, the

As companies whose ability to survive
and thrive depends on oil and gas invest-
ment, members of the Alaska Support
Industry Alliance are deeply concerned
about constant changes in fiscal policy that

put investments at risk.

governor and the Legislature,
industry friends and foes, business
people and bureaucrats alike:
Alaska should get its “fair share.”

But fair share of what — and
what does that mean?

Maximizing short-term state
government revenues by imposing
the highest possible taxes on the
industry and hoping it doesn’t
have too negative of an impact on
investment?

Maximizing jobs and business
opportunities for Alaskans, stimulating new
production and generating sustainable
long-term state revenues by encouraging
investment?

Alliance

Paul Laird, general
manager, Alaska
Support Industry

The Alliance is a trade organiza-
tion representing companies and
individuals that provide goods and
services to Alaska’s oil, gas and
mining industries. Our member-
ship ranges from small local con-
tractors and vendors to the largest
Alaska Native and Alaska-based cor-
porations to the Alaska subsidiaries
of multinational service compa-
nies.

Our 400 member companies
and their 35,000-plus Alaska
employees don’t make the multibillion-dol-
lar investments in oil and gas development
that fuel Alaska’s economy. They make the
investments work.

As contractors and suppliers, we don’t

know the perfect tax rate and terms that
will generate the greatest state revenues
while doing the most to stimulate invest-
ments and production. But then no one
does — not the Alliance, not the
Legislature, not the administration — not
even the producers.

So far, proponents of imposing the third
major oil tax increase in three years have
premised their arguments on a plethora of
improbable projections and a paucity of
proof.

However, we do know that oil and gas
investments and the production they fund
are the lifeblood of Alaska’s economy, and
it’s incredibly naive to think Alaska can
increase taxes by hundreds of millions of
dollars year after year without shedding
some blood.

We do know that every dollar in addi-
tional taxes is a dollar that won’t be invest-
ed in sustaining production, in creating
business opportunities for Alaska compa-

see ALLIANCE page 10
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Welcome to The
Explorers 2007

By KAY CASHMAN

Petroleum News

elcome to The
Explorers annual
magazine, which got

its start as The
Independents in 2002.

We changed the name to
The Explorers in 2004
because it was evident, as oil
prices began to rise, that
there were two sets of com-
panies coming to Alaska: the
small independents focused
on the mature areas of the
North Slope and
Cook Inlet
basin, and the
large indepen-
dents and
majors in the less explored
parts of both — and in areas
not yet developed, such as the
National Petroleum Reserve-
Alaska, and the North
Aleutian, Nenana and Copper
River basins.

But it wasn’t a clear divi-
sion between independents
and majors. Some small inde-
pendents are paving the way
in undeveloped areas.

What’s particularly exciting
this year is Anadarko
Petroleum will be drilling for
natural gas on the North
Slope, betting that a gas
pipeline will be built to
Outside markets.

The other big news is sev-
eral small independents will
be drilling exploration wells
on the North Slope, and
between them and big inde-
pendent Anadarko Petroleum,
will likely drill the majority of
the exploration wells in
northern Alaska in the 2007-
08 exploration season.

And Chevron, a Cook Inlet
producer, will be drilling sev-
eral North Slope wells this
year.

Last year I said that 2007

would see the beginning of
serious exploration in federal
waters off the North Slope,
with Shell drilling in the open
water season at its Beaufort
Sea Sivulliq (Hammerhead)
prospect.

But legal action by the
North Slope Borough,
whalers, and several anti-
development groups has held
up drilling for at least a year.

What was particularly
interesting about Shell pick-
ing up OCS leases was that it
had purchased
tracts well to the
north of tradi-
tional North
Slope explo-
ration oil plays,
which tend to be on a struc-
tural high called the Barrow
Arch.

The Arch runs, more or
less, along the Beaufort coast.
Fields like Prudhoe Bay and
Endicott lie on the Arch in a
rock sequence known as the
Ellesmerian. Other fields like
Kuparuk and Alpine lie in a
sequence known as the
Beaufortian. The Ellesmerian
sequence consists of strata
ranging in age from Devonian
to Jurassic, while the
Beaufortian sequence ranges
from Jurassic to early
Cretaceous.

Former state Division of
Oil and Gas Director Ken
Boyd thinks federal waters
north of the Arch in the
Beaufort and Chukchi seas
present the best potential for
major new oil finds in Alaska.

With promising geology
but very sparse well data,
exploring north of the Arch
involves significant risk but
major potential. It’s all a voy-
age into the unknown.

As Boyd says, “the offshore
is as unknown as the onshore
20 years ago.” &

INTRODUCTION
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continued from page 5
BANKS

Thomson unit, and you may have heard
some news about AGIA and the “request
for applications” for the Alaska gas line.
These events will help to redefine the

relationship between the state and indus-
try, a relationship that I think should be a
partnership of equals.These events admit-
tedly stirred up a lot of controversy and

may have fueled concerns that the State of
Alaska is unfriendly to industry, but I hope
you will realize that those of us who work
for you in government serve in the best
interests of the state — just as we expect
that our counterparts in industry serve in
the best interests of their shareholders.

I believe that we are standing at the
start of a new rush for oil and gas develop-
ment of the Arctic. Policies implemented
by Alaska over the next few years will

reflect this expectation. We want to
encourage new explorers in Alaska’s Arctic
with land management practices that will
treat them fairly while promoting contin-
ued development within the “legacy”
fields.

One thing that has never changed:
Alaska welcomes responsible and aggres-
sive businesses that will explore, find and
expeditiously develop our oil and gas
resources. ¢

continued from page 8
ALLIANCE

nies like Alliance members, in generating
good-paying private sector jobs for
Alaskans.

We do know that the more state govern-
ment takes, the more state government
spends. Over the past five years, state spend-
ing has nearly doubled. Despite record
prices and soaring revenues in fiscal year
2007, the state saved a paltry $5 million.

We do know that throughput in the
trans-Alaska oil pipeline has already
declined by two-thirds, and despite multibil-
lion-dollar investments by the industry, it
continues to decline 6 percent a year.And
we know that without increased invest-
ment, the pipeline will reach its economic

threshold in the next 15 or 20 years instead
of in the next 50 or 60.

We do know that while the extent to
which yet another tax increase will dis-
courage investment is debatable, the fact
that it will do absolutely nothing to encour-
age new oil production and construction of
a gas project is not.

Shouldn’t that be at the core of every
public policy discussion on oil and gas
taxes and incentives: how we can work
together to promote investments; How
we can ensure our “fair share” of long-
term jobs and business opportunities for
Alaskans, rather than how much more
money we can extract from the private
sector without further risking our long-
term future — just so state government
can have more money to spend in the

short term?

As Alaskans debate how to get our “fair
share” of the revenues from oil and gas
production — which effectively means
taking more money from the industry to
fund further growth of state government
— let’s also consider the effects of any
new taxes on Alaska’s competitiveness
and the long-term health of our economy.

Let’s reject the notion that Alaskans
derive maximum value from their
resources by increasing costs and jeopar-
dizing the economics of critical long-term
investments just so we can have a bigger
state government.

Many of us are more concerned about
getting our “fair share” of the long-term
jobs and business opportunities that
depend on new oil and gas investments. ¢

PIPELINE PARTNERSHIP

Providing oil field drilling
and production support
has been our mission on
the North Slope for over
twenty years.

Whether it's building ice

roads or pads, moving rigs

or equipment or providing

field maintenance services,
Peak has been a partner in
keeping oil safely flowing

off the Slope and down

the Pipeline. We're the I
team you can depend on.

peakalaska.com
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Alaska gets $2 million from lease sales

By KRISTEN NELSON

Petroleum News

n Alaska investor group and a new

drawing $7.7 million in 2006. Prior to
areawide sales, however, a 1997 Beaufort
sale — the first the state had held since
1992 — brought in $28 million.

A company dominated the State of
Alaska’s annual North Slope and
Beaufort Sea areawide lease sales. When
bids were read Oct. 24 in
Anchorage by Acting Director
of the Division of Oil and Gas
Kevin Banks, the state had
received 21 bids on 21 tracts in
the Beaufort Sea sale and 18
bids on 18 tracts in the North
Slope sale.

In the Beaufort Sea sale,
local investors J. Andrew
Bachner (90 percent) and Keith
C. Forsgren (10 percent), bid-
ding jointly, accounted for
$573,996.80 of $704,482.40
bid in that sale, while a new
company, Union Energy
(Alaska) LLC, with an address in
Switzerland, spent $449,971.20
in the North Slope sale (33.2
percent of the sale total of
$1,354,828.80).

The sales didn’t draw as

Kevin Banks, acting
director of the
Division of Oil and
Gas, predicted a
larger North Slope
and Beaufort Sea
lease sales next
year because num-
ber of 1998 and
2000 leases set to
expire, plus Point
Thomson leases
might be available
next year.

The North Slope tracts sold at this sale
totaled 68,480 acres, compared to an
average of 325,444 acres for previous

North Slope areawide sales.There
were 53,120 acres sold in the
Beaufort sale, compared to an
average of 66,477 acres for the
actual areawide sales, but an aver-
age of 103,800 acres in previous
sales if the big 1997 Beaufort sale
is included.

Leases due to expire

Banks said after the sale that
the reason the Oct. 24 sales
weren’t large is partly related to
the length of time for which leas-
es are issued, which affects the
amount of land available for a sale.
The state has been holding North
Slope areawide sales for almost 10
years; Beaufort Sea areawide sales
began in 2000.

“It’s sort of a cycle that is har-
monic to the term of the leases,

many bidders or as much money as earli-
er areawide sales.

North Slope areawide sales from 1998
through 2006 averaged $11.2 million. The
first sale, in 1998, was the best of the
areawide sales: it brought in $51.8 mil-
lion. Beaufort Sea sales have averaged
$2.6 million, with the best areawide sale

he said. Lease terms range from five to 10
years, depending on the area.

“Maybe next year we’ll have a bigger
sale because there will be more land that
will have been relinquished over the
course of the next 12 months from those

In the central portion of the Beaufort
sale it was all Bachner-Forsgren: they
picked up all the unleased state
offshore acreage between Northstar
and Nikaitchuq, 17 of their 18 tracts,
and one tract off the mouth of the
Colville River ... containing the old
Gulf 1 Colville Delta State well.

And, he noted, leases from Point
Thomson may be available for sale next
year, subject to pending legal settlement
of the dispute between the state and the
former Point Thomson owners.

Former Kavik unit

In the North Slope sale, Union Energy
(Alaska) bid on three leases formerly in
the Kavik unit east of the Haul Road.
With two bids of $187,488, the company
had the highest tract bids in either sale.

Chevron — bidding as Union Oil
Company of California — bid a total of
$327,603.20 (24.2 percent of North
Slope sale bids) on five tracts which had
been part of the Whiskey Gulch unit
south of the Kuparuk River unit. At
$34.15 per acre, three of the five leases
had the highest per-acre bids in either
sale.

Chevron/Unocal already hold a block
of tracts to the south of Whiskey Gulch.
The tracts the company bid on in this

leases that we offered in "98 and also in

2000,” he said. see SALES page 12
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From left, Tim Wood, Steve Stuart, & Owen Boyle
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continued from page 11
SALES

sale include two old wells,
ARCO’s 2 Winter Trail and
ARCO'’s 1 Ravik St.The leases
were formerly held by Brooks
Range Petroleum Corp., oper-
ating arm of Alaska Venture
Capital Group LLC.

Chevron is a major lease-
holder on the North Slope
and in Cook Inlet. Prior to this
sale Chevron/Unocal held
some 767,120 acres of state
oil and gas leases.The compa-
ny has some production from
the North Slope and is a
major producer in Cook Inlet.

FEX SW of White Hills

FEX LP bid $298,828.80 (22
percent of the sale total) on
four tracts southwest of
Chevron’s White Hills prospect
on the southern edge of the
North Slope lease sale area.
These tracts are adjacent to a
block of Anadarko Petroleum,
Petro-Canada and BG leases,
which are in the Foothills lease

AVCG holds a large block of
leases south-southeast of
Badami extending across the
bottom of Point Thomson to
the border of the Arctic
National Wildlife Refuge.

sale area to the south.Tract 17
contains BP’s 1 Itkillik U. well.
FEX held some 203,000 acres
of state oil and gas leases prior
to this sale and also holds fed-
eral oil and gas lease acreage
in the National Petroleum
Reserve-Alaska.

UltraStar Exploration bid
$173,465.60 (12.8 percent of
the sale total) on two tracts
between the southeastern
edge of the Kuparuk River unit
and the Rock Flour unit. At
$33.88 per acre, these were
the second highest per-acre
bids in either lease sale. Prior
to this sale UltraStar held some
4,500 acres of state oil and gas
leases.

AVCG bid $104,960 on four
tracts (7.75 percent of the sale
total). One tract is south of

UlitraStar

EXPLORATION, LLC

3111 C STREET, SUITE 500
ANCHORAGE, AK 99503

907-258-2969

ALASKAN OWNED...
EXPLORING TO HELP
SECURE ALASKA’S
ENERGY FUTURE

jweeks@ultrastarexploration.com
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Badami, northwest of a large
block of AVCG tracts running
east to south of Point
Thomson.Three tracts are east
of the Colville River unit in an
area where AVCG has consider-
able acreage, and all three are
adjacent to existing AVCG
acreage.Tract 1051 contains
the ARCO 1 Colville River well.
Prior to this sale the company
held some 245,000 acres of
state leases.

Bachner-Forsgren dominate

Bachner (90 percent) and
Forsgren (10 percent) were
the dominant bidders in the
Beaufort Sea sale, with 18 of
21 bids, a total of $573,996.80
for 81.5 percent of the
$704,582.40 bid at the
Beaufort Sea sale.

There were 21 bids on 21
tracts in the sale.

AVCG took two tracts at
Bullen Point on the eastern
flank of the Badami unit — the
farthest east tracts sold in the
Beaufort sale. AVCG bid
$52,480 (7.5 percent of the
sale bids).AVCG holds a large
block of leases south-southeast
of Badami extending across
the bottom of Point Thomson
to the border of the Arctic
National Wildlife Refuge.

ConocoPhillips took one
tract at the northwest corner
of the Colville River unit on
the west side of the sale area,

ALASKA
UADCO,INC.

Representing

Serving the Industrial Needs of Alaska

6116 Nielson Way
Anchorage, Alaska 99518
Phone (907) 563-8999
Fax  (907) 563-8985

Web www.quadcoinc.com

the farthest west tract sold, for
$78,105.60.The company is
the operator and majority
owner at the Colville River
unit. Prior to this sale
ConocoPhillips held some
585,000 acres of state leases; it
also holds extensive federal
acreage in NPR-A.

In the central portion of the
Beaufort sale it was all
Bachner-Forsgren: they picked
up all the unleased state off-
shore acreage between
Northstar and Nikaitchuq, 17
of their 18 tracts, and one tract
off the mouth of the Colville
River — farther west than
other leases on which they bid
— containing the old Gulf 1
Colville Delta State well. The
other tracts they took run
from north of Gwydyr Bay in
the east — across the top of a
block of leases held by AVCG
and adjacent to a block of
Devon leases, and all available
acreage seaward of the Milne
Point unit, including a lease
which contains the old ARCO
1 Jones Island well. Prior to
this sale Bachner held some
24,310 acres in state oil and
gas leases, Forsgren 2,860
acres. &

Editor’s note: This article is
an abbreviated version of
one that appeared in the Oct.
28, 2007 edition of
Petroleum News.
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Paspalof to head Alaska operations

Pacific Energy buys bulk of Forest Oil’s Alaska assets; word is California independent buying

By KAY CASHMAN

Petroleum News

to make Alaska’s Cook Inlet basin a

core area of its operations.The Long

Beach, Calif., independent closed Aug.
27,2007, on its purchase of Forest Oil
Corp’s assets in
Southcentral Alaska.

The purchase price was
$400 million, plus the
issuance of 10 million
shares of Pacific Energy common stock and
a seller note to Forest with a net present
value of approximately $30 million, Pacific
Energy said.

When the companies first announced
the sale in May 2007, Pacific Energy said it
was producing about 3,000 barrels of oil
per day in California, two-thirds of which
came from three offshore platforms in the
federal waters of San Pedro Bay, and that
Forest was producing about 5,900 barrels
of oil equivalent per day in Alaska.

P acific Energy Resources Ltd. is looking

@ PACIFIC ENERGY been appointed to head

Jack-up for Cook Inlet exploration

Paspalof appointed

Pacific Energy has played its
cards close to the vest since it took
over Forest’s assets in Alaska. The
first real news from the company
came on Oct. 31 when Pacific
Energy President Darren Katic told

Petroleum News that
George Paspalof had

its Alaska operations
According to

www.zoominfo.com, from May 1988
through January of 1994, Paspalof was the
L.A. basin field engineer for Texaco E&P,
where he was in charge of ongoing opera-
tions in the Long Beach, Richfield, Aliso
Canyon, Inglewood, and Seal Beach oil fields
that, combined, produced about 6,000 bpd
of oil and 3 million cubic feet of gas per day
from 200 wells. Paspalof’s duties included
management of field operations personnel,
strategic budget planning and management,
coordination with local and state entities,

and long-term reservoir manage-
ment.

Paspalof reportedly has exten-
sive experience in implementing
waterflood optimization programs.

Before going to work for Pacific
Energy, from 1994 to April 2001,
he was the president of Global
Solutions Inc.

Pacific Energy
President
Darren Katic

Alaska core area

In a May 29, 2007, interview
Katic said the Forest acquisition fit his com-
pany’s business model which is “looking at
older fields that we perceive have lots of
upside ... but are undercapitalized for vari-
ous reasons, perhaps because they’ve been
passed around in mergers, so they are non-
core areas for larger companies. ... We see
these Cook Inlet assets as fantastic assets
that need to be somebody’s core proper-
ties. Our intention is to pour a lot of money
in the proven, undeveloped reserves.”

see PACIFIC ENERGY page 15

Alaska Division of Oil and Gas

Alaska's North Slope is the hot spot for oil and gas
exploration in North America!

With the energy inspired by aggressively pro-development leadership, Alaska offers unprecedented
opportunities for serious exploration companies who don't shy away from challenges.
Impediments to exploration and development are being eliminated systematically, including state
initiatives to lower tariffs, improve access to infrastructure and markets, and promote construction of
a natural gas pipeline that, by law, guarantees operraccess and reasonable expansion.

Be informed about Alaska and the valuable new oppori" nities we offer spirited

resource devel opm éent. C()l" pan ies.
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Check us out at http://www.dog. dnr.state. ak.us/oil/, and fi nd outmore about the Alaska Gasline
Inducement Act at http://www.dog.dnr.state.ak.us/agi@index.htm.

7// 77—
/f /
Kevm R. Banks
Director

Photo: Ken Marsh




Page 14 THE EXPLORERS

__neadv for tomorrow.

e s ﬂ SR Y

6751 S. Airpark Place 907.562.5303 .
Anchorage, Alaska 99502 | 907.562.5309 fax | akfrontier.com Alaska Frontier Constructors, INC.




THE EXPLORERS

continued from page 13
PACIFIC ENERGY

Pacific Energy Chief Financial Officer
Jerett Creed told Petroleum News Aug. 30
that the company planned to move ahead
with exploration of the Cook Inlet acreage
it acquired from Forest.

Buying a jack-up?

Creed said the company wanted to use a
jack-up rig to explore its Cook Inlet off-
shore prospects, which include Corsair —
on the same geologic trend as the North
Cook Inlet, Kenai and Cannery Loop gas
fields. He said Pacific Energy was engaged
in discussions with other companies inter-
ested in bringing a jack-up to the Inlet, and
with drilling companies.

In May, Katic said Corsair “alone has 200
million-barrel potential, provides large
exploration upside ... (and) was a high-pri-
ority” drilling prospect for his company. (In
2003 Forest said the prospect could also
contain as much as 480 billion cubic feet of
natural gas.) Petroleum News sources say
Pacific Energy is looking at buying a jack-up
rig from Rowan, which has three jack-ups
for sale that would work in Cook Inlet.

That information coincided with an Oct.
19 announcement by Pacific Energy that it

ON DEADLINE

had closed an equity private placement in
the amount of US $65.5 million.

“The initial US$40 million of the private
placement proceeds will be used to repay a
portion of the debt associated with the
acquisition of the offshore producing
Alaskan assets of Forest Oil ... with the bal-
ance of funds to be used for development
of offshore Alaska and California properties
and for general working capital and busi-
ness purposes,” the company said in a press
release.

CIPL in the deal

The assets that Pacific Energy bought
from Forest include interests in nine pro-
ducing fields in the Cook Inlet area; nearly 1
million net acres in oil and gas leases; and a
50 percent equity interest in Cook Inlet
Pipe Line Co., which owns the 44-mile
onshore pipeline that carries crude oil
down the west side of Cook Inlet to the
Drift River Terminal.

Forest owned 40 percent of CIPL; 40
percent was owned by Chevron (formerly
Unocal); the remaining 20 percent was
owned by Mobil Pipe Line Co. (part of
ExxonMobil).

In late September 2007, the Regulatory
Commission of Alaska was considering an
application by Forest and Mobil for
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approval of a sale of half of Mobil’s 20 per-
cent share in CIPL to Forest.

In a separate application, Forest and
Pacific Energy have applied to the RCA to
transfer Forest’s interest in CIPL to Pacific
Energy. Chevron is, and will remain, the
CIPL operator. Chevron will purchase
Mobil’s remaining shares in CIPL and those
companies will then file an application for
approval of that transfer.

Pacific Energy has production from a
100 percent working interest in the
Redoubt unit (Osprey platform); from a par-
tial interest in the Trading Bay unit (King
Salmon, Grayling, Steelhead and Dolly
Varden platforms) operated by Chevron;
and from its 100-percent owned West
McArthur River unit and Kustatan field.

Forest is still operating the Osprey plat-
form under an agreement with Pacific
Energy.

Pacific Energy reported total revenues of
$8.9 million for 2006 and approximately
$157 million in total assets. ¢

Editor’s note: On Oct. 25, 2007, Reuters
released a 12-page investment profile on
Pacific Energy Resources Ltd., which trades
on the Toronto Stock Exchange under the
symbol PFE. The profile can be purchased
at this Web site:
btips.//commerce.us.reuters.com/
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Armstrong, Total back in the game

By KAY CASHMAN

Petroleum News

n affiliate of Denver-based
Armstrong Oil and Gas and a sub-
sidiary of Paris-based Total S.A.
returned to Alaska in 2007.

When independent Armstrong Alaska
LLC and Houston-based
major Total E&P USA
Inc. left the state in
2005 and 2004 respec-
tively, they both said

this time the two com-
panies returned to dif-
ferent areas.
Armstrong, which
had leases onshore and
offshore the North Slope and been an
active minority partner in drilling several
exploration wells, returned to buy leases
in Southcentral Alaska’s Cook Inlet basin,
initially onshore.Total, which had owned
leases and drilled an exploration well in
the National Petroleum Reserve-Alaska,
returned to buy leases in the federal

BILL ARMSTRONG

JUDY PATRICK

Total plugged and abandoned its first Alaska exploratory well, the Caribou 26-11 No. 1, in 2004. The well
was drilled in partnership with Talisman Energy’s U.S. subsidiary Fortuna Energy (now called FEX).

waters of the Beaufort Sea, offshore the
North Slope.

More deals to come

The first indicators that Armstrong was
back were in July 2007, but it wasn’t until
September that the new affiliate,
Armstrong Cook Inlet LLC, confirmed it
had taken over as operator of the North
Fork gas unit from Gas-Pro LLC.

The top executive of all the Armstrong
companies, Bill Armstrong, said the North
Fork deal, which included the 640-acre

unit and nearly 18,000 acres of surround-
ing and nearby leases, was just the first
deal of possibly several more to come.
“We are looking to get active in the
Cook Inlet,” Armstrong said.“We think it’s
a good time to explore for gas in the
Cook Inlet. ... We're looking forward to
doing more deals. ... Assuming we’re suc-
cessful, we’ll be doing what was typical
for us on the North Slope — a combina-
tion of wildcat and development drilling.”
The Armstrong CI team is “essentially”

see BACK page 18
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the same as the North Slope
team, he said, which included
Ed Kerr, Stu Gustafson and
Matt Furin.

Pursuing aggressive
development

Armstrong CI amended
North Fork’s 42nd plan of
development to pursue what it
describes as “aggressive” devel-
opment of the nonproducing
unit’s natural gas. The amend-
ed plan includes drilling a
9,000-foot Tyonek delineation
well by March 31, 2008.

Armstrong Vice President
Ed Kerr told the state Division
of Oil and Gas that Armstrong
CI would drill a delineation
well in the spring, which Kerr
said was needed to evaluate
the Tyonek reservoir and
ensure “continuous uninter-
ruptible commercial gas pro-
duction.”

Armstrong is also working
on an “agreement in principle”

with Enstar to build “a 15-mile
pipeline from North Fork’s
existing gas well to the KKPL,”
provided Armstrong is able to
“drill and test a reasonable
amount of gas out of the delin-
eation well” Kerr told the
state. The Kenai Kachemak
pipeline is the most southerly
gas pipeline on the Kenai
Peninsula.

Kerr pointed out that no
one has been able to persuade
Enstar or any other party to
construct a pipeline to the
North Fork unit, largely
because there is only one well
in the unit.

Curtis Thayer, director of
corporate and external affairs
for Enstar, told Petroleum
News Sept. 24 that his compa-
ny sees Armstrong as the most
likely candidate to be the first
producer to offer gas for sale
from the southern Kenai
Peninsula. This would motivate
Enstar to build 4- to 6inch
transmission lines connecting
the existing Cook Inlet basin
gas grid to the southern penin-
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sula, he said.

The Anchorage-based utility
would like to first connect
into the KKPL and then build
a line south to the City of
Homer.

Kerr said North Fork was
the first step for Armstrong CI
“playing a larger part in pro-
viding natural gas to
Southcentral Alaska.”

The three companies
Armstrong Alaska brought to
the North Slope in 2002-05
were Pioneer Natural
Resources, Kerr-McGee and
Eni.

Total never lost Alaska focus

Even though the French
major left Alaska in 2004, it
continued to study the state’s
potential, vice president of
Total E&P USA’s Corporate
Division Tom Ryan, told
Petroleum News in April 2007.

“It’s never been an area that
Total abandoned. When we
closed our office we were, at
that time, finished with our
last project there and did not
have anything to go after, but
we didn’t change our focus.
Our geologists completed their
analysis ... and continued to
work on their model,” Ryan
said, which is an “evolving”
effort.

“Alaska has never been off
our agenda.”

Total entered Alaska in 2002
when it picked up leases in
NPR-A and later opened an
Anchorage office.

The company drilled on its
NPR-A Caribou prospect in the
winter of 2003-04. Unhappy
with the results, Total closed its
office and for all intents and
purposes left the state.

Francoise in charge of Alaska

Since Total left Alaska in
2004, the company has sold or
traded all its onshore acreage
in the United States, concen-
trating instead on Gulf of
Mexico deepwater plays.

But that’s “not suggesting
Total wouldn’t look at
onshore” in Alaska, Ryan said.

When asked if the compa-

ny was interested in the
Bristol Bay or Cook Inlet areas,
Ryan said,“I’'m not at liberty to
say, but we’ve done a large
regional model so it would
cover other areas as well”

Total does not have any
immediate plans to open an
office in Alaska. Rather the
company’s exploration office
in Houston, which is headed
by Denis Francoise, will be in
charge of its new Alaska
assets.

“Denis Francoise will be in
charge of refinement and fur-
ther evaluation of those
blocks.They have long-term
implications. But we’re not
going to be opening an office
in the near future or finding a
replacement for someone like
Jack Bergeron until we firm
up our plans,” Ryan said.
Bergeron headed up Total’s
operations in the state from
2002 to 2004.

When asked if a seismic
program was a possibility in
the near future, Ryan said,
“That’s a good question.”

“We're glad to be back and
look forward to working with
the people of Alaska on the
North Slope and elsewhere.
We look forward to establish-
ing new relationships, and
building on those we left
behind,” he said.

North of Point Thomson

The leases Total picked up
when it returned to Alaska
were offered in the April 18,
2007, U.S. Minerals
Management Service Beaufort
Sea lease sale.Total won 32
tracts for $2.2 million in the
eastern sale area, north of the
former Point Thomson unit,
which had the only contested
tracts in the sale.

Shell and Total picked up
contiguous and somewhat
intermingled acreage north of
the Kuvlum and Hammerhead
discoveries, where Shell took a
large number of tracts in the
2005 sale. (Shell has since
changed Hammerhead’s name
to Sivulliq and is looking to
drill and develop it.) ¢
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JACK-UP WANTED

Escopeta, Renaissance hunt for jack-up

By KAY CASHMAN

Petroleum News

2004 U.S. Department of Energy report
on the inlet.

“We think we have a possible total
resource of 1.2 billion barrels of oil and 7
trillion cubic feet of gas,” Davis said.

He said his company’s East Kitchen
prospect is in the same anticlinal struc-
ture as Forest Oil’s (now Pacific Energy
Resources’) Corsair prospect and
Renaissance Alaska’s Northern Lights
prospect. Davis said all three prospects,
which are separated by faults, hold great
promise. That same anticlinal structure
also hosts the producing North Cook
Inlet gas field.

scopeta Oil has led the effort to
E bring a mobile offshore drilling unit
into Cook Inlet, the body of water in
Southcentral Alaska that lies over
part of the Cook Inlet oil and gas basin.

That hunt has main-
ly been for a jack-up
rig, but the company
has also looked at
mobile platforms and
drillships. It even con-
sidered a permanent
platform because it’s so
sure that once its off-
shore Kitchen
prospects are drilled,
the next step would be
development.

Escopeta entered
Alaska in 1993.
Currently, the Houston-
based independent is
in the final stage of per-
mitting to drill its
North Alexander gas
prospect onshore Cook MARK "ANDT
Inlet in 2008. But its crown jewel is its
two, adjacent Kitchen prospects offshore
the Kenai Peninsula community of
Nikiski. Escopeta President Danny Davis
thinks the Kitchen unit could contain
one of the inlet’s missing giants, per a

Renaissance signed deal

DANNY DAVIS Renaissance — and previous owners
of Northern Lights — is the other com-
pany that has been working to get a
mobile offshore drilling unit of some
kind into Cook Inlet. Leading that effort
has been company executive Mark Landt.

And it’s no wonder:The Northern
Lights prospect contains an oil accumula-
tion proven from earlier drilling and
thought to contain in the neighborhood
of 240 million barrels of oil.

Both Landt and Davis have said they
would like to work with each other and
other companies to form a consortium to
bring a jack-up to Cook Inlet, but each
effort to form a consortium has been
thwarted — largely because they were a
couple of wells short of justifying the
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Renaissance bas “entered into a
Letter of Intent with GlobalSantaFe
Jor the High Island VIII Jack-up rig,”
Mark Landt said.

expense of a jack-up. One significant
player that would not commit to a jack-
up was Forest Oil, which at the time had
Corsair and other offshore prospects.

But since Pacific Energy took over
Forest’s Alaska assets in August 2007, it
has been actively trying to get a jack-up
to Alaska (see story on page 13).

Both Escopeta and Renaissance are
moving forward with permitting their
prospects.

Landt told Petroleum News in
October 2007 that Renaissance has con-
tracted with Entrix “for permitting and
environmental services to submit plans
of operations” for the following wells:
Northern Lights No. 1, Northern Lights
No. 2, Northwest Cook Inlet No. 1 and
North Middle Ground Shoal No. 1.

The company has a little insurance,
though, if Pacific Energy doesn’t buy a
jack-up. Renaissance has “entered into a
Letter of Intent with GlobalSantaFe for
the High Island VIII Jack-up rig,” Landt
said.

All three companies stand to lose leas-
es if they are unable to get their Kitchen
Northern Lights and Corsair prospects
drilled soon. ¢
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Arctic Wolf drilling rig ordered by FEX from Akita-Doyon joint venture for drilling in NPR-A. In the above photo the rig is drilling the Amaguk 2 well in the

winter of 2006-07, the first season it was used.

FEX puts NPR-A drilling on pause

Independent remains committed, but concerned about land access, bigh costs,
[iscal regime, postpones drilling for two years

By KAY CASHMAN

Petroleum News

EX L.P’s decision to put its Alaska

drilling program on pause for two

years came as a surprise to everyone
except those paying attention to the feder-
al government’s cancellation of National
Petroleum Reserve-Alaska lease sales. Land
access is the number one issue for the
Alaska subsidiary of Calgary-based Talisman
Energy, but the independent is also con-
cerned about what it refers to as the
“increasing high cost of doing business” on
Alaska’s North Slope.

In an Oct. 10,2007, interview with
Petroleum News, Talisman’s senior manager
of global new ventures, Tim England, said
“Alaska is increasingly less competitive in

attracting exploration capi-
tal due to the very high
costs of remote explo-

FE A

into the Northeast NPR-A
for this year. Because we
needed to stop and shoot

ration operations, long
timelines for development,
many levels of regulatory
oversight and less attrac-
tive and unstable fiscal
terms.”

But FEX would have
been back to drill the next

first half 2007

Talisman/FEX
production
Worldwide: 460,000 boe
Alaska: none (yet)
Time period: Average daily for

seismic in the Northwest,
there was nowhere for the
rig to go so we sent it
back to Deadhorse,”
England said.

To reduce capital expo-
sure per well, he said,a
company has to do multi-

winter if the U.S. Bureau of

Land Management had not deferred a
Northeast NPR-A lease sale from 2007 to
sometime in the last half of 2008.

“FEX contemplated a multi-well, multi-
year drilling program in NPR-A. ... Because
the Northeast lease sale was cancelled, we
could not move our drilling rig to locations

well drilling programs
rather than single drilling programs. For
FEX to develop a multi-well program in the
Northeast, it needed land released through
lease sales.
“BLM has not held a sale in the
Northeast planning area of the NPR-A since

see FEX page 24
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FEX

2002, contrary to the original plan of con-
ducting sales every other year;” England
said.

He said FEX’s activity in the Northeast
NPR-A planning area, which was supposed
to include wells in the upcoming 2007-08
season, “will be driven by access to land”

This coming winter FEX will be con-
ducting a $25 million seismic program on
and offshore Smith Bay.

“One, we're looking to complete our
subsurface coverage over existing discover-
ies and, two, if we get a good ice year, we'll
continue to shoot into Smith Bay,” where
FEX has State of Alaska leases, he said.

In both cases FEX is looking to identify
drilling targets.

“Realistically, the earliest we could get
back to operations in the Northwest NPR-A
will be 2009-10,” England said, because by
the time the seismic acquired in 2007-08
has been evaluated it will be late 2008, too
late to plan and prepare for 2008-09
drilling.

Five wildcats, one sidetrack
in less than five years

But despite its concerns and its decision

to put its Alaska drilling program on a two-
year hold, FEX has made a lot of progress
since it first entered the state in late 2003.

Initially operating as Fortuna
Exploration — later changed to FEX —
Talisman’s subsidiary in Alaska’s first step
was to farm in to Total E&P USA’s Caribou
prospect in Northeast NPR-A, where Total
drilled a wildcat in the winter of 2003-04.

In mid-2004 Total E&P USA dropped all
but three of its 20 NPR-A leases, assigning
eight leases covering the Caribou prospect
to Talisman’s Alaska subsidiary.

‘When asked if FEX would drill a side-
track or second well on the Caribou
prospect the following winter, David Mann,
manager of investor relations and corporate
communications for Talisman, said the com-
pany would drill a NPR-A well in the win-
ter of 2005-06, but he didn’t know if it
would be at Caribou.

“Obviously we already have seismic on
the Total acreage.And obviously we have
our own views on geology and prospectivi-
ty, he said in regard to the 9,362 foot,
Caribou 26-11 No. 1 well Total drilled, then
plugged and abandoned.

That same year FEX dominated a BLM
sale for the Northwest NPR-A planning area
where it was the highest bidder with
almost $26.5 million in high bids. It also

offered the highest amount for a single
tract with its winning bid of more than
$13.7 million for a lease near the Ikpikpuk
River at the junction of the Northwest and
Northeast planning areas.

The independent next dominated an
October 2004 state Beaufort Sea lease sale,
where FEX bid $3.5 million for a block of
19 leases in Harrison Bay offshore NPR-A.

Eight wells in three years

In a July 2005 conference call, Talisman
executives said FEX would be drilling two
wells in the Northwest planning area dur-
ing the following winter’s exploration
drilling season.

In the same time period a newsletter
was distributed to residents of the North
Slope Borough saying the two wells would
be part of a three-year program for the win-
ters of 2005-06, 2006-07 and 2007-08 in
which “a total of two to three drill site ice
pads will be constructed per year” east and
north of the village of Atqasuk and south-
east of Barrow on the company’s acreage
in Northwest NPR-A.

In September 2005 paperwork filed
with the State of Alaska said FEX was look-
ing at drilling a total of eight exploration
wells in the three-year program.

see FEX page 25
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Nabors Rig 14E and supplies were
barged to Cape Simpson from West Dock
in the summer of 2005. Mobilization via
low-pressure vehicles into the area would
happen later that year after the tundra was
frozen and covered with snow.

Looking for big numbers

By mid-2005 FEX’s acreage in and off-
shore NPR-A had grown to 443,000 acres.

Talisman Executive Vice President John
‘t Hart, to whom England reported to at
that time, said FEX was “looking at very big
numbers” from its Alaska acreage — on the
order of 250 million barrels of oil equiva-
lent per prospect — with the potential to
exceed 1 billion boe from something he
referred to as “the structure” within the
Northwest area that was to be drilled in
the winter of 2005-06. Because of the
remoteness of Alaska, he said “we are going
for a big prize, bigger than we have ever
drilled”

In early 2006, Talisman CEO Jim Buckee
said his company spent C$49 million in
Alaska in 2005 on seismic and preparations
for exploration drilling.

FEX did drill two wells that winter,
although one was a sidetrack — not a sepa-
rate prospect as originally planned.The
exploration drilling season on the North
Slope, which is always in the winter when
the delicate tundra is frozen and has a pro-
tective snow cover, was exceptionally short
in 2005-06 due to a lack of snow cover
early in the season, preventing tundra
access, and an earlier-than-usual spring.

Advice for Alaska, U.S. governments

When asked if he had any advice for Alaska Gov. Sarah Palin
and the federal government that owns much of the acreage in
the National Petroleum Reserve-Alaska, Talisman Energy execu-
tive Tim England said if the governor wants to see continued
investment in Alaska, the state should maintain fiscal stability
and provide “regular, unencumbered access to lands.” Both are
very important to Talisman Energy’s Alaska subsidiary, FEX L.P,

he said Oct. 10.
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TIM ENGLAND

“For the federal government, royalty relief for marginal pro-
jects and lease extension provisions need to be ratified for BLM lands, which are
challenged by their remote and harsh operating environment,” England said.
England is senior manager of global new ventures for FEX’s parent, Calgary-

based Talisman.

In between, drillers had to shut down
more than once for some of the coldest
weather on record.

The Aklaq 2 and sidetrack were drilled
west of the Ikpikpuk River near the eastern
border of the Northwest planning area, 154
miles west of Prudhoe Bay.

Acreage number keeps growing

In the March 1, 2006, State of Alaska
areawide Beaufort Sea lease sale FEX took
25 tracts covering 120,000 acres in Smith
Bay offshore NPR-A for a total or $1.46 mil-
lion, bidding from $10.29 to $20.48 an
acre. Some of those leases were adjacent to
federal leases the company held onshore in
NPR-A. (Smith Bay is west of Harrison Bay.)

In addition to complementing the com-
pany’s land position south of Cape
Simpson, FEX’s leases in Smith Bay could
line up with a possible exploration fairway
across the northern part of NPR-A to the
company’s existing leases on the west side

ECONOMICAL HIGH QUALITY CONSTRUCTION

of Harrison Bay, Paul Decker from Alaska’s
Division of Oil and Gas told Petroleum
News following the lease sale.

Decker saw some particularly interest-
ing exploration possibilities in Smith Bay.

“It’s a nice crestal position on the
Barrow Arch, with shallow water and logis-
tically connected to their onshore explo-
ration program in NPR-A;” he said.

People have long known about four oil
seeps on the coast at Cape Simpson, just
west of Smith Bay. It’s a natural oil trap
where Brookian topset sands come up
against shale in an ancient incised canyon,
Decker said.The oil from the Cape
Simpson seeps likely originates from an “oil
kitchen” to the north, in a lower Cretaceous
source rock system known as the HRZ,
Decker said.

“That would put this (Smith Bay) area
squarely in between the kitchen and the
seeps,” he said.“So you probably have a

see FEX page 26
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pretty good plumbing story to
be able to charge this with nice
light oil”

In addition to a possible
Brookian play, there are poten-
tial Ellesmerian plays below the
lower Cretaceous unconformity
(ancient erosion has probably
scoured out the Beaufortian
middle and upper Jurassic
sands that are found in nearby
onshore wells). The East
Simpson No. 1 and No. 2 wells
on the coast near Smith Bay
found some interesting
Sadlerochit and Endicott sands
below the lower Cretaceous
unconformity, Decker said.

Alaska an exercise in logistics

In addition to discovering oil
at his company’s first wildcat in
NPR-A, the Aklaq 2 and side-
track, Buckee said his company
learned just how cold it could
be on Alaska’s North Slope.

“It’'s damn cold up there,” he
said in a May 10, 2006 confer-

— -

ence call.

It’s also surprisingly warm at
times, said 't Hart.

A combination of those two
extremes forced FEX to sus-
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Nabors Rig 14E drilling Aklagyaaq No. 1 exploration well in NPR-A for FEX in the winter of 2006-07.

pend drilling Aklaq 2 and its
sidetrack in February in antici-
pation of future testing.

Buckee and 't Hart said the
challenges ran the gamut from
a deep freeze as FEX was barg-
ing equipment to the Aklaq site,
followed by a warm spell that
affected the tundra, then anoth-
er cold snap.

“Alaska is an exercise in
logistics,” said ‘t Hart.

Weather aside, FEX was soon
gearing up for its next round of
drilling in the winter of 2006-
07, this time with two drilling
rigs.

Akita to build new Arctic rig

The big Nabors Rig 14E that
FEX used in 2005-06 was
stacked at a staging area on the
shores of Smith Bay. But FEX
was also interested in bringing
a second, lighter-weight explo-
ration rig to NPR-A — one
designed to withstand the rig-
ors of the Far North.

Calgary-based Akita Drilling
would build it, FEX said, and
Anchorage-based Doyon
Drilling would operate it. Each
company would own 50 per-
cent of the rig, which would be
under contract to FEX and
Talisman for an unnamed num-

ber of years.

The rig, which would be
brought in from the other side
of the Colville River via low-
pressure vehicles as soon as
conditions allowed, was named
the Arctic Wolf.

Akita said the new rig would
cost $13.2 million to build.

Shooting for five wells

Initially FEX hoped for a
favorable 2006-07 season in
which five wells south of Cape
Simpson and west of the
Ikpikpuk River in Northwest
NPR-A could be drilled with the
two rigs.

The program would involve
building up to five ice pads and
81 miles of ice road, as well as
one 5,000-foot ice runway and
several smaller airstrips, FEX
said in paperwork filed with
BLM.

Although FEX had nine well
locations staked, it said in its
plan of operations for the 2006-
07 exploration season that
“probable well sites would be
at Aklaqyaaq No. 1 and Aklaq
Nos. 3,6,and 7” and that “two
to three reservoir penetrations
may be drilled at each of the
locations during the 2006-07

see FEX page 27
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drilling season.”

Picks up more acreage

While making preparations for the 2006-
07 drilling season, FEX was picking up
more acreage on Alaska’s North Slope.

In the September 2006 BLM lease sale
for Northwest NPR-A more than 75 percent
($10 million) of the high bids came from
FEX and its 60/40 bidding partner, Petro-
Canada.

The partners took some 562,000 acres,
paying an average of almost $18.50 an acre,
and winning all 48 tracts on which they
bid.

FEX/Petro-Canada also had the highest
bid per acre for a tract when they took
lease 272 at $201.03 per acre for a total
price of almost $2.3 million. It was adjacent
to a tract FEX paid $5.09 an acre in the
2004 Northwest NPR-A sale.

The companies’ 2006 bids were on
tracts south and west of a large block on
the northeastern edge of the sale area in
which both companies took acreage in the
2004 sale. The new acreage extended as far
west as Atqasuk. In the north the compa-
nies filled in north and east of 2004 tracts.

Richard Garrard, geoscience manager for
FEX and the company’s top man on the
ground in Alaska, told Petroleum News
after the sale that the sale area is where the
company shot proprietary 3-D seismic the
previous winter.This was followed by a 2-D
program, England said Oct. 10, 2007.

First onshore state acreage

In the October 2006 North Slope areaw-
ide lease sale held by the State of Alaska,
FEX tooOK its first onshore state acreage — a
block of seven leases west of the trans-
Alaska oil pipeline including the old
Atlantic Richfield Susie 1 well. The compa-
ny bid $413,805 for the tracts.

The Susie 1 was drilled in 1966 by
Richfield, which would soon merge with
Atlantic, at a surface geological structure
north of Sagwon on the Sagavanirktok
River. Richfield drilled down through the
crest of the surface anticline at Susie.

“That well went down to 13,500 feet
and had some oil shows in the ... upper
part of the hole,” Gil Mull, an on-site geolo-
gist, told Petroleum News in 2002.
Unfortunately, the shows did not prove eco-
nomic for a remote well by 1968 standards
and Richfield abandoned the well in
December 1966.A year later Atlantic
Richfield, predecessor to ARCO, and
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Humble Oil, predecessor to Exxon, drilled
the discovery well at Prudhoe Bay, about
60 miles north of Susie 1.

Mull, who gained a reputation as one of
the top geologists working northern Alaska,
also said “some of us were pushing hard to
continue the Susie well on down to test
the Sadlerochit before that well was aban-
doned.” (The top of the Sadlerochit group is
the Ivishak formation that forms the main
reservoir in the Prudhoe Bay field.)

FEX, Petro-Canada
formally team up

In December 2006 a 30-day public
notice was posted by the State of Alaska
saying that Calgary-based Petro-Canada’s
Alaska subsidiary had submitted an oil dis-
charge prevention and contingency plan
for a “multi-year exploration drilling pro-
gram” in NPR-A. Drilling was to begin in the
winter of 2007-08.

But while the company’s spill plan was
being processed by the Alaska Department
of Environmental Conservation an explo-
ration partnership between FEX and Petro-
Canada was being hashed out for all of
their tracts in NPR-A, except for Petro-
Canada’s acreage in the Brooks Range
Foothills which it shared with Anadarko

see FEX page 28
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Petroleum and BG Group.

Three wells instead of five

On Jan. 19, 2007, at the Alaska Support
Industry Alliance’s annual Meet Alaska con-
ference, England was less enthusiastic
about Alaska than he and his superiors had
been in the past.

On the one hand FEX was forging ahead
with an aggressive exploration program in
NPR-A, he said. On the other hand, issues
such as land access, rising costs, permitting
inefficiency and Alaska’s tax regime threat-
ened the viability of the state’s petroleum
exploration and development, England said.

He said that FEX, with almost 1.5 million
gross acres under lease, was continuing
deep drilling done by industry in the early
1980s. But modern drilling equipment
enabled the drilling to be done much more
quickly than in the past, he said.

FEX, he said, was planning to spud
another deep well, the Aklaqyaaq No. 1, on
Jan. 27.

“We should have completed our second
ice pad today and we're expecting to spud
our Amaguq No. 2 well on Feb. 7, England
said.

FEX also hoped to spud a third NPR-A
well, the Aklaq No. 6, later in the winter,
which totaled three wells in NPR-A for
2006-07.This was down the previous goal
of as many as five wells because of later
than expected tundra access.

Continuing challenges

In his January 2007 speech England said
NPR-A exploration continued to face many
of the challenges that existed during explo-
ration of the region 20 years earlier. In par-
ticular, operational costs were very high
and becoming higher.
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‘While industry could manage its costs
through partnerships, cost sharing, by
becoming more efficient and through the
use of new technologies, England said the
State of Alaska could also help with cost
issues. He especially praised the state’s
exploration incentive tax credit program.

“Without those substantial exploration
incentive credits we wouldn’t be here,
England said.“That substantially affects our
ability to compete for cash to explore in
Alaska”

The state might also be able to help in
other ways, he suggested, perhaps through
tax credits for operational efficiencies such
as the use of modern drilling rigs. Tax
incentives for drilling multiple wells in a
single drilling season might be another pos-
sibility.

England also slammed the state’s switch
from a petroleum severance tax to PPT, the
new oil and gas production tax passed in
2007, saying it “effected a 25 percent loss in
Net Present Value.” (The Alaska Legislature
convenes in a special session Oct. 18,2007,
to look at changing the new tax in a man-
ner that might increase the state’s take.)

Land access

Access to North Slope land was also
proving problematic, England said in his
January 2007 speech, noting there had
been a time lag of two years between suc-
cessive NPR-A lease sales, and third-party
pressure had caused lease sale cancella-
tions and postponements.

“The federal administration should really
think about holding more frequent lease
sales, providing greater access to its lands,”
England said.

He also said that industry and govern-
ment needed to take the appropriate steps
to curtail “nuisance litigation,” saying that
he had estimated that industry had expend-
ed about $40 million in preparing for the
September 2006 NPR-A lease, a substantial
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part of which was pulled from the sale
because of a court ruling.

“Those (costs) are large numbers and
we are less receptive to keep doing that in
the future. ... We've got to get it fixed,”
England said.

Extend North Slope
drilling season

He also urged people to seek ways of
extending the North Slope exploration
drilling season with a review of the criteria
for the tundra travel opening date. He said
that FEX supported ideas for state or feder-
al staging areas in remote areas, to enable
equipment to be stored close to explo-
ration areas during the summer.

“That could be a joint federal and state
initiative, and we’ve had some discussion in
that regard,” England said.

Regulatory process too cumbersome

England also criticized the regulatory
process for North Slope operations as
lengthy, repetitious and expensive. People
must find ways of reducing the redundancy
involved in doing multiple environmental
assessments in the same area year after
year. Multi-year permitting might provide
one solution, he suggested.

From the state’s perspective, the crucial
question was how to stem the decline in
oil production, England said:“We need to
drill a lot more exploration wells on the
North Slope to even have a chance to off-
set that decline”

Still bullish on NPR-A

England emphasized that FEX and
Petro-Canada remained bullish on the
prospects for oil and gas development in
NPR-A.

“We're taking a long-term view to
developing our subsurface knowledge and
our experience in building in our second
operating season,” England said.“... We are
developing good partnerships with the
North Slope Borough stakeholders and we
hope that will help us bring future devel-
opment. ... We have 157 people out in the
field right now”

England ended his January 2007 pre-
sentation with a photograph of the Cape
Simpson oil seep on the Beaufort Sea
coast of NPR-A.

“It’s still there and it’s massive,” he said.
“... There is the potential for massive
deposits untapped ... out in NPR-A, but
we need to drill a whole bunch more
wells to find them.”

see FEX page 29
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FEX
Hints 2006-07 drilling success

In early March 2007 there were rumors
of FEX hauling truckloads of crude from
the Aklaqyaaq No. 1 well.

Unfortunately for all companies drilling
exploration wells on Alaska’s North Slope,
the weather once again interfered with
scheduling. Most exploration programs got
under way in February, not December or
January.

The first official word from FEX on its
drilling results came March 1, 2007, from
top executives in Calgary to analysts.

This is part of what they had to say:

Q: Progress in Alaska?

A:Talisman CEO Jim Buckee:“I think
there are six or seven wells drilling up
there (referring to work of all operators)
and we all spud approximately the same
time in mid-February ... the weather condi-
tions affect everybody. Now that we’ve
started drilling, though, the operation’s
been going very well. ...We have seen some
uphole gas. Hydrocarbons are not a prob-
lem”
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Q: P-50 reserve potential for the three
Alaska prospects?

A: Executive Vice President of
Exploration John ‘t Hart:“Yeah, actually
Aklaqyaaq could be the biggest ... but Jim
is quite correct in the hundreds of millions
of barrels for a P-50 (median reserve poten-
tial) number, is the ... right number, but a
significant upside to these numbers”

Q: On Alaska what is the lead time for
these fields going onstream?

A:Ronald J. Eckhardt, executive vice
president, North American operations:“In
Alaska the timeline’s pretty long ... very,
very best — you know miraculous —
would be 2012; 1 think 2014 — 13,14 is
probably better”

Hits in several formations

In May 2007, Talisman had more to say,
this time in a press release and an inter-
view with Petroleum News.

All three of the wells FEX drilled in
NPR-A in 2007 encountered hydrocarbon-
bearing sandstones in several formations,
Talisman said.

One well — Amaguq No. 2 — was
plugged and abandoned and the other two
wells — Aklaqyaaq No. 1 and Aklaq No. 6
— were suspended, Talisman said.

Although weather conditions did not
allow enough time to test the three wells
— or the well and sidetrack that FEX had
drilled the previous winter — the “initial
estimate of contingent resources present”
in the formations of the two 2007 suspend-
ed wells was “300-400 million barrels” net
to FEX, which has a 60 to 80 percent work-
ing interest in the leases.

In addition to the 300-400 million bar-
rels, Talisman said “there is significant fol-
low-up potential on many similar structures
on Talisman’s acreage if commercial pro-
ductivity is proven.

The announcement was based on log
analysis and “strong gas and oil shows,
including oil staining and free oil in the
drilling mud in one of the wells,” the com-
pany said.The two wells encountered more
than 225 feet of net hydrocarbon-bearing
sandstones.

“I am very encouraged by the results of
our winter drilling program in Alaska,
although disappointed that we did not
have time to test the wells,” Buckee said in
the May press release.“The presence of
black oil on the shakers is very positive as
it confirms the presence of mobile oil as
opposed to gas”

Although the well that was plugged and

see FEX page 30
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abandoned encountered hydrocarbon-bear-
ing sandstones, Talisman said Amaguq No. 2
would be “subcommercial given current
infrastructure” — a challenge all three
prospects face west of the Ikpikpuk River.
The company said “recently acquired high-
fold seismic” will be used to analyze
Amaguq No. 2.

Talisman said FEX would test the rest of
the wells during the winter drilling season
of 2007-08, but soon after canceled those
plans when it appeared there would be no
NPR-A lease sales until the last half of 2008.

Taking two years off

After three years of wildcat drilling in
NPR-A, FEX said it would take two years off
to evaluate its five project areas in northern
Alaska with the goal of identifying drillable
prospects for the 2009-10 winter season,
England told Petroleum News July 20,
2007.

During that time FEX would be acquir-
ing new 3-D seismic in the Smith Bay area,
onshore and offshore.

Drilling results looked promising, he
said, but the cost of the NPR-A exploration
program had been high. FEX wanted as
much data as possible before choosing
where it would drill next amongst its five
northern Alaska projects.

“Drilling so far from infrastructure is
very expensive in Alaska. Before we spend
additional money on drilling and testing we
need to complete our seismic data, because
we want to be sure we are drilling in opti-
mum locations,” England said. (The closest
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FEX well in Northwest NPR-A is about 150
miles from a common carrier pipeline.)

“Once you're out of the field in the
spring you only have about four weeks to
decide if you're going to keep the equip-
ment out there and go back in the follow-
ing winter;” he said, noting that “even if you
just go out to test wells the costs are still
very high ... because so much of what
you're paying for is fixed costs ... for main-
taining a presence in the area.You have to
have similar equipment out there no mat-
ter what you're doing, drilling or just test-
ing”

Five project areas

As of mid-October 2007, FEX’s five pro-
ject areas in Alaska include Smith Bay
onshore in Northwest NPR-A; Smith Bay
offshore in state waters; Caribou in
Northeast NPR-A; Harrison Bay offshore
NPR-A, where the company has already
shot 3-D seismic, and; onshore state acreage
near the trans-Alaska oil pipeline on the
central North Slope, where the company
plans “subsurface evaluation and geophysi-
cal surveys” during the next two years,
England said.

To date, FEX has invested $185 million
in drilling and seismic and acquired
950,725 net acres since entering the state,
he said.

The company’s 2007-08 Smith Bay seis-
mic program would “provide 60 to 70 jobs,
mostly to contractors,” England said.
“Kuukpik-CGGVeritas will carry out the
survey” FEX will be “consulting with the
community of Barrow about our plans on
Oct. 23, England said.

“During drilling this past winter we had
about 220 people, mostly in the field work-
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ing for contractors.”

During the coming year’s evaluation
phase, he said FEX would continue to
employ five full-time employees in its
Anchorage office. (As of mid-October, there
were still eight people working in its Alaska
office.)

Is FEX looking to sell its North Slope
acreage or bring in another partner (in
addition to Petro-Canada)?

“FEX is not looking to sell its Alaska
acreage.This winter we are acquiring sub-
stantial new seismic data, which will be
reviewed in 2008, and from those reviews
we will be able to set our plans for future
exploration activity. Additional partners
could be considered at that point,” England
said.

On May 30, 2007, Jim Buckee, 62,
resigned as Talisman’s chief executive offi-
cer, a position he had held for 14 years, to
spend more time with his grandchildren.
He passed the controls to John Manzoni,
47, most recently the head of BP’s refining
and marketing operations and once seen as
a leading candidate to replace chief execu-
tive officer John Browne.

Buckee, backed by a doctorate in astro-
physics from Oxford University, was presi-
dent and chief operating officer of BP
Canada in 1991 when it spun off its
Canadian assets at that time to create
Talisman. ¢

Editor’s note: In addition to Richard
Garrard in Anchorage and Tim England
in Calgary, anotber lead individual work-
ing on FEX's Alaska operations and assets
is Calgary-based Kim Safton, Talisman’s
North America frontiers exploration man-
ager; who reports to England.
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Chevron: working across the state

White Hills exploration to begin this winter, company continues to look at CooR Inlet opportunities

By KRISTEN NELSON

Petroleum News

hevron, an oil and gas explorer and
c producer in Alaska for decades, will

begin exploration drilling this win-

ter at its White Hills prospect in the
Brooks Range foothills on the southern
edge of the North Slope.This marks the
first time the company — or Union Oil
Company of California, which Chevron
acquired in 2005 — has explored on the
North Slope since the early 1990s.

Chevron’s Alaska
general manager, John
Zager, told Petroleum
News in mid-
September 2007 that
Chevron'’s “overall
exploration plan ... is
commensurate with
our commitment to
Alaska” After the
Chevron purchase,
there was speculation
that the company might sell off its Alaska
properties, but in 2006 Chevron
announced that it would keep Unocal’s
employees and assets in Alaska.

Zager said “exploration is a key part of
our plans” because Chevron intends “to
grow the business” and has “made a com-
mitment to be in Alaska.”

‘While that commitment “involves a
significant amount of development
work” there is “also an exploration com-
ponent,” he said.

“Over the next couple of years we’ll
have more exploration going on than we
have had in a number of years here in
the state.”

“We haven’t operated along the North
Slope since the early ‘90s, so this is a sig-
nificant move for us and obviously we'’re
hopeful it will be successful and lead to
many more opportunities up there.”

Chevron holds 906,136 net acres of
oil and gas leases in Alaska.

JOHN ZAGER

White Hills prospect

Chevron has been talking about explo-
ration drilling at White Hills — Zager told
the Resource Development Council in
November 2006 that the company was
“working hard on getting that ready and
plan to have a rig out there probably

JUDY PATRICK

about 12-14 months” from now.

Petroleum News reported in July 2007
that Chevron had permitted a number of
While Hills locations and told regulators
it planned to drill up to six wells in its
first exploration drilling season at the
While Hills prospect, with the potential
for additional wells in

the 1966 Susie well that Richfield drilled
just before Prudhoe Bay was discovered.
That well had oil shows and Myers said
while the well was unsuccessful “there is
still significant interest in that area for
oil”

“The oil-stained outcrops ... around

Sagwon Bluffs illustrate

subsequent years.
Chevron described the
plan to the Alaska
Department of
Environmental
Conservation as “a region-
al, multi-year onshore oil
and gas exploration
drilling program during
the winter months on the
North Slope” at its Brooks

Chevron

Chevron production
Worldwide: 2.64 million boe

the area contains oil,”
Myers said.Targets at
While Hills would
include Cretaceous sands,
including the Kuparuk
River formation, he said.
Division of Oil and
Gas geologist Paul Decker
told Petroleum News in
2006 that both the
Amethyst and Malguk

Range Foothills White A.Iaska: . _37'000 boe. wells penetrated thick
. . . Time period: Average daily for
Hills prospect. White Hills first half 2007 Upper Cretaceous deep-

is west of the

water turbidite sands

Sagavanirktok River and
east of the Colville River. Mobilization
will begin with a staging area and camp
at the Franklin Bluffs pad, Milepost 39.6
along the Dalton Highway.

The new North Slope rig that will drill
at White Hills, Nabors 106E, will drill first
at Happy Valley on the Kenai Peninsula.
Zager said the 106E was being set up at
Happy Valley in mid-September and will
“drill two new wells off what we’re call-
ing the B pad (at Happy Valley), which is
a western extension from the original A
pad”

And when will work begin on the
North Slope? As soon as conditions per-
mit and Chevron has permits in place,
Zager said.The rig is expected to be
taken to the slope in early December and
spud at While Hills as soon as snow and
freezeup allow.

2-D seismic last winter

Unocal began White Hills tract acquisi-
tion in 2001 and Chevron added 48
tracts in the March 2006 state areawide
lease sale.The While Hills acreage
includes Unocal’s 1994 Amethyst well as
well as BP’s 1991 Malguk 1 well.

Zager said he couldn’t discuss
Chevron’s target at White Hills, but for-
mer Alaska Division of Oil and Gas
Director Mark Myers told Petroleum
News in 2006 that White Hills is close to

with good oil and gas
shows and said Phillips Petroleum’s 2002
Heavenly 1 well just west of White Hills
had the same Cretaceous interval and
that the same sands may extend within
the Chevron acreage.

Chevron acquired 2-D seismic on the
North Slope last winter.

Stump Lake well in ‘08

While Chevron has production from
working interest ownership in North
Slope fields, its operated production is
from Cook Inlet.

Zager said that the company has been
“active onshore for the last few years
with gas exploration” in the Cook Inlet
basin — resulting in “at least two discov-
eries, one with Marathon at Ninilchik and
the other one at Happy Valley”

“Our effort in the next year or two
onshore will primarily be — I'd call it
more in the exploitation realm,” he said.

Drilling will be at Happy Valley before
Rig 106E goes to White Hills.

“And then on the west side, we have
plans for next summer to drill a well at
Stump Lake”That will be the first well
the company has drilled on the west side
in a number of years, he said.

“That is probably more of an exploita-
tion well than a true exploration. It’s not
a new field wildcat,” Zager said.

see CHEVRON page 32



Page 32

THE EXPLORERS

continued from page 31
CHEVRON

He said Chevron’s inten-
tion is to “use the same rig
that we hope to be using with
our partners at Beluga River”
next summer.

Stump Lake is gas, he said,
and is one of four west side
Chevron fields — all gas —
including Stump Lake, Pretty
Creek, Ivan River and Lewis
River. Chevron holds 100 per-
cent working interest in all
four, Zager said. Of the four,
Alaska Oil and Gas
Conservation Commission
records show current produc-
tion from Ivan River and
Pretty Creek. Chevron also has
gas storage at Pretty Creek.

The Stump Lake well is
based on a “new geological
interpretation,” Zager said,“...
reworking the data and com-
ing up with a new interpreta-
tion.”

Chevron has just complet-
ed another storage well at
Swanson River,“so we’ve got a

little more capacity for this
winter.”

An undeveloped Chevron
find is the Red well, which
has been discussed as a possi-
ble gas source for the south-
ern Kenai Peninsula.

Kevin Tabler, Chevron’s
Alaska manager of land and
government affairs, said the
Red 1 well flowed “at a sub-
stantial rate,” but the offset
well, the Red 2, was a dry
hole.“The Red 2 results cou-
pled with our analysis of the
well data on Red 1 indicate
that the reservoir volume is
rather small,” Tabler told
Petroleum News in an
October 2007 e-mail. “We will
look for opportunities to
work with others to hook the
well up as soon as a commer-
cial project comes together,”
he said.

Offshore work oil-related

Most of Chevron’s offshore
Cook Inlet work is oil related,
Zager said, although “we will
soon be drilling” a gas devel-

The key word is . . .

INNOVATION

Any Cas, Any Time, Anywhere

cos, Welding, and Cutting Equipt.
for Sale and Rental
562-2080 Anchorage & 452-4781 Fairbonks
call Toll Free 1-800-478-1520

opment well on the Steelhead
platform.

As far as offshore explo-
ration work goes, “probably
mostly work at the Monopod
will be considered exploita-
tion-type work, but we’re
doing significant development
at Granite Point and at Trading
Bay unit and Trading Bay
field”

“As far as exploration, the
only real what I call true
exploration well we have
planned right now is off Anna
in Granite Point field. That
would be a gas prospect.”

Zager talked about this gas
prospect at the Resource
Development Council in
November 2006. He said
Granite Point is a big struc-
ture, a four-way closure, and is
in a good neighborhood for
gas with the McArthur River,
Beluga River and North Cook
Inlet fields in the area. He said
Granite Point “has never really
been drilled on top as a gas
prospect,” and is risky for gas
because it’s shallower than
some of the other fields.

That well could be drilled
around the second quarter of
2008, Zager told Petroleum
News in September 2007. He
said Rig 428, a Chevron-
owned rig, is being moved out
to Anna now. “It’ll be set up
and start drilling off Anna
probably by the first of
December and we’ll have a
couple of oil wells that we’ll
drill first,” development oil
wells, he said.

Most of Chevron’s Cook
Inlet activity will be develop-

ment drilling, he said, because
the object is an “increase in
near-term production.”

With gas “a more and more
precious commodity” in Cook
Inlet, “we’re focused on work-
ing to meet our ongoing oblig-
ations to our gas markets,”
Zager said.

No Jurassic in 2008

Zager said in 2006 that
Chevron is considering
drilling deep in Cook Inlet to
test the pre-Tertiary Jurassic.

Tabler told Petroleum
News that test will not occur
in 2008, but “we continue to
plan for a Jurassic test in the
McArthur River field in the
next couple of years.” He said
that test “will need to com-
pete to secure exploration
funding in Chevron’s global
exploration portfolio.”

The deepest vertical depth
of a Cook Inlet basin well is
some 12,000 feet.
Commissioner Dan Seamount
of the Alaska Oil and Gas
Conservation Commission
said companies will have to
drill another 5,000 feet below
known reservoirs to test the
deeper sands.

Seamount told Alaska legis-
lators in early 2005 that there
has been relatively little explo-
ration drilling in Cook Inlet
compared with oil regions
elsewhere in the United
States, and said with potential
deeper undiscovered oil exist-
ing platforms could play a
role in exploration.

see CHEVRON page 34
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The U.S. Geological Survey has esti-
mated that only 4 percent of the oil the-
oretically generated from Cook Inlet
source rock has been identified.

Referring to existing platforms,
Seamount told legislators “There’s still a
good chance that a lot of that 96 per-
cent is still under the drill bit”

He said there are many known,
untested Tertiary prospects accessible
from the platforms and said fault blocks,
some of which lie right under the plat-
forms, form fault traps that could con-
tain oil.

“We could explore untested fault
blocks and now, with new technologies
and extended reach drilling, there are a
lot of other identified prospects within
reach,” Seamount said.

He thinks there is oil in the Jurassic
strata under the platforms, below
Tertiary rocks that form the reservoirs
for all of the Cook Inlet oil and gas
fields. Rocks of the middle Jurassic
Tuxedni group sourced Cook Inlet oil
and that oil must have migrated through
or alongside potential reservoir sand-
stones that are late Jurassic in age and

Meet Alaska 2008
AK to the Future

www.alaskaallionce.com

How to attract investment to Alaska

Here is Chevron’s response to what the State of Alaska and/or federal govern-
ments can do to attract more oil and gas company investment to Alaska.
The government needs to provide three things to attract more investment in

Alaska:

1) Provide access to land — the State does a very good job through the areaw-

ide leasing program;

2) Provide a reasonable permitting environment. Steps have been taken, but
there is more to do to cut down the costs and possible delays;

3) Provide a stable and reasonable tax environment. It is very difficult for any
company to plan its business if taxes are changing annually.

Recognize that Alaska is an expensive and high-risk place to do business. In
order to attract more capital, Alaska must offer terms that recognize, and in some
manner accommodate, some of those risks.The State will not be successful in
attracting more capital and getting more production if the industry is continually
forced to take more risks and accept increased costs through higher taxes.

Chevron holds 906,136 net oil and gas acres in Alaska.

known to exist under Cook Inlet.

“There are very thick sands in the
Jurassic,” Seamount told legislators. “The
oil would have had to have touched the
sandstone within the Jurassic before it
got up into the Tertiary reservoirs that
have been exploited to date.”

Chevron spokeswoman Roxanne Sinz
told Petroleum News in November 2006
that there had been a small amount of
Jurassic production at the Trading Bay

unit in the past.Testing the Jurassic from
one or more of the unit’s platforms is an
option “being considered along with a
wide spectrum of oil development
opportunities in Cook Inlet, including
Jurassic. However, significant additional
technical work must be completed
before we can rank, prioritize and
schedule any specific drilling activity
to further evaluate these types of tar-
gets,” Sinz said in 2006. ¢
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Gas giant BG
strong partner

By KAY CASHMAN

Petroleum News

one of the world’s largest

natural gas companies,
entered Alaska in January 2000,
with a Brooks Range Foothills
joint venture agreement with
Anadarko Petroleum and Petro-
Canada.

The Foothills deal gave BG
Group’s new Alaska subsidiary
BG Alaska E&P Inc. a one-third
share in the oil and gas rights
on some 2.2
million acres
between
the Canning
and Colville
rivers along
the southern
border of the North Slope.

In September 2007,JV oper-
ator Anadarko said the partners
would drill two wells on two
gas-prone Foothills prospects in
the winter exploration season
of 2007-08 — the first commer-
cial wells targeting gas to be
drilled in northern Alaska (see
story on page 88).

Other investments followed,
including a 40 percent share of
208,000 acres on the eastern
North Slope, including a piece
of an oil prospect called Jacob’s
Ladder.

“BG Group is focused on
growing its presence in Alaska
as part of our long-term plan to
meet the increasing U.S. energy
demand through the produc-
tion of new natural gas supplies
from Alaska and Canada,” BG
Group’s Executive Vice
President Martin Houston said
in May 2006.

BG also began bidding in
Alaska lease sales with
Anadarko and Petro-Canada in
20006.

By July 2007 the company
had interest in over 3.1 million
gross acres in the eastern North

l ondon-based BG Group,

2007 headlines

OCT. 28

LNG good option

BG says increasing globaliza-
tion of market bodes well for
North Slope gas
http://www.petroleumnews.co
m/pnads/597284068.shtml

MARCH 25

Gas shippers on AGIA:

It’s a start

North Slope explorers Chevron,
BG give Alaska legislators pre-
liminary take on governor’s
gas line bill; call for alignment
http://www.petroleumnews.co
m/pnads/138514660.shtml

MARCH 11

BG Group goes after ‘big
gas’ in Canada
http://www.petroleumnews.co
m/pnads/509079798.shtml

Slope and Foothills partner-
ships.

BG, which supplied half the
liquefied natural gas imported
to the United States in 20006,
supported Alaska Gov. Sarah
Palin’s 2007 Alaska Gas line
Inducement Act.

A company executive told
an Anchorage audience in
October 2007 that exporting
LNG from Alaska would be an
effective way to monetize the
state’s North Slope resource.

“LNG, I believe, is an indus-
try that holds the key to the
future evolution of gas markets
worldwide and I believe that
Alaska can be a critical part of
that world market,” said David
Keane, vice president policy
and corporate affairs, BG North
America, Caribbean and Global
LNG.

Glenn McNamara, presi-
dent of Calgary-based BG
Canada Exploration and
Production, manages BG’s
Alaska subsidiary. ¢
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Aurora Gas in holding pattern

Drilling rig remains idle while company deals with litigation, looRs to sell or recapitalize company

By ALAN BAILEY

Petroleum News

ollowing a difficult year in 20006,
F Aurora Gas remains in something of

a holding pattern while it tries to
resolve its future. Aurora Gas has spent
the majority of 2007 focused on its ongo-
ing litigation with Enstar Natural Gas Co.
and on its efforts to sell or recapitalize
the company,Aurora Gas President Scott
G. Pfoff told Petroleum News Oct. 29,
2007. Efforts to sell the company have
progressed but not to a
point where Aurora
Gas is prepared to
release any informa-
tion, Pfoff said.

Formed 2000

After its formation
in 2000 the company
established itself as a
small, independent
explorer and producer, bringing natural
gas to market in Alaska’s Cook Inlet. A rel-
atively low-risk strategy of drilling close
to known gas accumulations transitioned
in 2004 to the drilling of more risky
exploration prospects.

In late 2004 Aurora Gas drilled its first
pure exploration well, the Three Mile
Creek No. 1.1t was a discovery.

And by the end of 2005 the company
was operating five fields on the west side
of the Cook Inlet: the Koala, Lone Creek,
Moquawkie, Three Mile Creek and Nicolai
Creek fields.

This initial exploration success was
followed by the drilling of dry explo-
ration wells at Aspen in 2005 and Long
Lake in 2006 — both of these wells were
on the west side of the Cook Inlet.

SCOTT G. PFOFF

Swift joint venture

In March 2006 Aurora Gas and Swift
Energy Co.announced a joint venture to
explore some of Aurora Gas’s Cook Inlet
acreage.And in April 2006 the joint ven-
ture drilled a wildcat well at the
Endeavour oil prospect in the southwest-
ern Kenai Peninsula.The 9,225-foot well
proved to be a dry hole, despite its prox-
imity to a known oil accumulation in
very similar geology at the Hammerhead
prospect near Anchor Point.

JUDY PATRICK

The agreement with Swift contemplat-
ed the possibility of drilling at least two
wells, Ed Jones,Aurora Gas’s executive
vice president engineering-operations,
told Petroleum News in March 2007 —
potential oil prospects include a target
below the Aspen gas prospect that
Aurora Gas drilled in 2005. But Pfoff said
in March that Swift was preoccupied
with some recent acquisitions in
Louisiana. In October Swift told
Petroleum News that it had diverted
manpower working on Alaska to deal
with “two sizable acquisitions” that the
company had made during the past year.

In November 2005 Aurora Gas signed
an agreement with Trading Bay Oil and
Gas to take a majority

Meantime the contractual dispute
with Enstar is scheduled for trial in
the first quarter of 2008 in a
Superior Court for the State of Alaska
district court, Pfoff said.

duction compounded the commercial
problems by penalizing producers who
supply gas at below average prices for
the Cook Inlet region.

Perfect storm

And, in what Pfoff described as “a per-
fect storm” compounded by “geologic
complexity, the high-cost environment in
which Aurora Gas operates and recent
commercial uncertainty,’

interest in the Hanna
prospect on the west side
of the Cook Inlet, but an
initial plan to drill a well
at Hanna in 2006 was
postponed. In addition to
a fairly shallow gas
prospect, Hanna has a
deeper oil prospect that

— Aurora Gas, LLC

Aurora Gas production
Outside Alaska: none

Alaska: 5,912 mcf

Time period: Average daily
January-September 2007

the company suspended
its drilling operations in
October 2006.The AWS
No. 1 rig returned to
Nikiski on the Kenai
Peninsula, where it has
remained mothballed
ever since.

“We see no incentive

Aurora Gas advertised in
the 2007 NAPE expo.

Recompletions and workovers

In 20006, in addition to its exploration
drilling, Aurora Gas also focused on
recompletions and workovers, with what
it described as moderate success in the
Nicolai Creek 1B, Lone Creek 1, Mobil
Moquawkie 1 and Nicolai Creek 9 wells,
using the company’s own AWS No. 1
drilling rig that the company had also
used for much of its exploration drilling.

But in 2006, the company ran into dif-
ficulties with the commercial arrange-
ments for the sale of its Cook Inlet gas —
in October of that year the company sus-
pended its supplies of gas to Enstar
Natural Gas Co., the major Southcentral
Alaska gas utility, because of gas prices
that Pfoff described as “far below what is
economic.” That suspension of delivery
resulted in Enstar suing Aurora Gas for
breach of contract, although Aurora Gas
said that it had the contractual right to
the suspension.

Pfoff also told Petroleum News that
the State of Alaska’s use of “prevailing
value” to calculate royalties on gas pro-

to continue the search
for gas until this issue (with Enstar) can
be resolved; and if the issue is not
resolved in Aurora Gas’s favor, the result
will be no further exploration and devel-
opment by Aurora Gas in our core area of
operations,” Pfoff said.

In March 2007 Pfoff told Petroleum
News that Kaiser Francis Oil Co. of Tulsa,
Okla., which owns more than 90 percent
of Aurora Gas, was taking a hard look at
whether it wanted to spend more money
on Cook Inlet exploration wells. Kaiser
subsequently decided not to invest fur-
ther in Cook Inlet exploration and Aurora
Gas has been trying to find a new owner
or investors, Pfoff said in October.

Meantime the contractual dispute
with Enstar is scheduled for trial in the
first quarter of 2008 in a Superior Court
for the State of Alaska district court, Pfoff
said.

“It has been in an extremely frustrat-
ing year for Aurora Gas,” Pfoff said.“We
would much rather be utilizing our
resources to find and develop badly
needed Cook Inlet gas reserves; instead
we have had to devote our energy on
fighting senseless litigation.” ¢
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Repsol partners with Eni, Shell
in Beaufort Sea

By KAY CASHMAN

Petroleum News

Shell/Eni partnership in a block of 64

leases in the Beaufort Sea off Alaska’s
North Slope. It was the Spanish oil and gas
major’s first acquisition in the state.

Shell and Eni exchanged working inter-
ests in the contiguous outer continental
shelf leases in November 2006.At that time
Eni had a 60 percent interest
in the acreage and Shell
had 40 percent. Repsol
picked up its 20 percent
interest from Eni.

The exploration block is
operated by Shell in the federal
waters north of the Oooguruk, Nikaitchuq,
Northstar and Kuparuk units, extending
east to midway above the Prudhoe Bay
unit.

Shell’s spokesman in Alaska, Curtis
Smith, told Petroleum News Sept. 21 that
the leases are in water depths ranging from
3 to 24 meters.

I n September 2007, Repsol YPF joined a

Identifying drill sites

“The objective of the partnership is to
acquire 3-D seismic with a view toward
identifying future drill sites,” Smith said.

In its press release Repsol said “explo-
ration activities” could start in 2009-10.

When asked by Petroleum News if

Repsol contact in U.S.
Jorge S. 0. Milanese

Upstream Business Development
Repsol YPF S.A.

2001 Timberloch Place, Suite 3000
The Woodlands, TX 77380
TELEPHONE: (281) 297-1102
EMAIL: jmilanesec@repsolypf.com

Repsol was looking at additional invest-
ments in Alaska, Jorge S. O. Milanese
referred the question to Repsol’s headquar-
ters in Madrid. Milanese is in upstream busi-
ness development and is based in The
Woodlands, Texas.

Madrid officials had not replied by
the time The Explorers went to press on
Nowv. 1.

At the Alaska Natural Gas Development
Authority board meeting on May 9, 2007
ANGDA CEO Harold Heinze said that
Repsol had recently established an
“upstream position” in Alaska.

In April, Heinze met with Repsol as part
of a series of meetings with companies
that might have an interest in building a
gas pipeline from the North Slope to
Lower 48 markets. He was told Repsol had
already entered Alaska, but was not given
particulars.

In early September, Drue Pearce, the
federal coordinator for Alaska gas pipeline

projects, said she had heard Repsol was
one of several companies that had
expressed interest in building a gas
pipeline from the North Slope. But Pearce
also said she didn’t have any inside infor-
mation that suggested Repsol was still
interested.

An integrated oil and gas company
engaged in all aspects of the petroleum
business, Repsol has 30,000 employees
and is one of the 10 largest private (not
government-owned) petroleum companies
in the world. It was founded in 1986 and
in 2006 had a net income of approximate-
ly $1.7 billion.

The company also operates in Latin
America, the Middle East, and North Africa.
Repsol owns Argentina’s largest oil compa-
ny, and has operations in more than 28
countries.The bulk of Repsol’s assets are in
Spain and Argentina.

Repsol operates five refineries in Spain
and four in Latin America and produces
chemicals, plastics and polymers.The com-
pany sells gasoline under the brands
Campsa, Petronor, and Repsol at more than
6,900 service stations in Europe and Latin
America.

Repsol is one of Spain’s largest sellers of
liquefied natural gas.

According to Dow Jones, in mid-
September 2007 Repsol signed a $15 bil-
lion contract to supply natural gas to
Mexico from its Peruvian operations. ¢
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Shell never really left Alaska

2007 Beaufort drilling plans on bold due to a court order, Odom says will continue
to listen, learn, work with local people

By KAY CASHMAN

Petroleum News

hen Shell re-entered Alaska in
W October 2001 with the $2.4 mil-

lion acquisition of 56,000 acres

on the North Slope, Alaskans
watched to see what the U.S. E&P arm of
Royal Dutch Shell would do next.

Formerly a Cook Inlet basin producer,

Shell left Alaska in 1998 after more than
40 years of activity that

Alaska Oil and Gas Association con-
firmed.

Sakhalin, West Siberia, Alaska

Op de Weegh’s assertion that Shell
was still interested in Alaska coincided
with remarks made a month earlier to Oil
Daily by Shell’s global exploration direc-
tor, Matthias Bichsel.

He said Shell had completed an 18-

month, “thorough evalua-

included exploration
drilling in almost all of
the state’s offshore
basins with oil and gas
potential, including the
Chukchi Sea, Beaufort
Sea, Gulf of Alaska,
Bering Sea and Cook
Inlet.

But Alaskans were dis-

Shell production

Worldwide: 3.3 million boe

tion” and that the compa-
ny “wants to develop a big-
ger exploration position in
Alaska,” which it sees —
alongside North Africa, the
Russian Arctic and the
global deepwater — as
“one of the key areas of
upstream potential for the
international oil and gas
industry”

appointed because a Alaska: none (yet) Bichsel also mentioned
y}fl:ar after Shf.:n s return Time period: Average daily for Shell’s continued interest
the mega-major put its first three quarters 2007 in Sakhalin and West

new North Slope leases

Siberia.

up for sale.

Land and exploration staff from three
oil companies told Petroleum News that
Shell had said the Alaska leases, which
were south of the Kuparuk River unit,
didn’t “stack up against Shell’s deepwater
Gulf of Mexico holdings as an invest-
ment.”

There were no takers for the leases, so
in 2004, Shell surrendered them to the
State of Alaska.

Remained AOGA member

“We felt that the potential of the area
did not meet our investment criteria,”
Shell spokeswoman for EP Americas Kelly
op de Weegh told Petroleum News in
October 2004.“But I want to stress, our
decision to surrender what we consider
to be a small, non-material leasehold does
not affect our goal to continue evaluating
investment opportunities in Alaska.”

“That specific area” of the North Slope
does not interest Shell, she said, asking
Petroleum News to “stress that we do not
view this as an exit from Alaska.”

“Even though Shell sold its last pro-
ducing asset in 1998, Shell has remained
an AOGA member,” she said, which the

“You have a bit of a
theme there — Sakhalin, West Siberia and
Alaska — which is the Arctic, which
requires big funds, which requires tech-
nology, tenacity, staying power, which I
think companies like ours are very well
suited to.”

Wins Beaufort leases

In March 2005 Shell won 84 Beaufort
Sea leases in a U.S. Minerals Management
Service lease sale. (MMS estimates sug-
gest that about 7 billion barrels of oil and
32 trillion cubic feet of
gas can be recovered
from under the
Beaufort Sea.)

Within a few
months of winning the
outer continental shelf
tracts, the company
purchased EnCana’s
Beaufort leases,
opened an office in
Anchorage, and hired Tom Homza, for-
merly with EnCana in Alaska, to manage
it.

CHANDLER WILHELM

On a visit to Anchorage in August

JUDY PATRICK

2005,Annell Bay, Shell’s vice president of
exploration for the Americas, said Shell
had done an extensive review that
encompassed all aspects of doing busi-
ness in Alaska, including “geological, tech-
nical, environmental, political, social and
certainly commercial. We have re-looked
at the elements and the opportunities in
Alaska and feel like now is the time to
come back” and build “another successful
venture.”

She described Shell’s Beaufort lease
position as “a platform for us to build on.”

Fox, Toohey, Ahmaogak

In January 20006, Shell named three
top officials for its Alaska operation in
Anchorage: Rick Fox, asset manager; Cam
Toohey, government
and external affairs
manager; and George
Ahmaogak Sr., commu-
nity affairs manager.

At the time of the
appointments, Alaska
Exploration Manager
Chandler Wilhelm said,
“Although production
is years away business
planning and stake-
holder engagement
work is already under
way.”

In 2006, Fox had
been with Shell for 30
years. Earlier in his
career he worked in ,’
Alaska’s BCl'iIlg, CAM TOOHEY
Beaufort and Chukchi
seas, and was lead
drilling foreman on the
Chukchi Sea explo-
ration team led by
Shell.

Toohey, a lifelong
Alaskan, most recently
had been special assis-
tant to the secretary of
the U.S. Department of
the Interior.

Ahmaogak, a lifelong Alaskan and
Barrow whaling captain, had just finished
two terms as mayor of the North Slope

RICK FOX

GEORGE
AHMAOGAK SR.

see SHELL page 40
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SHELL

Borough.

Vision for Bristol Bay

Shell said it was interested in other
parts of Alaska, not just the far north.

In October 2005,Anchorage Daily
News fisheries and oil reporter Wesley
Loy attended a meeting that gave a
glimpse of how Shell would communi-
cate with people in areas it was
interested in exploring and
developing.

“Major oil companies often
prefer to hold their cards close
to the vest,” Loy reported. “But in
the first week of October a land
agent from Shell International
Exploration and Production in
Houston candidly laid out the
company’s Bristol Bay vision for
commercial fishing representatives meet-
ing at the Hilton Anchorage Hotel”

Shell’s plan, Loy wrote, would involve
two to four “offshore production plat-
forms in the bay’s fish-rich waters —
which are now off-limits to drillers —
and piping natural gas across the rugged
Alaska Peninsula to a new processing
plant and tanker port on the Gulf of
Alaska.” Gas would be super chilled into
liquefied natural gas, or LNG, for ship-
ment to the West Coast via Mexico or
Canada.

Shell would face many regulatory, geo-
logic and business hurdles to move for-
ward, a federal official told Loy.“But it
does demonstrate rising industry interest
in a place that historically has shunned
drillers. And it signals a new chance for
Alaska to cash in on the great global
competition to supply the energy-hungry
Lower 48 with gas.”

The Shell land agent, Gregg Nady;, said

JUDY PATRICK

GREGG NADY

TSP TAL

S A F E T Y

fishermen and oilmen have peacefully
coexisted offshore for decades around
the world, and the same could hold true
in Bristol Bay.

Nady said Shell was among several oil
firms that in 1988 spent more than $95
million for Bristol Bay leases, only to see
spill-wary fishermen, environmentalists
and Alaska politicians persuade the feder-
al government to buy back the leases in
1995.

That lease sale was nearly 20 years
ago, Nady noted.“That’s 20 years of track
record for the industry operating
offshore that we didn’t have
back then.We feel it’s a great
track record.”

Since 1988 Bristol Bay resi-
dents “have warmed to oil and
gas, mainly due to salmon prices
collapsing in the face of competi-
tion from foreign, farm-raised
salmon.A harvest that was worth
more than $200 million at the
docks in 1990 has dwindled to less than
half that, causing major job and public
revenue losses for local people and gov-
ernments,” Loy wrote.

Nady said Bristol Bay gas could sustain
a liquefaction plant in Balboa Bay, near
Sand Point, for 25 years.

‘What’s more, he offered, oil industry
helicopters have been known to save
fishermen in distress, and Shell has a
“good neighbor policy” — in case of
damage to fishing equipment.

Eye on Chukchi

Early on, Shell was telling the Native
people, governments and special interest
groups of northern Alaska that it was
interested in going back into the
Chukchi Sea, which stretches west of the
Beaufort Sea to Russia.

Following MMS Chukchi lease sales in

W"‘Ensuring the Well-Being of Workers Worldwide”

* Remote Emergency Medical Services
* Hazardous Gas Detection Systems
* Health, Safety and Environmental

* CPR/ First Aid Instruction
* Emergency Breathing Air
* Dffshore/ Land Operations

208 E. 51st Ave, Anchorage, AK 98503
Phone: 8907-743-9871 Fax: 807-743-9872

In February 2007 Fox said the
availability of new oil and gas
technologies was one of the things
that attracted Shell back to Alaska’s
offshore.

1988 and 1991, several companies led by
Shell drilled five offshore exploration
wells in the Chukchi, all of which
encountered hydrocarbons. (The 1988
Chukchi sale was the largest in Alaska’s
OCS, topping $478 million.)

Technology key

In a late 2006 speech Wilhelm said the
petroleum systems “of the Arctic are truly
world class,” but being in the right place
doesn’t get you there — state-of-the-art
technology is critical.

The short operating season is a chal-
lenge, he said, noting Shell uses a real-
time operations center with a satellite
connection to adjust well execution.The
company was also working on research
and development: extending the season;
cost reduction; systems reliability; and
subsea systems.

“We have a long history of innovation
and our experience in the deepwater we
think can serve as a guide for the possi-
ble impact of technology in bringing oil
and gas from hostile offshore environ-
ments to market,”Wilhelm said.

Building a legacy

In February 2007 Fox said the avail-
ability of new oil and gas technologies
was one of the things that attracted Shell
back to Alaska’s offshore.

He characterized Shell’s current Alaska
initiatives as pursuing two fronts —
investigations that focus on finding new
prospects, including the preparations for
future lease sales, and work associated
with known prospects.

Work on the first of those fronts
involves the acquisition of 3-D seismic
data in the Beaufort and Chukchi seas,
while work on the second front involves
exploration drilling preparations and
drilling, primarily for the investigation of
known prospects.

Sivulliq in 2008?

On the second front Fox said Shell
was focusing initially on the Sivulliq
prospect area.

Formerly known as Hammerhead,
Sivulliq lies due north of Flaxman Island

see SHELL page 42
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on the western side of Camden Bay. It
contains a known oil pool penetrated by
two exploration wells drilled by Unocal
in 1985 and 19806.

Shell participated in the original
Hammerhead drilling and Fox was on the
drillship that tested the oil discovery.

According to information published
by MMS, Hammerhead contains an esti-
mated 100-200 million barrels of techni-
cally recoverable oil in a Brookian sand
reservoir. But the oil pool had not been
fully delineated, which was what Shell
was planning to start with a three-well
program during the 2007 open water sea-
son.

In 2008 and 2009 the company hoped
to drill another six to eight wells.

Drilling plans included one deep tar-
get with a depth approaching 14,000
feet; most of the other wells would likely
drill to depths of less than 8,000 feet, Fox
said, depending on the results of the
2007 program.

Shell planned to use two drilling ves-
sels, the Kulluk and the Frontier
Discoverer, for the program, as well as a
fleet of ice-rated vessels for support of

the drilling operations.

9th circuit will decide

In February 2007, MMS approved
Shell’s Sivulliq drilling plan after deter-
mining that the proposed exploration
wouldn’t cause significant harm to endan-
gered bowhead whales or the environ-
ment.

On July 24, after months of negotia-
tions, Shell signed a conflict avoidance
agreement with the Alaska Eskimo
Whaling Commission for the company’s
2007 open water exploration program.
That agreement included a commitment
by Shell to take measures to avoid dis-
turbing the Cross Island hunt for bow-
head whales near the drilling area. Under
the agreement, Shell would only move
one of its drillships, the Frontier
Discoverer, into the Sivulliq area prior to
the Cross Island hunt.The Discover
would cease drilling operations on Aug.
25, move out of the area within two days
and return with the Kulluk drillship after
the end of the hunt, to continue the
drilling program.

Hard on the heels of the signing of the
conflict avoidance agreement came a
final determination by Tom Irwin, com-
missioner of the Alaska Department of

Natural Resources, that Shell’s exploration
plan was consistent with the Alaska
Coastal Management Plan. (The North
Slope Borough had challenged an initial
consistency determination by Alaska’s
Office of Project Management and
Permitting.)

But anti-development groups, the
Alaska Eskimo Whaling Commission and
the North Slope Borough were hitting
federal agencies with lawsuits and admin-
istrative appeals, protesting approval of
Shell’s drilling plans. (The borough and
whaling commission have long believed
that offshore exploration activity threat-
ens subsistence hunting activities, espe-
cially the hunting of bowhead whales.)

The groups said regulators failed to ade-
quately consider the potential impacts of
industrial noise and spills associated with
oil exploration. On Aug. 15 the U.S. Court
of Appeals for the 9th Circuit ordered Shell
to suspend its operations until the appeals
were settled. The court scheduled the case
for a Dec. 4 hearing, which nixed any pos-
sibility of Shell drilling in 2007.

Shell requested reconsideration by the
court, but lost.

Because of the drilling delay, Shell had
to release workers, including 150 Alaska

see SHELL page 44
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New wells.
A concept we're
really digging.

Looking for oil is a 24-hour-a-day job. At
BP, we're doing our part to get more out
of the ground in Alaska to stem production
decline. In fact, we invested in 98 new wells
or about 70 percent of all North Slope
wells last year.

Drilling wells is just part of the $685 million
BP is investing in capital projects in Alaska
this year. From accessing new or hard-to-
get oil, to pushing the technology envelope
for Alaska's energy future, BP is working to
develop the state’s resources for the benefit
of all Alaskans.

Investing today for Alaska’s tomorrow.
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Towing boom over open water.

Shell prepared for the worst

Being prepared for oil spill response is like buying
insurance — you hope that the worst will never happen
but, if it does, you'd better be prepared.

And in the case of Shell’s proposed offshore drilling
activities in the Beaufort Sea offshore Alaska those prepara-
tions have included the construction of the Nanugq, a 300-
foot, ice-strengthened oil spill response vessel, and the
chartering of the Arctic Endeavor, a 200-foot oil spill
response barge.The company has also chartered a 500,000-

see PREPARED page 47
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Natives.

High on community
involvement

From the start Shell made
an effort at getting Alaskans
involved in its offshore plans,
especially the North Slope
Native communities, govern-
ments, subsistence groups,
whalers, and locally owned
companies.

Local involvement went
way beyond having people say
“okay” to what Shell was
doing, Fox said. It meant hav-
ing local people fully involved
in Shell’s operations.

Fox described a vision of
life in a village home in which
“there will be someone sitting
at the (dining) table who is
involved in our business,
telling the truth about what is
happening and making their
family proud of what they’re
accomplishing.”

“We believe that’s essen-
tial,” Fox said.

Committed to working it out

In mid-September 2007,
Petroleum News published a
guest editorial from Marvin
Odum, executive vice presi-
dent of Shell Exploration &
Production-Americas, in which
he said Shell would “continue
to listen and learn from the
people and communities of
the North Slope and residents
across Alaska,” looking for
“common ground.”

“Important work and dis-
cussions are ongoing with
Mayor Itta and we are heart-
ened by the progress being
made,” Odum said.

“We will only have a suc-
cessful program in Alaska if it
benefits not only the current
residents of the entire state,
but the next generation as
well”

MMS

In early October Randall
Luthi, whom the Bush adminis-
tration appointed director of
MMS in late July, said the feder-
al government would continue
fighting to clear the way for
Shell’s Beaufort drilling pro-
gram.

On Oct. 9, government
lawyers filed papers arguing
that the court challenges
should be thrown out because
they were groundless and, in
some cases, were lodged after a
deadline had passed.

Randall Luthi said his
agency would stand behind its
decision to let Shell drill.“I'm
proud of the environmental
work that we’ve done,” he said.

Luthi, who is an attorney,
said he couldn’t predict how
the court might ultimately rule.
However, he and MMS’s Alaska
director, John Goll, said they
have no plans to back off leas-
ing new Arctic offshore
acreage to prospective drillers.

The agency has a sale
scheduled for early 2008 in the
Chukchi.

A full environmental impact
statement already has been
done for that sale, Goll said. ¢

ENSR‘
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No roads? No problem.

Only Crowley has the equipment and know-how to support
your remote transportation needs on the North Slope.

Setting up an oil exploration platform and camp in the National
Petroleum Reserve — where the average winter temperature is
-63°F — is no small feat. Just ask our CATCO all-terrain vehicle
team. Using our skills and heavy-hauling vehicles, we recently
helped one company transport 638 loads of cargo over 75
miles of rough terrain and frozen tundra. We also assisted
them in building ice pads and ice roads in and around their
camp. Once the drilling platform was in place, we served as
their main support system, taking care of everything from

Liner Shipping « Worldwide Logistics * Petroleum & Chemical Transportation « Alaska Fuel Sales & Distribution « Energy Support *
Project Management * Ship Assist & Escort » Ship Management * Ocean Towing & Transportation  Salvage & Emergency Response
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bringing in supplies and locating parts for the rig, to handling
crew rotation.

No one knows the North Slope like Crowley. After all, we've
been working here for over 40 years, and we know exactly
how to operate in this harsh environment. Plus, our CATCO
vehicles are the only heavy-haulers certified by the state to
travel over the delicate tundra during summer months. And
they’re the only off-road vehicles that can carry a payload of
up to 85,000 Ibs. No one knows how to handle remote
transportation like Crowley. For your next project, call our
Anchorage office at 907-777-5440. Or visit www.crowley.com.

CROWLEY

People Who Know™

www.crowley.com -
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Hauling boom from the Nanuq during a practice exercise in Valdez

COURTESY SHELL OFFSHORE INC.

Perkins Coie has proudly served local, national and Alaska Native companies for the past three decades
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barrel double-hulled tanker, to hold and
carry away any oil that Shell might have
to mop up as a result of an oil spill.

The idea is to have the oil spill
response kit on the water, at the drill
sites, ready to respond immediately to
any emergency, Rick Fox, Shell’s asset
manager for Alaska, told Petroleum News.

“Should it be a diesel transfer spill,
should it be any kind of accident that we
might have, we have a team ready to go,”
Fox said.“We can deploy our equipment
and begin recovering within 45 minutes.”

“We have a total of 24 vessels in the
oil spill response program,” said Susan
Moore, Shell’s Alaska operations manager.
In addition to the three major vessels,
there are 11 smaller boats, including
mini-barges and boom towing vessels,
mounted on the decks of the Nanuq and
the Endeavor, she said.

However, the first line of defense
against an oil spill is to prevent one hap-
pening. In that regard, an oil explorer’s

The first line of defense against a
blowout is the use of modern well
logging technology that enables
conditions at the bottom of the well
to be monitored continuously while
a well is being drilled, Fox said.

COURTESY SHELL OFFSHORE INC.

record of,” Fox said. But Fox emphasized
that the rarity of blowouts does not
lessen the need to be vigilant.

“We know what'’s at stake here to the
communities and to our own program,’
Fox said.

The first line of defense against a
blowout is the use of modern well log-
ging technology that enables conditions
at the bottom of the well to be moni-
tored continuously while a well is being
drilled, Fox said.

“We actually have the capability of
detecting subtle changes in the formation
as we go,” Fox said.“You are able to
detect things that are indicators of pres-
sure ... as well as having the ability to
control the direction of the drilling”

Note: The rest of this story can be

Deploying a workboat from the Nanuq

biggest nightmare is the possibility of a Jfound at

blowout, in which oil under pressure days, Fox said. bttp.//www.petroleumnews.com/pnads/
spouts from an out-of-control well. But a “There have been no blowouts in an 852248489.shtml. It was run in the
blowout is a very rare occurrence nowa- Arctic environment that we have any Sept. 2, 2007, issue of Petroleum News.
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No one has a longer or more successful history in
Alaska than Nabors.

From the first drill rig at Prudhoe Bay in 1963, we’ve grown
along with Alaska’s oil and gas industry.

Call us when you need a partner who helped shape the past
and is ready for the challenges of the future.

" )NABORS ALASKA
DRILLING, INC.
Always Moving Forward

nabors.com
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communicatisgons
close at hand.

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

* Leading provider of VSAT technology Wherever. Whenever. Whatever.
+ Remote construction and installation of

satellite systems Creative photography
+ Engineering, design and integration of for Alaska’s oil and gas industry.

complex communications systems
+ NAVaid, alarm and security systems
+ Specialty VHF/UHF radio systems
+ Cellular and trunked radio networks
+ Transportable equipment modules

Alaska Telecom, Inc. w@
PHOTOGRAPHY -

wwwealaskatelecom.con

007.344.1223% 907.258.4704

www.judypatrickphotography.com




Page 54

THE EXPLORERS

Anadarko to drill first ANS gas well

Has two rigs under contract, drilling 2 Brooks Range gas prospects, going back to finish Jacob’s Ladder

By KAY CASHMAN

Petroleum News

nadarko Petroleum and its partners
A in the Brooks Range Foothills, BG

Alaska and Petro-Canada, plan to drill

the first two natural gas exploration
wells in northern Alaska this winter. Gas
discoveries to date have been an accident
of oil exploration.

Anadarko and its partners hold oil and
gas rights covering some 2.2 million acres
between the Canning and Colville rivers
along the southern border of the North
Slope, also referred to as the Brooks Range
Footbhills.

In April 2007, the Houston-based inde-
pendent’s Alaska spokesman, Mark Hanley,
said the company and its Brooks Range
partners would likely
drill just one well on
one of their four gas
prospects in the 2007-
08 North Slope explo-
ration season, and one
prospect per year after
that if things were mov-
ing slowly with the pro-
posed gas pipeline from
the North Slope to
Outside markets. But in
September Anadarko told the state it would
be drilling wells from ice pads on two gas
prospects — Gubik and Chandler.

Obviously, something has changed since
April, the most obvious thing being the pas-
sage of Alaska Gov. Sarah Palin’s Alaska
Gasline Inducement Act, which Anadarko
supported.

Over the past few years Anadarko has
talked about drilling a gas well, but before
making the investment company officials
wanted to be certain a gas pipeline would
be built — and would accept gas under
reasonable terms. Under AGIA builders of a
North Slope gas line have to treat all gas
sellers fairly, even if North Slope oil produc-
ers and gas owners B, ConocoPhillips and
ExxonMobil, competitors of companies
such as Anadarko, win state approval to
build the line.

Hanley has told Alaska legislators that
nonowners of the gas line have to have
access to it and know that the line would
be expanded if they discovered new gas
fields or developed known discoveries.
Access to the pipeline and a reasonable tar-

FORREST CRANE

iff were two of Anadarko’s chief concerns,
and something the company did not see
likely under former Gov. Frank Murkowski’s
proposed gas line contract with BP,
ConocoPhillips and ExxonMobil.

New rig for Foothills

Another reason Anadarko and its part-
ners are drilling this year is because of
lease stipulations:“We think they’re valu-
able leases, so that’s one of the motiva-
tions,” Hanley said.

in eroded cavities in Lisburne carbonate
rocks.The eastern North Slope play is said
to resemble the huge Yates field in Texas.

The Jacobs Ladder unit includes the
Lisburne structure in the Ivishak formation
of the Sadlerochit, rocks equivalent to the
reservoir of Prudhoe Bay.

State Division of Oil and Gas geologists
believe the Lisburne (Wahoo formation)
structure in Jacobs Ladder could yield a
range of 20-660 million barrels of oil equiv-
alent and the Sadlerochit
(Ivishak formation) struc-

Getting started so that
they’ll be ready for a gas
pipeline is important, but
risky.

The issue, Hanley said, is
not putting too much
money into exploring if a
gas pipeline doesn’t go
ahead in the next few
years.Alaska is already chal-

Potrohsum Corporaion

Anadarko production
Worldwide: 613,000 boe
Alaska: 24,000 barrels liquids
Time period: Average daily
for first half 2007

ture could yield a range of
50-800 million barrels of
oil equivalent.

Because the unit is
located off the North
Slope road system,
Anadarko sought partners
to help defray the expense
of exploration. It secured

lenged by long lead times
for developments, and the
companies “don’t want to strand a lot of
capital” by committing a lot of dollars if
they don’t think a gas pipeline is moving
forward.

“There’s (been) enough movement” on
the gas line to motivate Anadarko to con-
tract with Nabors Alaska Drilling to build a
new a lightweight drilling rig and remote
camp rig, which are scheduled to arrive on
the North Slope in December 2007.

Nabors Rig 105 and the camp, Hanley
said, would be owned and operated by
Nabors, but were built at the request of the
operator of the partnership “for a multi-year
drilling program with extensions options”
in the Foothills.The rig is a “mobile rig, not
a wheeled rig, so it can be broken down
and transported on rolligons”

Back to Jacob's Ladder

Anadarko has another rig under contract
for winter 2007-08 drilling. The Akita 63
will be used on the other side of the North
Slope at the company’s Jacob’s Ladder oil
prospect, which Anadarko started drilling in
the winter of 2006-07.The company told
state officials it plans to go back in with a
newly winterized Akita 63 to finish drilling.

Located 10 miles southeast of Prudhoe
Bay, Jacob’s Ladder is considered an oil
prospect in the Wahoo formation of the
Lisburne group, with a potential reservoir

Arctic Slope Regional
Corp. and BG Alaska as
joint venture partners.

Depending on what it finds at Jacob’s
Ladder,Anadarko might do more drilling
there or drill another nearby prospect.

On Native land

Gas wells planned for the first winter
include the 5,000-foot Gubik No. 3 and the
12,500-foot Chandler No. 1.Anadarko said
all surface and bottom-hole locations are on
ASRC-owned lands; directional drilling may
be used for one or more of the wells.

Anadarko said the planned drilling oper-
ations are along the east side of the Colville
River near Umiat. Six proposed drilling
locations at the Chandler prospect are
southeast of Umiat. Six proposed Gubik
prospect locations are northeast of Umiat.

The U.S. Geological Survey has estimat-
ed that the Gubik field, which was drilled
by the U.S. Navy during oil exploration in
1951, holds some 600 billion cubic feet of
recoverable gas in three horizons — the
Prince Creek Formation and Chandler and
Ninuluk formations.

Partners in risk

A commitment to finding large, long-
term prospects in remote areas of northern
Alaska underlies Anadarko’s strategy in
Alaska, Greg Hebertson,Anadarko’s Alaska-

see ANADARKO page 56
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Canada frontier project manager, and
Hanley, told Petroleum News in 2005.The
company wants to develop large fields that
can be hubs for the development of small-
er prospects.

“We’ve been in Alaska since 1993 and
we’'ve been continually investing in Alaska
ever since that time,” Hebertson said.
“We’re looking for the hundreds of mil-
lions of barrels, and because they are far
from infrastructure ... they need to be a
substantial size.”

Exploring for large petroleum accumu-
lations far from existing infrastructure
entails higher than average risk.

“As you get more and more frontier

JUDY PATRICK

The trans-Alaska oil pipeline stretches 800 miles from Prudhoe Bay to the terminal at Valdez.

you get a higher reward, higher risk port- = = g= I

folio,” Hanley said.To mitigate those risks, Shlppers' state pralse fII"St Step

Anadarko works with partners that can Alaska officials and shippers Anadarko Petroleum Corp. and Tesoro Alaska Co.

share the risks and rewards, and can han- have hailed a federal judge’s decision to lower tariffs for the trans-Alaska oil

dle the commercial costs associated with pipeline as “important” and beneficial.

operating in Alaska. But the ruling by Administrative B May 27, 2007, reprint from Petroleum News
Anadarko has been partners with Law Judge Carmen Cintron of the

ConocoPhillips since the discovery of the Federal Energy Regulatory Commission “is non-binding and reflects her opinion

Alpine field by an ARCO-operated partner- only;” said Daren Beaudo, a spokesman for BP Exploration (Alaska) Inc., which

ship in 1994. In addition to partnering on owns slightly more than 50 percent of the pipeline.

the development of Alpine and its satel- “The commission has yet to decide the case.This is still in the early stages, and

lites in the Colville unit,Anadarko has an
exploration joint venture with
ConocoPhillips (operator) and Pioneer
Natural Resources in the National Brief stint with Nikaitchuq of its own oil field and production facili-
Petroleum Reserv e—A.laska. . In 2006 Anadarko acquired Kerr- tlesl.s . Iy 2007, Ttali .
The partners, which have drilled sever- McGee, including majority interest in ; ut in early , Italian mega-major
al NPR-A wells, including two wildcats in KMG’s Nikaitchuq and Tuvaaq units, under Eni made Anadarko an offer it could not
the winter of 2006-07, relinquished consideration for development as a ref}lse for all of Anadarl.co s acreage in both
300,000 acres in NPR-A in 2007 because merged unit. If Anadarko had kept the units and the surrounding area. ¢

of noncommercial finds and the costs of acreage it would have been the operator

see STEP page 57

working so far from infrastructure.
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the decision when it comes likely will be
appealed by one or more of the parties,”
Beaudo said May 23.

“It is an important issue, and we are
confident that we’ve complied with our
agreement with the state and that we’ve
followed the law,” he added.

FERC'’s five commissioners are expect-
ed to review the case and render a final
opinion by year’s end or in early 2008.

Gov. Sarah Palin immediately praised
the ruling May 17, saying that it “reaffirms
the need to ensure low tariffs on oil and
gas lines.”

“This is why we spent a great deal of
time working on structuring the Alaska
Gasline Inducement Act to maximize
value for the state and ensure low tariffs.
We're pleased with the FERC decision,
and we look forward to continued
progress on this issue,” Palin said.

State could collect $600 million

“It’s certainly a good thing, both in
terms of moving forward with AGIA and
oil revenues for the state,” said Jon
Iversen, director of the Division of Tax at
the Alaska Department of Revenue.
“We’re looking at the assumption that the
case will be resolved in 2010,” Iversen
said. If Cintron’s ruling prevails, “the
refund ... to the state would be around
$500 million, with about $100 million
more in interest.”

The figures are based on state audi-
tors’ estimates of tariff overcharges from
2005 through 2008.

“For nonowner oil shippers on the
pipeline, the judge’s decision will signifi-
cantly improve the economics of doing
business in Alaska, and in turn, significant-
ly improve the state’s oil and gas invest-
ment climate,” said Antony Scott of the
Alaska Department of Natural Resources
Division of Oil and Gas.

“The difference is on the order of $3 a
barrel. It’s the equivalent of raising a
company’s stress price for making invest-
ment decisions. If a company decides to
do business based on a stress price of
$30, then $3 would be 10 percent.And
that’s a big deal!” he said. Scott recalled
Conoco Inc’s chairman and CEO com-
plaining in the mid-1990s about the TAPS
tariffs before that company pulled out of
Alaska after developing the Milne Point
field.

Conoco sued the pipeline owners
over the tariffs, and did not return to

FERC’s five commissioners are
expected to review the case and
render a final opinion by year’s end
or in early 2008.

Alaska until it merged with Phillips
Petroleum Co. and became one of the
pipeline’s owners.

“Judge Cintron’s ruling supported our
contention that the TAPS rates were
excessive,” said Anadarko spokesman
Mark Hanley.“Compared to this year’s
(tariff), which on average is $5.11 a bar-
rel, that’s a considerable difference. It’s a
big first step.”

The ruling also reinforces the
Regulatory Commission of Alaska’s deci-
sion several years ago to lower in-state
tariffs to the $2 a barrel range, Hanley
said May 22.

The five pipeline owners appealed the
RCA decision, which was upheld in a
lower court and now awaits a decision
by the Alaska Supreme Court.

—Rose Ragsdale

Editor’s note: The above article is an
abbreviated version of a sidebar. For the
Jull story go to bitp.//www.petroleum-
news.com/pdfarch/630315958.pdf#pag
e=1.
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f\ Porta-Kamp customers recently toured their camps going to Alaska and
Porta Kamp SEtS said, “There's nothing like this on the Slope.” Working directly with our
customers, we've established guidelines for quality and comfort that meet
anew Standard and exceed requirements for North Slope camps. From construction
for IiVing in standards to employee amenities, we know what's needed because we

bring company representatives to our plant during the building process.
arctic camps. _ o S
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surprises at delivery and setup. We even provide Crew Comfort Options™ like
flat-screen TVs in each room, a sauna, R-40 roof and floor insulation, sound
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Call us at 713-674-3163 or Kevin Durling at 907-273-1273 and let us tell you
about our newest camp buildings for the Slope. Or visit us at portakamp.com.
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Mat-Su CBM gets second chance

Fowler Oil & Gas gets unanimous approval from Matanuska-Susitna Borough to drill coalbed
methane well; first okayed under tough new ordinance

By KAY CASHMAN

Petroleum News

hen Fowler Oil & Gas Corp. first
W came on the scene in May 2007, it

had been four years since an
attempt to develop coalbed methane
resources in Alaska’s Matanuska-Susitna
Borough collapsed amid an acrimonious
argument involving the would-be develop-
er, local residents, the borough and State of
Alaska.

Ig
FOWLER OIL & GAS

Fowler Oil & Gas CEO and Chairman of
the Board Bob Fowler, a graduate of Palmer
High School and longtime Alaskan, believes
that his company has the answer to devel-
oping coalbed methane without raising
concerns about land access and possible
pollution that plagued the previous effort.
That effort was made by
Evergreen Resources,
which has since been
bought out by Pioneer
Natural Resources,
which relinquished
Evergreen’s Mat-Su
coalbed acreage.

Bob Fowler told
Petroleum News that he
fully understands the
concerns of the residents of the Matanuska
and Susitna valleys.

“Our family has been in the Valley for
over 50 years and so I'm very familiar with
the issues up in the Valley and how people
would like to see economic development
but also coupled with environmental pro-
tection,” Fowler said.

A publicly traded company, Fowler Oil
& Gas was founded in 2005 to pursue oil
and gas opportunities in Alaska. Sister com-
pany, Native American Energy Group, is
engaged in the development of oil and
other minerals in Montana.

Fowler Oil & Gas shares technical staff,
including geologists and operations man-
agers, with Native American Energy.

ARLEN EHM

On private land

Bob Fowler said his company was pur-
suing several coalbed methane sites in
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Schematic diagram of the technique that Fowler Oil & Gas proposes to use for coalbed methane pro-
duction in Southcentral Alaska. Patented technology will separate water from gas downhole, thus
enabling the water to be disposed into a deep sandstone formation.

Southcentral Alaska, all on private land.
“We're working with private landown-
ers who own their own mineral rights,’
Fowler said in May 2007. (Part of the 2001
to early 2003 controversy stemmed from

required access to privately owned surface

land to drill into state-owned subsurface.)
The first of these sites, the Kircher

block, received unanimous approval Oct. 1,

see FOWLER page 60

COURTESY FOWLER OIL & GAS CORP.
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2007, from the Matanuska-
Susitna Borough Planning
Commission for a conditional
use permit to drill a coalbed
methane well on the acreage,
which sits on 749 acres of for-
est and farmland at the corner
of Bogard Road and Trunk Road
between Wasilla and Palmer. It
was the first coalbed methane
well approved under a tough
ordinance passed by the bor-
ough in 2004 after Evergreen’s
unsuccessful attempt from
2001 to 2003 to get coalbed
methane production estab-
lished in the Southcentral
Alaska valleys.

Praise from borough

The acting chief planner for
the Mat-Su Borough, Eileen
Probasco, said Fowler Oil &
Gas’ success with the borough
was due to Bob Fowler’s
preparation before filing for
the first permit.

Bob Fowler “really did his
homework. ... He took the
time to figure out what was
needed to be in compliance
with the new ordinance,”
Probasco told Petroleum News
Oct. 2,2007.

Sixteen people testified at
the planning commission
meeting in Wasilla Oct. 1, she
said.“Twelve in favor and four

opposed.There were four com-
missioners acting on the
request, all voted in favor” of
the permit, which she said was
issued in the form of a resolu-
tion with 18 findings to devel-
op a coalbed methane opera-
tion from a well located in the
southwest corner of Section
26, Township 17 North, Range
1 East.

Nine conditions were
attached to the commission’s
approval, none of which were
a surprise to Fowler, including
a $50,000 bond to cover aban-
donment, site reclamation and
capping.

The findings also said the
fortified steel, 10 by 20 by 10
foot, production equipment
and security building had to be
built to look like a “Colony
barn,” painted to blend in with
the landscape, and could have
no exterior lighting.

Drilling in spring 2008

Following the planning
commission’s decision, Fowler
Oil & Gas President Arlen Ehm
said that the well would be
drilled in the spring of 2008.

“I didn’t want to go out
there and rig up, spud in the
coldest and darkest months of
the year,” Ehm said.“You pay at
least 150 percent when you
try to push something through
in the middle of the winter”

But the company does plan

HOLADAY-PARKS, INC.
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to move equipment into a
barn at the site during the win-
ter of 2007-08, in order to
avoid having to truck in heavy
equipment during spring
breakup, when road load limits
are reduced, Ehm said.

Horizontal drilling key

A key element in Fowler’s
approach to coalbed methane
development is the use of hori-
zontal drilling technology.
Anchorage-based M-W Dirilling,
the drilling contractor for the
Kircher project, will drill a sin-
gle vertical well to a depth of
about 3,500 feet, Ehm said.
Perforated horizontal wells
sidetracked from that central
well will then thread out
through each coal seam pene-
trated by the vertical well.

The horizontal drilling tech-
nique will enable access to
thousands of horizontal feet of
coal seam from a single surface
wellhead, thus eliminating the
need for the profusion of sur-
face wellheads that has blight-
ed some coalbed methane
developments, while enabling
adequate production rates
from a single well, Ehm said.

“We’re draining a lot of
acres off of one well bore,
Fowler said.

Not only that.The specially
designed coalbed methane
drill rig has a mast that’s only
60 feet high, but a capability of
drilling laterally, Fowler said.

And once a coalbed
methane site goes into produc-
tion, the wellhead production
facilities will be hidden inside
a single 20-foot barn-like enclo-
sure.

“They won'’t even see that
it’s a well,” Fowler said.“...
We’re in and out on the
drilling in about one month.”

No surface water

The technology used will
eliminate the water disposal
problems that have often
plagued coalbed methane pro-
duction in the past, Fowler
said. The technology uses the
bottom part of the vertical
well, below the level of the

coal seams, to dispose of the
water into relatively deep
sandstone formations.Thus, no
produced water will reach the
surface or enter the water
table.

“We have a downhole sepa-
rator which separates the gas
from the water,” Fowler said.
“The gas flows up (the well).
The water flows down into
some special pumps that
pump it into lower sandstone
formations below the coal”

Downhole monitoring
equipment will ensure that the
disposed water meets state
standards, Fowler said.

To prevent contamination
of any water wells in the
region around the production
site, no coal beds less than
1,000 feet below the surface
will be tapped.That will
ensure that all production
occurs below the depth of the
water table, Fowler said. And
sealed well casing, cemented
to prevent water migration
around the pipe, will also pro-
tect the water table.

EPA has approved

Fowler said that the U.S.
Environmental Protection
Agency has approved the tech-
nology for downhole separa-
tion of gas and water and that
the technique has already been
permitted in Texas and Kansas.

But what are the chances of
finding economic quantities of
coalbed methane in the
Kircher unit?

“The Cook Inlet basin is a
river of coal that comes all the
way down from Talkeetna and
up around Chickaloon, all the
way down to Homer, onshore
and offshore,” Fowler said. The
coal is very thick, cumulatively,
and the seams are abundant
and continuous throughout
the area; and the coal contains
large quantities of gas, he said.

Fowler Oil & Gas plans to
deliver gas to the Enstar trans-
mission pipeline at a low pres-
sure, thus eliminating any pos-
sible compressor noise, Ehm
said. ¢
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Exploration work at Noatak

ConocoPhillips drops 300,000 acres

Major and its independent partners focused on appraising previously announced NPR-A discoveries

By KRISTEN NELSON

Petroleum News

onocoPhillips Alaska’s exploration
c program reached into far western

NPR-A last winter, 2006-07. In 2007-

08 the company plans to drill closer
in, with proposed exploration wells —
the program had not
yet received manage-
ment approval when
The Explorers went to
press — focused on
appraising discoveries
previously announced
on the eastern border
of the National
Petroleum Reserve-
Alaska.

The company has
alternated in recent
winters between
exploring close in and
going farther out.

ConocoPhillips
Alaska President Jim
Bowles told the
Resource Development
Council’s annual con-
ference in November
20006 that 2005-06 exploration was
focused close to existing infrastructure at
Kuparuk and Alpine.

In 2006-07, he said, a bigger explo-
ration program was planned, including
“moving back into NPR-A”

The company would drill first at
Noatak, south of Teshekpuk Lake, and

EREC ISAACSON

JIM BOWLES

JUDY PATRICK

then move far west to drill at Intrepid,
south of Barrow. Bowles said Noatak
“probably will not be a large reserve
potential,” but if successful could be tied
back to Kuparuk or Alpine.

told us that it was uneconomic to pur-
sue,” Erec Isaacson told Petroleum News
Oct. 1, 2007. Isaacson, ConocoPhillips
Alaska’s vice president of land and explo-
ration, said the results of drilling in the
winter of 2006-07 — as

Intrepid, more than
200 miles from Alpine,
“needs to have a fairly
large reserve base behind
it” to be developed,

ConocoPhillips

released by Pioneer —
and “the cost increases
and the pressures that we
have associated with that

Bowles said.

The wells were not
successful and Pioneer
Natural Resources said in
May 2007 when it
announced its first quar-
ter earnings that the two
NPR-A wells it participat-

ConocoPhillips
production

Worldwide: 1.816 million boe
Alaska: 304,000 boe
Time period: Average daily for
first half 2007 for worldwide
production; 2006 daily average
for Alaska, includes 145 mmcf

... led to an acreage relin-
quishment that we had
earlier this year”

The relinquished tracts
cover Noatak, the Kokoda
wells drilled to the south
of Noatak and the area
where ConocoPhillips

ed in over the winter
were “noncommercial.”

gas per day

permitted the Nugget
wells, Isaacson said.

The two NPR-A wells
Pioneer participated in were Noatak and
Intrepid.

Acreage culled

ConocoPhillips and partners Anadarko
Petroleum and Pioneer have begun to
cull their NPR-A acreage.The companies
determined they have done enough
drilling and relinquished 300,000 acres
because of noncommercial finds and the
costs of working so far from infrastruc-
ture.

“When you take a look at what led us
to drop that (acreage), it ended up really
being the high cost of exploration cou-
pled with what we found, that basically

The 41 tracts the com-
panies relinquished effective Sept. 1 are
along the western and southern edges of
a large block of leases the companies
hold in northeastern NPR-A running west
from state land at the Alpine field to
south of Teshekpuk Lake.

The company also relinquished a
block of leases to the north on Harrison
Bay.

Julia Dougan, associate state director
of the U.S. Bureau of Land Management,
the NPR-A landlord, told the Resource
Development Council Sept. 20, 2007, that
about 1.25 million acres have been
leased in the northeast NPR-A in 1999

see CONOCOPHILLIPS page 62

COURTESY CONOCOPHILLIPS ALASKA
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and 2002, “and about 800,000
acres are still under lease.”

Also logistics challenges

The companies started
drilling last winter at Noatak
and “rolligoned everything
over to our Noatak location”
from the Kuparuk River field,
Isaacson said. Noatak is south
of Teshekpuk Lake, some 50
miles into NPR-A.

At Noatak they “built a
7,000-foot Herc runway, ice
runway” and flew all of the
equipment that would fit into
the Hercules aircraft to
Barrow, sending the rest over-
land by rolligon. When they
finished at Intrepid, they flew
out what they could “and what
wouldn’t fit in the Herc went
from Barrow back to West
Dock via the sea route
because we were running out
of time on the tundra,
Isaacson said.

“Last season logistically was
incredibly challenging,”
Isaacson said.

First there was a late start.
“We didn’t get approval to
actually get ... on the snow
until Christmas Eve, with the
rolligons.” Because of the lack
of snow and the late freeze
“we weren’t able to chip as
much ice as we normally

Building an ice air strip at Intrepid

would in order to make the
ice pads and the landing
strips” at Noatak.

And because of climatic
conditions near Barrow it took
a long time to build the ice
road to Intrepid.

Because of “all those chal-
lenging logistics ... costs were
up considerably and so it
ended up being an expensive
exploration year last year”

And then, he said, referring
to the release by Pioneer of
the well results, the wells were
“pasically ... sub-commercial
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or dry holes”

“So it was a big logistical
effort without really anything
to show from it”

Although ConocoPhillips
did not release exploration
costs, they offered a compari-
son of 2006-07 costs with the
prior year, 2005-06.

“Exploration costs
increased by at least 17 per-
cent in the past year,” the com-
pany’s Alaska spokeswoman,
Natalie Knox Lowman, told
Petroleum News. She said “the
challenging logistics for oper-
ating in the remote NPR-A
resulted in further underesti-
mation in total costs.”

Closer in this year

Isaacson said budgets for

this winter’s exploration have
not been approved; that will
happen in early December. But
“I can tell you what we’re
looking at for this coming
year,” he said.

ConocoPhillips is looking at
drilling a couple of wells in
the “Alpine-Greater Moose’s
Tooth area — really explo-
ration-appraisal wells.”That
drilling would “follow up on
what we had discovered in
that area.” A flow test for one
of the Rendezvous wells is also
possible, he said.

No exploration seismic is
planned but there is a possibil-
ity of development seismic, 4-
D type seismic, over proven
field areas.

see CONOCOPHILLIPS page 63
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ConocoPhillips doesn’t yet
have “partner and manage-
ment approval, but that’s cur-
rently what we’re looking at”

Isaacson said staging would
be done using the ice road to
Alpine — that road is built
every year to move supplies to
Alpine, which is not connect-
ed to the North Slope road sys-
tem.

“And by doing ice roads
(rather than the rolligon and
Herc transport used last year)
it allows you to use existing
rigs that we currently have
and so you don’t face the high
costs, high-cost environment
that we encountered (last
year).

“Still, it’s not going to be
cheap,” he said.

Agencies hearing near Spark

Petroleum News reported
earlier in the year that
ConocoPhillips officials have
mentioned to permitting agen-
cies that one area possible for
delineation drilling is near pro-
posed Alpine satellite CD-7 at
the Spark discovery in NPR-A.
That information is in line
with the five-year NPR-A
drilling plan the company sub-
mitted to the U.S. Bureau of
Land Management.

The Spark DD wells (Nos. 9-
12) in that plan are in sections
21,21, 28 and 21, respectively,
of township 10 north, range 2
east, Umiat Meridian.All are in
the Northeast NPR-A planning

area, directly adjacent to the
proposed site for CD-7, which
has been evaluated as a devel-
opment node with permanent
road access and a pipeline to
Alpine. Spark is some 15 miles
southwest of the Alpine oil
field.

If the Spark and nearby
Lookout (CD-6) discoveries are
developed, as little as two
miles of pipeline would be
needed to connect the Spark
DD sites, the agency said.

The Spark No. 1A discovery
well tested 1,550 barrels per
day of liquid hydrocarbons
and 26.5 million cubic feet per
day of gas. Spark was one of
the discoveries announced in
May 2001 by ConocoPhillips
Alaska predecessor Phillips
Alaska and Anadarko
Petroleum. Other successful
wells included the Spark 1,
Moose’s Tooth C, Lookout 1
and Rendezvous A and 2.All
encountered oil or gas and
condensate in the Alpine pro-
ducing horizon.

Doyon 19 stays at Alpine

ConocoPhillips has two
exploration rigs under con-
tract that could easily be
moved to the Spark DD well
sites — Doyon Rig 141 at
Kuparuk and Doyon Rig 19,
drilling at Alpine satellite CD-4.

Isaacson said that “if we
were going to be doing some-
thing off of ice” the company
would probably use Doyon Rig
141, “the rig that we’ve used
for exploration in the past”

Lowman said Doyon 19 “is
the rig that stays at Alpine.”
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She said the rig is “at Nanuq
right now and then when we
build the ice road it will move
up to Fiord to continue devel-
opment drilling there.” Fiord is
a roadless satellite develop-
ment within the Colville River
Unit — the Alpine field —
where drilling occurs only in
the winter and the rig is
moved in by ice road. Nanuq,
the other Alpine satellite, is
attached to the main Alpine
facilities by gravel road.

Alpine, which
ConocoPhillips operates, is not
connected to the North Slope
road system. In addition to
Alpine, ConocoPhillips oper-
ates the Kuparuk River field
on the North Slope.

Qannik facilities

The ice road to Alpine will
be used to bring out equip-
ment for the CD-2 pad exten-
sion for Qannik. Lowman said
there are no facilities on the
pad extension yet because the
gravel is setting up.

The Qannik accumulation,
which overlies the main Alpine
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accumulation, was tested for
19 days in June 2006.When
ConocoPhillips announced the
discovery in July 2006 the
company said average produc-
tion was 1,200 barrels per day
of 30-degree API gravity oil
from a 25-foot sandstone at
4,000 feet subsea.The Alpine
accumulation, at 40 degrees
API gravity, is a lighter oil.

ConocoPhillips applied to
the U.S.Army Corps of
Engineers in 2006 to expand
the CD-2 pad at Alpine for
development of Qannik and to
allow for additional storage for
Alpine CD projects.The expan-
sion would make room for 18
Qannik wells.

The Corps said gravel place-
ment would be done in the
winter of 2006-07, followed by
facility construction and instal-
lation the following year with
development drilling begin-
ning in the spring of 2008 and
production startup in the sum-
mer of 2008.

Isaacson said when the dis-

see CONOCOPHILLIPS page 64
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covery was announced in July 2006 that
the company had basically been drilling
through Qannik to reach the Alpine accu-
mulation, which is at about 7,000 feet sub-
sea.They had seen the Qannik accumula-
tion on logs, he said, and used exploration
dollars to put in a well to test it.

3-D shot at Beluga

In Southcentral Alaska, ConocoPhillips
operates the Beluga gas field on the west
side of Cook Inlet and the North Cook

Inlet gas field, which is produced from the
Tyonek platform in the inlet.

Isaacson said 3-D was shot over the
Beluga field, basically development 3-D.
“You always have the possibility that
something of an exploration nature might
fall out of that, because of the better data
that you get associated with 3-D,” so the
data, which is being processed, will be
evaluated for that.

Petroleum News editor’s note:
ConocoPhillips Alaska employs 1,100 peo-
ple in the state, has a majority interest in
1.7 million gross acres in NPR-A, and near-
ly 2.6 million gross undeveloped acres in
total outside of producing fields. ¢
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ConocoPhillips Alaska building in down-
town Anchorage

A word from
ConocoPhillips Alaska
to state, feds

When asked by Petroleum News
for the key things that the State of
Alaska and/or the U.S. government
can do to attract more oil and gas
company investment to Alaska,
ConocoPhillips Alaska submitted
the following comments:

Aside from a stable tax regime,
access to resources is one of the
top issues facing industry today.A
key element of resource access is a
fair and reasonable regulatory envi-
ronment with timely and pre-
dictable permitting. Obtaining state
permits is fairly straightforward, but
the federal permitting outlook in
Alaska, particularly the North Slope
and adjacent Arctic Ocean, is unfor-
tunately challenged.

Executive Order 13212

With the goal of attracting more
oil and gas company investment to
Alaska, federal agencies are sup-
posed to follow President Bush’s
May 22,2001, Executive Order
13212 — Actions to Expedite
Energy Projects.This Order directed
federal agencies to expedite review
of permits or take actions to accel-
erate the completion of projects,
while maintaining safety, public
health, and environmental protec-

see COMMENT page 65
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tions. Furthermore, the Order
directed agencies to establish
an interagency task force to
monitor and assist in their
efforts to expedite their
review of permits.This task
force was also to monitor and
assist agencies in setting up
appropriate mechanisms to
coordinate Federal, State, trib-
al, and local permitting in geo-
graphic areas where increased
permitting activity is expect-
ed.

After two concurrent sea-
sons of offshore seismic work
in the Arctic, the National
Marine Fisheries Service, repre-
senting the U.S. Department of
Commerce, exceeded regulato-
ry defined deadlines in issuing
incidental harassment autho-
rizations for marine mammals.
Furthermore NMFS deferred
significant federal decision-
making authority to non-
agency third parties in estab-
lishing unscientifically based
permit conditions, including
severe restrictions on timing of
activity. With the Department
of Commerce’s goal being to
promote commerce, it appears
there would be more align-
ment on that goal with the
NMES.

Onshore, federal permitting
inefficiencies exist between

EIS, the Bureau of Land
Management worked collabora-
tively and in close coordination
with the State of Alaska, the
U.S. Environmental Protection
Agency, the U.S. Fish and
Wildlife Service and the Corps
of Engineers in completing this
19-month, $14 million effort.
Two satellites, CD3 and CD4,
were permitted concurrently
with the EIS effort. These satel-
lites are on-line and producing
today. It was assumed alterna-
tives analyzed and evaluated by
BLM and the cooperating agen-
cies during the EIS would be
adequate to permit the next
satellite, CD5. However, the
Corps of Engineers’ permit
process duplicates some of the
NEPA process elements previ-
ously completed.This has
resulted in 30 months of addi-
tional analysis and added signif-
icant cost, and to date there is
still no permit decision.

As an example, we believe
BLM has struck a reasonable
balance in management of the
National Petroleum Reserve-
Alaska, and served the interests
of many stakeholders. We
would like to see similar bal-
ance from other resource and
stewardship agencies.

The cooperation and due
diligence of federal agencies is
a critical factor in the develop-
ment of oil and gas resources
on the North Slope.

the federal National Companies planning to
Environmental Policy Act explore need to be able to rely
process and the U.S.Army on a stable, consistent and due-

Corps of Engineers permitting
process. In the case of the
ConocoPhillips Alpine Satellites

process regulatory system in
order to make sound invest-
ment decisions.

(endV /3 LM VILR

Statoil Hydro enters Alaska; Ken Boyd

‘man on the ground’ for mega-major

In mid-2007, Norsk Hydro USA hired Ken Boyd as a consul-
tant in Alaska. Jim Meek, manager of business development for
the Houston-based affiliate of Norway’s Hydro which merged
in October 2007 with Norway’s Statoil to become Statoil
Hydro, said Boyd would be the company’s “man on the

ground” in Alaska, attending local meetings and
events and assisting the mega-major in its
“evaluation” of the state as a place to make

oil and gas investments.

Neither Norwegian firm had assets in
Alaska prior to the merger, but Meek did con-

Other
WEVES

& partners

firm that Norsk Hydro had joined both the Alaska Oil

and Gas Association and the Resource Development Council
for Alaska. Boyd was Alaska’s deputy director of the Division of
Oil and Gas for five years and director for six years, leaving the
director’s post in 2001 to become a consultant.

Statoil Hydro is the world’s largest offshore operator, fol-
lowed in order by Royal Dutch-Shell, Petrobras, BE, ExxonMobil,
Woodside Energy, Chevron,Total, Eni, Hess and ConocoPhillips.

The Norwegian State holds about 62.5 percent of the

merged entity.

Statoil Hydro has Arctic oil and gas interests offshore
Norway. Prior to the merger Statoil said it was largely motivated
by both companies’ desire to expand outside Norway, where
the competition for offshore acreage is intense amid high oil

prices.

—Kay Cashman
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Benchmark Oil and Gas buying seismic,
talking to operators

By KAY CASHMAN

Petroleum News

Benchmark Oil and Gas, along with
other successful bidders, finally
received its lease assignments from the
State of Alaska for the 20 tracts it won in
the May 2006 Cook Inlet
areawide lease sale.

The Swedish inde-
pendent bought its first
Alaska leases at that sale,
but was on semi-hold for
the 14 months that followed.

Just before the leases were issued on
July 30, 2007, Benchmark’s exploration
adviser Denise Stone told Petroleum
News,” we don’t officially consider our-
selves leaseholders yet.”

But the company had not been idle.

“We are in the process of gathering
information, looking at wells that have
been drilled in the area,” Stone said in July.

I t took more than a year, but

“We're doing an evalua-
tion as much as we can.
... We did buy some
seismic and are repro-
cessing it right now.”

In October, Stone
told Petroleum News
that Benchmark was
“very pleased to receive
our leases. ... At the
moment, we do not
have any definite exploration plans. We are
still in discussions on how to proceed ...
with evaluating and prioritizing our leases.
‘We have bought seismic data in certain
areas from the open market and are plan-
ning to buy more.”

She also said Benchmark was “talking
to other operators to see how we might
work together,” something another new-
comer to Cook Inlet,Armstrong Cook
Inlet (see story page 16), said it was doing
on the southern Kenai Peninsula where
both companies have oil and gas leases.

DENISE STONE

Leases in three areas

Benchmark’s 20 leases are on 110,000
acres in three areas of the Kenai
Peninsula: along the north coast of the
peninsula, in the central peninsula and
north of Kachemak Bay in the southern
part of the peninsula. Stone said that the
company’s first exploration activities for
its acreage involve looking at
the work that has already
been done in the Cook 6
Inlet basin.

In evaluating the
old well data and seis-
mic the company is
having to recreate the
thinking behind exploration
done in the 1960s and 1970s, and then
build on that early work, she said.

Cook Inlet dovetails into Benchmark’s
strategy of exploring in emerging areas
where there are opportunities to use

OIL&GAS

see BENCHMARK page 67
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state-of-the-art 3-D seismic
technology,Andrew Wight, a
Benchmark landman and the
company’s general counsel,
said after the 2006 lease sale.

“The Cook Inlet in particu-
lar is an area that was devel-
oped quite some time ago and
then it was ... put aside, with
the focus shifting to the North
Slope,” he said.“We think
there’s a great opportunity
there to apply some new tech-
nology. ... Technology is really
the lynchpin of our business
model”

Wight also said that
Benchmark likes to explore in
areas that larger companies
have found unattractive.

“We feel like that gives us a
niche, using our technology, to
get in and do some things in
areas that have been over-
looked or neglected for what-
ever reason by larger compa-
nies,” he said.

Benchmark started out in

1976 as a privately owned
Texas independent. However,
the Texas-based company went
public as Swedish company
Benchmark Oil and Gas AB in
2001.

Why Alaska?

Onshore Texas is
Benchmark’s core area for
drilling and production.

Stone attributed the compa-
ny’s interest in Alaska in part
to the efforts of the staff from
the Alaska Department of
Natural Resources Division of
Oil and Gas.

“If it wasn’t for those folks
coming down to Houston and
being at the American
Association of Petroleum
Geologists’ conference ... and
the North American Prospect
Expo, if they hadn’t come and
told the Alaska story as clearly
and confidently as they did, I
really don’t think Benchmark
would have participated as
aggressively as it did in the
lease sale,” Stone said. ¢
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Eni moving forward with Nikaitchug

Beaufort Sea project sanction expected by end of 2007, first oil 2009; Maggiore,

By KAY CASHMAN

Petroleum News

he signs are good that Eni will move

T forward with development of its
Nikaitchuq unit offshore Alaska’s North
Slope in 2008.

On Oct. 5,2007, the Houston-based affili-
ate of Italy’s Eni SpA received State of Alaska
approval on its application to expand the
Nikaitchuq unit, more than doubling its size
from 12,968 to 33,870 acres.

On Oct. 16, Eni took another step closer
to development when it applied for state
royalty modification on Schrader Bluff and
Sag River production for 12 leases in the
expanded 18-ease unit, which lies north of
the Kuparuk River unit in the shallow
waters of the Beaufort Sea.

On Oct. 26, Kelly Woomer, human
resource manager for Eni US Operating Co.
Inc. out of Houston, confirmed that compa-
ny officials recently told state Division of Oil
and Gas officials that Eni expects to sanc-
tion the project “by year-end”

If sanctioned, Nikaitchuq will likely be in
production by 2009, Eni

e

-

Nordic Calista Rig 3 drilling the Nikaitchuq No. 4
appraisal well.

at its Kuparuk River unit facilities.)
Nikaitchuq will not earn the distinction
of having northern Alaska’s first indepen-
dent-operated processing facility because in
2006, a mega-major, Eni, became its majority
owner and operator.

said in recent paperwork
filed with the division.
Acting Division Director
Kevin Banks told
Petroleum News Oct. 12
that unit expansion was a
“good sign” that Eni will
move into development of
Nikaitchugq.“It looks like

Eni
G R O U P

Eni production

About a year after Eni
acquired Armstrong’s assets
— including a minority
position in Nikaitchuq —
the Italian major acquired
Anadarko’s majority posi-
tion in the Nikaitchuq and
Tuvaaq area leases.
Anadarko had just acquired

things are moving ahead.” . . Kerr-McGee, which bought
he siid. & ’ Worldwide: 1.74 million boe its majority interest in
A'Iaska: _ none (yet . Nikaitchuq from
First production facilities Time period: Average daily Armstrong, just before
Eni plans to build forfirst half 2007 |~ y1ining the Nikaitchug dis-
Nikaitchug’s processing covery well.
facility at Oliktok Point. So, if Eni does sanction

If the Nikaitchuq unit were still operated
by one of its first three owners — indepen-
dents Armstrong Alaska, Kerr-McGee or
Anadarko Petroleum — then Nikaitchuq
would earn the distinction of being north-
ern Alaska’s second independent-operated
oil field and its first oil field with an inde-
pendent-operated processing facility.
(Nearby Oooguruk is operated by indepen-
dent Pioneer Natural Resources, and due to
go into production in 2008. But
ConocoPhillips will process Oooguruk oil

Nikaitchuq development, it will gain the dis-
tinction of being the only major oil compa-
ny that does not own a piece of the trans-
Alaska pipeline system to operate both an
oil field and production facilities in north-
ern Alaska. Majors BE, ConocoPhillips and
ExxonMobil own the biggest slice of all
existing processing facilities on and off-
shore Alaska’s North Slope; each has an affil-
iate that owns a large chunk of the trans-
Alaska oil pipeline that stretches from
Prudhoe Bay to Valdez.

PHOTO BY JUDY PATRICK/COURTESY KERR-MCGEE

Rock Flour undergoing evaluation

Tuvaag, Kigun leases in expansion

The unit expansion added 10 leases to
Nikaitchugq’s existing eight leases, seven of
which composed the Tuvaaq unit and three
additional leases, ADL 390615, 390616 and
segment 2 of ADL 355024.

ADL 355024 was committed, in part, to
the Kuparuk River unit in 1985 and in 1988
was committed in its entirety to the KRU in
that unit’s third expansion.There are two
aerially differentiated segments of this lease,
the division said, and the southern portion
of the lease was not part of Eni’s applica-
tion.

Kuparuk working interest owners previ-
ously agreed to a farmout of segment 2 to
Eni as 100 percent working interest owner.
Segment 2 is commonly referred to as the
Kigun portion of the lease. It received a
new ADL, 391283, was contracted from
Kuparuk and committed to the expanded
Nikaitchuq unit.

As a result of assignments of working
and royalty interest shares, Eni holds 100
percent of the interest in each lease in the
expanded Nikaitchuq unit.

Schrader Bluff, Sag River

There are two different formations at
Nikaitchugq, heavy oil at the shallower
Schrader Bluff formation and light oil at the
deeper Sag River.

The division said in its decision that
“potentially commercially recoverable
reserves” have been tested in both the
Cretaceous Schrader Bluff and the Triassic
Sag River formations.

Kerr McGee drilled six wells in the
Nikaitchuq and Tuvaaq units between 2004
and 2005.Three of the six tested oil from
the Schrader Bluff or Sag River formations;
Kerr McGee drilled two additional Schrader
Bluff wells in 2000.

The Nikaitchuq No. 4, the Tuvaaq No. 1
and the Kigun No. 1 all penetrated the
Schrader Bluff formation, the division said.
Only the first was tested: using an electric
submersible pump to aid in production of
the 16-17 degree API crude, the well tested
at rates of up to 1,200 barrels per day.

The Nikaitchuq Nos. 1 and 2 encoun-
tered both Schrader Bluff and Sag River for-
mations.The Nikaitchuq No. 3 had some

see ENI page 70
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1,834 feet of net pay in the Sag
River sandstone in a 3,000-foot
horizontal section.

The No. 1 production tested
at more than 960 bpd of 38-
degree API crude in the Sag
River and the No. 3 tested, with
a pump, a range of 1,327 bpd to
760 bpd, of 32-degree API oil.
The No. 2 was not tested.

Eni drilled two additional
wells from Oliktok Point in the
200607 winter season.

Horizontal wells planned

The division noted that Eni
has stated its intention to devel-
op the Nikaitchuq Schrader
Bluff formation with horizontal
wells, and said there are some
five years of Schrader Bluff well
performance from initial com-
pletions at the Milne Point and
Kuparuk River units. Eni
“appears to assume” its develop-
ment at Nikaitchuq will
improve on previous Milne
Point and Kuparuk River
Schrader Bluff completions “by
using the latest technology —
horizontal and multilateral com-
pletions,” the division said.

Sag River has been devel-
oped on a standalone basis at
Milne Point and those “wells
consistently show initial flush
production followed by steep
decline within the first year to

We believe in

less than 50 percent of the ini-
tial rate” the division said. Tests
done by Kerr McGee “showed
similar initial production rates
and comparable if not more
pronounced decline;” the divi-
sion said, adding that stimula-
tion and innovative enhanced
oil recovery techniques might
improve recovery from the Sag
River at Nikaitchug.

Future exploration possible

Eni said in its exploration
plan that it conducted an “on-
ice seismic experiment” in the
vicinity of Nikaitchuq with Shell
Offshore “at a cost of several
million dollars.”The results of
the experiment “may result in
substantial benefit to the
Nikaitchuq unit and other state
offshore leases in shallow
waters by allowing parties to
acquire seismic data on such
leases during the winter season
in a manner that should have
greater stakeholder accep-
tance”

Following the expected sub-
mittal of a plan of development
to Eni’s management for project
sanction prior to the end of
2007, Eni said it would
approach the state soon after
sanction for approval of the
plan of development and one
or more participating areas.

Eni said the schedule is to
use results of the on-ice seismic

see ENI page 71
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Eni’'s other Alaska exploration hot spots

Eni picked up its first Alaska leases — some 273,000 net
acres — from Armstrong Alaska in late August 2005, and
shortly thereafter opened an Anchorage office and hired
Chester (Chet) Paris to manage its Alaska operations.

Strong interest in Beaufort

Eni said it acquired leases in Alaska after conducting an
internal evaluation and regional studies that showed the
North Slope and adjacent Beaufort Sea as areas with explo-
ration potential for new oil and gas finds. It said its emphasis
in Alaska would be of consistent growth, and that it was par-
ticularly interested in the Beaufort and Chukchi seas.

By late 20006, Eni’s net acreage in northern Alaska had
grown to 400,000 acres.

In November of that year, Eni announced it had reached
an agreement with Shell to “exchange working interest” in 64
Eni and Shell leases offshore northern Alaska and “begin joint
exploration activities” on the leases with Shell as the opera-
tor.The leases are in the federal waters of the Beaufort north
of the Oooguruk, Kuparuk, Nikaitchuq, Northstar and
Kuparuk units extending east to mid-way above the Prudhoe
Bay unit.

Exploration activity included 3-D seismic acquisition and
drilling a well by 2010, Eni said.

If exploration is successful Eni will have the option of tak-
ing over operatorship of the joint acreage, an Eni executive
told Petroleum News.

The 64 blocks at the time were 60 percent owned by Eni
and 40 percent owned by Shell.

In September 2007, Spanish oil major Repsol TYP joined
the partnership, buying a 20 percent interest in the 64 blocks
from Eni.

Shell’s spokesman in Alaska, Curtis Smith, told Petroleum
News the “objective of the partnership is to acquire 3-D seis-
mic with a view toward identifying future drill sites.”

In its press release Repsol said “exploration activities”
could start in 2009-10.

Evaluating Rock Flour, Maggiore

Shortly after entering Alaska in 2005, Eni applied to form
the Rock Flour unit which, when approved at the end of that
year, would include five, 100 percent Eni leases purchased
from Armstrong.

The Rock Flour unit is along the southeast corner of the
Kuparuk River unit just a few miles west of the Prudhoe Bay
unit.

In March 20006, Eni acquired more onshore North Slope
acreage, bidding $5.62 million at a state areawide lease sale
for a block of 11 tracts southeast of Kuparuk and southwest
of the Prudhoe Bay unit in an area near Rock Flour.

A state official at the sale said Eni was obviously consoli-
dating its central North Slope lease position where the com-
pany appeared to be targeting Brookian plays — the lower
Cretaceous unconformity at the base of the Brookian
sequence lies at a depth of around 10,000 feet in the area of
the Eni leases.

The nearby State Pipeline No. 1 well revealed some inter-

see HOT SPOTS page 71
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to develop a plan by July 2008
for “potential 3-D seismic acqui-
sition covering parts of the
expanded” unit with approxi-
mately 74 square miles of 3-D
seismic to be acquired by
September 2010.

Eni also said it would closely
monitor improvements in
drilling technology over the
next few years “to determine if
additional areas can be reached
for development from then
existing facilities.”

Newly acquired seismic
would be used — along with
prior seismic and drilling infor-
mation — to develop future
exploration plans by October
2011.

Development benchmarks

The Nikaitchuq develop-
ment includes construction of a
gravel pad with drilling, gather-
ing and production facilities on
Oliktok Point near the
ConocoPhillips seawater treat-
ment plant; construction of a
gravel drilling island near Spy
Island tied back via a 3.8-mile
subsea flow line and utility bun-
dle to Oliktok Point for fluid
processing; construction of an
approximately 14-mile pipeline
from Oliktok Point to a tie-in
near Kuparuk drill site 1Y for
connection to the Kuparuk
Transportation common carrier
pipeline; and future modifica-
tions as required to accommo-
date actual results of well per-
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formance.

Initial drilling would be from
a 313,000-square foot pad at
Oliktok Point.The small gravel
island would be constructed
shoreward of the barrier islands
for future drilling.

Because Nikaitchuq has a
“producible resource” that has
been delineated, the division
proposed — and Eni agreed —
to a series of development
benchmarks.

The division said in its Oct. 5
decision that requiring forma-
tion of a participating area by
2009 commits Eni to develop-
ment of the expansion leases.

On Oct. 5,2009, any portion
of ADL 391283 not committed

continued from page 70
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esting Brookian Cretaceous
sands, state geologist Paul
Decker said at the time.

In the winter of 2006-07,
Eni drilled two Rock Flour
wells and another well at a
prospect a few miles south
called Maggiore.

In October 2007, Kelly
Woomer, human resource
manager for Eni US Operating
Co. Inc., told Petroleum News

that,“the company is undergo-
ing post well analysis and eval-
uation of the (Rock Flour and
Maggiore) area for future
plans”

According to Rock Flour’s
unit plan of exploration it
does not have to drill another
well at Rock Flour until the
winter of 2008-09. Since the
Maggiore operations were
conducted under a lease plan,
another well is not required to
hold the leases in that
prospect. ¢

to a participating area would be
segregated and the portion not
committed would automatically
contract from the unit unless
that area is covered in an
approved plan of exploration or
plan of development.

Other leases would contract
out of the unit on Oct. 5,2011,
and Oct. 5,2012, unless commit-
ted to a participating area cov-
ered by an approved plan of
exploration or plan of develop-
ment. ¢
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phone: 807.278.4400

tax: 907.278.3255
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Petro-Canada: From operator to partner

By KAY CASHMAN

Petroleum News

A better headline for this story might

have been “Petro-Canada: From possi-
ble operator to partner” because the

company had not actually drilled a well in
Alaska when it decided to continue to play
the role of partner in its latest Alaska
acquisitions.

In fact, the Calgary-based major
staked eight well locations in
2006 and was moving forward
with permitting a multiyear
exploration drilling program in the
undeveloped National Petroleum
Reserve-Alaska when, in January 2007, it
announced that it had formed a partnership
with FEX, a subsidiary of Calgary-based
Talisman Energy. FEX was the operator.

Since that time the two companies have
cross-assigned the majority of their NPR-A
leaseholdings, covering about 1.2 million
acres. By October 2007, Petro-Canada’s net
position in NPR-A was just over 500,000
acres.

In the first quarter of 2007, FEX drilled

three exploration wells on the partners’
NPR-A acreage.

The only place Petro-Canada and FEX
aren’t partnered in NPR-A is in the south-
east corner, which is the western edge of
2.2 million acres that runs between the
Colville and Canning rivers along the south-
ern border of the North Slope, which is gen-

erally referred to as the Brooks Range

Foothills or the North Slope Foothills.
That acreage is jointly held by Petro-
Canada, BG Alaska and operator
Anadarko Petroleum.
When Petro-Canada joined
Anadarko’s joint venture in 2004, it
contributed 430,000 acres of its own
Foothills acreage, picked up since entering
Alaska in 2001.

Aggressive explorer

The first headline about Petro-Canada in
Alaska appeared in the May 28, 2001, issue
of Petroleum News. It read, “Petro-Canada
breaks policy, crosses U.S. border into
Alaska” by Gary Park.

“Taking a leaf from the playbook of
Alberta Energy Co., Petro-Canada has decid-

ed to get a foot in both Arctic camps by
emerging as one of the leading bidders in
the first North Slope Foothills Areawide Oil
and Gas Lease Sale. ... extending its sub-
stantial Arctic interests from the Mackenzie
Delta into Alaska,” Park wrote.

Company spokesman Chris Dawson
told Park that Petro-Canada was “position-
ing ourselves for future exploration and
development and the prospect of getting
gas out of Alaska to the North American
market” — a strategy that remains on the
company’s home page in 2007.

“For Petro-Canada, it’s a mild reversal of
a staged withdrawal over the past two
years from any plays outside Canada,” Park
wrote, noting that even though Petro-
Canada was not part of the Mackenzie
Delta consortium looking at building a
Mackenzie Valley gas pipeline, Petro-Canada
(was) one of the “boldest” Mackenzie stake-
holders ... “kicking off Canada’s first Arctic
exploration in 24 years in partnership with
Anderson Exploration.”

By the end of 2007 Petro-Canada will
have invested close to C$200 million in
Alaska. ¢
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Marathon continues to chase inlet gas

Company sees significant opportunity in the Cook Inlet region but wants competitive gas pricing
and a stable fiscal, regulatory environment in Alaska

By ALAN BAILEY

Petroleum News

Ithough oil and gas production in
A Alaska is declining, there are still
plenty of resources to find and
develop, Mitch Little, Marathon’s
Alaska production manager, told
Petroleum News Oct. 2, 2007.
“While the (Alaska) industry is certain-
ly maturing ... there are still significant
opportunities that

remain within existing
fields and in terms of
undiscovered
resources,’ Little said.
Marathon is a major
natural gas supplier in
the Cook Inlet region

and produces gas from
the Kenai, Cannery
Loop, Ninilchik, Beaver
Creek and West Fork fields on the Kenai
Peninsula and from the Chevron-operat-
ed McArthur River field on the west side
of the Cook Inlet. Kasilof, the company’s
newest field, went on stream in
November 20006, delivering gas through
the Kasilof pipeline to the Kenai
Kachemak pipeline on the western side
of the Kenai Peninsula.

MITCH LITTLE

Market transition

Developing new resources in the
Cook Inlet region depends on that mar-
ket continuing its transition toward com-
petitive pricing — the gas market in the
Cook Inlet has in the past seen an excess
of cheap gas, priced below market rates
in the Lower 48 or elsewhere in North
America, Little said.

“Those conditions have probably led
to curtailed investment on the explo-
ration and production side and potential-
ly haven’t resulted in as much conserva-
tion on the consumer side, or in the
power generation or heating efficiency
market,” he said.

In other markets that have had to go
through the same type of evolution, the
transition in price levels has promoted
the development of new gas supply
sources, Little said. Little expects the
same phenomenon to occur in
Southcentral Alaska. But it is not yet clear
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Marathon’s Cook Inlet oil and gas fields

to what extent new gas supplies in the
region will come from new Cook Inlet
discoveries, from a North

program throughout the year utilizing
our company owned Glacier drilling rig,”
Little said.“We’ve had

Slope gas line or from a
combination of the two,
he said.

Development of new
resources in the Cook
Inlet region also depends
on a stable fiscal and reg-

MARATHON

drilling campaigns in four
different field areas and
by year’s end we will
have drilled nine addi-
tional wells.”

The company has

ulatory environment that
reduces the uncertainties
in project decision mak-

Marathon production
Worldwide: 190,000 barrels

been using its Excape
completion technology to
exploit multiple reservoir
sands, especially in the

: : (liquids) . ;i
ing, he said. Beluga formation and in
. 841 mmcf (gas) the Kenai gas field — the
Continued development Alaska: 200 barrels of oil complex geology of the
Meantime, Marathon 146 mmcf (gas) Cook Inlet may result in a
continues to work its gas Time period: Average daily single well penetrating as
for first half 2007

fields around the Cook

many as 10 to 15 individ-

Inlet — in 2007 the com-
pany focused on development drilling in
four of those fields: the Ninilchik, Kenai,
Beaver Creek and Sterling gas fields.
“We’ve had a fairly active drilling cam-
paign, more or less a continuous drilling

ual reservoir sands, Little
said.

“The Excape technology is a comple-
tion technique that allows us to perforate
and fracture stimulate much more effi-

see MARATHON page 74

MARATHON OIL CO.
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M Sept. 9, 2007, reprint from Petroleum News

Little replaces Barnes in Alaska

The head of Marathon Oil in Alaska,
John Barnes, is being replaced by T. Mitch
Little who is moving to Alaska from
Houston, where he has been managing the
company’s Libya assets, Little told
Petroleum News Sept. 6.

The change was effective Aug. 13, the t\
company said.

Barnes has accepted the position of
director of U.S. Production Operations
Strategic Projects, which means he’ll be “leading the initial
development of a strategic blueprint to guide the USPO busi-
ness through its new expansion plan,” Marathon said.

Barnes will continue to report to Steve Guidry, USPO
regional vice president.

Little’s title will be asset team manager for Alaska. He will
also report to Guidry.

This will be Little’s first assignment in Alaska, he said.

Little said he would be returning to Anchorage on Monday,
Sept. 10.

JUDY PATRICK

JOHN BARNES

—Kay Cashman
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ciently and cost effectively
than traditional methods,”
Little said.“We’re able to com-
plete zones of lower quality
than were typically complet-
ed in the past. ... What it’s
ideally suited for is fields
where there are multiple
stacked reservoirs, especially
if there are over four intervals
that you want to complete
simultaneously”

The company is also in the
process of shooting a new 3-
D seismic survey in the north-
ern part of the Ninilchik field.

“We're looking to better
characterize the known field
area — the majority of the
survey is over the field area,’
Little said. Marathon is also
using the seismic survey to
search for any new opportuni-
ties at Ninilchik, he said.

Marathon picked up nine
tracts around the Ninilchik
field in the State of Alaska’s
May 2007 areawide lease sale.
Little characterized this lease
acquisition as “the normal
course of business,” consoli-
dating the company’s
Ninilchik position.

Sunrise prospect

On the exploration front,

with its Sunrise gas prospect,
also known as East Swanson,
in the northern part of the
Kenai Peninsula.The prospect
lies in a Cook Inlet Region
Inc. holding, inside the Kenai
National Wildlife Refuge.

“We continue to be inter-
ested in the prospect,” Little
said.“We’re advancing it
through our normal evalua-
tion processes and we’ve per-
mitted, and plan to acquire
additional 2-D seismic data
over the prospect later this
year. ... Plans beyond that
would be contingent or
dependent on what the seis-
mic reveals.”

And does Marathon have
any interest in exploring deep
in the Mesozoic section,
below the conventional Cook
Inlet Tertiary reservoir strata
in any of the company’s leas-
es?

“We don’t currently have
plans focused on the deeper
section, although ... we rec-
ognize there’s some potential
there,” Little said.“We’re not
actively pursuing it right
now.

Gas storage

In May 2006 Marathon
started injecting gas into a gas
storage facility that it had
established in the Sterling for-

see MARATHON page 75
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mation pool 6 C1 and C2 sands of the
Kenai gas field. That storage facility has
been operating successfully, to enable
Marathon to fulfill its contractual obliga-
tions to meet demand swings between
summer and winter — excess gas can be
injected into the storage facility during
the summer when utility demand is rela-
tively low and then retrieved during the
winter when demand is high.

In 2007 Marathon drilled a second
injection well in the facility.

“That (second well) provides us with
some redundancy in case of a mechani-
cal problem but also increases our
instantaneous injection capability,” Little
said.

But the company has no current
plans to expand its Cook Inlet gas stor-
age capacity.

“We continue to look at other options
but ... those are going to be dictated by
the prevailing economics of the time
and some understanding of where mar-
kets are headed,’ Little said.

Possibilities for gas storage depend
largely on who has the economic incen-
tives to develop either seasonal or peak
load storage to accommodate the market
requirements.

“In other areas those facilities are
commonly built and operated by the
local utilities, or in some cases by a third
party, but in all those cases it’s where
there’s a significant economic incentive
for somebody to make that investment,”
Little said.

And, in terms of technical options, a
small LNG facility to handle needle peak-
ing loads might make sense, he said.

“It’s typical of other gas markets
where there are high seasonal swings,”
Little said.

But whatever the mechanism for gas
storage, achieving reliable gas deliverabil-
ity through the ups and downs of sea-
sonal demand ultimately costs money.

“It takes significant investment to
meet the deliverability requirements —
it’s not just the annual volume you’re
concerned about. It’s the daily volume,”
Little said.

The LNG plant owned by Marathon
and ConocoPhillips at Nikiski on the
Kenai Peninsula has in the past been
able to help with meeting peak utility
load by curtailing LNG production dur-
ing periods of especially high winter gas
demand. However, the export of LNG to
Japan from the plant represents a signifi-
cant component of the current Cook
Inlet gas industry. The plant’s federal
LNG export license expires in 2009 and
the U.S. Department of Energy is cur-
rently reviewing an application for
license renewal.

“We’re certainly hopeful that we're
going to get a positive decision in the
near future,” Little said.

Operational safety

Little feels particularly proud of a
new safety program that Marathon has
been implementing to instill a height-
ened safety culture with the company’s
employees and contractors.

“We’ve continued to emphasize our

overall philosophy of safe, clean and
responsible operations,” Little said.
“We’ve instituted, over the past year or
so, a new safety leadership program. In
Alaska we’ve now trained over 100 of
our company and contract employees. ...
It’s about making sure that we all hold
each other accountable and about learn-
ing more effective ways to encourage
each other to work safely”

And, as Marathon moves forward to
2008, what does the company have
planned for Alaska?

“At this point I would see 2008 shap-
ing up to look pretty similar to 2007,
Little said.“... We’d be looking to contin-
ue with a development-drilling program
in our existing fields. We’ve got the two
seismic surveys at north Ninilchik and
Sunrise that we’ll be interpreting and
evaluating next year.”

‘What happens beyond that will
depend to a considerable extent on the
continuing evolution of the Alaska gas
market, he said. Historically, margins in
the Alaska gas market have been slimmer
than elsewhere because of high operat-
ing costs driven by a challenging climate
and physical environment.

But transitioning to a more competi-
tive gas market will not be easy.

“No doubt as the market transitions
to a different pricing environment and
different contractual responsibilities, it’s
going to be difficult,” Little said.“It’s
going to put strain on all of the stake-
holders. But it’s that kind of change that
I think is going to be necessary to access
the future (Alaska) potential” ¢
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Taking a step back from Alaska?

By KAY CASHMAN

Petroleum News

been able to secure a reasonably
priced drilling rig for its Ahtna 1-19

well in Alaska’s undeveloped Copper
River basin, Bill Rutter III told Petroleum
News Oct. 31, 2007.The well is 12 miles
west of Glennallen and 180 miles north
and east of Anchorage.

“We are hoping to
partner with another
company to mobilize a
rig to Alaska and share
that cost.The lack of
competition in Alaska
among the service
providers (and the
resultant unreasonable
pricing) is the largest
single impediment for
independents to develop the state’s
resources, in my opinion,” Rutter III said.

Started drilling in 2005

The Midland, Texas-based independent
first started drilling the Copper River
wildcat in February 2005 but high geo-
logic pressures at a depth of 1,200 feet
caused delays and cost increases in the
drilling program.And when the well final-
ly hit its planned depth of 7,500 feet the
results proved disappointing.

“We never got enough gas to light a
cigarette,” Bill Rutter Jr. said at the time.

Rutter Jr. speculated that the well
might have proved to be one of the most
expensive onshore gas wells ever drilled
in Alaska.

“We ended up drilling most of that
well with 20 pound mud. Many would
say that was impossible, but it wasn’t
impossible, just expensive,” Rutter III
said.

But the heavy drilling mud had dam-
aged a potential gas reservoir formation
part way down the well, effectively seal-
ing that formation from possible gas pro-
duction and thus leaving uncertainty
about whether the well might in fact
have encountered gas.

Another stab at it in 2006

In the fall of 2006 the company made
an unsuccessful attempt to penetrate the
damaged section of the reservoir rock
adjacent to the well bore, using a Cad

R utter and Wilbanks Corp. has not

BILL RUTTER IlI

In and out of Cook Inlet

Between October 2005 and the
end of 2006, Rutter and Wilbanks
bought — and sold — a “large lease-
hold” in the Cook Inlet basin, Bill
Rutter III told Petroleum News in
October 2007.

The company’s sale of more than
110,000 acres in the Cook Inlet
basin was to Renaissance Alaska.
Rutter said he is hopeful
Renaissance “will make some discov-
eries and add a lot of value to our
retained interests there.

Rutter and Wilbanks has retained
“overriding royalty interests on
much” of the Cook Inlet acreage, and
has a “working interest on the first
well drilled on the offshore
Northern Lights prospect.”

Pressure Central snubbing unit.

“They got stuck again. ... They could-
n’t make the Perf Drill work; they could-
n’t get more than 3 or 4 feet out into the
formation,” Rutter III told Petroleum
News in October 2006.“It was an expen-
sive experiment and it didn’t work. We’re
coming back in the spring with a drill
rig”

Back in spring 2007

And the company did return in the
spring of 2007, to drill a sidetrack well
using a coiled tubing unit.

“It looks like we have a gas discovery
in the upper Nelchina, which was our
main objective. We’re getting some real
good gas flows,” Rutter III told Petroleum
News in late June 2007 after the first
sidetrack well hit gas at a depth of about
4,350 feet.

But excessive amounts of water flow-
ing from the well raised question marks
about the viability of the find, Rutter Jr.
said — although the sidetrack was pro-
ducing gas, the well was also producing
water at the rate of about a barrel per
minute. That rate of water production
would render the well uneconomic to
develop.

However, it was impossible to say how
much of the water was coming from the
reservoir formation and how much was
coming from higher up in the well.

“We know water was coming before

we hit the gas,” Rutter Jr. said. “After we
hit the gas we’re not sure whether there
was any additional water or not.”

Again, fall 2007

The company decided to resolve the
problem by drilling a second sidetrack in
August and to case it down to the
Nelchina reservoir. That would determine
how much water was flowing from the
reservoir and enable a decision on
whether to continue drilling.

There are several potential reservoir
sands in the Nelchina and the second
sidetrack would initially target sands low
down in the upper Nelchina, Rutter Jr.
said. Since water tends to sink below gas,
excessive water in that part of the forma-
tion would indicate that excessive water
also exists in the lower Nelchina.

“If it’s making an uneconomic amount
of water we’ll probably just plug it,”
Rutter Jr. said.

If, on the other hand, the water pro-
duction isn’t excessive, drilling will con-
tinue down into the lower Nelchina, to
test the sands there.

But the upper Nelchina definitely con-
tains high-pressure gas — gas which
reached the surface in the June discovery
had to overcome 4,000 pounds of pres-
sure applied by well fluids and the back
pressure required to circulate water,
Rutter Jr. said

To drill the second sidetrack, the com-
pany would need a conventional drilling
rig.

That’s where the Rutters plans fell
apart.They couldn’t find rig at a day rate
they could justify.

So what about the risks and costs
entailed in Rutter and Wilbanks’
Glennallen drilling marathon?

“This is a risky deal, but we have a
long history of taking risks. We have been
wildcatters for three generations and see
no reason to stop now,” Rutter Jr. told
Petroleum News in 2005.

He obviously wasn’t kidding. ¢

Editor’s note: In addition to its
Copper River basin project, Rutter and
Wilbanks is pariners in a prospect near
Umiat in northern Alaska with
Renaissance and Arctic Falcon. Bill
Rutter 11l said, “an evaluation program
should get under way this winter” (See
related story on page 84.)
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The Oooguruk island

Exploring on pause, development on go

Pioneer focusing on Oooguruk development, Cosmo delineation, exploration still on hold due to
disappointing results, concern about Alaska’s tax regime

By KAY CASHMAN online in the first quarter of 2008.
Petroleum News “Based on the lack of success ... we're defi-
nitely slowing down our investments, until we
allas-based Pioneer Natural Resources has Y & . .
- ; ; make the next decision on where to go in terms
no immediate plans to resume its . .
Alaska oil and lorati of exploration,” Dove said.
T asﬂal oDan %?S exp ,orat10f:1p ro- In 2005 Pioneer brought the new
g d ’himgo Y ,Ove’ f;oneer s (f I‘CSIS ent Doyon-Akita truckable Arctic Fox 1
and chict op ?ratmg © ?cer, said on Sept. drilling rig to the North Slope, with the
27,2007, during a media tour of the

intention of using this portable rig to
company’s new Beaufort Sea Oooguruk & P &

. . drill multiple exploration wells in each
geilﬁl'ghe last tllme .the blgulfldzll)egem winter exploration season. During the p [ O N E’ E’ R
rilled an exploration well in Alaska was 2005-06 season the company drilled MATURAL RESOURCES

two years ago, in the winter of 2005-06.
Subsidiary Pioneer Natural Resources
Alaska has seen little success in its Alaska TIMOTHY DOVE

three wells with the new rig: the . .
Cronus No. 1 well and, jointly with Plon.eer pI’OdUCtIOH
ConocoPhillips, the Hailstorm No. 1 and Worldwide: 106,000 boe

'exploration to date, DOV_C said, so is Antigua No. 1 wells. But all three wells were Alaska: 3,130 barrels
instead focusing on earlier North Slope explo- unsuccessful. Time period: Average daily
ration success that led to approval of the devel- In May 2007 Pioneer shared more bad news: for 2006

opment of the Pioneer-operated Oooguruk oil
prospect in the Beaufort Sea, expected to come see PIONEER page 79

COURTESY JUDY PATRICK/PIONEER NATURAL RESOURCES ALASKA
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This time from its exploration partnership in the National Petroleum
Reserve-Alaska with Anadarko Petroleum and ConocoPhillips. Operated
by ConocoPhillips the partnership had drilled two wells in the Noatak
and Intrepid prospects in NPR-A in the winter of 2006-07, and both
wells were “noncommercial,” largely because of operating so far from
infrastructure. (Intrepid, south of Barrow and more than 200 miles
from the Colville River unit, was the farther of the two from existing
infrastructure.)

I EE—

Appraisal well at Cosmo

But all is not bad news.

In addition to its investment at Oooguruk,
Pioneer is also spending money on its
Cosmopolitan prospect, offshore in the Cook Inlet
basin. On Sept. 9, 2007, it spud the Hansen 1A L1,a
sidetrack, from private land on a bluff overlooking
the body of water also known as Cook Inlet.

The appraisal well, which was drilled with KEN SHEFFIELD
Rowan Rig 68, is off the southwest coast of the Kenai Peninsula.

Pioneer spokesman Tadd Owens said in September that drilling and
testing would take between 120 to 140 days.

“The gross recoverable resource potential is 30 to 50 million barrels
of oil,” he said. If the well is successful Pioneer is looking at 12 more
horizontal directional wells for development.

Former Cosmopolitan unit operator ConocoPhillips Alaska drilled a
long-reach well and sidetrack, the Hansen No. 1 and Hansen No. 1A,
from the onshore site in 2003, but since that time Pioneer has bought
out all the working interest owners, including ConocoPhillips, Devon
Energy and Forest Oil, taking over as operator of the unit.
ConocoPhillips retained a small royalty share, Owens said.

The 25,000-acre state-federal unit is approximately two miles off-
shore.The onshore pad is six miles north of Anchor Point and one-half
mile west of the Sterling Highway:.

Cosmopolitan’s oil accumulation was discovered by Pennzoil in
1967 in the 12,112-foot vertical Starichkof State No. 1, drilled offshore
with a jack-up rig. The company recovered 30 barrels of 20 degree API
gravity oil from a drill stem test at about 6,900 feet and 21 barrels from
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The onshore portion of the pipeline from the offshore Oooguruk oil
see PIONEER page S0 field. The Oooguruk island can be seen in the distance.
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a drill stem test at about 6,800 feet.
Pennzoil reported encountering the top of
the Hemlock formation at 6,745 feet.A sec-
ond well, also drilled in 1967, found some
gas at 4,000 feet but water in the Hemlock
formation at 7,355 feet some two miles
from the first well.

In 2005 Dove said. the 2003 Hansen
well and sidetrack “tested at a stabilized
rate of 600 to 800 barrels a day over differ-
ent intervals that lasted for three to four
months.”

Only drilling from onshore drilling is
being considered at this time, Owens said.

Pioneer’s tentative development sched-
ule calls for permitting in 2008, facility con-
struction in 2008-09 and development
drilling in 2009-10. If the development gets
approved by Pioneer’s board, the Texas
independent is hoping for first production
in 2010.

Pioneer is looking at both trucking and
pipeline options for Cosmopolitan oil.

Oooguruk startup close

The man-made island for the 70 million-
barrel Oooguruk oil field is in the shallow
waters of Harrison Bay off Alaska’s North
Slope, Nabors Rig 19-AC dominating one
end of the rectangular island, while a vari-
ety of structures including workshops, stor-
age tanks and crew accommodations is
crammed into the remainder of the gravel
surface. Eight thousand pale buff bags of
gravel, each weighing 13,000 pounds, are
stacked protectively in neat rows around
the island’s perimeter.

Oooguruk will be the first producing oil

The Doyon-Akita truckable Arctic Fox 1 drilling rig.

field in northern Alaska operated by an
independent oil company rather than one
of two oil majors — BP and
ConocoPhillips. Pioneer has said peak pro-
duction for the Oooguruk project will be
in the range of 18,000 to 20,000 barrels
per day from the Kuparuk and Nuigsut for-
mations.

But Pioneer will not be processing the
oil; ConocoPhillips will handle that at the
Kuparuk River oil field.

The 12-inch pipeline that will carry oil
from Oooguruk to ConocoPhillips’ onshore
facilities runs through an outer 16-inch
pipeline that provides secondary contain-
ment, were oil to leak from the inner pipe.
The pipeline bundle also includes separate
lines for water and gas injection, plus a
diesel fuel line and an electrical power

transmission cable for the island. The bundle

is buried beneath the seabed along the 5.7-
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mile route to shore, from where the lines
traverse above ground to facilities at
Kuparuk unit well pad 3H.

At the Kuparuk well pad a separator unit
will split gas from the produced liquids for
metering purposes.The gas will then be
recombined with the liquids before all of
the produced fluids flow into a Kuparuk
flowline for processing in Kuparuk field
Central Processing Facility 3.

In addition to building the Oooguruk
island and production facilities, Pioneer has
constructed an onshore camp at Oliktok
Point on the east side of Harrison Bay, to act
as an equipment staging area and support
base for Oooguruk construction and opera-
tion. “We'll be drilling for about three years
and we’ll have 65 or so people out on the
island,” Pioneer Operations Manager Joey
Hall said in September.“And once drilling is
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As the leader in exploration and development, ConocoPhillips
is investing in a better future for Alaska.

By exploring and discovering new oil and maximizing
production from existing fields, we're working to offset the
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Ongoing exploration and development that will result in jobs
and economic development for Alaska are critical — not just
now, but for generations to come.
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complete we’ll have a staff of
about 12 people out there”

Good fit

So, with Oooguruk moving
steadily toward production,
what is the significance of the
new oil field for Pioneer?

Fields such as Oooguruk fit
well into the portfolio of an
independent oil company such
as Pioneer but are too small to
interest major oil companies,
said Dove. Pioneer has current-
ly booked about 900 million
barrels of proven oil equivalent
reserves, so an additional 70
million barrels will have a good
impact, he said.

“For a company like us, it’s
right in the sweet spot,” Dove
said.

Dove said that Pioneer has
really liked operating in Alaska
because the state has wel-
comed independent oil compa-
nies and new investment.
However, he cautioned against
business problems caused by
uncertainties in the state’s tax
regime — although Pioneer
expects to make a good invest-
ment return on the $350 mil-
lion that the company is con-
tributing to the $500 million
Oooguruk project, taxation
changes would change the eco-
nomics of the project and

could place that return at risk.
“That’s a substantial part of
our capital budget for a few
years,” Dove said.“That would
be a drop in the bucket for a
major. But if we have a poor
investment outcome on that
amount of money ... thatisa
major problem for our compa-

»

ny.
‘Can do’ attitude

Pioneer’s lack of bureaucra-
cy coupled with an innovative
“can do” attitude, enabled the
challenging and complex
Oooguruk project to be carried
out in just five years, from dis-
covery to production, Dove
said.

“I think we’ve probably set
the land speed record for get-
ting this first project done, but
it still takes a lot of time,” he
said.

Ken Sheffield said that
Alaska service companies have
proved critically important to
project success — those com-
panies have brought essential
Alaska expertise that Pioneer
needed, he said. Sheffield (no
relation to Pioneer Natural
Resources Chairman and CEO
Scott Sheffield) is the president
of Pioneer Natural Resources
Alaska, which is based in
Anchorage.

“I can’t say enough about
the contribution and coopera-
tion that we’ve had from the

Talk of drilling Gwydyr Bay leases

In mid-2007 Pioneer Natural Resources Alaska officials told
companies interested in leasing the Doyon-Akita Arctic Fox
drilling rig for 2007-08 exploration drilling that the rig was not
available; that Pioneer was hoping to use the rig to drill its
Gwydyr Bay leases north of Prudhoe Bay the coming winter.

Pioneer was initially going to drill and put its Gwydyr Bay
leases into production before Oooguruk.

In January 2005 the company said it planned to drill two
Gwydyr wells during the winter of 2005-06 as part of its plan
to “commercialize several small oil discoveries” that would tie
into Prudhoe infrastructure. The previous fall Pioneer applied
to the State of Alaska for exploration and production permits
that included a four-acre gravel pad and a 2.8-mile gravel
access road to a site three miles north of Prudhoe’s T Pad,
which is in the vicinity of BP’s Pete’s Wicked No. 1 exploration
well.

“The Gwydyr Bay area contains relatively small isolated
hydrocarbon accumulations” discovered during exploration by
BP and ARCO, Pioneer said in its applications.“These oil fields
have not previously been developed due to their relative isola-
tion and size”

The company proposed “to utilize a simple design and cost
structure to develop these outlying fields”A six- to 12-month
drilling program was planned with a conventional diesel-pow-
ered drilling rig, a coiled-tubing workover rig, waterflood and
gas lift facilities, Pioneer said at the time.

‘When Petroleum News asked Pioneer about Gwydyr Bay;,
company spokesman Tadd Owens said Aug. 15,“At this time we
are focused almost entirely on our Oooguruk and
Cosmopolitan projects. We continue to evaluate other business
opportunities in Alaska, however our plans beyond Oooguruk
and Cosmopolitan for the 2008 season have not been final-
ized”

On Oct. 22,2007, Owens reiterated that position.

Alaska service community;’
Sheffield said.

And if Pioneer succeeds at
Oooguruk, the way is open for
other independents to follow,
Dove said.

“Ours is a kind of bellweath-

Pioneer, one of the United
States’ largest independents,
first entered Alaska in October
2002, when it purchased a 70
percent working interest in
Armstrong Alaska’s Northwest
Kuparuk prospect (name later
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Small independents in high gear

Five small E&P gas companies plan to drill exploration wells on Alaska’s North Slope winter 2007-08

By KAY CASHMAN

Petroleum News

ive small independent oil and gas
F companies expect to drill exploration
wells on Alaska’s North Slope in the
winter exploration season of 2007-08.In
the past, the highest number of small inde-
pendents drilling wells in any single sea-
son was one.

The five companies are Brooks Range
Petroleum Corp. Group, UltraStar
Exploration, Savant Alaska, Alaskan Crude
and Renaissance Umiat.

Four of the companies will operate
their own wells; one, UltraStar, will have a
geologist on the well who calls the shots,
but BP will actually do the drilling from a
Prudhoe Bay unit pad with a Nabors rig it
already has under contract.

Of the five, only three independents
have drilled on the North Slope in the past
— UltraStar's sister company Winstar
drilled an Oliktok well in 2003, BRPC
Group drilled two wells on two prospects
in the winter of 2005-06, and a predeces-
sor to Alaskan Crude drilled the well it is
re-entering this coming winter.

So, technically, four companies are
drilling wells, and one is doing a re-entry.

But if Alaskan Crude is successful it
might result in the development of a new
oil and/or gas field on the North Slope.

BRPC Group, 3-4 wells

BRPC Group was organized by Alaska
Venture Capital Group in 2006, but two
Kansas oilmen, Bo Darrah and Bart
Armfield, formed AVCG in 1999 to explore
“leftovers” on the North Slope.

AVCG formed an operating arm, Brooks

Range Petroleum Corp.,
and brought former
ARCO Alaska President
Ken Thompson on
board to bring in part-
ners to help finance
exploration and devel-
opment on the Slope.

BRPC Group consists
of AVCG, its operating
subsidiary Brooks Range
Petroleum and three
well-funded partners —
TG World Energy Inc.,
Nabors subsidiary
Ramshorn Investments
Inc. and Bow Valley
Alaska Corp.

Thompson said in

BO DARRAH

October 2007 that BART ARMFIELD

BRPC Group is hoping
to drill as many as four
wells this winter, 2007-
08, on three different

North Slope prospects.
But first it will go back
in to complete and test

its North Shore 2006-07
exploration well, one of
two drilled in the
Gwydyr Bay area north-
west of Prudhoe Bay. Sak River No. 1 was a
dry hole, but BRPC Group said the other
well, North Shore No. 1, looked like an oil
strike.“We plan to complete and test this
well this winter;” Thompson said.

The partners also ran a 130-square mile
3-D seismic survey over both their
acreage, and surrounding acreage, in their
Gwydyr Bay prospect area last winter,
investing more than $44 million on land,

ALFRED “FRED” JAMES

FORREST CRANE

seismic and drilling, he
said.

“This winter our
joint venture group will
be among the most
active of explorers as
we plan to shoot over
200 square miles of
new seismic data on the
extreme western and
eastern sides of the Central North Slope
and to drill up to four exploration wells.”

BRPC Group has Nabors 27 Rig under
contract and is planning to drill one or
two wells near North Shore No. 1,
Thompson said, in hopes it “can discover a
sufficient volume of oil to warrant a com-
mercial development at Gwydyr Bay”

The partners are also planning to drill a
prospect south of the Alpine field, which is
part of ConocoPhillips’ Colville River unit.

KEN THOMPSON

$40 million budget

“We will drill our Tofkat No. 1 well
(Titania prospect area) ... and also drill a
fourth exploration well on a prospect to
be named,” spending more than $40 mil-
lion on seismic and drilling in the winter
of 2007-08, Thompson said.

If the “North Shore oil completion test
is as suspected and one of the wells strikes
oil close by, we may proceed with North
Shore development with more substantial
capital investment in the winter explo-
ration season of 2008-09.”

TG World said in an October press
release that if Tofkat No. 1 is a discovery,
the partners “may choose to drill a side-
track well this winter season to help delin-
eate the reservoir extent.”

see INDEPENDENTS page 85
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The 2007 seismic shot over
the Gwydyr Bay prospect area
“has identified two small satel-
lite prospects to North Shore
No. 1 that can be reached from
the North Shore No. 1 drilling
pad,”TG World said.“The first
satellite prospect is expected
to be drilled after Tofkat No. 1
well operations are complet-
ed”

The partners expect to
select another well to drill dur-
ing the 2007-08 season “from
prospects in the Gwydyr Bay
area covered by proprietary 3-
D seismic data,”T'G World said.
“Final prospect selection is
awaiting delivery and interpre-
tation of the pre-stack depth-
migrated seismic volume.”

In reference to the upcom-
ing 2007-08 seismic program,
TG World said the 3-D would
be shot over portions of the
BRPC Group’s lease holdings in
the Slugger and Titania-Big
Island prospect areas.
Prospects developed from
these surveys would be candi-
dates for drilling in 2008-09
and 2009-10.

UltraStar targets April

UltraStar managing member,
Jim Weeks, told Petroleum
News Oct. 31,2007, that the
company has made “progress”
on negotiations with BP, and
now expects its Dewline Deep
No. 1 well to be drilled from
BP’s Point McIntyre 1 drill pad
“in the early April (2008) time-
frame”

Weeks said “BP will manage
the opera-
tion, but we
will have an
onsite geol-
ogist to
make neces-
sary deci-
sions.”

Weeks
first talked
about
drilling the Dewline prospect,
which is west of Point
Mclntyre in the Prudhoe Bay

JIM WEEKS
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unit, in 2005.

But the owners (overlap-
ping) of UltraStar and its sister
company Winstar Petroleum,
considered it essential to have
a commercial arrangement for
producing and selling oil
before committing money to
drilling a well. Without the use
of existing facilities it would be
uneconomic to develop the
modest sized accumulations
that Winstar and UltraStar seek,
Weeks said.

Dewline Deep oil would be
processed at the nearby BP-
operated Lisburne facilities
where Point McIntyre oil is
processed.

That's still the plan, but
what’s come out of the negoti-
ation with BP since 2005 is a
slightly different approach.

The plan now, Weeks said, is
to petition the state Division of
Oil and Gas to expand the
Prudhoe Bay unit to include
the UltraStar lease with the
Dewline Deep No. 1 well loca-
tion, rather than keeping it
independent.

But what’s come out of the
negotiation with BP since 2005
is a slightly different approach.
The plan now, Weeks said, is to
petition the state Division of
Oil and Gas to expand the
Prudhoe Bay unit to include
the UltraStar lease with the
Dewline Deep No. 1 well loca-
tion.

BP has agreed to it,and
thinks the other Prudhoe own-
ers will also agree, Weeks said.

“Putting us in the unit puts
us under BP’s contingency
plan, and so forth.We will have
to buy insurance to indemnify
BP and the other PB owners,
but we think it’s a good idea,’
he said.

The expansion has to be
applied for prior to drilling in
April.

“We’ve just finalized a docu-
ment that has to be filed with
the expansion papers ... called
a joinder. It establishes the
terms and conditions under
which UltraStar joins the PBU,
Weeks said.

see INDEPENDENTS page 86
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Charter key agreement

Weeks sees a document called the
Charter for the Development of the Alaskan
North Slope, signed between the State of
Alaska, BP and ARCO in 1999, as critical for
small companies wishing to explore on the
Slope.The charter obligates BP and
ConocoPhillips to provide access to their
North Slope facilities for third-party satellite
fields on “reasonable commercial terms.”

And there’s a requirement for binding
arbitration in the event of stalled negotia-
tions.

“Without the charter we wouldn’t even
be here,”Weeks said.

The charter also requires BP and
ConocoPhillips to purchase oil from small
producers, enabling small producers to
avoid the need to establish costly shipping
arrangements for their oil.

Another provision of the charter, a
requirement that BP and ConocoPhillips
make seismic data available for license, has
proved vital for Winstar and UltraStar. It’s
simply too expensive for a small company
to shoot 3-D seismic over a small lease area
on the North Slope, Weeks said.

And this 3-D seismic proved to be the
critical factor in finding its Dewline Deep
prospect — UltraStar obtained some addi-
tional seismic from the Prudhoe Bay own-
ers to pinpoint the prospect.That seismic
increased the coverage from eight square
miles to 23 square miles, a critical factor in
tying seismic times to depths under the
permafrost, Weeks said.

But don’t expect another major oil field.
Although the prospect shows good poten-
tial, the oil accumulations are likely to be
modest in size — the drilling isn’t going to

A word from Savant to state, feds

When asked what Savant saw as major obstacles to exploring and developing oil
and gas fields in Alaska, Greg Vigil, Savant’s executive vice president and chief operat-
ing officer, e-mailed the following reply:

Barriers to entry are: 1. Permitting process is too cumbersome. We have multiple
bonds on file with multiple state agencies.This should be streamlined to have one
bond with the state that is applicable to all state agencies. Cost to permit our explo-
ration well will exceed $500,000 and have been
required to interact with multiple agencies to per-
mit the well — way too much redundancy — the S A‘ANT
state will have a hard time attracting independents
as long as this is the case.

2.Acreage held by unit and production is excessive.Acreage clearly outside unit
pools is allowed to be held by the unit indefinitely by the state.They should contract
all of their acreage to the PA (participating area) for a given unit instead of allowing
any tract in contact with the PA to be held.This would either encourage unit owners
to develop the fringe acreage or lose it to those who would be willing to do so.

Also there are numerous cases of old production tests holding leases for decades.
The state should not allow leases to be held by production for an unreasonable
amount of time. Independents generally like to explore around existing fields and this
makes it difficult.

3. Exploration pollution bond is a major barrier to entry.We will have to obtain
insurance for roughly $800,000 to comply with our C-Plan bond +/-$75million. The
state would encourage more independents to come to Alaska to explore if they would
set up a trust fund to indemnify C-Plan requirements. When was the last time there
was an exploration blowout on the Slope? Bad policy.

4.1ack of a stable tax regime. Uncertainty creates confusion and risk. We are still try-
ing to understand the most recent legislation and how it will impact our ongoing and
future efforts. The state needs to quit tinkering with the tax laws for E&P companies if
it wants to encourage additional exploration. We factored the tax credit legislation into
our original decision to enter and now we are not sure if they will be around when
we finally drill.

5. Infrastructure. How many discoveries have been made but never developed
because of a lack of infrastructure on the Slope.The second largest gas field in
Wyoming was discovered because the exploration well was drilled just off a county
road!!!! 10 tcf of gas found because infrastructure was available to a family-owned inde-
pendent, McMurry Oil Co. — Jonah field. John Martin and Mick McMurry are Savant
investors; I am a former employee and shareholder of McMurry as well.)

Gov. Sarah Plain: Encourage, foster and enable independents to explore and good
things will happen.

o .o, But what’s considered a very small field  today’s oil prices.
f(i}nd :100 gnm(l)ln l;%rileli’\:eeks S‘ufl' A; on Alaska’s North Slope — 5 million to 20 UltraStar and Winstar are based in
wydyr Bay the lvishak has notoriously million barrel range — is a big coup any- Petersburg, Alaska.

small fault traps. where else in the country. Especially at

Savant fully funded, ready to roll

Savant Alaska, a closely held limited lia-
bility company that is an affiliate of Denver-
based Shaw Resources, was “fully capital-
ized to go forward” with exploration when
it won its first Alaska leases in the state’s
March 1, 2006, Beaufort Sea areawide lease
3-D Seismic Interpretation, 3-D Gravity/Magnetics sale.

The company wasn’t looking for part-
ners; just a drilling rig.

It wasn’t able to get permitted and a rig
in time for 2006-07, but the company is set
to drill its Beaufort Sea Kupcake prospect
in the upcoming season of 2007-08.

see INDEPENDENTS page 87
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“We have Kuukpik No. 5 under contract
to drill the well and expect to spud before
Feb. 15,2008, Savant COO and Executive
Vice President Greg Vigil told Petroleum
News in mid-October 2007.

Kupcake is adjacent to BP’s Liberty
prospect and is expected to hold approxi-
mately 100 million barrels of recoverable
oil.

The Kupcake well site is in 14 feet of
water about three miles offshore in Foggy
Island Bay, approximately 8,000 feet west
of the Liberty No. 1 discovery well. Savant
plans to drill to a depth of 11,000 feet in
section 29, T11N,R18E, UM in order to test
the Kemik formation. (BP has pegged
Liberty’s recoverable oil at between 120-
130 million barrels and is currently moving
toward field development.)

The Kupcake project has an approved
oil spill plan and is completely permitted
except for the “APD permit from AOGCC,
which the company can’t get until it
becomes “a signatory on Prudhoe Bay unit
ballot 201 for waste disposal,”Vigil said in
August.

“Once we have that document ...
become a signatory, we can get our APD,

he said.

By mid-October things had progressed:
“We should submit the final permit to drill
by the end of the month. BP has indicated
the ballot is circulating amongst the PBU
owners.”

Although Savant was not looking for
investors in its project, the company has
been expanding its prospect lease base.

In late 20006, independent True North
Energy Corp., also a newcomer to Alaska
and a leaseholder in the Cook Inlet basin,
farmed-in 120 acres into Kupcake where
Savant held 1,291 acres. No cash was
involved in the deal.Vigil said in October
2007 that Savant expects the final acreage
ownership in the pooled area to be 91.5
percent Savant’s, and 8.5 percent True
North'’s.

“We hope to enter into a couple of
farm-in agreements proximal to our
acreage.The deals are imminent and we
will comment once they are official,” he
said.

In addition to Kupcake, Savant has
14,646 acres under lease from the State of
Alaska, Vigil said.“We have evaluated 193
square miles of 3-D seismic data under
license from BP (Badami and NW Badami
surveys). We have additional prospects but
do not care to comment on them at this

time given their sensitive nature”

Erik Opstad is Savant’s operations con-
tact in Alaska.

In April 2007, the
company hired EX.
O’Keefe, the former
head of BP’s exploration
department in Alaska, as
its director of business
development. O’Keefe is
“primarily responsible
for advancing the com-
pany’s growth platform
in Alaska,Vigil said in
April.

When asked if Savant was interested in
acquiring more oil and gas leases north of
the Brooks Range, Vigil said yes, but not
elsewhere in the state.

FE.X. O’KEEFE

Kenai first, then Burglin

Following an Oct. 29, 2007, decision by
the Alaska Oil and Gas Conservation
Commission to further reduce the potential
unassisted oil flow from the North Slope
Burglin No. 33-1 well, San Antonio-based
Alaskan Crude says it will proceed with
plans to re-enter the well in the winter of
2008. But first,Alaskan Crude will re-enter
the Amarex Moose Point No. 1 well on

see INDEPENDENTS page 88
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Southcentral Alaska’s Kenai
Peninsula.

“We'll drill Amarex well first,
then send our rig to the North
Slope to re-enter the Burglin 33-
1 well in the Arctic Fortitude
unit,” Jim White, president of
Alaskan Crude, told Petroleum
News Oct. 30.“... Our first plan
(for Burglin) is to test the Ugnu,
and then evaluate what we
have and make a decision as to
the next step. ...The area is oil
and gas prone.”

One and a half miles south-
east of the Deadhorse airport,
the 6,363-acre Arctic Fortitude
unit sits on the south side of
the Prudhoe Bay unit, immedi-
ately east of the NE Storms
unit, within three state leases
— ADL 389178,ADL 38179 and
ADL 389177.

Similar to Aurora’s rig

Alaskan Crude’s drilling rig
has a top drive and is similar in
size to Aurora Gas’s AWS 1 rig,
‘White said.“Nice little pony —
actually, it’s a race horse,” he
said.“The rig is set to go at
Amarex. We're waiting for cold
weather to freeze the ground”

Alaskan Crude will use a
snow road to truck its light-
weight drilling equipment
three miles from the Haul Road

F. Robert
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Small independent Renaissance will likely be sharing some ice road and logis-
tical costs with big independent Anadarko Petroleum in the 2007-08 explo-
ration season.

to the Burglin well, White said. AOGCC over a period of
The original Alaskan Crude months,Alaskan Crude eventu-
Corp. drilled the Burglin well ally amended its drilling plan to

re-enter only the Ugnu forma-
tion.As a result, on Oct. 29
AOGCC reduced the unassisted
oil flow potential for the well
to 115 barrels per day, for an
Ugnu test.

‘White, a long-time Alaska oil
and gas investor and explorer,
said he drilled his first well “in
Alaska in 1977

down to Ivishak formation in
1984-85.The well was suspend-
ed in 1985 and the original
company subsequently went
bankrupt. Jim White later
bought the company and
acquired the Burglin leases in a
state lease sale.

A key issue in the delayed
drilling at Burglin has been the
need for an oil spill contin-
gency plan. Under state statutes
and regulations, a company
drilling an oil well needs a con-
tingency plan for responding to
an oil spill up to a maximum
potential rate of unassisted

Renaissance has Arctic Wolf

Renaissance Umiat execu-
tive Mark Landt told Petroleum
News in October 2007 that the
company was in the process of
permitting 10 wells in

flow for the well the Umiat oil field,
Going back and forth with which straddles the
eastern border of the
National Petroleum
Reserve-Alaska.

et Riedss,
[log and) Laliedh

ﬂ
RS Street

Because the Umiat
reservoir, which holds
very light oil, is just
200 to 1,400 feet

get seven or eight
wells drilled this winter using

the Doyon-Akita Arctic Wolf rig,
which Renaissance has under
Cill&1GasH (Pelsfits contract.
m The company, he said, would
BiUtilitiesitaw likely be sharing some ice road
and logistical costs with big
Prondly Sarving dlashs independent Anadarko
Far Owvar 58 Toars Petroleum, which plans a well
at the nearby, undeveloped
In addition to drilling,

www.hartig.com

Renaissance plans to contract

JUDY PATRICK

deep, Landt expects to  MARK LANDT

with PGS Offshore to shoot 2-D
and 3-D seismic in the Umiat
field area, Landt said.

The U.S. Geological Survey
estimates Umiat holds 70 mil-
lion barrels of recoverable oil,
but Renaissance has put esti-
mates closer to 100 million bar-
rels.

Landt said the U.S. Navy
drilled 11 wells in the Umiat
field in the 1940s and 1950s,
plus a deeper test well, the No.
1 Seabee, in 1979.The reason
the field has not been devel-
oped is “generally due to the
remoteness from infrastructure
and pipelines and due to histor-
ically low oil prices,” he told
Petroleum News in March
2007.

One challenge the field
poses is that some of the oil is
in permafrost, he said.

Renaissance contracted with
ASRC Energy Services for per-
mitting, environmental and
community outreach, Landt
said.

Renaissance Umiat, a limited
liability corporation, was found-
ed on March 1, 2007. Sister
company Renaissance Alaska
LLC, a Cook Inlet basin lease-
holder, was founded in
November 2006.

Renaissance Alaska is owned
by its employees and ARC
Financial Corp.
Renaissance Umiat is
owned by Renaissance
Alaska, Rutter and
Wilbanks Corp. and
Arctic Falcon
Exploration LLC.

James Watt is presi-
dent and CEO of
Renaissance Alaska;
William Allen
Huckabay, executive vice presi-
dent of exploration and produc-
tion; Mark Landt, executive vice
president of land and adminis-
tration; Michael Cook, vice pres-
ident of drilling and operations;
Vijay Bangia, vice president of
reservoir engineering; David J.
Doherty, chief geologist, and
Charles Gartmann, chief geo-
physicist. Renaissance Alaska is
the sole managing member of
Renaissance Umiat. ¢
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Storm Cat Energy drops out of Alaska

By ROSE RAGSDALE

For Petroleum News

torm Cat Energy Corp.,less than two
S years after drilling an exploration well

in the coalbed-methane-rich
Matanuska-Susitna Borough, has dropped its
pursuit of natural gas reserves in Alaska.

Instead, the Denver-based inde-
pendent is pouring $40 million
this year into development
of coalbed methane fields
in the Powder River basin
of Wyoming and the Elk
Valley of British Columbia and
a conventional gas discovery in the
Fayetteville Shale region of Arkansas.

“We still hold the acreage we had when
we last spoke about Alaska,” Storm Cat
spokesman William Kent told Petroleum
News Oct. 8.“But Alaska is not in our core
areas, and we had pipeline and service
access issues there.We certainly believe our
prospect is very good. However, given limit-
ed capital, our decision was economically
based in terms of risk-reward. We have no
plans for development in Alaska in the near
future”

STORMCAT

M Oct. 14, 2007, reprint from Petroleum News

Company entered Alaska in ‘05

In 2005, Storm Cat roared into Alaska,
picking up about a dozen State of Alaska
and Mental Health Lands Trust leases in oil
and gas lease sales.The company still holds
half a dozen leases, covering about 24,500
net acres, according to Kent.

In January 2006, Storm Cat
drilled an exploratory well,
Northern Dancer No. 1, near the
Pioneer Unit in Mat-Su, and report-

ed positive results from initial well

tests. Though the company spent $3 mil-
lion on the project in 2006, all has been
quiet on the Alaska front since.

Fourteen months later, Storm Cat told
the Securities and Exchange Commission
that it was “in the process of evaluating
potential and costs based on equipment
availability” of the well.

Shortly afterward, Storm Cat’s outspo-
ken President and CEO J. Scott Zimmerman
resigned after taking a leave of absence to
pursue other opportunities. Zimmerman is
no longer connected with the company,

For more than 40 years, Shell operated safely and cleanly =%
in Cook Inlet near A|askc1 s premier-sports, submstence‘end !

commercial fisheries==

&

Kent said the changes reflect the limited
resources of Storm Cat rather than a
lack of promise in Alaska.“We believe

the potential is there, but we’re a small
company with limited capital. We have
to spend. it on projects that will bring us
cash flow in a timely order”

despite earlier reports that he would keep
his seat on Storm Cat’s board of directors.

Since April, Storm Cat has appointed a
new CEO, former consultant Joe Brooker,
and apparently shifted its focus away from
Alaska.

In August, the company ceased to list
Alaska among its assets in official state-
ments though it continued to include
development acreage it holds in Alberta.

Kent said the changes reflect the limit-
ed resources of Storm Cat rather than a
lack of promise in Alaska.

“We believe the potential is there, but
we’re a small company with limited capi-
tal. We have to spend it on projects that
will bring us cash flow in a timely order,”
he added. ¢
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BP ‘exploring’ in known fields

Company uses technology to access vertical ‘string of pearls’that lie above developed North Slope fields

By KRISTEN NELSON

Petroleum News

P Exploration (Alaska), no longer
B active in traditional exploration in

Alaska, is focused on exploring for
— and recovering — resources through
technology.

BP is the operator at Prudhoe Bay, the
largest oil field in North America, and at
the Endicott, Milne Point and Northstar
fields — all on Alaska’s North Slope, and
is working on plans to develop its Liberty
prospect through extended reach drilling
from Endicott. BP is also a major working
interest owner in the Kuparuk River
field.

BP is a successful
explorer worldwide,
Scott Digert, the com-
pany’s resource manag-
er for fullfield water-
flood in the Greater
Prudhoe Bay business
unit, told Petroleum
News in an Oct. 9,
2007, interview.

The company has “done really, really
well in remote basins,” areas like the
deepwater Gulf of Mexico and in the
deepwater off Angola, Digert said. But in
Alaska, it wasn’t “seeing that same sort of
success” and is now focusing on where it
thinks the big remaining resources are in
Alaska, “around the existing oil fields,”
including undeveloped oil at Prudhoe
Bay and heavy oil across the slope.

“We actually know where it is.The
problem is getting it out,” he said.

Frank Paskvan, Prudhoe Bay western

| A»j

SCOTT DIGERT

BP’s headquarters in Alaska are in its largest city,
Anchorage.

region subsurface development manager,
said that at Prudhoe Bay, with 30 years of
development, there have been “a series of
projects, wells, reservoir techniques and
facility expansions that have substantially
improved our ultimate recovery.”

Seismic helps with recovery

Original oil in place at Prudhoe Bay
was 22.6 billion barrels of oil, Digert said,
with an estimated recovery rate of 42
percent, or some 9.5 billion barrels.To
date, more than 11 billion barrels have
been produced and the belief now is that
another 2 billion to 2.1 billion barrels,
can be recovered.

“We know where the oil was to start
— before we started moving things
around — so now the question is, of the
oil that’s left, where is it?”

TO YEARS OF SERVICE
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STEVE SUTHERLIN

One thing that helps with oil recovery
is three-dimensional seismic with its
“much finer vertical resolution.” Faults
can be seen on a smaller scale, Digert
said, probably around 20 feet vs. 60 feet
originally.

Four-dimensional seismic, comparing
seismic with that shot earlier over the
same area, can show “changes in fluids or
pressure from the injection that we've
done,” he said, and “...
helps you identify
where are the pockets
that you're not sweep-
ing out” either in the
gravity drainage area or
with water. “And now
you can start targeting
the sidetracks into
these smaller and
smaller remaining
pockets of oil”

And with new technologies — coiled
tubing drilling and multilateral wells —
“you can now start to envision how you
can actually target these smaller and
smaller pools, things that we couldn’t
have even done two or three years ago.”

2,500 wells drilled

Information on remaining oil also
comes from “a pretty active appraisal and
delineation effort within Prudhoe,
Paskvan said. Some 2,500 wells have
been drilled, and starting in the mid-‘90s,
BP did appraisal drilling “on what you
might call initially discovered satellite
reservoirs.”

This included delineating the western
satellite pools and it also included the
Put reservoir, “an accumulation that was
included in the (Prudhoe Bay) initial par-
ticipating area,” he said.

The Put was found in early field
drilling and “we’ve gone back in the last
half-dozen years, figured out where that
hydrocarbon is gas and where that hydro-
carbon is oil; where the reservoir quality
is the best and where it’s not so good,
where we should put in water injectors;
and where we should put in oil produc-
ers,” Paskvan said.

“The Sag River formation falls in
exactly the same category,” Digert said.
“It’s something that we’ve known about;

FRANK PASKVAN

see BP page 91
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we’ve drilled through it.”The Sag is minor
compared to the Ivishak, and sits right
above it. It’s “much tighter. It’s still nice,
light oil, but it’s a much more difficult
reservoir to produce from. It’s thin and
tends to be broken up by the faulting
more; and it’s much less productive.”
When Sag River is commingled with
Prudhoe Bay Ivishak production, Sag may
only be contributing 1 to 2 percent of
the total.

Vertical development

“The State of Alaska talks about a
string of pearls,” Paskvan said.“... And I
think they thought of it as ... stringing
pearls along the Barrow Arch,” and fields
have been added laterally across the
North Slope.

“But we’re stringing pearls vertically,”
he said.

Referring to a schematic of stratigra-
phy in the western satellite area of
Prudhoe Bay, Paskvan noted that the
Schrader Bluff Orion accumulation lies
above the lighter-oil Borealis pool — and
both lie above a Sag-Ivishak accumula-
tion.Above all is the Ugnu, the heaviest

oil on the North Slope,
which is not yet being
developed.

Development started
with the deeper, light oil.
Deeper, lighter oils have a
lower viscosity — they

o

oil pools at Prudhoe has
doubled in recent years.
Four of those accumu-
lations — Aurora,
Borealis, Orion and
Polaris — are in the west-
ern region development

flow more readily. The BP production area at Prudhoe Bay, the
Schrader Bluff-West Sak Worldwide: 3.7 million boe area west of the Kuparuk
formation is heavier oil, Alaska: 235.700 boe River.

but it can be waterflood-
ed, and 100 million bar-
rels have been produced
to date.

of 2007

Time period: Worldwide daily
average for first three quarters

“The western region is
kind of a microcosm of
the North Slope story,
because you’ve got

The “transforming
technology” for Schrader Bluff-West Sak
production was horizontal drilling, Digert
said, “drilling these long horizontal pro-
ducing wells” Production went from an
initial 200 barrels per day with wells that
dropped off quickly to 50 bpd with
“wells that have come on above 1,000
barrels a day,” he said.

“They still decline pretty fast, but
you're starting from a much higher point
so it’s been absolutely transformational in
our ability to now drill this lighter heavy
oil”

Western region development

Paskvan said the number of developed

Ivishak development first
(deeper, lighter oil), more than 250 mil-
lion barrels produced to date from the
western region,” from more than 220
wells producing some 50,000 barrels per
day, Paskvan said.

“And we’re unlocking the heavy oil
resource as we’re moving through ... the
reservoir,” he said.

Western region development started
with “Eileen West End development in
1988, continued with the Borealis reser-
voir installation in 2001 of L and V pads,”
he said.

Z pad is being expanded now and a
new pad, I, is proposed for the far north-

see BP page 92
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west corner with startup planned for
2011.

“We’re adding a gas partial processing
plant on Z pad,” and will use gasift to
get more oil out of the reservoir.

Paskvan said I pad appraisal wells
were drilled in the winter and spring of
2006 and engineering is being done for
the area today. Z pad expansion should
be put in next year, he said, with startup
in 2009;1 pad would be installed in 2011.

This is the long-term forecast, he said.
Full funding has not yet been approved.

“Western region development is ...
such a large program that we broke it
into separate projects,” Paskvan said.
Some elements are operating — which
accounts for the 50,000 bpd from the
area — other components have not been
sanctioned, but are budgeted over the
next five years.

At least half a billion bas been spent
recently on the western region,
Paskvan said, excluding the original
Eileen West End work.

$2 billion in future

The Western region development is
an ongoing five- to 10-year program with
an estimated $2 billion in future invest-
ments.

At least half a billion has been spent
recently on the western region, Paskvan
said, excluding the original Eileen West
End work.

Original oil in place at Prudboe Bay
was 22.6 billion barrels of oil, Digert
said, with an estimated recovery rate
of 42 percent, or some 9.5 billion
barrels. To date, more than 11 billion
barrels bave been produced and the
belief now is that another 2 billion,
2.1 billion barrels, can be recovered.

The current project involves some
400 people.

Because Prudhoe is mature, Paskvan
said the challenge is to process and rein-
ject all of the gas that is produced with
the oil and produce all of the seawater
needed to supplement produced water
for waterflood.

With equipment fully employed, there
is no idle equipment for a project like
western region development.

Because of that, sealift modules will
be required for western region develop-
ment, with three sealift modules planned
for the project.That’s happening because
“the drilling successes, the recovery suc-
cesses, have created an opportunity to
put in a new facility,” Paskvan said.

The target is a 2010 sealift, he said.
Long-lead materials commitments have
been made to preserve the option.

If that portion of the project is
approved, the sealift modules would
come up in summer 2010 and the start-
up target would be the fourth quarter of
2010.

Light oil technologies
For lighter oil Prudhoe Bay develop-
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ment is underpinned by waterflood tech-
nologies and enhanced oil recovery
through miscible gas injection.

Examples of new technologies used
with lighter oils are low salinity water-
flood and Nalco’s Bright Water™.

Talking about low-salinity waterflood,
Digert said BP thinks that “by changing
the chemistry of the water we inject and
actually engineering that chemistry, we
can increase recovery in zones that have
already been flooded by mobilizing
some of the oil that’s been left behind”
by earlier waterflood.“And in some cases
we see that as being as much as 10 per-
cent of the oil that was originally in
place,” and at BP’s Milne Point field, he
said, the original oil in place is about a
billion barrels.

Bright Water™ is useful in areas that
are under waterflood, where the oil has
been displaced. Water can move through
the area where oil has been displaced,
following a route through portions of
the formation where the oil has already
been swept.

Bright Water™ redirects the water-
flood.

Particles are pumped into the injector
well. The particles are so small they
move into the sandstone. Heat in the
reservoir expands the particles, which
mesh up with other particles, filling the
pores in the sandstone through which
water had been moving, creating “a deep
diverting block” which prevents water
movement, Paskvan said, causing inject-
ed water to move into new areas where
it can sweep remaining oil to producing
wells. &

People and Resources that get the job done
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Idaho newcomer in Cook Inlet

Newcomer Duke Oil & Gas-Alaska LLC joined the bevy
of small companies and investor consortiums that clam-
ored for tracts in Alaska’s Cook Inlet areawide oil and gas
lease sale May 24, 20006. Its leases were finally issued on
July 30, 2007.

The Boise, Idaho-based company hired a Juneau compa-
ny to act as its agent and longtime Alaska oil patch execu-
tive and political activist Randy Ruedrich to serve as its
“attorney in fact” for the lease sale.

In September 2007, Ruedrich told
Petroleum News now that “the leases
finally have been issued” he’s “talking to
the principals” about the next step.

Duke won tracts 216 and 218, on the
west side of the inlet, offering $75,514 and
$86,458 for the two onshore parcels,
respectively.

An independent, Duke is 100 per-
cent owned by John Brad Duke of Star;,
Idaho, according to Division of Oil and
Gas filings.

Tracts 216 and 218 are about 12
miles north of the Drift River Terminal
near Bachatna Creek.Tract 216, in fact,
has the Union-Bachatna Creek well on

The Boise -based
company hired its border, a penetration drilled years

longtime Alaska oil ago presumably by Union Oil Co. of

patch executive  Clifornia, according to Matt Rader, a
and political activist

Randy Ruedrich to permitting specialist for the division.
serve as its “attor- The parcels also appear to be close
ney in fact.” to the 20-inch diameter Cook Inlet
Pipeline, which is a good sign because
any oil discovered there would be close to infrastructure,
Rader said.

“The closest production is the West McArthur River and
Redoubt Shoal oil fields which are about 24 miles to the
northeast,” he added.

—Petroleum News
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XTO more than doubles oil reserves

By KAY CASHMAN

Petroleum News

TO Energy, operator of
X the Middle Ground Shoal

field in Alaska’s Cook
Inlet basin, is a good example
of what an independent oil
company can achieve in pro-
longing the life of an aging oil
field.

Middle Ground Shoal, pro-
duced from two platforms off-
shore the Kenai Peninsula,
began production in 1967.

By the time Cross Timbers
Oil Co. (predecessor to XTO)
purchased the field in 1998,
production was at 3,600 bar-
rels per day and falling.

XTO’s strategy is to
handpick complex,
aging, producing prop-
erties that still contain
undiscovered hydro-
carbons, and double
the reserves. Most of
the fields are pur-
chased from major oil
companies — in this
case Shell Oil —
which have a higher overhead
that makes many mature fields
uneconomic.

The Fort Worth indepen-
dent brings in a team of top
development personnel to
develop hidden reserve
upsides.

XTO purchased Middle
Ground Shoal in 1998, identify-
ing 12 million barrels of
reserves upon acquisition.
Through XTO’s development

TO

ENERGY

XTO production

Worldwide: 45,851 barrels
1,297,350 mcf

Alaska: 3,130 barrels

Time period: Average daily for

first half 2007

KYLE HAMMOND

program, the property now has

reserves of 24 million barrels.

Production has ranged from

3,000 to 4500 barrels per day

in the 10 years XTO has operat-
ed the property.

Better investments
outside Alaska

Production began
slipping closer to the
lower range of that
production average in
2006. Unfortunately,
XTO had more prof-
itable investment tar-
gets outside Alaska, so
since late 2005 only one new
sidetrack has been drilled in
Middle Ground Shoal — for a
total of 12 — and only three
existing wells received
workovers, Kyle Hammond,
XTO’s top executive for Alaska,
told Petroleum News in
October 2007. (There were no
workovers in 2006.)

By mid-2007 oil production
was down to 3,130 barrels per

WHAT'S THE BIG ATTRACTION?
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B. quality, accurate reporting
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day.

Nonetheless, under XTO’s
ownership reserves were dou-
bled. Hammond said each of
the 12 sidetracks averaged
about 700,000 barrels.

How do they do it?

Middle Ground Shoal consists
of a shallow dipping east flank
and a steeply dipping west flank
separated by a faulted crest.
Production comes from multiple
zones within the Tertiary Tyonek
formation,“primarily ... from the
Hemlock member of the
Tyonek,” Hammond said.

The complexity of the field
presented the kind of challenge
that XTO likes to turn into an
opportunity. The company
focused on developing the more
difficult west flank of the field
where the strata are essentially
tipped on end. XTO has drilled
directionally through the forma-
tion and then went back and
penetrated the formation again
on the bottom side of the well,
Hammond said.

Constantly doing maintenance

He said the company uses
“pressure maintenance to keep
production up on an ongoing
basis. We filter Cook Inlet water
and inject it into the reservoir to

Granite
Point

Middle Ground
Shoal Field

XTO Onshore
Facility

maintain pressure. Our focus
over the past few years has been
maintaining production through
coil tubing work on producers,
injection well workovers, and
artificial lift optimization”

And even though it hasn’t
drilled a sidetrack recently,in
2007 XTO replaced its pipeline
surveillance system.“This is a sys-
tem designed to provide immedi-
ate notice of any problem with
the pipeline 24 hours per day;
Hammond said.“We are con-
stantly doing maintenance on
our facilities to identify, repair or
replace worn or aging vessels,
equipment, pipes, and/or valves”

Other Alaska properties

Is XTO interested in buying
other mature fields in Alaska?

“We look at deals and/or
properties from time to time,’
Hammond said, “but we’re not
actively pursuing any Alaska
deals at this time.”

XTO has periodically talked
about testing the Jurassic, but the
idea has not resurfaced since
2002, and Hammond said XTO is
“not considering the Jurassic in
the near term.”

Scott Griffith, based in
Kenai, is the top company offi-
cial in Alaska. He reports to
Hammond. ¢

COURTESY XTO
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Union Energy takes Kavik leases

A new company won three leases in the State of Alaska’s Premler
annual North Slope areawide lease sale on Oct. 24,2007. Plpe Insulation
Union Energy (Alaska) LLC, which gave the Division of Oil and

and

Gas a contact address in Switzerland, spent $449,971 in the .
sale. _ Coatings
The three leases were formerly in the Kavik unit east of the - in Alaska.

Haul Road and just west of the Arctic National Wildlife Refuge.

The Kavik gas field was discovered in 1969
shortly after discovery of Prudhoe Bay in a
thrust-faulted anticline, David LePain, chief of
DGGS energy resources section, told
Petroleum News after the lease sale.

“The reservoir interval includes some of
the same rock units as Prudhoe Bay, including
the Ledge Sandstone Member of the Ivishak and Sag River
sandstone. Gas-in-place volumes were recently estimated by
the USGS at 165 billion cubic feet, with technically recoverable
reserves at 115 billion cubic feet,” LePain said.

As of Oct. 31, it’s not apparent whether Union Energy is a
land speculator/investor or an E&P company.The firm’s gener-
al manager is James Fitzsimons. His phone number in
Switzerland is 011 41 91 980 4104.

According to the division, Union Energy bid in a 2006 Cook
Inlet areawide lease sale, but its bids were rejected because it
submitted a check drawn on a foreign bank. State regulations
require checks to be from U.S. banks.

FLOWLINE

L
A LASKA,INGCGC.

—Kay Cashman
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rough Responsible Resource Development

What is RDC?

RDC is the Resource Development Council for Alaska, Inc., a statewide, non-profit, membership-
funded organization made up of businesses and individuals from all resource sectors, business
associations, labor unions, Native corporations and local governments. Through RDC these

Growin g Alas ka interests work together to promote and support responsible development of Alaska's resources.
TI’H" h RDC was formed in 1975, originally as the Organization for Management of Alaska's Resources
Oug (OMAR). After three years working to obtain a trans-Alaska gas pipeline, RDC changed its name
. to reflect its broader agenda of education and advocacy on all resource issues in Alaska.
Responsible
RDC's Goals
Resource e Promote sound resource development in Alaska.
e Link diverse interests on resource issues.
e Sustain and expand a diverse membership.
D CVCIOP ment e Educate the public, policy makers, and students on resource issues.

RDC works for all resource sectors, including mining, oil and gas, fisheries, timber and tourism.
RDC provides forums for policy debate and analysis to help guide Alaska in these areas, as well as
in land use, transportation, power development, international trade and economic development.

121 West Fireweed, Suite 250, Anchorage, AK 99503 | resources@akrdc.org | Phone: 907.276.0700 | Fax: 907.276.3887
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Order your copy today!
907-522-9469
www.PetroleumNews.com

Tired of industry being
cast as the villain2?

How often have you read a book or watched a movie
that inaccurately portrayed the oil industry, and
wished you could do something about it?

Well, now you can. Join our book club and use your
professional experience to help writers understand
energy exploration and production. Each time we
send you a book we'll start a member review forum
o for it on our Web site, where you will be given the op-
. BONERT BARRSS portunity to directly engage the author.
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\NTHONY LANDMAN Visit pnabookclub.com for more information.
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. onthe Environment

2007 Chairperson
Jim Bowles, President & CEO
ConocoPhillips Alaska, Inc.

Chairperson’s Circle

($25,000 ano ABOVE)

Alaska Airlines

Alaska Journal of Commerce/
Alaska Oil es Gas Reporter

BP

ConocoPhillips Alaska, Inc.

Corporate Pioneers
($15,000 10 $24,999)
Petroleum News

Corporate Explorers

(55,000 o0 $14,999)

Accent Alaska-Ken Graham Agency

Alaska Steel Company

Alyeska Pipeline Service Company

Analytica Alaska, Inc.

Arctic Slope Regional Corporation

Carlile Transportation Systems, Inc.

Chevron Corporation

CIRI

Clark James Mishler

ExxonMobil

Flint Hills Resources

H.C. Price Company

Holland America Line, Inc.

Hotel Captain Cook

Information Insights

Kim Heacox Photography

Shell Exploration & Production
Compan

Wells Fargo Bank, N.A.

XTO Energy, Inc.

101N Us

Corporate Guides

($1,000 10 $4,999)

ABR, Inc.—Environmental Research
& Services

Alaska Alpine Adventures

Alaska Distributors Co.

Alaska Railroad Corporation

Alaska Rubber & Supply, Inc.

Alaska USA Federal Credit Union

Alaska Wildland Adventures

American Marine Corporation

Anchorage Daily News

ASCG Incorporated

AT&T Alascom

Bristol Bay Native Corporation

Brooks Range Petroleum
Corporation

Calista Corporation

Chugach Alaska Corporation

CONAM Construction Company

Construction Machinery
Industrial, LLC

Denali National Park Wilderness
Centers Ltd.

Doyon, Limited

Emerald Alaska, Inc.

ENSTAR Natural Gas Company

Fairbanks Daily News-Miner

Fairweather Exploration &
Production Services Inc.
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Protecting nature. Preserving life”

Council
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Foss Maritime Company

Heller Ehrman LLP

Koniag, Inc.

LGL Alaska Research
Associates, Inc.

Lynden, Inc.

M-I Swaco

Nabors Alaska Drilling, Inc.

Norcon, Inc.

Northern Air Maintenance
Services, Inc.

Northrim Bank

Oasis Environmental, Inc.

ODS Alaska

Olgoonik Corporation

Pacific Star Ener

Peak Oilfield Service Company

RIM Architects/RIM Design

Schlumberger Oilfield Services

Seldovia Native Association

Sourdough Express, Inc.

Spenard Builders Supply

STEELFAB

Thomas, Head & Greisen, APC

Tim Remick Photography

Trident Seafoods Corporation

Udelhoven Oilfield System
Services, Inc.

Ukpeagvik Inupiat Corporation

VECO Alaska, Inc.

If you are interested in supporting
The Nature Conservancy in Alaska, please
contact 907-276-3133 or visit nature.org/alaska.

The Nature Conservancy in Alaska
715 L Street, Suite 100 | Anchorage, Alaska 99501
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PETROLEUM Since 1983, Suppling arling reatc
EQUIPMENT &  prodes
SERVICES, Inc.

* TIW LINER HANGERS & PACKER
« WEATHERFORD GEMOCO CASING ACCESSORIES
* SMITH PDC & ROLLER CONE BITS

». * TESCO CASING DRILLING
* TAM PORT COLLARS & INFLATABLE PACKERS

ASTECH Prouiding environmentally
friendly recycling of used casing
thread protectors. 9
sales MRO Sales serving the Alaska
industrial & oil communities with
Im procurement & downstream
products.

» PORTA-KAMP INTL. CUSTOM BUILT RIG CAMPS,
PORTABLE OFFICE SPACE & CONSTRUCTION CAMPS

» 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




FELYNDEN When you need to

talk to a freight...

When you need assistance with your shipping,
call a freight expert at Lynden. Whether you need
to find the fastest or the least expensive way to
move a shipment, a Lynden freight expert can
assist you with finding out all your options. i

The Lynden Family of Companies | JL

www.shiplynden.com

1-888-596-3361






