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Pressure theory

| Continental builds case for additional Bakken system oil recovery

% "Y ““L"“n’"’k Tn addition to the 20 exploration wells 0

| test Three Forks benches, Continental is
launching a separate 47 well density
program divided into four separate

projects. These wells will be stacked in
various zones in an effort to come up
with the best development pattern.

iliston _Basin _ exploration i

‘ ﬂ@.‘
s

BO\L & GAS DIRECTORYN

ing podu};blc reserves”  Warren  Henry,
sce PRESSURE THEORY page 14

Possible game changer

Kodiak’s well-completion technique increases production, recoverable reserves
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down all producing Vell ithn the
en  immediate vicinity of new wells being completed.
“With this approach we are seeing a positive
mu-  response from the shut-in wells once they are

retuned to production, which leads us to believe

of 2014, well over double what s currently extracted from the
Bakken shale basin, according to an a rail industry advisor.

Of the current tank car backlog of about 48,000 as many as
30,000 are needed for crude petroleu, Toby Kolstad, who runs
the firm Rail Theory Forecasts told the National Post, and the

fation procedures,
“As a result of that, we decided to revise our

sce GAME CHANGER page 13

Separating the Bakkens

Scott: Canada cconomics ‘truly shine’; US deeper; wider, more productive

I ers
will come from Canadian oil producers anxious to get their vol-
umes from the Alberta oil sands and Saskatchewan Bakken to

sce CRUDE CAR DEMAND page 16

Bakken, sands point to exports

Growth in unconventional erude from sources in the Bakken
and the Alberta oil sands will see North American become a net
exporter of petroleu liquids in the 2020-22 period, the Hart
Energy-Canadian Society for Unconventional Resources con-
ference in Calgary was told Feb. 27.
Terry Higgins, director of refining at Hart Energy, predicted And there’s
r- apples and oran;
ike a lot of thing

annual conference in Calgary in devel-
oping unconventional in Canada.

“About the only thing they have in
common is that they both begin with
he said.

By GARY PARK

bpd. along, bpd
dop in gcolin demand of 600,000 by

‘The result will be a need to move the surplus crude, much of
it coming from the U.S. mid-continent,to new markets, Higgins
said.

He said the pressure is on to consider “sooner than some
people realize” the options for exporting crude, although

see LIQUIDS EXPORTS page 16

ibson Scot, energy research di

Investment Research, laid out some of the reasons
why inlate February at he Hart Energy-Canadian
Society for Unconventional Resources second

Petroleum News Bakken, a sister publication to Petroleum News,
went weekly with its March 3 edition and, at the same time,
became a standalone publication, as it is no longer mailed inside
Petroleum News. The March 10 edition was made available online
March 8 at www.petroleumnewsbakken.com. Subscribers receiv-
ing the electronic version of Petroleum News, however, still
receive Petroleum News Bakken via a separate email.

Listing upheld: Federal court
rejects polar bear listing appeal

In what is something of a landmark court case, the U.S.
Court of Appeals for the District of Colombia Circuit has
upheld the U.S. Fish and Wildlife Service’s 2008 decision to
list the polar bear as threatened under the terms of the
Endangered Species Act because of the threat that global
warming poses to the bear’s sea-ice habitat.

Although in the past animals have generally been listed
under the Endangered Species Act, or ESA, because of
severe declines in population numbers and consequent con-
cerns about species survival, the polar bear was the first

see POLAR BEAR LISTING page 19

Senate Finance hears major
producers on oil tax changes

As the Alaska Senate’s Finance HC
2

Committee began its consideration of the
Resources Committee’s substitute for the
governor’s oil tax bill members voiced con- SER’ E s
cerns ranging from how best to make
Alaska competitive enough to attract more investment, result-
ing in more production in the long term, to the cost to the
state’s treasury in the short term.

The current production tax system, ACES (Alaska’s Clear
and Equitable Share) — with the tax rate geared to progres-

see OIL TAXES page 14

FINANCE & ECONOMY

Sendmg AK tech abroad

ConocoPhillips is using technology to increase production in Alaska, Outside

By ERIC LIDJI

For Petroleum News

ConocoPhillips plans to spend some $2.5 bil-
lion in Alaska over the next five years using a
collection of drilling technologies to mitigate
declining production on the North Slope.

The largest producer in Alaska believes it can
get some 35,000 barrels per day of incremental
production from its three legacy North Slope oil
fields by using 4-D seismic, coiled-tubing drilling
and casing drilling to lower development costs and
access additional resources, but as with any dis-
cussion of investments, the company insists it
could do more if Alaska policymakers would make
the fiscal regime more “competitive.”

® PIPELINES & DOWNSTREAM

TAPS value:

The second technique allows
ConocoPhillips to access deposits once
thought impossible to reach. Using
“steerable drilling liners,” the company
can drill through unstable reservoirs or
low-pressure formations to reach deeper
targets.

The 35,000 barrels per day would stem produc-
tion declines in Alaska to some 3 percent per year
by 2017, ConocoPhillips’ Executive Vice President
of Exploration and Production Matthew Fox said
during the company’s annual analyst day on Feb.

see CONOCO TECH page 20

7.2 billion

Latest assessment of Alaska oil pipeline worth could stir more legal conflict

By WESLEY LOY

For Petroleum News

The state’s petroleum property assessor has put
a preliminary value of $7.2 billion on Alaska’s

most essential industry asset, the trans-Alaska
pipeline system.

The state annually assesses the value of TAPS
for property tax purposes.

This latest assessment could lead to further
legal proceedings among parties who have been
battling over the pipeline’s value since 2006.

The oil companies that own the pipeline believe
it is grossly overvalued, while municipalities that
share in TAPS property tax revenue with the state
have argued for higher valuations.

In coming months, the Alaska Supreme Court is

® NATURAL GAS

The pipeline’s value, as set by state
officials, the SARB and the courts, has
fluctuated widely over the years.

expected to render a ruling that could put a stop to
perennial appeals of TAPS assessments.

The appeal process

James Greeley, state petroleum property asses-
sor in the Alaska Department of Revenue, was out
of the office the week of March 3 and could not be
reached for comment.

But knowledgeable persons said he had issued a
preliminary TAPS assessment of $7.2 billion for

see TAPS VALUE page 18

Tax talk worries players

Industry pressures BC to remove tax uncertainty related to LNG export proposals

By GARY PARK

For Petroleum News

British Columbia Premier Christy
Clark got another dose of warnings
from Canada’s LNG proponents — don’t
start banking billions of dollars when the
first LNG ship is unlikely to set sail for
Asia until 2017.

In staking her May 14 re-election (msw CLARK

chances to projections of C$1 trillion in
cumulative gross domestic product over 30 years,
she carried her campaign message that British
Columbia could become a world leader in LNG
exports to a government-sponsored conference in
Vancouver at the end of February.

“I’m here to tell you that British
Columbia is open for business,” she
said. “We know there is tremendous
competition all around the world. We
know that the window of opportunity to
export LNG from British Columbia will
not be open forever, so we’re moving
decisively.”

In the process, she wants to “make
sure that the people of this province
share in the benefits” of their vast natu-
ral gas resources that would fuel LNG exports.

To that end, Clark has opened discussions with
the industry on a possible new LNG tax and royal-
ty regime by asking LNG companies for detailed
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see TAX TALK page 18
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House Resources sees significant bills

Co-Chair Dan Saddler discusses issues before committee, from permitting revisions to in-state gas line to oil tax change proposals

By STEVE QUINN

For Petroleum News

Rep. Dan Saddler began his second
term in the Alaska Legislature with
an appointment from the majority caucus
to be co-chair of the House Resources
Committee.

He joined incumbent co-chair Eric
Feige to wade through some heavy-hit-
ting, such as House Bill 4, the in-state
gas line bill over which Saddler presided
March 4.

A former legislative liaison with the
Department of Natural Resources,
Saddler moved the bill out of his com-
mittee March 4, then joined several col-
leagues and legislative aides for the
annual trip Washington, D.C.

Saddler notes the intensely hectic
pace that comes with a 90-
day session and such meaty
legislation before his com-
mittee.

Before advancing HB 4,
and before the House
passed HB 77 permit streamlining bill,
and packing his bags, Saddler sat down
with Petroleum News to speak on oil and
gas issues before the Legislature.

Petroleum News: How, if at all, your
work with DNR has helped you prepare
for this position.

Saddler: There is a pretty steep learn-
ing curve for resource issues and having
had a chance to work in the commission-
ers’ office as a special assistant in DNR
for a couple of different commissioners
gave me a familiarity with the issues, the
law, the permitting process, the individu-
als — at a very basic level just the
acronyms, what stands for what and how
they all interface. It’s been tremendously
beneficial in work not only as the co-
chair for resources, but as a guy interest-
ed in legislative issues. It’s probably
about the best preparation I could have
had.

One of my duties was communica-
tions, among other things, so I had to
understand what the department did, who
the players were, what their function
was, what their authorization was, so |
got what amounts to a three-year
overview and familiarization. I don’t
mean to be dismissive of the overview
process, but a lot of people came down
for their first term not knowing how the
different pieces fit. I largely had that
already socked away.

Petroleum News: So what have you
learned since you 've taken the position
as co-chair of resources?

Saddler: Issues became a lot more
complicated than they ever appear. That
for a young state we have already devel-
oped a significant, complicated and fair-
ly finely tuned system of regulating and
managing our resources. I’ll go into
triteness here, but Alaska is a resource
state; that’s our main business, so it’s not
surprising that the statutory history is
pretty complicated and tuned to what we
have. I’ve learned the system we have;
it’s fairly well developed already. We
tend to be pretty forward thinking people
and there is nothing that can’t be
improved. We’ve seen some significant
proposals on how we do things and how
to make them better.

Petroleum News: Nothing that can't

be improved. Let’s
talk about that.
What do you think
of the bills going
through your com-
mittee and why do
you think they are
important?
Saddler: I think
the department has
gone through a
process over the last several commis-
sioners, but especially under
Commissioner Dan Sullivan, they looked
at the processes and decided we should
be able to do better. As a representative
in my current position, we hear com-
plaints from representatives in the indus-
tries saying we would like to invest more
in Alaska, we like the rocks, we like the
resources, but there is this
induced drag of the per-
mitting system. The system
is designed to protect the
environment — and it’s
appropriate that it should
— but it’s important that it do so without
unfairly and unnecessarily impeding the
development we need for our economy.
The commissioners have directed people
to find out where we can smooth the
edges, remove the clunks, to remove the
redundancies, to improve efficiencies. I
sat on the DNR subcommittee, and two
years ago we looked at the backlog of
permits and said we need to fix this, so
we dedicated extra money and they got
38 percent reduction in their backlog.
Once the backlog is done, the intent is to
continue using those people to shorten
the process. So the bills we have ask the
people cycling the permits, you know the
process, how can we improve it. That’s
what we’ve seen with the bills last year.
This is kind of mark two. So HB 77 is
the permitting streamlining bill. Another
permitting bill is HB 78, which is the
wetlands primacy. That, as I see it, is the
next phase of a long-term process of the
state assuming primacy for environmen-
tal quality, regulation and protection. We
did air quality; we just finished NPDES
— water quality; now, we are going to

REP. DAN SADDLER
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see if it’s appropriate to take over prima-
cy for wetlands. It’s going to be a bit
expensive because we have so much of
the country’s wetlands and because wet-
lands have such an important impact on
development of power plants, communi-
ties and retail establishments in Alaska,
it’s important to ask that question.

Petroleum News: Continuing on your
theme of looking to improve, let’s go to
oil taxes. Your colleague, Rep. Feige,
says he’ll wait for the Senate version to
come over. So as you wait, what are your
thoughts right now on oil tax reform?

Saddler: The case is pretty clear. The
system we have now is good at milking
money out of the oil industry out of the
short term, but it’s not real accepting of
the long-term implications. We are get-
ting good money; we’re getting good liv-
ing from the oil industry. If we kill the
goose to get all the gold at once, which
is what I think ACES is doing, we might
be rich for a few minutes, a few years,
but we’ll be long-term poor. What I’ve
told the people in my district — and it’s
what they elected me on — is that it’s
better to take a little bit less money now
and take that money for a long time than
it is to get a whole bunch now and watch
it go away.

So I think the general concept of
reforming oil taxes is important. Now
the right method for doing so? The gov-
ernor has proposed his bill. I think they

NORTH SLOPE
TELECOM, INC.

make a reasonably good case that the
capital credits is bleeding the treasury,
and we are seeing a lot of outlay in cred-
its and not the desire for output on pro-
duction. Rule one in holes: if you’re in a
hole, stop digging. The state is digging
itself in a hole right now and the gover-
nor has come up with a very good faith
effort to change that trend. It’s not
enough to say the oil industry is making
money. Certainly they are.

The state is making money too. It’s
not an absolute gain in the world. It’s a
relative gain. If there are places where
the industry can invest money and get a
higher rate of profit and return, they are
going to do that. I think Alaskans have
somewhat begrudgingly come to the
understanding that something needs to
be change. Last few years, we’ve gone
from everything is hunky dory, don’t
change a thing to even the ardent sup-
porters of the current system are saying,
yeah it needs some changes.

Petroleum News: You re going to
Energy Council. On one hand there are
lawmakers who defend the trip; on the
other; there is criticism that it’s a bit of
luxury this time of year. What do you
hope to gain from it?

Saddler: Energy Council is a worth-
while investment of time. Our main
source of income in state government

see SADDLER Q&A page 15
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LAND & LEASING

ty.

period is up for grabs.

ding process.

Energy in 2009.

In a surprise move, the govern-
ment has invited companies to nom-
inate lands in the Arctic archipelago
that could form a future lease auc-
tion, while disclosing that the small
Bent Horn oil field which yielded
2.8 million barrels in the 1985-96

Canada reopens High Arctic

The Canadian government is trying to revive oil and natural gas interest in the
High Arctic islands after a lapse of more than four decades in exploration activi-

The region is all part of the
Nunavut Territory, which attracted
drilling in the 1970s when oil prices

were high and the federal
government offered a bundle of
incentives to promote drilling.

The next step will hinge on how
many, if any, companies select blocks they would like to see become part of a bid-

The call for nominations expires on April 24.

The region is all part of the Nunavut Territory, which attracted drilling in the
1970s when oil prices were high and the federal government offered a bundle of
incentives to promote drilling.

The resulting exploration boom resulted in the discovery of 16 fields contain-
ing an estimated 300 million barrels of oil and 14 trillion cubic feet of natural gas,
but all were too remote to justify the cost of commercial development.

Bent Horn is on Cameron Island, about 1,000 miles from the North Pole. It was
the focus of several tanker shipments of crude to Montreal refineries, allowing
Petro-Canada to test the economics and the quality of the crude.

But the field was abandoned before Petro-Canada was taken over by Suncor

—GARY PARK
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February ANS
production down 1%

Endicott, Lisburne show larges declines; January Cook Inlet
crude oil production up 8 percent, led by at Hilcorp Alaska fields

By KRISTEN NELSON

Petroleum News

F ebruary-over-January Alaska North
Slope crude oil production declined
1 percent, led by a 20.6 percent decline at
the BP Exploration (Alaska)-operated
Lisburne field and a 12 percent decline at
the BP-operated Endicott field.

ANS production for February aver-
aged 570,983 barrels per day, compared
to 576,969 bpd in January.

In the much smaller Cook Inlet basin,
production figures just reported for
January show a 2.7 percent increase over
December, with Cook Inlet production
totaling 12,398 bpd in January compared
to 12,072 bpd in December.

Except where noted, North Slope vol-
umes are from the Alaska Department of
Revenue’s Tax Division, which reports oil
production consolidated by major produc-
tion centers and provides daily production
and monthly averages for the most recent
month.

Field-by-field volumes — and all
Cook Inlet numbers — are from the
Alaska Oil and Gas Conservation
Commission, which reports on a field a
pool level on a month-delay basis.

BP doing maintenance

Maintenance, the majority of it
planned, began at both Endicott and
Lisburne in February, BP spokeswoman
Dawn Patience told Petroleum News in a
March 4 email.

At the beginning of February Endicott
production was in the 11,000 bpd range; it
began dropping Feb. 21 and in the 6,000
bpd range at the end of the month, with an
average production rate in February of
9,613 bpd, down 12 percent from a
January average of 10,923 bpd. Patience
said Endicott facility maintenance would
continue into March.

Lisburne averaged 24,228 bpd in
February, down 20.6 percent from a
January average of 30,499 bpd.
Production at Lisburne began the month
at more than 30,000 bpd and dropped
below 20,000 bpd at mid-month, ending
the month just above 24,000 bpd.
Patience said Lisburne maintenance was
also scheduled to continue through

March, although not at the same level.

Lisburne includes production from
Point MclIntyre and Niakuk

Endicott includes production from the
Savant Alaska-operated Badami field.
Badami production, reported by AOGCC
on a month-delay basis, averaged 1,277
bpd in January, down 2.9 percent from a
December average of 1,315 bpd.

Alpine down, Kuparuk up

The ConocoPhillips Alaska-operated
Alpine field averaged 64,044 bpd in
February, down 3.7 percent from a
January average of 66,513 bpd.

Alpine includes satellite production
from Fiord, Nanuq and Qannik.

The Kuparuk River field, also operated
by ConocoPhillips, averaged 135,849 bpd
in February, up 3.6 percent from a
January average of 131,197 bpd. Kuparuk
includes satellite production from
Meltwater, Tabasco, Tarn and West Sak,
as well as production from the Eni-oper-
ated Nikaitchuq field and the Pioneer
Natural Resources Alaska-operated
Oooguruk field.

AOGCC January production volumes
for Nikaitchuq show an average of 9,808
bpd, down 0.4 percent from a December
average of 9,844. Oooguruk averaged
6,064 bpd in January, down 3.3 percent
from a December average of 6,270 bpd.

Production at the BP-operated
Prudhoe Bay field averaged 337,249 bpd
in February, down 0.2 percent from a
January average of 337,827 bpd. Prudhoe
production was down temporarily begin-
ning Feb. 19 following a natural gas lig-
uids spill at a blending module near Pump
Station 1 of the trans-Alaska oil pipeline
(see story in March 3 issue). Production
dipped to 306,110 bpd Feb. 20, and hit
344,028 bpd Feb. 22, averaging rates of
more than 330,000 for the rest of the
month.

Cook Inlet

Cook Inlet crude oil production comes
from eight fields, only four of which aver-
age more than 1,000 bpd.

Three of the fields, Granite Point,
McArthur River and Swanson River, are

see ANS PRODUCTION page 5

STAINLESS STEEL FABRICATION, STAINLESS STEEL MATERIALS, ENGINEERING SERVICES,
NRTL LISTING SERVICES, TERMINATION BOXES, FLEXIBLE CABLE ASSEMBLY, AND CUSTOM ENGRAVING

?#WHOQRP 15 A PART OF THE KOMWG FAMILY OF COMPANIES

6130 Tuttle Place Anchorage, Alaska 99507 907-562-5818 www.dowlandbach.com

db



http://www.PetroleumNews.com/
http://www.PetroleumNews.com/
http://www.dowlandbach.com/

PETROLEUM NEWS ® WEEK OF MARCH 10, 2013

EXPLORATION & PRODUCTION

Buccaneer hopes to drill Cosmo in March

Buccaneer Energy Ltd. anticipates spudding its first well at the Cosmopolitan
prospect in late March, but the timeline depends on the company getting final
approvals in place.

A local subsidiary of the Australian independent said that the American Bureau
of Shipping recently certified its Endeavour jack-up drilling rig as “seaworthy,”
but before Buccaneer can begin drilling at the offshore Cook Inlet prospect it must
also get the rig certified by the U.S. Coast Guard and the Alaska Oil and Gas
Conservation Commission.

The rig is currently undergoing work in Homer.

Even once those regulatory certifications are in place, Buccaneer must get two
key permitting documents approved before it can begin its two-well exploration
program.

First, Buccaneer must get Alaska Department of Environmental Conservation
approval for its oil spill contingency plan. Buccaneer proposed an amendment to
the plan in October 2012 and in January 2013 the department requested addition-
al information, including a third-party engineering study only recently completed
and submitted, according to Buccaneer. The company said it expects a response
within 30 to 45 days.

Second, Buccaneer must get Alaska Department of Natural Resources approval
of its plan of operations, which the company expects to get on a similar timeline
as its C-plan.

—ERIC LIDJI

®@ NATURAL GAS

RCA OKs CEA/Hilcorp
gas supply settlement

Agreement allows Chugach Electric to buy gas for generating
Fairbanks power provided supply priorities in Southcentral are met

By ALAN BAILEY

Petroleum News

I he Regulatory Commission of
Alaska, or RCA, has approved a set-
tlement between Alaska Railbelt utilities
and the state attorney general that spells
out stipulations for a new contract
between Hilcorp Alaska and Chugach
Electric Association for the supply of
Cook Inlet gas, to enable Chugach
Electric to generate electricity for
Fairbanks utility Golden Valley Electric
Association.

After Chugach Electric announced the
new gas supply contract in November,
Matanuska Electric Association
expressed concern about the impact that
the delivery of gas under the contract
might have on already tight gas supplies
for other Railbelt utilities.

Chugach Electric had said that the
contract would enable the generation of
much-needed gas-fueled power for
Fairbanks, where a high dependence on
oil-fueled generation has greatly

The agreement also requires
Chugach Electric and Golden
Valley to eliminate a clause in

their power supply contract that
gives Chugach Electric the right of
first offer of economy or firm
power sales to Golden Valley.

increased the cost of electricity. Chugach
Electric, which has been supplying some
power to Fairbanks for a number of years,
does not guarantee the delivery of power
to Golden Valley, reserving the right to
curtail supplies should that prove neces-
sary as a consequence of gas supply con-
straints in Southcentral.

Priority contracts

Under the terms of the settlement that
RCA has now approved, the utilities and
the attorney general have agreed that the
new gas supply contract with Hilcorp
should proceed, provided that certain

see SETTLEMENT page 7
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ANS PRODUCTION

operated by Hilcorp Alaska; Middle
Ground Shoal is operated by ExxonMobil
subsidiary XTO.

Six of the Cook Inlet fields, including
all of the larger ones, had month-over-
month production increases.

Granite Point averaged 2,182 bpd in
January, up 2.4 percent from a December
average of 2,130 bpd. McArthur River
averaged 4,253 bpd in January, up 7.7
percent from a December average of
3,947 bpd. Middle Ground Shoal aver-
aged 2,213 bpd in January, up 0.8 percent
from a December average of 2,197 bpd.
Swanson River averaged 2,204 bpd, up
8.6 percent from a December average of
2,028 bpd. Hilcorp has improved

Swanson production substantially: the
field averaged just 786 bpd in November.

Beaver Creek and Trading Bay, both
operated by Hilcorp, saw month-over-
month production increases, 11.6 percent
at Beaver Creek (130 bpd in January) and
8 percent at Trading Bay (716 bpd in
January).

Redoubt Shoal and West McArthur
River, both operated by Cook Inlet
Energy, had month-over-month declines,
with Redoubt Shoal down 46 percent
(144 bpd in January) and West McArthur
River down 23.3 percent (556 bpd in
January).

ANS crude oil production peaked in
1988 at 2.1 million bpd; Cook Inlet crude
oil production peaked in 1970 at more
than 227,000 bpd. @

Contact Kristen Nelson
at knelson@petroleumnews.com
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Dr. Thorning is an internationally recognized expert on tax, environmental, and competitive-
ness issues. She writes and lectures on tax and economic policy, is frequently quoted in
publications such as the Financial Times, Suddeutsche, Zeitung, New York Times, and Wall
Street Journal, and has appeared internationally on public affairs news programs. Margo
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November 28, 2012

Mikkal Herberg, Mikkal Herberg writes and speaks extensively on Asian and global en-
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Spring 2013

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

tional Affairs Office).

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

Sponsor substitute for HB 4 includes amendments to role of RCA, removal of ANGDA as marketing arm, confidentiality provisions

By KRISTEN NELSON

Petroleum News

House Bill 4, designed to allow the
Alaska Gasline Development Corp.

to move forward with the in-state natural
gas pipeline project authorized under HB
369 in 2010, has moved from the House
Resources Committee and now goes to
House Finance.

Co-sponsors Rep. Mike Hawker, R-
Anchorage, and House Speaker Mike
Chenault, R-Nikiski, replaced the original
bill with a sponsor substitute at the end of
January and the bill which passed House
Resources March 4 was an amended ver-
sion of that sponsor substitute.

Among numerous amendments
approved by the committee were major
changes to the role of the Regulatory
Commission of Alaska in the process;
elimination of the Alaska Natural Gas
Development Corp. as the marketing arm
of AGDC; deletion of a finding that state
royalty gas would be made available for
the line; adding a requirement that once
the pipeline is operational information
would be released if not covered by con-
fidentiality agreements or necessary to
protect the economic interests of AGDC
or the state; and adding a provision that
upon commencement of construction of
the pipeline, AGDC would analyze poten-
tial lines connecting to industrial or utili-
ty customers in other regions of the state.

RCA

Hawker, who offered major amend-
ments in the role of RCA, said in discus-
sion in the committee March 4 that the
bill would be sent to the RCA with a
request for review.

As amended, HB 4 requires preap-

proval by RCA of a
recourse tariff
before an open sea-
son is held. The
recourse rate is the
rate available to cus-
tomers without
negotiation.

With a recourse
tariff approved by
RCA, the pipeline
can hold an open season and negotiate
rates with potential customers covering
such items as price, volume, where gas
comes into and leaves the line, and an
agreement reached between the customer
and pipeline becomes a precedent agree-
ment. If conditions for the pipeline are
met, precedent agreements eventually
become firm transportation agreements.

After the open season, precedent
agreements are turned into the RCA,
which needs to determine if those agree-
ments are “just and reasonable.”

When construction is completed, the
pipeline goes back to RCA with actual
cost information and updates the recourse
rate, which was based on estimates. The
pipeline also has to update the recourse
tariff in the future when a new open sea-
son is planned to expand the pipeline.

REP. MIKE HAWKER

Dispute resolution

The amendments to HB 4 increase the
RCAs role in resolving disputes, ensuring
that all parties with shipping contracts
and potential shippers can participate in
disputes not directly involving them.

Amendments also require that if con-
tracts between shippers and the pipeline
can include a dispute resolution method,
the method must be included in the
pipeline’s recourse tariff.

RCA can step in when disputes con-
cern things not subject to contractual dis-
pute resolution; when a complaint is
brought by someone without a contract
with the pipeline; when there are com-
plaints about the conduct of an open sea-
son; and when disputes involve a public
utility and would result in a threat to pub-
lic health and safety can’t be otherwise
resolved.

Cost studies

In addition to submitting cost studies
for the recourse rate and when construc-
tion is completed, the bill as amended
requires the pipeline to provide a detailed
cost study to the RCA every three years.

RCA looks at the recourse tariff before
the first open season, after construction
and in advance of any new open season
for new capacity or pipeline expansions.

The RCA must review and approve the
initial recourse tariff and any substantial
amendments and can deny the recourse
tariff, but must rule on the recourse tariff
within 30 days.

Removal of ANGDA

The 2010 passage of HB 369 created
the Joint In-State Gasline Development
Team with ANGDA a member of that
team. The intent was that ANGDA would
act as the marketing arm for the project.

Rep. Craig Johnson, R-Anchorage,
had questioned the necessity of including
ANGDA in the bill in earlier committee
discussions, and on March 4 offered an
amendment to drop ANGDA from the
bill. Johnson called attention to a
Division of Legislative Audit report
which said ANGDA had stretched the
boundary of its authority, hadn’t ade-
quately coordinated with other state agen-

L |

-4

Rig #3 on Natchiq #1 drilling for Pioneer Natural Resources Alaska Inc., March 2003

e

L,

-

R e - s tiLmhg

Phone: (907)561-7458 | 219 E. International Airport Rd., Suite #200, Anchorage, AK 99518

HC-Galista

Providing innovative completion, workover, sidetrack,
and drilling services on the North Slope of Alaska

cies on a gas line and should be consid-
ered for sunset.

The audit report concluded that
ANGDA coordinated its efforts with
large-diameter pipeline projects but “did
not successfully coordinate its efforts
with agencies pursuing a small-diameter
pipeline,” specifically with work done by
staff in the Office of the Governor. “The
lack of cooperation resulted in both enti-
ties pursuing alternative projects that
would achieve the same objective,” the
report said.

Johnson said he believed ANGDA had
“baggage” and said he didn’t want to see
that “baggage” attached to the new organ-
ization established by the bill.

AGDOC has the authority under the bill
to establish its own marketing arm,
Johnson said.

Hawker said that having heard the con-
cerns expressed earlier about ANGDA,
his staff determined that all of the terms
of ANGDA board members had expired;
ANGDA had no employees; it had no
office space; all debts and obligations had
been settled; and work product and assets
had either been returned to contractors or
retained by the State Pipeline
Coordinator’s Office.

Separation from AHFC

AGDC was established under HB 369
as a subsidiary of the Alaska Housing
Finance Corp. HB 4 would establish
AGDC as an independent state corpora-
tion, separate from AHFC.

HB 4 also provides confidentiality for
certain information provided to or created
by AGDC, but as amended would provide
that once the pipeline becomes opera-
tional “the corporation shall make avail-
able to the public information that would
otherwise be exempt from public disclo-
sure ... unless the corporation determines
that” it is necessary to maintain confiden-
tiality to protect economic interests of
AGDC or the state or that “disclosure of
the information will violate the terms of a
confidentiality agreement or other agree-
ment to which the corporation is a party
or that is binding on the corporation.”

An amendment sponsored by Rep.
Eric Feige, R-Chickaloon, committee co-
chair, provided that once construction of
an in-state natural gas pipeline has begun,
“the corporation shall analyze potential

see IN-STATE GAS LINE page 8
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Senators quiz Jewell on Arctic policies

Interior secretary says she supports continued Arctic oil and gas exploration; anticipates traveling to Alaska to discuss issues

By ALAN BAILEY

Petroleum News

Sally Jewell, President Obama’s nom-
inee to replace Ken Salazar as
Interior secretary, has expressed support
for continued Arctic oil and gas explo-
ration, “with the right rules in place,”
Sen. Mark Begich, D-Alaska, announced
after a Feb. 28 meeting with Jewell.
Jewell has also committed to travel to
Alaska as soon as possible to talk to
Alaskans about key issues such as oil
and gas development and subsistence,
Begich said. Jewell, CEO of outdoor
recreational equipment firm REI, has
previously worked in the oil industry and
at one time worked as an energy expert
in banking.

Jewell told Begich that during her
time working as a banker she gained
some familiarity with Alaska Native
issues and had visited the Red Dog Mine
near Kotzebue.

If confirmed as Interior secretary,
Jewell will play a key role in overseeing
energy development policies in federal
lands in Alaska.

“I am glad Ms. Jewell understands the
great potential for our state and nation
from Arctic oil and gas development,”
Begich said. “We all agree development
must take place in a safe and responsible
manner. With the amount of resources in
Alaska’s Arctic, the question is no longer
if development will take place, the ques-
tion is how.”

King Cove road issue

According to an Associated Press
report Sen. Lisa Murkowski, R-Alaska,
met with Jewell on Feb. 27, discussing
issues such as offshore drilling in
Alaska’s Arctic waters and emphasizing
Alaska’s offshore resources, as well as
the resource potential of the National

continued from page 5

SETTLEMENT

other contracts take precedence. One of
those contracts is an agreement among
Railbelt utilities that addresses emer-
gency actions should there be a shortage
of natural gas in Southcentral Alaska.
The other contracts are Hilcorp’s priority
contracts, as specified in the new con-
tract between Hilcorp and Chugach
Electric and consisting of all of Hilcorp’s
existing contractual commitments.

The agreement also requires Chugach
Electric and Golden Valley to eliminate a
clause in their power supply contract that
gives Chugach Electric the right of first
offer of economy or firm power sales to
Golden Valley.

In addition, the agreement waives the
need for power load forecasts with
Golden Valley as a perquisite of RCA
approval of the contract between
Chugach Electric and Hilcorp.

And all parties to the settlement have
agreed that, overall, the sale of power by
Chugach Electric to Golden Valley repre-
sents a net benefit to Chugach Electric’s
customers by improving the economics
of Chugach Electric’s power generation
and thereby reducing the utility’s elec-
tricity rates. @

Contact Alan Bailey
at abailey@petroleumnews.com

Petroleum Reserve-Alaska and Arctic
National Wildlife Refuge. Murkowski
said that Jewell is committed to the
process that enabled Shell to conducts its
Arctic offshore project in 2012, the
Associate Press said.

The Associated Press also said that
Murkowski has threatened to hold up
Jewell’s nomination unless the Obama
administration agrees to a land exchange
that will enable the village of King Cove
in the Aleutian Islands to build a road
through the Izembek National Wildlife
Refuge to an all-weather airport. The vil-
lagers want a road to the airport to
enable access to adequate medical care
in the event of medical emergencies dur-
ing periods of bad weather. The
Department of the Interior recently
rejected the land swap concept.®@

Contact Alan Bailey
at abailey@petroleumnews.com
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Obama nominates heads of EPA and Energy

On March 4 President Obama announced his nominations for key cabinet posi-
tions: Gina McCarthy to replace Lisa Jackson as administrator of the
Environmental Protection Agency, or EPA, and Ernest Moniz to replace Steven
Chu as secretary of energy.

McCarthy has been running the air pollution division of EPA during Obama’s
first four years as president and people have been commenting that her nomina-
tion appears to re-enforce Obama’s stated intent to focus on global warming as
part of his environmental agenda during his second term in office. When announc-
ing his nomination of McCarthy, Obama said that, as “a top environmental offi-
cial in Massachusetts and Connecticut,” McCarthy had “helped design programs
to expand energy efficiency and promote renewable energy.”

Moniz, a nuclear physicist, is a professor at the Massachusetts Institute of
Technology. Obama said that Moniz had served as under-secretary of Energy in
the Clinton administration and since then has directed MIT’s Energy Initiative, a
program that “brings together prominent thinkers and energy companies to devel-
op the technologies that can lead us to more energy independence and also to new
jobs.”

—ALAN BAILEY
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Alberta carbon capture plans flounder

The financially strapped Alberta government has cancelled C$285 million in
funding for a carbon capture and storage project, leaving the industrial partner
clinging to hopes of being able to rescue the venture without public backing.
The pullout adds to doubts hanging over the province’s goal of developing a
commercial answer to reduce its carbon dioxide emissions and is a far cry from
the upbeat days in 2008 when then-premier Ed Stelmach committed C$2 billion
over 15 years for carbon capture and storage, or CCS, which he touted as Alberta’s
chance to become a world leader in CCS.

Only two of four projects that had originally been approved for funding are still
afloat, while the government has slashed its contributions to C$1.3 billion.
Although the province officially remains dedicated to CCS experiments, it has
conceded the business case to manufacture synthetic gas from coal has been
undermined by low natural gas prices.

Martin Lambert, chief executive officer of Swan Hills Synfuels, is adamant
that the project has been deferred, not scrapped, although he said no further efforts
to obtain government funding are planned.

Swan Hills was designed to turn unmineable coal into clean synthetic gas from
which CO2 would be used to rebuild reservoir pressures for enhanced oil recov-
ery in Alberta. The plans also included a 300 megawatt power plant.

Swan Hills President Douglas Shaigec said the company needed sustained gas
prices of $5 per million British thermal units before it could seriously think about
reviving the project.

Gary Leach, president of the Explorers and Producers Association of Canada,
said Swan Hills was clearly unable to compete with the “new long-term realities
of abundant and cheap North American natural gas.”

Almost a year ago, a TransAlta, Enbridge and Capital Power partnership
shelved Project Pioneer, designed to capture and store 1 million metric tons a year
of CO2 from a power plant west of Edmonton, backed by C$779 million in fund-
ing commitments from the Alberta and Canadian governments.

Even with the subsidy, TransAlta said it was unable to make the economics
work and attract firm buyers for the CO2.

Still alive are plans for an Alberta Carbon Trunk Line to capture CO2 from a
bitumen upgrader/refinery that is under construction by North West Upgrading
sand Canadian Natural Resources, while Shell’s Quest project is intended to cap-
ture CO2 from the company’s Scotford bitumen upgrading and refining complex
near Edmonton.

The Alberta government said those two projects are expected to reduce green-
house gas emissions by 2.7 million metric tons a year by 2016.

Energy Minister Ken Hughes said the remaining government commitment of
C$1.3 billion “speaks to how serious we are about climate change and reducing
our impact.”

—GARY PARK

® FINANCE &

ECONOMY

Lawsuit aims to block

Conoco’s CD-5 project

Alaska North Slope villagers contend Army Corps improperly granted
permit, say oil development threatens hunting, fishing grounds

By WESLEY LOY

For Petroleum News

Seven Alaska North Slope villagers are
suing in an effort to invalidate a hard-
fought federal permit ConocoPhillips
obtained for a satellite oil field development
near the company’s prolific Alpine field.

The 30-page lawsuit, against the U.S.
Army Corps of Engineers, was filed Feb. 28
in U.S. District Court in Anchorage.

Trustees for Alaska, a nonprofit environ-
mental law firm, is representing plaintiffs
Jonah Nukapigak, Sam Kunaknana,
Edward Nukapigak, Clarence Ahnupkana,
Robert Nukapigak, Martha Itta and John
Nicholls.

The suit says the plaintiffs are all resi-
dents of Nuigsut, a predominantly Inupiat
Eskimo village about eight miles south of
the Alpine oil field. Families from Barrow
resettled the previously abandoned village
in 1973.

The plaintiffs are subsistence hunters
and fishers, and worry the permitted oil
development known as CD-5 (Alpine West)
will harm their way of life in and around the
Colville River Delta, the suit indicates.

The planned CD-5 development is 8.5
miles northwest of Nuigsut, the suit says.

“This project will add a bridge, road, and
traffic to one of our most important fishing
and hunting areas,” plaintiff Kunaknana
said in a press release on the Trustees for
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In issuing the permit, the Corps
determined road access to CD-5
was the only way to provide year-
round spill response access, and
that leak detection could be
tougher with a buried pipeline.

Alaska website. “We need to make sure that
this project moves forward in a way that
protects our land, subsistence resources, and
culture.”

Lead plaintiff Jonah Nukapigak said:
“Oil and gas drilling in the Colville River
Delta has already had major impacts on our
way of life and our ability to hunt and fish
near our community. We are surrounded by
drilling projects, and we are having to trav-
el farther and farther to hunt for caribou
because they are being driven away from
our traditional hunting areas.”

Corps broke law, suit says

The suit challenges the Army Corps’
Dec. 19, 2011, decision to issue a wetlands
permit for the CD-5 project, which will
involve construction of a drilling pad,
access road and 1,405-foot bridge across
the Nigliq Channel of the Colville River.

The Nigliq Channel provides vital sub-
sistence fishing opportunity for species
such as whitefish and cisco, the suit says.

see CD-5 LAWSUIT page 11
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natural gas pipelines connecting to indus-
trial, residential, or utility customers in
other regions of the state. If the corpora-
tion finds that a natural gas pipeline ana-
lyzed under this subsection is in the best
interest of the state and can meet the
needs of industrial, residential, or utility
customers at commercially reasonable
rates, the corporation shall finance, con-
struct, or operate the natural gas pipeline
as necessary.”

Feige was one of the two dissenting
votes on the bill in the committee, noting
that the line through Fairbanks to the
Anchorage Bowl leaves out a substantial
portion of his district, and said he would-
n’t support the bill currently on behalf of
his district.

The in-state line has drawn criticism,
and Chenault told the committee that
nowhere else in the world would a 36-
inch pipeline be considered small. Many
Alaskans think only a 48-inch line will
do, he said, but noted that the Alaska
Pipeline Project is talking about a 42-
inch line.

He said AGDC is the only project that
has permits, that is actually moving
ahead. Chenault also said that while he
doesn’t really care whether the line goes
to Valdez or Cook Inlet, he believes
Alaska needs a long-term supply for the
Railbelt.

The longer we wait, Chenault said, the
less opportunity Alaskans have to benefit
from their gas. ®

Contact Kristen Nelson
at knelson@petroleumnews.com
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Polar Petroleum
picks up leases

The independent is buying 17 North Slope leases from Donkel,
Cade and must drill a well within two years; company new to oil

By ERIC LIDJI

For Petroleum News

Apair of longtime players in the
Alaska oil industry has sold a selec-

tion of its North Slope oil prospects to a
newly formed independent called Polar
Petroleum Corp.

The Alaska-based company recently
purchased 17 leases totaling some 46,399
acres in the Franklin Bluffs and Hemi
Springs regions of the North Slope from
independent investors Daniel K. Donkel
and Samuel H. Cade for $1.25 million,
with $150,000 due at closing and the
remainder “due in accordance with the
terms of a promissory note.”

The deal requires Polar Petroleum to
drill a “test well” of 8,000 feet or deeper
on one of three pre-determined leases in
the Hemi Springs prospect within two
years of closing. If the company fails meet
the deadline, it would forfeit all three leas-
es back to their original owners. The fil-
ings to date have not specified which leas-
es are being targeted for drilling, but the
prospect covers 16 leases along the south-
ern border of the Prudhoe Bay unit.

The Hemi Springs prospect is near the
former Rock Flour and Northeast Storms
units, as well as the former Hemi Springs
unit covering part of the current lease-
hold. There have been numerous wells
previously drilled in the area, including
the ARCO Hemi Springs State No. 1,
which the state certified as capable of pro-
ducing in paying quantities in 1984.

After drilling its well, Polar Petroleum
must assign a 20 percent working interest
to the sellers. The deal already includes a
4 percent overriding royalty interest for
the sellers.

The Franklin Bluffs prospect covers a
single lease some 20 miles further to the
south, and Polar Petroleum is touting the
potential of potential shale oil exploration
in the region.

The prospect is near former White
Hills exploration and current source rock
exploration.

Both prospects are located near the

The deal requires Polar Petroleum
to drill a “test well” of 8,000 feet
or deeper on one of three pre-
determined leases in the Hemi
Springs prospect within two years
of closing.

trans-Alaska oil pipeline and the Dalton
Highway.

New to oil industry

Polar Petroleum was incorporated in
Nevada in March 2011 under the name
Post Data Inc. and in its annual filings
from June 2012 the company intended “to
destroy and recycle electronic devices in
Edmonton, Alberta, Canada, in a manner
which ensures the confidential destruc-
tion of all previous user data.” Following
a change in management in July 2012,
Post Data “entered into the oil and gas
business to engage in the exploration,
development and production of oil and
gas properties primarily in the State of
Alaska.”

It formed an Alaska subsidiary called
Polar Petroleum (AK) Corp. in late
August 2012.

Polar Petroleum is being led by recent-
ly appointed President and CEO Daniel
Robert Walker, who comes to the job from
a previous position in the Australian seis-
mic industry and management positions
in the agriculture and mining sectors in
the U.S. and abroad.

In its quarterly filings from February
2013, Polar Petroleum valued its total
assets at some $1.4 million, mostly com-
ing from its properties but with some
$125,000 in cash.

The promissory note attached to the
sale comes with an annual interest rate of
0.3 percent and is payable in installments
of $125,000 every three months for the
first year, $100,000 every three months
thereafter and a final payment of
$300,000 due by Oct. 31, 2014. ®

Contact Eric Lidji
at ericlidji@mac.com

GOVERNMENT
Begich offers Arctic port development bill

U.S. Sen. Mark Begich, D-Alaska, has introduced the Arctic Deep Water Ports
Enhancement Act of 2013.

The bill is meant to promote development of deepwater ports in the region, said
a March 1 press release from Begich’s office.

“Arctic ports will have a big effect on the way we produce and export natural
resources and on our ability to reduce high fuel costs in the region,” Begich said.

The idea of establishing one or more ports to support activity in the Arctic
Ocean has drawn considerable attention recently.

Arctic sea ice is diminishing, shipping activity is increasing and plans are
advancing for offshore oil and gas drilling in the Chukchi and Beaufort seas. At
present, no deepwater harbor exists along the northern Alaska coastline to support
these activities, or the operations of the U.S. Coast Guard and other government
agencies.

A recent report recommended a deep-draft seaport, and picked two sites for
feasibility analysis: Nome and nearby Port Clarence. Both these locations are
south of the Bering Strait, gateway to the polar ocean. The report was a product
of the US. Army Corps of Engineers and the Alaska Department of
Transportation and Public Facilities.

Federal coordinator

Begich’s bill, S. 428, would designate the Army Corps as the lead agency for
environmental reviews on Arctic deepwater ports, and would set a limited time for
the government to come to a decision on environmental impact statements.

The bill also would establish an Office of the Federal Arctic Deepwater Port
Coordinator. The president would appoint, and the Senate would confirm, the
coordinator. The office would coordinate the “expeditious discharge” of all U.S.
departmental and agency activities, and would assess potential partnerships with
developers and applications for loan guarantees.

“Because public-private partnerships will be needed to develop Arctic ports,
the bill would give the Army Corps new authorities to enter into partnerships with
private and local groups for development and creates a loan guarantee program to
provide federal backing for private loans to port developers,” the Begich press
release said. The bill says the principal amount of loans and other debt obligations
guaranteed “shall not exceed, in the aggregate, $3,000,000,000.”

The press release quoted Nome Mayor Denise Michels, who said the city sup-
ports Begich’s bill.

—WESLEY LOY

CENTRAL ALASKA

Continental Rift Basins

1.8 million acres (730,000 hectares) in large contiguous blocks

* Majority working interest and operator positions available

* Multiple giant field possibilities; two basins, multiple sub-basins

* Conventional oil and gas

* Nearby roads, rail and other infrastructure, including Trans Alaska Pipeline System

* Data room with recent and heritage seismic, drilling, other
geophysics, and surface geochem

* Ongoing exploration programs, including seismic and drilling

* New State exploration rebates up to 80% of drill costs and 75% for
seismic

* New lower State production tax rates for these basins

Contact:

James Mery, Doyon, Limited
1 Doyon Place

Fairbanks, Alaska USA
Phone: 907-459-2039

Email: meryj@doyon.com

For more information
and data displays, go to

doyonoil.com

Limited " ———

AlphaSeismicCompressors.com

Oftshore Rentals | Air Source Solutions
Risk Management | After Market Services

Booking Now

1-888-800-2232

fred@AlphaSeismicCompressors.com



http://www.doyonoil.com/
http://www.AlphaSeismicCompressors.com/

10 PETROLEUM NEWS ® WEEK OF MARCH 10, 2013

GOVERNMENT

Arctic Nautical Charting Plan
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NOAA to expand Alaska nautical charts

The National Oceanic and Atmospheric Administration is embarking on a
major effort to improve nautical chart coverage for some of Alaska’s most remote
- - waters.

T I m e M a c h I n e NOAA’s Office of Coast Survey plans to create 14 new charts to complement
existing chart coverage. Several of the charts will cover areas stretching from the
Canrig’s Drilling Efficiency Suite transforms your Alaska Peninsula northward into the Arctic Ocean.
driller’s cabin into a timéimachine... a machine NOAA sees improved charts as an imperative as Arctic ice diminishes.
that saves time spud to TD. “As multi-year sea ice continues to disappear, vessel traffic in the Arctic is on
' the rise,” said Rear Adm. Gerd Glang, NOAA Coast Survey director. “This is lead-
ing to new maritime concerns about adequate charts, especially in areas increas-
ingly transited by the offshore oil and gas industry and cruise liners.”

Glang continued: “Given the lack of emergency response infrastructure in
remote Arctic waters, nautical charts are even more important to protect lives and
fragile coastal areas.”

NOAA charts and publications provide mariners with the latest information on
water depth, aids to navigation, shorelines and other features.

“But many regions of Alaska’s coastal areas have never had full bottom bathy-
metric surveys, and some haven’t had more than superficial depth measurements
since Captain Cook explored the northern regions in the late 1700s,” NOAA said
in a Feb. 26 press release.

“Ships need updated charts with precise and accurate measurements,” said
Capt. Doug Baird, chief of Coast Survey’s marine chart division. “We don’t have
decades to get it done. Ice diminishment is here now.”

NOAA’s Office of Coast Survey is the nation’s nautical chartmaker, originally
formed by President Thomas Jefferson in 1807. The office updates charts, surveys
the coastal seafloor, responds to maritime emergencies and searchers for under-
water hazards to navigation. Coast Survey has a blog at noaacoastsur-
vey.wordpress.com.

—WESLEY LOY
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Are the legacy wells ‘historic’ sites?

Alaska officials keep heat on BLM to remediate old wells; agency denies it plans to use historic preservation act to avoid cleanup

By WESLEY LOY

For Petroleum News

The U.S. Bureau of Land Management has drafted a
report summarizing the status of so-called legacy
wells the federal government drilled long ago on
Alaska’s North Slope.

The wells are located mainly in the BLM-managed
National Petroleum Reserve-Alaska.

The BLM, an Interior Department agency, is feeling
pressure from Alaska elected officials and state drilling
regulators to tend to the legacy well sites. These officials
say dozens of old wells were never properly plugged and
abandoned, and might pose an environmental and public
safety hazard.

Further, they note that no private company would be
allowed to leave wells in such condition.

The BLM recently submitted its draft legacy wells
summary report to the Alaska Oil and Gas Conservation
Commission, which regulates drilling throughout
Alaska. The report has write-ups and photos for each
well.

Cathy Foerster, the commission chair and an engineer,
has been particularly forceful in calling upon the BLM to
plug and abandon the wells and clean up barrels and
other debris on the well sites.

She was alarmed that page summaries for numerous
wells included the following language:

Rusty barrels litter a legacy well site known as Skull Cliff
Core Test No. 1.

“The BLM will need to prepare a determination of
eligibility pursuant to Section 106 of the National
Historic Preservation Act. If the site is determined not
eligible, then the surface debris should be removed as
funding allows or in conjunction with other scheduled
operations, if possible.”

To Foerster, this sounded suspiciously like the BLM
was aiming to avoid cleaning up the well sites under the
guise that they constitute “historic” sites.

BLM explains

Erin Curtis, a BLM spokeswoman in Anchorage, told
Petroleum News this simply isn’t true.
The report is a draft, and the language could have

continued from page 8

(D-5 LAWSUIT

The plaintiffs contend the permit deci-
sion violated the Clean Water Act and
NEPA, the National Environmental Policy
Act.

The suit questions why the Corps, in
2010, denied a permit for CD-5 and then, in
2011, reversed itself.

The Corps’ initial permit denial rankled
Alaska’s congressional delegation and state
officials, and ConocoPhillips appealed the
decision.

Based on input from the U.S. Fish and
Wildlife Service and the Environmental
Protection Agency, the Corps had held that
less environmentally damaging practicable
alternatives existed. CD-5 could be devel-
oped without a road in the Colville Delta,
and without a bridge and suspended oil
pipeline across the Nigliq Channel. Instead,
the pipeline could be installed under the
channel wusing horizontal directional
drilling.

One worry was the potential for “a cata-
strophic spill from the suspended pipeline
over the river,” the lawsuit says.

In reconsidering and ultimately permit-
ting a project design with the road, bridge
and suspended pipeline, the Army Corps
violated the Clean Water Act “by failing to
provide a reasoned explanation for the deci-
sion to disregard the facts and circum-
stances underlying the Corps’ prior deter-
mination,” the suit says.

The suit also says inadequate NEPA
analysis was done.

Construction set for 2014

The plaintiffs are asking the court to
vacate the CD-5 permit and “issue an
immediate and permanent injunction pro-
hibiting any further construction activities
resulting in the discharge of any dredged or
fill material into any wetlands or waters of
the United States associated with the devel-
opment of CD-5 until a valid permit is
issued.”

In issuing the permit, the Corps deter-
mined road access to CD-5 was the only
way to provide year-round spill response

access, and that leak detection could be
tougher with a buried pipeline.

Curt Biberdorf, spokesman for the Army
Corps, Alaska District, said in response to
the lawsuit: “We went through a very rigor-
ous review of the project and are confident
in the record of decision.”

The ConocoPhillips board sanctioned
CD-5 in October. Construction is scheduled
to begin in the winter of 2014.

CD-5 will be the fourth satellite field in
the vicinity of the Alpine field, in the
Colville River unit. Anadarko Petroleum
Corp. is a minority partner in the unit.

CD-5 production will flow to the central
processing facilities at Alpine. The satellite
will be the first development in the National
Petroleum Reserve-Alaska, a vast expanse
west of Alpine. ®

Contact Wesley Loy
at wloy@petroleumnews.com

BUREAU OF LAND MANAGEMENT

ARCTIC

COMMUNIT

Arctic Slope Community Foundation is here to help create
and grow giving plans to improve the quality of life in our
region, today and for generations to come.

“The situation in the NPR-A represents the
pinnacle of environmental negligence and
hypocrisy,” —U.S. Sen. Lisa Murkowski, R-Alaska

been better, she said.

The fact is that, for wells 50 years old or older, the
BLM by law must consult with the state historic preser-
vation officer, Curtis said.

It’s simply a process the BLM is required to go
through, she said.

“It doesn’t mean we won’t be able to clean up those
sites,” Curtis said, even if they’re eligible under the
National Historic Preservation Act.

Further, the historic preservation process wouldn’t
necessarily delay or prolong a cleanup, she said. It could
involve work such as taking pictures or writing a report.

The draft report is not for public release, Curtis said.
The final report will be public, and will help the BLM
develop a five-year strategic plan for dealing with the
legacy wells, she said.

The Navy, the U.S. Geological Survey and their con-
tractors drilled some 136 exploratory wells and bore-
holes between 1943 and 1982. The drilling was to assess
the NPR-A’s petroleum potential. The wells and bore-
holes are now the BLM’s responsibility.

BLM officials note they have stabilized, at great cost,

see LEGACY WELLS page 13
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eliminated the time and cost associated with
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INTERNATIONAL

Russian Arctic development plan signed

Russian President Vladimir Putin has signed his government’s strategic program
for Arctic development through to 2020, the Barents Observer reported Feb. 20. The
program, which is quite general in nature, includes plans for an integrated Arctic trans-

port system; plans for the development of
a scientific and technological sector in the
region; and the promotion of international
cooperation, with the preservation of the
Arctic as a zone of peace, the Barents
Observer said.

The program covers most aspects of the
management of Russia’s vast Arctic terri-
tories, stretching from the Murmansk and
Arkhangelsk regions in the west to the
Russian sector of the Chukchi Sea in the

The program covers most
aspects of the management of
Russia’s vast Arctic territories,
stretching from the Murmansk
and Arkhangelsk regions in the

west to the Russian sector of the

Chukchi Sea in the east.

east. And under the program the Russian state will support the development of infra-
structure for transportation, industry and energy, as well as supporting innovative sci-
entific and technical activities, the Barents Observer said.

In addition to prioritizing Russian state investments in the Arctic, the program pri-
oritizes the regulation of labor relations and social politics in the region, the Barents

Observer said.

The first stage of the program, which will run to 2015, will focus on the develop-
ment of the communications and information infrastructure; the establishment of
search and rescue centers for the Northern Sea Route around Russia’s northern coast;
the strengthening of the coast guard service; and the development of an integrated
system for environmental monitoring in the Arctic, the Barents Observer said.

—ALAN BAILEY
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Little oil price reaction
to Chavez death

By PAMELA SAMPSON

Associated Press Business Writer

Oil markets are taking the death of
Venezuelan President Hugo Chavez
in stride, with the price of crude little
changed March 6.

Chavez, who died March 5 after a two-
year battle with cancer, oversaw a decline
in oil production during his 14 years as the
leader of Venezuela, and analysts don’t
expect that trend to change immediately.
The full impact of his death may not be
felt until Venezuela, which sits on the
world’s second-largest oil reserves, picks a
new leader — one who might choose a
course different from Chavez.

The existence of ample global oil sup-
plies kept markets at ease. Benchmark oil
for April delivery was down 8 cents to
$90.74 per barrel at late afternoon
Bangkok time in electronic trading on the
New York Mercantile Exchange.

“Problems in Venezuela will undoubt-
edly impact the market, but may not be too
much of a problem for the market to cope
with,” said Ric Spooner, chief market ana-
lyst at CMC Markets in Sydney. “It is well
supplied and it still has reasonably high
prices in relation to the current demand-
supply balance.”

On March 5, the contract rose 70 cents
to finish at $90.82 a barrel on the Nymex,
just hours after Chavez died.

Brent crude, used to price many kinds
of oil imported by U.S. refineries, fell 24
cents to $111.37 a barrel on the ICE
Futures exchange in London.
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“It’s too soon to say what Hugo
Chavez’s death means for oil
prices, but it is certainly true that
oil prices are what made Hugo
Chavez possible.” —Daniel Yergin

Price changes helped Chavez

Energy historian Daniel Yergin said in
an emailed statement March 5 that it was
a plunge in oil prices and the resulting dis-
content in Venezuela that gave Chavez the
opening to win election in December
1998. Rising prices then helped him con-
solidate power by allowing him to fund
popular programs.

“It’s too soon to say what Hugo
Chavez’s death means for oil prices, but it
is certainly true that oil prices are what
made Hugo Chavez possible,” Yergin said.

But the country’s production began to
fall soon after Chavez assumed power
because he declined to invest in new
drilling to replace depleting fields.

By 2011 the country’s output had
dropped 2.5 million barrels a day from 3.5
million barrels per day in 2000, according
the Energy Department, and exports had
fallen to 1.7 million barrels a day. Oil
accounts for 95 percent of Venezuela’s
export earnings.

Venezuela increased it gross domestic
product an average of 2.8 percent between
1999 and 2011, according to International
Monetary Fund figures. By that measure,
the country was outperformed by every
other member of OPEC except Libya.
Even war-torn Iraq posted higher growth.

Discounted heating oil

Chavez increasingly turned against the
United States, although he continued to
depend on the U.S. for oil revenue. Oil
shipments to the U.S. declined from 49
million barrels a month when Chavez took
office, to 31.9 million barrels in February
2011. Citgo Petroleum Corp., the coun-
try’s U.S.-based oil company, operates
three refineries in Texas, Louisiana and
Illinois, and sells fuel through thousands
of gas stations. Citgo has been used by
Chavez to distribute discounted heating
oil to poor American families in a high-
profile program aimed at criticizing
Washington’s approach to the needy.

Chavez invested Venezuela’s oil wealth
into social programs including state-run
food markets, cash benefits for poor fam-
ilies, free health clinics and education pro-
grams.

But those gains were meager compared
with the spectacular construction projects
that oil riches spurred in glittering Middle
Eastern cities, including the world’s tallest
building in Dubai and plans for branches
of the Louvre and Guggenheim museums
in Abu Dhabi.

The week ending March 8, oil traders
will be monitoring fresh information on
U.S. supplies of crude and refined prod-
ucts and the latest government data on hir-
ing. The Labor Department will release
employment data for February March 8.

In other energy futures trading on the
Nymex:

*Wholesale gasoline fell 0.9 cents to
$3.1388 a gallon.

*Heating oil rose 0.3 cent to $2.976 a
gallon.

*Natural gas rose 1.9 cent to $3.548
per 1,000 cubic feet. ®
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Mexico’s PRI says
‘yes’ to energy reform

By ADRIANA GOMEZ LICON

Associated Press

Mexico’s ruling party changed its
platform March 3 to allow for pri-
vate investment in the oil industry,
paving the way for a possible overhaul of
a state-owned company that is seen as a
pillar of the nation.

Nearly 5,000 members of the
Institutional Revolutionary Party, also
known as the PRI, voted unanimously at
their national convention to remove lan-
guage in the party’s platform that for
years had opposed injecting private
money in the sector. Petroleos
Mexicanos, or Pemex, is the only com-
pany that can carry out oil refining. The
party also erased its opposition to sales
taxes on food and medicines.

President Enrique Pena Nieto, who
led last year’s electoral comeback for the
party that governed from 1929 to 2000,
said the energy and fiscal reforms are
needed for Mexico to become more
competitive. He urged party members to
support him when he sends the bills to
Congress, likely in the second half of
this year.

“The PRI is seeking renovation to
bring the changes Mexico needs,” Pena
Nieto told a crowd of thousands. “The
PRI is not pleased and it is choosing to
reexamine and redefine where it stands
on the challenges facing the country.”

Privatization concerns

Pena Nieto’s intention of opening the
oil behemoth to more private and foreign
investment has set off warnings among
leftists about the privatization of an
enterprise whose nationalization is seen
by the left as a source of national pride.

Pena Nieto has previously denied any
plans to privatize Pemex. On March 3,
party president Cesar Camacho repeated
that the Pemex would stay in state hands,
saying “We share the need of an energy
reform for better growth, keeping the
state’s control, but modernizing the

continued from page 11

LEGACY WELLS

a number of legacy wells that posed a
threat due to coastal erosion. They have
said they doubt other wells pose much of
a threat.

But state officials point to evidence
some wells are leaking natural gas, or
might contain hazardous fluids. And they
say surface junk could injure someone.

BLM officials say funding is an issue
in addressing the wells.

But Alaska officials don’t want to hear
1t.

“The situation in the NPR-A repre-
sents the pinnacle of environmental neg-
ligence and hypocrisy,” U.S. Sen. Lisa
Murkowski, R-Alaska, said in a Feb. 27
press release.

Alaska officials say the Interior
Department has disallowed oil and gas
exploration for environmental reasons in
parts of the NPR-A, and holds private
industry to high standards, yet hasn’t
cleaned up the legacy wells. ®

Contact Wesley Loy
at wloy@petroleumnews.com

industry to reach its full potential and
making sure the exploitation of our
resources benefits everyone.”

A meeting of opposition mayors
called for protests in mid-March to
oppose the ruling PRI’s new platform.

After the March 3 decision, analysts
said they expect the PRI to put forward a
unified front when the bills are voted
upon. The PRI doesn’t hold a majority in
Congress, but it’s the strongest legisla-
tive block with 241 of 500 representa-
tives. Pena Nieto has also built consen-
sus in other issues with the opposition
parties.

“The party is leaving behind its old
taboos to be able to discuss the reality of
the country,” said Alejandro
Schtulmann, head of research of the firm
Emerging Markets Political Risk
Analysis.

PRI has opposed such measures

During the PRI’s 12-year hiatus from
presidency, its members firmly opposed
such measures proposed by then-ruling
National Action Party, arguing the coun-
try would lose sovereignty by allowing
foreign investment in Pemex. They also
alleged that taxing for food and medici-
nes’ purchases would severely affect the
poor.

“The PRI wanted to wait until it had
the presidency,” said Schtulmann.

Though oil is a sensitive topic for
many Mexicans who learn state owner-
ship is one of the three main principles
of the constitution, its production has
fallen year after year. But most of the
country’s reserves remain untapped
because Pemex lacks the technology for
exploration.

Former President Felipe Calderon was
able to sign a law to allow exploration
deals with foreign companies but politi-
cal resistance makes the sealing of such
contracts difficult. At the same time,
Mexico’s government relies on oil rev-
enues for about a third of its budget. ®

EXPLORATION & PRODUCTION
US drilling rig count drops 4 to 1,757

Oilfield services company Baker Hughes Inc. says the number of rigs actively
drilling for oil and natural gas in the U.S. dropped by four the week ending March
1 to 1,757.

The Houston-based company said in its weekly report that 1,333 rigs were active-
ly drilling for oil and 420 for gas. Four were listed as miscellaneous. A year ago,
Baker Hughes counted 1,989 working rigs.

Of the major oil- and gas-producing states, New Mexico, North Dakota,
Oklahoma and Pennsylvania each gained two rigs. Arkansas was up one. Louisiana
declined by five rigs while Colorado and Texas each fell by two. Alaska and West
Virginia were down one apiece. California and Wyoming were unchanged.

The rig count peaked at 4,530 in 1981 and bottomed at 488 in 1999.

GOVERNMENT
g
Teapot Dome in Wyoming could be sold

A Wyoming petroleum reserve that was the focus of the 1920s Teapot Dome
scandal could be taken over by a private company.

The Casper Star-Tribune (http://bit.ly/Y8J5a0 ) reported March 4 that officials
at the federally owned Naval Petroleum Reserve No. 3 near Midwest as well as
the Department of Energy’s Rocky Mountain Oilfield Testing Center have been
told to prepare the sites for disposal.

The testing center’s director, Clark Turner, said he doesn’t expect the govern-
ment to keep the oil field. He said it’s “safe to say” leasing and selling the field
will be options.

A member of President Warren G. Harding’s cabinet ended up in prison for
bribery after leasing the field’s reserves to private companies at low rates without
any bidding in 1922.

The Department of Energy has controlled the field since 1977.

—ASSOCIATED PRESS
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NATURAL GAS

Amy Burnett told Petroleum News in a
March 4 email. The current export
license expires on March 31.

Oil and gas fields of the Cook Inlet
basin have until recently supplied gas
for both the LNG plant and for
Southcentral gas and power utilities.
But, with gas supplies from the aging

cient gas becomes available.”

ing Southcentral gas demand.

tory decisions and market conditions.”

ConocoPhillips suspends Alaska LNG ops

For the time being ConocoPhillips does not plan to apply for a new Department of
Energy license for the export of liquefied natural gas, or LNG, from the company’s
LNG plant at Nikiski on Alaska’s Kenai Peninsula, ConocoPhillips spokeswoman

Volumes of LNG exported from
Nikiski have declined considerably
in recent years. Burnett said that
during 2012 four cargoes shipped
from Nikiski to Asia.

fields tightening, there are major concerns about the adequacy of supplies for utility
use and there are now few, if any, supplies for export.

“For the future, ConocoPhillips will consider pursuing a new export authorization
only if local gas needs are met, and there is sufficient gas for export,” Burnett said.
“Right now, we are unaware of a sufficient gas supply to support exports. We still have
the flexibility to resume operations and apply for a new export authorization if suffi-

Volumes of LNG exported from Nikiski have declined considerably in recent years.
Burnett said that during 2012 four cargoes shipped from Nikiski to Asia.

Asked whether there is a possibility that the LNG plant might at some point be con-
verted for LNG imports, an option that the utilities are considering as a means of
obtaining additional gas to bolster dwindling Cook Inlet supplies, Burnett said that
ConocoPhillips is aware that the utilities are pursuing a number of options for meet-

“We support these efforts,” Burnett said. “We have stated in the past that the Kenai
LNG Plant has the potential for reconfiguration to serve as an import facility. Plans
for the plant will depend primarily on gas availability, local gas needs, various regula-

—ALAN BAILEY
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e Commercial Diving
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OIL TAXES

sivity driven by high oil prices — has
resulted in very high production taxes.

Changes as proposed under Senate Bill
21, either the original or the committee
substitute that came out of Resources,
would result in less revenue in the short
term.

Another concern voiced by lawmakers
was the impact on investment of frequent
changes in the state’s oil tax system. On the
subject of new oil, exploration vs. develop-
ment was an issue — at what point does
new oil enter the pipeline and how the tax
system can best encourage more barrels.

The proposed tax change eliminates
progressivity and the goal has been to flat-
ten the state’s oil tax take across a range of
prices, a difficult proposition since royalty
is a fixed percentage and thus regressive,
with the state taking a higher portion at
lower prices.

On March 5 the committee heard indus-
try’s views on the proposed changes.

AOGA responds

Kara Moriarty, executive director of the
Alaska Oil and Gas Association, led off
industry testimony on the committee sub-
stitute, telling legislators that her testimony
reflected the unanimous views of AOGA
members, who represent large and small
oil and gas companies, refiners and the
pipeline.

AOGA endorses the elimination of pro-
gressivity.

Progressivity has the single most nega-
tive impact on investment and brings
extraordinary complexity to the tax, she
said.

The Resources Committee CS
increased the base tax rate from 25 percent
to 35 percent and Moriarty said AOGA
does not endorse that increase, having
argued in the past that the existing 25 per-
cent base rate was too high.

Qualified capital expenditure credits
are eliminated under the tax change pro-
posal, and AOGA does not support that
repeal, she said.

While elimination of progressivity is an
improvement, elimination of the QCE
“claws back” the improvement in the
investment environment and likely creates
“winners and losers” because each produc-
er’s costs are different.

While the $5 per barrel tax credit is a
benefit, Moriarty said AOGA is not certain
the benefit offsets other burdens.

Magtec Alaska, LLC

(907) 394-6350

Roger Wilson, Prudhoe Bay
rwilson@magtecalaska.com

Skeeter Creighton, Kenai
(907) 394-6305
skeeter@magtecalaska.com

Moriarty also said that while AOGA
supports the proposed manufacturing cred-
it, it does not support the competitiveness
review board. She said AOGA believes it
would be burdensome to industry and the
certainly required for investment would be
placed at risk with each annual report of
the board, potentially recommending
changes in the state’s fiscal system. She
also said there are confidentiality concerns
about the board.

Moriarty said the state can’t control the
high costs of working in Alaska and the
distance to market, but taxes and regula-
tions are things the state can control.

The biggest current impediment to
investment is the tax structure and AOGA
doesn’t believe the bill in its current form
will be enough to change investment, she
said.

BP’s take

BP Exploration Alaska’s director of
finance, Damien Bilbao, told the commit-
tee the CS was a good step forward but
said it presents opportunities to improve
further.

The base rate is too high, he said, and
the gross revenue exclusion, or GRE,
which excludes a portion of new oil from
taxes, doesn’t apply to legacy fields. At
Prudhoe Bay, with more than 12 billion
barrels produced, BP has “line of sight” to
producing 2 billion more barrels, he said.

Bilbao said that after Alaska’s tax
increases, the state no longer attracted
additional investment as oil prices rose,
and as the price increased and Lower 48
and worldwide investment increased, the
spend in Alaska remained flat. He com-
pared BP’s rig count in Alaska of 11 per
year in 2007 with five to six a year after
ACES, and said that reflected a direct
impact on activity levels as a result of pol-
icy.

Alaska has a rich resource base and the
talent to develop that base, he said, but is
not competitive for investment because of
the policy in place. If the policy is correct-
ed, you will see investment, Bilbao said.

ExxonMobil sees progress

Dan Seckers, ExxonMobil tax counsel
based in Anchorage, called the CS signifi-
cant progress toward making Alaska more
competitive and said ExxonMobil supports
the elimination of progressivity and
believes that change alone will make
Alaska more competitive by fixing what he
called one of the most crippling aspects of
ACES.

GRE, tying incentives to production, is
a novel approach, Seckers said, but won’t
apply to legacy fields where resources are
known. Increasing investment to keep
legacy fields strong is as important as
investment in new fields, he said.

ExxonMobil agrees with AOGA’s con-
cerns about the $5 credit, he said, believing
it may not be enough to offset the
increased base rate.

He said he wanted to underscore two of
the concerns listed by AOGA: That the
base rate is too high and tax credits are
important as they help with present value
and offset costs over a wide range of
prices.

Exxon remains very bullish on Alaska,
he said, is moving ahead with Point
Thomson and is the largest leaseholder at
Prudhoe Bay. While the company isn’t
doing wildcat exploration, exploration
continues in and around legacy fields to
increase recovery. Even a small increase at
Prudhoe, he said, would dwarf any new
discovery.

He called Alaska’s frequent changes in
tax policy troubling. Exxon values stability
and he noted this is the third year Alaska’s
fiscal policy has been examined. Exxon

see OIL TAXES page 15
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hopes legislators will conclude that
Alaska is not competitive and will devel-
op a tax policy which will be balanced
over a wide range of prices, Seckers said.

Conoco appreciates work on ACES

Scott Jepsen, vice president of external
affairs for ConocoPhillips Alaska, said
resources remaining in North Slope lega-
cy fields are challenged, require complex,
high-cost wells and targets are smaller,
including fault blocks, oil on the flank of
the fields and satellites and viscous oil.
Because fields are mature, facilities are
handling about three times as much water
as oil.

A “significant” tax structure, remote
location, harsh winter weather and limited
access because of fragile surfaces in sum-
mer, all add to the challenges Jepsen said.

But, he said, significant resources
remain, particularly in legacy fields.

Bob Heinrich, ConocoPhillips Alaska
vice president of finance, told the com-
mittee ConocoPhillips appreciates the
work done on ACES and believes the
elimination of progressivity makes
Alaska more competitive at higher prices.
The CS also creates a flatter tax rate over
a broad range of prices, he said, but
because the base rate is too high the tax is
an increase at lower prices. And the GRE
will have a minimal impact on legacy
fields.

The CS, Heinrich said, puts Alaska in
the middle of the pack, which isn’t

enough, given the challenges in Alaska.

And the CS is a tax increase relative to
ACES at lower prices, in the $60 to $90
range, because of the elimination of cred-
its. The $5 credit is not enough to offset
the 35 percent base rate.

Jepsen said if the point of the GRE is
to significantly increase investment and
production, ConocoPhillips thinks it’s
missing the point, which is that the great-
est resource potential lies in legacy fields,
where probably none of the remaining oil
would qualify for the GRE.

He said ConocoPhillips thinks the
Legislature should consider something
that applies to both new and legacy fields.

The elimination of progressivity is
positive, he said, and makes Alaska more
attractive for investment at prices of more
than $100 a barrel.

Jepsen said ConocoPhillips would like
to see the base tax rate reduced and the
creation of incentives for new and legacy
fields.

ConocoPhillips’ chairman said in late
February that if the investment climate in
Alaska were to change, the company
would invest more money in the state,
Jepsen said.

In the short term adding more rigs
could happen most quickly, he said, and
some infrastructure projects could look
more attractive in the longer term.

—KRISTEN NELSON

Editor’s note: Views of smaller North
Slope players in March 17 issue.

Contact Kristen Nelson
at knelson@petroleumnews.com
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SADDLER Q&A

and the economy is energy. Alaska is an
energy state and these are the heavy-hit-
ters among the continent of energy. It’s
important to learn what we can. We got
the first inclination that the paradigm
had changed regarding AGIA, because
this new fracking of shale gas was creat-
ing a new supply of gas down south,
which was obviating a large-diameter gas
line through Alberta, so Energy Council
was important to understanding that. It’s
a worthwhile dedication in time.

Petroleum News: Energy Council is a
rather elusive body, which is why you
draw some of the criticism for going dur-
ing mid-session, and at a time when peo-
ple complain how difficult it is to navigate
a 90-day session. How do you convince
the public this is real and worthwhile?

Saddler: It’s somewhat refreshing that
they are not all about publicity. It’s a hard
working event. We go there for early-
morning meetings until mid-day, then talk
to other policy makers. I’ve talked to
FERC about the Watana Dam licensing
process. I talk to the Pentagon about alter-
native fuels for military bases. I talked
Arctic policy with the Arctic Council. It’s
by no means a pleasure cruise. It’s a lot of
hard work; it’s a lot of networking, lobby-
ing members of Congress and their staffs
about Alaska’s issues. People say Energy
Council, but that’s shorthand for a lot of

things that go on. We do carry Alaska’s
message back there. We’ll talk to the
Interior about legacy wells that BLM is
not cleaning up. We hope to take another
message about ANWR developing.
Congress and the Senate turn over fairly
regularly, especially the House of
Representatives, and issues we in Alaska
take for granted are just unknown to peo-
ple back there. They don’t about ANWR;
they don’t know the history and special
status of the 1002 area; they don’t know
that NPR-A stands for National Petroleum
Reserve-Alaska. They don’t understand a
lot of things about Alaska. It’s a process
of continually re-educating people who
make the decisions. I hope we can meet
some new people in the Senate Energy
Committee. We see decisions like the
(Interior’s) NPR-A development, which
the administration in Washington claim is
a victory for opening up NPR-A for
exploration when in fact they closed off
half of it for exploration. It’s very frustrat-
ing for us back here in Alaska. So we see
this as a chance to explain those points.

Petroleum News: Speaking of the
Arctic policy, what are your thoughts on
Shell’s decision to postpone exploration?

I’'m disappointed that Shell is having to
retrench. We’ve got great hopes for OCS
production, but I respect that they want to
do it right; they want to be safe; they want
to trust their own technology and proce-
dures. I have to respect them for going
cautiously. I'm glad for Alaska’s sake
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ReactlveGeI® is helpmg solve Alaska’s corrosion problems

Polyguard Products has introduced a really different type of corrosion protection to address Alaska’s corrosion problems. ReactiveGel® (nicknamed “BlueGoo®” by Oil Patch users)
is a patented product which reacts with steel surfaces to form a microscopically thin glasslike surface. This glasslike surface will not corrode.

Innovation based.

Phone: (1) 214.515.5000

Employee owned.

Poly£uard

www.PolyguardProducts.com

Expect more.

Shell has the discipline and fortitude to go
through the shakedown cruise to responsi-
bly operate in a pretty harsh environment.
I do believe it’s possible to keep pushing
back the frontiers of technology and oper-
ations; I think Alaskans are fortunate that
we’ve got a company with the resources
and discipline of Shell to do this kind of
work. They sunk a lot of money into
Alaska. USGS and DGGS tell us that
OCS is where the money is going to be in
oil and gas. I’'m hopeful they will do a
pretty good job. I'm confident they will.

Petroleum News: What are your
thoughts on the status of advancing a nat-
ural gas pipeline project, whether its a
smaller line or larger line to an LNG
export facility at tidewater?

Saddler: One of our caucuses guiding
principles is to provide accessible and
affordable energy to Alaskans. There is a
hierarchy of projects to do that. Going
from the small to the big, the governor’s
to truck LNG down from the slope and
build out the gas distribution network
there is the quick. That’s a smaller term
with the least cost. Then it goes to ASAP
and AGDC proposal (House Bill 4). That
is a well-targeted effort to bring gas to
Alaskans at the lowest possible price at
the quickest possible schedule. That’s one
way to go about it. It’s also born out of
frustration with the lack of progress from
the large-diameter line. The larger line, of
course the economics favor the larger vol-
ume and the lowest cost for everybody. In
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ReactiveGel won’t solve every problem, because it never hardens and can be wiped off easily. So you can’t

® Jeave it exposed to the elements. However, the gel works well for preventing corrosion under insulation because
it is protected by the insulation. And it works in other protected areas; the U.S. Navy uses it for hidden door
mechanisms, and it has been used to retrofit the inside of North Slope well casings.

visitus at WWW. ReactiveGel.com/mav

general, the larger proposal — APP or
Alaska Pipeline Project — seeks to mone-
tize Alaska’s gas. The smaller line,
AGDCs project, seeks to provide low cost
gas to Alaskans with maybe a little bit left
over for an anchor tenant or some export.
Different goals, but I think it’s still appro-
priate to advance two gas line projects in
parallel — one keeps the other honest —
with the ultimate goal of course there
would not be two pipelines built.

Petroleum News: You also noted dis-
cussions with folks in D.C. about cleaning
up BLM's mess from the legacy wells. It
seems to be a priority with you folks so
early this session. Is that true?

Saddler: It is. A large part of the atten-
tion on this issue is driven by what
amounts to the hypocrisy of the federal
government — Fish and Wildlife, EPA —
castigating Alaskans for imagined or pos-
sibly small real environmental risks by
developing ANWR and by developing
NPR-A while at the same time under their
direct control and their purview, we have
all of these more than 100 leaking, poorly
capped, unremediated well sites. The
hypocrisy is notable — the shoe is on the
other foot. It’s a chance for Alaskans to
castigate the federal government, which
so often castigates Alaskans for perceived
problems when they have their own big,
ugly problems that have been there for
decades. ®

Contact Steve Quinn
at squinnwrite@gmail.com
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URS Corp.

URS Corp. is a leading provider of environmental,
engineering, technical and construction manage-
ment services for public sector and private sector
clients around the world.

Gary Reimer, Senior
Program Manager

Recently joining URS, Gary Reimer has extensive
federal experience, particularly in NEPA reviews of
Alaska projects. His strong history working with both
local state and federal governments will prove a
major asset to URS in supporting projects for
responsible development in Alaska. Reimer previous-

Lai Ming live in Eagle River.

GARY REIMER

ly served as BLM’s Anchorage district office manager, field office manager and as a senior
manager in BLM Alaska’s Land Conveyance program and Office of Pipeline Monitoring. He
played a key role in the renewal of the grant of right-of-way for the Trans-Alaska Pipeline
System and preparation of several regional Resource Management Plans. He and his wife
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Maritime Helicopters Inc. said Feb. 19 that it will be
celebrating 40 years of service in Alaska this year.

Starting with one leased helicopter in 1973, the
family-owned business has steadily grown to become
the only Bell Helicopter/Textron Service Center in
Alaska. Maritime owns a fleet of Bell Jet Rangers, Long
Rangers, and 407 models which support marine, petro-
leum, construction and government agencies through-

From the main headquarters in Homer, the company
has satellite bases in Kodiak, Dutch Harbor and Kenai.
Maritime offers an 86-foot helipad equipped research
vessel which has served customers throughout the
Arctic, Western Aleutians and Southeast Alaska. The
company is ever expanding and remains committed to
serving its many loyal customers throughout Alaska.

www.maritimehelicopters.com.

Maritime Helicopters celebrates 40 years of service
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We WOl'k With people to conserve the landS Commercial salmon fishing near Prince of Wales Island in Alaska’s

Tongass National Forest. Annually, healthy salmon runs contribute

and waters that sustain us all. Join us in one billion dollars to the economy of Southeast Alaska.
protecting and restoring the places that make
Alaska a great place to live, work and play.

THANK YOU
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TAPS VALUE

2013.

The valuation may be appealed to the
assessor, who is expected to specify a
final number by March 30.

From there, taxpayers and affected
local governments can appeal to the State
Assessment Review Board, or SARB, a
five-person panel appointed by the gover-
nor to hear oil and gas property tax
appeals.

Beyond that, appeals can be filed in
state court.

Such court appeals have been routine
ever since the 2006 assessment.

The intense litigation has involved the
state, the TAPS owners and municipalities
including the city of Valdez, the Fairbanks
North Star Borough and the North Slope
Borough.

Four companies now own stakes in

TAPS: BP, ConocoPhillips, ExxonMobil
and Chevron.

The pipeline moves crude oil 800
miles from Prudhoe Bay south to a termi-
nal at Valdez, where it is loaded onto
tankers for delivery to West Coast refiner-
ies. An Anchorage-based consortium,
Alyeska Pipeline Service Co., operates
TAPS on behalf of the owners.

Big valve swings

The pipeline’s value, as set by state
officials, the SARB and the courts, has
fluctuated widely over the years.

Valuations have ranged from $6.1 bil-
lion in 1977, the year the pipeline began
operations, to under $3 billion in 2000,
jumping hugely to almost $10 billion in
2006.

A former state Superior Court judge,
Sharon Gleason, set the 2006 value after a
lengthy trial in the fall of 2009. The
Department of Revenue had adopted a
new valuation approach known as

“replacement cost new less depreciation.”
The TAPS owners argued against that
approach, saying the system should be
valued based on its tariff income. In
recent years, the companies have asserted
TAPS is worth $1.5 billion or less.

Gleason held that TAPS was built to
monetize the vast North Slope oil
reserves, not to realize tariff income. And
the pipeline is the only way to get the oil
to market.

Gleason’s 2006 valuation was appealed
to the Alaska Supreme Court, which
heard arguments in December. A decision
is anticipated “sometime within the year,”
according to a recent state Department of
Law briefing provided to legislators.

After another long trial, Gleason also
set a TAPS value of roughly $9 billion for
the years 2007, 2008 and 2009. That deci-
sion likewise has reached the state
Supreme Court on appeal.

For 2012, the Department of Revenue
set a TAPS valuation of $8.25 billion.

Appeal of this valuation has been stayed
pending resolution of the 2006 case in the
Supreme Court, the Law Department
briefing said.

Big money obviously is involved in the
litigation over the TAPS value. Gleason’s
ruling on the 2006 tax year alone resulted
in about $112 million in additional prop-
erty tax revenue for the state and munici-
palities, the briefing said.

But it’s not a clear-cut windfall.

Increasing the assessed value of TAPS
yields higher property taxes, but it also
results in higher TAPS tariffs “because
property taxes are an allowable pipeline
expense in ratemaking methodology,” the
Law Department briefing said. This
means the state’s greater property tax col-
lections “will be offset to some degree by
the higher tariff’s effect on production tax
and royalty revenues.” @

Contact Wesley Loy
at wloy@petroleumnews.com
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TAX TALK

financial models of their intended invest-
ments, partly to determine whether proj-
ects could stand up to new taxes.

“We have to make sure that, first of all,
we are getting maximum benefit for the
people of our province, and at the same
time that we aren’t imperiling the busi-
ness case,” she said.

World market the goal

Clark and Energy Minister Rich
Coleman have their sights fixed on the
increased value of British Columbia’s nat-
ural gas once it is liquefied and sold on
world markets.

They have suggested that new LNG
taxes would be little different from the
province’s current oil and natural gas
regime.

Coleman the

assured those at
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EXpro

Vancouver conference that “you need to
know we’re your partners in this. You need
to know that we’re going to make this a
win for you. Profit means that everyone
wins — and you need to win large enough
for your large investments.”

Company representatives at the
Vancouver conference added their doubts
to those of the Canadian Association of
Petroleum Producers, which said earlier in
February that it “understands the govern-
ment’s desire to look at maximizing bene-
fits for the public. But we also caution that
LNG is a competitive industry and com-
petitiveness on the global scale is tight.”

Anders Ekvall, Shell’s vice president of
LNG Americas who is attached to the
LNG Canada project, which has Korea
Gas, Mitsubishi and PetroChina as part-
ners, noted there are a “multitude of LNG
projects here in British Columbia (but)
only a small subset are expected to pre-
vail.”

Fiscal certainty needed

Mike Culbert, CEO of Progress Energy,
which has been taken over by Malaysia’s
Petronas and is working on an LNG proj-
ect, said that as those plans move towards
regulatory filings they need certainty on
the fiscal front.

“We’ll need the government to continue
to work with the industry to ensure that we
come up with a fiscal regime, whether that
be royalties, taxes, or the LNG taxes that
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have been mentioned,” he said.

“We need to get all of those items in
place well in advance. These decisions are
being made as we move forward towards
our final investment decision date, and that
clarity is utmost,” Culbert said.

Betsy Spomer, senior vice president of
global business development at BG Group,
said her company has been attracted to
British Columbia because of the province’s
“stable and predictable fiscal regime.”

“B.C. has done a lot to encourage the
development of B.C. gas resources by
virtue of a reasonable royalty regime and
deep well credits .... and that has attracted
a lot of activity. I would hate to see that
change dramatically,” she said.

Industry highly competitive

Jim Prentice, a former Canadian gov-
ernment cabinet minister and now vice
chairman of the Canadian Imperial Bank
of Commerce, told the conference that “in
a highly competitive global industry it
doesn’t take much to marginalize returns to
the point that other jurisdictions begin to
look more attractive.”

“The imperative in LNG must be to
ensure that the taxes we place on this
important burgeoning industry don’t have
the effect of stymieing or undermining its
creation and its growth,” he said.

Following the conference, David
Harris, president of power and gas at
AltaGas, said the tax uncertainty could
affect the Calgary company’s LNG joint
venture with Japan’s Idemitsu Kosan.

“There are lots of challenges facing the
export of LNG and this is just another one
that needs to be clarified before a final
investment decision is made,” he told ana-
lysts.

AltaGas Chairman David Cornhill
called on British Columbia to make its
decision as soon as possible to prevent
delays in investment decisions and allow
companies to start making long-term con-
struction commitments.

AltaGas has indicated it might spent up
to C$5 billion over 10 years through the
50-50 partnership to start exporting 2 mil-
lion metric tons a year of LNG in 2017 and
700,000 metric tons of liquefied petroleum
gas in 2016.

British Columbia’s New Democratic
Party, which is strongly placed to topple
Clark’s Liberal administration, has been
scorning the government’s forecast of an
economic windfall from LNG, suggesting
the province will be lucky to have even one
project in operation by 2020, far from
Clark’s goal of two large- and three small-
sized ventures. @

Contact Gary Park through
publisher@petroleumnews.com
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POLAR BEAR LISTING

species to be listed as a direct conse-
quence of the observed and predicted
consequences of climate change, despite
a relatively robust current animal popula-
tion. And, with the polar bear already list-
ed, Fish and Wildlife and the National
Marine Fisheries Service, the two agen-
cies that administer the ESA, have been
considering the listing of other animal
species that live on Arctic sea ice — in
December the Fisheries Service listed as
threatened populations of bearded and
ringed seals that live in U.S. Arctic
waters.

Alarmed and skeptical

Alarmed by the specter of limitations
placed on Arctic activities as a conse-
quence of ESA listings and expressing
skepticism about the reasoning behind the
polar bear listing, a number of organiza-
tions, including the State of Alaska, filed
appeals against the listing. And, with the
appeals having already been rejected in
federal District Court, the D.C. Circuit
court has now also dismissed the appeals.

Organizations appealing the polar bear
listing claimed that Fish and Wildlife had
inadequately explained how a declining
sea-ice extent would place the polar bear
in danger of extinction. The organizations
also challenged the agency’s use of polar
bear population models to predict the ani-
mals’ eventual demise. Fish and Wildlife
relied on a view of the bears being “like-
ly” to become endangered without using a
rigorous definition of the term “likely,”
the organizations said. And, at the same
time, the agency arbitrarily chose a 45-
year period of future climate and popula-
tion modeling as “the foreseeable future,”
for the purposes of predicting potential
polar bear extinction, they said. In addi-
tion, Fish and Wildlife, in making the list-
ing decision, did not consider polar bear
conservation efforts in Canada, the organ-
izations said.

Two appellants argued that, although
polar bear populations in some areas may
be in decline, populations in other areas
are thriving, thus rendering it incorrect to
claim that the species is threatened
throughout its entire range. And the State
of Alaska said that a letter received from
Fish and Wildlife addressing the state’s
concerns about the polar bear listing had
been inadequate as a legally required
response to the state’s critique of the list-
ing.

Rejected claims

A panel of three judges in the D.C.
Circuit court rejected all of the claims
made by those appealing the listing. In
reaching their decision, the judges said
that they had followed the normal judicial
policy of deferring to agency scientific
expertise while reviewing whether the
agency had made its decision in a lawful
manner and assessing whether the listing
rule was based on “reasoned decision
making.”

In point of fact, the appellants did not
challenge the agency’s findings on cli-
mate science or polar bear biology, the
judges said.

“Rather, the principal claim advanced
by appellants is that the Fish and Wildlife
Service misinterpreted and misapplied
the record before it. We disagree,” the
judges said.

And, with the agency having adequate-
ly explained its reasoning, and with
uncontested scientific expertise in sup-
port of the agency’s conclusion, the court
has to uphold the agency’s decision, the
judges said.

Rational explanation

For example, the agency provided an
adequate and rational explanation of how
the future loss of sea ice would likely
harm polar bears, through factors such as
an increased need for open water swim-
ming and subsequent drowning, the
judges said. And, the agency had provided
supporting evidence in the form of a
known polar bear population decline in
the western Hudson Bay area, where the
sea-ice habitat loss has been particularly
severe, they said.

The judges also said that a written jus-
tification for its decision that Fish &
Wildlife had submitted to the State of
Alaska had been sufficient to meet the
legal requirements for responding to the
state’s concerns.

Praise from environmentalists

Environmental organizations have
praised the court decision as providing
support for the need to protect an animal
threatened by a warming climate and
shrinking sea ice.

“Today’s decision is the latest legal
confirmation of the indisputable science
on climate change and the very real
threats that polar bears face,” said Kassie
Siegel, director of the Center for
Biological Diversity’s Climate Law
Institute, on March 1. “If we’re going to
save polar bears, the Obama administra-
tion needs to move swiftly to cut green-
house pollution.”

“This ruling forces Alaska to acknowl-
edge what has been painfully clear to
everyone else: Polar bears are on a colli-
sion course with climate change and
deserve protection,” said Rebecca Riley,

attorney in the Natural Resources
Defense Council’s land and wildlife pro-
gram. “Now, we need to get serious about
tackling climate change and other threats
to the species like hunting and toxic con-
tamination.”

North Slope criticism

North Slope Native communities, on
the other hand, have criticized what they
have seen as a lack of consultation by the
federal government in the saga of the
polar bear listing.

“We, the people of the Arctic, have led
the way on conservation and protection of
the polar bear. So for Fish and Wildlife to
come in without talking to us in northern
Alaska, and make this decision is

U.S. FISH AND WILDLIFE

“We, the people of the Arctic, have
led the way on conservation and
protection of the polar bear. So for
Fish and Wildlife to come in
without talking to us in northern
Alaska, and make this decision is
extremely frustrating.”

—Rep. Ben Nageak, D-Barrow

extremely frustrating,” said Rep. Ben
Nageak, D-Barrow, in a statement issued
by the Alaska House majority caucus.
“We’ve done things in regards to polar
bear protection, like harvest quotas and
monitoring, that weren’t mandated by the
government. Our people value the polar
bear and our cultural heritage is one of
reverence for the animals we share our
lands with. ... They, who live so far away
from the polar bear and only possibly see
them at zoos or on television, are now free
to tell us, who live with and walk on the
same land as them every day, that they
know best. Federal over-reach is a fair
term for this, and so is federal impudence.
The Fish and Wildlife Service should be
more concerned with today’s reality of
shrinking sea ice and contact between
vessels and marine life in the Arctic,
instead of taking our rights away based on
speculation. Shame on them.”

—ALAN BAILEY

Contact Alan Bailey
at abailey@petroleumnews.com
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CONOCO TECH

28. And, Fox noted, if ConocoPhillips
brings the Alpine West/CD-5 satellite into
production as scheduled in the 2015-16
timeframe, the annual decline could drop
to some 2 percent.

The goal of the $2.5 billion program is
to use newly perfected techniques to suck
additional oil out of Prudhoe Bay,
Kuparuk River and Alpine, but with tax
changes “we can see additional opportu-
nities that we could take advantage of to
grow production in Alaska and to grow
production through the Trans-Alaska
Pipeline System,” Fox said.

A pair of techniques

The program involves two techniques
“honed” in Alaska.

The first brings down the cost of devel-
oping smaller oil pockets. In it,
ConocoPhillips uses time-lapse 3-D seis-
mic (or “4-D” seismic) to “illuminate
pockets of oil that are in separate fault
blocks or for whatever reason are not pro-
ducing into an existing well bore,” accord-
ing to Executive Vice President of
Technology and Projects Alan Hirshberg.
“We could access these pockets using con-
ventional drilling, but it’s just not econom-
ic”

With a small tool at the end of coiled
tubing equipment, ConocoPhillips can
“twist and turn through the rock.” This
tool can turn more than 60 degrees over a
100-foot stretch of well, which “allows us
to go right to these pockets that we found
with the 4-D,” he said.

Using this technique, ConocoPhillips
recently drilled an “octolateral” well at the
Kuparuk River unit. The well is a vertical
hole with eight horizontal wells snaking
out in different directions to target
bypassed deposits. “We’ve actually found
eight different zones near this well bore
that we could go and hook up using coil-
tubing drilling. ... That’s a very cost effec-
tive way to get at those zones that weren’t
producing before,” Hirshberg said.

The second technique allows
ConocoPhillips to access deposits once
thought impossible to reach. Using “steer-
able drilling liners,” the company can drill
through unstable reservoirs or low-pres-
sure formations to reach deeper targets.
“Normally when you have these well bore
instabilities, if you try to drill and then
come back and run casing, you can’t do it
fast enough because the well bore collaps-
es. So here, we’re actually using the casing
to drill,” Hirshberg said. “And so the cas-
ings are already in place as we drill the
hole. That gives us a mechanical method
to be able to still access those resources.
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Base development

It’s unclear whether the investment is
any different than normal fieldwork.

Earlier this year, ConocoPhillips said it
planned to spend “about $1 billion” in
Alaska in 2013, a slight increase over its
2012 budget meant to accommodate CD-5
development.

“When you look at the base develop-
ment speed and pace in the legacy fields,

ACUREN
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it’s the same (budget) as 2006,”
ConocoPhillips Alaska President Trond-
Erik Johansen said.

Between 2005 and 2011,
ConocoPhillips spent $733 million per
year in Alaska, on average, with a low of
$666 million in 2007 and a high of $1.4
billion in 2008. At $2.5 billion, the new
five-year announced plan would break
down to $500 million per year, in addition

to other activities in the portfolio, such as
CD-5 and Chukchi Sea exploration.

ConocoPhillips believes legacy fields
are the “key” to stemming declines, but
has said it cannot make the necessary
investments under the existing tax system
and it believes the proposed revision — in
Senate Bill 21 and House Bill 72 — “does
not contain sufficient investment incen-
tives for legacy fields to offset Alaska’s
high cost environment.”

Made in Alaska

Meanwhile, ConocoPhillips is export-
ing its Alaska technology Outside.

The $2.5 billion Alaska program is part
of a larger effort by ConocoPhillips to
increase production across its portfolio by
some 600,000 barrels of oil equivalent per
day by 2017.

“Of the growth that we’re talking
about, about half of it is going to come
from oil production. ... About 70 percent
of that oil production comes from the
Lower 48 and the rest of it is coming from
Malaysia and projects in Europe,” Chief
Financial Officer Jeftrey Sheets said dur-
ing the meeting. “And so where it’s not
coming from is places (where) we’ve had
relatively higher tax rates, like Alaska.” @
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