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This is the 57th report from the Industry Affairs Committee of OCAPL.  The opinions expressed herein are those of the writers and not those of OCAPL, AAPL, former clients, or our current employers.  The objective of this exercise is to alert OCAPL members to (a) the activities of organizations and governments that affect the way we do business, (b) public opinion that shapes legislation, and (c) judicial decisions relating to energy issues.  Hopefully, this knowledge will provoke each of us to recognize the critical role we, as LANDMEN, play in sustaining America’s standard of living and thereby feel compelled to respond to the challenges before us.  Your comments regarding this effort are always welcome.  
The Committee at Work:  Current members in the OCAPL Industry Affairs committee include Phil Jones, Monica Smith, Brandt Vawter, Brett Hudson, John Raines, Ryan Coe and Matt Blomstedt.  If you would like to participate in the committee’s effort, we would be pleased to hear from you.
House Democrat Blasts Salazar’s 'Kings of the World' Comment, by Noelle Straub, E&E Daily: January 7, 2010. 
“A Democratic congressman from Oklahoma is blasting Interior Secretary Ken Salazar for saying oil and gas companies were "kings of the world" during the George W. Bush administration.  Rep. Dan Boren said he is offended by the "beyond the pale" comments made yesterday when Salazar announced major reform of federal oil and gas leasing. While thousands of Oklahomans and people from other energy-producing states are losing their jobs, Boren said, the rhetoric "only serves to add insult to injury -- like he's just trying to pile-on their misery." Boren said the companies affected by the reforms are not global conglomerates but smaller, independent producers that drill 90 percent of the wells in the United States. "To these companies, and the people behind them whose blood, sweat, and tears have helped to build this country, statements such as your 'kings of the world' comment are a profound affront," he wrote in a letter to Salazar. Boren also objected to the policy changes Salazar announced, which include more detailed environmental reviews, more public input and less use of a provision to streamline leasing. Salazar said the changes are necessary to return balance after Interior was "essentially a handmaiden" for the oil and gas industry under the previous administration. "I am deeply disturbed by this administration's continued hypocrisy with regards to American energy policy," Boren wrote.

In response, Interior spokeswoman Kendra Barkoff said Salazar agrees that "conventional and renewable energy are vital elements of our economy and support jobs across the county… But the fact is that under the status quo, 40 percent of the leases being offered for oil and gas development get protested or litigated -- that number is way up from the 1 percent that were protested in 1998." Barkoff added,"when leases are stuck in court or in protest, that doesn't help anyone. Secretary Salazar's reforms are aimed at increasing certainty in the industry, restoring balance to the management of public lands."

Specifically, Boren said developing a master leasing plan "under the stewardship of yet another disassociated, Washington-based regulatory team will only create potential for litigation and protest on every oil and gas lease issued by the agency." Salazar yesterday issued a secretarial order establishing a new Energy Reform Team to identify and implement important energy management reforms. Boren also opposes a change to the use of a provision to streamline oil and gas drilling applications on public lands. Section 390 of the 2005 Energy Policy Act allows the Bureau of Land Management to approve certain oil and gas projects without preparing new environmental analyses that would normally be required by the National Environmental Policy Act.

Environmentalists have challenged in court some projects approved under categorical exclusions measure, saying BLM failed to analyze or consider the environmental effects to the areas. Under the new policy, BLM will not use these categorical exclusions in cases involving "extraordinary circumstances" such as impacts to protected species, historic or cultural resources, or human health and safety. "Your policy changes not only violate federal law, a law which you and President Obama both voted for in the Senate, but they are also inconsistent with the administration's stated goals for an American energy policy that provides more jobs and strengthens national security," Boren wrote.  But Senate Energy and Natural Resources Chairman Jeff Bingaman (D-N.M.) said the change will "return to practices that are consistent with Section 390 as Congress actually passed it and that will lead to the best outcome for energy development and the environment."”
EPA Rulings Could Force Pollution Cuts in Texas, by Randy Lee Loftis, The Dallas Morning News; January 6, 2010. 
“Two federal notices arriving soon will read like dense legalese. Stripped of jargon, they'll actually deliver powerful environmental messages for Texas.  One, expected to be announced as early as today, will say that nearly every Texan breathes dirty air, far more of the population than previously believed. That will force Texas officials to find more ways to cut pollution.  Another will say that Texas officials have let too many toxic chemicals fill the air through a permit system that ducked public scrutiny and skirted federal law. That conclusion is forcing changes in how the state regulates its biggest industries. 

For decades, national environmental activism has crashed into Texas' go-slow policies. Now the Obama administration wants much more action from Texas on clean air.  To some, it's an unprecedented and unfair use of federal muscle.  "It's just an approach that is – I'm sorry to use the word, but hostile," said Kathleen Hartnett White. She's a former chairwoman of the Texas Commission on Environmental Quality under Gov. Rick Perry.  "This is far bolder than anyone can remember on any issue at any time," said White, now a fellow at the conservative Texas Public Policy Foundation, an Austin think tank.  White said she suspects that predominantly Republican Texas might be a White House target. "Call it paranoia if you'd like to – Texas paranoia," she said.  
To others, the EPA is just making up for having sleepwalked through the President George W. Bush years. "I'm not hostile toward Texas," said Al Armendariz, President Barack Obama's appointee as EPA regional administrator. "All my family lives in Texas. I came from a very industrial area of El Paso."  As an environmental engineering professor at Southern Methodist University before joining the EPA last month, Armendariz called Texas regulators soft on polluters and urged stronger EPA oversight.  Now he's the chief federal environmental enforcer for Texas and four adjacent states, the first scientist with that job.  "My goal in the short term," he said, "is to try to make sure that Texas is running a program that meets minimum Clean Air Act requirements."  
Texas' stake 

Texas has a particular stake in the new administration's first-year flurry. The state burns more coal and emits more carbon dioxide than any other. It supplies the nation with oil, gas and chemicals. And it has millions of people breathing dirty air.  Obama's EPA is tightening limits on nitrogen dioxide, sulfur dioxide and ozone, or smog; targeting toxic emissions; and moving toward controlling greenhouse gases.  Conservative scholar H. Sterling Burnett sees a return to the federal environmental dictates of the early 1970s. That era, with Republicans Richard Nixon and then Gerald Ford in the White House, produced the EPA and most major U.S. environmental laws. It was, Burnett said, a time of mistrust of states.  "The perception was that the states were too slow to act," said Burnett, a fellow with the Dallas-based National Center for Policy Analysis. "It's the belief that Washington knows best. They know what the problems are, and the rubes out in Middle America don't." 

Environmentalists counter that federal laws are meant to guarantee at least minimal protection. The George W. Bush administration didn't do that, said Ken Kramer, longtime executive director of the Sierra Club's Texas chapter. "What we're seeing now is basically an administration that has come into office that is dedicated to enforcing the federal Clean Air Act," Kramer said. "It's about time." 

Smog limit 

The first of the EPA announcements with a direct effect on Texas could come today. Administrator Lisa M. Jackson is expected to announce a national ozone limit of 70 parts per billion or lower, significantly tighter than the Bush EPA's 2008 limit, 75 ppb.  If she does, Austin, San Antonio, Longview-Marshall and perhaps other areas could be declared ozone violators for the first time. Dallas-Fort Worth, Houston-Galveston-Brazoria and Beaumont-Port Arthur violate the existing limit and would also violate the new one.  Ozone forms from chemicals in the air. It damages lungs and makes breathing difficult, especially for children, the elderly and the ill. High levels can even harm athletes. North Texas' local options might be limited. Vehicles are the region's biggest ozone source, but only the federal government can order cleaner cars. And on some summer days, air moving into the region already has about 60 ppb of ozone from distant industries and natural sources. Those industries, especially Texas' coal-burning power plants, might be an obvious target. Burning coal produces nitrogen oxides, which make ozone. 
"What are they going to go after?" asked Neil Carman, clean-air director for the Sierra Club's Texas chapter. "There's not much in terms of cars that you can do. They're going to go after the coal plants." Power plants in Texas' eastern half, where smog is worst, cut nitrogen oxides by 50 to 80 percent under state orders in the 1990s. More might be required. "Our industry and others have made tremendous reductions in their emissions dealing with ozone standards," said John W. Fainter Jr., president and CEO of the Association of Electric Companies of Texas. "And I'm sure that we'll be called upon to do some more." A dozen new coal plants are in the works in Texas. State regulators and the Legislature have rejected calls for a ban on new ones.  The latest new permit was granted Dec. 9. The Texas Commission on Environmental Quality approved a third unit at NRG's plant in Limestone County, about 100 miles south-southeast, and often upwind, of Dallas. 

Flexible permits 

Another coming EPA ruling is specific to Texas. The agency is expected to make a final determination that parts of the state's industrial permit system violate the federal Clean Air Act. About 100 Texas industrial plants, including a dozen in North Texas, have flexible state permits that cap pollutants for each plant as a whole without regulating each emissions source at the facility. White, who led the TCEQ from 2001 to 2007, said flexible permits weren't an industry giveaway. They let industries run their plants while still meeting clean-air goals, she said. "It wasn't just that 'Oh, it will cost too much and business and industry will be mad,' " White said. "We actually think we can have a win-win." 

The EPA said the system denies the public a chance to review a plant's operation – for example, how a plant is releasing toxic chemicals into a neighborhood. The EPA also said flexible permits have let some companies emit more and avoid new controls. Armendariz, the EPA regional administrator, said constructive talks with Texas have left him optimistic that the EPA won't have to use its ultimate weapon: stripping Texas of its authority to issue the biggest and most important industrial permits. He added, however, that federal law comes first. "There's no hidden agenda here to remove [state control of] these programs," he said. "The environmental programs in the state of Texas should be run by the TCEQ and managed by the state. But they have to meet minimum federal requirements."”
Oklahoma Congressional Delegation, Others, Criticize New Rules Regarding Drilling on Federal Lands, by Andrew Griffin, Oklahoma Watchdog; January 7, 2010. 


“Secretary of the Interior Ken Salazar announced in a media conference call Wednesday that the oil and gas industry will face stiffer hurdles, starting this year, when it comes to drilling on public lands in the U.S. And this could have a detrimental effect on Oklahoma’s energy sector, triggering the wrath of Rep. Dan Boren and critical comments from others in the Oklahoma congressional delegation and representatives of the oil and gas industry. According to a report in the Houston Chronicle, Salazar told the media that new Department of the Interior policies will “limit the federal government’s practice of fast-tracking some drilling proposals by exempting them from detailed environmental studies.” The Chronicle report also notes that the Bureau of Land Management, which oversees more than 260 million acres of federal land “to conduct on-site assessments and seek expanded public input on proposed oil and gas leases.”

This all comes, according to Salazar, after the Bush years where he said policies throughout much of the 2000’s made “our public lands essentially the candy store of the oil and gas industry, who could walk in and take whatever they wanted.” A more “thoughtful” approach to energy development on federal lands is what the DOI is hoping to achieve. However, here in Oklahoma, these new rules are seen as “job-killing,” according to US Rep. Dan Boren (D-Muskogee).

In a blistering letter, reposted at McCarville Report Online today, Boren declared his opposition to the DOI rule changes. Commenting on Salazar’s declaration that the oil and gas industry were “kings of the world,” Boren replied: “This kind of comment is beyond the pale when thousands of Oklahomans and people from other energy-producing states are losing their jobs due to the recession. It’s the type of rhetoric that only serves to add insult to injury – like he’s just trying to pile-on their misery.” Continuing, Boren says, “The energy industry is overwhelmingly made-up of independent producers that drill 90 percent of the wells in the U.S. They are the mom-and-pop outfits that run a handful of wells, the young entrepreneur seeking to expand his operation, or the regional company that employs hundreds or even thousands of people in communities across the nation. And quite frankly, they consider this brand of rancor as a slap in the face and a direct attack on their pride in having helped build this country’s economy and powering its future.” 

Other members of Oklahoma’s congressional delegation commented as well, including the following comments from U.S. Rep. Frank Lucas of Cheyenne, Okla. “I am disappointed that Secretary Salazar has defied the will of a majority of Americans and made drilling for oil and natural gas in this country more difficult,” Lucas said in an email to Oklahoma Watchdog.  ”His decision is particularly harsh on Oklahomans.  The energy sector is one of the largest industries in our state and provides income and jobs to many of our citizens.  Rather than continuing to stifle oil and natural gas development in this country, we need to use all available avenues and to make the United States energy independent.

U.S. Rep. John Sullivan, a Republican from Tulsa replied: “Secretary Salazar’s decision to implement numerous new hurdles and bureaucratic red tape to the leasing and development of new oil and gas on federal lands will only serve to cost American jobs, and hinder our ability to use the energy resources we have here at home.  The oil and gas industry employs over 100,000 people in the first district alone, I will not stand by and watched these jobs eliminated or shipped overseas because this administration continues to stand between the American people and the comprehensive energy plan our nation so badly needs.”

U.S. Rep. Mary Fallin, R-Oklahoma City, said in an email to Oklahoma Watchdog that the impact of these new rules would have long-lasting impact on Oklahoma.  “This is exactly the wrong approach to reducing our energy costs and reducing our dependence on foreign energy,” Fallin said. ”For Oklahoma, it will mean lost revenue and lost job opportunities.  I believe environmental stewardship and increased domestic energy production are not mutually exclusive, which is why I support an all-of-the above comprehensive energy solution that will encourage energy-rich states like Oklahoma to explore, produce and innovate.”  In fact, last fall, Fallin introduced the “Federal Exploration and Production Reform Act,” a bill that would break down one of the barriers to domestic energy production. This was a bill which would require the BLM to process exploration applications within 30 days and applications for production within 120 days. This, the bill notes, would substantially reduce the federal backlog of long-awaited permits.

Cody Bannister, spokesman for Oklahoma Independent Petroleum Association said independent producers in Oklahoma will be negatively impacted by the new rules. Bannister said the oil and gas industry is “under attack” by Washington and the Obama administration.  And with all the talk about going after “Big Oil” and their hefty profits, Bannister said smaller “mom and pop producers with a  couple of rigs,” who account for 90 percent of the producers in Oklahoma and 70 percent in the United States, are adversely affected, “hurting local businesses and local economies.”  OIPA’s Bannister also said in talking with some of the older oil and gas producers, they call it “the worst regulatory atmosphere they’ve ever seen on the federal level.”

Harold Hamm, the CEO of Continental Resources in Enid, Okla. and called “The Last American Wildcatter” by Forbes magazine, told Oklahoma Watchdog that he has sat in meetings with Secretary Salazar and that “he doesn’t seem to understand” the realities of what the independents have to endure.  “I didn’t appreciate his comments,” Hamm said. “It’s disappointing.”  Continental Resources, Hamm said, has operations in Montana, Wyoming, and in the Dakotas. As a result it’s hard to avoid working on federal lands. Hamm said the multiple layers of regulation that already exist are “onerous.” And while most people may consider “federal lands” as being parks and pristine corners of America, often they’re open lands where there is little development and little else going on. Hamm said that by making these sorts of decisions, under the guise of protecting forests or whatnot, is misguided, considering America’s energy needs. “They think they’re serving the American people by doing things like that?” Hamm asked. “It’s ludicrous.”

Reagan Smith Energy Solutions, an Oklahoma City-based regulatory firm that specializes in leasing and permitting projects on federal lands said in a press release Thursday that they are concerned about this new development from the DOI.  “With regulations there is a fine balance that must be reached in protecting various interests and not becoming overly burdensome, said Scott St. John, vice president of regulatory compliance at Reagan Smith.” The protection of the environment and critical species is a large part of the current permitting process.  We will continue to monitor any new regulations and alter services in order to make the process as efficient as possible.”“
Interior Department to Toughen Review of Oil and Gas Leases, by John Broder, The New York Times; January 7, 2010. 

“The interior secretary, Ken Salazar, said Wednesday that his department would conduct more rigorous reviews of oil and gas leasing on public lands, declaring that the agency would no longer be a ''candy store'' for the petroleum industry, as he said it had been during the Bush administration.  ''The previous administration's 'anywhere, anyhow' policy on oil and gas development ran afoul of communities, carved up the landscape and fueled costly conflicts that created uncertainty for investors and industry,'' said Mr. Salazar, a former senator from Colorado. ''We need a fresh look -- from inside the federal government and from outside -- at how we can better manage Americans' energy resources.''  In a telephone press briefing, Mr. Salazar said the new layer of review would probably increase the time needed to make leasing decisions but would not necessarily result in less oil and gas exploration beneath public lands. He said the goal was to reduce the number of public and court challenges to leasing decisions, which can take years, consume millions of dollars in legal costs and sometimes create uncertainty for investors in drilling projects. Mr. Salazar said that in 2008, some 40 percent of rulings to permit or deny drilling rights were challenged by one or more parties, compared with only 1 percent in 1998.

 

The Bureau of Land Management, which oversees oil and gas rights beneath public property, will issue new guidelines to its field staff on how to review proposed parcels for development.  Many auditors and judges have found that previous decisions were made arbitrarily and with little consultation with other agencies. Under the new guidelines, teams from several agencies will consult and officials will physically inspect the sites rather than making decisions from behind their desks, said Bob Abbey, the bureau's director. ''We already have industry, B.L.M. and local, state and tribal governments working together to mitigate impacts,'' he said. ''But we all believe we can do better.''

 

The chairmen of the House and Senate natural resources committees praised the new policy, saying it would bring certainty to leasing decisions while assuring continued development of domestic oil and gas resources.  But Republicans in Congress and representatives of the petroleum industry panned it. ''In 2009, we observed a severe slowdown in permitting, project environmental analyses, and leasing,'' said Kathleen Sgamma, director of governmental affairs for the Independent Petroleum Association of Mountain States. ''We are disappointed to see the DOI moving to a bureaucratic command-and-control system in which government bureaucrats -- rather than scientists with expertise in natural gas and oil development -- dictate where energy development should occur.''

 

Jack Gerard, president of the American Petroleum Institute, the industry's dominant trade group, said the decision would make it more difficult to produce domestic oil and gas and would be a setback for the economy. ''Under the guise of offering certainty for investors, Interior Secretary Salazar has taken steps to further delay and limit American energy resources for all Americans,'' Mr. Gerard said in a statement from Washington.  He said that in the year the Obama administration had been in office, federal revenue from oil and gas leases in the region known as the intermountain West had fallen by more than 80 percent.  Mr. Salazar said that as part of his department's ''balanced'' approach to oil and gas policy, he had approved potential exploration in tens of millions of acres under the Gulf of Mexico and nearly three million acres of Western lands. ''In 2009,'' Mr. Salazar said, ''B.L.M. held 35 onshore oil and gas leases for 2,542 parcels covering 2.9 million acres.'' As for industry's complaints, he added: ''I think they're wrong. In the prior administration the oil and gas industry essentially were the kings of the world. Whatever they wanted to happen, happened. The agency was essentially the handmaiden of the industry.'' He said he did not intend to halt or delay exploration, but added, ''I expect the shrill nature of criticisms from the oil and gas industry will come anyway.''”
Texas Railroad Commission Asks for Opinion on Whether it has Authority to Halt Drilling, by Jack Smith, The Fort Worth Star-Telegram; January 7, 2010.

“Texas Railroad Commissioner Michael Williams has asked state Attorney General Greg Abbott for a legal opinion on whether the commission has the authority to halt drilling in the Barnett Shale, according to the Texas Energy Report. State Rep. Lon Burnam, D-Fort Worth, has called for a moratorium on drilling at least until the Texas Commission on Environmental Quality finishes tests on emissions from natural gas drilling sites. Preliminary test results found benzene levels up to five times the state’s short-term exposure limit near at least two well sites, the Star-Telegram reported Dec. 24. Benzene has been linked to cancer and other illnesses. 

Williams said it makes no sense for the commission to consider a moratorium until knowing whether it has the authority to issue one, according to the Texas Energy Report. It could take several months for Abbott’s office to respond, and drilling opponents might view Williams’ action as an attempt to delay the commission from taking up the moratorium issue. Williams, a drilling advocate who has received substantial contributions from the oil and gas industry, is a potential Republican candidate for U.S. Senate.”
Exxon’s Failure Rate, Hungarian Flop, Led to XTO Deal, by Joe Carroll, Bloomberg; January 8, 2010.  
“Exxon Mobil Corp. seeks more than added reserves with its takeover of XTO Energy Inc. The biggest U.S. oil company also intends to prevent a repeat of exploration flops such as a Hungarian well that struck more water than gas.  Last month’s agreement to buy Fort Worth, Texas-based XTO for $30 billion, Exxon’s largest takeover since its 1999 purchase of Mobil Corp., provides growth potential to a company that’s failing on four in 10 exploration wells, analysts say. Those setbacks culminated in the Nov. 2 abandonment of a $75 million effort to crack open a natural-gas field in Hungary. 

XTO knows more than Exxon about tapping petroleum deposits that require unconventional drilling methods, said Gary Adams, a vice chairman at Deloitte LLP in Houston. XTO became the largest U.S. gas producer by exploiting so-called shale and tight-sand deposits while Exxon focused on offshore oil projects, he said.  “Exxon is buying XTO for the people so they can take their knowledge and skill base and put it to work in Hungary as well as Germany and other places,” said Brian Youngberg, an analyst at Edward Jones & Co. “For the large, integrated oil companies, unconventional plays were kind of forgotten for a long time, but now it’s one of the few growth areas.” Unconventional deposits include tight sands, or sandstone so dense that traditional drilling won’t unleash the gas, and shale, a type of rock with pores so small that fracturing is required to allow fuel to flow. Exxon’s Hungarian prospect involves tight sands like those at the Freestone Trend in Texas, which accounts for 28 percent of XTO’s output. 

Production Gains 
XTO more than doubled production in the past four years, largely from unconventional drilling, while Exxon’s output fell 1.2 percent, company filings showed. European oil majors Statoil ASA, Total SA and BP Plc bought into shale-gas joint ventures with XTO rival Chesapeake Energy Corp. in the past two years. Worldwide, 40 percent of Exxon’s 2007 and 2008 exploration wells were failures, up from 36 percent in the prior two years, company filings showed. Exxon, which fell 28 cents to $69.52 today in New York Stock Exchange composite trading, dropped 15 percent last year, the worst performance among major U.S. oil producers. Exxon Chief Executive Officer Rex Tillerson plans to turn XTO’s headquarters into a new unit to oversee unconventional exploration. Exxon will apply XTO’s “best practices” to projects in Hungary and other countries, Tillerson, 57, told investors on a Dec. 14 conference call. 

Unseen Aquifer 
Exxon’s Hungarian foray began last April, when it paid $25 million to Denver-based Falcon Oil & Gas Ltd. for a 67 percent stake in an area known as the Mako Trough. Exxon agreed to spend $50 million to explore a field estimated by Hungary’s Mol Nyrt., a project partner, to hold 12 trillion cubic feet of gas. Geologists and engineers at Irving, Texas-based Exxon failed to detect an underground aquifer on seismic maps of the field, Falcon spokesman Stephen Schultz said. On Oct. 8, Exxon recommended shutting down the project after water began pouring into the Foldeak-1 well, a company filing showed. After Falcon and Mol urged Exxon to perform an additional perforation of the sandstone, the well gushed more fresh water than gas, prompting Exxon to plug the hole on Nov. 2. Petroleum deposits typically are mingled with salt water left over from when rocks were formed under prehistoric oceans. The presence of fresh water indicates the geology is unsuitable for extracting gas or oil, said Manuj Nikhanj, an analyst at Ross Smith Energy Group Ltd. in Calgary. 

Hungary Decision 
“It definitely caught Exxon by surprise that they found fresh water at those depths,” Nikhanj said. “Unconventional plays haven’t been Exxon’s mandate, and XTO will bring them that expertise.”  Under the agreement with Falcon, Exxon has until the end of February to decide whether to drill more wells, Schultz said. He said he expects the company to commit to spending another $150 million. “If they were going to walk away from this, they wouldn’t be buying XTO,” Schultz said.  Exxon spokesman Patrick McGinn said drilling results in Hungary were “disappointing.” He declined to comment on technical aspects of the project or drilling plans. Alan Jeffers, another Exxon spokesman, said XTO’s know-how was a “very important piece” of the takeover.  The XTO purchase will add about 3,000 employees, ending a decade-long trend of job cuts and attrition that shrank Exxon’s workforce by one-sixth. “Shale is a much more people-intensive type of development than the majors are designed to do,” said Joseph Magner, an analyst at Macquarie Capital USA Inc. in Denver. “It wasn’t what Exxon built itself to be. In order to really add that skill set, XTO was the easiest way to go.””
The Utica: An Emerging Canadian Shale Gas Play, by Rick Mills, Before It’s News; January 9, 2010. 

“As a general rule, the most successful man in life is the man who has the best information. Shale gas is natural gas that has been generated and trapped within the natural pores and fractures of shale. This natural gas has been accumulating because of the breakdown of high levels of organic carbon or kerogen within the shale. The right temperature, pressure and a lot of time – over millions of years - is needed to produce gas. Shale plays can hold enormous amounts of gas and once production has been stabilized gas wells from shales tend to have low decline rates and long production lives. Recent developments in both horizontal drilling techniques and the multi-stage hydraulic fracturing of horizontal wells have turned shale plays from being marginal or un-economic to being the “darling’ of the industry and the future of gas development in North America. Vertical wells are first drilled to better understand the potential resource areas specific characteristics. After the best areas are found for development horizontal wells are drilled and “fraced” for commercial production.  By drilling horizontal wells, where the drill bit is steered along a horizontal trajectory, the well bore is exposed to as much of the shale and potential gas reservoir as possible. Hydraulic fracturing involves sending fluid down the well at high pressure and blowing it out into the reservoir rock to create cracks and channels through which the gas can flow to the well bore. These two technologies, used in tandem, can create many kilometers of contact area for natural gas to flow into a well. Even though these wells can cost more than twice as much as a vertical well, initial production rates can be many times that of a conventional well giving the operator payback in a very short period of time.

 

Rex Tillerson, Exxon's chief executive officer said, “Natural gas is expected to be the fastest growing of the major energy sources; it's going to grow at a substantially faster rate than oil or coal." Exxon Mobil Corp is buying XTO Energy Inc for $30 billion in stock to get its shale gas assets in the US. French oil company Total SA announced on January 3, 2010 that they will pay $800-million in cash for a 25% stake in Chesapeake's Barnett Shale assets. The French company will also pay an additional $1.45 billion to help fund 60% of Chesapeake's share of drilling and completion expenses. In a recent Bloomberg article regarding the Total SA / Chesapeake Energy Corp. deal Chesapeake stated “We have agreed to discuss with Total an Eagle Ford joint venture as well as joint ventures covering several Canadian natural gas shale plays in which Total has shown interest.” Remember Total pursued a potentially similar plan when they first became involved in Canada’s oilsands. They bought 50% of Conoco’s Surmont pilot project, then, after they had acquired the necessary expertise to operate an oilsands show, they bought Deer Creek Energy and the Joslyn oilsands lease.  While there is no current large-scale commercial production of Canadian shale gas there are significant shale plays – the Montney & Horn River in Western Canada, the Utica in Quebec and the Horton Bluff Shale in New Brunswick and Nova Scotia – under development.

 

The Utica

 

The Utica is Canada’s newest shale play and has relatively few players. The Utica shale gas play covers an area of approximately 5,000 square kilometers and runs along Quebec Canada’s St. Lawrence River shoreline in the St. Lawrence Lowlands. The heart of the Utica Shale trend in Quebec is massive, bounded by the Yamaska Fault to the north-east, which roughly follows the St. Lawrence river through this area, and the Logans Line fault system to the south-west. The plays Fairway extends along the St. Lawrence from roughly Montreal to Quebec City covering an area of over 1.1 million acres or roughly 2,400 square miles. Drilling depths vary from 800 to 2,500 meters with shale thickness ranging between 75 and 300 meters.  Industry experts peg total recoverable resources from 5 to 25 trillion cubic feet (TCF). Forest Oil believes there is upwards of 4 TCF of potential recoverable resources on just their lands - average gas-in-place is 93 billion cubic feet (BCF) per section, a recovery factor of 15% (this number could grow with advancements in drilling and fracturing technology) would yield 14 BCF of recoverable gas per square mile. Current proved Canadian natural gas reserves are 58 TCF – so the Utica play could hold between 10 – 30% of Canada’s gas reserves. Obviously the Utica Shale gas play has the potential to develop into something very special.

 

But it’s not yet clear that the Utica is an economic gas play. Fortunately major players like Forest Oil Corporation (FST-NYSE) and Talisman Energy Inc. (TLMT – NYSE) are now committing large amounts of money to find out if it is. Market confidence - in regards to the commercial viability of this play - could increase dramatically in the coming months. This author believes the work commitment by the major players in the area warrants investors paying closer attention to this still young, early days gas play - the prize at stake in Quebec’s St. Lawrence Lowlands is enormous - if Utica shale gas is proven commercially viable then the Utica has the potential to be one of the largest resource plays in Canada. The Utica shale gas play has a lot going for it:

 

· Shallow depth of the shale

· Proven fracturability

· High production rates - up to 1 million cubic feet a day (mmcf/d) in vertical tests

· Rock properties are comparable to other more established shale plays - right mineralogy, porosity and maturity

· High-quality natural gas with minimal impurities - 88% to 97% methane, less than one per cent inert gases and 1,027-1,136 British Thermal Unit (Btu) content. Gas is pipeline ready – no H2S, no CO2, no nitrogen extraction.

· Infrastructure in place with nearby access to major pipelines

· Premium natural gas pricing to NYMEX helps make the economics compelling. New York City Gate pricing typically averages US$1 above NYMEX Henry Hub, making the pricing environment attractive for producers.

· Low initial acreage costs with low carrying costs.

· Quebec Canada is one of the best areas in the world to explore for and develop a resource.

 

In addition to all the above listed advantages consider: rising gas prices, constantly improving technology and constantly growing shale gas expertise.  Consider also that Utica gas is within 400 miles of the New York City Market – unused export capacity to the US on TransCanada Corp’s pipeline system is 200 – 400 mmcf a day, and Quebec uses 500 billion cubic feet per year of natural gas, all of it coming from Alberta. The best leverage for investors could lie with those junior oil and gas companies who have amassed large exploration permits in the St Lawrence Lowlands right in the heart of the Utica fairway.

 

· Altai Resources Inc. ATI – TSX.v 100% owner of the Sorel-Trois Rivières natural gas property, 114,344 hectares (282,544 acres). Altai also retains a 15% gross royalty in the adjoining permit of 13,290 hectares (32,840 acres) held by Talisman Energy Canada.

 

· Canadian Quantum Energy Corp. CQM – TSX.v has interests in four key permits comprising approximately 170,000 gross acres / 35,000 net acres in the heart of the identified Utica’s Fairway. CQM participated with its' partners, Talisman Energy and Questerre Energy, in the recent, very significant Gentilly discovery well and is participating in the drilling of the Gentilly #2HZ well. CQM also has 50% partnership and joint operations with Junex on the 54,600 acre Nicolet Permit, also in the heart of the Utica Fairway.  In November of 2009 the company obtained shareholder and regulatory approval to effect a 4 x 1 forward split of its shares which resulted in there now being 24,581,776 shares being issued and outstanding, 57% insider ownership. Netherland, Sewell and Associates Inc., a world renowned Texas based engineering firm, is preparing an engineering report, due the end of January 2010, that will cover Canadian Quantum’s 50% interest in the Nicolet Permit. Netherland Sewell was previously commissioned to do an engineering report on Questerre’s Utica Shale properties.

 

· Epsilon Energy Ltd. EPS – TSX Has an elective participating interest of up to 25% in a portion of Gastem, Inc.’s (TSXV: GMR) leasehold acreage in the St. Lawrence Lowlands (covering Utica shale and Trenton-Black River targets). EPS went non-consent on the first two exploratory wells drilled within the Yamaska project but has decided to participate in the next well. 

 

· Gastem Inc. GMR – TSX.v Holds exploration, storage permits and rights to 3,135 km² in the St. Lawrence Lowlands, the Gaspe Peninsula and the Magdalen Islands in Quebec as well as rights and interests in New York State and in Appalachia.

 

· Junex Inc. JNX – TSX.v Holds rights for more than 6 million acres under exploration permits located in the Appalachian Basins in Quebec. These rights are shared out between the St-Lawrence Lowlands and Gaspésie areas and includes some licenses in which Junex only holds a royalty on the future production of hydrocarbons. Junex holds more than 1.1 million net acres in the Utica region.

 

· Petrolympic Ltd. PCQ-TSX.v Holdings in the St. Lawrence Lowlands include a 30% interest in 673,021 acres (272,362 hectares). This is through a joint venture with Ressource & Energie Squatex Inc.

 

· Questerre Energy Corp. QEC – TSX Over 1 million gross acres (0.34 million net) in the Utica/Lorraine shale gas play.

 

Conclusion

 

There is a lot of work being done today, in the Utica, to answer the question - are the all-in costs of drilling, completing and fracing horizontal wells going to be economic/will the upcoming results support further development of this play?  If upcoming results indicate robust economics then ladies and gentlemen we just might have one of the largest resource plays in Canada happening in the most perfectly situated place for one to happen.  

Quebec’s Utica shale gas play should be on investors radar screens for all the right reasons, is it on yours?”
Marcellus Shale Fight Heats Up in New York, by Eric Watkins, Oil and Gas Journal; December 29, 2009. 
“The Independent Oil & Gas Association of New York has urged Gov. David Paterson to remain committed to his draft State Energy Plan, which supports the expansion of natural gas exploration in the Marcellus shale.  "We believe that New York cannot afford to turn away or postpone the tremendous opportunity for economic resurgence and a clean energy supply presented by the Marcellus shale," IOGA said, along with a coalition of business and economic development groups.  The letter was delivered as New York’s Department of Environmental Conservation nears the end of a 2-year process to develop a draft Supplemental Generic Environmental Impact Statement (SGEIS)—the set of regulatory standards that guide natural gas exploration and extraction in the state. The draft SGEIS proposes stringent new regulatory standards to monitor gas exploration in the Marcellus shale.  “The extremely stringent requirements proposed by the SGEIS provide the public with the necessary oversight that natural gas exploration and extraction will be conducted in an environmentally safe manner," the letter said. 

The letter followed earlier reports that New York City urged the state to ban natural gas drilling in its watershed, becoming the most powerful opponent to date of a process that critics say is poisoning drinking water. Putting the city at odds with the gas industry, Steven Lawitts, the city's top environmental official, said hydraulic fracturing or fracing techniques used to produce the gas represented “unacceptable threats to the unfiltered fresh water supply of 9 million New Yorkers.”  According to Marc LaVorgna, a spokesman for New York Mayor Michael Bloomberg, “Based on all the facts, the risks are too great and drilling simply cannot be permitted in the watershed.” 

At that time, Gov. Paterson, who will play a major role in deciding the future of drilling next year as he slashes state services to close a $3.2 billion budget deficit, said he was still listening to "all points of view." 
Paterson told reporters, “We've actually extended the public comment period because of the grave concern that so many who we trust, like the mayor, are raising in this issue.” Earlier this year, New York proposed new rules that would allow drilling for natural gas in the Marcellus shale formation. New York City is asking the state to exclude the watershed from the areas that can be drilled. 

Spectra expansion 
The IOGA letter coincided with reports that Spectra Energy Corp. has signed binding precedent agreements with Chesapeake Energy Corp., Consolidated Edison, and Statoil Natural Gas. The agreement calls for an expansion of Spectra’s existing Texas Eastern Transmission and Algonquin Gas Transmission pipeline systems to deliver "new, critically needed" gas supplies to the New Jersey and New York area. The proposed pipeline would be capable of transporting up to 800 MMcfd of gas supplies to the region and is targeted to be in service in fourth quarter 2013. Aspects of the proposed expansion include: 

• Construction of a new, 16-mile pipeline extension that connects Texas Eastern’s existing pipeline in Staten Island, NY, to a new interconnect with ConEd in New York. 

• Replacement of 5 miles of existing pipeline in New Jersey and New York with larger diameter pipeline. 

• Additional facilities on Spectra Energy’s existing Algonquin pipeline system. 

Chesapeake Chief Executive Officer Aubrey K. McClendon said his firm’s “industry-leading position in the Marcellus shale provides the perfect supply source to help energy consumers in the New York City area reduce their dependence on expensive imported oil and carbon-heavy coal.” 



U.S. Overtakes Russia as Biggest Natural Gas Producer, by Stephen Bierman, Bloomberg; January 12, 2010.  
“The U.S. overtook Russia as the world’s largest natural-gas producer last year as U.S. suppliers tapped unconventional resources while demand in Russia plunged amid the country’s worst economic decline on record. U.S. output advanced 3.9 percent in January through October to 18.3 trillion feet (519 billion cubic meters), according to the latest Department of Energy data. Russian output, about four-fifths of which comes from state-run OAO Gazprom, plunged 17 percent in the period to 462 billion cubic meters. “Minimal hurricane disruptions and significant growth in production from onshore shale basins have contributed to the increase in domestic supply,” the Department of Energy’s Energy Information Agency said on its Web site last month. 
 

The U.S. growth trend may indicate that Gazprom will not be able to break into the U.S. market as it had planned, Mikhail Korchemkin, head of East European Gas Analysis, said today by telephone today from Malvern, Pennsylvania. 
The state-run Russian company set a target to take as much as 10 percent of the U.S. market by 2020 through sales of liquefied natural gas, or LNG, from Arctic deposits, Gazprom Deputy Chief Executive Officer Alexander Medvedev said in June. The surprising boost shale gas has given U.S. output has closed the world’s biggest energy consumer to some imports and “created a huge oversupply of LNG in Europe,” Korchemkin said.

 

Qatar LNG

In July, Qatari LNG prices in the U.K. fell as low as $75 per thousand cubic meters compared with Gazprom prices of between $210 and $220 per thousand cubic meters for countries in the European Union under long-term deals, Korchemkin said. Gas deliveries from Norway and Qatar to Europe in the third quarter outpaced European growth in consumption while Russian exports lagged behind, according to the International Energy Agency. European imports from Qatar more than doubled to 4 billion cubic meters in the third quarter from the same period the previous year. Supplies from Norway rose 27 percent to 21.1 billion cubic meters while overall European imports grew 10 percent to 100.1 billion cubic meters, according to the IEA. Imports from the former Soviet Union grew 8.6 percent to 32.6 billion cubic meters. “There are winners and losers in the world gas business,” Korchemkin said. “The losers are Gazprom, Nigerian National Petroleum Corp., Turkmengaz” and NAK Naftogaz Ukrainy. European imports from Nigeria fell 38 percent to 2.1 billion cubic meters in the period, according to the report. Turkmenistan’s route to Europe was closed when Gazprom stopped purchases in April of this year.

 

Gazprom European Share

Gazprom’s share of the European market may fall further as it refuses to show flexibility by giving a temporary price discount to European buyers, Korchemkin said. This may result in Gazprom exports to Europe remaining flat at levels just above contractual minimums over the next 5 to 10 years while others take advantage of growth, he said.

 

Russia surpassed the U.S. in gas production in 2002, pumping 539 billion cubic meters versus America’s 536 billion, according to BP Plc. Russia, which has the world’s largest reserves and a quarter of Europe’s market, led the world in output from 1986 to 1996 and again in 1999, the year after the government defaulted on $40 billion of domestic debt and devalued the ruble. 
 

The EIA said full-year U.S. output probably increased 3.7 percent to the equivalent of 624 billion cubic meters. The agency is slated to release November data on Jan. 29. Russia’s annual output fell 12 percent to 582 billion cubic meters. Demand for gas in Russia, the world’s largest user of the fuel after the U.S., contracted last year along with the economy. Prime Minister Vladimir Putin said Dec. 30 that annual gross domestic product declined 8.5 percent, the most since the collapse of the Soviet Union in 1991. Industrial output fell about 11.5 percent, the Economy Ministry said last month.”
Ice May Crack Open Oil and Gas Deposits, by Dave Cooper, Edmonton Journal; January 12, 2010. 

“The tremendous power of ice, which through its freeze-thaw cycles can destroy roads, bridges and buildings, may soon also help boost oil and gas production. "Ice can move mountains, and we are using ice to get oil and gas to flow. It's a very simple idea," said Darrell Kosakewich, who founded Triple D Technologies to test and market the technology. When water is sent down well bore holes and frozen, it expands by nine per cent when it turns to ice. The resulting power exerted on the surrounding rock is three times stronger than the pressures created by fracturing -- "fracking" -- when companies split rock to release oil and gas in tight formations.

 

Nexen Energy has tried the method in a coal bed methane well, but technical problems arose during the test and no improved production was noticed. However, Nexen is planning another test on a shale deposit similar to its potentially rich sites in the Horn River region of northern B.C.  The firm will examine the well bore before and after the Triple D fracking to judge its effectiveness. "This process should work beautifully in the shales, which fracture differently than coal. The ice acts in all directions, so the freezing creates radial fracking -- and the magical thing called vertical fracs, which stay open after the water is removed," removing the need for sand or other materials to prop open the cracks, Kosakewich said. 
 

Repeating the freeze-thaw cycles over many hours creates "jacking," with the cracks running farther and farther -- much like a crack in a car windshield. And the same methods could be used in the oilsands, for cracking layers of shale that separate bitumen deposits. "This makes heating the reservoir more efficient, and could help oil production from SAGD (steam-assisted gravity drainage) projects," Kosakewich said.

 

Another plan, which will be tried in a mature oilfield in the Pembina reservoir, will be to rework the depleted areas, with the help of PetroJet, a Calgary company that uses revolutionary fluid-cutting technology to auger through installed well casings and create new horizontal bore holes. "They can go 50 metres out from the existing vertical bore in four directions, and we can frac in all these directions. Even if we can recover only three to five per cent more oil from these fields, that represents an incredible reserve of light, sweet oil from existing fields, and with all the infrastructure in place," Kosakewich said. "This technology is a game-changer, and allows the small and medium-sized firms a chance to compete with the big firms, which are publicly traded and can raise a lot of money."

 

Kosakewich teamed up with Pace Industrial four years ago to design and test down-hole refrigeration technology. Technicoil, a coil drilling service firm, provides the method of delivering the refrigerant -- in this case liquid carbon dioxide -- down the bore hole. "We simply pull out the (pipe) string and install our own, a concentric coil like a car's power aerial," he said. "This all works like your home freezer." The liquid CO2, which flows under pressure at minus 55 C, is pumped down a small inner pipe. The fluid flows to fill the space between it and the almost three-inch outer tube. Water is pumped down to fill the space between the pipe and the eight-inch bore hole, and the water is slowly frozen -- expanding and cracking the surrounding rock. High pressures inside the pipe containing the refrigerant protect it from damage. Kosakewich said his frac method simply requires a truck of liquid CO2, and coil and pumping equipment. Commercial fracking today typically requires powerful and expensive equipment, and dozens of truckloads of water. "None of this technology is new. But the concept is new, and sure to upset the way business is done in the oilpatch." And best of all, its low cost means small firms get a chance to get into fracking. "The mavericks in Alberta, the independents, are still alive," Kosakewich said.”
Results of Fort Worth Emissions Survey Released, by Chris Hawes; January 12, 2010. 
“A News 8 investigation into a cancer-causing toxin in the Barnett Shale has resulted in more testing and questions. News 8 first reported in October air samples revealed high levels of benzene, a cancer-causing toxin, near some natural gas facilities in the Barnett Shale. After ensuing public concern, the City of Fort Worth asked TCEQ to investigate the air inside the city. The results of an emissions survey were released at Tuesday's Fort Worth pre-council meeting. TCEQ investigators used a toxic vapor analyzer along with infrared cameras to survey 126 natural gas facility sites. When either an infrared camera or a toxic vapor analyzer indicated there might be significant levels of emissions in the air, the TCEQ team took actual air samples. Of eight air samples taken, none contained benzene.
Drillers said the results are not a surprise to them because the gas produced in Fort Worth is "dry" meaning it contains extremely low levels of chemicals. Chesapeake Energy, the biggest natural gas producer in Fort Worth, responded to the results on Tuesday. “Chesapeake Energy is pleased to hear the Texas Commission on Environmental Quality’s (TCEQ) survey results support Chesapeake’s previous statements that the production of natural gas in Tarrant County does not negatively impact the ambient air quality,” the company said in a written statement. “Chesapeake continues to work with the TCEQ to ensure that it continues to meet its goal of 100 percent compliance.” John Satterfield, Chesapeake Energy's southern division director of environmental and regulatory affairs said the company has historically not tested the ambient air near its natural gas facilities in the Barnett Shale because there were no regulations requiring it to do so. He declined to say whether Chesapeake has begun taking air samples since the disclosure that TCEQ testing found high levels of benzene at locations outside of Fort Worth.
TCEQ will continue testing, and it plans to collect more air samples in Fort Worth during warmer weather. Emissions from natural gas facilities are generally lower in cold weather because it is more difficult for the chemicals to vaporize. "While we did not document any dangerous ambient air pollution during this study in Fort Worth, we will continue to perform additional studies and monitoring in the Barnett Shale," said TCEQ Executive Director Mark Vickery. Environmental Protection Agency Region 6 Administrator Al Armendariz applauded the efforts of both TCEQ and the City of Fort Worth along with their plans for further testing. “The toxic vapor analyzer is an approximate guide as to where you might find some hotspots,” he said. “It doesn’t mean that everywhere else there was nothing. Certainly the more samples you get, the better data you get.” TCEQ is expected to release the results and locations of 301 air samples as part of its Barnett Shale Air Quality Study later in January. The samples were taken at about 30 facilities. The agency has released examples of the higher levels of benzene found in samples thus far. They include 540 ppb near a facility in the DISH area, 15,000 ppb at a wellhead in the Decatur area, 93 ppb at a Springtown location, 30 ppb in Justin, 24 ppb in the Weatherford area, and 5.4 ppb at a Cleburne area location. The average benzene level in the Dallas-Fort Worth area is .2 parts per billion.”
