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And, More Leases Are In the Pipeline

0‘05 Gulf Activity 'Healthy
surcessres |+ AS EVET!

By LOUISE 5. DURHAM
EXFPLORER
Corraspondent

Devils Tower, 8 deepwaler succass slory, .
apprmn’na‘et, 140 miles southeast of New | # ")
Craans. The Guif of Maxico conbnuesta L]
be the U5 of indusiny's shiring star

Phote courtesy of Dominion Exploration and
Productinn

Despite soaring demand for
hydrocarbons, continuing high
commedity prices and much grumbling at the local gas
pump. cpposition to offsharea drilling remains vocal.
vehement and voracious for many coastal areas.

Fortunately for the anti-drilling yet energy gorging folks, a few
select southem coastal states not only allow but encourage drilling
in what has bacome the backbone of the demestic industry: the
Gulf of Mexico, aka the Cld Industry Workhorse.

And the old harse is still going strong.

Written off by many as ihe Dead Sea not 5o long ago, this
expansive hydrocarbon-rich region has come roaring back o lifz
like never before. And it just keeps going and going, providing the
United States with 25 percent of its gas supply and kicking oul 25
percent of the lotal domestic oil production.

“The Gulf of Mexico has seen suslained aclivity for a long period
of time, th::ugh admittedly with highs and lows," noted Kevin
Guilbaau, senior vice president and general manager of the GOM
at Dominion Exploration and Production. “Each time through
history when it's been said the play in the Gulf is over, the basin
has managed to regenarate itself — mainly through new
technology — to develop new prospects

"I think it's as healthy as ever now.”

Active Participants

Dominion's offshore business unit, which is active onshore south
Louisiana and both shallow and deep water, has been a player on
the Guif shelf since the 1950s (as CNG Producing Co. prior to the
Dominion acquisition in 2000), The recent Central Gulf Lease Sale
184 in March is tastimony to its enthusiasm for the ragion.
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The company's participation in the sale resulted in 25 accepled
high bids, plus one other in the Eastern Leasa Sala, which
accurred simultanaously, The highest bid accepted on a tract in
Sale 194 was 521 1 million by Dominion and Stone Energy Comp
for West Cameron 132 in shallow water

In fact, the MMS reported 57 percent of the tracts receiving bids
wera in less than 200 meters of water, indicating a continting
interest in shallow waler areas, according to Chris Oynes, Gulf of
Mezico Regional Director al the agency.

Standing alongsida Dominion holding a total 25 accepted high
g;m Focus Exploration, & low profile yet long active player in the

"We and all our employees have worked the offshore Gulf of
Mexico for 30 years.” said geclogist and CEO Don Crider. “We
started when it was 2-D data and litthe well control, when deep
water had no blacks leased and over the years we've worked all
the areas.

“We generate all types of plays and sell to everyone in the
industry,” he added.

The low profile stems from Ihe company's usual praclice of selling
their prospects to other companies who then bid them in their own
name, Crider notad,

To date, onty 6.5 percent of
aboul 2,200 deapwater
leaszas im the Gull of Mexico
have bean drilad — and in
tive next four years mone
Ihan 3,600 deapwatsr
lgasas are 51 1o expire
Wil the explration dates
and subseguant avadsbildy
of numefous polenially
high quakty leases redefne Gulf sclivityT Slay tuned.

Frots courdssy of Domirion Explarntlsn and Preducticn

More To Come?

If Dominion’s planned activity is any harbinger of Gulf action
overall for '05, it's shaping up 1o be a doozey of a year, indeed

The company anticipates it not anly will participate in about 25
total GOM wells in '05 but also will participate in the completion of
as many as 22 previcusly drilled despwater development wells.

Due to the larger than ususl number of deepwater completions for
the year, capital outlays for the Guif may surpass the 5400-3450
million average spent annually in the region over the last five
years, according to Guilbeau.



The big reason for the current excitement owver the Gulf is two-fold;

» The shelfs deep gas play.
s The deep structural play. or emerging trends play, in the
deep waler,

“Usually, when a company goes into a basin for the first time, they
Inok for the really big structures,” Guilbeau said. ~in the Gulf, thesa
wene hidden for a long time because they wera deap and partly
obacured by sall

“Industry is now starting to image these very large structures, for
example, Thunder Horse, and there's baan a string of discoveries
in the ultra deep water the last few years,” he noted. "Thaze
discoveries have occurred in the deeper Terliary plays in the
Miocene through Eocene — and possibly as old as the
Paleocene.”

In fact, the MMS reponed 14 new despwater (>1,000 feat)
startups and 12 new despwater discoveries for 2004, Oynes noted
this was the ienth year of sustained expansion of deepwaler
production.

The MMS noted thal available publications and news releases
indicale there have been six announced discoveries thus far for
2005 in deep walter, where three known fields have begun
production and an additional seven are expected o go on line
before year end. There have been six discoveries announced in
the newer shallow water deep gas play as weil,

A Whole New World

The rush to tap into potentially huge hydrocarbon deposits in ever-
deeper subsurface structures reflacts the belief of many industry
experts that thare's a whole new Gulf under the old one — just
Iying in wait for the drill bit.

Results of challenging projects such as the shallow water
ExxonMobil Blackbeard well drilling for deep gas in South
Timbalier 168 likely will go far to help prove this out,

The Blackbeard prospect covers mulfiple blocks in the South
Timbalier and Ship Shoal areas offshore Louisiana. The well,
which was spudded in February, will be one of the few exploration

TI; to penetraie the ultra-deep zone below 25 000 feet on the
shelf

Blackbeard's target depth is reporled to be 32,000 feel, or even as
much as 38,000 feet — a mind-bogaling seven-plus miles — and

it's predicted to take roughly a year to drill

Don't expect any updates as it progresses, however, the operator
and pariners have opled to keep it a tight hole.

Blackbeard is being drilled using Rowan's Scooter Yeargain
jackup rig. which is designed specihically 1o withstand the high
pressures and temperatures of the ulira-deep environment. While
a high-ltech powerful rig such as this is de rigueur for a
Blackbeard-type project, most any type g is considered premium
property these days.




With demand for these assemblias increasing globally both on
land and waler, the issue of rig availabiity looms large for
aperators most everywhere thesa days, particularly the
challenging deepwater environment.

"The deepwaler rig market has really tightened up, affecting
everyone,” Guilbeau noted. "And it's espacially tight for rigs
capable of drilling in ultra-deep water”

Deep, and Otherwise

A particularly noteworthy aspect of the GOM is that it offers
operators the best of bath worlds.

“The shelf contains mature plays, but because of the exisling
infrastructure they offer a quick tumaround for a discovery "
Guilbeau noted. "You can get a discovery on production much
fasler than in the deep water, and this leads to quick cash flow.

“But we look to the deep water lo grow our reserve base " he
continued. “It's less mature, and there are larger fields {o be found
thera.”

Information gleaned from the MMS indicales there soon will be a
host of opportunities opening up in the Gulf

This relales back lo the near-stampede 1o acquire leases during
the period between 15985 and 1888, As it shakes out, many of
these leases were never lested, which is a common occumence.

In fact, it's reported only 6.5 percent of the roughty 3,200
geemlar leases assigned betwean 1996 and 2000 have been
rilled.

Now, the lease holders are faced with lease term expirations,
meaning there likely will be numerous patentially high quality
leases becoming available over the next few years.

The bulk of this activity will occur from 2006 to 2007, when 2,527
deepwaler leases are sei 1o expire, according to the MMS. An
additional 1,077 expirations are an tap for 2008-08.

Al prass time, much attention was focused on the Weslern Guif
Lease Sale 196, sel for Aug. 17,

“We're in the middle of preparing for the Texas sale right now,"
eaid Mike Schesrer, geophysicist and president of Focus. “And we
think activity in the Gulf is jusi golng to canfinue 1o expand for 2
number of reasons, including increasing technology in drilling and
completions.

"As we see high prices continue, a lot of prospects known about
owver the yaars that maybe at $2 gas weran't economic, now are,”
he said.

Given the not-so-long-ago mass exodus of companies and
personnel out of New Oreans 1o become a pan of the vibrant
energy scene in Houston, it is noteworthy that the Crescent City is
ance again becoming a hot spot for ol and gas as the kind-of
jumping off place for the rash of activity in the Gulf




Given the not-so-long-2go mass exodus of companies and
personnel out of New Orleans 1o become a part of the vibrant
energy scene in Housion, it is notewarhy that the Crescenl City is
once again becoming a hot spol for oil and gas as the kind-of
jumgping off place for the rash of activity In the Gulf.

In fact, Guilbeau made the point that most of the top bidders in
Sale 194 have a big base in New Orleans, where Dominion
houses its offshore business unit.

Results of Central GOM Lease Sale

* Top Five Companies Based an Tolal Number of High Bids Actepted;

 — ‘rnl: d:l-qh Sum.‘u:l;. High
Dominion Exploration &

Broducticn no: 25 $52,300,892
Focus Exploration LLC 25 $10,176,565
Murphy Exploration & Production

i 22 $27 885,175
LLOG Exploration Cffshore Inc. 22 534,859 680
Enargy Partners Lid. g 514, 817,037

* Top Five Companies Basad on Hichest Tolal Bonus Accapled:

Campany Tlﬂ:;[:'nh Sum'-:il;:ligh
Dominion Exploration &

Production Ine. 25 $52 300 892
LLOG Exploration Offshore Inc. i 434,859,680
Murphy Exploration & Production

Co. 22 $27.685175
ELI:IEH':IHHKEI R 18 516,145 075
Energy Pariners Lid. 21 $14,817,037

Data provided by Minsmals Mansgament Service



