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POLITICS ~ l)OLJCY 

I11 Oil Quest, U.S. Says Rocl< 011 

Shale ExLracti.on Sees Renewed Governmen L, Co1pora Le Tnt,eresl. 

By JOliN J. f'IALKA 

tlill/1111 COIIII I!J, Utah 

R ISING OIL Jll'iCPS have sparked 
new government and corporate in· 
terest in developing oil shale, a tan· 

talizingly plentiful but dilficult·to·access 
resource largely abandoned lifter oil 
prices crashed in the Party 19h0s. 

The Pentagon Is worl;ing on plans to 
direct. within four years. a ]>Onion of its 
S5.5 billion fuel·purchasing budget for 
high·quality oil, extracted from sedimen· 
tary·rock formations called shale, here 
and in the sun oundmg region. The move 
is designed to ··catalyze" a new industry 
that can SliPJlly the military with oil from 
untapped domestic sources. according to 
a Defense Department official. 

The Interior De)Jartment, meanwhile, 
soon will lease tractsofland in the West for 
research and dtvelOJ>ment of oil shale
something it hasn't done since the 1970s. 
Officials have recPivect positive comments 
from independent t>roducers and two big 
oil companies. Royal Dutch/Shell Group 
and Exxon Mobil Corp. 

Shell has informed the Interior Depart· 
ment it has spent "many tens of millions of 
dollars" on field research for a new devel· 

opment process and plans to start a U.S.rc· 
search project by year end. Shell said in a 
filing with the Interior De)>artment that 
the U.S. should designate oil from shale as 
a "strategically import ant domesiJc fuel 
thut should he developed on an accelerated 
basis." The company isn't scel;ing govern· 
men! assi~tance but would lilte the govern· 
mcnt to elevate oil shale on its energy.pri· 
ority list. Shell also announced in .January 
that it was working with China 'sJilin prov· 
lnce to develop oil·shalc deposits there. 

With an estimated two trillion bar· 
rels of shale oil unde1 Amencan soli
roughly 60% of the world's known dcpos· 
its-successful development would. at 
least on paper. l>egin to change the in· 
ternational oil business. The U.S. would 
become the world's single biggest oil 
source. far sun>assing Saudt Arabia's 
proven reserves of 2G1 million barrels. 

As oil prices head toward the SGO·a· 
barrel mark and uncertainty hangs over 
the ~liddle East and other major suppli· 
ers such as Venezuela and Russia, there 
Is renewed Interest in so·called unconven· 
tiona! hydrocarbons: fossil fuels that 
can't be extracted using traditional meth· 
ods. Canada, the world leader, now 
pumps more than a million barrels of oil 
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a day from tar·sand form;uions in AI· 
berta- selling 95't, to the U.S. 

··we are going back . looking at the 
old repons and rennalyiing old samples
we're confident you can make a quality 
jet fuel from shale." said Theodore J<. 
Barna, who hcnds a team of Pentagon 
fuel experts. In a recent interview. 
··we'll be usin~: our domestir potential 
to produce petroleum anrl keet>ing the 
money here 111 this country.· 

Widespread development of U.S. oil 
shale is far from certain. The complex 
process of removing energy from rocks 
remains mnch mor~ expensive than con· 
ventional drilling for oil and would be 
viable only if oil Jlriccs remain high. 
"The magic number for all of this 
seems to be about $30 a barrel,'' said 
Mr. Barna. a deputy assistant undersec· 
retary who' tracks advanced nuclear. bio· 
logical and chemical technology develop· 
ments in the officr of Defense Secretary 
Donald Rumsfelcl. 

Many producers and investors are 
wary, after alxlut S5 billion of losses in 
shale investments two decades ago when 
the most recent government·industry ef· 
fort to produce oil from shale collapsed. 
Oil prices defi ed predictions of hitting 
$100 a barrel and instead dived as low as 
SJO. In Rifle, Colo .. Ule locals still talk 
about "Black Sunclay" -May 2, 
1982-when Exxon annow>ced it was aban· 
doning its shale mine. TI>ot ended hun· 
dreds of jobs, crashed local reaJ.estate 
values and Jtilled many small businesses. 
In 1985, after raising big economic hopes 
here, three other big oil companies aban· 
doned a S150 million shale mine, failing 
to produce a single drop of oil. 

"We don't want to create a boom 
expectation when we're not ready for 
that yet," said Terry O'Connor, a vice 
president at Shell's exploration·and·pro· 
duction subsidiary in Houston. as he 
toured his snow·covered research center 
in western Colorado, where Shell has 16 
oil·shale wells in operation. He told a 
local business group this year that his 
company is "moving forward in a cau· 
lious but increasingly optimistic man· 
ner" toward a drcision to build a 
J.OOO·barrel·a·day pilot fa cility. 

Oil shale is found in this remote part 
of Utah amid the rcmn<UJts of a thick 
layer of sedim~nt including a l ~:tc ancl 
plants that accumulated nn ancient Jalte 
beds. Over m!llinns of y~·1rs Ow scdtment 
was comprcsst•cl into cl:ty·likt• formations 
that contmn kctugt•n. ;1 higiHtu:t li ty nil. 
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The Forgotten Oil? 
The ptospects for tapp;ng domesttc oil·shate reserves have waxed and waned along 
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Shell and Exxon Mobil-heats the rock 
while it still is in the groun!l und then 
pumps the kerogen out. 

There is no serious talk about offering 
direct government subsidies or tax cred· 
its for shale, the way President Carter 
did amid the oll crisis of !he late J9i0s. 
The closest step to industrial policy now 
is through the Pentagon fuel program, 
which buys 300,000 barrels of oll a day. 
Mr. Bama says the military will declare 
that a cel'laln, as yet unspecified, portion 
of that spending will be earmarked start· 
ing in 2009 for fuel specifications that 
match oil shale and other unconvemlonal 
domestic sources such as oil made from 
coal. 

The world's nchest source of oil shale 
is called the Green River Formation, 
1G,500 square miles of deposits beneuth 
parts of Colorado. Utah and Wyoming. 
The most productive part of that IS the 
"Mahoguny ZOne," a layer of rock that 
runs through it. The owner of &o't, of the 
resource is the Jntenor Dc)>anment. 
which became the caretaker a fl~r Con· 
gress zeroed out tlJP Energy Uepnrt· 
mcnt's shale program in J9S!o. 

There has been interest from various 
independent investor>. One is Byron l•lcr· 
rell, a G:l·yeat·olcl seJf.tau~hr mv,·ntnr 

from nearby Vernal. Utah. He has 
bought tons of kcrogen·containing rock 
from the White River Mine. the large 
mine that was dug into the Mahogany 
Zone. then abandoned. Mr. Merrell has 
since cobbled together his own extraction 
process from equipment and ideas the 
big oil companies abandoned. 

His venture, Oil Teeh. has attracted 
S2 million in backing from a retired golf· 
club maker and other investors. He says 
he plans to "go commercia l" In llte fall. 
Working with a couple of technicians and 
followed by his dogs, "Smith" and "Wes· 
son," he showed" visitor his silo· size test 
retort. An enlarged version, he esti· 
mates. soon will produce 1.000 baJTcls of 
crude oil a !lay for a rost of about S13 a 
barrel. "At these prices, we f1gure in 
about 90 days it'll be paid for." he sa id . 

For the moment, though, the only pco· 
pie known to have made big money in 
ventures on shale· rich land are two care· 
takers whom the Interior Department's 
Bureau of Land Management hired to 
patrol the deserted facilities of l11e White 
Hiver Mine. After weclis of watchim: sus· 
piciou;; movcnwnt of wat<•J trucks over 
the mine's ruads, fed~ral agents raided 
the plate iu 1993. They s~izeclmore lllan 
~3 nulJI<)n or marijuana. 
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n'acking the Numbers/ Outside Audit 

How Lowl_y Bitumen Is Biting Oil Reserve Tallies 
~.s s:--- I 'f /i bO ...s. C I 

V' ..............- By T AMSIN C ARLISLE 

Calgary, Alberta 

A N UNUSUAL AND short-lived drop in the 
price of an oft-spurned type of crude oil in 
late December has forced several major 

energy companies to slash their tallies of how 
much petroleum they have-at a time of concern 
about the industry's ability to replenish the re
sources it pumps from the ground. 

The reserve adjustments are necessary be
cause of U.S. Secm·fUes and Exchange Commis
sion guidance on how reserves should be reported 
in financial filings. The adjustments are on paper 
only. Indeed, some companies are still getting oil 
from fields that under the reserve-reporting guide
lines would in effect be considered empty, because 
it would be too expensive to extract the oil. 

Nevertheless, the need for several companies 
to adjust their tallies underscores an industry
wide scrutiny over accounting for reserves. 

Their actions follow a revelation last year by 
Royal Dutch/ Shell Group that it had massively 
overstated its energy reserves, and the oil giant has 
since further adjusted its reserve figures. Reserves 
are watched by investors as a measure of oil compa
nies' future performance. 

The latest adjustments also raise questions 
about accounting for bitumen, the source of the 
problem. Bitumen, a tarlike substance, is the 
heaviest and least valuable grade of crude oil. But 
with oil prices high, even low-grade oil like bitu
men is in demand. 

Houston-based ConocoPhillips late last month 
said it replaced only 60o/o to 65% of the oil and 
natural gas it produced in 200<1 due to writing 
down its bitumen project, while it would have 

Please Tum to Page C3, Column 1 

Steamy Stuff: 
Oil on the Rise 
Unlike conventional 
crude oil, bitumen is 
too thick and sticky 
to be pumped out of 
the ground. One 
extraction method is 
called steam
assisted gravity 
drainage, which 
uses pairs of 
horizontal 
wells. 

Steam is 
injected into · !,>\ , 
the surrounding .r v 
oil sands via a 
slotted well pipe 

The steam 
heats the oil, 
which then flows 
down into to a lower 
well pipe, also 
slotted 

Note: Illustration Is schematic 

... : .. ... . . . . . . . ... . . . ... 
... . . . ... 

The oil and condensed steam get pumped 
back to the surface for processing 

Sources: Petroleum Communication Foundation: Canadian Centre lor Energy Information 
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·. !'&ckifag the Numbers 1 butside Audit 

. Heavy Oil's Price Volatility Weighs On Industry 
Continued From Page Cl 

replaced about 100% without the write
down. In mid-January, Shell unit Shell 

· Canada Ltd. "de-booked" 182 million bar
. rels of bitumen reserves representing all 
of the proven reserves at its Peace River 
oil-sands project in northern Alberta. 

. And earner this month, ~cana Corp., 
· of calgary, said it would remove from its 
· books all of the proven bitumen reserves at 
its ~r Creek oil-sands project in- AI-

. berta amounting to 15% of the cbmpany's 
· 2.4 billion barrels of oil equivalent in total 
. proven oil and gas reserves as of Dec. 31, 

-__ · _ 2003; .tile· most recent date available . 
. ·-... -IIi ilfiDiftiStry whele erude oil fetches 
· top dollar for. being clean and easy to re
. fine into gasoline and other fuels, bitumen 
· is considered strictly bargain-bin. Massive 

amounts of it are in the oil sands of AI
. berta, but developing those reserves can 
• be uneconomical, because bitumen fetches 

lower prices than other kinds of oil. 
In mid-November, refiners paid about 

$25 a barrel for a certain type of bitumen 
from EnCana, according to Purvin & Gertz . 
Inc., a Houston consulting finn. But by late 
December, a barrel of bitumen had 
plunged to $4.55 a barrel, and ended De
cember at $8.13 a barrel. By mid-January, 
bitumen prices had jumped back to more 
than $20 a barrel. During the same period, 
the moves among lighter crude-oil types 
weren~t nearly as dramatic. 

The bitumen price drop, while tempo-
rary, had a lasting effect because of the 

. way the SEC requires companies to esti

.' mate reserves. The SEC stipulates that 
· their evaluations must be based on a 
snapshot of oil prices at the companies' 
year end, usually Dec. 31. If the cost of 
extracting a barrel of oil from a particu-

. lar project exceeds the price a barrel of 
oil fetched that day, the oil must be re
moved from company books. By contrast, 
Canadian regulators ask oil companies to 
base year-end reserve estimates on aver
age oil prices for the preceding year. 
Both EnCana and Shell Canada say they 
wouldn't have had to revise downward 
their reserves were they operating under 
Canadian guidelines, but EnCana 
switched to U.S. reporting standards .in 
2003, and Shell Canada abides by rules 

j BarclaQS _Subpoenaed I 

applying to its parent, Royal Dutch/Shell. 
'lb be sure, the brief December drop put 

many bitumen projects in the red that 
month. At $6.45 a barrel for bitumen, En
Cana's Foster Creek was losing money. Be
cause of high costs of starting and stopping 
the steam-injection process used to coax 
the gooey bitumen out of the ground, none 

·of the .comp$Ilies curtailed production de
spite the rock-bottom bitumen prices. Their 
bet: :Prir.es soon would bounce··back. 

Steven Fekete, a Purvin & Gertz ana
lyst, said the immediate driver for the drop 
was a stiff boost in rates for transportirig 
fuel on by tanker. The profitability of ship- • 

. ping fuel on from Gulf Coast refiiieries . to 
~ia ta:niietr, lfi't1tng--up--NoFth-American 
~el-oil inventories and driving down prices 
North American refiners would pay for 
heavy crude feedstock. As many of the U.S. 
refineries · that process Canadian heavy 
crude, including bitumen, are connected 
by pipeline to Gulf Coast tanker terminals, 
Canadian bitumen prices suffered. , 

1 In addition, with light crude oil increas
qigly in short supply globally, some major 
oU-exporting cotmtries such as Saudi Ara
bia have been ramping up heavy-oil pro
duction, putting long-term downward pres
sw-e on heavy-crude prices. Canada has 
also substantially increased its exports of 
heavy crude in recent years, offsetting de
clining light-oil production. Light oil_ is a 
higher-grade crude oil that is easier to 
refine than heavy oil. 

Due to this long-term global trend, 
Mr. Fekete predicts a wider-than-historic 
discount for heavy crude compared with 
light crude for some time to come. Even
tually, due to unusually attractive mar
gins for processing heavy crude, more 
U.S. and Canadian refining capacity will 
be built to handle heavy crude feedstock. 
But ·this could take years. · 

Meantime, bitumen prices could re
main vulnerable to the type of unpredict
able short-term event that sent them 
plunging in December. That uncertainty, 
in turn, casts doubt on the usefulness of 
evaluating bitumen reserves backing oil
sands projects, which typically have 
30-year life spans, on the basis of field 
prices for bitumen on a particular day. 

EnCana's output from Foster Creek 
averaged about 28,800 barrels of bitumen 
a day last year. "We think it's a very 

viable, profitable project, and we're con
tinuing to produce from it," EnCana 
spokesman Alan Boras said. Despite writ
ing off the project's reserves, EnCana is 
sticking to a plan that will see the com
pany more than double production at Fos
ter Creek to 60,000 barrels a day by the 
end of next year. . 

aid Shell Canada spokeswoman Jan 
Ro ey, "There's a huge resource there, 
an t's not going anywhere."-- · -

Morg~, tanley Unit 
May~Face ·scipline.. __ ___ 
Over Accoun . Fees 

. I. 
--\ 

. Dow Jones New~ires 
NEW YORK-Morgan\ Stanley said 

the National Association of Securities 
Dealers is considering disciplinary ac
tion against a unit tied to an investiga
tion of fee-based brokerage accounts. 

The New York securities firm said in 
its annual report filed with the Securities 
and Exchange Commission that the 
NASD's enforcement staff informed it in 
mid-November that it had made a "pre
liminary determination to recommend 
that a disciplinary action be brought 
against" broker-dealer subsidiary Mor
gan Stanley DW Inc . 

The possible regulatory action alleges 
that Morgan Stanley DW violated NASD 
rules. In particular, the NASD is focusing 
on issues involving the firm's "Ch~ice" 
brokerage accounts. The accounts, which 
are intended for· clients who are ·active 
traders, charge clients a percentage of 
their assets instead of a per-transaction 
fee. Morgan Stanley said the potential 
disciplinary action concerns the "open
ing and maintenance of certain Choice 
accounts, the fees charged for certain 
such accounts and the content of certain 
Choice marketing materials." 

A Morgan Stanley spokeswoman de
clined to elaborate on the nature of the 
NASD investigation, but said the firm is 
cooperating with the NASD. 


