http://www.adn.com/2012/08/30/2605296/shell-gets-ok-to-start-drill-preparations.html

Shell gets OK to start Chukchi Sea drilling

Surprise announcement does not allow company to reach any ail.
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The Obamaadminigtration on Thursday made a surprise announcement that it will dlow Shell Qil Co. to begin drillinginthe
Chukchi Seabeforeitsunique oil spill containment bargeis ready -- just not deep enough to reach ail.

For weeks, the problematic barge has held up Shdll'sdrilling plansin the Alaska Arctic. It's undergoing find work and
ingpections at ashipyard in Bdllingham, Wash.

U.S. Interior Secretary Ken Salazar told reportersin anews briefing that the newly approved drilling will reach 1,400 feet or
so under the seafloor and islimited to specific preparatory work.

"Today's action does not alow Shell to drill into potentid oil reservoirs," Sdazar said.

Environmenta groupsimmediately criticized the decision astoo risky for thefragile Arctic. Alaska Sens. Mark Begich and Lisa
Murkowski and Gov. Sean Parndll praised it asalong awaited step forward.

The oil spill containment barge, the Arctic Chalenger, must be completed, clear ingpections, and make the long ocean journey
to drilling Sitesbefore Shell can drill al the way to ail-rich zones, Sdazar said. Those zones are perhaps 5,500 feet or so below
the seafloor, according to Shell.

Stll, dlowing Shell to begin well congtruction at its prized Burger prospect is an enormous step, said Pete Saby, Shdl'svice
president for Alaska. He and other Shell officiasin the Frontier Building in Midtown Anchorage learned the news by listening
on speaker phone to the Interior Department's press conference. Some cheered, he said. There was an undercurrent of
dishelief, a Shell spokesman said.

"L adies and gentleman, there's no other way to couch this. Today's announcement is extremely exciting," Slaiby told reporters
in aseparate briefing. "Weve been waiting for thisfor about Sx years."

INSPECTORS AROUND THE CLOCK
The U.S. Geologica Survey estimates a potentia resource of 25 to 27 billion barrels of oil in the Chukchi and Beaufort Seas.

Itishighly unlikely that Shell will be able to complete awdll thisyear in the Chukchi Seawithout an extension of the drilling
season, which it is seeking. But foundational well work begun this year will give Shell ahead start in 2013.

The chance of aspill isvirtualy nonexistent because of the distance from ail-rich layers, Shell and regulators agree. While
officids acknowledge Shell could hit anatura gas pocket, they said that risk isalso small.

Regulatorswill ill hold Shell's "feet to thefire," Sadazar said. Ingpectors from the Bureau of Safety and Environmental
Enforcement will be on Shdll drilling rigs 24 hours aday asthe work isbeing done, he said.

And while the containment barge won't yet be stationed nearby, the foundational work approved Thursday includesingalation
of ablowout preventer designed to sedl the wdll if drillerslose control of the pressure.

Other ail response equipment isaready in place on the outsde chance of aspill, Saiby said. A specidized ol spill response
vessd dready isin the Chukchi, and another vessdl thereis carrying a capping stack. That's the type of apparatus that



eventualy killed the out-of-control well after the Degpwater Horizon drill rig exploded two years ago.

"Thereisno doubt that any exploratory activitieswill be conducted under the closest oversight and most rigorous safety
standards ever implemented in history of the United States," Sdlazar said.

DETAILED WELL WORK

Under the drilling permit issued Thursday for the "Burger A wdll," Shell saysit first will drill apilot hole, 1,300 feet deep but
just 8 /2 inchesin diameter, to reveal physical obstructions, gas pockets or anything else that didn't show up in seismic studies
and shdlow hazard surveys aready done.

A bigger holewill be drilled part way down, and sted conductor pipewill be encased in cement. Using atool weighing severd
tons, crews will excavate amud-line cellar 40 feet deep to hold the blowout preventer. Shell saysthe cellar will be deep
enough to prevent scouring from ice, one of the issues raised by environmentdigs. A 20-inch-diameter hole then will be drilled
down to 1,300 or 1,400 feet, and workerswill ingtal casing, again surrounded in cement, to add structure to the well. Drillers
can either go deeper from there, or cap the wdll for later work.

Shdll'seffort in the Arctic has been checkered with problems. The mgjor hurdle reates to the oil spill containment barge, the
Arctic Challenger. Saiby characterized the work |eft as" meat and potatoes stuff" including an issue with power generators.
Some 45 "very seasoned” Shell engineers and technicians are in Bellingham working with the barge owner, Superior Energy
Services, Saiby said.

Shell d =0 4ill must resolve issues with an ar pollution emissions permit for its Chukcehi drilling ship, the Noble Discoverer. This
summer that ship dragged anchor in Dutch Harbor. Earlier in the season, lingering seaice was a concern, delaying effortsto
dageintheArctic.

Shell dso has asked to extend its drilling season by a couple of weeks. Under previous approvas, it can't keep drilling deeper
in the Chukchi Seapast Sept. 24, but can cap the well dready begun and finish it next year.

Sdazar said no decison will be made on the extension until the Challenger barge isready.
ENVIRONMENTALISTSFIRED UP

Thursday's decision doesn't affect Shell's plansin the Beaufort Sea, whereits prospect is much closer to shore. While drilling
there dready can go until Oct. 31, Shell cannot begin its Beaufort work until after whaling season.

Oceana, the Center for Biologica Diversty, the Audubon Society, Earthjustice and the Pew Environment Group were among
the organizations quick to criticize the devel opment.

"It isdisgppointing that our government continues to bend over backward to accommodate a company that is till not ready to
drill," Oceanasaid in astatement. "Shell, and only Shell, isrespongble for the Situation in which the company now findsitself.
Shdll's problems are extensive and well-documented.”

"The biggest lesson we learned from Deepwater Horizon was the need to have a capping and containment system specifically
designed to stop aspill on site and ready to go,” said Marilyn Heiman, director of Pew Environment Group's U.S. Arctic
Program. "Thisis particularly important in the remote Arctic. If you add thisto the missteps and delays and requests for
last-minute changes that have occurred, it does not inspire confidence.”

But Saby and Sdazar both said Shell isbeing held to high standards.

Asked whether the timing had anything to do with the Republican Nationa Convention, which wrapped up Thursday in Tampa,
Sdazar said it did not and that he didn't consider paliticsin his decision. Begich, aDemocrat, joined with Republicans
Murkowski and Parndll in praising Sdazar's action.



"Today's decision shows flexibility while not sacrificing safety,” Begich said in astatement. "This alows usto get one step closer
to understanding and moving forward on the energy potentia of the Arctic.”

Shell dready has spent more than $4.5 billion in its quest to drill in the Alaska Arctic. More than 2,000 Shell employees and
contractors are working directly and indirectly on the Arctic program, Shell spokesman Curtis Smith said. Worker campsin
Barrow, Wainwright and Deadhorse are full, Smith said. The Wainwright camp aone houses about 40 oil spill response
workersand 20 scientists, he said.

The Noble Discoverer, aretrofitted log carrier, left Dutch Harbor on Saturday, headed to the Chukchi. It should arrivein the
arealae Friday. It will refuel and stock up before connecting to anchors dready set on the seafloor. The earliest it could begin
drilling is midweek, and it takes 20 to 24 daysto complete awell, Saby sad.

Unless Shell gets an extension, it would be nearly impossible to complete awell thisyear in the Chukchi.

As Sdazar issued his decision, the Interior Department's Ocean Energy Safety Advisory Committee was meeting in
Anchorage, working on oil spill prevention and response.

The group, which includes Shell'sformer chief well scientist -- who is now retired -- aswell as government regulators, other
industry leaders and a Wilderness Society Arctic expert, isrecommending that the government adopt Arctic-specific rulesfor
exploration and drilling. It also agreed to form aspecia subcommittee to work on the Arctic.



