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I. SUMMARY OF DECISION

This is the final Dccision of the Alaska Department of Natural Resources, Division of Qil and
Gas (the Division) on thc Twenty-sccond Plan of Development (22 POD) for the Point
Thomson Unit (PTU) submitted by the PTU Opcrator, Exxon Mobil Corporation (Exxon), on
August 31, 2005. The Division finds that the PTU Agreement is in default for Exxon's failurc to
submiit an acceptablc unit plan of development.

The PTU is underlain by a massive undcveloped gas and gas condensate reservoir that was
discovered nearly 30 ycars ago, but the PTU oil and gas lessccs have dctermined that production
of the unitized substances is, in their vicw, not commercially viable. The 22" POD Proposcs
additional studies to detcrmine if thc PTU lcssees can design a commercially viable production

project,

The 22™ POD statcs that PTU development is not possible without modifying the current laws
regarding the State’s right to taxcs and royalties on oil and gas production and on construction of’
a North Slopc gas pipcline. The PTU Operator proposed integrating the lessces’ PTU
development obligations into negotiations for a fiscal contract with the Statc and proposed a two
year dclay of the development commitments made by the lessces in connection with an
cxpansion of the PTU in 2001, both of which would make PTU dcvelopment uncertain. The
current fiscal contract ncgotiations may or may not lcad to construction of a North Slope gas

pipeline.

The premise that the PTU can only be devcloped if a North Slope gas pipcline is built is
inappropriate. [n addition to dry gas, the unit contains [00s of millions of barrels of hydrocarbon
liquids. These hydrocarbon liquids could be produced using mostly cxisting oil pipclines
without construction of a North Slopc gas pipeline. Therofore, potential PTU development is
not, in fact, limited to dry gas production. In addition, the PTU Agreement, which requircs
timely exploration, delineation, devclopment, and production of unitized substances, does not
guarantee the lessecs’ commercial success ot provide for indefinito cxtension of the leascs.

1. The 22nd POD is disapproved becausc it docs not sct out a plan to bring the PTU
into commercial production within a rcasonablc time frame.

2. Exxon has 90 days to cure the defect in the 22nd POD by submitting a unit plan
that commits to timely development and production of unitized substances.

3. This decision provides noticc under Atticle 21 of the PTU Agrcement that Exxon
must initiate devclopment operations within thc PTU by October 1, 2007. The
Division will contact Exxon to schedulc a hearing on this issuc, which will be
held not less than 30 days from thc date of this decision,

4. This decision also provides notice under the individual lease agreements that the
PTU Icases containing certified weclls must commencc production in paying
quantitics by October 1, 2009,

5. In addition, the Division dcnies Exxon’s rcqucst for a one-ycar defcrral of the
Expansion Agreement commitments. [f Exxon does not commence drilling
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within the PTU by Junc (5, 2006, the PTU boundary will contract and the
contracted lcases will no longer be held by unitization.

[I. BACKGROUND

The dctails of the PTU history sct out below can be summarized as follows: Some of the PTU
lcases were issucd ovcr 40 years ago and the unit has been in cxistence for 28 years. The
Division certified 7 exploration wells within and around the unit area as capablc of producing
hydrocarbons in paying quantitics, but it has becn 20 years since the last well was drilled. The
Thomson Sand Reservoir is known to contain at least 8 trillion cubic feet of gas and 200 million
barrels of gas condcnsate and oil. The PTU also contains 100s of millions of barrcls of oil in the
shallower Brookian reservoirs. The PTU lessees have not yet determined whether they can
commercially producce PTU resources, and they have not committed to timely explore, delincate,
or develop PTU otl, gas, or gas condcnsato. The unit opcrator has consistently proposed that
more studies or workshaps are needed before putting the PTU into production and, sincc 1983,
has periodically asserted that production cannot begin until a Nocth Slope gas pipcline is built.

The PTU is located on the North Slope of Alaska. The western unit boundary is approximatcly 3
miles east of thc Badami Unit and 30 miles cast of the Prudhoc Bay Unit (PBU), and the castern
unit boundary lies west of the western boundary of tho Arctic National Wildlife Rcfuge
(ANWR). The zouthem PTU boundary is onshore, and the northcmn boundary is offshore in the
Beaufort Sea, adjacent to or near the three-mile territorial sea boundary that scparates state from
federal Outer Contincntal Shelf (OCS) lands. The PTU consists of 45 state oil and gas leascs
encompassing approximately 106,200.55 acres. The state owns the cntirc subsurface cstate
within the unit arca.

Twenty-five lcssees hold working intercst ownership in tho PTU (PTU Owners), and Exxon is
the designated Unit Opcrator. Ownership is calculated based on a lessec’s percent of working
intercst ownership in cach leasc multiplicd by the Icase acreage, as a percentage of the total unit
acreage. On a surfaccacrcage basis, the Major PTU Owners hold 98.9056% of the PTU: Exxon
52.5779%', BP Exploration (Alaska) Inc. (BPXA) 29.1943%, Chevron U.S.A. Inc. (Chevron)
14.3125%, and ConocoPhillips Alaska, Inc. (CPAL) 2.821%. Thc Minor PTU Owners includo
twenty entities that hold the remaining 1.0944% intcrest in the PTU.

The Division approved thc PTU Agrcement cffective August [, 1977, with a five-ycar Initial
Plan of Exploration. Tlhe original unit arca included 18 statc oi] and gas leascs comprising
approximately 40,768 acres. The PTU Owners drilled 11 weclls in and around the unit arca
between 1978 and 1983, and the Division certified six of those wells as capable of producing
hydrocarbons in paying quantitics under the regulations” and the PTU Agrecment’.

' Exxon Mobil Corporation holds 43.2361% working interest ownership in the PTU and ExxonMobil Oil
Corporation holds 9.3418%, jointly referred to as Exxon.

211 AAC 83.361. Certification of Well Test Results. “For the purposes of 11 AAC 83.301 - 11 AAC 83.395, a
well will be considered capable of producing hydrocarbons in paying quantities, as defined in 11 AAC 83.195,
when 30 certified by the commissioner following application by the lessce or unit operator, The commissioner will
require the submission of dila necessary to make the certification, inchiding all results of the flow test or tests,
supporting geological data, and cost data reasonably necessary to show that the production capability of the well
satisfies the economic requircments of the paying quantities definition,” {1 AAC 83.395. Definitions. “Unless the
contexi clearly requires a different meaning, in 11 AAC 83.301 - 11 AAC 83.395 and in the applicable unit
agreements, ... (4) *paying quentities’ means quantities sufficient to yield a return in excess of operating costs, even
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On March 26, 1984, the Division approved an application to expand the unit arca on condition
that the PTU Ownecrs drill a8 well on ono of the two southern cxpansion Icascs by March 31,
1985, and a well on one of the ten northern expansion lcases by Fcbruary [, 1990, The
expansion added approximately 94,152 acres within 25 lcases to the PTU. The PTU Ownery
failed to meet both drilling commitments; therefore, the two southem cxpansion Icascs and nine
northem cxpansion lcases contracted out of the PTU.*

In 1998, thc Division denied a unit expansion application, which was submitted by Exxon as the
owner of the proposed cxpansion leasc, rather than as the PTU Oporator; becausc it was not
supported by the othcr PTU Owncers. The Division found that adding a leasc to a unit wherc the
owners have demonstrated a lack of coopcration may discourage, rather than cncourage, unit
development. The Division’s denial of Exxon's 1998 PTU cxpansion application instigated
negotiations betwecn the Division and the PTU Owners to redofine the unit boundary.
Supporting technical data indicated that the Thomson Sand Rcservoir cxtended beyond the
existing unit boundary and that other portions of the unit were not underlain by known
hydrocarbons.

E On February 2, 2001, Exxon applicd to simultancously expand and contract thc PTU boundary.
: On July 31, 2001, the Division and thc PTU Owners cntcred into an agreement in which the
Division apptoved an expansion of the unit area in retum for the PTU Owners’ commitment to
do cortain items of work. This agtecment also provided that the cxpansion lcases would contract
out of the unit and the PTU Owners would pay the State certain sums of moncy if the work was
not done. This “Agreement Resolving All Pending Point Thomson Unit Expansion/Contraction
Matters and Proceedings” (Expansion Agrcement) identified scven Expansion Arcas and onc
Work Commitment Arca (WCA) outside of the preexisting PTU (All together referred to as
“Expansion Acrcage”). The Expansion Agrecment included the following work commitments
by the PTU Owners:

1,  WCA Drilling Commitinent: Drill a welfl through the Thomson Sand

intotval within the Work Commitment Area by June 15, 2003, or the WCA
acreage would automaticaliy contract out the PTU on that date. Drilling a
new well or deepening the Red Dog #! Well would havc fulfilled the WCA
Drilling Commitment

2. 2006 Development Drilling Commitment: Commence dovelopment drilling
in the PTU by June 15, 2006, or all of thc Expansion Acrcage would

automatically contract out of the unit effective that date, and the PTU

;
]
|

if drilling and equipment costs may never be repaid and the undertaking considered as n whole may ultimately result
in a loss; quantities are insufficient to yield a return in excess of operating costs unless those quantities, not
congidering the costs of transportation and marketing, will produce sufficient revenue to induce a prudent operator
to produce those quantities;”

3 PTU Agreement, Article 9, Drilling (o Discovery, “Within 6 months after the effective date hereof, the Unit
Operatot shall begin to drill an adequate test well at a location approved by the Director, ... and thereafter continue
such drilling diligently until the top 100 feet of the Pre-Mississippian formation has been tested or umtil at a lesser
depth unitized substances shall be discovered which can be produced in paying quantities (to wit: quantities
sufficient to repay the costs of drilling, and producing operations, with a reasonable profit) ,..”

1 One of the northern expansion leases remained committed to the PTU because a well drilled on that lease in 1982
was certified as capable of producing in paying quantities.
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Owners wuld pay the State $20,000,000 by July 1, 2006, to compensate for
the unrealzed bonus payments during the period that the Expansion Acrcage
was withhe d from [casing.

3. 2 Devzlopment Drilling C jtment:  Compicte drilling seven
developmunxt wells in the PTU by June 15, 2008, or all of thc Expansion
Acreage vo uld automatically contract out of the unit cffective that date, and
thc PTU 0 wners would pay the State $27,500,000 by July 1, 2008, to
compensap for the unrealized bonus payments during tho period that the
Expansion Acreage was withhcld from leasing,

4. Paticipating Area Commitment: Allocatc production to the Expansion

Acrcage within a participating arca approved by the Division by certain
deadlines. The participating area commitment datc is June 15, 2008, for
Expansion Acreage primarily underlain by the Thomson Sand Rescrvoir;
and June }5, 2010, for Expansion Acrcage primarily undcrlain by a
Brookian prospect.

In addition, the Expamn ion Agreement imposcd contraction provisions and charges of up (o
$27,500,000 if thc PTU Owners failed to meet the drilling commitments. The Agrecment also
increased royalty ratcson cight of the twelve expansion leascs; from 12.5% to 16.66667% on
one lease, and from | 666667% to 20% on the other seven lcascs.

The May 24, 2002 Findings and Dccision contains tho Division’s evaluation of the Expansion
Agreement, which resuted in the Sccond Expansion and Third Contraction of the PTU. The
Expansion Agrcoment added approximatcly 40,353 acres within 12 leascs to the PTU, and
excluded all or portions ©f 4 leases, containing approximately 7,572 acrcs; an overall increasc in
the unit areg of 39 porent. The revised unit arca encompassed approximatcly 116,607 acres

within 46 lcases.

The PTU Owners bascd the Expansion Agrcement on their assumption that they could engineer
and develop a commeni ally viablc gas cycling project. In a gas cycling project natural gas is
produced, gas condensites arc removed, and the dry gas is re-inject back into the reservoir for
later production. The PT"U Owners would nced to build a pipelinc from the PTU to connect with
tho Badami Unit pipcline to ship tho gas condensates through the existing Trans-Alaska oil
pipeline for sale, However, the PTU Owners recognized that until they completed a full
technical evaluation ofthe gas cycling project, commercially viability the project was uncertain,
Thercfore, the Expansiom Agreement provided that if PTU Owncrs found, in their vicw, the
project to be uncconomic by June 15, 2003 (tho Contraction Elcction Deadline), the PTU
Owners could elect to contract all of the Expansion Acrcage out of the PTU, pay the Statc
$8,000,000 to compensite for the unrealized bonus payments during the period that the acrcage
wag withheld from lcaing, and be relcased from the remaining obligations in the Expansion

Agreement,

The Division approvedsubsequent unit plans that described the PTU Owner’s proposed plans for
development of a gas cycling project including: facility design, preliminary cnginccring,
updating the PTU gedmgic model, and initiating thc permitting process.  However, in the
Nineteenth POD, approved effcctive October 1, 2002, Exxon stated that the PTU Owners could
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not justify drilling an cxploration well in thc WCA, the first drilling commitment in the
Expansion Agreement, duc to their findings that tho costs would be higher and the potential
accumulation smallcr than they had previously anticipated.

On January 29, 2003, the Division found that the geological and geophysical data supported
Exxon's proposal to transfer ADL 389728 from the WCA to Expansion Arca #t. This
amendment of the Expansion Agreement increased the applicable royalty rate for ADL 389728
from 16.66667% 10 20% and tho PA Extension Chargo for Expansion Area #| from $17,031,000

to $21,289,000.

Under the terms of the Expansion Agreement, the two remaining Icascs in the WCA contracted
out of the PTU and the PTU Owners relinquished their interest in the leascs effectivo January 21,
2003 and the PTU Owners paid the State $940,000 becausc they failed to fulfill the first drilling

commitment,

On April 24, 2003, Exxon requested a two—year extension of the next three deadlines in the
Expansion Agreement: the Contraction Election Deadline, the 2006 Development Drilling
Commitment, and the 2008 Devclopment Drilling Commitment.

On May 15, 2003, the Division approved a onc-month extension of the Contraction Elcction
Deadline, but the Development Drilling Commitments were unchanged, On Junc 20, 2003, the
PTU Owners requested an additional six-month cxtcnsion of the Contraction Elcction Deadlinc,
On July 14, 2003, the Division approved the Twentieth POD for the period October 1, 2003
through September 30, 2004, during which time, Exxon planned to acquire the necessary permits
and approvals for the gas cycling project whilc evaluating the Thomson reservoir structure and
reservc cstimatcs to move the gas cycling project toward the ncxt phase of funding approval,
This decision also extended the Contraction Election Deadline until January |5, 2004 as follows:

a) On or before July 15, 2003, the Working Intcrest Owners may clect to
contract all of tho Expansion Acrcage out of the PTU, pay the State of
Alagka $8,000,000 to compcnsate for the unrealized bonus payments
during the period that the acreage was withheld from leasing (Extension
Charge), and bc relcased from the rcmaining obligations imposcd in the
Decision. The Extension Charge will be duc on August 1, 2003.

b) Notwithstanding the forcgoing, the above described deadline for clection
is horeby extended for a period of six months, until January 15, 2004, in
cxchange for an increasc of the Extension Charge by the sum of
$2,000,000, provided that, at any time during such six-month extended
period, the PTU Owners may provide notification of their election
herounder, in which event the total Extension Charge of $10,000,000 shall
be reduced by an amount cqual to 1/12 of $4,000,000 for cach full month
of such six-month period remaining.

The Division agreed to extend the Contraction Election Dcadlinc on May 15 and again on July
14, 2003, to allow additional time for the PTU Owners to further cvaluate their proposed gas

cycling project. The PTU Owners prescnted their current interpretation of the PTU geologic
modec! and updated in-place and recoverable hydrocarbons estimates to the Division on October
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{6, 2003. Unfortunately, the PTU Owners’ assessment of their proposed gas cycling project
indicated higher costs and lower liquid recovery than they had previously estimated.

In a letter dated Deccruber 18, 2003, Bxxon stated that enginecring and resource evaluation work
confirmed that, in their view, devclopment of the resource at PTU is challenged. The resource
cvaluation work resulted in a significant reduction in condcnsate recovery under the ITU
Owncrs’ conceptual design for a gas cycling project. fn addition, thcy found that their
cagincering design, along with permitting and environmental requirements addced significant cost
to the gas cycling project. After evaluating potential cost reduction measures and altemate
development plans, Exxon concluded “that a standalonc project prior to gas sales is not
economically viable under the current fiscal systcrn.” Exxon's lctter went on to requcst a further
cxtension of the Contraction Election Deadline, until Junc 15, 2006. The Division's denial of
Exxon's requested cxtensions provides in part:

“Over the past year, the Owners reviewed the geologic model, recalculated the
recoverable liquid hydrocarbons, refined the cngincering design to better cstimatc
the cost of development, began evaluating the environmental impacts through tho
fedcral permitting proccss, and conmsidered alternatc development sccnatios.
Through thesc activitics, thc Owners determined that the gas cycling projcct is
currently uncconomic and suspcnded the permitting process indefinitely.
Representatives from ExxonMobil met with division staff on Dececmber 2, 2003,
to discuss possible rcvisions to the State’s current fiscal system that might make
the gas cycling project commercially viable. However, the Owncrs have not
made any specific proposals that would warrant a further cxtension of the
Contraction Elcction Deadlinc.

Without a commoercially viable project, thc Owners may surrender the cxpansion
acreage, pay the $10 million Cxtcnsion charge, and be released from the
remaining obligations in tho Decision. If the Owners do not excreise this option,
they must begin development drilling in the PTU by June 15, 2006, or all of tho
Expansion Acrcage will automatically contract out of the PTU and the Owners
will pay $20 million to the State of Alaska. We trust that the Owners will
continuc to evaluate options o economically produce the known hydrocarbon
resources underlying the PTU, and look forward to rcviewing the proposed PTU
Twenty-First Plan of Devclopment in July 2004.”

Although the PTU Owners found the gas cycling project to be uncconomic, they did not cxercise
their option to contract the Expansion Acrcage out of the PTU prior to the January 15, 2004
Contraction Election Deadline,

The Twenty-first POD, dated August 31, 2004, stated that the PTU Owners werc unable to
identify a viable gas cycling project under the current fiscal terms and they planned to focus on
gas sales rather than gas cycling. The Twenty-first POD included a proposal to share with the
Division the rcsults of the PTU studies including reserve estimates, distributions, and mapping
for the Thomson Sand Rescrvoir as well as the Brookian and Pre-Mississippian resctvoirs within
the unit arca and provide financial and tcchnical information so the Division could conduct an
independent economic evaluation of the PTU Owners’ gas cycling project. But the WIOs would
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only provide this information if the Division cxecuted an cxiraordinary confidentiality
agreement.

North Slope producers Exxon, BPXA, and CPAI (Sponsor Group), three of the Major PTU
g Owncrs, submitted an application to the State under the Stranded Gas Devclopment Act
i3 (SGDA), which proposed a fiscal contract that may or may not Icad to construction of a major

North Slope gas pipeline. The Sponsor Group does not officially represent the PTU, the PBU or
" any other unitized arca on the North Slope. During the Twenty-first POD, the PTU Owners
B planned to evaluatc the technical and commercial issues nccessary for the PTU Owners lo
' participate in a futurc open scason for major gas salcs from the North Slope.

On September 23, 2004, the Division approved the Twenty-first POD, on condition that Exxon
provide the Division with existing technical information, costs, and other fiscal assumptions
necessary for the Division to conduct an economic analysis of the 'TU Owners’ gas cycling
project, The Division reminded Exxon of the statutory and regulatory confidentiality protections
accorded scnsitive information, and notified Exxon that the Division would not executc the
proposed confidentiality agrecment. The Division requested that Exxon provide copies of all of
the requested data no later than November 15, 2004, In addition, the Division’s approval of the
Twenty-first POD requircd that the 22™ POD contain specific plans to fulfill the 2006 drilling
commitment set forth in the Expansion Agreement,

Exxon appealed the Division’s decision on the Twenty-first POD to thc Commissioner of the
Department of Natural Resources (the Commisgioner). But on November 15, 2004, Exxon hand
delivered a set of technical data to the Division, The Commissioner affirmed the Division’s
Twenty-first POD decision on November 24, 2004,

On June 21, 2005, Exxon proposed amending the Expansion Agrecment such that the Expansion
Acrcage leases would remain within the PTU while the Statc and Sponsor Group continuc
negotiations over a fiscal contract and for the duration of any resulting fiscal contract. On July
1, 2005, the Division rcceived Exxon’s proposcd 22" POD, which included an update on
activities during the term of the Twenty-first POD and planned activities during the onc-ycar
term of the 22" POD. Exxon reported that the PTU Qwners had incorporated the results of the

~ prior geologic model, updated rescrvoir simulation; facility design, and cost estimates into a
conceptual deplction plan for the PTU gas sales project. Under that plan, the PTU Owners
would produce PTU gas and send it to the PBU for further procossing before shipping it via a
North Slope gas pipelinc for sale, but did not specify a time-frame for devclopment.

—— kg -J i . mi

The 22" POD did not commit to timely development or production of unitized substances.
Instead, it proposed further deveclopment of the gas salcs conceptual deplction plan so the PTU
Owners would be prepared to participate in some future open season for nominations to a North
Slope gas pipcline. The 22™ POD provides that the exact timing of the open scason will be
dependent, in part, upon the succcssful completion of a fiscal contract under the SGDA. During
the tcrm of the 22™ POD, the PTU Owners planncd to monitor the progress of the negotiations
under the SGDA and adjust the PTU work schedule as necessary to participate in an open
season. The 22" POD included the items of work summarized as follows:
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1. Incorporate geologic modeling of thc Thomson Sand aquifer unccrtainty and
the Prc-Mississippian bedded facies in the reservoir simulation model to form
the basis of a major gas salcs depletion plan.

2. Initiatc morc detailed facility design or Conceptual Engineering,

3. Dectermine optimum drillsite and well locations and updatc drilling and
completion plan costs to cstimate total project costs and timing,.

4. Share the results of the above tasks with the Division,
5. Begin planning the permitting proccess for the PTU gas sales projcct.

6. Continue working to obtain all PTU Owners’ approval of a new PTU
Operating A greement,

7. Assist the Division with its independent assessment of the commercial
viability of the gas cycling project.

The Division’s July 27, 2005 responsc indicated that it would not accept Exxon’s proposal (o
amend the Expansion Agreemcnt by tying it to the SGDA negotiations or relicve the PTU
Owners of the work commitments they made in return for including the Expansion Acreage in
the PTU. However, the Division indicated that it would be willing to extend the 2006 and 2008
Development  Drilling Commitments, if the PTU Owners agreed to drill an
exploration/delineation well, in licu of a development well, by June 15, 2006 that could provide
pertinent information pertaining to appropriate development of the westcm portion of the
Thomson Sand Reservoir. The Division gave Exxon ten days to submit an acccptable plan,
which should include the following itcms:

1. ExxonMobil shall drill an exploration/dclineation well within the PTU by
Junc 15, 2006.

2. The well mustbe drilled to the Mississippian basemcnt and located to
a. delineate thc Thomson Roservoir west of the PTU #1 well,
b. cvaluateconnectivity and continuity within the Thomson Rescrvoir, and
¢. evaluatethe extont of and the hydrocarbon propertics within the oil rim,

3. ExxonMobil shall apply to thc Alaska Oil and Gas Conservation Commiission
for Pool Rulcs and a deplction plan for the Thomson Reservoir.

4, ExxonMobil shall preparc a schedule of activitics to obtain the neccssary
permits fot construction of the PTU facilities and pipelincs.

5. ExxonMobil shall compare core samples from the Badami wcls with the
appropriate PTU wells to cvaluate the Brookian reservoirs within the PTU.
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Division staff discussed the requested modifications to the 22" POD with thc PTU Qwners on
July 27, 20085, and on August [, Exxon indicatcd that they would respond to the Division by the
end of the month.

On August 31, 2005, Exxon submitted a revised 22°¢ POD and a Ictter requesting a one-ycar
defcrral of both the 2006 and 2008 Devclopment Drilling Commitments, rather than an indefinite
extension undcr the SGDA. The 22™ POD stated that the PTU Owners could not justify drilling
an oxploration well, but Exxon offcred to hold a workshop with Division stafl to cvaluate
whether drilling cxploration/dclineation wells could provide valuable information that would
reduce the uncertainty associated with tho western portion of the Thomson Sand Rescrvoir,
Other than a commitment to drill an cxploration/dclincation well by June 15, 2006, the revised
22™ POD included the other modifications that the Division had requested. However, without a
commitment to drill an cxploration/delincation well within the PTU while requesting deferral of
the Development Drilling Commitments and tying development activities in the 22 POD to the
SGDA, the PTU Owners' plans for development of the PTU are unaccecptable.

III. STATE STATUTES, REGULATIONS, AND PTU AGREEMENT PROVISIONS
RELEVANT TO EVALUATION OF THE PTU OWNERS’ PLANS FOR
DEVELOPMENT OF THE PTU

The standards and criteria for approval of unit plans arc sct out in the Statc statute and
regulations, and the applicable unit agreement,

A. State Statute and Regulations

The Commissioner, or his desi§ncc, may approve a unit plan if he detcrmines it is necessary or
advisable in the public intcrest.” The following statutcs and regulations govern approval of unit
plans:

AS 38.05.180(p) providcs, in part:

To conserve the natural rosources of all or part of an oil or gas pool, ficld, or like
area, the lessees and their represcntatives may unite with cach other, or jointly or
separately with othcrs, in collectively adopting or operating under a cooperative
or unit plan of development or operation of the pool, ficld, or like arca, or part of
it, when determined and certified by the commissioner to bc necessary ot
advisablc in the public intercst. . . . The commissioncr may requirc oil and gas
lcases issued under this scction to contain a provision requiring the lessee to
opcrate under a rcasonable cooperative or unit pian, and may prescribe a plan
under which the lessce must aperate. The plan must adequately protect all parties
in interest, including the state. ”

AS 38.05.180 (q) provides, in part,

A plan authorized by (p) of this scction, which includes land owned by the state,
may contain a provision vcsting thc commissioncr, or a person, committee, or

’ By memorandum dated September 30, 1999, the Commissioner approved a revision of Department Order 003 (hat
delegated this authority to the Director of the Division of Oil and Gas,
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statc ageney, with authority to modify from time to time the rate of prospecting
and development and the quantity and rate of production under the plan.

Under State rcgulation || AAC 83.303(a), the Dircctor will approve & unit plan of development
upon finding that it will: ) promote the conscrvation of all natural resources; 2) promotc the i
prevention of cconomic and physical wastc; and 3} provide for the protection of all partics of 3
intercst, including the State. Subscction .303(b) scts out six factors that the Dircctor will
consider in evaluating a proposed unit plan.

a
3

{1 AAC 83.343, Unit Plan of Developmeat, provides as follows:

(a) A unit plan of devclopment must be filcd for approval as an cxhibit to the unit
agreement if a participating arca is proposed for the unit area under 11 AAC
83.351, or when a reservoir has become sufficicntly dclineated so that a prudent
opcrator would initiatc development activitics in that rescrvoir. All development
opcrations must be conducted under an approved plan of development. A unit
plan of devclopment must contain sufficient information for the commissioner to
determinc whother the plan is consistent with the provisions of 11 AAC 83.303,
The plan must includc a description of the proposed development activities bascd
on data reasonably available at the time the plan is submitted for approval as weil
as plans for the cxploration or dclincation of any land in the unit not included in a
participating area. The plan must includc, to the extent available information

cxists:

(1) long-range proposcd devclopment activitics for the unit,
including plans to dclincate all underlying oil or gas rescrvoirs,
bring the rcservoirs into production, and maintain and enhance
production oncc established;

(2) plans for the exploration or delineation of any land in the unit
not included in & participating arca;

(3) details of the proposcd opcrations for at lcast one year
following submission of the plan; and

(4) the surface location of proposed facilities, drill pads, roads,
docks, causcways, matcrial sites, base camps, wastc disposal sites,
water supplics, airstrips, and any other opcration or facility
neccssary for unit operations,

(b) The commissioncr will approve the unit plan of development if it complies
with the provision of 11 AAC 833.303. If the proposed unit plan of devclopment
is disapproved, the commissioncr will, in his discretion, proposc modifications
which, if acccpted by the unit operator, would qualify the plan for approval.

(¢) The unit plan of development must bc updated and submitted to the
commissioner for approval at lcast 90 days beforc the cxpiration date of the (1
previously approved plan, as sct out in that plan. The update must describe the d
extent to which the requirements of the previously approved pan were achicved; if

actual operations deviated from or did not comply with the previously approved

pan, an explanation of the deviation or noncompliance must be included in the { }
update. ... After the commissioncr has determined that an updated unit plan of w

e
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development is completc as submittcd, or as modified by thc unit opcrator
following the commissioncr’s suggestions, the commissioncr will have an
additional 60 days in which tv approve or disapprove the plan; if no action is
taken by the commissioncr, the updatc of the unit plan of development is
approved.

(d) The unit operator shall submit an annual report to the commissioner
describing the operatons conducted under the unit plan of development during the
preceding year.

(e) The unit operator may, with the approval ol the commissioner, amend 4n
approved pan ot development.

B. The PTU Agreement Provisions

The following PTU Agreement provisions arc rclevant to the Division’s evaluation of the PTU
Owncrs’ plans for development of the PTU.,

Article 10, Plan of Further Devclopment and Operation, provides as follows:

Within six months afier complction of a wcl capablc of producing unitized
substancos in paying quantitics, the Unit Operator shall submit for the approval of
thc Director an acceptable plan of devclopment and operation for the unitized
land which, when approved by the Director, shall constitute the further drilling
and operating obligations of the Unit Operator under this agreemcnt for the period
specificd therein. Thercafter, from time to time beforc the cxpiration of any
3 existing plan, the Unit Operator shall submit for the approval of the Dircctor a

plan for an additional specificd period for the development and operation of the

unitized land. The Unit Opcrator cxpressly covenants to develop the unit arca as
. a rcasonably prudent oporator in a rcasonably prudent manncr.

Any plan submitted pursuant to this section shall provide for the exploration of
the unitized arca and for the diligent drilling nccessary for determination of the
area or areas thereof capable of producing unitized substances in paying
quantitics in each and every productive formation and shall be as completc and
adequatc as the Dircctor may dctermine to be neccssary for timely development
and proper conservation of oil and gas resources of the unitized arca, and shall;

(a) specify the number and location of any wells to be drilled and the
proposed order and timc for such drilling; and,

(b) to the cxtent practicable, specify thc operating practices rcgarded as
neccssary and advisable for thc proper conscrvation of natural
reSOUrces.

Separate plans may be submitted for scparatc productive zoncs, subject lo the
approval of the Director.

’ Said plan or plans shall be modified or supplemented when nccessary to mect
changed conditions, or to protcct the intercsts of all parties to this agrcement.
Reasonable diligence shall be cxercised in complying with the obligations of the
approved plan of development. ...
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Article 16, Conscrvation, states:

Operations hereunder and production of unitized substances shall be conducted to
provide for the most cconomical and efficicnt recovery of said substances without
waste, as defined by or putsuant to state law or regulation.

Article 20, Effective Date and Term, provides in part:

This agreement shall become effective upon approval by the Commissioner or his
duly authorized representative as of the date of approval by the Commissioner
and shall terminate five (5) years from said effective datc unless:
(a) such date of expiration is extended by thc Commissioner, or
(b) it is reasonably detcrmincd ... that the unitized land is incapable of
production of unitized substances in paying quantitics ... or
(¢) a valuable discovery of unitized substanccs has been made or accepted
on unitized land during the said initial term or any exteusion thcreof,
in which event the agreement shall remain in cffect for such term and
so long as unitized substances can be produced in quantities sufficient
to pay for the cost of producing same from wells on unitized land and,
should production cease, so long thereafter as diligent operations are
in progress for the restoration of production or discovery of ncw
production and so long thcreaftcr as the unitized substances so
discovercd can be produces as aforcsaid, or
(d) it is terminated as heretofore provided in this agrecment. ...

Article 21, Rato of Prospceting, Development and Production, provides in part:

... the Dircctor is also hereby vested with authority to alter or modify from time
to time at his discretion the rate of prospecting and development and the quantity
and rate of production under this agrecment when such alteration or modification
is in the intcrest of attaining the conservation objectives stated in this agrecment
and is not in violation of any applicable state law.

Powers in this section vested in the Director shall only be excrcised alter notice to
Unit Operator and opportynity for hearing to be held not less than thirty (30) days
from notice, and shall not be excrcised in a manncr that would (i) requirc any
incrcase in the rate of prospecting, development or production in excess of that
required under good and diligent oil and gas enginecring and production
practices; or (ji) alter or modify the rates of production from the rates provided in
the approved plan of development and operations then in effect .. .; or (iii) prevent
this agreement from serving its purpose of adequately protecting all partics in
interest hereunder, subject to applicable conservation laws and rcgulations.

Point Thomson Unit, Findings and Decision of the Direclor Page 13 of 24

Exc. 000362

PTUREC 008938

E

| ——




J [r—) e “ _j‘ ‘ o ," ix ‘i‘,‘ .ir i

IV. ANALYSIS OF THE PTU OWNERS’ PLANS FOR DEVELOPMENT OF THE PTU

A discussion of the subscction LI AAC 83.303(b) criteria, as they apply to the PTU Owners’
plans for devclopment of the PTU, is set out dircctly below, followed by the Dircctor’s findings
relcvant to the subsection .303(a) criteria; and the Director’s decision.

|. Prior Exploration Aclivitics and Geological and Engincering Characteristics of the
PTU

The Thomson Sand Reservoir is the primary rescevoir in the PTU, consisting of the Lower
Cretaccous Thomson Sand interval trending gencrally west-northwest across the unit, and
between approximately —12,780" and —[3,128’ tvdss® in thc Point Thomson Unit #| discovery
well (PTUL) drilled by Exxon in 1977. Exxon cstimates that the Thomson Sand Recservoir
contains approximately 8 trillion cubic feet (TCF) of gas and over 200 million barrols (MMB) of
recoverable gas condensate with a discontinuous hecavy-oil rim. Thc reservoir prossure is
cxtremcly high, around 13,000 pounds per square inch (psi). Other potentially productive
reservoirs present in the PTU include Brookian Lower Tertiary turbiditc sands and what are
informally refcrred to as the “Pro-Mississippian™ carbonates, Although the Sourdough well data
remain confidential, in 2001 BPXA disclosed that the wclls encountcred rccoverable rescrves of
approximately 200 MMB in the Brookian scction. All three reservoirs are, or may be, over-
pressured throughout much of the PTU.

A subsurfacc ridge-like structural feature constrains the northern edge of thc Thomson Sand
accumulation. While Thomson Sand presence, hydrocarbon charge, and thickness are unccrtain
ot the north flank of the feature, it is possiblc that the Thomson Sand Rescrvoir is present north
of the featurc within Expansion Arca #6.

Eighteen cxploration wells have been drilled within and around the PTU. At the request of the
Unit Operator, the Division certificd scven PTU wells as capablc of producing hydrocarbons in
paying quantitics and granted five wells extended confidentiality’. The public PTU well data is
summarized in Attachment | to this decision.

The available well data allows the Thomson Sand Reservoir to be described as very fine-grained
sand along the southem margin of the unit coarsening northward (o a conglomeratic facics and
exhibiting an avcrage porosity of about 16%. Pcrmeability within the reservoir varies from 10
millidarcies (md) to more than 1,000 md.

¢ Total vertical depth subsurface (below sea level).

720 AAC 25.537. Public and Confidential Well Information. *(d) Lixcept as provided by () of this section, the
reports and information required by this chapter to be filed by the operator will be kept confidential by the
commission for 24 months following the 30-day filing period after well completion, suspension, or nbandonment
unless the operator gives written and unrestricled permission to release all of the reports and information at an
carlier date. Upon notification that the commissioner of the Department of Natural Resources has made a finding
that the required reports and information from a well contain significant information relating to the valuation of
unleased land in the same vicinily, the commission will hold the reports and information confidential beyond the 24-
month peiior and until notified by the commissioner of the Department of Natural Resources to relense the reports
and information.”
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The PTU Owncrs also acquired extensive scismic data over the unit. They merged and began
prestack depth migration processing of four 3D scismic surveys, which cover cssentially the
cntirc unit area: the Point Thomson Unit, Flaxman Lagoon, Island Corridor West, and Challenge
Island surveys, Mcrging the seismic data sets produced a more unificd interpretation of the
extent of thc Thomson Sand Reservoir over the greater unit area. The well and geophysical data
indicate that much of the PTU is underlain or is potentially underlain by oil, natural gas and gas
condcnsate deposits in thc Thomson Sand Reservoir, and by Brookian oil deposits. There also
appears to be a thin and potentially discontinuous oil lcg at the bottom of the Thomson Sand
Reservoir. The PTU owners incorporated thce well and scismic data into u common database,
which is the basis for thc PTU Owners’ Thomson Sand Gceologic and Reservoir Simulation

Models.

The Sixteenth POD, submitted by Exxon on July 30, 1999, includcd a commitment to conform
the unit boundary to conscnsus maps of thc potential rescrvoirs. During the term of the
Sixteenth POD, the PTU Owners developed consensus structure and isochore maps of the
Thomson Sand Rcscrvoir and five potential Brookian accumulations; and initiated unit
expansion discussions with adjacent Icaseholders. On July 31, 2001, the Division and the PTU
Owners cxecuted the Expansion Agrecment, which restructured the unit boundary in cxchange
for the PTU Owners’ cxploration and devclopment commitments.

The Eightcenth POD, approved effective October 1, 2001, included activitics toward fulfilling
thc Expansion Agreemcnt, including selccting a location and contracting for a rig to drill an
exploration/delincation well in the WCA. During the term of the Eighteenth POD, the PTU
Owners completed prestack depth migration of the combined PTU 3D data sct (Point Thomson
Unit, Challenge Island, Island Corridor West and Flaxman Lagoon) over the redefined unit area,
Exxon continued to pursue facility design, engincering and pgeological studies, and
environmental analysis toward devclopment of the Thomson Sand Rescrvoir, and initiated the
federal permitting process for a gas cycling project, which moved from conceptual cngincering
to front-end engincering and facility design during the Eighteenth POD.

In the Nineteenth POD, dated August 8, 2002, Exxon notified the Division that the PTU Owners
would not drill an exploration well prior to the WCA Drilling Comamitment deadline of June 15,
2003, The State and Exxon cxccuted a Mcmorandum of Undcrstanding to facilitate the State
permitting process for the gas cycling project and Exxon proceeded with engineering design of
the surface facilities during the tcrm of the Nincteenth POD. On June 24, 2003, the PTU Owners
presented their updated stratigraphic and structural intcrpretation of the Thomson Sand
Reservoir, bascd on the merged PTU seismic data, to Division staff.

During the tcrm of Twenticth POD, October (, 2003 through September 30, 2004, the PTU
Owners completed a number of technical studics to cvaluate Thomson Reservoir quality, fault
scal, and structural framework; which, to the PTU Owners, indicated a chance of greater
compartmentalization and a higher risk of sand production. The PTU Owners also studiced
alternative facility designs and identified cost reduction measurcs for their proposcd gas cycling
project. The PTU Owners stated that, in their view, their proposed gas cycling project is not
commercially viable. Exxon suspended all permitting activities for their proposed gas cycling
project and deferrcd evaluation of the Pre-Mississippian formation that underlies the Thomson
Sand Rescrvoir. The PTU Owners incorporated the results of the prior geologic model, updated
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reservoir simulation, facility design, and cost cstimates into a depletion plan for a conceptual
PTU gas salcs project.

Dcspite rigorous analyses of scismiic data, the depth of the subsurface geological structurc of the
Thomson Sand Reservoir west of the PTUI well remains suspect and introduces substantial
uncertainty about reservoir conncctivity and continuity, fluid contacts, and the charactcr of the
underlying oil rim betwcen the ecastern and westem arcas of the PTU. An
cxploration/delincation well in this arca would provide geologic and rescrvoir data that could
confirm or reducc the structural uncertainty and aid thc subscquent determination of rccoverable
reserves and development options for thc PTU.

The PTU Owners’ prior cxploration activities identificd scveral hydrocarbon accumulations
within the unit area that arc capablc of production in paying quantitics, The geological and
enginecring data indicate that the PTU is underlain by the Thomson Sand Reservoir, which
containg significant oil, gas, and gas condensatc rescrves, and scveral Brookian oil reservoirs.
However, there has been no further delincation of the known accumulations or cxploration
within thc PTU since BPXA drilled the Sourdough #3 well in 1996. The PTU Qwners have not
yet begun dcvelopment or production of the known hydrocarbon resources within the unit, and
the 22™ POD docs not contain any commitments to do so. Thercfore, the criteria in 11 AAC
83.303(b)(2) and .303(b)(3), do not support approval of the 22" POD.

2. The PTU Owners’ Plans for Development of the PTU

Although the Thomson Sand Reservoir was discovered in 1977 and the PTU contains scveral
known hydrocarbon accumulations that are capable of producing in paying quantitics, the PTU
Owners have not committed to put the unit into commercial production. Instead, the PTU
Owners proposc that more studies arc necded and a fiscal contract changing the State’s royalty
and tax share is requirced before they can begin development of the PTU.

According to Bxxon, the focus of the 22" POD is on preparing for a potential opcn scason for
major gas salcs from the North Slope. The 22™ POD states

The timing of the open scason proccss will be dependent upon successtul
completion of a fiscal contract between the Sponsor Group and the SoA undcr the
Stranded Gas Development Act (SGDA). During the next year, the Owners will
monitor progress of the contract negotiations under the SGDA and be preparcd to
adjust the work schedule to cnsure the nccessary work is conducted in sufficient
time to allow the Owners to prepare for an open season for an Alaska gas pipeline
whilc maximizing the efficiency of the work processcs and sequerice,

The Sponsor Group consists of only threc of the Major PTU Owners: Exxon, BPXA, and CPAI,
and does not officially represent the PTU lessees. The State is also negotiating with two other
applicants that submitted proposals to build a North Slope gas pipeline. Dcpending on the
progress of the negotiations, it is unlikely that a North Slope gas pipelinc will be in opcration
beforc 2012, and the Sponsor Group has not yct madc a public commitment to ¢ver build a North
Slope gas pipeline. However, regardless of the status of thosc negotiations, the PTU Owners
have an obligation to diligently explore, dclineatc, and develop the hydrocarbon resources
underlying the unit area.
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The 22™ POD states that field activitics associated with devclopment drilling should begin three
to three and onc-haif years beforc ficld startup, but it docs not indicate when, if ever, an open
season might occur or when, if cver, Exxon anticipates the commencement of development or
production. At this point in time, the PTU Owners do not control if or when a North Slope gas
pipeline will ever be operational. Rcliance on third partics, beyond the control of the PTU
Owners, is not grounds for the delay of PTU devclopment and production.

While previous plans focused on developing unitized substances through a gas cycling project,
the PTU Owners stated that project was not commercially viable and redirccted their efforts to
evaluate PTU development through gas sales. The 22™ POD describes scveral activitics that the
PTU Qwnors plan to exccute during the next year to evaluate a conceptual PTU gas salcs project,
but those activitics arc all contingent on the Sponsor Group successfully ncgotiating a [iscal

contract with the State under the SGDA.

The 22™ POD outlines the unit operator’s plans for onc year beginning October 1, 2005, Exxon
plans to update the PTU geologic modcl and incorporate the resuits in the rescrvoir simulation to
identify potential upside gas production from thc Prc-Mississippian scction. The technical
studies will be the basis for a gas salcs depletior plan followed by conceptual enginccring for
detailed facility design. The 22" POD anticipates completing the depletion plan in April 2006
and initiating conceptual engineering, a 9 to |2 month proccss that must be completed in time for
the PTU Ownecrs to be preparcd to nominate gas in an open season, should onc occur. During
the conceptual engineering process, the PTU Owncrs plan to determine optirnum drillsites and
well locations, and update drilling and completion costs to cstimate total project costs and
timing. PTU conceptual cngineering will also include provisions for Brookian development,
which Exxon anticipates will vccur after it develops the Thomson Sand Reservoir. Elowcver, the
22™ POD did not identify a firm date for the start of production.

During the 22™ POD, the PTU Owncrs plan to assess the permitting requirements for PTU gas
sales. They will review the previous permitting activities undertaken for the gas injcction
project, cvaluate the nced for additional data and studics, and asscss the interrelationship
between permitting for PTU development and for the Alaska gas pipeline project. The PTU
Operator will also apply to the AOGCC for a conscrvation order that addresses gas offtake and
depletion plans for the Thomson Sand Reservoir and discuss other conscrvation orders nceded
for PTU devclopment. Based on the permitting assessment, Exxon will update the project
timcline and preparc a schedule of activities to obtain tho permits and conservation ordets
needed to drill tho PTU wells and to construct and operate the facilities and pipclines.

To address the Division’s concern about reservoir uncertainty in thc western unit arca, the 22™
POD includes Exxon's offcr to hold a workshop to cvaluate whether drilling delineation wells
could provide valuable information that would rcduce the unccrtainty associatcd with the
western Thomson Sand Reservoir. The 22™ POD also includes plans to compare corc samples
from PTU and Badami weclls to cvaluatc potential development of Brookian prospects within the

PTU.

While there is some benefit to the proposals in the 22" POD, it does not contain sufticicnt plans
or commitments to timely develop and producc unitized substanccs. The PTU Owners are not
entitled to condition dcvelopment of the PTU on the construction of a pipcline by a third party or
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on modification of the state’s royalty and tax rights, PTU Owncrs plans for dclincation and
development of the unit area do not justify approval of the 22™ POD or the PTU Owncrs’
request for cxtension of the 2006 and 2008 Devclopment Drilling Commitments. The 22™ POD
docs not mect the criteria in scction | 1 AAC 83.303(b)(4).

3. Economic Costs and Benefits of the PTU Owners’ Plans for Development of the PTU.

The cost to the state and the public of approving the 22™ POD is that the known underlying
hydrocarboas will not be timely dclmcatcd and produced and thc remainder of the unit arca will
not be timely cxplorcd. Morcover, the 22 POD conditions PTU development on amending the
State’s cxisting tax and royalty structure in the Sponsor Group's fiscal contract and construction
of a North Slopc gas pipelinc, which arc an inappropriate basis upon which to condition PTU
development.

[n the short-term, dcvelopment of the PTU could create additional jobs and in the long-term,
devclopment would create additional employment and income to State residents. The Statc and
the public are primarily interested in timely oil and gas production from Statc Icases. Every ycar
that production is delayed costs the State millions of dollars in unrealized intcrest on production
revenue and delays the sccondary benefits associated with PTU devclopment. If thc PTU
Owners developed and began production from the PTU, the State would earn royalty and tax
revenues over the long-term lifc of the ficld. Royalties, corporate income taxcs, property taxcs,
and sevcrance taxes would benefit the local and state cconomy, and provide revenuc to the
State’s general, school, and permanent funds. The PTU Owners may reinvest revenucs from
PTU production in necw cxploration and devclopment in the State.

Devclopment of the PTU would also incrcase demand for goods and services supplied by local
businesses, retailcrs, and service providers. An increasced properly tax basc would bencfit the
residents and communities within thc North Slope Borough and along the Trans-Alaska Pipeline
corridor, Timely dovelopment and production from the PTU will lead to additional devclopment
and production from other rcservoirs in the unit arca and could provide an infrastructurc basc for
exploration, devclopment, and production outside of the unit arca,

The Division’s May 24, 2002 cvaluation of the Expansion Agreement, found that the cconomic
bencfits of including the Expansion Acrcage in the PTU outweighed the costs because the PTU
owners made meaningful commitments to explore and develop the Thomson Sand Rescrvoir by
drilling adcquate exploration and dcvelopment wells by dates certain, and agrecd to increascd
royalty rates for some of the Icases to compcensate the state {or lost opportunities to re-lcasc the
acreage. If the Applicants fail to follow through with those commitments as sclicduled, the
Expansion Acreage will automatically contract out of the unit, and the PTU Owners must
compensate the Statc for thc lost opportunity to reccive bonus payments in past lease sales.
However, the PTU Owners have requested a onc-year deferral of thc Development Drilling
Commitments. The 22* POD, unlike the Eightcenth POD and subsequent plans, docs not
3 contain activitics toward fulfilling the commitments in thc Expansion Agreement,

[~ [ -3 “‘

i

[n addition to the Development Drilling Commitments, the Expansion Agrcement also containg
the PTU Owners commitments to allocate production undcr an approved participating arca by
June 15, 2008, for Expansion Arcas primarily underlain by the Thomson Sand Rescrvoir; and by
June 1[5, 2010, for Expansion Arcas underlain by Brookian prospects. If the PTU Owners
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ultimately fail to drill the required development wells, approval of a onc-year deferral of the
Development Drilling Commitments would delay receipt of any payments to compensate for
withholding the Expansion Acreagc from leasing, and if they do ultimately develop the PTU,
deforral would delay receipt of facility and production related payments,.

There are currently 45 statc oil and gas lcases committed to the PTU Agreement.® Most of the
PTU leases had a [0-ycar primary term, except the four most recent lcases, which were issued
with 7-year primary terms. All but two of the PTU leascs arc beyond their primary term, but
undery Article 18 (d) of the PTU Agrecment they are all extended for the duration of the unit

term,

[n addition, the primary terms of seven PTU leascs arc cxtended becauso the Division certified
wells located on those leascs as capable of production in paying quantities. The PTU lcases with
certified wells arc: ADL 28382, ADL 47556, ADL 47560, ADL 47567, and ADL 47473, which
werc issued on lease form DL-1 revised October 1963; ADL 312862 issucd on DMEM-|-798
(Sliding Scale Royalty) revised November 5, 1979; and ADL 343112, issued on DMEM [-82
(Nct Profit Share) reviscd April 7, 1982. The primary tcrm of thesc leases are extended under
the individual lease agroements and State regulation. Paragraph 7 of the DL-[ Icasc form states:

Extension by Shut-in Production. If, upon the expiration of the primary tcrm or at
any timc or times thercafter, there is on said land a well capable of producing oil
or gas in paying quantitics, this leasc shall not expirc because Lessce fails to
produce the same unless Lessor gives notice to Lessce allowing a reasonablo
time, which shall not be less than sixty days, after such natice to place the well on
a producing status, and Lessec fails to do so; provided, that after such status is
establishcd such production shall continue on the said land unlcss and until
suspension of production is allowed by Lessor.

Lease forms DMEM-(-79B (Sliding Scalc Royalty) and DMEM 1-82 (Nct Profit Sharc) contain
similar cxtension provision under Paragraph 5 (d) and Paragraph 4(d), respectively. However,
these two lease forms specify that the lessor must give the (esgee at least six months notice to
place the well on production. State rcgulation |1 AAC 83.135, Shut-in Production contains

similar language.

The lessees havo had twenty to thirty years to delincate, develop, and commence production
from the hydrocarbon accumulations underlying these leases, which contain wclls that arc
certificd as capable of production in paying quaatities. If the Division notifics the lcssces that
they must commence production, and they fail to do so within the time allowed, the leases will
no longer be hcld by shut-in production, although the primary terms may continuc to be extended
by unitization or other extension provisions in the Jcase agrecments.

* Six of the PTU leases were effective in 1965, nineteen in 1969, three in 1970, two in 1979, four in 1982, cne in
1988, eight in 1991, one in 1993, two in 1997, and one each in 2000 and 2002,

? PTU Agreement, Article 18 (d) states “Each lease, sublease or contract relnting lo the exploration, drilling,
development or operation for oil or gas of lands, committed to (his agrecment, which, by its terms mighl expire prior
to the termination of this agreement, is hereby extended beyond any such term so provided therein su that it shall be
continued in full force and effect for and during the term o this agreement.”
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If the PTU Agreement terminates and the leases expirc, the Division could re-offer the acreage
for lease in future lease sales and imposc work commitments in the new leases.'® Re-offering the
PTU acrcage would also replace older lcase forms with a more modern updated leasc form. The
Division reccived bonus bids totaling ncarly $146 million when the State originally issued the
current PTU leascs, and could altract significantly higher bid bonuscs today.

Another bencfit the state could rcalize by rc-offering the unit acreage is thc potential for
increased royalty ratcs. Most of thc leascs in the core unit arca have royalty rates of 12.5%. If
the Division were to re-offer the acreage, it could impose higher royalty rates. The PTU Qwners
agreed to increased royalty ratcs for some leases in the Expansion Arcas, cnsuring that the Statc
would receive the benefit of higher royaltics on production from thosc Icases without rcleasing
the acreage. Tho royalty rate increased from 16.66667% to 20% for seven of the leascs and from
12,5% to 16.66667% for onc lcase.

If the PTU js terminated and the Division re-offered the PTU acreage for bid, it might attract
new lessces who may bring now ideas and energy as well as new geologic interpretations,
enginecring, development timelines, and markcting perspectives to develop the area. At this
point, the current PTU Owners have had the leascs for far beyond their primary term, and their
conclusion today is simply that they cannot make enough moncy to justify devclopment, It is
time for the PTU Owners to develop and produce or give new lcssecs had a chance to develop
the known hydrocarbon rosources within the PTU.

In summary, the cconomic costs outweigh the benefits that might be gained by approving the
22" POD. Therefore, the Division’s cvaluation of the scction .303(b)(5) economic critcria docs
not support approval of the 22 POD.

4, Environmental Costs and Benefits of the PTU Owners’ Plans for Devclopment of the
PTU,

The PTU Owners do not proposc any exploration, delincation, or development operations within
the PTU. Thercfore, the section |1 AAC 83.303(b)(1) environmental criteria ncither supports
nor condemus approval of the PTU Owners’ plans for devclopment of the PTU.

5. Other Relevant Factors to Protect the Public Interest

The PTU contains wells certified as capable of production in paying quantitics. Considcring the
facts, it is now time to develop and produce the underlying hydrocarbons. If the PTU Owners
have been unablc to identify a commercial projcct in nearly 30 ycars, it is time to terminate the
unit and re-offer the acreage to new lessces who will have the opportunity to develop the State’s
resources in a timely manner.

[

The Division has given the PTU Owncrs many opportunitics over many years to develop the
PTU. [tis not in the public intcresi to grant a statc lcssce an indefinite cxtension on development
merely becausc development in their view is not currently profitable enough or is too risky.

10 “The Commissioner may include terms in any oil and gas lease imposing minimum work commitment on the
lessee, These terms shall be made public before the sale, and may include appropriate penalty provisions to fake
effect in the ovent the lessee does not fulfill the minimum work commitment.” AS 38.05.180 (h).
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The intent of oil and gas [cases is to givc producers an opportunity to explore, develop, and
produce within the primary term of the lease. That intent has been met and cxcecded in this
case. It is not in the public intercst to change leasehold intent by allowing a lessce’s parochial
interests to supersede the State interest for orderly and rcasonably prompt development.

The state’s primary interest in oil and gas leases is development of hydrocarbons which yicld oil
and gas revenuc. Thestate’s intercst is not met by allowing the producers to delay production
until such time as the lessce determincs that it is the lessce’s optimum time to develop a known
resourcc or the State agrees to compromisc its tax and royalty system,

It is not fair to the public or other potential lessecs to allow the current PTU Owners to continuc
to hold the loases, thereby precluding others from the opportunity to develop the resource.

V. FINDINGS

The PTU Owners’ Plans for Development of the PTU fail to mceet the critetia in [1 AAC
83.303(a) as follows:

A. Promote the Conscrvation of All Natural Resources.

If the Unit Operator proposed any operations under the 22™ POD, there would be cnvironimental
impacts associated with reservoir development. Tlowever, unitized development of the unit arca
would reducc the disuption of land and fish and wildlife habitat that would occur under
individual lease development. This reduction in environmental impacts and preservation of
subsistencc access would, when taken in isofation, be in the public interest. While unitized
operations conserve natural resources when compared to lcasc-by-lcasc  development,
development on a lcase basis maybc preferable to no development at all. However, developrent
of the Thomson Sand Reservoir is possible under a new unit agreement,

Additionally, before undertaking any specific operations, the unit opcrator must submit a unit
plan of operations to the Division and other appropriate state and local agencics for review and
approval, and the lessees may not commence cxploration or development operations until all
agencics havo granted the required permits. The Division may condition its approval of a unit
plan of operations and other permits on performance of mitigation measures in addition to thosc
in the leases, if nccesary or appropriate, Compliance with the mitigation measurcs would
minimize, reduce or completely avoid adverse cnvironmental impacts.  Lease-by-lease
operations would also requirc agency approvals, including mitigation measures.

B. Promote the Prevention of Economic and Physlcal Waste.

Exxon submitted geological, geophysical, and engineering data to support its intcrpretation of
the hydrocarbon accumulations underlying the unit area. The available data indicatcs the PTU
encompasses all or par of one or more hydrocarbon accumulations, but the PTU Owners' plans
do not provide for delineation and timely development of thosc resources.

The PTU Owners stated that a gas cycling projcct was not commercially viable and the 22"

POD focuses on evaluating gas sales, but does not commit to produce and sell PTU gas. There is
uncertainty rcgarding continuity of the reservoir in the westcrn unit area, which could be
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addressed by drilling additional dclincation wells. Tho Unit Opcrator has not adequately
considcred alternate developrment scenarios that incorporate both gas sales and gas cycling. Nor
hags Exxon evaluatcd the cumulative bencfits of simultancously devcloping the multiple
hydrocarbon accumulations within the unit arca. Timely development and production from the
PTU docs not preclude PTU gas salcs at a later date. Focusing on gas sales at the exclusion of
all other development options may result in waste of natural resources.

Gas cycling theoretically allows the recovery of significantly more liquids than would be
recovered in a pure gas blow down project. In a gas blow down scenario, oil and gas
condcnsates that remain in the ficld following gas sales may bo largely unrccoverable. In
addition, dclaying timely production also constitutes wastc. The Division and AOGCC must
determine whether the proposcd development will promote the conscrvation of oil and gas, but
the Unit Operator has yot to apply to AOGCC for conscrvation orders and to the Division for
approval of a depletion plan. The Dircctor has the authority to modify the ratc of devclopment to
achieve the conservation objectives under the PTU Agrecment, and I find that increasing the rate
of development in the PTU is nccessary and advisable.

C. Provide for the Protection of All Parties of Intercst, Including the State

A majority of the Statc's general fund revenue is derived from North Slope oil and gas
operations in the form of royalty, nct profit shares, production tax, property tax, and corporatc
income tax. Failure to devclop and produce known hydrocarbon accumulations deprives the
State of incremental revenuc, economic activity and jobs. Should the PTU terminatc, the area
could be rc-leased and unitized again under an acceptable unit plan of development that includes
commitments to devclop and produce the underlying hydrocarbon accumulations.

Continuing this 30-year record of non-devclopment and delay of an oil and gas lessce’s
obligations to dcvelop and producc its oil and gas lcases makes a mockery of the statutory,
regulatory and contractual protections for the Statc as owner of the oil and gas estate, Thercfore,
the 22™ POD is unacceptablc.

VI. DECISION

The 22™ POD fails to meet the requircments of 11 AAC 83.303 and .343 becausc it does not
provide for the reasonablc delineation and timely devclopment of the hydrocacbon accumulations
in the unit arca. Nearly 30 ycars ago, lcssces discovered the Thomson Sand Rescrvoir
underlying the PTU, which to date has not been developed or put into commercial production,
The PTU contains significant gas condensate and oil resources. Eighteen wells have been drilled
within and around the PTU, but tho most recent PTU well was drillcd by BPXA ncarly 20 ycars
ago. Although some of thc lcascs are morc than 40 ycars old, and scveral hydrocarbon
accumulations within the unit area contain wclls that are ccrtificd as capable of producing in
paying quantities, the Unit Opcrator has not stated that production from the PTU is cconomic
, and has not committed to development and commercial production. To the contrary, the Unit
Operator has stated the production from the unit is not cconomic.

I
]
]

I. The 22™ POD makes no commitment to timely develop and produce PTU oil, gas, or gas
condensate. The 22™ POD is hercby denied.
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2. Failure to obtain approval of thc unit plan is grounds for default under the PTU
Agrecement and the Statc oit and gas regulations. The PTU Owners are hereby notificd
that effcctive October [, 2005, the PTU Agrecment is in default.

3. To cure the default, the Unit Operator shall submit an accoptable POD within 90 days, by
Thursday, December 29, 2005.

a) An acceptable unit plan must contain specific commitments to timely delineate
the hydrocarbon accumulations underlying the PTU and develop the unitized
substances. Thc following commitments represent an acceptable PTU plan of
development:

Devclopment activitics for the unit, including plans and deadlines to
delincate th¢ Thomson Sand Reservoir, bring the rcscrvoir into
commercial production, maximize oil, condcnsate, and gas rccovery,
and maintain and enhance production once cstablished; and plans for
the cxploration or dclineation and production of other hydrocarbon
accumulations and lands that lic stratigraphically above or below the
Thomson Sand Reservoir;

The PTU Owners shall sanction a commercial PTU dcvelopment
project by October 1, 2006, and provide the Division with cvidence of
corporate approval and commitment of project funding.

The PTU Operator shall begin commercial production of unitized
substances from thc PTU by October 1, 2009.

Details of the proposed operations to fulfill the 2006 Deovclopment
Drilling Commitment, including thc proposed surface location of the
drill pad, bottom-hole location for the well, testing plan, and schedule
of activitics. The conscquences of failure to fulfill the 2006 drilling
commitment arc spccificd in the Expansion Agrecment.

4, Failure to submit an acceptable plan of development is grounds for termination of the

PTU.

5. The PTU Operator shall commence development operations within the PTU by October
[, 2007. The PTU Owners shall havc an opportunity for hearing rcgarding this notice to
modify the ratc of PTU development.

6. Oil and gas Icases ADL 28382, ADL 47556, ADL 47560, ADL 47567, ADL 47473,
ADL 312862, and ADL 343112, must commence production in paying quantitics, as
defined in [1 AAC 83.105, from by October 1, 2009, The Division shall also provide
notice to the notification Icssees, Exxon Mobil Corporation, ExxonMobil Oil
Corporation, Chevron U.S.A,, Inc.,, and Devon Energy Production Company, LP undcr
separatc cover.
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A person affccted by this decision may appeal it, in accordance with 11 AAC 02, Any appeal
must be received within 20 calendar days after the date of “issuance” of this decision, as defincd
in 11 AAC 02.040 (c) and (d), and may be mailed or dclivered to Thomas E. frwin,
Commissioner, Department of Natural Resources, 550 W. 7th Avenue, Suitc 1400, Anchorage,
Alaska 99501; faxed to 1-907-269-8918; or scnt by cleccronic mail to
dnr_appcals@dnr.state ak.us. This decision takes cffect immediatcly. [f no appeal is filed by the
appeal deadlinc, this dccision becomes a final administrative order and decision of the
department on the 3" day after issuance. An cligiblec person must first appeal this decision in
accordance with 11 AAC 02 before appealing this decision to Superior Court. A copy of 1]
AAC 02 may be obtained from any rcgional information office of the Department of Natural

Resources.
Original signed by Mark D. Myers, Director September 30, 2005
Mark D. Myecrs, Dircetor Date

Division of Oil and Gas

cc: Thomas E. [rwin, Commissioncr DNR
John Norman, Chair AOGCC
Richard Todd, Senior Assistant Attorncy General
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DENIAL OF THE PROPOSED PLANS FOR DEVELOPMENT OF THE

POINT THOMSON UNIT

October 27, 2005

Findings and Decision of the Director, Division of Qil and Gas
Under Delegation of Authority from the
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The Division of Oil and Gas (the Division) hereby amends the decision entitled Denial of the
Proposed Plans for Development of the Point Thomson Unit dated September 30, 2005 (the
Decision). The Decision included notice that the Division would hold a hearing under Article 21
of the Point Thomson Unit Agreement. The Decision is amended to remove certain items of
work and all references to Article 21 because they do not apply to the Division’s evaluation of
the Unit Operator's proposed plans for development of the Point Thomson Unit.

I.  SUMMARY OF DECISION

This is the final Decision of the Alaska Department of Natural Resources, Division of Qil and
Gas (the Division) on the Twenty-second Plan of Development (22" POD) for the Point
Thomson Unit (PTU) submitted by the PTU Operator, Exxon Mobil Corporation (Exxon), on
August 31, 2005. The Division finds that the PTU Agreement is in default for Exxon’s failure to
submit an acceptable unit plan of development.

The PTU is underlain by a massive undeveloped gas and gas condensate reservoir that was
discovered nearly 30 years ago, but the PTU oil and gas lessees have determined that production
of the unitized substances is, in their view, not commercially viable. The 22™ pOD proposes
additional studies to determine if the PTU lessees can design a commercially viable production

project.

The 22" POD states that PTU development is not possible without modifying the current laws
regarding the State’s right to taxes and royalties on oil and gas production and on construction of
a North Slope gas pipeline. The PTU Operator proposed integrating the lessees’ PTU
development obligations into negotiations for a fiscal contract with the State and proposed a two
year delay of the development commitments made by the lessees in connection with an
expansion of the PTU in 2001, both of which would make PTU development uncertain. The
current fiscal contract negotiations may or may not lead to construction of a North Slope gas

pipeline.

The premise that the PTU can only be developed if a North Slope gas pipeline is built is
inappropriate. In addition to dry gas, the unit contains 100s of millions of barrels of hydrocarbon
liquids. These hydrocarbon liquids could be produced using mostly existing oil pipelines
without construction of a North Slope gas pipeline. Therefore, potential PTU development is
not, in fact, limited to dry gas production. In addition, the PTU Agreement, which requires
timely exploration, delineation, development, and production of unitized substances, does not
guarantee the lessees’ commercial success or provide for indefinite extension of the leases.

1. The 22nd POD is disapproved because it does not set out a plan to bring the PTU
into commercial production within a reasonable time frame.

2. Failure to obtain approval of the unit plan is grounds for default under the PTU
Agreement and the State oil and gas regulations. Effective October 1, 2005, the
PTU Agreement is in default. Exxon has 90 days, until December 29, 2005 to
cure the default by submitting a unit plan that commits to timely development and
production of unitized substances.
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3. In addition, the Division denies Exxon's request for a one-year deferral of the
Expansion Agreement commitments. [f Exxon does not commence drilling
within the PTU by June 15, 2006, the PTU boundary will contract and the
contracted leases will no longer be held by unitization.

[I. BACKGROUND

The details of the PTU history set out below can be summarized as follows. Some of the PTU
leases were issued over 40 years ago and the unit has been in existence for 28 years. The
Division certified 7 exploration wells within and around the unit area as capable of producing
hydrocarbons in paying quantities, but it has been 20 years since the last well was drilled. The
Thomson Sand Reservoir is known to contain at least 8 trillion cubic feet of gas and 200 million
barrels of gas condensate and oil. The PTU also contains 100s of millions of barrels of oil in the
shallower Brookian reservoirs. The PTU lessees have not yet determined whether they can
commercially produce PTU resources, and they have not committed to timely explore, delineate,
or develop PTU oil, gas, or gas condensate. The unit operator has consistently proposed that
more studies or workshops are needed before putting the PTU into production and, since 1983,
has periodically asserted that production cannot begin until a North Slope gas pipeline is built.

The PTU is located on the North Slope of Alaska. The western unit boundary is approximately 3
miles east of the Badami Unit and 30 miles east of the Prudhoe Bay Unit (PBU), and the eastern
unit boundary lies west of the western boundary of the Arctic National Wildlife Refuge
(ANWR). The southern PTU boundary is onshore, and the northern boundary is offshore in the
Beaufort Sea, adjacent to or near the three-mile territorial sea boundary that separates state from
federal Outer Continental Shelf (OCS) lands. The PTU consists of 45 state oil and gas leases
encompassing approximately 106,200.55 acres. The state owns the entire subsurface estate

within the unit area.

Twenty-five lessees hold working interest ownership in the PTU (PTU Owners), and Exxon is
the designated Unit Operator. Ownership is calculated based on a lessee’s percent of working
interest ownership in each lease multiplied by the lease acreage, as a percentage of the total unit
acreage. On a surface acreage basis, the Major PTU Owners hold 98.9056% of the PTU:; Exxon
52.5779%', BP Exploration (Alaska) Inc. (BPXA) 29.1943%, Chevron U.S.A. Inc. (Chevron)
14.3125%, and ConocoPhillips Alaska, Inc, (CPAI) 2.821%. The Minor PTU Owners include
twenty entities that hold the remaining 1.0944% interest in the PTU.

The Division approved the PTU Agreement effective August 1, 1977, with a five-year Initial
Plan of Exploration. The original unit area included 18 state oil and gas leases comprising
approximately 40,768 acres. The PTU Owners drilled 11 wells in and around the unit area
between 1978 and 1983, and the Division certified six of those wells as capable of producing
hydrocarbons in paying quantities under the regulations? and the PTU Agreement.’

! Exxon Mobil Corporation holds 43.2361% working interest ownership in the PTU and ExxonMobil Oil
Corporation holds 9.3418%, jointly referred to as Exxon.

111 AAC 83.361, Certification of Well Test Results, “For the purposes of 11 AAC 83.301 - 11 AAC 83.395, a
well will be considered capable of producing hydrocarbons in paying quantities, as defined in 11 AAC 83.395,
when 5o certified by the commissioner following application by the lessee or unit operator. The commissioner will
require the submission of data necessary to make the certification, including all results of the flow test or tests,
supporting geological data, and cost data reasonably necessary to show that the production capability of the well
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On March 26, 1984, the Division approved an application to expand the unit area on condition
that the PTU Owners drill a well on one of the two southemn expansion leases by March 31,
1985, and a well on one of the ten northern expansion leases by February 1, 1990. The
expansion added approximately 94,152 acres within 25 leases to the PTU. The PTU Owners
failed to meet both drilling commitments; therefore, the two southern expansion leases and nine
northemn expansion leases contracted out of the PTU.*

— g

[n 1998, the Division denied a unit expansion application, which was submitted by Exxon as the
owner of the proposed expansion lease, rather than as the PTU Operator; because it was not
supported by the other PTU Owners, The Division found that adding a lease to a unit where the
owners have demonstrated a lack of cooperation may discourage, rather than encourage, unit
development. The Division’s denial of Exxon’s 1998 PTU expansion application instigated
negotiations between the Division and the PTU Owners to redefine the unit boundary.
Supporting technical data indicated that the Thomson Sand Reservoir extended beyond the
existing unit boundary and that other portions of the unit were not underlain by known

hydrocarbons.

]

e

On February 2, 2001, Exxon applied to simultaneously expand and contract the PTU boundary.
On July 31, 2001, the Division and the PTU Owners entered into an agreement in which the
Division approved an expansion of the unit area in return for the PTU Owners’ commitment to
do certain items of work. This agreement also provided that the expansion leases would contract
out of the unit and the PTU QOwners would pay the State certain sums of money if the work was
not done. This “Agreement Resolving All Pending Point Thomson Unit Expansion/Contraction
Mauters and Proceedings” (Expansion Agreement) identified seven Expansion Areas and one
Work Commitment Area (WCA) outside of the preexisting PTU (All together referred to as
“Expansion Acreage”). The Expansion Agreement included the following work commitments

by the PTU Owners; f

1. WCA Drilling Commitment: Drill a well through the Thomson Sand interval
within the Work Commitment Area by June 15, 2003, or the WCA acreage
would automatically contract out the PTU on that date. Drilling a new well or
deepening the Red Dog #1 Well would have fulfilled the WCA Dirilling

Commitment

\ ; _——

satisfies the economic requirements of the paying quantitics definition.” 11 AAC 83.395. Definitions. “Unless the
context clearly requires a different meaning, in 11 AAC 83.301 — 11 AAC 83.395 and in the applicable unit
agreements, ... (4) ‘paying quantities” means quantities sufficient to yield a return in excess of operating costs, even
if drilling and equipment costs may never be repaid and the undertaking considered a3 a whole may ultimately result
in a loss; quantities are insufficient to yield a return in excess of operating costs unless those quantities, not
considering the costs of transportation and marketing, will produce sufficient revenue to induce a prudent operator
to produce those quantities;” ‘
] T PTU Agreement, Article 9, Drilling to Discovery. “Within 6 months after the effective date hereof, the Unit
Operator shall begin to drill an adequate test well at a location approved by the Director, ... and thereafter continue
such drilling diligently until the top 100 feet of the Pre-Mississippian formation has been tested or until at a lesser
depth unitized substances shall be discovered which can be produced in paying quantities (to wit: quantities
sufficient to repay the costs of drilling, and producing operations, with a reasonable profit) ...”
* One of the northern expansion leases remained committed to the PTU because a well drilled on that lease in 1982

was certified as capable of producing in paying quantities.
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2. 2006 Development Drilling Commitment: Commence development drilling in
the PTU by June 15, 2006, or all of the Expansion Acreage would automatically
contract out of the unit effective that date, and the PTU Owners would pay the
State $20,000,000 by July I, 2006, to compensate for the unrealized bonus
payments during the period that the Expansion Acreage was withheld from

leasing.

3. 2008 Development Drilling Commitment: Complete drilling seven

development wells in the PTU by June 15, 2008, or all of the Expansion
Acreage would automatically contract out of the unit effective that date, and the
PTU Owners would pay the State $27,500,000 by July 1, 2008, to compensate
for the unrealized bonus payments during the period that the Expansion Acreage

was withheld from leasing.

4, Participating Area Commitment: Allocate production to the Expansion Acreage
within a participating area approved by the Division by certain deadlines. The
participating area commitment date is June 15, 2008, for Expansion Acreage
primarily underlain by the Thomson Sand Reservoir; and June 15, 2010, for
Expansion Acreage primarily underlain by a Brookian prospect.

In addition, the Expansion Agreement imposed contraction provisions and charges of up to
$27,500,000 if the PTU Owners failed to meet the drilling commitments. The Agreement also
increased royalty rates on eight of the twelve expansion leases; from 12.5% to 16.66667% on
one lease, and from 16.66667% to 20% on the other seven leases.

The May 24, 2002 Findings and Decision contains the Division’s evaluation of the Expansion
Agreement, which resulted in the Second Expansion and Third Contraction of the PTU. The
Expansion Agreement added approximately 40,353 acres within 12 leases to the PTU, and
excluded all or portions of 4 leases, containing approximately 7,572 acres; an overall increase in
the unit area of 39 percent. The revised unit area encompassed approximately 116,607 acres

within 46 leases.

The PTU Owners based the Expansion Agreement on their assumption that they could engineer
and develop a commercially viable gas cycling project. In a gas cycling project natural gas is
produced, gas condensates are removed, and the dry gas is re-inject back into the reservoir for
later production. The PTU Owners would need to build a pipeline from the PTU to connect with
the Badami Unit pipeline to ship the gas condensates through the existing Trans-Alaska oil
pipeline for sale. The Expansion Agreement provided that if PTU Owners found, in their view,
the project to be uneconomic by June 15, 2003 (the Contraction Election Deadline), the PTU
Owners could elect to contract all of the Expansion Acreage out of the PTU, pay the State
$8,000,000 to compensate for the unrealized bonus payments during the period that the acreage
was withheld from leasing, and be released from the remaining obligations in the Expansion

Agreement.
The Division approved subsequent unit plans that described the PTU Owner’s proposed plans for
development of a gas cycling project including: facility design, preliminary engineering,

updating the PTU geologic model, and initiating the permitting process. However, in the
Nineteenth POD, approved effective October [, 2002, Exxon stated that the PTU Owners could
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not justify drilling an exploration well in the WCA, the first drilling commitment in the
Expansion Agreement, due to their findings that the costs would be higher and the potential
accumulation smaller than they had previously anticipated.

On January 29, 2003, the Division found that the geological and geophysical data supported
Exxon’s proposal to transfer ADL 389728 from the WCA to Expansion Area #1. This
amendment of the Expansion Agreement increased the applicable royalty rate for ADL 389728
from 16.66667% to 20% and the PA Extension Charge for Expansion Area #1 from $17,031,000

to $21,289,000.

Under the terms of the Expansion Agreement, the two remaining leases in the WCA contracted
out of the PTU and the PTU Owners relinquished their interest in the leases effective January 21,
2003 and the PTU Owners paid the State $940,000 because they failed to fulfill the first drilling
commitment.

On April 24, 2003, Exxon requested a two-year extension of the next three deadlines in the
Expansion Agreement; the Contraction Election Deadline, the 2006 Development Drilling
Commitment, and the 2008 Development Drilling Commitment,

On May 15, 2003, the Division approved a one-month extension of the Contraction Election
Deadline, but the Development Drilling Commitments were unchanged. On June 20, 2003, the
PTU Owners requested an additional six-month extension of the Contraction Election Deadline.
On July 14, 2003, the Division approved the Twentieth POD for the period October 1, 2003
through September 30, 2004, during which time, Exxon planned to acquire the necessary permits
and approvals for the gas cycling project while evaluating the Thomson reservoir structure and
reserve estimates to move the gas cycling project toward the next phase of funding approval.
This decision also extended the Contraction Election Deadline until January 15, 2004 as follows:

a) On or before July 15, 2003, the Working Interest Owners may elect to
contract all of the Expansion Acreage out of the PTU, pay the State of
Alaska $8,000,000 to compensate for the unrealized bonus payments during
the period that the acreage was withheld from leasing (Extension Charge),
and be released from the remaining obligations imposed in the Decision.
The Extension Charge will be due on August 1, 2003.

b) Notwithstanding the foregoing, the above described deadline for election is
hereby extended for a period of six months, until January 15, 2004, in
exchange for an increase of the Extension Charge by the sum of $2,000,000,
provided that, at any time during such six-month extended period, the PTU
Owners may provide notification of their election hereunder, in which event
the total Extension Charge of $10,000,000 shall be reduced by an amount
equal to 1/12 of $4,000,000 for each full month of such six-month period
remaining.
The Division agreed to extend the Contraction Election Deadline on May 15 and again on July
14, 2003, to allow additional time for the PTU Owners to further evaluate their proposed gas

cycling project. The PTU Owners presented their current interpretation of the PTU geologic
model and updated in-place and recoverable hydrocarbons estimates to the Division on October
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16, 2003. Unfortunately, the PTU Owners’ assessment of their proposed gas cycling project
indicated higher costs and lower liquid recovery than they had previously estimated.

In a letter dated December 18, 2003, Exxon stated that engineering and resource evaluation work
confirmed that, in their view, development of the resource at PTU is challenged. The resource
evaluation work resulted in a significant reduction in condensate recovery under the PTU
Owners’ conceptual design for a gas cycling project. [n addition, they found that their
engineering design, along with permitting and environmental requirements added significant cost
to the gas cycling project. After evaluating potential cost reduction measures and alternate
development plans, Exxon concluded “that a standalone project prior to gas sales is not
economically viable under the current fiscal system.” Exxon’s letter went on to request a further
extension of the Contraction Election Deadline, until June 15, 2006. The Division’s denial of

Exxon’s requested extensions provides in part:

“Over the past year, the Owners reviewed the geologic model, recalculated the
recoverable liquid hydrocarbons, refined the engineering design to better estimate
the cost of development, began evaluating the environmental impacts through the
federal permitting process, and considered alternate development scenarios.
Through these activities, the Owners determined that the gas cycling project is
currently uneconomic and suspended the permitting process indefinitely.
Representatives from ExxonMobil met with division staff on December 2, 2003,
to discuss possible revisions to the State’s current fiscal system that might make
the gas cycling project commercially viable. However, the Owners have not
made any specific proposals that would warrant a further extension of the

Contraction Election Deadline.

Without a commercially viable project, the Owners may surrender the expansion
acreage, pay the $10 million Extension charge, and be released from the
remaining obligations in the Decision. If the Owners do not exercise this option,
they must begin development drilling in the PTU by June 15, 2006, or all of the
Expansion Acreage will automatically contract out of the PTU and the Owners
will pay $20 million to the State of Alaska, We trust that the Owners will
continue to evaluate options to economically produce the known hydrocarbon
resources underlying the PTU, and look forward to reviewing the proposed PTU
Twenty-First Plan of Development in July 2004.”

Although the PTU Owners found the gas cycling project to be uneconomic, they did not exercise
their option to contract the Expansion Acreage out of the PTU prior to the January 15, 2004

Contraction Election Deadline.

The Twenty-first POD, dated August 31, 2004, stated that the PTU Owners were unable to
identify a viable gas cycling project under the current fiscal terms and they planned to focus on
gas sales rather than gas cycling, The Twenty-first POD included a proposal to share with the
Division the results of the PTU studies including reserve estimates, distributions, and mapping
for the Thomson Sand Reservoir as well as the Brookian and Pre-Mississippian reservoirs within
the unit area and provide financial and technical information so the Division could conduct an
independent economic evaluation of the PTU Owners’ gas cycling project. But the WiOs would
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only provide this information if the Division executed an extraordinary confidentiality
agreement.

North Slope producers Exxon, BPXA, and CPAI (Sponsor Group), three of the Major PTU
Owners, submitted an application to the State under the Stranded Gas Development Act
(SGDA), which proposed a fiscal contract that may or may not lead to construction of a major
North Slope gas pipeline. The Sponsor Group does not officially represent the PTU, the PBU or
any other unitized area on the North Slope. During the Twenty-first POD, the PTU Owners
planned to evaluate the technical and commercial issues necessary for the PTU Owners to
participate in a future open season for major gas sales from the North Slope.

On September 23, 2004, the Division approved the Twenty-first POD, on condition that Exxon
provide the Division with existing technical information, costs, and other fiscal assumptions
necessary for the Division to conduct an economic analysis of the PTU Owners’ gas cycling
project. The Division reminded Exxon of the statutory and regulatory confidentiality protections
accorded sensitive information, and notified Exxon that the Division would not execute the
proposed confidentiality agreement. The Division requested that Exxon provide copies of all of
the requested data no later than November 15, 2004, In addition, the Division’s approval of the
Twenty-first POD required that the 22" POD contain specific plans to fulfill the 2006 drilling
commitment set forth in the Expansion Agreement. ‘

Exxon appealed the Division’s decision on the Twenty-first POD to the Commissioner of the
Department of Natural Resources (the Commissioner). But on November 15, 2004, Exxon hand
delivered a set of technical data to the Division. The Commissioner affirmed the Division’s
Twenty-first POD decision on November 24, 2004,

On June 21, 2005, Exxon proposed amending the Expansion Agreement such that the Expansion
Acreage leases would remain within the PTU while the State and Sponsor Group continue
i negotiations over a fiscal contract and for the duration of any resulting fiscal contract. On July
1, 2005, the Division received Exxon’s proposed 22" POD, which included an update on
activities during the term of the Twenty-first POD and planned activities during the one-year
term of the 22™ POD. Exxon reported that the PTU Owners had incorporated the results of the
3 prior geologic model, updated reservoir simulation, facility design, and cost estimates into a
conceptual depletion plan for the PTU gas sales project. Under that plan, the PTU Owners
would produce PTU gas and send it to the PBU for further processing before shipping it via a
! North Slope gas pipeline for sale, but did not specify a time-frame for development.

The 22™ POD did not commit to timely development or production of unitized substances.
Instead, it proposed further development of the gas sales conceptual depletion plan so the PTU
Owners would be prepared to participate in some future open season for nominations to a North
Slope gas pipeline. The 22™ POD provides that the exact timing of the open season will be
dependent, in part, upon the successful completion of a fiscal contract under the SGDA. During
the term of the 22™ POD, the PTU Owners planned to monitor the progress of the negotiations
under the SGDA and adjust the PTU work schedule as necessary to participate in an open
season. The 22" POD included the items of work summarized as follows:

! Point Thomson Unit, Amended Findings and Decision of the Director Page 8 of 23
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1. Incorporate geologic modeling of the Thomson Sand aquifer uncertainty and the
Pre-Mississippian bedded facies in the reservoir simulation model to form the
basis of a major gas sales depletion plan.

2. Initiate more detailed facility design or Conceptual Engineering.

3. Determine optimum drillsite and well locations and update drilling and
completion plan costs to estimate total project costs and timing.

4, Share the results of the above tasks with the Division,
5. Begin planning the permitting process for the PTU gas sales project.

6. Continue working to obtain ali PTU Owners’ approval of a new PTU Operating
Agreement,

7. Assist the Division with its independent assessment of the commercial viability
of the gas cycling project.

The Division’s July 27, 2005 response indicated that it would not accept Exxon’s proposal to
amend the Expansion Agreement by tying it to the SGDA negotiations or relieve the PTU
Owners of the work commitments they made in return for including the Expansion Acreage in
the PTU. However, the Division indicated that it would be willing to extend the 2006 and 2008
Development Drilling Commitments, if the PTU Owners agreed to drill an
exploration/delineation well, in lieu of a development well, by June 15, 2006 that could provide
pertinent information pertaining to appropriate development of the western portion of the
Thomson Sand Reservoir. The Division gave Exxon ten days to submit an acceptable plan,
which should include the following items:

1. ExxonMobil shall drill an exploration/delineation well within the PTU by Jjune
15, 2006.
2. The well must be drilled to the Mississippian basement and located to
a, delineate the Thomson Reservoir west of the PTU #1 well,
b. evaluate connectivity and continuity within the Thomson Reservoir, and
c. evaluate the extent of and the hydrocarbon properties within the oil rim.,

3. ExxonMobil shall apply to the Alaska Oil and Gas Conservation Commission
for Pool Rules and a depletion plan for the Thomson Reservoir.

4. ExxonMobil shall prepare a schedule of activities to obtain the necessary
permits for construction of the PTU facilities and pipelines.

5. ExxonMobil shall compare core samples from the Badami wells with the
appropriate PTU wells to evaluate the Brookian reservoirs within the PTU.,
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Division staff discussed the requested modifications to the 22™ POD with the PTU Owners on
July 27, 2005, and on August 1, Exxon indicated that they would respond to the Division by the
end of the month.

i Gd

On August 31, 2005, Exxon submitted a revised 22™ POD and a letter requesting a one-year
deferral of both the 2006 and 2008 Development Drilling Commitments, rather than an indefinite
extension under the SGDA. The 22™ POD stated that the PTU Owners could not justify drilling
an exploration well, but Exxon offered to hold a workshop with Division staff to evaluate
whether drilling exploration/delineation wells could provide valuable information that would
reduce the uncertainty associated with the western portion of the Thomson Sand Reservoir.
Other than a commitment to drill an exploration/delineation well by June 15, 2006, the revised
22™ POD included the other modifications that the Division had requested. However, without a
commitment to drill an exploration/delineation well within the PTU while requesting deferral of
the Development Drilling Commitments and tying development activities in the 22" POD to the
SGDA, the PTU Owners’ plans for development of the PTU are unacceptable.

(= T o R~

III. STATE STATUTES, REGULATIONS, AND PTU AGREEMENT PROVISIONS
RELEVANT TO EVALUATION OF THE PTU OWNERS’ PLANS FOR
DEVELOPMENT OF THE PTU

The standards and criteria for approval of unit plans are primarily sct out in the State statute,
regulations, and the applicable unit agreement.

A. State Statute and Regulations

The Commissioner, or his designee, may approve a unit plan if he determines it is necessary or
advisable in the public interest.” The following statutes and regulations govern approval of unit

plans:

N

AS 38.05.180(p) provides, in part:

To conserve the natural resources of all or part of an oil or gas pool, field, or like
area, the lessees and their representatives may unite with each other, or jointly or
separately with others, in collectively adopting or operating under a cooperative
or unit plan of development or operation of the pool, field, or like area, or part of
it, when determined and certified by the commissioner to be necessary or
advisable in the public interest. . . . The commissioner may require oil and gas
leases issued under this section to contain a provision requiring the lessee to
operate under a reasonable cooperative or unit plan, and may prescribe a plan
under which the lessee must operate. The plan must adequately protect all parties
in interest, including the state. ”

Under State regulation 11 AAC 83.303(a), the Director will approve a unit plan of development
upon finding that it will: 1) promote the conservation of all natural resources; 2) promote the
prevention of economic and physical waste; and 3) provide for the protection of all parties of

[FORT ks 3 - ik | o— ‘ i i ,A‘

$ By memorandum dated September 30, 1999, the Commissioner approved a revision of Department Order 003 that
delegated this authority to the Director of the Division of Oil and Gas,
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interest, including the State. Subsection .303(b) sets out six factors that the Director will
consider in evaluatinge proposed unit plan.

11 AAC 83.343, UnitPlan of Development, provides as follows:

[ oo |

Point Thomson Unit, Amend ed Findings and Decision of the Director

(a) A unit planofdevelopment must be filed for approval as an exhibit to the unit
agreement if a participating area is proposed for the unit area under 11 AAC
83.351, or when a reservoir has become sufficiently delincated so that a prudent
operator would initiate development activities in that reservoir. All development
operations must be conducted under an approved plan of development. A unit
plan of development must contain sufficient information for the commissioner to
determine whettuer the plan is consistent with the provisions of 11 AAC 83.303.
The plan mustinclude a description of the proposed development activities based
on data reasonably available at the time the plan is submitted for approval as well
as plans for theexploration or delineation of any land in the unit not included in a
participating aea. The plan must include, to the extent available information

exists:

(1) Llang-range proposed development activities for the unit,
including plans to delineate all underlying oil or gas reservoirs,
bring the reservoirs into production, and maintain and enhance

production once established;

(2) phns for the exploration or delineation of any land in the
unit notincluded in a participating area;

(3) dedails of the proposed operations for at least one year
following submission of the plan; and

(4) tht surface location of proposed facilities, drill pads, roads,
docks, causeways, material sites, base camps, waste disposal
sites, witer supplies, airstrips, and any other operation or facility
necessay for unit operations.

(b) The commissioner will approve the unit plan of development if it complies
with the provision of | | AAC 833.303. If the proposed unit plan of development
is disapproved, the commissioner will, in his discretion, propose modifications
which, if accepied by the unit operator, would qualify the plan for approval.

(c) The unit plan of development must be updated and submitted to the
commissioner for approval at least 90 days before the expiration date of the
previously appoved plan, as set out in that plan. The update must describe the
extent to whichthe requirements of the previously approved pan were achieved; if
actual operations deviated from or did not comply with the previously approved
pan, an explanstion of the deviation or noncompliance must be included in the
update. ... Aftr the commissioner has determined that an updated unit plan of
development is complete as submitted, or as modified by the unit operator
following the cormmissioner’s suggestions, the commissioner will have an
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additional 60 days in which to approve or disapprove the plan; if no action is
taken by the commissioner, the update of the unit plan of development is

approved.

(d) The unit operator shall submit an annual report to the commissioner
describing the operations conducted under the unit plan of development during

the preceding year.

(e) The unit operator may, with the approval of the commissioner, amend an
approved pan of development.

B. The PTU Agreement Provisions

The following PTU Agreement provisions are relevant to the Division’s evaluation of the PTU
Owners’ plans for development of the PTU.

Article 10, Plan of Further Development and Operation, provides as follows:

Within six months after completion of a well capable of producing unitized
substances in paying quantities, the Unit Operator shall submit for the approval of
the Director an acceptable plan of development and operation for the unitized
land which, when approved by the Director, shall constitute the further drilling
and operating obligations of the Unit Operator under this agreement for the period
specified therein. Thereafter, from time to time before the expiration of any
existing plan, the Unit Operator shall submit for the approval of the Director a
plan for an additional specified period for the development and operation of the
unitized land. The Unit Operator expressly covenants to develop the unit area as
a reasonably prudent operator in a reasonably prudent manner.

Any plan submitted pursuant to this section shall provide for the exploration of
the unitized area and for the diligent drilling necessary for determination of the
area or areas thereof capable of producing unitized substances in paying
quantities in each and every productive formation and shall be as complete and
adequate as the Director may determine to be necessary for timely development
and proper conservation of oil and gas resources of the unitized area, and shall:

—— —

(a) specify the number and location of any wells to be drilled and the
proposed order and time for such drilling; and,

(b) to the extent practicable, specify the operating practices regarded as
necessary and advisable for the proper conservation of natural

resources.

Separate plans may be submitted for separate productive zones, subject to the
approval of the Director.

Said plan or plans shall be modified or supplemented when necessary to meet
changed conditions, or to protect the interests of all parties to this agreement.

Point Thomson Unit, Amended Findings and Decision of the Director Page 12 of 23

Exc. 000385
PTU REC 000638



Reasonable diligence shall be exercised in complying with the obligations of the
approved plan of development. ...

Article 16, Conservation, states:

Operations hereunder and production of unitized substances shall be conducted to
provide for the most economical and efficient recovery of said substances without
waste, as defined by or pursuant to state law or regulation.

Article 20, Effective Date and Term, provides in part:

This agreement shall become effective upon approval by the Commissioner or his
duly authorized representative as of the date of approval by the Commissioner
and shall terminate five (5) years from said effective date unless:

(a) such date of expiration is extended by the Commissioner, or

(b) it is reasonably determined ... that the unitized land is
incapable of production of unitized substances in paying

quantities ... or

(c) a valuable discovery of unitized substances has been made or
accepted on unitized land during the said initial term or any
extension thereof, in which event the agreement shall remain in
effect for such term and so long as unitized substances can be
produced in quantities sufficient to pay for the cost of
producing same from wells on unitized land and, should
production cease, so long thereafter as diligent operations are
in progress for the restoration of production or discovery of
new production and so long thereafter as the unitized
substances so discovered can be produces as aforesaid, or

(d) it is terminated as heretofore provided in this agreement. ...
IV. ANALYSIS OF THE PTU OWNERS’ PLANS FOR DEVELOPMENT OF THE PTU

A discussion of the subsection 11 AAC 83.303(b) criteria, as they apply to the PTU Owners’
plans for development of the PTU, is set out directly below, followed by the Director’s findings
relevant to the subsection .303(a) criteria, and the Director’s decision.,

1. Prior Exploration Activities and Geological and Engineering Characteristics of the PTU

The Thomson Sand Reservoir is the primary reservoir in the PTU, consisting of the Lower
Cretaceous Thomson Sand interval trending generally west-northwest across the unit, and
between approximately ~12,780° and —13,128" tvdss® in the Point Thomson Unit #1 discovery
well (PTUI1) drilled by Exxon in 1977. Exxon estimates that the Thomson Sand Reservoir

® Total vertical depth subsurface (below sea level).
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contains approximately 8 trillion cubic feet (TCF) of gas and over 200 million barrels (MMB) of
recoverable gas condensate with a discontinuous heavy-oil rim. The reservoir pressure is
extremely high, around 13,000 pounds per square inch (psi). Other potentially productive
reservoirs present in the PTU include Brookian Lower Tertiary turbidite sands and what are
informally referred to as the “Pre-Mississippian” carbonates. Although the Sourdough well data
remain confidential, in 2001 BPXA disclosed that the wells encountered recoverable reserves of
approximately 200 MMB in the Brookian section. All three reservoirs are, or may be, over-
pressured throughout much of the PTU.

A subsurface ridge-like structural feature constrains the northem edge of the Thomson Sand
accumulation. While Thomson Sand presence, hydrocarbon charge, and thickness are uncertain
on the north flank of the feature, it is possible that the Thomson Sand Reservoir is present north
of the feature within Expansion Area #6.

Eighteen exploration wells have been drilled within and around the PTU. At the request of the
Unit Operator, the Division certified seven PTU wells as capable of producing hydrocarbons in
paying quantities and granted five wells extended confidentiality’. The public PTU well data is
summarized in Attachment 1 to this decision.

The available well data allows the Thomson Sand Reservoir to be described as very fine-grained
sand along the southern margin of the unit coarsening northward to a conglomeratic facies and
exhibiting an average porosity of about 16%. Permeability within the reservoir varies from 10
millidarcies (md) to more than 1,000 md.

The PTU Owners also acquired extensive seismic data over the unit. They merged and began
prestack depth migration processing of four 3D seismic surveys, which cover essentially the
entire unit area: the Point Thomson Unit, Flaxman Lagoon, I[sland Corridor West, and Challenge
Island surveys. Merging the seismic data sets produced a more unified interpretation of the
extent of the Thomson Sand Reservoir over the greater unit area. The well and geophysical data
indicate that much of the PTU is underlain or is potentially underlain by oil, natural gas and gas
condensate deposits in the Thomson Sand Reservoir, and by Brookian oil deposits. There also
appears to be a thin and potentially discontinuous oil leg at the bottom of the Thomson Sand
Reservoir. The PTU owners incorporated the well and seismic data into a common database,
which is the basis for the PTU Owners’ Thomson Sand Geologic and Reservoir Simulation

Models.

The Sixteenth POD, submitted by Exxon on July 30, 1999, included a commitment to conform
) the unit boundary to consensus maps of the potential reservoirs. During the term of the
; Sixteenth POD, the PTU Owners developed consensus structure and isochore maps of the

720 AAC 25.537. Public and Confidential Well Information. “(d) Except as provided by (a) of this section, the
reports and information required by this chapter to be filed by the operator will be kept confidential by the
commission for 24 months following the 30-day filing period after well completion, suspension, or abandonment
unless the operator gives written and unrestricted permission to release all of the reports and information at an
earlier date. Upon notification that the commissioner of the Department of Natural Resources has made a finding
that the required reports and information from a well contain significant information relating to the valuation of
unleased land in the same vicinity, the commission will hold the reports and information confidential beyond the 24-
month peiior and until notified by the commissioner of the Department of Natural Resources to release the reports

and information.”
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Thomson Sand Reservoir and five potential Brookian accumulations; and initiated unit
expansion discussions with adjacent leaseholders. On July 31, 2001, the Division and the PTU
Owners executed the Expansion Agreement, which restructured the unit boundary in exchange
for the PTU Owners’ exploration and development commitments.

The Eighteenth POD, approved effective October 1, 2001, included activities toward fulfilling
the Expansion Agreement, including selecting a location and contracting for a rig to drill an
exploration/delineation well in the WCA, During the term of the Eighteenth POD, the PTU
Owners completed prestack depth migration of the combined PTU 3D data set (Point Thomson
Unit, Challenge Island, Island Corridor West and Flaxman Lagoon) over the redefined unit area.
Exxon continued to pursue facility design, engineering and geological studies, and
environmental analysis toward development of the Thomson Sand Reservoir, and initiated the
federal permitting process for a gas cycling project, which moved from conceptual engineering
to front-end engineering and facility design during the Eighteenth POD.

In the Nineteenth POD, dated August 8, 2002, Exxon notified the Division that the PTU Owners
would not drill an exploration well prior to the WCA Drilling Commitment deadline of June 15,
2003. The State and Exxon executed a Memorandum of Understanding to facilitate the State
permitting process for the gas cycling project and Exxon proceeded with engineering design of
the surface facilities during the term of the Nineteenth POD. On June 24, 2003, the PTU Owners
presented their updated stratigraphic and structural interpretation of the Thomson Sand
Reservoir, based on the merged PTU seismic data, to Division staff.

During the term of Twentieth POD, October 1, 2003 through September 30, 2004, the PTU
Owners completed a number of technical studies to evaluate Thomson Reservoir quality, fault
seal, and structural framework; which, to the PTU Owners, indicated a chance of greater
compartmentalization and a higher risk of sand production. The PTU Owners also studied
alternative facility designs and identified cost reduction measures for their proposed gas cycling
project. The PTU Owners stated that, in their view, their proposed gas cycling project is not
commercially viable. Exxon suspended all permitting activities for their proposed gas cycling
project and deferred evaluation of the Pre-Mississippian formation that underlies the Thomson
Sand Reservoir. The PTU Owners incorporated the results of the prior geologic model, updated
reservoir simulation, facility design, and cost estimates into a depletion plan for a conceptual

PTU gas sales project.

Despite rigorous analyses of seismic data, the depth of the subsurface geological structure of the
Thomson Sand Reservoir west of the PTUIl well remains suspect and introduces substantial
uncertainty about reservoir connectivity and continuity, fluid contacts, and the character of the
underlying oil rim between the eastern and western areas of the PTU. An
exploration/delineation well in this area would provide geologic and reservoir data that could
confirm or reduce the structural uncertainty and aid the subsequent determination of recoverable
reserves and development options for the PTU.

The PTU Owners’ prior exploration activities identified several hydrocarbon accumulations
within the unit area that are capable of production in paying quantities. The geological and
engineering data indicate that the PTU is underlain by the Thomson Sand Reservoir, which
contains significant oil, gas, and gas condensate reserves, and several Brookian oil reservoirs.
However, there has been no further delineation of the known accumulations or exploration
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within the PTU since BPXA drilled the Sourdough #3 well in 1996. The PTU Owners have not
yet begun development or production of the known hydrocarbon resources within the unit, and
the 22™ POD does not contain any commitments to do so. Therefore, the criteria in 11 AAC
83.303(b)(2) and .303(b)(3), do not support approval of the 22™ pOD.

2. The PTU Owners’ Plans for Development of the PTU

Although the Thomson Sand Reservoir was discovered in 1977 and the PTU contains several
known hydrocarbon accumulations that are capable of producing in paying quantities, the PTU
Owners have not committed to put the unit into commercial production. Instead, the PTU
Owners propose that more studies are needed and a fiscal contract changing the State’s royalty
and tax share is required before they can begin development of the PTU.

1

According to Exxon, the focus of the 22™ POD is on preparing for a potential open season for
major gas sales from the North Slope. The 22" POD states

The timing of the open season process will be dependent upon successful
1 completion of a fiscal contract between the Sponsor Group and the SoA under
the Stranded Gas Development Act (SGDA). During the next year, the Owners
will monitor progress of the contract negotiations under the SGDA and be
prepared to adjust the work schedule to ensure the necessary work is conducted
in sufficient time to allow the Owners to prepare for an open season for an
Alaska gas pipeline while maximizing the efficiency of the work processes and

sequence.

3 The Sponsor Group consists of only three of the Major PTU Owners: Exxon, BPXA, and CPAI,
and does not officially represent the PTU lessees. The State is also negotiating with two other
applicants that submitted proposals to build a North Slope gas pipeline. Depending on the

i progress of the negotiations, it is unlikely that a North Slope gas pipeline will be in operation
before 2012, and the Sponsor Group has not yet made a public commitment to ever build a North
Slope gas pipeline. However, regardless of the status of those negotiations, the PTU Owners

; have an obligation to diligently explore, delineate, and develop the hydrocarbon resources

underlying the unit area.

The 22™ POD states that field activities associated with development drilling should begin three
to three and one-half years before field startup, but it does not indicate when, if ever, an open
season might occur or when, if ever, Exxon anticipates the commencement of development or
production. At this point in time, the PTU Owners do not control if or when a North Slope gas
pipeline will ever be operational. Reliance on third parties, beyond the control of the PTU
Owners, is not grounds for the delay of PTU development and production.

3 While previous plans focused on developing unitized substances through a gas cycling project,
; the PTU Owners stated that project was not commercially viable and redirected their efforts to
’ evaluate PTU development through gas sales. The 22™ POD describes several activities that the

PTU Owners plan to execute during the next year to evaluate a conceptual PTU gas sales project,
but those activities are all contingent on the Sponsor Group successfully negotiating a fiscal

contract with the State under the SGDA.
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The 22™ POD outlines the unit operator’s plans for one year beginning October 1, 2005. Exxon
plans to update the PTU geologic model and incorporate the results in the reservoir simulation to
identify potential upside gas production from the Pre-Mississippian section, The technical
studies will be the basis for a gas sales depletion plan followed by conceptual engineering for
detailed facility design. The 22" POD anticipates completing the depletion plan in April 2006
and initiating conceptual engineering, a 9 to 12 month process that must be completed in time for
the PTU Owners to be prepared to nominate gas in an open season, should one occur. During
the conceptual engineering process, the PTU Owners plan to determine optimum drillsites and
well locations, and update drilling and completion costs to estimate total project costs and
timing. PTU conceptual engineering will also include provisions for Brookian development,
which Exxon anticipates will occur after it develops the Thomson Sand Reservoir. However, the
22™ POD did not identify a firm date for the start of production.

During the 22™ POD, the PTU Owners plan to assess the permitting requirements for PTU gas
sales. They will review the previous permitting activities undertaken for the gas injection
project, evaluate the need for additional data and studies, and assess the interrelationship
between permitting for PTU development and for the Alaska gas pipeline project. The PTU
Operator will also apply to the AOGCC for a conservation order that addresses gas offtake and
depletion plans for the Thomson Sand Reservoir and discuss other conservation orders needed
for PTU development. Based on the permitting assessment, Exxon will update the project
timeline and prepare a schedule of activities to obtain the permits and conservation orders
needed to drill the PTU wells and to construct and operate the facilities and pipelines.

To address the Division’s concern about reservoir uncertainty in the western unit area, the 22™
POD includes Exxon’s offer to hold a workshop to evaluate whether drilling delineation wells
could provide valuable information that would reduce the uncertainty associated with the
western Thomson Sand Reservoir. The 22™ POD also includes plans to compare core samples
from PTU and Badami wells to evaluate potential development of Brookian prospects within the

PTU.

While there is some benefit to the proposals in the 22™ POD, it does not contain sufficient plans
or commitments to timely develop and produce unitized substances. The PTU Owners are not
entitled to condition development of the PTU on the construction of a pipeline by a third party or
on modification of the state’s royalty and tax rights. PTU Owners’ plans for delineation and
development of the unit area do not justify approval of the 22™ POD or the PTU Owners’
request for extension of the 2006 and 2008 Development Drilling Commitments. The 22™ POD
does not meet the criteria in section 11 AAC 83.303(b)(4).

3. Economic Costs and Benefits of the PTU Owners’ Plans for Development of the PTU.

The cost to the state and the public of approving the 22™ POD is that the known underlying
hydrocarbons will not be timely delineated and produced and the remainder of the unit area will
not be timely explored. Moreover, the 22™ POD conditions PTU development on amending the
State’s existing tax and royalty structure in the Sponsor Group’s fiscal contract and construction
of a North Slope gas pipeline, which are an inappropriate basis upon which to condition PTU

development.
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In the short-term, development of the PTU could create additional jobs and in the long-term,
development would create additional employment and income to State residents. The State and
the public are primarily interested in timely oil and gas production from State |eases. Every year
that production is delayed costs the State millions of dolars in unrealized interest on production
revenue and delays the secondary benefits associated with PTU development, If the PTU
Owners developed and began production from the PTU, the State would earn royalty and tax
revenues over the long-term life of the field. Royalties, corporate income taxes, property taxes,
and severance taxes would benefit the local and state economy, and provide revenue to the
State’s general, school, and permanent funds. The PTU Owners may reinvest revenues from
PTU production in new exploration and development in the State.

= e R

Development of the PTU would also increase demand for goods and services supplied by local
businesses, retailers, and service providers. An increased property tax base would benefit the
residents and communities within the North Slope Borough and along the Trans-Alaska Pipeline
corridor. Timely development and production from the PTU will lead to additional development
and production from other reservoirs in the unit area and could provide an infrastructure base for
exploration, development, and production outside of the unit area.

The Division’s May 24, 2002 evaluation of the Expansion Agreement, found that the economic
benefits of including the Expansion Acreage in the PTU outweighed the costs because the PTU
owners made meaningful commitments to explore and develop the Thomson Sand Reservoir by
drilling adequate exploration and development wells by dates certain, and agreed to increased
royalty rates for some of the leases to compensate the state for lost opportunities to re-lease the
acreage. If the Applicants fail to follow through with those commitments as scheduled, the
Expansion Acreage will automatically contract out of the unit, and the PTU Owners must
compensate the State for the lost opportunity to receive bonus payments in past lease sales,
However, the PTU Owners have requested a one-year deferral of the Development Drilling
Commitments. The 22" POD, unlike the Eighteenth POD and subsequent plans, does not
contain activities toward fulfilling the commitments in the Expansion Agreement.

—

In addition to the Development Drilling Commitments, the Expansion Agreement also contains
the PTU Owners commitments to allocate production under an approved participating area by
June 15, 2008, for Expansion Areas primarily underlain by the Thomson Sand Reservoir; and by
June 15, 2010, for Expansion Areas underlain by Brookian prospects. If the PTU Owners
ultimately fail to drill the required development wells, approval of a one-year deferral of the
Development Drilling Commitments would delay receipt of any payments to compensate for
withholding the Expansion Acreage from leasing, and if they do ultimately develop the PTU,
deferral would delay receipt of facility and production related payments,.

[ra— [rrem - i . ‘ i '

§ There are currently 45 state oil and gas leases committed to the PTU Agreement.® Most of the
PTU leases had a [0-year primary term, except the four most recent leases, which were issued
with 7-year primary terms. All but two of the PTU leases are beyond their primary term, but
under Article 18 (d) of the PTU Agreement they are all extended for the duration of the unit

term.

¥ Six of the PTU leases were effective in 1965, nineteen in 1969, three in 1970, two in 1979, four in 1982, one in
1988, eight in 1991, one in 1993, two in 1997, and one each in 2000 and 2002.

® PTU Agreement, Article 18 (d) states “Each lease, sublease or contract relating to the exploration, drilling,
development or operation for oil or gas of lands, committed to this agreement, which, by its terms might expire prior
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In addition, the primary terms of seven PTU leases are extended because the Division certified
wells located on those leases as capable of production in paying quantities. The PTU leases with
certified wells are: ADL 28382, ADL 47556, ADL 47560, ADL 47567, and ADL 47573, which
were issued on lease form DL-1 revised October 1963; ADL 312862 issued on DMEM-1-79B
(Sliding Scale Royalty) revised November 5, 1979; and ADL 343112, issued on DMEM 1-82
(Net Profit Share) revised April 7, 1982. The primary term of these leases are extended under
the individual lease agreements and State regulation 11 AAC 83.135, Shut-in Production.

The lessees have had twenty to thirty years to delineate, develop, and commence production
from the hydrocarbon accumulations underlying these leases, which contain wells that are
certified as capable of production in paying quantities. If the Division notifies the lessees that
they must commence production, and they fail to do so within the time allowed, the leases will
no longer be held by shut-in production, although the primary terms may continue to be extended
by unitization or other extension provisions in the lease agreements.

If the PTU Agreement terminates and the leases expire, the Division could re-offer the acreage
for lease in future lease sales and impose work commitments in the new leases.'® Re-offering the
PTU acreage would also replace older lease forms with a more modern updated lease form. The
Division received bonus bids totaling nearly $146 million when the State originally issued the
current PTU leases, and could attract significantly higher bid bonuses today.

Another benefit the state could realize by re-offering the unit acreage is the potential for
increased royalty rates. Most of the leases in the core unit area have royalty rates of 12.5%. If
the Division were to re-offer the acreage, it could impose higher royalty rates. The PTU Owners
agreed to increased royalty rates for some leases in the Expansion Areas, ensuring that the State
would receive the benefit of higher royalties on production from those leases without releasing
the acreage. The royalty rate increased from 16.66667% to 20% for seven of the leases and from

12.5% to 16.66667% for one lease.

If the PTU is terminated and the Division re-offered the PTU acreage for bid, it might attract
new lessees who may bring new ideas and energy as well as new geologic interpretations,
engineering, development timelines, and marketing perspectives to develop the area. At this
point, the current PTU Owners have had the leases for far beyond their primary term, and their
conclusion today is simply that they cannot make enough money to justify development. It is
time for the PTU Owners to develop and produce or give new lessees had a chance to develop
the known hydrocarbon resources within the PTU.

In summary, the economic costs outweigh the benefits that might be gained by approving the
22" POD. Therefore, the Division’s evaluation of the section .303(b)(5) economic criteria does
not support approval of the 22™ POD.

to the termination of this agreement, is hereby extended beyond any such term so provided therein so that it shall be
continued in full force and effect for and during the term o this agreement.”

1 “The Commissioner may include terms in any oil and gas lease imposing minimum work commitment on the
lessee. These terms shall be made public before the sale, and may include appropriate penalty provisions to take
cffect in the event the lessee does not fulfill the minimum work commitment.” AS 38.05.180 (h).

Point Thomson Unit, Amended Findings and Decision of the Director Page 19 of 23

Exc. 000392

PTU REC_000645

e
| Sr—Ty

o— ; -



W R e

4. Environmental Costs and Benefits of the PTU Owners’ Plans for Development of the

e

PTU.
3 The PTU Owners do not propose any exploration, delineation, or development operations within
g the PTU. Therefore, the section 11 AAC 83.303(b)(1) environmental criteria neither supports

nor condemns approval of the PTU Owners’ plans for development of the PTU.

5. Other Relevant Factors to Protect the Public Interest

The PTU contains wells certified as capable of production in paying quantities. Considering the
facts, it is now time to develop and produce the underlying hydrocarbons. If the PTU Owners
have been unable to identify a commercial project in nearly 30 years, it is time to terminate the
unit and re-offer the acreage to new lessees who will have the opportunity to develop the State’s
resources in a timely manner.,

=1

The Division has given the PTU Owners many opportunities over many years to develop the
PTU. It is not in the public interest to grant a state lessee an indefinite extension on development
merely because development in their view is not currently profitable enough or is too risky.

]

The intent of oil and gas leases is to give producers an opportunity to explore, develop, and
produce within the primary term of the lease. That intent has been met and exceeded in this
case. [t is not in the public interest to change leasehold intent by allowing a lessee’s parochial
interests to supersede the State interest for orderly and reasonably prompt development.

The state’s primary interest in oil and gas leases is development of hydrocarbons which yield oil
and gas revenue. The state’s interest is not met by allowing the producers to delay production
until such time as the lessee determines that it is the lessee’s optimum time to develop a known
resource or the State agrees to compromise its tax and royalty system.

It is not fair to the public or other potential lessees to allow the current PTU Owners to continue
to hold the leases, thereby precluding others from the opportunity to develop the resource.
V. FINDINGS

The PTU Owners’ Plans for Development of the PTU fail to meet the criteria in 11 AAC
83.303(a) as follows.

A. Promote the Conservation of All Natural Resources.

If the Unit Operator proposed any operations under the 22" POD, there would be environmental
impacts associated with reservoir development. However, unitized development of the unit area
would reduce the disruption of land and fish and wildlife habitat that would occur under
individual lease development, This reduction in environmental impacts and preservation of
subsistence access would, when taken in isolation, be in the public interest. While unitized
operations conserve natural resources when compared to lease-by-lease development,
development on a lease basis maybe preferable to no development at all. However, development
! of the Thomson Sand Reservoir is possible under a new unit agreement.

i
]
l
|
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Additionally, before undertaking any specific operations, the unit operator must submit a unit
plan of operations to the Division and other appropriate state and local agencies for review and
approval, and the lessees may not commence exploration or development operations until all
agencies have granted the required permits. The Division may condition its approval of a unit
plan of operations and other permits on performance of mitigation measures in addition to those
in the leases, if necessary or appropriate. Compliance with the mitigation measures would
minimize, reduce or completely avoid adverse environmental impacts. Lease-by-lease
operations would also require agency approvals, including mitigation measures.

B. Promote the Prevention of Economic and Physical Waste.

Exxon submitted geological, geophysical, and engineering data to support its interpretation of
the hydrocarbon accumulations underlying the unit area. The available data indicates the PTU
encompasses all or part of one or more hydrocarbon accumulations, but the PTU Owners’ plans
do not provide for delineation and timely development of those resources.

The PTU Owners stated that a gas cycling project was not commercially viable and the 22™
POD focuses on evaluating gas sales, but does not commit to produce and sell PTU gas. There is
uncertainty regarding continuity of the reservoir in the western unit area, which could be
addressed by drilling additional delineation wells. The Unit Operator has not adequately
considered alternate development scenarios that incorporate both gas sales and gas cycling. Nor
has Exxon evaluated the cumulative benefits of simultaneously developing the multiple
hydrocarbon accumulations within the unit area. Timely development and production from the
PTU does not preclude PTU gas sales at a later date. Focusing on gas sales at the exclusion of
all other development options may result in waste of natural resources.

Gas cycling theoretically allows the recovery of significantly more liquids than would be
recovered in a pure gas blow down project. In a gas blow down scenario, oil and gas
condensates that remain in the field following gas sales may be largely unrecoverable. In
addition, delaying timely production also constitutes waste. The Division and AOGCC must
determine whether the proposed development will promote the conservation of oil and gas, but
the Unit Operator has yet to apply to AOGCC for conservation orders and to the Division for
approval of a depletion plan. The Director has the authority to modify the rate of development to
achieve the conservation objectives under the PTU Agreement, and I find that increasing the rate
of development in the PTU is necessary and advisable,

C. Provide for the Protection of All Parties of Interest, Including the State

A majority of the State’s general fund revenue is derived from North Slope oil and gas
operations in the form of royalty, net profit shares, production tax, property tax, and corporate
income tax. Failure to develop and produce known hydrocarbon accumulations deprives the
State of incremental revenue, economic activity and jobs. Should the PTU terminate, the area
could be re-leased and unitized again under an acceptable unit plan of development that includes
commitments to develop and produce the underlying hydrocarbon accumulations.

Continuing this 30-year record of non-development and delay of an oil and gas lessee’s
obligations to develop and produce its oil and gas leases makes a mockery of the statutory,
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regulatory and contractual protections for the State as owner of the oil and gas estate. Therefore,
the 22™ POD is unacceptable.

VI. DECISION

The 22™ POD fails to meet the requirements of 11 AAC 83.303 and .343 because it does not
provide for the reasonable delineation and timely development of the hydrocarbon accumulations
in the unit area. Nearly 30 years ago, lessees discovered the Thomson Sand Reservoir
underlying the PTU, which to date has not been developed or put into commercial production,
The PTU contains significant gas condensate and oil resources. Eighteen wells have been drilled
within and around the PTU, but the most recent PTU well was drilled by BPXA nearly 10 years
ago. Although some of the leases are more than 40 years old, and several hydrocarbon
accumulations within the unit area contain wells that are certified as capable of producing in
paying quantities, the Unit Operator has not stated that production from the PTU is economic
and has not committed to development and commercial production. To the contrary, the Unit
Operator has stated the production from the unit is not economic.

I. The 22" POD makes no commitment to timely develop and produce PTU oil, gas, or gas
condensate. The 22" POD is hereby denied.

2. Failure to obtain approval of the unit plan is grounds for default under the PTU
Agreement and the State oil and gas regulations. The PTU Owners are hereby notified
that effective October 1, 2005, the PTU Agreement is in default.

3. To cure the default, the Unit Operator shall submit an acceptable POD within 90 days, by
Thursday, December 29, 2005.

a) An acceptable unit plan must contain specific commitments to timely delineate
the hydrocarbon accumulations underlying the PTU and develop the unitized
substances. The following commitments represent an example of an acceptable
PTU plan of development:

s Development activities for the unit, including plans and deadlines to
delineate the Thomson Sand Reservoir, bring the reservoir into
commercial production, maximize oil, condensate, and gas recovery,
and maintain and enhance production once established; and plans for
the exploration or delineation and production of other hydrocarbon
accumulations and lands that lie stratigraphically above or below the
Thomson Sand Reservoir;

» The PTU Owners shall sanction a commercial PTU development
project by October 1, 2006, and provide the Division with evidence of
corporate approval and commitment of project funding,

* The PTU Operator shall begin commercial production of unitized
substances from the PTU by October 1, 2009.
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» Deails of the proposed operations to fulfill the 2006 Development
Dl ling Commitment, including the proposed surface location of the
drill pad, bottom-hole location for the well, testing plan, and schedule
ofactivities. The consequences of failure to fulfill the 2006 drilling
corsmitment are specified in the Expansion Agreement.

4. Tailure to submnit an acceptable plan of development is grounds for termination of the
PTU.

A person affected by this decision may appeal it, in accordance with 11 AAC 02. Any appeal
must be received with in 20 calendar days after the date of "issuance" of this amended decision,
as defined in 11 AAC 02.040 (c) and (d), and may be mailed or delivered to Thomas E. Irwin,
Commissioner, Depatment of Natural Resources, 550 W. 7th Avenue, Suite 1400, Anchorage,
Alaska 99501; faxed to 1-907-269-8918; or sent by electronic mail to
dnr_appeals@dnr.stac.ak.us. This decision takes effect immediately. If no appeal is filed by the
appeal deadline, this decision becomes a final administrative order and decision of the
department on the 31*® day afer issuance. An eligible person must first appeal this decision in
accordance with 11 AAC 02 before appealing this decision to Superior Court. A copy of 11
AAC 02 may be obained from any regional information office of the Department of Natural

Resources.

Original signed by Mxrk D. Myers, Director October 27, 2005

Mark D. Myers, Diretor Date
Division of Oil and Gas

cc: Thomas E. [rwin, Commissioner DNR

John Norman, Cbwir AOGCC
Richard Todd, Senior Assistant Attorney General
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Attachment 1
Point Thomson Unit Leases
: xal: = by z o \/ ‘: Z 3
{ ) ﬂ,, -?_ 3 o PR T ot ST =
018 Core 2,544 91/1965 |West Staines St. No.1 1870 GCM with trace OIL DSTE3,485: neghgable GCM
28384 023 Coro 1,780.00( %/1/1965
28385 024 Core 837.00 a/1/1965
28381 020 Core 2.560.00 10171965
28382 @21 Core 2,560.00] 10/1/1965 [Alaska State C-1 1981 DST#4: 50 bols O&GCM DST#2 1.75 MMCFGO, 455 BCPD (37.3 APf)
28383 022 Core 2,560,000 10/1/1965
47568 012 Core 2,560.00] 101171969
4756 013 Core 2.533.00] 10/1/196%9
475700 014 Coce 2,560.00{ 10/1/1969
47571 015 Core 2,580.00{ 16/1/1969
475720 016 Core 2.533.000 1/1/1968 [N Stainos River 1 1882 CONFIDENTIAL CONFIDENTIAL
47562] 006 Cors 2,560.00) 10/1/1969
47587 on1 Core 2,580.00 10/1/1969 |[PTU Well No.2 1578 DST#54&8: 248 BOPD and 124 MCFGOD NONE
47556 @25 Core 2,58000 10/1/1869 [Alaska State A-1 1875 DST#283: 2,507 BOPD (23.1 APT) and 2.17 MMCFGD__|[NONE
47556 o003 Core 2,560.00] 10/1/1989
47561 005 Core 2,560.000 1041/1969
475571 001 Core 2,523.00] 10/1/1969
4755 002 Core 2,560,000 10/1/1968 [PTU Wel No.3 1978 NONE DST#2: 6.348 MMCFGD and 476 BCPD (38 APl
47563 007 Core 2,523.00] 10/1/1969 [PTU Wek No.4 1980 DST#3: 20 bbis O&GCM DST#1: 308 BWPD
47564 008 Core 2,560.00 10171968
47566 010 Core 2.533.00 10171969
47573 026 Core 2,544,000 10/1/1969 [Staines R. SL No.1 1978 CONFIDENTIAL CONFIDENTIAL
DST#1: 2,283 BOPD (18.4 API) and 13.307 MMCFGD
47560{ 004, Core 640.001 4/1/1970 [PTU Well No.1 1977 DST#3: 225 MMCFGD and 132 bbia (44.4 AP DST#2: 1.866 MMCFGD and 170 bbha (45.4 AP}
50983 017 Core 640.00] 4/1/1870
51847 018 Core 1.243.00] 411970
DST#3: 73 MCFGD and 41 BCPD (35-50 AP) DST#SC: |DST#1: 3.02 MMCFGD and 152 BCPD (353 APY)
Nzsey oz Cors 5.648.68 2/1/1900 | Alaska Stata F-1 1862 141 MCFGD and 145 BOPO (22.1 APT) ’ DSTA2: 4.6 MMCFGO and 286 BCPD
312866] Q28 Core 4,935.47] 2/1/1980 [Ataska Stats D-1 2/16/1982 NONE NONE
343110 03¢ Care 1,820.00{ 8A/1982
343111 031 Cowe 2,400.00{ 81/1982
343114 032 Core 3446.00 &/1/1882 ws , ::321‘;’;4 CONFIDENTIAL CONFIDENTIAL
343109 029 Core 1,970.16] &1/1902 [Alaska Stats G-2 1983 CONFIDENTIAL CONFIDENTIAL
["372256] 038 3 1.412.00( 127/1/1988
[ 375064 043 4 1,062.00{ 4/1/1991
37701 033 1 3,554.300 8171981 [Chalienge 1s. No.1 1981 NONE BLOWOUT ... OIL below 12,963'
897277 45 6 2.143.380 81/1891
377016] 034 1 2,779.18] 8111891
38872 046 1 2,852.62] 811991
377017 03s 1 5.606.18] 8/1/1981
377021 037 2 1,909.74] 87111991
38973 047 6 3,684.31 8//1991
382101 042 5 1,280.00[ 7/1M1993
388428] 039 3 1,162.08] 11171968 |Alaska island No.1 1982 NONE 2.9 MMCFGD and 185 BCPO (36 APY)
388426 040 8 821.74] 1/1/1998
388716] 036 7 1,473.92] 6172001
390310 048 Core 15.80] 4172003
45 106,200.55
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NOV-10-2005 THU 08:20 Al DNR COHMISH FAX NO. 9072698918 P. 02

ExxanMobil Produotion Cievpany Richard J,. Owen
PO, Box 196801 Alagka Production Manager

Anchoruge, Alaska 998 19-6801 Joint Intereat U.S.
907 561 5331 Telephone

[N | ataae- [—1

Ex¢onMobil

Production

Novembar 8, 2006

Michaset Menge, Commmissionar
Department of Natural Regources
580 W. 7th Avenus, Sute 1400
Anchorege, Alaska 99501

Dear Commissioner Menge:

On October 27, 2005, ihe Director of the Division of Oll and Gas lssued the Amended Decision
Denial of the Proposed Plans for Davelopment of the Point Thomson Unit (“Amended
Decislon®). It is our understanding that the Amended Decigion superseded the September 30,
2005 dacision entitiod Deniat of the Proposed Plans for Developmaent of the Polnt Thomson
Unit,

ExxonMobll, as Point Thormson Unit Operator and on behalt of the Point Thomson Unit Working
Interest Owners, hereby requests an extenslon of the time to appeal the Amended Declsion,
and of the time to cureset out In that decislon, to May 31, 2006. During this time period, the
PTU Owners will continue with activities set forth in our plan of development necessary to
progress a gas sales developmant at PTU. In additton, we raspectfully request that you extend
the deadlinas and abligations set forth in the May 24, 2002 Decision of the Director on the PTU
Application for the Secord Expansion and Third Contraction of the Unit Area by six months.

We request the DNR advise us If our understandings are not correct or if you disagrae with any
matter addressed in this letter, and that you grant our requesta for extansions.

Sincerely,

o

RJO:ddm

AGDI Appas By, 11406400

—~
e

A Division of Exxon Mobil Corporation
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DEPARTMENT OF NATURAL RESOURCES 8§50 WEST 7™ AVENUE, SUITE 1400
' ANCHORAGE, ALASKA 98501-3650
OFFICE OF THE COMMISSIONER PHONE:  (007) 269-8431

FAX:  (907) 26¢-8918

November 10, 2005

Richard J. Owen

Alaska Production Manager
ExxonMobil Production Company
PO Box 198601

Anchorage, AK 996519-6601

Re: ExxonMobil Production Company's Request for an Extension of Time
Dear Mr. Owen:
The Department of Natural Resources office received your November 9, 2005

letter, After careful consideration of the issues, I have deeided gran//——-""

ExxonMobil's requests for extensions of Hme set put'in your let

Z6mmissioner

ce:  Bill Van Dyke, Director, Division of Ofl and Gas
Richard Todd, Department of Law

“Develop, Conserve, and Enhance Natural Resources for Present and Future Alaskans™
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NOV-16-2005 WED 04:04 PH DNR COMMISH FAX NO. 8072698818 P. 03
Kov.1d. 200% 3:1IPM No.‘3404 L

WALKER & LEVESQUE, LLC

ATTORNEYS AT LAW
731 N Stroot
, AK 50601
(907) Z78-T000 | F12(R07) 2787001
Emait: b wwagiscnet
VIA PACSIMAE: 260 8018
, “:l;:-“l '..‘;'.." o= =
November 15, 2005 RETURS LR eve s
Michasl Ménge, Cammissioner KoV 1 3 2005
Alasks Departmeant of Natural Resources R e e i,
550 Wast Seventh Avenue 4 3’:3«-::“;(;;;. ‘.".:". - l;.‘r‘af.‘ o,
suno 14m ‘ EENAAE O B o
Anchorage AK B8501
RE: Extansian of Point Thomson Unit appeal deadline
Dear Commissioner:

Uponnmulfy. we obtained documents foday shawing that ExxonMobll requested,
and you gra letter on November 10, 2005, an extension untid May 31, 2008, of the
deadline t appeal the Director's October 27, 2005 Amended Dacision-Denisl of the 22™
Ptan of Developmant for the Foint Thomson Unk. We Inquired whaether that extension
applies to all parties, and Mr. Haveiock of the Divislon of OR & Gas advised that he is
consuiting your affios an that question.  This letter follows up on the same question.

The Aluska Gasline Port Authorlty (AGPA) and lts chalman, Jim Whitaker, whom
this firm is, aro parties affected by the Denial of Septambar 30, 2005 and
the Decision of October 27, 2005, as fully described in our Agency Dsmand of
Ssptember 16, 2008,

Plesse advise by 12 noon Wadnasday, November 18, 2005, that the axtension to
May 31, 2008 granted to ExxconMobil also applles to my clients. If you deny an extension
In parity with that granted to BxxonMobil, plonse sdvise ma of your basls for different
treatment bétween the parties. This leiter shouid not be construed an an affimation of
your November 10, 2005 extsnsion granted to ExxonMobli; my clisnis reserve thelr right to
appeal that extension, for, [nter giig, undue delay. at a later dats.

Very truly yours,
. WALKER & LEVESQUE, LLC

Wiillam M. Waiker
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DEPARTMENT OF LAW

OFFICE OF THE ATTORNEY GENERAL

November 16, 2005

VIA FACSIMILE (907) 278-7001
& US. MAIL

William M. Walker

Walker & Levesque, LLC

731 N Street

Anchorage, Alaska 99501

RE: Extension of Point Thomson Unit appeal deadline

Dear Mr. Walker:

\

FRANK H MURKOWSKI, GOVERNOR

1031 WEST €™ AVENUE, SUITE 200
ANCHORAGE. ALASKA 995011994
PHONE : (907) 269-5255
FAX: (907) 279-4644

I have reviewed your letter of November 15, 2005. DNR will not reject an appeal
from the Amended 22nd PTU POD decision on the ground of timeliness if it is received

on or before May 31, 2006.

Sincerely,

DAVID W. MARQUEZ
ATTORNEY GENERAL

By:

Richard Todd

Assistant Attorney General

RT/sak

cc: Michael Menges, Commissioner, DNR
Kenneth Griffin, Deputy Commissioner, DNR
Kevin Banks, Director, DNR
Brian Havelock, DNR
Craig Richards, Walker & Lavesque, LLC
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J P.O.BOX 111000
JUNBAU, ALASKA 53811-1000
PHONE:  (907] 465-2400
FAX: (907} 465-3386

DEPARTMENT OF NATURAL RESOURCES [0 550 WEST 7™ AVENUE, SUITE 1400
ANCHORAGE, ALASKA 99501-3650
OFFICE OF THE COMMISSIONER PHONE:  [907) 269-8431

FAX: (907} 269-6918

May 26, 2006

Mr. Richard J. Owen

Alaska Production Manager, Joint Interests U.S.
ExxonMobil Production Company

3301 C Street, Suite 400

P O Box 196601

Ancharage, AK 99519-6601

RE: Point Thomson Unit
Extenslon of Time to Cure Default and Time to Appeal

Dear Mr. Oweh:

On October 27, 2005 the Director of the Division of Oil and Gas issued an Amended
Decision on the Proposed Plan of Development for the Point Thomson Unit (Dectsian},
which placed the unit in default. By letter dated November 10, 2005, I extended the
time to appeal the Decision or cure the default until May 31, 2006. When I extended the
deadlines I had expected that the legislature would have acted on the proposed Alaska
Stranded Gas Fiscal Contract (ASGFC) by that date.

Given the remaining time for the public to comment on the ASGFC and preliminary
fiscal interest finding, the time needed to consider the public comments and prepare a
final ASGFC and fiscal interest finding, and time for the legislature to consider the
contract, I am further extending both the time to appeal the decisjon and to cure the
default to September 1, 20086.

By letter dated November 10, 2005, I also granted a six-month extension of the
deadlines and obligations set forth in the May 24, 2002 Declsion of the Director on the
PTU Application for the Second Expanston and Third Contraction of the Unit Area.
Those deadlines remain as set forth in that letter.

cc: Ken Grifiin, Commissioner's Office
Bill Van Dyke, Division of Oil and Gas
Richard Todd, Department of Law

"Develop, Conserve, and Enhance Natural Resources for Present and Future Alaskans.”
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TR OF ALASIA e

PHONE:  (907) 465-2400
FAX  (807) 485-3886

DEPAR'IMENTOFNATURAL RESOURCES [ 550 WEST 7™ AVENUE, SUFTE 1400
ANCHORAGE, ALASKA 99501-3850
mwmm - PHONE:  (307) 200-8431

FAX:  (%07) 2008918

Date: August 81, 2006

FACSIMILE 907-564-3677
CERTIFIED MAIL 7005 1820 0003 7398 9541
RETURN RECEIPT REQUESTED

Mr. Richard J. Owen.AlaskaProducuonMamgcr Joint Interests U.S.
ExcconMobil Production Company :

3301 C Street, Suite 400

P.O. Box 196601

Anchorage, AK 99519-6601

RE: Point Thomson Unit
Extension of Appeal Period

Dear Mr. Owen:

On May 26, 2006 | extended the ttime to appeal from the October 27, 2005
Amended Decision on the Proposed Plan of Development for the Point Thomson
Unit (POD Decision) to September 1, 2008. The POD Decision put the Point
Thomson unit in default. I also extended the time to cure the default to
September 1, 2006.

I am now further extending the time to appeal the POD Decision and to cure the
default to October 20, 2008, On that date, if Exxon has not provided DNR with
an acceptable cure, Exxon and other interested persons must deliver their appeal
papers to my DNR office in Anchorage. The appeal papers must conform to the
requirements of 11 AAC.02.010 et. seq. especially section 040 including, but not
limited to, setting out a clear statement of all grounds for the appeal. Along with
the appeal papers Exxon must submit to DNR all briefs, exhibits, evidence,
argument and any other information and documents that it wants me to consider
in connection with the appeal of the POD Deciston and the proposed cure of the
unit default. If Exxon prefers not to deliver its appeal materials to DNR, please
arrange to have them mailed or otherwise transmitted to my office so that they
are recefved by October 20, 2006.

“Develop, Conserve, and Enhance Natural Resources for Present and Future Alaskans.”
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If no cure has been reached by October 20, 2006, I will hold hearing on this
matter beginning at 9:00 AM, November 8, 2006 at 550 West 7th, suite 1400,
Anchorage, Alaska 99501. Persons wanting to participate at the hearing must
pre-file testimony, exhibits, demonstrative aides, and any other item they plan on
offering at the hearing such that it {s received by my Anchorage office no later
than October 20, 2006.
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Cominissioner

cc: Bill VanDyke, Acting Director, DNR, Division of Oil & Gas

Ken Griffin, Acting Deputy Commissioner, DNR
Richard Todd, Senfor Assistant Attormey General
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DEPARTMENT OF NATURAL RESOUKRCES [] 550 WEST 7™ AVENUE, SUITE 1400
ANCHORAGE, ALASKA 09801-3650
OFFICE OF THE COMMISSHINER PHONE:  [907) 285-8431
FAX:  (907) 209-8910
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Date: August 31, 2006

FACSIMILE-907-278-7001
" CERTIFIED MAIL 7005 1&820 0003 7359 2541
. RETURN RECE

Mr. Willlam M, Walker.
Walker & Levesque, LLC
731 N Street
Anchorage, AK 99501

" RE: Point Thomson Unit
Extension of Appeal Period

Dear Mr. Walker:

g

Time {8 extended for your clients' appeal consistent with the terms set in out in
the attached letter to ExxonMobil.

o

cc:  Bill VanDyke, Acting Director. DNR, Division of Oil & Gas
Ken Griffin, Acting Deputy Commissioner, DNR
Richard Tedd, Senior Assistant Attorney General

“Develop, Conserve, and Enhance Nostural Risources for Present and Future Alaskans.”
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WALKER & LEVESQUE, LLC
ATTORFEYS AT LAW
731 N Strest
Anchorage, AK 88501

(901) 2787000 - P (07) 278001

Septamber 7, 2008

Commissioner Michael Menge
Departmernt of Natural Resources
State of Alaska

550 W. 7" Ave. #1400
Anchorage, AK 99501

RE: Point Thomson Unit - Extenaion of /ppeal Period
Our File No. 1812

Dear Commissioner Menge:

We are in receipt of your August 31, 2008 letter e)dgnﬂng the ima, cansistent
with the terms set out in the letter of the sume date (the “3™ Exxon Extension”) to Mr.
Richard J. Owen of ExxonMobll Production sompany (together with affiiated companies
“Bxxon”), for the Alacka Gasline Port authority (AGPA) to appesi the Director of Oil and
Gae's October 27, 2005 Denial of the Proposed Plans for Development of the Point
Thomeon Unit (the “Amended Daclslens”).

In the 3" Exxon Extansion, you extanded until October 20, 2008 the time for
Exxon to appeal the Amended Decision or to cure the Point Thomson Unit's default
status by submiting an acceptable 22™ Plan of Development (the 72"’ PODY.
Although AGPA appreciates the opportunity to testify at hearings on November 6, 2008
(and to pre-flle testimany and exhibits by Uetaber 20, 2006), to ensure thalr right to
provide substantve Input befors the Qcluber 20, 2008 deadline, ws request an
opportunity to participate n or at least obsetve any discussions between the State and
Bxxon or othar Point Thomeon working Inlsrest owners regarding a potential cure,
Additionally, we requast that we be copled on any comespondencs relating to proposed
terms of an accaptable PQD.

We lock forwand to your response to this request. Plaase contact me with any
.questions,

WALKER & LEVESQUE, LLC

co:  Chabman Jim Whitaker, AGPA
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