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DEPARTMENT OF NATURAL RESOURCES (3 550 WEST 77 AVENUE, SUITE 1404
, . ANCHORAGE, ALASKA-99501-3650
OFFICE OF THE COMMISSIONER PHONE:  (907)269-8431

FAX: (907) 264-5418

January 3, 2008

Douglas I. Serdahely Stephen M. Ellis

Pitton Boggs, LLP Delaney Wiles, Inc.

Attorney fot ExatonMobil Corp. Attomey for Chevron U.S.A. Inc.

601 West Fifthi Avenue, Suite 700 1007 West Third Avenue, Stite 400
Anchotage, AK 99501 Anchorage, AK 99501

Spencer C. Speed Susan Orlansky

Dorsey & Whitney, LLP Feldman, Orlansky & -Sanders

Attorney for ConoeoPhillips Alaska, Ine. Attorney for BP Exploration (Alaska) fne.
1031 W..Fourth Avenue, Suite 660 500 L Street, Suite 400

Anchorage, AK 99501 Anchorage, AK 99501

Dear M. Serdahely, Mz Sneed, Mr. Ellis and Ms. Orlangley:

On Deceriber 26, 2007, Superior Court Judge Sharon. Gieagon issbed. 4. Décisiofi in JAN:06=
13751Civil.on all of the pending PTU Rule 600 appeils ‘She affipmed the Depattrmient’s desision to
reject the Appeliants” proposed modified 2204 Plan of Developtrient (FOD). However, she
temanded the matter to the agéncy “so as to accord ta the Appellants natice:and anopportunity to be
heard before the agency as 1o the appropriate remedy when the Department has, rejected the
proposed modifted 221id Plan of Deévelopment for the Point Thomsoer Unit.*

‘In accordance with Judge Gleason’s remand, the Department hereby provides the Appellants with

noticeof the following:

. The Department is considering the appropriate remedy for failure to submit an aceeptable
plan. The Department. is. specxﬁcally considering. the remedy of terminafion. of the Point

Thompson Unit.

# BP, Chevron, Conoco and ExxonMobil. tiay submit briefing to. DNR on the following, -

issues: (1) whether the remedy of unit' termination is thé appropriate remedy for the:

Appellants® failure o submit an acceptable 2Ind POD3 and (2) if ‘termination is not

appropriate; what remedy wonld be an apprapriaté response to e Appellants” failure: to-
submit an acceptable 22nd POD.

Appellanty st §ubirnit bneﬁng thcy want DNR ' to consider on the {ssue of the appmpmate refneédy

for-failute: to subriit afi acceptable POD on or before Friday, February 4,:2008. In the-tiear futiire,
the Departtnent will set a date for oral argument on the briefing:. If Appellants want more procedure

oF proceedings on remtand than writteti briefs and oral argument; they must request the addffjonal

“Develdp; Conserve, and Enltance Natyral Resoirces for Present and Futuré Alaskan®
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procedurs and proceedings in a written document submitted to the Comimissioder on or before
Friday, January 18, 2008.

Sincerely,

Thomas E. Irwin
Commissioner

cer Kevin Banks, Acting Director, Division of Oil & Gag
Nan Thompson, Division of Oil & Gas
Richard. Todd, Department. of Law
Mark: Ashburm, Ashburn & Mascn, P.C.

[r——

Bocotibm womid
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DEPARTMENT OF

PATIONBOGGS. NATURAL RESOURCES & st
ATUIRREYS &L (§W A 18 2008 Anchorage, Alaska 99501

’ 97:253-5300-
MlSS]ONER'S OFF‘CE Facsimile 907-263-63¢5
M\‘,CHOHAGE wwew. gatlonbogos:tom

coMm

e i g Douglas J, Sesdahel
January 18,2008 (9007‘?1616} mlhc ’

dscrdabely@pattanboges.com-

Thomas E. Trwin

Cortinissioner

Department of Nattiral Resoyrces,
550 W.7th Avenye, Suite 1400
Anchorage, Aliska 99501

RE: Response to f-.‘sttcr of January 3; 2068
"Dear Commiissiener Irwins k
Thale you foryour letrer of Janvary 3; 2008, with respect. 10 proceedings o remand

from Judge Gleason's decision‘reversing the termination of the Point Thomson Unit, Yout letter:
invites a requesy from the Working Interest. Overs (“WIOs”)-in the event that they “want miore.

procedure or proceedings om;rerzxénd'phgn'wﬁnen,,bﬁcfsvandgozfal~a‘fguméﬁt.”

“The WIs.do in fact believe thay an opporunity merely o subnit briefs and then to
presetic oral 4rgrithent is bot sufficient-to-address properly the procedural and substandve jssues
sevforth in Judge Gleason’s decision,. Judge Gleason specifically identified issues on which there
are material factual disputes that need to:he resolved, in order to "deterrnine the approprtite
remnedy wheo DINR has:efected die. modified 227 Plan.of Development” Judge Gliasor’s
recent order retaining furisdiction atd réquesting a final décision from DINR within 180 days
provides ample fime for z hearing with more adequaté proceedings than the simplé submission of
;4 single set of briefs and oral argument. '

Judge Gleason’s deicision técognizéd the absence of notice and due process it previous
DINR: proceedings: The WIOs shiould ot bé placed agiin in & position of having a hearing on
briefs‘alone, without knowing exactly what issues or facts DINR mighe hater conend were-urides
review. Rather than hiave the WIOs submit briefs based on guesses about what legal spandards
DNR,contends miay apply, or whit remedies ather thah terraination of the Unit DNR. might
consider; the WIOs believe that, in advance of briefing or hearing of this mavtér, DNR should
set forth 1is view of the appropriate Alif.l standards and remedies; and the fagrua] bases that DNR:.
believes supparts those rémedies; so that the WIOs have fairand reasonable.notice of the issues
to be considered and the:evidence that DNR believes is relevaitt 1o cheim. The WIOs will thien be
in a-posiion o respond to.the issues as DINR: perceives them.

. More specifically, the WIOs request that DNR adopt the following procedures, Nothirg
in this fetter is intended to-watve any issue the WIOs could mise in any further proceedings
before Judge Gleason in the Stperior Court or in the. Supreme Coirt.

30507

RTUREC

Washingion B Northern Virginia | New Jersey | New York | Daltas | Denver | Anchorage | Doha, Gatar
O e S A . g
T~ tff‘ng AL hl Mdd'th;; ,ﬁqx{"ﬁvjfﬁ‘(\-/{;
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Thomas E. Irwin
Comimissioier
January 18,.2008
Page 2

L DNR should appoirit ani iridéperident hearing officer in accordance with AS
4464.030. Absenr an iinbjased and independent review, the appearance and reality of unfaimess
in proceedings conducted by a decision-maker with a financial interest iri‘the proceedings: will
persist: Judge Gleason has noted “DNR’s-apparent violaton of its own procedutal regulations;”
and détermined that DNR’s prevaoiss: proceedings denied due process to the WIOs, Moreover,

- confidential doguments: disclosed by DNR on appeal reveal that DNR, shoitly before putporting
to terminate the. Unit, caleulated what:it beheved would be the exteit of the State’s financial gain
were i to termimzte the Point Thormson Unit.! Giver DNR’s financial interest-and the already-
demionstrated denial of due process in the previeus-proceedings, we do not beleve that DNR. can
renderan unbiased decision. Fundamental notions of faif pliy and due.process therefore require
tha the decision be made by an independent decision-miker. Atcordingly, 2ri administrative law
judsge, acting pursvan to.established segultory procedures; should conduce these proceedings:
and determine the appropriate remedy,

2 Whoever presidés at any furthér proceedings, DNR should acknowledge the
adversaty nature of the proceedings, and should treqt DNR staff a5 one party to the proceedings
that wonld submir briefing and evidence and respond ro the WIOS' bricfing and evidence. Itis
essential to-due process that the factual materials dnd testiinanyon which the staff proposes to
relybe idenﬁﬁe;, and subiitted for the record, thavthe WIOs have fair nodee-of the legal agd
facriial positions that DINR is taking ard the grounds and evidence that support them, and that
thie WIOs reeeive a fair opporturiity to cross-examine DNR's witnesses and rebrit the evidentiary

matesials offeredt by DINR staff and on which DINR pivposes 19 selyin reaching its decision. In
the pror priscéédings, the Director’s-and Comumissfoner’s Decisions rélied on'a number-of
puiported facts which in our view had no supportinthe record or elsewhere and which the:

WICO's did mot have any kind of fairopportunity to dispute. This type of procedureisnot |
consistent with due process; and xépeating jt on the:fertand will produce onlya second appedl
-and a secondresmnd, If the Commissioner; rather than an independent hearinig officer; presides
ar the Kearing, rhie Commissipner should have independent counsel, so that the Attorrigy
General's Office 1s not represetitirig borhi a parry and the deciding offices.

3 The WIOs hiave carefully reviewed the decisions of the Director of the Division
of Oil and Gas. in 7005 and the Commissionerir 2006, The WIOs-inténd to propose, a8 &
‘reniedy for the disapproval of the modified 22* Plan 6f Development, that the Unit be broughr
into production at an eatlydate consistert with Articles 10-and 21 of the Unit Agreement.

L PTU Rec. 0016619-0016628: The WIO's do notagree with r.hfs‘is'Sessmgm‘bf the State’s
economic interests,
PTU REC_30308
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Thomas E. Irwin.
Commissiotier
January 18, 2008
Page 3

, 4. Absent “clear wniten notce” t6 the contrary from DINR, the WIOs mustassume
that DNR’s views for acceptable development of the Unit are those set out by the Director i
2005 4nd the Commissioner in 2006, To the extent that DNR expects to require the Unit to be
developed in ways that are different or-additional to those set forth in the Director’s decision i
2005 or the Commiissionier's Decisfort ity 2006, fairmess and due process-require DNR prompely
10 give adequate notice of its propasals, allow adequate:timé-for the WIOs t respond.to them,
and afford the WIOs 2 meaningful opportunity 16 be beard. To the exrenr DNR's: proposals-are’
consistent with Arricles 1Q and 21 and the other terms of the Unit Agreement, the WIS initeiid

- to-develop the Unit in azcordance with those proposals. The WIOs therefore believe thar they
are exitled to fair notice: of DNR’S intentions ds to development of the Unit: Tt would be 2
demial of both due:process and findamisnital faivess were DNK toinsist on developmeni.
feuiirtirients for the Unit that ft did nir communicate to the WIO's, or give the WIO's a fair
opporeunity tg address.

A 5, DNRshould schedule a hieating.at which witnesses may testify-and be cross:
exanuned, and at which DNR staff should be prepared to:present-evidence:in support of whiy'it
deeiris aity propoved remedy w be consistent with Amicles 10 and 21 of thie Unit Agreement.

. Tirme showld be allotred at the evidentiary heating for testimiony o ar Jéast the following material

i facmal issues, all of whichi have bearing:6n the arraiing of conservation gbjecttves, on good aiid

" diligent o1] and gas enigineering and producton prackives; on the avalabiltty of transpoitition

abjerives, and.on what i necessaty “to protect all parties iri interest, and thus, consistent with

Judge Gleason's.remand, affect the appropriaté remedy. '

(@) New analysis and-intsiptetarion of informarion with respect to:the
quantity, niature, anid location of hydrocarbons on the Tt

3 ‘®)  Anapproprize schedule for dévelopment of the Unir and

commencement:of production of hydidcarbors.

, (f  Theappropriate botndarias for the Unit, given.the:manner in which the
Unit:shoiild be-developed and produced,

(d)  'The reasons thavthe:manner in which the WIOs propiose ta developand
produce the Unit is consistent with redsonablé engineerng prictcerand is in the interest
of conservation.. ‘

(6  Theapplicarion of Articles 10 and 21 of the Unit Agréement to the

l 2} devalapment of the Unit and ta the approprare rate of éxploration, development, and
production of hydracarbons from the Unit. '

' PTU REC 30509
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Commissioner
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Page 4

® The procedural and substantive impon.'qf Aurticlg 21.of the Unit
Agreement on the development proposals made by the Director in 20035-and the
Commissioner id 2006, and any additional proposals that DINR miay malse int response to
paragiaph (4) abave:

(f  The procedural and substantive impore of Article. 10 of the Uit
Agreemeny on the development proposals made by the Ditector in 2005 and the
Commiissionér in 2006, arid ariy ddditonal proposals that DNR may make in.response to
paisgraph (4) above..

R ) Indu;sn'y-s;andards Am!'qvantto:{ihtqrpmﬁng hmrtaﬁons ona lessor'’s
freedomtp impose development requirements consistent with the recuirernerits in Article
10 aid 21 bF the Unit Agreeinent that the Opérator mustact as a reasonably prudent
operator,

) _ Denils of the mannerin-which'the WIOs would conimit t6 developimient
‘and-production of the field, incliding geologic, geophysical, engiieering, anid economic
eviderice ini sipport of the WIOs praposals. '

()  Deuilsof the mannerin which DNR staff contends the field shiould be.
developed and produced, inchuding geologic, geophiysical, engineering; and econtinie
evidenge in support of DNR’s cantentions,

()  Pactual evidence, including indusery'standards, relevant w fashioning.
rertidlies fora leysor’s claimof failure 1o prodyce an-oil and gas lease in 2 diely fashioi.
() .'Ih‘c;;deyclppmenf pm:cti,c:stﬁa: a‘reasonably prudent operitor woiild
underrake in 2008, ‘

(m) e imacton th publcntere of reqiing e WIOs o vadrriale
WURECONOTIG ctivities,

(ny The impact.on the State and the WIOs of other gotential rémedies as
compared to carrying out the WIOs’ propasals for developiug and producing it.

(o)  Theimpact of potential rentedies.on thie State’s.efforts to advance'a major
gasline project, .
(0} "The manner in which the WIOs propese to develdp the Unit consistent
with 4 futyre gas.sales program, ‘
PTUREC 30510
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Thomas E. Irwin

. Commissioner

Page 5

(@  Industry standards for the development of majot hydrscarbon fields in
remoté. Jocations.

(12 Industry stapdards for phasing of major ol and gas developmenis to
aceount:for and mitigate reservoir, teghnical and other risks, including uacertiriries
regarding the availability of ttanspottation systesris.

()  DNR's pragtice and procedure with respect o the certification of wells as
capable of producihg in paying quantities-and jts effect-on the development of the: Unit.

@  Droduction of hyrocarhons from wells that have beer pligged or that
have-been:*suspended” or“abandoned” plrstiie to DNR regulations.

(@) Suchothir matters a5 maybe-pértinent to the maters properly addressed
on reranid fipg the Stperior. Courr. o .

6,  Because:some of the information to'be presented atthe hearing is highly
eonfidential, provisions:must be'made fo canductall or poruons of the heanitg in clased, rather
-than public,.sessions.

7. The WIGs should have a redsonable oppormnity; in advance of the evidentiary -
iedring, tq ascertain, and therefore to:address; the contentions of DINR staff withi respece to thie:
miaterial fagrual issues listed in.the previgus paragraph asid the fatts and evidenie, i any; npon
which the contentibns rest.’ )

8. DINR’s desision shauld rest on the record of evidence and argument presented aé
thie heditig on rethand. ~ '
 In light of this request for aﬁ»'ﬁad}:pcnd'ent heaning officer, of; if DINR dentes:thay readily

available process, for procedtires bieyorid those contemiplated by your lemerof Jamuary 3, the

'WIOs request that the briefing deadline of February4; 2008, be vacated. The Februaty 4 date
could be-used, igstead for a prebearing conference to establish the procediires to- be followad in
this remand, and schedule appropriate early dates foir the exchange of factamd expert witness

Tists, statements.of tontentions; exhibits, and hearing briefs, The WIQs contemplate 4 promipt

evidentiary hiearing, consistent with Judge Gleason’s order, in-early May of this year, with

submision of briefs thereafter; and a. decision théetirig; the 180-day schedule that Judge Gleason
has established. ,

PTU REC_30511
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‘Commissioner
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__ The WIOs would be pleased to meet with you, anassigned hearing officer, or with
DNR's staff or &outisel, to answer questions, discuss procedures, including the timing and agenda.
for a pretieating conferente, and develop a rimelirie in which an adéquate evidentiary hearing can.

be beld without undue dely.

Very Truly Yours,

SwanC. Oflansly
FELDMAN:ORLANSKY-8z SANDERS
Amotneys for BP Exploration (Alaska) Inc.

Stephen ML Ellis
Anomeys for Chevron US.A., Ine,

Spencer.C; Seed.
Attomeys for ConocoPhilhips Alaska, Inc.

Dougles J. Sexdahely; Esq,

Kevin D.C

5 (&

PATTON'BOGGSILLP -
Avranteys for Exxon Mobil Corporation

DS/ mw

o Kevin Banks; Acting Director, Division of Oif & Cas

Nan Thompson, Pivision.of Oil & Gas
Richasd Todd, Depisteiént of Law
Madk Ashbarg, Ashbam &Mason, PC

PTUREC 30512
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DEPARTMENT OF NATUKAL RESOURCES
OFFICE OF THE COMMISSIONER.

[ / SARAH PALIN, GOVERNOR
1N , (3 P.0.BOX 111600

JUNEAL, ALASKA 698111002
PHONE:  (907) <65-2400
FAX: {907} 465-0800

B 550 WEST 7™ AVENUE, SUTE 1400
ANCHURAGE, ALASIA 105013550
PHONES  (907)-269-843
FAX: (907) 2698916

January 28, 2008

VIA EMAIL AND CERTIFIED MAIL; RETURN. RECEIPT REQUESTED'

Douglas ¥: Serdabely StephenM: Bllis
Patton:Boggg, LLP ‘Delaney Wiles, Inc.
Attorney fot Bxxanivfebil Corg: Attonyey for Chevion-U.S:A,, Tiic.
-G01 West Fiftlt Avenue, Suite 700 1007 Wést‘Tp‘ilﬂ':Avenqe,; Suile 400
| Anichorige, Alugka 99501 ____} Ancliorape, Adaskx:99501
Spencer G. Sneed ' Susani Orlansky
| Dorsey &Whitney, LLP Feldman, Orlassky & Sinders
Attorney for Conocobhjllips; Alasks, Tne. Attorney for BP Exploration Afaska) Irie,
1031 West Fourth Avériue, Suite:600 500 L. Street, Suite' 40Q
{ Anchgrape, Alaska 99501 Anchorage, Alaskd 99501

RE: PTUPrucecdings on Remand

Dear Mr. Serdahely, Mr. Snced; M. Bllis and Ms: Orfansky:

This‘is tha response of the Alaska Departnient of Natral Resources to, your letter (6 me oF Tinugiy

18, 2008. Aceoiiling o Iudge Gléason’s December 26, 2007 order in JAN-06-13751Civil, the
purpose of thie rermar pmneedmgs I te give-yoil the 6ppiortinity o he:-heard on the guestion of the
nppropnatc remcdy for your Jallum (o submu an ncccptszfu Plnn of Devclopmcnt ﬂ:u ihe- Poml
Thl’s remand pmceedmg is yom' npporﬁmxty to explam any a]tf:mauvw S0 unit- tcm(mntiuu wluch
yous belfeve ure appropriate-n this case.

My Januiary 3, 2008 letter to yois set. erumy 18, 2008 as:the: deadline for you 1o teqiiest.addilionnl
procedures’ on remand and set February 4, 2008 us: (e deadling for you la .submil your join{ or
separite biflefs fo e on tie appropriaté wniedy. This leter responds ‘fo Hid' procedires you
requesied in your January 18,2008 lciter, und it also extends:the date by whiclr you mast file joine or
scpﬂmle briefs desenbing the. nppropnatc reniédy nd by wiiich yoit must provide-all documents you
wanf. meo:consider in sopport of your proposed temedy to Pebruaty 19, 2008:

‘Hearing is sef to begin at'%:00 AM Monday; March 3, 2008, Tt will be lield in the Atwevd Building,

Room 1270, ‘Thiat is the timeé tid: place. for you. to present and support. your-proposed remedy. You
iy take oral argement, You may present witnesses. [t would assist nie to make a decigion and
undersfand your propesal if your witnesses wers riade avaifable for questions; On Pebruary 19,

“Develop, Conserve, aud Entunce Natyral Resonrces for Preseiit and Futnre Alaskan™

PTU REC.30513
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PTU Proceedings on Remand
1/28/2008.
Page 2 of 3

2008, you must subwit of list of all witnesses you intend fo call an at the March 3, 2008, licaring;
That Hst must include a slatement of the topics cach. wituess will address:

The mery 3, 20()8 leuc: ldcnhf‘ ed ﬂm issues lo be bnefcd as: “(l) wl'xelliex ihu, remedy of umtr

and (7) if tcrmumtron is not nppropadtc. \\lml remedy \vou[d bc an appmpna(e lespnnse lo the
Appcllunt s failung to submil 4u acceplable 22" pOD;” Plense also explaiit why it i$ i the public
interest for DNR {0 aceept the remedy you pmposc‘ You.shauld file all materials you. want DNR to
consider on the quéstion of rerhedy on February 19, 2008 with your brief and witness list.

Regarding the specific requests set out i youe letter of January 18, 2008:

I, Confidenitlality - Yot rafsed the issue of confidentiak inforation diat ray be inélwded in your
submittafs to DNR. ‘on remedy. Udiiization and the status of the PTU are issues of public
importance and interest: DNR will acerd conifidential arid peoprietary iiforrition submitted with
your briefs the: protecion DNR is suthorized fo provide under AS 38:05,035(0)(9%. You need to
mark confidential édcii. nage af the information that: ‘you sithfriit whigli yei-considér to £l within the
scope of this statute.. DNR wilt only keep confidential (liose portions of your submittals on feinedy
ilat Gill witliin thie scape’ 6 AS'38.05.035(2)(9):.

If yoin intend to. present confidential inforiation lhmugh live witnesses, you naed to indicate:that ony
youe witness, Tist and; jn the-record bhefors each witness who wili. convey confidentisl fiformiation
testifics. Testimoniy ‘initidlly tréated as. confidential will not. be. further acoprded confidential
treatoment If Jt doex not-cantain the type of infomation which DNR 15 entitled to hold confidedtial
under AS 38.05.0350a)(9).

2. Record: - The record in this malter was established. in-the consolidated: Rule 600 appeals before
Judge Gleasan, The: appropriate-temedy Wilk be determiiied in light of tht récord. DNR.will also.
cousides additional’ materinls: you may include with your Fehruaty 18; 2008 flings and in-your
‘March 3, 2008 presentauon otireriedy. DNR denies yoijr féqirést s limit the record to whatever you
provide o remand beeause that would be u)conmiem with Judge Gleason’sdeeizsion,

3. Leedl Standards - This 5 o DNR ad.lmmstmhve ‘frogeeding o the: questlbn afremedyy The
procedure i§ deseribed in 11 AAL D2.010 ef. se% Tli stindards of review for agency action-arp
those that sef out-in AJaska case law, Additionn

state taw, the Lt Agmemcm anid app[mable apulations

4. Iiidéperideiit Hearing Offider and Advérsarial Procecding, = Your, Teguests for appointmeni:ofan
independent he:mng officer and an adversardal proceeding in whici DNR is 4 pocty aid -its
einiployecs aré subject to cross examination, me denied, You have demonsirated no circumstanees
to justify departing; fronz the standard existing ndininistrtive procéss, 4 procéss that has begd:

repeatedly validated by-the Alaskn Supremc Court. Additionally; DNR tas the respansibility to

administer state resources. It is iy ]ub 10 dnscharge that msponsnbrh‘ty by detendiining, (he.

apprapriate remedy That decision: will neither be passed’ off o third-party contractor nar wilt it.

tuin 64 thé views of miy staff, [-will attend tiie hearmg,,but Lhave asked Nan Thompson of my staff
to act as the hearing officer at (te Match 3, 2008 hearinp,

PTUREC_ 30514
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PTU Proceedings o Rentsind
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5. Remedies - My January 3, 2008 [etter advised you thal DNR is considering the remedy of unit
terntination,, Tlie. fpose of this procéedjug is t¢' consideryoiu drgufitents about liait termination
and any altemative remedies which you believe are: appropriate giver your failtre to submit an
acceplable POD.

The time to curc: pmvnded for in the Director’s decision, und expanded by Commissioner Menge,
has passed. Comumissioner Menge found-the amended 22ud POD wis uiacceptable and that finding
has been affinmed by the superior court. Therelore, you shauld nof treat the proceedings an rentarid
us u [urther oppoﬁumly {o the cure as described jn the Director’s deeision, Becasse thé time fof
curs [us long passed, any “rellance” on past statemnents.regarding cure is: now inressonable,

To the extent you chose to propose:anew POD, you should consider the record (st was: developeid
before Judge Gleason. [t 'shiows that bgth AOGCC aid DNR Kave requesied the PTH {essees- fa
drill sufficient wells to filly delincate all of ihe FTU reservolrs: DN has: tcpentedly réquesied tist
the Lessess cominit to. full and timely development of alt PTU reservairs; mc]udmg BAS, BAs
condensate; and oil.  You should also consider, what assurinces you ean give DNR thit whitever
yau propose asd iémedy willbe doné.

DNR. will conisidér the entive tecord (o determing the appropriate remedy.

Sincerely,

ThomaaD Irwiny
Commjssioner

cé:  Kevin Bariks, Acting Directer, Division of Oil & Gus
. Nean Thompson; Divisiar ofOif & Gis
Mdrk, Ashburn, Ashbum &-Mason, P.C.
Richard Todd, DO

P111R5x150515
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Facsimie 907-253: 6145
ww. patiod qud&.com

i . Doughs J. Serdshh
February 8, 2008 (98;1)8.5;531‘::&”

dserdahely@] prronbaggt.com

Thomas E.Irwin
Commissioner
Department. of Natural Resources
550 W 7" Avenue; Sulte 1400
. Anchorage, Alasla 99501

Rer  Procedures for hearing commencing on March 3, 2008:

‘Dear Comumissioner Irwin:
) “Thiis letrer further responds to your January 28, 2008 letter regarding: proccdurcs forithe
J proceeding on remirid,
1. ff: The WIOs request clarification. that you,.

myour capat;myas dec.lsx’on maker, have: ot had and wilf not have undiselosed
communications with DINR staff regarding the subject murrer of the heanng

2. Additional Evidenice, The WIS requesc natice by February 19, 2008'of any )
evidence; mth:dmg testimony, that i nio¢ includéd i the rséoid ari apipeal 1o:Judge
Gleason wpon which you may rely in making your decision, The WIQs also request
notice and-a reasonable opporturity 16 réspond to azy. evidérice apon which you iy
tely in yoor decisiott thar comes o' yourattention after- February 19;; mx;lug!mg the
opportunity tg examine the sponsoring witnesses.or source of thié wformifion,

3. Evidence FromDNR Staffy The WIOs request that they be permitted ani -
opportinity.to take testibnony from DNR sraff ar e heating regarding spécific DNR.
dacuments i the record that the WIQs will idencify in theu- Februaty 19, 2008

submiissions.
4, Addidonal Documents, The WIQs request: AN OpPOFUNILy ta review priorio-the oY
hearmg DINR dacuments that are not in the record but directly relate tgo¢ support. §
spécifically iderirified DNR documents thiat are in the record: The-WIOs will icntify o
such addirional documents in their Febnuary 19,2008 submissions. §
{ 5. g. The WIOs tequest an opportunity -t submit: brefs within E

mvenry (20) days éfter the conclusion of the hearirig and the clésiiig of the evidenice.

Wa;tﬂn‘gwn:Dgloasﬁ&é%\‘wmrgm‘?a | New Jersey [ flew Youk | Daftas | Oeaver | AKnchotage | Oobe, Darar
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M ANIgN &

Thormas E. Irwin
Commissioner
February 8, 2008
Page 2

The WIOs request clarification regarding these maxers at your earliest convenience.-

Absent a specific written waiver, the WIOs do not waive (i) the requests made to you in
their letter of January 18, 2008; {ij) the requiest miadé éarlier today foi procedures that conform to
Section-21 of the PTUA, or (i) the sight to  request additienal procednres in the cotrse; of the

renmnd, pmceedmgs
Vexy,Tnily Yours,

Susan C. Orlansky
FELDMAN ORLANSKY & SANDERS
Astomeys for BP Exploration (Alaska) Inc.

Stephen M. Eitis
DELANEY WILES, INC.
Attorneys for Chevron US.A., Inc.

SpencerC. Sneed

DORSEY &WEHITNEY LLP
Attomeys: for ConocoPhillips Alasha, Inc,

Douglas J..Serdahely, Esq.

Keviti D, Callihan, Esq.

PATTON BOGGS LLP

Artorrieys for Exxir Mobd Corpomnon

- Onbehalfof all Appellants

DJS/ mve .
cc:  KevinBanks, Acting Director, Division of Cil & Gas

N Thompson, Division of Oil & Gas
Richard Todd, Department of Law
Mark Ashbum, Ashburn & Masor, PC

PTUREC_30520.
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STATE OF ALASKA DEPAR

e -
NAT MENT
DEPARTMENT OF NATURAL RESOURCES UL *ESOUgg:
550 W. 7th Avenue, Suite 1400 Frg | ; UES
Anchorage, Alaska 9950 - ) 2008
=O!IONER:

In re Remand Proceedings Pursuant to AN CHoq}? ? OFFIcg
December 26, 2007 Order of Superior Court TAGE

Regarding Point Thomson Unit Agreement

BRIEF OF EXXON MOBIL CORPORATION,
BP EXPLORATION (ALASKA) INC., CHEVRON U.S.A. INC. AND
CONOCOPHILLIPS ALASKA, INC. ON REMAND BY
SUPERIOR COURT ORDER DATED DECEMBER 26, 2007

L INTRODUCTION
Judge Gleason ruled that DNR violated the Owners’ due process rights in

terminating the PTUA. Op. 39-42. She remanded to DNR “for the purpose of according

to the Appellants a hearing on the appropriate remedy to the State upon DNR'S rejection

of the proposed 22™ Plan of Development.” Op. 42. She specifically instructed DNR. to

“consider the import of Section 21 of the PTUA, as amended in 1985, in determining the
appropriate.remedy.” Id. DNR, however, has given notice only that it “is considering the
dppropriate remedy for failure to submit an acceptable plan” and “is specifically
considering the remedy of termination of the Point Thomson Unit.”'

As a matter of law, termination is not an “appropriate remedy to the State upon

DNR’s rejection of the proposed 22™ Plan of Development.” Op. 42. There has been no
default under the PTUA, and even if DNR rcjection of the proposed 22™ POD were a

default, it would not be a material default. Absent a material default, termination is not

: Commissioner’s January 3, 2008 letter.

PTUREC 30523
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payment by September | unreasonably “cxposes miners to risk of forfeiture . .. .”).
These principles are directly applicable here. Approval of a new POD will result

in no significant damage to the State’s interests in the Point Thomson Unit. Termination,
however, will plainly result in a {orteitwe of the $800 million that the Owners have
invested in the unit, and of the substantial work they have done to explore the Unit and to
model and understand its reservoirs. There is no basis in equity that all that work and
investonent should be thrown away, and the State itself denied the benefit of the
knowledge base thus accumulated, merely because after approving 21 PODs, the Director
disapproved the 22™.

D.. Releyant Restatement Provisions Establish That There Has Been
No Material Breach

Turning to the more general principles that govern the circumstances in which a
court can find a “material” breaeh, it is clear that those principles-also preclude a finding
of material breach here. The applicable law is given in Sections 237, 241 and 242 of the
Restatement (Second) of Contracts (1979). Section 237 relieves a party of its duty to:
perform only if there is an “uncured material failure” of performance.’’” Thus, even if the.

Owmners breached the PTUA, the State is not relieved of it obligations urder the PTUA

7 The Second Restatement’s introduces the corncept of cure as a separately-stated

element of the test for whether a contract may be terminated. The idea is that if there is a
“material” breach of contract (a “failure of performance” as Section 237 says), it only
“suspends” (but does not “discharge”) the other party’s obligation to perform. An
opportunity to cure must be given prior to the point in time when the noo-breaching
party’s obligations are “discharged” and the contract may be terminated. See
RESTATEMENT § 242, comments a, b.

BRIEF OF EXXON MOBIL CORPORATION, BP EXPLORATION (ALASKA) INC., CHEVRON U.S.A. INC.
AND CONOCOPHILLIPS ALASKA, INC. ON REMAND BY SUPERIOR COURT ORDER DATED
DECEMBER 26, 2007, In re Remand Proceedings Pursuant 1o December 26, 2007 Order of Superior Court

Regurding Point Thomson Unit Agreement
Page 31
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By

DATED at Anchorage, Alaska this // day of February 2008.

Of Counsel:

O’MELVENY & MYERS LLP
John F. Daum

M. Randall Oppenheimer
'400-So. Hope Street.

Los Angeles, CA 90071

Tel: (213) 430-6000

George R. Lyle

ABA No. 8411126
GUESS. & RUDD PC
510 L Street, Suite 700.
Anchorage, Alaska 99501
Phone: (907) 793-2200
Fax: (907) 793-2299

PATTON BOGGS LLP

Do Jifte

Douglas Serd Hely, Esq.

Alaska Bar No."7210072

Kevin D. Callahan, Esq.

Alaska Bar No. 8411103

601 West Fifth Avenue, Suite 700
Anchorage, Alaska 99501

Phone: (907) 263-6310

Fax: (907) 263-6345

William B. Rozell
Alaska Bar No. 7210067
P. 0. Box 20730
Juneau, Alaska. 99802
Tel: (907) 586-0142
Fax; (907) 463-5647

Attorneys for Exxon Mobil Corporation,
Operator of the Point Thomson Unit

Susan C. Orlansky

ABA No. 8106042

FELDMAN ORLANSKY & SANDERS
500 L Street, Suite 400

Anchorage, Alaska 99501

Phone: (907) 272-3538

Fax: (907) 274-0819

Bradford G. Keithley
JONES DAY

2727 N. Harwood
Dallas; Texas 75201
Phone: 214-969-2920

Attorneys for BP Exploration (Alaska) Inc.

BRIEF OF EXXON MOBIL CORPORATION, BP EXPLORATION (ALASKA) INC., CHEVRON U.S.A. INC.
AND CONOCOPHILLIPS ALASKA, INC. ON REMAND BY SUPERIOR COURT ORDER DATED
DECEMBER 26, 2007, In re Remand Proceedings Pursuant to December 26, 2007 Qrder of Superior Coart

Regarding Point Thomson Uit Agreement
Page 35
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Exhibit

RICHARD F. STRICKLAND

THE STRICKLAND GROUP, INC.

4521 S Hulen, Suite 102
Fort Worth, TX 76109
(817) 338-0800

(817) 338-0830 (fax)

www.tsg.net
BIOGRAPHICAL DATA
Birth date: August 31, 1948 Marital Status: Married, two children
Citizenship: United States
EDUCATION

College

B.S., Petroleumn Engineering, Texas A&M University (1970)
M.S., Petroleum Engineering, Texas A&M University (1974)
Ph.D., Petroleum Engineering, Texas A&M University (1976)

Honor Societies

Tay Beta Pi (Engineering Honor Society)
Pi Epsilon Tau (Petroleum Engineering Honor Society)

EXPERIENCE

!gdusln'ﬁal
Thie Strickland Group, Inc, President (June 2001 to Present)

Cawley, Gillespie & Associates, Inc., President (fanuary 1991 — May 2001)

Cawley, Gillespie & Associates, Inc., Executive Vice President (January 1988 - December, 1990)
Cawley, Gillespie & Associates, Inc., Petroleum Consultant (July 1982 - December 1987)

Reservoir Simulation Technology, Inc., President (December 1980 - May [982)

Simulation Technology, Partner (September 1974 - November {980)

Numerical Simulation Section, Phillips Petroleum Company, Reservoir Engineer (May 1974 - Sep. 1974)
Atlantic Richfield, Reservoir and Production Engineer (1970 and 1972)

Pan American Petroleum, Engineering Assistant (May 1969 - September 1969)

Tidewater Oil and Gas, Engineering Assistant (May 1968 - September 1968)

Getiy Oil, Engineering Assistant (May 1967 - September 1967)

Educational
Associate Professor, Texas A&M University (September 1980 - May 1982)

Assistant Professor, Texas A&M University (September 1976 - August 1980)
Instructor, Texas A&M University (September 1975 - May [1976)

Remand Remedy Hearing -

25 (P > PTUREC 30500
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Richard F. Stricklund
Page 2

Military.
US Army, South Vietnam, [nfantry (September 1970 - Pebruary 1972)

PROFESSIONAL AFFILIATIONS

Society of Petroleum Engineers (SPE)
‘Texas Society of Professional Engineers (TSPE)
National Saciety of Professional Engineers (NSPE)
NSPE - Professional Engineers in Private Practice (NSPE-PEPP)
American Consulting Eggineers Council
Registered Professional Engineer in the State of Texas
"Sigma Xi

PROFESSIONAL COMMITTEE MEMBERSHIPS

Frost Bank Advisory Bourd (2000 to Present)

Petroleum Engineering Industry Board, Texas A&M University (1995 - 2000)

Society. of Petroleum Engineers Editorial Review Committee (1978 - 1980)

Student Development Committee of American Association of Engineering Studies (1979 - 1980)
Society: of Petroleum Engirieers Education and Acereditation Committes (1981 - 1994)
Engineering Accreditation Commission of ABET (1984 [987)

Bourd of Directors of the Accreditation Board for Enginéering arid Technology (1988 -1994)
Chairman of the Fort Worth Section of the Society of Petroleumr:Engineers (1988)

Board of Directors of the Fort Worth: Seéction of thie Society of Petroleum Engineers (1989 - 1992).

Texas A&M University Cominittee Memberships

Agademie Council, Member

College of Engincering Computing Committee, Memiber

Petraleurn Engincering Scholarsliip Committes, Chatrritan

University Disciplinary Appeals Pansl, Member

L. P. Peterson Engineering Computing Center, Director

College-of Engineering Student Honors and Awards Committee, Chaitman
Brazos Valley Regional Science and Engineering Fair, Director

HONORS AND AWARDS
Outstanding Faculty Award, College of Engincering, Texas A&M University (April, 1980)
Mémber, Graduate Faculty, Texas A&M University
Dresser Professor of Petroleum Engineering
Accreditation Board for Engincering and Technology - Fellow

PUBLICATIONS AND PRESENTATIONS

Strickland, R.F.: "An Analysis of Artificial Barriers for Controlling Water Coning," M.S. Thesis, Texas
A&M University, May 1974,

PTU REC 30501
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Riclard F. Strickland
Page 3

Strickland, R.F. and Morse, R.A.: "Artificial Barriers May Control Water Coning,” Qil and Gas Journal,
October 4 & 7, 1974,

Oliwekland, RUF: "Gas Injection for Up-structure Oif Drainage," Ph.D. Dissertation, Texas A&M
University, December 1976.

Swickland, R.F. and Jennings, J.W.. “Recent Developments in Texas A&M University's Lignite
Clasification Project,” 4th Annual Underground Coal Conversion Symposium. June 1978,
Sienmboat Springs, Colorado.

wivickland;, R.F. and Jennings, J.W.: "Analysis of Geological Limitations to Underground Coal
tagification,” In Situ, Vol. 3, Number 3, September 1979.

Strickland, R.F and Morse, R.A.: "Gas Injection for Up-structure Oil Drainage," Journal of
Petroleum Technology, October 1979, pp. 1323-1331,

- s, J.W., Strickland, R.F., and Von Gonten, W.D.: "Underground Lignite Gasification at
i'aicas A&M," Presented at:

%¢.uposiuny on Energy and Mineral Recovery Research, April 12-14, 1977, Golden,
Coloradog

‘I'tiied Anwal Underground Coal Conversion Symposium; June 6-9, 1977, Fallen Leaf

[ uke, California;

“wcond Annual fn-Situ Energy Recovery Technology, July 11-12, 1977, Albuquetque, New
Mexteo.

shricldand, R.F. "Short Courses for Industrial Representatives,”

‘Topics: Oil and Gas Technology
Basic Reservoir Engincering
Advanced Reservoir Engineering
Numerical Simulation '
Thermodynamics and:Phase Behavior
Oil and Gas Property Evaluation
Presénted 1977 through 1990

"1 1znd, RF. "Disputes about the Panhandle Field of Texas",

S.riety of Petroleumn Engineers, Dallas Section, November 1986, December 1989.
Dallas Geological Society; February 1990.

- oilind, RUF. "Oil & Gas Property Evaluation - A Seminar [or Fiduciaries',”
Muzy 1988, May 1990.

coaos. RUD, Strickland, R.F, Lake, LW, Yang, A.P., Malik, Prezbindowski, and Mairs. "Three
Dimensional Conditional Simulation of Schneider (Buda) Field," paper SPE 23970
prasenled at the Permian Basin Oil and Gas Recovery Conference, Midland, TX, March 1992,

p Ty REC_30502
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Richard F. Strickland
Puge 4

Strickland, R.F., “Aluibutes of the Petroleum Engineer of the Future”, presented at the Society of

Petroleum Engineers Fall Meeting, September 1993.

Strickland, R.F., “Qutsourcing, The View of a Cousultant”, presented at the Society of Petroleum
Engincers Annual Meeting, September, 1994. SPE Houstoa Section, November, 1994. SPE

Dallas Section, December 1994. SPE Ft. Worth Section, Marcl 1995,

Strickland, R.F., Shingler, T., “Comparison of US and UK Transactions: Expected Market Value, paper

SPE 28191 presented at the SPE Oil & Gas Economics, Finace & Management Conference in
London, UK, June 1994,

Strickland, R.F., Purvis, Dwayne C., Alexander, R.A., Quinn, M.A., “Coupling Probabilistic Methods and
Finite: Difference Simulation: Three Case Histories” paper SPE 38777 presented at the SPE
Annual Technical Confereiice and Exhibition, San Antonio, TX, October 1997,

Stricktand, R.F., Purvis, Dwayne C., “Problems Reconciling Probabilistic and Deterministic Reserve
Classifications and Evalvations” paper SPE 68591 presented at the SPE Hydrocarbon Economics
and Evaluation Symposiom, Dallas, TX; April 2001.

Nickle; Brad, Strickland, R F., Purvis; Dwayne C., “Resolving the Nightmare of Performance Reporting and
Poitfolio Management — A Web Based Approach” paper SPE 95164-PP presented at the SPE
Hydrocarbon Economics and Evaluation Symposium; Dallas, TX, April 2005.

UNIVERSITY AND INDUSTRY SCHOOLS TAUGHT

University Courses.

Engincering Analysis: Introduction to engineering analysis affording practice in analyzing dand solving
engineering problems inchding computational methods and devices.

Petroleum Development:  Principles of oil field development including drilling equipment, drilling
fluids, casing and cementing of wells and formation evaluation:

Reservoir Rock Properties: Systemati¢ study of physical praperties of petroleum resetvoir rocks;
lithology, porosity, fluid saturation, permeability, relative and efféctive permeability and capillary
characteristics:

Petroleum Development Laboratory: Properties and the testing and treating of drilling fluids and
cements; well surveying practices.

Fluid Propertics Laboratory: Conventional and special core analysis. Analysis of drill cuttings.

Determination of lithology, porosity, fluid saturation, capillary pressure characteristics, electrical properties,
permeability and relative permeability.

Reservoir Fluids: Themmodynamic behavior of naturally occurring hydrocarbon mixtures. Evaluation

and correlation of physical properties of petroleum reservoir fluids including laboratory and empirical
methods.

PTUREC 30503
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Richurd F. Strickland
Page 5

Petroleum Property Management: Factors which influence industrial organizations, securities and

value of oil and gas properties. Preparation of valvation reports; taxation; introduction 1o mineral law.
Regulation of petroleum production.

Petroleum Measurement and Transportation: Fluid static and dynamics. Theory and methods of gas
and liquid measurements and transportation including mixed streams:

Measurements Laboratory: [low and metering of gas and liquid in pipelines. Oil and gas well testing,
field automation and eptimization of sucker rod pumping installations.

Petroleum Engineering Numerical Methods: Use of numerical methods for petroleumn problems.

Application of numerical differentiation, integration; .interpolation; and curve fitting. Introduction to
numerical sinulatios. :

Reservoir Engineering: Frontal advance processes. Influence of rock and fluid properties on reservoir
perforinance.. Well performance as related to various completion and stimulation techniques.

~ Materials Balance Methods: Materials balance methods. Identification of type of reservoir mechanism.
Estimation of fluids in place and future production under primidary recovery, gas injection and water influx.

, Unsteady State Processes: Transient phenomena in fluid flow systems. Applications to finite and
infinite reservoirs. Pressure build vp and draw down, skin factor, inferference, reservoir limits, drill stem
testing, pulse testing.

S

Petroleum Recovery Methods: Secondary and tettiary oil recovery. Gas drive, water flooding, steam,
Hot water; in-situ combustion and miscible displacement. ‘Use of carbon dioxide, surfactants, emulsions and
viscous water for increasing oil recovery:.

Special Topics in numerical methods and reservoir simulation..

Industry School

Basic Reservoir Etiginéering
Advanced Reservoir Engineering
Numerical Simulation

Oil and Gas Property Evaluation

Oil and Gas Technology
Thermodynamics and Phase Behavior

COMMUNITY
Church

Ordinations: Deacon, Elder, The Church in Cityview

Recreational

. Golf, Machinist

PTU REC_30504

Exc. 000601



Sxzandlcdil Preduell=n Campany C'alg A, hs,nes

=xeoniMobil

Febeuary 12, 2008 Proiduction

DEPARTMENT oF

NATURAL RESOURCES
Themas E. Irvin
Commissionsr FEB 182008
Dapadm%nl of Natural RE:OSG:ES ;
350 W 7" Avsriue, Suile 14 C T
Anchor'&ga‘;.'a‘sks 99%0,1-3‘650‘ DMM}SS’ONEH S OFFICE
ANCHORAGE

D&ar Cemmissionar Invin:

Exzxon Mol Corporalion as Point Tnomson Urit Operator. and on behalf of the Point Thomsen Unit
warking irtersst owners; $ubiiiils. the atiached Flan of Davefopment {Plzn) for tha Paint Thomsor
Unit (F’TU) pur-uant t the Point ThEmsén Unit Agrgemeritend aphlicable ONR regufatians. This
Pian includes a firm coreymilment o put PTU on production by vesr-énd 2014 and a driliing program
to fuliv delineaie end asaluate s PTY. resevolrs.

As avidance of our spstained copmliment.to Abe develogmant of Point Thomsop; the- woiking
Interésl pwnérs have invested over S800 milion and ara Eubmﬂ.dng aplan to. delingzte the- résources
al the PTU and develop. the Thomson Sahd regérveir, at smaddilionl cost of spproximataly §1.3
blifion.. As a further dem dnstration of this-commitient o develog Point Thomsan, ExxdnMobil has
secured a g for PTU drilling operations commencing in the 2008-08 winler season..

We ediilinie {6 believe ges sares fram the PTY rascurces will gererate the maximum beneilt for the

Siate. Howeavér.we alse recognize & gasgipeling projectis stil years away. Enaineering and
gacscienge worl( comipletéd overthe past 18 rrofithe, which focused on reservair avalvation-and
dévelopment planding; and. dsvefopm=nt risks, Indicater that inifiating groduction frem PTU throtigh 5
phésad dzvalopment apmach is g prudent step. The. dsvelopment profect includss dn1llnu g

minimium.of five wells tedelineats Thomson reservolrs. Two of thesa wells; afong with the
consb’utﬂnn of produc tiors Faciliiles, pfpellnes‘ and sipport lnfrastmsture,wlll e used {t-put the:
Thornson:Sar reserval on production. Approximately. 200 millfon cubic fest per day of Paiitt
Thomson gas wiil be prediced gnd 10,000 barrals. per day of liquid condensata that Is separated.

frorm the gas wilf be delivered for sale thiough.new and exisiing oll pipélifies, Tha remaining gas wil
b? injectiéd back Into the Thqm_sor} Sand reseivoir o maintain presgure for continued hydrocarbon.
rzcovary and for subsequent gas sales.

Fallowing the:inilizl phass of THdrmson Sand develapment. subsadquént f=ld developmant will i

detérmined vhich could bolude. expending thd injecion capacity, pursuing gas sales ar somg

comblnzian. The dilling orogram will help datérmitig dévelopment oppertunities wilhin PTU.
-:-luallcn of ths rnorrson Sand oit rirn will also ve L'ndeﬁeken dur{ng the POD perod.. If

handre oil s producliar: 1 h;s plan does no( deoend on the =(alus of a gas pipeling, acnons by ‘hird-

pezrilgs. or any corcassions by the Siats,

In eddition. nscessary ergineeing work will be completed ta allow Indivicual PTU weriklng Intarsst
owners lo paﬁici;afg i 2n'open season oF a gas pipeling. Each cwner rust indivicually decide:
whather lo participate In aspeciiic 928 sales opperiunlly: SxxonMctil, 55 an individusl owner, will

s e Zauma Mebil Carporatian
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Cemmissicrar Tom Iruin 2 Februars 19, 2008

fully pacicicats in and meka ccmmitments for its Foinl Tramson gés in ar epen s2a2s0n ir 2 gas
pleeiing (greducsr owned, third-parly owhed cr scme other cambination) in thal pip=iing’s coan
seagen on tarmy anc conditions na less faverable to Exikanilopll than these uoon which other
shipping ccmmiliments zre mads,

The cbieciives of ine phessd devaiopment ars (o: 1) iniliate oroduction fo pregress develogment in a
timely manner; 2} daiineaie Pclat Thomeoen reserioirs, 3} manages develcpment risks, and )

facilitais ivlure devsicpment.

Tc suinmarizz, key aspecls of the inillal devslopment sra:

« Provides jobs for Alzskans and revenua o the State

« Bagins producilon of PTU hvdrocarbon liquids in 2044 assuming prompk State aparoval and

Nely receipt of permils. '

» Invests approximately 51.3 billicn

» Commencss drilling of wells in-the 2008-08 winizr seaspn
Constructs produclion facifiliss, pipglines, and supperf infrastructure, much of which canbz
uged in suosacuant phasas of fidld develapmant
Procyces 200 milllon cubic zet par day of gas and 10,000 barmrels per day of liquid
cendensale ffom the Thomson Sand
lnjécfs nas Irito the Point Thomsor reSarvofr t& miziniain pressura and incraases total
by /dmcarhOn retovery
+ Delineatss.and devglogs hydrogarbon resedvoirs v tha FTU-for liquid and gas.sales utilizing
phased developmment facilifas-at Point Thomson
Cempletss engingadng Work fr gas salesfo.allow. zach warking fntefast.owner to participaia
in 2 gas pipeline openvseason
Contlfuss data sharing process with tha Aflaska Ol and Gas Conzervation Commission,
inifieted In August 2007, and applied jor poot rilgs for gas sales
Provides aXpansion capabiffty for at¢itional gés injaction, oil production, yas sales of some
CQI‘HUMEUQN
a  MinlMizes enviraimenial impacts

The PTU werking Interest ownrs belleva this POD maets the terms of the Point Thomsen Unit
Agragiment. The wodc‘ng inlerest owners are prepared to, proceed with the: activities ealléd-for In the:
F‘DD Anausl updates willbs pruvlded to allow ONE. avgrsight and ensurs adherenee to.the lemis of
ther POD. We' believe this Plan optimizes baneﬁts let ithe ‘Stata and lo the warking interest owners.

and thersiarg sesk Plan spproval frain the: DNH.

We welcoma Ive opporiunily i revigw thig Plai with youand Jock forward wworking with you and
yauf team:td segomplish tha wark sat: -urth In the.POD and ¢ommence Point Thomsen produdtidn;

S’incerely

.é

———

‘1‘14
Ve

-

u

CAH:ddm

¢ weenachmani:
Mr. I<zvin 2arka; Acting Dirgtler, Diision of Ol & Gas
ST YWarking Intersst Owngrs.
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POINT THOMSON UNIT

Plan of Further Development and Operation
For the period October 1, 2005 to December 31, 2014

1. Introduction

This Plan of Further Development and Operation (POD) describes the timely delineation,
development and operation, and praper conservation of the oil and gas resources of the
Point Thomson Unit (PTU or Unit) area. The POD sets forth a plan to begin production of
PTU hydrocarbens through a phased approach to fully delineate and develop both liquids
and gas within the Unit area. The costs of work activities during the term of this POD are

estimated at $1.3 billion.

The initial phase of preduction constitutes. a major development projact. The project
involves drilling wells beginning in the 2008-09 winter season and constructing production
facilities, pipelines, and support infrastructure.

PTU hydrocarbons wilt be produced and processed at PTU. Liquid hydrocarbons will. be
delivered for sale through new and existing ol plpelings and all remaining gas will be
injected back into:the Thomson Sand reservoir to maintain pressure for continued
hydrocarben recovery and for subsequent gas salés. Production start—up I8 anticipated by
year-end 2014. The overall project; including the schedule, is described in detail iri this
POD,

This POD provides a minimum of five wells to further delireate and deyvelop the: Thomson
Sand reservoir and other hydmcarbon reservoirs in the PTU. THe drilling.program is-
deseribed in:Section 3. Specific plans are included foi delineation, evaluation, &hd testing

of the-6il in the Thomson dil.rim and the Brookian. All wells will be designed to be gapable

of being used as producers or injeclors if viable.

This POD includes develapment work forinitiating gas sales from the PTU. This

encompasses reservair and facilities engmeering wark and application for pool rules from

the Alaska Qil and Gas Conservation Commission (AOGCC), all of which are needed for

individual owrier participation in-a gas pipeline project apen seasar.

The werk in this POD will accomplish the following key objactives for the State-arid PTU

owners:

~ Establishas prodyction of hydrocarbons in a timely manner, priar ta gas sales, '

providing benefits to the people of Alaska in the form of taxes, royaities, and jobs;

- Minimizes envirorimental impacts;
~ Provides for delineation, appraisal and development of reservoirs within the Unit
area;
- Allows individual PTU owners to take advantage of gas sales opportunities and
participate in an open season for a gas pipeline; and
- Exterids infrastructure on the Eastern North Slope thereby facilitating other potential
developments in the area.
This POD also describes work performed since expiration of the most recently approved
plan of development. Exxon Mobil Corporation (ExxanMobil), as Poirit Thomsaon Unit
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Operator and on behalf of the PTU Working Interest Owners (Owners), requests approval
of this POD for the period Octobsr 1, 2005, through December 31, 2014.

2. Point Thomson Unit Development

Resource Bassa

The Thomson Sand, the primary reservoir in the PTU, is a large high pressure gas-
condensate reservoir. The Pre-Mississippian section directly underlies and is in préssure
communication with the Thomson Sand. Because of the proximity and pressure
communication between these reservoirs, development of the Thomson Sand will alsa
deplete the Pre-Mississippian section.

The Thomson Sand contains an oil rim below the gas. The potential for praduction
contribution from the oif rim i uncertain. The delineation program includes dnllmg, testing
and evaluation of the potential for oil rim production. Thomson Sand reservair wells will be
designed to penetrate and evaluate the Brookian in one or mare potential accumulation
areas (e.g., eilher Flaxman, Iceberg, or Calloway). If encountered; formation evaluation
(open-hols logging, sidewall cores, fiuid samples and testing as appropriate) will be
conducted ta evaluaté the patential for production contributjon.

g As part of owner efforts: t determirie an appropriate development plan for PTU, an
extensive reservair evajuation and development planning assessmenit was corpleted in
3 2007. This wark included a Thomson Sand reservoir description and uncertainty analysis-
and provided comprehensive and integrated. geologie and reservoir sifulation models to
. , allow for evalyation of a wide range of development’ options. The analysis prov:ded an
3 . ) ' improved understanding of the factors having the greatest impact on fesource size and
3 - reservoir perfortnaricé and further confirmed thiat urcertainty exists due to-variations in

predictions of reservoir size, quality, and connectivity,

ent Considerations.

The optimal development plan far the PTU must take into account the following
development conglderations:

— Anticipated resource size, quality, performance and uncertairity assoclated with
these pararmeters;

~ Timing and availability of a gas pipeline;

~ Minimizing imp&cts in an énvironmentally sensitive location;

~ Management of technology related to high pressure gas production and injection
and extended reach drilling in abnormally pressured formatioris; and

- Prudent management of capital, especially due to high cost of development in a
remote arctic location..

A discussion of these development considerations and options to address them is included
in this POD to provide the necessary context for PTU development plans.

A key consideration for any development plan is the uncertainty as to how the reservoir will
perform under production. Certain development plaris are more robust and better able to

l accommodate this uncertainty. The Thomsaen Sand gas contains the dominant share of
the hydrocarbon resource int the PTU, and selling gas is central to any development plan to
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provide greater hydrocarbon recovery and generate maximum value to all parties and
interests from the resource within the Unit area,

In general, gas depletion for a major gas sale development is best at coping with downside

reservoir scenarios because it is less sensitive to compartmentalization or reservoir
heterogeneity while accessing the largest quantity of hydrocarbons. A gas sales
development is the best way to develop the PTU rescurces for the maximum benefit of the
State and the owners. However, it requires a gas pipeline and gas market, and it js
recognized that a gas pipeline is at least a decade away.

There are other development options, such as gas injection that have the advantage of a
readily available market for the condensate praduction and are not dependent on extemnal
enablers such as a gas pipeline, but introduce other challenges.

Any PTU development project must be implemented in a high cost environment which is
driven by the develapment location (remotg, arctic, environmentally sensitive locatlon) and
the resource characteristics (deep, high pressure, low yleld gas condenisate reservoir with
alarge areal extert). Gas injection has a number of challenges including the need for well
communication over lang distances and the fact that the majority of the liquids recavered in
a gas injection project would be recovered in a gas sales developrrent.

Based on the uncertain timirig, viability and lengthy project execution period assaciated
with a'gas pipeline, alfematives to a gas sales development were considered with the goal
of bringing the PTU hydrdcafbon resources inte production in a timely manner, prior to gas
sales, utilizing a prudent development plan. When consldenng a-gas injection project, two
competing forces must be considerad;

- Large scale development provides ecoriomny of scale and lower unit development
costs but is exposed lo greater impacts from uncertanties surrounding the key
developmént parameters.

~ Small scale davelopment has redueed economy of scale and higher unit
development costs hut 15 less lmpacted by uncertainties sunounding the major

development parameters. It also provides early confirmation of impoiant
development data to be tused for fuII developmerit of the PTU pil and gas resources.

Taking into account these development considerations, a phaged develapment plan was
determined fo be-the mast prudént approach for PTU. To implément this.approach, an
initlal production system (IPS), which incorporates gas injection into tHe Thomson Sand,
was selected. The IPS development approach was selected because it will:

~ establish praduction and revenue prior to gas sgles

~ test the key areas of uncertainty, which include:

+ evaluation of the reservoir characteristics and performance {o determine
subsequent development option(s); which could include gas injection expansion
and/or gas sales

+ technology qualification and implementation to ensure development reliability
and efficiency (i.e., to ensure minimal impacts to project cost, schedule and
long-term operabillty) Key technology challenges include:

high pressuré gas operations (~10,000 psi)
high pressure gas séparation
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extended reach drilling into abnormally pressured formations
high rate gas well production (i.e., well design and production)
- allow efficient use of capital and reduce the risi of under-utilized facilities

- establish infrastructure, including export pipeline, wells, gravel mine, gravel pads,
communications facilities, airstrip, camp facilities, and a disposal well which are
consistent with future development phases

-~ minimize environmental impacts

-~ provide maximum flexibility to incorparate learnings and ulilize the installed
infrastructure to develop additional ail and gas resources within the Unit area

IPS development pians are more fully described in Section 4. Subsequent phases of field
develapment will depend upon delineation, IPS results and the status of a gas pipeline
project, Development scenarios include: 1) expansion of gas injection, 2) gas sales, or 3)
a combination of expanded gas injection and gas sales. Use of IPS facilities for potentlal
delineation, long term production and development of the Broakian after initial Thomson
Sand development, will also be determined.

3. Dyilling

This POD fully delineates all 6f the PTU reservoir horizons. A muilti-year drilling program
will be cammenced inthe 2008-09 winter season.to drill a minimum of five wells, The.
Point Thomson Delineaticn &and Development Schedule In Saction 6 depicts a gontinuous
dnlling program.. Drilling will deliver production to JPS and evaluate Thomison: Sand gas
and ol rim potential, Pre-Mississippian, and Brookian oil poteritial, Delinsation objectives
of the program ara provided below.

The drilling program irvolves wells drilled from the central, western, and eastern areas of
the field. New gravet pads will be constructed to accornmodate delirigation wells tothe
western and easterr areas of the PTU and future drilling for fulf field development. The
well program will be optimizéd durlng detailed well plannirig based upoii résulfs from
previous wells to achigve the most efficlent combination of delineation targets..

Tha drilling will begin froim the Point Thomsan Na, 3 location with the central injector and
producer wells for the IPS pro]ect Operatians from the PTU-4 site minimize envircnmental
impacts. by utllizirig an existing gravel pad and provide greater drillifig flexibility.. The
central gas Injection well wiif develop an area localed northwest of the PTU-3 site. The
central producer will develop an area to the southeast of PTU-3. These wells will bis fully
evaluated using wireline logs, ¢are, and samples and pressures from the réservoir. While
the wells have been located to achieva project abjectives, the overall IPS schedule, as
detailed In Section 5, will allow time (without impacting production start-up) to side-track a
well should it encounfer reservoir conditions that are not anticipated and that could
adversely impact performance.

A disposal well will also be drilled from the Point Thomson Na. 3 location to support
drilling, delineation and praduction operations.

Drilling fram the western pad will target the Thomson Sand gas and oil legs and the
Braokian. Where practicable, wells will penetrate the Pre-Mississipplan. The area west of
PTU-1 is an area of the field with uncertainty as to structure, facies and reservoir rock
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quallty. The program allows drilling toward the western syncline ("graben”) and other
western targets, including potential horizontal trajectory well bores in the oil calumn.

Drilling from the eastem pad will also target penetrating the Thomson Sand reservoir,
including the eastern extent of the oil rim and the Brookian. Similar to the western area
delineation drilling, the eastern pad drilling will evaluate structure, contacts and facies, with
potential for a horizontal well into the oil rim.

Viabie wells will be tied back to the IPS facilities.

The wells drilled under this POD will gather impertant information on stratigraphy, reservoir
rock properties, structure, PVT data, fluid contacts and productivity. In particular,

additional data acquired during the drilling program will be integrated with existing data to
determine viability of oil production and potential integration with IPS facilities. The drilling
program will provide opportunities for collection of critical dynamie reservoir information
through testing ar longer term production.

Delineation drilling provides definition for development optimlzation with the faflowing
objectives: '

~ Evaluate areas of Thomson Sand reservoir uncertainties (facies and structure) and
confirm dréas of high gas resource dehsity

—~  Galn additional infopmation on the. Pre-Mississippian
- Obtainfluid propértias from various locations and reservoirs

- Improve understanding of the oll characteristics and long-term  productivity of the
Thomison Sand-ail fim

~ Evaluate Brookian productivity and characteristics:

The drmlng program continues with a third well designed to évaluate oil preduction from
the oil rim-in addition to evaluating other PTU reservoir uncertainties. The presence of an
oil rim in the Thorrisen Sand reservolr has been known for some time. Assessment of ol

fir poténtial invalves fiuid sampling, coring. préssure monitoring and analysis followed by
extended on-sits well tests, where merited,

The remafnfng drilling objectives and locations will be determined.in detailed.design based
on pravious drilling restilts.

The Brooklan reservoirs have substaritial risks and uncertalhties associated with their
development s demonstrated previously ort the North Slépe at Badami: Results to date
al PTU have been consigtent with the poor reservoir quality seen-at Badami. Past studies
have found these develppments to not be commerciaily viable on a stand-alone basis.

In wells planned for Thomsan Sand development, LWD (logging while drillingy data will be
collected in Brookian penetrations to evaluaté one or more of the prospects kngwn as
lceberg, Calloway or Flaxman. These results will be evaluated to determine the value of
additional information such as sidewall corss; wireline lags and fluid samples.

Commiercial develspment of the Thomson Sand is viewed as the best path to potentjal
develapment of the Braokian by providing a shared infrastructure that would reduce
appraisal and development costs. To facilitate Brookian delineation and deVelopment, the
suitability of IPS surface facilities for a long term Brookian praduction test after initiaf
Thomsen Sand development will be determined.
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4. Development Work Scope

Initial Phase Production and Gas Inisction Development

This POD is a firm commitment to drill wells and begin commercial production from the
Thomson Sand utilizing an IPS. Production start-up is anticipated by year-end 2014,
provided POD approval is received and required permits are obtained in a timely manner.
During the POD period, owners will drill delineation/development wells, complete.
Conceptual Engineering, Front End Engineering and Deasign (FEED) a nd execution
planning, obtain permits and authorizations and construct facilities for the IPS project. The
IPS development schedule reflects an estimate of the time required to secure the
necessary permits through mulitiple agencies.

Initial Production System {IPS

IPS development will achieve production of PTU hydrocarbons and assist with full
development of both liquids and gas through a phased approach. The IPS development is
not dependent on an off-lease road. Thomson Sand development wells, a central
productlon facility (CPF), and infrastructure to support operations will be located at the
existing PTU #3 exploratory well gravel pad. The small footprint required and utilization of
ari existing gravel pad will minimize new gravel requirements and environimental impacts.

Drilling for the IPS project will begin in the:2008/2009 winter season with the central
injector and produger wells fram.the Point Thomson No, 3, The ¢entral gas injection well
will develop an afea located norihwest of the PTU-3 site. The central praducer will
develop an area to the sattheast of PTU-3.

Additionally, a disposal well will be: driled at the: PTU-3 site ta support drilling and
praducton operatioiis.

The IPS will be designed to produes at a gas offtake rate of 200 million cubic feet per day.
This will yield condensate rates of about 10,800 barrels per day. Gas production rates at
this level may be achieved from a single production well in the high pressure THamison
Sand reservoir. The pracessed gas will be compressed and re<injected into the THomson
Sand reservoir through a gas injection well. Liguid hydrocarbons will be' separated and
stabilized at the CPF, then shipped through a riew pipeline fram the PTU to a Badamii
pipeline tle-ir for delivéry to the TransAlaska Pipeling System (TAPS).

Thie CPF will consist of two traing capable of processing 100 million cubic feet per day and
5,000 barrels per day each. Each train will be equipped with reciprocating compressors
capable of re-injecting gas at the required injection pressures (~10,000 psi). The liqLids
pipeline will be sized to Randle full field development. Disposal of waste liquids will be
handled using an on-site disposal well. Other infrastructure such as camps, utilifies,
warehouse, in-field road and airstrip will bg included. No permanent off-lease roads are
necessary during the term of this POD. These facilities will be designed to accommodate
future development options. Attachment A shows a preliminary JPS developmient piot plan
and description. Aftachment B shows a preliminary IPS process flow diagram.

The IPS performance will provide infarmation to address reservoir and technical
uncertainties and help manage those risks. Expected production and pressure response
associated with the IPS have been evaluated in recent technical studies. Data obtained
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during the drilling program will be used to test modal predictions. Production response
from the IP§ will further narraw the range of resource uncertdinty. Low-side scenarios will
be identified relatively quickly, likely within the first year of production. High-side scenarios
will take a longer production period to establish or differentiate.

Development Support

Technical and environmental activities will be conducted, including updating and/or
supplementing previous environmental baseline studles, preparing and submitting
-applications, and workmg with regulatory agencies to secure hecessary drill well and
facilities permits and m‘,lnlmlze envirenmental impacts. To minimize environmental impact,
opportunities for use of adjacent Infrastructure for logistical support will be evaluated.

Expansion of Ggs Injection Development.

The IPS project will ba designed to. pravide flexibility for expansion. In addition {a facility
and drilling considerations, the reservair development and monitoring plan will include
acquisition of information to reducé resource uncerlainty for analysis of expansion options.
Additional details are provided in Sectior: 8.

Combirred Gas Sales | Expanded Gag Injection Development
Owners will have the abilify to-exparid gas: Injection in the caontext of other development

work, which wauld in¢iude development plans warked: in parallel with the status of a gas
pipeline. This'wark will ba addressad it mare detau in subsequent plans of development

review sessions will be conducted at logtcal completlon point&

zC 30604
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5. Point Thomson Delineation and Development Schedule

The current schedule for the delineation drilling and |PS development project is provided
below (note that certain field activities may be dependent upon Alaska seasonal
constraints).

Year 2008 2009 2010 2011 2012 2013 2014
State POD Approval

CRILLING
Driliing Permits

Socure Rig

IPS Developmenl Drllting
Delincation Well Pads Gonstructlon
Delineation Program Ddiling
Procure Materials

cg| uc
Conceptual Enginaering

Pre-FEED ! FEED
IPS Suface Facllliies Farmits

Englneering | Permilling Support

Procurament

Modula Fobrleation

Madule Transport

ANS Civil Work

Pipellne Construction

Modufe Installation  Commissioning
Stort-Up / First Production

IPS project work will encompass the following activities:

— Perform Conceptual Engineering for the IPS project

- Perform FEED and execution planning to define the IPS project in sufficient detail to
submit permit applications and update costs

- Initiate drilling in the 2008-09 winter season, upon receipt of permits

- Review and update environmental baseline studies, prepare permit applications,
and support the permitting process to obtain the approvals

- Initiate construction, upon receipt of permits

6. Subsequent Delineation and Development

Subsequent phases of field delineation and development will be determined based upon
reservoir and facilities performance with the IPS, the status of a gas pipeline project,
expected hydrocarbon recovery, and commercial viability. Development scenarios include
1) expansion of gas injection, 2) gas sales or 3) a combination of expanded gas injection
and gas sales. Use of IPS facilities for delineation, long term production and development
of other reservoirs after initial Thomson Sand development will also be determined. Figure
4.1 is a diagram that depicts conceptual development plan scenarios far the options
described above. Attachment A also provides a conceptual expansion plan for the CPF.
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Figure 4.1 Conceptual Development Diagram
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7. Point Thomson Gas Sales Development

A significant step for a PTU gas sales development is to secure firm shipping capacity
through a gas pipeline. To accomplish this, individual owners will need to make long-term
commitments in an open season nomination process. This requires that the owners have
confidence in the ability to produce the necessary volumes of gas from PTU and a good

understanding of the cost of the facilities and wells required to implement a gas depletion
development plan.

Owners will complete the work necessary to allow each individual owner to participate,
subject to the terms and conditions each individual owner deems appropriate, in an open
season for a gas pipeline after approval of pool rules by the AOGCC. PTU gas sales will
require major facilities and pipeline additions / expansions and the drilling of additional
wells. Gas sales Conceptual Engineering will be undertaken in parallel with engineering
work for the IPS to ensure the IPS and potential gas sales development designs are
integrated and compatible. Front End Engineering and Design (FEED) will be initiated
during the POD period to ensure PTU gas sales development work can be accomplished

in parallel with a gas pipeline. The following specific work tasks will be initiated and
conducted during the POD period:
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~ Using geological modeling and reservoir simulation work completed in 2007,
conduet Conceptual Engineering to develop the detail and quality of the facility
design and cost estimate, including early project development basis, early project
execution plan, safety system design philosophy, logistics plan, regulatory
permitting plans and cost estimate.

— In conjunction with Canceptual Engineering, update drilling and completion plans
and costs for gas sales development wells. This will include determining optimum
drillsite locations and completion concepts, and selecting individual well locations
and displacements, and estimating drilling and completion times and costs. This
information will be important in determining total gas sales development costs and
timing.

— Continue planning for the permitting process

~ FEED for gas sales will be Initiated during this POD period to ensure this work can
be completed in advance of a gas pipeline projéct

As discussed in Sectlon 9, owners have commenced the process for and will seek
approval of pool rules from the AQGCC for the offtake rate and gas. depletion development
plan to allow individual owners to participate, subjeet to the terms and conditions each
individual owner deems$ appropriate, inva gas pipeline open season,

8, Expanded Development
Gas Develdpn

The IPS design wnl allow for expansion of gas injection development. Seréening studies of
expans:on af gas injection developrmiant will be conducted after the IPS has. commenced
production and.key performance. informaition his beéen gathered. This work will be used to
assess the patantial for additional gevelopment throL:gh sxpérision at varying injection
capacities. Tris work will be addressed in more detail in subseduent plans of
development.

Qil Rim Development

The Thomsan Sand reservoir. containg an oil column (oil ritm} that underlies the gas and will
be further appraised. Téchnical work that has beén conducted to date indicates thére are
limited reservolr targets'whers High quality reservair rack intersects the ot rim. To Help
address technical uncertainty regarding drilling cost, sand thickness, and praducibility of

the oil, delineation wells will be drilled te evaluate the Thomson oil rim, as discussed in
Section 3.

Data collected during the drilling of each il rim delineation well will be evaluated to
determine the value of collecting additional information such as core, wireline lags, fluid
samples and productwlty Depending upan the results fram static data and other
information gathered in drilling the wells, the next step would be to install temporary test
equipment onsite and conduct a productlon test to imprave understanding of the viability of
developing and producing the oil rim.

During Conceptual Engineering and FEED for the IPS project, facilities will be designed to
accommodate production from viable Thomson Sand oil rim wells. [f oil rim testing results
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are encouraging, production fram viable wells will be processed at the IPS facilities. The
pipeline, described in Section 4, for full scale liquid development of the PTU can
accommodate production from the oil rim.

9. PTU Pool Rul’es

A key regulatory requirement for any PTU development is obtaining approval for pool rules
from the AOGCC. Aspart of the pracess to obtair approval of peol rules, confldential PTU
technical data has been shared with the AOGCC via a data room; beginning in August
2007. Following completion of the data room process, which is anticipated to be by year-

end 2008, a request for approval of pool rules for the IPS development will be submitted to
the AOGCEC.

The data room also piovides the AOGCC information that is relevant for gas sales. To
ensure owners are.abla o individually participate'in an open season process for a gas
pipelirie, approval of necessary peol rules to authorize the desired gas offtake rate for the
gas depletion developrient plan will be requested. This submittal will be timed sa the
conservation order coutd be lssued prior to the open season.

10.Work Performed 8inge October 1, 2005

A summary of the wark performed since October 1, 2005, is described in Attachment C.
This work will ba reviewed with the DNR &s soon-as pracficable.

2{19/08 ~13- ,
3 PTU REC_30608

Exc. 000616

C 3 o] (o X

v“‘]. ol




2/19/08 | e

Attachment A
Initial Production System (IPS) Development
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IPS Design Basis

o Single pad with 3 initial delineation/development wells (producer, injector and
disposal)

» [nitial Production system for separation, compression and condensate stabilization
- 2 train x 3 stage flash separation

-~ 2train x 2 stage gas injection compression (3,000 psi to 10,500 psi)
¢ Power, water, sewage, diesel and methanol tanks, telecom
¢ Liguid hydracarbon export: 8" to 12" pipeline to Badami pipeiine tie-in point
« Construction camp, operations camp and warehousing; airstrip
Summary
 Initial Gas Rate: 200 million cubic feet per day
« Initial Condensate Liquids Rate: 10,000 barrels per day

« Initial oil rim liquids rate for processing at IPS facilities to be determined in
conceptual engineering
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Attachment B

IPS Process Flow Diagram
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Attachment C
Summary of Work Performed To Date

A summary of the work performed since October 1, 2005, is described below.

C.1 Consistent with owner efforts to determine an appropriate development plan for PTU
and to prepare for a gas pipeline open season, an extensive Thomson Sand reservoir
description and uncertainty analysis was performed from 2004 to 2008. The
uncertainty analysis was designed to advancas the technical definition of the Thomson
Sand reservalr and ensure praoper characterization of the uncertainty range. Basa
case, low side and high side geolagic scenarios were constructed to incorporate
distinct variations in key parameters. The madeling of these parameters allowed for
analysis of their potential impact over the entire PTU area.

A rigorous investigation of the Pre~MJssiss:pplan section was undertaken and
incorporated inte the geéologic modsling. Particular effort was directed to
understanding the implications: of the Pre-Misslissippian section as a potential gas
reservoir and aquifer. Seismic definition of the Pre-Mississipplait section was
augmented by examimng Point rhomson well core: and analug based mudahng of
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penneabmty and porosw ig modeled as sensitiviliss within reservau‘ simulation cases.
Available well logs and test data from the Thomsaon and Pre-Missisgippian were
reviewed. The owriers have canclyded that the two appear to be In pressure
communication. Furiheirare, initial completions-in the Thomsen Sand could be
expected o pressure depleta the Pre-Misslssippian and would rieed fo be positionsd
to avaid the risks: of dquifer influx or fractured resérvolr behavior.

B An iterative preliminary reservoir fiicdél-construction and simulatiori effort was
completsd in support of the averall uricertairity analysis. This work was used to

i evailuate changes in-the geologic models and identify major factors: impacting
dynamie performarice and recovery. A rigarous analysis of these mmigjor | factors was
implemented and farmed the bagis for input fo the geeldgic moadels. After the

] geologic modsls were constructed and réviewed, they wers used in full-field

(=

compositional reservoir similitations. These slmulatlons form the care of a statistical
analysis that studied key substirface factars impacting a PTU dévelopment:

The factors having the greatest impact on resourca size and performance were
facies, porosity distribution, and structural:unceriainty related to velogity-depth
conversion. Tha facles distnbution was varled to represent a reasgnable range of
possible depositional enviroriments for the Thomson Sand, ranging from laterally
amalgamated fan deltas to more discrete fan delta lobes with intervenirig lower
qualily siltstone facies: Correspondingly, the porosity ranges were varied t6 be
consistent with the facies distributions. Three facies typas are present in the
Thomsan Sand: conglomerates; sandstones and Siltstones. Conglomerates exhibit
high as well as low porosity due to the deleterious effects of cementation, sandstones
exhibit the best porosity, and the siltstanes generally exhibit the lowest porosity: The
facies and porosity impacted both the resource size and recovery. The impact of
structural uncertainty was analyzed and varied as a function of distance from well
control by flexing the structure up and down. Structure primarily impacts the resource
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\' - | | ‘ S Exc. 000619




o’

size. Although these three factors had the most significant impact, other factors that
cauld impact the resource and recovery were investigated as part of the uncertainty
analysis such as re@servoir thickness and water saturation, as well as Pre-
Mississippian volme, conneclivity, and faulting.

The results of theuncertainty analysis served as a guide in the selection of Input
parameters for the construction of representative low, high and base case madels.
Based on the gedogic modeéls completed in 2007, the In-place resource range for the
Thomson Sand inthe Point Thomson field was updated. The resultant simulation
models formed the basis for the PTU development planning studies conducted in
2007,

C.2 Development plaming studies were completed to evaluate alterate davelopment
options. This inclided developing screening cost estimates for facilities and drilling.
The alternate development optlons included gas injection and gas storage options.
This work resultedin the selecticn of the IPS described in this POD asthe
appropriate way tobring the PTU into cammierclal production,

C.3 Facilitlies and pipeire work weas focused on preparing execution plans for Conceptuat
Engirieering for bdh hydrocarban liquids praduefion via the IPS and gas sales. The
execution plan inclrdes a detailsd scope of wark listing sach of ths deliverables fo-be
prepared, the degree of completion (Initial, update, final) and responsible party
(owner, Engirieering Contracter). The plan also includes deterniination of
organization.and siaffing level requirements. This will-allow for a rapid initiation and
ramp-up of Conéejtual Engineering upon complstion of the reservoir simulation weork:

C:4 Significant compléion related technical studies were conducted including. & taboratory:
study to measure ad analyze rock compressibility dzta froth Polit Thomson core
sampres a surface subsidence study, a well operability. limit (WOL) study and a
completion: desigristudy. Tre résults of these studies will be tised during the
Cc;nceptual Engineering phase to stiidy, refifie and optimize the completion concept
selected

C.5 Previous permittirig support dacuments were raviewed in preparation for permitting
activities. A significant amotint of work for the previous gas injection development
has been identifiedas-applicable for other development options.

C.6 Tha process of applying for pool rules from the AOGCC was initiated. The AOGEC
and the owners agr ed ta a pratocal for the sharing of confidential data with the
age__ncy and the prdocol was adapted by the AOGCC at 3 public mesting or April- 26,
20086.

A comprehensive PTU review was held for the AOGCC and their consuitants in May
2008. The review ncluded discussion of the previous gas injection development
efforts and introduced the owners' wark to assemble g propnetary worldwide-
database of potentisl Point Thomson analogue reservoijrs. The results of the
analogue study andworldwide database were prasented to the AOGCC in December
2006: The data roon process was initiated in August 2007 with the fifst in a series of
steps to share confidential subsurface description and development plans for the

2/19/08 -17- PTU REC_30612
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Thomson Sand reservair. Steps 1 and 2, comprising Reservoir Data & Interpretation
and Structure & Seismic Interpretation, have been completed. Step 3 on Fluid Data &
Analysis is ongoing.

C.7 In preparation for commencing drilling in the 2008/2009 winter season, detailed well
construction wark has been performed to establish the functional and technical
specifications for hardware (i.e., casing, tubing, wellhead, trees and subsurface
drilling and completion equipment), drill rig requirements, fluid design (i.e. mud and
cement), and well aperability limits. A drill rig has been secured and purchase orders
for long-lead materials placed to commence development drilling for the IPS.
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Spencer C. Sneed DEP
Allen'¥. Clendaniel, ABARO411084 VAT ARTMENT OF
DORSEY & WHITNEY LLP NATURAL RESOURCES
1031 West Fourth Avenue, Suite 600 FEB 19 e
Anthorage, AK 99501-5907 19 2008
(907) 276-4557 JOMML:;TIONEFI S OFFice
. c
Attorneys for Cono coPhillips Alasks, c, ACHORAGE
STATE OF ALASKA
DEPARTMENT OFNATURAL RJ:sOURCES
Office of the Comuiissiofier
550 W. 7th Avenue, Suile 1400
Anchorags, Alaska 99501-3561
Fux: (907) 269-8918
E-mail: drir_sppeal@dar.state. . irs
In re: Remand Pitcéedings ffom the:
Superior Court, i thie. State of Alaska. ‘
Regasting: WITNESS-LIST
{ConocoPliillips.Alagka, lue:)

Point Thosmson Unit Agreement

ConoeoPhillips Alaska, Inc. (“CPAI") submits the: following list of wifnesses' it
intends to call aithe hearitig schediled to coiinence on March 3, 2008:

L. MarieM Jreland (North Slope Gas Upstyeam Development Mannger,

M Ireland will festify as to. (i). the praposed plas. of developiment, (h) thid
PTU eservoirs; including thoir physical sharaéteristics: and uncertainties,
and ligw this relates to potential developrient activity, (iu) oil and gas field.
zdevelopment practices; (iv) the working inteyest. owners™ performance of
thelr obligations to produce the PTU in a reaspnably prudent manner, (V)
poteitial reinedies; including how they would ot would nat serve
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conservation dbjectives, cause: the most economical and efficient recovery
Qf hydmearbOnS wthout wasts, reprcscnt gqod and chhgent onl and gas

,,,,,,

mtmzst, and (vi) the consequcuces of tclmmnuon ofthe PTUA

Pefe Frost (Pete Frost, Diréctor of Regulatory Affairs, Gas & Power
Marketing Group, ConigcoPhillips Compdny)

M. Frost will testify as to the natute of open seasons and shipping
commitinents in the context-of an Alaskd natinal gas pipelisie.

Réputtal Witnessés

ConocoPhillips:réserves the right fo call any witsess in case of surprise, as
well ns any witness. whose testimony muy be necessary {a rsbut or to
respond fo téstimony or othet evidence submifted by any other party to this
proceeding, including the Siafe of Alaske,

Other Witnesses

CPAI réserves the right to-call any witness {isted by any othier party to'this
proceeding or called by the Stafe of Aluska, as well gs any witness whose
testimoiny may e negessary or proper to £espond to guestions raised by the
Coniiissioner or merdbers of his staff con¢éming mattets not addressed by
My, Ireland or Mr; Frost of betfer addressed by pther persons.

Dated t. Anchgrage, Alaska this 19" day of Februagy; 2008,
DBRﬁEY & WHHNBY‘LLP

WITNESS LIST~

e o

 Fpenter ¢, Snted, 2 ST
Allgn B Clendaniel, ABA#0411084

GPAL -2
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Thereby certify that oni- the / . ? ﬁ(ﬁ day. of. February 2008, I caused a ttue- and coireet
copy of the foregoing document to ent to bé sérved’ by U.S: Mail on;

Richard Todd

Sr. Assistaiit Attomey General
State of Alaskas, Departriiént of Law
1031 West 4th Avenne, Suite 200
Anchorage, Alaska 99501-1994

Mark E. Ashbur

DaniR. Cingby

ASHBURN & MASSON.PC
1227 W, 9" Avenue, Suits 200
Anchorage, Alagka 99501

George R. Lyle
GUESS.& RUDD P.C

510 L Btreet — 7 mom
Anchorape, Alaska 99501,

Busan Orlansly
FELDMAN ORLANSKY & SANDERS
500 I, Street, Suite-400

Atichorage; Alaskd 99501

By LULLA Hirvacs

Suzamne Uniri, Legal Sectetacy
Dorsey & Wﬁltuey LLP

WITNESS LIST - CPAL

Bradford G. Keithley
JONES DAY
2727 N Harwood

Dallas, Texas 75201

Stephen M, Ellis

'DELANEY WILES, INC.

1007 W. 5rd Avenue, Suite 400
Ancharage, Alaskn 99501

Douglasl Sbrdahely

601 Wbst ‘Sﬂi Avt:nue, Suite 700
Anchorage; Alagkd 99501
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) STATE OF ALASKA

DEPARTMENT OF NATURAL RESOURCES
550 W. 7th Avenue, Suite 1400
Anchorage, Alaska 99501

, [n re Remand Proceedings Pursuant to DEPARTMENT OF
December 26, 2007 Order of Superior Court NATURAL HESOUF{CES
Regarding Point Thomson Unit Agreement
garcing & MAR 21 2008
COMMISSIONER'S OFFIcE
ANCHORAGE

POST-HEARING BRIEF OF EXXON MOBIL CORPORATION, BP
EXPLORATION (ALASKA) INC., CHEVRON U.S.A. INC., AND
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The four largest Working Interest Owners (“WI10s”), Exxon Mobil Corporation,
BP Exploration (Alaska) Inc., Chevron U.S.A. Inc., and ConocoPhillips Alaska, Inc.
submit this brief with respect to issues that arose at the hearing before the Department of
Natural Resources (“DNR”) from March 3 to 7, 2008. The WIOs submitted
comprehensive briefing before the hearing, and they incorporate, but do not reargue, the
points in the WIOs’ pre-hearing briefing and correspondence.! We thank Commissioner
Irwin and the Hearing Officer for agreeing to hold the hearing and for their courtesies
during it.
The hearing was on remand from Judge Gleason’s decision that Commissioner
Menge’s decision to terminate the Point Thomson Unit (“PTU” or “Unit”) was invalid
because it did not afford due process to the WIOs. Judge Gleason’s Decision on Appeal
(Dec. 26, 2007) (“Decision”) 39-42. The issue at the hearing was what “temedy” was
appropriate. for DNR’s decision to reject the 22™ Plan of Development submiited by the
WIOs. For reasons stated in the WIOs’® Brief previously filed, and for reasons elaborated
hereafter, the WIOs do not believe that there was a breach of contract; let alone a material
breach of contract that could be grounds for termination of the: Unit. On the contrary, the

Court held expressly that DNR’s rejection of a Plan of Development (“POD”) was not &

+ The prehearing briefing and correspondence includes: the February 8, 2008, letters
regarding procedures on remand from Douglas J. Serdahely on behalf of all Appeflants;
the February 21, 2008, letter from Douglas J. Serdahely on behalf of all Appellants; and
the Brief of Exxon Mobil Corporation, BP Exploration (Alaska) Iuc., Chevron U.S.A,
Inc. and ConocoPhillips Alaska, Inc. on Remand by Superior Couﬂ Order Dated
December 26, 2007, filed on February 19, 2008 (“WIOs’ Brief’).

POST-HEARING BRIEF OF EXXON MOBIL CORPORATION, BP EXPLORATION (ALASKA) INC,,
CHEVRON U.S.A. INC., AND CONOCOPHILLIPS ALASKA, INC.
In re Remand Proceedings Pursuant to December 26, 2007 Order of Superior Court Regarding
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“default.” Decision 34-35. The Court also required the Commissioner to consider the

import of Section 21 of the Point Thomson Unit Agreement (“PTUA”) in determining

what remedy is appropriate. Decision 42.

The WIOs believe that the appropniate “‘remedy” for the Commissioner’s previous.
rejection of the 22" POD is the submission and approval of a Plan of Development that
meets the Commissioner’s objectives and remaves the objections that the Commissioner
raised to the 22™ POD. In this case, given that the Commissioner did not specify what,

his objectives and objections were, the Wi0Os fashioned a POD that attempted to meet the

objectives. of the Comnissioner as the WIOs understood them -- that is, a POD" which

provides for the delineation of all the Unit reservoirs and for prompt production of

Bt

hydrocarbons. from the Unit. The WIOs thus have presented the 23" POD, which all the:

WIOs, as well as. the Minority Interest Owners, fully support. For the reasons set out

[ ]

hereafter, the WIOs believe that the facts and the law require that the 23™ POD should be

approved, that termination would be improper, that there is no basis for additional non-

contractual sanctions or penalties imposed unilaterally as a condition of approval, and
that such sanctions or penalties would be beyond the Commissioner's legal authority. ﬂ

I. THE APPROPRIATE REMEDY IS TO APPROVE THE 23"* PLAN OF
DEVELOPMENT.

A.  Introduction.
The unrebutted. evidence presented at the hearing on remand demonstrates that !(
approval of the 23" POD serves the best interests of all parties, including the State.

Thus, the Commisgioner should adopt this as the best remedy, even if the Commissioner

POST-HEARING BRIEF OF EXXON MOBIL CORPORATION, BP EXPLORATION (ALASKA) INC., |

CHEVRON U.S.A. INC., AND CONOCOPHILLIPS ALASKA, INC. L
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' believes termination of the PTU is a legal option. The 23" POD provides for delineation

|

Tof all the Unit reservoirs and for prompt production of condensate through a gas injection

Eproject. Testimony, and the affidavits submitted after the hearing, made clear that all the
|
WIOs fully support the 23 POD and have committed to fully funding the necessary
investment, estimated at approximately $1.3 billion, to delineate all PTU reservoirs and
to bring the PTU into production. Furthermore, the POD contemplates facilities that are
lexpandab]e,f so as to allow for full development of all PTU resources that are
‘demonstrated, to be capable of commercial production. Testimony affirmatively
established that the 23 POD meets the obligations of a reasonably prudent operator. No
testimony suggested that the 23 POD is improper, inadequate, unworkable, or
imprudent, given the known risks and uncertainties.

Section 10 of the PTUA, as interpreted by Judge Gleason, gives the Commissioner
the power te reject a POD if it is not as “complete and adequate as the Director may
deterrhine to be necessary for timely development and proper conservation of the oil and
gas resources of the unitized area.” Decision 21-22,> While this language on its face
confers broad discretion, Alaska cases make clear that the Commissioner’s ability to

reject' a. POD as not “ag complete and adequate as the Director may determine to. be

necessary” is constrained by an objective standard.’ Section 10 does: not permit the

? For purposes of these remand proceedings, Judge Gleason’s decision establishes
the law of the case. The WIOs reserve the right to challenge any aspect of that decision,
if this matter is eventually appealed to a higher court.

3 See Kennedy Assocs., Inc. v. Fischer, 667 P.2d 174, 182 (Alaska 1983) (“In

POST-HEARING BRIEF OF EXXON MOBIL CORPORATION, BP EXPLORATION (ALASKA) INC.,
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Commissioner to reject a proposed POD based on whim or caprice. If the Commissioner
rejects the 23" POD, it must be on the basis of an objectively reasonable finding that the
POD does not adequately provide for timely development of the Unit area, or because the
POD does not satisfy legitimate conservation objectives. The record does not support
either finding.

B.  The23"POD Meets All the Criteria of the PTUA and Any Applicable

Under the 23" POD, the WIOs will substantially increase the rate of prospecting
arid development in the PTU. The WIOs will drill a minimum of five wells, which will
delineate all PTU reservoirs and provide wells for production of unitized substances. The
WI1Os will plan and construct produetion facilities, and begin production, commencing an
income stream for the State. No prior POD for the PTU contained a firm and
unconditional commitmient to produetion.

Three sections of the PTUA arguably have a bearing on whether the proposed
POD should be dccepted by DNR. The 23" POD. easily meets the criteria of these

sections.

adopting the preference for an objective tést of satisfaction we expressly follow the
RESTATEMENT (SECOND) OF CONTRACTS § 228 (1981), which provides: ‘When it is a
condition of an obligor’s duty that he be satisfied with respect to the obligee’s
performance or with respect to something else, and it ig practicable to determine whether
a reasonable person in the position of the obligor would be satisfied, an interpretation is
preferred under which: the condition dccurs if such a reasonable person in the position of
the obligor would be satisfied.”).

POST-HEARING BRIEF OF EXC(ON MOBIL CORPORATION, BP EXPLORATION (ALASKA) INC,,
CHEVRON U.S.A, INC,, AND CONOCOPHILLIPS ALASEA, INC.
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PTUA Section 10 requires that any POD submitted pursuant to Section 10 must

“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.” It must specify the “number

and location of any wells to be drilled and the proposed order and time for such drilling,”

and it must, “to the extent practicable, specify the operating practices regarded as

necessary and advisable for the proper conservation of natural resources.” It must be “as

complete and adequate as the Director may determine to be necessary for timely

development and proper conservation of the oil and gas resources of the unitized area.”

The plan must meet the standards of area‘lsonabl'y prudent operator (“RPO’).

The 23™ POD mieets these requirements:

‘ 3 . The POD specifies the number and approximate focation of the wells

]

‘ to be drilled, and the proposed order and time for suchi drilling.

i ° The POD specifies, to the extent practicable, the operating practices

3 to be used to conserve natural resources. The focus on producing liquids (condensate and
oil), before producing gas, meets the objections previously voiced by the Alaska Oil &

’ Gas Conservation. Commissioner (“AOGCC”) when the WIOs contemplated a plan that

emphasized gas blowdown, without any cyeling. William Bredar and Dennis O’Brien

testified specifically about how the current POD, with its focus on liquid production,

conserves resources: Remarks by AOGCC Commissioner Foerster, read into the record,

inidicate her apparent concurrence that the 23" POD meets conservation objectives.

N POST-HEARING BRIEF OF EXXON MOBIL CORPORATION, BP EXPLORATION (ALASKA) INC.,,
| ) CHEVRON U.8.A. INC., AND CONOCOPHILLIPS ALASKA, INC.
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o The POD provides for diligent drilling into all of the known

reservoirs, to further delineate these reservoirs.

. The POD explains the route to production of every reservoir that is
determined to contain quantities of hydrocarbons that will support commercial
production.

. The POD meets the RPO standard. A reasonably prudent operator
acts in good faith, with the expertise and competence of companies experienced in the
industry, and with due regard for the interests of all patties, including the lessor and
lessees. The WIOs put forth this plan in good faith, with a sincere commitment to
attempt to-resolve the litigation that has blocked development of the PTU and to provide
a constructive and expedient way to move forward to first production of umitized:

substances, The WIQs have substantial experience in the industry and, after extensive:
work with employees: and c;;ltside consultants, they have developed a robust plan that is
feasible, realistic, and balanced, considering the unique challenges posed by this comiplex.
and remote field. The plan strikes a prudent balance between a desire to move quickly to
production and the need to move carefully, based on adequate data and planning, in order
to achieve a successful project and to avoid the added expense 4nd likelihood of failure
that follow almest: inevitably when thoughtful planning and data collection are given
short shrift. The plan protects the interest of the State as well as the lessees because it
commits to. permanent improvements in the Unit, including a minimum of five

production wells, a full-scale liquid export pipeline to Badami, and expandable facilities
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for the Initial Production System, all designed to begin producing revenue for the State in

an expedient and prudent manner.

. Only DNR can say whether, applying the appropriate (and objective)

standard, this POD is “as complete and adequate as the Director may determine to be

necessary.” No questions asked at the hearing suggested it is not. If DNR believes the

POD is not “as complete and adequate” as the Director reasonably determines to be

necessary, DNR’s duty of cooperation as lessor requires it to work with. the WIOs as

lessees to identify and discuss any modifications that DNR déems necessary;*

PTUA Section 16 provides that all operations and production shall be conducted

“to provide for the most economical and efficient recovery of [unitized] substances

without waste, as defined by or pursuarit to state law or regulation,” As discussed above,

} ‘ the 23" POD satisfies these conservation goals, including the interests of both the State
and the WIOs in the economical recovery of unitized substances. The commitment to

work with the AOGCC, and to complete the data roomr process, will ensure. that that

Commission has a fully informed basis for appraving drilling and depletion plans that

meet conservatjon objectives.

PTUA Section 21 provides that, when there is no appraved plan of development in

place, the Director has the authority to “alter or modify from time to time at his discretion

4

See Affidavit of Patrick H. Martin (“Martin Aff.”) at 1920 (submitted March 14,
2008); Trinidad Petrolenm Corp. v. Pioneer Natural Gas Co., 416 So. 2d 290, 297-98
(La. App. 1982) (duty of cooperation is a part of every oil and gas contract); see also
supra at n.3 (stréssing that any determination by DNR that the POD is “not gaod erough”
must satisfy an objectively reasonable standard).
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the rate of prospecting and development . . . in the interest of attaining the conservation
objectives stated in this agreement,” but his authority shall not be exercised in any
manner that would “require any increase in the rate of prospecting, development or
production in excess of that required under good and diligent oil and gas engineering and
production practices” or that would prevent the agreement from “serving its purpose of
adequately protecting all parties in interest . . . , subject to applicable conservation laws
and reguldtions.” Section 21 also contains provisions entitling the lessees to notice and
an opportunity {6 be heard before any new rate is imposed by the Director.

If the Director were to direct the WIOs te modify the current rate of prospecting
and development by complying with the terms of the 23™ POD, the WIOs would not
object, even though this POD substantially increases the rate of prospecting and
standards of Section 21:

° The rate of prospecting, development, and production comports with
good and diligent oil and gas engineering .and{pr.oduction practices. The POD commits ta
activities that are consistent with diligent and sound: practices, in a time frame that is
reasonable. Faster prospecting or development would violate this standard.

) The POD serves the goals of attaining the conservation ohjectives of
the PTUA and conservation of the resource, as discussed above.

) The POD protects the interests of all parties in interest; including the
State; by commi'tting to drilling a minimum of five wells, building 4 piﬁeline to link the
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E | : remote PTU to the Badami export system, and constructing expandable facilities to allow
“ early liquid production. The POD also serves the interests of the Minority Interest
@ Owners, whose interests would be irreparably damaged if the PTU were terminated.

g Because the WIOs agree to the terms of the 23 POD, DNR may impose these

terms on the WIOs. DNR could not invoke Section 21 to impose any other, more

demanding POD without complying with Section 21’s procedural and substantive
requirements, and the WIOs believe the record shows that faster drilling or a larger

cycling project would not satisfy the standards of “good and diligent oil and gas

engineering and production practices”™ or “adequately protecting all parties in interest.”

Current regulatory standards govering approval of a PODrare set forth-id 11 AAC
83.303(a) and (b). This memoranduin doés not take. a position legally on whéther or not
f .) those regulations apply, since they were adopted after the PTUA took effect. DNR in the

past has used these standards. If these standards are legally relevant, the 23™ POD

]

i satisfies them.

; ° The POD promotes conservation and avoids waste of natural
resources, as discussed above,

! . The POD promotes the prevention of economic and physical waste.

The POD is thoughtfully designed to begin with a prudently phased Initial pmducti’on,

project, in ordef ta control risks and costs; the production facility design provides for

cxpandability if the data gathered during delineation and early production demonstrate

that a largerscaleé cycling project is viable. This phased approach is well known to be the
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best way to avoid economic and physical waste.

. The POD provides for the protection of all parties in interest,
including the State, the WIOs, the Minority Interest Owners, and overriding royalty
owners. The Plan provides permanent improvements in the PTU, which will benefit the
State as well as promote development of other nearby resource areas. Economie benefits
will flow through the Alaska economy, and new jobs for Alaskans will be created almost
tmmediately. Revenue from production will begin at the end of the POD, Work
completed during the term of the POD will enhance the ability of all Unit lessees to
participate in gas sales wheneyver a gas pipeline comes into existénce, thereby ensuring
rhat the major hydrocarbon resource in the PTU is available for commercialization at the
first available opportunity.

No other remedy, beside approving the 23" POD, will yield ini¢ome to the State
taster or more reliably. Testimony at the hearing established that termination of the Unit,
followed by termination of the ledses and re-leasing of the acreage, would delay
itevelopment of the Unit by seven toten years 'of’more. After that lapse of time, the State
aed any new owners would be in exactly the same position that the State and. the WIOs
av taday. That kind of delay will not serve anyone’s interests, least of all the interests of
the Staie in seeing its resources developed for the maximum benefit. of all Alaskans.

i{. TERMINATION IS NOT AN APPROPRIATE REMEDY.
The Commissioner and Hearing Officer suggested, through their questions, that
the:y considered that the history of non-production from the PTU could justify termination
7 ITEARING BRIEF OF EXXON MOBIL CORPORATION, BP EXPLORATION (ALASKA) INC.,

* . NUS.AL INC,, AND CONOCOPHILLIPS ALASKA, INC,
innd Proceedings Pursuant ta.December 26, 2007 Order of Superior Conrt Regarding

- evanson Unit Agreement PTU REC_31170

vl

Exc. 000638

i

ok e Gaa MO

| YSPORENT -]



of the PTU, or at minimum imposition of non-contractual sanctions or penalties that

would follow from any failure to complete the POD. The historical record does not

justify either termination or imposition of non-contractual sanctions.

Until 2005, DNR itself approved the pace of development. Between 1977 and

2005, DNR approved 21 successive PODs. Once the Director approved each POD, that
POD defined “the drilling and operating obligations” of the WIOs for that time period.
PTUA § 10. If, prior to 2005, DNR had wanted faster development; it could have

disapproved one or more of the first 21 PODs, and advised the WIOs what additional or

i

different terms DNR wanted included. DNR did not do so. lnstead, DNR was a full
participant in determining the pace of development. Althiough the record reflects some

differences of opinion between. the WIOs and DNR. over the degades, the record also

shows that DNR approved each POD. After decades of approving exploration drilling,
seismie studies, -and various plans for development thaf did not commit to advancing into
production, DNR inay decide, as it did.in 2005, that its approach to plans of developmerit
for the Unit should change. The 23" POD is evidence that the WIOs ate prepated to

make reasonable accommadations fo- DNR’s desires. But DNR may not treat conduct

that it repeatedly approved as any kind of breach of the WIOs' obligations under the
PTUA, much less rely on that conduct as a bagis for depriving the WIOs of the ability to
recoup their $80Q million investment in the Unit,

Similarly, termination of the PTU may not be justified on the theory that there has

been a history of failure to comply with the terms of previous PODs: On the contrary, the
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WIOs have performed their obligations under all approved PODs. The Affidavit of Craig
Haymes, submitted March 14, 2008, addresses the examples of alleged “non-compliance”
cited by the Hearing Officer during the hearing.’ See Affidavit, Paragraph 30 et seq. The
examples generally involve situations where the WIOs promised to drill a well or take
some other action or pay a penalty or accept unit contraction. These were not situations
where the WIOs failed to perform a pronuse; they are situations where the POD or other
applicable document® gave the WIOs a choice, and they chose one alfernative rather than
the other. They are analogous to the “drill or pay” leases that were once commoi in the
oil and gas industry: they do not involve a promise to drill, but a promise to drill or pay,
and choosing one of the alternatives does not put the Operator in breach of its
obligations.” They provide no basis for hypothesizing that the WIOs will not comply
with the 23" POD, sifice that Plan has no alternative obligations, no “drill ‘or pay”
provisions, no provisional offramps; but instead unconditional activities, including the
development of unitized substances using an IPS and the drilling of at least five
delineation wells.
There is also- no basis for termination based on a supposed “failure to submit-an

acceptable plan of development.” Although Judge Gleason held that DNR’s rejection of

5 March 7, 2008 Tr. at 1028:3-1032:6.
§ Recent issues in fact related to the terms of unit expansion agreements, not PODs.

" Gloyd v, Midwest Refining Co., 62 F.2d 483, 485 (10® Cir. 1933); Durbin v.
Osborne, 166 S.W. 2d 841, 843 (Ky. 1942), MecDaniel v. Hager-Stevenson Oil Co., 243
P. 582, 585 (Mont, 1926).
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the 22™ POD was within DNR’s discretion, even though the Plan met the reasonably

prudent operator standard, she held expressly that DNR’s rejection of the Plan was not a

“default” by the Operator or the WIOs. Decision 34-35; see WIOs® Brief 17-21. A

fortiori, it was not a material default that could justify termination. WIOs’ Brief at 24-34.

Rejection of a Plan submitted by the WIOs means that there comes into play the

duty of cooperation that is part of every oil and gas contract.? DNR must advise the

WI1Os of what it wants, and when it has done so the parties have a duty to work together

to devise a new POD that promotes and protects the interests of all parties. The key here:

is mutuality: a POD should protect the interests of the State, but it must also take into

account the interests of the lessees. If the parties negotiate a POD agceptable to all

parties in interest, as they should, the controversy is over. If not, DNR may exercise its
) . powers under Section 21 to accelerate the rate of production and development, consistent
with the Unit Agreement. The result of a rejection is not an impasse, not an inﬁnﬁe‘
seties of PODs, and not termination of the Unit, merely a requirement that the. parties
cooperate to develop a mutually advantageous plan, consistent both with the Unit
Agreement and with general principles of oil and gas law.
Here, DNR as yet has not fulfilled its duty of cooperation with respect to
developing a mutually acceptable POD. The Commissioner’s letter of January 28, 2008,

expressly told the WIOs that placing reliance on prior DNR statements and proceedings

. . b "] [T ‘ i‘i' N ' .J ii a

would be “unreasonable,” but the letter did not give the WIOs meaningful guidance as to

! ¥ See nd, supra.
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what DNR thinks would be required in an acceptable POD. This is not adequate
caoperation, but a lads of genuine participation in what should be a mutual process. To
the extent DNR’s Janeary 28 letter did provide broad guidelines for an acceptable POD,
the 23" POD has mett hose guidelines. DNR said that an acceptable POD would need to
“fully delineate all PTU reservoirs,” The record shows clearly that the 23" POD does
that. DNR also said mut an acceptable POD would need to “commit to full and timely
development of all PTU reservoirs, including gas, gas condensate, and oil.” The 23™
POD does that as well. It will produce liquids and re-inject gas. It will extract
condensate from the: gms. And it will drill wells into the oil rim which will evaluate the
oil rim and which wil be capable of producing oil if that is commercially viable. The
WIOs have thus accommnodated DNR’s concerns fully; to the extent DNR has made them:
Agreement requires. IDNR, however, would plainly breach that duty were DNR to
terminate the Unit bew use the WIOs failed to divine and comply with DNR goals and
criteria which DNR. hay not enunciated or explained despite repeated requests for
guidance,

Finally, even if #ermination were permissible here, DNR would be required to
define what it wants aid give the WIOs an opportunity to cure before it could actually
terminate the Unit. Axnopportunity to cure before termination is required under ordinary
principles of oil and gas Jaw, as Patrick Martin explained in his Affidavit. See Martin Aff,

22-25. Itisalso requirdk by ordinary principles of contract law. See WIOs’ Brief 28-35.
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~ | Previous proceedings never advised the WIOs that termination was contemplated,

and certainly did not specify what was required to avoid termination; in any event they

have been set aside by the Superior Court on the grounds that they lacked due process.’
E The current proceedings are the first occasion on which termination has been considered

in a manner even arguably consistent with constitutional requirements. If termination

may be ordered on the basis of a material breach, both oil and gas law and general
contract law require an opportunity for a cure as a prerequisite. Martin Aff. 22-25;
WIOs’ Brief 28-35.

. ALTERNATIVE REMEDIES ARE NOT APPROPRIATE.

The questioning at the hearing also raised several issueg about modifieations that

DNR mnight impose as a condition of its approval of the 23" POD, or about potential non-

’:s) | contractual sanctions or penalties for non-compliance. The WIOs do not think that any
such'modifications, sanetions, or penatties would be appropriate.

As a procedural mattet; if DNR intends to propose modifications to a submitted

Plan of Development, 11 AAC 83.343(c) contemplates that the Commissioner will advise

the WIOs of those miodifications, and the WIOs will then have an oppertunity to aecept

i
]
3

those modifications and qualify the POD for approval. The WIOs believe that 11 AAC

"

’ [t is also clear that the decisions disapproving the 22™ POD did not comply with
Section. 21 of the PTUA. The Direcior’s decisions in Septémber and October 2003,
affirmed in November 2006, both called for an alteration in the rate of prospecting and
development in the Unit, and therefore trequired compliance with both the procedural and
the substantive provisions of Section 21. Judge Gleason has rejected DNR’s position that
Section 21 applies only within the context of an approved POD. She held it must be
considered in the context of termination or plan rejection as well.
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83.343(c) provides a procedure to follow in this case.

Questions by the Commissioner and the Hearing Officer suggested imposing non-
contractual sanctions or penalties that would give DNR additional assurance that the
WIOs would. carry out their obligations under the 23™ POD. The WIOs do not believe
that ary such additional assurance is needed above and beyond the clear assurances
provided at the hearing and in the POD, including the straightforward and unconditional
list of activities, the financial commitments, and the new voting provisions among the
WIOs.

The WIOs have the will, the incentive, and the capability to perform the 23™ POD
completely. The: Plan contains no conditions or offramps in lieu of performance that
would excuse not fulfilling the terms of the POD. The WIOs have dffirmed under oath
their intent to proceed; they are already working on assembling long lead-time items,
there are cl_é_ar milestones in the Plan so that DNR (and interested stakeholders) can see
that the WIOs are on course, the Plan calls for the early investment. of about $400 million
in drilling expenses, and the W1Os have even-taken theunprecedented step of effectively
Iowering the voting threshold under the PTU Operating Agreement to a simple majority,
so that no single owner can impede the implementation of the Plan. The largest WIOs.
have provided written. evidence of their corporate commitment to the Plan; and to
providing the associated funding. There is‘simply no objective reason to believe that the
WIOs will not perform, And as previously stated, the standard for approval of a POD is

objective. See p.5 & n.3, supra.
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’i It is simply not the case that the WIOs have failed to meet previous commitments

that might cause worry that they will not perform this time. And it is not reasonable to
g infer, because in a number of cases a plan provided for two alternative courses and the
WIOs chose one of those permitted courses, that they will default on their obligations

when, as here, the Plan of Development does not provide alternative courses, offramps,

or payments in lieu of POD deliverables.

Modifications to the POD that involve non-contractual sanctions or penalties for

non-conformance would also exceed DNR's power to impose them unilaterally. At the

conclusion of the hearing on remand, the Hearing Officer requested briefing on exactly

this legal issue:

Does DNR Comimissioner Irwin have the legal authority to enter an
order approving a proposed unit plan.of development (“POD”)

g subject to sanctions for non-performance, including unit contraction,
3 lease relinquishment or monetary payments?'®
i Ih. 4n effort to accommodate DNR’s conceins, an Agreed Final Judgment that
" would aceept unit termination as a consequence of the WIOs™ unexcused failure to
] perform specified POD milestones (assuming prompt approval of the POD and prompt
i entry of the Judgment) has been proposed.!" Gives this proposal, the Hearing Officer’s
question is moot. Nevertheless; if the issue is the Commissioner’s legal authority to
1
*®  Marich 7, 2008 Tr. at 1053:1-8.
3 1

ConocoPhillips declines to join in this proposal on the ground that the proposal is
not relevant to any remedy that DNR may lawfully impose. Nevertheless,
ConocoPhillips would be willing to enter into a settlement agreement of the type
1 , proposed by the other WIOs outside the remand proceeding process.
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impose sanctions or penalties unilaterally, as opposed to accepting a voluntary

concession, the WIQOs ansiver the above question “No.”

First, the Unit Agreement and the regulations provide specified sanctions for
failure to comply with a Plan of Development. Nothing in either the Unit Agreement or
in the regulations gives the Commissioner legal authority to unilaterally order additional
non-contractual sanctions for the Operator’s non-performance of an approved POD,
including any requirement that the W1Os forfeit their leaseholds in the Unit.

The PTUA is a contract that defines the parties’ rights and obligations.* Judge:
Gleason noted that Section 10 “expressly confers upon the Division the autherity to
require a plan from the Lessees that ‘shall be as complete and adequate as the Director
may determine to be necessary for timely development and proper conservation of the oil
and gas resources of the unitized area . .. " She interpreted that provisien to allow DNR.

to reject a proposed POD as not in the public interest, even if the Operator complied with
the PTUA’s reasonably prudent operator staridard ini. preparing and submitting it." But
the authority to reject a proposed POD is separate and distinct from the authority to
unilaterally prescribe terms and conditions of a POD: Section 10 provides na -authority

for the latter.

12 See Exxon Corp. v. State, 40 P.3d 786, 793-94 (Alaska 2001) (recognizing that
DNR’s rights are determined by a unit agreement’s terms where no inconsistent statute or
regulation exists on the effective date of the agreement).

13 See Decision 21-22, 38.
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Since the PTUA does not give the Commissioner the authority to unilaterally

order unit contraction, lease relinquishment or monetary payments as sanctions for failure

to perform a POD," any such right must find its source in the statutes or regulations in

effect at the time the PTUA was entered into. But there is no authority there either.

“Administrative agencies rest their power on affirmative legislative acts. They are

creatures of statute and therefore must find within the statute the authority for the

exercise of any power they claim.”"® Judge Gleason has ruled that “neither the PTUA nor

R

the applicable regulations: and statutes in effect in. 1977 permitted automati¢ termination

whenever a POD was unacceptable to the State.”'® Therefore, the Commissioner has rio

authority to unilatérally imposé conditions on a POD that automatically result in

forfeiture. Similarly, the Commissioner has no authority to unilaterally order unit

. N,
‘ } contraction.or monetary payments as a contporient of POD approval.

Indeed, the most pertinent of DNR’s own regulations appears expressly to deny
DNR the pawer ta impose conditions or modifications on a POD unilaterally. 11 AAC
83.343(c) allows the Caﬁinﬂssione‘r to propose modifications to 4 submitted plan of
development. But it says expressly that those modifications shall become part of the plan
of development only if “accepted by the Operator.” If the Commissioner bad the power

to impose modifications unilaterally, this provision of the regulations would be

14 PTUA §§ 10, 20 [R. 1259-60, 1267-68].
1s McDaniel v. Cory; 631 P.2d 82, 88 (Alaska 1981).

16 Decision 38.
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meaningless.
A number of other considerations support the view that the Commissioner lacks
power to impose non-contractual sanctions for non-performance. Some of the potential
sanctions referred to in the Hearing Officer’s question, such as unit termination, could be
imposed contractually only for a material breach of the Unit Agreement, and could not be
imposed without such a material breach. Indeed, DNR conceded in its brief before Judge
Gleason that a material breach is a prerequisite to termination.'” If there were a material
breach, such a sanction would be 4vailable, not becausé DNR. has general power to.
impose it, but because it i a generally available remedy for a material breach. But the
reverse is also true. If7aparticular sanction is-available under the Unit Agreement and the
law only for a materia breach, then it cannot be imposed unilaterally by DNR as a
sanetion for a non-matenal breach,

Also, any POD approved by DNR must satisfy the reasonably prudent operator
standard, sinice the WICGs must carry it but consistent with Section 10 of the PTUA. That
means that-if the Commissioner had the power to impose modifications unilaterally o a
POD submifted by the Operator, the POD as modified would have fo meet the RPO
standatd, including any modifications or conditions. That means in turn that the POD as
modified would need to protect the: interests of the WIOS and Minority Interest Owners,

as well as the interests ofthe State. A reasonable condition or assurance of performance,

17 See Brief of Appellee, Eixon Mobil Corp. et al. v. State; Case No. 3AN-06-13751
Cl, at 58 (citing Machadov. State, 797 P.2d 677; 683 (Alaska Ct. App. 1990).
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) tailored to the conduct in question, and reasonable in relation to it, might conceivably

meet this standard. But a sanction or penalty for non-compliance disproportionate to the
g purpose, and which could in effect work a forfeiture of the Unit, clearly would not.
a [t is also worth noting the general limitations on the power of contracting parties to
require assurances of performance. U.C.C. 2-609 adopted the concept that a party to a

contract who has reasonable grounds for insecurity may require that the other party

pravide “adequate assurance of performance.” This was enacted in Alaska as AS

45.02.609; the principle has since spread beyond the law of salés of goads (the subject
matter of the U.C.C.) to contract law g_en,erallyr.fls Alaska law,; however, forbids recourse
to this principle as a remedy for a pre-existing breach of the contract int question. Sumner
v. Fel-dir, Ine., 680 P.2d 1109, 1116 (Alaska 1984). Accordingly, if it is DNR’S position
D | that some action of the WIOs has resulted in a breach of the Unit Agreement, principles
remedy for that breach; in'the abserice of an objectivé basis for insecuifity. The remediés

available are instead those pravided by the PTUA contract,

Similarly, a.party to-a contract may not rewrite it under the guise of asking for
adequate assurance of performaiice.' Here the remedies for & breach were carefully

specified in the Unit Agreement and in applicable regulations not inconsistent with the

18 RESTATEMENT (SECOND) OF CONTRACTS § 251; L.E. Spitzer v. Barron, 581 P.2d 213,
214 (Alaska 1978); Drake v. Wickwire, 795 P.2d 195, 197-98 (Alaska 1990).

12 Pittsburgh-Des Moines Steel Co. v Brookhaven Manor Water Co,, 532 F.2d 572, 582
(7" Cir, 1976); Hope's drchitectural Prod., Inc. v. Lyndy’s Constr., Inc., 781 F. Supp.
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Unit Agreement. Those provisions of law may not be rewntten in the guise of seeking

adequate assurances, and the Commissioner may not impose on the WIOs, in favor of E
himself, remedies that the Unit Agreement did not give toa DNR.

IV. THE LEGAL STANDARD FOR REMOVAL OF THE OPERATOR.

Section 5 of the PTUA contains the following provision concerning operator

removal;

The Operator may, upon default or failure in the performance
of its duties or obligations hereunder, be subject to removal
by the same percentage vote of the owners of working interest
determined in like manner as herein provided for the selection
of a pew Unit Operator.

Thus, Section 5 establishes “defauit or failure’ in the performance of contractual

duties and obligations as the standard justifying removal of the Operator. After the:

i became effective, however, the major wqudng interest owners separately

contracted to modify the standard for removal. Effeetive August 31, 2000, Exxon Mobil

Atizrment and Exchange Agreement (the “Alignment Agreement”). That agreement

contains a provision stating that the PTUOA would be amended by:

[rey=]

Inclision. of a provision that allows. removal of the Uit
Operator only for (i) “a substantial breach of a material a
provision of the Agreement™ by the Unit Operator, or (ii) if [1
the equity interest of the Unit Operator falls below 20%, upon -
a 98% affirmative vote by the other Working Interest Owners.

711, 716 (D. Kan. 1991); Scott v. Crown, 765 B.2d 1043, 1047 (Cola. Ct. App. 1988). . t

POST.HFARING BRIEF OF EXX{ON MOBIL CORPORATION, BP EXPLORATION (ALASKA) INC., i
{17 0N USALINC.,, AND CONOCOPHILLIPS ALASKA, INC.
1. aund Proceedings Pursuant fo December 26, 2007 Order of Superior Court Regarding

i eni Chenson Unit Agreement PTUREC 31182
Vage .- -

Exc. 000650




ConocoPhillips became a party to the Alignment Agreement, including the
provision concerning removal of the Operator, on May 15, 2001. By agreement dated
October 19, 2000 (but effective August 31, 2000), Chevron U.S.A. Inc. also became a
party to the Alignment Agreement, including the provision concerning removal of the
Operator. Thus, the relevant standard justifying removal is “substantial breach of a

material provision . . . .”

A. Interpretation of “Substantial Breach of a Material Provision.”

The WIOs have not identified any Alaska case specifically construing. the term
“substantial breach of a material provision,” But under general rules of contract
interpretation, the provision must be given effect according to the usual and customary
meaning of those words. On its face, the “substantial breach. of a material provision: of
the Agreement” language is substantively equivalent to “material breach of the
Agreement.”® The term “material breach” is well-defined in Alaska case law and
elsewhere..

A “material breach” thz’atwill justify termination or rescission of a contract is one
that “destroys the essence” of the bargain between the parties. Estate of Lampert v,
Stauffer, 896 P.2d 214, 219 (Alaska 1995); Dickerson v. Williams, 956 P.2d 458, 463
(Alaska 1998); see also American Computer Institute Inc. v: State, 995 P.2d 647, 653

n.14 (Alaska 2000) (“goes to the essence”). It must significantly defeat the non-

20 “Material” and “substantial” are generally treated as equivalent. First Interstate
Bank v. Small Business Administration, 868 F.2d 340, 344 Cad Cir. 1989); In re
Hamilton, 18 B.R. 868, 872 (D. Colo. 1982); WILLISTON ON CONTRACTS, § 45:17.
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breaching party’s reasonable expectations under the contract, Dutton v. State, 970 P.2d
925, 928 (Alaska App. 1999), and “result in the other party not receiving substantially
what [that party] bargained for.” Machado v. State, 797 P.2d 677, 683 (Alaska App.
1990).

Thus, removal is justified under the “substantial breach of a material provision
standard” when there has been conduct that destroys the essence of the bargain, and
significantly defeats the reasonable expectations of the other W1Qs, The determination
of whether a breach is material must be made on the totality of circumstances. /d. These
fundamental principles apply here and are common to the law of contracts everywhere.”

B.  What Conduct Would Justify Removal of the Operator?

During the hearing; the non-operating WIOs were asked why they did not take
action to remove the Operator after the: Commissioner affitmed the rejection of the 22™
POD and the Modified POD, and terminated the Unit? The answer is that no
“substantial breach of a material pravision™ af the PTUA had oceurred. Section 10 of the
PTUA requires the Operator. to submit “a plan for an additional specified period” before
the expiration of th¢ then-current POD. The Commissioner’s POD rejections and

subsequent improper tnit termination decisions did.not establish a “substantial breach. of

2 RESTATEMENT OF CONTRACTS (FIRST) § 275, comment 4 (1932); RESTATEMENT
OF CONTRACTS (SECOND) §§ 241-42.

22 Commissioner’s Decision on Appeal From Directar’s October 27, 2005 Decision
Denying the Proposed Plans for Development of the Point Thomson Unit, November 27,
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Under Section 10 of the PTUA the Operator covenants “to develop the unit area ag
a reasonably prudent operator in a reasonably prudent manner.” The Commissioner
never found that the Operator failed to act in a reasonably prudent manner in preparing
and submitting the rejected PODs. To the contrary, in purporting to terminate the PTU,
the Commissioner expressly stated that he was not applying the contractual reasonably
prudent operator standard.

The non-operating WIOs each approved the plans of development proposed by the
Operator, and also agreed that the Commissioner’s termination of the Unit was improper,
and filed their own judicial appeals to successfully challenge the termination decisions.
Under these circumstances, the Operator did not fail to fulfill an essential obligation. of
the PTUA or the PTUOA.

Commissioner Irwin also posited a hypothetical situation where, shortly after
approval of the new POD, the Operator informed DNR that it would not comimence

drilling.”® In that event, absent a legitimate excuse under Section 25 of the PTUA, the
other WIOs would be justified in removing the Operator.

The unequivacal commitment to drill the five wells goes to the essence of the new
POD. Each of the WIOs has expressed its commitment to support the POD. Section 10.
of the PTUA requires.i the Operator fo exercise “reasonable diligence . . . in complying

with. the obligations of the approved POD.” An unexcused refusal by the Operator to

2006 at 17-18.
a3 March 7, 2008 Tt. at 1006:5-24.
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follow the instructions of the WIOs and fulfill its obligations under a POD approved by
the WIOs and DNR would destroy the essence of the WIOs’ bargain and would defeat
the reasonable expectations of the other W1Os and the DNR with respect to the POD, the
PTUA, and the PTUOA. Such conduct would meet the “substantial breach of a material
provision” standard and in that event, absent agreement of the parties or a legitimate
excuse under Section 25 of the PTUA, the other WIOs would be justified in removing the
Operator.

V.  CONCLUSION

For the reasons stated, the Commissioner should approve the 23“’: POD),; or in the-

alternative join with the WIOs in asking the Superior Court to enter the proposed Agreed
Final Judgment lodged herewith. In any event, the Unit Agreement should not be

terminated.
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DATED at Anchorage, Alaska this 2! %y of March 2008,

Of Counsel:

O’'MELVENY & MYERS LLP
John F. Daum

M. Randall Oppenheimer

400 So. Hope Street

Los Angeles, CA 90071

Tel: (213) 430-6000

George R. Lyle

ABA No. 8411126
GUESS & RUDD PC
510 L Street, Suite: 700
Anchorage, Alaska 99501
Phone: (907) 793-2200
Fax: (907) 793-2299

PATTON BOGGS LLP

Wyl

boug}éﬁ 1. Sdedahely, Esq.
Alaska Bar No. 7210072

Kevin D. Callahan, Esq.

Alaska Bar No. 8411103

601 West Fifth Avenue, Suite 700
Ancliorage, Alaska 99501

Phore; (907) 263-6310

Fax: (907) 263-6345

‘William B, Rozell
Alaska Bar No. 7210067
P..O. Box 20730

Juneau, Alaska 99802
Tel: (907) 586-0142
Fax: (907).463-5647

s ddy

Attorneys for Exxon Mobil Corporation,
Operator of the Point Thomson Unit

Susan C. Qrlansky
ABA No. 8106042

FELDMAN ORLANSKY & SANDERS

Anchorage; Alaska 99501
Phone: (907) 272-3538

Fax: (907) 274-0819

Bradford G. Keithley

JONES DAY

2727 N, Harwood
Dallas, Texas 75201
Phone: 214-969-2920

Artorneys for BP Exploration (Alaska) Inc.
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Of Counsel:

P. Jefferson Billew

Luke Ashley

Thompson & Knight LLP

1700 Pacific Avenue, Suite 3300

Stephen M. Ellis

ABA No. 7510065
DELANEY WILES, INC.
1007 W. 3™ Avenue, Suite 400
Anchorage, Alaska 99501
Phone: (907) 279-3581

[ Toerstenn 3 [ romyppes=Y [oammane} [ E——

Dallas, Texas 75201-4693 Fax: (907) 277-1331

Attorneys for Chevron USA. Inc.

Spencer C. Sneed

ABA No. 7811140

DORSEY & WHITNEY LLP
1031 W. 4% Ayenue, Suite 600
Anchorage, Alaska 99501
Phone: (907)276-4557

Fax: (907) 276-4152.

|

Attorneys for ConocoPhillips Alaska, Ine.
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CERTITICATE OF SERYICE

I hereby certify that on the ﬁy of March 2008, I caused a true and correct copy of the foregoing
document to be served on:

VIA HAND-DELIVERY VIA U.S. MAIL
Richard Todd Randall M. Kirk
A Sr. Asgistant Attorney General Messner & Reaves LL.C
State of Alaska, Department of Law 1430 Wynkoop, Suite 400
1031 West 4th Avenue, Suite 200 Denver, CO 80202

Anchorage, Alaska 99501-1994
Rusty Brusenhan, Land Manager

Mark E. Ashburn Leede Operating Company, LLC
Dani R. Croshy 6400°S, Fiddler's Green Circle, Suite 2100
5 ASHBURN & MASSON PC Englewood, CO 80111
1227 Wi 9* Avenue, Suite 200

Arichorage, Alaska 99501

()0

Maribel Webber, Legal Sectelary
PATTON BOGGS LLP
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