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Joint House Judiciary and Resources Committee Hearing
DNR Permitting Issues
Monday, December 01, 2008

House Judiciary Members confirmed: Rep. Ramras, Chair; Rep.- Dahlstrom,
Vice-Chair; Rep. Coghill; Rep. Lynn; Rep. Samuels; Rep. Gruenberg (via

teleconference)

House Resources Members confirmed: Co-chairs Rep. Johnson and Rep. Gatto;
Rep. Seaton; Rep. Wilson; Rep. Kawasaki (via teleconference)

Tentative format for invited testimony:

Mr. Danny Davis, Escopeta Oil Co., Ltd.

Mr. Bruce Webb, Aurora Gas

Mr. Craig Haymes, ExxonMobil Corporation

Alaska Department of Natural Resources:
Commissioner Tom Irwin

Deputy Commissioner Marty Rutherford
Director Kevin Banks, Oil & Gas Division
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Debra Higgins

From: Bruce D Webb [bwebb@ aurorapower.com)

Sent: Thursday, December 04, 2008 10:39 AM

To: Rep. Jay Ramras; Rep. Craig Johnson; Rep. Ralph Samuels; Rep. Nancy Dahlstrom; Rep. Paul Seaton;
Rep. Beb Lynn; Rep. John Coghill; Rep. Carl Gatto; Rep. Max Gruenberg; Rep. Peggy Wilson

Cc: 'Escopeta Qil'; Vlado@ Pacenergy. Com; ‘Joe Kilchrist'; 'Darren Katic'; Marino, Anthony C.;

nickstepo @ gmail.com; stevepna@hotmail.com; resources @ akrdc.org; jbrune @ akrdc.org;
cportman @ akrde.org; derockett@akrde.org; gsmith @ alaskaalliance.com; info @ alaskaalliance.com;
tim.bradner @ alaskajournal.com; melissa.campbell @ alaskajournal.com; pdougherty @ adn.com;
scockerham @adn.com; jwright@adn.com; dhulen@ adn.com; mzencey @ adn.com; fgerjevic @adn.com;
rshinohara@ adn.com; bwhite @ adn.com; wloy @ adn.com; ‘Bluemink, Elizabeth'; rmauer@adn.com;
ddonkel@cfl.rr.com; Rick in Fairbanks

Subject: FINALLY, the DENIAL of the Corsair Expansion
Attachments: DENIAL Corsair Appeal of unit expansion 12.03.08.pdf

Dear Representatives,

Apparently your hearing had little to effect on the Cook inlet’'s ability to get a jack-up drilling rig, incréase production, or supply
hundreds of local jobs.

Rep. Ramrus asked Irwin “what if you had to make a decision?” Well he did. The same old story.... “NO/”

Attached is the DENIAL of the Corsair Unit Expansion Appeal that had sat on his desk for six months. If he (they) knew the
answer was going to be ho, why did they wait so long?

IT IS A SAD STATE OF AFFAIRS WHEN APPOINTED STATE OFFICIALS IGNOR THE VOICES OF THE PEOPLE OF
ALASKA AND THEIR ELECTED REPRESENTATIVES.

Instead of just sitting there rolling their eyes and looking at the floor, they might as well have just spat in your face.

I am disgusted with this administration. It is time for a house cleaning. Seriously, as a life-long, loyal Alaskan, this makes me
sick.

| hope Pacific Energy takes this to the Superior Court where they can get fair, unbiased treatment.

12475008
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CORSAIR UNIT AGREEMENT

State of Alaska
Department of Natural Resources
Commissioner’s Findings and Decision
Corsair Unit Expansion Application
Appeal of Director’s Decision

DECEMBER 3, 2008
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L INTRODUCTION

Pacific Energy Resources Limited (PERL), the Corsair Unit (Unit) operator, filed an
application for the First Expansion of the Corsair Unit (Application) with the State of
Alaska Department of Natural Resources (DNR), Division of Oil and Gas (Division), on
March 26, 2008. On April 30, 2008, the Division Director denied the Application
(Decision). On May 16, 2008, PERL appealed the Decision to the DNR Commissioner.

PERL asserts, among other things, that approval of the Application best serves the State’s
and public’s interest, as well as PERL’s, by preserving its ability to explore and develop
the entire Unit structure as the sole working interest owner, and that “fragmentation of
the Corsair structure into unitized and non-unitized parcels with different working
interest owners would ultimately result in a waste of both economical and physical
resources.” PERL also maintains that approval of the Application and the proposed
Expansion Plan of Exploration (POE) would result in the leases being drilled sooner than
on a lease-by-lease basis. Finally, PERL asserts throughout its appeal that without the
expansion leases, delivering a jack-up drilling rig to Cook Inlet, as required under the
Unit’s Initial POE, as amended, would be uneconomic.

1L SUMMARY OF DECISION

I affirm the Decision denying the Application as not in the public interest because it does
not promote 1) the conservation of natural resources and 2) the prevention of economic
and physical waste any more than non-unitized development of the individual leases, and

3) does not provide for the protection of all parties of interest, including the State. 11
AAC 83.303.

PERL submitted the Application just 42 days before the leases would expire, proposing
expansion of the Unit as an oil play and delays to the existing work commitments. PERL
states that it had not fully assessed the economic feasibility of the work commitments it
agreed to when it assumed and accepted designation as Successor Unit Operator. The
State’s interest is not served by the unitization of soon-to-expire acreage, especially when
an operator has not fulfilled its existing POE work commitments. DNR must be able to
rely on commitments made by unit operators. When it assumed Unit operatorship, PERL
committed to submit a jack-up rig contract to DNR by December 31, 2007, and bring a
jack-up rig to Cook Inlet to drill for gas in the Unit by December 31, 2008. PERL
defaulted on its rig contract deadline commitment and DNR has already extended the
drilling deadline to June 30, 2009. Now, as part of the Application, PERL seeks to
further delay well drilling in the Unit until December 31, 2009.

IIl. BACKGROUND

The Unit, formed effective January 31, 2007, is located in the center of upper Cook Inlet,
approximately 12 miles southwest of North Cook Inlet Field. The existing Unit area
covers approximately 10,185 acres including four State of Alaska oil and gas leases. The
Unit’s Inifial five-year POE required Forest Qil Corporation (Forest), the original Unit
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Operator, to, among other things, 1) provide a drilling rig commitment by December 31,
2007, 2) drill an exploration well by December 31, 2008, 3) seek participating area
approval before January 31, 2010, 4) consider drilling a second exploration well before
January 31, 2011, and 5) seek plan of operation approvals for pipeline and facilities
construction, before January 31, 2012, to permit commercial gas production from the
Unit.

On August 27, 2007, PERL acquired 100 percent of the working interest in the Unit
leases from Forest. On November 6, 2007, the Division approved the assignment of
Forest’s lease interests PERL. On November 14, 2007, Forest resigned and designated
PERL as Successor Unit Operator. On November 26, 2007, PERL “accept[ed] and
assume[d] all rights and obligations as Successor Unit Operator . . . .”” The Division
approved PERL as Unit Operator on December 19, 2007.

On December 4, 2007, before the Division approved PERL as Unit Operator, PERL
requested that the Division delay all the Initial POE commitments by one year, so that,
for example, the drilling rig and initial exploration well commitments would be delayed
to December 31, 2008, and December 31, 2009, respectively. These initial requests to
delay were denied because PERL was aware of these obligations when they acquired this
asset and committed to DNR that they would be able to meet the existing deadlines when
they asked the Division to approve the assignments and accepted Successor Operatorship
of the Corsair Unit.

PERL failed to fulfill the December 31, 2007, commitment to provide evidence
satisfactory to the Commissioner of a rig contract that would enable PERL to meet the
December 31, 2008, well drilling requirement set out in the Initial POE. Thus, on
December 31, 2007, the Director defaulted the Unit and demanded, as a cure, that PERL
provide evidence of a rig contract by April 1, 2008.

On January 4, 2008, PERL apain requested that the Division delay the initial well drilling
commitment by one year—until December 31, 2009.

On January 29, 2008, the Division extended the well drilling commitment by six
months—until June 30, 2009, subject to PERL curing the drilling rig commitment by
April 1, 2008, as set out in its December 31, 2007, default decision. PERL submitted a rig
contract on March 14, 2008, thereby curing the default.

PERL filed the Application with DNR on March 26, 2008. It proposed an expansion of
the Unit to include four additional State oil and gas leases, ADLs 389513, 389514,
389507, due to expire on April 30, 2008, and 389923 due to expire on December 31,
2008. The proposed expansion would add approximately 16,546 acres to the Unit.
PERL holds 100 percent of the working interest in the existing Unit leases, as well as the
leases proposed for expansion. The Application included a revised Plan of Exploration
(Expansion POE), Exhibit G to the Corsair Unit Agreement (UA). In the Expansion POE
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PERL proposed to drill three wells by December 31, 2009, and retain the other work
commitments as set out in the Initial POE.

On April 1, 2008, the Division approved a rig contract submitied by PERL on the
condition that, among other things, it provide a copy of a signed heavy lift vessel contract
to the Division by July 31, 2008.

On April 30, 2008, the Division issued the Decision, which denied the expansion based
on the following points.

L. No drilling had occurred within the primary term of the proposed
expansion leases.

2. PERL will neither fulfill the Initial POE drilling work commitment
by December 31, 2008, nor has it yet fulfilled the June 30, 2009,
drilling commitment.

3. Unitization is meant to facilitate efficient reservoir production, not
to enable warehousing of acreage. The proposed Unit expansion
will not guarantee delineation and production of the identified oil
prospect sooner than lease-by-lease development.,

4, Unitization is not necessary to promote the development of a single
resource by multiple working interest owners, because there is only
one working interest owner, PERL, in the Unit and the proposed
expanded Unit.

5. The Expansion POE would extend the Initial POE, as amended,
June 30, 2009, driiling date until December 31, 2009. This is an.
unacceptable delay in drilling the Unit’s prospects.

The Appeal, submitted on May 16, 2008, included supplemental confidential
geophysical, geological, and engineering data. PERL did not request an extension for the
submission of additional material and it did not request a stay of the Decision under 11
AAC 02.030(f). Despite the fact that it had submitted an acceptable drilling rig contract
on March 14, 2008, which cured the Unit default, PERL now asserts throughout the
Appeal that it would be uneconomic to deliver a jack-up rig to Cook Inlet and drill an
exploration well in the Unit without the expansion leases.

On July 8, 2008, PERL requested, among other things, that the Division delay the July
31, 2008, heavy lift vessel contract deadline for sixty days.

On July 22, 2008, PERL clarified that it was seeking the heavy lift vessel contract
deadline delay for the “existing” Unit leases.




On July 30, 2008, the Division approved, among other things, PERL’s request to delay
the heavy lift vessel contract deadline by sixty days. The Division approved the request
because the delay would not, in its estimation, delay the June 30, 2009, drilling date
deadline set out in the Initial POE, as amended. The Division also opined that it
“interprets PERL’s vessel contract extension request as a repudiation of its appeal
argument that delivering a rig is uneconomic with the expansion leases.” The Division
observed that PERL provided no evidence for ifs assertion that the rig delivery would be
uneconomic without the expansion leases.

On September 24, 2008, PERL requested a further delay, until October 31, 2008, of the
heavy lift vessel contract deadline. The Division again approved extension of the heavy
lift vessel contract deadline, until October 31, 2008.

On October 31, 2008, PERL: submitted a heavy lift vessel contract. The Division did not
accept the contract as a fulfillment of the work commitment and effective December 1,
2008, placed the Corsair Unit in default with a default cure period of ninety days.

IV.  DISCUSSION of DECISION CRITERIA

The Appeal’s title indicates that PERL seeks to both appeal and request reconsideration
of the Decision. But, the text of the submittal refers to an appeal. Under 11 AAC
02.010(g) a person may not both appeal and request reconsideration of a decision. 11
AAC 02.010(e} applies here because the Commissioner did not sign or cosign the
Decision. In a June 16, 2008, lefter, DNR acknowledged acceptance of the Appeal.

AS 38.05.020(b)(4), AS 38.05.180(p), and Article 13.1 of the UA give the DNR
Commissioner broad authority to consider an oil and gas unit expansion. See Exxon
Corporation v, State of Alaska, 40 P.3d 786 (Alaska 2001).

[ review unit expansion applications under the criteria set out in 11 AAC 83.303 (a) and
(b). As set out below, [ affirm the Decision denying the Application as not in the public
interest because it does not promote 1) the conservation of natural resources and 2) the
prevention of economic and physical waste any more than non-unitized development of
the individual leases, and 3) does not provide for the protection of all parties of interest,
including the State. My discussion of the subsection (b) criteria, as they apply to the
Appeal, is set out directly below, followed by a discussion of the subsection (a) criteria.

A. Decision Criteria considered under 11 AAC 83.303(b)

1. The Environmental Costs and Benefits of the Expansion

Unitization is not required te drill wells, produce hydrocarbons and build infrastructure.
Lease terms may be extended by production without unitization. Unitization may lessen
environmental risks by reducing redundant facilities because it ofien unites multiple
owners of a common resource and proinotes the sharing of the cost and ownership of drill
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rigs, facilities, and infrastructure, thereby reducing the environmental impact of
redundant facilities.

PERL has proposed expanding the Unit, which was formed as a gas prospect, to include
an oil prospect and 1o shift the primary target from gas to oil. In this case, PERL holds
100 percent of the working interest in the prospect that it now describes as an oil prospect
underlying the Unit and the four leases proposed for expansion.

Expansion would probably not create an additional environmental risk because PERL
would be the sole Operator on the prospect. Without approval, the proposed expansion
leases expire and another lessee could obtain the acreage at the next lease sale. This
would result in multiple owners of the oil prospect described by PERL. The cost of a
drill rig would most likely be shared by parties interested in using it; unitization is not
required for multiple owners to contract to share costs for exploring acreage. It is highly
unlikely that lessees would bring multiple rigs to Cook Inlet because the redundant
expense would not be in their financial interest.

2. The Geological and Engineering Characteristics of the Reservoir and Prior
Exploration Activities of the Corsair Unit Area

Corsair Expansion Prospect

The January 31, 2007 approval of the formation of the Corsair Unit provides an in depth
discussion of the Corsair prospect as does the Decision. Both decisions reference prior
exploration activities in the area, mostly focused on the work by ARCO which referred to
the greater geologic trend called Sunfish of which the Corsair prospect is a part. In
considering the Corsair Unit Expansion application, DNR summarized the Corsair Unit
prospects:

The Corsair Unit as currently configured contains two types of
hydrocarbon prospects. The primary target consists of Sterling and Beluga
gas sands; a secondary target is the deeper Tyonek oil sands. In the acreage
under consideration for expansion (both northern and southern leases) only
a single hydrocarbon target is viable, the Tyonek oil sands. Maps provided
by PERL show the expansion acreage underlain by oil-bearing sandstones
of the Tyonek Formation. The gas cap located in the crestal region of the
anticline is absent in both the northern and southern expansion acreage.

The existing unit overlies the crest of a geologic structure closed at all levels of economic
interest. This is commonly referred to as the SRS structure. The expansion area is
restricted to the SRS structure and adds acreage structurally low to the existing unit. A
saddle exists between this structure and the North Cook Inlet structure to the northeast.
Five wells have been drilled on the SRS structure by various operators from 1962 to
1993. These wells had numerous oil and gas shows throughout the Kenai Group as well
as drill stem tests which recovered both oil and gas.
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Under 11 AAC 83.306 (4) the applicant must provide the following in order for the
division to deem an application complete:

(4) all periinent geological, geophysical, engineering, and well data, and
interpretations of those data, directly supporting the application;

The commissioner must consider the geological and engineering characteristics of the
potential hydrocarbon accumulation or reservoir proposed for unitization, 11 AAC
83.303 9b) (2). The Division deemed the Application complete effective March 26,
2008.

Under 11 AAC 83.395. Definitions:

(5) “potential hydrocarbon accumulation” means any structural or stratigraphic
entrapping mechanism which has been reasonably defined and delineated through
geophysical, geological, or other means and which contains one or more intervals, zones,
strata, or formations having the necessary physical characteristics to accumulate and
prevent the escape of oil and gas;

The geological and geophysical data provided with the application, although complete,
do not support the structural mapping on which the extent of the potential hydrocarbon
accumulation is based. Therefore the proposed hydrocarbon accumulation has not been
reasonably defined or delineated and does not justify expansion of the Corsair Unit.

3. Plan of Exploration and Development for the Proposed Expanded Corsair Unit

The Initial POE, as amended on January 29, April 1, and July 30, 2008, requires PERL
to, among other things, submit a heavy lift vessel contract by September 29, 2008, deliver
a jack-up rig, and drill an exploration well in Cook Inlet by June 30, 2009. This well
drilling date represents a Division-approved six-month extension to the Initial POE,
which required drilling by December 31, 2008. Under the Expansion POE, PERL sought
a further six-month delay to the well drilling commitment until December 31, 2009. In
its Appeal, PERL asserts that it is not requesting an extension of the June 30, 2009, date
for the initial exploration well, but the language of the Expansion POE belies that
assertion—"[b]y December 31, 2009, the Unit Operator will drill three (3) Exploration
wells....”

The State approved the Unit because Forest committed to deliver a jack-up drill rig to
Cook Inlet and drill a well on a natural gas prospect in less than two years from the
effective date of unitization. The potential benefits the State would reap from the
delivery of a jack-up to Cook Inlet outweighed the risk that the operator would fail to
develop the leases because of known geologic and economic risks. The Initial POE
committed Forest and PERL, when it “accepifed] and assume[d] all rights and
obligations as Successor Unit Operator . . . .” on November 26, 2007, to drill by
December 31, 2008, or the Unit would automatically terminate and all the leases would
return to the State. Thus, the acreage, upon Unit termination, would immediately return




to the State effective January 1, 2009, well within the required time for the acreage to be
listed as available in the May 2009 Cook Inlet Sale (May 2009 Sale).
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The expiration date of three of the four Unit leases was April 30, 2007. If the leases had
expired, rather than being extended by unitization, they would not have been available in
time to be listed in the May 2007 Cook Inlet Sale, but they would have been listed in the
May 2008 Cook Inlet Sale (May 2008 Sale). By approving the Unit, and extending the
lease terms, the State missed the opportunity to receive bids on the leases in the May
2008 Sale, but exchanged the value of those bids for bid deferment payments set out in
the Initial POE. If the Operator failed to fulfi}] the commitments in the Initial POE, the
unit would terminate and the operator would pay a penalty per acre of expired acreage.

When PERL accepted and assumed the rights and obligations of Successor Unit
Operator, it committed to fulfill the duties and obligations in the UA and the Initial POE,
which contained the commitments Forest promised to uphold in exchange for the DNR
approval of the Unit.

In the Expansion POE, PERL again proposes a well drilling date one year later than set
out in the Initial POE, but also commits to drilling more wells and to pursue oil as a
primary target instead of gas. The establishment and repeated fulfillment of work
commitments by operators, as set out in POEs, establishes credibility. The Division has
approved one six-month extension of the drilling date, as well as extensions of the
drilling rig contract and heavy 1ift vessel contract deadlines. PERL now proposes yet
another extension to drill for oil, not gas. PERL’s commitment to drill more wells and
pursue the structure’s oil prospect lacks credibility based on its non-performance of
existing commitments.

4, The Economic Costs and Benefits to the State and Other Relevant Faciors

PERL filed an Application to expand the Unit to include leases that were not drilled
during their primary terms just before they were due to expire, and seeks to further delay
commitments that it accepted and assumed in the Initial POE.

The opportunity to promote exploration for gas reserves in Cook Inlet in a short time
frame with a jack-up rig, which could be used in other parts of the Inlet, was valuable to
the State when it approved the Unit. Having a jack-up brought to Cook Inlet was the
benefit the State bargained for when it approved the Unit. The utilities serving
Southcentral Alaska have not been able to contract for the supplies they need
prospectively. Discovery and development of additional natural gas reserves soon
provides enormous benefits and security to the residential, utility, and industrial users of
natural gas in the region. PERL’s Expansion POE would alter and further postpone
realizing those benefits by targeting oil in addition to gas in the structure and delaying the
Initial POE well drilling commitment.

PERL maintains that the optimal development path of the Corsair structure, as they
describe it, is by a single owner, PERL, performing drilling and evaluation of well results
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to determine the best location of the next well. PERL maintains that the optimal manner
in which to test the Corsair structure, as PERL has mapped and described it, is for a
single owner, PERL, to drill and evaluate the exploration prospect.

DNR is charged with, among other things, maximizing competition among parties
seeking to explore and develop the resources; AS 38.05.180(a)(1)(B). Allowing PERL to
retain non-producing acreage beyond its primary term, through unitization, decreases
competition to explore for and develop the resource. The proposed expansion leases,
without unitization, will expire and be available at the May 2009 Sale allowing for
maximization of competition for the right to explore within primary term and develop the
leases.

Although failure to fulfill the Initial POE, as amended, as well as the proposed Expansion
POE, would result in bid deferment payments to the State, these payments are not

. intended to be used as a substitute for the sale process and further extension of lease

terms and work commitments.
B. Decision Criteria considered under 11 AAC 83.303(a)

1. Promote the conservation of all natural resources and the prevention of
economic and physical Waste

PERL asserts that “[t]he fragmentation of the Corsair structure into unitized and non-
unitized parcels with different working interest owners would ultimately result in waste
of both economical and physical resources.” Appeal at p. 2. PERL expands on this point
arguing that 1) without the jack-up rig in Cook Inlet no leases or units will be explored
and produced in Cook Inlet, and 2} re-leasing the acreage would lead to “redundancy in
facilities, operations and expenditures that would result in economic waste . . . . and
physical waste.”

Waste is generally defined as the ultimate loss of oil or gas. Conservation is generally
the prevention of physical and economic waste.

PERL argues that expansion would conserve whatever oil and gas there is under the
existing Unit and expansion leases more than re-leasing the acreage because there would
be one set of facilities rather than two. This argument is unreasonable. First, it totally
discounts the chance that PERL may get the leases in the next lease sale. PERL’s
arguments on this point are too speculative—it could get the leases back in the next lease
sale or parties could share the cost of a jack-up rig, as PERL implies, to drill multiple
reservoirs. Given the history here, the likelihood of redundant facilities is rernote.
Second, PERL argues, on the one hand, that if [ deny expansion it will not deliver a jack-
up rig and “no™ units or leases will be produced in Cook Inlet, and on the other hand, re-
leasing will lead to redundant facilities. Under PERL’s theory, if it does not deliver a
jack-up rig to Cook Inlet, there will be no additional Cook Inlet exploration and
production; if there is no additional exploration, there cannot be any redundant facilities.

10




1819

Third, redundant facilities may have environmental consequences, but do not necessarily
lead to the ultimate loss of oil and gas.

Whether PERL re-leases the acreage or not, the cost of a jack-up drill rig will most likely
be shared by parties interested in using it; unitization is not required for multiple owners
to contract to share costs for exploring acreage. It would be highly unlikely that lessees
would deliver multiple jack-up rigs to Cook Inlet because of the excessive expense.

I agree that without a jack-up rig in Cook Inlet, which PERL committed to deliver when
it assumed and accepted its duties as Successor Unit Operator, neither the Unit nor other
offshore leases in the area will be explored and produced. It is my desire that PERL fulfill
its commitments to deliver a rig and a dnll wells in the Unit. If PERL does not fulfill its
commitments, the State will endeavor to find another lessee who will deliver a rig for use
in Cook Inlet. :

DNR questions the validity of any economic conclusions regarding the feasibility of
pursuing the oil or gas prospect because PERL has not obtained or submitted enough data
to make those conclusions. PERL first asserted that the project economics without the
expansion were untenable, then asserted on July 22, 2008 that the project economics were
sufficient without the expansion leases. Without additional data from a well drilled on the
structure that PERI. describes, DNR cannot determine conclusively whether there is
resource to conserve. PERL has not obtained or submitted enough data for the DNR to
concur that the structure underlies one third, all, or none of its leases.

2. Provide for the protection of all parties of interest, including the State.

The Unit formation was in the State’s interest because it was based upon the Operator’s
(then Forest) commitment to bring a jack-up to Cook Inlet. Forest made this promise
based on a gas play underlying the four Corsair leases. DNR approved the Unit, even
though the leases had not been drilled during the primary term, because the operator
promised to deliver a jack-up rig to Cook Inlet and drill a well less than two years from
lease expiration.

PERL assumed Unit operatorship on November 26, 2007, which the Division approved
on December 19, 2007. That approval obligated PERL to furlfill the duties and obligations
set out in the Initial POE. That plan contained the commitments Ferest had promised in
exchange for the DNR approval of the Unit.

PERL submitted the Application 42 days before three of the four proposed expansion
leases were due to expire. Unless the leases were included in a unit by April 30, 2008,
they would return to the state under their terms. An application to expand (or form) a
unit requires a 30-day public notice period, which must commence within ten days of the
application being deemed complete for consideration. 11 AAC 83.311. Generally, the
Division recommends a lead time of at least 100 days before lease expiration to consider
a unit application.

11
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The Application proposed, yet again, delaying the deadline for drilling a well in the Unit.
PERL proposed an oil prospect underlying the expansion leases that had only been
mapped the week before, according to PERL. PERL stated that “without the expansion
leases, the prospect is uneconomical and PERL will not be able to justify the delivery of a
jack-up drilling rig to the Cook Inlet.” 1 agree with the Division that PERL repudiated
this argument when it sought a two-month delay in the heavy lift vessel contract deadline.
I, too, expect PERL to deliver a jack-up rig to the Unit in time to drill a well by June 30,
2009.

It is not in the State’s interest to renegotiate a commitment and extend additional lease
primary terms through unitization when no work was completed by any lessee during the
lease primary terms. PERL appears to have not fully and seriously considered the
commitment it assumed when it purchased Forest’s working interests in Cook Inlet,
accepted Forest’s assignment of Successor Operator and received DNR’s approval as
Successor Unit Operator. It is the Operator who must prudently consider and weigh
commitments before making them; it is not in the States’ interest to accommodate late
planning.

If the State were to approve the expansion, DNR would effectively provide PERL an
advantage other nearby leaseholders do not have. The lessee must make a significant
commitment of resources towards development of leases before the Division will agree to
a unit expansion. Otherwise, the lessee is using the unitization process as a tool to avoid
lease expiration and hold acreage out of a lease sale.

Although PERL may benefit from the extension of its lease beyond its primary term there
are no additional benefits to the State. Unit expansion will not guarantee delineation and
production of the prospect sooner than lease-by-lease development by any lessee. No
drilling has occurred within the primary term of the proposed expansion leases. Approval
of the Unit yielded a potential benefit to the State--jack-up rig delivery and a well within
two years--although no wells had been drilled in the primary term.

PERL now seeks to further delay that the well drilling date without any guarantee to the
State that it will fulfill this its commitment. Alternatively, the State’s interest is protected
by strictly enforcing the obligations under the Initial POE, as amended, with the drill date
of JTune 30, 2009. Failure to fulfill the commitment may result in Unit termination, lease
expiration, and acreage available for competitive bidding.

V. FINDINGS AND DECISION
1. No drilling or production has occurred within the primary term of the proposed

expansion leases. PERL has yet to fulfill its paramount POE commitments—to
deliver a rig to the Cook Inlet and drill 2 well by June 30, 2009.

o8]

PERL has not presented conclusive geological, geophysical, engineering or economic
data to support its conclusions that the Corsair structure underlies the expansion




leases and that without those leases, pursued as an oil play, the economics of rig
delivery are infeasible.

3. Unitization is meant to facilitate efficient reservoir production, not to enable lessees of
soon-to-expire leases to propose more preferable work commitments.

4. Unitization is not necessary to allow multiple owners of leases to form contractual
arrangements that provide for the sharing of costs.

5. Taffirm the April 30, 2008, Director’s Decision.

VI. APPEAL

This is a final administrative order and decision of the DNR for purposes of an appeal to
Superior Court. An appellant affected by this final order and decision may appeal to
Superior Court within 30 days in accordance with the rules of the court, and to the extent
permitted by applicable law.

Thomas E. Irwin < 7
Commissioner Date

13
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SARAH PALIN, GOVERNOR
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7005 1820 0003 74083620
DECISION

Doyon, Limited Exploration License

1 Doyon Place, Suite 300 : ADL 390079
Fairbanks, Alaska 99701-2941

NENANA EXPLORATION LICENSE NO. 1
EXTENSION APPROVED

The State of Alaska, Department of Natural Resources, Division of Qil and Gas. (Division)
issued the Nenana Basin Exploration License No. I, ADL 390079, effective October 1, 2002,
with a seven-year primary term. The current licensees are Doyon, Limited (40%), Usibelli
Energy, LLC (40%) and Arctic Slope Regional Corporation (20%). The license 1s due to expire
September 30, 2009.

On June 25, 2008, Doyon, Limited, -as notification lessee, requested that the license term be
extended to ten years as allowed by law. The original work commitment has been met; however,
due to unforeseen circumstances, the licensees were not able to accomplish additional

exploration as planned.

On September 15, 2008, the Division invited public.comment on the proposed license extension
pursuant to public notice statutes and regulations. Comments were to be received by no later
than 5:00 p.m. October 15, 2008. The Division received two comments, one from the
Department of Fish and Game and the other from the Resource Development Council. Both
agencies’ comments were favorable to the extension.

After consideration of the case file and public comments, the Division hereby grants the three
year term extension for Nenana Exploration License No. 1 with a new expiration date of
September 30, 2012. The licensees must provide the Division with all data obtained to date and
during the extended period. When the decision becomes final, the casefile records will be

updated without further notice.

A person affected by this decision may appeal it, in accordance with 11 AAC 02. Any appeal
must be received within 20 calendar days after the date of “issuance” of this decision, as defined
in 11 AAC 02.040(c) and may be mailed or delivered to Tom Irwin, Comumissioner, Department
.of Natural Resources, 550 W. 7"Avenue, Suite 1400, Anchorage, Alaska 99501; faxed to 1-907-

“Develop, Conserve, and Enhance Natural Resources for Present and Future Alaskans.”
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Division of Qil and Gas
ADE 390079
Page 2 of 2

269-8918, or sent electronic mail to dnr_appeals@dnr.state.ak.us. This decision takes effect
immediately. If no appeal is filed by the appeal deadline, this decision becomes a final
administrative order and decision of the deépartment on the 31* day after issuance. An cligibie
person must first appeal this decision in accordance with 11 AAC 02 before appealing this
decision to Superior Court. A copy of 11 AAC 02 may be obtained from any regional
information office of the Department of Natural Resources.

Kevin R. Banks
Acting Director

cc: Arctic Slope Regional Corporation
Usibelli Energy, LLC
Alaska Department of Fish and Game
Resource Development Council
Mari Montgomery, University of Alaska
Bruce Phelps, Division of Mining, Land and Water
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Chapter One: Executive Summary

C. Current and Projected Uses

The Cook Inlet area’s abundant moose, black and brown bear, caribou, and waterfowl, and many fish
species form the resource base for subsistence, sport, commercial, personal use, and educational
harvest activities, which are integral to the history and culture of the area, as well as contributing
significantly to the economy. Residents and visitors use the area extensively for recreation and
tourism. Other abundant natural resources support timber, agriculture, mining, and oil and gas
industries.

.D. Oil and Gas in Cook Inlet

The proposed Cook Inlet lease sale area has low to moderate petroleum potential, based on factors
including geology, seismic data, exploration history of the area, and proximity to known
hydrocarbon accumulations. Cook Inlet is a mature, producing petroleum basin, which has had
extensive exploration and development over the past 40 years. The area continues to be of interest to
the petroleum industry, with annual oil preduction of 6 million bbls {barrels) and annual gas
production of 196 Bef (billion cubic feet) in 2006.

Oil and gas activities proceed in phases; each subsequent phase’s activities depend on the completion
or initiation of the preceding phase. During the lease phase, the first step in the process of developing
the state’s oil and gas resources after the best interest finding process, the state conducts competitive
areawide sales of oil and gas leases, offering for lease all available state acreage within the sale area.
An oil and gas lease grants to the lessee the exclusive right to drill for, extract, remove, clean,
process, and dispose of oil, gas, and associated substances; however, a plan of operations, subject to
a myriad of regulatory authorities and permits, must be approved before any operations may be
undertaken on or in the leased area. In the exploration phase, information is gathered about the area’s
petroleum potential by examining surface geology, researching data from existing wells, performing
environmental assessments, conducting geophysical surveys, and drilling exploratory wells. During
the development phase, operators evaluate the results of exploratory drilling and develop plans to
bring the discovery into production. Production operations bring well fluids to the surface and
prepare them for transport to the processing plant or refinery.

Over 5.9 million acres of state land have been leased in 52 state oil and gas lease sales in the Cook
Inlet area since 1959, generating up to $67.7 million in bonuses received by the state. As of April
2008, over 1 miilion acres were under lease, 483,253 acres offshore and 605,144 acres onshore.

The location and nature of oil or gas deposits determine the type and extent of facilities necessary to
develop and transport the resource. However, modern oil and gas transportation systems usually
include the following major components: 1) pipelines; 2) marine terminals; and 3} tank vessels. Oil
and gas produced in the proposed lease sale area would most likely be transported by a combination
of these depending on the type, size, and location of the discovery. Because the Cook Inlet Basin has
produced oil and natural gas since the 1960s, it has a well-developed infrastructure for transporting
petroleum, especially in upper Cock Inlet.

The risk of a spill exists any time crude oil or petroleum products are handled. Oil spills associated
with the exploration, development, production, storage, and transportation of crude oil may occur
from well blowouts, or pipeline or tanker accidents. Since 1999, there have been 18 crude oil spills
in the Cook Inlet area of 100 gallons or more from pipelines, platforms, onshore production
facilities, storage facilities, and marine tankers. Six of these were more than 500 gallons.

E. Governmental Powers to Regulate Oil and Gas

All exploration lease activities are subject to numerous federal, state, and local laws and regulations
with which the lessee is obligated to comply. These government agencies have a broad spectrum of

Cook inlet Areawide Preliminary Best Interest Finding
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Chapter One: Executive Summary

authorities to regulate and condition activities related to oil and gas, and their role in the oversight
and regulation of oil and gas activities differ, although some agencies may have overlapping
authorities. These agencies include the Alaska Departments of Natural Resources, Environmental
Conservation, and Fish and Game; the Alaska Qil and Gas Conservation Commission; the U.S.
Environmental Protection Agency; the U.S. Army Corp of Engineers; the U.S. Fish and Wildlife
Service; and the National Marine Fisheries Service.

F. Reasonably Foreseeable Cumulative Effects of Leasing
and Subsequent Activity

Potential post-lease activities that could have cumulative effects on the area’s habitats, and fish and |
wildlife populations include seismic surveys, construction of support facilities, and.drilling and |

“production activities. Some potential cumulative effects of these activities include physical |
disturbances that could alter the landscape, lakes, rivers, and wetlands; habitat change; behavior
changes of fish, wildlife and birds; drawdowns and contamination of groundwater; and
contamination of terrestrial or freshwater habitats from discharges from well drilling and production,
gas blowouts, or oil spills.

Oil and gas exploration, development, and production activities may produce emissions that have the
potential to affect air quality, including carbon monoxide (CO), nitrogen oxides (NOy), sulfur
dioxide (SQ;), particulate matter-10 (PM,p), PM; 5, volatile organic compounds (VOC), ozone, and
greenhouse gases including carbon dioxide (CO,), methane (CH,), and nitrous oxide (N,0).

Oil and gas related activities could result in increased access to hunting and fishing areas due to
construction of new roads, but this could also increase competition between user groups for fish and
wildlife resources. Interference with commercial fishing operations is a potential effect. A major oil
spill could harm fisheries through direct lethal or sub-lethal effects to fish stocks, and could decrease
resource availability and accessibility for users.

Although oil and gas activities subsequent to leasing could potentially affect habitats, fish and
wildlife and their uses, subsistence, air quality, and commercial fishing, measures proposed in this
preliminary best interest finding, along with regulations imposed by other state, federal, and local
agencies, are expected to avoid, minimize, and mitigate those potential effects.

G. Fiscal Effects and Effects on Municipalities an
Communities |

Alaska’s economy depends heavily on revenues related to petroleum development, which totaled
$4.57 billion in fiscal year 2007. The petroleum industry is Alaska’s largest industry, annually
spending $2.1 billion, including $422 million on payroll and $1.7 billion on goods and services.
Overall, this spending generates 33,600 jobs, $1.4 billion in payroll, and value added to the Alaska
economy of $1.8 billion for total output of $3.1 billion. Oil and gas accounts for 12 percent of private
sector jobs and 20 percent of private sector payroll. The oil and gas industry has the highest monthly
wage in Alaska, averaging $7,754, 2.8 times higher than the statewide average of $2,798.

Demand for natural gas in the Cook Inlet area is projected to exceed supply in 2015 unless new
reserves are discovered and developed, natural gas is transported to the area by a spur line from the
proposed North Slope pipeline, or LNG is imported. Decreasing supplies of Cook Inlet natural gas
led to the closure of the Agrium plant in 2007, resulting in the loss of 250 jobs in the Kenai
Peninsula Borough. The LNG (liquid natural gas) export license and supply contracts were extended
to 2011, but continued operation of the LNG plant may be jeopardized without long-term proven
supplies of natural gas. Without increased Cook Inlet natural gas supplies, prices for residential and
commercial natural gas and for electricity will continue to increase. Between 2000 and 2006, the

Cook Inlet Areawide Preliminary Best Interest Finding
1-3
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State denies permit for Point Thomson ice road EIEESTTTINNE

{$USD} . .
By Tim Bradner g 26,867 9!;1Tl"l0n$)
Alaska Journal of Commerce v

Friday's close
The state of Alaska on Nov. 14 denied a key permit to ExxonMobil for an ice road (Most Recent Available)

needed for drilling it plans in the disputed Point Thomson gas and condensate field on
the North Slope, upping the ante in a contentious dispute between leaseholders at "4 a3 k3 el CRUDE
Point Thomson and the state Departrment of Natural Resources. WEST COAST DLUVERY .

49.00
a +4.47

Friday's close
{Most Recent Available)

A statement on the agency's decision was posted on DNR's Web site. ExxonMobil said
Nov. 17 that it has yet to receive a fetter from DNR giving formal notification of the
decision. Other state and federal agencies have given their approvals for the ice road,
the company said.

Previous High $144.5¢ D?.‘O:!."DB

The company says it will keep working on the project in hopes of resolving a “{§
dispute with the state. The dispute with the state involves past work obligations at HERRYHUB
Point Thomson. The state alleges ExxonMobil reneged on commitments and has moved ﬁ 6.84

to cancel leases. The issue is now in the Alaska courts, and settlement talks are

underway between the companies and the state.
Friday's close

“we have the right to conduct drilling activities under terms of the leases. The Point {Most Recent Available)
Thomson working interest owners are proceeding with the project and the drilling plan
while we attempt to resclve the dispute with the state,” company spokeswoman
Margaret Ross said.

ExxonMobil, the operator at Point Thomson, needs a state permit to build a 50-mile
ice road east from Prudhoe Bay to move a drill rig to the field. Work on the ice road
needs to begin in begin in November to allow the rig to be moved in time for drilling to
start in late January or early February.

If the rig move cannot be done on schedule, it may delay the project because of
seasonal constraints in moving equipment on the North Slope. Heavy equipment can
only be moved by land during the winter on the Slope. @

The Paint Thomson leaseowners, which include BP, Chevron and ConocoPhillips as
well as ExxonMobil and a number of minority owners, are planning a $1.3 billion gas
cycling condensate production project in the field, which is undeveloped. The well
planned in January Is the first of five production wells needed for the project, which is
to produce 10,000 barrels per day of liquid condensates beginning in 2014.

In a press release issued Nov. 17 the state called the company's effort to get the
permit “an effort to force a solution” in the current negotiations over the dispute. S s it T
TOR JOBS
“ExxonMobil has been aware for many months that the state did not approve its Currently
drilling plan. Although ExxonMobil has challenged the state's decisions in court, it is hirng for the folowing position: FULL
not in the state's best interests to allow them to proceed until a court determines TIME LPN or MEDICAL ASSISTANT...
whether or not the state's actions were proper,” the press release said. More

3BRABA
single family w/garage. Fets on

. - . approval. WD/DW, monitor heater.
An estimated 9 trillion cubic feet of natural gas and 200 million barrels of £1500/m0... More

condensates have been discovered at Point Thomson in exploration drilling during the
1970s and 1980s. Potro

- Maring Warehouse worker needed for
The field has not been developed to date because of lack of a gas pipeline and pusy fuel plant. “Plant Cperater™... Mare

technical questions over whether liquid condensates can be produced in a gas cycling
project. The current project planned by the companies is intended to resolve the  Looking

technical questions, ExxonMobil has said in previous briefings. for a Meaningful Career? A Chance 10
Make a Real Difference in People...

Ross said ExxonMobil believes the leases are still valid.
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More

Point Thomson reservoir pressures are high, at 10,200 pounds per square inch,

which complicates any development, the company has said. EXECUTIVE

DIRECTOR The Exxon Valdez Qil Spill
Trustee Council is seeking an... More

Tim Bradner can be reached at

tim.bradner@alaskajournai.com”>tim.bradner@alaskajournal.com. DRIVERS

WANTED! Make money! Have Fun!
Drive Taxi! Part or full time Nights...
More

PHYSICAL
THERAPY AIDE JBJC s out-patient
physical therapy dept is seeking... More

How's your Credit Score?

0-500 Po_or. 501-700 Average, 701+ Good. Find out your scare now FREE! HUMAN
W creditreport.com RESOURCES TECHNICIAN Il City and
t
My 3 FREE Credit Reports _?_l?:‘t;ugr;d;‘: Juneau Permanent Full
View your Free Credit Reports from all 3 bureaus now, free!
www.CreditReportAmerica.com - o
SCIENCE
What's your credit score? DIRECTOR The Exxon Valdez Oil Spill
The U.S. Average is 692. See your 2008 report and score now for $0! Trustee Council #s seeking an
FreeCreditReport.com expetienced... More
Mortgage Rate Alert - Fed at 1.0%
ENVIRONMENTAL
R |
$200,000 loan tor $708/month. Fres Quotes - No SSN Rqd. Save $1000s! TECHNICIAN Juneay $17.86 - §20.70

Marigage. RelinanceFrontier.com ~ |
Native Preference applies..

More
Buy & link hera oo

STORE
MANAGER The STORE at the Alaska
State Museum seeks Full Time
Professional... More

AIRPORT
LAW ENFCRCEMENT OFFICER I
Salary: $19.63 3406 DCE, with
axcellent... Mare

View All TopAds
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ESCOPETA OIL OF ALASKA

COOK INLET BASIN — ALASKA PROGRAM

INTRODUCTION

Escopeta Oil of Alaska is the 3™ largest oil and gas leaseholder in the Cook Inlet
Basin, Alaska. Escopeta has identified four prospects in its 129,618-acre
position with two of these being the missing giants postutated by the U.5.G.S. in
the Cook Inlet Basin, Alaska, in its Kitchen and East Kitchen prospects.
Escopeta believes these two prospects will qualify for giant field status, and
contain significant amounts of oil and gas.

The East Kitchen and Kitchen prospects are in 70 feet of water six miles north of
the Kenai industrial complex being the oil and gas sales complex for the Cook
intet Basin. They represent 12 years of work, including studies by geologists with
extensive Cook Inlet experience and, more recently, the reprocessing of over 200
miles seismic with proprietary technology.

Escopeta began looking for opportunities in Alaska in 1993 and brought its first
leases in the state in 1984. The company now owns 129,618.00 acres of state
oil and gas leases in the Cook Inlet basin.

Only 4% of oil identified

U.S. Geological Survey geologists have theorized that only 4 percent of the
volume of oil that theoretically generated from Cook Iniet source rock has ever
been identified.

The Escopeta acreage position at Kitchen and East Kitchen (106,000-acres
contiguous) is just to the east of Middle Ground Shoal and situated directly
overlying the Tertiary/Mesozoic depocenter, which generates the oil for the
northern part of the Cook Inlet Basin.

There is strong evidence from geological, geophysical and petrophysical analysis
that these prospects are among the “Missing Giants” postulated by the U.S.
Department of Energy in the published DOE Report on the Cook Inlet Basin,
Alaska of 2004.



ESCOPETA OIL OF ALASKA

ACREAGE OWNED

COOK INLET BASIN, ALASKA
PROSPECT BID NO. [ADL NO. |ACRES [SUBTOTAL
KITCHEN 160 389910 5632
KITCHEN 190 389185  4655.19 |
KITCHEN 191 389186  5273.07 H
KITCHEN 193 | 390546 1640 |
KITCHEN 196 390547 2560
KITCHEN 232 389917 @ 5760 ]
KITCHEN 233 389918 , 4419
KITCHEN - 234 389919 ' 5586 !
KITCHEN ' 280 389924 5660 | B
KITCHEN ' 283 | 389189 2560 | ]
KITCHEN _ 286 | 389180 2560
KITCHEN _ _ 287 ' 389191 - 1920 ]
KITCHEN 289 389192 2560 ! _
KITCHEN _2%0 389193 2560 ' _
KITCHEN 291 389184 1280
KITCHEN 358 - 390552 2560 | .
KITCHEN | 359 390853 i 1280 |
KITCHEN 362 390554 2536 _
KITCHEN . 281 389925 5682  66,683.26
EAST KITCHEN 189 | 389911 , 875.44 '
EAST KITCHEN 192 389912 ' 133547
[EAST KITCHEN 228 389914  5121.87
[EAST KITCHEN . 229 ' 389915 5643.46
EAST KITCHEN . 230 389916 : 1408.19 |
EAST KITCHEN 232 | 389917 5760 |
EAST KITCHEN . _235 389920 5637.13
EAST KITCHEN | 217 ' 390548 5752 |
EAST KITCHEN ' 282 389926 5760 ; |
EAST KITCHEN _ ©_199 | 390731 2760 : 40,053.56
INORTH ALEXANDER ~ 638 389212 | 5689 |
NORTH ALEXANDER 640 389213 ' 5760 ~
NORTH ALEXANDER | 641 | 389935 5673 °
NORTH ALEXANDER 643 390586 5760 ,  22,882.00

TOTAL 129,618.82
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Webb had worked for the Departments of Fish and Game, Community and Regional
Development, and Natural Resources... I did some checking and asking around, and I
can't find any association with his name and corruption. I am voting for Webb, and the
chance for new honest blood in Juneau.

www.oilonline.com/news/headlines/firms_faces/20080415.F - [Cached Version]
Published on: 4/15/2008 Last Visited: 4/16/2008

Fox Petroleum Inc. announced the addition of Bruce Webb as a consultant enlisted to
arrange the permitting of two wells on the Catcher’s Mitt prospect in Alaska’s Cook
Inlet.Upon permit approval, the Company plans to drill the two wells during this
upcoming winter season.In consideration of the various consulting services to be
provided by Mr. Webb to Fox, we agreed to pay Mr. Webb a non refundable fee of
US$20,000 and issue 50,000 pre-split restricted shares of the Company’s common stock
upon receipt of the permitting to drill the above noted gas wells.

"Fox is eager to utilize Mr. Webb’s localized knowledge and experience to permit these
two wells,"” said Richard Moore, CEQ and director of Fox.

Mr. Webb brings over 20 years of land negotiation, compliance and permitting
experience, including 13 years with the State of Alaska’s Department of Natural
Resources as a Natural Resource Specialist, Permitting and Compliance and another five
years with the state’s Department of Community and Regional Affairs.A long-time
participant in the oil and gas industry, Webb’s specialty lies in his knowledge of the
Alaskan permit process and in negotiating acquisitions and farm-ins.

A life-long Alaskan and well-established member of the business community, Webb 1s an
expert on Alaskan land issues, dealing with oil and gas producers, native communities,
local governments and other regulatory entities.Currently he serves as Manager of Land
and Regulatory Affairs for Aurora Gas, LLC, President of Webb Petroleum and Vice
President of Regulatory Affairs for Alaskan Crude Corporation.

Click here for more of Today’s News Headlines

hitp://labs.daylife.com/journalist/bruce_webb
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KTUU.com | Alaska's news and information source | Exxon states its case for keeping Point Thomson... Page 1 of 2

<<Back

by Rebecca Palsha
Monday, December 1, 2008

ANCHORAGE, Alaska -- State lawmakers are asking questions
about the feud between ExxonMobil and the Palin administration.

Exxon told lawmakers Monday evening that the company is
trying hard to develop the Point Thomson oil and gas field.

Exxon made its case to hold onto its . i
Point Thomson leases. (Kyle But the governor's team says that's a pitch it's heard before.
Stalder/KTUU-TV)

It all comes down to the Department of Natural Resources and
the permits the state leases to oil companies. Part of the deai is
the company has to develop its plot.

At a joint House Judiciary and Resources Committee hearing,
Exxon and the oil company Escopeta gave lawmakers a sort of
sales pitch.

"If these leases don't get extended, we're not going to have any
Craig Haymes spoke on behalf of Exxon. legal actions, I'll just go back to Texas and drill wells there,”
{Kyle Stalger/KTUU-TV} Escopeta's Danny Davis said. "I'm not here to fight the state, I'm
S here to work with you guys and rebuild our industry.”

Exxon wants to keep its leases at Point Thomson -- a resource-
rich but long-dormant area just west of the Arctic Naticnal
Wildlife Refuge.

| Craig Haymes with Exxon went through phote after photo
showing the work the companies have done developing the area.

Marty Ritherford, Department of Natural ~ What we're saying is we know we can get a minimum of 10,000
Resources deputy commissioner (Kyle barrels per day through the facilities," Haymes said. "We're

Stalder/KTUU-TV) designing it for more than that, and we're hopeful when we drill
these oil wells they're successful, we'll tie them in and produce
the oil as well."

But the Department of Natural Resources revoked Exxon's
leases, saying the company has had chance after chance to get
the job done, issuing 21 plans of operation going back to 1981.

"When people don't honor those commitments we alse have to

be good land managers and recognize that sometimes it's gonna

Danny Davis represented Escopeta (Kyle D€ the competition that provides for a greater opportunity,” said
Stalder/KTUU-TV) Marty Rutherford, the DNR's deputy commissioner.

Exxon isn't the only company trying to hang onto its leases.

So is Escopeta, which loses its interest at the end of the month. For the past seven years the
company has had the leases six miles north of the Kenai but hasn't developed the area.

A two-year extension is all the company needs.

1
httg:%’\%ww.ktuu.com/globallstory.asp?s=944l483&ClientType=Pn'ntable 12/2/2008




"The future of this country is in your hands, not mine," Davis said. "I'm just going to do the job
I'm supposed to do and maybe I can contribute something. But these decisions are very
important to this country.”

Lawmakers can't force DNR to back off, but Rep. Jay Ramras says he feels the department is
holding the state back. Gas prices are high and local communities need help to develop more.

"I'm exasperated and out of patience, and so are the people of Alaska,” he said.

The state and Exxon are in litigation right now over those leases, and negotiations to try to reach
a settlement are underway. A decision from the court is expected sometime in the spring.

Contact Rebecca Palsha at rpalsha@ktuu,.com

Qe WortdNow

All content ® Copyright 2000 - 2008 WorldNow and KTUU. All Rights Reserved.
For more information on this site, please read our Privacy Policy, Terms of Service, Meet the News Team, Employment
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Lawmakers quiz state officials about gas leases
DISPUTES: Two firms want to start drilling but have been blocked by Alaska.

The Associated Press
(12/02/08 23:14:47)

FAIRBANKS -- State lawmakers want to understand why twe energy companies ready to drill for natural gas
have not received lease-related considerations from the state.

The state's Department of Natural Resources addressed the issue with two House committees on Monday.

Exxon Mobil Corp. and Escopeta Oil want to begin drilling on the North Slope and Cook Inlet, respectively, but
have been blocked over lease disputes with the state. .

Escopeta's leases in Cook Inlet expire in @ month; meanwhile DNR terminated the Point Thomson unit
operated on behalf of several partners by Exxon Mobil.

The issue: Is the state fostering development of Alaska resources, or is the agency trying to warehouse leases
so it can collect more bonus payments by re-selling them to new buyers.

One lawmaker says this is in contradiction with Gov. Sarah Palin's catch phrase, "Drill, Baby, Drill."
But state officials insist Alaska's leasing program is set up to ensure the best return for Alaskans.

Members of the House Judiciary and House Resource committees quizzed officials from the state's resources:
department.

Majority Leader Ralph Samuels, R-Anchorage, looked to the bigger picture: what will natural gas field
development mean to the state's hope for a large-diameter transcontinental gas line.

"If this state does not get a gas line, we are all so screwed and you can't get it without Point Thomson,"
Samuels said.

"You want Exxon and Chevron and BP and all the rest of them to put that gas into the AGIA pipeline," Samuels
said. "Is that the endgame that's going on here?"

Samuels wondered whether the state seeks to leverage support for TransCanada's pipeline proposal, which
was licensed under the Alaska Gasline Inducement Act.

Some say the TransCanada proposal won't succeed without the assurance of gas to come from North Slope
producers Exxon Mobil, Conoco Phillips and BP PLC,

Critics also say that a producer-backed line, such as proposed by the joint venture between Conoco Phillips
and BP is more likely to materialize.

DNR officials, were somewhat hamstrung because of ongoing negotiations with Exxon Mobil over the Point
Thomson dispute that has led to numerous lawsuits and court filings.

"When you tell folks what you plan on doing, your leverage can evaporate,” Division of Qil and Gas Director
Kevin Banks said.
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Banks went on to back DNR's stance of drawing the line on non-performing leaseholders such as Exxon Mobil's
slowed movement on the Point Thomson fields, which hold nearly one-quarter of the North Slope's 35 trillion
cubic feet of natural gas reserves.

"There comes a time when the state sometimes has to say no," he said. "We will lose control of how our land
is developed.”

Craig Haymes, Exxon Mobil's production manager for Alaska, told lawmakers the company is ready to move
forward. .

Haymes said Point Thomson gas will be "essential” to the success of any pipeline designed to carry gas to
Midwest markets.

"We're working with all of the agencies,” Haymes testified. "We want to work with the state of Alaska to move
forward. It's in everybody's interest to drill."
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DEPARTMENT OF NATURAL RESOURCES -
DIVISION OF Ofl. AND GAS |

CERTIFIED MAIL
RETURN RECEIPT REQUESTED

December 1, 2008
Danny S. Davis

Escopeta Energy Company, Inc. -
5005 Riverway, Suite 440

- Houston, TX 77056

RE: Kitchen Unit Plan of Exploration

Request for Amendment of the Drilling Commitment Dates

Dear Mr. Davis,

SARAH PALIN, GOVERNOR

550 WEST 7™M AVENUE, SUITE 800
ANCHORAGE, ALASKA 99501-3560

PHONE: (907} 269-8800
FAX: (907} 269-6938

In a December 31, 2007, letter the State of Alaska, Departiment of Natural Resources (DNR),
Division of Oil and Gas (Division) notified Escopeta Oil Company, LLC (EOC), Operator of the
Kitchen Unit, (KHUY) that the unit was in default because EOC had failed to drill a well at the KHU
no later than December 31, 2007, as required under the KHU Plan of Exploration (POE). The
Division granted EOC a one year period to cure the default, until December 31, 2008, to

1. “...drill one exploration well, within the KHU:

a. to one of the three bottomhole (BHL) locations w1thm the KHU, as set

out in Table 1, below, and;

b. To 16000 to 20000TVD to test the sterling, Beluga, Tyonek, and

Hemlock formations;

TABLE 1: PROPOSED WELL LOCATION INFORMATION

Kitchen#2

ADL 389917

T8N, RIZW, SM.
Sect. 3

East Kitchen #1 Kitchen #1

ADL 389926 ADIL, 389924
TON,RI1I W, S.M. TON,R11 W,SM.
Sect. 22 Sect. I8

The cure of default period, in effect, deferved the drilling deadline by one year as requested by

EOC.

“Develop, Conserve, and Enfiance Natural Resources for Present and Future Alaskans.”
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On November 20, 2008, the Division received a request from EQC fo amend the KHU POE
EOC submitted a draft Amended KHU POE which proposes the following summarized extensions
to the December 31, 2008 drilling commitment.

1. EOC obtain all necessary regulatory permits and authorizations for the drilling of an
exploration well by December 31, 2009. If EOC fails to fulfill that commitment, the
KHU will automatically terminate and EOC will pay an unspecified “potential
unrealized bonus payment”, |

2. EOC will drill a first exploration well by December 31, 2010. If EOC fails to fulfill

that commitinent, the KHU will automatically terminate and EOC will pay an

unspecified “potential unrealized bonus payment™.

EOC will drill a second exploration well by December 31, 2011. If EQC fails to fulfill

that commitment, the KHU will automatically terminate and EOC will pay an

unspecified “potential unrealized bonus payment”.

4. BEOC will request approval of an Imtial Participating Area within the KHU by
December 31, 2010,

LS ]

EOC also submitted a heavy lift vessel contract signed by EOC, Pacific Energy Resources, Ltd.
(PERL), and the vessel owner, a jack up rig contract signed by PERL and Blake Offshore, LLC,
owner of the Blake 151 rig, and a rig sharing agreement signed by EOC and PERL. EOC requests
the Division hold these documents confidential tinder 11 AAC 82.810.

“The unit operator may, with the approval of the commissioner, amend an approved plan of
exploration” 11 AAC 83.341 (e) Plan of Exploration. EOC’s request letter incorrectly cites 11
AAC 83.343(e), Plan of Development. The Division does not approve the draft Amended KHU

POE because it does does not meet the criteria necessary for approval in accordance withil AAC
83.303(1)-(3)-

Approval of the Amended KHU POE will not promote conservation of an oil or gas pool, field, or
like area. 11 AAC 83.395 {1} “conservation of the natural resources of all or part of an oil or gas
pool, field, or like area” means maximizing the efficient recovery of oil and gas and minimizing
the adverse impacts on the surface and other resources.” Escopeta has not yet drilled an
exploration well which would identify a reservoir as defined by 11 AAC 83.395(6), “an oil or gas
accumulation which has been discovered by drilling and evaluated by testing and which is separate
from any other accumulation of oil and gas.” No well has ever been drilied within the boundary of
the Kitchen Unit. KHU has no production of oil or gas.

Approval of the Amended KHU POE will not premete the prevention of economic and physical
waste and does not provide for protection of all parties including the state. EOC describes having
“expended a very significant amount of financial and physical resources™ and requests approval to
“protect the vested interests of both EOC and PERL®. EOC successfully bid upon leases, which
when issued bound EOC to certain terms and conditions including a specific primary term which
gave EQC the sole right to retain that acreage for seven years, to conduct oil and gas exploration
work. Term 4(b) of the Kitchen Unit leases describes the conditions under which the lease may be
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extended beyond primary term by unitization. The Division approved the formation of the Kitchen
Unit, despite the absence of drilling in the leases’ primary term, becanse it relied on the future
benefit provided by fulfillment of work commitments agreed upen in the KHU POE; to bring a
jack-up to Cook Inlet and drill an exploration well. In exchange for the approval of the KHU and
extension of the leases’ primary terms, EOC agreed to bring a jack-up to Cook Inlet and drill a
well. The goal of unitization and work commitraents is not to protect vested interests, but to protect
the interest of all parties.

EQC submitted the confidential vessel, rig, and rig sharing contracts to demonstrate progress made
in fulfiliment of the work commitment, to cure the default. The Division does not accept the
contract submittals as demonstrating progress.

The heavy lift vessel contract is the same confidential contract submitted by PERL to fulfill the
amended Corsair Unit POE October 31, 2008 work commitment. The Division did not accept that
contract as a fulfillment of the work commitment set out in the amended Corsair Unit POE, and the
Division does not accept that contract here for the same reasons, see attached letter from the
Division to PERL, dated December 1, 2008. The Division does not accept the rig sharing contract
signed by EQOC and PERL for similar reasons: the rig sharing contract does not provide an effective
date, (the contract does not “commence”), does not require any deposit from EOC to PERL, and
does not represent a firm commitment between the parties, as stated in the agreement itself.

The draft amended KHU POE proposes that EOC will obtain all the necessary permits to drill a
well by December 31, 2009. That EOC has still not yet obtained permits for the promised well,
despite the extension of the drilling date by one year does not demonstrate EOC’s progress in
fulfillment of the work commitment.

The extension request from EOC also discusses the potential waste of the physical resources of the
state,. EOC believes that if the KHU terminates, the time and effort of the state to review,

- adjudicate, approve and oversee the unit to date would be wasted. EOC also observes that if the

unit terminates, the KHU leases would not be available for competitive bid until the May 2010
lease sale at earliest due to

“the time necessary to approve the 2009 Cook Inlet Areawide Best Interest
finding (“BIF™), the potential appeals and litigation associated with the
BIF, the subseguent appeal of the KHU POE meodification denial (this
request), and the necessary title research and time restraints necessary to
include the KHU leases in a any upcoming lease sale, ..."”

Contemplating future appeals does not form a rational basis for approving extensions to work
cominitments.

A person affected by this decision may appeal it, in accordance with 11 AAC 02. Any appeal must
be received within 20 calendar days after the date of “issuance” of this decision, as defined in 11
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AAC 02.040 (¢} and (d}, and may be mailed or delivered to Tom Irwin, Commissioner, DNR, 550
W. 7" Avenue, Suite 1400, Anchorage, Alaska 99501; faxed to 1-907-269-8918, or sent by
electronic mail to dnr.appeals@alaska.gov, This decision takes effect immediately. An eligible
person must first appeal this decision in accordance with 11 AAC 02 before appealing this
decision to Superior Court. A copy of 11 AAC 02 may be obtained from any regional information
office of the Department of Natural Resouices.

If you have any questions regarding this decision, contact Tetnple Davidson with the Division at
907-269-8784.

Sincerely,

-

Kevin R. B
Director

cc:  Jeff Landry, DOL
Julie Houle, DOL
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DEPARTMENT OF NATURAL RESOURCES §50 WEST 7™ AVENUE, SUITE 800
7 ANCHORAGE, ALASKA 59501-3560
DIVISION OF OIL & GAS PHONE: (907} 265-8800

FAX: (907} 269-8938

CERTIFIED MAIL
RETURN RECEIPT REQUESTED

December 1, 2008

Vladimir Katic

Executive Chairman & Chief Operating Officer
Pacific Energy Resources Lid.

111 West Ocean Blvd.

Suite 1240

Long Beach, CA

90802

Subject: Heavy lift vesse] contract
Corsair Unit default notice and cure

Dear Mr. Katic:

On April, I, 2008, the State of Alaska, Department of Natural Resources {DNR), Division of Oil
-and Gas (Division), conditionally accepted a Corsair Unit default cure provided by Pacific Energy
Resources, Ltd. (PERL), Operator of the Corsair Unit. The Division established twe work
commitments in that letter, one due by April 30, 2008, which PERL has satisfied, and the other due
by July 31, 2008.

[Bly July 31, 2008, the Unit Operator shall provide the Division with a copy of

. the signed contract for the heavy lift vessel capable of iransporting the Blake 151
rig to Cook Inlet Alaska and will provide evidence of payment of the 50 percent
deposit required to commence that comtract. That contract must specify a
departure date for the heavy lift vessel with the Blake 151 rig to Cook Inlet Alaska
that will allow the Unit Operator to fulfill the June 30, 2009, drilling commitment
date. Upon departure, the Umt Operator shall provide the Division with an
affidavit confirming the departure date.

On July 8, 2008 PERL requested that the Division approve a §0-day extension--until September 29,
2008--to the July 31, 2008 heavy lift vessel contract subinittal date. PERL also requested that the

1544 “Develop, Conserve, and Enhance Natural Resources for Presertt and Future Alaskans.”
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Division revise the requirement that PERL “provide evidence of payment of the 50 percent deposit
required to commence the contract” to “provide evidence of the payment for contract
commencement in accordance with the terms of the vessel contract.”

The Division orally requested that PERL clarify whether it requested an extension to the heavy lift
vessel contract submittal date based upon the existing Corsair Unit, comprised of four leases, or the
previously proposed expanded Corsair Unit, comprised of eight leases.

The Commissioner is currently reviewing PERL’s appeal of the Division’s April 30, 2008 decision
denying PERL’s March 18, 2008 application to expand the Corsair Unit. As part of the appeal,
PERL had maintained that without unit expansion, it would not be economic to bring the jack-up
rig. In a July 22, 2008 follow-up to its July 8% letter, PERL represented that its request for an
extension to the deadline for submittal of the heavy lift vessel contract applied to the “exisfing
Corsair Unit.” The July 22nd follow-up letter confirmed that PERL intended to fulfill the drilling
commitment agreed to in the amended Corsair Unit Plan of Exploration (Corsair Unit POE), based
upon the existing Corsair Unit.

On July 30, 2008, the Division approved PERL’s request {o delay the heavy lift vessel contract
deadline by sixty days. The Division approved the request because the delay would not impact the
June 30, 2009, drilling date deadline set out in the amended Corsair Unit POE. The Division also
opined that it “interprets PERL’s vessel contract extension request as a repudiation of its appeal
argurment that delivering a rig is uneconomic with the expansion leases.” The Division observed
that PERL provided no evidence for its agsertion that the ng delivery would be uneconomic without
the expansion leases.

On September 24, 2008, the Division received vet another request to extend the contract submittal
date--until October 31, 2008. In a September 29, 2008 letter, the Division approved & 32-day
extension of the contract deadline, until October 31, 2008. All other provisions of the Corsair Unit

POE, as amended on January 29, April 1, and July 30 2008, remained unchanged.

On October 31, 2008, PERL submitied a confract and cover letter requesting various lease
“extensions and/or reinstatements” (lease requests), both of which PERL requested be held
confidential. On November 6, 2008, PERL clarified the request for confidentiality, ¢iting AS
38.05.035(a}(9)XA)-(F}. For the purposes of this decision, I am assuming that PERL meant to cite
the relevant portions of AS 38.05.035(a)(8)(A)-(F), which provide confidential status for “cost data
and financial information.” See AS 38.05. 035(&)(8)@}

The Division does not accept the contract as a fulfillment of the work commitment set out in the
amended Corsair Unit POE for the following reasans.

First, the confract’s condifioen precedent is unacceptable to the Division It provides that if DNR
does not grant PERL’s October 31, 2008 lease requests by December 31, 2008, the confract is “nufl
and void.” See contract Clause 29. Similarly, the contract’s lead-in language provides that it “shall
become effective on the occumrence of the Leases Extension Date defined in Clause 29 hereof
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provided the OWNER has a suitable vessel available for transportation of the Cargo as per Clause
29 (“Effective Date”). If the Effective Date does not occutr, this Contract shail be nuil and void . . .
7 In other words, the contract seems to state that it does not take effect if DNR does not approve

the lease requests by December 31, 2008, or the owner does not have 2 suitable vessel when the
requests are granted.

The amended Corsair Unit POE provides, and PERL’s July 22, 2008 letter confirmed, that the
contract relates to the existing Corsair Unit, not to an expanded unit or to any other state leases or
lands in which PERL has or had an interest.

As stated above, the Commissioner is reviewing PERL’s appeal of the Division’s April 30, 2008,
decision denying PERL’s March 18, 2008, application to expand the Corsair Unit. The other lease
requests pertain to lands or leases in which PERL either has no interests (the Kitchen Unit leases
and the expired exploration licenise} or has existing interests either with fixed, non-extendable terms
(the existing exploration license} or that are subject to extension only under certain circumstances
(the four individual leases). Because these other lease requests include lands and leasés in which
PERL either has no inferests or that DNR has no current authority to extend, DNR cannot approve
the requests by December 31, 2008. Thus, the contract’s condition precedent prevents-the contract
from ever taking effect.

Second, the Contract does not “specify a departure date for the heavy lift vessel with the Blake 151
rig to Cook Inlet Alaska that will allow the Unit Operator fo fulfill the June 30, 2009, diilling
commitment date.” See April 1, 2008 Division decision quoted above. Contract Clause 7.1
provides for a “Loading Window™ “between March 1, 2009 and May 15, 2009.” Given the transit
times set out in the transport quotes that PERL submitted on July 8, 2008 (between 46 and 169
days, weather permitting), this “window” may not allow sufficient transit time to allow PERL to
fulfill the June 30, 2009 drilling commitment, as set out in the amended Corsair Unit POE. See
Janmary 29, 2008 Division decision. If the lifi vessel arrives safely, probably in Seward, and
unloads the Blake 151, which is welded to the lift vessel, the rig miust be prepared for drilling,
moved to the drilling location in Cook Ilet, and the well drilled.  The June 30, 2009 drilling

‘commitment requires PERL to “[d]rill a well to the lower Sterling and upper Beluga gas sands ... ..”

See January 29, 2008 Division decision. These operations, after amival of the rig, could take six
weeks or more to complete.

And third, while the Division approved amending the 50 perecent vessel deposit requirement on July
30, 2009, it anticipated some level of deposit based on PERL's July &, 2008, letter and attached
transport quotes, which set out deposif amounts at signing of between 10 and 15 percent. Contract
Clause 5, however, provides for no deposit, and in fact, there is no payment due if DNR does not
grant PERL’s lease requests by December 31, 2008, or if there is not a suitable vessel at that time,
Paying a significant deposit at the signing of a confract establishes the credibility of the depositor to
maintain their side of the deal in exchange for receiving like value from the other party. Without
significant deposits it is unlikely that PERL will secure & firm departure date on the heavy lift vessel
schedule. The lack of deposit erodes the likelihood that the eontract will commence.
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Under 11 AAC 83.374(a), “[f]ailure to comply with any of the terms of an approved unit agreement,
including any plans of exploration, . . . is a default under the unit agreement.” Effective December
1, 2008, the Corsair Unit is in default because PERL has not complied with the terms of the Corsair
Unit POE by failing to submit an acceptable coniract, as described above. The default cure period
is 90 days from the date of this notice, or March 1, 2009." On or before March 1, 2009 PERL shall
submit an acceptable contract, without any conditions precedent, which would enable PERL to drill
a well within the Corsair Unit no later than June 30, 2009.

A person affected by this decision may appeal it, in accordance with 11 AAC 02. Any appeal must
be received within 20 calendar days afier the date of “issuance” of this decision, as defined in 11
AAC 02.040 (c) and (d), and may be mailed or delivered to Tom I[rwin, Commissioner, DNR, 550
W. 7™ Avenue, Suite 1400, Anchorage, Alaska 99501; faxed io 1-007-260-8918, or sent by
electronic mail to dnr.appeals@alaska.gov. This decision takes effect immediately. An eligible
person must first appeal this decision in accordance with 11 AAC 02 before appealing this decision
to Superior Court. A copy of 11 AAC 02 may be obtamed from any regional information office of
the Department of Natural Resources.

If you have any questions regarding this decision, contact Temple Davidson with the Dmsmn at
907-269-8784.

Sincerely,

Keviti R, Banks
Direcior

Cc:  Julie.Houle, DNR

Nan Thompson, DNR
Jeff Landyy, DOL




1848

WEBB PETROLEUM SERVICES

Alaskan Operations: P.O. Box 13141 L J (907) 229-8398

Anchorage, Alaska 99511-3141 e

Legislative Hearing on DNR Permitting and Unit Plans of Exploration and Development
December 1, 2008 in Anchorage, Alaska
Post-Hearing Comments

To: Representative Jay Ramrus
Representative Craig Johnson
Representative Ralph Samuels
Representative Nancy Dahlstrom
Representative Carl Gatto
Representative Max Gruenberg
Representative John Coghiil, JIr.
Representative Paul Seaton
Representative Peggy Wilson
Representative Bob Lynn

Dear Representatives,

The views expressed herein are my own and may not be shared by Aurora Gas, LLC; Pacific
Energy, Ltd; Escopeta Qil Company, LLC; or Fox Petroleum (Alaska), Inc.

As I stated in Monday’s hearing, my name is Bruce D. Webb and [ am a born and raised Alaska
resident. I have worked for the State of Alaska for over 20 years, 13 of which with the
Department of Natural Resources, 11 of those in the Division of Oil and Gas, as a Natural
Resource Specialist specifically responsible for approving Plans of Operations, Oil and Gas
Bonding, and site closures. I also worked very closely with Lease Administration and the Units
Section.

[ am currently the Land and Regulatory Affairs Manager for Aurora Gas, LLC, which is a small
independent natural gas exploration and production company in the Cook Inlet. Ialso own and
operate Webb Petroleum Services where | assist independent oil and gas companies with
permitting, unitization and plans of exploration and development. In addition, I own Webb
Exploration and Production, LL.C and was the successful bidder on three offshore Cook Inlet Oil
and Gas Leases; | own the Ridge Development Company, LLC which is a real estate holding and
development company; and | am the owner and Broker of Executive Realty.

[ was recently elected President of the Alaska chapter of the American Association of Professional

Landmen (AAPL), which is a professional organization comprised primarily of oil and gas, and
other resource development landmen and permitters. We focus on industry concerns and ethics.

Anchorage, Alaska, USA L J San Antonio, Texas, USA € ~  SanJose, Costa Rica, CA




As [ stated in an earlier e-mail, I also ran for State House, loosing the Primary Election by only 61
votes.

As you can see, [ have a fairly diverse background and considerable knowledge in land and
permitting matters, specifically as they relate to resource development. I am not a fanatic, nor a
slouch. I am not a liar either. 1f I say something, it will be the truth, without exception.

Unfortunately, [ do tend to be sarcastic when things are to a point of being ridiculous, outrageous
or nonsensical. [ will try very hard to refrain from being sarcastic regarding the actions of the
Department of Natural Resources and the Division of Oil and Gas. If I come across as being
angry, it is because [ am. ‘

First and foremost, | have been proud to be an Alaskan, and | sincerely care about the direction our
economy and attitude towards resource development is going. It actually embarrasses me as an
Alaskan who knows full well the potential our great state has to offer, and at the same time is
being stifled by the current administration.

[ would like to offer the following post-hearing comments for the record. [ encourage you to
contact me directly if you would like to discuss any matter personally. My contact information
will be at the end of my comments.

As | stated in the hearing, it has been 15 years since the Gilbert Rowe jack-up rig left the Cook
Inlet. For the past 15 years, or longer, not one single major oil and gas company has bid on one
single offshore Cook Inlet exploration lease. | say exploration lease, because [ do not consider
those leases either adjacent to the coast of adjacent to an existing platform as truly offshore
exploration acreage. [ am referring to only those leases that require an exploratory jack-up drilling
rig. This statement is a matter of public record. There have been several independents and
individuals bid on these leases, but not a Chevron, Marathon, ConocoPhillips, or the like.

Virtually every lease that has been issued in about two decades have resulted in the bonus bids and
lease payments being nothing more than a charitable contribution to the State and a tax deduction
to the lessee. These leases are absolutely worthless without a jack-up drilling rig. We now have
two companies, fighting the DNR to get approval to explore a large block of offshore Cook Inlet
leases, which they believe will be extremely productive, and which will require them to bring up a
Jjack-up drilling rig. Instead of the DNR unequivocally granting them the permission and time
needed, it instead only grants them portions of an approval with onerous commercial stipulations.
Each time an agreement is fulfilled, the DNR changes the rules, adds additional requirements, and
refuses to just let these companies give it their best shot. Why is the DNR making it so difficult
on these two companies?

The DNR states that the companies are simply warehousing the leases with no real intention on
exploring or developing them. Given the DNR’s past decisions regarding the only two companies
that have come forward in a decade and a half with offshore exploration plans, [ submit to you that
it is in fact the DNR itself who is warehousing the leases... but for whom? Certainly not the State
of Alaska or the public.

Page 2 of 9




The DNR has no qualms in issuing these leases to individuals and companies with no plans or
ability to drill any wells, but when a company comes forward with plans, they look for reasons to
say no, or burden the plans with such onerous and incremental requirements that it makes moving
forward with any plans, especially financial ones, almost impossible. Instead, the DNR SHOULD
BE encouraging them to try and succeed.

The DNR stated in Monday’s hearing that their resource evaluation staff did not believe the
resource was adequate for unitization. If that were true, why such resistance? If a company wants
to come to Alaska, spend hundreds of millions of dollars drilling dry holes and employing
Alaskans, why not let them? How could it possibly hurt? At least we would get a much needed
and long awaited jack-up drilling rig here.

Throughout the Corsair Unit expansion request, it was painfully obvious that it was the DNR’s

predetermined decision to deny the request. Even at the application stage, the DNR tried to

impose unnecessary and useless requirements on Pacific Energy in an apparent effort to delay the

filing of the application to run the “public review clock” out of the required time needed by

regulation, by its contention that the application was not complete. 1 had to go to Lt. Governor

Parnell’s office and speak to him and his Chief of Staff, Jay Pullins, about this unfair, nonsensical |
and prejudicial treatment. Sean’s response was to wait and see if the DNR makes the deadline |
first, he didn’t want to intervene on lrwin because he was afraid Irwin would *waik off the job

again”. Fortunately, the DNR issued the required notice the day before it ran out of time.

When the Denial was issued, it was clearly written several days before it was issued — on the
absolute last day of the lease, not allowing Pacific Energy the right of due-process with the
AOGCC for a compulsory unitization expansion request. They sat on the decision until 2:30 pm
on the last day, knowing it would make the DNR Pacific’s only choice for resolution. See the
appeal. This was under-handed and in very bad faith.

Back on the Cook Inlet leases. The major oil and gas companies, who have the resources
necessary and available to explore and develop these leases don’t have to bid on them. They know
the leases are worthless without a jack-up rig, and therefore not a threat to the closed-market here
in the Cook Inlet. They just sit back and watch countless lessees waste their money. It is as
though the DNR’s goal is to warehouse these leases and inhibit their exploration and development,
until a certain company comes forward and says they are ready. The problem is, the people of
Alaska are screaming “We are ready”, but to the deaf ears of the DNR. So if these appointed
officials are not working for the State of Alaska or the people of Alaska, who are they working
for?

If they contend that these leases will be better off being taken back and offered in a competitive
bid — have them show you the competition. It simply does not exist. If they say it is better to deny
Pacific’s and Escopeta’s plans to drill a well by June 2008, and instead offer the lease in the May
2008 sale.... how does that make any sense? Not only the obvious questions as to who will be
bidding, what will they bring to get it done, and when.... but for God’s sake, June of 2008 is only a
month after May 2008 — doesn’t it make more sense to just let them try first.
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It is just terrible how the Division and the DNR is handling this, they keep stringing the
companies along with little portions of an approval, without the actual go-ahead they need, and in
doing so continually run them up against a time crunch and a bureaucratic barrier that requires
them to ask for another extension. The DNR itself is creating a self-fulfilling prophecy to make
sure these leases are not drilled and the company’s fail.

NOW WE HAVE the next round of appeals from these two companies, in order to protect their
investments and hopefully be allowed at some point in the future to prove up on their plans. 1
cannot believe Acting Director Banks stood before you, fully knowing that he had just denied their
plans once again, and told you that he was “working with the companies™, and that they “did not
have a drilling rig contract or a heavy-lift vessel contract.” Not only were these bold-faced lies to
you and to Mr. Davis of Escopeta, but he didn’t even have the professional courtesy or backbone
to openly admit that he had already denied the requests. It is terribly unfortunate that these DNR
representatives were not under oath.

Representative Ramrus made a comment about the Judiciary Committee needing to resolve all
appeals with 6 months, or they didn’t get paid. He went on to ask Commissioner Irwin what he
would think about being required to answer an appeal in 6 months, and Irwin replied: “If [ was
forced to make a decision, | would make a decision.” Why the does he need to be forced into
making a timely decision? What has happened to professional courtesy? Why all the posturing
and “leveraging™ behind closed doors?

How can he or Acting Director Banks say that the appeals from Pacific Energy and Escopeta are
not all related to the ExxonMobil Appeals? How can they say that they are “working with” these
companies, when all they do is deny perfectly acceptable and entirely possible plans? If the
answer to the Corsair appeal was so straight-forward and fair, why not rule on it now, or at least in
a timely manner? Where has Good-Faith negotiating gone, and who the heck do these public
officials really work for?

It is painfully clear that just because you can hear these officials say something, does not
necessarily mean they are telling the truth. What exactly is going on behind closed doors that is
motivating such a hard-line, anti-development attitude?

If you want to know the truth about the Jack-up drilling rig contract, or the heavy-lift vessel
contract, certainly DO NOT believe anything Banks or the DNR says. In fact, you don’t even
have to believe Escopeta or Pacific Energy.... contact Paul Butler who operates the Blake Offshore
Jack-Up Drilling Rig and Dagfinn Thorsen of Offshore Heavy Lift Transport who operates the
vessel:

Paul Butler Dagfinn Thorsen

Blake Offshore Drilling Offshore Heavy Lift Transport
PButler@blakeoffshore.com dt(@oht.no

(504) 885-7449 +47 2301-1423 (Norway)

Get the facts about these contracts and the real possibility for them to be executed and Alaska
getting the much needed jack-up drilling rig, directly from the horse’s mouth.
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Acting Director Banks said he was: “Not convinced a well will be drilled” by these two
companies. Does that mean he IS convinced a well will NOT be drilled? Does that mean he is
convinced someone else is going to magically appear out of no where and drill a well in these
leases if he takes them away and runs these companies out of the State of Alaska, and possibly out
of business? [ think not. It is purely a biased, arbitrary, capricious and prejudicial personal
assumption on his part, plain and simple.

[f no other company is standing on the sidelines with a jack-up rig, ready to drill some exploration
wells in the Cook Inlet, why not give these two companies a fair chance? As for “willy-nilly”
lease terms and “loosing the ability to manage our lands” if these leases are extended, HARDLY.
The DNR has extended many leases and unit plans of exploration and development a multitude of
times in the past, and it has had absolutely no effect on the DNR’s ability to manage our lands.
Their arguments are lacking any factual basis.

Another point is that the Department of Energy has stated that the Cook Inlet has enormous
potential and reserves that have not yet been adequately explored. There are a tone of unleased
blocks of acreage available for other companies to bid on and explore. Why the urgency in taking
back the Corsair and Kitchen leases — which these companies have invested hundreds of millions
of dollars acquiring the leases, forming units, identifying the reservoir and making commitments
to explore? How is it in the State’s best interest to take their investment and offer it up to another
company, who has no current stake in the game, and will simply be receiving an unfair
enrichment?

in the most recent denials dated 12/1/08 of Pacific Energy’s and Escopeta’s plans, specifically
relating to the DNR’s rejection of the heavy-lift vessel contract - which Acting Director Banks
testified as not existing on the very same day, the DNR makes very explicit points about the
amount of the heavy-lift vessel earnest money amounts which the DNR wanted to require. Since
when is it the DNR’s responsibility to set the amounts of commercial contracts between two
parties?

A company should be able to go out and secure the best deal they can, with the highest level of
safeguards possible to protect their investment and limit their liability and exposure. Given the
legacy of blatantly absurd and arbitrary denials form the DNR, wouldn’t any prudent business
owner try and protect themselves from an uncertain and unpredictable regulatory regime?
Seriously, if you had no assurances you would be able to drill a well on your leases, just because
the DNR decided to say no at the end of the day, wouldn’t you want to protect your finances?

The DNR’s responsibility is to lease and manage the lands and resources for development and the
generation of revenue. It is not their responsibility to set commercial contract terms, or even to
approve those contracts. They wanted evidence of a heavy-lift vessel contract, and they got it.

The DNR’s July 30, 2008 letter which amended their April 1, 2008 Default Cure requirements for
Pacific Energy’s Corsair Unit stated, exactly:
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The Division estimates that a 60-day extension of the vessel contract deadline will still allow time
for PERL to transport the Blake 151 to Cook Inlet Alaska in time to fulfill the June 30, 2009,
drilling date. Thus, the Division approves the request for a 60-cxtension to the July 31, 2008, work
commitment date until September 29, 2008.

With its vessel deposit requirement request, PERL submitted a summary spreadsheet that lists six
carriers’ contract terrns. Each carrier has different lump sum prices and payment terms. All carriers
require a deposit less than 50 percent, due at signing, with a subsequent larger deposit due at
loading. Thus, the Division approves the request to amend the vessel deposit requirement.

All other provisions of the Corsair Unit POE, as amended on January 29 and April 1, 2008, remain
unchanged by the decision.

The requirements for the heavy-lift vessel contract in the 4/1/08 Default Cure from DNR required
four things:

1. By July 31, 2008 (amended to September 29, 2008, further amended by DNR letter dated
9/28/08 to October 31, 2008 because the parties were still negotiating the contract) proof of a
signed heavy lift vessel contract capable of transporting the Blake 151 jack-up drilling rig.

The heavy lift vessel contract was sign, sealed and delivered to the DNR on 10/31/08, as
required.

2. Provide evidence of payment of the 50% deposit (now amended to “the required deposit™)
required to commence the contract.

The “required deposit” was 5%, which was paid and evidenced to the DNR. Additional
incremental deposits are also listed in the contract, the next one being due on 1/15/09.

3. Specifics in the contract that for a departure date that will allow the rig to be delivered to the
Cook Inlet to fulfill the June 30, 2009 drilling commitment.

The departure date is between March 1, 2009 and May 15, 2009. The March 1 date is four
months before the drilling commitment date. Several factors effect this date, in particular,
weather and sea condition. It is possible for the drilling rig to reach the Cook Inlet in as
little as 46 days — as stated by the DNR, or delivered to the Cook Inlet as soon as April 16",
The DNR’s denial of this contract is not based on facts, evidence, or precedence, it is merely
supposition and a pre-determined attitude towards failure.

4. Affidavit to the Division upon the heavy lift vessel’s departure.
This is a future requirement, not yet required.
All other arguments made by the DNR in reference to the Default Cure requirements, which

have all now been met, are irrelevant and yet another attempt in adding additional onerous
requirements and changing the terms of the previous agreement.
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Pacific Energy requested, in writing, at the time they submitted the heavy-lift vessel contract
to have a meeting with the DNR on a date after November 10, 2008. The DNR made no
attempt to have such a meeting — contrary to Acting Director Banks’ claims before you as
“working with these companies”. Instead of having a meeting, he once again waived his
arbitrary and capricious heavy-hand and simply denied the contract and any opportunity
for a meeting, forcing another round of Commissioner Appeals. If the DNR had heartburns
about the heavy-lift vessel contract, or any terms within it, why not talk to the company first
and try to come to some resolution? Pacific offered, and apparently all the DNR knows how
to do is deny.

I believe in Pacific Energy and Escopeta Oil. So much so, that I spent tens of thousands of dolars
acquiring three offshore Cook Inlet lease tracts. 1 know the management and expertise in both of
these companies, and if they say they can and will bring up a jack-up rig and drill new exploration
wells in the Cook Inlet, 1 believe them, I trust them, and | have spent my own money in support of
that trust and belief. The management of DNR does not personally have a stake in this fight.
They go home every night, not risking a penny, just their credibility as true public servants.

Something to note, a jack-up rig coming to the Cook Inlet is not just coming to drill the Corsair
and Kitchen Units. [t will be utilized by virtually every existing and new operating company
offshore in the Cook Inlet. It can do step-out drilling and tie back the production to existing
platforms, thereby extending their useful and economic life. Three of these platforms are currently
light-housed and shut down, just sitting out in the middle of the Cook Inlet rusting — but they
could be revived, creating more jobs and revenue to the State. It will bring new companies,
exploration and investments to Alaska. We need this, and these two companies have tried hard
and spent over a half of a billion dollars getting to where they are right now. They, and Alaska,
deserve the chance to prove it.

Now, concerning ExxonMobil and their “approved permits” and subsequent denials on the next
step of permits.... Dept. Commissioner Rutherford and Acting Director Banks both said that the
DNR always issues “general land use permits”, but would deny any “lease-specific permits”. [ am
actually an expert on this issue, and let me say, for the record, you were fed a line of bull.

The permits that allowed ExxonMobil to add gravel to the LEASE site, drill conductor casing into
the LEASE, and stage all the equipment necessary on the Lease pad to build an ice road from the
Point Thomson end, was issued by the Northern Region of the Division of Mining, L.and and
Water. This is a Division within the DNR. It has been managed for roughly 20 years by the same
gentlemen that | use to work very closely with (Gary Shultz, Leon Lynch and Larry Byrne). In
reviewing this application, they would have sent it to the Division of Oil and Gas here in
Anchorage — probably to Steven Schmitz, who would have reviewed it and submitted comments,
concerns or objections as they would relate to Lease Operation activities.

Rutherford and Banks alluded to the possibility that this sister DNR agency lacked the expertise to
adequately understand about what exactly they were approving. Again, you were deliberately
being misled. These three gentlemen in the Northern Region of DNR ML&W have been doing
primarily oil and gas permitting for over two decades.
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They know exactly what conductor pipe is and what is will be used for in the future, the are fully
aware that adding gravel to a drill site on a lease is not in any way related to the rehabilitation of a
site, they are the experts for the State of Alaska concerning ice road construction and have
absolutely do doubt about what equipment is necessary to build an ice road.

Now, the ice road permit that was denied..... it is a general land use permit. In fact, it is so
common, that it is already categorically approved under the General Concurrences contained in the
“A,B,C List” of the Alaska Coastal Management Program (ACMP) and both the DNR Division of
Oil and Gas and the Division of Mining, Land and Water know this.

The fact is, simply, the DNR approved the mobilization of ice road building equipment to a Lease
pad, approved the drilling and installation of well conductor casing into the Lease pad, approved
the placement of camp and fuel facilities on the Lease pad, and approved the addition of gravel to
the Lease pad. Now when ExxonMobil applies for a simple ice road on sea ice, it is denied. This
is again, absurd. And, once again, a perfect example of bad-faith negotiating and unnecessary
posturing and leveraging.

In closing, I would like to say, in my opinion, having been both on the inside and outside, that the
problem with oil and gas permitting and unit actions within the State of Alaska are systemic.
Certainly, a portion of the problem is inherent to the current administration and policies handed
down from the Commissioner’s level through the Director and onward to the staff, but is goes
beyond that. Some of the problems that effect development of State resources have been being
propagated for years. As just one small example, | have included my comments on the most
recent Cook Inlet Areawide Best Interest Finding.

The permitting process needs to be streamlined, the bonding requirements are arbitrary and in a
few cases arbitrary, capricious and prejudicial, the Cook Inlet gas market is an oligopoly, and if
that isn’t bad enough, the DNR itself has an anti-development mentality.

The facts are the facts:

1. There have not been any companies in Alaska over the last 15 years trying to bring up an
offshore exploration drilling rig.

2. There are not any other companies sitting on the banks of the Cook Inlet yelling, “I have a
drilling rig, give me the leases.

3. There has not been any interest by any company indicating that they are even contemplating
coming up to this mess to try and drill and offshore Cook Inlet exploration well.

4. These two companies are promising to get a drilling rig underway to Alaska this spring, with
an offshore well drilled by June 30, 2009 (a month after the next Cook Inlet lease sale).

5. The DNR is exerting tortuous interference into these two, and others, corporate business.
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6. The behavior of the DNR regarding the non-issuance of the necessary permits and extensions
to the Unit agreements and Plans of Exploration smacks of anti-trust, in an effort to restrict major
exploration and development and keep the oligopoly and market control that currently exists with
the three major producers in the Cook Inlet.

7. If no other company has, is or is willing to try and bring up a jack-up rig to the Cook Inlet, then
these two companies, and the people of Alaska, deserve the chance to for them to try.

8. The appointed officials at the DNR are “public servants”. I am the public, and I want some
service — now, not in another 15 or 20 years.

Respectfully submitted,
%c{ Q)eﬁb
-Bruce D. Webb

220-8398 cell

522-3237 home

277-1003 office

230-1323 wife’s cell (Christy)
244-4548 Twin brother’s cell (Brian)
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December 1, 2008

Mr. Greg Curney

Depariment of Natural Resources
Division of Qil and Gas

550 W. 7™ Avenue, Suite 800
Anchorage, AK 99501-3560

RE: Proposed Cook Inlet Areawide Oil and Gas Lease Sale
Preliminary Best Interest Finding of the Director
Dated September 29, 2008

Dear Mr. Curney,

Thank you for the opportunity to comment on this ten-year Best Interest Finding. Having
been on both the regulatory side and the industry side of oil and gas permitting,
exploration and development for over 20 years, I have identified a few areas of concern.
Because the State of Alaska receives over 90% of its revenue directly and indirectly from
the oil and gas industry, the permitting process associated with oil and gas exploration
projects is of significant statewide importance.

First, the mitigating measures attached with the leas documents and referenced during the
permitting process have ambiguities that allow individuals within governmental agencies,
who have a somewhat obstructionist attitude, to interpret them in a manner that does not
encourage exploration or development. It is essential that ambiguities in regulations and
particularly within the lease and mitigating measures documents are replaced with concise
language that does not leave the interpretation up to the individual’s personal agenda.

In that regard, I will address the mitigation measures of concern first.

Chapter Nine, A. Proposed Mitigati‘hg Measures

A. 1. ¢) This mitigating measure restricts development with certain distances of particular
rivers and water bodies. It does not take into consideration existing facilities, such as
gravel pads. In this example, if a company wished to drill and exploration well from an
existing gravel pad that was within the set back requirements, it would be prohibited in
doing so. Despite the fact that the DNR prefers facilities to be consolidated.

This mitigating measure was used as the basis for denying Pelican Hill’s exploration plans
on the west side of the Cook Inlet, on an existing gravel exploration pad that was
connected to the Beluga Highway by an existing gravel access road.

1400 West Benson Bivd., Suite 410 » An'charage, AK 99503 » (907) 277-1003 « Fax: (907) 277-1006
6051 North Course Drive, Sulte 200 « Mouston, TX 77072 + (713) 0727-5799 » Fax: (713) 977-1347
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Yet, the ADF&G was successful in killing this exploration project, which lead to the
company giving up on developing the State’s resources and leaving. Clearly, it made more
sense economically and environmentally to use an existing gravel structure, rather than
impacting new environment and expénding exploration funding on a location instead of an
exploratory well.

In my opinion, this mitigating measure should incorporate the DNR’s preference in
allowing exploration on existing pads in an effort to encourage exploration and
development and consolidate facilities. I suggest revising the sentence in this mitigation
measure to read: “Additionally, with the exception of proposed facilities op existing
pads, to the extent practicable, the siting of facilities will be prohibited within one-
half mile of...” This will allow for the continued responsible and environmentally
preferable exploration and development of the State’s resources.

A. 1, f) This mitigating measure is continvally abused by the ADF&G to restrict
responsible exploration and development of the State’s oil and gas resources. This
mitigating measure was established to limit long, linear gravel roads that have a significant
surface impact during exploration phases. It was meant to allow grave! pads and airstrips
in the Cook Inlet, because exploration is essential to the State of Alaska and the Cook Inlet
economy. Because the winter exploration season is shorter, and much more unpredictable,
than the North Slope, the use of gravel pads and airstrips is also essential.

In several arguments with the ADF&G, they have erroneously asserted that *“ ADF&G will
not authorize the use of gravel within the Susitna Flats State Game Refuge for Exploration
projects.” And, “Moreover, as identified in DO&G lease sale mitigating measures for
activities within Special Areas, exploration activities must be supported by existing roads
and/or ice roads.” This has been done without an adequate statement of facts, without the
necessary regulatory authority, and with a blatant abuse of power.

The ADF&G’s interpretation is not only clearly wrong as to the intent of this mitigating
measure, it is also wrong on the grammatical interpretation of the language. 1 have
attached several e-mails with the ADF&G for reference, as well as two University of
Alaska Professor’s opinions as to what this mitigating measure actually means.

This circumstance is important because the ADF&G blatantly abused their authority by
their misinterpretation of the mitigating measures to their advantage and was successful in
prohibiting a summer exploration project. The project [ am referring to is the Hanna #1
gas exploration well.

This well site is adjacent to the existing gravel Beluga Highway, approximately 5 miles
from the coast — separated by thick forest and vegetation. The site is also bounded by the
Chugach Electric High Voltage power transmission line to the east, the Enstar gas pipeline
to the west, a Chevron tic-in facility to the north and the Chugach Electric power plant a
short distance to the south. It is in the heart of the west side (Beluga area) industrial
development. Additionally, the surface vegetation at the site is the most common and
bountifu) found on the west side of the Cook Inlet.
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The abuse of authority of the ADF&G must end. They cannot be allowed to constantly
interpret the ambiguous language within the mitigating measures, use references out of
context, and curtail responsible development of the State’s resources, because of their own
personal agendas.

I suggest amending the language to read: “Gravel drill pads, airstrips, and access roads
between these drill pads and airstrips are allowed for exploration activities. Roads
which are permitted under A. 1. e) above are allowed on a case-by-case basis. All
other exploration facilities must be consolidated, temporary and not be constructed of
gravel. Use of abandoned gravel structures, including those within % mile of the
water bodies listed in A, 1. c) above, are also allowed to promote consolidation of
facilities and minimize additional surface impacts.”

Chapter Seven, 2. Plan of Operations Approval

Lease Plan of Operation Approvals are administered under 11 AAC 83.158 and are suppose
to regulate activities on the State of Alaska Oil and Gas leases. However, the language in
the actual regulation [11 AAC 83.158 (d)(2)] is far-reaching and is used to extend the
authority over the lease activity beyond the regulatory purview.

In fact, this language suggests that the Division of Oil and Gas has regulatory authority
over DNR Temporary Water-use Permits, Temporary Land-use permits, and even over
ADF&G Habitat and Special Areas Permits. Clearly, the expertise and regulatory purview
is established within the Division of Mining, Land and Water for land-use and water-use
permits, and their review and approval. Additionally, the expertise is clearly vested with
the Department of Fish and Game for water withdrawal methods and quantities from
anadromous streams.

The ability of the DOG to exercise its authority beyond the lease boundary is contradictory
to the Statute and intent of the regulation. This has a resultant effect of unnecessary
redundancy and burden on the applicant. Lease Operation Approvals should remain
focused on the lease activity, and not on the other activities regulated by other
governmental agencies.

Again, thank you for this opportunity to comment. Best of luck in this process.
Sincerely,

I LDt

Bruce D. Webb
Manager of Land and Regulatory Affairs
Aurora Gas, LLC

Attachments:
E-mail with Valerie Blajeski (ADF&G) 1/3/07 — 1/4/07
E-mail with Mark Fink (ADF&G) 6/5/08 — 6/5/08
Letter to UAA Professor’s Cason and Anderson
Opinions of Professor Jackie Cason and Professor Angela Anderson
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Bruce D Webb

From: Valerie Blajeski [valerie_blajeski@fishgame.state ak. us]
Sent:  Thursday, January 04, 2007 11:43 AM
To: 'Bruce D. Webb'

Ce: mark_fink@fishgame.state.ak.us
Subject: RE: Hanna Well No. 1

Bruce,

As you know the Susitna Flats State Game Refuge (SFSGR) was established to protect fish and wildlife habitat
and populations. Entry upon the SFSGR for purposes of exploration and development of oil and gas resources
shall be permitted when compatible with the protection of fish and wildlife habitat. Mitigation Measure 21 states
that gravel roads will not be allowead during exploration within Special Areas. Essentially If an operation has
atternatives available to it that provide the most minimal impact to the Special Area that alternative is what is
permitted. ADF&G is reasonably accommaodating Aurora Gas LLC as there are other alternatives to using gravel
that wil! allow the company to proceed as planned.

Based on your reply below, | take it that Aurora Gas LLC has agreed to not use gravel fill for the Hanna No. 1
Well Project.

in addition, ADF&G requires further clarification on your project summary:

Will Aurora Gas LLC be storing fuel for the drilling rig? ~If so what type and how much?
Will this be water-based drilling?

Will any KCL/PHPA fluid be used and/or stored? —If so what type and how much?

How will drili cuttings be dealt with?

Under the Pelican Hill Special Area Permit FG-05-11-0004, Pelican had agreed to stipulations regarding potential
project conflicts to the Beluga Pipeline Right-Of-Way. Is Aurora Gas L.LC aware of this and is it working with
Enstar to minimize potential conflicts? '

Valerie E. Blajeskl

Habitat Biolegist

Alaska Department of Fish and Game
333 Raspberry Road

Anchorage, Alaska 99518

Phone: (907) 267-2300

Fax: (907) 267-2464

From: Bruce D. Webb [malito: bwebb@aurorapower.com]
Sent: Thursday, January 04, 2007 10:02 AM

To: Valerie Blajeski

Subject: RE: Hanna Well No. 1

Thank you Valerie,
We will be sure our plan reflects your guidance on this issue.

It does seem a bit confusing to me though... I could find nothing in SAAC95 or the
Susitna Flats Management Plan that prohibits the temporary use of gravel for

‘exploration pads, And in this case, its just the portion of the pad adjacent to the
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existing gravel road that we want to place temporary grave! for the ramp down to
the finished ice pad level.

12/1/2008 -
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IN fact, 3# and #11 in the Sale 49 Mitigating Measures that were adopted and

attached to the SF Management Plan, and #3 and #10 of the most recent Cook
Iniet Areawide Mitigating Measures (2005), indicate permanent gravei use for
exploration pads, airstrips and roads between pads is allowed.

Is there something I am missing somewhere that would help me better
understand the ADF&G's hard-line stance on this issue? Your direction to that
citing would be greatly appreciated. Don't get me wrong, I'm not arguing...
we will build a 4 foot thick snow and ice ramp, and it will probably meit by
September... I'm just curious how I missed the authority to prohibit temporary
use of gravel after almost 20 years in oil and gas permitting and regulatory
compliance. :

-Bruce

-—--Original Message--—-

From: Valerie Blajeski [mailto:valerie_blajeski@fishgame.state.ak.us]
Sent: Thursday, January 04, 2007 8:51 AM

To: 'Bruce D. Webb'; 'Ron Stadem'

Cc: mark_fink@fishgame.state.ak.us; 'Michael S Walker'

Subject: RE: Hanna Well No. 1

Bruce,
ADF&G will not authorize the use of gravel within the Susitna Flats State Game Refuge for exploration projects.
This also includes temporary uses as you have described below.

Valerie E. Blajeskl

Habitat Biologist

Alaska Department of Fish and Game
333 Raspberry Road

Anchorage, Alaska 99518

Phone: {907) 267-2300

Fax: (907) 267-2464

From: Bruce D. Webb [mailto:bwebb@aurorapower.com}
Sent: Wednesday, January 03, 2007 3:33 PM

To: Valerie Blajeski; ‘Ron Stadem'

Cc: mark_fink@fishgame.state.ak.us; 'Michael S Walker’
Subject: RE: Hanna Well No. 1

Hi Valerie,

Would the use of gravel include gravel temporarily placed on Geotextile fabric,
over compacted snow and ice, for off road ramp access only? It would be
removed with the mats at the end of the drilling program? :

Let me know if the temporary use, not in direct contact with the ground /
vegetative surface is a deal killer, we may be able to use more snow and ice

under mats.

-Bruce

12/1/2008




—--Originai Message-----

From: Valerie Blajeski [mallto:valerie_blajeski@fishgame.state.ak.us]

Sent: Wednesday, January 03, 2007 3:12 PM
To: 'Bruce D. Webb'; 'Ron Stadem'

Ce: mark_fink@fishgame.state.ak.us; 'Michael S Walker'

Subject: Hanna Well No. 1

Bruce,

rage s 01

| am in process of reviewing/drafting Aurora Gas LLC'’s ADF&G Special Area Permit (SAP) and wanted to notify
you that ADF&G will not be authorizing the use of gravel for exploration within Susitna Flats State Game Refuge.
Pelican Hill's previous ADF&G SAP FGO5-11-0004 states that there will be no gravel fills associated with the
exploration project. If you can confirm that Aurora Gas LLC wiii in fact not be adding any addition gravel for
exploration purposes | can continue to complete your ADF&G SAP and have the final product to you shortly.

Please feel free to contact me at any time at the number below if you have any further questions.

-Val

Valerle E. Blajoski
Habitat Biologist

Alaska Department of Fish and Game
333 Raspberry Road

Anchorage, Alaska 89518

Phone: (907) 267-2300

Fax: (907) 267-2464

12/12008
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Bruce D Webb

From: Bruce D Webb [bwebb@aurorapower.com)
Sent:  Thursday, June 05, 2008 5:51 PM
To: 'Fink, Mark J (DFG)'; 'Delgado-Plikat, Josephina L (DNR)'; ‘Rader, Matthew W (DNR)'

Ce: 'G. Scott Pioff; 'Ed Jones'; 'peraig@gci.net’; ‘dboelens@aurorapower.com’; Taylor, Kenton P
(DFGY); 'Brookover, Thomas E (DFGY'

Subject: RE: Hanna Summer Exploration Drilling Program

Mark,

Thank you for the reply. As you pointed out, the DO&G Mitigating measures do say that exploration actiities must
be supported by existing roads (Term #3), which this project most certainly would be. The Mitigating measures
(Term #10 and #21 c), as well as the SFSGR Plan also indicate that pads as well as airstrips are parmitted to be

constructed out of gravel, permanently if necessary. (#10. “With the exception of drill pads, airstrips, and

roads permitted under Term 3, exploration facilities must be consolidated, temporary and must not be

constructed of gravel”) (#10 c. Gravel pads and wellheads are the only above ground structures that
will be allowed within the primary waterfowl area above mean high tide within the Susitna Flats
SGR...). Please note that Term #3 only discusses gravel roads, and that Term #10 does not say “With the
exception of drilt pads, airstrips, and roads, permitted under Term 3, ..." The use of a comma, or non-use as it
were, after “roads”® is significant in that it relates the roads, and not the pads or airstrips to Term #3. With the
commas between pads, airstrips, and roads permitted under Term 3, it is the same as saying “with the exception
of pads, and the exception of airstrips, and the exception of roads permitted under Term 3°. .

Aurora is of the opinion that the activity, the drilling of an expioratory gas well is the same as previously permitted,
we agree that the surface preparation being proposed is different, but not bebieve it is significant enough to
warrant another full ACMP review. Deputy Commissioner Taylor and | had discussed this last year and were of
the opinion it would be a good test project in the refuge to see if there would in-fact be any impacts to the
vegetation. | will complete a new CPQ and Coastal Evaluation for the OPMP and their consideration.

Aurora would be happy to take you, as weli as Mr. Rader and Ms. Plikat, on a site visit at your earliest
convenience. We appreciate your consideration and willingness to consider this proposal. Thank you for your
time, feel free to give me a call when you refumn to your office.

-Bruce

From: Fink, Mark 1 (DFG) [malito:mark.fink@alaska.gov}

Sent: Thursday, June 05, 2008 4:32 PM

To: Bruce D Webb; Delgado-Plikat, Josephina L (DNR); Rader, Matthew W (DNR)

Cc: G. Soott Pfoff; Ed Jones; paraig@gd.net; dboelens@aurorapower.com; Taylor, Kenton P (DFG); Brookover,
Thomas E (DFG)

Subject: RE: Hanna Summer Exploration Drilling Program

Bruce/Jodi/Matt:

1 do not consider summer driliing, including the use of a grave! pad, the same project as a winter activity on an ice
pad (as was proposed by Pelican). Our coastal review considered winter activitias. Mareover, as identified in
DO&G lease sale mitigation measures for activities in Special Areas, exploration activities must be supported by
existing roads and/or ice roads. Exploration is generally conducted in the winter months to preciude impacts to
vegetation and, in primary waterfowl habitat, impacts to wildlife. Winter exploration supported by ice roads and
pads has occurmed in refuges in Cook Inlet. Although not conducted, the previously permitted Pelican project was
a recent example of how ADF&G approaches exploration drilling in Su Flats. Another maore recent example of
this approach was the proposal by Escopeta for the North Alexander No. 1 Project.

Aithough winter exploration using ice roads and pads is the preferred appreach to preciuding impacts to a refuge,
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we couid consider the use of composite mats, on a case-by-case basis, in areas where it could be demonstrated
that the vegetative layer would not be damaged. A site visit would fikely be needed.

ADF&G may authorize the use of gravel for roads and/or pads in Special Areas for development and production
activities; although gravel roads are preciuded from certain areas.

Give me a call if you have questions (267-2338).

Mark Fink

Habitat Biologist

Alaska Department of Fish and Game
333 Raspbernry Road

Anchorage, Alaska 99518

Phone 267-2338

Fax 267-2464

From: Bruce D Webb {malito:bwebb@aurorapower.com}

Sent: Thursday, June 05, 2008 10:39 AM

To: Delgado-Plikat, Josephina L {(DNR); Aink, Mark J (DFG); Rader, Matthew W (DNR)

Cc: G. Scott Pfoff; 'Ed Jones’; pcraig@gcl.net; dboelens@aurorapower.com; Taylor, Kenton P (DFG)
Subject: Hanna Summer Exploration Drilling Program

Jody,

I received your voicemnail regarding your discussions with Mr. Mark Fink of Fish and Game, and your
collective non-objection to the summer drilling program proposed by Aurora Gas, LLC (Aurora) in the
Susitna Flats State Game Refuge (SFSGR). You have requested that Aurora provide a written
statement that indicates all operations as originally proposed by Pelican Hill in their Plan of Operations,
as approved, will remain the same during the summer as were proposed during the winter. In the
attached letter to Fish and Game, dated May 29, 2008, Aurora expressed: (page two, bottom of
paragraph three)

“All procedures within the previousty approved plan will be followed with the exception of a temporary
gravel pad instead of an ice pad, and summer operations instead of winter operations.”

1 would like to take this opportunity to state for the record, as requested, that ALL drilling operations will
be conducted on the summer temporary gravel pad as were proposed by Pelican Hill originaily during
the winter on an ice pad. The only exceptions to this will of course be summer operations instead of
winter operations, and temporary gravet pad instead of ice pad. As indicated in the racently submitted
plan, the gravel pad will be adjacent to the gravel! road, thereby eliminating the need for any new gravel
access roads.

Additionally, it was requested that in accordance with 5 AAC 95.730, the SFSGR Special Areas Permit
(Permit) be issued for a period of TWO YEARS. This is requested because Aurora is currently being
purchased by another company and the funding for this well, during this season, is uncertain and may
be postponed until next summer. Allowing the Permit to cover a two year period wouid eliminate the
necassity of further extensions, permit renewals or other administrative actions, thereby reducing
everyone’s work load. There also exists the possibility that the well could be drilled this winter season,
as originally proposed for last winter. | would suggest that in the Permit, it would refiect the ability for
summer or winter operations, perhaps requiring written notification by Aurora before operations
commence. !f this is not a viable option, please issue the Permit for the summer operations, and if
winter operations become necessary, Aurora will apply for another modification at that time.

Thank you for your expedient review and response to Aurora's request, It is greatly appreciated.

~ 12/1/2008
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" Bruce D, Webb
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Manager, Land and Regulatory Affairs

Aurora Gas, LiC
1400 W. Benson Bivd., Sulte 410
Anchorage, AK 99503

(907) 277-1003 office
(907) 229-8398 cell
(970) 277-1006 fax
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June 18, 2008

Jackie E. Cason, Ph.D.
Department of English
University of Alaska - Anchorage

Ms. Angela S. Anderson, M.A.
Department of English
University of Alaska — Anchorage

Dear Professors Cason and Anderson:

| am the Manager of Land and Regulatory Affairs for a small independent gas
exploration and production company in the Cook Inlet region of Alaska. Prior to this
position, } had served the State of Alaska in various positions, most recently as a
Natural Resource Specialist for the Division of Oil and Gas. My primary focus was
on lease administration, permitting and compliance.

Recently, | have had several discussions with former colleagues and other resource
agency representatives on the interpretation of language contained in a Department
of Natural Resources publication known as the Mitigating Measures. The entire
document is attached for your reference.

The specific language | am concemed with is the first sentence in Term #10, below
(emphasis added). Term #3 is included for your reference, as it is mentioned in
Term #10. These Terms are:

3.* Onshore exploration activities must be supported by air service, an existing
road system or port facility, ice roads, or by vehicles which do not cause
significant damage to the ground surface or vegetation. Unrestricted
surface travel may be permitted by the directors of DO&G and DL, if an
emergency condition exists. .

Construction of temporary roads may be allowed. Temporary means that a
road must be removed to the extent that it is rendered impassabie or is
otherwise rehabilitated in a manner such that any placed gravel remaining
approximates surrounding natural features. Construction of permanent
roads will be prohibited during the exploration phase. *Exception - DL.

10.* With the exception of drill pads, airstrips, and roads permitted under
Term 3, exploration facilities must be consolidated, temporary, and
must not be constructed of gravel. Use of abandoned gravel structures
may be permitted on an individual basis. *Exception - ADF&G, DL.

Literary Opinion (Grammar and Composition) . page 1 of 2




In your opinion on the use of the English language, grammar, composition and
technical writing, what exactly does the first sentence of Term #10 say? Two
opinions exist on the interpretation of this ianguage:

1. Some argue that drill pads and airstrips and roads are only exempted if they are
approved under Term #3. .

2. While others argue that drill pads are exempted, airstrips are exempted, and
roads that are permitted under Term #3 are exempted.

1 am of the opinion that the use of the comma between “airstrips” (,) “and roads”, as
well as the non-use of a comma between “roads” and “permitted” separate drill pads
and airstrips from the roads permitted under Term #3. This results in all drill pads
and all airstrips being exempted, and not requiring permission under Term #3.

| believe if the intent was to make drill pads and airstrips exempted only if permitted
under Term #3, then Term #3 would have listed drill pads and airstrips along with
roads, or the first sentence in Term #10 would have read like this:

“With the exception of drill pads, airstrips and roads, permitted under Term
3, exploration facilities must be consolidated, temporary, and must not be
constructed of gravel.”

This is an important question, as it effects gas exploration in the Cook Inlet region,
where we are experiencing declining natural gas reserves and rising natural gas
prices. | befieve the intent, having worked in the State Division of Qil and Gas for
over a decade, was to allow gravel drill pads and airstrips because the winter
exploration season was not cold enough or long enough (as it is on the North Slope) .
to build and maintain ice pads. Gravel roads for exploration are discouraged
because they impact a significantly greater amount of land as long linear gravel
structures, and can be perceived by wildlife as barriers to migration.

So, my question to you, if you are able to offer your opinion, is whether or not gravel
drilf pads and airstrips are exempted in Term #10, and do not require prior
permission being granted under Term #3.

| appreciate the time you have taken to read and consider this request. Your
opinion will be greatly appreciated. Thank you.

Respectfully yours,

Bruce D. Webb
Manager, Land and Regulatory Affairs
Aurora Gas, LLC.

Literary Opinion (Grammar and Composition)
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Mitigation Measures Cook Inlet Areawide Ofl and Gas Lease Sale 2008

COOK INLET AREAWIDE 2008
COMPETITIVE OIL AND GAS LEASE SALE

Mitigation Measures and Lessee Advisories

Mitigétion Measures

AS 38.05.035{e) and the departmental delegation of authority provide the director, Division of Ol and Gas
(DO&G), with the authority to impose conditions or limitations, in addition to those imposed by statute, to ensure that a
resource digposal is in the state's best interests. Consequently, to mitigate the potential adverse social and environmental
effects of specific selected lease related activities, DO&G has developed mitigation measures and will condition plans of
operation, exploration, or davelopment, and other permits based on these mitigation measures.

Under AS 38.05.035(e). ADNR has authority to apply the following mitigation measures developed for this Cook
Inlet Areawide lease sale, to all il and gas activities performed to access the state's leased mineral interest, regardiess of
the surface ownership statue of the land from which the lessee seeks access.

Lessees must cbiain approval of a detailed ptan of operations from the Director before conducting exploratory or
development activities (11 AAC 83.158). An approved plan of operations is the authgrization by which DO&G regulates
exploration, development, and production activities.

A plan of operations must identify the specific measures, design criteria, and construction metheds and standards
to be employed to comply with the restrictions tisted below. it must also address any potential geophysical hazards that
may exist at the site. Plans of operation must comply with coastal zone consistency review standards and procedures
established under & AAC 50 and 80 including coastal district plans. Applications for required state or federal agency
authorizations or permits must be submitted with the plan of operations. DO&G will require, as a condition of consistency
approval, such modification or terms as may be necessary to ensure consistency with the ACMP standards.

These measures were developed after considaring ferms imposed in other Cook Inlet region oil and gas lease
sales; fish and wildiife resource and harvest data submitted by ADF&G: environmentat data relating to air and water
quality, solid and liquid waste disposal, and oll spills submitted by ADEC; consensus ltems from the Cook Inlet Areawide
stakeholders process, as well as comments submitted by the public, local govermments, environmental organizations, and
other foderal, state, and local agencies. Additional project-gpacific mitigation measures are imposed if and when oll and
gas iegssees submit proposed plans of exploration, operation, or development.

{n addition to compliance with these mitigation measures, lessees must comply with ali applicable local, state and
federal codes, stetutes and regulations, and any subsequent amendments. Lessees must also comply with all current or
future ADNR arez plans and recreation rivers plans; and ADF&G game refuge plans, critical habitat area plans, and
sanctuary area plans within which a leased area is located. Federal, state and local govemnment powers 10 regulate the oit
and gas industry are discussed in the *Governmental powers to Regulate Oil and Gas Exploration, Development,
Production, and Transportation® Chapter Eight of this finding. In addition, Appendix B lists federal and stata statutes and
reguiations that apply to lease activities.

Information to iessees relevant to the lease sale is also presented in the “Lessee Advisories,” section B, which
contain precautions which may apply to post-lease sate activities, and reflect existing local, state, and federal law or policy
at the time of the sale.

Hereafter, wherevar abbreviations are used they mean: Alaska Coastal Management Program (ACMP), Alaska

of Envirenmental Conservation (ADEC), Alaska Department of Fish and Game (ADFE&G), Alaska Department

of Natural Resources (ADNR), Alaska Oil and Gas Conservation Commission (AQGCC), Areas Meriting Special Atterdion

{AMSA), Director (Director, Division of Qil and Gas), Division of Forestry (DOF), Division of Mining, Land and Water

(DMLW), Division of Ol and Gas (DOS&G), Division of Parks and Outdoor Recreation (DPOR), Kenai Peninsula Borough

(KPB), Municipality of Anchorage {MOA), Matanuska-Susitna Borough (MSB), State Historic Pregervation Officar (SHPO),
and U.S. Fish and Wildlife Service (USF&WS).
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Lessees are advised that portions of the sale area may be subject to special area permits by ADF&G to protect
areas dasignated by the legislature as state game refuges in AS 16.20.010 -AS 16.20.080.

For those mitigation maasures and lessee advisories that are within ADNR's authorily, the |essee may request,
and the Director of DO&G may grant, exceptions if compliance with the mitigation measure is not feasible or prudent, or an
equa! or better altemstive is offered. Requests and justifications for exceptions must be included in the initial Plan of
Operations when one is required. The decision whether to grant an exception will be based on review of the Plan of
Operations by the public and in consultation with appropriate state resource agencies. Mitigation measures subject to
exceptions are noted with an asterisk (*), followed by the initials of the agency that must be consulted in any decision to
grant an exception. Critical habitat aress and state game refuges are joinly managed by ADNR and ADF&G; exceptions to
mitigation measures in these areas must be agreed to by both agencies. Agency abbreviations are: ADF&G (Alaska
Department of Fish and Game), ADEC (Alaska Department of Environmental Conservation), DL (Division of Lands) and
DOF {Divigion of Forestry).

Except as indicated, the restrictions listed below do not apply to geophysical activity on state land; gecphysical
exploration is governed by 11 AAC 98.

The following mabgatlon measures and advisories will be imposed on oil and gas activities in or on all Cook Inlet
Areamde leasedlandsand waterbod:asasacondmon oftheapproval ofplansofoperatlon _HEMMMM

Ganoral

1. Qit and hazardous substance pollution control: In addition to addressing the prevention, detection, and deanup of
releases of oil, contingency plans (C-Plans) for oll and gas extraction operations should inciude, but not be limited
to, methods for detecting, responding to, and controlling biowouts; the location and identification of oil spill
cleanup equipment; the location and availability of suitable altemative drilling equipment; and a pian of operations
to mobilize and drill a relief well.

2. Use of explosives will be prohibited in open water areas of fishbearing streams and lakes. Explosives must not be
detonated beneath, or in close proximity to fishbearing streams and lakes if the detonation of the explosive
produces a pressure rise in the waterbody greater than 2.5 pounds per square inch (psi) unless the waterbody,
including its substrate, is solidiy frozen.

Explosives must not produce a peak particle velocity greater than 0.5 inches per second (ips} in a spawning bed
during the early stages of egg incubation. The minimum acceptable offsef from fishbearing streams and lakes for

vatious size buried charges is:
Charge Weight Distance from Stream
1 pound charge 37 feet(11.2m)
2 pound charge - 52 feet (158 m)
5 pound charge 82 feet (25.0 m)
10 pound charge 116 fest (35.4 m)
25 pound charge 184 feet (50.1 m}
100 pound charge 388 feet (112.2 m)

There are numerous fishbearing streams and lakes within the sale area. Specific information on the location of
these waterbodies may be obtained by contacting ADF&G.

ar Onshore exploration activities must be supported by air service, an existing road system or port facility, ice roads,
or by vehicles which do not cause significant damage to the ground surface or vegetation. Unrestricted surface
trave! may be permitted by the directors of DO&G and DL, if an emergency condition exists.

conwuwouomemeeM Temporary means that a road must be removed 10 the extent
that it is rendered impassable or is otherwise rehabilitated in & manner such that any placed gravel remaining
approximates surrounding natural festures. Construction of permanent rocads will be prohibited during the

exploration phase. *Exception - DL.
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a. Removal of water from fishbearing rivers, streams, and natural lakes shali be subject to prior written approval
by DMWM and ADF&G. '

b. Compaction or removal of snow cover overying fishbearing waterbodies will be prohibited excapt for
approved crossings. If ice thickness is not sufficient o facilitate a crossing, ice and/or snow bridges may be
required.

Water intake pipes used to remove water from fishbearing waterbodies must be surrcunded by a screened
enciosure to prevent fish entrainment and impingement. Screen mesh size shall not exceed 0.04 inches unless
another size has been approved by ADF&G. The maximum water velocity at the surface of the screen enclosure
may be no greater than 0.1 foot per second.

Facilities and Structures

8.

a. The siting of onshore fadilities, other than docks, or road and pipeling crossings, will be prehibited within 500 feet
of all fishbearing streams and lakes. Additionally, siting of facilities will be prohibited within one-haif mile of
the banks of Hamiet, Alexander, Lake, Deep and Stariski creeks, and the Drift, Big, Kustatan, McAsthur,
Chuitna, Theodore, Beluga, Susitna, Lite Susitna, Kenai, Kasllof, Ninilchik and Anchor rivers. New faciliies
may be sited within the one-half mile buffer if the lessee demonstrates that the altemate location is
environmentally preferable, but in no instance will a fadility be located within one-quarter mile of the river
bank. ADF&G concurrence wilt be required for siting within the one-half mile buffer. Road and pipeline
crossings must be aligned perpendicular or near perpendicular to watercourses.

b. Lessees will minimize sight and sound impacts for new facilities sited less than one-half mile from river banks
and in areas of high recreational use by (1) providing naturat buffers and screening to conceal facilities; (2)
conducting exploration operations betwsen October 1 and April 30; and (3) using altemative technigues to
minimize impacts,

¢. Surface entry will be prohibited in parcels that are within the Kenai River Special Management Area
(KRSMA),

d. Surface entry wilt be prohibited on state lands within the Kenai National Wildlife Refuge. This term does not
limit surface entry on other private lands within the refuge.

e. Lessees are prohibited from placing drilling rige and lease-related facilities and structures within an area near
the Kenai River composed of all land within Section 36 in TEN, R11W that is located south of a line drawn
from the protracted NE comer to the protracted SW comer of the section; all land within the westem half of
Section 31 in TGN, R10W and Section 8 in T5N, R10W; and all land within Section 1in TSN, R11W.

f A frash water aquifsr monitoring well with quarterly water quality monitoring should be required down gradient
of a permanent storage facility unless altemative acceptable technology is approved by ADEC.

The siting of new facilities in key wetlands and sensitive habitat areas should be limited to the extent possible. If
faciiities are to be tocated within these areas, the lessee should demenstrate to the satisfaction of the Director and
ADF&G that impacts are minimized through appropriate mitigation measures.

Measures will be required by the Director, after consultation with ADF&G and ADEC, to minimize the impact of
industrial development on key wetlands. Key wetiands are those wetlands that are important to fish, waterfow,
and shorebirds because of their high value or scarcity in the reglon or that have been determined to function at a
high level using the hydrogeomorphic approach. Lessees must identify on a map or aerial photograph the largest
surface area, including reasonably foreseeable future expansion areas, within which a facility is to be sited, or an
activity will occur. The map or photograph must accompany the plan of operations. DO&G will consult with
ADF&G and ADEC to identify the least sensitive areas within the area of interest. To minimize impacts, the lessee
must avoid siting facilities in the identified sensitive habitat areas. “Exception - ADF&G, ADEC.

Imperfeabie lining and diking, or equivalent measures such as double-walied tanks, will be required for onshaore
oll storage facilities (with a total above ground storage capacity greater than 1,320 gallons, provided no single
tank capacity excaeds 860 gal) and for sewage ponds. Additional site-specific measures may be required as
determined by AONR, with the concurmence of ADEC, and will be addressed in the existing review of project
permits or oil spill contingency plans (C-Plans). .
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12,

13.

4.

15.

Buffer zones of not less than 500 feet will be required to separate onshore oif storage facilities and sewage ponds
from marine waters and freshwater supplies, streams and lakes, and key wetlands. Sumps and reserve pits must
be impemmeabla and otherwise fully contained through diking or other means. *Exception - ADF&G, ADEC.

eption psitipé, and roads permitted under Term 3, exploration facilities must be
consondated, temporary, e constructed of gravel, Use of abandoned gravel struchires may be
permitted an an individual basis. *Exce - ADF&G, DL.

a. Wherever possible, onghorg pipelines must utilize existing transportation corridors and be buried where soil
and geophysical conditions permit. In areas where pipelines must be placed above ground, pipelines must be
sited, designed and constructed to aliow free movement of moose and caribou.

b. Offshore pipelines must ba located and constructed to prevent obstructions to marine navigation and fishing
operations.

¢ Pipelines must be located upslope of roadways and construction pads and must be designed to facilitate the
containment and cleanup of spilled hydrocarbons. Pipelines, flowlines, and gathering iines must ba designed
and constructed to assure integrity against climatic ¢conditions, tides and currents, and other geophysical
hazards. :

Local Hire

To the extent they are available and qualified, the leseee is encouraged to employ local and Alaska residents and
confractors for work performed on the leased area Lessees shall submit, as part of the plan of operations, a
proposal detailing the means by which the lessee will comply with the measure. The proposat must include a
description of the operator's plans for partnering with local communities to recruit and hire local and Alagka
residents and contractors. The lessee is encouraged. in formulating this proposal, to coordinate with employment
services offered by the state of Alaska and local communities and to recruit employees from logal communities.

Tralning

Lessee must inciude in any plan of exploration or plan of development, a training program for all personnel,
including contractors and subcontractors, involved in any activity. The program must be designed to inform sach
person working on the project of environmental, social, and cultural concerns which relate to the individual's job.

The program must employ effective methods to ensure that personnel understand and use techniquas necessary
to preserve geotogical, archeological, and biological resources. In addition, the program must be dasigned to help
personng! increase their sensitivity and understanding of community values, customs, and lifestyles in areas
where they will be operating. .

Accesa

a. Public access to, or use of, the leased area may not be restricted axcept within 1,500 feet (457 m) or less of
onshore drill sites, buildings, and ather related structures. Areas of restricted access must be identified in the
plan of operations.

b. Nolease faciliies or operations may be located so as to block access to or aiong navigable and public waters
as defined at AS 38.05.965(13) and (17).

Lease-related use will be restricted when the commissioner datermines it is necessary to prevent unreasonable
conflicts with local subsistence harvests and commercial fishing operations. In enforcing this term the division,
during review of plans of operation or development, will work with cther agencies and the public to assure that
potential conflicts are identified and avoided. In order to avoid confiicts with fishing activities, restrictions may
include alternative site selection, requiring directional drilling, seasonal drilling restrictions, subsea compietion
techniques, and other technologies deemed appropriate by the commissioner.

Prehlstoric, Histeric, and Archeological Sites
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Bruce D Webb

From: Jacqueline Cason [jackiecason@gméil.com]

Sent:  Tuesday, June 17, 2008 10:52 PM

To: Bruce D Webb

Subject: Re: Question on interpretation of written language and grammar

Dear Mr. Webb,

Few people find grammar intrinsically interesting, but many eventually discover that it can be
instrumental to interpretation. | find it both interesting and instrumental, so | am intrigued by
your question. ‘

Clearly, we can say that the sentence has some ambiguity, as most language does, and the
ambiguity arises from the question of what the participial phrase "permitted under Term 3"
modifies. You have already identified the two possibilities. It may modify the list of three items,
or it may modify only the final item in the list.

When we teach grammar and style to students, we offer two suggestions (relevant in this case)
for minimizing ambiguity--1) place the modifier as cfose to the thing it modifies as possible, and
2) retain the comma after each item in a list, unless the writer intends the last two items to be
more closely linked. In the first case, the modifier comes at the end and closest to the final
item, encouraging us to see the final item as the only exemption under Term 3. In the second
case, some writers see that final comma as optional, but as you've pointed. out, if you leave off
the comma, then the last two items become a unit rather than separate items in a list. With all
commas present, we could see the final item as the only item modified.

As part of our examination, we should ask ourselves how a writer might compose that
sentence to modify all three items unambiguously. The writer could have written "With the
exception of items permitted under Term 3--drill pads, airstrips, and roads--exploration
facilities must be consolidated, temporary, and must not be constructed of gravel." (Emphasis
added to my change). That would have made the meaning clear in terms of the first
interpretation that all items exempted must be approved under Term 3.

{ tend to agree with the second interpretation of the meaning of the sentence, though my
reasoning is a bit more contextual than grammatical. I know that not all writers are careful
about modifier placement, even when other options are available, and that not all writers
subscribe to the so-called "Oxford comma™ rule. Therefore, | cannct rely strictly on grammatical
analysis here and must examine the meaning of the sentence in a broader context. | therefore
draw on the third item you have provided because it mentions neither airstrips nor drill pads.
Rather, it focuses explicitly and exclusively on roads and purposefully defines "“temporary” in
relation to roads. Also, if we go back to the first part of Term 3, we read that onshore
exploration must be supported by air service.... The whole point seems to be to minimize
permanent damage and prevent further road development. Air strips and air service help
minimize the permanent damage by making roads less necessary, and | don't imagine that
airstrips are as likely to be temporary anyway. When roads are exempted, they need 1o be
temporary, which is probably why ice roads are part of the list. That is why the second part of
Term three focuses strongly on the definition of what "temporary” means in relation to roads.
By examining Term 3 and Term 10 side by side, | would conciude that surface travel is the

12/1/2008
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mast destructive in terms of permanent change to the environment. Hence, air travel and the
strips that make it possible are preferable. Also, the driti pads, which are part of the exploration
activity itself, are never mentioned again. | searched the remainder of the document for both
airstrips and drill pads and did not find further mention. The document as a whole seems much
more concemed by surface roads and seems to want to minimize any new permanent roads.

That's probably a longer explanation than you need, but you asked for some reasoning, and |
thank you for offering up the context that makes such an interpretation possible. In isolation, I'd
have to say the sentence is simply ambiguous and could go either way, but in context | am
fairly confident that Term 3 approval applies only to roads, not airstrips or drill pads.

If you have further questions, feel free to ask.

~Jackie Cason

In your opinion on the use of the English language, grammar, composition and technical
writing, what exactly does the first sentence of Term #10 say? Two opinions exist on the
interpretation of this language:

1. Some argue that drifl pads and airstrips and roads are only exempted if they are approved
under Term #3.

2. While others argue that drill pads are exempted, airstrips are exempted, and roads that are
permitted under Term #3 are exempted.

| am of the opinion that the use of the comma between "airstrips” (,) "and roads", as well as the
non-use of a comma between "roads" and "permitted” separate drill pads and airstrips from the
roads permitted under Term #3. This results in all drill pads and all airstrips being exempted,
and not requiring permission under Term #3.

On Tue, Jun 17, 2008 at 5:32 PM, Bruce D Webb <bwebb@aurorapower.com> wrote:

Dear Dr. Cason,

Attached is a letter requesting your opinion on the meaning of a sentence tontained in a technical document.
Your review and opinion would be greatly appreciated. The request is attached as a MSWord document. The
PDF attachment is the entire referenced technical document.

If you are willing to offer your opinion, please include a brief explanation of your reasoning. Thank you for your
~ time and consideration.

Sincerely,

12/1/2008
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e Division of Qil & Gas

Alaska Department of Natural Resources

Sale Results Summary
North Slope Areawide 2008

Date of Sale: 10/22/2008 Preliminary Report
Bidding Method: Cash Bonus Bid, Fixed Royalty 10/22/2008
Total Tracts Sold: 60 Highest Bid:  $783,027.20
Total Acres Sold:  214,400.00 Tract Number: 1211
Min Bid Per Acre:  $10.00 Submitted By: Pioneer Natural Resources Alaska
Inc

Royalty %:  12.50000%
16.66667%

Highest Bid/Acre:  $305.87
Total Number of Valid Bids: 72

Tract Number: 1211
‘Total High Bonus Bids: $6,531,488.00

Submitted By: Pioneer Natural Resources Alaska

Total Exposed (Sum Of All Valid Bids): $7,459,027.20 Inc
Average High Bonus Bid Per Acre; $36.49
Bidder Company or Group Name Number of Total of AllBids  Number of Total of High Bids
Tracts Bid Tracts Won
AVCG, LLC 100.00000% 4 $128,000.00 1 $45,440.00
70 & 148, LLC 100.00000% 51 $5,470,995.20 49 $5,032,364.80
J ANDREW BACHNER 100.00000% 3 $78,873.60 2 $52,582.40
SAVANT ALASKA LLC 100.00000% 1 $27,673.60 1 $27,673.60
PIONEER NATURAL RESOURCES ALASKA 3 $1,020,441.60 1 $783,027.20
INC 100.00000% 7
FEX L.P. 100.00000% 6 $590,400.00 6 $590,400.00
V PAUL GAVORA 50.00000%; NICK 4 $142,643.20 0 1]
STEPOVICH 25.00000%; DANIEL R
GILBERTSON 25.00000%
Page 1 of 1 Printed on 10/23/2008
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Division of Oil & Gas

Alaska Department of Natural Resources

Sale Results Summary
Beaufort Sea Areawide 2008

Date of Sale: 10/22/2008 Preliminary Report
Bidding Method: Cash Bonus Bid, Fixed Royalty 10/22/2008
Total Tracts Sold: 32 Highest Bid: $374,195.20
Total Acres Sold:  99,200.00 Tract Number: 414
Min Bid Per Acre:  $10.00 Submitted By: 70 & 148, LLC
Royalty %:  12,50000%
16.66667%
Highest Bid/Acre: $146.17
Total Number of Valid Bids: 38
Tract Number: 414
Total High Bonus Bids: $2,614,784.00
Submitted By: 70 & 148, LLC
Total Exposed (Sum Of All Valid Bids): $2,891,827.20
Average High Bonus Bid Per Acre: ) $28.97
Bidder Company or Group Name Number of Total of AllBids Number of Total of High Bids
Tracts Bid Tracts Won
AVCG, LLC 100.00000% 4 $153,600.00 2 $83,200.00
SUN-WEST OIL & GAS, INC. 67.50000%; 1 $52,281.60 $52,281.60
SHANE SPEAR 10.00000%; MICHAEL
SHEARN 22.50000%
DANIEL K DONKEL 25.00000%: SAMUEL H 5 $280,992.00 5 $280,992.00
CADE 75.00000%
70 & 148, LLC 100.00000% 20 $1,887,315.20 19 $1,861,689.60
BP EXPLORATION {ALASKA) INC 26.36056%:; 1 $150,048.00 1 $150,048.00
CONOCOPHILLIPS ALASKA, INC. 36.07675%;
EXXONMOBIL ALASKA PRODUCTION INC
36.40269%; CHEVRON U.S.A. INC. 1.16000%
J ANDREW BACHNER 100.00000% 2 $52,582.40 2 $52,582.40
SAVANT ALASKA LLC 100.00000% 2 $55,347.20 327.673.60
JANDREW BACHNER 90.00000%; KEITH C 1 $94,796.80 0 0
FORSGREN 10.00000% o
CONOCOPHILLIPS ALASKA, INC. 100.00000% 1 $106,316.80 1 $106,316.80

-Page 1of 2
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PIONEER NATURAL RESOURCES ALASKA 1 $58,547.20 0 0
INC 100.00000%

Page 2 of 2 Printed on 10/23/2008
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@HAH E @E &M@M oo
DIRECTOR'S OFFICE

550 W. 71" AVE., SUITE 1070
ANCHORAGE, ALASKA 99501-3579

DEPARTMENT OF NATURAL RESOURCES
PHONE (907) 269-8600
DIVISION OF MINING, LAND AND WATER FAX (907) 269-8904

December 23, 2008

The Honorable Craig Johnson
Co-Chair, House Resources Committee
716 W 4th Ave

Anchorage, AK 99501

Re: ExxonMobil Land Use Permit for Point Thomson #3 pad
Dear Representative Johnson:

I understand that at the December 1 joint meeting of the House Resources and
Judiciary Committees, an issue was raised concerning the Division of Mining,
Land and Water’s (DMLW) land use permit (LAS 26895) issued to ExxonMobil
Corporation. At the December 1 hearing, Craig Haymes of ExxonMobil
Corporation testified that the “drilling operations” ExxonMobil was conducting on
the Point Thomson # 3 pad were authorized by a land use permit (LUP) issued by
the Division of Mining, Land and Water. This is not correct.

The DMLW land use permit was issued for surface use only. DMLW does not
regulate oil and gas drilling operations, including the placement of conductors.
The LUP issued to ExxonMobil is for the purpose stated below:

Staging of equipment, fuel, and camp at the Point Thomson Unit #3
Exploration Pad. The activity includes maintenance of the pad, with
the possible placement of additional gravel within the existing pad
footprint.

A copy of the permit is attached.

The LUP application submitted to DMLW likewise did not request approval of any
drilling operations. When the permit was issued, ExxonMobil was notified that
the permit was not a modification of DNR’s position in the unit litigation. That
notice is in the permit itself and the cover letter issued with the permit.

The Division of Mining, Land and Water does not issue any permits authorizing
oil and gas drilling operations. It is the Division of Qil and Gas that has authority
over all subsurface oil and gas development activity. A representative of DMLW
inspected the site on December 4, 2008 to follow up on the testimony. A few
violations were noted, and we are working with ExxonMobil to have those

“Develop, Conserve, and Enhance Natural Resources for Present and Future Alaskans.”
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Johnson.doc
12/23/08
Page 2 of 2

corrected. A copy of the letter sent to ExxonMobil after the inspection is also
attached.

I appreciate the opportunity to clarify the record.

Dick Mylius
Director, Division of Mining, Land and Water

Cc: Tom Irwin, Commissioner, Department of Natural Resources
Marty Rutherford, Deputy Commissioner, DNR
Kevin Banks, Director, DNR Division of Oil and Gas
Craig Haymes, ExxonMobil Corporation



STA TE OF ALASK.A S.A RAH FALIN, GOVERNOR

DEPARTMENT OF NATURAL RESOURCES

DIVISION OF MINING, LAND AND WATER NORTHERN REGION
3700 AIRPORT WAY

FAIRBANKS, ALASKA 99709-4699
PHONE: (907) 451-2740
FAX: 1907 451-2751

July 7, 2008

Robert Dragnich

Exxon Mobil Corporation
PO Box 196601
Anchorage, Alaska 99503

Reference: LAS 26895
Pt. Thomson 3 Equipment Staging

Dear Mr. Dragnich:

Enclosed is your signed copy of the Land Use Pemmit for staging a camp, ice road
construction equipment, and fuel at the Pt. Thomson 3 Pad.

Again, please note that the permit contains several conditions that are specific to the
current legal issues Involving Exxon Mobil and the Point Thomson Unit. These
conditions are as follows:

22. Issuance of this permit does not mean DNR has changed its poshilon on the

slatus of the unit or leases,

23. DNR Is not walving any aspect of its PTU decisions;
24, Permittee does this work at its own risk.

If you have any questions regarding this permit, please give us a call.

Sincerely,

]

ary Schultz
Naturai Resource Manager .

Cc:  Nan Thompson, DO&G
Steve Schmitz, DOXG
Jack Winters, DNR, OHMP
Ben Greene, NSB

Develop, Conserve, and Enhance Natural Resources for Present and Future Alaskais.
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STATE OF ALASKA

Department of Natural Resources
Division of Mining, Land & Water

LAND USE PERMIT

Under AS 38.05.850
PERMIT # LAS 26895

Exxon Mobll Corporation, herein known as the Permittes, is issued this permit authorizing the use of state
land for storage activitles, including the following location:

Section 34, Township 10 North, Range 23 East, Umlat Meridian, located in the North
Slope Borough, as shown on the attachad map.

This permit is effective beginning _July 1, 2008 and ending December 31, 2009 unless
sooner tarminated at the state's discration. This parmit does not convay an interest In state land and as such
Is revocable with or without cause. No preference right for use or conveyance of the land is granted or implied

by this authorization.

This permit Is Issued for the purpose of:

Staging of equipment, fuel, and camp at the. Point Themson Unit #3 Expioration Pad. The activity
Includes melntenance of the pad, with the possible placement of additional gravel within the existing

pad footprint.

All aclivities shall be conducted in accordance with the following General and Special Stipulations.

General and Special Stipulations

1. Authorized Officer. The Authorized Officer for the Depanment of Natural Resources is the
Regional Manager. The Authorized Officar may be conlacted at 3700 Airport Way, Fairbanks,
Alaska 99709 or (907) 451-2740. The Authorized Officer reserves the right to modily these

stipulstions or use additional stipulations as deemed necessary.

2. Deyelopment Plan The development of the site authorized by this permit shall be limited to the
area and Improvements specified in the development plan dated June 12, 2008. The pemiiltee is
respansible for accurately siling development and operations within this area. Any proposed
revislons to the development plan must be approved in writing by the Authorized Officer before

the change In use or development occurs,

3. Compliance with Governmental Requirements; Recovery of Costs, Pemnittee shall, at its
expense, comply wilh all applicable laws, regulations, rules and orders, and the requirements and
stipulations Included in this authorization. Permittee shall ensure compliance by its employees,
agents, contractors, subcontractors, licensess, or invitess.

Farm Diate: 11413102




Land Use Permit 3LAS 26895
Parmittea: Exxon Mobil Corporation

Page 2

4.

indemniflcatlon. Permitiee assumes alf rasponsibility, risk and liability for its aclivities and
those of its employees, agents, contractors, subcontractors, licensees, or invitees, directly or
indirectly related to this permlt, including environmental and hazardous substance risk and
liabliity, whether accruing during or atter the term of this permit. Permittee shall dsfend,
indermnify, and hold harmless the State of Alaska, its agents and employees, from and against
any and all suits, claims, actions, losses, costs, penaliies, and damages of whatever kind or
nature, including all attomey’s fees and litigation costs, arising out of, in connection with, or
incident to any act or omission by Permittes, Its employees, agents, contractors, subcontraciors,
licensens, or invitees, unless the proximate cause of the injury or damage is the sole negligence
or wiilful misconduct of the State or a parson acting on the State’s bshalf. Within 15 days,
Permittee shall accept any such cause, action or procesding upon tender by the State. This

indemnification shall survive the termination of the permit.

Valld Existing Rights. This authorization s subject to all valid existing rights in and to the land
under this authorization. The State of Alaska makes no representations or warranties
whatsoever, sither expressed or implied, as to the existence, number, or nature of such valid

existing rights.

Reservation of Rights. The Department of Natural Resourges reserves the right fo grant
additional authotizations to third parties for compatible uses on or adjacent 1o the land under this
authorization which do not unreasonably interfere with Permittee’s authorized uses.

Performance Guaranly. The Permitlee shall provide a surely bond or other form of security
acceptable to the Division in the amount of _$175,000__ payable to the State of Alaska. Such
performance guaranty shall remain in effect for the term of this authorization and shall secure
perfarmance of the Permittes's obligations hersunder. The amount of the performance guaranty
may be adjusted by the Authorized Officer upon approval of amendments to this authorization,
changes in the development plan, upon any change in the activities conducted or performance of
operations conducted on the premises. If Parmittee falis to perform the obligations under this
permit within a reasonable time, the State may perform Pemittee's obligations at Permittee's
expense. Permittea agrees to pay within 20 days following demand, all costs and expenses
reasonably incurred by the State of Alaska as & result of the failure of the Permitiee to comply
with the terms of this permit. The provisions of this permit shall not prejudice the State's right to
oblain a remedy under any law or reguiation. If the authorized officer determines that the
Permittee has satisfled the terms and conditions of this authorization the parformance guaranty
may be released. The parformance guaranty may only be released in a wriling signed by the

Authorized Officer.

Assignment, This permit may be transferred or assigned with prior written approval from the
Authorized Officer.

inspection.

a} Authorized representalives of the State of Alaska shall have reasonable access to the
subject parcel for purpases of inspection.

Form Date; 1 1/13/02
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Land Use Permit #LAS 26895
Parmittes: Exxon Mobll Corporation

Page 3

10.

b) The Permittee may be charged fees undsr 11 AAC 05.010(a){7)(M) for reasonable routine
inspections of the subject parcsl, inspections concerning non-compliance, and a final close-

out inspedtion,

Violations. This authorization is revocable immediately upon violation of any of its terms,
conditions, stipulations, nonpayment of fees, or upon failure to comply with any other applicable
laws, statutes and regulations (federal and state). Should any uniawful discharge, leakage,
spiltage, emission, or pollution of any type occur due to Permiitee's, or its employees’, agents’,
contractors’, subcontraclors’, licensees', or Invitees’ act or omission, Parmittee, at its expense
shall ba obligated to clean the area to the reasonable satisfaction of the State of Alagka.

11. Use Fee,

a. The permittee shall pay to the Division an annual use fee of $31,976.72 without the necessity
of any biliing by the Division. The use fee for the period of July 1 through December 31, 2009

may be paid on a prorated basis.

b. The usefee is due on or _July 1, 2008 , and annually thereafter without the necessity of
any hilling by the Division.

12. Late Payment Penalty Charges. If the raquired use fee is not received by the State by the 10th

13.

14.

15.

16.

17.

day of the month when dus, the Permittee shall pay a late fee for any late payment, The amount
of the late fee Is tho greater of either the fee specified in 11 AAC 05.010 or interest calculated
from the due date at the rate set by AS 45.45.010(a) and will be assessed on a past-due account

until payment iIs received by the state.

Returned Check Penalty. A returned chack fee as provided in 11 AAC 05.010 will be assessed
for any check on which the bank refuses payment. Late payment penalfies shall continue to

accumulate.

Site Malntenance. The area subject to this authorization shall be maintained in a neat, clean
and safe condition, free of any solld waste, debris or litter, except containerized or otherwise

iegally stored. :

Notification. The Permittes shall notify the Department of Natural Resources of all spiils that
must be reported under 18 AAC 75.300 under timelines of 18.AAC 75.300. All fires and
explosions must be reparted to DNR immediately. The DNR 24 hour spill report number is (907)
451-2678; the fax number is (907} 451-2751. The DEC oil spill report number is (800) 478-9300.

DNR and DEC shall be supplied with afl follow-up incident reports.

Storage of Equlpment. The site shall be profected from leaking or dripping hazardous
substances or fusl from squipment and vehicies. The Permittee shell place drip pans or other
surface liners designed to catch and hold fiuids under the equipment or develop an area for
storage using an impermeable liner or other suitable containment mechanism.

Fuel and Hazardous Substances. Secondary containment shall be provided for fuel or
hazardous substances.

Form Date: 11713102




Land Use Permit #LAS 26895
Parmittee: Exxon Mobli Corporation

Page 4

Form Date: H/13/G2
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Contalner marking. All independent fuel and hazardous substance containers shall be
marked with the contents and the permitiee's name using paint or a permanent label.

Fuel or hazardous substance transfers. Secondary containment or a surface liner must
be placed under all container or vehicle fuei tank inlet and outlet points, hose connections,
and hose ends during fuel or hazardous substance transfers. Appropriate spill response

equipment must be on hand during any transler or handling of fuel or hazardous
substances to respond to a spili of up to five galions. Transfer operations shall be attended

by trained personnei at all imes.

Vehicle refueling shall not accur within the annual floodplain or tidelands. This restriction
doesg not epply to water-borne vessels provided no more than 30 gailons of fuel are
transferred at any given time.

Storing contalners within 100 feet of waterbodles. Containers with a total capaoity
larger than 55 gallons which contain fus! or hazardous substances shali not be stored
within 100 feet of a waterbody.

Exceptlons. The Authorized Officer may under unique or spacial circumstances grant
excepilons to this stipulation on a case-by-case basis. Reguests for exceptions should be
made to the Authorized Officer.

e. Definitions.

“Contalners” means any item which is used to hold fuel or hazardous substances., This
includes tanks, drums, double-walled tanks, portable testing facilities, fuel tanks on small
equipment such as light plants and generators, flow test holding tanks, slop ofl tanks,
bladders, and bags. Manifclded tanks or any tanks in a serles must be considered as
single independent containers. Vehicles, including mobile selsmic tanks, are not intended

{o be included under this definition.

"Hazardous substances" are defined under AS 46.03.826(5) as (a) an element cr
compound which, when it enters the atmosphere, water, or land, presents an imminent and
substantial danger to the public health or welfare, including fish, animals, or vegstation; (b)
ofl; or (¢) a substance defined as a hazardous substance under 42 U.S.C. 8601(14).

"Secondary containment" means an impermeable diked area or portable impermeable
cortainment structure capable of containing 110 percent of the volume of the largest
independent container. Double-walled tanks do not qualify as secondary containment
unless an exception is granted for a particular tank.

“Surface liner" means any safe, non-permeable container (e.g., drips pans, fold-a-tanks,
stc.) designed to catch and hold fluids for the purpose of preventing spills. Surface liners
should be of adequate size and volume based on worst-case spill risk.

18. Alaska Coastal Management Program. This project is categorically consistent with the
standards of the ACMP under A-fist 2a (temporary placement of camps or equipment).
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19. Site Restoration. The site shall be reslored to a condition acceptable to the Authorized
Offlcer.

20. Wastewater Disposal. Disposal of wastewater from any operation associated with this
autharization must satisfy the requirements of the Alaska Department of Environmental

Conservation,
21. Solid Waste.

a. All solid waste and debris generated from the activities conducted under this authorization
shall be removed to a facility approved by the ADEC prior to the expiration, complation, or
termination of the authorization or activitles,

b. Paper produocts may be burned on site provided that measures (e.g. burn barrels, clearing of
burn area to mineral soil) are taken to prevent wildfires.

c. Temporary storage and accumulation of solid waste (prior to Its removal) shall conform to the
following:

I. solid waste shall be storad in @ manner that prevents a litter violation under AS
46.06.080;

ii. putrescible wastes (material that can decompose and cause cbnoxious odors) shall
be stored In a manner that prevents the attraction of or access to wildlife or disease

vectors; and

iil. the premises shall be maintained free of solid waste that might create a heaith or
safety hazard.

22, Issuance of this permit does not mean DNR has changed Its position on the status of the
unit or leases,

23. DNR is not waiving any aspect of lts PTU decisions;

24, Permitiee does this wark ai its own risk,

Form Date: 11712402
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I have read and understand all of the foregoing and attached stipulations. By signing this permit, | agree to
conduct the autharized activity in accordance with the terms and conditions of this permit.

Aensna e o) AANAGETT 7/3' /5‘&’
Signature of Pefmitiee or A@ﬁonzed Representative Title Date

Fo. Bex /9Lsoy Ay Cﬁ@gﬂ At g G L-(28y
State Zip code

Parmittee’s Address
Qor—Lz L 774  QoP-SE4 .37 Lol LR A<l <y
Home Phone Work Phone Contact Person

Signajre of Authorized

Form Date: 1171302
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STATE OF ALASKA SARAH PALIN, GOVERNOR

DEPARTMENT OF NATURAL RESOURCES

DIVISION OF MINING, LAND AND WATER NORTHERN REGION
3700 AIRPORT WAY

FAIRBANKS. ALASKA 99709-4699
PHONE:  (907) 451-2740
FAX: (907) 4512751

December 15, 2008

Robert Dragnich

Exxon Mobll Comporation
PO Box 196601
Anchorage, Alaska 99503

Refersnce: LAS 26895
Pt. Thomson 3 Equipment Staging Perrmit

Dear Mr, Dragnich:

As you know, on December 4, 2008 | conducted an inspection of the Pt. Thomson 3 pad,
ExxonMobll (XOM) is using this site to stage fuel, a camp, and ice road construction equipment
under Land Use Permit LAS 26895. The purpose of this letter is to give you an overview of my
observations, to identify some deficiencies, and request corrective actions.

For the most part, XOM was in compliance with the environmental stipulations of the permit.
Food waste was stored inside buildings untfl it was incinerated. There was no food waste in
dumpsters. Drums of fuel were stored in lined areas. There ware no signs of spills, leaks, litler,
or debris. Nearly all the fuel tanks have secondary containment. The one exception to this was
a double-walled tank that had an exposed hose with connection. Fairweather believed that this -
type of tank does not need secondary containment. | expiained that most spills are from
overfilling or leaky hose connections. Therefore, DNR does require secondary containment
untess the tank configuration is such that there are no exposed valves or connections. The
XOM representative slated that this would be corrected promptly.

The majority of the fuel currently being stored on site was within nine fuel tankers. XOM'’s on
site representatives believed that since the tankers are approved by DOT/PF for travel on the
highways, they do not need secondary containment. Howsver, Stipulation 17 of the land use
permit states simply “Secondary containment shall be provided for fuel or hazardous
substances.” In this case, the tankers are being used for storage, and do need secondary
containment. We appreciate that XOM did place the tankers within secondary containment.
However, this containment appeared to be somewhat substandard. The liners did not appear
io have good support, were pulled up in areas, pushaed down by snow in other areas, and may
not contain a spill if one ware to happen. XOM plans to remedy this by constructing a
temporary fue! storage area using four of the 400 bbi tanks that are present on site. This new
temporary fuel storage area will be placed near the northeast corner of the pad. A permanent
fuel storage area will then be constructed to the west of the temporary fuel area

There were some issues of non-compliance with the permit, which mostly relate to the
development plan of the permit. The project description included an aerial photo (see attached)
that shows the area of use to be a small area near the southwest comer of the pad for the
tempaorary tank installation and a small area near the northwest corner of the pad to be used for

Develop, Couserve, and Enhance Natural Resources for Present aud Future Alaskans.
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equipment staging. Thus, the permit authorizes only these small portions of the pad. Currently
the entire pad is being used, and the fuel storage is not where it is shown on the plan., Another
issue is the number of fue! storage tanks. The project description states that there would be 9
18,000 gallon fuel tanks on site, Instead, there are 30 400 barrel tanks on site. Thus, XOM is
not in compliance with the current development plan of the permit.

To resalve this non-compliance, XOM must submit a revised development plan that refiects the
current areas of use as well as any changes in the areas of use that will take place in the near
future. | have included as an attachment Instructions for Completing a Development Plan for your
use. Please submit the revised development plan with a $100 application fee to this office by
January 9, 2009. Once we have received the pian we can start the process of project review.

One final issue Is the presence of the conductors on the pad. Two conductors are present on
the north side of the Pt. Thomson 3 pad. Land Use Permit LAS 26895 authorized the “staging
of equipment, fusl and camp...” and other surfaces uses of the pad only. The permit did not
authorize the installation of conductors, which is the first step in the drilling of the oil wells. The
drilling and placement of conductors must be approved by the Division of Oll & Gas. This
activity was not clearly stated In your application and was not approved. ExxanMobil may be
asked to remove these conductors next summer, No additional work below the surface should
be conducted without the permission of the Division of Oll and Gas.

in closing, | would like to thank XOM for making arrangements to get me to this site on short
notice. The XOM representatives did a good job of giving me a thorough site tour and answering

all of my questions.

If you have any questions regarding this permit, please give me a call at 451-2732.

Sincersly,

Lo At

Natural Resource Manager

Cc: Kevin Banks, Director, DO&G
Nan Thompson, DO&G
Steve Schmitz, DO&G
Dick Mylius, Dirsctor, DMLW
Wyn Menefee, DMLW
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December 21, 2008

Commissioner Tom Irwin

tom.irwin(@alaska.gov
550 W. ™ Avenue, Suite 1400

Anchorage, Alaska 99501-3560

RE:

Commissioner Irwin’s Decision, dated December 3, 2008
Pacific Energy Resources, Ltd.
REQUEST FOR RECONSIDERATION of Comemissioner’s DENIAL of

Appeal of Division’s Denial of the First Expansion of the Corsair Unit

Acting Director Banks’ Decision, dated December 1, 2008

Pacific Energy Resources, Ltd.
APPEAL of Division’s Decision of Non-acceptance of Heavy-Lift Contract

Dear Commissioner Irwin,

According to 11 AAC 02, a person affected by the Decisions referenced above may appeal it to you. [ am an
affected person by virtue of one or more of the following qualifications:

1.

[ am an American citizen. The approval of feasible Plans of Exploration is essential for the security,
prosperity, and promotion of the nation’s energy policy;

Alaska Statute 38.05.180 (a) states that “The Legislature finds that (1) the people of Alaska have an
interest in the state’s oil and gas resources...” [ am an Alaska Resident and recognize the importance of
oil and gas development for Alaska’s economy and my financial future;

I am employed in Alaska. Decisions regarding the denial of oil and gas developments affect Alaska
residents, Alaskan jobs, Alaskan businesses, and the ability to not pay State income taxes;

I receive the Alaska Permanent Fund Dividend. Decisions regarding the denial of oil and gas
developments affect the value of and my ability to receive the Alaska Permanent Fund Dividend;

I live in the one of the rail belt communities served by Cook Inlet basin natural gas market. There is a
shortage of natural gas reserves in the Cook Inlet that must be supplemented by new exploration. Denial
of Plans of Exploration by independent companies in the Cook Inlet restricts competition in the industry
and forces natural gas prices higher.

I have an interest in oil and gas leases in Alaska. Decisions regarding the denial of oil and gas
developments and subsequent lease terminations may set unfair precedence’s that affect all lessces.

Reference is made to that certain Kitchen Unit Agreement, that certain Corsair Unit Agreement, all related
Plans of Explorations and modifications and extensions thereto, the Amended Draft Kitchen Unit Plan of
Exploration Extension Application, the Application and Appeal of the First Expansion of the Corsair Unit, the
Contracts commonly known as the Heavy-Lift Vessel Contract, the Jack-up Drilling Rig Contract, the rig
sharing Agreement, and all related Appeals and Requests for Reconsideration by Escopeta Oil Co, LLC and
Pacific Energy Resources, Lid., together all collectively know as “The Documents”. The Documents are
hereby incorporated into these Appeals by reference, and made a part hereof.
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Al a time of historically low oil ptices, the recent addition of the Beluga whale to the Endangered Species List,
the critical shortage of natural gas reserves in the Cook Inlet, the lack of interest in the Cook Inlet by new,
qualified exploration companies, the existing major oil and gas producers in the Cook Inlet only performing
in-field drilling, and the historically low interest in offshore Cook Inlet leases at the Areawide Lease Sales,
these two Appeals are of statewide significance and importance.

I request your reconsideration of your Decision dated 12/3/08 for the following reasons:

Pacific Energy Resources, Ltd. is the Unit Operator of the Corsair Unit, offshore in the Cook Inlet. They have
made significant expenditures in identifying the Corsair prospect reservoir(s), which was presented to the
Division of Oil and Gas®’ Resources Evaluation staff who concurred with the delineation of the reservoir(s) that
included the expansion acreage. Division staff stated in the Decision the expansion acreage contained a viable
hydrocarbon target, the Tyonek oil sands. Inclusion of the expansion acreage into the Corsair Unit is required
to preserve the entire geclogic structure under one contiguous tract, having consistent administrative terms,
and the ability of the individual leases to be operated under a collective agreement.

Your Decision states that you have decided the expansion of the Corsair Unit was “not in the public interest.”
I object. Iam a member of the public and I believe it is in my interest to have the expansion acreage included
in the Corsair Unit so that Pacific Energy Resources, as Operator of the Corsair Unit, can develop the entire
underlying reservoir(s) efficiently. Reference ts made to AS 38.05.180(p).

Your Decision states that you have decided the expansion of the Corsair Unit “‘does not promote the
conservation of natural resources and prevention or economic and physical waste...” I disagree. By removing
a portion of an oil and gas deposit from the whole, it potentially separates its control by a single operator.
Multiple operators developing separate portions of the same oil and gas accumulation promotes waste of the
resource, duplication of facilities, and unnecessary additiona! environmental impact. It is unreasonable to
consider that any other party would develop the non-unitized leases on their own, without having the benefit
and security that unitization of the entire reservoir(s) provide. The expansion acreage should be included in
the Corsair Unit so that Pacific Energy Resources, as Operator of the Corsair Unit, can develop the entire
underlying reservoir(s) efficiently.

Your Decision does not provide for the protection of Pacific Energy Resources’ interest, nor does it protect my
interests as a resident and consumer.

Pacific Energy Resources, Ltd. has agreed to a Plan of Exploration that includes an exploratory well being
drilled by June 30, 2009. You propose to take away these leases and offer them in the upcoming May 2009
lease sale, just one month prior to the drilling commitment date, and in fact, for Pacific Energy to meet this
drilling date, they would have to actually be on location in May of 2009 and drilling. If Pacific Energy does
not meet that drilling commitment date, then all their acreage is relinquished to the State, including any
expansion acreage that may be included. It makes no sense to NOT grant this expansion, given that Pacific
Energy Resources will most likely be performing drilling operations in the Corsair Unit at the time of the May
2009 lease sale.

The Division of Qil and Gas has routinely expanded unit arca boundaries in the past as a matter of necessity to
allow the Unit Operator control over the entire geologic structure. Such has been the case for the Point
Thomson Unit, the Prudhoe Bay Unit, the Trading Bay Unit, the Colville River Unit, the Kuparuk River Unit
(Tam and W. Sak), the Nikaitchug Unit, the Oooguruk Unit, and many others. Allowing expansions for one
company or unit, and not allowing them under similar circumstances for Pacific Energy Resources is in
contradiction with the Alaska Constitution, Article 8, Section 17, which states, in part: “regulations governing
the use or disposal of natural resources shall apply equally to all persons similarly situated...”




18596

Pacific Energy Resources, Ltd. purchased Forest Oil Company for one-half a billion dollars in August of 2007.
They were approved by the DNR as Unit Operator at the end of November 2007, and had only 34 days to meet
the prior drilling commitment (12/31/07) made by Forest Oil Company. Because 1) Pacific Energy Resources
was aware that extensions to Plans of Operations to meet difficult drilling commitment dates were routinely
made by the DNR, and 2) the delivery of a jack-up drilling rig to the Cook Inlet, as well as exploration of the
Corsair prospect, was in the State’s best interest, the DNR approved an extension of the drilling commitment
date by a mere six-months.

The DNR now tries to use that approved and necessary extension as ammunition against the Corsair Unit
expansion. This is unfair and unrelated to the delineation of the Corsair prospect within the expansion
acreage. Besides, the Division of Qil and Gas has routinely extended Plans of Exploration in the past as a
matter of necessity to allow the Unit Operator the time required to meet certain work commitments. Such has
been he case for the Point Thomson Unit, the North Fork Unit, the Cosmopolitan Unit, and many others.
Allowing extensions for one company or unit, and not allowing them under similar circumstances for Escopeta
Oil Company is in contradiction with the Alaska Constitution, Article &, Section 17, which states, in part:
“regulations governing the use or disposal of natural resources shall apply equally to all persons similarly
situated...” Extensions of Plans of Exploration are more the “norm’ than the “exception.”

Frankly, Pacific Energy Resources is due equal treatment under the law, plain and simple.

The Divisions contention that the subject expansion leases can be terminated and leased to another company
which will develop the resources faster has no factual, historical, or rational basis. The Division has failed to
ever prove this to be the case.

In fact, the continued resistance by the DNR to exploration and development plans, and forcing companies to
take their plans before the Superior Court of Alaska, is actually preventing those plans to come to fruition
within the timeframes requested by the companies. [t is the DNR’s own actions that are making the companies
need further extensions. The DNR should approve the plans and give these companies the chance to perform.

A jack-up drilling rig has not been in the Cook Inlet since 1993 - 15 years ago. Approval of the expanded
Corsair Unit will allow Pacific Energy Resources the control over the entire Corsair reservoir(s) and the ability
to efficiently fulfill its drilling plans in conjunction with the joint efforts it is making with Escopeta Oil
Company, LLC. to bring a jack-up drilling rig to the Cook Inlet.

Further, your reversal of Acting Director Banks’ 12/01/2008 Decision of “not accepting” Pacific Energy
Resources’ and Escopeta Oil Company’s heavy-lift vessel contract is requested for the following reasons:

Pacific Energy Resources and Escopeta Oil Company have submitted valid jack-up drilling rig contracts and
heavy-lift vessel contracts to the State as evidence of their forward plans to explore and hopefully develop and
produce offshore Cook Inlet oil and natural gas. The Division’s non-acceptance of the contracts is beyond its

regulatory authority and this decision is prejudicial, arbitrary and capricious.

In the Division’s attempt to impose commercial terms and stipulations in the heavy-lift vessel contract, the
Division did not specify an effective date. Should the Division grant the necessary Plan of Exploration and
extensions, the contract would be immediately effective. The contract itself was executed by all parties
concerned and is valid as a matter of law. The Division’s insistence of certain financial terms or obligations to
be included in third-party commercial contracts removes a company’s ability to negotiate freely and
jeopardizes their ability to receive “the benefit of the bargain” they are entitled to under the law.

The heavy-lift vessel clause required by the Division to deliver the jack-up drilling rig to the Cook Inlet so a
well may be drilled by Pacific Energy by June 30, 2009, although unlawful, is fulfilled. The contract specifies
a loading date as early as March 1, 2009,
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The Division acknowledges that the trip to the Cook Inlet could take as little as 46 days, putting the Jack-up
rig in the Cook Inlet by April 15, 2009, allowing two and one-half months (ten-weeks) for drilling operations.
The Division acknowledges that rig preparation, setting at the drilling location and driiling of the well could
take six weeks. The Division’s contention that this contract does not allow sufficient time to meet the first
drilling commitment date by Pacific Energy Resources is in error, faulty and not supported by a preponderance

of the facts.

The heavy-lift vessel clause required by the Division to evidence the “required deposit”, although unlawful, is
fulfilled. The “required deposit™ at the signing date of the contract is zero-dollars. A 5% deposit is required
one-day after the contract’s effective date, which is the date the Division grants the necessary extensions, and
that date has not come yet.

The Division does not have the authority to approve a commercial contract between third parties, nor establish
commercial terms or requirements in commercial contracts between third parties. The Division’s non-
acceptance of the heavy-lift vessel contract is not relevant nor is it backed by precedence or law. The State of
Alaska is prohibited from interfering or impairing the obligation of contracts under the Alaska Constitution,
Article 1, Section 15.

Alaska Statute 38.05.180 (a) states that “The Legislature finds that (2) it is in the best interests of the state (A)
to encourage an assessment of its oil and gas resources and to allow the maximum flexibility in the methods of
1ssuing to (i) recognize the many varied geographical regions of the state and the different costs of exploring
oil and gas in these regions.” The unusual risks and extraordinary exploration and development costs and
considerations associated with offshore Cock Inlet exploration and development are further recognized under
Alaska Statute 38.05.180 (f) (4 & 5).

The actions of the Division of Oil and Gas in denying feasible unit expansions and Plans of Exploration do not
encourage oil and gas exploration and production companies to want to continue to “fight” the Division in
allowing them to assess the state’s oil and gas resources. This is contrary to the Legislatures findings.

The offshore resources of the Cook Inlet have not been explored for over 15 years. At a time of falling oil
prices, increasing natural gas utility costs in the Cook Inlet, the recessing financial stability of the nation’s
economy and the looming failure of many businesses, it is essential to encourage exploration and development
in the Cook Iniet region.

With the three major oil and gas companies currently operating in the Cook Inlet only doing infield drilling
and not exploring for new reserves, it is essential that we encourage the other companies to stay in Alaska and
give them the chance to have their plans come to fruition, instead of constantly looking for reasons and
methods of inhibiting their plans or even forcing them out of Alaska.

The cost of drilling a well offshore and the amount of time necessary to acquire a suitable jack-up drilling rig,
heavy-lift vessel and a Jones Act waiver from the U.S. Department of Homeland Security is much more
substantial than an onshore well accessible by either ice roads or grave] roads. The financial considerations,
logistics and planning necessary are multitudes more complicated. However, the planning and contracting are
now completed and it i3 just a matter of delivery time and scheduling the wells in cooperation with Escopeta
0il Company’s well plans.

Denial of the plans by Pacific Energy Resources and Escopeta Oil Company does not send the right message
Lo potential oil and gas investors or potential exploration and production companies looking at Alaska, and is
contrary to the intent of the Alaska Constitution, Article 8, Section 1. Further, it is an involuntary divesting of
Escopeta’s and Pacific Energy’s vested rights, interests and investments in the leases and prospects, in
violation of the Alaska Constitution, Article 8, Section 16,
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Article | of the Alaska Constitution, Section 2 states: “All political power is inherent in the people. All
government originates with the people, is founded upon their will only, and is instituted solely for the good of
the people as a whole.” The DNR’s decisions violate my constitutional rights and the “good of the people as a
whole” are not being considered or served by these prejudicial and restrictive decisions.

Please Reconsider your Decision of 12/03/08 and reverse Director Banks’ Decision of 12/01/2008 regarding
Pacific Energy Resources’ need for the expansion of the Corsair Unit and its contract for the use of the heavy-
lift vessel.

Additionally, I request that the Unit and the Leases comprising the Corsair Unit be stayed in accordance with
11 AAC 02.060 (c)(3), and not be included in any lease sale or otherwise that may affect these leases. This
stay is requested to protect my interests, the public’s interest, and the interests of Pacific Energy Resources,
Ltd.

Forcing yet another company to take their plans before the Superior Court of Alaska does not serve the
public’s interest, or the best interests of the State of Alaska.

Comrnissioner Irwin, these two companies are the first to attempt at bringing a jack-up drilling rig to the Cook
Inlet in over 15 years. They have worked hard at getting their plans together, and not only do they deserve the
chance to succeed, but as a citizen, [ deserve for you to give them that chance as well.

Thank you for your consideration on this issue of statewide significance and importance.
Respectfully Submitied,

/ss (submitted electronically via e-rnail)

Bruce ID. Webb, for:

Webb Exploration and Production, LLC, President

Webb Petroleum Services, Owner

Alaskan Crude Corporation, Vice President

The Ridge Development Company, LLC, Managing Member
Executive Realty, Broker

P.O. Box 113141
Anchorage, AK 99511
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ExxonMobil Production Company Craig A. Haymes
P. O. Box 196601 Alaska Production Manager

Anchorage, Alaska 99519-6601 Jt. Interest U.S.
907 561 5331 Telephone
907 564 3677 Facsimile

Ex¢onMobil

Production

December 9, 2008

The Honorable Jay Ramras
Chairman, Judiciary Committee
Alaska House of Representatives
1292 Sadler Way, Suite 325
Fairbanks, Alaska 99701

The Honorable Craig Johnson

Co-Chair, Resources Committee

Alaska House of Representatives |
716West 4th Avenue, Suite 640 |
Anchorage, Alaska 99501-2133

The Honorable Carl Gatto
Co-Chair, Resources Committee
Alaska House of Representatives
600 East Railroad Avenue
Wasilla, Alaska 99654

Re: ExxonMobil Testimony on Point Thomson Unit, December 1, 2008

Dear Chairman Ramras, Co-Chair Johnson and Co-Chair Gatto:

Thank you for the opportunity to present an update on ExxonMobil's drilling and work
activities at Point Thomson to the Joint House Judiciary and Resources Committees.
ExxonMobil remains committed to working with the State to see that Point Thomson is
developed in an efficient and responsible manner.

As requested by the Committee, attached is a copy of the permit application and
approval issued by the Department of Natural Resources that authorized equipment
staging and site preparation activities, including the drilling and setting of conductors.

" We also are including a copy of the pemmit issued by the North Slope Borough that

addressed this same activity.

A Division of Exxon Mobil Corporation



1900

The Honorable Jay Ramras,
Craig Johnson and Cart Gatto -2- December 9, 2008

If you have any further questions or if | can be of further assistance please do not
hesitate to call.

Very truly yours,

7 —_
CAH:jpc
Attachments

xc: Representative John Coghill
Representative Nancy Dahlstrom
Representative Bryce Edgmon
Representative Anna Fairclough
Representative Max Gruenberg
Representative David Guttenberg
Representative Lindsey Holmes
Representative Scott Kawasaki
Representative Bob Lynn
Representative Bob Roses
Representative Ralph Samuels
Representative Paul Seaton
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S TA TE OF ALASKA SARAH PALIN, GOVERNGOR

DEPARTMENT OF NATURAL RESOURCES

DIVISION OF MINING, LAND AND WATER NORTHERN REGION
3700 AIRPORT WAY
FAIRBANKS, ALASKA 99709-4699
PHONE: (907) 451-2740
FAX: (907} 451-2751
July 7, 2008

Robert Dragnich

Exxon Mobil Corporation
PO Box 196601
Anchorage, Alaska 99503

Reference: LAS 26895
Pt. Thomson 3 Equipment Staging

Dear Mr. Dragnich:

Enclosed is your signed copy of the Land Use Permit for staging a camp, ice road
construction equipment, and fuel at the Pt. Thomson 3 Pad.

Again, please note that the permit contains several conditions that are specific to the
current legal issues involving Exxon Mobil and the Point Thomson Unit. These

conditions are as follows:

22. Issuance of this permit does not mean DNR has changed its position on the
status of the unit or leases,

23. DNR is not waiving any aspect of its PTU decisions;
24. Permittee does this work at its own risk.

If you have any questions regarding this permit, please give us a call.

Sincerely,

]

Natural Resource Manager

Cc:  Nan Thompson, DO&G
Steve Schmitz, DO&G
Jack Winters, DNR, OHMP
Ben Greene, NSB

Develop, Conserve, and Enhance Natural Resources for Present and Future Alaskans.




1902

J

STATE OF ALASKA

Department of Natural Resources
Division of Mining, Land & Water

LAND USE PERMIT

Under AS 38.05.850
PERMIT # LAS 26895

Exxon Mobil Corporation, herein known as the Permittee, is issued this permit authorizing the use of state
tand for storage activities, including the following location:

Section 34, Township 10 North, Range 23 East, Umiat Meridian, located in the North
Siope Borough, as shown on the attached map.

This permit is effective beginning _July 1. 2008 and ending December 31, 2009 unless
sooner terminated at the state’s discretion. This pemnit does not convey an interest in state land and as such
is revocable with or without cause. No preference right for use or conveyance of the land is granted or implied

by this authorization.

This permit is issued for the purpose of:

Staging of equipment, fuel, and camp at the Point Thomson Unit #3 Exploration Pad. The activity
includes maintenance of the pad, with the possible placement of additional gravel within the existing

pad footprint.

All activities shall be conducted in accordance with the following General and Special Stipulations.

General and Special Stipulations

1. Authorized Officer. The Authorized Officer for the Department of Natural Resources is the
Regional Manager. The Authorized Officer may be contacted at 3700 Airport Way, Fairbanks,
Alaska 99709 or (907) 451-2740. The Authorized Officer reserves the right to modify these
stipulations or use additional stipulations as deemed necessary.

2. Development Pian The development of the site authorized by this permit shall be limited to the
area and improvements specified in the development plan dated June 12, 2008. The permittee is
responsible for accurately siting development and operations within this area. Any proposed
revisions to the development plan must be approved in writing by the Authorized Officer before
the change in use or development occurs.

3. Compliance with Governmental Requirements; Recovery of Costs. Permittee shall, at its
expense, comply with all applicable laws, regulations, rules and orders, and the requirements and
stipulations included in this authorization. Permittee shali ensure compliance by its employees,
agents, contractors, subcontractors, licensees, or invitees.

Form Date: 11/13/02
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Indemnification. Permittee assumes all responsibility, risk and liability for its activities and
those of its employees, agents, contractors, subcontractors, licensees, or invitees, directly or
indirectly related to this permit, including environmental and hazardous substance risk and
liability, whether accruing during or after the term of this permit. Permittee shali defend,
indemnify, and hold harmless the State of Alaska, its agents and employees, from and against
any and all suits, claims, actions, losses, costs, penaities, and damages of whatever kind or
nature, including all attorney’s fees and litigation costs, arising out of, in connection with, or
incident to any act or omission by Permittee, its employees, agents, contractors, subcontractors,
licensees, or invitees, unless the proximate cause of the injury or damage is the sole negligence
or willful misconduct of the State or a person acting on the State’s behalf. Within 15 days,
Permittee shall accept any such cause, action or proceeding upon tender by the State. This
indemnification shall survive the termination of the permit.

Valid Existing Rights. This authorization is subject to all valid existing rights in and to the land
under this authorization. The State of Alaska makes no representations or warranties
whatsoever, either expressed or implied, as to the existence, number, or nature of such valid

existing rights.

Reservation of Rights. The Department of Natural Resources reserves the right to grant
additional authorizations to third parties for compatible uses on or adjacent to the land under this
authorization which do not unreasonably interfere with Permittee’s authorized uses.

Performance Guaranty. The Permittee shall provide a surety bond or other form of security
acceptable to the Division in the amount of _$175,000 _ payable to the State of Alaska. Such
performance guaranty shall remain in effect for the term of this authorization and shall secure
performance of the Permittee's obligations hereunder. The amount of the performance guaranty
may be adjusted by the Authorized Officer upon approval of amendments to this authorization,
changes in the development plan, upon any change in the activities conducted or performance of
operations conducted on the premises. If Permittee fails to perform the obligations under this
permit within a reasonable time, the State may perform Permittee's obligations at Permittee's
expense. Permittee agrees to pay within 20 days following demand, all costs and expenses
reasonably incurred by the State of Alaska as a result of the failure of the Permittee to comply
with the terms of this permit. The provisions of this permit shall not prejudice the State's right to
obtain a remedy under any law or regulation. If the authorized officer determines that the
Permittee has satisfied the terms and conditions of this authorization the performance guaranty
may be released. The performance guaranty may only be released in a writing signed by the

Authorized Officer.

Assignment. This permit may be transiferred or assigned with prior written approval from the
Authorized Officer.

Inspection,

a) Authorized representatives of the State of Alaska shall have reasonable access to the
subject parcel for purposes of inspection.

Form Date: 11/13/02
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b) The Permittee may be charged fees under 11 AAC 05.010(a)(7)(M) for reasonable routine
inspections of the subject parcel, inspections concerning non-compliance, and a final close-

out inspection.

10. Violations. This authorization is revocable immediately upon violation of any of its terms,

conditions, stipulations, nonpayment of fees, or upon failure to comply with any other applicabie
laws, statutes and regulations (federal and state). Should any unlawful discharge, leakage,
spillage, emission, or pollution of any type occur due to Permittee's, or its empioyees', agents',
contractors', subcontractors', licensees', or invitees’ act or omission, Permittee, at its expense
shall be obligated to clean the area to the reasonable satisfaction of the State of Alaska.

11. Use Fee.

a. The permittee shall pay to the Division an annual use fee of $31,976.72 without the necessity
of any billing by the Division. The use fee for the period of July 1 through December 31, 2009

may be paid on a prorated basis.

b. The use fee is due on or __July 1, 2008 , and annually thereafter without the necessity of
any billing by the Division.

12. Late Payment Penalty Charges. If the required use fee is not received by the State by the 10th

day of the month when due, the Permittee shall pay a late fee for any late payment. The amount
of the late fee is the greater of either the fee specified in 11 AAC 05.010 or interest calculated
from the due date at the rate set by AS 45.45.010(a) and will be assessed on a past-due account

until payment is received by the state.

13. Returned Check Penalty. A returned check fee as provided in 11 AAC 05.010 will be assessed

for any check on which the bank refuses payment. Late payment penalties shall continue to
accumuliate.

14. Site Maintenance. The area subject to this authorization shall be maintained in a neat, clean

and safe condition, free of any solid waste, debris or litter, except containerized or otherwise
legally stored.

15. Notification. The Permittee shall notify the Department of Natural Resources of all spills that

must be reported under 18 AAC 75.300 under timelines of 18.AAC 75.300. Al fires and
explosions must be reported to DNR immediately. The DNR 24 hour spill report number is (907)
451-2678; the fax number is (907) 451-2751. The DEC il spill report number is (800) 478-9300.
DNR and DEC shall be supplied with all follow-up incident reports.

16. Storage of Equipment. The site shall be protected from leaking or dripping hazardous

substances or fuel from equipment and vehicles. The Permittee shall place drip pans or other
surface liners designed to catch and hold fluids under the equipment or develop an area for
storage using an impermeable liner or other suitable containment mechanism.

17. Fuel and Hazardous Substances. Secondary containment shall be provided for fuel or

hazardous substances.

Form Date: 11/13/02
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Container marking. All independent fuel and hazardous substance containers shall be
marked with the contents and the permittee’s name using paint or a perrnanent label.

Fuel or hazardous substance transfers. Secondary containment or a surface liner must
be placed under all container or vehicle fuel tank inlet and outlet points, hose connections,
and hose ends during fuel or hazardous substance transfers. Appropriate spill response
equipment must be on hand during any transfer or handling of fuel or hazardous
substances to respond to a spill of up to five gallons. Transfer operations shall be attended

by trained personnel at all times.

Vehicle refueling shall not occur within the annual floodpiain or tidelands. This restriction
does not apply to water-borne vessels provided no more than 30 gallons of fuel are

transferred at any given time.

Storing containers within 100 feet of waterbodies. Containers with a total capacity
larger than 55 gallons which contain fuel or hazardous substances shall not be stored

within 100 feet of a waterbody.

Exceptions. The Authorized Officer may under unique or special circumstances grant
exceptions to this stipulation on a case-by-case basis. Requests for exceptions should be

made to the Authorized Officer.

e. Definitions.

"Containers" means any item which is used to hold fuel or hazardous substances. This
includes tanks, drums, double-walled tanks, portable testing facilities, fuel tanks on small
equipment such as light plants and generators, flow test holding tanks, slop oil tanks,
bladders, and bags. Manifolded tanks or any tanks in a series must be considered as
single independent containers. Vehicles, including mobile seismic tanks, are not intended

to be included under this definition.

"Hazardous substances" are defined under AS 46.03.826(5) as (a) an element or
compound which, when it enters the atmosphere, water, or [and, presents an imminent and
substantial danger to the public health or welfare, including fish, animals, or vegetation, (b)
oil, or (c) a substance defined as a hazardous substance under 42 U.S.C. 9601(14).

"Secondary containment" means an impermeable diked area or portable impermeable
containment structure capable of containing 110 percent of the volume of the largest
independent container. Double-walled tanks do not qualify as secondary containment
unless an exception is granted for a particular tank.

“Surface liner” means any safe, non-permeable container (e.g., drips pans, fold-a-tanks,
etc.) designed to catch and hold fluids for the purpose of preventing spills. Surface liners
should be of adequate size and volume based on worst-case spill risk.

18. Alaska Coastal Management Program. This project is categorically consistent with the
standards of the ACMP under A-list 2a (temporary placement of camps or equipment).
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19. Site Restoration. The site shall be restored to a condition acceptable to the Authorized
Officer.

20. Wastewater Disposal. Disposal of wastewater from any operation associated with this
authorization must satisfy the requirements of the Alaska Department of Environmental

Conservation.

21. Solid Waste.

a. All solid waste and debris generated from the activities conducted under this authorization
shall be removed to a facility approved by the ADEC prior to the expiration, completion, or
termination of the authorization or activities.

b. Paper products may be burned on site provided that measures (e.g. burn barrels, clearing of
burn area to mineral soil) are taken to prevent wildfires.

c. Temporary storage and accumulation of solid waste {prior to its removal) shall conform to the
following:

i. solid waste shall be stored in a manner that prevents a litter violation under AS
46.06.080;

ii. putrescible wastes (material that can decompose and cause obnoxious odors) shall
be stored in a manner that prevents the attraction of or access to wildlife or disease

vectors; and

iii. the premises shall be maintained free of solid waste that might create a health or
safety hazard.

22, Issuance of this permit does not mean DNR has changed its position on the status of the
unit or leases,

23. DNR is not waiving any aspect of its PTU decisions;

24. Permittee does this work at its own risk.

Form Date: 11/13/02
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[ have read and understand all of the foregoing and attached stipulations. By signing this permit, | agree to
conduct the authorized activity in accordance with the terms and conditions of this permit.

Ay’“—“ AAsinA 05&97#(/75’»; ARG LT 7 /? /J 5

L

Signature of Berfmittee or Afthorized Representative Title Date
Fre Bex (90&cy AN pleddco— A tIEA I 4 478y

Permittee’s Address City State Zip code
Ger—Gz ~F7FE el -SE4 277 Ao 30 7 LRI <ff

Home Phone Work Phone . Contact Person

/M /Um‘wu._/ Kesource aer Tuly 7 2008

Signzydre of Authorized STate Representative Title Date *
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Exxon Mobil Corporation
Point Thomson Drilling Program
Equipment Staging and Site Preparation Project Description

1. Introduction and Project Overview

Exxon Mobil Corporation (ExxonMobil), as operator and on behalf of the Point Thomson
leaseholders, proposes to stage equipment and fuel for use in ice road construction and other
operations, and conduct site preparation work at the existing Point Thomson Unit #3 (PTU #3)
gravel pad during July and August 2008 as the initial phase of drilling operations for the Point
Thomsen Drilling Program. The PTU #3 location lies 52 miles east of Deadhorse, Alaska along
the Beaufort Sea coast. Ice road construction and actual drilling will be covered under
subsequent permit submittals.

The proposed work includes facilitating removal of equipment currently stored on the pad by
another operator; placement of ice road construction equipment, a 30-man construction camp,
fuel storage tanks, and fuel associated with ice road construction and for use in other operations;

and maintenance and site preparation of the existing pad. Additional project equipment to be

staged onsite may include drilling rig components, casing and materials for drilling activities.
The maintenance and site preparation work will include grading, placing additional gravel from
the Prudhoe Bay area, and installation of a cellar(s) and conductor(s). Following site preparation
work, a small staff may be maintained onsite for maintenance and security until ice road
construction personnel mobilize to the PTU #3 location in November or December.

Permit approval for the work is being requested to allow the staging of ice road construction
equipment and pad maintenance and site preparation work to be performed in an optimal manner
during the summer. This also will allow greater utilization of the available winter drilling season
on the PTU #3 location. Approximately three to four weeks can be added to the available
drilling season time with summer staging of equipment and preparation of the site. Time savings
will be realized by staging ice road construction equipment to allow construction of the sea ice
road to occur from both the PTU #3 and Prudhoe Bay ends of the planned road and by having the
site ready to accept ice road construction crews and the drilling rig.

2. Site Description

The existing PTU #3 gravel pad was used for the drilling of the Point Thomson Unit #3
exploratory well. Temporary fuel storage tanks (empty) as well as miscellaneous equipment and
stacked well casing is being stored on the location by another operator. There is a gravel
extension from the PTU #3 pad to the Beaufort Sea coastline that allows equipment from a barge
to be transferred to the pad without crossing tundra. The site is largely surrounded by typical
North Slope coastal tundra as shown in the attached aerial image, Figure 1.

Page 1 of 10
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3. Project Permitting

Permit applications and requested authorizations for the proposed activities are listed in Table 1.

Table 1: Project Permitting Requirements.

Permit Approval or Authorization

Agency

Coastal Project Questionnaire

Alaska Department of Natural Resources
(ADNR) :

Land Use Permit

Alaska Department of Natural Resources

Title 41/Title 16 Fish Habitat Permit

Alaska Department of Natural Resources

Development Permit

North Slope Borough Planning Department

Letter of Authorization (LOA) for the
incidental taking of polar bears and Pacific
walrus

U.S. Fish and Wildlife Service

Spill Prevention, Control, and Countermeasure
SPCC) Plan

U.S. Environmental Protection Agency (EPA)

Operations and Facility Response Plan

U.S. Coast Guard

Helicopter operations will be conducted consistent with ADNR’s Beaufort Sea and North Slope
Lease Sale Mitigation Measures, which require that helicopter operations maintain elevation of
1500’ or more whenever possible and make approaches and departures from landing points in a

near vertical profile when practicable.
4. Summary Operations Plan

4.1  Project Schedule

The project schedule for the equipment staging and site work is shown in Figure 2. An
initial site inspection and survey, on or about June 20, 2008, is planned in advance of
initiating project activities. Barging of the ice road construction equipment, 30 man
camp, fuel tanks and other necessary supplies would occur in mid to late July and
August. Based on the results of the June survey, gravel may be barged in to provide a
stable surface for placement of the rig and drilling of the well within the existing gravel
footprint. Barging activities will be confined to timeframes that do not conflict with
subsistence whaling activities. A small crew may remain onsite to conduct maintenance
and provide security for the equipment and materials until ice road construction personnel
mobilize to the location in November or December.

Page 3 of 10
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' |Barging of Equipment and Materials 7/15/08  8/30/08 K T
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® |Final Equipment Staging 8/16/08  8/30/08
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4.2

4.3

Site Access

4.2.1 Helicopter Support

Access to the PTU #3 location for personnel and small freight operations will be
conducted via helicopter transportation from the Deadhorse airport. A Bell 212
or 412 helicopter will be utilized for personnel movement and emergency
response during the work program.

4.2.2 Barge Transportation

Transportation of heavy equipment and materials will be via barge transportation
from the Prudhoe Bay West Dock with routing along the northern Beaufort Sea
coast and off-loading on the gravel beach at the north end of the PTU #3 pad.
Barge operations are anticipated to require approximately 23 round trips from
West Dock for the movement of ice road construction equipment, temporary fuel
storage tank facilities, work camp/crew quarters, aggregate material for pad
preparation, and other necessary equipment and materials. Two deck barges (60’
x 200’ each) with accompanying tugs will be utilized for the marine transportation
requirements.

Barge activities will be confined to timeframes that do not conflict with
subsistence whaling activities. The barging schedule will be coordinated with the
North Slope Borough and communities of Kaktovik and Nuigsut to avoid
subsistence conflicts. The planned barging route from West Dock to the PTU #3
location is shown in Figure 3.

Access to the PTU #3 site will be controlled by onsite personnel. General public

use of the area is limited to the occasional local hunters that come through the
area by boat in summer and who will be able to stop and visit the location.

Onsite Personnel

Initial survey and tank inspection will consist of up to eight (8) personnel that will
commute by helicopter from the Deadhorse/Prudhoe Bay area for up to six (6) days.
Remaining activities will require up to 20 personncl for equipment staging and site
preparation. These personnel will be housed in the crew camp facilities that will be
barged to the site during this time period.

Page 5 0f 10
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Once equipment staging, site preparation and tank installation is complete, a temporary
camp for approximately two personnel will be staffed for maintenance and security

purposes.

44  Camp Facilities

A 30 man camp will support the summer operations and will be subsequently used by the
ice road construction personnel starting in November. The camp will have primary and
backup generators for power of approximately 150 KW each. Fuel for these generators
will be stored in the onsite fuel tanks that are to be installed and in generator day tanks.
Treated camp wastewater will be discharged to the tundra in accordance with NPDES
Permit No. AKG-33-0000. Sewage and sewage sludge disposition will be determined
after selection of the specific camp facility by the ice road contractor. Depending on the
unit selected, sludge may be incinerated on site in “Incin-o-lets” toilet units or collected
and shipped offsite for disposal in the Prudhoe Bay area. Trash will be stored indoors and
backhauled to Deadhorse or incinerated onsite to minimize the potential for wildlife
attraction. Camp water during the summer will be delivered to the site from water sources
within the Prudhoe Bay area and held in camp tanks. Resupply of the camp water will be
by barge transport. Following the completion of barging, camp water will be provided by
helicopter until snowmobiles are able to access water supplies at the Alaska State C-1
water pit. Water may also be taken from lakes close to the drillsite. Lake and gravel pit
water usage will be less than 500 gallens/day.

4.5  Equipment Staging and Site Preparation

The anticipated equipment to be staged at the PTU #3 location is listed in Table 2. Prior
to transport to the PTU #3 location, the equipment will be serviced in Deadhorse and any
identified maintenance issues that could result in leaks or faulty operation will be
addressed and remedied.

Table 2: Equipment to be Staged at PTU #3 Location.

Equipment Quantity Planned Use
Compactor 1 Gravel placement
Fuel tanks, 18,000 gallons each 9 Fuel storage
30 man camp 1 Quarters
Skid camp 1 Security crew quarters
Tucker Sno-Cat 1 Ice Road Construction
TV-145 Pumper 1 Ice Road Construction
966 Loader / Snowblower 1 Ice Road Construction
Service / Mechanic truck 1 Ice Road Construction
150 bbl water truck 1 Ice Road Construction
3235 bbl water tanker 1 Ice Road Construction
Fuel truck 1 Ice Road Construction
Warehouse building 1 Maintenance, storage

Page 7 of 10
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Emergency shelter/oil spill container TBD Ice Road Construction

Light plants, heaters, other TBD Ice Road Construction
miscellaneous equipment

Site preparation activities may include placement and compacting of approximately 2,000
cubic yards of gravel within the existing gravel footprint to provide a smooth working
surface and level area for the subsequent placement of the drilling rig. Actual gravel
importation quantities will be determined from site survey activities in June. Gravel will
be obtained from an existing permitted pit in the Prudhoe Bay area under an existing
contractor material sales contract. Additional site preparation activities include
installation of temporary fuel tanks, staging of approximately 160,000 gallons of fuel,
erection of a material and equipment shelter building, installation of a cellar(s) and
conductor(s), and facilitate removal of existing onsite equipment. The planned location
for the equipment and materials is shown in Figure 4.

4.6 Fuel and Hazardous Substances Control

Onsite equipment will use diesel fuel, hydraulic oil and lubricants for operations.
Approximately 10,000 gallons of diesel fuel will be stored onsite in a tanker truck(s) to
support initial site set up and preparation. An undetermined minor volume of commercial
lubricants will also be located on site in secured indoor containers.

ExxonMobil plans to install temporary fuel storage tanks with an aggregate storage
volume of 160,000 gallons in a lined containment area. The tanks will be double wall,
API 653 certified fuel tanks. When this temporary storage facility is completed, a fuel
barge will be dispatched to fill the tanks with diesel. This volume will be sufficient for
the equipment staging and site preparation activities during the summer and ice
construction operations in November and December 2008. After construction of the ice
road, the fuel tanks will store fuel for drilling operations. The tanks will comply with .
ADNR, ADEC, EPA and North Slope Borough requirements. Fuel transfers from barges
will comply with USCG requirements.

A Spill Prevention Control and Countermeasure (SPCC) Plan for the completed
temporary tank facility and other onsite fue! storage containers will be prepared and
submitted to the EPA. These temporary fuel storage facilities will also be included in the
Oil Discharge Prevention and Contingency Plan (ODPCP) which will be prepared to
cover the drilling activity. ‘Containment for the temporary tank farm will consist of lined
and built up cells capable of containing 110% of the storage capacity of the largest
emplaced tank. The tanks will be inspected on a daily basis in accordance with the SPCC
Plan requirements to verify tank integrity.
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3. Project Representative and Contact

An ExxonMobil designated project representative will be onsite at all times during operations.
Twenty-four hour phone service will be available at Deadhorse and/or the PTU #3 camp. The
following persons or positions are designated contacts for the project.

Table 3 ~ ExxonMohil Contact Personnel

Name Title Phone/Email Mobile Phone
Mike Flynn Construction TBD

) Supervisors .
Joseph Adami Joseph.adami@fairweather.com | 907-244-9016
William C. Point Thomson 907-564-3766
Pecor Coordinator william.c.pecor@exxonmobil.com
Rob Dragnich Permitting Coordinator | 907-564-3711 907-830-4796

rob.g.dragnich@exxonmobil.com

Page 10 of 10
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Exxon Mobil Corporation

C/O Craig A. Hayme. Alaska Production Manager
P.O.Box 196601

Anchorage. Alaska 99519-6601

RE:  NSB 08-408.Conditional Use Permit. Point Thompson Equipment Staging and Site Preparation,
Umiat Meridian. Point Thompson Unit #3. T10N. R23E. Section 34. Resource Development
District

Dear Mr.Hayme:

We have completed our review of your request 1o stage equipment and fuel for use in ice road
construction and other operations, associated with site preparation at the existing Point Thomson Unit #3
(PTU #3) gravel pad. This initial phase of drilling operations for the Point Thompson Drilling Program,
which includes setting two conductors at the (PTU #3) pad. will 1ake place in August and September
2008. (See attached letter),

Summer studies:

1. Bathymetry studies in the area of the proposed barge landing at the PTU #3 pad.

2, Topographic surveying of the (PTU #3) pad.

3. Geotechnical analysis (soil borings and ground penetrating radar) of the PTU #3 pad.

4, Inspection of fuel tanks and other equipment stored on the pad by another operator in
preparation for removing those items.

5. Archeological studies to potential water sources along the coastline between the Prudhoe
Bay area and Point Thompson arca,

6. Bathymetry survey between the Endicott causeway and the PTU #3 pad.

7. Inspection of exploration drill sites in the Point Thompson area to plan well inspections and

remedial work.
The project is set to commence on August 2008. with a completion date of January 31, 2009.

We have delermined that your proposed activity is consistent with Title 19 and the North Slope Borough
Coastal Management Program provided that you comply with the following conditions:

PROJECT SPECIFIC STIPULATIONS:

1. Exxon Mobil Corporation will submit results of any records of studies it has done on wildlife
that may be affected by its activities (i.e.. marine mammal observer reports) to the NSB Wildlife
and Planning Departments as soon as the reports are available, but no later than July 1. 2009,
This requirement does not pertain to engineering or peotechnical data not directly related to
wildlife.

+Jd

Exxon Mobil Corporation must obtain a non-objection letter from the Land Owner and must send
a copy to the NSB Planning Department. To the extent the land is owned by the Alaska
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Department of Natural Resources (ADNR), an ADNR permit specific to this project will suffice.

3. Permittee shall conduct activities in accordance of “cconomic opportunity policies” that reflects the
codified section of Title 19, NSBMC 19.70.030.

4, Permittee shall consult the villages of Kaktovik and Nuigsut regarding developments in the project,
and adjust the project accordingly if need be, in response to reasonable concerns of the villages of
Kaktovik and Nuigsut. NSBMC 19.70

5. Exxon Mobil Corporation shall develop a GPS tracking sysiem (i.e., navigation logs with
coordinates in real time) for all vessels to help minimize subsistence activity conflicts. NSBMC
19.70.050 (D) (1), NSBCMP 2.4.3 (d).

6. Exxon Mobil Corporation shall have signed Conflict Avoidance Agreement (CAA) with Alaska
Eskimo Whaling Commission (AEWC), the Whaling Captains of Kaktovik and Nuigsut prior to
commencement of barging activities, NSBMC 19.70.040 (E)

7. Exxon Mobil Corporation shall develop a subsistence mitigation program prior to the barging
activities for the villages of Kaktovik and Nuigsut to be implemented by the respective villages.
NSBMC 19.70.050 (D} (1), (F) NSBCMP 2.4.3 (f). Exxon Mobi!l Corporation may satisfy this
requirement by agreeing to (1) provide emergency assistance to subsistence users in the event of
inclement weather; (2) assist with transportation of harvested whales to shore if required; (3)
reserve 1,000 gallons of fuel for subsistence users in the event that displacement of sub51stence
resources requires users to travel farther in search of resources.

8. This permit shall not become effective until an ACMP review consistency determination (if
required) is complete, and Alaska Department of Environmental Conservation {ADEC) approves
the applicant’s C-Plan (if required).

9. Exxon Mobil Corporation shali have Tribal Consultation on Regional level (with ICAS) and
Tribal Entities of Kaktovik and Nuigsut.

10. Exxon Mobil Corporation shall adhere to all conditions set forth in the July 25, 2008 Siaff
Recommendation.

PROJECT STIPULATIONS:

1. A Status Report for the activities conducted under this approval must be filed with the Planning
Department on May | and January 1 each vear, from the date this approval is issued and until a Completion
Report is filed with the Division. Failure to file status reports or the completion report in a timely manner
may result in revocation of this approval. The completion report shall contain a statement describing any
clean-up activities conducted specific to the phase of activity, the method of debris disposal, and a narrative
description of known incidents of surface damage.

2. The applicant shall defend, indemnify and hold the North Slope Borough harmiess from any and all
claims, damages, suits, losses, liabilities and expenses related to the injury to or death of persons and
damage to or loss of property arising out of or in connection with the entry on and use of property within the
North Slope Borough boundaries authorized under this approval by the applicant, ils contractors,
subcontractors and their employees.

3. Amendments and modifications to this approval require 15-day advance notice and must be approved in
writing by the Land Management Administrator.

4. The applicant shall inform and insure compliance with any and all conditions of this approval by its
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employees, agents and contractors, including subcontractors at any level.

5. Rehabilitation, Restoration, Remediation, and Cleanup shall be compieted to the satisfaction of the
Administrator.

6. Tundra travei on or across Native land claims is not authorized under this approval, The applicant shali
consult Bureau of Land Management master title plats prior to any exploration or drilling to ensure surface
operations do not cross or impact exisling or pending native allotment claims. The purpose of this
stipulation is to avoid trespass and/or damage to in-holdings on North Slope Borough-owned lands.

7. In the event of a spill, Exxon Mobil Corporation shall contact the following agencies; National
Response Center (NRC): phone (800) 424-8802; ADEC - Business Hours phone (907) 451-2121, fax
(907) 451-2362; ADEC ~after hours and weekends call AK STATE TROOPERS (800) 478-9300; Alaska
Department of Natural Resources — Qil Spill Hotline phone (907) 451-2678, fax (907) 451-2751: North
Slope Borough (NSB) (907) 852-0440 (24-hour phone), fax (907) 852-5991; NSB Disaster Coordinator
(Pat Patterson) phone (907) 852-2822, (907) 852-6111 (24 hours on call) fax (907) 852-2475; US Coast
Guard phone (907) 271-6700, fax (907) 271-6765; US Fish and Wildlife Service (spills that may impact
ANWR) phone (907) 456-0250, fax (907) 456-0248; BLM Anchorage — NPR-A phone (907) 267-1210;
fax (907) 267-1304; BLM Fairbanks — NPR-A (Don Meares) phone (907) 474-2306, fax (907) 474-2386.
The Northem Regional office of the Division of Mining, Land and Water shall be supplied with all
follow-up incident reports.

8. The applicant shall hold well advertised meetings in Kakiovik and Nuigsut to ensure that the activities
do not conflict with subsistence uses of the area near Kaktovik and Nuigsut. These meetings are
intended to engage the subsistence hunters that use the areas that you plan to explore. If there are
potential conflicts, you will develop a plan to mitigate those conflicts, Any plan must be approved by the
N5B Planning Department. In the event that a meeting is not held prior to permit approval, Exxon Mobil
Corporation shall provide the Planning Department (c/o Waska Williams) with an update of concerns
raised by villagers, and Exxon Mobil Corporation’s efforts to mitigate any conflicts,

OIL SPILL PREVENTION AND RESPONSE STIPULATIONS FOR FUEL STORAGE:

i. The permittee is reminded to conform to the provisions of NSBMC Chapter 19.70 for industrial
development. The proper design. installation and operation of fuel storage, tansfer and loading
facilities are a condition of this permit. NSBMC 19.70.

2. Impermeable lining and diking is required for fuel storage facilities with a capacity greater than 660
gallons. The facility must be designed to hold 110% of the contents of the largest tank in the
containment area, plus additional capacity to account for annual average precipitation. An engineer
must certify that the lining and diking system meets these standards.

An oil spill prevention and response plan that provides for sufficient trained personnel and oil spill
response equipment to respend to the worst-case discharge at this pad, must be in place prior to operating
this pad.

SPTLL RESPONSE TACTICS:

Compliance with the following is required:

Place drip pans under vehicles parked over 5 minutes or during refueling

During bulk fuel transfers, placement of vinyl liners with foam dikes with a capacity of 25
gallons under all valves or connections to diesel fuel tanks that are not within secondary
containment.
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Pink dye will be added to all diesel fuel prior to transporting to the field crews to aid in spili
detection. All spills will be reported and cleaned up by Exxen Mobil Corporation.

HELICOPTER STIPULATIONS:

1.

Exxon Mobif Corporation will communicate with the City of Kaktovik and City of Nuigsut prior
to conducting the 2008 study work in order 10 avoid impacting subsistence activities. NSBMC
19.70.050 (L), NSBMC 19.70.050 (J) 3.

Exxon Mobil Corporation shall employ subsisience representatives to assist in minimizing
impacts to wildlife and local subsistence activities. Exxon Mobil Corporation is encouraged to
hire its representatives from the Villages of Kaktovik and Nuiqsut (or other NSB villages if no
one from Kaktovik and Nuigsut is available). NSBMC 19.70.050 (L) 4, NSBMC 19.70.650 (J)
3.

Helicopter use in support of study activities shall maintain at minimum, 1,500 feet of altitude to
avoid harassment over concentrations of 25 or more caribou, and over hunters in the area in of
pursuit of subsistence animals, except during takeoffs and landings or as required for human
safety. NSBMC 19.70.050 (L) 4, NSBMC 19.70.050 (J) 3.

To minimize impacts to subsistence actjvities, a helicopter route shall be established from routine
site locations. Exxon Mobi! Corporation shall not deviate from that prescribed route, unless
avoidance of a large concentration of animals is occurring. or for human safety. The helicopter
route for this project is limited to the study area. NSBMC 19.70.050 (L) 4, NSBMC 19.70.050

J)3.

Airports and helicopter pads are required to be sited, designed, constructed and operated in a
manner that minimizes their impact upon wildlife. NSBMC 19.70.050 (L) 4, NSBMC 19.70.050
(J) 3. Vehicles, vessels, and aircraft that are likely to cause significant disturbance must avoid
areas where species that are sensitive to noise or movement are concentrated at times when such
species are concentrated. Concentrations may be seasonal or year-round and may be due to
behavior (e.g., flocks or herds) or limited habitat (e.g.. polar bear denning. seal haulouts).
Horizontal and vertical buffers will be required where appropriate. Concern for human safety
will be given special consideration when applying this policy. NSBMC 19.70.050 (I) 1.

SUBSISTENCE MITIGATION PROGRAM;

Exxon Mobil Corporation shall contact the NSB Land Management Administrator to prepare and
implement a Subsistence Mitigation Program to mitigate adverse impacts to subsistence
activities. Pursuant NSBMC 19.30.070 (A) (1), (2}

Exxon Mobil Corporation shall hire local subsistence representatives (preferably someone who knows
the area and cabin or native allotment owners located in the general area) to work as a guide during
construction and to monitor the activities of the proposed project construction.

ECONOMIC STIPULATIONS:

The applicant is advised that the Borough strongly encourages those seeking to do business on the
North Slope to conduct their operations in a manner, that enhances locally-based economic and
employment opportunities for Borough businesses and residents. In order to ensure that these goals
have been considered in the design and administration of project operations the applicant shall
submit an economic opportunity plan to the Land Management Administrator that outlines, in
detail, how the policies outlined below and codified at NSBMC 19.70.030 have been addressed.
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Developers are encouraged to conduct operations to the extent practical and feasibie:

A, Using suppliers or subcontractors from within the Borough for work, which can be
accomplished competitively by local private businesses or regional or village corporations.

B. Employing local Borough residents, unless residents of the local villages express no interest in
the work.

C. Utilizing flexible employment procedures, which allow the pursuit of subsistence opportunities

by Borough resident employees.
D. Incorporating job-training programs targeting Borough residents.

1. The applicant shall present the economic opportunity plan to the Land Management Administrator for
consideration prior to commencement of operations.

GRAVEL STIPULATIONS:

Exxon Mobil Corporation shall not expand the gravel pad already in the project area beyond its existing
surface area, but may add gravel layers over the existing pad for maintenance.

The lands and facilities subject to this permit must be maintained in good condition and in conformance
with the terms and conditions of this permit. You are not relieved of this requirement if you abandon the
permitted activity, although you may make a good faith transfer to a third party. Should you wish to
cease to maintain the authorized activity or should you desire o abandon it without a good faith transfer,
you must obtain approval from the Land Management Administrator or his designated representative,
which may require restoration and or re-vegetation of the area.

GENERAL STIPULATIONS

1. The permittee is reminded to conform to the provisions of NSBMC Chapters 9.08, 9.12 and 9.16
regarding solid and sanitary waste collection/disposal and potable water. The proper and lawful disposal
of waste in an environmentally sound manner is a condition of this permit. If the permittee does not
anticipate using facilities operated or approved by NSB, the Alaska Depantment of Environmental
Conservation at (907) 269-7500 shall be contacted for an approved sanitary and solid waste disposal
plan as well as a plan for potable water for temporary and permanent facilities described in this permit.
A copy of the approved plans shall be submitted to the North Slope Borough Permitting and Zoning
Division to become a part of this permit file. NSBMC 19.70.030(I}(4)&(5)

[

Should any cuitural, archeological or paleontological resource materials (including, but not limited to
artifacts, house mounds, grave sites, ice cellars, and fossilized animal remains) be discovered in the
course of activities conducted under this permit, the site shall not be disturbed and the North Slope
Borough [nupiat History, Language and Culture Commission shall be promptly notified at (907) 852-
0422, NSBMC 19.70.050(E) through (G)

AH oil and other hazardous material spills over 55 gallons shall be reported immediately 1o the NSB by
telephoning (907) 852-0440. The follow-up written report will be faxed to the NSB Permitting and
Zoning Division fax (907) 852-5991and the NSB/OSEA ofTice at (907) 852-0327. A report of all spills
shall be submitied 1o our office on a weekly basis. A sufficient amount of absorbent materials shall be
on hand at all times in the event of any fuel, oil, or chemical spills. Spills shafl be cleaned up as soon as
possible. NSBMC 19.50.030{)

Lad

4. The Land Management Administrator may require that his authorized representative be on-site during
any operations conducted under this permit. NSBMC 19.30.100

5. Within the constraints of federal, state and local law, the permittee and its agents are encouraged,
through a voluntary affirmative action program, to hire and train residents of the North Slope Borough.
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In order to comply with this stipulation the permittee and its agents shall contact the Mayor or City
Manager and the village corporation of any village most affecied by this permit. [n this case contact the
village of Nuigsut at (907) 480-6727 and Kuukpik Corporation at {907) 480-6220 to determine if there
are qualified people available or people who could be employed for on-the-job training. NSBMC
19.70.030

6. The permitiee shall comply with ail local, state and federal laws and permits applicable to this project.
NSBMC 19.30.100

7. This permit is valid for the duration of the existence of the development and the developer's compliance
with the terms and conditions herein. This permit automatically expires within twelve months of
approval if no actual development has commenced. Failure to comply with the conditions of this permit
could result in immediate revocation of this permit. NSBMC 19.30.070

8. The permintee shall inform and ensure compliance with these stipulations by its agents and employees.
This permit shall be posted in a conspicuous place for these individuals to see, NSBMC 19.30.100

Qur review was conducted in accordance with NSBMC, Title 19. The purpose of our review is to ensure
that your project achieves the goals and objectives, and implements the policies, of the Borough
Comprehensive Plan, including its Coastal Management Program; to ensure that the future growth and
development of the Borough is in accord with the values of its residents; to identify and secure, for present
and future residents, and beneficial impacts of developments; 10 identify and avoid, mitigate, or prohibit the
negative impacts of development; and to ensure that future development is of the proper type, design and
location, and is served by a proper range of public services and facilities.

If your proposai is changed from whai is represented in your application dated June 18, 2008, you must
contact this office prior to the change being implemented in order to determine whether the enclosed
authorization requires an amendment.

By copy of this letter, we are advising the below-listed individuals and their respective agencies that the
proposal, as conditioned, complies with our District Coastal Management Program, and Comprehensive
Plan.

Any aggrieved person, including the developer/applicant, may appeal the decision of the Land Management
Administrator by serving written notice to the secretary of the North Slope Borough Planning Commission
and the developer/applicant within 30 days of receiving this decision. The notice shall state the reasons why
the appellant believes the decision of the Land Management Administrator is improper.

If you should have any questions, please contact, Waska A, Williams Jr., Land Management Specialist at

(907) 852-0440 or by email at waska.williams@north-slope.org,

Sincerely,

Paul Bodfish Sr.,
Chairman

cC: NSB Planning Commission
Craig George, NSB Wildlife (bowhead/fish)
Rober Suydam, NSB Wildfife (Birds/Bowhead/Beluga)
Harry Brower, Jr., NSB Wildlife {Subsistence/Whaling Captain)
Theresa Judkins. Director. AEWC
Doreen Lampe, Lands Officer. Planning, NSB
Linda Chrestman, Depulty Assessor, Assessing Division, NSB
Nora Jane Bumns, Kakwovik Village Coordinate, NSB
Doreas Tukle, Nuigsul Village Coordinator. NSB
Harry Bader, AKDNR, Fairbanks
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Dennis Gnath, JPO Ligison, DNR, OHMP, Anchorage

Robert Mcl.ean, Area Manager, DNR, OHMP, Fairbanks

Larry Bright, USDYF&WS, Fairbanks

Jeanne Hanson, USDINMFS, Anchormge

Josephing Delgado-Plikat, AKOMB/DGC, Juneau

Bill Smythe, AKDEC, Fairbanks

Mike Halley, Don Rice, US Army COE

Price Leavitt, Executive Director, Inupiat Community of the Arctic Slope
Lloyd Paningona, Realty Director, Inupiat Community of the Arctic Slope
Martha Falk. Dept. of Natural Resources, Inupiat Communiny of the Arctic Slope
Roberna Quintavell, President, Arctic Slope Regional Carporation
Anthony Edwardsen, President, Ukpeagvik Inupiat Corporation

Phillip Tikluk, Jr., President, Kaktovik lnupial Corporation

Isanc Nukapigak. President, Kuekpik Village Corporation

Mike Stous, Mayor, City of Barrow

Charles E. Hopson, £PA Program Manager Nahive Village of Rarrow
Freddic Aishanna, Mayor, City of Kaklovik

Sam Kunaknana, Mayor, City of Nuigsut

Katie Farley. State Pipeline Coordinators Office/ JPO, SOA

Leonard Lampe, President, Nuiqsut Tribal Councit

Arctic Arca Manager, USIN/BLM

Steve Schmiz, AXDNR/DO&G, Anchorage

Files

NOB0B/JLA/gbiww
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fz«'{;’-’“““"'sg Regulations Permit Application

!

Permit Number |09)"LIO(8 I

Applicant Exxon Mobil Corporation
Address P.O. Box 196601
Anchorage, AK
Contact Person Robert G. Dragnich
Location (TRS) 70° 10° 20.06"N / 146° 15’ 20.62" W

Zoning District

Proposed Start Date _July 15, 2008

Proposed Dcvelopment

KORTH SLOPE BOROUGII
DEPARTMENT OF PLANNING AN DCOMMLUNITY SERVICES
PERMITTING AND ZONING DIVISION

Permit Type

Date June 11. 2008
State ID

Phone

907-564-3711

Project Name Point Thomson Equipment Staging and Site Preparation

Unitized Field Name
and Pad Location Point Thomson Unit #3

Completion Date; __Jsnuary 31, 2009

Pad preparation, equipment staging including fuel 1anks and fuel for Iater work

Purpose of Development

See attached Project Description.

D Fill/Dredge Matenial

Acres

[J Oil and Gas Welis Number of New Surface Holes:

[ Temp. Water Use  Source

Purpose _Fresh water for camp

Alaska State C-1 Gravel Pit Access

Snowmobile

Maximum Amount <500 gpd

Period of Travel Oct!1,2008 - Jan 31,2009 Egyipment Snowmobile °

Amount 160,000 Gallons

Third Party Fuel Supplier. Double walled tanks in lined containment,

Amount

E Off Road Travel:
Access to Site  Helicopter / Snowmobile
XKFuci Storage Type Diesel
Handling
D Hazardous Type
Materials Storage  Handling

D4 solid waste

Treatment Backhaul to permitted Facilities in Prudhoe Bay or incinerate on site.

] Mining Mining Habitat

Air Emissions Type _See Project Description Amount _ < 100 tons/yr
(X Noise/Vibrations  Type Heavy equipment, Helicopter Amount

[ Sensitive Habitat ~ Floodplain Shoreline

@ Transportation Type Helicopter, Snowmobile, Barging

[] Marine Tanker Facility [ ] Seismic Work [_] utitity Development (] Recreational Development
D Causeway Construction (] Offshore Drilling (] Residential Development [_] CD-ROM Included
A Airport or Helicopter Pad E] Oil Transport System ]:] Snow Removal
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ATTACH TO THIS APPLICATION THE FOLLOWING:

“GENERAL VICINITY MAP

-SPECIFIC LOCATION MAP, INCLUDING NEARBY EXISITING DEVELOPMENT AND NATURAL FEATURES
-SITE SPECIFIC FOOTPRINT (IN ESR1 SHAPE FILE FORMAT) ON A CD-ROM

-A DIGITAL GIS SHAPE FILE OR GEODATABASE OF THE PERMIT AREA WITH NG ATTRIBUTES. THE PROJECT
SHOULD BE NAD 1927 ALASKA ALBERS OF GEOGRAPHIC

-DESIGN PLANS (PLOT PLAN), ELEVATIONS, CROSS SECTIONS, PROFILES. AS APPROPRIATE
-SUPPLEMENTAL INFORMATION, AERIAL PHOTOGRAPHS, STUDIES. ETC. (AS NEEDED)

SEND TO:NORTH 51.OPE BOORUGH, LAND MANAGEMENT ADMINISTRATOR
PO BOX 69

BARROW, ALLASKA 99723
PHONE: (907) 852-0320

.4/2/;

Authorized Signaturs” /4 Date
CRAG  Appymed PLASHA  JRedicaod apingeX
Name Title

FEE PAID [J SPECIAL PLANNING COMMISSION MEETING ....$12,000.00
(X DEVELOPMENT PERMIT...52,000 + $500 PER WELL
ADMINISTRATIVE APPROVALS ...$1500.00
CONDITIONAL DEVELOPMENT PERMITS...$3.000.0 AMOUNT Paip $2,000

DECISION

O ADMINISTRATIVELY APPROVED
This is a minor amendment 10 a development permil or is a use of land listed under administrative approvals for this zoning district.

1 REZONING APPROVED

This proposed development substantially complics with the Master Plan, and a use permut is issued, conditioned o complianee with all
relevant Masier Plan conditions, kease stipulations and provisions of state and federal Iaw and permits served there under.

O DEVELOPMENT PERMIT APPROVED

The proposed development meets all applicable mandatory Policies, represents the Developer’s best offons to implement all refevant best
effons and minimization policics. and as long as any canditions sed forth in the accompanying letter are complied with, will represent a net
public benefi. (See accompanying letter)

@' CONDITIONAL DEVELOPMENT PERMIT APPROVED

This is a use of land that is listed a5 a conditional development for this zoning district or has been elevated by the Land Management
Administrator 1o the Planning Commission.

O PERMIT DENIED
{Sec acoompanying letter)

£ .l 5-/-of

d Management Aﬂministrator Date

If you wish to appeal this decision, use must submit written potice to the secretary of the Planning Commission prior to the mext
regularly scheduled meeting, stating the policy or policies in questions and the reason you betieve the decision is incorrect.
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November 14, 2008

Kevin Banks, Acting Daector
State of Alaska

Division of (il and Gasg

550 W, 7" Avenne, Suiee 1100
Anchorage, AR 99501-3568

Re: Kitchen Unit Plap-of Explosation
Requeat far Amendtient of the Dirilling Commitmint Doteg

Dear Mr, Bonks:

Referénce is miade 0 that cevizin Kilchen Unit Agregment, spprgived by the Department: of
‘Watural, Resomrees C'DNR™), effective Jauary 31, 2007, The Kitcher Tnit inchudes twi - progpeces
knowa. as tbe Kitchen Praspect and East Kidcken Progpect, whiich mclude sixicen (16} State of
Aliska OHF and-Gas Lesses ADL-389 189, ADL-389190, ADL-38214), ADL-589102, ADL-386£93,
ADL-339914, ADL-389915, ADL-380917, ADL-389918, ADS389919, ?’:Dlr389924 ADU-
589925, ADL-389926, ADL-350348, ADL-390554, and ADL39H 105,

Thé Kitchen: Bnit Agreesvem (“KHU": cem!mnad workfdrillig, Sonmmitments detaited i Exchibit
‘G, the laifial Plan of Exploration. A 1equest for -amendment: o thes Plar of Exploration was
sihsequently submitted 1o the DNR o September 25, 2007; This mquaﬁ was demied o Decembier
31, 2007 and the DNE issued i potic of L ) 7 KHUY. 'Ihe wotice of défaulr recogitzed fhal
Esmpeta il Compeanyy, LLC (EOC™Y had mads “s&gmﬁmt fiois mad investiments tn hring ajack
o tig to the Cook Inket™ md Provided BOC the sppornunity b curg the defmlt vader 11 AAT
83.3 M(b) by eﬁn‘scmely dolerring the KN diilling dexdlite from: Decambier 31, 2007 @ December
31, 2008, as requested in BOC!s Septomiber 25, 2007 leiter,

As the Division of OU and Uas ia swars, BOEC abd Pacific. Emegy Rasom‘ccs LT (“PERL")
have been Giliggnly working favwards the sequisition of 2 suifbls jitk-up dilling rig, as well'as.an
ceptable hmyhﬂvmel Lontracs for the rig's delivery to the Cook Infet  Evcopeta hadl, begun
efforts to acquite-and deliver = jock-awp drilling rig:to the Caol fider back In nitd-2005; bifore.the
lwmation of the KEFU, Neeadlm to way,. thds endeavr s lmm a-complicalésd end cosily
undartalting fof an. mdepeudmt ail and gos company:

Linmethately after the acquisition af the Fomst it Comypmy lmfdings in: Aluska by PERL, PERL,
begem their quest: fora jack-up dn]lmgngb:: drill the Corsalr Unn:pmspeu Buignse both EQC imd
PERL hid 3 cotnmon goal in the ecquisitian. i dedivery of @ jack-up vig to the Codkﬂxiet; ol o
cotipanies. begain soordinatng offorts i e seduch. foi a suitable: jack-ap dxﬂlmg rig and heavy-lift
vegsél &ddmcmall}’, E@C‘ aud PERL came to 4 pumally. henefical arvangement and. began ﬂlanng.
and tepzacessing wisoie daty to better define both it nreds.

The efforts by both BOC and PERL have auw come K fruitian aftef keigihy tegohiatinns. und:
corisxderable fimmcial expemhfm‘os:md ‘comnitmetits, EQC remgmzesand abpreciates the parisnce
‘and coopevation of the DNR anut: the conscientious sttention and: assistince. that' bas been provided to.
both BOC dad PERL tuoughiontths sijnificant undertiling.
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On April 30, 2008, PERL submitted to the DNR evidence of & drilling rig contract between PERL
and Blake Offshore, LLC, evidence of the required down payment, and a commitment from Blake
Offshore, LLC ("Blake™) to provide the Blake 151 jack-up drilling rig to the Cook Inlet for drilling
within the Corsair Unit no later than June 30, 2009,

On November 17, 2008, EOCandPERLmﬁMoangshmgagreemmtﬁartheBhke 151.
offshore jeck-yp drilling rig. ~ This agreement recogrized the cost and risk sharing. opportumnities
by both companies and provided for the fair md equitable sharing of the jack-up dsilling rig, thereby
providing for the most expedient exploration and development possible for the two companics
prospects. .

On October 31, 2008, PERdexvaedmtthNRmdmwofanemtedheavy-hﬂvassei
contract bétween BQC, PERL, and Offshore Heavy, Transport AS ("OHT™) for the use of the M/V
Heavy Lift Falcon for the delivery of the Blake 1511&ck-iq)dnllmgng.

‘Fhe stagé has now been set by EOC and PERL for the delivery of the first jack-gp drilling tig in:
the Cook Inlet for over two decades, This significant milestone marks the beginning of an exciting
new era in offshore exploration anddevelmentm&m(ﬂoekinlet,notonly for EOC and PERL, but
for all offshere oil and gas lessees.

Pursuant to 11 AAC 83.343(e), EOC hersby respectfully requests the amendment of the
approvedKHU ‘Plan of Bxploration to allow for the sutcéssful exploration and development.of the

Unit. This smendrient is fecessary becanse it i impossible to drifl the first exploratory well ia the

KHU by December 31, 2008, as indicated above, Attached and made a part herefo of thie requested
amendment is a draft thres-year initial Plan of Explotetion (“POE™). In accordance with 11 AAC
83.303, approvalofthzsPOBlsmthebeetmterestsoftheSmteofAlaska,thcrosﬁmq}fﬁlaﬂ;a,
memgymnsumm(mwa@,wmmmalmdhdxmﬂd)mﬂwmmmmﬁmﬂong&emﬂ—bdgaﬂ
Cook Inlet-offshore vil and gas lease holders, and the United States policiés on.doiiestic encrgy and
natoral resouress.

.Because EQC tmd PERL have shared their independent geologic and geophysical infonmation
and jointly: develcped there: respective! pmspedxmthmﬁmlﬁtchm and Corsair units, 4 higher 1évél
of conservation of natural resources will ocour, With both. companiies tindérstanding, their adjoining
prospects and reservoirs, a global plan of exploration. can be utilized. This “global p]an” will allow
both EQC. andPERLtnmininnzeecunommdphymealwastebytheshmngcfmfmmaﬂon,
equipmeént, facilities, future infrastructite, @nd other mmtually beneficial Zrangements.

EOChase:xpendcdavuymgmﬁmtammofﬂmmaimxlphymcalresmmmtbe

" acqmisition of the cffshore ledses, the acquisition and intespretetion of the. geologic and geophiysical

data, the delinedtion of the Kitchien and East Kitchen prospects, the four-year effort in obtzining a
suitable jack-up drilling, rig, the KHU formation, the malti-company negotiations and egreements,
the-procurement of a Jones Act Waiver, and the contract for a heavyJift vessel. Accordingly, PERL

‘has ‘expended sitnilar. financial and pliysical resources. Approval of this reduosted amendment will

protéct the vested intsrests of both EOC andPEI{Lbyaﬂomgformeexw.mn of their plms and

realization ofﬂzen unwavering efforts to bring a jack-up drilling rig to the Cook Inlet.

Ademalofﬂaemquwtedl’()E anzsadment would result in the enormous waste of financial and
mcmmmmahmﬂmdybmmmdﬂmdmm&edbym as well as by the State
of ‘Alaska in ifs review, adjudication, approval and oversight of the KHU and related drilling rig and
hcavy—h&v&ssclconh’acts.

AdmlalofmerequmchOEmendmmtmu!dmultmﬁhapomﬂwasteofﬂmphysmal-

Tesources Of the. State of Alasies. EOChasccopm'mdthhPERLmdmmtmmnmd

development of the company’s respective prospects: Another company may ot be able o enjoy the
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benefits of shared data and would most bkely have to acquire, interpret and delincate the KHU
prospect again, perhaps missmy irnporfant structures or closures.

The State of Alaska’s imterests will be protected, as the KHU Jeases cannot be explored and
developed fuster by any other company other than EOC. The Biske [51 offshore jack-up drilling rig
will not be available for any other compary’s vse prior to the summer of 2010 because PERL will be
vtilizing it. There is no othex drlling rg in the Cook Inlet sitable for offshore exploration of

’ development drilling.

Should this requested POE amendment be denicd and the KHU texminated, because of the time
necessary to spprove the 2009 Cook Inlet Areawide Best Interest Finding (“BIF”), the potential
appeals and litigation essociated with the BIF, the subsequent sppeal of the KHU POE modification
dmLmdmenmsmyuﬂemchmdmmammnmwymmchemeKHUle&smmr
any upcoming legse sale, the KHU lesses would mof.be availsble for competitive bid until the May
2010 lease sale, at the carliest, Should atnother company, or companies, be the successful bidder on
these leases; it is wilikely the DNR would be able to jssne the leases until after. the. 2010 offshore
drilling season. Evmxfﬂm}meswnidbemmedmdymmdml\&ayzom a new lessee, of
lessees, would still have acquive and interpret the geologic and geophysical information to deliiicate
the prospect, and would have to either acqire their own drilling rig and heavy-1ift vessel, or they
would need (o xegotiate a cunuactw:thFERLfortheusaof&wBlake 151 jack-up drilling rig.

With all things considered, ﬂwﬂlbempomb!cforanyothercompany ‘of comipariies, to drill a
well in the KHU Jeases during 2010, snd very wmlikely it would be able o ocour earfier than 2012.
Therefore, EOC ig the cily company poised to successfully drill # well in the KHU leases it 2010 or
carlier, and it is in the State’s bcstmtaresthavngOmeammmual of the KHU Jeases and their
exploration and developmient.

The environmental costs and benefits formmngmemﬂjandappmwngthsmquestedPOE
smendment to allow for the contirued exploration nd developiment of the Kitchen and Fast Kitchén
prospects by the mmﬂpmﬁmmmﬁmt_, EGChasal:eadyoempletedallﬂwnecessaxy
plamning, geological and geophysical data interpretation, as well as initiating final preparation for the
acquisition. and delivery of the necessary offshore drilling 1 rig, If the KHU were témminated and the
leases everitaally acquired by afiother comipsny, or companiés, duplicative envirommental research
and data scquisition and intexpretation would have to be perforaed, Additionally, should multiple
compam.es or individuals. acquire the. KUY leases i a sobisequent leass sale, thie-toquired canplex
negotiations and neW unit end Gpetating sgrecments would deldy any possible explomﬁon. EOC as
the sole: Unit Opérator and owner -of the existing geolog»cal and- geaphystcal datz, is-the only
company positioned to minimize additional enviromments} costs mid maximize the benefits to the

‘State of-Alaska.

EOC already has estsblished exploration. and. potential development plans for the KHU.

Retaining ROC as- Unit Operator by approving the. requested POE amendment allows for tie

expedient exploration and developmient of the KHU oil snd gas resowrces, thereby minimizing fature
economic costs to the Stite ofAlaskaandmmmng&e ‘benefits by an cadier first delivety of
royalties from pcrcthmmn Should thie requested POE amendment not be appioved and. the KHU
terminated, anchmtOpemtormﬂdhmmmﬂummcbmmgmm:wiomandz
developient plans, mcreasing the sconohic. costs and delaying the delivery ofﬁrstmyalttes to the

‘State of Alaska.

As stated earlier; there has not been a jack-ujp drillig rig in the Caok Inlet for over two decades..

‘During. those two decddes, not one offshore prospective oil and gas lease has been bid on by one of

the thres existing major oil and gas companies operafing fa the Cook Inlet. If one of these thrée
existing, major operators would have wented to acquire any addifiona) offshore oil and gas leases
over the last two décades, théy would havé. Additionsl, all tiree of these major operators had the

mmmmwmmmgam-@mmgmmcmmfmwmdmw
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dumg timeg of ristng oll and gas prices: Nowdm&moﬁmdgzs prices are: dchsnmg onco agat, it

i unlikely these majors will express an tmtevest. It :sﬁmmfomup:omcmmleifmsafthe.
'mdspmdmto:.lmdgascompmuestohrmgmchadnumgngﬁotbemklnlet

Wih declining . u:lmdgaspncesand Coonk. tolet oil. andgasmmeas it'is important that. the.
Stote cf Alaska fostcz and eticourags atl Existing oppostunities it has towards. the expluration- and

,dwelopment of i its oi} and gas resources. Demal of this tequested POE amendnient nisy result inthe

mability of the KA ragources to be timely wiploied and developed. W fact, ademal may.hé'va a.

mrickle-down effect o the ovérall ecovomics aud jasnficaran far brioging & jackop drilling rig to

the ¢ ook Tlet all togeﬁwr

The opporiunity for 2. jack-up dnllmg 1ig to be: smomfmuy delivaied (0 the Coek Inlets here;
an event long overdue and 2 result of the diligeént efforte of EQC dnd PERE. Uid in the best ‘interét
of the State of Alaska, -sad fis fesidénts, b Contime the good Tl aegotiztions which will aliow
EOC, a8 well 33:PERL, to Fiifi) their expforanuu -l devélopment plans, thereby. providing the
Staie of Alaska rovalties, o e 6il ahd gas produstion from the Kitchen and Bast Kilchen prospects
3 the earliest date ] possx ible:

\E?.dlthlt G tu rha Uit &geemcm}, the ;ack-up dnllmgng ucntract between PERL und Bhke, therig
sharing; agaemani between EOC. and’ PERL; and ﬂL haaw-hﬂ wessél contract betweerr EGC, PERL
and: OHI The dolimp rig coafrac; tig shmng sgreement.-and . hmw—hﬁ vessel ‘coniract: we
dslivered umder- separate cover :snd comswdered commeénial- and propristaiy b atire: and -aré
laqnestv::d ry be lield CONFIDENTIAL: nder 1 AAC 828 i0.

Should the Department of: Naiural Rosourdes wish 6 disouss: this request mpemam prior-to the
igdumce of nidecision:on fhie Tesjuést, Escopets Gil Con:pmw LLC would secommadare such a
tequest; Any such meeting would be beneficial for Pacific Eneray Résolrces; LT 5. atterid ds well,
if you_have any. queshons, pleme feel. frek 1o bontact roe: mmedxately -af iy, Hnustﬁn office: TN

62322219, vy cell phioise &t {713) §26:7243, or by il ot éscopeta@ewhellnet. -

prwiﬁﬁ}y Subp 'Rﬂd By.

Attiichoiznts:.  Draft Revised Trittiat Plan of Explovation
Tranomettal Letter of Cenfigential Information’
T Tackewy Drilling: ng Cenhast
Heavy-Lift Vessel Cobtract
Rig Shariiig - fkgreemmt
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WORKING DRAFT - Thizls @ working draft prepaved for the Stutz of Aloska, Dept. of Novural Resoum:.
Dwtdm of Uit and Ges. and represemsy. o comumitmint.

o "K'jlchﬂ.a.'if;ﬂt _
Revised Exhibit G, Inithal Plan of Explovation.

The Urit Operater, Escopera (3 Conrpary, LLC (EOC), shall corple(e an inital Three- Year Plun of
Expiamnan for: the Kitchen Unit (KHU), efféctive Jamary. 1, 2009 to Decenber 31,2011

2009 Year-One, Obtiiln all permity necessary for e drﬂ!mg af oné exploration well within either
the East Kitchen or Kilthm.l’rmpub

L,

By Deécember 31,2009 EOC shall obtain all netessary regulstory’peruits and-authotizations -
néeessary for this- drillieg of an Exgloratios Well to. either East Kitshen #1or Kitchen' #1 io'a.

bottom hiolé lecation i either ADL #380926 or ADEE 389924, and a3 désnnbed i Tablc #i, tha

Tty dcp{h of “hetween 1600(! feer TVDY, penctsfing the' Sterling; Behiga, Tyoac.k md
I-!cmlock ﬁmnanons

16 BOE giils 1 obkain the nocéssacy periits amd avthosizations as described in itevis 4 1 above: by
Dioetnber 31 12009 the KR wll mtomasically. tleyminiate, ind EOC shall pay the. state % X
(amount-10.be deteriined andurder: -review). for potentinl unrealized onis: ‘pEyments: that: mlghl
‘have boen feceived on expired leases' (11520 acres in ADL’S: 389139 3E9190; IRYTSL; 385192,
389193) in the KCHU Ui the plinried May, 2010 Cook Tulét lease sale:

12,01!';1"i’eﬂrfﬁ?ﬂ;}l}kmﬂﬁe:ﬁph}m Hion well i eitiher the East Kitchow o7 Kitéhen Prospectss

B}« Deamﬁcr 3! 2010 BOC shall &l sa Explotation Well 1o either Eust Kitchen: #1 or Kitchen
#1 iy bottony hule lcmtm in- mdh:ar AD[. #3&9926 orADLﬁ 389924, and 2z dw:ubad in Table
#1108 DUATTGAY. depﬁx of between 16000 feet. TV, pme.imtmg the:: Sn:ﬂmg. Beinga, Tvonek

-and Heinlock formations:

1f: BOG Tails 1o diifl an !:xplommn Well as described iivitem ¥ T ibove by Decernber 31,.2010;
tie: KHU will aitomntically t2 e, and EGC, shall ‘pay the-state § xxx dmount. to be
'deft' 'ed :rmi under m'teu) for paﬁauua& umeahzad hcmm paymmw that mlghl bave: b&en

ﬂml&m in the flenned Mﬁv Zﬂl]l,Cmftl‘wImlcasasaIa.

2#11:-1(&1-‘1‘.!:‘:@«3, Drrill second explakstion well tu ekbier (e Eist Kitelién or Kitchew Prospects:

- IE tre: upit does not taxpiniahe i year one, by December 31; 201K the Unii Operator shall dfil] &

second, Fxpk}!‘auﬂn Wetl.to eithsr East Kmkeu 4 of Kitchen #1 o & boﬁnm-.héﬁe toczmm H:

either ADL 389926 or ADL# 365924, snid us déscribed in Table #) and 6 o' mininmum depih of
betweed 16,001 fert TVD, penstrating tie Stéstimy -Belvga, Tyonek and Hemlodk fovmations:

I lhaUmlOpc:mmrmeq b}dt‘tl! #n: Expfa—raﬂwn Well as. dmi!mdmnmm #q ahgve’ anmeablc
#1, by Decamnber 31,2011, the Kitchen Unit will datomasically wetmiitine did BOC shisll paythe

stae §0a fimwum fo be: defemszmd i, ueder i for puot-:-.nml sinrealized boms paymisals

= mpateE awhed b
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)

2

3)

that might have been received on expired leases (11520 acres in. ADL’s 389186, 389190, 389191,
389192, 389193) in the KHUmﬁeplmmedMﬂy 2012 Cook Inlet leazs sate.

TABLE 1; PROPOSED WELL LOCATION INFQ 0
East Kiftchen #1 Kitchen #1 Kitchen #2
AD], 389926: ADL 389924: ADL389917:
TIN,RI1 W, SM. TON,R1I W, S.M. TEN,RI2W,SM
Section 22 Section 18 Section 3
Additional Provisions

In accordance with Article 8.1.1 of the Agreement and 11 AAC 83.341, an amnual report is due that
describes the statns of projects-undertakien andﬂleworkcompleﬁed during that year of the POE, as
well ag any proposed changes to the plan. The. update to the. POE must describe the applicants
proposed explorstion activities; mcludmg the' bottomi-hole locations and depths of proposed wells,
and the estimated: dats drilling will cotumence. All exploration operations mmst be wnducted under
an appmved plan of exploration.

The Unit. Opﬁatm shell submit & Second Plan of Exploration to the. Commissioner at Ieast 60 days
before the POB expircs. Alteratively; the Unit Operator shall reqiest approval. of the first Plan of
Development, if appropriats, at least 90 days before the Initial POE expires. 11 AAC 83.341(b).and
343(c)

“BOC shall request approval ﬁ'om the Dcpa:tmt:nt of Natural. Resources to. establish ‘an- Inmal
PmtcnpahngAreamﬂ:mtheKHUbyDecemberB\l 2010. Any leass, or péition of a lease in the:
KHU ot included i an approved participating afes will sibisequent] oontmctmtoftheKHUupcn_
approval.”
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Joint House Judiciary & Resources
Committee hearing
12-01-08 }

PACIFIC ENERGY 5

Lt. Governor Sean Parnell Mayle, 2008
State of Alaska

550 W. 7™ Avenue. Suite 1700

Anchorage, AK 99501

Commissioner Thomas Irwin
Department of Natural Resources
550 W. 7™ Avenue, Suite 1400
Anchorage, AK 99501

RE:  Corsair Unit Expansion Application
Appeal of Director Bank’s Decision and Request for Reconsideration

Dear Lt. Governor Parnell and Commissioner Irwin: |

In accordance with 11 AAC 02, Pacific Energy Alaska Operating LLC (“PEAQ™) and its
parent, Pacific Energy Resources Ltd. (“PERL”) (which companies are sometimes referred to
collectively as “Pacific™) hereby appeal the decisions of the Director of the Division of Qil and
Gas (Division), dated April 30, 2008, regarding the Expansion Application for the Corsair Unit
(Corsair) and Plan of Exploration (POE). PERL is the operator of Corsair and had requested
the Expansion of the Corsair Unit, simultaneously offering an amended POE. The Director
denied the request. A copy of Pacific’s request to the Director and the Director’s letter to
Pacific denying its request are attached and incorporated into this appeal. At the time of the
submission of the Corsair Unit Expansion Application, Pacific submitted extensive geological
and geophysical (G&G) interpretations, structure maps, secismic data, well logs and evaluations
to the Division in support of the Application. This G&G information is held confidentially by
the Department of Natural Resources (DNR), pursuant to AS 38.05.035, and is hereby
incorporated into this appeal by reference. Pacific hereby requests that all previous confidential
data submitted to the Division concerning the Corsair structure remain confidential.

The subject leases of the existing Corsair Unit are ADL’s 389196, 389197, 389198 and
389515, totaling approximately 10,185 acres. The requested northern expansion leases are
ADL’s 389513 and 389514, totaling approximately 5,082 acres. The requested southern
expansion leases are ADL’s 389507 and 389923, totaling approximately 11,464 acres.

The main points, among others, for this Appeal are as follows:

1. The Division did not fully consider the merits the Unit Expansion Application and the
benefits to the State of Alaska and the public in its negotiations. Such actions by the
Division severely prejudiced Pacific Operating Alaska, LLC and Pacific Energy Resources,
Lid.

Corsair Unit Expansion Application
DNR Appeal to Commissioner page 1 of 34



2. The determination by the Division that the Proposed Amended POE was an “unacceptable
delay™ in the drilling of the unit’s resources is erroneous. Rather, the Proposed Amended
POE represents an acceleration in the drilling of the unit’s resources.

3. The assumptions and conclusions made by the Division regarding the “warehousing” of
leases are incorrect. The prejudicial and predetermined nature of the Division’s Decision
did not allow for the full consideration of the Expansion Application and appeared to have
been written for the sole purpose of using the Decision to fortify its position taken in other
pending litigation.

4. The determination by the Division that having the subject expansion leases available in the
May 2009 lease sale would allow the leases to be dritled sooner and thereby conserve
resources is incorrect. Rather, it would be impossible for the subject acreage to be drilled
sooner on a lease-by-lease basis. The more prudent approach would be to permit the
unitization of the total Corsair structure and resource, thus allowing all acreage to be made a
part of a comprehensive exploration and development plan.

5. The Division’s failure to unitize the entire reservoir works against the primary goal of
conservation of all or part of an oil and gas resource. The fragmentation of the Corsair
structure into unitized and non-unitized parcels with different working interest owners
would ultimately result in a waste of both economical and physical resources.

6. The Division’s conclusion that the State’s and public’s best interest would be served by
having the expansion leases expire and become available for releasing by any potential high
bidder, rather than preserving the Corsair structure and resource as a whole, operated by a
single working interest owner is erroneous.

7. The Division failed to fully consider the protection of all parties of interest, including that of
Pacific and the south central natural gas consumer, especially as it relates to the overall
economics of bringing a jack-up drilling rig into the Cook Inlet for not only exploration of
the Corsair structure, but the exploration of other offshore prospects and the step-out
development drilling of the existing offshore platforms and their respective declining
production and reserves.

8. The Division’s Decision overlooks the technical, geological and geophysical information, as
verified and supported by the Division’s Resource Evaluation staff, as well as the
economical and commercial aspects of the proposed Corsair exploration and development
plans.

9. Denial of the Corsair Unit expansion is not in the best interest of the State and damages
Pacific’s capital investment in the Unit and the interpretation, evaluation and delineation of
the Corsair resource.

Corsair Unit Expansion Application
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10. The only possible partics who would benefit from the denial of the expansion application
would be the existing major Cook Inlet producers. By the Division’s denial of the
expansion application, it is limiting competition and allowing the continued control of the
market by the major Cook Inlet producers.

11. The Division’s failure to adequately evaluate the expansion application in accordance with
the provisions of 11 AAC 83.303 severely jeopardizes PERL’s ability to economically
explore and develop the Corsair prospect. The Division’s failure to fully consider the merits
of application prejudices and damages PERL.

These points, as well as others, are discussed in further detail, and are elaborated on as they
relate to their occurrence in the aforementioned Director’s Decision.

I. DECISION SUMMARY, paragraph two, finding No. 1: Does not promote the
conservation of natural resources. (page 3)

The Corsair structure, as delineated and presented to the Division’s Resource Evaluation staff,
indicated several intervals of productive hydrocarbon sands within the Sterling, Beluga,
Tyonek and Hemlock formations. Unitization of the entire reservoir, especially by a single
operator, will insure the most efficient exploration and production of the resources, and the
greatest ultimate recovery from the Corsair reservoirs.

Without unitization of the entire Corsair structure, the resource could be fragmented into
unitized and non-unitized parcels by multiple working interest owners, requiring needless
negotiations, duplication of effort, and waste. Should the subject leases be acquired by another
lessee, there is no assurance that that operator will have the necessary financial capabilities or
access to the required offshore drilling equipment to explore and produce those portions of the
reservoir, thereby wasting the natural resources.

As the Division is aware, unitization of leases ideally encompasses the minimum area
necessary to encompass the entire geologic structure or reservoirs. By denying the proposed
unitization of the subject leases, the DNR effectively promotes the waste of natural resources.
Therefore, Pacific maintains that the Division erred in its finding that unitization of an entire
geologic structure does not promote the conservation of natural resources.

I DECISION SUMMARY, paragraph two, finding No. 2: Does not promote the
prevention of economic and physical waste any more than non-unitized development

of the individual leases. (page 3)

The proposed unitization of the expansion acreage into the Corsair Unit would guarantee the
efficient exploration and evaluation of the entire Corsair structure. A single operator would
then be able to drill and evaluate ¢ach well and determine the optimum location of each

subsequent well.

Corsair Unii Expansion Application
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Moreover, a single operator of the entire Corsair structure can develop the resource
systematically, using the same offshore drilling structure and technologies without the
duplication of facilities and processes.

Should the expansion leases be acquired by another lessee on a lease-by-lease basis rather than
as part of a unit, that lessee would be required to have its own offshore drilling equipment,
drilling schedule, plans of exploration and development plans separate and apart from those of
the Corsair Unit operator. This would result in the duplication of resources - staff, and
production and transportation facilities. There is no assurance that such lessee’s plans would
either compliment or conflict with those plans of the Corsair Unit Operator.

The Division evaluated of the benefits and the shortcomings associated by non-unitization, as
stated on page 5, paragraph three, of the Decision, and recognized that:

“fulnitization may lessen environmental risks by reducing redundant facilities.
Lessees operate under a unit agreement that includes a plan of exploration or
development covering the entire unit area rather than individual leases.”

Non-unitized development would result in duplicative facilities and the unorganized
development of the Corsair reservoirs, Without the unitization of the entire Corsair structure,
by a single operator, the amount of economic and physical waste would be immense. Pacific
maintains that the Division erred in its finding that unitization of an entire geologic structure
does not promote the prevention of economic and physical waste, any more than non-unitized
development {associated with unitized development) on the individual leases.

I DECISION SUMMARY, paragraph two, finding No. 3: Does not provide for the
protection of all parties of interest, including the state. (page 3)

At present, there are only two parties having a direct interest in the existing and the proposed
expanded Corsair Unit: the State of Alaska and Pacific Energy Alaska Operating LLC, as
lessee (Pacific Energy Resources Ltd., as unit operator). Qther associated parties of interest
include the public, the south central Alaska natural gas and gas-generated electrical consumers,
adjacent lessees, and existing offshore oil and gas producers.

Pacific maintains that the Division did not adequately consider the protection of Pacific’s
interest. Pacific has expended approximately $500,000,000 to acquire the assets of Forest Oil
Corporation (Forest), preserving the Corsair leases, evaluating and mapping the Corsair
reservoirs, and the acquisition of a suitable otfshore drilling structure. Without the expansion
acreage, Pactfic loses the economic advantage, as well as the benefit of the bargain, that they
purchased from Forest and acquired through its own diligence. Moreover, Pacific loses
approximately two-thirds (2/3rds) of the Corsair structure and any potential revenue derived
from the production of those resources.

Corsair Unit Expansion Application
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Denying the expansion of the Corsair Unit to encompass the entire geologic structure and all
potential reservoirs severely prejudices and damages the economic investment and proprietary
position that Pacific has endeavored to gain. The denial of the Corsair Unit expansion and the
DNR’s proposed offering of the Corsair leases that contain approximately two-thirds (2/3rds)
of the Corsair structure amounts to nothing less than a taking by the DNR, and the ultimate
waste of hundreds of millions of dollars of investment by Pacific.

The State of Alaska places the interests of its citizens and other directly interested parties at risk
as well. In denying the Corsair expansion application, the DNR jeopardizes the economic
feasibility of the Corsair prospect as well as Pacific’s ability to justify the delivery of the jack-
up drilling rig to the Cook Inlet. If Pacific is only left with control of approximately one-third
(1/3rd) of the Corsair structure, it may not be economically feasible or prudent to invest the
additional tens of millions of dollars required to secure and deliver the jack-up drilling rig to
the Cook Inlet. Moreover, the State of Alaska and the south central consumers are damaged if
the Corsair structure is not explored by Pacific. The State loses royalty and tax income, citizens
lose potential jobs, and consumers may face higher natural gas prices. Unlike potential lessees
who would not acquire leases until a lease sale could be completed, Pacific is immediately
positioned and best suited to explore and develop the Corsair structure.

Any disruption of PERL’s ability to deliver the contracted jack-up drilling rig to the Cook Inlet
jeopardizes not only the exploration and production of the Corsair Unit structure. Such
disruption threatens the exploration and production of the Kitchen Unit, the East Kitchen Unit,
step-out development drilling for the existing Cook Inlet Platforms and associated reservoirs,
and any new potential offshore exploration prospects.

The Decision recognizes that the Cook Inlet has not had a mobile offshore drilling structure in
its waters for almost two decades. As a result, existing production from oftshore platforms has
declined dramatically, and offshore exploration has become stagnant. Portions of existing
reservoirs currently served by existing offshore platforms are either unreachable by directional
drilling or there is not sufficient space in the platform’s legs to accommodate additional wells.
A jack-up drilling rig could access these unreachable portions of the existing reservoirs and tie
their production back to the existing platforms, thereby extending economic life of those
platforms and providing the opportunity for greater recovery of the associated resources.

Without the inclusion of the Corsair expansion acreage and subsequent delivery of a jack-up
drilling rig, as proposed by Pacific, the existing production from offshore platforms in the Cook
Inlet will continue its decline to a point where it is uneconomical to continue operating the
platforms, and those platforms will immediately become an economic and environmental
lability to the State of Alaska. Additionally, without the inclusion of the Corsair expansion
acreage and subsequent delivery of a jack-up drilling rig, there will be no offshore exploration
or additional offshore production for what may be decades to come, resulting in continued
decreased oil and gas reserves, gas shortages and higher consumer prices.

Corsair Unit Expansion Application
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It is unlikely that another company, including the major operators in the Cook Inlet, will bring a
jack-up drilling rig into the Cook Inlet in the near future. This is evidenced by both the recent
history and lack of such an attempt by the majors in the past. The Division itself acknowledges
this fact as follows:

Due to the significant capital investment required to bring a jack-up rig to the
Cook Inlet, and the long lead time for scheduling a suitable heavy lift vessel for
transport of the rig, it is unlikely that multiple jack-up rigs would be delivered to
the Cook Inlet. Indeed there has not been a jack-up drilling rig in the Cook Inlet
since the early 1990's. {Decision, page 5, paragraph 4.)

By the denial of the Corsair expansion application, the State of Alaska risks the loss of
potentially billions of dollars in royalties and taxes, increased employment opportunities,
trickle-down income to hundreds of other Alaskan business, and other types of income and
income-generating opportunities. The State would also incur the continued decline in
production and eventual shut-down of the existing offshore production platforms and increased
economic and environmental liabilities. This decision is surely not in the best interests of the
State of Alaska, the existing offshore producers, the Cook Iniet natural gas industrial users and
consumers, and the people of Alaska in general.

In summary, the denial of the Corsair Unit Expansion Application results in 1) the waste of
natural resources in general, not confined to only the Corsair prospect; and 2) the specific
economical and physical waste of the Corsair resources as well as others. Moreover, it
jeopardizes the interests of PERL, the other offshore producers, the State of Alaska, the Cook
[nlet gas industrial users, the south central and rail belt natural gas and natural gas-generated
electrical consumers, and the people of Alaska in general.

IV. DISCUSSION OF DESIGN CRITERIA, A., 1. Environmental Costs and Benefits of
the Expansion, paragraph four, which reads: (page 5)

In order to drill any exploratory wells in the existing unit or the proposed
expansion area PERL must use a rig capable of drilling offshore without a
platform, i.e. a so-called jack-up rig. Under the Initial POE, PERL has committed
to drill a well by June 30, 2009 within the existing Corsair Unit regardless of unit
expansion. Unit expansion will not decrease the need for such a drill rig.

The Initial POE was negotiated by PERL’s predecessor Forest Oil Corporation (Forest). Upon
acquisition of Forest’s assets and associated contractual obligations, it became clear to PERL
that Forest did not adequately interpret the Corsair structure, did not make any efforts in
obtaining a jack-up drilling rig, and therefore could not have met the pre-existing obligation of
drilling a well by December 31, 2008. PERL’s first priority was to evaluate the reality of
having a drilling rig delivered to the Cook Inlet and the earliest date that a well could
subsequently be drilled. This was the basis for requesting that the Division revise the drill-by
date to June 30, 2009.

Corsair Unit Expansion Application
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The second priority was to fully examine, delineate and evaluate the Corsair Structure and the
economics of bringing a jack-up drilling rig to the Cook Inlet. It became apparent to PERL that
the reason Forest did not make any attempts to acquire or deliver a drilling rig to the Cook Inlet
was because the existing reservoir, as they knew it, was not adequate to support the economics
of rig acquisition and delivery.

With the acquisition of additional seismic data and further interpretation and evaluation, PERL
determined that the Corsair structure, having multiple reservoirs, extended considerably further
than the existing unit boundaries. After this evaluation by PERL (which was not completed
until after the renegotiation of the aforementioned drill-by date), PERL determined that the
economics for obtaining a jack-up drilling rig were sufficient if the entire Corsair structure was
included in the exploration and development.

Although unit expansion will not decrease the need for a jack-up drilling rig to meet the
contractual obligations of the June 30, 2009 POE drill-by date, PERL maintains that without
the inclusion of the expansion acreage it is uneconomical to acquire and deliver the drilling rig.
PERL agrees with the Division’s determination that unit expansion will not decrease the need
for such a drilling rig [for the entire Cook Inlet, in general]. However, the Division’s denial of
the Corsair Unit Expansion jeopardizes PERL’s ability to acquire and deliver such a drilling
rig. That Decision not only purposefully forces the ultimate default of the Corsair Unit, but
delays any near-future offshore exploration or development throughout the Cook Inlet. The
Division offers no viable economic alternative to get the Corsair acreage drilled by an party
other than PERL.

Therefore, PERL maintains that the Division’s determination that the approval of the Corsair
Unit Expansion Application has no additional benefits is contradictory and flawed.

1V. DISCUSSION OF DESIGN CRITERIA, A., 2. The Geologic and Engineering
Characteristics of the Reservoir and Prior Exploration Activities of the Corsair Unit
Area; Corsair Expansion Prospect, which reads, in part: (page 7)

“The Corsair prospect is the large NNE-SSW trending doubling plunging, SRS
anticline with four-way dip closure. ... The structure is approximately 2.5 miles
wide and 9 miles long. ... The seismic data over the Corsair Prospect
demonstrates four way closure through the entire Tertiary section.

The Corsair Unit as currently configured contains two types of hydrocarbon
prospects. The primary target consists of Sterling and Beluga sands; a
secondary target is the deeper Tyonek Oil Sands. In the acreage under
consideration for expansion (both northern and southern leases) only a single
hydrocarbon target is viable, the Tyonek oil sands. Maps provided by PERL
show the expansion acreage underlain by oil-bearing sandstones of the Tyonek
Formation. ...”

Corsair Unit Expansion Application
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According to the Division’s Resource Evaluation staff, PERL is correct in its assertion that the
Corsair structure extends beyond the existing boundaries of the Corsair Unit. Indeed, it is
agreed that the structure is 2.5 miles wide and 9 miles long, extending into both the northern
and southern expansion acreages. In PERL’s interpretation and evaluation of the structure and
the multiple reservoirs, it was determined that it was the deeper Tyonek oil-bearing sandstones
that made the prospect economically viable to drill. PERL also believes that there are potential
gas traps in the expansion acreage as well, not indicated by the Resource Evaluation staff.,
Confirmation of either the existence or the absence of additional gas resources in the expansion
acreage cannot be determined until after actual wells are drilled in that acreage.

Additional evaluations have recently been completed on the Corsair Prospect which further
quantifies the value of the expansion acreage, relative to the entire Corsair prospects economic
viability. The Corsair Structure Resource Evaluation prepared by Gafthey, Cline & Associates,
Inc., renowned internationally recognized technical and management advisors to the petroleum
industry, was completed on May 7, 2008 for PERL. This Evaluation is attached for your
review and is requested to be held confidentially, pursuant to AS 38.05.035.

Review of the aforementioned Evaluation agrees with the determination of the Division’s
Resources Evaluation staff: it is the larger Tyonek reservoir that determines the Corsair
prospects’ economically viability. Without the expansion acreage, containing approximately
two-thirds (2/3rds) of the Tyonek reservoir, PERL believes the Corsair prospect will not be
economically viable and will likely not be able to justify the acquisition and delivery of the
jack-up drilling rig to the Cook Inlet. Without the jack-up drilling rig, the Corsair Prospect, as
well as many others, will not be explored or produced. Neither PERL nor the State will benefit
if this happens.

It is curious that notwithstanding its Decision to the contrary, the Division has supported
PERL’s conclusion that the geologic and engineering characteristics of the Corsair structure
extend into the Corsair Expansion leases, and without those expansion leases a significant
portion of the Corsair prospect will be lost.

1V, DISCUSSION OF DESIGN CRITERIA, A., 3. Plan of Exploration and Development
for the Proposed Expanded Corsair Unit, paragraph one, which reads, in part:

(page 7)

The Corsair Unit Initial POE required, among other things, that PERL submit a
satisfactory drilling rig contract by December 31, 2007 (attachment 5). PERL
did not fulfill this commitment. On December 31, 2007, the Division notified
PERL that the unit was in default and granted PERL a 90-day period, until April
1, 2008, to cure the default or the Unit would terminate. Effective April 1, 2008,
the Division approved PERL’s default cure, subject to the conditions set out in
the Division's April 1, 2008, default cure decision. (Attachment 4). On January
29, 2008, the Division also granted PERL a six-month extension, until June 30,
2009...

Corsair Unit Expansion Application
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PERL did not acquire the Corsair leases until August 2007. The DNR did not approve
PERL as the Successor Unit Operator to Forest until November 27, 2007. This gave
PERL only 34 days to meet the obligations of December 31, 2007, as stated above. To
characterize this as situation of not fulfilling the obligation that PERL inherited from
Forest is unfair and displays an unfavorable attitude and biased opinion towards PERL
by the Division, which is prejudicial and unjustified.

Prior to the Division’s issuance of the Notice of Default, mentioned above, PERL had several
lengthy conversations and meetings with the Division, explaining the hardship of meeting those
commitments in just 34 days after being recognized as Operator of the Corsair Unit. PERL
offered a variety of options and alternatives to prevent the default of the Unit. The Division
denied all proactive attempts by PERL to keep the unit out of default, and instead issued the
Notice of Default with proposed cures that were essentially the same as those offered by PERL
in advance of the Default,

As soon as was practical, PERL fulfilled all the requirements of the POE, the requirements to
cure the Notice of Default, and all requirements due to date in the amendments or extensions to
the POE. PERL has acted with only the highest regard of the Division, has always negotiated in
good faith, and has fulfilled all its obligations to date. All requested amendments, extensions
and expansions requested have been justified as a matter of necessity in relation to the timing of
the acquisition of Forest, its data and interpretations, and the Corsair Unit POE work
commitments.

IV. DISCUSSION OF DESIGN CRITERIA, A., 3. Plan of Exploration and Development
Jor the Proposed Expanded Corsair Unit, paragraph two, which reads, in part:

(page 7 to 8)

“PERL has proposed a Revised Initial POE (Attachment 3) as part of the
Application, which provides for work commitments similar to those in effect
under the Initial POE, as amended by the Division’s decisions, but proposes
extensions to the work commitment dates.

In the Revised Initial POE, PERL proposes drilling three wells by December 31,
2009, extending the current June 30, 2009, requirement for the first well by six
months. PERIL neither requests an extension nor provides discussion of the
Justification to extend that requirement to December 31, 2009.”

PERL did not specifically request an extension of the June 30, 2009 drilling commitment of the
first well. Instead, PERL offered the drilling of an additional two wells within the same year.
The proposed extension of the drilling date to December 31, 2009 is necessary to accommodate
the time required to demobilize from the first well, move the rig to the second well location, rig-
up and drill the second well, demobilize from the second well, move the rig to the third well
location, and rig-up and drill the third well.

Corsair Unit Expansion Application
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PERL was remiss in not adequately explaining the time required to drill the two additional wells
and the additional time mandated by the addition of that work commitment. PERL anticipated
that the Division staff would be knowledgeable of the drilling process and associated time
involved. The six month extension to the 2™ year work commitment (within the same calendar
vear) is merely needed to allow for the drilling of two additional wells. Because of the time
needed to drill and mobilize the jack-up drilling rig, it would be mandatory to have the first well
drilled by June 30, 2009, in order to have the next two wells drilled and tested by December 31*'
of that same year.

A primary consideration in the extension of the drilling commitment date to December 31* is to
aliow PERL to utilize the entire drilling season. The Cook Inlet experiences ice-free periods
from about April through November. Offshore exploration, due to the structural integrity of the
jack-up rig’s legs, must be limited to periods of ice-free water to avoid the possibility of
damage. Utilizing the entire open water 2009 ice-free exploration window by PERL allows the
opportunity for the jack-up drilling rig to become available for contracting out to other operators
during the entire 2010 ice-free exploration window.

PERL believes the justification for the December 31, 2009 drilling commitment date was self
evident. Moreover, the Division receives the benefit of data obtained from drilling two
additional wells within the same year. Adding two additional wells accelerates the drilling and
prospect delineation schedule. Each well will cost approximately $20,000,000 to mobilize,
drill, test, suspend and demobilize. The additional two wells bring approximately forty-million
dollars more of activity and income to the State in the form of jobs and personal wages,
supplies, taxes, income to support industry operations, and trickle-down revenue to hundreds of
business.

1V. DISCUSSION OF DESIGN CRITERIA, A., 3. Plan of Exploration and Development
Jor the Proposed Expanded Corsair Unit, paragraph two and three, which reads:

(page 8)

PERL proposes submitting an application for an initial participating area (PA)
by December 31, 2010 — eleven months later than the submittal date, January 31,
2010, set out in the Initial POE.

The Initial POE proposed the drilling of a second exploration well during the
Jfourth year of the POE, by January 31, 2011. The Revised POE, which proposes
to drill three wells by December 31, 2009, proposes a drilling commitment date
of December 31, 2011 for a fourth well. In both POE’s, PERL commits to submit
the necessary applications to obtain approvals to allow construction of pipelines
and infrastructure to permit commercial production from the PA. Initial POE
requires the submittals by January 31, 2010, the Revised Initial POE delays the
submittal date to December 31, 2010.

Corsair Unit Expansion Application
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As the Division has reiterated above, PERL proposed to drill the second weli in the same year
as the first well (year two)— instead of waiting until the fourth year to drill the second well.
PERL had also proposed to drill a third well in that same year as well (year two). PERL had
proposed the drilling of the fourth well in the fourth year, rather than just a second well in the
fourth year.

PERL had extended that drill date eleven months to accommaodate the additional time needed to
evaluate the results of three wells instead of only one well (the addition of well #2 and well #3)
drilled in the second year, and to plan for the most optimum location of the fourth well. The
additional 11 months of time would also allow for any seismic verifications and re-evaluation in
conjunction with the new well data that may be necessary after the drilling of those first three
wells. For this same reason, stated above, the submission of the application for the initial PA
and the construction of pipelines and infrastructure would also be needed to be extended eleven
months, for evaluation and planning purposes.

In its proposed Revised Initial POE, PERL had committed to three wells in the second year -
instead of only one, and a fourth well in the fourth year —instead of only a second well in the
fourth year. This can in no way be construed as a delay in the development of the Corsair.

The additional information to be gained by these two additional wells (which would be made
available to the State), the increased activity in the Cook Inlet, the income to individuals and
other business derived from this activity, and the overall benefits to the State and the people of
Alaska must certainly justify and offset a delay in submitting PA and construction applications
by only eleven months,

IV. DISCUSSION OF DESIGN CRITERIA, A., 3. Plan of Exploration and Development
Jor the Proposed Expanded Corsair Unit, last paragraph, which reads, in part:

(page 8)

PERL proposes that the promise to drill multiple wells on the expansion leases
Justifies the expansion of the existing unit area and the extension of these leases
beyond the primary term. The Operator has yet to drill the original Corsair Unit
leases within the leases ' primary terms. Approval of this proposed expansion,
extending the primary term of the proposed expansion leases, amounts to
warehousing of the proposed expansion lease acreage. ... The prospect
described by PERL in the Application underlies the existing Corsair Unit as well
as the proposed expansion leases. Delineation and production of the existing
current leases is dependent upon fulfillment of the Initial POE obligations,
securing contracts for the use and mobilization of a suitable rig, not upon
unitization. {emphasis added)

The Operator, as stated by the Division staff above, has not drilled the original Corsair Unit
leases within the leases’ primary terms because the primary terms of those leases will not allow
adequate time for PERL to contract and deliver a jack-up drilling rig to the Cook Inlet, let alone
the actual time necessary for the drilling of the well.

|
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That commitment was made before PERL acquired those leases from Forest. It was simply
impossible for PERL to have acquired and delivered a jack-up drilling rig to the Cock Inlet
before it had ownership of the leases. The Division had approved the extension of the original
drilling commitment, made by Forest, for reasonable and just cause. For the Division to now
use this as criteria to discredit the Operator is unfair and discriminatory.

The Division met with PERL several times throughout this process, and seemingly understood
the dilemma the PERL was in upon its acquisition of Forest Alaska Operating LLC and the
associated work commitments. The Division was receptive to PERL’s suggested amendments
and extensions to the work commitments in order to have a jack-up drilling rig delivered to the
Cook Inlet which would renew the stagnant offshore exploration there. The Division approved,
through whichever means deemed appropriate by the Division, all amendments and extensions
necessary to allow PERL to timely explore and develop the Corsair prospect.

It is neither fair nor appropriate for the Division to use its own approvals of the modifications
and extensions of the Corsair Unit work commitments as justification for denying the
Expansion Application. Nor is it fair or appropriate for the Division to use its approvals ina
derogatory manner against PERL’s reputation and ability to perform as an Operator.

As stated in [V. DISCUSSION OF DESIGN CRITERIA, A., 3. Plan of Exploration and
Development for the Proposed Expanded Corsair Unit, fourth paragraph, which reads, in part:
(page 8)

The Initial POE approved with the Corsair Unit Formation Decision committed
the Operator to drill a well within twenty three months after unit formation, by
December 31, 2008. The state exchanged the value of re-leasing the soon to
expire acreage for a promise that the original Corsair Unit Leases would be
drilled within two years. Given the prolonged contracting and scheduling efforts
required to bring a jack-up to the Cook Inlet, utilizing the leases under an
approved Initial POE would result in production of a commercial resource, if
Jfound, sooner than allowing the leases to expire.

The criteria and rational used by the Division to make the above determination for the formation
of the Corsair Unit on January 31, 2007, makes the best case today for the inclusion of the
expansion leases. With the inclusion of the expansion leases, the State obtains a promise to
drill those leases within only 20 months of its proposed approval date of April 30, 2008. The
original Corsair Unit required the leases to be drilled within 23 months of the unit approval, the
expansion application provides an acceleration of that requirement by three months for the same
number of wells.

The Division also recognized that the inclusion of leases under an approved POE would result
in the commercial production of the resource sooner than if the leases were to expire and be re-
leased. Further, even if the subject leases were re-leased in any upcoming leases sale, there is
no greater guarantee that the leases would be drilled by another prospective lessee on a lease-
by-lease basis, than the one that PERL is presently offering on a unitized basis.

Corsair Unit Expansion Application
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The use of the term “warehousing™ of leases is apparently being used as justification to support
other actions that the DNR currently has pending before the Superior Court in the ExxonMobil
appeal of the termination of the Point Thomson Unit and leases. PERL maintains that the
actions of Exxon vis-a-vis the Point Thomson Unit and the situation faced by PERL regarding
the Corsair Unit are readily distinguishable.

Exxon and the other working interest owners monopolized the Point Thomson leases for
decades without fulfilling a single work commitment. The working interest owners had local
access to the necessary drilling equipment throughout the entire term of the Point Thomson

Unit. Exxon has received Division approvals for more than twenty amendments to its POE /
POD.

PERL has had control of the Corsair leases for only five (5) months, There is no locally
available dritling rig equipped to drill offshore in Alaska. Moreover, PERL has received only
one extension to its POE and is requesting the expansion leases to be included in the Corsair
Unit to allow PERL to exercise a reasonable and justified opportunity to explore and develop
the entire Corsair structure.

The term “warehousing of leases” is used to describe a process whereby a lessee holds acreage
for an indefinite amount of time for some unknown future exploration or development activity.
PERL intends to drill these expansion leases next year. This commitment is not warehousing.
The expansion leases are necessary to make the exploration of the entire structure economically
feasible.

Unlike the persistent inactions of the Exxon working interest owners, PERL’s actions and
requests have been credible and in good faith. PERL has not endeavored to delay the efficient
reservoir production. Since it acquired ownership of the former Forest leases and since its
approval as Successor Operator of the Corsair Unit, PERL has made a diligent and sincere
progress in its efforts to insure to the State practical and efficient reservoir production.

Further, unlike Commissioner Menge’s finding in the Exxon case, there has not been an
unreasonabie amount of time squandered in PERL’s actions to go forward with drilling
activates in the Corsair Unit.

Inclusion of the expansion leases into the Corsair Unit is not a warehousing of leases. It is the
prudent and reasonable addition of all leases that have the underlying contiguous Corsair
structure to the existing Corsair Unit. For the Division to label this proposed action as
warehousing is unjustified and prejudicial.

The only purpose that can possibly be served by the Division for making such a determination,
is the Division’s ability to benefit from it as an example of alleged consistent behavior in other
administrative proceedings.

Corsair Unit Expansion Application |
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As the Division has stated above, the Corsair prospect also underlies the expansion acreage. As
with the existing leases, delineation and production of the expansion leases is dependent on the
fulfillment of the proposed POE and securing the same contract for the use and mobilization of
a suitable rig. PERL maintains that the delineation and production of the expansion leases is,
therefore, dependent upon unit formation. Additionally, the economic viability of the existing
current leases within the approved Corsair Unit is also dependent on the unitization of the
expansion leases. Without the inclusion of the expansion leases in the Unit, the prospect will
not be economical.

IV. DISCUSSION OF DESIGN CRITERIA, A., 3. Plan of Exploration and Development
Jor the Proposed Expanded Corsair Unit, second paragraph, which reads, in part:
(page 9)

If the expansion is not approved, the leases will expire and the acreage will be
available in the May 2009 Cook Inlet Areawide Lease Sale. Provided PERL
Julfills the commitment in the Initial POE, a jack-up rig will be working in the
Cook Inlet by June 30, 2008. At that time PERL or any other successful bidder
will have the opportunity to contract for the rig and conduct exploration and
delineation drilling on any offshore lease. If the rig does not arrive, then no
drilling by any party will occur on any offshore leases, regardless of unitization.

The assumption and determination by the Division that should the leases expire they will be
available in the May 2009 lease sale is erroneous for two reasons:

Firstly, the upcoming May 2009 Cook Inlet Areawide Lease Sale requires a new ten-year Best
Interest Finding (BIF). This process is cumbersome and often fraught with delays. In fact, the
ten-year Preliminary BIF for the North Slope Areawide Lease Sale was due March 2008, and it
is still pending. Once the Preliminary BIF is issued, it requires a 90-day public noticing period
and an additional 30 days for information requests and responses. The Final BIF must be
approved and issued 90 days prior to any lease sale date.

This entire process takes a minimum of seven-months to complete after the Preliminary BIF
is drafted and published. The Preliminary Cook Inlet BIF is scheduled for July 1, 2008 in order
to make the May 2009 Lease sale date. It is very likely the Final BIF will not be issued in time
for the May 2009 lease sale. Once the Preliminary BIF is issued, litigation by special interest
groups and obstructionist organizations often follows in attempts to stall the process. This is
not an unusual occurrence in the BIF process. For these reasons, the May 2009 lease sale will
likely be postponed.

Secondly, it has historically taken as long as a year to issue the leases afier a lease sale. This lag
time is due to the Division’s work load and decision to do the necessary title work on the leases
only after an acceptable bid has been received. As a result, even if the expansion acreage were
to expire and be available in the May 2009 lease sale, further assuming it was held on schedule,
the leases would likely not be issued until April of 2010.

Corsair Unit Expansion Application
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Given the amount of time it would take 1o then evaluate and select a drilling location,
formulate a drilling plan, and obtain permits, drilling in these leases would not occur until
sometime in 2012. This would be a year after PERL’s current proposal to have a fourth well
drilled.

PERL reminds the Division that even if the May 2009 lease sale were held on schedule and the
Unit expansion were approved, if PERL did not supply the Division with a signed contract for
the heavy lift vessel to transport the jack-up rig to the Cook Inlet by July 31, 2008, as required
in the Corsair Unit Default Cure approved by the Division, the Unit would be in default and the
leases would terminate and be available in time for the proposed May 2009 lease sale.

Therefore, the State would be in no better position in denying the expansion and having the
leases expire than it would be in if it approves the leases and the unit POE is ruled in default on
August 1, 2008 and the leases terminate. The ONLY difference to the State is that with the
denial of the Unit expansion, the acreage becomes in an un-leased condition for twelve (12)
months, instead of only nine (9) months with the expansion approval and default. In either
scenario, the State would collect a penalty from PERL in the amount equal to $35.00 per acre.

On the other hand, if the Expansion Application were to be approved and the July 31, 2008
commitment is met, the delivery of a jack-up drilling rig to the Cook Inlet would almost be a
certainty, barring any unforeseen force-majeure situations. In this scenario, the State, PERL,
the other offshore oil and gas producers and the south central Alaskan gas consumers would be
the beneficiaries.

PERL maintains that the State has not convincingly demonstrated any damages or reasonable
harm in an Approval of the Expansion Application and giving PERL their earned right to
explore and develop those leases.

Without the expansion acreage, it is unlikely that PERL will be able to economically justify the
delivery of a jack-up rig to the Cook Inlet. Although, for the sake of argument, assuming the
Expansion Application denial is upheld, and the leases expire, and PERL does bring a jack-up
rig to the Cook Inlet, the Division’s assumption that “any other successful bidder will have the
opportunity to contract for the rig and conduct exploration and delineation drilling of any
offshore lease™ is in error and has no basis in fact. Should PERL bring a jack-up rig to the
Cook Inlet, there is absolutely no guarantee that this rig will be available to any other operator
other than PERL. In addition, there are no U.S. registered heavy-lift vessels capable of
transporting a jack-up rig, so a foreign vessel must be utilized, requiring a Jones Act Waiver
from the Dept. of Homeland Security. With the current war, upcoming change of
Administration and lead time necessary, it is very unlikely another company could obtain such a
waiver for several years to come, thereby not being able to deliver their own drilling rig.

The Division is correct in its statement that “If the rig does not arrive, then no drilling by any
party will occur on any leases, regardless of unitization.” This is exactly what the Division risks
for the entire State by not approving the Expansion Application.

Corsair Unit Expansion Application
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IV, DISCUSSION OF DESIGN CRITERIA, A., 3. Plan of Exploration and Development
for the Proposed Expanded Corsair Unit, third paragraph, which reads, in part:

(page9)

PERL acquired interest in the Corsair Unit with full understanding of the
commitments and agreed to the terms and conditions of the Unit Agreement,
which includes the initial POE, upon their acceptance of designation by Forest
as the Successor Unit Operator, on November 27, 2007.

PERL acknowledges that this statement is true with the following caveat: PERL also
recognized that the commitments contained in the Initial POE were in-fact impossible to meet
and intended to request appropriate amendments to make such work commitments practical and
feasible that once it acquired the Forest assets.

Upon the approval by the Division of PERL as Successor Operator of the Corsair Unit, the
Division was also futly aware that the work commitments contained in the Initial POE were
impossible to meet. The Division knew or had a reasonable certainty of knowing that PERL
would apply for such amendments to allow for the successful execution of the work
commitments. The Division approved those reasonable and appropriate amendments through
the use of Default Cures and Extensions with full understanding that it was in the State’s best
interest to allow PERL a fair and just opportunity to fulfill those commitments.

The Division has been a willing participant as the land owner and regulatory authority
governing leases, lessees, and unit operations, during the entire process from the acquisition of
the Forest assets 1o this application for this Unit Expansion. For the Division to now use
PERL’s acceptance as Successor Unit Operator and the Division’s own approval of such
designation as reason for denial of the Unit Expansion Application is neither fair nor consistent
treatment of PERL by the Division.

IV, DISCUSSION OF DESIGN CRITERIA, A., 3. Plan of Exploration and Development
Sor the Proposed Expanded Corsair Unit, fourth paragraph, which reads:

{page 9)

The Division has already granted a six month extension for the first well drilling
commitment, which is now due on June 30, 2009. PERL must drill that well in
Tract I or 3, which are in the original unit area. PERL now proposes to posipone
that commitment by an additional six months, until December 31, 2009, and
commits to drill iwo additional wells in the proposed expansion area, Tracts 6
and 7, within the same timeframe. The Division’s April 1, 2008, decision imposed
additional obligations on PERL, including obligations pertaining to the rig
contract, which must be met by April 30, 2008, or the unit terminates and
obligations pertaining to a heavy lift vessel, which must be met by July 31, 2008,
or the unit terminates.

Corsair Unit Expansion Application
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As previously stated, the Division’s approval of the six-month extension for the first well
drilling commitment of June 30, 2009 was appropriate and justified. The Division consciously
approved that extension with the full knowledge that it was essential for any chance of getting a
jack-up drilling rig delivered to the Cook Inlet and having the well drilled. The only stipulation
made by the Division in the extension approval was that PERL cure the April 1, 2008 default,
which PERL did cure on March 14, 2008 with the Division’s acceptance.

The commitment in the Initial POE, as extended, requires PERL to drill a well in either Tracts 1
or 3 by June 30, 2008. The Division is in error in the instant Decision concerning PERL’s
request of an additional six months extension to the commitment to drill the first well. The
Division has misconstrued PERL’s propesed commitment to drill an additional two wells by
December 31, 2009 — within the same timeframe as the first well, as it pertains to the overall
yeartwo work commitment — as an additional six-month extension to the original first well.

The date of the Director’s Decision denying the Expansion Application is April 30, 2008.
However, the Division uses the language “including obligations pertaining to the rig contract,
which must be met by April 30, 2008, or the unit terminates”. In fact, PERL had fulfilled that
obligation on April 24, 2008, with the payment of the required non-refundable deposit of
$100,000 to Blake Offshore, LLC, which was followed up with an e-mail confirmation to the
Division on April 25, 2008. The use of this language clearly after the fact of the fulfilled
obligation indicates that the Decision was written several days in advance of its execution and
relied on the assumption that such obligation would not be met.

There are two basic flaws apparent in this section of the Decision. First, since it is obvious that
the Decision was written several days in advance of its issuance, the Division had adequate time
to notify the applicant of its pending Decision and its rationale for denial. Such notice would
have allowed PERL the opportunity to agree to any revision that might have made either the
Expansion Application or the Revised Initial POE acceptable to the Division. Second, the
Division’s assumption that a work commitment would not be met and having written the
Decision days in advance is arbitrary and not fair to PERL.

It is clear that the Division had no intention of approving the application soon after its submittal.
This position taken by the Division prejudiced PERL by not ailowing for either the fair and just
evaluation of the Expansion Application, the non-biased, full consideration of the proposed
work commitments, or the opportunity for PERL to discuss any alleged deficiencies with the
Division prior to the Denial Decision. Further, by not informing the Applicant until the day of
the leases” expiration, the Division effectively made it impossible for PERL to petition the
Alaska Oil and Gas Conservation Commission (AQGCC) for compulsory unitization. PERL’s
right was only viable as long as the leases were in force. The Division could have in good faith
notified PERL in advance of the April 30, 2008 issuance date that it intended to deny the
Expansion Application, allowing PERL its right to timely petition the AOGCC for a satisfactory
decision. The Division’s deliberate delay in notifying PERL. took away important rights,
including the right to due process, and prejudiced and damaged PERL.
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TV. DISCUSSION OF DESIGN CRITERIA, A., 4. The Economic Costs and Benefits to
the State and Other Relevant Factors, which reads: (page 9)

Approval of the unit expansion as proposed postpones current commitments and
delays development. Denial of the unit expansion application will resuit in the
expiration of the leases. The leases will be available at the May 2009 Cook Inlet
Sale. The competitive lease sale program provides opportunity to all potential
lessees 1o acquire inferest in acreage and to explore that acreage within the
primary term of the lease.

As demonstrated above, the Division has made an erroneous determination that the approval of
the expansion application will postpone commitments and delay development. To the contrary,
PERL’s Revised Initial POE accelerates the drilling of the Corsair resources by adding two
additional wells within the same year work commitment which in-fact expedites the
development. The denial of the Expansion Application actually postpones the drilling of
additional wells in the expansion acreage and delays the development, if not cancelling it all
together, within the Corsair prospect.

To reiterate, the expired leases may or may not be available in May 2009 for a lease sale. By
allowing the expiration of the Corsair expansion leases, and having them available to any
potential lessee (other than PERL), the Division essentially gives that potential lessee an
unearmed interest in the Corsair reservoir, for nothing more than the highest bonus bid. This
would be an unfair advantage propagated by the Division in favor of the new lessee and at the
expense of and to the detriment of PERL, Should another lessee acquire these expired leases in
any subsequent lease sale, there is absolutely no guarantee that that lessee will be able to either
deliver its own jack-up rig to the Cook Inlet or contract for PERL’s jack-up rig, if any, within
the primary term of their leases. This is an erroneous assumption on the part of the Division.

By requiring PERL to competitively bid on acreage in which it has already demonstrated a
hydrocarbon prospect, the State would receive an unjustified windfall in bonus bid revenue in
order to insure PERL obtains such leases back. This forced re-leasing requirement is an unfair
enrichment of the Division. The Division is charged with acting in the best interests of the
State, the public and the Alaskan businesses, including PERL. The denial of the Corsair Unit
Expansion and the resultant expiration of the leases is a taking by the Division and severely
prejudices and damages PERL.

Further, the ability of the Division to “take back” the leases proposed for the unit expansion
because it has the ability to re-lease the leases in a subsequent lease sale and provide an
opportunity for other potential lessees to acquire those leases is not a justifiable reason for
denying the unit expansion and facilitating the expiration of leases that contribute to an
identified hydrocarbon deposit. In doing so, the Division is displaying blatant prejudicial
treatment against PERL, and is ignoring standard leasing and unitization processes which have
been established and employed industry-wide throughout the State’s oil and gas leasing history.
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IV, DISCUSSION OF DESIGN CRITERIA, B., 1. Promote the Conservation of All
Natural Resources. (page 1())

?

PERL. has demonstrated repeatedly that the unitization of the expansion leases will promote the
conservation of not only the Corsair resources, but virtually all of the Cook Inlet offshore
resources, Without the inclusion of the expansion leases, which contain approximately two-
thirds (2/3rds) of the Corsair structure, it is not economically feasible for PERL to bring a jack-
up rig to the Cook Inlet. Without a jack-up drilling rig, none of the Corsair leases, as well as
other leases, units and existing productive reservoirs, will be explored, produced, or enabled to
have step-out development drilling. The Denial Decision actually causes a waste of natural
resources and forces production from the existing oftshore platforms to continue to decline and
stagnate.

Further, the Division has not proven that the unitized operation of the Corsair expansion leases
would in any way detract form the conservation of all natural resources. Accordingly, without
substantial proof to the contrary, the Division must allow PERL the benefit of the doubt in its
assertion that unitization of the Expansion acreage will promote the conservation of natural
resources. Therefore, the Corsair Unit Expansion, in and of itself, promotes the conservation of
ALL hydrocarbon resources in the offshore area of the Cook Inlet.

V. DISCUSSION OF DESIGN CRITERIA, B., 2. The Prevention of Economic and
Physical Waste. (page 10)

PERL has expended several millions of dollars in the acquisition and interpretation of the
resource delineated under the existing Corsair Unit and the Expansion Area Leases. The
Division’s Resource Evaluation Staff has repeatedly acknowledged that the Corsair Structure
extends under the existing Corsair Unit and the Expansion Area Leases. Unitization of the
expansion leases insures a single unified reservoir management plan and the maximum ultimate
recovery of the Corsair resource.

There have been several wells drilled in the past by other operators that were used to assist in
the interpretation of seismic data and to evaluate and delineate the Corsair structure. Should the
Expansion Leases remain expired and be re-leased by another operator, that operator would
have 1o re-¢valuate any available seismic data and well logs, identify their prospect, prepare
their own exploration and development plan, drill its own wells and establish its own production
and transportation facilities. This would clearly and ultimately result in a redundancy in
facilities, operations and expenditures that would result in economic waste.

Further, separate management plans and facilities by different operators would result in poor
exploration and ultimate recovery of the Corsair structure, resulting in poor reservoir
management and a physical waste of the resource. Without a unified exploration and reservoir
management plan, there is no way for multiple operators to insure the maximum ultimate
recovery from the entire resource.
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Fulfillment of the first well commiiment by June 30, 2009 is in fact dependent upon approval of
the proposed unit expansion. Without those expansion leases, which have been identified to
contain approximately two-thirds (2/3rds) of the Corsair Structure, the existing Corsair Unit is
uneconomical to explore and produce.

PERL should not be forced into reacquiring the expired leases in any future lease sale. PERL
has demonstrated that the Expansion Leases contain a significant portion of the Corsair
Structure, which when combined with the existing Corsair Unit leases, make the entire Corsair
prospect economical. PERL has already expended enormous amounts of capital and company
resources in the delineation of the Corsair Structure. Requiring PERL to bid on the acreage that
it has already proven to contain a significant portion of the Corsair structure only facilitates
economic waste and is prejudicial and damaging to PERL.

It is in the State’s best interest for PERL to expend these monies on exploration and
development, rather than the wasteful and unnecessary re-leasing of its prospect acreage.

VI. DISCUSSION OF DESIGN CRITERIA, B., 3. The Protection of All Parties of
Interest, including the State. (page 10)

PERL is not at fault for not drilling either the existing Unit leases or the Proposed Expansion
Unit leases. PERL did not acquire the leases until August of 2007, and did not obtain approval
from the Division as Successor Operator until late November of 2007. Holding PERL
responsible for its inability to drilling the leases during the leases’ primary terms is
unreasonable and unfair. PERL has made every diligent effort necessary, and continues to do
so, in an effort to adequately explore and hopefully produce the Corsair resource, ultimately
providing additional royalties and taxes to the State.

PERL is NOT using the unitization process to merely extend the primary term and “warehouse”
the leases as contended by the Division. This assumption, given the amount of information and
data supplied to the Division, is grossly inaccurate and puts the exploration and development of
the Corsair resources, as well as the exploration and development of other prospects, at risk. It
is in the best interest of the State to approve the Proposed Unit Expansion, as the expansion
acreage is critical to the economical exploration and development of the Corsair resources.
Without the expansion leases, the prospect is uneconomical and PERL will not be able to justify
the delivery of a jack-up drilling rig to the Cook Inlet.

If the DNR approves the proposed unit expansion, the State receives the opportunity of
significantly greater revenues than it would from the releasing of the expansion acreage.
Increased revenue is in the best interest of the State and the people of Alaska. Should the DNR
require PERL to compete for the leases it has already acquired and paid for from Forest, it
would severely jeopardize the financial position of PERL in the Corsair prospect. By the
Division’s denial of the Proposed Corsair Expansion, the Division essentially eliminates
PERL’s benefit of the bargain it obtained in the acquisition of those leases.
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The State’s interest is best served by promoting competition for acreage offered in lease sales.
However, neither the interests of the State, nor PERL are served by removing significant
portions of a prospect from the whole and making the entire prospect uneconomical or
functionally difficult to explore and develop. It is in the State’s best interest to keep a
hydrocarbon prospect intact and undivided.

In the above-referenced section, the Division uses derogatory language inferring that PERL’s
performance has not been adequate, which is unfair and unwarranted:

“ promises given by a lessee that has not timely fulfilled its existing commitments.”

This statement may indeed be applicable to Exxon and perhaps PERL’s predecessor Forest, but
it is not indicative of PERL’s performance and pursuit of the economical and reasonable
exploration and development of the Corsair prospect, over which PERL has only had control
during the past five (5) months.

It is in the best interest of the public to expand the Corsair Unit, making the entire prospect and
identified structure economical to explore and produce. PERL is not requesting the Division to
extend these leases beyond their primary term based solely on promises to drill two wells,
despite the fact that the Division approved the Existing Corsair Unit based solely on the
promises to drill two wells. PERL had requested the Division to extend the leases beyond their
primary term because those leases contained a significant portion of the Corsair structure, as
identified and agreed upon by the Division’s Resource Evaluation staff, which would provide
for the ultimate economical viability of the entire prospect.

Again, in this section, the Division uses derogatory language unjustifiably stating that PERL’s
performance has not been adequate, which is unfair and unwarranted:

“.. when PERL did not meet iis drilling rig contract commitment and will not
meet its original drilling commitment.”

This statement exhibits little forethought and lacks any rational deliberation as to its basis. The
ability to meet the drilling rig contract commitment within only thirty-four (34) days of being
approved as the Successor Operator was an impossibility, a fact recognized by the Division in
its proposed cure for the Unit default. Not being able to meet the original drilling commitment
of December 31, 2008 was also recognized as an impossibility by both PERL and the Division,
as evidenced by the Division’s approval of the six-month extension to June 30, 2009. These
extensions to the work commitments as approved by the Division were necessary and
appropriate for the realistic acquisition and delivery of a jack-up rig and a manageable
exploration schedule. The Division was fully aware of all the circumstances and contractual
difficulties involved in obtaining those POE modifications and extensions, and approved them
accordingly. Since the extensions were approved by the Division, the Division is precluded
from using the former commitments as justification in its denial of the expansion application.
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Therefore, these comments serve no purpose other than an attempt by their author to discredit
PERL as a responsible Cook Inlet Operator. These statements are prejudicial and damaging to
PERL’s reputation and intentions.

As was identified in a previous sections above, the Division states:

In addition, it is not in the public interest to expand the Corsair Unit now, given
the unit could terminate automaticaily on April 30 or July 31, 2008, or on June
30, 2009, if PERL fails to meet it fs] current obligation under the Initial POE, as
amended by the Division's January 29 and April 1, 2008, decisions.

The fulfillment of the April 30" commitment was met on April 24™, with the payment of the
required non-refundable deposit of $100,000 to the Blake Offshore, LLC. The fact suggests
that the Decision was written several days before it was rendered and delivered to PERL. This
apparent delay in informing PERL of its pending Decision severely prejudiced PERL and
unjustly took away PERL’s ability to seek due process from the AOGCC.

The Division cannot use the suspected failure of an event yet to happen in the future as a basis
for denying an action in the present, The Division was in error in its conclusion that it was not
in the public’s interest to expand the Corsair Unit, given that certain obligations in the future
may not be met. The Division does not possess the ability to predict the future, nor the
authority to make determinations based on the outcome of obligations yet to be known. This
determination and conclusion by the Division is both arbitrary and capricious, and exhibits a
unquestionable prejudice towards PERL as an Operator and PEAO as lessee.

The Division failed to adequately consider the protection of all parties of interest including
PERL, Escopeta Oil Company, LLC, Chevron Oil Company, and ConocoPhillips. By denying
the Proposed Corsair Unit Expansion, the Division jeopardizes the economic viability of the
exploration and development of the Corsair prospect, as well as many others.

The economic viability of the Corsair prospect is essential for PERL’s ability to acquire and
deliver a jack-up drilling rig to the Cook Inlet, in the near future. Without this jack-up rig, the
exploration and production from the Kitchen and East Kitchen units become at risk. Without
this jack-up rig, further step-out development drilling from the existing platforms become at risk
as well as the continued acceleration towards the end of the economic life of those platforms.
This is not in the best interest of any lessee or Operator in the Cook Inlet.

The Division also failed to adequately consider the protection of another party in interest,
Renaissance Qi} Company (Renaissance). Renaissance contends and alleges that their adjoining
acreage to the expansion [eases may hold resources that are in communication with the Corsair
prospect. Although this allegation has no basis of fact or relevance according to PERL’s
interpretation because any communication of resources has yet to be determined, the Division
none the less has removed Renaissance’s ability to pursue unit negotiations with PERL for
inclusion in the Corsair Unit. This is not in the best interest of Renaissance.
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The Division failed to adequately consider the protection of all interested parties, including the
public, more specifically, the south central Alaskan consumers. With the denial of the
expansion acreage, the Division jeopardizes the economic viability of the Corsair prospect. If
the Corsair prospect is not economically viable, PERL will be unable to acquire and deliver the
jack-up drilling rig to the Cook Inlet. Offshore exploration has been at a virtual stand still for
the last two decades. Onshore exploration has declined significantly over the past three
decades. As aresult of this lack of exploration, no new reservoirs of any significant size have
been discovered and the existing reservoirs are in a steep decline in production and reserves.
The resultant lack of natural gas reserves has increased the cost of gas dramatically in the Cook
Inlet, especially over the last five years. This cost increase has been absorbed by the south
central consumer in the form of higher natural gas costs and higher natural gas-generated
electricity costs.

Without the arrival of the jack-up rig in the Cook Inlet, no additional offshore exploration and
no additional step-out development drilling from the existing platforms will occur. This will
only contribute to the acceleration of higher natural gas costs and higher natural gas-generated
electricity costs. This is not in the public’s interest, nor in the south central Alaskan consumer’s
interest. By denying the Corsair Expansion Application, the Division is facilitating the increase
in natural gas related costs in the Cook Inlet.

V. FINDINGS AND DECISION (pagell)
1. No Drilling has occurred within the primary term of the proposed expansion leases.

PERL did not have the ability to contract for a drilling rig, arrange for delivery of the drilling
rig to the Cook Inlet nor drill the wells in either the Corsair Unit or the proposed expansion
leases until after November 27, 2007, when the Division approved PERL as the Successor Unit
Operator of the Corsair Unit. Both the Division and PERL recognized the onerous commitment
requirements and unfortunate inability to meet those work commitments in just thirty-four (34)
days. The Division rightfully and propetly approved the appropriate extensions of those
commitments to allow for an adequate opportunity to reasonably fulfill those commitments.
Accordingly, without the reasonable ability to fulfill the requirements of the existing Corsair
Unit POE, it was impossible for PERL to drill the expansion acreage within their primary terms
either.

The Division’s Finding that the expansion leases were not drilled during their primary term is
irrelevant. The fact remains that the Corsair structure extends under the expansion acreage.
Further, the Division justified the creation of the Corsair Unit with the promise to deliver a jack-
up drilling rig to the Cook Inlet and drill two wells within the first twenty-three (23) months of
the Division’s approval. Denying the unit expansion with a continued promise to deliver a jack-
up drilling rig to the Cook Inlet and a promise to drill two additional wells within the first
twenty (20) months is not a consistent evaluation and application of the Division’s standards.
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2. PERL neither fulfilled the initial POE dritling work commitment by December 31,
2008, nor has it yet fulfilled the June 30, 2009, drilling commitment.

PERL received the Division’s appropriate, necessary and rightful extension of the December 31,
2008 drilling work commitment to June 30, 2009. The Division willfully and knowingly
approved that extension as an adequate measure to allow PERL the reasonable and realistic
opportunity to meet the overall intent of the Corsair Unit formation and POE work
commitments. The Division has been an active participant in the Corsair Unit negotiations from
the date PERL fist acquired the Forest assets in August 2007. The Division seemingly
understood the economical and logistical obstacles involved in meeting the onerous work
commitment dates that PERL inherited from Forest. The Division acted accordingly in its
approval of the necessary modifications and extensions to the original POE. The Division is
barred from using its own approval of those modifications and extensions by operation of its
responsibilities as the landowner and its regulatory authority over leases and units.

Neither the December 31, 2008 nor the June 30, 2009 drilling work commitment dates have
passed. The Division cannot use the suspected failure of an event yet to happen in the future as
a basis for denying an action in the present. Any speculation at all, especially concerning the
June 30, 2009 drilling work commitment date, is inappropriate. The Division neither possesses
the ability to see into the future, nor has the authority to make determinations and decisions on
suppositions for activities and events that have yet to transpire.

The Division’s Finding that PERL has not met either the December 31, 2008 or the June 30,
2009, drilling work commitments is correct, albeit irrelevant and inappropriate 10 use as
justification for the denial of the Proposed Corsair Unit Expansion.

3. Unitization is meant to facilitate efficient reservoir production, not enable
warehousing of acreage. Given the Unit’s recent history, Corsair Unit expansion will
not guarantee delineation and production of the prospect sooner than lease-by-lease
development by any lessee.

The Division states in the fourth paragraph on page 8 of the Decision: "“The initial POE
required the Operator to timely conduct exploration, evaluation and development activities that
would result in production, if a commercial resource were found, sooner than if the unit were
not formed and sooner than would occur under any individual lease exploration effort.”

This evaluation and prudent determination, used to justify the original Corsair Unit and POE,
holds true today for the Corsair Unit Expansion and Revised POE.

Without the inclusion of the expansion leases, the Corsair prospect becomes uneconomical.
Even if the existing Corsair Unit were economic, the removal of the expansion leases would
result in a variety of economic and physical wastes due to the lack of efficient reservoir
management and production as well as the duplication of facilities, transportation mechanisms
and redundant operations.
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To reiterate, there is no intention by PERL. to use the unitization process as a means to
warehouse acreage, as Exxon and others have done in the past with the Point Thomson acreage.
Neither is there just cause for the Division to allege PERL is merely trying to warehouse
acreage. PERL has made every prudent and reasonable effort to diligently interpret and
evaluate the Corsair structure and to commit to realistic work commitments. PERL intends to
drill the expansion leases in the next year, not to warehouse them for an indefinite amount of
time for some undetermined future exploration or development. PERL’s plans and intentions
are definite and backed by realistic commitments in the very near future.

The Division is in error in its determination, findings and inferences that PERL is using the
unitization of the expansion acreage for no other purpose than to warehouse acreage. The
Divisions repeated statements regarding the alleged warehousing of leases and acreage by
PERL displays a biased and prejudicial attitude towards PERL and is without any factual basis.
Safeguards are built into the Corsair POE to avoid the warehousing of leases.

The Director states that, “Given the unit’s recent history ... ", This statement implies that the
unit’s recent history has been unacceptable. It should be noted that the unit’s recent history had
only been in the contro! of PERL for four months at the time the Expansion Application was
submitted (five months to date).

The simple fact is: The recent history of the Corsair Unit comprised a period of only four
months, in which Pacific has been the Operator. This recent history reveals the ONLY
concerted effort that has been made to diligently move forward towards the exploration
and development of the Corsair Unit since the inception of the leases. So, to say, “given
the unit’s recent history” in a derogative manner as justification for denying the Corsair
Unit expansion is nonsensical. Further, all circumstances concerning the Corsair Unit
and the POE during its past history were known by both PERL and the Division at the
time of the Division’s approval of Pacific as the Successor Operator. The Division has, in
fact, been an active and contributing party in both the unit’s past and recent history.

The Division has been an active participant in all recent events that have transpired concerning
the Corsair Unit since PERL secured the operations and responsibilities of the unit. The
Division knew, or should have reasonably known, as an oil and gas lease and unit administrator,
at the time of the Successor Operator approval that the existing work commitments were
impossible to be met. Accordingly, the Division approved the modifications and extensions to
the POE work commitments to enable PERL to have a realistic opportunity to meet those
commitments. To do otherwise, the Division would not have been acting in good faith in the
public’s interest

Because the Division was an active participant and ultimately had control of the unit’s recent
history, it is inappropriate for the Division to now use any inference as to unacceptable behavior
on the part of PERL during that period, given the Division’s approval of those plans.
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Further, the Division is remiss in its acknowledgement that it was a party to the unit’s recent
history and any circumstance or event that transpired during that time which was negotiated and
approved by itself.

The Division erred in its determination and finding that there is no guarantee the delineation and
production from the unit, if expanded, will occur sooner than on a lease-by-lease basis by any
lessee. Without the expansion acreage, the economic viability of the entire Corsair prospect is
at risk. Should PERL determine that the existing Corsair Unit is uneconomical on its own,
without the expansion leases which contain approximately two-thirds (2/3rds) of the structure,
PERL will not be able to commit to the delivery of a jack-up drilling rig to the Cook Inlet.

Without the jack-up drilling rig, not only will PERL not be able to delineate and produce the
Corsair Unit, but all other potential lessees will not be able to delineate or produce any offshore
leases including the expired Corsair expansion leases. To justify the cost of bringing a jack-up
drilling rig to the Cook Inlet, the prospect size must be quite large

The acquisition, delivery and operation of the jack-up drilling rig is a commercial issue solely in
the control of PERL. It is incumbent upon PERL to make the prudent decision to now contract
a heavy lift vessel and deliver the jack-up drilling rig to the Cook Inlet.

If PERL, on its own accord and by its own evaluation, determines that the Corsair prospect is
uneconomical as only the existing Unit, it will opt to not deliver the jack-up rig to the Cook
Inlet and cut its losses. Additionally, even if PERL did determine the existing Corsair Unit was
gconomic on a stand-alone basis and delivered the jack-up rig to the Cook Inlet, there is
absolutely no guarantee that the rig would become available to any lessee for the development
of any offshore leases.

With the inclusion of the expansion leases to the existing Corsair Unit, PERL is able to
guarantee, in as much as it is able, and far beyond the ability of any other prospective lessee,
that the delineation and production of the Corsair Unit and the expansion leases will occur
sooner as a contiguous unit development than as would occur on a fragmented lease-by-lease
development.

Further, if the expansion acreage is not included in the Corsair Unit, there will exist an almost
certainty that no development on a leases-by-lease basis, as well as by a unitized basis will
occur.

The Division erred in its determination and finding that the unitization of the expansion acreage
will not facilitate efficient reservoir production and guarantee the delineation and production of
those leases sooner than on a lease-by-lease basis. The Division did not adequately evaluate
and fully consider the geological, technical, contractual, and economical implications of its
denial of the Corsair Unit Expansion application. The Division offers no economically viable
alternative to expansion of the unit.
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4. Unitization is not necessary to promote the development of a single resource by
multiple working interest owners, as there Is only one working interest owner, PERL,
in the existing Corsair Unit and the proposed expanded Corsair Unit.

Even if this contention by the Division were true, by denying the Corsair Unit Expansion, the
Division opens the door for the infusion of other, perhaps less motivated or capable, lessees,
who will undoubtedly request the expired Corsair acreage to be included into the Corsair Unit,
just as PERL is requesting now. In fact, by the Division’s denial, the Division in and of itself
becomes responsible for creating new working interest owners —thereby making unitization
necessary. The Division’s denial of the Corsair expansion on the grounds the unitization is not
necessary because there is only one working interest owner, establishes the necessity of
unitization by creating new working interest owners by its own actions.

Staggered lease terms and multiple working interest owners impede exploration and
consolidation of facilities, not encourage it.

Therefore, the Division cannot validly use this argument as a reason for denying the Corsair
Unit expansion. [f the Division would allow the expansion acreage to be unitized in the future,
it has no reason not to unitize the acreage now.

Given the enormous capital investment that PERL has expended to acquire Forest’s assets,
including the Corsair Unit, combined with the recent costs associated with the seismic
interpretations and structure evaluations as well as the costs of the POE commitments, allowing
the opportunity for another working interest owner to possibly gain an unearned economic
position in the Corsair Unit gives the prospective new working interest owner an unfair
advantage and does not promote the development of a single resource.

FURTHER, Pacific Energy Resources, Ltd. requests the Lt. Governor and the Commissioner to
consideration on the following points:

1. The request for the Corsair Unit Expansion is not unusual, unreasonable or out of the
ordinary. During the course of a unit’s life, the requirement or necessity to either contract or
expand a unit is a matter of continual consideration, irrespective of any subject lease’s
expiration date. It has been common practice for the Division since the leasing of State
lands for oil and gas exploration to approve the expansion (or contraction) of unit areas as a
matter of necessity to allow the unit boundaries to encompass the entire underlying
reservoir.

Additionally, it has been common practice for the Division in its leasing of State lands for
oil and gas exploration to approve certain other unit actions, including Plan of Exploration
amendments and expansions, as a matter of necessity to allow certain unit activities to
adequately and efficiently manage or produce the unit’s underlying reservoir.

Corsair Unit Expansion Application
DNR Appeal to Commissioner page 27 of 34



In fact, albeit inappropriate and erroneous, the Division has either acquiesced in the |
administration of its authority or approved such amendments and extensions for Exxon’s

Point Thomson Unit over the past two decades. Now that the Division has decided to right

that wrong with Exxon, they are apparently attempting to use the same heavy-hand

inappropriately on PERL.

This is neither fair nor justified. As stated several times, and as a matter of record, PERL
had only been the Operator of the Corsair Unit for four months, not thirty years, and it has
only requested a couple of amendments or extensions, not dozens. To hold PERL to a
higher standard than that which has been used for Exxon or any other Operator in the State
of Alaska is unjust, unfair, inappropriate, prejudicial, biased, and does not afford PERL
equal treatment under the law.

2. Itis in the State’s best interest to have a jack-up drilling rig in the Cook Inlet to put an end
to the decades of non-exploration offshore. Since PERL’s acquisition of Forest Oil
Corporation for more than $440,000,000, PERL has endeavored to negotiate acceptable Unit
agreements and Plans of Exploration and Development for its fields and prospects.

Since the capital expenditure of more than 440 million dollars, PERL has diligently pursued
the acquisition and delivery of a jack-up drilling rig to the Cook Inlet by not only accepting
the additional requirements and stipulations imposed by the Division for the Corsair
development, but by the following additional commitments:

a) a $100,000 non-refundable deposit to Blake Offshore, LLC as an additional
requirement to the drilling rig contract that was signed on March 7, 2008,;

b) acommitment of $12,000,000 as a drilling rig mobilization fee to Blake
Offshore, LLC;

¢) acommitment of $125,000 PER DAY rig operating rate for the 1% year to
Blake Offshore, LLC;

d) acommitment of $135,000 PER DAY rig operating rate for the 2" and 3
years to Blake Offshore, LLC;

e) a future commitment of at least $7,700,000 for a heavy lift vessel; and

f) acommitment to Escopeta Oil Company, LLC for the use of its Jones Act
waiver to operate the foreign heavy lift vessel in U.S. Waters.

Because of the oceanic route that the heavy lift vessel must take to reach Alaska (around the
tip of South America), and the inclement weather in the winter of the southern hemisphere,
the earliest the jack-up drilling rig would be able to leave the Gulf of Mexico is late-
December of 2008. It will take approximately 50 days to transport the drilling rig to the
Cook Inlet, putting the drilling rig’s arrival date at late February, at the earliest.
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An 18,000 foot well in the Cook Inlet is estimated to require approximately six weeks,
including mobilization, rig-up, drilling, testing, suspending, rig-down, and demobilization
time. Accordingly, a well of this nature will cost approximately $5.25 million dollars in
daily rig rates and another 14.75 million dollars in supplies and materials, putting the total
well cost at approximately $20,000,000.

Therefore, the total cost to PERL to acquire, mobilize, deliver and drill the first well in the
Cook Inlet will be in the neighborhood of $40,000,000, not including lease and permitting
costs. PERL does not take this commitment lightly, nor should the DNR with the potential
benefits that could be attributed to the State.

3. Ifthe Division was not satisfied with PERL’s proposal for the expansion of the Corsair Unit
and the associated proposed Revised Plan of Exploration, given the expansion leases
pending expiration, the Division could have, at any time prior to the lease’s expiration,
suspended operations as allowed under the lease agreement, to allow adequate time to
negotiate an acceptable Unit expansion agreement and Revised Plan of Exploration, suitable
to both the Division and PERL..

The Division had other options available during the Public Review period that would have
also afforded PERL the opportunity to agree to the terms and conditions necessary to make
the Expansion Application and Revised Plan of Exploration acceptable to the Division.

The Division’s failure to give PERL the opportunity to accept terms for the unit expansion
and Plan of Exploration, and come to a meeting of the minds, was not negotiating in good
faith by the Division, and did not afford PERL its earned right as Operator and lessee to due
process. Moreover, the Division denied PERL the ability to agree to terms that would have
been acceptable to the Division. This questionable negotiating has severely prejudiced and
damaged PERL.

4. PERL began good faith negotiations with the Division for a realistic and acceptable Plan of

Exploration immediately after becoming approved by the Division as the successor Operator
of the Corsair Unit. Throughout the negotiations with the Division regarding the Corsair
Unit and the Plan of Exploration, and subsequent default cures, acceptance of additional
stipulations, conditions, obligations and commitments by PERL, and acceptance of the
default cures and extension approval, the Division has appeared, although resistant and
apprehensive in many instances, to ultimately support PERL’s diligent effort to meet the
work commitments.

PERL has devoted considerable financial and company resources in an effort to bring a
jack-up driiling rig to the Cook Inlet to explore and produce the Corsair prospect. The
Division has imposed stringent requirements and commitments on PERL to insure, to its
satisfaction, that PERL will follow through with its plans to acquire and deliver a jack-up
drilling rig to the Cook Inlet and explore and produce the Corsair prospect.
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Now that virtually all the commitments and requirements imposed on PERL by the Division
have been met, and PERL has completely interpreted the data necessary to delineate the
entire Corsair structure, which indicates the primary oil targets underlie the expansion
leases, and on the cusp of having the jack-up drilling rig on its way to the Cook Inlet, the
Division makes an unwarranted, prejudicial and extremely damaging Decision not allowing
PERL to include the leases that contain two-thirds {2/3rds) of the primary oil reservoir into
the Corsair Unit.

In essence, the Division misled PERL, imposing onerous conditions and stipulations,
inctuding the required submission of a non-refundable $100,000 deposit. The Division
allowed PERL to believe it would be able to explore and develop the entire Corsair
prospect, and then took away two-thirds (2/3rds) of the structure which included the primary
oil drilling targets. These actions and the Division’s Decision to deny PERL the unit
expansion are nothing less than reprehensible,

5. After spending over a half of a Billion dollars to gain the Alaskan assets and evaluate the
prospects, and having only been an operating company in Alaska for eight (8) months,
PERL has earned the right to prove up on its investment. The denial of the Corsair Unit
expansion and the Division’s preference to have the expansion leases expire are unfair
takings of PERL’s investment and proprictary information. To further willfully take this
investment and offer it to another party with no compensation to PERL whatsoever is
nothing less than constructive theft by the Division.

6. PERL is a real company with an Alaskan office and presence, it has invested real money in
Alaska’s economy, and has on-going operations and concerns that continue to provide
revenue to the State and local businesses. It is not Exxon, The Division should be the
State’s advocate for responsible development of its cil and gas resources, not an agency
with an adversarial role.

When a viable and energetic company comes to the Division with a prudent and reasonable
plan for any exploration or development activity that will enhance the current exploration
and development in the State of Alaska, the Division should say: “Welcome to Alaska, how
we can help you develop our resources?” Instead, in the case of PERL and the Corsair Unit,
the Division appears to have more the attitude of: “Here comes another company, how can
we make their efforts difficult, and how can we find a reason to say no to their plans?”

Quite simply, this is not good business practice for the State and it DOES NOT encourage
exploration and development.

7. Because the Division did not give its full and unbiased consideration of PERL’s Unit
Expansion Application and proposed Revised Initial Plan of Exploration; and because the
Division failed to adequately consider all the aspects of PERL’s proposed unit expansion
and Plan of Exploration as it relates to the conservation of resources or the economical and
physical waste or resources; and because the Division failed to adequately consider what
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was actually in the best interest of the State, the public, and PERL; and because the Division
did not adequately consider and fully evaluate the implications of its Decision; and for all of
the other reasons identified throughout this Appeal; the Division’s Decision to deny the
Expansion of the Corsair Unit and the denial of the proposed Revised Initial Plan of
Exploration is erroneous, unjustified, unwarranted, prejudicial, damaging, arbitrary and
capricious, and should be reversed.

Ll ln 3 »”

Case law exists relative to the situations presented in this Appeal. The present matter focuses
upon the Division’s Denial of PERL’s Application for the First Expansion of the Corsair Unit, a
situation in which the Division cannot demonstrate any damages to the Department of Natural
Resources or the State of Alaska if the Application were approved. Conversely, PERL can
show significant damages if it is forced to relinquish the expansion acreage and the underlying
resources. An appellant rule applies where the party seeking the appeal stands to suffer
irreparable harm and wherg, at the same time, the opposing party can be protected from injury.
This rule was set out by the United States Supreme Court in Ohio Qi Co v. Conway, 279 U.S.
813, 49 S.Ct. 256, 73 L..Ed. 972 (1929) and has been expanded by both federal and state courts
in later jurisprudence:

Where the matters presented by an appellant for an appeal are grave, and the injury to
the Appellant will be certain and irreparable if the appeal is not granted, while if the
appeal is granted the injfury to the opposing part will be inconsiderable, or may be
adequately indemnified by a bond, the appeal usually will prevail. Id.

This approach requires balancing the hardships by weighing the harm that will be suffered by
the appellant if an appeal is not granted, against the harm that will be imposed upon the
opposing party by the granting of an appeal.'

In this matter, an appeal pursuant to 11 AAC 83.02 of the Director’s Decision to Deny the
Application for the First Expansion of the Corsair Unit — ultimately resulting in the loss of a
portion of PERL’s oil and gas prospect to which it has devoted significant amounts of financial,
tangible and intangible resources to acquire — must be granted because such a Decision will not
cause either the Department of Natural Resources or State of Alaska irreparable harm.
However, PERL will suffer irreparable injury and financial losses if PERL is denied the
Expansion of the Corsair Unit, loses the expansion leases and the underlying resources.

Regardless of the outcome of this Appeal, the State of Alaska retains its royalty interest in the
underlying resources and therefore is not at risk of any damages related to the entity that has
the care, custody and control over those leases (whether the underlying resource remains in the
control of PERL or any other potential lessee or Operator).

Y AJ Industries, Inc. v. Alaska Public Service Commission, 470 P2d 537, 540 (Alaska
1970)(citations omitted).

Corsair Unit Expansion Application
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Because of the reasons stated elsewhere in this Appeal, it is highly unlikely and perhaps
impossible that (1) the expansion leases subject to this Appeal could be explored and produced
faster by another Lessee or Operator, and (2) the resource underlying the expansion leases
could be produced faster on a lease-by-lease basis than it could be produced under unitization.
Therefore, the State of Alaska is at no risk of damages whatsoever should the leases remain in
the control of PERL.

IFPERL loses its expansion leases, it will lose the underlying resources which it has
endeavored to identify and any potential revenue that might be derived from that resource.
These damages speak for themselves. Further, should the leases expire and become available
in any subsequent lease sale, in order for PERL to reacquire those leases it will have to be the
highest bidder in a competitive lease sale, likely spending hundreds of thousands of dollars
reacquiring the leases because the industry is generally aware of the underlying resources
contained in these leases. This is money that PERL would not have otherwise had to spend
should the leases not expire.

The State of Alaska will also suffer damage if the leases are left to expire, as fragmented lease-
by-lease development will delay the time it will take to produce the leases, and will also result
in a waste of economical and physical resources.

L.osing the expansion leases and the underlying resources will be a grave injustice and will
result in irreparable injury to PERL. Therefore, PERL urges the Lt. Governor and the
Commissioner of Natural Resources to grant the Appeal and approve the Application of the
First Expansion of the Corsair Unit for the reasons stated above.

I'T IS THEREFORE REQUESTED by Pacific Energy Alaska Operating Ltd., as the lessee, and
Pacific Energy Resources Ltd., as the Corsair Unit Operator, that the Lt. Governor of Alaska
and the Commissioner of Natural Resources issue a Decision that the Application for the First
Expansion of the Corsair Unit and the accompanying Revised Initial Plan of Exploration, dated
March 18, 2008, is in the best interest of the State of Alaska.

IT IS FURTHER REQUESTED by Pacific Energy Operating Alaska Ltd., as the lessee, and
Pacific Energy Resources Ltd. , as the Corsair Unit Operator, that the Lt. Governor of Alaska
and the Commissioner of Natural Resources Approve the Application for the First Expansion of
the Corsair Unit and the accompanying Revised Initial Plan of Exploration, dated March 18,
2008.

This DECISION and APPROVAL will support and allow for the prudent and responsible
exploration and development of the Corsair Structure in a timely and efficient manner, it will
also support and encourage PERL’s efforts to bring the desperately needed jack-up drilling rig
into the waters of the State of Alaska and renew the stagnated exploration and development of
the Cook Inlet Basin and possibly other offshore basins throughout Alaska.

Corsair Unit Expansion Application
DNR Appeal to Commissioner page 32 of 34



This DECISION and APPROVAL will not prejudice nor damage the State of Alaska in any
marnner, either administratively, procedurally or financially.

Your time and consideration of this Appeal is greatly appreciated. We look forward to
discussing our plans and these issues with you, if necessary.

Respectfully Submitted,

PACIFIC ENERGY ALASKA OPERATING LLC

By:

Vladimir Katic
Executive Chairman & Chief Operating Officer

Cc: Kevin Banks, Acting Director
State of Alaska
Department of Natural Resources
Division of Oil and Gas
550 W. 7% Avenue, Suite 1100
Anchorage, AK 99501-3560

Corsair Unit Expansion Application
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Attachments: Application for the Approval of the First Expansion of the Corsair Unit

Revised Exhibit “A” to the Corsair Unit Agreement
Revised Exhibit “B” to the Corsair Unit Agreement
Revised Exhibit “G” to the Corsair Unit Agreement
(Revised Initial Unit Plan of Exploration)
Attachment No. 1 to the Revised Initial Unit Plan of Exploration

DENIAL of the Application for the First Expansion Corsair Unit
Acceptance as Successor Unit Operator for the Corsair Unit
Corsair Unit Default Cure

Offshore Daywork Drilling Contract with Blake Offshore, LLC
Confirmation of $100,000 Deposit to Blake Offshore, LI.C

Resource Development Council Letter regarding Exxon / Pt. Thomson

Geophysical Report for the Corsair Unit
Corsair Structure Resource Evaluation

Corsair Unit Expansion Application
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UrcRADES

Summer 2008 - Site activities completed
January 2009 - $20M rig upgrades complete

| 2004 Prefss |

February 2009 — Multi-year drilling program commences

O
O
O February 2009 — Rig mobilized via ice road
O
O  World's highest pressure gas cycling facility

Online 2014

Capable of producing oil and condensate
Future expansion capability

Essential for an Alaska Gas Pipeline
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The Point Thomson working interest
owners are proceeding with the drilling
program at the Point Thomson Unit, with
drifing to commence in February 2009,

Point Thomson will ba the highest
pressure gas cycling project in the
world, employing world-class drilf
wells. This project is an investment
of approximately $1.3 biilion,
including a multi-year development
and delineation drilling program. drilling rig.

With the arrival of equipment and
materials by barge at the drilling site, owners wish to publically thank the more than

the Point Thomson owners are moving 150 people from more than 30 companies in

forward with essential site preparation
tasks to be ready to accept the upgraded

ExxonMabil and the other 26 Point Thomson

Alaska who are working to progress these
development activities.

Exonitiobil

Taking on the world‘s toughest energy challengas”
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Air Logistics of Alaska, Inﬁ.
Alaska Clean Seas
Alaska industrial, LLC
Atigun Incorporated
Aurora Automotive,
Welding and Fabrication
F Robert Bell & Associates

Broaks Range Supply, inc./
Colville, Incorporated

Cameron
Carlile Transportation Systems
Cellar Tech

Chiniak Envirocnmental Consulting

Crowley Alaska, Inc.
Dela Leasing, Inc.
Dayon Universal Services, LLC

Duane Miller & Assoc,

P B A/ A Vs, Y
ol A TR 44 W \r:/f’ ﬂ:‘gc-

pery = - ————— e o e —

ENTRIX Environmental Nabors Alaska Drilling, Inc.

Consultants, Inc. i :
National Qilwell Varco

Epoch Well Services, Inc. h A
poch el services, fhe Northland Wood Products, Inc. g
ERA Helicogters, Inc. o

Quadco, Inc. ..
Fairweather E&P =
airweather SiR f:-:,/
Fairweather, Inc. A
Schiumberger AR
W.W. Grainger, lnc. L.
TerraSond Limited
Halliburt
afiburton Udelhoven Dilfield System

Hydril Pressure Control, Services A
GE Qil & Gas busi ;
ABEUN R has disiness Frontier Alaska .

Lewetten Arctic Research, Inc, /
Marsh Creek, LLC F; § _;.'

wSwACo POINT %
MRO Sales, Inc. THOMSON rxf 2
PROJECT (-
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POINT

Point Thomson Project - Initial Development Phase THOMSON

Project lllustration

PROJECT

© Production by YE 2014: 10,000 BPD, inject remaining gas
© Includes process facilities, liquids pipeline, airstrip, camp

© Delineates oil reservoirs, ability to produce

© Future expansion capability; ultimate gas sales development i 1

|
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DRILLING

CONSTRUCTION

Drilling Permits
Secure Rig
IPS Development Drilling

Delineation Well Pads
Construction

Delineation Program Dirilling

Procure Materials

Conceptual Engineering
Pre-FEED/FEED

IPS Surface Facilities Permits
Engineering/Permitting Support
Procurement

Mcdule Fabrication

Module Transport

ANS Civil Work

_ _ _ _ POINT
Point Thomson Project - Clear & Committed Timeline Tllj%\}\Esgqu

2012 2013

Pipeline Construction

Module Installation/
Commissioning
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POINT

Point Thomson Project — Site Activity THOMSON

Location of New
Tank
Installation

Equipment
Staging
Area

PROJECT

© Grade pad
~© Stage ice road construction equipment and camp

o Prepare drill rig and helicdpter pads
¢ Install drill well cellars and conductors

Barge Landing
Area

PTU Drill Well
Locations
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Point Thomson Project - Contributing Companies
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THOMSON
PROJECT

" Thanks to the many Ataska compariies and hundreds of employees working on Point Thomson. .~ °

foprr——————— - e i

lir Logistics of Alaska, inc.
Alaska Clean Seas -
Alaska Industrial, LLC
Atigun, Int;ntpnmted

Aurora Automotive,
Welding and Fabrication .

F Robert Bell & Assaciates

Brooks Range Supply, Inc/
Colville, Incorporated

Cameron
Carlile Transportation Systems
Cellar Tech
Chiniak Environmental Consulting

Crowlay Alaska, Inc.

ENTRIX Envirosmental
Constltants, Inc.

Epoch Woll Services, Inc: ™

. ERA Helicopters, Inc. -
Fairweather E&P
Fairweather, Inc.

WWw. érainnar, Inc.
‘Hallibsrton

Hydril Pressure Control
a GE 0il & Gas business

Lewellen Arctic Rasearch, inc.

Marsh Creek, LLC
M-I SWACO
MRO Sales, lnc.

—— -

"« Nahars Alaska Drilling, Inc.

National Oilwel! Varco
Northland Wood Products, lnc.

Quadeo, fnc.

SLR

Schlumberger
TerraSond Limited
Udelhoven Gilfield System

Services

“Frontier Alaska

POINT
THOMSON

Delta Leasing LLC
Boyon Universal Services, LLC
Duane Miller & Assoc.

PROJECT
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