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PETRO MARINE SERVICES

Petroleum Marketing to tfie Marine Industry

Petition for exemption from EPA limit on sulfur content in motor vehicle fuel
Testimony before House Oil & Gas Committee
12 August 1998

We support the petition by the State of Alaska to EPA for a permanent exemption from the
requirement to limit motor vehicle diesel fuel to no more than 0.05 % sulfur by weight.

Petro Marine Services is an Alaska owned and operated fuel marketing and distribution
company. We serve 16 communities in Alaska many ofwhich are isolated coastal
communities not connected by roadways. The vast majority of the product is sold for use
in vessels, for heating oil consumption and to other nonroad users. Highway diesel fuel
sales amount to less than 2% of our total sales volume. If low sulfur diesel is mandated
for highway use in the communities that we serve, it would have to be segregated from
the moment it is purchased and throughout the transportation and distribution network.
All of the fuel that we purchase for sale is moved via tank barge to our fuel plants.
Providing segregation for small volumes of low sulfur diesel would greatly increase the
cost per gallon and limit the flexibility and efficiency ofour barging logistics. At our tank
farms, we have nearly completed upgrading all facilities to meet the OPA ’90
requirement for impermeable liners. It would be very costly to go back into these
facilities now to add new tanks to provide segregated storage for low sulfur diesel.
Ultimately, end-use consumers will bear the cost of meeting this requirement.

In addition to the added cost of segregation, all low sulfur diesel would have to be
imported to Alaska, because no Alaska refiner currently produces this product. Normal
supply routines would be disrupted in order to get low sulfur diesel fuel from the West
Coast refiners. A great deal of the other fuel that we purchase in Alaska would also be
purchased outside the state, because the tank barges could not travel to distant supply
points simply to lift the small volumes of low sulfur diesel needed. As a consequence, a
significant proportion ofour annual fuel volume would be purchased offthe West Coast
thereby displacing Alaska fuel which could otherwise serve the local market. All this
displaced tuel would be replaced with fuel carrying as much as 15 cents per gallon added
freight charge due to the longer hauling distance. Alaska consumers should not be placed
in a position whereby their energy costs will increase dramatically.
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All this seems an extraordinary disruption ofthe market and inflation of price to
accommodate a product with relatively low sales volume statewide. The stated purpose
ofthe Clean Air Act requirement for low sulfur diesel is to address health concerns
associated with air-borne particulate. Alaskans rarely agree on any subject, but there
appears to be a consensus that no general health problem exists here that could be
corrected by this program. As stated in the state’s petition to EPA, changing the motor
vehicle diesel fuel requirement to low sulfur diesel will remove an insignificant amount
of particulate matter from the air at an unacceptably high cost-to-benefit ratio.
Compliance with the low sulfur diesel requirement is clearly unreasonable in
consideration ofthe unique fuel supply economics in Alaska. We urge your continued
support ofa permanent exemption for all of Alaska.
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MAPCO TESTIMONY ON HIGHWAY DIESEL

House Special Committee on Oil and Gas
August 12,1998

MAPCO ALASKA PETROLEUM Inc. is here to dearly state our support for a
full, final and permanent exemption for Alaska from the Sulfur requirements of the Clean
Air Act that apply to diesel fuel used for transportation. The current exemption expires on
October 1,1998.

Nothing has changed since 1993 when the State first requested a waiver for sulfur in
highway diesel that would indicate any other course of action. In fact, continued study and
review during two temporary exemptions since that time have reinforced the desirability
and need for the permanent exemption. And in April of 1998 EPA published its intent to
issue a permanent exemption.

This committee has already heard the many reasons to support the permanent
exemption. You have been told of the negative economic consequences that clearly
outweigh any benefit from enforcing the sulfur requirements for highway diesel. Not
granting the exemption would potentially require the importation of most if not all highway
diesel. Itwould again require dyeing of non-highway diesel, which accounts for 95% of
daily diesel use in Alaska. The separate tankage and other logistical requirements would
pose an undue burden in rural areas of Alaska with the least competition. And these are
the areas of Alaska that can least afford the economic burden of increased fuel costs.

MAPCO urges this committee to use ail means possible to encourage EPA to
promptly issue the full and final exemption. We also ask that you request DEC and the
Governor write letters, make calls and take other appropriate measures to urge EPA to
grant the full and final exemption.

Failure to receive this exemption as we near our fall and winter season could result
in an emergency situation. Fuel would not be available to deliver foodstuffs, medical
supplies, gasoline supplies and other commodities necessary for the health and safety of all
Alaskans.

We appreciate your concern with this matter and request your prompt and
comprehensive response in making sure EPA issues the full and final exemption in the next
few days. We stand ready to offer our help and assistance to this end.

Thank you, and let me know if there are questions | can answer or others here with

MAPCO can answer.



TONY KNOWLES. GOVERNOR
/

DEPARTMENT OF NATURAL RESOURCES 3601 "C"street, suite 1380
ANCHORAGE. ALASKA 99503-5948

DIVISION OF OIL AND GAS PHONE: (907)269-8800

CERTIFIED MAIL
RETURN RECEIPT REQUESTED

Fax (713) 656-1512

June 30,1998

Exxon Company, U.S.A.

Mark W. Albers, Manager Alaska Interests
P.O. Box 2180

Houston, TX 77252-2180

RE: Point Thomson Unit
15th Plan of Development

Dear Mr. Albers:

Exxon Company, U.S.A. (Exxon) as unit operator originally subm itted a 15thPlan
of Development for the Point Thomson Unit (PTU) on October 1, 1997. By letter
dated October 8, 1997, the Department of Natural Resources, Division of Oil and
Gas (DO&G) notified Exxon that the plan was incomplete. DO&G recognized
that the working interest owners had not shared the results of their respective
exploratory efforts, and Exxon could not, therefore, write an integrated
development plan. On December 24, 1997, DO&G approved an Interim Plan of
Development (Interim POD) for the Point Thomson Unit. The Interim POD
included the following requirements:

1) Exxon will submit current Exhibits A and B to the Unit Agreement by
January 31,1998.
2) Bv March 31,1998, Exxon will:
(@) submit a list of the studies done to date with a synopsis of each
one;
(b) submit a list of all agreements between the Point Thomson Unit
owners with an explanation of each one; and
(c) provide a briefing on the results of the full field modeling and
Parson's Study.
3) Exxon will also coordinate with ARCO to arrange a presentation of the
3D seismic data collected by ARCO under a farmout agreement with
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Exxon by March 31, 1998, or analyze and present the information
themselves if ARCO does not.

4) The division also requested a briefing by BP and Chevron during the
first quarter of 1998, on the Plan of Exploration for the Sourdough
prospect.

5) Exxon will submit a preliminary draft of its 15th plan of development
for DNR review and comment at the April meeting, and submit a draft
POD by May 15,1998.

6) Exxon will file a 15th Plan of Development by June 8,1998.

During the six-month term of the Interim POD Exxon committed to subm it the
data listed above and coordinate with the other working interest owners to
develop a plan to delineate all of the reservoirs in the Point Thomson Unit.
Exxon had until June 30, 1998, to develop and submit a complete 15th Plan of
Development (15 POD) to DO&G. Exxon as unit operator fulfilled all of the
requirements itemized above with the exception of number 2) (¢). Exxon did not
schedule a briefing on the Parson's Study during the period of the Interim POD,
however by mutual consent we intend to have the briefing some time this year.

On May 14, 1998, Exxon submitted a draft of the 15th POD. DO&G staff
commented on the draft plan during a teleconference call held Thursday May 21,
1998. Exxon submitted a revised draft 15th POD on June 5, 1998. DO&G
suggested changes to the revised draft by fax on June 9, 1998. On June 16, 1998,
Exxon incorporated the requested changes and faxed another revised draft to
DO&G. After some discussion and a few minor changes, Exxon submitted the
1527 POD in final on June 19, 1998. This process of meeting and reviewing the
draft documents was beneficial to produce a comprehensive Plan of
Development that is acceptable to the Unit Operator, all of the working interest
owners and DO&G.

The IS* POD includes an update on the work completed during the term of the
14mPOD and the Interim POD. It also includes plans to establish a common
database, delineation plans, and development planning studies to be completed
during the term of thel5mPOD. Exxon plans to explore potential synergies
between development of the oil and gas reserves in the unit area.

There has been considerable interaction belween Exxon, the Working Interest
Owners and DO&G over the pas*-nine months to formulate a comprehensive
plan to develop all potential reservoirs within the Point Thomson Unit Area.
Finalizing Agreements between the Owners to share well and seismic data is the
first step toward achieving an integrated plan of development. Only after those
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Agreements are in place can the Owners incorporate their information into a
shared database. A shared database is essential to produce consensus maps of
the reservoirs within the PTU. The Owners shall demonstrate the exchange of
sufficient data by September 30, 1998, to map the work contemplated by the 15t
POD or the unit will be in default. The Owners shall provide a status report to
the DO&G on or before September 30,1998, to demonstrate the progress toward
completing the first step. The Owners shall create a common technical PTU
database and consensus maps for all prospective reservoirs within the PTU by
September 30, 1999. The Owners shall present the consensus maps to DO&G
before the end of the 15thPOD. A review of the oil rim study results will also be
presented to DO&G by September 30,1998. A review of the Parson's Study may
be scheduled along with the other review meetings.

DO&G considered the criteria in 11 AAC 83.303 and finds that the 15th POD
protects the public interest. The 15hPOD is approved for the period July 1, 1998
through September 30,1999. The 16thPlan of Developmentisdue on July 2,1999,
90 days before the 15*1IPOD expires.

Sincerely, _

AN(/ICooA -A

Kenneth A. Boyd
Director

cc: BP Exploration (Alaska) Inc.
Chevron U.S.A. Inc.
Mobil Oil Corporation
Oxv U.S.A. Inc.
Phillips Petroleum Company
Arco Alaska Inc.
Thompson, Dept, of Law
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Fifteenth Plan of Further Development
and Operation

Point Thomson Unit

North Slope, Alaska

Mr. Kenneth A. Boyd, Director

Division of Oil and Gas

Alaska Department of Natural Resources
3601 "C" Street. Suite 1380

Anchorage, Alaska 99503-5948

Dear Mr. Boyd:

Exxon, as Unit Operator and on behalf of the Working Interest Owners, hereby submits
the enclosed Fifteenth Plan of Further Development an Operation (15th POD) for the
Point Thomson Unit for your review and approval.

The 15th POD contains an update on the 14th and interim PODs, as well as the Owners
work plans for the next 15 months.

Should you have any questions, please feel free to call me at 713 656-7111.

Sincerely,

JRG:rij
Enclosure

RECEIVED
JUN 22 1998

A DIVISION O f EXXON CORPORATION



POINT THOMSON UNIT

Fifteenth Plan of Further
Development and Operation
and
Update on the Fourteenth and Interim Plans
of Further Development and Operation

In accordance with all applicable regulations, attached below is the updated Fifteenth Plan of
Further Development and Operation (POD) for the Point Thomson Unit (PTU) which is
submitted by Exxon as Unit Operator and on behalfofthe Working Interest Owners ("Owners").

Overview

During the term of the 14th and Interim PODs, the Owners continued their efforts to
commercialize the PTU, with the focus on evaluating the potential of various Thomson Sand
reservoir gas development scenarios. The Owners, through their technical efforts, improved
their collective understanding of many of the complex technical challenges associated with
developing a high pressure gas reservoir in a remote location. The drilling and completion
technologies necessary to drill and produce expensive, high throw, large-bore wells at high
production rates have been examined. Additionally, detailed geologic and reservoir simulation
models have been completed to: (a) assist in the estimation of reserves and flowstreams for
numerous development scenarios, and (b) prompt the orderly development of facility design

concepts and cost estimates.

While the work accomplished pursuant to the 14th and Interim PODs has led to an increased
understanding of the Thomson Sand reservoir by the Owners, hurdles to economic development
remain; particularly, high well and facilities costs, lack of a gas market and transportation
system, and the unique technical challenges associated with high pressure gas cycling.
Consequently, development of the Thomson Sand gas is not economically justified at the present
time. However, the Owners remain committed to finding ways to overcome the technical and
commercial challenges associated with the resource in order to eventually commercialize all

hydrocarbon accumulations in the PTU area.

Additionally, three of the PTU Owners (Exxon, BP and Phillips) have worked with the State of
Alaska's North Slope Gas Commercialization Team which has recommended that changes be
made to the State's tax and royalty structure to improve the economic feasibility ofa North Slope
gas project. This work culminated in the Governor's introduction of Stranded Gas legislation
(HB 393) earlier this year. Several of the Owners testified at many legislative hearings, which
culminated in the Legislature approving HB 393. Future fiscal legislation will continue to be
monitored for applicability to PTU resource commercialization.



Update on the Fourteenth and Interim Plans of Development

DNR Undate
On April 2, 1998, the Owners presented a PTU progress update to the staff of the Alaska DNR.

The update included a report on the Thomson reservoir full-field model, an overview on Drilling
Technology, a PTU Facility Screening Study which included screening level cost estimates, the
Thomson Oil Rim and pre-Mississippian/Basement, as well as the PTU Common Database and

future PTU Work Plans.

Development Steering Committee (DSO Formation

On June 11, 1997, the Owners approved the formation of the DSC. The DSC was charged with
the coordination and development of a unit screening "tool kit" consisting of well design and
cost estimates, facilities design and cost estimates, and selection and evaluation of development

scenarios.

Fine Scale Geologic Model
A fine scale state-of-the-art 3D geologic model of the Thomson Sand encompassing

approximately 330 square miles was constructed. Consensus trend maps, generated by the Unit's
Geologic and Reservoir Modeling Committee (GRMC), were used to outline the distribution of
facies and porosity within the model. This fine scale geologic model provides the foundation for
the Thomson Sand reservoir simulation models and for the evaluation of development scenarios.

Reservoir Simulation
The reservoir simulation work was conducted by Fxxon Production Research Company under

the direction of the DSC. Initially, three reservoir simulation models were built to evaluate
exploitation of the gas resource. The final results of this study were provided to the DSC
participants on February 5, 1998. A fourth reservoir simulation model was built to evaluate

possible oil rim depletion scenarios.

Well Design and Cost Estimates
Well design evaluation was conducted by Exxon Production Research Company under the
direction of the DSC. Screening level well cost ranges were developed and reviewed by DSC

participants in March 1998.

Facilities Design and Cost Estimates

Parsons Process Group Inc. was commissioned by the DSC to conduct a study to define
"screening level" design and cost estimates for the facilities that would be required for various
Thomson Sand development scenarios. The final results of this study were provided to the DSC

pa**;c pants on September 2, 1997.

Basement Studies
A pre-Mississippian/Basement interpretation was presented to the Unit Owners, and an overview

has been presented to the staff of the Alaska DNR.



Thomson Oil Rim Studies
Geochemical analysis of the PTU-1 and C-lI cores was completed. These results have been

presented to the Unit Owners, and an overview has been presented to the staff of the Alaska
DNR. Further work may include an evaluation of the Mobil Staines River State #1 core, and if

feasible, modeling of the producibility of the oil rim.

Flaxman Fan Studies
A scoping study has been initiated to evaluate the Flaxman Sand (Brookian) accumulation. The

Owners plan to refine this model with newly acquired 3D seismic data and the results will be
incorporated into the overall Brookian studies.

Farmout Initiative
The farmout agreements from Exxon. Mobil and Phillips required Arco to commence the

acquisition of a western PTU 3D seismic survey, covering Unit Tracts 7, 8, 9, and 10, on or
before March 31, 1997. According to Arco, Northern Geophysical commenced acquisition of
the land portion of the required survey on or before March 30, and has now completed the
acquisition of this data. The survey data has been processed and a copy of the land portion has
been delivered to the Farmors. Arco conducted a proprietary presentation of the western PTU
3D seismic data with the staffofthe Alaska DNR on April 7, 1998.

Appraisal Activity
On March 13, 1997, BP and Chevron publicly announced that the Sourdough #3 Well had

confirmed the prior oil discovery made by the Sourdough #2 Well. Both of the wells are located
within the PTU. A proprietary review of Sourdough was conducted for the staff of the Alaska
DNR by BP and Chevron on April 7, 1998. Further appraisal of the Brookian play, including a
possible drillwell, is under consideration by BP and Chevron.

Fifteenth Plan of Development (15th POD)

Common Database Plans

The Owners request that the term of the 15th POD extend from July 1, 1998 through September
30, 1999. During the term of the 15th POD, the Owners will finalize trade agreements, which
will grant them access to well and seismic data. The Owners will create a common technical
PTU database and consensus maps for all prospective reservoirs within the PTU by September
30, 1999. The Owners will present the consensus maps to DNR before the end ofthe 15th POD.
Consensus mapping means an effort by all major Owners to use the shared technical data and
various individual Owner interpretations to produce unified (agreed upon), comprehensive
interpretations of each reservoir. Consensus mapping is necessary to evaluate prospectivity
within the Unit, and to ultimately support refinements ip. development planning studies and
development modeling. Measurable progress has been made to date in this regard, and plans are
in place to further this effort as indicated below:

« All major Owners in the PTU have signed a ballot agreeing to participate in a current geo-
technical boring program (Ballot 98-1).



e The DSC will soon be considering an environmental studies ballot (Ballot 98-2) to assess
potential impacts of future development plans in the PTU area.

e The DSC has agreed to conduct a pressure-volume-temperature (PVT) forum on or about
June 11, 1998 to reach consensus on PVT analysis and characterization which will be shared

among all the DSC members.

e The Owners will conduct a PTU well core party during mid to late July 1998 during which
all cores will be analyzed to help with Brookian reservoir description and modeling. All
Owners are securing necessary management approvals and are verifying the availability of all
PTU well cores.

e The Owners met on May 26 and 27, 1998, and have scheduled two additional meetings to
further discuss the common database and progress negotiations on the agreements to share
this data. The Owners are targeting to have most agreements in place by September 1, 1998.
The Owners meetings are tentatively scheduled for the week of June 22 in Houston, and
during the week of July 27 in Alaska. The Owners will update the Alaska DNR on the status
ofthe common database on or before September 30, 1998.

The draft Licensing Agreement for the northern PTU 3D surveys has been provided to all PTU
Owners by BP and Chevron. The surveys are shown on the attached plat. With the acquisition
of these surveys, as well as the reprocessed PTU 3D and the western PTU (Arco) 3D,
geophysical and geologic mapping of the Brookian reservoirs will begin during the proposed
term of the 15th POD. However, Owners' access to this data and total participation in all
Brookian mapping efforts remain a challenge, due to varied ownership in the Brookian

accumulations.

BP and Chevron have offered to include their Sourdough proprietary data into the common
database discussed above, with adequate protection and value provided for the data. This will be
discussed in more detail at the Owner meetings discussed above.

Delineation Plans

POD 15 delineation activities will be primarily focused on acquiring 3D seismic data over the
Brookian reservoirs as part of the development ofthe common technical database.

In the northern PTU/Flaxman area new 3D data has been acquired by BP and Chevron and is in
the process of being evaluated for licensing by the Owners. The data that has been acquired is
shown on the attached plat as 1997 OBC (Flaxman), 1998 West Island Corridor, and 1998
Flaxman Lagoon. This data, when processed, will be evaluated and integrated into the geologic
model discussed above. BP intends to complete its 3D coverage along the northern and eastern
portion ofthe PTU by year-end 1999 (conditions permitting). Owners have the option to acquire
a license on this data and participate in Unit studies and mapping efforts for the Brookian
reservoirs. Ofcourse, one of the Owners' challenges is that Brookian accumulations are isolated
and discrete and may not have similar ownership as that which exists within <he Thomson
reservoir. Each Owner will evaluate their particular need to acquire this data. The long-range
plan is to merge all 3D data into one updated PTU 3D survey, as directed by the consortium of

Owners.



In the western PTU area, Arco continues to evaluate its options pursuant to the recent trade
agreements with Exxon, Mobil and Phillips.

In the southern PTU area, BP and Chevron continue to study further Brookian development,
including possible plans for a drillwell in 1999. As plans develop for any drillwell, the Alaska
DNR will be kept advised. At thistime, no PTU Owner (including Arco) has a firm commitment
fora drillable well location to submit to the DNR.

Development Planning Studies

Thomson Gas Reservoir

The Owners plan to complete the remaining scoping activities associated with Phase Il of the
Thomson reservoir study. The Unit "tool kit" developed during the 14th and Interim PODs will
be used to refine gas cycling and blowdown development scenarios evaluated during Phase | of
the study. Phase Il of the Thomson Reservoir study includes optimization and high grading of
locations and the number of drill sites, varying the location and number of producers and
injectors, high grading gas offtake rate vs. facility costs and cost reduction. A PTU forum on
PVT properties will be held on or about June 11, 1998, and will be based on a foundation of
expanded PVT data sharing among the Owners. In addition, laboratory capillary pressure
measurements are planned for additional facies representation. Depending upon the results of
this effort, the Owners will undertake any additional work necessary to refine the current
screening level design and cost estimates to match the upgraded scenarios. Once this effort is
completed, Phase Ill operations, if warranted, will be progressed and could include conceptual

engineering and appraisal delineation planning.

Thomson Oil Reservoir

The Owners will perform additional geochemical analysis on core data from the Mobil Staines
River State # 1 well. Planned analysis of simulation results may result in additional investigation
of oil rim depletion scenarios. A review of the oil rim study results will be held with the DNR

by September 30, 1998, as requested.

Brookian Accumulations

The Unit Owners will work together to build or update geophysical, geological, and reservoir
models within the PTU area. Exxon as Unit Operator will coordinate the building or updating of
as many specific Brookian development models as needed, after the common technical database
is established. Consensus hydrocarbon flowrates and cost estimates will be developed to
evaluate stand-alone Brookian developments and possible Brookian/Thomson co-developments.
Assuming that the planned 3D activities occur as scheduled, the Brookian development models

could be completed as soon as the 4th Quarter of 1999.

In addition, BP and Chevron have recently conducted a geotechnical program (soil borings) to
help surface facilities and pipeline planning in the PTU area. The major Owners in the PTU
have all signed ballots agreeing to share this data and pay their share of the costs for this work.
BP and Chevron are also considering various engineering and environmental studies as well.
































































































































