Re: THE APPLICATION OF Cook Inlet
Energy for an Order authorizing the
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with Redoubt Shoal oil, in conformance
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IT APPEARING THAT:

1.

By application dated March 3, 2011 Cook Inlet Energy (CIE) applied to the
Alaska Oil and Gas Conservation Commission (Commission) for an order
authorizing the commingling of West McArthur River oil with Redoubt Shoal oil,
Kenai Peninsula Borough, Alaska. CIE also requests approval of a Micro Motion
Coriolis meter for determining the proper allocation of Redoubt Shoal oil.

On March 10, 2011 pursuant to 20 AAC 25.540, the Commission published in the
Peninsula Clarion notice of opportunity for public hearing on April 14, 2011.

The Commission held a public hearing on April 14, 2011 at 333 West 7™ Avenue,
Suite 100, Anchorage, Alaska 99501, Testimony was presented by CIE and
Union Oil Company of California (Union).

No protests to the application were received.

The hearing record was held open until April 22, 2011 so that CIE and Union
could provide written responses to Commission inquiry.

FINDINGS:

1;

Prior to March 23, 2009 Union stored oil from the McArthur River and Trading
Bay Fields at the Drift River terminal. Mount Redoubt volcanic eruptions
beginning on that date have prevented subsequent oil storage at the terminal.

Terminal piping has been reconfigured to allow oil to be pumped directly onto a
tanker.

Union currently stores McArthur River oil and Trading Bay oil at its Trading Bay
Production Facility (TBPF). Trading Bay tank capacity is equivalent to about 18
days of production. Routine tank maintenance and repair reduce available storage
capacity, and as the storage limit is reached, McArthur River and Trading Bay
wells must be shut in to accommodate tanker scheduling.
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Eleven Union wells completed with electric submersible pumps (ESP) account for
26% of producing wells and 60% of oil produced from the McArthur River and
Trading Bay Fields. Shutting in ESP wells exposes Union to significant risk of
ESP failure requiring a rig workover.

To provide temporary substitute storage capacity through its regularly scheduled
tank maintenance period, Union wishes to utilize two of CIE’s Kustatan
Production Facility (KPF) storage tanks, which would eliminate the need to shut
in Union’s eleven ESP wells.

In order to free the tank storage required to store Union’s oil, CIE must
commingle its West McArthur River oil and Redoubt Shoal oil in a KPF storage
tank.

In order to comply with Commission regulations, CIE Redoubt Shoal oil must be
metered prior to commingling with CIE West McArthur River oil to determine the
quantities produced from each. CIE proposes to allocate Redoubt Shoal oil using
a Micro Motion Coriolis meter with a stated accuracy of £0.05% of rate, which
would be more accurate than the current field custody sales meters.

CIE proposes monthly third party meter calibration, which will provide
verification and will identify changes, damage or degradation in meter
measurement performance. Monthly meter calibration will be done by Industrial
Instruments Service Company (IISCO), an experienced company known to
provide reliable meter calibrations.

CONCLUSIONS:

1.

The Drift River terminal configuration and Cook Inlet oil tanker scheduling will
require Union to shut in McArthur River and Trading Bay wells which use ESPs,
absent an alternate production storage means.

Frequent well shut in renders ESPs susceptible to failure, and replacing ESPs
requires rig workover.

Freeing CIE KPF oil storage capacity for temporary use by Union will allow
Union to avoid production upsets that would likely follow the shut in of Union’s
McArthur River and Trading Bay wells.

Commingling CIE West McArthur River oil with Redoubt Shoal oil at KPF is
necessary to free KPF tankage for Union’s temporary use.

Commission regulation 20 AAC 25.228(j) allows for the approval of a variance
from production measurement equipment used for custody transfer if the variance
will result in equal or improved accuracy in measuring hydrocarbons served from
the property or unit.

West McArthur River and Redoubt Shoal oil volumes can be accurately
determined utilizing Micro Motion Coriolis meters, and calibrating the meters
monthly.
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A Commingling of CIE’s West McArthur River and Redoubt Shoal oil will not
promote waste, affect correlative rights, or result in harm to human health or the
environment.

NOW, THEREFORE, IT IS ORDERED THAT the following rules, in addition to
statewide requirements under 20 AAC 25, apply to the temporary commingling of West
McArthur River oil with Redoubt Shoal oil:

Rule 1: Commingling of CIE West McArthur River oil with Redoubt Shoal oil
at KPF is approved.

Rule 2: Use of Coriolis meters is authorized for temporary measurement of oil
served from Redoubt Shoal Field.

Rule 3: CIE Redoubt Shoal Coriolis meters must be third party calibrated
monthly, not to exceed 30 days between calibrations. Commission must
be provided forty-eight (48) hours notice for opportunity to witness
Coriolis meter calibrations.

Rule 4: Analysis of meter calibration results, including raw calibration data,
must be provided to the Commission within 7 days of completing a
meter calibration.

Rule 5: CIE shall provide the Commission with 48 hour notice and opportunity
to witness Redoubt Shoal allocation meter calibration.

Note that this Order does not authorize Union to store oil at CIE’s Kustatan
Production Facility. Conservation Order No. 646 governs Union’s temporary oil
storage at KPF.

DONE at Anchorage, Alaska, and dated May 6, 20}1.

g /
\ orman, [ omrmssm cr
01l and-Gas Conservat iSsion

Cathy P/Foerster, Comrissioner
Alaska Oil and Gas Conservation Commission
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RECONSIDERATION AND APPEAL NOTICE

As provided in AS 31.05.080(a). within 20 days afier written notice of the entry of this order or decision. or such further time as the
Commission grants for gond cause shown, a person affected by it may file with the Commission an application for reconsideration of
the matter determined by it. If the notice was mailed, then the period of time shall be 23 days. An application for reconsideration
must sel out the respect in which the order or decision is believed 10 be erroneous.

The Commission shall grant or refuse the application for reconsideration in whole or in part within 10 days afier it is filed. Failure 10
act on it within 10-days is a denial of reconsideration. If the Commission denies reconsideration. upon denial, this order or decision
and the denial of reconsideration are FINAL and may be appealed to superior court. The appeal MUST be filed within 33 days afier
the date on which the Commission mails, OR 30 days if the Commission otherwise distribules, the order or decision denying
reconsideration, UNLESS the denial is by inaction. in which case the appeal MUST be filed within 40 days after the date on which
the application [or reconsideration was filed.

If the Commission grants an application for reconsideration, this order or decision does not become final.  Rather, the order or
decision on reconsideration will be the FINAL order or decision of the Commission, and it may be appealed to superior court. That
appeal MUST be filed within 33 days after the date on which the Commission mails, OR 30 days if the Commission otherwise
distributes, the order or decision on reconsideration. As provided in AS 31.05.080(b). “[t]he questions reviewed on appeal are limited
to the questions presented Lo the Commission by the application for reconsideration ™

In computing a period of time above, the date of the event or default afier which the designated period begins to run is not included in
the period; the Tast day of the period is included, unless it falls on a weekend or state holiday., in which event the period runs until 5:00
p.m. on the next day that does not fall on a weekend or state holiday.




