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Model Form Deepwater PHA

Practical Applications

0 Outline
= Review Project History
= Hypothetical Scenario
= Hypothetical Key Concepts Discussion
= Summary and Conclusion
m  Questions and Answers
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CASE FOR ACTION

= PHA evaluations, negotiations and contractual
agreements are complex.

= No consistent framework relative to terms and
conditions of contractual agreements (i.e. lack of
standardization).

= Negotiations are time and resource consuming.
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OBJECTIVE

= Facilitate efficient use of time and resources.

= Standardize, but simplify, to extent possible
(recognizes that each PHA 1s unique with 1ts own set

of Issues/circumstances).
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GUIDING PRINCIPLES

= Standardize but simplify to extent possible
= Facilitate efficiency while negotiating

= (Generic

= Broadly applicable

= Simplify in terms of readability

= Basis for making business decisions
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PHA KEY PROVISIONS

= Definitions

= |nfrastructure & Facilities

= Services

= [Fees and Expenses

= Processing & Handling Capacity

= Metering & Allocation

» (Gathering and Transportation

= Suspension of Operations and Force Majeure
= Term, Default, Termination & Continuation of Services
= Liabilities & Indemnification

= |nsurance and Bonds

= EXhibits — See next
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PHA KEY PROVISIONS (Continued) - Exhibits
= Exhibit “A” Host Capacity
= Exhibit “B” Accounting Procedures
=  Exhibit “C” Host Facilities Schematic
= Exhibit “D” Host Services
= Exhibit “E” Operating and Maintenance Expense Matrix
= Exhibit “F” Metering and Allocation
= Exhibit “G” Host Gas Balancing Procedures
=  Exhibit “H” Interruptible Capacity Determination for Oil, Gas & Water
=  Exhibit “I” Satellite Production Fluid Limits/Operating Parameters
=  Exhibit “J” Host Quality Bank
= Exhibit “K” Insurance Provisions

= Exhibit “L” Dispute Resolution Procedures
=  Exhibit “M” Certificate of Non-segregated Facilities
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SUMMARY
O Industry comments were solicited, received, reviewed and
adopted as appropriate in 2006.

0 Model Form PHA was approved by AAPL OCS Advisory
Board in 2007 and is available on the AAPL website

(www.landman.org)

O  Written for most common development scenarios, e.g.,
subsea tieback to floating, compliant, or fixed platform.

0 Individual circumstances will dictate approach needed.
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HYPOTHETICAL SCENARIO

0 Use a generic deepwater scenario as the framework to
facilitate discussion.

o Show flexibility dependent on the circumstances.
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HYPOTHETICAL CASE

74
Host WI: A+B

Ulirzl BDaggyyelier
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HYPOTHETICAL - KEY CONCEPTS

0 Ownership of the Host —

= Host as a business enterprise distinct from projects (under
separate ownership and operating agreement).

= Ownership, allocation and utilization of host capacity
based on nomination/capacity reservation process.

O PHA — Separate Agreements
= Metering and allocation.
m  Deferred production compensation.
= Upstream oil quality bank.
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HYPOTHETICAL - KEY CONCEPTS DISCUSSION

o  Host Ownership WI defined by nomination and capacity reservation
process.

= Departure from traditional model where host ownership and
operations are covered by the Contract Area JOA.

m In this scenario, each host W1 owner owns host capacity in proportion
to its anticipated regional production profile, e.g., Owner A
nominates Its share of production from Project 1; Owner B may desire
to ensure adequate capacity for its Project 2 by nominating all of its
Broduction rate profile, plus its share of Project 1, for the host design

asis.

= Consideration given to potential future divestiture of host. This
Integrates equity in negotiation of contracts.
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HYPOTHETICAL - KEY CONCEPTS

. DISCUSEEION Secondary g 5
O  Metering and Allocation Sep. 1 &
: P . Export
m Use MMS ar!d Industry practices. 39:'; Primary o,
= Four categories of measurement Sep. 2 R C—
systems: 2 —
o Host export system (LACT and @ O\ Circufatioh,

gas meters).

o Primary allocation system (mass
meters to allocate to each
separator).

o Secondary allocation system (to
allocate fuel, flare, vent & buy-
back gas, and oil recirculation).

o Well allocation system (well rate
determination test, subsea
flowmeters for projectsin
common flowlines, e.g., Project Subsea
2 & Project 3). Flowmeters

)
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HYPOTHETICAL - KEY CONCEPTS DISCUSSION

0 Deferred Production Compensation

m  Compensation due to owners of initially participating projects for
revenue forgone during certain project-specific activities that interrupt
the operations of the initially participating projects, e.g., Project 3
owners would pay this type compensation to owners of projects 1 & 2
whenever its installation and hook-up activities interrupt existing
production at the host.

m  Host owners are also compensated for increased costs at the host due
to interruptions.

m  Events subject to Deferred Production Compensation are clearly
defined.

m  Compensation calculation methodology is also clearly defined.
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HYPOTHETICAL - KEY CONCEPTS DISCUSSION

O Upstream Oil Quality Bank

= Objective is to maintain equity among producers of different quality
crude oil.

= Intent is to allocate back to each project any differentials incurred by
the downstream oil quality bank.

o Example:

Project 1 crude at 32° API

Projects 2 & 3 crude at 40° API

Common stream at 35° API

Project 1 stream enjoy lift; Projects 2 & 3 take hit.
Project 1 owes Projects 2 & 3 for gravity uplift.
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HYPOTHETICAL - KEY CONCEPTS DISCUSSION

0 Measurement & Allocation, Deferred Production
Compensation, and Upstream Oil Quality Bank agreements
are negotiated by the host owners as separate agreements.

O These separate agreements are included as exhibits to the
PHA for each project, replacing the relevant Model Form
provisions or exhibits.

0 Project owners can only ratify and join the separate
agreements.

O Equity is preserved as host owners are also project owners.
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SUMMARY

= Review of drivers for AAPL Deepwater PHA Model
Form

= AAPL Deepwater PHA Model Form used as basis for
agreement.

= Ultra-Deepwater hypothetical scenario used to focus
discussion on selected concepts.

= Discussion covered hypothetical scenario’s need for
o Host ownership distinct and separate from projects.
o Measurement and allocation
o Deferred production compensation
o Upstream oil quality bank
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CONCLUSION

= AAPL Deepwater PHA Model Form provides a
helpful frame for a new agreement associated
with an ultra-Deepwater development.

= Comprehensive index identifies key Issues,
facilitates and expedites discussion between host
owners and project owners.

= Model form can be modified to address specific
circumstances successfully.
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QUESTIONS AND ANSWERS

?
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