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The Honorable Drue Pearce
Presidcni of the Senate
State Capitol, Room 111
Juneau, Alaska 99801-1182
MS 3101

The Honorable Gail Phillips
Speaker of the House

State Capitol, Room 208
Juneau, .Alaska 99801-1182
MS 3101

Dear President Pearce and Speaker Phillips:

The Governor recently transmitted a bill to you authorizing, approving, and ratifying
the "First amendment to the Northstar Unit oil and gas leases between the State of
Alaska and BP Exploration (Alaska) Inc. (BPXA)“ The Department of Natural
Resources (DNR) is providing you with this briefing paper in the hope that you will
find it useful in your consideration of the bill.

This paper gives a bnef history of the Northstar Unit and describes some of the changes
in circumstances wluch have occurred since the state issued the Northstar leases and
have led the administration to seek legislative approval of certain amendments to the
leases, primarily the monetary terms. The Northstar Unit is composed of five state and
two federal oil and gas leases located in the Beaufort Sea about six miles from Prudhoc
Bay It is the only joint state/federal unit in Alaska. According to BPXA and others,
one of the primary deterrents to development of the unit is the high state net profit share
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(NPS) which is in addition to the 20% royalty share. The state leases currently bear
both the highest reserves-weighted royalty, 20%, and NPS. 89%. of any unit in the
state. The amendments would remove the NPS terms of the leases and replace them
with a supplemental royalty which would vary dependmg on oil prices. .Also, BPXA
has guaranteed that the base royalty of 20% would remam unchanged for the life of the

field

Dunne the period from 19"9 to 19S3 when the state leased the Northstar Unit leases,
optimism reigned in the oil industry in general and the North Slope oil mdustrv in
particular Furthennore. the Northstar prospect was one of the state's best with some
estimates exceeding a billion barrels of recoverable reserves Dunng this time frame,
both industry and die state Department of Revenue (DOR) were predictuig North Slope
oil prices escalating to S"0 to SI100 per barrel by now Adding to the mix vvas the
legislature's authorization in 19"8 of several new leasing methods, including using a

NPS as a bid variable

The first North Slope lease sale after the authorization to use a NPS inediod was the
joint stateffederal Beaufort Sea lease sale 30 held in December of 1979 The four state
leases currently in the Northstar Unit were offered under the following terms: fixed
cash bonus, 20% fixed royalty, and the NPS as the bid variable In keeping with the
prevailing optimism, industrv bidding was very competitive with the winning NPS bids
ranging from 85.26% to 93.2% on the four leases. The two federal leases in the unit
were also leased at the joint sale carrying a 16 67 sliding scale royalty The bonus bids
for the two tracts exceeded S80 million Sale 30 was ihe only time that state leases
were offered with the NPS as the bid variable.

The fifth state lease m the unit was offered as pan of sale 39 held on May 17, 1983.
The DOR was still predicting ANS oil prices rising at roughly a 5.9% nominal rate to
§72.32 in fiscal year 1999 (when BPXA is currently stating it will begin Northstar
production). The lease was offered with a cash bonus as the bid variable, a 12.5%
fixed royalty, and a fixed 40% NPS The lease received tlirce bids with a winning bid
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ofS72 thousand. BPXA's analysis of the field currently has no oil reserves within the
unit allocated to this lease.1

Northstar Hxplorauon efforts began in 1982. Amerada Hess Corporation (AHC) held
the largest working interest in Northstar leases and was the operator. The working
interest owners drilled the first exploratory well in 1983 which discovered
hydrocarbons in the lvishak Formation, the same formation that produces the majority
of oil in the Pnidhoe Bay held Unfortunately, further exploratory drilling only served
to reduce the size of potential reserves.

By 1993, publicly available data pegged the high side for potential reserves at 300
million barrels. In a 1993 study, the United States Department of Energy (DOE)
concluded that Northstar "with the NP[S] in place is not economic for any of the oil
price cases." The DOE'’s economic analysis was based upon capital costs of S1.4
billion, a "conservative" estimate of 200 million barrels of recoverable reserves, and
higher oil prices than those forecasted by the DOR today. The DOE study stated that
the "greatest deterrents to the development of [Northstar] are confirmation of reserves
and the high net protit [share] applicable to the five state tracts." The study emphasized
the detcricnt to development caused by the NPS provisions stating they "add a very
significant burden to the economic viability of [Northstar]." Even before the DOE
study, AHC had approached the Cowper administration about economic relief for
Northstar, but was rebuffed.

Despite the increasingly pessimisuc picture, AHC and its partners drilled one more well
in the Northstar Umt in 1994 The results were not as good as hoped for, and reserve
estunates dropped to the current most likely estimate of 130 million barrels. AHC and

‘The next (and last) time the state offered leases with a NPS was rhe following year in 1984
There are currently 39 active leases on the North Slope with a NPS Only nine have production
allocated to them None have ever paid a NPS to the state
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its partners elected not to pursue the development ot the project Their decision not to
develop was based on die results of die 1994 drilling program, a reservoir analysis, and

the project economics

Following the decision not to develop, AHC and its partners attempted to sell their
interests to several prospective purchasers. Pv the end of 1994, BPXA had acquired
at 98.08 % interest in the unit with Murphy Oil retaining a 1.92% mterest.

Using innovative technical approaches and contractor alliances with Alaskan
companies. BPXA has reduced the former estimated capital costs from about SI 5
billion to only S350 million However, the deterri tu to development identified by the
DOE. the MPS, remained BPXA has informed the DNR that it "would not develop
Northstar under these [NPSL] terms" and mamtains that it "cannot risk its reputation
for prudent, world class development practices " with late life NPSL problems which
have a "high potential for premature field shut-in and revenue cessation ... " BPXA's
exposition of its NPSL problems are set forth in its Proposal and will not be repeated.

As a result of BPXA's problems with the lease's NPS provisions, it approached me
about modifying the lease terms in the spring of 1995. At that tune they generally
proposed an alternative which would remove the NPS provisions in exchange for early,
certain development and some form of additional payment to the state. | instructed the
DNR staff to enter negotiations with BPXA to see if an alternative could be reached
which would remove the perceived NPS problem, yet provide more certain, earlier
development, yield adequate compensation to the state, and set a goal of more Alaska
contracting and lunng. Additionally, I did not want an alternative which resulted in any
significant increase to BPXA's own estimate of a rate of return 0f21% for the Northstar

project
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Given the expected rate of return, | cannot say that the Northstar project is a marginal
one. |, however, believe BPXA'’s assertion that they will not develop the project under
the existing NPS terms. You will have to make your own judgment about that.

If you believe that they will not develop the project, | believe that you will determine,
as lhave, that the amendments negonatcd by the DNR and BP XA to the Northstar Unit
leases are in the best interests of the people of the State of Alaska. First. | would like
to share the DNR's economic evaluation with you. If one assumes that BPXA would
develop the field anyway with the NPS in place under the same expedited schedule as
BPXA currently proposes with full production starting in early 1999 and compares that
assumption with the same scenario but with a supplemental royalty in place, the
evaluauon shows that BPXA's rate of rcntm remains virtually unchanged while the state
receives S37 million in supplemental royalty compared to S85 million in NPS.: If one
assumes that BP XA would not develop the field on an expedited basis, full production
would not begin until 2002 at the earliest, as predicted b, he DOR, and the NPS would
be in place, and compares those assumptions with an assumption of full production in
early 1999 with the supplemental royalty in place, the evaluation shows that BPXA'’s
rate of return is slightly lower while the state receives S37 million in supplemental
royalty compared to $41 million, only a $4 million difference. Obviously, if one
assumes that development would occur, after 2002, the state would receive more under
the supplemental royalty method than the NPS method.

Second. | would like to explain some of the other aspects of the amendments which |
believe are beneficial to the state. The state is trading more speculative development
and revenues for more certain development and revenues. The revenues and economic
benefits to the state, which are substantial, will obviously be received sooner.

Estimated state revenues are S435 million. In addition, the North Slope Borough will

:1 had earlier reported to you that the NPS figure was S95 million, leaving a roughly S60
million difference Since tliat report an error in the model relating to the calculation o f abandonment
costs was fixed and the NPS figure is S85 million, leaving a roughly S50 million difference

5
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receive an estimated S42 million in ad valorem taxes. The state will be guaranteed the
highest royalty rate of any producing field for the life of the field suice BPXA has
agreed to never seek royalty reduction. Moreover, because of the increased oil volume
through TAPS, the per barrel TAPS charge will likely decrease benefiting all North
Slope fields and extending the life of TAPS. In addition to state economic benefits, the
project will provide substantial revenues to the federal government.

The amendments seek to insure this early development through a use it or lose it"
provision 1f BP does not receive project sancuon from their Board of Directors within
one year after legislative approval, they must return all of the Northstar leases,
including the leases containing certified wells. The leases could then be released.
Absent this provision. BPXA would be able to hold all of the leases until at least May

of 1998 and some for longei

Importantly, this project will result in the employment of the people of our state. The
Alaska Institute of Social and Economic Research and BPXA have estimated that the
project will create 500 direct construction jobs, approximately the same number of
indirect jobs, and up ic permanent operation jobs within the state. These jobs
would have a statewide benefit. Further, BPXA has committed to the administration
and the legislature to fabricate and assemble larger modules m Alaska if facilities are
available to build them The commitment is valued at S40 to S50 million. This
commitment will help .Alaska fabrication firms to expand their operations to
accommodate this project as well as other future development. The terras of the
agreement call for BPXA to employ .Alaska residents or contractors. BPXA also
voluntarily agrees to adopt a program to hire Alaska residents including advertising
locally and using Alaska job service organizations. Furthermore BPXA has agreed to
"use best effors to contract with Alaska firms and fabricate modules in Alaska,
whenever feasible." The project will also have unquantifiable benefits. Northstar will
be the first truly offshore Arctic development including the first Arctic subsca oil
pipeluie. Northstar could be used as a model for other small offshore North Slope field
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developments. Lfit demonstrates feasibility, it could increase die bonus bids at future
state lease sales.

hi sum, Lhelieve that the amendments will provide the state substantial benefits while
requiring that it give up little. | believe that the amendments are in the state's best
interests. The administration seeks your help in making the Northstar project a
certainty. My authority under current law to grant the relief requested is questionable.
Hie Department of Law has concluded that the prudent course of action is to seek the
legislature's approval of the amendments deleting the NPS provisions of the Northstar
Unit leases. 1welcome a candid and public debate regarding the amendments and urge
your favorable consideration The alternative is delay and uncertainty
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History of the Northstar Unit

The Northstar Unit (NSU) includes five Stale of Alaska oil and gas lea. /s covering approximately
23.343 acres and two federal outer continental shelfoil and gas leases covering approximately 7404
acres. The leases arc located approximately 8 miles from shore and 23 miles from Pump Station No.
| in water 40 feet deep. The NSU is the first unit in Alaska's Beaufort Sea to be jointly managed by
(lie State of Alaska. Department of Natural Resources (DNR) and the federal Minerals Management
Service (MMS). All of the NSU leases were issued as a result of cither the Joint State/Federal
Beaufort Sea Lease Sale held on December 12. 1979. or the state Lease Sale No. 39. Beaufort Sea,
held on May 17, 1983.

Four of the five state leases were issued on state lease form DMEM-1-79A (Net Profit Share). The
four leases acquired in thejoint state/federal sale, were BF-46 (ADL 312798). BF-47 (ADL 312799),
BF-56 (ADL 312800). and BF-57 (ADL 312809). They were offered under the following lease sale
terms: fixed S875/acrc bonus. 20% royally, and a variable NPS (the bid \ariablc). The remaining
State lease was issued on State of Alaska lease form DMEM-4-83 (Net Profit Share). The fifth state
lease. 39-01 (ADL 355001). was offered under the following terms: bonus (bid variable). SIO/acrc
minimum hid. 12.5% royalty, and a40% NPS. All of the NSU state leases involved include a nci

profit share as well as a royalty share.

The NSU outline is shown m Attachment 1. The original working interest owners (W10s) in the
NSU were the Amerada Hess Corp (AHC). Enterprise Qil. Murphy Qil USA. and Shell Oil
(SWEPI). In 1990. AHC acquired Enterprise Oil's inteiest in the unit for $2 million. The
participating interest is shown in Attachment 2.



A joint exploratory agreement among the original W10s resulted in the construction of an offshore
gravel island. Seal Island, on ADL 312799 in 1982. From Seal Island, in 1983. the WIOs drilled
BF-47 #1 (Seal #1). which discovered hydrocarbons in the Ivishak Formation, the same formation
as the primary producing horizon in the Prudhoc Bay field. A confirmation well. 0CS-Y-181 #1
(Seal #2). was drilled in 1984 and was followed by another confirmation well. BF-57 #1 (Seal it3).
which was completed in 1985. In that same year, however. 0CS-Y-180 #1 (Seal #4) drilled on
Amoco's federal lease, was a dry hole.

In 1985*1986. Amerada Hess constructed another cravel island in the unit area. Northstar Island on
ADL 312798. and drilled a stepoui well. BF-46 #1 (Northstar #1). to the northwest. BF-46 #2
(Northstar #2) was also drilled in 1986, but was abandoned due to downhole mechanical problems.
To date, a total of six wells ha\e been drilled into the Ivishak Formation within and adjacent to the
NSU. Attachment 3 shows the unit area with the Ivishak wells within the NSU.

The NSU Agreement was approved with a five year plan of development that required specific work
commitments throughout the initial five-vcar term of the unit (see Attachment #4 and #5). The
initial term of the unit coincided with the five year plan of development (POD): that is. January 24.
1990 through January 23. 1995. As part of receiving State approval of the NSU. the State lessees
were permitted to make progressively larger annual payments to the State in lieu of drilling a well
during the initial POD. The extension fee payments were to be paid by the State lessees to the State,
unless the fee obligation was extinguished by the drilling of a well within the unit area. The
payment schedule was: (1) January 31. 1991 - SI million ; (2) January 31 1992 - S2 million: (3)
January 31. 1993 - S2 million; (4) January 31. 1994 - S3 million: and (5) January 31. 1995 - S4
million. Since AHC did not drill the Northstar #3 well until early 1994. their total extension fee
payment amounted to S5 million.

Including the state leases in the NSU agreement effectively extended the five state leases past their
primary term. Sre ADL 312799. paragraph 5(b) and ADL 355001, paragraph 4(b). Absent
inclusion in a unit, ihe two leases without certified wells on them would automatically terminate on
February 1. 1990 for ADL 312799. and on August 1. 1993 for ADL 355001. See ADL 312799,



paragraphs 3.4 and 5; and ADL 355001. paragraphs 3 ard 4. The leases with certified wells would
continue in c~cct unless the state ordered the W10 to produce them and the W10s did not do so
withinareenahble time which could not be less than six months. Sec ADL 3 12799. paragraph 5(d)
and ADL 355001, paragraph 4(d). Following a reasonable period of time, the state would have to
institute a legal proceeding to terminate those leases. See ADL 312799. paragraph 28. and ADL
355001, paragraph 20. The state leases with wells certified capable of production in paying
quantities are ADL 312798 (Northstar #1), ADL 312799 (Seal #1), and ADL 312809 (Seal #3). So
long as the W10s complied with the NSU Agreement, including its POD. none of the leases would

terminate.

In early 1994, AHC drilled an Upper Kuparuk "C" Sand prospect within the NSU. This well.
Northstar #3. was plugged and abandoned. This was the only well drilled within the NSU since the
Northstaritland # 2 wells in 1986. During initial unit term. AHC always complied with the NSU
POD.  The work commitments were performed on time and the results of t
petrological/pctrophvsical. production facilities design, and reservoir engineering studies were

provided to the agencies.

After drilling the Northstar #3 well, AHC and its partners elected not to pursue the development of
the NSU. Their decision not to develop was based on the results of the 1994 drilling program, an
analysis of the reservoir, and the project economics. In June of 1994, AHC briefed the DNR and the
MMS on its decision. See correspondence. As both islands. Northstar and Seal, experienced severe
damage during the 1993-1994 winter, they decided to abandon the islands. The abandonment of
the islands took place in July-August 1994,

Following the decision not to develop the NSU. AHC and Shell Frontier Oil & Gas Inc (SFOGI)
attempted to sell their interests to several prospective purchasers. Correspondence. Also in late
1994. DNR sent AHC a notice of default. Correspondence. Also in late 1994. BP Exploration
(Alaska) (BPXA) entered into discussions with AHC and SFOGI for acquisition of a working
interest and opcratorship of the NSU. By theend of February 1995. agreements were reached with



AHC for their 80.85% interest and SFOGI's 17.23 % interest in the NSU. Correspondence. The
current working interest ownership in the NSU is BPXA 98.08% and Murphy Oil 1.92%.

On January 13. 1995. BPXA requested the DNR and MMS approve a nincty-dav extension to the
notice of default. Attachment 14. Effective January 19.1995. the DNR approved assignments of the
state leases from AHC to BPXA. Correspondence. On January 20. 1995. both the DNR and MM S
approved BPXA as successorto AHC as unit operator. Correspondence. On January 24. 1995, the
DNR and MMS approved the request for an extension. Correspondence.

On Jir.uary 23. 1995. the day the NSU was to expire. BPXA. as the new NSU operator, submitted
a proposed two-vcar POD lor the NSU. BPXA stated that with more time it could submit a more
detailed and decisive plan. BPXA's request for an extension to file another POD was approved by
both the DNR and the MMS until April 30. 1995. to allow BPXA additional time to conclude its
acquisition of SFOGI's and Murphy's interest ( Murphy did not sell its interest )in the NSU and to
formulate a new POD. The DNR sapproval was conditioned on BPXA making its technical staff
available to DNR's representatives and working with the DNR and the MM S to find an acceptable
NSU POD during the extension period. Correspondence.

On March 30. 1995. BPXA submitted the revised POD and a request to extend the NSU Agreement
for a three-year term coincident with the POD term. Correspondence. The revised POD and
extension until April 30. 1998 was approved by the MMS on May I. 1995 and conditionally
approved by the DNR on June 2. 1995. Correspondence. As pan of the conditional approval. BPXA
was required to submit annual program rcpons and a Final repon to the agencies that synthesizes the
data and studies performed by BPXA during the extension period and BPXA's conclusions and
recommendations regarding the development of the NSU. Correspondence. The POD docs not
require BPXA to stan production dunng the three-year term. Assuming BPXA complies with all
of the conditions of the second POD. the unit will not expire until April 30, 1998

Attachments

oniwpc
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J. V. SIMON

MANAGER CONSTRUCTION
717535030

707U-M57

October 18. 1994

Department of Natural Resources

Attention: Mr. James E. Eason v
P. 0. Box 107034

Anchorage, Alaska 99510-7034

Re: Northstar Unit
Plan of Development

Gentlemen:

It has been brought to our attention that your agency has inquired as to Amerada Hess
Corporation's (AHC) submittal of the final plan for the Northstar Unit during October
1994, as in accordance with the five year Plan of Development governing the Unit.

During our meeting held June 8. 1994 with representatives from your agency. Minerals
Management Service, and the Alaska Oil and Gas Conservation Commission. AHC
presented the results of its 1994 drilling program, analysis of the reservoir, and the project
economics which resulted in AHC and its partners' determination not to develop the Unit.
Since said meeting both the Seal and Northstar Isiands have been abandoned and site
clearance has been received from the respective agencies

As a result of AHC and its partners decision not to develop the Northstar Unit. AHC has
begun preliminary discussions with BP Exploration (Alaska) Inc regarding a possible sale
of our interest in the Unit. Pending the outcome of our discussions with BP. relief on the
pending Unit expiration of January 25. 1995 may be requested from the agencies
involved.

If you have any questions please advise

Sincerely,
J. V. Simon
) W H 04 an* Qm Coamtyimm Cornrw*
Marten Ur Jmflw U i Manron U> 0« MW JOAMMA
M LKkhM M AnomtOJ X»t Pcrorpm O m»

H«oxxmOt4]0i A0CHF»*)* WMDIR

HOUSTON. TEXAS 77002-5681
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CERTIFIED MAIL
RETURN RECEIPT REQUESTED

November 3. 1994

Amerada Hess Corporation
1201 Louisiana. Suite 700
Houston. Texas 77002-5681

Attn:  Mr. J. V. Simon
Manager. Construction

Re: Northstar Unit
Notice of Default

Dear Mr. Simon:

The Division of Oil and Gas is in receipt of your letter dated October 18. 1994 regarding an
updated Plan of Development tPOD) for the Northstar Unit (NSU). and AHC and its partners'
determination not to develop the NSU. Please be advised that failure to provide an updated POD
on or before October 25. 1994 constitutes a default of the NSU Agreement pet Articles 8.1 and
20.1 of the NSU Agreement and 11 A \C 83.343.

Pursuant to Article 20.2 ot the NSU Agreement, this is notification of default of the Unit
Agreement. Further. AHC and its partners may cure the default by (1) providing an updated
POD within fifteen | 15) days of receipt of this notice, or (2) voluniar-ly terminating the NSU
Agreement per the provisions of Article 14.6 within fifteen (15) days of receipt of this notice.



Mr. J. V. Simon
November 3. 1994
Page 2

If you have any questions or toresce any problems complying with the proposed default cure,
please contact Mike Kotowski at i907) 762-2546.

Sincerely.

NJamces E. Eason
Director

cc: Patrick Coughlin
Carol Lee
Jeff Walker - MMS

DcfMIl Noike Ul
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November 15. 1994

State of Alaska

Department of Natural Resources
Division of Oil and Gas

Attention: Mr. Mike Kotowski

P. O. Box 107034

Anchorage. Alaska 99510-7034

Re: Northstar Unit
Notice of Default

Gentlemen:

Amerada Hess Corporation (AHC) isin receipt of your letter of November 3. 1994
notifying AHC of its default of certain provisions of the Northstar Unit Agreement.

As advised In our meeting held on June 8. 1994 and AHC's letter of October 18.
1994, AHC and its partners elected not to pursue the development of the
Northstar Unit, but only after diligent efforts to explore the unit were conducted
in compliance and in fulfilment of the approved plan of development.

As previously advised. AHC is attempting to dispose of its interest in the Northstar
Unit. AHC requests the State allow the Unit to be maintained until the expiration
of the plan on January 23. 1995.

Thank you.

Sincerely,



Shell Frontier Oil & Gas Inc.

Atimitate of! hen O4 Company
Bo* 576

PO
Houtton, TX 77001
FAX 4 CERTIFIED MAIL

November 17, 1994

Mr. Mike Kotowski

State of Alaska

Department of Natural Resources
P 0. Box 107034

Anchorage. AK 99510-7034

Dear Mr. Kotowski:

SUBJECT ~ NOTICE OF DEFAULT - NORTHSTAR UNIT
C/AK/998/80/150
NORTHSTAR UNIT
BEAUFORT SEA ALASKA

In response to the subject captioned notice to Amerada-Hess (Northstar Unit Operator)
dated November 3. 1994 Shell Frontier Oil & Gas Inc. ("SFOGI"), as a working interest
owner in the subject unit wishes to express our sincere concern over the possible
outcome of noncompliance related to this default by the operator. Our understanding is
that pursuant to State regulations, ninety (90) days pnor to expiration of a current Plan
of Development (“‘POD"), the unit operator is required to file a revised POD. however,
we view this as an option ano not as an obligation If the State views this as an
obligation, could this result in an early expiration of the current approved 5 year POD
and in turn, the unit termination? We would appreciate your clanfication of this issue.
SFOGI feels that any action not allowing the unit to terminate consistent with the
approved 5 year plan of development, which provides for a termination date of January
23. 1995, could significantly limit possiole alternative development opportunities for the
unit, which ultimately might benefit the State and MMS. SFOGI is involved in current
negotiations with a third party for the possiblo transfer of our interest, which in turn could
result in potential development at some future date If the unit is allowed to terminate
before January 23. 1995, then this option will most likely terminate with it

We appreciate your advice and careful consideration on this issue In the mtenm.
should you have any questions or require additional information, please feel free to
contact the undersigned at (713) 544-3195.

Sincerely.

D. B. Champlin
As Agent For Shell Frontier Oil & Gas Inc

DBCdbc

t ogiooc
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DIVISION OF OIL AND GAS

(907) 762-2547

December 12. 1994

Via Fax and Certified Mail

Amerada Hess Corporation
1201 Louisiana. Suite 700
Houston. Texas 77002-5681

Attn:

Re:

Mr. J. V. Christopher
Offshore Land Manager

Northstar Unit
Amended Notice of Delault

Dear Mr. Chnstophcr:

The November 3. 1994 North Star Unit (NSU) Notice of Default to the Amerada Hess
Corporation, the NSU Unit Operator, provided for fifteen (15) days in which to cure the default.
However, the unitization default regulation. 11 AAC 83.374(b). states:

The commissioner will give notice to a unit operator and defaulting party (if other than
the unit operator) of the default. The notice will state the nature ot the default and
include a demand to cure the default by a specific date, which in the case of failure to
pay rentals or royalties will be a date determined by the commissioner and in the case of
any other default will be a date not less than 90 days after the date of the commissioners

nonce of default.

Therefore, the second paragraph of the November 3. 1994 Notice of Default for the NSU is
amended to the following:

Pursuant to Article 20.2 of the NSU Agreement, this is notification of default of the Unit a
Agreement. Further. AHC and its partners may cure the default by (1) providing an
updated POD within ninety (90) days, or (2) voluntarily termmaung the NSU Agreement
per the provisions of Article 14.6 within ninety (90) days.



Mr. V. J. Christopher
December 12. 1994
Page 2

Under this amendment, the time period for cure of the default is 90 days, commencing November
3. 1994. If you have any questions or foresee any problems complying with the amended
default notice, please contact Mike Kotowski at (907) 762-2546.

Finally, if the NSU terminates, three State of Alaska leases will continue beyond their primary
term pursuant to paragraph 5fd> of the lease. The three leases arc ADLs 312798, 312799 and
312809. This is further notice that within 90 days of termination of the NSU. the lessee shall
tile a plan of development in compliance with the requirements set forth in paragraph 17 of the

lease.

Sincerely,

J X

(James E. Eason
Director

cc: Carol Lee
Patrick Coughlin
D. B. Champlin - Shell Frontier 0 & G Inc.
Jeff Walker « MMS

VSU A»» W Detail HttKt (at



BP Explortlion (AIMka) Inc.

BP EXPLORATION :
900 E*»| Benson Bouievertd

EXp'Ofﬂthﬂ Department Anchorag*. Alolu 99319-6612

January 13, 1995

DIVISION of OIL & GAS

Mr. James E. Eason. Director Mr. Jeff Walker, Supervisor

State of Alaska Operations Review & Approval
Department of Natural Resources U.S. Dept, of the Interior

Division of QOil and Gas Minerals Management Service

3601 C Street, 13th Floor Alaska Outer Continental Snelf Region
Anchorage, Alaska 99503 949 E. 36th Avenue, Room 603

Anchorage, AK 99508-4302

Re: Request For Extension of Time
Northstar Unit
North Slope. Alaska

Gentlemen:

BP Exploration (Alaska) Inc. (BP) and Amerada Hess Corporation (AHC) are in
the process of concluding an arrangement by which BP will acquire AHC's
leasehold interest in the Northstar leases. Upon the conclusion of a satisfactory
arrangement and with the acceptance of the other Northstar Unit working interest
owners. BP will seek approval as the successor Unit Operator to the Northstar
Unit Agreement and Unit Operating Agreement.

Subsequent to acquisition of AHC's interest and approval as successor Operator,
BP will attempt to cure the default for the Northstar Unit. BP respectively requests
an extension of time to cure said default. An extension of not less than ninety
(90) days should provide BP the opportunity to conclude its acquisition, succeed
as Unit operator, and formulate with the other working interest owners a new

Plan of Development for the Nonnstar Unit.

It is our intention to discuss this with you in our meeting scheduled for 9:00 A.M.,
January 19,1995. If you have any questions or concerns, please contact me at
(907) 564-5083 or R.L. Skillern at (907) 564-5567.

EPZ:lbs

cc:  J.Y. Christopher - AHC
D.B. Champlin - Shell
G.M. Shirley «Murphy
J. Gottlieb - MMS
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Assignor: Oil and Gas Leases
Amerada Hess Corporation ADL’S 312798,312799,
Attn: J.Y. Christopher 312808,312809,
1201 Louisiana, Suite 700 355001

Houston, Texas 77002-5681

Assignee:

BP Exploration (Alaska) Inc.
Attn: Land Manager - Alaska
P.0. Box 196612
Anchorage, AK 99519-6612

Assignment Applications Approved
Applications for approval of assignment of 100.00 percent working interest from Amerada
Hess Corporation to BP Exploration (Alaska) Inc. are hereby approved effective

January 19,1995.

These assignments are approved as to the working interest only and do not constitute
approval or acceptance of any stipulations or attachments to the assignment instrument.

Approved assignments are enclosed with this decision.

Enclosures



Unitea States Department of the interior

MINERALS MANAGEMENT SERVICE
AJduka Outer Conunenul Shelf Region
949 E 36th Avenue. Room 603
numom o Anchorage, Alaska 99508-4302

UAN 2 0 1995

Mr. E. Pete Zsclcczky, Jr.

Manager, Land Exploration Department
BP Exploration (Alaska) Inc.

P.0. Box 196612

Anchorage, AK 99519-6612

Dear Mr. Zsclchkv:

Subject: Resignation of Unit Operator and Designation of Successor Unit Operator,
Northstar Unit

We have reviewed the Northstar Unit Resignation of Unit Operator and Designation of
Successor Unit Operator dated January 19. 1995. The resignation of Amerada Hess
Corporation as Unit Operator of the Northstar Unit and designation of BP Exploration
(Alaska) Inc. (BPXA) as Successor Unit Operator is approved by the Regional Supervisor
in accordance with Article 6.1 of the Unit Agreement. Approval isalso required by the
Commissioner of the Department of Natural Resources before the designation becomes
effective.

The BPXA. as Successor Unit Operator, has accepted all rights and obligations of the
Northstar Unit Operator. Minerals Management Service is currently reviewing BPXA"s
request for a 90-day extension of the unit term. Unless a new unit plan of development or
an extension isapproved by the Regional Supervisor and the Commissioner in accordance
with Anidc 14.2 of the Unit Agreement, the unit will terminate on January 725, 1995.

Ifyou have any questions regarding this decision, please contact Barrv A. Boudreau at
(907) 271-6065.

Sincerely,

Otl. Sqtf. by
Alt Walkoc

Jeffrey Walker
Acting Regional Supervisor
Reid Operations
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DIVISION OF OIL AND GAS

(907)762-2547

January 20. 1995

BP Exploration (Alaska) Inc.
PO Box 196612
Anchorage, Alaska 99519

Attn: Peter Zscleczky. Land Manager

Subject: Northstar Unit
Change of Unit Operator

Dear Mr. Zscleczky:

Pursuant to Article 5.1 of the Northstar Unit Agreement (NSUA). the Amerada Hess Corporation
submitted its resignation as Unit Operator of the Northstar Unit (NSU). By vote of the Unit
Working Interest Owners. BP Exploration (Alaska) Inc. (BPX) was approved as the successor
Unit Operator. Furthermore. BPX has accepted the rights and obligations of the NSU Operator.

Pursuant to Article 6.1 of the NSUA. the division approves BPX as Successor NSU Operator,
subject to the concomitant approval of the U.S. Department of the Interior, Minerals Management
Service. The division's approval is effective January 20. 1995. Upon approval of assignments
of interest in the Unit, the division requests that BPX submit updated Exhibits A and B to the
NSUA.

Sincerely.

ia/nes E. Eason
Director

cc. Patrick Coughlin - ADOL
David Johnston -AOGCC
Judith £. Buono-BPX
J. Y. Christopher - AHC
Tom Murrell - MMS

NSU.ChialtiOpcreior.ut
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January 23.1995
JAU T b CONFIDENTIAL

DW.OFOIUI"S

DIRECTOR'S OF

Mr. James E. Eason. Director Mr. Jeff Walker

State of Alaska Acting Regional Supervisor
Department of Natural Resources Reid Operations

Division of Oil and Gas U.S. Dept, of the Interior

3601 C Street. 13t)i Floor Minerals Management Service

Anchorage, Alaska 99503 Alaska Outer Continental Shelf Region
949 East 36th Avenue, Room 603

Anchorage, Alaska 99508-4302

Re: Plan of Development. Northstar Unit.
North Slope. Alaska

Gentlemen:

Please find enclosed for your review two (2) copies each of an updated Plan of
Development (POD) for the Northstar Unit This POD is submitted by BP
Exploration (Alaska) Inc. (BPX) as successor unit operator to Amerada Hess

Corporation (AHC).

BPX requests your review and approval jf the POD and an extei 3ion of the Unit
Agreement for a two year term coincident with the POD term pursuant to Article
14.2 (b) of the Unit Agreement. We are also requesting strict confidentiality of
tho purchaso and salo terms as outlined in paragraph two of this letter.



CONFIDENTIA

Letter - J.E.Eason. DNR &J.Walker, MMS - Anchorage
Re: Plan of Development, Northstar Un.\ N/S, Alaska

January 23,1995
Page 2 of 2

Tgtank you for your flexbility in discussing the Unit Agreement with DPX on short
notice.

Very truly yours,

EPZ:Ibs

Enclosures

cc: M. John Shively, Commissioner,
Alaska Department of Natural Resources

IVs. Judith Gottlieb, _
Regional Director, Minerals Mgmt. Service



0
i e
3VB

NORTHSTAR UNIT fgj

snrry PTAN OF DFVFT.OPMENT IOMOFOIL&GI/IS

This two-year Plan of Development is submitted to the Commissioner of
Natural Resources. State of Alaska, and to the Regional Supervisor, Field
Operations, of the Minerals Management Service pursuant to Article 8 of
the NorthStar Unit Agreement. The Plan describes proposed development

activities based on data reasonably available at the time of submission in

accordance with 11 AAC S3.343.
Introduction:

In 1980, Northstar/Seal leases were awarded to Amerada Hess

Corporation. .Amoco. Murphy Oil USA Inc.. Shell Oil , and Texas Eastern as a
result of successful bidding in the 19V 9 BF lease sale. Since that time, four
wells were drilled on Seal Island: three were successful in finding
hydrocarbon in the Ivishak form ation, the fourth well was a dry hole.
Northstar Island was constructed in 1984. Two wells were drilled: one was
successful confirming the extension of the ivishak: the second well was

abandoned because of mechanical downhole difficulties before it reached

the lvishak. a
Four of the six wells (BF-46 *1. BF-47 #1. OCS-Y-181, and BF-57 #1) have

been certified by the State of Alaska or the Minerals Management Service

as capable of producing in paying quantities. In 1994. the Northstar Unit
Working Interest Owners (WIOs) abandoned the two exploration islands

with the approval of the Department of Environmental Conservation. 1?
In late 1994 BP Exploration (Alaska) Inc. entered into discussions on B

acquiring Amerada Hess Corporation's interest and operatorship in the

Northstar Unit. By the middle of January, 1995, an agreement was reached

and BPXA became the operator of the Northstar Unit. Discussions are £
currently ongoing with the other Working Interest Owners to determine

their interest in development and to review the current geophysical and
engineering work completed for the possible development ofa producing

Unit.
Previous Plan Of Development:

Amerada Hess, as operator of the Northstar Unit has completed the 1990
approved Five Year Plan of Development. The requirements of the

approved plan were achieved, although the islands were not maintained as _
originally planned. The Northstar and Seal Islands were abandoned, with

agency approval,in 1994.

ATTArHKrvr *



Proposed Plan of Development:

BP Exploration (Alaska) Inc. hereby submits this two year Plan of
Development on behalf of the Northstar Unit working Interest Owners to
satisfy the requirements of Article 8 of the Northstar Unit Operating
Agreement. This plan is composed of two parts, the first part will include
determining Working Interest Owner commitment to the ultimate
development of the Unit by reviewing all proposed development plans and
options as well as reservoir modeling and conceptual engineering work to
establish a base development plan. On the ground Environmental data
gathering and studies ( ice and water movement, water quality and
benthic sampling, waterfowl presence, etc.) to support an Environmental
Assessment w ill also commence in 1995 to support the various perm it
applications required for the development of the hydrocarbon reserves.
Some of the Environmental data gathering couid commence this winter
with ice and water movements. BP intends to start the process of meetings
with the North Slope Borough and State and Federal agencies to ensure the

permit approvals for the 1996 3-D seismic acquisition.

Early agency participation and involvement, especially with the North
Slope Boiough. is included in this Plan of Development. This is to ensure
the scope of w'ork and timelines are well established in order to define a
permittable project development plan. This project will also include
participation by representatives of the Alaska Department of Natural
Resources and the Minerals Management Service and other agencies as are
necessary to ensure the success of the project. The intent of BPXA is to
assimilate the collective knowledge of the Current Working Interest
Owners of the Northstar Unit and to also partner with the State and
Federal participants to leverage their knowledge and skills in determining

adevelopment plan that will satisfy the National and State's Best Interests.

The second part of the Plan of Developmentis a summer 1996 3-D Seismic
Program to delineate the reservoir tor optimum location of the
development wells and positioning of the Offshore structure for drilling
and development. We will be working very closely with the North Slope
Borough, especially the Whalers Association to minimize disturbances to
the annualwhaling season. Additional follow-on environmental work will

also be included in 1996.

The intent of the two pan program is to define a base development plan in
1995 in cooperation with all major stakeholders, including WIOs. the State

DNR and Federal MMS, and also to delineate the optimum location of the

production wells and position of the production structure.



The proposed joint work plan is as follows:

Commitment Part 1 Near
Finalize Amerada Hess acquisition and data transfer Q1 / 95
Create a cooperative Stakeholder Relationship Q1l / 95
Obtain VVIO commitment to ultimate development 03 / 95
Partner with State DNR & Federal MMS & NSB 03 / 95
Review of all existing development cptions 0.1 /7 95
Define scope of reservoir/conceptual engineering 02 / 95
Review Permitting requirements with regulators 02 / 95
Initiate On the Ground Environmental Studies Q2 / 95
Initiate Permitting for the 1996 3-D seismic 02 / 95
Joint Industry/Agency review 03795
Draft Environmental Assessment/Project Description 04 / 95

Commitment Part 2 Year
Permit approvals/Field Planning for 3-D Seismic 01 / 96
Initiate Preliminary Facility*/ Pipeline Engineering 01 / 96
Initiate Follow-on Environmental studies 02 / 96
Summer 3-D seismic acquisition 03 / 96
Seismic Processmyg 03796
Pre-Application meetings with agencies 03796
Final Environmental Assessment/Project Description Q4 / 96
Submittal of Project construction Permit applications 03 / 97

The combined estimated cost for the proposed plan of development for the
two year Plan of Developmentis S10,000,000. The scope of the work w il
follow the requirements of the regulations and the outcomes of the

Stakeholder meetings.



DEPT.OF XATCRjj* RESOURCES
PHONE (907) 711H U

DIVISION OF OIL AND GAS

January 24, 1995

Via Fax (564-5132)

Mr. Pete Zscleczky

Land Manager, Alaska

BP Exploration (Alaska) Inc A
P.O. Box 196612

Anchorage, Alaska 99519-6612

Dear Mr. Zsclecsky:

This is in response to your letter dated January 13, 1995 requesting an extension of not lessthan 90
days to allow BP to submit a new plan of development for the Northstar Unit.

Since your letter, the division has had two meetings with representatives of BP and thr MMS.  In
addition, BP has submitted a proposed plan o f development, but has stated that with more time it

could submit a more detailed and decisive plan. Based upon our discussions, BP'S representations

and submittals, and MMS’s information, | believe that it is in everyone’s best interest to allow BP
additional time to conclude its acquisition and to formulate a new plan of development.

The extension is conditioned on BP's following through on its offer to make its technical staff
available to the division and working with the division and the MMS to find an acceptable plan to
further al. parties' interest during the extension period. Accordingly, BP's request for an extension

to file aj roposcd plan of development is extended to April 30, 1995.

Sincerely,

G $ ~~9 £ -
JUNESE. Eason
Director

cc: Barry Boudreau, MMS (via/ax -271-6805)
Patrick Coughlin, Department of Law
Marty K. Rutherford, Acting Commissioner, DNR
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United States Department of the Interior

MINERALS MANAGEMENT SERVICE
Aluku Outer Continental Shelf Region
949 E. 36th Avenue. Room 603
Anchortgc. AUtk* 9950IM50?

Mr. E. P. Zaeleczky, Jr. JAN 2 A 1905

|.and Manager, Alaska

DP Exploration (Alaska) Inc.
P.O. Box 196612

Anchorage, Alaska 99519-6612

Dear Mr. Zseleczky:

We have reviewed the revised Plan of Development and request for an extension of the
Northstar Unit Agreement submitted by BP Exploration (Alaska) Inc. (BPX) on
January 23, 1995. After further discussion with the State of Alaska and BPX we have
agreed to an extension of the unit term to April 30, 1995, as provided by Article 14.2(b)
of the Northstar Unit Agreement. The State of Alaska and MMS grant this extension to
allow BPX time to prepare a more detailed Plan of Development and schedule of
activities and to allow for a more comprehensive review of BPX’s proposal.

A new or revised Unit Plan of Development must be approved prior to the end of this
extension in order to maintain the Unit Agreement beyond April 30, 1995.

We look forward to working with you and the State of Alaska over the next several
months. If you have any further questions, please contnct either myself or Tom MurTell
at (907) 271-6065.

Sincerely,

Barry A. Boudreau
Regional Supervisor
Field Operations

cc Ms. Many Rutherford
Acting Commissioner
Department of Natural Resources
3601 C Street, #1210
Anchorage, AX 99503
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BP EXPLORATION

Marcn 30. 1995

Mr. Kennetn Boya. Deputy Director Mr. Barry Bouareau

State of Alaska Regional Supervisor

Department of Natural Resources Field Operations

Division of Oil ana Gas U.S. Dept, of the Intenor

3601 C Street. 13th Floor Minerals Management Service
Ancnorage. Alaska 99503 Alaska Outer Continental Shelf Region

949 East 36th Avenue. Room 614
Ancnorage. Alaska  99508-4302

Re: Plan of Development. Northstar Unit
North Slope. Alaska

Gentlemen:

Please fina enciosea for your review two (2) copies each of an upoated Plan of
Development (POD) for tne Nonnstar Unit. This POD is suomuteo by BP
Exploration (Alaska) Inc. (BPX). on behalf of itself, as Unit Operator of the
Nonhstar Unit ana Murpny Exploration & Proauction Company.

BPX requests your review and approval of the POD and an extension of the Unit
Agreement for a three (3) year term coincident with the POD term pursuant to

Article 14.2 (b) of the Unit Agreement.

We are available to meet with you to discuss this Plan at your earliest
convenience. Please telephone me should you have any auestiors.

Very truly yours.

Phone: 564-5083

Enclosures

Date: 31* (*r

ATTACHMENT 7



Letter - K. Bova DNR & B. Boudreau. MMS eAnchorage
Re: Plan or Development. Nonnstar Unit. N/S. Alaska
March 30. 1995

Page 2 of 2

cc:  Mr. John Shively. Commissioner.
Alaska Department of Natural Resources

Ms. Juaith Gottlieb.
Regional Director. Minerals Mgmt. Service

Mr. Jim Hunt.
Murpnv Exploration & Prcouction Company
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The | lowing three year Plan of Development is submitted to the Commissioner of
Natural Resources. State of Alaska, and to the Regional Supervisor, Field Operations,
of the Minerals Management Service pursuant to Article 8 of the Northstar Unit
Agreement. The Plan describes proposed development activities based on data
reasonably available at tne time of submission in accordance with 11 AAC 83.343 and

30CFR 250.

Introduction:

Northstar Unit leases (ADLs 312798. 312799. 312808. 312809. Y0179 and Y0181) were
acquired by Ameraoa Hess Corporation. Amoco. Murpny Oil USA Inc.. Shell Oil, and
Texas Eastern as a result of successful bidding in the 1979 joint state/federal Sale
30/BF Lease Sale. A seventn lease (ADL 355001) was acquired in 1983 at State Lease

Sale 39.

Since the leases were issued, six exploration wells have been drilled in the Unit area.
Four wells were drilled from Seal Island, three of which were successful in finding
hydrocaroons in the lvishak formation. The fourth well was a dry hole. Two wells were
dnlled from Northstar island: one well confirmed the extension of the Ivishak formation:
the second well was abandoned because of mechanical difficulties downnole before it
reacned the lvishak formation.

Four of the six wells BF-46 #. (North Star #1), BF-47 #4 (Seal Island #1), BF-57 #1
Seal Island #3), and OCS-Y-181 nl gNorthstar #1) have been certified by the State of

I%?]tk?'or the Minerals Management Service as capable of producing in paying
quantities.

The Northstar Unit Working Interest Owners abandoned Seal and North Star islands
with the approval of State and Federal Agencies in 1994.

In late 1994 BP Exploration (Alaska) Inc, (BPXA) entered into discussions for acquisition
of aworking interest and operatorship of the Northstar Unit. By the end of February,
1995 agreements were reached with Amerada Hess Corporation and Shell Frontier Qi
& Gas Inc. for their interests. BPXA assumed operatorship of the Northstar Unit.
Discussions are currently ongoing with the remaining Working Interest Owner (Murphy
Exploration and Production omCPany) to review the current ge%?hysmal and
ar]lglLr;]e?nng work completed to date and plan for development of, and production from

e Unit.

1990-1995 Plan Of Development Status:
Amerada Hess, as operator of the Northstar Unit, has completed requirements of the

1990 « 1995 Five Year Plan of Development. The requirements of the plan were
achieved, although the Northstar and Seal Islands were abandoned in 1994.

Nortnstar UnX Plan o< D*v«opm®©n! 1 Ma/cn30.1905



1995-1998 Proposed Plan of Development:

BP Exploration (Alaska) Inc.. as Northstar Unit Operator, hereby submits this three year
Plan of Development on behalf of the Northstar Unit Working Interest Owners to satisfy
the requirements of Article 8 of the Northstar Unit Operating Agreement.

The intent of the three part program is to define 1.) a base development plan in 1995 in
cooperation with all major stakeholders, including the Northstar W10s. the State
Department of Natural Resources and Federal Minerals Management Service, 2.) to
delineate the optimum location of the production wells and position of the production
structure using 3-D seismic and finally during early 1997 3.) to commit to a scope and
timing for Northstar development. This plan is composed of three parts:

Part 1: Data Gathering/Project Development - 1995 thru 1998

Part 1 of the Plan of Development involves 1.) determining Working Interest Owner
commitment to a plan of development for the Unit. 2.) commencement of environmental
data gathenng and studies. 3.) eany agency participation and involvement. 4.)
promulgation of manne mammal incioental take regulations and 5.) the signing of a
cooperative agreement with the Alaska Eskimo Whalers Commission.

The Northstar Unit Working Interest Owner will determine their commitment to a plan of
development for the Unit, this will be accomplished by reviewing development
scenanos (including conceptual engineering and reservoir modeling) to establish an
economically and environmentally sound base development plan.

On the ground environmental data garnering and studies (ice and water movement,
benthic sampling, and wildlife presence) to support an Environmental Assessment and
permitting requirements will commence in early 1995.

BPXA will seek the early participation and involvement of local, state and federal
regulatory agencies. This is being done to ensure that a scope of work and timelines
are well established so mat 1.) permit approvals for 3-D seismic operations planned for
me summer 1996 are issued in a timely manner, 2.) a project development plan is
developed which addresses concerns of me regulatory agencies and 3.) promotes the
concept of partnenng and shared benefits between me Northstar Working Interest
Owners and the public interest as represented by the various regulatory agencies.

In addition to the regular permitting issues, we anticipate that the promulgation of
incidental take regulations for exploration, production and development activities will
possibly require two years or more.

An Oil/Whalers Agreement mat addresses concerns of local subsistence users will also
need to be negotiated. The intent of BPXA is to assimilate me collective knowledge of
the Northstar Unit Working Interest Owners, North Slope Borough, State and Federal
regulatory agencies to leverage their knowledge and skills in determining a development
plan that will serve me Nation's and State's 6est Interests.

Sonmuj- Unft Plan or D*v*opment 2 Man* 30. 1905



Part 2: 3-D Seismic Acquisition - Summer 1996

Part 2 of the Plan of Development is focused on the summer 1996 3-D Seismic
Acquisition Program. This program will be used to delineate the reservoir and assess
the optimum location for drilling and production facilities. BP XA will be working very
closely with the North Slope Borough, and the Alaska Eskimo Whalers Commission
(AEW C) to minimize impacts of the seismic program on the annual whaling season.

Environmental studies not completed in 1995 will continue during 1996.

Part 3: Overall Project Sanction Request -1997

Pan 3 of the Plan of Development addresses the processes and procedures leading to
BPXA's request for sanction of the Nonhstar development project including identification
of a target date tor production stan-up. This pan of the plan includes the submittal of
project construction permit applications, agency review of the applications (including
appropriate opportunities for public comment), BPXA receipt of permit approvals and

BPXA's internal request for sanction of the project.
It is recognized that funding commitments will depend on the economic competitiveness

of the project compared to other BP projects worldwide, the business climate (oil price,
etc.) and the status of the external permitting processes.

Plan of Development Part 1

Amerada Hess/Shell Qil acquisition and data transfer Q1 /95

Create a cooperative Stakeholder Relationship Q1 /95
Obtain WIO commitment to ultimate development Q1 /795
Partner with State DNR & Federal MMS & NSB 01/95
Review development options 02/95
Define scope of reservoir/conceptual engineering 02/95
Review Permitting requirements with regulators 02/95
Initiate On the Ground Environmental Studies 02795
Initiate permit preoaration for:

* 1996 3-D seismic 02795

- Incidental Take Regulations 02/95

- Federal and State Construction permits 02795
Joint Industry/Agency review 03795

Draft Environmental Assessment/Project Descnption 04795
Submit permit applications for
* 1996 3-D seismic 04/95
- Incidental Take Regulations 04/95

e Risks to delivery:

* Adequate open water season
- Federal / State junsdictional conflicts

Nonh it Unft PUn o< D*v«tapm™nt 3 March 30.1995



Plan of Development Part 2

Permit Approvals/Field Planning for 3-D Seismic Q1 /96
Initiate Preliminary Facility/Pipeline Engineering Q1796
Initiate Follow-on Environmental studies Q2796
Summer 3-D seismic acquisition Q3 7.96
Seismic Processing N 03 /94
Reservoir description Q4 /96
Pre-Application meetings with agencies Q4 /96

Final Environmental Assessment/Project Description Q4 /96

» Risks to delivery:
- Adequate open water season
- Extension of Incidental Take Regulations for Exploration
- Successful negotiation of OilAA/halers Agreement

Plan of Development Part 3

Submittal of Proj Construction Permit applications Q1 /97

Agency review aria public comment period Q1 /97
Integrate 3D Seismic and Reservoir Description Q2 /97
Permit approvals received or "in final review" Q3 /97
BP XA internal sanction request Q4 /97

» Risks to delivery:
- EIS required thereby postponing approval dates
- Development and production economics
- Promulgation of Incidental Take Regulations for Production

The combined estimated cost for the proposed plan of development for the three year
Plan of Development is approximately $12,000,000. BP XA intends to have yearly
reviews to discuss results and plans and, despite the risks noted, we are committed to
this program and will proceed to identify oppoitunities to accelerate parts of the plan.

Nortftatar Unit Plan of Davntopment 4 March 30, 1B»5



United States Department

MINERALS MANAGEMENT i

Alaska Outer Continental Shelf

VMM am* to 949 E. 36th Avenue. Room i
Anchorage, Alaska 99508-4!

Mr. E. P. Zscleczky, Jr.

Land Manager, Alaska

BP Exploration (Alaska), Inc.
P.O. Box 196612

Anchorage, Alaska 99519-6612

Dear Mr. Zscleczky:

We have reviewed the revised Northstar Plan of Development, your request for an exten-
sion of the Northstar Unit Agreement, and your request for a suspension of operations
for leases OCS Y-0179 and Y-0181 dated March 30, 1995.

'Hie revised Plan of Development includes a new schedule of activities which are deemed
necessary to bring the unit into production. Accordingly, a 3-year extension of the unit
term is approved, subject to approval by the State of Alaska. The new termination date
for the unit is April 30, 1998, unless the unit term is extended by production or other
activities under an approved Unit Plan of Development. A new or revised Unit Plan of
Development must b- approved prior »0 the end of this extension in order to maintain
the Unit Agreement beyond April 30, 1998.

During the term of this extension, BP will be required to submit an annual status report
reflecting the past year’s unit activities and those unit activities planned for the upcoming
year. The annual report must be received by May 1st of each year.

Leases OCS-Y 0179 and OCS-Y 0181 are committed to the Northstar Unit and r
suspension consistent with the term of the unit is warranted and in the National interest.
Accordingly, a 3-year suspension of operations for leases OCS-Y 0179 and OCS-Y 0181
is approved pursuant to 30 CFR 250.10. Termination of the Northstar Unit Agreement
would result in termination of this suspension. The period of suspension will commence
on May 1, 1995, and will terminate on April 30, 1998.

We are notifying the Minerals Management Service Royalty Management Division of
this action by copy of this letter. Please be advised that, in accordance with 30 CFR
218.154, the rental or minimum royalty payments on leases OCS-Y 0179 and OCS-Y
0181 must continue to be made during the period of suspension. Any guestions concern-



ing the rentals or minimum royalty payments should be addressed to the Royalty
Management Division at the following address:

Associate Director for Royalty Management
Minerals Management Service

P.O. Box 25165

Denver, Colorado 80225

We look forward to working with you, the State of Alaska, the North Slope Borough, and
other Federal agencies on this project. If you have any further questions, please contact
either myself or Tom Murrell at (907) 271-6065.

Sincerely, S

Oob o— —

Barry A. Boudreau
Regional Supervisor
Field Operations

Vec\ Ken Boyd
Acting Director, Division of Oil & Gas

Department of Natural Resources
3601 C Street. #1210
Anchorage, AX 99503



DEPARTMENT OF NATURAL RESOURCES

3601 C STREET. SUITE 1360
ANCHORAGE. ALASKA 99503-5940

DIVISION OF OIL AND GAS PHONE. (907) 762-2549

(907)762-2547

June 2. 1995

BP Exploration (Alaska) Inc.
PO Box 196612
Anchorage, Alaska 99519-6612

Attn: Peter Zscleczky. Land Manager

Subject: Northstar Unit
Proposed Unit Plan of Development

Dear Mr. Zscleczky:

The Division of Oil and Gas has reviewed the proposed Second Northstar Unit Plan of
Development (POD) and BPX’s request for an extension of the Northstar Unit Agreement for a
three year term coincident with the three year POD, dated March 30. 1995.

The proposed Second POD and the three year extension of the Northstar Unit (NSU) is approved
subject to the following conditions:

1) During the three year term of the POD. BPX must submit an annual status report
describing the unit activities conducted during the preceding year and the unit activities
planned for the coming year. The annual report shall be filed with the Division by May
1 jf each year.

2) The Division remains concerned with the appropriateness of conunumg to include ADL
355001 within the NSU. In Part 2 of the proposed Second NSU POD, BPX plans to
acquire and process 3-D seismic data during the 3rd Quarter 1996. and have a reservoir
description available by the 4th Quarter 1996. BPX must present the results of the 3-D
seismic acquisition program and the reservoir description to the Division by December
15, 1996. If the 3-D data is not acquired and the presentauon not made to the Division,
ADL 355001 will contract from the NSU as of D«xmber 31, 1996.

ATTACHMENT 8



Mr. Peter Zselcczky
June 2. 1995
Page 2

The Division may waive the requirement for additional 3-D data on ADL 355001
specified in the preceding paragraph if. prior to December 15. 1996. BPX can provide
other evidence demonstrating that ADL 355001 should remain within the NSU.

3) At least ninety (90) days before the termination of the three year extension period, the
Division will require BPX to submit a report to the Division that synthesizes the data and
studies performed by BPX during the extension period. The report shall include BPX’
opinion of the extent and characteristics of the hydrocarbon accumulations within the
NSU and address the development scenarios, timelines, and technical and environmental
issues associated with developing the NSU. The report shall also include BPX’s
conclusions and recommendations regarding the development of the NSU.

Finally, the NSU will ternv.natc on April 30. 1998. unless the unit term is extended by production
or other activities under an approved NSU POD. A new or revised NSU POD must be submitted

to the commissioner for approval at least 90 days before the expiration of the current plan.

Sincerely,

Director
cc: Barry Boudreau, MMS

Patrick Coughlin. ADOL
Many K. Rutherford

N5U.2ndPOD.Approve.txt
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Decombor 27, 1979

RESULTS OF THE 30TH COMPETITIVE
OIL AND GAS LEASE SALE

A total of 200 bids ware submitted on 71 atato-managod tracts
(BF-46 through EF-116) offered in the State of Alaska's 30th
Competitive Oil and Gat Lease Sale, held jointly with the foderal
government on December 11. 1979. in Fairbanks, ior exploration and
development rights in the Beaufort Sea, lor an aroa encompassing
approximately 341.140.19 acres.

Additional lands were offered, and bids were roceived by the
federa. covernment for tracts wnicn are subject to a dispute aa to
owner3r.io between the state and fedoral governments. In accord-
ance v.ot. j Memorandum of Understanding, these tracts were offered
ana will be managed by the federal government until the logal
dispute is resolved: information concerning the ciddino on these
tracts may ee obtained from the Outer Continental Shelf Offlco.
Bureau si Land Management. U. S. Department of Interior. Four of
the "l state-managed tracts, namoly, BF-64. DF-70, BF-71, and

BF-116. are subject to this same dispute and Memorandum of Understandlinc

Twenty-seven companies. 20 individuals, and one association partic-
ipated in tne biddingfor 62 of the 71 state-managed tracts

offered. The highestcash bonus bid was offeree by Exxon Corporation
for tract BF-110, a total of 585,689,000.00 representing a bid of
S1S,169.74 per aero. The lowest successful cash bonus bid was

offered by Mary Gustafson. CIliff Burglin, and Alberta H. Grant for
tract or-Bl. a total of 514,312.0S, representing a bid of 3S.00
per acra. Of the tracts offered wunder tho not profit share

system of bidding, the highest bid (93.2t) was submitted by
Amerada Hess Corporation for tracts QF-46 and DF-69: and the
lowest successful bid (2.76002*), by Chevron USA, Inc. for tract
sr-66. The nino state-managed tracts receiving no bid were all
offered undor the netprofits system of bidding.

The following is a breakdown of the sale results as a whole:
Net Profits Sliding Scale
Tracts Royalty Tracts Total
» Of Bids 57 143 200
Average Bid/ 10.73892* 510.573.464.13 59,151.475.76
Tract
Tracts Offered/ 26/119.169.00 45/221,970. f 71/341,140.18
Acres
Tracts Bid/ 17/74.337.38 45/221,970.27 62/296,307.65
Acres
Leased/(Jdnleased 62.3*/37.6%* 100»/0* 86.8»/13.1*
Total Bonus $91.515.611.25 3475.805.886.23 3567,391,497 .41

Attached is a detailed recap of the bidding by tract and a list of
the participants in the sale.

AtM is n
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010 TALLY LIST - (MC LEASE SALE 39

Tract i to.

3

"ot- 3 Sscci

COX S

0l doer

Exxon Corp.

Sofilo Alaixa

tolley Evenerre

C. Ourgiln

K. K. Evererro PCA
Robert to lone POA
Bruce curgl In POA

Jane* F. Olerlnger,
J. Andre* flecnner
W. C. Sfroeo.er
Rlcflarc £. Vagner

‘el ley tit'tttg

C. Eurgiin

K. K. E*erett« POA
Robert tolone POA
Bruce fejrgiln POA

Jee*e» F. Oleringer,
J. Anore* cacnrer
H. C. Stroecner

Rleftero £. Vagner

Exxon Corp.
Sohlo Alatxe

Exxon Coo.
SoMo A ltin

tolley Evererte

C. Burgiln

K. K. Evererte POA
Oevld (L»rglin POA

Ja*et F. Olerlnger,
J. Anar#v Qecnner
V. C. Stroecxer

Rl (tiers E. Vagner

Stoll Oil Co.
Amoco Production

Aeereaa n*n Corp.

A\

X OMoersmp

SOX
SOX

SX
ISX
20X
ISX
ASX

Jr. 1SX
30X
22.8X
32.SX

SX
I1SX.
2CX
IS X
43X

Jr. 1SX
SO X
22.8X
32.8X

SOX
SOX

SOX

SOX

SX
ISX
20X
6 OX

Jr. ISX
SOX
22.SX
32.8X

SOl

SOX

loot

Sid amount

60.300.00

64.620.00

72,144.64

50,343.73

69,631.CO

2S1.100.00

33,200.00

39,231.23

43.f117.07

47,483.00

My 17, I1sfir |

Bid/Acre

10.49

11.23

11.29

1S.S6

62.01

11.23

12.96

13.61.

1,212,293.45 347.30

20x dei]

12,06

13,000

14,420.

li.ocoj

13.926.2

36.220.(j
7.MO .(j

0,000.c|

1

0,763.41

1

9,497.0]

242.439.09



Tract /

004

00)

006

vb. of Bid*

Blddor

Kalloy Evererro
C. Burglin

K. K. Everofto POA
Mary Gustafson PCK

Jamoi P. Otnringiy, Jf-T

J. Andrew Bacfiner
W. G. Sfroocxor
Rlcnard E. Wagner

Kallay Evaretto

C. BurglIn

K. K. Everorto POA
Ladesta fcrdale PGA
Barbara Burglin POA

Jamas F. Olarlngar, Jr.
J. Ancsrew Bacfiner

W. G. Stroecxer
Rlcnard E. Wagner

Exxon Corp.
Sohlo Alaska

el ley Evererte

C. Burglin

K. K. Evaratte P04
Michael Petrocelo POA
Jbo Burglin POA

Jamas F. Olarlngar, Jr..

J. Andrew Bachner
W. G. Sfroecxar
Richard E. Wagner

Exxon Corp.
SoMo Alaska

Xownership

33
133
203
603

Vit
303
22.33
32.33

33
133
203
153
453

153
303
22.33
32.53

303
303

33
133
203
133
453

133
303
22.33
32.33

303
303

Bid amount  Old/Acre

49,903.00 11.25

69.013.42 = 3.°¥%

57,600.00 11.23

64,307.20 12.36

4,116.600.00 604.06

64,305.00 11.23

71,792.96 12.36

1,104.300.00 193.22

20X0epo

10,000.1

13rnni T<

12.000.a

12,861.44

632,360.00

13.000.00

14,336.39

220,900.00



TreCT t No. ol Bid* Bidder 3 OMnertnip did amount 8ld/Acro 209 depc

1
007 3 Kelley evereire * 5X 43,020.00 11.29 9,0001
C. Corgiln 191
K. K. Everette POA 209 1
Constance Cola POA 191 |
Joa curglln POA 491
James F. Olerlngor, Jr. 191 99.901 .44 15.96 11,900.1
J. Ancro* flacnner 90S
W. C. StHoccxer 22.99
Mcnaro C. wagner 32.59
b
Exxon Corp. 909 70,300.00 16.3B 14.060.C
Sohio Alatxe 90S
!
CO00 4 Kallay Evererte 99 99.343.75 11.25 12,CO00C
C. Eurgi in 199
K. K. E/ereTte PCA 209 1
Bornaro Shier POA 199 1
Gruco ourgi 1n PCA 499
-
Shol 1 Cl 1 Co. 909 73,457.00 13.92 14,691 . a]
Amoco Proauctlon Co. 909
Janet f. Olarlngar. Jr. 199 62.079.89 19.56 16.419.1]
J. Anere» Bacnner 309 1
V. C. Stroecxer 22.99
Ricnera C. wagner 32.99
h
Placid 011 Co. 10C9 131.870.00 29.00 26,374.00
|
A Kelley everette 99 93.167.90 11.29 Ii.coo.odl
C. Burglln “199
K. K. Everette POA . 209
Conttence Cola POA 199 |
Brlen Burglin POA 499
J4*et T. Olarlngar, Jr. 199 99.347.26 12.96 »1,869.45]
J. Ancre* Bacnner 309 [
W. 0. Stroecher 22.99
Rlcnero E. Wegner 32.99
Shell Oil Co. 909 84.729.00 17.93 16.949.60
Aeoco Prooucrlon Co. 909

Placid 011 Co. 1009 118.127.90 29.00 23.629.90



Troct /

Ho. of Olds Didder

Shol].Oll Co.
Amoco Production Co.

Kelley Everette

C. Burglin
K. K. Evererte POA

Ed Carlson
David Burglin

James F. Oleringor, Jr.

J. Andrew Bachnor
W. G. Sfroecxcr
Richard E. Wagner

Kelley Evererte

C. Burglin

K. K. Evererte POA
Mary Gustafson POA

James E. Dlerlngcr, Jr.

J. Anorev Bachnor
W. G. Stroccxer
Rloaro E. Wagner

Shei | 011 Co.
Amoco Production Co.

Texaco Inc.
Amerada Hess Corp.
Plactd 011 Co.

Ke 1ley Everette

C. Burglin

K. K. Everette POA
Ed Carison POA
Bareara Burglin POA

James F. Oleringer, Jr.

J. Anerev Bachner
w. G. Strreoer

Rl Ciarc E. Wagner

J ownership

503
505

35
153

__?o0i

153
455

155
305
22.35
32.55

55

133

205
605

155
305
22.35
32.55

303
503

1/35
1/33
1/33

53
155
205
135
433

135
305
22.33
32.33

Bid amount

58,431.00

64,800.00

89,625.60

64,125.00

88,692.00

210,794.00

410,400.00

37,600.00

79.667.20

Bld/Acro

10.14

11.23

15.56

11.25

15.36

36.98

72.00

11.23

15.36

203 depc

11,686.

13,000.(

17,925.1

13.000.0C

17,738.40

42,158.60

82,080.00

12,000.00

13,933.44



Tract .

013

014

013

016

No. of Bids

Bidder

Shell 011 Co.
Amoco Production Co.

Ke 1ley Evererto
C. Burglin

Jec* Randolph POA
Josopn Burg 1In POA

Kol toy tvorerre

C. Burglin

K. K. Everette PCA
Fran* McCllvary POA
James Burgl 1n POA

She 11 01 lCo.

Amoco Production Co.

Kelley Everette

C. Burgiln

K. K. Everetto POA
Bruce Burgi 1n PCA

James F. Dlerlrger, Jr.
J. Andre* Bachner
w. C. Stroecxer

Richard E. Wagner

Kelley Evererre

C. Burglln

K. K. Everette POA
Bruce Burglln POA
Brlan Burglin POA

Jamas P. Oierlnger, Jr.
J. Andrew BaCiner

W. c. Sfrx -»#r

Rl chara E. Wagner

2 ounersnlp

* 501
SOS

51
132
2CS
152
452

52
132
202
152
432

502
502

53
152
202
602

132
302
22.52
32.52

32
132
202

7 132
452

152
302
22.52
32.52

81d amount

35,793.0C

59,906.23

36,463.75

46.1 12.00

50,400.00

69.708.60

57.049.75

63,691.76

Bid/Acre

10.47

11.25

I1.23

10.29

11.25

13.56

11.25

12.36

202 depo

1
11,156.1

12,0 CO.||

1
1

12,C00.|

S

9,222.4

\

11,000.0.

1
1

13,941.7]

1

12,000.00

12,738.31

1

1



Tract /

017

018

019

020

Ho. of Bids Bidder

Kol Icy CverotTi}

C. Burglln

K. K. Everorto POA
Davld Burgl 1n POA

Janes F. Olerlngor, Jr.

J. Andrew Bacftner
W. C. Stroecxer
Richard E. Wagner

Chevron U. S.A. Inc.
Conoco Inc.

Kel ley Everette

C. Burgl 1n

K. K. Everette POA
Ksry Gustafson POA

James P. Dlcringer, Jr.

J. Andrew Bachnor
W. G. StroeeXer
Richard E. Wagner

Amcraoa hot* Corp.
Diamond ShanrocK Corp.

Chevron U.S.A. Inc.
Conoco Inc.

Kelley Everette

C. Burglin

K. K. Everetto POA
Baroara Burgl 1n POA

Amerada Mess Corp.
Olanond ShamrocK Corp.

Ke lley Everette

C. Burglln

K. K. Everette POA
Aosepn Burglin POA

James F. Olerlnger, Jr.

J. Anore» Bachner
V. C. Stroecxer
Richard C. Wagner

3 ownersnip

53
153
203
603

153
303
22.53
32.53

33.333
66.673

53
153
203
603

153
303
22.53
32.53

503
503

33.333
66.673

53
153
-203
603

503
503

53
153
203
603

153
303
22.53
32.53

Bid amount

50,400.00

69,708.B0

351,000.00

57,103.75

79,091.40

195.695.50

808.0CO0.00

53,088.75

118.632.15

58,522.50

65,333.73

Bld/Acro 203 dep<

11.25 11,000.
15.56 13,941,
78.35 70,200..
11.25 12,000.(
15.56 15,818.3
38.50 39,139.1(
158.96 161,600.0C
11.25 11,000.00
25.14 23,726.43
11.25 12,000.00
12.56 13.066.75



Tract t

021

022

023

024

.No. of Bids

Bidder

Kel ley everette

C. Burglin

K. K. Everetto POA
Janies Burgl 1n POA

Amerada Mess Com.
Diamond Sharrocx Corp.

Kelley Evererte
C. Burgl In

Gone Evorette POA
Bruco Burglin PCA

James F. Olerlngor, Jr.

J. Ancre* Bacnner
W. G. Sfroecxer
Richard E. Wagner

Kelley Everette
C. Burgiin

Gene Everette POA
Br lan Burgi In POA

James F. Olerlngor, Jr.

J. Ancre* Bacnner
W. G. Stroecxer
Rlcnaro £. Wagner

Chevron U.S.A. Inc.
Conoco Inc.

Arco Alaska. Inc.

Kelley Everette
C. Burglin

Gene Everette POA
Oevld Burgl 1n PGA

James F. Olerlngor, Jr.

J. Andre* Bacnner
W. G. Strotcxer
Richard C. Wagner

Arco Alaska. Inc.

_.on«

3 ownersnlp Bid amount

5> 57,600.00

133
203
603

_73.165.00

503 257,177.60
505

33 64,507.30

203
603

153 89.221.04

303
22.53
32.53

35 58,218.73

155
203
603

153 80,523.00
303

22.33

32.53

303 606.CCO0.CO
503

Bid/Acre

11.25

—14.29

50.23

11.23

15.56

11.23

13.36

117.10

1005 2.365,233.75 457.03

53 62.773.00

135
203
603

155 86,621.80

305
22 33
32.53

1003 964,7311.40

11.23

13.36

176.48

I
205 dop<

|
13,0CCg

_14,633.

1
51.433H

-
13,000.J

17,844..

|
13,000.t]

1

16,104.6
|

121,200.0 |
-

473,046.7%

13,000.0C
I
*
1

17.364.9f]
I

1
1

196,931.66



Troct /

025

026

027

028

No. of (3l1ls

Bidder

Ko 1toy Evorotvo

C. Burglin

Gone Everotto POA
Goorge Derry PCA
Mary Gustafson POA

James F. Olerlngor, Jr.

J. Andrew Bachner
W. G. StroecKer
Richard E. Wagner

Kel ley Evererte

C. Burglin

Gene Evererte POA
Constance Cole POA
Barbara Burgl In POA

James F. Olerlngor, Jr.

J. Andrew Bachner
W. C. Stroecxer
Rl chard E. Wagner

Ke lley Everette

C. Burglln

Gone Everette POA
Josepn Burgl 1n POA

James P. Olerlinger, Jr.

J. Andrew Buchner
W. G. StroOer
Richard E. Wagner

Chevron U.S.A. Inc.
Kelley Evererte

C. Burglin

Gene Everetto POA

James Burgl In POA

Chevron U.S.A. Inc.

James F. Olerlinger, Jr.

J. Andrew Bachner
W. G. Sfroeoer
Richard E. Wtgner

X ownership

3X
ISX
20X
20X
40X

ISX
30X
22.5X
32.5X

5X
ISX
20X
ISX
45X

ISX +
30X

22.5X
32.5X

SX
30X
20X
45X

ISX
30X
22.5X
32.8X

ioox

SX
SOX
20X
45X

100X

ISX
SOX
22.5J
32.SX

Old amount

41,41 1.25

57,267.96

64,600.00

09,625.60

40,993.75

67,750.04

88,750.00

53,807.50

50,105.00

60,157.63

Bid/Acre

11.25

15.56

11.2S

15.56

11.25

15.56

20.38

11.25

12.15

12.36

203 dopo:

11.000.C

11,453.5

13.000.0C

17,925.12

11,000.00

13,551.61

17,750.00

11,000.00

11,637.00

12,031.53



Tract

029

030

031

032

Ho. of Bids.

Bidder

Ke Ilev Evcrerrc
C. Burgl In

Gene tverorto POA
Bruco Burgl In PCA

. Chevron U.S.A. Inc.

James F. Olerlnger,
J. Andrew Bacnner
W. G. Sfrcocxer
Richard E. Wagner

Kel ley Eve'erte
C. Burgi In

JecK Sexton POA
Brl an Burgi In POA

James F. Oiermgcr,
J. Andrew Bacnner
W. G. Stroecxer
Richard £. wagncr

Arco Alasxa, Inc.

Kelley evererte
C. Burglln

Jacx. Sex Ton POA
Cksvid Burgl In POA

Kelloy Evererte

C. Burglln
Jat* Sexton POA

Mary Gustafson POA

Janes F. Dieringcr,
J. Andrew Bacnner
W. G. Stroecxer
Rlcharo E. Wagner

ArcoAlasxa, Inc.

Jr.

Jr.

Jr.

J ownership

15*
30*
22.5*
32.5*

5x

15*
20%*
60*

15*'
30*
22.5*
32.55

oo

55
15*
20*
60*

5*
15*
20*

60S

1S*
30*
22.5*
32.35

10CS

Bid emcunr

49,725.00

................ 53,630.00

55,513.20

50.400.00

69,708.80

273.190.40

64,355.00

57.465.00

64.156.48

262.255.80

Bid/Acre 20* do:
11.25 13071
_i2-13 10,725
12.36 11.i01
11.25 11,000
1
1
I
15.56 13.941
1
60.98 54,638.
11.25 |
11.25 13,000I
|
12.56 12.831.1e
51.35 32,459.



Tract 1

033

034

035

036

037

No. of Bid*

Bidder

Kel ley Evererre ~
C. Burglin

Jock Sexton POA

Barbara Burglin PM

J. Androv Bachner
W. G. Stroeckoc
Richard E. Wagner

Kelley Evorofte

C. Burglin
Jock Soxton POA

Joseph BurglIn PM

Kel ley Evererte

C. Burglin

Jack Sexton POA
Joseph Burglin PM

Chovron U.S.A. Inc.
Getty 011 Co.

Kellcy Evererte
C. Burglin
Paul Qulst POA

Charles Hslnes PM
Bruco Burgl in PM

Meroda Hess Corp.
Placid 011 Co.

Kelley Evererte

C. Burglin

Poul CUst PM
Brian Burgl In PM
Union Oil Co. of CA

Chevron U.S.A. Inc.

Getty O'| Co.
Gulf Oll Corp.
Texaco Inc.

Aaerada Hess Corp.
Diamond Shamrock
Placid 01|

-10-

E]

$ ownership

5%
15%
20%
60$

308
22.5%
32.5%

5%
158
20%
60%

5%
15%
20%
603

50%
50$

15%
20$
15%
45%

50$
50$

5%
15
20%
603

100%

40%
25%
40%

25%
25%
25%
25%

Old «*ounr Bid/Acre
44,000.75 11.25
- 1?5
64,800.00 11.25
64,125.00 11.25
102,000.00 17.90
64,800.00 11.25
117,216.00 20.35
64,395.00 11.25
70,691.40 12.35
440,155.00 76.90

4,081.212.00 713.00

20% depo

13,000.1

----10 OOI '

13,000.0

13.000.0C

20,400.00

13,000.00

23,443.20

12,000.00

14,138.20

88,031.00

816,242.40



Tract

038

039

040

Ho. of Bids

Bidder

Ke lley Everette
C. Burglin

Paul Culst POA
Oavia Burgl 1n PCA

Unlon 011 Co. of CA

Texaco Inc.
Aneraaa Hess Corp.
Olamone Shamrock
Placid 01 1

Union 01 1 Co. of CA

Kellev Everette

C. Burgim

Paul Culsr POA
Ksry Gustafson POA

Texaco Inc.
Amerada hoss Corp.
Dlamonc Shamrock
Placid 0i 1

Kelloy Everette
C. Burglin

Paul Oulst POA
James Johnson POA
Baroara Burg lIn

James F. Olerlnger Jr.

J, Ancrow Bachner
W. G. Strcecxor
Richard E. Wagner

Arco Alaska, Inc.
Chevron U. S.A. Inc.

Getty 011 Co.
Cu 1f Oil Corp.

3 ownership

51
133
203
603

1 11003

253
233
253
233

1003

53
153
203
603

233
233
233
253

55

2C5
153
.433

153
303

22.55
32.33

1005
403

205
403

Bld amount

64,800.00

91,872.00

241,920.00

57,412.09

63,417.30

Bid/Acre

11.25

13.93

42.00

10.17

11.25

2,054.867.36 364.00

57,002.50

79,942.77

88,008.98

102,390.00

11.25

13.36

17.13

19.97

203 cc|

13.0cl

18.37*

48,334

1
11,482]|

1J.0COi

1

410,973.1'

13.000.
1

13,988.5

17,601.85

20,516.0



Tract |

041

047

0251b

No. of Bids

Bidder

Kol ley Evcrerro

C. Burglin

Paul Oulst POA
Josopn Burgl POA

James P. DJnringnr Jr.

J. Andrew Bachnor
W. G. StroocKer
Richard E. Wagner

Chovron U.S.A., Inc.

Kel loy Evcrerro
C. BurgliIn

Paul COist POA
James Burg 11n POA

James P. Olerlnger Jr.
J. AnCrew Bachner

W. G. Stroecxer
Rlchara E. Wagner

* ownership

5*
20
60*

4>
30%
22.5*
32.5%

100-

5*
15*
20%*
60*

15*
30*
22.5%
32.5*

Bid amount

51,356.25

71,029.84

105,350.00

59,265.00

81,962.14

Bid/Acre

11.25

+15.56

23.08

11.25

15.56

20* depo
11000 .

1,200 t

21,070.0

13,000.0.

16,392.4:



%

FORM NO.DMEM1.79A INET PROFIT SHAREI
(Havited November 6,1976)

STATE OF ALASKA
DEPARTMENT OF NATURAL RESOURCES
DIVISION OF MINERALS ANO ENERGY MANAGEMENT

Competitive Oil ond Gas Leose ADL No.
312798

THIS LEASE It mix!# by and between the State ol Ala.ka, acting by and through the Commiuloner of Natural Reiourcet or hi»
authorlrad agent. hereifwr rafarrad to at "tt>a Sttta,” and

Amerada Hess Corporation

heraifter referred to at "Lataaa,” whether ona or mora.

In conndaration ol the cith payment haratofora made try Laoae to tha State, which paymant include* tha lirrt yaar'i rental and any
required cadi bonut.and the promiaei, tarmi, condition! and covenant* contained herein, including the Stipulation(t) numbered

i, 2, 3, 6, 7, 8 9, 12 13. 14,.17 and 5

attached hereto and by thii reference incorporated herein, the State and Lataae agree aa (ollowi:
1. GRANT la) Subject to the promnet. temrj. condition! and covenant* eontaintd haretn, tha State heraby grant, and leaaea to

let**#, without wanenty. tha e*cfu»ive right to drill lor, extract, ramove.daan.prooaatanddnooae ol oil.gaiand anociated lubttance* In or
under tha (ollowtng deacribed tract ol land:

Tract C30— 46 (BF-46) is a portion of Blocks 470 and 514 as shown on the "Leasing and
Nomination Hap" for the Federal/State Beaufort Sea O il and Gas Lease Sale, dated

1/30/79, more particularly described as follow s:

Those lands located Easterly of the West boundary of T13N, and T14N, R13E U.M. AKk.

being the North-South line intersecting the North and South boundary of Block 470,

w ithin the offshore three-mile arc Ilines listed as state area of Block 470 "Supplemental
O fficial O.C.S. Block Diagram"™ approved 10/4/79, containing 690.35 Hectares, and those
lands in Biock 514 Easterly of the West boundary of T13N, R13E, U.M. Ak. (being identical
with line 1 -2 of Block 514) and Ilying Northerly of the South boundary of Sections 7

and 8T13N, R13E U.M. Ak. (being identical with |line 2*3 of Block 514) and that portion
of Section 16 T13N, R13E U.H. Ak. within the NiSi (being Easterly of line 3"4.0f Block
514), being a portion of the listed state area of Block 514 on the "Supplemental

O fficial O.C.S. Block Diagram™ approved 12/9/79 containing 1087.37 Hectares.

(General Location: T14N.R13E; T13N.R13E; U .H ., Ak.)

containing approximately 4392.82 «<*** mora OF lew thereafter rafarrad to ei tha "laaaad area™). tha none xdutive right to conduct
within tha laaaad araa geological and geophyiieal axpioration for oil, gat and aasooatad tubttanoat. and tha nonexduove n(%it to Inrtall
pipeline, and (tructura* thereon to find, produce, tne. rtora, trial, procat*, tranapon.taU can of and market all euert tuberanew and to howte
and board amotoyaa* In It* operation, thereon

(b> For tha purpota* of thia laaaa. tha kaarad araa contain* tha leg* aubdMtion* m thown on tha attached plat marfcad
Exhibit A.

(c) If tha kaaad araa k deacrlbad above by protracted lag* eubdhrnione and tha Steta haraaftar cauaai tha teeeed araa to ba
lurvvyed under tha public land rectanpjlar ryttam, tha boundarw* of the laaaad araa are thoaa xnabiohed by auch lurvry, whan eoproved,
tutojact. however, to tha promdon. of applicable reflation. relating to auch lurvryt |If for any reaeon tha kwrad araa Indudaa mora acraaga
than tha maximum parmmad vmdar apollcabia law (Including tha “ruta of aocxorimamon™ authortied In AS 3806,145 and delmad In
AS 38.0S3681)31). thk kaw ii not void and tha acraaga Included In tha laaaad araa dtaJl ba rtduoad to the parmlitted maximum. If tha Sute
deternenw that thl* taeaa* read, tha parmrrtad acreage and notlfia* Laaeea in writing of th* amount of acreage that mutt be alimtnatad, Laeaaa
shall hava uxry (00) dan after mch nottoa to aurrander one or more kgal aubdhnatona Indudad In tha laaaad araa comerair* at kart tha
amoutt Of acraaga that rmwt ba tltminawd. Any auch aubdMdonli) aurrandered muat ba located on ttk perimeter of tha kaaad araa aa
originally oracrtbed If .uch a wirrendac I* not filed within ilxty 1801 dry*, tha Ststa may tarminata thl. leeea aa to tha acraaga that murt ba
eliminated by mailing nobca of *uch termlnatton to Laaaaa daacrlbtng tha tubdlylilonl*) alimInatad.

__ 1 **. stara* ownenaup Intaratt In tha oil, gaa and aaaodeted aubatmcaa m tha leaeed araa k law than an entire and
undhridad Intenet, tha gram under thk kaaa k ariacttve onhe aa to tha State'. Intaratt m that Oil. get and aeeooated aubatarwea. and tha
royaltk* and rental* herein prodded (hall ba paid Id tha State in tha proportion which tha State™ Interact bear, to the entire urviMdad fee.

u
.0. y



2.  RESERVED RIGHTS. Il The Sun, lor Itself end others, intrvit all rights not expressly granted to Lessee by this Ixase

Without limiting tha generality ol tha foregoing sentence, tueh reserved right! Include:

MI tha right to explore lor oil, gai and auociattd substances by gaological and/or gaophyilcal maani;

(2) t.e right to explore lor, davalop and remove natural raiourcai othar than oil, gas and associated lubftancat on or Irom
tha leaiad araa;

(3) tha right to aitablith or grant aatamanti and rlghtsofway lor any lawlul purpose, including without limitation lor
‘halts and tunnels nacattary or appropriate lor tha working ol tha leaiad araa or othar land! lor natural raiourcai othar thin oil, oai and
auociatad lubttancai,

(41 tha right to dnooie ol land within tha laaied araa lor wall litei and wall borai ol welli drilled Irom orthrough tha
laaiad araa to explore lor or produce oil, gat and euociated tubitanoei in and Irom lendt not within tha leatad araa; and

(5) tha right otherwise to manege and dispose ol tha turlaca ol the leated araa or interim therein by grant, laaaa, permit

or otherwiie to third partial.
Ibl  Righti reierved bv the State may be exerciled In any manner which doei not unreetoneblv Interelera with or endanger

Lenet't oparatlom under thu laata.

3. TERM Thii lean it mued lor an initial primary term ol tan Itr”yean Irom tha eflective data hereof, which term may be
extended at provided In Paragraph 4 balow. Thu leate may be extended beyond iti Pf »ary term at provided in Paragraph 6 below.

4 EXTENSION OF PRIMARY TERM (a) Bv Sutoentton ol O’teretioni. II, prior to the expiration ol the primary term, tha
State direct! or approval in writing luioention ol all operation! on or predi ction Irom the leased area, tha primary term thall be axtanded
bv adding tha period ol luipennon to the primary term originally toecilied. For purpoiei ol thii tnbperagraph, any tutoennon of operations or
production reauired bv any itioulapon made a part ol thu leave diell not be contidarvd a tutoeniion under any order by, or with tha written
content ol.tha State

(bl Bv Force Manure |l the State determine! that, prior to tha expiration ol the primary term. Leuee hai been prevented by
any ol tha condition! specified in Paragraph 32 Irom performing any act which would extend the leate beyond the primary term, the primary
term thall tie axtanded bv adding the period ol diubility to the primary term originally toecilied

or 5 EXTENSION BEYOND PRIMARY TERM (al By Production. Thit leate mail be extended automatically if andlor solong at
oil add gai it produced in paying quantities Irom the leated area.

(bl By Commitment to Approved Unit Thii leate Ihall be extended automatically it It it committed to aunitagreement
approved bv the State, and thall remain m lull force and elfeci at long at it remeint committed to tuch a unit agreement.

(c) By Drilling M1 1l drilling hat commenced at ol the date on which thu leate otherwise would expire and it continued with
reasonable diligence, thu leaae man continue in lull force and eflect until ninety 1901 days alter cessation of tuch drilling and lor to long
thereafter at oil or gat it produced in paying quantities Irom the leased area. (21 If oil or gat in paying quantities is produced Irom the leated
area, <nd (I tuch production ceaeet at any time, thli leaic thall not terminate il drilling or reworking operations are commenced on ihe laaied
area wi-hin (61 montht after cessation ol production and thereafter are prosecuted with reasonable diligence; Il such drilling or reworking
operation result in the production ol oil or gat. thu lease thall remain in lull force and eflect at long at oil or gat it produced in paying
quantitnt Irom the leated area

(d) By Shuten Production Il there it a well capable of producing oil or gas in paying quantities on the leated area, thit lease
mall not axpire because Leuee laid to produce me tame unleu the State gives notice to Leuee allowing a reasonable time, which shall not be
leu than six (61 months, aber such notice to place the well on a producing status, ano Lessee (ails to do to. Il producing ttatus it established
within the time allowed, thu leate u extended only lor so long thereafter at oil or gat it produced in paying quantities from tha leatad area.

la) By Suspension ol Operations or Production. This leate thall not expire bscause ol any tutoention ol operations on or
production Irom the leated aiea il the tutoention it made under any order bv, or with the written content ol, the State. UDon removal of such
tutoention, Leuee shall have a reetonablt time, which thall not be leu than tix (61 months after notice that the suspension hat been removed,
to resume operations or production. For purposes ol thu tuboaregraph, any tutoention ol ooerationt or production required by any stipulation
made a pan ol thu Pate thall not be considered a tutoention under any order by, or with the written content of. the State.

(f) By Force Mejeure |l the State determines that Lessee hat been prevented by any ol the conditions specified In Paragraph
32 Irom performing an act which would extend the lease beyond the primary term, thit leate thall not expire during the term of disability plus
areatombletime thereafter, which thall not be leu than sixty (GO) days, (or Lessee to resume operations or production.

RENTALS, (a) Lessee mad pay annual rental to the State in accordance with the following rental schedule;
(1) For the first year, SI1.00 per acre or fraction thereof;
(2) For the teoond year. St .50 per acre or fraction thereol;
(3) For the third veer, $200 per acre or fraction (hereof;
(4) For the (ourth year. $250 per acre or fraction thereof;
(5) For the fifth year and following years. S3 00 per ecre; provided that the State may increesa the annual rental rate at
provided by law upon extension of this leate beyond the prim*.y term.

(b) Annual rental paid in advance it a credit on the royalty or net orolit mare due under thu lease for that year.

(e) Lessee shall pay the annual rental to the State (or any depository designated by the State with at least sixty (60) dayt”
notice to Lessee) in advance, on or before the annual anniversary date ol thii lease The State is not required to give notice that rentals are due
by billing Lessee, and no bill need be tent bv the State to Leeare Il the State's (or depository's) office it not open for butineu on the annual
anniversary date ol thu lease, the time (or payment it extended to include tha next day on which said olfiee u open for busmen. If the annual
rental is not paid timely, this lease automatically terminates at to both parties at 11:63 pm ., Alaska Standard rime, on tha date bv which the
rental pavmtnt wet to have been paid.

7 SHARE OF NET PROFIT Lessee will pay to tha Statt93.20000% ol tha nei prolil derived by Letwe Irom this leaae. For
purposes ol this Paragraph, calculation ol tha net orolit thall be determined hs accordance with 11 aac 83201 through 11 AAC 83.295 at
those regulations axitt on the eflective data ol thu lease, copies (1 ..................................................... rin>1" "it by this reference mads a pert pf this
raw Tha amount of interest to be earned on tha net profit share development account pursuant to 11 AAC 83.212 will be the average of the
prime rates of tha Citibank. NA New York; Cheat Manhattan Bank. NA New York .d the Bank of Amenca. NT and SA San Francisco,
prevailing during tha month.

8. ROYALTY ON PRODUCTION, (a) Except for oil. gae and associated subetancet used on the leased area for development end
production or unavoidably lost. Lessee shall Day so tha State as royalty tha following

M1 On oil. twenty (701 percent In amount or value of tha oil saved, removed, or sold from the laeaed area.

® 0= 0*. twenty 1201 percent In tmount or value of tha gat saved, rem old or told from the leeaed areeorused on the
isaaad ame for the attraction ol natural gasoline or other products therefrom.

13)On aaaociated substances, twenty (201 percent in amount or vetue of the associat'd substances saved, removed,or sold
from tha itasad area.



0. REDUCTION OF ROYALTY. After two (21 veers' Initial production Irom the (laid In which tha leased araa Il lorated hai

occurrad, tha Stata. In In discretion, may raduca Lessee's obligations to pay royalty on all ol tha laaaad araa or on any tract or portion tharaol
segregated lor royalty purpoaai upon (Il raquait by Lessee, 12) a claar showing by Laitaa that tha ravanoa Irom all oil, Q« and auociatad
substances produced Irom tha llald li Insufficient to produoa a raetonable rate ol return with retotct to Letiaa i total Inyeitment In tha lield,
and 131 a claar mowing by Latiaa that a reduction in royalty will Increase total production Irom tha llald.

10. ROYALTY IN VALUE. Unleu tha Slate elect! to receive all or a portion ol Ill royalty In kind at provided In Paragraph 12
below, Leuee mall pay to the Stata tha value ol all royalty oil, o*i and auociatad lubitenoei at determined under Paragraph 11 below. Royalty
paid In value thall ba Iraa and clear ol all laaia eapentet (and any portion ol tuch expenses which u Incurred away Irom the leeud araa),
including, but not limited to, expenses lor separation, cleaning, dehydration, gathering, saltwater disposal, and preparing the oil, gai or
associated lubttencas lor transportation oil tha leatad araa All royalty that may become payable In money to tha Slate shall ba paid on or
batons the last day ol the calendar month following the month In which the oil, gas or associated substances are produced, Royalty payments
shall be accompanied by cooies ol run tickets or such other inlormation relating to viluetlon ol royelty as the State may require, which may
Include, but Is not limited to, evidence ol tales, shipments, end amounts ol gross oil, git end associated subtteneas produced,

11. VALUE, (al For purposes ol computing royalties due undsr thit leese, the value ol royelty oil, oat or associated substances
thall not be lest than tha highert ol:

1) tha (laid price actually received by Leuee lor such oil. gat ur assoeiatad substances;

(2) Lessee's potted price in the held lor tuch oil, get or etsocieted substances;

(3) the volume weighted average held price ectuelly received by other producers In the urns lield or erte (or oil ol like
grade and gravity, gat ol likt kind and quality or attociattd substances ol like kind and ouality et the time tuch oil, gat or associated substances
era remowd Irom the leased or unit area or such gas is delivered to an extraction plant Il such a plant it located on the leated or unit erea;or

14) the volume weighted average posted once in the Held ol other producers in tha same lield or area
and gravity, gat ol like kind and quality or associated substances ol like kind end auaiity et the time tuch oil, gat or etsociated substances are
removed Irom thr leated or unit eree or tuch gas it delivered to an extraction plant il such a plant is located on tha leased or unit area.

(b) 1l oil. gat or associated substance! are told away Irom the leated or unit area, tha term “lield price™ in subperegraon lei
above mall be tha actual price lor such oil. gat or associated substances received Irom the purchaser thereof leu the actual cost ol
transportation away Irom the leased or unit area to the point ol delivery.

(¢) Minimum Value Determinations The State may establish minimum values lor purposes ol computing royalties on oil, gat
or associatedsubstances obtained Irom thit lease, with consideration being given to the one* actually received bv Lessee. to the price or prices
paid in the same field or area lor production ol like Quality, to potted prices, to prices received by Lesseeand/or othar producers Irom salts
occurring away lrom the leased area, and to other relevant matters Each such determination will be mada only altar Lets** has been given
notice and a reatoruble opportunity to ba heard Under this provision. It is expreuly agreed that tha minimum value ol royalty oil, gas or
associated substances under thit lease may not nr teuanly equal the price ol tuch oil, gas or attociattd substances.

12. ROYALTY IN KIND la) At the Statesoption, which mev be exercised Irom time to time upon not leu then six (6) months”’
notice to Leuee. Lessee shall deliver ell or a portion ol the State's royalty oil. oat or associated substances produced Irom the leased area in
kind. Delivery thall be on the leated area or at a place mutually agreed to by the State end Lessee, and shall ba to tha Stata or to any individual,
lirm or corporation designated by tha State

(bl Royalty oil, gat or associated tubttaneet delivered >n kind shall be delivered in good end merchantable condition end be ol
pipeline quality, and shall be Iree and clear ol all lease expenses lend any portion ol such expenses which ere incurred ewav Irom tha leated
airal, including, but not limited to, expenses lor separation, cleaning, dehydration, gathering, saltwattr disposal, and prepanng the oil, get or
associated substances lor transportation o il the leased area

(cl Alter having given notice ol Its intention to take, or alter hevmg taken, its royalty oil, gas or associated tubtlances in kind,
tha State, at its option and upon six (6) months’notice to Leuee, may aiect to receive a dillerent portion or none ol itsroyalry in kind. II,
under lederal regulations, the Letsor't taking ol royalty oil, gas or associated substances in value cerates a tupplierpurchaser relationship,
lessee nerebv w*<v*t its right to conti.iu* to receive royalry oil, gat or associated substances under such * relationship, end further agrees that it
will require any purchasers ol the royalty oil, gaa or associated substances to likewise waive any such rights.

(dl  Lessee snail furnish storage lor royalty oil and natural gai liquids produced Irom the leated nr unis area to the tame rxtent
that Leuee p ovtdes storage lor Lessee s share ol oil and natural gas liquids. Lessee shall not be liable (or the loss or destruction ol stored
royalty Oil and natural gas liauidt Irom causes beyond Lauee s reeaoneble control

13. RECORDS. Lataee shall keep and have in its possession books and records showing the development end production lincluding
records ol development and production axpenan |l and duoontion ol all oil.gas and associated substances produced Irom the Isased area. Lessee
shall permit the Stata or its agents to examine such books end records et all reasonable timet. Such books end records ol development end
production mutt employ methods end techniques thii will ensure the most accurate figures reasonably available without requiring lets** to
provide separate tankage and/or meters lor etch vwll Leuee shall use standard and conartent accounting procedures which are common to the
industry.

14 APPORTIONMENT OF ROYALTY FROM APPROVED UNIT. The landowner i royelty there of the unit production allocated
to each separately ovwved tract thall be regarded at royalty to be dittnbuted to and among, or tha proceeds ol it p#id to, the tendownen.
free and clear ol all unit trpenae and liee ol any lien lor It. Under this provision, the States royalty share ol any unit prod-iction allocated to
me leased ire* mall be regarded at royalty to be distributed to.or the proceeds ol Is paid to. the State. Iree and dear ol all unrt expenses (and
any portion ol such tipenaai which is incurred awev from the unit areal. Including, but not limited So. eapentet lor aeparnion, cleaning,
?j_eh)zdraltion, gathering, ulrwwier disposal, and preparing oil. gae or ataoctatsd lubftanoai tor transportation off tha unit area, and Iree ol any
ien (or It.

15, PAYMENTS. All payments to tha State under thit lease shell be made payable to tn# State in the manner directed by the State,
and shall be Iwidered to tha State at

DEPARTMENT OT NATURAL RESOURCES
373 EAST FOURTH AVENUE
ANCHORAGE. ALASKA 97301
or so any depository designated by tha State with at Nail Sixty 1SO) drys' nonet so Lessee.

16. PLAN OF OPERATIONS, lal No leaee operations other than surface reconnaissance may be undertaken by Lataee. Its agents
oi augni. on the taaeed area, except m conformity with a dan ol operations approved by the State. Lessee shall Ill# with she State lour (4)
copies ol Its application lor approval ol Its proposed dan ol operations

fbl  The spoliation shall sat lorth * detailed proposed dan ol operations, including, but not limited so, statements and mece
or drawings setting (orth each ol the following 111 tha sequence and schedule ol the operations proposed 10 be conducted on the leased area;
'.| protecttd uaa requirement! associated with the proposed operations, including, but not limited to. tha loanon aryl design ol wdl rtes.
material dies, water supplies, buildings, roads, utilities, eirsttips and all othar facilities necataery lor exploration, development and production
o the leated tree; (31 plans lor r*novation ol the leased area Upon tha comosetion ol operations or phaaes tharaol; and (4) a deerriptton ol
og_eretir}g procedures designed to prevent or minimise adverse impacts upon other natural resources and othar uses ol tha leased eras end
ediecent areas

lor oil ol likt grade



(C) Within sixty (601 day.o» Laswa t (ilinfl ol complat. .ppllotlon lor approval of lo propowd planolw m lo n ., the State
dull approve or deny th. sppiLion. I. tha aop..cat,on |I. denwd. ,h. State .hall tt.» In writing It> raraon. (or such denial and fray propow

* mnriifireiinn of an .nrww-d

modllicatlom which, Il accepted by Lass*# would qualify tha plan for approval.
1?

(dl Sub-quant modification ol an approved pl.n ol operation, mey be proporad by
plan ol operation, propraed bv Law e Pull be considered under the ora procedure! uied (or review and approval ol Lataee . original plan of

(el Approval by tha State ol a plan ol operation! or any modifications thereto iignlllet only that tha State hae no objection to
tht operations outlined in the plen from the standpoint of tha latie administrator and doe* not relieve Ltoee of Iti ob ipetloni to obtain
aoprovali and permiti required by othar governmental agenc>»i having regulatory authority over tueh orerationi

(I) Allol Latsee’t operation! on the leeee area thall ba In conformance with tha approved plan ol operationt,

17. PLAN OF DEVELOPMENT, (a) Within tix (61 monthi alter certification ol + well capable ol producing oil, gai or aaaociatad

lubttanon In peylng quentitin, Ltuai thall (lie two 121 copiei ol an application lor approval by the State ol an Initial plan ol development
The initial clan ol development thall detcnue Lataee'i plant (or developing the leased araa. No rlevelopmant ol tha laawd area may occur until ¢
Olan ol development has been approved by tha State.

(bl Within sixty (60) days o( Lessee i filing ol a completa spplication (or approval Ol iti proposed Initial plan ol development,
the State shall approve or Otny tha application. Il th» application It dsmed, tha State thall state in writing its reason lor tueh a denial and may

propose modification! which. If accepted by Lessee, would quallly the plan lor approval.
(c) The plan ol development shall be revised, updated end submined lor the Statesapproval annually on the anniversary date

ol this lease or on tueh other date as may be mutually agreed to by Lataee and tha State. Il no changes Irom an approved plan are contemplated
lor the lollowing year, a statement to that (fleet shell be (lied in lieu ol the required revision and updating.

10. EXCEPTION FOR LEASE INCLUOEO IN AN APPROVED UNIT. Il this lease isincluded In an approved unit, the Lessee shall
not ba required to submit a seoaraie plan ol operations or plan ol development under Paragraphs 16 end 17 above

19. LOGS AND OTHER RECORDS OF OPERATIONS. Isl Leiee# shall file ell loge and surveys taken, e description of all testa run
lor each well drilled on the letsed area, together with e plet showing the exact location ol each such well, with tha State within thirty (30) days
alter tech such well has been completed > -ioended or abandoned.

(b) Any ana 111 information Hied bv Lasses with the State In connection with this leeee shell be available at all times lor the
confidential uta ol tha Stata lor tha purpose ol enforcing compliance with the promises, terms, conditions end coveneon ol this leaae end the
provisions ol State law. Inspection ol tueh information by any persons other then officers or employees ol the State (end persons performing
any (unction or work assigned to them by the Statel shall be governed by applicable law,

20. DIRECTIONAL DRILLING. This lease mar ba maintained in force by directions, wells drilled ..usr tha ‘rated araa Irom
locations on other lands not covarad bv thit lease. In such circumstances, drilling thall be considered to have co'.imenrao on the leased tree
when actual drilling is commenced on such other lends lor the purpote ol diracttonally drilling under tht letter erae. Production ol oil or pet
from the leased araa through any dirtctionsi well surfaced on such othar Itndt or drilling or reworking ol tuch directional well thall be
considered production or drilling or reworking operations on the leased tree lor all purposes of this leaae. Nothi ig contained In thit Paragraph it
intended or thall be conitrued as granting to Lattee any interest, license, taaement or othar right in or with rvnect to tuch lands In addition to
any such Interest, license, easement or other right which th# Lessas may have lawfully acquired Irom th# State oi from others.

21. OILIGENCr AND PREVENTION OF WASTE (a) Lstse# shall exerctie reasonable diligansa in drilling, producing and
operating wells on the leased area unless content to tuspen operations temporarily it granted bv the State.

(b) Upon discovery ol oil or get on the Iresed area In quantities which would appear lo a rtttonebi* and prudent operator to
be sufficient to recover ordinary costs of drilling, completing and producing an additional vrall in tha same geologic structure at another
location with a reasonable prolit to the operator. Lessee thall drill such wells at a reasonably prudent operator would drill, having due regard
for the Interett of tha Slate at well aa tht interest of the Lataee.

Id  Lessee thall carry on ail operation! under thit Isas* In a good and workmanlike manner in accordance with th* methods
*nd practice* set out In th* approved plan ol operation! and plan ol development with due regard lor tf.s prevention ol warn ol oil, gee end
associated substances and th# entrance ol water to th# oil and gatbeanng sands or strata to the destruction or injury ol the seme, end to the
preservation and coniarvetlon ol th# property lor future productive operations Lattee shall carry out #1 Leteee'i aspens* all orders and
requirements ol the State reletiw to the prevention ol wrate and th# preservation ol th# leated are*. Il Lessee fails to carry out auch orders,
the 5tata shall have tha right, together with any other available legal recourse, lo enter on the leased are# to repair damage or prevent vieite at
lesseel expense.

(d) Lessee shall securely plug in an approved mtrirm any well before abandoning It.

22. OFFSET WELLS. Las*** shall drill such walls at a reasonably prudent operator would drill to protect tha State adaouata'y
from lots bv reaeon ol drainage remlting Irom production on other land. Without limiting th# generality ol th* foregoing sentence, Il oil or gas
should be produced in a well on other land not owned by th# State or on which tha State receives a lower rate ol royalty shin under this leeee.
and such well la within 500 feet in th# caw ol an oil well or 1,500 (eel In the cm ol + gaa well ol land# than tubfect to thit lea##, and tuch well
produces oil or gas lor a period ol thirty 130) consecutive days In Quantities which would looser to a reasonable and prudent operator to
be «ifticism to recover ordinary cotta of drilling, completing and producing an additional well In the terra geoiogc structure at an offset
iocs, on with ¢+ reasonable profit to the operator.and ((.alter notice to lessee and an onportumry to be nee-f. th# Stata finds that production
from such well is draining lands than subtect to this leeee. Lataee shall wtthin thirty (30) days after written ovmand by the State begin Sogood
*#ith end diligently proeeo/te drilling operations (or an olfart well on the Mated area. In lieu of drilling any wall required by thta Paragraph.
Laeate may. with she States content, compenwre th# State in lull each month lor tha animated lots of royafty through drainage in the amount
determined by tha Stata.

33. UNITIZATION, (a) Leaae* may unis* with others, tomtfy or separately, in collectively adopting and operating under a
XO(mnVv9 of ur>l agreement for th# e.pUsretton. development or operation of tha poos or field or like ara* or pan (hereof which Inctudee or
underlies the leased era* or any part thereof whenever t regulatory agency having eporopntte lunsdictlon dmrmnet and ranilie* that such an
agreement is In th* (PfclK interest for th# Purpose of proohfy conserving tht natural rasouras ol any oil or gas poof, field or Ilka area or any
pan thereof.

(t>* Laera* agrees, within Hi (6) months liter demand by tha Stata. to subscribe lo a rtseonebM coooeratrve or wnft sy semerrt
vriiich shall adequately protect all partial in intrrast. including tha Stata. Th# S ate reserves th# right to prescribe such an agreement.

eJ Whsant ol Lessee, tha State may establish, altar, change, or revoke drilling, producing, rental and rovertv
reqmraments cl this Maae |l tha laaaad area is committed to any such cooperative or unit agreement, and fray adopt such reputation* with
reference to this lease in connection with th* institution and operation ol aery such cooperative or unit agreement a* th* State d*trammel are
nerasmry and proper to secure th* proper protection ol th# public interest.

il « portion ol th# Isseed ares or arty separata and distinct ton# or geological hortton is comnatted to an tpprovad or
prescrlbed unit agreement, tha committed acreage or ton# or hortton dull ba segregated Into a separata and editmet tease haring the seme
itiertire det* at this Seasa. Any portion ol tha leased era* or any separata and distinct tone* or geological horironi not commuted to such *
cooperate* or unit agreement shaft ram*.a tubfect to th# terms and condition* ol this lea** unaffected bv tha pooling or unriltatlon of arty
ottar portion ol th# Mated are* or ton* or hortton or by operations In any tuch unit.



24 INSPECTION. Leaae# ih«ll Imq open at »ll reeaonabl# times, lot Inspection bv any duly authorised repraaniatira ol tha Suta.
the leased aree, all malls, Imorovamants, machinery and fixtures tharaon, and all raports and raoords ralatlva to operations and tur.ay* or

investigations on or with regard to the lasted ires or under this laaaa.
25. SUSPENSION. Tha Suta may Irom time to time direct or aoorove in writing suspension ol production or other operations

undar this law#,

26. ASSIGNMENT, PARTITION AND CONVERSION. This lea**, or any undivided Interest herein, may, with th# approval ol th#
Suta, be assigned, subleased or otherwise tranelarred at to th# entire leased era* or any ona or more leg#; subdivisions included therein, or
any separate and distinct ton# or geological horlson underlying th# In eed area or such on# or mora legal sutxtivisioni therein, to any parson or
persons qualified to hold a lease. No assignment, sublease or othar transtar of an intaratt in this leas*, Including assignments of working or
royalty miararts and operating agreements and subiaases, thall ba binding upon th* State unlaat approved by tha Suta. Lessee thall remain
llabla lor all obligations undar this laaaa accruing prior lo tha approval bv th# State ol any assignment, suNsase or othar transfer ol an Intaratt
In this lease. All covenants, conditions and agreements contained in this lea** ahail extend to and b# binding upon th# hairs, administrators,
muctation. and assigns ol th# State and/or lasae*. Applications lor approval ol an assignment, sublaet* or othar transfer shall comply with all
applicable regulations and must be tiled within ninety (901 days altar th* det* ol final execution ol th# instrument ol transfer. Irentier ol this
Iraw or an interest therein shall b* approved bv th# State unless It) Lasae* lails to comply with applicable atatutet and regulations or (2) the
Suta determines in writing that tne best Interests ol tti# Suta lustily a denial. Where an assignment. sublease or other transfer is mad* ol all or
apart ol Inw i inttrtrt in end to a portion of th# Isased area, that portion may. at the option ol th# Sutt or upon reauert ol the transferee
and with th# approval of th# Sutt. b# segregated into a separata and distinct lass* having th* aim# affective data as thli lease,

27. SURRENDER Lasse* at any time may maka and llia with the Stata a written surrender ol all rights undar this laase or any
portion tharaol comonung ona or more legal subdivision or, with th* consent ol th* Stata, any separata and distinct ion* or geological hortton
underlying the leased area or on* or mora Irgal subdiv ions tharaol, Such a surrender thall be allactrve as ol th* data ol tiling, subject to the
continued obligations o) Lei*** and his suritv to maka payment ol all acouad royalties and to place *11 walls and surface facilities on the
surrano*rad lind or in th# surrendered lon#t or horuons in condition satisfactory to tht Stata lor suspension or abandonment. Thereafter,
Leuee snail be messed Irom all obligations undar thu itat* with rttoact to th* surrenoarad lands, ronas or horitons.

78. DEFAULT AND TERMINATION: CANCELLATION, (a) Tha failura of Lasse* to perform timely its obligations undar this
laaaa. oi th# lailur* ol Less** othtrvntt to (bid* bv all axprtu and implied promises, terms, conditions and covenants of this leas*, shall ba
deemed to be a default in Lessee's obligations hereunder Whenever Lessee fails to comoly with any ol the provisions ol this leas* (othar than a
provision which, by its terms, provides for automatic wrmmalioni and fails wilhm nxry (60) days after written notice ol such default to
commence to remedy and thereafter diligently protecuft oper#tions to remedy such default, tha State may terminate this leesa if at that tima
there tt no wall on tht leased area capable ol producing oil cr gaa in paying quantities If ft that time there il awell on the leased araa capable
of producing oil or gatin paying qutntitiat. this leesa may be terminated by an aoorooriat* tudicial proceeding. In the event of any termination
undar thu subparagraph, Lattee shall have the right to retain undar this lease any and all drilling or producing wells at to which no dalault axitta
together with a parcel ol land surrounding each well 3t wells and such rights-otway through tha letted are* at ere reasonably necessary to
enable Lessee to drill, operale, and tramoon oil end/or gat Irom such retained well or wells.

(b) Tht Suta may cancel this let** as any time it tht Stata deiarm.net, alter Lessee het been given notice and a rtesonabl*
opportunity |0 ur heard, that 11) continued operations pursuant to this leaa* probet- v will causa serious harm or damage to biologic resources,
to piooerry, to mineral resources or to the environment (including in# human environment), (2) the threat ol harm or demeg* will not
disaopesi or decrease to an #eraruble extent within a raaaonabte period ol timt, and (3) th# advantages ol cancellation outwaight th*
edxentages ol continuing this leaa* xn loro*. Any cancellation under this suboaragraoh shall not occur uniats and until operation! undar this
iraee n#*e been under suspension or ttmporary prohibition by th# Stilt, with due extension ol tha term ol this Mat*, continuously (Of + period
ol fixe 15) years or lor a letter period upon request of the Lessee Any cancelletion under this suboaregriph will entitle Lataee to receive such
comper.tatxon ** Lett** oemonitreret to the Lute u equal to the letter ol (I) the value of the cancelled rights #s ol the date ol cancellation,
with due consideration being gran to both ansicioated revenues from this leeee end anticipated cosu. including com Ol compliance with all
aooiicab regulations and ttipuienons liability lor Clean-up costs or damages, or both, in the case ol an oil icmll. and ail other com reasonably
anticipated under this lea*#, o» (2) th# exeats, if any. over Lease's revenues from this leeee (plus interets thereon from th# det* ol receipt to
det* of reimbursemenii ol *41 consideration p#xd lor this lease end all direct expenditures made bv Leaae atm the affective dm ol this leeee
and in eral Action mum atpsoration or d*ra*oom*ni. or both, pursuant to this tees*. cXui interest on such consideration end such expenditures
from th# as*# ol pevmerii to the date ol reimbursement

29. RIGHTS UPON TERMINATION. Upon th# #xoxr*tion or earlier termination ol this laaaa as to all or any portion ol the I*axed
Jf** Laoe* mull be d-reeled in writing by the Sut* and shall have th# right at any time within a period of on# 111 year thereafter, or such
extension tharaol ax may be granted by the Sutt to remora Irom the leased era* or portion thereof #ﬂmachinery, equipment, tools, end
metenari. Upon she *moustion of such period end it th# option of th# State, any machinery, equipment, tooll. and materials which Lata*# has
not removed from the leaaed era# or portxon tharaol become the proo*rty of the State or may be removed bv th# State at Lessee's axpenea. At
\ 1ct *(** State, at) improvements auch as roads, pads end wests dull either be abandoned and th# liras restored bv Lessee to the
xetiffection ol th* State or be Mil Intact end Let*** ebaosrad ol #»i further rrspratabxlitv as lo their maintenance, repairs and eventual
abandonment and restoration SubMCI to She toragrang. Lessee snail dalxrar up th# leaaeo area or such portion or portions thereof In good
oonratxon

_ » JO DAMAGES AND INDEMNIFICATION, (a) No right* under reservations contained m leases or grants ol Alaska land may b*
*xercxsed by th# Stata or by Iti leaase until prw.uon hat been made »otoy the owner ol the lend upon which the reserved rights are sought to
txeaierciod loll payment foe Ml damages autsamed by the owner bv rewon ol entering on the lend. Il the owner for any reason refuses or
nedects to setfM tew dement, the Star* or tea Lasae* may enter upon th* land **m potting + surety bond determined bv the State, after notice
end an opportrauty to be heard, to be aufficSent as SO (own. amount, and security to secure to th* owner payment for damages, end may
‘ntsrtra* legal proceeding tn a court of competent turiKhclkon wheel th* land Islocated to dm rm int th# damageswhich tha owner ol the land
meviuffex leaae hereby epees lo Dev any demeges that mey become peyebM under AS 38X75.130 end to Indemnify the State and noid It
nanraea from and agantt *wy cJeime demand., liabilities and expenses anting Irom or xn connection with auch damages. Th# furnidling ol +
bond in oompiMnoe wish thu Paragraph ihell be regarded by th* Sure at sufficient petwssxon Ira th# paymant ol all demeges mat may become
pevabM under AS 38X16.1 X by virtue of thu Mew.

(bl leeee* iFiafl indemnity ttv# Lute fra. and ho*d It harmMa from, any claxm. Including cfeims foe toa or demega to property
ra xntury to a neracxi ra persons cameo by or resulting from any act or omitaxon conurtnred ourevant to this tea** by or on btnalf ol Lexnea,
Laws* shell not be held moonaxbM to the Star* unotf thli lutosragraph lor any loss, demeg* or injury caused by or resulting from the mi*
negligent* ol the (tat*.

lei t**** etprawiv eraxraa any otlenw so an action lor breach of + covenant ol this Maae ra Ira damage* resulting Irom mi oil
M»il or other harm 10 the inwwutent whetfi it beeeit on the feet that the eel ra owwan compSMned el m oomnuneO bv #n independent
contractor ixwee *+preati egress to assume raxeiorveifailtry lor M| artiont ol *t* indepenoen+ contractors

£



31, BONDS, UI Il fequttedbv the Suie. Lew dwll lumNh ¢« bond prior » the iswenei ol thli Mew men emouniequelioei
itett (5.00 O‘i acre or fraction thm ol contained in th# M wd #ra#, but no Me# than 510.000 00. and thall maintain uid bond at long at

raquirad by tha Stata
Ibl  Brlora beginning drilling operation! on tn# laaaad araa. Ltuee thall lumith a bond In tha amount of at jaatt *100,000 00

and thall maintain and bond at long at raquirad by tha Stata
(e) Lett** may, in lieu of the bond raquirad undar (a) above, fumith and maintain a 5term tat bond In accordance with

aoplicabla regulation!
Id) The State may, after notice to him and a raaaonaoi# opportunity to be heard, require a bond tn a rataonahla amount
gratttr than th# amount toactliad in la) and (bl above where audi grearer amount it |utti(i#d by th# nature of the turfaca and It* uaat and th#
ilagree of rltk involved in the types ol operations being or to be earned out under thli lease. A Statewide bond thall not tatiify any requirement
of a bond Imooted under tnn tubparagrapn, but mail be eonndered by the Stata in determining tn# need for end the amount of any additional
bond under thit tuboaregraph
(a) if th# laaaad era# il comminad in whole or in part to a cooperative or unit agreement approved o tweterlbed by the Stata
and a unit bond it fumtthed. Laaaa* need not thereafter maintain any bond with respect to the portion of th# leased *** committed to auch

32. FORCE MAJEURE. I' th# Suta detarm.net that Lasae* hat been prevented, after efforts meet# in good 'aith. from complying
with any repress or implied promt##, tatm, condition or covenant of thit laaaa, from conducting drilling operations, or from producing or
marketing oil or gas from th# laaaad area, by reason of war, not!, act* of Cod. unusually severe weather, or any othar ctuM beyond Lessee »
raaonaoie ability to foresee or control (including detavs caused bv iudtciel decisions or lack thereof), whether similar to those enumerated or
not. Lessee i obligation to comoly wilt, tuch prom ion thall lie iu spender), but not voided, and Ltstee thall not ba liable for demeges lor failure
to comply therewith. If Leateat obligations to conduct drilling or reworking ooerationi are sutpendad undar thu Paragraph and the
continuation of such ooerationi without autpeniion would have had the eflect of preventing the ¢ spiralion or termination of thit Itee*, thit
less mail not termantt* during th* period which th* obligation to perform tuch ooerationi It lutpended. Nothing in thu Paragraph mall ba
conrtrued to impend the obligation to Dev renteti, of to turner*) tht obligation to Pay revelries or othar production or orolit based paymants
from ooerationi on the leased araa which era not tumended or from ooerationi which are not allacted by any tuch *uwennon, to th* State.

33. AUTHORIZED REPRESENTATIVES Th# Star* Director of the Dmnon of MineraU and Energy Management. Department of
Natural Resource! and Ih* person executing thu leeee on behalf of Leeee* ih*Il be th* euthonred representative! tor their rawective Dnncipell
for purposes of ednvmtnting thu itaee Th* Stale or Leuee may change the oai gnahon of id author)tad representative or the eodreae to whtch
notioet 10 that rapraaentatrv* era to be sent bv a not** g>v*n * accord with Paragraph 34 below. Whar* activities Durtuant to a plan of
ootrationi art underway Leuee will alto detigntt*. pursuant to * notice under Paragraph 34 below, by name, tob title and eddrru.an agent
wno will be present m tht Stata during ail tuch actrvitiei

34. NOTICES Any notioet raquirad or pamurted under this leau mall b* bv electronic media producing a parmerent record or in
writing and than b* given personeltv or bv reguiared or candied mail, return receipt requeued, eddretaed et follow!:

TO THE STATE TO THE LESSEE:
Amerada Hess Corporation
DIRECTOR.OIVISION OF MINERALS AND ENERGY MANAGEMENT
C/o0 N. 0. Bernard

DEPARTMENT OF NATURAL RESOURCES
703W NORTHERN LIGHTS aOULCVARO P. 0. Box 201(0
ANCHORAGE. ALASKA 09503 Tulsa* Oklahom a 7M 02

Any tuch notice thall ba affectme when datrverad to the <vragosng euthonred representative

35. STATUTES AND REGULATIONS Thu Maw u tubtect to Mi State and Federal ttatutae end raguMt>oni in affect on th#
effective date rereof. and, 'necler a* it conetitutumMiv prmutMbM, to eft ttalutet and raguMtont hereinafter placed m effect, Thit Maw thell
not he interpreted et a limitation upon tn* un c e by th# Stats of Alaska or by th* Umttd Stata* of America of th# power to enact and
enforce legislation or to promulgate and enforce regulation* affecting, directly or mdeectty. th# aotmtiet of Lawee or ttt agentt m connection
with thu ieaw or th# W ut of th* mtareett held under thu Maw

36. INTERPRETATION Thit Mow it to be mteipserad in accordance with the rule* eopnrahM io tha interpretation of contract!
mad* in the Stata Of Alaska Th# Paragrson heeding* era not part of thu Maw and are interred only for convenience Th# Sate and lease*
eepready cr tenant thet the lew of th# Sun* of Alette than aopry m miv |ud<iM proceeding under thu isaw

37. INTEREST IN REAL PROPERTY Itu theintention of the pertu* that the tghtigranted to Leasee by thu Mew connttut* an
mtaraet tn real proparry m the Maw are*

M SEVERABILITY. Hum fmottv determined n any tutfcctM proceeding that #ny prowion of thill Me** U tnv* 1, th* Suta and
“xkr may lowitfy tMwrrr-ne and agree by a wriTTan amendment to thu Mae* that, tn contadtratson of th# prom,see term*, conditioni end
covenant# contained in that written amendment, th* mvwel portion of |h# i**w wsfl be treat**) at saverad front th* Maw end that th# rememoer
of the ieaw et amended, end remain m affect

39. DEFINITIONS, All wordt and pnrawt -sad in thu leaw are to be interpreted w*iere poaMbM in th# manner raowad In raaoect
to th# tntrrprrteton Oi rutufM bv AS 01.10 040 However, the loklowing words hare th# following meaningi unieta the rontan unevouMMy
rathlire* othtrvww

JU "04* meant crude petroMum o*t and other hvdrooartom ragardMw of grevstv ah di era produced M liomd form by
onView production method*. rrclvdng IsguM) hydrocarbon* known w diftUMt* or oondwiwta raooiered by wparetion frpm ga* othar than at a
H# proe— tngplant:
‘ 2l " meant# ail natural gat meed nwmm gwi and all other hydrocarbon* produced which are net 0*fm*d hereen a*
oat.

(31  associated Mruncat means Mr Mruneet aaoart hatnam produced at an incident of production oi od ra gw bv
ordinary production method* and not dermeo “**rwn at on ra ra#

(41 "drflIMig"™ mean* th* act of bonng a ho*# to reach a proposed bottom ho«a location through wtuch oil or ra# nwr ba
prpdurad If wvoocmwred in paying raaanotlaa, and mrtudat radrtiung, Hdetreckang. dagpgraap or othar mean* neeeawry to raech the proposed
.oncm rc»* location tatting, togpng P*nggrg and omer operator* nweaeery and mciOentw to th# actwei bortng of th# ho#*:

IJl "reworking operations mean, 6 coeretsons oaasgrsed to FaW S, ranora ra wnorpve production tnroura *0**w a it

< t'Anc-'t'v dulled, w hdrg, tad not kmated to. meov*meat or tfvemvcei treatment of any nontcn, pauggng tat# to test higher rrrara, etc:

** "poring gqvonmwa* meant ousniinw Sufficient to yiekd a return m tite e al ooerettng coeti even though drilling and
«durament corn mey never be reoetd enet th* wndertekmg commarad as a who** ner uittmetafv reaun Mia tow.



40. CONDITIONAL LEASE. Il ill or * port of th# laaaad tn™* li land that hoi boon aalacwd by tho Slot* undar law* of it>« Unltad
Sum granting landa to th« Suu. but tuch Itod hai not b**n patmtad to tht Stow by th* Unlttd Sum , th*n thli It*** I[tt conditional kite m
provtdad by I*w until rich + potint baoomai affacltva. If for *ny naon loch mwkction It not finally approved, or wch * p*t*nt Ooat not
bacomt affactiva, any until, royalty or profit-bawd poymtnu mad* to tht Stat* undar thli I**a* will not b* rtfundad.

41. EMPLOYMENT OP ALASKAN RESIOENTS. Lotta* thall comply with all valid and tpplicablt Itwt and uguUtloni with
ragard to tha hiring uf Alwkj raudanu. Lasa* will not diicrimIntt* tgamrt AJukj rakdanti. at prohlbltad by applicabf* lawi and ragulotioni of
th* Stat* of Alttlu, Latm will fumlah th* AIMka Daoartmant of Labor t outmrly upon ragtrding th* tmploym*nt of Altaic* uudants on th*

laaaad art* In compliant* with ragulationt adoptad bv th* Commiailonar of Labor. . i— n / _
IN WITNESS WHEREOF tht partial htv* txacurad thl. law* affactlv* *> of tha f day of jg yoO
LESSEE STATE OF ALASKA
AHERAQA HESS CORPORATION
By By:

V. M? Hebertson, Vice President, U.S.

Exploration t Offshore Joint Venture ETHEL H. NELSON

Operat ions Titla: L«sing Manager
THE UNITEO STATES OF AMERICA

Acknowledgtmant of Laoor

STATE OF ALASKA

Thli ctrtllkt that on th* f /{Jj\ SItf/U UskK L 4 ttnd for th# Sut* of
AltiU .duly commrtnowad and iwom, pauontriy aopaatmT ' T~ ~ ffANfeLsON

0 m« mown to bt th# pauon who r.icutad tha tougdtng kat* on baOlienth* Sut* of Ala*U . who. tftar baingduly rworn according to I*w.
rutad to m* UNOIT oatn that h* hat authonty purtuant to law to tiacvt* th# fougomg laaaa on bahalf of th# Stat* of Alaika. acting through
th* Oivtiron ol Minaraii and Crwrgy Managwnant. Dtpanmant of Natural Ratouroat and that ha tiaevwd th* aam* fraalv and volunwrtly
ai th* act and daad of th* Sut* of Alaw* and for th* Unhiion of M m m i and Enargy Managamtnt, Oapanmant of Natural Fnourcii

WITNESS my hand and official atal.

MARY K. WEJSENBERQER fin and for Alaau

NOTARY PUBLIC
'TAn OF ALASKA

of ¢ najArx*'
. *o0ht*



STATE OF ALASKA
30th COMPETITIVE OIL AND GAS LEASE SALE
-BEAUFORT SEA -

LEASE STIPULATIONS

AOL 312798

Sate Stipulation No. t + Hiitorie and Archaaociootc Diicovertei

In tha event any Hie, itrvctvra, or object of hlitorlc or ercheeologlc tignificane* ihould ba dtieovered during tha conduct of any oparatlom
on tha Itatari araa, tha lataaa thall raport Immediately tuch findings to tha Olrector, Divflfon of MInaralt and Energy Management, and maka
avary raatonabla affort to praaarva and protact tuch uta. rtructura, or ob)nct from damage until tha Olractor haa givan directions aa to Iti

praaarvatlon.

Upon abandonmant of tha drilling platform or ralatad fadlitlai. tuch facilitiai will ba ramovad to tha extent that lhay no longar Intruda on tha
hlitone or cultural teana or could otherwise adversely affact an arebaaologlc. or hlitorlc tits or araa induded In or allglbla tor induilon In tha

National Register of Historic Plaon.

Stata Stipulation No. 2 mCnvtronmar.tal Training

Tha letiaa thall Includa in any exploration and/or development plant a propoied environmental training program for all peno-nel involved in
exploration or develooment activities linduding penonnel of tha iaaaaa'i contractor! and lubconrraetonl for review and aoorovei bv the
Olractor, Oivition of Mineral* and Energy Managamant. Tha program thall be dengned to Inform aadi Perron working on the pro/act of ipecitic
typat of environmental, tociai, and cultural cona nt which relate to tha Individual'l job. Tha program thall ba formulated and Implemented bv
qualified instructors experienced In each pertinent field of rtudy and (hail emoioy affactiva method* toenaure that penonnel undentand and
uac tachnktuai nacanary to preaerve archaeological, geological, and biological reaourcat. Tha proqirn thall alio be detigned to mereaxe the
eantitivttv and undemanding of penonnel to community veluei, cuttorra, and llfattylat In araaa in which tuch panonnai will be operating.

Tha lettea ihell alio lubmit for mnew and aoorovei a continuing technical environmental briefing program for lupervnonr and managerial
panonnai of tha lenat and Iti agents, contracton, and lubcontracton.

Stata Stipulation No. 3 + Ste Hartoration

After completion of the exploratory drilling pheee. all rtrvcturte will ba ramovad from rha leeee end the lataaa will lattore the uta to In original
condition unlaee the tttuetura or t<r» will be ueed In the production phaae or for additional exploratory drilling or unlew it n not in the bait
interett of tha public or tha environment to require removal or rertoretion. Authorization to laevt the rtructura in place mutt be obtained from
the Olractor, Drvtuon of Minerals and Energy Management, after consultation with tha Department of Fith and Gama and tha Department of
Environmental Conservation

Surface entry bv tha Itwee or lubcontracton unit BF-64) and Pole Ittend (Stata Vsaaing units
BF-S1 and BF-592) during tha period May 15 to Augutt 15. Surface entry during Dmaron
A ™ Y TR f[ tit« n-in nl lelpTii-i.eim ~~i*

State Stipulation No. 5 + Special Boiogicei Retourcat

If biological pocxjlenont or habttata which may require addtionai protection are identified by tha Director, OMaion of Minerali .id Energy
Management, on any trecti in tha leasing area, tha Director will require tha leeeet to conduct environmental turvrrt. at approved by the
Director, to determine the extent end oomoot/non ol boiogfcal ooputetione «r habitate. end the effects *t proposed Of existing ooerenom on
the pooutetiont or hebtteo which might rsog.re additional protective measures The Director iheil provide written notice to the lessee of hie
dKieeon tn require such curvayt. Such urw yi xwil be requred for the area known aa tha Bouidar Perch, which epoiiet to the following leasing
unltr UF~AJ, BF.70. DF.71.BF76. BF.77. OF.78, BF 79. OF-B2. BF « . 01-09. and BF-IIB. For ail othar tracts within tha leaaa area, the
nature end extent of any surveys vwll be determined by the Director on + caeedy-ceee basis

Baaed on any surveys wh*h the Olrector may require of the leeeaa, or other Information available to tha Director on KMCtai hoioqeai
reaoorcet. tha Director may reqwre the leases to: (l) locate the tite of euch ooeretlon ao a* not to adversary affed tha resource identified;
171 ettabiiih to the eeoefactton of the Director, on the basis of a tits specific survey, either that such operation will not have a tgniflavn
aheres effect upon the resource identified or that a toeoai bioiogwai resource does not exirt; (31 ogersa during those padodt of time that do
not adversely affect the btotogaaaf resource* as ee abildvad by the Olrector; end HI modify operation* in such a wey aa not to affect adversary
the ugmficant biotope* pocMettone or he’ test daeeivvng protection,

Itr*" thet. If any area of biological MgnJficancs mould be tkeoowrad during the conduct of any oparvOore on the ieaaad araa.
he shall immeddtefy report auch fWxhngx to tha OVector. and maka every raatonabli affort to preeerve and prreact the biological resource
umw *he Otrartor has grven the ieeaae directions with reaped to leaprreectlun.

The ken iheil lubmit ail deta obtained In tha course of such eurveye to tha Director, with tha locational information for drilling or other
acttvtry. The lessee may taM no action that might result In any effect on tha biologac populations or habitats surveyed, until tha Director

provtdat written directions to the leeeee. wrth regard to lenruawble actions.

6@”“%5“ tnotoqcai mcxjttm end then habitats incfudt herd and rocky bottdm* setth kalo. tryoioani, apongaa. coral, or othar soibawtMc



ilalt Stipulation No. 6 « Drilling Ditdiargiai

1. Diteharg* of produced weten Into manna watart it prohibited, except that tha Commiuionar of tha Department of Environmental
Contarvatlon may approve ditchargat in tract* greater than 10 mattn of wetar on i aw by-caw ban

2. Discharge of drilling mudt and cutting® into marina wattn it prohlbitad. axcapt that tha Comminionar of tha Oapartmant of
Environmantal Conlarvalion may approva ditchergei (al In tract! graattr than 10 matart of watar on a caaaOv-cata batit and (b) In
tract* of lan than 10 matan of watar on a cata-by<aaa baalt If affloant* ara thown to ba nonaoaic and can ba adaouataly dituaraad.

Stata Stipulation No. 7 + Pipeline*

1. Pipalinat will ba required (a) Il plpalma righaol'way can ba datarminad and obtained .-(b) If laying tuch pipalinat it technically fam- ‘e
and environmantally prafarabl*: and le) If. in th* opinion of th* lanor. pipalinat can ba laid without oat tocial lou, taking Into account
any Incremental cottt of pipalinat over alternative mathodtof trantoortation and any Incremental banafitt in th* form of Inoraatad
environmental protection or reduced multipla-ute conflict!. The lattor toacilically ratarvet th* right to require that any plpalma uaad
lor tramportmg production to thore b* placed In certain dftignited managmant treat. In aalacting th* meant of trantoortation,

contidaration will b* given to any reccmrnandation of tha Beaufort Sea Coordination Committee. Where faanbl*. and environmentally

preferable, all pipalinat. Including both Mow line* and gathering lintt for oil and gat, thall ba detigned and comtructed to provtde for
adaouara protection from water currtntt. ttorm and lea tcouring, tubfreanng condition!, and othar hatardt at determined on a

cate-bv-caw bant.

2. Following tha completion ol pipeline mrtailation of tufflcitnt capacity, no crude oil production will be tranioorttd by turface vettei
from offthorr production tttet. ttcapt in the cate of emergency. Determination! at to emergency condition! end appropriate retoontet
to that* condition! will ba made bv the Oircctor. Olvition of Minerall and Energy Managamant,

3. Where tht thrt* cri*n* tat forth m tht firit tanrtnoa of thit rtioulatlon art not mat and turface tramoortttion mutt b* tmploytd,
all vetaaii utad for carrying hydrocarbon* to thore from th* laaaad araa will conform with all tttnderdt attaolithad for tuch vataalt,
puriuant to th* Portt and Waterway* Safttv Aa of 1972 (40 US.C. 3911*11.

State Stipulation No.8 -Solid watt*
Solid want dttooui on natural or artificial ttianot or m manna watart within th* itaw area it prohibited

Stat* Stipulation No. 9 -Saatonal Oparattont

Eapioratory drilling and tartirvg. and othar downhot* ammioratory activitiai from surface location! outtide tha barrier nltndt will ba limited to
tha period November lthrough March 31. uniait the Oiractor, Oivilion of Mmaralt and Energy Managamant, after contuitmg with th* Oil and
Gat Conatrvetton Com mman, datarmma* that continued ooa'ationt are nternary to prevent a lou of well control or to enturt human ulery
Thit rtipulation will ramam m aMatt for two vtert following luuanca of th* ten*

Exploratory drilling and tailing, and other downhot* »»pioratory earviti** from luriace looationt intid* th* barrier nltndt will b* limited to
th* period November 1 through March 31. except th* Olrector. Otvtuon of M.n*r*it and Energy Managamant after contutution with th*
Biological Tatk Fora may allow drilling and downbol* actintiet to continue nc later than May 15 If tha laaaa damonuratai th* ablliry to
operata aftly and tea condrtiont [unify. provided, honaver. tha th» Dtraaor, Orvinon of MIntnll and Energy Management, after contultaion
with th* Oil and Gat Conaerration Convmaron may allow continued op*reboot leading to ahut down which are necrtary to prevent loa of
well control oe to anture human alary Thampulaion will remain In #1lact two yaan lollowing muanoa ol tha leaa.

3mla3tfw taihm fnr-TO mDiw m fuuerhem m x nmtun T t» t - -

Eapipraipry”dtijimg operation*, emptaorma « of rrucrurn Iplrrformtl or aaatloor wellhead* for oroduaron or rtoraga of oil or gat. and tha
emplacement of plb*i*pei will not b* allowed on th* ne'eowned portion of laaa block 700. All aaptorvtion for and oavatoomant of oil and
ga murt ba oartormad iiemipcaiont ouutoa of th* nataownad portion of leaa* block 700

Stat* Stipulation No 11 ¢ Interim kg h a p ii

Thit leaa it tobrea to tht "Agreement Oatwaan theO”nned State* and Stat* of Aiaaka owrtuant to Section 7 of th* Outer Continental Shall
Landt A a, and Aietk* Statute* 38 OS 137“ Ugnad onDeagbar 28.1979, and commonly rafarred to at tha *Interim Agreenw it™), *rwj th*
‘eeaa hareby conaentt to rvary tarn of tha agreement

Any low incurred O' lultainad by th* leetae a a revuM Of Obtaining vahtHj.on and recognition Of thl# laaa* pu*euant to th* "Interim
Agreement." and ir particular any to** incurred or auatwnad by th# lawaa m aren.fr»J conforming thit leaae with any and *<I pronuont of all
eop-Katwi law* of tha parry prevoilmg in United Slater of America v. Stat* of Aleak*. Dn>*d_St*tet Supreme Court No. 84, Orlynai. mad ta
bom* axduwvaty by th# lew**

No taxat pavaol* to «h# Start of Alaaha wwM ba required to ba pawl wtth reeoaa to thli ieari until ai'cfi time at tx jv V a of or lurttdKlion over
th# land* aubtag to thit laaaa it reacevad In th* event tha th# lendi tub*art ra thl* laaaa, oe any portion of th#m7*1V»c*J*o»ily Oeiwrmwwl ra
b# ttat# tano*. Ibe xnaa mail pay to tha State a turn aourvatent to th# ataee Uaea **hKh would have bean impoaad unJ*V'Al«ika law Il thu
Undi, or Portion tharaol Oatarmmad to b* ttat* land*, had baan undupured net* landt from th# da* the leaa* wa* cxecvred, pfba*ptareet a
th* raw of 10 Parcant par year accruing from th# oat* th# taaet would haw bacoena du# undar Aiaaka law. Such paymam mail ba In ItavTbiyvd
mw tn>p.thxiui nwyauaftiwrtutt s —_ = == - -

Sate Stipulation No. 12+ Unittntion Ayaamawt

TTvit laaa* M aut>*cl to th# "Agreamant Haanhng Ownlration lor th* Propoaad Joant F#d*rat/3tai* Baaufort Saa 1«— S*M" aaacvtad by tha
Urntad j» t*i and Stat* of Aiaaka on Octobar 28.1979, and tha iaaaaa t*bound by th# term* of tha ay aarvunt,



Stan Stipulation No. 13 «Seltmic Activity
Seltmic activitv will be prohibited during tht period March 20 until tht breakup ol let. except thtl tht Director, Dlviluon ol Minerali
tnd Energy Manegement, tlttf eontulting with tht Biological Talk Foret, may allow eeitmic activity to occur altar March 20 on a caw-bv-CM*

twit.

Stan Stipulation No 14+ Coattal Zona
During tht conduct ol all actlvitiet rtiatad to thit leaia, tht itoet will be tubfect to tht provutoni ol til valid coattt* tont plant and ordinanctt.

" — =N — —

S*H»6*»eu>eti*n ttti It Clttttl 3 ft [ B 1]

Il tha Stata it ultimateTydrrw«wjcajob« th* owntr ol landt on which thit Itttt it locttad,conduct ol til tctiwtitt on thit Nat* will thartalrtr
bt tubjtct to tht provitioni ol til validcoaftst-t«a£j;>i*ni and ordintnort.

Statt Stipulation No. 16+ Drilling Commitment (Five-Year) =

Th* Itnt* mutt commence to drill t wall, or commit th* laait to *n exploratory unit tpprovtd bv |h* Corrimi»ionci_g"Natural Retourcet. by
th* tnd ol tht filth vaar ol tht Irate 1l awall hat nol been commtnctd or tht laait hat not bttn eommitttd to an rrren*--*Thtr try rfi|t t|rrt

tttittaa atanaairi tuatratuttUyttittatattmat

Statt Stipulation No 17+ Drilling Commitmam (Seven.Year)

Tht latte* mutt commence to drill a wall, or commit tht lean to an avnloratory unit approved by the Commitnoner ol Natural Rttourcei, by
tht end ol th* taventh year ol tht leate Il a wall hat not betn commenced or the leate hat not been committed to an approved unit by that

time, tht I*«* terminate! a tomancailv at to both partiet.

tea W i- Roeelev m [>«ii

Although tht rovalh’~;>*r*_l£5£||'*d in thu leate. or at tubttoutntly modified in accordance with applicable ragulatiom and mpulationt, it
applicable to all prcductionun2fcr-»iuijeate not more than 1G.GG667 percent ol the production lived, removed, or told Irom th* leated area
mty b* taken at royalty in amount <m tinJTrthtaPvalty on any portion ol th* production taved. removed, or told Irom th* lette in event ol
16.66667 percent may only be taken m value ol the prodbrhcxii*ed. removed, or told Irom the leitad area

State Stipulation No 19 mRoyalty in Kmd

t(gulationi and itioulatiom, u

Although tht royalty rat* tpacilied in thu leate or ti tubteouenr y modified in accordance with aooT7c*bi*_
itated

applicable to all production under thit leu*. not more than twenty 1201 percent ol *h# production taved. remow370"“titiL*, “n
area may be takin at royalty in amount (in kmdl; (he royalty on any porttor- ol t.u noduction taved, removed, or told
i neemul ew»n»i *«m <i»*| nw,w n»w.nvim



FORM NO, OUEM-4-8.T BOOK PAGE

@Qet profit share? B arrow Recording District
(Ravitad May 5, 1083)
DNR 10-1113

STATE OF ALASKA
DEPARTMENT OF NATURAL RESOURCES

Compotltlvo Oil and Gas Loaso

ADLNo- 355CG1

THIS LEASE la entered Into August 1 1083  betwaaniheSUteolAiaaka.in* am** and

J. ANDRBW BACHNER (30%), JAVES F. DIERINGEP, JR. (15%), W.G. STROECKER (22.5%),
RICHARD E. WAANRR (32.5%)
*tha leieea *whether ona ormora. whole toie aodreat lor ourooaaa of nollfleatlon undar Paragraph 33 la

J. Andrew Bachner et al

c/o Main Hurdman

1001 Noble Street. Fairbanks, AK 99701

In conaldara'Kyi of ina cam oaymant maoa Oy lha laaaaa loTna alala. which paymant Includaa lha flral year* rantal and any raqulrau cam
bonut. and aublaci to Iha provialony of Ihia laaaa. including appiicabla moultlion (a) and minoallng maaauraa atlachad lo thla laaaa and by thla rafaranca

incorporated In thlalaaaa. Iha atata and lha laaaaa aoraa aa lollowa:
1 GRANT la) Sublacllo tha provtalona In thla laaaa. tha alata granta and laaaaa to tha laaaaa. without warranty, tha aadualva rig -1lo

drill tor. attract. ramova. daan. procaaa. and diapoaa of oil. oaa. and aaaodalad aubatancaa In or undar tha following daacribad tract of land:

TRACT 39-01
T. 13 N., R. 13 E..

Section 17. Protracted. Al 1, 640.00 ocros;
Soctlon 8, Protracted. Al 1, 631.00 acres;
Section 19 Protrecfed, Al 1. 633.00 acres;
Section 20. Protrocted, Al 1, 640.00 acres;
Section 23, Protracted, Al 1, 640.00 acres:
Soctlon 26. Protrocted, All, 640.00 acnas;
Section 27, Protrocted, Al 1, 640.00 acres:
Section 28, Protracted, Al 1, 640.00 acres;

Section 29, IVotracted, All, 640.00 acres. = d
JUN 41384
division of oil & ms
anchorate. alas a
containing aporoiimaiafy” 0= acne mora or laaa Interred lo in thla laaaa aa lha -laaaad areal; tha nonetcfuehn rtgr.t to oonduct

wWhin in# laaaad araa paotoguaJ and oaeohyaicaJ e.ptortllon lor oh. oaa. and aaaocaa'ad aubatancaa: and lha nonaaduafra ngni to InaUH pfoaUnaa and
buttd alructwraa on tha taaaad araa to hnd. prodwoa. aaya. atora. traat. prooaaa. Inasoorl. taka car* of. and ma/taf artofl. yu and aaaodalad wOaUncw
and toikvm and board eraployaee in Ita ooaraiwma on lha laaaad araa Tha nghla g-anted by thla laaaa ara to ba atcartload m a manner which wtt not
u-weeaorubfy uterten w*th lha rignu of any permidee. laaaaa or gramaa of Iha alata eonatalanl with lna odndofa of raaaonabta om current uaaa at aat
m | In arucfe Vtll +action ftof lha AJaaka Conantutkm
(b) For tha owrpoaaa of thla laaaa tha laaaad araa oonlaMi tha laoal aubdMaioni u anown on tha atlachad pul manud EaMOU A
It) Il tha Uaaad araa M daacrioati by protracted laoal awbdhAtione and. ahar tha effective data of thla laaaa. Iha laaaad ana la aurrtyad
ur* 2, wxxxkxk YKS rartAhMRAr ayttara tha bomderUe of tho Uaaad ana an thoao ooubfiahad by IhU tunny. whan approved. auMed. howritr. to
lha pronuona of appiicabto reguUiiont anting lo thoaa turvaye It for any naaon lha laaaad ana Inrtudaa man aoraaga man lha aaajJaium pananiad
undar applicable law Dncfudmgtha “ruleofM M M  1ltulhonied in ASM U |fS anadarned in AS 38 08 388(131). Ihla laaaa la aot void and tha
acraaga mci>*.d In Iha laaaaa araa anal ba redwood to tho oemirtod maxtava Nlha (Ufa itatamlnaa Ihal Iha taaaad ana a»oaadi lha parmfttad acre-
a*a atw nottftee Iha laaaaa in wming of Iha amount of aoraaga that mual ba attnmeted. Iha laaaaa mwaf have 80 day* ahar mat nonoa lo twmndaroaa or
i togal awMivUiona manned m 3u Uaaad ana cementing ol Ueel ina | aaaalof aonago mat mvaf ba mmtwtted. Any ivbdMtUn a-mmwag
I pane, tttrai »e Uaaad ana ee artgtoely rm anaad Ra earrander la «uf Mad within bOdeye. the eUte may lerruutethH Ueeeea
Idlha acraaga that mual ba a«*il aUd by maneg naftca of tha faraunatun la lha uteaa aeecrMg (he tubdMtWw
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(d) If Ihe Sftl* of Alaaka'a ownership Inlaraai In tha oil, oaa. and aaaoelatad aubalancaa In Iha laaaad araa la laaa than an entire and un.
divider' Iniereat, tha oranl under Ihli laaaa la aflacllva only aalo tha Ilile ‘a Inlaraai In [hal oil. 0**. *n8 aaaocelalad aubatancaa. and lha royaltlaa and ren-
tal* provided In Ihla laaaa mull b# paid lo Iha alata In Iha proportion lhal th* atale'a Inlaraai bear* In th* anlir* undivided fa*.
la) Th* atat* maka* no representation* or ararranllaa. aipraaa or Implied, aa lotltl*. or accaaa to. or quiet *njoym*nt of. Iha laaaad araa
Th* alal* la not liable lo Iha laaaa* lor any dallciancy In till* loth* laaaad area, nor I* [ha lataaa or any aucctttor in Inlaraai loth* laaaa* entitled lonny
ralund due lo dallciancy in till* lor any rentals, conuaaa. or royallla* paid undar Ihli laaaa,
2RESERVED RIOHTS (a) Thaalala. lor llaall and olhara. raaarvas all righta not aapraaaly graniad to lha laaaa* by ihla laaa*. Thai* re-
served rights Include, bul are not limllad lo
It) Iharlghl toaaplora lor oil. oaa, and aaaoelalad aubatancaa by oaologlcal and oaoohyalcal meant;
(2) tha right lo aaplora for. davalop. and ramova natural ratourcaa other than oil. gas. and aaaoelalad aubalancaaon or Irom Iha
laaaad araa.
(31 Iha right lo aalabllah or grant aaaamanla and righta-of-way for any lawful purpoaa. Including without limitation lor ahafta and tun*
ntla nacaaiary or aoproortaia lor lha working ol Iha laaaad araa or othar land* lor natural ratourcaa othar than oil, gai,and aaaoelalad aubalancaa:
(4) thtrighl lodiapoaaof land wllhin Iha laaaad are* lor wall allaa and wall boraa ol walla drilled Irom or through tha laaaad araa I
eiplore loror productoil. gat. and aaaoelalad aubatancaa In and from landt not wllhin fha laaaad araa: and
(3) Iharfghlotherwlaa to manage and dlaooaa of lha turlac* of Iha laaaad araa or Inlaraata In Ihal land by granl. laaaa. parmil. or oin.

arwiaa to third partita

(b) Tha righta raaarved may ba aiarciaad by tha alala. or by any rlhar canon or entity acting undar authority ol Iha alal*. In any mtnnar
lhal dost no! unraiaonably Inltrfara with or andaooar tha leasee's ooaratlona undar lhla lata*
3 TERM. Thlalaaaa la (aauad for an Initial primary lerm of 10 year* Irom in* alfactlvt data ol Ihla laaa# Tht (arm may be aa.

landed aa provided In Paragraph 4 below
4 EXTENSION (a) Thla laaa*will b* amended automatically Il and for to long at oil or gat la produced In paying qusnllllaa Irom lha

laaaad araa

(b) Thlalaaaa will ba aaltnoad automatically Itll la eommlirtad lo a unit tgraamanl approved or praacrlbad by lha alal*. tnd will remain In
allacl lor solong at Il remains committed to tnat unit agreement,

(c) <10 Illhadrilling ol awall wnote bottom holt location la In Iha laaaad araa hat commenced aa ol the data on which tha laaaa ofhtr-
wiaa would aipir* and it continued with reasonable diligence, inia laaa* will continue in elfeci until 00 daya after canation of Ihaldrilling and lor to long
aton or oaa la produced In paying quantities from lha laaaad area.

(2) lloilorgat In paying quantities la produced from the laaaad area, and If that production eaaaaa al any lima, thla laaaa will not ter-
minal* Il drilling or reworking operations art commenced on tha laaaad are* within al« montha ahar caaaatlon of production and art oroeecultd wtin rea-
sonable diligence: Il Ihoa* drilling or reworking operation* raauit In Iha production ol oil or oaa, (fill laaaa will remain In allacl lor aolong aa oil or gai la
produced in paying quantlliaa Irom th* laaaad area.

(d) Nlhar*la+ wall capable of producing oil or gaa in paying quanlitla* on lha laaaad araa. lhla lass* will not atplra bacaua* lha laaaa*
laita lo oroduc* Ihal oil or gaa unleea tha alal* givas notice lo th* laaaa*. allowing a reasonable Urn*, which will not b* lata than alamontha ahar nolle*,
to place th* wall Into production, and ina laaaa* Milt lo do to Il production la aalabllthad wllhin Iha lima allowed. Ihla laaa* la ailtnoad only for so long
aaoil or gaais prooucad In paying quanllllat Irom |ha laaaad area

(al Il'Iha slat* direct* or approves In writing a suspension of all operation* on or production from m* laaaad araa (aicaol for a suspen-
sion necessitated by |ha laaaaa a nagiloancal. or If a automaton of all oparallona on or production Irom in* laaaad araa haa bean orderad undar ladaral,
tut*, or local law. th* laaaaa'™ obligation lo comply with any eapraaa or Implied provision of thla laaaa requiring oparallona or production will ba
suspended, bul no! voided, and Iha laaaaa thall not b* liable lor damage* for failure lo comply with that provision. If Iha suspension occur* betora th*
aipiralion of Ih* primary larm. the primary larm will b« attended al th* and of Iha period of Iha suspension by adding in* period of lime loti undar lha orl-
mary term bacaua* of lha tuapanaion Il tha suspension occurs during an attention of lha primary larm under lhla paragraph, upon removal of Ihal
suspension, lha laaaa* will hav* a reasonable lima, which will not ba laaa than alt montha afftr notice Ihal Iha tuapanaion haa baan ramovad. toreturns
ooaratinh* or production For in* purpoaaa ol Ihla auboaraoraph. any tuapanaion of oparallona or production specifically required orimposed at a term
of tala or by any stipulation mad* a part of Ihla laaa* will not ta conaid*rad a tuapanaion ordered by law

Il if th* Hat* determine* mat tn* laaaa* ha* baan prevented by lore* malaur*. ahar affort* made In good lallh. Irom performing any act
lhal would eitend th# laaaa beyond Iha primary term, mI* laaa* will nof tapir* during in* period of fore* majture If Ih* lore* maiaur* occur* balor* lha
aapfralion of Ih* primary larm. th* primary larm will ba aitendad at (h* and of tha period of force ma|*ur* by adding th* period of Mm* lost undar th* on.
mary larm because of Iha fore* maieura if lha lore* malaur* occur* during an aat*.i*lon of tna primary term undar Ihla paragraph. lhla laaa* will not
aiptra during m* period of loro* mt|*ur*piua a reasonable lima *n*rlh*t period, which will nof b* laaa than BOdaya. for lha laaaa* loratumaooaranoni
or production.

(9) Nothing m iuboa/sprapn (a) or ft) autpanda tha obligation lo pay royalties or othar production or profll-baaad paymanlt lo Ih* alal*
Irom ooarahona on the laaaad araa lhal are not allaclad by any tuapanaion or lore# ma>awn*. or auloan(ar a oorigcllon lo pay ranlala

RENTALS U) Th#laaaa™* shall pay annual rental lo Ih# attic In accordance with tha following rental scnadula:

(1" Forih# Uralyear. Si 00 par sera or traction of an ecra:

(21 Form# aacond year. > SOpar *cra or traction of an acrt.

(3) Forthathird year. $2 00 bar acre or fraction of an tor*:

(4) For th* fourth year. 12 BOparser* or NacMon of an acre:

(31 Forlha fifth yaar and tottowmg year*. 13 00 par aera or traction of an acre: provided that Ih* alala may incraaaa lha annual rental
rala a* provided by law upon *il*n**on of |hla laaaa beywid th# primary term.

fbl  Annual rental paid In advance la a credit on m* royalty or n*l pront ahar* du* under thla laaaa for that yaar.

(e) Th*laaaa* than pay ma annual rental lo th* Suit of Aiaaka lor any depository designated by Ih* tut* with al least SOdaya none* to
in* laaaaal in advance, on or bafora th* annual anniversary data of thla laaaa Th* alal* I* not required lo ghra nolle# that ranlafa eradue fry frfUtng Ih*
lataaa it the state a (or dapoaftoryal eftte* it n«« open for ouainta* on ma annual annfvaraary dal# of Ihla laaa*. th# Mm* lor payment I* artanoad lo In-
clude lha nail day on which lhal office la eoan lor buaineea.H Iha annuali antai la not paid ttmafy. Ihla last* automatically terminal#* aa lo froth oarnaa al
11 39pm . Aiaaka Standard Tima, on lha data by which tna rental payment was lo have fraan mada
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fl nECOROS Thelenea (hall keeo ana have tn it* ooaaeaaion DOOM *no record# +'tow.no in* daveioomenl and production (including
“cord* ol d*v*ioom*nt and production aepanaeal *nd oiapocilion (Including record# ol ailaaoricaa.voiumaa *no ourenaa«r») ol all oil, gas. tnd aaaoc-
latad auOalanca* productd Irom tn# laaaad araa it laaaaa anall parmit IN#slala ol Aiaaka or It* aganl* lo aiamma mat* boot* and records at all raa-
eonaDie llmae Thaaa pooa# ana rtcorda ol davaioomanl. production, and dlacoalllon mull amploy mainoda and lacnmauat Ihal will tnaur* th# ntoal
accurata flguraa reasonably avaiiabla witnout raouirlno tha laaaaa lo proyld# aaotrata tsnkag# or malar* lor aacn wall Th* laaaaa anall uaa atandard
and conaialanl accounting procaduraa

7 APPORTIONMENT OF ROYALTY FROM APPROVED UNIT. Tha alala #royally *n*r# ol It unit production allocatad lo aach taoaralaly
ownao tract muat Da ragardad aa royally to 0# diatrlbutad lo and among, or Ih# procaada ol Il paid lo. if#alala. Ira* and claar ol all unll ampantee and 'ra#
o«any Lan lor thtm undar Ihla provition ih# atata a royalty anar* ol any unll production allocatad lo Ih* laaaad araa will b* ragardad a* royalty lo Da dla*
tnbutad to. or tha orocaada ol il oaid lo. in* atait. Ira# and claar ot all unit aioanaaa (and any portion ol tho** *>D*na#t mcurrad away Irom Ih# unll
araa). including, but not Hmiltd to. aipanaat lor aaoaraling. daaning. danydratlon. gathanng. aaitwalar tjiaposai. and praoarmg oil. oaa. or aaaoelalad

‘ubatancaa lor Iranaponatlon oil tna unit araa and Ira* ol any llan lor them
0 PAYMENTS Ail oaymanta to tna Stal* ol Alaaaa undar thlalaaaa mual D* mao* oayabi* to tha alal* in in* mannar dlractad by tn* atat*.

and. uniaaa othtrwia* aoaciliad mutt b* tanoarad lo in* atata at
DEPARTMENT OF NATURAL RESOURCES
POUCH I-00I
ANCHORAGE. ALASKA QBS10
ATTENTION: ACCOUNTINQ

or to any daooaitory daaignatao by in* aiat* with atlatti 60 day* none* toin* laaaa*.
PLAN OF OPERATIONS (a) Eieaoi aaorovidtd In auoparagrapn (bl baiow. no laaaa ooaraiionamty ba undartakanon tn* laaaad araa

untilaplanet oparallona naa baan approved by tna alal# Il

111 |Ih* Slat* ol Aiaaka owna an or oart ol Iha aurtac* aaiai# ol Iha laaaaa araa

(?) in*laaa* raaarvaa anal prollt ahar# to tha Slat* ol Aiaaka; or

3) tn* Slala oi Aiaaka own* all or oart ol th* mineral attala. but th* anlir* tun*ca atial* ol in* laaaad araa la owned by a oarlycthar
man th* Slat# ol Aiaaka ana a aurtac* ownar raouaaia lhal a plan ol ooarationa b* raouired by tna atai* lor tn* portion ol tha laaaaa era* owned by that

lurltc* owner
Ib) Alaaa* plan oi oparallona will not ba raouired by tha alata lor:
(1) laaaa ooarationa that would not raouira a land uaa parmit undar It AAC.or
1?) laaa# ooarationa unotnakan under an aoorovad unll plan ol ooarationa in accordanc* wim 1l anc
(c) Balora undartaking operation®* on ina laaaad araa. in* laaaa* thall orovtd# lor lull payment et all damagaa aualtmao jy Iha ownar ol
in* aurtac* aatal* a* wall at by ma aurtac# owner* laaaaaa and oarmideaa by raaaon ol antaring in# land Hth* aurtac* aatat* it owned by a party other
man ma Stat* ol Aiaaka. m* lataaa anall alto nolity tn* aurtac* ownar ol hi* opportunity to reaueal that lha atata raouira a pian ot ooarationa balora al-
lowing laaaa ooarationa toba undertaken on m« portion ol Ih* laaaad are* owned by lha raauaaling aurtac* owner
Id)  Th#la**** anall llia with ma ante to cooiaa ol it* oroooaao plan ol ouaranon* Il Iha oroooaao oparanonaart wllhin Ilha coaalal ton*,
and live cooiaa Il Ih# proooawd ooarationa *r* not within th* coaatal ton*
(al  An aooHcalion tor aoorovei ol a plan ol ocoartllona muat contain aufflelant information. Dated on dan raaaonably avaiiabla al Ih* lima
m* pian la aubmtpad for aporoval. lor in* alala lodalarmin* tha aurtaea uaa raauiramanta and Impact* duacliy aatociatad with Iha proooaad ooarationa.

Anaooiicalion mual Includ* atatamam™® ana map* ordrawinga aatling out Ih* loilowing:
1) Ih* aeouanca and achaduta ol Ih* oparalion* lo b* conductad on Iha laaaad araa. including madalaooarallon* ar* proooaad lo

O*g«n and lhalr proooaad duration:
(2) pro(*ci*d uaa raauiramanta directly aaaoelalad with Ih# proooaad ooarationa. including bul not limited lo th# location and daaign
Olwan ail**, material all**, walar auopriaa. aoild watla alia*, aump™. building*, road*, utilltia*. airtinpa. and all olhar lacillt -aand equipment nacaaaary
lo conduct Ih* proooaad ooarationa:
(3) plan* lorrahaolllitatlono! thaaltaclad laaaad araa altar oomplatlon ol operation* or ohataaoimoaaooarationa; and
(4) adescription ol ooaraimg procedure oaalgnad lo pravanl or minlmlita advert# allacta on omar natural ratourcaa and olhar uaa*
oilha laaaad araa and adfaoani araa* including tiah and wildlil# habitat*, hlatonc and arcnaoroc'cai ailaa. and public uaa araa*
ID In approving alaaaa or unit plan of ooarationa. or an amendment ol a olan. Iha alala will raouira amandmtnli Itdalarmmaa naoaaaary
lo prelect th* atala'a Inlaraai. Including Ih* environment. Th# alal* will not raouira any amendment Inal would b# incontitlanl with Ih* lamia ol aal*
under which tha la*** w ti oOiainad or wtm in* larmaol ih# laaaa ilaari or would aaortr* Iha laaaa™ ol raaaonaoi# uaa ol in* laaaanmd inlaraai
ig) Thalaaaaa may. with th* aooroval ol Ih* atata, amend an aoorovad otan ol ooarationa
(h) Aooroval by Iha aula ol a plan bl oparalion* or any modification* ol a bMn ol ooamnont aignihaa only Ihal Ih* alala haa no eotadion
10Ih* ooaranona Outlined In Iha olan Irom Iha alandDOM ol Iha laaaa admuiialralor and doaa rol rwiara ma laiaa* ot Ill ocugation Id obtain aooroval*
and barmnaraouired by omar governmental agenda* haying regulatory authority ovw» tho*# opart Horn
0) Alletm* ****** 3 gpamiiona on tn# laaaad araa mual ba In roniormane# wim tn* loorovao plan ol ooarationa
C) Upon compinion ot ooarationa. tha laaaaa anall Impact th* araa et ooarationa and aubrait a repot indicating lha completion rut# or
ooaraiiona and +*latinganynoncomoitancaot which th* laaaa* know*, or ahoutd raaaonably know, wtm raauiramanta impoaad aa a condition ot aporoval
etlhaplan
to PLAN OF DEVELOPMENT (a) Eaeapt aa provided In auboaraqrtph id) below, within 12 menme anar oertuicaHon ot a w*a naoabl* et
preovemg oil. gaa. or aaaocsaiad aubalancaa in paying quanttua*. the laaaaa anall llia two cooraa ol an apcHe*non lor aporoval by in* atata at an initial
plan etdrmiooiwanl mat mual daacrtba Ih* laaaaa aplana lor davweccingtn® laaaad araa. No davaeoomaniol Iha laaaad araa may occur untilaoUn at He-
vwopmwen haa baan aoorovad by Iha alala
Ib)  Th* pun et davaeoomani mual b* rawaad. uooalad. and aubmmad to Ih# alala lor aporoval annually balora or on th* annhrwraary
data at th* praveowafy approvad plan Itno change* Irom an appromd plan are contampraiad lor th* lorloww * year, * auiamani lo Ihal afiact meat ba Wad
lor aooroval in Km etlha reomrad rwweon ana uodai*
Id  Th*laaaaa may, with tha aporoval ot th* alata. auoaaeuandy modify an aoorovad plan et0 v*icpm*nl
Id) Iflhalaaaad araa la included In an aotmovad unit, the laaaaa wti net ba raouirad to awbmii a aaoaraia laaaa plan or davaeoomani lor
wnN activili**
+1.LOOS ANO OTHER RECORDS Of OPERATIONS, la) Th*laaaaa *h*M hla erltn Iha alala aH toga, pacaogecal and gacphyaical aurvrya
laaan * oaacrtooon at ak taau run ler each wail drilled on tha laaaad araa. and a otal showing ma aeact location ot each wa« wtmm 30 daya altar each
-aa er aurvay haa baan commalad suMwnoad or abanocmad
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Ib)  Anyinformation IllaO by in* n n » wim th* ttat* in connection wim thl* laaa* will b* available *1 all time* tor ifuta ol IM*alal* and
mi aganta aubiactlolhaculy toxaao lhainlormation conlidenlialaa orovidad in AS 38 OS 033(a)IB). AS 3) 03 035, and aoollcabla regulation#

12 DIRECTIONAL ORtILINO Thi# laaaa may oa mainlamad In allacl by directional wall* wnos# bottom noi# location It on in# laaaad araa
but Ihal era drilled Irom location* on oinar land* not covered by Ibla laaa* in inoa# circumalanca*. drilling will ba considered lo n*v# commenced on the
leated area wnen actual drilling it commtncto on ihote omar landt lor Iha ourooia ol direclionally drilling into ina laaied area Production ol oil or gai
trom in# laaaeo area inroooh any directional wen surfaced on lhoee omer lands, or drllitno or reworking ol Ihal directional wall, will ba considered ore-
duction or drilling or reworking ooarationa nn in# taaaad araa lor all ourooaaa ol Ihla laaaa Nothing contained in this oaragraon u intended or will ba con-
strued at granting lo li't laaaa* any iniareti iicena* tenement or other noni In or with retoecl lo inoa* land* in addition lo any inlaraai, license,

rssamanl. orolhar rightlhal Iha lastee may have lawfully acau'rad Irom th* slala or Irom others
13 DILIGENCE AND PREVENTION OF WASTE (A) Tha lass** anall aaarci** reasonable diligence in drilling, producing, and operating

walls on in# laaaad araa uniataconsent lo Misoano ooarelion* temporarily lagrimed by Iha alata
ID) Upon discovery ol oil o gaa on in* laaaad araa in auantlllaa m il would aooaar to a reasonable ana oruaam ooaraior lo b* sullicisnl
to recover ordinary cotta ol drilling, como* sling and producing an additional wall In in* asm* geologic atruelur* al another location wiin a raasonabia
profit to Ih* ooaraior ih* laataa mual arm inoa# want a* a raaaonaoi* and prudent ooaraior would drill, having ou* regard lor lha inlaraai ol Iha atal* aa
‘an asm* inlarat* ol Iha laaaaa
Icl  Th* istaa* shall oadorm all ooaraliona under this laaa* in a good and workmanlike manner in accordance with tha methods and
crtct'ias sal oul in in* approved olan ol ooaraliona and plan ol d*v*<oom*nl. with dua regard lor Iha oravamlon ol watlaof oil. gat. and associated i ub-
I'sneat ano tn* amranc* ol waiar lo Iha on ano oaa-oaarmg sand* or strait lo thaoatirucHon or iniury ol those Isnaa or sirtla. ana to the orstarvalion
and consarvanon or lha orooady lor lulura productive ooaraliona Th* lasaa* snail carry oul al Iha laaaaa a sioanaa all orders and rtguiramanls Ol Ih*
5ial» ol Alaska raiativ* tome prevention ol watia ano loth* orstarvalion ol tha lie sad araa Il lh* last** laiia lo carry oul that* orders in* alala will hiv*
m# t.gm iogam*r with any olhar avaiiabla isgai recourse lo aniar in* laaied araa loraoatr damao* or orsvam watt* al Ih* laaaa* aaipans#
Id) The lass** anall securely plug in an approved manner any wail balor* abandoning Il
la OFFSET WELLS Tha lataaa sn*n arm men wall* as a raasonabia ana prudent ooaraior would drill lo protect Ih* alal* Irom loaf by
raison oi Oramtg# resulting irom production on omar land Without limiting ma generality ot tn* foregoing sentence, il oil or gat n produced in a wail on
cm** jano not owned by m* Slala ol Alaska or on wmch lha Slala ol Alaska receives a lower rats ol royalty than under Ihla last*, and lhal wall la wtinm
300 leal m ma cat* oi an orl wail or 1.5001**1 in tna cat* ol a gat wan ol lands man sudlect lo Ihla laata and Ihal wall produce* oil or gaa lot a period ol
33 consecutive days m Quantities Ihal would aooaar to a raaaonaoi* ana oruaam ooaraior to Da lulllciam to recover ordinary coat* ol drilling
computing ang producing an additional wail m in* aim* gaoiooicai structure at an ollsat location wim a raaaonaoi* orolit to In* ooaraior. and Il. altar
nor>calo ms leas*+ and an opportunity to ba haard. lha alala linoi that production Irom lhal wail la draining lanaa man auD|*ct lo this laaa*. Iha laaaaa
an«iwiinin 30 days ahar written osmsno by m* nil* bagm m good laiih and dmgamiy proaacuta drilling operations tor an ollsat wellon ma laaaaa araa
mi.*u ol drilling any wan raouirad by this paragraph m* laaaaa may. wilh th* stall aconsent, compensate ins *1( T m 1ull aacn monin lor tha atlimslad
css ol royally Ihrougn drainage in in* amount dalarminao by th* alala
15 UNITIZATION la) Thalasts* may units wiinomsra lomilyor taoautaiy. In eoilsctwaly adooling and oparitmg undar a coooarstiveor
und agr**m=*ni lor ina aspioraiion. aavaioomsm. or ooaralion ol lha pool. liatd. or Ilk* araa or pan ol lha pool. Paid or Ilka area that includes orunoarlitt
lha itaand araa or any pad ol th* laited araa whenever m* stale dalerminsa and cadillai mat Iha coooaratlv* or uml *gr*#m*m is In ma public Inlaraai
Ib)  Thala**** agree*, wimin an month* aflar demand by lha alal*.lo subscribe lo a raasonabia coooaraiiv* or um| agreement that will
oaoutiaiy protect all padia* in tntaraal. including tn* alata. Th* alal* rasarva* ma rfghl lo praacMD* auch an agraamsnl.
Id  Wilhmacontam orin* la**** and Il ina laaaad araa lacommltlad lo aunll agreement tpp'ovad by in* slala. lha slala mayjatablish
*it#r change, or revoke druling, producing, and royally raauirsmanti ol Ihla Isas* aa in* alala dalarmmas necessary or prooar lo secure lha prooar pro-
tection ol in# public intaratt
Idl  Esceot at oinarwiaa provided m lhla auoparagrtdn. wnsra only a portion ot lha laaaad araa la commuted lo a unit agraamsnl ap-
C'Cvao or oraacnoao by lha alal*. Thal commitmani conslHula* a aavarsnc™* ol ihla lasts aa lo in* unllliao and npnuniliiad Pomona ol Iha laaaad araa
Th* portion ol Ih* laaaad araa not commuted lo m* unit will b* treated as a aaoaral* ana distinct lasae navtng Ih* asm* ellacPv* data and larm a* this
'"#*+ and may o* maimamad only In accordance wim m* larma and conditions ol Ihla last*, sialutaa and regulation* Any portion ol Iha laaaad araa net
commuted lo tn* umi agraamsnl will not Pa affected by lha unlitiallon or pooling ol any omar portion ol Ih* laasad area. Oy ooaraliona in in* uml. or by
tuioanaion aoorovad or ordered lor in* uml| Il m* laasao are* n»t a wait cartiPad aa caoaala ol oroducllon in paying Quanllllaa on Il balora commiimant
lo auml agreement. m-s taae* will not b* a .area il any portion ol mia laaa* is Included m a oarticioaimg araa lormao undar aunll agreement. lhaar lira
‘assad araa will remain commltlad lo ma unit and mi* lasaa win not b* **v*r*o
to INSPECTION The laaaa* anall keep open at all raaaonaoi# lima*, for Impaction by any duly aultiorUed representative ol tha Slala ol
Aut”A |h# laasao are*, an want. Inprovements, macninacy. and daturas en in# lamed area, and all reports and record| raiaihra lo oparallona and
’*mvaaiigationi onor vim regard lo m# laaaad araa or undar mu A Upon raguaai. i i#»a*a »n#n lumitn in* 6EN* of Alaska wiin
copies oi #no aitracta irom any aucn reports and record*
17 SUSPENSION  Th* alal# may irom lima in lima direct or approve in writing auapanaion ol production or olhar ooarsiton* undar mi*
arH*
t# ASStONUTNT. PARTITION ANO CONVERSION Thla laaa* or any undivided Inlaraai In Ihla laaaa. may. wim ma approval ol m# alala.
0* assigned subleased, oreuianm * Iranalarrad a* lo in# entire laaaad are* or any ona or mora lag*! subdivision* Included In Ih# laasad area, or any
saoaral* ano online! to** ot gaotogtcal hortton underlying ma laaaaa araa orona or mora legal subdivisions ol th* laasao araa.lo any parson or oarsona
Ou#«ii*d lo hold a laaaa kmassignment, sutxeaea or omar manafar or an inlaraai in ihla laaa*. including * alignment* ol working or royalty Inlaraata and
ooaralmg agreement* and lubtaaaaa will ba binding upon m* slat* uniaa* approved by lha atal* Th* la**** anall remain nsbla lor all obHgaltona undar
ihts laaaa accruing pner lo m# aooroval by Ih* aisla el any assignment sublease or omar transfer ol an Inlaraai In Ihla laaaa. All provisions ol Ihla laaa*
ww ¢ iland to and b* binding upon in* naira aommisiraior* successors and assign* of tha alala and Ih# lassie. Apoilcalkons lor aooroval ol an
ssaignmani supieaaa ercahar Iran*ler mual comply with an applicable raguuiion* and mual ba lliad wilhin BO day* artar tna del* ol linal aaaoulion ol
in# msirumani of [ran*r*r. Tranaiar oi mi* laaaa or an inlaraai m ihla laaa* win b* approved by Ih# alal* unless (1) lha laaaa* lan* lo comply with acoKs m
ou statutes ana regwisiwns. |[J| m* alal* datarmma* in wnting mat ma iranaiar would adversely ailaot ma sntaraaia of lha Slala of Aiaaka. or 131l al in#
discretion of m# Slala. If tha tranaiar cover# a portion ol lha laaaad araa or a aaoaral* and distinct ton* c* gaosogicsl hornon Whar* an aaslgnmanl.
SuPraaa* or omar tranaiar I* mads of all or a oart of Ih* laaaaa a Inlaraai In a portion el in* laaaad araa. Ihla was* may. al Ih# ooiion of Iha au.1* or uoon
O Iranalara# and wilh lha approval Ofth* slala b* aavarsd and a aaparai* and diallncl laaa* win be Issued lo in* iranaleree having tha asms
‘nacirv* oaia ang lanes asihla laaa*
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IQ SURRENDER  The leasee tr any lime may llI* Wim Ihe H i1l « written surrender ol HI righl* under Ihla leat* or anyoomon of m* [**|*d
comprising on* or mor* legei euOdivision* or wiin m* con**nl ol m* *1*1* *ny **o*r** and distinct ton* or g*olog<CJl noruon underlying in*
i*tt«d *r*a or on* or mor* i*oal auDdiviaiona oi m* i*at*a *r** That aurrandar will be elleclive aa ol in* del* ol lllino. suDtect loin* continued oblige-
bona ol m* I*aa** and lla aur*iy lo man* o*ym*m oi all accruao royailia* and lo piaca an want and sunac* lacillllat on in* aurrtnoarad land or in me
surrendered ton** or nontona in condition aalialactory 10in* alal* lor auacanaion or abandonment Altar tnal. Ih* laaa** will b* rai«ai*d Irom all oblige-
liona under Ihla laaa* with raacact 10in* aurrrndarad land* ton**.or hortton*

20 DEFAULT ANO TERMINATION CANCELLATION la) Th* lailuraoi the lessee louarlorm timely II* obligation* undar mi* laaa*. or in*
lailura ol in* l«*aa« otnarwia* lo abide by an aroraaa and implied oroviaione ol Ihla laaaa laadalault olin®* h iim aobligation* unoar mi* laaaa When-
w*rin* iirnn lan* to comply wiin any ol in* proyiaiona oi ini* i*aa* toinar man a provision wnicn. by II* larma, provides lor aulomanc lamination), and
olI* wiinm AOdays altar wrttlan nolle* ol inal delaull lo b*oin and dmganlly oroaecul* ooaraliona lo r*m*dy that dateull. Ih* alal* may inm inila inn
i*aa* Il al in* lim* ol taminallon tn*r* it no w*n on m* leased araa cnoabl* Ol producing oil or gaa in oaying ouanliliaa Il m*rala awen on in* laaaad
araa capable ot producing oil or gaa in paying ouanlinti ini* laasa may oa terminated by an aooropnat* ludicial proceeding in the*v*nl ol any Urmine-
iion under thla auboaragrapn. Ih* lessee anall nav* ina nghl lo ralaln undar thla laaa* any ano all drilling or producing well* lor which no orlauii *ntlt
logeiner with a parcel ol land aurrounding aacn Wan or wail* and rtgnii-ol-way inrougn in* leatad araa tnal ar* raaaonably necessary lo enable in*
i*«tea todrill operate and Iranaoon oil or gai Irom in* retained wall or walla

(b) The atala may cancel mis laas* al any lima Il lho alal* oalarminaa. altar in* I*ti*a haa L tan givan none* ano areasonable oppor-

«unity tobe n ant Ihal 11) continued ooarationa ourauani lo mit leat* orobably will causa atnous narm or damao™ lo biological resources, lo property, to
mineral ret  rce* or 10in* environment (including in* human environmanll, (2) in* muat ol harm or damao* will nol diaappaar or overeat™ lo an ac-
ceptable et  riwilhln a reasonable oartodor lime and 13) the advantages of cancellation oulweign in* advantages ol conllnuingtnialeasain elleel Any
cancniialiot under inn auboaraoraon will nol occur uniats ano until unaratlons unoar inis laaaa nav* baan unoar auaoanaion or temoorary prohibition

by lha stale wilh du* eilantion ol in* termol tnit taata continuously lor a oertod ol live years or lor a i*taar period uoon request ol in* lette* Any can-
cellation under inis auboaragrapn will *niiti« me lassss to racaiva compensation at in* lattee demonstrates lo Iha atal* It aouat loin* letter ol d | the
vaiuaof m* cancelled ngmt at oitn* oat*ot cancellation witn du* consideration being givtn lo boin anticioatad ravanua* iromimtieata and anticipat-
es costs including cotlt ol compliance wiin all aopiicabia regulations and allpulatlons. liability lor Ctaan-up coat* or osmaoat. orbom m in* cat* ol tn

Al toiil ano all olhar costa reasonably antlcloaled unotr this leat* or (2) th* nicest Il any. over in* lease* a revenues Irom ima lata* (plus tnitraai on

m**ac*ss Irom |lha data ol receipt lo dale ol reimbursement! ol all consideration paid (or mis laaa* ano all direct aioandilures made by in* last** altar
intellective dal* ol Ihlaleas* and In connection with eipioration or development, or both unoar ints laaa*. plus interest on inal consideration and those
eipendiluras Irom me data ol caymant lo tn* oat* or reimbursement

21 RIGHTS UPON TERMINATION Upon ma aipiralton or earlier termination ol lhla laaa* as lo all or any portion ol in* lasted araa. th*
lessee will b* directed In writing by in* ttai* ang will have me rtgnt al any [im* wimin a oanod ol ona year altar Ih* termination or any eilantion ol Ihal
period aa may be grant#lby in* atala lo remove trnm in* taaaad area or portion ol Ilha laasad araa an machinery, egyipmani toot* and materials Upon
m* etoiralion ot that ot tod or attention ol inal oanod ano al in* ooiion ol Ih* alala any macntnary aauromanl tool*, ano me’anaia lhal me ittte* nit
nol removed Irom in* leased ere* or portion oi m* leased tie* become in* orooeny ol Ih* alal* or may be removed by me alal* el me lease* a at pens*
Al lha ootion ol the atal* ail Inprovements sucn as rosot oaot.and walla muat allher ba abandoned end Iha anet renaoilileled by me least* to the satis-
faction of me aial* or be lelt Intaci and in* lessee ibsoived ol all lurlhar rasoonaibiHly at lo tha'r mainlanane*. reoair and aveniual abanoonmeni and
lehabiiitalion Subiect loin* above conditions ma letter snail deliver uo m* laasad ataa or moa* portions ol th* laaaad art* in good condition

22 DAMAGES AND INDEMNIFICATION (a) No right* unoar lha AS 38 OS 12S reservation may be asarcited by lhe lessee unlit lhe
lessee nas provided to pay me owner el lhe land hit lessees end oermilleet. upon which m* AS 38 OS 125 reserved ngnts at* Soughtlob* aiarctsed.
lull oaymanl lor all damage tutliineo by in* owner by reason ol entering me lang If me owner lor any reason aoaa nol aattl* in* damages m* lataaa
may enter m* land altar posting a surety bona determined by in* tula altar node* ano an oooortunily lo b* heard, lo bt aulhciani at to lorm. amount,
ana Security lo secure lo lha ownar hit lessees and permittees paymanl for damages and may Inalitul* =0*1 proceedings in e courtm»compeitni luns-
diction wner* m* land It located lo determine ma damsg** which lha Owner ol Iha land may aullar Tn* laaaaa aoraas 10oay (or any oamagas lhal may
secom* payable under as 38 OS 130 ano Id indemnity ihe aial* and hold Il harmlaaa Irom and agamat any claims, demands ntb-Mitt ano aioantat
anting irom or In connection wim auch damage* Th* furnishing ol a bond In comgnanc* wiin lhla oaraoraon will b* regarded by in# tiata aa aullieiam
provision lor m* paymanloi aildamaga* mat may bacom* payabU unoar AS 38 0S.130 by virtu# ol Ihla laaaa

(b) Th* laaaaa shall Indemnity tha aut™ lor. ana no<d ILharmlai* Irom. any claim. Including claim* (or loss or camag* lo prooartyor
miury to any person caused by or resulting Irom any act or omrttion commltlad unoar Ihla laaa# by or on bahallol Ih# laaa** Th#utlaa it nxratoonti-
bia loin# slala under lhla auboaragvaph lor any lots oamag*. or injury caused by or reaulling Irom th* sol* negnganc™* oi Ih# tula

(C) Thaleaa** aiprssaiy waivta any ealsnas lo an action lor breach o4 a provision ol mis laaa* or lor oamagaa resulting Irom an oil toil'
o<om*r harm lo ina environment mat ra baaeo on an actor omisnon commltlad Cyan mdagandanl contractor in th* laaaa* a employ Tn* lasaa* asvas-
tly agree* lo assume raaoonalbllity lor ail action* ol lit moaoanoant contractors

23 BONOS U) Il raouired by m* atal* tna laaaaa anaii furnun a bond prior loin* taauanc* ol ini* laaaa m an *mxt#t- *c~*mm|. i. >**«d# AS
car sera or traction olan acre contained in m* tasted aut out no leas inan Si0.000.ana must maintain thal bona as long aarequired Ovm# atata

Ib) The lease* may. in lieu oi m* bona reouuad under (a) above, lurnish and mamlain a alalawids bond m acbfdtnc* win aoolicabl*
reguialions.

(c) Th* alal* may. altar none* to tn* laaaa# and a reasonable opportunity lo ba heard raouira a bond in a reasonable amount grsalsr
than in* amount tpecrllad m (a) above wn»r# a greater amount la Juan<>ed by lha nature ol ma aurtac* and us uaa* and in# oegrae ol na* involved m m*
lyoea ol ooaraliona bamg or 10 be carried oul undar mu Uata A statewide bond wtll not salialy any requirement ol a bond imposed unoar this
suOoaragrapn.but w«u ba considered by in* suta Ind*l«'mining th* need lor and |h# amount ol any additional bond undar Ihit auboaragrapn

Id) ItthaUaaad araa is commuted in whoU or in part lo a coooaral'v# or uml agreement approved or prstcrlbad by Hit slala and in* uml
coeraior lurnithe* a auiawid# bono in# latsea need not maintain any bdno wilh rasped loth# portion ol In* Uaaed araa committed loin* coooaraliva or
uml agreement
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24 AUTHORIZED REPRESENTATIVES. Tha Olracior ol lha Olvlalon ol Mineral* ana Energy Management. Daoanmanl ot Natural
Resources. Slala ol Alsska. and lha oaraon a.acullng Ihla laaa* or. behalf ol Ih* laaaaa ahall ba aulhoriiad raorasanlsllva# lor Ihalr respective or.nclf ala
lor th* ourposa* ol adminiaiarmg ihla laaaa. Th# alal* or ih# laaaa* may Chang* lha daalgnallon ol lla aulhomad raoraianlatlva orlh* addrasi lo which
nolicaa lo Ihal laoraaanlallv* #r# lo b# aanl or a nolle* oivan In accordance wilh Piragraon 25 below. Wham activities ourauanl lo a olan ol ooaraliona
ar# underway, iha laaaaa ahall also daaignata ourauanl lo a nolle* unoar Paragraph 25 balow, by name, loh lllla. and addraaa, an aganl who will ba
prataniin Ih* alala during all laaa* activities

25 NOTICES: PROTEST la) Any nolle#* raouirad or parmlllad undar Ihla laaaa mual b* by alaetrontc madia producing a permanent
record or in writing ano muti ba given oarsonaily or by ragialarador cnrmiad mall, return receipt raouaaiad. aodraaaad aalollowa:

TO THE STATE:

DIRECTOR DIVISION OE MINERALS ANO ENERGY MANAGEMENT
DEPARTMENT OF NATURAL RESOURCES

POUCH 7-034

ANCHORAGE. ALASKA 99510

TOTHE LESSEE:

J. Andrew Bachner et al
c/o Hain Hurdnan
1001 Noble Street
Fairbanks, Aiaaka 99701

Ib)  Anynotice given unoar ihit paragraph will b* alia rliv# whan delivered loin* toov* sufnomad r*or*s*nt*llv*.

Ic) Alasae* who wianat lo oroiail in* amount ol money du* th* atal* under Ih* laaa* or any action ol Iha slat* ragarding a provision ol
this laaa* must llia a wrillan oroiaat wilh lha Oinsion ol MInaraia and Entrgy Managamant within 30 daya altar in* mailing oils ol Iha atala * none# or
bill Alataaa who laila lo flic a protest wrlhin the raouirad lima wsivai any further nghl to prolaal. Tha alala will atiabflah Tha adminlatrathr* apoaai pro-
caduralob* loilowad and will Inform tn*i*si*#oHh™* orocaduranolalar than 30 day* altar lha tiling ol in* wrillan proiaal.

20. STATUTES AND REGULATIONS. Thla laaaa la aubjact to all applicable atata and tadarai statute* and regulations in allacl on Ih* allsctiva
dal* ot ihla laaaa. ano Intolar aa la constiiulionaiiy parmivaibia. to all atalulaa and raguiatlons placed In allacl altar th# allacthr* data ol Ihla lansa.
A reference to a atatuta or reguiaiion in thla laaa* Include* any change in that fistula or regulation wnathtr by amendment, repeal and replacement,
or oinar main*. Thla lets* coat not limit th* power ol tha Stale ol Aiaaka or Iha United Slat** ol America lo enact and enlorc# legislation or to promulgate
and amorce regulation* alftcting. directly or indirectly, th* acttvitla* ol Iha laaaa* or lit aoantt In connection with this laas* or tha valu* ol th* Inlurast
held unoar this laas*. In cas# ol conflicting provision*, atatutas and regulations taka precedence over this lease.

27. INTERPRETATION  Thla leas* ia to b* miarpratad In accordance with th* rulaa apolicabl* lo lha interpretation ol conlrael* mad* In ihe
Slala ol Aiaaka. Tha paragraph haadinga ar* not part ot thla laaa* and ara Intariad only lor convenience The (let* end ina lasaa* eipreesly egra* that
in# law of Iha Slala el Aiaaka will acoiy in any ludiclal proceeding effecting thla laaa*

2D. INTEREST IN REAL PROPERTY itla ih* intention of th# ptrtiaa inal Ih* rights granted to ih* laaaa* by Ihla laaaa constitute an Internal
in ran p ooerty In th* laasad araa

29. WAIVER OF CONDITIONS. Tha slat* reserve* Ih* right lo waive any breach ol a provision ol this laaaa. bul any auch waiver atltno* only
lothaoanlcular braacn to waived and Poet notlimit Iha rtgnt* ol lha alata wilh reaped toany lulur* breach; nor will tha waivarof a particular breach prt-
vanl cancellation ©I Ihla laaa* lot any olhar cauaa or lor lha earn* caul* occurring at another time Notwithstanding Iha loragoing. Ih* atata will not ba
deemto tohava waived a orovialon ol Ihla laaaa uniaaa Il doa* ao In «riling.

30. SEVERABILITY It It finally determined In any ludiclal orocaadlno that any provision ol this laaa* la invalid Ih* alala and th* lataaa
may lomtly agraa by a wrillan amendment lo Ihla laaa* Ihat. In conardarallon ol lha provtaiona In Ihal wnttan amendment, in* Invalid portion will b*
treated at severed Irom this laaa* and lhal Ih# remainder ot thl* la*** a* amended, will remain In allacl

31.LOCAL HIRE. The laaaee it encouraged lo hire Aiaaka resident* lo Ih* atlanl they ara available and qualltled. lo partonm work don* In
Al-ak* m connection wilh thla laaa*. The lease* ahall submit annually lo tha Director, Division ot Minem i and Energy Management, lor tranamliaLwi to

a Alaska Department ol Labor, a raport lhat dalaUa th* specific measure* Iha la**** and Ill contractor* and aubeonlraelor* have taken or ara planning
to taka lo recruit Qualified Alaska resident™ lor available lobs, ano oatcrlbt* on-lhe-fob training opportunities Th# report mual also include elallatical
data concemingin# numpero/ resident personnel hired wllhin Theoaal year lor Alaska ooerationi.

32.CONDITIONAL LEASE. Il allorapariollhalaaaad araa I* land Ihal haa bean selectad by Iha alala undar laere ot Iha United Stalaa grant-
ing lands to th* atala. bul Ih* land haa not baan paianlad to th* alal* by tha United Slala*. than ihla lata* ia a conditional lata* at nromdad by law unlll
in* paianl becomes atlecttv* Il lor any feeson in* eelaction la nol linalty approved, or lha palant doaa not become eflecthr*, any rental, royally, or olhar
production or prolll-basad Mym anii Mao* to |h# alala undar thla lease will not ba refunded

33.NONOISCRIMINATION. Th# lasae* and th# laaaea'a contractors and Subcontractor* may not dlacrtminala against any employes or ap-
plicant because ol fee*, religion, marital alatua. change In marital tialut. orpgnancy. parentnocd. physical handicap, cotor.ata. ape.or national ortgm aa
sat oul m AS 16 60.220. Th# laaa** and Ire contractors and subcontractor* mutt, on beginning any oparalion* under thl# leaae. poet In a oonaptcuoua
place nonce# setting out mia nonoltcilmmettcm provtalcn.

34.DEFINITIONS  All word* and phrase* used In thl* leaa# eralo be Inlarprated whar* possible In Ihn* manner repaired In reeped lo Ih* In-
lerprataHencl aislule* by AS01.10 040 However, tha lotlowing srorda nav# th# lollowIng meaning* unless ma contest unavWdabty require* otherslee:

(1) ‘'on* means crude petroleum on and othar hydrocarbons, ragardl*** ot gravity, that ar* produced In Mould lona by ordinary pro-
duction methods. Including Mould hydrocarbon* known aa dlatlllal* or conden tale recovered by separation Irom gat othar man *1a oaa processing plant:

(2) *0**’meant an netural gaa (eaceof helium gaal and allother hydrocarbon* produced that ar* not defined In thla lease a* OM,

(3) ‘iseocuied aubalancaa' means all tubalances ei baot heUvm produced aa an incident ot production of oU or pea by ordinary pro-
duction methods and net defined m thlaleas* as ou or get;

(4) “drilling’meant m* eel oi boring a hoi* lo raacn a proooaad bottom hoi* le alien through which ottorgaa mar b* produced u *n-
ccunlarto m oeylr.g quaninie* and mciudea raortiaog, tldatraokdng. deepening. or othar means iscaetary lo reach |h* proooaad bottom hot* location.
Itsling, logging, plugging, tnd othar ooarationa naceaaary and Ineldanlal lo Ilha actual boring ot th* hot*:

(9) ’reworking oparallona’mean* ax ooaraliona oealgned to aacura. taasora. or Improve production through aoma uaao4 a hot* pra-
Vtoutty drilled Including, bul not limited lo. mechanical or chemical liaatmanlotany hortton. plugging back lo laat higher sirsla. etc.:

10) "paying quanilllae™ meant Quantities autliclani is yield a ralum m aacaa* ol operaling coal*, even Il drilling and aooipmanlectla
may never be notid and Ih# wndariaaing considered as a wnoi* may ummaiary raauii In a lo#*; ouaniillaa a/a mtulliclenl to yield a ralum m avceaa
ol ooaraimo coal* untaaa inoa# ouaniillaa. not considering trta coal* ol iranaoortauon and marketing, will produce sufficient revenue so Induce a

rudent ooaraior lo produc* moae qua* ‘'at. and . /.
P P ‘ 4 roTT ¢
4 - » =
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(71 “lore* mataur*' mnani war noli acts ol Goa unusually savaia weainat or any O liii cause beyond Ih* lass** + raasonabia abili-

tyloloreiee or control and inetudas ooPialionallalluiaol anating Iran* conation (actinias tno datavs c»ui*o By ludienldaemons orlackol loam
35 ROYALTY ON PRODUCTION I«l tecaol loroil. git mo assocsled tuotlmcit utio onin* lanioaf** lordavaioomtnl snoproduc-
lion or unavoidably loll, ina laaia* mail oay lo in* alal* at a royally 12s o*rc*m in amounl or valu* oi tn* oil. gaa. and aiaocialad tub-
aiancat aav*a removed, orimo lrom in* i*iim ar*a and ol in* gaa used on in* i*aa*o araa lor *nracllon ol natural gaaolm™ or oin*r oroduclt Irom in*

I*ra*d ar*a
30 VALUE (Il 7orin* ourootai ol comouiing royalties du* unoar m u laaa* in* valu* ol royally oil. gaa. or aaiocial*d subtisncet mual

not b* I* ti than li<* higntil Ol

1) inallald one* r*c*<v*d by in* letit™* lo>Ib* oil gaa.or aaaoelalad aubalancaa:

131 in* voiume-wetgnied tverao# ol in* inr** monoat Ha d pneaa rac*iv*d by otnar producers in in* aama llald or ar*a lor oil ol like
grade and gravity gat ollit* uni) and quality or associated aubalancoa ol lit* kind and duality al in* lima in* oil. oaa or aitoctalad aubalancaa ara aoid
Or ramovad Irom in* i**i*d oruml ana or in* gaa it delivered lo an *nracllon oiani Il tnal olanl la located on in* laatao or unit area- il lhar* ar* lan man
mra* oncea reoortad by omar oroducara in* vorum*.«»*igni*d avarag® will b* caiculalad uamg in* lattar numb*’ol one** received by omar oroducara
min* litid or area

131 in*lattaa aooaiad oncein m* llald or are* lor in* oil. gat. or aaaoelalad subttancaa: or

(4) me voluma-waightad a>ftao* ol in* inr** mgneit ootlad oncat in in* aama li*Id or ara* ol in* omar oroducara in the aama lielc
or area lor ou ol lit* grade and gravity, gaa ol lika kind and duality, or aaaociaitd aubalancaa ol like kind and dua lly al in* lime ihe oil. gas. or associated
substances ar* told or removed Irom m* leased or unit area or in* gat it deliver«o lo an *>iracuon oiant it that olanl is located onin* leated or anil area
I mar* are leas tnan thre* onc*a ootlad by Ointr oroducara in* voiuma-weignied average will ba calculated using in* lassar numo*r olonc*a ootlad by
oinar producers m in* llald or are* t .

Ib) Il oil oaa. or associated substances are sold away irom tn* leased or uml araa in* tarm ‘llald oric*' Iniuboaragraon (al above will
be me catn vaiu* ol ail contioaranon r*c*ived by in* i*st** or omar nrooucar Irom in* ourcnater ol in* oil. gaa. or associated aubtlances less in* rea-
sonable costs ot iransoorialion awav Irom me leased ot uml era* lo m* oomtoi sal* The 'raasonabia COSIs olTransoortalion’ are asdalmed m 11 AAC
63 738 —11 AAC 63 779 as those regulations aiiii on m* *il*cliy* dale ol this laasa .

Id In Ih* ayani m* last** does nol s*n in an arm t-i*ngm Iranatcnon In* oil, gaa, or associated aubtlances allcr removal Irom ma
leasad oruml araa in* larm ‘llald ortca* m suboaragrtons lal and Ib) above will mean ih* one*, on me laasav or uml araa. inaiaisa* would taoeeilore-
ceive lor in* on gas. or associated substances il ma lessee aid a*il m* on oaa. or associated subtlancat m an arm t-iangih irantaelion Tn* lessee
snail determine inn price m a consistent and logical manner using mlormanon avaiiabla 10in* lass** and reporl mat one* lo ma slala

Idl Th* sill* mav establish minimum values lor in* ourposas ol comoulmg rovailiea on on gaa. or associated aubstancas obltinad liom
mu leas* wiin consideration bamg given to me once actually received by ma lease* to ma once or prices oaid in tha same held or araa lor oroductienol
in* auaiilv to potted prices lo prices r*c*iv*o by ina lass** and oihrr piodueara Irom sale* occurring awsy Irom tn* leased araa. and toother raiei anl
mailer* in esiabiishing minimum values in# till* may us* Oul Is nol limited lo in* methodology lor d*i*rmimng ’prevailing value’asdelinad in liaac
63 777 in circumstances wner* terms ol a conlraci aal a single poet tr>roil gti.or associated aubslancas lor periods ol longer man an years wilhoul sd>
lutimentt hed lo markei conditions or wn*re in* i*rmt oi a conlraci sal oncat which do nol rassonaoiy raliacl market conditions lor oroduclion irom
inal liaia or area orevaiimg al in* nm* me conlraci is taacuted or ranagotiatao or wnara irauo or an imanl Ib avad* osymeni is damonstralad Each mini-
mum vaiuadatarmmation will be maat only a"rr in* lessee nas bean given none* ano areasonable oooonunity loba heard Undar this provision il it as-
oratliy agreed Ihal In* minimum v luaol royally oil. gaa or aasocialtd aubitincts under ima lease may not nacasaanty eaual lhe one* ol lhe oil gator
associated aubalancaa

37 ROYALTY IN VALUE Unless in* atala electa to raeeiv* all or a oonion oi Ha royally m kind aa provided in Paraoraoh 38 below ma
last** mail pay toin# tiat* mat value ol all royally oh gaa ano aasocialad tuostancas at determined unoar Paragraon 36 above Royalty paid tn valu*
will ba Ire* and dear ol all laas* aspanati (and any ponion ol thoaa etpantat mat it incurred away from in* laaaad araal. including Bul not limited lo
noemes lor separating, eiaaning dehydration galhenng. aailwalar ditoosai ana preparing in* oil gat or associated subtleness lor irantoonahon oil
in* leased araa All royally Ihal may become payable in money to tha Slala ol Alaska mutt oe oaid on or balora in# lasi day of Ina calendar month lollow-
‘ng in# month In wnieh the oil. gaa or atsocis”’ d aubtlances ara oroduced The amounl or all royally <n value oaymants which ar* nol oaid whan cue
under mu laas* or which ara aubiaouantiy daiarminm) lo be du* a* in* ratuii ol a r*o*I*rminanon will osar interest Irom in* ott* in# oohgihon accrued
until il is paid in lull, al a vanaol* annual ral* equal to 1 36 oarcanl piua in* prime ral* as announced Irom lima to time Oy tn* Bank ol America San
(renciaco. California Royally oatenants muat b* accpmoamao by cooiaa or run Itekala or otnar mlormanon relating lo valuation ol royalty at me s'at*
may +eauir# wmch may mduda.bul it nol limiiad to. ewdancaol taiat smpmenit ano amounts ol orott oil. gat. ana associated substance* produces

36 ROYALTY IN KINO (@ Altn* sms aoonon which may n# eieicisad Irom lima lo lima uoon nol last ran sis monins’none* loth#
lastae.lhe laaaa* shall deliver all or a portion ol in# aiata aroyally oil gat o'associated tuoslat-cta produced Irom in* laasad area in kind Oalivtry will
b* or ma lasted area or al aolec* mutually agraad lo bv me alala ano ma last**, and mutt ba delivered loin* Slala of Alai** or lOany individual him or
eerooration aationated by in* alata

(ol Royally oil. gat or associated substances dahvarad in kind must b* dairvarad in good and marcnanlabl* condition and ba ol oioaime
quallly. ana mual ba Ir*« ana elssr ol *11last* *io*ns*a land any oorhon oiinoa* aaoaniaa incurred away Irom malaasaa araa).including oul nor limn-
ed lo cioanta* lor taoaralmg. cleaning oanvdrelion garnering aallwitsr o loom ana orspanng in# on gaa, or attociitaa substances lor transoona-
hon cll m# laasad araa.

(C) AIllI*i haying given nodes ol lla Inianllon lo tak*. or alt*' navmg m en us royally ml oaa. oi associated aubslancas in kind ma slala.
al na Slion and uoon ate monma nodeslom#n v m may *i*cl lo receive a oill*r*ni oornon or non* of etaroyally in k>nd Il. under Itdarai raguiaiions
in* t king oi royally on gas or aaaocialad aubalancaa m vaius by lha aiaia craaiaa a auopnar-Durchaaer t*ijtionsnio. Iha lease* hereby waive* its nghl
tocosimua lo recene royally oil. gaa. or attoctslad aubalancaa unoar mat relationsnio. ana luttnar agraaa mat it will require any purchasers ollh# royal-
ly oil gaa.craaaocialM aubslancas mrvite lo wshriany euoonar-ourcneaar rights

Id) Th* lataaa anall furnish storage lor royally oil ano natural gas tiautde produced from in* laasad or unll araa lotha aama eiieni mat
Ih* laaaa* oromdaa atorao* lor m* lan aa* a ahar* or oil and natural gaa Houida. Th* laas** anall not o* liaM* lor Ih* lots or oaslrvcoon ol stored warty
OHand natural gaa llouida Irom causa* barond m* laaaa* araasonabia control

(al Il a atal* royalty purcnaaar raluaaa or lor any raaaon lane tclata delivery ol oil. gaa. or aaaoelalad euotianga*. or m an emergency,
and wilh aam uch node* loth* laaaaa a* t* oractteal or raaaonaoi* unoar in* circumstance*. in* alal* may aiacl wilhoul oanaily loundertlll tor up loala
montna all or a portion ot m* stata a royalty on on. gaa. (V aaaoelalad auoaianca* producad Irom lha laaaad or imii araa and taken m kind. Th* aisle's
nghl to unoenttl la limiiad lo lha oonion or royalty ell, gaa. or associated auoaitncw* lhal tha royalty purcnaaar reluaad or laiiad to laaa peMeary oi. or Ih*
ooriirm neeaaaary lo maat Ih* amargancy condition Underlined oil. oaa. or a*tousled aubalancaa may b* recovered By lha alal* al a dally ral* not lo
eiceed tOparcanlollla royally Inlaraai ahara ot OaHy production al tn* lima pt Ih* undartitt recovery
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30. REDUCTION OF ROYALTY  Allar initial production lor iwo y un Irom Ih* llald In which thalaaaad or unit araa la localad haa occurrad.

lha alala. In II* dlacralion, may raduca lha laaaaa a ooiigallona lo oay royally on all ol Iha laaaad araa or on any I'-of or portion 04 tha laaaad araa aag-
'gaiao lor royally purpoaaa uoon Ill raouaai oy ina laaaaa. 131 a citar ahowlIno Oy lha laaaa* inal Ih* rtvwnua Irom *Jl oil. oaa. and aaaoelalad auo* I
tiancaa oroduead Irom Ih* liald i* maulllclanl to orooue* a raaaonaoi* ral* ol ralum with raapaei lo Ih* laaaa* a lolal Invwaimant In lha h*ip. *nd (31 a
claar anowlIng Oy Iha laaa** Ihal a raouclion In royalty will Incraaa* lolal production Irom th* Ilald.

40 CHARE OF NET PROFIT  Tha laaaa* anall oay lo lha Slala ol Aiaaka 40X ollh* nal prolll darhmd Irom ihla laaaa. For
Ih* ourpoaaa ol Ihla paraoraon, calculation ol ITha nai orolll will badalarmInad In aecordanc* with 11 AAC 03.301 through 11 AAC 113.303 aa ihoa* regu- I
lation* anal on Ih* allactlv* data ol Ihi* laaaa. which by ralaranc* ar* mad* a part ot Ihla laaa*. Th* amounl ol Inlarwal lo b* aamad on Iha nal prolll

mar* davaioomanl account ourauanllo 11 AAC 03 313 will b* I[ha ararao* ol Ih* pnm™ rala* ol Ih* Citibank. NA Naw York: Chua Manhattan Oink. NA
Naw York; and Iha Dank ol Amanea. NT and SA San Franciaco. oravailing during Iha month
41 EFFECTIVE DATE Thla laaaa tana* allacl on

August 1 . >003 1
BY SIQNINO THIS LEASE, th ilo b* bound by ill proviaiona
STATE OF ALAMA I
By:

Brovm, Director, DVEM

Title: WYC. Stroec

Title: Richard
STATE OF rc*VKK !

las. I
Third Judicial Oialrlct |

Thla lalocanily Ihal on A .10 7jsb*lor*m a appaarad ft'1?2 4
ol Ih* Otvmon of Mineral* and Energy Management ot tha'Slal* oi Alatna. Oaoartmanl of Natural Raiourct*. and who aiaculad Thlalaaaa and acknowl-
edged voluntarily algning il on bahail of fn* SI»{p4l Alaika aa laaaor

Notary public in and
My com mii, ion aipi

(s STATE OF ALASKA
NfITApv pimi |Q I

CAROL D. WILKINSON
My Comlaafort firplre. Oct. 1P, |
INSERT NOTARY ACKNOVYLEOQEMENT OF LESSEE S SIONATURE MERE.
This is to certify that onV—*-*3-"3

Janes F. Dierlngcr, Jr., W.C. Stroocker,
and who executed this

, 19*3, before me appeared J. Andrew Bachner,

and Richard E. Wagner of J. Andrew Bachner et al.H
lease and acknowledged voluntarily signing it.

q .
Notary public in and for Alaska 1
My commission expires:
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MITIGATING MEASURES

AS 38.05.035(a) (14) and the departmental delegation of authority give the
Director, Division of Minerals and Eiorgy Management (DMOI), the authority to

impose conditions or limitations, in addition to thone imposed by statute, to
ensure that a resource disposal is in the state's belt interest. Lease
stipulations w ill be enforced throughout the term of the lease. Measures
listed wunder "Plans ot Operations and Other Terms of Sale"™ will be imposed
through Plana of Operations and other permits to mitigate the social and
environmental effects of lease activities. These measures have been developed
considering the Social, Economic, and Environmental Analysis for Lease Sale

39, public comment, and measures imposed in prior north 3lope lease sales.

Lease Stipulations

1. Spill Prevention Control and Countermeasure (SPCC) Plan:
A Spill Prevention, Control and Countermeasure Plan must be submitted to
the Department of Environmental Conservation for approval prior to onshore
drilling operations and construction of onshore oil and gas storage
facilities (with a capacity of greater than 660 gallons), transfer, and
transportation facilities. In addition to addressing the prevention,
detection and cleanup of oil, the SPCC plan for drilling operations should
include, but not be limited to, methods for controlling blowouts, location
of spill clean-up equipment, identification and location of a suitable
alternative drilling ng, and the time required to obtain equipment,
mobilize, ng-up, and commence drilling of a relief well, if needed.

2. Discovery of historic or archcologic objects:

In the event any site, structure, or object of historic or archeologic
significance is discovered during operations on the leased area, the
leasee must report immediately such fir mgs to the Director, DKEM, and
make every reasonable effort to prcaerv and protect such site, structure,
or object from damage until the Director, after consultation with the
State Historic Preservation O fficer, haa given directions as to its
preservation.

3. Seasonal drilling restriction:

This stipulation will be reevaluated periodically on the basis of
experience and new information.

A principle purpose of this stipulation is to ensure that the migration
route of the bowheao whale w ill be oil free in the fall.

This stipulation assumes compliance with otherwise applicable laws ana
regulations, including a Plan of Operations approved by the Department of
Natural Resources (DNR) and an O il Discharge Contingency Plan approved by
the Department of Environmental Conservation (DEC).
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The restrictions set out below apply only to exploratory drilling
offshore. As a matter of policy, the state does not intend to impose
seasonal drilling restrictions during development or production stages;
however, seasonal restrictions w ill be Imposed as necessary in the

development and production stages to satisfy requirements of the federal
Endangered Species Act and other applicable state and federal laws and

regulations.

The seasonal drilling restriction docs not apply to exploratory operations
on PlIngok Island, which has been identified by the Commissioner of Natural
Resources, in consultation with the Commissioners of Environmental

Conservation and Fish and Game, as analogous to upland areas because of

its size and configuration.

Logistical, construction, and other activities related to exploratory
drilling may be restricted outside the barrier islands during the fall

whale migration.

The threshold depth as used in this stipulation is a point above which

major accumulations of hydrocarbons arc not likely. This depth will be
determined on a case-by-case basis by the Division of Minerals and Energy
Management after consultation with the Alaska O il and Gas Conservation

Commission and, when appropriate, the Minerals Management Service.

Tier 1 is effective immediately. Tier 2 w ill oe available on a
case-by-case basis for each proposed well.

TIER 1

A. On and inside the bacner Islands— (Figure 1 indicates the tracts and
portions of tracts that are located "cr. and inside™ and "outside" the
barrier islands.)

1. Exploratory drilling and other downhoie activities above a
predetermined threshold depth w ill be allowed year-round.
2. Testing will be allowed year-round provided that casing has been

set through the zones to be tested and DNR and DEC find compliance
with applicable laws and regulations.

3. Exoloratory drilling and other downhoie activities below the
predetermined threshold depth w ill be allowed from November 1 to Kay
15, except on tracts atthe mouths of major rivers that are inundated
by river overflow in the opr ng. On these tracts, which are shown in
Figure 8, exploratory drilling and other downnole activities below

the predetermined threshold depth must cease by April 30 unless the
Commissioner of Natural Raaources, in consultation with the
Commissioners of Fish and Game and Environmental Conservation,
determines that ice conditions justify an extension to Hay IS.

Exploratory drilling and other downhoie activities below the
predetermined threshold daptn w ill be allowed during the "open water"”
period except during the fall bowheadwhale migration.

8-
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For the purpose of administering this stipulation, "open water” shall
begin when the ice concentration between the drill site and a major
onshore staging and support area (ouch as the West Dock) does not
restrict the transport of heavy equipment and supplies (including

drilling muds, cleanup equipment, casing and drill rigs) and when the
icc concentration within a mile radius of the drill pad is 25 percent
or less. Once a determination is made that open water conditions
exist, drilling and other downhoie activity below the threshold depth
w ill not be suspended until the commencement of the bowhead whale

migration or freexeup, whichever is first, oven if ice incursions
result in ice concentrations greater than 25 percent.

The Director, Division of Minerals and Energy Management (DMEM), in
consultation with the Department of Environmental Conservation (DEC),
shall determine when the criteria stated above have been met based
on: 1) information obtained from on-site inspections by Department of
Natural Resources (DNR) or DEC representatives, at the request of the
lessee, or 2) corroborating information and photogranhs obtained from
a qualified independent consultant hired by the lessee wno certifies
that these conditions exist.

4. A monitoring program w ill be required if lessees propose to an il
above the threshold deptn or test through casing during the fall
bowhead whale migration. The program w ill be initiated and funded by
the lessee(s) proposing to conduct the activity. The proposed

monitoring program should be submitted with the lessee's Plan of
Operations far the well for review oy DNR, the National Marine
Fisheries Service and other members of the Beaufort Sea Biological
Task Force. If the proposed monitoring program is approved by DNR,
the lessee may conduct the stipulated operations during the migration
period (provided other necessary state and federal permits have been

obtained)

Outside the barrier islands

1. Exploratory drilling and other downhoie activities above the
predetermined threshold depth w ill be allowed year-round except
during the tail bowhead whale migration.

2. Testing w ill be allowed year-round, except during the fall

bowhead whale migration, provided that casing haa been net through
the zones to be tested and DNR and DEC find compliance with
applicable laws and regulations.

3. Exploratory drilling and other downhoie activities below the
predetermined threshold depth w ill be allowed from November 1 to May
15, except on tracts at the mouths of major rivers that are likely
subject to river overflow in the spring. Exploratory drilling and
other downhoie activities below the predetermined threshold depth on
these tracts must cease by April 30 unless the Commissioner of

Natural Resources, in consultation with the Coma*ssioners of Fish and
Came and Environmental Conservation, determines that Ice conditions

justify an extension to May 1IS.

-9-



TIER 2

All exploratory drilling and other downhoie activities w ill be allowed
areawide year-round except outside the barrier islands during the fall
bowncad whale migration. Whale monitoring w ill be required to determine

when the whales are actually migrating through or near the area.

This modification of the drilling restriction w ill Le approved on a
case-hy-case basis for the benefit of lessees who demonstrate compliance
with applicable laws and regulations, including the theoretical and

physical capability to detect, contain, clean up and dispose of spilled

oil in broxcn ice conditions.
Plans of Operations and Other Terms of Sale

Lessees must submit a detailed plan of operations to the Division of Minerals
and Energy Management for approval prior to conducting any exploratory or
development operations. The lessee shall concurrently submit an informational
copy of its plan of operations to the North Slope Borough. The following
restrictions w ill be imposed as a condition of the approval of plans of

operations:

1. Road and pipeline crossings must be aligned perpendicular or near

perpendicular to watercourses. Permanent facilities w ill be
prohibited within SOO feet (152 m) of the Colville and Ugnuvarlk
rivers. Facilities w ill be prohibited within 100 feet (30 a) of all
other streams and fish-bearing lakes unless the Director, Olvision of
Minerals and Biergy Management, after consultation with the

Department of Fish and Came, determines that such facilities

placement w ill not disturb critical wildlife habitats or that such a
requirement is not feasible or prudent. The Department of Fish and

Game w ill identify potential fish-bearing lakes within 30 days of the
date a request for approval of a plan of operations is received. The

Department of Fish and Game w ill confirm the presence or absence of

fish at the earliest opportunity .when ice conditions permit. If fish

are not (resent in lakes, the 100 foot setback provision may be

waived.

minimize the impact of industrial

2. Measures w ill be required to
waterfowl and shorcoirds. Key wetlands

"development on key wetlands,

include deep pendent grass ponds and lakes (Class IV) and basin -
complex wetlands (Class V1), and coastal wetlands (Class V III).
Measures w ill include restricting certain facility siting to the
least environmentally sensitive portions of these wetlands. Specific

measures include the requirements that:

Lessees identify on a nap or aerial photograph the largest

s.
surface area within which it is anticipated that a facility is
to be sited, or an activity is U occur. The map or photograph
must accompany the plan of opera.ions submitted to dkem. dkem

and the Department of Pish and Game w ill identify the least
environmentally sensitive area(s) within the industry-identified
area of interest. The industry-identified surface area must be
large enough to contain the proposed facility and to nrnmnrtata

planned expansion.



3.

b. D rill pads, roads, pipelines and other facilities must be sited
outside of productive Class 2V, VI and V IIl wetlands, unless the
Director, DMEM, after consultation with the Department of Fish
and Game, determines that there are no feasible alternatives.

c. Where facilities must be sited within Class IV, VI and V III
wetlands, such facilities will be sited, designed and
constructed in a manner that w ill maintain natural hydrological
patterns and prevent oil contamination.

d. Draining or dovaturmg Class IV, VI and V IIl wetlands is
prohibited.

Impermeable lining and diking w ill be required for sewage ponds ana

onshore oil storage facilities (with a storage capacity greater than

660 gallons). Buffer zones of not less than 100 feet and up to 1,500

feet w ill be required to separate o il storage facilities (with a

capacity greater than 660 gallons) and sewage ponds from freshwater
supplies, streams, lakes, and Class IV and VI wetlands unless the
Director, DMEM, after consultation with the Department of
Qiviionmental Conservation, determines that such a requirement is not
feasible or prudent. Sumps and reserve pits must be impermeable and
otherwise fully contained through diking ot other means.

All lease activities and structures must be designed to maintain
normal water flow or drainage patterns and to allow .ce movement and
safe passage of fish and mammals, unless the Director, DMEM, after
consultation with the Department of Fish and Game, determines that
such a design is not feasible or prudent.

exploration activities must be supported only by ice and winter roads
and trails, existing road systems, and air service. On-tundra travel
may be permitted if the Director, Division of Land and Water
Management and the Director, DMEM, determine that travel can be
accomplished without disturbing the vegetative raat or an emergency
condition exists.

Facilities and surface transportatic outes must be consolidated to
the extent feasible and prudent.

fto restriction cf public access to, or use of, the leased area will

be permitted as a consequence of o il and gas activities except in the
immediate vicinity of drill sites, buildings and other related
structures. Such areas where access is to be restricted must be
identified in the plan of operations. No lease facilities or

operations may be located where they would block public access to or
along navigable and public waters as defined in AS 38.05.365(22) and
(23). If lease facilities are proposed to be located in the vicinity
of these public waters, an easement w ill be reserved under

AS 38.05.127 and 11 AAC 53.330 to ensure the right of public access.

The lessee must include in any exploration and/or development plans a
proposed environmental teaming program for all personnel involved in
exploration or development activities (Including personnel of the
lessee's contractors and subcontractors) for review and approval by

11-



the Director, DttfM. The program must be designed to inform each
person working on the project of specific types of environmental,
social, and cultural concerns which relate to the individual's job.
The program must be formulated and implemented by qualified
Instructors experienced m each pertinent field of study and roust
employ effective methods to ensure that personnel understand and use
techniques necessary to preserve archeological, geological, and
biological rc'wijrccs. The program roust also be designed to increase
the sensitivity and understanding of personnel to community values,
custOD.n, and life styles in areas in which such personnel will bo

operating.

The lessee must also submit for review and approval a continuing
technical cnvitonmencal briefing program for supervisory and

managerial personnel of the lessee and its agents, contractors, and

subcontractors.

The lessee is encourageo to hire Alaska residents to the extent that
they arc available and qualified, to perform work done in Alaska in
connection with this lease. As indicated in paragraph 31 of che

lessee must submit annually to the Director, Division
Department

lease forro, the
of Minerals and Energy Management, for transmission to the
Labor, a report that details the specific measures the leasee and

of

its contractors and subcontractors have taken or are planning to take
to recruit qualified Alasxa residents for available jobs, and
describes on-tne-job training opportunities. The report must also

include statistical data concerning the number of resident personnel
hired within the past year for Alaska operations.

Solid waste disposal on natural or artificial islands and into marine
waters, rivers, streams, natural lakes and Class IV and VI wetlands
is prohibited. Before the lessees dispose of solid waste in other
areas, the disposal must bo approved through permits by the
Qosissioner, Department of Qivironmental Conservation.

Discharge of produced water, drilling muds, and cuttings:

a. Disposal of produced water to freshwater bodies, including Class
IV and VI wetlands, is prohibited. Disposal of produced waters
in upland areas, including Class IV and VI wetlands, will be by

subsurface disposal technique!, except that the Commissioner of
the Department of Environmental Conservation may permit
alternate dlspoaal methods if he determines that subsurface

disposal techniques are not feasible or prudent.

b. Discharge of drilling muds and cuttings to lakes, streams,
rivers, and Claes IV and VI wetlands is prohibited. Uplands
disposal of contaminated muds and cuttings may be made into
approved sumps and reserve pits which are impermeable and
otherwise fully contained through diking or other means.
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c. Discharge of£ produced watarc into opon or ice-covered marine

waters of less than 10 meters in depth is prohibited. All
submerged Sale 39 tracts, except seaward portions of Tracts 3,
4, 8, 9, 13, 14, 19, 20, 25, 27, 28, and 33 are within tho
10-mctor isobath. The Commissioner of the Department of
environmental Conservation may approve discharges Into waters
greater than 10 meters in depth based on a case-by-case review
of environmental factors and consistency with the conditions of
a development production phase general NPDES permit for the sale

area.

d. Disposal of oil-based or oil-contaminated drilling muds and

cuttings to offshore waters and on sea ice is prohibited.
e. During winter exploratory drilling, drilling muds and cuttings
free of hydrocarbon contamination may be disposed of on the sea
ice surface in areas free of cracking or major stress
fractures. During periods of reduced ice thickness or
instability, uncontaminatcd drilling muds and cuttings may be
discharged under sea ice if ice surface disposal methods, such
as direct disposal by pumping, artificial thickening of sea ice
or use of light or routine drilling effluent t ndling equipment,
are impractical. Each part of drilling fluid discharged under
sea ice must be predilutcd with nine parts seawater.

f. During summer exploratory drilling, drilling muds and cuttings
free of hydrocarbon contamination may be discharged to open
water. The discharge shall be diluted at a ratio of at least
nine parts seawater to one part drilling fluid. D rilling muds
and cuttings generated from winter drilling may not be
stockpiled at the drill site for open water disposal except when
above ice disposal is determined impractical due to broken ice
conditions. The disposal of drilling muds within the two-meter

isobath and the entirety of Simpson Lagoon is prohibited unless
the lessee can demonstrate to the satisfaction of the
Commissioner of the Department of Environmental Conservation
that effluents can be adequately dispersed.

g. Dispose* v,r d nlliig muds and cuttings during development and
production w ill be subject to the conditions of NPDES permits
issued by the Environmental Protection Agency and those State of
Alaska Coastal Management Program consistency requirements
Incorporated in or accompanying the NPDES permit.

Bcploration facilities, with the exception of drill pads, will be

temporary and must not be constructed of gravel. However, use of

existing abandoned gravel structures oay be permitted on an
individual basis by the Director, EMEM, after consultation with the
Director of the Division of Land and water Management and the

Department of rish and Came. Approval for use of abandoned
structures w ill depend on the extent and method of restoration needed

to return these structures to a usable condition.

-13-



In meeting gravel needs for exploration, development, and production,
gravel from nearby abandoned drill pads and existing material sites
must be used first unless the Director, Division of Land and Water
Management, after consultation with the Director, DMEM, and the
Department of Fish and Game, determines that the reuse of such

sources is not feasible and prudent.

Gravel mining sites required for exploration activities roust not be
located within an active floodplain of watercourses, unlcsG the
Olrector, Division of Land and Water Management, after consultation
with the Department of Fish and Game, determines that a floodplain
source w ill cause the least adverse environmental impact. Mining
site development and rehabilitation within floodplains must follow
the procedures outlined in Gravel Removal Guidelines For Arctic and
Subarctic Floodplains, 1980, U.S. Fish and W ildlife Service-Woodward
Clyde Consultants. Under AS 16, Department of Fish and Game approval
is required if the mining site is located within an anadromous stream

or could block fish passage.

Borrow extraction from barrier islands is prohicitcd. Borrow
extraction from lagoons and nearshore areas is prohibited unless the
Director, Division of Land and Water Management finds, in

consultation witn the Department of Fish and Game and the Department
of Environmental Conservation, that, on the basis of scientific
evidence, borrow extraction in these areas w ill not adversely affect
the environment or that no alternative feasible and prudent source

exist.

Gravel mining sites required for development activities will be
restricted to the minimum number of upland or approved offshore sites
needed to develop the field efficiently and with minimal

environmental damage. Where feasible, upland gravel cites will be
dcmgned and constructed to function as reservoirs for winter water
supplies. Gravel mining w ill not be allowed from active floodplains

during development and production activities, unless the Director,
Division of Land and Water Management, after consultation with the
Department of Fish and Game, determines that there is no other
feasible and prudenc alternative.

APipelines w ill bo located so as CO facilitate the containment and
clean up of spilled hydrocarbons. Where feasible, pipelines will be
located on the upslope side of roadways and construction pads unless
the Director, Division of Land and Water Management, determines that
an alternative site is an acceptable environmental alternative.

All garbage and refuse w ill be incinerated. Residue and nonbutnables
w ill be disposed of at an approved upland site. No new solid fill
disposal sites, except possibly for the disposal of drilling muds and
cuttings, will be approved during the exploratory phase.

Dccept for those on approved exploratory drill sites, stationary fuel
ttorige facilities shall not be placed, nor vehicle refueling occur,
within the active floodplains. Deceptions may be allowed during the

permitting process under AS 16.06.870 for the refueling of
alov-«»oving construction equipment, such as graders, tractor pulled
scrapers and front end loaders, within floodplains.

-14-
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21.

22.

Prior to tho construction or placement of any onshore structure,
road, or facility resulting from exploration, development, or
production activities, the leasee must conduct an inventory of
archeological and historical sites within the area affected by a
proposed activity. Such inventory must consider literature provided
by the North S.ope Borough and local residents, documentation of oral
history regarding historic and prehistoric uses of such sites,
evidence of consultation with the AlasKa Heritage Resources Survey

md the National Register of Historic Places, and site surveys. The
inventory must also include a detailed analysis of the potential
effects estimated to result from the proposed activity. The

inventory must be submitted to the Director, GMEM, for distribution
to the Director of the Division of Paries and the Mayor of North Slope
Borough for purposes of review and comment. In the event that an
archeological or historical site or area may be adversely affected by
an activity, the Director, DMEM, after consultation with the Director
of the Division of Parks and the North Slope Borough, will direct the
lessee as to wnac course of action will be necessary to mitigate the

adverse effect.

Upon abandonment of drilling sites, roads, buildings, airstrips or
other facilities, such facilities will be removed and the site
rehabilitated, unless the Director, DMEM, after consultation with the
departments of Fish and Game and Environmental Conservation,
determines that such removal and rehabilitation is not in the state's

interest.

The following measures w ill be imposed by the Department of Fish and
Game under Title 16 of the Alaska Statutes to protect anadromous

streams:

a. Alteration of river oanks is prohibited unless approved by the

Department of Fish and Game.

b. Except for approved stream crossings, equipment must not be
operated within willow stands (Salix spp.).

C. The operation of equipment, excluding boats, in open water areas
of rivers and streams w ill be prohibited unless approved by the

Department of Fish and Game.

d. Bridges must be used as watercourse crossings whe iever
feasible. Culverts may be used only when bridges are shown not
to be feasible or prudent. The siting, design, and construction

of both bridges and culverts must be approved by the Department
of Pish ana Garni prior to the placement of either of these
structures.

e. Removal of freshwater or snow cover from fish bearing rivers,
streams, and natural lakes w ill be prohibited from freeze up
until spring breakup. Compaction of snow cover overlying
fish-bearing waterbodies w ill be prohibited except for
perpendicular crossings approved by the Department of Fish and
Game. If ice thickness 1Is not sufficient to facilitate a
crossing, ice and/or snow bridges w ill be required.

15-



23.

24.

£. water intake pipcn utilized fcr summer water removal from the
river must be surrounded by a screened enclosure to prevent fish
cntrainmcnt and impingement. Pipes and screening must be
designed and constructed so that the maximum water velocity at
the surface of the screen enclosure is no greater than 0.1 foot
per second. Screen meBh size shnll not exceed 0.04 inch unless
another size has been approved by the Department of Fish and

Game.

g. To protect fish and other aquatic fauna, explosives must not be
detonated within, beneath, or in close proximity to fish-bearing
waters unless prior drilling indicates that the waterbody,
including its substrate, is solidly frozen. The minimum

acceptable offset from fish-bearing waters for various size

charges is:

1-2 pound charge 80 feet

5 pound charge 120 feet
10 pound charge 170 feet
25 pound charge 270 feet
100 pound charge 530 feet

Lessees are advised that documented anadromous rivers in and
adjacent to the lease sale area include: the C olvilli,
Ungnuvank, and Kuparuk rivers.

The lessee w ill be responsible for ensuring that an adequate supply
of water is available for winter ise through development of such
means as storage reserv. c¢s and snow melting. Water appropriations

ahall be authorized pursuant to AS 46.15.

The following measures w jll be required to minimize impacts on the
Central Arctic Caribou Herd.

a. The movement of equipment and personnel to and from Sale 39
tracts through the Kuparuk calving ground of the Central Arctic
Herd depicted in Figure 3 may be restrict*” between Kay 15 and
June 25. All authorized movement of equipment and personnel
must be on established roads and must be consolidated and

% scheduled to reduce disturbance to caribou. The necessity and
conditions for Ilimiting equipment and personnel movement w ill be
identified on a case-by-case basis during review of plans of
operations by the Director, Division of Minerals and Ehergy
Management, in consultation with Alaska Department of Fish and

Game.

b. Pipelines should be consolidated to the extent feasible and must
be constructed to allow safe passage of caribou. Adequate
elevation, ramping, or burial of pipelines will be required in

areas identified by the Department of Pish and Game as important

caribou movement zones.
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25.

26.

27.

28.

29.

30.

Routes of travel must avoid preferred polar bear denning habitat

unless human safety dictates otherwise. Polar bears den on Pingok
and Cottle islands and within 25 miles of the coastline in deeply
drifted areas (6 ft. or greater) adjacent to the cutbanks of

drainages. The use of explosives w ill be prohibited within 1/4 mile
of cutbanks identified by the Department of Fish and Game. The
Department of Pish and Game w ill make maps identifying documented

high density polar bear denning habitat available to the Director and
lessees within 45 days of the date a request for approval of a pian
of operations is received.

The following provisions w ill govern aircraft operations in and near
the sale area.

a. From May 15 through September 30, aircraft must fly c altitudes
of greater than 1,500 feet (457 m) or at a lateral distance of
one mile around barrier islands, lagoons, river deltas, and

wetlands within one mile of tne Beaufort Sea ¢ ast (excluding
take-offs and landings).

b. From May 15 througn June 20, aircraft overflights within 30
miles (24 km) of the coast between the Colville and Kuparuk
rivers must avoid caribou by an altitude of at least 1,500 feet
(457 m) or a lateral distance of one mile (1.6 km) (excluding
take-offs and landings).

c. Human safety w ill take precedence over aircraft restrictions.

Surface use w ill be restricted, as necessary, to prevent unreasonable
conflicts with local subsistence harvests.

Bidders are advised that the North Slope Borough (NSB) Assembly has
adopted a Comprehensive Plan and Land Management Regulations under
Title 29 of the Alaska Statutes. The regulations require NSB
approval for certain activities necessary for exploration and
development of the lease. The state may not in all instances accept
this assertion of jurisdiction.

During the conduct of all activities related to this lease, the
lessee w ill be subject to the provisions of all valid coastal zone
plans and ordinances. DMEM w ill require, as a condition for

consistency approval of lease operations, such modification or
stipulations as may be necessary to ensure consistency with the
Coastal Management Act, and with sound planning and management of
coastal zone resources.

Plans of operations for leaae activities and specific permit
applications which are subject to approval by the U.S. Corps of
Engineers or which require a Certificate of Reasonable Assurance from
the Department of Environmental Conservation must be submitted
simultaneously for state agency review and approval, at least 60 days
prior to the proposed conduct of such activities.
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If only the subsurface estate is owned by the state, ot if the
surface is owned by the state but subject to third party interests,
including any native allotments, the lessee must not enter wupcn such
land until the lessee makes a good faith effort to agree with the
surface interest hoiier on settlement of damages that may be caused
by lease activities. If an agreement cannot be reached, Director,
DMEM, has the authority to approve the activity, provided adequate
provisions have been made with the state to pay for any damages the

surface interest holder may suffer.

The proposed activities wunder a plan of operations must not
unreasonably diminish the use and enjoyment of lands encompassed

within a native allotment. Before entering a pending or approved

native allotment, lessees must contact the Bureau of Indian Affairs
and the Bureau of Land Management and obtain approval to enter, if
required. Lessees must also comply with applicable federal law on

native allotments.

In conducting offshore geophysical surveys, neither lessees nor their

agents w ill use explosives in open water areas. O ffshore geophysical
surveys w ill be restricted as necessary during the spring to comply
with the provisions of the Marine Mammal Protection Act. O ffshore
geophysical surve>s w ill be restricted as necessary during the fall
to comply with the provisions of the Endangered Species Act as they
relate to the bowhead whale. In determining these restrictions, the
Director, DMEM, w ill at a minimum consult the North Slope Borough,

the Alasxa Eskimo Whaling Commission, the Beaufort Sea Biological
Task Force, and affected permittees.

Continuous fill causeways are prohibited. Noncontinuous fill
causeways may be permitted when the Director, DMEM, after
consultation with the Department of Fish and Came and the Department
of Environmental Conservation, determines that a causeway

necessary fot field development and that no other feasible and
prudent alternative exists.

An O il Discharge Contingency Plan w ill be required for offshore
operltions under AS 46.04.030 and 18 AAC 75.

O il and gas transportation pipelines w ill be encouragcd if the
Director, DMEM, determines that the laying of such pipelines is
technically feasible and environmentally preferable to transport Via
oil tanker. Pipelines, including flow and gathering lines, roust be
designed and constructed to provide adequate protection from water
currents, storm and ice scouring, subf-cexing conditions, and other

harards as determined on a caae-by-cai basis. Following the
installation of a pipeline of sufficient capacity, no crude oil will
be transported by surface vessel from offshore production sites,
except in an emergency. The Director, DMEH, will evaluate the
emergency and determine an appropriate response to the condition. | f
the use of a pipeline is not feasible and preferable and surface
.transportation must btf employed, all vessels used for carrying
hydrocarbons to shore w ill conform with all standards established for

such vessels, pursuant to the Porta and Waterways Safety Act of 1972
(46 U.S.C. 391(a)) and the Port and Tanker Safety Act of 1978

(33 U.s.C. 1221) .
-18-



.3 7.

38.

39.

Salient

16045-5

16062-44

BPT-001

BPT-002

BPY-003

DPT-007

DPT-008

agencies: Department of Fish and Game,

Conservation, and Department of Natural Resources. In addition,
office of the Governor and representatives of interested federal
agencies, including the Bureau of Land Management, U.S. Fish and
W ildlife Service, Minerals Management Service, the National Marine
Fisheries Service, and the environmental Protection Agency w ill be
afforded the opportunity to continue their participation in these
consultations.
The movement of equipment and personnel to and from Sale 39 tracts
through the whistling r.wan staging area in T13N, H8F, Uraiat
Meridian 3 w ill be restricted as necessary between July 15 and
Septemoer 1. The necessity and conditions for limiting equipment and
movement w ill be identified on a case-by-case basis during

personnel

70*14'19.00"
N-7792349.21

70*28 *35.30"
N-7879850.41

70*33*13.40"
N-7830108.992

70*33*14.20"
H-7830127.595

70"33'31.60"
N-7830628.325

70*33 *50.00"
N-7831057.169

70*34*13.50"
N-7831597.Q07

associated with

Department of

review of plans of operations by the Director, DMEM, in
with the Department of Fish and Game.

For the purpose of administering the seasonal drilling
Stipulation 3, the boundary between the areas classified as
inside™ and "outside" the barrier islands will be a line
the following salient points:

Pt. No. Latitude Lonaitude

146*38*12.00"
E-513710.74

148*49'06.40"
E-432180.64

149*56'53.50"
E-390487.531

149*56'41.20"
E-390615.559

149*55*25.40"
E-391423.076

149*50*38.20"
£m394410.503

149*44*02.10"
E-39852S5.888

the offshore

. Many of the environmental concerns

tracts within the area of the Joint Federal-State Beaufort Sea Sale
{Sale 30) apply to the offshore tracts in the Sale 39 area.
Consequently, in the enforcement of Stipulation No. 3 and Terms of
Sale Nos. 8, 15, 33, and 36 of Sale 39, the Director, DMEM, w ill
continue to receive recommendations from a biological task force
composed of designated representatives of the following state

Environmental
the

consultation

restriction,

on or

connecting



Salient Pt. No.

DPT-014

BPT-015

BPT-024

BPT-025

BPT-031

BPT-032

40-X

41-X

BPT-048

HBE-027

HBE-031

Western Termination

Latitude

70*%34*02.30"
N-7031066.516

70*33'54..10"
N-7830766.Q31

70*33'00.90"
N-7828840.509

70°32'41.90"
N-7828200.199

70*31*43.80"
Na7826 214.688

70*31*30.50"
N-7825744.507

70%::'24%*
H-7821637.360

70®29'27*
N-7821728.505

70*%28*49.60"
N=7020332.598

70*33'21.90%*
N-7830116.402

70*33'08.10"
N-7829784.852

70*35'50.80"
N-7834584.60

longitude

149*37'17.70"
E-402678.052

149*35'34.10*
E**403734.968

149*%24 *55.90"
i>110248.229

149*22'35.90"
E=411669.399

149*14 *32.40"
E“416592.684

149*11*57.80"
E*418174.547

149*03'12"
E=423474.097

149*03'07"
L-423528.980

148*53'12.20"
E-430891.228

150*%11*50.00"
E-604102.175

150*08'31.20"
E-606172.061

144*16 '50.23
E-600800.00
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Reflections on the

This paper it intended to put thr OPFC ou prict met ot
:nr 1'J70t ana the more recent oil oner acclme into historical
oertoective. Mathant (an then ueien ™":c c-.ance mat enert\
priret ti/itl resumr thtir uouara c/imn (nine hew momentum
to economic growth tn me state, aeatnit me prospect that the
OPEC era is indeed over—meaning mat Uotha aione with
other energy exporting regions, must accept a radical ana
mostlv downward carustment in its dcieinoment expectations.

Oil Price* and Alaska's Economy

Alaska's labor force, population, and personal
income have been increasing faster than those of any
other state for almost a decade. Very little of this
growth would have happened without the two
great surges in world oil ,>nces that most people
identify with the rite of OPEC—the Organization of
Petroleum Exporting Countries

The fivefold price increase for Middle Eastern
crude oil m 1973*74 and tne resulting threefold
increase in the market value of U.S. domestic crude
oil made it economically feasible to develop the
Prudhoc Bay field and complete the Trans-Alaska oil
pipeline (TAPS). Even if real oil price* had remained
at their 1975-78 level*. Prudhoe Bay oil royalties and
taxes would have made Aluka the nchc*t state
government per capita throughout the 1980*. and the
spending and rospendtng of the*c tevenues m Alaska
would have combined with continuing private invest-
ment in energy resources to put Alaska among the
faster-growing states in income and employment.

World oil pnees took off once more in 1979-80.
however. Real pnees at the Persian Gulf "only"
tripled this time, but the stability of transportation
charge* between the North Slope aid Lower-48
refinene* caused the price of Prudhoe Bay oil—and
consequently Alaska's royalty and severance-tAX
collections—to gTOw almost five-fold. At their peak in
1981. oil revenues were flowing into the state treas-

End of
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the OPEC Era

ury at an annual rate of more than 510.000 per
capita. The eifect of this Bonanza on state spending
for government operations, transfer payments, loan
programs, ana puolic wonts was as awesome as it was
predictable. In 1980 the Legislature abolished per-
sonal income taxes, and in 1982 it voted to distribute
a "Permanent Fund dividend"™ check of S1.000 to
each resident.

By the second quarter of 1981. when crude-oil
prices began ttteir present downward trend, most
private and governmental planning in the state had
come to reflect the assumption that oil prices, and
with them the prices of other fossil fuels, would keep
nsing without limit. Disagreement about the long-
term oil price outlook was largely confined to the
question of whether pnee increases would average 2.
3. or 5 percent in excess of general inflation.

The prospect of ever-rising oil pnees implied
that Prudhoe Bay would generate more and more
revenue for the state, and that the spending and
respending of that revenue would provide more and
more public- and pnvate-sector jobs. It also promised
to sustain a high level of exploration activity on state
lands and the federal outer continental shelf (OCS)
ana. most likely. mscries of major new discoveries.
Rising oil pnees convinced sponsors of the proposed
Alaska gas pipeline that they could just about ignore
the difficulty of marketing North Slope gas as a
constraint on the project's economic feasibility.

An over-increasing real pnee of oil on world
markets also seemed to assure Alaska a petrochem-

This ropon wai adapt'd from tha appandic of a
largar ttudy antitlad "Alatka Entrgy Planning Studiai,""
partormad bv Arlon R. Tuning and Gragg K. Eridtion
for tha Olvitron of Policy Davalopmant and Planning,
Offlea of tha Govtrnor. Oetobtr 1992.
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icals boom based on the growing cost advantage
North Slope natural-gos liquids (NGLsl would have
over oil-based petrochemical feedstocks used else-
where; It also feemed to guarantee development of
Alaska's coal for export. Higher and higher pnees for
oil meant, moreover, that natural gas and coal would
be too valuable to use for generating electric power tn
Alaska: this outlook has been the main rationale for
planning a multi-billion dollar hydroelcctnc generat-
ing plant on the Susitna River and has led many
legislators to believe that the state would be able to
finance the Susitna project with a direct appropn-
ation from the General Fund.

The pnee of oil is thus the biggest single outside
influence on Alaska's economy, and in 1982, uncer-
tainty about the oil-pnce outlook has become the
biggest single source of uncertainty about the state's
economic future. The possibility that the oii-price
boom may be over has profound consequences which
thus far have been eiuter to ignore in Alaska than in
other energy-exporting areas.

Since the upward movement of oil pnees ended
tn 1981. economic distress h-t already overtaken
many of the top oil-exporting >nuntnes. By the end
of 1982, all but two OPEC nations are likely to
be in a deficit fiscal and foreign-exchange position. In
leu than a year, a record boom has given way to a

grave depression in the doep-gas areas of Oklahoma,
among oilfield-service contractors, and for the finan-
cial institutions that specialized in backing them. All
but a handful of synthettc-fuels projects have now
been aba.doned, and the future of those remaining
isdoubtful.l

Several forces have joined to perpetuate a
petroleum-driven boom in Alaska that has lasted
longer than tn other petroleum-exporting regions.
Most crucial has been the fact lhat actual spending
of state money appropriated in 1980 and 1981 has
continued to increase month by month well into
1982. Another factor has been the momentum of
Nwrth Slope oil exploration and development pro-
grams, some of which would be economical at any
world oil-pnce level higher than Isay) $10 per tarrel.
A third element in the present boom is a host of
Anchorage commercial building projects for which
the key decisions and commitments were made
before 1981. Finally, the continuing increase in the
amount of state money actually flowing into the
economy has combined with the flow of oil-industry
investments to perpetuate a mood of higii jptuntsm
among private investors in Alaska’s non-energy
industries, particularly residential and commercial
reai-esute development.

Nevertheless, in 1982, the beginnings of a

INSTITUTE OF SOCIALANDjCONOM|CJ"ESEARCH®"
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downward slide in worl | prices hes already drastic-
ally altered the state r emment sofficial view of the
future. From June 1980 throuRh January 1982.
the Alaska Department of Revenue's quarterly
Petroleum Production Revenue Forecast had been
predictinR that nominaJ-dollar ("inflated") oil reven-
ues would increase over the 4 years bemnmns on
each forecast date at a compound annual rate be-
tween 12.2 and 25.8 percent. In its March 1982
Frrecast, the department’s 3-year estimate of the
“xpected annual chanRe in state revenues fell abruptly
to a negative 0.8 percent. -

Specifically, the "most likely™ projection in the
March Forecast was that the weighted averafic well-
head value for Alaska North Slope i ANSI irude oil in
fiscal year iFY) 1983 would be 29 percent lower
than in FY-1982. and that world prices would then
resume their nominal-dollar increase at a compound
annual rate of about 7 percent. The department did
not expect prices to recam FY-1982 levels until the
beginning of FY-1987. 'Vith resoect to constant-
dollar r'real™) oil prices, the Marcn Forecast boldly
reported "a consensus that oil prices will continue to
fall."* and projected declining real oil prices through
1998.4 Table 1above compares tne state sJune 1981
and 1982 forecasts.

Tho 1981 Turning Point

At the end of 1981. oil prices were suffering
their greatest decline in half a century, but industry
executives and forecasters—even outside Alaska-cau-
tioned that the attendant "glut" was a temporary
phenomenon.® Despite many signals to the contrary,
that opinion has persisted well into 1982, with
Occidental's Chairman Armand Hammer and others
predicting S 100-per-barrel oil in 10 years.® The
scarcity mentality that fed the pnee leaps of 1974
and 1979. plus a belief that unpredictable .Middle
Easterrjrs control the world oil market through
OPEC, gave such assumptions nearly axiomatic
status dunng the past decade. But the exporting
nations' bout that "oil in the ground is a better
investmer than money in the bank" is turning out to
be so much wishful thinking.

The truth is that neither an end to the recession,
nor OPEC's attempts at production quotas, nor
continued wars in the Middle East will long be able to
shore ud a sagging crude-oil market. It is. indeed,
because oil pnees climbed so rapidly and so high in
the 1970s that they are now almost certain to fall and
keep falling-perhaps as steeply and as far u they
rose. Todays pnees are stiU higher than markets
can tolerate, and the forces that lea to the enormous
pnee hikes of the put decade work just u effectively
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Tablo 1

Potroleum-Revenua Projections by the Alaska
Department of Revenuo
June 1982 vs. June 1981
(1982 constant dollars)

Oil and Cm Revenue (S millions)*
June 1981 Fortcast Juna 1982 Foracaii

j Fiscal "Expected "Expactad  "30pere«nt'
1 Yaar . Valui* Valua" Sariai
1 1983 4.030 2,654 2.399
1984 4.137 2,657 2.250
1985 4,271 2,623 2177
i
1986 4.448 2.953 2.411
1987 4713 3.305 2.644
1988 4 851 3.196 2.507
1989 4 983 3.365 2.595
1990 4.742 3,095 2.246
1991 4 544 2,714 1 862
1997 4 382 2477 1668
1993 3979 2.285 1.427
1994 3637 2.149 1.265
1995 3.144 1.826 1059
199G 2.701 1.622 936
1997 2.289 1.608 908

“Include! (oviitiet. oroduction taxes. and coroorstf in-
come taxes on ocuoitum products.

Source: Alaska Deoartment of Revenue. Petroleum Pro-
duction Revenue Porecttt, Ouerterly Report. June
I19R1, o. 13. Personal Communication. Charles
Logsdon to Gregg K. Erickson. June 1987. p. 18.

in reverse
While real (consiam-dollarl crude-otl prices axe

unlikely to rise again to their 1980-81 levels any time
in this century, forecuting pnees for any specific
future year is a nearly hopeless tuk. The fall in
crude-oil prices that began lut year will someday give
way to another increase, and so on. As Table 2
and Figure 1 show us, crude oil markets arc inher-
ently cyclical and. except dunng a unique pen'xt of
almost four decades when the State of Texu domin-
ated both 1*.S. and world crude nil markets, oil once
fluctuations have been large and frequent. History
shows us no long-term otl-prtce trends, but only a
senes of cycles of uneven duration and amplitude.
The era of OPEC's opponunutic pnce-gouguig is
over, but no other entity is in sight with the power to
move oil pnecs in any consistent direction or to
stabilize them at any given level.
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Tablo 2
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Market Control bv the Texas Railroad Commission
11935 1972)"

In iiiulvrxtuml [II'EC'i helplessness in today's
«null' ml market, it is n»eful to review how the
ni.irket opi-ruted before OPKC tanir to power, and
how the Texas Railroad Commission iTRC) managed
in esereise eontrol for nearly 40 years.

The TRC* rule emerged in the mid-1930s from
+ iretimstance* quite different fr m those that nur-
tured OPKC in the 1960s jnd 1970s. In the era
between 1859. the year Colonel Drake first discov-
ered oil in Pennsylvania, anti the Great Depression,
erude oil markets everywhere were dominated by
events in the United States, where one black-gold
rush after another unleashed an oversupply and sent
pnees plummeting.d Growing oil demand rapidly
restored prices after most of these crises, as petrol-
eum raptured markets that were previously held by
whale oil. gas. or coal, and as the automobile popu-
lation swelled.

The Yates field in Texas, for example, was first
tapped in 1926 It was the hicgest held yet founu.
and over its first year of proauction, average crude oil
pnees in the United States fell 21 percent. Prtces
recovered quickly, but in 1930. the beginning of the
Depression coincided with discovery of the even
larger East Texas field. Qil literally ran in the creeks,
and pnees fell locally to 10 cents per Panel.

Much of this market chaos resulted from the
common-law "rule of capture."” The principle that
nobody owned oil until it was brought to the surface
generated frenzied competition among dnllcrs to lift
as much as oil as they could from each newly-discov-
ered pool before their neighbors got it. The east
Texas dnlltng rush ended tn 1931 only when the
govemoi se-“ the National Guard into the field
to shut down production. The next year, a bitterly
divided Texas legislature granted the TRC authonty
to limit output from individual wells in the interest of
conservation and market order. Under "market-
demand prorallontng.', refiners told the TRC how
much oil they wanted to buy each month, and the
Commission parceled out the "allowable™ share of
this demand to e*ch well. This system assured every
Texas producer a buyer for at least some of his oil. no
matter now much excess producing capacity other
producers held. The TRC? ability to stabilize the
market was bolstered by market-demand proratiomng
in several other states including Louisiana, the num-
ber-two US. producer. Under state regulation,
pnystcal shortages and surpluses both became a thing
o' the past: "conservation'” replaced physical waste,
and the violent short-term fluctuations of crude oil
pnees ended.

PAGE

40

Figure 1. U.S. CruJo Oil Price Trends. 1870-1981
(March 1982con«t»nt dolisnl

Even more important were a >cnes of federal
actions backstopping TRC authonty. In the 1935
Connally "hot-oil” law. Congress made it a federal
cnme to ship oil produced in violation of state
conservation orders. After World War 11 the execu-
tive branch acted to prevent uncontrolled imports of
low-cot: foreign crude oil from undermining the
states' control of U.S. oil supplies. For a while, the
handful of largely U.S.-based oil compamrs that
controlled the oil reserves of the Middle East and the
Canbbean cooperatco successfully in limiting petrol-
eum production from their foreign concessions
to just about the amount demanded by their own
foreign refineries.

Nevertheless, by 1948. the huge low-cost oil
reserves overseas had became enough of a threat to
Texas regulation that the Truman administration
started assigning "voluntary" import quotas to the
companies. In 1958. alter independents like Hunt and
Occidental developed enormous new reserves in
Libya. President Eisenhower established a mandatory
oil-import program (MOIPI. The MOIP gave each US.
refiner the right to import tome lower-priced foreign
oil. but it enabled the TRC and other state conserva-
tion authorities to continue setting the total volume
of crude oil supplied to the domestic mar-tet.9

Critics of maxket-drmand prorauontng and
import quotas, including the 1970 Cabinet Task
Force on Oil Import Control, headed by George
Shultz, saw the combination mainly as an arrange-
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mrnt that kept U.S. pnees artificially high and
perpetuated wasteful excess capacity. It did. indeed,
shut in much of the nation s lowest-cost oil. wmle
creating an incentive to develop domestic fields that
would not have been viable in ? free market.,0 Bul
precisely because it ineltereci surplus producing
capacity, Texas prorationtna functioned as the
balance wheel of the world oil market for four
decades. Texas was the "price matter'. the TRC
determined the price all domestic producers received
for their oil. and it was at the umc time the most
powrrful single force in the world crude oil market.
Other producers were relegated to the passive role of
"pnee-takers” who could always sell as much or as
little oil as they wished, once they accepted the
pnee structure established by Texas

The TRC could play the price-maker's role
because it had control over sufficient spare producing
capacity to supply refiners with all the Texas oil they
wanted at the established pnee. offsetting any rise in
demand prompted by noom conditions or long-term
economic growth, or any drop in output by other
producers at home or abroad. The Commission also
had the power to enforce production cuu if necessary
to prevent a surplus from appearing wnen oil de-
mand waned or production outside Texas increased.

The Texas system wo aed nearly 40 years,
through World War IlI. the CS recessions of the
1950s. and several supply disruptions caused by
Middle Eastern political upheavals in the 1950s and
1960s. Oil upplies were senously curtailed in 1952-
54. for example, following Mosudeq s nationalisation
of the Iranian oil concessions: during the Suez crau
of 1956: and again dunng the 1967 Yom Kippur Wax.
U.S. and world crude-oil pnees remained relatively
stable, however, as the majors produced more oil in
the unaffected Persian Gulf countnes. while the TRC
and other state commissions increased produc-
tion at home. From 1935 to 1972. rougnly the penod
of the TRC's domination of the world maxket. the
average annual change in real crude-oil pners tn the
United States was only 4 percent, plus or nunus. a
staxk contrast to the average annual change of 21
percent between 1871 and 1935.,1

One reason for the TRC's success was that it did
not exploit its maxket power opportunistically The
1952. 1956. and 1967 Middle Eastern conflicts
offered Texas producers land the state of Texas, a
major royalty ownen a chance for huge short-run
profits, as they did the tig international oil compan-
ies. But each time, the TRC and the majors opted for
long-term stability, forestalling the kind of con-
sumer panic that generated the pnee run-ups of 1974
and 1979 after the TRC had lost control.

Once domestic production reached full capacity
in 1972. the C.S. Government had no choice Ipoliti-
cally, at leasti other than to do away with import
controls, leaving consumers exposed to whatever
upheavals might occur in the oil-exporting countries.
Meanwhile, nationalization of the major oil compan-
ies' overseas concessions, plus the growing influence
of independents iincluding national oil companies
like those of France. Italy, and Brazil), had stripped
the majors of their ability to balance supply and
demand ouuido of North America. A supply curtail-
ment by the Arab oil producers, which would have
haxdly caused a ripple in oil pnees 10 years or even 2
years earlier, transformed world energy markets and.
for a few yean at least, handed control of those
markets to OPEC.

Panic Pricing in 1973-74 and 1979

OPEC's spectacular successes in the 1970s were
due more to market psychology rather than to
anyone s direct manipulation of crude oil supplies
OPEC per te did not engineer either of the dec-
sde's great pnee leaps: thev came instead from
contumer pamct that spread through the spot market
after the 1973-74 Arab embargo and the 1978 Iranian
revolution. In both cases. OPEC meitiy voted, after
the panic had run itc courte. 'o establish the prevail-
ing spot pnccs as the base pnees for all crude oil sales.

Cnsis psychology was thus the key to the
short-term oil market behavior that ratcheted pnccs
upwards. The pnvsical shortfall that provoked the
panic of 1973-1974 was proportionally no greater
than the shortfalls <or excess supplies! that the
industry faced p*nodically because of unusual
weather or the business cycle, and there was no
reduction in output at all immediately before ihe
1979 price spiral. In neither case was the actual
shortage greater tnan the sum of 11) the oil then
being consumed by electrical-generating and manu-
factoring plan A that bad the capacity to use other
fuels. (21 the «tandby or underutilized oil-producing
capacity of U.5. and uninvolved foreign producers,
and (31 tne inventory cushions that industry ordinar-
ily would have drawn down in order to prevent
market turmoil.

The price leaps, ratner. began both times with a
handful of large-scale buyers who behaved lhat |ha
"shortaga" was real, and who were thus willing to pay
almost anything. Tha cnsis mentality had a power-
fully perverse effect on the market: inslead of re-
straining demand, soaring spot pnees gave tha shon-
age credibility and helped propagate the panic to
every cliaa of consumer, so lhat demand actually
increased. Much of the apparent supply deficiency
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wns caused by hoarding, the most memorable exam-
ple of which was the fashion of topping-off gasoline
tanks daily in private automobiles. This practice atone
probably created demand for an additional 600
million gallons of gasoline in the | nurd States.1-

However socially irrational tnat hoarding may
have been, it seemed quite reasonable at the time
from an individual company or consumer standpoint.
In 1973-74. both the Arab producers and the Western
media were insisting that the embargo and production
cutbacks were in fact harming the consuming coun-
tries. Congress had passed an Emergency Petroleum
Allocation Act: President Nixon had declared an
"energy emergency” and had begun allocating crude
oil and petroleum products.

No one knew how long the apparent shortage
would lost or how high pnccs might go ocfore it was
over: hence, it made sense for anyone with a pre-
ferred position in the allocation scneme to taxe every
drop of pncc-controllvd gasoline or fuel oil allosved
under the rules, regardless of current need, and for
every other consumer to ouy as much at the prevail-
ing pnee as he could store. Motorists, nousenolds.
and businesses all sougnt to build up and maintain
nigh invcntonet in case things rreally got bad" later,
while producers, refiners, and others expected to
profit from holding products for resale at higher
pnees in the future. All of these anticipations, of
course, validated themselves: supplies did get tighter
and pnees continued to rise.

Th* Hole of Spot Prices 13

OU producers and refiners usually try to plan
thetr physical operations and to budget their purchase
outlays and revenues well in advance. For this reason,
th* great bulk of the worlds crude oil moves tn
"capuve'"™ channel* from producing companies to
thetr own refm**-y affUiates or on relatively long-term
contracts between producers and refmen. "Spot"
transactions—sales of a single unker-load or
lets—usually account for only a few percent of world
supply, but they are an indispensable pan of the total
market because they allow any company or govern-
ment to dispose of a temporary ovenuppty or fill a
temporary shortfall. A general surplus or shortage
equal to only (say) 3 percent of total world demand
may thus show up as a surplus nr shortage amounting
to 50 or 100 percent of normal spotmarkct demand.
At a result, spot pnees tend to fluctuate daily and
seasonally, and in range widely above and below
"posted™ or contract pnee levels, which typically
change slowly and infrequently.

Changes tn crude oil spot pnees occasionally

herald deep-seated market changes, but more often
they ure only exaggerated reflections of unexpected
weather or business conditions, the buildup or draw-
down of inventories, cr political events. After some
such contingency has caused a spot prices to diverge
sharply from contract pnees. the spot market nor-
mally returns to a relt ivcly narrow hand of prices in
the vicinity of previous contract-pnce levels. What
was special about the OPEC dominated markets of
the 1970s it that they twice failed to respond in this
normal way. After the panics of 1973-74 and 1979.
spot pnees did not fall back to prc-cnsis levels:
instead, contract prices rose-by OPEC decree—to the
peak values to which the panic had carried spot
prices. This feat was OPEC?* great triumph which,
ironically, is now begetting its downfall.

The Power of Saudi Arabia and 0?EC

The TRC determined prices by acirely manipu-
lating the aggregate supply of crude oil: as a state
agency, it had the power to enforce its orders on the
many thousands of Texas producers regardless
of their conflicting individual interests and view-
points. OPEC, on the other hand, has never had any
ati.horuy over the diverse and sometimes wamng
sovereignties that make up its membership.

Nevertheless, in the early 1970s, once the
surplus capacity of Texas and Louisiana had disap-
peared. Saudi Arabia by itself conceivably could have
taken over the TRC balance-wheel role. Its poten-
tial authonty came from a combination of the
worlds largest reserves of conventiona” crude oil and
a population on the order of only 5 million. The
Saudis have thus had the same mix of assets, at
least theoretically, that earlier gave the TRC its
power— the ability to increase or decrease output over
a wide range.

Proved .nd indicated reserves in Saudi Arabia
number in the hundreds of billions of barrels—how
many hundreds, no one knows or much cares, be-
cause it has never brcn worthwhile to carry out the
intensive exploration and development work needed
to get an accurate eiumatc. "W The known reserves
are. in any event, so large and so easy to develop that
it would take Saudi Arabia only a few months to
double its exports from the current level of less than
6 million barre'i per day. (After all, production was
almost 11 million barrels per day only one year ago.)
With 2 or 3 years for drilling of development wells
and construction of gathering lines and terminals,
exports probably could rise to something like 18
million barrels per day. Indeed, before th* 1973
embargo, the big oil companies (the Antroco share-
holders! that controlled the Saudi concession were
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planning for production on the order of 20 million
barrels per day by 1976,

Saudi market power rests on the ability to
curtail as well as to increase production. The
country's small population has permitted Saudi
Arabia to reduce its outDUt by almost half over the
last year, from 10.6 million oarrels per day in August
1981 to less than 5 million in Novcmoer 1982. with-
out suffenng a fiscnl or foreicn-t-xchance cnsis.
Throughout the 1970s. therefore. Saudi Arabia, with
or without the cooperation of other OPEC nations,
had much of the wherewithal to stabilize the market
in the same way as the Texas Railroad Commission
once did.

The OPEC Mystique

It was a worldwide obsession with scarcity,
rather than deliberate management of total world
supplies, that underpinned the OPEC mystique and
locked in the high prices OPEC decreed in 1974 and
1979 after the direct causes of panic nad vanished.
The doctnne of imminent resource exhaustion was
embraced in the 1970s by a broad spectrum of parties
who had entirely different world views and dif-
ferent ends.

Envirormcntaltits hoped to slow the wasteful
plundering of the earth's riches, oil companies were
seeking to ward off pnee controls and attacxt on
their tax preferences; altemative-energy entrepreneurs
sought business: po'iticiani found in the energy cnsis
a moral equivalent of war: civil servants made it the
rationale for massive expa..«ion of their agencies and
intervention into almost everything; and an army of
academics consultants, and journalists waxed rich
and famous by studying, interpreting, or advocating
national energy policies. Each group wanted to
believe, or at least to persuade others, that "the wolf
is really here '-fhat OPEC* pnees might have nsen
too abruptly for comfort but that, in the last analysis,
those pnees only expressed the dictates of geological
necessity.

"Oil in the Ground is Better than Money in the Bank"

In thu intellectual climate, each pnee increase,
regardleu of its proximi te cause, helped convince the
oil-exporting nations that "oil m the ground is a
better investment than money in the bank." Thu
doctnne could remain valid for just as long as most
producers believed in it. because it encouraged them
to hold oil off the market tn the faith Ihat its value
would be much h.gher tn the future. It was therefore
the most effective and durable weapon in OPEC?%
ideological arsenal.1* Although the organization had
no enforcement machinery, and did not even attempt
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a proratlonmg scheme until 1982, its members did
re luce production when preservation of the pnee
gains of 1974 and 1979 required it.

When the OPEC tions cut back their total
exports in 1974 and again in 1979. it is important to
note that they made the required cuts individually.
They did so without coordination or urging by OPEC,
because they had more money than they needed at
the moment, and because they believed that their oil
would be worth more later. Even the 1973-74 price
rise had been so immense that most OPEC countries
had substantial financial surpluses: only Algena.
Ecuador, and Indonesia were in deficit. In 1975,
OPEC as a wh >lc had a S59-billion (or 14-pcrccnil
surplus of export revenues over import expenditures.
Several countries understandably concluded that their
economies couldn't absorb further increases in oil
income without generating intolerable inflation and
social unrest.

It also seemed obvious to the producers that oil
pnees would continue to advance at a higher rate
than their surplus cash would yield in risk-free
financial instrument*. Thus. Kuwait. Libya, and
Venezuela together reouced their exports by 4
million ba-rels per day after the 1974 price nses.
Saudi Arabia abandoned Aramcos 20 million barrel-
per-day target in 1974. and cut production sharply in
January 1979 and then again in Apnl—ostensibly to
offset an imminent oil glut, which was ui fact an
aftermath of the pnee panic that followed the over-
throw of the Shah. In neither pnee nse did OPEC
as such have anv role in mutating or orchestrating the
curtailments.

Thus, a short lived belief in acute scarcity twice
created a real scarcity that caused spot pnees to soar.
A belief that chronic energy shortages would en-
gender a permanent seller's market then led pro-
ducers and consumers alike to interpret an unusual
and otherwise transitory market phenomei.on as
obedience to holy wnt. The self-fulfilling doctnne
that oil in the ground was the world% best invest-
ment not only encouraged OPEC officially to adopt
spot market pnees generated by consumer panic; it
also enabled those pners to stick. In 1973-74, the
world pnee of crude oil (measured at the Persian
Gulf! increased fivefold in real terms, and then in
1979-80 it again tnpled (a vivid contrast to the
decades of tranquility under the TRC).

The End of the OPEC Era
OPEC’ hold ovrr world energy markeu in th*
1970s was no less real because it was mainly psycho-
logical. However, the cartels mystique is far more
fragile than the earlier market power of Texas,
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which stemmed from the TRC's direct control over
production volumes. Today, few of the material
requisites for funner OPEC success remain. Its snare
of the world oil market has fallen irom 55 percent
n 1974 to 27 nercent in October 1982. and Saudi
Arabia's share is already less than tne snare Texas
reld as late as the mid-1960s

Some recognition of tnese jniftme realities
oecan to strike the Saudi leaaersmo only after two
deliberate production cuts in 1979 had locked tn a
-eries of huge price increases voted by OPEC. Saudi
\rabia s actions have now become more-or-less
consistent with the professions of the Kingdom s oil
minister. Sheikh Yamani. wno had long given lip-
service to the cause of moderation and market
order Explicitly invoking tne memory ot the TRC,
Yamani claims to have engineered .he 1980-81 "oil
glut '—increasing production trom i ®than o million
barrels per day to almost 1! million, specifically in
order to tiring prices down to 534 tier barrel ano to
oorsuaue his OPEC partners that tnev «nouid loin a
brorationinc scneme under nauoi Jcjdersnib In 1992.
alter succeeding too well, pernaos. tne naudii nave
inruptly reversed course, now rutting tneir exports
ny over naif in an attempt to support the 534 price

Bul Saudi Arabia appears to nave been too late
in discovering the maxKCt power it alone possessed
While tne TRC held crude oil pmcs in tne United
Stiles aoove short-term free-market levels, it still
kept them low enough to encourage ever-increasing
oil consumption and stave off the development of
alternative energy sources. The Saidit. however,
wittingly or unwittingly rad a key role in both
OPEC price hikes of the 1970s. unleashing i exoraole
and profound reactions from hoth producers and
onsumers. which today threatens to make OPEC oil
a dispensable commodity

Contrary to a near-consensus of industry,
government, and th- academic-consulting community
during the 1''70s. crude oil demand does respond—
slowly hut nassively-to price changes In the long
tun. higher pnees have a profound effect on oil
supply too. nut the relationsmp is too complex to
pursue in detail here In any event. non-OPEC output
has grown rapidly and will continue to grow: pro-
duction from the North Sea. Alaska, and Mexico, for
e-sample. inc-eased by 4 million barrels per day
between 1977 and early 1982. and Mexico's exports—
dnven now by economic necessity-could increase
anotner J. S. or more millions of barms per day
before 1990. Most clearly and most impoitantly,
however, high oil prices are shnnkmg oil demand
both by reducing total energy consumption and
by making coal. natunJ gas. nuclear pow*r and other

energy sources more attractive.

Tho Flight from Oil

After a modest dip in 1974, total world oil
consumption resumed its growth, and finally turned
down only 1979. This experience reinforced tne
impression that ail demand was insensitive to price
changes, misieaainc economists as well as industry
executives and government officials in hoth oil-
producing and on-consuming countries. An absolute
decline in U.S. oil consumption was first visible tn
1979. tne rest of the industrialized world followed a
year later. In retrospect, it is remarkable how many
were unable to :n- what was nappening.

Exxon in 1977 forecast that U.S. consumption
of petroleum liuuids would be 20 3 million barren
per day in 1980 In 1979. Shell orcdicted 186
million barrels per dav «onsumpti* in 1980. and
both the Oil ana Uas Journal and the Indopenocnt
i etroleum Association of America iIPAAI forecast
18.1 million A> late as mid-1980. Shell had oniv
revised its puomnea estimate downwards to 172
million barren per dav. wnile the IPAA had come
down to 17 4 At year end in 1980, however, average
consumption :or tne sear Mood a: onfv 16 3 million
barren per day 56

The drop in total oil i e over the last 3 years
and the cxper-s tardmew in recognizing the trend of
consumption stems from profound changes in the
structure of world energy demand that have ac-
tual!™ been under way once 1974 From 1960 to
1973. oil prices were low and declining in real terms.
As a result, absolute oil consumption in the industri-
alized countries crew at an annual rate of 7.6 percent.
Japan Itd this growtn wnn an IB-percent average over
the 13-year period After 1974. however, the qua-
drupled crude oil price ted to a gradual leveling off of
demand for oil evervwnrre Total oil consumption in
the industrialized countries dropped sligntly in 1974-
75. growtn resumed between 1975 and 1979 at an
annual rate of aoout 1 percent, hut thu partial
recovery only concealed the fundamental shift that
had taken place m the world's energy-use pattens.

More telling than gross consumption figures is
the change m oil use per unit ol economic activity, or
"gross domestic product '-the o0il/GDP ratio. After
rising at an annual rate of 1.3 percent from 1960 to
1973. the 0il/GOP ratio for the major industrialized
countries showed a 1.5-percent annual decline be-
tween 1973 and 1979 The 1979 upneaval initiated
an even more detuive and long-lasting shift away
from oil, reflecting both an immediate reaction to the
second OPEC pnee surge and the delayed but cumu-
lating rc-oonse to the pnee mrrrasea of the early
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1970s From 1979 to 1981. oil consumption in tho
industrialized countries fell 7 percent per year, and
the oil/lGDP ratio fell at an annual rate of 8 percent.

Since the latter measure represents the amount
of oil used per unit of economic activity rather than
an absolute figure, its fall implies that an end to the
present recession will not he the panacea that much
of the energy industry ana many analvsts still seem to
anticipate. The die has Deen cast It is unlikely that
individual homeowners will tear tne insulation out of
their houses if the price or nome neatinc oil drops, or
scrap their new fuel-efficient automomles in response
to lower real prices for gasoline Nor will the housing
construction and automobile industries abandon their
new energy-efficient designs. Those who attribute the
oil glut and the current ‘esoftness” of oil markets
primarily to the world recession forget that economic
recovery will mean a more rapid replacement of
existing vehicles, industrial macmner.. and huildmcs
with models designed since 1974 in response to high
energy pnees.

Except in a couple of OPEC <ountries. no new
base load electncal generating plants fired by oil. or
any large-scale oil-fired boilers of any sort, have been
built since the mid-1970s; over the past decade,
industry has been relentlessly converting existing
oil-burning equipment to coal, natural gas. and otncr
energy sources. Because chances in the world's
fuel-use patterns are generally emoodied in long-lived
capital-intensive investments such as buildings,
transportation equipment, and industrial machinery,
the extended period it has taken for the 1974 pnee
rise* to produce an absolute decline in oil consump-
tion only reflect the time required to replace these
assets. This long lag in adjusting the world's capital

> to changed energy-supply conditions also

ehat the all-time nigh oil pnees of 1974-1982

» jence consumption patterns for many more

vean. even if world oil prices now fall as rapidly and
at far at they rote in the 1970t

The truism that the world's petroleum resource
is finite thus does not mean that oil pnees will
continue to rise. The world has no demand for crude
oil as tuch, bul only for the heat, motive power,
and chemical building blocks it provides, and only for
so long at it is the cheapest source of the.e goods. So
matter how scarce natural petroleum licutds become,
their pnees cannot nse and semain above the cost at
which each of thete wants can be dispensed with or
served m some other way.

It should be fairly obvu-us now that predictions
of 1 per barrel oil are ludicrous. At per
barrel, oil was already more expensive than coal
everywhere in the world, and had consequently
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pneed Itself out of electncai-generation and other
large-scale stationarv-heat and boiler-fuel markets. At
well under S50 per barrel, given a few years for
market and infrastructure development, liquid
petroleum products would have become marginal
even as transportation fuels, increasingly replaced by
some combination of compressed and liquefied
hydrocaroon gases and alcohols. A world that is
alreaav fleeing from oil at S32 per barrel would
hardly have any use for it at two or three times that
price.

This dynamic docs not bode well for OPEC, or
for the ability of Saudi Arabia or anyone else to
manipulate or stabilize the market. Only when
demand falls is the power of a pnee-maker tested.
Can the OPEC nations, many of whom are deeply in
debt, now affora to cut back production as they
must?

On this point too. the OPEC of 1982 is as
different from us predecessor, the Texas Railroad
Commission, as it is from the OPEC of the mid-
1970s In comparing OPEC with the TRC. it is
essential to rememoer tnat the Commission s power
developed during the Depression, and lhat its institu-
tions were designed expressly to manage a chronic
excess of producing capacity. Once that excess was
gone, the TRC became impotent and economically
irrelevant. OPEC, in contrast, showed its muscle
under totally opposite conditions. It twice seized
upon a brief moment of consumer panic, convinced
itself and consumers alike that a permanent world oil
scarcity existed, and for a while reaped the benefits
of a seller s market even after the foundations of that
market had vanished.

There is little prospect that OPEC ran function
effectively in a chronic buyer s market, especially in
the face of the organization s current internal dissen-
sions and the precarious financial situation of us
members. At its March 1982 meeting, the group made
us first serious attempts at TRC-style prorationing,
The experiment was an instant failure, with at least
three members brazenly exceeding their quotas from
the beginning.17 By July 19S2. Iran was selling 1.0
million barrels per day above us quota. Nigeria .3
million, and Libya .25 million. Venezuela—the sole
advocate of OPEC prorationing before 1980-had
threatened to start selling more than its assigned
1.5 million barrets per day if the other countries
didn't get in line. In August, the Saudis, who had
already reduced their own output by 45 percent in
the hope of supporting the S34 marker pnee. were
also hinting that they would raise their own output if
the cheating did not stop.18

Even holding the line at today's production level
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is not enough to holster OPEC's flagging power, as
production of nonmemoers-especially Mexico—
toniuuies to grow The organization as a wnole must
somehow manage to reduce production even further
if present prices are to nold. Yet its memoer-nations
individually face internal problems and pressures .hat
urge them in just the opposite direction.

The greatest source of downward pressuie on
prices is the shaky financial condition of the export-
ing countries, a drastic turn-around from the situation
of 1975. Since 1973. OPEC spending for imports
has risen at an average annual rate of 30 percent,
because of ambitious industrialization plans in every
one of them and extravagant purcnases of military
hardware in many. Already, tne combination of
declining oil demand and rapidly rising expenditures
has resulted in trade deficits for all but three OPEC
mombou. Unless otl production or prices increase
sharply, every- member, including Sauoi Arabia, could
slip into deficit by the end of 1982.

These deficits, exacerbated by the continuing
Iran-lraqi war. are already beginning to take their toll
as the most hard-pressoc  ountrtes. in soarchn of
revenues to pay for toda> j imports, produce as
mucn oil as they can sell. Moreover, with declining or
even stable prices and real linflation-adjusted | interest
rates at their highest level tn history, the slogan that
oil in the ground is a better investment than money in
the bank is obsolete even for countries that do not
have an immediate cash-flow or foreign-exchange
deficit. In the 1980s, it is hard for even a cash-surplus
oil-exporter to avoid recognizing that oil in the
ground it a non earning auet. which ought to be
cashed out to the proceeds can be invested in high-
yielding financial instruments. This doctnne is just as
true and may be just as self-fulfilling today as was the
opposite notion in 1975 or 1979

To put OPEC's weakness into further perspec-
tive. consider the following:

e In August 1982. world crude utl produc-
tion was about 54 million barrels per day. Out
of thu total, the Saudi share was about 5.5
million, or 10 percent: all of OPEC was produc-
ing ibout 17 million banels per day. or 31
percent of world supply. If new production in
non-OPEC countries plus further declines
in consumption were to equal only 10 percent
of present world demand. OPEC's members
would have to reduce their own production by
32 percent in otder to defend any chosen pnee
level.

Saudi Arabia, which has already reduced its
exports by 45 percent over the last year, cannot
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and will noi accommodate much of this burden,
as a 10-percent shift tn world supply or demand
would be just about equal to the country's
current export volume. Further growth in
non-OPEC production and a further fall in world
consumption are not only plausible but nearly
inevitable. Thus. Saudi Arabia's reign as world
pnee-maxer ts ending virtually as soon as it
began.

¢ Conservation, fuel-switching, and reces-
sion caused the noncommunist world's oil
consumption to fall by 7.5 million barrels per
day between 1979 and mid-1982. If consump-
tion declined by only half as much over the next
2 years. OPEC's output would have to tall oy
in amount equal to the combined production of
Kuwait. Libya, Algena. and Indonesia m August
1982. or oy 68 percent of current Saudi output.

¢ Crude oil production from Alaska.
Mexico, and the North Sea increased by more
than 4 million barrels per day between 1977 and
1981. If all non-OPEC producers were to in-
crease their output by another 4 Million. OPEC
could maintain cont.ol of pnees only if its
members could cut production by at least the
equivalent of 73 percent of the August 1982
Saudi Arabian production.

*« Proauction from Iran, the world's former
number-two oil exporter, has fallen 4 million
barrels per day from its 1974 peak. The former
number-three exporter. lIraq, is producing 2.6
million barrels per day less than its 1978 peak it
reached in 1978. If the war between these
countncs should end and they returned to the
market with their 1978 sales volumes, other
OPEC countnes would have to curtail produc-
tion by an amount equal to 90 percent of the
August 1982 Saudi output.

« Finally, if by chance the last three
developments all took place, and if OPEC hoped
to sustain world prices at cunent levels, it would
have to find placet to cut production by at least
12.7 million barrels per day— 75 percent of the
organization's current output, or 231 percent of
August 1982 Saudi production.

The range of condition* within which OPEC.
Saudi Arabia, or anyone can continue to dictate or
even defend the level of world oil pnees is thus
extremely narrow. Tha reckless opportunism that
held sway in the 1970s u now taking its toll. Long-
term changes in supply and demand advene to
OPEC's interests have been under way ever since the
cartel's fint big coup in 1974. As these changes
become visible to evrryoody. the mystique that has
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been OPEC'’s chief source of power will vanish along
with forecasts of hunareddollar oil. The world
market will soon be. if it is not already, out of
anyone'* control.

What Have We Learnod?

A big new disturbance in world oil markets
could push pnees either up or down. It is still con-
ceivable. if only hareiy so. that a snarp economic
upturn and an exceptionally cold winter could com-
bine with the right kind of Middle Eastern political
cnsis and send prices soanng for a third time to levels
significantly above those rcacncd in 1980-81.

The probabilities, however, weigh heavily on the
other side. There is a huge ovemana of excess produc-
ing capacity in the oil-exportina countries. Several of
thpm are in extreme fiscal distress; Mexico in parti-
cular has both the ability and a desperate need to in-
crease oil exports. Meanwhile, the pnce-induced flight
from oil is still »athering a momentum that will not
be socnt for years, no matter wnat naopens to oil
prii.\ m:r>day

.Mi of these forces together, not to mention a
e orldwtde economic slump that is far from over, add
jp to irresistible downward pressure on oil pnees.
Pnees must eventually go down, and they must go
down substantially. The senous questions are wnether
they will descend smoothly or chaotically, and how
deep they will go. There is still a sliver of a chance
that pnees could firm for weeks or months, or
even-tttven the unlikely coincidence of e -ents des-
cnbed above—increase i ice more. But an oil market
collapse thu year or next has a far bigger likeli-
hood-a collapse every bit as spectacular as the two
pnee eruptions of the 1970s.

Looking bac* across the years of OPEC and
energy cruet to the relative tranquility of the TRC
era and beyond, there are several lessons for the
future.

1. Worlds* de scarcity and rising real resource
costa hal little or no direct responsibility for
the energy pnee upheavals of the 1970*

The earth's known resources still include plenty
of crude oil that could be developed and produced at
rrsource costa (capital, material, and labor cosui well
below 1973 real pnees. Conttdenng these resources
alone, there u enough low-cost oil left to sausfy the
world’s current rate of consumption for several
decades.

2. In the absence of an effective pner-makrr Ilk*
the Texaj Railroad Commission, crude-oil
markets are inherently cyclical.
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Oil demand is highly responsive i"elastic"! t<1
pnee changes, but this response is very slow-, becaust
fuel-use patterns arc embodied in capital goods whosia
turnover is measured in decades: buildings, transport
tation equipment, industnal machinery, and produc
tion processes. For the same reason, demand t
exceedingly inelastic to pnee changes in the shorBj
run. This contrast between snort- and long-tenrj
pnce-responsivencsi inevitably fosters cyclical pnci
behavior. In the 1970s, short-term pnce-inelasticity
spawned a steep cyclical upswing after yean o;K
artificially-maintained stability, and in 1981, a high™
long-term prtcc-elasttctty ftnalt* began to show itsoli
in the beginning of a downswing. a

If there is no "$urac-tank" or <damping’’ mech V
anism comparaole to market-dcmand proranonmg."

moreover—

3. Market structure and psycho'ogy can exagger-J|
ate an episodic oil-pnce fluctuation, up nr
down, far out of proportion to the original
supply-demand unbalance that triggered it.

Inventory accumulation or liquidation, the
financial position of major producers, and consumer
panic can all cause markets to behave perversely over!
a "thort run" that can last for several yean. In ajj
mockery of the "normal* supply-demand map. an
oil-pnce nse can for a while create an incentive to
build inventories, and sustained pnee ntes can en-H
courage the withholding of production. A pnee re-1
duction. likewise, can provoke liquidation of tnven
tones and the expansion of output. As a result—

4. A small excess of demand or supply, real or
imagined, can send the market soaring or
plummeting far beyond the pnee level Ihal n
ultimately could have brought it back into

balance.

Thus, there ts no stable equilibrium toward b
wnich an unregulated petroleum market unfailingly E
"hunts" once it is disturbed. The upheavals of the =
1970s. which earned pnee* well above any level that
could be long sustained, hav* now set the ttage fora
det -ent far below the range of sustainable pnees.

5. No cartel or regulatory system could have
held world oil pneet at the low levels of the K
early 19701, and none can do so in the |
future.

Before 1973, itatc regulators in the United
States and the cartel of international companies |
maintained pnees that were above the shoneit-tcrm
"marxet-cleanr.g" level*, but which were rtsll so low
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that oil totally dominated transponation-fuel markets
leven capturing railroaas that had earner been pow.
esred by electricity gent-rated from coall. Except in a
small corner of the United States, these low oil prices
virtually swept coal from tne world's markets for
industrial boiler fuels and oraaniccnemicai feed-
stocks At the same time. However, the prices were
too low to perpetuate the surplus oil-producing
capacity in the United States, to which the state
regulators owed their mantel power. Thougn the
world's stock of very low-cost oil was still immense,
the loss of spare capacity in the United States concen-
trated the power to ramdly increase or curtail pro-
duction in a handful of economically underdeveloped
and politically turoulcnt countries.

The problem, therefore, was not a permanent
worldwide scarcity of "cheap ' oil. Instead, it was the
absence of short-term oil-demand flexibility, to-
gether with the disappearance of the short-run
supply flexibility that nad previously been exercised
by governmental and private institutions consciously
striving for market oroer In tnese circumstances, a
relatively small curtailment of sales by alew produc-
ers openly aiming at market dttruption could and did
trigger an upward explosion of pnccs. If world oil
prices now fell to pre-1973 levels itn constantdollar
terms! once more, a world-wide “energy cnsis" would
be with us again sooner or later Likewise, however—

6 No group of producers could long hold world
oil pnees at the high levels of the early 1980s.
and it is unlikely anyone will ever be able to do
Ss0.

Today's pners area not viable, because they are
well on the way to pneing oil out of both the indus-
trial fuels market and the market for petrocnemicad
feedstocks. If prolonged, today's pnees would even
begin to erode oil's monopoly in transportation-fuels
markets. Oil at 530 and up has. therefore, guaranteed
*he emergence of excess producing capacity not in
just one or a handful of political entities iTexas and
Lousiana. for example, or Saudi Arabia. Kuwait, and
Abu Dhabil. but all over the globe

7. Market stability at any pnee requires the
supply-demand balance to respond promptly
and In the normal direction to any pnee
change, and requires and requires prices to
respond promptly and ui the normal direction
to any change in the supply-demand balance.

If the world Is to avoid repeated violent swingi
in oil pneet. market amngements mutt be such that a
small rise in oil pnees can cause either a suable

PAGE 13

increase in effective oil supply ora suable decrease in
oil consumption, or both. A small drop in prices
must, likewise, be able to induce a prompt reduction
in supply or increase in consumption.

S. .Short-term supply-side adjustments that
foster pnee stability rather than instability
require a TRC-style pnce-makcr. hut none is
now in sight.

Any supplier or group of suppliers that hopes to
regulate the market must have the aoility and the will
to swing world oil production upward to satisfy any
surge of demand or supply interruption, or imore
importantly nowi to swing it downward in order to
make room for a surge of supply or slump in demand
The system run by the TRC. through underpricing.
destroyed its power to increase output whenever it
was needed. OPEC os such never had either the
will or the capacity to take responsibility, and Saudi
Arabia-out of greed or timidity, we may never
know— blew its chance. It has now. througn over-
pricing, destroyed its ability to reduce production
sufficiently to support world prices at present levels
or. most likely, at any level.

The only plausible new candidates for price-
maker may be PEMEX (Mexico's state oil companyi
and the U.S. Strategic Petroleum Reserve. However,
even if one of them maneuvers itself Into the right
strategic spot tn the world market, there is only the
barest chance that domestic politics in the United
States or Mexico would permit cither institution
to move quickly, independently, and responsibly
enough to serve as the world's oil-tupply balance
wheel.

9. The only prtcr level that even a supply-side
pnee-maker can maintain for long ts one that
fosters demand-side liability as well.

10. Specifically, the range of sustainable oil
pnees is limited to those pnees at which oil,
coal, and gas are effective and close competi-
tors in the world's markets for eiectncal-genrr-
ation fuels, industrial boiler and stationary
nesting luels. and petrochemical feedstocks.

If the pnee of oil remains within a range where
oil. natural gas. and coal effectively compete for
industrial tales in N'onh Amenea. Europe, and East
Aua. many of the world’s large energy consumers
will find it worthwhile to install dual or multi-fuel
capacity, expressly in order to take advantage of
small shifts .n relative pnees. The ability of a large
consuming sector to switch fuels rapidly in response
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tn I'nnngi'’K in rvintivr furl prim or availability would
I'rtvmpt the |MTWrst* market behavior that has
liernntleil small market snocks to explode into global
»ri»e». Multi-fuel consumers would simply let go
of enough oil in a tight market, and absorb enough
additional oil in a slack market, to avoid even the
illusion of a pnysical! shortage or surplus, The greater
this demand-side flextoility becomes, the more
modest will be the world's need for a supply side
pru e-maker like the TRC. tne less onerous will be tne
pnee-maker's task if one is still needed, and the less
damage an incompetent or irresponsible pricc-maker
will be able to cause.

11. The most stable and easily sustainable pnee
range is probably on the order of S10 to 518
per barrel (in 1982 constant dollarsi. delivered
to the world's major consuming regions.

Unlike pre-1973 prices, the 510-t0-$18 pnee
range is high enough to cover the cost of mining and
transporting coal, and burning it in an environment-
ally acceptable fasnion. aimost out not quite every-
where in the world. These prices are also htgn enough
to justify shipping liquefied natural gas iLNGt from
any low-cost gas-producing area near tidewater to
almost any port in the world, and to justify building
tiansconttnentai natural-gas pipelines ithough maybe
not the Alaska or Yamal pipelines). Pnccs in this
range would still leave oil holding a significant frac-
tion of the markets for electnc-utihty and industnai
b ider fuels and for petrochemical feedstocks. Any
pnee excursion outside of thu range, however, would
still cany the threat of pnees sharply fluctuating
farther away from, or substantially overshooting, any
attainable equilibrium.

Hutory offers some empirical support for the
viability of a long-term world oil pnee in the 510-ia-
S18 range. Over 110 years of crude-oil pnee records
tn the United States, the average pnee in 1982 dol-
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companw* hae* acutll»d *v*ry maior unaubaidiaed ivntntnc
fuel* proi*ct ui North Am*rtca. and moat of th* uoatdued
on*a to hoot. OS gompaniee ar* cutting tack maaaivetv on
druling proram* hut Ui* mon Kiting indicator n( th* dratnc
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lars has been almost exactly S13 per barrel and.
despite an average constant dollar price fluctuation of
more than 20 percent per year, no long-term trend
can be detected. (The average 1982-dollar pnee
between 1871 and 1925 was 512.96 per barrel, and
the average price Between 1926 and 1980 was 513.04
per barrel.)) Thus, the safest guess as to the average
crude-oil price over isayi the next 25 years may be
about S13 per barrel in 1982 dollars. Howevei—

12. These generalizations do not warrant a
forecast of a 513 pnee. or any other specific
pnee at any specific future time.

In the absence of a secure mechanism forgetting
world oil prices into thu range and keeping them
there for several years, and in the absence of a com-
petent and responsible successor to the Texas Rail-
road Commusion. the prospect u for wide and
unforeseeable fluctuations in world oil prices like
those that occurred before the TRC took control in
the mid-1930s. The managing director of Royal
Dutch Shell. D. dcBruyne. summarized the new
outlook well wnen he wrote that "we are m for a
period of severe and unpredictable discontin-
uities." 19 The most ambitious forecast we dare make
with any confidence is that—without some new
market-ordenng mechanism, which is not now in

sight—

13. World od pnees w-d fluctuate both ran-
domly and cyclically. In any given future year,
however, the most likelv pnee will be far below
1979-1982 levels.

In summary, there u no basis in geology, re-
source-economic*. or hutory for predicting a never-
ending increase in the real pnee of od. Pnvate invest-
ments and governmental institutions founded on that
proposition are sure losers.

chang* in ih*tr expectation* it th* fact that ISry ere now

paying only about naif et mueh per barrel for rrot-ed petrol—
eum retenet at they w*r* paying in tat* 1980. (On th* laal

point. *« B F. Picchi. “Th* Valuation of U.S. F*lrol*um

R*»*r»»t  Exploding th* Myths"™ in Salomon Broth***. Inc.

Stocx R****rcfwindu*try Anatyaia. October 15. 1982.)

Th* cnang* in th* *n»r«y mara*t did not tak* everyone
by aurpria*. For *ariy warning! in Aiaaka or from Alaakaru
about th* impending turndown in oil price* and alata r***nu»*
»* my remarx* in Ih* minute* of th* U.S. Department of
Commerce Economic Adniory Board during 1979 and 19A0i
atao A R- Tuaaing. "Th* 198) Oil Frlc* Outlook™ in The
Economic Oul looa for 1991. University ol Michigan, Novem-
btf 1980: A Il Tuaaing. "Will Oil Fneea Keep Kiting' Mayb*
Not." Anchorage Dally S“ewe. February 14. 1981; Jon Mat-
thtwe. "Stat* R»e*nuti likely WiU Orop; 0(1 Fricva ara
Heading Down, ".IncAorace Daily Sewe. May 29. 1981; AR
Tuaa*ng, "Alpeteoe CoJtap** Haa Uuona for Budgtt Plan-
ners." Antnanege Daily Serna. May 25. 198). Bob Shallit.
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Ua\d2_ 7%
¢+ ASSUMPTIONS

North Slope 011 Prlces

On December 17, 1970, OPEC announced from Abu Dhabi that the price of
Arabian light crude oil would escalate from $12.70_to $14.54 Per barrel
by October 1, 1979, an increase of 14.5 percent The price of oit was
Increased to $13.33 on Januar¥ 1, 1979 Increase of 5 percent [r)/
$12.70).  However, short)(] [ the December announcement that OPEC
members were |ncreasrn t err of cial prices an average of 10, percent
during calendar year 1979, a political revolution n Ifan eliminate

crude exparts frgm that country The international crude market lost
about 5 million barrels a da)( and spot prices for crude oil soared to as
mucn as $31 a parrel - over twice the gfficial base price. As a consequence
of this event, an extraordrnary rice fixing meeting of the OPEC countries
was held 1n Geneva on March 26° t0 set prices more n line with spot
market levels, ft that meeting the base price of Arabran light crude

o] was raised to $14.54 per barrel. mcreas% that was not to have
taken efrect until Octoper 1. 1979, Since this historic me°ting, soot
market prices have contrnued to increase and OPEC IS once again exb]ected
to srgnrfrcantly rajse the hasp price of Its benchmark crudé oil wnen it
convenes in Gerieva laf.rr this month. In this forecast, _we are assumino
an 1l percent weighted average OPEC price increase for TV 1980 when

A

compared to our March 19*9 forecast. ™ In addition, we have assumed an
%%%st(s) the discountinc oi Alaskan North Slope crude on the West ano Gulf
h%ed average OPEC prices 1| crease over the 17- )rea r for ecast period
12,94 In"FY 19/9 to $44.7 FY 1995; rouan 1.5 ercent
avera?e per annum increased |T eTuhted avera?e wellh d values_for oil
royal calculatrons for Prtrdh e Bay range from a low of $5.17/8 in
to a Igh of $32.95/B [n FY’ 19957 The wergh ted average annual
wellhead values for royaltv calculations for FY 1979-FY 1985 ~given the
cast. are roughly:  $5.17, §8 91 $10.87,

assumé)trons made in this for%
$16.84. and $18.30. Werghted average wellhead vajues

%or ol roya ty calculations are neé of field cost deductigns. Field
costs are not deducted from wellhead values for purposes of severance
tax calculations.

'APS tariffs in this 17-year forecast were based on a number of scenarios
tor the estimated gross revenue requirements of the grpe ine companies.
In te majority of case% It was assumeca that the TAPS owner compan es
wou recef)ve the rate base and rate of return which they requeste
testimony before FERC

Tanker tarrfts and refinery market delivery forecasts were based on data
d by the Peéroleum Audit Su ervisor's office, Journa articles,
R gstu les and various stud |es done bY overnment and private
age cies. Tanker tariff scenarios were intlated on the average at
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roughly 4 percent per annum due to the capital intensive structure of

tanker oPeratrons Market first sales in the March 19/9 forecast were

assumed to reflect the average of the first sales including July 1978

through December 197B. _West Coast first sales (including Alaska)

averaged approximately 786,000 R/U and Gulf/East Coast (g rans-Panama)

first™ sales avoraocd around <103,000 D/0 over this period. . More recently

In FY 1979 (October 1978 through March 1979), West Coast first sales

have averaged around 814,000 87D and Gulf/East Coast first sales 309,000 8/D.

West Coast™ first sales |n this forecast were assumed to average only

7/0,000 B/D.  The remarn nq through ut was assumed. to pe delivered

through the Panama Cana until the Northern Trer ||ne becomes operatronal

It was assymed that the Northern Tier ||ne wou Iperatrona at

700.000 D/D by the third quarter of FY . 1h e No thern Tier Tine was

%rven a 50 percent chance of being burlt and 1t was .further assumed that

0 deliveries to Japan would be made. The Long Deach to Texas oipeline

{EA TCX) was [)Ot mcludeﬂ in this forecast due”to Sohio's recent announcement
at 1t was abandoning tho project.

North Slope Gas Prices

Under the |nter|m ruIes nf the Natural Gas Policy Act_of 1978, the
cel |ng grrce of Prudhoe Ray gas as of December 1, 1978 is SI.63 per
iven 1.092 MWRTL per"Mcf, Prudhoe Bay rgas will realize a field
value of S1.78 per Mcf, Assumrng 6 Eercent Infration per annum  Prudhoe
gas should command S7.*? Per Mct by FY 1985—the earliest date that vve
re forecasting throughput along the Alcan. FERC recently ruled t
conditioning costs to”remove the carbon djoxide and natural gas ||ourds
and to compress ana chill the gas should be deducted from thé ceilin
prrce that ‘prodycers r»c™ Ve for the gas. ~Assuming conditiomnc cOStS
of SI.21 per Mcf In 1985 dollars, the weighted average wellhead value of
Prudhoe Bay gas (after deductrn ‘conditioning costs) by FY 1985 was
assumed to” be about Sl.a1 cf. . However ~allowance$ were made in the
rrcrngD scenarros for the gossrbrlrt Ihat the costs of condrtronrn%
could e s ar% ?/ the gro Hrcers an Pge ine companies cr that either
could end up bearing th | cost burd

North Slope Oil Production

Multi?Ie well and production scenarios for oil and gas were developed
from forecasts furnished by the producing comBanres and the Divsior of
Qil and Gas Conservatjon. “Simulation ruh numoer 3A of the Division of
Oil and Gas Conservatron served as the haseline case for the throughput
and well scenarios. Welghted average North Slo e 0ll nroductron Was
rl)redrcted to increase from a low of” 1.184 MMBID in FY 1979 to e high of

5 D for FY 1986-1989 and then to decrease to 705 MVBID by
FY 1995, North Sloge productron other than Sadlerochit was assumed to
begin in FY 1982 1995, " TAPS throu%hput was not expected ]1 exceed t
cufrent 1.23 MVB/D ca acrty until the thrrd quarter of TY 980 erghted
average volumes for the next five E?/ears rnnrng with FY 1979, weré
?gss%necdntr%lr? e 1.18 MVB/D. 1.26 KMB/D, 1.35 MMB/D.” 1.43 l\/l\/Q/D and 1.5 MMVBD
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North SIpop Oil Prires

World petroleum market developments durrng the first three quarters of
1979 have proven in re cnremely difficult to forecast. Tears of world
crude oil shortagel »'stimated to_be from 2 to 9 million bayrels per day
‘sesulted in nea>"ranir bnyinu.  The resulting market disorder forced
OPEC ministers to_mrct in extraordrnary session twice, once in March
1979 whpn the offic.v OPEC marker crude price was raised to S14.54/B
ana p am ate In June 1979 when the OPEC marker crude price was uuped
| Even rrie»- these cumu atrve price increas s, Whrgh eq uaIIed

arproxrmatey ? percent 'nr Sauor Arabian Ldg t cruoe otl over
60 percent tor cmer OPIC .'o ucers) worpl emand remarned nrah F s
wre that only minimj amounts of crude ol ffictal prices" wou
b” available to mfming companres and countrres wrthout guaranteed
sources of crude e*i. tnr example, U.S, Gulf Coast refinérs saw the
“oftrcral"' FOB once «f M>xrcan cr ide oil rrse 755 percent from (?13 .10/0
to S22.60/B In six-nenth en petroleum buyers were force
buy crude on the open market the also found that Spot market crude oil
prices were even mane" ‘some S |pments were quoted ‘n the *36.1)0/6
range.on the Gulf toast), in this kind of market, given the wide rnnue
of prices (0 ffrcral < spot) and differences in specific company
transfer pricing practices (sales to affiliated parties versus sales to
third partres? ] surprrsrng that declared, cre-audit destination
sales prices for Pmuuno Bav vpe crude oil are uifficult to forecast.
In this forecast wp «r*me that no further :ncreases will he announced

EC until Decenmpr 1079. However, due to the decline of the dollar
and due to Saudi Arabias’ relatively tow market prices fur crude oil in
the facp of growing rconrvpic pressure to increase thaé Errce. nas
been assumed tnat DR marker price will be raise percent effccrive
anuar}/ Aft**" this coint mere mooerate uuarterly -.ncrcases are
Borec ed’ as OPEC mov’x to maintain the real dollar price of "1ts” crude

Given these conditions, it is assumed that weighted average OPEC prices
over the 17- yne(ar 'nrecast period will rise from S12.91 in"Fv 1379  to
S18.37/B 1n TY 1980 to S$51.32 by TY 1995-- rouonly a 9.0 percent average
per annum increase. Weighted- averaoe wellhead values for oil rogalty
calculatrons fpr Prudhoe Bay ran%e a low of S5.22/B In FY 1979 1o a
hrg?h of $32.95/8 In 1Y 1?95 wel te avera e annyal wellhead
values for royalty calculations for F -FY 1985, glven the assumptrons
made |n thrs orecast, are roughly: 85 22 $12.05, 115,02, $17.62,
$19.70 and 123.82.  These weighted- qverage we ellhead values’ for
cost deductions. On
e

0il royat catcu lations are, however,’not
the other Y?

nd, ffrld costs z]\re not deducted from wellhead values for
purposes o

severance tax calculations.
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Projections of TAPS tariffs, as a component of transportation costs, in this
17-year forecast were based on a number of scenarios for the estimated

gross revenue requirements of the Plpellne companies. In the majority

0f those scenarios it was assumed that the TAPS owner companjes would
receive the rate base and rate of return which they requested in testimony

hefore FERC.

Tanker tariffs and refinery market delivery forecasts were based on data
supplied by the Petroleum ‘Audit Supervisor's office, journal articles,
company stddies and various studies done bY overnment and private
agencies. Tanker tariff scenarios were Intlated on the avera%e at
roughly 4 oercent per apnum cue to the capital intensive structure of
tanker operations.  Mrket sales b¥ destination_in the September 1979
forecast were adjusted to reflect the average first sales reported
during the first six months of 1979. During this time rougnly 850,000 B/D
were delivered to_the West Coast élncludlng Alaska and Hawaii) while
Gulf/East Coast 6Trans-Panama and four Corners PIPGH[C deliveries were
agprommately 340.000 R/D. These actua] West Coast shipments were .
10 percent acove earlinr nstinates ot the abl|lt%/ of West Coast refiners
to a?sorb,P_ruonoe,Bay type crude oil.. Undqubte Ig, the world gr%oe oil
§uPpy crisis durino” “"Iranian crisis period led to increased buyer
ntcrest in Alaskan oil. “or this reason, peak West Coast sales may
decline sonewnat frnr r-n levels reached durlnE the last several months
should worlc crude qil shortages hegin to slacken. This has been allowed
for in the current forp'-ast. ~Until "the third quarter of 1982 it 1s
assumed tnat Prudhoe Dav c»*ude surpluses will be shleed through the
Panama_Canal and ‘cu® 'nrners Pipeline to Texas, Gulf/East Codst markets.
Beginning In tne second quarter of 1982, it Is assumed that tnere IS a
80 _rl)tercent possibility that the Northern Tier pipeline project will be
uilt.

North Slone Gas Prices

Under the interim rules of the Natural Gas Policy Act_of 1978, the
ceiling price of Prudnoe Bay gas as of December I, 1978 is SI1.63 per

-~ Given 1,092 MVRTU per“Mcf, Prudhoe Bax Pas_wnl realize a_field
value of S1.70 per Mcf, Assuming 6 E\?rcent Inffation per annum. Prudhoe
gas should command 52.52 per Mcf by FY 1985--the earliest date tnat we
rc forecasting production or throughput along an Alcan route for a
gas pipeline. “FERC recently ruled that conditioning costs to remove the
carbon dioxioe and natural gas |iquids_and to compress and chill the gas
should be deducted from the“ceiling price that producers receive for the
gas. Assuming conditioning costs of S|.21 Ber cf in 1985 dollars, the
weighted average wellhead Value of Prudhoe Bay gas (after deductin
conditioning costs) by TY. T985 was assumed to”he about SI.3L per Mcf. |
However, allowances were made in the grlcm? écenarlos for the possibility
that the costs of condltlonln? could be shatred by the produgers and
Bbpr)gélnne companies or that either could end up bearing the full cost
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ASSUMPTIONS

North Slope OU Prices

Of the many input assumptions. wmch are used in preparing this forecast,
none are as important or difficult to forecast as world 0il prices _for
crude oils comoaraple to those produced in Prudhoe Bay. During 1979,
world oil markets have been extreme)(] disorderly. At’the last three

OPEC neetrncs the carte dele ates have_been unabIe to establrsh

srngle C0 erent Prrcrnga oo racture During t e year at east tnr e
distinct oriclno tiers grste ) the moderate OPEC group ){

Saudj Arabia atabout ilA . ) the radical OPEC grou Ied b ran

at about 523, 50/B, and (!) me spot market se%ment (5 percent to 15 ocrecent)
used by all OPEC govprnnoh--. at about $30.00/ . These prices
merely” represent & snapshot of a hr?hly volatile market which 1s evolving
ina very complex and uncertain world settino. Among the many unsettling
factors wnich complicate me analysis of supply, demand, and price of
world crude oil are; r ) confusion as to_the onset, severity and duratron
of the long expected (J.h. economic recessjon, (2) worldwide capital

flrght from financial racer assets to real assets (gold, silver, art.
income producinc rnsourc0*. etc.), (3) threats of contiued revolution

in Iran with_ t*e potential loss of 5 percent of the world’s oil production,
and (A) continued ambiaiity am uncertainty in U.S. energy policy regarding
mtenaeq glans to comulnmry deregudate U. crude oil prices at”me
wellhead and imposition n Win profits tax As a consequence,
the future for world crurtn "r prrces ap ears to he h g hly .uncertain and
prd tlhrs reason a wide >wc* of assumptions has been uSed” in the simulation
mode

The ét trnn%q ﬁornt In asi»* »rnﬂ potential future pr ce movements 1p the
worl arket oegrns with the reexamination of ~ecent trenos. Between
SeptcniDer 1979 Frd ccemhrr 1979, most of the major oil ex ortrneg nations
ralsed therr oil _prim? ‘m or above the price ceflings establishéd a
the June 1979 OPE meetrng r%ot market prrces trended upward ‘rom
530.00/B to SA5.00/B.. Un"Decemoer 13, a week prior to the Decemper OPEC
meetings, Saudi A Dra, and sy seﬁruent y three other OPEC countries,
announced a 56 incy eas% in t r.ee of r %e oil retroactive
roua t t e once o the ell-wether, Saud

to Nuvomoer 1 9

h é crude, t S24.0D/B. With t reem tive move th)e Saudi government
to moderate furth R]rce rncre Ses at were e a?reed ugon In

Caracas, Venezuela on Dece . 1979, At that OPQC meeting, once

again no agreement on a unified price structure was reached even though
the Saudi’S were said to have offered f? ncrease tneir cere 0il prices
by an additional S2.00/B or aoproximately 8 percent. At the close of
the meeting, OPEC members >/erﬁ allowed to price their orl as market
conditions would allow. ~In this situation' the only fact that 1s known
with certainty is that the oil price assumptions used in the September
quarterly forécast were too conservative.
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Given those conditions, it 1s ossumed that werghted average OPEC g IC
over the 17-year forecast will rise from S21 % /B In FY 1980 Lo $28 8
In FY 1981 t0 $81.29/D hv FY 1996-- roughly 6 .percent avera%e per
annum Increase. Weiohted average well ead vaIues for oil royalty
calculations for Prudhoe Bag ranr]:re from a low of SI2.66/8 in"FY 1980 to

a high of $70.G6/D in FY 1996,  The wer%hted average annual wellhead
valugs for*To¥a7T7 calculations for FY 1980-FY 1985, given the assumptions
made in th&s orecast, are rouaD 2.66/B. il0.37 26.G4/B,
§30.95/B, $33.51/D, and $37 10/ These weighted avera?e wellhead
values for oil_ royalty calculations are, however net of field cost
deductions. On the ofier nano, field costs arc not deducted from
wellhead values for purposes of severance tax collections.

Projections of TAPS tanffs., as a component of transportation costs, .in
this 17-year 'precast were based on_a number of scenarios for the estimated
gross revenue requiretrenrs r.f the Prpelrne companies. In the majority

0f those scenarios u was assumed tnat the TAPS owner companies would
he(tgr\eeFtE}Et% rate base ann rate of return which they requested in testimony

Tanker tarrffs and refinr>r, market delivery ‘orecasts were based on data
rg plied b the Petroleum Audit Supepvisor's office, journal articles,
pany stu les ano_various, studies done bY overnment and private
encres Tanker tint* s.'erarios were intlated on the avera%e at
E y 4 percent per. ennum due to the caprta Intensive structure o
tan er operations. li*nei s*les bv destination_ in the December 1979
forecast were adjusted to rnflect the average first sales reported
during the first nine mouths of . Durrn% this trne roughly 070,000 D/0
were delivered to_th* Wrst rna*t rncIu ing AUs«a and Hawgii)” while
Gult/East Coast gTrans *anar*) and Four Corners Pipeline delrverres were
B ?xrmatel 000 D> und'ubtedly, the contrnurn% worId crud e 0|I
B shortace led to rncreased buyer rnterest In Aleskm oil,
thrs reason eak. West Coast sales ma%/ decline somewnat from the IeveIs
reached durrné) tne Iast several months should world crude oil shortages
rn to slacken. This has been allowed for in the current forecast’
Un | the thrrd ehrter 1982 rt IS assumed that Prudhoe Bay crude
surp uses will he shi ’o d through the Panama Canal and Four Comers
Pipeline to Texas Gulf/East Coast markets. Beginning in the second
Quarter of 1982, it .is assumed that there rs g 0 percent possibility
that the Northern Tier pipeline project will be bu’

North Slone Gas Prices

Under the interim rules of the Natural Gas Policy Act_of 1978, the
cer rng Errce of Prudhoe Bav oas as of Oecember 1, 1978 is ?1 63 per

iven 1.092 KHBTU per Mcf, Prudhoe Bay rq s will realize a_fie|d
vaIue of $1.78 p M f, ~Assuming. 6 Eercent infration per annum, Prudhoe
gas shouI command $2 52 per Mcf by FY 1985--thp earliest date that we
are orecast R% Pro uction ?r throughput alonP an Alcan route for a gas
pipeline. TERC recently ruled that”conditionfng costs to remove the
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ASSUMPTIONS
Xanation

The outlook lor inflation continues to hr mixed nr uncertainly over the
direction of monetary policy at 'he Central Dank hat kept raal Interest
rales relatively high whether tho federal Reserve will continue lo
watch tho monetary aggregates r.onr to provide liquidity for the currant
economic recovery or rel money supply growth lo keep inflatino in chock
ia s key question. Th« overriding consideration It perhaps the economic
philosophy and goals of the Reagan administration, which appears willing
to swap hither unemployment for lower rate* of Inflation. tn any ovcnt.
as always, a wine range n( inflationary scenarios were considered. The
weighted averager fait is assumud to he 6.7 percent through PY 19V6
risinf, tn 0.R6 percent in 1985, 7.5 percent in 1Y 1906 mid ruur.hly 6.5
percent fur IT 1981 tv lave Tho weighted average inflation assumption
lor fY 198/it 1999 represents an annual rate nf Infltlinr< a full
percentage point below that assumed in December.

North 5lfcpe_f11 Prlcct
International Trends

At Its reccnv mooting in London, OPKC. fur the first time in lie
history, lowered its price vlructuro. The latest accord cut the marker
price of Saudi Arabian liyhl crude oil from STA.00/bhl to J79.00/bbl and
established a production filing of 17.5 million bhls/day. Production
quotaa were cel fur Individual member countries, with Saudi Arabia
playing Ilm role nf twin* producer ty adjusting itsproduction lo
presetvo the crude output ceiling.

This radical adjustment in the cartel's pricing and production policy
vat reached in the fare nf rapidly drLcrloreting crude oil prices
world wide and a shrinking market for OPKC rrude oil. The financially
weaker members. such as Nigeria, were increasingly under pressure to
lower price or lose customers. It is still not clear whelhrr the recent
OPKC agreement is sufficient in stem the d-'wnward movement in crude oil
prices although spot prices have been relatively stable for the last
month or so  Many analysis have beon watching thu Urtlluh National Oil
Company's (UNOC) pricing policy since they arc sailers of rrude oil whu
compete for the same market as Nigeria. So far announced price cult nf
t .50/bbl by ONOC do not appear to threaten tha current price structure.

Tho current price structure of Internationally traded crude oil ie as

follows:

1. Saudi Arabia and other Arabian Cull "discretionary producers*' and
Irag around S?V/bbl.

?. Maiican light cruda oil, tomparohle to Saudi, al 1?9/hbl; wilh

heav?]/ Mayan cruda at S?Vbbl, comparable to Venezuelan heavy
which Is also at t?3/bbl.
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3. African producors of light sweet crude at 530.00 lo 530.30/bbl.

4. North Sea cnidv utl, comparable lo African Hcht oil, at 530.00
to 130.50/bbl.

5 Iran at roughly 576 00/bbl for comparable light crude oil.

Ac always, with a demand Induced supply overhang, resolution of OPEC¥i
current dilemma relies upon domnnd recovery. bow oil pricee should
Increase oil consumption If the price elasticity* of demand is at all
olgnlfleant. At the sam»time, low oilprices should provide additional
stimulus to the ‘eronnmlc recovery. Analysts dlsar.roe  about the
magnitude of the effect of an econmlc recovery oncrude oil demand
(Inrome elasticity of demand) since it is uncloar as to how much thu
recent decline in oil t-onsumntion is accounted for by structural change
(more cffirient automobile leet. Increased use of insulation) and bow
much by the idling of macMiery duo lo tho recession. Most analysts du
.igreo that the economic recovery will be slow and for that reason will
provide only minor stimulus tu crude oil r'ensuirptlon.

Although OPEC's current output is hovering around la million bbls/day,
current inventory statistics suggest that conciderable restocking
activity Is espected to occur in the short term, which should allow aume
incrcasr In OPEC production  tor the elimination of the current supply
overhang, OPEC members must resist the temptation to produce boyond
their quotas in response to a demand surge. These two feetorc result in
0 March production of somewhat lower near term crude oil prices and
lower growth rates over the neat three years than was assumed in tho
December project lone.

As always, wc have assured for forocastlng purposes a wide range of both
optimlutlc and pessimistic price growth sce<nrlos for the marker crude
nil,  The average assessment is for generally flat prices through
KY 1987 with reel or Inflation adjusted price growth resuming in the
late ]980‘s. The Saudi pricing asumptions in the short term reflect the
essumed market clearing price relhur than the official contract price in
ordor to minimise subjective adjustment of price premiums nr discounts
between Saudi and Aleskn North Slope crude oil. In thla forecast, it
was assumed that the weighted average market clearing price for Saudi
Arabian crude oil was 578 10/hbl In February 1983. Prico was assumed,
on average, to fall to 576.04 In April 1983 and to roughly 573.30 for
nt 1v84  increasing slowly thereafter(Graph A).  Over the 17 year
period, weighted average prirec for Prudhoe Bey type cruder are forecast
to rise from 578.93/bbl in fY 1983 to P?.3?/bbl in fY 1999 - roughly
3 9 percent average annual increase In nominal dollar terns.

Domestic Price Trends

Crude oil prices for domestically produced oil began to elide In late
December 1987 and generally stopped by the first of February at
53.00/bbl to *.00/bbl below December levels. The average contract price
for Aiaaka crude oil delivered on Vest and Culf Coasts waa relatively

6
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Sintus of Nol Profit Share Leases (NPSLs)

Bonus
Bid

Lenso  Snlo Leaso Unil
Palo

DiicblsJandJJnit
ADL 312828 30 01 Feb 80 Duck |slam)
ADL 312834 30  oi Feb bo Duck ISlANd
KiWfilhJM
ADL 355029 39 01 Aug 03 Kuupik
ADL 355031 39 01 Aug 03 Kuupik
ADL 355034 39 01 Aug 83 Kuupik
ADL 355035 39 01 Aug 63 Kuupik
ADL 355030 39 Ot Aug 03 Kuupik
ADL 355037 39 01 Aug 03 Kuupik
ADL 355038 39 01 Aug 63 Kuupik
ADL 355030 39 01 Aug 03 Kuupik
ADL 355040 39 01 Aug 03 Kuupik
ADL 364470 43A 01 Aug 64 Kuupik
ADL 364471 43A 01 Aug 64 Kuupik
ADL 364472 43A 01 Aug 84 Kuupik
ADL 364473 41A 01 Aug 64 Kuupik
ADL 364474 43A Ot Aug 64 Kuupik
ADL 304475 43A 01 Aug 64 Kuupik
ADL 364476 43A 01 Aug 04 Kuupik
ADL 364477 43A 01 Aug B4 Kuup*
ADL 36-1470 43A 01 Aug 84 Kuupik
Kupfliuk River Unl|
ADL 355023 39 01 Jim 0) Korun* fi,e«
ADL 355024 39 01 Juu RIKupan* Rie«
ADL 355030 39 01 JiiBIKupatuk n.,pr
ADL 355032 39 01 >4 81 Kup.in* riivf -
MlldC PODIUd>J
ADL 355016 39 01 Aug 6) Mine Pouil
ADI 355017 39 01 Aug 03 Mine Pomt
ADL 355010 39 01 Aug 03 Mine Poml
ADL 355021 39 01 Aug 03 Mine Pont
bioilbsJoiU'y]
ADL 312790 30 01 Feb 00 Nortiilai
ADL3I27M 30 01 feto 00 NotVi\ta>
ADL 312000 30 01 Fft>60 Nofffntar
ADL 312009 30 01 Feb 00 Nortnur
ADL 355001 39 01 Aug 03

NPS IF'~ xis NPSI

S7.524,545 00
SC 266.120 00

$55,515 20
$64,395 00
$64 000 00
$102 000 00
$117.216 00
$1,061.212 00
$241.920 00
$2,054 067 30
$102 580 00
$112,700 70
$119.153 71
$294 602 00
$294 602 00
$2 566 01
$507.158 00
$1 233 216 00
$1 102.720 00
$1 755.680 00

365 233 75
$984 758 40
$773 190 40
$262 295 80

$6)691 76
$351 000 00
$806 000 00
$757.177 60

$1843 71750
$1013 323 75
$) 003 005 00
$1 630.707 50

$77 144 64

NPS  Royally
Pofconl Porcenl
7959350% 200%
48 07031% 200%
30 000001; 125%
30000001 125%
3000000% 125%
3000000% 125%
3000000% 125%
3000000% 125%
0000000, 125%
30 00000% 125%
3000000% 125%
30000001  125%
2000000* 1254
30 00000% 125%
30 000001. 125%

30 00000%
30 00000%
3000000*
3000030%
3000000%

30 00000%.
3000000%
3000000%
3000000%

4000000%
4000000%
3000000%
3000000%

9320000%
91 20000%
0525970%
05 25970%
4000000%

P*Q o *2

125%
125%
125%
125%
125%

125%
125%
125%
125%

125%
125%
125%
125%

200%
200%
20 (7%

125%

Bid
Typo

Fiied Royally an NPS

rued Royally and Vnimblo NPS

FUed Royally and lued NPS
FUed Royally and lued NPS
Fuod Royally and Died NPS
Fuod RuyaMy and lued NPS
Fuod Royally and lued NPS
Fued Royally e~d lued NPS
Fund Royally and lued NPS
Fi>ed Royalty and lued NPS
Fiied Royally and Inn) NPS
Fund Royally and lued NPS
Fued R-yally and lued NPS
Fued Royally and lued NPS
Fued Royally and lued NPS
Fued Royally and fiied NPS
Fued Royalty and fued NPS
Fued Royally and lued NPS
Fuod Royally and lued NPS
Fued Royally nod lued NPS

Fued Royalty and lued NPS
Fued Royalty And hied NPS
Fued Royally and lued NPS
Ftfed Royalty and lued NPS

Fued Royalty and lued NPS
Fued noyally and fued NPS
Fued Royally and died NPS
Fiied Royalty and fun) NPS

Fued Royally and Varutie NPS
Fued Royady and Vonaiie NPS
Fued Royalty and Va-.aMe NPS
20 (7% Fiied Royalty and VanatAe NPS

Fued Royalty and died NPS

Unit

Actos Pioduclion?

3.068 49
1.81013

1.903 00
5.724 00
5.760 00
5.099 87
5.76000
5.724 00
5 760 CO
5645 24
126000
318000
5 759 00
4480 00
4 40000
381900
5 74000
364000
304000
304000

5.1/500
550000
4.4B0GO
5.100 00

507100
4 4E000
500300
5.12000

439202
4 472 37
343292
530130
5 744 00

Allocated

Yei
Ye»

Ye»
Ye*
Ye*
Ye*

Ye*
Ye*
Ye*

17MK

11 PM



Status of Net Profit Share Leases (NPSLSs)

Loa% Snlo Lease Unit Bonus NPS  Royally Bid
Dato Bid Porconl  Porconl Typo

Pl s 'ion Unit
ADL 312060 DO oi rot,eon iilomson $1,310,536 25 52 35200% 20 0% Fued Hoynlty oihJVminbio NPS
ADL 313109 36 OtAug B? PI IIKxnson S4.224.852 00 4000000% 12 5% Fiied Hoynliy und lliod NPS
ADL 343110 36 01 Aug 02 PI Itiomson $4,109.750 00 4000000% 125% Fiied Hoynliy end limJ NPS
ADL 343111 36 01 Aug 82 PI Thornton $15,355.000 00 4000000% 125% Fiied Hoynlty end luod NPS
ADL 343112 36 01 Aug 82 PI Ifio/nton $2,570,020 00 : 125% Fiied Hoyntly mid Iliad NPS
Not Unlliiod
ADL 312027 30 01 feb 80 $9,080 007 50 74 03000% 200% Fued Hoynliy nod Vntiabio NPS

Nrs leas Xis npsl Pigf2%+2

Unil Allocated
Acres  Production?

4.935 47
4,263 BR
1,920 00
2.400 00
3.440 00

000

312719 +'+41 PM
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ALASKA NORTH SLOPE NATIONAL ENERGY STRATEGY INITIATIVE
(ANALYSIS OF FIVE UNDEVELOPED FIELDS)

ABSTRACT

The U.S. Department Pt Energy was directed in the National Energy Strategy to establish a
federal interagency task force to identity specific technical and requlatory barriers to the development of
five undeveloped North Slope Alaska fields and make recommendations for their resolution. The five
fields arc West Sak. Point Thomson. Gwydvr Bay. Seal Island/Nonhstar. and Sandpiper Island  Analysis
of environmental, regulatory, technical, and economic information, and data relating to the development
potential of the five fields leads to the following conclusions:

»  Development of the five fierer, would result in an estimated total of 1.0ss million barrels of oil
jnd 4 4 trillion cubic feet or natural €as and total investment or S9 4 billion in 1992 dollars

o Itappears (hat all ive of tne fields will remain economically marginal developments unless there
is Significant improvement ~ world 0il prices  However, the analysis indicates that improved
technology and reduced > sts througn the combined cooperative efforts of industry and
government could make it economicay feasible to develop some of these fields

«  Costs of regulatory compliance and mitigation, and costs to reduce or maintain environmental
impacts at acceptable levels influence project investments and operating costs and must be
considered in the development decision making process. These costs can result in reduced
reserves and delays in development  Efforts to reduce these costs and impacts would be
beneficial to the development of the five fields and other potential discoveries.

J The development of three of the fields (West Sak. Point Thomson, and Gwydvr Bay) that are
marginally feasible would have an impact on North Slope production over the period from about
2000 to 2014 but cannot replace the decline in Prudhoe Bay Unit production or maintain the
operation of the Trans-Alaska Pipeline System (TAPS) beyond about 2014 with the assumption
that the TAPS will shut down when production declines to the range of 400 to 200 thousand

barrels of oil/day

J Recoverable reserves left tn the ground in the currently producing fields and soon to be developed
fields. Niakuk and Point Mcintyre, would range from | billion to 500 million barrels of oil
corresponding to the time period of 2008 to 2014 based on the TAPS shutdown assumption.



EXECUTIVE SUMMARY

1. Introduction

Flic National Energy strategy tNLS) issued in February 1991 sets out two fundamental objectives
to enhance energy security tine objective is to expand U.S. and worldwide oil production capacity and
strategic stocks, ihe second is to reduce U S. oil consumption through a combination of measures aimed
at Increased efficiency, introduction of alternative transportation fuels, and aggressive research and
development of new energy and on saving technology. As part of the objective to expand oil production
capacity, the NES wails tor accelerated development of fivt undeveloped Alaskan North Slope fields.
These tne fields are West SA. Point Thomson. Gwydvr Bay. Seal Island/Northstar. and Sandpiper
lsland  These tne fields arc referred to throughout the report as the five NES fields. The U S.
Department of Energy 'DOEi wes directed in the NES to establish a task force to identify specific
technical and regulatory harriers to the development of these fields and make recommendations for their
resolution  DOE has established an interagency task force consisting of representatives trom DOE. U.S.
Department of Interior. Environmental Protection Agency, Department of Defense (Army Corps of
Engineers). Council on Envit onmenial Quality. and Department of Commerce (National Marine Fisheries
Service) to identify specific technical and regulatory hurdles to development of these fields and make
recommendations for their resolution

The five NES fields arc known resource accumulations that have not been developed because of
technical or economic conditions or both. These five fields are diverse in terms of geographic location,
size of resources (potential reserves), areal exient. depih of productive horizon, type and quality of
hydrocarbons, age and luhologic character of the rocks of th; productive horizons, physiographic
position, and other factors that ultimately must be addressed in the decision-making process. All of the
fields are currently in a non-producing status and most will require further exploration/delineation hefore
development decisions can be made One result of this non-producing status is that public information
is limited on all five fields

This report provides the environmental. regulatory, technical, and economic information and data
relating to the development potential of the five discovered but undeveloped fields. Information and data
were obtained from open literature, industry, federal agencies, and state and local agencies in Alaska.
The production forecasts, investment forecasts, and operating costs used in the analyses were developeo



by the authors based on the available information and were not provided by any agency or company. The
environmental, regulatory, and icchmeal issues and the interaction of these issues with the economic
factors that control the development ot each of the five NES fields are analyzed. Sensitivity analyses
illustrate the relative influence ot these factors for a variety ot potential technical, regulatory, and
economic options providing the basis tor the interagency task force to develop recommendations to assist

in the development of these fields

Summary of Approach

In 1990. the DOE Office of Fossil Energy, in cooperation with the state of Alaska, conducted
a Studs ot the Alaska North Slope oil ana gas resources a report titlied. Alaska Oil and Gas: Energy
Wealth or Vanishing Opportunus™ was released in March 1991  The report presented an analysis ot
several potential scenarios concerning future production from the North Slope. The five North Slope
producing oil fields (F'rudhoe Bas Kuparuk. Lisburnc. Milne Point, and Endicott). two fields that were
nearing development tNiakuk and Point Mclntyrei. four of the five NES fields tWest Sak. Gwvdyr Bay.
Seal Island.Northstar. and Sandpipcri. and the potential development of three exploration areas were
analyzed for their effect on the lifetime of the Trans-Alaska Pipeline System (TAPS). The same hasic
methods used in the 1991 DOE report are used for this analysis.

The status of the five currently producing North Slope oil fields (Prudhoe Bay. Kupamk.
Lishurnc. Milne Point, and Endicotti and the two fields nearing productive status iNiakuk and Point
MclIntyrei are updated to provide a background for operations on the North Slope and expectations for
continued operation of North Slope infrastructure  Production forecasts and economics are updated to
1/1/92 using actual 1990 and 1991 production  An important factor affecting the future of these fields
and all future development on the North Slope is the continued operation of TAPS. Although the actual
minimum throughput rate for TAPS has not been established, a range of 400 to 200 MBPD is assumed
to illustrate the effects of a shu:down of TAPS ~ The minimum rate for operation of TAPS will be
determined by both mechanical and economic factors.

The development decision-making process for development of new fields on the North Slope of
Alaska is driven by economic considerations and acceptability of the environmental impacts. Although
the development decision-making process may differ by company, the fundamental steps arc () defining
the scope, (b) designing cnvironmenially acceptable development plans, (c) estimating uncertainty.

Vt



id) optimizing protect design, and (&> fnahzinirine development decision. The analysis of the five NES
fields is designed to take into account the evolving business environment, which includes <a) increasing
labor and materials costs, thi increasing technological costs and risks associated with developing more
marginal prospects in a harsh environment, (c) an increasing level of industry responsibility and costs in
dealing with environmental laws jnd reeulations. <> highly unstable oil prices, and (c) the continuing
need for additional revenue hv hoth federal and state sectors.

The method used to quantitv the value of the projects is the present worth (PW) of the project,
where PW is the cumulative after tax cash flow gencra.cd from the project's time sequenced revenues and
expenses discounted to 1992 dollars - Nominal discount rates ot 10to I5£ arc used in the analysis. An
inflation rate or 35 isused | our oil price cases arc used to show ihe effects ot oil price on the project
economics  The lour eases include the NES Low oil price ease from the Tedrical Arex2 Inegrated
mrElSs Ypartirg tre Saotu Bem) Straiey Mttoodlay Assunptias ad Results U S
Department of Energy. 1991 (DOE S-ODSbPi and three cases for the Energy Information Administration s
'EIAI AssLnpticrs tartteArumBrerex Qutdack!992 January 1992 (DOE!'EIA-0527(92)]  The NES
Low oil price ease lies between the EIA Mid-level and Low price cases as shown in Table I. These arc
world oil prices defined as the average cost to U S refiners ot acquiring imported oil ~ All four cases
contain some level of real price increase and include the effects of economic growth, conservation, fuel
substitution, and supply.

Table 1. World oil price eases (S/BBL. constant 1/U929)

1992 ms 1000 1005 2010 2015 100
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Economic uncertainty is addressed through sensitivity analyses performed to lest the economic
effect of changes in the variables including oil price, recovery and rate, operating costs, capital
investment, federal and state taxes, and discount rate. Methods such as Monte Carlo techniques,
sometimes applied by industry and government agencies, are not used. Effects of changes in individual



variables and combinations oF\l}al#ie{b%ls'ar}ct eevglue{ eBB% Ipeest me 'mPaCtS of the economic driving forces

on the economic viability of the five fields.

Daw are nol available 10 accurately quantify ihe costs of environmental and regulatory issues.
Regulatory and environmental requirements are factors that influence investments, operating costs,
icscrves. and dcvropmcent schedules. The effects of these factors and costs on the technical and

economic viabili'.” of developing the five NES fields arc evaluated in the sensitivity analysis.

Technical and environmental issues related to each of the five ticlds arc analyzed on a field by
field basts. Input data, forecasts, and economic results arc developed for each field. The economic
analysis is on a project basis and docs not involve integrated economics, which would involve additional
complex evaluation including TAPS ownership, shipping, refining, and marketing activities for major
integrated oil companies Although the majority lease ownership on the North Slope is generally limned
to major oil companies large and small independents, native corporations, and individual groups of

investors have ownership in some leases. Hence, the use of integrated economics is outside the scope

of this study

Environmental and Regulatory Issues

Th; complex, and often controversial, nature of the regulatory permit processes on the North
Slope of Alaska is a direct result of the sensitive environmental issues surrounding exploration and
development of oil and gas reserves. Environmental impacts as a result ot the loss of wetlands through
gravel mining and placement, disturbance of subsistence hunting and fishing, and disruption of coastal
flow patterns or fish migrations by solid-fill causeways arc major issues on the North Slope. The
regulatory processes (lease sales and permits), including the National Environmental Policy Act process,
arc sensitive to these environmental issues In fact, major regulatory Acts (c g . Section 404 of the Clean
Water Act. the Coastal Zone Management Act. Endangered Species Act) are focused at regulating impacts
to wetlands, the coastal zone, and subsistence resources In addition, the question of waste management
on the North Slope will become increasingly important as fields mature and field shutdown becomes a

reality Waste management regulation will likely be costly to industry, requiring remediation of existing

and abandoned sues.



The cost ot regulatory compliance affects the amount of crude oil reserves that are economically
viable. However, the distinction must he made between the cost of compliance (e.g.. mitigation, foregone
oil revenues) and the cost of administering the requlariry process (e.g., labor and material associated with
permit applications. Environmental Assessments, and Environmental Impact Statements). Regulatory
processes (e.9., lease sales, permits! arc necessary in order to provide for protection of the environment.
The steps and timing associated with these processes arc well defined. Consequently, the costs associated
with the administration ot these processes arc part of operating costs and arc known to industry. While
the costs of the administrative process are not small, the majority of the regulatory costs arc associated
with compliance  The cost ot breaching a causeway or moving a well pad affects the viability ot a
project to a greater degree than the administration of the lease sale and permit process. The exception
is when delays arc caused by agencies invoking the elevation process These kinds of delays could take
several months to several years to resolve and the resulting administrative costs can be substantial.

Several steps can be taken to reduce the cost of administrative and regulatory costs, or at least
some of the risk associated \suh the uncertainty of these costs on project economics. First, streamlining
the lease sale and permit processes could save some time. These processe'. however, arc well defined,
and little can be done to reduce the time between steps. For example, the documentation for National
Environmental Policy Act <e g . Environmental Assessments and Environmental Impact Statements) will
likely require substantial tune to complete. This is especially true on the North Slope where most large
projects will be controversial and require environmental impact statements. A second step that could be
takm to reduce cost of regulatory compliance is avoidance of areas where mitipative costs will be high.
The identification of high valued resources (e.g., wetlands with important functions and values,
endangered species habitat) using the Clean Water Act Section 404 Advanced Identification process or
similar method would help industry avoid areas with demonstrated value where mitigauve costs arc likely
to be high. In a field such as West Sak where the reservoir is shallow and pads and facilities must be
much closer together than is currently the case for the Kuparuk field, this may result in lost reserv'd.
This would also help /educe delays associated with controversial issues such as subsistence resources,
wetlands, endangered species, and causeways A third step that could help reduce the uncertainty in
mitigauve costs would be more effective use of pre-consultation and coordination with regulatory

agencies.



Technical and Economic Analysis

Major Ficlds-Prudhoc Bay and Kuparuk fields arc the No. 1and No. 2 producing rate fields in the U S,
and produce about 18% of the nation’s daily output of oil or about 1.6 million barrels (MMB) of the total
8.9 MMB. Prudhoe Bay production is declining; Kuparuk proauction is expected to remain fairly steady
for several more years before a significant decline begins.

Remaining reserves 3rc estimated at 5.300 MMB for Prudhoe Bay and 1,300 MMB for Kuparuk.
It is these two fields with their reserves and rate of production that dominate predictions for the duration
of economic oil production on the North Slope of Alaska. Using a TAPS shutdown ranging from ycar-
end 2008 (400 MBPD) to year-end 2014 (200 MBPD). the possible 'lost" recoverable liquids from these
two fields would be about 1000 MMB to 500 MMB. respectively.

The impact of the Prudhoe Bay field discovery, development, and creation of infrastructure,
including TAPS, can be appreciated in total only by realizing that all of the other producing ticlds and
all of the potentially productive fields are dependent upon the existing infrastructure. If TAPS does, in
fact, shut down by year-end 2008. then the timeline for bringing discovered fields on production is
rapidly approaching criticality because of the lengthy period between decision to develop and first
production. The time factor is even more critical for potential undiscovered fields, such as in ANWR
or offshore, because the time from lease sale to first production is greater than 10 years.

Recently Developed Fields-Thc recently developed fields. Endicott. Milne Point (including Schrader
Bluff), and Lisbume. provide examples of fields that have been developed with the benefit of the
infrastructure and TAPS that are in place as a result of the discovery and development of the super-giant
Prudhoe Bay field. These fields illustrate the advancement of arctic technology that has reduced the size
of the footprint required in die arctic since the start of Prudhoe Bay development. Factors influencing
these technological advances arc low oil prices, envire; mental and regulatory concerns, and relatively
small reserves.

Although sizable by Lower 48 standards. Endicott. Milne Point, and Lisbume fields arc not major
factors on the North Slope in terms of reserves or production rate. Nevertheless, these three fields are
more typical of the five NES fields. Their history provides a comparison for evaluation of factors

affecting future development.



Long delays ensued between discovery and production of the recently developed fields: i.e..

Endicott - 9 years: Milne Point - 16 years; Lisburnc * 18 years. A similar pattern can be assumed for

other relatively small North Slope fields, discovered or undiscovered

These three fields combine to total 592 MMBO of remaining reserves and begin to decline in

1993 for Endicott. 1994 for Lisburnc. and 2008 for Milne Point/Kuparuk and Schrader Bluff. Production

limits arc reached in 2010. 2007. and 2016. respectively, for the three fields Except for a minor amount

by Schrader Bluff, they have no effect on extending TAPS beyond 2010

The major lessons to be learned from these fields arc the economic and environmental benefits
derived from carciul engineering design tor facilities down-sized for lower reserves and rates than those

ot the Prudhoe Bay field Another maior lactor in viability of these fields is the use of. and integration

into, the Prudhoe Bay infrastructure

From an industry perspective, ihe additional 650 ft breach in the Endicott causeway adds a S56
MM burden to capital investment totalling 5106 MM over the remaining productive life of the 240

MMBO reserve At an ultimate reserve tout ot 4<U MMBO. Endicott ranks third among North Slope

fields Smaller fields, or large ones with lesser remaining reserves, may be unable to achieve or continue

economic recovery under similar circumstances

Fields with Development Potential (Point Mclntyre and Niakuk)—Contrary to the normal long delays

between discovery and production. Point Mclintyre field should set a record of only 6 years from the 1988

discovery to the 1994 beginning ot production Located adjacent to Prudhoe Bay and Lisbume fields.

Point Mclntyre benctus from proximity io existing infrastructure to a remarkable degree. In addition,

it bcnetits (as does Niakuk) from the pending agreemeni io share in ihe Lisbume Participating Area
«LPAIi production facilities Investment savings to Point MclIntyre total about S262 MM. indicating the

substantial positive impact facilities sharing can have on prospects on the North Slope. Facilities sharing

also reduces environmental impact through reduction of footprint size.

Reserves are estimated at 300 MMBO for Point Mclntyre and 70 4 MMBO <53 4 MMBO ptoven)

for Niakuk. Production will begin in 1994 from both fields. Point Mclintyre will begin to decline in

2002 and could produce through 2015. Niakuk begins io decline in 1998 and maintains production

through 2008. Thus, the later production from these fields helps io offset the earlier declines of



production from the bigger fields. Nevertheless, the impact is insufficient to alter the overall North Slope
production decline to an extent that would prolong the life of TAPS. Many more Point Mcintyre si- |
fields or one or more super-giant field discoveries arc necessary to significantly prolong the life of TAPS.

The Niakuk Kuparuk field was discovered in 1985. followed by two confirmation wells. The
initial pian provided for development from an enlarged offshore island connected to shore by a causeway. |
Plans to develop from the offshore island were abandoned in 1991 and a study of development from shore
wes undertaken  Onshore development includes facilities sharing with the LPA and reduces the |J
investment rcauircd by about S70 MM (1/1/92S). A loss of 29 MMBO of recoverable oil (proven plus
potential) is expected from onshore development because the reservoir that can be reached from shore p
is limited by current directional drilling technology. The estimated recoverable oil volume (proven plus
potential) from the onshore development is about 70 4 MMBO

Summary of Currently Producing Fields and Fields with Development Potential—The total estimated
remaining recoverable oil in the seven fields described above is about 7.600 MMBO. It is evident that
the declines of Prudhoe Ha\ and Kuparuk fields impose the dominant time constraint on future North

Slope production and exploration

West Sak-West Sak sands arc encompassed by three producing units, the Prudhoe Bay Unit (PBU)
established in 1977. the Milne Point Unit (MPU) established in 1979. and the Kuparuk River Unit (KRU)
established in 1981  West Sak and Ugnu sands containing low gravity, heavy oil sands of Upper
Cretaceous and Ternary age have been demonstrated to extend over an area of about 200.000 acres and
contain an estimated total of between 25 and 44 billion barrels in place (BBOIP). West Sak sant  contain
oil at depths from 2.000 to 4.500 ft in the MPU and KRU. with the deepest portion in the northeast in
the MPU. Average depth of permafrost in the area is less than 1,500 ft. Qil production from the
Schrader Bluff oil pool in the MPU operated by Conoco started in March 1991  The 'O" sands of the
Schrader Bluff sands are equivalent to the West Sak sands in the KRU but the "N sands arc more
equivalent to the lower Ugnu sands. Reservoir temperatures range from 45 to 100*F in West Sak s Jids
with Schrader Bluff averaging 90®F at 4.000 ft subsea. Hence, direct comparisons of Schrader Bluff with
the balance of the West Sak area should be approached with caution

West Sak contains the largest resource volume of the five NES fields, with estimates of up to 20
BBOIP West Sak crude properties and reservoir conditions present formidable challenges to cconomir |



development. Low graviiv. high viscosity oil in a shallow, thir bedded, low temperature reservoir that
is highly faulted presents a number ot problems to be resolved before any development can take place.
With p*oduction coming trom unconsolidated beds, completion techniques must be developed or existing
techniques adopted to the West Sak conditions Laboratory testing and a hot-watcr injection pilot indicate
that a miscible water-alternaimg-gas VAG) process, using close well spacing is the most likely recovery
process.  Further work mav ne required before final selection of a process is made Because of the
shallow depth.ot the reservoir arining pads would be required on cver>' section developed, which would
result in more NUMErOUS and concentrated SUrface impacts on the environment. Environmental concerns
could lead to pattern changes to reduce Surface environmental concems resulting in 0SS of reserves
because of the concentrated pads ana facilities necessary o develop the shallow reservoir

Although considerable muas has apparently been conducted by the operator. little of this
proprietary information is pubiic  Based on available data, is u estimated that between 500 and 600
MMBO can be recovered from bvetter quality reservoir on about 30.000 acres. The timing of the
development of these potential reserves IS dependent on having an adequate oil price and an economical
source of miscible micciant iMIi~ The volume of MI on the Nonh Slope is limned at present and will
he used in the most economical proiects first  This places West Sak at least third behind PBU and KRU.
The timing of obtaining M1 for West Sak is critical when considering the time frame of TAPS shutdown
About 239 MMBO would be unrecovercd under these development scenarios, ir TAPS shuts down a
year-end 2008

Results of the economic evaluation of West Sak. using the four oil price scenarios indicate that
the EIA Mid-level oil price case is required to obtain a rate of return between 10 and 15%. These
economic results clearly indicate that West Sak is an economically marginal project for development

Point Tliomson-Thc Point Thomson Unit (PTU) covers a gas condensate field about 50 mi east of TAPS
pump station fPS) No | The unu contains about 83.800 acres, much of which is offshore. The current
reserve estimates for the PTU carried by the Alaska Department of Natural Resources are 5 TCF gas and
300 MMB of oil and condensate  Recent seismic results indicate that the reservoir may be about one-
third smaller than originally ihoughi Thus, a reduciton in reservoir sire is considered for comparison

PUIPOSES.



The Point Thomson field is different from the other five NES fields because the main resource
i gas condensate from a deep overpressured reservoir that is located mostly offshore. In addition, it is
the only one of the five NES fields that is not located within or close to the PBU/KRU infrastructure.
It dees not appear that development of Point Thomson for sales of liquids alone *seconomically feasible,
However, with no major gas purchase line on the North Slope, and none anticipated in the foreseeable
future, the date Ihat Point Thomson might be developed is unknown.

By itself, the rcsultme point Thomson reserve volume will not justify sale of gas from the North
Slope. Sales from the much larger PBU gas cap. or a similar size gas reserve, will be required to justify
any sales scenario. The earliest this might occur from PBU is about 2005. However, before any gas
sales can occur from the North siope, @ gas market must be available that will provide a purchase price
for the gas that can justify development 0t the gas resources and the required infrastructure and facilities
In addition, the Point Thomson protect faces the construction ot field delivery lines to the Prudhoe Bay
area that will encounter five maior river crossings and be in the coastal plain  The impact of these
conditions will not be determined until environmental assessments are conducted.

Provided a gas sales line is available as assumed for the analysis, the economics of developing
PTU for the base case and reduced reserves case assumptions indicate Ihat cither of these scenarios could
provide at least a 10% rate ol return tor all price cases except the EIA Low price case. Gas prices arc

related to tne oil price cases in the analysis.

Gwvdyr Bay—The Gwydvr Bav Unit (GBU) is located north of the PBU and contains hydrocarbon
accumulations in us eastern and western tracts. The eastemn accumulation will be included in the Point
Mcintyre development. The western accumulations arc not well defined; therefore, experience factors
are used to estimate potential reserves of from 40 to 56 MMBO with 48 MMBO used for analysis  The
joint use of existing facilities does not appear feasible for GBU due to us isolated location  Independent
development is assumed except that a portion of the Kuparuk pipeline is used to deliver crude to PS
No | Because additional delineation is necessary, initial production is assumed for early 1999
Recovery is expected to last 16 years or through 2014. If development of this small project is
economical, about 11.5 MMBO recoverable oil would be lost if TAPS is shutdown at year-end 2008

The economics of developing GBU. assuming the reserves are confirmed and that development
inthe Kuparuk River Delta can be accomplished in an environmentally acceptable manner at the assumed

Xiv



costs, this project would provide a rate of return of 10S or greater for all price cases except the EIA
Low case.

Seal Island/Northsiar-Thc Seal Island/Nonhstar prospect, or Northstar Unit tNU). is located about €
mi offshore in the Bcauion Sea. about 15 mi northwest of Prudhoe Bay NU has been pantally
delineated by the drilling ol six cxploratorv wells — Other than test rates and bottomholc well locations.
Inile information is available on the size of the accumulation - Recoverable oil estimates range from 150
to 300 MMBO and a reserve "niume nt 200 MMBO is used for evaluation The development scenario,
including production'drilling struturcx and subsca pipelines, is based on arctic studies because there arc
no offshore arctic Alaska developments that can be used as a guideline  The analysis assumes current
technology can be adopted or will b. developed as required The greatest deterrents to the development
it this field arc confirmation ot ihe reserves and the high net proms interest iNPIi applicable to five state
tracts  Economics results indicate ihai with the NP in place this prospect is net economic lor any of the
0il price cases Economic sensitivities indicate that with removal of the NPI. this prospect is similar to
ihe previous three fields trsing an assumed start-up of | | 98. recovery of oil would extend into 2011

Vuidown of TAPS in 2008 would result in an estimated loss of about 23 MMBO should development

occur as assumed

Sandpiper-The Sandpiper discovers located 9 mi otfshorc and about 10 mi west ot NU. has been
explored by only two wells  Approval of the Sandpiper Unit by the MMS in November 1992 may
indicate that future exploration or delineation drilling may take place Previous to the formation of the
Unit, there were no indications that further exploration efforts were planned Based on the very limited
information available, potential reserves of 93 MMBO were estimated ~ An operator's estimate of
potential reserves of al»out 87 MMBO is used  The development scenario is based on arctic studies As
with the NU cvaluat n. it is assumed existing technology can be adapted or will be developed as
required  I'sing an assumed stan-uo date of 2000. the life of the project would extend through 2012
Shutdown of TAPS in 2008 would result in an estimated loss of about 19 MMBO should development
occur as assumed.  Economics of development of this discovery under the scenario described for four
oil price forecasts indicate that this prospect will remain uneconomic unless greater reserves are
confirmed

Summary of the Five NES Flelds-The five NES fields are diverse in terms of geographic location, site
of resources, areal extent, depth of producing horizon, type av* quality of hydrocarbons, and type of



reservoir rock  All arc currently in a non-producing status and most will require further explora-
tion/delineation before development decisions can be made.

Consequently, where data are missing, comparisons to producing North Slope fields, empirical
relationships developed by industry, and personal knowledge are used in forecasting rates, reserves,
operating costs, and development investments. It Is assumed that existing technology could be adapted
to the arctic North Slope developments or that technology can be developed to meet the particular
conditions that would he encountered.  For example, technology will have to be proven for the
development ot Nonhstar and Sandpiper that are about 9 mi offshore in 50 ft of water, and Point
Thomson where highly deviated wells will encounter an ovcrpressurcd reservoir. In addition, it appears
that added study would be helptul in determining the best recovery and completion methods for West Sak.

Even tne smallest <n the live NES fields would be a major economic discovery in the Lower 48.
However, the high investment and operating costs on the North Slope and technical constraints such as
lack of availability ol MI and a gas sales pipeline make development of any of the fields questionable at
this time  Even thougn a large gas reserve exists at Point Thomson, it is not large enough by itself to
justify a pas sales line lor North Slope gas A gas cycling project for liquid recovery at Point Thomson
was not analyzed, but development on (his basis could bccom? feasible :f additional large discoveries are
made and developed Ihat would support the development of a pipeline and related infrastructure, such as
the strike announced on October 15. 1992 by ARCO at the ARCO Kuvlum No. 1 in the eastern Beaufort

Sea 60 .ni cast of Prudhoe Bay and 16 mi offshore.

Investments are forecast taking into consideration each field's particular circumstances, such as
location, size of accumulation, possibility of facilities sharing, estimated maximum recovery rate, and
timing of development  Total esnmatcd recoverable hydrocarbons are 1.055 MMB and 4.4 TCF (Point
Thomson 5 TCF casei of natural gas and total investment requirements are 59 4 billion in 1992 dollars

as shownin..... 2.

Sensitivity AnaJvsis—The components ot the economic evaluation are ta) revenue, (b) operating costs,
(c) investment, and (c) taxes and royalties These components are driven by () oil and gas prices, (b)
technical aspects of the accumulation, tc) environmental and regulatory issues. <d) federal and state
revenue needs, (e) cost reduction measures used by the industry, and (0 technical advances. For
example, the costs of environmental/regulatory requirements are included in both operating costs and

rvl



Tabic 2. Forccasis rfrecoverable hydrocarbons and investments tor the five NES fields
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investments  Initial planning and coordination unh rcgulanne agencies can potentially reduce some ot
the uncertainty associated with environmental and rcqulatory costs but cannot be expected to eliminate
them  Operating costs are jttectcd through such things as the labor costs to perform environmental
assessments, permitting activities, increased fluid handling costs, waste management, and mitigation
requirements  Investments, jnd sometimes reserves, have been affected by requirements for causeway
breaches and alternate or less optimum pad locations; ¢ g.. events at Endicott. Point Mcintyre, and
Niakuk provide examples ot effects ot the causeway issues and Kuparuk Drillsite 3-L illustrates effects
that can result from pad location issues The comparison of the Niakuk onshore project with the offshore
Niakuk project illustrates the ctfects environmental requirements can have on reserves and economics

The proven and potential reserves tor the onshore project are estimated to he 70 4 MMBO compared 99 0
MMBO for the original offshore project resulting in a potential loss of reserves of 29 MMBO  The cash
flow to industry and revenue to the state of Alaska and federal government arc reduced hv a total of SOS
MM (I/1/92S) using the NES Low oil price scenario Project delays causing increases in time between
investments and production also affect the economics of projects and illustrate the importance of earlv
planning and cooperation by industry and requlating agencies,

Decreases 1N operating costs and investments and increases in reserves can be achieved through
improved technology for drilling, facility design, production technology, streamlining of environmental

permitting, reduced costs of environmental compliance, and improved recovery processes
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The magnitude of the impact on project economics by changes (on the order of 10 to 15%) in
selected factors and combinations of factors for the five NES fields show that various combinations of
reductions in tnvestments and operating costs, reserves increases, and reductions in taxes, royalties, and
net profits interests could potentially provide rates of return between 10 and 15% for pontons of West
Sak. Point Thomson. Gwvdyr Bay. and Seal Island/Nonhstar. Baste technical requirements for
development to be feasible include availability of MI for West Sak. a gas pipeline trom the Nonh Slope
for Point Thomson, confirmation ot adequate reserves in Gwvdyr Bay. and adaptation of existing offshore
pipeline technology to arctic Nonh Slope environments for development of Seal Island/Northstar

Summary QObservations

*0' Under the assumptions used, the economic results for three of the five NES fields (West Sak.
Point Thomson, and Gwvdyr Bjsi indicate that only price forecasts with significant real growth can
provide industry with a positive PW & a di.count rate of 10%. The two offshore nelds (Seal Is-
land/Nonhstar and Sandpiperi do not proviue a positive PW at a 10% discount rate for any of the price

scenarios.

(2)  Theeconomic scnsitis its analyses snow that combinations of reduced operating costs, investments,
tax and royalty rates, net protits interests, and increased reserves could make development of these five
fields potentially economic provided the following requirements arc met;

J MI is available lor use in West Sak. which will be at least third after PBU and KRU
J A gas sales line is developed for PBU gas before Point Thomson can be developed.
J The potential reserves at Gw vdyr Bay must be proven and the uncertainty of costs related

to development in the Kuparuk River delta resolved.
J The Nonhstar Unit does not appear feasible without removal of the NPI burden

J Larger reserves at Sandpiper must be confirmed.

(3)  The Alaska Nonh Slope production profile (Figure 1) ts based on the EIA Mid-level oil pnee
At these pnees. using a cut-off of a 10% discount rate. West Sak. Point Thomson, and Gwydyr Bay
provide a positive PW and are included in the production profile. Point Thomson and Gwydvr Bay also
provide a 10% rate of return at the NES Low oil price. Seal Island/Nonhstar and Sandpiper do not meet
thu economic hurdle rate and are not included At the EIA Low oil pnee case none of the five NES
fields provide a positive PW at a 10% discount rate and result in an Alaska Nonh Slope production

profile as shown in Figure 2

jrvill



2.000

VEAK

figure 1. Alaska Nonh Slope production rate forecast including forecasted Broduction from West Sak.
Point Thomson, and Gw>d\r Hav urrnus indicate the potential Tange of TAPS shutdowni

YEAR
TAPS shit ) St production (°r»gven Nonh Slope fields (arrows mdicare the potential range of

XX



4)  Alternate investment .pportunu.es would be eapee.ed to sertously eotnpete with the investment
capital for the five NES fields al any oil price that provides industry with only a 10% rate of retum.

(5)  State benefits from the development of each of the five NES fields are significant, federal
benefits, although limited at the two lowest oil price cases, arc significant at the higher oil price cases.
State and federal benefits and those for industrv demonstrate the different levels ot benefit that accrue to
industry and to state and federal governments with the current royalty and tas rates and illustrate the
possibility for share redistribution to encourage development

(6)  State and federal benefits trom the currently producing fields arc significant. Prudhoe Bay has
been beneficial to all panics iindustry and state and federal governmentsi  The other four producing
fields have provided value io die stale ana to industry The tcdcral government has bencfitted to a lesser
degree  However, these tour fields on a stand-alone oasis, have not provided a positive cumulative
discounted (10%) after tax cash Mow to the industry 11992 base yeari and mav not unless oil prices
increase to levels at or above the EIA Mid-Level oil price scenario It is siemficar.t that the decision to
develop all four of these fields wa< made during the period of time between 19™5 and 1986 when world

oil prices were about S?0 BBL or above

17)  Stable world oil prices, high enough to provide adcquaie rates ol return to offset the financial
risks involved in development in the harsh environmental conditions ot the North Slope, would be the
most sure guarantee of development of the five NES fields and other similar fields on the Nonh Slope.
However, the sensitivity analyses indicate that reductions in operating costs and investments and increases
in recovery volume through combinations of improved technology and streamlined processes for
environmental and regulatory requirements or both can feasibly move some of these fields to
development  Reductions in tax and royalty rates would provide additional incentive

Conclusions

* Development of the five fields would result in an estimated total of 1.035 million barrels of oil
and 4 4 trillion cubic feet of natural gas and total investment of S9 4 billion m 1992 dollars.

J It appears that all five of the fields will remain economically marginal developments unless there
is significant improvement in world oil prices. However, the analysis indicates that improved



technology and reduced cosis through the combined cooperative etYorts of industry and
government could make it economically feasible to develop some of these fields.

Costs ot regulatory compliance, mitigation, and costs to reduce or maintain environmental
impacts at acceptable levels influence project investments and operating costs and must be
considered in the development decision making process  These costs can result in reduced
reserves and dclavs in development  Efforts to reduce these costs and impacts would be
bencticial to the development of the five fields and other potential discoveries

The development ot three ot the fields (West Sak. Point Thomson, and Gwydvr Bayi that are
margmalU tcasiblc would have an impact on North Slope production over the period from about
.000 to -ON hut cannot replace the decline in Prudhoe Bav I nit production or maintain the
'prationot TAPS beyond about 20N with the assumption that the Trans-Alaska pipeline (TAPS)
will shut down when production declines to the ranee ot 400 to -00 thousand barrels of oil/dav

Recoverable reverses left in the ground in the currentis producing fields and soon to be developed
nclds. Niakuk and Point Mcintyre, would range trom 500 million to | billion barrels of oil
corresponding to the time period of 2008 to 20N based on the TAPS shutdown assumption



and cosily because oi locations in ihe Kuparuk River delta. Proximity to the producing infrastructure of
Milne Point. Kuparuk. and Prudhoe Uav fields will improve economics. However without a dramatic,
and unexpected, merexsc in the oil exploration potential in Gwvdyr Bay area, it appears that the
likelihood of significant production is low

B.7 Seal Island/Northstar History

In 1979. a joint lease sale was conducted by the state ot Alaska and the U.S. Mineral
Management Service (MMSi in the otfshorc waters of the Beaufort Sea. One group of successful bidders,
with Shell as initial operator, tormed a joint effort to explore their state/federal leases centered about 15
miles northwest of Prudhoe Bav  Shell completed the construction of Seal Island in 1982 The first well.
BF-47 No 1. resulted in a discovers- testing 4.750 BOPD from the Ivishak formation ot the Sadlcrochit

group, the mam producing interval in me Prudhoe Bay field

Ultimately, four wells were drilled from Seal Island resulting in two certified producers, another
Ihat encountered hydrocarbons, and one dry hole (MMS 1989a). In 1985. Amerada Hess constructed
Northstar Island about 4"* mi northwest of Seal Island and drilled a successful confirmation weil. the BF
46 No. | in 1986 This well tested at rates of up to 3.500 BOPD from the Ivishak with oil gravity
'similar to that in the Seal Island wells, in the 40°s." A subsequent well, deviated to the southeast,
encountered mechanical problems and was abandoned without reaching the Ivishak  Shell estimated the
structure held more than 300 MMBO total (0GJ 1986)

B.7.1 Data Summary

In 1989, the working interest owners (Amerada Hess Corporation. Murphy Oil USA. Inc.. Shell
Western E&P. Inc.. jnd Enterprise Oil Ex Co Inc ). formed the Northstar Unii (NU) (Figure B.18) with
Amerada Hess as operator and submitted a POD to the MMS and ADNR. This plan called for a total
expenditure of S21 MM during the 1990 to 1994 period. The plan included island maintenance, a
petrophystcal/petrographic srudy, production facility design, about 250 mi of 2-D seismic, seismic
analysis and interpretation, reservoir engineering studies, extension fee payments (in lieu of drilling) that
will escalate from 51 MM to 54 MM over the 5-year period, and a unit area reevaluation to be conducted
in 1993 (MMS 1989a). In 1991. a 51 MM payment to the state was made in lieu of drilling. The
petrophysical/pctrographtc study and conceptual production facilities design were initiated. Island
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maintenance was done in July o august 1991 and the 1991 summer seismic program acquired 210 line
miles of data (ADNR 1991d. ADNR 199le).

During 1991 the pctrophysical/pctrographic program was completed by Neil Barry and
Associates and Core Lab. Inc. The conceptual facilities design was also completed by R.M. Parsons
Company A modification ot the seismic plan proposes additional coverage during the 1992 winter
season, which will exceed that ot the original plan. Because a delineation well was not drilled during
1991, Amerada Hess paid S2 MM to the state in January 1992 (ADNR 1992a).

At the time NU was lormcd. an estimated total of S280 MM had been expended on lease
acq/isition. island construction, ami exploratory drilling. If all estimated expenditures for the POD arc
spent, the total cost prior to initial development or an eventual decision to cancel the project will exceed

$300 MM.

Limited public technical data, consisting only of well logs and histories, preclude a reliable
independent assessment of potential reserve volume. Published data specific to Seal Island/Northstar
indicate a range of potential reserves trom 150 to 300 MMbO (OGJ 1986; ADNR 1991a). However,
data representing undeveloped reserves for the Beaufort Sea published by the state of Alaska in June
1991. indicate a range of 180 to 225 MMBO (mid to high). It is assumed Ihat those reserve estimates
apply specifically to Seal Island/Northstar (ADNR 1991). Using the available data, a conservative
estimate of 200 MMBO as a potcntialh recoverable resource is made and used for evaluation purposes

(see Figure B.18).

B.7.2 Lease Summary

Leases were acquired ai Seal Island/Northstar from hoth the state of Alaska and the federal
government in sale BF-79. Federal leases carried a 10-year primary term with expiration on July 31.
1990 with a 1/6 royally. State tracts were also for a 10-year primary term expiring January 31. 1990,
with four leases canying a 20% royalty and one carrying a 12.5% royally. All the state leases also
include a net profit share percentage, ranging from 40% to 93 2% (see Figure B. 19) (MMS 1989; ADNR

19910.
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Figure B.18. NU map and postulated outline of the accumulation.

Current status of ownership provides that costs will be shared (unless otherwise stated in the Unit
Operating Agreement) as follows (ADNR 1991D

Amerada Hess (operator) 80.85%
Mur\oh Oil USA. Inc. 1.92%
Shell Western E&P. Inc. 17.23%

Total NU area is 30.837.99 acres comprised of 7.494.50 acres of federal land and 23.343.49 acres of
state land (see Figure B.19).
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B.8 Seal Island/Northstar Issues

As the NU evaluation process continues during the current POD covering the period from 1990
to 1994, the primary technical issues are the size of the accumulation, development costs, and the field

production rate.

It appears the NU owners currently think the accumulation is too small to be economically
developed The high test rates in the exploration wells indicate good reservoir rocks in the Sadicrochit
and ihe high gravity reported indicates good quality crude. The economics of construction of
development and production facilities, including ice-resistant platforms and subsea pipelines in 50 ft water
depths 15 mi offshore, present tormidablc challenges. For comparison. Endicott field, lies 2 ini offshore
in about 4 ft water depths, produces trom a gravel island, and is connected to shore by a gravel
causeway. Total, ultimate reserves tor Endicott arc 403.8 MMBO.

Ultimately, the working interest owner will have to decide whether the accumulation is economic
to produce. The net profit share provisions of the state leases add a very significant burden to the
economic viability of NU

B.9 Sandpiper Island History

Leases were first acquired in what would eventually be called the Sandpiper Island area in OCS
Lease Sale 71 in 1982. It is located approximately 25 mi northwest of Prudhoe Bay Six leases in the
immediate area totaled S73.731.567 in successful high bids at the federal sale. Shell Western E&P Inc.
became the operator for a group consisting of Shell. Amaco Production Co.. Murphy Qil USA. Pctrofina
Delaware Inc.. and Koch Industries Inc

By 1986. Shell had constructed Sandpiper Island to drill the first well on the group’s Harvard
prospect. The gravel island was built for an estimated cost of $29 MM (0GJ 1986a). That year Shell
drilled the OCSY-370 No. | (Sandpiper No. 1) to a total depth of 12,575 ft. Dunng tests of the
Sadlcrochit. the well flowed at a rate of 2.419 BOPD, 275 BWPD. 3613 GOR. 4 1.2°API gravity from
a lower zone and 409 to 2.325 BPD condensate. 2.9 to 18.6 MCFPD, 49 to 51*API gravity from an
upper zone (AOGCC 1986). The well bottomed approximately 3.300 ft nonh of the island.
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MEMORANDUM State of A laska

Department of Law

to: Honorable John T Shively oati: March 26. 19%
Commissioner _
Department ofNntural Resources fileno. 663-96-0441
telephone no.. 465-3600
from: Jtines L Baldwin subject: Necessity for legislation to
Assistant Altorrey General implement net profit share
Governmental Affairs - Section reduction

_ We were asked whether the Commissioner of Natural Resources has the statutor
authority to reduce the net profit share payments required under the Northst?r leases held by B
Exploration (Alaska) Inc. After qonmderm%hat question, we conclude it would be prudent to seek
express statutory authority for this action. Wc also discuss other legal issues that bear on proposed
remedial legislation.

1. Authority Under Existing Law.

Alaska Statute 38 05 180 is a comprehensive statute which sets out the Commissioner
of Natural Resources* authority regarding oil and gas leasing. Section 180 contains express authority
in two subsections for the commissioner to modify the royally provisions ofan oil and gas lease.
However, neither section 180 nor the Alaska Land Act (AS 38.05) defines the meaning ot the term
"royalty." To add to the difficulty of statutory construction, section 180 lacks express authority for
reduction ofa net profit share interest.

feld The Northstar leases are within the Northstar unit. To implement unitization of a
ield.

The commissioner may, with the consent of the holders of the leases involved
... change .. royalfy requirements of the leases

AS 38.05.180(p); (emphasis added). Section 180(p) provides that a change may be made "in
connection with the Institution and operation ofa cooperative unit plan." The Department of Natural
Resources (department) interprets section 180(p) to bo applied only at the institution ofa unit. For
this reason, section 180£p) I not germane to the instant transaction, In any case, section 180(R) was
amended during the first session o the Nineteenth Alaska State legislature to provide in part that the
commissioner



Hon. John T. Shively March 26,1996
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"may not decrease r_o(}/alty on leases in connection with o cooperative or unit
plr.n except as provided in (j) of this section.

Sec. 3.ch 85, SLA 1995 Section 180 (j) permits the commissioner to

provide for an increase or decrease or otherwise modify royalty, to allow for
production that would not otherwise be economically Teasible. ...

Section 18(X) contains intrinsic evidence that the Ie%|slature meant only to cover the roy,alt3y
in amount or value of production removed from the lease. For example, in seciioti 180(j)( )&
and (4)(A) limits are imposed on the commissioner's power to reduce a royalty using the terms
"royalty E)ercentage" or "royalty rate " The use of these terms is evidence that the legislature meant
section 180 H) lo apply only fo a share in the amount or value of producticn. not to a reduction of
a share of the net profit derived from the lease. The foregoing intrinsic evidence of meaning is
consistent with your testimony dg|ven when section 180(j) was under consideration before enactment
_t%the legislature. You testified; ‘there was no reference made in ‘SB 207] to 'net profits leases"....

ere could he negotiation on the hase ro altg, but not the net profit portion ." Senate Finance
Committee Minutes. SB 207, May 11, 1995 . Senate Bill 207 was never subsequentli/] amended to
cover the omission highlighted by the commissioner  Senate Bill 207 was passed by the legislature
was signed into law by the governor and became ch. 85, SL.A 1995,

share
C)li)

_ There is no commonly understood definition of a net profit share.L A net profits
interest may be interpreted to be either the equivalent of a royalty which is an interest in land, or it
could be considered only a contract nght which is severable from an interest in realty. We would be
remiss if we did not acknowledge that the deP_artment has without discussion, on occasion,
mte_rf)reted the term "royalty requirements" in section 180 (p) to include a net profit share interest.
Simifarly, the Minerals Management Service, the federal agency equivalent to the Division of Qil &
Gali, haa interpreted the term "ro altg/ " In the context ofa royalty reduction, to include net profit
share payments. SE£30 CFR 5203 50 The past administrative interpretations of the dePartment
are limited in number and offairly recent origin. For this reason, we are unable to conclude there has
been a contemporaneous construction that a net profit share is included within the meaning of
'royalty." For these reasons and the analysis of the relevant provisions discussed above, we believe
there i$ substantial doubt that section 180 prescribes amethod for reducing a net profit share interest

. We believe that it would not be prudent to assume that the term 'royalty," as used in
subsection (R), includes net Proflt share. Pai/]ments. |f that were the case, the commissioner' «only
statutory authority to reduce the net profit share payments required under the Northstar Unit leases

1 Sfifl Christy v Petrol Resources Coro . 691 P 2d 59, 61 (N.M. App. 1984X"net profit!
interest* has no indépendent meaning, and nature of the interest must be determined from provisions
of the instrument creating it).
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Ii set out in AS 38.05.180<)) For the reasons stated above, we believe that a decision to reduce a
net profit share using the authority contained in section 1800) would be vulnerable to ajudicial
challenge Further, under section 180 (j), the commissioner may reduce royalty on unitized leases if
tho lessee makes a "dear and gonvmcmg showing that a”modification 0f royaltg meets the
requirements of this section and is in the best interests of the state." AS 38.05.180())(2). . The
Purpose of subsection (j) is “to allow for production that would nor otherwise be economicall

easible," You have informed us that the Northstar Unit development does not meet this standard.
Itwould be preferable to seek independent authority for the Northstar net profit share reduction in
away that would bring certainty to the state and the leaseholder while avoiding these difficult legal

ISsués.
2. Local or Special Legislation

_ The department intends to seek the narrowest possible provision to specifically
authorize amenciments to only the Northstar leases. Consistent with |your instructions, we havo
Brepared_a bill to accomplish this t_:ioal. You ask whether such a bill would violate the Alaska

onstitution. The prohibition against local or special legislation provides

The legislature shall pass no local or special act if a general act can be made
_a%)hpa le Whether a general act can be made applicable shall be subject to
judicial determination

Alaska Conit. Art. IT. Sec. 19

, Section 19 has not been recentIY applied by the Aiaaka Supreme Court. In 1975,
section 19 was applied to invalidate a statute that mandated the creation of an Eagle Rivcr-Chugiak
Borough. Abrams v. State. 534 P 2d 91 ((jAIaska 1975). In Abrams, the court recognized that a
st?tutetmay affect only one of a few areas and yet relate to a matter of statewide concern or common
interest,

In 1977, section 19 was agiam a%ohed to validate a statute authonzm? atrade of land
between the federal government, the state, and a Native regrmnal corporation Statev Lewis. 559
P.2d 630 (Alaska 1977). pen denied, 432U S 901 (1977) The court found that the and trade was
unique, hut of statewide concern. The Lewis, court propounded a test to be used in determmm%
whether a statute violates the special or local prohibition It was substantially the same as the tes
used u>determine the validity of nonsuspect classifications challenged as violative of equal protection
The state merely had to show nrational basis, a good reason, to justify the special treatment.

There mag be implied authority to amend the net profit share term of an oil and gas lease
granted under AS 38 05.180 While that authority may exist, it has never been used to reduce a net
profit lease. On a matter of such significance, this transaction should not become the »est case.



March 26,1996

Hon. John T. Shively Page 4
age

Our File No. 663-96*0441

~In 1978, the court articulated a unified equal protection analysis that avoids
distinguishing between susPect_ and nonsuspect classifications by using a sliding scale to weigh the
interests involved in nny classification State v Erickson. 574 P.2d 1 (Alaska 1978). The court
applies a sm’gle test that is flexible and dependent on the importance of the rights involved. The more
fundamental the nght involved, the more comEellmg the interest the state must have for preferrin
one clusmember over another. Commercial Fisheries Entry-Commission v_Appkcdik. 606 P.2
1255 (Alaska 1980)

g There has not been a case involving the local or special legislation prohibition since
the unified equal protection test was adopted by the court. It remains_to be seen how the court will
apply an equal protection analysis to a statute claimed to violate section 19

~According to the department, there arc apf)rox|mat,ely,39_ leases earning net Proflt
share provisions. It is possible that other leaseholders will claim discrimination if they arc not also
given relief from a corresponding net Proflt share provision We doubt that a leaseholder would
prevail in a claim that a statute permitting the reduction of a leaseholder's net profit share interest
Implicates a fundamental right It s not a foregone conclusion that the other leaseholders are similarly
smutted to the Northstar leaseholder Wc doubt there is a class of similarly situated leaseholders who
would be discriminated ¢, junrt by a hill that only apPhes lo the Northstar leases The effect of a net
profit share on a specific field will be subject to different economic assumptions (except price).

_ - The state's interest advanced by the proposed statute is to bnng the Northstar leases
into production in a way that also encourages other employment and economic activity in the state,
The state depends on petroleum revenues for ap_prommatelz 85 percent of its general fund revenues.
For this reason, a statute specifically directed io the Northstar leases can be sAid to have statewide
S|Pn|f|.c_ance The reduction in net profit s_hanng Is tied to promises of local manufacture and assembly
01 facilities to develop the leases This will lead to substantial economic actlvgtr in the railbeh region
of the stare inwhich over halfof the population ofthe state resides There will be a direct economic
benefit to the North Slope Borough derived from increased tax revenues Production from the
Northstar Unit will decrease the TAPS tariff for all existing North Slope fields and will likely extend
thte life oJTAt_PS thereby making it more likely that fields not currently in production can be brought
into production.

_ It will be the department's responsibility to carefully articulate the state's interest
durm% legislative hearings on the bil pro_Posmg_ the net’ profit share reduction, This must be done
with the ?oal inmind of establishing a detailed legislative history supporting the interests of the state.
The legislative history will be important because the ultimate decision "whether a general act can be
made applicable” rests with the Alaska Supreme Court
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3 Public Purpose.

_ The proposed reduction in the net profits share provisions of the Northstar leases
raises the question of whether there might be an expenditure of future state revenues without a valid
public purpose. It is debatable how much revenue, if any, would be foregone if the reduction in net
profit share takes efFcct The amount is dependent on when the leases go into production, the value
of oil and other production from the lease, and when the leases become profitable under 11 A.A.C.

§3.210-.295.

The Alaska Constitution requires that state. money be expended only for public
purposes. Alaska Const, art IX. sec. 6. To satisfy the public purpose doctnne. the benefit to tho
public mmt be the direct and primary purpose ofan expenditure. It is permissible if the expenditure
also has an indirect private benefit However, the reverse (direct private benefit with only secondary,
indirect public benefit) constitutes violation of the public purpose doctrine

The analysis is similar to a determination whether there is adequate consideration to
supBort acontract. Ifthere is valuable consideration received by both the state and the leaseholder,
the benefit to the state may be characterized as direct. In the case of the Northstar leases, there is a
trade-off between expeditéd development of the leases and the loss of uncertain future revenue. The
expedited_development comes combined with in-state manufacture and asjcmbly of production
facilities  The magnitude of the loss in revenue is h|ghIY speculative because the value of production
from the leases depends on the whims o f the marketplace.

~ Because the Stale leased the oil rights at the Northstar field pursuant to the
constitutional mandate to obtain the maximum Publlc benefit, an effort to exRedne production vitally
ftffecu the public interest, Sjs Swindel v. Kellv, 499 P.2d 291, 298 n 27 (Alaska 197211(rulmg that
Stale Constitution reco%nlzes value of all public lands); Alveska Ski CorP vV Holdswonh 426°P .2d
1006, 1011 (Alaska 1967)(ruling tint "our constitution reflects ... the importance of our land
resources and of the concomitant necessity for observance of Ie?al safeguards in the disposal or
leasing of state lands ") Sffi alia Trustees For Alaska v. Stale. 736 P.2d 324. 335 (Alaska
1987Xtinding that State was granted large land holdings under the Statehood Act to "ensure the
economic and sqcial well-being of the new state.") Given the public’s vital interest in deriving the
maximum benefit from the leasing of state lands, the court would likely liberally construé the
proposed net profit share reduction provisions in the State's favor. SfiE State v Moncrief. 720 P.2d
470, 475 (Wyo. 1986X slating that if a governmental mineral lease is ambiguous, a court must then
recognize that the government officials’ u%"to_reahze the Iargest possible proceeds is a surrounding
circuimstance which must be considered w ese leases ")

en interpreting t
. The Alaska Supreme Court tends to give a certain amount of deference to the
Jud%ment of the Iegmlatu_re concerning whether and how state resources may he expended for a
particular purpose  S«. DiAmondyv. Alaikf State Devclppment.CorrQmtion. 376 P 2d 717, 721
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(Alaska 1962)(*.ourt will not set aside finding of public purpose unless it clearly appears that such
finding is arbitrary and without any reasonable basis in fact). To be sure, there will be some
uncertainty if this question is litigated The Alaska Supreme Court has stated that the phrase "public
purpose" reoresenta a concept which is not capable of precise definition DcArmond. 376 P.2d at
721. Walkerv AlaskaSure Mnneaoc Annciatinn. 416 P.2d 245 (Alaska 1966) The concept is an
evolving one for which "it would be a disservice to future generations for (the Supreme Court] to
attempt to define ... "™ Jd, The court will examine the "entire factual and governmental context to
determine whether a particular plan of action serves a public purpose.” Wrightv Citv of Palmer 468
P.2d 326, 330 (Alaska 1970)(citation omitted). In essence, a determination of public purpose must
be made in each case on the basis of the particular fans and circumstances. DeArmond. 376 P.2d

at 721.

W e believe that acompelling case can be made that there is adequate consideration
to support a finding of a direct and substantial public benefit flowing from the reduction ofthe net
profit share, W e assign a low probability to the possibility of a successful challenge based on the

public purpose doctrine
4 Competitive Bidding Principles

It may be possible to consider a net profit share to be a contract right of the
leaseholder. A public contract can be amended by the contracting panics. The power to amend a
public contract is a necessary element of contract administration It is not certain that judicial
constructions of the ability of an administrative officer to amend a public contract will apply to the
power to amend a contract right convey ed along with an oil and gas lease.

The power of amendment has its limits. The ability to amend is greatly restricted if
the contract was awarded through the competitive bidding process. The reason for this is the premise
that a material change in a competitively bid contract amounts to a new contract. McKinnon v.
ALPETCO. 633 P.2d 281. 287 (Alaska 1981). A new contract can only be awarded through another

round ofcompetitive bids Jd.

The rule against material amendments was applied in Kenai Lumber Co.. Inc v.
LeReache. 646 P 2d 215 (Alaska 1982). In KsasULumbffiT, the Alaska Supreme Court offered factors
for determining when an amendment is material These factors include:

(1) the legitimacy of the reasons for the change,

(2) whether the reasons for the change were unforeseen at the time the contract

(3 the timing of the change;

W U made.
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(4) whclher the contrnct contains clauses authorizing modifications; and
(5) the extent of the change relative to the original contrnct.

646 P.2d at 221

It may be possible to formulate an argument that the reasons for amending the
Northstar leases are legitimate and were unforeseen at lease formation The timing ofthe chnnge is
sufficiently distant from formation of the leases to negate any claim that it is a pretext to avoid
resolidtation ofthe leases However, the extent ofthe change is substantial enough to raise serious
questions as to whether factor (5) above can be satisfied Other persons who competed for the leases
may claim that since the net profit share was the sole variable in the lease sale, it is such a material
term that a change cannot be made without violating the competitive bidding statute. Uncertainty
concerning the stale's prospects for prevailing in any litigation on this issue gives an additional basis
for our advice that the department seek independent statutory authority for the Northstar transaction.
The AlJaika Supreme Court has held that competitive bidding is not necessary unless "required by
constitution, statute, ordinance or regulation " McKinnon. 633 P.2d at 287 Ifthe legislature were
to directly authorize the amendments to the Northstar leases, that authorization would take

precedence over any other stamte requiring competitive bids, just as section 180(j) takes precedence

over any other competitive bidding statute

We hope that the foregoing memorandum adequately addresses the reasons why it
would be prudent to seek specific authority from the legislature to tcduce the net profit share
provisions applicable to the Northstar leases We are prepared to assist the Department of Natural

Resources in seeking passage of a bill to accomplish this purpose

JLB/dh
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FIRST AMENDMENT TO THE NORTHSTAR UNIT LEASES BETWEEN THE STATE

OF ALASKA AND BP EXPLORATION (ALASKA) INC.

The State of Alaska (“'State’) and BP Exploration (Alaska) Inc. ("BPXA™ are parties to

the following leases in the Northstar Unit: ADL 312798, effective February !, 1980;

ADL 312799. effective February . 1980; ADL 312808. effective February ! . 1980; and

ADL 312809. effective February [. 1980 (collectively the “1980 Leases"); as well as

ADL 355001. effective August 1. 1983 (the '"1983 Lease'). The parties agree to amend

the 1980 Leases and the 1983 Lease as set forth in this first amendment to the

Northstar Unit leases.

1)

2)

1980 Leases

Paragraoh 6 (b) is replaced in its entirety as follows:

(b) Annual rental paid in advance is a credit on the royalty or supplemental
royalty due under this lease for that year.

Paragraph 7 is replaced in its entirety as follows:

7. SUPPLEMENTAL ROYALTY, (a) In addition to the royalty paid and
computed under paragraphs 8. 10. and !l below. Lessee shall pay to the State
a supplemental royalty (“supplemental royalty'). Lessee shall pay the
supplemental royalty, if owed, upon the same production volume for which
royalty is paid ("'production volume™). The supplemental royalty payment for a
given month eauals the supplemental royalty value times the supplemental
royalty percentage rate (‘percentage rate™) times the production volume for that
month. The percentage rate shall be calculated monthly by reference to: (1) an
ANS West Coast spot i rice (“spot price'); and (2) a supplemental royalty trigger
pnee (‘“trigger pnee™). If the spot pnee is eaual to or less than the trigger pnee,
then the percentage rate equals zero. If the spot pnee is greater than the tngger
pnee. then the percentage rate et ils (the spot pnee per barrel minus the



trigger price per oarreli times 1.5 per cent per dollar per barrel. The percentage
rate may never exceea 7.5 per cent.

(b) The spot price is the price per barrel calculated in Article 3.3 of and Exhibit 4
to the ANS Rovaitv Litigation Settlement Agreement ("ANS Agreement"), dated
December 31. 1991. between the State ano BPXA. for the crude oil referred to
as "ANS fUSWC'" m tne ANS Agreement. Tne tngger price is S17.35 per barrel
througn April 30. : 997 On May |. 1997. ano eacn May 1 thereafter, the trigger
price snail be aaiusted by an inflation facfor eaual to fifty percent of the "inflation
rate" aefinea as tne Prooucer Price Index for industrial Commodities ("PPI") for
December of tne previous year, as reported by April 30 of the current year,
diviaed by tne pp1 for Decemoer of 1995. as reported by April 30. 1996. The
supplemental rovaitv value for oil. gas. natural gas liquids and associated
substances is defined in oaragrapns 10 and 1! below. Exhibit B is a sample
calculation to demonstrate the metnoa of calculating supplemental rovalty for

oil.
Paragrapn 9 is reciaceo in us entirety as follows:

9. REDUCTION OF ROYALTY. Except as provided in paragraph 7 above.
Lessee snail no: ce entitled to any reouction of royalty paid under paragrapn 8
above or suopif mental royalty paid unoer paragrapn 7 above cased on any
current or future agreement. State statute, or State regulation.

Paragrapn 10 is replaced in its entirety as follows:

10. ROYALTY IN VALUE. Unless the State elects to receive all or a portion of
its royalty or supplemental royalty in kina as provided in paragrapn 12 below.
Lessee snail pay to tne State the value of all royalty and supplemental royalty
0ll gas and associated substances as determined under paragrapn 1l below.
Royalty ana supplemental royalty paid in value snail be free and clear of all
lease expenses (ana any portion of sucn expenses wnich is incurred away from
the leased area), including, but not limited to. expenses for separation, cleaning
dehydration, gathering, saltwater disposal, and preparing the oil. gas or
associated substances for t'tansponation off the leased area. All royalty and
supplemental royalty tnat may become payable in money to the State shall be
paid on or before tne last day of the calendar month following the month in
which the oil. gas or associated substances are produced. Royalty and
supplemental royalty payments shall be accompanied by copies of run tickets or
such other information relating to valuation of royalty and supplemental royalty
as the State may reauire. which may include, but is not limited to. evidence of
sale-, shipments, and amounts of gross oil. gas and associated substances
produced.



ParagraDn 11 is rcoiaced in us entirety as follows:

11. VALUE. For purposes of comouting supplemental royalty due under this
lease, tne vaiue ot supplemental royalty oil. gas. natural gas liquids ana
associated supstances snail be the value used in computing royalty on said

substances.

(a) To compute tne vaiue of oil for royalty ana supplemental royalty purposes,
this lease snail be aeemea an "ANS Lease’ under the terms of the ANS
Agreement, irrespective of any provisioms) of sucn agreement which would
otherwise exclude this lease therefrom.

(b) To compute tne vaiue of gas and natural gas liauids for royalty and
supplemental rovaitv purposes, this lease shall be deemed a "Lease'l under the
terms of the 1995 ANS Gas Royalty Litigation Settlement Agreement between
3PXA ana the State oatea as of April 1. 1995. irrespective of any provisions) of
sucn agreement wnicr. .vouid otherwise exclude this lease therefrom.

c) To compute tne vaiue of associated supstances (which shall be deemed to
exclude on. gas. ano natural gas liquids) for royalty and supplemental rova .v
purposes, the vaiue o' sucnh associated supstances shall not Pe less than the
highest of:

(1) the field price actually received be Lessee for such associated
substances:

(2) Lessee s posted price in the field for such associated substances:

(3) the volume weighted average field price actually received by other
producers in the same tield or area for associated supstances of like kna and
quality at the time such associated substances are removed from the leased or
unit area: or

:4) the volume weighted average posted price in the field of other
producers in the same field or area fur associated substances of like kina and
quality at the time sucn associated substances are removed from the leased or
unit area.

If associated substances are soh away from the leased or unit area, the term
"field price" above snail be the actual price for such associated substances
received from the purchaser thereof less the actual cost of transportation away
from the leased or unit area to the point cf delivery.

Minimum Value Determinations. The State may establish minimum values for
purposes of computing royalties on associated substances obtained from this

lease, with consideration being given to the price actually received by Lessee,
to the price or pnees paid in the same field or area for production of like quality,
to posted prices, to prices received by Lessee and/or other producers from



6)

7)

9)

sales occurring awav from the leased area, ano to other relevant matters. Eacn
such determination will be made only after Lessee nas been given notice anc a
reasonable opportunity to Le heard. Under this provision, it is expressly agreeo
that the minimum value of royalty associated suostances under this lease may
not necessarily equal the price of such associated substances.

The following provision snail be added to the end of paragraph 12:

(ei Supplemental royalty und” paragraph 7 aoove may be taken ,n
kind under the same terms and conditions as royalty may be taken in kind unoer
this paragrapn 12.

Paragrapn 14 is replaced in us entirety as follows:

14. APPORTIONMENT OF ROYALTY FROM APPROVED UNIT. The
landowners rovaitv and supplemental royalty snare of the unit production
allocated to eacn separately owned tract shall be regarded as royalty to be
distributed to ano among, or the proceeds of it paid to. tne lanoowners. free ana
clear of all unit expense ano free of any lien for it. Under this provision, the
State s royalty ano supplemental royalty share of any unit production allocatec
to the leased area snail be regarded as royalty to be distributed to. or the
proceeas of it paid to. tne State, free and clear of all unit expenses (and any
portion of sucn expenses wmch is incurred away from the unit area), including,
but not limited to. expenses for separation, cleaning, dehydration, gathering. "
saltwater disposal, ana preparing oil. gas or associated substances for
transportation off the unit area, and free of any lien for it.

Paragrapn 28 (c) is added as follows:

(©) Notwithstanding any other provisions of this lease, the Northstar Unit
Agreement. State statute, or State regulation, this lease shall terminate
automatically without notice, an opportunity to be hearo. or judicial proceeding,
if the Lessee fails to comply with the project schedule set forth in Exhibit C
("project schedule’), attached and incorporated by reference. Automatic
termination shall occur whether or not there is a well on the leased area
capable of producing oil or gas in paying quantities, the lease is committed to a
unit agreement, or the Lessee is drilling or conducting reworking operations, on
the date performance under the schedule is due. Furthermore, upon
termination BPXA shali promptly file of record appropriate lease
relinquishments. The automatic termination shall occur at 11:59 P.M.. Alaska
Time, on the day performance of an obligation under the project schedule is
due. The State may waive performance of an obligation required under the
project schedule by prior written consent. The performance of any obligation



9)

10)

required under me project scneGule is suoject to tne provisions of paragraon
32.

Paragrapn 32 is replaced in its entirety as follows:

32. FORCE MAJEURE. if the State determines that Lessee has been
prevented, after diligent efforts maoe in good faith, from complying with any
express or implied promise, term, condition or covenant of this lease, from
conducting drilling operations, or from producing or marketing oil or gas from
the leased area, oy reason of war. riots, acts of God. unusually severe weather,
or any other cause oevona Lessee s reasonable anility to foresee or control
(including delays caused by judicial decision or lack thereof or inability to obtain
local. State, or federal permits or environmental impact statements), whether
similar to those enumerated or not. Lessee s obligation to comply with sucn
provision shall be suspended, but not voided, and Lessee shall not be liable for
damages for failure to comoiv therewith, if Lessee s obligations to conduct
drilling or reworKing coerations are suspended unoer this paragrapn and the
continuation of sucn operations without suspension would have nad the effect
of preventing tne expiration or termination of this lease, this lease shall not
terminate during :ne period which the obligation to perform sucn operations is
suspended. Notning in tms paragraon snail be construed to suspend the
obligation to pay rentals, or to suspend the obligation to pay royalties,
supplemental royalties or other production payments from operations on the
lease area whicn are not suspended or from operations which are not affected
by any such suspension, to the State.

Paragraph 41 is replaced in its entirety as follows:

41. EMPLOYMENT OF ALASKAN RESIDENTS. Lessee shall comply with all
valid federal. State and local laws in mring Alaska residents and contractors
and shall not discriminate against Alaska residents or contractors. Within the
constraints of law. Lessee shall employ Alaska residents and contractors to the
extent they are available and qualified. Subject to the foregoing:

Lessee voluntarily agrees to adop. a program to hire residents of Alaska.
Lessee shall advertise for available positions locally and use Alaska |Ob
service organizations to notify the Alaskan public. For work in connection
with this lease. Lessee shall use best efforts to contract with Alaska firms and
fabricate modules in Alaska, whenever feasible. Lessee shall encourage its
contractors to employ and train, when necessary, residents of Alaska. In
determining feasibility. Lessee shall consider commercial, health, safety,
and environmental conditions ana requirements to ensure maintenance of
Lessee s operational standards. Lessee snail submit annually to the
Director. Division of Oil ana Gas, for transmission to the Department of



1)

Labor, a reoort that details the specific measures Lessee and its contractors
ano s- contractors nave taken or are planning to take to recruit qualified
Alasi residents for available |Obs. describes on-the-job training
opportunities, ano describes Lessee s efforts to hire Alaska firms for work in
connection to this lease. Lessee snail furnisn the Department of Labor a
quarterly reoort regarding the employment of Alaska residents on the leased
area in ccmcnance with regulations by the Commissioner of Labor. The
report must also include statistical data concerning the numoer of resident
personnel hired within the oast year for this lease.

1983 Lease

Paragraon 4(f) ana oaraaraon 34(7) are deleted and replaced in their entirety

with the following paragraon A4(f).

2)

(Hh FORCE MAJELRE. fthe state determines that lessee nas been prevented,
after diligent efforts made in good faith, from comolying with any express or
implied promise, term condition or covenant of this lease, from conducting
drilling operations, cr from producing or marketing oil or gas from the leased
area, bv reascn of war. riots, acts of God. unusually severe weather, or any
other cause beyond lessees reasonable aDility to foresee or control (including
delays caused oy judicial decision or lack thereof or inaoility to obtain local,
state, or federal permits or environmental impact statements), whether similar to
those enumerated or not. lessee s obligation to comply with such provision shall
be suspended, but not voided, and lessee shall not be liable for damages for
failure to comply therewith. If lessee s obligations to conduct drilling or
reworking operations are suspended under this paragraph ana the continuation
of such operations without suspension would have had the effect of preventing
the expiration or termination of this lease, this lease shall not terminate during
the period which the obligation to perform such operations is suspended.
Nothing in this paragraph snail be construed to suspend the obligation to pay
rentals, or to suspend the obligation to pay royalties, supplemental royalties or
other production payments from operations on the lease area which are not
suspended or trom operations whi;h are not affected by any such suspension,
to the state.

Paragraph 5(b) is replaced in its entirety as follows:

(b) Annual rental paid in advance is a credit on the royalty or supplemental
royalty due unoer this lease for that year.



Paragraon 7 is replaced in its entirety as follows:

7. APPORTIONMENT OF ROYALTY FROM APPROVED UNIT. The state s
royalty and supplemental royalty share of the unit production allocated to eacn
separately owned tract must be regarded as royalty to be distributed to or
among, or the proceeds of it paid to. the state, free and clear of all unit exoenses
and free of any lien for them. Unoer this provision, the state’s royalty and
supplemental rovaitv snare of any unit production allocated to the leased area
will be regaraed as royalty to be distributed to. or the proceeds of it paid to. the
state, free ana clear of all unit expenses (and any portion of thore expenses
incurred away from tne unit area), including, but not limited to. expenses for
separating, cleaning, dehydration, gathering, saltwater disposal, and preparing
oil. gas. or associated substances for transportation off the unit area, ano free of
any lien for them

A new paragraon 20fc! is added as follows:

ic) Notwitnstanaing any other provisions of this lease, the Northstar Unit
Agreement, state statute, or state regulation, this lease snail terminate
automatically witnout notice, an opportunity to be heard, or judicial proceeding,
if the lessee fa:is to comply with the project scnedule set forth in Exmbit C
('project scneauie i attacnea and incorporated by reference. Automatic
termination snail occur wnether or not there is a well on the leased area
capable of producing oil or gas in paying quantities, the lease is committed to a
umt agreement, or the lessee is drilling or conducting reworking operations, on
the date performance under the schedule is due. Furthermore, upon
termination BPXA snail promptly file of record appropriate lease
relinquishments. The automatic termination shall occur at 11:59 p.m.. Alaska
Time, on the day pedormance of an obligation under the project schedule is
due. The state may waive performance of an obligation required under the
project scnedule by prior written consent. The performance of any obligation
reauirea under the project scnedule is subject to the provisions of paragrapn

A(F).
Paragraph 31 is replaced in its entirety as follows:

31. EMPLOYMENT OF ALASKAN RESIDENTS. Lessee shall comply with all
valid federal, state and local laws in hiring Alaska residents and contractors and
shall not discriminate agamst Alaska residents or contractors. Within the
constraints ot law. lessee shall employ Alaska residents and contractors to the
extent they are available ano qualified. Subject to the foregoing:

Lessee voluntarily agrees to adopt a program to hire residents of Alaska.
Lessee snail advertise for available positions locally and use Alaska job



6)

7)

service organizations to notify the Alaskan public. For work in connection
with this lease, lessee snail use best efforts to contract with Alaska firms and
fabricate modules in Alaska, whenever feasible. Lessee shall encourage its
contractors to employ and train, when necessary, residents of Alaska. In
determining feasibility, lessee shall consider commercial, health, safety, and
environmental conditions and requirements to ensure maintenance of
lessee s ODerational standards. Lessee shall submit annually to the
Director. Division of Oil and Gas, for transmission to the Department of
Labor, a report tf at details the specific measures lessee and its contractors
and subcontractor have taken or are planning to take to recruit qualified
Alaska residents for available |obs. describes on-the-job training
opportunities, and describes lessee s efforts to hire Alaska firms for work in
connection to this lease. Lessee shall furnish the Department of Labor a
quarterly reoort regarding the employment of Alaska residents on the leased
area in compliance with regulations by the Commissioner of Labor. The
reoort must also include statistical data concerning tne number of resident
personnel hired within the past year for this lease.

Paragraon 35 is replaced in its entirety as follows:

35. ROYALTY ONI PRODUCTION. Except for oil. gas. and associated
substances used on the leased area for development and production or
unavoidably lost, the lessee shall pay to the state as a royalty 20 percent in
amount or value of the oil. gas. and associated suostances saved, removed, or
sold from the leased area and of the gas used on the leased area for extraction
of natural gasoline or other products from the leased area.

Paragraph 36 is replaced in its entirety as follows:

36. VALUE. For purposes of computing supplemental royalty due under this
lease, the value of supplemental royalty oil. gas. natura' gas liquids, ano
associated substances shall be the value used in computing royalty on said
substances.

(@) To compute the value of oil for royalty and supplemental royalty purposes,
this lease shall be deemed an "ANS Lease" under the terms of the ANS
Agreement, irrespective of any provision(s) of sucn agreement which would
otherwise exclude this lease therefrom.

(b) To compute value of gas and natural gas liquids for royalty and
supplemental royalty' purposes, this lease shall be deemed a "Lease" under the
terms of the 1995 ANS Gas Royalty Litigation Settlement Agreement between
BPXA and the State dated as of Apnl |, 1995. irrespective of any provis on(s) of
such agreement which would otherwise exclude this lease therefrom.



(c) To comDuie tne value of associated substances (which shall be deemed to
exclude oil. gas. and natural gas liouias) for royalty and supplemental royalty
purposes, the vaiue of sucn associated substances snail not be less than the

highest of:
(1) the field price actually received be lessee for such associated

substances:

2) Lessee s posted Drice in the field for sucn associated substances:

(J) the volume weignted average field price actually received by other
proouceis in the same field or area for associated substances of like kino ano
quality at the time sucnh associated substances are removed from the leased or
unit area; or

(4) me volume weignted average posted price in tne field of other
producers ir the same field or area for associated supstances of like kino and
quatitv at the iim» «ucn associated substances are removed from the leased or

unit area.

if associated sucstances are sold awav from tne leased or unit area, the term
field once above snail be tne actual brice for sucn associated substances
received from tne curcnaser thereof less tne actual cost of transportation away
from tne leasen cr unit area to the point of deliver/

Minimum Value Determinations. The state may estabiisn minimum values for
purposes of computing rovaities on associated supstances obtained from this
lease, with consideration being given to tne price actually received by lessee, to
the price or prices paid *n the same field or area for production of like duality, to
posted prices, to prices received by lessee ano/or other producers from sales
occurring away from the leased area, and to otner relevant matters. Eacn such
determination will be made only after lessee nas been given notice and a
reasonable opportunity to be heard. Under this provision, it is expressly agreed
that the minimum value of royalty associated substances under this lease may
not necessarily eouai the price of sucn associated substances.

Paragraph 37 is replaced in its entirety as follows:

37. ROYALTY IN VALUE. Unless the state elects to receive all or a portion of its
royalty or supplemental royalty in kino as provided in paragraph 38. lessee
snail pay to the state the value of all royalty and supplemental royalty oil. gas
and associated substances as determined under paragrapn 36. Royalty and
supplemental royalty paid in value snail be tree and clear of all lease expenses
(and any portion of sucn expenses whicn is mcurreo away from the leased
area), including, but not limned to. expenses for separation, cleaning



dehydration, gathering, saltwater disposal, and preparing the oil, gas or ®
associated suostances for transportation ofl the leased area. All royalty and
supplemental royalty that may become payable in money to the state shall be  *j
paid on or before the last day of the calendar month following the month in

whicn the oil. gas or associated suostances are produced. Royalty and
supplemental royalty payments shall be accompanied by copies of run tickets orl
sucn other information relating to valuation of royalty end supplemental royalty

as the state mav reauire. which may include, but is not limited to. evidence of

sales, shipments, and amounts of gross oil. gas ana associated substances A
produced. " ®
9) The following provision snail be added to the eno of paragraon 38: 1]

ff) Suooiemental royalty under this lease mav oe taken in Kind under
the same terms ano conditions as rovaitv may oe taken in kino under this
paragmzn 33. 1

*0) Paragraon 39 is reoiaceo in its entirety as follows: 1

39. REDUCTION OF ROYALTY. Except as provided in paragraph 40 below,
lessee snail not ce entitled to any reduction of rovaitv paid under paragrapn 35
above or supplemental royalty paid unoer paragraon 40 beiow based on any |
current or future agreement, state statute, or state regulation

[1) Paragrapn 40 is replaced in its entirety as follows:

40. SUPPLEMENTAL ROYALTY, (a) In addition to tne royalty paid and m
computed unoer paragrapn 35. 36. 37 above, lessee snail cay to the state a 1]
supplemental royalty (“supplemental royalty') Lessee snail oay the

supplemental royalty, if owed, upon tne same production volume for which —
royalty is paid (‘“production volume ). The supplemental royalty payment for a I
given montn eauais tne supplemental royalty va'ue times tne supplemental

royalty percentage rate (“percentage rate™) times tne production volume for that
month. The percentage rate shall be calculated monthly by reference to: (1l)a<i |
ANS West Coast spot price (‘Spot price'): ano (2) a supplemental royalty tngger mm
pnee (“tngger price ). If tne spot price is eaual to or less tnan the trigger price.

then the percentage rate eauais zero. Il the spot price is greater than the trigger 3
pnee. then tne percentage rate eauais [the spot price per barrel minus the -
tngger pnee per Darrel) times 1.5 per cent per dollar per barret. The percentage

rate may never exceed 7.5 per cent.

(b) The spot price is the pneo per barrel calculated in Article 3.3 of and Exhibit 4

to the ANS Royalty Litigation Settlement Agreement (“ANS Agreement’’), dated
December 31, 1991. between the State ano BPXA. for the crude oil referred to

10



as “ANS (USWCYV in the ANS Agreement. The tngger price is S17.35 per barrel
throuan April 30. 1997. On May 1,1997. and eacn May 1 thereafter, the trigger
price snail be adiusted by an inflation factor eaual to fifty percent of the "inflation
rate" oetinea as the Proaucer Price Inaex for industnal Commodities (“PPI") for
Decemoer ot the previous year, as reported by April 30 of the current year,
diviaeo by the PPI for December of 1995. as reponed by April 30. 1996. The
suppler entai royalty value for oil. gas. natural gas liauids and associated
substances is defined in paragrapns 36 ana 37 above. Exhibit B is a sample
calculation to aemonstrate the method cf calculating supplemental royalty for
oil.

These amendments do not affect: (1) any future agreements which may be reached for
the handling of outside suostances as that term is used in the Nonnstar Unit
Agreement effective Januarv 24. 1990 or (2) the current valuation metnoaology for
royalty for any other Alaska Net Profit Share leases between the State ana BPXA or
any affiliates or any future agreements wnich may oe reached regarding a future
valuation metnoooiogy for Alaska Net Profit Share leases. These amendments take
effect when ana if an Actisj suostantially similar to the act. attacnea as Exhibit D and
incorporated oy reference, takes effect. This amendment is dated for reference

purposes as of March 22. 1996.

LESSEE: LESSOR:

BP EXPLORATION (ALASKA). INC. STATE OF ALASKA

E. LuttreW, Vice President
Department of Natural Resources



STATE OF ALASKA )

) ss.
Third Judicial District )
On - 1996. before me appeared John T. Shively. Commissioner.

State of AlasKa. Department of Natural Resources, ano whe ‘ecuteo this lease ano
acknowledged voluntarily signing it on behalf of the State of Alaska, as lessor.

L - 2

"\ %

Notary Public in ano for the State of Alaska

My Commission Exoires: S 3V %
| < (1%
Vo /EH#
STATE OF ALASKA , % + <
) ss.
Third Judicial District )

On .JJijl/ljS.h £2- "296. oefore me aDpeareo E. M. Lutreil. Vice President of BP
cxoloration (Alaska), inc.. ano wno executed this lease and acknowledged voluntarily
signing it on.penaif of the £P-c*pioration |Alaska). Inc.. as lessee.

_m — _§-
Notary Public in ano for tne State of Alaska # 'a p/l>%
My Commission Exoires [rrtre =i L




Exhibit B
Calculation of the Supplemental Royalty Payment for Oil

1) The calculation of the ANS West Coast spot price is derived from Platt's
'Oilgram Price Repon Spot Crude Price Assessments:

Platt s Reported Daily
Assessment (S/barrei)

Date ANSWC ANSWC ANSWC ANSWC

Low Hign Daily Average Daily Average

(After
Rounding)’
01/02/96 S17 97 S18.06 S18.015 S18.02
01/03/96 S17 94 S18.03 S17.985 S17.98
01/04/96 S17 96 S18.C3 S17:995 S18.00
01/05/96 S18 GO S18.64 S18.620 S18.62
01/09/96 S18 23 S18.29 S18.260 S18.26
01/10/96 517 99 S18.05 S18.020 S18.02
01/11/96 517 10 517.17 S18.135 S17.14
01/12/96 S16 64 S16.71 S18.675 S16.68
01/15/96 516 75 S16.83 $16,690 S16.79
01/16/96 S16 60 S16.66 S16.730 S16.63
01/17/96 S1C.91 S16.97 S16.940 S16.94
01/18/96 S17 46 S17.54 S17.500 S17.50
01/19/96 SI17 28 S17.37 S17.325 S17.32
01/22/96 S17 02 S17 08 S17.050 S17.05
01/23/96 S17.10 S17 16 S17.150 S17.13
01/24/96 S17.35 S1741 S*-.380 S17.38
01/25/96 S16.76 S16 81 S17.785 S16.78
01/26/96 S16.43 S16 53 S17.480 S16.48
01/29/96 S16.16 S16.24 S16.200 S16.20
01/30/96 S16.30 S16.38 S16.340 S16.34
01/31/96 S16.46 S16.56 S16.510 S16.51
mwnthly A' erage calculated from ANSWC Daily
eragt> (After Rounomg) s S17.2271 p
barrel
ANS West Coast spot pnee for the January 1996
month of production = S17.23 per
barrel
2) The inflation factor snail be calculated as follows: Assume that by Apnl 30.

1996. the U.S. Department of Labor repons a PPI for Docemoer 1995 as 126.2.
Assume tnat by Apnl 30. 1998. tne PPI for December 1997 is 134.2. The inflation
factor for 1998 is calculated according to the following formula:

All tource and calculated number* shall be round"* a* required in the ANS
Agreement.



Inflation Factor for Mav 1. 1998 through April 30. 1999
a [(PPI Deccmocr of the previous year PPl December 1995) - 1) x 0.5 S

={(134.2 - 126.2) * 1] x 0.5 a 0.0317 = 3.17 percent

3) The trigger Drice tor May 1. 1998 through April 30. 1999 is calculated by pi
adiusting $17.35 per barrel by the inflation factor as follows:

Trigger price for the current year = S17.35 per barrel x (1 + inflation factor) f,

S17.35 per Darrel x (1+ 3.17 percent)

S17.35 x 10317 |

S17.90 per carrel |

4) Assuming tne current montn ANSWC spot Drice is S21.40. the suDDlementai
royalty percentage rate is calculated as: |

Supplemental royalty percentaae rate = BANSWC spot price - trigger price for the current vear)
X (1 5 percent per dollar per parrel) |

<S21 40 cer carrei « $17.90 per barrel) x 1.5 percent per dollar per barrel

(21.40 -17.90) x 0.015 |

= 0.05250 = 5.25 percent

5) The calculation of the supplemental royalty payment for the current month is the n
product of lhe production volume times the royalty value and the supplemental royalty ]
percentage rate. Assume that 1.550.000 barrels of oil were produced in the Northstar \j

unit in the current month ano that the rovalty value is S17.71. The supplemental
royalty is:

Supplemental royalty payment = production volume x royalty value x supplemental royalty
percentaoe rate

1,550.000 barrels x S17.71 per barrel x 5.25 percent |

S1.441.151.25 |



EXHIBIT C

PROJECT SCHEDULE

The Northstar Development Project ("the Projecr’) is described in the document titled
"Northstar Development Project. Conceptual Engineering Report' dated February
1996. BPXA shall comply with the following schedule for the Project and shall provide
satisfactory evidence of compliance within fifteen days of the date performance is due
under the scnedule:

BPXA shall receive Project sanction within twelve (12) months after passage by the
legislature ot an Act approving the first Amendments to the Northstar Unit Leases for
the Project. "Project sanction' means approval in writing by the highest appropriate
authority in BPXA or its parent entity necessary for the total amount of expenditures
required for th roject. Satisfactory evidence of receipt of sanction shall be tendered
to the State in the form of the sanctioning entity's documents approving the
expenditure of funas for the Project. If Project sanction is withdrawn for any reason
whatsoever, BPXA shall notify the State within three working days by letter from an
authonzed officer and BPXA shall be deemed to have failed to comply with this

schedule.



EXHIBIT D

ACT

BELL NO.
INTHE LEGISLATURE OP THE STATE OF ALASKA
NINETEENTH LEGISLATURE « SECOND SESSION
BY THE ___ RLILXS COMMJHVE UY WtQUXST 07 THE COVMINOU

Dilr*4if«d*

4
A BILL

FOR AN ALT ENTITLED
1 J"An Act *uiborlzdnf< approving tend raUfylnjc tha asQadmeot nf Nortiuur Unit

J
2 : oiland PU ItUM between me Stata of Alaska und DPExploration (Alaska)

3 [ lots him* prortdlo; for an effective date."

4 i1 DC IT ENACTED BY THE LEGISLATUREOFTHE STATEOFALASKA:
51 * Section J The legiilaiare finds that

6 il (I) me prodccnon ar oil ana gas from itin: Und ii a num oOf statewide
7 ‘interest and CJTccX bectate /t Is in important source of revermo (0 me rate and job
I I vppvnuiiiucs for the people of (be stcr;

5 (2) DP Erplorauoa (AlisLo Inc. holda sua> oil end gaa Jeans in uva Northstar

10 U (tdial include na profit share previsions:

u (3) with the current and projected piloc cf oil, UP Exploration CAluti) lee.

12 _Imaimtains that the net profit ihuc provisions of the Northstar Uoltleuai pnrrnithe L'tr.edy
i

L3 development of the unit:
(4) caiadrtk I»w set out ia AS 3S.0S does net provide tho ccgcninloocr of the

itar Tz *ittrlamn XTIV rxrr tMUUemo/

14



24

23

26
21

29

30

27 DIV OF OIL AKD GAS FAX NO. 9075623852 P.0

S (e TR o

DRAFT DRAFT - DEPARTMENT OF LAW DRAFT

Dftpa/crxst cf Natural Rcauareet with suiTldent express «wittiari(y to intend the n« profit
share proviRaax of ihe JNonhitar UiHc lose* held by BP Exploration (Alaska) Inc.:

(5) unJaw net profit share provision) of tha NorthUnr Unit Icaxna arc
amended. .vodnctjon of oil and pa* from tho unit Is unlikely to begin until tho yaar 2002;

(6) Ihe Department of Revenue currently forecasts that production will not
begin from tht unn unul tht year 2002:

(7) if the ner profit thore provisions. of the Nortiurtar Unit leasts etc emended.
All) production of oil and Res from the unit may begin as early a* the year 1399;

(8) ammdlInn lhe net profit share provisions nf the Noahitar Unit leases to
provide for a tuppinnenulJ royalty will maximize the economic benefits of oil and gas
production lo the people of die sum by encouraging icmdy production from tha nnrt;

(9) the dcvtlopmrat of (he umt and the aiiocixtol construction of unit facilities
within thosutc will provide additional revenue to the stale and increased Job opportunities:

(10) DP Exploration (Alula) Inc. bis commuted to uxo it) best efforts to hire
Musk* residents and comTiaoni and to fabricarc modnlej for me unll In Alaska;

il 1) the timely development of the unit may result tn Increased atrtts revenue
n future lease sales;

(12) the itm«Jy development of the wunit mty result in technological
Jrealthroughs and other cost saving* that auy make cthor dorolopmcnt opportunities In
Uaska economically feasible: and

(13) (he development of the unit will include the first truly offshore .Arctic
aland coostruedcn and Arctic subtea pipeline for oil.

* Sec. 2. (a) The Slate of Alaska and BP Exploration (Alaska) Inc. are panics to tho
Allowing lease* m the Northstar Unit:

(1) ADL 312798. effective February 1.1980:

(2) ADL 312799, effective February 1. 1910;

(3) ADL 312808.emnivo February 1.1910;

(4 ADL 312809, effective February 1, 1780; tnd

(3) ADL 333001, effective August 1, 1983.

(b) The commixUnoer of (bo Department of Natural Resources may amend the

tonhsrw Unix Is m dcecrtbad la (e) cf this sect! ,n to (he extent tot out In the "Plrrt

v CnliLnti (QLICTD nr? XXXCTTm)
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riM-Si-88 FRI 17:12 ANCH AGO 0Gtt —
iu:vu/-*40» v<ur FAX NO 1p798 i
VK" H Yt NO.UIJk kuy
DRAFT DRAFT - HEPMITHE*T OP LAW DRAFT

1| Amendment to die Notlhiur Unit Lawxes Cct»«m ihe Sute of Alaska and BP Explonrioo
2 | cAlivka) INC". dated March . 1996.

3 If (c) Notwithstanding any other provision of law, d>0 'PIm Amenctaenr to tho Notthilar

4 NUnll Leases Between the Slate of Aiaaka and BP Exploration (Aiaaka) Inc.", dated Mnrch
j 139d, Is approved and ratified.

e See. 3. This Act take* effect tramedlilely under AS 01.10.070(c).

gt» rcTt r»4#rii/iw foBjrrD rear jbuocrzoj





