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Prudhoe Bay Unit Agreement

UNIT AGREEMENT 
PRUDHOE BAY UNIT 
STATE OF ALASKA

T h i s A g r e e m e n t , entered into as of April 1, 1977, by the parties 
who have signed the original of This instrument, a counterpart thereof, 
or other instrument agreeing to become a party hereto, with the 
agreement and approval of the State of Alaska.

W IT N E S S E T H  :

W h e r e a s , the A.R.Co.-Humble (now A.R.Co.-Exxon) Prudhoe 
Bay State No. 1 Well on land covered by State Lease No. ADL-28303 
between the depths of 8,117 feet below Kelly Bushing and the top 
of the carbonate formation at 8,785 feet below Kelly Bushing (called 
"Permo-Triassic formation") as measured by the Schlumberger 
Dual Induction Laterolog, Run 4 dated February 8, 1968, and Run 5 
dated March 9, 1968, and subsequent additional wells have estab­
lished the discovery of a major oil and gas field in the Prudhoe 
Bay area of the Arctic Slope of Alaska; and

W h e r e a s , Section 31.05.110 (a) of the Alaska Statutes (Oil and 
Gas Conservation) provides that to prevent, or to assist in pre­
venting waste, to insure a greater ultimate recovery of oil and gas, 
and to protect the correlative rights of owners of interests in the 
tracts of land affected, these owners may validly integrate their 
interests to provide fo r the unitized development and operation of 
such tracts of land as a u n it ; and

W h e r e a s , the Commissioner of Natural Resources, State of 
Alaska, is authorized by Chapter 38.05 of the Alaska Statutes where 
necessary or advisable in the public interest, to agree to and approve 
a unit plan of development or operation on behalf of the State of 
Alaska insofar as it covers and includes lands and mineral interests 
of the State of Alaska; and

W h e r e a s , in order to accomplish the foregoing purposes, it 

is deemed necessary and desirable to enter into this agreement to
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unitize the Oil and Gas Eights in and to the Un it Area, as herein 
established, in order to conduct the Unit Operations as herein 
provided;

Now, T h e r e f o r e , in consideration of the premises and of the 
mutual agreements herein contained, it is agreed as follows:

ART ICLE 1 
D e f i n i t i o n s

As used in this agreement:

1.1 Director is the Director, Division of Lands, Department of 
Natural Resources, State of Alaska, or his duly authorized repre­
sentative, who is authorized and has been delegated the authority to 
act for and on behalf of the Commissioner of the Department of 
Natural Resources with respect to the agreement to and approval 
of this agreement by the State of Alaska and the giving of the 
various approvals called for in this agreement.

1.2 E ffective  Date is the time and date this agreement becomes 
effective as provided in Artic le 14.1 hereof.

1.3 Gas Cap Gas is natural gas (with all of its constituent ele­
ments, including condensate and gas plant liquids, derived or ex­
tracted from i t after it leaves the Reservoir) which originally 
occurred in a Reservoir in gaseous form and not in solution with Oil.

1.4 Gas Cap is that portion of a Reservoir occupied by Gas 
Cap Gas orig inally in place and not by Oil or Solution Gas.

1.5 Gas Cap Participating Area shall have the meaning given 
to it by Section 5.1(c) hereof.

1.6 Legal Subdivision o f Land is a section of land according 
to the governmental or protracted survey thereof, containing six 
hundred and fo rty (640) acres more or less, or the nearest equiva­
lent in instances of irregular surveys.

1.7 Oil is any hydrocarbon produced in liquid form at the 
wellhead and orig inally existing in liquid form in the Reservoir.
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1.8 Oil and Gas R ights arc the rights to explore, develop, and 
operate lands within the Unit Area fo r the production of Unitized 
Substances, or to share in the production so obtained or the pro­
ceeds or value thereof.

1.9 Oil R im is that portion of a Reservoir occupied by Oil and 
Solution Gas orig inally in place and not by Gas Cap Gas.

1.10 Oil Rim  Participatm g Area shall have the meaning given 
to it by Section 5.1(e) hereof.

1.11 Outside Substances are all substances injected into a 
Reservoir which have been obtained from any source outside the 
Unit Area or on which payments for Royalty Interests previously 
have been made.

1.12 A Participating Area is a Tract or group of Tracts de­
scribed and designated as such pursuant to this agreemertt fo r pur­
poses of developing, producing and allocating one or more of the 
Unitized Substances from all or part of one or more Reservoirs, 
as determined for such Tract or group of Tracts in accordance 
with this agreement.

1.13 Prudhoe Bag (Permo-Triassic) Gas Cap shall have the 
meaning given to it by Section 5.1(b) hereof.

1.14 Prudhoe B ay  (Permo-Triassic) Oil Rim shall have the 
meaning given to it by Section 5.1(d) hereof.

1.15 Prudhoe B ay  (Pcrm o-Triassic) Reservoir shall have the 
meaning given to it by Section 5.1(a) hereof.

1.16 A Reservoir is the portion of a porous and permeable 
underground formation containing or appearing to contain nn ind i­
vidual and separate, continuous accumulation of producible Uni­
tized Substances which is confined by impermeable rock or a defined 
oil-water or gas-water contact and is characterized by a single 
natural pressure system.

1.17 Reservoir L im its means the areal extent of a Reservoir in 
its original condition prior to the first withdrawal of any Unitized 
Substance therefrom.
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1.18 Royalty  In terest is a righ t to or interest in any portion of 
the Unitized Substances or proceeds or value thereof other than a 
Working Interest.

1.19 R oyalty Owner is the State of Alaska r nd any other party 
hereto who owns a Royalty Interest.

1.20 Solution Gas for the purposes of distinguishing it from 
Gas Cap Gas, is any gaseous hydrocarbon which orig ina lly occurred 
in a Reservoir in solution with Oil. Solution Gas fo r purposes of 
distinguishing it from Oil, is any hydrocarbon which orig inally 
occurred in a Reservoir in solution with Oil and which was con­
verted to a gaseous form by changes in pressure or temperature 
effected by ordinary production methods. In either case, the term 
Solution Gas includes all constituent elements including gas plant 
liquids derived or extracted therefrom after it leaves the Reservoir.

1.21 Tract is the land described as such and given a Tract 
number in Exhib it A as orig inally attached hereto or as such Ex­
h ib it A may be amended from time to time in accordance with the 
provisions hereof.

1.22 Tract Participation is the percentage assigned to a Tract 
fo r a Participating Area fo r allocating Unitized Substances to such 
Tract.

1.23 Unit Area is the land described by Tracts in Exhib it A and 
shown on Exhibit B as to which this agreement becomes effective 
or to which it may be extended as herein provided.

1.24 Unit Equipm ent is all personal property, lease and well 
equipment, plants and other facilities and equipment taken over 
or otherwise acquired by Working Interest Owners fo r use in Unit 
Operations.

1.25 Unit Operating Agreem ent is the agreement entered into 
by Working Interest Owners, having the same Effective Date as 
this agreement, eutitled “Un it Operating Agreement, Prudhoe Bay 
Unit, State of Alaska” , as amended or supplemented from time 
to time.

4
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1.2G Unit Operations are all operations conducted pursuant to 
this agreement and the Unit Operating Agreement.

1.27 Unit Operators are the Working Interest Owners desig­
nated by Working Interest Owners under the Unit Operating Agree­
ment to conduct Unit Operations, acting as operators and not as 
Working Interest Owners.

1.28 Unitized Substances are a ll oil, gas and associated sub­
stances other than Outside Substances within or produced from 
the Unit Area.

1.29 Working Interest is an interest in Unitized Substances by 
virtue of a lease, operating agreement, fee title, or otherwise, in­
cluding a carried interest, under or pursuant to which the owner 
of such interest has the right to d rill for, develop and produce, or 
cause to be drilled for, developed a.*d produced, oil and gas, and 
the owner of which interest is obligated to pay, either in cash or 
out of production or otherwise, a portion o f the unit expenses. A 
Royalty Interest created out o f a Working Interest subsequent to 
the execution of this agreement by the owner of such Working In ­
terest shall continue to be subject to such Working Interest burdens 
and obligations that are stated in this agreement and the Unit 
Operating Agreement. For the purpose of this agreement the inter­
est of BP ALASKA INC. as shown on Exhibit A shall be considered 
as a Working Interest.

1.30 Working Interest Owner is a party hereto who owns a 
Working Interest.

ART ICLE 2 
Exhibits

2.1 Exhibits. The following exhibits, which are attached hereto, 
are incorporated herein by reference:

2.1.1 Exhibit A is a schedule that describes each Tract in 
the Unit Area and shows among other things the ownership of 
Oil and Gas Rights in each Tract.

2.1.2 Exhibit B is a map depicting the boundary line of 
tire Unit Area and the Tracts therein.
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2.1.3 Exhibit C ia a description o f the Oil Rim Participat­
ing Area, as defined in Section 5.1(e) of this agreement, and a 
description of the Gas Cap Participating Area, as defined in 
Section 5.1(c) o f this agreement, and a schedule showing respec­
tive Tract Participations for each Participating Area.

2.1.4 Exhibit D consists of two maps labeled D -l and D-2 
depicting the boundary lines o f the Oil Rim Participating Area, 
as defined in Section 5.1(e) of this Agreement, and the Gas Cap 
Participating Area, as defined in Section 5.1(c) of this agreement.

2.1.5 Exhibit E  is the plan of development fo r the Oil Rim 
Participating Area, as defined in Section 5.1(e) o f this agree­
ment, and the Gas Cap Participating Area, as defined in Sec­
tion 5.1(c) of this agreement.

2.1.6 Exhibit E-l is the plan o f development and opera­
tion fo r lands not included in the Initial Participating Arens.

2.1.7 Exhibit F is a map depicting the Reservoir Limits 
of the Prudhoe Bay (Permo-Triassic) Reservoir.
2.2 Reference to Exhibits. When reference is made to an 

exhibit, it is to the exhibit as originally attached or, i f  revised, to 
the latest revision.

2.3 Exhibits Considered Correct. Exhibits A, B, C, D, E, 
E - l and F  shall be considered to be correct until revised as herein 
provided.

2.4 Correcting Errors. Shapes and descriptions of the re­
spective Tracts have been established by using the best information 
available. I f  it subsequently appears that any Tract, because of 
diverse Royalty or Working Interest ownership, should be divided 
into more than one Tract, or that any mechanical miscalculation or 
clerical e rror has been made, Unit Operators, with approval of 
Working Interest Owners, shall correct the mistake by revising the 
exhibits to conform to the facts. Such revision shall not include any 
re-evaluation o f reservoir engineering or geological interpretations 
used in determining Tract Participation. Each such revision of an 
exhibit made prior to thirty (30) days after the Effective Date shall

6
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be effective as o f the Effective Date. Each such revision thereafter 
itindc shall bo effective at 12:01 a.tn. on the first day of me calendar 
month next following the filing fo r record of the revis> c, exhibit or 
on such other date as may be determined by Working Interest Own­
ers as set forth in the revised exhibit.

2.5 Exhibits for New Participating Areas. Unit Operators 
shall prepare exhibits similar in form to Exhibits C and D fo r each 
new Participating Area created pursuant to Sections 5.3 and 5.4 
of this agreement and shall submit the same promptly to Working 
Interest Owners and after approval by them to the Director for 
approval.

2.(5 Filing Revised Exhibits. I f  an exhibit to this agreement is 
revised, Unit Operator shall execute an appropriate instrument with 
the revised exhibit attached and file the same fo r record in the 
Barrow Recording District and in the filing office o f the Division 
of Lands in Anchorage, Alaska.

ARTICLE 3 
Creation and E ffect of Unit

3.1 Oil and Gas Rights Unitized. All Oil and Gas Rights in each 
o f the Tracts described in Exhibit A are hereby unitized so that Unit 
Operations may be conducted as if the Unit Area had been in­
cluded in a single lease executed by the State of Alaska and any 
other party who may have authority to execute oil and gas leases, 
as lessor, in favor o f all Working Interest Owners, as lessees.

3.2 Personal Property Excepted. A ll lease and well equip­
ment, materials, and other facilities heretofore or hereafter placed 
by any of the Working Interest Owners on the land covered hereby 
shall be deemed to be and shall remain personal property belong­
ing to and may be removed by the Working Interest Owners and is 
hereby excepted from the provisions of this agreement. The rights 
and interests therein as among Working Interest Owners are set 
forth in the Unit Operating Agreement.

3.3 Amendment of Leases and Other Agreements. The pro­
visions of the various leases, agreements, division and transfer 
orders, or other instruments pertaining to respective Tracts or the 
production therefrom are amended to the extent necessary to make

Prudhoe Bty Unit Agreomoni
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them conform to the provisions of this agreement, but otherwise 
sltnil remain in effect.

3.4 Continuation of Leases and Term Interests. Except fo r 
the purpose of determining payments to the State of Alaska and 
other Royalty Owners, production from any purt o f the Unit Area, 
as such area may be enlarged or contracted, or other Unit Operations 
shall be considered as production from or operations upon each 
Tract, and such production or operations, so long as the particular 
Tract remains committed to this agreement, shall continue in effect 
each lease or term mineral or royalty interest as to all lands and 
formations covered thereby just as if such operations were con­
ducted on and as if a well were producing from each Tract.

3.5 Rental Settlement. Rental or minimum royalties due on 
leases committed hereto shall be paid by Working Interest Owners 
responsible therefor at the rates specified in the respective leases 
and in accordance with applicable laws and regulations, regardless 
of whether or not the primary term of said leases has expired, unless 
such rentals or minimum royalties are waived, suspended or reduced 
by law or by approval of the Director. Minimum royalty accrues on 
each lease, any part of which is in a Participating Area, and each 
other lease which is producing or certified by the Alaska Division of 
Lands as capable of producing in paying quantities, on the first 
day of each lease year and is payable at the end of the lease year. 
Rentals on all other leases shall be due and payable prior to the 
beginning of each lease year.

3.6 Titles Unaffected by Unitizaiion. Nothing herein shall be 
construed to result in the transfer of title to the Oil and Gas Rights 
by any party hereto to any other party or to Unit Operators.

3.7 Injection Rights. Pursuant to an approved development 
and operation plan, Working Interest Owners may inject substances 
into the Unit Area for Unit Operations, together with the right to 
drill, use, and maintain injection wells on the Unit Area, and to 
use for injection purposes any nonproducing or abandoned wells or 
dry holes, and any producing wells completed in the Unit Area.

8
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3.8 Operating Rights. Working Interest Owners, and Unit 
Operators in their behalf, shall have the same rights as are granted 
in the several oil and gas leases o f ingress, egress, use of the sur­
face and subsurface, use of water, use of other substances, use for 
the laying of pipelines and any other rights in said leases, which 
shall extend to and may be exercised for the benefit of the Unit Opera­
tions, the same as i f  the entire Unit Area were covered by a single 
oil and gas lease containing such provisions. Such rights shall extend 
to all lands hereafter added to the Unit Area and shall continue 
in fu ll force and effect as to any lands hereafter excluded 
from the Unit Area (whether by virtue of Section 9.3 o f this agree­
ment or otherwise) which, when excluded, are either being utilized 
fo r the benefit of Unit Operations or to be utilized pursuant to an 
approved plan of development and operation.

ART ICLE  4
Unit Operators and P i.an or Developmbnt and Operation

4.1 Unit Operators. Working Interest Owners are concur­
rently herewith entering into the Unit Operating Vgreement desig­
nating Unit Operators. BP ALASKA INC., with offices at 3111 “ C” 
Street (P.O. Box 4-1379, 99509), Anchorage, Alaska, is designated 
as Unit Operator fo r the following identified leases or portions 
thereof included within the Unit Area.

State of Alatka Lean- No. Tract No.
47445 128235 228254 347469 947448 102825G 1128255 1228237 1347447 144744G 1525637 1647449 1728239 1628238 1928259 2028258 21
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Stale of Alaska Lease No. Tract No.

28257 22 & 22-A
28279 23
28278 24
28277 25
28299 26
28304 43
28280 44
28281 45
28282 46
28260 47
28261 48
47450 49
28240 50
28241 51 & 51-A
28244 52
28245 53
28262 54 & 54-A
28263 55 & 55-A47451 56
28283 57
28284 58
28285 59
28305 60
28310 75
28286 76
28287 77
28288 78
28264 79
-17452 80
47453 81
28246 82
47454 83
28265 84
28289 85 & 85-A
47471 86
47472 87
28313 88
47475 103
47476 104
28290 105

ATLANTIC R ICH F IE LD  COMPANY, with offices at 711 West 8th 
Avenue (P.O. Box 360, 99510), Anchorage, Alaska, is designated as 
Unit Operator for the following identified leases or portions (hereof 
included within the Unit Area:
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34625
34626
34627 
34624 
2S297
28300
28301
34628 
3462.9
34630
34635 

'34634
- '  34633

34636
28337
28338
28320
34631
34632
28302
28303
28306
28307
28321
28322
28323
28339
28340
28341 
28343
28324
28325
28326
28308
28309 
28312 
28311 
28329 
28328
28327
28345 
28344 
28347
28346 
28332 
28331 
28330

Slate of Alaaka I-case No. No.

AGO 10034226

Tract
4
5
6
7
8

27
28
29
30
31
32
33
34
35
36
3738
39
4041
42
61
62
63
64
65
66
67
68
69
70
71
72
73
74
89
90
91
92
93
94
95
96
97
98
99

100
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State of Alaska Lease No. Tract No.
28315 
28314 
47482
28316 
28335 
28334 
28333 
28349

110
111

107 & 107-A
108
109 & 109-A

101
102
106

Further reference in this agreement and the Unit Operating Agree­
ment to Unit Operators shall mean BP ALASKA INC., with re­
spect to that portion of the Unit Area fo r which it is designated 
as Unit Operator, and ATLANTIC R IC H F IE LD  COMPANY, with 
respect to that portion of the Unit Area xor which it is designated 
as Unit Operutor. Unit Operators 6hall huve the right to conduct 
Unit Operations, which shall conform to the provisions o f this 
agreement and the Unit Operating Agreement. By signature hereto, 
BP ALASKA INC. and ATLANTIC R IC H F IE LD  COMPANY, 
hereby agree to accept the duties and obligations of Unit Operators 
fo r discovery, development and production of Unitized Substances 
as herein provided. A change of either Unit Operator may be made 
in accordance with the Unit Operating Agreement, and the Direc­
tor shall be notified promptly of any such change. In  the event of 
any such change, the Unit Operator herein designated, change of 
which is desired, shall continue in its capacity as a Unit Operator 
until a qualified successor shall have been selected and approval 
thereof is given by the Director and the successor shall have assumed 
its duties as a Unit Operator. No change of a Unit Operator shall 
become effective until approved by the Director. Upon a change 
of Unit Operator, the outgoing Unit Operator shall deliver pos­
session of all equipment, materials and appurtenances used in con­
ducting Unit Operations and owned by the Working Interest Owners 
to the new, duly qualified and approved successor Unit Operator.

4.1.1 Each Unit Operator shall file with the appropriate 
State of Alaska office all applications for permits and make all 
reports and fie  ill notices which pertain to wells, facilities or 
Unit Operations conducted or to be conducted within that por­
tion of the Unit Area for which it is designated as a Unit 
Operator.
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4.1.2 Both Unit Operators must accept joint responsi­
bility for the following reports and filings, ns may be lawfully 
required, by jo in tly submitting same:

4.1.2.1 Establishment and revision of uny Participat­
ing Area.

4.1.2.2 Plans of development, and operation.
4.1.2.3 Reports concerning monthly production in­

cluding allocation of the royalty portion of such produc­
tion to the Working Interest Owners fo r settlement with
the State of Alaska.

4.1.2.4 Plans for gathering lines, injection systems 
and other facilities related geographically to both oper­
ating areas.

Whenever the State of Alaska should require both Unit Opera­
tors to take any action or to report any matter, such matter shall 
he submitted jointly. The Unit Operators shall act hereunder only
as authorized in accordance with provisions of this agreement and
the Unit Operating Agreement, and the State shall he entitled to 
rely upon any action by the Unit Operators hereunder as authorized 
in accordance with said Unit Operating Agreement.

4.2 Method of Development and 0\>cration. To the end that 
Unitized Substances economically recoverable may be increased and 
waste prevented, Working Interest Owners shall with due diligence 
develop the Unit Area in accordance with good engineering and 
production practices. Such engineering and production practices 
shall include a plan of development and operation on a Reservoir 
basis (or portion thereof), designed to efficiently and economically 
produce Unitized Substances. The plan for development and oper­
ation of the Oil Rim Participating Area and the Gas Cap Participat­
ing Area, as those Participating Areas are respectively defined in 
Sections 5.1(e) and 5.1(c) of this agreement, is attached hereto as 
Exhibit E, and is approved by the Director’s approval of this agree­
ment. Modifications of Exhibit E shall be submitted to the Director 
for approval.

A plan for the development and operation of lands not included 
in the initial Participating Arenas is attached hereto as Exhibit E - l

Prudhoe Day Unll Agreement
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and is approved by the Director's approval of this agreement. Within 
five (0) years after the Effective Date, Unit Operators shall submit 
fo r the Director’s approval a further plan of development and opera­
tion for lands not then included in a Participating Area. I f  Unit 
Operators fa il to submit an acceptable further plan of development 
and operation or fail in a substantial respect to conduct the opera­
tions included in an approved plan, the Director may r^on notice to 
Unit Operators and the affected Working Interest °  ners exclude 
from Unit Area any lands not then included in a Participating Area; 
provided, however, that such lands shall not be excluded while bona 
fide drilling operations are being conducted on any such lands and 
continued diligently, with at least one well being commenced each 
calendar year and followed by a good faith attempt to complete such 
well during the winter drilling season; provided further that if Unit 
Operators have timely submitted a plan of development and opera­
tion on a Reservoir basis (or portion thereof), covering a portion of 
such lands, and such plan has been approved by the Director, then 
lands covered by such plan of development and operation shall not 
be excluded from the Unit Area so long as operations are being dili­
gently conducted pursuant thereto. The Director may modify the 
drilling requirements of this section by granting reasonable exten­
sions of time when in his opinion such action is warranted.

Development and operation of the Unit Area, as it may be en­
larged or contracted, pursuant to a plan or plans submitted and 
approved by the Director in accordance with this Section 4.2, shall 
be deemed fu ll performance of all obligations for development and 
operation with respect to each and every Tract included in such 
plan or plans, regardless of whether there is any development o f 
any particular Tract or Tracts of the Unit Area, notwithstanding 
anything to the contrary in the lease.

A plan of development and operation fo r each subsequently 
established Participating Aren shall be submitted to the Director 
for approval as information upon which to base such plan is de­
veloped.

4.3. Rate of Prospecting, Development and Production. The 
Director is hereby vested with authority to alter or modify from

14
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time to time the quantity and rate of production under this agree­
ment whon such quuntity and rate is not fixed pursuant to State 
law or does not conform to any state-wide voluntary conservation or 
allocation program which is established, recognized and generally 
adhered to by the majority of operators in such State, such authority 
being hereby limited to alteration or modification in the public inter­
est, the purpose thereof and the public interest to be served thereby 
to be stated in the order of alterations or modification. Without 
regard to the foregoing, the Director is also hereby vested with 
authority to alter or modify from time to time the rate o f prospecting 
and development and the quantity and rate of production under this 
agreement when such alteration or modification is in the interest of 
attaining the conservation objectives stated in this agreement and 
is not in violation of any applicable State law.

Powers in this section vested in the Director shall only be exer­
cised after notice to Unit Operator and opportunity fo r hearing to 
be held not less than thirty (30) days from notice, and shall not be 
exercised in a manner that would (i) require any increase in the 
rate of prospecting, development or production in excess of that 
required under good und diligent oil and gas engineering and pro­
duction practices; or (ii) alter or modify the rates of production 
from the rates provided in the approved plan of development and 
operations then in effect or, in any case, curtail rates of production 
to an unreasonable extent, considering unit productive capacity, 
transportation facilities available, and conservation objectives; or 
(iii) prevent this agreement from serving its purpose of adequately 
protecting all parties in interest hereunder, subject to applicable 
conservation laws and regulations.

4.4. Drilling by Working Interest Owners. Any Working In ­
terest Owner shall be entitled to drill wells under circumstances and 
limitations prescribed in the Unit Operating Agreement. On ap­
proval by the Director, a plan of testing, evaluation and pilot pro­
duction may be carried out by such Working Interest Owner to 
determine i f  such wells are capable o f sustained commercial produc­
tion of Unitized Substances in sufficient quantities to justify W ork­
ing Interest Owners in developing and producing the Reservoir, or 
portions thereof, into which such well is completed: provided, how-

Prudhoe Bay Unit Agroament
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over, thnt any such wells which are determined to be capable of such 
production must thereafter be produced by the Unit Operator.

ARTICLE 5 
P articipatino Areas and Tract Participations

5.1 Definitions Pertaining to Participating Areas Within Pruri- 
hoe Bag ( Pcrnw-Triassic) Reservoir,

5.1(a) Prudhoe Bay (Permo-Triassic) Reservoir menns the 
accumulation of Unitized Substances correlating with the Uni­
tized Substances found in the A.R.Co.-Humble (now A.R.Co.- 
Exxon) Prudhoe Bay State No. 1 well between the depths of 
S, 117 feet and S,785 feet below Kelly Bushing as measured by 
the Schlumbcrgcr Dual Induction Laterlog, Run 4, dated Febru­
ary 8, 1968, and Run 5, dated March 9, 1968 (including also the 
Put River Sandstone, which is that sandstone interval that cor­
relates with the interval 9,038 to 9,719 measured feet on the 
Borehole Compensated Sonic Log, Run 2, dated September 2S, 
1975, in the Atlantic Richfield-Exxon NGI No. 1 well, and any 
other formation that contains an accumulation of Unitized Sub­
stances in substantial hydrocarbon communication with the 
above-described portion of the Prudhoe Bay (Permo-Triassic) 
Reservoir), and which has Reservoir Limits shown on Exhibit F 
as such exhibit may be revised from time to time by the Working 
Interest Owners in accordance with the Unit Operating Agree­
ment and Section 2.6 hereof. For the purposes of this agreement, 
the Prudhoe Bay (Permo-Triassic) Reservoir shall be considered 
as a separate, continuous accumulation of producible Unitized 
Substances, even if faults or other discontinuities may divide 
the Permo-Triassic formation within the designated area in 
Exhibit F  into separate Reservoir segments.

5.1(b) Prudhoe Bay (Permo-Triassic) Gas Cap is that 
portion of the Prudhoe Bay (Permo-Triassic) Reservoir which 
originally contained Gas Cap Gas and which is distinguished 
from the Prudhoe Bay (Permo-Triassic) Oil Rim as being that 
portion of the Permo-Triassic Rose; oir which originally existed 
above the gas-oil contact or contacts as determined by the Work­
ing Interest Owners.

16
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5.1(c) Gas Cap Participating Area is the Participating 
Aren desenbed in Exhibit C and depicted in Exhibit D-2 as 
established fo r the Prudhoe Bay (Permo-Triassic) Gas Cap by 
Section 5.2 of this agreement.

5.1(d) Prudhoe Bag ( Permo-Triassic) Oil Rim is that por- 
tion of the Prudhoe Bay (Permo-Triassic) Reservoir which orig­
inally contained Oil and Solution Gns and which was not originally 
occupied by Gas Cap Gas.

5.1(e) Oil Rim Participating Area is the Participating 
Area described in Exhibit C and depicted in Exhibit D -l as estab­
lished fo r the Prudhoe Bay (Permo-Triassic) Oil Rim by Section
5.2 of this agreement.
5.2 Participation for Prudhoe Bag (Permo-7'riassic) Reservoir 

Participating Areas. The Oil Rim Participating Area shown on 
Exhibit D -l and the Gas Cap Participating Area shown on Exhibit 
D-2 are hereby established as the initial Participating Areas. The 
Tract Participations initially agreed to by the Working Interest 
Owners fo r the Oil Rim and Gas Cap Participating Areas are shown 
in Exhibit C. Tract Participations have been assigned to the Tracts 
within the Oil Rim Participating Aren primarily on the basis o f 
Oil and Solution Gas originally in place and to the Gas Cap Partici­
pating Area primarily on the basis of Gas Cap Gas originally in 
place, as determined by agreement of the Working Interest Owners. 
Because development of the Tracts and the available information 
concerning Unitized Substances is not complete enough to allow 
final determination o f Tract Participations as o f the Effective Date, 
the Working Interest Owners agree that the initial Tract Participa­
tions shall be subject to adjustments or corrections as provided in 
the Unit Operating Agreement.

The Oil Rim and Gas Cap Participating Areas may be enlarged 
and/or contracted from time to time with approval of the Working 
Interest Owners, as set out in the Unit Operating Agreement, 
and of the Director. Such enlargement shall include Legal Sub­
divisions of Land, any portion o f which is reasonably proved to 
be within the Reservoir Limits o f the Prudhoe Bay (Permo-Tri­
assic) Reservoir. Such contraction shall exclude Tracts reasonably 
proved to be wholly outside the Reservoir Limits of the Prudhoe
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Bay (Permo-Triassic) Reservoir. Effective January 1, 1982. cor 
rected Tract Participations resulting from enlurguments, contrac­
tions or other corrections deemed necessary by the Working Interest 
Owners shall be assigned to the Tracts in the Oil Rim Participating 
Area and to Tracts in the Gas Cap Participating Area as determined 
by the Working Interest Owners in accordance with the Unit Oper­
ating Agreement.

Contractions of the Oil Rim and/or Gas Cap Participating Areas 
shall not be made after January 1, 1982. The Oil Rim and Gas Cap 
Participating Areas may be enlarged after January 1, 1982, to 
include Legal Subdivisions of Land uny portion of which is reason­
ably proved to be within the Reservoir Limits of the Prudhoe Bay 
(Permo-Triassic) Reservoir upon the terms and conditions as may 
be determined by the Working Interest Owners, in accordance with 
the provisions of the Unit Operating Agreement, including provision 
for the allocation o f a Tract Participation to the added Legal Sub­
division of Land. For enlargements which may occur after Janu­
ary 1, 1982, the corrected Tract Participations of the Tracts in the 
Participating Area prior to the enlargement shall remain in the 
same ratio one to the other.

New exhibits showing such new Tracts, Tract Participations and 
boundaries shall be filed with the Director fo r approval.

5.3 Participation— Other Participating Areas. As to any other 
Reservoir which has been or may be discovered within the Unit Aren 
and which shall have been reasonably proven to be capable of sus­
tained commercial production of Unitized Substances in sufficient 
quantities to justify Working Interest Owners in developing and pro­
ducing such Reservoir, or portion thereof, the affected Working 
Interest Owners shall establish a Participating Area fo r all or thnt 
portion of such Reservoir as has been reasonably defined. Such Par­
ticipating .Area may be established, enlarged or contracted to include 
lands which are reasonably proved to be within the Reservoir Limits 
of such Reservoir or portion thereof, The lands to be included shall 
be based on such subdivisions of the public land surveys as may be 
approved by the Director, but not less than the area approved by the 
well-spacing order affecting such lands for such Reservoir. Such 
lands and Tract Participations fo r each Participating Area shall be
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determined by the Working Interest Owners and approved by the 
Director.

5.4 Provisions Common to All Reservoirs. For all Participat­
ing Areas, including the Permo-Triassic Oil Iiim and Gas Cap 
Participating Areas, the Working Interest Owners and the Royalty 
Owners other than the State of Alaska shall have the right to allo­
cate the Unitized Substances, other than the State’s Royalty Interest 
share, in any way they sec fit in accordance with the provisions of 
the Unit Operating Agreement.

Insofar as the interest of the State o f Alaska is concerned, there 
shnll be no retroactive adjustment of interest in Unitized Substances, 
or in the proceeds therefrom, upon the correction of Tract Partici­
pations, but as between themselves, the Working Interest Owners 
and the Royalty Owners other than the State of Alaska are free to 
provide otherwise in the Unit Operating Agreement if they desire.

The Working Interest Owners in any two or more Participating 
Areas established hereunder fo r any one or more Reservoirs or por­
tion thereof may, with approval of the Director and as provided in 
the Unit Operating Agreement, combine such Participating Areas 
except that the approval of the Director shall not be required for 
combination of the Oil Rim Participating Area and the Gas Cap 
Participating Area.

Except as hereinabove provided, the effective date for estab­
lishment, revision or consolidation of Participating Areas as to the 
State of Alaska shall be 12:01 a.m. of the first day of the calendar 
month following approval by the Director or such other appropriate 
date as may be agreed by the Director and Unit Operators, acting on 
behalf of Working Interest Owners. No land included in a Partici­
pating Area shall ever be excluded therefrom because o f depletion 
of Unitized Substances.

5.5 Failure to Agree. The parties hereto agree, anything con­
tained herein to the contrary notwithstanding, that failure or refusal 
of the Director to approve, or of Working Interest Owners or any of 
them to agree, to any matter or matters arising out of or in con­
nection with the creation or operation of or production from any
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Participating Area hereafter proposed or created in addition to the 
Oil Rim Participating Area and Gas Cap Participating Area estab­
lished by this agreement shall not under any circumstances invali­
date or otherwise affect this agreement, the Unit Operating Agree­
ment, or continued Unit Operations on or production o f Unitized 
Substances from the Oil Rim Participating Area and the Gas Cap 
Participating Area in the same manner and o the same extent as 
i f  no additional Participating Areas were ever proposed or created 
under the terms hereof.

ART ICLE 6 
Allocation of Unitized Substances

6.1 Allocation of Unitized Substances Produced from Partici­
pating Areas. All Unitized Substances produced and saved from 
the Unit Area shall be allocated to the Participating Area established 
fo r such Reservoir and to the Working Interest Owners therein; 
except that where there are separate Oil Rim and Gas Cap Partici­
pating Areas within a Reservoir, production therefrom o f Gas Cap 
Gas shall ' e allocated to the Gas Cap Participating Area of such 
Reservoir, and to the Working Interest Owners the.ein, and pro­
duction therefrom of Oil and Solution Gas shall be allocated to the 
Oil Rim Participating Area of such Reservoir and to the Working 
Interest Owners therein. Such allocations shall be in accordance 
with methods, formulas and procedures as provided in the Unit 
Operating Agreement.

Unitized Substances allocated to each Working Interest Owner 
in a Participating Area shall be allocated to the several Tracts in 
such Participating Area in which such Working Interest Owner owns 
a Working Interest in the proportion that the product o f such Work­
ing Interest Owner’s Working Interest in each such Tract multi­
plied by the current Tract Participation fo r such Tract bears to the 
sum of a ll such products fo r that Working Interest Owner. The 
amount of Unitized Substances allocated to each Tract, regardless 
of whether the amour „ is more or less than the actual production of 
Unitized Substances from the veil or wells, if any, on such Tract, 
shall be deemed for all purposes to have been produced from such 
Tract.
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6.2 Allocation of Unitized Substances from Reservoirs not in a 
Participating Area, Prior to the effective date of a Participating 
Area established for any part of a Reservoir, production of any 
Unitized Substances from such purt is allocated to the Tract from 
which such production is obtained.

The Unitized Substances allocated to oach such Tract shall be 
uccounted for among the Working Interest Owners on the basis set 
forth in the Unit Operating Agreement

6.3 Royalty Settlement. The Unit Operator shall furnish to 
the State of Alaska a schedule fo r each month’s total royalty produc­
tion of Unitized Substances not taken in kind by the State, showing 
the allocation thereof to the Tracts and to the Working Interest 
Owners therein and each such Working Interest Owner shall make 
settlement for its share of such royalty production in accordance 
with its lease or leases and subject to the provisions of Section 7.2.

Provided, however, that if there is pending an application for 
certification fo r the benefit of discovery royalty pursuant to applic­
able laws and regulations, the State shall credit all such royalty pro­
ceeds (whether paid in kind or in value) as unearned until such time 
as (1 ) the pending application, if any, fo r discovery royalty finally is 
determined and (2) the pending application, i f any, fo r establishment 
of such Participating Area shall have been approved by the Director. 
When both such events occur, the State shall refund the excess, if any, 
between the value of the royalty previously paid on such production 
(whether in kind or in value) and the amount which would have been 
due if the initial Participating Area (and the discovery royalty, if 
applicable) had been in effect from the date of first production, and 
credit the balance to the proper earned royalty account.

In the event of failure of any Working Interest Owner to make 
proper settlement of any royalty due from it, the State shall not be 
prejudiced hereby as to any recourse which it might have against 
the original lessee of the lease or leases from which such Working 
Interest originated.

6.4 Slate of Alaska’s Taking Royalty in Kind. Notwithstand­
ing any provision in the several State leases which may require the 
State of Alaska to elect to take in kind all or none of its royalty oil
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and/or gas allocated under this agreement to those leases, it is 
expressly agreed that upon six (6) months advance written notice 
to Unit Operators the State of Alaska may elect (nominate) to take 
in kind all or a specified percentage of its royalty oil and/or gas from 
the Unit Area; except that Working Interest Owners shall give the 
State thirty (30) days advance written notice prior to initial produc­
tion from the Unit Area, and any election by the State at the time of 
such initial production will be effective if advunce written notice 
thereof is given within ten (10) days thereafter. While the State of 
Alaska is taking some or all of its royalty in kind the amount taken 
in kind may be increased or decreased by not more than ten percent 
(10% ) of the then current nomination upon ninety (90) days written 
notice to Unit Operators, provided, however, the State of Alaska may 
not in any event take oil and/or gas in excess of the total royalty 
accrued on unit production fo r that period. A ll royalty taken in kind 
by the State of Alaska shall he deducted from the royalty oil and/or 
gas which, during the particular accounting period, otherwise would 
have been allocated under the provisions o f this agreement to the 
several Working Interest Owners fo r settlement, in the same propor­
tions as the total royalty oil and/or gas would have been so allocated 
in the absence of any taking in kind by the State of Alaska.

G.o Alaska Native Claims Settlement Art. Notwithstanding 
anything to the contrary in the foregoing provisions of this Article 6 
it is agreed that the State of Alaska shall account for, and pay from 
its Royalty Interest, the two percent (2% ) royalty payable to the 
Alaska Native Fund as and to the extent provided in Section 9 of 
the Alaska Native Claims Settlement Act o f December 18, 1971 
(Public Law 92.203), the same as if this agreement had never been 
entered into.

6.6 Royalty on Outside Substances. I f  any Outside Substances 
consisting of natural gases are injected into any Reservoir by the 
Working Interest Owners of any Participating Area, eighty percent 
(80% ) of any like substance contained in Unitized Substances sub­
sequently produced from such Reservoir and allocated to such Pa r­
ticipating Area and sold or used for other than Unit Operations shall 
be deemed to be a part of the Outside Substances so injected until
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tlio total volume deemed to be such Outside Substances equals the 
total volume of such Outside Substances so injected. I f  any Outside 
Substances, which, prior to injection, are liquefied petroleum gases 
or other liquid hydrocarbons, are injected into any Reservoir by the 
Working Interest Owners of any Participating Area, ten percent 
(10% ) of all Unitized Substances produced from such Reservoir 
and allocated to such Participating Area and sold after one year 
from the time injection of such Outside Substances was commenced, 
shall be deemed to bo u part of the Outside Substances so injected 
until the total value o f the production deemed to be such Outside 
Substances equals the total value (o r delivered cost at Prudhoe Bay 
Field ( i f  purchased) of the Outside Substances so injected. Such 
ten percent (10% ) of the Unitized Substances deemed to be Outside 
Substances shall be in addition to that which is being recovered fo r 
natural gases as hereinabove provided, i f  both liquefied petroleum 
gases or other liquid hydrocarbons and natural gases are injected. 
No payment shall be due or payable to Royalty' Owners on sub­
stances produced from any Reservoir that are deemed to be Outside 
Substances.

I f  any liquid hydrocarbons which have been obtained from any 
source outside the Unit Area, or on which payments fo r Royalty 
Interests have been made, are added to or mixed with Unitized 
Substances for purposes of Unit Operations, then eighty percent 
(80% ) of all liquid hydrocarbon Unitized Substances subsequently 
produced and sold shall be deemed to be such added or mixed liquid 
hydrocarbons until the total volume of such production equals the 
total volume of the liquid hydrocarbons so added or mixed, and no 
payment shall be due or payable to Royalty Owners on such added 
or mixed liquid hydrocarbons.

ARTICLE 7 
Use or Loss of Unitized Substances

7.1 Use of Unitized Substances. W7orking Interest Owners 
may use or consume Unitized Substances fo r Unit Operations, in­
cluding. but not limited to, the injection thereof into any formation 
underlying the Unit Area.
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7.2 Royalty Payments. No royalty, overriding royalty, pro­
duction or other payments shall be payable on account of Unitized 
Substances used, unavoidably lost, stored or consumed in Unit Oper­
ations including, but not limited to, the injection thereof into any 
formation underlying the Unit Area. I f  Unitized Substances are used 
or cc sumod in the operation of any facility the use of which is not 
exclusively devoted to Unit Operations, royalty, overriding royalty 
or production or other payments shall not be payable on that part 
of the Unitized Substances used or consumed in the facility which 
f a i ly  is apportionable on a use basis to those Unit Operations being 
se ved by the fucility.

ARTICLE S 
Titles

8.1 Removal of Tract from Unit Area. I f  a Tract ceases to 
have its Working Interest Owners or Royalty Owners committed to 
this agreement because of failure of title, sucli Tract shall be re­
moved from the Unit Area effective f.s of 12:01 a.m. on the first day 
of the c andar month in which failure of title is finally determined, 
unless within ninety (90) days after the date of final determination 
of the failure of title, the true Working Interest Owners or Royalty 
Owners of the Tract execute this agreement and, if a Working- In ­
terest Owner, the Unit Operating Agreement.

8.2 Revision of Exhibits. I f  a Tract in a Participating Area 
is removed from the Unit Area because of failure of title, TJnit 
Operator shall recompute the Tract Participation of each o f the 
Tracts remaining in the Unit Area and shall revise Exhibits A, B, C 
and D accordingly; provided, however, the revised Tract Participa­
tions of the Tracts remaining in the Unit Area shall remain in the 
same ratio one to another. The revised exhibits shall be effect j 
as of 12:01 a.m. on the first day of the calendar month in which such 
failure of title is finally determined.

8.3 Failure of Title of Part of Tract. In the event of failure 
of title of any party hereto as to a divided portion of any Tract, 
Unit Operators, with the approval of the Working Interest Owners 
and the Director, shall cause such Tract to be divided into separate
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Tracts, and if such Tract is in a Participating Area, reeoinputo the 
Tract Participation of each of the resulting Tracts (t)ie sum of 
which shall equal the Tract Participation of the original Tract) and 
revise Exhibits A, B, C and D accordingly. Thereafter, such result­
ing Tract in which title was not affected shall remain in the Unit 
Area, and such resulting Trnct in which title failed shall be subject 
to the provisions of Sections 8.1 and 8.2 above.

8.4 Royalty Interest Titles. If title to a Royalty Interest fails, 
but the Tract to which it relutes is not removed from the* Unit Area, 
the party whose title failed shall not be entitled to share hereunder 
with respect to such interest.

8.5 Production Where Title is in Dispute. If the title of the 
State of Alaska is in dispute then as to Unitized Substances which 
the State is taking in kind, Unit Operators shall require that the 
party to whom such Unitized Substances are delivered or to whom 
the proceeds thereof are paid furnish security for the proper account­
ing therefor to the rightful owner if the title of the State fails in 
whole or in part.

If the title of the State of Alaska is in dispute then as to Unitized 
Substances for which the Working Interest Owners are settling the 
royalty in value, no payment of funds due the State of Alaska shall 
be withheld, but such funds of the State of Alaska shall be de­
posited with the State and held as unearned money pending final 
settlement of the title dispute, and then applied as earned or re­
turned in accordance with such final settlement.

8.6 Payment of Taxes to Protect Title, The owner of surface 
rights to lands within the Unit Area, or severed mineral interests 
or Royalty Interests in such lands, or lands outside the Unit 
Area on which Unit Equipment is located, is responsible for the 
payment of any ad valorem taxes on all such rights, interests, or 
property, unless such owner and Working Interest Owners other­
wise agree. If any ad valorem taxes are not paid by or for such 
owner when due, Unit Operators may, with approval of Working 
Interest Owners, at any time prior to tax sale or expiration of 
period of redemption after fax sale, pay the tax, redeem such rights,
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interests, or property, and discharge the tax lien. Any r h payment 
shall be an item of unit expense. Unit Operators shall, possible, 
withhold from any proceeds derived from the sale of Unitized Sub­
stances otherwise due any delinquent taxpayer an amount sufficient 
to defray the costs of such payment or redemption, 6uch withholding 
to be credited to Working Interest Owners. Such withholding shall 
be without prejudice to any other remedy available to Unit Operators 
or Working Interest Owners.

ARTICLE 9 
E nlargements and Contractions of Unit Area

9.1 Enlargement of Unit Area. The Unit Area may be en­
larged from time to time so as to include any additional lands reason­
ably determined to be within any Reservoir any portion ”f which 
is within the Unit Area. The lands to be included shall be based on 
such subdivisions of the public land surveys as may be apj- oved 
by the Director, but not less than the area approved by the well- 
spacing order affecting such lands for such Reservoir. Such enlarge­
ment shall be effected in the following manner:

(a) Unit Operators, acting pursuant to the terms of the 
Unit Operating Agreement or on demand of the Director, shall 
prepare a notice of the proposed enlargement describing the 
contemplated additions to the Unit Area, the reasons therefor, 
and the proposed effective date, which shall be the first day of 
the calendar month following the date of final approval of the 
enlargement.

(b) Said notice shall be delivered to the Director and a 
copy thereof mailed to each Working Interest Owner, at its 
last known address, and to any other party believed by the 
Unit Operators to own any Oil and Gas Rights in any lands 
proposed to be added. Such notice shall state a definite period, 
which shall not end earlier than thirty (30) days after the 
mailing of such last notice to be mailed, during which any inter­
ested party may file with the Unit Operators written objections, 
and reasons therefor, to the proposed enlargement.
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(c) Upon expiration of the period stated in (b) above, 
Unit Operators shall file with the Director evidence of mailing 
of the notice of enlargement together with copies of all objec­
tions which have been filed with Unit Operators, along with 
such applications for joinder executed by those owning Oil and 
Gas Rights in any land sought to be added as have been sub­
mitted to Unit Operutors.

(d) After due consideration of all pertinent information, 
the Director shall render his decision, separately os to each 
lease or lands therein submitted for commitment. Such decision, 
unless otherwise stated therein to the contrary, shall become 
effective as of the time specified in the notice referred to in (a) 
above. Unit Operators shall notify all other interested parties 
upon receipt of the Director's decision,

9.2 Non-Seprcgation of Lease Partially Committed on Effec­
tive Date. Any lease having only a portion of its lands committed 
hereto 011 the Effective Date of this agreement shall not be segre­
gated by such partial commitment, and both the committed portion 
and the non-comm it ted portion shall be extended by Unit Operations 
or unit production. Such leases shall be subject to the provisions of 
Section 9.3 as if such lands initially had been committed hereto; 
however, no annual rentals shall be payable with respect to those 
leases covering lands any portions of which are included within any 
Participating Area until the provisions of Section 9.3 become effec­
tive as to such leases._Nothing herein shall operate to excuse further 
development 011 the portion of any lease outside the Unit Area 
where the circumstances would require a reasonably prudent lessee' 
to further develop.

9.3 Contraction of Unit Area. Any lands not included or en­
titled to be included in a Participating Area on the tenth (10th) anni­
versary of the Effective Date shall be excluded from the Unit Area 
and from this agreoment; provided, however, if only a portion of any 
lease is included or entitled to be included within a Participating 
Area, the lease, insofar as it covers the lands so excluded from the 
Unit Area, shall terminate upon the expiration of ninety (90) days 
following the date such contraction becomes effective unless annual 
rentals at the rate specified in the lease are paid on such excluded

Prudho* Bay Unit Agreement
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lands as hereinafter provided. The lease, insofar as it covers such 
oxcluded lands, shall continue in force and effect so long thereafter 
ne Ur.itized Substances are allocated to a portion of said lease and 
so long as annual rentals are paid on the portion not within the Par­
ticipating Area; provided, further, that the first rental payment fol­
lowing contraction shall be paid (with allowance for proration) 
within ninety (90) days after the date such contraction becomes effec­
tive. Thereafter, annual rentals shall be due and payable on the 
anniversary date of the lease. Nothing herein shall operate to excuse 
further development on the portion of any lease lying outside the 
Unit Area where the circumstances would require a reasonably pru­
dent lessee to further develop. Notwithstanding the foregoing provi­
sions of this section, the payment of annual rentals shall not be 
required to maintain the lease on such excluded lands in force and 
effect when other provisions of said lease, as applied to the excluded 
land, will maintain the lease in effect.

9.4 Segregation of Leases on Additions to Unit Area. Any 
lease embracing land of the State of Alaska having no portion of 
its lands committed hereto on the Effective Date, out having a por­
tion of its lands committed hereto, by enlargement c f the Unit Area, 
shall be segregated as to the portion committed and the portion not 
committed, and the provisions of such lease shall apply separately 
to r :ch segregated portions comrnenci-.g as of the effective date of 
such enlargement ; provided, however, notwithstanding any of the 
provisions of this agreement to the contrary, any lease embracing 
lands of the State of Alaska having only a portion of its lands com­
mitted hereto shall continue in full force and effect beyond the term 
provided therein as to all lands embraced in such lease if oil or gas 
is discovered and is capable of being produced in paying quantities 
from some part of the land embraced in such lease at the time of 
approval of the addition to the Unit Area by the State of Alaska; 
or if at the time of such approval by the State the lessee or the Unit 
Operator is then engaged in bona fide drilling or reworking opera­
tions on some part of the lands embraced in such lease, the lease as 
to all lands embraced therein shall remain in full force and effect so 
long as such operations are being diligently prosecuted. If such 
operations result in the production of oil or gas in paying quantifier,,
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said lease shall continue in full force and effect as to all the lands 
embraced therein so long thereafter as oil or gas is being produced 
in paying quantities from any portion of said lease. Furthermore, 
any lease segregated herein shall, as to the non-unitized portion, 
continue in force and effect for the term thereof, but for not less 
than two (2) years from the date of such segregation and so long 
thereafter as oil or gas is produced in paying quantities.

Any lease having production in paying quantities on said lease 
prior to commitment to this agreement by enlargement of the Unit 
Area shall not be segregated. The non-unitized portion shall not 
participate in the Unit Area but the lease thereon shall be extended 
by virtue of the production on the unitized portion and so long as 
it produces in paying quantities. Nothing herein shall operate to 
excuse further development on the portion of nnv lease lving out­
side the Unit Area where the circumstances would require a reason­
ably prudent lessee to further develop.

9.5 Exclusion of Lands Committed. As to any lands committed 
hereto which subsequently are excluded from the Unit Area other 
than by the application of Section 9.3, the lease thereupon shall con­
tinue in force and effect for the term of such lease, but for not less 
than ninety (90) days from the effective date of such exclusion, or as 
otherwise extended by applicable regulations, and so long thereafter 
as oil or gas is produced in paying quantities.

ARTICLE 10 
Change of T itle

10.1 Successors and Assigns. This agreement shall extend to, 
he binding upon, and inure to the benefit of tiie parties hereto and 
their respective heirs, devisees, legal representatives, successors, 
and assigns, and shall constitute a covenant and equitable servitude 
running with the lands, leases, and interests covered hereby.

10.2 Transfer of Title. Any conveyance of all or any part of 
any interest owned by any party hereto with respect to any Tract 
shall be made expressly subject to this agreement. No change of 
title shall be binding on Unit Operators, or any other party hereto
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other than the party so transferring, until 12:01 a.m. on the first day 
of the calendar month next succeeding the date of receipt by Unit 
Operators of a photocopy or a certified copy of the recorded in­
strument evidencing such change in ownership.

ARTICLE 11 
Relationship of Parties

11.1 No Partnership. The duties, obligations, and liabilities 
of the parties hereto are intended to be several and not joint or col­
lective. This agreement is not intended to create, and shall not be 
construed to create, an association or trust, or to impose a partner­
ship duty, obligation, or liability with regard to any one or more 
of the parties hereto. Each party hereto shall be individually re­
sponsible for its own obligations as herein provided.

11.2 No Joint Refining or Marketing. This agreement is not 
intended to provide, and shall not be construed to provide, directly 
or indirectly, for any joint refining or marketing of Unitized Sub­
stances.

11.3 Royalty Owners Free of Costs. This agreement is not 
intended to impose, and shall not be construed to impose, upon the 
State of Alaska or any other Royalty Owner any obligation to pay 
unit expense, unless such Royalty Owner is otherwise so obligated.

11.4 Confidentiality of Information. Upon the request of the 
Unit Operators or Working Interest Owners, the Director shall hold 
as confidential to the extent authorized by statute, any engineering, 
geophysical, geological data (including but not limited to drilling 
logs), daily drilling reports, or any other data or information of 
like or similar nature which may be requested or required by the 
State for any purpose of this agreement. As to such of the above 
items also required to be submitted under the oil and gas conserva­
tion regulations, confidentiality shall be maintained to the extent 
and for such time as authorized by Sections 31.05.030 and 31.05.038, 
Alaska Statutes, and Section 22.535, Title II, Part 3, Alaska Admin­
istrative Code.
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12.1 Laws and Regulations. This agreement shall be subject 
to all valid applicable federal and state laws, rules, regulations-and 
orders.

12.2 Reports to the State of Alaska for Purposes of Conserva­
tion. Notwithstanding the definitions for Gas Cap Gas, Solution 
Gas and Oil in Sections 1.3, 1.20 and 1.7, respectively, or any other 
provision herein to the contrary, reports to the State of Alaska for 
conservation purposes under Alaska Statutes 31.05 shall be made 
on the basis of the definitions of "oil" and “gas” appearing in Alaska 
Statutes 31.05.170.

ARTICLE 13 
Force Majeure

13.1 Force Majeure. All obligations imposed by this agree­
ment on each party, except for the payment of money, shall be sus­
pended while compliance, despite the exercise of due diligence, is 
prevented in whole or in part by labor disputes, fire, flood, war, 
civil disturbance, acts of God, Federal, State or municipal law; by 
any rule, regulation, or order of or delay or failure to act by a 
Federal, State, municipal or other governmental agency; by ina 
bilitv to secure required Federal, State, municipal or other govern­
mental permits, easements or ordinances; by any judicial acts or 
restraints; by unavoidable accidents, uncontrollable delays in trans­
portation, inability to obtain necessary materials in the open mar­
ket or delivery thereof to the site of use; or other matters beyond 
the reasonable control of the party, whether similar to matters 
herein enumerated or not. This agreement and the leases subject 
hereto shall not expire nor terminate during any period in which 
production of Unitized Substances or drilling or well reworking 
operations or other Unit Operations are suspended by virtue of this 
Article; provided, however, that nothing in this Article shall be 
construed to suspend the j lyment of rentals or of minimum royalties. 
No party shall be required against its will to adjust or settle any labor 
dispute.
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14.

ART ICLE 14 
Effective Date
> This agreement shall become binding

upon each party hereto as of the date such party sigi s the instru­
ment by which it becomes a parly hereto and shall become effective 
as of 12:01 a.m. on April 1, 1977 after the signing of such an instru­
ment by all of the Working Interest Owners shown on Exhibit A 
and the State of Alaska, and the signing of the Unit Operating Agree­
ment by such Working Interest Owners. At least one counterpart of 
this agreement shall be filed for record by Unit Operators in the 
Barrow Recording District and in the filing office of the Division of 
Lands in Anchorage, Aluska.

14.2 Automatic Termination. Tf this agreement is not signed 
by Working Interest Owners shown on Exhibit A on or before 
June 1. 1977, pursuant to the provisions of Section 14.1 above, this 
agreement automatically shall cease to be binding on such date.

14.3 Certificate of Effectiveness. Unit Operators shall file* for 
record in the Barrow Recording District, State of Alaska, and in 
the filing office of the Division of Lands in Anchorage, Alaska, a 
certificate stating the Effective Date.

15.1 Nondiscrimination. In connection with the performance 
of work under this agreement. Unit Operators agree to comply with 
all of the provisions of Section 202(1) to (7), inclusive, of Executive 
Order 11246 (30 F.R. 12319), which are hereby incorporated by 
reference into this agreement.

15.2 Employment of Residents. Working Interest Owners 
shall comply with all vulid and applicable laws and regulations with 
regard to the employment, including layoffs, of Alaska residents. 
Working Interest Owners shall employ qualified Alaska residents 
and shall not discriminate against Alaska residents, in accordance 
with AS 38.40 nnd the regulations adopted pursuant to it. However, 
if some or all f the requirements of AS 38.40 are held invalid or 
unconstitutional, this provision shall be void insofar as the statutory 
requirements are invalid or unconstitutional.

ARTICLE 15 
Nondiscbimination and Local H ire
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In implementing (lie provisions of this paragraph, Working 
Interest Owners shall use their host efforts to include in all collective 
bargaining agreements with labor unions covering work to he per­
formed under this unit agreement provisions that will assure employ­
ment preference to Alaska residents in accordance with AS 3S.40 
mid the regulations adopted pursuant to it. I f  applicable collective 
bargaining agreements are in force prior to execution of this unit 
agreement or commencement of work on this project, Working 
Interest Owners shall use reasonable efforts to negotiate amendments 
to those agreements to include appropriate resident employment 
provisions fo r the remainder of (he term of the existing agreements. 
The State Department of Labor shall provide Working Interest 
Owners with any assistance that may be requested by Working 
Interest Owners in negotiating the required provisions.

ART ICLE  16 
Term

16.1 Term, The term of this agreement shall be fo r ten (10) 
years after the Effective Date and so long thereafter as Unitized 
Substances arc produced in paying quantities or other Unit Opera­
tions are conducted without a cessation of more than ninety (90) 
consecutive days, unless sooner terminated by Working Interest 
Owners in the manner herein provided.

16.2 Termination by Working Interest Owners. This agree­
ment or any Participating Area may be terminated by Working In ­
terest Owners pursuant to the terms of the Unit Operating Agree­
ment whenever Working Interest Owners so determine and with 
the approval of the Director.

16.3 Effect of Termination. Upon termination of this agree­
ment, the further development and operation of the Unit Area as 
a unit shall be abandoned, and Unit Operations shall cease. Each 
oil and gas lease and other agreement covering lands within the Unit 
Area shall remain in force fo r the term provided fo r therein or fo r 
one (1) year after the date on which this agreement terminates, 
whichever is later, as fu lly and with the same effect as i f  there were 
production of oil and gas in paving quantities from each lease, and
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thereafter fo r such further period as is provided by law, the lease 
or other agreement.

1G.4 Salvaging Equipment Upon Termination. Working In­
terest Owners shall have the r it fo r such period of time as may 
reasonably be necessary (but not less than three (3 ) years) after 
♦he date of termination of this agreement to salvage nnd remove 
Unit Equipment. The Director may extend such period o f time for 
salvage and removal when in his opinion such action is warranted.

16.5 Certificate of Termination. Upon termination of this 
agreement, Unit Operators shall file fo r record in the Barrow Re­
cording District and in the filing office of the Division of Lands in 
Anchorage, Alaska a certificate declaring that this agreement lias 
terminated and its termination date.

ARTICLE 17
EXECUTION

17.1 Original, Counterpart or Other Instrument. An owner 
of Oil or Gas Rights may become a party to this agreement by exe­
cuting the original of this instrument, a counterpart thereof, or 
other instrument agreeing to become a party hereto. The execution 
of any such instrument shall have the same effect as if ah the 
parties had executed the same instrument.

17.2 Joinder in Dual Capacity. Execution as herein provided 
by any party as either a Working Irterest Owner or a Royalty 
Owner shall commit all interests within the Unit. Area owned or 
controlled by such party.

ARTICLE 18 
Relationship of Agreements

18.1 Unit Agreement and Unit Operating Agreement. Insofar 
as the respective rights and obligations of Working Interes Owners 
on the one hand and the State of Alaska on the other 1 and are 
concerned, this agreement shall control n case of any co.iflict be­
tween it and the Unit Operating Agreement. Insofar us th > rights 
and obligations of the Royalty Interest Owners other than tin. State
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o f Alaska and of the Working Interest Owners are concerned, the 
Unit Oporati Agreement shall control in cases of conflict between 
the two agreements. I f  they so desire and if they so provide in the 
Uni Operating Agreement, tbp W o f mg Interest Owners and the 
Royalty Owners other than the State of Alaska shall have the right 
to establish a different method of accounting between themselves from 
that here provided as between the State of Alaska and the other 
parties hereto.

ARTJCLb 19 
General

19.1 Amendments Affecting Working Interest Owners. Amend­
ments he.cto relating wholly to Working Interest Owners may be 
made if executed by all Working Interest Owners.

19.2 Action by Working Interest Ouners. Any action, deter­
mination or approval recpiired or permitted by "Working Interest 
Owners hereunder shall be in accordance with the provisions of the 
Unit Operating Agreement.

19.3 Lien and Security Interest of Unit Operators. Unit Oper­
ators shall have a lien upon and a security interest in seven-eighths 
(Vs) of all Unitized Substances and in all other interests of Working 
Interest Owners in the Unit Area as provided in the Unit Operating 
Agreement.

19.4 Gender and Number. As used herein, whenever the con­
text so requires, the neuter gender includes the masculine and the 
feminine, and the singular includes the plural, and vice versa.

19.5 Headings. The table of contents contained in this agree­
ment and the title headings of the respective articles of this agree­
ment arc inserted for convenience only and shall not be deemed to 
be part of this agreement or considered in construing this agreement.
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See. 46.03.822. Strict liability for the release o f hazardous substances.

(a) Notwithstanding any other provision or rule of law and subject only to the 
defenses set out in (b) of this section, the exception set out in (i) of this section, the 
exec ion set out in AS 09.65.240 . and the limitation on liability provided under AS 
46.03.825 . the following persons are strictly liable, jointly and severally, for damages, 
for the costs of response, containment, removal, or remedial ac,;on incurred by the state, 
a municipality, or a village, and for the additional costs of a function or service, including 
administrative expenses for the incremental costs of providing the function or service, 
that are incurred by the state, a municipality, or a village, and the costs o f  projects or 
activities that are delayed or lost because of the efforts of the state, the municipality, or 
the village, resulting from an unpermitted release o f a hazardous substance or, with 
respect to response costs, the substantial threat of an unpcrmittcd release of a hazardous 
substance:

(1) the owner of, and the person having control over, the hazardous substance at the 
lime of the release or threatened release; this paragraph does not apply to a consumer 
product in consun.jr use;

(2) the owner and the operator of a vessel or facility, from which there is a release, or 
a threatened release that causes the incurrence of response costs, of a hazardous 
substance;

(3) any person who at the lime of disposal of any hazardous substance owned or 
operated any facility or vessel at which the hazardous substances were disposed of, from 
which there is a release, or a threatened release that causes the incurrence of response 
costs, of a hazardous substance;

(4) any person who by contract, agreement, or otherwise arranged for disposal or 
treatment, or arranged with a transporter for transport for disposal a  treatment, of 
hazardous substances owned or possessed by the person, other than domestic sewage, or 
by any other party or entity, at any facility or vessel owned or operated by another party 
or entity and containing hazardous substances, from which there is a release, or a 
threatened release that causes the incurrence of response costs, of a hazardous substance;

(5) any person who accepts or accepted any hazardous substances, other than refined 
oil, for transport to disposal or treatment facilities, vessels or sites selected by the person, 
from which there is a release, or a threatened release that causes the incurrence of 
response costs, o f a hazardous substance.



AS 46.03.822(m)

(m) In this section, "damages" has the meaning given in ^  46.03.824 and includes 
damage to persons or to public or private property, damage to the natural resources o f  the 
state or a municipality, and damage caused by acts or omissions of a response action 
contn.:tor for which the response action contractor is not liable under AS 46.03.823 or 
46 0? 825.

Si c. 46.03.824. D am ages.

Damages include but arc not limited to injury to or loss of persons or property, real or 
personal, loss of income, loss of the means of producing income, or the loss of an 
economic benefit.

ic e . 46.03.760. C ivil action for pollution; damages.

(a) A person who violates or causes or permits to be violated a provision of this 
i hapter other than AS 46.03.250 - 46.03.313, or a provision of AS 46.04 or AS 46.09, or 
a regulation, a lawful order of the department, or a permit, approval, or acceptance, or 
term or condition of a permit, approval, or acceptance issued under this chapter or AS
46.04 or AS 46.09 is liable, in a civil action, to the state for a sum to be assessed by the 
court of not less than $500 nor more than $100,000 for the initial violation, nor more than 
$5,000 for each day after that on which the violation continues, and that shall reflect, 
when applicable,

(1) reasonable compensation in the nature of liquidated damages for any adverse 
environ nental effects caused by the violation, which shall be determined by the court 
according to the toxicity, degradability, and dispersal characteristics of the substance 
discharged, the sensitivity o f  the receiving environment, and the degree to which the 
discharge degrades existing environmental quality;

(2) reasonable costs incurred b> the state in detection, investigation, and attempted 
correction of the violation;

(3) the economic savings realized by the person in not complying with the 
requirement for which a violation is charged.

(b) Except as determined by the court under (e)(4) of this section, actions under this 
section may not be used for punitive purposes, and sums assessed by the court must be 
compensatory and remedial in nature.



(c) The court, upon motion of the department or upon its own motion, may defer 
assessment of all or part of that portion o f  the sum imposed upon a person under (a)(3) of 
this section conditioned upon the person complying, within the shortest feasible time, 
with the requirement for which a violation is shown.

(d) In addition to liability under (a) - (c) of this section,. rson who violates or 
causes or permits to be violated a provision o f AS 46.03.740 - *6.03.750 is liable to the 
state, in a civil action brought under AS 46.03.822 . for the full amount o f actual damages 
caused to the state by the violation, including

(1) direct and indirect costs associated with the abatement, containment, or removal 
of the pollutant;

(2) restoration of the environment to its former state;

(3) amounts paid as grants under AS 29.60.510 - 29.60.599 and as emergency first 
response advances and reimbursements under AS 46.08.070(c); and

(4) all incidental administrative costs.

Sec. 46.03.740. O il pollution.

A person may not discharge, cause to be discharged, or permit the discharge of 
petroleum, acid, coal or oil tar, lampblack, aniline, asphalt, bitumen, or a residuary 
product of petroleum, into, or upon the waters or land of the state except in quantities, 
and at times and locations or under circumstances and conditions as the department may 
by regulation permit or where permitted under art. IV of the International Convention for 
the Prevention of Pollution of the Sea by Oil, 1954, as amended.
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Sec. 46.03.710. Pollution prohibited.

Article 09. PROHIBITED  ACTS AND PENALTIES

A person may not pollute or add to the pollution of the air. land, subsurface land, or water 
of the state.

Sec. 46.03.740. Oil pollution.

A person may not discharge, cause to be discharged, or permit the discharge o f  
petroleum, acid, coal or oil tar, lampblack, aniline, asphalt, bitumen, or a residuary 
product o f petroleum, into, or upon the waters or land of the state except in quantities, 
and at times and locations or under circumstances and conditions as the department may 
by regulation pe nit or where permitted under art. IV of the International Convention for 
the Prevention of Pollution o f the Sea by Oil, 1954, as amended.

Sec. 46.03.755. D ischarge reporting.

(a) A person in charge of a facility, operation, or vessel, as soon as the person has 
knowledge of any discharge from the facility, operation, or vessel in violation of AS 
46.03.740 or 46.03.750, shall immediately notify the department o f  the discharge.

Sec. 46.03.790. C rim inal penalties.

(a) Except as provided in (d) of this section, a person is guilty o f  a class A 
misdemeanor if the person with criminal negligence

(1) violates a provision o f this chapter, AS 46.04, AS 46.09, or AS 46.14, a 
regulation or order of the department, or a permit, approval, or acceptance, or a term or 
condition of a permit, approval, or acceptance issued under this chapter, AS 46.04, AS 
46.09, or AS 46.14;

(2) fails to provide information or provides false information required by AS 
46.03.465 . 46.03.475, 46.03.755, AS 46.04, or AS 46.09, or by a regulation adopted by 
the department under AS 46.03.020 (12), 46.03.460, 46.03.755, AS 46.04, or AS 46.09;



(3) makes a false statement or representation in an application, label, manifest, 
record, report, permit, or other document filed, maintained, or used for purposes of 
compliance with AS 46.03.250 • 46.03.313 applicable to hazardous wastes or a regulation 
adopted by the department under AS 46.03.250 - 46.03.313;

(4) makes a false statement, representation, or certification in an application, notice, 
record, report, permit, or other document filed, maintained, or used for purposes of 
compliance with AS 46.03.460 - 46.03.475, AS 46.14, o ra  regulation adopted under AS 
46,03.020(12). 46.03.460, or AS 46.14; or

(5) renders inaccurate a monitoring device or method required to he maintained 
under AS 46.14, a regulation adopted under AS 46.03.020(12) or AS 46.14, a permit 
issued by the department or a local air quality control program under AS 46.14, or a 
permit issued by the department under the program authorized by AS 46.03.020 (12 ).

(b) [Repealed. Sec. 5 ch 141 SLA 1990].

(c) Each day on which a violation described in this section occurs is considered a 
separate violation.

(d) Notwithstanding (a) of this section, a person who with criminal negligence 
discharges oil in violation of AS 46.03.740 or who, when required by an oil discharge to 
comply with the provisions of an oil discharge contingency plan approved under AS 
46.04.030 . with criminal negligence fails to comply with the plan is guilty of

(1) a class C felony if the oil discharge is 10,000 barrels or more;

(2) a class A misdemeanor if the oil discharge is less than 10,000 barrels.

(e) [Repealed. Sec. 5 ch 141 SIA 1990],

(f) [Repealed. Sec. 5 ch 141 SLA 1990/.

(g) In this section,

(1) "barrel" has the meaning given in AS 46.04.900 ;

(2) "criminal negligence" has the meaning given in AS 11.81.900 :

(V  [Repealed. Sec. 62 ch 21 SLA 1991].

(h) Notwithstanding AS 12.55.035 (b). upon conviction of a violation of a regulation
adopted under AS 46.03.020 (12) or of a violation related to AS 46.14 and described in
(a) of this section, a defendant who is not an organization may be sentenced to pay a fine 
of not more than $10,000 for each separate violation.



A rticle 06. D EFIN IT IO N S

Sec. 11.81.900. Definitions.

(a) For purposes o f this title, unless the context requires otherw ise,...

(4) a person acts w ith "crim inal negligence" with respect to a result or to a circumstance 
described by a provision o f law defining an offense when the person fails to perceive a 
substantial and unjustifiable risk that the result w ill occur or that the circumstance exists; the risk 
must be o f such a nature and degree that the failure to perceive it constitutes a gross deviation 
from the standard o f care that a reasonable person would observe in the situation.
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-orm no. d l m  DEPARTMENT OF NATURAL RESOURCES 2 5 ^ 3 7■ UIV ÎO OCT., »«OJ v  v iu r
Division of Lands l g a b e  no. a d l_____________

Competitive Oil and Gas Lease

THIS LEASE Ii mode by and between the Stele of Ale ike, acting by md through lh» Dlreela/ of thi Division of Lendl. Depirtmenl ol Natural Reiou'cea 
or fill euthortud agent, hereinafter called "iHior", end

BP EXPLORATION COMPANY (AIASKA) IRC., aa t o  on und iv id ed  5V& I n t e r e s t ,  and_______________
SINCLAIR OIL & GAS COMPANY, an to  an ondlv id e d  30jo I n t e r e s t , _________________

hereinafter celled "Leuee", whether one or more.
t. GRANT, for and In ccnilderallon of e ceeh bonua end the flret yeer'e rental, the receipt of which Ii hereby acknowledged, and of the renteli, 

toyelllei, covenant), end condltlone herein conielned On ihe pert of the Leuee to be peld, kept end performed, and eub|ecr to the condition! end 
reeervetlona herein conielned, teteor doee hereby grant end letae unto Leaaee, exclusively, wllhovt warranty, for the eole end only purpeaei of exploration, 
development, production, prccetilng end marketing of oil, gee, end modeled aubitencee produced therewith, end ol Inclining pipe llnee end iirvclurte 
thereon to flat.’, produce, leva, Uore, treat, proceie, ireneport, take cere of end market ell tuch eubiteneee, and for drilling water well) end taking under, 
ground end eurfece weler (or uee In Me operellone thereon, end for houelng end boarding employee! In In operation thereon, the following deicrtbed 
Irect of lend In Aleiket

T ra c t No. U-3-6-12

A ll S e c tio n  13, T12N, R10E, UM 
A ll S e c tio n  lU, " " "
A ll S e c tio n  23, " " "
A ll S e c tio n  2k, " " "

' • STATE OF ALASKA

containing... ?r?.!".*JPP. acre, more of leae, hereinafter celled "eeld lend".
for the purpciei of Ihle lesio, laid lend contain) the legal tubdlvltlon), it ahown on the plat of aeld lend attached heroic, p erked Exhibit A end hr

thla reference made • pert Ol thie leaae.
If laid lend Ii deacrlbed above by protracted legal eubdlvlelon end Leuer hereelter ceueet said land to be eurveyed under the public lend rectangu­

lar lyetem, the bounderlee of eeld lend thell be Ihoae ealebllahed by tuch eurvey, when epproved, aub|ect, however, to the provieloni of the reguletlone 
relating to tuch aurveye.

2. "OIL ANO GAS". "OH" mean) crude petroleum oil end oilier hydrocarbon) regardleaa of gravity which art produced end laved In liquid form at 
the well by ordinary production method), "Oil" meena ell nelurel gea end all hydrocarbon) produced at the well not defined herein ea oil. "Aaaode'ed 
aubatencea" mean ell aubalencca produced In association with oil or gea and not defined herein ea oil or gat.

J. TERM. Thla leeat la laaued (or an Initial primary term of fift yoara from data hereof, aublect lo extenelon ea ptovlded In Paragraph 4 hereof, and / 
ahall continue ao long thereafter at oil end gu or either any of them ere produced In paying quantities from aeld lend; provided,that thla leaae may be
extended beyond In primary term aa provided in Paragraph S hereof and ihall nol expire under Ihe condition) let forth In farigriphi 6, 7, and 8 hereof.

4. EXTENSION BY SUSPENSION OF OPERATIONS. If, prior to the expiration ol the prlmery term, leaaor. In the Intereat of comervetlon, direct) or 
eaaenla to ihe suspension of all operation and production, If any, hereunder, Ihe primary lerm will be extended by adding the period of auipeniion thereto.
5. EXTENSION bY UNIT PRODUCTION, (t) Thla leaae ahall without application be extended beyond III primary term II upon or prior to the expiration

date ol auch lerm the leaae la committed to a unit egreement approvtd or preacrlbed by leaaor aa provided in Ihe regulation), production ol oil or gei
ia had In paying quantities under the agreement, end e portion of such production la ellocalod lo aeld lend under Ihe egreement. In auch event thla leaae
ahall continue In (Keel ao long aa It remain) aubject to auch egreemont and actual production undar eeld agreement ii allocated to aald land; (b) Tha Com-
mlaaloner may, In hla dlacretlon provide lor Ihe extenaion ol Ihe lerm of thia leaae. If auch leaae ia on Ihe expiration date thereof Included In an approved 
unit plan or If II ia Included In a program of aacondery recovery operation dealgned lo bflng about or realore production, provided, howe.er, thel II any 
leaae or portion thereof la eliminated from auch unit plan or recovery program, or II auch unit plan or recovery program la terminated, then any auch leaae 
or portion thereof ahell continue In full force end effect for ninety (90) deya from the dele of auch elimination or termination end ao long thereafter ea 
drilling or redrllling operation) ere being conducted thereon end to long thereafter ta oil or gea is produced In paying quenllfiea.
. 4. EXIENSION BY DRILLING, (a) If production ahall hava been obtained In piying quantities during Ihe prlmery lerm, ertd If, at the end ol the primary 

term, or at any time prior to Iho end of the primary lerm, auch production ahall have ceoaed from any eauae. or in Ihe evert production ahall at any lime or 
tlmea after the eVplrailon of the prlmery lerm ceeao from any ceuae, then thla leaae ahell nol terminate If Ihe leaaee commence) drilling or reworking operation) 
(either in e well from which auch production haa ceaaed or In a now well) wifhln alxty daya efior the ceiaation of production, and Iho leaae ahall remain In 
full force and effect ao long aa auch operation) ere proaeculed with reoaoneble diligence or ere auapended under Paragraph 27 hereof/ end, If auch drilling 
or reworking operation) reaull In rhe production of oil of gea, the leaae ahell remain In full force and effect ao fong ea oil ot gea la produced Iherefrom In
paying quanliliei; (b) il octuel drilling haa commenced on (he expiration dale of the primary term of the leaae end la continued with teaaoneble diligence, auch
oporationa to Include tedrllllng, atdetracklng or other meena ncceaaery TO roach the originally propoied bottom hole location, the lease ahall continue In full 
force and effect until ninety (90) deya after auch drilling had ceased and for so long thereafter ea oil or gaa la produced In paying quantities; (c) If ell or peri
ol the lends covered by the leaae ere lends thel have been selected by Aleake under the lew) of the United Steles granting landi to Alatko and the condition­
al leaae was isaued thereon, the term of the leeio ihall be extended lor a period equal lo the period during which Ihe leeie was conditional.



7. IXTINSION »Y SHUT-IN PRODUCTION. If, upon the expiration of 1h* prl. • / lirni or it any time or limci thereafter, ih»r# la on laid land a wall 
capabi# of p'odvcfftQ oil or get In paying quantities. this lease ihall not expire because laiiat falls to produce 'ha »tm# union lessor gives notic# to 
lessee allowing a reasonable tlmt, whleh shall not ba last than slaty days, aft or such netica to plica iSa wall on a producing status, and Lasse* falls ta do 
soj provided, that sftar such status Is as’ibttthad such production shsll continue on tha said land unless and vnill suspanslon of production >i allowed by 
littor.

6 fYTINjlON 6Y SUSPENSION Of PRODUCTION. This lent at all not expire bacauto of any suspension of operations In or upon or production from 
slid land If svCt suspension Is made under any order or with H»• consent of lessor.
9. RfNTAl. This lease shall terminate on any anniversary date araof prior to tha completion on said land of a wall capable of producing pit or gas in 

paying quantfrias. unless on or before sa>d anniversary data lasste shall pay or lender to lessor as annual rental a sum equal to SI .00 per acre, or fraction 
•hereof, than included in this lease, or unless such annual rental haa beet waived or suspended as provided in Paragraph 17 of this lone. If tenor's office 
is not open for business on the anniversary date, the time for payment Is extended to Include the next day on whkh said office Is open for business.

10. MINIMUM ROYALTY. Commencing with the lease year beginning on or after completion on said land of • well capable ol producing oil or gsi In
paying quantitias, Leuee ahall pay Ixssor, at the aspiration of eseh lease year, In liau of rantal a minimum royalty equal to SI 00 per acre, or fraction 
thereof, then Included in this lama, or ihe differance between the actual royalty paid on production during the ytor If leas than ST.OO per acre and the pie* 
tc/ibed minimum royalty.

11 ROYALTY ON PRODUCTION. Except for oil and gas used on said land for development end production or unavoidably loit, lessea shall pay lassor 
as royauy the following]
(a) On oil per cent In amount or value of the oil produead and saved and removad or sold from said land.
(b) On gas ... per cent In amount or value of tha gas produead and saved and sold or used off said land or used for the extraction nf natural

gaiollna or othar products therefrom.
(c) On asaoclated substances per cent In amount or value of auch substances produced end saved and removed or sold from said lands.
12, REDUCTION Of ROYALTY RATES FOR DISCOVERY. If lessea shall drill on said land and make the first discovery of oil or gea In commercial Quan­

tities In any geological structure, the royalty rata under this leisa shall. Instead of tha rates prescribed In Paragraph 11. be fl»e per cent for • period of ten 
yean following Ihe date of such discovery, and thereafter the royalty rates shall be those prescribed In PartgrapMI. If this leate it committed 10 a unit ease­
ment approved or prescribed by Leaaor as provided In the regulations, the five per cent royalty rata shall not apply to all, but only, tha production allocated 
to this lease under such agreement.

17. REDUCTION OP RENTAL AND ROYALTY, Renta) or minimum royalty may ba waived, suspended, or reduced, or royalty may bo roduced on alt of
said land or any tract or portion thereof segregated for royalty purposes If Lessor finds that tuch relief is necessary for tha purpose of encoureglng the
greatest ultimata recovery of oil or ges and is In the Infcrait of conservation of natural resources and aither that such rallaf Is nacasiary fn order to promote 
development or that tha lease cannot ba successfully operated under the terms provided heroin.

14. ROYALTY IN KIND. Whenever, at tha option of lessor, which may be exercised from time to rime upon nol less ;Ssn six monlhs notice to lessee,
lassor elects to tike Its royalty in kind. Lessee shall deliver free of charge (on said land or at such place as lessor and tuiie mutually agree upon) to
lessor or to such Individual, firm, or corporation as lassor may rleilgnate all royalty oil and/or gas produced end saved from said land. Such oil and/or 
gas shall be In good end merchantable condition. Lessee shall If nacasiary, furnish itc*ega for royally oil free of charge for thirty diyt after the and of
•he calendar month in which tha oil Ii produced from said land; provided, that Lessee shsll not be held liable for lou or destruction of royalty e'l and/or
gas from causes beyond lessee's reasonable control. Should lessee dehydrate or clean .the oil or gas produced from said land, lasste ahall ba entitled to an 
allowance of the actual cost of dehydrating or cleaning said royalty oil or gas.

15. ROYALTY IN VAIUE. At the option of lessor, which may be exercised from lima to lime upon not less than six monlhs notice to letter, end In lieu 
of royalty In kind, lesme shall pay to lessor the field market price or value at the well of all royalty oil and/or gas. All royalty that may become peyabie in 
money to lessor shall be paid on or before the last day of tha calendar month following tha month In which tha oil or gas l» pteduiod. The payments shell 
ba accompanied by copies of run tickets or other satisfactory evidence of salat, shipments, and amounts of gross production.

16. PRICE Tha field market price or value of royalty oil or gas shall not ba lass than the highest oh (I) Tha price actually paid or agreed to be paid 
to lessee at the wall by tha purchaser thereof, If any; or (2) Tha posted price of Lessee In the field for such oil or gat at the wall. If any; or, (3) The prevail­
ing price received by other producers in tha field at tha well for oil of like grede end gravity or gas of like kind end quality at the tlmo tuch oil or gas Is 
removed from said land or run Into srorage, or such gas Is delivered to an extraction plant.

17. PAYMENTS. All payments to lessor under this lease shall ba mad# payable to the Department of Revenue of the Slste of Alaska and shall ba ten­
dered to lessor at the placa designated under Paragraph 43 for giving -fitIces to lessor.

18. OFFSET WEL15. teucn shall drill such walls as a reasonably prudent operator would drill to proloci Lessor adequately from loss by reason of drainage 
resulting from production on othar land. Without limiting the generality of tha foregoing sentence. If oil or gas should be produced in a welt on other land
not owned by Lessor or on which lessor recelvrs a lower rate of royalty than the royalty under this lease, whkh well Is within 500 lost fo the <aie of an
oil well or 1,500 faet in the ccse of a gas well of lands then subject to this tease, and such wall shall produce oil or gas In peytng quantities for • period 
of thirty consecutive days, and if. after notice to Lessee and an opportunity to be heard. Lessor finds that production from such well Is draining lands then 
subject fo this lease, lessee shall within .120 days alter written demand by Lessor begin In good faith and prosecute diligently drilling operations for an 
offset well on aakJ land. In liau nf drilling any wall required by this paragraph. Ussae may with lassof's consent compensate Lxasor In full each month for 
fho estimated lust of royalty through drainage In the amount determined by lessor.

19. OTHER WELLS. This •lease contemplates th* reasonable dtveloproent of ssid land for oil and gas os the fads may |ustlfy. Upon discovery of oil or
gas In paying quantities on sad land, lessee shall drill such wells as a reasonably prudent operator would drill having due regard for the Interests of Less
or u wall as tha interests of Lessee.
20. DILIGENCE; PREVENTION Of WASTE, letsae shall exercise reasonable diligence In drilling, producing, and ope’Af-ng wclis on said land un'ess

consent lo suspond operations tamporarily is granted by Lessor.- shell carry on all operations hereunder In a good and wo.4meollke monner In accordance 
with approved methods and practices, having dua regard for the prevention of woste of oil and gas and the entrance of water to the oil and gas bearing
sands or strata to the destruction or in|ury of such deposits and the preservation and conservation of the property for the future productive operations;
shall use reasonable care and all proper safeguards to prevent ihe pollution of water; shelf plug securely In an approved manner any well before aban­
doning It; shall allow Lessor to Inspect all oporatlons at any time; ahall carry out at Lessee's expanse all reasonable crdera and requirements of Lessor
relative to the prevention of waste and the preservation of said land, and os failure of Lassaa so lo do, Lassor shall have the right together with any
other recourse available to It to enter on said land to repair damage or prevent waste at lessee's expense; and shall, abkfe by and conform to valid ap­
plicable rules and regulations of the Alaska Oil and Gas Conserwificn Commission and tha regulations of lessor relating to the matters covered by this
paragraph In efftcl on the effective date hereof .or hereafter in t'fect If not Inconsistent with any specific provisions of tht* lease
21. WEIL LOCATIONS, lessee shall within five days after •t*Hdlng In a well advise lessor In writing of the location and data of spudding of

said well. • * * *
22. APPROVAL OF PLANS. Lessee shell nol place Into actual operation any plan or mathod for the purpose of stimulating or Increasing produc­

tion on said Und other than plans and methodi In common use without first having obtalnad the wrlttan approval of Lessor,
23. LOGS AND RECORDS. An eleclrlc log or radioactive log. If taken, and a descriptive geologic sample log, If taken, and a record of all tests

run for each well drilled on said land, together with a plat ehow;ng the axact location of each such well, shall be filed with lessor within thirty (30) 
days after such well has beer, completed, suspendod, or abandoned. Any and all information filed by lossoe with lassor In connection with this lease 
shall be available at all times for the confidential use of lessor for the purpose of enforcing compliance with the terms, covenants, and conditions of
thla lease and Ihe regulations of the lessor but shall not be open for inioecilon by any person other than offkerc, or employees of Lessor and persons
performing any function or work assigned fo them by Lessor for a period ol twenty-four (24) months after the thirty (30) day filing period, except
upon written consent of Lesset. Notwithstanding any other provision hereof, said Information may be disclosed to any person where such disclosure
k reasonably necessary for the administration of the functions, responsibilities nd duties veiled by law in Ihe Commissioner of the Department of Nat­
ural Resources or in the Division ol Lands or site Director thereof. Including but not limited to fimctio responsibilities, and duties arising in con­
nection with any litigation or administrative -•dlceilon relating to 1h*e lease or to the rights, r* •«, ami obligations arising hereunder.
24 RECORDS, lessro shell keep end h It: session bookj and records showing Vne Clio d disposition of ill oil and gas pro­

duced land and shall parmlt lessor ,« its a s at all reasonable hours lo exr ,n« the .. Si* tcords and reports of production shall
be ban such methods and techniques as shall a tha most accurate figure*, reasonably available wi l reaulrlna the Lent* to provide sod#-



payment lor elt dam* «i sustained by said owner by f s of entering on Mid land; provided, that If said tr for any cevta whatever refutea or 
neglects *0 Seattle selu d images. lessor or iti ‘-tita » have the right to inatltute itch legal pror» adtng 1 court of competent jurisdiction wherein 
the land Is.situated as may be necessary to r nine Jamaga which the owner of auch land re uffar. -es hereby agrees to pay any damage
ihe' n.ey become payable under said atatut provbiwit snd to indemnify lessor and hold It her « from «nd against any ileirr% demands, lUbihftai, 
and expenses arising from or In connection with auch damage. The furnishing of a bond In compliance with this least will be rtgardcd by lessor as
r sufficient provision for fh« psyment of all damage that may become payable under said statutory provisions 
26*. SONDb.
(a) If required by lessor, lessee thai) furnish a bond prior to the Issuance of this fane In an amount equal to at tees! 12.00 per acre or fraction

thereof contained in aeW land but not lass than $1,000A) and shall rm’ntafo said bond as long as required by lessor,
(b) Before beginning drilling operations on aald land lessee must have furnished and shall maintain a bond In an amount of «t least $5,000.00.
(c) Us*e» may, In lieu of tha foregoing, furnish and maintain a statewide bond in the am ounf of $ 100,300.00
(d) lessor may, eflar notice fo lessee end an opportunity to ba haard. require a bond In a reasonable amount greater than the amount specified 

above in this paragraph where such greyer amount Is |usttfiad by the nature of the surface and Its uses and improvement! In the vicinity of said
land and the degree of the rliVa Involved in the types of operations being or lo be carried out under this least. A statewide bond will not satisfy
any requirement of a bond imposed under this subparagraph but will bi considered by lessor In determining the need for and the amount of 
any additional bend under this subparagraph.
(e) If said land is committed In whole or fn part to a cooperative or unit agreement approved or prescribed by lessor pursuant to law and

tha ragulerloni and a unit bond Is furnished in accordance with the regulations, laista need not thereafter maintain any bond with rtapeci to the 
portion of said land so committed to tuch agreement.
27. ACTS OF GOD. Should lessee he prevented from complying with any expreued oi implied covenant of this lease, from conducting drill­

ing operations thereon, f* from producing or marketing oil or gas from said l*nd after efforts made In good faith, by rvaton of war, riots, arts of
God, severe weather the area of said land, acts of governmental authorities, failure or leek of adequate transportation facilities, or any other
cause beyond lessee's reasonable control whether similar to those enumerated or not, then while so prevented and for a reasonable time there­
after with) which to resume operations, leisea's obligation to comply with such covenant ahell be suspended and lessee shell net be liable for dam­
ages for I ura to comply therewith. If drilling or reworking operations ar suspended by virtue of this peregteph end the prosecution of such 
operations would have had the affect of preventing the expiration or termination of this lease, then this lease shall not terminate during tha period 
which tha obligation to perform such operations Is suspended under this peregreph; provided, however, that nothing in this paragraph shall be con­
strued to lusper I the neyment of rentals or of minimum royalties.
28. SUSPENSION, cos sot mey from time lo time direct or assent to the suspension of production or othar operations or both under this lease if

auch ectlon la necessary or |ust(f!ed In the Interest of conservation.
29. RESERVATIONS, lessor reserves tha right to dispose of the surface of said land to others subject lo this lease, and the rfgKf to authorlie

others by grenf, lease, or permit subject to thla lease and under such conditions at will prevent unnecessary or unreasonable Interference with the
rights of lasses end operations under thla lease, to enter upon and use said landi
(a) To explore for oil or gas by geological or geophysical means Including the drilling of shellow core holes or itrstlgrephic tests to a depth of 

nol more than 1,000 feet.
(b) To explore for, devolup end remove natural resources other than oil, gas, snd associated substances on or from said lend.
(c) For nonexclusive easements end rights of way for any lawful purpose including shafts and tunnels necessary or appropriate for the work­

ing of said land or other lands for natural resources other than oil. gas or associated substances.
(d) For well sites and well boras of wells drilled from or through aald land to explore for or product ol), gas. tad associated substances In and

from other lands.
(e) ror any other purpose now or hereafter authorized by law and not Inconsistent with the rightt of lessee under this lesse.
30. UNDERGROUND STORAGE. This lease does not authorize the subsurface storage of oil or gas except as a necessary incident to recycling 

pressure maintenance, repreuurlng, or other similar operation designed to Increase the ultimate recovery of oil or gaa j.r prevent the westo of oil or gee 
produced from said land or from any unit area of which tha aald land (a a pen. lessor reserves the right to authorize the subsurface storage of oil or 
gas In said land by lessea or by others In order to avoid waste or to promote conservation of natural resources and upon tuch conditions aa will pre­
vent unnecessary or unraasonablt Interference with the rights snd operations of lent# under this lease, including conditions prohibiting the storage of oil 
or gas without the consent of Lessee in any reservoir covered by fh»a lease capable of producing oil or get In paying quantities.
31. ASSIGNMENTS. This lease or any undivided interest herein may with tha approval of Lessor be assigned or subleased aa re said lend o» any one

or more legal subdivisions Included therein, or any separata and distinct zone or geological hodcor underlying said land or such one or mo/a legal sub­
divisions, to any person or persons qualified to hold a lease No transfer of any Interest In this lease Including assignments of working or royalty Inter­
ests and opereilng agreements and subleases shall be binding upon lessor unless approved by Lessor, losseo shall remain liable for all obligations un- 
dor this lease accruing prior to the approval of auch transfer. Approval ol transfer of this lease or an interest ’herein will not be denied except (I) for 
fellure to comply with ihe regulationa, (2) in the discretion of Lessor, where tha transfer covers any dUfinct zone or geoiogicsl horizon, or (3) where
Lessor delaffnnei that the best mi crests of Lessor Justify such action. Applications for approval of a transfer under thia peregreph must comply with
the regulation! and must be filed within ninety days after the date of final execution of the instrument of tremfer. Where a trarufe/ is made of all 
or a part of Leasee's Interest In and fo a portion of the acreege In said land the assigned acreage shall, at the option of Lessor, or may upon request
of the transferee end with the approval of Lessor be segregated Into a separate and distinct lease having the tame effective dele ss this lease.
32. UNITIZATION. Whenever determined and certified by Lessor to ba necessary or advisable In the public Interest for rhe purpose of properly 

conserving the netural resources of env oil or gas pool, field or like area or any part thereof, which Includes or underlies said land or any pen thereof, 
lessee may unite with other lessees of lessor or with others owning or operating lands not belonging fo Lessor Including lends belonging to the United 
States end with others, Jointly or separately, In collectively adopting and operating under a cooperative or unit agreemen* for the development or operation 
of the pool or field or like area or part thereof. Lessee shell within thirty days after demand by Lessor subscribe to such a cooperative or unit agree­
ment, which agreement shall be reasonable and shall adequately protect ell parties In Interest Including Lassor. lessor mey with the consent of Leuee 
establish, alter, change, or revoke drilling, producing, rental, minimum royalty, end royalty requirements of thli loaso if committed to any auch co­
operative or unit agreement end may make such regulations with reference to this Jasso with the like consent of leiste In connection with the in­
stitution and operation of any tuch cooperative or unit agreement is leuor may determine to be necessary or proper *o secure the proper protecllon 
of the public interest. If a portion of said land Ii committed to sn approved or prescribed unh egreement, iho committed acreege shail at the option 
of lessor and may upon the request of Lessea and with tha approval of Lessor be segregated Into a separate and distinct Isaso having the same
affective date as this lease.

33. SURRENDER. Lessee may at any rime make and file with leuor a written surrender of all rights under thia less# or any portion lharaof com« 
prising one or more legal subdivisions or, wl‘S the consent of lessor, of any sepirate and distinct zone or geological horizon underlying said lands or 
auch one or more legal subdivisions ihereof. Such a surrender shall be effective as of Ihe date of filing subject to fho continued obligations of Lessea 
and his surety to make payment of all royalties theretofore acc/ued and lo place all wells on tf.a surrendered lend or in tho surrendered zones or 
horizons in condition satisfactory to Lesser for suspension or abandonment; thereupon, lessee shall be released from all other obligations accrued or to 
accrue under this lease with respect lo Ihe surrendered lands, zones, or fwizont.
34. DEFAULT; TERMINATION. Whenever Lessee falls to comply with any of the provisions of this lesse other thin the payment of ‘rtntal and

and lessee falls within slxly days after written notice of such default to commence to remedy and thereafter prosecute diligently operation! fo remedy
such default, Lassor may cancel this lease if at that time thera is no well on said land capable of producing oil or gas In paying quantifies. If at
such time ihore is on said land a wall capable of producing oil or ges In paying quantities, this lease may be cancelled only by judicial proceed
Ingi. In Iho event of any cancellation under this paragraph, Lessco ahell have the right to retain under thli loeie any end all drilling or producing
wells as to whkh no default exists together with a parcel of land aurrounding eech such wall or wells and such r'ghls of way through said land
os may be reasonably necessary lo enable Lessee lo drill and operate auch retained well or wells.



33. EXCESS AREA. If for toy raeion teld land Includes mere acr*»g« iKen th# maximum permitted under applicable 'ewa end/or regula­
tions, thli leaae shall not be void but the acreage Included In said land ahall ba reduced to the permitted maximum. Whenever lessor determines
thet this lease so exceeds the permitted acreage end notifies levies slating the amount of acreage that must be eliminated, lenes may within sixty
days after such notice aurrendef one or more legal subdivisions included In said lands comprising at least the amount of acreage that muM be olfoiL 
nettd. If such a surrender l< not filed within such sixty days leuor may terminate this lease as to the acreage thet muti be eliminated by maftng 
notice of auch term nation to lessee describing the parcel or parcels eliminated. Such a notice thall have the effect of terminating this lease as
to the parcel or parcels described In such notice.
36. RIGHTS ON TERMINATION. Upon th# expiration or earlier termination of this tease as to all or any portion of saW lands, leases ahall

have the privilege at any time within a period of itx months thereafter, or such xxlenilon thereof at may I* greeted lossor, of removing from
tald land or portion thereof ell machinery, equipment, tools, and materials other than Improvement! needed for producing w«tl«. Any materials, 
tools, appliances, machinery, structures, end equipment sub|*ct to removal as above provided which are allowed lo remain on said land or portion
'Seraof shall become the property of lessor upon expiration of auch period/ provided, that lessee ihall remove any snd all of auch properties
when so directed by lessor. Subject to the foregoing, lessee shall deliver up said lands or such portion or portions thereof In good order sndcondition.

37. INTEREST IN IAND. It Is the Intention of the parties that the tights vested In leasee by this lease shall constitute an Interest In real prop-trty In said lend.
38. IE&SSR INTEREST. If lessor owns a lesser Interest In the oil end gas depoifti In said land than the entire and undivided fes simple eslsfr,

then the royalties and rentals herein provided shall be paid lassor only In the proportion which Its Interest bears to the whole and undivided fee.
39. CONDITIONAL LEASE. If all or a part of said land la land that has been selected by th* lessor under laws of the United States granting 

lands to Lessor, but »uch land has nol been paltnttd to Lessor by tha United States, then this lease la e conditional leese as provided by law until 
such patent becomes affective. IE for any reason such a selection li not finally approved or such a patent does not become tHtctbt, any rental, 
royalty or minimum royalty piymenti mede to lessor under this lease will not be refunded.

40. DRILLING OPERATIONS. As .sed In this lease "drilling operations" mean any work or actual operations undertaken or comm, ed fo 
grod faith for the purpose of carrying c >t any of the rights, privileges or duties of lessee under thla least, followed diligently and In due couae by 
the construction of a road or derrick and/or other necessary structures for the drilling of an oil or gas well, and by tha actual operation of Jfllllng 
In the ground. Any ludi work or operations preliminary to drilling In tha ground may be undertaken either on said land or In the vicinity of eld
land In any order Lasste shall see fit.
41. ACTUAL DRILLING. Aa used In this lease, "actual drilling" means any and all operations necessary or convenient to the drilling of a 

well In the ground after th* first drilling of spudding with equipment of sufficient size and capacity to drill to the lotal depth proposed for the well
42. RULES AND REGULATIONS. As used fo this lease "regulations" mean the applicable and valid oil and Qas lasting regulation* of the Com­

missioner of the Department of Natural Resources fo effect on th# effective date of thla laasa unless otherwise specified.
43. INTERPRETATION. As used fo this lease words which are defined In the regulations have the meaning assigned by such definition except 

where the context clearly requires a different meaning. The paragraph heeding* are not a part of this lavia and are Inserted only for convenience,
•<4. NOTICES. Any notice required or permitted under »hb lee*e shall be fo writing and shall be given by registered or certified mill, returnftcelpl requested, add/essed as follows/
To Lesson To lasseet

Director, Division of Lands 
State of Alaska 
344 Sixth Avenue 
Anchoregr. Alaska

BP EXPLORATION COMBANY (ALASKA) INC. 
900 W ilBhire Boulevard 
Los Angeles , C a l i f o r n ia  90017

Any such notice shall ba deemed given when delivered lo the foregoing address. Either pert-' may change th# addresi to which such notices are to bf 
tent, by a notice given In accordance with this paragraph.
45. HEIRS AND ASSIGNS. Subject to tha other provisions of this lane, the covenants, conditions, and agreements contained In this lease shall 

extend to and be binding upon the heirs, executors, administrators, successors, or assigns of lessor snd Lessoa.
46. WILDLIFE STIPULATIONS. This lease Is iub|ect to such itfpvtsfcu as are attached,

FEB j 1955
IN WITNESS WHEREOF Ihe parties hiv, cxeculcd ihll t«.ie effective « of Ihe  ... ...___...dey of ___  —  19__.
BP EXPLORATION COMPANY (ALASKA) INC.

<L-— Vic__ , -Vice President 
Secretary

STATE OF ALASKA

2*s 9°M?Â r

Aiicdi.
LESSEE ...LESSOR

THE UNITED STATES OF AMERICA 
STATE OF ALASKA

Thli certifies tbit on the..«!LK̂w.._-..day nf , !9£ o before mi, a notary public In and (or t h t State of Alaaln, duly
commissioned and sworn, personally appaorod. -JQAL________ _ to me known and known to me to bstha person described In and who cxccutad tha foregoing leair oi behalf of the Stale/of Alaska i t  Director of the Divlalon of Lands, Depart.
tnont of Natural Resources, or hli authorised agent. The aald. ... .... „ ... . . . executed (aid leaie In mypretence and, .alter being duly (worn according to law, dated lo m« under oath that be Is the-TOtrector of Iho Dl.Ulon or Lands, Dopartmen! of Natural Jteaourcea, or hta authorised agent, and haa authority pursuant to low to execute ihe/doregolng lease aa tueh Director, or authorised agent, on behalf of the State of Alaaka, octlng through the Division of Land,, Department oY Natural Resources and that he txteuled the (•me freely and voluntarily aa the free and voluntary act nnd deed of the aald State of Alaska and for the Dlvljlon of Lends, Department of Natural Resources.

Ŵrf>ESS n> hand and official scat of the day and year In thla certificate above written.
. —   Notary Public In and (or Alaska. My Commission crplrt^^SLTL/...^ /^ j^Z —



STATE O F  A L A S K A  

r o « m n o , o o -  D E P A R TM EN T O F  N A T U R A L  RESOURCES

D iv is io n  o f  L a n d s i> e * .ic n o . a o l ___________

Competitive Oil a n d  G as  loose

THU IMS! Ie w»d© by end b*H*©en the State ©f Alaska. acting by and throv '*e ©f Ihe Olvltron of l#ndi, ol NivtI N ♦•*'•»!
©r K.» evfner.'ied epmf, hereinafter ttl'ed end

K##tin#lM» ceHrd "Imo©", whether ©no ©< meet.
1. GIANT. Ter end In consideration «f • dih benvi md iH# 1k%1 y©er‘i teet|l, th© ol wb*h « hereby nUoeld^, end cl »V© r©nt©?%.

royalties. <o*enent|, end <©r.d.iiont herein c©nt*W©d on the part ©f »h© l«t«o© »0 be p*'d. kept end p«‘fO<n*#d. t.sd >vM(< 10 the rwttttftfi en-J
reset vetpna herein contained. leitbr does hereby grent end kite uni© ItitK, f««lut»v©ly, without vrar/anry, Ur the end ©nly nurp©sev ©I 
develop* en», preefvCt.«n, preening #nd market.ng pi oil fee, end lttOCl«:©d iub*t©'Kei p ciivced therewith, e"rf of b!|i#ll*nj pipe fa©© end
thê an «o find, |#v«. tiwr. 'Mil, process. Ifentport. ttW c»'e of e*d mffk©l «,'i tv«h tub«fenc*». «H fo* d'.H ng wi>f* welt od »«*.ng sod;#
ground end euefe<© water for wie in it» operations thereon. end for housing and board, ng ©mp ee in 11a operation her©©.., ih© folo-«.ng Ci»ui.>~d
uei» of lend in Afitfcai

rvnllining____________  ***** M»» or loee. hereinafter cefW “laid tend*.

lot fho pvrpotet #f iht» lute. said lend conteine ih« lepeJ ewUfir1»«ont. n shown on th© pUt of i«id tend eti©cr«d beret©, meetpd f*hibi» A r*d J, 
eke© foWtenc© mod© e pot* ©I (Me i©#*©,

I# #»id tend ie dcur.bed *6©v© by pr©irec«od legal aybdnritW* end Imor K©r©«ftpr «)u;«i leld lend t© I*© surveyed ondar rh© pvb> lend ftc'rnnsh
Ur »ye*»m. th© boundaries ©I ie*d tend ahell o© thote es'abl.died by tuch ew/viy, when approved, subject. Ko«Her, to provhWnt of the r©vvU»*
• elating to imcH surveys.

2. *OIL AND GAS**. -Oil" meeni crude petroleum oil end ©that Hydroorbont refti/dlest of o«©vriy whkh •'© *rodv<rd mi nv*o in I.ro d fn*m •' 
the w.U by ordln©ry piydwl»©n m©th©du “Oer m©ent eH mvrel ;n  end iM hydrpcerboMi peodmeH ef ih© w©l not drfir*©o Sure.n et o“. ‘*Aieo<i4 li£
lubtten.vi** rnven ell ivOsietui p/odv©«d in MtocWtion wfllt oil or pea end not defined l*re»n et ot( or pee.

2, TftM. Thre leeio U >eu*d for an inilUf primery term of _ _ yen f»©m del© borref, «trb{;(t to t eitnflpn ei p«ov<ied in berepreph 4 hereof, ini
ahell coni.rw© i© Wnp th©r©efi«r ee oJ end get or ©fiher or ony of 0<j*t or© p'odvcod in pey*g quem>ilt» ln.ni wkJ Und/ provicWd.tSri iMe Wan *ny ta 
©atonded bvyorni *»© primary term ee provnfod in P©reonph 5 htrraf end ehiU noe up -» imdrr th© ron-.,i.nni »«• ftrili in Pereprephv f.t 7. » d t her#of.

4. lffTfK5'GN BY SUSPENSION ÔftATlONS. If, prior to tS« »ip‘/etion ef the primary Irrm, lrt»©r, W lit* intyrcii of con>.vr*«ti©n. CittZH 
©ia©nte to Ih© abtp©mion ©f ©II ©p©r©t«ona end prodiret on, if ony, htfrvnaWt. Ih© p-.mjry term will be ritrnUrtf by adding tHo pc*Wd cf iw»p*n»'on ii.»rc*o.

5. IXTINSION PY unit PCOOUCTION. (e) Thia Wee© ol̂ efl w.'ltifHrf cppl.cetion b© refended beyond it» primary itrm if v»*-n O* p«.©r |© fl|T yep.fe'inn 
dele of ev<h term th# l©«t© •» eommritod lo 4 trnM egreement rppreved or prmr.'b©d by l«*»©r «t pro»*»dfd in iK* rogvl̂ liom, prnd, :ti©n cf oil ©' pea 
it l.ed W peymg owontitiei vndrr fh# agreement, ©r*d t portion ef auch pr©dytt.©n ii eiWcei«d I© takf lend vndvf Use agraenient. in »,*», ownt I'li ft«»* 
shell centtnu© in effect to tong et It nniK© aub\©Ct to a»ch egrvoment end tctvel product.on ynder t>.d egrnornant la eMece'od >o laid lw»»d; (b) The Co -
m*ti.©n©r may, in Mi dixvrtlon p/©irid« for t(«« eeteniion of th© trim ol thit lease. If tuch Icee© ia ur ©ip#et on del© ilterrof sniUtlid in en jppce©«*d
«mil pi#n u »f M i| inchrded in e program of jecondery recovery oprret'cn dn pn©d to bring about or rei'o*© prodwrt.on. p»ov'.drd. Ituwt*rr, that >1 i*y 
Ices© pr portion thereof ia eUrmnetcd Irom tuch vnil plan or recovery prpfri‘». or il twfh ©Ail pirn o* recovery pr^em is itrmfnaird. *h*m any *yfh 'fjs-
or pertmn tkrreof ihall coniinve in fvll fc'te and ©fleet for nm«ty (90J day* Irom lire date of auch ©frmirvitlgn or i«milnol<on ernl so lw*»g th:;fe*trr *a
diillovg or rcdrilling opvrjilont »r» b©mg conducted tl»ere>i end so long thc’rjfivr as oil or gel it prctlwicd in paying qvj©nliti©i.

0. IXlfNSION IY DIs'dliNG. (e) If production »hel| hev© been obtained rn paying t)©ants|kl du»u*g tl«© primary irrm. #r J il et t»̂ md cl pr*ne*y
n. or #| yny frn© poor «o rh© ©n<t ©I Its© primary Urns, auch prodwClkn ihl'l hev© Crated from any caws?. Of in th© rvril prodvtt.cn |*.©.*l ut j«.y • .r© Of

.-nv» alter the f Apwei.o.i ol tUc primary irrns cntc frewn ens» t©vt©. then tSu 1j >:j w?iall nol ig:nuflj»© Jh*_lm*juxoo.:>er>rc» ci/.llmy « .̂,.4
“leTlFTrr In © well ft©n» which tweh prvelvet.on has or «t e n©w wellj evltl»*n »J«ry dayt after th© crtaafion of p odurt.on. end !••» Isas? shell i*«i#e..* *n
fvll Inc© and effect so long ea luch ©t»c*©l.‘cm *r© prottcukd wiih rresonaba rf.ligencs- or n t »va/-'nd».-d und.'» Paf.igaeph 2 / hereof; ©ml, .i avJt sl'.ltfj 
or reworking of.*'oliuffs .cavrM in tit© production o' oil or pai, th© hair shall remain m Ml force *«*d efirct 10 tor*g at oil 0 get it r.*;̂ vc.*l tho*etrs,m .n
peylng quenlilks. (b) if actual drilling l«ae commenced on th© ©apwetion date n* »*•« primary lyrna of »••* least snd i> ro>.tM.vrd hi*H rêsonrhl© di!-.vnrw. svch
op©rauu*«s so include redrillmg. srdrrre;U«tg or oil©' n̂#n» ncceisery >0 reach the crmnrily proppscJ bottom hole Icxatron, th© |.*ai© il.aU <ontmw, m fu!t 
force and effect until ninety |90) days after such drilling had ceased end lor so long tnereaftrr aa 0.1 r>: gas * produced in paying cpram.'tirit U) if ai( J' nil 
ol lire IhmJs covered by the lees© are lands that have L,en srlectetf by Alaska under ttr© lows of the Un.t,.J 5i#t<i granimy lands ie Ataua and tha canda.oru 
al Was© -at issued thrreon. the term of rh© k j sc shall be ©©landed foe a oeriod equal to the pv».od during wh.ch the leas© wai <©nchi.©nvl.
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95. IXCISS A*fA. If for any »*at*« ltd land bxlwdti mo## trreig* ihr* tk# mralmvm nervnlited vt r? rppliobk lama W/*r regula­
tion!, I KM U«te »k*M not be vo»d km the «cr*rge Included in ud land lhall br rtdurtd »© rhe ptrm.it rd m«alw*n. Whenever letter d*t*rmmft
that thh l*««* i« ««c»*dt 1K9 permitted •(/#*9 # and notlflea true* mrtQ ik* rmô/nt *f ifttft »K#| m,n t>r tlimMa'ed, Irate* m*y withm iniy
day* $li$r tuck nolle* ler/andcr on* or mvf Jegaf lubdJvhlon* fnchrdrd •* ra.d l*nd» romprittng si la*tl «h* **e*ni of atrtrgt that rrujf br abnv.
•ted. If »uch i  ivrrrndff I* no l Mod withA MR tiity day* lr»ao« m*y th.'* it air It lo th* ac/#«gt that mult be «l.in<n*i*d br
»*»€• of tuch termination fo Lrmi draenbing |h* parrel w« parcfli eliminated. Such « net** iHlll have th# effect ©I terminating ik-i I•«i• *,

<0 ik* parcel pt panela dearribed «n aueh notice,
96. RICKT5 ON TffMINATION. Upon '**• nHiibn 0/ earlier terminelle* of tfc.'i Irate •« lo *IJ or *ny portion of »«id lendk. l*it«* *M

k*v« Ik* privilege it any lime within # period if ill month* *h*f*!»*»r. or ivifh *lt*n|!*n thereof n m*y k* g'eni*d Itlior. D* removmg fr*m 
te.d lend or portion thereof ill machinery. equipment, tool*. and onolorloli other then imp’ovemonii needed for prpdvcmg well* Any meter! *t|.
took. rppliantel. machinery, iiruclvrii. and •Owfp'otM *ub|f<l to t*m*v*l *i above p/ev.drd wh.ch allowed •« tern#;* on ,«.* I.nrf */ pSr*-*,
lh*rt*f ikofl brcom* iky pr»o*rry • I Irnof p̂oa uplrilion *f »»/<K polod; p»ovld*d. tk*i let*** ||»*ll »*mow* t nd ill. of iwtk p#oô'*>»
wk*r. iw dir#ct«d by Inior, Sublet to «k* forcgomf, Iiuh iki/t d«l.y«r up Mid Ltodt 0' iv<k poilton •« po'i»«A« ik*i»o/ in good c«di' l*H
iOAd*r»on,

)X. INTfRKT IN IAND, Ir it tW iaMo#*ô ol tKo p*tl«i tk*f tk* rlgSu vinrd In l*n«t by 1W1 l*i»* |KNI romtiiv'o •" »ni*ioii In **«! p»o>
• My In uld l*nd.

31. K S S it  IN T ftfST . If l*nor owm « l* n o «  fmiroil In »k* *•! «nd t*» dtpitlti In »*ld l»nd tk*n in* *mu* *«d wodNnftd I t s  imtp1*
tKin ik* royiltifi *nd r*nT|l« heroin provided |K«II b* p«ld l*tvor only In th* proportion wkl<h .‘t| ln«*r*«r o*m* lo in* wl.a'i ma vftdirdffl » —

39. CONOiriONAl l(AS(. If «N or 1 p»rt of t*«d l*nd •» tmd thit k»v Lttn irl*ci>d by Ikf lyuor ondvr l*wi of tk* United Sl»»*i gr*m|f̂
Undi l* Uitor, bvi i«Kh find h*i not b**n p*iont*d 10 letter by lH« Unl:«d S't'ti, tli*n tkl| Itttt It • condit«ontl i*«ir it provided by h«r vn''i
tiXk p*t*nr boeomoi oNocJrv*. If fp/ ony r**ton todi • t*l»<»lon it nor flnilfy approved *r tuck 1 patent dott nol btcon»* cffrc'-ti. in / refill,
royalty or minimum royalty ptymenM m*d* to lotto* vndor ikti leete w«J> no* bt r*fv«tded.

40. DtlUJNC OffRATtONl At uted In »*t Wat# "o’ :fling •pon'iê t" m*>n #ny v»o»V 0/ tt'vrl operation* vAd**uk*n or comn>tn(*d in
good laith for the pwrpot* of tarrying owl any of Ik* r*gktt. p-.V.Iepet or duliei ol lattaa tmdtr ihii Iteta, fol<ov̂«d d.liganlty md in dvr cijr»* br
Ik* conitrvcrion nf § rood or dorrlcb and/or oth«r n*c*ttiry ttrudum lo* lk# drilkng of an o3 or gel well, and by th* cclwal npartl̂ n c.f clrtfling
h tk* ground. Any w«h w*rh or opnreiiont preliminary to drtlkng In ikr ground may b* und*ri*k«n *ltk*r on taid lend pr in tk* vicinity of »aid
lend bt toy order I at tee ihell tee fif.

41. ACTUAL OtllllNG. At uted In ihit 1**11, "actual drilling" moena any tod all opestilent necettary *r tonvenlenf t* tk« drllkng ol a
W*JI In Ik* ground *flor tko fbir drill.ng or ipuddmg with *gulpm*ni of iuff)ci*nt life end capacity t* drill to tk* loiei depth prepoted for fhr well

42. IUL£S ANO RIGULATIONS. A» ut*d In rkl* leete 'regjetlont1* meen ik* epplicebU end velid oil end get Int.ng ngvletloni *1 the Co*
mltilon*/ of the Deptrtmenl of Neivref R*tovrc*i In effect on the cffecllve date of ikii kate vrtleti orherw.t* ipKdied.

43. INTfRMfTATION. At vt*d in tklt laaa* «vorda wkkk aro dafmtd k in* regvfalkni h*ve th* meaning etilgned by »ucl. definition r*«*?f
nker* lh* con«**f clearly rc*vt'*i • difUrent meaning. Th* paragraph |v*ediftyft ir# net a p*r| ol thit leete end a/a intorlcd oMy tor convtn>«nce.

44. NOTlCfS. Any nolle* required or potmlited under fhit kate ikall be bt writing end |h*|| be p*v*n by ftgltterad o» c*rilti*d mi I. tatum
receipt reouetred, addr*»t*d *a lollowni

T* letaon To (auto*
Oir*«for, Dfeiaion of Undl__________________________________________________ ________ _____________________________________
lliie of AUela

* 344 Wirth Avenu*__________________________________________________________ ______ ____________
AnJorigr, Alotke 99301

Any tuck notice oKpli be doomed gluon when delivered lo lh* foregoing edd/eit. Cither party mty change the add/ett to wkkh link noilcti tra to be 
aant, by e notice given In accordance wflk tkli paragraph.

43. HgltS ANO ASSIGNS. Subfecl to tk* other provltiom of thlt lane, tk* (avenantr, conditlani, end egroemanti contained In <hli katt aliall 
attend l# and b* binding upon tko hedi. eaecuron, admmktraipra, auc/ttaori, 0/ aulgna ol lettor and letaeo.

44. W110UFI STlPUlATlOkfl TkU leaie It aubfecl to auch tlipulatleii aa art attacked.

IN WITNESS V/HEtfOP tk* parti** hae* eaecuted Ihit laaa* effeci/vt *t ol lk«      day of ...

STATE Of ALAlKA

•y.*

HSUt Thf# US SO 2

Tilt UNITCD STATES OF ANTWCA 
STATE Of ALASKA

Tlili carllfki that on »>• . , _ - day nr _ r $ 1 9 . before rac, a nota public lo and for th? Suit cf Alatfeu. il.'lr

rommliilonrd and iuom. prraonelle appeared — — ----« - ... . . , tn r»o known and Wi»o*n lo :n.* Ii I
the peraon dracnUvd in and «ho rartutcd ilia toirpoinc Iciac on bt.w.alf of llir SUI* of Alnika aa Luirrtur of liic Itltklcn u( l.aitUl, Ikm.hu

•nenl of Nntural Araourrr*. #r Ma authurlird apcnt. Th* a a id    ._ .. w-. - .  —  — . ■ racculrJ b»!d lo*? In rnv
trr*eac* auÛ-afiv/-tte4n*-*»*ly ewem ocrvnflnff r» law-?tq tvxMvrnT~an.tr r" m rtf lh jt tit l» rtTy nTrkTT*'7 0I1I»4 'ItlV!*!l.H fit TJhOk. r-1t5*V •• r.t 
of Natural lie«»*irrrj. or M» autknil«ml acimt. and ha» jutt’oriiy puruant tu l.'tv to cxrctilc i!n* fnrrc'lns lu.«k< at *wfJt liirn'tnr, O' — 1 
acm J. on behalf of llte Stale of Aln»ba. artln̂  ihrouL'h I lie Ml%l*!on of l.antl*. I>cparlnirnt «f .\alural tic«onrcrj anil thal he orcu.' .1 lit? 
umr ftvrly and volunlafily a* I)*c ftrw and voluntary act and duad Of the taid diait* uf Ah»kJ and fur thu Jtivlrlon uf l.ant!», liv|tarln«'n( i 
Natural Hr*wc~ca.

wrr.WESS my band and affktaj acal of lh* day and >rar In tAla rcrllficale above orlltro.

. ...» Netorj Fublk In and for Alaaka. My Commlwinn riplrra ..
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Relevant Sections from D L - 1 Lease 

(Sections 7 and 20)

“7. E X T E N S I O N  B Y  SHUT -rN  P R O D U C T I O N .  If, upon the expiration of 

the primary term or times thereafter, there is on said land a well capable of 

producing oil or gas in paying quantities, this lease shall not expire because 

lessee fails the produce the same unless Lessor gives notice to Lessee 

allowing a reasonable time, which shall not be less than sixty days, after 

such notice to place the well on a producing status, and lessee fails to do so, 

provided that after such status is established such production shall continue 

on the said land unless and until suspension of production is allowed by 

Lessor.” ...

“20. DILIGENCE, P R E V E N T I O N  O F  W A S T E .  Lessee shall exercise 

reasonable diligence in drilling, producing, and operating wells on said land 

unless consent to suspend operations temporarily is granted by Lessor shall 

carry on all operations hereunder in a good and workmanlike manner in 

accordance with approved methods and practices, having due regard for the 

prevention of waste oil and gas and the entrance of water to the oil and gas 

bearing sands or strata to the destruction of injury of such deposits and the 

preservation and conservation of the property for the future productive 

operations; shall use reasonable care and all proper safeguards to prevent the 

pollution of water; shall plug securely in an approved manner any well 

before abandoning it; shall allow Lessor to inspect all operations at any time; 

shall carry out at Lessee’s expense all reasonable orders and requirements of 

Lessor relative to the prevention of waste and the preservation of said land 

and on failure of Lessee to do so. Lessor shall have the right together with 

any other recourse available to it to enter on said land to repair damage or 

prevent waste at Lessee’s expense; ant. shall abide by and conform to valid 

applicable rules and regulations of the Alaska Oil and Gas Commission and 

the regulations of Lessor relating to the matters covered by this paragraph in 

effect on the effective date hereof or hereafter in effect if not inconsistent 

with in}r specific provisions of this lease.”


