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In 1978, the court articulated a unified equal protection analysis that avoids
distinguishing between suspect and nonsuspect classifications by using a sliding scale to weigh the
interests involved in any classification. State v Erickson. 574 P.2d | (Alaska 1978) The court
applies a single test that is flexible and dependent on the importance of the rights involved. The more
fundamental the right involved, the more compelling the interest the state must have for preferring
one classmcmbcr over another Commercial fisheries Entry Commission v Aookedak. 606 P.2d
1255 (Alaska 1980)

There has not been a case involving the local ot special legislation prohibition since
the unified equal protection test was adopted by the court. It remains to be seen how the court will
apply an equal protection analysis to a statute claimed to violate section 19.

According to the department, there are approximately 39 leases carrying net profit
share provisions. It is possible that other leaseholders will claim discrimination if they are not also
given relief from a corresponding net profit share provision. We doubt that a leaseholder would
prevail in a claim that a statute permitting the reduction of a leaseholder's net profit share interest
implicates a fundamental right It is not a foregone conclusion that the other leaseholders are similarly
situated to the Northstar leaseholder. We doubt there is a class of similarly situated leaseholders who
would be discriminated against by a bill that only applies to the Northstar leases The effect of a net
profit share on a specific field will be subject to different economic assumptions (except price).

The stale's interest advanced by the proposed statute is to bring the Northstar leases
into production in a way that also encourages other employment and economic activity in the state.
The stale depends on petroleum revenues for approximately 85 percent of its general fund revenues.
For this reason, a statute specifically directed to the Northstar leases can be said to have statewide
significance. The reduction in net profit sharing is tied to promises of local manufacture and assembly
of facilities to develop the leases This will lead to substantial economic activity in the railbclt region
of the stale in wttich over halfof the population of the state resides. There will be a direct economic
benefit to the North Slope Borough derived from increased tax revenues Production from the
Northstar Unit will decrease the TaPS tariff for all existing North Slope fields and will likely extend
the life of TAPS thereby mrJring it more likely that fields not currently in production can be brought
into production.

It will be the department's responsibility to carefully articulate the stale’s interest
during legislative hearings on the bill proposing (he net profit share reduction This must be done
with the goal in mind of establishing a detailed legislative history supporting the interests of the state.
The legislative history will be important because the ultimate decision "whether a general act can be
made applicable™ rests with the Alaska Supreme Court
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3. Public Purpose

The proposed reduction in the net profits share provisions of the Northstar leases
raises the question of whether there might be an expenditure of future state revenues without a valid
public purpose. It is debatable how much revenue, if any, would be foregone if the reduction in net
profit share takes effect The amount is dependent on when the leases go into production, the value
ofoil and other production from the lease and when the leases become profitable under 11 A AC
83.210-.295.

The .Alaska Constitution requires that state money be expended only for public
purposes. Alaska Const art. 1X, sec. 6. To satisfy the public purpose doctrine, the benefit to the
public must be the direct and primary purpose of an expenditure. It is permissible if the expenditure
also has an indirect pnvatc benefit However, the reverse (direct private benefit with only secondary,
indirect public benefit) constitutes violation of the public purpose doctrine.

The analysis is similar to a determination whether there is adequate consideration to
support a comract. Ifthere is valuable consideration received by both the state and the leaseholder,
the benefit to the state may be characterized as direct. In the case of the Northstar leases, there is a
trade-offbetween expedited development of the leases and the loss of uncertain future revenue. The
expedited development comes combined with in-state manufacture and assembly of production
facilities. The magnitude of the loss in revenue is highly speculative because the value of production
from the leases depends on the whims of the marketplace.

Because the State leased the oil rights at the Northstar field pursuant to the
constitutional mandate to obtain the maximum public benefit, an effort to expedite production vitally
affects the public interest. Swindel v Kelly. 499 P.2d 291, 298 n.27 (Alaska 1972Xruling that
State Constitution recognizes value of all public lands); Alveska Ski Corp. v Holdsworth. 426 P.2d
1006, 1011 (Alaska 1967)(ruling that “our constitution reflects ... the impedance of -ur land
resources and of the concomitant necessity for observance of legal safeguards in the disposal or
leasing of state lands.”) SfiS aiSQ Trustees For Alaska v State. 736 P.2d 324, 335 (Alaska
1987Xfinding that State was granted large land holdings under the Statehood Act to “ensure the
economic and social well-being of the new state ) Given the public’s vital interest in deriving the
maximum benefit from the leasing of state lands, the court would likely liberally construe the
proposed net profit share reduction provisions in the State’s favor. Sjs State v Moncricf. 720 P 2d
470, 475 (Wyo. 1986Xstating that if a governmental mineral lease is ambiguous, a court must then
recognize that the government officials’ duty *to realize the largest possible proceeds is a surrounding
circumstance which must be considered when interpreting these leases ')

The Alaska Supreme Court tends to give a certain amount of deference to the
judgment of the legislature concerning whether and how state resources may be expended for a
particular purpose SC5. DcArmond v Alaska State Development Corporation. 376 P 2d 717, 721
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(Alaska 1962Xcourt will not set aside finding of public purpose unless it clearly appears that such
finding is arbitrary and without any reasonable basis in fact). To be sure, there will be some
uncertainty if this question is litigated. The Alaska Supreme Court has staled that the phrase *public
purpose™ represents a concept which is not capable of precise definition. DcArmond. 376 P.2d at
721; Walker v Alaska State Mortgaflc Associatipn, 416 P.2d 245 (Alaska 1966) The concept is an
evolving one for which "it would be a disservice to future generations for [the Supreme Court) to
attempt to define .. . The court will examine the "'entire factual and governmental context to
determine whether a particular plan of action serves a public purpose.” Wright v Citv of Palmer. 468
P.2d 326,330 (Alaska 1970Xcitation omitted) Inessence, a determination of public purpose must
be made in each case on the basis of the particular facts and circumstances. DcArmond. 376 P.2d
at 721.

We believe that a compelling case can be made that there is adequate consideration
to support a finding of a direct and substantial public benefit flowing from the reduction of the net
profit share. We assign a low probability to the possibility of a successful challenge based on the
public purpose doctrine.

4. Competitive Bidding Principles

It may be possible to consider a net profit share to be a contract right of the
leaseholder. A public contract can be amended by the contracting parties. The power to amend a
public contract is a necessary element of contract administration. It is not certain that judicial
constructions of the ability of an administrative officer to amend a public contract will apply to the
power to amend a contract right conveyed along with an oil and gas lease.

The power of amendment has its limits. The ability to amend is greatly restricted if
the contract was awarded through the competitive bidding process. The reason for this is the premise
that a material change in a competitively bid contract amounts to a new contract. McKinnon v
ALPETCO. 633 P.2d 281,287 (Alaska 1981). A new contract can only be awarded through another
round o f competitive bids. M,

The rule against material amendments was applied in Kcnai Lumber Co.. Inc v.
LcRcsche. 646 P.2d 215 (Alaska 1982). In Kenai Lumber, the Alaska Supreme Court offered factors
for determining when an amendment is material. These factors include:

(1)  the legitimacy of the reasons for the change;

(2)  whether the reasons for the change were unforeseen at the time the contract
was made;

(3) the timing of the change.
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(4) whether the contract contains clauses authorizing modific'Mons; and

(5) the extent of the change relative to the original contract.
646 P.2d at 221.

It may be possible to formulate an argument that the reasons for amending the
Northstar leases are legitimate and were unforeseen at lease formation. The timing of the change is
sufficiently distant from formation of the leases to negate any claim that it is a pretext to avoid
resolicitation of the leases However, the extent of the change is substantial enough to raise serious
guestions as to whether factor (5) above can be satisfied. Other persons who competed for the leases
may claim that since the net profit share was the sole variable in the lease sale, it is such a material
tern that a change cannot be made without violating the competitive bidding statute. Uncertainty
conaming the state’s prospects for prevailing in any litigation on this issue gives an additional basis
for ou eadvice that the department seek independent statutory authority for the Northstar transaction.
The Alaska Supreme Court has held that competitive bidding is not necessary unless *‘required by
constitution, statute, ordinance or regulation.” McKinnon. 633 P.2d at 287, Ifthe legislature were
to directly authorize the amendments to the Northstar leases, that authorization would take
precedence ovtrany other statute requiring competitive bids, just as section 180(j) takes precedence
over any other competitive bidding statute.

We hope that the foregoing memorandum adequately addresses the reasons why it
would be prudent to seek specific authority from the legislature to reduce the net profit share
provisions applicable to the Northstar leases. We are prepared to assist the Department o f Natural
Resources in seeking passage of a bill to accomplish this purpose.

JLB/dh
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Attached are copies of the Northstar Lease Agreement between the Department of Natural
Resources and BP Exploration (Alaska). Inc. The agreement contains appendices B. C and
appendix D which appears to be proposed legislation.

Also attached arc copies of two of the leases referred to in the agreement. It is necessary to
refer to the leases to understand the new, proposed agreement. All 198Q state leases in the
Northstar unit were constructed the same, so only one example is given that is

ADL #312798. Tkc 1983 lease is ADL 355001.



FIRST AMENDMENT TO THE NORTHSTAR UNIT LEASES BETWEEN THE STATE
OF ALASKA AND BP EXPLORATION (ALASKA) INC.

The State of Alaska ("State”) and BP Exploration (Alaska) Inc. ("BPXA") arc parties to
the following loases in the Northstar Unit: ADL 312798, effective February 1, 1980;
ADL 312799, effective February 1, 1980; ADL 312808, effective Fobruary 1, 1900; and
ADL 312809, effective February 1, 1980 (collectively the “1980 Leases*); as well as
ADL 355001, effective August 1, 1983 (the "1983 Lease"). Tho parties agroo to amend
the 1980 Leases and the 1983 Lease as sot forth in this first amendment to the

Northstar Unit leases.
JMQ—U ases
1) Paragraph 6(b) is replaced In its entirety as follows:

(b) Annual rental paid In advance Is a credit on tho royalty or supplemental
royalty due under this lease for that year.

2) Paragraph 7 is replaced in its entirety as follows:

7. SUPPLEMENTAL ROYALTY, (a) In addition to tho royalty paid and
computed under paragraphs 8, 10, and 11 below, Lessee shall pay to tho State
a supplemental royalty (‘supplemental royalty"). Lessee shall pay the
supplemental royalty, if owed, upon the same production volume for which
royalty is paid ("production volume"). The supplemental royalty payment for a
given month oquals the supplemental royalty value times the supplemental
royalty percentage rate ("percentage rate’) times the production volumo for that
month. The percentage rate shall be calculated monthly by reference to: (1) on
ANS West Coast spot price ("spot price"); and (2) a supplemental royalty triggor
price ("trigger price*). If the spot price is equal to or less than the trigger price,
thon tho porcentag- rate equals zero. If the spot price is greater than tho trigger
price, then the percentage rate oquals (the spot price per barrol minus the
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trigger price per barrel] times 1.5 per cent per do'lar per barrel. The percemago
rate may never oxccjd 7.5 por cent.

(b) Tho spot price is the price per barrel calculated in Article 3.3 of and Exhibit 4
to the ANS Royalty Litigation Settlement Agreement ("ANS Agreement"), dated
December 31, 1991, between the State and BPXA, for the crude oil referreo to
as "ANS (USWC)' in the ANS Agreement. The trigger price is $17.35 per barrel
through April 30. 1997. On May 1,1997, and each May 1 thereafter, the trigger
price shall be adjusted by an inflation factor equal to fifty percent of the “inflation
rate' defined as the Producer Price Index for Industrial Commodities ("PPI") for
December of tho previous year, as reported by April 30 of the current year,
dividod by the PPI for December of 1995, as reported by April 30, 1996. Tho
supplemental royalty value for oil, gas, natural gas liquids and associated
substances is defined In paragraphs 10 and 11 below. Exhibit B is a sample
calculation to demonstrate the method of calculating supplemental royalty for

oil.
Paragraph 9 is replaced in its entirety as follows:

9. REDUCTION OF ROYALTY. Except as provided in paragraph 7 above,
Lessee shall not be entitled to any reduction of royalty paid under paragraph 8
above or supplemental royalty paid under paragraph 7 above based on any
curront or future agreement, State statute, or State regulation

Paragraph 10 is replaced In its entiroty as follows:

10. ROYALTY IN VALUE. Unless the State elects to receive all or a portion of
its royalty or supplemental royalty in kind as provided in paragraph 12 below.
Lesseo shall pay to the State the value of all royalty and supplemental royalty
011 gas and associated substances as determined under paragraph 11 below.
Royalty and supplemental royalty paid in value shall bo free and clear of all
lease oxpcnsos (and any portion of such expenses which is incurred away from
the leased area), including, but not limited to, expenses for separation, cleaning
dehydration, gathering, saltwater disposal, and preparing the oil, gas or
associated substances for transportation off tho leased area. All royalty and
supplemental royalty that may become payable in money to the State shall be
paid on or before the last day of the calendar month following the month in
which the oil, gas or associated substances are produced. Royalty and
supplemental royalty payments shall be accompanied by copies of run tickots or
such other Information relating to valuation of royalty and supplemental royalty
as the State may require, which may include, but is not limited to. evidence of
sales, shipments, and amounts of gross oil. gas and associated substances

produced
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Paragraph 11 is replaced in its entirety as follows:

11. VALUE. For purposes of computing supplemental royalty due under this
lease, the value of supplemental royalty oil, gas, natural gas liquids and
associated substances shall be the value used in computing royalty on said

substances.

(a) To compute the value of oil for royalty and supplemental royalty purposes,
this lease shall be deemed an "ANS Lease" under the terms of the ANS
Agreement, irrespective of any provislon(s) of such agreement which would
otherwise exclude this lease therefrom.

(b) To compute the value of gas and natural gas liquids for royalty and
supplemental royalty purposes, this lease shall be deemed a “Lease” under the
terms of the 1995 ANS Gas Royalty Litigation Settlement Agreement between
BPXA and the State dated as of April 1, 1995, irrespective of any provislon(s) of
such agreement which would otherwise exclude this lease therefrom.

(c) To compute the value of associated substances (which shall be deemed to
exclude oil, gas, and natural gas liquids) for royalty and supplemental royalty
purposes, tho value of such associated substances shall not be less than the
highest of:

(1) the field price actually received be Lessee for such associated
substances;

(2) Lessee's posted price in the field for such associated substances;

(3) the volume weighted average field price actually received by other
producers in the same field or area for associated substances of liko kind and
quality at the time such associated substances are removed from the leased or
unit area; or

(4) the volume weighted average posted prico In the field of othor
producers In tho same field or area for associated substances of liko kind and
quality at the time such associated substances are removed from the leased or

unit aroa.

if associated substances are sold away from the leasod or unit aroa. tho term
‘field p ce* above shall bo tho actual price for such associated substances
roceivod from tho purchaser thereof loss tho actual cost of transportation away

from the leased or unit area to the point of delivery.

Minimum Value Determinations. The State may establish minimum valuos for
purposes of computing royalties on associated substances obtained from this
lease, with consideration being given to the price actually received by Lessee,
to tho price or pnees paid in the same field or area for production of liko quality,
to posted prices, to prices received by Lessee and/or othor producers from
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sales occurring away from the leased area, and to other relevant matters. Each
such determination will be made only after Lessee has been given notice and a
reasonable opportunity to be heard. Under this provision, it is expressly agreed
that the minimum value of royalty associated substances under this lease may
not necessarily equal the price of such associated substances.

The folio ving provision shall bo added to the end of paragraph 12:

(e) Supplemental royalty under paragraph 7 above may be taken in
kind under the same terms and conditions as royaltymay be taken in kindunder
this paragraph 12.

Paragraph 14 is replaced in its entirety as follows:

14. APPORTIONMENT OF ROYALTY FROM APPROVED UNIT. Tho
landowner’s royalty and supplemental royalty share of the unit production
allocated to each separately owned tract shall be regarded as royalty to be
distributed to and among, or the proceeds of It paid to, the landowners, free and
clear of all unit expense and free of any lien for it. Under this provision, the
State’s royalty and supplemental royalty share of any unit production allocated
to the leased area shall be regarded as royalty to bo distributed to, or the
proceeds of it paid to, tho State, free and clear of all unit expenses (and any
portion of such expenses which is incurred uway from the unit area), including,
but not limited to. expenses for separation, cleaning, dehydration, gathering,
saltwater disposal, and preparing oil, gas or associated substances for
transportation off the unit area, and free of any lien for it.

Paragraph 28 (c) is added as follows:

(c) Notwithstanding any other provisions of this lease, the Northstar Unit
Agreement, State statute, or State regulation, this lease shall terminate
automatically without notice, an opportunity to be heard, or judicial proceeding,
If the Losseo fails to comply with tho projoct schedule sot forth in Exhibit C
("project schedule"), attached and Incorporated by reference. Automatic
termination shall occur whether or not there is a well on the leased area
capable of producing oil or gas in paying quantities, the lease is committed to a
unit agreement, or the Lessee is drilling or conducting reworking operations, on
the date performance under the schedule is due. Furthermore, upon
termination BPXA shall promptly file of record appropriate lease
relinquishments. The automatic termination shall occur at 11:59 p.m.. Alaska
Tune, on the day performance of an obligation under the project schedule is
due. The State may waive performance of an obligation required under the
project schedule by prior written consent. The performance of any obligation
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required under the project schedule Is subject to the provisions of paragraph
32.

Paragraph 32 is replaced in its entirety as follows:

32. FORCE MAJEURE. If the State determines that Lessee has been
prevented, after diligent efforts made in good faith, from complying with any
express or implied promise, term, condition or covenant of this lease, from
conducting drilling operations, or from producing or marketing oil or gas from
the leased area, by reason of war, riots, acts of God, unusually severe weather,
or any other cause beyond Lessee’s reasonable ability to foresee or control
(including delays caused by judicial decision or lack thereof or inability to obtain
local, State, or federal permits or environmental impact statements), whether
similar to those enumerated or not, Lessee's obligation to comply with such
provision shall be suspended, but not voided, and Lessee shall not be liable for
damages for failure to comply therewith. If Lessee’s obligations to conduct
drilling or reworking operations are suspended under this paragraph and the
continuation of such operations without suspension would have had the effoct
of preventing the expiration or termination of this lease, this lease shall not
terminate during the period which the obligation to perform such operations is
suspended. Nothing in this paragraph shall be construed to suspend the
obligation to pay rentals, or to suspend “he obligation to pay royalties,
supplemental royalties or othor production payments from operations on tho
lease area which are not suspended or from operations which are not affected
by any such suspension, to the State.

Paragraph 41 is replaced in Its entirety as follows:

41. EMPLOYMENT OF ALASKAN RESIDENTS. Lessee shall comply with all
valid federal, State and local laws in hiring Alaska residents and contractors
and shall not discriminate against Alaska residents or contractors. Within the
constraints of law, Lessee shall employ Alaska residents and contractors to the
extent tnoy are available and qualified. Subject to the foregoing:

Lessee voluntarily agreos to adopt a program to hire residents of Alaska.
Lessee shall advertise for availablo positions locally and use Alaska job
service organizations to notify the Alaskan public. For work in connection
with this lease, Lessee shall use best efforts to contract with Alaska firms and
fabricate modules in Alaska, whenever feasible. Lessee shall encourage its
contractors to employ and train, when necessary, residents of Alaska. In
determining feasibility, Lossoo shall consider commercial, health, safety,
and environmental conditions and requirements to ensure maintenance of
Lessee’s operational standards. Lessee shall submit annually to the
Director, Division of Oil and Gas, for transmission to tho Department of
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Labor, a report that details the specific measures Lessee and its contractors
and subcontractors have taken or are planning to take to recruit qualified
Alaska residents for available jobs, describos on-the-job training
opportunities, nnd describes Lessee’s efforts to hire Alaska firms tor work in
connection to this lease. Lessee shall furnish tho Department of Labor a
quarterly report regarding the employment of Alaska residents on tho leased
area in compliance with regulations by tho Commissioner of Labor. The
report must also include statistical data concerning the number of resident
personnel hired within the past year for this lease.

1983 Lease,

Paragraph 4(f) and paragraph 34(7) are deleted and replaced in their entirety

with the following paragraph 4(f):

2)

() FORCE MAJEURE. If the state determines that lessee has been prevented,
after diligent efforts made in good faith, from complying with any express or
Implied promise, term, condition or covenant of this lease, from conducting
drilling operations, or from producing or marketing oil or gas from the leased
area, by reason of war, riots, acts of God, unusuaily severe weather, or any
other cause beyond lessee’s reasonable ability to foresee or control (including
delays caused by judicial decision or lack thereof or inability to obtain local,
state, cr federal permits or environmental impact statements), whether similar to
those enumerated or not, lessee’s obligation to comply with such provision shall
be suspended, but not voided, and lessee shall not bo liable for damages for
failure to comply thorowith. If lossee's obligations to conduct drilling or
reworking operations aro susoended under this paragraph and the continuation
of such operations without suspension would have had the effect of preventing
the expiration or termination of this lease, this leaso shall not terminate during
the period which the obligation to perform such operations is suspended.
Nothing in this paragraph shall bo construed to suspend the obligation to pay
rentals, or to suspend the obi gation to pay royalties, supplemental royalties or
other production payments from operations on the leaso area which are not
suspended or from operations v/hich are not affected by any such suspension,
to the state.

Paragraph 5(b) is replaced in its entirety as follows:

(b) Annual rental paid in advance is a credit on the royalty or supplemental
royalty due under this lease for that year.
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Paragraph 7 is replaced In Its entirety as follows:

7. APPORTIONMENT OF ROYALTY FROM APPROVED UNIT. The state’s
royalty and supplemental royalty share of the unit production allocated to each
separately owned tract must be regarded as royalty to bo distributed to or
among, or the oroceeds of it paid to, the state, free and clear of all unit expenses
and free of any lien for them. Under this provision, the stato's royalty and
supplemental royalty share of any unit production allocated to the leased area
will be regarded as royalty to be distributed to, or the proceeds jf it paid to, the
state, free and clear of all unit expenses (and any portion of thjse expenses
incurred away from the unit area, including, but not limited to, expenses for
separating, cleaning, dehydration, gathering, saltwater disposal, and preparing
oil, gas, or associated substances for transportation off tho ur it area, and free of

any lien for them.
A new paragraph 20(c) is added as follows:

(c) Notwithstanding any other provisions of this lease, the Northstar Unit
Agreement, state statute, or state regulation, this lease shall terminate
automatically without notice, an opportunity to be heard, or judicial proceeding,
if tho lessee fails to comply with tho project schodule set forth in Exhibit C
(“project schedule"), attached and incorporated by reference. Automatic
termination shall occur whether or not there is a well on the leased area
capable of producing oil or gas in paying quantities, the lease is committed to a
unit agreement, or the lessee is drilling or conducting reworking operations, on
tho date performance under the schedule Is duo. Furthermore, upon
termination BPXA shali promptly file of record appropriate lease
relinquishments. The automatic termination shall occur at 11:59 P.M., Alaska
Time, on the day performance of an obligation under tho project schedule is
due. The state may waive performance of an obligation required under the
project schedule by prior written consent. The performance of any obligation
required under the project schedule is subject to the provisions of paragraph

4(0.
Paragraph 31 is replaced in its entirety as follows:

31. EMPLOYMENT OF ALASKAN RESIDENTS. Lessee shall comply with all
valid federal, state and local laws in hiring Alaska residents and contractors and
shall not discriminate against Afaska residents or contractors. Within the
constraints of law, lessee shall employ Alaska rosidents and contractors to the
extent they are available and qualified. Subject to the foregoing:

Lessee voluntarily agrees to adopt a program to hire residents of Alaska.
Lossce shall advertiso for available positions locally and use Alaska job
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service organizations to notify the Alaskan public. For work in connection
with this lease, lessee shall use best efforts to contract with Alaska firms and
fabricate modules in Alaska, whenever feasible. Lessee shall encourage Its
contractors to employ and train, when necessary, residents of Alaska. In
determining feasibility, lessee shall consider commercial, health, safety, and
environmental conditions and requirements to ensure maintenance of
lessee’s operational standards. Lessee shall submit annually to the
Director, Division of Oil and Gas, for transmission to the Department of
Labor, a report that details the specific measures lessee and its contractors
and subcontractors have taken or are planning to take to recruit qualified
Alaska residents for available jobs, describes on-the-job training
opportunities, and describes lessee's efforts to hire Alaska firms for work in
connection to this lease. Lessee shall furnish the Department of Labor a
quartorly report regarding the employment of Alaska residents on the leased
area In compliance with regulations by the Commissioner of Labor. The
report must also include statistical data concerning the number of resident
personnel hired within the past year for this lease.

Paragraph 35 is replaced in its entirety as follows:

35. ROYALTY ON PRODUCTION. Except for oil, gas, and associated
substances used on tho leased area for development and production or
unavoidably lost, the lessee shall pay to the state as a royalty 20 percent In
amount or value of the oil, gas. and associated substances saved, removed, or
sold from the leased area and of the gas used on the leased aroa for extraction
of natural gasoline or other products from the leased area.

Paragraph 36 Is replaced in its entirety as follows:

36. VALUE. For purposes of computing supplemental royalty due under this
lease, tho value of supplemental royalty oil, gas, natural gas liquids, and
associated substances shall be the value used In computing royalty on said
substances.

(a) To compute the value of oil for royalty and supplemental royalty purposes,
this lease shall bo deemed an ‘ANS Lease- under tho terms of the ANS
Agreement, irrespective of any prov:sion(s) of such agreement which would
otherwise exclude this lease therefrc n.

(b) To compute value of gas and natural gas liquids for royalty and
supplemental royalty purposes, this lease shall be deemed a “Lease" under tho
terms of the 1995 ANS Gas Royalty Litigation Settlement Agrocmont between
BPXA and tho State dated as of April 1,1995, irrespective of any provislon(s) of
such agreement which would othorwise exclude this lease therefrom.
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(c) To compute the value of associated substances (which shall be deemed to
exclude oil, gas, and natural gas liquids) for royalty and supplemental royalty
purposes, the value of such associated substances shall not be less than the

highest of;
(1) the field price actually received be lessee for such associated

substances;

(2) Lessee's posted price in the field for such associated substances;

(3) the volume weighted average field price actually received by other
producers in the same field or area for associated substat.ces of like kind and
quality at the time such associated substances are removed from the leased or
unit area; or

(4) the volume weighted average posted price in the field of other
producers in the same field or area for associated substances of like kind and
quality at the timo such associated substances are removed from the leased or

unit area.

If associated substances are sold away from the leased or unit area, the term
"field price” above shall be the actual price for such associated substances
received from the purchaser thereof less the actual cost of transportation away
from the leased or unit area to the point of delivery.

Minimum Value Determinations. The state may establish minimum values for
purposes of computing royalties on associated substances obtained from this
lease, with consideration being given to the price actually received by lessee, to
the price or prices paid in the same field or area for production of like quality, to
posted prices, to prices received by lessee and/or other producers from sa'es
occurring away from the leased area, and to other relevant matters. Each such
determination will be made only after lessee has boen given notice and a
reasonable opportunity to be heard. Under this provision, it is expressly agreed
that the minimum value of royalty associated substances under this lease may
not necessarily equal the price of such associated substances.

Paragraph 37 is replaced in Its entirety as follows:

37. ROYALTY IN VALUE. Unless the state elects to receive all or a portion of its
royalty or sroplemental royalty in kind as provided in paragraph 38, lessoo
shall pay to the state the value of all royalty and supplemental royalty oil, gas
and associated substances as determined under paragraph 36. Royalty and
supplemental royalty paid in value shall be free and clear of all lease expenses
(and any portion of s.'ch expenses which is incurred away from the leased
area), including, but not limited to, expenses for separation, cleaning
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dehydration, gathering, saltwater disP_osaI, and preparing the oil, gas or
associated substances for transportation off the leased area. All royalty and
supplemental royalty that may become payable in money to the state shall bo
paid on or before the last day of the calendar month following the month In
which the oil, gas or associated substances are produced. R_oyaItY and
supplemental royalty payments shall be accompanied by copies of run tickets or
such other information relating to valuation of royalty and supplemental royalty
as the state may require, which may include, but is not limited to, evidence of
sales, shipments, and amounts of gross oil, gas and associated substances
produced.

The following provision shall be added to the ond of paragraph 38:

(f) Supplemental royalty undor this lease may be taken in kind under
the same terms and conditions as royalty may be taken in kind under this
paragraph 38.

Paragraph 39 is replaced in Its entirety as follows:

39. REDUCTION OF ROYALTY. Exceptas provided in paragraph 40 below,
lessee shall not be entitled to any reduction of royalty paid under paragraph 35
above or supplemental royalty paid under paragraph 40 below based on any
current or future agreement, state statute, or state regulation.

Paragraph 40 is replaced in its entirety as follows:

40, SUPPLEMENTAL ROYALTY, ga) In addition to the royalty paid and
computed under paragraph 35, 36, 37 above, lessee shall Fay to the stato a
supplemental royalty %_“supplem ental royalty"). Lessee shall pay the
supplemental royaltg, if owed, upon the same production volumo for which
royalty is paid (“production volume"). Tho supplemental royalty payment for a
given month equals the supplemental royalty value times the supplemental
royalty percentage rate (“percentage rate") times tho production volume for that
month. The percentage rate shall be calculated monthly by roforonce to: (1) an
ANS West Coast spot price (“spot price”); and (2) a supplemental royalty trigger
Prlce %“trlgger price”). If the spot price is equal to or less than the trigger price,
hen the percentage rate equals zero. If the spot price is gbreater than the trigger
price, then the percentage rate equals [the spot price per barrel minus the
trigger price per barreg times 1.5 por cent per dollar per barrel. The percentage
rate may novor exceed 7.5 per cent.

(b) The sgot price is the price per barrel calculated in Article 3.3 of and Exhibit 4
to the ANS Royalty Litigation Settlement Agreement (*ANS Agreement"), dated
December 31, 1991, between the State and BPXA, for the crude oil referred to



as "ANS (USWC)" in tho ANS Agreement. Tho trigger prico is $17.35 per barrel
through Alprll 30,1997, On May 1,1997, and each May lthereafter the trl[qger
price shall be ad]usted by an Inflation factor equal to fi a/percent of tho "inflation
rate" defined os tha Producer Price Index for Industrial Commodities (“PPI") for
Decemberof the Prevmus year, as rogorted by April 30 of the current gear
divided by the PPI for December of 1995, as reported by April 30,1996. The
squIementaI royalty value for oil, gas, natural gas liquids and associated

substances is defined in paragraphs 36 and 37 above. Exhibit B Is a samplo
calculation to demonstrate the method of calculating supplemental royalty for

0il.

Those amendments do not affect: (1) any future agreements which may be reached for
the handling of outside substances as that term is used in the Northstar Unit
Agreement effective January 24, 1990 or (2) the current valuation methodology for
royalty for any other Alaska Net Profit Share leases botweon tho State and BPXA or
any affiliates or any futuro agreements which may ho reached regarding a future
valuation methodology for Alaska Net Profit Share leases. These amendments take
effect when and if an Act(s) substantially similar to the act. attached as Exhibit D and
incorporated by roforonce, fakes offoct. This amendment is dated for reference
purposes as of March 22, 1996.

LESSEE: - * LESSOR:
DP EXPLORATION (ALASKA), INC. STATE OF ALASKA
[ ma/
E. M. Liimtredi’ Vice President "John T. ShfvelyfCommissioner

Department of Natural Resources



STATE OF ALASKA

) ss.
Third Judicial District )
on  WTtiAxlu . 1996, before mo appeared John T. Shively, Commissioner,

State of Alaska, Department of Natural Resources, and who executed this leaso and

acknow| voluntarily signing it on behalf of the Stato of Alaska, as lessor.
edged y signing 0, m%m

Notary Public In and for the State of Alaska
My Commission Expires:

STATE OF ALASKA 3
SS.

Third Judicial District )

on . . 1996, before me appeared E. M. Lutrell. Vice President of BP
Exploration (Alaska), Inc., and who executed this lease and acknowledged voluntarily
signing it orybohalf of the cploration (Alaska), Inc., as lessee.

Notary Public in and for tho S{a}o of Alaska
My Commission Expires: [11*179 -\

12



. Exhibit B _
Calculation of the Supplemental Royalty Payment for QOil

1)~ Tho calculation of tho ANS West Coast spot prico is dorivod from Platt's
“‘Oilgram Price Rcporf Spot Crude Price Assessments:

Platt's Reported DaIIY
Assessment ($/barrel)
Date ANSWC  ANSWC ANSWC ANSWC

Low High  Dally Average Daily Average
(After
Rounding)!
01/02/96 $17.97 $18.06 $18,015 $18.02
01/03/96 $17.94 $18.03 $17,985 $17.98
01/04/96 $17.96 $18.03 $17,995 $18.00
01/05/96 $18.60 $18.64 $18,620 $18.62
01/09/96 $18.23  $18.29 $18,260 $18.26
01/10796 $17.99 518.05 $10,020 $18.02
01/11/96 %17.10 $17.17 $18,135 $17.14
01/12/96 16.64 516.71 S18.675 $16.68
01/15/96 $16.75 516.83 516.690 $16.79
01/16/96 $16.60 516.66 $16,730 $16.63
01/17/96 $16.91 $16.97 $16,940 $16.94
01/18/96 $17.46 $17.54 S17.500 $17.50
01/19/96 $17.28 $17.37 $17,325 $17.32
01/22196 $17.02 S17.08 $17,050 $17.05
01/23196 $17.10 $17.16 $17,150 $17.13
01/24/96 $17.35 $17.41 $17,380 $17.38
01/25/96 $16.76 $16.81 $17,785 $16.78
01/26/96 $16.43 %16.53 $17,480 $16.48
01/29/196 $16.16 16.24 %16,200 $16.20
01/30/96 $16.30 $16.30 16,340 $16.34
01/31/96 $16.46 $16.56 $16,510 $16.51
Monthly Average calculated from ANSWC Dally
Avorago (After Rounding) m 517.2211 Bor I
arre
ANS West Coast spot price for tho January 1996
month of production « S17.23 Ber |
arre

2) The Inflation factor shall be calculated as fc"ows: Assume that by Agril 30,
1996, tho U.S. Department of Labor reports a PPI tor December 1995 as 126.2.
Assume that by April 30. 1998. tho PPI for Decombor 1997 Is 134.2. The inflation
factor for 1958 Is calculated according to the following formula:

1 an toutce and calculated numbers Shall be rounded as required in the ANS

Agreement.



Inflation Factor foy May L, 1990 through April 30, 1999
raton ractor 0[r aIIy a borg?%ﬁe Fér\”ousyeau PPI December 1995) « 1Jx 0.5

=[(134.2 126.2) « 1)x 0.5- 0.0317 a 3.17 percont

3)  Tho trigger price for May 1.1998 through April 30, 1999 Is calculated by
adjusting $17.35 per barrel by tho inflation factor as follows:

Trigger price for tho current year = $17.35 per barrel x (1 einflation factor)
s S17.35 per barrel x (H 3.17 percent)
$$17.35 x 1.0317
¢ $17.90 por barrel

4)  Assuming the current month ANSWC spot price is $21.40, tho supplemental
royalty porcontago rato Is calculated as:

Supplemental royalty percentage rato * (ANSWC spot pneo -trigger price for the current year)
x (1.5 percent por dollar por barrel)

* (821.40 por barrel « $17 90 par barrel) x 1.5 percont per dollar per barrel

¥ (21.40 -17.90) x 0.015

¢ 0.05250 tr5.25 percent
5)  The calculation of tho supplemental royaItY payment for tho curront month is tho
product oftho production volume limes tho royalty valuo and tho supplemental royalty
oercontago rato. Assume that 1.550.000 barrels of oil were produced In the Northstar

unit in the curront month and that the royalty valuo i$ $17.71. The supplemental
royalty is:

Supplemental royalty payment - production volume x royalty valuo x supplemental royalty
percentage rate

r 1,550.000 barrels x $17.71 per barrel x 5.25 percent
* §1,441,151.25



EXHIBIT C
PROJECT SCHEDULE

Tho Northstar Development Project (‘the Project") Is doscribed In tho document titlod
mNorthstar Development Project, Conceptual Engineering Report" dated February
1096. BPXA shall comply with tho following schodule for the Project end shall provide
satisfactory evidenco of complinnco within fiftoon days of tho dato porformanco is duo
under tho schedule:

BPXA shall recolvo Project sanction within twelve (12) months after passage by tho
legislature of an Act approving tho First Amendments to tho Northstar Unit Loases for
the Project. "Project sanction" means approval in writing by the highest appropriate
authority in BPXA or its parent ontity necessary for tho total amount of expenditures
required for tho Project. Satisfactory evidence of recoipt of sanction shall be tendered
to tho State in the form of tho sanctioning entity's documents approving tho
expenditure of funds for tho Project. If Project sanction is withdrawn for any reason
whatsoever. BPXA shall notify tho Stale within three working days by letter from an
authonzed officor and BPXA shall bo dcomod to havo failed to comply with this
schedule.



BOX NO. »
m THU LEGISLATURE OP THE STATE or ALASKA
NINETEENTH LEGISLATURE. SECOND SESSION

ay na __ kiixjci couMrm?* *Y julqukxt cr tmji cov&mMO*

A BILL

FOR AN ALT KNTITXXD
"An Ad author!ri&t, fpp<r*h”j and mUfjrlflf Tha iaadm «fit of Noxthxtw Uajt
oil and {M Whjca between tha 5bta of Ajukr and IT? Exploration fAUika)

ImtL4 w4 frwrNUo| for u cfZcdlra data."

DI IT ENACTED BT THE LEGISLATURE OF TOO STATE OF ALASKA:

" SotUon L The UgiaUtaro iicdt thil

(@) tho prodnaica or oil ad pi from ttiie bad ii I gutter of ftttew

letcroit ud dica It Ii in Irnporunt toorca of rovocua ta (ha rau mk* job

cyporuuutle* for tho peepla of(ha its*;
(1) op ftxpioodc* (AlaxLO Zna hold* raw ad ad pa laaaa* ta (h* Nonhttar

UidC vhai locJuda n* profit than pcorWont;
(3) 'with (be current and projected price of oil, BF Exploration CAUtka) Inc,

main(aim (hat tha net profit than provbioM of the Northstar Unit Icaaaa pravtnt rha Utnaly
dar«Joxmvut( o (ha unit:

(4) wdadnf lacx %m autia AJ JIJOS tom nM pnoviio tSa cowtdIm looct of (he

HOB mUMf toatamr rxrf *unnw |
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DRATT DRAFT - DEPARTMENT CP LAW DRATT

D«f»*mncai o/ N*uuW kxvmnt ranidajt wprcu authority to amend tho r= pmfa
iki*+ frevm ow of the Nonhiur Urrlt k uct held by BP £*ptamioa (anrica) Ind.;

(5) u*ku tho rv« profit ah**o prorirlotn of (hi NorthUar Unit
amended. praicdicad oit agipo Crom 64 writ U unlikely to beftn untir tho year 2002;

(6) (be Dopan/nooi of Loyaus ewtotxly foment* chit production will ool
bafin from the, unit uiuU (ho ytar 1002i

(7) tf(ho AMprditihara prorixJoiu of|A* Northrtw Uo k\arsaoere amended,
foll produrrlan oFolt end it frontho aril may begin u wxty u (ht yov 1999;

(1) flmoodi&f the not pyofil ihart providon* oflA* HorUuAF Vimii IcocCj to
prodsc tara lUppdrmoniri royalty will maxitnlxo the aconomio b«u«&i of oU tad g
prodaction to ihe pocrplo of tho «Uto by COCOUTrta* limdy production fiam(A* wnk;

(9) tho devriopmm of (ho uofc and (ho auocirfcd cocibucdo* of unit fuuLlria*
within th« m u will prurUlo additional revenue to tho urio and If artuoAJob epportunWot;

(10) BP Exploration (AJulo) Inc. hex comnined to u*o it* be* cfforu to hire
AUaka roridonu and corwtartud to fabricate roodolaj for (bo uU Lb ALslli;

(11) to Umdy development of Ihc unit may mult th bcmied *Lt» revenue

Ahrturo Uauo ulu;
(12) (ho iirrvriy davriopcvctk of lie unit may raauU In technological

xwaiihroojLi oad othor cauocvfaf* (Am *uy moke other davoloproenc oppocumidci In

Ulrica ecoaonueelly foarible; and
(15) (ho danlonrocat of ih» uoh wfll include iho fim truly e/Tihoro Arctic

riaad comtrucdon and Arctic xubtaa pipeline txoil
» Soc- 2. (|) Tho £Uxa of Adulro and HP txplondoo (aiufca) InOU an ponlco to tho
ollowin* Jaaara hi (he Northatar Unit
(1) ADL 31273L effective February 1.1910;
(2) ADL 312799, effective February 1,1910:
(3) ADL 312104. a/Tecth* February 1,1H<*
(4) ADL 312109, cfftctivo Faulty 1,19S0; and
(5) ADL 335001, offocdvo Aaltm 1, 1913,
(b) Tho commlxaioMr of (ho D¥jrwtma>t of kcurti Kumirog may amend the
Jwrtfuro* Unit Immi <Umt{W to (*) ofOuj aocdon lo (he extent ret out In Ov Tint



DKAVT WATT - MCPWIMVLt or X*AM DRAJT

i AlttendIKni Lo ha Hocrtutv U»U U u i Bocvaa Qu Sum of Al$ak* and BP

(/Juki) lac.*, datod Uircii - 1996.
(c) Notrrtiheundifl* "oy provUkn of Uw, il» Tint AJMMtawtf to tho Norduur
4 Unit Lc«m« Betwaan Ch Stilfl of AJi&t and BP B*pJo«ifon (A Jut*) Xoc.* ditcd March .

! 1Wtf, ft approvad and ratified.
« 3, Thit Aot taka a/leel fauntdiifialy under AS 01.10.070(c),
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State of A laska

OFFICE OF The OOVEnnOP
JIN K At

March 25, 1996

The Honorable Drue Fcarcc
President of the Senate
Alaska State Legislature
State Capitol

Juneau, AK 99801-1182

Dear President Pcarcc:

Under the authority of art. IIl. sec. 18, of the Alaska Constitution, | am transmitting a bill
providing for legislative authorization, approval, and ratification of the "First Amendment
to the Northstar Unit Leases Between the State of Alaska and BP Exploration (Alaska)
Inc.”

This project is the beginning ofa new era in the development of Alaska's oil resources. It
requires a new commitment to Alaska hire, expands opportunities for Alaskan companies,
introduces efficient and safe technological innovations and brings new revenues to
Alaskans.

The Northstar Unit leases currently require BP Exploration (Alaska) Inc. to make net
profit share payments to the state which average about 88% of "net profits." BP
Exploration (Alaska) Inc. maintains that it can not develop the Northstar Unit unless the
net profit share requirements are eliminated from the leases. The Department o f Natural
Resources believes that 2002 is the earliest the state might achieve development of
Northstar. The longer it takes to develop the leases, the less the state receives because of
the development account provisions of the net profit share leases. The incentives
provided in this amendment would bring the Northstar Unit into full production by 1999.

The amendment has three mam components. First, it eliminates the net profit share
payments. In place of the net profit provision a supplemental royalty is required, payable
on a sliding scale based on the pnce of oil. partially adjusted for inflation. This
supplemental royalty, which can be as much as 77j%, is in addition to the 20% base
rovaltv required under the leases. Development of these leases will generate an estimated
S430 million or more to the state treasury from royalties and taxes, including an estimated
S37 million in supplemental royalties.



Second, the amendment commits BP Exploration (Alaska) Inc. to an ambitious project
schedule that requires construction start-up by 1997. If BP Exploration (Alaska) Inc. fails
to perform its obligations under the project schedule the leases terminate automatically,
thereby allowing die state to lease the tracts to another company.

And third, the amendment replaces die current Alaska hire provisions in the leases with
more forceful provisions diat require BP Exploration (Alaska) Inc. to hire Alaskans,
within the constraints of the law. and to contract with local construction and fabrication
companies to build the project facilities. It is anticipated diat enactment of this bill will
generate 500 constructionjobs and 50 permanentjobs in the state. It will result in Alaska
companies fabricating production modules, including one or more of the first sealift
modules ever constructed in Alaska.

| am requesting legislative approval of die Northstar amendment for two reasons. First,
the terms o f this amendment involve issues of statewide interest and impact that deserve a
morough and open public review and discussion.

Second, die bill would remove any legal cloud which may exist over the Administration’s
authorities in this matter by providing the commissioner o f the Department of Natural
Resources with sufficient express authority to amend die leases in the way wo have
amended diem here. This will ensure that the project can proceed expeditiously and
maximize the benefits to the state and the people of Alaska.

| urge your prompt and favorable action on the bill.

Sincerely,

Governor



FORM NO. OMSM-KrtA (NET fROFIT SHARE)
(favkad Novambar 6,1079)

STATE OF ALASKA
.o DEPARTMENT OF NATURAL RESOURCES

DIVISION OF MINERALS AND ENERGY MANAGEMENT

Competitive Oil »fxj Gti Letie ADL No. A

THII LEASE k madt by and btwMn tba $W«a of AltoVi, acting by and throttfh Ib* CommjRionar of Natural Raaoureoa or hit
authorHad agant, baraoftor rtfatrad » M “the Sunt." and

Amerada Hess Corporation

h*f**fttr rafarrad to aa “LttaM." wbothtr One or mo*.

In eon*IdaritJcn of Ib» etth Ptymmt bam ofort mod* by Lmm is tht Saw. *b*b ptymanl Indudaa tbt flrn ytw't rtnitl tod «ny
raqulrad otih bonut, trvd t>* promitta, tormt, condition* end cownant* containtd baralft, Including ttx StlpUtrtfon(l) numb*rad

1, 2, 3, 6, 7, 8, 9, 12, 13, 14, 17 and 5 <"

attach** bartto end by tbk rtfMnot Incorporated haraln, tha Sara and Uaaaa a*ra* at followt:
1. <JRANT (a) Subjocl to tha pcomiar*. tarma. condition* and eowntntt eontotoad htrato.tbti Otatabarefay granttand I**t*t to

Uataa, whhout wamntv. th« txolutlvt r1#U to drin for. attract. ri« w , akan. pro**** and diipoto of oil, pm and aatocUtad tUmtnoti In or
undar tb* following daicrlbad tract af land:

Tract C30—46 (BF-46) Is a portion of Blocks ~70 end 517 as shown on the "Leasing and
Nomination Hap" for the Federal/State Beaufort Sea Oil and Gas Lease Sale, dated
1/30/79, more particularly described as follows:

Those lands located Easterly of the West boundary of T13N, and T14N, R13E U.H. Ak.

being the North-South line Intersecting the North and South boundary of Block 470,
within the offshore three-mile arc lines listed as state area of Block 470 "Supplemental
Official 0.C.S. Block Diagram™approved 10/4/79, containing 690.35 Hectares,and those
lands In Block 514 Easterly ofthe West boundary of T13N, R13E, U.H. Ak. (being Identlca
with line 1 -2 of Block 51*0 and lying Northerly of the South boundary of Sections 7
and 8 T13N, RUE U.H. Ak. (being Identical with line 2-3 of Block 514) and that portion
of Section 16 TUN. RUE U.H. Ak. within the NiS* (being Easterly of line 3-4,0f Block
514), being a portion of the listed state area of Block 514 on the "Supplemental
Official 0.C.S. Block Diagram™approved 12/9/79 containing 1087.37 Hectares.

(General Location: T14N.RI3E; TUN.RI3E; U.H., Ak.)

{& approg Imttol X CI s ora é ftor ﬁm to « ?roa"?1 g nonawd rt ?m&y?%
ot ety @%ﬁm {jbprgé Jm 11013, & roda ottt aoarao i LD |gand outo

meloy aaa

(b) For the purpoaaa of tbl* k*M, tht fcatad art* contttoi tht Ugoi mbdMdon* at thown an tb« irtachad pl«t markad

CabUt A
(c) |If tba kttod K*a I» daaolbod tfcow by protraetad kgai tubdlirkiont i,td tba Stata htraafwr oauon tha Itand art* 10 ba

wrvayad undar tbt puttie itnd rectangular »yR*m, tbt boundarkt of tba lataad araa art tboaa ttublitbad by tu«b aur*Y, l«n‘»m approved,
tub#** howawr. to tbt provlalona af appilaaWa ragutcrtona rtoatdng to tuch turvty*. N far any rataon tba hemd arati Indudaa mora aaaa«a
than tb* maaimun, pamlttod undar appSctbk law (Including tha »uk of approximation* autboritad In A3 36j06.146 and dtflnad In
AS MO S4tt(I3)I, thit kaae la not void and tba acnayt Included In tbt Itand tret the* bt raduaad to tha parmlttod maximum, if tht Suta
determine* tort tbit kaae txoaod* tbt parmlttod acrtagt and notifke Leatat to writing of tbt amount of aertopa tbit men bt eliminated, Lautt
tbail Sava alxty (60) dayl ifiar eurh notice to wnrandtr ont or mora kpd tubdlvidoni Indodod In tbt kattd irti oomprktop at laatt tbt
a o&]; f tempi tbar mutt bt allmtnatad. Any turn tubdlvkionb) tunandtrad mun bt locatad on tba pertmattt of tbt kaaad araa u
R \fdaac/lbad. If tucb a aurrandar It not flkd vrftbin tixty (00) dayt, tbt Stato may tormibtto tbit laata at to tht acraapt tbtt mutt bt
allminttod by maiTtop noUc# of tucb ttrminttion to Laatat datcribInf tht tutxSvfjionlil altodntad.

U) |If tbt Stxta'i ownardilo Intamt In tbt oil, pt and aaaocltrad Mdtancat to tba ktaod araa W k* iban an tntlra and
wndlvkkd Inttrtn, tbt print undar tbit k«M k effectbe only at to tbt Stata'i totaran In tbtt oil, pat and auodMtd tubtranota, and iba
royaftkt and ramaii btnln provVkd »b*il ba paid to tht Stott In tbt proportion wblicb tfve Btttt'i Intamr boan M bt tnira undbidad fat.

N

0 -/ /. t/ rb 0-%



2. RESERVED RIOHTS la) Th# Suit, »or Itself and othan, 'iwrvai ill righta nci txpraasiy jnntad to Lass** by thu ‘'«##
Without limiting lha gerMrallty of tho foregoing sentence, such rturvad right* Include:
(t1 tha rlQht to explore for oil. ges and associated substance* by geological and/or jaophytleal rnriri;
13) tha right to axplor* for, develop and remove natural rtaourcas other than oil. g*i and aiaociitad luOatancai on O/ from

(3) to# right to HtAbflsh or gram eaaamanta and rightaof-way for any Igwful purpoaa, Including without limitation for
,hafu and tunnali natatory or appropriate for tha working of tha towad araa or other lands for natural rtaourcas other than oil. gat and
associated tubitaneet;
(4] tha right to dliooaa of land within tha toaaad araa for wed alto* and wall borea of walls drUWd from or through tha
Ifuad area to explore for or produce oil. ft* and taaoclatad aubetencM In and from fane* not within tha toeaad araa; and

(5) to* right otherwise to manage and dtopoea of the surface of th* toaiad area or Interests therein by grant, feaaa, permit

or olharwise to third partite.
( Rlohts reserved by th* State may b* oaercisad In any msnnir which does not unreasonably intar*f»r* with or endanger

Lasaaa's operations undar this Kaae.
3. TERM. This I#*** |s iseucd for an Initial primsry t*rm of tat (10) yaars from th# effective data hereof, which term may ba
extended as provided in Paragraph 4 below. This leaat may ba astendad beyond its primary tarm as provided in Paragraph 5 below.
4AEXTENSION OP ?RIMARY TERM, (a) By Suspension of Operations, If, prior to th* expiration of to# primary tarm, to*
State directs or approve* Inwriting suspension of atl oparitione on or production from th# lasted aroa, toe primary tarm shall b* extended
by adding to* period of auapenaion to tha primary term originally specified. Pgr purposes of thfi aubparagraoh. any sospention of operations or
production reauirad bv any stipulation made a pan of toil Is*** toall not be eoniidarad a tuapansion under any order by, or with toe written

conaant of, toe State.

(b) By Porca Majaure. If toe State determines thor, prior to tha aspiration of th# primary tarm, Late** h»s bean prevel
any of tha conditions speciftod in Faragrtph 33 from performing any act which would *xtand tha laaaa beyond tho primary ta.'m, tha primary
tarm shall be extended bv adding tha period of disability to tha primary term originally soaciftod.

or 5. EXTENSION BEYOND PRIMARY TERM, (a) fly Production. Thii laaaa shall b* extended automatically If andfor solong 1*
oil ttM gas it nroducad in paying quantities from to* la*aed area.

(b) By Commitment to Approved Unit. This toss* shall ba extended automatically If It it committtd to aunitagreement
approved by the Sut*. and shall ramaln In full force and affact it long aa it remains committed to such aunit agreement.

(cl By Drilling. (1) If drilling has commenced a* of to* data on which this laasa otherwise would axpira and ia oontinued with
reasonable dillgtno™*, this lee* shall continue In full torn* and affact until ninety 190) days after oasaatlon af such drilling and for so long
thereafter as oil or gas la produced In paying quantities from th* Icattd art*. 13) If Oil or gee In paying quantities ia produced from tha lined
era*, and if tuch production c**s*i at any time, tola laaaa shall rot terminate if drilling or reworking operations an commenced on th* toaaad
era* within (6) months sfttr cassation of production and thereafter are proaecuttd with r**s©n»6l* diligence; if tuch drilling or reworking
operations result in tot production of oil or gat, this laaae shall ramaln In full forae end affart u long at oil or gas it produced in paying
quantities from the Itajed araa.

Id) By Shut-in Product n. If then is a wall capable of producing oil or gat In paying quantities on tos toaaad araa, this Kate
shall not expire because Lawe* fails to produce the same unless tie Stats gives notloe to Leeua allowing t natonabla time, which shall not be
leu thin six 161 mpnths, after such notice to place tha vwi! on a producing status, and Lasaaa fails to do to If producing status it aitablishad
within tha time allowed, toil lease Is txtandad only for to long tharsafttr « oil or got is produced in paying quantum from toe leaaad ana.

(a) By Suspension of Operations or Production. This leaae thill not axpira because of any suspension of operations
production from th# tocaad area If to# suspension Is made undar any order by, or with tha wrlttsn consent of, to* State. Upon removal of such
tuapansion, Lessee shall have a reasonable tlrrv,, which shall not ba lau than six (61 month* after notice that tht suspension has been ramovad,
to r*turn# operations or production. For purposes of toll subparagraph. any suspanalon of operations or production required by any stipulation
made a part of toll Ims* shall not ba considered a suspension undar my order by. or with the written conunt of. toe State,

(f) By Fore* Mtjeura. If th# Sut* detarminas that Lows hat bam pravanud by sny of th* conditions specified In Paragraph
33 from performing in act which would txtand the laaaa bayond toe primary tarm, toll In n shall not expire during the urm of olsebillry plus
a raaaonabie time thereafter, which toad not ba leu than sixry (60) days, for Lataae to resume operations or production.

6. RENTALS, (a) Lsiaae shall pay annua) rental to th# Statt In accordance with to# following rental schedule:
(1) Fo< th* first ytar.il 00 par scrt or fraction thereof;
(31 For tha second yaar, I1.SO par acr* or fraction thereof;
13) For tha third year, 13.00 par acre or fraction thereof;
(4) For tha fourth vtar, *3JO par acre or fraction thereof;
(5) For th* fifth yaar and following year*. S3 00 per aera. provided that tha Srat# may increase toa annual rant*) rata a*
provtdad by law upon extension of this lesse beyond tha primary urm.

fb)  Annus! rental paid In *rfv*r>ca Is a £r*dit on tha royalty or nat profit share due under tots lew for that yaar.

fc)  Let*** shall Day tha annual rental to to* Stata (or any dtpcaitory design#t«d by tha Slit* with at loots sixty (601 days*
notlct to Less:*) in advance, on or btfort to* annual anniversary data of toll laaaa. The Star* la not required to glva notice ton rentals are due
by billingLast**, and no bill n**d ba tent by rhi State to Lcsae*. If tha Stall’s (or depository's) office tonot open for businasc on th# annual
anniversary data of this laaaa, tha time for payment la axtandad to Indude the next day on which said offlca Is open for butinasa. If toa annual
rental Is not paid timely, thii laaw automatically terminate# at to both peninat 11 M pm ., Aleak* Standard Tima, on to# data by stfnch tha
rental payment was to have boan paid.

7. SHaAE OF NET FROFIT. Leasee wdl pay to toa $tas*93.20000% of tha nat profit darlvad by Lana# from tola laaaa. For
Pwrpoaei of this Faragraph, calculation of to* nat profit shall be determined to accondeno* with 11 AAC 13.701 through 11 AAC 13.795 a*
thou regulations ax.st on to* affactive data ol tola laaaa, copla* of whiahart m w IN la>iafciil4tN ) by tola rafsrtrvoa meda a part of toi*
laaaa. Th* amount of tourert to ba corned on th* nat profit toar# devtlopmmt account pursuant to 11 AAC 83.213 will b* to* average of th*
prim# rrtaa of tha Citibank, NA New York; Chaaa Manhattan Bank, NA N#w York,and tha Bank of America. NT end SA San Francisco,
prevailing during tha month.
B. ROYALTY ON PRODUCTION, (a) Cxoapt for olt,gu and astoctacad tubatancas u**d on toa leaaad araa for d«valoom*nt and
production or unevo”abiy loti. Lasae* toall pay to toa State aa royalty the foUov.Ing:
(1) On oil, twenty 130) pereent to amount or value of the oil aevad. removed, or told from toa Ittaed am*.
(3) On ga*. twenty (201 percent in amount or value of toe gas saved, ramovad or told from the lasted araa or
leased ire* for the attraction of n*turel ptaoiln* or other products toarafram.
from t(E ||atad art* 13) On aaaoe.arad tubatancra, twenty (30) percent in amount or value of the a*eoc>it*d lubttsncai uw d, ramovad, or io<d



0 REDUCTION OF ROYALTY. After two (3) Yaar*' IfIKlit production from the flild In which the lived ere* It located hn
occurred, the Stew. In lu discretion, may reduce Lesaae™ obligations to pey royefty on ell of the leaaed area or on wy nici or portion thereof
seqragitod for royalty purpoaae upon (1) request by Lawee. (2) a deer toowing by Uatae dm the revenue from til oil, pa* and
tubiu< oe* produced from tha Held it Intufflelent to produoe a reasonable raw of rttum with rewect to Leeee* i total Investment In the field,
and 01 aclear toowing by Laaaae that a reduction In royalty will Increaaa total production from the field.

10 ROYALTY IN VALUI. Unless tha Stita elect* to rooelve all or a portion of It* royilty In kind m provided In Paragraph 13
balow Leme toell pay to the State the value of all royalty oil, »ae and a*tociat#d lubetanca* « determined undar Paragraph 11 below. Royalty
paid in value toell be fr#* end clear of ail leu* expense* (end any portion of »uch expense* which U Incurred away from the leased et*»l.
Including, but not limited to, exptnsa* for separation. cleaning, dehydretlon, gethaHng, aaltwater ditpoaal, md preparing th# oil, go* or
ueodatnd subeUnoei for trenjportadon off the ieeead area. All royalty th*t mey become payibl# in money to th* State toell be paid on or
before the Iut day of th* calendar month following th* month in which th* oll.ja* or associated lubitenoei are produced. Royalty payment*
toell be accompanied by ooplei of run tick*u or tuch other Information relating to valuation of royalty M the Stat* may require, which m»y
Include, but ia not limited to, evtdenoe of eelti, tolpmente, and amount* of groea oil, gai and aeeocietad aubeunoac producad,

11. VALUE, (e) For purposes of computing royalties due under thl* leu*, the value of royalty oil, gas or associated lutoitmew
ihall not b* I*** then th# highctt of:

(1) th# field price actually received by Leieee for auch oil, get. or associated subitaneas;

(21 Leuee'i ported price in tha (told for auch oil, gae or auocated substances;

0) tha volume weighted evtrto* field price actually received by other producer* In th# tame field or area for oil of lika
grad* and gravity, gee of like bind and quality or ataodated lubstmee* of like kind and quality at the time auch oil, gat or aaeociated subttancas
are removed from toe Waxed or unitere* or auch get la delivered to an extraction plant If auch a plant la located on th* letted or vnlt ana,-or

(41 to* velum* weighted average ported price in tha field of other producer* In toe urne field or arte for oil uf llk* grade
end gravity, gat of llka kind and quality or aeeocietad aubitenoet of like kind end quality tt the time auch oil, go* or associated aubitance* att
removed from tha Itasod or unit era* or auch get la delivered to an extraction plant if auch a plant It located on the iiated or unit are*.

(b) If oil, gee or associated aubetancei are told awey from th# laeied or unit ere*, the arm “Treld pr'-ce" In tubpengraph fa)
above thill ba th# ectuei prioe for auch oil, get or associated tubftenoii rtteived from the purrhaeer thereof leu the actual con of
transportation away from the leased or unit area to tha point of delivery.

(¢) Minimum Value Determination!. The State may eatabllto minimum value* for purpose* of computing royalti#! on oil, get
or staoeittedsubatanca* obtained from toil lauc, with conilderation being given to the price actually received bxlLaieee.tothe price or pric*
paid In thea«me field or area for production of llka Quality, to potted price*, to prfoe* received by Laetaaend/orotoar producers from sale*
occurring awey from th# leaeed araa, and to other relivant matter*. Each tuch determination will be made only after Lena* hat b##n given
notice and a reeeoneble opportunity to be heard. Under thii provlilon. It U expreuly agreed thit th# minimum value of royalty oil, g*s or
associated aubetancei under thla let** mey not nocaeaarily equal the price of tuch oil. g*¥a or etaocietad tubatancei.

12. ROYALTY IN KIND, (el At the Stete®option, which may be ixircited from tim* to time upon not lea* than six (6) montht'
rot g* to lessee, Ltasae toall deliver all or a portion of the State'«royalty oil. pa* or aaiociitad wbhttencei produced from the ieeead ere# in
kind. Delivery toell be on the i#«*«d m i or at a place mutually agreed to by the Sut* end L*u#e, and toell be to the State or to any individual,
frm or corporation designated by the Stat*.

(bl Royalty oil, g*t or eeaociited jutitanoe* delivtrad in kind toall be delivered in good and merchantable condition and be of
plpetina quality, and shell be fra# and dear of all It*#* axpentes (end any portion of auch expanse* which are Incurred away from th# I*«ed
area), including, but not limited to, expenses for reparation, cleaning, dohydratlon, gathering, ulfwtter diapoul, end preparing th* oil, gas or
'seociated lubatancee for tranmonetion off the leaeed area.

(cl After hiving given notice of its intention to take, or after having taken, in royilty oil, gee or associated tub*t*noei In kind,
the Su?*, at its option and upon six (6) months’notice to Ltarea, may aleet to ractlw a different portion or none of its royalty In kind. If,
under federal regulations, the Lessor's uking of royalty oil, g*« or associated substances In valut creates * auppllarpurehaaer relationship,
Laaaaa hereby wi,**i it* right to continue to reoah« royalty oil, gat or associated aub*lancet under auch a relationship, and lurtoar egraat that it
will require any purchatert of the royalty oil, get or ateocirttd aubitanoe* to llkewit* waive any surh rights.

fdl Leasee shall furnlto stotagi for royalty oil and natural gaa liquids produced from th* laemd or unit am to toe any ert*m
th«t Leasee provide* rtorao* for Leaeee't toere of oil and natural get liquid*. Lcuee toall not ba liable for the toa* or destruction of stored
royalty oil and natural gaa liquid# from csuacs beyond Laaaee's reason*bit control.

13. RECORDS. Let**# toall keap and have In its possession books and records showing the envelopment and production (Including
record* of development and production expenses) and diootition of all oil, get and associated tvbrjnoai produced from to# leased im . Lesaee
shall permit the State or its aoenu to examine auch books and records at *11 reasonable times. Such books and records of development end
production must employ methods and technique* that will anjur* th# moat accurate figurij reasonably available without requiring Lesaet to
provide «cerate tankage and/or meter* for each well. L» ee ah*H ua* standard and co.iti*t*nt accounting procedural which art common to toa
Induefry.

14. APPORTIONMENT OF ROYALTY FROM APPROVED UNIT. The landowner's roya'ty toart of the unit production allocated
to each Mp*rn*fy o«msd tree* toall be regarded aa royalty to be distributed to and among, or to# proeoad* of H paid to, to# landowners,
free md clear of all unit expense #nd fra# of t ty Ikn lot It. Undar this provision, to# State's royalty toare of any unit production allocated to
tha Icaaed art* toall be regarded as royalty to ba distributed to, or to# proceed* of It paid to, the Suit, tree and clear ot all unit txpanaa* land
any porpon of such expenie* which la Incurred awey from the unit art#), Including, but not limited to, expenses for rrporai.on, daening,
gohyftoaﬁion. getoaring, saltwater drtposai. and preparing oil, gas or associated tubmmnces for ir*n*portailon off to# unit #<*#, and free of any
an for It.

16. PAYMENTS. All payment* to tha Stat* undir this lease toafl ba made piyabls to the Sut* In tha manner directed bv th* Slat*
and toall be tendered to th* 3t*t# at

department or NATURAL resources
333 CAST FOURTH AVENUE
ANCHORAGE, ALASKA 99901
or to any depository designated by toe Sut* with *t kart sixty (60) days’notice to Less#*.

1S~ FLAN OF OPERATIONS, (a) No kaae operations otoar than surface reconnaluance may be undertaken by rsaae. its agant*
or isetgni, on th# Ueead araa, axoapt In conformity with a plan of operations appmvod by th* Stata. Iht»a# toall fll# wt™* th* State four |4)
copie* of Its application for approval of Its proposed plan of operations.

(b) The application shall aet forth a dataller! proposed plan of operations, Including, but not limited to. itatament* md mao#
or drwvngi sctttng forth each of to* following: (1) thl aequeno* and schedule of th* operations proposed to be conducted on the litttd arc#,
(21 protected us* requirements asaociatad with tha proooaed operations, Including, but net limited to, to# location and design of wall sit*t,
m#t*rtal sites, witrr supplies, buildings, roads, utilities, air*trip* #r>d all Other facilities nscesaery for exploration, davalopm#nt and production
0" toe Iratad arto. (31 plans foe restoration of toe u###d area upon toe eompNIlion of operation* or phase* toe'toT and M) a dc*cription of
og'eratingI ,[\JAroceduraI d#sign*d to pr#«ani or minimise adw*# impacts upon other natural ratcwrcas and other uaet cfl to# kaaed art* and
adjacent I'M t



(c) Within sixty (GO) days of Let**** filing Of DOmpMt* application for approval of It* proposed plan of operations. tha Stat*
toall. Fpprove or rfrHy th* a [)Ee(iatlo If tht apralcatlon Ihaknled tha Stau toall state In writing Its raeaons for such dm I*L and may ptopoea

Ca'[IOHS if aCCe quallfy plan fot apofpvtl*

(d) Subsequent modlflcatlon of an proved plan of oporatlont may be proposed by Lee*#*. Amodflcatfonofan ek HFA LK
plan of operations propored by Lriwo shall b* considered under the seme procedures uead for review m d approval of Leiaeo »original plan of

P*r,(l (,) Approval bv too Stet* of a plan of operation* or eny modiflcettona thereto signifies only that tba Stata has no objection to
toe oc*rations outlined (n the plan from th# standpoint of the laate administrator and do#* not relieve Let*** of It- obligations to obtain
approvals »nd p#rmit* required by other government*! eoorxJei hftsfaf regutitory n/tSodty ovir tuch optrttUwie

(f)  All of Leaeee's operation* on tha lea** are# shall be In conformance wfth the epprovod pfen of operations.

17 FLAN OF DEVELOPMENT. (*) Within six (61 months after certification of awall c*o*bl# of producing oil, gee or aeeocietad
subrtmcet in peying quantities. Let*** toall file two (2) copies of en application for approval by th# Sut* of an Inltlaf plan of development.
The Initial plan of development toatl describe Lessee *plan* for developing the leaaed araa. No development of the leased area may occur until a
plan of development h»s been approved by the State.

(b) Within sixty (60) days of L****#s filing of a complies application for approval of Its proooaad Initial plan of development,
th* State toall approve or deny th* application. If th# application h denied, the State shell state In writing Its reason for such a denial and mey
propose modifications which, If *ec*pt*d by Lctsee, would qualify the plan for approval.

(c) Th# plan of development toall be twised, updated and submitted for the Start*'i approval annually on the anniversary data
of this Itaae or on such other dst# as may be mutually *gr**d to by Las*** and th* State. If no changes from an approvedplan art oontemple tad
tor the following year, a statement to that effect shtif be filed In lieu of the raqulrod revision and updating.

18. EXCEPTION FOR LEASE INCLUDED IN AN APPROVED UNIT. If this (east It included In an apprtxrtd unit, the Lasaaa toall
not be required to submit a separate olen of operation* or plan of development under Faragraphs 16 end 17 above.

19. LOG* AND OTHER ASCORDS OF OFERATION™*. (a) Le#**e shell llls etl lo«i end su-vays taken, a description of all ism run
for each well drillod on the leased area, together with * plat showing th# exact location of e*o0.i such vwfl, with the Stat* within thirty (30) days
after each such well has been completed, suspended or abandoned.

(b) Any and all Information filed by Lessee with tha State In connection with this teaaa shell b* ratable at all times tor the
confidential ua* of the State for th# purpose of enforcing oompfleno# with th# promises, tarm*, condition* and couanecn of thl* Nsee end the
provision# of Sut* lew. Inspection o' such information by any persons other then officers or employees of toe State (and persons performing
any function or work ecsigned to them by tot Stan) toall be gewrned by tppHcabl* law.

20. DIRECTIONAL DRILLING. This leea* may be maintained In fore* by directional weeds drilled under tha leeeed area from
locations on other lands not oowred by this Isos*. In tuch circumstances, drilling tost) be considered to haw commenced on th* faesed area
when ecru*! drilling it commenced on such other land* for the purpose of directientity drilling under th* leteed am . Production af oil or gw
from tha Itjtrd era* through *ny directional well surfaced an such other lands or drilling or reworking of tuch directional wall toall b*
co-tidered production or drilling or reworking operations on the leaeed vea for all purpoaas of this lease. Nothing contained In this Faragraph la
Intended or toall b* oonnrued m granting to Lessee any Intersrt, lloanee, aeeament or other right In or wfth respect to such lands In addition to
any such interest, licenss. ssscment or oto*r right which the Lass** may have lawfully acquired from the State or from others.

21. DILIGENCE AND PREVENTION OF WASTE, (a) lew** shell axardsa reasonable diligence In drilling, produolng and
operating wills on tot leased erst unieu consent to suspend operations Temporarily It granted by the State.

(bl Upon discovery of oil or gt< on toa laasad x u In quantities which would appear to a reasonable and prudent oparator to
ba sufficient to recowr ordinary costs of drilling, completing and producing an additional wall In the tern* gaotogic structure at another
location with a reasonable profit to the operator, Let*** totil drill such wads ** a reasonably prudent operator would drill, having due regard
for th* interest of th* Stir a*well at tha Inurstt of the Letete.

(c) Lets** shall carry on til operations under this lea** In a good and workmanlike manner In accordance with the method*
end practicas in out In toe approved ofan of operationr wd plan of development with due regard for th* prevention of watt* of oil. get end
aesocjsud substance* and tot antranoa of witar to tha oil and gaxbearing sends or strata to the destruction or Injury of toe seme, and to tha
praeervation and conservation of to* property for future productive operations. Latees totil carry out at Lisum's expanse ji orders and
requirements of tot Sut* relath* to toe prevention of waste tnd the preservation of toa leaeced am . If Lsaeee falls to carry cut such orders,
the Sutt shell haw tot nght, together with eny other available legal recourse, to enter on the leased art! to repair demao* or prevent ween at
L*s$'m 'saxpente.

Id) Lessee shall securely plug in an acprowd manner any well before abandoning It.

22. OFFSET WELLS. Lessee toall drill such wills a*a m*on«bly prudent operator would drill to protect the State adequately
from loci by rsason of dr»in»gt resulting from production on otoar land. Without limiting the gmertflty of toa foregoing sentence. If ollorgM
should be produced in a well on other land not owned by the State or on which tha Stet# receives a tower rata of royalty to* under this tee**,
and such well Is within 500 fact in tot case of an oil well or 1,600 feat In the ease of a gat wall of lands then subject to thl* Is***. and such wall
product* oil or get for i period of thirty (30) conwcutlv* days In quantities which would appear to a rtasonabN end prudent operator to
b* wfhcient to recover ordinary costs of drilling, oompleting and producing an additional well In the tvr* geologic nructura at an offaat
location wlto a reasonable profit to the operator, and If. after notice to Lrtaee end an opportunity to be heard, the gtat* finds that production
from woeh wril b draining land* then subject to toie fee*#. lessee shell wHhIn thirty 130) days *H*r written darrwnd by th* State begin In good
filth tnd diligently prosecute drilling operations for an offset swd on th* leaeed area. In Hsu of drilling any wall required by this Fwagraph,
Lassoe m*y, with th* Stott's consent, compensate the Strt* In full each month for th* (Kimsted lose of royalty through drtimo* In too amount
determmed by th# Sut*.

33. UNITIZATION Il Lecset may unite wSto others. Jointly or separately, In coftaruvgty adopting and operating under a
coops/stive or unit #»*#m*nt for the txplontion, development or ooerstion of th* pool or field or Ilka era* or part thereof which Includes or
underlie* tht laated r u or any pea thereof wnerwver a regutetory agency hairing appropriate Jurisdiction determine* and osnifit* that sod) an
eoreement It In th# public interest for tr>* purpose of properly coneervtng toe natural retouras of any ok or ges pool, fMd or Itk# area or any
pert thereof.

(b) Lessee ag-ees. witoIn six (6) months liter demand by th* Jtate. to subeertb# to a reasonable ooopervtlva or unit agreement
which shell edeouetely protect til partlst jn Irr*r*>*i. Includlng the kit* The Stas* retarves the right to prescribe such in agreement.

e) With t?* consent Ol Lessee, ta may estab“ST] alssr, CNANQE, or revoke drilling, producing, rental and royalty
requirements Of his leu* Ilsted r*e is Oomml to try such cooperative or nlt sgreement, and may adopt tuch regulation* with
referanoa y> his aa m Conne t|0n Wlth to* Instltutlon andooperatlon of VIY such ooopnrrriv* or unit &:]reement as to* Stats (*terminM m
rises aery "Il r rot C IOrI of th* publlc Interes
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24. INSPECTION. Lessee (hall kasp opart at all raaaonabl# limaa, for Impecilon by any duly authoriiad representative of th* StfN ,
th# lIsaasd area, all well*, Improvements, machinery arxl fixture* thareon, and all report* and r«oo«k releth* to operations and surveys or

Invtttloattoni on or with regard to tha leased arta or undar thi* Mata. . > i . N .
26. SUSPENSION, Th# Stata may from tima to tlma diract or wjprow In writing suspension of production or othar operations

26. ASSIGNMENT, PARTITION AND CONVERSION. Thii law, orany undMdad Inim « haraln, may, with tha approval of tha
Stata ba assigned subleased or athcrwfrw transferred a* to tha irrtlre laaaad art# or any ona or mora legal subdivisions Included therein. or
any sepsrwte and dlatinct aone or geological horlion underlying tha laaaad araa or such ona or mora legal lubdlvleton* tharain, to any parson or
partons aoallflad to hold a laaaa. No aulgnmant, lublaw or othar transfer of an Intaraat In thii laaaa, Including aarignmenu of working or
royilty Interam and operating “raamanu and sublet*#*, shall ba binding upon tha Stata unlaw approvad by tha Stata. Laser# ih«(] ram«ir.
llabl# for all obligotJoni undar thi* Itaat accruing prior to tha approval by tha Sutt of any aiiiflnmont, sublsass or othar tranriar of an Intaran
in thia laata. All covenant*, oondhlont and agreamant# oontalnad in thii laaaa ihall ixtand to and ba binding upon tha hairs, admIniitratnrs,
»Uco*«sor», and aaaloni of tht Slats and/or Leona. Application* for aoomvol of an aolgnmant, sublaaae or othar tranafarahall oomply with all
applicable regulations and mutt ba filed within ninety (00) day* aftar tha daw o! final execution of the Initrumtnt of tranafar. Transfer of thia
Ussc or an Intere*t tharain ihall ba approvad by tha State unlaaa (1) Laaata frills to eompfy with applloable datuta# and regulation! or 121 tha
Suu determine* In writing (hat the beat Interetti of the State Joitlfy a denial. Whara an anlgnment, wblataa or othar tranifor Ii made of all or
a part of Lauea's fntarett in and to a portion of tha laaaad araa, that portion may, at tha option of tha Stata or upon reqotn of the tr»n*faree
ond with th# approval of tha Sutt. b* segregated into a Mparat* and dittinei Iraw hiving the rama affective due aa th|j law .

27. SURRENDER. Letsae at any ttm* may make end file with the Sut* a W7itt*n turrandar of all right* und«' thii leaaa or any
portion thartof compriiing ona or mor* lagal subdivision or, with the oonatnt of tha Suu, any acparau and dlftinct ton* or geological horiion
underlying tha laaaad araa cr ona or mora legal aubdlvitiom tharaof. Such a turrandar ahail ba rflsctive a* of the data of filing, lubject to tha
continued obligation* of Lniaa* and his surety to make payment of all accrued royaltiar and to plac* all wall* and a/rfac# facilities on tha
turr«nd«rad Und or In tha sumndared zones or horlsons In condition tetlifactory to tha 8t*U for lutpanslon Or abandonment. Thar*alter,
Lrntt shall b» Maaaad from all obligation* undar thl* laaaa with mpact to th# lurrenderad landa, zones or horisom.

21 EFAULT AND TERMINATION; CANCELLATION, (a) Tha failure of Law# to perform timely It* obllgatloni under thl*
I*au, or t ore of Laata* otharwlw to abide by all axprtw and Implied promises, tarmt, condition* and cownanti of thii laata, dull b*
dtamsd tc j default in Letaea't obligations haravnder, Whanavar Lsta*# failt to comply with any of th# provisions of thi* Isate (other than a
provirion woich, by It* term*, provides for automatic tarmlnatlon) and fall* whhin rixty (CO) day* #ft*r written notlc* of auch default to
oommtnct to remedy and thereafter diligently proaocuta operation to ramedy iuch dafault, the State may terminate thii Itas* If at that tima
thar* it no well on th# Iroaad araa capaW# of producing oil or gat In paying quantities. H at that time thart It a wall on tha laaaad arva capabla
of producing oil or go* In prying quantities, thia Has* may b* ttrmlnata Jby an approprlau Judicial prooaading. In th* tvant of any termination
undar thlt luhparagnph, Leuet dull have tha right to rauin under thl* Itatc any md all drilling or producing w*IU at to which no default axirt*
togtthar with a paroat of land surrounding tech wall or walls and iuch rightsof-vuay through the leased ana a# ar* rat*on*bly necessary to
trubia Lam™ to drill, oparat*. and transport oil and/or gas from tuch retained well or well*.

(b) Tht Suu may caretl thit laata at any tima H tha Stau dettrmina*, after Laaaaa hat bean given notice and a reaaonabla
opportunity to ba ha*rd. that (1) continued operations pursuant to thl* Isase probably will causa sarloui harm or damaga to biologic retourcae,
to property, to mineral resources or to the environment (including tha human environmant), (3) th* thrift of harm or damag* will not
disappear or decree** to »n acceptable extent within a reasonable period of tima, and (3) tha advantage* of cancellation outweighs tha
advsnugri of continuing thl* Itaat In fore*. Any cangtllation under thl* lubperegrsph shall not occur unite* and until operations under thl*
Irate haw barn under auaponsion or temporary prohibition by ttw State, with due exunrion of tha term of thii It set, condnuouriy for a period
of five (5) yesr* or for a letter period upon request of th* Laaata. Any oancellttlen und#r thia subperegrepn will entitle Latte* to recaivg such
compensation M Lasaat demonicm** to tha Sut* la aqua* to th* (****r of (Il th* volu* of the eanoellad rights a* of the data of cancellation,
with dut conrideratlon being given to both amliclpaaad revenues from thl* laaa* and anriclpatad com, Including oorts of eeunpilenct with all
applicable ragulations and stipulations, liability for olaan<up com or damage*, or both. In tha cate of an oil apflf. and all othar ooru reasonably
anticipated under thii leaae, or (21 tha axcau. If any, ovar Laaa*'a ravanuo* from thia West (plui Int#f#« tharaon from tha date of receipt to
dtu of raimbunarnant) of all oonsidaretion paid for this laaaa and all diract expenditure! rrveda by Leuee after tha tffactivt date of Ihi« lease
and In connaction with exploration or development, or both, pursuant to thi* lease, plus Intaran on auch consideration and tuch expenditures
from the date of payment to th* data of reimbursement.

2fl. RIGHTS UPON TERMINATION. Upon the expiration or earllar tarminatlon of thit la*** a* to all or any portion of th# I*#*ad
area, Lttatt will b* dlractad In writing by th* Suta and thall have tha right at any time within a period of ona (11 yaar thariofur, or auch
axttnrion tharaof as may ba granted by the State, to remove from tha laaaad area or portion tharaof all machinery, equipment, tool*, and
materials. Upon th* axpiraiion of such period and at th* option of the Stata, any mad'lnary, equipment, toot*, and materials which Latsec ha*
not ramowd from tha IMead ere# or portion thereof becom# the property of the State or may ba ramovad by th* Stata a: liasea'i expanse. At
tha option of th* State, all Improvement* auoh a* roads, pad* and walls she/l either be abandoned and the rite* raitorad by Leuoc to tha
mlifaetlon of th* Stata or b* [|*ft intact and Lama abaohad of all further responsibility M to their maintenance, repairs and eventual
abandonnwnt snd restoration. Subject to tht foregoing, Lees** ihall dallvar up tha leased area or such portion or portion* thereof In good
condition.

30. DAMAGES AND INDEMNIFICATION, (a) No rights undar raaarvydon* contained In leases or grants of Alaik* land may be
axarcisad bv the 6tat* or by it* Lessee until provision h*e been made to pay tha own*r,of th* land upon which tha reserved right* are sought to
tx txardwd full payment for all damag*i sustained by th* owner by reason of enuring on tha land. If th# own« for any reason refutes or
n*d«cti to Ntth th* damages, tha Sutt or iu Lauae may enter upon the land after posting a surety bond determined by tht Stet#, after notioa
and an opportunity to b* heard, to ba sufficient « to form, amount, and weurlty to secure to the owner paymant for damages, and may
imtlu/ta legal prooaading* In a court of competent Jurisdiction where tha land I* located to determine tha damage* which th# owner of th# land
rrwv »sffer. Lasaas hereby aoraei to pay any damages that may bacom# payable under AS 38X35 130 and to Indemnify th* Sutf and hold It
h*rmi«s* from and egaintt any claim*, demands, liabilities and expanse* arising from or In connection with such damaga*. Th# furnishing of a
Sand In compliance with this Paragraph shall ba regarded by the Sutt a* sufficient provision for the payment of all damages that may bacom*
payable under AS M.05.130 by virtue of thit lease.

fbl Ltteee shall indsmnify the State for, and hold It harmless from, any claim, Including claim* for lost or damage to property
cr injury to a person cr pareom cauwd by or resulting from any act or omiition oommtued pursuant to this laaa* by or on behalf of Leuae.
| essee *h*it not h# held rwpontibf# to tha State under this luboaragrtph for any toss, damag# or iNjury caused by or result:ng from the tola
negligent of th* State.

(r) Lrtaee fxpreariy waives any defense to an action for breech of a covenant of this laaaa or for damages resulting from an oil
-m1" or other harm to th# invifonment vrfsieh it based on the fact thai th# act o- omiiilon oomplained of was committed by an independent
cB'v.'arto* i tum sxprtMiv agrees to assume notponsibility for ail action* of In indep#*d#nt contractor*.



3! BONDS U) Il required by the Stat*. Laaaa# shall furnish * bond prior to th# Itsuence of thit lim In *n imnunt nwti to at
(Mtt *3.00 par tort or faction thereof contained In tfta l«a*ad itH , but no lata than $10,000.00. tnd shall maintain utd bond m long as

required by U dulling operations on tht laead art*. Laaaa* shall fumith t bond In tht tmount of it U til *100,000.00
S S * u»kr hi *0-. fomU. « <M M * . Sva.bon. In .ocnftUna * *

mDOllwbh Jttw L noilM to LIIIM *n.a raamnrtla opportunltv to be heard, raoolrt a bond in a reamnabla amount

greater than tht tmount apaclfiad In It) tnd (b) tbovt whara iuch greater tmount it juatifled by tht nature of Iht tudtc* tnd Its uttt and th*
degree of rlak Involved *n tht typti of operations being or to bt carried ou; undsr this It***, A Statewide hood ihtll not satisfy any requirement
of a bond Imposed undar thit eubpartgraph, but ihtll ba oonddtrad by tha Stats in dtttrmininfl ths nttd for and tha tmount of any additional
bond under thia subparagraph. w—

It) If tht leaved iru it aomminad In whole or In part to a cooperative or unit agreement tpprowd or prescribed by tha Suta
tnd t unit bond It fumlihad, Law*# natd not thereafter maintain any bond with rttptct to tha portion of tha leased are* committed to tuch

agreement” FQRCB MAJEURE. If tha Stata determines th*« Lauae has bttn printed, iftsr tHort* made in good faith, from complying
with any txpre* orimpliedpromtae, ttrm, condition or covenant or thi* It*** from conducting drillinfl operations, or from producing or
marketing oil orgas fromtha Ittaed art*, bv reason of war, rion, *ct* of Ood, unuiutlfy sever* vwtihtr, or any other caut* beyond Utsoe's
r**ton*6U ability to for**** or oorrtrol (including d*layi caused by Judicial dtdiiom or leek th*rtof), whether timllar to tho* enumerated or
not, L jtw 'i obligation to comply with tuch provfiion ihall ba tu«s#nd*d, but not voided, and Lute* shall not ba Habit for dams®** for failure
to comply therewith. tf Ltaaa*1 obilgitloni to conduct drilling Or reworking operation* are tuip«nded undar thii Paragraph and tha
continuation of iuch operation* without auipentlon would have had tha effect of preventing the txplratlon or termination of thia >***, thia
laata chall not tarminat* during th* period which tha obligation to perform auth operations it suapandttl. Nothing In this Paragraph ihall ba
construed to autpand tse obligation to pay rantail, or to suapand tha obligation to pay royalties or other production or profit-based payments
from opattiloni on th# la*«d are* which are not suipended or from operation! which are not affected by my tuch manSIon, 0 tha Stata.

33, AUTHORIZED REPRESENTATIVES. The Suts Director of th* Didiion of Minerali and Energy M#n*gem*nt, Dap*rtm*nt of
Natural Rtaourcai, and the peraon executing thi* leas* on b*h#If of I.me# shill b« tha authorlitd repreientatlvet for their reipactlve principals
for purpocci of administering thii laaa*. Th* Scat* or Leasee may changa the designation of its authoritad repniMntativ* or th* addrtta to which
notices to that repraatnutfv# are to b* aant by a notlo# given In accord with Paragraph 3* b*iow. Whare actlvtti** pursuant to a plan ol
operation! sre underway, Lh ui will »Wo deslgnatt, pursuant to a notice under Paragraph 34 below, by name, job title and tddr*w, an agent
vrfio will b* present in the Stet* during all such activities.

34, NOTICES. Any notice* required or,permitted under thii t*aie ihall be by electronic modi* producing a permanent record or In
writing and ihall be given personally or by regular#d or earthed mall, return receipt requs-md, addressed at follows:

TO THE STATE: TO THE LESSEE: )
Amerada Hess Corporation
DIRECTOR, DIVISION OF MINERALS AND ENERGV MANAGEMENT c/o N. D. Bernard
DEPARTMENT OP NATURAU RESOURCES
703 W. NORTHERN LIGHTS BOULEVARD P. 0. Box 20A0
ANCHORAGE. ALASKA 99503 Tulsa, Oklahoma 77102

Any such nolle* thul be effective whan delivered to th* foregoing authorirad representative.

35. STATUTES AND REGULATIONS. Thit lease la subject to HI Buts and Federal statute* and regulations in affect on th*
affective data hereof, and, insofar aa la constitutionally permissible, to all itatutat and rtguiitioni hereinafter placed In affect. Thii laaa* shall
not ba Interpreted r a lImitation upon th* ax#rclae by tha State of Alaska or bv th# United Sutai of America of th* power to tnact and
enforce legislation or to promulgata and enforce regulation! effecting, directly or indirectly, the actlvititi of lane* or lu agents In connection
with tMt itas* or the valut of th* Interest* h*Id undsr this ktaa.

36. INTERPRETATION. Thit lease ta to bt Interpreted In accordance with s» rulci applicable to the interpretation of contract*
mad* In tha Stat* of Alaska. Tha Paragraph headings am not pan of thia laaa* and art inverted only for convenience. Th* Sat* m | Lease*
txpreaaly covenant that th* law of tha Sutt of Alatka shall apply in my judicial proceeding undar thii laaa*.

37. INTEREST IN REAL PROPERTY, Itit th# Intention of the parti#* that th# righa onntad to Leeiee by thii leaac conatltuta an
Inutaat in tsal property in the I**a* art*.

3*. SEVERABILITY, if || ,i finally daterminad in any judicial proceeding that any provliion of thii kaa* li Invalid,th* Sut* and
Lett** may jointly determine and agre* by a written amendment to thii laaaa that. In consideration of the promise*, tanr*. condition. >nd
covenants oontUnea in that wfitun amendment, th* In*Jid portion of th* let** will b« trtatad u arwr*d from tht leas* and that tha remainder
of th# laaa*. at amended, will remain in affect.

39. DEFINITIONS. All word* and phreati used bt this laaa* are to b* Interpreted where possible in tha manner required
to th* Interpretation of rtttuta* by AS 01.10040. Howmwr, th* following words have th* followtng meanings unlaw the context unavoidably
requires otherwise:

(1) “oil" mean# crude petroleum oil and other hydrocarbons rtga/dieM of gravity which art produced In liquid form by
ordinary prorArctlon method*, Including liquid hydrocarbons known at ditUllata or condensate recovered by separation from gas other than at a
gat processing plant;

(3) "ga*M .-naans alt natural gas (txoaot helium gas) and all othar hydrocarbons produced which art not dtfnad herein at
oil;

(31 Maaaocittad lubatane#*” maani all aubttanctr axotpt helium produced as an Incident of production of oil or gat by
ordinary production methodsand not defined herein si oil or p»s;

(4) ‘'drilling” mean* th* act of boring a hoi# to reach a proposed bottom hoi# location through which oil or get may be
producoc If encountered in peying quantities, and includes radrilling, tlostracking, deepening or other means necessary to reach the proposed
bottom hole location, I*rung, logging, plugging #nd other operations necessary and incidental to th* actual boring of th# hpi#;

(5) “reworking oo*r#tlona"™ means all operations designed to atcvr*. restore or improve product on through torn* use af a
hole previously drilled. Including, hut not limited to, mechanical or chemical treatment of any horiton, plugging h#ci o test M wr strata,as*;
and

(ftl  “paying quantities™ meen# quantities sufficient to yield a return In txcaia cf operating con aw" though (billing and
couipmtnt costi may never be reeeiq and th* undertaking oont.der*o w a v*toit may ultimataty reiuri tn a oei

In reapect



40. CONDITIONAL LEASE. If all Of mpart of th# towad art* U land tfiat hai baan wlitciad by tha 6mm undar tvrw of tha O dtad
tiatai granting land* to tho Stata, but tuch land hat not boon patantad to tha Stato bv tha United Statai. than thl* laaaa It a eondftlonaf lo m aa
provided by law until tuch a patant bacomai affactlva. If for any 0aton tuch a aalaetioo Itnot finallyapprovad, or auch a patant doaa not
bonoma affective, any rtntal, royaltv or profit baaod payment* mada to tha Stata undar thlt Uaatwill not barafundad.

41. EMPLOYMENT OF ALASKAN RESIDENTS, Latoaa ihall oomply with all vand and applicabla lave and regulation* with
mgard to tha hiring of Atoka raiidenu. Law** will not dlicrimInata against Atoka raildanu.u prohibited by applicable lave and tagulttJona of
tha Stata of Alaak*. Laaaaa will lurnlih tha Alaska Department of Labor a quartarly report regarding tha employment of Atoka raaidanti on tha
laaaad araa in compliant with r®julationa adoptad by tha Comminloner of Labor.

IN WITNESS WHEREOF tha panto have executed thl* laaa* effective ai of th* day of

LESSEE STATE OF ALASKA
AMERADA HESS CORPORATION

By ~ | v M,UL"-F*'J

V. Mf Hebertson, Vice President, U.S.
Exploration & Offshore Joint Venture ETHEL H. NELSON
Operatlons Title: L«AriDg Manager

THE UNITED STATES OF AMERICA 1
] a. Acknowledgement of Laattr
STATE OF ALASKA J
Thii cartHto that on th# / /"/ /| day of *~uL/ytlJ M1 18 f t
Atoka, duly commliaJonod and iwom, paraonally app» «W A

lo m* known to be th* paoon who executed tha foregoing laate on baU If of tha State of Atoka, who, altar being duly aworn according to law,
ttatad to m# undar oath that he hai authority pursuant to law to oxaejta tha foregoing kaca on bahalf of tha Sut* of Atoka, acting through
th* Diviiton of Minarali and Energy Management, Department of Natural Ratourcai and that ha executed th* iama fraefy and voluntarily
aa th# act and derd of tha Staw of Alailta and for tha DMiion of Minarali and Enargy Management, Dapertmant of Natural Raiouroai.

WITNESS my hand and official teal.

MARY K. WEISENBCROER a
NOTARY PUBLIC

STATE Of ALASKA



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

LEASE STIPULATIONS

ADL 312798
Stan Stipulation No. 1+ Hletorfc and Arthaaoloolc Oiiomwrlei

In tha event eny alt*, nructura. or object of hlatorle or archaaologle ilgnifleanca ihould be discovered duringthe conduct of any operaiioni
on IN teased area th# htwa* ihall report Inmediately auch finding* to th* Director, DIvlilon of Min*reli and Energy Menaoemant.and make
wvery reasonable effort to praaatve and ptotaet iuch *Ita. rruetura, or onject from damage until tha Director hai olvan direction* m to lu

preatrvrtion.

Upon abandonment of th# drilling platform or related facUltlot, »uch faellitla* will ba removed to tha extant that thay no tongir intrude on tha
hlitorfc or cultural »o*ne or could othtrwis* advatealy affact an archaaologle. or hittorie illt or area Included in or allglble for Inclusion In tha

National Raglrtar of Hiitorlc Placet.

Stat# Stipulation No. 1 mEnvironmental Training

Th# lotaae ihall Inelude In any exploration and/or development plan* a propoied anvironmantal training prooram fcrall personnel Involved In
exploration or development actMtie* (Including personnel of th* leasee’ contractor* and tuboontrectort) for review »nd approval bv tha
Dltecior, Division of Minarali and Energy Managamant. Tha program ihall ba detigntd to Inform eecf per*on working on th* project of ipacific
rypei of environmental, aocial, and cultural ooncarni which relate to the Individual's job. Tha program ihall ba formulated and Implemented bv
qualified instructor* axparlenoKt In each pertinent field O! itudy and ih#li employ affective mathodt to enaura that penonne! urvdartund and
uaa technique* n*o*i*ery to pr#»*rva »rch**ologle*l. geological, and biological resource*. Tha program ihall *lio ba datlgned to Inctaete the
«aniltivity and undemanding of personnel to community veluei, euitomt, and lifeetylas In areas In whleh iuch partonncl will beoperating.

Th# leite* ihall alio submit for review and approval a continuing technical environmental briefing programfor luoerviiory and managerial
personnel of th* Icnec and It* agents, contTacton, and lubeontractor*.

State Stipulation No. 3 - Site Restoration

After completion of tht exploratory drilling phaaa, all structures will be removed from the leata and tha laaaa# will rettore tht lit* to In original
condition unlett the itruetura or lit* will ba uwd In tho production phaaa or for addition*! exploratory drilling or unlaw it ii not in tha bett
Intaran of the public or tha environment to require removal or rertoration. Authoritation to liev* Ih# rtruetura in plao* mutt be obtained from
tht Director. Dlvlilon of VWntrali tnd Entrgy Management, after ooniuttaticn with the Department of Fiih and Game ind tha Department of

Environmental Conwrustion.
ftrr fin»Mf Mai4 -BmVaaa Entry m m— m — -

Surface entry by the leeaaa or tubeontractor* will be proh.tx t*CTDo--Qma* lelrnr' IS urte leasing unit BF-54) and Poll Illend (Stata tewing unlu
HF-01 and BF-02) ¢ ring th# period May IB to Augotl 1B. Surfao* antty during Tiitm fraiTVIl mrt lw psiminail li* the Director, Oivislon
»( Minaralim-4 Sw rfy Management. p>awW»d eny serueturae, iwlpmantiaemanaai, a* eupgliei am ramavad befare May #0---------—- -

State Stipulation No. B+ Special Biological Resources

If biological populetloni or habitat* which may require addition#! protection art Iband Had by th* Director, Division of Minarali md Energy
Management, on any tract* In the keaeing tree, th* Director will require tha laiwe to conduct environmental survey*, w approved by th#
Director, determine tha extant and composition of biological population* or habitat*, and the affect* uf orbnoted or axtatlrg operations on
the pooutationt or habitats which might require addition*! protective mearum. Tha ' ractot shall provide wrtttin notice to tha learn of hie
decision to require iuch surveyl. Such turvayt will ba raooirad for th* art* known a* tha Boulder Fetch, which appli** to th* following laeilng
unit*. 8F-S2. BF-70. BF-71, BF-7S, BF-77. *F.78, BF-79. BF.B3, B F « . SF-OB. and BF-116. For all other tract* within th* laaw area, the
nature and axtant of any survey].will ba datarmined by tha Director on a csee by cue bwit.

laaed on any surveys which tha Director may require of the tcsaee, or othar Informagon available to tha Director on tp*cl#i biological
resources, tha Director may require tha lateae to: (0 locate the tit* of such operation ]. a* not 1 adversely affect the reiourc* Identilred;
(21 ettabHih to the satisfaction of tha Director, on the bwii of a sltaepadOc survey, either that iuch operation will not have l ilgnifloant
erMne efteet upon tha rtsouro* kWntifwd or that t ipaciai biological mo un t do** not exist; (3) oparata during thoa* period* of time that do
no; Khersefy effect the biological reaouroat w aitabflihvd by »S# Director; and (4) modify operaiioni in iuch a way *e not to affect adversely
tn* significant biological populations or habitat* deserving protaciion.

Tha laceec ayeee thai. If any area of biological wgniflcanae dvould be dl»oovered during the rondvct of any operations on th# leased area,
ha ihall Immediately report iuch findings to tha Director, and make every raaaonabl# effort to preserve and protact tha biological resource
from damage until tha Dtrector hw given tha leaeas directions wfth reapact to It* protection.

Tha tana* ihall lubmit all data obtained In th* course of auch surveys to the Olrector, with th# locational information for drillWg or other
activity. Tha lew** may take no action that might result Ir. any effect on tha blofogJc population* or habitaii lurvayad, until the Director
provide* written direction* to the lenae, wtth mgard to permissible gctlon*.

Known special biological reiourcai and their habitat* induds hard end rocky bottom* with kelp, bryoxoeni. mcroei, oo-*i. or other rpibanthic
common Itict. *



3t*It 3t»Di*fotion Mo. 6 « Drilling OltcHftrpti

1 Discharge Of produced waters Into rrsrirw waters li prohibit*!, **c*pt tint th* Commissioner of th* D*p*nm*nt of Environmental
Cnnaervation may approve dlacherges In ;ract* greater than 10 meters of w.tar on a cat*-by<com U*<».

7 Discharge of drilling muds end euninga Into merlne wet*r* [* prohibit*/1 except that tho Comml**ion«r of the Ooporontnt of
Environmental Conaervetlon may approve discharge* (a) In tract! r*ntr that. 10 metari of water on a o«*by-c**# bailt and fb) In
tract* of lau than 10 mattn of wetar on a case-by-eas* b*ala if affluents an thowr to be non-toxic and can be adequately dl«*nad.

Stata Stipulation No. 7 + Pipeline*

| Pipeline* will ba required la) If pipeline righta-of-way oan ba determined and obtained; (bl IflayInfl tuch pipelines li technically feeiibla
and environmentally prefarabla; and le) If, In the opinion of tha leuot, plpellnee can be laid without nei aocial loas, taking Into account
my Incremental com of pipeline! over alternative method* of transportation and any Ineramantal benafita In the form of Increaaed
environmental protection or raduotd muliipte-ua» confllcu. Tha lataor specifically rtraarvas tha right to require thet eny pipolina used
for transporting production to thort be placed In certain detonated managment area*. In Hieeting the meant of transportation,
contideretion will be given to any recommendation of the Beaufort Sea Coordination Committee, Whert fvraitota, end environmentally
preferable, all pipellnoi, Including both flow line* and gathering linn for oil and gat, ihall be daaignod and eonnructedto providefor
adequete protection from weter currants, itorm and ice acourlng, sobfreaxing condition*, andother haurdt a*determined on a

caw-dy-ease baait.

2. Following th* completion of pipeline Intullatlon of lutficleni capacity, no crude oil production will be treniportid by turfioe \«t*«l
Irom offthora production aitea, except In the caae of emerptncy. DettrmInationr aito emergency oondltlont and appropriate ruponeat
io th*a* condition* will be mad* by the Olrector, DIvlilon of Minarali end Energy Men*gemont.

3. Where the three criteria aet forth m the firtl tentenc* of thl* imputation are not met and surface trantoortation muat be employed,
ell veuel* uaad for carrying hvdroca-tooni to ahora from th* leased area will conform with all atandarda eatabllahed for auch veaaeli,

ouriuant to the Fora and Weteivrey* Safety Act of 1073 (4B U.S.C. 301 (alt.

Stat* Stipulation No, | + Solid Watte

Solid weate ditpoaal on natural or artificial lalmd* orln marine weten within the latee area li prohlbiud.

Stat* Stipulation No, 0 * Seasonal Oparatloni

Eaploritory drilling and teatlng, and other downhole axpioratory activitiai from aurtaoa location* outiid* the berrlar I|I*ndt will be limited to
the period November 1 through March 31, unim the Director. Olvtaion of Mmerahand Energy Management, after conaulting with the Oil and
Gal Conservation Commiaiion. determiner* thet continued operation! are neonsery to prevent a lon of vwll control or to enaure human aafaty.
Thia atiputation will ramein In aflact lor two yurt following ittuanoe of the leaae.

Exploratory drilling and tailing, and other downhole exploratory activitlei from surface location* inside th* barrier iatanda will be limited to
th# period November 1 through March 31, except the Director, Division of Minerals md Energy Menegement after consultation with the
Biological Task Foroe may allow drilling and downhole activities to nontinue no latsr than May IS If the lew** demonstrate* the ability to
operate safely and ice conditions Justify; provided, however, thet the Director, Division of Minersli end Energy Management, after oonsultatlon
with the Oil end G*a Consorvotlon CommIMion mey allow continued operations leading to shut down which era neceieery to prevent lou of
well control o* to ensure human safety. This imputation will remein in effect Two yien following iNuenc* of the leesc.

Sm r Sifpufethni fhr: Id m€tr* .itlunahfttTolct»iit» fpfot.frSOOI-mm oo - * - - - - ————

E»ploratory tvi*ng operations, emplacement i f structurei (platforms) or eaefloor wellheads for production or storage of oil or pea. md the
emplacement of plpeUnaa will not be ellowed c t the rate-owned portion of leeee b'ocx 700. AM exploration for and dewioomcnt of oi. and
ga* mutt be psrformedTr&rwJ”catloAS outside of th* itet*-owned portion of lease block 700.

State Stipulation No. 11 « Interim Agrl*m<nt

Thia lease Is subject to the "Agreement Betweenth*” ft*d Start* md Sut* of Aleak* punuant to Section 7 of the Outer Continental Shelf
Lands Act, and Ataaki Statutes M.06.1374" t'lgned onDcaqgber 28. 1379, and commonly raf*rr*d to at tho "Interim Agreement"), end the
lessee h«r*by con**nt* to every term of that epremm t.

Any low incurred or suiteined bv the >eta*e *i + result of obtaining v*hd*|ion and recognition of thia taeta pursuant to tha “Inurln
Agreement,” and In particular any locs Incurred or euatained by the lewee a* a reeuThw”conforming this liaae with any md all provisions of ell
applicable taws of th* parry prevailing In United 9rrwi of America v. Eti*e of Alaska, Un>*a Jtites Supreme Court No. M, Original, snail be
bome eictushwly by th* tewee.

No taxus payable to the State of Ataska will be raqulred to be paid with respect to this Ussc until such timaw'Pwqershjp of or Jurisdiction over
th* lands subtect to this leea* it resolved. In the event thet the lands subject ro thi* fee** or any portion of th*m/iV-»qg~lel*Ity determined to
be net* lands, the leiaec shall pay to tha Sin* a sum equivalent to the ateta taxes which would h*w- been imposed vn3>r-'<*«Kkj law if the
I*nasi, or portion thereof determined to be state lend*, had b**n undisputed atate lands from thi data the lease we* ex*euud7”*bUqt*r*tt at

he rat as)(t[ 10.|o rgent per y*«r eqcrulng from the date the taxta would Qev* become due under Alaska tew. Such peyment *h*1l be in
w S Tatloorst mircfcftrira Tim’ - - Y m
Start Stipulation No, 12 + Unittaerion Agreement

This lets* is subject to th* "Agreemtni Regarding Lfnltlaation for th* Fropo**d Jo«nt Fedaral/Statc Beaufon See le*a* Seta* necutod by the
Un°Nd Stetta md Suta of Alaake on October 26.1070, md the I*t*« «* bound by th* terms of that egraamenT.
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Barrow Recorriing District

34 AUTHOR'EEO REPRESENTATIVES. The Director ol lha Olvlalon ol Mineral* and Energy Management. Oap.rimani pi Natural
Ratoo'c.*, aisle ol Alesha. and the person executing ihla laaaa on bot all of Iha leasoe ahall bo authorised repreaanlat.vcs for their respcel',e orindr all
lo# ik . pu'poaca ol .dminlalering Ihla laaaa Tha alala o#iha i.aa.a m.y change Iha dealonaiton ol ila aulhofliad r.pra.aniallve c#lha a-Jraat lo which
noncos lo lhal raoiaaahlallva ara lo ba aenl by a nolle# oUan In accor/ianc# wllh Paragraph 35 below Where a:ll»iilaa pureuanl lo a plan ol operation*
If# underway. lha laaiaa shall also d#eign*i#. puriuini lo a nolle# undar Paragraph 35 botow. by na/na, Job lllla. and addreat an aocm who win ba
pfaaani In ma alala during all laaaa activities.

35.NOTICES; PROTEST, (a) Any neflces reQirired o# permitted undar ihla laaaa mutt ba by alaelronle med'f producing a permanent
record or in arriung and mual bagivan parsonally or by ragialarad or cenlflod mall, ralurn racelpl raouaaiod. addressed aa follow*

TO THE STATE.

DIRECTOR. DIVISION OF MINERALS AND ENEROV MANAOEMENT
DSPAQTujmT OF NATURAL RESOURCES

POUCH 7-034

ANCHORAGE. ALASKA 6BS10

TO THE LESSEE:
J. Andrew Buchner ct al
c/o Main Hurdtnan
1001 Noble Street
Fairbanks, Alaska 99701

(b)  Anynodes g<v*n Umarinia paragraph win ba effeciiv# whan detivarad to lha abovs authoriiad raprtaanUdva.
Icl Aleases who wishea lo protest Iha amount ol money dua lha alala undar Iha laasa o# any action ol |ha atala regarding a provision o<
Ihla laaaa mual Ida a wrllian prcAeai wiih tha Division ol uinarali and Energy Mantgomanl whhin >0 days after Ihe milling dale ol the siaia‘'a nolic# or
bin a laaaaa who tails to Ida a proteit within ma required lima waives any further right to protest. The alala will ealabHih the administrative ippaal pro-
cedure tobe followed and will Inform ihateeaee of Ihe procedure no later than Mdeye eflar the filing ol Iha written protaal
M STATUTES AND REGULATIONS Tm* lasts le subject lo ell applicable alala and federal statutes end regulations m effect on me iriecihre
due etihle ttaaa. and Insofar aa is eonailiutlonelfy permlaalbla, to all atatutsa and regulations placed In affect altar (he effective dale of ini# faaae.
a ra'aranea io a ataluta or ragutation In thli laaaa Ineludss any chango In Ihat statute or regulation whether by amendment, repeal end rcplseemont.
more# mean*. Thla lease dost not nmli me powe# of me suit of Ataau v Iha United Cutaa of America to enact and enforce tabandon or to promu'gate
and enforce raguraiiont affectimo. diracity or Indirectly, the acltvlllea of Ihe laiaaa or lu aganla In connecilon win m il laaia or Iha value of ma Inlu#aat
hold under Ihla lease In case of conflicting prpvlaloni. alalulas and regulallona take pracsdonce over lhla lease.

77 INTERPRETATION This lent li lo be mtaryaiafl In accordance wllh Iha rulae applicable lo lha interpretation of contracts mada In lha
Stale of Alaska Tha paragraph htedfnga are not part of this tsaso and aro Inserted only for convenience Tha e‘®eta and the lease* sipraaaly agrta Ihat
lha <aw or Iha Stale of Alaska will apply to any (udtclal proceeding allactlr g Ihla laasa

2S INTEREST IN REAL PROPERTY Hla Iha Inlentlon of iha periiaa Ihal Iha rights g-ented lolhalaaaae by IhliUiae consillute an (mortal
In real prooeriy in the loaaad area

33 WAIVER OP CONDITIONS  Tha alala reserves the righl to waive any breech ol | provision of Ihla lease, but any aucJt waiver sstanda only
tome particular breach so waived and don notilmT lha rights of Iha atala with respect lo any lutura breach; nor wfll lha waiver of a particular braaen pre-
vent cancellation of thla laaaa for any orhar causa or lor [ha same cause occurring al another time Notwithstanding Iha foregoing, ma stale win not ba
oar™ad lohava waived a provision of this laaaa unlsaa Il does io In writing.

SO SEVERA8H.IT i If Itla nnatty determined In any ludldal proceeding lhal any provision of lhla laaaa la invalid. Ihe alala and the laiaaa
may iofnity agree by a wrltlon amendment to this laaaa that. In oonifderatloA of tha provisions In |hal written amendment, tha invalid portion will ba
treated aa severed from Ihla laaea and Ihal Iha remainder of Ihle leas*, as amended, will remain In sifacl

St LOCAL HIRE The loaaaa is encouraged ia hire Alena reeldenti to tha aatant they era available and qualified. lo perform worn dona In
A**** m connection with this leeaa The laeaae than tvbmH annually la Iha Director. Dfrtsion of Minerals and Energy Management, lor Iranamlaai.yi lo
the Alaska Oepenmeot of labo# a report that dtisdi tho specific measures tha laaaaa end Hi eonlraetere and subcontractors hive laken or are planning
la late le recruit Qualified Alaska residents lo# available Jobs, and describee on-(he-|ob training op.vortunlllaa The report mual e'eo Include stallllicel
dais concerning tne number of raiidani personnel hired within lha past year for Alaska operations.

53 CONDITIONAL LEASE  Htil or a pari of ihe laaaad s/ea Island that has bean selected by the ttaieundonan ol in# Or.tad Slain grant-
ing lands to Iha aiata but Iha land has not ba.« patented to tho slate by Iha United Elates, then thla teats <l aeond'Ucel laaaa aa provided by law until
me oslemi becomes effective Il for eny reason me eaieetion tanot finally approved, or the paler | docs not baeo-a cried vs. any rental, royalty, e# other
production cu profit-bated payments rr.de to tha stale under lhla Isaac will not ba refunded.

SS NONDISCRIMINATION  The leasee and the leasee** contractor* and subcontractors may not discriminate agalnat any *mp *y*a or ap-
plicant bateua* of race rafigion. marital alelua. enange In rearlial aiatul. pregnancy, ptrenihood. physical hangicap. cofor, ata. age or natronatorlgtn ae
ad owlm AS tl 50 370 Theliiae* and Us coniradoca ano mubconliariora mull, on bec'nning any opartliona under thla tons pen In a conipicuoua
piece nolicea aefting out this nonoUcrim(nat'<on C’cMalon

54 M FvtiTiOnS AlJiworda and phmaet used In lhit laaaa ar* to be Interpreted where possible In the manner raowirad in rttpacl le In* in.

Itrpr.i.ijonefsltlylea Of 10 040, However, tha lettowi rd* have, the fofl6«:ng meanings wh'ejt |ha conleat unayoidably reau-res cmerwies:
HERSI IR e e

13) ‘'pea' meant *mnatural gat feacapt ne'tum oat) and ill e<her hydreeirgons prpducad that ara nor defined in inia laaaa as oft;

(Si “tteoctotad ivbKancea* means ad substances aaeapt hatium produced as an incidantot production ol oh or gas bv cre-nary pro-
iiuciian marhodt and nor d*fmad m this laaaa aa oft or gai;

141 drilling* maa*a lha a« of boring a hof* to reach a proposed beHorn hole local's* through which »'i or gar may ba produced if an-
countered in paying Quantiltoi and includes radnNMg. sidetracking deepening. or ofher means necessary lo rsecn mo proposed belta* hole location,
leering togpng plugging and omaropararioni necessary and Incidental la thaacivsi boring gf ma ng*.

(S) ‘reworitmg spa'it-ona' meant w oparsrioni eni g*tg te seewft. tailor*, or Improve production thrg.gh k «i wia 0' a no'# &

miui'r dniad 'ndud.ng bw'notfimiltdto mechan'ctiorc**m>etM«*atmantpi»nyhoruon.g'uggingbacklo'asihign.i alrsis etc .

in  “piying cuantu as" meant Quantities twfftciant ipyltoJa rsiumlInaicasi oteperiUng costs. *>#* ‘tdvung andtQj pmpni coils
mas 'Star be racato ard ma u*d«rii» ng conaiderad aa a whsi# may uuimaiafy rtauil in a css. Qwa*tHiaa ar# *!.!''« »*to»aiarplm w aieeet
0' ops'aitog ecus unless innst iuinlR.at. not considering ir » esiti of transportation tn< marvnin; + j prXuSi s."-iiM 'iranug to induce a
prvJa*' opttto' to gr*duca iv u Qua al and .t * Vk ;{

| *o
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7 re* mtjeurst means on, eels ol Qod. unuav Iy *#*4's <atihdr. or an othe ause hoyond i laaaay’ nable abill-
trtoIorcsc*orco (trL rnc{n e* oot tIonalvrsher Pinno ren.pori t fecH I%h%nd als r{églludrcg ecisio aorYacko ?r
;.ON e t tor oll, pea’ an aaaocrrla aranc uaa on iha lagaa araa>rr evegﬁ ent rode

a S | ;ﬂf ent unt?rvauaot 0N, »aa, aau ar

unavo oa I al 10 er
%neaa saved. ?va o om ma a lad araa an%a[fﬁr >(raad onfhaf aaaada}? a lor attraction ol natural aor omar 0ro
araajd vatuf U for th* pu'poaaa of eompullng royalties due undar mil laata. tha vatu of royalty oil. g*a. or saaocialed aubilaneas mull

notba tail man Ihg hignes
‘ﬁ(V do'm%iacr%e %\P raho Ia]aaraa' HQ L %Ilrﬁ( oelgradcgtrr/b%n le £ ducer* Inlho lama t\an
i il e

grea lor oil ol Ik 3

and gravity ro Hraa Ced o | wa de érrateoeta 1 ttincal are ad
r removec tiom ihd [asted or unrl reaorh Irvere oanattract‘PB T fh ate on la 3@ runrtaraaA m«ra]arercrtman
mrre]}a %rgeggrrgpgte y other pro ucersl ume werghted average will be calcu ated ng a [agaar num erorproet received by other producera

helarraa rice Inthe llgid raraa]lorlhaorl . & e eﬁi]ra aubgjancaa: X
% Ogmr J dlpl Of 0'[

n@r a% drac T eur'r%* i ron e ele%regoo
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Id! Tha alala ma y stablish minimum valuta lor lhe purpo of computing royalties on oil, gat. ated tubtlincaa obtained front
m .| laaaa, wllh con*'dtr*I>on being given lolh* *rlee adu hy alverl by lhala .loth* prlc rprical paid In ITh* tin t Held o a for production
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30 REDUCTIONOF ROYALTY i it po*uciion  *woy*sra Item W nwhich it le<and or unll area ¥ Tocaiad he oocurred,
in* alala. In 1P di**f*Hm, may raduc* I I *xbpxaliam lo oar royally on *dl it laaa.J ara* 0>on any beci or ﬁ_Fon "onoima HUM ara* *g-

lagiIMI lot TOydly purpoa** uoon D) FPou1 by IhalP*>*_ ) * ole’/ ahowind by It PP5x¢ that I rmranu™ from = ana asavelaiad aub-
alanesa produoecﬂJu Ih*ﬁald i~ treufliciani lo roduoe *r**m?’tala r ol ralumwlih raac*oi lo I* laaiza™ lokdl Ir»>**ln?‘hl Intha lield and @ a

I || e+ Iald
eaarmow' Imq’ﬁ' a}f ‘ H 'mm' ' + tht n*t */ romlhl* [**i*, For
’ho dpqrgoaala *a ﬁ Lon ol h r0| d*<*f« n dﬂ accor wII JrAACSJ W1 3»«a o«a ra
% onl atao vg:w an 0 nmf roa Io «| V(M
ara deve men ac rautnI aaverao o rtm raIa o * Citiha York Man a| an
E@% &m JH']fan A} n rncaoo unnt mont
lalaaaa a aaollocl on 1803 .
DYSIONIMO This Lease. IN* alale aa tasaor and i Iaaaa**pr*« lo b*tDUﬂby I-hprnrralona
>, r>”ng-=;
T|||a _____ Brown, Director, DMEM

Titlet Richard

STATE OF XLASKX

e ad
Third Judicial Dialed )

Thia lakocardlly Irel on ared ( [?
el i O'viaiion *r uinara” ally and Inargy u/nao; C'&lat* of Alacka. Oeoaf |« nt OFW U%g Boaourcala and who edQMa lacec end aeknowl-

cdp*d voluntarily ilaniogHon b1l ol lasSta Alat alllaasor

Notary public in and -**-»» m

Myeommiialon eap &a 5TATE CralaSJca
NOTapv niinf|q

CAROL D. WILKINSON

My CammJaalon hpl/M, Op. If, \QU
INSERT NOTARY ACKNOWtEOOIUENT OF LESSEE ft SIQMATUAt HERE
This is to certify thsc onV«A-*2>3 | 11*3, before &e appoarcd J. Andrew Bschner,
Jaces P. Dieringar, Jr,, W.G. Stroeckcr, and Richard E, Vagner of J. Andrew Buchner et a
and who executed thla Iceeo and acknowledged voluntarily aigning lc

£ R o»\.
Kocary Jp%lic in and for Alaska
My comaitaion axpireat



o EXHIBIT "A BOOK  PAGfe A5~A.
TRACT 39-01 Burrow Recording DUlrict  #

T. 13N, R. 13 E., Umlat Meridian, Alaska

Section 17,  Protracted, All 640.00 acres;
ectijon 18, Protracted, A %%%88 acres;
Sectjon 19, Protracted, A 00 acres:
Section 20, Protracted, All 640.00 acres;
%ection 28, Protracted, All 640.00 acres:
ection 26, Protracted, All 640.00 acres;
Section 27, Protracted, All 640.00 acres;
Section 28, Protracted, All 640.00 acres;
Section 29,  Protracted, AIll 640.00 acres.

This tract contains 5744.00 acres more or less.

§ 4-0579
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HITIOATIUO MEASURES

AS 30.0S.035(«)(14) and tha departmental delegation of authority give tha
Director, Division or Minarala and morgy Management (DHEH), tha authority to
impoaa Condition* or limitations, 1in addition to thosa isposed by atatuta, to
ensure that a resource disposal is in tha stata®"s beat Interact. Lease
stipulations will ba enforcod throughout the tern of tha lease. Heaeures
listed undar "Plans of Operations and Other Tttros of Sale™ will be 1imposed
through Plans of Operations and other permits to mitigate tha social and
environmental affects of lease activities. These measures have been developed
considering the Social, Economic, and Environmental Analysis for Lease Sale
39, public comment, and measures imposed 1in prior north slope lease nales.

Lease stipulations
1. Spill Prevention Control and Councormeasure (SPCC) Plani

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

2. Discovery of historic or archaologic objects:

In the event any site, structure, or object of historic or archoologlc
significance la discovered during operations on the leased area, the
lessee must report isvntdiately such findings to the Director, DMEM, and
make every reasonable effort to proserve and protect such site, structure,
or object from damage until the Director, after consultation with the
State Historic Preservation Officer, has given directions as to it6
preservation.

3. Seasonal drilling restriction:

Thla stipulation will be devaluated periodically on the basis of
experience and new information.

A principle purpose of this stipulation la to ensure that the migration
route of the bovhead whale will be oil free in the fall.

This stipulation assumes compliance with otherwise applicable laws and
regulations, including a Plan of Operations approved by the Department of
natural Resources (DN'K) and an Oil Discharge Contingency Plan approved by
the Department of Environmental Conservation (DEC).



Tho restrictions act out below apply only to exploratory drilling
offshore. As a matter oC policy, the state does not Intend to Impose
seasonal drilling restrictions during development or production stages;
however, seasonal restrictions will be Imposed as neceanary in the
development and production stages to satisfy requirements of the federal
Endangered Species Act and other applicable state and federal laws and

regulations.

The seasonal drilling restriction does not apply to exploratory operations
on PlIngok 1island, which has boon identified by the commissioner of Natural
Resources, in consultation with the Comnissionern of Environmental
Conservation and Fish and Game, as analogous to upland areas because of

its size and configuration.

Logistical, construction, and other activities related to exploratory
drilling may bo restricted outside tho barrier islands during the fail

whale migration.

The threshold depth as used in this stipulation is a point above which
magor accumulations of hydrocarbons are not likely. This depth will be
determined on a case~by-case basis by the Division of Minerals and Energy
Management after consultation with the Alaska 0Oil and Gas Conservation
Comission and, when appropriate, the Minerals Management Service.

Tier 1 is effective immediately. Tier 2 will be available on a
case-by-case basis for each propoced veil.

TIER 1

A. On ar.d inside the barrier ialands- (Figure 1 indicates the tracts and
portions of tracts that are located "cn and inside” end "outside"™ the
barrier islands.)

1. Exploratory drilling and other downhole activities above a
predetermined threshold depth will be allowod yoar-round.

2. Testing will be sliowed year-round provided that casing has been
set through the zones to be tested and DNR and DEC find compliance
with applicable laws and regulations.

3. Exploratory drilling and other downhole activities below the
predetermined threshold depthwill beailoved from November 1 to May
IS, except on tracts atthe mouths of magor rivers that are inundated
by river overflow in the spring. Cn thoco tracts, which are shown in
Figure 8, exploratory drilling and other downhole activities below
the predetermined threshold depth must cease by April 30 unless the
Commissioner of Natural Resources, 1in consultation with the
Commissioners of Fish and Came and Environmental Conservation,
determine* that ice conditions justify an extension to May 15.
Exploratory drilling and other downhole activities below the
predetermined threshold depth will beallowed during the ™"open water"”
poriod except during the fallbowhead whale migration.
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rot th® purpose of administering this stipulation# “6pen water* shall
begin wh®n tha ice concentration between the drill flite and a major
onshore staging and support araa (such as tha Wect Dock) does not
restrict tha transport of hoavy equipment and nupplits (including
drilling muds, cleanup equipment# caning and drill rigs) and when tha
ice concentration within a nil# radlun of the drill pad is 25 percent
or lass. Onca a determination 1is made that open water conditions
axist# drilling and othar downhole activlt> below tho threshold depth
will not ba suspended until the conneneemeni of the bowhead whale
migration or freezeup, whichever 1is first, e*en if lIce incursions
result in lce concentrations greater than 25 percent.

The Director, Division of Mineral* and Energy Management (DMEM)# in
consultation with the Department of Dwlronmental Conservation (DEC)#
shall determine when the criteria statad above have been net based
on: 1) information obtained from on-site inspections by Department of
Natural Rasourcas (DNR) or DEC representatives, at the request of the
lessee# or 2) corroborating information and photographo obtained from
a qualified independent consultant hired by the lessee who certifies
that these conditions exist.

4. A monitoring program will be required if lessees propose to drill
above the threshold depth or test through casing during the fall
bowhoad whale migration. The program will be initiated and funded by

the lessee(s) proposing to conduct the activity. The proposed
monitoring program should be oubmittod with the lessee"s Plan of
Operations for the well for review by DNR# the National Marine
Fisheries Service and other members of the Beaufort Sea Biological
Task Force. If the proposed monitoring program is approved by DNR,
the lessee may conduct th* stipulated operations during the migration
period (provided other necessary state and federal permits have been

obtained).

Qufldo the barrier Islands

1. Exploratory drilling and other downhole activities above the
predetermined threshold depth will bo allowed year-round except
during the fall bowhead whale migration.

2. Testing Will be allowed year-round# except during the fall
bowhead whale migration# provided that casing has been set through
the zones to be tested and DNR and DEC find compliance with
applicable laws and regulations.

3. Exploratory drilling and other downhole activities below the
predetermined threshold depth will be allowed from November 1 to May
15, except on tracta at the mouths of major rivers that are likely
subject to river overflow In the spring. Exploratory drilling and
other downhole activities below the predetermined threshold depth on
these tracts must cease by April 30 unleos the Comalsslontr of
Natural Resources, 1in consultation with the Commissioners of Pish and
Came and Environmental Conservation# determines that ice conditions
justify on extension to Kay 15.



TIER 2

All

exploratory drilling and other downhole activities will be allowed

areawlde year-round except outaide the barrier islands during the fall
bowhead whale migration. Whale monitoring will bo required to determine
when the whales are actually migrating through or near the area.

This modification of th# drilling restriction will be approved on a
caoe-by-case basis for the benoflt of lessees who demonstrate compliance
with applicable laws and regulations, Including the theoretical and
physical capability to detect, contain, clean up and dispose of spilled

oil

in broken ice conditions.

Plans of Operations and Other Terms of Sale

Lessees must submit a detailed plan of operations to the Division of Minerals
and Enecgy Management for approval prior to conducting any exploratory or
development operations. lhe lessee shall concurrently submit an informational

copy of

its plan of operations to the Worth Slope Borough. The following

restrictions will be imposed as a condition of the approval of plans of

oparationsi

1.

Road and pipeline crossings must be aligned perpendicular or near
perpendicular to watercourses. Permanent facilities will be
prohibited within 500 feet (152 m) of the Colville and ugnuvarlk
rivers. Facilities will be prohibited within 100 feet (30 m) of all
other streams and fish-bcarlng lakes unless the Director, Division of
Minerals and Energy Management, after consultation with the
Department of Fish and Gama, determines that such facilities
placement will not disturb critical wildlife habitats or that such a
requirement is not feasible or prudent. The Department of Pish and
Game will 1identify potential fiah-beating lakes within 30 days of the
date a request for approval of a plan of operations is r«csived. The
Department of Fish and Game will confirm the presence or absence of
fish at th# earliest opportunity .whon ice conditions permit. If fish
are not present in lakes, th* 100 foot setback provision may be
waived.

Measures will be required to minimise the impact of Indjstrial
.development on key wetlands, waterfowl and shorebird... K*y wetlands
include deep pendent grass ponds and lakes (Class 1V) and basin -
complex wetlands (Clans VI), ar.d coastal wetlanda (Class VIII).
Measures will include restricting certain facility siting to tho
least environmontally sensitive portions of these wetlands. Specific
measures Include the requirements thati

S. Lessees identify on a map or aerial photograph tho largest
surface area within which it is anticlpatod that a facility lo
to be sited, or an activity is to occur. The map or photograph
must accompany tho plan of operations submitted to DHKM. DM&H
and the Department oi Fish and Game will identify the least
environmentally sensitive area(s) within the industry-identified
area of interest. The Industry-identified surface area nust bs
large enough to contain the proposed facility and to accommodate

planned expansion.

10-



b. Drill pads, roads, pipeline* and other facilities must ba altad
outsida of productive Claes 1V, VI and VIII wetlands, unites tha
Director § DHEX,. after consultation with the Department of Fish
and Gama, .detormines that theco are no feasible alternatives;.

0. Where facilities must be sited within Class 1V, VI and VIII
wetlands, suc"i facilities will be sited, deoigned and
constructed in a manner that will maintain natural hyurologlcal

patterns and prevent oil contamination.

d. Draining or dawatcring Class 1V, VI and VIII wetlands Is
prohibited.

Impermeable lining and diking will be required for sewage ponda and
onshore oil storage facilities (with a etorage capacity greater than
660 gallons). Buffer zones of not less than 100 feet and up to 1,500
feet will be required to separate oil etorage facilities (with a
capacity greater than 660 gallons) and sewage ponds from freshwater
suppllas, streams, lakes, and Class 1V and VI wetlanda unless tho
Director, DMOl, after consultation with the Department of
Environmental Conservation, determines that such a requirement is not
feasible or prudent. Sumps and reserve pits must be imparmeable and
otherwise fully contained through diking or ot" ar means.

All lease activities and structures must be designed to maintain
normal water flov or drainage patterns and to allow froe movement and
safe passage of fish and nanmals, unless tho Director, dmem, after
consultation with the Department of Fish and Game, determines that
such a design ia not feasible or prudent.

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

Facilities and surface transportation routes must be consolidated to
the extent feasible and prudent.

v
No restriction cf public access to, or use of, the leased area will
be permitted as a consaquence of oil and gas activities except in the
immediate vicinity of drill sites, buildings and other related
structures. Such areas where access in to be restricted must be
identified In the plan of operations. No lease facilities or
operations may be located where they would block public accose to or
along navigable and public waters aa defined In A5 38.05.365 (22) and
(23). If lease facilities are proposed to be located in the Vicinity
of these public waters, an easement will be reservod under
AS 38.05.127 and 11 AAC 53.330 to ensure the right of public access.

The lessee must include in any exploration and/or development plans a
proposed environmental training progeam for all personnel involved in
exploration or development activities (including personnel of the
lessee™s contractors and subcontractors) for review and approval by



th* Director, DHfW. The program muat be designed to inform each
person working on the project of specific types of environmental,
social, and cultural concerna which relate to the individual®s Job.
Th* program muot be formulated and implemented by qualified
instructors experienced 1in each pertinent field of study and must
employ effective method* to ensure that pernonnel understand and us*
techniques necessary to preserve archeological, geological, and
biological resources. The program must also be designed to increase
tha sensitivity and understanding of personnel to community values,
customs, and life stylo* in areas in which such personnel will bo

operating.

Th* lessee must also submit for review and approval a continuing
technical environmental briefing program for supervisory and
managerial personnel of the lessee and Its agents, contractors, and

subcontractors.

Tha lessee. Is encouraged to hire Alaska residents to the extent that
thoy ere available and qualified, to perform work done in Alaska in

connection with this lease. A* indicated In paragraph 31 of the
lease form, the lessea must submit annually to tha Director, Division

of Minerals and Energy Management, for transmission to the Department
of Labor, a report that details the specific measures the losGee and
its contractors and subcontractors have taken or are planning to take
to recruit qualified Alaska residents for available Jobs, and
describes on-tho-Job training opportunities. The report must also
Include statistical data concerning the number of resident personnel
hired within the pact year for Alaska operations.

Solid waste disposal on natural or artificial islands and into marina
waters, rivers, streams, natural lake* and Class IV and Vi wetlands
is prohibited. Defore tho lessees dispose of solid waste in other
areas, th* disposal must be approved through permits by the
Commissioner, Department of Environmental Conservation.

Discharge of produced water, drilling muds, and cuttings:

a. Disposal of produced water to freshwater bodies, including Class
IV and VI wetlands, 1is prohibited. Disposal of produced waters
k in upland areas, including Class 1V and VI wetlands, will be by

subsurface disposal techniques, except that the Commissioner of
the Department of Environmental Conservation nay permit
alternate disposal methods if he detcraines that subsurface
disposal techniques are not feasible or prudent.

b. Discharge of drilling muds and cuttings to lakes, streanms,
rivers, and Class IV and VI wetlands is prohibited, uplands
disposal of contaminated muds and cuttlnga may be mad* into
approvad sumps and reserve pits which are impermeable and
otherwise fully contained through diking or other means.



12.

Ct Discharge oi produced vateco into open oc ice-covered marine
waters of less than 10 meters in depth 1ia prohibited. All
submerged Sale 39 tracts* except eeaward portions of Tracta 3,
A, 8, 9, 13, 14, 19, 20, 25, 27, 20, and 33 ara within tha
10-neter 1ioobath. The Commissioner ol tha Dapartacnt of
Environmental Conservation may approve discharges into watero
greater than 10 meters in depth based on a case-by-case review
of environmental factors and consistency with the conditions of
a development production phase general NPDES permit for the sale

araa.

d. Disposal of oil-based or oil-contaminated drilling muds and
cuttings to offshore waters and on soa ice is prohibited.

e. During winter exploratory drilling, drilling muds and cuttings
free of hydrocarbon contamination may be disposed of on the sea
ice surface in areas free of cracking or major stress
fractures. During periods of reduced ice thickness or
instability, uncontamnated drilling muds and cuttings may be
discharged under sea ice if ice surface disposal methods, such
as direct disposal by pumping, artificial thickening of soa ice
or use of light or routine drilling effluent handling equipment,
are 1impractical. Each part of drilling fluid discharged under
sea ice Dust be pcediluted with nine parte seawater.

f. During summer exploratory drilling, drilling muds and cuttings
free of hydrocarbon contamination may be discharged to open
water. The discharge shall be diluted at a ratio of at least
nine parts seawater to one part drilling fluid. Drilling muds
and cuttings generated from winter drilling may not be
stockpiled at the drill site for open water disposal excapt when
above ice disposal 1is determined impractical due to brokan ice
conditions. The disposal of drilling muds within the two-meter
isobath and the entiraty of Simpson Lagoon is prohibited unless
the lessoa can demonstrate to the satisfaction of the
Commissioner of the Depertmont of Environmental Conservation
that effluents can be adequately dispersed,

g. Disposal of drilling muds and cuttings during development and
production will ba eubjoct to the conditions of NPDES permits
issued by the Environmental Protection Agency and those State of
Alaska Coastal Management Progran consistency requirements
incorporated in or accompanying the NPDES permit.

bcploratlon facilities, with the exception of drill pads, will be
temporary and must not be constructed of gravel. However, use of
existing abandoned gravel structures may be permitted on an
individual basis by the Director, dmem, after consultation with the
Director of the Division of Land and Water Management and the
Department of Pish and Case. Approval for use of abandoned
structures will depend on the extent and method of restoration needed
to return these etructucee to a usable condition.

-13-



In ratting gravel needs foe exploration, development, and production,
gravel from ne,arbY abandoned drill pads and existing natarlal sites
must ba uaed first unless the Director, Division of Land and Water
Management, after consultation with the Director, DMEM, and tha
pepartment 0T FiSh and Game, determine* that tha reuse of auch

sources is not feasible and prudent.

Gravel mining citcc required for exploration activities nuct not ba
located within an active floodplain of waterooursas, unless tha
Director, Division of Land and Water Management, after consultation
with the Department of Fish and Game, determines that a floodplain
source will cause the least adverse environmental impact. Mining
site development and rehabilitation within floodplainc must follow
the procedurea outlined in Gravel Removal Guidelines For Arctic and
Subarctic Floodplaini, 1980, U.S. Fish and WIlldLifa Service-Woodward
Clyde consultants. Under AS 16, Department of Fish and Game approval
is required if the mining site is located within an anadromous stream

or could block fish passage.

Borrow extraction from barrier islands it prohibited. Borrow
extraction from lagoons and nearst.ors areas is prohibited unless the
Director, Division of Land and Water Management finds, in
consultation with the Department of Fish and Game and the Department
of Environmental Conservation, that, on the basis of scientific
evidence, borrow extraction in these areas will not adversely affect
die environment or that no alternative feasible and prudent source

exist.

Gravel mining sites required for development activities will be
restricted to the minimum number of upland or approved offshore sites
needod to develop the field efficiently and with minimal
environmental damage. Where feasible, upland gravel sites will be
deeigned and constructed to function as reoervoirs for winter water
supplies. Gravsl mining will not be allowed from active floodplalns
during development and production activities, unless the Director,
Division of Land and Water Management, after consultation with tha
Department of Pish and Game, determines that there is no other
faasiblt and prudent alternative.

~Pipelines will be located so as to facilitate the containment and
clean up of spilled hydrocarbons, where feasible, pipelines will be
located on the upslope side of roadways and construction pads unless
the Director, Division of Land and Water Management, determines that
sn alternative sits is an acceptable environmental alternative.

All garbage and refuse will be incinerated. Residue and nonburnables
will be disposed of at an approvod upland site. Mo new solid Ffill
disposal sites, except posMbly for the disposal 0i drilling muds and
cuttings, will ba approved during the exploratory phase.

Except for those on approved exploratory drill aites, stationary fuel
storage facilities shall not be placed, r.or vehicle refueling occur,
within the active floodplalns. Exceptions may be allowed during the
permitting process under .55 16.06.870 for the refueling of
slow-moving construction equipment, such as graders, tractor pulleo
scrapers and front end loaders, within floodplalns.

-14-



20.

21.

22.

Prior to tho construction or placement of any onshore structure,

road, or facility resulting from exploration, development, or
production activities, tho lessee aunt conduct an Inventory of
archeological and hlatoilcil sites within the area affected by a
proposed activity. Such Inventory nust consider literature provided
by the North Slope Borough and local residents, documentation of oral
hletory regarding historic and prehistoric uses of such sites,
evidence of consultation with the Masks Heritage Resources Survey
and the National Register of Historic Places, and site surveys. The
inventory must also include a detailed analysis of the potential
effects estimated to result from the proposed activity. The
inventory must be submitted to the Director, DMEM, for distribution
to the Director of the Division of Parks and the Mayor of North Slope
Borough for purposes of review and comment. In the event that an
archeological or historical site or area nay be adversely affectod by
an activity, the Director, DMEM, after consultation with the Director
of the Division of Parks and the North Slope Borough, will direct the
lessee as to what course of action will be necessary to mitigate the

adverse effect.

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

Interest.

The following measures will be imposed by the Department of Fish and
Came under Title 16 of the Maska Statutes to protoct anadromous

streams:

a. Alteration of river banks 1is prohibited unless approved by tho
Department of Plah and Gome.

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

C. The operation of equipment, excluding boata, in open water areas
of rivers and streams will be prohibited unless approved by the
Department of Fish and Cane.

d. Bridges must bo used as watercourse crossings whenever
feasible. Culverts may be used only when bridges ere ahown not
to be feasible or prudent. The siting, design, and construction
of both bridges and culverts must be approved by the Department
of Pish and Cane prior to the placement of either of these
structures.

e. Removal of freshwater or enow cover from fish bearing rivers,
streams, and natural lakes will be prohibited froa frees* up
until spring breakup. Compaction of snow cover overlying
fish-bearing waterbodies will ba prohibited except for
perpendicular crossings approved by th* Department of Fish and
&tae. If ice thickness is not sufficient to facilitate a

crossing, lea and/or snow bridges will be required.

-15-



23.

24.

Water intake pipe# utilized foe summer water removal from the
river must be surrounded by a ecreened enclosure to prevent fl»h
‘ntrainment and |mp|n?ement. Pipes and screening must ba
deaignod and constructed so that the maximum wafer velocity at
the Surface of the screen enclosure i» no greater than 0.1 foot
per second. Screen »eah size shall not exceed o.04 inch unless
another sise has been approved by the Department of fish and

Came.

To protsct fish and other aquatic fauna, explosives must not be
detonated within, beneath, or in close ?rommlty to fish-bearing
waters. unless prior drilling indicates that the” waterbody,
including its substrate, is solidly frozen. Tho minimum’
acceptable offset from fish-bearing waters for various size

charges 1st

1-2 pound charge 60 feet
5 pound charge 120 feet
10 pound charge 170 feet
25 pound charge 270 feet
100 pound charge 530 feet

Lessees ars advised that documented anadromoue rivers In and
adjacent to the lease sale area Include: tho Colville,
Ungnuvarik, and Kuparuk rivers.

the lessee will be responsible for onsurlng that an adequate supply
of water is available for winter use through development of such
means as storage reservoirs and snow melting. Water appropriations

shall be authorized pursuant to AS <6.15.

The following measucos will be required to minimize impacts on the
Central Arctic Caribou Herd.

a.

The movement of equipment and personnel to and from Sale 39
tracts through the Kuparuk calving ground of the Central Arctic
Herd depicted in Figure 3 may be restricted between Kay IS and
June 25. All authorized movement of equipment and personnel
must ba on established roads and muat be consolidated and
scheduled to reduce disturbance to caribou. The necessity and
conditions for limiting equipment and personnel movement will be
identified on a case-by-case basis during review of plans of
operations by the Director, Division of Minerals and Energy
Management, in consultation with Alaska Department of Fish and

Cane.

Pipelines should be consolidated to the extent feasible and muct
be constructed to allow safe passage of caribou. Adequate
elevation, ramping, or burial of pipelines will bt required 1in
areas identified by the Department of Fish and Cane as important

caribou movoment zones.
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25.

26.

27.

28.

29.

30.

Stoutes of travel nuai avoid preferred polac boat donning habitat
unlaas human aafcty dlctataa otharwlaa. Polar beara dan on Pingok
and Oottle lalanda and within 25 nllca of the coastline 1in daaply
drifted areas (6 ft. or gcaater) adjacent to tha cutbsnks of
drainages. lha une of axploalvaa will be prohibited within 1/4 nile
of cutbanks identified by the Department of Plah and Game. the
Department of Piah and Game will make nape Ildentifying documented
high density polar bear denning habitat available to the Director and
lessees within 45 days of tha data a request for approval of a plan
of operations la received.

The following provisions will govern aircraft operations 1in and near
the sale araa.

a. ffoo Hay IS through September 30, aircraft must fly at altitudes
of greater than 1,500 feat (457 m) or at a lateral distance of
one nile around barrier lalanda, lagoona, river deltaa, and
wetlands within one mile of tha Beaufort Sea coast (excluding

take-offs and landings).

b. Proa Hay 15 througn June 20, aircraft overflights within 30
riles (24 kn) of tha coast between the Colville and Kuparuk
rlveta nust avoid caribou by an altitude of at least 1,500 feet
(457 m) or a lateral distance of one mile (1.6 km) (excluding
take-offs and landings).

C. Human safety will take precedence over aircraft restrictions.

Surface use will be ceetclcted, aa necessary, to prevent unreasonable
conflicts with local subsistence harvests.

Bidders art advised that the North Slope Borough (USB) Assembly has
adopted a Comprehenelve Plan and Land Management Regulations under
Title 29 of the Alaska Statutes. The regulations require USB
approval for certain activities necessary for exploration and
development of the lease. The state ray not in all instances accept

this assertion of jurisdiction.

During the conduct of all activities related to this lease, the
lessee will be subject to the provielons of all valid coastal tone
plans and ordinances. DKD4 will require, as a condition for
consistency approval of lease operations, such modification or
stipulations as may ba necessary to ensure consistency with the
Coastal Management Act, and with sound plannlr.g and management of
coastal tone resources.

Plana of operations foe lease activities and specific permit
applications which are subject to approval by tha U.S. Corps of
engineer* or which require a Certificate of Reasonable Assurance from
the Department of ttwiron.tentAl Conservation must be submitted
simultaneously for stste sgoncy review and approval, at least 60 days
prior to the proposed conduct of such Activities.



31.

32.

33.

34.

33.

36.

1C only the eubeutface estate in owned by tho state, or If th#
surface 1» owned by the state but aubject to third party interests,
including any nativ# ollotmente, tha laaaaa must not ent«r upon such
land until tha lessee makes a good faith offort to agree with the
surface Interest holder on settlement of damages that may be caused
by laasa activities. If an agraomant cannot ba reached. Director.
DMi*. has tha authority to approve the actlvlt* , provided adequate
provisions have been made with the state to pay for any damages the
surface interest holder r.ay suffer.

The proposed activities under a plan of operations must not
unreasonably diminish tho use and enjoyment of landa encompassed
within a native allotment. Before entering a pending or approved
native allotment, leasees must contact the Bureau of Indian Affairs
and tne Bureau of Land Management and obtain approval to enter. |If
required. lessees must also comply with applicable federal law on
native allotments.

In conducting offshore geophysical surveys, neither lassoes nor their
agents will use explosives In open water areas. Offshore geophysical
eurvsya will be restricted as necessary during tha spring to comply
with the provisions of tho Karine MnB<mal Protection Act. Offshore
geophysical survays will ba restricted as necessary during the fall
to comply with tha provisions of the Endangered Species Act as they
relate to the bowhead whale, in determining these restrictions, the
Director, DHfX, will at a minimum consult tha North Slops Borough,
ths Alaska Eskimo Whaling Commission, tha Beaufort Sea Biological
Tack Force, and affectod permittees.

Continuous fill causeways are prohibited. Koncontlnuous fill
cauceways nay be permitted when the Director, DHQ4, after
consultation with the Department of Fish and Game and the Department
of environmental Conservation, determines that a causeway is
necessary for field development and that no other feasible and
prudent alternative exists.

An 0il Discharge Contingency Plan will be required for offshore
operations under AS 46.04.030 and 18 AAC 73.

Oil and gas transportation pipelines will be encouraged if the
Director, DMQ4, determines that the laying of such pipelines Is
technically feasible and environmentally preferable to transport via
oil tanker. Pipelines, including flow and gathering lines, must be
designed and constructed to provide adequate protection from water
currenta, storm and ice scouring, aubfreetlng conditions, and other
hasards as determined on a ces»~by-case basis. Following the
installation of a pipeline of sufficient cepaclty, no crude oil will
be transported by surface vessel from offshore production sites,
except in an emergency. The Director, DHEM, will evaluate the
emergency and determine an appropriate response to the condition. If
the uae of a pipeline Is not feasible and preferable end surface
.transportation must bo employed, all vessels used for carrying
hydrocarbons to shore will conform with all standards established for
such vessels, pursuant to the Ports and Waterways Safety Act of 1972

(46 U.S.C. 311(a)) and the Port and Tanker Safety Act of 1971
1221),
of[*



37.
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38.

39.

Han/ of the environmental concerns aeeocieted with the offshore
tracts within tho ares of the joint redecal-Stote Beaufort Sea Sale
(Sale 30) apply to the offahore tracts In the Sale 39 aree.
Consequently, 1in the enforcement of stipulation Ho. 3 and Terns of
Sain Nos. 8, 1S, 33, and 36 of Sale 39, the Director, DrtiX, will
continue to receive recommendations from a biological task force
composed of designated representatives of the following state
agenciesi Department of rlsn and Game, Department of Environmental
Conservation, and Department of Natural Resources. In addition, the
office of the Governor and repreaantatives of intereetsd federal
agencies, including the Bureau of Land Management, U.S. Pleh and
Wildlife Service, Mineral* Management Service, the National Marine
fisheries Service, and the Environmental Protection Agency will be
afforded the opportunity to continue their participation in theto

consultations.

The movement of equipment and personnel to and from Sale 39 tracts
through the whistling swan staging area in t13N, R8e, Umiat

Meridian 3 will be restricted as neceaaary between July 1S and
September 1. The necessity and conditions for limiting equipment and
personnel movement will b* identified on a cate-by-case basis during
review of plans of operations by the Director, DHDi, 1in consultation
with tha Department of Pith and Came,

for tho purpose of administering the aeascnal drilling restriction,
Stipulation 3, the boundary between tho araas classified as *on or
Inside* and *outeide”” the barrier ielanda will be a line connecting
the following salient pointei

Salient Pt. No.

Latitude

Longitude

16045-3 70*14%19.00* 146*38*12.00
N-7792349.21 £-513710.7*
16062-44 70*28"35.30* 146*49*%06.40
N-7819850.41 £432180.64
BPT-001 70*%33"13.40" 149*56*53.50
N-7030108.992 X-390487.331
BPT-002 70*%33*14.20* 149*56*41.20
N-76J0127.395 1-390615.559
BPT-003 70*33"31.60* 149*55*25.40°
N-7630628.325 £391423.076
DPT-007 70*33"30.CO0* 149*50"38.20*
N-7831057.169 £-394410.303
DPT -008 70*%34*13.50%* 149*44*02.10°"

N-78 31597.007

-19-

£°398325.866
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| INTRODUCTION AND BACKGROUND

On November 13, 1992, Exxon Corporation, Amerada Hess Corporation, and Chevron USA,
Inc., (collectively Exxon) applied for approval of the proposed Thetis Island Unit Agreement
(Agreement). The Agreement proposes to combine for unitized exploration and development six
Individual state of Alaska oil and gas leases (collectively leases) comprising an area of
approximately 25,085 acres. The proposed Thetis Island Unit_area'is located in state-owned
waters of the Beaufort Sea immediately northwest of the Kuparuk River Unit.

The Leases involved in the p

roposed unit were issued as aresult of the state of Alaska Lease Sale
No. 39, Beaufort Sea Offsnore/Uplands, held on May 17, 1983. These Leases, ADL 355025,
ADL 355026, ADL 355027, ADL 355028, ADL 355033, and ADL 379301 were issued on state
of Alaska lease form DMEM-4-83 F}Net Profit Share) which provides for a 12.5% royalté share
and a 30% net profits interest for the Stale. The Leases became effective August 1, 1983 for a
primary term of ten (10) years.

Exxon Corporation, the proposed unit operator, was not an ori?ir]al working interest owner in the
Leases. Exxon, Corporation acquired woiking interest in the Leases by virtue of
formout/participation agreements with the original working interest owners, Amerada Hess and

Chevron.

The proposed Agreement is the state of Alaska Model Unit Agreement form (Revised April 1990)
with modifications proPosed by both Exxon and the State. The proposed modifications include
(116) changing the royalty share from a 12.5% share plus a_net profit share to a fiat royalty of

6667% tinder AS 38.05.180(p), (2) a waiver of the working interest owners' right to earn”an
exploration incentive credit under AS 38.05.180(i), and1(3) a waiver of any right to a reduction of
royalty under AS 38.05.180(] ) ter the start of sustained unit production

from the unit area.

The Agreement provides for plans of exploration, development and operations within the unit area
without regard to internal lease boundaries. The plan of exploration sets forth a five year schedule
during which Exxon agrees toa number of conditions required by the state. Exxon agrees to drill
three Wells and acquire seismic data within the unit area during die term of die plan ofexploration,
with provisions for unit termination if diligent exploration and development of the unit area does

not continue on schedule.

The Agreement provides that the Commissioner of the Department of Natural Resources
(Commissioner) must separately a%prove the unit plan of operations before any operations may be
undertaken within the unit aread. The plan must contain: (1) statements and maps or drawings
giving the sequence and schedule of operations; QZ) the projected use requirements of the proposgd
operations, including the location and design of well sites, material sites, water supplies, waite
sites, buildings, roads and utilities; (3) plans for rehabllltatlngz the affected area; and (ﬂw a
description of procedures designed to minimize adverse effects on other natural resources and other
uses of the area, including fish"and wildlife habitat, historic and _archeologmal sites, and public use,
These plans must be circulated. to other state and local aPenmes for their review and comment
before approval by the Commissioner. The proposed plans must also be consistent with the
Alaska Coastal Management Program hefore operations may commence.

Pursuant to 11 AAC 83.306, the Division of Oil and Gas (Division) determined that the application
was complete on November 23, 1992, Pursuant to 11 AAC 83.311, public notice of the
application was published In the Tundra Times on November 25, 1992 and in the Anchorage Daily

ews on November 27, 1992. Copies of the apCpllcatlon and lire public notice were also provided
to interested parties in conformance with 11 AAC 83.311, as well as to the Alaska Departments of

ACO 10169403
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Environmental Conservation and Fish and Game, the North Slope Borough, and the Alaska Oil
and Oas Conservation Commission (AOGCC). ‘'Hie public notice invited comments on the
application from interested parties and members of the public.

Tho public notices allowed thirty days to submit any comments. The comment period ended
December 28, 1992, One commént was received bg,t e Division from the North Slope Borough,
Office of the Mayor. That comment expressed no objection to the proposed Thetis Island Unit.

Il. DISCUSSION OF DECISION CRITERIA

In accordance with AS 38.05.180(p) and 11 AAC 83.303, the Commissioner will approve a
proPosed unit agreement if the Commissioner finds that the agreement is necessary or advisable to
protect the public interest. To find that a proposed unit agreement is necessary or advisable to
protect the public interest, the Commissioner must find Ihat me proposed unit will: (1) promote the
conservation of all natural resources: $2) promote the prevention of economic and physical waste;
and (3) provide for the protection of all parties of interest, including the State.

In evaluating. these criteria, the Commissioner will consider: (1) the environmental costs, and
benefits of uhitized exploration and development; (2) the geological an/i engineering characteristics
of the potential hydrocarbon accumulation or reservoir proPosed for unitization; (3) prior
exploration activities in the proposed unit area; (4) the applicant's_plans for exploration or
development of the proposed unit area; (5) the economic costs and benefits to the State; and (6) any
other relevant factors (including mitigation measures) die commissioner determines necessary or
advisable to Protect the public interest. The following discusses these criteria and considerations
with respect to the proposed Thetis Island Unit.

(A) The Conservation of All Natural Resources, Unitization of oil and gas reservoirs is
generally recognized as a prudent means of conservation. Without unitization, die
unregulated development ot reservoirs tends to be a race for possession by competitive
operators. The results can be: (1) overly dense drllllng, especially alon% property
lines; (2) rapid d|33|Pat|on of reservoir ?ressure: and (3) irregular advance of
dlsplacm% fluids, all of which contribute to the loss of ultimate recovery oreconomic
waste. The concentration of surface activity; duplication of production, gathering, and
processing facilities; and haste to get oil to the surface also increase the likelihood of
environmental damage (such as spills and other surface impacts). Although
conservation orders and field rules issued by die AOGCC would midpatc some 0f
these,lmf)acts without an agregment to unitize operations, unitization provides die most
practical method for maximizing oil and gas recovery, while minimizing negative
Impacts on other resources.

The Agreement will promofe the conservation of both surface and subsurface
resources through the unitized (rather than the Icasc-by-leasc) development. Although
the extent of any oil and gas conuined in the P_rospectlve reservoirs has not been
determined, the Agreement will accelerate exploration and maximize recovery from the
Leases if a commercial hydrocarbon reserve is discovered.

@) The prevention 0f Economic and Physical Waste. Traditionally, under unitized
operations, the assignment of undivided equity interests in the oil and gAS reservoirs to
each lease largely résolves the resource consefvation problem. Economic and physical
waste, however, could still occur without an -.quitable cost sharing formula, and a
well designed and coordinated develoRment plan. Consequently, a unit agreement
must equitably divide cosu as well as hydrocarbons (benefits), and plan to maximize

physical and économic recovery from any reservoir.
AGO 1016940*
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An equitable allocation of hydrocarbon shares discourages hasty or unnecessary
surface development. An equitable cost-sharing agreement promotes efficient
development of common surface facilities and operating strategies. An equitable
cost-sharing agreement, and a mutually acceptable unit operator, allow the working
interest owners in the unit to decide rational well spacmF requirements, reinjection
strategics, and the proper common, joint-use surface facllidcs, Unitization prevents
economic and physical waste by eliminating redundant expenditures for a gwen level
of production, and avoiding loss of ultimate recovery by adopting a unified reservoir
management strategy.

Unitized operations greatly improve development of reservoirs with variable
productlvmg across adjoining Leases, Marginal economic reserves, which otherwise
would not e produced ona lease b%/_ lease basis, often can be produced through
unitized operations. Facility consolidation saves capital, and promotes better reservoir
management for all working interest owners through pressure maintenance and
secondary recovery_procedures. In combination, theSe factors allow IessProflta_bIe
areas ofa reservoir to be developed and produced in the interest of all parties,

including the State.

The Protection of All Parties in Interest. Including the State. Unitization seeks to
rotcct the economic interests of ajl working interest owners of a common reservoir,
Jcompbining their interests and jointly oE,erat!n? under a unit agreement and unit
eratllng aqreement, each individuil working inferest owner is_dssured an equitable
pfocation ot costs and revenues commensurate with the value of its leasc(s).

The State's economic interest is furthered under the Agreement hecause exploration
will likely occur earlier than without unitization. Dlllﬁl;_entexplorathn under a sln%le
aPproved unit plan without the complications of compe mP operators is certainly in the
State's best inferest because it promotes efficient evaluafion of the State’s resources
yet minimizes impacts to the region's cultural, biological, and environmental
resources. If acommercial discovery is made, the State's eConomy will be stimulated
frotm ,tthe production-based revenue, oil and gas-rclatcd jobs, and service industry
activity.

The Agreement provides for accurate reporting _and,record-_keeping, State concurrence
with operating procedures, royalty setdement; in kind taking, and emergency storage
of oil, all of which will further the State's interest.

1. DISCUSSION OF CONSIDERATIONS
The following matters were considered in evaluating the criteria discussed in Part n, above.

(A)

The Environmental Costs and Benefits of Unitized Exploration or Development. The
proposed unit area Is habitat for a variety of fish, waterfow| and marine mammals.
As a result, the area is occasionally used by residents for subsistence hunting and
fIShIn%. |t IS anticipated that oil and’ gas activity in tire proposed unit area will impact
some Nabitat, and may impact some subsistenceactivity, lire extentof this impact will
de,P,end on a number of variables, including the effectiveness of actions taken to
mitigate the impact, the availability of alternative habitat and subsistence areas, and the
ability of tire fish and marine mammals to adapt to some displacement and changes in

their habitat, AO 10169405



If ongoing measures such as seasonal restrictions on_specific activities in certain areas
especially designated prlmary{ waterfow! areas, required consolidation of facilities, and
requlatign of waste disposal, continue to. minimize surface impacts, the anticipated
e_xRIoratlon and development related activity is not likely to significantly impact bird,
fish, and mammal populations. In any ‘case, the anticipated activity under the
Agreement will impact habitat and subsistence activity less than if the Leases were
deveIoP.ed and produced individually. Unitized exploration, development and
production minimizes surface Impact

The Leases contain stipulations designed to protect the environment. These
stipulations address the protection of F[lm,ary waterfow| areas, site restoration
construction of pipelines, seasonal restriction's on operations, and avaidance of
seismic hazards. Virtually all activities which may occur following unitization arc
subject to a coastal zone consistency determination, and must comply with both the
State and North Slope Borough coasfal zone management plans.

State upitization regulations require that the Commissioner approve a proposed plan of
operation hefore any operations may be undertaken. A proposed plan of operation
must describe the dperating procedures designed to prevent or minimize adverse
effects on natural resources and other uses of the unit area and adjacent areas.
Further, before undertaklntq operations, the unit operator must guarantee full payment
of all dama?e sustained to fne surface estate, by reason of entering the land. Finally, a
proposed plan of operations must include plans for rehabilitation of the affected unit

area after completion of operations.

The Geological and Engineering Characteristics of the Reservoir. Pursuant to
11AAC 83.356(a), a unit mustencompass tire minimum area required to include all or
ﬁan of one or more oil or gas leservoirs, or all or pan of one or more potential
ydrocarbon accumulations. Geolo%;lcal, geophysical, and engineering data from
Unocal's East Harrison Bay #1 Well, and"wells” in the nearby Kuukpik Unit and
Kuparuk River Unit, as welf'as geophysical (seismic) records_from tire proposed unit
area, were evaluated by the Stale to determine the approprlate boundaries for the
Proposed unit area. These data included both confidential and non-confidential well
ogs,dqeologlcal Cross sections, seismic sections, and test results from the earlier wells
drilled in the area. In addition, Exxon's geologic structure and isopach maps derived
from its proprietary interpretation of these data were examined.

The State's evaluation of the subsurfacegeolog% supports the conflﬁuratlon_ of the
Thetis Island Unit area as proposed. Exxon has demonstrated that a legitimate
geological prospect, which may contain_one or more producible oil and gas
accumulations, underlies the proposed unit area. The Division's review of the
geological information support tire inclusion of the six leases within the proposed unit

area.

Prior Exploration Activities in the Unit Area. As mentioned above, exploration wells
have been drilled around tire proposed unit area, but not within it. In addition, many
miles of geophysical (seismic) data have been acquired to define the potential
structures and traps which may contain hydrocarbon accumulations within and around

the proposed unit area.

The Applicant'sTlans for Exploration or Development of the Proposed Unit Area. In
the five year term of its initial unit plan of exploration, Exxon commits to drill three
exPloratlon wells and conduct additional geophysical (seismic) data activity to
delineate any hydrocarbon resources determingd to exist within tire unit area. The plan

1 A 10169406
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includes: (1) drilling the injtial unit test well before April 30, 1993; (2) driIIingi,the
second unit explorafory well during the 1994-1995 winter drilling season; (3%d|’| lin

die third unit exploratory well or acquiring addidonal seismic data during the 1995-
1996 winter season, and"(4) drilling the third exploratory well before the expiration of

the initial five year term.

The plan sets forth a tlmely sequence of reservoir delineation activities to facilitate the
reservoir's ultimate development and Rroductlon if oil or _?_as is discovered in
commercial quantities. Completion of these exploration activities as scheduled will
satisfy the performance standards and diligence requirements to which the State and
Exxon have agreed os a condition for approval of the Agreement If any of the
activities in the initial unit plan are not performed as scheduled, the plan will be in
default, and the Agreement will automaucally terminate on the date or any such non-
performance. These grovmons insure that the lease extensions resulting from
unitization pursuant to 11 AAC 83.336(a)(2) continue only so long as Exxon proceeds

diligently with exploration and development.

(E) The Economic Costs and Benefits to the State and Other Relevant Factors. Af)proval
of the Agreement economically benefits the State in the near term through employment
associated with the assessing of the hydrocarbon potential of the subject Leases, In
addition, should a commercial discovery result, the State's Iongl-term royalty and tax
revenues will be enhanced, and private development capital will remain“available for
alternative oil and gas activity in the State.

The Working Interest Owners of the proposed Thetis Island Unit have provided
technical data sufficient to define the prospect under consideration, have committed
their diverse lease interests to the proposed unit, have aPreed to a plan ofexploration
which assures a tlmely sequence of drilling and development activities in order to
evaluate and develop all die acreage within the Proposed unit area and have committed
their combined financial resources to pursuing that plan.

V. AMENDMENTS TO THE MODEL UNIT AGREEMENT FORM

As noted, the six leases proposed for inclusion in the unit provide fora 12,5% rogalty share and a
30% net profits interest for die State. In its application, Exxon reguested diat the State's net profits
interest be removed in exchange for an increase in the fixed royalty share from 12.5% to
16.6667%. Exxon submitted prmleqed and confidential Eeotechnlcal and economic data to the
Division in support of this request. . In_this information, Exxon's economic assessment (which
included an assessment of the geologic “Sk|> of the Thetis Island prospect indicated that the current
lease net profits provision precluded exploration and development of the proposed unit area.
Increasing the nominal royalty rate in lieu of retaining the net profits share would create more
favorable ‘economic conditionsfor exploratory drilling t0 occur sooner rather than later, if at all.

AS 38.05.180(p) provides in pertinent part:

The commissioner mav. with the consent of the holders of the Leases involved,
establish, dlAagCL, or revoke drl||ln?, producing, and royaIt_Y requircmerts of the
leasts and adopt regulations with reference to_the Leases; with like consent on the
pan of the lessees, m connection with the institution and operation g{ Acooperative
or unit plan as the commissioner deten tines ngcessary or proper to secure the
proper protection of the public interest (Emphasis added.]

A0 10169407
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Based on the Division's independent analysis of Exxon’s confidential economic and geologic
information, it was concluded that Exxon's fequest would be In the State's best interest and would
meet the criteria of the statute if Exxon also agreed to waive: (1) any right to earn the exploration
incentive credit under AS 90. 80(I) originally availablo under the lease term; and (2) any rlght
to request a reduction of royalt%/ under s _38.6/5.]80(%) or. (p). until_ten years after the start'of
sustained unit production. " After negotiations with the Division, Exxon has agreed to these

conditions.

Pursuant to AS 38.05.180(p), approval of the Agreement is conditioned upon submittal by Exxon
and approval by the State of amendments and additions to the state of Alaska Model Unit
Agreement form which incorporate all of the agreed upon amendments to the Leases which were
proposed for inclusion in the unit area.

The State proposed amendment language which was forwarded to Exxon for its review on
November 23, 1992. (See attachment). As a further condition of the State's apErovmg the
Agreement, the required amendments must be ratified by the lessees, submitted by Exxon; and
approved by the State no later than forty-five (45) days following' the effective date of this

Decision.

oo
o
Ol—

V. FINDINGS AND DECISION
Based on the foregoing, | find:
1. The public notice requirements of 11 AAC 83.311 were mcL

2. The_A reement, conditioned upon the performance Ol: Its lan of cxploradon, IS
advisable to protect the public interest, and is in the Stare's best interest

3. The Agreement will conserve all natural resources, including hydrocarbons, gravel,
sand, water, wetlands, and other valuable habitat.

4. The Agreement will prevent the waste of oil and gas, and increase the probability of
reCO\/tettlng more oil and gas from the unit area if oil or gas is discovered in commercial
quantities:

5. The Agreement, with the amendments outlined in Article [V of thii Decision and
Fmdm?i:lwul equitably and adequately protect all parties in interest, including the
sure of Alaska.

6. The Agreement will not further diminish access to public and navigable waters beyond
those limitations (if any) imposed by law or already contained in the oil and gas Leases
covered by the Agreement.

7. The unitized development and operation of the subject leases with any others which
may be incorporated in the future, if oil or gas is discovered, will reduce the amount of
land and fish and wildlife habitat Ihat would otherwise be disrupted by individuallease
development. = This reduction_in environmental impacts and interference with
subsistence activity is In the public interest.

Some environmental impact, however, is still likely. Unit development must proceed
according to an approved plan of development.” Before undertaking any specific
operations, a unit plan of operations must be submitted to die Division and other
appropriate state and local agencies for review and approval. All oilier required

A 10169*08
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permits also must be %ranted before drilling operations may commence. Additjonal
mitigating measures, beyond those provided within the individual Incases, will be
imposed, if necessary of advisable, through conditioning the approval of a plan of
operations and other permits, Adverse environmental impacts will be minimized by
requiring strict adherence to these mitigating measures.

8. The Agreement, with the amendments outlined in Article IV of this Decision and
Findings, will assure a fair and equitable return to the State from any production of
hydrocarbons from tire unit area.

9. The economic benefits to the State as a result of the expedited unidzed exploration and
potential development of the Thetis Island Unit area outweigh the economic costs to
die State of extending die primary term of certain of the Leases committed to die unit.

10. Based upon t_hegeolo%ical and engineering.data submitted to the Division in supportof
the unit application, the area included within the Thetis Island Unit encompasses all or
pan ofon; or more potential hydrocarbon accumulations.

11. The Agreement provides for further expansions and contractions of the unit area in die
future, as warranted by addidonal informadon and data. Therefore, the public interest
and the correlative rights of all parties are protected.

12. Exxon's initial plan of exploration provides for the rational exploration of potendal
hydrocarbon zones in the unit area, as well as fur diligent development activities
before the ultimate production of any hydrocarpons that may he produced. Additional
exploration and/or development plaris dre required to be submitted once the initial plan
ofexploration expires.

13. The plan of exploration_meets the requirements of 11 AAC 83.303 and
11 AAC 83.341 if the following condition is incorporated into die plan:

The proposed exploration actjvities conducted in accordance with
die umc lines specified constitute die oerformancc standards and
dlll%ence requirements to which the State and the Thetis Island
Unit Working Interest Owners,have agreed. The agproval 0fthe
Thetis Island Unit is conditioned upon Exxon_ Corporation's
compliance, as Unit Operator, with these specific performance
standards. If any of the exploration activities outlined in the unit
plan of exploration, arc not performed as_scheduled, the
ttexplprattlon plan will ‘be in default and the unit agreement will
erminate.

14, Pursuant to 11 AAC 83.341, an annual update to the plan of exploration which
describes the status of projects undertaken and the work completed, as well as any
proposed or expected changes to the unit plan of exploration, must be submitted for
aPprova! to the State. Any thanges to the unit plan of exploration, if approved by the
State, will be in accordance with Article 8 of the Agreement,

15. Pursuant to AS 38.05.180(p), Paragra?h 40 of the Leases cniided "Share of Net
Profit,” shall be eliminated from eachof the Leases. Further, the royalt)é rate_specifie
in Paragraph 35 of the Leases shall be increased from 12.5% to 16.6667%. Finally,

AO 10169409
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16.

17,

all lessees agree toélz waive any right to earn the exploration incentive credit under
AS 38.05.180(0 and the tenns and conditions of state of Alaska Lease Sale No. 39;
and (2) waive any right to request a reduction of royalty under ASi38.05.180(j) of (p)
until ten years after the start of Sustained Unit Production.

As_a further condition of the approval of the Agreement, it must be amended a

ratified by the lessees to accommodate the termsand conditions of Article V.(15) to
this Decision and Findings. The amendments must be submitted by Exxon and
approved by the State no later than forty-five (45) days following the effective date of

this Decision and Findings.

The Agreement, modified by the terms and conditions imposed u
Decision and Findings, meets the requirements of AS 38.05.180(p

11 AAC 83.303.

nd

pon it by thig
an

For the reasons enumerated earlier in this Fin_dincT; and subject to the conditions noted in this
Decision and Finding, | hereby approve the Thetis IsTand Unit Agreement effective this date.

i, im
Date

for. Glenn A. Olds, Commissioner
Alaska Department of Natural Resources

Attachments: Delegation of Authority from Commissioner to Director, Division of Oil and Gas

Division of Oil and Gas letter to Exxon, dated November 23, 1992

TWoUmI Tt"-Ln,(

aco 10169410



Alaska State Legislature

State Capitol

Official Business Juneau AK™ 99801

MEMO

T0: Betty Wallace
Barrow LI10
via fax: 852-7114

al
FROM: Annette Krcitzer, Aide to (W j
Senate Resources Committee/

DATE: April 2, 1996
RE: SB 318: Nonhstar Lease Agreement

Attached is information you requested for SB 318.
Schedule of meetings: 3 pages
Legal Opinions: 11 pages
Lease Agreement 15 pages
TOTAL: 30 pages including this one

Am sending Iyou almost everything, with the exception of the leases referred to in the
agreement.” It you desire to add on to the teleconferences; please call Juneau to do so. It
will_be_listen only until the committee gets thrOU?h the fact _flndm% then gprobably
beginning Saturday, April 13) the committee will begin taking public testimony.



Alaska State Legislature

Senate Resources Committee _
Slate Capitol

Official Business Juneau AK 99801
MEMO
T0: All Legislators
FROM: Senator [vorcn Ixman, Chairman

Senate Resources Committee
DATE: April 2, 1996
RE: SB 318: Northstar Lease Agreement Hearings
Attached are the topics for the next scheduled hearings on SB 318. Please feci free to
attend the hearings.
Scheduled Hearings:
Wednesday, April 3: 7:00 - 9:00 p.m. in the Butnovich Room
Thursday, April 11 6:00 - 8:00 p.m. in the Butrovich Room
Saturday, April 13: 10:00 am. to 1:00 p.m. in the Anchorage LI0



Chapter 085

Chapter. CHO085

Source: SCS CSHB 207§SFIN) am S
Action Date: June 19,1995
Effective Date: June 20, 1995

AN ACT
Relating to adjustments to royalty reserved to the state to encourage otherwise una:onomic
production of oil and gas; and providing for an effective dale.

* Section 1. AS 36.30.850(b) is amended by adding a new paragraph to read:

. (33) contracts between the Department of Natural Resources and contractors
qualified to evaluate hydrocarbon development, production, transportation, and economics, to
assist the commissionér of natural resources in evaluating applications for oil and gas roa/alty
increases or decreases or other oil and gas royalty adéustments_ and evaluating the felate
financial and technllcal data entered into under AS 38.05.180()).

* See. 2. AS 38.05. 80|%is amended to read:
(H The [TO PROLONG THE ECONOMIC LIFE OF AN OIL AND GAS HELD
OR TO REESTABLISH COMMERCIAL PRODUCTION OF SHUT-IN OIL OR GAS
THATWOULD NOTO EECONOMICALLY FEASIBLE, THE]

o —
T
m
)
==
%)
=
lwe]

commissioner
58 ma1y rovide for tut increase or decrease or otherwise modify (SHALL ADOPT
REGULATIONS TO ALLOW REDUCTION, OFJ royalty, to allow for production that would
not otherwise be economically feasible, on individugl leases, leases unitized as described in (p)
0 this section, leases subject to an agreement described in (S) or (£) of this section, or interests
unitized under AS 31.05; the commiSsioner may act under this subsection to modify the royalty
_(A) afterthe effective date of this Act and not later than July 1,2015, s long as thé
authority to modify royaléy under this subparagraph has been authorized or reauthorized by law
within the 10 years preceding the commissioner's action to modify the royalty, to allow for
production from an oil or gas field or pool if
_ (1) the 0il or gas field or pool has heen
delineated sufficiently to allow the commissioner to
conduct the analysesand make the findings required by
this subsection; and _
(i) the field or pool has not previously
produced oil or gas for sale; . , _
_(B) to prolong the economic life of an oil or gas field or pool as costs per barrel or
barrel equivalent increase; or _ o
C) toreestablish Moductmn of shut-in oil or gas;
() ﬁ THE COMMISSIONER) may not grant a [REDUCTION OF] ro1yaltl<
modification Unless the lessee or lessees requesting thé modification make [REDUCTIO
MAKES] aclear and convincing showing that a modification of royalty meets the requirements
of this subsection and is in the Dest interésts of the state;

o
—
o

P



%B) descrile, in the findjnqs and determinations required by this subsection, the
relevant factors, including Prlce, projected production rate or volume, predicted ultimate .
recovery, and development, operating, and transportation costs, upon which the modification is

based;

. (C). foramodification under (1)(A) of this subsection, set out the terms and
conditions, which _ _ o
(1) must include a mechanism for adlustmg

royalty percentage based on price; using forecasts of

the range of futute prices and their probabilities, the.

mechanism must provide lhat the valug of the potential

revenue increases resulting from rogalty percentage

increases must exceed the value of the potential

revenue losses resulting from royalty percentage

decreases; and _ o

(i) may include, in addition to the royalty

Percentage adjustment based on price, which must meet

he conditions specified in (i) of this subparagraph, a

further ad%ustment based on production rate or volume

from the field or pool; and _ _

_.(D) foramodification under_{lg,(B) or (1)(C) of this subsection, set out the terms
and conditions, which may.include substitution of a sliding scale royalty or other mechanism to
modify the royalty if there is a ¢change in the relevant factors, such &s price, projected
Producnon_rate of volume, predicted ultimate recovery, and development, operating, and
ransportation costs, upon which the modification. is based:

4) may not grant a royalty modification for a field or pool . _

A?] under &1 (A) of this subsection if the royalty modification for the field qr pool
would establish a royal \f rate of less than five percent in'amount or value of the production
removed or sold from a lease or leases covering the field or ?00; o
_ 18) under(l%(B) or(l)&Q of this Subsection if the royalty modification for the
field or pool would establish a royalty rate of less than three Rerc_ent In amount or value of the
production removed or sold from’a Iéase or leases covering tne field or pool;. _ _

N 5,2_ ma?;not grant a royalty modification under this subsection withou* including an
explicit condition that the royaItK modification is not assignable without the prior written
approval of the commissionér, the commissioner shall, in"the preliminary and final findings and
drtemtinadons, set out the conditions under which the royalty. modification may be assigned;

(6], shall require the lessee or lessees to submit, with the application for the foyalty
modification, financial and technical data that demonstrate that the requirements of this
subsection arc met; the commissioner shall o _

. (A) _require disclosure of the financial and technical data related to development
production, and transRortatlon of 0il and gas from the field or pool that are necessary to make a
determination as to whether or not to granit the request for royalty modification; and

keep the data describéd in (A) of this paragraph confidential under AS
38.05,035(2)(9) at the request of the lessee or lessees making application for the royalty
modification; the confidential data may be disclosed by the commissioner to legislators and to
the legislative auditor and as directed By the chair or vice-chair of the Legislative Budget and
Audit Committee to the director of the division of legislative finance, the"permanent employees
of their respective divisions who arc responsible for evaluating a royalty modification, and’to
agents or contractor; of the legislative auditor or the legislative finance director who are engaged
under contcht to evaluate the'royalty modification, provided they sign an appropriate
confidentiality agreement; _ o -

{?) may require the lessee or lessees making application for the rayalty modification to
pay for the services of an independent contractor, qualified to evaluate hydrocarbon
development, production, transportation, and economics, who is selected by the commissionr



assist the commissioner in evaluatin%n_the application and financial and technical data; selection
ofon mdej)endent contractor under this paragraph is nol subject to AS 36.3

shall
. (A) make and_Publish a,pr,elimin,arg_findings and determination on the royalty
modification application; it the preliminary findings and determination concerns a royalty
modification under (1)(A) of this subsection, the preliminary findings and determination shall
also be presented to the %lovernor for the governor's approval or disapproval; the governor may
not delegate a determination to approve or disapprove a preliminary findings and determination
under this subparagraph: o _ o
(B) foraroyalty modification under (1)(A) of this subsection, if the governor
approves the preliminary findings and determination under (A) of this paragraph,
) g_lve reasonable public nodce of the
preliminary findings and determination;
(i) concurrently with the issuance of the
Eubllc notice, unless directed by the Legislative
ud_?et and Audit Committee to do otherwise, make
available copies of the commissioner's |ore||m|r]qry _
findings and determination on the royalty modification
application and die supporting financial and technical
data, including the work papers, analyses, and
recommendations of any contractors retained under (7)
of this subsection, to persons authorized under (6K B)
of this subsection to review the data; and
~(ill) invite public comment on the
preliminary findings and determination during a 30-day
period for receipt of public comment; _ o
(0 foraro altY modification under (1)(B) or (C) of this subsection, if the
preliminary findings and determination approves a royalty modification.
) é;,lve reasonable public notice of the
preliminary findings and determination; and
~(ii) invite public commenton the
preliminary findings and determination during a 30 day
period for receipt of public comment; o _ _ _
E)9) shall aadress in any findings and determinations required under this subsection
the reasonably foreseeable effects of the pro?osed royalty modification on the state's revenue; _
(1_0{ _shall offer to appear before the Legislative Budget and Audit Committee to provids
the committee areview of the commissioner's preliminary findings and determination on the
royalty modification application and the supportln%fmanmal and technical data; if the
Legislative Budget and Audit Committee accepts the commissioner's offer, the committee shall
give notior of the committee's mee,tln?:] to all members of the legislature; if, under EGXB) of this
subsection, the financial and technical data must be kept confidential at the request of a lessee or
lessees making application for the royalty modification, the commissioner may appear before
the committee in executive session;

I1) shall make copies of the preliminar findin%s and determinaiion available to

A& the Ereendm officer of each house ﬁNTER ST, INCLUDING
RESTORATION OF HIE STATE'S ROYALTY SHARE INTHE EVENT OF AN
INCREASE IN THE PRICE OF OIL OR GAS. BEFORE APPROVING A ROYALTY
REDUCTION, THE COMMISSIONER SHALL MAKE A WRITTEN FINDING THAT
THE STATE HAS OBTAINED THE MAXIMUM POSSIBLE ECONOMIC RETURN
THAT ISCOMPATIBLE WITH AIXOWING AREASONABLE RATE OF ECONOMIC
RETURN FOR THE LESSEE. AND SEND COPIES OF THE FINDING TO ALL
MEMBERSEofthe legislature; _ _

(B) the chairs of the legislature's standing committees on resources; and



(C) the chairs of the legislature's special committees on oil and gas, if any;

(12) shall, within 30 days after the close of the public comment period under (8) of tlii

subsection, . o o
o (SA) prepare a summary of the public response to the commissioner's preliminary
findings and determination; o _
(B) make a final findings and determination and present it to the %overnor for the
gpvernor's approval or disapproval; the governor may not delegate a decision to approve or
isapprove a final fmd_mdgs and determination presented under this subparagraph; the
commissioner's final findings and determination regarding a royalty modification, if approved
by the governor, is final and not appealable to the court; o
_ transmit a copY of the final fmdmgs and determination prepared under (B) of
this paragraph to the lessee or lessees making application for the royalty modification; =
D) with the consent of the lessee or lessees applying for the royalty modification,
amend the lease or unitization agreement of the lessee or lessees applying for the royalty
modification consistent with the commissioner's approved final findirigs and determination; and
_SE) make copies of the final findings and determination available to each person
who submit fg comment under (8) of this subsection and who has filed a request for the copies;

is not limited by the provisions of AS 38.05.134(3) or (0 of this section i

commissioner's determination under this subsection.
See. 3. AS 38.05, ISO(P) is amended to read: . . .

p) Toconsent the natural resources of all or a pan of an oil or gas pool, field, or like
area, the lessees and their representatives may unite with each other, or jointly or separately with
others, in ool'ectlvdr adopting or operating Under a cooperative or a unit plan of development or
operation of the pool, fieid, orlike area, ora pan of it. when determined and certified by the
commissioner to be ncccsmry oradvisable in the, tblic interest. The commissioner may, with
the consent of the holders of leases involved, establish, change, or revoke drilling, Producmg
and royalty requirements of the leases and adopt regulations with reference to the leases, with
like consent on the pan of the lessees, in connection with the institution and oPeratlon ofa
cooperative or unit plan as the tommissioi'cr determines necessary or proper to secure the
proper protection of the public in'crest. The commissioner may not decrease royalty on leases
In connection with a cooperative or unit plan except as provided in (j) of this section. The.
commissioner may require oil and gas leases issued under this section to contain a provision
requiring the lessee to operate under a reasonable cooperative or unit plan, and may prescribe a
plan under which the lessee must operate. The plan must adequately protect all parties in
Interest, mcludln% *. state.

Sec. 4. AS 38.05.1tAXs) is amended to tead: _ .
~(s) When separate tracts cannot be individually developed and operated in conformity
with an established weII-spacm%or development Bro ram, a lease, or a portion of a lease, may
be pooled with other land, whether or not owned by the state, under a communization or drilling
a?reement pro.vldmt[; for an apportionment of production or royalties among the separate tractr
of Land comprising the drilling or spacmgz_unlt when determinéd by the commissioner to be in
the public interest. Operations or production under the agreement are considered as operations
or production as to each lease committed to the agreement. The commissioner may not
decreglls?j royalty on leases in connection with a communization or drilling agreement except as
provided in
0) of this section. _
» See. 5. AS 38.05.180(1) isamended toread: N »

(t) The commissioner may prescribe conditions and approve, on conditions, drilling, or
development contracts made by one or more lessees of oil or gas leases, with one or more
Persons ‘when, in the discretion of the commissioner, the conservation of na.ural resources or
he pubhc convenience or necessity requires it or the interests of the state are best served All
leases operated under approved drilling or development contracts and interests under them, are
excepted in dctcnnimng holding or control under AS 38.05.140. The commissioner may not



decreasg royalty on a lease or leases that arc subject to a drilling or development contract except
as provided in ({) of this section.
* Sec. 6. This Act takes effect immediately under AS 01.10.070(c).
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State of Alaska
Department of Natural Resourcei
Division of Oil and Gas
3601 C Street, Suite 1380, Anchorage, Alaska 99503

Fax Confirmation Phone (907)465-2400 Fax (907)465-3886
FACSIMILE TRANSMITTAL

DATE A TIME: April 3, 1996 4:20 PM

PLEASE DELIVER TO: Annatte Kreitzer
Alaska senate Resources Committee

FAX NUMBER: 465-3810

NUMBER OF PAGES (Including cov«r): \]
FROM: Ksn Boyd

COMMENTS:

senator Halford asked for a legal analysis regarding tha
conclusion that ths development account on a lIsass is
transferable by the original lesse” to the lessee's assignee.

Attached is a copy of a decision by Judge Fabe, now Justice Fabo,
reversing ths DNR's decision that ths development account could

not ba tranefered. Justice Fabe's rationale was that tha state's
oil and gas leasing statute, AS 38.05.180, contemplates a laaaa-
epacific system, not a laaaaa-apacific eystsm and tha development
account ia lease, not lessee, specific. Accordingly, she

concluded that an assignment of tha laaaa conatitutas and
assignment of tha development account.

cc: Jeff landry, DOL

Attachment
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IN THR SUPERIOR COURT rOR THE STATE OF ALA8KA

THIRD JUDICIAL DISTRICT

BP EXPLORATION (ALASKA),
INC .,

Appellant,
Vil

STATE OF ALASKA, DEPARTMENT
OF NATURAL RESOURCES,

Appallea.
Case No. 3AN-90-225 Civil

Ca«e No. 3AN-90-277 Ciivil

MARATHON OIL COMPANY, an (Consolidated)
Ohio Corporation,

Appellant,
ve.

STATE OF ALA8KA, DEPARTMENT
OF NATURAL RESOURCES,

Appellee.

DECISION
This court, having considered the parties' briefs
on appeal, the reoord on appeal, and oral argument on January

24, 1991, hareby REVERSES tha dacliion of the Department of

Natural Resources for the following reasonst

I FACTUAL BACKOROUNP

In Daoember, 1979, tha State of Alaska conducted

an oil and gae lease sale* issuing a net profit share lease
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(hereafter "NPSLm) to Marathon Oil Cbmprny (hereafter “Marathon¥*)
and Amerada Haas Corporation (haraaftar "Amerada"), asco-lessees,
Tha NPSL mathod is generally describad In AS 38.05.1B0 aai

a fired oaah bonus with a fixed royalty shara reserved

to the state of not lass than 12 1/2 percent In

amount or value of tha production removed or sold

from the lease with tha share of tha net profit

derived from tha lease reserved to tha state as

the bid variable. AS 38.05.160(f)(5).

Tha relevant regulations, 11 AAC 63.201-295, detail tha system,
under which the leasee maintains a production revenue account,
a development account, and a not profit payment account.

Whan the lease begins to produce, the lessee applies revenue
gained against the development costs expended. Only after
recovering the development costs does the leaseo begin to

pay the state a percentage of its net profits.

In 1960, Marathon and Amerada entered into a contract
with BP Exploration, Inc. (hereafter "BP"™) to drill a wall.
Surface entry was to be on land leased to BP, and the bottom
hole was to be on land leased by Marathon and Amerada.
Disagreements arose as to various dotails of the drilling,
and a lawsuit resulted. In an effort to settle the case,
Marathon and BP entered into a preliminary agreement by which
Marathon would assign its interest in the lease to B?, retaining
a future production override in return for BP's payment of
an undisclosed amount. As an essential part of the agreement,

Marathon and LP intend that Marathon's development account,

worth $23 million, transfer entirely to BP.

-
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Tho parties wrote to the Department of Natural Resources
(hereafter “DNR"™), requesting DNR's interpretation of tha
relevant regulation! aa to whether the development account
could tranafer to BP. DNR, on April 14# 1989, responded that
the development account was lessee, not lease, specific and
that tha account would not transfer in its entirety. Under
DNR's interpretation, BP would have a development account
balance that reflected its own direct costs, as well as that
portion of the BP/Marathon contract that could be attributed
touNacquisition of development expenses™.

Marathon and BP asked DNR to reconsider its position
and, on August 3, 1969, DNR confirmed its earlier interpretation,
stating that the decision "comports with both the purposes
of NPSL leasing and the insistency of industry that NPSL account
balances be lesaee-specific to account for the unique situation
of each lessee™. Again, on October 4, 1969, after reconsidering
its earlier decisions and meeting with the parties, DNR's
director affirmed DNR's position, noting that " (v]hile policy
or fairness considerations arguably favor the treatment requested
by Marathon and BP, 11 AAC 83.219(b)(7) precludes this treatment".
The commissioner, on appeal, affirmed tha director's decision

on December 7, 1969.

11 AAC 83.219, entitled "Development Costs", provides

as follows 1
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(b) The lessee's development costs for e NPSL
eruel direct chargee, as defined in 11 AAC 83.243#
that are not excluded under 11 AAC 63.217 and that
are directly attributable to a NPSL for...

* «

(7) that portion of the full consideration
given by the lessee in acquiring a production interest
in the NPSL that is properly attributable to the

wells, facilities and equipment on or in support

of the NPSL which direotly result in or are necessary
for continued or enhanced produotion from theNPSL,
as opposed to the consideration given for thelease

itself; tha leasee transferring tha production

interest must credit his development account for

a like amount.... 11 AAC 83.219(b)(7).

BP and Marathon presently appeal DNR's decision.
bp argues that DNR erroneously interpreted 11 AAC 83.219,
asserting that the development account ia lease, not lessee,
specific and that an assignment of the laase constitutes an
assignment of the development account. In support of this
position, Bp refers to the statute's language, federal
interpretation of similar federal atatutea, and legislative
intent. BP also allege* that this interpretation violates
the lease's express terms.

Marathon joins in with thase arguments and adds
that DNR's decision represents an unconstitutional taking,
violates equal protection, anriches the state, and
constitutes a restraint of alienation.

1. STANDARD OP REVIEW
The primary issu”™ on appeal le whethar DNR correctly

Interpreted the leasing statute and regulation, AS 38.05.180
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and 1J AAC 83.219, respectively, in rofusing to recognize
the validity of tha transfer from Marathon to BP of tha development
account.
Tha Alaska Supreme Court in Trustees for Alaska
v. State DNR. 795 P .2d 805 (Alaska 1990), heldt
To be valid a regulation must be conaistant with
the authorizing statute and reasonably necessary
to carry out the statute's purpose....An administrative
agency's interpretation of its own regulation s

normally given affect unless plainly orroneous or
inconsistent with the regulations. Z&, at 812.

1. INT*ERPRETATION OP 11 AAC 88.219

DNR interprets the statute and, particularly, the
regulation to provide that only a small portion of the expenses
which Marathon incurred on developing the lease will transfer
to BP, reflecting only what BP paid Marathon for "wells, facilities,
and equipment™. This interpretation is both unjust and unlawful
and must be set aside as plainly erroneous.

In reviewing the regulation, the court's first step
is to address whether 11 AAC 88.219 is bolh consistent with

AS 38.05.180 and reasonably necessary to carry out the statute's

purpose. See Trustees for Alaska vt State_PNR, supra.

Because the plain language of AS 38.03.180 contemplates
a lease-apecific system, and 11 AAC 83.219, as interpreted
by DNR, contemplates a lessee-specific ayaten, 11 AAC 83.219

Is inconsistent with the statute. Specifically, AC 38.05.180(f)(5)
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discusses "production removed or sold from the lease™ end
the "share of the net profit dorived from the leaia™ when
describing the NPfIL bidding method. (Emphasis added.) A

plain reading of this language indicate* that calculations
are based on the money expended upon and earned from the lease.
The statute does not suggest an Intent to Ilink these accounts
to a particular lessee.

BP's analysis of the legislative history, the analogous
federal statute, and other regulations support this reading,
which is also apparent from ths statute's face. For example,

e* o*
BP points to various reports contemplated by the Legislature

when discussing the Alaska Land Act's 1978 amendments. of
particular interest a 1977 report by Mason Gaffney, "Oil
t Gas Leasing Policy! Alternatives for Altska in 1977 (A

Report to the State of Alaska, Jay S. Hammond, Governor, Department
of Natural Resources, Guy Martin, Commissioner, and to the

Alaska State Legislature, Interim Committee on O il and Gas
Taxation and Lessing Policy, Chancy Croft, Chairman)" (Feb.

1, 1977) (Microfiche No, 511-517, Anchorage Law Library).

In this report, Gaffney discusses the net profit share in

terms of a net proceeds tax"™, and notes that this tax is
AP. rem>» it is levied on the Income and expenses attributable
to a particular 'thing', in this case the leasehold", IjE.
at 52-53. He clearly distinguishes it from the example of

an income tax, whioh is levied "in personam?". Lfl.



The analogous foderal statute and regulations, found
in 43 uUu.B.C. S 1337(a)(1)(b), (E), (F) (West 1986) ar.d 30
C.r.R. 220, also aid interpretation. In answer to a question
about the assignability of the development aooount (called
a "capital recovery account”, in the federal scheme), the
federal Minerals Management Service stated!

Because the NPSL capital account is maintained by

lease and includes all costs incurred during the

term of the NPSL, any costs incurrod by the lessee
would be carried forward to the assignee in the

case of a farmout. That is, the assignee would
begin NPSL operation with the same balance in tha

N NPSL capital account as that remaining at the time
of the farmout. December 3, 1985 letter from William

S. Geldmiller, Chief, Royalty Valuation t Standards
Division, United States Department of the Interior,

Minerals Management Service, to Daniel Mills, Landman,
Texaco U.S . A. (Doc. Supp. at 93.)
The federal statute, like the state statute, has language

describing the NPSL system in terms of profits derived "from
the lease™. Thus, the federal government's interpretation

of the NPSL as lease-specific, provides support for reading
Alaska's NPSL system in the same?manner.

The three-fold purpose of A8 38.05.160 has been
discussed in Kelly v. Zamarello, 486 P .2d 906 (Alaska 1971),
and includes an Intent "to insure that leases on valuable
oil and gas producing state lands will be made available to
the public on a fair and equitable basis, that the state will
be adequately compensated for its natural resources, and that

the state's resources are developed in an orderly fashion™.



Id,, at 912. Tha purpoaaa of tha NPSL system specifically

includa avoiding prematura leato abandonment, allowing laaa

wall financed operators to compete, and enabling payments

to correspond with benefits. University of California, Walter
J. Mead, Professor of Economics, "Comments Prom an Economic
Perspective on House B ill No. 854 in the Legislature in the
State of Alaska, Tenth Legislature -— Second Seoaion”, May
15, 1978. (Doc. Supp. at 415-416.)

11 AAC 83.219, as interpreted by DNK, furthers none
of these aims and spe'*cifically detracts from some. For example,
tha fact that some of Marathon's * penses would be lost runs
counter to the general purpose of fair and equitable availability
cf leases. Also, although the statuto intends to insure adequate
compensation of the state, DNR's interpretation would give
the state, in this instance, more compensation than it would
have had if Marathon had not transferred its interest. Thus,
the regulation is not reasonably necessary to further the
statute's purpose.

The correct interpretation of 11 AAC 83.219(b)(7)
is that it pertains only to partial assignments of leasehold
interests and would not apply to the complete assignment
contemplated by BP and Marathon. This interpretation is

consistent with the statute and furthers tha statutory purposes

by preventing double deductions of development costs.
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Specifically, it prevents a development coat that la included
in tho assignor's development account from alio being included
in the assignee's development account. Thla interpretation
givea effect to the regulation's requirement that "the lessee
tranaferrilng the production interait must credit hla development
account for a like amount". 11 AAC 83.219(b)(7). Thia sentence
would have no meaning under DNR'a interpretation that the
regulation applies to total assignments, aa the assignor would
have no development account to credit.

The effect of applying this regulation to a partial
assignment is that there is no net change in the total amount
of development coats that will be used to calculate net profits

from the lease. It merely results in a reallocation of the

total development costa.

The state alternatively argues that BP and Marathon
are effectuating a partial assignment, because Marathon plans
to retain an overriding royalty interest. The court finds
ttut the agreement assigns all of Marathon's interests as
lessee to BP, particularly given the fact that the regulation
defines a lessee as someone who holds a "working Interest"”
which, by definition, differs from a ‘'royalty interest";.

See 11 AAC 83.295(27) and 11 AAC 83.295(30). Consequently,
because this is a total assignment and the regulation, properly

interpreted, applies to partial assignments, DNR's decision

must be REVERSED.
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DATED at Anchorage, Alaska this 2 X ~ day of July,

1991.

DANA FAS8E
SUPERIOR COURT JUDGE

ICfrrtifythlt OfL
a copy ot the above w ii milled to each
ol the following it ttitlr iddrairof

lec/iury/DipvtyCM



State of Alaika
Department of Natural Resourcei
DLvisloa of Oil and Gas

3601 C Street, Suite 1380, Anchorage, Alaska 99503

Fax Confirmation Phone (907)465-2400 Fax (907)465-3886

FACSIMILE TRANSMITTAL

DATE 4 TIME: A pril 3, 1996 2135 PM

PLEASE OELIVER TO: Annette Kreitzer
Alaska Sonato Resources Comnittes

FAX NUMBER: 465-3810

NUMBER CF PACES (including covtr): 5..

FROM: Ken Boyd

COMMENTS:

Attached le Kevin Banka' analyaea of 1) the effect of a delay on

tho Northstar djvelopoent ahd $)an Increase in the reserve
entinates. Please call if you have ahy ([ueetione.

Attachment

a*d Met ser toe sots: 3e«:-co-ro



MEMORANDUM State of Alaska

DEPARTMENT OF NATURAL RESOURCES DIVISION OF OIL AND GAS
TO Ken Boyd DATE: April 3, 1996
Director
FILE NO:
THRU;

TELEPHONE 269-8799

FROM. Kevin Buries' vy SUBJECT: Northstar Unit - Senate
Petroleum Economilt Resource Committee
Requests

In response to Senator Halford"s request about the effect on the economic benefits ifa lawsuit
delays development of the Northjtar Unit, I analyzed the effect on economic benefits caused by a
delay fbr any reason. In short, any delay increases the economic benefits to the state while
decreasing the economic benefits to BPXA. The attached graph and table illustrate this point

The graph shows that, as full production start-up is delayed beyond 1999, the net profit share fills
and the supplemental royalty rises. "The net prgfit share declines because the development

account accrue* intercat at the prime rate. The supplemental royalty increases as the start-up date
is delayed because of the effect of inflation, L e , the wppleznental royalty is triggered by a price
that rises at just one-half the rate oflinflatiap.#

The first tabic show™ in greater detail the ejfecta of delaying fUll production start-up until 2002.
This table is similar to one that wits supplied ip the D N R Northstar Briefing Paper, but includes a
column to show the revenues from tile supplemental royalty ifthe project is delayed.

I also considered Senator Halford"s request to run th® model at double BF XA 1 "most Kbrfy"
reserve estimate of 130 million jbarrell. Following the hearing, | spoke to Senator Halford and he
said | should be “fealistic.” Based odconventions svithBJPXA and D N R 3 resource evaluation
staiT, 1 do not believe that recovery ofdouole*the 130 million barrel estimate is realistic. Instead, |
have run the model baaed on an assumption of 180 ralUfbn barrels, which is the highest numbW
put forward by editex BP X A or Dhfo staff

The four tables labeled "Reserves of 180+ Million Bonels" and JR*serve* of 103+ Million
Barrels® "Illustrate what happens to revenues ifthe reserves are much higher (though not doubled
as Senator Halford suggested) and much lower thin”PXA"s "most likely" case. In the first two
tables, 1 assume that reserves are 18(fmillion bintli. This reserve estimate represents a 70
percent recovery rate—an unusually Ngh numberl I also illumed that thil recovery estimate Is

Doubling the reserves as requested by Senator Halfprd would require a 100 percent recovery of
BPXA"s most likely origin$l-oil-ia-plfc« estimste. The initial recovery rate fbr the Prudhoe Bay
field was estimated a: 40 percent _After substantial investment the current recovery estimate has
changed to 35 percent A 70 percent recovery might be possible but only after extraordinary
expense Furthermore, the field would have to produce fbr many yeari before attaining tHi levd.

SO'd sarciscuajoo au. *o 23i*u<o 58C sor D 90:St SOOWO-rO



