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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 I (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 o f similarly situated leaseholders who 
would be discriminated against by a bill that only applies to the Northstar leases The effect o f 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 o f 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 o f 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 half of 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 Ta PS 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 o f 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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The proposed reduction in the net profits share provisions o f 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 
of oil 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. IX, 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 o f the public purpose doctrine.

The analysis is similar to a determination whether there is adequate consideration to 
support a comract. If there is valuable consideration received by both the state and the leaseholder, 
the benefit to the state may be characterized as direct. In the case of the Northstar leases, there is a 
trade-off between expedited development o f the leases and the loss o f 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 o f production 
from the leases depends on the whims o f 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 o f -ur land 
resources and o f the concomitant necessity for observance of legal safeguards in the disposal or 
leasing o f 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 o f 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 o f 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

3. Public Purpose
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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 o f 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) In essence, a determination o f 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 o f a direct and substantial public benefit flowing from the reduction of the net 
profit share. We assign a low probability to the possibility o f 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 o f  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 o f the ability o f 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 o f 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. 
LcRcschc. 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 o f 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 o f 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 o f 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 
questions as to whether factor (5) above can be satisfied. Other persons who competed for the leases 
may claim that since the net profit share was the sole variable in the lease sale, it is such a material 
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 • advice 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, If the legislature were 
to directly authorize the amendments to the Northstar leases, that authorization would take 
precedence ovtr any 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 o f a bill to accomplish this purpose.

J L B /d h
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THROUGH: Senate President Drue
Resources Committee ChaInTEdO>cnator Loren Leman

FT̂ OM: Senate Resources Committee Staff;

L'ATE; March 26. 1996

RE: Northstar Lease Agrcemcn and Copies of Leases

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.

JM Q—U a s e s

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



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.

3) 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

4) 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

2



5) 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

3



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.

6) 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 royalty may be taken in kind under
this paragraph 12.

7) 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.

8) 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

4



required under the project schedule Is subject to the provisions of paragraph 
32.

9) 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.

10) 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

5



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,

1) Paragraph 4(f) and paragraph 34(7) are deleted and replaced in their entirety
with the following paragraph 4(f):

(f) 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.

2) 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.

6



3) 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 j f  it paid to, the 
state, free and clear of all unit expenses (and any portion of th jse 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)  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.

5) 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.

6) 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.

7) 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.

8) 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

9



d eh yd ra t io n , g a th e rin g , s a ltw a te r d isp o s a l, a n d  p rep a rin g  the o il, g a s  o r  
a s s o c ia te d  s u b s ta n c e s  fo r  tra n sp o rta tion  o ff the le a s e d  a re a . All ro y a lty  a n d  
su p p lem e n ta l ro y a lty  tha t m ay  b e c om e  p a y ab le  in m on e y  to  the s ta te  s h a ll bo 
pa id  o n  o r  b e fo re  the la s t  d a y  o f the c a le n d a r  m on th  fo llow ing  the m on th  In 
w h ich th e  o il, g a s  o r  a s s o c ia te d  s u b s ta n c e s  a re  p ro d u c ed . R o y a lty  a n d  
su p p lem e n ta l ro y a lty  p a ym en ts  sh a ll b e  a c c om p an ie d  b y  c o p ie s  o f run ticke ts  o r  
su ch  o th e r  in fo rm a tion  re la tin g  to  v a lu a tio n  o f ro y a lty  a n d  su p p lem e n ta l ro y a lty  
a s  the s ta te  m ay  requ ire , which m ay  in c lude , but is no t lim ited to , e v id e n c e  o f 
s a le s , sh ip m en ts , a n d  am ou n ts  o f g ro s s  o il, g a s  a n d  a s s o c ia te d  s u b s ta n c e s  
p ro d u c e d .

9 ) T h e  fo llow in g  p ro v is ion  sh a ll be  a d d ed  to the ond  o f p a ra g ra p h  3 8 :

(f) S u p p lem e n ta l ro y a lty  u n d o r this le a s e  m ay  b e  ta k en  in k ind  u nde r 
the s a m e  te rm s  and  c on d itio n s  a s  roya lty  m ay  be taken  in k ind u n d e r th is 
p a ra g ra p h  3 8 .

1 0 ) P a ra g ra p h  3 9  is re p la c e d  in Its en tire ty  a s  fo llow s :

3 9 . R E D U C T IO N  O F  R O Y A L T Y . E xcep t a s  p rov ided  in p a ra g ra p h  4 0  b e low , 
le s s e e  s h a ll no t b e  en titled  to a n y  reduc tion  o f roya lty  p a id  u n d e r p a ra g ra p h  3 5  
a b o v e  o r  su p p lem en ta l ro y a lty  paid u n d e r p a ra g rap h  4 0  b e low  b a s e d  o n  a n y  
cu rren t o r  fu tu re  a g re em en t , s ta te  s ta tu te , o r  s ta te  reg u la tion .

1 1 ) P a ra g ra p h  4 0  is re p la c e d  in its en tire ty  a s  fo llow s :

4 0 . S U P P L E M E N T A L  R O Y A L T Y , (a ) In add ition  to the ro ya lty  pa id  and  
c om p u ted  u n d e r p a ra g ra p h  3 5 , 3 6 , 3 7  a b o v e , le s s e e  s h a ll p a y  to the s ta to  a  
s u p p lem e n ta l ro y a lty  ( “su p p lem en ta l ro ya lty " ). L e s s e e  sh a ll p a y  the 
s u p p lem e n ta l ro y a lty , if ow ed , u p on  the s am e  p roduc tion  v o lu m o  fo r  w h ich  
ro y a lty  is  p a id  ( “p rod u c tio n  v o lu m e " ). Tho su p p lem en ta l ro y a lty  p a ym en t fo r  a 
g iven  m on th  e q u a ls  the su p p lem en ta l ro y a lty  v a lu e  tim es the s u p p lem e n ta l 
ro y a lty  p e rc e n ta g e  ra te  ( “ p e rc en ta g e  ra te " ) tim es tho p rod u c tio n  v o lu m e  fo r  that 
m on th . T h e  p e rc en ta g e  ra te  s h a ll be c a lc u la ted  m on th ly  by  ro fo ro n c e  to : (1 )  an  
A N S  W e s t  C o a s t  sp o t p rice  ( “s p o t p rice"); a n d  (2 ) a  su p p lem en ta l ro y a lty  trig ge r 
p rice  ( “ t r ig g e r p ric e "). If the  sp o t p rice is e q u a l to  o r  le s s  th an  the trig g e r p ric e , 
th en  th e  p e rc e n ta g e  ra te  e q u a ls  z e ro . If the  sp o t p rice is g re a te r  th an  the  trigger 
p ric e , th en  the  p e rc e n ta g e  ra te  e q u a ls  [the sp o t p rice p e r  b a rre l m inu s  the  
trig ge r p r ic e  p e r b a r re l) t im es 1 .5  p o r cen t p e r d o lla r  p e r b a rre l. T h e  p e rc e n ta g e  
ra te  m a y  n o v o r  e x c e e d  7 .5  p e r cen t.

(b ) T h e  sp o t p ric e  is th e  p rice  p e r b a rre l c a lc u la te d  in A rtic le 3 .3  o f a n d  Exh ib it 4 
to  the A N S  R o y a lty  L itigation S e tt lem en t A g reem en t ( “A N S  A g re em en t" ), d a ted  
D e c e m b e r  3 1 , 1 9 9 1 , b e tw een  the S ta te  and  B PX A , fo r the c ru d e  o il re fe r re d  to



a s  "A N S  (U S W C )"  in tho A N S  A g reem en t. T h o  trig ge r p ric o  is $ 1 7 .3 5  p e r  b a r re l 
th rough  April 3 0 , 1 9 9 7 .  O n  M ay 1 , 1 9 9 7 ,  and  e a c h  M ay  1 th e re a fte r , the trig ge r 
p ric e  s h a ll b e  a d ju s te d  by  a n  In fla tion  fa c to r e q u a l to  fifty  p e rc en t o f th o  " in fla tion  
ra te " d e fin e d  o s  tha P ro d u c e r  P ric e  In d ex  fo r In du stria l C om m od it ie s  ( “ P P I" )  fo r  
D e c e m b e r  o f  th e  p re v iou s  y e a r , a s  ro p o rted  b y  April 3 0  o f  the c u rre n t y e a r , 
d iv id ed  b y  the P P I fo r  D e c em b e r o f 1 9 9 5 , a s  rep o rted  b y  April 3 0 , 1 9 9 6 .  T h e  
s u p p lem e n ta l ro y a lty  v a lu e  fo r o il, g a s , n a tu ra l g a s  liq u id s  a n d  a s s o c ia te d  
s u b s ta n c e s  is  d e fin ed  in p a ra g ra p h s  3 6  a n d  3 7  a b o v e . Exh ib it B  Is a  s a m p lo  
c a lc u la t io n  to  d em on s tra te  the m ethod  o f c a lcu la tin g  s u p p lem e n ta l ro y a lty  fo r
o il.

T h o s e  a m e n d m en ts  d o  not a ffe c t : (1 )  a n y  fu tu re  a g re em e n ts  w h ich m a y  b e  re a c h e d  fo r 

the h and lin g  o f  o u ts id e  s u b s ta n c e s  a s  that te rm  is u se d  in the N o rth s ta r U n it 

A g re em en t e ffe c t iv e  J a n u a ry  2 4 , 1 9 9 0  o r  (2 )  the cu rren t v a lu a t io n  m e th o d o lo g y  fo r  

ro y a lty  fo r  a n y  o th e r  A la sk a  N et P ro fit  S h a re  le a s e s  b o tw eon  tho  S ta te  a n d  B P X A  o r  

a n y  a ffi lia te s  o r  a n y  fu tu ro  a g re em e n ts  w h ich m ay  b o  re a c h e d  reg a rd in g  a  fu tu re  
v a lu a tio n  m e th o d o lo g y  fo r A la s k a  N et P ro fit S h a re  le a s e s . T h e s e  a m e n d m en ts  take  
e ffe c t w h en  a n d  if a n  A c t(s ) su b s tan tia lly  s im ila r to the ac t. a tta c h ed  a s  Exh ib it D  and  
in c o rp o ra te d  b y  ro fo ro n c e , fa k e s  o ffoc t. Th is am en dm en t is d a te d  fo r  re fe re n c e  

p u rp o s e s  a s  o f M a rch  2 2 , 1 9 9 6 .

L E S S E E :  -
a*

D P  E X P L O R A T IO N  (A LA SK A ), IN C .

/ ; ■/ 
I ' i iM r« 1 l'  \/,/E . M. Lu ttre li; V ic e  P re s id e n t

L E S S O R :

ST A T E  O F  A LA SKA

"John  T . S h fv e ly f  C o m m is s io n e r  
D ep a rtm en t o f  N a tu ra l R e s o u r c e s
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) s s . 
)

ST A T E  O F  A LA SKA  

Th ird  Ju d ic ia l D istrict
O n  W ftiA x lu  . 1 9 9 6 , b e fo re  m o a p p e a re d  J o h n  T . S h iv e ly , C om m is s io n e r , 
S ta te  o f A la s k a , D epa rtm en t o f N a tu ra l R e s o u rc e s , a n d  w ho e xe cu ted  this le a s o  and  
a c k n ow le d g e d  v o lu n ta rily  s ign ing  it o n  b e h a lf o f the S ta to  o f A la s k a , a s  le s s o r .e d g ed ^ 1011111%///.

N o ta ry  Pub lic  In an d  fo r  the S ta te  o f A la sk a  
My C om m is s io n  E xp ire s :

)
) s s . 
)

ST A T E  O F  A LA SKA  

Th ird  Ju d ic ia l D istric t
O n  . 1 9 9 6 , b e fo re  m e a p p e a re d  E . M. L u tre ll. V ice  P re s id e n t  o f  B P
E xp lo ra t io n  (A la s k a ) , In c ., and  w h o  e xe cu ted  this le a s e  a n d  a c k n ow le d g e d  v o lu n ta r i ly
s ign ing  it o ry b o h a lf o f  the3 it o ry l

M
N o ta ry  Pub lic  in and  fo r  tho S ta to  o f A la sk a  
My C om m is s io n  E xp ire s : /  / / * / ?  9

cp lo ra tion  (A la s k a ), In c ., a s  le s s e e . 

^
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Exh ib it B
C a lc u la t io n  o f the S u p p lem en ta l R o y a lty  P a ym en t fo r  O il

1 ) T h o  c a lc u la tio n  o f tho A N S  W e s t  C o a s t  sp o t prico is d o riv od  from  P la tt 's  
“O ilg ram  P r ic e  R c p o r f  S p o t C ru d e  P r ic e  A ss e s sm en ts :

P la tt 's  R e p o r te d  D a lly
A s s e s sm e n t ($ /b a r re l)

A N S W CD a te A N S W C A N S W C A N S W C
Low H igh D a lly  A ve rag e D a ily  A v e ra g e

(A fte r
R o u n d in g )1

0 1 / 0 2 / 9 6 $ 1 7 .9 7 $ 1 8 .0 6 $ 1 8 ,0 1 5 $ 1 8 .0 2
0 1 / 0 3 / 9 6 $ 1 7 .9 4 $ 1 8 .0 3 $ 1 7 ,9 8 5 $ 1 7 .9 8
0 1 / 0 4 / 9 6 $ 1 7 .9 6 $ 1 8 .0 3 $ 1 7 ,9 9 5 $ 1 8 .0 0
0 1 / 0 5 / 9 6 $ 1 8 .6 0 $ 1 8 .6 4 $ 1 8 ,6 2 0 $ 1 8 .6 2
0 1 / 0 9 / 9 6 $ 1 8 .2 3 $ 1 8 .2 9 $ 1 8 ,2 6 0 $ 1 8 .2 6
0 1 / 1 0 / 9 6 $ 1 7 .9 9 S 1 8 .0 5 $ 1 0 ,0 2 0 $ 1 8 .0 2
0 1 / 1 1 / 9 6 $ 1 7 .1 0 $ 1 7 .1 7 $ 1 8 ,1 3 5 $ 1 7 .1 4
0 1 / 1 2 / 9 6 $ 1 6 .6 4 S 1 6 .7 1 S 1 8 .6 7 5 $ 1 6 .6 8
0 1 / 1 5 / 9 6 $ 1 6 .7 5 S 1 6 .8 3 S 1 6 .6 9 0 $ 1 6 .7 9
0 1 / 1 6 / 9 6 $ 1 6 .6 0 S 1 6 .6 6 $ 1 6 ,7 3 0 $ 1 6 .6 3
0 1 / 1 7 / 9 6 $ 1 6 .9 1 $ 1 6 .9 7 $ 1 6 ,9 4 0 $ 1 6 .9 4
0 1 / 1 8 / 9 6 $ 1 7 .4 6 $ 1 7 .5 4 S 1 7 .5 0 0 $ 1 7 .5 0
0 1 / 1 9 / 9 6 $ 1 7 .2 8 $ 1 7 .3 7 $ 1 7 ,3 2 5 $ 1 7 .3 2
0 1 / 2 2 / 9 6 $ 1 7 .0 2 S 1 7 .0 8 $ 1 7 ,0 5 0 $ 1 7 .0 5
0 1 / 2 3 / 9 6 $ 1 7 .1 0 $ 1 7 .1 6 $ 1 7 ,1 5 0 $ 1 7 .1 3
0 1 / 2 4 / 9 6 $ 1 7 .3 5 $ 1 7 .4 1 $ 1 7 ,3 8 0 $ 1 7 .3 8
0 1 / 2 5 / 9 6 $ 1 6 .7 6 $ 1 6 .8 1 $ 1 7 ,7 8 5 $ 1 6 .7 8
0 1 / 2 6 / 9 6 $ 1 6 .4 3 $ 1 6 .5 3 $ 1 7 ,4 8 0 $ 1 6 .4 8
0 1 / 2 9 / 9 6 $ 1 6 .1 6 $ 1 6 .2 4 $ 1 6 ,2 0 0 $ 1 6 .2 0
0 1 / 3 0 / 9 6 $ 1 6 .3 0 $ 1 6 .3 0 $ 1 6 ,3 4 0 $ 1 6 .3 4
0 1 / 3 1 / 9 6 $ 1 6 .4 6 $ 1 6 .5 6 $ 1 6 ,5 1 0 $ 1 6 .5 1

M on th ly  A v e ra g e  c a lc u la te d  from  A N S W C  D a lly
A v o ra g o  (A fte r R o u n d in g ) ■ 5 1 7 .2 2 7 1  p o r

b a r re l
A N S  W e s t  C o a s t  sp o t p rice  fo r  tho J a n u a ry  1 9 9 6
m on th  o f  p rod u c tio n  «= S 1 7 .2 3  p e r

b a r re l

2 )  T h e  In fla t ion  fa c to r  s h a ll b e  c a lc u la te d  a s  fc ''ow s: A ssu m e  tha t by  April 3 0 . 
1 9 9 6 , th o  U .S . D ep a rtm en t o f L a b o r re p o rts  a  P P I tor D e c em b e r 1 9 9 5  a s  1 2 6 .2 . 
A ssum e  that b y  April 3 0 . 1 9 9 8 . tho P P I  fo r D e c om b o r 1 9 9 7  Is 1 3 4 .2 . T h e  in fla tion  
fa c to r fo r  1 9 5 8  Is c a lc u la te d  a c c o rd in g  to the fo llow ing  fo rm u la :

1 A l l toutce and calculated numbers shall be rounded as required in the ANS 
A g r e e m e n t .



In fla tion  F a c to r fo r  M ay  1, 1 9 9 0  th rough  April 3 0 , 1 9 9 9
[ (P P I  D e c am b o r o f the p rev iou s  y e a r  + P P I D e c em b e r 1 9 9 5 )  • 1J x  0 .5

= [ (1 3 4 .2  ♦ 1 2 6 .2 )  • 1) x  0 .5  -  0 .0 3 1 7  a  3 .1 7  p e rc on t

3 ) T h o  trigge r p rice  fo r  M ay 1 . 1 9 9 8  th rough  April 3 0 , 1 9 9 9  Is c a lc u la te d  by  
ad ju s ting  $ 1 7 .3 5  p e r b a r re l by tho in fla tion  fa c to r a s  fo llow s :

T rig g e r p rice  fo r  tho cu rren t y e a r  = $ 1 7 .3 5  p e r b a r re l x (1 ♦ in fla t ion  fa c to r )

s  S 1 7 .3 5  p e r b a rre l x ( H  3 .1 7  p e rc en t)

ss $ 1 7 .3 5  x 1 .0 3 1 7

c  $ 1 7 .9 0  p o r b a rre l

4 )  A ssum ing  the cu rre n t m on th  A N S W C  sp o t p rice  is $ 2 1 .4 0 ,  th o  s u p p lem e n ta l 
roya lty  p o rc o n ta g o  ra to  Is  c a lc u la te d  a s :

S u p p lem en ta l ro y a lty  p e rc en ta g e  ra to  *  (A N S W C  sp o t p n eo  • trigger p ric e  fo r  the c u r re n t  y e a r )
x (1 .5  p e rcen t p o r  d o lla r  p o r b a r re l)

*  ( $ 2 1 .4 0  p o r b a rre l • $ 1 7  9 0  p a r b a r re l)  x 1 .5  p e rc o n t p e r d o l la r  p e r  b a r re l

*  ( 2 1 .4 0  - 1 7 .9 0 )  x 0 .0 1 5  

c  0 .0 5 2 5 0  tr 5 .2 5  p e rc en t

5 )  T h e  c a lc u la t io n  o f tho su p p lem en ta l ro y a lty  p aym en t fo r  tho cu rro n t m on th  is th o  
p rodu c t o f Ih o  p rod u c tio n  v o lu m e  lim e s  tho roya lty  v a lu o  an d  tho  s u p p lem e n ta l ro y a lty  
o e rc o n ta g o  ra to . A s su m e  that 1 .5 5 0 .0 0 0  b a r re ls  o f o il w e re  p ro d u c ed  In th e  N o r th s ta r  
unit in the cu rron t m on th  a n d  that the ro y a lty  v a lu o  i$ $ 1 7 .7 1 .  T h e  su p p lem e n ta l 
ro ya lty  is :

S u p p lem en ta l ro y a lty  p a ym en t -  p roduc tion  v o lu m e  x  ro y a lty  v a lu o  x  s u p p lem e n ta l ro y a lty
p e rc e n ta g e  ra te

r  1 ,5 5 0 .0 0 0  b a rre ls  x $ 1 7 .7 1  pe r b a r re l x 5 .2 5  p e rc en t

*  $ 1 ,4 4 1 ,1 5 1 .2 5



E X H I B I T  C  

P R O J E C T  S C H E D U L E

T h o  N o rth s ta r D e v e lo p m en t P ro je c t  ( ‘ the P ro je c t" ) Is d o sc rib e d  In tho  d o c u m en t titlod 

■Northstar D e v e lo p m en t P ro je c t , C on c ep tu a l E n g in e e rin g  R ep o rt"  d a te d  F e b ru a ry  

1 0 9 6 . B PX A  sh a ll c om p ly  w ith tho fo llow ing  s c h o d u le  fo r  the P ro je c t  e n d  sh a ll p ro v id e  
sa t is fa c to ry  e v ld e n c o  o f  c om p lln n c o  within fifto on  d a y s  o f tho da to  p o r fo rm a n c o  is d u o  

u n d e r  tho s c h e d u le :
B P X A  sh a ll re c o lv o  P ro je c t  sa n c tio n  within tw e lve  ( 1 2 )  m on th s  a fte r  p a s s a g e  b y  tho 

le g is la tu re  o f a n  Act a p p ro v in g  tho F irs t A m endm en ts  to tho N o rth s ta r U n it L o a s e s  fo r  

the P ro je c t . "P ro je c t  sa n c tion " m e a n s  a p p ro v a l in w riting by  the h ig h e s t a p p ro p ria te  
au tho rity  in B P X A  o r  its p a re n t ontity n e c e s s a ry  fo r  th o  tota l am oun t o f  e x p e n d itu re s  
req u ire d  fo r  tho P ro je c t . S a t is fa c to ry  e v id en ce  o f  reco ip t o f san c tion  sh a ll b e  ten d e red  
to  th o  S ta te  in the  fo rm  o f tho  sanc tion ing  en tity 's d o c um en ts  ap p rov in g  tho 
e xp end itu re  o f  fu n d s  fo r  tho P ro je c t . If P ro je c t s a n c tio n  is w ithd raw n fo r  a n y  re a s o n  

w h a ts o e v e r . B P X A  sh a ll no tify  tho S ta le  w ithin th ree  w ork ing  d a y s  by  le tte r from  an  
a u th o n ze d  o ff ic o r  and  B P X A  sh a ll b o  d c om od  to h a v o  fa ile d  to c om p ly  w ith th is 

s c h e d u le .



N INETEEN TH  L E G IS L A T U R E .  SECO ND  SE SS IO N  
ay n a   __ kiixjci c o u M r m *  *Y julqukxt c r  tmji cov&mMO*

A B IL L  

F O R  AN A LT  KN T lTXXD  

"A n  A d  author! ri&t, fp p < r*h ^ j and r»U fjr lflf lha i a a d m « f i t  o f  Noxthxtw  UaJt 

o i l and {M  Wbjc4 between tha 5 b ta  o f A ju k r  and IT? E xp lo ra tion  fA U ik a )  

ImtL4 w 4  f rw rN U o | fo r  u  cfZcd lra data."

DJJ I T  EN A C T ED  BT  TH E  L E G IS LA T U R E  OF TO O  STA TE  O F  A L A S K A :

"  SotU on  L  The UgiaUtaro iicd t th il
(I) tho p r o d n ai c a  or oil a d  p i  from ttiie b a d  ii I gutter of ftttewid* 

le tc ro it u d  cJTca. It l i  in  Irnporunt toorca of rovocua ta (ha r a u  mk* jo b
cyporuuutJe* fo r  tho peep la of (ha i t s * ;

( I )  0 p ftxpioodc* (AlaxLO Zna hold* raw  ad a d  p a  laaaa* ta (h* N onhttar
UidC vhai locJuda n *  profit th an  pcorWont;

(3 ) 'with (be current and projected price o f  o il, B F  Exploration CAUtka) Inc, 
main (aim  (hat tha net profit th an  provbioM  o f the Northstar Unit Icaaaa pravtnt rha UtnaJy
dar«Joxmvut( o f  (ha unit:

( 4 )  w d a d n f  l a «  % m  a u t  i a  A J  J I j O S  t o m  n M  p n o v i i o  t S a  c o w t d I m I o o c t  o f  ( h e

H O B  m U M f  toatam r r x r f  * u n n w |

 B O X  NO. •
m  THU LEGISLATURE OP THE STATE o r  ALASKA
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DRATT DRAFT -  DEPARTMENT CP LAW DRATT
D«f»*mncai o / N*uuW k x v m n t  ra n id a jt  w p rc u  authority to amend tho r>* pm fa 

iki*+ frtvm o w  o f the N on h iu r Urrlt k u c t  held by BP  £ *p tam ioa  (A llr ica ) Ind.;
( 5 )  u * k u  tho rv« p ro fit ah**o p ro r ir lo tn  o f  (h i  N o rthU a r Unit 

amended. prodAjotioa ol oil ooA po Crom 6 # writ U unlikely to beftn u ntil tho year 2002 ;
(6)  (be Dopan/nooi of JLoyonus ew totxly foment* chit production w ill o o l 

bqfin from  the, unit uiuU (ho ytar 1002 i
(7) tf (ho AM profit ihara prorixJoiu of lA* Northrtw  U ok \orsco ere amended, 

fb ll p rodurrlan of o(t end i t  from tho a r i l may begin u  wxty u  (h t y o v  1999;
( I )  flmoodi&f the not pyofil ih a rt providon* of lA* HorUuiAf Vmii I c o c j  to 

proYUSc tor a lUppJrmoniri royalty w ill maxitnlxo the aconomio b«u«& i of oU ta d  gn» 

prod action to ihe pocrplo o f tho «Uto by COCOUTrta* lim dy production from (A* wnK;
(9 ) tho devriopm m  o f (ho uofc and (ho auocirfcd cocibucdo* o f unit fuuLlria* 

within tb« m u  w ill prurUlo additional revenue to tho u rio  and I f  crtuoA Job epportunW ot:
(1 0 ) BP  Exploration (A J u lo ) Inc. hex comnlned to u*o it* b e* c ffo ru  to hire 

AUaka ro ridonu  and corrvrkcnrt u d  to fabricate roodola j fo r (bo u U  Lb A L s I li ;
( I I ) t o  Um dy development o f lhc unit may m u lt  tn b c m ie d  *Lt» revenue 

A hrturo Uauo u l u ;
( 12 )  (ho iirrvriy davriopcvctK o f  l i e  unit may raauU In technolog ical 

xw a iih ro o jL i oad othor oou ocvfaf* (Am *u y  moke other davoloproenc oppocum ldci In 
U lr ic a  ecoaonueelly foarib le; and

(1 5 ) (ho dan lonrocat o f  ih» uoh w fll include iho f im  tru ly e/Tihoro Arctic 
riaad com trucdon and Arctic xubtaa pipeline tot oiL

o
•  Soc- 2 . ( | )  Tho £Uxa o f AJulro and HP tx p lo n d o o  ( A l u f c a )  Inou a n  ponlco to tho 

o llow in *  Jaaara hi (he Northatar Unit:

(1 )  A D L  3 1273L  effective February 1 .1 9 1 0 ;
(2 )  A D L  3 1 2 7 9 9 , effective February 1 ,1 9 1 0 ;
(3 )  A D L  312104 . a/Tecth* February 1 , 1H<*
(4 )  A D L  312109 , c fftctivo F a u l t y  1 , 19S0; and
(5 ) A DL  335001 , offocdvo A a |tm  1, 1913.

(b) Tbo commlxaioM r o f (ho D*jrwtma>t o f  K c u r t l  Kumirccj may amend the 
Jwrtfuro* U n it Im m i <Um t{W  to (*) of Ouj aocdon lo (he extent ret out In Ov T i n t
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D K A V T  W A T T  -  M C P W l M V t  o r  X*AM D R A J T

A lt tc n d lK n i Lo lha H oc rtu tv  U»U U u i  B o c v a a  Q u  S u m  o f  A l$ak* and B P  
( / J u k i )  la c .* , datod  U ir c ii  - ]9 9 6 .

(c ) N otrrtiheund ifl* "oy  p rovU kn  o f  Uw , i l»  T i n t  A JM M taw tf to tho N o rd u u r  
U n it L c«m « Bctw aan Ch« S t i lf l o f  A J i& t  and BP B *p Jo« ifon  (A J u t * )  Xoc.*, d itcd  M a rch  .  

1 W tf, ft  approvad and ratified.
« 3,  T h it Aot ta k a  a/1 eel fauntdiifiaJy under AS 01 .10 .070 (c ),
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S t a t e  o f  A l a s k a

OFF ICE OF Th e  O O v E n n O P  
J  I N K  A t

March 25, 1996

The H on o rab le  D rue  Fcarcc 
P residen t o f  the Senate 
A la ska  State Leg is la tu re  
State C ap ito l 
Juneau, A K  9 9 8 0 1 -1 1 8 2

D ea r P residen t Pcarcc :

U nd e r the au tho rity  o f  art. I I I .  sec. 18, o f  the A laska  C onstitu tion , I am transm itting a b i ll 
p ro v id in g  fo r  leg is la tive  au tho riza tion , app rova l, and ra tific a tion  o f  the "First Amendm ent 
to the N o rth s ta r U n it Leases Betw een the State o f  A la sk a  and B P  E xp lo ra tion  (A la s k a )

Th is p ro je c t is the beg inn ing o f  a new  era in the deve lopm en t o f  A la sk a ’ s o i l resou rces. It 
requ ires a new  com m itm ent to A laska  h ire , expands opp ortun itie s  fo r  A la skan  com pan ies, 
in troduces e ffic ie n t and safe techno log ica l innovations and b rings new  revenues to 
.A laskans.

The N o rth s ta r U n it leases cu rren tly  requ ire  B P  E xp lo ra t io n  (A la s k a ) Inc. to  m ake net 
p ro fit share  paym ents to the state w h ich average about 8 8 %  o f  "net p ro fits ."  B P  
E xp lo ra t io n  (A la s k a ) Inc. m ain ta ins that it can not d eve lop  the N orth sta r U n it un less the 
net p ro fit  share requ irem ents are e lim inated  from  the leases. The  Departm ent o f  N atu ra l 
R esou rces be lieves that 2 0 0 2  is the ea rliest the state m ight ach ieve  deve lopm ent o f  
N orth sta r. The lon ge r it takes to d eve lop  the leases, the less the state rece ives because o f  
the deve lopm en t account p rov is ion s o f  the net p ro fit share leases. The incentives 
p rov ided  in  this amendment w ou ld  bring the N orth s ta r U n it in to  fu l l  p roduc tion  by 1999 .

The am endm ent has three m am  com ponen ts. F irst, it e lim in a tes the net p ro fit  share 
paym ents. In p lace o f  the net p ro fit  p rov is ion  a supp lem en ta l ro y a lty  is requ ired , payab le 
on  a s lid in g  sca le  based on the pnce  o f  o i l. p a rtia lly  ad justed  fo r  in fla t ion . Th is 
supp lem en ta l ro y a lty , which can be as much as 7 ‘/ j% , is in add ition  to the 2 0 %  base 
ro v a ltv  requ ired  under the leases. D eve lopm en t o f  these leases w i ll generate an estimated 
S 4 3 0  m illio n  o r  m ore  to  the state treasu ry  from  roya lt ie s  and taxes, inc lud ing an estimated 
S 37  m illio n  in supp lem enta l roya ltie s .

In c ."



Second , the amendment com m its B P  E xp lo ra tion  (A la s k a ) Inc. to an am b itious p ro ject 
schedu le  that requ ires construc tion  start-up by 1997 . I f  B P  E xp lo ra tio n  (A la s k a ) Inc. fa ils  
to p e r fo rm  its ob lig a tion s under the p ro jec t schedu le the leases term inate au tom atica lly , 
the reby a llow in g  die state to lease the tracts to another com pany.

A nd th ird , the am endm ent rep laces die curren t A la ska  h ire p rov is ion s in the leases w ith 
m ore  fo rc e fu l p ro v is ion s  diat requ ire  B P  E xp lo ra tion  (A la s k a ) Inc. to h ire A laskans, 
w ith in  the constra ints o f  the law . and to con tract w ith lo c a l construction  and fab rication  
com pan ies to bu ild  the p ro je c t fa c ilit ie s . It is antic ipated diat enactment o f  this b i ll w ill 
generate 5 0 0  construction  jo b s  and 5 0  perm anent jo b s  in the state. It w ill resu lt in A laska 
com pan ies fab ricating p roduction  m odu les , inc lud ing one o r  m ore o f  the firs t sea lift 
m odu le s  eve r constructed in A laska .

I am  requesting leg is la tiv e  app rova l o f  die N orth sta r amendm ent fo r  tw o reasons. First, 
the term s o f  this am endm ent in v o lv e  issues o f  statew ide in terest and impact that deserve a 
m orough  and open pub lic  rev iew  and discussion .

Second , d ie b ill w ou ld  rem ove  any leg a l c lou d  which m ay  ex ist o ve r the A dm in is tra tion ’ s 
au tho rities in this m atter by p rov id in g  the com m iss ione r o f  the Departm ent o f  N atu ra l 
R e sou rces w ith su ffic ien t exp ress au tho rity  to amend die leases in the w ay wo have 
am ended d iem  here. Th is  w i l l ensure that the p ro je c t can p roceed exp ed it iou s ly  and 
m ax im ize  the benefits to  the state and the peop le  o f  A laska .

I u rge y o u r  p rom pt and fa v o ra b le  action  on  the b i ll.

Sincerely,

G ove rn o r



FORM NO. O M SM -K rtA  (NET fR O F IT  SHARE)

(favkad Novambar 6,1079)

STATE OF ALASKA 
• • DEPARTMENT OF NATURAL RESOURCES

DIVISION O F  M I N E R A L S  A N D  E N E R G Y  M A N A G E M E N T

Competitive Oil »fxj G ti Letie ADL No. ^
T H II LEASE k  madt by and b tw M n  tba $W«a of Alto V i, acting by and throttfh lb* Com m jR ionar of Natural Raaoureoa or h it 

author Had agant, baraoftor rtfatrad »  M  “the Sunt."  and

Amerada Hess Corporation

h*f**fttr ra far rad to aa “ LttaM ." wbothtr one or m o * .

In eon*ldaritJcn o f lb» etth P tym m t b a m  o fort mod* b y  L m m  is  tht S a w . * b * b  p tym an l Indudaa tbt f lrn  y tw 't  r t n it l to d  «ny 

raqulrad otih bonut, trvd tt>* prom itta , tormt, condition* end  cownant* containtd baralft, Inc lud ing ttx StlpUtrtfon(l) numb*rad

1, 2, 3, 6, 7, 8, 9, 12, 13, 14, 17 and 5 «*<''

attach** bartto end by tb k  r t fM n o t  Incorporated haraln , tba Sara and Uaaaa a*ra* at fo llow t:
1 . <JRANT (a) Subjocl to tba pcomiar*. tarma. condition* and eow ntn tt eontotoad h trato .tb ti Otatabarefay granttand l**t*t to 

Uataa , w hhout w a m n tv . tb« txo lu tlv t r1#U to drin  fo r . attract. r i « w ,  a k a n . pro**** and d iipoto of o i l , |>m  and aatocUtad tU m tn o t i In or 

undar tb* fo llow ing da icrlbad tract af land :

T ra c t  C30—46 (BF-46) Is a port ion  o f  Blocks ^70 end 51  ̂ as shown on the "Leasing and 
Nomination Hap" fo r  the Federal/State  Beaufort  Sea Oil and Gas Lease Sale, dated 
1/30/79, more p a r t i c u la r l y  descr ibed  as fo l low s :

Those lands located Ea s te r ly  o f  the West boundary o f  T13N, and T14N, R13E U.H. Ak. 
being the North-South l in e  In te r s e c t in g  the North and South boundary o f  Block 470, 
w i th in  the o f f sh o re  three-mile  arc  l in e s  l i s t e d  as s ta te  area o f  Block 470 "Supplemental 
O f f i c i a l  O .C .S .  Block Diagram" approved 10/4/79, con ta in ing  690.35 Hectares,  and those
lands In Block 514 E a s te r ly  o f  the West boundary o f  T13N, R13E, U.H. Ak. (being Ident lca
with l ine  1 -2 o f  Block 51*0 and ly ing  Norther ly  o f  the South boundary o f  Se c t ions  7 
and 8 T13N, R U E  U.H. Ak. (being Id en t i ca l  with  l in e  2-3 o f  Block 514) and that port ion  
o f  S e c t ion  16 T U N .  R U E  U.H. Ak. w i th in  the NiS* (being E a s te r ly  o f  l ine  3-4,o f  Block 
514), being a por t ion  o f  the l i s t e d  s ta t e  area o f  Block 514 on the "Supplemental 
O f f i c i a l  O .C .S .  Block Diagram" approved 12/9/79 con ta in ing  1087.37 Hectares.

(General Lo ca t ion :  T14N.RI3E; T U N .R I3 E ;  U.H.,  Ak.)

containing approxlmttoly 4 3 9 2 . 82 *cm-mor* Of ktt (baraoftor rafvtad to « tba ‘Wwd aroa"), tba nonawdualvt rtgbl to gonduotwftfta tba Im m I v n  paologJeef and aacpbytlcji exploration for o l, gat and ttooclttad aubttancta, and lb* nona>:c*utfua right to tottafl piptftott and nrueturai thtraon to find, product, im , rtora, traal, prooat*. trtn«x>rt. to*a oara of and martort oil tucb tubttanoai and to louto and board tmeloyaaa In its op*ration, tb*r*o*.
(b) F o r  the purpoaaa o f  tbl* k * M , t b t  fcatad art* c o n t t to i  th t  Ugoi m bdM don*  at thown a n  tb« irtachad pl«t markad

C a b U t  A
(c) I f  tba k tto d  K*a l» daaolbod tfcow by protraetad k g a i tu bd lrk ion t i ,t d  tba Stata h traa fw r oauon tba It a n d art* 10 ba 

w rvayad undar tbt puttie itn d  rectangular »yR*m, tbt boundark t of tba lataad araa art tboaa t tu b llt b a d  by tu«b a u r*Y , 1«rf»tn approved, 
tub#**, how aw r. to tb t provlalona a f appilaaWa ragutcrtona rtoatJng to tucb turvty*. N fa r any rataon tb a  h e m d  arati Indudaa mora aaaa«a 
than tb* m aaim un , p am ltto d  undar appSctbk law  (Inc luding tba ’V u k  of approx im ation* autborltad In  A3 36 j06 .146 and d tfln ad  In 

AS M O S 4 t t ( l3 ) l ,  tb it kaae la not vo id  and tba acnayt Included In tbt It a n d tret the* b t  raduaad to tba parm lttod m ax im um , if  tb t Suta 
determine* tort tb it kaae txoaod* tbt parm lttod acrtagt and no t ifke  Leatat to w riting  o f tbt amount o f aertopa tb it  m e n  bt e lim inated , L au tt 

tbail Sava alxty (60) day 1 i f ia r  eurh notice to wnrandtr o n t or mora k p d  tubd lv idon i Indodod In tbt k a t t d  i r t i  oomprktop at laatt tbt 

amount of t e m p i tbar mutt b t allm tnatad. Any turn tu b d lv k io n b ) tunandtrad  m un  b t locatad on tba pertmattt of tbt kaaad araa u  ortgtod.V daac/lbad . If tucb a aurrandar It not f lk d  vrftbln tix ty  (00) dayt, tbt Stato may torm ibtto tb it laata at to tbt acraapt tbtt m utt b t  

a llm inttod by maiTtop noUc# o f tucb ttrm ln ttion  to Laatat datcrlb ln f tbt tu txS v fjio n lil a lto dn tad .

U ) If  tb t Stxta'i ow nard ilo  In tam t In tb t o i l ,  p t  and aaaocltrad M dtanca t to tba k taod  araa W k *  iban  an tn t lra  and 

wndlvkkd In t t r tn , tb t p r in t undar tbit k«M k  effect b e  on ly  at to tbt Stata'i totaran In tb tt o i l ,  pat and a u o d M td  tubtranota, and iba 

royaftkt and ram a ii b t n ln  provVkd »b*il ba paid to tbt Stott In tbt proportion wb lcb tfve B tttt'i In tam r boan  M  b t  t n ir a  undb id ad  fa t . ^

. 0  — / /. t /  rb 0 - .%



2. RESERVED R IOHTS la) Th# S u it ,  »or Itself and o than , ' iw rv a i i l l  righta nc i txpraasiy jn n ta d  to Lass** by thu '«#•# 

W ithout lim it ing  lha gerMrallty of tho foregoing sentence, such rtu rvad  right* Include:
(t I tha rlQht to explore for o il. ges and associated substance* by geological and/or jaophytleal r n r i r i ;
13) tba right to axplor* for, develop and remove natural rtaourcas other than o il. g*i and aiaociitad luOatancai on 0/ from

(3) to# right to HtAbflsh or gram  eaaamanta and rightaof-way for any Igw ful purpoaa, Including w ithout lim ita t ion  for 

,h a fu  and tunna li natatory or appropriate for tha working of tha to wad araa or other lands for natural rtaourcas other than o il . gat and 

associated tubitaneet;
(4 | tha right to dliooaa of land w ith in  tha toaaad araa for wed alto* and wall borea of walls drUWd from or through tha 

Ifu a d  area to explore for or produce o il . ft* and taaoclatad aubetencM In and from fane* not w ith in  tha toeaad araa; and
(5) to* right otherwise to manage and dtopoea of the surface o f th* toaiad area or Interests therein by grant, feaaa, permit

or olharwise to third partite.
(b) Rlohts reserved by th* State may b* oaercisad In any m snn ir  which does not unreasonably intar*f»r* w ith or endanger

Lasaaa's operations undar this Kaae.
3. TERM . This !•*** Is iseucd for an In itia l prlmsry t*rm o f ta t (10) yaars from  th# effective data hereof, which term may ba 

extended as provided in  Paragraph 4 be low . This leaat may ba astendad beyond its primary tarm  as provided in Paragraph 5 be low .
4 EXTENSION OP ?R IM A R Y  TER M , (a) By Suspension o f Operations, If , p rior to th* expiration of to# primary tarm , to*

State directs or approve* In w rit ing  suspension of atl oparitione on or production from  th# lasted aroa, toe primary tarm shall b* extended
by adding to* period o f auapenaion to tha primary term orig ina lly specified. Pgr purposes o f th fi aubparagraoh. any so spent ion of operations or 

production reauirad bv any stipulation made a pan  o f to il Is*** toall not be eoniidarad a tuapansion under any order by , or w ith  toe written 

conaant o f , toe State.
(b) By Porca Majaure. If  toe State determines thor, prior to tha asp iration o f th# primary tarm , Late** h»s bean prevented by 

any o f tha conditions speciftod in Faragrtph 33 from perform ing any act which w ou ld  *xtand tha laaaa beyond tho primary ta.'m , tha primary 

tarm shall be extended bv adding tha period of disab ility to tha primary term orig ina lly  soaciftod.
o r  5 . EXTENS ION BEYOND P R IM A R Y  TER M , (a) fly Production. T h ii laaaa shall b* extended automatically If  and for so long 1*

oil ttM  gas it nroducad in paying quantities from to* la*aed area.
(b) By Commitment to Approved U n it . This toss* shall ba extended automatically If It it com m itttd to a unit agreement

approved by the Sut* . and shall ramaln In full force and affact it  long aa it remains com m itted to such a unit agreement.
(cl By D rilling . (1) If d r illin g  has commenced a* of to* data on which this laasa otherwise wou ld axpira and ia oontinued w ith 

reasonable d illgtno* , this lee*  shall continue In fu ll torn* and affact until ninety 190) days after oasaatlon af such drilling  and for so long 
thereafter as o il or gas la produced In paying quantities from th* Icattd art* . 13) If  Oil or gee In paying quantities ia produced from  tha l in e d  
era*, and if tuch production c**s*i at any tim e , tola laaaa shall ro t  terminate if d r illin g  or reworking operations a n  commenced on th* toaaad 
era* w ith in (6) months sfttr cassation o f production and thereafter are proaecuttd w ith  r**s©n»6l* diligence; if tuch d r illin g  or reworking 
operations result in tot production o f o il or gat, this laaae shall ramaln In fu ll forae end affart u  long at oil or gas it produced in  paying 

quantities from  the Ita jed  araa.
Id) By Shut-in Product n. If th en  is a wall capable of producing o il or gat In paying quantities on tos toaaad araa, this Kate 

shall not expire because La we* fails to produce the same unless t ie  Stats gives notloe to Leeua allow ing t natonab la time, which shall not be 

le u  th in  six 161 m pnths, after such notice to place tha vw i! on a producing status, and Lasaaa fails to do to If producing status it aitablishad 
w ith in  tha time a llowed, to il lease Is txtandad on ly for to long tharsafttr «  o il or got is produced in  paying qu a n tum  from  toe leaaad a n a .

(a) By Suspension of Operations or Production. This leaae th il l not axp ira because of any suspension of operations on or 

production from  th# tocaad area If to# suspension Is made undar any order by , or w ith tha w rlttsn consent o f , to* State. Upon removal o f 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 o f to ll subparagraph. any suspanalon o f operations or production required by any stipulation 
made a part o f  to ll 1ms* shall not ba considered a suspension undar m y  order by . or w ith  the written conunt o f . toe State,

(f) By Fore* M tjeura . If th# Sut* detarminas that L o w s  hat bam  p ravanud  by sny of th* conditions specified In Paragraph 
33 from perform ing in  act wh ich w ou ld  txtand the laaaa bayond toe primary tarm , to ll In n  shall not expire during the u rm  of o lseb illry plus 
a raaaonabie time thereafter, which toad not ba le u  than slxry (60) days, for Lataae to resume operations or production .

6 . RENTALS , (a) Lsiaae shall pay annua) rental to th# Statt In accordance w ith  to# fo llow ing rental schedule:

(1) Fo< th* first y t a r . i l  00  par scrt or fraction thereof;
(31 For tha second yaar, I I .S O  par acr* or fraction thereof;
13) For tha th ird year, 13 .00 par acre or fraction thereof;
(4) For tha fourth vtar, *3 JO par acre or fraction thereof;
(5) For th* fifth yaar and fo llow ing  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 u rm .
fb) Annus! rental paid In *rfv*r>ca Is a £r*dit on tha royalty or nat profit share due under tots l e w  for that yaar.

fc) Let*** shall Day tha annual rental to to* Stata (or any dtpcaitory design#t«d by tha S lit* w ith  at loots sixty (601 days*
notlct to Less:*) in advance, on or b tfo rt to* annual anniversary data of to ll laaaa. The Star* la not required to glva notice to n  rentals are due 
by b illin g  Last**, and no b ill n**d ba tent by rh i State to Lcsae*. If tha S ta ll’s (or depository's) office to not 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 pa id tim e ly , th ii la aw automatically terminate# at to both p e n in a t  1 I M  p m . ,  Aleak* Standard T im a , on to# data by  stfnch tha 
rental payment was to have boan pa id .

7 . SHa AE OF N ET  FRO F IT . Leasee wdl pay to toa $ ta s * 9 3 .2 0 0 0 0 %  o f tha nat profit darlvad by Lana# from  tola laaaa. For 
Pwrpoaei o f this Faragraph, calculation of to* nat p ro fit shall be determined to accondeno* w ith  11 AAC 13.701 through 11 AAC 13 .795 a* 
th o u  regulations ax.st on to* aff active data o l tola laaaa, cop la* of wh i a h a rt  m w l N l a > i a f c i i l 4 t N )  by tola rafsrtrvoa meda a part of toi* 
laaaa. Th* am ount o f tourert to ba corned on th* nat profit toar# devtlopm m t account pursuant to 11 AAC 83 .213 w ill b* to* average of th* 
prim# rrtaa of tha C itibank, NA New Y o rk ; Chaaa Manhattan Bank, NA  N#w Y o rk ;a n d  tha Bank of America. NT  end SA San Francisco, 
prevailing during tha m onth .

B. R O Y A LT Y  ON PRODUCTION , (a) Cxoapt for o lt ,g u  and astoctacad tubatancas u**d on toa leaaad araa for d«valoom*nt and 
production or unevo^ab iy  lo t i .  Lasae* toall pay to toa State aa royalty the foUov.lng:

(1) On o il , twenty 130) pereent to amount or value of the o il aevad. removed, or told from  toa Ittaed am*.
(3) On ga*. twenty (201 percent in  amount or value of toe gas saved, ramovad or to ld from  the lasted araa or used on th# 

leased ire* for the attraction o f n*turel ptaoiln* or other products toarafram .

13) On aaaoe.arad tubatancra, twenty (30) percent in amount or value o f the a*eoc>it*d lubttsnca i u w d ,  ramovad, or io<dfrom toe liatad art*.



0 REDUCTION OF R O Y A LT Y . After two (3) Yaar*' If lK lit  production from  the f l i ld  In which the l iv e d  ere* It located hn 
occurred, the Stew . In lu  discretion, may reduce Lesaae'* obligations to pey royefty on ell o f the leaaed area or on w y  n ic i  or portion thereof 
seqragitod for royalty purpoaae upon (1) request by Lawee. (2) a deer to ow ing by Uatae d m  the revenue from t i l  o il, pa* and 
tub iu< oe* produced from  tha Held it Intuffle lent to produoe a reasonable raw  o f rttum  w ith  rewect to Leeee* i  total Investment In the field , 

and 01  a clear toow ing by Laaaae that a reduction In royalty w ill Increaaa total production from  the fie ld .
10 R O Y A LTY  IN  V A L U I . Unless tha Stita elect* to rooelve all or a portion o f It* ro y ilty  In k ind  m provided In Paragraph 13 

ba low  Lem e toell pay to the State the value of all royalty o i l , »ae and a*tociat#d lubetanca* «  determined undar Paragraph 11 be low . Royalty 
paid in value toell be fr#* end clear of ail leu*  expense* (end any portion o f »uch expense* which U Incurred away from  the leased et*»l. 
Inc lud ing, but not lim ited to , exptnsa* for separation. cleaning, dehydretlon , gethaHng, aaltwater d itpoaa l, m d  preparing th# o i l ,  go* or 

ueodatnd subeUnoei for trenjportadon o ff the ieeead area. A ll royalty th*t mey become pay ib l#  in money to th* State toell be pa id on or 
before the lu t  day of th* calendar m onth fo llow ing th* month in which th* o l l . ja *  or associated lub itenoe i are produced. Roya lty payment* 

toell be accompanied by oople i o f run tick*u  or tuch other In form ation relating to valuation of royalty M  the Stat* may require, wh ich m»y 
Include, but ia not lim ited to , evtdenoe o f ee lti, tolpmente, and amount* o f groea o il , gai and aeeocietad aubeunoac producad,

11. V A LU E , (e) For purposes o f computing royalties due under thl* le u * , the value o f royalty o il , gas or associated luto itm ew  

iha ll not b* I*** then th# highctt of:
(1) th# fie ld  price actually received by Leieee for auch o il, get. or associated subitaneas;
(21 Leuee 'i ported price in tha (told for auch o il, gae or auocated substances;
0 )  tha volume weighted evtrto* fie ld  price actually received by other producer* In th# tame fie ld  or area for o il o f lika

grad* and gravity , gee of like b ind  and qua lity or ataodated lubstmee* of like k ind and qua lity  at the time auch o il , gat or aaeociated subttancas
are removed from toe Waxed or un it ere* or auch get la delivered to an extraction plant If auch a plant la located on th* letted or vn lt ana,-or

(41 to* velum* weighted average ported price in tha field of other producer* In toe u rne  fie ld or arte for o il u f Ilk* grade

end gravity, gat of Ilka k ind and qua lity or aeeocietad aubitenoet of like k ind  end qua lity tt the time auch o i l , go* or associated aubitance* att 
removed from  tha Itasod or un it era* or auch get la delivered to an extraction plant if auch a plant It located on the iia te d  or un it are*.

(b) If  o il , gee or associated aubetancei are to ld awey from  th# laeied or unit ere*, the a rm  ‘Treld pr'-ce" In tubpengraph fa) 
above t h i l l  ba th# ectuei prioe for auch o il , get or associated tub fteno ii rtteived from  the purrhaeer thereof le u  the actual con of 
transportation away from  the leased or unit area to tha po int of de livery .

(c) M in im um  Value Determ ination !. The State may eatabllto m in im um  value* for purpose* o f com puting roya lti# ! on o il , get 
or staoeitted subatanca* obtained from  to il la u c , w ith conilderation being given to the price actually received b»r Laieee.to the price or p r ic *
paid In the a«me field or area for production o f Ilka Quality, to potted price*, to prfoe* received by Laetaa end/or otoar producers from  sale*

occurring awey from th# leaeed araa, and to other re livant matter*. Each tuch determination w ill be made only after Lena* hat b##n given 

notice and a reeeoneble opportun ity to be heard. Under th ii p ro v lilo n . It U expreu ly agreed th it  th# m in im um  value o f royalty o i l ,  g*s or 
associated aubetancei under thla let** mey not nocaeaarily equal the price of tuch o il . g*a or etaocietad tubatancei.

12. R O Y A LTY  IN  K IN D , (el At the Stete’e op tion , wh ich may be ix irc ite d  from  tlm* to time upon not lea* than six (6) montht' 
ro t  g* to lessee, Ltasae toall deliver all or a portion of the State'« royalty o il. pa* or aa ioc iitad wbttencei produced from the ieeead ere# in 
k ind . Delivery toell be on the i#«*«d m i  or at a place m utually agreed to by the Sut* end L*u#e, and toell be to the State or to any ind iv idua l, 
f rm  or corporation designated by the Stat*.

(b l Royalty o il , g*t or eeaociited jutitanoe* delivtrad in k ind  toall be delivered in good and merchantable condition and be of 
plpetina qua lity , and shell be fra# and dear of all It*#* axpentes (end any portion of auch expanse* which are Incurred away from  th# l*«ed 
area), inc lud ing, but not lim ited  to , expenses for reparation, cleaning, dohydratlon , gathering, u lfw tte r  d ia p o u l, end preparing th* o il , gas or 
•seociated lubatancee for tranm onetion  o ff the leaeed area.

(cl After h iv in g  given notice of its intention to take, or after having taken, in  ro y ilty  o i l , gee or associated tub*t*noei In k ind , 
the Su?*, at its option and upon six (6) months’ notice to Ltarea, may aleet to ractlw  a different portion or none o f its royalty In k ind . I f , 
under federal regulations, the Lessor's u k ln g  of royalty o il , g*« or associated substances In valut creates * auppllarpurehaaer relationship, 
Laaaa a hereby w i,* * i it* right to continue to reoah« royalty o i l , gat or associated aub* lancet under auch a re lationsh ip , and lurtoar egraat that it 
w ill require any purchatert o f the royalty o il, get or ateocirttd aubitanoe* to llkew it* waive any surh rights.

fd l Leasee shall furn lto  stotagi for royalty o il and natural gaa liqu ids produced from th* laemd or un it a m  to toe a n y  ert*m  
th«t Leasee provide* rtorao* for Leaeee't toere of o il and natural get liqu id* . Lcuee toall not ba liable for the toa* or destruction of stored 
royalty o il and natural gaa liqu id#  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* o f development and production expenses) and d io o t it io n  of all o i l , get and associated t v b r jn o a i produced from  to# leased i m .  Lesaee 
shall perm it the State or its aoenu to examine auch books and records at *11 reasonable times. Such books and records o f development end 
production must employ methods and technique* that w ill anjur* th# moat accurate f ig u r i j reasonably available w ithout requiring Lesaet to 
provide «• cerate tankage and/or meter* for each w e ll. L » ee  ah*H ua* standard and co.iti*t*nt accounting procedural which art c o m m o n  to toa 
Induefry.

14. APPORTIONMENT OF R O Y A LT Y  FROM APPROVED U N IT . 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 am ong, or to# proeoad* o f H paid to , to# landowners, 
free m d  clear of all un it expense #nd fra# o f t  ty Ik n  lot It . Undar this provision, to# State's royalty to are o f any un it production allocated to 
tha Icaaed art* toall be regarded as royalty to ba distributed to , or to# proceed* of It pa id to , the S u it ,  tree and clear ot all unit txpanaa* land 
any porpon o f such expenie* which la Incurred awey  from  the un it art# ), Inc lud ing , but not lim ited to , expenses for rrpo ra i.on , daen ing , 
dohytoation. getoarlng, saltwater drtposai. and preparing o il, gas or associated tub■ lances for ir*n*portailon o ff to# unit #<*#, and free of any 
flan for It.

16. PAYMENTS. A ll payment* to tha Stat* und ir  this lease toafl ba made p iyab ls  to the Sut* In tha manner directed bv th* Slat* 
and toall be tendered to th* 3t*t# at

department o r  NATURAL resources
333 CAST FOURTH AVENUE 

ANCHORAGE, ALASKA 99901
or to any depository designated by toe Sut* w ith  *t kart sixty (60) days’ notice to Less#*.

1S- FLAN OF OPERATIONS, (a) No kaae operations otoar than surface reconnaluance m a y  be undertaken by rsaae. its agant* 
or isetgni, on th# Ueead araa, axoapt In  conform ity w ith  a p lan of operations appmvod by th* Stata. lht»a# toall fll#  w t’* th* State four |4) 

copie* o f Its application for approval o f Its proposed plan o f operations.

(b) The application shall aet forth a dataller! proposed plan of operations, Inc lud ing , but not lim ited  to . itatament* m d  mao# 

or d rw vng i sctttng forth each o f to* fo llow ing : (1) t h l aequeno* and schedule o f th* operations proposed to be conducted on the l it t t d  arc#; 

(21 protected us* requirements asaociatad w ith tha proooaed operations, Including, but net lim ited to , to# location and  design of wall sit*t, 

m#t*rta! sites, w it r r  supplies, bu ild ings , roads, utilities , air*trip* #r>d a ll Other facilities nscesaery for exp lo ration , davalopm#nt and production 

o' toe Iratad arto. (31 plans foe restoration of toe u###d area upon toe eom pN lion  o f operation* or phase* to e 'toT  and M ) a dc*cription of 

operating procedural d#sign*d to pr#«ani or m in im ise a d w *#  impacts upon other natural ratcwrcas and  other uaet cfl to# kaaed art* and
adjacent I 'M t



(c) W ith in  sixty (GO) days of Let***'* filing  Of DOmpMt* application for approval of It* proposed plan o f operations. tha Stat* 

toall approve or rfnny th* application . If tht application I .  tkn le d . tha Stau toa ll state In w rit ing  Its raeaons for such d m  1*1 and may ptopoea

modifications which. If accepted by Latsao, would qua lify  th* plan fot apofpvtl* . . .  .
(d) Subsequent modification of an bp proved plan of oporatlont may be proposed by Lee*#*. A m odflcatfon  o fa n  •****"<*

plan of operations propored by L r iw o  shall b* considered under the seme procedures uead for review m d  approval o f Leiaeo » orig ina l plan o f

°P*r ,( l ( ,)  Approval bv too Stet* of a plan of operation* or eny modiflcettona thereto signifies on ly  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*** o f It- obligations to obtain 
approvals »nd p#rmit* required by other government*! eoorxJei hftsfaf regut ito ry  n/tSodty o v ir  tuch optrttUwie

(f) A ll of Leaeee's operation* on tha lea** are# shall be In conformance w fth the epprovod pfen o f operations.
17 FLAN  OF DEVELO PM ENT . (*) W ith in  six (61 months after certification o f a w a ll c*o*bl# of producing o i l , gee or aeeocietad 

subrtmcet in peying quantities. Let*** toall file two (2) copies of en application for approval by th# Sut* of an Inltlaf p lan of development. 
The Initial plan of development toatl describe Lessee * plan* for developing the leaaed araa. No development o f the leased area may occur until a 

plan of development h»s been approved by the State.
(b) W ith in  sixty (60) days of L****#'s filing  of a complies application fo r approval of Its proooaad In itia l plan of development, 

th* State toall approve or deny th* application. If th# application h denied, the State shell state In w riting Its reason for such a denial and mey 

propose modifications wh ich , If *ec*pt*d by Lctsee, w ou ld  qua lify the plan for approval.
(c) Th# plan of development toall be tw ised , updated and subm itted for the Start*'i approval annually on the anniversary data 

of this Itaae or on such other dst# as may be m utually *gr**d to by Las*** and th* State. If  no changes from  an approved plan art oon temple tad

tor the fo llow ing year, a statement to that effect shtlf be filed In lieu of the raqulrod revision and updating.
18. EXCEPTION FOR LEASE INC LUDED  IN  AN  APPROVED U N IT . If this (east It included In an apprtxrtd u n it , the Lasaaa toall 

not be required to subm it a separate olen of operation* or plan of development under Faragraphs 16 end 17 above.
19. LOG* AND OTHER ASCORDS OF O FERAT IO N*. (a) Le#**e shell Ills etl lo«i end su-vays taken, a description of all is m  run 

for each well d r illo d  on the leased area, together w ith * plat showing th# exact location o f e*o.i such vw fl, w ith  the Stat* w ith in  th irty  (30) days 
after each such w e ll has been completed, suspended or abandoned.

(b) Any and all In form ation filed by Lessee w ith tha State In  connection w ith  this teaaa shell b* r a t a b le  at all times tor the 
confidential ua* o f the State for th# purpose of enforcing oompfleno# w ith th# promises, tarm*, condition* and couanecn o f thl* Nsee end the 
provision# of Sut* lew . Inspection o ' such information by any persons other then officers or employees o f toe State (and persons perform ing 

any function or w ork  ecsigned to them by tot Stan) toall be gew rned by tppHcabl* law .
20 . D IR EC T IO N A L  D R IL L IN G . 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, d r illin g  tost) be considered to haw  commenced on th* faesed area 
when ecru*! d r illin g  it commenced on such other land* for the purpose of directientity d r illin g  under th* leteed a m .  Production af o il or gw  

from  tha It jt r d  era* through *ny directional well surfaced an such other lands or d r illin g  or reworking of tuch directional w a ll toall b* 
co-tide red production or d r illin g  or reworking operations on the leaeed vea  for all purpoaas o f 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 w fth respect to such lands In add ition to 
any such interest, licenss. ssscment or oto*r right which the Lass** may have law fu lly  acquired from  the State or from  others.

21 . D IL IG EN C E  AND  PREVENTION  OF WASTE, (a) lew** shell axardsa reasonable diligence In d r illin g , produolng and 
operating w ills  on tot leased erst u n ieu  consent to suspend operations Temporarily It granted by the State.

(b l Upon discovery of o il or gt< on toa laasad x u  In quantities which w ou ld  appear to a reasonable and prudent oparator to 
ba sufficient to recow r ordinary costs of d r illin g , completing and producing an add itional w a ll In the tern* gaotogic structure at another 

location with a reasonable profit to the operator, Let*** to t il d rill such wads ** a reasonably prudent operator w ou ld  d r i l l , having due regard 
fo r th* interest o f th* St ir  a* well at tha Inu rs tt o f the Letete.

(c) Lets** shall carry on til operations under this lea** In a good and workm an like  manner In accordance w ith the method* 
end practicas i n  out In toe approved ofan o f operationr w d  plan o f development w ith  due regard fo r th* prevention of watt* o f o i l . get end 

aesocjsud substance* and to t antranoa of w ita r to tha o il and ga« bearing sends or strata to the destruction or In ju ry  o f toe seme, and to tha 
praeervation and conservation of to* property for future productive operations. La tees to t il carry out at L i sum 's expanse j i  orders and 
requirements of to t Sut* relath* to toe prevention of waste tnd the preservation of toa leaeed a m .  If Lsaeee falls to carry cut such orders, 
the S u tt shell h a w  tot ngh t, together w ith eny other available legal recourse, to enter on the leased a r t ! to repair demao* or prevent w een at 
L*s*m 's axpente.

Id ) Lessee shall securely p lug in an acp row d manner any well before abandoning It.
22. OFFSET W ELLS . Lessee toall d r ill such w ills  a* a m *on«bly prudent operator w ou ld  d r ill to protect the State adequately 

from loci by rsason of dr»in»gt resulting from production on otoar land . W ithout lim it in g  the gm ertflty  of toa foregoing sentence. If  o l lo r g M  
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 t o *  under this tee**, 
and such well Is w ith in  500 fact in tot case of an o il well or 1,600 feat In the ease of a gat w a ll o f lands then subject to thl* Is***. and such wall 
product* oil or get for i  period o f th irty (30) conwcutlv* days In quantities which w ou ld  appear to a rtasonabN end prudent operator to 

b* w fhc ient to recover ordinary costs o f d r illin g , oompleting and producing an add itiona l w e ll In the tv r*  geologic nructura at an offaat 
location wlto a reasonable profit to the operator, and If . after notice to Lrtaee end an opportun ity  to be heard, the gtat* finds that production 
from woeh w ril b  dra in ing land* then subject to toie fee*#. lessee shell wHhln thirty 130) days *H*r written darrwnd by th* State begin In good 
filth  tnd d iligently  prosecute d r illin g  operations for an offset swd on th* leaeed area. In  Hsu o f d r illin g  any wall required by this Fwagraph, 
Lassoe m*y, w ith  th* Stott's consent, compensate the Strt* In fu ll each month for th* (K im sted  lose o f royalty through d rtim o* In too amount 
determmed by th# Sut* .

33. U N IT IZ A T IO N  I I I  Lecset may unite wSto others. Jointly or separately, In  coftaruvgty adopting and operating under a 
coops/stive or un it #»*#m*nt for the tx p lo n t io n , development or ooerstion o f th* poo l or f ie ld  or Ilka  era* or part thereof which Includes or 
underlie* tht laated r u  or any p e a  thereof wnerwver a regutetory agency hairing appropriate Jurisdiction determine* and osn ifit*  that sod) an 
eoreement It In th# pub lic  interest for tr>* purpose o f properly coneervtng toe natural retouras o f any ok  or ges poo l, fM d  or Itk# area or any 
pert thereof.

(b) Lessee ag-ees. w lto In six (6) months l it e r  demand by th* Jtate. to  subeertb# to a reasonable ooopervtlva or un it agreement 
which shell edeouetely protect t il part 1st in lrr*r** i. Including the k i t *  The Stas* retarves the right to prescribe such in  agreement.

(e) W ith to* consent of Lessee, toe Stas* may establish, alssr, change, or revoke d r illin g , producing, rental and royalty 
requirements of this leu*  If to# lis ted  r* e  is oommitltd to t r y  such cooperative or unit sgreement, and may adopt tuch regulation* w ith 
referanoa u> this baa m connection with to* Institution and operation of vry such ooopnrrrfv* or un it  agreement as to* Stats d*term|nM m  
rises aery *nd proper to t*tur* tha propar protection of th* public Interest.

Id) If t portion of to# leased i u  or try teoersss and dlrtincl ion# or geological horison Is oommined so an approved or pm«c»-beri -nit agreement, toa committed emsge or ton* or horizon totil be segregated Into a aaparata and dUtinct I#**# having the same • ff*ct w bat* it this its* A n y  opt. o'- of toe tested area or any separate and dtaJnct tone* or geological her Irons not oonvnltted to such a cnooeratjw or agrr«m#n. *», i-ti.irt to tha terms and condition# of tola laesa unafftctad by to# pooling or unlfintron of anyoto*» pcitor, o' to* Ussad t,n s. t0. .  nqr xon or by operation* In ahy such unit.



24. INSPECTION. Lessee (hall kasp opart at all raaaonabl# limaa, for Impecilon by any duly authoriiad representative of th* StfN , 
th# Isaasd 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 thl* Mata. _ > ^  ,

26. SUSPENSION, Th# Stata may from tlma to tlma dir act or wjprow In writing suspension of production or othar operations

26. ASS IG NM ENT , PARTIT ION AN D  C O N VERS IO N . T h ii l a w ,  or any undM dad  ln im «  haraln , m ay , w ith tha approval o f 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 dlatlnct aone or geological h o r lio n  underly ing  tha laaaad araa or such ona or mora legal lubdlvleton* tharain , to any parson or 

partons aoa llflad to ho ld a laaaa. No au lgnm ant, lu b la w  o r othar transfer o f an Intaraat In t h ii laaaa, Including aarignmenu o f working or 
ro y ilty  In te ram  and operating ^ ra am an u  and sublet*#*, shall ba b ind ing upon tha Stata un law  approvad by tha Stata. Laser# ih«(| ram«ir. 

Ilabl# for all obligotJoni undar thi* ltaat accruing p r io r to tha approval by tha S u tt of any a iiif lnm on t, sublsass or othar tranriar o f an In taran  
in thia laata. A ll covenant*, oondhlont and agreamant# oontalnad in th ii laaaa iha ll ix tand  to and ba b ind ing  upon tha hairs, adm ln iitratnrs , 
»uco*«sor», and aaaloni o f th t Slats and/or Leona. Application* for aoomvol o f an ao lgnm ant, sublaaae o r othar tranafarahall oomply w ith  all 
applicable regulations and mutt ba filed w ith in  n inety (00) day* aftar tha daw  o ! final execution o f the In itrum tn t o f tranafar. Transfer o f thia 
Ussc or an !ntere*t tharain ih a ll ba approvad by tha State unlaaa (1) Laaata frills to eompfy w ith  applloable datuta# and regu lation ! or I2 I tha 
S u u  determine* In w rit ing  (hat the beat Interetti o f the State Joitlfy a denial. Whara an an lgnm ent, wblataa or othar tranifor l i  made of a ll or 

a part o f Lauea's fntarett in and to a portion of tha laaaad araa, that portion may, at tha option of tha Stata or upon reqo tn  o f the tr»n*faree 

ond w ith th# approval o f tha S u t t . b* segregated into a Mparat* and d itt ine i I raw  h iv in g  the rama affective d u e  aa th |j l a w .
27 . S U R R EN D ER . Letsae at any ttm* m ay make end file  w ith the Sut* a W7itt*n turrandar of all right* und«' th ii leaaa or any 

portion thartof com priiin g  ona or mor* lagal subdivision o r , w ith  the oonatnt of tha S u u ,  any acparau and d lftlnct ton* or geological h o r iio n  
underlying tha laaaad araa c r ona or mora legal aubd lv itiom  tharaof. Such a turrandar ahail ba rflsctive a* of the data o f f ilin g , lubject to tha 
continued obligation* o f Lniaa* and his surety to make payment o f all accrued royaltiar an d  to plac* all wall* and a/rfac# facilities on tha 
turr«nd«rad U nd or In tha sum ndared zones or horlsons In condition tetlifactory to tha 8t*U  for lutpanslon Or abandonment. Thar* a Ite r, 

L rn tt  shall b» Maaaad from  all obligation* undar thl* laaaa w ith  m p a c t  to th# lurrenderad landa, zones or ho r isom .
21 E FA U LT  A N D  T E R M IN A T IO N ; C A N C E LLA T IO N , (a) Tha failure o f L a w #  to perform  tim e ly  It* ob llga tlon i under thl* 

l* au , or t ore of Laata* otharw lw  to abide b y  all a xp rtw  and Im plied promises, tarm t, condition* and cow nan t i of th ii laata, d u l l  b* 
dtamsd tc j  default in  Letaea't obligations haravnder, Whanavar Lsta*# fa ilt to comply w ith  any o f th# provisions of thl* Isate (other than a 
provirion woich , by It* term*, provides for automatic tarm lnatlon) and fall* whh ln  rixty (CO) day* #ft*r written notlc* of auch default to 
oommtnct to remedy and thereafter diligently proaocuta o p e ra t io n  to ramedy iuch da fau lt, the State may terminate t h i i  Itas* If at that tlm a 

thar* it no well on th# Iroaad araa capaW# o f produc ing o il or gat In paying quantities. H at that time thart It a w a ll on tha laaaad arva capabla 
of producing o il o r  go* In p ry in g  quantities, thia Has* may b* ttrm lnata J by an approprlau Judicial prooaadlng. In th* tvant of any term ination 
undar th lt lu hpa ragnph , Leuet d u l l  have tha right to ra u in  under thl* Itatc any m d  all d r illin g  or producing w*IU at to which no default axirt* 
togtthar w ith a par oat o f land surrounding tech w a ll or walls and iuch rightsof-vuay through the leased an a  a# ar* rat*on*bly necessary to 

trubia L am *  to d r il l, oparat*. and transport o il and/or gas from  tuch retained well or well*.
(b) Tht S u u  may caret I th lt laata at any tlma H tha S tau dettrmina*, after Laaaaa hat bean given notice and a reaaonabla 

opportunity to ba ha*rd. that (1) continued operations pursuant to thl* Isase probably w ill causa sarloui harm or damaga to b io logic retourcae, 
to property, to m ineral resources or to the environment (inc lud ing tha human envlronmant), (3) th* th r ift  o f harm  or damag* w ill not 
disappear or decree** to »n acceptable extent w ith in  a reasonable period of tlma, and (3) tha advantage* o f cancellation outweighs tha 
advsnugri of continu ing thl* ltaat In fore*. Any cangtllatlon under thl* lubperegrsph shall not occur unite* and until operations under thl* 
Irate h aw  barn under auaponsion or temporary p roh ib it ion  by ttw State, w ith due exun rion  of tha term o f th ii It set, condnuouriy for a period 
o f five (5) yesr* or for a letter period upon request o f th* Laaata. A ny oancellttlen und#r thia subperegrepn w ill entitle Latte* to recaivg such 
compensation M  Lasaat dem on icm ** to tha Sut* la aqua* to th* (****r o f ( I I  th* volu* o f the eanoellad rights a* of the data of cancellation, 
with du t conrideratlon being given to both am lclpaaad revenues from  thl* laaa* and anrlclpatad c o m , Inc lud ing oorts o f eeunpilenct w ith  all 
applicable ragulations and stipulations, liab ility  for olaan<up c o m  or damage*, or both . In tha cate of an o il apflf. and all othar oo ru  reasonably 

anticipated under th ii leaae, or (21 tha axcau . If an y , ovar Laaa*'a ravanuo* from thia West (p lu i lnt#f#« tharaon from  tha date o f receipt to 

d t u  of raimbunarnant) o f all oonsidaretion paid fo r this laaaa and a ll dir act expenditure! rrveda by Leuee after tha tffactivt date o f lhl« lease 
and In conn action w ith  exp loration or development, or b o th , pursuant to thi* lease, plus In taran  on auch consideration and tuch expenditures 
from the date of payment to th* data of reimbursement.

2fl. R IG H TS  UPON T ER M IN A T IO N . U pon  the expiration or earl la r tarm lnatlon o f th it la*** a* to all or any portion of th# l*#*ad 
area, Lttatt w ill b* dlractad In w riting by th* Suta and tha ll have tha right at any time w ith in  a period o f ona (11 yaar th a r io fu r , or auch 
axttnrion tharaof as m ay ba granted by the State, to remove from  tha laaaad area or portion tharaof all m achinery, equ ipm ent, tool*, and 
materials. Upon th* axp ira iion  o f such period and at th* option o f the Stata, any m ad 'I nary, equ ipm ent, toot*, and materials which Latsec ha* 

not ram owd from  tha I Mead ere# or portion thereof becom# the property o f the State or may ba ramovad by th* Stata a : lia s e a 'i expanse. At 
tha option o f th* State, a ll Improvement* auoh a* roads, pad* and walls she/1 either be abandoned and the rite* ra itorad by  Leuoc to tha 

m lifa e t lo n  of th* Stata or b* I*ft intact and L a m a  abaohad o f all further responsibility M  to their maintenance, repairs and eventual 
abandonnwnt snd restoration. Subject to tht forego ing, Lees** ih a ll dallvar up tha leased area or such portion or portion* thereof In good 
condition.

30. DAM AG ES A N D  IN D E M N IF IC A T IO N , (a) No rights undar raaarvydon* contained In leases or grants o f A la ik*  land m ay be 
axarcisad bv the 6tat* o r 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 
t>« tx a rdw d  fu ll payment for a ll 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 N t tb  th* damages, tha S u tt or iu  Lauae may enter upon the land after posting a surety bond determ ined by tht Stet#, after notioa 
and an opportunity to b* heard, to ba sufficient «  to fo rm , am ount, and weurlty to secure to the owner paymant for damages, and may 
imtlu/ta legal prooaadlng* In a court of competent Jurisdiction where tha land I* located to determ ine 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 Indem n ify  th* S u t f  and h o ld  It 
h*rmi«s* from and egaintt any claim*, demands, liab ilit ies and expanse* arising from or In connection w ith  such damaga*. Th# furnishing of a 

Sand In compliance w ith  this Paragraph shall ba regarded by  the S u t t  a* sufficient provision for the payment o f all damages that may bacom* 
payable under AS M .0 5 .1 3 0  by virtue of thit lease.

fbl Ltteee shall indsm nify the State fo r , and ho ld  It harmless from , any c la im , Inc lud ing claim* for lost or damage to property 

c r  in jury to a person cr pareom cauwd by or resulting from  any act or om iit io n  oommtued pursuant to this laaa* by or on behalf o f Leuae . 

l essee *h*lt not b# held rwpontibf# to tha State under this luboaragrtph for any toss, damag# or injury caused by or result:ng from the tola 
n e g ligen t of th* State.

(r) Lrtaee fxpreariy waives any defense to an action for breech of a covenant o f this laaaa or for damages resulting from  an o il 
•m l' or other harm to th# inv lfonm ent vrfsieh it based on the fact thai th# act O' o m iii lo n  oompla ined of was committed by an independent 
cB'v.'arto* i t u m  sxprtM iv agrees to assume notponsibility for ail action* o f In  indep#*d#nt contractor*.



I

3 ! BONDS U) II required by the Stat*. Laaaa# shall furnish * bond prior to th# Itsuence of th it I i m  In *n im n u n t  n w t i  to at 

(Mtt *3 .00 par tort or fa c t io n  thereof contained In tfta l«a*ad i t H ,  but no lata than $10 ,000 .00 . tnd  shall maintain u td  bond m  long as

required by U d u llin g  operations on tht la e ad  art*. Laaaa* shall fum ith  t bond In tht tm ount of i t  U t i l  *100 ,000 .00

S S *  u » k r  hi * 0 - .  f o m U . « .<  M M *  .  S vm M . b o n .  In  .o c n ftU n a  * *

■DOllwbh J ttw  . . . . .  n o ilM  to L l l lM  * n . a raam nrt la  opportun ltv to be heard, raoolrt a bond in  a reamnabla am ount

greater than tht tm ount apaclfiad In It )  tn d  (b) tbovt whara iuch greater tm ount it juatlfled by tht nature o f Ih t tud tc*  tnd  Its uttt and th* 

degree of rlak Involved *n tht ty p t i o f operations being or to bt carried o u ; undsr this It***. A Statewide hood ih t l l not satisfy any requirement 
of a bond Imposed undar thit eubpartgraph, but ih t l l  ba oonddtrad by tha Stats in  d tttrm in in fl ths n ttd  for and tha tm ount o f any additional

bond under thia subparagraph. „ ____________
It ) If tht leaved i r u  it  aom m inad  In whole or In part to a cooperative or un it agreement tp p row d  or prescribed by tha Suta 

tnd t  unit bond It fum lih ad , Law*# natd not thereafter maintain any bond w ith rttptct to tha portion of tha leased are* com m itted to tuch

a g re e m e n t^  FQRCB MAJEURE . If  tha Stata determines th*« Lauae has bttn  p r i n t e d ,  ifts r  tHort* made in good fa ith , from  com p ly in g  

w ith any txp re*  or implied promtae, tt rm , condition or covenant or thi* It***, from  conducting drillin fl operations, or from  producing or
marketing oil or gas from  tha Ittaed art* , bv reason o f w ar, r io n , *ct* o f Ood, u nu iu t lfy  sever* vw t ih tr , or any other caut* beyond Utsoe's
r**ton*6U ab ility to for**** or oorrtrol (inc lud ing d* lay i caused by Judicial d t d i io m  or leek th*rtof), whether tim llar to t h o *  enumerated or 
not, L j t w ' i  obligation to comply w ith tuch provfiion  ih a ll ba tu«s#nd*d, but not vo ided , and Lute* shall not ba Habit for dams®** fo r failure 
to comply therewith. tf Ltaaa*’i  o b ilg it lo n i to conduct d r illin g  Or reworking operation* are tuip«nded undar t h ii Paragraph and tha 
continuation o f iuch operation* w ithout auipentlon w ou ld  have had tha effect o f preventing the txp lratlon or term ination o f thia >•***, thia 
laata chall not tarmlnat* during th* period which tha obligation to perform auth operations it suapandttl. Nothing In this Paragraph ih a ll ba 
construed to autpand t»>e ob ligation to pay ran ta il , or to suapand tha ob ligation to pay royalties or other production or profit-based payments 
from opa tt ilo n i on th# la*«d are* which are not suipended or from  operation! w h ich are not affected by m y  tuch mansion, to tha Stata.

33 , A U TH O R IZED  REPRESENTAT IVES . The Suts Director o f th* D id i io n  o f M inerali and Energy M#n*gem*nt, Dap*rtm*nt of 
Natural Rtaourcai, and the peraon executing thi* leas* on b*h#lf of I.m e#  sh ill b« tha au tho r litd  repreientatlvet for their reipactlve principals 

for purpocci of administering th i i laaa*. Th* Scat* or Leasee may changa the designation o f its authoritad repniMntativ* or th* addrtta to which 
notices to that repraatnutfv# are to b* aant by a notlo# given In accord w ith Paragraph 3* b*iow . Whare actlvtti** pursuant to a plan o I 
operation! sre underway, Lh u i  w ill »Wo deslgnatt, pursuant to a notice under Paragraph 34 be low , by name, job title and td d r*w , an agent 

vrfio w ill b* present in the Stet* during all such activities.
3 4 , NOTICES. A ny  notice* required or,perm itted under th ii t*aie ih a ll be by electronic modi* producing a permanent record or In 

w riting and ih a ll be given personally or by regular#d or earthed m a ll, return receipt requs-md, addressed at fo llow s :

TO THE STATE:

D IRECTO R , D IV IS IO N  OF M IN ER A LS  AND  EN ER G V  M ANAG EM ENT 

DEPARTM ENT OP N A T U R A u  RESOURCES 
703 W . NORTHERN LIGHTS BO U LEV ARD  
ANCHO RAG E. ALASKA 99503

TO THE LESSEE:

Amerada Hess Corpora t ion  
C/o N. D. Bernard 
P. 0. Box 20A0 
Tulsa,  Oklahoma 7 *̂102

Any such nolle* thu l be effective whan delivered to th* foregoing author irad representative.

35 . STATUTES AN D  R EG U LA T IO N S . Th lt 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 r tg u iit io n i hereinafter placed In affect. Th ii laaa* shall 
not ba Interpreted r  a I Im itation upon th* ax#rclae by tha State of Alaska or bv  th# United S u ta i of America of th* power to tnact and 
enforce legislation or to promulgata and enforce regulation! effecting, directly or ind irectly , the actlv itit i o f la n e *  or lu  agents In connection 
w ith  tMt itas* or the valut o f th* Interest* h*ld undsr this ktaa .

36 . IN TERPRETAT IO N . Th lt lease ta to b t Interpreted In accordance w ith s »  ru lc i applicable to the interpretation of contract* 
mad* In tha Stat* of Alaska. Tha Paragraph headings am not p a n  of thia laaa* and art inverted on ly for convenience. Th* Sat* m l  Lease* 
txpreaaly covenant that th* law  of tha S u t t  of A latka shall apply in  m y  jud ic ia l proceeding undar th ii laaa*.

37 . INTEREST IN  R E A L  PRO PERTY , It it  th# Intention of the parti#* that th# r ig h a  onntad  to Leeiee b y  th ii leaac conatltuta an 
Inutaat in tsal property in the l**a* art* .

3* . SEV ER A B IL ITY , if | |  , i  f ina lly  daterm inad in any judic ial proceeding that any prov liion  of th ii kaa* l i  In v a lid ,th *  Sut* and 
Lett** may jo in tly  determine and agre* by a written amendment to th ii laaaa that. In consideration of the promise*, ta n r* . cond it ion . >nd 
covenants oontUnea in  that w f it u n  am endm ent, th* In ^J id  portion of th* let** w ill b« trtatad u  arw r*d from  tht leas* and that tha remainder 
of th# laaa*. at amended, w ill remain in  affect.

39 . D EF IN IT IO N S . A ll word* and phreati used bt this laaa* are to b* Interpreted where possible in  tha manner required In  reapect 
to th* Interpretation of rtttuta* by AS 01.10040. Howmwr, th* fo llow ing words have th* followtng meanings unlaw the context unavoidab ly 
requires otherwise:

(1) “o il"  mean# crude petroleum o il and other hydrocarbons rtga/dieM of gravity which art produced In liq u id  form  by 
ordinary prorArctlon method*, Inc lud ing liq u id  hydrocarbons known at ditU llata or condensate recovered by separation from  gas other than at a 
gat processing p lant;

(3) "ga*M .-naans alt natural gas (txoaot helium  gas) and all othar hydrocarbons produced which art not d t fn a d  herein at
o il;

(31 "aaaocittad lubatane#*” m aani all aubttanctr axotpt he lium  produced as an Incident o f production o f o il o r gat by 
ordinary production m ethodsand not defined herein s i o il or p»s;

(4) '‘d r illin g ” mean* th* act of boring a hoi# to reach a proposed bottom  hoi# location through which o il or get may be 
producoc If encountered in peying quantities, and includes radrilllng , t lost racking, deepening or other means necessary to reach the p ro p o se d  
bottom  hole location, l* rung , logging, p lugg ing #nd other operations necessary and incidental to th* actual boring of th# hp i# ;

(5) “reworking oo*r#tlona" means all operations designed to atcvr*. restore or improve product on through torn* use a f a 
hole previously drilled . Includ ing, hut not lim ited  to , mechanical or chemical treatment o f any ho riton , p lugging h#c i o test M ^ w r  strata,as*; 
and

(ftl “paying quantities" meen# quantities sufficient to yie ld a return In txcaia cf operating c o n  aw" though (b illin g  and 
couipm tnt costi may never be reeeiq and th* undertaking oont.der*o w a v^toit may ultimataty reiuri tn a oei



40 . CONDITIONAL LEASE . If  all Of ■ part o f th# towad art* U land tfiat ha i baan w ltc iad  by tha 6mm undar tvrw of tha O d tad  
t ia t a i 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 Io m  aa 

provided by law  until tuch a patant bacomai affactlva. If  for any roaton tuch a aalaetioo It not fina lly  approvad , or auch a patant doaa not
bonoma affective, any rtnta l, royal tv or profit baaod payment* mada to tha Stata undar thlt Uaat w ill not ba rafundad.

41 . EMPLOYMENT OF ALASKAN  RES IDENTS , Latoaa iha ll oomply w ith  all vand and appllcabla lave and regulation* w ith  

mgard to tha h ir ing  o f A toka  ra iid enu . Law** w ill not d lic rim lnata against A toka  ra ild a n u . u  prohibited by applicable lave and tagulttJona of 
tha Stata of A laak*. Laaaaa w ill lu rn lih  tha Alaska Department o f Labor a quartarly report regarding tha em ploym ent of A to ka  raaidanti on tha 

laaaad araa in c o m p lia n t  w ith  r^ju lationa adoptad by tha Com m ln loner of Labor.
IN  W ITNESS W HEREO F tha p a n to  have executed thl* laaa* effective a i of th*

LESSEE

AMERADA HESS CORPORATION

By ~~ ■« ___________
V. Mf Hebertson, Vice President, U.S. 
Exploration & Offshore Joint Venture 

OperatIons

THE U N IT E D  STATES OF AM ER ICA  1
j a .  Acknowledgement of Laattr

STATE OF ALASKA J

T h ii cartHto that on th# / / ^ / / l  day o f ' ^ u L / y t l J  M l  18 f t
A to ka , du ly  commliaJonod and iw o m , paraonally app»«W  A

lo m* known to be th* paoon who executed tha foregoing laate on b a U lf  of tha State of A to ka , w ho , a ltar being du ly aworn according to law , 
ttatad to m# undar oath that he h a i authority pursuant to law  to oxae jta tha foregoing kaca on bahalf o f tha Sut* of A to k a , acting through 

th* D iv iiton of M inara li 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 A lailta and for tha D M iio n  of M inara li and Enargy Management, Da pert man t o f  Natural Ra iouroa i.

W ITNESS m y hand and offic ia l teal.

MARY K. WEISENBCROER 
NOTARY PUBL IC

STATE O f  ALASKA

toka
s / ^ / n

STATE OF ALASKA

8v; yuJL~+*~'
E T H E L  H .  N E L S O N

Title : L « A r iD g  M a n a g e r

day o f



STATE OF ALASKA 
30th COMPETITIVE OIL AND CAS LEASE SALE 

-BEAUFORT SEA-

LEASE ST IPULAT IO NS

AD L 3 1 2 7 9 8

Stan Stipulation N o . 1 •  Hletorfc and Arthaaoloolc O iiomwrle i

In tha event eny alt*, n ructura . or object of hlatorle or archaaologle ilgn lfleanca ih o u ld  be discovered during the conduct of any opera iion i
on I N  teased area th# htwa* ih a ll report Immediate ly auch finding* to th* D irector, D lv lilo n  o f M in*reli and Energy Menaoemant.and make 
•ve ry  reasonable effort to praaatve and ptotaet iuch *lta. r ru e tu ra , or onject from  damage un til tha D irector h a i olvan direction* m  to lu

preat rvrt Io n .

Upon abandonment of th# d rillin g  p latform  or related facUltlot, »uch faellitla* w il l ba removed to tha extant that thay no tongir intrude on tha 

hlitorfc or cultural »o*ne or could othtrw is* advatealy affact an archaaologle. or h itto rie  i l l t  or area Included in or allg lb le for Inclusion In tha 

National Raglrtar o f H iito rlc  Placet.

Stat# Stipulation N o . 7 ■ Environmental Train ing

Th# lotaae ih a ll Inelude In any exploration and/or development plan* a propo ied  anvlronmantal training prooram fc ra ll personnel Involved In 

exploration or development actMtie* (Inc luding personnel o f th* leasee’s contractor* and tuboontrectort) fo r review »nd approval bv tha 

D ltec ior, D ivision o f M inara li and Energy Managamant. Tha program  ih a ll ba detigntd to Inform  eecf per*on w ork ing  on th* project of ipacific 
rype i of environmental, aocial, and cultural ooncarni wh ich relate to the Individual's jo b . Tha program  ih a ll ba formulated and Implemented bv 

qua lified instructor* axparlenoKt In each pertinent fie ld  0! itu d y  and ih # li em ploy affective mathodt to enaura that penonne! urvdartund and 
uaa technique* n*o*i*ery to pr#»*rva »rch**ologle*l. geological, and b io log ical resource*. Tba program ih a ll * lio  ba datlgned to Inctaete the 

•an ilt iv lty  and undem and ing  of personnel to com m unity ve lue i, eu itom t, and  lifeetylas In areas In whleh iuch  partonncl w ill be operating.

Th# leite* iha ll a l io  subm it for review and approval a continu ing technical environmental brie fing program for luoerv iio ry  and managerial

personnel o f  th* Icnec and It* agents, contTacton, and lubeontractor*.

State Stipulation No. 3 - Site Restoration

After completion o f tht exploratory d r illin g  phaaa, all structures w ill be removed from  the leata and tha laaaa# w ill rettore th t lit*  to In  original 
condition unlett the itruetura or lit*  w ill ba uw d  In tho production phaaa or for add ition* ! exploratory d r illin g  or unlaw  it i i  not in tha bett 
Intaran o f the pub lic  or tha environment to require removal or rertoration. A uthorita tion  to liev*  lh# rtruetura in  plao* mutt be obtained from  

tht D irector. D lv lilo n  of VWntrali tnd  Entrgy Management, after ooniuttaticn w ith  the Department of F iih  and Game in d  tha Department of 

Environmental Conwrustion .

f t r r  f1 n» M f M ai 4 -BwWaaa Entry ■ ■ •  —  ■     - —  -

Surface entry by the leeaaa or tubeon tract or* w ill be proh.tx t*CTDo--Qma* le lrnr' IS urte leasing unit BF-54) and P o ll II I end (Stata tewing u n lu  

HF-01 and BF-02) c  ring th# period May IB  to Augotl 1B. Surfao* antty during T iitm  fraiTVIl m rt Iw p s im in a il Ii* the D irector, Oivlslon 
»( M inara li m-4  Sw rfy  Management. p>awW»d eny serueturae, iw lpm an t i aem anaa i, a* eupglie i am ramavad befare May #0----------  ■■

State Stipulation N o . B •  Special B iological Resources

If b iological popu le tlon i or habitat* which m ay require addition#! protection art I band  Had by th* Director, D ivision o f M inara li m d  Energy 

Management, on any tract* In the keaeing tree, th* Director w ill require tha la iw e to conduct environmental survey*, w  approved by th# 
Director, 20 determine tha extant and composition of b iological population* or habitat*, and the affect* u f or0noted or axtatlrg operations on 
the pooutationt o r habitats which m ight require addition*! protective me a ru m . Tha '  ractot shall provide w rttt in  notice to tha learn  of hie 
decision to require iuch survey 1 . Such turvayt w ill ba raooirad for th* art* known a* tha Boulder Fetch, wh ich appli** to th* fo llow ing  lae ilng 

unit*. 8F-S2. BF-70. BF-71, BF-7S, BF-77. * F .7 8 , BF-79. BF.B3, B F « .  SF-OB. and BF-116. For all other tract* w ith in  th* laaw  area, the 
nature and axtant o f any survey 1 w ill ba da tar m ined by tha D irector on a csee by  cue  b w it .

laaed on any surveys which tha Director may require o f the tcsaee, or othar In form ation available to tha Director on tp*cl#i biological 
resources, tha Director may require tha lateae to : ( 0  locate the tit* of such operation 10 a* not 10 adversely affect the reiourc* I dentil red; 

(21 ettabHih to the satisfaction o f tha D irector, on the b w i i  o f a sltaepadOc survey, either that iuch operation w ill not have 1 ilgn lfloant 

erM ne efteet upon tha rtsouro* kW ntifw d or that t  ipac ia i b io log ica l m o u n t  do** not exist; (3) oparata du ring  thoa* period* o f time that do 
n o ; Khersefy effect the bio logical reaouroat w  a itab flihvd  by »S# D irector; and (4) m od ify  ope ra iion i in iuch a way *e not to affect adversely 
tn* significant b io logical populations or habitat* deserving pro tac iio n .

Tha laeeec ayeee tha i. If any area of b io log ica l wgniflcanae dvould be dl»oovered during the rondvct o f any operations on th# leased area, 
ha iha ll Immediately report iuch findings to tha D irector, and make every raaaonabl# effort to preserve and protact tha bio logical resource 
from damage un til tha Dtrector hw  given tha leaeas directions wfth reapact to It* protection.

Tha tana* ih a ll lu bm it all data obtained In th* course o f auch surveys to the 01 rector, w ith  th# locational in fo rm ation  for d r illW g  or other 

activity. Tha lew** may take no action that m ight result Ir. any effect on tha blofogJc population* or h ab ita ii lu rvayad , u n til the Director 

provide* written direction* to the lenae , w tth mgard to permissible gctlon*.

Known special b io logical re iourcai and their habitat* in d u d s  hard end rocky bottom* w ith  ke lp , bryoxoeni. m c ro e i, oo-*i. or other rpibanthic 
common It ict. *



3 t* l t  3t»Di*fotion Mo. 6 • Drilling OltcHftrpti

1 Discharge Of produced waters Into rrsrlrw  waters l i  p ro h ib it* !, **c*pt tin t th* Commissioner o f 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 o f d r illin g  muds end eunlnga In to  merlne wet*r* I* prohibit*/1, except that tho Comml**ion«r of the Ooporontnt o f
Environmental Conaervetlon may approve discharge* (a) In tract! r * n t r  that. 10 m etari o f water on a o«*by-c**# ba ilt and fb) In 

tract* of la u  than 10 m attn  of wetar on a case-by-eas* b*ala if  affluents a n  thowr  to be non-toxic and can be adequately d l« * n a d .

Stata Stipulation N o . 7 •  Pipeline*

l  Pipeline* w ill ba required la) If pipe line righta-of-way oan ba determined and obtained ; (b l If laylnfl tuch pipelines l i  technically fee iib la
and environmentally prefarabla; and le) If , In the op in ion  of tha le u o t , plpellnee can be la id  w ithout nei aocial loas, taking Into account 
m y  Incremental c o m  of p ipe line ! over alternative method* o f transportation and any Ineramantal benafita In the form o f Increaaed
environmental protection or raduotd muliipte-ua» con fllc u . Tha lataor specifically rtraarvas tha right to require thet eny p ipo lina used

for transporting production to thort be placed In certain detonated managment area*. In H ieeting the meant of transportation, 
contideretion w ill be given to any recommendation o f the Beaufort Sea Coordination Comm ittee, Whert fvraitota, end environmentally 

preferable, all p ip e llno i, Inc lud ing both f low  line* and gathering l in n  for o il and gat, ih a ll be daaignod and eonnructed to provide for

adequete protection from weter currants, ito rm  and ice acourlng, sobfreaxlng condition*, and other h a u rd t  a* determ ined on a

caw-dy-ease baait.

2 . Fo llow ing th* completion o f p ipeline In tu lla t lo n  of lu tf ic le n i capacity, no crude o il production w ill be tren ipo rtid  by turfioe  \«t*«l
Irom  offthora production aitea, except In the caae o f emerptncy. Dettrm lnationr a it o  emergency oondltlont and appropriate ruponeat 

io  th*a* condition* w ill be mad* by the O lrector, D lv lilo n  of M inara li end Energy Men*gemont.

3 . Where the three criteria aet forth m the f ir t l tentenc* of thl* imputation are not met and surface trantoortation muat be em p loyed ,
e ll veuel* uaad for carrying hvdroca-tooni to  ahora from  th* leased area w ill conform  w ith  all atandarda eatabllahed for auch veaaeli,

ouriuant to the F o ra  and Weteivrey* Safety Act o f 1073 (4B U .S.C . 301 (alt.

Stat* Stipulation No , I  • Solid Watte

Solid weate ditpoaal on natural or artific ia l lalmd* or In marine weten w ith in  the la tee area l i  p ro h lb iu d .

Stat* Stipulation N o , 0 • Seasonal Oparatlon i

E ap lo r ito ry  d r illin g  and teatlng, and other downho le axp ioratory activ itia i from  aurtaoa location* outiid*  the berrlar l|l*ndt w ill be lim ited  to 

the period November 1 through March 31 , u n lm  the D irector. Olvtaion of M m erahand Energy Management, after conaulting w ith  the O il and 
Gal Conservation C om m ia iion . determiner* thet continued operation ! are neonsery to prevent a Io n  o f vw ll control or to enaure hum an aafaty. 

Thia atiputation w ill ramein In aflact lo r  two y u r t  fo llow in g  ittuanoe o f the leaae.

Exploratory d r illin g  and ta ilin g , and other downho le  exploratory activ ltle i from  surface location* inside th* barrier iatanda w ill be lim ited  to 

th# period November 1 through March 31 , except the D irector, D ivision of Minerals m d  Energy Menegement after consultation w ith  the 

Biological Task Foroe may a llow  d r illin g  and downho le activities to nontinue no latsr than May IS  If the lew** demonstrate* the ab ility  to 
operate safely and ice conditions Justify; prov ided, however, thet the Director, D ivision of M iners li end Energy Management, after oonsultatlon 
with the O il end G*a Consorvotlon Comm lM ion mey a llow  continued operations leading to shut down which era neceieery to prevent lo u  of 

well control o* to ensure human safety. This imputation w ill remein in  effect Two y ie n  fo llow ing  iNuenc* of the leesc.

Sm r S ifpufeth n i fh r : I d  ■ C tr* . i t1unahfttTo1ct»iit» fpfot.frSOOl-■■ •••■ ■   * - —  —  - --------

E»p!oratory t v i^ n g  operations, emplacement i f structurei (platforms) or eaefloor wellheads for production o r storage of o il or pea. m d  the 
emplacement of plpeUnaa w ill not be ellowed c t the rate-owned portion o f leeee b'ocx 700 . AM exploration for and dew ioom cnt o f o i. and 
ga* mutt be psrformedTr&rwJ^catloAS outside of th* itet*-owned portion of lease b lock 700 .

State Stipulation N o . 11 •  Interim  Agr1*m<nt

Thia lease Is subject to the "Agreement Be t w e e n t h * ^  ft*d Start* m d  Sut* of Aleak* punuan t to Section 7 of the Outer Continental Shelf 
Lands Act, and Ataaki Statutes M .0 6 .1 3 7 4’ t'lgned onDcaqber 2 8 . 1379, and com monly raf*rr*d to at tho "Interim  Agreement"), end the 
lessee h«r*by con**nt* to every term o f that e p re m m t .

Any low  incurred or suiteined bv the >eta*e * i •  result of obtain ing v*hd*|ion and recognition of thia taeta pursuant to tha “ In u r ln  
Agreement," and In particular any Iocs Incurred o r euatained by the lewee a* a reeuThw^conforming this liaae w ith  any m d  all provisions o f ell 

applicable taws o f th* parry prevailing In United 9 r rw i o f  America v . Eti*e of A laska, U n>*a Jtites Supreme Court N o . M ,  O rig ina l, snail be 
bome eictushw ly by th* tewee.

No taxus payable to the State o f Ataska w ill be raqulred to be pa id w ith  respect to this Ussc un til such tim aw 'Pw qersh jp  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-»q^Ie1*lty determ ined to 

be net* lands, the leiaec shall pay to tha S in *  a sum equivalent to the ateta taxes which w ou ld  h*v«- been imposed vn3>r-'<*«kj law  if  the 
l*nasi, or portion thereof determ ined to be state lend*, had b**n undisputed atate lands from  th i data the lease we* e x*euud7 ^bU q t* r* tt at 
the rata of 10 oercent per v*«r eocrulng from  the date the taxta w ou ld  hev* become due under Alaska tew. Such peyment *h*11 be in b w s faxtlooTsf ihroe.Tcftri r a Tim . ■■ ■ ■ ■ *  ■ —  — -  - — ■ — —  ■ ■ ■ *
Start Stipulation No, 12 • Unittaerion Agreement

This lets* is subject to th* "Agreem tn i Regarding Lfnltlaation for th* Fropo**d Jo«nt Fedaral/Statc Beaufon See le*a* Seta* n ecu to d  by the 

Un’N d  Stetta m d  Suta o f Alaake on October 2 6 .1 0 7 0 , m d  the l*t*« •* bound by th* terms o f that egraamenT.
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B a r r o w  B o o o r d i » g  D u t r i c *

is) Any intormattoA i m  by lb* laaaaa w lih lha alala In cennactmA with ihla nan wiM b« an'tabia • '  all limta ’o» ma um  o' lha a id *  and lu a pants iwt>|ocl lo IK. duty lokaap ma information canfidanttsl u  pnvtdad Ia Aft 3ft OS 03SUKO). AC 31 04 0 9 t .  and aopHeaWo rea«>aitoni1 a. O'AfCTtONAL Oft LUNO Thla lasaa may ba malntalnad Ia aflacl by dlncllOAil wafts whsao bottom N>»a location it on lha laaaad tu t but Ifttl an driftad irom toeattoiu on omar Ibftfli not conrad by mta laaaa Ia ihoaa eireumataACaa. drilling wtit ba cor aid a/ad (o ftava eommancad or tha ta.aad ana whan actual diming la commarcad oa ihoaa amtr tanaa lot iha purooaa o'diracltoAitty drilling into ma laaaad araa. ftroducHon o< oft or gaa ftom rtia teaaad araa through any din* era) «r*u aurtaead oa thoat oik a/ lards. ar drlillftg of rawattUng o' IMl d'racUontl watt, wio ba con tl<J and pn- 
dvehon or dnuing or rm*o*'ng ooaraiioAa oa Oia laaaad araa lot an gurpoata at l»'a law . Noining conti'Aod m mta p I'spu ph i| .nUndad o' will ba cor • ai'uad aa gnniing to iha laiaaa any Inleual. He araa. aaaamaal. o' othar right Ia ot with raapaci lo iKoaa landa in addition lo thy IftUraal, Kama. 
aaaamtAl o' gllfgr rigAi that lha laiaaa may haua lawtutty aoov'rad from lha aitia O' ('em oihart<3 fciLlOFwC* AHD PRfVtNTlON Oft WAJTI (a) Tha hum  ahall astrelaa raaaoraMa drflgaAe# <n drlll.ng. producing and oparaling 
•aia an lha laaaad araa utiaaa conaanl la auipand opanilona tamporattly la granlad by lha alala.lb) Upon diacorwry otcrfi o' pa a oa tha laaaad araa la qutnlMaa that would appaar lo a naaonab'a and prudant opa<alo< lo ba aulfieianl lo raeovar ord.nary tot ia o' drifting. oompw>c and producing a a add.tloAaJ wall la lha aama footage licudura at iftomar location with a r# atonabi# o'o'ti la ma opansor. ma taasaa mual d'IH thoaa wa'ia aa a raaaoAibta and padani oparitor would dim. having dvaragt'd lot mainland o'tho atala aa 
wan aa iha intend o' ma Ussa*lei tha taaaaa ahaii pwhvm ail opMalWma wada' ihla Wait la a pood and wo'tmaAilka raaAAO' In eocordancd with lha mcihodi and praettcaa »a« dul ia tha approved ptaa a' apeutteAt and p'an o' <sro*©p«ani. with dua regard lor lha pu.a*uvi or waau o' oa. gai and aaaoca'ad • «b• ia* cat ard iha arlraAta o' water la lha ail and gat bearing at vis e* airaia ipmedaatrweilon o/ Injury o' moat tanda or strata and la tha praaarvaiioA and con*aryai<OA oflha property & 'ulgra pnoducilva opa'aUona Tha laaiaa than carry oul H lha laaaaa’a aipania ait o'darj and raoulramantso'thaVita erf a aah* fotan*alaihap'rvaAiioAO(waiiaandlalhap'ai»A>aiioAoithaiaiaadaraa ttlfta laaiaa (»*U to carry out iKaoao'dari. lha »i»lawfiihnra 
lha «fht lopa’Mr with any alha' a«adab'a tagal *a«aufM. la aria/ tha laaaad a*aa ta rapa'r da*aga e* p-irani want t< lha taaaaa'a aiponaa <dl Tha laiaaa ahait aacuraly pug Ia ah approaad ma now a hy wa l batori abmdoAbtg t*. ta OFFIET wn.Lt Tha laaaa# abaft drll awch wi n aa a raaacnab'a and pfvdant apantor would drift la .̂ trfaoi tha I'ala from ion Ot 'NMr  o' d'linipa r»»«tiiAg Iram produer'oA OA atha# land WHhoul IlmHing lha gana'alily o' lha 'a>a«oing aaAianta. II otl o' ti producad M a waft or ei«ar land not own ad Or ma tiara o' a n»a or on wAioh tho tula aa Alaska 'aoaa.oa a lowar rata a' rariny V an undar m’a laasa. and tha* waft ta wtlhta 300 '**’ n ir a caia a'aAtri wan o' t.tOO faal m lha casa o' a gai wah o' landa lhan i.o;act lo m a ana and mat wt>< producci VI o'gai lora po'ode' 30 conaac«,i>ra dayi m qwiniHua that w«u*d appaar la a rwaaonib'a and p'udml opa'tiar lo ba lufftdaAi la raca»a* aginary ooala V d«tu-ng. comp'V hj and p*odu<ng an addHVvial watt in tha u ia  gacwogical ai'ueiura al an ottsal twilian with a raasonabia protti lo iha «*paraior and ft altar norua ta >ha laaiaa and an aaporiunliy to ba hat'd, ma alala IVnda P>ai praduci'aA trom that watt It draining landa than tubrtel la thlt laasa. lha laiiaa an at within 30 dtr# thar wnitoA damanrl by ma tttU bag n In good faith and dM'ganiiy praiKula drdlng tttrtHtft a lor an oil sat moll pa lha itssad araa .h uau of it r rt ahy »» > raowrrad by m a paragraph lha h im  may. wim lha alaia a aanaani. co»panu!i ma iiata Ia lull ttch manih lor ihe cilimttad CU o"9yany mrough S'a naga n tha smowni dttar" <iod by tha tutaI t  UMTiEaticn (at T âiooaaa ruy«Aita wMh a<hara.|ami>yar sapi/aia'y. N« cddtcttra'r tdoo4h| and ooaraimgvmdar aooopa'attiaar gn * avbamani tor ma aip*orn oa. tiraiopmani. or aparaiipA o' lha pool. hold. a» Uka a*oa or part o' iha pad. tiatd.orftkaa/aa that ncludea or gndenua ma i*iiad araa or my am o' ma uaitd t*aa i V  Aft iha aula dtiarmmaa and cartiHaa mat iha coopartirra or whit agraamani ta Ia tha pubftc Inta'tal.ft) Tho aisaa i proas within an moArni a rw dim and by tha at»ia. ia lubitriba le a raaapnabU caaparabra argtili agraamaM mil wrfi w«M'»r a'<rfa« aft sst'aa m initial mwd- *• ma all la Tha tlata rssaryaa ma ttghi ia praacMba auch an agraamanila) wah ma aorta**! «r tha toaiaa. ma M iha taaiad a'aa ta camw>Hia« ta a arut agraamani tapra*ad by tha alala. ma Data mtispa'abtah. i »ar manga, o' **»ott <nrirg rroduc r s  and rvrsfty naqginamantt of Ihu taaia ta tha ttiu dvarmUtas nwcantnr ar preoa' la aacw'a lha groper p'o- iarr on at iha putuc i*iwaarIdt 1st oot at (rfharw’aa pmsM '• Ihla awbpaupraph- whara only a porileA a' iha taaiad araa It commiiiad to a wail ogroa*>a*i sp preuwd or p'ticnbad by ma Halt that cdm* tm**i cdAiStluiaa a la.a'tAea al mu laasa aa la tha gniuaad and nangnH’iad oorMofta ot ma Iritad t/ct T*a port oa o' tha Uisad araa nos eomwiitad la tha wn’l ad ba Iras tad aa a aaoi/aia I'd d H *et laaaa having i*. nna attoethra dua and lam aa mi| ossa and way ba sM*nta nad tn'y m accord an aa wrfh thaianma and awna-siana al Ih’a laaaa. arttgias.aod ragw'ihaAt Any gortlOA o' ma leased I'd  nos to*»w >’ao to ino gn i oproamar-i wtt ao< ba i.'laciod by tha wnblsst'OA ar poo* *t a* any arhy garilaAo' iha >aasad araa. by oparattoAa in lha anft. «r by i.soar i a* aaprarod ar and ar ad lot m a w*<». •» ma taaiad araa hat a wad oarbl ad aictpiVi o' graduct «a in Hying oumbiiai anil balora com«<imani la a *nu ly n 'a n l mi taata a ll hot ba sararad V any porr'o* o' in • asaa la Inc'.Oad >a a d»a*!{ i'> j  ant lamad ***dar a gAlt agnamani. lha a* iu# ai»a.* ana »-• rtma> oomwsiiad 'a ma w-mi a*a rnia mss wdl ms ba tavarad

td mr&ftCCT'O*' Too tasias ftu kaag agan at all rtaaontbu unaa. tar mapacl art by any Pv“y iw'Nor'aad rap'ssamal-ya o' lha Stata a' Antra ma laaaad in s  aft wa***. wnprpra.-nanii, yrachnary and ftstbrat oa iha laaaad sna. and a" raporta and raconda nuirn lo opanikyva and• or ^ s i i j i  V i  a* or wHA rsja'd la iha laaiad arts or grpar ihsa uasa Upon ragwaal lha laiaaa ahafl fgrniah lha llata o' A’atU won COPM %f ft aa tracts 'rom tmy uth npottl and racordaIF ftubftfNS Oas Tha tia*a may hara ttwa ia U s  ornci ar a vs.# ia w iw | iwapa*isa* or and^cid* ar anar apannana wndar m ilaaaa lb * V»mhu> s,'T PaATiTiCH. Abo CO*rvIRSD*s tms <«asa ar s» y vnpMdod uitraai m Ibis Uasa may. wuh rna aparpvas al ma atala. ba asifnad o s s ia r  ar o'“ am aa innatarnd aa a# »a a* in  <aaaad sna ar My a* a ar mart tagai uMnsani i»t*v4t4 •• ma isasw a* , ar a*y tawssa and d*aBnci tana ar goosoouv hard a* gnftarSylag iha usssd araa ar ana ar man laga' a .bd't a'o*a at ttn taaiad ana la any panaA o* paras* ■ *>s ■ Ud lahvd a 'oasa ha m  a*»sri. avO as so or oshpy Wa«s>ar a' a» ini»*a»i m l> a as is w< . an § ass jnwama o' wan>i ar raya ry mians s and u * i  * | agmama* is and i^k oasas w«l ba bm#ng wpan im asa a rf*sasi a;p»o*ad by ma sia'a Tha laiaaa sha ’ 'amsin m  i lar ai' obi gaiahl »*Pw m s asIC am . ng U »a appnra by ma I ’s’s at any aaa gnmaAl s.k ssis o> tShar Iranilar at tft lalsnat «n t* s itait Aft gra. itont at IMa laaaa ». i aa'ard ia a*d ba b u m  wppa ma ftasrg sdnhisgyiara. a«*ocataort and tsagnt or iha turn s*a lha laiaaa Acj ca a's lar aaa'aiat a< a* aaignnani s. vaaaa w aah#r mm'a* m.a< ram pry with aa smViVs ' i (y a v s  and m«at ba T'ad a mi* gc dsn alar iha data at 'mat aiacut*^ V 
'•a>*a<'v«*ar'g'ttinaV Tr|*|tgy aim a usasir an tniaraaiM m'l'tna • ta apgr».ad bytfta s's'aur- a a a (i)iftaiataaa U a Vocomp.1, •. n acs ca 
b a ftas.taa a*e np. a wna (H tha aitia Uam ras ft wusshgmat ma i»antio' >><( id i  iay a'tacl iha •nit'aati a< m« fttata oI Vasss or (3) at tha ♦ atn* in a'»»a a'a'a «tma ft*«a»v aa»a*a a «n<n v  ma taaaad ant ar a aaii-ata a 'l d.tt*nct imb ar gacaô cat ip'stn Whan ih isi gr»t*L s.t- am i> p 's 1 I'ftiip >i h u s  ft ia b  a ish s' in  *isin i s*a/sit w i Mftcr ft fts usa' a'as Out taaaa may *• ma ag»'pA o' ma tu'a or upon 
•ts.at v "a I'imUw Md •  m ipo w w i 1 o’ *a a<s<s ba as.trad and a aaaann a*< d i'-kji 'data w* ba sa.is ta iha t*a*rant 'im g ft i u n i #r»a«* »a fan a«dta»*i u  tn.a aasa
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Barrow Recorriing District

34 AUTHOR'EEO REPRESENTATIVES. The Director ol lha Olvlalon ol Mineral* and Energy Management. O ap.rimani pi Natural 

R atoo 'c .* , a is le  ol Alesha. and the person executing ihla laaaa on bot all of lha leasoe ahall bo authorised repreaanlat.vcs for their respce l',e orlndr a l l  
lo# i k .  pu'poaca ol .dm ln la le r lng  Ihla laaaa Tha alala o# iha i .a a .a  m .y  change lha dealonaiton ol ila au lho fliad r .p ra .an ia llve  c# lha a-Jraat lo which 
noncos lo lhal raoiaaahla llva ara lo ba aenl by a nolle# oUan In accor/ianc# w llh  Paragraph 35 below Where a:ll» iilaa pureuanl lo a plan ol operation* 
If#  underway. lha laa iaa  shall also d#eign*i#. p u r iu in i 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 m ed'f producing a permanent 

record or in arriUng and mual bagivan parson ally or by ragialarad or cenlflod mall, ralurn racelpl raouaaiod. addressed aa follow*

TO THE STATE.

DIRECTOR. DIVISION OF MINERALS AND ENERO V MANAOEMENT 

DSPAQTuj mT OF NATURAL RESOURCES 

POUCH 7-034
A N C H O R A G E . A L A S K A  6 B S 1 0

TO THE L E S S E E :

J .  A n d r e w  B u c h n e r  c t  a l  

c / o  M a i n  H u r d t n a n  

1001 N o b le S t r e e t  
F a i r b a n k s ,  A l a s k a  99701

(b) Any nodes g<v*n undar inia paragraph win ba effeciiv# whan detivarad to lha abovs authoriiad raprtaanUdva.
Ic l A leases who wlshea lo protest lha amount oI money dua lh a  ala la undar lha laasa o# any action ol lha atala regarding a provision o< 

Ihla laaaa mual Ida a w rllian prcAeai w iih tha Division ol u in a ra li and Energy Mantgomanl whhln >0 days after Ihe m illin g  dale ol the siaia'a nolic# or 
bin a laaaaa who tails to Ida a proteit within ma required lim a waives any further right to protest. The alala w ill ealabHih the administrative ippaa l pro­

cedure to be followed and will Inform ihateeaee of Ihe procedure no later than M deye  eflar the filing ol lha written protaal
M  STATUTES AND REGULATIONS Tm* lasts le subject lo  ell applicable a la la  and federal statutes end regulations m effect on me iriecihre 

d u e  et ihle ttaaa. and Insofar aa is eonailiutlonelfy perm laalbla, to all atatutsa and regulations placed In affect altar (he effective da le of ini# faaae. 

a  ra'aranea io a ataluta or ragutation In th li laaaa Ineludss any chango In lhat statute or regulation whether by amendment, repeal end rcplseemont. 
■r ore# mean*. Thla lease dost not nm li me powe# of me s u i t  of A taau  v  lha United Cutaa of America to enact and enforce tabandon or to promu'gate 

and enforce raguraiiont affectlmo. diracity or Indirectly, the acltvlllea of Ihe la iaaa  or lu  aganla In connecilon w in  m il  la a ia  or lha value of ma lnlu#aat 

hold under Ihla lease In case of conflicting prpv la lon i. a la lu las  and regulallona take pracsdonce over Ihla lease.
77 INTERPRETATION This le n t  I i  lo be m tarya ia fl In accordance w llh  lha 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* s ipraaaly agrta lhat 

lha <aw or lha Stale of Alaska w ill apply to any (udtclal proceeding a llactlr g Ihla laasa
2S INTEREST IN REAL PROPERTY H la lha Inlentlon of iha periiaa lha l lha rights g-ented lo lh a la aa ae  by Ih l iU ia e  consillute an (mortal 

In real prooeriy in the loaaad area
33 WAIVER OP CONDITIONS Tha alala reserves the rlghl to waive any breech ol I  provision of Ihla lease, but any aucJt waiver sstanda only 

to me particular breach so waived and d o n  not ilmT lha rights of lha 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 lha same cause occurring al another time Notwithstanding lha foregoing, ma stale win not ba 

oa r’"ad lohava waived a provision of this laaaa unlsaa II does io  In writing.
SO SEVER A8H.IT i If It la nnatty determined In any lu d ld a l proceeding lha l any provision of Ihla laaaa la invalid. Ihe a la la and the la iaaa  

may iofnity agree by a wrltlon amendment to this laaaa that. In oonifderatloA of tha provisions In lh a l written amendment, tha invalid portion w ill ba 
treated aa severed from Ihla laaea and lha l lha remainder of Ihle leas*, as amended, w ill remain In slfacl

St LOCAL HIRE The loaaaa is encouraged ia hire A le n a  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  lha Director. Dfrtsion of Minerals and Energy Management, lor Iranamlaai.yi lo 

the Alaska Oepenmeot of labo# a report that d t is d i tho specific measures tha laaaaa end H i eonlraetere and subcontractors h ive  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 s ta llllice l 

dais concerning tne number of ra iidan i personnel hired within lha past year for Alaska operations.
53 CONDITIONAL LEASE H t il or a pari of ihe laaaad s/ea Is land  that has bean selected by the t t a ie u n d o n a n  ol in# Or .tad S la in  grant­

ing lands to lha aiata but lha land has not ba.« patented to tho slate by lha United Elates, then thla teats <1 a eond 'U ce l laaaa aa provided by law until 
me oslemi becomes effective II for eny reason me eaieetion ta not finally approved, or the paler I docs not baeo-a cried vs. any rental, royalty, e# other 

production cu profit-bated payments rr .d e  to tha stale under Ihla Isaac w ill not ba refunded.
SS NONDiSCRlMlNATiON 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 a ia tu l. pregnancy, ptrenihood. physical hangicap. cofor, at a. age or natronatorlgtn ae 

a d  owl m AS t l  50 370 T h e liia e *  and Us coniradoca ano ■ubconliariora m u ll, on bec'nnlng any opartliona under thla tons pen  In a conipicuoua 

piece nolicea aeftlng out this nonoUcrim(nat'<on C’cMalon
54 M  FvtiTi On S AJi worda and phmaet used In Ih it  laaaa ar* to be Interpreted where possible In the manner raowirad in rttpac l le lh* in . 

It rp r . i . i jo n e f  s lt lu lea  by AS Of 10 040 However, tha let towing word* have the fofl6«:ng meanings u h 'e it  lha conleat unavoidably reau-res cmerwies:(I) *o>l* tseena crude petre>e*«a oil and oSh#r hydrocarbon a rtpardleas of gravity, that are produced to ngwld term by ordinary pre-duciian maShoda, Including Itouighyprecarbont known at distillate or condensate reoe*e/ed by atpirtilon Irom gas ofher than al a get Otoccaa-ng plant.
13) 'pea ' meant *■ natural gat feacapt ne'tum oat) and i l l  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*f mad m this laaaa aa oft or g a i;
141 'drilling* maa*a lha a« of boring a hof* to reach a proposed be Horn 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 belt a*  hole location, 

leering togpng plugg ing and omaropararioni necessary and Incidental la thaac ivs i boring gf ma n g * .

(S) ‘reworitmg spa'it-ona' meant w  oparsrion i e n i g*tg te seewft. ta ilo r* , or Improve production thrg .gh k « i  wia o' a no'# e#»- 

■kui'r dn iad  'ndud .ng  bw 'no tfim iltd to  m echan 'ctio rc**m >etM « *atm antp i» nyhoruon .g 'ugg ingback lo 'as ih ign .i alrsis etc .

in  “p iy in g  cuantu as" meant Quantities twfftciant ipy ltoJa rs iu m ln a ic a s i ot eperiUng costs. *>#* 'td v u n g  a n d tQ j pmpni c o ils  

mas 'S tar be racato a rd  ma u*d«rii» ng conaiderad aa a whsi# may uuimaiafy rtau il in a css. Qwa*tHiaa ar# * ! . ! ' .«  »*• t o » a i a r p l .m  w  a ieeet 
o ' ops'aitog ecus unless innst iu in lR .a t . not considering ir  » e s it i  of transportation tn<  m a rv n in ; •  j  p rX u S i s ." - i iM  'ira n u g  to induce a 

prvJa*' op t t t o '  to gr*duca i v u  Qua a I  and .  t * • V* '* i  * •



p p BOOK ¥ 0 PAGE 850
B m ow  Kcoording District

(7| More* mtjeur#' means wsr, (ton, eels ol Qod. unuaviliy *#*#'• <*atih#r. or any other cause boyond m# laaaav'* reasonable a bill- 
tr tolorcsc* or control <nd include* oo#'*tlonal lalluf* o> *tl*nno iren.poriatlon fecHllloj and daisy* cauttd by Judicial decision a or lack of them

3 3 . R O Y A L T Y  OH P R O O U C T IO N  (a) Eaeept tor oil, pea and aaaociilad aubaiancaa uaad on iha laaaad araa >or development and produe- 
non o f unavoidably loat. lha laaaaa sh*n pay lo ma alala aa a royally 1 2 ^ 3  percent In  amount or valua o' the on. »aa. and aaaoeiairc tub- Vnneaa saved. rary'vad. or arUd from ma laaiad araa and ol tha pal uaad on lha laaaad araa lor attraction ol natural gaaoMna or omar oroduda I'Om lha 
■foYspd araa. , - V 'Vi.'*' od v a tu f U) for th* pu'poaaa of eompullng royalties due undar mil laata. tha vatu# of royalty oil. g*a. or saaocialed aubilaneas mull 
not ba tail man lha hignesl oI:ID lha (laid o'lea racatvad by Iho laaaaa lor lha oil. gai. or aaaoelaiad substances;

(3 ) lha volum*-w#<gnied average ol ina Ihroo hlphost liold prlcaa racatvad by other producer* In Iho lama tiald or area lor oil ol Ilka 
and gravity, gai ol Ilka kind and quality, or aaaoctaled aubatancea o l  Ilka kind and quality ai lha lime lha oil. gee. or ateoetaled subttincai are add 

or removed iiom iho lasted or unil area or lha gai la delivered lo an attraction ptanl II lhal plant la located on Ihe laaaed or unit araa: II m«ra are icit man 
ihret pneas reported by other producers, Ihe volume-weighted average will be calculated uelng lha laaaar number o l prloet received by other producera 
m me helder araa. ,

131. Ihelaiiaa't polled price In the llaid or araa lor lha oil. gai. or aaaoelaiad aubaiancaa: or(a) Ihe votume-waighiad average ol  lha Ihraa hignnai poatad price* In lha tame (laid or araa of the other producer* In lha lama heldor iraa (or oil ot Ilka grade and gravity, gas oI Ilka kind and Quality, or aaaoelaiad aubalaneaa ol Ilka kind and quality al ma lime (ha oil. gai. or aisoc'titd lubilancct art a old or removed Irom the Waled or unit area or ma gaa la deliver od to an attraction ptanl il (Ml ptanl Uleeeled on ineleaiedoronliaraa; it ihe»a era laaa man three price* poilad by olh*r producera. lha volume-weighted avarago will 60 ca'iuleieJ ualog lha It*ear number 0< price* pdtlod by oth«r producer* In lha field or era*. } ,  ^Q>> M oil, o»*. or aaaocliled aubaiancaa art 10Id sway from lha leassd or unit araa. the l»m« ,'itnid pr,c 4 ' In alrbparagriph (a) atiova will
ba th* cash value ol alt consideration received by Ihe lenaa or other producer from lha purchaaer of (he git. gay. or aaaoelaiad lubalancat. Iqi* |hp faa- 
aonac a coala of IranaponaUon away (rom ihe laaaed or unll araa lo ih* point ol tale Tha ’ raisenibls cbtlt bl'iranipodtllon* are ai defined In 11 A A C  

8 3  1 1 6  — 11 A A C  3 3  3 3 6  at moat regulation* aalit on lha tHecllve dale ol ml* laaaa ? y
(cl In m* tveni ma latsee doc a nol aed In an arm'a-lengih transaction Ih* oil. gat.' or aaaoelaiad aubslancea after lemovar Irom lha 

lasted or unll are* Ihe term *fleld price’ In eubparagrapha (a) ynd (b) above will m*an in* price, on tha ip a tad or unll area. Ihe Wisce woo'd atpael lo re­
ceive lor ir* Oil. oat. or eiaoc'atad aubalmcei If lha laaaea did tall lha oil. get or aiapclaled aubaiancaa In an arm't-length Iranucllon. Tne Waste 
trail determine ml* price in a ccniitttni and logical manner ualnginlormtiion availabW lo Ihe less** and report lhal price to the title.

Id ! T h a  a la la  m a y  e s t a b lis h  m in im u m  v a lu t a  lo r  Ih e  p u r p o s e s  o f  c o m p u tin g  r o y a lt ie s  o n  o i l ,  g a t .  o r  a s s o c ia te d  t u b t l i n c a a  o b ta in e d  front 

m . |  la a a a , w llh  c o n * 'd t r * l> o n  b e in g  g iv e n  l o l h *  * r le e  a d u a h y  ra c a lv c r l b y  Ih a la a a s a .  lo  I h *  p r lc *  nr p r lc a l  p a id  In  I h *  t i n t  H eld  o r  area  for p r o d u c tio n  d  
•ik a  g u s 'ity  10 p o i 'a d  p r ic a t .  le  p r t c e t  r a c t iv e d  p y  m *  t a a i a i  a n d  o th e r  p r o d u c t ' !  fro m  a t i t a  r « u n l n g  a w a y  fro m  th a  t a t t e d  a ra a . a n d  10 o m * r  r i i* <  a n i 

m a i t t n  In  a t l i b i 's n l n g  m in im u m  v a lu e * .  I h *  a ta la  m a y  u s e . b u t I I  n o l l im lla d  lo .  lh a  m a th o d o fs g y  lo r  'a t a r m ln i ig  'p r e v a i l in g  v a lu e ’  t i  d i f in e d  In  1 1 A A C  

8 3  7 2 1  ih  c ir c u m iia n c a a  w h a r a  la r m a  d  a c o n lr a c l  s e t a a ln g W  p r ie s  lo r  o k . g a s . o' a a a o e la ia d  a u b t u n c a t  <er p a n o d i  o f  lo n g e r  th a n  a ir  y t t r *  a r llh o u i a d ­

ju s tm e n t*  l ie d  lo  m a r k e t c o * d i l o n * .  or w n s r a  tn e  la rm a  o l  ■  c o n tr a c t t a t  p rlc a a  w h ic h  d o  n o l  r t a i o n a b l y  r e t la c l m a r k e t  c o n d it io n s  lo t  p r o d u c tio n  fro m  

ih s i  r atq  or a re a  p r e v a il in g  at i n *  l im a  ih e  c o n lr a c l  la  a a s c u ls d  o r  re n e g o tia te d , or w h e re  fra u d  or m  i n l a n i  lo  e v t d a  p a y m e n t  i t  d e m o n s tr a te d  E a c h  m in i*  

m u m  v t 'u c  c t  te r m in a tio n  w ill  ba m a d e  o n ly  * H * r  t h *  1st i * e  h i t  b e a n  g iv e n  n o l le *  a n d  a r n a e n a b W o o o o r lu n l t y  l o b *  h e a r d  U n d e r  Ih la  p r o v is io n , i d a  a * -  

P ' a i i ' y  a g ' t s d  m u  th e  m in im u m  v a lu e  d  r o y a lty  o il,  g s s  or a s a o c is te d  a u b s la n c * *  u n d e r  th is  le a s e  m a y  n e t n e e e t i a r i iy  e q u s t  Ih e  p ric e  01 Ih e  o n  g a s  or 

a t s o c a ia d  t u b i t t n e e a ,

3 T r o y a lt y  IM VALUE Un'aat ma alala a'teta le raeew* all or a portion oi lit roya'ry In kind sa provided in Paragraph 3 8  bc'ow. m# 
Wise* sn ji pay lo m* sial* mat salute* all royalty oil. gaa and aitecwied tubiiincei as determined under Paragraph 3 8  abcv* Royalty paid in value 
■n'l be 're* and dear or *11 i«tt* etpsntaa lane any portion oi most aaoaniei lhal ia incurred away ' »m iha laaaad area). Including but nol limiied 10 
t iX ' i r t  *or aeperai.ng. eitanng dchydreiien. gathering atllwattr dwpoeaf. ano preparing iha ell. get. or istocltied aubslarcaa lor Iraraponaiton oil 
ma laaaad araa a ji royi'ty mat may become paytbi* In money la Ih* Slate d  Alaska mull bs oa 0 on or ba'or* Ihalaal day oi Ihe eaW»d»r month loliow 
mg me month In which Ihe oil. gss or associated iwbaUneee are produced Th* tmowM d  *'■ royalty In vatu* oavmanti which ar* not oaid wh*n due 
u*#avthia lasts er whlth sra tuhaaquaniiy d«iarm!n«n Inhn due aa th* rtsull eft rtdaltrminaliOA will betrlAltreil Irom lha dal* Ihe Obligation acerusd. 
unta a ta pa d In Iu8. al a vtrtabl* annual ral* aqutl lo 1 3 3  pa'osnl nlut me grim* rate aa announced from lima lo lima by lha Bank d  America. San 
Frincaeo. California Royalty payments mutt be iccompenwd by coolbS d  run tickai* or other Ihtormatlon rotating to valuation oi royally aa me s'ttt 
may riqumt which may inciudebut I* not hm.iad 10. mruJanea d  tt'aa shipments, mo amount* oi o'oaa o j gas. and asaoclaitd substsncca produced 

3 8  ROYALTY IN KINO (a) Al lha state’s ootWn. which mat ba aaarcltad from lime le lima upon nol let* MA alt montng- nolle* lo me 
Wiae*. m» (aaaa* than deliver eh or a con km oi m* a tat* a royally ok gaa.er essocwiad aubaUncat produced Irom th* leased *<*a In kind Uc'-vt'r wi<( 
o# on m# tot ltd a'** O' *1 a piaea mutually agreed lo bviht ataia and ma lessee andmuatbe C«i.t*r*d 10 m« Kialtoi Aisjas or to any tndrvidual. turn, or
co eeva'ton d«t gnaiad by ihe slate .

(bl Royalty oil. gaa nr aaaoelaiad aubslanc** delivered In kind mull b* delivered In good and march an tab's cand l<on t«d b* oi pipeline 
out1 r and musi be lr*t and Clear d  til Hat# a 1 pan a ** (and any periiaA et thoaa aapen sea Incurred twsy Irom the Itit td  •'••). including Out nol limn­
ed le tvocntet lo t atoi'ti ng cWsning. denydralion. gathtrlng. a alt* tier diipeaal. and prep*r>ng m* oil. gaa. or associated tubtttrcat 'or I'antoon*. 
Hen ehihaiaasad art*

(cl Altar having given ncilce of Ha Intention lo lake or after having lektn Its royalty oil gas. *r asiodated tubaltncas w kind m* atilt 
at as eoi-on and upon sis rrvontna’ notice 10 the teste*, may aiaci la receive a dtitarent poriton or none oi Its noyaUr m kind if undar fadarat rtgutationt. 
in* taking 01 reyaiiy o* gay o ' aaaoelaiad aubatancea m value by lha alala crtat** * aupptiar-pwrchaitr rtt|it*n*hip m* less** heratv wtivts nt rignr 
lecdnlmut to racer.# roys'ly oil. |U  ar asioc'altd tubHanosa unda/ihairaiaiienah p. and lurmevtgreat that It aviltrequire any purchastradmarovst- 
•r 00 . gaa <v assoc iteo subsitntea Hkawtea lowatv* anysuppiter-purefwsar rights

Id) Th* teas** shall furnish ikoraga far royally oil and natural gaa itquUt . 'o d jc»c from tha laaaad or unll tree loth* im i  aatenl lhal 
ma Waste p-ovwea atarte* ter th* Weaea’a shtra d  ait and natural gaa Nqu*di. Th* ‘aaaaa ahalt net ba lUbte lor th* tola or destruction o> stored rc.etry 
oi* end "atvsi |a* 'iQutet tromcausa* beyond Ih*laesee’s reaiontbt* eonlroi

le) m a atala royalty purchaser refutes or for any raison falls le taka delivery oi od. gas. or etaoeiattd substance* v  m an ama'ganey. 
and w tn as much npi ee lo th* itsiae at U t'tcHct1 or rasswabu undar th* ei'tumiUncaa.m* atala may ataci wilhcvi pensiiy iou*<»rim <pr up i ota 
rncniha a’ or a pon ton d  lha Halt I rortily on 08. gaa or a aux a le C lubataneea p oc . l o t  Irom Ihe leased or unit area ind n u *  m kind The state’* 
ngh t« uncyn.ii ig iwniiad ip iha po*i>on d  rcytdy on. 8*1 , O' t lio c  attd aubiUncea that Ih* rfythy ju<chtaer raluiad or ftl'ad lolata da’ivery oi.or m* 

nocaaaa*> 10 maai m* ama'ianyy cpndiUon urd*n 't*e an gas »  assoc Had i .t r i 'c e a  may ba r*edv*rad by Ih* itsia *' a dai'y »*'• not 10
y urac tc joream o " I ’cyvty wigrett there d  d*iry p'oc«c'.e» *i ihe i-meoi me undar' tt recovery
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30 REDUCTION OF ROYALTY All*/ Initial p«o*uciion *wo y*sra Item th# fl*W In which Ih* I a* awd or unll araa I* locaiad ha* occurred, 
in* alala. In II* di**f*Hon, may raduc* Ih* I*****’* »4>i»«aliooa lo oar royally on *11 ol ih* laaa.J ara* o» on any l»aci or pon'on oi ma H U M  ara* **g- 
laqilMl lot fOydly purpoa** uoon |1) f*qu**l by lhal*****. II) * ole*/ ahowind by Ih* l**»«* that Ih* rmranu* from *H 0*1, •**. ana aaaoelaiad aub- 
alaneaa produced Irom Ih* fiatd i* tnaufliciani lo produce * r**aon*taia r*l* ol ralurn wllh raao*oi lo Ih* laaiaa'* lolal ln»**lm*nl In lha liald. and (3) a 
elaar mowing by Ih* laaaaa lhal a f*dutllon In royally will Ineraaa* total o/oduellon Irom Ih* IIaid40. JHARf OF NET PROFIT. Tha >*4t*a Ihafl pay I* Ih* !<l*l* oi Alaaha 4 0 X *1 th* n*t proW d*/1vod from Ihl* l**i*. For
Iho purpoaaa ol Ihla paragraph, calculation oi lha n*l profit will b* d*<*f«ln*d In accordance wllh l i  AACSJ »0 i throu#h I I  AAC U  3 »«aa lho«a ragu- 
laiion* anal on ih* alfaciw* data of ml* taaa*. which by r*t*/*nea ar* mada a pan oI lhl» laaae. Th* amount of inloroal lo b* e*/n*d on th* n«i profit 
ahara development account purautnl lo 11 AAC S3  Ji 2 will b* lha averao* ol lha prtm* rala* ol |h* citibank, NA N*w York, Chaaa Manhallan Oank, NA 
Mow Yoih; and Ih* tank oi America, NT and 3 A San Franclaoo. prwwalllno during th# month.

41. CFFECTIVI OATH, Thla laaaa lakaaolloci on August 1 .1803 .
DY SIONIMO THIS LEASE. Ih* alale aa taaaor and Ih* laaaa* *pr*« lo b* bound by Ha promalona.

S T A T E  O F  A L A S K A

>y: r > ^ 7- = :
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AS 3 0 . 0 S . 0 3 5 ( « ) (14) and tha d e p a r t m e n t a l  d e l e g a t i o n  of a u t hority give tha 

Director, Division o r  Minarala and m o r g y  M a n a g e m e n t (DHEH), tha a u t hority to 

impoaa C o n d i t i o n *  or limitations, in ad d i t i o n  to t hosa isposed by atatuta, to 

ensure that a resource d i s p o s a l  is in tha stata's beat Interact. Lease 

s t i p ulations wil l  ba enforcod t h r o u g h o u t the tern of tha lease. Heaeures 

listed undar "Plans of O perations and Other Tttros of S ale" w il l  be imposed 

through P lans of O p e r a ti o n s  and other p er m i t s  to m it i g a t e  tha social and 

e n v i r o n m e n t a l a f f e c t s  of lease a c t i v ities. These m e a s u r e s  have been dev e l o p e d  

c o n s id e r i n g  the Social, Economic, and Envir o nm e n t a l  Analysis for Lease Sale 

39, pub l i c  comme n t , and m e a s u r es  imposed in prior n or t h  slope lease nales.

Lease sti p u la t i o n s

1. Spill P r e v e n t i o n  Cont r o l  and C o u n c o r m e a s u r e  (SPCC) Plani

A Spill Prevention, Control and C o u n t e r m e a s u r e  Plan must be submitted to 

the D e p a r t m e nt  of E n v i r on m e n t a l  C o n s e r v a t i o n  for approval prior to onshore 

d r i l l i n g  o p er a t i o n s  and c o n s t r u c t i o n  of o n s h o r e  oil  and gas storage 

f acilities (with a c a p a c i t y  of g r e a t e r  than 660 gallons), transfer, and 

t r a n sp o r t a t i o n facilities. In a d d i t i o n  to a d d r e s s i n g  the prevention, 

d e t e c t i o n  and c l e a n u p  of oil, tho S PCC pla n  for d r i l l i n g  o p e r a t i on s  should 

include, but n o t  be limited to, m e t h o d s  for c o n t r o l l i n g  blowouts, location 

o f  s p il l  c l e a n - u p  equipment, i d e n t i f i c at i o n  and location of a suitable 

a l t e rn a t i v e  drilling rig, and tho time required to ob ta i n  equipment, 

m o bilise, rlg-up, and c o m m e nc e  d r i l l i n g  of a rsllof well, if needed.

2. D i s covery o f  h i st o r i c  or a r c h a o l o g i c  objects:

In the e vent any site, structure, or object of hi s t o r i c  or a rchoologlc 

s i g n if i c a n c e  la disco v e re d  d u r i n g  o p e r a t i o n s  on  the leased area, the 

l e s s ee  m u s t  report isvntdiately such findings to the Director, DMEM, and 

m ake e very r e asonable effort to p r o s e r v e  and prot e c t  such site, structure, 

or o b j e c t  fro m  damage until the Director, after c o n s u l t a t i o n  with  the 

S t a t e Hi s t o r i c  P r e s ervation O f f i c e r ,  h a s  g i v e n  d ir e c t i o n s  as to it6 

p r e s ervation.

3. S e a so n a l  d r i l l i n g restriction:

Thla s t i p u l a t i o n  will be d e v a l u a t e d  pe r i o d i c a l l y  on the basis of 

e x p e r i e n c e  and n e w  information.

A pr i n c i p l e  p u r p o s e  of this s t i p u l a t i o n  la to ensure that the m i g r a t i o n  

route of the bovh e a d  w h a l e  w i l l  be oil free in the fall.

This s t i p u l a t i o n  assumes c o m p l i a n c e  with o t h e r w i s e  a p p l i c ab l e  laws and 

regulations, including a Plan of O p e r a t i o ns  approved by the Department of 

natural Res o u r ce s  (DN'K) and an Oil Disc h a r g e  C o n t i n g e n c y  Plan a p proved by 

the D e p a r t m e nt  of Environmental C o n s e r v a t i o n  (DEC).

HITIOATIUO MEASURES



Tho r e st r ictions act o u t b e l o w  a pply o n l y  to e x p l o r a to r y  d r il l i n g  

offshore. As a matter oC policy, the state does not Intend to Impose 

s e a sonal d r illing r e s t r ictions d u r i n g  d e v e l o p m e n t  or p r o d u ct i o n  stages; 

h owever, s e a sonal restrictions w i l l  be Imposed as n e c e a n a ry  in the 

d e v e l o p m e n t  and production stag e s  to s a t i s f y  r e q ui rements o f  the federal 

E n d a n ge r e d  Spec i e s  Act and o t h e r  a p p l i c a b l e  state and federal laws and 

regulations.

Th e  s e a s on a l  drilling r e s t r i c t i o n  d o e s  not apply to e x p l o r a t o r y  operations 

o n  Plngok island, w hich has boo n  i d en t i f i e d  by the c o m m i s s i o n e r  of Natural 

Resources, in c o n s ultation w i t h  the C o m n i s s i o n e r n  of Envir o n m e n t al  

C o n s e r v a t i o n  and Fish an d Game, as ana l o g ou s  to upland areas because of 

its size and configuration.

Logistical, construction, and o ther activ i t i e s  related to e x p l oratory 

d r i l l i n g  m a y  bo restricted o u t s i d e  tho barrier islands d u r i n g  the fail 

w h a l e  migration.

T h e  t h r e s h ol d  depth as used in this sti p u l a t i o n is a point above which 

m a g o r  a c c um u l a t i o n s of h y d r o c a r b o n s  a r e  no t  likely. This d epth will be 

d e t e r m i n e d  on a case ~ b y - ca s e  b a s i s by the Division of M i ne r a l s  and Energy 

M a n a g e m e n t  after c on s u l t a t i o n  wi t h  the Alaska Oil and Gas C o n s e r v a ti o n  

C o m i s s i o n  and, w hen a p p r opriate, the M in e r a l s  M a n a g e m e n t  Service.

Tier 1 is effective immediately. Tier 2 will be a v a i l a b l e  o n  a 

c a s e - b y - c a s e  basis for each p r o p o c e d  veil.

T I E R  1

A. On ar.d inside the barrier i a l a n d s — (Figure 1 indicates the tracts and 

p o r t i o n s  of tracts that are l o c a t e d  "cn and inside" end "outside" the 

b a r r i er  islands.)

1. E xploratory d r i l l in g  and o ther downhole a c t i v i t i e s  above a 

p r e d e t e r m in e d  threshold d e p t h  w i l l  be allowod y o a r - round.

2. Testing will be slio w e d  y e a r - r o u n d  provided that casing has been 

s et through the zones to be tested and DNR and D E C  find compl i an c e  

with a p p l i ca b l e  laws and regulations.

3. Exploratory d r i lling and o t h e r  downhole a ct i v i t i e s  b e l o w  the 

p r e d e t e r m i n e d  threshold d e p t h  w i l l  be ailoved from November 1 to May

IS, exc e p t  on tracts at the m o u t h s  of magor rivers that are inundated

by river o v e r f l o w  in the spring. Cn thoco tracts, w h i c h  are shown in 

Figure 8, ex p l o r a t or y  d r i l l i n g  and other d o w n h o l e a c t iv i t i e s  below 

the p r e d et e r m i n e d  t hr eshold d e p t h  must cease by A p r i l 30 unless the 

C o m m i s si o n e r  of Natural Resources, in c o ns u l t a t i o n  w ith the 

C o m m i s s i o n e r s  of Fish a n d  Cam e  and Environmental Co n s e r v a t io n ,  

d e t e r m i n e *  that ice c o n d i t i o n s  justify an e x t e n s i o n to May 15. 

E x p l o ratory drilling and o ther d o w n h o l e  a ctivities b e l o w  the 

p r e d e t e r m i n e d  threshold d e p t h  w i l l  be allowed d u r i n g  the "open water"

p o r i o d  except during the fall bowh e ad  w hale migration.
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rot th® purpose of a d m i n i s t e r i n g  this stipulation# “open water* shall 

b e g i n  wh®n tha ice c o n c e n t r a t i o n  between the drill flite and a major 

o n s h o r e  staging and supp o rt  ara a  (such as tha W ect Dock) does not 

r e s t r i c t  tha transport of h o a v y  equipment and n u p plits (including 

d r i l l i n g  muds, c l e a n u p  equipment# caning and d rill rigs) and when tha 

ice c o n c e n t r a t i o n  within a nil #  radlun of the d rill pad is 25 perc e n t  

or lass. Onca a d e t e r m i n a t i o n  is made that open  w ater c o nditions 

axist# drill i n g  and othar d o w n h o l e  activlt> b e lo w  tho threshold d epth 

w il l  not ba suspended u n t i l  the conneneemeni of the bowhead whale 

m i g r a t i o n  or freezeup, w hi c h e v e r  is first, e *en if Ice incursions 

re s u l t  in Ice c o n c e n t r a t i o n s  greater than 25 percent.

The Director, Division of M i n e r a l *  and Energy M a n a g e me n t  (DMEM)# in 

c o n s u l t a t i o n  wit h  the D e p a r t me n t  of D w l r o n m e n t a l  C o n s e r v a t i o n (DEC)# 

shall d e t e r m i n e  whe n the c r i t e r i a  statad above have been net based 

on: 1) information o b t a i n e d  from o n - s i t e  i nspections by Department of 

N a t u r a l  Ras o u r c a s  (DNR) or DEC representatives, at the request o f  the 

lessee# or 2) c o r r o b o r a t i n g  i n f o r mation and photographo obtained from 

a q u a l i f i e d  independent c o n s u l t a n t  hired by the lessee w h o  c e r ti f i e s  

that these c o nditions exist.

4. A monitoring prog r a m  w i l l  be required if lessees propose to d r i l l  

above the threshold d e p t h  or test through ca s i n g  d u r i n g  the fall 

b o w h o ad  w h a l e  migration. The prog ra m  will be initiated and funded by 

the lessee(s) p r o posing to c o n d u c t  the activity. The proposed 

m o n i t or i n g  prog r a m  should be oubmittod with the lessee's Plan of 

O p e r a t i o n s  for the w ell for review by DNR# the National Marine 

F i sheries Service and other m e m b e r s  of the Beaufort Sea Biological 

Task Force. If the p ro p o s e d  m o nitoring prog r a m  is approved by DNR, 

the lessee may c o n d u c t  th* stipu l at e d  o p e r a t i o n s  during the m i g r a t io n  

pe r i o d  (provided other n e c e s s a r y  state and federal perm i t s have bee n 

o b t a i n e d ) .

Q u f l d o  the barrier Islands

1. Exploratory d r i lling an d  o t h e r  downhole a c tivities above the 

p r e d e t e rm i n e d  threshold d e p t h w i l l  bo allowed y e a r - r o u n d  except 

d u r i n g  the fall bowhead w h a l e  migration.

2. Testing Will be allo w e d  year-r o u nd #  e x c e p t  during the fall 

b o w h e a d  w ha l e  migration# p r ov i d e d  that casing has been set through 

the zones to be tested and D N R  and DEC find c o m p l i a n c e  with 

a p p l i c a b l e laws and regulations.

3. Ex p l or a t o r y  d r i lling and other d ow nhole a c t i v i t i e s  below the 

p r e d e t e r m i n e d  threshold d e p t h  wil l  be allowed from November 1 to May 

15, exc e p t on tracta at the m o u t h s  of major rivers that are likely 

s u b j e c t  to river o v e r f l o w  In the spring. E xploratory drilling and 

o t h e r  d o w n h o l e  a c t i v i t i e s  b e l o w  the predetermined threshold depth o n  

t hese tracts mus t  c e a s e  by A p r i l  30 unleos the C o m a l s s l o nt r  of 

Natural Resources, in c o n s u l t a t i o n  with the C o m m i s s i o n e r s  of Pish and 

Cam e a n d  Envir o n m e nt a l  C o n s er v a t i o n #  d et e r m i n e s  that ice conditions 

j u s t i fy  on ex t e ns i o n  to Kay 15.



TIER 2
a

All ex p l o r a to r y  drilling and other d o w n h o l e  a c ti v i t i e s  w i l l  be allowed 

areaw l d e  y e a r - r o u n d  exc e p t  o u t a i d e  the barr i e r  islands d u r i n g  the fall 

bowhead w h a l e  migration. W h a l e  m o n i t o r i n g  will bo re q u i r e d  to determine 

when the w h a l e s  are a c t u a l l y  m i g r a t i n g  through or near the area.

This m o d i f i c a t i o n  of th# d r i l l i n g  re s t r i ct i o n  w i l l  be a p p r o v e d  on a 

c a o e -b y - c a s e  basis for the b e n o f l t  of l e s s e e s  w h o  d e m o n s t r a t e  compliance 

with a p p l i c a b l e  laws and regulations, Including the th e o r e ti c a l  and 

physical c ap a b i l i t y  to d e t e c t ,  contain, c lean up and d i s p o s e  of spilled 

o i l  in br o ke n  ice conditions.

P la n s  o f  O p e r a t io n s  and O th er Terms o f  S a le

Lessees must s u b m i t  a detai l e d p l a n  of  o p e r a t i o n s  to the D i v i s i o n  of M i n erals 

and Enecgy M a n a g e m e n t  for a p p r o v a l  prior to c o n d u c t in g  any ex p l o r a t o r y  or 

d e v e l o p m e n t  o p er a t i o n s .  Ihe lessee shall c o n c u r r e n t l y  sub m i t  an informational 

c o p y  of its p l a n  of o p er a t i o n s  to the Worth S lope Borough. The following 

rest r i c t i o n s w i l l  be imposed as a c o n d i t i o n  of the a p p r o v a l  of  p lans of 

oparationsi

1. Road a n d  p i p eline cro s s i n g s  mus t  be aligned p e r p e n d i c u l a r  or near 

p e r p e n d i c u l ar  to w a t e r c o ur s e s .  P e r m a n e n t  f a cilities w i l l  be 

p r o h i b i t e d  wit h i n  500 feet (152 m) of the C o l v i l l e  and ugnuvarlk 

rivers. Facilities w i l l  be p r o h i b i t e d w i t h i n  100 feet (30 m) of all 

other streams and f i sh - b c a r l n g lakes unless the Director, Division of 

Mi n e r a l s  and Energy M anagement, after c o n s u l t a t i o n  w i t h  the 

D e p a r t m e n t  of Fish and Gama, d e t e r m i n e s  that such facilities 

p l a c e m e n t  will not d i s t u r b  c r i t i c a l  w i l dl i f e  h a b i t at s  or that such a 

r e q u i r e m e n t  is n ot  feasible or prudent. The Depart m e n t  of Pish and 

Game wil l  identify p o t e n t i a l  fia h- b e a t i n g  lakes w i t h i n  30 days of the 

date a request for a p p r o v a l  of a p lan of o p e r a t i o n s  is r«csived. The 

Depa r t m e n t  of Fish and Game wil l  c o n f i r m  the pr e sence or absence of 

fish at th# e a r l i e s t o p p o r t u n i t y  .whon ice c o n d i t i o n s  permit. If fish 

are no t  present in lakes, th* 100 foot setb a c k  p r o v i s i o n  may be 

waiv e d .

2. M e a s u r e s  wil l be r e q u i r e d  t o  m i n i m i s e  the impact o f  lndjstrial 

.development on key wetlands, w a t e r f o w l  and shorebird... K*y wetlands

include d e e p  pende n t  g rass ponds and lakes (Class IV) and basin - 

c o m p l e x  w e t l a n d s  (Clans VI), ar.d c o a s t a l  w e t l a n d a  (Class VIII). 

M e a s u r e s  w ill include restricting c e r t a i n  f a cility siting to tho 

least e n vi r o n m o n t a l l y  sens i t i v e  p o r t i o n s  o f  these we t lands. Sp e cific 

m e a s u r e s  Include the r e q u i r e m en t s  thati

s. Lessees identify on a  m a p  or a e r i a l  p h ot o g r a p h  tho largest

s u r f a ce  area w it h i n  w hich it is a n t i c lpatod that a facility lo 

to be sited, or an a c t i vi t y  is to occur. The m a p  or p hotograph 

m u s t  accompany tho plan o f  o p e r a t i o n s  s u b mitted to DHKM. DM&H 

and the Depar t me n t  oi Fish a n d  Game w i l l  identify the least 

e n v i r o n m e n t a l l y  sen s i t iv e  area(s) w i t h i n  the in d u s t r y- i d e n t i f ie d  

are a of interest. The I n d us t r y - i d e n t i f i e d  s u rf a c e  area nus t  bs 

large enough to c o n t a i n  the p r o p o se d  f a c ility and to accommodate 

p l a n n ed  expansion.

10-



b. Drill pads, roads, p i peline* an d  other f acilities m u s t  ba altad 

o u t s i d a  o f  p ro d u c t i v e  Claes IV, VI and V I I I  wetlands, unit e s  tha 

Director <, DH£X,. after c o n s u l t a t i o n  w i t h  the Depart m e n t  o f  Fish 

and Gama, .detormines that theco are n o  f e a sible alternatives;.

o. W h e r e  f a cilities m u s t  be sited w i t h i n  Class IV, VI and VIII 

w etlands, suc'i facilities will be sited, d e o i g n e d  and 

c o n s t r u c t e d  in a manner that w i l l  m a i n t a i n  natu r a l  h y u r o l o g l c a l  

p a t t e r n s  and p r e v e n t  oil co n ta m i n a t i o n.

d. Draining or da w a t c r i n g  Class IV, VI and V I I I  we t l a n d s  Is 

prohibited.

Impermeable lining and diking will be required for sewage ponda and 

o n s h o r e  o i l  storage facilities (with a etor a g e  c a p a c i t y  greater than 

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

feet w i l l  be required to separate o i l  etorage f a cilities (with a 

c a p a c i t y  greater than 660 gallons) and sewage p o n d s  from freshwater 

suppllas, streams, lakes, and C lass IV and VI we t l a n d a  unless tho 

Director, DMOl, after cons ul t a t i o n  with the D e p ar t m e n t  of 

E n v i r o n m e nt a l  Conservation, d e t e r m i n e s  that s uch a requirement is not 

feasible or prudent. Sumps and reserve pits mus t  be imparmeable and 

o t h e r w i s e  f u l l y  c o n t a i n e d  through dik i n g  or ot' ar means.

A l l  l ease a c t i v i t i e s  and structures m u s t  b e  d e s i g n e d  to m a i n t a i n  

normal water flov or drainage p a t t er n s  and to a llow froe m o v e m e n t  and 

safe p a s s a ge  of fish and nanmals, un l e s s  tho Director, d m e m , after 

c o n s u l t a t i o n  wit h  the Department of Fish and Game, d e t e r m i n e s  that 

such a d e s i g n  ia no t  feasible or prudent.

E x p l o r a t i on  a c t i v i t i e s  m u s t  be s u p p o r t e d  o n l y  by lea and win t e r  roads 

a n d  trails, existing road systems, and air xervico. O n - t u n d r a  travel 

m a y  be p e r m i t t e d  if the Director, D i v ision of Land and W ater 

M a n a g e m e n t  and the Director, d k e m , d e t e r m i n e  that travel c a n  be 

a c c o m p l i s h e d  w i t h o u t  d i sturbing the v e g e t a t i ve  m at  or an e m e r g e n c y  

c o n d i t i o n  exists.

F acil i t i e s  and surface tra ns p o r t a t i on  routes m u s t  be c o n s o l i d a t e d  to 

the extent feasib l e  and prudent.

’ v
No r estriction cf pu b l i c access to, or use of, the leased area will 

be p e r m i t t e d  as a co n s a qu e n c e  of oil and gas a c t i v i t i e s  e x c e p t  in the 

immediate vicini t y  o f  d rill sites, b u i l d i n g s  and other related 

structures. Such areas where access in to be restr i c te d  m u s t  be 

identified In the pl a n  of operations. No lease f acilities or 

o p e r a t i o n s  m a y  be l o c a t e d  where they w o u l d  b lock public accose to or 

along n a v i g a b l e  and p u b l i c  waters aa d e f i n e d  In A5 38 .0 5 . 3 6 5  (22) and 

(23). If lease fa c i l i t i e s  are p r o p o s e d  t o  be located in the V i c inity 

o f  these p u b l i c  waters, an easement w i l l  be reservod under 

A S  3 8 . 0 5 .1 2 7  and 11 AA C 53.330 to e n su r e  the right of pu b l i c  access.

The lessee m u s t  include in any e x p l o r a t i o n  and/or d e v e l o p m e n t  p l an s  a 

p r o p o s e d  e n v i r o n m e n t a l  training p r o q e a m  for all p e r s o n ne l  i n v olved in 

e x p l o r a t i o n  or d e v e l o p m e n t  a c t i v i t i e s  (including personnel of the 

lessee's c o n t r a c t o r s  and subcontractors) for review and a pp roval by



th* Director, DHfW. The p r o g r a m  m u a t  be d es i g n e d  to inform each 

pe r s o n  work i n g  o n  the p r o j e c t  of s p e c i f ic  types of e n v i r o n m e n t a l , 

social, and c u l t u r a l  c o n c e r n a  wh i c h  relate to the individual's Job. 

Th* p r o g r a m  muo t  be f o r m u l a t ed  and i mplemented by qua l i f i e d  
i nstructors ex p e r i e n c ed  in e a c h  p e r t i n e n t  field of s tudy and must 

e m p l o y  effective m e t h od *  to ensure that pern o n n e l  u n d e r s t a nd  and us* 

techniques nec e s s a r y  to prese r ve  archeological, geological, and 

b i o l o g i c a l  resources. The p r o g r a m  m u s t  also be d e s i g n e d  to increase 

tha sen s i t i v i t y and u n d e r s t a n d i n g  of p e r s o n n e l  to c o m m u n i t y  values, 

c ustoms, and life stylo* in a reas in which such p e r s o n ne l  will bo 

operating.

Th* l e s s e e  must a l s o  submit for review and approval a continuing 

te c h n i c a l e n v i r o n m e n t a l  b r i e f i n g  p r o g r am  for s u p e r vi s o r y  and 

m a n a g e r i a l  personnel of the lessee and Its agents, contractors, and 

subcontractors.

Tha lessee. Is e n c o ur a g e d  to hire Alaska residents to the extent that 

thoy ere available and q u a l i f i e d,  to p e r f o r m  work do n e  in Alaska in 

c o n n e c t i o n  with this lease. A* indicated In paragraph 31 of the 
l ease form, the lessea mus t  su b m i t  a n n u a l l y to tha Director, D i v ision 

of M i n e r a l s  and Energy M a n a g e m e nt ,  for tra n sm i s s i o n  to the D e partment 

o f  Labor, a report that d e t a i l s  the s pe c i f i c  m e a s u re s  the losGee and 

its c on t r a c t o r s  and s u b c o n t r a c t o r s  have taken or are planning to take 

to recruit q u a l i f i e d  Alaska residents for ava i l a b l e  Jobs, and 

d e s c r i b e s  o n - t h o - J o b  t r a in i n g  opportun i t i e s .  The report must als o  

Include s ta t i stical d a t a  c o n c e r n i n g  the number of resident personnel 

h i r e d  w i t h i n  the pac t  year for Alaska operations.

Solid w aste d i s posal on n a t u r a l  or artif i c i a l  islands and into marina 

w aters, rivers, streams, n a t u r a l  lake* and C lass I V  and Vi w et l a n d s  

is prohibited. Defore tho lessees dispose of solid waste in other 

areas, th* d i sposal m u s t  be appro v ed  through permi t s  by the 

C o m m issioner, Depa r t m en t  of E n v i r o n m e n t a l  Conservation.

D i s c h a r g e  of p ro duced water, d r illing muds, and cuttings:

a. Disposal of p ro duced w a t e r  to freshwater bodies, including Class 

IV and VI wetlands, is p rohibited. Disposal of produced wat er s

k in upland areas, i n c l u d i ng  Class IV and VI w e tlands, will be by 

s u b s u r f a c e d i sp o s a l  techniques, ex c e p t  that the C o m m i ssioner of 

the Department o f  E n v i r o n m e n t a l  C o n s e r v a t i o n  nay permit 

a l t e r n a t e  d i s p o s a l  m e t h o d s  if he d e t c r a i n e s  that subsurface 

d i s p o s a l  techn i q u e s a r e  not feasible or prudent.

b. D i s c h a rg e  o f  d r i l l i n g  m uds and c ut tings to lakes, streams, 

rivers, and C lass IV a n d  VI w e tlands is prohibited, uplands 

d i s p o s a l  of c o n t a m i n a t e d  muds  and cuttlnga m a y be mad* into 

a p p rovad sumps and rese r ve  pits w hi c h  are impermeable and 

o t h e r w i s e  fully c o n t a i n e d  through d i k i n g  or other means.



Ct Discharge oi p r o duced va t e c o  into o p e n  oc ic e - c overed marine 

w a t e r s  o f  less than 10 m e t e r s  in d e p t h ia prohibited. All 

submerged Sale 39 tracts* ex c e p t  e e a w a r d  p or t i o n s  of Tracta 3,

A, 8, 9, 13, 14, 19, 20, 25, 27, 20, and 33 ara within tha 

10-neter ioobath. The C o mm issioner ol tha D a p a r t a c nt  of 

Environmental C o n s e r v a t i o n  m a y  a p p r o v e  d i s c h a r g e s  into watero 

greater than 10 meters in d e p t h  b a s e d  o n  a c a s e - b y - c a s e  review 

o f  envir o n m e n t al  factors and c o n s i s t e n c y  w i t h  the condit i o n s  of 
a de v e l o p m e nt  p r o d u c t i o n  phase g e n e r a l  NPDES p e r m i t  for the sale 

araa.

d. Disposal of o i l - b a s e d  or o i l - c o n t a m i n a t e d  d r i l l i n g  muds and 

c u t t i n g s  to o f f s h o r e  w a t e r s  and o n  s o a  ice is prohibited.

e. During winter e x p l o r a t o r y d r illing, d r i l l i n g  mud s  and cuttings 

free of h y d r o carbon c o n t a m i n a t i o n  m a y  be d i s p o s e d  of on the sea 

ice surface in areas free o f  c r a cking or major stress 

fractures. During p e r i o d s  of reduced ice t h ickness or 

instability, u n c o n t a m n a t e d  d r i l li n g  m u d s  and cuttings may be 

disch a r g e d  under sea ice if ice surface d i s p o s a l  methods, such 

as di r e c t  d i s p o s a l  by pumping, a r t i f i c i a l  t hickening of soa ice 

or use of l ight or routine d r i lling e f f l u e n t  handl i ng  equipment, 

are impractical. Each par t  of d r i l l i n g  fluid disch a r g e d  under 

sea ice Dus t  be p c e d i l u t e d  w i t h  nin e  p a r t e  seawater.

f. During summer e x p l o r a to r y  d r illing, d r il l i n g  m u d s  and cuttings 

free of hy dr o c a r b o n  c o n t a m i n a t i o n  m a y  be d i s c h a r g e d  to open 

water. The d i s c h a r g e  shall be d i l u t e d  at a r atio of at least 

n ine parts seawater to o n e  p a r t  d r i l l i n g  fluid. Drilling muds 

a n d  c u t tings g e n e r a t e d  from winter d r i l l i n g  may no t  be 

s tockpiled at the drill site for o p e n  w a t e r  d i s p o s a l  excapt when 

above ice d i sp o s a l  is d e t e r m in e d  i m p r a c t i c a l  due to brokan ice 

conditions. The d i s p o s a l  of d r i l l i n g  m u d s  w i t h i n  the two-meter 

isobath and the e n t i r a t y  of Simp so n  La g o o n  is p rohibited unless 

the lessoa c a n  d e m o n s t r a t e  to the s a t i s f a c t i o n  of the 

C o m m i ss i o n e r  of the Deper t m o n t  of E n v i r o n m e n t a l  C o ns e rvation 

that e f f luents c a n  be a d e q u a t e l y  dispe r s e d,

g. Disposal o f  dr i l l i n g  mud s  and cu t t i n g s  d u r i n g  de v el o p m e n t  and 

p r o d u ct i o n  w i l l  ba e u b jo c t  to the c o n d i t i o n s  o f  N P D E S  permits 

issued by the E nv i r o n m e n t a l  Prote c ti o n  A g en c y  and those State of 

Alaska Coastal M a n a g e m e n t  Progran c o n s i s t e n c y  requirements 

incorporated in or acc o m p a n y in g  the N P D E S  permit.

12. bcploratlon facilities, w i t h  the exc e p t i o n o f  d r il l  pads, will be 

temporary and mus t  no t  be c o n s t r uc t e d  of gravel. However, use of 

existing a b andoned g r a v e l  s t r u c t ur e s  ma y  be p e r m i t t e d  on an 

individual b asis by the Director, d m e m , after c o n s u l t a t i o n  with the 

Director o f  the Divis i o n  of Land and W ater M a n a g e m e n t  and the 

Department of Pish and Case. Approval for use of a b andoned 

s t ructures will de p e n d  o n  the extent and m e t h o d  o f  restoration needed 

to return these etru c tu c e e  to a usable c ondition.
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In  r a t t in g  g r a v e l needs fo e  e x p lo r a t io n , d eve lopm en t, and p ro d u c t io n , 
g r a v e l from  nearby abandoned d r i l l  pads and e x is t in g  n a t a r la l  s i t e s  
must ba uaed f i r s t  u n le s s  the D i r e c t o r ,  D iv is io n  o f  Land and Water 
Management, a f t e r  c o n s u lt a t io n  w ith the D i r e c t o r ,  DMEM, and tha 
Department o f  F ish  and Game, de te rm ine* th a t  tha reuse  o f  auch 
sou rce s  i s  n o t f e a s ib le  and p ru d en t.
Gravel mining citcc required for e x p l o r at i o n  a ct i v i t i e s  nuct not ba 

located wi t h in  an ac t i v e  floodplain of w a te rooursas, unless tha 

Director, Division of Land and Water Management, after c o n s u l t a t io n  

wit h the D epartment of Fish and Game, d e t e r m i n es  that a floodplain 

source will c ause the least adverse e n v i r o n m e n t al  impact. Mining 

sit e  d ev e l o p m e n t  and rehabil i t a ti o n  w i t h i n  floodp l a i nc  must follow 

the procedurea o u t l i n e d  in Gravel Remov a l  G u i d e l i n e s  For Arctic and 

S u b a r c t i c  Floodplaini, 1980, U.S. Fish and W ll d L i f a  Service-Woodward 

C lyde consultants. Under AS 16, Depar t m e n t of Fish and Game approval 

is required if the mi n i n g  site is located wit h i n  an anadromous stream 

or could block fish passage.

B o r r o w  e x t ra c t i o n  f ro m  barrier islands it prohibited. Borrow 

extraction from lago o n s  and nearst.ors a reas is p r ohibited un l e s s the 

Director, Division of Land and Water M a na g e m e n t  finds, in 

c o n s u l ta t i o n  w i t h  the Department of Fish and Game and the Department 

o f  Envir o n m e nt a l  C o n servation, that, o n  the b asis of scientific 

evidence, b o r r o w  e x t r a c t i o n  in these areas will not adv e r s e l y affect 

die e n v ir o n m e n t  or that n o  alternative feasible and prudent source 

exist.

Gravel mining sites required for d e v e l o p me n t  activ i t i e s will be 
restricted to the m i n i m u m  number of upland or approved offshore sites 

nee do d  to d e v e l o p  the field efficiently and w i t h  minimal 

e n v i r o n m e nt a l  dama ge .  W here feasible, upland gr a v e l sites will be 

d e e i g n e d  and c o n s t r u c t e d  to function as re oervoirs for winter water 

supplies. Gravsl m i n i n g  w ill not be allowed from active floodplalns 

du r i n g  develop m e n t  and production activities, unless the Director, 

Division of Land and W ater Management, after c o ns u l t a t i o n w i t h  tha 

D e partment of Pish and Game, determines that there is no other 

faasiblt and p r ud e n t  alternative.

^Pipelines w i l l  be loca t e d  so as to facilitate the contai n m e n t  and 

c l e a n  up of spilled hydrocarbons, where feasible, pipelines will be 

located on the upslope side of roadways and co n s t r u c t i o n  pads unless 

the Director, Division of Land and Water Management, deter m i ne s  that 

s n  alternative sits is a n  a c ceptable e n v i r o n m e nt a l  alternative.

Al l  garbage a n d refuse w ill be incinerated. Residue and non b u r n ab l e s  

w i l l  be d i s posed of at an approvod upland site. Mo new solid fill 

d i s p os a l  sites, ex c e p t  p o s M b l y  for the d i s p o s a l oi drilling m uds and 
cuttings, wil l  ba a p p ro v e d  during the ex p l o r a t o ry  phase.

Except for those on  a p proved e x p l o r at o r y  d rill aites, s tationary fuel 

st o r a g e  facilities shall not be placed, r.or vehicle refueling occur, 

w i t h i n  the active floodplalns. Ex ceptions ma y be allowed during the 

pe rmitting process under .‘.S 16.06.870 for the refueling of 

s l o w -m o v i n g  c o n s t r u c t i o n  equipment, such as graders, tractor pulleo 

scrapers and front end loaders, w i t h i n  floodplalns.
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20. Prior to tho c o n s t r u c t i o n  or placement of any  o n s h o r e  structure, 

road, or f a c ility res u l t in g  from exploration, d e v e l op m e n t ,  or 

p r o d u ct i o n  activities, tho lessee aunt c o n d u c t  an Inventory of 

ar c h e o l o g i c a l  and h l a t o i l c i l  sites w i t h i n  the a r e a  affected by a 

p roposed activity. Such Inventory nust  consider l iterature p r o vided 

by the North Slope Boro u g h  and local residents, d o c u m e n t a t i o n  of oral 

hlet o r y  regarding h i s t o r i c  and prehistoric uses o f  such sites, 

e v i d e n c e  o f  c o n s u l t a t i o n  w i t h  the M a s k s  H e r i t a g e  Resources Su r v e y 

and the National Register of  Historic Places, and site surveys. The 

inventory mus t  als o  include a detailed a n a lysis of  the potential 

effects e s t imated to re s u lt  from the pr o p o s e d  ac t i v i ty .  The 

inventory must be s u b m i t t e d  to the Director, DMEM, for d i s tr i b u t i o n  

to the Director of the Division o f  Parks an d  the Mayor of North Slope 

Borough for purpo s e s of rev i e w  and comment. In the event that an 

a r c h e o l o g ic a l  or h i s t o r i c a l  site or area n a y  be a d v e r s e l y  a f fectod by 

an activity, the Director, DM£M, after c o n s u l t a t i o n  with the Director 

of the Division of Parks and the North Slope Borough, will d i r e c t  the 

lessee as to w h a t  c o u r s e  of action will be n e c e s s a r y  to mitigate the 

adverse effect.

21. Upon a b a n d o n m e n t  of d r i l l i n g  sites, roads, b uildings, airstrips or 

ot h e r  facilities, such facilities will be removed and the site 

rehabilitated, unl e s s  the Director, DKEH, after c o n s u l t a t i o n  with tho 

d e p a r t m e n t s  o f  Pish an d  Cave and Environmental Conservation, 

d e t e r m i n e s  that such remo v a l  and reh a b il i t a t i o n  le no t  in the state's 

Interest.

22. The following m e a s u r e s  will be imposed by the D e p a r t m e n t  of Fish and 

Came under T itle 16 of the M a s k a  Statutes to p r o t o c t  a n adromous 

streams:

a. A l t e r a t i o n  o f  river b anks is prohi bi t e d  u n l e s s  approved by tho 

De p a r t m e n t  of Plah and Gome.

b. Except for approved stream crossings, e q u i p m e n t  m ust not be 
o p e r a t e d  w i t h i n  w i l l o w  stands (Sallx spp.).

c. The o p e r a t i o n  o f  equipment, excluding boata, in ope n water areas 

of rivers and stre a m s  will be proh i b i t ed  u n l e s s  approved by the 

D e p a r t m e n t  of Fish and Cane.

d. Bridges m u s t  bo used as watercourse c r o s s i n g s  w h e n e v er  

feasible. C u l v e r t s  m a y  be used o n l y  when b r i d g e s  ere ahown not 

to be feasible or prudent. The siting, desi g n ,  and c o n s t r u c t i o n  

o f  both brid g e s  and culverts must be a p p r o v e d  by the Department 

of Pish and Cane prior to the p l a cement of either of these 

s tructures.

e. Removal of freshwater or enow cover from f is h  bearing rivers, 

streams, and n a t u r a l  lakes will be p r o h i b i t e d  froa frees* up 

until spring breakup. Co mpaction of snow cover ov e rlying 

fis h- b e a r i n g  w a t e r b o d i e s  will ba p ro h i b i t e d  ex c e p t  for 

p e r p e n d i c u l a r  c r o s s i n g s  approved by th* D ep a r t m e n t  of Fish and 

&tae. If ice t h i ckness is not s u f f ic i e n t  to f acilitate a 

crossing, lea and/or snow bridges wi l l  be required.
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f .  Water in ta k e  p ip e#  u t i l i z e d  fo e  summer w ater rem ova l from  the 
r i v e r  must be su rrounded  by a ecreened e n c lo su re  to  p re v en t f l» h  
•n tra inm en t and impingement. P ipes and sc re en in g  must ba 
dea ignod and c o n s tru c te d  so th a t  the maximum w ater v e lo c i t y  a t  
the s u r fa c e  o f  the sc re en  e n c lo s u re  i»  no g re a te r  than 0 .1  f o o t  
per second . Sc reen  »eah s iz e  s h a l l  not exceed 0.04 inch u n le s s  
an o th e r s is e  has been approved by the Department o f  f i s h  and 
Came.

g . To p r o t s c t  f i s h  and o th e r  a q u a t ic  fa u n a , e x p lo s iv e s  must n o t be 
d e tona ted  w ith in , ben ea th , o r  in  c lo s e  p ro x im ity  to  f i s h -b e a r in g  
w a te rs  u n le s s  p r i o r  d r i l l i n g  in d ic a te s  th a t  the w ate rbody , 
in c lu d in g  i t s  s u b s t r a t e ,  i s  s o l i d ly  f r o z e n . Tho minimum 
a c c ep tab le  o f f s e t  from  f is h -b e a r in g  w a te rs  f o r  v a r io u s  s iz e  
ch a rg e s  1 st

23. the lessee will be r e s p o n s ib l e  for onsurlng that an adequate s u p p l y  

of water is avai l a b l e  for winter use through d e v e l o p m e n t  of such 

means as storage reservoirs and sno w  melting. Water a p p r o p r i at i o n s  

s hall be a u t h o r i ze d  p u r s u a n t  to AS <6.15.

24. The following m e a s u c o s  will be required to m i n im i z e  impacts o n  the 

C e n t r a l  Ar c t i c  C a r i b o u  Herd.

a. The m o v em e n t  of equ ip m e n t  and per s o n n e l  to and from Sale 39 

tracts through the Kuparuk calving gro u n d of the Cent ra l  Arc t ic  

Herd d e p i c t e d  in Figure 3 may be restricted b e t w e e n  Kay IS and 

J u n e  25. All a u t h o r i z e d  movement of equipment and pe r so n n e l  

m ust ba o n  es t a b l i s h e d  roads and mua t  be c o n s o l i d at e d  and

% s c heduled to reduce distur b a nc e  to caribou. The n e c e s s i t y and 

c o n d i t i o n s  for limiting equipment and p e r s o n n e l  m o v e m e n t  w i l l  be 

identified on a c a se - by-case basis during review of plans of 

o p e r a t i o n s  by the Director, Division of Mi n e r a l s  and Energy 

Management, in c o n s u l t a t i o n  with Alaska Depar t m e n t  of Fish and 

Cane.

b. Pipelines should be c o n s olidated to the extent feasible and m uct 

be c o n s t r u c t e d  to a l l o w  safe passage of caribou. Adequate 

elevation, ramping, or burial of p i pelines will bt required in 

a reas identified by the Department of Fish and Cane as i m p ortant 

c a r i b o u  m o v o m e n t  zones.

1-2 pound charge 

5 pound charge 

10 pound charge 

25 pound charge 

100 p ound charge

60 feet 

120 feet 

170 feet 

270 feet 

530 feet

Lessees a rs  a d v ised  th a t  documented anadromoue r i v e r s  In  and 
a d ja c e n t to  the le a s e  s a le  a re a  In c lu d e : tho C o lv i l l e ,
U ngnuvarik , and Kuparuk r i v e r s .
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25. Stoutes of travel n u a i  avoid p r e f e r r e d polac boat d o n n i n g  habi t a t 

u n l a a s  h u m a n  aafcty dlcta ta a  otharwlaa. Polar beara d a n  on Pingok 

a n d  Oottle lalanda and w i t h i n  25 n l lc a  of the c o a s t l i n e  in daaply 

d r i f t e d  areas (6 ft. or gcaater) adjacent to tha c u t b s n k s  of 

d rain a g e s .  lha une of a x p l o a lv a a  w i l l  be p r o h i b i t e d  w i t h i n  1/4 nile 

o f  c u t b a n k s  identified by the D epartment of Plah and Game. the 

D e p a r t m e n t o f  Piah and Game wil l  make  nape I d e n t i fy i n g  d o c um e n t e d  

hig h d e n s i t y  polar bear denning habi t a t  available to the Director and 

less e e s  w i t h i n  45 day s  of tha d ata a request for a p p r o v a l  of a plan 

o f  o p e r a t i o n s  la received.

26. The following provi s i o ns  w i l l  gov e r n  ai r c r a f t  o p e r a t i o n s  in and near 

the sale araa.

a. f’roo Hay IS through S e ptember 30, ai r c r a f t  mus t  fly at altitudes 

o f  greater than 1,500 feat (457 m) or at a lateral d i s t a n c e  of 

o n e  n i l e  aro un d  barrier lalanda, lagoona, river deltaa, and 

w e t l a n d s  w i t h i n  o n e  mile of tha Beaufort Sea c o a s t  (excluding 

ta ke-offs and l a n d i n g s ) .

b. Proa H a y  15 througn June 20, ai r c r a f t  o v e r f l i g h t s  w i t h i n  30 

r i l e s  (24 kn) of tha c o a s t  b e t w ee n  the C o l v i l l e  and Kuparuk 

rlveta nus t  avoid c a r i b o u  by an a l t i t u de  of at least 1,500 feet 

(457 m) or a lateral d is t a n c e  of o n e  m i l e  (1.6 km) (excluding 

take-offs a nd  landings).

c. H u m a n  safety w i l l  take prec e d e nc e  over a i r c r a f t  restrictions.

27. S u r f a c e use will be ceetclcted, aa necessary, to p r e v e n t  unreasonable 

c o n f l i c t s  with local su b s i st e n c e  harvests.

28. Bidders art advised that the North Slope Borough (USB) A s s embly has 

a d o p t e d  a C o mp r e h e n e l v e  Plan and Land M a n a g e m e n t  R e g u l a t io n s  under 

T i t l e  29 of the Alaska Statutes. The regulations r e q u i r e USB 

a p p r o v a l  for c e r t a i n  a c t i v i t i e s  nec e s s a ry  for e x p l o r a t i o n  and 

d e v e l o p m e n t  of the lease. The state ra y  not in all instances accept 

this a s s e r t i o n  of jurisdiction.

29. During the c o n d u c t  of all a c t i v i t i e s  related to this lease, the 

l e s s e e  w i l l  be s u b j e ct  to the p r o vi e l o n s  of all v a li d  c o a s t a l  tone 

p l a n s  and ordinances. DKD4 will require, as a c o n d i t i o n  for 

c o n s i s t e n c y  approval o f  lease operations, such m o d i f i c a t i o n  or 

s t i p u l a t i o n s  as m a y  ba n e c e s s a r y  to ensure c o n s i s t e n c y  w i t h  the 

C o a s t a l  M a n a g e m e n t  Act, and with sound plannlr.g and m a n a g e m e n t  of 

c o a s t a l  tone resources.

30. Plana of o p e r a t i o n s  foe lease a c t i v i t i e s and sp e c i f i c  p e r m i t  

a p p l i c a t i o n s  w h i c h  are subj ec t  to approval by tha U.S. C o r p s  of 

e n g i n ee r *  or which require a C e r t i f i c a t e  of Reas o na b l e  A s surance from 

the D e p a rt m e n t  of ttwiron.tentAl C o n s e r v a t i o n  must be s u b m i t t ed  

s i m u l t a n e o u s l y  for stste sgoncy review and approval, at least 60 days 

prior to the proposed c o n d u c t  of such Activities.
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31. 1C only the e u b eu t f a c e  estate in o w n e d  by tho state, or If th# 

surface 1» o w n e d  by the state b u t a u b j e c t  to third p arty interests, 

including any nativ# ollotmente, tha l a a a a a  m ust not ent«r upon such 

land until tha lessee m a k e s  a g o o d  faith offort to a g r e e  with  the 

surface Interest holder on s e t t l e m e n t  of d a m ag e s  that may  be caused 
by laasa activities. If an a g r a o m a n t  ca n n o t  ba reached. Director. 

DMi*. has tha a u t h o r i t y  to approve the actlvlt* , provided a d e q u at e  

p r o v i s i o n s have bee n mad e  with the s tate to pay for any damages the 

surface interest holder r.ay suffer.

32. The proposed a c t iv i t i e s  under a p l a n  o f  o p e r a t i o n s  mus t  not 
unr ea s o n a b l y  d i m i n i s h  tho use and e n j o y m e n t  of landa e n c o m p a s s ed  

w i t h i n  a native allotment. Before e n t e r i n g  a pending or approved 

native allotment, l e a s ee s  mu s t  c o n t a c t  the Bureau of Indian Affairs 

and tne Bureau of Land M a n a g e m e n t  an d  ob t a i n  a pp roval to enter. If 

required. lessees m u s t  also c o m p l y  w i t h  appli c a b l e federal law o n  

native allotments.

33. In conduc t i n g  o f fs h o r e  g e o p h y s i c a l  surveys, neither lassoes nor their 

agents will use e x p l o s i v e s  In o p e n  w a t e r  areas. Offsh o r e  geophysical 

•urvsya w i l l  be r e st r i c t e d  as ne c e s s a r y  during tha spring to c o m p l y  

w i t h  the provisions of tho Karine MnB<mal Prote c ti o n  Act. O f f shore 

ge o p h y s i ca l  survays wil l  ba r e st r i c t e d  as necessary du r i n g  the fall 

to c o m p l y  w i t h  tha p r o v i s io n s  o f  the Endangered S p e c i e s  Act as they 

relate to the b o w h e a d  whale, in d e t e r m i n i n g  these restrictions, the 

Director, DHfX, w i l l  at a m i n i m u m  c o n s u l t  tha North Slops Borough, 

ths Alaska Eskimo W h a l i n g  C o m m is s i o n ,  tha Beaufort Sea Biological 

Tack Force, and a f f e c t o d  permittees.

34. C o n t i n u o u s  fill c a u s e w a y s  are p r o hi b i t e d .  K o n c o n t l n uo u s  fill 

c a u c e w a y s  nay  be p e r m i t t e d  w h e n  the Director, DHQ4, after 

c o n s ul t a t i o n  with the D e p ar t m e n t  of Fish  and Gam e  and the Department 

of environmental C o n se r v a t i o n , d e t e r m i n e s  that a c a u s e w a y is 

nec es s a r y  for field d e v e l o p m e n t  and that no other feasible and 

prud e n t  altern a t i ve  exists.

33. An Oil D ischarge C o n t i n g e n c y  Plan w i l l  be required for o f f shore 

o p e r a t i o n s  under AS 4 6 . 04.030 a n d  18 AA C  73.

36. Oil and gas t r a n s p o r t a t i o n  p i p e l i n es  w ill be e n c o u r a g ed  if the 

Director, DMQ4, d e t e r m i n e s  that the laying of such p i p e l i n e s  Is 

te c hn i c a l l y  feasible and e n v i r o n m e n t a l l y  preferable to transport via 

o i l  tanker. Pipelines, inc l u d i ng  f low a n d  g a t hering lines, m u s t  be 

d e s i g n e d  and c o n s t r u c t e d  to p r o v i d e  a de q u a t e  p r o t e c t i o n  from water 

currenta, s t or m  and ice scouring, a u b f re e t l n g  conditions, and o ther 

h a s a r d s  as d e t e r m i n e d  o n  a c e s » ~ b y - c a s e  basis. Following the 

ins t a l l at i o n  of a p i p e l i n e  of s u f f i c i e n t  cepaclty, n o  c rude oi l  will 

be transp o r t e d  by s u r f a c e  ve ss e l  from o f f s ho r e  p r o d u c t io n  sites, 

except in an emerg e n c y.  The Director, DHEM, will ev a luate the 

e m e r g e n c y  and d e t e r m i n e  an a p p r o p r i a t e  response to the c ondition. If 

the uae of a p i p el i n e  Is no t  fe a s i b l e  and preferable end surface 

.transportation m ust b o  emp l o y e d ,  all vess e l s  used for c a r rying 

h y d r o ca r b o n s  to s hore w i l l  c o n f o r m  w i t h  all standards e s t a b l i sh e d  for 

such vessels, p ur suant to the Ports and W a t e rw a y s  Safety Act of 1972 

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

12 2 1 ) .
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37. H a n /  of the environmental c o n c e r n s  a e e o c i e t e d  w i t h  the o f f s ho r e

'* tracts w i t h i n  tho ares of the j o i n t  r e d e c a l- S t o t e  Beaufort Sea Sale

(Sale 30) apply to the o f f a h o r e  tracts In the Sale 39 aree. 

C o n s equently, in the e n f o r c e m e n t  of s t i p u l a ti o n  Ho. 3 and Terns of 

Sain Nos. 8, IS, 33, and 36 of Sale 39, the Director, DrtiX, will 

c o n t i n u e  to receive r e c o m m e n d a t i o n s  from a b i o l o g i c a l  task force 

c o m p o s e d  of d esignated r ep r e s e n t a t i v e s  of the f o llowing state 

agenciesi Department of rlsn and Game, D ep a r t m e n t  of Environmental 

Conse r v a t i o n,  and D e p a r t me n t  of Natural Resources. In addition, the 

o f f i c e  of the Governor and r e p r e a a n t a t i v e s  of inte r e e ts d  federal 

a gencies, including the Bureau of Land Management, U.S. Pleh and 

W i l d l i f e  Service, Mineral* M a n a g e m e n t  Service, the National Marine 

fisheries Service, and the E n v i r o n m en t a l  P r o t e c t i on  Agency will be 

a f f o rd e d  the op p o r t u ni t y  to c on t i n u e  their p a r t i c i p a t i o n  in theto 

c o n sultations.

38. The m o v e m e n t  of equipment and p e r s o n n e l  to and from Sale 39 tracts 

through the whistling swan stag i n g  area in t 13N, R 8 e , Umiat 

M e r i d i a n  3 wil l  be r e s t r i c t e d as n e ceaaary b e t w e e n  J u l y  IS and 

September 1. The n e c e s s i t y  and c o n d i t i o n s  for l i m iting equipment and 

p e r s o n n e l  movement w i l l  b* identified on a c a t e - b y - c a s e  basis during 

review of plans of o p e r a t i o n s  by the Director, DHDi, in cons u l t a t i o n 

with tha Department of Pith and Came,

39. for tho purpo s e  of a d m i n i s t e r i n g  the ae a s c n a l  d r i l l i n g  restriction, 

S t i p u l a t i o n  3, the b o u n d a r y  b e t w e e n  tho a raas c l a s s i f i e d  as *on or 

Inside* and * o u teide” the b a rr i e r  ielanda will be a line conne c t i n g  

the following salient pointei

S a l i e n t  Pt. No. Latitude L on g i t u d e

1 6 0 4 5 - 3 70*14'19.00* 

N - 7 7 9 2 3 4 9 . 2 1
1 4 6 * 38*12.00 
£- 5 1 3 7 1 0 .7 *

1 6 0 6 2 - 4 4 7 0 * 2 8 ' 3 5 . 30 *  

N - 7 8 1 9 8 5 0 . 41

1 4 6 * 49*06.40 

£ •432180.64

B P T - O O l 7 0* 3 3 ' 1 3 .4 0 "  

N - 7 0 3 0 1 0 8 .992
149*56*53.50

X - 3 9 0487.331

B P T - 0 0 2 7 0 * 3 3 *1 4 . 2 0 *

N - 7 6 J 0 1 2 7 . 3 9 5

149*56*41.20

1 - 3 9 0615.559

B P T - O 0 3 70*3 3 '3 1 . 6 0 *  
N - 7 6 3 0 6 28.325

149*55*25.40'

£ •3 9 1 4 2 3 .0 7 6

D P T -007 7 0 * 3 3 ' 3 0 . CO* 

N - 7 8 3 1 0 5 7 . 1 69

149*50'38.20* 

£-3 9 4 4 1 0. 3 0 3

D P T  -008 70* 3 4 * 1 3. 5 0 *  
N-78 31597.007

149*44*02.10'

£ “398325.866
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f la l le n t  P t .  WQ.__ 
BPT-014

BPT-015

BPT-024

B P T - 0 2 5

BPT-0 31

OPT-032

40-X

41-X 

BPT-048 

HDE-027 

HBE-0 31

W estern  T e rm in a tion

la t i tu d e
70* 34 *02.30* 
N -7031066.516
70*33 '54 .1 0*
N-7830766.Q31
70*33 '00 .9 0*
N-7820B48.S09
70*32 '4 1 .8 0 "
N -7828200.199
7 0 * 3 1 '4 3 .8 0 “ 
W-7826214.68B
70*31'30 .SO ­
N -7825744 .507
70*29* 24 “ 
M -7821637.360
70*29'27*
N-762172B.50S
70*28*49 .60*
N -7820332.598
70*33 '21 .9 0*
N -7830116.402
70*33*08 .10* 
N-782978 4.852
70*35*50 .80* ' 
H-7834SB4.60

L o n g i t u d e  

149*37*17 .70*
£ -402678 .052
149*35*34 .10*
£ -403734 .968
14 9 *24 '5 5 .9 0 *  
£ -410248 .229
1 49 *22 '3 5 .9 0 *  
£ -411669 .399
149*14*32 .40* 
Et.416592.684
149*11*57 .80* 
£ -418174 .547
149*03*12* 
E -423474 ,097
149*03*07*
£ -423528 .980
14 8* 51 '1 2 .2 0 *  
E^4 308 91 .228
1S0*11 '50 .00*
£ -604102 .175
150*08*31 .20* 
£ -606172 .061
144*16*50 .21*
£>600800.00
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I . IN T R O D U C T IO N  A N D  B A C K G R O U N D
On N ovem ber 13, 1992 , Exxon C orporation , Amerada Hess C o rp o ra tion , and Chevron U SA , 
Inc ., (co llec tive ly  E xxon ) applied fo r  approval o f  the proposed Thetis Is land  Un it Agreement 
(Agreem ent). The Agreement proposes to combine fo r  unitized exp lo ra tion  and development six 
ind iv idua l state o f  A laska o i l and gas leases (co lle c tive ly  leases ) com pris ing an area o f 
approxim ately 2 5 ,0 8 5  acres. The proposed Thetis Is land  U n it area is located in state-owned 
waters o f  the Beaufort Sea immediately northwest o f  the Kuparuk R iv e r Unit.
The Leases invo lved in the proposed unit were issued as a result o f  the state o f  A laska Lease Sale 
No. 3 9 , Beau fo rt Sea O ffsnore/Up lands, held on M ay 17, 1983 . These Leases, A D L  355025 , 
A D L  3 5 5 0 2 6 , A D L  355027 , A D L  355028 , A D L  355033 , and A D L  379301  were issued on state 
o f A laska lease fo rm  D M E M -4 -83  (N et P ro fit Share ) which provides fo r  a 1 2 .5%  roya lty  share 
and a 30%  net p ro fits  interest fo r  the Stale . The Leases became e ffective  August 1, 1983 fo r  a 
p rim ary term o f  ten (1 0 ) years.
Exxon Corporation , the proposed unit operator, was not an orig ina l w orking interest owner in the 
L eases . E x x o n  C o rpo ra tion  acquired w o ik in g  in terest in  the L ea se s  by v irtue o f 
form out/partic ipation agreements with the orig ina l w orking interest owners, Amerada Hess and 
Chevron .
The proposed Agreement is the state o f  A laska Model Unit Agreement fo rm  (Revised April 1990 ) 
with m odifications proposed by both Exxon and the State. The proposed modifications include
(1 ) changing the ro y a lty  share from  a 12 .5%  share plus a net p ro fit  share to a fia t ro ya lty  o f 
1 6 .6 6 6 7%  tinder A S 3 8 .0 5 .1 80 (p ), (2 )  a waiver o f  the working interest ow ne rs ’ right to earn an 
exploration incentive credit under AS 3 8 .0 5 .1 80 (i), and (3 )  a waiver o f  any right to a reduction o f  
roya lty  under AS 3 8 .0 5 .1 8 0 ( j) o r  (p ) until ten years after the start o f  sustained unit production 
from  the unit area.

The Agreement provides fo r  plans o f exploration, development and operations within the unit area 
without regard to internal lease boundaries. The plan o f exp loration sets forth a five  year schedule 
during which Exxon agrees to a number o f  conditions required by the state. E xxon  agrees to drill 
three w ells and acquire seismic data within the unit area during die term o f  die plan o f  exp loration , 
with p rovisions fo r  unit term ination i f  d iligent exp loration and deve lopm ent o f  the unit area does 
not continue on schedule.
The Agreement p rov ides that the Com m issioner o f  the Departm ent o f  N atu ra l Resources 
(Com m issioner) must separately approve the unit plan o f  operations before any operations may be 
undertaken within the unit area. The p lan must contain: (1 )  statements and maps o r  drawings 
giving the sequence and schedule o f operations; (2 ) the projected use requirements o f  the proposed 
operations, including the location and design o f  w e ll sites, m ateria l sites, w ater supplies, waite 
sites, bu ild ings, roads and utilities; (3 )  p lans fo r  rehabilitating the a ffected area; and (4 )  a 
description o f  procedures designed to m inim ize adverse effects on other natural resources and other 
uses o f  the area, including fish and w ild life  habitat, historic and archeolog ical sites, and public use. 
These p lans must be circulated to other state and loca l agencies fo r  their rev iew  and comment 
be fore approval by the Com m issioner. The proposed p lans must a lso  be consistent with the 
A laska Coastal Management Program before operations may commence.
Pursuant to 11 A A C  83 .306 , the D iv is ion  o f  O il and Gas (D iv is ion ) determined that the application 
was com p lete on N ovem ber 2 3 , 1992 . Pursuant to 11 A A C  8 3 .3 1 1 , pub lic  notice o f  the 
application was published In the Tundra Times on November 25, 1992  and in the Anchorage D aily  
Ne ws on N ovem ber 27 , 1992. Copies o f  the application and lire public notice were a lso  provided 
to interested parties in conformance with 11 AAC  83 .311 , as w ell as to the A laska Departments o f

ACO 1 0 1 6 9 4 0 3
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Environmental Conservation and Fish and Game, the N orth S lope  B o rough , and the A laska O il 
and Oas C onserva tion  Com m ission (A O G C C ). 'Hie public notice invited comments on the 
application from  interested parties and members o f  the public.
Tho public notices a llow ed  thirty days to submit any comments. The com m ent period ended 
December 28 , 1992 . One comment was received by the D iv ision from  the N orth S lop e  Bo rough , 
O ffic e  o f  the M ayor. That comment expressed no objection to the proposed Thetis Is land Unit.

I I .  D IS C U S S IO N  O F  D E C IS IO N  C R IT E R IA
In  accordance w ith A S  3 8 .0 5 .180 (p ) and 11 A A C  8 3 .3 0 3 , the C om m issioner w i ll approve a 
proposed unit agreement i f  the Commissioner finds that the agreement is necessary o r  advisable to 
protect the public interest. T o  find that a proposed unit agreement is necessary o r  advisable to 
protect the public interest, the Comm issioner must find lhat me proposed unit w ill: (1 )  promote the 
conservation o f  a ll natural resources: (2 ) promote the prevention o f  econom ic and physical waste; 
and (3 ) provide fo r  the protection o f  a ll parties o f interest, including the State.
In evaluating these criteria , the Com m issioner w ill consider: (1 )  the environmental costs and 
benefits o f  unitized exploration and development; (2 ) the geological an/i engineering characteristics 
o f  the poten tia l hydrocarbon accumulation o r re se rvo ir p roposed fo r  un itization ; ( 3 )  prior 
exp lo ra tion  activ ities in the proposed unit area; (4 )  the applicant's p lans fo r  exp lo ra tion  o r 
development o f  the proposed unit area; (5 ) the economic costs and benefits to the State; and (6 ) any 
other relevant factors (including m itigation measures) die comm issioner determ ines necessary o r 
advisable to protect the public interest. The fo llow ing  discusses these criteria and considerations 
with respect to the proposed Thetis Island Unit.

(A ) The Conservation o f  A ll N atura l Resources. Unitization o f  o il and gas reservoirs is 
genera lly  recognized as a prudent means o f  conservation. W ithou t un itization , die 
unregulated development o f reservoirs tends to be a race fo r  possession by competitive 
operators . The results can be: (1 )  o ve r ly  dense d rilling , especially a long property 
lin e s ; ( 2 )  rap id dissipation o f  rese rvo ir p ressure : and (3 )  irregu la r advance o f  
disp lacing flu ids, a ll o f  which contribute to the loss o f  ultimate recovery o r econom ic 
waste. The concentration o f  surface activity; duplication o f  production, gathering, and 
processing facilities; and haste to get o il to the surface a lso increase the like lihood o f  
env ironm en ta l damage (such as sp ills  and o the r su rface im pac ts ). A lthough 
conservation orders and fie ld rules issued by die A O G C C  w ou ld  midpatc some o f  
these impacts without an agreement to unitize operations, unitization provides die most 
practical method fo r  m axim izing o il and gas recovery , w h ile m inim izing negative 
impacts on other resources.

The Agreement w ill p rom o fe the conservation o f  both su rface and subsurface 
resources through the unitized (rather than the lcasc-by-leasc) development. A lthough 
the extent o f  any o i l and gas conu ined in the prospective rese rvo irs has not been 
determined, the Agreement w ill accelerate exploration and maxim ize recovery from  the 
Leases i f  a commercial hydrocarbon reserve is discovered.

(B) The Prevention o f  Economic and Physica l W a s t e . T rad ition a lly , under unitized 
operations, the assignment o f  undivided equity interests in the o il and gAS reservoirs to 
each lease la rge ly resolves the resource conservation problem . Econom ic and physical 
waste, however, cou ld still occur without an -.quitable cost sharing fo rm u la , and a 
w e ll designed and coordinated development p lan. Consequently , a unit agreement 
must equitably divide cosu  as well as hydrocarbons (benefits), and plan to maximize 
physical and econom ic recovery from  any reservoir.

AGO 1 0 1 6 9 4 0 *
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An equ itab le a lloca tion  o f  hydrocarbon shares d iscourages hasty o r  unnecessary 
su rface  deve lopm ent. An equ itab le cost-sharing agreement p rom otes efficient 
deve lopm ent o f com m on surface fac ilities and operating strategies. An equitable 
cost-sharing agreement, and a mutually acceptable unit operator, a llow  the w orking 
interest owners in the unit to decide rational w e ll spacing requirements, rein jection 
strategics, and the proper common, jo in t-use surface fac llid cs . Un itiza tion  prevents 
econom ic and physical waste by eliminating redundant expenditures fo r  a given level 
o f  production , and avoiding loss o f  ultimate recovery by adopting a unified reservoir 
management strategy.
U n it iz e d  ope ra tions g rea tly  im prove deve lopm ent o f  re se rv o irs  w ith variable 
productiv ity across adjoining Leases. Marginal econom ic reserves, which otherwise 
w ou ld  not be produced on a lease by lease basis, o ften  can be produced through 
unitized operations. Facility consolidation saves capital, and promotes better reservoir 
m anagement fo r  a ll w ork ing interest owners through pressure maintenance and 
secondary recovery  procedures. In combination, these factors a llow  less p ro fitab le  
areas o f  a re se rv o ir to be deve loped and produced in the in terest o f  a ll parties, 
including the State.

(C ) The P rotection o f  A ll Parties in Interest. Inc lud ing the State . U n itiza tion  seeks to

grotcct the economic interests o f  a ll working interest owners o f  a com m on reservoir. 
<y com bin ing the ir interests and jo in t ly  operating under a unit agreement and unit 
operating agreement, each ind iv idu il working interest ow ner is assured an equitable 
a llocation o f  costs and revenues commensurate with the value o f  its leasc(s).

The State's econom ic interest is furthered under the Agreement because exploration 
w ill lik e ly  occur ea rlie r than without unitization. D ilig en t exp lora tion under a single 
approved unit plan without the complications o f  competing operators is certain ly in the 
State’s best interest because it promotes e ffic ient eva luation o f  the State ’s resources, 
yet m in im izes impacts to the reg ion ’s cu ltu ra l, b io lo g ic a l, and environm enta l 
resources. I f  a commercial discovery is made, the State's econom y w ill be stimulated 
from  the production-based revenue, o i l and gas-rclatcd jo b s , and service industry 
activity.

The Agreement provides fo r  accurate reporting and record-keeping, State concurrence 
with operating procedures, royalty setdemcnt, in k ind taking, and emergency storage 
o f  o i l, a ll o f  which w ill fu rther the State's interest.

I I I .  D IS C U SS IO N  O F  C O N S ID E R A T IO N S
The fo llow ing  matters were considered in evaluating the criteria discussed in Part n , above.

(A ) The Env ironmental Costs and Benefits o f  Unitized Exp loration o r  Developm ent. The 
proposed unit area Is habitat fo r  a variety o f  fish , w ate rfow l and marine mammals. 
As a resu lt, the area is occasiona lly  used by residents fo r  subsistence hunting and 
fish ing. It is anticipated that o il and gas activity in tire proposed unit area w ill impact 
some habitat, and may impact some subsistence activity, l i r e  extent o f  this impact w ill 
depend on a number o f  variab les, including the e ffectiveness o f  actions taken to 
mitigate the impact, the availability o f  alternative habitat and subsistence areas, and the 
ability o f  tire fish and marine mammals to adapt to some displacement and changes in 
their habitat, AGO 10169405
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I f  ongoing measures such as seasonal restrictions on specific activities in certain areas, 
especially designated primary waterfow l areas, required consolidation o f  facilities, and 
regu lation o f  waste d isposa l, continue to m inim ize surface impacts, the anticipated 
exp loration and development related activity is not lik e ly  to sign ificantly impact bird, 
fish , and mammal popu lations. In  any case, the anticipated activ ity under the 
Agreement w ill impact habitat and subsistence activity less than i f  the Leases were 
deve loped  and produced in d iv id ua lly . U n itized  exp lo ra tion , deve lopm ent and 
production minim izes surface Impact
The Leases contain stipu lations designed to p rotect the env ironm en t. These 
stipu lations address the protection o f  p rim ary w ate rfow l areas, site restora tion , 
construction o f  p ipe lines, seasonal restrictions on operations, and avoidance o f  
seism ic hazards. V irtu a lly  a ll activities which m ay occur fo llow in g  unitization arc 
subject to a coastal zone consistency determ ination, and must com p ly  with both the 
State and North S lope Borough coastal zone management plans.
State unitization regulations require that the Comm issioner approve a proposed plan o f  
operation before any operations may be undertaken. A  proposed plan o f  operation 
must describe the operating procedures designed to prevent o r m in im ize  adverse 
e ffects on natural resources and other uses o f  the unit area and adjacent areas. 
Further, before undertaking operations, the unit operator must guarantee fu ll payment 
o f  a ll damage sustained to tne surface estate, by reason o f  entering the land. F ina lly , a 
proposed plan o f  operations must include plans fo r  rehabilitation o f  the affected unit 
area a fte r completion o f  operations.

(B ) T he G eo log ic a l and Engineering Characteristics o f  the R e s e rv o ir . Pursuant to 
11 A A C  83 .356 (a ), a unit must encompass tire m inimum area required to include a ll o r 
pan  o f  one o r  m ore o i l o r  gas lese rvo irs , o r a ll o r p an  o f  one o r  m ore potential 
hydrocarbon accumulations. G eo log ica l, geophysica l, and engineering data from  
U noca l’s East H arrison  B ay  #1 W e ll, and w e lls  in the nearby K uukp ik  Un it and 
Kuparuk R ive r Un it, as well as geophysical (seism ic) records from  tire proposed unit 
area, were evaluated by the Stale to determ ine the appropriate boundaries fo r  the 
proposed unit area. These data included both confidential and non-confidentia l w e ll 
logs, geo log ica l cross sections, seismic sections, and test results from  the earlie r w ells 
drilled in the area. In  addition, Exxon ’s geologic structure and isopach maps derived 
from  its proprietary interpretation o f  these data were examined.
The State's eva luation o f  the subsurface geo logy supports the con figu ration  o f  the 
Thetis Is land Un it area as proposed . E xxon  has demonstrated that a legitimate 
geo log ic a l p rospect, which m ay contain one o r  m ore  p roduc ib le  o i l and gas 
accumulations, underlies the proposed unit area. The D iv is io n ’ s rev iew  o f  the 
geological in formation support tire inclusion o f the six leases within the proposed unit 
area.

(C ) P rio r E xp lo ration Activities in the Unit Area. As mentioned above, exp loration w ells 
have been drilled  around tire proposed unit area, but not within it. In addition, many 
m iles o f  geophysica l (se ism ic ) data have been acquired to de fin e  the potential 
structures and traps which may contain hydrocarbon accumulations within and around 
the proposed unit area.

(D ) The Applicant’s T la n s fo r E xp loration o r Development o f  the Proposed U n it Area. In 
the fiv e  year term o f  its initia l unit plan o f  exp loration , E xxon  comm its to d rill three 
exp lo ra tion  w e lls  and conduct additional geophysica l (se ism ic ) data activ ity to 
delineate any hydrocarbon resources determined to exist within tire unit area. The plan
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includes: (1 )  d rilling  the initial unit test w ell before A p ril 30 , 1993 ; (2 )  d rilling  the 
second unit exp loratory w e ll during the 1994-1995 winter d rilling  season; (3 ) d rilling 
die third unit exp lo ra to ry  w ell o r acquiring addidonal seismic data during the 1995- 
1996 w inter season, and (4 ) d rilling the third exp loratory w e ll before the expiration o f  
the initial fiv e  year term.
The plan sets forth a timely sequence o f  reservoir delineation activities to facilitate the 
re se rv o ir ’ s u ltim ate deve lopm ent and production i f  o i l o r gas is d iscovered  in 
comm ercia l quantities. Completion o f  these exp loration activities as scheduled w ill 
satisfy the perform ance standards and diligence requirements to which the State and 
E xxon  have agreed os a condition fo r  approval o f  the A g reem en t I f  any o f  the 
activities in the in itia l unit plan are not perform ed as scheduled, the p lan w ill be in 
defau lt, and the Agreement w ill automaucally terminate on the date or any such non­
pe rfo rm ance . These p rov is ions insure that the lease extensions resu lting  from  
unitization pursuant to 11 A A C  83 .3 36 (a )(2 ) continue on ly  so long as Exxon  proceeds 
diligently with exp loration and development.

(E ) The Econom ic C osts and Benefits to the State and Other Relevant Factors . Approval 
o f  the Agreement econom ically benefits the State in the near term through employment 
associated with the assessing o f  the hydrocarbon potential o f  the subject Leases. In 
addition, should a commercia l discovery result, the State's long-term  roya lty  and tax 
revenues w ill be enhanced, and private development capital w ill remain availab le fo r  
alternative o il and gas activity in the State.
The W o rk in g  Interest Owners o f  the proposed Thetis Is land  U n it have prov ided 
technical data sufficient to define the prospect under consideration, have committed 
their diverse lease interests to the proposed unit, have agreed to a plan o f  exploration 
which assures a tim e ly  sequence o f  d rilling  and development activities in o rder to 
evaluate and develop a ll die acreage within the proposed unit area and have committed 
their combined financial resources to pursuing that plan.

IV . A M EN DM EN TS T O  TH E  M O D EL  U N IT  A G REEM ENT FO RM
As noted, the six leases proposed fo r  inclusion in the unit provide fo r  a 12 .5%  roya lty  share and a 
3 0%  net profits interest fo r  die State. In its application, Exxon requested diat the State's net profits 
interest be rem oved  in exchange fo r  an increase in the fixed  ro y a lty  share from  12 .5%  to 
1 6 .6 6 6 7% . E xxon  submitted privileged and confidential geotechnical and econom ic data to the 
D iv is ion  in support o f  this request. In this in form ation , Exxon 's econom ic assessment (which 
included an assessment o f  the geologic risk ) o f  the Thetis Island prospect indicated that the current 
lease net p ro fits  p rov is ion  precluded exp loration and development o f  the p roposed unit area. 
Increasing the nom ina l roya lty  rate in lieu o f  retaining the net p ro fits share w ou ld  create more 
favorab le econom ic conditions fo r  exp loratory drilling to occur sooner rather than later, i f  at a ll.

AS 3 8 .0 5 .180 (p ) provides in pertinent part:
The comm issioner m av . w ith the consent o f  the holders o f  the Leases invo lved , 
establish , dlAagCL, o r  revoke d rilling , producing, and roya lty  requ ircm crts o f  the 
leasts and adopt regulations with reference to the Leases, with like consent on the 
pan  o f  the lessees, m connection with the institution and operation q{_A cooperative 
o r  unit p lan  as the com m issioner deten tines necessary o r proper to secure the 
proper protection o f  the public in terest (Emphasis added.]

AGO 10169407

5



MAH-11-96 TUE 4:25 PM JAMES E. EASON FAX NO. 907 333 9087

Based on the D iv is io n ’ s independent analysis o f  E xxon ’ s con fidentia l econom ic and geologic 
inform ation, it was concluded that Exxon's request would be In the State ’ s best interest and would 
meet the criteria o f  the statute i f  Exxon also agreed to waive: (1 )  any right to earn the exploration 
incentive credit under A S  3 8 .0 5 .1 8 0 (i) originally availablo under the lease term; and (2) any right 
to request a reduction o f  roya lty  under A S  38 .05 . i 8 0 ( j )  o r  (p ) until ten years a fte r the start o f  
sustained unit production . A fte r negotiations with the D iv is ion , E xxon  has agreed to these 
conditions.
Pursuant to  AS 3 8 .0 5 .180 (p ), approval o f  the Agreement is conditioned upon subm ittal by Exxon 
and app rova l by the State o f  amendments and additions to the state o f  A la ska  M ode l U n it 
Agreement form  which incorporate a ll o f  the agreed upon amendments to the Leases which were 
proposed fo r  inclusion in the unit area.
The State p roposed amendment language which was fo rw arded  to E xxon  fo r  its rev iew  on 
N ovem ber 2 3 , 1 992 . (See attachment). A s a fu rther cond ition o f  the S tate 's approving the 
Agreement, the required amendments must be ratified by the lessees, submitted by E xxon , and 
approved by  the State no la te r than fo rty -fiv e  (4 5 ) days fo llow in g  the e ffec tiv e  date o f  this
Decision.

V . F IN D IN G S  A N D  D E C IS IO N  
Based on the foregoing , I find:

1. The public notice requirements o f  11 A A C  83 .311 were mcL
2 . The Agreement, conditioned upon the performance o f its plan o f  cxploradon, is

advisable to protect the public interest, and is in the Stare's best interest
3 . The Agreement w ill conserve a ll natural resources, including hydrocarbons, gravel, 

sand, water, wetlands, and other valuab le habitat.
4 . The Agreement w ill prevent the waste o f  o il and gas, and increase the p robab ility  o f  

recovering more o il and gas from  the unit area i f  o il o r gas is discovered in commercial 
quantities.

5 . The Agreement, with the amendments outlined in A rtic le  IV  o f  th ii D ec is ion  and 
Findings, w ill equitab ly and adequately protect a ll parties in  interest, includ ing the 
sure o f  A laska.

6 . The Agreement w ill not further diminish access to public and navigable waters beyond 
those lim itations ( i f  any) imposed by law  o r already contained in the o i l and gas Leases 
covered by the Agreement.

7 . The unitized development and operation o f  the subject leases with any others which
may be incorporated in the future, i f  o il o r gas is discovered, w ill reduce the amount o f 
land and fish and w ild life habitat lhat would otherwise be disrupted by individual lease
deve lopm ent. Th is reduction in environm enta l impacts and in te rfe rence with
subsistence activity is In the public interest.
Some environmental impact, however, is still like ly . Unit development must proceed 
according to an approved plan o f  development. B e fo re  undertaking any specific 
operations, a unit plan o f  operations must be submitted to die D iv is io n  and other 
appropriate state and loca l agencies fo r  rev iew  and app rova l. A l l  o i lie r  required
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perm its a lso  must be granted before d rillin g  operations m ay commence. Additional 
m itigating measures, beyond those provided within the ind iv idua l Incases, w ill be 
imposed, i f  necessary o r  advisable, through conditioning the approval o f  a p lan o f  
operations and other perm its. Adverse environmental impacts w ill be m inim ized by 
requiring strict adherence to these mitigating measures.

8 . The Agreement, with the amendments outlined in A rtic le  IV  o f  this D ec is ion  and 
Findings, w ill assure a fa ir and equitable return to the State from  any production o f  
hydrocarbons from  tire unit area.

9 . The econom ic benefits to the State as a result o f  the expedited unidzed exp loration and 
potential development o f  the Thetis Is land Unit area outweigh the econom ic costs to 
die State o f  extending die primary term o f  certain o f  the Leases committed to die unit.

10 . Based upon the geological and engineering data submitted to the D iv is ion  in support o f  
the unit application, the area included within the Thetis Island Unit encompasses a ll o r 
pan o f  on ; o r more potential hydrocarbon accumulations.

1 1 . The Agreement provides fo r  further expansions and contractions o f  the unit area in die 
future, as warranted by addidonal informadon and data. There fo re , the public interest 
and the correlative rights o f  a ll parties are protected.

12 . E xxon 's  in itia l p lan o f  exploration provides fo r  the rational exp loration o f  potendal 
hydrocarbon zones in the unit area, as w e ll as fu r  d iligent development activities 
before the ultimate production o f  any hydrocarbons that may be produced. Additional 
exp loration and/or development plans are required to be submitted once the initial plan 
o f  exp lora tion expires.

13 . The p lan  o f  exp lo ra tion  meets the requirements o f  11 A A C  8 3 .3 0 3  and 
11 A A C  83.341 i f  the fo llow ing condition is incorporated into die plan:

The proposed exploration activities conducted in accordance with 
die umc lines specified constitute die oerform ancc standards and 
diligence requirements to which the State and the Thetis Island 
Un it W orking Interest Owners have agreed. The approval o f  the 
Thetis Is land U n it is conditioned upon E xxon  Corporation 's 
com pliance, as U n it Operator, with tnese specific performance 
standards. I f  any o f  the exploration activities outlined in the unit 
p lan  o f  exp loration , arc not pe rfo rm ed  as schedu led , the 
exp loration plan w ill be in defau lt and the unit agreement w ill 
terminate.

14 . Pursuant to 11 A A C  8 3 .3 4 1 , an annual update to the p lan o f  exp loration  which 
describes the status o f  projects undertaken and the w ork completed , as w e ll as any 
proposed o r  expected changes to the unit p lan o f  exp lora tion , must be submitted fo r  
approval to the State. Any changes to the unit plan o f  exp loration , i f  approved by the 
State, w ill be in accordance with Article 8 o f  the Agreement.

15 . Pursuant to AS 3 8 .0 5 .1 8 0 (p ), Paragraph 4 0  o f  the Leases cniided "S h a re  o f  Net 
P ro fit ,”  sha ll be elim inated from  each o f  the Leases. Further, the roya lty  rate specified 
in Paragraph 35 o f  the Leases shall be increased from  12 .5%  to 1 6 .6 6 6 7% . F ina lly ,
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a ll lessees agree to ( I )  waive any right to earn the exp loration incentive credit under 
AS 3 8 .0 5 .1 8 0 (0  and the tenns and conditions o f  state o f  A laska  Lease Sa le  N o . 39; 
and (2 )  waive any right to request a reduction o f  roya lty  under AS i3 8 .0 5 .18 0 ( j )  o f  (p ) 
until ten years after the start o f  Sustained Unit Production.

16 . As a fu rther condition o f  the approval o f  the Agreement, it must be amended and 
ratified  by the lessees to accommodate the terms and conditions o f  A rtic le  V .(1 5 ) to 
this D ec is ion  and F ind ings. The amendments must be subm itted by E xxon  and 
approved by the State no later than forty-five (4 5 ) days fo llow ing  the effective date o f 
this Decision and Findings.

17 . The Agreement, m od ified  by the terms and conditions im posed  upon it by this 
D e c is io n  and F ind ing s , m eets the requ irem ents o f  A S  3 8 .0 5 .1 8 0 (p ) and 
11 A A C  83 .303 .

F o r the reasons enumerated e a r lie r in this Finding and subject to the cond itions noted in this 
Decision and Finding, I  hereby approve the Thetis Island Unit Agreement e ffective this date.

fo r: G lenn A . O ld s , Comm issioner
A laska Department o f  Natural Resources

Attachments: Delegation o f  Authority from  Commissioner to D irector, D iv is ion  o f  O il and Gas 
D iv is ion  o f  O il and Gas letter to Exxon , dated Novem ber 2 3 , 1992

TWb UmI  Tt"-*1 »,(
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Official Business

TO:

FROM:

DATE:
RE:

Alaska State Legislature
State Capitol 

Juneau AK 99801

Betty Wallace 
Barrow L IO  
via fax: 852-7114

MEMO

a I
Annette Krcitzer, Aide to ( W j  
Senate Resources Committee/
April 2, 1996
SB 318: Nonhstar Lease Agreement

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

Am sending you almost everything, with the exception o f the leases referred to in the 
agreement. I f  you desire to add on to the teleconferences; please call Juneau to do so. It 
will be listen only until the committee gets through the fact finding, then (probably 
beginning Saturday, April 13) the committee will begin taking public testimony.



Official Business

Alaska State Legislature
S en a te  R e so u rc e s  C o m m it te e

Slate C apitol 
Juneau AK 99801

MEMO

TO: All Legislators
FROM: Senator Ivorcn Ixman, Chairman

Senate Resources Committee
DATE: April 2, 1996
RE: SB 318: Northstar Lease Agreement Hearings

Attached are the topics fo r 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 a.m. to 1:00 p.m. in the Anchorage L IO



Chapter 085 
Chapter. CH085
Source: SCS CSHB 207 (F IN ) am S 
Action Date: June 19,1995 
Effective Date: June 20, 1995 
95

AN ACT
Relating to adjustments to royalty reserved to the state to encourage otherwise una:onomic 

production o f  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 o f Natural Resources and contractors 

qualified to evaluate hydrocarbon development, production, transportation, and economics, to 
assist the commissioner o f natural resources in evaluating applications fo r oil and gas royalty 
increases o r decreases o r other oil and gas royalty adjustments, and evaluating the related 
financial and technical data entered into under AS 38.05.180(j).

* See. 2. AS 38 .05 .180(j) is amended to read:
( j )  The [TO  PROLONG THE ECONOM IC L IFE  OF AN O IL  AND GAS H E LD  

OR TO REESTABLISH  COM M ERCIAL PRODUCT ION  OF SHUT-IN  O IL  OR GAS 
THAT W O ULD  NOT OTHERW ISE BE ECONOM ICALLY FEASIBLE, THE] 
commissioner

(1 ) may provide fo r tut increase o r decrease o r otherwise modify (SHALL ADOPT 
REGULATIONS TO ALLOW  REDUCTION OFJ royalty, to allow for production that would 
not otherwise be economically feasible, on individual leases, leases unitized as described in (p) 
o f  this section, leases subject to an agreement described in (s) o r (t) o f this section, o r interests 
unitized under AS 31.05; the commissioner may act under this subsection to modify the royalty

(A ) after the effective date o f this Act and not later than July 1,2015, so long as the 
authority to modify royalty 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 o il or gas field or pool if

(i) the oil o r gas field o r pool has been 
delineated sufficiently to allow the commissioner to 
conduct the analyses and make the findings required by 
this subsection; and

(ii) the field or pool has not previously 
produced oil o r gas fo r sale;

(B ) to prolong the economic life o f an o il or gas field or pool as costs per barrel or 
barrel equivalent increase; or

(C ) to reestablish production o f  shut-in oil o r gas;
(2 ) (. THE COM M ISSIONER) may not grant a [REDUCTION  OF] royalty 

modification unless the lessee or lessees requesting the modification make [REDUCTION 
M AKES] a clear and convincing showing that a modification o f royalty meets the requirements 
o f  this subsection and is in the best interests o f the state;

(3 ) shall
(A ) [THE REVENUE FROM THE LESSEE ’S SHARE OF ALL 

HYDROCARBONS PRODUCED FROM THE F IELD  IS AND IS L IK E LY  TO 
CONTINUE TO  BE  INSUFFIC IENT TO  PRODUCE A REASONABLE RATE OF 
RETURN  W IT II RESPECT TO  THE LESSEE’S TOTAL INVESTMENT IN THE F IELD . 
THE COM M ISSIONER M AY] condition any [A ] royalty modification [REDUCTION ] 
granted under this subsection in any way necessary to protect the state’s best interests;



(B ) describe, in the findings and determinations required by this subsection, the 
relevant factors, including price, projected production rate o r volume, predicted ultimate 
recovery, and development, operating, and transportation costs, upon which the modification is 
based;

(C ) for a modification under (1 )(A ) o f this subsection, set out the terms and 
conditions, which

(i) must include a mechanism for adjusting 
royalty percentage based on price; using forecasts o f 
the range o f future prices and their probabilities, the 
mechanism must provide lhat the value o f the potential 
revenue increases resulting from royalty percentage 
increases must exceed the value o f the potential 
revenue losses resulting from royalty percentage 
decreases; and

(ii) may include, in addition to the royalty 
percentage adjustment based on price, which must meet 
the conditions specified in (i) o f this subparagraph, a 
further adjustment based on production rate or volume 
from the field or pool; and

(D ) fo r a modification under (1 )(B ) o r (1 )(C ) o f  this subsection, set out the terms 
and conditions, which may include substitution o f a sliding scale royalty or other mechanism to 
modify the royalty i f  there is a change in the relevant factors, such as price, projected 
production rate o r volume, predicted ultimate recovery, and development, operating, and 
transportation costs, upon which the modification is based;

(4 ) may not grant a royalty modification for a field o r pool
(A ) under (1 )(A ) o f  this subsection if the royalty modification for the field or pool 

would establish a royalty rate o f less than five percent in amount o r value o f the production 
removed o r sold from a lease o r leases covering the field o r pool;

(B ) under (1 )(B ) o r (1 ) (Q  o f this subsection i f  the royalty modification for the 
field or pool would establish a royalty rate o f less than three percent in amount o r value o f the 
production removed or sold from a lease or leases covering the field or pool;

(5 ) may not grant a royalty modification under this subsection withou* including an 
explicit condition that the royalty modification is not assignable without the prior written 
approval o f  the commissioner, 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 royalty 
modification, financial and technical data that demonstrate that the requirements o f this 
subsection arc met; the commissioner shall

(A ) require disclosure o f  the financial and technical data related to development, 
production, and transportation o f oil and gas from the field or pool that are necessary to make a 
determination as to whether o r not to grant the request fo r royalty modification; and

(R ) keep the data described in (A ) o f this paragraph confidential under AS 
38 .05 .035 (a )(9 ) at the request o f the lessee o r 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 o f the Legislative Budget and 
Audit Committee to the director o f the division o f legislative finance, the permanent employees 
o f their respective divisions who arc responsible fo r evaluating a royalty modification, and to 
agents o r contractor; o f  the legislative auditor or the legislative finance director who are engaged 
under contract to evaluate the royalty modification, provided they sign an appropriate 
confidentiality agreement;

( ? )  may require the lessee o r lessees making application for the royalty modification to 
pay for the services o f an independent contractor, qualified to evaluate hydrocarbon 
development, production, transportation, and economics, who is selected by the commissionr



assist the commissioner in evaluating the application and financial and technical data; selection 
o f  on independent contractor under this paragraph is no l subject to AS 36 .30 ;

(8 ) shall
(A ) make and publish a prelim inary findings and determination on the royalty 

modification application; i f  the prelim inary findings and determination concerns a royalty 
modification under (1 ) (A ) o f  this subsection, the prelim inary findings and determination shall 
also be presented to the governor fo r the governor's approval o r disapproval; the governor may 
not delegate a determination to approve o r disapprove a preliminary findings and determination 
under this subparagraph;

(B ) fo r a royalty modification under (1 )(A ) o f this subsection, i f  the governor 
approves the prelim inary findings and determination under (A ) o f  this paragraph,

( i )  give reasonable public nodce o f  the 
prelim inary findings and determination;

( i i ) concurrently with the issuance o f  the 
public notice, unless directed by the Legislative 
Budget and Audit Committee to do  otherwise, make 
available copies o f  the commissioner's preliminary 
findings and determination on the royalty modification 
application and die supporting financial and technical 
data, including the work papers, analyses, and 
recommendations o f  any contractors retained under (7 ) 
o f  this subsection, to persons authorized under (6 K B ) 
o f  this subsection to review the data; and

(iii) invite public comment on the 
prelim inary findings and determination during a 30-day 
period fo r receipt o f  public comment;

( O  fo r a roya lty modification under (1 ) (B ) o r (C ) o f  this subsection, i f  the 
prelim inary findings and determination approves a royalty modification.

( i )  give reasonable public notice o f the 
prelim inary findings and determination; and

( i i )  invite public comment on the 
prelim inary findings and determination during a 3 0  day 
period fo r receipt o f  public comment;

(9 )  shall address in any findings and determinations required under this subsection 
the reasonably foreseeable effects o f  the proposed royalty modification on the state's revenue;

(1 0 ) shall o ffe r  to appear before the Legislative Budget and Audit Committee to provide 
the committee a review o f  the commissioner's prelim inary findings and determination on the 
roya lty modification application and the supporting financial and technical data; i f  the 
Legislative Budget and Audit Committee accepts the commissioner's o ffe r, the committee shall 
give notior o f  the committee's meeting to a ll members o f the legislature; if, under (6X B ) o f  this 
subsection, the financial and technical data must be kept confidential at the request o f  a lessee or 
lessees making application fo r  the royalty modification, the commissioner may appear before 
the committee in executive session;

( I I )  shall make copies o f  the prelim inary findings and determinaiion available to
(A ) the presiding o ffic e r o f  each house (IN TEREST , IN C LU D IN G  

RESTO RA T IO N  O F  H IE  STATE'S R O Y A LT Y  SH A RE  IN TH E  EV E N T  O F  AN 
IN C REA SE  IN  TH E  PR IC E  O F  O IL  O R  GAS . BEFO RE  A PPRO V IN G  A R O Y A L T Y  
R E D U C T IO N , TH E  C O M M ISS IO N ER  SH A LL  M A KE  A W R IT T E N  F IN D IN G  TH A T  
TH E  STA TE  HAS O B T A IN E D  TH E  M A X IM U M  PO SS IB LE  EC O N O M IC  RETU RN  
TH A T  IS  C O M PA T IB LE  W IT H  A 1X O W IN G  A REA SO N A BLE  RA TE  O F  EC O N O M IC  
R E T U R N  FO R  TH E  LE SSEE . A N D  SE N D  CO P IE S  O F  TH E  F IN D IN G  T O  A LL  
M E M B E R S ) o f  the legislature;

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



(C ) the chairs o f  the legislature's special committees on o il and gas, i f  any;
(1 2 ) shall, within 30 days after the close o f  the public comment period under (8 ) o f  tliis 

subsection,
(A ) prepare a summary o f  the public response to the commissioner's prelim inary 

findings and determination;
(B )  make a final findings and determination and present it to the governor fo r the 

governor's approval o r disapproval; the governor may not delegate a decision to approve or 
disapprove a final findings and determination presented under this subparagraph; the 
commissioner’s final findings and determination regarding a royalty modification, i f  approved 
by the governor, is final and not appealable to the court;

(O  transmit a copy o f  the final findings and determination prepared under (B ) o f 
this paragraph to the lessee or lessees making application fo r the royalty modification;

(D ) with the consent o f  the lessee or lessees applying fo r the royalty modification, 
amend the lease o r unitization agreement o f  the lessee o r lessees applying fo r the royalty 
modification consistent with the commissioner's approved final findings and determination; and

(E ) make copies o f  the final findings and determination available to each person 
who submitted comment under (8 ) o f  this subsection and who has filed a request fo r the copies;

(1 3 ) is not limited by the provisions o f  AS 38 .05 .1 34 (3 ) o r ( 0  o f this section in the 
commissioner's determination under this subsection.

•  See. 3. AS 38 .05 . i 8 0 (p ) is amended to read:
(p ) T o  c on sen t the natural resources o f  a ll o r a pan o f  an o il o r gas poo l, fie ld, o r like 

area, the lessees and their representatives may unite with each other, o r jo in tly o r separately with 
others, in oo l'ectivdy adopting o r operating under a cooperative o r a unit plan o f  development or 
operation o f the pool, fieid, o r like area, o r a pan o f  it. when determined and certified by the 
commissioner to be ncccsiary o r advisable in th e , tblic interest. The commissioner may, with 
the consent o f  the holders o f  leases involved, establish, change, o r revoke drilling, producing, 
and royalty requirements o f the leases and adopt regulations with reference to the leases, with 
like consent on the pan o f  the lessees, in connection with the institution and operation o f  a 
cooperative o r unit plan as the tomm issioi'cr determines necessary o r proper to secure the 
proper protection o f  the public in ’ crest. The commissioner may not decrease roya lty  on leases 
in connection with a cooperative o r  unit plan except as provided in ( j )  o f  this section. The 
comm issioner may require o il and gas leases issued under this section to contain a provision 
requiring the lessee to operate under a reasonable cooperative o r  unit plan, and may prescribe a 
plan under which the lessee must operate. The plan must adequately protect a ll parties in 
interest, including *' -  state.

•  Sec. 4. AS 38 .05 . itAXs) is amended to tead:
(s ) When separate tracts cannot be individually developed and operated in conform ity 

with an established well-spacing o r development program, a lease, o r a portion o f  a lease, may 
be pooled with other land, whether o r not owned by the state, under a communization o r drilling 
agreement providing fo r  an apportionment o f  production o r royalties among the separate tractr 
o f  Land comprising the drilling o r spacing unit when determined by the commissioner to be in 
the public interest. Operations o r production under the agreement are considered as operations 
o r production as to each lease committed to the agreement. The commissioner may not 
decrease roya lty on leases in connection with a communization o r  drilling agreement except as 
provided in 

0 )  o f  this section.
•  See. 5. AS 38 .05 .180 (1 ) is amended to read:

(t ) The commissioner may prescribe conditions and approve, on conditions, drilling , o r 
development contracts made by one o r more lessees o f o il o r gas leases, with one o r more 
persons, when, in the discretion o f the commissioner, the conservation o f  na.ural resources or 
the public convenience o r necessity requires it o r the interests o f  the state are best served A ll 
leases operated under approved drilling o r development contracts and interests under them, are 
excepted in dctcnnimng holding o r control under AS 38 .05 .140 . The commissioner may not



decrease royalty on a lease or leases that arc subject to a drilling or development contract except 
as provided in ( j)  o f this section.

* Sec. 6. This Act takes effect immediately under AS 01.10.070(c).
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e p a c i f i c  s y s t e m ,  n o t  a  l a a a a a - a p a c i f i c  e y s t s m  a n d  t h a  d e v e l o p m e n t  

a c c o u n t  i a  l e a s e ,  n o t  l e s s e e ,  s p e c i f i c .  A c c o r d i n g l y ,  s h e  
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a s s i g n m e n t  o f  t h a  d e v e l o p m e n t  a c c o u n t .

c c :  J e f f  l a n d r y ,  D O L

A t t a c h m e n t



C3-1S06 iS :3 7 307 465 3500 DNR OFFICE OF THE CGMMl 32 ICN£R P. 02
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T H I R D  J U D I C I A L  D I S T R I C T

BP E X P L O R A T I O N  ( A L A S K A ) ,  

I N C . ,

A p p e l l a n t ,
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S T A T E  OF A L A S K A ,  D E P A R T M E N T  

OF  N A T U R A L  R E S O U R C E S ,

A p p a l l e a .

MARATHON O I L  C O M P A N Y ,  a n  

O h i o  C o r p o r a t i o n ,

A p p e l l a n t ,

ve.

S T A T E  OF A L A 8 K A ,  D E P A R T M E N T  

O F  N A T U R A L  R E S O U R C E S ,

A p p e l l e e .

C a s e  N o .  3 A N - 9 0 - 2 2 5  C i v i l  

C a « e  N o .  3 A N - 9 0 - 2 7 7  C i v i l  

( C o n s o l i d a t e d )

D E C I S I O N

T h i s  c o u r t ,  h a v i n g  c o n s i d e r e d  t h e  p a r t i e s '  b r i e f s  

o n  a p p e a l ,  t h e  r e o o r d  o n  a p p e a l ,  a n d  o r a l  a r g u m e n t  o n  J a n u a r y  

2 4 ,  1 9 9 1 ,  h a r e b y  R E V E R S E S  t h a  d a c l i i o n  o f  t h e  D e p a r t m e n t  o f  

N a t u r a l  R e s o u r c e s  f o r  t h e  f o l l o w i n g  r e a s o n s t

I .  F A C T U A L  B ACKO RO U N P  

I n  D a o e m b e r ,  1 9 7 9 ,  t h a  S t a t e  o f  A l a s k a  c o n d u c t e d  

a n  o i l  a n d  g a e  l e a s e  s a l e *  i s s u i n g  a  n e t  p r o f i t  s h a r e  l e a s e
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( h e r e a f t e r  " N P S L m ) t o  M a r a t h o n  O i l  C6 m p r n y  ( h e r e a f t e r  ‘‘M a r a t h o n * )

a n d  A m e r a d a  H a a s  C o r p o r a t i o n  ( h a r a a f t a r  " A m e r a d a " ) ,  a s  c o - l e s s e e s ,

T h a  N P S L  m a t h o d  i s  g e n e r a l l y  d e s c r i b a d  I n  AS  3 8 . 0 5 . 1 B 0  a a i

a  f i r e d  o a a h  b o n u s  w i t h  a  f i x e d  r o y a l t y  s h a r a  r e s e r v e d  

t o  t h e  s t a t e  o f  n o t  l a s s  t h a n  1 2  1 / 2  p e r c e n t  I n

a m o u n t  o r  v a l u e  o f  t h a  p r o d u c t i o n  r e m o v e d  o r  s o l d

f r o m  t h e  l e a s e  w i t h  t h a  s h a r e  o f  t h a  n e t  p r o f i t  

d e r i v e d  f r o m  t h a  l e a s e  r e s e r v e d  t o  t h a  s t a t e  a s  

t h e  b i d  v a r i a b l e .  AS 3 8 . 0 5 . 1 6 0 ( f ) ( 5 ) .

T h a  r e l e v a n t  r e g u l a t i o n s ,  1 1  AAC  6 3 . 2 0 1 - 2 9 5 ,  d e t a i l  t h a  s y s t e m ,

u n d e r  w h i c h  t h e  l e a s e e  m a i n t a i n s  a  p r o d u c t i o n  r e v e n u e  a c c o u n t ,

a  d e v e l o p m e n t  a c c o u n t ,  a n d  a  n o t  p r o f i t  p a y m e n t  a c c o u n t .

W h a n  t h e  l e a s e  b e g i n s  t o  p r o d u c e ,  t h e  l e s s e e  a p p l i e s  r e v e n u e

g a i n e d  a g a i n s t  t h e  d e v e l o p m e n t  c o s t s  e x p e n d e d .  O n l y  a f t e r

r e c o v e r i n g  t h e  d e v e l o p m e n t  c o s t s  d o e s  t h e  l e a s e o  b e g i n  t o

p a y  t h e  s t a t e  a  p e r c e n t a g e  o f  i t s  n e t  p r o f i t s .

I n  I 9 6 0 ,  M a r a t h o n  a n d  A m e r a d a  e n t e r e d  i n t o  a  c o n t r a c t

w i t h  BP  E x p l o r a t i o n ,  I n c .  ( h e r e a f t e r  " B P " )  t o  d r i l l  a  w a l l .

S u r f a c e  e n t r y  w a s  t o  b e  o n  l a n d  l e a s e d  t o  B P ,  a n d  t h e  b o t t o m

h o l e  w a s  t o  b e  o n  l a n d  l e a s e d  b y  M a r a t h o n  a n d  A m e r a d a .

D i s a g r e e m e n t s  a r o s e  a s  t o  v a r i o u s  d o t a i l s  o f  t h e  d r i l l i n g ,

a n d  a  l a w s u i t  r e s u l t e d .  I n  a n  e f f o r t  t o  s e t t l e  t h e  c a s e ,

M a r a t h o n  a n d  BP  e n t e r e d  i n t o  a  p r e l i m i n a r y  a g r e e m e n t  b y  w h i c h
•

M a r a t h o n  w o u l d  a s s i g n  i t s  i n t e r e s t  i n  t h e  l e a s e  t o  B ? ,  r e t a i n i n g  

a  f u t u r e  p r o d u c t i o n  o v e r r i d e  i n  r e t u r n  f o r  B P ' s  p a y m e n t  o f  

a n  u n d i s c l o s e d  a m o u n t .  A s  a n  e s s e n t i a l  p a r t  o f  t h e  a g r e e m e n t ,  

M a r a t h o n  a n d  L P  i n t e n d  t h a t  M a r a t h o n ' s  d e v e l o p m e n t  a c c o u n t ,  

w o r t h  $ 2 3  m i l l i o n ,  t r a n s f e r  e n t i r e l y  t o  B P .

-2-
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T h o  p a r t i e s  w r o t e  t o  t h e  D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s  

( h e r e a f t e r  “ D N R " ) ,  r e q u e s t i n g  D N R ' s  i n t e r p r e t a t i o n  o f  t h a  

r e l e v a n t  r e g u l a t i o n !  a a  t o  w h e t h e r  t h e  d e v e l o p m e n t  a c c o u n t  

c o u l d  t r a n a f e r  t o  B P .  D N R ,  o n  A p r i l  1 4 #  1 9 8 9 ,  r e s p o n d e d  t h a t  

t h e  d e v e l o p m e n t  a c c o u n t  w a s  l e s s e e ,  n o t  l e a s e ,  s p e c i f i c  a n d  

t h a t  t h a  a c c o u n t  w o u l d  n o t  t r a n s f e r  i n  i t s  e n t i r e t y .  U n d e r  

D N R ' s  i n t e r p r e t a t i o n ,  BP w o u l d  h a v e  a  d e v e l o p m e n t  a c c o u n t  

b a l a n c e  t h a t  r e f l e c t e d  i t s  o w n  d i r e c t  c o s t s ,  a s  w e l l  a s  t h a t  

p o r t i o n  o f  t h e  B P / M a r a t h o n  c o n t r a c t  t h a t  c o u l d  b e  a t t r i b u t e d

t o  Na c q u i s i t i o n  o f  d e v e l o p m e n t  e x p e n s e s " .• •

M a r a t h o n  a n d  BP a s k e d  DNR t o  r e c o n s i d e r  i t s  p o s i t i o n  

a n d ,  o n  A u g u s t  3 ,  1 9 6 9 ,  DN R  c o n f i r m e d  i t s  e a r l i e r  i n t e r p r e t a t i o n ,  

s t a t i n g  t h a t  t h e  d e c i s i o n  " c o m p o r t s  w i t h  b o t h  t h e  p u r p o s e s  

o f  N P S L  l e a s i n g  a n d  t h e  i n s i s t e n c y  o f  i n d u s t r y  t h a t  N P S L  a c c o u n t  

b a l a n c e s  b e  l e s a e e - s p e c i f i c  t o  a c c o u n t  f o r  t h e  u n i q u e  s i t u a t i o n  

o f  e a c h  l e s s e e " .  A g a i n ,  o n  O c t o b e r  4 ,  1 9 6 9 ,  a f t e r  r e c o n s i d e r i n g  

i t s  e a r l i e r  d e c i s i o n s  a n d  m e e t i n g  w i t h  t h e  p a r t i e s ,  D N R ' s  

d i r e c t o r  a f f i r m e d  D N R ' s  p o s i t i o n ,  n o t i n g  t h a t  " ( v ] h i l e  p o l i c y  

o r  f a i r n e s s  c o n s i d e r a t i o n s  a r g u a b l y  f a v o r  t h e  t r e a t m e n t  r e q u e s t e d  

b y  M a r a t h o n  a n d  B P ,  1 1  AAC  8 3 . 2 1 9 ( b ) ( 7 )  p r e c l u d e s  t h i s  t r e a t m e n t " .  

T h e  c o m m i s s i o n e r ,  o n  a p p e a l ,  a f f i r m e d  t h a  d i r e c t o r ' s  d e c i s i o n  

o n  D e c e m b e r  7 ,  1 9 6 9 .

1 1  AAC  8 3 . 2 1 9 ,  e n t i t l e d  " D e v e l o p m e n t  C o s t s " ,  p r o v i d e s  

a s  f o l l o w s  1

3-



-1 3 5 6  1 5 :3 0 SO"* -465 3236 OMR O FF ICE  OF Th£ CCiMMI S 3 1 C f£R  P .  0 5

( b )  T h e  l e s s e e ' s  d e v e l o p m e n t  c o s t s  f o r  e  N P S L  

e ^ u e l  d i r e c t  c h a r g e e ,  a s  d e f i n e d  i n  1 1  A A C  8 3 . 2 4 3 #  

t h a t  a r e  n o t  e x c l u d e d  u n d e r  1 1  AAC 6 3 . 2 1 7  a n d  t h a t  

a r e  d i r e c t l y  a t t r i b u t a b l e  t o  a  N P S L  f o r . . .

* « *

( 7 ) t h a t  p o r t i o n  o f  t h e  f u l l  c o n s i d e r a t i o n

g i v e n  b y  t h e  l e s s e e  i n  a c q u i r i n g  a  p r o d u c t i o n  i n t e r e s t  

i n  t h e  N P S L  t h a t  i s  p r o p e r l y  a t t r i b u t a b l e  t o  t h e  

w e l l s ,  f a c i l i t i e s  a n d  e q u i p m e n t  o n  o r  i n  s u p p o r t  

o f  t h e  N P S L  w h i c h  d i r e o t l y  r e s u l t  i n  o r  a r e  n e c e s s a r y  

f o r  c o n t i n u e d  o r  e n h a n c e d  p r o d u o t i o n  f r o m  t h e  N P S L ,

a s  o p p o s e d  t o  t h e  c o n s i d e r a t i o n  g i v e n  f o r  t h e  l e a s e

i t s e l f ;  t h a  l e a s e e  t r a n s f e r r i n g  t h a  p r o d u c t i o n  

i n t e r e s t  m u s t  c r e d i t  h i s  d e v e l o p m e n t  a c c o u n t  f o r  

a  l i k e  a m o u n t . . . .  1 1  AAC 8 3 . 2 1 9 ( b ) ( 7 ) .

BP a n d  M a r a t h o n  p r e s e n t l y  a p p e a l  D N R ' s  d e c i s i o n .

b p  a r g u e s  t h a t  D N R  e r r o n e o u s l y  i n t e r p r e t e d  1 1  AAC 8 3 . 2 1 9 ,

a s s e r t i n g  t h a t  t h e  d e v e l o p m e n t  a c c o u n t  i a  l e a s e ,  n o t  l e s s e e ,

s p e c i f i c  a n d  t h a t  a n  a s s i g n m e n t  o f  t h e  l a a s e  c o n s t i t u t e s  a n

a s s i g n m e n t  o f  t h e  d e v e l o p m e n t  a c c o u n t .  I n  s u p p o r t  o f  t h i s

p o s i t i o n ,  B p  r e f e r s  t o  t h e  s t a t u t e ' s  l a n g u a g e ,  f e d e r a l

i n t e r p r e t a t i o n  o f  s i m i l a r  f e d e r a l  a t a t u t e a ,  a n d  l e g i s l a t i v e

i n t e n t .  BP a l s o  a l l e g e *  t h a t  t h i s  i n t e r p r e t a t i o n  v i o l a t e s

t h e  l e a s e ' s  e x p r e s s  t e r m s .

M a r a t h o n  j o i n s  i n  w i t h  t h a s e  a r g u m e n t s  a n d  a d d s

t h a t  D N R ' s  d e c i s i o n  r e p r e s e n t s  a n  u n c o n s t i t u t i o n a l  t a k i n g ,

v i o l a t e s  e q u a l  p r o t e c t i o n ,  a n r i c h e s  t h e  s t a t e ,  a n d

c o n s t i t u t e s  a  r e s t r a i n t  o f  a l i e n a t i o n .

I I .  S T A N D A R D  OP R E V I E W  

T h e  p r i m a r y  i s s u ^  o n  a p p e a l  l e  w h e t h a r  DNR c o r r e c t l y  

I n t e r p r e t e d  t h e  l e a s i n g  s t a t u t e  a n d  r e g u l a t i o n ,  AS 3 8 . 0 5 . 1 8 0
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a n d  1J A A C  8 3 . 2 1 9 ,  r e s p e c t i v e l y ,  i n  r o f u s i n g  t o  r e c o g n i z e

t h e  v a l i d i t y  o f  t h a  t r a n s f e r  f r o m  M a r a t h o n  t o  BP  o f  t h a  d e v e l o p m e n t

a c c o u n t .

T h a  A l a s k a  S u p r e m e  C o u r t  i n  T r u s t e e s  f o r  A l a s k a

v .  S t a t e  D N R . 7 9 5  P . 2 d  8 0 5  ( A l a s k a  1 9 9 0 ) ,  h e l d t

T o  b e  v a l i d  a  r e g u l a t i o n  m u s t  b e  c o n a i s t a n t  w i t h  

t h e  a u t h o r i z i n g  s t a t u t e  a n d  r e a s o n a b l y  n e c e s s a r y  

t o  c a r r y  o u t  t h e  s t a t u t e ' s  p u r p o s e . . . . A n  a d m i n i s t r a t i v e  

a g e n c y ' s  i n t e r p r e t a t i o n  o f  i t s  o w n  r e g u l a t i o n  i s  

n o r m a l l y  g i v e n  a f f e c t  u n l e s s  p l a i n l y  o r r o n e o u s  o r  

i n c o n s i s t e n t  w i t h  t h e  r e g u l a t i o n s .  Z & ,  a t  8 1 2 .

I I I .  INTERPRETATION OP 1 1  AAC  8 8 . 2 1 9
• • * •

DNR i n t e r p r e t s  t h e  s t a t u t e  a n d ,  p a r t i c u l a r l y ,  t h e  

r e g u l a t i o n  t o  p r o v i d e  t h a t  o n l y  a  s m a l l  p o r t i o n  o f  t h e  e x p e n s e s  

w h i c h  M a r a t h o n  i n c u r r e d  o n  d e v e l o p i n g  t h e  l e a s e  w i l l  t r a n s f e r  

t o  B P ,  r e f l e c t i n g  o n l y  w h a t  BP p a i d  M a r a t h o n  f o r  " w e l l s ,  f a c i l i t i e s ,  

a n d  e q u i p m e n t " .  T h i s  i n t e r p r e t a t i o n  i s  b o t h  u n j u s t  a n d  u n l a w f u l  

a n d  m u s t  b e  s e t  a s i d e  a s  p l a i n l y  e r r o n e o u s .

I n  r e v i e w i n g  t h e  r e g u l a t i o n ,  t h e  c o u r t ' s  f i r s t  s t e p  

i s  t o  a d d r e s s  w h e t h e r  1 1  AAC  8 8 . 2 1 9  i s  b o 1, h  c o n s i s t e n t  w i t h  

A S  3 8 . 0 5 . 1 8 0  a n d  r e a s o n a b l y  n e c e s s a r y  t o  c a r r y  o u t  t h e  s t a t u t e ' s  

p u r p o s e .  S e e  T r u s t e e s  f o r  A l a s k a  v t S t a t e _ P N R ,  s u p r a .

B e c a u s e  t h e  p l a i n  l a n g u a g e  o f  AS  3 8 . 0 3 . 1 8 0  c o n t e m p l a t e s  

a  l e a s e - a p e c i f i c  s y s t e m ,  a n d  1 1  A A C  8 3 . 2 1 9 ,  a s  i n t e r p r e t e d  

b y  D N R ,  c o n t e m p l a t e s  a  l e s s e e - s p e c i f i c  a y a t e n ,  1 1  A A C  8 3 . 2 1 9  

I s  i n c o n s i s t e n t  w i t h  t h e  s t a t u t e .  S p e c i f i c a l l y ,  AC 3 8 . 0 5 . 1 8 0 ( f ) ( 5 )
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d i s c u s s e s  " p r o d u c t i o n  r e m o v e d  o r  s o l d  f r o m  t h e  l e a s e " e n d  

t h e  " s h a r e  o f  t h e  n e t  p r o f i t  d o r i v e d  f r o m  t h e  l e a i a " w h e n  

d e s c r i b i n g  t h e  N P f l L  b i d d i n g  m e t h o d .  ( E m p h a s i s  a d d e d . )  A  

p l a i n  r e a d i n g  o f  t h i s  l a n g u a g e  i n d i c a t e *  t h a t  c a l c u l a t i o n s  

a r e  b a s e d  o n  t h e  m o n e y  e x p e n d e d  u p o n  a n d  e a r n e d  f r o m  t h e  l e a s e .

T h e  s t a t u t e  d o e s  n o t  s u g g e s t  a n  I n t e n t  t o  l i n k  t h e s e  a c c o u n t s  

t o  a  p a r t i c u l a r  l e s s e e .

B P ' s  a n a l y s i s  o f  t h e  l e g i s l a t i v e  h i s t o r y ,  t h e  a n a l o g o u s  

f e d e r a l  s t a t u t e ,  a n d  o t h e r  r e g u l a t i o n s  s u p p o r t  t h i s  r e a d i n g ,  

w h i c h  i s  a l s o  a p p a r e n t  f r o m  t h s  s t a t u t e ' s  f a c e .  F o r  e x a m p l e ,

e* •*
B P  p o i n t s  t o  v a r i o u s  r e p o r t s  c o n t e m p l a t e d  b y  t h e  L e g i s l a t u r e  

w h e n  d i s c u s s i n g  t h e  A l a s k a  L a n d  A c t ' s  1 9 7 8  a m e n d m e n t s .  O f  

p a r t i c u l a r  i n t e r e s t  a  1 9 7 7  r e p o r t  b y  M a s o n  G a f f n e y ,  " O i l  

t  G a s  L e a s i n g  P o l i c y !  A l t e r n a t i v e s  f o r  A l t s k a  i n  1 9 7 7  ( A  

R e p o r t  t o  t h e  S t a t e  o f  A l a s k a ,  J a y  S .  H a m m o n d ,  G o v e r n o r ,  D e p a r t m e n t  

o f  N a t u r a l  R e s o u r c e s ,  G u y  M a r t i n ,  C o m m i s s i o n e r ,  a n d  t o  t h e  

A l a s k a  S t a t e  L e g i s l a t u r e ,  I n t e r i m  C o m m i t t e e  o n  O i l  a n d  G a s  

T a x a t i o n  a n d  L e s s i n g  P o l i c y ,  C h a n c y  C r o f t ,  C h a i r m a n ) "  ( F e b .

1 ,  1 9 7 7 )  ( M i c r o f i c h e  N o ,  5 1 1 - 5 1 7 ,  A n c h o r a g e  L a w  L i b r a r y ) .

I n  t h i s  r e p o r t ,  G a f f n e y  d i s c u s s e s  t h e  n e t  p r o f i t  s h a r e  i n  j
t e r m s  o f  a  " n e t  p r o c e e d s  t a x " ,  a n d  n o t e s  t h a t  t h i s  t a x  " i s

AP .  r e m » i t  i s  l e v i e d  o n  t h e  I n c o m e  a n d  e x p e n s e s  a t t r i b u t a b l e

t o  a  p a r t i c u l a r  ' t h i n g ' ,  i n  t h i s  c a s e  t h e  l e a s e h o l d " ,  I j £ .

a t  5 2 - 5 3 .  H e  c l e a r l y  d i s t i n g u i s h e s  i t  f r o m  t h e  e x a m p l e  o f

a n  i n c o m e  t a x ,  w h i o h  i s  l e v i e d  " i n  p e r s o n a m " .  L f l .

- 6 -

     _ _ _ _ _
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T h e  a n a l o g o u s  f o d e r a l  s t a t u t e  a n d  r e g u l a t i o n s ,  f o u n d

i n  4 3  U . B . C .  S 1 3 3 7 ( a ) ( 1 ) ( D ) ,  ( E ) ,  ( F )  ( W e s t  1 9 8 6 )  a r . d  3 0

C . r . R .  2 2 0 ,  a l s o  a i d  i n t e r p r e t a t i o n .  I n  a n s w e r  t o  a  q u e s t i o n

a b o u t  t h e  a s s i g n a b i l i t y  o f  t h e  d e v e l o p m e n t  a o o o u n t  ( c a l l e d

a  " c a p i t a l  r e c o v e r y  a c c o u n t " ,  i n  t h e  f e d e r a l  s c h e m e ) ,  t h e

f e d e r a l  M i n e r a l s  M a n a g e m e n t  S e r v i c e  s t a t e d !

B e c a u s e  t h e  N P S L  c a p i t a l  a c c o u n t  i s  m a i n t a i n e d  b y  

l e a s e  a n d  i n c l u d e s  a l l  c o s t s  i n c u r r e d  d u r i n g  t h e  

t e r m  o f  t h e  N P S L ,  a n y  c o s t s  i n c u r r o d  b y  t h e  l e s s e e  

w o u l d  b e  c a r r i e d  f o r w a r d  t o  t h e  a s s i g n e e  i n  t h e  

c a s e  o f  a  f a r m o u t .  T h a t  i s ,  t h e  a s s i g n e e  w o u l d  

b e g i n  N P S L  o p e r a t i o n  w i t h  t h e  s a m e  b a l a n c e  i n  t h a  

N N P S L  c a p i t a l  a c c o u n t  a s  t h a t  r e m a i n i n g  a t  t h e  t i m e

o f  t h e  f a r m o u t .  D e c e m b e r  3 ,  1 9 8 5  l e t t e r  f r o m  W i l l i a m

S .  G e l d m i l l e r ,  C h i e f ,  R o y a l t y  V a l u a t i o n  t  S t a n d a r d s  

D i v i s i o n ,  U n i t e d  S t a t e s  D e p a r t m e n t  o f  t h e  I n t e r i o r ,  

M i n e r a l s  M a n a g e m e n t  S e r v i c e ,  t o  D a n i e l  M i l l s ,  L a n d m a n ,  

T e x a c o  U . S . A .  ( D o c .  S u p p .  a t  9 3 . )

T h e  f e d e r a l  s t a t u t e ,  l i k e  t h e  s t a t e  s t a t u t e ,  h a s  l a n g u a g e

d e s c r i b i n g  t h e  N P S L  s y s t e m  i n  t e r m s  o f  p r o f i t s  d e r i v e d  " f r o m

t h e  l e a s e " .  T h u s ,  t h e  f e d e r a l  g o v e r n m e n t ' s  i n t e r p r e t a t i o n

o f  t h e  N P S L  a s  l e a s e - s p e c i f i c ,  p r o v i d e s  s u p p o r t  f o r  r e a d i n g

A l a s k a ' s  N P S L  s y s t e m  i n  t h e  s a m e ? m a n n e r .

T h e  t h r e e - f o l d  p u r p o s e  o f  A 8  3 8 . 0 5 . 1 6 0  h a s  b e e n

d i s c u s s e d  i n  K e l l y  v .  Z a m a r e l l o ,  4 8 6  P . 2 d  9 0 6  ( A l a s k a  1 9 7 1 ) ,

a n d  i n c l u d e s  a n  I n t e n t  " t o  i n s u r e  t h a t  l e a s e s  o n  v a l u a b l e

o i l  a n d  g a s  p r o d u c i n g  s t a t e  l a n d s  w i l l  b e  m a d e  a v a i l a b l e  t o

t h e  p u b l i c  o n  a  f a i r  a n d  e q u i t a b l e  b a s i s ,  t h a t  t h e  s t a t e  w i l l

b e  a d e q u a t e l y  c o m p e n s a t e d  f o r  i t s  n a t u r a l  r e s o u r c e s ,  a n d  t h a t

t h e  s t a t e ' s  r e s o u r c e s  a r e  d e v e l o p e d  i n  a n  o r d e r l y  f a s h i o n " .



I d , ,  a t  9 1 2 .  T h a  p u r p o a a a  o f  t h a  N P S L  s y s t e m  s p e c i f i c a l l y  

i n c l u d a  a v o i d i n g  p r e m a t u r a  l e a t o  a b a n d o n m e n t ,  a l l o w i n g  l a a a  

w a l l  f i n a n c e d  o p e r a t o r s  t o  c o m p e t e ,  a n d  e n a b l i n g  p a y m e n t s  

t o  c o r r e s p o n d  w i t h  b e n e f i t s .  U n i v e r s i t y  o f  C a l i f o r n i a ,  W a l t e r  

J .  M e a d ,  P r o f e s s o r  o f  E c o n o m i c s ,  " C o m m e n t s  P r o m  a n  E c o n o m i c  

P e r s p e c t i v e  o n  H o u s e  B i l l  N o .  8 5 4  i n  t h e  L e g i s l a t u r e  i n  t h e  

S t a t e  o f  A l a s k a ,  T e n t h  L e g i s l a t u r e  —  S e c o n d  S e o a i o n ” ,  M a y  

1 5 ,  1 9 7 8 .  ( D o c .  S u p p .  a t  4 1 5 - 4 1 6 . )

1 1  AAC  8 3 . 2 1 9 ,  a s  i n t e r p r e t e d  b y  D N K ,  f u r t h e r s  n o n e

o f  t h e s e  a i m s  a n d  s p e c i f i c a l l y  d e t r a c t s  f r o m  s o m e .  F o r  e x a m p l e ,
•• •*

t h a  f a c t  t h a t  s o m e  o f  M a r a t h o n ' s  * p e n s e s  w o u l d  b e  l o s t  r u n s  

c o u n t e r  t o  t h e  g e n e r a l  p u r p o s e  o f  f a i r  a n d  e q u i t a b l e  a v a i l a b i l i t y  

c f  l e a s e s .  A l s o ,  a l t h o u g h  t h e  s t a t u t o  i n t e n d s  t o  i n s u r e  a d e q u a t e  

c o m p e n s a t i o n  o f  t h e  s t a t e ,  D N R ' s  i n t e r p r e t a t i o n  w o u l d  g i v e  

t h e  s t a t e ,  i n  t h i s  i n s t a n c e ,  m o r e  c o m p e n s a t i o n  t h a n  i t  w o u l d  

h a v e  h a d  i f  M a r a t h o n  h a d  n o t  t r a n s f e r r e d  i t s  i n t e r e s t .  T h u s ,  

t h e  r e g u l a t i o n  i s  n o t  r e a s o n a b l y  n e c e s s a r y  t o  f u r t h e r  t h e  

s t a t u t e ' s  p u r p o s e .

T h e  c o r r e c t  i n t e r p r e t a t i o n  o f  1 1  AAC  8 3 . 2 1 9 ( b ) ( 7 )  

i s  t h a t  i t  p e r t a i n s  o n l y  t o  p a r t i a l  a s s i g n m e n t s  o f  l e a s e h o l d  

i n t e r e s t s  a n d  w o u l d  n o t  a p p l y  t o  t h e  c o m p l e t e  a s s i g n m e n t  • 

c o n t e m p l a t e d  b y  BP a n d  M a r a t h o n .  T h i s  i n t e r p r e t a t i o n  i s  

c o n s i s t e n t  w i t h  t h e  s t a t u t e  a n d  f u r t h e r s  t h a  s t a t u t o r y  p u r p o s e s  

b y  p r e v e n t i n g  d o u b l e  d e d u c t i o n s  o f  d e v e l o p m e n t  c o s t s .
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S p e c i f i c a l l y ,  i t  p r e v e n t s  a  d e v e l o p m e n t  c o a t  t h a t  l a  i n c l u d e d  

i n  t h o  a s s i g n o r ' s  d e v e l o p m e n t  a c c o u n t  f r o m  a l i o  b e i n g  i n c l u d e d  

i n  t h e  a s s i g n e e ' s  d e v e l o p m e n t  a c c o u n t .  T h l a  i n t e r p r e t a t i o n  

g i v e a  e f f e c t  t o  t h e  r e g u l a t i o n ' s  r e q u i r e m e n t  t h a t  " t h e  l e s s e e  

t r a n a f e r r l n g  t h e  p r o d u c t i o n  i n t e r a i t  m u s t  c r e d i t  h l a  d e v e l o p m e n t  

a c c o u n t  f o r  a  l i k e  a m o u n t " .  1 1  AAC 8 3 . 2 1 9 ( b ) ( 7 ) .  T h i a  s e n t e n c e  

w o u l d  h a v e  n o  m e a n i n g  u n d e r  D N R ' a  i n t e r p r e t a t i o n  t h a t  t h e  

r e g u l a t i o n  a p p l i e s  t o  t o t a l  a s s i g n m e n t s ,  a a  t h e  a s s i g n o r  w o u l d  

h a v e  n o  d e v e l o p m e n t  a c c o u n t  t o  c r e d i t .

T h e  e f f e c t  o f  a p p l y i n g  t h i s  r e g u l a t i o n  t o  a  p a r t i a l  

a s s i g n m e n t  i s  t h a t  t h e r e  i s  n o  n e t  c h a n g e  i n  t h e  t o t a l  a m o u n t  

o f  d e v e l o p m e n t  c o a t s  t h a t  w i l l  b e  u s e d  t o  c a l c u l a t e  n e t  p r o f i t s  

f r o m  t h e  l e a s e .  I t  m e r e l y  r e s u l t s  i n  a  r e a l l o c a t i o n  o f  t h e  

t o t a l  d e v e l o p m e n t  c o s t a .

T h e  s t a t e  a l t e r n a t i v e l y  a r g u e s  t h a t  BP a n d  M a r a t h o n  

a r e  e f f e c t u a t i n g  a  p a r t i a l  a s s i g n m e n t ,  b e c a u s e  M a r a t h o n  p l a n s  

t o  r e t a i n  a n  o v e r r i d i n g  r o y a l t y  i n t e r e s t .  T h e  c o u r t  f i n d s  

t t u t  t h e  a g r e e m e n t  a s s i g n s  a l l  o f  M a r a t h o n ' s  i n t e r e s t s  a s  

l e s s e e  t o  B P ,  p a r t i c u l a r l y  g i v e n  t h e  f a c t  t h a t  t h e  r e g u l a t i o n

d e f i n e s  a  l e s s e e  a s  s o m e o n e  w h o  h o l d s  a  " w o r k i n g  I n t e r e s t "

•
w h i c h ,  b y  d e f i n i t i o n ,  d i f f e r s  f r o m  a  ' r o y a l t y  i n t e r e s t " ;

S e e  1 1  AAC  8 3 . 2 9 5 ( 2 7 )  a n d  1 1  AAC 8 3 . 2 9 5 ( 3 0 ) .  C o n s e q u e n t l y ,  

b e c a u s e  t h i s  i s  a  t o t a l  a s s i g n m e n t  a n d  t h e  r e g u l a t i o n ,  p r o p e r l y  

i n t e r p r e t e d ,  a p p l i e s  t o  p a r t i a l  a s s i g n m e n t s ,  D N R ' s  d e c i s i o n  

m u s t  b e  R E V E R S E D .
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2 X ~D A T E D  a t  A n c h o r a g e ,  A l a s k a  t h i s  d a y  o f  J u l y ,

1 9 9 1 .

DANA FA8E
S U P E R I O R  C O U R T  JU D G E
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State of A l a i k a  

D e p a r t m e n t  o f N a t u r a l  R e s o u r c e i  

DLvisloa of Oil a n d  G a s  

3 6 0 1  C  Street, Suite 1380, A n c h o r a g e ,  A l a s k a  9 9 5 0 3

F a x  C o n f i r m a t i o n  P h o n e  ( 9 0 7 ) 4 6 5 - 2 4 0 0  F a x  ( 9 0 7 ) 4 6 5 - 3 8 8 6  

F A C S I M I L E  T R A N S M I T T A L

DATE 4 TIME: A p r il 3 , 1996  2 135 PM

PLEASE OELIVER TO: A n n e t t e  K r e i t z e r
A l a s k a  S o n a t o  R e s o u r c e s  C o m n i t t e s

FAX NUMBER: 4 6 5 - 3 8 1 0

N U M B E R  C F  P A C E S  (including covtr): 5..

FR O M :  K e n  B o y d

C O M M E N T S :

A t t a c h e d  l e  K e v i n  B a n k a '  a n a l y a e a  o f  1 )  t h e  e f f e c t  o f  a  d e l a y  o n  

t h o  N o r t h s t a r  d j v e l o p o e n t  a h d  $ ) a n  I n c r e a s e  i n  t h e  r e s e r v e

e n t i n a t e s . P l e a s e  c a l l  i f  y o u  h a v e  a h y  ( [ u e e t i o n e .• «• • • •

A t t a c h m e n t
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MEMORANDUM State of Alaska
DEPARTMENT OF NATURAL RESOURCES DIVISION OF OIL AND GAS

TO K e n  B o y d  

Director

DATE: April 3, 1996

FILE NO:

THRU;
TELEPHONE 269-8799

FROM. Kevin Buries '  y

Petroleum Economilt

SUBJECT: Northstar Unit - Senate 

Resource Committee 

Requests

In response to Senator Halford's request about the effect on the economic benefits if a 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 B P X A .  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 prqfit share declines because the development 

account accrue* intercat at the prime rate. T h e  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 supp lied  ip the D N R  Northstar Briefing Paper, but includes a 

column to s h o w  the revenues from tile supplemental royalty if the project is delayed.

I also considered Senator Halford's request to run th^ model at double B F X A ’i "most Kbrfy" 

reserve estimate of 130 million jbarrell. Following the hearing, I spoke to Senator Halford and he 

said I should be “realistic." Based o d c o n v e n t i o n s  svith B J P X A  and D N R ’s resource evaluation 

staiT, I do not believe that recovery ofdouole*the 130 million barrel estimate is realistic. Instead, I 

have run the model baaed on an assumption of 180 ralUfbn barrels, which is the highest n u m b W  

put forward by editex B P X A  or D h f o  staff

The four tables labeled "Reserves of 180+ Million Bonels" and ,rR*serve* of 103+ Million 

Barrels'’ Illustrate what happens to revenues if the reserves are m u c h  higher (though not doubled 

as Senator Halford suggested) and m u c h  lower t h i n ^ P X A ' s  "most likely" case. In the first two 

tables, 1 assume that reserves are 18(f million bintli. This reserve estimate represents a 70 

percent recovery rate—an unusually N g h  n u m b e r 1 I also illumed that thil recovery estimate Is

Doubling the reserves as requested by Senator Halfprd would require a 100 percent recovery of 

B P X A ' s  most likely origin$l-oil-ia-pl£c« estimste. T h e  initial recovery rate fbr the Prudhoe B a y  

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 m a n y  yeari before attaining tHi levd.
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