
Competifivs Oil and Gas Lease 
Form #DOG 200204 

STATE OF ALASKA 
DEPARTMENT OF NATURAL RESOURCES 

Competitive Oil and Gas Lease ADL No. 

THIS LEASE is entered into , between the State of Alaska, "the state," and 

"the lessee," whether one or more, whose sole address for purposes of notification is under Paragraph 25. 
In consideration of the cash payment made by the lessee to the state, which payment includes the first 

year's rental and any required cash bonus, and subject to the provisions of this lease, including applicable 
stipulation(s) and mitigating measures attached to this lease and by this reference incorporated in this lease, the state 
and the lessee agree as follows; 

1. GRANT, (a) Subject to the provisions in this lease, the state grants and leases to the lessee, without 
warranty, the exclusive right to drill for, extract, remove, clean, process, and dispose of oil, gas, and associated 
substances in or under the following described tract of land: 

containing approximately acres, more or (ess (referred to in this lease as the "leased area"); the 
nonexclusive right to conduct within the leased area geological and geophysical exploration for oil, gas, and 
associated substances; and the nonexclusive right to install pipelines and build structures on the leased area to find, 
produce, save, store, treat, process, transport, take care of, and market all oil, gas, and associated substances and to 
house and board employees in Its operations on the leased area. The rights granted by this lease are to be 
exercised in a manner which will not unreasonably interfere with the rights of any permittee, lessee or grantee of the 
state consistent with the principle of reasonable concurrent uses as set out in Article VIII, Section S of the Alaska 
Constitution. 
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(b) For the purposes of this lease, the leased area contains the legal subdivisions as shown on the 
attached plat marked Exhibit A. 

(c) If the leased area is described by protracted legal subdivisions and, after the effective date of 
this lease, the leased area is surveyed under the public land rectangular system, the boundaries of the leased area 
are those established by that survey, when approved, subject, however, to the provisions of applicable regulations 
relating to those surveys. If for any reason the leased area includes more acreage than the maximum permitted 
under applicable law (including the "rule of approximation" authorized in AS 38.05.145 and defined in AS 38.05.965 
(18)), this lease is not void and the acreage included In the leased area must be reduced to the permitted maximum. 
If the state detemiines that the leased area exceeds the permitted acreage and notifies the lessee in writing of the 
amount of acreage that must be eliminated, the lessee has 60 days after that notice to surrender one or more legal 
subdivisions included In the leased area comprising at least the amount of acreage that must be eliminated. Any 
subdivision surrendered must be located on the perimeter of the leased area as originally described. If a surrender is 
not filed within 60 days, the state may terminate this lease as to the acreage that must be eliminated by mailing notice 
of the termination to the lessee describing the subdivision eliminated. 

(d) If the State of Alaska's ownership interest in the oil, gas, and associated substances in the 
leased area is less than an entire and undivided interest, the grant under this lease is effective only as to the state's 
interest in that oil, gas, and associated substances, and the royalties and rentals provided in this lease must be paid 
to the state in the proportion that the state's interest bears to the entire undivided fee. 

(e) The state makes no representations or warranties, express or Implied, as to title, or access to, 
or quiet enjoyment of, the leased area. The state is not liable to the lessee for any deficiency in title to the leased 
area, nor is the lessee or any successor in interest to the lessee entitled to any refund due to deficiency in title for any 
rentals, bonuses, or royalties paid under this lease. 

2. RESERVED RIGHTS, (a) The state, for Itself and others, reserves all rights not expressly granted to 
the lessee by this lease. These reserved rights include, but are not limited to: 

(1) the right to ejq^lore for oil, gas, and associated substances by geological and 
geophysical means; 

(2) the right to explore for, develop, and remove natural resources other than oil, gas, and 
associated substances on or from the leased area; 

(3) the right to establish or grant easements and rights-of-way for any lawful purpose, 
including without limitation for shafts and tunnels necessary or appropriate for the working of the leased area or other 
lands for natural resources other than oil, gas, and associated substances; 

(4) the right to dispose of land within the leased area for well sites and well bores of wells 
drilled from or through the leased area to explore for or produce oil, gas, and associated substances in and from 
lands not within the leased area; and 

(5) the right othenwise to manage and dispose of the surface of the leased area or 
interests In that land by grant, lease, permit, or otherwise to third parties. 

(b) The rights reserved may be exercised by the state, or by any other person or entity acting 
under authority of the state, in any manner that does not unreasonably interi'ere with or endanger the lessee's 
operations under this lease. 

3. TERM. This lease is issued for an initial primary term of 7 years from the effective date of this lease. 
The term may be extended as provided in Paragraph 4 below. 

4. EXTENSION, (a) This lease will be extended automatically if and for so long as oil or gas is produced 
in paying quantities from the leased area. 

(b) This lease will be extended automatically if it is committed to a unit agreement approved or 
prescribed by the state, and will remain in effect for so long as it remains committed to that unit agreement. 

(c) (1) If the drilling of a well virtiose bottom hole location is in the leased area has 
commenced as of the date on which the lease othenwise would expire and is continued with reasonable diligence, this 
lease will continue in effect until 90 days after cessation of that drilling and for so long as oil or gas is produced in 
paying quantities from the leased area. 

(2) If oil or gas in paying quantities is produced from the leased area, and If that 
production ceases at any time, this lease will not terminate if drilling or reworking operations are commenced on the 
leased area within six months after cessation of production and are prosecuted with reasonable diligence; if those 
drilling or reworking operations result in the production of oil or gas, this lease will remain in effect for so long as oil or 
gas is produced in paying quantities from the leased area. 

(d) If there is a well capable of producing oil or gas in paying quantities on the leased area, this 
lease will not expire because the lessee fails to produce that oil or gas unless the state gives notice to the lessee, 
allowing a reasonable time, which will not be less than six months after notice, to place the well into production, and 
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the lessee fails to do so. if production is established within the time allowed, this lease is extended only for so long 
as oil or gas is produced in paying quantities from the leased area. 

(e) If the state directs or approves in writing a suspension of all operations on or production from 
the leased area (except for a suspension necessitated by the lessee's negligence), or if a suspension of all 
operations on or production from the leased area has been ordered under federal, state, or local law, the lessee's 
obligation to comply with any express or implied provision of this lease requiring operations or production will be 
suspended, but not voided, and the lessee shall not be liable for damages for failure to comply with that provision. If 
the suspension occurs before the expiration of the primary term, the primary term will be extended at the end of the 
period of the suspension by adding the period of time lost under the primary term because of the suspension. If the 
suspension occurs during an extension of the primary term under this paragraph, upon removal of that suspension, 
the lessee will have a reasonable time, which will not be less than six months after notice that the suspension has 
been removed, to resume operations or production. For the purposes of this subparagraph, any suspension of 
operations or production specifically required or imposed as a term of sale or by any stipulation made a part of this 
lease will not be considered a su^ension ordered by law. 

(f) If the state determines that the lessee has been prevented by force majeure, after efforts made 
in good faith, from performing any act that would extend the lease beyond the primary term, this lease will not expire 
during the period of force majeure. If the force majeure occajrs before the expiration of the primary term, the primary 
term will be extended at the end of the period of force majeure by adding the period of time lost under the primary 
term because of the force majeure. If the force majeure occurs during an extension of the primary term under this 
paragraph, this lease will not expire during the period offeree majeure plus a reasonable time after that period, which 
will not be less than 60 days, for the lessee to resume operations or production. 

(g) Nothing in subparagraphs (e) or (f) suspends the obligation to pay royalties or other production 
or profit-based payments to the state from operations on the leased area that are not affected by any suspension or 
force majeure, or suspends the obligation to pay rentals. 

5. RENTALS, (a) The lessee shall pay annual rental to the state in accordance with the following rental 
schedule; 

(1) For the first year, $1.00 per acre or fraction of an acre; 
(2) For the second year, $1.50 per acre or fraction of an acre; 
(3) For the third year, $2.00 per acre or fraction of an acre; 
(4) For the fourth year, $2.50 per acre or fraction of an acre; 
(5) For the fifth year and following years, $3.00 per acre or fraction of an acre; provided 

that the state may Increase the annual rental rate as provided by law upon extension of this lease beyond the primary 
term. 

(b) Annual rental paid in advance is a credit on the royalty or net profit share due under tiiis lease 
for that year. 

(c) The lessee shall pay the annual rental to the State of Alaska (or any depository designated by 
the state with at least 60 days notice to the lessee) in advance, on or before the annual anniversary date of this lease. 
The state is not required to give notice that rentals are due by billing the lessee. If the state's (or depository's) office 
is not open for business on the annual anniversary date of this lease, the time for payment is extended to include the 
next day on which that office is open for business. If the annual rental is not paid timely, this lease automatically 
terminates as to both parties at 11:59 p.m., Alaska Standard Time, on the date by which the rental payment was to 
have been made. 

6. RECORDS. The lessee shall keep and have in its possession books and records showing the 
development and production (including records of development and production expenses) and disposition (Including 
records of sale prices, volumes, and purchasers) of all oil, gas, and associated substances produced from the leased 
area. The lessee shall permit the State of Alaska or its agents to examine these books and records at all reasonable 
times. Upon request by the state, the lessee's books and records shall be made available to the state at the state 
office designated by the state. These books and records of development, production, and disposition must employ 
methods and techniques that will ensure the most accurate figures reasonably available without requiring the lessee 
to provide separate tankage or meters for each well. The lessee shall use generally accepted accounting procedures 
consistently applied. 

7. APPORTIONMENT OF ROYALTY FROM APPROVED UNIT. The landowners' royalty share of the unit 
production aliocated 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 royeiity share of any unit production allocated to the leased area will be regarded as royalty to be 
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distributed to, or the proceeds of it paid to, the state, free and clear of all unit expenses (and any portion of those 
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 the 
unit area, and free of any lien for them. 

8. PAYMENTS. All payments to the State of Alaska under this lease must be made payable to the state in 
the manner directed by the state, and unless otherwise specified, must be tendered to ttie state at: 

DEPARTMENT OF NATURAL RESOURCES 
550 WEST 7̂ "̂  AVENUE, SUITE 1410 
ANCHORAGE, ALASKA 99501-3561 

ATTENTION: FINANCIAL SERVICES SECTION 

or to any depository designated by the state with at least 60 days notice to the lessee. 

9. PLAN OF OPERATIONS, (a) Except as provided in (b) of this section, a plan of operations for all or 
part of the leased area must be approved by the commissioner before any operations may be undertaken on or in the 
leased area. 

(b) A plan of operations is not required for: 
(1) activities that would not require a land use permit; or 
(2) operations undertaken under an approved unit plan of operations. 

(c) Before undertaking operations on or in the leased area, the lessee shall provide for full 
payment of all damages sustained by the owner of the surface estate as well as by the surface owner^s lessees and 
permittees, by reason of entering the land. 

(d) An application for approval of a plan of operations must contain sufficient information, based on 
data reasonably available at the time the plan is submitted for approval, for the commissioner to determine the 
surface use requirements and impacts directly associated with the proposed operations. An application must include 
statements and maps or drawings setting out the following: 

(1) the sequence and schedule of the operations to be conducted on or in Uie leased 
area, including the date operations are proposed to begin and their proposed duration; 

(2) projected use requirements directly associated with the proposed operations, 
including the location and design of well sites, material sites, water supplies, solid waste sites, buildings, roads, 
utilities, airstrips, and all other facilities and equipment necessary to conduct the proposed operations; 

(3) plans for rehabilitation of the affected leased area after completion of operations or 
phases of those operations; and 

(4) a description of operating procedures designed to prevent or minimize adverse effects 
on other natural resources and other uses of the leased area and adjacent areas, including fish and wildlife habitats, 
historic and archeological sites, and public use areas. 

(e) In approving a lease plan of operations or an amendment of a plan, the commissioner will 
require amendments that the commissioner determines necessary to protect the state's interest. The commissioner 
will not require an amendment that would be inconsistent with the terms of sale under which the lease was obtained, 
or with the terms of the lease itself, or which would deprive the lessee of reasonable use of the leasehold interest. 

(f) The lessee may, with the approval of the commissioner, amend an approved plan of operations. 
(g) Upon completion of operations, the lessee shall inspect the area of operations and submit a 

report indicating the completion date of operations and stating any noncompliance of which the lessee knows, or 
should reasonably know, with requirements imposed as a condition of approval of the plan. 

(h) In submitting a proposed plan of operations for approval, the lessee shall provide ten copies of 
the plan if activities proposed are within the coastal zone, and five copies if activities proposed are not within the 
coastal zone. 

10. PLAN OF DEVELOPMENT, (a) Except as provided in subparagraph (d) below, within 12 months after 
certification of a well capable of producing oil, gas, or associated substances in paying quantities, the lessee shall file 
two copies of an application for approval by the state of an initial plan of development that must describe the lessee's 
plans for developing the leased area. No development of the leased area may occur until a plan of development has 
been approved by the state. 

(b) The plan of development must be revised, updated, and submitted to the state for approval 
annually before or on the anniversary date of the previously approved plan. If no changes from an approved plan are 
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contemplated for the following year, a statement to that effect must be filed for approval in lieu of the required revision 
and update. 

(c) The lessee may, with the approval of the state, subsequently modify an approved plan of 
development. 

(d) If the leased area is included in an approved unit, the lessee will not be required to submit a 
separate lease plan of development for unit activities. 

11. INFORMATION ACQUIRED FROM OPERATIONS, (a) Tlie lessee shall submit to the state all 
geological, geophysical and engineering data and analyses obtained from the lease within 30 days following the 
completion of a well. The lessee shall submit to the state data and analyses acquired subsequent to well completion 
within 30 days following acquisition of that data. The state may waive receipt of operational data from some 
development, service or injection wells. The state will inform the operator of the waiver prior to well completion. The 
lessee shall submit the data and analyses to the Division of Oil and Gas, Department of Natural Resources, at the 
location specified in paragraph 25 of this lease. The data and analyses shall include the following: 

(1) a copy of the completion report (AOGCC form 10-407) with an attached well 
summary, including daily drilling reports, formation tops encountered, a full synopsis of drillstem and formation testing 
data, an identification of zones of abnormal pressure, oil and gas shows and cored intervals; 

(2) latitudinal and longitudinal coordinates for the completed surface and bottom hole 
locations; 

(3) a copy of the permit to drill (AOGCC form 10-401 only, additional documentation not 
required) and the survey plat of the well location; 

(4) a paper copy (no sepia copies) of all final 2-inch open hole and cased hole logs, 
including measured depth and true-vertical depth versions, specialty logs (such as Schlumberger's cyberlook. 
formation microscanners and dipmeter logs), composite mud or lithology log and report, measured-while-drilling 
(MWD) and logged-while-drilling (LWD) logs, velocity and directional surveys; 

(5) a digital version of well logs in LAS, LIS or ASCII format on IBM format floppy disks, a 
digital version of velocity surveys in SEG Y format, a digital version of directional sun/eys in ASCII format (other 
formats may be acceptable upon agreement with the Division of Oil and Gas); and 

(6) a paper copy of all available well analyses, including geochemical analyses, core 
analyses (porosity, permeability, capillaiy pressure, photos, and descriptions), paleontologic and palynologic 
analyses, thermal maturation analyses, pressure build up analyses, and fluid PVT analyses (an ASCII format digital 
version of the above infomnation shall also be submitted, if available). The state may require the lessee to submit 
additional information in accordance with the applicable statutes and regulations in effect at the time of the 
completion date of the well. 

(b) Any information submitted to the state by the lessee in connection with this lease will be 
available at all times for use by the state and its agents. The state will keep information confidential as provided in 
AS 38.05.035(a)(9) and its applicable regulations. In accordance with AS 38.05.035(a)(9)(C), in order for geological, 
geophysical and engineering information submitted under paragraph 11(a) of this lease to be held confidential, the 
lessee must request confidentiality at the time the infomiatlon is submitted. The information must be marked 
CONFIDENTIAL. 

12. DIRECTIONAL DRILLING. This lease may be maintained in effect by directional wells whose bottom 
hole location is on the leased area but that are drilled from locations on other lands not covered by this lease. In 
those circumstances, drilling will be considered to have commenced on the leased area when actual drilling is 
commenced on those other lands for the purpose of directionally drilling into the leased area. Production of oil or gas 
from the leased aroa through any directional well surfaced on those other lands, or drilling or reworking of that 
directional well, will be considered production or drilling or reworking operations on the leased area for all purposes of 
this lease. Nothing contained in this paragraph is intended or will be construed as granting to the lessee any interest. 
license, easement, or other right in or with respect to those lands in addition to any interest, license, easement, or 
other right that the lessee may have lawfully acquired from the state or from others. 

13. DILIGENCE AND PREVENTION OF WASTE, (a) The lessee shall exercise reasonable diligence in 
drilling, producing, and operating wells on the leased area unless consent to suspend operations temporarily is 
granted by the state. 

(b) Upon discovery of oil or gas on the leased area in quantities that would appear to a reasonable 
and prudent operator to be sufficient to recover ordinary costs of drilling, completing, and producing an additional well 
in the same geologic structure at another location with a reasonable profit to the operator, the lessee must drill those 
wells as a reasonable and prudent operator would drill, having due regard for the interest of the state as well as the 
Interest of the lessee. 
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(c) The lessee shall perfonn all operations under this lease in a good and workmanlike manner in 
accordance with the methods and practices set out in the approved plan of operations and plan of development, with 
due regard for the prevention of waste of oil, gas, and associated substances and the entrance of water to the oil and 
gas-bearing sands or strata to the destruction or injury of those sands or strata, and to the preservation and 
conservation of the property for future productive operations. The lessee shall carry out at the lessee's expense all 
orders and requirements of the State of Alaska relative to the prevention of waste and to the presewation of the 
leased area. If the lessee fails to carry out these orders, the state will have the right, together wnlh any other available 
legal recourse, to enter the leased area to repair damage or prevent waste at the lessee's expense. 

(d) The lessee shall securely plug in an approved manner any well before abandoning it. 

14. OFFSET WELLS. The lessee shall drill such wells as a reasonable and prudent operator would drill to 
protect the state from loss by reason of drainage resulting from production on other land. Without limiting the 
generality of the foregoing sentence, if oil or gas is produced in a well on other land not owned by the State of Alaska 
or on which the State of Alaska receives a lower rate of royalty than under this lease, and that well is within 500 feet 
in the case of an oil well or 1,500 feet in the case of a gas well of lands then subject to this lease, and that well 
produces oil or gas for a period of 30 consecutive days in quantities that would appear to a reasonable and prudent 
operator to be sufficient to recover ordinary costs of drilling, completing, and producing an additional well in the same 
geological structure at an offset location with a reasonable profit to the operator, and if, after notice to the lessee and 
an opportunity to be heard, the state finds that production from thai well is draining lands then subject to this lease, 
the lessee shall within 30 days after written demand by the state begin in good faith and diligentiy prosecute drilling 
operations for an offset well on the leased area. In lieu of drilling any well required by this paragraph, the lessee may, 
with the state's consent, compensate the state in full each month for the estimated loss of royalty through drainage in 
the amount determined by the state. 

15. UNITIZATION, (a) The lessee may unite with others, jointly or separately, in collectively adopting and 
operating under a cooperative or unit agreement for the exploration, development, or operation of the pool, field, or 
like area or part of the pool, tield, or like area that includes or underiies the leased area or any part of the leased area 
whenever the stale determines and certifies that the cooperative or unit agreement is in the public interest. 

(b) The lessee agrees, within six months after demand by the state, to subscribe to a reasonable 
cooperative or unit agreement that will adequately protect all parties in interest, including the state. The state 
reserves the right to prescribe such an agreement. 

(c) With the consent of the lessee, and if the leased area is committed to a unit agreement 
approved by the state, the state may establish, alter, change, or revoke drilling, producing, and royalty requirements 
of this lease as the state determines necessary or proper to secure the proper protection of the public interest. 

(d) Except as otherwise provided in this subparagraph, where only a portion of the leased area is 
committed to a unit agreement approved or prescribed by the state, that commitment constitutes a severance of this 
lease as to the unitized and nonunitized portions of the leased area. The portion of the leased area not committed to 
the unit will be treated as a separate and distinct lease having the same effective date and term as this lease and 
may be maintained only in accordance with the tenns and conditions of this lease, statutes, and regulations. Any 
portion of the leased area not committed to the unit agreement will not be affected by the unitization or pooling of any 
other portion of the leased area, by operations in the unit, or by suspension approved or ordered for the unit. If the 
leased area has a well certified as capable of production in paying quantities on it before commitment to a unit 
agreement, this lease will not be severed. If any portion of this lease is included in a participating area formed under 
a unit agreement, the entire leased area will remain committed to the unit and this lease will not be severed. 

16. INSPECTION. The lessee shall keep open at all reasonable times, for inspection by any duly 
authorized representative of the State of Alaska, the leased area, all wells, improvements, madiinery, and fixtures on 
the leased area, and all reports and records relative to operations and surveys or investigations on or with regard to 
the leased area or under this lease. Upon request, the lessee shall furnish the State of Alaska with copies of and 
extracts from any such reports and records. 

17. SUSPENSION. The state may from time to time direct or approve in writing suspension of production 
or other operations under this lease. 

18. ASSIGNMENT, PARTITION, AND CONVERSION. This lease, or an interest in this lease, may. with 
the approval of the state, be assigned, subleased, or othenwise transferred to any person or persons qualified to hold 
a lease. No assignment, sublease, or other transfer of an interest in this lease, including assignments of working or 
royalty interests and operating agreements and subleases, will be binding upon the state unless approved by the 
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state. The lessee shall remain liable for all obligations under this lease accruing prior to the approval by the state of 
any assignment, sublease, or other transfer of an interest in this lease. All provisions of this lease will extend to and 
be binding upon the heirs, administrators, successors, and assigns of the state and the lessee. Applk:ations for 
approval of an assignment, sublease, or other transfer must comply with all applicable regulations and must be filed 
within 90 days after the date of final execution of the instrument of transfer. The state will approve a transfer of an 
undivided interest in this lease unless the transfer would adversely affect the interests of Alaska or the application 
does not comply with applicable regulations. The state will disapprove a transfer of a divided interest in this lease if 
the transfer covers only a portion of the lease or a separate and distinct zone or geological horizon unless the lessee 
demonstrates that the proposed transfer of a divided interest is reasonably necessary to accomplish exploration or 
development of the lease, the lease is committed to an approved unit agreement, the lease is allocated production 
within an approved partk;ipating area, or the lease has a well certified as capable of production in paying quantities. 
The state will make a written finding stating the reasons for disapproval of a transfer of a divided interest. Where an 
assignment, sublease, or other transfer is made of all or a part of the lessee's interest in a portion of the leased area, 
this lease may, at the option of the state or upon request of the transferee and with the approval of the state, be 
severed, and a separate and distinct lease will be issued to the transferee having the same effective date and terms 
as this lease. 

19. SURRENDER. The lessee at any time may file with the state a written surrender of all rights under 
this lease or any portion of the leased area comprising one or more legal subdivisions or, with the consent of the 
state, any separate and distinct zone or geological horizon underlying the leased area or one or more legal 
subdivisions of the leased area. That surrender will be effective as of the date of filing, subject to the continued 
obligations of tiie lessee and its surety to make payment of all accrued royalties and to place all wells and surface 
facilities on the surrendered land or in the surrendered zones or horizons in condition satisfactory to the state for 
suspension or abandonment. After that, the lessee will be released from all obligations under this lease with respect 
to the surrendered lands, zones, or horizons. 

20. DEFAULT AND TERMINATION; CANCELLATION, (a) The failure of the lessee to perform timely its 
obligations under this lease, or the failure of the lessee othenwise to abide by all express and implied provisions of 
this lease, is a default of the lessee's obligations under this lease. Whenever the lessee fails to comply with any of 
the provisions of this lease (other than a provision which, by its terms, provides for automatic termination), and fails 
within 60 days after written notice of that default to begin and diligently prosecute operations to remedy that default, 
the state may terminate this lease if at the time of temriination there is no well on the leased area capable of 
producing oil or gas in paying quantities. If there is a well on the leased area capable of producing oil or gas in 
paying quantities, this lease may be terminated by an appropriate judicial proceeding. In the event of any temnination 
under this subparagraph, the lessee shall have the right to retain under this lease any and all drilling or producing 
wells for which no default exists, together with a parcel of land surrounding each well or wells and rights-of-way 
through the leased area that are reasonably necessary to enable the lessee to drill, operate, and transport oil or gas 
from the retained well or wells. 

(b) The state may cancel this lease at any time if the state determines, after the lessee has been 
given notice and a reasonable opportunity to be heard, that: 

(1) continued operations pursuant to this lease probably will cause serious harm or 
damage to biological resources, to property, to mineral resources, or to the environment (Including the human 
environment); 

(2) the threat of harm or damage will not disappear or decrease to an acceptable extent 
within a reasonable period of time; and 

(3) the advantages of cancellation outweigh the advantages of continuing this lease in 
effect. Any cancellation under this subparagraph will not occur unless and until operations under this lease have 
been under suspension or temporary prohibition by the state, with due extension of the term of this lease, 
continuously for a period of five years or for a lesser period upon request of the lessee, 

(c) Any cancellation under subparagraph (b) will entitle the lessee to receive compensation as the 
lessee demonstrates to the state is equal to the lesser of: 

(1) the value of the cancelled rights as of the date of cancellation, with due consideration 
being given to both anticipated revenues from this lease and anticipated costs, including costs of compliance with all 
applicable regulations and sMpulations, liability for clean-up costs or damages, or both, in the case of an oil spill, and 
all other costs reasonably anticipated under this lease; or 

(2) the excess, if any, over the lessee's revenues from this lease (plus interest on the 
excess from the date of receipt to date of reimbursement) of ail consideration paid for this lease and all direct 
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expenditures made by the lessee after the effective date of this lease and In connection with exploration or 
development, or both, under this lease, plus interest on that consideration and those expenditures from the date of 
payment to the date of reimbursement. 

21. RIGHTS UPON TERMINATION. Upon the expiration or earlier tennination of this lease as to all or any 
portion of the leased area, the lessee will be directed In writing by the state and will have the right at any time within a 
period of one year after the termination, or any extension of that period as may be granted by the state, to remove 
from the leased area or portion of the leased area all machinery, equipment, tools, and materials. Upon the 
expiration of that period or extension of that period and at the option of the state, any machinery, equipment, tools, 
and materials that the lessee has not removed from the leased area or portion of the leased area become the 
property of the state or may be removed by the state at the lessee's expense. At the option of the state, all 
improvements such as roads, pads, and wells must either be abandoned and the sites rehabilitated by the lessee to 
the satisfaction of the state, or be left intact and the lessee absolved of all further responsibility as to their 
maintenance, repair, and eventual abandonment and rehabilitafion. Subject to the above conditions, the lessee shall 
deliver up the leased area or those portions of the leased area in good condition. 

22. DAMAGES AND INDEMNIFICATION, (a) No rights under the AS 38.05.125 reservation may be 
exercised by the lessee until the lessee has provided to pay the owner of the land, his lessees and permittees, upon 
which the AS 38.05.125 reserved rights are sought to be exercised, full payment for all damage sustained by the 
owner by reason of entering the land. If the owner for any reason does not seftle the damages, the lessee may enter 
the land after posting a surety bond determined by the state, after notice and an opportunity to be heard, to be 
sufficient as to form, amount, and security to secure to the owner, his lessees and permittees, payment for damages, 
and may institute legal proceedings in a court of competent Jurisdiction where the land is located to determine the 
damages which the owner of the land may suffer. The lessee agrees to pay for any damages that may become 
payable under AS 38.05.130 and to indemnify the state and hold it harmless from and against any claims, demands, 
liabilities, and expenses arising from or in connection with such damages. The furnishing of a bond in compliance 
with this paragraph will be regarded by the state as sufficient provision for the payment of all damages that may 
become payable under AS 38.05.130 by virtue of this lease. 

(b) The lessee shall indemnify the state for, and hold it harmless from, any claim, including claims 
for loss or damage to property or injury to any person caused by or resulting from any act or omission committed 
under this lease by or on behalf of the lessee. The lessee is not responsible to the state under this subparagraph for 
any loss, damage, or injury caused by or resulting from the sole negligence of the state. 

(c) The lessee expressly waives any defense to an action for breach of a provision of this lease or 
for damages resulting from an oil spill or other harm to the environment that is based on an act or omission 
committed by an independent contractor in the lessee's employ. The lessee expressly agrees to assume 
responsibility for all actions of its independent contractors. 

23. BONDS, (a) If required by the state, the lessee shall furnish a bond prior to the issuance of this lease 
in an amount equal to at least $5 per acre or fraction of an acre contained in the leased area, but no less than 
$10,000, and must maintain that bond as long as required by the state. 

(b) The lessee may, in lieu of the bond required under (a) above, furnish and maintain a statewide 
bond in accordance with applicable regulations. 

(c) The state may, after notice to the lessee and a reasonable opportunity to be heard, require a 
bond in a reasonable amount greater than the amount specified in (a) above where a greater amount is justified by 
the nature of the surface and its uses and the degree of risk involved in the types of operations being or to be carried 
out under this lease. A statewide bond will not satisfy any requirement of a bond imposed under this subparagraph, 
but will be considered by the state in detemining the need for and the amount of any additional bond under this 
subparagraph. 

(d) If the leased area is committed in whole or in part to a cooperative or unit agreement approved 
or prescribed by the state, and the unit operator furnishes a statewide bond, the lessee need not maintain any bond 
with respect to the portion of the leased area committed to the cooperative or unit agreement. 

24. AUTHORIZED REPRESENTATIVES. The Director of the Division of Oil and Gas, Department of 
Natural Resources, State of ^Maska, and the person executing this lease on behalf of the lessee shall be authorized 
representatives for their respective principals for the purposes of administering this lease. The state or the lessee 
may change the designation of its authorized representative or the address to which notices to that representative are 
to be sent by a notice giv^n in accordance with Paragraph 25 below. Where activities pursuant to a plan of 
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operations are undenvay, the lessee shall also designate, pursuant to a notice under Paragraph 25 below, by name, 
job title, and address, an agent who will be present in the state during all lease activities. 

25. NOTICES; PROTEST, (a) Any notices required or permitted under this lease must be by electronic 
media producing a permanent record or in writing and must be given personally or by registered or certified mail, 
return receipt requested, addressed as follows: 

TO THE STATE: 
DIRECTOR, DIVISION OF OIL AND GAS 

DEPARTMENT OF NATURAL RESOURCES 
550 WEST 7TH AVENUE, SUITE 800 
ANCHORAGE, ALASKA 99501-3560 

TO THE LESSEE: 

(b) Any notice given under this paragraph will be effective when delivered to the above authorized 
representative, 

(c) A lessee who wishes to protest the amount of money due the state under the lease or any 
action of the state regarding a provision of this lease must file a written protest with the Division of Oil and Gas within 
30 days after the mailing date of the state's notice or bill. A lessee who fails to file a protest within the required time 
waives any further right to protest. The state will establish the administrative appeal procedure to be followed and will 
infonn the lessee of the procedure no later than 30 days after the filing of the written protest. 

26. STATUTES AND REGULATIONS. This lease is subject to all applicable state and federal statutes 
and regulations in effect on the effective date of this lease, and insofar as is constitutionally permissible, to all statutes 
and regulations placed in effect after the effective date of this lease. A reference to a statute or regulation in this 
lease includes any change in that statute or regulation whether by amendment, repeal and replacement, or other 
means. This lease does not limit the power of the State of Alaska or the United States of America to enact and 
enforce legislation or to promulgate and enforce regulations affecting, directly or indirectly, the activities of the lessee 
or its agents In connection with this lease or the value of the interest held under this lease. In case of conflk:*ing 
provisions, statutes and regulafions take precedence over this lease. 

27. INTERPRETATION, Ttiis lease is to be interpreted in accordance with the rules applicable to the 
interpretation of contracts made in the State of Alaska. The paragraph headings are not part of this lease and are 
inserted only for convenience. The state and the lessee expressly agree that the law of the State of Alaska will apply 
in any judicial proceeding affecting this lease. 

28. INTEREST IN REAL PROPERTY. It is the intention of the parties that the rights granted to the lessee 
by this lease constitute an interest in real property in the leased area. 

29. WAIVER OF CONDITIONS. The state reserves the right to waive any breach of a provision of this 
lease, but any such waiver extends only to the particular breach so waived and does not limit the rights of the state 
with respect to any future breach; nor will the waiver of a particular breach prevent cancellation of this lease for any 
other cause or for the same cause occurring at another time. Notwithstanding the foregoing, the state will not be 
deemed to have waived a provision of this lease unless it does so in writing. 

30. SEVERABILITY. If it is finally determined in any judicial proceeding that any provision of this lease is 
invalid, the state and the lessee may jointly agree by a written amendment to this lease that, in consideration of the 
provisions In that written amendment, the invalid portion will be treated as severed from this lease and that the 
remainder of this lease, as amended, will remain in effecL 

31. LOCAL HIRE. The lessee is encouraged to hire and employ local and Alaska residents and 
companies, to the extent they are available and qualified, for work performed on the leased area. Lessees shall 
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submit, with the plans of operations, a proposal detailing the means by wrfiich the lessee will comply with this 
measure. The lessee is encouraged, in fomiulafing this proposal, to coordinate with employment services offered by 
the State of Alaska and local communities and to recruit employees from local communities. 

32. CONDITIONAL LEASE. If all or a part of the leased area is land that has been selected by the state 
under laws of the United States granting lands to Hie state, but the land has not been patented to the state by the 
United States, then this lease is a conditional lease as provided by law until the patent becomes effective. If for any 
reason the selection is not finally approved, or the patent does not become effective, any rental, royalty, or other 
production or profit-based payments made to the state under this lease will not be refunded. 

33. NONDISCRIMINATION. The lessee and the lessee's contractors and subcontractors may not 
discriminate against any employee or applicant because of race, religion, marital status, change in marital status, 
pregnancy, parenthood, physical handicap, color, sex, age, or national origin as set out in AS 18.80.220. The lessee 
and its contractors and subcontractors must, on beginning any operations under this lease, post In a conspicuous 
place notices setting out this nondiscrimination provision, 

34. DEFINITIONS. All words and phrases used in this lease are to be interpreted where possible in the 
manner required in respect to the interpretation of statutes by AS 01.10.040. However, the following words have the 
following meanings unless the context unavoidably requires othemvise: 

(1) "oil" means crude petroleum oil and other hydrocarbons, regardless of gravity, that are 
produced in liquid form by ordinary production methods, including liquid hydrocarbons known as distillate or 
condensate recovered by separation from gas other than at a gas processing plant; 

(2) "gas" means all natural gas (except helium gas) and all other hydrocartsons produced that are 
not defined in this lease as oil; 

(3) "associated substances" means all substances except helium produced as an incident of 
production of oil or gas by ordinary production methods and not defined in this lease as oil or gas; 

(4) "drilling" means the act of boring a hole to reach a proposed bottom hole location through 
which oil or gas may be produced if encountered in paying quantities, and includes redrilling, sidetracking, deepening, 
or other means necessary to reach the proposed bottom hole location, testing, logging, plugging, and other 
operations necessary and incidental to the actual boring of the hole; 

(5) "reworking operations" means all operations designed to secure, restore, or improve production 
through some use of a hole previously drilled, including, but not limited to, mechanical or chemical treatment of any 
horizon, plugging back to test higher strata, etc.; 

(6) "paying quantities" means quantities sufficient to yield a return in excess of operating costs, 
even if drilling and equipment costs may never be repaid and the undertaking considered as a whole may ultimately 
result in a loss; quantities are insufficient to yield a return in excess of operating costs unless those quantities, not 
considering the costs of transportation and marketing, will produce sufficient revenue to induce a prudent operator to 
produce those quantities; and 

(7) "force majeure" means war, riots, acts of God, unusually severe weather, or any other cause 
beyond the lessee's reasonable ability to foresee or control and includes operational failure of existing transportation 
facilities and delays caused by judicial decisions or lack of them. 

35. ROYALTY ON PRODUCTION. Except for oil, gas, and associated substances used on the leased 
area for development and production or unavoidably lost, the lessee shall pay to the state as a royalty 12.50 percent 
in amount or value of the oil, gas, and associated substances saved, removed, or sold from the leased area and of 
the gas from the leased area used on the leased area for extraction of natural gasoline or other products. 

36. VALUE, (a) For the purposes of computing royalties due under this lease, the value of royalty oil, gas, 
or associated substances shall not be less than the highest of: 

(1) the field price received by the lessee for the oil, gas, or associated substances; 
(2) the volume-weighted average of the three highest field prices received by other 

producers in the same tield or area for oil of like grade and gravity, gas of like kind and quality, or associated 
substances of like kind and quality at the titr^e the oil, gas, or associated substances are sold or removed from the 
leased or unit area or the gas is delivered to an extraction plant if that plant is located on the leased or unit area; if 
there are less than three prices reported by other producers, the volume-weighted average will be calculated using 
the lesser number of prices received by other producers in the tield or area; 
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(3) the lessee's posted price in the field or area for the oil, gas, or associated substances; 
or 

(4) the volume-weighted average of the three highest posted prices in the same field or 
area of the other producers in the same field or area for oil of like grade and gravity, gas of like kind and quality, or 
associated substances of like kind and quality at the time the oil, gas, or associated substances are sold or removed 
from the leased or unit area or the gas is delivered to an extraction plant if that plant is located on the leased or unit 
area; if there are less than three prices posted by other producers, the volume-weighted average will be calculated 
using the lesser number of prices posted by other producers in the field or area. 

(b) If oil, gas, or associated substances are sold away from the leased or unit area, the term "field 
price' in subparagraph (a) above will be the cash value of all consideration received by the lessee or other producer 
from the purchaser of the oil, gas, or associated substances, less the lessee's actual and reasonable costs of 
transportation away from the leased or unit area to the point of sale. The "actual and reasonable costs of 
transportation" for marine transportation are as defined in 11 AAC 83.229(a), (b)(2), and (c) ~ I. 

(c) In the event the lessee does not sell in an arm's-length transaction the oil, gas, or associated 
substances, the term "field price" in subparagraphs (a) and (b) above will mean the price the lessee would expect to 
receive for the oil, gas. or associated substances if the lessee did sell the oil, gas, or associated substances in an 
arm's-length transaction, minus reasonable costs of transportation away from the leased or unit area to the point of 
sale or other disposition. The lessee must determine this price in a consistent and logical manner using information 
available to the lessee and report that price to the state. 

(d) The state may establish minimum values for the purposes of computing royalties on oil, gas. or 
associated substances obtained from this lease, with consideration being given to the price actually received by the 
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 the lessee and/or other producers from sales occurring away from the leased area, and/or to other 
relevant matters. In establishing minimum values, the state may use, but is not limited to, the methodology for 
determining "prevailing value" as defined in 11 AAC 83.227. Each minimum value determination will be made only 
after the 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 oil, gas, or associated substances under this lease may not necessarily 
equal, and may exceed, the price of the oil, gas, or associated substances. 

37. ROYALTY IN VALUE. Except to the extent that the state elects to receive all or a portion of its royalty 
in kind as provided in Paragraph 38 below, the lessee shall pay to the state that value of all royalty oil, gas, and 
associated substances as determined under Paragraph 36 above. Royalty paid in value will be free and clear of all 
lease expenses (and any portion of those expenses that is incurred away from the leased area), including, but not 
limited to, expenses for separating, cleaning, dehydration, gathering, saltwater disposal, and preparing the oil, gas, or 
associated substances for transportation off the leased area. All royalty that may become payable in money to the 
State of Alaska must be paid on or before the last federal banking day of the calendar month following the month in 
which the oil, gas, or associated substances are produced. The amount of all royalty in value payments which are not 
paid when due under this lease or the amount which is subsequently determined to be due to the state or the lessee 
as the result of a redetermination will bear interest from the last federal banking day of the calendar month following 
the month in v^^ich the oil, gas, or associated substances were produced, until the obligation is paid in full. Interest 
shall accrue at the rate provided in AS 38.05.135(d) or as may later be amended. Royalty payments must be 
accompanied by such infomiation relating to valuation of royaity as the state may require which may include, but is 
not limited to, run tickets, evidence of sales, shipments, and amounts of gross oil, gas, and associated substances 
produced. 

38. ROYALTY IN KIND, (a) At the state's option, which may be exercised from time to time upon not (ess 
than 90 days' notice to the lessee, the lessee shall deliver all or a portion of the state's royalty oil, gas, or associated 
substances produced from the leased area in kind. Delivery will be on the leased area, unit area, or at a place 
mutually agreed to by the state and the lessee, and must be delivered to the State of Alaska or to any individual, firm, 
or corporation designated by the state. 

(b) Royalty oil, gas, or associated substances delivered in kind must be delivered in good and 
merchantable condition, of pipeline quality, and free and clear of all lease expenses (and any portion of those 
expenses incurred away from the leased area), including, but not limited to, expenses for separating, cleaning, 
dehydration, gathering, saltwater disposal, and preparing the oil, gas, or associated substances for transportation off 
the leased area. 

(c) After having given notice of its intention to take, or after having taken its royalty oil, gas, or 
associated substances in kind, the state, at its option and upon 90 days' notice to the lessee, may elect to receive a 
different portion or none of its royalty in kind. If, under federal regulations, the taking of royalty oil, gas, or associated 
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substances in value by the state creates a supplier-purchaser relationship, the lessee hereby waives its right to 
continue to receive royalty oil, gas, or associated substances under that relationship, and further agrees that it will 
require any purchasers of the royalty oil, gas, or associated substances likewise to waive any supplier-purchaser 
rights. 

(d) The lessee shall furnish storage for royalty oil, gas, and associated substances produced from 
the leased or unit area to the same extent that the lessee provides storage for the lessee's share of oil, gas, and 
associated substances. The lessee shall not be liable for the loss or destruction of stored royalty oil, gas and 
associated substances from causes beyond the lessee's ability to control. 

(e) If a state royalty purchaser refuses or for any reason fails to take delivery of oil, gas, or 
associated substances, or in an emergency, and with as much notice to the lessee as is practical or reasonable 
under Uie circumstances, the state may elect without penalty to underlift for up to six months all or a portion of the 
state's royalty on oil. gas, or associated substances produced from the leased or unit area and taken in kind. The 
state's right to underilft is limited to the portion of royalty oil, gas, or associated substances that the royalty purchaser 
refused or failed to take delivery of, or the portion necessary to meet the emergency condition. Underiifted oil, gas, or 
associated substances may be recovered by the state at a daily rate not to exceed 10 percent of its royaity interest 
share of daily production at the time of the underilft recovery. 

39. REDUCTION OF ROYALTY. Lessee may request a reduction of royalty In accordance with the 
applicable statutes and regulations in effect on the date of application for the reduction. 
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40. EFFECTIVE DATE. This lease takes effect on 

BY SIGNING THIS LEASE, the state as lessor and the lessee agree to be bound by its provisions. 

STATE OF ALASKA 

By; 
Mark D. Myers 
Director, Division of Oil and Gas 

STATE OF ALASKA ) 
)ss. 

Third Judicial District ) 

On , before me appeared Mark D. Myers of the Division of Oil and Gas of the State 
of Alaska, Department of Natural Resources, and who executed this lease and acknowledged voluntarily signing it on 
behalf of the State of Alaska as lessor. 

Notary public in and for Uie State of Alaska 
My commission expires September 28.2003 

LESSEE: 

Signature: 

Printed Name/Title: 

INSERT NOTARY ACKNOWLEDGMENT OF LESSEE'S SIGNATURE HERE. 
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LESSEE: 

Signature: 

Printed Name/Titie: 

INSERT NOTARY ACKNOWLEDGMENT OF LESSEE'S SIGNATURE HERE. 

LESSEE: 

Signature: 

Printed Name/Title: 

INSERT NOTARY ACKNOWLEDGMENT OF LESSEE'S SIGNATURE HERE. 
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