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I. INTRODUCTION AND DECISION SUMMARY 

The State of Alaska, Department of Natural Resources (DNR), Division of Oil and Gas 
(Division), received an application to expand the Ninilchik Unit (Application), on November 2, 
2016, from the Ninilchik Unit (NU) Operator, Hilcorp Alaska, LLC (Hilcorp). The existing NU 
contains approximately 25,869 acres. The proposed NU expansion area covers portions of three 
fee mineral lands leased by Hilcorp containing approximately 40 acres. Attachments 2 and 3 set 
out the proposed and approved Exhibits A and B to the NU agreement. 

 “A unit must encompass the minimum area required to include all or part of one or more oil or 
gas reservoirs, or all or part of one or more potential hydrocarbon accumulations.” 11 AAC 
83.356(a). Previously, Hilcorp had submitted confidential geological, geophysical, and 
engineering data demonstrating that the area approved for expansion includes all or part of an oil 
or gas reservoir and potential hydrocarbon accumulations. Hilcorp’s unit expansion application 
provides data and explanations on how the proposed expansion “facilitates production on the 
immediately adjacent lands necessary for secondary or tertiary recovery, pressure maintenance, 
reinjection, or cycling operations.” 11 AAC 83.356(b).  

The Division finds that the expansion of the NU promotes conservation of all natural resources, 
promotes the prevention of economic and physical waste, and provides for the protection of all 
parties of interest, including the State. AS 38.05.180(p); 11 AAC 83.303. I approve the 
Application effective retroactive to the date of submission on November 2, 2016.  

II. APPLICATION AND LEASE SUMMARY 

The NU is a unit on the east side of Cook Inlet comprised mostly of onshore and offshore lands 
of the State of Alaska. The NU also consists of onshore federal, Cook Inlet Region Inc., 
University of Alaska, and private patent fee lands. The NU was approved effective October 30, 
2001, and it was originally operated by Marathon Oil Company (Marathon). On June 30, 2003, 
the Division approved the First Expansion of the Ninilchik Unit which included the BLM-
managed Falls Creek Unit area. The BLM approved the termination of the Falls Creek Unit 
Agreement concurrently with the expansion of the NU to include the Falls Creek Unit area. The 
June 30, 2003 decision also formed the NU’s three participating areas (PA) – Susan Dionne, 
Grassim Oskolkoff, and Falls Creek. The PAs were approved based on commitments by 
Marathon to drill wells in each PA or a contraction of each PA area would occur. Marathon 
satisfied the well commitments and contraction of the PAs did not occur.   

Gas production commenced at the NU on December 12, 2003. After ten years of sustained 
production, state regulations mandate a mandatory contraction of a unit to areas within a PA and 
lands that facilitate production. 11 AAC 83.356(b). Thus, the NU entered mandatory unit 
contraction on December 11, 2013. Since Hilcorp had just acquired 100% working interest in the 
NU from Marathon Alaska Production, LLC on January 30, 2013, the Division delayed 
contraction of the NU to allow Hilcorp time to complete their drilling program. Currently, the 
unit contraction is delayed until May 31, 2017; this is the fourth delay of the NU mandatory 
contraction date. Contraction of the unit area near the Falls Creek PA will occur once the Falls 
Creek PA boundary is determined.  
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Hilcorp drilled three wells (Falls Creek #5, Falls Creek #6, and Frances #1) in and near the Falls 
Creek PA since acquiring 100% working interest in the NU. Based on the results from the newly 
drilled wells, Hilcorp applied to expand both the NU and Falls Creek PA. The patent fee lands 
proposed for inclusion in the NU are all lands leased to Hilcorp by private landowner.   

Hilcorp’s application to expand the PA will be decided separately.  The Director’s approval of 
the NU expansion is in no way a determination of the PA expansion.   

The information on the privately-held lease area proposed for the expanded unit is summarized in 
the table below. 

Tract 
No. 

Royalty 
Owner 

Acres Royalty  WIO Description 

66 Emil and 
Frances 
Bartolowits 
(Private) 

11.3960 12.5% Hilcorp - 100% 
 

T. 1N., R. 12W., S.M. 
Sec. 7: A portion of the NW1/4NE1/4 
lying west of the centerline of the Sterling 
Highway. 
 

229 Penelope J 
Maize (Private) 

24.7400 12.5% Hilcorp - 100% 
 

T. 1N., R. 12W., S.M. 
Sec. 7: A portion of the NW1/4NE1/4 
lying east of the centerline of the Sterling 
Highway; more particularly described as 
Celia Subdivision, Plat No. 94-46, and all 
minerals underlying dedicated roads within 
the subdivision, excluding Tracts C-1A 
and C-1B of the Celia Subdivision, 
Addition #2, Plat No. 2012-53. 
 

230 James C. Kruse 
and Linda C. 
Kruse (Private) 

3.8540 12.5% Hilcorp - 100% 
 

T. 1N, R.12W, S.M. 
Sec. 7: Tracts C-1A and C-1B of Celia 
Subdivision, Addition #2, Plat No. 2012-
53. 

 
Hilcorp submitted the Application on November 2, 2016, and paid the $500.00 unit expansion 
application filing fee on November 28, 2016, in accordance with 11 AAC 83.306 and 11 AAC 
05.010(a)(10)(D), respectively. The Application included: the cover letter (Attachment 1); 
Exhibit A, the proposed legal for the expanded unit (Attachment 2); Exhibit B, map of the 
proposed expanded unit area, its leases, and ownership interests (Attachment 3); Ninilchik Unit 
Overview 2016 proposal map (Attachment 4); Exhibit C, proposed legals for Falls Creek PA 
expansion; and Exhibit D, proposed map of Falls Creek PA. The Application also included a 
confidential geologic report. The Division notified Hilcorp by email dated November 28, 2016, 
that the Application was complete.  

The Division published a public notice in the Alaska Dispatch News and Peninsula Clarion on 
December 3, 2016, in accordance with 11 AAC 83.311. On December 5, 2016, the Division 
issued a public notice. Copies of the Application and the public notice were provided to 
interested parties. The Division provided public notice to, among others, the Alaska Department 
of Environmental Conservation, the Kenai Peninsula Borough, the City of Kenai, the Village of 
Tyonek, the Salamatof Native Association, Cook Inlet Region, Incorporated, the Soldotna 
Postmaster, and the radio station KDLL in Kenai. The notice was also published on the State of 
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Alaska Public Notice website and the Division’s website. The public notices invited interested 
parties and members of the public to submit comments by January 4, 2017.  

The Division received four comments during the public notice period. Three of the comments 
were solicited by private mineral interest owners in or near the Ninilchik Unit – Dorothy 
Wallner, Stephen Webb, and Donald Shaw. The fourth comment was received from Paul Craig, a 
landowner with overriding royalty interest in state lease ADL 384314. The comments were all 
written with regard to the proposed boundaries of the Falls Creek PA. A decision on the 
expansion of the Falls Creek will be issued subsequent to this Ninilchik Unit expansion decision. 
These comments will be address in the Ninilchik Unit - Falls Creek PA expansion decision.     

III. DISCUSSION OF DECISION CRITERIA 

The DNR Commissioner (Commissioner) reviews applications related to units under 11 AAC 
83.303 – 11 AAC 83.395. By memorandum dated September 30, 1999, the Commissioner 
approved a revision of Department Order 003 and delegated this authority to the Division 
Director.  

A unit area must encompass the minimum area required to include all or part of one or more oil 
and gas reservoirs, or all or part of one or more hydrocarbon accumulations. 11 AAC 83.356(a). 
When considering a unit expansion, the Division must consider the criteria in 11 AAC 83.303(a) 
and (b). Accordingly, the Division considered the public interest, conservation of natural 
resources, prevention of economic and physical waste, protection of all interested parties 
including the state, environmental costs and benefits, geological and engineering characteristics 
of reservoirs or potential hydrocarbon accumulations, prior exploration activities, plans for 
exploration or development, economic costs and benefits to the state, and any other relevant 
factors, including mitigation measures. 11 AAC 83.303(a)-(b) 

A. Decision Criteria considered under 11 AAC 83.303(b) 

1. Environmental Costs and Benefits  

The expansion area is habitat for various mammals, waterfowl, and fish species. Area residents 
may use this area for subsistence hunting and fishing. Oil and gas activity in the proposed unit 
area may affect some wildlife habitat and some subsistence activity. The DNR develops lease 
stipulations through the lease sale process to mitigate the potential environmental impacts from 
oil and gas activity.  Alaska statutes require DNR to give public notice and issue a written 
finding before disposal of the state’s oil and gas resources. AS 38.05.035(e); AS 38.05.945; 
11 AAC 82.415. In the written best interest finding, the Commissioner may impose additional 
conditions or limitations beyond those imposed by law. AS 38.05.035(e). 

DNR also considers environmental issues during the unit Plan of Operations approval process, 
including compliance with mitigation measures. 

Approval of the NU expansion has no direct environmental impact. This decision is an 
administrative action and does not authorize any on-the-ground activity. The unit expansion does 
not entail any environmental costs in addition to those that may occur when permits to conduct 
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lease-by-lease exploration or development are issued. The Unit Operator must obtain approval of 
a Plan of Operations from the State and permits from various agencies before drilling a well or 
wells or initiating development activities to produce from reservoirs within the unit area. 
11 AAC 83.346. Potential effects on the environment are analyzed when permits to conduct 
exploration or development in the unit area are reviewed. Hilcorp is operating under approved 
Plans of Operations and Plan of Development. 

2. Geological and Engineering Characteristics 

Data provided by Hilcorp in support of the application for the second expansion of the NU 
included: well test data, mud logs, MWD logs, structure grids, formation interval tops, and 
lowest known gas contours. Hilcorp requested confidentiality protection and as such, all 
proprietary data and interpretations will be held confidential in accordance with AS 
38.05.035(a)(8)(C). 

The current NU contains approximately 25,869 acres in which the three participating areas 
overlie discrete portions of the Ninilchik anticline. The anticlinal fold axis is over 16 miles long 
and is oriented approximately parallel to the Kenai Peninsula shoreline between the community 
of Clam Gulch and the town of Ninilchik. The Ninilchik anticline is shallowest in the southwest 
and plunges deeper to the northeast and is segmented by several cross-cutting faults along the 
crest of the structure. These faults are believed to play an integral part in the reservoir trapping 
mechanisms throughout the unit. In addition, a stratigraphic trapping mechanism is also likely to 
be contributing to the overall resource potential in the unit. The surface expression of the 
anticlinal fold axis is visible in the nearby coastal cliff outcrops. 

The Ninilchik anticlinal structure was first discovered in the 1950s. The first well to test the 
structure was Falls Creek #1, drilled by Standard Oil of California (SOCAL) in 1960-61. It is the 
discovery well for the Falls Creek accumulation. Although gas was discovered in four distinct 
sands within the upper Tyonek Formation and was briefly produced, the well was eventually 
plugged and abandoned due to insufficient estimated reserves to justify full field development at 
the time. In 1962, the Susan Dionne accumulation was discovered when Unocal drilled the 
Ninilchik #1 well and tested gas in two sands within the Tyonek Formation before plugging and 
abandoning it. Between 1964 and 1978, six exploration wells targeting oil and gas were drilled 
on top of, or adjacent to, the Ninilchik structure: Mobil drilled the Ninilchik #1 in 1964; SOCAL 
drilled Falls Creek #2 in 1966; Marathon drilled Clam Gulch 1-X in 1968; SOCAL drilled Falls 
Creek #43-06 in 1973; Brinkerhoff drilled Ninilchik #1 in 1973-74; and Unocal drilled Clam 
Gulch Unit #1 in 1978. All six wells were determined to be dry holes and later plugged and 
abandoned prior to any flow testing. In 1979, the Grassim Oskolkoff accumulation was 
discovered when Texaco drilled the Ninilchik Unit #1 well and flow-tested gas from one upper 
Tyonek sand before plugging and abandoning the well. Marathon drilled the Corea Creek #1 
well in 1996 and drill-stem tested four intervals within the upper Tyonek, recovering minimal 
gas with water, before plugging and abandoning it 

Initially, it was hoped the Ninilchik anticlinal structure would contain oil. When it yielded only 
gas, the early wells were plugged and abandoned for several decades. It was not until the late 
1990s that interest in developing the known gas reserves associated with the Ninilchik anticlinal 
trend led to additional drilling. Marathon drilled Paxton #1 in 2004 and began producing gas in 
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2005. Paxton #2 was drilled and brought on production in 2008. Hilcorp acquired Union’s 
interest in the Ninilchik unit in January 2012 and one year later, in February 2013, Hilcorp also 
acquired Marathon’s interest and became the 100% working interest operator of the unit. Since 
that time, Hilcorp has conducted drilling within the NU, completing 11 wells (plus two plug 
backs), and bringing nine of those wells on production. In 2013 Hilcorp drilled Frances #1, 
within the Falls Creek participating area, and placed the well on production in 2014. Due, in part, 
to the production at Frances #1, Hilcorp submitted the second Ninilchik unit expansion 
application in November 2016. 

Information submitted by Hilcorp to the Division indicates the second expansion of the NU, in 
the vicinity of the Frances #1 well, is justified. The Division has determined the data and 
interpretations are sufficient and reasonable to support this unit expansion. The confidential 
geologic and engineering data provided by Hilcorp confirm and justify the size and areal extent 
of the expanded NU. 

3. Plans of Development 

The most recent drilling in the Falls Creek area occurred during the 2014 POD period when 
Hilcorp drilled the Falls Creek #5, Falls Creek #6, and Frances #1 wells. Hilcorp’s 2016 NU Plan 
of Development (POD) was approved by the Division on April 21, 2016. The 2016 POD did not 
propose drilling activities in the northern portion of the unit where the unit expansion is 
proposed. Hilcorp plans to construct the Kalotsa pad near the Susan-Dionne PA and drill the GO 
#9 and Kalotsa #1 well during the 2016 POD period. The 2017 POD is due to the Division by 
March 2, 2017. 

4. The Economic Costs and Benefits to the State and Other Relevant Factors 

The proposed expansion of the NU is based on three new gas wells drilled by Hilcorp in the 
northern portion of the unit. The gas production from these wells provides economic benefits to 
the State in the form of royalty and tax payments. The State also benefits from maximizing the 
physical recovery of the gas resources in the area and further exploration of the state resources.  

The Ninilchik Unit is beyond the mandatory unit contraction date. The Ninilchik Unit will be 
contracted to the boundaries of the PAs after issuance of PA expansion decisions for the NU. 
The limited area proposed for unit expansion at this time is appropriate due to the impending 
contraction of the unit.  

B. Decision Criteria considered under 11 AAC 83.303(a) 

1. Promote the Conservation of All Natural Resources 

A unit may be formed under AS 38.05.180(p) “[t]o conserve the natural resources of all or a part 
of an oil or gas pool, field, or like area.” Conservation of the natural resources of all or part of an 
oil or gas pool, field, or like area means “maximizing the efficient recovery of oil and gas and 
minimizing the adverse impacts on the surface and other resources.” 11 AAC 83.395(9). The 
unitization of oil and gas reservoirs or accumulations and the formation and expansion of unit 
areas to develop hydrocarbon-bearing reservoirs or accumulations are well-accepted means of 
hydrocarbon conservation. Unitization, with development occurring under the terms of a unit 
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agreement, can promote efficient evaluation and development of the State’s resources and 
minimize impacts to the area’s cultural, biological, and environmental resources. 

Expansion of an existing unit, with development occurring under the terms of a unit agreement, 
promotes efficient evaluation and development of the State’s resources, and minimizes impacts to 
the area’s cultural, biological, and environmental resources. 

2. The Prevention of Economic and Physical Waste 

Unitization, as opposed to activity on a lease-by-lease basis, may prevent economic and physical 
waste. Economic waste is often referred to as the drilling of wells in excess of the number 
necessary for the efficient recovery of the oil and gas in place. Physical waste, among other 
things, includes the inefficient, excessive, or improper use of, or unnecessary dissipation of, 
reservoir energy. 

Unitization may also prevent economic and physical waste by eliminating redundant 
expenditures for a given level of production, or by increasing ultimate recovery with the 
adoption of a unified reservoir management plan. Annual approval of the NU development 
activities as described in the future plans of development must also provide for the prevention of 
economic and physical waste. The Alaska Oil and Gas Conservation Commission, in an order 
dated September 18, 2014, classified a new gas pool and prescribed pool rules for development 
of the Ninilchik Beluga/Tyonek gas pool to eliminate well spacing restrictions in the unit area 
and allow Beluga and Tyonek Formation gas production to occur simultaneously in a wellbore, 
which will prevent economic and physical waste and increase ultimate recovery.  

3. The Protection of All Parties of Interest, Including the State 

The people of Alaska have an interest in the development of the State’s oil and gas resources to 
maximize the economic and physical recovery of the resources. AS 38.05.180(a). Approval of 
the expansion under future annually approved Plans of Development will provide for continued 
review and approval of Hilcorp’s plans to develop the NU in a manner that will maximize 
economic and physical recovery. Combining interests and operating under the terms of the NU 
Agreement and NU Operating Agreement ensures an equitable allocation of costs and revenues 
commensurate with the resources. 

The NU expansion protects the economic interests of the State. The expansion promotes the 
State’s economic interests because hydrocarbon recovery will be increased and additional 
production-based revenue will be derived from the increased production. Diligent exploration 
and development under a single approved unit plan promotes the State’s interest. Operating 
under the NU Agreement provides for accurate reporting and record keeping, State approval of 
Plans of Exploration and Development and operating procedures, royalty settlement, in-kind 
taking, and emergency storage of oil and gas, all of which will further the State’s interest. The 
approval of the expanded NU, as described in the Application, protects all parties of interest. 
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IV. FINDINGS AND DECISION 

A. The Conservation of All Natural Resources 

1. Expansion of the NU will provide for continued development of the expansion area under 
the NU Agreement and will maximize the efficient recovery of oil and gas and minimize 
the adverse impacts on the surface and other resources, including hydrocarbons, gravel, 
sand, water, wetlands, and valuable habitat. 

2.  The unitized development and operation of the expansion leases will reduce the amount 
of land and fish and wildlife habitat that would otherwise be disrupted by individual lease 
development. This reduction in environmental impacts and preservation of subsistence 
access is in the public interest. 

3.  There is potential for environmental impacts associated with development. All unit 
development must proceed according to an approved Plan of Development. Additionally, 
before undertaking any specific operations, the Unit Operator must submit a unit Plan of 
Operations to the Division and other appropriate state and local agencies for review and 
approval. The lessees may not commence any drilling or development operations until all 
agencies have granted the required permits. DNR may condition its approval of a unit 
Plan of Operations and other permits on performance of mitigation measures in addition 
to those in the Agreement, if necessary or appropriate. Compliance with mitigation 
measures will minimize, reduce, or completely avoid adverse environmental impacts. 

B. The Prevention of Economic and Physical Waste 

1.  Division technical staff determined that the expanded NU acreage encompasses an area 
which includes all or part of a gas reservoir. 

2.  The available geological, geophysical, and engineering data justify including the 
proposed lands, as described in Section III A, 2. of this decision. 

3. The production of hydrocarbons through the existing production and processing facilities 
reduces the environmental impact of the additional production. Using existing facilities will 
avoid unnecessary duplication of development efforts on and beneath the surface. 

C. The Protection of All Parties in Interest, Including the State 

1. The unit expansion, as approved, protects all parties’ interests including the people of 
Alaska who have an interest in the development of the State’s oil and gas resources to 
maximize the economic and physical recovery of the resources. 

2. The economic, geological, geophysical, and engineering data that Hilcorp has provided 
reasonably justify the inclusion of the NU expansion acreage under the terms of the 
applicable regulations governing formation, expansion, and operation of oil and gas units 
and participating areas (11 AAC 83.301 – 11 AAC 83.395) and the terms and conditions 
under which these lands were leased from the State. 
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3. The unit expansion meets the requirements of 11 AAC 83.303. 

4. The Division complied with the public notice requirements of 11 AAC 83.311. 

5. The unit expansion will not diminish access to public and navigable waters beyond those 
limitations (if any) imposed by law or already contained in the oil and gas leases covered 
by this decision. 

6. The NU Agreement provides for additional expansions and contractions of the unit area 
in the future, as warranted by data obtained by exploration or otherwise. The NU 
Agreement thereby protects the public interest, the rights of the parties, and the 
correlative rights of adjacent landowners. 

7. The approved expanded unit is effective November 2, 2016. 

8. The privately-owned leases approved for inclusion in the expanded Ninilchik Unit are as 
follows: 

Tract 
No. 

Royalty 
Owner 

Acres Royalty  WIO Description 

66 Emil and Frances 
Bartolowits 
(Private) 

11.3960 12.5% Hilcorp - 100% 
 

T. 1N., R. 12W., S.M. 
Sec. 7: A portion of the NW1/4NE1/4 
lying west of the centerline of the 
Sterling Highway. 
 

229 Penelope J 
Maize (Private) 

24.7400 12.5% Hilcorp - 100% 
 

T. 1N., R. 12W., S.M. 
Sec. 7: A portion of the NW1/4NE1/4 
lying east of the centerline of the 
Sterling Highway; more particularly 
described as Celia Subdivision, Plat 
No. 94-46, and all minerals underlying 
dedicated roads within the subdivision, 
excluding Tracts C-1A and C-1B of 
the Celia Subdivision, Addition #2, 
Plat No. 2012-53. 
 

230 James C. Kruse 
and Linda C. 
Kruse (Private) 

3.8540 12.5% Hilcorp - 100% 
 

T. 1N, R.12W, S.M. 
Sec. 7: Tracts C-1A and C-1B of Celia 
Subdivision, Addition #2, Plat No. 
2012-53 

9. Hilcorp shall submit revised NU Agreement exhibits to include revised Exhibits A and B 
within sixty (60) days of the issuance of this decision, on or before May 1, 2017.  

For the reasons discussed in this Findings and Decision, I hereby approve the NU Second 
Expansion. 

  



An eligible person affected by this decision may appeal it, in accordance with 11 AAC 02. 
Any appeal must be received within 20 calendar days after the date of "issuance" of this 
decision, as defined in 11 AAC 02.040(c) and (d), and may be mailed or delivered to Andrew T. 
Mack, Commissioner, Department of Natural Resources, 550 W. 7th Avenue, Suite 1400, 
Anchorage, Alaska 99501; faxed to 1-907-269-8918; or sent by electronic mail to 
dnr.appeals@alaska.gov. This decision takes effect immediately. An eligible person must first 
appeal this decision in accordance with 11 AAC 02 before appealing this decision to Superior 
Court. A copy of 11 AAC 02 may be obtained from any regional information office of the 
Department of Natural Resources. 

CJ. .,u UdJ. -
Chantal Walsh 
Director 
Division of Oil and Gas 

V. Attachments 

1. Ninilchik Unit Expansion Application 

2. Proposed Exhibit A - Ninilchik Unit 2016 Proposal 

3. Proposed Exhibit B - Proposed N inilchik Unit (Map) 

4. Ninilchik Unit Overview 2016 proposal map 
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ATTACHMENT 1:  
Ninilchik Unit Expansion Application 

 



u 

Hilcorp Alaska, LLC 

November 2, 2016 

Jim Beckham, Acting Director 
Division of Oil and Gas 
Alaska Depaiiment of Natural Resources, 
550 West 7th Avenue, Suite 1100 
Anchorage, Alaska 99501-3557 

Re: Proposal to expand Ninilchik Unit Falls Creek Participating Area 

Dear Mr. Beckham, 

Post Office Box 244027 
Anchorage, AK 99524-4027 

3800 Centerpoint Drive 
Suite 100 
Anchorage, AK 99503 

Phone: 907-777-8414 
Fax: 907-777-8580 
dduffy@hilcorp.com 

Pursuant to 11 AAC 83.351(c), 1 Hilcorp Alaska, LLC ("Hilcorp"), as sole working interest 
owner and operator of the Ninilchik Unit, hereby requests the Department of Natural Resources, 
Division of Oil and Gas ("DNR") to expand the Fall Creek Participating Area. 

Areal expansion of the Falls Creek Paiiicipating Area is appropriate because Hilcorp has drilled 
and produced delineation wells outside of the existing participating area boundary. Ve1iical 
expansion is required because various participating area wells (all originally Tyonek producers) 
have been recompleted in the Beluga F01mation. The proposed vertical expansion will also align 
the Falls Creek Paiiicipating Area with the applicable AOGCC-administered pool rules for the 
Ninilchik Unit/Field.2 

Areal expansion of the Falls Creek Paiiicipating Area boundary will also require modification of 
the Ninilchik Unit boundary. This change involves unitization of approximately 40 acres of fee 
mineral property, 100% leased by Hilcorp within the NW4 NE4, Section 7, Township 1 North, 
Range 12 West, Seward Meridian, Alaska. 

In supp01i of this application, Hilcorp has previously submitted technical data to DNR. In 
addition, Hilcorp hereby submits an additional confidential geologic report. In summary, 
Hilcorp's proposed Falls Creek PA modifications are based on the Lowest Known Gas (LKG) 
intervals of all wells associated with the cunent and proposed PA boundary. Only acreage that 
has been proven to contribute to the production of natural gas has been included in this 
application. 

1 11 AAC 83.35 l(c) provides: A participating area must be expanded to include acreage reasonably estimated through 
the use of geological, geophysical, or engineering data to be capable of producing or contributing to the production of 
hydrocarbons in paying quantities, and must be contracted to excluded acreage reasonably proven through the use of 
geological, geophysical, or engineering data to be incapable of producing hydrocarbons in paying quantities, subject to 
approval by the commissioner. A revised division of interest formula or formula allocating production and costs must be 
submitted for approval under 11 AAC 83 .331 at the time o of expansion or conh·action of a pmticipating area. 

2 Conservation Order 702A, Rule 2 provides: The Ninilchik Beluga/Tyonek Gas pool comprises the gas-bearing intervals 
common to and correlating with the interval between the measured depths of 1,480 feet in the Paxton #5 well and 9,600 
feet in the Paxton # I well. 



Hilcorp Alaska, LLC 
Proposed Ninilchik Unit/ Falls Creek PA Modification 
Page 2 of2 

This is the first revision to the Falls Creek Paiiicipating Area. As such, Hilcorp anticipates that 
the revised participating area boundary will also involve the re-allocation of production 
retroactive to first Falls Creek PA production in 2003.3 Hilcorp proposes to address this 
requirement within 90 days following DNR' s final approval of the proposed participating area 
expans10n. 

As required by Article 9 of the Ninilchik Unit Operating Agreement, and as paii of this 
application, proposed Ninilchik Unit Exhibits A & B and proposed Falls Creek Participating 
Area Exhibits C &D are attached hereto. 

Consistent with our cmTently approved Plan of Development, Hilcorp ant1c1pates submitting 
similar proposals to expand/modify the Grassim Oskolkoff and Susan Dionne-Paxton 

Paiiicipating Areas during calendar year 2017. After this unit-wide delineation process is 
complete, Hilcorp and DNR can cooperatively address issues related to mandatory unit 
contraction. 

Should any technical or administrative questions remain, please do not hesitate to contact me 
directly at 777-8414 or by email at dduffy@hilcorp.com. 

Sincerely, 

/�,:?� 
David Duffy, Landman 
Hilcorp Alaska, LLC 

Enclosures: Proposed Unit /PA Exhibits; Confidential Geologic Repo1i 

CC: AOGCC 

3 See FINDINGS AND DECISION OF THE DIRECTOR, DIVISION OF OIL AND GAS, THE FIRST EXPANSION 
OF THE UNIT AREA, FORMATION OF THE FALLS CREEK, GRASSIUM OSKOLKOFF, AND SUSAN DIONNE 
PARTICIPATING AREAS, AND AMENDMENT TO THE UNIT AGREEMENT, dated June 30, 2003, at pp. 12-13 
("The finally determined Falls Creek PA and the tract allocation schedule for those participating lands will be re­
determined retroactive to the first day of production from the participating area. Any imbalances created by the
retroactive adjustment of the Falls Creek PA tract participation schedule ·will be made fi·om production of Unitized 
Substances from the Falls Creek PA after the effective date of the revised tract participation schedule."). 
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ATTACHMENT 2:  
Proposed Exhibit A – Ninilchik Unit 2016 Proposal 
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UNIT SUMMARY PAGE
NINILCHIK UNIT

KENAI PENINSULA BOROUGH, ALASKA
2016 Proposal

The following summary page recapitulates unit  acreage in the Ninilchik Unit
by ownership class.

LAND OWNERSHIP NET ACRES
PERCENTAGE
        OF UNIT

Federal Lands 232.90000 0.902517%
State of Alaska Lands 20,015.13200 77.561166%
University of Alaska Lands 661.35000 2.562815%
Cook Inlet Region, Inc. Lands 1,519.65000 5.888835%
Patented Fee Lands 3,490.68240 13.084667%

Unit Total 25,919.71440 100.00000%

2016 Proposal
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ATTACHMENT 3:  
Proposed Exhibit B - Proposed Ninilchik Unit (Maps) 
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ATTACHMENT 4:  
Ninilchik Unit Overview 2016 proposal map  
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