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INTRODUCTION AND BACKGROUND

Escopeta Oil Company, LLC (EOC), submitted a unit application (Application) to the Alaska
Department of Natural Resources (DNR), Division of Oil and Gas (Division), to form the
Kitchen Unit (KHU) on December 11, 2006. The Division found the Application complete on
December 13, 2006.

EOC proposes to include 18 leases, 15 of which are 75 percent owned by EOC and 25 percent
owned by Taylor Minerals, LLC (TLM), one of which is 100 percent owned by EOC, and the
two remaining leases, ADL 389923 and ADL 389507, are 100 percent owned by Forest Alaska
Operating LLC (FAQ). The Division is excluding the FAO leases from the proposed unit as a
part of this decision. The leases in the approved unit, and their corresponding lease numbers,
acreages, state royalty interests, lease effective dates, lease form, ownership, and current lease
expiration dates are shown below in Table 1.

Table 1

KITCHEN LEASE DATA

. Royalty
RState Lease L E \:‘Jgrkm? Owners and Lease
ADL Acres I oyalty Effective cease rorm nteres Percent Expiration
nterest Date Issued on Owners asaliidiv Date
% a and Percent 9
state
(Overrides)
EOC 75%
389926 5,760 12.5 11/2002 DOG 200004 TLM 25% 17.5 12/31/2008
DOG 200204
390548 3,193 12.5 6/1/2005 (Rev 10/03) " 17.5 5/31/2012
389925 3786 12.5 1/1/2002  DOG 200004 " 17.5 12/31/2008
389924 5,020 12.5 " ! ! 17.5 12/31/2008
DOG9609
389190 2,560 12.5 2/1/2000 {Rev 9/99) " 17.5 1/31/2007
389193 2,560 12.5 " 4 ’ 17.5 1/31/2007
389192 2,560 12.5 " " " 17.5 1/31/2007
389189 1,920 12.5 ) * v 17.5 1/31/2007
389918 3,840 12.5 1/1/2002 DOG 200004 & 17.5 12/31/2008
DOG 200204
390554 2536 12.5 6/1/2005 Rev 10/03) " 17.5 5/31/2012
DOG 9609
389191 1,920 12.5 2/1/2000 (Rev 9/99) 4 17.5 1/31/2007
389917 1890 12.5 1/1/2002 DOG 200004 " 17.5 12/31/2008
389914 634 12.5 11/2002 DOG 200004 E 17.5 12/31/2008
389919 640 12.5 " DOG 200004 . 17.5 12/31/2008
3911086 1,280 12.5 1/1/2007 DOG 200604 EOCC 100% 12.5 12/31/2012
EOC 75%
389915 634 12.5 11/2002 DOG 200004 TLM 25% 17.5 12/31/2008
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The acreages in Exhibit A proposed by EOC for inclusion in the KHU within sections of ADLs
389914, 389915, and 389917 are inconsistent with Division computer protracted values;
however, are consistent with the lease legal description. The correct acreages for these leases are
listed in Table 1. The Division computer protracted values are correct and the lease legal
descriptions are incorrect. EOC shall provide a revised Exhibit A within 30 days of this decision
reflecting the correct acreages for sections of ADLs 389914, 389915, and 389917 proposed for
inclusion in the KHU. The Division will correct the lease legal description acreages.

The proposed KHU severs ADLs 389924, 389189, 390548, 389925, 389914, 389915, 389917,
389918, 389919, and 391106 to conform the KHU boundary to the known reservoir boundary
based on currently available geologic, geophysical, and engineering (G&G) data. All acreage
severed from existing leases, as a part of this decision, continues under the terms and conditions
set out in the leases.

The Division issued ADLs 389189, 389190, 389191, 389192, and 389193 on lease form DOG
9609 (Rev 9/99). EOC agreed with the Division to replace paragraph 36(b) in the DOG 9609
(Rev 9/99) lease form with paragraph 36(b) from the current lease form DOG 200604. Paragraph
36(b) from the current lease form DOG 200604, states the following:

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 defined in 11 AAC 83.229(a), (b)(2), and (c)-I
[sic].

This change provides a consistent field price transportation deduction under the lease forms
included in this unit.

The Division will administer the KHU under state regulations, the terms expressed in this
Findings and Decision document, and the KHU Agreement (Agreement).

EOC is the designated unit operator. EOC is qualified to act as unit operator under 11 AAC
83.331 because EOC is qualified to hold a lease and is willing to assume the obligations under
the Agreement.

APPLICATION FOR THE FORMATION OF THE KITCHENS UNIT

EOC submitted the Application to form the KHU and paid the $5,000 unit application filing fee
on December 11, 2006. The Application included: the proposed Agreement; Exhibit A to the
Agreement, legally describing the KHU, its leases, and ownership interests; Exhibit B to the
Agreement, a map of the KHU; Exhibit G to the Agreement, the proposed plan of exploration
(initial POE); and a Unit Operating Agreement between the working interest owners (WIOs).
The Agreement, which uses the State Only Model Form, dated June 2002, with modifications,
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will conform and modify 16 individual State of Alaska oil and gas leases so that unit operations
can be conducted on a unit basis instead of on a lease basis.

11 AAC 83.306 requires a completed application to include a Unit Operating Agreement
executed by the WIOs. The Application, which was deemed complete by the Division, included
a Unit Operating Agreement executed by EOC and TLM and confirmation from EOC that FAO
had been invited to join the KHU.

In correspondence from EOC to the Division dated December 20, 2006, and included as
Attachment 6, EOC indicated the FAO leases, ADL 389923 and ADL 389507, were mistakenly
included in the Application and that EOC does not consent to the inclusion of any of FAO’s
acreage in the KHU. EOC submitted revised Exhibits A and B to amend the Application on
December 20, 2006 to remove the FAO leases from the Application. The Division notified EOC
that a decision on the amended application could not be issued before January 31, 2007, when
five of the leases proposed for inclusion in the unit would expire. Because public notice,
comment, and review periods were required for the amendment and there was not adequate time
to re-notice EOC’s proposed amendment to the Application, the FAO leases were considered as
part of the Application. The Division excluded them from the KHU for the reasons discussed
below.

The Division cannot accommodate amendments late in the Application process, especially when
the underlying Application is submitted late. 11 AAC 83.311 provides for a 10-day public notice
preparation period, and a 30-day public comment period. Under 11 AAC 83.316 the Division
has 60 days after the close of the public comment period to issue a decision. The Application
was filed on December 11, 2006, the public notice was issued on December 14, 2006, and the
public comment period ended January 18, 2007, leaving 14 days after the close of the public
comment period for Application processing. Because of these regulatory timelines, applicants
risk denial of an application and resulting lease expiration if they fail to submit an application at
least 90 days before the leases proposed for inclusion in the unit will expire.

The Division published Application notices in the Anchorage Daily News and in the Mat-Su
Valley Frontiersman. The Division also posted notices on the state’s online public notice Web
page, DNR’s public notices page, and the Division’s Web page. The Division provided copies of
the public notice to the Mat-Su Borough Assembly and mayor; Mat-Su Borough Planning
Department; Mat-Su Borough Port Commission; Mat-Su Resource Conservation and
Development; Wasilla City Clerk; mayor and City Council; CIRI, Tyonek Village Corporation;
the Native Village of Tyonek; Knik Tribal Council; Knikatnu Inc.; Alexander Creek, Inc.;
Friends of Old Knik; Knik-Fairview Community Council; and other interested parties in
compliance with 11 AAC 83.311. The Division also provided public notices to the Alaska
Department of Environmental Conservation; the Alaska Department of Fish and Game;
Department of Natural Resources, Southcentral Regional Office of the Division of Mining, Land
and Water; the Department of Natural Resources; Office of Habitat Management and Permitting
Southcentral Area Office; Mat-Su State Parks Citizen Advisory Board; and to post offices,
libraries, print media, public television, and radio stations in the area. The notice invited
interested parties and members of the public to submit comments by January 18, 2007.
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In addition to correspondence from EOC, referenced and discussed in this decision, the Division
received public comments on the Application as follows.

Jerome Dodge of Kenai, owner/operator of Inlet Drilling Alaska Inc., requested that
the State allow creation of the Kitchen Unit to benefit the economy of Alaska and
particularly the economy of the Kenai area by enabling more local oil and gas
development.

Curtis Breckon, petroleum geoscientist from Skiatook, Okla., that indicated he is
familiar with the geology of Cook Inlet and asserted that “the creation of the
Kitchen Unit, in the area proposed by Escopeta Oil Company LLC is necessary to
develop, conserve, and enhance the petroleum resources of Cook Inlet.”

The Division received the following public comments on January 19, 2007 and on January 22,
2007, both after the close of the public comment period:

Jack Focose, general manager of Atigun Inc., indicated he has lived and worked in
the Cook Inlet area for 30 years and that creation of the KHU in the area proposed
by EOC is “very necessary to develop and enhance the petroleum resources of Cook
Inlet.”

Judene Van Cleave of the Nikiski Chamber of Commerce indicated that the
“Nikiski Chamber of Commerce feels that this project (Kitchen Unit) is necessary
to develop, conserve and enhance petroleum resources of Cook Inlet which are in
decline. It is crucial to seek additional reserves. Escopeta’s efforts to bring a jack-
up rig to Cook Inlet will help extend the life of Cook Inlet production and provide
long-term jobs and business opportunities in the region.”

In addition, FAO provided comments neither supporting nor opposing unitization, and neither
supporting nor opposing inclusion of its two leases in the KHU.

DISCUSSION OF DECISION CRITERIA

AS 38.05.180(p) gives DNR the authority to approve a unit when necessary or advisable in the
public interest to conserve the natural resources of all or a part of an oil or gas pool, field, or like
area. The DNR commissioner (Commissioner) reviews unit applications under 11 AAC 83.301 -
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
(Director).

The Director will approve a unit application upon finding that it will: 1) promote the
conservation of all natural resources; 2) promote the prevention of economic and physical waste;
and 3) provide for the protection of all parties of interest, including the state in accordance with
11 AAC 83.303(a). 11 AAC 83.303(b) sets out six factors that the Director will consider in
evaluating a unit application. A discussion of the subsection .303(b) criteria, as they apply to the
Application, is set out below, followed by the Director’s findings under subsection .303(a), and
the Director’s conditional approval of the Application.
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1. The Environmental Cosis and Benefits of Unitization

The administrative approval of the KHU has no environmental impact itself because it does not
authorize the unit operator to conduct operations within the unit. Unitization does not waive or
reduce the effectiveness of the mitigation measures that condition the lessee’s right to conduct
operations on these leases. The Division’s approval of the KHU and initial POE is only one step
in the process of obtaining permission to drill wells and develop any reservoirs within the unit
area.

The unit operator shall obtain approval of a unit plan of operations before conducting
exploration, development, or production activities. Plans of operations must describe the
operating procedures designed to prevent or minimize adverse effects on natural resources and
must identify the sites for planned activities and the specific measures, design criteria,
construction methods and operational standards to be employed. It must also address any
potential geophysical hazards that may exist at the site. The plan of operations application
undergoes a multi-agency review under the Alaska Coastal Management Program (ACMP).
This process includes public notice and opportunities for comment under ACMP-enforceable
policies (11 ACC 110.510). The Division also invites comments specific to a unit plan of
operations application during the ACMP review comment period. In the case of the KHU and in
response to a public request, a public notice will also be issued to announce that EOC has applied
for a plan of operations.

The Division develops mitigation measures for Cook Inlet in the context of it lease sales. The
leases included in the KHU by this decision contain mitigation measures, stipulations, and
advisories designed at the time of the lease sale to protect the environment. But, under 11 AAC
83.303(b)(6), and as a condition of creating this unit, the Division will apply the most recent
mitigation measures to all operations, regardless of when the lease was issued. It is in the public
interest to apply the most current knowledge about what measures are necessary to protect the
environment to operations in the KHU.

When the operator proposes to further explore and develop the unit area, with any increase in the
approved footprint or any other significant modification in operations, it must submit a new unit
plan of operations. The plan of operations application, review, and approval process therefore
ensures that environmental impacts of initial and future developments will be addressed under
the regulatory process.

The environmental impact of unit operations will depend on the level of development activity,
the effectiveness of mitigation measures, and the availability of alternative habitat and
subsistence resources. Unitization consolidates exploration, development and production
activities so that a group of leases can be explored, developed, and produced as one, thereby
lessening the impact on the environment, habitat, and subsistence activity in comparison to
development on an individual lease basis. The environmental costs and benefits of unitizing the
leases justify approval of the Application under the section .303(b)(1) criteria.
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2. The Geological and Engineering Characteristics of the Reservoir or Potential
Accumulation and Prior Exploration Activities in the Unit Area

Introduction

The Kitchen and East Kitchen Prospects are located in the middle of Cook Inlet to the west of
East Forelands and due east of the Middle Ground Shoal field. The prospects lie on trend with
the North Cook Inlet gas field approximately 16 miles to the northeast and the Cannery Loop and
Kenai gas fields to the south. Water depths are generally less than 100 feet over the structures.
EOC provided the Division with some geologic and geophysical data to support the evaluation of
both Kitchen prospects. The geological data consisted of a structural contour map of the upper
Tyonek horizon, paper copies of SP and Resistivity wireline logs from two wells north of the
proposed unit, the Shell SRS State #1 and #2 wells, and an idealized cross section through the
prospects. EOC did not provide any maps for the shallower Sterling or Beluga horizons. The
geophysical data EOC consisted of eight interpreted paper seismic lines (four strike and four dip
lines) for East Kitchen and six interpreted paper seismic lines (all dip lines) for Kitchen. EOC
reprocessed three of the seismic lines using wavelet energy absorption (WEA) techniques for
both the East Kitchen and Kitchen Prospects.

History of Oil and Gas Exploration

The modern era of Cook Inlet exploration began in 1955 when Richfield Oil Corp. embarked on
a drilling program centered around Swanson River on the Kenai Peninsula. In July, 1957 the
company discovered oil in the Swanson River Unit #1 well, drilled to a depth of 11,000 feet. It
tested oil at 900 bpd from the Tertiary Hemlock Conglomerate, with reserves estimated at 250
mmbbl (million barrels). In October, 1959 Union Oil Co. of California and Ohio Oil Co.
discovered the Kenai gas field on the Kenai Peninsula. It is the largest natural gas discovery in
the basin, estimated at 2.4 tcf (trillion cubic feet). Production began the following year and
continues today. In 1962, Pan American Petroleum Corp. discovered the Middle Ground Shoal
oil field, the first offshore discovery in the Cook Inlet Basin. The first offshore production
platform (Shell Platform A) was installed on this field by Shell in 1964 to develop the Middle
Ground Shoal oil field. In 1965, Unocal discovered the McArthur River field, the basin’s largest
oil field estimated at 1.5 Bbbl. Additional oil discoveries were made by Unocal at Trading Bay
and Mobil Oil at Granite Point to the north. Extensive exploration continued over the next
several years resulting in peak oil production of 82 mmbbl in 1970 and peak gas production of
223 bef in 1996.

As of September, 2006 a total of 1,155 (526 onshore, 629 offshore) wells have been drilled in the
Cook Inlet Basin, the majority of which were drilled from 1958-1970. From these wells, 14
offshore discoveries were made in addition to Swanson River and the Kenai gas field. All the
major oil fields that exist today were drilled between 1962 and 1965, and 14 of the 16 existing
offshore production platforms were installed between 1966 and 1969. From the period of peak

activity, oil production has declined steadily to around 7mbbl in 2005 and gas production has
leveled out at 203 bef.
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In Cook Inlet there are six exploration wells useful for evaluating the Kitchen and East Kitchen
prospects: Shell SRS State #1, Shell SRS State #2, Phillips Tern A-1, Arco South Cook Inlet
State #2, Arco South Cook Inlet State #3, and East Middle Ground Shoal State 18751 #1. The
Tern A-1 well was drilled to test gas in the Sterling and Beluga formations, while the other five
were drilled to test for oil potential in the Tyonek and Hemlock formations. The East Middle
Ground Shoal State 18751 #1 also tested for gas in the Middle Ground Shoal Sands.

The Shell SRS #1 was the first area well drilled in 1962 to a total depth of 16,375 feet MD. The
well was drilled on the crest of an anticline, informally termed the SRS anticline, and is the
structurally highest well in the area. Gas shows were recorded in the Sterling and Beluga
intervals and four DST's were conducted in the Tyonek, Hemlock and West Foreland formations.
DST #4 in the Tyonek (13,055-13,270 feet MD) produced 489 barrels of 36.8-44.2 degrees API
oil with 3-10 percent water cut over a period of 34 hours. The equivalent rate was about 340
BOPD. DST #3 in the Tyonek (13,410-13,585 feet MD) produced 45 barrels gas cut and oily
mud along with 181 barrels of slightly gas cut and oily water with 13000 parts per million (ppm)
NaCl equivalent salinity. DST #2 in the Hemlock, from 15,410-15,665 feet MD, produced 107
barrels water (13000 ppm NaCl equivalent salinity) during a 20 hour flow period. DST #1A in
the West Foreland formation (16,021-16,082 feet MD) produced 70 barrels water with equivalent
salinity 14700 ppm.

Shell drilled the SRS #2 well in 1965 to a total depth of 15,403 feet MD on the southwestern
nose of the structure. Minor gas shows were noted in the Sterling and Beluga and minor oil
shows were encountered in the deeper section, but no tests were conducted.

Pan American Petroleum Corporation drilled the East Middle Ground Shoal State 18751 #1 in
1966 to test the Middle Ground Shoal and Hemlock Formations west of the Kitchen prospect.
Four of five DST attempts were successful. DST #1, #2 and #3 tested portions of the Hemlock at
depths of 13,584-13,901 feet MD, 13,584-14,634 feet MD and 13950-14105 feet MD
respectively. The first two DSTs were in open hole and overlapped. DST #3 was done in 57 liner
perforated at 13,950-13,980 feet MD and 14,075-14,105 feet MD also within the levels tested by
DST #1 and #2. Recovery from the intervals consisted of mud, gas cut mud and gas cut muddy
water. No oil was noted on any Hemlock test. Inflow during DST #2 indicated a rate of 140
BPD of water cut mud and muddy water. DST #4 in the MGS sand recovered 205 barrels 80%
water and 20% gas cut mud and gas cut muddy water. Liquid hydrocarbons were not noted on
the test summary. DST #5 in the MGS sand was aborted after a packer failure.

In 1982 Phillips Petroleum drilled the Tern A-1 well on the northeastern nose of the SRS
anticline to test for gas in the Sterling and Beluga formations. Seven DST's were run with one
producing gas at uneconomic rates. DST #2 in the Beluga Formation (5,868-6,256 feet MD)
produced gas at rates between 350-540 mcf/d at 50 psi during a 16.2 hour test. A second test
produced gas with water; however, sand production prevented separator measurements. DST #4
in the Beluga Formation (5,592-5,602 feet MD) produced gas and water. Sand production
prevented separator measurements. The interval was treated with mud acid and recovered gas
and water, but sand production again prevented measurements. DST #7 in the Sterling Formation
produced water into the tubing (none to surface). DST’s 1, 3, 5 and 6 failed mechanically or tools
plugged and provided no information.
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More than a decade later, Arco Alaska Inc. embarked on a multi-well program to evaluate the oil
potential of the Tyonek and Hemlock formations in both the SRS anticline and the more northern
North Cook Inlet anticline, the two separated by a structural saddle. The South Cook Inlet State
#3 was drilled in 1993 to a total depth of 16,000 feet MD on the southwestern nose of the SRS
anticline. Gas and oil shows were poor and the one DST recovered 1,896 barrels water with 15-
30 percent solids and trace oil during a 29 hour test. The equivalent rate was about 1,570 BWPD.

The South Cook Inlet State #2 well was drilled later that year on the northeastern nose of the
structure to a total depth of 15,189 feet MD. Significant gas shows were noted at several
horizons while drilling. Six DST's were run with only minor production of oil. DST #1 tested the
Tyonek Middle North Foreland sand from 14,752-14,780 feet MD and recovered less than four
barrels brine during a 6.3 hour test. DST #2 in the Tyonek-Upper North Foreland sand at 14,563-
14,780 feet MDD (included interval from DST #1) and recovered 66.5 barrels including brine,
mud cut water with oil stain during a 50 hour test. DST #3 tested the Tyonek - Lower Sunfish
sand from 14,300-14,400 feet MD for six days and recovered 162 barrels, 90 percent water and
about 10 percent 36.5 degree API oil. The interval was nitrogen lifted to enable recovery of
formation fluids. DST #4 tested the Tyonek Formation—Upper Sunfish sand from 14,210-14,235
feet MD and recover less than two barrels of brine during 9.3 hours. DST #5 recovered less than

eight barrels brine during a nine hour period from the Upper Sunfish sand at 13,988-14,025 feet
MD.

The results of the drill stem tests from these wells suggest both the Sterling-Beluga and Tyonek
horizons are capable of producing fluids in significant quantities. The nature of the fluids
(hydrocarbons versus water) will depend on the existence of appropriate traps. The initial POE
will enable EOC to ascertain the nature of the fluids,

Regional Tectonic Setting and Structural Geology

The Cook Inlet Basin is an elongate, northeast-southwest trending, fault-bounded forearc basin
that extends from the Matanuska Valley southward along the Alaska Peninsula. It formed in
response to the northward migration of the Kula and Pacific tectonic plates and subduction
beneath the southern Alaska margin of the North American plate. Subduction of the oceanic
plates resulted in the formation of the Alaska continental margin consisting of accretionary
complex, magmatic arc and forearc basin. Underthrusting and offscraping of deep sea sediments
at the inner wall of the oceanic trench resulted in an accretionary wedge bordering the southeast
side of the forearc basin. Crustal melting associated with the subducting plates created a
magmatic arc along the western and northern basin margin. The basin is filled with Mesozoic
and Tertiary sediments deposited in the arc-trench gap and is bounded by major faults. The Bruin
Bay and Castle Mountains faults delineate the northern and northwestern boundaries and
separate the volcanic arc complex from the basin fill. The Border Ranges fault forms the
southern and southeastern boundaries and separates the accretionary prism from the continental
crust that underlies the basin. Motion along these faults has resulted in extensive local
deformation resulting in a series of anticlines and related structures that form structural traps for
hydrocarbon accumulations. The East Kitchen Prospect as mapped by EOC consists of the
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southwestern nose of an asymmetric, doubly plunging anticline with more steeply dipping
western limb. It is located south of North Cook Inlet anticline and east of Middle Ground Shoal

anticline, both of which are basement-involved fault propagation folds that have successfully

trapped hydrocarbons. The Kitchen Prospect as mapped by EOC is formed by the up dip

displacement of Tertiary strata against north-south trending thrust faults. Similar thrust faults i
form the western boundaries of the Middle Ground Shoal and Granite Point fields.

Depositional Systems and Stratigraphic Framework

The upper Cook Inlet basin contains predominantly Tertiary (Paleocene to Pliocene) non-marine
sediments of the Kenai Group that are composed of fanglomerates near the base and are overlain
by and interfinger with fluvial facies. The section contains numerous local and regional
unconformities. The Kenai Group is divided into five formations (from oldest to youngest): West
Foreland, Hemlock, Tyonek, Beluga and Sterling. The West Foreland Formation is Eocene in
age and consists of tuffaceous sandstones and conglomerates of poor reservoir quality. The
Oligocene Hemlock Formation consists of clean, porous sandstone and conglomerate with good
reservoir quality that form proven oil reservoirs in many parts of the basin. The overlying
Tyonek formation consists largely of siltstone, sandstone and coals of Oligocene to Middle
Miocene age. It has been the target of considerable oil and gas exploration in Cook Inlet. The
source of oil present in the Hemlock and Tyonek formations is believed to be marine strata of
Middle Jurassic age. The Beluga Formation, Middle to Late Miocene age, contains siltstone and
thin, muddy sandstone layers that are interbedded with abundant thin coals. The Sterling '
Formation ranges in age from Latest Miocene to Pliocene and consists largely of stacked porous
sandstones with blocky log signatures. Coals are thinner and less abundant than in the
underlying Beluga Formation. The Sterling and Beluga formations are the major gas reservoirs in
the nearby North Cock Inlet (12 miles northeast) and Beluga fields (18 miles north) and are the
primary targets in the Kitchen and East Kitchen Prospects. The gas is believed to be of biogenic
origin derived from Tertiary coals and organic siltstones.

The Tertiary clastic sediments described above were deposited into the Cook Inlet Basin as two
major non-marine depositional systems consisting of alluvial-fan and axial-fluvial systems. ,
Alluvial-fan systems occur along the margins of the basin and were sourced from adjacent '
highlands created by the basin-bounding faults. The fans are conical, lobate deposits of

predominantly coarse-grained sediments emplaced by water and gravity-induced density flows.

Migrating axial-fluvial systems occupy the central portion of the basin and interfinger with the

fans towards the basin margin. These fluvial systems result in the thick accumulation of

sandstone, siltstone and coal in the basin center. The sedimentary accumulations of these two

systems are regionally time transgressive and represent laterally equivalent facies deposited

across the basin. The Kitchen and East Kitchen Prospects lie in the center of the basin and

consist mainly of the axial-fluvial facies.

The present day thickness of the Tertiary strata varies along the axis of the basin. The deepest
part of the basin is located in the northwest corner of the Kenai Peninsula (12 miles southeast of
the Kitchen Prospects) where 25,000 feet of Tertiary non-marine sediments overlie a thick
sequence of marine Mesozoic sediments. Tertiary strata thin to the south to less than 1500 feet
over the Seldovia Arch located 100 miles south of the Kitchen and East Kitchen Prospects.
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East Kitchen Prospect

The East Kitchen Prospect identified by Applicant lies on the southwestern nose of the NNE-
SSW trending doubly plunging SRS anticline originally penetrated by the Shell SRS State #1
well in 1962. The SRS anticline is approximately 2.5 miles wide and 9 miles long and plunges to
the north-northeast and south-southwest. It lies on trend with the North Cook Inlet gas field to
the north and the Cannery Loop and Kenai gas fields to the south. The southwestern nose of the
structure that forms the prospect is located in the middle of Cook Inlet approximately 16 miles
southwest of the ConocoPhillips Tyonek platform and six miles northeast of Port Nikiski. Water
depths average 70 feet over the structure. The SRS anticline is asymmetric with steep dips on the
western limb and shallow dips of generally less than 15 degrees on the east. The Sterling and
Beluga sands are the primary targets for gas; oil is the primary objective in the lower Tertiary
section. EOC provided one seismic line that was interpreted to show four-way closure at
unspecified shallow depths. At depths below -10,000 feet subsea three-way closure is mapped.
Their structure map of the Near Top Tyonek drawn with a 500' contour interval, however, does
not show structural roll over (closure to the north). If, indeed, there is structural roll over to the
north, the closure must be less than 500' (the mapped contour interval). Closure to the north also
depends on a mapped normal fault with up to 500 feet of throw trending east-west separating this
prospect from the crest of the SRS anticline. EOC mapped this prospect using eight seismic lines
that cover only a portion of the area. Although the seismic data submitted for this area does
show indications of faulting on the far eastern side of the prospect, there is no evidence that the
north bounding fault exists. Division in-house seismic data contradicts EOC’s interpretation that
the proposed structural roll over and north bounding fault exist as mapped. The Applicant fails to
supply sufficient data to show the presence of a potential reservoir.

Kitchen Prospect

The Kitchen Prospect lies in the middle of Cook Inlet to the west of East Forelands and due east
of the productive Middle Ground Shoal field. EOC has mapped a prospect formed by the up dip
displacement of the Tertiary strata against two major north-south trending thrust faults, the West
Kitchen and MGS Kitchen faults. The faults, as mapped, parallel the Middle Ground Shoal fault
system to the west and forms the western edge of the prospect. East of the faults, the Tertiary
strata dip uniformly to the east in a homocline. The Sterling and Beluga sands are the primary
targets for gas; oil is the primary objective in the Tertiary section. EOC mapped this prospect
using six seismic lines with only two lines defining the primary structure. Division staff question
the interpretation of this data and Division in-house seismic data contradicts EOC’s
interpretation that the proposed fault system and resulting prospect exist. The Applicant fails to
supply sufficient data to show the presence of a potential reservoir.

EOC reprocessed several of its seismic lines using a technique called wavelet energy absorption
(WEA) for both the Kitchen and East Kitchen Prospects. In the proper depositional setting, zones
that are filled with gas are thought to absorb more seismic energy than zones that are water
saturated. WEA processing is a technique that attempts to estimate this change in seismic wave
energy and use this difference as an indicator of the presence of gas by displaying the difference
as high amplitude bright spots on the seismic section. Over the East Kitchen Prospect, bright spot
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anomalies are present at the top of the prospect while on the Kitchen Prospect some bright spots
exist, but are located lower on the flanks of the prospect and do not align with the proposed fault.
It is also possible that other lithology or fluid types can cause this phenomenon and would show
up on the reprocessed lines as bright spots. This is part of EOC’s justification for a prospect in
East Kitchen, but would require some sort of barrier for a reservoir to be present in the prospect.

Summary

The geologic and geophysical data provided by EOC do not conclusively demonstrate the
existence of a viable hydrocarbon prospect in either the Kitchen or East Kitchen areas. EOC
interprets their sparse seismic data to map a hydrocarbon prospect and is willing to explore the
unit by drilling a well in 2007. Because EOC is willing to drill a well and test this prospect this
year, the benefits to the public of approving the unit outweigh the risks associated extending the
leases and delaying their inclusion in a future lease sale.

3. Plans for Exploration or Development of the Proposed Unit Area

The Agreement must include plans for exploration or development. 11 AAC 83.306(1). The
initial POE must include a description of proposed exploration activities, including the bottom-
hole locations and depths of proposed wells, and the estimated date drilling will commence. 11
AAC 83.341(a).

EOC submitted the initial POE, Exhibit G, with the Application. EOC proposed to possibly drill
two wells and acquire seismic in 2007, and drill a third well in 2008.

The Division proposed revisions to Exhibit G on December 21, 2006 and on January 16 and 17,
2007. Because of the G&G characteristics discussed above and the significant challenges EOC
will face in obtaining a suitable drilling rig, the Division asked for a firm commitment to drill a
well in 2007. The firm commitment, set out in Exhibit G of the Agreement, requires that EOC
drill a well in the Kitchens or East Kitchens prospect in 2007. The Division’s revisions are
incorporated into the final Exhibit G, shown as Attachment 3. On January 18, 2007, EOC
indicated the Division’s proposed revisions were acceptable.

There is no drill rig currently available on site. Locating a suitable rig and transporting it to Cook
Inlet are significant challenges. On June 27, 2006, EOC received a waiver of the Jones Act, so
that the TAI AN KOU, a foreign-flagged vessel, may be used to transport a jack-up drilling rig
(the “Tellus rig”) to Cook Inlet, Alaska, from Port Arthur, Texas. The rig is an independent leg,
cantilever jack-up rig that can work in 250 feet of water with a drilling depth of up to 20,000
feet.

The waiver assumed, based on EOC’s representations, that the Tellus rig would be moved
beginning in mid-July, 2006, and completed in September 2006. EOC originally planned to drill
in 2006. Those plans were deferred to 2007 in the Application. This delay may require EOC to
obtain an extension of the Jones Act waiver and make arrangements to use a different rig. EOC
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has been working to bring a rig to Cook Inlet for several years. The Application suggests that
EOC believes that it can execute a plan to bring a rig to Cook Inlet in 2007.

Under 11 AAC 83.341, EOC shall submit a second POE at least 60 days before the initial POE
expires. Alternatively, under 11 AAC 83.343, EOC may request approval of the first Plan of
Development (POD), if appropriate, at least 90 days before the Initial POE expires. Subject to
Division approvals and completion of the initial POE’s first year’s work commitments, the
regulations provide a mechanism for EOC to extend operations beyond the term of the initial
POE. Upon completion of the initial POE, the terms of subsequent POEs or PODs will be re-
evaluated.

Completion of the proposed drilling activities as scheduled during the one-year initial term will
satisfy the State’s performance standards and diligence requirements. Therefore, the plans for
exploration of the proposed unit area justify approval of the Application under the section
.303(b)(4) criteria.

4. The Economic Costs and Benefits to the State

The general work plan and assessment of the hydrocarbon potential in the KHU offers economic
benefits to the State if completed as contemplated and if hydrocarbon production is ultimately
proven commercial.

The additional assessment of the hydrocarbon potential of the leases will create jobs and in-state
economic activity in the short-term and if the exploration activity is successful, the State and its
residents will enjoy royalty and tax revenues and increased employment opportunities over the
long term. If gas is discovered and ultimately developed it will help alleviate a potential gas
supply shortfall in Cook Inlet and extend the life of Cook Inlet production.

If a jack-up rig is brought to Cook Inlet for this project it may be available for use by other
operators, which may lower costs on exploration and development in other portions of the Cook
Inlet basin. Assuming the initial POE is completed, this would be the first jack-up rig in Cook
Inlet waters since ARCO Alaska’s multi-well drilling program in the area in 1993.

The primary terms of five of the EOC and TLM leases will expire on January 31, 2007, but it is
in the best interest of the State to form the unit to facilitate the exploration efforts to stimulate
economic development and create a greater revenue opportunity through royalty sharing. If EOC
does not complete the initial POE work commitments, or if EOC does not submit a second POE
or POD that is approved by the Division, the unit will terminate, those leases will expire and can
be offered in a future lease sale.

Any additional administrative burdens associated with the formation of the new unit are far
outweighed by the additional royalty and tax benefits derived from any production that may
occur if the exploration and development activity is successful. Under the initial POE, with the
requirement that a well will be drilled in 2007, it is more likely that the leases will be explored
quicker than if the leases are returned to the state and re-leased.
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Therefore, the economic costs and benefits to the State of the proposed unit justify approval of
the Application under the section .303(b)(5) criteria.

5. Amendments to the Standard Unit Agreement

The Agreement defines the relationship between the unit operator, the WIOs, and the royalty
owners. It describes the rights and responsibilities, in addition to those imposed by state law and
the leases, of the operator, WIO, and royalty owners for exploration and development of the unit
area.

As a part of the Application, EOC submitted the Agreement using the State Only Model Form,
dated June 2002 including modifications requested by the Division. The final version of the
Agreement is shown as Attachment 4. Modifications requested by the Division, and
incorporated into the final version are shown in Attachment 5.

6. EOC Lease Amendment Provision and Royalty Cost Structure

Fifteen of the sixteen EOC leases in the proposed unit contain overriding royalty interests that bring
the total royalty obligation to 30 percent royalty, including the 12.5 percent to the State. In order to
protect the state’s interests, the leases include the following lease amendment provision:

“All Lessees must first extinguish any and all overriding royalty interest before applying for
royalty modification under AS 38.05.180 (j) or any other current or future royalty
modification provision in statute or regulation.”

This lease amendment provision was required by the Division as a condition of obtaining a short-
term approval (EOC requested lease assignment approval “as soon as possible” due to its
pending transaction related to project financing) of lease assignments from Escopeta Energy
Company to EOC.

7. Elimination of FAQO leases, ADL 389923 and ADL 389507

As a part of this decision, the Division is excluding the FAO leases, ADLs 389923 and 389507,
from the proposed unit. EOC shall submit revised Exhibits A and B reflecting the removal of
these leases from the KHU within 30 days from approval of this decision.

While it is uncertain if these two leases may encompass a portion of the reservoir based on
current geologic and geophysical data, after the leases are removed from the KHU, the remaining
reservoir may consist of “part of one or more potential hydrocarbon accumulations” consistent
with 11 AAC 83.356. The Division may approve the Agreement if the available data suggest
that the unit area covers all or part of one or more oil or gas reservoirs, or all or part of one or
more potential hydrocarbon accumulations and the Application meets the other statutory and
regulatory criteria.
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FAO did not ratify the Agreement or the Unit Operating Agreement and has provided comments
neither supporting nor opposing unitization, and neither supporting nor opposing inclusion of
their two leases in the proposed KHU. Without FAQ’s consent, or further evidence that the
leases must be included to protect the reservoir, they are excluded from this unit.

FINDINGS
The Application meets the criteria in 11 AAC 83.303(a) as discussed below.

1. Promote the Conservation of All Natural Resources and Prevention of Economic and
Physical Waste

Unitization allows operations, exploration, and development to be conducted more efficiently
across an entire unit area rather than on a lease basis. Infrastructure, such as production,
gathering, and processing facilities can be shared rather than constructing stand-alone facilities
on a lease-by-lease basis.

The formation of the KHU will allow state lands to be comprehensively and efficiently explored
and developed. The Agreement and Unit Operating Agreement and completion of the initial POE
and subsequent plans of exploration or development governing that production will help avoid
unnecessary duplication of development efforts. Infrastructure can be shared to require fewer
materials, less equipment and to minimize surface impacts, environmental risk, and waste, and to
promote the conservation of resources.

Unitization also allows marginally economic reserves, which otherwise may not be economic on
a lease-by-lease basis, to be produced in combination with more productive leases in a unit. The
KHU combines state leases allowing economies of scale so that less productive areas may be
developed along with the more productive areas. Providing access to marginal reserves within
the KHU prevents the physical and economic waste of those reserves. The relatively high royalty
burden creates some risk of economic waste if it were to preclude development. This risk is
discounted, however, because the initial POE sets out a drilling plan that will facilitate the
ultimate development and production of the reservoir, if oil and gas are discovered in
commercial quantities and terminates the KHU, if certain milestones are not met.

Finally, unitization ensures an equitable allocation of costs and revenues commensurate with the
value of the leases. Without an equitable cost-sharing formula, competing landowners or
individual leasehold interests could produce reserves without regard to the impacts on recovery
of other reserves owned by other leasehold interests. The KHU has two WIOs, EOC and TLM,
both of whom have signed the Agreement and the Unit Operating Agreement. Although their
working interests are currently the same across 15 leases in the unit, interests could change or
other WIOs could be farmed into the unit. When a participating area is formed, the unit operator
shall establish a method to allocate costs and production to the proposed unit based on the
geologic and geophysical information obtained by drilling.
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Exploration and development of the leases under the initial POE will reduce the incremental
environmental impact of production and will conserve natural resources and prevent economic
and physical waste. Therefore, the Division’s evaluation of the section .303(a)(1)(2) criteria
supports approval of the Application.

2. Provide for the Protection of All Parties, Including the State

The Agreement will protect the economic interests of the WIOs in the KHU, as well as the
royalty owners. There are two working interest owners in the KHU. The WIOs interests are
protected by the terms of the Agreement, which describes in detail how production will be
managed, and establishes a framework for agreeing how to share costs and revenues within a
participating area.

Before production commences from the KHU, a participating area must be formed and the
reservoir(s) will be better defined. When a participating area application is filed, FAO and other
adjacent landowners may evaluate whether additional leases should be included in the unit. The
unit boundaries can be adjusted to be consistent with the geologic and geophysical information
obtained by drilling.

The State’s economic interest is protected because hydrocarbon recovery from the unitized area is
more likely maximized than it would be on a lease-by-lease basis. Diligent development and
exploration under a single approved unit plan promotes efficient and more economic evaluation and
development of the State’s resources, while at the same time minimizing impacts to the area’s
cultural, biological, and environmental resources.

Also, the lease forms and the conditions of this decision provide, in part, that the state’s royalty
share will be free and clear of all lease expenses. Operating under the terms and conditions of the
lease and unit agreement provides for accurate reporting and record keeping, royalty settlement, in-
kind taking, and emergency storage of oil, all of which will further protect the state’s interest.

Future drilling, testing, and exploration will define the potential presence and lateral extent of
hydrocarbons within the KHU, and provide for the protection of all parties in interest, including
the State. The Division’s evaluation of the section .303(a)(3) criteria and the modifications to the
standard unit agreement supports approval of the Application.
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DECISION

1)

3)

4

5)

6)

7)

8)

9)

For the reasons discussed above, I hereby approve the Application, subject to the conditions
specified herein, including the terms and conditions in Attachments 1--5 to this decision. The
Agreement and the initial POE become effective as of 12:01 a.m. on the day following
approval by the Director.

The KHU will be administered by the Division under state statues and regulations, the terms
of these Findings and Decision, the leases, and the Agreement.

The acreages in Exhibit A proposed by EOC for inclusion in the KHU within sections of
ADLs 389914, 389915, and 389917 are inconsistent with Division computer protracted
values; however, they are consistent with the lease legal descriptions. The correct acreages
for these leases are listed in Table 1. The Division computer protracted values are correct and
the lease legal descriptions are incorrect. EOC shall provide a revised Exhibit A within 30
days of this decision reflecting the correct acreages for sections of ADLs 389914, 389915,
and 389917 proposed for inclusion in the KHU. The Division will correct the lease legal
description acreages.

The FAO leases, ADL 389923 and ADL 389507, are hereby excluded from the KHU. EOC
shall submit revised Exhibits A and B reflecting the removal of the FAO leases from the
KHU within 30 days from approval of this decision.

Under 11 AAC 83.301 — 11 AAC 83.395, the terms and conditions under which these lands
were leased from the state, and any amendments to these leases, the leases listed in
Attachment 1 and shown on Attachment 2, are included in the KHU, subject to the lease
acreage corrections and exclusions set out above in paragraphs 3 and 4.

The operator shall submit updated Exhibits A and B to the Agreement within 30 days
following approval by the Commissioner of any expansion or contraction of the unit area
under Article 13 or any change of the working interest or royalty interest in any unit tract.

In accordance with the Agreement and 11 AAC 83.341, an annual report is due that describes
operations conducted during each year of the initial POE. The annual report must describe
EOC’s exploration activities, including the bottom-hole locations and depth of the required
well, and the estimated date drilling will commence. The annual report must describe the
operations conducted under the initial POE.

The unit operator shall submit a second POE to the commissioner at least 60 days before the
initial POE expires. Alternatively, the unit operator shall request approval of the first POD, if
appropriate, at least 90 days before the initial POE expires. 11 AAC 83.341(b) and 11 AAC
83.343(c).

EOC is designated unit operator.

10) An approved unit plan of operations must be obtained before commencing any operations in

the unit area. Neither this decision, nor the initial POE, authorizes operations, or well testing
for royalty accounting purposes, or otherwise. A separate approval must be obtained from the
Division for all unit operations.
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11) EOC shall incorporate the following terms into the next POE or POD: “EOC shall obtain
approval from the Department of Natural Resources to establish an Initial Participating Area
within the KHU by December 31, 2010. Any lease or portion of a lease in the KHU not
included in an approved participating area by December 31, 2010, contracts out of the

12) The KHU severs of ADLs 389924, 389189, 390548, 389925, 389914, 389915, 389917,
389918, 389919, and 391106 to conform the boundary of the KHU to the known reservoir
boundary based on currently available G&G data to the extent possible. All acreage severed
from existing leases, as a part of this decision, will continue under terms and conditions
stipulated in the lease forms on which the leases were issued.

An eligible person affected by this decision may file an appeal, which must be made in
accordance with 11 AAC 02 before any appeal can be filed in the Superior Court. Any appeal
received by the commissioner’s office 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 Marty K. Rutherford, Acting Commissioner, Department of Natural Resources, 550
W. 7th Avenue, Suite 1400, Anchorage, Alaska 99501; faxed to 1-907-269-8918; or sent by e-
mail to dnr_appeals @dnr.state.ak.us. A copy of 11 AAC 02 may be obtained from any regional
information office of the Department of Natural Resources.

"’/”’/L/ [-32/-07

Kevih Banks, Acting Director Date
Division of Oil and Gas

Attachments: 1. KHU Exhibit A, Tract Description and Ownership Schedule
2. KHU Exhibit B, Map of the Kitchen Unit

3. Exhibit G, Plan of Exploration

4. Kitchen Unit Agreement

5. Modifications to Unit Agreement

6

. Correspondence
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Attachment 1: KHU Exhibit A, Tract Description and Ownership
Schedule
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Attachment 2
KHU Exhibit B, Map of the Kitchen Unit
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Attachment 3
Exhibit G — KHU Initial Plan of Exploration

The unit operator, Escopeta Oil Company LLC (EOC), shall complete an 11-month initial plan
of exploration for the Kitchen Unit (KHU), effective February, 1, 2007 to December 31, 2007.

1. By December 31, 2007, EOC shall drill one exploration well, within the KHU:
a. to one of the three bottomhole locations within the KHU, as set out in Table 1,
below;
b. to 16000 to 20000 feet TVD to test the Sterling, Beluga, Tyonek, and Hemlock
Formations; and
c. Log the wells (GR or SP, Resistivity and Neutron/Density or Porosity: appropriate
triple combo log).

2. EOC shall provide the Division a copy of all new seismic information it acquires, as well
as any interpretations of that data, including the following to the extent it is available:

a. digital navigation data (SEG P1, or UKOOA P-84 formats) and supporting post-
plots including navigation for the corners of the final processed 3D volume and
the datum for the coordinates;

b. final migrations in SEGY format (including both pre-stack time, and pre-stack
depth volumes when available) and nmo-corrected gathers with navigation in the
trace headers;

c. acquisition & processing report; and

d data medium should be DLT.

3. Unless the Division approves a second POE or initial POD, the KHU will automatically
terminate at 5 p.m., Alaska time, December 31, 2007, and EOC shall immediately
surrender to the Division all leases in the KHU whose primary terms have expired and
that do not contain a well certified by the Division, in its sole discretion, to be capable of
production in paying quantities, as those terms are defined in the first sentence of 11
AAC 83.105, effective the day the KHU terminates.

TABLE 1: PROPOSED WELL LOCATION INFORMATION

East Kitchen #1 Kitchen #1 Kitchen #2

ADL 389926: ADL 389924 ADIL 389917:

T9, North, R11 T9, North, R11 T8 North, R12
West, Section 22 West, Section 18 12 West, Section 3

Additional Provisions
1. EOC waives the extension provisions of 11 AAC 83.140, Article 15.2 of the Agreement,

and the notice, hearing, and judicial proceedings provisions of 11 AAC 83.374,
applicable to default and termination of the KHU.

Kitchen Unit Findings and Decision Page 1




2. In accordance with Article 8.1.1 of the Agreement and 11 AAC 83.341, an annual report
is due that describes the status of projects undertaken and the work completed during the
year of the POE, as well as any proposed changes to the plan. The update to the POE
must describe EOC’s exploration activities, including the bottom-hole locations and
depths of the well. All exploration operations must be conducted under the initial POE.

3. The Unit Operator shall submit a Second POE to the Commissioner at least 60 days
before the initial POE expires. Alternatively, the Unit Operator shall request approval of
the first POD, if appropriate, at least 90 days before the initial POE expires. 11 AAC
83.341(b) and 11 AAC 83.343(c).

4. EOC shall incorporate the following terms into the next POE or POD: “EOC shall obtain
approval from the Department of Natural Resources to establish an Initial Participating
Area within the KHU by December 31, 2010. Any lease, or portion of a lease, in the
KHU not included in an approved participating area by December 31, 2010, contracts out
of the KHU.”
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Kitchen Unit Agreement
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KITCHEN UNIT AGREEMENT

Tnh'e of Coatants

™l

ARTICLE 10 DFFIMTIONE. oot emee o0+t o it et e ctvmeese e seseses s retense s nea D
ARTICIE 2" UNIT AGREEMENT EXHIBITS 1 iutiess et eceamsevamesessncsssanass esenes ore s o v v
ARTICLE 3: CREATION ARD ETTECT OF UNI e vt it s v sibisens sementsmint sy s giiansin B
ARTICIFE 4 DESIGRATION CF UNIT OPERETOR | ..o eeveessossessesssessssses s simes see 3
ARTICLE £: RESIENATICON OR RFMGVAL OF UNIT OPERATCR. vviive cir e et v s evses vsviesnn8
ARTICLE 5 SUCCGESSOR LN T GPERATOR e i o n ts et vt eermesesee s s sscesse s s aen s
ARTIGLF 2 UNIT OPERATING ACREENMENT ittt vt eesrsinens e or ot oensrve sreaee B
SRIICLE 8 FLANS QF EXPLORATION, DOVELOPRMENT AND GFEATIONS .o 0 T
ARTICIE & PARTICIFATING AREA oo e e simas s s s e e B
ARTICLE10::ORPSET WELLS o ne e oo sttt 5905 i vsiensbsnesioossnsnns ol
ARTICLE 17+ ALLOGAIUN OF PRODUCTION (oocviies i1 seies et s smssess et s secssmssssngians 1oaee 10
ARTIGLZ *2 LEASES, RENTALS AND ROYALTY PAYMENTS ... ... oo\ ot e s 10
ARTICLE 13, UNIT EXPANS N AND GONTRACTION oo e 2
ARTICLE 14: UNII EFFECTIVE DATE, TFRMAND TERMINATION. ... oo v v v o123
ARTICLE 15 EFFECT OF LONTRALTION AND TERMINATICN . . . oo L 12
ARTICLEALE COUNTERPARTS, oot ioesosmomsossossoonss e bttt om0 55 omprsinv vidiseensssiisns 10
ART/GLE 17, LAWE AND REGULATIONS ot e oo - e ie ettt s e e e 1
ARTICLE 18; APPLARANCLES AND ROTICFS, . oo ceeemiec s oessineacsssimss cevies e o ss ovmssnnnns ™ ]
ARTICLL 190 JOINDER. | .. L o i s o e ote es smestsemssissssssmsessenesnns 1 B

ARTICLE 1Y, DEF AT coiiiinsnssiss ot S EE51 o iae samescmtmseaett b seis bt ssss s e s stmssmi bttt ceaniresoces 15

Lltek=r Lnif fgrezaenl Fags 1
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RECITALS

All ~ecard ree-ers of any right, site. ar Imerest in f-e ofl or gas “eservoirs of potanlial Iydrocarben
acaurilaticns to Be neluded it vs Unithave baen Invited to join this Agreemsrit.

The Cemmisgioner of the Department of Mahurzl Jesodreos, Sata ot Alasks, is autharzad by

Alasxa Btalules 5695, 130{g) sl () and applicakle reguiztions < cnnsant o =nd =aprave ail and gas unit
a&yrezmzrts ic expong, develep and praduce state 2° and pus rosem ous,

AGREENMENT

In zznsidzretiar of the mutael prarrises in this Agreement, the paties commut t~&ir rospectiva
it=rasts in the Unlt Area defned in Exalbit A and deoicted in Exbibic B 1o this AgreeT=at, =nd agres as
fo lowse:

ARTICLE14: DEFINITIONS

1.1 Aleska Qil and Gaz Conservation Commission (AOGCC) means the Irdapendart
aquasi=ucliclal agency of he Slate of Alasky eslublished by tha Alaska 01 znd Gas Conservatan Ac AS
31.06.

"7 Approved Unit Plan meansa Uil Pan that hes ocon approved by the Sammiss aner.,

13 Commlssloner mears e Connnissizrer af the Depa-tTent of Nefura’ Resournss, Sete
ot Alas<g, or tha Commissanar's ethonzed rapregentatve.

1.4 Effective Date meens the time cnd catc this Agreemont bacomes aifecive.
1.5 Lease or Luases menn wie or mare oil and gas [ease subiect to #1is Agreamart

13  Oil and Gas Rights mesns ihz rignts to exolere, tevelop, and produce Unllswd
Substanses.

{7  Oubside Subslances maozns cil, ges, fed other ~yracerhons and non-~wiracarbon
substances Jblaired frem cutzide the Linit Ares and ingocled inlo @ Resersoir [n e Unii Atea with the
ropraval 67 the Commissioner.

18 Qutside PA Substances mzans oil, gas, anc other hydrocarbons and ron-hvdrocaroor
substances phizined from cne ~attcipatng Area i the Unt Amea and injacied ita & Fssenrir in &
differet Padlclpatng Arwa iy the Unil Area w3 the Comm ssicner's appraval

1.8 Participating Arsa mezns 37 Urit Tracts and parks of Urit Tracts dasignatac as s
Partisipating Area ande- Aniicle 9 o alibeele Uritzed Eabsieness praduced from a Rasenmir,

1.10  Parlicipating Area Expense means Ell onst3, expe-ses or moshtadizss, whid: g
incusred by tha Unit Qperarsr for productior from or epasations in 8 Paricipating Araz and alncatad o i
Urit Tracle [n 1zl Faiuipaling Avea.

1.11  Paying Quanfifies maans a quantity ¢* Unltized Subslarcss sulfic ent e yisld & islun ™

exr=38 of operalny veslk:, cven of dnlling a71d equipment costs will nzver be repald and 1is Lnosraking
onsicared a5 e whoe will ukimately rasu’t 'n = Inas The quandty s neuibislonsts yigld 2 “stum in excess

Ki:chen Unit Aarsersrt Pege 2

Kitchen Unit Findings and Decision Page 3




of cperating eosls unsss it wil pracuce sufficent raveue ne! considaiing Lasportatian and marksting,
to induce a prudent oparator ko produce it.

112 Reservoir meanz that par: 37 the Unit Area conlsining 41 accuimuiati: of Uritized
Subsarces which hae bewn diszovered by diilling srd evslvaiod by tasting a well or wells, and waick s
geologically meparste from and no! In lyoiocaraen commuricaiaon with any ofver vl and gas
accurulbation,

113 Royalty Interest means a1 vwnarship right to ar inierss: i1 the aroud o valle of
Jritizard Substancas st Lhan a Waorking Interest

1.1 State mezns the Stefe af Alaskn acting In this Agrezmeqt though iz Commisaio .

1 Susteined Unit Production maoans corfruing nraducticn of Uritized Suostanses ar a
well in tre Un't Arwa into production Faciflizs z1c tarspotation o maikel. but dues nat iclude -astmg
eyvaltatios ar silot prodestion.

116 Unit Area means the lards susject to tis Agraemen?, described in Sxhib . A znd desicted
ir Exhinit B 1o this Agraearl, subrerged ar 1ot

197 Unit Equipment mesns all ssrscna preparty. Lease and we' aquipment, plonls,
dJlatiorms and aiher facilitlee and equivinent used. aken ovor or oherles accuied fur usz in Unit
Operatinng,

118 Unit Expense masns all 0qsts, expeises or indebtedness incirmed by the Unlt Opwizlor
(o Unit Operatinns, except for Partzipaling Arey Expansz.

118 Unlt Opsrating Agreement mzans e agreamart's) enterad inta by tra Unit Sosral:
ard U Werking interest Qwners, ag described In Arica 7.

120 Unit Operatlons means all uparatiols eanduetad in aacondance will: ga Aparoved Uni
Pl&n or Approved Unlt P ans

1.21  Lnit Operaior mezns ing pary designaied by ths Working Inisrest Owne's and aoproved
Exy the Cammissionar ta cordust Unit Ope-asions.

©.2¢  Unlt Plan mesns a unit plan of expioratice or dave opmant as darcibed in Atols &,

123 Unit Tract mes-s each s¢penate gsro= *hat s describeg) Ir Exhibil A and gven 3 Unit
T-=c- numbar.

124 Unil Tract Participation means fo parcentage allosaiion eredited fo @ Unil Tract in a
Faricizating Area to alocate Uallewd Subytances.

17»  Unillzed Spbstances means zll il gag and wssecialed sUbsiencas, as shose terms are
defined In the Lesres, pmduced Tom e Leasws within #1a Lnit Area

126  Working Interest means Iz inreres: helo In lanes by vilue of & leass operating
Egracneil, lee fitle or clhere'se, under which the cwaer of the inferest is vesed wid the liglt io explorz
‘3, develop And produce winerals: the righl delegzted tc a unt aporator by & unl agieemens i nat g
working interest

1.2%  Working Interest Qwiner mieans u party wha owns 8 Werking |ntenest,

Kicnar Unit Agrezrient Page §
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ARTICLE 2: EXHIBITS

21 The falawing Exhibits arg to b2 allacied io anc made a pa of this Agresrzrt Wagn
lhiz Agreemen- ‘s aparavad, orly kxhibrs &, B, ard G are required. Exhidit T is alo requicd wien -his
Afrestranlis aparovzd. i tha Unlt Asa incudes het Profil Stare Leasze. Tha Urit Coerstor skall SLARlY
all Exhibits.

il ExAinif A 15 a tabk that identifies and dascribes aash Uit Trant, and cispaya: the Unit
Tract rumbrr, tha Laase RUMbEr, Lhe Woikizg Inievest awnership the Rovaky [nfcocst ownarstlg, &nd tha
&ppliczble royalty and net poit shara retes applicatle 1 cach Unit [rac:. Wekin thirty days ater appreval
by the Commissiara- of any expansion o conlreslion of the Jrit Ares under Articls 13 or ary shanca af
the Werking Interust or Ruyely interest in any Vnit Tract, the Un't Operazor shalf submit a sevised Sxhiait
Ao he Cornissionsr.

2.3 Exhilil Bix a map thel showe tra baundary Ines o* e Ul Arza znd of 2ach Unit Tract,
wdentified by Unit Tract nurbe- ard Lease number, Within thiny days =581 *he Commissioner approves
any esnansion ar cenvaction of tha Unil Aiea under Article ‘13 or any change of ‘ha Wosling Intzras: ar
Royally Inlerestin any Unit Tact, tae Linit Qperatsr shall submi: 3 revised Exaiblt 3 fa the Somm ssianar

24 [Cxhibil C i comprised af = tabls for each Perldipallyy Arse establishes uader fhis
Agrgeenert. The Exhib® € table for eaca Partipating Arzz raust cispay f2 Unit Traet nemos s, logal
desarialinna, Leass aunbes, Vlorkirg Interast owe-emhip, Kowalty Injcrcel cwneship, and Uniz Tract
Paricipatio for that Parficpadirg Anea. Exl'ibits musl b praparad “or each Psrticipating Area establialed
in tr2 Unit Arar. The Unit Caeraior shall sdbmil an iritiz’ ar -avised Fxhibit G to 47¢ Cormnisebnar within
iniry days oft 1) the stectiva date of Ay Pertisipating Avva, 2§ any expansizn or confrastion o7 a
Parlicipaling Area 3) a0y division of intenest or eliscation formua sstebizhing n- myvising the Unlt Frast
Partieipaton of auy Uil Tiacl or Unit Trazts in 8 Pefticipadng Ared, or 45 any change of tre Warkirg
Inierezl o Royaliy latsressin aty Un’s Tract

25 ExhiLil B is surnprised of 3 map for each Panielpadng Avez. Each Exhibit D mag musat
sliow tha Eourdary lines of the Unit Ares, a Palcpating Area ard the Unit Tracts in that Pactizipating
Arzz danfifed Dy Ul Tract numoer and Leass number.  Withn thirly dsys after apptael by the
Conrigs,oner of a Partinipeing Ares or any exoanslon ar conraction o 2 Partmipating fAnza undor Ardile
9 zr any charge of e Working Imtorast of Reyshty Interestin any Unit Tiaet in u Parlicipating Aras the
Unit Goeralur «he] submit 2 reviszd Exhiait O tn the Commissiurar.

26 Cxhibit E ‘= comprissc =f a tabe fo- each Parlelpaling &rka thet displeye the allneation of
Farstlpetirg Arsa Expenss o sach Uni Tracl in iba Psizipating Ares, identifisd by Ual Tisel rumber
and Leasa number. Exhib 1 musl 2 piepared Tor e=ch Participating Area wstablishzd in the Unit Area,
The Unt Opesior shall submi ar inifial or revses Txhik E fo 512 Camrissinnsr wherever an Itllial o
1evisad Exhibit € iz wquinel,

ZT Exhini- F 'z a table that <lspaye Whe allacation ¢f Unit Expense to each Unlt Track in the
Uit Ares, identified by Uil 1iacl number ane Lesse rumbar. ‘The Uit Cperaior skali suamt an initia or
roviged Exlibif F bo the Commiaziare- vhanever 2= inltial or revised Exhiait A is recured il 1ne Ut Aras
insludes Net Prafit Share Leases. Tha Unit Operanr may subit & revesy Cxhilfl F aryics, but ary
revisions Lo Exhibil F sie not eifeciive until aparoved by 198 Cemmissicnes

24U Exhibt G ie the anit plan of sxplerzion or Lait plan of dzvelspment equisd by Lho
1egulsiions, and Article & of this Agree et

Kizbar Unit Agcament Page 4
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ARTICLE 3: CREATION AND EFFECT OF UNIT

31 All €1 and Gae Righis in ard ta the ands desoringe it Exhibit A ard showre in Exhioit 2
a-¢ sUbjast to this Agrzemart so shat Unit Opseraliors vall be canducwed as if tha Urit Area wes 8 single
Lease

32  Solong asthis unit reraing In wllssl, each Leage in the Urit Area zhe | 2ortnue i otfaet.

13 Except as artharsiza provided n thie Agieerent, whete only & parion of a lease is
commited 2 dv's Agreemenl, lhe: =ammiimant canstifvtes 8 seversnce of <he leasa Inle anlioed and
ronanitized porions. THe parian of the leased zrae not comimitied to 15 Agrsement vall ke tregied as a
soparate and cisbingt [zase and mey be malntmined arly in accardaraez with tha tarms and condilons of
the |sase, statites. and reoutabons, Any poition of e leased area not commiticd 1 this Adrsament vl
nel be gmecied ar e anitizalion oy opsraticns i the Unil Ares, or oy 8 suspensian agpraved ar amened
by thz Camrigrinnes, |F a 2ase nas a vl eorifiza as cepsble o procuciion i1 paying quonlilss on i
befors connrriliert wo this AgreeTent, the '2res= will not e seversu by Likizalon. If any parion nf the
Lazse iz ncluded in @ Paticipating Avea forree Jnde- this Agremen, the enfire Lease will renien
commitied to this Agreeme-’ and e Lease vl nct be szveed

d<  Pmduction of Untized Sudslancss in Paying Quenities frar Ay anrt of 9 Mariclpallie
Are anall be eoneidered praducion from akzh Unit Taes in e Pariapeiag Area. 't skall cause the
puillun of each Lazsz that is wially £r partialty wiheq e Partizipating Area o canfiue in effact a5 i 2 wel
were producing lrom vash Unik [ractin the Part sinating Area.

35 The previsions of e valious Leases and zgraements pertgning 1o e respaclive Leasss
or pmducton tre lhose Leasas aie anetded aniy o the extent nocossany te maks shem zznicm io five
writen provisinos of itis Aqrezment Qtherw'se, o arovisions of thzs2 | arses and sgreements sl
remzin in full fe e a7d olioct

3.8  This Agreamant shall not 152 construad ta iransfer fille to Ol and Gas Righls oy any pariy
b any ctasr sarly or c the Uit Coeraion,

ot All dala and irformistion deiermi-ed by the Comm ssicner e be racessery for the
atdminist’adon of this Agreement or for the performanica at staiutory rsrparsikiltiss shall be providuee by
ihe Unit Casrater, or Woritag [Mlerast Cwners, ar bach, upan wsitten equest. Al data and iicrmaijion
argvided 1 tae Cammisaione- shall be protested! fTom disclosuie under the Lease coveming aw, and
reydl=tians

ARTICLE 4: DESIGNATION OF UNIT OPERATOR

41.  FEscopeta Cll Cantoany is designaied as the Uit Operator.  Ezcopsla Cil Company
Garees to acceps Iha rghts and abligefinnz af the Unit Cpeizlor {o corduct Unit Dpersticns £na to exoloe
fur, cavelzo and prad.re Uniized Sukstances as providac in thiz Agreemean,

£.2.  Exceat as mharwisa provided in this fgreement and sukiect o the iems and candlficns
af Approvad Uit Plang, the exshesive rights and abigations of the Warking lilg:est Owners <o condiict
operatlens e axplore far, develop and praduee |initizse Subetancss in the Uni; Area are delegaizd i and
57all ba exagisad by the Unll Cperalor. This delegetdnn doss ro: relieve a legzsw of she otlijzhian 0
camply with al Leass '=nns. T1e Unic Operam- shail notty the athe* Warking Irterast Dwners a1 Lhe
Commissianer of eclinns faken by the Unlt Coscatar under this Agresment.  1he Unlt Oparate- s12i
minimize anel eansolidate = 2riace Edlities s minimize su-faca imascis.
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ARTICLE 5! RESIGNATION OR REMOVAL OF UNIT OPERATOR

5 Tha Unii Cperator shall have the -ight ta resign & any o, Ire Une Opeslos
*sagnalian shell ro; bacome effective uril: 1} sixly duys have paszad 5 nee tha Unit Operstor delivers a
written Notes ¢ an lanion 12 weign to the Wo-king IFtersst Owrars =ad the Gemmsewner; and 25 &l
arliclzl is'=nds, irslallelb ans ard other cavices, ncluding wells, uxeo for vozatiars in the Unis Ares &&=
a condiion sadsfactary ta the Commigsloner fef sussers’an ar sbardanmart of spemsians  [However, if &
sucussyw Urit Cporafo: i= designatac a1d appraved urder Arliole 5. *he zes gnation is ofcotive wazn
dapruved Ay s Commissinsr.

52 Tne Unit Qpearato- mey b remevad ge providzd In the Uklt Ope-aiiag Acreertant, Thie
removal shall ot s effestive until: 1} e Woisig Intzrest Qurmers natify fre Commissianar and the Un L
Cperator; and 2) the Connrissioner appicves @ suceassor Unit Soertor,

3 The resignation or semoval of t-& Urit Tperelor sngll net relesse it from liagilily (o any
fizilunz: Lo moee: abligaticns shar sczrusc asfors the effecive cam of L raslonation o 1emaval

4  The -egnativn or removal of faz Unit Qparator does not tererate £s oglrs. e or
Irlsrest or obligetians as & Warsirg nlerest Owrer or alher intorast ir te Unit Arsa. A ‘e"minsSon o the
urit Gnaztaior's rigrte 136 o misresl mey vcewr indesendenty under -h2 fems of tre Loases znd
gevaraing law.  When th2 resignatisn or smeval of e Unit Operaw) brcomes affeciive, the Unit
Operater 25zl relinqu sh passsssion of 81l Und Equiprmen:, sriifizial islatde. wells. insizlladinng, cevices,
reeoncs, and any otner asesis ueed for canducing Lini; Operatlons. whether or nol lecaled in the Unit
Assd. 1 the suczasspr Unit Operatzr.

ARTICLE 6: SUCCESSOR UNIT OPERATOR

4.1, Wranauzr the Unit Operzior tanders s ‘segnation as J-it Oparatar or is ramaved o5
oraviesd in Artcds 5, & suscessw Unit Oparstar may be desiqnated 88 sroviced In the Unit Opereting
Agresiment Tha srecesspr Urit Oparator munst adcept the nabls snd obligatiass of a Unit Ope-gicr in
wiiting, Tha sussessor Unit Dperato’ shall Nik: an oxecatad tany of Ths dasignation of successer wil: he
Gommissionsr, The dasipnalion of suzcessar Unit Operajor wil' not bosane oltactive untl aoptwed by
tha Commiss’anar

8.2, If no sucesssor Lnit Cperator Is designatsc within sxty days after ratice 10 e
Commiazinrer of the resignaton of reraval of 3 Urit Operator, she Commissione: will. in his or her
dizsredon, designate Enodhar Wordng Inferest Qumer as eLcuessor Unit Operatzt, or declare +is
Apieaman; termirasec,

ARTICLE 7: UNIT OPERATING AGREEMENT

71 The Waorkirg Interest Owners ane he Linit Cperctor shall enter inis a Uril Operatirg
Agreemenl L wil eppariot all sests ard lianilifiss irsured In mantgiing o ceadusting U-it Opzaratins
ameng the Workirg Interest Ovners. The Unit Qparating Agreement will alse soporiien the be-etss.
which will acerus i Unll Opmations among t1z Werking (itoarast Cavncrs,

t2 Any allozalion desciibed in lhe Unt Doeroting Agreevent will nol bied lhe Stase i
dedarmining ar sattling myalties &nd nat profi: share payments. Aliozaiians of 11Ait Fxrense, Parlc paling
Arez Fxprnse, 07 Unitlzoe Subelaness fon dstermining, sattling ana naying royaltles ane re: orofif shere
paymants will be based on Exhihi= O, E ard T of this Ag-eemart and muat ke rppraed [y tha
Commissicner in wiing be'ers taking ctoct Ar original 9 ravisec conformng Cxaikit C amd F shall o=
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s.bmitted ta the Gemmissionzr within iy drys of: any changs 11 e civlsion of inleest or 2lizcation
‘mrrula esieblishing or revining the Lnit Iract Fadicipation =f any Unit T-aci or Unit Tractz n o
Partizipating Atea.

72 The Waorking [teres! Cwrer's and the Un® Qperarar may establish, through one or mone
Linit Goorating Agrsements ard amzndments, ather iahts und obiigalios belwean t-& Unit Ooersio: aad
thz Working Intarzst Dwners. The Limt Opsrating Agieement will nof mcdify aty im or abfgaton of this
A;mer 1t If the tems of s Agtaemant snd he Lint Cperaing Agreemeant conizl, ths Agrecment wil
proyvel,

T4 Any Waiing Inierest Cw-sr 5 etitler] 10 orilf & woll on the unit2sd acilion of ils Leasa
whan e it Oreratar declines to drill Bat well. A Working Inte-est Cwner mist heve an approved
parmit 1 dnl snd tho wall musl b part of ar Approved Unit Plar, If the Covmissioncr date mines any
such weo! b2 e csprile of praduring Unitized Substziwes In Pzyig Quaniifes, the and vpon which that
well iz siwzted will he neluded i a Paticipat ne Arsy. The Parfcpating Area will be formed or an exetng
Paricipaling Arca enlargnd == provided in this Agreamanz The Ul Doeraton el Liesafler sparate the
w5l in gecordanca with thig Agrerment and the Uniz Coerating Agresment.

3.5 T*e Urit Operstar shell lz & copy of tha Unt Gpersling Agrzement il he
Cammissianerwhan {his Aqresment is flec for approval. The copy of the Urit Gparating Agrazveat 1: o
infarmaticral purposes on’y.  Approval of the Unit Agreement is nol appewal of the Umt Oparating
Agracinent. Comples capies of all other dnit Oparaling Agrsemeats ard awy amendmens t D will
als3 9 fllec with fiz Commissioner withia thifty ceys of axecttion and &t lsasl ti'ly duvs bofoe re*-
efectlva dalss,

ARTICGLE 8 PLANS OF EXPLORATION, DEVELOPMENT AND OPERATIONS

8.°.  Any Unit Plan ard sny amencmen: i¢ a Unil Fan wll not be effective untl <he
Cuinmigsioner gpproves it Approved Unit Flars & inorporsted irta this Agreenent ard bucome
g5ective 01 e dale of thalr agpicval.

811, & unle plan ui exploraiion {'Plsr af Fxplaration’) shall desciiss he propesas
awplaration end delinaztinn axtvies for any lerd i thz Unid Arsz that 15 nat in A Marficipal 1g
Ama  Plans of ©xporation shall cormply with 11 AAL 83.341 and amy succossor rogulzton.
T Unet Oporstor shall subvit updated Plans of Cxplumton to the Cormissionzr for
approwval = least s iy days before 1o cunen; Plan o Exploraticn expires.

a1z A unit plan nf devalopment (*Plan of Develppmart’) sheld irsluds a deawiption of
the oroposed developmenl actlvitice based nn date avaiaole when W plan is susmied
Plane ol Develepinent s-e1 camply with 111 ALC 33,342 and ary succassor equlatisr. The
Uinit Operetor ahell sibmi updalat Plens of Devalopment 1o e Comnusslene: Tor gpproval
at cast rInaly daye before the curreni Plan of Devalopmznt axpinas.

£.1.3. when this &g:asmant is suzmized o e Comeissioner for aapraval, tas Unit
Operatar shall submit an initiz Plapn of Develooment cr an inital Pisn of Fxploradon
{colisctively callzd the ®Irilize J-it Plan* ) for epprovel by the Comerlsslone::

&2 Tra Unii Cosrafor shall rol exolers, caveiop or procdus2 on the Unlt Ama except in
aceardance il an Aporovad Unit Plan, The Un't Oparator shall sbta:4 & plan of aperations sppraval, ald
any gthar permits knd apnarvals required befors cpe'zdons kagn A plar af cpesations aparoval iras: be
cansisent wish the mitigaton measwee and lesses pdvisores dovoopac ‘or the most recen: Siste
arcawica lease sai in the rginn the: iacludez he Lnit 2= d==msac nensrrary by the Sommissivner to
protact ihe resources of the Stats.  The Unit Operator shall sabind & campleta copy af al such
apaleativns o the Commissianar. The Unit Opzrator shall give the Cavmiss arar writtan notico batore
begirning issiing. evaluat on 2+ pi ot produehien femn a3 we il the Joil Acen.
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8.3.  After Susminaed Uit Producton in Payirg Quentitisz kegins, Unii Coerafians shall B2
mainmingd with [apsas ¢ 0 more Hian ninety cays per lapse hetwern nperatins. Tos lapae may Lo
bnaer f suspension af opersfions rr prod.oticr has been oidored or approvee by ibe Com missicner.
Approvad Lina Plans may ¢al “or a sugpenslion of Unil Oparatiars.

ad. Afier giving wiitten rofice D the Jril Operzlor and an opocctunity io ke heare, e
Comrrigsioner may wequile e Unit Ooerzor to madify frane time do time the rate of prospacting ad
dovekpent ard the quaniiy anc rste af araguerion,

4.5. “ & wall has been d-illed ir the Unit Ares prior 1o the Chiectrée Dato £f this Unit Agreamen:
or 1s Ezing drilled with'n 2 Uniz Areg on the Effective Dee, iai well wil ba cansidened a i Well ag of
tra Efantive Pate of this Agncerent.

86, Thz Commissicre will A the 2a8cy's disnretian, spprovse Ay injsatian of Outsde
Suhstances o Ouls de PA Subelances within t2 Lint Arse, Ay irjecton of Dutside Subs!srees ur
Outelce 2A Substances within e Uit Area riust be part of en Aopraved Unit Plan.

ARTICLE 9: PARTICIPATING AREAS

8.1.  The Unit Casraier shsl! submit a raquest for appresal of tha propased initia! Maricipating
area b the Sommissoner at least slk monlhis bafeez Sustairad LUnit Praductior Tom & Kescrwalr I e
Unit Area. A Partisipating Arsz shall include gnby lang ik is icasonably known io ba wndsrin by
Unitized Subsrannas and known nr r2asonzbly astinzled thraugh e g6 of geoicgics!, genphysicat and
engineering data ta be capasls of predusing mr eantiaudng Lo producion of Unilized Subsiznces in Payng
Quianditles. The Unit Opzratar mus moewa asproval ‘o the Commissianer af a Parizipasing Areq
kefare commeacererl of Suslairse Unl Prodachian. TFe Unit Opetaicr sha notiy the Cenuniss onar
befara the coinrnenzz nent of Sustained Unit P-ocartion fom osch Parlicipallng Ansy.

9.2 kasn applicatlon fer appioval of a Participating Anea shal' ¢ Jas Exhlslts C, D, E, and G
=xhtait F is also raguiran f the Unit Avea Includes Net Profit Shere Lsases  If epproved oy the
Commissianer. the arca describod In Exbill L and depicsed in Exhivit D shall be a Particiaaing Arae, and
the sllcal = of Participafing Arsa Expanses ang Unlt Expanses descibed in Exhinits E and F shall be
ellective on the affzrtive aate of the Panicisetng Araz.

E3, A zzparate Participating Area shall ke established Tr each Beserveirin the Uait Ava, 1]
zra Raservolr underlies asuther Rexervoir in waze or in par, scpa‘aic Farlclpelng Arses may b
created fo* sach Resevair. Any 0 57 mong Raservuirs ar Particpat 1g Araas may br cambingd initd ore
Perticipating Area if approved by the Commissiuner.

94, At the Unit Opsrators oloction ur if so directed by the Camm rsinrer, 4o Und Operaior
shal' @pply v uxpand or coriact tha Psdicipating Area I expansion ut conTacticn = warrantzn by
geolcnival, pzophwysical ar enginsening daig,  kach apulication o7 expans’an gr eontraston shall inclido
Exuinits G 0, Z, and G. Cxhilb L F s 2lss required iF the Unit Area Includes Net Profl Shara Lezses. The
asplizatton niusl be submitted o the Cemminsinngr for appreval. Beizre ary directsd 2xosnsicn of
contraatian of the Pardcioating Area. 142 Coomnissianer will give the Unit Opersmor -sasoranle nolics anc
ar QRoGrunily W b ez,

4s. 1he Sermizz oner wil' establish she effeclive ¢ale of o inta Patzioatng 4res Thst
lfuckive datz shall b2 no later fhan 1 dete of the Tist Sustained i-it Pracuctian  Tha Camrissionc: will
sstablisk {72 effectys date o cash latar Part zipabing Area,

6. Llard in » Paluipating Arsz shall rarea 1 17 hat 2articipollng Area cven i its Unisized
Substanses are dep 3:ed.
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3.7 If the Worki~g Inlrmes! Ciners camol agree on the fzir. reasonzble and enuitbe
dilacetian ef production o costs. 1 Commissioner shall arezsribe en a'sgeton,

08 A Unifized Substancs produced trém ana Paricipirg A®a ( Qrginating Participating
Area”y may be uged as a0 Oulsice FA Substanzz (Irjeced Sunstance') for reprossting, racyeling,
glorags or enkarsad recovary purpeses it another Parbicipsiing Aras {*ece’ing Paririnstn: Ar=a") only
if the Statz is paid rovalty as If he Unilized S.bstence was saved, removad, ar sold by 2o Woik iy
Intereat Ownsts, axceat as fallows:

3.8.1. I tne Commissicizr consarts to the tranafer of Unilieed Subsarces benveen
Peilisipating Av=as witraut immediatc pay.ant of royalies, b Urit Opsrsior shall proviaa
iroithly reports 1o the Sizle ot the tansferrad Unitead Substanss volumes in Loty the
originaling sr<d -eceivirg Pariicipsting Arsze as specitiod It 11 AAC G4 Theze moathly
reparis shall rafisst the vo umes of any Untized Substance transfarred and the Britien therma!
Unics §'8t.8°) i any nalwal vas Unifized Subsiance transfemed as an Outsys PA Bubstznce
dunng the prezsding monih,

§.0.2 If the Commissioner nznsents to the wanslel of Unilized Subefznces batwesn
Pedicipating Arzss without immeciaie paymen: of royalies, the myatizs shall be oaid when
{2 Injected Substatces aie produced and sald frem the Keoonng Parle patiry Aisy, Tha
fi*st nedara’ gas Unitized Subsiances producen and scH I the Recaiving Paricipstng Area
srell be corsiderad 10 ba the Inecied Subsiznees urt] 8 wolume of natural gas conla.ing
Blus etual ba the Bius zartained ‘m the Injested Sussturees s produced znd sold fam the
Rez=%ving Panicipzing Area.  All the Unifized Substarces produced and sold frem &
Reoswving Paliapuling Arca tist are considered o be the Injesled Subslurce shall be
a'al=yd o the Criginating Paricipatng Aroa. The Working Interest Cwners shall 3ay the
Siete rovalties on Inz¢ied Sabstences prod.nan and sokl from & Receiving Pastisipaling Ares
a6 Il Wose Injgsled Sabsiences were pouced and sold Ham the Origirating FParfcipating
Anzr whan ey ware produced from llie Raceiving Patnipzfing Ares.

84. Al liquie wdracartans removed In any equipment ar f=ciliy in Alzsks from procuced
Injected Subemznees and not used for fue shall bs allocated to ts Receiving Pai licpaling Are. 1 liquid
Iradrocarbons are mmeeed fram the natursl gas, the Bt concent of tia nawrsl cas shall e measured
attar liyuic wwdracgbang && removed.

210, Tha Ceramizsianss must approve the doemsac resavery -ate and cormencement. dule far
rezavery bainre any Dutside Substzes 1§ injeclad within the Lnit Arag,

947 Afar givag whtien notco W ke Unic Opanater @nd 27 apoortunity ‘o be heard, the
Caormmiashone wall, :n hz or har ciscretian, raguie he Unil Operaior lo medisy from = 1 time e rate o°
Jrospesting and devalopmant ne tha quartty and ale of preduciion from & Participating Anea.

£.12.  Underground siprege skall be cavered by separate agreerent witt e Commissions:.

ARTICLE 10: OFFSET WELLS

0.1, Tae Urit Cperstar shall dr | s.ch weils 85 & reesonakiz and oudent operator watld drill
iz pramst he Swle fom oss oy reason of creinage resultlag fron preducion on ather land. Withouw:
imiting Lhe yenaralicy of the foregoing aantencs, if ¢l ar 935 is sroduced in & well an other land twl wimed
by fra Sta= or o1 whlch 1'e Sla'e 1veaoives 3 loaer mig oF rapsity than uicler any Legse in the Unf Area
and “hat well s wilhin 532 fest in tha cese of an oil well or 1,510 fatin tha case of 2 925 well of lands Lwn
sudjest ip this Aq-semet, and thal vl produces oil o™ gas ‘or a p2nod of 30 coneesuiive devs ir
nuArtties 1197 Would appear 3 a reasonable &nd prucani aparato” tz 22 rufficient (o recover ordinziy
sutls of drillicg, eomp-=ting, ard produsing an auditicral well in the spmz gealogical strusiuie & an ofiset
Iseetor with g reasanable peatt to <ha apzratn-, and i, afler natice o the Un t Ops-wiar #nd sn oapartunity
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10 ¢ hewrd. e Comrissianar f-ds that praducdan fram that well is drairing andg har suboct 1o s
Ageement, 2 Unt Opeats: shall w'ithin 36 days afier wriien derrmand by 1nc Commissioner beg™ in
gnad fith and! cligantly presecule drillny operzt sns “or =n offzet well on ihe Unit Areg. In lizu of driling
ey well required ay th's prregreph, the Warkding [nterest Dvumarz mLst satroensaly e Slate in full sach
mantk far the eatmaten 085 af royalty threLgh drainags ir shs amount determined by she Commissioner,

ARTICLE 11: ALLOGATION OF PRODUGTION

1.1 Frdustian ard costs will be allassted acoording w11 AAC B3.071 wd ary successor
rsguatinn. The Unic Operator shall submilt a propused aliccation plen, with suopartng dats, to the
Cominissioner lar appraval.  Tne Carmissioner ef, in his or her discrelior, revse [he ploposed
allezgticn plan § it doss nat equitsby allogats produstion and costs from e Resarvor.  The
Camirissiens” will plve e Uil Opurator and YWarking Intzrest fhwne's reasonabls rodice and an
opportunity l be Feard balzra revising iz Urit Overstors propoesal. The allocaton ptan muast be revsad
whanever & Parlicpating Aea s expandsd o contracied. Wihin thirty deys =fler aopmve! by the
Commissianer of sny civisicr of inteeet or ellzcation formuia establishing or revising e Uril irast
Paricipatipn £ eny Unit Treet ar Unit Traets in g Particlpadng Avse, the Uril Oparalor shall s akmit revised
Exnikits C 2nd F 1o the Commiss.aner. The Ualt Qaersinr may sunmt & ravised Exhib: F arine, but
any ravisiurs o Exkibit F zre nat efective il zaprmvae oy the Gommigenner.

112 The Wark~y Inlzrzst Owners shzll pay rayalies far each Lnit T-act in proporion tc ggsh
‘Working Interest Ovmer's cwnerslhip in dat Uil Trasl 192 smeans of Undized Substanszzs 3./ocefed to
eac~ Lni Trect shall be decmed 10 hava Lesn prodaced rom taat Unit Trast

11.3  The Weiking Inieesl Qwnars mey alosae Uniized Substarces, Paticipating Aesz
Expense, 0 Unit Expense difeently tyan dezslbed in Exhibits C. E 2nd F. Hawever, thai a'neatiar
shall not be cifectiva tor detarmi-ng rava =y or net praic share paymen:s, The Unit Operaicr shall subirit
ary allocarioT whick is differen than the allnoeiions required In Cxbilil ©, C vt F o lhe Cormissiansr
urder 11 SAC §3.341ib) for the Slatz's infonratlzn within jen drvs of ifs afferive dste with 3 zlatement
2¥plaleing da 1esvon for the cifferent allccator.

114 Reyallles shall nol o2 duz 2- payadle to the State for the pordon of Unitized Suoslareay
unavaidably Inst o~ used in 2 Un't Area for develburrent anc arodushon in assordanzz with ansdent
ird sty reCices. [5a6 that 12 ilared e any 1eason other then safely puranzes as allower by the AGGEG
shall ot ke dezmed to be unsvaidshly lest, ann the Worklng inbiesl Oveers stiill pay royaliics far such
flz"ed gas as i 1 ncd been producas. [ nls oxamplion dees nat appfy 8 Unitized Substances that are
scld, baded ar ezsigned, including salas, FEasactors, of assigamsnte among e Wuoiking |aterest
Cwners.

.8 If a Simle Leesz commitied to this Agroamant pravides Mo a dizcovery rayaliy -aie
=cucinn for the fist ciscevery of oll or gas, thut Lease anovsiar skall ner apaly in 2 wall spadeed attor
he Lffostve Date.

ARTICLE 12: LEABES, RENTALS AND ROYALTY PAYMENTS

123, The Working Inferest Cvmers must pay rontals asd ‘cpalty paymarts dug undes the
Ieases, Peymeals 1o e Slals shall by rads 7 sccodance with the sppinable $tate ragulatons, 11
AAL 04 ane "1 AAC 83.11C.

‘22, Each manih, tta Unid Opastor ehall Lieh & schodule io lhe Comrmissaner  Thet
sceedulz =nall speciy for the prevols Tori: 1) lhe iotal amourt of Uritized Substances paduced 2)
the amoual of Unidzed Substsneas used for develnprient and praducten or anavedably lust 3) s total
amopunt af Uritizze Susstznces allocatse 1 2807 Uit Trect; 4% he amount of Unflized Substances
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alloosied 1o easch Unil 1iuct end d=lvered in kind 25 coyully o the Stats: and 5) the amanm: of Lnlze
Suostancss dlivzeied ta eack Linit Tract for whies roye 1y is ta b2 or bas keen paid 1o the Slalc.

143 Each YWurking Interest Qumer shall pay it skare of mvalties o the State or Usitized
Subsiences as arovided in the Lease. axcep! ‘lessed =rs=" shall magn Lintasmca.

‘24 Notwithstanding ey contrary Lease tem, royalties and te share of Unilzed Sulstanzss
alliib.tabk fo royaliss and ary paymart due must be paid four and cleas of all Lease expensas, Unl;
Fxpenses and Pilicipaii-g Arez Expsnsss  1'Mces excluded expenses irclude, hit are acs Imited to.
sepatsting. cleaning, dshydretion. sallwalzr ramovsl, pmoess g, compressicn, suinping, manufacuqing
cesls  Thesz excluded expenses alsn include the cosle o©f yallenicy snd prepanng ihe Unitizac
Substancss for fransnntsing 0T the Unl Arca and tznsporetan posts Iroured vt e Un't Area Ne
lien foz ary expenses ghall sigct Lo rayay Unifzed Substaness. The royalty share shal' bear o
proporicinale guart ot any gas shrinsags thet oo5.rs duing g== procassing &1d hlending,

125 cowilhslanding any contrary Leas2 term or provizion i 11 AAC 83.228—11 AAL 83220,
&l roya % dweaclinas ‘or Fansportation. neludieg marine, trusk, and oissling tranapr eiliv, Fam g Ui
Arca fo fra point o sale are Meilled iz Ehe acwzl ann reeso1s4le cosls Insuried By tbe Working Inarast
Oanem. These ransporialian uosfs must b2 detemrined by taki=g irda assand gll tax osnelil applicaale
10 Uws banzpartztan.

12.5. Thz Unit Cperator shall give the Commissiansr nnine of D2 antoipaled dute far
comrz-oznz2nt of production at [2ast s mzrtns hefone {he commsncurrart of Sustainze Lin% Prduction
Tom & Particlpallng Avea. The Commissinner may ska Unilized Substences in-cind in accoreanss with
th following: The Coramiesioner will glve L:e Un:t Oparater 80 davs wrillen nclics of she State's inal
clzction ¢ take Linflzed Subslanues in-kind. ATer taldng has aclsally cormmenced, the Commissions:
ma&y inc-eass or decrsase tie 3mount of Unitzed Substarnes talen in-king by not mora *han 13 parcent,
upan 31 dzys wittan notice © tho Opsralor; srd gremrr than 10 persent, Loon 20 days vrilten nolise lo
ths Operalor.

125.1. The Lammissianar will, in his or her discietion, elest to speci® the Urlt Tracis
lteam which royalyy Unitized Suhsiances taken in kingd ers to be allocaleu.

126.2 The Unit Qp2rator shol! dovar the Shatea ravally Unitized Suoslzoices at -he
sustary ‘ransfer meter at a commor: samier pipeling capalib ol canyiug those substannss, of
At any othor pless mutually screeadle plags, Tha Stele wil, In iw dsorsfion, deslynaic eny
individual, firm ar comaration to acceol delvary.

1285 Reyalty Imsssst nt2cd Substences delivered ir king shall bo dellvesd in good
Bnd mercnantable condition snd ba of pipe’ne ¢ualily. Thasc substances shall bs fres ard
Clear of all legee expenses, Unit Sxpensce, and Pe-tisipating Area Zxpenses, a%a Hea cf any
lies for these axcl.ded Expenses. ese esciudad expangas boluda, bat ars raf lmitad to
RACRNSAE TOr 5502780y, ceaning. cetydration, szltwatar ramave!, pracessing. Compressicn,
oumpi=g manutacturiin, and ke costs of gathering &na praparing S Unilized Substznces
for ienspIrtation ¢t he Unil Aras and tansportatan costs within the Lint Arze. [F & Working
et Cwner prozssses g Lnitized Suostarces to zeparate sxtract or rameve liguics fam
& Warking Iritarast Ownere shars of naturgl gas Unilized Substances, e Siata may reeuis
thet & Woking Interest Qwne- Alsn process ‘ha Slete's share of nawra” gas Unized
Subeisnces being taken i kind in the same mamner wilhowt cost ‘¢ ihe Sate Under thesa
circumstances, e Stale, or &= buyar, shall saly o2y any tariffed tensportation €oss and
shrinkage of the voluncg cf gas resulirg frem processing,

c244. Each War<ng Intz/ast Dwrar shzll furnist slorage in or near tha Uit &-ea for the
Stata’s share of Unilzed Subslancas to fre same oxtont tist the YWarking Interse. Owrar
pruvidas skosgs Tor its ovn eharz of Unilized Suastannas

127 |i2 sushaser ot the Swta's myslty Lnilzed Suastaress dass (ot @i dollvery o Unitized
Subsmnees, L Stais wil, in 3 discrotion olaet, withou: pnalty, b undortt for up to six manths, The
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Blate will. ‘n its discration, unden®t &ll or & poilion of thosa suksmances. The State's nght te vneorilil is
limited i the: porticr of hogo cubstances that the purshazer did el lake dulivery =t ar wist is racessary
to meel ar eme-gency condition. Tha S7RiE shail gve Uie Unit Operalor writtan rofice thirty days bafers
lhs fist day af the menth in whick tha undei4ac rayaly Unitized S.betances ans o be wooveicd. Tha
Stag will, in lle discretion, eeover at = dzily rmwe not giccacing 25 percent (25%!) of iis see af daily
preducion, urizsa clharwize agraed.

12.6. The Jnit Doewtor sha maalain iweorss. and shal keszp a~d have in its possess an
Bopss ang rexards including expenso recoids, of all explaration, devalospment, producton. snd digpostion
af all Unilieed Buvstances snd Cuisidz Substanezs, Esz Watking Intorest Owner shall Tatsin reroms
0" the dizpasiiion of itz portion of the Unitizoe $aba oes end Cuiside Suastances including sales prices,
volines, snd purenasess.  he Unit Cperstar and the Worklag Inlinesl Ownsre shall pe-mii shz
Amrissicre o examine thase buoks ane records at all ‘easonatle tms=s. Upan requsst by he
Cammissicnar, the Ln Operator and the Worling Irierest Qwners shal make the Looks wrkl 1ecards
zvailahle o ho Commisslune: al the Commiszioner's office dasignated by ths Canmissirar They may
providz fhase bapks End records in 8 murually ag eeutl= eleci-onic farmat, These barks a1d records ul
sxplorstion, develaprcrt. sroduction, and disposition rust employ melhoeds and tecrmques ‘har il
arsure e mesr sccurete figuras reasonably svallable. The Unil Operator and the Working Inorest
Dwiet shall vse gnd consistendy 2pp v gensrelly ascapted agsauniing precedurss.

12.8.  |f a Lease commited to Iis Agiecricn? spaciias the amaunt af ran: dus, that Leass is
amendad (& require that rentals duw be csizulatec under AS 38.05.180(). a5 arended. If & Lagse
commted & this Agreemen’ &quires payment of miviinuin royalty, that Lease is aranded in delets hal
minitaum royalty nbligatinn.  Tha rortal dus wncar Stai= lssy, =2 aTended, must be pald In lieu of
miniFwum royally.

1210, All nights and obligelios reading ta the State's net profit share will be determ™ed in
accordance willi 11 ARC 83,201 - 11 AAC 83,295, as amended, notwiinstandirg any sa-trary Lease toum.
I"e Stata may &4d1 the nes prefit shae repotts or peyments cue for ery Lease witiln '8n yees of ra
year of produshon cf Untized Sabslances in Peying Quarttes. [he pered of limitatians for tha Stege 1o
il 2 lawesuit relzfirg bz an audit of 8 net profit shease spor: ar azymznt shal a= shres yee's lbrgor han e
audit nericd. The Warking Intorset Ovaers holding insgrasts in nel wiofil share Leassz s1all maintsin the
recerds ielvant to delerminzfon a® net profit share unlll the awdit pariod has expired.

ARTICLE 13; UNIT EXPANSION AND CONTRACTION

13.1.  The Unit Gaerstar, At i3 own 2leslion nay, or &t the direction ¢ ths Sommisaizre” shall.
spp'y to expand the Unit Area to Incluse any addifionsl Iz1ds dewermined lo oveilio 2 Resarvair -hat is at
Ieast partially within the Unt Arss, ar to ircluds any acdtonszi lands shar Szziliizie pogucton. The
Coonmizgianar vl gve the Unit Operato- reazonable notice and an opporiuniy lo o: bamd befora any
dirzeteed expanson of e Unil Area. The Unir Operatar shall rolify tie Werking [nwerest Cwners of a1y
expangkan propossc 2y five Unit Operator 0 any thad pary, ar pmpased or dirscted by the Sarunssicne-.
Any unit expansion shall not e slluclive until 2pproved hy 176 Commiss oner.

132 Ten yeors ofter Sustanod Ul Fizccuctior beging, the Unit Area must bs coniragtsd to
insiude anly thosc lenos thon included in An aporoved Parlicipating Area, lands inclided in an Approved
Uril Plan of Explocaticn or Naveloament, ane lande hai “aoilitste orodJction including tha immediately
aciseani [ands rucessary for soconcacy ar fEdiany recovery, prlessyi maintansnoe, reijexfiar, or cycling
aperallens. The Covmisgionar may. zfier consiaoring ha povsions of 11 AAC 83,303, dulay contrastinn
af tha Linit Area If the elrcumslaees of a paricular unit warmanL F & sorllun of 3 Lease cotmnts out of
2 unit, thal pertian wil be severed and tEalod 2 = separas and cistingt lease. whh may be
maintaired thersaltar only In atemicansz with +a terms and concitions o e arig nal leass. The Warking
Interest Ownars waive the pravisions of * 1 AAC B1.3BE(EY, whicn pmieat e Lsase fron seveiziee when
£ acrtian of a [Rese is cortracied out of e Usiiz Arez.

Kizchan Unit Agreemen? Fage 12

Kitchen Unit Findings and Decision Page 13




183,  Not szone- then “C years alter he effecfive data nf this Agreement, the Conie:issioner
Ty vontrac: ing Unit Ama 1 include enly thet Isne coversd by an Approved Unit F.ar of Exaloreton of
Devalaoment, or Lwl arca nderlair by ane or mole oil o pae ressnvairs or pIE o Mo actenlial
lrocarben sceamJletions and lznds that fasitats produsion IF 2 vonion of @ Lesss vorlizsis ot =i the
Unit Area, that portion will o8 severed and teatEe 05 a sopargie 2 disingt lease, which may be
mairtained thareaer enly in sccardance with 1w toms anc eanditions of t¢ orlginal lesse, Tae ‘Worldng
llurzet Covness watos the provisions of 11 AAC B3.358:2) when protoel the Lesse fipm sevarence when
8 potTr 07 0 Lease 18 caskacted aut of *he Unit Avew. Hetare any zontrantion of the Ul Area Lider this
Articls 13.2, the Cemrissionsr wdll give the Un'l Cperaicr, the Wrrking Interast Ownars, srd sha Roysty
Interest Ovmzrs of the Leasws or portions of Lerses being sxciiced ieasonabie natdcs £7d an opport.mity
i hs [2Erd.

134, The Commissiunz: will give the 1In ¢ Opsrator reasanable natise and an opouriniy te be
eard uinca any direntan enntraction of the Unil Area. The Linit Cparato 27a!l nclily Wie Workisg .nferest
Quners of ary pronosse, 0ineCiod, of apuioved conirastion of e Unit Afea. Any un® nontrechion shall -l
he esfective unld upproved by ita Cammissinner,

135 The Unll Arce may b2 contrasied wit* 'w Comissioner's sopoval ane 21 a~lnmalive
urta 07 tha Wurking Ingz-est Jwners,

136, WAtk thiry cays 3%er aporeval ay e Conmisaicner of any expansion of cenlreck an of
e Urnit Area. the 1nit Gpsrator 2hall sLbimilievised Extitics A and 2 19 the Comunissiner,

ARTICLE 14: UNIT EFFECTIVE DATE. TERM AND TERMINATION

141, TAis Agraemsnt is effecive ag of 1261 am ar the day attwl e Commissicner sprauas
L Ai lemst ore copy of thie Agreemart shell be filked with the Deasrtment of Natira' Resources,
Anchorage, Afaskz and ane capy saEll be fled wilh the ADGCC. This Agresment Is Linding usen sagh
[2arly wi:a signs any co.ntEpart

14,2, Sub'=ct to the tens and corditions of tre Asproved Ul Flun, ‘his Agres Tent tem 1ates
fivz years fom the Elleclive Daie unless:

‘47, Sodnit vl i e Unii Arss has ooen coftified a8 sapablz of producing Un.tizao
Bubstanzas in Faying Quantiiizs; or

142.2, Ihe unit tarm is 2xtended wilk the approval cf the Commisesonor, An axtznsion
shall nat exceed fivs yaars,

145, I 'ha Comnmissionsr orders or aspraves & suspension of praduction or othes Unit
Opeizhans, 1is Agresment shall conlinus in forsa nuring “he aulwrizzsd susperaicn.

144, Nathirg in shis Aricle holce in aaeyence the oolications o pey 1enta's, rovalties, or othar
piodustior o proft-ozend sayents o the Sebe from aperstians or araductizn i any parl of ‘ha Unit
AreR. ANy sessonal rastrichizn pn 0p&TIONS of produstian ar ather candition required in the Lease s riat
a suspansion of operalions of praduchar -agiired by law o farca majeurs.

145, This Agreevieal may k2 t=rninated by aa allinralive vo'z of fre Warkng Irigncst Qwisres
and the Sommissionen's aopravel,
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ARTICLE 15: EFFECT OF CONTRACTION AND TERMINATION

151 |fa Lease or porion of a Lease is conrasied aut of tha Unit Araz u-rher 155 Agree rent,
then it will e mantained enly 1 accordzsnze wih State [aw and 1@ Lease.

152, [aen Lease commtad fe tvis Agrasmsrt on -he day thal this Agreerienl e nzles shall
Ierain in furos for an excersicn parad af ninaty nayz, or any Brges porod whish mzy be epproved by tha
Carmmizziangr, Afer 112 extension oenud cxpires, te _asse wil b2 mairtaired only in seeordance vl
Stats law and the Lazse,

i Upon the explrallor i gzilier lerminstian o7 tha unic <he Lintt Gnerstor will 9¢ sirectsd in
wi'lilg by tha Somigsioner ad wil! have te right at ey dine wiliin @ period ©f anz year zfer i-g
larniration, ar any extansion of 110t 360 as may be grantzo by Bie Commizgionsr  remeve Tom Mg
Unit Arza el machimery, cquoment foas. and esir 5. Upor the exol-adon of thal paize o5 exensicn
2" thal pwiod and ai thz option of e Camm ssioner. any mash.as2y, eadipment, tzols, s-d naietisis St
‘ha Unit Gperacor haa nol removerd an b Urt Area kenome the praperty of the Stats o mey b
ramavod oy lie Sale & the Working Interest Ownerz oxpors2. At the satiar of Sz State, all
I'nprovements such rs Tads. padz, and we ls mus! eilhe- be sbandan=d and the siss r=kaailiicyd by the
Unit Cparatar ta the satig*aston of the State, or bz left intact and 1e Unit Operalu: uvselvod of all furher
responsib.ily &5 ic their Taintananes, repair, A7 eventual abandomnanl and rehzbiliatior. Subiecr to the:
sbova oendiions. the Unit Oparater shall delivet up <he Linit Arse o qocd sondition.

ARTICLE 16: COUNTERPARTS

148.°. The signing of co.ntemans et this Agrzement shall have the same a7ecl as | all partiss
Fad signed a singk: orgiral of this Agresmesnt,  Within thirte cays aller approval Ly the Commissioner af
&7 chanye of the VWerking Interest ovnership of Gl and Gas Rignts in any 1nii Tract -2 Unit Opsralur
shall s1.hvita revised Exhiblls A ard C «w tha Commissanar

ARTICLE 17: LAWS AND REGULATIONS

171, Tiis Amicemeni is subjett fo all anplicabls Bisis and lecdera veliles a1d requizdons in
effoct of U Effectve Cate of shis Agresment. and ineofar a= is constihriianally nsrmissible, to all sklucs
and r=gulations placed In sffsct aller e Effectve Date of this Agracmont A ro'srence W 3 statuis ar
reaulaiion In thls Agreement includes eny chaige in lied g=tite or raguiation wierhar hy emendrenl,
1zoral and raplacement, ar ather meana. This Ay:sement dass 12t limis the power of the Sizlo of Alasks
or g Unitad 5:atez 5t Ameanica ta anact and eno-oe kgislation v ta promulgste =nd enforce reguigions
affacti-g. dirsctly or indireedy, tha activities of the pailies ta fis Agreement ar the vaiue of inlersa's held
ander this Agraenial. I casc of coafiicling provisiars, sietlies and egu.ations tuke precadence nver
his Agres:rent

ARTICLE 18! APPEARANCES AND NOTICES

181, IFthe Stat= givess the Uit Dpersto- a netiee o oeder ralating i $his Aareement It shall bz
feemsec given e all Wo-king Ivterast Davnars =na all p2raong whose mteeeelin Ui Unit Area derived from
& Wuiking Inierest.  All narnes menquires oy this Auiesman: shell be givan i writing and dellvared
rersanally, or by Urided Slues il or by azsimile mechi~e 1o the Uall Opeiztor =t the zcdrers or
faceim & nuber Tstec below. Al noticza arually rocaived vAl afso ba deemed prapery given. Tla U-it
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Uporstor will chengs s notice eddress by giving chity days wriiten nofice fa tie State and the siher
Wiooking Irterast Uwrers. The Stata wili shange its ratise address by giving Lirly days wiltsn aatice ta
ihe Uni: Operaier.

Address oi the Uniz Operatar:

[,

Address of ihe State:

Comrrissionst, Dapark-wenl of Natural Resoames
G50 West Seventh Avenue, Suife 1200
Archarage, Ales<a §9301-3554

Fax: (E07) 2G0-3018

with a copy l;

Qirectar Divisian ¢f Ofl and Gos

250 Wosl Sevand: Avenue, SLe 800
Anchorace Alasks 93501-3560

Fax: (91¢) 268-503&

ARTIGLE 19: JOINDER

A1 The Cermisgiorar will, i I:is or he- discretion. ordar ar Lpon rogusst asprove a airder
1 this Agroamant ancer the axpansinn fravisons of Ailizic 13, The Unit Opar=tor shell submit & request
for mirder with 3 sigrad counemar: of the Agreement and a nofice of proposac expanston undar Aricle
13 A joinoer = sugjost o Ghe requieTmen’s of e Unll Opeisling Agresment.  Howevss, the
Conrissicner wif, in his or har ciseretion, medi'y ary previsan in & Uni Operating Agreement which the
Comm'ssione” finds disciininales sgainst Jartizs who request polnder.  The Conimissionsr shall give
notica and an coporurity to be hegrd w the U=t Oaermior hefors magifying the Unit Opeabag
Soreament

ARTICLE 20: DEFALLT

20 Tle Commissioer will. in hiz ar her discretior, detemineg 1al lallue of the Unit Opezarar
1 te Workl g Inlerest Qwners te comply with any of the ‘srms of His Agreement, insluding any Approvad
Uil Plzn. is & default under this Agresment  The failura o corply bacsuse of foro majsusa is nat =
dafautt

202 The Commssianst wil give notice bo the Unil Operacer znd the YWarikg Irdarast Owners
of lhe dsfaul. The notcz will dercrine the default, and inslude 8 demend fo cure the cefault 3y a esr'sin
dae. The sure perd shiall bu et lcast thrty days for a feilue 1o pay rantals or roysifies a1d rinaty cays
for any olher defaukt.

203 If *here s no well coritod as oapabie of procucing Unilized Substancas in Paying
Quentities a4 o defacll is nat cuad by the date incicalsd in the demsnd. the Commissfanar vl in nls or
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Acer desaion, tarminate this Agresiarl afle giviag th= U-it Cpemtor rodice end n opocvluily to be
hzam  The Commissione: will give retice. by meil, of the t2arminzbon, which 18 eHsctva Lpon Tailing the
nolive.

204 M iheie i 2 we, capaklz of preduzing Unlllzsd Subslarsss in Paying Quantifies ans 412
Oparaliore &1 sura the cafellt = not completed by the datz indisaisd in the demcic, Ue Gomerissions:
will tzrvingte s Agreennl by jucicizl preszedirgs

25 This Anicle's romedies aie in zddition to zny ofe” aimnistative or judizisl rEmedy
provdre for by Loazo. this Agreemeant, o- federa! ar Slate luw.

IN'WITNCSE OF IHE FORZEGOING, e pat'ss have exzculed Uvis Unit Agreenent an “ha datas
IPposily = eseshva signatures
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VIORKING INTERTST QWNERS

Dee: a":"zf:ﬁ""//fé;”:‘?

P
B _ﬁf_‘{:ﬂ,%:‘”-
i

ARy_o DAMLS
< .ﬁla A oy e b iy i
«Comnany Name, 3gngldty's porled darie and ftksj

STATE QF TEXAS ]
1
COUNTY OF HARRIE i

Iy L
Ting suriifes mscan.\:n-.-ernnve:—f_" . A, Ralere me, = aozEny pLbiEg e fur the Stals of Toxae, duly
commiesionsd znd swer permanally sppzared ?)ﬁx.w, _,}L._f'.j.r?p:.«"f CEnrzam oo me B be he
pars1 descihad b, and wan gsecuted the foregunyg sdraemmem. wha Hien ofer beig culy swom
gocarding 1 lae, autiwiedond 2 my snder calh that he egwlicd Lo froely nd wiuntanly foe e
uses and purpnsus FEmsin mentiorad,

WITNEES -y Frensd and i1 vaesil the Cy erd yaar in iz GAriiels et shaye-zsillen.

/s 73
sy (] S e
CAALLL YmnE 1 HOTARYPUBLIC in 2o faor Al

HOT, ins

U OCWIBS U [ ks A7 k7_'-‘-‘-"
Mavarth e, 2695 i ¢ Gommiszion E"‘”'m&—z——f—‘/’. P2 A

Dele:

fimpzry Msme, signalony’s pontsc name and sitle|

STATE QF Al 28404 1

15
THIRD JUGICIAL DISTR AT )
Thg artifies hal on Movemksr XU, before me, 2 nefaty public @ and %or Bz Sate o A aske, doly
commariarad and ganun, pasandly pppeame , ot (e e B os L=
peiyor dessibed . and who execsiad €2 foregaing agroamini wia lheh adsr being duly swom
BCEOEl ' (aw, arknruisdged lo M UNde- cath thay e exsstla sen@ igeely ang volurkdly <or Lha
WSS and perposss terein manbonse,

WINESE my e anf cifzdss o0 E8D el anil yass in <his czriticate firat sbave wreiten

NOTARY PUBLIG inand for Alaska
My Commbeslon B

s
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STATEOF ARASKA JEkas gﬁ
bR )

LT -
This cartics tha on Wseiabar 2/, 206 be'ors

. TEras,

5, @ nolusy public s and for 6 Steteof Alosks, duly
cormieEDaRG. and W, personally ppsared ST 7 Tk knren ta s 1o e e
poreon deecribed in, bnd who owecwed the frepeing sgrasment, whe then afier being duly Swoin
axcarding b by, avknowlsdoed o ms Lnder sath that he exsoutad samie Feey yned vohnarly for the
ua=8 end purposes Ereren meicred.

WITNEBS my hand and offiedst pasl the day and yuar in Ihda eprif=als frat awf

.

i ’
T e Lo ben'aLisa ¢
r - |, ARY PLUBLIC in and fer TRyE A TERLS
iﬁs?lm%‘ﬁ. m‘lhu'.im;;ﬁss b My Commissian E“plm‘:_%_ﬁﬂff.m =
St Vessebis 7, 2707 IF

By: Dat=;

{Barmeany Nz, siyatcny’s printed reme s s

BTATE OF ALASHA 1

18
THIRD JUDICIAL DISTRIGT )
This catfica that on Novamber ____, 2000, hafcre me, & notry pulic In and for the Ststs af Masia, duby
commisgioned and swam, persomally appuared ; known to m2 B3 bs the
porsan desoribed in and who ewesiad the Foregaing afresmant, wha dhen siar being dudy swom

aacoding 15 Ly, acknowiednsd o e under oaih tet he axcouied seme (el pod wolunanly for tha
L=mes gnd puposss herziy momdoned.

WITNESS my hand and offivlel sesf the day med pear I Ui carkficale firsh sbove wiliza.

NOTARY PUBLIC in end for Adasia
K Gornmisslen Cxpras;
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Attachment 5: Modifications to State Model form in Kitchen Unit
Agreement
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Amendments ko tha State Gnfy Model Form, dated January 2008

WNOTE. Yuwl Ihat is updsilinan indissles where tex) flus basn added and fexk Mat has e Stikeiugh
130 indfivaies wners dext Has bocy deicicy.

ARTICLE & PARTIZIPALING AREAS
S Amend Mie fagt ssntence o Aaa:

Tha Unit Opatzlon shull nolify he Ccmmissionar ferore he & comrencemet of Sustained Jng
Proouczon wdain 1C daye figr som-neasemont 1am zach Partaipst’ng A-sa.

.01 Amsnd 2 frst sentence o ol

iT the: Comm-ssinnzr cansarts ta the transfer of Lnilizad Sebstarices hetwsan Partis pabng &rcag witout
irrnediate pavment af royaltes, the Unit Opembce shall orovide inurlily raparts fa the Stata of e
tens'erred Uniized Submance vpumes in_boty Whe vignating_zac receivirg Paricinging Aress ue

seutiiied i1 11 AAC 94,

SRILOCLE ©1- AL OCATION OF PRODULTION
11.1 Amrand e foundh seisencs (o read:

The Carmmissionar will give 12 Uit Oparaior end Working Inbyust Owners -azsoranle natice and an
apaorL nily L bz heard ba‘cra revisirg tz Unit Opezlor's proposal

ARTICLE 2. LEASES, RENTALS AND RCYAL1Y PAYMENTS
12.1 Amand armicla {a resd:

The Workny Interezt Ovnars 5721 pay rentzls and jovalty pavments dur under the Lassos. Faymenis ta
I'a Sists Tust be mads i1 accordance with the applicubic State -aqu'sians, 1/ AAC 74 and 11 ALC
£3119. Tuzea-payments-must-ba-ade-taaayapasicn-derigratoc-Ey-the-SHadawill-zt |east Sinky
udys noice to-a-bni-Bpecaterand-thadvniking inethel Swhems:

12.4 Amend ey ssifsace I mark

Thase exrluded expenses aisu inc ce the costs of pathaing &nd prapating the Ur Frad Substasess for
Tansportatia: off the Unt Area and gatosng-ans fransporiadlon cosls ne.iocd wilkin tha Urit Ares
neras-hefom-he-Urilized-Subuances =ra defivam:4o-a-wenunon cerrar pipaling,

2L Amend arlivie o read:

Notwithstanding ary conwrary Lease ten or provsicn in 17 AAC &3 728— 1 AAC 83.225. =l rayzlry
ded.iulivns for tranzponsian, insluing matine, Lk, and pipzlice transsertsson, fom “he Unit Aréu o
te point of saks aro limitac to tha acial Bnd easonuble cosis e hy he Wanung Inlees: Qunars.
These lansportinn costs mus: be dstennied by takmg nto asaatnt 2l ‘sx hensfis applizalve W e
sransporatior,
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12.5 Amend anlivts o rear:

Tra Unit Qperator shall give the Commessicie: nolee of the antisipatsd dare far commearcemant &°
pradiclien st leas: six rartis befare the comTanezment of Susamned Unit Produstien kT a
Partizipating Ase. Tha Commissipisr msy lake Unilized Sabstencas in-kind ir accordancs with the
fllcaving:  Aaithlesnely-deseelsausie of thet natise. Tihe Comrissionar will cive the Wedseg-Hzaeast
8um=rs Lot Operstor 90 davs wiitter nollce of sl State's inifial '=chipns o ke Unitzad Substannes
in ond-ah-nons—a-speaified-pementaga, or 8 Epecifizd-Guonin-als-rerariou-auy-Lrt=ad-Bkeiences
prESuced -Fam-4Ratafic-oatAg-Area. All2r 2king [ys actually commenced. tha CommiszinneT wi<=his
erkorgiesreton: mev jromasa or decrEase (noludng-ceasing-ta-ako—eyali-Lisded Subslass=c in
kid] he amourt of seglky—Initized Substa-ces He—S:sle-iyzay bakeq in-<ind_Ev ast mors than 11
[ercenl. upen 30 days writtar natizs to the Unit Qaarator; and grealer than * ¢ poicenl. upon 93 cavs
wiizas notizs e tha Lintt Opeanr. Pas-Sonnlesler—ehall giva wilien notiez to (e Working—ntoas
Cwrzpssme-days-seiarethe-i=skaaw-ef<ha-manhizwhicy sainseass-ecducrsssais-lu-bu-sfesive,

12.5.3 Amand arickz o resd:

Rayaly Imsresl Unilized Silslances velivarad in ki-f snsll bz ce varec in good and morchanlable
eendition and bz of pipeline qualiy. Those susslanees shall bo frae and cles-of all zasa exparsas Lnit
Exnenses, and Pailicipaling Avss Exuensas, ard fres a7 any lien far these exclucod bxpensas. Thesa
gxeuded expenses pods Bat @e nol inuled lo. cxpersss For separating  cleaning, debvdration.
sabwgiar romoval. proesssing. cormoreseipn, oumpeig, manuiasiunng, and the sasts ot gatering and
grepering the Unitized Subrinees far t-asporiaton off the Usit &rca and ‘ransporetan seats within i
Unit A=a. 15 Wor<ng Interast Cwiner prucssses ihe Lnifizec Substances 10 seoarate, cxtract of ramove
iquide o a ¥wardng Intarast Dwner's share o nalikl yas Uniized Substances, +2 Staie wik—h-ts
dirrrAtiar- Mgy roquirs that a Worsag Irtarest Qwner also process the Stales starc of nzlual gas
Jrilized Subsraanss heing taken in <nd In e sane manner without cost ta the State  Urder thasc
cisumsiances, tho Glate, or its buyer, shall arly pay any saried tra sporaton soss nu su niage afthe
vi:ume of gas resulting from pracassing,

12 8 Rsplacs shicie fp ragd:

The Urit Opuratar shall mai-tain recorcs, anc she'l kesp an:d heve I s possess ur baoks a1d resords
siluding expense ceeoms, of all explorstion, develeoment, pracuction, ard dispesiion of all Urilized
Sublances amd Cutsidz Substancas. Each Working Interast Qwasr shall mainlzin records of the
disposiion of ifs porior of 2 Unitized Substassas =ne Quiside Sudstengsz inc uding sales vrces,
veumss, el puchasers.  The Unit Opetziar and the Waorking Inkeres: Ownz-s shal. pemit the
Cermmissionzr o Fig @genrts-c sxamee those books snd rere-ils & all reaganable mes. Uacn roouest
by t-e Commissicner, the Uniz Ope-zior and the Warng Intensst Cwner: shal make <he bosks and
iecanis gvaiable o the Commissioner at the Camm ssinrer's offics desiinsTed by tha Conin ssiazar.
“hey may provide lhesa oecis and r2coms in a matus [y agracabls e sctroniz formst  These bocks ard
racords af sxoloradon, developrent, produslian, and dsoresitinn muast employ methcds ane lschiiquas
ihat wall enele e most scourzle Faures reasonably avallakla. Tha Urt Ope<asar and the Working
Inte=sT Owrars shal use and conslsle Ly upply cenzrally Aancentedd ancounting proccdures.

12,10 Amsoid sesond ssalsnce o rsad:

The Elate wil—p—t-diescotar- mav aud: tre net prafit share repors or paymen!s cuc ;or any LEsse
wilhi1 len years o the d=we yar-of racuction of Ualileed Substancas in Paving Queatities.
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13.2 Amangd Anicie o read.

Icn yeans aller Sustamed Lnt Produstien baging, the Linit Arse mus: 2e conl-uced o inc uds anly fhosa
lards then include in an approved Particinging Gnoa, lurds incloded in =n Apnroved Lind Plan of
Fxp cratie or Devslopment, gnd lands liel facilis3s producian including -2 iinmediaicly adjacet lards
recessary for s2cencary o Wilisry racovery, nressure manlaranacs, @ jection, or eycling oporabare.
Tag Unrmissionsr will, in the-Coniminsenersdisarstinamay, corsicailnyg ine omavisans of 11 AAD
83.303. de ay cenlrzcLun of the Unit Aras if the rincuimetances of & parficulsr un’t vaarranl. If i potiar =i
a Lueass confracts cut of the unlt t4al purliae will be seversd end Tesied as a saramsls and disfing lnns3,
which may be mamlzineu Uereafier arly jn secordansa with the temrs ard conditors o e original
lzazs._The Worldng |I-tarest Dunerz waive Ui wovisions o 11 AAD B3 $96ibi. wiich prolect the Lease
irom ssvemnco when a oerion of 3 'ease e contracled out of ha Unit Ares If ary porksaler-tessas
ineludud-inha-Re-tinipRing-Aros—the-sertisi-of the Lears-oHsice-thc-Rariepalyg-Aray wil neither-be
uevarac neswillteaniista e be-sab'ret In 15 eemscoscandfions-ofineurib—The-aarieRo th-tease
Shtslea-tha Farticiparing-Aranauil-soriass-Hulllo:e and fentesleag-aspradstisa-is-allonstad to-lse
writized ponion-o-tho-boses aad tha-Essea satisfastheasaisira torns-an0 canditisas-siae timsa.

13.3 Amsnd Aninlg to react

Not soanr han 10 yaare afer the efiestve dale of th's Agresmenl, tie Cemmissicner vdll, in te
SemirsinTer s 424:etea-ay Lonirst the Urit A%ea 1 hislude anly that land savered by ar Apprcved
Unit Par, o that areg urderlain by one er more ol of gas &servoits ar one of mare ratzntal
hycrocarhon sccumulations anc lards that farilinie produclion. |f 8 ootion of = Leasse contracts out of
the 1Int Area. that potion will b severed unc osterd as a 2aparate and clsling leuse, which ay Fe
mmainisined themwaitar ony i assaidsnce with the i81me ane condilicn: of s oricipgl legse. The Werkirg
Interest Owina“e waive the provisione of 1+ AAR B3.365121 whinh no'ect 1he Leass Som seve=ams whan
& porion of 3 | eAse Is sontraclad oul of the Unit Arsa, Balers any contrasticn of the Urit Area undar +his
Article 1.3, the Commissiongr will give the Unit Operatar. the orking Inteiesl Dwners, anc the Ayl
Ruyalty Inierss: svmers-Ownars uf tha Leasss o portions of Laszas being =wchided reasonzba notiz=
a7d an opaarte ity ta ba haand
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