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L INTRODUCTION, BACKGROUND, AND DECISION SUMMARY

The State of Alaska (State), Department of Natural Resources (DNR), Division of Oil
and Gas (Division), approved the formation of the Oocoguruk Unit (OU) effective
June 11, 2003. Effective February 1, 2006, the Division granted royalty modification to
certain formations and leases within the Ocoguruk Unit and effective March 7, 2007 the
Division approved the First Expansion of the OU. Effective June 1, 2008, the Division
approved the formation of the Oocoguruk Nuigsut (ONPA) and Oooguruk Kuparuk
{OKPA) Participating Areas. Also effective June 1, 2008, three leases contracted from
the OU pursuant to Section IV, paragraph 11, of the decision approving the formation of
the unit. The contracted OU covers approximately 43,264 acres encompassing sixteen
State oil and gas leases.

On November 18, 2010, Pionecr Natural Resources Alaska, Inc. (Pioneer), the designated
Oooguruk Unit Operator, filed the Application for the Qooguruk Torok Participating
Area, Oooguruk Unit, North Slope, Alaska (Application) on behalf of itself and Eni
Petroleum US LLC (Eni). The proposed Oocoguruk Unit Torok Participating Area
(OTPA) encompasses portions of two State oil and gas leases that lie within the boundary
of the OU, the ONPA and the OKPA, as shown in Exhibits C and D, Attachments 1 and
2, and comprises approximately 1,560 acres.

A participating area “may include only the land reasonably known to be underlain by
hydrocarbons and known or reasonably estimated through use of geological, geophysical,
or engineering data to be capable of producing or contributing to the production of
hydrocarbons in paying quantities.” 11 AAC 83.351(a). Pioncer submitted confidential
and public information in the Application. The confidential geological, geophysical, and
engineering data support the Application and indicate that the Oooguruk Torok Reservoir
within the OTPA is capable of producing or contributing to production of hydrocarbons
in paying quantities.

The Division finds that the formation of the OTPA promotes conservation of all natural
resources, promotes the prevention of economic and physical waste and provides for the
protection of all parties of interest, including the State. DNR approves the Application in
accordance with the criteria under 11 AAC 83.303. The effective date of the OTPA is
March 1, 2010.

II. APPLICATION AND LEASE HISTORY

Pioneer submitted the Application under 11 AAC 83.351 in accordance with Articles 9.1,
9.2, and 9.3 of the Oooguruk Unit Agreement. The two State leases proposed for the
OTPA are both Net Profit Share (NPS) leases: ADLs 355036 and 355037.

Pioneer submitted Exhibits C, D, E, and F to the OU Agreement (Attachments 1-4) with

the Application. Exhibit C displays the unit tract numbers, legal descriptions, lease
numbers, working interest ownership, royalty interest ownership, overriding royalty
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interest ownership, and unit tract participations for the OTPA. Exhibit D is a map of the
OTPA. Exhibit E displays the allocation of participating area expense to each unit tract
in the participating area, and Exhibit F displays the allocation of unit expense to each unit
tract in the unit area and is required for any unit that includes NPS leases.

The Division issued ADLs 355036 and 355037 effective August 1, 1983, on Competitive
Qil and Gas Lease Form No. DMEM-4-83 (NET PROFIT SHARE)}REVISED May 5,
1983) DNR 10-1113, with ten-year primary terms, 12.5 percent fixed royalty rate, and 30
percent NPS for the State. Effective February 1, 2006, the Division granted royalty
modification to these leases for the Nuigsut and Kuparuk intervals only; Torok
production bears the full lease royalty rate of 12.5%.

Pioneer holds 70% working interest and Eni 30% working interest in ADLs 355036 and
355037. These two leases are segmented by depth: the Upper Interval from the surface
down to the stratigraphic equivalent of 8,373 feet and the Lower Interval, below 8,373
feet. Each interval retains a different percentage of overriding royalty interest ownership.
The stratigraphic limits of proposed OTPA lie entirely within the Upper Interval.

III. DISCUSSION OF DECISION CRITERIA

The DNR Commissioner (Commissioner) reviews participating area formation
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. The Division’s review of the Application is based
on the criteria set out in 11 AAC 83.303 (2) and (b). A discussion of the subsection (b)
criteria, is, followed by a discussion of the subsection (a) criteria.

A, Decision Criteria Considered Under 11 AAC 83.303(b)

1. The Environmental Costs and Benefits of Unitized Exploration or
Development

Approval of the OTPA has no direct environmental impact. This decision is an
administrative action and does not authorize any on-the-ground activity.

A unit operator must obtain approval of a plan of operations from the State, and other
permits from various agencies, before drilling a well or wells or initiating development
activities. DNR considered environmental issues during the lease sale process, OU
formation, and OU expansion. Pioneer has obtained the required permits for the current
OTPA wells and is operating under an approved plan of operations.

Pioneer has designed the development of the Oocoguruk Torok Reservoir within the OU
to minimize the amount of surface impact from the facilities necessary to develop by
utilization of an existing compact drillsite and existing infrastructure at the neighboring
Kuparuk River Unit (KRU) including the use of existing vertical support members
(VSMs) for flowlines, processing facilities, flowline transportation, and delivery and
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return of gas and water. Formation of the OTPA will promote efficient development of
the State’s resources, while minimizing impacts to the region’s cultural, biological, and
environmental resources.

2. Geologic and Engineering Characteristics and Prior Exploration and
Development Activities of the Proposed Oooguruk Torok Participating Area

A participating arca application must meet the requirements of 11 AAC 83.351(a). A
participating area “may include only the land reasonably known to be underlain by
hydrocarbons and known or reasonably estimated through use of geological, geophysical,
or engineering data to be capable of producing or contributing to the production of
hydrocarbons in paying quantities.” 11 AAC 83.351(a).

Pioneer has submitted confidential geophysical, geological, and engineering data
demonstrating that the OTPA is capable of producing or contributing to production of
hydrocarbons in paying quantities.

A, Geology of Torok Interval
Prior Exploration and Development activities

Many wells in the area of the Oooguruk Unit encountered potential Torok reservoir
interval during the early exploration days of the North Slope in the 1960°s because of its
shallow depth, generally between 4,000° to 6,000° true vertical depth subsea (TVDSS).
The early exploration plays targeted the Sadlerochit (Ivishak sandstone) and later the
Kuparuk formation whose reservoirs lic at deeper depths. Wells in the area that
encountered significant Torok reservoir interval included the Sinclair Cotville 1 well
drilled in 1965-1966; the Texaco Colville Delta 2 and 3 wells drilled in 1986; the ARCO
Kalubik 1 well drilled in 1992; the ARCO Kalubik 2 well drilled in 1998; and the
Oooguruk and Ivik wells drifled in 2003. Both the Colville Delta 2 & 3 wells produced
completion fluids and minor oil (unstimulated) at very low flow rates and at very low
bottomhole pressures. Following moderate fracture stimulation, the Colville Delta 3 well
did produce an average of 240 stock tank barrels of oil per day (STBOPD) during an 84
hour flow period. The Kalubik 1 well produced (unstimulated)} completion fluids and
water during a 12 hour test. During 1998, a Modular Dynamics Tester sample recovered
from ARCO’s Kalubik 2 well yielded a value of 19.8 API, but the well was not
production tested. Formation tests conducted in the Torok interval in the Oooguruk 1 and
Ivik 1wells produced water, confirming that the downdip Torok formation is wet east of
the Colville Delta 2 and Kalubik 2 wells due to the presence of a normal, down to the
east, northwest-southeast trending fault.

From 2007 to the present Pioneer has drilled 18 wells that have penetrated the Torok
interval, enroute to Kuparuk and Nuigsut development targets. The ODSN-45 well was
originally drilled to produce the Nuigsut sandstone, but was plugged back due to
operational difficulties and recompleted in the vicinity of the Kalubik 2 well, as a
horizontal producer, ODST-45A, in the Torok. The well began producing in March of
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2010. As of February 2011 the ODST-45A well has produced approximately 157,000
barrels of oil, averaging around 430 STBOPD from the Torok formation. Pioneer has
utilized a variety of analyses such as: production tests, log analysis, core data, fluid
analyses, and seismic mapping to determine the extent of the Torok reservoir. One of the
delimiters for determining the outline of the accumulation is the 5,150 feet subsea lowest
known oil contour from the Colville Delta 3 well in conjunction with the areas that can be
reasonably produced from the existing offshore Ocoguruk Drill Site (ODS).

Geology of the Torok Interval

Geological, geophysical, and engineering data submitted in support of the application for
formation of the OTPA were received on November 18, 2010. Updated maps were
provided on March 11,2011. Submitted data included structure, isopach, net to gross and
net sand maps, well logs, cross sections, seismic cross sections, and confidential
geological, engineering, and well production test analyses for the Torok interval.

The Torok reservoir within the Qooguruk Unit is a combination structural-stratigraphic
trap. The Torok in this area is part of an eastward dipping monocline. There are several
minor northwest trending normal faults in the area and a major fault down to the cast
northwest-southeast trending fault between the Kalubik 1 and Colville Delta 2 wells.
This major fault defines the northeast edge of the proposed OTPA and stratigraphically
isolates the down dip water wet Torok formation east of the Texaco Colville Delta 2 well.
The western edge of the proposed OTPA is formed as a result of stratigraphic closure due
to sandstone onlap onto the toe of slope.

The Torok formation is a time transgressive unit of Albian to Cenomanian in age and
forms a complex series of interbedded sandstone, siltstone, and mudstone deposits that
record complex interaction of deposition, sedimentation, subsidence, sea-level changes,
and erosion along a shelf edge margin during the middle Cretaceous. The resultant
sedimentary deposits record the interplay of changes in sea level, subsidence, and
sedimentation and accompanying depositional patterns of progradation, regression, and
aggradation. The entire Torok interval is generally around 250 feet thick in the
Oooguruk area. The most prospective Torok reservoirs in the area represent toe of slope
and basin floor fan sandstone deposits. Some composite sand packages greater than 35-
40 feet can be recognized and mapped with 3D seismic. The Alaska Oil and Gas
Conservation Commission (AOGCC) Conservation Order (CO) Number 645 defines the
interval from 4,991 to 5,272 feet measured depth (MD), (4,954’ to 5,235" TVDSS)) in
the ARCO Kalubik 1 well as the type section for the prospective Torok reservoir in the
OTPA.

Because the Torok reservoir consists of very finely interbedded sandstones, siltstones,
and mudstones, it is difficult to correlate individual beds, but far easier to define and
correlate the entire interval. Whole core data from Colville Delta 3 and Kalubik 1 and 2
and sidewall core data from Colville Delta 2, Thetis Island 1, Ivik 1, and Oooguruk 1
were analyzed to calculate porosity, water saturation, net pay, and hydrocarbon pore feet.
Sands are composed of very fine sand to coarse silt sized grains with 20% to 50% quartz,
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15% to 25% feldspar, 5% to 40% clay, 4% mica, metamorphic rock fragments and minor
amounts of carbonate. The net sand to gross thickness ratio of the Torok reservoir is
typically 45% to 50%. Sandstone porosity is 12% to 26% with an average of 19%.
Sandstone permeability ranges from 0.1 to 100 millidarcies (md), averaging 4 md.
Routine core data suggests that 75% of the sand has a permeability greater than 1 md.

Pioneer has calculated the original oil in place (OOIP) for the proposed OTPA as 690
million STBO. Free gas has not been encountered nor is it expected within the Torok
interval. The solution gas/oil ratio is estimated at 250 standard cubic feet of gas per
STBO, yielding 170 billion standard cubic feet of in-place associated gas.

The proposed OTPA will employ a horizontal well line-drive pattern immiscible water-
alternating gas flood to enhance recovery from the reservoir with a 1,500 inter-well
spacing. Pioneer plans to align the orientation of the proposed horizontal wells dedicated
to Torok development to take advantage of the minimum stress direction of the regional
fracture patterns in order to maximum recovery. Due to the highly laminated nature of
the reservoir, ali the wells, inciuding the injectors, will be hydraulically fracture
stimulated to enhance productivity and improve vertical injection sweep.

Pioneer’s analytical modeling suggests primary depletion of the Torok will yield
approximately 5% recovery of the OOIP; models suggest secondary enhanced recovery
methods should yield an expected incremental recovery of 15% of the OOIP, resulting in
a range of expected ultimate recovery between 5 and 25%. Pioneer’s petrographic
descriptions and core flood data indicate that the Torok pay sands are compatible with
both the water and gas planned for injection.

The confidential geological, geophysical, and engineering data provided by Pioneer
confirm and justify the size and aereal extent of the OTPA, which includes “only the land
reasonably known to be underlain by hydrocarbons and known or reasonably estimated
through use of geological, geophysical, or engineering data to be capable of producing or
contributing to production of hydrocarbons in paying quantities.” 11 AAC 83.351(a).

3. Plans of Exploration and Development for the Proposed Qooguruk Unit
Torok Participating Area

The Alaska Oil and Gas Conservation Commission {AOGCC) approved pool rules for the
Oooguruk Torok Reservoir on May 26, 2011, in CO Number 645. One production well,
ODSN-45A, and one injection well, ODST-46i, currently operate in the proposed OTPA.
Pioneer plans to complete initial development drilling in the OTPA during the 2011-2012
drilling season with two additional wells. Pioneer has also applied to expand the OU to
include the entire Torok Reservoir as defined in AOGCC CO 645.

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

The OTPA will provide economic benefits to the State through royalty and tax payments
on production. The initial allocation methodology provides an equitable production
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allocation between the leases. Pioneer submitted tract participation schedules for the
leases in the proposed OTPA (Attachment 1) as required under 11 AAC 83.351. The
proposed allocation distributes expenses and production among the tracts/leases on a
surface acreage basis. Future determinations of participation will be on a volumetric
basis, which will be adjusted to reflect expansions of the participating area.

4.1 Facility Sharing, Metering, and Production Allocation

Pioneer received approval from the AOGCC and the Division to use multiphase
flowmeters (MPFMs) to measure and allocate oil production between the ONPA and
OKPA. In AOGCC CO 645, Pioneer received approval to also use MPFMs to measure
and allocate oil production between the OTPA and the existing ONPA and the OKPA,
under the same conditions as the prior approval. Pioneer and ConocoPhillips Alaska Inc.,
Operator of the Kuparuk River Unit, received approval of a method of determining pool
production and allocation for commingled OU and KRU production and a waiver of 20
AAC 25.228 to use MPFMs. Although the commingled OU and KRU production will be
measured in accordance with 20 AAC 25228, the accuracy of OU production
measurements will be less certain than would be the case if the measurements were
performed by a typical Lease Automatic Custody Transfer (LACT) under 20 AAC
25.228(g).

20 AAC 25.228 requires that hydrocarbon measurement for custody transfer be
performed in accordance with the American Petroleum Institute Manual of Petroleum
Measurement Standards. Those standards apply to LACT meters that measure single
phase sales quality oil. MPFMs provide separate measurement of oil, gas, and water, in a
three phase fluid stream, but do not measure oil with the same degree of accuracy as a
LACT meter. LACT meters are considered to have a measurement error band of +/- 0.25
percent and are deemed true and correct for custody transfer. MPFMs can have a much
higher error band. A significant source of inaccuracy in measurement occurs when using
MPFMs to measure a three phase stream containing a high, (greater than 80 percent), gas
volume fraction. Gas volume fraction encountered in the range of operations for the
OKPA, ONPA, and OTPA commingled stream will be much lower and will minimally
impact meter accuracy. Data reported to the AOGCC and the Division indicate that the
risk of inaccuracy is randomly distributed (no bias) i.e., it is equally likely that the meters
will over report volumes as often as they underreport volumes.

The Division approves the use of MPFMs for well testing and allocation between wells,
between the OTPA, the ONPA and the OKPA, and between the OU and the KRU,
subject to the same terms and conditions specified in AOGCC Conservation Order Nos.
596.007, 597.007, 432D.007, 406B.008, 430A.008, 435A.007, 456A.007 and 645.

4.2 Point of Production and Transportation Deduction
11 AAC 83.295(23) defines the point of production for oil as the automatic custody

transfer meter or unit through which oil enters into the facilities of a carrier pipeline or
other transportation carrier. When there is no LACT meter, the point of production is the
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outlet flange of the tank gauge, DNR may approve another mechanism or device to
measure the quantity of oil tendered and accepted into the facilities of a carrier pipeline
or other transportation carrier. The point of production, as defined in the Production
Processing and Services Agreement between the Kuparuk River Unit Owners and the
Qooguruk Unit Owners (PPSA), is the “Petroleum Delivery Point means the tailgates of
KRU CPF1 and CPF2 where petroleum enters the KTC Kuparuk Pipeline.” No
transportation deduction will be allowed for transportation of non-sales quality oil. The
cost of transportation from OTP to the KRU facilities, although outside the OU boundary,
is considered a gathering line for the purposes of calculating allowable transportation
deductions.

4.3 Shrinkage and Loss Factor

Shrinkage and loss factors are used to determine the correct sales volumes of produced
oil. Shrinkage is the calculation required to convert the volume of oil measured at
reservoir conditions to surface conditions (14.65 psi, 60 ‘F). Due to differences in
pressure, temperature, and composition between reservoir conditions and surface
conditions, a barrel of oil at reservoir conditions “shrinks” when brought to surface
conditions.  Every reservoir has a unique conversion factor, known as Formation
Volume Factor (FVF), or B,. For example, a reservoir barrel may be 1.05 times larger
than the same barrel at surface conditions. A surface barrel is a shrunken reservoir barrel.

For OU production, the MPFMs used for well testing provide data for the calculation of a
separate shrinkage factor for the OKPA, ONPA, and OTPA production. The Oooguruk
Oooguruk Tie-In Pad (OTP) MPFM records, at line conditions, temperature and pressure,
and oil, water, and gas rates. The KRU Operator has simulated the flash from the
Oooguruk Drillsite (ODS) to the crude separator at KRU CPF3. Wet crude is then sent to
KRU CPF1 where it is flashed at the crude separator and then to atmospheric tank
conditions. The stages of simulated flash are presented as a series of discrete look-up
tables which correlate B, with temperature and pressure. The simulation was created
with historical KRU facility data and actual Oooguruk pressure, volume, and temperature
data. The KRU Operator uses the Oooguruk MPFM data and the lookup tables to
determine the shrinkage factor utilized in the final allocation of Oooguruk sales quality
production available for delivery into the Kuparuk Pipeline. The Shrinkage Factor
methodology utilized under the PPSA uses Oooguruk MPFM production data at line
conditions to calculate and allocate Oooguruk stock tank barrels as measured by the KRU
LACT meters.

KRU production will be commingled with OU production. The PPSA specifies a
methodology to calculate Shrinkage Factors for each of the distinct fluid streams. The
Shrinkage Factor will change periodically to reflect the varying composition of the
produced and commingled fluids.

Loss is the amount of oil remaining in the three phase fluid stream after processing.

Processing of three phase fluid does not remove 100 percent of the oil from the fluid
stream. There is always a deemed volume of oil “lost.” The Loss Factor is applied to the
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shrunken barrels to calculate final sales barrels as follows: (Wet barrels-Shrinkage)x(Loss
Factor) = Dry (Sales Quality) barrels. The PPSA also specifies a Loss Factor which is
subject to future adjustment.

4.4 Plant Fill and Back-out

Backout is the lost or deferred KRU production that results from Oooguruk’s use of KRU
processing capacity and the associated postponement of KRU production. Backout is a
cost of facility sharing; incremental production from OU made possible by facility
sharing is a benefit. The PPSA requires the OU WIOs to compensate the KRU WIOs for
back-out by transferring the specified barrels at Pump Station One (PS#1). In effect, the
OTPA sales volumes, which pay 12.5 percent royalty, will be used to compensate KRU
for sales volumes which, if produced now, would have borne 12.5 percent royalty. After
payout, OTPA sales volumes will pay the NPS royalty rate of 30 percent. The Division
will not require OU to compensate the State for the backout volume associated with
OTPA production.

4.5 Tract Allocation and Redetermination Schedule

Pioneer submitted a tract allocation schedule that describes how the OU WIOs plan to
allocate the production and costs between the leases in the OTPA as required by 11 AAC
83.371 (Attachments 1- 4). Under this schedule, Pioneer owns 70 percent, and Eni owns
30 percent of the production from the proposed OTPA. Article 11 of the OU Operating
Agreement describes the timing of and methodology for the determination of tract
participation for Initial Participation, Interim, and Final Determinations agreed to by the
OU WIOs. The article specifies approval and arbitration procedures, data requirements,
deadlines, and calculation methodology. The Initial Participations will be based on
acreage. The Interim Determination will be based on Original Oil in Place (OOIP). The
Final Determination will be based on the value of recoverable hydrocarbons and the
portion of costs allocated to each tract, and will consider OOIP and original gas in place,
if a gas cap is present. The Final Determination is due not Iess than four years from the
date of commencement of sustained commercial production of unitized substances and
may be postponed for up to three years. Each Determination will revise allocation factors
(tract participation) retroactively to the effective formation date of the OTPA. The
Division approves Pioneer’s proposed tract participation and determination schedule for
allocating production and costs among the leases within the OTPA.

4.6 Gas disposition

The PPSA provides for processing of three phase OU fluid, and the return of gas and
water for reservoir pressure maintenance and enhanced oil recovery at OU. The PPSA
also provides for a certain volume of QU gas to be retained by KRU to compensate KRU
for OU’s share of fuel and flare gas. OU’s share is determined by the ratio of OU
processed volume to total processed volume. The Division agrees that gas returned to
OU for use at OU, and OU’s proportionate share of fuel and flare gas will not bear
royalty until produced and sold.
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The Division will consider whether to require a gas disposition report for other
participating areas in other units on a case-by-case basis, and will re-consider gas
disposition reporting for OU after July 1, 2011.

4.7 NPSL Accounting

The OTPA includes two NPS leases, ADLs 355036 and 355037. Pioneer proposes that
expenses be broadly captured in four different cost centers:

a. Well costs
Costs will be first allocated to the specific participating area into which the
wells are drilled and then to each tract within the participating area by the tract
allocation factor

b. ODS costs
Including drillsite facilities, well-bay modules, and flowline manifolds.
Costs will be allocated to each PA by relative well count and then to each
Tract within PA by the tract allocation factor.

c. Flowline costs
Including all costs downstream of the ODS: sub-sea production, gas, water
and diesel flowlines, shore crossings, above ground VSM supported flowlines
and all facilities at the OTPA.
Costs will be allocated to the specific PA by relative total reserves
contribution and then to each tract within a PA by the tract allocation factor.
The Division agrees with proposed cost center methodology.

d. Gas injection costs
Including compression and injection equipment.
Costs will be first allocated exclusively to the OTPA and then to each Tract
within PA by the tract allocation factor.

The Division approves the proposed cost center allocation methodology.
4.8 Paying Quantities Determination

A cash flow analysis was performed based on the data submitted and incorporating other
elements to standardize the “participating area paying quantities” determination portion
of the participating area approval process. The focus of this analysis was on the
operating expenses as defined for purposes of the “paying quantities” definition. The
estimated operating expenses for the OTPA were compared to forecast prices. The
forecast “paying quantities operating expenses” in this analysis did not exceed forecast
commodity prices. Therefore the project meets the paying quantities definition set out in
11 AAC 83.395.

B. Decision Criteria Considered Under 11 AAC 83.303(a)

1. Promote the Conservation of All Natural Resources
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The unitization of oil and gas reservoirs and the formation of participating areas within
unit areas to develop hydrocarbon-bearing reservoirs are well-accepted means of
hydrocarbon conservation. Formation of a participating area within an existing unit, with
development occurring under the terms of a unit agreement, promotes efficient evaluation
and development of the State’s resources, and minimizes impacts to the area’s cultural,
biological, and environmental resources.

2. The Prevention of Economic and Physical Waste

Approval of the formation of the OTPA will promote prevention of economic and physical
waste. Approval of the OTPA will not result in economic waste given the current well
spacing, market demand, and anticipated production rates. Annual approval of the OTPA
development activities as described in the future plans of development must also provide for
the prevention of economic and physical waste. Using the KRU infrastructure and facilities
ecliminates the need to construct stand-alone facilities to process production from the
Oooguruk Torok Reservoir; optimizing production while preventing economic and
physical waste protects all parties.

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

Formation of the OTPA protects the economic interests of all parties. Combining
interests and operating under the terms of the OU Agreement and OU Operating
Agreement assures cach individual WIO an equitable allocation of costs and revenues
commensurate with the resources of its leases. Operating under the OU Agreement
provides for accurate reporting and record keeping, State approval of plans of exploration
and development and operating procedures, royalty settiement, in-kind taking. and
emergency storage of oil and gas, all of which will further the State’s interest.

The people of Alaska have an interest in the development of the State’s oil and gas
resources to maximize the economic and physical recovery of the resources. AS
38.05.180(a). Diligent exploration and development under a single approved unit plan
without the complications of competing leasehold interests promotes the State’s interest.
Approval of the OTPA under the OU 5th POD and future annually approved plans of
development will provide for continued review and approval of Pioneer’s plans to
develop the OTPA in a manner which will maximize economic and physical recovery of
the resources.

The formation of the OTPA advances the efficient evaluation and development of the

State’s resources, minimizes impacts to the area’s cultural, biological, and environmental
resources which protect the State’s interest.
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Iv.

FINDINGS AND DECISION
The Conservation of All Natural Resources

The approval of the OTPA will conserve all natural resources, including
hydrocarbons, gravel, sand, water, wetlands, and valuable habitat.

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

All unit development must proceed according to an approved plan of
development. The State, Division, and local agencies have issued various
approvals for OU development. Future operations will require similar review and
approval. DNR may condition its approval of a future unit Plan of Operations or
permits on performance of mitigation measures. Compliance with mitigation
measures will minimize, reduce or completely avoid adverse environmental
impacts.

The Prevention of Economic and Physical Waste

With the approval of the OU 5th POD, the Division considered the prevention of
economic and physical waste criteria under 11 AAC 83.303(a)(2). The OTPA
development activities must be conducted under an annually approved plan of
development, which will provide for the future promotion of prevention of economic
and physical waste.

The Protection of All Parties in Interest, Including the State

The formation of the OTPA meets the requirements of 11 AAC 83.351 and 11
AAC 83.371, adequately and equitably protects the public interest, and is in the
State’s best interest.

The geological and engineering data provided reasonably justify the inclusion of
the proposed acreage within the OTPA under the terms of the applicable
regulations governing formation and operation of oil and gas units (11 AAC
83.301 — 11 AAC 83.395) and the terms and conditions under which these lands
were leased from the State.

The formation of the OTPA will not diminish access to public and navigable

waters beyond those limitations (if any) imposed by law or already contained in
the oil and gas leases covered by the OU Agreement.

The OTPA overlies the Torok Formation. The stratigraphic limits of the OTPA
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are the depths common to and correlating with the interval from 4,991" MD feet
to 5,272° MD recorded in the Kalubik-1 well.

5. The OTPA approval is effective March 1, 2010.

6. The Division approves the use of MPFMs for well testing and allocation between
wells, between the OKPA, ONPA, and the OTPA, and between the OU and the
KRU, subject to the samc terms and conditions specified in AOGCC
Conservation Order Nos. 596.007, 597.007, 432D.007, 406B.008, 430A.008,
435A.007, 456A.007 and 645.

7. A transportation deduction will not be allowed for transportation of non-sales
quality oil. The cost of transportation from OTP to CPF3 is considered a gathering
line for the purposes of calculating allowable transportation deductions.

8. The Division agrees that gas returned to OU for use at OU, and OU’s
proportionate share of fuel and flare gas will not bear royalty and that gifted gas
(OU gas in excess of that volume needed for fuel and flare at KRU) retained at
KRU for use within KRU, will not pay royalty.

9. The Division approves the OTPA ftract allocation schedule effective March 1,
2010 for allocating production and costs among the leases in the OTPA. Pioneer
shall report production from the OTPA to royalty accounting unit code OUTO.

a. Accounting Unit codes Q006 and O0O08 are terminated effective June 1,
2011, Production Month of April, 2011. The Accounting Unit code for
the OTPA is OOTO.

b. Pioneer shall submit revised operator reports and the lessees shall submit
revised royalty reports and NPS lease reports back to the start of
production, zeroing out production under royalty accounting unit codes
0006, and O008 and allocating all production to the OTPA royalty
accounting code OOTQ as set forth in the approved OTPA tract
allocation schedule.

¢. These revised reports must be submitted within 60 days after the
approval of the formation of the OTPA. Oooguruk invoices from the
quality bank administrator must accompany these revised reports and all
future royalty reports (Al).

d. If the reports and Oooguruk invoices from the quality bank administrator
are not submitted within 60 days (August 24, 2011) of this approval, an
Administrative Fee will be assessed under 11 AAC 04.080 for all
revised reports and quality bank invoices that are not submitted by the
due date.

Approval of the Formation of the Oooguruk Unit Torok Participating Area 14



10.  The OTPA boundary will contract to 160 acre spacing around development wells
in the Final Redetermination, unless the parties agree otherwise,

For the reasons discussed in this Findings and Decision, I hereby approve the OTPA
subject to the conditions set out in this decision. The OTPA is effective March 1, 2010.

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

—_— Ca/ )
e * 24
W.C. Barron Date

Director
Division of Oil and Gas

V. ATTACHMENTS
1. Exhibit C, OTPA Tracts/leases
2. Exhibit D, Map of the OTPA within the Oocoguruk Unit Boundary
3. Exhibit E, Allocation of Participating Area Expense
4. Exhibit F, Allocation of Unit Area Expense
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Exhith C
Torok Participating Area
Attached 16 and mude » partof that certain Ooogarak ik Agreement
. Unit Trael
Unlt Tassor & Effective Partroipation
Teact #|  Lense Non Warking aterest Quacs Wurhing Interest Dwir Deyeription Acrespe ORR Baraen ASRYE. acTenge)
Sute of AK atueal Respurces Aleka, inc F0.000005 12.5%
13 ADL 353036 |Em Petroleum US LLC 30.00000% 1783 DI MIAT ViR I 116000 ] 30% NPS
Uppyes hewewal [ 1. the brerval Tro7m Aot 12570t A o The B See iﬁ&wwmxﬁm B Total 5 GITH0% 74358077
seratigraphé eauivalent of 8, 37V (Dwilkry intal dleptt: + 1907 whith 4 R MW N WA See Deralle Below
Jequi SIen 10 5407 (Wi ink LORPOs Wil Septts 4 100 bedow the $ee 19 Poniractod, Wk NWH. MUK SWrd
UPPER ly s’ ng 25 shermn ore e Daal Lanenclog Fiove 03 bog: daress Al <. St 15, Protracied, A1
ENTERVAL |1992 in the ARCOMakibik #1 well locsled a Sev: LT RN, R 75
FME Nttt The: DR oo icontls ot “Segrent 17 of e Exioe )
TH0000% 125%
14 __30.00000% w3 A00.00 |0 NES
1 Ber 9 Prosracted, 62 NFA, SWra NF/A ST, Total 5. 0757381 25641009
oo See: Detaids Below
Soc 1 Prommcst, NEA, NER SR
UFFER [kl Bucking o shown o the (ol Laserple Ron 3 bog dar-d AgetS,
INIEEVAL [6952 tn o ARCO-ACk 87 wesJiocaied i See 11, TIIN RIE
LML ez v e DIVIG compaey meo: 0w “Sepmort 17 ihe Lasse 1)
] 100.00000%)
[Pioneer Naturs! Resources Alasks, Ine
700 ¢ Strowr. Sulee 600
| Anch AX 59501
Eri Petrodenr: US LLC
1201 Louintara St.. Suvie 3500
Housion, TX TH122-5609 I
¥ The siste’s mykly interest in ADL 355036 and ADL 355037 is subject 10 that ctrtain Fina) Finding: and Dy af tha O of DN dated Febewery 1. 2006 {modifying royalty wader

ihe leases in siaponse io the Doaguruk Bevelopment Royalty Modification Application fiked on May 20. 2005).

THI8A0

$ISBI[/SPELL, VALO ‘D Nquxg
ANO INAWHDVLLV
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Attached to and made a part of that certain Ooogurnk Unit Agreement

Exhibit C
Torok Participating Area

Interest Owner

Interest

Effective
Date

Description

Upper Interval

Worling
g Rovalties el

d by the followiaz

1601 Elm Sireex, Suile 4700
Dallas. TX 75201

Worki
-1: L

ORR Barden

Unit Tract
Participation
(surf. acreage)

0.252100007%

Eni Petrofeum U5 LLC
1201 Louisiana, Swie 3500
[Houston, TX 77002

0.51429000%

[Pioneer Matoral Resources Alaske, Inc.
700 G Sirter, Suits 600

|Anchorage, AK 00501

120000000

ConocaPhiltips Alaska, Ine.
[700: G Streat
LAnchomge, AKX 00501

2.50000000%

[William D. Armstrong
16 Village Road
Englewood, CQ RO 10

0.40400000%

GMT Expleration Company LLC
1560 Broadway, Suite 800
Denver, CO 30202

D074E0000%

Jesse V. Sommer
451] Wen Geddes Avemue
Linletony, CO BO12E

0.0 1200000

1Bdgar Kem
155 Spotted Deer Lane
Frankiown, CO 0116

0.01200000%

Teffery A Lysko
91 Buckthom Drive
Litileton CO BO127

D.01200000%

|Resd LIGC, LLC
P.0. Box 411
Frankiowa, CO 80116

0512000005

Manhew X. Furin
200t South Madisan
Denver, CO ROZI0

0.01200000%

Stuart W Custafson
P Q. Box 4625
Hi hos Bay, TX 73457

0.0 200000°

{Chexter E. Paris
1208 Mesa Court
Golden, CO 80403

0.00500000%
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Attached to and made a part of that certain Cooguruk Unit Apreement

Exhibit C
Torok Participating Area

Unit
Tract #

Lessor &
Leasge No.

Working Interest Owner

Working Interest

Effective
Date

Description

Acreage

Royalty

_ORR Burden

Unit Tract
Participation

Tracts 14 is hurd

Tract 14
Upper Intervai

idin al d by the following parties in the stated percentages:
P —

P.O. Box 1330
Hougton, TX77251-1330

{surf, acreage) |

amzsese

IDawid L. Hesbaly as Trustes of the David L. Herbalv Revocable Trust
dated May 24, 2004

1420 W Canal CL Ste 150

ALittlcton, CO 30120

Q.67500000%

Elmer L Hecbaly and Lorna M. Herbaly as Trostess of the Einser L.
Herbaly Revocable Trust dated May 24, 2004

1420W Canal Ci Sie (50

Litleton, CO 80120

0.67300000%

XH. 1LC
160t Elm Street, Sufte 4700
Dallag, TX 75201

0.12605000%

George Alan Joyce, Jr.
3528 Esenhower Lane
Plana, X 75023

_D1s000000%,

Eni Petroleum US LLC
1201 Louixiana, Suite 3500
Houslon TX 77002

0.25714000%

Pipneer Nataral Resources Alaska, Inc.
700 G Street, Sile 600
Ancharags, AK 00501

60000000

{ConocoPhillips Alasks, Inc.
700 G Street
Anchomgs, AK 99501

2.50000000%

11118110



ATTACHMENT TWO
Exhibit D, Map of the OTPA

Exhibit D

Torok Participating Area
Attached to and made a part of that certain Oooguruk Unit Agreement
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Exhibit E
Torok Participating Area
Attached to and made a part of that certain Oooguruk Unft Agreement
Unlt Lessor & Effective
Tract#] Lesse Na. Working Interest Qwner Working Intersst Date Degcripti Acrenge Royalty ORR Burden PA Expense |
Size of AK  [Pioneer Natural Resources Alaska, Inc. 70.0000(F% 12.5% Total 5.0213905
13 ADL 355036 |Eni Petroleum US LLC 30,00000¢% 87183 |TI3N,RIE, CRAT MERIDIAN L, 16000000 30% NP5 See Deails below 74.35897%
[Upper Iaterval (i, the itcr -2l fram the surface down (o tha seraligeaphic See 10; Protracie?. ST4 ST4, Wig 545w,
ivdesst of B3 (Diber's totl depth +1007) whvich is equivalent to NWA
8402 (Wiruline Logger's tolal depth + 100 below the Keil- Bushing e Ser 14: Prowrmeted, W2 NW?3, NV 73 S
UPFER  [shgwn o0 the Dual Leievslog Rt 43 Ing dobed i 3. 1992, in the ARCO] See I5; Prowrmcrcd, All
INTERVAL (Kehb#1 ~ell lnented in Sec. §1, T.13 M., B. 7 E., 1 AL kows [ the
DK compiuter reconds as “Sopment | oF the Lease.)
Siate of AK  [Pioneer Natural Resources Alaska, Inc. H0.00000% 12.5¢ Total 5.0767380%
t4 | ADL 355037 |Enj Peiroleum US LLC 30.00000% &1/83  [TIIN RTE UMIAT MERIDIAN 40000000 | 30% NPS See Details below 35.64103%
Upper Enterval 7 c. the interval from the srfuce down o the aptgraphle Sec: Protracied, 132 NE. 4, SW/4 NEM, SEM.
Jequivalon of 3,373 (ThiBer's total depth +100 ; which is eqeivalent to B2 SwWi
0,407 {Warsllaz Loger's iowsl depth + 100 bedor the Kolly Bushing s Sec L6. Proiracied, NEA, NEM S/, NEA NW/4
UPPER  |ahown oa the Dusd Lawrakg Run 87 fog dnzd April 5, 1992, iv the ARCO]
INTERVAL |Kohbf#1 well located in Sec. 10, T.L3 M, R, 7T, UM, known in the
DNR campwier necands 28 "zpment 1 of the Lease)
L, $60.00000 100.00000%
The siate’- royally intecest in ADL 355036 and ADL 355037 is subject 1o thet certzin Final Findings and D Ination of the Commissioner of DNR. dated February 1, 2006 (modifying royalty under the leases in response. @ the Oooguruk Des clopment
Rayalty Modification Application filed on May 20, 2005).
WORKING INTEREST OWNERS-All Tracts ond Intervals
Pioneer Natural Resources Alaska, Inc.,
700 G Sereet, Sulie 600 p—
Anchorage. AK 29501 —
Eni Petraleum US LLC ]
1201 Louisiana 8., Suite 3500 o
Houston, TX T7002-5609 —
1601 Elm Cxee, Suite 4700
| Upperloterval o e osani o . L ___ . 5 _ 2SN .
-Pioner Nahura] Resources Al Lec. - —
“7001G Strest. Snite 600
I — nchunge ARWOSOL e ———— — r—— T R —— . S
Eni Peirolsem US11.C
1201 Eouisna, Smie 3500,
| o gy N TX 70002, AR OOSOT ___ — e el —— — N _Dsiamepe:
CoancoPhlilps Alasks, [nc.
00 G Strent
. Anchorage, AK 00301 o e - JE CR—— ZSOOOO000S
= Williem D. Armstmng
16 Villege Koot
_ .. EegescedCODlG = i — —— - —ATTR000% ——]
GMT Explaration Company LLC
1560 Brv; s ny. Sultc 30
Dunver, CO 90202 GO7T4000U0
1171819 1
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Bxhibit £
Torok Participating Area

Attached to and made » part of that certain Qooguruk Unit Agreement

Unit
Tract #

‘Working Interest |

Effective

A s!IR_l_-mt\vl

ORR Burden

PA E:

Date

Description

P

" settery ALyl

Traet 14
Upper Taterval oo, rermasiiisn

Working I
Tesse V. Sommer

4531 West Geddes Avenuc
Linkevam, CO 50128
Edgar Kerr
155 Spatted Deet Lune
S Frankown, OO B

i%1 Buckthomm Dvlve
LikwocOBM®
'Recd LIGC. LLC
{P.O. Hox 411

_Frankiown COB011E

Matthew X. Furin
2001 South Madison
\Denves, CO E0210

Sttt V. Gustafson

P.0. Bom 4625

_ Horethoe B, TX 78657 _

“Chester E. Pans
1208 Meza Court

2.0, Box 1330

David L. Herbaty a2 Trust=e of the David L. Hedbaly Revocnble Trust

dated May 24, 2004

1420 W Canal Cr See 150
_Litleon, COBZ)__

‘Elmer L. Herhaly and Loma M, Herbaly a5 Trustees of the Bimer L.
Rerlaly Re ;orable Trus deted *ay 24, 2004

1420 W Conal Cx Ste 150

vikleten, CO 8H2D

KH.LLC
1601 Elm Sirect, Suite 4700
Dallas, TX 75201

0012000007

DO

. QoHp000E

. _0nl200000%

. Dona0o0ns;

001000005

__ 063000505 -

0675000

0575000007, _

Geaorgs Alan Jayee. k.
1528 Firenhower Lane:

P T e
Pioneer Natural Resaerces Alacka, Inz.
700 G Street, Suite G0

- \n_chnﬂ_u. AK 40501
Eni Peirolnzm US LLC
1201 Louisana, Suite 3500,

_ Hovston, TX T7002. AK 00501
ConocoPhillips Alishs, Int.

TO0 G Siress
AK 99501

. Daz0TR0E__

__bastooos

46000007

_ o2snsm0e
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ExhitiL F
‘Torak Participating Ares

Atiached to 3l rasde s part of that certaln Googurok Unit Agreesent

drilled o produce To: gk reserves,

and injectfon

Pionecr Natural Resources Alaska, Inc., 25 the Qooguruk Unit Operator. estimates e total Unit ecomomic reserves will be eontributed 77% from the Nuigsu PA., 18%
| Oooguruk development; sis wells in the Kuparuk, 31 in th Muiqsue and foor in the Torsk.  On 2 relative well count basis 14.634 15 of the wiit wells will be drilled 10 procuce Kupsruk rescrves, 75.6098

Pioneer proposes that expenses be brow:ly captored [n four differeml cost ceaters, and puch costs be allocated as follows:
1 Well Casts - will be fizst allocated o the specific Porticlpating Ares inta which the wells are drilled (Kuparuk PA, Nuigsw PA or Torok PA} ard then tn each ‘Tract within a PA by th PA Tract Particpation facter.

2, Oooguruk Drill Site (ODS) - Casts Including al) driliaite Facilities, Gi.e. well-bay modules, fowline manifold:, er.) will be first allocated to the specific Participating Area by relative well counk and then 1o each Trac) within
3. Flowline Costs ~ Cost include a1l downstream of the ODS, include aub-soa three-phose production, gns, waier and dicse] fowlines. skore eros.ing and above ground verieal sumpert member suppon:d flowlines and al fecili
| These will be Grst altocated o the specific Participating Aren hy relative tocal reserses eontribation and then to esch Tract within a PA by the PA Tract Panticipation factor.

it will b first afbocated exclusively o the Nulgsut PA and then (0 cich Tract within said PA by the PA. Tract Participalion factor.

Trom the Kupanik PA end 5% [:om the Torok PA. The current Unit Plan of Devclopment
% of the unit wells will be drilled to produce Nulqul eeserves and 9, 7561 % of the unit wells will be

contemplates the dritling 3 tora] of 41 wells far|

PA by the PA Tract Participation factor,
at the Onshore Tle-in Pad (OTP).

4. flas Injection Cosis - Thean include

Working Inieract
10000002
30.00000%

Effective
Deseription

ORR Burden

Relative
Reserve
Aloeatian
(.05 x Traet

Allocatien)

Well Caunt
Allocatlon
Unit Tratt 441 x Tracl

Participation

[GE)

Totol 5.021390%
See Details below.

115%

1.160.00 30 NP8

74358075 L.037179487 0.072545

<o O the D) Lperodug Run #3 Loy dued April 5. 1492, i Gic-
INTERVAL [ARCO-Kombik #1 - M lovsted in Sor, 1L T.L3 8. B, TE. U M. known
st DR comoque oy v <k s “Segmim £ of the Leawt )

¥
Xer 1;. Proumcued, SEA BI04, 942 KB SWAL
B2 W, WA N

Sox: 14 Prolmeted, W2 NWH, NW/ SW4
Ser 19, Proinctod, All

14 Swate of AK  [Pioncer Natural Resources Alaskan. Inc

T0.00000:%

BA1/B3

125%
0% NPS

Toual 5.076T380%
Sep Details below

25.6410%% 0.012321 2023014

ADA 355037 |Edi Pebroleum US11C
Urper Interval fis 1he icsvl (imh Lhe: sorface down 10 Ow SIELizphic

s bl nr 4373 (Drilke s ocsh depih +100F) v Bich o> equicaart 1n
792" (W ‘el Logear's total dapth + LKA helow i Ketly Bushingat

LPPER  |diwn on the Duad Lascroler Row #3 g tnked Apel 5, 1992 1a the
INTERVAL |ARCO-Kawtik i w.il bocand ln s, 11 T.LIN R, TE., UM, taion
in the DR contpater s “nmhas Soumcnd 1ol th 1o )

LN gL —
Sec 9. Protracicd, 17200, SWA NEA, SFM,
e Ewa

See 16 Froiroun), M1 1 NL : SbM

1.560.00

100.00000% 0.05 0.09756]

Tract 13
Upper Intecval

H. LK
16 Elnt St s, Suite 4700
Dallex, TX TAIOC
Plonsr Nawmt Besouscs Akaba. Iy
040 G S, Suise GO0
Anchonnc AR

Loni Parakem US 1LLC
1201 Loulirma. Swie 800

__Homdon TR 17003 AKO0H)
CoaoroPhillips Al .
wma

Anchmagg, A% 00TH

Wikl 0. Amczrong
1fi Villuge Roat

<3MT Expioration Company LLT
1560 Bratwny, Seiu <t}
Demeer. CO M0

L L — —

" LED

1200

DUYTAONBOY i
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Exhibit F
Toruk Participsting Area

Attached o and made a part of that ¢ertain Osogurnk Unit Agreement

Lessor &
Leage No.

Waorking Interest Owner

Working Interest Date

Effective

Description Ac:

Jesse V. Somper
4531 Wose Getdes Aaemae
. Linkyon CO 012K

Ggar Kerr
LA Spotted Nver L
B akn, CORLIE_

Iehiry A, Lysdo
M Bockihomn D2
 Lilein, CO WL

Rd LIOC, 11T
0. Box 411
ki, €O 80116

Stuet W. Gowf on
By, B 462%

_. Horeshine Bay. TX Th&57 .
Cheer L., Paris
1308 M a Cunt
Cobben, COYRINO}

Tupcts 14 is burdencd
Tracts 14-15
Upper Interval

Analwkn Paraheurn Corporatinon.
‘P Box 1370

es held by ¢ vy is ted p :

Houstos, TXTF251-1330 .

David L Bertoly 26 'Trizies of the T20vid L, Herhaly Rnacdle Trus.
alet M+ 24, 004
1420 W Caral C1 Sie 150

ceLinicien:CO R0 —

Elmeer T, Herhaly ard L.omax M. Herbaly ay Trostecs of the Elmee L.
Horbaly Revocsble Trind dated May 24, 2084

1420) W Canal C1 e 150
Llikeion €O #IH

FH.LLL
1601 Em Sanan, Suiwe 44K
hlles TX 75200

‘George Alin liyce. Jr
528 Eisenhower Lane
_Pliw, TX 7833 - s
Iinawser Netora) Resouree. AlrLa. Inc
700 G Sircot, Snile 800

120} Lovissms, Sulte A5(K).
Hovron, T 17002, AK 005 0H

Relative
Rescrve
Allocation

‘Well Count
Allocation
4741 x Tract
| Allocation} |

{05 x Tract
Allecation)

ORR Burden

_ ao130an00

___buninonng

apLam _
RN
_ nizae,

Rtz

__ Duosoomes:

009IURMIL

CanocoPhilfips Alaska, Inc.
FUHHG Sireck

inchoage, AR 99341

_ 1257100

2 SURMIHHKI"

1118710



