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L Application for the Formation of the Happy Valley Participating Area

The Deep Creek Unit is located on the Kenai Peninsula, approximately five miles inland from the
nearest communities of Ninilchik and Happy Valley. The State of Alaska, Department of Natural
Resources, Division of Oil and Gas (the State, the DNR, or the Division, as appropriate) and
Cook Inlet Region Inc. (CIRI) approved the formation of the Deep Creek Unit and the initial plan
of exploration effective December 31, 2001. The unit area encompasses 22,656.90 acres.
Approximately 40.37% of the unit area, lies within three State leases and 59.45% of the unit area,
lies within five CIRI leases. The remaining .18% of the Deep Creek Unit (39.99 acres) is
unleased federal acreage managed by the Bureau of Land Management (BLM). The State and
CIRI jointly administer the Deep Creek Unit Agreement (the Agreement).

On September 1, 2004, Union Oil Company of California (Unocal), the Deep Creek Unit
Operator, applied to form the Happy Valley Participating Area (Happy Valley PA) within the unit
area. Unocal submitted the Deep Creek Unit Happy Valley PA Application (the Application) in
accordance with 11 AAC 83.351 and Article 9 of the Deep Creek Unit Agreement (the
Agreement).

The Application included the following exhibits to the Unit Agreement: Exhibit A, a schedule
describing the Deep Creek Unit; Exhibit B, a map of the Deep Creek Unit; Exhibit C, a schedule
allocating unitized substances within the Happy Valley PA; Exhibit D, a map of the Happy
Valley PA; Exhibit E, Happy Valley Allocation of Participating Area Expense; Exhibit F,
Allocation of Unit Expense; and Exhibit G, First Unit Plan of Development and Operations (First
POD). On September 23, 2004, the Division received a revised First POD that addressed
exploration within the unit area and outside of the proposed Happy Valley PA.

Unocal originally proposed that the Happy Valley PA include portions of four leases
encompassing a total of 1,410 acres. Unocal corrected the legal descriptions and submitted
revised Exhibits A and F on September 10, 2004, and revised Exhibits C and E on September 16,
2004. Unocal reduced the area proposed for inclusion in the Happy Valley PA and submitted
revised Exhibits C, D, and E on October 12, 2004. On November 2, 2004, the Division received
final version of Exhibits C and E with corrected legal descriptions, tract acreages, and allocation
percentages. The final versions of Exhibits A, B, C, D, E, F, and G are Attachments 1 though 7
to this Findings and Decision, respectively. Unocal also provided geological, geophysical, and
well data to support the Application.

The proposed Happy Valley PA contains a portion of one State lease, ADL 384380, and portions
of three CIRI leases in the north half of the Deep Creek Unit. DNR issued oil and gas lease ADL
384380 following Cook Inlet Sale 78 held on October 31, 1994, on State lease form DOG 9208.
With an effective date of January 1, 1995, the seven-year primary term of ADL 384380 expired
on December 31, 2001. A portion of ADL 384380 was committed to the Deep Creek Unit as
Tract 2, effective December 31, 2001. The lease was severed, the non-unitized portion of the
lease expired, and the unitized portion is extended indefinitely by the Agreement. Unocal
proposed including portions of the following three CIRI leases in the Happy Valley PA: C-
061588 (Tract 3); C-061589 (Tract 4); and C-061590 (Tract 5). The primary terms of the all
three of these leases expired on December 17, 2003, but the lease terms were extended
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indefinitely by commitment to the Deep Creek Unit, effective December 31, 2001. Unocal is the
only working interest owner in the Deep Creek Unit and the Happy Valley PA. ConocoPhillips
Alaska, Inc has 1.5% overriding royalty interest in Happy Valley PA and CIRI Production
Company has a 3.5% overriding royalty interest in the State lease.

The proposed Happy Valley PA encompasses approximately 1,239.99 acres, including 145.84
acres within the State lease and 1,094.15 acres within the three CIRI leases. Production from the
Happy Valley PA will be allocated to the individual leases based on their surface acreage within
the participating area as a percentage of the total acreage in the Happy Valley PA. Therefore,
11.76% of the production from the Happy Valley PA will be allocated to the State lease and
88.24% to the CIRI leases. The State retains a 12.5% royalty on production from the State lease
while the three CIRI leases specify an 18% royalty rate. The Division’s evaluation of the
Application is set out in this Findings and Decision.

IL Analysis of the Application for the Formation of the Happy Valley PA

The Commissioner of DNR (the Commissioner) reviews unit-related applications, including unit
expansions and the formation of participating areas, under AS 38.05.180(p) and 11 AAC
83.301—11 AAC 83.395. The State statute and DNR regulations set out the standards and
criteria for formation of a participating area. The Commissioner or his designee:1 may approve
the formation of a participating area if he determines it is necessary or advisable in the public

interest”. This Finding and Decision evaluates the Application based on the six factors set out in
11 AAC 83.303 (b).

1. Prior Exploration and Development Activities and the Geological and Engineering
Characteristics of the Reservoir

A participating area may include “only 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.””

The Division received the following technical data in support of the Application: a history of oil
and gas exploration in the area; a description of the stratigraphy, structure, trapping mechanisms
and hydrocarbon generation; a stratigraphic column for Cook Inlet; seven depth structure maps of

1 By memorandum dated September 30, 1999, the Commissicner approved a revision of Department Order 003 that delegated this authority to
the Director of the Division of Qil and Gas.

2 The proposed unit action must be necessary or advisable in the public interest: “To conserve the natural resources of all or part of an oil or gas
pool, field, or like area, the lessees and their representatives may unite with each other, or jointly or separately with others, in collectively
adopting or operating under a cooperative or unit plan of development or operation of the poel, field, or like area, or part of it, when determined
and certified by the commissioner to be necessary or advisable in the public interest.” AS 38.05.180(p).

311 AAC83.351(a). paying Quantities is defined in 11 AAC 83.395(4) and in the Agreement. The exact wording of the two definitions differ
slightly, but they are essentially the same. In Article 1.14 of the Agreement: “Paying Quantities” means: Quantities sufficient to yield a return in
excess of operating, costs, even if drilling and equipment costs may never be repaid and the undertaking considered as a whole may ultimately
result in a loss; quantities are insufficient to yield a return in excess of operating costs unless those quantities, not considering the costs of

transportation and marketing, will produce sufficient revenue to induce a prudent operator to produce those guantities.
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Tyonek and Beluga horizons; a seismic coverage map of the north half of the Deep Creek Unit;
four interpreted seismic lines; and four structural well cross sections. The Division will hold
these data confidential under AS 38.05.035(a)(9)(C) and 11 AAC 96.220.

The Deep Creek anticline is the main feature in the Deep Creek Unit area, and a structural saddle
separates it from the Happy Valley anticline. The Happy Valley reservoir consists of Tertiary
(Kenai Group) Tyonek and Beluga formation sandstones and interbedded coals. The reservoir is
defined by a four-way dip closure along a northeast-southwest trending anticline, with possible
fault containment on the east.

In 1958, Standard Oil of California (SOCAL) drilled the first well drilled to test the Deep Creek
anticlinal trend, the SOCAL Deep Creek 1 well (SDC 1). SOCAL’s primary exploration
objective was oil in the Hemlock Formation, with gas in the Tyonek Formation as a secondary
target. Subsequent to logging the initial borehole, problems forced the operator to re-drill the
hole before testing the Hemlock Formation (SDC 1-RD). SOCAL completed two drill stem tests
(DSTs), one in the Tyonek Formation and one in the Hemlock Formation that showed minor
indications of gas. SOCAL plugged and abandoned the SDC 1-RD as a dry hole.

In 1963, Superior Oil Company drilled the Happy Valley Unit #31-22 well (HVU 31-22)
approximately one mile south of SDC 1-RD and within the proposed Happy Valley PA. Superior

did not perform any reservoir tests on HVU 31-22 before plugging and abandoning it as a dry
hole.

The State and CIRI approved Unocal’s application to form the Deep Creek Unit effective
December 31, 2001. The initial Plan of Exploration contained a commitment to drill one
exploratory well in the first year, and if successful, Unocal was prepared to drill a second well in
the unit area. The State and federal agencies approved the necessary permits to spud the first
well prior to formation of the Deep Creek Unit, and Unocal drilled the NNA #1 well as a straight
hole on CIRI acreage north of the SDC 1-RD. Unocal completed NNA #1 on January 27, 2002,
and tested several intervals which were wet or tight.

Subsequent to drilling the NNA #1 well, Unocal constructed a gravel pad nearly two miles south
of the first well location and drilled the Happy Valley #1 well (HV-1) to a bottom-hole location
about a mile west of the pad. HV-1 produced gas from two Lower Tyonek intervals at test rates
of 4.1 million cubic feet per day (MMCFPD) at 1,122 pounds per square inch gage fluid tubing
pressure (psig FTP). Encouraged by the success of the HV-1 well, Unocal continued to drill
delineation wells in 2003 and 2004.

Unocal drilled six more wells in the Deep Creek Unit and converted NNA #1 to a disposal well
prior to submitting the Application. Unocal tested the HV-1 and HV-2 wells in the Tyonek
formation and the HV-8 well in both the Tyonek and Beluga formations. No test rate was
established for HV-3, HV-4, HV-6, or HV-7. Unocal drilled the HV-5 well to the target
objective, but it was unproductive. The well information is summarized in Table 1 below.
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Table 1. Wells Drilled by Unocal in the Deep Creek Unit

Well MD TVD |Rate|Pressure| Formation Location API Number

NNA #1 | 10,590’ | 10,590’ Tyonek 11-T2S-R13W SM | 501332050700

HV-1 1,872 19,700 | 4.1 | 1,122 | Tyonek 21-T25-R13W SM_ | 502312001300

HV-2 10,2257 1 9,812° | 2.6 | 695 Tyonek 22-T25-R13W SM | 502312001400

HV-3 11,345 | 10,772 22-T2S-R13W SM | 502312001600
HV-4 10,625’ | 10,515 22-T28-R13W SM | 502312001700
HV-5 n/a n/a 14-T2S-R13W SM | 502312001800
HV-6 11,798’ | 10,400’ 28-T2S-R13W SM | 502312001900
HV-7 9,118’ | 7,140’ 15-T2S-R13W SM | 502312002200

HV-8 8,900 |6,734 | .6 |902 Tyonek 21-T2S-R13W SM | 502312002300
1.2 | 865 Beluga

MD: Measured Depth

TVD: Total Vertical Depth

Rate: Million Cubic Feet Per Day (MMCFPD)

Pressure: Fluid Tubing Pressure per Square Inch Gage (psig FIP)

Unocal also committed to acquire new proprietary 2D and/or 3D seismic data within the
proposed unit area to enable mapping of the adjacent structures during the second year of the
Initial POE. Failure to acquire the seismic data as specified would have resulted in contraction of
the unit area to exclude the two southern State leases (Tracts 6 and 7). Unocal fulfilled the
commitment by acquiring 105 line miles of 2D seismic over the Deep Creek Unit area.

The Happy Valley PA is stratigraphically limited to the Beluga and Tyonek Formation Sands
from -1,547 feet True Vertical Depth Sub Sea (TVDSS) (2,176 feet Measured Depth) in the
Happy Valley Unit No. 31-22 well to -9,368 feet TVDSS (10,678 feet Measured Depth) in the
HV-3 well. Unocal mapped the depth of the lowest known gas for each producible interval based
on seismic and well control and overlaid them on an aliquot part map grid to determine the
Happy Valley PA boundary, which is based on 40-acre aliquot parts as defined by 11 AAC
88.185(11).* The unit boundary, the Happy Valley PA boundary, and well locations are depicted
on Figure 1 below.

The well and geophysical data provided in support of the Application, and otherwise available to
DNR, indicate that the land proposed for inclusion in the Happy Valley PA is capable of
producing or contributing to production of Unitized Substances in Paying Quantities from the
Happy Valley Reservoir. The Applicants’ prior exploration activities and the geological and
engineering characteristics of the Happy Valley PA support approval of the Application under 11
AAC 83.303(b)(2) and (3).

4 11 AAC 88.185(11) "legal subdivision" means an aliquot part of a section of land according to the public land rectangular survey system, not
smaller than one-quarter of one-quarter of one section of land, containing approximately 40 acres; where a section of land contains section lots, "legal
subdivision" also means those section lots; "legal subdivision” also means a protracted legal subdivision according to any protracted public land
rectangular survey prepared by the division or Bureau of Land Management of the Department of the Interior, and made available to prospective

applicants for leases;
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Fl gure 1 Map of the Deep Creek Unit and the Happy Valley PA
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2. The Applicant’s Plan of Development for the Deep Creek Unit

Unocal proposed a one-year term for the First POD, September 1, 2004 to August 31, 2005,
which supersedes the last quarter of the current Deep Creek Unit Plan of Exploration. The First
POD includes plans to develop the reserves underlying the Happy Valley PA and plans to explore
the unit area outside of the participating area. Unocal will complete construction of gas handling
facilities on the Happy Valley pad and gathering lines that will connect it to the Kenai Peninsula
pipeline network. Sustained production from the Happy Valley PA is scheduled for November
2004. Unocal plans to commingle production from multiple zones in the Tyonek and Beluga
sandstones, process the hydrocarbon stream in the gas processing facility located on the Happy

Valley pad, and ship pipeline quality gas through the pipeline that connects the Deep Creek Unit
to the Kenai-Kachemak Pipeline.

Unocal’s First POD also includes plans to drill two or more additional development wells in the
Deep Creek Unit from the Happy Valley pad. Unocal has approved permits and is currently
drilling HV-9 and HV-10. Unocal may establish another pad to develop the reserves in the
western portion of the Happy Valley PA. Primary gas treatment facilities may be located on the
second development pad and a gathering line installed to ship the gas to the Happy Valley pad
where it will be processed for sale.

Exploration activities outside of the Happy Valley PA include both exploration drilling and
seismic evaluation. Unocal installed the Star pad in the southern end of the Deep Creek Unit in
2004, and drilled the Star #1 well, which bottom-holed outside of the unit area. A flow test of
the Star #1 well produced gas from the Tyonek formation at a rate of 0.5 MMCFPD at 413 psig
FTP. Unocal plans to recomplete and test uphole zones in the Star #1 well during the term of the
First POD. Further delineation of this southern accumulation may justify forming another
participating area and expanding the unit area.

During the term of the First POD, Unocal will process and evaluate the seismic data acquired
over the Deep Creek Unit area, which should improve Unocal’s understanding of the underlying
hydrocarbon accumulations.

The Application, along with the First POD, contains sufficient plans and commitments to explore
and develop the Deep Creek Unit to support forming the Happy Valley PA. It protects the interests
of the public, CIRI, and the State by committing the Applicants to drill delineation and production
wells in the Happy Valley Reservoir, and to explore additional prospects outside of the participating
area. Therefore, Unocal’s plans for development of the Happy Valley Reservoir and exploration of
the unit area support approval of the Application under the section .303(b)(4) criteria.

3. The Economic Costs and Benefits to the State
Approval of the proposed Happy Valley PA and the First POD will result in both short-term and
long-term economic benefits to the State. Happy Valley PA production will generate

construction jobs in the short-term and some long-term employment in the Kenai Peninsula
Borough. The long-term goal is to maximize the physical and economic recovery of
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hydrocarbons from the Happy Valley PA. Development and production from the Happy Valley
PA will provide royalty and tax revenues to the State over the life of the field. The lessees may
reinvest revenues in new exploration and development in the State. Additionally, the Happy
Valley PA will deliver new natural gas supplies and help stabilize the local and regional
economy. Royalty, tax, and employment benefits derived from production and economic
development will far exceed any additional administrative burdens associated with permitting
Happy Valley PA facilities, administering the unit leases or collecting royalties on production.

In summary, the economic benefits outweigh the costs. The working interest owners made
meaningful commitments to explore and develop the unit area and the State will receive taxes,
royalties, and increased economic activity. Moreover, the discovery of additional gas reserves in
Cook Inlet may help to maintain stable, low cost energy supplies for the surrounding area.
Therefore, DNR’s evaluation of the section .303(b)(5) economic criteria supports approval of the
Application.

4. The Environmental Costs and Benefits

Approval of the Happy Valley PA in itself has no environmental impact. Formation of the
Happy Valley PA is an administrative action and does not authorize any on-the-ground activity.
State and federal agencies will analyze the potential effects on the environment when they review
applications for permits to conduct exploration and development in the unit area.

Unitization allows the unit operator to explore and develop the resources under a single unit plan
rather than on a lease-by-lease basis. The unit operator will consolidate facilities and space gas
wells as close together as possible to minimize environmental impacts of development. Future
exploration and development will also utilize existing logging roads. Additionally, Unocal
expects to develop this proposed participating area in concert with unitized exploration and
development of other known and potential natural gas resources on the Kenai Peninsula via a
common carrier pipeline, which will allow for further consolidation of facilities and pipelines.

Article 8.2 of the Agreement requires that a Unit Plan of Operations must be consistent with the
leases, mitigation measures, and lessee advisories developed by DNR for the State’s most recent
Cook Inlet Areawide lease sale. Cook Inlet 2004 Areawide Mitigation Measures were developed
specifically for this region and include habitat and wildlife protection such as stream and
waterbody setbacks and seasonal use restrictions to protect sensitive birds and animals.
Unitization does not waive or reduce the effectiveness of the mitigating measures that condition
the lessee’s right to conduct operations on these leases. Exploration and development within the
Deep Creek Unit is subject to these provisions, if proposed operations involve State surface or
subsurface. When the unit operator submits a Unit Plan of Operations for approval, the Division
will apply the current mitigation measures uniformly across the unit, ensuring environmental
protections that might not otherwise occur on private lands. However, for operations solely on
CIRI lands, the Division does not have the authority to approve a plan of operations or impose
the State’s mitigation measures.

The Deep Creek Unit is within the Alaska Coastal Zone, and therefore it is subject to the Alaska
Coastal Management Program (ACMP), whether the activity is on State or CIRI land. The
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appropriate federal, State, and local agencies must determine if the Unit Operator’s exploration
or development plan is consistent with ACMP, and the lessees may not commence drilling or
development operations until all agencies have granted the required permits.

Unocal will develop the Happy Valley PA from a gravel pad and an existing road on private
surface lands. The Unit Operator designed the Happy Valley pad to minimize impacts to the
surrounding natural environment, specifically wetlands and riparian habitat, and no wetlands fill
or fish stream permits were necessary. Unocal acquired the necessary air emission and drilling
waste disposal permits.

The benefits of consolidated exploration and development, application of the State’s Areawide
mitigation measures, and the use of existing roads, balance the potential costs to the surrounding
environment. Forming the Happy Valley PA minimizes the environmental impacts and costs of
exploration and development of the unit area supports approval of the Application under the
section .303(b)}(1) criteria.

5. Other Relevant Factors

The Agreement requires joint approval of the Application by the DNR and CIRI because the
Happy Valley Reservoir lies within both State and CIRI leases. The Happy Valley PA will be the
first participating area jointly managed by the DNR and CIRI. Unocal constructed the Happy
Valley pad on CIRI acreage and directionally drilled to the adjacent State lease. The Division
and CIRI agreed to Unocal’s proposal to allocate production from the Happy Valley PA based on
surface acreage. With joint management of the Happy Valley PA, the State and CIRT will review
Unocal’s plans to delineate and develop the reservoir. The Deep Creek Unit Plans of
Development must be consistent with State regulations and include plans to explore the area
outside of the Happy Valley PA. Although the majority of production from the Happy Valley PA
will be allocated to the CIRI leases, the Division will have an equal say in the approval of those
plans.

Reaching agreement on an acceptable development plan and an equitable allocation of
production required the cooperation of all parties. Joint management of the Deep Creek Unit and
the Happy Valley PA provides for development of State and private lands under a unified plan
that reduces environmental impacts, conserves resources, and protects the interests of all parties.
Joint management of the Happy Valley PA supports approval of the Application under 11 AAC
83.303(b)(6). ‘

III.  Findings

1. Promote the Conservation of all Natural Resources
The Happy Valley PA will promote the conservation of both surface and subsurface resources
through unitized (rather than lease-by-lease) development. Approval of the Application will reduce

both the number of facilities required to explore for and develop reserves and the aerial extent or
the footprint required to accommodate those facilities.
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The formation of oil and gas units, as well as the formation of participating areas within units,
generally conserves hydrocarbons. Formation of the Happy Valley PA will provide for efficient,
integrated development of the Tyonek and Beluga reservoirs within the Deep Creek Unit. A
comprehensive operating agreement and plan of development governing the area will help avoid
duplicative development efforts on and beneath the surface.

There will be environmental impacts associated with reservoir development. However, all unit
development must proceed according to an approved plan of development. Additionally, before
undertaking any specific operations on State land, the Division must approve a Unit Plan of
Operations. DNR may condition its approval of a Unit Plan of Operations and other permits on
performance of the mitigation measures developed for the most recent Cook Inlet Areawide lease
sale in addition to those in the leases. Compliance with mitigation measures will minimize, reduce
or avoid adverse environmental impacts.

Creating the Happy Valley PA will help maximize oil and gas recovery, while minimizing
negative impacts on other natural resources. This reduction in environmental impacts and
conservation of hydrocarbon resources is in the public interest.

2. Promote the Prevention of Economic and Physical Waste

Forming a participating area prevents economic and physical waste by eliminating redundant
expenditures for a given level of production, and by avoiding loss of ultimate recovery with the
adoption of a unified reservoir management plan. Marginally economic reserves, which otherwise
would not be produced on a lease-by-lease basis, can be produced from the Happy Valley PA in
combination with more productive leases. Facility consolidation lowers capital costs and promotes
optimal reservoir management. Pressure maintenance and secondary recovery procedures are easier
to design and achieve through joint, unitized efforts than would otherwise be possible. In
combination, these factors allow the unit operator to develop and produce less profitable areas of a
reservoir in the interest of all parties, including the State.

Reducing costs and environmental impacts through unitized operations will expedite development
of reserves and will promote greater ultimate recovery of oil and gas from the unit area. This may
increase and extend the State’s income stream from production taxes and royalties.

Formation of the Happy Valley PA will facilitate the equitable division of costs and allocation of
the hydrocarbon shares, and provide for a diligent development plan that helps to maximize
hydrocarbon recovery from the reservoir. Further, the formation of a participating area, which
enables commingled production, facility sharing opportunities, and adoption of a unified
reservoir management strategy, may allow for the development of economically marginal
hydrocarbon accumulations.

3. Provide for the Protection of all Parties of Interest, Including the State
Because hydrocarbon recovery will more likely be maximized under a unified plan, the Happy

Valley PA protects the economic interests of the State, CIRI, and the overriding royalty interest
owners. Formation of the Happy Valley PA advances the efficient evaluation and development
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of the hydrocarbon resources while minimizing impacts to the area’s cultural, biological, and
environmental resources.

Formation of the Happy Valley PA protects the economic interests of the working interest owners
and royalty owners of a common reservoir. The approved production allocation schedule ensures
an equitable allocation of revenue to the lessors commensurate with the value of their leases.

The Happy Valley PA will not diminish access to public and navigable waters beyond those
limitations imposed by law or already contained in the oil and gas leases covered by the Agreement.
The Agreement provides for future expansions and contractions of the participating area, as
warranted by data obtained by exploration or otherwise. The Happy Valley PA and the Agreement
thereby protect the public interest, the rights of the parties, and the correlative rights of adjacent
landowners.

IV. Decision

The Division reviewed the statutes, oil and gas unitization regulations, the Deep Creek Unit
Agreement, and materials supplied by Unocal in support of the Application. I find that formation
of the Happy Valley PA within the Deep Creek Unit will promote the conservation of all natural
resources, promote the prevention of economic and physical waste, and provide for the protection
of all parties in interest including the State, as discussed above. The Application adequately and
equitably protects the public interest, is in the State’s best interest, and it meets the requirements

of AS 38.05.180(p) and 11 AAC 83.303. Therefore, I approve the Application under 11 AAC
83.351(b).

Unocal requested that approval of the Happy Valley PA be effective September 1, 2004, which is
consistent with the proposed term of the First POD. “The Proper Authority will establish the
effective date of the initial Participating Area. That effective date shall be no later than the date
of the first Sustained Unit Production.” Subject to concurrent approval by CIRI, the effective
date of the Happy Valley PA will be September 1, 2004, and Unocal may commence production.

The Happy Valley PA is limited to the 1,239.99 acres described in Exhibit C and depicted in
Exhibit D. The Happy Valley PA encompasses approximately 5.5% of the Deep Creek Unit,
including a portion of one State lease, and portions of three CIRI leases. The Happy Valley PA
encompasses all unitized substances in the Beluga and Tyonek Formation Sands from -1,547 feet
TVDSS to -9,368 feet TVDSS within the boundary of the approved participating area. DNR
accepts Exhibits A, B, C, D, E, F, and G to be true and correct as submitted; those exhibits are
attached hereto as Attachments 1 through 7, respectively.

I approve the allocations of production and costs for the tracts within the Happy Valley PA
shown on Exhibits C and E dated November 1, 2004. DNR assigned Accounting Code “DCHV”
to the Happy Valley PA for royalty accounting purposes, which Unocal shall reference on
monthly operator and royalty reports.

5 Article 9.5 of the Agreement

Deep Creek Unit, Happy Valley PA Findings and Decision Page 10



I approve the First POD set forth in Exhibit G for the period from September 1, 2004 through
August 31, 2005. In accordance with Article 8.1.1 of the Agreement and State regulation 11
AAC 83.343, the unit operator must submit a Second Plan of Development (Second POD) to the
Commissioner and the President at least 90 days before the First POD expires, by June 2, 2005.
Before submitting its proposed Second POD, Unocal shall schedule a meeting with the Division
and CIRI to present its current interpretation of the reservoirs underlying the Deep Creek Unit.

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 Thomas E. Irwin,
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 @dnr.state.ak.us. This decision takes effect immediately. If no appeal is filed by the
appeal deadline, this decision becomes a final administrative order and decision of the
department on the 31 day after issuance. 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.

o /Z// e J]~LY =8 7
Mark D Myers Date '
Division of Oil and Gas

cc: Thomas E. Irwin, DNR Commissioner
Kirk McGee, CIRI
John Norman, Chairman AOGCC
Jeff Landry, Assistant Attorney General

Attachments:
Attachment 1.  Exhibit A, Unit Tract Description and Ownership Schedule
Attachment 2.  Exhibit B, Map of the Deep Creek Unit Boundary
Attachment 3.  Exhibit C, Happy Valley PA Production Allocation Schedule
Attachment 4. Exhibit D, Map of the Happy Valley PA
Attachment 5. Exhibit E, Happy Valley PA Expense Allocation Schedule
Attachment 6.  BExhibit F, Deep Creek Unit Expense Allocation Schedule
Attachment 7. Exhibit G, Deep Creek Unit First Plan of Development
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|Attachment 1

Deep Creek Unit
Exhibit A

Working Warking
Traet Minerat Ninerl RoyaHy. ORrRR A{RR dnterest hl_icl‘esr.
Tract Tract Lepal Trescription. Acreage  Lease i Owna {nterest Pervent Owier Pergent Owuership Owner%
6 Township ESriLttl!;)L_mgc 13 West, Seward Feges  ncs 129302 Covk talet Region, i'_u_a. [EIRE e B o Conocoblilbips Alaska, 3800 “Upuon Gl Crpany of | 10000
“Seridien, Alaska : CIRLE STTe! i s 7o o Cafifoenia ’
Sedo BOAH, 64708 acess
See T Al 6AZ BE g
Seo £ AN 640 aures:
Sec, 12 All, 40 sorzs
01 Tiwaship 2 South, Kange 11 West, Seward TEARGT MANCE LeUOUZ Staleof Alaska Defrimint 100.60% D500 CagaiaPhilips Alwka, 1.30% “Uinien Qi Congany ol 00 K%
“eridian, Akcka . ADL# Jaidgn  of Mowrd Reseuiees ’ - ne, e EH Lakilsrria i
e s pegone s st . o : CIRE Preduction 350%
Section 1o Suiveyed, W WE LA NWI/S, Comjuiy
MW EAE WA, 6D anees R
Section 310 Surveyedl Al 623,72 aer
Section 33" Surveyed, All, 441 atre
Section 31 Surveyed, Afl, 646 ac
Spratal Surveys” .
158 Survey 0469, Lot 3 and 4 ifermedty,
cnenwin as La 20, 15996 acnes '
Aleske Staté Land Surveys: | .
55185 8072 Toacts A and (4, 9 99 acres,
037 Township 2 South, Ranpe 73 West, Seward TENT NOCK 102930 Cnoklnlet Mepion . 10000 1500%  Conpesihillips Aluka, | 50% Ui L4l Company of OB

"HzszJ'.ufi, Alasky

.\-i:ct.l'i:n Lo Al Lx-:l.ufii:sg t.vi‘_i. of US

Survey 3364, S00.0] acecs,
Sectios T3, W15 320 acees:
Section PE AL 630 0
Section B30 AL 030 ages;

Segtion 167 W, FUNEAN® G VW b

84, SEB acres,

[hoeep Creghs Urpl Bk &
Tast Update: /172604

CIRIS - C-06ISER Jrs

California

R oEp-1.0 2004
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L Seition 5. Suvesed, All 62522 acns,
Section 7t Surveyved, AN, 624 30 acies,

Dsep (‘re'ql\ Uil Bababag A

Lt Update. 57172004

, , N Warking- Warking-
S Tract 7 Mineral Aineral Royalyy ORRI ORRJ Interest “Interest
Traet Trsel Legal Description Avreage Lease Owner Taterest; Percent.  Owvner Percent  Ohwnership Owner %
g Towaship 2 Seuth, Runge U3 West, Sswd 253aY UOCE 1m0 Cook Tilel Regaog log. 100.09% TROP Crmosbilips Alaka, 158% iz Oil Canpany of - CAREE
Mendian, Alaskn CIRTE  LC-061889. e Califuants.
Section 200 AL Sreludive '[1;.\_.:{-,'& ﬁ;ﬂ Baof
ALLS 30—_7.’.. 632 D0 acros! .
Scetion 210 AR, 630 acres
Becrion 190 AR, 640 aercs,
Section 30, AL 63F 44 Beies,
037 meshup 2 Sadh, Range L West, “:twmd 304004 VOCE Ju:-y3fg§._ Caoh Inict uéwﬁ_l':n.ﬁ fo 076 14 00% "‘:f{"t‘?"‘f.ﬂ!iw :-\!m.ta; L 36% Vaton {}ll‘{fn;;-up.\u) o 100 865
Menduan, Alaskx N Cipte onisen RIS Caltfornta
Section 28 AL Bxcluding Lo 3 ad 4
Fozmerty known a8 Lot 21 0 LSS 6469,
ssaphaces,,
Section 230 A, 630 acres,
Seotioft 270 Al 64D acres, -
Seirien 28 AN, 640 acres,
Seotion 340 All, 64D petes,
06 Township \uu.I!. Rrwd £l Wern, Seveand- 268 UG TRISN06 © Stak o ARk Deparment 100,007 1504 ConesaPiillips Alwsha, | 50% o (] Compapy of 00,009
E 's!cndn‘l n.‘ 3\1)[:,5.* 5'?{.73:‘._ o Nagol Resourees . - Tlpe Culiformia
Seetion 1 Su_r'-'::ycd.' All, 64194 BoTEs
Section 20 Surveyed, A, 63050 acres,
Sextion 3 Surveyed,” A, ad0.04 OIS,
Seetion A Surveyed, Al 646 0 zcres; -
Section L2 Surveyed, AL 630D asies,
Soation 20 Sipveyed, AL 630.0 azrs;
Secton 13 Suyyeved, Al 4000 acies;
Seetion 147 Swivesed, All, ctcclmhm us
CSwrvey 4717, 637 26 dorey,
Sectin 15 Survesed. Al u»lm}mg us
" Surwey 4317, Ix.l“ 74 sCrCs,
Sproral Survevs:
115 Survey 4717, 3 00 actes;
07 Township 3 Sueth, Range 13 West, Sevwand A2 LACA (03O8 Sieteal Aaska, Depaitment HiE 1% 12500 ConeeoPhillips Aluba, 1505 Bawin O Comparg of 150 0%
Mt Aaska : ADLw 339225 of Nauri Resourecs - Im “Cabfnii

J\J SEP LD 251}’1

(SI0N OF
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Warking Working

L Fract ineral. Miersl - Royalty  ORRI ORRI Enferest Interest’

Fract Trael Leaal Description Acrenge Leased Dnvnee Interpsi Pereeat - Owuer Perrent . Ownership, Owner %

08 Tewnship 3 Soinh, Fenge T34West, Sowire IS0 UOCE  IUHAY Cook inlet Regew, e U (2% [5.00% - ConocoPhillips Akska, 15809 Union O Company of 100,005
WMeridian, Ajasks CLRIE C-0A1391 I : Califion s s

Sermon § Lats Lo dnelusive, 8172 N2
SELAL-SWIAL

Section §: AR;

Sectoti-T8 Al

Tavenship 3 South, Range B4 West, Keward
Metidinn,

Secten M Al

are Township2 Si‘!lf!l_:.kmgﬂ 13 West, Seward 3999 Tupleayed HBIML

Merdion, Alaskn 2 ! .

Speeial Survey: .

118, Supvey 9169, Log §, 3950 aurcs

'"l'oh;’k'l:m‘ll:' “Warlong Th Lerest s paa— Uait %5+
“Acrenge Owuer : -
2265650 [ lieommited KRG D%
Unicer Ol Campany. 2261091 T HCEM

ot Culifomis,

SDIVISION OF
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Deep Creek Unit
Exhibit B
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Deep Creek Unit

G4 Township 2 Sowtl, Rasge 13 West

Ssewwand Moecadion, Alasks

Sestion 217 TURNEIS,
SHANELA BA2SW i, SET

Tewmstip 3 South, Range 13 Wea,
- Seward Maydian, Alaska

Sectfin 22°W172 and KWHANEI
exeluding Lows 3 and @ o S,
Saevey 407, 25418 acses, -

»

Secoon 2&; NEE TANWIH,
SLORWA, 174,
NWIASEL, 400 azrec; contaising
6L 15 pores

Happy Valley Pareipaiion Areg -
Last Updmie J 112004

Becton 27 NWIMNW LA, 40 aews,

$ind (0

IOC A

1020391 29 032500% Look inla feg

CRLS (061389

s

Aotal

- Aereage :

123vew

SIS Jeraans

ook Iulat Repion, Iav. J00HOL

55 0803
CiRLd C-OBESST

Total Tract
Perventyge

PO G0N,

A8 B0,

Conozobhillips Alasks, Tne

Working Interest
‘O‘Ul}lr_\
Uneomniitiod
Union DU onijany of
{ialifonta

ConooePhiffips Alasks, Tne.

1.50%

15t

B
D009,

$T0 G006

Unios Gl Company of Calilsma FUDB0
Uiio Gif Conapany of Caldaraiz e
- pny G ’;.
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| Attachment 3 R A
i ol Happy Valley Participating Area
Lffective  9/1/2004
; ; ) Working “Working
1 ract Tract Mineral Miresal Ttoyalty ORRI ORRY ‘Inierest Interest:
Traelt  Tract Legal Description  Acveage: poqeey Percentuge. Owner Anterest o Pereent  Owner, Treréent Cwnership Owner %
03 Towosblp 2 South, Renge 13 West: 13585 UDCE HG0MD.  11T6M00%  StcofAlaks,  10000% 125000%  CIRIPrdusion Compsny  3.50% Usilor O Company of Cafiformin  100.60%
Seward Moridiaa, ATuska CADL ¥ 3RAIR0 Depagmment of Matwat ' Conoealhilips Alaska, ke’ 1605
) ) - PR ‘i_i-.fi‘n:ulc_cﬁ . i SRR o .
Ypecial Surveys; that portisn of 115, - '
P "} Survey H6Y, Lots 3 & 4 withis -
E‘ 3 Section22, W7 adthe
) WAANETA, containing 13381 acres,
TUBY Township 7 South, Range 13 West, W66, DOCE 102993 3225500 Cook Ik Region. e 100.00% Camouolbills Ak . 1.50% Firion Gl Company of Califair 190.00%
© L Beeard Meridian, Alsika ) "CIRE ¥ -Q-Qf.!.lf-ﬂﬁ ‘
Section 15 SELASWEA
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| Attachment 5

Deep Creek Unit
Extibit &
Happy Valley Allocation of Parficipating Area Expense
Effective: 9/1/2004.

-~ ) . “Warking Warking |
. ) RESLE Tiact DMinerat Mineral Royally  ORRL ORRT jaterest Interest.
’ Fract Tract Legal Deseriplion:  ACeage a0 Pereentage Owier Inteiest Persent  Owaer Percent Ownership ‘Orwaer Y.
B Townshis 2 South, Rangs 13 Wasl, 14588 UOC# 1000902 ILIEMO0% . - Stsie of Aluka; C10900%  125000%  CIRIProduction Company. 3.50% Union O Compsny of Cafifomis 104.00%
Seward Mesidion, Alaska ADL# 354380 Diepantmens of Nazursl ConoctThitlips Aliska, Ine, 1400 o '
’ “Resnees g :
Special Siirveds, that partion of UK
Squivey G400, Lots 3 & dowithin.
Secllan 22, W1#2 and ihe -
[\""} CWLNES, comtaining 145 84 acies
03 Towmhip 2 Seuth, Ranze 13 Weat, 4007 UOCE 1029393 Cool Intet Reglon, trc. 180600%  ConocoPbillips Aluts, fne,  1.50% Vo O Company of Celiformie 100.00%
“Seward Meriding, Aaska CIRE# C06I85R S o o
Sectisn 18: SEIMEW1A
o 70'—-{ Tmul?ﬁl";ﬁ'ﬁh"ﬁi lmmuﬁiﬁu, 360 u;},mm U B 102560 PR ERSTI U ) Cudk Inlét Ragion: ne, 1000050 [ERGE ixin->oé§'lnisiipa;\§a<k;;; Hie 150% Uniori Gl {‘.um';':uﬂ:-'uif.iliicwnia 100.00%.
Beword Mcridian, Alasks A (2067559 ' o S S
Seation 71: BUINEDA.
SWEANETH, EVZSWiA, Sk
06 Towship 2 Sowh Renge 13 West, | 69615 UQC# T 5S900E%  Cook Il Region, e, JOO0%  AS0000%  ConocoPhillips Aluka. e, L Unhon 04 Compasy of California.— 100.00%

Seward Meridian, Alaka

Seeton 220 W72 and NWIMNFIA
sexgloding Lots 3 and 4 of 1S
“Survey G369, 25418 acres; .
Seatsen 27 NWLMNW A4, 40 qacs,
Recticn 28: MEIA, NELANW ],

SIINWA, NI2SWIA,

MW S T, 4 acret . confainihy
69419 acres o '

CIRIA C-06139G

Total FA. Tuafak | Wor Ring Tederest
M,‘,@?e ; Percentage © Owoers PA %
| Iasves L0 G % Uncoimitied 0.0000%
) Union Ul Company of 160 BAOGTe
Califormia

Tappy Valley Parcipation Aded - Lxhiuit &

“Last Update: 11142001

PV IO ¢
LHVEG LN

O

Page Talt




| HVPA Decision
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Deep Creek Unit
Exhibit F
Allocation of Unit Exvense

o o . Waorking o © Working
) o B Traet Mineral Mineral Rovalty ORRE ORRY Hnterest “Foterest
Tract Troer Legal Deseription Au‘(agf Lease @ Craper, ~Intexest Pereent hyper Percent  Onynorship: Owner %
01 Township 2 Soulh, Bange 13 West; Sewanl . 255906 GOCE 029392 Cook Il Regian e H0000% ABOM: C (muvo}‘};u!tps Alaska, 150% Ustion Oif Compauy of Hor 5%
}_‘»;f_eé;d_mry Almke IR CLOREARS “Ine. Calsionsia ' '
Seg b AL ST neres.
Sce. I0 AL 6L SR sores,
Ser. 1 AlL 610 acres
Sep, 12 AL A acrey
W2 Township XSonth, Range 13 West, Seward . 205347 U0CH 150807 Seve of Alasks, Departent 100 00% 1250%,  Canosolhdllips Alaska, 1 50% Ui 04l Conipany of 1.00%
: Meradhan, Alaska ADL# gayis0. - 0T Ngtial Resoirces | Ine P Cafiforma.
IR Pesdocton 1A
. Bection 160 Surveyed, W !J.? NELH WAL Conpany
NWELA PN IES Sltacres, 0 y
‘:m.lmn 310 Saveyed AL 23 ) acrey;
“Section 32 Sweveyed, AJEL640 a0
Seetive 33 Sumverved, Al 840 acred;
Spegiul Sutvavs:
LEE Survey 9469, Lits & and t(!'w'rnzi\r
:_nllqml,us]).!l_‘} RS RS
Alske State Land Sprveys
ASES$072, Trgeds A uvd B9 00 s,
 Towmship 2 8auth; RgnL: 13 Wast. Seward A7E0GT UDCY 1620303 Cook nlet Reglon, Ing Histi [Sit . Chnooolhiltips Atk ¥ 0% Unson il Coupany of 100 0%
) in¢ Calikarnsn

Merudian, Alesks. ClitTe Cp1458

CNpetioh [0, AL Dychuding Lot § of IS
- Buryey ?—#M.' b'}"l OF acres;
CSection 15, Wihe, 220 agres,

Sectioar 13 M] b agres;

" Nechion 150 All 645 asres; ‘ \ eSS
Section 16: NEV, FSNEYNYAS, SURWL, i ![,;CA‘“ \/ {L::EL)

S, S8k acres;
Srp 1 {i”i}{lf'

189 u}i{ﬁ C’F;
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) “Warkinig. Waorking
lraei Mineral “Ahneral Toyalty :.f}.lii{i." ORRL luterest Auterest
“Traet Teact Legal Beseription Avvenpe. I_;sms_t'ii Uhvner Interest Pryeent (hwrer - Pereeot Owiership Owaer %
Ui Township 2Sofl Rage 13 West Seward  ZSMAT U0Ce 26390 Cooklalegftesion, e, 18000 1808 Conoohiltips Alaska Ls0% tion O Company o £ 0%
Meridian, Alnka CIRIY 061580 “ine. California,
Sevtion 200 All, Bxctudimng Tracts Aand B ol
ASLS 072, 63299 advest
Section 24; Al 640 netes:
Section 290 Al 630 acres; -
Section 10 AH, 621 44 acreg.
657 Towmship 2 Saat, fange 11V, s.emmi MO DOCE  T0230T T Cook lala Reghon Inet 10000% IRE0% Condcalhillps Aluska: E3i% Usmisth 01 Uoinpang of 100.00%
weridian, Aluka C CCmRlA C-ALEag T ‘ : HAS : Cahigoma
o Saction .'_!2, All; Excluding Ubes Vand 4
(Sormierdy knanwny 2 Lot 21 ol LISy S4689,
48004 acres;
Seotion 23 AN GUY acres;
Seunon 27 A, G0 acees,
Bocrion 28 Al 640 acres,
Seekion 14 Al iacres
i Townstup 3 Sowil, Bange 14 West, Seward STHLES DGO {03006, Biais of Abvks, Department (06,0074 12500 ~ConocaPhilips Alaska,  [S0% Ui, i Compring of ¥ 16246
hki.i_dml..ﬁ.%g_iasz. ADLE w0l Natuzal Resources o ‘g : Californz - . g
Sechion 1. Sorveyed, Al 641 84 serec
Sechon 20 Surveyed, AlL A0 T0 gores
Scchgn - 3; Swrvaved, Al 640,04 acres)
Section 100 Smrveved, AlL 6400 stes;
Section 141 Sutveved, Al i 0 aores.
Seetion 120 Hupveyed, AN, 64100 nores,
| Sedtioiy’ 13, Surveved, AlL 0.0 adies;
Section 147 Survered. Al excluding U8
CSutvey 4717, 837.26 adres,
Seation 15 Suveyed, All mz-h:_uu.‘l“i
: -'nmvt\ ATAT AT acre;
‘-;\x:..ml Sryes! :
£1.5 Burvey 4717, 309 atees
- osnshin 3 Souih, Raage L West Seland T23002 4004 Hs6e05. Stieod Alatka, Depanment 103 00% T250% ConocoPhitlips Alaske, . 80% Union Dk Cummpany of ¥ B
Menadiin, Alaska : ADLE. agozzs.  ofNatgo Rusonceos B T ‘ - - “Ualioeniy

‘.cclnnh Surveyed; Adl, 625,22 mies;
: Secion T Sweveyed, Al 6290 sores,
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Fast Update: 9172004
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CWarking Working

‘ Fraet Mineral Mineral  Royally  ORRE ORRE Tnterest Interest
Fraet Truct Legal Description Acreagy  Lvdse# Ohwner Intrrese Pereent- Owoer Bereent  (dwnership. Owner %
o Tonnsdup 3 5«31“_{)‘- Range J;;.‘rc_q‘ :sjv_;.w.::d 2 ) ,‘__‘ix'n"m) os (120395 Cock lnlct Regon, fag [0 I 8 " s CopacoPhiflips A‘Im;l.n, Fsom Upien OF (.k,rmp;my i 1 i
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SEIMBWIY, ‘

Seclion & Al

fi;c;mn 187 Al

Tawnship 3 South, R@n};n T4 West, Sc\\iu'}_
Mendias

Goptes 2, A1
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A "I_;:i»ixsilfp 2 Seush, Ragge 13 %ol Sewand
Meridian, Alashs

Spetial Sopy a.\
L5 Survey 9469, Lot 1, 38 9% acies.
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Mr. Tom Inain, Commissionar
Alaska Department of Natural Reac}urces
. Division r:}’r’ Oil and Gas
RE@EM 550 W. 7" Avenue, Suite 800
' Amchotagg, Alaska QEEQTESSO
= SEP 972004 M -
' Mr. Carl Marrs President
:gff ﬁl%ﬁsig Cook Inlet Regmn fne.
2526 C Street, Suite 500
Ancherage; Alazka 9950&»&;33{,

_DEEP CREEK UNIT

State of Alaska

First Unit Plan of Dewaiopment and
Operation Revised 9-23-04

Gentlemesn:

In accordance with Articlg 8 of the Deep Creek Unit Agreement and 11AAC 83.343,
,Umon ol Cc:tmpany of California {Unocal), as Unit Operator. respectiully submzts the:
following Revised Plan of Development and @perai;ans This Plan coritaing revisions to

the First Unit Plan of E}eveiopmert submitted te you on August at, 2004 per the
request of Department of Naturdl Resources (DNR}) personnel.

|, PERIOD

This Plan shall cover the period from September 1, 2004 to August 31, 2005,



First Plan of Deveigpmei‘ Reﬂs@d 7
.‘%eutxﬁmb&r 23,2004
.F‘ag_e 2

Il DRILLING/REMEDIAL PROGRAM

‘A, Plan of Exploration Review

1. Remedial Work — The NNA #1 wellbore was tested in additional
{mtemais with no commercial gas tests. ‘Operations to convert the

NNA#1 toa dmpowl well were sompleted such as aerfcrmmq a
MIT.

N

During the Exploration plan: nine (8) wells were drilled in the Deep

Creek Unu

a] HV-1— Drilled in 2003 to 10,872' MD / 9.700° TVD, ‘Completed
in the Tyonek formation. Test rate was 4.1 MMCFGPD at
1, 122 psig FTP,

b, HV-2 - Dirilied in 2003 to 10,225 MDJ/ 9,812 TVD. bomg}lde:i '
in the Tyonek formation. Test rate was 2.8 MMCFGPD at 695
‘psig FTP.

c. ‘Hv-3 —Drilled in. 2004 to: ‘ii ”‘4~5 MDI !8"’?2 TVD Na tcsm
rate establzshe@ at this time.

d. HV-4 - Drilled in 2004 to 10 6.15‘ MD-J 10,515 TVD No {est
rate established at this time.

‘2. ‘HV-5 — Unsuccessfully drilled in 2004 to objective. No test rate
established at this time,

f. ‘HV-6 — Drilled in 2004 to 11,788 MD / 10,400 TVD. No test
‘rate established at this tima.

g. 'H‘u’-}r" Drillad in 2004 10 9,118 MD /7,140 TVD, Nb tgst rate
‘established at this time.

h. HV-8 - Drilled in 2004 to 8,800 MD /6. 734" VD, Tested in the.

' 'Tyonek furmanan at 0.6 MMCFGPD at 902 psig FTP, . Tested
in the Bel uga formation at 1.2 MMCFGPD at 865 psig - FTP

i Star #1 - Drilled in 2004 to 8, 130" MD / 8.640" TVD. Tmted in
ihe Tyo ek formation at 0. 5 MMCFGPD at 413 psig FT ‘P

B.  First Plan Potential YWork .

1. Drill two (2) development wells in'the Deep Creek Unit,
a. Two (2) or more development wells in the ‘Happy Val ley.
Development erea depending on results.
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b. Additional development wells may be drilled in the Star
Deve!apmeni -area {zeaertdma on ’f}-te resulls of the
recompletion work and uphole zone %estmg inthe Star #1 well.
The Star. Well l'was drilled from a surface location wit lm the
Unit boundary to a location outside of the southern portion of
the Unit.. If testing is successful and add:t[onal wells are
drilled to deimeate a new -accumulation, the' Unit will be
expanded; if necessary, toencompass the. a;aa] extent of the

newly defined reservoir and ‘a Participating Area will be
established.

2. Workover of the existing wells,
a. Star #1 - Recomplete and test uphole zones,
b F"O%tbl-ﬁ recompletion candidates will be identified from the
exisiing ‘Happ»,r Uailey Development area as necessary.

3. As' required under the Plan of Exploration, Unocal acquired
apprmﬂma tely 105 mslns of 2D seismic d&zd over the Unit area. About
half of the data caiiacted was over the Happy Valley PA area and will
be the first data ’wcrkcd by our staff. The balance of seismic data over
the southern area of the Umi has now been procsessed and will be
evaluated over thL, plan period.

All required Sundries and Permits will be obtained for this work

. OPERATING-PRODUCING PROGRAM

A, Plan of Exploration Review

1. No Production occuired during the Exploration F’Ian as the facil stlas
and pipefines were not in operation.

2. ‘Dumg the- ﬁxpiorai:m F’ian —an Aqulfea‘ Exempil»:m and Disposaf
injection Application were submitted to the AOGCC for the NNA#1
wellbore within the Deep Creek Unit. Penamg approval of these
applications, the. NNA #1 will.be utilized as a water disposal / cuttings.
disposat well. ‘

B. F’ n:':i"b_a'r‘eiiaiﬂ Wo'rk‘

1. An app]scatimn for a Ee[uga - T”Onek Pamupazm{; area {s being
submitied for the Happy Valley. F‘mrtlcm of the Deep Creek Unit,

2. F*rmducﬁan- is estimated to commence during November, 2004
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C.  Well Production Summary

1. Ne production ozcurred during the Exploration Plan,

V. SURFACE AND FACILITY OPERATIONS

A, Plan of Exploration Review

1. During the Exploration Plan a gas pipeline instaltation commenced
connecting' the Happy Valley Pad to the KKPL line.  This
installation i .ongoing and is 'scheduled to be completed by
November, 2004,

2. Installation of & gas processing facility commenced on the main
Happy Valley pad. Gas will be sold via the newly installed pipefine
connecting the Deep Creek Unit to KKPL, F%h*y Start up is
scheduiled for November, with minor fusl gas use in Gctober to run
‘generators pricr to start up..

B Potential Work

1. A new pad may be es ablsshed in the Deep Creek Umt This: pad will
be appraxima%cy 4 GO{) feet west of the emt;rg main Happy \ Jalley
pad. All required permits will be secured pri or-to construction Qf this
new pad. - '

2 '_F’rsmary gas ftreating may occur on the new ;::af:i with final gas

 processing for sales ocourring on the main Happy Valley pad.

3. A water disposal facility may. be established adjacent to the NiA#1
wellbore.

4. !nstaﬁaﬂﬂn ﬂf gas cornpressian facilities 'may oecur at tne main Happy
Valley Pad.

The Unit Operator respectiully fequests approval of the foregoing First Plan. of
‘Development cmd Operations for the Deep Craek Unit.

Unocal, réserves the right to prcp@se modifications to this Plan shauld conditions S0
warrant: however, no modifications will be made without first obtaining permissian from
the appropriate: gwemmem&i agenc;es,
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“Please direct any questions regarding this plan to Ralph Affinita, Resewo ir Engineer, at
9637947 or Mark Lyngh, Cealcagist at 263-7851..

Sincergly,

UNION OiL CGMPANY OF CALIFORNIA
Unit Qperawr

;

By “ﬂl/{{u*k,w «43 (‘{wéf_n

Kevin A. Tabler

ce. FﬂldSna Oil and Gas
Conservation Commission
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