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INTRODUCTION AND BACKGROUND

Escopeta Oil Company LL.C (EOC) submitted a unit application (Application) to the Alaska
Department of Natural Resources (DNR), Division of Qil & Gas (Division), to form the North
Alexander Unit (NAU) on December 11, 2006. The Division found the Application complete on
December 13, 2006.

EOC proposed to include five leases, four of which are 75 percent owned by EOC and 25 percent
owned by Taylor Minerals, LLC (TLM); the fifth lease, ADL 390585, is 100 percent owned by
Forest Alaska Operating LLC (FAO). The Division is excluding the FAO lease from the
proposed unit as a part of this decision. The leases in the approved unit and their corresponding
lease numbers, acreages, state royalty interests, lease effective dates, lease form, and current
lease expiration dates are shown as follows in Table 1.

Table 1 - NAU Lease Information

Rsota;ft Lease Lease

ADL Acres YALY | Effective | Lease Form Issued on | Expiration
Interest
o Date Date
0
389935 160 12.5 1/1/2002 DOG 200004 12/31/2008
389213 3680 12.5 2/1/2000 | DOG 9609 (REV 9/99) | 1/31/2007
DOG 200204 (Rev

390586 5440 12.5 6/1/2005 10/03) 5/31/2012
389212 2032.5 12.5 2/1/2000 | DOG 9609 (Rev 9/99) | 1/31/2007

The proposed NAU severs ADLs 389935, 389213, 390586, and 389212 so that the boundary of
the NAU conforms to the prospect boundary based on currently available geologic, geophysical,
and engineering (G&G) data. Exhibit A inaccurately describes the acreage to be included in the

NAU and will be revised as a condition of this decision to eliminate the FAO lease. All acreage

severed from existing leases, as a part of this decision, continues under the terms and conditions
set out in the leases.

The Division issued ADLs 389213 and 389212 on lease form DOG 9609(Rev 9/99) in the Cook
Inlet Areawide 1999 Sale. EOC agreed with the Division to replace paragraph 36(b) in the DOG
9609(Rev 9/99) lease form with paragraph 36(b) from the current lease form DOG 200604.
Paragraph 36(b) from the current lease form DOG 200604, states the following:

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

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

The NAU will be administered by the Division under state regulations, the terms expressed in
these Findings and Decision document, and the NAU Agreement (Agreement).

EOC is the designated unit operator. EOC is qualified to act as unit operator under 1 AAC
83.331 because EOC is qualified to hold a lease and is willing to assume the obligations under
the Agreement.

APPLICATION FOR THE FORMATION OF THE NORTH ALEXANDER
UNIT

EOC submitted the Application to form the NAU and paid the $5,000 unit application filing fee
on December 11, 2006. The Application included: the proposed Agreement; Exhibit A to the
Agreement, legally describing the NAU, its leases, and ownership interests; Exhibit B to the
Agreement, a map of the NAU; Exhibit G to the Agreement, the proposed plan of exploration
(initial POE); and a Unit Operating Apreement between the working interest owners (WIOs).
The Agreement, which uses the State Only Model Form, dated June 2002, with' modifications,

will conform and modify four individual State of Alaska oil and gas leases so that unit operations -

can be conducted on a unit basis instead of on a lease basis.

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

In correspondence from EOC to the Division dated December 20, 2006, and included as
Attachment 6, EOC indicated the FAO lease, ADL 390585, was mistakenly included in the
Application and that EOC did not consent to any of FAQ’s acreage being included in the NAU.
EOC submitted revised Exhibits A and B to amend the Application on December 20, 2006, to
remove the FAO leases from the Application. The Division notified EOC that a decision on the
amended application could not be issued before January 31, 2007-- when two of the leases
proposed for inclusion in the unit would expire--because a public notice, comment, and review
period were required for the amendment. Because there was not adequate time to re-notice
EOC’s proposed amendment to the Application, the FAO leases were considered as part of the
Application. The Division is excluding them from the NAU for the reasons discussed later in this
decision.

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

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

FAO has provided comments neither supporting nor opposing unitization, and neither supporting
nor opposing inclusion of their lease in the proposed NAU. The Division received no other
comments on the Application.

DISCUSSION OF DECISION CRITERIA

AS 38.05.180(p) gives DNR the authority to approve a unit when necessary or advisable in the
public interest to conserve the natural resources of all or a part of an oil or gas pool, field, or like
area. The DNR Commissioner (Commissioner) reviews unit applications under 11 AAC 83.301
— 11 AAC 83.395. By memorandum dated September 30, 1999, the Commissioner approved a
revision of Department Order 003, and delegated this authority to the Division Director
(Director).

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

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

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

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

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

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

Regional Tectonic Setting and Structure

The Tertiary Cook Inlet Basin is an elongate, northeast trending, fault bounded forearc basin that
extends from the Matanuska Valley south along the Alaskan Peninsula. The Castle Mountain and
Bruin Bay fault zones make up the northern and northwestern boundaries and separate the
uplifted volcanic arc complex from the Tertiary depocenter. Extensive right lateral and dip slip
motion has occurred along these two fault zones which has resulted in structural traps for
hydrocarbon accumulation. The Border Ranges fault zone delineates the southern and
southeastern boundaries of the Cook Inlet Basin and separates the accretionary prism from the
continental crust that underlies the basin.

There are numerous folds in the Cook Inlet Basin. The fold axes are generally subparallel to the
basin margins and trend northeast-southwest. Folds on the west side of the basin are located
along an up-to-the-northwest step in the basement. This up-to-the-northwest step in the basement
is demonstrated by the Castle Mountain and Bruin Bay fault systems being dominantly northwest
side up reverse faults. Structures on the east side of Cook Inlet Basin are located on a down-to-
the-northwest step in basement.

In the northwest quadrant of the Cook Inlet Basin, multiple faults splay off of the main Castle
Mountain fault. Some of these northeast-southwest trending splay faults act as bounding faults
that form traps for multiple productive gas sands in the general area. The North Alexander
Prospect was interpreted by EOC off of three 2D seismic lines to be a fault bounded closure.
Two interpreted faults set up the structure: a northeast-southwest bounding fault that is
interpreted as a splay coming off of the Castle Mountain fault and a north-south splay fault
named the North Alexander fault,

Depositional Systems and Stratigraphic Framework

Two major non-marine depositional systems comprise the Tertiary basin fill in the Cook Inlet
Basin alluvial fan systems at the base overlain by axial fluvial systems. The alluvial fan systems
developed along both the arc and accretionary margins of the basin and carried sediment out into
the actively subsiding basin. The location of these fans was related to uplift on the basin
bounding faults with the coarsest grained facies being deposited proximal to the source., Axial
fluvial systems flowed perpendicular to the alluvial fan systems and migrated across the basin
floor in relation to sediment input and topography. These fluvial systems reworked the distal
facies of the alluvial fans and transported sediment out into the floodplain. Swamps, highly
vegetated interfluves, and flood basins provided the biotic material that later developed into
coals. The fluvial systems resulted in a thick accumulation of sandstone, siltstone, mudstone, and
coal.

The Tertiary sedimentary basin fill consists of the following formations in stratigraphic order:

West Foreland, Hemlock, Tyonek, Beluga, and Sterling. The West Foreland Formation is Eocene
in age and is composed of tuffaceous sandstones and conglomerates. It is often of poor reservoir
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quality. The Oligocene-aged Hemlock Formation consists of clean, porous sandstones and
conglomerates. The Hemlock Formation has good reservoir quality and is a proven oil reservoir
in many parts of the basin. The Tyonek Formation is composed of abundant coal, siltstone, and
massively bedded fine to conglomerate sandstone of Oligocene to Middle Miocene age. This
formation has been the target of considerable gas and oil exploration and is estimated to be
approximately 3000 feet in the prospect area. In the northwest quadrant of the Cook Inlet Basin,
porous sandstone called the Bell Island Sandstone is found at the base of the Tyonek Formation.
EOC plans on drilling into the top of the Bell Island sand. Overlying the Tyonek is the Beluga
Formation, a thick silt rich unit with interbeds of channelized muddy sandstone, coal, and tuff of
Middle to Late Miocene age. Sandstones within the Beluga Formation are often discontinuous
due to their thin and lenticular nature.This formation is estimated to be approximately 2,000 feet
thick in the prospect area. The Sterling Formation is the youngest non-glacial unit in the Cook
Inlet Basin and consists largely of laterally continuous stacked porous sandstones with inter-
bedded mudstones and thin coals. The Sterling ranges in age from Latest Miocene to Pliocene.
Coals are thinner and less abundant than in the underlying Beluga Formation. This formation is
in excess of 2,000 feet thick in the prospect area. The gas is believed to be of biogenic origin
derived from Tertiary coals and organic siltstones.

North Alexander is an onshore gas prospect located in the northwest quadrant of the Cook Inlet
Basin. In support of the unit application, EOC submitted three interpreted seismic lines over the
area, a structure map based on the interpreted seismic lines, copies of the three exploration wells
drilled in the area of the North Alexander Unit, and estimates of net sand values based on gross
sand counts taken from these wells.

The North Alexander Prospect is a steeply dipping northeast-southwest anticline feature bound
on the west by a splay fault off of the major Castle Mountain Fault which marks the northern
boundary of the Cook Inlet Basin. EOC evaluated three seismic lines over the area to determine
the structure of the prospect and estimated net sand values based on gross sand counts taken from
three nearby exploration wells located down-dip of the proposed unit: Cities Service East Lewis
River #1, Amarex Isla Grande #1, and British America Bell Island #1. Subtle hydrocarbon shows
were found in two of these wells. Drill stem tests in the East Lewis River #1 well recovered gas
cut formation water in the Tyonek Formation and gas flowed to surface from the Beluga
Formation. In British America Bell Island #1, ethane and propane were noted in the Bell Island
sandstone. No major gas shows were encountered in the Sterling, Beluga, or the Tyonek.

The proposed North Alexander well plans to drill and test sandstones within the Beluga and
Tyonek Formations. The primary gas objectives of the proposed unit are the Beluga and Tyonek
reservoirs. The secondary gas objectives are the lower Sterling and Bell Island Formations. Coals
that may serve as coal bed methane reservoirs will also be evaluated.

EOC provided three 2D lines, one strike and two dip lines. The seismic data quality is fair to
poor in the area with imaging being discontinuous. The horizons across the prospect show a
general dipping from the northwest where a splay fault is proposed, downward to the southeast,
The proposed structure is based on the termination of the local steep dipping beds against faults
in both the Beluga and Tyonek levels. In the area of the proposed faults, the data is poorly
defined but there is sufficient evidence of a potential trap.
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The geological, geophysical, and engineering data justifies approval of the Application under the
section .303(b)(2) criteria.

3. Prior Exploration Activities in the Unit Area

The modern era of exploration in Cook Inlet began in 1955 when Richfield Oil Corp. embarked
on a drilling program around Swanson River on the Kenai Peninsula. Success at Swanson River
led to a surge in exploration activity in the Cook Inlet Basin.

Discoveries specific to the northwest quadrant of the Cook Inlet Basin began in 1962 when gas
was discovered in the Sterling and Beluga Formations at the Beluga River field. The first
exploration well in the vicinity of the proposed North Alexander Unit, the British America Bell
Island #1, was also drilled in 1962. In 1966, gas in the Tyonek Formation at Ivan River was
discovered. In the middle to late 1970’s gas exploration increased due to the consideration of
LNG and iron ore reduction projects. Gas discoveries in the Beluga Formation at Lewis River
(1975), Stump Lake (1978), and Pretty Creek (1979) were a result of this renewed interest in gas.
The two other exploration wells drilled in the vicinity of the North Alexander Unit, Amarex Isla
Grande #1 and Cities Service East Lewis River #1, were drilled in 1975.

The prior exploration Activities in the unit area justifies approval of the Application under the
section .303(b)(3) criteria.

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

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

11 AAC 83.341(a).

EOC submitted the initial POE, Exhibit G, with the Application. EOC proposed to drill a well by
December 8, 2008.

The Division proposed revisions to Exhibit G on December 21, 2006 and made additional
revisions that are incorporated into the final Exhibit G, shown as Attachment 3. EOC indicated
the Division proposed revisions were acceptable.

The approved, initial POE sets out a timely sequence of permitting and drilling that will facilitate
the ultimate development and production of the reservoir, if oil and gas are discovered in
commercial quantities. It requires EOC to drill a well in the winter of 2007/2008, and terminates
January 31, 2009, or sooner, if EOC does not fulfill its work commitments. This is the soonest
that a well can be drilled from the NAU considering that access will be limited to ice roads.
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Completion of the proposed permitting and drilling activities as scheduled during the two-year
initial POE will satisfy the State’s performance standards and diligence requirements, EOC’s
rights and responsibilities are described under state statutes and regulations and more
specifically, as applied to the NAU, in this Findings and Decision document, the Agreement, the
leases, and in Exhibit G. Therefore, the plans for exploration of the proposed unit area justify
approval of the Application under the section .303(b)(4) criteria.

5. The Economic Costs and Benefits to the State

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

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

The primary terms of two of the EOC and TLM leases are due to expire on January 31, 2007, but
it is in the best interest of the State to form the unit to facilitate the exploration efforts to
stimulate economic development and create a greater royalty revenue opportunity. If EOC does
not complete the initial POE work commitments, the unit will terminate, allowing re-leasing of
expired leases.

Any additional administrative burdens associated with the formation of the new unit are far
outweighed by the additional royalty and tax benefits derived from any production that may
occur if the exploration and development activity is successful. Under the initial POE with the
requirement that a well be drilled in the next winter drilling season, it is expected that the leases
will be explored quicker than if the leases are returned to the State and re-leased.

Therefore, the economic costs and benefits to the State of the proposed unit justify approval of
the Application under the section .303(b)(5) criteria.
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6. Amendments to the Standard Unit Agreement

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

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

7. EOC Lease Amendment Provision and Royalty Cost Structure

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

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

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

8. Elimination of FAO lease ADL # 390585

As a part of this decision, the Division is excluding FAO lease ADL 390585 from the proposed
unit. EOC shall submit revised Exhibits A and B reflecting the removal of ADL 390585 from the
NAU within 30 days of approval of this decision.

While it is uncertain if ADL 390585 encompasses a portion of the reservoir, after the lease is
removed from the NAU, the unit includes “part of one or more potential hydrocarbon
accumulations™ consistent with 11 AAC 83.356.

FAO did not ratify the Agreement or the Unit Operating Agreement and has provided comments

neither supporting nor opposing unitization, and neither supporting nor opposing inclusion of
their lease in the proposed NAU.
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FINDINGS
The Application meets the criteria in 11 AAC 83.303(a) as discussed below.

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

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

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

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

Finally, unitization ensures an equitable allocation of costs and revenues commensurate with the
value of the leases. Without an equitable cost-sharing formula, competing landowners or
individual leasehold interests could produce reserves without regard to the impacts on recovery
of other reserves owned by other leasehold interests. EOC and TLM both signed the Agreement
and the Unit Operating Agreement. Although their working interests are currently the same
across all four leases in the unit, interests could change or other WIOs could be farmed into the
unit. When a participating area is formed, the unit operator shall establish a method to allocate
costs and production to the proposed unit based on the geologic and geophysical information
obtained by drilling.

Exploration and development of the leases under the initial POE will reduce the incremental
environmental impact of production and will conserve natural resources and prevent economic
and physical waste. Therefore, the Division’s evaluation of the section .303(a)(1)(2) criteria
supports approval of the Application.
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2. Provide for the Protection of All Parties, Including the State

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

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

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

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

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

1y

2)

3)

4)

3)

6)

7

8)

9

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

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

The FAO lease, ADL 390585, is hereby excluded from the proposed unit. EOC shall submit
a revised Exhibits A and B reflecting the removal of the FAO lease from the NAU within 30
days from approval of this decision.

The NAU severs ADLs 389935, 389212, 389213, and 390586 to conform the boundary of
the NAU to the known reservoir boundary based on available geologic and geophysical data
to the extent possible. All acreage severed from existing leases, as a part of this decision, will
continue under terms and conditions stipulated in the lease forms on which the leases were
issued.

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

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

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

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

EOC is designated unit operator.

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

the unit area. Neither this decision, nor the initial POE, authorizes operations, or well testing
for royalty accounting purposes, or otherwise. A separate approval must be obtained from the
Division for all unit operations.

11) EOC shall incorporate the following terms into the next POE or POD: “EOC shall obtain

approval from the Department of Natural Resources to establish an Initial Participating Area
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within the NAU by December 31, 2010. Any lease, or portion of a lease in the NAU not
included in an approved participating area by December 31, 2010, contracts out of the
NAU.”

An eligible person affected by this decision may file an appeal, which must be made in
accordance with 11 AAC 02 before any appeal can be filed in the Superior Court. Any appeal
received by the commissioner’s office must be received within 20 calendar days after the date of
“issuance” of this decision, as defined in 11 AAC 02.040 (c) and (d), and may be mailed or
delivered to Marty K. Rutherford, Acting Commissioner, Department of Natural Resources, 550
W. 7th Avenue, Suite 1400, Anchorage, Alaska 99501; faxed to 1-907-269-8918; or sent by e-
mail to dnr_appeals@dnr.state.ak.us. A copy of 11 AAC 02 may be obtained from any regional
information office of the Department of Natural Resources.

; /%hlw /- 3007

Kevin Banks, Acting Director Date
Division of Oil and Gas

Attachments: 1. NAU Exhibit A, Tract Description and Ownership Schedule
2. NAU Exhibit B, Map of the North Alexander Unit
3. Exhibit G, Plan of Exploration
4. North Alexander Unit Agreement
5. Modifications to Unit Agreement
6. Correspondence
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Attachment 2
NAU Exhibit B, Map of the North Alexander Unit
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Attachment 3
Exhibit G — NAU Initial Plan of Exploration

The unit operator, Escopeta Oil Company, LLC (EOC), shall complete a two-year initial plan of
exploration for the North Alexander Unit (NAU), effective February 1, 2007 to January 31,
2009.

2007 - Year one work obligations - Permit one exploration well within the NAU:

1. By December 31, 2007, EOC shall obtain an approved Dept. of Natural Resources,
Division of Oil and Gas, Plan of Operations, and all other associated and required local,
state, and federal permits necessary for drilling and associated activities within the NAU.
By December 31, 2007, EOC shall provide written evidence to the Division that these
permits have been obtained.

2. If EOC satisfactorily completes, as determined in the Division’s sole discretion, all of the
2007 - Year one work obligations, the NAU will remain in effect.

3. If EOC fails to provide satisfactory evidence by December 31, 2007, as determined in
the Division’s sole discretion, that all of the 2007 - Year one work obligations as
described in item 1 above are completed:

a. the NAU will automatically terminate at 5 p.m., Alaska time, on January
2,2008;

b. EOC shall immediately surrender to the Division all leases in the NAU
whose primary terms have expired and that do not contain a well
certified by the Division, in its sole discretion, to be capable of
production in paying quantities, as those terms are defined in the first
sentence of 11 AAC 83.105, effective the day the NAU terminates.

2008 - Year two work obligations - Drill an exploration well within the NAU:

1. By December 31, 2008, EOC shall drill an Exploration Well within the NAU to a
bottomhole location within ADL 389213, to a minimum total vertical depth (TVD) of
9000 feet and at a minimum penetrating the Beluga and Tyonek Formations. EOC shall
provide the Division with all log data acquired (GR or SP, Resistivity and
Neutron/Density or Porosity: appropriate triple combo log and other logs).

2. If EOC fails to drill an Exploration Well as described in item 1 above by December 31,
2008:
a. the NAU will automatically terminate at 5 p.m., Alaska time, on January
2, 2009;
b. EOC shall immediately surrender to the Division all leases in the NAU
whose primary terms have expired and that do not contain a well
certified by the Division, in its sole discretion, to be capable of
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1)

2)

3)

4)

production in paying quantities, as those terms are defined in the first
sentence of 11 AAC 83.105, effective the day the NAU terminates.

Additional Provisions

EOC waives the extension provisions of 11 AAC 83.140, Article 15.2 of the Agreement, and
the notice, hearing, and judicial proceedings provisions of 11 AAC 83.374 applicable to
default and termination of the NAU.

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

The Unit Operator shall submit a Second Plan of Exploration to the Commissioner at least 60
days before the POE expires. Alternatively, the Unit Operator shall request approval of the
first Plan of Development, if appropriate, at least 90 days before the initial POE expires. 11
AAC 83.341(b) and .343(c).

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

North Alexander Unit Findings and Decision Page 2



Attachment 4

North Alexander Unit Agreement
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RECITALS
All recard) cawners of ary rght, tils, or iereat in Ihe i or g eservols of potentizl Fydiocebos
. ImLletonsg 1e Da e daed 1 Lhig Uil have gkun inviled ta [oin this Agrzement.

The Gomrissicnes of the D2panman: of Natdna! Rewuwrsas, Stals of Aluska, is auhied by
Amshy Staate 33.05.° BO(p) and iq) and apalicaba ragulaliong o sn-ssrt i snd aaprove oil and qas wiit
agreements ta axnlnee, devalop and pmduce stata oll ane ¢a¢ ratoursse.

AGREEMENT

11 considaraion of the Mumal oremisen 0 this Ag-contont. she partice comi: halr raspectiva
intares:s it the Ui Aues defins i Cxhibit A urd depictad in Exqitit B b fiis Agrearrant, ard acrea as
Iolws:

ARTICLE 1; BEFINITIONS

1.1 Alaska Gil and Gas Conservation Commission {ADGGC) reas e indepencert
Quasi juskisial sgency of 1z Biatz af Alaska astralished by *he Alaske O &nd Ges Consereltion Act. AS
31.058

1.2 Appraved Unit Plan megns g Unit Han that has Boon aparovad by the Cémmissianar.

14 Commisslonor "ncans tha Camissiensr a® the Depritment of Natiia Aersouraes, Stabe
ol Alasks, or the Commissizner's autharzan |pmesanisive.

1.4 Effactive Date maana the time and dato th & Agresmart bacomes sffacive.
1.y Leaso ar Loasas means ona ar nore il end gas anza sublest o ikis Agqraament.

1.6  Qil and Gas Righlts weans be rghts ¢ explors, devalop, sed drodce Urilized
Subsiances

¥ Dutside Substancss rreanz oil, cas, end other hydracerors anc rron bydrocs Lo
substancas ohtained fiom nuzice e Urit Area and I peled inlo ¥ Ruseiveir ir the Unit Arga with fre
gpproval of fe Commse arar.

1.8 Qukids PA Substances means oil, gas, and ofirer I'yoresarbona and non hydroso ben
substances abitaired fom one Harticipating Arca in Je Unit Araa and injecied irto 8 Reserver It a
<liTeren. Parbe pat1g Arza n the Unit Arze with the Commissioner's aopraval,

1.2 Participating Area mzans all Unit Tracls and garls of Lnil Tracls dssignaled as z
Paricipging Aren under Artcle 9 to allecats Uaitlzad Substansas pnduced smm a RRsevoer,

1.13  Partleipating Arsa Expense masns sl costs, exoenses or inaebledress, wihict arz
freumad gy the Hniz Qperator for procuction itom ol ousraticns in o Farfcisetng Arze and allogatad to the
Unit Trawls in thast Partcpetag Area.

"1 Paying Quantities means a quart <y of Unllized Subslanue: sulllclent t yield a remum in
£xcess of operaling €osls, evar it dfling and aguip-iert costs Will never b2 repald end *he uicertaling
coisidered a5 a whals v L ullimately result ina loss.  1Pe yuanlily is insulliclen: L ylekd a return in srasss
of ope-aii1g cesls unlsus L will produe saflsiant ravanwe ot scnsidering treneps-ation anc markerlry,
0 irdusy & muden: aperator o droduza Ik
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*.12  Reservair magng that rart of tha Unll Alea conlsining sn sccumu'ation of Unitizec
Substarcns which has bach discavorod by dilling and evaluabed by tealiag 8 vel o wells, and whicn s
geologicaly senarate Tom and ~rt in bydracabon cometunicalivn %t any olhe cil and ges

Saurwlatan.

112 Royalty Infersst mesrs an swiership right ‘o o interest n the smoant o- va e of
Uritlzart Substancos sthor ian a Weding Intzrzer

114 State raans be State of Alas'sa scing in his Agraement lhrough: e Cumrissioner,

*.16  Suatalned Unlt Productlon means conthiing produchian of Un¥zed S ihstenges fnm e
weall I+ the Unit Arca I'lo ansduglion fzakliss 3nd Iransportedon o makst. but doss ro: incltde teating,
Gyaluadion ar Jilot produchion.

1.i6  Unit Aren means the lerds suljectto his Agreurnerl, devaibed in Exhibit A and depiztad
ir Exhibi: U to this Agrasrant. subrsged ar nark

14¢¥  Unit Equipmant maans all perzapal propery, Lease and well equivment pants,
olatfarra and ather fariities a7d equ pmont usod, luhes cver or othersise soquirad for Lse n Unit
{Qosaslions.

*.19  Unit Expense mezns all casts, expengez o ndelwdness hcy = by he Unit Opzratoe
‘or Un't Qpe-silong, except for Patclpating Aroa Expense.

119  Unit Operating Agreement msans the agresmenys) entersd indn by the Unlt Operatar
aud e Woorking Interest Cwners, as descrhed in Arlelo 7.

120 Unit Operstions maang all oporatiens conducted i1 ascorcance with an Appreved Unt
Pan or Apooved Uni Plans,

121 Unit Operator maans the pany designa‘ed by 1ha \Working Intzszsl Qwrers end eparayvar
by tha Cersmiss o s verilest Unt Opoiatione.

122 Unit Plan inzans & Jnit plar of explcatio- or dave apment ae descrlbus .n Ailics 0.

123 Unit Tract mazns arch seaarale parcal dial s desc:ibed I Exhiblt & anc given & Unit
Trast number,

‘.24 Unit Tract Participation Taans tha parcentage dlocalon audited <o @ Urit Tract in A
Pailizipating Area tn rlincate ntized Substancos.

125 Unitized Bubstances masns all oil, gee and asscoized nibalancey. as ‘host lors are
defivud i1 lFa Ls=2sas praduoad o the | asses witl i e Unit Ares.

126 Warking [nterost rizans the Ineest belc in lands by vitua of a lease cporating
agreairenl o ttio or otranwiss, undar which te rvner of te Inderest s vestod with the right axplore
lor develcp and preduce mingrals; the right colegaled to 3 unt opereicr by @ unit sgreemen: ;2 not a
vor<ing inierest,

127 Working Interest Owner means a pary wo uws 2 Workizg Inferest.
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ARTIGLE Z: EXHIBITS

21 T1e “ollesving Exhibits grs 12 be allehiod L arsd wade a part ol this Agraement. Whan
this Agreenien: i3 approved, anty CxBIDIS A, O, and G ane equired  Zxhihi F B 2 £a requirad when t-is
Aggarrantis approved, Tihe Unt Ares incfudes Na: Profit Shens Letses, “Hhe Und Operaizn shall sapply
all Exhihits,

22 Exnibit A is 2 tzhle thet kentifios and deaciibos sack Lt Tosel st displays: s Unit

ract rumbe, e Lawse nanowr, tha Working Intzrast osresshig, the Povalty Interast awneisha, and the

appliuzble royslly ard re: prafit share rates appliczola ta ozch UMt Iraet \Within Lhirly days afe* aporova;

by e Comnizsiner of ay expanslon o coriiucTon sf e Unit Area unds: Anicle 3 cr any rhange of

the Wz rliing I s v Rugally tereet in any Ur't Tragt, the Unit Cperator shall 8.kt a revissd Lk bt
Atatha Ccmmissinnar

21 Exhiblt 3 is a map -hat sFnws the Eouncary 11128 of tie Lt Arsa ard of each Unil Thacl,
~detied by Unic Tract numbe: and Leage number. Within ihity drys aftar the Can-missinagr apprsvas
any exsanslen o cenbiaston of the Uril Area under Aricle 3 o any change of the Warang Intoresl v
Royally Interest In any Unit T-act, S Unit Qe -atar snull subirul & mevisad Exkibt 13 1o +hs Gommissionrr.

24  Exhict C = comprised of & tAkk dor sach articipating Avee sslzb shod urder this
Agraemant. Tag Exhii G toble “or eac Maslispalig Arez must displey tha Urit Trsat nunbara, sgn!
descriollons, Loass umtors, Warsing Intesst avmrrship, Royalty Intares: cviaership, and Undl Tiext
Pai’ivipation it- thar Parlicipadirg Arsa. Exhitits m.ist be propared 10r gsuh Parle pel ' Arvas estabished
in fra Unit Area. The Usit Caesur shal susmit 3+ intal or revisad Fxhinit G n the Commisgianar wilin
iry cays ol 1} lhe effectve dale of sny Padfleipating Aeq, 27 any cXpansion o scatracton of a
Partinipa’ing Ar2a, 3) say dluision of I=le‘est or wlcation farmulz est=blisiing or ~=svis'ng the Unit Trac;
Farticipation of any Unil Tzl o Uil Traets in 3 Pedivipating Arzo, or 4) any change of the Wiorking
ierest or Reyisly Intersse in any DM Trace,

2.5 ExFitit D is zamor'sed af & map for each Pantclpatng Arsa. Each Cxhitil D mag mast
show he Jauncary lines oi dve Unit Area, a2 Parficpating Aren ann the Unit Trants in t*&f Pertispating
Area Klawifled by Uni! Tiact numbar ard Lease numbcr. Wittin thiry <ays aticr approval by Lue
Commisalener of 3 Particlpating Area 9r 8y expansion ar contraction of 3 Pa-tsipat ng Arza nrder Atols
i er ary change of L \Wo'king lilsiest u Rugelly fatsrast b any Un't Tract In a Participating Arca, tha
Uniz Opartar shall siamt & revised Frhiai 2 ¢ the Cominss anor.

28 Exqibit E s compriazc of 3 tabla fo-each Patdpating A en Ul displays Whe allscaton of
Participating Aran =xparsa @ eack Unt Track I Uy Purlicipaiing Area, identified by Urit Treot numoer
ano Leass rumber, Lxhibibs mast oe prepared o arch Panicipating Area establishec in a Jiil A,
Tl Urit Dparatar shal’ suamit ar inlifal 2= ravised Luhibl E o *ha Comrissloner whenever an initial ¢r
evised BOIB1C I8 requhed,

27 Exhibit 7 °2 4 table Whal digplays | alacation of Linit Expensa to arch Linit Trant 1 the
Linit Arga, denttad by Unit Treet tumbe- ard Lesse runber, The Unit Cpaialor shall subm tan icltis! ar
tzvizad Zxhibit F o the Commssiore- wisnever an inilial or 1evsed Exhiaiz A Is raquired i 11 Unit Ameg
Meludes Net Proft Shara Laagos, The Unit Cpeaicr nay submit @ reveed Exliibit [ aryirns, Lot any
“vhdars lo Exhidit Fare of efextive untl aaprovas oy ta Commissionar.

2B Exqibit G ‘= the unit pan nf explosaon or LAl par ol develeomenl eguiied by the
reg et rns, £nd Article 8 a7 thia Agreemenl
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ARTICLE 3: CREATION AND EFFECT OF UNIT

31 Al 07 mnd Gns Rights in end fe the lands described in Exhibit A and slovn in Exkilic 6
are gabjsct 10 his Agrzetneni sa thed Unil Operatans will ba conducted a8 It e Unib Algs was a singie
Lezisu.

32 Ho Iaag as this unit remaing in effect ¢nsh Leuse in the Unii Area skall contirue 'n afiecs

3.4 Lxaopl &8 othe'wlst provided i this Agraemen:, whars only a pulpn ot o sase s
curninizze fo ks Agreemnedr, that comin tment conslituces u vevaranca o the lazae nta uritieed ang
nonunidzed portiond. Thu poilion of e loszad a-ar ne: romnitied to this Agresnet will be bualed as a
sgjarale and uisline: 2ass znd nay be maintzined oniy 0 assardance w4 e euns &nd sardiiong of
ha Izasa, siatutzs. and regllations. Any porlor of tha easad == nat comrifted e this Anreanrent wil
iy be asfacd oy the U lizalivn, by uperstions in the Lnit A-ea, o hy @ suspeasion approvad of odered
by i Commissione~. ¥ & l2as2 has 3 well certfad s cupable of preductar In aaving quetides on It
ba'cre commitment {0 the Agroon‘ont, 16 leses wil not be ssvered oy unitzadon. I any parton ot the
Leczz iv inuluied in a Farbapating Area ommad Jncar Ubs Agiesinenl tha ercire Lease will s2main
cenunilled ta this AgrezTant and the | anse wi nof be severed.

3.4 Produstian of Unilizec Babstances in Paying Quart4es trom any part of a Farticipsti-g
Arer shall k2 congidered procucfon rom eact Unit Traet in tha Rarticipating Aroa. it shall causu Lia
prrtan O sach Leasa that is wholly or pardally withir de Petivputig Aca to centirue i1 afsct a3 i & wall
vezie produsing from aeeh Lnit Tract in the Partc pating Aea.

HE Tr= pravisians of he vardais | enses anc ayiesinsn's pailaining to the resaeshiva Lanzas
of preduction from thoss Leasos 2 amendod only ta the exlens peceszane 0 raka then confor b the
wiiten previsions of this Agrzement. Cthanwise, da provleans a1 Woss Leasss and ag-eemants skl
remain ir full inng end eifzct.

33  This Agraemart shelnat ba constivgd io Luqsfier P2 w0 O and Gas Rights hy &y party
o any oikar pary o o e UritOperator.

37 Al data and ifarmaten dete'mirsd oy tha Comrvissioner to ba nessssany (of ha
adinietration of Uiy Agiczrient or for the performance of stat.tory responsiLilites shall be provided hy
the Unit Opeaier, ar Worki~g 1-terest Qumsrs, or koty, upar witten requast Al data snd Infomatior
provided I the Cortmlsglona, shall by pioletted frer discles e uncer 12¢ Loasa, govarning faw, and
raguiations.

ARTICLE 4: DESIGNATION OF UNIT OPERATOR

41, Escopels J% Comosry is designatee as the Unit Dparator  Facopsta Oil Company
agrezs o Aecapt ite ighte and obligatlens of the Uit Sasratne ta conduct Unit Oparatons and i expiare
i daveop ard produce Unitized Substenozs as provided m ks Agicamant.

42.  Exeept as athervse provided In this Agreamrart wnd suojecl to the ferms and eoncitiang
of Agpraved Uni: Pans the seclisive rights ane olillgasions of e Waorking Intzrast Qumsrs to coniust
aperathing to vk for, covolop srd preduss Unidzad Substorces nthe Uit Ava ure colegatsd ta and
27l L exerzised by the Lnit Operator. This dolcgaliv dosz not rafeve a levsee of the obligation ta
comply wi gll Lease le'me. ke Ul Operater shall natify g2 cliver Worklag ntstesl Ownars and ha
Gommiasioner ol aciions aken by fhe Unit Dperator unoer this Agreement. Tha Unit Operatar shal
minimize Rt oonsolicals &L s faul Tus lo mininize s.rfazs impacts,
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ARTICLE S RESIGNATION OR REMOVAL OF UNIT OPERATOR

4 Thz Unit Oprrator shall have e nghe to raglge at any Y. The Uit Oparator's
resigngtion sagll ro” becems effectve will 1) eixty days hava nessed sinze e Urlt Opersic: delivers &
writich nelee of an iaterrion fa resign to the Working Insesest Iwnore ard g Catamigeianer; and 2) =
arlifielzl idands, Iratallatons and oher devioss, hicluding walls, ussd fo- aparalizns in the Ll A=a ane in
A randition salistastary to the Cammisslaaar for suspension of abandanment ol operalivns. [owaver, it a
successar Unit Dprsmn~ i dasigretad ane aoproved urdef Ailicle €, e esignation is affactive whan
appraved by the Comirssonar.

2 Tra Unil Cpsrator moy b emoved a8 provkled in ibe Unit Operating Agreement  Tals
raraval shall nul by wlleclve u-dil. *) e Wasking Interes; Cravnars nntify the Comisstonor 1d the Unit
Oparatar and 23 the Cnmm ealsrar a05-ves & s.0cossu Unil Opuralo,

2. Tha resignalicn ar remeval af the Unit Opesator shall no: reeuse i S Eability for zny
[ilura to -n=et abligations that aceried Hafors tie vlleuliva dala of he resignation or remayal

54 The resignatian ar remove af tha Unit Cperator dees not tarminate ks dghts, tifle ar
ineras! 0~ odlicaions as a Working Interssl Gwner ar ather ntarest in -he Unit Arag. A mrmination of the
[Init Oparators righls. ke @ inlsoest may gesur independently undz® tha tarme of the Leasss ard
governing lew  WWhen de reeiradfon or remova of the Lnt Operatar becomes sffective, tte ln-
Operatar shal ~elinguss pesssaslar oF all Unit Ecuament, erificial iskancs, wel.s, msobalony, dovicez
rgeonls, and any other asseta usad “or eoaduelirg Unls Cperations, whelher o net foczied o ke Lni:
Area, 1o Fe successor Unit Opoaor.

ARTIGLE 6: SUCCESSDR UNIT OPERATOR

8.5, \Whanaver the Linit Operatar tsnders its -asignation 28 Unit Qperstor or 2 removsy uy
provided ir Miilela 5, a suszzssar Urit Cperarr mey be deglgnatad 48 [evided i e Unt Qoaezing
Agrzement.  The swaessser Unit Coeratcr must sceept the dghts rnd cbligatinns o & Linit Operalar i
writhg. The sustuseor Unil Operatar shall file 3n execttad onpy of the dasigneton of succossor with tha
Comreistionsr, The desicnefar of sLocessar Unil Opurater sl nat besome aifetiva unlil apprave by
tre Camissionzr.

62 I no stenegsor Unit Opohalor s dasigneied witkie sixty dzve aRer notico to the
Commiagiona ot the rasignzdion ar ramoval of a Unt Gpeaior. the Comrlssore: wil, in his ar ker
disureting, designzte zamher Warking Interast Owngl as suceessor Unit Operatar, or declare ths
Ageement smiraled.

ARTIGLE7: UNIT QPERATING AGREEMENT

71 Tho Wriling Intercst Gwna's and the Unit Operato shal! enter Inta a Unil Operating
Agieament B wil zpparicn all costs and lichiitice Ieaned in meinkining o condusting Uit Goerst ong
amang e Workirg Inteicst Cwnors,  iFa Unit Oparating Agreement? w1l also appoitlon e benes,
vlch vAllzourve fram Unit Opzrationa amang the Working Insereat Qurers.

Y2 Any dllccalin dsscribad in the Uni Oporating Agregmon! will #ai bird e State in
data-mining rr settling rovetes and nel ool L share paymerts  Alliceatiens of Bn't Exponsc, Parlicipatiag
Araa xponss, o Unllizad Subslanzes fr dziennining, sulling ard paying roya tas and nat prfit s1arz
gayments will br basad o1 Exbibits G, £ a = af 4% Agreemens and mus: he gppoved by ha
Cemmagianer in wrbng ketara taking atfact An origingl or 1evised souforming Lxhibd G and F shall ba
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submiZod 1 Wy Comeniksioner within #iry doys of: any caangs in hs divis.on of interest ¢r allocatiun
foimuta esteblisting or revislrg the UNIL Tiaut Panicipstion of any Ut “rect or Und Trads in s
Partizipating Airca.

73 The Waorking Interogt Qvirer's and the Unit Costacer may eslaslisk, trough one o mare
Urll Qoeiuting Agreemen:s &nd amandmznts, athe” ngl*bs and abyigations batwesn == Ln% Qrerctor anc
L' Waorking [taragt Owners. The Unit Oparatrg Agresment will not medliy a0y teim vr avligalice at this
Agmamszrt. [Fdw enis of Lis Agraemen: ard *he it Oparaling Agreamanl coufist, this Acreemen: wdl
prove l.

4 Ay Warking 'nlemst Quiser ig enlitled o dnll a well on the unitizas portion o 'le Leasy
whar fhe Unit Opersta- declings ta dnll hal vell, A War<'ng Intr-pat Cawnar must have an approved
Ferrit 1 <hil ol tho sl must be part of an Appreved Jall Flae, If the Commissioner deferminga any
such we" lu Ju sapadla of praducing Uritbed Substanues in Pay g Quanites, the iand upan whick that
wel is sitnebed will ¢ included In @ Failzipabng Area. The Perticipating Area will b lor e v an eristng
Paricipatig Anoa enleiged s provided in thiz Agreemenz  Tho Ul Daerator Wil tharzafter caerata e
wal 7 sccordance with “hia Agraemen: and tne Unit Op=rating Agreament,

i85 Thz Unit Opemtar saell fle 8 copy of he Uni Coemlbng Agremen: win it
Comrmirsianer when “his Agnesmertis filza tar apravel. The copy of he Uril Opating Agrapmentis far
informatieral puipesay only. Appraval of he Uni; Ageeene Ts ol saprival of the Urit Oparating
Agrsenmnt. Corpigte copies of all sthe- Uait Gparating Agreements ard aty amencingils la tizm will
alsa bz filee with U8 Cumnissivner within thiny days of oxcetiton and &t lsasl Licy days be're fhar
af'ecti datos.

ARTICLE 8; PLANS OF EXPLORATION, DEVELOPMENT AND OPERATIONS

&7, Ary Uil Plen and ay gmendratt ¢ s Unit Flar will m; de effactive unl! che
Cemmissionsr appves o Appreved Unll Pans ara “nnovpomted into his Agresr=eal smd Sscome
e¥mnfive on the date o1 thalr appraval,

841 A unit pan ot exploration (Plar of Cxploizlivn'} shall dssciibz k2 progosad
exploratiar: and delineatian artivitics far any lsrd in the Unl: Ares tha: is not in 2 “aricloaing
Aea, Plang of Exvloralk: shall camply w'th 11 ARG §3.34° ard ury successor regulation,
I3 Unil Opeielor ska" submi updaiest Plaes of Explocation € s Commessanor ter
apprave| at least 8ixy days beluie the carant Man of Exploralior exgires.

.12 A Jnit plan of sevelcpmient (“Pas of Davelopment®) shiall Inciuca a duscription of
ire proacsed develapmart acliviies sgzed on data evauable vian *hz plen is suFmizad.
Plans af Develcpmen: shall eemply with 19 AAC 83.343 znd any suernssser -egulalion. The
Unir Op=rat” 2100 sLbanit updated Plans of Develoomen! te e Com Tissiare- for agpnova;
gl least ninely days befoe tha cunart Fla) of Develoament expires

813 Whun this Agieamen? is rubinittad o e Connnissiares or aporaual, tg Unit
Qos-alor shell gubmit en irtal Plan of Davelopment or en iniigl Dlan of Exp'aration
{redeciively called L1 “Ialtizl Lu P an™) far approval by the Cornussioner.

82 The Urit Gparator shall sl explore, develop or produce on the Linit Ar2z axcep: in
ac6orearce will an Approved Un® Plan. The UntOperme: shal obizir a plan of aperetions spproval anc
any ol peimits and zpprmvals required betorg oparations begin, A plan of oporabiars 2pproval must be
consistant with he imidpulion measures and lessss advemles cavaloped for e most -econt Slate
Zrcawlde luase sele in -2 regon that includes ths unkt 88 c2emed necessery by thu Comrissinagr to
pistet 176 rescunces of the Sfele.  Tra Unit Opsraty’ shzll submil a compess aapy of all sucl
appicazons to e Commissiongr, The Unlt Oocrate- shall give the Commissicne’ wilicn not=a kefara
beg:nning fesfng. evalusidon, or p'let piuducton from a vsll in The Unki Ate.

Ml Aioxaade Unit Ag-sement Paga v
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B35 Afler ostaed Unt Hrodacticn In Paying Quasliles beying, Uil Oparativng shall be
maintalnae, Wi Ispsas at na mara tran ninety days rer Igpse hetwaen apamfons  The [&nse may be
langar i suspensan of apetations or preduction hag bear ordorad ar app-ovad by the Comisslonsr.
Apfzreved Unil Plharms wiy all 1 @ suspuasicn of Un Operatians.

34, Aftar giving wiillen nolise lo the Ui Uaerator and an eaportunsy o ke heare, t-s
Conmasiors inay reguiie the Jril Operatar ke modiy ‘ram time m Hme e mta of pnrasating s
davaleprart end Tha qusntity ane -ate of srodustisre,

8.8,  IFawel 15 hern drilled In hs Urit Ares prior 0 the: Effactive Dale of this Uil Agresinent
7 = heing criea withir the Unit Area on D2 LHeeive Gats, taak well will bs oorsidered & Unit Well ee of
18 EFuulive Cuic of $his AgroeTent,

86, The Coramaslone” will, in hw wgunsyy disoretor, approve ary inkclion of Culside
Substances ar Ouisica A Substances withic the Unic Araa. Ary injeston of Oulside Sudataiees w
Qurside A Subziances # 10 he Unit Ares musl 2a pailo” e Anpy aved Lnil Plan,

ARTICLE 9: PARTICIPATING AREAS

8. Tre lnii Operstor shal! subinit a req.es. ‘oi spmuval of e proposed inilial Paricipating
Aren to the Commissioner 22 16a3t 8¢ months bafera Sustainzd Unis Produgion Tom a Ressrvalr in he
Unil Arza. A Parficpating 4vea anzll inclide only lend et is reasonably Known to b3 ciderlan by
Unitized Sukstances and Knowm or reasonzbly aetimatod theawgi ha use of gaolagica  genphysical ang
wiyinesring dzta to be capable of produsing or conaiirirg t praduciion cf Unitized Subsisnces i Fayiny
Quantities. Tie Unit Operator imust reseive agpioval nom tha Gommesians- of 2 Parlicipali-g Arss
bafarz comiranseman? ol Susluiow? Uil Prodaclian.  Tha Unl: Qoemtor ska! nofify the Grenmissioror
betara the comvannamant af Seatainad Hnit Mraduction fram each Panllcipati+yg Anza,

9.2.  Eactapplization or sppraval n? & Perioipating Area skallinchics Exhiblts €, B, C. and G,
Exhigil F ' alse raguiren if the Unit Aea nel.dee Mol 2ofil Shize Leasws, 7 aporaved by a2
Commigxione. the arca cescribed i kxhibit & and depicted in Fxhihif D shall be s Maricipating Area. and
Iy allacaton af Medfizipating Area Exsenzes and Lnik Capenses desenisd In Exhibits E and F shall ke
2ffective on the slfeclive dale of (e Pal lopaliy Arca.

93, Aszparate Parlcipailrg Area shall by established for 2zch Rasewveir in the Unir Ama, If
anc Reservelr uncerlies anot-er Resarvoir in whele or [ part seoarete Participaly Arsas muy o
created far =Ach Resaenvair  Any ta0 of more Resemors o Parlizipaling Areas may be combined infc one
Farticipadng Area if approves oy e Cemnt sslene-.

24, ALl Urit Qpuaulx's ¢ eulivn o # so direatan by the Crmmissinng, the Lnit Oparator
shal 2pply kv 2xpand or cottct tha Participating Ao f 2xpansion or contaction Is warnanted by
gealnginal, gzophwaical, or enginesring data. Eoul applicaticn for 2xpansicn ar contraztion ska) irclica
Exhiniss G, U, &, and G. Exhlzll F 1y alswe equired i* <he Un't Aran includes Net Proiit Shore Leasss  1ia
applizsfior must a2 aubmided o the Commissione: fon apurova. 3uluie avy directed cxpansion o
cantractior of e Harticlpating Avea, the Comrissicear will give the Urit Operstor 1szsonable notice and
zn apportunity "o ba hear:d

B.8.  The Cammissicz- 1 astailish tha afecave date of e I7lllal Palicipalng Arse, That
efiecive dafz shall bs no later than the date of the liret Suatal-ed Uni- Prodictan. The Comisgionzr vl
e3:agllsh ke olloulive dzte 5f eack lalac Particlpasing Area,

98.  Land “n 3 Parlicpaling Acea shall remain in that Poriciseing Avea cven i i3 Unilzad
Suastarces zre cepleed,
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7. IF the Woking Interest Cwnems camol agres on e fin, reascrable amd syuiksala
&llareton of prsclushion o7 costs, the Lomrilssionw slell pressribs an allecatizn,

98, A Unitized Substares praaJced from ong Parlspsling Area ©Oitgnaling alivipating
Ares™ muy bu ueod as an Culsids PA Substanca {‘njexted Subsksnes'l for raprssuriog, rarynlirg,
sipizge ar sahanoad reavary au-pases in santher Participat ng Arca [ IKacoving “asliclpal ng Araa™) enly
7 the State iv poid 1oyaly ow i Ie Unilieed Substance was savad, ramoved, ar sold hy tha War<ing
el Coners, excepl as fallows,

987, Il Ibe Gomm.egions uensenls i the sransfer of Unitized Substences batwean
Frivipating Asas winit imn-aciebs payment of royalliss the Unll Opsralor s:sil previde
rMonthy reports to the Slate af 1a transfarad Unitized Substanoe volun-as in both ire
vriginating a1d rzcaiving Pardizipating Aras as spacfiac in 1 AAC N2, Ihass monhty
reports snal ~sfleot the valumes of any Unitzed Substanee tans'oirag and the Sfisa tharmal
unite {BLUs") In a2y g gee Uritzad Substance sransferraa 23 an Qubside PA Substianzs
during the praceding ricnth.

JE2 If the Ta—missianar consents ic the fransier of Jnliized Subsiances seweu
Paricipatng A-eas withawt imnediata caymont ol royallies. e royallies skl ba i vker
iz e Subsfanoos wa prodecod and sokd Smm tha Recalvirg Parfisipating Ama. The
f.rst natural gas Unifized Substancas pdiced and sold froir o Roscving et pating Aces
ghall bs consicered Lo be the Izjecled Suastancas Lol 3 volums of ratural gas contrinng
Slue oyl e Blus cunteined in the Injected Subamness In neaducen and gold from the
Raceiving Parfic’naling Area All the Unlleod Sobslassoy poduced wrd sold ram a
Racciving Paticlpaing Aca Wal are vursierse to ke the Injecisd Subemnge ghell o
allczated to the Orginating Pa+tripating Area.  Tha Working 'rarast Cwitas shall pay L
State rayaliies ar Injectes Substances praduced nd sold om 3 Raceiving Paricipstirg Area
u if those Injoctzd Subsiances wes prareeae 8nd sold fron the Origingtig Paitizipating
Arza when they were prod.asea Tom tha Kesalving Parlicaating Ata.

EL. Al liguld hycrosahons removas in aty equwhresl ur faciily 1 Alus<a fom produzsd
Injeczed Substances and nat uzed for fuel shall be ellaceled o lhe Raceiving Participatirg Area. If liquiidf
hyarezaraans 3:a rsmaved hom e naiura. ges, hig 3t gartant of the nolural 265 shell be muasuad
ater liquid kydmonthons are iemaovrd,

8.0, The Cam-yisslonzr must aoprova the deomed recovory -ate and comimecement date far
eovey befors aty Oulaide Sunslance is iueied within tha Unt Ares.

11, After qgiving wrilex nofce ¢ the Unit Operstar 21 27 opacrunity ta o3 “ward e
Cammigsloaer wilt, i~ his ur hen disuialiva, 1aguive the Unit Operatsr to media Fom time to 1Ma e rate at
piozaeztiag 27d develrnmant A ‘ha quertty aad rate of prod suton from & Paitizipating Arzz.

812, lndergraurd sinwge shall ba novered by asparata agreement With *hy Gu-nnisshne,

ARTICLE 10: OFFSET WELLS

111 Tha Unt Operstar shall 0rf] such wells us & reszonuble ard p-uceqt apersor wauld dril
te praract the Stote from (085 5y reazoh af arsinage rasuling f-om praducton on other land, Alhuoui
lInilthig the generality of fra foegoing sartencs, if oif ar gas I8 prudluce:d 11 4 well uit uller (rd no: yned
by the State or on which the State racaivos a lewar mie o7 rayal'y thar urder any | e3se in e Uai- Aea,
a7d Mt sk is within 32€ feet in tha caza af an ail vell or 1,63C foctn the case ot & gas vl ¢* lancs e
sudjest ie his Agreement. wnd <hat well produces oil or gas for 3 neriad =7 30 conesa.tive claya in
Ju8Rlikgs \hal ‘aould apoear to a reasonable znd prucent oporater o LG suftcient fo ietovar widinary
zoem of diling, comp eting, and aroducing an suditicnal well i the same Jeclaginal stuzlurs at 21 offest
lacaver Wil a razsunabla pooii e thy cpeoaloe, and i, siter notice 1 te UnitDscor and a1 OpporL nity
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re e neand, tho Commiza.orer finds that production o U wal 15 draining lards then subjent to this
Megreement, ta2 Unit Opsratzr shall withn 30 deys ailer wiitien dsmand by e Cammissicrer beghy I
gord faith and diligently proscesta drlling aparations for g0 offsel well on he Uil Aea. |- fiow of driling
&y well rwyuiled by this pa-agraah, the Werking Interoet Owneis rmust compenseta tha State ™ Al 2azh
month for the e3timated [0ss of ravally hiuugh drainage in the amo.ant deseniined By the S ssonar.

ARTICLE 1{: ALLOGATION OF PRODUCTION

i1 Preduciian and ansts wil be allccatae avaning lo 11 AAC 03.371 and any successar
tey.letior.  The Unit Operster shal subitit a proposer! alooaton pan, with supsoring dua, lo e
Crmmissicre: for appioval. The Comnissions will, n Pls o roc discefon. mvise the prapared
allocatiwn plan if 1o does net equitaby afsuele poduction and onsls fmm die Reservall.  The
Camm'ssiaisr wil gws the Unil Opwialor and Working 'mierast Owners reasonsbly nulee srd an
opavitunity to o hastd aetors revising the Unit Operalsr s proposal. Tha allosaticn alzn mis® be revised
vitenesar 3 Padivipairg Ama 19 9)snded ur contragted.  Within thirty days a'tee appreval by the
Commissonet ul uny divimon of irtarasr nr 3.0ceton lomeuls satsb shing or rzvising the Unit Trao
Participallun of any Un't T-acr ar Unft Tricks in a Parlcpalng Arse, {7e Uni! Operstor 3nell submit rovsad
Exhizits C aml F to e Comnuasiunen  ihe Unit Operator may sudmit a revisse Exhibil 7 snyima but
A~y revisore -9 Exlibil F aie nat eifeclive until appraved by t1s Cermissioner.

172 “ho Werking Intenesl Gwners shall pay myasdes far eaet Urit Trast in graparion fe 22ch
Working Irlerest Cwner's awnership in tat Unit Tract. The amount of Unitizad Sunstances arocetod 1o
gyoh Urit T-acr shzll be deemad ta Fave béan producad stom that Unil Tract,

113 The Worling Inferssl Chwners may alovale Unitieed Substzaces, Prrivipating Area
Expunes. and Unit Expansza differently then dostibed In Exhigits G, E ard T Howover. that alscation
shall nal be eTective [4r dulsinini-g reyally ar rat profit shara payments. Tae Unit Opesatcr shall suheeit
Ary aticcaton which is diferant fhan tha siacsiars required in Bxkibt S, E or F ¢ the Commiss ongr
urdar 11 AAC 33 57" (al for the Slate’s infurmazlion within ten deys of iis efectve daly with 1 statamant
explzining the rags00 or We dilTanent allocesion.

1.4 Royalles siaill nol 22 due or peyable io the Stata tar the potar of Unitizzd Substances
unavedably lost or used in frz Unit Amea for davalipment and productiny in arsrrdarcs Wit piLden.
Irdusliy peactices. Gas thatis ared for avy ‘sason othar than sa‘ely puspusus os allowod by the AQGOE
Rhall not 13 ceenied (o oz unzvoidadly lost, and the Wiorking in‘erest Owners sFalt pay royakies far such
flaredt gas s If it hed 9sen producen. This axemption does not apoly to Unlllzag Silbskuzas that pre
sald, fraced or ssslymed, kicluaing sales, mansactons, o esegrmenls amorg the Woking Inarost
wnnrs

15 it a Skela Lazs2 aemmvited to s Agicement pravides fro & discovey royally rate
réduction far the fret airravery of oll or gas. that Lease prvision shall nt apoly o 2 well spuddad sher
the Effective Date.

ARTIGLE 12: LEASES, RENTALS AND ROYALTY PAYMENTS

124, T Working Intasst Queers must pay mealals and rava™y paymenis <ua under Se
Leases, Payrants to ihe Stabe chall Do mads ir sscardares vith the asplizasia State regailafions, 11
AAC 4 ane 11 ANG 83.110.

*22.  Lach month. the Unit Operator shal® furish a schedula to t1e Commissicher.  Tha!
Sehaeu.y ena. specify, for the praviong mant: *j the o’ gmaun: of Untzed Subslancas aroducad: 7

tiz amonrt o Unlllzed Subslances used for dsvelzpment ane prudeclion or Lnavaidaily ass; 3] tho 19%]
amaoun; of Unilzed S-bsianozs sifocated to coch Unit Trast 4) e srsun: of Uniliosd 50 astsnoes
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a aczed to eack Linii Tract and deliversa in kind us ioyalty to the State; =nd 5} tha amannk nf Unitized
Bubs-rnees allozatec (oeach Unit 1ack 1 wich ~oyalty Is «c ba 1 has baen paid Iz the State,

123.  Eack Warking infergst Cwnor shall pay its sise of myekies ta the Siale na Lnidzeo
Sunataress as auvdud in tha Loase, oxsapt ' leased ams” 5-all rean Urlt Avea.

124 Mowihsknding iy conbiany Leasa eem rayelfias 20 the slate of Unitzed § bsiencay
atmoutaro 1o iwvallse and any payment due must be 0aid froe ard cbér of all _easa exparsas, Lini
bxpensea snd Marinipating Area Expenses. These excluded axperses "clicde, but &z ot linted o,
searratirg cleaning, delwdiglicn, Sallwa’sl ramoval, pracessing, tomaorassion, ourp g, Mantfzciu-ing
wuss,  lnes2 exzhided evpRnses 890 incllde lw costs of gatharig ang peparing the Lan.tized
Substences for ranspotation off *ha et A%ea and Fansoerstion cezts ‘neuved within ke U-il Aca. Bo
lier for ory =xpenacs shal attach to royaly litizeo Subs@nces. Towe toyally shace saall bear a
Jupaitivnete pett of any gas shrinkage hat eecire dudrg gas pracessng ard bleding,

t2.5.  Notwiirstandira eny ooniary Leass lenm ar provisionin 11 AAC B3.228—17 AAD 83,209,
&l rayaliy ceductions for manspetalion, Ireluding msrine, tuck, and pipaling transparatan, fram Uia Uil
Argz to taz poirt of sala ars limited ta the actual @ne reczonubly cusls mouricd by the Warking Irtems:
Owners. Thase trenspanation 2nats must be dolanaid by feking info secaunt =i tax kanadim soplenly o
13 {9g traneacrtative,

176. The Urit Cpaolor stil give the Commissinne: patice of {ve anlle palse Jale fo-
onmmeRcemont of vioduelivn al 'sast six mantha before the cermoncomant of Sustainac Unit Productiar
lFum a Partcpafng Ama T2 Commissloner niy fea Unltizae Suastarazs in-kind in asserdance with
“he falizerng Tre Comrissionss will glea tha Unit Oparater 90 doys wrtten notce of tho 5%etes iitisl
election W lake Urbzed Subsimoazs in-kind,  Afer takuny has uclually commenced. the Commissiarar
nay Increage rr decrease the oriauwnt of Unitizad Suastarces taken ir-kind by ot Torg than 10 parcent,
i3~ &G ays wrillen notice fo the Opemtar; and gragler than 10 percunl, uuon 80 days wilien nofice ta
Iho Oparala-,

12.6.1. Tas Cormmissionar Wi, 11 bis or har dissretion, elect ta spaniy the Unit Traes
fram which rayally Uniized Subslaiess zkar 3 kind a2 ta ke albcated,

1282 The Urlt Dporator shall deliver tha Steee's raysiy Uritized Substances at the
cuslady lizns'sr matar at 5 gammon camier plpeling capabls of senylng those substansas, ar
al any ather pace muwually agnecabo olzow. The Swafe vl in #3 diserstion, designate ary
Inglividus,, firm ¢ Gugparalivn Lo accapt deltmy

176.3. Rayaly Interest Unitizoe Substances de'hvered in konc 210l b3 dellvwed 1 guod
ard mewhanlale vuadiion and be of pipeling qualty. Ihaes substasnss shall b frez ard
clmr of all lkase expengas, Unl Expunwss, =nd Paricipating Area Fxpansas, anc freo ol any
ran for these exsiudae Expansas. Thase exsluded expenses inuludo, out are nat imitad o,
crpenses for separating, alsamng, dzhydralion, sallwaler reraval araassing, samprassicn.
pumping, manufaciusing, and the eos’s of gahering and preparing Uie Uniized Substances
‘1 bansportation off faz Unit A and francporkalivn susts within £12 Unit Ares. If a Wareng
Interest Qvaner processes Lhe Umizod Substances b ssparate, extract of remuove livulds fram
a Workiny listest Cuner's shane of neterel gae Unitzed Subslancas, the State msy requive
tizt & Wor<ing Interast Ownar also pmocess the Shale's share of neturel gas Unllzed
SUbstarcos belay feksr 1 kind in the seme Manrer wihaut cost b the State. Undar thesa
cimLmetaross 1 Stets, oF I buyer. shal only pay acy tanifed harsporation cozts and
shrinkage cf tha veltine ol ¢&s resalking f-om orocessing.

t244. Farh Workiag interost Dwner skall Sumish starage 1107 2ear e Unid Arca tor the
Blale's shere cf Unifzad Subatarces 1o the sama axtert thal the Warking Inierest Guer
Frovides storage for s cwn sharo ar Unitized Subsignces,

L. e jursheser o the Slale 3 ruyaily Liniized Bukstannes dpas not lake ce vary of Unllized
Substanes, e State will. in iy diseielioe €zcr, wihaut oenally. t9 Lndelli! for uv o sx monihs, The
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Slate will, in == discret on. unceriit ali er a porion of these substances, The Slale's 1ight o Jndorlit iz
firaited t thw parlun of those substanzss that the puchaser dil nol ke delivery of pr what Is necassany
to mesl &1 emergency goaditon, The Sisto ezl give the Uinf Operator wiittan notise tiry days Lufoe
the ficst dey o the vonlh B which e urdeditied royalty Unifizod Substances aro 1 be ravevared. Taz
Eate will I ks discrefion. 2couzr st a daily rate nol oxconding 26 parcent (25%) of its share 9° daly
produgtian, unless otherwise agread.

12.8.  Tha Urtt Oparato- shall mainti- ‘ecoids, snd s gl kesd and have i1 5 possossios
books ard racoms induu ng sxpanss -gende, of sl axparaton, develoaner:, production, and dispositinr
of 8l Unillesd Babstances and Qubside Substancss, kach Wuiking |nterest Owner shall meintsin -econde
&t t-a dlspoaition of 1a paron of the Unilzed Buastareas and Qulside Bubstances Including sz es prices,
v mes, and puiclaseas.  The Urlt Operstor ane e Watdng Intarsst Ownes shall pemit tre
Commz onier k1 mxaming {iese books and ivuuds at all ressonaba <imas. Lipon -ecuesl Ly 12
Cemmissionar, she Unit Gparalor and Era Working Inerest Qwniere chal maka the acaks znd rere-ds
avallabie i e Commissianar &° tha Crmvissloners ofTuw designuted by ins Commissionsr. They may
Provide theze benks and records in @ multaly sqrasabe slactronis ‘oima: Thess dooks and oo ds af
Axpargton developmenl. produstion, and cispasiton sl unploy methods and techriques izt wil
cnsum e most scourele figues reasorably avallaste. The Urtt Qperetor and the Workdng Irilurest
Ownars shall usa and conslstunlly apply ganerally zezsped sccounting prosadurse.

126, IFrlessa soruntied to Wie Ayneamend speeifizs ta sroun; of reat due, thal Lease fs
amanrded w0 recu ‘e tha! fantas eue ba caloulsird vrder AS. SIL05.18DiR), 35 emencad. If & lgase
comrniklad to ikis Agraement riuirEs NEYIMENT 21 mininam -ayaly, i-at Lesze in amendad to delade tha:
Tinimem raysfy cbRbon. - rontal dua under State lay, a5 emenled, mwsl be paid In ley o
minfmu M ayally.

1210, All nigale and ohigzfivng relating to the State’s net sroflt sharz v ke desemined in
govicanza with 17 AAC #3200 - 11 AAC 63.285. us enended, nohwithstending ary contary Leass larm.
The Statz may avdic the net profl $hare iepors of ssyments dus fer any Leaga wWithin lan yeam rf the
yesi of pruduction of Unilized Subs*ances in Paylirg Quanliies. The parod af limirations for s Siato <g
Hig & ‘awku ralating ta ar Audit of o net praft ehara raport or payment shall b bres veurs longsr than taa
Audi; parad. The b‘.’uzhing ‘nterest Cwners halding ‘ntesesta In nol pralié share Lesses shall mzingin 442
"eCOMCS ralevant (o datermiration of net profit shate un'il the audit neriod has expirzo.

ARTICLE 13: UNIT EXPANSION AND CONTRACTION

13.1.  The Lot Operacer. ot ity own siacion may, or a3 e dirgcLar of the Cuinrussicmer shai,
apaly in pand the Unil Acca ‘o include azy pdditions larde delsrmined Lo aver'e a Resernveir that 5 gt
aast patally within ke Unlt Area, or 3 include any addificnal lands thas facilitate aoduslan, Tha
Gommissicre~wi' qive the Unlt Opuralo reasenable noice a-0 an apperlunily !6 Lo heard bafore any
directad gxpansion ef the Unit Area, The Uniz Opurator shall natify the Wordag Interast Owrers of any
exozrtsicn prapnsad by the Lnit Operatar o any thisd pay =1 prapased or direcied sy U Cornmissioner,
Anyunlt expansicn shall fot ba effectiva il apsroved by the Gomim issioaar.

*32,  Tar yoars arter Sustainad Lnit Praduction begins, the Unié Arca must be cantractad to
inclade only thusa lands then indudan in an apprevsd Partizipating Ase, lends Included In an Aaprovad
Unit 2lsn of Exploration or Developmert and Jands trat faclila®e pracucticn including the immacaiagly
rdjacent lgnde necessary for sesandary or terflary recovary, prassue maintengnce, reli-iection, v cynling
vporafions  Tha ComTisaloner may, allm considering the provisions 9* 1° AAT 83,333, celsy confraction
cf the Unit Aea il Ue vircunstances of a paricwiar urit wartant, If 3 potian nf =1 2ese ronTacs oul of
U il t1at porion will be severed ard bealed zs a ssparate and distinct .casa, which mey be
mainiained thoreatier erly in aosardence wilh 116 18ls and carditiane of tha crighal lagse, The Working
Interssl Duress wriva the provisions 9f 11 ARG 82.2537h] wh'eh aratent the Lease from severanss when
# porticr @° 3 lenaa is sontractad aut of <ha Unit Area
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135 Not encner ta~ 10 years ake* t effeclive date of thiz Agreement. the Comm ssizrar
ntay Sorkaul the Unit Aea o include anly tat -and sovered by an Agpravad Unil Plan s* Expleratic ar
Developmen:, or tha: area unoerlsin 2y ona or nra‘a all o° gas reserinis ar one of Tor: [atertal
hydeearixan acclinb il ony aad lumils Lwd facl ata preduction [fo porton o7 & Loase contrac's oul of G
Linit Arsz that porfon will o= saveed and Teew:d us u soparcla and disting: lazse. wiizh mav ba
mzintalned the ealter orly In accorcance with Uie terms &nc conditinng of tha adiging! lease, 12 Working
Irtarost Gu/nate waiva tha pravisints of 17 AAG 83.55614) wlch pratosl the Lease tam severance when
# porlian of a Leass Is crntmcted oud of tie Unit Az, Befure any oartaciion of the Lnit Area unrer tris
Arifcha 13 3, tirr Corrrissioner wi. give tha Unit Operace-, the Wardng Interest Cwners, ard Dig Joyaliy
INBrest Owners of t12 Leases ar potinas 271 a0ges boing exe’aded easonzble notice ard an cpparunity
bz ba heanl,

134, The Comissioney wi {46 L Unil Operator reasaraale notizs and &n opanrtJmiy Lo oe
heard bafora any cirocted Sonbraclion of L Uni Ares. The Unit Operdtor sha. notify the Worang nte-est
Qwenens o ary predosed, direatad, ar eppmved contraclion of fha Uril Asa. Any unit sontreetian shal aot
ue eifaciva urg) appraved by the Commigsiones.

13.5.  Th2 Uniz Area may be contracted yMh the Camisainaer's appraval and 3+ afirmative
voba oF the \Warking Interee! Cviey,

138, Withii diinty deye afier apoloval oy lhe Cammissioiar of any exprns on or copsracken of
the Uniz Aqca. the Unit Operator shall subm revised Exhib bz & und B L tha Curimissizne-,

ARTIGLE '4: UNIT EFFECTIVE DATE, TERM AND TERMINATION

721 This Agreementis oTective as of §2:04 &, un he duy aflor ‘ha Commissioner aopnves
Il. Al lcast one copy of this Agreement shall b (fed sith tha Depardment of Natiral Rescumng,
Ancharage, Alaska anc onc copy shall ko fitad wilk -hs AQGECS. Tris Agresmart 12 bindicg spon each
pary who slyns a1y caumernan,

142, Subject b 11z erms and condifians af the Aparcvod U 31, s Agraenent tanr ingtea
tva yaars fram the Eifactive Daie unlese:

14.2.1 A it well i~ the Unit Anea has been sartified as caosble af pmduaing Unitized
Rubsianeas in Baying Wusniltics; or

1422 The: unit t2nm 5 cxtendad with she eppeaval 97 tie Cormissionss, A welunsiar
Fhall not cxcued five yaans.

143 IF the Commissluner uicers ar appraves a suspensior of produclion of whar Unit
Operatlons, this Agreament shall coniinue 'nfarce duiiny the autharzad suspansfan,

‘44 Nesaing In s Arica halds In sbayance Ui cbligations to 33y rzrials, moyallizs, or nther
Lteduston ar pror bassn poyments to e Staw o aparstians ar podushian in any part of the Unk
Aea, Any seasunal ralnclion en oparalic~s o- pracuction or ather conditon reyuiad Iz the Lease is rar
4 sLspony on o cpamtons or producion raquine: by 12w or force majeu2

14.6.  This Agreament may be larminated by a4 aifimmalive vate of ha Woking Irterest Qwrars
and the Camrissionars approvil.
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ARTICLE 15: EFFECT OF CONTRACTION AND TERMINATION

151 Ifnl ease o porton of a Lease Is centracted cut of tha Unit Ares urder iis Agreemarl,
then [t will be nsintuined unly in eccomtanas vih State lew and t1e Legaa,

122, Cadi Luses commnitied fo i1is Agresmens on the day tat this Agree=onl tenminates shall
remalin in toroa f30 an extension periaa 97 ningty cays, ur any lunyer perod which may ba =paravac ay ‘ha
Crrmissianer  Aiter [l exenslon perud axpiies, ha Leasa will 1z mainfaired anke in arcordnisg witn
S:me law and Iho Lagsa.

6.9, Upon he oxpratied or azdier lemmination of the up't. fi+e Unit Cpefator will be diccicd in
yrlny oy e Commissianer znd will 1ave the rignt al 1y e Wl & puiivd o° ons yasr aler the
teminaian. or any xi2nsion 4f et peivd s may be g-artad by he Commisshnar. o remove fone e
Unit frca all imachinery, equipmerl. fools, and maie-iala  Upnn the expivaton o° trat ponod of extension
ol hat parian and af she opion of te Comnyssioner. iy inachinery, eqdipment teals, ard meterals thas
the Lniz Oogralor nag aet tomovae e e Unit Area become the praperty of the Stato ar way ka
renieved by the Sizfe al the Wordng Irtarest Oumers exuunse. Al e cplion of tE Staie, 20
improvamams such 28 Taris, aoos, and wels must sitter oe akardaned snd $ie gifes relabirmatac oy e
Linit Opsrator lo the suisfestion of he Staz, or 5z & intact and te Unit Operaor ansc s ol afl fu-ther
“caponsitilily es o their maintenaee. repair and eventual agaadanmant and rahab fatizn. Suhjet ic the
ahova conditiong, 118 Ualt Opwielor shall deliver up the Unit Area in gand ceaitier,

ARTICLE 16: GGUNTERPARTS

€1, The slgnlrg af courden veals of this Agrapmen sha  have the same effecl 38 I all vurloy

orl sigited a sligls orginal of this Agraement,  \Wfithin th.rty days aftor appraval by tha Commizainnar of

any cance af the Woskirg Interast cwnershlp o” Oll and Gas Righrs i1 any Un't Traet $z Lint Qperacer
snall subrmit a revsod Zxhible A and G Yo fie Commissanar,

ARTICLE 17; LAWE AMD REGULATIONS

WA This Agresrienl s satisc fa gl sppilcable Stats and ledoral statutas and reculatines -y
cifzct of the Effertie Nate of tls Agraement, and lnyofar as is canstiluf araly permizzihe, o all storuos
anc’ reguldons paced ln olloct atier the Effective Dale of tha Agreemenl A weleence lo a stztuts o
regulztion: In this Agreemant inciudes any change In 1val slalwe or cegulation wheinzr by amendment,
repesl gind -gplacement, or oiner mears. 1his Agrsament dres mot limit £1e acwer of the State of Aaska
¢ the: Unllue Stetes of Ansrisa to eaastand enforce kaglstalion o lo giuewlyals end enfarce ragulat ans
affecing, diecly or direstly. e avivilies of (he pariies I this Agreamant o she velug of ntarests ol
nder the Agresmenit. In sese of confiicling arovislns, siatitee and reguiatong le<e piesedenoe ovar
t1is Adraarmant

ARTICLE 18: APPEARANCES AND NOTICES

181, Ii he Slate g ves the Unil Oporator s nctisa ar ondsr relating bo this Agreemen’. 1 shul bo
deemed gvan to all \Warking Inferzsi Owners and all persons whese ntgsst m the Ln: Area darived fom
a Wardng Infereal  All woboes recued by ths Acresmant stall he given in veiting and dellvared
ARG, oF By Unitso S'alus mall or by faceimie maching 19 ke Unit Oparator at iFe address or
lassinile mambar lisked balow. Al natices actally rezzived will also e deswed proasrly given. 1he Un
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Dperator will csnge &S notice address by gving Lily daye writton noliza t2 tha Stas and tha aths-
Warkirg Interest Ovmer2. he Sy w | change il 1ciice addsss by givicg thity days wrtten noteo o
the Unit Ope-a‘er.

Adtress of the Unit Operator:

Fax
Address of the State:

Commissioner, Depucl nent uf Maura’ Raraurcas
550 Wit Sevanth Avenus, Sdite 1400
Anchorace Aaska 59501 3554

Fex: (907) 235-8514

with & capy

Girantar, Dyizion of Ol and Gas

580 Wesl Suvwrl Avenue, Suilc 006
Anshorege, Alasls 98501-3560

Fax {207} 2698038

ARTIGLE 18: JOINDER

124, The Comnvastone will, in -t ar her cisamdon, order o, Uj0n request, appiovy a joincer
to this Agroammat urdes the sepansian orovisions of Ardelo 13, Taa Unit Opermtar shall suhmit a ~squzst
lov jainder with r slgec ceurterpart of thls Ayrearnant and = notine of nmposed expansior uador Ailicle
15, A jolnder 15 s.boct to the raguirements of the Urll Quoiwirg Agrocmond.  However, iz
Co-suniszioner will, in his - har d scretion, modify any provision ir. a Unif Cperafing Agresmant waich ho
Corrmissloner Airds cezriminates agalnet paries whe -equest [cindar. The Cunuuissioner shall giva
1odes &l an opporfunity te b2 heand to fhe Unit Opeislor bafore mediing tie Unic Operating
Agrzement,

ARTICLE 20: DEFAULT

20.1  The Comvrissionar ‘aill, in his 2 her discretion, derermine hat failure af 1y Usit Oparztor
ar the Woring Inlarast Owrars to cowply with any of 1ho tnrs of Wis Agrseren, includng any Approves)
Ak F]'lan, is @ defaul: urder s Agegement,  Tha faiam to comply besauss of feree majeure s not a
cefaull

202 1ha Commissiuner will give nofica te the Unit Oparatoer and e Wearking nierass Owners
el lhw default The ratre il dessibe fe cefaw” and include 2 demand tm cues tas defau - by a coalr
date. The cura 267ioo shall bo at lesl L2hily days o g failure to pay ren'n s or rovaltes and rinsty days
for sniy ather dataulk,

203 I thera 5 10 we' oIl ge czpzale of pmdicing Unifizod Substarsas it Paying
Quantitizs and a datault is nat crad by fae dafe irdicsled ir the demand, i1 Commissinear will, in e or
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18- discrafian lemvinate thiaz Aglosowe ster geéng the Lnit Operator nollce and an uppotturty o be
agAn. Tie Commissioner wil g've netiza, by mall, of the tenminalon, which is effective Jgon maliing the
nauco,

224 I* there is = wall capable of producly Unizes Bubstances 'n Payng D.aartt2s and
upe-aions 1o rure the defcult 2rc rot sovplelud by 2 date indizated in the carrard. 5va Tommisianar
will te'm 2 Une Ag-eement by judicial paaceadings.

0 This Ariele’s wwmedies 25 in addition to any other adniaisliclve aor udizial remedy
provided fof oy Leasz, his Aareamet, oriceral or State 1w,

IN VI NESE OF THE FOREGOING, the parties have cxacuted shis Un* Agrzemen’ or 118 dales
supadle thelr respentivs signrnres,

Norh Almandsr Uni! Amesimens: Page 16
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WORKING INTEREST O'"WNERS

E}M £, DAy S onu1D Dulcs /4;:'/;?//10/,
= Fr‘a“;, Q;m,, T SR
S IR LY Vit .cf

iCompany Nemea, signatc y's orviednays |C-l

TIEUNT=N RTATS CF AWERICA
§
STATE OF TEXAR :

/1
Tz 2291 hhrs Wizl on Dagembar /‘ 2036, palcrz ma. A rolry pLAUE,~ and for iha Slaie o I‘e 25, dus
racinigeoned st swner, opjeonally am_uawm.ﬁ”gn 5 s, Besioyy  Lrvutay AyehEntr
5 e o be the person deseried in, and who axecuted Uiz fo'eqgz rg agreamant wha mm e h=|nr:
thuly gwen decoring W lave, acknceeéyed 0 mz unde” gatn et k2 3xecuisn 5amy - wel E0d valunte
or ke 1530 nrd pusoosee thersin mantianzd

MITNESS my haed anc afiicral seal Ihe day and year m :.m. ?n figaia irst -hc-.a gn

oo | ""IE % Y / / Az :zé/ £

AT uonsr e
POGEEE Gy CHNIEEEY ER0 RS
fmanber 7,003

“INOTARY PUSLEE T i fl'[ S0 o7 Taxas
iy Commzsic Expiras, /5 4 ;;é{ #]

By Dl

wamoany Marte, signglony’s painked aummi ane ey

THF INITZ0 ETATS OF ANERICS )

5
STAGI O TEXAS ,
Thiz =x%fiex thnl a1 Decambor . 2C06. 2efore g, u nolary public in and fcr e Slate 2f Taxas, ULly
2o 4siarec a-d swom, rer=o1alg appearad Iiidwn

owme 1 s the persan dascribad . and vie sxec. 19g e farmgoirg sgeemanl. w3 then aitar 02!y
duly gaaT acceicing b law, ackezrindgon o me ande: valn thzt e execule: sarve Sealy and voiurlany
or ihe abde 24d purpases sherir menlioned.

WITNEES my hond ond afficial aegl the day and yoe m lhis certeass first asuve wiiilier:

NOTARY PUDLIZ n aqd far 310 8ials o° Texes
e Coiri 5sicsl Ep s,

Slnrh Slavaadar i leit Larannrant T 1T
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STATE OF ALASRY /& tas 1
)

e ey

az‘_tj" R . 2B
Tola canttios that un Mavomber 2, zugfbamm a iotary public, I and for tha smuff;fh"%fm
commisainngd ard ewom, pe=cnally sipeacy @FL“?‘ e %& . knoem to mo W 5 UR
poroon deocribed n, ond who exeratnd tha Fmpoing ageeomeht, who lan afer beng duly swom
aeconding o krw, acknovitdied b mt Under oall that ho cisculed sarne feely and yolumanyy for the
wsen and pirpoges thersin menfloned.

WITKESS my hand end ofitelat szl e dey and year inthis w@cmﬂ firatn
s 'l

by no -
- N { AT Eg/g% 2%
NOTARY PUBLIG it ;v lor: s I FEVES
i : i g
ol LI My Commieslon Expirca; a:? zmz %7,
Noeder?, 100 E

By Date;

{Gampany Nanm, signalory's printed name ant e}

STATE OF ALATKA i 5
}
THIRD JUDICIAL DISTRICT H
“this ¢artities that on Mavambes ___, 2007 hafore me, a notary pubilo In amd Sor the Stain of Alncka, duly
eutniiglomed and swam, perboially appegml , known 0 1w |2 ba the

pergon Ceserbred 1% and who eXstubed (he foreguing Affraersant wihio than afiar bong duly swom
agording to isw, dckmowedged in we under oeth What ha executed sama frecly Snd valuntany cf e
136 phi pwpoess (harsin menlialed,

WTNESS my hand wd offsial sank (he dxy and year < ths cortficate fat abova wiitan,

NOTARY PUBLLE I cnd Tur Alnaka
My Commuaskan Expres
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Attachment 5: Modifications to State Model form in North
Alexander Unit Agreement
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Amendments o dle Slude Qnly Misde! Form, dated December 2005

NOVE: Text et is wnideriived indicates whore foxi hos deen added wrd iexs e hes the
sirineilrongh linet indicades where text vy been deletao)

ARTICLE O PARCUICIPATING AllEAS
9.1 Amend fhie fast senteuce to regd:

The Unit Qperutor shuil nolifv (he Cemmissioner betore the af commencemei of Snstzined Uzt
Iroguction withie-l0-days-alsr sommensemant fom cach Pacticlpating Area.

9.8.1 omesnd tho flrst sevtoncy fo road.

[I't3e Commissioner consarxs w the transZz ol Lnitized Subslinees between Particloating Avens
witliul el ate puyment of voynliics, the Unit Oparator shall pr:widn i Aly epans 1 the
State of the truslerred Unitized Subsimee voluryes fn beth the ariainmting wid neoiving
Pazleipating Aveas a3 spevified in 11 AAC 04.

ARTICLE | 1; ALLOCATION OF I'RODUCTTON
111 Amend the fourds seivanra fo veaif:

The Cownissivmer will wive the 1ind Operacor and Worsing Totseast Owiers renssruble nafice
andd au opporiuity tu I heard hefore <wvisimg fhe Uric Opecatot™s proposal.

ARTICLZ 12; LBASLES, RENTALS ARND ROYALTY PAYMENTS
121 Amend ariicis ra vead:

1he Working Inleresl Owmerg ghall pay remls and sivuly puyenls shie ander the Lezses.
Psvacits to the Blake inasl be made ir aceordance with the applicable Stuke regulutivng, 11 AAC
N1 and 11 AAC 83.110. Frw-pepsunk-sag-be made o-amecepositon—dorizmated-Dy-tae
Stabe-vrith-nt lenst sixty deys-notieatohe-Leit-Opertor and the Werking Intersst-Owaess

12.4 Ameried thivd sersence 1o read:

These eveluded cxpenses also nclpde e casty of pathoring znd preparing he Ulilived
Substiziees lor imrbpcllnhm. off Iic Uu.lt :hea and ;—dlha:ﬁ.——mz# mma"mmu:m costs Incwred

wichin the Unil Aren. i=essudbelbe-ha : =N CRsT e
pizeline-

L2.5 Amevel artive o read-

North Aleaander Cnit Fiadings nnd Decision Prge 1
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Notwithstanding wry conlary Tunse lenn o prowst:m in 11 AACR228 11 AAC 83.229, all
royalty dedustions for anspartuting, inchiding matine, ek, and pipelize fansiorlation, Fam
1Ze 1Tt Aren do fhe poine of sale ae lizited ta the setual and regsonadle costs incuned by e
Workiry Inlerest Qwners, These mansposation: costs musl he ilermined by waking fnto aceomr
all taxt breelity appleable 1o the iransportation.

V2.6 Apered articia jo reads

The Theit Operater shall glve the Commissivner muice of the aoticipated dete for comnmencement
of production al “exsl six months before the conauencament ol Susisined Unit Produston fion: a
Pamicipat.ng A The Commissionir mav take Unitized Substances in-hinil in azeordance with
ﬂte I'n]Il}wmn' %.»tlu—r—!{—.aeh—d&ﬁ—rl—m:%nf that nodca; Tihe Cowmissiomer wili yive e

aters Undt Operetor 90 deys wrirten nevice of ivs the State's huitial eleviony
v mlw: Umlwg;_ Shlbsrmm in kind nil nape~cspevifiadperaartarz-67 A opeciiied quantin-oliy
rovalelos-iuas: Aarees-produced- fiouhe-Posticipuling-Are.  Afler takine hog
aeally munenwi 1 e Cwnmh.-nm-.r wilk-in Lis or-bes-diserstion; muy ncrease or decicase
grabading censing to-aks-soyalty tnitieed-Sebuturces in Kind)-she amaitnt o ssyrliae-Unitized
Subrlunees tha-Sime takes taken hi-kind by not wese_than 10 pewsest, upan 3 duys wihcn
gotlee w the Uril Opmuur and g;cate' than {4 percent, ypon 90 days written notice 10 the Unil,
Opereor. The ; \'kilml .:twtauyﬁ-ﬂw—‘-‘vfeﬂs-aﬂ-iﬂlafesr—gaﬂlers ninety

duys-balera the Tfli?t«d_-}-ﬁ’f-{-hé-}h?ni-h-lﬂ—wheh-ﬂﬂ-u ez D bETeR s

12.6.3 Amene article 1o rewd:

Royally iutereat Unitized Subsiumees delivered in kind shall be defivered in pood a:md
merchantible condition and be of pipeline qualisy, Those substues shell he free md elear of all
iease expuagey. Uait Exvenses. and Parfeipating Areg Exponses. and fees !l soy lien fir l1"=c
gxcluded Tixpenses, These cxeluded exuwemsms inelude, Sut are not limited %o, eapensss fnr
semarating. cleaning, deluedirion. saltwaser ey, prucms%g compreasion.  pmping,
maufactivion, and he cqsis of gathorine and prepuring the Unitized Substances far
transporiztion off tke Unit Arew und mnspasation costs within i the Uil Anw. If a Working
Interest Owr.er processes the Lnitized Subshimaes w sepavzte, exuact or emve iguids Fom a
Woking Inleresc Owner’s share of uatweal pus Unitlzed Substauces, the Stale wh—n—ly
diseretivn, joay ~equire Thee o Working In‘erest Qwner aiso process the State’s skee ol smilurl
gas Unitized Substunces being s jiz kind in the Swae munner wilboor eost o the State. Under
Ihzse circnmstaness, the State, or its buyer, shall only pey wiy larilod (mmpeniation costs and
alrinkage of lte volams of pas resulting frem pracessing,

128 fopiace mrticls to read:

'The Unit Operutor shall meiniain records, ard shwil keep and have in its passession hooks nnd
records inchiding expense regords, of all explortivr, development. production. a:d dmpnm-nn
efull Unitized Sabsiances and Chilsice Sabstances. Fach Workiag Tofecest Oviner shall maintain
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secords ol the dispagition of ils portion of the Unitized Substarcca avd Outside Substances
inclucing sales prices, walunted, and pn-chasers. Tle Urit ﬂpcnﬂer and e Working Intcrest
Owners slm[] pernit the Conunissionsr e its-agents-he exnmiqne 1hose hooks wnd rzeonls e ail
reagonnble dmes.  Upon roguest by the Comumissioner, Lln. Luit Opeator und Cre Working
ieres! Owners shall make the books and recouds avalleble to the Conumissioner ul e
Cammissioner's wilice desigmales) hy e Commissionsr.  They may provide these books axd
rocotns o a erduelly ageceole electrmic formes, These ooks and rerords of exploration,
development. producrion. and disposizion must eanlay meellidy and Lechnigues ihal will engire
i most accurate Agunes coasoaably avallable. The Unit Opersun and the Wrking Tuleres!
Owners shal) nse and conaisienily upply generally accepiad accowming procadies.

1210 Amendd seenned senfense v retict:
The Saate will, in ite discretion; nay audft the net profit share reports or pryments dus for any

Lease within i years of the dase vesr of aneluctior pl” Unilized Subslenves in Paving
unndifins,

13.2 Amend Artivia io read
Ten yens £fier Sustnined Unit Procuctlon bzains, the Unlt Acea neesl e sontracisd w include
oy Uimie Junds then molnded ie un spproved Particlpsdng Arer, Jands fncluded in an Aoproved
Unit Pley ol xploraion ar Development. wd lands thae facilinte producdor. incuding the
immeciataly adjaczit lands nocessacy for seenmibury ar lerlary n.uwc'ry ST mr!hlieﬂuuce
e jention, or cvc_mg op.mﬁors. The (,mmmsemur.r S T HOR
may, ailur eoegidering the provigions of 11 AAC B0, delay conir:u: ien 01 e Umt Arcs. if
tha circwnskaness uf u purlivulyr voil warrunl, £ a portion of 81,8288 contraces out of 1he il
shat porzlon will be yevered and trested a5 a scparate and distinet leas2, which may Le mainluine:l
thorsonier only in acenrdenee with tha tarms snd conslitions_of the original lease, [he Workinm
Intorest Ouwners waive the acovisions uf 11 AAC R3.256(H), whirh protent the Lease fiom
savernon when @ poction of a leasc i3 contracter qul ol the Lindt Aren, Himy-prais“s Lease
jet a*u’-g—:’ceﬂ—%e—pemon ol the Leuse vutdde-the Purliviprtiep-dra-sdt)
t-temlm-mmaraml-emdmmwl—hwm——w

Ni'lio.l of lll:: Leuse. uubﬂtlc the-Par Ul:rlf!i it cid-effeet-a9-lons
ﬂ“—]}fﬁdﬂeﬂ&l‘.ﬂﬁ-—aﬂeﬁt’:md—c&—ﬂ*e—mihlra-ll-—pHH—m—h—:hA—I-eﬂﬁé-iﬂ(’-—hﬂ—]9‘SG!B sesfies the

A (= a7 38

13.3 Amend Avticls ta read:

Not soons hun 1¢ yews uler Die elfective dae of <hin Agreement, the Commissioner sifl
1ke Commissionar*e-disesation—mav coniravt the Unit Area o include oely thar land cavered by
sn Approved Unit I'lan, or that area andetlsin by one or more oil ot gas reservoirs or one or sige
pulenlisl hydrosacbon aceumulations anc lands char, ‘aclimis pmdu::lian. 1l a porlion of & Lease
contucts out of the Unit Arca, that portior will b ssversd amt reled oo o sepernle and disting
leose. which nay bc mniniaiaed thercafter culy i arandance with the termys uml conditions of

the grivid leme, The Wisking Tnlerest Owners waive the geovisions ot 11 AAC 83.356),

Narlh Almsaader Unit Findings and Dacis:on Paga 3
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wlich prseel he Lesse firon sevarance when u portion of a Lease is contracted o ol the Unil
Avee, Befune uoy conloyetion of the Unit Aran ander ihis arnicle 12,3, the Conunissionar will
give the Unlt Operutar, the Werking Intezest Uviners, an the moyslig-Royelly Tnleres: evmens
Ownery ef the Leases of pa=tiene of Teascs boing exeluded reasorable aotive ud an aapamiity
1o be [ieard.
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Attachment 6

Comments and Correspondence
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oil

il & Gas Development

January 35, 2007

Mr. Art Copoulos
Petroleum Land Manager
Division of Oil and Gas
550 West 7" Ave #800
Anchorage, Alaska 99501

Dear Art:

['am copying to you an e-mail that was copied to me from Mr. Jim Arlington of Forest
Oil. As of today. July 5, 2007. Forest should have received a Federal Express package covering
the information necded for Forest to evaluate its possible participation in Escopeta’s Kitchen and
North Alexander Units,

Once again | need to point out that the addition of Forest Oil’s acreage being ADI
#389923 and ADL #389507 was included in Escopeta’s Kitchen Unit by accident and Escopeta
does not wish to have these ADIL s included in Fscopeta’s Kitchen Unit. The same circumstance
holds true for the North Alexander Unit and Forest Oil's ADL #3903585. Escopeta does not wish
1o include this ADL in on the North Alexander Unit,

It is my understanding of Mr. Arlington’s letter 1o you that Forest wants 1o keep their
acreage on Kitchen and North Alexander out of Escopeta’s Units. Escopeta is in full agreement
with Forest on this matter and also wishes Forest success in its separate exploration ventures
outside of Escopeta’s Units less the Forest acreage mentioned above. | hope that the State of
Alaska will work with both Forest and Escopeta regarding this matter at the administrative level
Escopeta also requests that this e-mail not be part of the “public comment™ concerning either
Unit Applications since this letter is also a clarification of a prior communication made before
the public comment period was opened regarding the application to establish our Units.

In closing Escopeta does not need any of Forest Oil's acreage 10 complete its Units for
Kitchen and North Alexander. As mentioned in carlicr correspondence Forest's acreage was

included by mistake. Please let me know what to do regarding this matter.

Thank

Attachment
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