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STATE OF ALASKA
Ry i DEX ARTMENT OF NATURAL RESOURCES - E87G

Division of Lands

oot

¥

LEASE NO. ADL ______

Competitive Oil and Gas Lease

THIS LEASE, dated the...lst..day of ...September , 19..62 _, is made by and between the State
of Alaska, acting by and through the Director of the Division of Lands, Department of Natural Resources or his author-
ized agent, hereinafter called “lessor”, and SHELL CIL COMPANY, a Delaware corp., 1008 W. Sixth Street,

T

“

Angeles 54, Calif., ADL-QF #3; STANDARD OII, COMPANY OF CALIFORNIA, 2 Delaware corp.. 225 Busi
Street, San Francisco 20, Calif., ADL-QF #2, and RICHFIELD CIL CCRPORATION, a Delaware corn.,
hereinafter called “Lessee”, whether one or more. 555 S. Flower. Street, .Los Angeles 17, Calif., ADL-QF %

1. GRANT. For and in consideration of a cash bonus and the first year’s rental, the receipt of which is hereby
acknowledged, and of the rentals, royalties, covenants, and conditions herein contained on the part of the Lessee to be
paid, kept and performed, and subject to the conditions and reservations herein contained, Lessor does hereby grant and
lease unto Lessee, exclusively, without warranty, for the sole and only purposes of exploration, development, production,
processing and marketing of oil, gas, and associated substances produced therewith, and of installing pipe lines and
structures thereon to find, produce, save, store, treat, process, fransport, take care of and market all such substances,
and for drilling water wells and taking underground and surface water for use in its operations thereon, and for housing
and boarding employees in its operation thereon, the following described tract of land in Alaska:

5-13-11-5
S=13~-12-27

containing 3?4‘5-00,.361'&3, more or less, hereinafier called “said lamd”.

For the purposes of this lease, said land contains 6 legal subdivisions, as shown on the plat of said
land attached hereto, marked Exhibit A and by this reference made a part of this lease.

If said land is described above by protracted legal sudivisions, or by officially designated tract numbers, and Lessor
hereafter causes said land to be surveyed under the public land rectangular system, the boundaries of said land shall be
those established by such survey, when approved, subject, however, to the provisions of the regulations relating to such
surveys.

9 «OIL AND GAS”. “Oil” means crude petroleum oil and other hydrocarbons regardless of gravity which are pro-
duced and saved in liquid form at the well by ordinary production methods. “(Gas’’ means all natural gas and all hydrocar-
bons produced at the well not defined herein as oil. “Associated substances™ means all substances produced in associa-
tion with oil or gas and not defined herein as oil or gas.

3. TERM. This lease is issued for an initial primary term of five years from the date hereof, subject to extension
as provided in Paragraph 4 hereof, and shall continue so long thereafter as oil and gas or either or any of them are
produced in paying quantities from said land; provided, that this lease may be extended beyond its primary term as
provided in Paragraph 5 hereof and shall not expire under the conditions set forth in Paragraphs 6, 7, and 8 hereof.

4. EXTENSION BY SUSPENSION OF OPERATIONS. If, prior to the expiration of the primary term, Lessor, in
the interest of conservation, directs or assents to the suspension of all operations and production, if any, hereunder,
the primary term will be extended by adding the period of suspension thereto.

5. EXTENSION BY UNIT PRODUCTION (a) This lease shall without application be extended beyond its primary
term if upon or prior to the expiration date of such term the lease is committed to a unit agreement approved or pre-
seribed by Lessor as provided in the regulations, production of oil or gas is had in paying quantities under the agree-
ment, and a portion of such production is allocated to said land under the agreement. In such event this lease shall con-
finue in effect so long as it remains subject to such agreement and action production under said agreement is allocated to
said land; (b) The Commissioner may, in his discretion provide for the extension of the term of this lease, if such lease
is on the expiration date thereof included in an approved unit plan or if it is included in a program of secondary recovery
operation designed to bring about or restore production, provided, however, that if any lease or portion thereof is elim-
inated from such unit plan or recovery program, or if such unit plan or recovery program is terminated, then no such
lease or portion thereof shall continue in full force and effect for ninety (90) days from the date of such elimination or
termination and so lonﬁ thereafter as drilling or redrilling operations are being conducted thereon and so long thereafter
as oil or gas is produced in paying guantities.

6. EXTENSION BY DRILLING. (a) If production shall have been obtained in paying quantities during the primary
term, and if, at the end of the primary term, or at any time prior to the end of the primary term, such production shall
have ceased from any cause, or in the event production shall at any time or times after the expiration of the primary
term cease from any cause, then this lease shall not terminate if the Lessee commences drilling or reworking operations
(either in a well from which such production has ceased or in a new well) within sixty days after the cessation of pro-
duction, and the lease shall remain in full force and effect so long as such operations are prosecuted with reasonable dili-
gence or are suspended under Paragraph 27 hereof; and, if such drilling or reworking operations result in the production
of oil or gas, the lease shall remain in full force and effect so long as oil or gas is produced therefrom in paying quanti-
ties; (b) if actual drilling has commenced on the expiration date of the primary terms of the lease and is continued with
reasonable diligence, such operations to include redrilling, sidetracking or other means necessary to reach the originally
proposed bottom hole location, the lease shall continue in full force and effect until ninety (90) days after such drilling
had ceased and for so long thereafter as oil or gas is produced in paying quantities; (c) if all or part of the lands covered
by the lease are lands that have been selected by Alaska under laws of the United States granting lands to Alaska and the
conditional lease was issued thereon, the term of the lease shall be extended for a period equal to the period during which
the lease was conditional.

7. EXTENSION BY SHUT-IN PRODUCTION. If, upon the expiration of the primary term or at any time or times
thereafter, there is on said land a well capable of producing oil or gas in paying quantities, this lease shall not expire be-
cause Lessee fails to produce the same unless Lessor gives notice to Lessee allowing a reasonable time, which shall not be
less than sixty days, after such notice to place the well on a producing status, and Lessee fails to do so; provided, that
after such status is established such production shall continue on the said land unless and until suspension of production
is allowed by Lessor.

8. EXTENSION BY SUSPENSION OF PRODUCTION. This lease shall not expire because of any suspension of

O?elx:ations in or upon or production from said land if such suspension is made under any order or with the consent
of Lessor. .- . . : . .




9. RENTAL. 'This lezse shall terminate on any anniversary date hereof prior to the compleilon on sai@ land of o well capable of
producing oil or gas in paying quaniities, unless on or before said anniversary daie Lessea shall pay or tender {o Lessor as annual rental. a
apm equsl to 31.00 per acrek or fraction thereof, then ineluded in this lease, or uniess such annual rentzl hag been walved or suspended as
provided in Paragraph 13 of this lesse. If Leasor's offfce is not open for business on the anniversary date, the time for ment iz extended
%g g:;;léli:;e the next day on which sald office ia open for business. Any rental paid for any one lease year shall be eredited on any royalty for

10, MINIMUM ROYALTY. Commencing with the leass year beginning on or after completion on sald land of a well capable of
produeing il or gas in paying quantities, Lesses shall pay Lesgsor, ai the expiration of each leage year, in lisu of rental & minimum royalty
equal to $1.00 per acrs, or fraction thereof, then included in this lease, or the difference betwsen the actual royaity paid on production during
the year 1f less than $1.0¢ per acre and the prescribed minimum royalty. ' N

11, ROYALTY ON PRODUCTION. Except for oll and gas used on sald land for development and production or umavoidably lost,
Leszsee shall pay Lefsn% as royakty the following: oo -

(a} Omn il .= g . Der cent in amount or value of the oil produced and saved and removed or sold from s21d land

(B) On gas .1,2%_.._. per cent in amount or value of the gag produced and saved and sold or used off said iand or used for the extrac.
tion of nateral gasniine or other prnductf ﬂerefrom. o

1a i(le)ti On assoclaied substances ... per oent in samonnt or value of such substances produced and saved and removed or sold from
gaid tands,

12. REDUCTION OF ROYALTY RATES FOR DISCOVERY. If Lessee shall drill on said land and make the first discovery of oil or

fas in eormnmereial quantitles in any geological strucinre, the rovalty rate under this lease shall, instead of the rates prescribed in Paragraph

. be five per cent for & period of ten years following the date of such disecovery, and thereafter the royaliy rates shall be those prescribed in

Paragraph 11, If this lease is commitied to a unit agreement approved or prescribed by Lessor as provided In the regulations, the five per
cent royalty rate shall apply te all, but only, the prodoction =lloczted to this lease under such agreement.

13. REDUCTION OF RENTAL AND ROYALTY. Rentzsl or miniznum royalty may be waived, sus&ended. ar reduced, or Toyalty may he

refluced on gll of said land or any tract or portion thereof seglregateﬂ for royalty purposes if Lessor finds that sueh rellef is necessary for

the purpose of encouraging the greatest ultimate recovery of oil or gas and is in the Interest of conservation of natural resources and either

}:‘hatisuch relief is necessary in order ic promeote development er that the lease cannot be suceessfully operated under the terms provided
erein.

14, ROYTALTY IN EIND. Whenever, at the option of Lessor, which may be exercised from time to time upon not less than six manths
notice to Lessee, Lescor elects o take it royalty 1a kind, L.essee shall deliver free of charge (on said land or at such place as Lessor and
Tiessae mutually agrea upon) to Leasor or to such individual, firm, or corporation as Lessor may designate all royalty oii and/or gas produced
and saved from & land. Such oll andjor gas shall be in good and merchaniable condition. Lessee shall, if necessary, furnish storage for
royalty oil free of charge for thiriy days after the end of the calendar month in which the oil i3 produced from said land; provided, that
Légsee shafl not be held liable for loss or destruction of royalty oil and/for zas from causes beyond Lessee's reagonable contrel, Should Lesses
idehyd:"gte ag} t;.:}i?arialthe oil or gas produced from said land, s3ee shall be entitled to an sllawance of the actual cost of dehydrating or elean-
ng said roy: oil or zas,

15, ROYALTY IN VALURE. At the option of Lessor, which may be exercised from time to time upen not less than six months’ netice io
Lessee, and in lieu of royaity in kind, Lessee shall pay to Lessor the Tield market price or valus at the well of 311 royalty oil and/for gas. All
rovalty that may become payable in money to L.essor shall be paid on or before the iast day of the calendar meonth following the month in
which the oil or gas is produced. The payments shall be accompanied by copies of run tickets or other satisfactory evidence of sales, ship-
menis, and amounts or gross production.

16. PRICE, The field market price or value of royaliy ofl or gas shall net be Iess than the highest of: (1) The price actually paid or
agreed o be paid to Lesses at the well by ihe purchager thereof, If any; or {2} The posted price of Lessee in the field for such oil or gas at
the well, if any: or, {3} The prevailing price received by other producers in the field at the well Tor oll of like grade and gravity or gas of
like kind and quality at the tifne such oil or gas iz removed from gaid land or run inte storage, or such gas is deliversd to an extraction piant.

17. PAYMENTS. All payments to Lessor under thig Iease shall be made payable to the Department of Revenue of the Slate of Alaska
and shall be tandered to Lessolr at the place designated under Paragraph 43 for giving notfices to SEDT.

18, OFFSET WELLS. Lessee shall drill such wells as a reasenably prudent operator would drill to protect Lessor adeguately from
loss b&r reason of drainage resuiting from ﬂproﬂuction on other land., Without lmiting the generality of the feregoing sentence, ¥ oll or gas
should be produeed in a well on other land not owned by Lessor or on which Lessor receives 5 lower rate of royalty than the rovalily under
this leasze, which well Is within 500 feet in the case of an oil weil or 1,600 feet in the case of a gas well of landsg then subject to this lease,
and such well shall produce oil or gus in_paying nuantities for & period of thirty consecutive daysg and if, after noilce to Lesses and an oppor-
tunity to be heard, Lessor findg that production from such well is draining lands then subject to this Teate, Lessee shall within 120 days after
written demand by Lessor begin in good faith and prosseute diligently drilling operations for an offsef well on said land. In lieu of driiling
any well reguiired by this paragraph. Lessee may with Lezsor's content compensats Lessor in fell each month for the estimated loss of
royalty through érainage in the amount deterniined by lessor.

19. OTHER WELLS. This lease contemplates the reasonable development of said land for oil and gas as the facts
may justify. Upon discovery of oil or gas in paying quantities on said land, Lessee shall drill such wells az 2 reason-
ably prudent operator would drill having due regard for the interesis of Lessor as well as the interests of Lessee,

20, DILIGENCE: PREVENTION OF WASTE. Lessee shall exercise reasonable diligence in drilling, producing,
and operating wells on said Jend unless comsent to suspend operations temporarily is granted by Lessor; shall carry on
all operations hereunder in a good and workmanlike manner in accordance with approved methods and practices, hav-
ing due regard for the prevention of waste of oil and gas and the entrance of water fo the oil and gas bearing sands or
strata to the destruction or injury of sueh deposits and the preservation and conservation of the property for fulure
produciive operations; shall use reasonable care and all proper safeguards to prevent the pollution of water; shali plug
securely in an approved manuner any well before abandoningit; shall allow Lessor to inspect all operaticns at any iime;
shall carry out at L.essee’s expense all reasonable orders and reguirements of Lessor relative to the prevention of waste
and the preservation of said land, and on failure of Lessee so to do, Lessor shall have the right together with any other
recourse available to it io enter on said land to repair damage or prevent waste at Lessor’s expense; and shall abide by
and conform to valid applicable rules and regulations of the Alaska 0il and Gas Conservation Commission and the
regulations of Lessor relating to the matters covered by this paragraph in effect on the effective date hereof or here-
after in effect if not inconsistent with any spedific provisions of this lease.

21, WELL LOCATIONS. Lessee shall within five days after spudding in a well advise Lessor in writing of the
location and date of spudding of said well

22, APPROVAL OF PLANS. Lessee shall not place into actzal operation any plan or method for the purpose
of stimulating or increasing production on said Iand other than plans and methods in common use without firsi having
obiained the written approval of Lessor. .

23. LOGS AND RECORDS. An eleciric log or radioactive log, if taken, and a descriptive geologic sample log, i
taken, and a record of all tesis run for each well drilled on said land, together with a plat showing the exact location of
each such well, shall be filed with Lessor within thirty (30) days after such well has been completed, suspended, or aban.-
doned. Any and all information filed by Lessee with Lessor in connection with this lease shall be available ai all times for
the confidential use of Lessor for the purpose of enforcing compliance with the terms, covenants, and conditions of this
lease and the regulations of the Lessor but shall not be open for inspection by any person other than officers, or employ-
ees of Lessor and persons performing any function or work assigned to them by Lessor for a period of twenty four (28}
months after the thirty (30) day filing period, except upon writien consent of Lessee. Noitwithstanding any other provisicn
hereof, said information may be disclosed to any person where such disclosure is reasonably necessary for the admini-
stration of the functions, responsibilities, and duties vested by law in the Commissioner of the Depart:ment of Natural
Resources or in the Division of Lands or the Divector thereof. Including but not limited to funclions, responsibilities,
and duties arising in connection with any litigation or administrative adjudication relating to this lease or fo the rights,
duties, and obligations arising hereunder. .

24, RECORDS. Lessee shall keep and have in ifs possession books and records showing the production and dis-
position of all oil and gas produced from said land and shall permit Lessor or its agenis at all reasenable hours to
examine the same. Such records and reports of production shall be based upon such methods and technigques as shall
ins%re t?le most accurate figures reasonably available without requiring the Lessee to provide separate tankage for
each well.

25. DAMAGES. Sect. 2 of Article VII of the Alaska Land Act, Chapt. 169, S.I.A., 1958, as amended, provides in part
that no rights under reservations contained in certain leases or granis of Alaska land shall be exercised by Lessor or its
Lessee until provision has been madr %o pay to the owner of the land upon whi~h the reserved rights are sought to
be exercised full payment for all da ‘es sustained by said owner by reason of sring upon said land; provided, that
if said owner for any cause whatev. refuses or neglects to settle said damage. «essor or its Lessee shall have the
. right to institute such legal proceedings in a court of competent jurisdiction wherein the land is situated as may be



aEainst any claims, demands, liabilities, and expenses arising from or in connec_:t@on with s_u_ch damage.  The furnishing
of a bond in compliance with this Lr -2 will be regarded by Lessor as a suffic’ 1 provision for the payment of all
damage that may become payable v r said statutory provisions.

26. BONDS. - o o .

(a) Lessee shall maintain the bond furnished prior to the issuance of this lease in an amount egual to at least
$2.00 per acre or fraction thereof contained in said land but not less than $1,000.00. . .

(b) Before beginning drilling operations on said land Lessee must have furnished and shall maintain a bond in
an amount of at least $5,000.00. . N

(¢} Lessee may, $1‘.n lien of the foregoing, furnish and maintain a statewide bond in the amount of $100,000.00

{d) Lessor may, after notice to Lessce and an opportunity to be heard, require a h.und_ in z reasonable amount
greater than the amount speeified above in this paragraph where such greater amount is gug.tlﬁegl by the nature of the
surface and its uses and improvements in the vicinity of said land and {he degree of the risks qulved in the fypes
of operations being or o be carried out under this lease. A statewide bond will not satisfy any requirement of a bonc;
imposed under this subparagraph but will be considered by Lessor in determining the need for and the amount o
any additional bond under this subparagraph. . .

(2} 1If said land is committed in whole or in part to a cooperative or unit agreement approved or prescribed by
Lessor pursuant to law and the regulations and a unit bond is furnished in accordance_ with the regulations, Lessee
need not thereafter maintain any bond with respect to the portion of sald land so committed to such agreement.

27. ACTS OF GOD. Should Lessee be prevented from complying with any expressed or implied covenant of this
lease, from conducting drilling operations thereon, or from producing or marketing oil or gas from said land after
efforts made in good faith, by reason of war, riots, acts of God, severe weather in the area of said land, acts of govern-
mental authorities, failure or lack of adeguate iransportation facilities, or any other cause beyond Lessee's reasonable
control whether gimilar to those enumerated or not, then while so prevented and for a reasonable time thereaffer with-
In which to resume operations, Lessee’s obligation to comply with such covenant shall be suspended and Lessee shall
not be liable for damages for failure to comply therewith., If drilling or reworking operations are suspended by virtue
of this paragraph and the prosecution of such operations would have had the effect of preventing the expiration or
termination of this lease, then this lease shall not terminate during the peried which the obligatien to perform such
operations is suspended under this paragraph; provided, however, that nothing in this paragraph shall be consirued
t¢ suspend the payment of rentals or of minimum reyaliies. ' ]

28. SUSPENSION. Lessor may from time to time direct or assent to the suspension of production or other oper-
ations or both under this lease if such action is necessary or justified in the interest of conservation. ) )

29. RESERVATIONS. Lessor reserves the right to dispose of the surface of s2id land to others subject 1o this
lease, and the right to authorize others by grant, lease, or permit subject to this lease and under such gondltions as will
prevent unnecessary or unreasonable interference with the rights .of Lessee and operations under this lease, to enfer
upon and nse said land: ]

(a) To explore for oil or gas by geological or geophysical means including the drilling of shallow core holes or stratl-
graphic tests to a depth of not more than 1,000 feet. . .

(b) To explore for, develop and remove natural resources other than oil. gas, and associated substances on or
from said land.

(¢) TFor nonexclusive easemenis snd rights of way for any lawful purpose including shafts and tt;nneis necessary
or zppropriate for the working of said land or other lands for natural resources other than oil, gas or associated subs_tances_.

{d) For well sites and well bores of wells drilled from or through said land to explore for or produce oil, gas,
and associated substances in and from other lands. . . . .

(¢) For any other purpose now or hereafter authorized by law and not inconsistent with the rights of Lessee
under this lease.

30, UNDERGROUND STORAGE. This lease does not authorize the subsurface storage of oil or gas except as a
necassary incident io reeycling pressure maintenance, repressuring, or other similar operations designed to increase
the ultimate recovery of oil or pas or prevent the waste of oil or gas produced from said land or from any un_.tt area
of which the said land is a part. F.essor reserves the right to authorize the subsurface siorage of oil or gas in said
iand by Lessee or by others in order to avoid waste or to promole conservation of patural resources and upen such con-
ditions as will pravent unnecessary or unreasonable interference with the righis and operations of Lessee under this
lease, including conditions prohibiting the storage of oil or gas without the consent of Lessee in any reservolr covered
by this lease capahle of producing oil or gas in paying quantities. )

31. ASSIGNMENTS. This lease or any undivided interest herein may with the approval of Lessor be assigned
or subleased as fo said land or any one or more legal subdivisions included therein, or any separate and distinct zone
or geological horizon underlying said land or such one or more legal subdivisions, to any person or persons gualified
to hold =z lease. No transfer of any interest in this lease including assignments of working or royalty interesis and op-
erating agreernents snd subleases shall be binding upon Lessor unless approved by L.essor. Lessee shall remain liable
for all obligations under this lease accruing prior to the approval of such transfer. Appr?val of trgnsﬂer nf. this Ieage
or an interest therein will not be denied except (1) for failure to comply with the regulations, (2) in the discretion of
Lessor, where the transfer covers any distinct zone or geological herizon, or {3) where Lessor defermines that the
best interests of Lessor justify such action. Applications for approval of a fransfer unde}‘ this parqgraph must comply
with the regulations and must be filed within ninety days after the date of final execution of the mstl_-umelgt of trans-
for. Where a transfer is made of ail or a part of Lessee’s inferest in and to a portion of the acreage in said land the
assigned acreage shall, at the option of Lessor, or may upon reguest of the transferee and with the approval of Lessor
be segregated into a separate and disiinct lease having the same effective date as this lease,

32. UNITIZATION. Whenever determined and certified by Lessor to be necessary or advisable in the public
interest for the purpose of properly conserving the natural rescurces of any oil or gas pool, field or like area cor any part:
thereof, which includes or underlies said land or any part thereof, Lessee may unite with other Lessees of Lessor or with
others owning or operating lands noi helonging to Lessor including lands belonging to the United States and with others,
jointly or separately, in eollectively adopting and operating under a cooperative or unit agreement for the development
or operation of the pool or field or like area or pari thereof, Lessee shall within thirty days afier demand by Lessor
subscribe to such a cooperative or unit agreement, which agreement shall be reasonable and shall adequately protect
all parties in interest including Lessor. Lessor may with the consent of Lessee establish, alter, change, or revoke drill-
ing, producing, rental, minimum royalty, and rovalty requirements of ithis leage if commitied to any such cooperative
or unit agreement and may make such regulations with reference to this lease with the like consent of Lessee in con-
nection with the institution and cperation of any such cooperative or unit agreement as Lessor may deiermine %o be
necessary or proper to secure the proper protection of the public inierest. If a portion of sald land is commiited to
an approved or prescribed unit agreement, the committed acreage shall at the option of Lessor and may upon the request
of Lessee and with the approval of Lessor be segregated into a separate and distinct lease having the same effective
date as this lease.

33. SURRENDER. Lessee may at any time make and file with Lessor a written surrender of all rights under this
lease or any poriion thereof comprising one or more legal subdivigions or, with the consent of Lessor, of any separate
and distinet Zone or geological horizon underlying said lands or such one or more legal subdivisions thereof Such a
surrender shall be effeciive as of the date of filing subject to the coniinued obligations of Lessee and his surety to
make payment of all royaities theretofore acerued and to place all wells on the surrendered land or in the surrendered
zones or horizeng in condition satisfactory to Lessor for suspension or abandonment; thereupon, Lessee shall be released
from all other cbligations accrued or to accrue under this lease with respect {o the surrendered lands, zones, or horizons.



34, DEFAULT: TERMINATION. Whenever Lessee fails io comply with any of the provisions of this lease other
ihan the payment of rental and Lessee fails within sixty days after written notice of such default to commence to remedy
and thereafter prosecute diligently operations to remedy such defanlf, Lessor may eancel this lease if at that time
there is no well on said land capable of producing oll or gas in paying quantities. If at such time there ix on said land
a well capable of producing oil or gas in paying quantities, this lease may be cancelled only by judieial proceedings.
In the event of any cancellation under this paragraph, Lessee shall have the right to retain under this lease any and all
drilling or producing wells as to which no default exists together with a parcel of land surrounding each such well
or wells and such rights of way through said land as may be reasonably necessary io enable Lessee to drill and operate
such retained well or wells.

35. EXCESS AREA. If for any reason said land includes more acreage than the masximum permitied under ap-
licable laws and/or regulations, this lease shall not be void but the acreage ineluded in said land shail be reduced to
the permitted maximum. Whenever Lessor determines that this lease so exceeds the permitted acreage and notifies
Lessee staiing the amount of acreage that must be eliminated, Lessee may within sixty days after such notice surrender
one or more legal subdivisions included in said lands comprising at least the amount of acreage that raust be eliminated.
£ such a surrender is not filed within such sixty days Lessor may terminate this lease as fo the acreage that must be elim-
inated by mailing notice of such termination to Lessee describing the parcel or parcels eliminated. Such a notice shall
have the effect of terminating this lease as to the parcel or parcels described In such notice.

36. RIGHTS ON TERMINATION. pon the expiration or earlier termination of this lease as to all or any portion
of said lands, Lessee shall have the privilege at any time within a pericd of six monihs thereafter, or such extension
thereof as may be granted by Lessor, of removing from said land or portion thereof all machinery, equipment, tools,
and materials other than improvements needed for producing wells. Any materials, tools, appliances, machinery, struc-
tures, and equipment subject to removal as above provided which are allowed to remain on said land or portion thereof
shall become the property of Lessor upon expiration of such period; provided, that Lessee shall remove any ang all of
such pronerties when so directed by Lessor. BSubject to the foregoing, Lessee shall deliver up said lands or such portion
or portions therecf in good order and condifion.

37. INTEREST IN LAND. H is the intention of the pariies that the rights vested in Lessee by this lease shall
constijuie an inierest in real property in said land. '

33. LESSOR INTEREST. If Lessor owns a lesser inferest in the oil and gas deposits in said land than the entire
and undivided fee simple estate, then the royvalties and rentals herein provided shall be paid Lessor only in the propor-
tion which its interest bears to the whole and undivided fee.

39. CONDITIONAL LEASE. If all or a part of said land is land that has been selected by the Legsor under laws
of the United States graniing lands to Lessor, but such land has not been patenied to Lessor by the United States, then
this lease is a conditional lease as provided by law until such patent become effective. If for any reason such a selec-
tion is not finally approved or such a patent does not become effective, and rental, royalty or minimum royalty pay-
ments made to Lessor under this lease will not be refunded.

40. DRILLING OPERATIONS. As used in this lease “drilling operations” mean any work or actuzal operations
undertaken or commenced in good faith for the purpose of carrying out any of the rights, privileges or duties of Lessee
under this lease, followed diligenily and in due course by the construction of a road or derrick and/or other necessary
structures for the drilling of an oil or gas well, and by the actual operation of drilling in the ground. Any such work
or operations preliminary to drilling in the ground may be undertaken eifher on sajd Iand or in the vicinity of said land
in any order Lessee ghall see fit.

40. (a} ACTUAL DRILLING. As used in this lease, “actual drilling” means any and all operalions necessary or
convenient 1o the drilling of a well in the ground afier the first drilling or spudding with equipment of sufficient size
and capacity to drill to the totzl depih proposed for the well

41. RULES AND REGULATIONS. As used in this lease “regulations” mean the applicable and wvalid oi! and
gas leasing regulations of the Commissioner of the Department of Natural Resources in effect on the effective date of
this lease unless otherwise specified.

42. INTERPRETATION. As used in this lease words which are defined in the regulations have {he meaning as-
signed by such definition except where the context clearly requires a different meaning. The paragraph headings are
not a part of this lease and are inserted only for convenience.

43. NOTICES. Any notice required or permitied under this lease shall be in writing and shall be given by reg-
stered or certified mail, return receipt requested, addressed as follows:

To Lessor: To Lessee: =TT EN 4
: }é)tirﬁcto;, giviéion of Lands SEELL OTL COMPANY
ate o as 2 WEST SIXTIH STRER
344 Sixth Avenue 1008 \Erﬂsiqﬂ XT38 FﬂTT
Anchorage, Alaska 108 ANGELES 54, CALIFORNTA

Any such notice shall be deemed given when delivered to the foregoing address. Either party may change the address
to which stuch notices are to be sent, by a notice given in accordance with this paragraph.
44, HEIRS AND ASSIGNS. Subject to the other provisions of this lease, the covenants, conditions, and agreementis

contained in this lease shall extend fo and be binding upon the heirs, executors, administrators, successors, or assigns
of Lessor and L.essee,

STATE OF ALASEA

""" By...... m&m‘ﬁa%ﬁ

LESSER Title, Minerals Officer

LESSOR

THE UNITED STATES OF AMERICA )
5.
STATE OF ALASKA &

This certifies that on thaﬁszchday of..&.@f%{ ..... , 19_/.(7_gbefam me, a notary publc in and for the State of Alaska, duly
NORRIS C, BAXKE

cormnissioned snd sworn, personzlly appeared ] . to me known and known to me to be
the person described in and who executed the foregoing lease on behalf of the Gtate of Alagika ag-Bireosenf the Division of Lands, Depart-

ment of Natural Resources, or his autharized agent. The said. ... ... N OﬁmS_Q.BAKKE,im ...................... executed sald lease in my
presence and, after being duly sworn according io Jaw, stated to me under oath that he is of the Division of Lands, Department
of Natural Resources, or his 2uthorized agent, and has autherity pursuant io Jaw to eXxecute the foregoin lease as such Sirectes or aunthorized
agent, on behalf of the State of Alaska, aeti'nf throvgh the Division of Lands, Department of Naty Resources and that he executed the
same freely and voluntarily as the free and " “Juntary aet and deed of the said &tate of Alaska #- % Tor the Division of Lands, Department of

Matural Hesoure
WITN%&::WW! “he day and year in this certificate above written 9
¥ Notary Pubtie in and for Alaska. My Commission expires - 2'17 ~ .15

L




NOTARY

IN WITNESS WHEREOF the parties have executed this lease.

STANDARD OIL COMPANY OF CALIFORNIA RICHFIELD OIL CORPORAEION S
B}' A F '_.-‘) '. ¥ -:.: : Y . - " 4 ’ . )
Contracﬂqﬂ ; . ¢
By 7 ia fﬁ' WM %{
. Assistant Secretary Assistant Secretary

SHELL OLL GOMPANY

- Atforney in Fact LESSEE




STATE OF CALIFORNIA )
COUNTY OF LOS ANGELES)

On this ¢ day of <;)z4,éiaa , 19 C;ivj before me

Mildred 8, Crawiom ' s, g MNotagg/Public in and for said County
and State, residin g thereln duly c0mmlssioned and sworp, personally appeared
1 Mo __, known to me to be the person whose name is
subseribed to the within . instrument as the Attormey In Fact of Shell 0il Company,
and acknowledged to me that he subscribed the name of Shell 0il Company thereto
as principal, and his own name as Attorney In Fact. '

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my

official seal, at my office, in said County and State, the and year in this
certificate first above writtean. ;/237 _ L&j
. s i

Commissi expires: . :
My Commission expir il Niildrad M. Crawford

Notary Public in and for said County and State

STATE OF GALIFORNIA ) se
CITY AND COUNTY OF SAN FRANCISGO)

On this _Eg%j:_day of EQ@aéﬁ ' i 2 yes _;:%our Lord One
Thousand Nine Hundred and Sixty Twobefork me ZEh. s _cos 850 088

Public in and for said City and County and State reSidin sly commis-
sioned and sworn, personally appeared i, D, ER esh znd b A PASSTT fnown to me

to be the CONTRACT AGENT and ASSISTANT SECRETARY, resPectlvely of STANDARD OIL
COMPANY OF CALIFORNIA the corporation described in and that executed the within
instrument, and also known to me to be the persons who executed it on behalf of

the said Corporation therein named, and they acknowledged to me that such Corporation
executed the same.

ereln, dt

IN WITNESS WHERECF, I have hereuntc set my hand and affixed my Official
Seal, at my office in the City and County amd,z tate aforesaid the day and year in
this certificate above written. 2 p i

AN
3 W

Notary Publlc in and for Sald Clt La
County of San Franclsco, State of

STATE OF CALIFORNIA ) ¢4
COUNTY OF LOS ANGELES)

L?aof

On this . day of &MJ&Q s in the year 1967~ before me,
SUE M. MASON ' , a Nofary fPublic in and for said County and State,
personally appeared F. E. McPHILLIPS known to me to- be the
Assistant General Manager of Produetion Dept. and R. G. NELSOE_
known to me to be the AAnSIStant Secretary of RICHFIELD OIL CORPORATION, the

corporation that executed the within instrument, known to me to be the persons who
executed the within instrument on behalf of the corporation therein named, and
acknowledged to me that such corporation executed the same.

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my official
seal the day and year in this certificate first above written.

My Commission expires fhay 4, 1984 w 2?7 W

Notary Public in and for said County and State

SUE M. MASON



ERRATUM RE COMPETITIVE OIL AND GAS LEASE FOBM DL-i

This erratum aspplies to the corrections of three typographical
errors in the State of Alaska Competitive (M1 and Gaa Lense Form, aL-1,
two of which ere noted in Provision 5, EXTENSION BY UNIT PRODUCTION, and
thae one which is pated in Provision 39, CONDITIONAL LEASE. The present
provisions are hereby modified by changing the word "setlon” in line
aumber £ive {59, word pumber fourteem {14) In Proviaion 5 te be Tactive';
by changlng the word 'me” in Mne number nipe (9}, word number fwenty (20)
in Provieion 5 to be "any™: and by changing the word "and" In line number
four {4}, word number fourteen (14) in Provision 3% to be "any™.

Yrovisdion § end Provision 39 asre herehy awmended to incornorate
the above, and will therefore read as fellows:

5. EXTENSION BY UNLT PRODUCTION (a) This lease ghall without
appllcation be extended beyond its primary term Lf upen or prior ra the
expiration date af such term the lease im committed to a unit agreement
approved or prescribed by Lessor as provided in the regulstions, produccion
of oll or gas is had In paying quantities under the agreement, and & portion
of such productionm in allocated to gmid land under the agreement. In auwch
event this lesame shall continue in effect so long as it remaina subject Lo such
acresmant and “active" production under sald spgreenent {5 allocated to
azid land; (b} The Comisaioner may, in his diacretiom provide for the
extenalon of the term of this laase, Lf such leaase is on the expiration date
thereaf included In an epproved ueit pilen or if 1c¢ f{a included in a program
of secondary tecovery operation desigmed to bring about or reatore produc-
tion, provided, however, that 1f eny lease or porelen thereof 18 eéliminsted
from such unit plan or Tecovery program, of if such unit plan or recovery
program ie terminated, then “any" such leaas or portien thereaf shall con-
tinue in full force snd eifect For ninery (90} days from the date of such
elimination or termination and so lomg thereafter as drilling or redrilling
aperations are belng conducted thereon and a¢ long theresfter as oil or gas
i3 prodeced in paying dquancitles.

3§. CONDEITTONAL LEASE IF all or a part of said land 1s iaad
that has been aelected by the Lessor under laws of the United Statee grant-
ing lands o Lessor, but such land has not been patented ta lLessor by the
Uniced States, then this lease is a condicional lease as provided by law
unti} such patent become effective. If far any reason auch a nelecrion 1s
not finally approved or sech a patent dees pot become effective, "any" rental,
royalty or minimum royalty psymenta made to Lesgar under this lease wiil not
be refunded.

Phil R. Holdaworrh, Commlasioner Roacoe E, Bell, Director
Department of Raturzl Resources Divialon of Lands .




WILDLIKE STIFULATEQNS

The lessee shall:

{1} obhraindiw wrictren approvel of the Department of Matwral
Rescurces for the location and type of each structure before it 1s erscted
gn tide or submerged land. Depuartwent action ov applicstions fur such
ptracepres shull be taken wirhin 30 dsys of receipc of such applicacions.

{23 Appeint and maiaveln at all cimea during the conatruction
ar operatians on the tide wand submerged laads n local sgent wpon whom may
ba gerved written orders or notices respecting matters contained in theas
aciputations and ta provide the Commissioner of the State of Alanka Depaci-
wment of Natural Reseurcesd wich the aame and addross of gquch apent.

{3} BAssure that all construction or developwent activicies
carried on under the leass shall he conducked in a manner satlsfactory to
the Scate of Aluaka Dupactwent of Natural Rescurces with dne regacd for
fiah and pame conservation, and shall neiilse proper wethods 1n dedililing
and complecing walls,

{4y Tograll sdequsle blogwout prevention control squipment aad
toke other eafely weasures providad for fu the ofl amd gas conservation
regulations or ordered by the Comalssianer of the State of Aleaka Department
of Natoragl Hesourcea.

(5) Malptain oEfshore plutfooms or barpes io such a manoec thal
ail ofl by-products may be deained through scuppers aod diaposed of o w
manner satisfacrovy o the State of Alasla Depactwent of Natural Redources
with due regard to thelr eftects on Lish and pame.

(6) Helwburae the Scete of Aloska for nny Loss or damage to fish
or gone reanlving from any opecations or constructlon under thia lease or
resuleing feom any viclation of or failure to comply wleh any walid law,
regulacion, o ferewm of aany applicable lease. The lesses's responsibllicy
shall wlso encospass acts or omigsbions of {ts azents, employeas, amd con-

Erackovs.

(/Qrf:/flJ J‘od/{{(-l! el g

Phii R. Holdsworth, Commissioner
Bepariment of Hatural Rescurces
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ABANDONMENT FUNDING
AGREEMENT

Dated December 31, 1998

Between
CROSS TIMBERS OIL COMPANY
and

THE STATE OF ALASKA
DEPARTMENT OF NATURAL RESOURCES



ABANDONMENT FUNDING AGREEMENT

THIS AGREEMENT is between the Alaska Depariment of Natural Resources ("DNR”) and Cross
Timbers Oil Company (“CTOC”). It sets out the terms and conditions under which DNR will approve
the assignment of two state oil and gas leases, ADL #18754 and ADL #18756, (“Assigned Leases™) from
Shell Western E&P Inc., et al. (“Shell”) to CTOC under 11 AAC 82.605. These terms and conditions are

in addition to the bonding and insurance obligations required by the Assigned Leases and applicable
statutes and regulations.

Generally, this Agreement requires CTOC to 1) provide DNR with a suretyship bond, beyond what is
required under the Assigned Leases and applicable statutes and regulations and 2) establish and maintain
a Fund to pay for the costs and expenses of CTOC’s Abandonment obligations. This Agreement is dated

for reference purposes as of December 31, 1998. DNR and CTOC are referred to collectively as
“Parties” in this Agreement.

Recitals

1. On September 30, 1998, CTOC purchased Shell’s interests in the Assigned Leases and
associated pipelines, pipeline right-of-way leases, and onshore facilities.

2. On September 15, 1998, Shell filed a request for consent to the assignment of three pipeline
right-of-way leases with DNR, Division of Land (“DOL”). DOL approved the right-of-way

lease assignments on October 20, 1998. The effective date of these assignments is October 1,
1998.

3. On October 6, 1998, CTOC and Shell filed an application for approval of assignment of the
Assigned Leases with DNR under 11 AAC 82.615.

4, DNR will approve assignment of the Assigned Leases provided that a} Shell remains liable as a
surety for all obligations under the Assigned Leases and b) CTOC agrees to provide a suretyship
bond and establish and maintain a Fund as provided in this Agreement.

5. The Parties enter into this Agreement to ensure that there are sufficient funds for CTOC to
complete its Abandonment obligations under the Assigned Leases and applicable statutes and
regulations.

NOW, THEREFORE, DNR and CTOC agree to the following terms and conditions of assignment.

Agreement
A. Definitions.
1. “Abandonment” includes the dismantlement and remova! of materials,

machinery, equipment, tools, appliances, and structures from the Assigned
Leases and the return of the leased lands in good order and condition as required
under Paragraph 36 of the Assigned Leases. [t includes the plugging of wells,
carrying out DNR’s orders regarding preservation of the lands, and abiding by



the Alaska Oil and Gas Conservation Commission’s location clearance
regulations as required under Paragraph 20 of the Assigned Leases. DNR has
the discretion to determine the natire and scope of CTOC’s restoration
obligation.

2. “Abandonment Costs” means the cost of Abandonment as calculated in
accordance with Paragraph D, below.

3. “Proved Reserves” means the estimated quantities of crude otl, natural gas, and
natural gas liquids that geological and engineering data demonstrate with
reasonable certainty are recoverable in future years from known reservoirs under
existing economic and operating conditions using prices and costs as of the date
the estimate is made. Prices include changes in existing prices provided by
contractual arrangements, but are not adjusted based upon estimates of future
conditions.

a. Reservoirs are considered proved if economic producibility is supported
by either actual production or conclusive formation test. The area of a
reservoir considered proved includes (i) that portion delineated by
drilling and defined by gas-oil or oil-water contacts, if any; and (ii) the
immediately adjoining portions not yet dritled, but that can be
reasonably judged as economically productive on the basis of available
geological and engineering data. In the absence of information on fluid
contacts, the lowest known structural occurrence of hydrocarbons
controls the lower proved limit of the reservoir.

b. Reserves that can be produced economically through application of
improved recovery techniques (such as fluid injection) are included in
the “proved” classification when successful testing by a pilot project, or
the operation of an installed program in the reservoir, provides support
for the engineering analysis on which the project or program was based.

c. Estimates of proved reserves do not include the following:

(i) oil that may become available from known reservoirs but is classified
separately as “indicated additional reserves”; (ii) crude oil, natural gas,
and natural gas liquids, the recovery of which is subject to reasonable
doubt because of uncertainty as to geology, reservoir characteristics, or
economic factors; (iii) crude oil, natural gas, and natural gas liquids that
may occur in undrilled prospects; and {iv) crude oil, natural gas, and
natural gas liquids that may be recovered from oil shales, coal, gilsonite,
and other similar sources.

4, “Proved Reserves Report” means an annual report prepared by CTOC’s
independent petroleum engineers stating: a) the Proved Reserves for the

Assigned Leases; b) the Net Present Value of the Assigned leases’ Proved
Reserves; and ¢) the amount owed, if any, by CTOC to the Fund. The Report

will use the benchmark price and cost assumption forecast for the “Reference
Case, ANS Market Price” contained in the annual spring “Revenue Sources
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Book, Forecast and Historical Data” published by the State of Alaska,
Department of Revenue, Oil and Gas Audit Division (“DOR Book™). In the
event the DOR Book is no longer published, DNR will designate a reasonable
substitute. The Report shall set forth in reasonable detail the basis for all
estimates or assumptions and shall include all calculations used to determine the
Net Present Value of the Proved Reserves. All information relied upon in
reaching the conclusions stated in the Report shall be attached to the Report or,
if too voluminous, made availablie to DNR on request.

5. “Net Present Value of the Assigned Leases’ Proved Reserves” means the net
value of the Proved Reserves as calculated in accordance with Paragraph C,
below.

6. “CTOC’s Portion of Proved Reserves” means the Net Present Value of the

Assigned Leases’ Proved Reserves net of the State of Alaska’s royalty interest.
For purposes of this Agreement, this shall equal the Net Present Value of the
Assigned Leases’ Proved Reserves times seven-eighths (7/8ths).

7. “Fund” means an escrow account established in an Alaska Bank. CTOC shall
pay for the costs of establishing and mainfaining the escrow account. The Fund
will be established at the time that CTQC’s first payment into the Fund is due
and shall be governed by escrow instructions substantially similar to the escrow
instructions attached as Exhibit A,

8. . “Event of Default” means any of the following events, as reasonably determined
by DNR:

a, CTOC’s default under either of the Assigned Leases;
b. CTOC’s defanlt under this Agreement, including the foilowing:

€8] failure to submit a Proved Reserves Report on the date that it is
due;

) failure to make any payment into the Fund; or
3) failure to fulfill its suretyship bond obligation;
c. CTOC’s default under the Security Agreement; and

d. CTOC’s failure to execute in the future any document reasonably
required in conjunction with this Agreement.

When DNR determines that an Event of Default has occurred, it shall notify
CTOC, and CTOC shall have the longer of 15 days or the pericd of time
provided by the relevant agreement for the specific default to cure the defauit.

B. Suretyship Bond. Until CTOC completes its Abandonment obligations under the
Assigned Leases and applicable statutes and regulations, CTOC shall provide to DNR an
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annually renewed suretyship bond in the amount of THREE MILLION DOLLARS
($3,000,000.00). CTOC shali provide the bond within 10 days after DNR approves the
assignment of the Assigned Leases. The bond must be in the form attached as Exhibit B.

C. Proved Reserves Report.

1. Each year, beginning in 1999, CTOC shall submit to DNR the Proved Reserves

Report by May 1, or within 30 days after publication of the DOR Book,
whichever 1s later.

2. The Proved Reserves Report is subject to audit by DNR. If DNR notifies CTOC
that it intends to conduct an audit, then CTOC shall suppiy DNR with a list of
five independent petroleum consultants from which DNR will, in its discretion,
choose one to perform the audit. The auditor’s determination of the Net Present
Value of the Assigned Leases’ Proved Reserves will be final and binding on
CTOC and DNR. CTQOC shall pay for the costs of each audit.

3. Prices and costs beyond the period forecasted in the DOR Book will be increased
at the average inflation rate used in the forecast period. The Report will use
operating expenses equal to the Assigned Leases’ previous two years average
direct operating expenses. The Net Present Value of the Assigned Leases’
Proved Reserves will be calculated using a 15 percent discount rate. All
caleulations shall be made as of January 1 of the year in which the report is
prepared (“Calculation Date.”)

4, Except as otherwise provided under this Agreement, CTOC’s obligation to
submit an annual Proved Reserves Report shall continue throughout the
remaining life of the Assigned Leases and until production ceases.

D. Abandonment Costs Calculation.

1. Unless and until modified in accordance with this Paragraph, Abandonment
Cosis of the Assigned Leases are assumed to be THIRTY-ONE MILLION
DOLLARS ($31,000,000.00) as of January 1, 2009. Abandonment is assumed
to oceur in the year 2009, unless the economic productive life of the Assigned
Leases extends beyond January 1, 2009, as evidenced by any Proved Reserves
Report. The net present value of the abandonment costs will be discounted using
a five percent annual rate prior to 2009. The net present value of the
abondonment costs will be compounded after 2009 at the average inflation rate
used in the DOR Book for the period forecasted by DOR,

2. CTOC, at its election, may seek to revise the estimate of Abandonment Costs at
any time, but no more than once per year. If CTOC elects to get an estimate, it
shail supply DNR with a list of five independent, qualified engineering firms
with experience in offshore facilities from which DNR will choose one to
perform an abandonment costs study. CTOC shall pay for the costs of the study.
If the estimate is less than the Abandonment Costs as assumed or calculated
under this Paragraph for the year of the estimate, the estimated costs shall
become the Abandonment Costs and shall be subject to inflation adjustment
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from that date. If Abandonment Costs are revised under this subparagraph, the
new Abandonment Costs shall be effective as of the next applicable Calculation
Date.

3. After Abandonment operations have commenced, Abandonment Costs shall be
reduced by the amount released to CTOC as reimbursement for reasonable
Abandonment expenditures actually incurred, as set forth in Paragraph F, below.

4. CTOC shall remain liable for all costs related to Abandonment of the Assigned
Leases in excess of the amount assumed, or otherwise estimated, in
subparagraphs D.1 and 2., above. Nothing in this Agreement is intended to
relieve Shell of its Abandonment obligations under the Assigned Leases and
applicable statutes and regulations.

E. Payments into the Fund.

1. CTOC shall begin making payments into the Fund when CTOC’s Portion of
Proved Reserves (as calculated in the Proved Reserves Report or as modified by
an auditor} is less than 150 percent of the net present vaiue of the Abandonment
Costs as calculated under Paragraph D, above. In any year in which the sum of
a} the existing balance in the Fund and b) the net present value of CTOC’s
Portion of Proved Reserves is less than 150 percent of the net present value of
the Abandonment Costs (all as calculated as of the Calculation Date), CTOC
shall pay the difference into the Fund. For illustrative purposes only, sample
calculations of CTOC’s Fund payments are attached as Exhibit C.

2. If the Proved Reserves Report submitted by CTOC shows CTOC owing a
payment into the Fund, CTOC shall pay this amount into the Fund on the day
that it submits the Proved Reserves Report. If an audit determines that CTOC
owes an additional amount to the Fund, CTOC shall pay this amount within 30
days of receipt of the auditor’s report.

3. Monies deposited into the Fund shall be used to purchase United States
Government Obligations maturing no later than January 1, 2009, or no later than
the economic productive life of the Assigned Leases if extended beyond January
1, 2009, as evidenced by any Proved Reserves Report. Beginning three months
before January 1, 2009, or three months before the end of the Assigned Leases’
economic productive life if extended beyond January 1, 2009, available monies
in the Fund shall be invested in 90 day Treasury bills.

4. The existing balance of the Fund shall be calculated based on the market value
of the securities held by the Fund as of the Calculation Date.

5. If the existing balance of the Fund on the calculation date equals or exceeds the
Abandonment Costs, then CTOC shall not be required to make a payment,
regardless of the result of the calculation set forth in subparagraph 1 of this
Paragraph.
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Except as otherwise provided under this Agreement, CTOC’s obligations
regarding paymenis into the Fund shall continue throughout the remaining life of
the Assigned Leases and until Abandonment is complete.

F. Withdrawais from the Fund.

1.

After CTOC has submitted its annual Proved Reserves Report, and any audit is
complete, CTOC may withdraw from the Fund the difference, as calculated as of
the Calculation Date, between the existing balance of the Fund and the
Abandonment Costs.

Prior to commencing Abandonment operations, CTOC shall submit an
Abandonment budget plan, including supporting documentation, to DNR
outlining the anticipated costs and expenses. When accepted by DNR, the
budget plan will represent the approved costs to be incurred and reimbursed.

After CTOC commences Abandonment operations, it shall submit to DNR a
request for retmbursement, consistent with the budget plan accepted by DNR,

‘along with proof of the costs and expenses it has actually incurred for these

operations, on or before the end of each calendar quarter. CTOC shal also
provide the Escrow Agent with a copy of its request. Within 30 days of the
receipt of each request, DNR shall: a) notify CTOC and the Escrow Agent of any
cost or expense that it challenges for any reason; and b) instruct the Escrow
Agent to release to CTOC monies equal to the amount of the unchallenged costs
and expenses. If DNR fails to respond to CTOC’s request or notify the Escrow
Agent of any challenge, within 30 days from the end of the calendar quarter, the
Escrow Agent shall release the full amount of monies requested by CTOC to
CTOC. If the parties are unable to resolve any challenge to an expenditure
within 45 days of DNR’s notification of the challenge, the Parties shall submit
their dispute to the DNR Commissioner (or his or her delegate).

When DNR determines that Abandonment operations are complete, DNR wiil
instruct the Escrow Agent to release any remaining Fund monies to CTOC.

After an Event of Default, DNR shall have the right to withdraw all the monies
(including securities heid by the Fund) and shall have the right, but not the
obligation, to apply the withdrawn amounts to the cost of completion of
Abandonment operations. Any monies not used by DNR to complete
Abandonment operations shall be available first to any party who completes
Abandonment operations to the extent of reasonable expenditures on such
operations, and second, to CTOC. Once DNR withdraws monies pursuant 1o this
Paragraph, no amount will be paid to any other party until Abandonment
operations are fully complete, except as otherwise authorized by DNR in its sole
discretion. Withdrawn monies shali not bear interest after they are withdrawn.

G. DNR’s security interest in the Fund. The Fund secures CTOC’s obligations to pay for
Abandonment of the Assigned Leases. The Fund is collateral for the payment of those

obligations and is subject to a Security Agreement and Financing Statement in
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substantially the form of the Security Agreement and Financing Statement attached as
Exhibit D.

H. Rovalty Modification. The amount of the Abandonment Costs, as defined in
subparagraph A.2., above, and amount of the suretyship bond ($3,000,000.00) required
under Paragraph B, above, will not be used in the calculations for any royalty
modifications requested by CTOC under AS 38.05.180().

L Dispute Resolution. If CTOC is adversely affected by a DNR decision regarding the

inferpretation or implementation of this Agreement, CTOC may appeal the decision
under {1 AAC 02.

3. Governing Law. This Agreement shall be consirued in accordance with, and governed
by, the laws of the State of Alaska.

K. Amendment. This Agreement may be amended, modified, or supplemented only bya
written instrument executed by the Parties.

L. Naotices. All notices, requests, demands, and other communication shall be in writing
and shall be delivered by hand or sent prepaid by Federal Express or comparable
avemight delivery service to the addresses designated below. Any notice, request,
demand, or other communication delivered or sent in this manner shal! be deemed given
or made (as the case may be) when actually delivered to the correct address.

For DNR: Mr. Kenneth A. Boyd
Director, Division of Qil and Gas
550 W, 7th Avenue, Suite 800
Anchorage, AKX 99501

For CTOC: Mr. Vaughn O. Vennerberg, II
Senior Vice President, Land
810 Houston St., Suite 2000
Fort Worth, Texas 76102-6298

State of Alaska
Department of Natural Resources

20 g2k 19 e (C QNN A ;91«,(9

(Date) TTTREODER A 5oy PPrint Name)
Its: D€

ross Timbeys/Oil Company

October 11, 1999 By: (L7 WK.
(Date) VAUGHN 0, VENNERBERG, (Rgnt Name)
Its: Executive Yice Presidangt)Administration

—
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ESCROW INSTRUCTIONS

These Escrow Instructions are entered into between the Alaska Department of Natural

Resources (“DNR”) and Cross Timbers Oil Company (“CTOC”). DNR and CTOC have entered
into an Abandonment Funding Agreement dated December 31, 1998. The Abandonment
Funding Agreement requires the parties to establish an escrow account at an Alaska bank (“the
Bank™) at the time that CTOC’s first payment into the escrow account is due under the terms of
the Abandonment Funding Agreement.

DNR. and CTQC instruct the Bank as follows:

1.

These instructions shall supplement the Bank’s standard instructions as they exist at the
time the escrow account is ¢stahlished, In the event of conflict between the Bank’s
standard instructions and these instructions, these instructions shall control.

CTOC shall be responsible for the initial cost of establishing the escrow account and for

any annual or occasional fees charged by the Bank for managing the escrow account or
following these instructions.

All payments due from CTOC to the escrow account shall be made to the address
designated by the Bank.

Monies deposited into the escrow account shall be used to purchase United States
Govermnment Obligations Maturing no later than January 1, 2009, unless contrary
instructions signed by both parties establishing a different maximum maturity date have
been delivered to the Bank prior to the deposit of monies into the account. The Bank

shall invest the monies to achieve a maximum return consistent with the limitation on
maturity.

Beginning three months before January 1, 2009, or such other date as the parties shall

designate in writing, available monies in the Fund shall be invested in 90 day Treasury
bills. '

The Bank shall provide both parties with a statement of all monies and other investments

held by the escrow account as of January 1 of each year by no later than J anuary 31 of the
same year.

CTOC shall provide the Escrow Agent with copies of any request for reimbursement that
it submits to DNR, along with proof that it has submitted the identical request for
reimbursement to DNR. Within 30 days of receipt of each request, DNR shall: a) notify
CTOC and the Escrow Agent of any cost or expense that it challenges for any reason; and
b) instruct the Escrow Agent to release to CTOC monies equal to the amount of the
unchallenged costs and expenses. If DNR fails to respond to CTOC’s request or notify
the Escrow Agent of any challenge, within 30 days from the end of the calendar quarter,
the Escrow Agent shall release the full amount of monies requested by CTOC to CTOC.

EXHIBIT A



10.

If DNR finds that there has been an Event of Default as defined in the Abandonment
Funding Agreement and the default has not been cured, then DNR shall notify the Bank
that a default has occurred. A copy of this notice of uncured default shall be sent to
CTOC. After DNR has declared CTOC in default, DNR shall have the right to withdraw
all or any part of the contents of the escrow account.

Except as provided in paragraphs 7 and 8 above, no funds shall be released from the
escrow account except upon written instructions signed by both DNR and CTOC, or upon
order of a court of competent jurisdiction with at least 20 days prior notice to all parties.

The parties acknowledge that DNR shall have a security interest in the escrow account.

EXHIBIT A



OCT-20-98 TUE 10:32 At  DIRRCTORS OFFICE FAY NO. 5R23582 p. 02
OCT, -19" 98 (MON) 16:42 CRO.  TIMBERS LAND TEL .7 882 72U P. 002

STATE OF ALASKA
Department of Nstural Resources

Boud No.

Amount____$3,000,060.00

Bond Type.___AreswideDevelopment

Ares____Caok Inlet, Alasks _
STATE. OF ALASKA MINERAL LESSEE'S AND OPERATOR’S BOND
' AND ACT OF SURETYSHIP
FROM: TO: Alwsks Depayoment of Natural Resources
(Surety) State of Alasks

FOR:, __Cross Timbea OR Company
(Privcipal)

KNBWMLWBYHIBSEPRESENTS,MWMMMW

lifa corparstion: g Corporarion incorporated in the State
of 1, demiciled and doing businest in the Stais of .
County oy Parish of , (hereinafier “Surety™), & surety company certifiod by the U.S.
Tyeasury as an acceptable surety on Federal bonds and listed in the corrent U.S, Treasury Circular No. 570,
23 8 comenerein] sarsty undertaking a continuing guarnty, does hershry shsolmtely bind itself to the State of
Alnaks, acting through and by the Alaska Department of Natutal Resources ("TINR”), ar such othor official
designatad by the State af Alaska for this purpese, for the performance of all present and fiturs cbligations
of

(hercinafter *Principal®) on the leass or leases described in Schedule A or haresfler scquired within the area
deseribed in Schedule A, ot 2 cost not to exceed _$3,000,000.00 , The Surety doea so undertaks with respect
1o all lease obligations, whether arising wnder the regulations of the DNR, or any lease, opemiting agreement,
designation of operatar ar agent, glorage agreement, compensatory royulty agrecment, ransfer of opcrating
rights, permit, license or easement (individuatly and collectively referred to horeafier as “instrament”), lesued,
maintained or ypproved by the Stats of Alacka or the DNR, or the mgulations promulgntcd by either relating

to such matters, whernmuor the Principal hag the vight, privilege or Hicense 1o conduct operations in the Siate
of Alaska,

The Principat, as 1 any leass or part of a lease for which the Principal bay been dexigmated as opérator o
agent, in consideration for the Stats of Alaska agreeing to alflow it to serve a3 operator and kgent of all parties
1o the lesss and recsive compenzation therefor, agress and binds itself to fislflk an hehalf of cach lessee, all of

the obligations for the eatirs leasshold and in the same manncr and to the same edcrt ke though the Printipal
were the onginal lagese,

[l WA BN RN N L ]
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SCHEDULE A
DESCRIPTION OF LEASES

This Bonz and the Surety's ohligations and Lability horcander shall romnain in foree and offect until such time

a9 this Agreemert may ba canceled or atherwise torminated by the DNR by a written cancellation ingtryment

in favor of tha Surery, subject to automatic mm:;:fmmlmwdmdmgehdhmmmd,ifat
any time within six yoars of such eanceliation any payment of the Prinocipal is ressinded or must b¢ rextored
pursuint t0 guy incolvency, bankouptey, rcorganization ar receivership, or should ths represeatation of the
Fringipal that it has paid its financial ehligations or perfurmed the other obligations of the leases in ascordance
with DNR specifications be matedally false, and the DNR relied upon such representations in cancelling the
ingtrenent.

The DNR shall agree to tcyminste the period of lisbility if the parties to ths instruments, their agents,
successary und sseigns, fully perform tha obligations under the leases oy othor instruments, sud ieave the
premises macmdﬂﬁnnwmbhwlhanmaﬂmmdﬁwimu.orupmmmofa
replacancat bond.

‘This obligation of surety shall bo in full farce and effect from the daic of acceptence by an sathorized efficer
of tha State of Aleska, aubject to the following provisions:

Tas Surcty waives sny right to natice of, and agrees that this bond shall ke effect upon, exscution and
delivery to tha DNR, without any natics: of acceptanss, and remain i full fores and effect, aotwithetanding:

1. Any assignement, either in whole or iy part, of any or all of the leases or instnuments or Interesta therein,

2. Any modification of an instrument or obligation theresnder, whether made oc affeeted by commitment
to unit, cooperative, commumitization or storage agrooments, suspension of cpemtions or production;
suspensions or changes in rantal, minimum royalty, o royaltics: modifications of repuiations er interpretations
therenf, compenantory voyalty agrecmonts or payments; any morigage, pladge ar othor grast of sccurity
interesis in the instraments, of atherwise,

3. ‘The termination of any insument covered by this band, whesher the termninntion it by operation of law
or otharwise,

4, Any neglect or forthearnnee of the DNR. in enforoing, a2 against any parmy vo the instruments, the
payment of rentals or royaltics or the performance of any other covenant, candition or agreement of the leases,
or giving notice of or making dememd with respect 16 nonpedormunce thereof,

zi’ _ Any logs Surery may suffer by reason of any Lew Limiting, qualifying er discharging the Principal's

§. Further, the Surcly agrees to romain bovnd under this bond as o the interests in any instrament
medhyMmemmmmmmmﬁﬁwmmﬁmmwm
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therein,

1. To the cvent of eny default urder th sascs, the Surety shall perform the obligations of the Principal
upon the demand of the DNR. If the DNR denides to commencs suit to enforee its xights, it may commence
amd prosecute any claim, sair, action or other proceeding againet the Principal and Surety, or either of them,
without the nacessity of joining tho lessee or any other party,

8. Tu1 the cvent that thers is more than one surety for the Prinsipai's performance as to any jease ar ather
mmmms“my&obﬁgtﬂwmnabﬂhyhm:mbemajohﬁandam basis, along with suech
other guaisninrs or sutwtiss,

9. Unlses otherwise indicatsd undar such » written eancallation ingirament, the DNR's agreement to
termsingiz or otherwise cancel this Band shall affect emly, and shall be expressly limited to, the Surety's
ohligation and lisbility to guamantes the Principal's obligations incarred, accrued or criginated afier the date
of such & written cancellation inyinunent with Surcty remaining fislly obligated and liable under this Band for
any Habilitica incurred, accrued, o originated prior to the date of such canceilation instrament.

10.  The Suty shall give prompt noties to the DNR aad the Princips! of any action filed alleging the
insolvency or bankeuptey of the Surety of the Brincipal, o allaging any viclations which wenld result in the
suspension or fevoeatian of the Surety's charter or license to do business.

11,  The Surety's obligations and [abilition under this Bond shall bs binding upon Sarety’s succeasors and
ausigns. Nothing hiorein shail be constraed as permitting the assignment of the Sursty’s nbligations without the
written consent of the DNR.

L Ao BRI ks e r——

Signod on this day of , 1998, in the State of , itt the prosemcs of
Signatore ofwm Sigraturc and Title of Officer of Principal

Name and titls privtad Name and title printed

Addreas Business Addvess

Signewurs of Witness Signatues of Persoa Excoating na Surety

Nams aus title printed Name aad tils prnted

Addresy Business Address

P. 04
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SECURITY AGREEMENT

THIS SECURITY AGREEMENT (“Security Agreement”), dated as of the day

of , 1999, is between THE STATE OF ALASKA (“Secured Party”) and
Cross TIMBERS O1L. COMPANY (“Debtor”) and is entered into with reference to the following:

RECITALS

A. Debtor has obligations to Secured Party under an Abandonment Funding Agreement
dated December 31, 1998, attached and incorporated by reference, in the amount of THIRTY-ONE
MILLION DoLLARS ($31,000,000.00) and as further set forth in the Abandonment Funding
Agreement.

B. The Abandonment Funding Agreement is secured among other things by an
interest-bearing account.

C. Secured Party is willing to enter into the Abandonment Funding Agreement in
reliance in part on the execution of this Security Agreement.

In consideration of the above recitals and of the mutual covenants, representations and
warranties contained in this Security Agreement, and for other good and valuable consideration,
the receipt and adequacy of which are hereby acknowledged, Debtor and Secured Party agree as
follows:

i. Grant of Security Interest. Debtor hereby grants to Secured Party a security
mterest in all funds, including imterest, deposited in or held by the escrow account to be
established pursuant to the Abandonment Funding Agreement (the “Collateral”).

2. Obligations. The obligations secured by this Security Agreement shall consist of
all debts, obligations and liabilities of Debtor to Secured Party arising out of, connected with, or
related to (collectively the “Obligations™):

2.1 the Abandonment Funding Agreement;

2.2 the applicable statutes and regulations governing Abandonment as defined
in the Abandonment Funding Agreement; and

2.3  Paragraphs 20 and 36 of State of Alaska oil and gas leases numbered
ADL #18754 and ADL #18756.

3. Bﬂp_esgmmaﬂﬂ_ﬂm Debtor hereby represents and warrants to
Secured Party that:

EXHIBIT D



3.1  Debtor is the owner, at the time of deposit, of the monies that are deposited
in the escrow account to be established pursuant to the Abandonment Funding Agreement:;

3.2  Debtor has full power, right and authority to execute and deliver this
Securiry Agreement and to grant the assignments and security interest in the Collateral and Debtor
has taken all necessary legal and other action to authorize the execution and delivery of this
Security Agreement;

3.3  in granting the security interest in the Collateral, Debtor is not violating any
indenture, agreement, law or regulation to which Debtor is a party or by which it is bound; and

3.4  all information supplied to Secured Party by or on behalf of Debtor is true
and correct as of the date given.

4, Agditional Covenants. Debtor covenants and agrees as follows:

4.1 Debtor will do all acts necessary to maintain, preserve and protect the
Collateral;

4.2  Debtor will keep the Coliateral free of all levies and security interests or
other liens or charges;

4.3  Debtor will appear in and defend any action or proceeding which may affect
its title or Secured Party’s interest in the Collateral;

4.4  Debtor will pay promptly when due all taxes, assessments, charges,
encumbrances and liens now or later legitimately imposed upon or affecting the Collateral;

4,5  Debtor will take such action to procure, execute and deliver from time t0
time such documents and instruments as Secured Party may request in order to (i) perfect the
security interest given by this Security Agreement, (ii) administer or enforce this Security
Agreement or the Collateral or any part thereof, and (iii) assess and confirm Secured Party’s
rights, powers and remedies under this Security Agreement; and

4,6 Debtor will comply in all material respects with all laws, reguiations and
ordinances relating to the Collateral.

5. Authorized Action by Secured Party. Debtor irrevocably appoints Secured Party
its attorney-in-fact to do at any time after an Event of Default, any act which Debtor is obligated
by this agreement to do.

6. Event of Default. At the option of Secured Party, the following shall constitute
an “Event of Default” under this Security Agreement:
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6.1  An Event of Default as defined in subparagraph A.8. of the Abandonment
Funding Agreement;

6.2  Breach of any material provision of this Security Agreement, after notice
is given to Debtor and there is a failure to cure within 15 days; or

6.3  Discovery that any material representation or warranty given was false or
inaccurate in any material aspect at the time given.

7. Remedies Upon Default. Upon the occurrence of any Event of Default, Secured
Party shall have the rights specified in the Alaska Uniform Commercial Code and any other rights
provided by law by virtue of this Security Agreement or by virtue of a judgment.
7.1  In addition, Secured Party may:

7.1.1 foreclose or otherwise enforce Secured Party’s security interest in
any manner permitted by law, or provided for in this Security Agreement; and

7.1.2 apply to any court of competent jurisdiction for an order appointing
a receiver to take possession of any Collateral or requiring the delivery of Collateral to Secured

Party, ail without notice to Debtor and without prior hearing.

7.2 Debtor shall remain obligated for any deficiency remaimng after foreclosure
upon the Collateral.

8. i horizati
8.1  Debtor waives any right to require Secured Party to:
8.1.1 proceed against any guarantor or any other person:
8.1.2 proceed against or exhaust any Collateral; or
8.1.3 pursue any other remedy in Secured Party’s power.

8.2  Debtor waives any defense arising from any disability, discharge or other
defense of any other person, from any cause whatsoever except satisfaction of the Obligations.

9, Binding Agreement; Assignment. This Security Agreement shall be binding upon
and inure to the benefit of the parties hereto and their respective successors and assigns, except

that Debior shall not be permitted to assign this Security Agreement or any interest in it or any
obligation under it.

8.1  Until all Obligarions shall have been satisfied, all rights, powers and
remedies granted to Secured Party shall continue to exist and may be exercised by Secured Party
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at any time and from time to time even in the event that the indebtedness may have become barred
by any statute of limitations or that the personal liability of Debtor may have ceased.

10.  Curmulative Rights. The rights, powers and remedies given to Secured Party by
virtue of this Security Agreement shail be in addition to all rights, powers and remedies given to
Secured Party by virtue of any statute or mile of law and all such rights may be exercised
successively or concurrently. Any single or partial exercise of any right, power or remedy shall
not preciude its further exercise, and every right, power and remedy of Secured Party shall
continue in full force and effect.

11. No Waiver. Secured Party shall not by any act or omission be deemed to have
waived any rights, powers or remedies uniess the waiver is in writing and signed by Secured Party
and then only to the extent specifically set forth; a2 waiver of one event shall not be construed as
a bar to or waiver of the right or remedy on a subsequent event. In accordance with the terms of
this paragraph, the acceptance by Secured Party of delinquent payments and deposits under the
Abandonment Funding Agreement shali not waive any rights of Secured Party. -

12.  Expenses and Fees. Debtor agrees to pay all reasonable costs and expenses
incurred by Secured Party in the enforcement and exercise of the rights and powers granted to
Secured Party under this Security Agreement. Expenses shall include reasonable attorneys’ fees
and expenses whether or not legal action is instituted by Secured Party and shall include reasonable
attorneys’ fees and expenses incurred in connection with proceedings under the United States
Bankruptcy Code to enforce Secured Party’s rights, to protect Secured Party’s secured position
or to obtain the permission of the bankruptcy court to enforce Secured Party’s rights.

13.  Notice. All notices, demands or requests from one party to another shall be sent
as provided in Paragraph L of the Abandonment Funding Agreement.

14,  Severability. In the event that any provision of this Security Agreement is heid to
be unenforceable or invalid by any court of competent jurisdiction. the validity and enforceability
of the remaining provisions shall not be affected.

15. Governing Law. This Security Agreement shall be construed in accordance with,
and governed by, the laws of the State of Alaska.

16. Interpretation. Each party has had the benefit of assistance of counsel in drafting
the Security Agreement and Financing Statement. Any ambiguities will not be construed against
either party for the reason of their having supplied the language at issue.

17.  Authority to Execute. Each of the parties warrants that it has full right and
authority to execute this Security Agreement and acknowledges that it has executed this Security
Agreement voluntarily.

18.  Amendment. This Security Agreement may be altered, amended or repealed only
by written consent of the parties.
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19. Captions. The captions contained in this Security Agreement are for the
convenience of the parties and shall not be deemed or construed as in any way limiting or
extending the language of the provisions to which the captions refer.

20. Termination. This Security Agreement shali terminate when all the Obligations
have been fully paid and performed, at which time Secured Party shall redeliver to Debtor or
release its interest in the Collateral (if any).

IN WITNESS WHEREOQF, the parties hereto have caused this Security Agreement 1o be
duly executed as of the date set forth above.

SECURED PARTY:

State of Alaska
Department of Natural Resources

By:
(Print Name}
Its:
STATE OF ALASKA }
) ss:
THIRD JUDICIAL DISTRICT )
 The foregoing instrument was acknowledged before me this day of
, 1999, by . of the State of Alaska
{Secured Party).
NOTARY PUBLIC in and for Alaska
- My commission expires:
DEBTOR:

Cross Timbers Oil Company
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By:

{Print Name)

Its:
STATE OF )
) ss:
COUNTY OF )
The foregoing instrument was acknowledged before me this day of
, 1999, by , of Cross Timbers Oil
Company (Debtor), a corporation, on behalf of the corporation.
NOTARY PUBLIC in and for
My commission expires:
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FINANCING STATEMENT

This Financing Statement is presented to a Filing Officer tor filing pursuant to the
Uniform Commercial Code.

L.

3.

Name and address of the debtor (" Debtor™):

CROSS TIMBERS OIL COMPANY
810 Houston Street. Suite 2000
Fort Worth, Texas 76102-6298

Name and address of secured party (“Secured Party ")

THE STATE OF ALASKA
Department of Natural Resources
Division of Oit and Gas

350 W. 7th Ave.. Suite 800
Anchorage, Alaska 99501

This Financing Statement covers the following coilateral to the extent of

the present or any future ownership interest of Debtor: All funds. inciuding interest, on
deposit in Account No. at the [address] office of the [name of bank].

This Financing Statement is filed pursuant to the Security Agreement dated

. 1995,
DEBTOR.:
CROSS TIMBERS OIL COMPANY
Date: By:
STATE OF )
) S§:
COUNTY OF )
The foregoing instrument was acknowiedged before me this day of
, 1999 by

NOTARY PUBLIC in and for
My commission expires:

EXHIBITD



SECURED PARTY:

THE STATE OF ALASKA

Date: By:

STATE OF ALASKA )
} 8§
THIRD JUDICIAL DISTRICT )

The foregoing instrument was acknowledged before me this day of
. 1999 by

NOTARY PUBLIC in and for Alaska
My commission expires:

-2- EXHIBIT D
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Appendix 3.
Unocal’s 2003 and 2004 Plans of Operations for South Middle Ground Shoals Unit.
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Unocal Alaska

Union Oif Company of California

909 West 9th Avenue, P.O. Box 196247
Anchorage, Alaska 99513-6247
Telephone: (207 263-7662/276-7600
Facsimile. (907} 263-7828

February 18, 2003

Mr. Mark Myers, Director

Alaska Dept. of Natural Resources
Division of Oil and Gas

3601 C Sireet, Suite 1380
Anchorage, AK 99503-5048

SOUTH MIDDLE GROUND SHOAL UNIT

STATE OF ALASKA -

2002 PLAN OF DEVELOPMENT & OPERATIONS
Operational Pians for Suspension of Operations and
Production, ADL-18744 and ADL-18746

Dear Mr. Myers:

Unocat Oil Company of California {Unocal), as Operator of the subject Unit, respectfully submits
the following Pian of Development and Qperations for 2003 (PODB). This PQOD incorporates
responses to the DNR's lefter of 12/17/02 requesting further information concerning the
necessity/justification for suspension of aperations and production. Additionally, this POD and
Unocal's application ietter of October 10, 2002, read together, constitute compliance of the
provisions of 11 AAC 88.105.

PERIOD
This Plan shali cover the period from January 1, 2003 to December 31, 2003,

BACKGROUND

The South Middle Ground Shoai Unit did not have any development driliing activity in 2002.

DEVELOPMENT

Unocal does not intend to perform any development activities at the Dillon Platform in 2003.
Although the platform structure is adequate to support further drilting if it becomes economically
attractive to do so, the facilities are being de-commissionad and prepared for light housing.



NECESSITY/AJUSTIFICATION FOR SUSPENSION OF OPERATIONS AND PRODUCTION

Suspension Objectives/Timeatable Summary

The South Middle Ground Shoals Unit has reached its econemic limit and is depieted. Oil
production from the Dillon Platform was shut in on December 8, 2002. [t is Unocal’s intention to
clean the surface equipment from January through April 2003, leave ail welis shut-in as is, and
lighthouse the facility by July 2003.

Field History Summary

The South Middle Ground Shoal Unit encompasses the southern nose of the Middle Ground
Shoal structure. This portion of the field was proved in October of 1965, when the Chakachatna
group tested 2,130 BOPD from a lower Tyonek conglomerate in an expendable well. Platform
Dillon was instalied in 1967. Waterflood operations were initiated in 1969 and were suspended in
1986. The platform was shut down in 1992 and 1993 due to low oil prices. All wells are completed
in the “G "unit of the lower Tyonek. Gross platform production in October 2002 averaged 449
BOPD, 4045 BWPD, and 236 MCF/d {see production curve attached). Prior ta shut down of
production on December 8, there were eight active producing wells, four shut-in producers, and
five shut-in injecters.

Reservoir Depletion Summary

The OOIP within the G sands in the developed portion of the South Middle Ground Shoal Field is
120 MMSTB. Cumulative preduction as of October 2002 is 28.1 MMSTE which represents a
recovery of 23.2 % of the OOIP and 43.8 % of the MOIP (moveable oil in piace) in the developed
arga. The MOIP is calculated assuming an initial cil saturation of 80 % and a residual oil
saturation of 28.2 %. Producing water cuts have been approximately 30 % since 1983 except for
four years from 1594-1898 when the impact of a few development wells was seen. Current
reservoir pressure within the "G" sands is 2224 psig @ adjusted to a 8500 ss ft datum as
compared to the original pressure of 4220 psig @ same datum (Middie Ground Shoeal Field). The
current pressure is estimated from shut-in fluid levei shots from 12/12/02 thru 12/18/02 on Di-14,
Di-17, Di-2rd, Di-12, and Di-16 adjusted fo the 8500 ss ft datum. Although the field was being
produced by volumetric expansion, the iast producing GOR was only 429 SCF/STB as the
reservoir pressure had yet to drop below the bubble point pressure of 1500 PSIG.

Cleaning and Dispeosal Operation Summary

One of our primary concerns is the disposat of the clean up fluids in an appropriate and economic
fashion. During January 2003 we requested and received AQGCC approval of our plans to inject
into the current EOR zones, Up to 50,000 barrels of Class I non-hazardous fluid will be disposed
of during the clean up operations. Daytime clean up activities shouid continue over the next six
month period and are expected to generate 80 to 300 barells of disposal fluids/solids daity

Economic Justification for Suspension

The Scuth Middle Ground Sheals Unit {Platform Dillon) operation had reached its economic limit
from existing producing horizons and was shut in on December 8, 2002. A review of historical and
point forward cash flows reveal the following:

»  From 1990-2002, cash flow from cperations has been negative in eight of the thirleen years
(only 1995 thru 1997, and 19898-2000 have been positive). Three out of the last § years



inciuding 2001 and 2002 have had negative cash flows. These cash flows are not fully loaded
as they ignore the Business Unit management and indirect expenses associated with the
operation {raughly $500,000/yr in recent years). See the attached summary of cash flows for
1890-2002.

s  Since 1990 Unocal has invested 26 MM$ in capital, produced 1.8 MMBO and lost 25 MM$ in
pre-tax cash flow. On a BOE produced basis this equates to a negative pre-tax cash flow of
$13.02/BOE. The average revenue generated was $18.50/BOE produced on expenses of
$18.00/BOE produced, and a capital expenditure of 13.52/BOE produced. This does not
include Unacal's purchase cost of the property.

» During 2001 and 2002 specifically’ pre tax cash flow was a negative 0.057 MM$ and 1.5 MM$
respectively. The average revenue generated during this period was approximately $24/BOE,
expenses were $28/BOE (exciuding Business Unit Management and indirect expense) and
capital investments were approximately $1.40/BOE. This resulted in a negative pre tax cash
fiow of approximately $5.40/BOE.

« Point forward cash flow projections of the existing operation using flat ol price/BO scenarios
of $13, $17, and a break even oil price were made at the request of the DNR. See attached
cash flow tables. All cases assumed the final removal of the platform and abandonment of
wells in the year 2010 which coincides with Unocal's longer term but preliminary C.1. platform
removal plans. All projections substantiated the bleak outcome associated with continuing
existing operations. The $13 and $17/BO projections were uneconomic in the first year of
operation as expected. The break even oil price was a robust $52.00/BO which resulted in an
economic limit in 2010 and corresponds to a 13 % IRR. To assume the oil price could rapidly
escalate then maintain $52/BO for the next 7 years would be unreasonabie.

Both historical, current, and point forward economic analysis do not justify continuing operations
from the existing production horizons at SMGSU (Ditlon).

Operation and Production Shut-in Plans

Fiuid Remaval Plans

Platform Cleaning and Fiuid Disposal Plan

One of our primary concerns is the disposal of the clean up fluids in an appropriate and
economic fashion. During January 2003 we requested and received AOGCC approvat of
our plans to inject into the current EOR zone. Four welis were identified and tested for
disposal injection from December 2002 through January 2003; Di-14, Di-17, Di-15, and
Di-12 and of these D-12 and Di-14 (as a back-up) were approved. Having a backup
disposal well is considered important insurance for success. The well work performed
(pressure mechanical integrity tests, wire line work, injectivity tests, and temperature
surveys) on these welis demonstrated that the fluid was entering the intended injection
zones and that casing integrity exists. The AOGCC's involvement and support during the
testing and selection process was critical to the successful oufcome.

Up to 50,000 barrels of Class il non-hazardous fluid, heated to approximately 100
degrees Fahrenheit, will be disposed during the clean up operations. This fiuid will be
comprised of unfiltered inlet water, produced water, preduced oil, siudge,
triethyleneglycol, paraffin and asphaitenes.

Daytime clean up activities should continue over the next six month period and are.
expected to generate 80 to 300 barrels of fluids/solids daily. The daily disposal amount is
dependent on the size of the vessel being cleaned. At average estimated injection rates



of 1000 BWPD {roughly 0.7 BPM) at 3500 psig, actual dispesal will occur on an
intermittent basis (2 to 12 hours/day).

Actual disposal injection pressures and rates will likely be less than waterflood injection
rates fifteen years ago. At that time the Dillon injection wells ranged from 500 to 2100
BWPD/well at pressures ranging from 3100 to 4000 psig. Parting pressures (frac
pressures) determined at that time in injection welis Di-12 and Di-11 were 4100 and
4800+ psig respectively. It is not expected but if fracing is necessary during disposal,
pump pressures approaching 5000 psig would be needed.

Pipeline Fluid Removai Plan

Assuming the Baker Piatform is shut in during 2003; the XTO-Dillon-beach oil pipeline will
be pigged, displaced with nitrogen and left in that state. Prior to this work the currently
idie Dillon to beach section of this pipeline will be repaired. This section is currently idle
and displaced full with sea water. The gas pipeline connecting Dillon to the beach as well
as to XTO will remain in service.

Equipment Dismantling Plans

Although equipment will not be dismantled (except for a few Kobe pumps) the production
system will be inoperabie,

Personnel Reguirement Plans during Cleaning

Twelve people are involved in the cleaning/desommissioning of the facility.
Monitoring and Use Plans during Shut-in

Platform

The platform witl be left light housed and unmanned although monthly inspections will

occur. Dillon alarms (fire, gas, engine, etc) will be monitored from the Dolly Varden
platform. Normal cathodic protection efforts will continue.,

Pipelines

There will be na monitoring of the oil line after it is pigged and displaced with nitrogen.

The gas pipeline will be visually inspected monthly and monitored via alarms at the Dolly
Varden platform.

Wells

Well monitoring requirements were discussed with the AOGCC on 2/11/03 and itis
planned to leave the wells shut in as is and provide monthly tubing/casing pressure
readings {acquired during monthly inspectiens) and the annual shut in report to the
AOGCC. The AOGCC will provide witnessed well inspections semi annualily at a
minimum. Disposal weli capacity wili be retained. Alt wells but disposal wells will be
isclated at the surface with blind flanges 1o isclate them from surface flow lines,

Suspended Status Benefifs to State

Platfarm Retention Benefits

As part of our suspension operations analysis, iong term planning and benefits for retention of the
Piatform in piace yield the following significant benefits:



Dilion Platform has been, and will continue to be, used as a navigationa! aid for marine
fransportation in the Cook Inlet.

Dillon Platform, as well as the other Platforms in Cock Inlet, acts as ice breakers for pan
ice in the Injfet. Tanker and cargo marine traffic is facilitated and aided by this ice
breaking effect.

Diilon Platform and its associated facility infrastructure is a2 valuable part of the overall
Cook Inlet oit and gas infrastructure in the Inlet. Just having this significant capital
investment available is an enhancement to future state commercial opportunities.

Dilion Platform is an integral part of the XTO Platforms A and C operations. XTO's use of
Dilior's gas pipeline for fuel gas access and transportation in conjunction with platform
utilization connecting Dillon to XTO's A Platform is critical to their ongoing operations.
Economic waste will occur if XTO is forced fo lay new pipelines or convert some of its
existing oil pipelines to accommodate gas transmission.

Leaving Dillon Platform in place until such time as multiple piatform removal is warranted,
provides opportunity for access te future operators or owners to utilize the Platform and
associated facifities for future Exploration and Development opportunities. With
technological advancements and areas of geologic focus changing from time to time,
access and utilization of this significant capital investment may be the difference between
future evaluators of the state's oii and gas natural resources having an economic project
or not.

tnocal continues to research possible Dillon Platform utilization opporfunities. One
possible idea discussed with the United States Coast Guard was to convert the Platform
intc a Coast Guard research facility and avail themselves of the helipad as a base for
rescue operations,

Ditlen platform could be used by the U.S. Military as a SDI {Strategic Defense Initiative}
radar tracking station similar to the semi-submersible that is being converted for same
use in the Prince William Sound near Valdez. in addition, the facility could be usad in
mititary tratning.

Althcugh we have discussed only a few possible future uses for the Dillon Platform in this POD,
continuation, retention and future utilization are clearly evidence of a finding establishing the
state's best interest in retaining the Dilien Platform in 2 suspended status.

Environmental Benefits

As part of our suspension operations analysis, iong term planning and benefits for retention of the
Platform in place yield the following significant environmental benefits:

Once production has ceased on the Dillon Platform, the equipment and systems will be
flushed and drained in preparation for cleaning.

Fquipment will be cleaned and left in a condition that efiminates the risk of any spills to
Cook Inlet occurring while retaining the value and ability to resume production if desired
Beginning at the drilling deck level and working down through each deck and subdeck,
surface facilities will be cleaned. Class 1l liquids will be disposed through subsurface
injection. Solfids that cannot be flushed free will be left in place for future disposal with the
facility.

Living quarters and associated utilities will be maintained until project activities are
completed.

Navigation fights, fog horns and corrosion protection wiil be continued as permanent
systems. A smali, gas fired generator will power these systems.

Remote controls and monitoring systems wili control equipment.



« In coordination with XTO production operations, all ol pipelines associated with the Dillon
wilt be cieaned. The Ditlon oil line will be purged with gas to prevent freeze-up or paraffin
plugging during winter.

» The Diilon well suspension work will be accomplished in Spring, 2003 (prier to Living
Quarters shutdown).

e Wells will be shut-in using a gas cap or a brine cap o prevent freeze-up. This work wili be
accomplished just prior to cleanup work to minimize facility freeze up.
e The crane and survival craft will be maintained.

“Current” Suspension Period Actions Being Pursued

Wells/Platform/Pipeline
During current cieaning and shut-in activities we are maintaining all operating permits.
Marketing Efforts

During the Plan period, Unocal will continue to seek a buyer for the Dillon Platform and
associated faciliies. For the last year, Unocal has had relatively few inquiries regarding
the potential sale of the South Middle Ground Shoals Unit and Dillon Platform. Most
inquiries never progressed beyond a discussion of Unocal's willingness to divest of this

“asset. Unocal contacted potential purchasers whom we thought might have a possible
interest in acquiring the Platform. No real interest was expressed. Subsequently, we
listed the assets on the American Association of Professional Landmen website and
received no expressions of interest. Most of our efforts to market the property have
goncentrated on XTO. XTO is the logical company of interest given their proximity to the
assets. Additionatly, XTO relies on portions of the pipefine infrastructure and gas saies
from the northerly Baker Platform for fuel to power XTO's A and C Platforms. XTG
negotiations continue to be our prime focus for asset disposal.

Alternatively, in the event Unocal is unable to market the Dillon Plafform and associated
facilities, another option we are investigating rnay be to have XTO contract operate the
Dillon Platform and facilities in conjunction with their engoing operation of the Aand C

Platforms.
Gil Spill Plan

Although C-plans are required for the operation of an oif terminal faciity or pipeline, an
exploration or production facility, or the operation of a tank vessel or oif barge, Unocal will
continue to carry Dillon on the plan as deactivated and appropriately "de-oiled. Unocal's
C-Plan covers all of our Cl facilities. The ADEC's role is dictated by the C-Plan
regulations which do not require us to obtain approval fo deactivate the facility. They do
require a notification and pian amendment and description of work upon completion.
When we submit the amendment, it will reflect the changed status of Dillon. In addition
there are no C-Plan regulations that are influenced by the status of the non-producing
wells whether they be shut in, suspended, or abandoned.

Future Development Options

Resuits from past development within the existing field limits do not warrant additional
development at this time. Exploration potential within the Jurassic exists but is presently
lower on our opportunity preference list.



Plan of Suspension Summary

This POD contemplates suspension of operations and production for an indeterminate period of
time. As noted above, the future utility and strategic importance of maintaining the Diilon Platform
and associated facilities necessitate an ongoing suspended status. At such time as
abandonment and permanent removal of the Dillon Platform is warranted, the then current pian of
development will address such abandonment and removal operations.

Please direct any questions regarding this plan to Kevin Tabler, Landman at 263-7600; David
Whitacre, Unocal Dillon Suspension Project manger at 263-7616; and/or Phit Ayer, Unocal
Optimization Engineer, at 263-7620.

Sincerely,

'ﬁrﬂ 6\! e

Dale Haines
Oil and Gas Operations Manager

Attachmenis
1. Cook Inlet Map
2. SMGS Unit production plot Dillon
3. Cross Section Dillon
4, Structure Map Dillon Top Hemiock
5. Well Room layout Diflon
6. SMGS Unit Cash Flows 18980-2003
7. SMGS Unit Pt. Forward Cash Flow Projections 2603-2010 {three ¢il price scenarios
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Mark Meyers, Director

Alaska Dept. of Natural Resources
Division of Qil and Gas

550 W 7 Avenue, Suite 800
Anchorage, Alaska 99501

SOUTH MIDDLE GROUND SHOAL UNIT
STATE OF ALASKA - 2004
PLAN OF DEVELOPMENT & OPERATIONS

Dear Mr. Meyers:

tUnocal Oil Company of California (Unocal), as Operator of the subject Unit, respectfully submits
the following Ptan of Developmient and Operations for 2004.

PERIOD

This Plan shall cover the period from January 1, 2004 to December 31, 2004.

BACKGROUND

The South Middle Ground Shoat Unit did not have any development dritling activity in 2003.

The Division approved the 2003 POD and Suspension of Operations and Production from the
SMGS Unit through December 31, 2003, conditioned upon relinquishment of the non-unitized
acreage within ADL's 18744 and 18746. Unocal complied with said relinquishment requirement.
Platform facilities were decommissioned and are presently in lighthouse maode.

DEVELOPMENT

Unocal does not intend to perform any development activities during the plan period.
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OPERATIONS

Monitoring and Use Plans during plan period:

Platform

The platform will be left lighthoused and unmanned although monthiy inspections will
occur. Dillon alarms (fire, gas, engine, etc.) will be monitored from the Dolly Varden
platform. Normal cathodic protection efforts will continue.

Pipelines

Pipeline patrois will be performed and documented weekly. Normal cathodic protection
efforts will continue.

Wells

Well monitoring requirements were discussed with the AOGCC on 2/11/03 and it is
pianned to leave the wells shut in as is and provide monthly fubing/casing pressure
readings (acquired during monthly inspections) and the annual shut in report o the
AOGCC. The AOGCC will provide witnessed well inspections semi annually at a
minimum. Disposal well capacity will be retained. All wells except disposal welis will be
isolated at the surface with blind flanges to isolate them from surface flow lines.

Please direct any questions regarding this plan to Dave Cole, Unocal Qil Team Supervisor, at
263-7805.

Sincerely,

” John P. Zager

JPZKAT/DAC:dma

cCi

Dave Cole
Kevin Tabler









