E. NEW BUSINESS

3. Ordinance 2022-XX: Authorizing a subsurface oil & gas
lease at twelve & one-half percent (12.50%) royalty to
Hilcorp Alaska, LLC, in the Ninilchik Unit under Township 03
South, Range 14 West, Seward Meridian, Section 30, in the
North 2/5 of Govt Lot 1 Lying East of the Sterling Highway
Right-Of-Way.
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Kenai Peninsula Borough
Land Management Division

MEMORANDUM

TO: Brent Johnson, Assembly President
Kenai Peninsula Borough Assembly Members

THRU: Mike Navarre, Mayor MM
Brandi Harbaugh, Finance Director Di
Robert Ruffner, Planning Director KX
Jon Marsh, WESA Fire Chief Vi
Marcus Mueller, Land Management Officer

mMam
FROM:  Julie Denison, Land Management Technician )9
DATE: December 1, 2022

RE: Ordinance 2022- , Authorizing a Subsurface Oil and Gas Lease to
Hilcorp Alaska, LLC, in the Ninilchik Unit (Mayor)

The Kenai Peninsula Borough (the “Borough™ or “KPB") owns the surface and
mineral estate in the North 2/5 of Govt Lot 1 lying east of the Sterling Highway
right-of-way in Anchor Point. The property (KPB Parcel Number 159-200-02) was
purchased jointly with Land Trust Fund and Anchor Point Fire & Emergency
Medical Service Area (“APFEMSA") funding. In 2020, APFEMSA expanded services
into Ninilchik and reorganized as the Western Emergency Service Area (“WESA").

Hilcorp Alaska, LLC (“Hilcorp”) currently has oil and gas leaseholds of surrounding
parcels and is working on production plans. Hilcorp seeks an oil and gas lease
from the Borough, which has been negotiated consistent with KPB 17.10.100(J).
The negotiated royalty rate is 12.50 percent (12.50%). Thirteen percent of the total
lease royalty on production payments and other payments under the lease will
be distributed to WESA. The remainder, equivalent to eighty-seven percent, of the
total royalty on production payments and other payments under the lease will be
distributed to the Land Trust Fund and provide an important revenue stream to
the Land Trust Fund.

Pursuant to KPB 17.10.100(J), no surface uses are allowed under this proposed
lease.

The WESA board will consider the Ordinance at its meeting to be held December
14, 2022. The Anchor Point Advisory Planning Commission will consider the
Ordinance at its meeting to be held December 8, 2022. The Borough Planning
Commission will consider the Ordinance at its meeting on December 12, 2022.

Your consideration is appreciated.
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Introduced by: Mayor
Date: 12/13/22
Hearing: 01/03/23
Action:

Vote:

KENAI PENINSULA BOROUGH
ORDINANCE 2022-XX

AN ORDINANCE AUTHORIZING A SUBSURFACE OIL AND GAS LEASE TO

WHEREAS,

WHEREAS,

WHEREAS,

WHEREAS,

WHEREAS,

WHEREAS,

WHEREAS,

WHEREAS,

WHEREAS,

WHEREAS,

HILCORP ALASKA, LLC, IN THE NINILCHIK UNIT

the Kenai Peninsula Borough (“Borough’) owns the surface and mineral estate in
the 7.49-acre parcel described as: Township 03 South, Range 14 West, Seward
Meridian, Section 30, the north 2/5 of Govt Lot 1 lying east of the Sterling
Highway right-of-way, containing 7.49 acres more or less; and

said Govt Lot 1 was purchased jointly by the Land Trust Fund and the Anchor
Point Fire & Emergency Medical Service Area (“APFEMSA”) pursuant to
Borough Ordinance 2015-19-05; and

in 2020, APFEMSA reorganized as the Western Emergency Service Area
(“WESA”); and

the negotiated lease royalty on production rate is 12.50 percent (12.50%); and

13.0 percent (13%) of the total royalties received on production will be
distributed as revenue to WESA, then the remaining royalties on production will
be distributed to the Land Trust Fund; and

in addition, the lease includes a 5-year renewal option in the amount of $224.70,
13.0 percent (13%) of which will be distributed as WESA revenue with the
remainder distributed to the Land Trust Fund; and

Hilcorp Alaska, LLC (“Hilcorp”) currently has an oil and gas leasehold for 2,100
subsurface acres of adjoining and surrounding parcels comprising the Ninilchik
Unit; and

Hilcorp has already developed the off-site infrastructure necessary to extract
natural gas from said lands; and

the Borough and Hilcorp have negotiated a lease on said land for subsurface oil
and gas extraction operations; and

WESA at its regularly scheduled meeting of December 14, 2022, recommended
:and
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WHEREAS,

WHEREAS,

the Anchor Point Advisory Planning Commission at its regularly scheduled
meeting of December 8, 2022, recommended ; and

the Borough Planning Commission at its regularly scheduled meeting of
December 12, 2022 recommended ;

NOW, THEREFORE, BE IT ORDAINED BY THE ASSEMBLY OF THE KENAI
PENINSULA BOROUGH:

SECTION 1.

SECTION 2.

SECTION 3.

SECTION 4.

SECTION 5.

SECTION 6.

SECTION 7.

That the Assembly finds that granting a subsurface oil and gas lease to Hilcorp
Alaska, LLC under Township 03 South, Range 14 West, Seward Meridian,
Section 30 in the North 2/5 of Govt Lot 1 lying east of the Sterling Highway right-
of-way, containing 7.49 acres more or less, pursuant to KPB 17.10.100(J), is in
the best interests of the Borough.

That this oil and gas lease provides no surface use pursuant to KPB 17.10.100(J)
and is therefore excluded from the other provisions of KPB 17.10.

That based on the foregoing, the mayor is hereby authorized pursuant to KPB
17.10.100(J) to lease the oil and gas interests described in Section 1 to Hilcorp at
the rate of 12.50 percent (12.5%) royalties on production paid to the Borough for
a primary term of 5-years, with a 5-year option to extend the lease term. The
authorization is for lease solely to Hilcorp, and it may not assign any rights to
negotiate or enter an agreement for lease to any other person or entity. Once
entered, the lease may be assigned or subleased pursuant to the terms of the lease
agreement.

The mayor is authorized to sign any documents necessary to effectuate this
ordinance.

Hilcorp must execute a lease document substantially similar to the attached lease
within 180-days of the effective date of this ordinance.

That 13.0 percent (13%) of the total lease royalty on production payments and
other payments under the lease will be distributed to WESA. The remainder,
equivalent to 87.0 percent (87%) of the total royalty on production payments and
other payments under the lease, will be distributed to the Land Trust Fund.

That this ordinance shall take effect immediately upon enactment

ENACTED BY THE ASSEMBLY OF THE KENAI PENINSULA BOROUGH THIS * DAY

OF * 2023.

ATTEST:

Brent Johnson, Assembly President
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Michele Turner, CMC, Acting Borough Clerk

Yes:
No:
Absent:
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WESAFill Site |
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OIL AND GAS LEASE
Paid-Up

This Oil and Gas Lease (“Agreement™) is made as of day of , 2022,
(“Effective Date™) by and between Kenai Peninsula Borough, (“Lessor”), whose address is 144
N. Binkley St., Soldotna, AK 99669, and Hilcorp Alaska, LLC (*Lessee™), a Delaware limited
liability company with offices located at 3800 Centerpoint Drive, Suite 1400, Anchorage, Alaska
99503.

1. GRANT.

For and in consideration of the sum of Ten Dollars ($10.00), and other valuable
consideration, receipt of which is hereby acknowledged, and of the covenants and
agreements herein contained, Lessor does hereby grant, demise, lease, and let unto Lessee
the lands described in Exhibit “A”, with the exclusive rights of conducting geological,
geophysical, and other exploratory work for oil, gas, and associated substances, and for
exploring, investigating, prospecting, marketing, drilling and operating wells (including
directionally drilled wells) for producing and marketing oil, gas, and associated
substances, producing, owning, saving, storing, taking care of, venting, treating and
transporting oil, gas, and associated substances therein, drilling and using wells for
secondary and tertiary recovery methods, storing oil, gas, and associated substances on or
below the surface, and, together with the non-exclusive rights to lay pipe, telephone and
power lines, build and maintain roads and equipment, construct power stations, tanks and
other facilities and structures, the right to remove all of said oil, gas, and associated
substances, or water, or either of them, and the free and uninterrupted right and right-of-
way into, through and under the said land at such points and in such manner as may be
convenient or necessary for the purpose of conducting all said oil, gas, and associated
substances operations on behalf of the lease, pool, or unit.

The premises leased hereby being that tract of land with any reversionary rights therein
situated in the KENAI PENINSULA BOROUGH, THIRD JUDICIAL DISTRICT,
STATE OF ALASKA. See attached Exhibit "A”

2. TERM.

2.1  Primary Term. Subject to the other provision herein contained, this lease shall be
for a term of FIVE (5) years from the effective date and as long thereafter as oil or
gas and associated substances is produced in paying quantities from the Leased
Premises hereunder, or lands pooled or unitized herewith, or drilling or reworking
operations for oil, gas, and associated substances, are conducted thereon as
hercinafter provided (“Extended Term”), or Lessee makes shut-in royalty
payments.

2.2 Extension of Primary Term. Lessee shall have the option, but not the obligation
to extend the primary term of this lease for an additional FIVE (5) year period

OIL AND GAS LEASE (PAID-UP)
Rev. 2016-00 Page |
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from the expiration of the original primary term. This option may be exercised at
any time prior to the end of the primary term by written notice to Lessor, which
notice must be accompanied by a certified check or cashier’s check in an amount
equal to THIRTY dollars ($30.00) per net mineral acre times the number of acres
then comprising the leased premises or such portion of the leased premises
designated by Lessee in said notice. Said option may be exercised on the entirety
of the leased premises or such portion thereof. Should this option be exercised as
herein provided, it shall be considered for all purposes as though this Lease,
limited to the portion of the Leased Premises covered by Lessee’s notice and
payment, provided for a Primary Term of TEN (10) years.

ROYALTY ON PRODUCTION.

3.1

3.2

33

Royalty Rate. Except for oil, gas, and associated substances used on the Leased
Premises for exploration, development and production, or unavoidably lost, the
Lessee shall pay to the Lessor as a royalty Twelve and One-Half Percent
(12.50%) in amount or value of the oil, gas, and associated substances saved,
removed, or sold from the Leased Premises.

Valuation. For the purpose of computing royalties due under this lease, the value
of royalty oil, gas, or associated substances shall be the highest of:

(A)  The field price received by the Lessee for the oil, gas, or associated
substances;

(B)  The Lessee’s posted price in the field or area for the oil, gas, or associated
substances; or

(C)  The arithmetic average of the three highest posted prices in the same field
or area for oil of like grade and gravity, gas of like kind and quality, or
associated substances of like kind and quality at the time the oil, gas, or
associated substances are sold or removed from the Leases Premises or
pooled or unit area; if there are less than three prices posted, the arithmetic
average will be calculated using the lesser number of prices posted in the
field or area.

Field Price.

(A) If oil, gas, or associated substances are sold away from the Leased
Premises or pooled or unit area, the term “field price” in subparagraph (A)
above will be the cash value of all consideration received by the Lessee or
other producer from the purchaser of the oil, gas, or associated substances,
less the reasonable costs of transportation away from the Leased Premises
or pooled or unit area to the point of sale.

OIL AND GAS LEASE (PAID-UP)

Rev. 2016-00

Page 2
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(B) In the event the Lessee does not sell in an arms’ length transaction the oil,
gas, or associated substances, the term “field price” in subparagraphs (B)
and (C) above will mean the value utilized by the Lessee to pay royalty to
the State for similar dispositions from State leases in the same field or
area, minus reasonable costs of transportation away from the Leased
Premises or pooled or unit area to the point of sale or other disposition.

3.4  Deductions. In computing the royalty, Lessee may deduct the costs of heating,
sweetening, gathering, transporting, dehydrating, compressing, extracting,
processing, manufacturing or any other postproduction cost.

3.5  Shut-In Royalties. Should Lessee complete a well on the Leased Premises
capable of producing in commercial quantities which is shut-in from a lack of
market or otherwise, or gas is not being used or sold therefrom, then Lessee
within one hundred twenty (120) days after the date on which said weli is shut-in,
shall pay Lessor the sum of two dollars ($2.00) per acre and shall thereafter pay as
shut-in royalty to Lessor annually the sum of two dollars ($2.00) per acre until
said well is placed on production. It is understood that this payment shall hold the
entire Leased Premises.

3.6  Gas Extraction. In the event Lessee shall extract in a plant other hydrocarbons
from the gas produced from the Leased Premises, Lessee shall pay Lessor as
royalty Forty Percent (40°0) of the Lessor’s royalty share of the value, as
hereinabove defined, of the other hydrocarbons credited to the Leased Premises
from the gas so treated.

SUCCESSORS AND ASSIGNS AND CHANGE OF OWNERSHIP.

The rights and estate of any party hereto may be assigned from time to time in whole or
in part and as to any mineral or horizon. All of the covenants, obligations, and
considerations of this lease shall extend to and be binding upon the parties hereto, their
heirs, successors, assigns and successive assigns. No change or division in ownership of
said land, royalties, or other monies, or any part thereof, howsoever affected, shall
increase the obligations or diminish the rights of the Lessee. Notwithstanding any other
actual or constructive knowledge or notice thereof of or to Lessee, its successors or
assigns, no change or division in ownership of the Leased Premises or of the royalties, or
other monies, or the right to receive the same, howsoever affected, shall be binding upon
the Lessee of this lease until forty-five (45) days afier there has been furnished to such
Lessee at his or its principal place of business by Lessor or Lessor’s heirs, successors, or
assigns, notice of such change or division, supported by either originals or duly certified
copies of the instruments which have been properly filed for record and which evidence
such change or division, and of such court records and proceedings, transcripts, or other
documents as shall be necessary in the opinion of such Lessee to establish the validity of
such change of division.

OIL AND GAS LEASE (PAID-UP)
Rev. 2016-00 Page 3
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5. LESSER OR GREATER INTEREST PROVISION.

If Lessor owns a lesser interest in the oil, gas, and associated substances underlying the
Leased Premises than the entire undivided fee simple cstate, then the rentals and royalties
hereunder shall be paid to Lessor only in the proportion which Lessor’s interest bears to
the whole and undivided fee; however, if title to any interest in the Leased Premises
should become owned by or revert to Lessor, or his heirs, devisees, executors,
administrators or his or their successors in interest, this lease shall cover such interest or
reversion. If the true acreage of the Leased Premises shall be found to be less than the
number of acres above recited, the rental and royalty hereunder shall be reduced
proportionately, and Lessor hereby releases Lessee from payment of rental or royalty
upon any acreage in excess of the true acreage of the Leased Premises.

6. FORCE MAJEURE.

6.1 Extension of Term. If any operation permitted or required hereunder, or the
performance by Lessee of any covenant, agreement or requirements hereof is
delayed or interrupted directly or indirectly by any past or future acts, orders,
regulations or requirements of the Government of the United States or any state or
other governmental body, or any agency, officer, representative or authority of
any of them, or by the elements, fire, storm, flood, volcano eruptions and flows
resulting therefrom or because of delay or inability to secure materials in the open
market, acts of war or conditions attributable to war or on account of any other
similar or dissimilar causes beyond the control of Lessee, the period of such delay
or interruption shall not be counted against the Lessee, and the Primary Term and
Extended Term of this lease shall automatically be extended so long as the cause
or causes for such delays or interruptions continue and such extended term shall
constitute and shall be considered for the purposes of this lease as a part of the
primary term hereof.

6.2 Damages. The Lessee shall not be liable to Lessor in damages for failure to
perform any operation permitted, or required hereunder or to comply with any
covenant, agreement or requirement hereunder during the time Lessee is
prevented by acts beyond its control from complying with such covenants,
agreements or requirements, except for the payments provided herein and in
Section 3 hereof.

7. DEFAULT AND TERMINATION RIGHTS.

7.1 Failure to Perform. This lease shall be subject to all valid federal, state and
local laws, orders, rules and regulations and shall never be forfeited or terminated
for failure of Lessee to perform in whole or in part any of its expressed or implied
covenants, conditions or obligations until it shall have been first finally judicially
determined that such failure exists, and Lessee shall have been given a reasonable
time after such final determination within which to comply with any such
covenants, conditions or obligations and shall have failed to comply.

OIL AND GAS LEASE (PAID-UP)
Rev. 2016-00 Page 4
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7.2

7.3

Retention. In the event Lessee’s rights hereunder shall terminate or be forfeited
for any cause, Lessee shall be entitled to designate and retain the following
acreage around each well producing, being worked on, or drilling:

(A) if drilling or producing units have not been established for the field in
which such acreage is located by order of any State or Governmental
Authority, Lessee shall have the right to designate and retain six hundred
and forty (640) acres around each well producing oil, gas, and associated
substances, each well being worked on, and each well drilling for oil, gas,
and associated substances, each such tract to be in as nearly the form of a
square as possible with the well in as near the center thereof as practicable.

(B)  If drilling or producing units have been established by order of any State
or Governmental Authority, Lessee shall be entitled to retain around each
well so much of the Leased Premises as is included under such order in the
unit on which such well is located.

Cessation and Recommencement of Operations. In the event Lessee shall
cease to conduct continuous operations on the Leased Premises, the rights of
Lessee hereunder shall terminate and be forfeited upon 180 days’ written notice
by Lessor, unless Lessee shall have resumed diligent operations within such 180
days.

LESSEE USE OF PREMISES.

8.1

8.2

Roads. Should Lessee utilize any roads owned by Lessor on the Leased
Premises, Lessee shall utilize such roads in a prudent manner and so as not to
interfere with Lessor’s use thereof and Lessee shall, pay all costs of any
improvements thereto for its usage, said improvements requiring Lessor’s written
consent, and Lessee shall maintain said roads in good condition during such
usage.

Damages and Repairs. Lessee assumes for itself, its agents and invitees, the
liability for prompt payment to Lessor for any and all damages to Lessor’s
property, equipment, timber, water-wells and other improvements located on the
Leased Premises which may be caused by the operations of Lessee, its agents and
invitees on said lands. Lessee will repair all damage to the surface of the Leased
Premises caused by the operations of itself, its agents, and its invitees, and Lessee
shall restore the Leased Premises to a condition as near as reasonably practicable
to its former condition. Lessee shall make a good faith effort to comply with
Lessor’s written request to bury a pipeline to a specified depth if it determines
same to be reasonable.

OIL AND GAS LEASE (PAID-UP)

Rev. 2016-00
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9.

10.

11.

WARRANTY OF TITLE.

9.1  Warranty. Lessor hereby warrants and agrees to defend the title to the Leased
Premises described and agrees that the Lessee, at its option, may pay and
discharge in whole or in part any taxes, mortgages, or other liens existing, levied,
or assessed on or against the Leased Premises and, in event it exercises such
option, it shall be subrogated to the rights of any holder or holders thereof and
may reimburse itself by applying to the discharge of any such mortgage, tax or
other lien, any royalty occurring hereunder. Lessor warrants specifically only such
title to the oil, gas, and associated substances withdrawn from the Leased
Premises as it may have, if any. Lessee’s sole and exclusive remedy shall be for
any monies, royalties or other things of value received by Lessor for or on
account of such oil, gas, and associated substances the title to which shall have
failed.

9.2 Third Party Claims. In the event oil, gas, and associated substances under the
Leased Premises, or any part thereof, or any interest in such oil, gas and
associated substances or in the royalties payable hereunder with respect thereto, is
claimed by others, Lessee shall have the right to withhold without liability for
interest thereon, payment of such royalties to the extent of such claim, or to
deposit in escrow such royalties in a court of competent jurisdiction until final
determination of such claim; provided, however, that Lessor shall have the right,
in case of any such adverse claim and the withholding of such royalties, to
payment of same to it upon furnishing a bond or other security satisfactory to
Lessee as indemnity against such claim until finally determined.

TERMINATION PROVISIONS.

At such time as this lease or any portion thereof expires or is terminated, for any reason
whatsoever, Lessee agrees to furnish Lessor, within sixty (60) days of request, a
Quitclaim Deed or Release covering this lease or any portion of the Leased Premises so
affected in appropriate form and duly executed, in order that the Quitclaim Deed or
Release may be placed on public record. Lessee shall have a reasonable period of time
from the date of said Quitclaim Deed or Release to remove therefrom any property or
fixtures placed by Lessee on abandoned land. Any property or fixtures of Lessee left on
the abandoned land after the appropriate removal date has lapsed shall, at the option of
Lessor, become Lessor’s property and fixtures or be removed from said land at the
direction of Lessor but at the sole expense of Lessee.

NOTICES.

All notices necessary to be given under the terms of this agreement shall be directed as
follows:

Lessor: Kenai Peninsula Borough
144 N. Binkley St.

OIL AND GAS LEASE (PAID-UP)
Rev. 2016-00 Page 6
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12,

13.

Soldotna, AK 99669

Lessee: Hilcorp Alaska, LLC
3800 Centerpoint Dr., Suite 1400
Anchorage, AK 99503
ATTN: Land Manager
Telephone: (907) 777-8300 Fax: (907) 777-8301

or to such other address as each party hereto may designate by written notice to the other
party. Notice shall be deemed given when actually received by the party entitled to notice
or five (5) business days after being sent by certified mail, “return receipt requested,” to
the last known address of the party entitled to notice.

POOLING.

Lessee at its option may pool or combine separate oil, gas, and associated substances in
any part or parts of the Leased Premises with other leased lands to form a drilling unit,
provided that there be no more than six hundred and forty (640) acres for such combined
area, plus a tolerance of 10% thereof, and on each of such unit or units a well (or wells)
has been or may be drilled. Notwithstanding anything to the contrary contained in this
lease, the commencement of operations for the drilling of a well on any such drilling unit
shall have the same force and effect in all respects as the commencement of operations
for the drilling of a well on the Leased Premises hereby leased; and drilling or reworking
operations conducted on any drilling unit or production of oil, gas, and associated
substances anywhere from such drilling unit shall have the same force and effect as
drilling or reworking operations conducted on or production obtained from the Leased
Premises as to the extension of the term of this lease; provided, however, that in lieu of
the royalties elsewhere herein specified, Lessor shall receive from production so pooled
such portion of the royalties stipulated herein as the number of acres of the Leased
Premises included in such unit bears to the total number of acres in such unit; provided,
however, no reduction of shut-in royalties shall be made under this provision.

UNITIZATION.

13.1 Unitization. The Lessee may unitize with others, jointly or separately, in
collectively adopting and operating under a cooperative or unit agreement for the
exploration, development, or operation of the pool, field, or like area or part of the
pool, field, or like area that includes or underlies the Leased Premises or any part
of the Leased Premises.

13.2  Alteration of Lease Terms. With the consent of the Lessee, and if the Leased
Premises is committed to an approved unit agreement, the Lessor herein agrees
that the state may establish, alter, change, or revoke drilling, producing, and

OIL AND GAS LEASE (PAID-UP)
Rev. 2016-00 Page 7
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14.

15.

royalty requirements of this lease as the state determines necessary or
proper. This lease will be extended automatically if all or part of the Leased
Premises is commitied to an approved unit agreement and will remain in effect for
so long as all or part of the Leased Premises remains committed to that unit
agreement.

OFFSET WELLS.

The Lessee shall drill such wells as a reasonable and prudent operator would drill to
protect the Leased Premises from loss by reason of drainage resulting from production on
other land. Without limiting the generality of the foregoing sentence, if oil or gas is
produced in a well on land other than the Leased Premises, and that well is within 500
feet in the case of an oil well or 1,500 feet in the case of a gas well of lands then subject
to this lease, and that well produces oil or gas for a period of 30 consecutive days in
quantities that would appear to a reasonable and prudent operator to be sufficient to
recover ordinary costs of drilling, completing, and producing an additional well in the
same geological structure at an offset location with a reasonable profit to the operator,
and that production from that well is draining this Leased Premises, then the Lessee shall
within 60 days begin in good faith and diligently prosecute drilling operations for an
offset well on the Leased Premises.

DEFINITIONS.

The following words have the following meanings unless the context unavoidably
requires otherwise:

“Associated Substances” means all substances produced as an incident of production of
oil or gas by ordinary production methods and not defined in this lease as oil or gas;

“Drilling” means the act of boring a hole to reach a proposed bottom hole location
through which oil or gas may be produced if encountered in paying quantities, and
include redrilling, sidetracking, deepening, or other means necessary to reach the
proposed bottom hole location, testing, logging, plugging, and other operations necessary
and incidental to the actual boring of the hole;

“Gas” means all natural gas (except helium gas) and all other hydrocarbons produced that
are not defined in this lease as oil, including gas produced from coal formations or seams;

“Qil” means crude petroleum oil and other hydrocarbons, regardless of gravity, that are
produced in liquid form by ordinary production methods, including liquid hydrocarbons
known as distillate or condensate recovered by separation from gas other than at a gas
processing plant;

“Paying Quantities” means quantities sufficient to yield a return in excess of out-of-
pocket operating costs, even if drilling and equipment costs may never be repaid and the

OIL AND GAS LEASE (PAID-UP)
Rev. 2016-00 Page 8
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16.

undertaking considered as a whole may ultimately result in a loss; quantities are
insufficient to yield a return in excess of out-of-pocket operating costs unless those
quantities, not considering the costs of transportation and marketing, will produce
sufficient revenue to induce a prudent operator to produce those quantities.

“Reworking Operations” means all operations designed to secure, restore, or improve
production through some use of a hole previously drilled, including, but not limited to,
mechanical or chemical treatment of any horizon, plugging back to test higher strata, etc.

BINDING AGREEMENT.

This lease states the entire agreement between the parties, and no representation, promise,
verbal or written, on behalf of either party shall be binding unless contained herein. This
agreement shall be binding upon each of the parties who shall execute the same,
regardless of whether or not all of the parties named as Lessor shall execute it. This
agreement may be executed in counterpart form and all counterparts together shall be
considered as one instrument.

IN WITNESS WHEREOF, the parties hereto have caused this Oil and Gas Lease to be executed
the day and year first hereinabove written.

LESSOR(S) LESSEE: HILCORP ALASKA, LLC

Signature: Signature:

Name:
Title:
Date:

Name: Luke Saugier
Title: Senior Vice President

Date:

Signature:

Name:
Title:
Date:

Acknowledgments on Following Pages

OIL AND GAS LEASE (PAID-UP)
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ACKNOWLEDGEMENT OF LESSOR(S)

STATE OF
} ss.
COUNTY OF
The foregoing instrument was acknowledged before me this day of .
2022, by
Notary Public in and for the State of
My commission expires:
STATE OF
) ss.
COUNTY OF
The foregoing instrument was acknowledged before me this day of ,
2022, by
Notary Public in and for the State of
My commission expires:
ACKNOWLEDGEMENT OF LESSEE
STATE OF ALASKA )

) ss.
THIRD JUDICIAL DISTRICT )

The foregoing instrument was acknowledged before me this day of
2022, by Luke Saugier, Senior Vice President of Hilcorp Alaska, LLC, a Delaware limited

liability company, on behalf of the limited liability company.

Notary Public in and for Alaska
My Commission Expires:

OIL AND GAS LEASE (PAID-UP)
Rev. 2016-00 Page 10
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EXHIBIT “A”
OIL AND GAS LEASE
THIS OIL AND GAS LEASE made as of day of , 2022, by and

between Kenai Peninsula Borough, hereinafter called “Lessor”, and Hilcorp Alaska, LLC,
hereinafter called “Lessee”.

LEGAL DESCRIPTION

Township 3 South, Range 14 West, Seward Meridian, Alaska

Section 30: THE NORTH 2/5 OF GOVT LOT 1 LYING EAST OF STERLING
HWY

Containing 7.49 acres, more or less.

OIL AND GAS LEASE (PAID-UP)
Rev. 2016-00 Page 11
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MEMORANDUM OF OIL AND GAS LEASE

This Memorandum of Qil and Gas Lease (“Memorandum™) is executed this day of

, 2022, pursuant to AS 40.17.120 and to the terms of that certain Oil and

Gas Lease (“Lease™) between the Parties.

1.

Names and Addresses of the Parties:

Lessor: Kenai Peninsula Borough, whose address is 144 N. Binkley St., Soldotna, AK
99669.

Lessee: Hilcorp Alaska, LLC, whose address is 3800 Centerpoint Drive, Suite 1400,
Anchorage, AK 99503.

Effective Date of the Lease: , 2022,

Description of the Real Property Leased (“Leased Premises”): See Exhibit A, attached
hereto.

Rights Granted in the Lease: Lessor does grant, demise, lease, and let unto Lessee, and Lessee
does hereby lease from Lessor, for the sum of Ten Dollars ($10.00), and other good and valuable
consideration for the Lease covering the Leased Premises, for the purposes of conducting oil and gas
operations as provided in the Lease.

Term of the Lease: The primary term of the Lease commences the Effective Date of the
Lease and expires after a primary term of five (5) years, unless extended as provided in the
Lease.

Extension of Lease Term: The term of the lease may be automatically extended pursuant to
the terms of the Lease upon the following conditions, all as further described in the Lease: (a)
Production of hydrocarbons in paying quantities from the Leased Premises or a portion
thereof; (b) Unitization or pooling of the Leased Premises or a portion thereof; (¢) Drilling or
reworking operations for hydrocarbons on any part of the Leased Premises; (d) Payment by
Lessee of shut-in royalty payments; (¢) Force Majeure as defined in the Lease; and (f) the
Lessee exercises its option to extend the Lease for an additional FIVE (5) years.

Approval and Consent to Join a Pool or Unit Agreement: Lessor approves consents and
allows the Lessee to pool or combine separate oil, gas, and associated substances in any part
or parts of the Leased Premises with other leased lands to form a drilling unit, and or to
unitize with others, jointly or separately, in collectively adopting and operating under a
cooperative or unit agreement, without further approval from Lessor.

Memorandum of Oil and Gas Lease
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All the terms, conditions, provisions, and covenants of the Lease are incorporated in this
Memorandum by reference. In the event of any inconsistency between the provisions of this
Memorandum and those of the Lease, the provisions of the Lease shall control.

IN WITNESS WHEREOF, the Parties have caused this Memorandum to be executed the day
and year first herein above written.

LESSOR(S) LESSEE: HILCORP ALASKA, LLC
Signature:
By:
Name: Name: Luke Saugier
Title: Title: Senior Vice President
Date: Date:
Signature:
Name:
Title:
Date:

Acknowledgments on Following Pages

Memorandum of Oil and Gas Lease
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ACKNOWLEDGEMENT OF LESSOR

STATE OF
} ss.
COUNTY OF
The foregoing instrument was acknowledged before me this day of
2022, by
Notary Public in and for the State of
My commission expires:
ACKNOWLEDGEMENT OF LESSEE
STATE OF ALASKA )

) ss.
THIRD JUDICIAL DISTRICT )

The foregoing instrument was acknowledged before me this day of

2022, by Luke Saugier, Senior Vice President of Hilcorp Alaska, LLC, a Delaware limited
liability company, on behalf of the limited liability company.

Notary Public in and for Alaska
My Commission Expires:

(continued on next page)

Memorandum of Oil and Gas Lease
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EXHIBIT A
MEMORANDUM OF OIL AND GAS LEASE

Description of the Real Property Leased (“Leased Premises”)
THIS MEMORANDUM OF OIL AND GAS LEASE made as of day of

2022, by and between Kenai Peninsula Borough, hereinafter called “Lessor”, and Hilcorp
Alaska, LLC, hereinafter called “Lessee”.

LEGAL DESCRIPTION

Township 3 South, Range 14 West, Seward Meridian, Alaska

Section 30: THE NORTH 2 5 OF GOVT LOT 1 LYING EAST OF STERLING
HWY

Containing 7.49 acres, more or less.

Record in the Homer Recording District
After Recording Return To:

Hilcorp Alaska, LLC

3800 Centerpoint Drive, Suite 1400
Anchorage, Alaska 99503

Attn: Land Manager

Memorandum of Oil and Gas L.ease
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