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Page 2 of 2 CSSSSB 430(RLS)
Fiscal Note Analysis

* T h i s  r e v i s i o n ,  r e q u e s t e d  b y  the H o u s e  F i n a n c e  C o m m i t t e e ,  is n e c e s s a r y  

t o  i n c o r p o r a t e  a w e l l h e a d  o i l  p r i c e  of  $1 p e r  b a r r e l  (versus $ 5 . 4 5  p e r  

barre l) to r e f l e c t  f u r t h e r  d e t e r i o r a t i o n  in  c r u d e  o i l  p r i c e s  t h a t  has 

o c c u r r e d  re c e n t l y .  T h e  r e v i s i o n  a l s o  d i s p l a y s  the n u m b e r s  b y  f is c a l  

year, r a t h e r  than  b y  c a l e n d a r  year.

T h e  p r o j e c t e d  $1 p e r  b a r r e l  w e l l h e a d  v a l u e  r e f l e c t s  a  W e s t  C o a s t  sa les  

p r i c e  o f  a b o u t  $12 p e r  b a r r e l ,  a n d  is b a s e d  o n  C o n o c o ' s  e s t i m a t e d  co st s 

a n d  s a l e s  p r i c e s  i n  the m o n t h  o f  Ap r i l ,  1986.

T h e  l o s s e s  s h o w n  a s s u m e  a r o y a l t y  r e d u c t i o n  f r o m  20 p e r c e n t  to 12h  
p e r c e n t  for  l e a s e s  in the M i l n e  P o i n t  U n i t  t h a t  c u r r e n t l y  h a v e  a 20 

p e r c e n t  ro ya lt y.  T h i s  w o u l d  a f f e c t  82 p e r c e n t  o f  M i l n e  P o i n t  U n i t  

p r o d u c t i o n .  T h e  r e m a i n i n g  18 p e r c e n t  of p r o d u c t i o n  c o m e s  f r o m  le as e s  

t h a t  a l r e a d y  h a v e  a 12*5 p e r c e n t  r oyalty.
W i t h o u t  a r o y a l t y  r e d u c t i o n  i t  is l i k e l y  t h a t  p r o d u c t i o n  f r o m  the u n i t  

w i l l  be  s h u t  in if c r u d e  p r i c e s  r e m a i n  at c u r r e n t  l ev e l s  f or  an e x t e n d e d  

p e r i o d .  A  r o y a l t y  r e d u c t i o n  w o u l d  p r o v i d e  an  i n c e n t i v e  to e v e n t u a l l y  

d e v e l o p  a n d  p r o d u c e  a d d i t i o n a l  oil  r e s e r v e s  (the " S h a l l o w  Sands") in the 
u n i t  area.

I t  is a s s u m e d  t h a t  a r o y a l t y  r e d u c t i o n  w o u l d  t a k e  e f f e c t  J u n e  1, 1986. 

T h e  F Y 8 6  f i g u r e  r e f l e c t s  a s i n g l e  m o n t h  effect.



O r i g i n a l  s p o nsor: F a h r e n k a m p

%

IN  T H E  S E N A T E  B Y  T H E  R E S O U R C E S  C O M M I T T E E

H O U S E  CS  F O R  CS F O R  S P O N S O R  S U B S T I T U T E  F O R  S E N A T E  B I L L  NO. 4 30 ( R e s o u r c e s )  

I N  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A  

F O U R T E E N T H  L E G I S L A T U R E  - S E C O N D  S E S S I O N  

A  B I L L

F o r  a n  A c t  e n t i t l e d :  " A n  A c t  r e l a t i n g  to t h e  r e d u c t i o n  o r  r e v o c a t i o n  by

t h e  c o m m i s s i o n e r  of  t h e  D e p a r t m e n t  of N a t u r a l  R e ­

so u r c e s  o f  o i l  o r  g a s  r o y a l t y  o b l i g a t i o n  i n c r e a s e s  

m a d e  i n  c o n n e c t i o n  w i t h  t h e  i n s t i t u t i o n  o r  o p e r a t i o n  

o f  a c o o p e r a t i v e  o r  u n i t  p l a n ;  a n d  p r o v i d i n g  f o r  a n  

e f f e c t i v e  d a t e . "

B E  IT E N A C T E D  B Y  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A :

*  S e c t i o n  1. A S  3 8 . 0 5 . 1 8 0 (p) is a m e n d e d  to read:

(p) To c o n s e r v e  the n a t u r a l  r e s o u r c e s  of  a ll o r  a p a r t  of  a n  o il

o r  gas p o o l ,  field, or  l i k e  o r ea, t he l e s s e e s  a n d  t h e i r  r e p r e s e n t a­

ti v e s  m a y  u n i t e  w i t h  e a c h  o t h e r ,  cr  j o i n t l y  o r  s e p a r a t e l y  w i t h  o t h e r s ,  

i n  c o l l e c t i v e l y  a d o p t i n g  o r  o p e r a t i n g  u n d e r  a c o o p e r a t i v e  o r  a u n i t  

p l a n  of  d e v e l o p m e n t  or  o p e r a t i o n  of  t h e  p o o l ,  field, o r  l i k e  a r ea, or 

a p a r t  of  it, w h e n  d e t e r m i n e d  a n d  c e r t i f i e d  b y  t h e  c o m m i s s i o n e r  tc, be 

n e c e s s a r y  o r  a d v i s a b l e  in  the p u b l i c  i n t e r e s t .  T h e  c o m m i s s i o n e r  may, 

w i t h  the c o n s e n t  of  the h o l d e r s  of l e a s e s  i n v o l v e d ,  e s t a b l i s h ,  change, 

o r  r e v o k e  d r i l l i n g ,  p r o d u c i n g ,  a n d  r o y a l t y  r e q u i r e m e n t s  of t he l e ases 

a n d  a d o p t  r e g u l a t i o n s  w i t h  r e f e r e n c e  to t h e  l e a ses, w i t h  lik e  c o n s e n t

o n  t he p a r t  o f  the l e s s e e s ,  i n  c o n n e c t i o n  w i t h  t he i n s t i t u t i o n  an d
i

o p e r a t i o n  of  a c o o p e r a t i v e  o r  u n i t  p l a n  as t he c o m m i s s i o n e r  d e t e r m i n e s

n e c e s s a r y  o r  p r o p e r  to s e c u r e  t h e  p r o p e r  p r o t e c t i o n  of t h e  p u b l i c

i n t e r e s t .  T h e  c o m m i s s i o n e r  m a y  r e q u i r e  o i l  a n d  g as l e a s e s  i s s u e d  

u n d e r  t h i s  s e c t i o n  to c o n t a i n  a  p r o v i s i o n  r e q u i r i n g  t he l e s s e e  to 

o p e r a t e  u n d e r  a  r e a s o n a b l e  c o o p e r a t i v e  o r  u n i t  p l a n ,  a n d  m a y  p r e s c r i b e

I
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R e f e r r e d :  F i n a n c e
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I

1 a p l a n  u n d e r  w h i c h  t he l e s s e e  m u s t  o p e r a t e .  T h e  p l a n  m u s t  a d e q u a t e l y

2 p r o t e c t  a ll p a r t i e s  in  i n t e r e s t ,  i n c l u d i n g  the state. N o t w i t h s t a n d i n g

3 (j) of  t h i s  s e c t i o n ,  t h e  c o m m i s s i o n e r  m a y  r e d u c e  o r  r e v o k e  a r o y a l t y

4 o b l i g a t i o n  i n c r e a s e  t h a t  w a s  m a d e  b y  t he c o m m i s s i o n e r  i n  c o n n e c t i o n

5 w i t h  t h e  i n s t i t u t i o n  o r  o p e r a t i o n  o f  a c o o p e r a t i v e  o r  u n i t  p l a n ,  if

6 th e  c o m m i s s i o n e r  d e t e r m i n e s  t h a t  t h e  p u b l i c  i n t e r e s t  w a r r a n t s  th e

7 r e d u c t i o n  o r  r e v o c a t i o n .  I f  t h e  c o m m i s s i o n e r  r e d u c e s  o r  r e v o k e s  a

8 r o y a l t y  o b l i g a t i o n  i n c r e a s e ,  t h e  c o m m i s s i o n e r  s h a l l  i n c l u d e  a m e c h a -

9 n i s m  to r a i s e  t h e  r o y a l t y  to a  l e v e l  n ot e x c e e d i n g  i ts f o r m e r  l e v e l  in

10 t h e  e v e n t  t h a t  the l e s s e e’s m a r k e t  c o n d i t i o n s  i m p r o v e  or  if the

11 p r o f i t a b i l i t y  of a l e s s e e ' s  o p e r a t i o n  i n c r e a s e s  to a s p e c i f i e d  level.

12 A s  a c o n d i t i o n  of t he r e d u c t i o n  o r  r e v o c a t i o n  o f a r o y a l t y  o b l i g a t i o n ,

13 t he c o m m i s s i o n e r  s h a l l  r e q u i r e  t he l e s s e e  to c o m p l y  w i t h  a l l  v a l i d  a n d

14 a p p l i c a b l e  laws a n d  r e g u l a t i o n s  of  t h e  s t a t e

15 (1) tha t  c o n c e r n  t h e  h i r i n g  of s t a t e  r e s i d e n t s ;  and

16 (2) t h a t  a re i n  e f f e c t  o r  take e f f e c t  d u r i n g  t h e  t e r m  of

17 t h e  lease.

18 * Sec. 2. T h i s  A c t  t a k e s  e f f e c t  i m m e d i a t e l y  in a c c o r d a n c e  w i t h  A S  01.-

19 1 0 . 0 7 0 ( c ) .

HCS CSSSSB 430(Res) -2-



o

NORTH SLOPE PRODUCTION AND THE ELF

-~IELD PRUDHOE BAY KUPARUK MILNE POINT LISBURNE

Wellhead price at 
which field becomes 
sensitive to ELF

$1.30 or less/bbl $3.67 or less/bbl 
(PEL = 300 at 3.61 WH)

$4.86 or less/bbl 
(PEL = 300 at $4.85 WH)

$4.91 or less/bbl 
(PEL = 300 at $4.90 VH)

Sales price/value at 
which ELF reaches .7
West Coast 
Gulf

7.05 WC 
9.55 Gulf

Approx 10.62 WC 
13.12 Gulf

Approx 13.72 WC 
16.22 Gulf

Approx 10.66 WC 
13.16 Gulf

Sales price/value at 
which ELF reaches 0

Below $1.00 at WH Below $1.20 at WH Below $1.50 at WH Below $1.50 at UH

West coast 
Gulf

6.75 WC 
9.25 Gulf

8.15 WC 
10.65 Gulf

10.36 WC 
12.86 Gulf

7.25 WC 
9.75 Gulf

Basis for calculation 
of current direct 
operating costs (PEL)

300 bbIs/day 300 bbls/day 300 bbls/day 300 bbls/day

Time period for 
filing PEL adjustment 
hearing request

Before Feb. 15, 1987 Before Feb. 15, 1987
(1) Within first 6 
months of production 
(by May 2, 1986)

(or)
(2) by Feb. 15, 1987

(1) Within first 6 
months of production 
(Scheduled to begin 
Dec. 1986 or Jan. 1987)

(or)
(2) Feb. 15, 1987, 
whichever is later

Time period 
when new ELF 
would apply

1907 1987
(1) Retroactive to 
beginning of production

(or)
(2) 1987, depending on 
time of request

(1) Retroactive to begin­
ning of production

(or)
(2) 1987

Percentage of North 
Slope production:
w/o Lisburne 
with Lisburne

85.31
83.61

13.6%
13.3%

1. 1%1. 1% N/A2 .0%

Percentage of 
expected severance 
tax for FY 07 (based 
on March forecast) 
and dollar value

92%
$708.9 million

6%
$46.2 million

1%
$7.7 million

1%
$7.7 million

Percentage of expected 
severance tax for 
FY 88 (based on 
March forecast) and 
dollar value

89.4%
$476.5 million

7.1%
$37.8 million

1.3%
$6.9 million

2 .2%
$11.7 million



NORTH SLOPE PRODUCTION AND THE ELF

: IELD PRUDHOE BAY KUPARUK MILNE POINT LISBURNE

Wellhead price at 
which field become* 
sensitive to ELF

i/1.30 or less/bbl $3.67 or less/bbl 
(PEL = 300 at 3.61 WH)

$4.86 or less/bbl 
(PEL = 300 at $4.85 WH)

$4.91 or less/bbl 
(PEL = 300 at $4.90 WH)

Sales price/value at 
which ELF reaches .7

- .

Nest Coast 
Gulf

7.05 WC 
9.55 Gulf

Approx 10.62 WC 
13.12 Gulf

Approx 13.72 WC 
16.22 Gulf

Approx 10.66 WC 
13.16 Gulf

Sales price/value at 
which ELF reaches 0

Below $1.00 at UH Below $1.20 at WH Below $1.50 at WH Below $1.50 at Mi

West coast 
Gulf

6.75 WC 
9.25 Gulf

8.15 WC 
10.65 Gulf

10.36 WC 
12.86 Gulf

7.25 WC 
9.75 Gulf

Basis fo? calculation 
of current direct 
operating costs (PEL)

300 bbls/day 300 bbls/day 300 bbls/day 300 bbls/day

Time period for 
filing PEL adjustment 
hearing request

Before Feb. 15, 1987 Before Feb. 15, 1987
(1) Within first 6 
months of production 
(by May 2, 1986)

(or)
(2) by Feb. 15, 1987

(1) Within first 6 
months of production 
(Scheduled to begin 
Dec. 1986 or Jan. 1987)

(or)
(2) Feb. 15, 1987, 
whichever is later

Time period 
when new ELF 
would apply

1987 1987
(1) Retroactive to 
beginning of production

(or)
(2) 1987, depending on 
time of request

(1) Retroactive to begin­
ning of production

(or)
(2) 1987

Percentage of North 
Slope production:
w/o Lisburne 
with Lisburne

85.31
83.61

13.61
13.31

1.11
1.11

N/A
2.01

Percentage of 
expected severance 
tax for FY 07 (based 
on March forecast) 
and dollar value

921
$708.9 million

61
$46.2 million

11

$7.7 million
11

$7.7 million

Percentage of expected 
severance tax for 
FY 88 (based on 
March forecast) and 
dollar value

89.41
$<176.5 million

7.11
$37.8 million

1.31
$6.9 million

2.21

$11.7 million
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TRAVEL 
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A t t a c h m e n t  F i s c a l  N o t e  f o r  SSSB 430

T h i s  a m e n d e d  f i s c a l  n o t e  i s  n e c e s s a r y  b e c a u s e  CONOCO l a s t  w e e k
r e v i s e d  d o w n w a r d  t h e i r  p r o j e c t e d  r a t e  o f  p r o d u c t i o n .  T h i s  f i s c a l  
i m p a c t  ( R e v e n u e )  i s  e s t i m a t e d  o n  t h e  b a s i s  o f  s e v e r a l  a s s u m p t i o n s :

. . .  T h e  b i l l  w o u l d  a f f e c t  o n l y  M i l n e  P o i n t  u n i t  p r o d u c t i o n ;

. . .  M i l n e  P o i n t  U n i t  p r o d u c t i o n  a t :

1 9 8 6  1 8 , 5 0 0  b p d
1 9 8 7  1 7 , 6 0 0  b p d
1 9 8 8  1 5 , 5 0 0  b p d
1 9 8 9  1 3 , 6 0 0  b p d
1 9 9 0  1 1 , 9 0 0  b p d

. , 7 " R o y a l t y  r e d u c t i o n  f r o m  20'§5 t o  1 2 .5 %  u n d e r  SSSB 4 3 0 ;

. . .  W e l l h e a d  p r i c e  i s  a s s u m e d  t o  b e  $ 5 . 4 5 / b a r r e l
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H O U S E  F I N A N C E  C O M M I T T E E
M a y  1, 1986

C h a i r m a n  
A d a m s :

U n k n o w n :

C o t t e n :

V a n  D y k e :

Cotten: 

Van Dyke:

Chairman: 

Van Dyke: 

Chairman: 

Cotten:

Van Dyke:

T h e  l a s t  b i l l  w e  h a v e  b e f o r e  u s  t o d a y  i s  S e n a t e  
B i l l  4 3 0 .  We h a v e  h a d  t h a t  o n e  u p  i n  t h e  p a s t .  
We a r e  s u p p o s e d  t o  h a v e  a  n e w  f i s c a l  n o t e  o n  t h a t .  
O k a y ,  I  t h i n k  y o u  a l l  h a v e  t h e  n e w  f i s c a l  n o t e  i n  
h e r e .  T h e r e  s h o u l d  b e  a  n e w  f i s c a l  n o t e  i n  h e r e  
s o m e w h e r e .

Y e a h ,  i t ' s  i n  h e r e .

T h e  o n e  d a t e d  4 / 3 0 / 8 6 .  Y e s ,  y o u  d o  h a v e  o n e  
t h a t ' s  b e f o r e  y o u  a n d  w e  h a v e  t o  e x p l a i n  t h e  
f i s c a l  n o t e .  We j u s t  r e c e i v e d  t h i s .  I  u n d e r s t a n d  
t h e r e  a r e  s o m e  e r r o r s  i n  t h i s  o n e .  W as a n y b o d y  
h e r e .  Y o u ,  s i r ?

M y  n a m e  i s  B i l l  V a n  D y k e .  I  w o r k  f o r  t h e  D e p a r t ­
m e n t  o f  N a t u r a l  R e s o u r c e s .  T h e  f i s c a l  n o t e  p a s s e d  
o u t  t h i s  m o r n i n g  d a t e d  4 / 3 0 / 8 6  i n  t h e  b o t t o m  r i g h t -  
h a n d  c o r n e r .  T h e  d e c i m a l  p o i n t  o n  t h e  r e v e n u e  
l i n e  n e e d s  t o  b e  m o v e d  o n e  p o i n t  t o  t h e  l e f t ,  s o  
t h e  f i s c a l  i m p a c t  i s  s m a l l e r  t h a n  w h a t  i s  s h o w n  o n  
t h e  b i l l .

S o  w h a t  w e ' r e  d o i n g  h e r e ,  i n s t e a d  o f  3 4 0 , 0 0 0 ,  
l e t ' s  s t a r t  w i t h  F Y  8 6 ,  i t  s h o u l d  b e  3 4 , 0 0 0  a n d  
d o  t h a t  f o r  e a c h  y e a r .  S o  j u s t  m o v e  i t  o v e r .

T h i s  f i s c a l  n o t e  w a s  p r e p a r e d  a t  t h e  r e q u e s t  o f  
t h e  C o m m i t t e e .  I t  r e f l e c t s  f i s c a l  i m p a c t  o f  t h e  
w e l l - h e a d  v a l u e  a t  M i l n e  P o i n t  w a s  $ 1  p e r  b a r r e l .  
T h e  p r e v i o u s  f i s c a l  n o t e  h a d  b e e n  p r e p a r e d  a t  a  
$ 5 . 4 5  w e l l - h e a d  v a l u e .  We w i l l  p r e p a r e  a r e v i s e d  
f i s c a l  n o t e  w i t h  [ i n d i s c e r n i b l e ] .

W h e n  w i l l  y o u  p r e p a r e  t h a t  r e v i s e d  f i s c a l  n o t e ?

We'll prepare that this afternoon.

Representative Cotten?

I  d i d n ' t  r e a l l y  h a v e  a n y t h i n g  e l s e .  T h a t ' s ,  I  
t h i n k ,  t h a t  t h e  d i r e c t o r  t e s t i f i e d  t h a t  t h e  w e l l ­
h e a d  v a l u e  w a s  a p p r o x i m a t e l y  $ 1  t o d a y  a n d  t h a t  w a s  
w h y  w e  w a n t e d  t o  s e e  a  f i s c a l  n o t e  t h a t  r e f l e c t e d  
c u r r e n t  l e v e l s .

A t  C o n o c o  w e  h a v e n ' t  s e e n  t h e  A p r i l  w e l l - h e a d  
v a l u e s  b e c a u s e  t h e  r e p o r t s  h a v e n ' t  b e e n  f i l e d  y e t ;  
b u t  w e  b e l i e v e  t h e  e s t i m a t e  i s  a b o u t  $ 1  f o r  t h e  
m o n t h  o f  A p r i l .



I

C o t t e n : 

C h a i r m a n :

V a n  D y k e : 

C h a i r m a n : 

C o t t e n :  

C h a i r m a n :  

M o n k m a n : 

C h a i r m a n :

M o n k m a n :

W r i g h t :

C h a i r m a n : 

M o n k m a n :

T h e  o n l y  o t h e r  q u e s t i o n  I  h a v e ,  a n o t h e r  q u e s t i o n  
f o r  C o n o c o  a n d  f o r  t h e  D e p a r t m e n t  o f  R e v e n u e .

D o e s  a n y b o d y  h a v e  a n y  q u e s t i o n s  r e g a r d i n g  t h e  f i s ­
c a l  n o t e  t h a t  t h e  D e p a r t m e n t  o f  R e v e n u e  h a s  s u b ­
m i t t e d  t o  t h e  C o m m i t t e e .  T h a n k  y o u ,  s i r .

T h a n k  y o u ,  M r .  C h a i r m a n .

R e p r e s e n t a t i v e  C o t t e n ,  y o u r  r e q u e s t .

T h e  D e p a r t m e n t  o f  R e v e n u e  f o l k s .

V i n c e ,  w h o e v e r ,  c o m e  o n  u p .  B o t h  o f  y o u .

T h a n k  y o u  M r .  C h a i r m a n .

W o u l d  y o u  b o t h  s t a t e  y o u r  n a m e  f o r  t h e  r e c o r d  
p l e a s e .

M y  n a m e  i s  D i c k  M o n k m a n .  I  am t h e  d e p u t y  c o m m i s ­
s i o n e r  f o r  t a x a t i o n  f o r  t h e  D e p a r t m e n t  o f  R e v e n u e .  
V i n c e .

I ' m  V i n c e n t  W r i g h t ,  c h i e f  o f  r e s e a r c h  f o r  t h e  
D e p a r t m e n t  o f  R e v e n u e .

G o  a h e a d  w i t h  y o u r  t e s t i m o n y  p l e a s e .

O u r  t e s t i m o n y  i s  f a i r l y  b r i e f .  We h a v e  b e e n  r e ­
q u e s t e d  t o  c o m e  b e f o r e  t h e  C o m m i t t e e  b y  R e p r e s e n t a ­
t i v e  C o t t e n  t o  a d d r e s s  t h e  i s s u e  o f  s e v e r a n c e  
t a x e s  o n  t h e  M i l n e  P o i n t  l e a s e  p r o p e r t i e s .  I t ' s ,  
I  t h i n k ,  g e n e r a l l y  a s s u m e d  t h a t  t h e  s e v e r a n c e  
t a x e s ,  t h a t  i s  t h e  o n e - t i m e  t a x  f o r  t h e  r e m o v a l  o f  
a  n o n - r e n e w a b l e  r e s o u r c e ,  o i l ,  h a s  a  f i x e d  f l o o r  
o f  $ . 8 0  p e r  b a r r e l .  I n  f a c t ,  t h e  s e v e r a n c e  t a x  
f l o o r  i s  m o r e  l i k e  a  t r a p  d o o r  b e c a u s e  i t ' s  m u l t i ­
p l i e d  a g a i n s t  t h e  e c o n o m i c  l i m i t  f a c t o r ,  t h e  e l f  
f a c t o r .  T h e  e l f  f a c t o r  i s  c o m m o n l y  a s s u m e d  t o  b e  a  
f a c t o r  w h i c h  i s  m u l t i p l i e d  a g a i n s t  a  t a x  l i a b i l i t y  
t o  e n c o u r a g e  p r o d u c t i o n  f r o m  t h e  d e p l e t i n g  o i l  
f i e l d s ,  t h a t  i s ,  t o  e n c o u r a g e  o i l  c o m p a n i e s  t o  
c o n t i n u e  t o  p u m p  o i l  e v e n  a s  t h e  c o s t s  r i s e  b e c a u s e  
t h e  v o l u m e  o f  o i l  i s  r u n n i n g  l o w .  T h e  w a y  t h e  
s t a t u t e  w o r k s  t h o u g h ,  t h e  e l f  f a c t o r  a l s o  c o m e s  i n t o  
p l a y  w h e n  t h e  p r i c e  d e c l i n e s  o n  o i l  a n d  w i t h  t h e  
p r e s e n t  p r i c e  d e c l i n e ,  w e  a r e  s e e i n g  t h a t  t h e
e c o n o m i c  l i m i t  f a c t o r  h a s  a  p o t e n t i a l  o f  c u t t i n g  
s e v e r a n c e  t a x e s  f r o m  M i l n e  P o i n t  a s  w e l l  a s ,
p o t e n t i a l l y ,  s o m e  o f  t h e  o t h e r  f i e l d s  o n  t h e  N o r t h  
S l o p e .  A s  i t  h a p p e n s ,  a s  y o u  k n o w ,  I ' m  s u r e  t h e  
C o m m i t t e e  m e m b e r s  k n o w ,  w e  a r e  l i m i t e d  i n  w h a t  w e
c a n  t e l l  t h e  C o m m i t t e e  a s  t o  t h e  p a r t i c u l a r s  o f
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a n y  t a x p a y e r s  i n c o m e  t a x  r e t u r n s  o r  a n y  p a r t i c u l a r s  
o f  t h e i r  b u s i n e s s  w h i c h  a r e  d i s c l o s e d  i n  t h e i r  
i n c o m e  t a x e s ;  h o w e v e r ,  t h e  A t t o r n e y  G e n e r a l ' s  
o f f i c e  h a s  a s s u r e d  me t h a t  w e  a r e  p e r m i t t e d  t o  
t e l l  y o u  t h a t  t h e  p r o d u c e r s  o f  o i l  a t  M i l n e  P o i n t  
h a v e  c o m e  i n  a n d  r e q u e s t e d  h e a r i n g s  u n d e r  t h e  
s t a t u t e  t o  a p p l y  t h e  e c o n o m i c  l i m i t  f a c t o r  t o  t h e i r  
p r o d u c t i o n  o f  o i l  a t  M i l n e  P o i n t .  T h e  o f f i c e  o f  
M a n a g e m e n t  a n d  B u d g e t  h a s  e s t i m a t e d ,  a n d  M r .  
E r i c k s o n  i s  h e r e  t o d a y ,  t h a t  s h o u l d  t h e  p r o d u c e r s  
c o m e  i n  a n d  m a k e  t h e i r  c a s e  t h a t  t h e  e c o n o m i c  
l i m i t  f a c t o r  s h o u l d  b e  a p p l i e d  a t  p r e s e n t  p r i c e s ,  
t h e  f i s c a l  i m p a c t  o n  t h e  s e v e r a n c e  t a x e s  w i l l  b e  
a b o u t  $ 1 1  m i l l i o n  o v e r  t h e  n e x t  t w e l v e  m o n t h s .  
B a s i c a l l y  i f  t h e  w e l l - h e a d  p r i c e  i s  $ 1 ,  a s  w e  j u s t  
h e a r d  a n d  t h a t ' s  t h e  f i r s t  t 4.me I  h a v e  h e a r d  
t h a t ,  t h e  e c o n o m i c  l i m i t  f a c t o r  i s  g o i n g  t o  b e  z e r o .  
T h e r e  w i l l  b e  n o  s e v e r a n c e  t a x e s  f r o m  M i l n e  P o i n t  
o n  t h e  o i l  t h a t  i s  p r o d u c e d  t h e r e .  T h e y  c a n  
p r o d u c e  f u l l  t i l t .  T h e y  w i l l  n o t  b e  p a y i n g  a n y  
s e v e r a n c e  t a x e s  i f  t h a t  i s  t h e  c a s e  a s  w e  j u s t  
h e a r d .  I  d i d  g i v e  R e p r e s e n t a t i v e  C o t t e n  a  c h a r t  
y e s t e r d a y .  I  d o n ' t  k n o w  i f  t h a t  h a s  b e e n  p a s s e d  
o u t  t o  t h e  m e m b e r s  o f  t h e  C o m m i t t e e ;  h o w e v e r ,  I  
b r o u g h t  s o m e  e x t r a  c o p i e s  j u s t  i n  c a s e .  T h i s  i s  a  
c h a r t  w h i c h  w a s  a c t u a l l y  p r e p a r e d  o r i g i n a l l y ,  a n d  
t h e n  c h e c k e d  b y  o u r  p e o p l e ,  b u t  p r e p a r e d  b y  M a r y  
H a l l o r a n  w h o  w o r k s  f o r  R e p r e s e n t a t i v e  G r u s s e n d o r f ,  
u s i n g  f i g u r e s  w h i c h  c o m e  f r o m  t h e  t r a d e  p r e s s ,  
e s t i m a t e s  o f  p r o d u c t i o n  c o s t s ,  e s t i m a t e s  o f
s e v e r a n c e  t a x  l i a b i l i t y  o f  w h e n  t h e  e l f  w o u l d  
i m p a c t  o n  t h e  v a r i o u s  f i e l d s .  T h e  e l f  i s  a  f a i r l y  
c o m p l i c a t e d  f o r m u l a  b u t  t o  s i m p l i f y  m a t t e r s  w e  
h a v e  g o n e  o v e r  t h i s  c h a r t  a n d  I  t h i n k  i t  w i l l  g i v e  
t h e  C o m m i t t e e  a  r o u g h  i d e a  o f  w h a t  h a p p e n s  a s  o i l
p r i c e s  d e c l i n e .  T h e  f i r s t  l i n e  i s  t h e  w e l l - h e a d
p r i c e  a t  w h e r e  t h e  f i e l d  b e c o m e s  s e n s i t i v e  t o  t h e  
e c o n o m i c  l i m i t  f a c t o r .  T h a t  i s  u n t i l  t h e  w e l l ­
h e a d  p r i c e  r e a c h e s  t h e s e  l e v e l s ,  t h e  e c o n o m i c
l i m i t  f a c t o r  i s  n o t  a p p l i e d .  A s  y o u  c a n  s e e  u n d e r  
M i l n e  P o i n t ,  t h e  e c o n o m i c  l i m i t  f a c t o r  s t a r t s  
a p p l y i n g  a t  a b o u t  $ 4 . 8 6  a  w e l l - h e a d  p r i c e .  W e ' v e  
h e a r d  t o d a y  t h a t  t h e  p r i c e  i s  $ 1 ,  s o  i t ' s  o b v i o u s  
t h a t  i t  w o u l d  b e  a p p l y i n g  t h e r e .  F o r  K u p a r u k  i t ' s  
$ 3 . 6 7  o r  l e s s  a  b a r r e l ;  f o r  P r u d h o e  B a y  i t ' s  $ 1 . 3 0  
a  b a r r e l .  T h e  d i f f e r e n c e  i n  t h e s e  p r i c e s  i s  
b e c a u s e  o f  t h e  d i f f e r e n c e  i n  t h e  c o s t  o f  p r o d u c t i o n  
i n  o i l  f r o m  t h e  v a r i o u s  f i e l d s  a n d  t h e  d i f f e r e n c e  
i n  t h e  c o s t  o f  t r a n s p o r t a t i o n  o f  o i l  f r o m  t h e  f i e l d s  
t o  t h e  T r a n s - A l a s k a  P i p e l i n e  s y s t e m .  W h e n  t h e  e l f  
r e a c h e s  . 7  i s  w h e n  i t  a c t u a l l y  b e g i n s  o p e r a t i n g .  
T h a t ' s  w h e n  t h e  o i l  c o m p a n i e s  c a n  c o m e  i n  a n d  s a y  
w e  w a n t  y o u  t o  a p p l y  t h e  e l f  a g a i n s t  o u r  s e v e r a n c e  
t a x e s . F o r  P r u d h o e  B a y  t h a t  p o i n t  c o m e s  w h e n  t h e
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C h a i r m a n : 

C o t t e n :

M o n k m a n :

p r i c e  o f  o i l  i s  $ 7 . 0 5  o n  t h e  W e s t  C o a s t .  F o r
M i l n e  P o i n t ,  y o u ' l l  n o t i c e  t h i s  i s  t h e  s e c o n d  
l i n e ,  t h a t  f i g u r e  w e  h i t  t h e  . 7  w h e n  o i l  i s  a t  
$ 1 3 . 7 2  o n  t h e  W e s t  C o a s t .  I ' m  s u r e  y o u  a r e  a l l
f a m i l i a r  t h a t  t h e  S o h i o  p o s t e d  p r i c e  r i g h t  n o w  i s
$ 1 1 . 5 0  o n  t h e  W e s t  C o a s t .  T h e  t h i r d  l i n e  i s ,  I
t h i n k ,  t h e  m o s t  c r u c i a l  l i n e  a s  f a r  a s  t h e  s e v e r a n c e  
t a x  i s  c o n c e r n e d .  W h e n  t h e  e l f  r e a c h e s  z e r o  w e  
e s s e n t i a l l y  l o s e  a l l  s e v e r a n c e  t a x e s  f r o m  t h e  o i l  
f i e l d .  T h e r e  w o u l d  b e  n o  s e v e r a n c e  t a x e s  f r o m  t h e  
o i l  f i e l d  w h e n  t h e  e l f  r e a c h e s  z e r o .  T h e  c a l c u l a ­
t i o n s  w e  h a d  f o r  M i l n e  P o i n t  a r e  b e l o w  $ 1 . 5 0  a t  
t h e  w e l l h e a d  w h i c h  w e  e s t i m a t e d  t o  b e  $ 1 0 . 3 6  o n  
t h e  W e s t  C o a s t .  N o w  i f  t h e  w e l l - h e a d  p r i c e  r i g h t  
n o w  a t  M i l n e  P o i n t  i s  $ 1 ,  o u r  f i g u r e  o n  t h e  W e s t  
C o a s t  m a y  b e  s o m e w h a t  o f f .  L i k e  I  s a i d ,  t h e s e  a r e  
f i g u r e s  w h i c h  w e  h a v e  e s t i m a t e d  f r o m  t h e  p u b l i c  
i n f o r m a t i o n  t h e  D e p a r t m e n t  o f  R e v e n u e  h a s  g a t h e r e d  
f r o m  a l l  t h e  d i f f e r e n t  s o u r c e s  t h a t  w e  l o o k  a t  
c o n s t a n t l y .  B a s i c a l l y  a t  $ . 8 0  a  b a r r e l ,  t h e  S t a t e  
o f  A l a s k a  i s  g u a r a n t e e d  a  r e v e n u e  s t r e a m  o f  a b o u t  
$ 4 5 0  m i l l i o n  a  y e a r  i f  t h e  s e v e r a n c e  t a x  i s  $ . 8 0  a 
b a r r e l .  W h e n  t h e  p r i c e s  h i t  t h e s e  p r i c e s  y o u  s e e  
o n  t h e  t h i r d  l i n e  a c r o s s ,  t h e n  t h a t  r e v e n u e  s t r e a m  
i s  c u t  i n t o  d r a s t i c a l l y .  W h e n  t h e  P r u d h o e  B a y  
f i e l d ,  f o r  e x a m p l e ,  i f  W e s t  C o a s t  p r i c e s  w e r e  t o  
d r o p  t o  6 . 7 5 ,  w e  w o u l d  b e  g e t t i n g  n o  s e v e r a n c e  
t a x e s  f r o m  P r u d h o e  B a y .  Y o u  1 1  s e e  d o w n  a t  t h e  
v e r y  b o t t o m  o u r  e s t i m a t e d  s e v e r a n c e  t a x e s  f r o m  
e a c h  o f  t h e  f i e l d s  f o r  f i s c a l  y e a r  ' 8 7  a n d  f i s c a l  
y e a r  ' 8 8  b a s e d  o n  o u r  M a r c h  f o r e c a s t .  S o  a t  t h i s  
p o i n t  w i t h  t h e  a p p l i c a t i o n  o f  t h e  e l f  f a c t o r  a n d  
a s s u m i n g  t h a t  t h e  c o m p a n i e s  d o  g o  a h e a d  a n d  p r o v e  
t h e i r  c a s e  a t  h e a r i n g ,  t h e r e  w i l l  b e  e s s e n t i a l l y  a  
t a x  b r e a k ,  a  t a x  c u t ,  a  r e v e n u e  l o s s  t o  t h e  S t a t e  
o f  a b o u t  $ 1 0 - 1 1  m i l l i o n  o v e r  t h e  n e x t  c a l e n d a r  
y e a r  f r o m  M i l n e  P o i n t .  T h i s  i s ,  o f  c o u r s e ,  v e r y  
d i f f e r e n t  f r o m  t h e  r o y a l t y  m a t t e r s  w h i c h  a r e  
a d d r e s s e d  i n  S e n a t e  B i l l  4 3 0 ,  b u t  R e p r e s e n t a t i v e  
C o t t e n  a s k e d  t h a t  w e  b e  h e r e  t o  e x p l a i n  t h i s  t o  
y o u  a s  w e l l  s o  y o u  c a n  g e t  t h e  f u l l  p i c t u r e .  T h a t  
c o n c l u d e s  m y p r e p a r e d  r e m a r k s .

R e p r e s e n t a t i v e  C o t t e n .

I ' m  l o o k i n g  a t  t h i s  n e x t  t o  t h e  l a s t  l i n e  t h e r e ,  
p e r c e n t a g e s  o f  e x p e c t e d  s e v e r a n c e  t a x  f o r  ' 8 7 ,  i t  
s a y s  $ 7 . 7  m i l l i o n  a n d  I ' m  t r y i n g  t o  f i g u r e  o u t  
w h a t  t h e  d i f f e r e n c e  b e t w e e n  t h a t  a n d  t h e  $ 1 1  
m i l l i o n  i s .  I s  i t  l e a s e d  a t  c a l e n d a r  y e a r ,  i s  
t h a t  w h a t  t h e  . . . ?

Y e a h ,  I ' m  s o r r y  I  s a i d  c a l e n d a r  y e a r .  I  t h i n k  M r .  
E r i c k s o n  i s  h e r e  t o d a y .  H i s  o r i g i n a l  e s t i m a t e s
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Cotten:

M o n k m a n :

C o t t e n :

M o n k m a n :

C o t t e n :

M o n k m a n :

C o t t e n :

M o n k m a n :

C o t t e n :

M o n k m a n :

w e r e  w e  w o u l d  l o s e  $ 6  m i l l i o n  i n  f i s c a l  ' 8 6  a n d  
t h e n  $ 5  m i l l i o n  i n  t h e  f i r s t  h a l f  o f  ' 8 7 .  T h e  e l f  
i s  f i g u r e d  o n  a  c a l e n d a r  y e a r  b a s i s .

O k a y .  T h e  r e a s o n  I  w a n t e d  t o  h a v e  t h i s  i n f o r m a ­
t i o n  h e r e  w a s  b e c a u s e  I  t h o u g h t  i t  w a s  i m p o r t a n t  
t o  u n d e r s t a n d  w h a t ,  a n d  I  t h i n k  t h a t  R e p r e s e n t a t i v e  
F r a n k  r a i s e d  t h e  q u e s t i o n  a  c o u p l e  o f  d a y s  a g o  
w h e n  h e  s u g g e s t e d  t h a t  t h e  f i s c a l  n o t e  m i g h t  w a n t  
t o  r e f l e c t  w h a t  w e  w o u l d  l o s e  i f  t h e  f i e l d  g o t  
s h u t  i n  a s  f a r  a s  s e v e r a n c e  t a x e s  w e r e  c o n c e r n e d .
I  t h i n k  t h e  f i s c a l  n o t e  p r o b a b l y  d o e s n ' t  n e e d  t o  
r e f l e c t  t h a t  s i n c e  i t  a p p e a r s  t h a t  u n d e r  c u r r e n t  
c o n d i t i o n s ,  a t  l e a s t ,  t h e r e  w o n ' t  b e  a n y  s e v e r a n c e  
t a x .  T h e  o t h e r  q u e s t i o n  I ' d  l i k e  t o  a s k  i s  h o w  
d o e s  t h i s  w o r k  w h e n  a  p e r s o n  a p p l i e s  t o  h a v e  t h e  
e l f  b e  r e c o n s i d e r e d  a s  a p p a r e n t l y  t h e  M i l n e  P o i n t  
o p e r a t o r s  h a v e ?  I s  t h e r e  a  c e r t a i n  t i m e  s p a n  o r  
t i m e  p e r i o d  i n  w h i c h  t h e y  c a n  m a k e  t h a t  r e q u e s t ?

T h e r e  i s  a n d  t h a t ,  y o u ' l l  n o t i c e  t h e r e  i s  a  l i n e  
t h a t  s a y s  t i m e  p e r i o d  w h e n  t h e  n e w  e l f  w o u l d  a p p l y ,  
b a s i c a l l y  a  p r o d u c e r  c a n  c o m e  i n  w i t h i n  s i x  m o n t h s  
o f  t h e  d a t e  t h a t  t h e  p r o d u c e r  c o m m e n c e s  p r o d u c t i o n  
o r  c a n  c o m e  i n  b e t w e e n  J a n u a r y  1 s t  a n d  F e b r u a r y  
1 5 t h  o f  a n y  c a l e n d a r  y e a r  t o  r e q u e s t  t h a t  t h e  e l f  
b e  c a l c u l a t e d  a n d  t h e n  a p p l i e d  a g a i n s t  s e v e r a n c e  
t a x e s .  S o  w e ' v e  g o n e  p a s t  F e b r u a r y  1 5 t h  f o r  a l l  
t h e  o t h e r  f i e l d s ,  f o p  K u p a r u k  a n d  P r u d h o e  B a y .  
F o r  M i l n e  P o i n t ,  w e  a r e  w i t h i n  t h e  s i x  m o n t h s  f r o m  
c o m m e n c e m e n t  o f  p r o d u c t i o n  a n d  t h e y  h a v e  c o m e  i n  
e s s e n t i a l l y  i n  t h a t  i n i t i a l  t i m e  p e r i o d ,  t h e  
s e v e r a n c e  t a x  a d j u s t m e n t  w o u l d  b e  r e t r o a c t i v e  t o  
t h e  c o m m e n c e m e n t  o f  p r o d u c t i o n  w e  f e e l .

O h ,  I  s e e ,  s o  t h e y  c o u l d  a c t u a l l y  h a v e  t h e  s e v e r ­
a n c e  t a x e s  t h a t  t h e y  h a v e  a l r e a d y  p a i d  b e  r e i m ­
b u r s e d ,  i s  t h a t  r i g h t ?

T h a t ' s  p o s s i b l e .  Y e s .  T h a t ' s  v e r y  p o s s i b l e .

N o w ,  s e e  t h e i r  d e a d l i n e  w a s ,  w h a t ' s  t o d a y ' s  d a t e ?
I s  i t  M a y  1 s t ?

I  t h i n k  t h e i r  d e a d l i n e  w a s  t o m o r r o w ,  M a y  2 n d .

W h e n  d i d  t h e y  a p p l y ?

T h e  r e q u e s t  c a m e  i n ,  m o s t  o f  t h e m  c a m e  i n  l a s t  w e e k .

M o s t  o f  t h e m ?  O h ,  s o  t h e y  e a c h  . . .

Y e s ,  t h e r e  a r e ,  I  b e l i e v e  f i v e  d i f f e r e n t  p r o d u c e r s  
a n d  I  t h i n k  w e  r e c e i v e d  o n e  t h e  w e e k  b e f o r e  l a s t



M o n k m a n :

C o t t e n :

M o n k m a n :

Cotten:

C o t t e n :

M o n k m a n :

C o t t e n :

M o n k m a n :

C o t t e n :

M o n k m a n : 

C o t t e n :

a n d  t h e  r e m a i n i n g  f o u r  l a s t  w e e k .  I ' m  n o t  e x a c t l y  
s u r e ,  b u t  i t ' s  b e e n  w i t h i n  t h e  l a s t  t e n  d a y s .

T h e y ' r e  c u t t i n g  i t  p r e t t y  c l o s e  i n  o t h e r  w o r d s .

T h e y  a r e .

S o  i t  a p p e a r s  t h a t  u n d e r  a n y  c i r c u m s t a n c e s  t h a t  
t h e  m o r e  s i g n i f i c a n t  r e l i e f  i s  g o i n g  t o  b e  i n  t h e  
s e v e r a n c e  t a x .  I  m e a n  i t ' s  p r e t t y  o b v i o u s  t h a t  
t h i s  f i s c a l  n o t e  s h o w s  a  $ 4 0 0 , 0 0 0  r e l i e f  a s  f a r  a s  
S e n a t e  B i l l  4 3 0 .

T h a t ' s  c o r r e c t .  I t  a l s o ,  o f  c o u r s e ,  i t ' s  t r u e  
t h a t  a s  t h e  w e l l - h e a d  v a l u e  a p p r o a c h e s  0 ,  t h e  
v a l u e  o f  t h e  r o y a l t y  o i l  i s  w o r t h  l e s s  a n d  l e s s .  
So  w h e n  y o u  h a v e  a  s i t u a t i o n  w h e r e  t h e  e l f  i s  
b e i n g  a p p l i e d  a n d  w e ' r e  g e t t i n g  n o  s e v e r a n c e  t a x e s ,  
t h e  v a l u e  o f  o u r  r o y a l t y  o i l  i s  a l s o  g o i n g  t o  b e  
q u i t e  a  b i t  l e s s .  S o  t h e r e  w o n ' t  b e  m u c h  v a l u e  
t h e r e .  B u t  t h e  b i g  c h u n k  i s  t h e  s e v e r a n c e  t a x .

A l t h o u g h  t h e  D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s  s a y s  
w i t h o u t  a  r o y a l t y  r e d u c t i o n ,  i t  i s  l i k e l y  t h a t  
p r o d u c t i o n  f r o m  t h e  u n i t  w i l l  b e  s h u t  i n  i f  p r i c e s  
r e m a i n  t h e  s a m e .  H o w  m u c h  c o n t a c t  d o  t h e y  h a v e  
w i t h  y o u ?  D o  t h e y  k n o w  w h a t  i s  g o i n g  o n  o v e r  i n  
R e v e n u e ?

We t r y  a n d  k e e p  i n  c o n t a c t ,  y e s .

B e c a u s e  I  k n o w  t h a t  t h e  d i r e c t o r  r e a l l y  w a s n ' t  
a b l e  t o  a n s w e r  a  l o t  o f  q u e s t i o n s .  I t  d i d n ' t  
a p p e a r  t h a t  t h e  d i r e c t o r  w a s  c o m p l e t e l y  a w a r e  o f  
w h a t  w a s  h a p p e n i n g  o v e r  i n  R e v e n u e .

W e l l ,  a s  I  d i d  s a y ,  t h e  r e q u e s t  f o r  h e a r i n g s  c a m e  
i n  w i t h i n  t h e  l a s t  t e n  d a y s .  So  i t ' s  p r e t t y  n e w  
t o  a l l  o f  u s .  We r e c o g n i z e  t h a t  t h i s  p r o b l e m  
m i g h t  b e  t h e r e  a n d  w e  a r e  f a i r l y  s u r e  t h a t  t h e  o i l  
c o m p a n i e s  k n o w  a b o u t  i t  a s  w e l l  e a r l y  o n .  B u t  
t h e y  d i d  w a i t  u n t i l  t h e  v e r y  l a s t  p o s s i b l e  m o m e n t  
t o  c o m e  i n  h e r e .

I  h e s i t a t e  t o  a s k ,  b u t  c a n  y o u  i m a g i n e  a n y  r e a s o n ?  
W o u l d  y o u  b e  w i l l i n g  t o  s p e c u l a t e  a s  t o  w h a t  m i g h t  
h a v e  m o t i v a t e d  t i m i n g  o n  t h a t '

Y o u  w o u l d  h a v e  t o  a s k  t h e  o i l  c o m p a n y ,  t h e i r  r e p ­
r e s e n t a t i v e s ,  f o r  t h a t .

I  t h i n k  I  w i l l .  T h a n k  y o u .

Chairman: R e p r e s e n t a t i v e  Rieger.



R i e g e r :

M o n k m a n :

R i e g e r :  

C h a i r m a n : 

C o t t e n :  

M o n k m a n : 

C o t t e n :

M o n k m a n : 

C h a i r m a n :  

R i n g s t a d :

J u s t  o n e  q u e s t i o n .  W h e n  w e  d i s c u s s e d  t h e  e l f  
e a r l i e r  o n  i n  r e c e n t  b i l l s  i n  [ i n d i s c e r n i b l e ] ,  I  
w a s  r e a l l y  u n d e r  t h e  i m p r e s s i o n  t h a t  t h e  e l f  w a s  
b a s e d  o n  a  f o r m u l a  w h i c h  c o m p a r e d  t h e  p e r f o r m a n c e  
o f  t h e  w e l l  o n  a  w e l l  b y  w e l l  b a s i s  a n d  i t  w a s  
t i e d  t o  o u t p u t  a n d  I  w a s  s u r p r i s e d  t o  h e a r  t h a t  
t h i s  i s  t i e d  t o  p r i c e  s o m e h o w .  I  w a s  w o n d e r i n g  i f  
y o u  c o u l d  e x p l a i n  h o w  p r i c e  e v e n  f i g u r e s  i n t o  t h i s ?

W e l l  t h a t ' s  t h e  c o m m o n  m i s c o n c e p t i o n  a b o u t  t h e  e l f  
i s  t h a t  t h e  f o r m u l a  o n l y  w o r k s  f o r  v o l u m e .  I n  
f a c t ,  t h e  f o r m u l a  i n c l u d e s  p r i c e  a n d  c o s t  o f  
p r o d u c t i o n  a s  w e l l  a s  v o l u m e  a n d  s o  i t  t u r n s  o u t  
t o  b e  p r i c e  s e n s i t i v e  t o  t h e  p o i n t  w h e r e  y o u  c a n  
h a v e ,  h e r e  w e  h a v e  $ 6 . 7 5  W e s t  C o a s t  p r i c e  f o r  
P r u d h o e  B a y ,  y o u  c o u l d  h a v e  f u l l  p r o d u c t i o n  o u t  o f  
P r u d h o e  B a y .  A t  $ 6 . 7 5  W e s t  C o a s t  p r i c e ,  w e  w o u l d  
n o t  b e  g e t t i n g  a n y  s e v e r a n c e  t a x  f r o m  t h a t  o i l .  
T h a t ' s  t h e  w a y  t h e  f o r m u l a  w o r k e d .  I  t h i n k  t h e  
e x p l a n a t i o n s  I  h a v e  h e a r d  i s  t h a t  i t  w a s  m o r e  o r  
l e s s  u n i n t e n t i o n a l  t h a t  t h e  p r i c e  w o u l d  b e  s u c h  a
d e t e r m i n i n g  f a c t o r  a n d  t h a t  i t  w a s n ' t  e x p e c t e d
t h a t  y o u  c o u l d ,  w e  w o u l d  e v e r y  b e  i n  t h i s  s i t u a t i o n
w h e r e  y o u  c o u l d  h a v e  f u l l  p r o d u c t i o n  a t  a  l o w  
p r i c e  a n d  n o  s e v e r a n c e  t a x e s  a t  a l l ,  e s p e c i a l l y
b e c a u s e  t h e  s e v e r a n c e  t a x  i s  t o  c o m p e n s a t e  t h e  
S t a t e  f o r  t h e  o n e - t i m e  r e m o v a l  o f  a  r e s o u r c e  t h a t  
i s  n o n - r e n e w a b l e  a n d  i t  c o u l d  b e  t a k e n  o u t  n o w ,  i t  
c o u l d  b e  t a k e n  o u t  i n  t h e  1 9 9 0 ' s  w h e n  t h e  p r i c e  i s  
m u c h  h i g h e r ;  s o  t h e  a s s u m p t i o n  w a s  y o u  h a v e  a  s o r t  
o f  f i x e d  s e v e r a n c e  t a x  u n t i l  t h e  f i e l d  s t a r t s  
d e c l i n i n g .  I n  f a c t ,  t h e  w a y  t h e  f o r m u l a  w o r k s  
i t ' s  p r i c e  s e n s i t i v e  a s  w e l l .

O k a y .  T h a t ' s  a l l  I  h a v e ,  M r .  C h a i r m a n .

R e p r e s e n t a t i v e  C o t t e n .

Do w e  p a y  f i e l d  c o s t s  a t  M i l n e  P o i n t ?

N o .

N o .  We d o ,  w e  p a y  $ . 7 0  a  b a r r e l  a t  P r u d h o e ,  b u t  
n o t h i n g  a t  M i l n e ,  i s  t h a t  c o r r e c t ?

I  b e l i e v e  t h a t ' s  c o r r e c t .

R e p r e s e n t a t i v e  R i n g s t a d .

T h a n k  y o u ,  M r .  C h a i r m a n .  M a y b e  t h i s  i s  a  l i t t l e  
b i t  o f f  c e n t e r  h e r e  b u t  l o o k i n g  a t  y o u r  p r i c e s ,  
y o u r  c h a r t  h e r e ,  w h e r e  y o u  g e t  t o  w e ' r e  t a l k i n g  
a b o u t  $ 1 . 5 0  t h e  w e l l - h e a d  p r i c e  w h e n  y o u r  e l f  
k i c k s  i n  a n d  w e  j u s t  g o t  t e s t i m o n y  t h a t  w e ' r e  a t  
$ 1  f o r  M i l n e ,  I ' m  a s s u m i n g  t h e  r e s t  o f  t h e m  a r e
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M o n k m a n :  

R i n g s t a n d :

M o n k m a n :

R i n g s t a d : 

M o n k m a n : 

R i n g s t a d :  

M o n k m a n :  

C h a i r m a n :  

P o u r c h o t :

C h a i r m a n :

H a s t i n g s : 

T i l l i n g h a s t : 

C h a i r m a n :

p r o b a b l y  i n  t h e  b a l l  p a r k ,  w h a t  h a p p e n s  w h e n  t h e  
p r i c e  o f  o i l  d r o p s  a n o t h e r  $ 2  a  b a r r e l ?

W h e n  i t  d r o p s  u n d e r  $ 2  a  b a r r e l ?

N o ,  a n o t h e r  $ 2  a b a r r e l .  W e ' r e  a t  $ 1 1 . 5 0  n o w ,  
w h a t  h a p p e n s  w h e n  i t  g o e s  t o  $ 1 0  o r  $ 9 . 5 0 ?

Y o u  w o u l d  a c t u a l l y  h a v e  a  n e g a t i v e  w e l l - h e a d  v a l u e .  
O u r  r o u g h  c a l c u l a t i o n s ,  C h u c k  L o g s d o n  w h o  a p p e a r e d  
b e f o r e  t h e  J o i n t  C o m m i t t e e  y e s t e r d a y  c a l c u l a t e s  
t h a t  t h e  s h u t d o w n  p o i n t  f o r  P r u d h o e  B a y  i s  a c t u a l l y  
a  n e g a t i v e  w e l l - h e a d  v a l u e .  T h a t  i s  t o  s a y  t h a t  
t h e  o i l  i s  w o r t h  l e s s  t h a n  n o t h i n g  a t  t h e  w e l l ­
h e a d  b u t  b e c a u s e  o f  t h e  T A P S  t a r i f f ,  b e c a u s e  o f  
d o w n - s t r e a m  o p p o r t u n i t i e s  t o  t a k e  p r o f i t s  i n  
r e f i n i n g  d i s t r i b u t i o n  i n  t h e  r e t a i l  l e v e l  a n d  
a n y o n e  w h o  h a s  b o u g h t  g a s o l i n e  i n  J u n e a u  l a t e l y  
w i l l  k n o w  t h a t  t h e r e  a r e  o p p o r t u n i t i e s  f o r  d o w n ­
s t r e a m  p r o f i t s  i n  t h e  o i l  b u s i n e s s .  B e c a u s e  o f  
t h e  o p p o r t u n i t i e s  f o r  d o w n - s t r e a m  p r o f i t s ,  t h e  o i l  
c o m p a n i e s  w i l l  c o n t i n u e  t o  m a k e  m o n e y  a n d  e v e n  
t h o u g h  t h e  w e l l - h e a d  p r i c e  i s  n e g a t i v e .  O f  c o u r s e ,  
a t  t h a t  p o i n t  w e  a r e  n o t  g e t t i n g  a n y  s e v e r a n c e  t a x  
a n d  a t  t h a t  p o i n t ,  I  t h i n k ,  t h e  D e p a r t m e n t  o f  
N a t u r a l  R e s o u r c e s  w i l l  h a v e  s o m e  s e r i o u s  p r o b l e m s  
o f  w h a t  t o  d o  w i t h  r o y a l t y  o i l .  H o w  t o  v a l u e  i t  
a n d  w h a t  t o  d o  w i t h  i t .

T h e r e f o r e  o u r  i n c o m e .

P a r d o n ?

A n d  t h e r e f o r e  t h e  S t a t e ' s  i n c o m e .

Y e s ,  w e  w o u l d  b e  i n  s e r i o u s  t r o u b l e  a t  t h a t  p o i n t .  

R e p r e s e n t a t i v e  P o u r c h o t .

M r .  C h a i r m a n .  M a y b e  w e  s h o u l d  s e l l  r o y a l t y  o i l  i n  
J u n e a u  a n d  t a k e  a d v a n t a n g e  o f  s o m e  o f  t h o s e  d o w n ­
s t r e a m  o p p o r t u n i t i e s .

A n y  f u r t h e r  q u e s t i o n s ?  T h a n k  y o u ,  g e n t l e m e n .  A t  
t h i s  t i m e  t h e  C h a i r  w i l l  c a l l  u p  A 1  H a s t i n g s .  
A g a i n ,  w o u l d  y o u  s t a t e  y o u r  n a m e s  f o r  t h e  r e c o r d  
p l e a s e .

I ' m  A 1  H a s t i n g s  w i t h  C o n o c o .

A n d  I ' m  J o h n  T i l l i n g h a s t ,  a n  a t t o r n e y  f o r  C o n o c o .  

R e p r e s e n t a t i v e  C o t t e n  h a d  a  f e w  q u e s t i o n s .
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Cotten:

T i l l i n g h a s t :

H a s t i n g s : 

C o t t e n :  

T i l l i n g h a s t :

C h a i r m a n : 

C o t t e n :

H a s t i n g s :

T i l l i n g h a s t :

I  g u e s s  I  w a s  s u r p r i s e d  w h e n  I  f o u n d  o u t ,  y o u  
k n o w ,  y o u  w e r e  d o i n g  t w o  t h i n g s  a t  o n c e  a n d  y o u  
h a d n ' t  m e n t i o n e d  t h a t  b e f o r e .  I t  w a s  j u s t  a  
m a t t e r  o f  c u r i o u s i t y  t o  me t h a t  t h e  o t h e r  o n e  w a s  
s o  m u c h  m o r e  s i g n i f i c a n t ,  i t  s e e m s  l i k e  t h a t  s h o u l d  
h a v e  b e e n  p a r t  o f  w h a t  w e  w e r e  t a l k i n g  a b o u t  a s  
t h i s  w e n t  a l o n g .

L e t  me s a y  a s  t o  n o t  m e n t i o n i n g  i t  b e f o r e  a n d  t h e n  
A 1  w i l l  t a l k  a b o u t  t h e  t i m i n g .  A s  f a r  a s  n o t  
m e n t i o n i n g  i t  b e f o r e ,  u p  u n t i l  a b o u t  t e n  m i n u t e s  
a g o ,  i t  h a d  b e e n  t h e  p o l i c y  o f  t h e  S t a t e  n o t  t o
d i v u l g e  t h e  p e n d e n c y  o f  t a x  p r o c e e d i n g s  b e c a u s e
t h e y  w e r e  c o n f i d e n t i a l  a n d  j u s t  a s  y o u r  f i l i n g  
y o u r  r e t u r n  w i t h  t h e  I R S  i s  c o n f i d e n t i a l ;  t h a t ' s  
w h y  w e  d i d n ' t  t e l l  y o u .

A s  t o  . . .

T e n  m i n u t e s  a g o ?

T h i s  w a s  a  s u r p r i s e  w h e n  I  h e a r d  t h a t  t h e y  n o w  
f e e l  t h a t  t h e y  c a n  d i v u l g e  t h e  p e n d e n c y  o f  t a x  
p r o c e e d i n g s .  I  r e p r e s e n t e d  t h e  D e p a r t m e n t  o f  
R e v e n u e  f o r  y e a r s  a n d  t h a t  w a s  n e v e r  t h e i r  p o l i c y .

Y o u  h a d  a  q u e s t i o n  o n  t h e  t i m i n g .

Y e s ,  i t  l o o k e d  l i k e  t o m o r r o w  w a s  y o u r  d e a d l i n e  a n d  
y o u  f i l e d  i t  l a s t  w e e k .  I  w a s  j u s t  c u r i o u s  a b o u t  
w h y  y o u  w a i t e d  u n t i l  s u c h  a c l o s e  t i m e  t o  t h e  
d e a d l i n e  a n d  I  d o n ' t  r e a l l y  m e a n  t o  b e  s u g g e s t i n g  
a n y t h i n g ,  I ' m  j u s t  c u r i o u s  a b o u t  i t .  I t  l o o k s  
l i k e  y o u  c a n  f i l e  a t  t h e  l a s t  m i n u t e  a n d  a p p a r e n t l y  
e n j o y e d  a  r e b a t e  o n  t h e  s e v e r a n c e  t a x e s  y o u  m i g h t  
a l r e a d y  h a v e  p a i d  i f  t h e  e l f  q u a l i f i e s .

A c c o r d i n g  t o  AS 4 3 . 5 5 . 0 1 3 ,  w e  h a v e  t o  h a v e  f o u r  
m o n t h s  o f  o p e r a t i n g  d a t a  i f  w e  a p p l y  t o  c h a n g e  t h e  
P E L .  T h e  f i r s t  f o u r  m o n t h s  o f  o p e r a t i n g  d a t a  t h a t  
w e  h a d  w e r e  D e c e m b e r ,  J a n u a r y ,  F e b r u a r y  a n d  M a r c h .  
O u r  M a r c h  D a t a  d o e s  n o t  c o m e  o u t  u n t i l  a r o u n d  t h e  
2 0 t h  o f  A p r i l  s o  w e  d i d  n o t  h a v e  f o u r  m o n t h s  o f  
o p e r a t i n g  d a t a  t o  f i l e  u n t i l  a f t e r  t h e  2 0 t h  o f  
A p r i l .  N o v e m b e r  w a s  n o t  a  f u l l  m o n t h  a n d  t h e r e  
w a s  n o  w a y  w e  c o u l d  f i l e  b e f o r e  a r o u n d  t h e  2 0 t h  o f  
A p r i l .

T w o  o t h e r  o b s e r v a t i o n s .  O n e ,  o f  c o u r s e ,  w e  h a v e n ' t  
b e e n  g r a n t e d  a n y  r e l i e f  a n d  I  d o  n o t  t h i n k  t h e  
D e p a r t m e n t  o f  R e v e n u e  t h i n k s  i t ' s  a  s u r e  t h i n g  a n d  
s e c o n d ,  I  t h i n k  i t ' s  w r o n g  t o  c a l l  i t  a  t a x  b r e a k  
o r  a  t a x  c u t .  A s  y o u  k n o w ,  w e  h a v e  a  p r o g r e s s i v e  
s e v e r a n c e  t a x  a n d  t h e  p r o g r e s s i v e  s e v e r a n c e  t a x
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Cotten:

T i l l i n g h a s t :

C o t t e n :

T i l l i n g h a s t : 

C c t t e n :

T i l l i n g h a s t :

C o t t e n :  

T i l l i n g h a s t :

s a y s  t h a t  t h e  m o r e  p r o f i t a b l e  y o u  a r e ,  t h e  h i g h e r  
y o u r  r a t e  a n d  t h e  l e s s  p r o f i t a b l e ,  t h e  l o w e r  y o u r  
r a t e ,  j u s t  l i k e  t h e  f e d e r a l  p e r s o n a l  i n c o m e  t a x .  
T h e  p e n d i n g  p r o c e e d i n g  i s  i n t e n d e d  s o l e l y  t o  f i n d  
o u t  w h a t  o u r  r a t e  o u g h t  t o  b e  u n d e r  t h e  s t a t u t e .  
We a r e  i n  n o  s e n s e  s e e k i n g  a  t a x  c u t  o r  a  t a x  
b r e a k  f r o m  t h e  s t a t u t o r i a l l y  t a x  t h a t  w e  h a v e  t o  
p a y .

I  f u l l y  u n d e r s t a n d  t h a t .  I  g u e s s  a  l o t  o f  p e o p l e  
d i d n ' t  u n d e r s t a n d  t h a t  t h i s  w a s ,  y o u  k n o w ,  S e n a t e  
B i l l  4 3 0  w a s  r e l a t i v e l y  i n s i g n i f i c a n t  a s  f a r  a s  
r e l i e f  f o r  y o u r  c o m p a n y  a s  o p p o s e d  t o  w h a t  e l s e  
w a s  a v a i l a b l e .  U n t i l  t h i s  c a m e  o u t  t h e  o t h e r  d a y  
t h a t  y o u  h a d  a n o t h e r  m e t h o d  o f  r e l r e f ,  I  d o n ' t  
t h i n k  p e o p l e  w e r e  e v e n  c o n s i d e r i n g  i t .  I  t h i n k  a  
l o t  o f  p e o p l e  w e r e  u n d e r  t h e  i m p r e s s i o n  t h a t  y o u  
n e e d e d  t h i s  b i l l  a n d  t h i s  w a s  i t .  T h i s  w a s  t h e  
r e l i e f  y o u  w e r e  l o o k i n g  f o r  i n  o r d e r  t o  p r e v e n t  a  
s h u t  i n  o f  t h e  M i l n e  P o i n t  u n i t .

T h a t  s t i l l  l i s t s  t r u e .  T h e  o b v i o u s  i n f o r m a t i o n  
h a s  b e e n  d i v u l g e d .  O n e ,  w e  h a v e n ' t  b e e n  g r a n t e d  
a n y  r e l i e f  a n d  t w o ,  t h e  D e p a r t m e n t  o f  N a t u r a l  
R e s o u r c e s  a n d  C o n o c o  k n o w s  h o w  t h e  e l f  w o r k s  a n d  
k n o w s  h o w  t h e  s e v e r a n c e  t a x  w o r k s  a n d  t h e n  t h e  
v e r y  d e t a i l e d  c o n f i d e n t i a l  c a l c u l a t i o n s  t n a t  w e ' v e  
r u n  w i t h  D N R , s e v e r a n c e  t a x  l i a b i l i t y  h a s  b e e n  
f a c t o r e d  i n t o  t h a t .  I t  d o e s n ' t  l e s s e n  t h e  
s i g n i f i c a n c e  o f  SB 4 3 0  o n e  b i t .

W e l l  i t ' s  j u s t  t h a t  w e ' r e  b e i n g  a s k e d  t o  m a k e  a  
d e c i s i o n  o n  a  p i e c e  o f  l e g i s l a t i o n  a n d  I  t h i n k  n o w  
w e  d o  h a v e  a l l  t h e  i n f o r m a t i o n  t h a t  i s  a v a i l a b l e .  
I  g u e s s  w e  d o .  I s  t h e r e  s o m e t h i n g  e l s e  w e  d o n ' t  
k n o w  o f  t h a t  w e  s h o u l d  a s  a  c o n s i d e r a t i o n ?

I s  t h a t  a  l o a d e d  q u e s t i o n ,  R e p r e s e n t a t i v e  C o t t e n ?

I  d o n ' t  k n o w .  I t  i s n ' t  m e a n t  t o  b e .  A g a i n ,  w h e n  
w e  a r e  a s k e d  t o  d o  o n e  p i e c e  o f  a  l a r g e  p u z z l e ,  I
t h i n k  i t ' s  h e l p f u l  f o r  u s  t o  k n o w  h o w  s i g n i f i c a n t
t h a t  i s  a n d  h o w  n e c e s s a r y  i t  i s .

H a d  i t  b e e n  p r o p e r  f o r  u s  t o  d i s c l o s e  t h e  p e n d e n c y
o f  t h e  p r o c e e d i n g ,  w e  w o u l d  h a v e  b e e n  h a p p y  t o ,
b u t  u n d e r  l a w  t h e  p e n d e n c y  o f  t a x  p r o c e e d i n g s  i s  
c o n f i d e n t i a l  j u s t  a s  y o u r  f i l i n g  a n  I R S  r e t u r n  i s  
c o n f i d e n t i a l .

A p p r e n t l y ,  t h e  D e p a r t m e n t  o f  R e v e n u e  d i s a g r e e s  
w i t h  t h a t .

I ' m  s h o c k e d ;  I  r e a l l y  a m .
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C o t t e n :  

T i l l i n g h a s t : 

C o t t e n :

T i l l i n g h a s t :

C o t t e n :

C h a i r m a n :

V a n  D y k e :

C h a i r m a n : 

R i n g s t a d :

V a n  D y k e :

I t  w o u l d n ' t  h a v e  b e e n  i l l e g a l  f o r  y o u  t o ,  y o u  j u s t  
f e l t  t h a t  y o u  w e r e  p r o t e c t e d  b y  l a w  f r o m  h a v i n g  t o  
[ i n d i s c e r n i b l e ] .

Y e a h  a s  d o e s  e v e r y b o d y  e l s e  w h o  f i l e s  a  t a x  r e t u r n  
w i t h  a n y  g o v e r n m e n t a l  a u t h o r i t y  i n  t h e  U n i t e d  
S t a t e s ,  t h a t ' s  r i g h t .

A r e  t h e r e  s o m e  o t h e r ,  t h i s  m i g h t  b e  a  p r e t t y  
i m p o r t a n t  q u e s t i o n ,  t o o .  A r e  t h e r e  s o m e  l e g a l  
o p i n i o n s  o r  o t h e r  c a s e s ,  w h a t ' s  g o i n g  t o  h a p p e n  
n o w ?  A r e  y o u  g o i n g  t o  c h a l l e n g e  t h e  S t a t e  o n  t h a t  
o r  w h a t ?

W e l l ,  t h e  h o r s e  i s  o u t  o f  t h e  b a r n .

I  d o n ' t  h a v e  a n y  o t h e r  q u e s t i o n s ,  M r .  C h a i r m a n .

A n y  f u r t h e r  q u e s t i o n s ?  T h a n k  y o u ,  g e n t l e m e n .  
D o e s  a n y b o d y  e l s e  l i k e  t o  t e s t i f y  o n  H o u s e  B i l l  
// 4 3 0 ?  Y e s .  Do  y o u  h a v e  a  n e w  f i s c a l  n o t e ?

N o t  y e t ,  s i r .  W o u l d  j u s t  l i k e  q u i c k  c l a r i f i c a t i o n .  
We p r e p a r e d  t h e  f i s c a l  n o t e  a t  a  $ 1  w e l l - h e a d  
v a l u e  a t  t h e  r e q u e s t  o f  t h e  C o m m i t t e e .  We d o n ' t  
k n o w  w h a t  t h e  A p r i l  w e l l - h e a d  v a l u e  i s .  I n  M a r c h  
w e  b e l i e v e  i t  w a s  a b o u t  $ 2  a t  t h e  w e l l - h e a d .  We 
h a v e n ' t  s e e n  t h e  A p r i l  r e l a t i v e  r e t u r n s  b e c a u s e  
t h e y  h a v e n ' t  b e e n  f i l e d  y e t .  S o  t h e  $ 1  w a s  a t  t h e  
r e q u e s t  o f  t h e  C o m m i t t e e .  T h e r e  w a s  a l o t  o f  
d e b a t e  o f  w h a t  n u m b e r  t o  u s e ,  s o  i t  w a s  p r e p a r e d  
a t  $ 1 .  I f  i t  e n d s  u p  b e i n g  $ 2 ,  y o u  c a n  j u s t  d o u b l e  
t h e  n u m b e r s .  We a r e  n o t  s u r e  w h a t  t h e  A p r i l  n u m b e r  
a c t u a l l y  i s .  We b e l i e v e  t h e  M a r c h  n u m b e r  i s  a b o u t  
$ 2  a t  t h e  w e l l - h e a d .

R e p r e s e n t a t i v e  R i n g s t a d .

I f  t h e  p r i c e  o f  o i l  h a s  c o m e  d o w n  $ 1 . 5 0  o n  t h e  
M a r c h  p r i c e  o f  t h e  W e s t  C o a s t  p r i c e ,  w h a t e v e r ,  t h e  
a v e r a g e  p r i c e ,  w o u l d  i t  b e  f a i r  t o  s a y  t h a t  y o u ' r e  
d o w n  $ 1 . 5 0  f r o m  t h e  M a r c h  w e l l - h e a d  p r i c e .

I f  C o n o c o  i s  m a r k e t i n g  i t s  o i l  a t  t h e  s a m e  p r i c e  
t h a t  S o h i o  i s  g o i n g  t o  m a r k e t  i t s  o i l  a t ,  i t  w i l l  
t a k e  t h a t  s a m e  d r o p .  T h e y  d o n ' t  a l l  m a r k e t ,  s o m e  
o f  t h e  o i l  f r o m  M i l n e  P o i n t ,  I  b e l i e v e ,  i s  s o l d  
r i g h t  a t  P um p  S t a t i o n  1 a n d  t h e n  o t h e r  p e o p l e  
m a r k e t  i t  f u r t h e r  d o w n - s t r e a m .  A n d  C o n o c o  d o e s n ' t  
e n j o y  a l l  t h e  d o w n - s t r e a m  p r o f i t s  i n  p i p e l i n e  o r  
t a n k e r  o p e r a t i o n s  f r o m  M i l n e  P o i n t  e i t h e r  s i n c e  
t h e y  d o n  t  o w n  a  p a r t  o f  t h e  T r a n s - A l a s k a  P i p e l i n e .  
A n d  I  d o n ' t  b e l i e v e  t h e y  o w n  p a r t  o f  t h e  t a n k e r s  
t h a t  t r a n s p o r t  t h e  o i l ,  s o  t h e r e  i s  s o m e  a d d i t i o n a l
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i n c e n t i v e ,  I  t h i n k ,  f o r  r e l i e f  a t  M i l n e  P o i n t .  
T h e y  d o n ' t  e n j o y  s o m e  o f  t h o s e  a d d i t i o n a l  p r o f i t  
c e n t e r s .

V a n  D y k e :  

C o t t e n :  

V a n  D y k e :

C h a i r m a n :

V a n  D y k e :  

C h a i r m a n :

Cotten: I  w a n t  t o  a s k  a n o t h e r  r e a l  q u i c k  q u e s t i o n  h e r e .  
T h e  r e a s o n  I  t h i n k  t h e  C o m m i t t e e  a s k e d  f o r  t h e  $ 1  
w a s  b e c a u s e  I  t h i n k  t h a t  w a s  t h e  i m p r e s s i o n  t h a t  
t h e  D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s  g a v e  u s  a s  t o  
w h a t  t h e  l i k e l y  w e l l - h e a d  v a l u e  w a s .  I t  w a s n ' t  
t h a t  w e  p i c k e d  a  n u m b e r  o u t  o f  t h e  a i r .

W h e n  I  s p o k e  t o  t h e  d i r e c t o r ,  s h e  s a i d  t h e r e  w a s  a  
l o t  o f  d e b a t e .

We w a n t e d  [ i n d i s c e r n i b l e ]  r e f l e c t e d  w h a t  y o u r  
o p i n i o n  o f  t h e  m o s t  l i k e l y  c u r r e n t  s i t u a t i o n  w a s .

O k a y ,  s h e  h a d n ' t  s e e n ,  a t  t h a t  p o i n t  s h e  h a d  n o t  
e v e n  s e e n  t h e  M a r c h  r o y a l t y  r e t u r n s .  I  l o o k e d  a t  
t h o s e  e a r l i e r  t h i s  w e e k  a n d  t h e y  c a m e  i n  a t  a b o u t  
t h e  $ 2  n u m b e r  f o r  P r u d h o e  B a y  o r  n e t  b a c k  f r o m  
P r u d h o e  B a y ,  s o  t h e  $ 1  m a y  b e  a  l i t t l e  l o w .

W h e n  w i l l  w e  h a v e  a  n e w  f i s c a l  n o t e  f o r  t h e  C o m ­
m i t t e e ?

T h i s  a f t e r n o o n ,  s i r .

T h e  C h a i r  i s  h o l d i n g  t h i s  p a r t i c u l a r  b i l l .  I  
w o u l d  l i k e  t h a t  f i s c a l  n o t e  d i s t r i b u t e d  t o  a l l  
m e m b e r s  o f  t h e  H o u s e .  I  w o u l d  l i k e  t o  t r y  t o  
b r i n g  t h i s  b i l l  u p  t o m o r r o w  a f t e r n o o n  a t  1 : 3 0  o n c e  
y o u  h a v e  t h e  c o r r e c t e d  f i s c a l  n o t e .  H o u s e  F i n a n c e  
i s  a d j o u r n e d .



BILL SHEFFIELD, GOVERNOR

D E P A R T M E N T  O F  N A T U R A L  R E S O U R C E S POUCH M
JUNEAU, ALASKA 99811 
PHONE: (907) 465-2400

OFFICE OF THE COMMISSIONER

A pril 24, 1986

The Honorable A1 Adams 
Chairman, House Finance Committee 
Alaska State Legis lature 
P.O. Box V 
Juneau, AK 99811

Dear Representative Adams:

House CS for CS for Sponsor Substitute for SB No. 430 (Resources) is  
pending in  the House Finance Committee. The b i l l  would authorize the 
commissioner of the Department of Natural Resources to reduce or revoke a 
royalty ob liga tio n  increase made in  connection with the in s t itu t io n  of a 
un it agreement.

The b i l l  also provides that i f  the commissioner reduces or revokes a 
royalty ob liga tion  increase, the commissioner s h a ll include a mechanism to 
ra ise the roya lty to a le ve l not exceeding it s  former le ve l in  the event 
that market conditions improve, or i f  the p r o f it a b i l it y  of a lessee's 
operation increases to a specified le v e l. Several questions have been 
raised by members of the Legislature regarding how th is  mechanism would 
work.

The mechanism we propose to implement the b i l l ' s  intent is  contained in  
the attached draft "Commissioner's Decision on Conoco's Application for 
Amendment of the Milne Point Unit Agreement," dated A p r il 23, 1986. The 
decision as drafted would implement the b i l l  in  it s  present form.

Generally, the draft decision provides that the roya lty  rate to be paid by 
Conoco and the other affected Working Interest Owners would remain at 
12 1/2% u n t il the wellhead price reaches $17.00 per b a rre l, at which point 
the royalty would be increased to 16-2/3%. The roya lty  rate would remain 
at that le ve l u n t i l  the wellhead price reached $25.00 per b a rre l, at which 
point the royalty would be increased to 20%. In  no case would the royalty 
rate f a l l  below 12 1/2% or r is e  above 20%.



The Hon orable A1 Adams

P age 2

April 23, 1986

The threshold prices that would tr ig ge r the higher roya lty  rates are based 
on a pre lim inary s ta ff analysis of the information previously submitted by 
Conoco. Before issu ing a f in a l dec is ion , the s ta ff and I  w i l l  further 
evaluate ava ilab le  information to determine what spec ific  threshold values 
would be appropriate to include in  the f in a l dec is ion .

This mechanism would protect the state 's  in te rest by provid ing a higher 
roya lty rate in  the event that market conditions improve. This approach 
is  adm in istrative ly  simpler and more straight-forward than any 
determination based on the p ro f it a b i l it y  of the lessees' operations.
After two year's of production from the f ie ld  has occurred, the lessees 
would be e l ig ib le  for consideration of a roya lty adjustment under the 
provisions of AS 3 8 .0 5 .1 8 0 ( j) .

I f  you or committee members have questions about the d ra ft proposal, 
please fe e l free to contact me at 465-2400, or Kay Brown of my s ta ff at 
762-4241.

S incere ly ,

Esther C. Wunnicke 
Commissioner

cc: Representative Pourchot
Representative Cotten 
Representative Sund 
Senator Fahrenkamp

2001K



DRAFT April 23, 1986

Commissioner's Decision on Conoco's Application 
for Amendment of the Milne Point Unit Agreement 
(to be issued pending passage of House CS for CS 

for Sponsor Substitute for Senate B i l l  No. 430 [Resources])

Introduction

By app lication  dated October 28, 1985, Conoco, In c . ,  Reading and Bates 
Petroleum Company, Champlin Petroleum Company, and C it ies  Service O il and Gas 
Corporation (hereafter co lle c t iv e ly  referred to as the "Companies") requested 
the Commissioner to amend paragraph 14 of the Milne Point Unit Agreement to 
reduce the 20 percent royalty on certain of the ir Milne Point Unit o i l  and gas 
leases .1

Commissioner's Authority and Duties

The Commissioner of the Department of Natural Resources is  empowered to change 
the roya lty  requirements of un itized leases when proper to secure the pub lic  
in te res t . AS 38.05 .180(p) reads in  pa rt , "The Commissioner may reduce or 
revoke a roya lty  o b liga tion  increase that was made by the Commissioner in  
connection with the in s t itu t io n  or operation of a cooperative or un it p lan ."  '

The Department has promulgated regu lations to guide the Commissioner in  her 
determination of when an amendment to a un it agreement would be proper to 
protect the pub lic  in te re s t . 11 AAC 83.385 makes un it agreement modifications 
subject to the Commissioner's approval, and 11 AAC 83.303(c) requires the 
Commissioner to consider several c r it e r ia  when evaluating a request for 
approval of a un it agreement amendment. The Commissioner must f in d  that the 
amendment w i l l  (1) promote the conservation of a l l  natura l resources, (2) 
promote the prevention of economic and physical waste, (3) provide for the 
protection of a l l  parties of in te re s t , inc lud ing the State. 11 AAC 
83 .303(a). In  evaluating those c r it e r ia  the Commissioner must consider the 
fo llow ing factors : (1) the environmental costs and benefits , (2) the 
geo log ica l and engineering characteristics of the rese rvo ir , (3) exploration

iThe o i l  and gas leases are id e n t if ie d  as ADL 47432, ADL 47433, ADL 47434,
ADL 47437, ADL 47438 and ADL 47439 (here inafter referred to as the "leases"). 
In  October, 1979 lease ADL 47432 was divided (severed) in to  two separate 
leases - ADL 47432 and ADL 319717. Lease ADL 319717 has id e n t ic a l terms and 
conditions as lease ADL 47432, inc lud ing  the 20 percent ro ya lty . Likewise, 
lease ADL 47439 was div ided into  two separate leases - ADL 47439 and ADL 
315846 - both having id e n t ic a l terms inc lud ing  the 20 percent roya lty . As 
such, leases ADL 319717 and ADL 315846 also w i l l  be considered in  th is  
decision and are to be included in  any references to the "leases".



ac t iv it ie s  in  the un it area, (4) the app licant's  plans for development, (5) 
the economic costs and benefits to the state , and (6) any other relevant 
factors the Commissioner determines necessary or advisable to protect the 
pub lic  in te re s t . 11 AAC 83 .303(b). Further, the department has defined 
"conservation of natura l resources of a l l  or part of an o i l  or gas poo l, f ie ld  
or l ik e  area" to mean "maximizing the e ff ic ie n t  recovery of o i l  and gas and 
m inim izing the adverse impacts on the surface and other resources." 11 AAC 
83.395(1).

Abbreviated Unit History

By decision dated October 29, 1979, former Commissioner Robert E. LeResche 
approved the Milne Point Unit Agreement. Paragraph 14 of the Agreement stated 
in  part that, "The State's roya lty share due on leases ADL 47432, ADL 47433, 
ADL 47434, ADL 47437, ADL 47438 and ADL 47439 s h a ll be one-fifth  (2056)."
Prior to the Commissioner's 1979 Decision, the roya lty  rate on the leases had 
been 12 1/2 percent.

The Companies' Application

The app lication  f i le d  by the Companies was supported by the fo llow ing 
m ateria ls : (1) the Companies' B r ie f, (2) an a f f id a v it  of Alan Hastings, (3) an 
a f f id a v it  of David U ld rich , and (4) an a f f id a v it  of Lou L. P a i. The Companies 
also f i le d  certain economic, geo log ica l, geophysical and engineering data with 
the app lication  and requested that those data be held con fid e n t ia l. In  the 
app lication  the Companies argue that they cannot expect to earn a reasonable 
rate of return on the ir investments in  the f ie ld  i f  the roya lty  rate on the 
leases remains at 20 percent. In  the app lication the Companies provide 
evidence to support the ir pos ition .

Basis for the Decision

Under AS 38.05.180(p ) , I  may grant a change in  un itized  lease royalty rates 
only when proper to protect the public in te res t . In  th is  instance, I  f in d  
that the pub lic  in terest is  best protected by a royalty change (reduction) 
which would promote maximum production under ex is ting  economic conditions yet 
provide for an automatic and specified increase in  the royalty rate should 
market conditions improve.

AS 38 .05 .180(a)(1) states in  part, "the Legislature finds that the people of 
Alaska have an in terest in  the development of the State's o i l  and gas 
resources to: (A) maximize the economic and physical recovery of the 
re sou rces ...."

Under ex is tin g  and forecasted economic conditions and with a 20 percent 
roya lty  on the leases there is  a high lik e lih o o d  that both the economic and 
physical recovery of o i l  and gas at Milne Point w i l l  not ba maximized for 
e ither the Companies or the State. Production of o i l  ard gas from the 
developed reservoir ( i . e . ,  the Kuparuk River formation) w i l l  not be maximized; 
development and production of o i l  and gas from yet to be developed reservoirs 
( i . e . ,  the Shallow Sands) l ik e ly  w i l l  not occur at a l l .  At a 20 percent 
roya lty , the Companies have made a persuasive case that they cannot be 
reasonably assured an adequate rate of return on any future or incremental
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investment. Given the further erosion of crude o i l  prices since the date the 
app lication was f i le d  with the State, i t  is  possib le that current production 
w i l l  be halted i f  the roya lty rate on the leases remains at 20 percent.

A carefu l review by s ta ff of the data and analyses supplied by the Companies 
confirms that, under current and expected market conditions, the Companies 
l ik e ly  w i l l  not receive an adequate rate of return on the ir current 
investments and that future investments in  the Milne Point Unit a lso would 
y ie ld  a less than satisfactory return . I t  is  also very l ik e ly  that i f  current 
market conditions pers ist (or get worse), the f ie ld  w i l l  be shut-in i f  the 
royalty remains at 20 percent. In  add it ion , future development of the Milne 
Point Unit Shallow Sands (heavy o i l  and gas reservo irs , geo lo g ica lly  
equivalent to ARCO's West Sak-Ugnu reservoirs) is  almost certa in  not to occur 
at a 20 percent roya lty  i f  current market conditions p re v a il.

I t  is  acknowledged that a change in  the roya lty  rate from 20 percent to 12 1/2 
percent w i l l  resu lt in  a short term revenue decrease to the state of 
approximately 2 m ill io n  d o lla rs  per year from the Milne Point U n it . However 
in  the long term the state should be more than compensated for that loss by 
continued production from ex is t in g  wells and development of the Shallow Sands 
reservoirs at Milne Point and the app lication of a roya lty  to that 
production. In  add it io n , a change in  the roya lty rate a lso should re su lt in  a 
prolonged production l i f e  for the Kuparuk reservoir at Milne Po int.

I t  is  also acknowledged that as a resu lt of amending the un it agreement as 
outlined in  th is  dec is ion , continued production and increased ultimate 
recovery of o i l  and gas at Milne Point are not guaranteed. However, there is  
a substantia lly  greater lik e lih o o d  that the benefits re su lt in g  from maximum 
production w i l l  be forthcoming i f  the roya lty rate on the leases is  12 1/2 
percent vis-a-vis 20 percent during periods of depressed world o i l  p rices .

A fixed roya lty , regardless of the percentage, is  not sensitive to f ie ld  
operating costs or the ove ra ll p r o f it a b i l it y  of the operation. In  e ffec t, 
there is  no sharing of downside r is k . In  contrast, a roya lty rate that 
changes in  proportion to value of the o i l  produced is  responsive to both 
re la t ive  increases and decreases in  lessees' p ro f it s . There is  a sharing of 
both downside and upside r is k s . A royalty rate that changes in  response to 
changes in  the value of the o i l  produced allows continued operation and 
development of the f ie ld  during times of decreasing crude o i l  prices (and 
p r o f it a b i l i t y ) ,  yet protects the pub lic  in terest by increasing the State's 
royalty share of lease revenue during times of increasing crude o i l  prices 
(and p r o f it a b i l i t y ) .

On balance, an a ffirm ative  decision to amend the un it agreement to change the 
fixed 20 percent roya lty on the leases to a roya lty that is  responsive to 
changes in  the value of the produced o i l  is  necessary and advisable in  the 
public in terest and properly protects the pub lic  in te res t .

The Companies and the State s h a ll proceed, as necessary, to amend the Milne 
Point Unit Agreement to include the terms and conditions necessary to 
implement th is  dec is ion .
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Decision

I  find  that a decision to amend paragraph 14 of the Milne Point Unit Agreement 
is  necessary and advisable in  the pub lic  in te res t . I  further f in d  that by 
inc lud ing the terms and conditions cited below in  the amendment, the amendment 
protects the pub lic  in te res t .

1. The roya lty rate on the leases w i l l  be as fo llows :

When the value of the produced o i l  at the in le t  to the Milne Point 
P ipe line is  less than $17.00 per b a rre l, the roya lty rate w i l l  be 12 
1/2 percent. When the value of the o i l  is  $17.00 per barre l or 
greater, but less than $25.00 per b a rre l, the roya lty  rate w i l l  be 
16.667 percent. When the value of the o i l  is  $25.00 per ba rre l or 
greater, the roya lty rate w i l l  be 20 percent.

The state w i l l  l im it  it s  taking of royalty in  kind from the leases to 
a maximum of 12.5 percent.

2. The Companies and the State w i l l  proceed to amend the Milne Point. 
Unit Agreement to incorporate the provisions necessary to implement 
th is  dec is ion .

3 . This decision is  e ffective  1986. Royalty payments for the
leases due the State in  the month of , 1986 and thereafter s h a ll 
be calculated using the roya lty  rate schedule spec ified above.

4 . A rtic le  30 of the Milne Point Unit Agreement w i l l  be amended as
fo llow s : The Unit Operator and lessees sh a ll comply with a l l  v a lid
and app licab le  laws and regu lations that concern the h ir in g  of Alaska 
residents and that are in  effect or take effect during the term of 
the leases.

5 . I t  is  acknowledged that th is  decision does not preclude the Companies 
from making future app lications for royalty a lte rations or reductions 
under applicab le Alaska statutes and regu lations .

6 . The Companies' simultaneous app lication for reconsideration/reopening 
of Commissioner LeResche's 1979 Decision is  hereby denied. The 
Companies' simu'taneous app lication  for a royalty reduction pursuant 
to AS 38 .05 .180 (j) also is  denied.

Esther C. Wunnicke, Commissioner Date
Department of Natural Resources
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TEST IM ON Y  OF AL HAST INGS 

BEFORE TH E  HOUSE RESOURCES COMM ITTEE 

REGARD ING  CSSSSB 430 (A P R IL  21, 1986)

CONOCO IS  THE OPERATOR OF THE M IL N E  P O IN T  U N IT ,  W H ICH  I S  THE T H IR D  

PRODUCING  U N IT  ON THE  NORTH SLO PE . I T  BEGAN PRODUCT ION  LAST F A L L , AND 

I S  CURRENTLY PRODUC ING  ONLY 18,000 BARRELS PER DAY— T H IS  IN  COMPARISON 

TO PRUDHOE BA Y 'S  1 .5  M IL L IO N  BARRELS PER  DA Y , AND 260,000 BARRELS PER 

DAY FROM THE KUPARUK U N IT .  BY ANY D E F IN IT IO N ,  M IL N E  P O IN T  I S  A 

MARGINAL U N IT .

D E S P IT E  IT S  MARGINAL NATURE , M IL N E  P O IN T , AND M IL N E  P O IN T  A LONE , IS  

R EQU IR ED  TO PAY A S P E C IA L  ROYALTY SURCHARGE. AT THE STA T E 'S  1969 

C O M P E T IT IV E  SA LE , THE SU CCESSFUL  B ID D ER S  STRUCK AN AGREEMENT UNDER 

W H ICH  THEY AGREED TO PAY A 12.5% ROYALTY . HOWEVER, IN  1979, WHEN THE 

M IL N E  P O IN T  COMPAN IES SOUGHT APPROVAL OF T H E IR  U N IT , THE STATE REFUSED 

UNLESS THE COMPAN IES AGREED TO PAY A  ROYALTY SURCHARGE OF 7*s%, THUS 

IN CR EA S IN G  THE ROYALTY TO  20%. S IN C E  R E J E C T IO N  OF THE U N IT  WOULD 

CAUSE THE COMPAN IES TO LO SE  T H E IR  L EA S E S , WE HAD L IT T L E  C H O IC E  BUT TO 

A CCEPT .

IN  1979, THE STATE B E L IE V E D  THAT T H IS  ROYALTY SURCHARGE WAS IN  THE 

P U B L IC  IN T E R E S T , BECAUSE I T  ALSO B E L IE V E D  THAT WELLHEAD O IL  P R IC E S  IN  

1985 WOULD BE NEARLY $35 PER  BARREL . AS EVENTS HAVE TR A N SP IR ED , ANS 

CRUDE I S  S E L L IN G  ON THE WEST COAST SPOT MARKET AT $12-$14/BBL., AND 

TRANSPORTATION COSTS FROM M IL N E  P O IN T  TO MARKET ARE $11-$12/BBL. AS A
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R ES U LT , IN STEA D  OF IN C R E A S IN G  STATE R EV EN U ES , THE ROYALTY SURCHARGE 

THREATENS TO FORCE PREMATURE ABANDONMENT OF THE  U N IT .

LAST  NOVEMBER , CONOCO SUBM ITTED  A  FORMAL REQUEST TO THE DEPARTMENT OF 

NATURAL RESOURCES TO R E CO N S ID ER  THE ROYALTY SURCHARGE IN  THE M IL N E  

P O IN T  U N IT  AGREEMENT. ON FEBRUARY 5 th  OF T H IS  Y EA R , TO  R E C E IV E D  A 

L ET T ER  FROM CO M M ISS IO N ER  W U N N ICK E , W H ICH  IN D IC A T ED  THAT E X IS T IN G  LAW 

COULD PRECLUDE HER  FROM R ED U C IN G  OR REVOK IN G  THE ROYALTY SURCHARGE.

AT THAT P O IN T , AND IN  L IG H T  OF DN R 'S  CONCERNS OVER THE STA TUTE , I T  

BECAME OBV IOUS THAT L E G IS L A T IO N  WAS NECESSARY I F  DNR WAS TO CO N S ID ER  

REVOK ING  OR R EDUC ING  TH E  SURCHARGE, AS OPPOSED TO S IM PLY  CHANG ING  IT S  

FORM . T H IS  B IL L  WOULD ACCOM PL ISH  P R E C IS E L Y  THA T .

THERE ARE A FEW P O IN TS  THAT I  WOULD L IK E  TO B R IE F L Y  MAKE W ITH  RESPECT  

TO THE  B IL L  AND THE URGENCY B EH IN D  I T .  F IR S T , THE B IL L  I S  VERY 

NARROWLY DRAFTED . I T  WOULD ONLY A U TH OR IZE  THE COM M ISS IONER  TO REDUCE 

OR REVOKE ROYALTY SURCHARGES IMPOSED  AT THE T IM E  OF U N IT  FORM AT ION . 

T H IS  B IL L  DOES NOT G IV E  THE COM M ISS ION ER  ANY AUTHOR ITY  WHATSOEVER TO 

REDUCE RO YA LT IES  B ID  UPON OR AGREED TO AT A C O M P E T IT IV E  SA LE . I T  ALSO 

R EQ U IR ES  THE CO M M ISS IO N ER  TO  P R O V ID E  A  MECHANISM  TO IN CR EA S E  THE 

ROYALTY I F  TH E  COM PAN IES ' SHOULD EVER  MAKE W INDFALL P R O F IT . THE M IL N E  

P O IN T  U N IT  I S  CURRENTLY OPERAT ING  AT A SUBSTANTIAL CASH LO S S . THE 

P R O B A B IL IT Y  OF MAKING ANY P R O F IT  J.N THE NEXT 2-3 YEARS IS  VERY U N L IK E ­

LY  EVEN W ITH  MODEST CRUDE P R IC E  IN C R E A S E S .
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N EX T , THE B IL L  DOES NOT GRANT CONOCO , OR ANYONE E L S E , ROYALTY R E L IE F .  

I T  MERELY AUTHOR IZES  THE CO M M ISS IO N ER  TO R E CO N S ID ER  ROYALTY SURCHARGES 

IN  U N IT  AGREEMENTS WHEN TH E  P U B L IC  IN T E R E S T  WARRANTS. CONOCO W IL L  

S T IL L  HAVE TO PROVE IT S  CASE BEFORE TH E  DEPARTMENT. THE IS S U E  BEFORE 

T H IS  COM M ITTEE I S  NOT WHAT CONOCO 'S  ROYALTY SHOULD B E ; THAT IS S U E  W IL L  

HAVE TO BE  RESOLVED BY D N R , BASED ON THE CO N S ID ERA T IO N  OF F IN A N C IA L  

DATA , SOME OF I T  C O N F ID E N T IA L . THE  ONLY R E L IE F  CONOCO I S  A SK ING  HERE 

I S  TO REMOVE A P E R C E IV E D , D IS C R IM IN A T O R Y , AND VERY U N IN TEN T IO N A L  

IM P ED IM EN T  TO DNR 'S  A B IL IT Y  TO R E CO N S ID ER  THE SURCHARGE.

THERE  I S  URGENCY TO T H IS  L E G IS L A T IO N . AS YOU KNOW, THE U N IT  HAS 

ALREADY HAD TO SUSPEND NEW D R IL L IN G  AT M IL N E  P O IN T , AND IN  L IG H T  OF 

THE RECENT DRAMATIC D E C L IN E  IN  O IL  P R IC E S  THE SURCHARGE IS  J EO PA R D IZ ­

IN G  NOT ONLY FUTURE DEVELOPM ENT , BUT E X IS T IN G  PRODUCT ION  AS W ELL . IN  

A L ET T ER  TO SENATOR STURGULEW SK I, COM M ISS ION ER  W UNNICKE STATED (AND I  

QUOTE) ' ' IT  I S  ALSO VERY L IK E L Y  THAT I F  CURRENT C O N D IT IO N S  P E R S IS T  (OR 

GET W ORSE), THE F IE L D  W IL L  BE SHUT IN  I F  THE  ROYALTY REMA INS AT 20% ."

CONOCO 'S IN T EN T  IS  A LONG-TERM COMM ITMENT TO REM A IN  AN OPERATOR IN  

ALASKA . WE HAVE CONT IN UED  TO BE A C T IV E  IN  BOTH STATE AND FEDERAL 

LEASE  SA LES , AND M IL N E  P O IN T  I S  AN IMPORTANT KEY TO T H IS  COMM ITMENT. 

W ITH  THE CURRENT CRUDE P R IC E S , WE ARE NOT M EET IN G  OUR OPERAT ING  CO STS . 

PASSAGE OF T H IS  B IL L  W IL L  P R O V ID E  SUBSTANT IAL  ENCOURAGEMENT FOR CONOCO 

AND IT S  PARTNERS TO STAY IN  O PERAT ION  DUR ING  THESE D IF F IC U L T  ECONOM IC 

T IM E S .

-3-



THANK YOU FOR THE OPPORTUN ITY  TO TALK W ITH  YOU TODAY REGARD ING  SB 430, 

AND I  WOULD BE D E L IG H T ED  TO TRY TO ANSWER ANY QUEST IONS  YOU M IGHT 

HAVE .

- 4 -



r e fe r r in g  here to  end s h a l l V* binding vpon a l l  those p a r t i t a  who have 
«seeut*d such •  counterpart* r a t i f i c a t io n  at eensent he re to  w ith the t i n  
f t r c e  and a f fe c t  as i f  a l l  such p a r t ie s  had signed the sum  document and 
re g a rd le ss  o f  whether o r not i t  I s  executed by A l l e the r p a r t ie s  awning
o r c la im ing an in te re s t  Ub the lands w ith in  the above described u n it eras*

»

SO. ALASKA KESZD2K7 S IU .  A l l S ta te  Of A laska le a ses  c e a a it t td  to  
se ld  agreeaent a re hereby a lte re d  to  re q u ire  th a t the laaaee end u n it 
Operator s h a l l eeap ly w ith a l l  v a lid  and ap p lic ab le  lave  end reg u la tion s  
w ith regard  to  b ite  o f  A laska re s id e n ts . Q u a lifie d  A laska re s id en ts  s h a l l 
be h ire d  as raqu lrad  in  AS 3 8 .4 0 ; le a see  s h a l l  eo t d a se r la ln a te  aga in st * 
A laska re s id en ts*  as p roh ib ited  by AS 3 8 .4 0  end o ther ap p lic ab le  laws 
and re g u la t io n s  o f  the S ta te  o f  A laska .

CONOCO XNC

A tte s t
C o lt Operator



V  '

S t a t e  o f  A l a s k a

P O U C H  V 
J U N E A U . A L A S K A  99811 

(907) 485-4941

H o u s e  Sp e c ia l  C o m m it t e e  o n  O il a n d  G as

CSSSSB  4 3 0  ( R u l e s )

CSSSSB  4 3 0  ( R u l e s )  w o u ld  a l l o w  t h e  c o m m i s s i o n e r  o f  t h e  
D e p a r tm e n t  o f  N a t u r a l  R e s o u r c e s  t o  r e d u c e  o r  r e v o k e  a  r o y a l t y  
i n c r e a s e  t h a t  was made i n  c o n n e c t i o n  w i t h  t h e  i n s t i t u t i o n  o r  
o p e r a t i o n  o f  a  c o o p e r a t i v e  o r  u n i t  p l a n .  S u c h  a  r e d u c t i o n  o r  
r e v o c a t i o n  w o u ld  a l s o  h a v e  t o  c o n t a i n  a  m e ch an ism  t o  p r o v i d e  
t h a t  i f  t h e  p r o f i t a b i l i t y  o f  a  l e s s e e ' s  o p e r a t i o n  i n c r e a s e s  t o  
a  s p e c i f i e d  l e v e l  a f t e r  t h e  r e d u c t i o n  o r  r e v o c a t i o n  i s  m ad e ,  
t h e  c o m m i s s i o n e r  s h a l l  i n c r e a s e  t h e  r o y a l t y  o b l i g a t i o n  t o  a  
l e v e l  n o t  e x c e e d i n g  t h e  am oun t  o f  t h e  r o y a l t y  i n c r e a s e  t h a t  
t h e  c o m m i s s i o n e r  r e d u c e d  o r  r e v o k e d .

T h i s  l e g i s l a t i o n  i s  d i r e c t e d  s p e c i f i c a l l y  t o w a r d  C o n o c o 1s  
M i l n e  P o i n t  U n i t .  T h e  r e n e g o t i a t i o n  o f  l e a s e  t e rm s  i n  1 9 7 9  
b e tw e e n  C o n o c o  an d  DNR o c c u r r e d  a s  a  r e s u l t  o f  t h e  u n i t i z a t i o n  
o f  t h e  M i l n e  P o i n t  f i e l d .  One c o n d i t i o n  o f  u n i t i z a t i o n  w as a  
r o y a l t y  i n c r e a s e  f r o m  1 2 . 5  t o  2 0  p e r c e n t .  M i l n e  P o i n t  i s  t h e  
o n l y  p r o d u c i n g  u n i t  t h a t  h a s  b e e n  s u b j e c t e d  t o  a  r o y a l t y  
i n c r e a s e .  N o n - p r o d u c i n g  u n i t s  t h a t  h a v e  b e e n  s u b j e c t e d  t o  
s i m i l a r  r o y a l t y  i n c r e a s e s  a r e  Gwydyr B a y  a n d  D u ck  I s l a n d .

I t  i s  t h e  v i e w  o f  DNR t h a t  p r e s e n t  l aw  p r e v e n t s  t h e  
c o m m i s s i o n e r  f r o m  m ak in g  t h e  r o y a l t y  r e d u c t i o n  o r  r e v o c a t i o n  
s o u g h t  b y  t h e  o p e r a t o r  o f  t h e  M i l n e  P o i n t  U n i t .  DNR b e l i e v e s  
t h a t  t h e  s p e c i f i c  r o y a l t y  r e d u c t i o n  l i m i t a t i o n s  s t a t e d  i n  AS 
3 8 . 0 5 . 1 8 0 ( j )  c o n t r o l  t h e  g e n e r a l  r o y a l t y  r e d u c t i o n  p o w e r s  
g r a n t e d  i n  AS 3 8 . 0 5 . 1 8 0 ( p ) j

AS 3 8 . 0 5 . 1 8 0 ( j )  s t a t e s  t h a t  "T o  p r o l o n g  t h e  e c o n o m i c  l i f e  
o f  a n  o i l  an d  g a s  f i e l d ,  t h e  c o m m i s s i o n e r  s h a l l  a d o p t  
r e g u l a t i o n s  f o r  a l l  b i d d i n g  m e t h o d s  t o  a l l o w  r e d u c t i o n  o f  
r o y a l t y  on  l e a s e s  w i t h i n  t h e  f i e l d  t o  c o m p e n s a t e  f o r  
i n c r e a s i n g  c o s t s  i n  t h e  l a t e r  s t a g e s  o f  p r o d u c t i o n  d e c l i n e .
T h e  c o m m i s s i o n e r  may n o t  g r a n t  a  r e d u c t i o n  o f  r o y a l t y  u n t i l  
tw o  y e a r s '  i n i t i a l  p r o d u c t i o n  f r o m  t h e  f i e l d  h a s  o c c u r r e d  and  
e a c h  l e s s e e  r e q u e s t i n g  t h e  r e d u c t i o n  h a s  m ade a  c l e a r  s h ow in g  
t h a t  t h e  r e v e n u e  f r o m  a l l  h y d r o c a r b o n s  p r o d u c e d  f r o m  t h e  f i e l d  
i s  i n s u f f i c i e n t  t o  p r o d u c e  a  r e a s o n a b l e  r a t e  o f  r e t u r n  w i t h  
r e s p e c t  t o  t h a t  l e s s e e ' s  t o t a l  i n v e s tm e n t  i n  t h e  f i e l d . "



S S S B  4 3 0  s t a r t e d  t o  move a c t i v e l y  t h r o u g h  t h e  S e n a t e  
a f t e r  C o n o c o  an d  DNR f a i l e d  t o  n e g o t i a t e  an  a g r e e m e n t  t o  a l t e r  
t h e  r o y a l t y  o b l i g a t i o n  a t  M i l n e  P o i n t .  T h e  m o s t  h o p e f u l  
a t t e m p t  a t  r e s o l v i n g  t h i s  i s s u e  was D N R 's  o f f e r  o f  a  r o y a l t y  
r e d u c t i o n  t o  1 2 . 5  p e r c e n t ,  i n  c o m b i n a t i o n  w i t h  a  1 2 . 5  p e r c e n t  
r o y a l t y  an d  a  3 5  p e r c e n t  n e t  p r o f i t  s h a r e  f r o m  t h e  S h a l l o w  
S a n d s  r e s e r v o i r s  a t  M i l n e  P o i n t .  T h i s  w o u ld  h a v e  p r o v i d e d  t h e  
s t a t e  w i t h  r e v e n u e s  e q u i v a l e n t  t o  a  2 0  p e r c e n t  r o y a l t y ,  w h i l e  
a l l o w i n g  C o n o c o  t o  d e f e r  p a y m en t  o f  7 . 5  p e r c e n t  o f  i t s  r o y a l t y  
o b l i g a t i o n .  N e g o t i a t i o n s  b r o k e  dow n , h o w e v e r ,  when C o n o c o  
s t a t e d  t h a t  t h e  c om p any  m u s t  h a v e  a  r e a l  r e d u c t i o n  i n  i t s  
r o y a l t y  o b l i g a t i o n  r a t h e r  t h a n  s im p l y  t h e  d e f e r r i n g  o f  a  s h a r e  
o f  t h i s  o b l i g a t i o n .

C o n o c o ' s  r e q u e s t  f o r  a  r o y a l t y  r e d u c t i o n  d e r i v e s  f r o m  t h e  
c o m p a n y ' s  u n f o r t u n a t e  e c o n o m i c  t i m i n g .  T h e  M i l n e  P o i n t  U n i t  
an d  t h e  c o n s e q u e n t  r o y a l t y  i n c r e a s e  w e r e  e s t a b l i s h e d  a t  a  t im e  
when t h e  p r i c e  f o r  c r u d e  o i l  was n e a r  i t s  r e c o r d  h i g h .  
P r o f i t a b i l i t y  p r o j e c t i o n s  a t  t h e  t im e  w e r e  s u f f i c i e n t  t o  
w a r r a n t  t h e  com m encem en t o f  p r o d u c t i o n  a c t i v i t i e s ,  
n o t w i t h s t a n d i n g  t h e  2 0  p e r c e n t  r o y a l t y .

B e c a u s e  o f  t h e  l o w e r  c u r r e n t  p r i c e  f o r  c r u d e  o i l ,  
h o w e v e r ,  C o n o c o  c l a i m s  t h a t  t h e  l i f e  o f  t h e  M i l n e  P o i n t  f i e l d  
w i l l  b e  t e r m i n a t e d  p r e m a t u r e l y  u n l e s s  t h e  com pany  i s  p r o v i d e d  
w i t h  som e m e a s u r e  o f  r o y a l t y  r e l i e f .  C o n o c o  f u r t h e r  s t a t e s  
t h a t  t h e  r e d u c t i o n  o r  r e v o c a t i o n  o f  i t s  M i l n e  P o i n t  r o y a l t y  
o b l i g a t i o n  w i l l  e n h a n c e  t h e  c o m p a n y ' s  o p p o r t u n i t y  t o  d e v e l o p  
t h e  n e a r b y  S h a l l o w  S a n d s  r e s e r v o i r .  H ow e v e r ,  t h e  c o s t s  o f  
f i e l d  d e v e l o p m e n t  a r e  e x p e c t e d  t o  f a r  e x c e e d  t h e  r e v e n u e s  
r e t a i n e d  b y  C o n o c o  t h r o u g h  a  r e d u c t i o n  i n  i t s  r o y a l t y  
o b l i g a t i o n .



SUM IF M $M
D E P A R T M E N T  O F  N A T U R A L  R E S O U R C E S

O F F IC E  O F  T H E  C O M M IS S IO N E R

M a r c h  1 7 ,  1 9 8 6

T h e  H o n o r a b l e  A r l i s s  S t u r g u l e w s k i  *
C h a i r ,  S e n a t e  R e s o u r c e s  C o m m i t t e e  
P .O .  B ox  V 
J u n e a u ,  AK 9 9 8 1 1
D e a r  S e n a t o r  S t u r g u l e w s k i :
T h e  D e p a r tm e n t  o f  N a t u r a l  R e s o u r c e s  s u p p o r t s  SS SB 4 3 0 ,  
w h i c h  i s  s c h e d u l e d  f o r  a  h e a r i n g  t o d a y  i n  t h e  S e n a t e  
R e s o u r c e s  C o m m i t t e e .  The b i l l  w o u ld  a u t h o r i z e  t h e  
c o m m i s s i o n e r  o f  t h e  D e p a r tm e n t  o f  N a t u r a l  R e s o u r c e s  u n d e r  
c e r t a i n  c i r c u m s t a n c e s  t o  r e d u c e  o r  r e v o k e  o i l  o r  g a s  r o y a l t y  
o b l i g a t i o n  i n c r e a s e s  made i n  c o n n e c t i o n  w i t h  t h e  i n s t i t u t i o n  
o r  o p e r a t i o n  o f  a  c o o p e r a t i v e  o r  u n i t  p l a n .
T h e  b i l l  p r i m a r i l y  w o u ld  a f f e c t  t h e  M i l n e  P o i n t  U n i t ,  a  
s m a l l  N o r t h  S l o p e  o i l  f i e l d  w h i c h  b e g a n  p r o d u c t i o n  l a s t  
f a l l .
C o n o c o ,  I n c . ,  t h e  M i l n e  P o i n t  U n i t  o p e r a t o r ,  h a s  b e e n  
s e e k i n g  f o r  s e v e r a l  y e a r s  t o  r o l l  b a c k  a  20% r o y a l t y  on  
c e r t a i n  M i l n e  P o i n t  l e a s e s .  T h e  r o y a l t y  o b l i g a t i o n " o n  t h o s e  
l e a s e s  w as i n c r e a s e d  f r om  1 2 .5%  t o  20% u n d e r  an  a g r e e m e n t  
r e q u i r e d  by  t h e  d e p a r tm e n t  i n  1 9 7 9  a s  a c o n d i t i o n  o f  
a p p r o v a l  o f  t h e  M i l n e  P o i n t  U n i t .
As a  r e s u l t  o f  an  a p p l i c a t i o n  f o r  r o y a l t y  r e l i e f  f i l e d  l a s t  
f a l l  by  C o n o c o  and  M i l n e  P o i n t  U n i t  w o r k in g  i n t e r e s t  ow n e rs  
R e a d in g  an d  B a t e s  P e t r o l e u m  Com pany , C h a m p l in  P e t r o l e u m  
Company an d  C i t i e s  O i l  and G as C o r p o r a t i o n ,  t h e  d e p a r tm e n t  
h a s  e x am in e d  c o n f i d e n t i a l  e c o n o m i c ,  g e o l o g i c a l ,  g e o p h y s i c a l  
an d  e n g i n e e r i n g  d a t a  s u p p l i e d  by  t h e  c o m p a n i e s .  B a s e d  u p on  
t h a t  r e v i e w ,  t h e  d e p a r tm e n t  b e l i e v e s  t h a t  r e s c i n d i n g  t h e

 r o y a l t v _ . i n c r e a s e  w o u ld  e n c o u r a g e  c o n t i n u e d  p r o d u c t i o n  an d
f u r t h e r  d e v e l o p m e n t  o f  o i l  r e s e r v o i r s  w i t h i n  t h e  M i l n e  P o i n t  
U n i t .
U n d e r  e x i s t i n g  an d  f o r e c a s t e d  e c o n o m i c  c o n d i t i o n s ,  t h e r e  i s  
a  h i g h  l i k e l i h o o d  t h a t  b o t h  th e -  e c o n o m i c  an d  p h y s i c a l  
r e c o v e r y  o f  o i l  an d  g a s  a t  M i l n e  P o i n t  w i l l  n o t  b e  m a x im iz e d  
f o r  e i t h e r  t h e  c o m p a n i e s  o r  t h e  s t a t e  a t  a  r o y a l t y  r a t e  o f  
20% . P r o d u c t i o n  o f  o i l  an d  g a s  f r o m  t h e  d e v e l o p e d  r e s e r v o i r  
( i . e . ,  t h e  K u p a r u k  R i v e r  f o r m a t i o n )  w i l l  n o t  b e  m a x im iz e d ,  
and  d e v e l o p m e n t  a n d  p r o d u c t i o n  o f  o i l  and  g a s  f r o m  y e t  t o  b e
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d e v e l o p e d  r e s e r v o i r s  ( i . e . ,  t h e  S h a l l o w  S a n d s  -  h e a v y  o i l  
and  g a s  r e s e r v o i r s ,  g e o l o g i c a l l y  e q u i v a l e n t  t o  A RCO 's  W e s t  
S a k -U g n u  r e s e r v o i r s  a t  K u p a r u k  U n i t )  l i k e l y  w i l l  n o t  o c c u r  
a t  a l l .  T h e  c o m p a n ie s  h a v e  made a  p e r s u a s i v e  c a s e  t h a t  t h e y  
c a n n o t  b e  r e a s o n a b l y  a s s u r e d  an  a d e q u a t e  r a t e  o f  r e t u r n  on  
any f u t u r e  o r  i n c r e m e n t a l  i n v e s tm e n t  u n d e r  t h e  e x i s t i n g  20% 
r o y a l t y .  G iv e n  t h e  f u r t h e r  e r o s i o n  o f  c r u d e  o i l  p r i c e s  
s i n c e  t h e  a p p l i c a t i o n  was f i l e d  w i t h  t h e  s t a t e  l a s t  O c t o b e r ,  
i t  i s  p o s s i b l e  t h a t  c u r r e n t  p r o d u c t i o n  w i l l  b e  h a l t e d  i f  t h e  
r o y a l t y  r a t e  o n  t h e  l e a s e s  r e m a in s  a t  2 0  p e r c e n t .
A c a r e f u l  r e v i e w  by  s t a f f  o f  t h e  d a t a  an d  a n a l y s e s  s u p p l i e d "  
by t h e  c o m p a n ie s  c o n f i r m s  t h a t ,  u n d e r  c u r r e n t  an d  e x p e c t e d  
m a r k e t  c o n d i t i o n s ,  t h e  c o m p a n i e s  l i k e l y  w i l l  n o t  r e c e i v e  an  
a d e q u a t e  r a t e  o f  r e t u r n  o n  t h e i r  c u r r e n t  i n v e s t m e n t s ,  and  
t h a t  f u t u r e  i n v e s tm e n t s  i n  t h e  M i l n e  P o i n t  U n i t  a l s o  w o u ld  
y i e l d  a  l e s s  t h a n  s a t i s f a c t o r y  r e t u r n .  I t  i s  a l s o  v e r y  
l i k e l y  t h a t  i f  c u r r e n t  c o n d i t i o n s  p e r s i s t  ( o r  g e t  w o r s e ) , 
t h e  f i e l d  w i l l  b e  s h u t - i n  i f  t h e  r o y a l t y  r e m a in s  a t  2 0% . I n  
a d d i t i o n ,  f u t u r e  d e v e l o p m e n t  o f  t h e  M i l n e  P o i n t  U n i t  S h a l l o w  
S an d s  i s  a lm o s t  c e r t a i n  n o t  t o  o c c u r  a t  a  20% r o y a l t y .
A r e d u c t i o n  i n  t h e  r o y a l t y  r a t e  f r o m  20% t o  1 2 .5 %  w o u ld  
r e s u l t  i n  a  r e v e n u e  d e c r e a s e  t o  t h e  S t a t e  o f  a p p r o x im a t e l y  
$ 4 . 5  m i l l i o n  a  y e a r  f r o m  t h e  M i l n e  P o i n t  U n i t .  ( S e e  
a t t a c h e d  f i s c a l  n o t e . )
T h e  d e p a r tm e n t  h a s  t r i e d  t o  a d d r e s s  t h e  n e e d  f o r  r o y a l t y  
r e l i e f  w i t h i n  t h e  c u r r e n t  s t a t u t o r y  f r a m e w o r k ,  a n d  e a r l i e r  
t h i s  y e a r  p r o p o s e d  t h a t  t h e  r o y a l t y  o b l i g a t i o n  b e  c h a n g e d  
( n o t  r e d u c e d )  t o  a  1 2 .5 %  r o y a l t y  and  a  35% N e t  P r o f i t  S h a r e  
i n  l i e u  o f  t h e  c u r r e n t  20% r o y a l t y .  T h e  c o m p a n i e s  h a v e  n o t  
a c c e p t e d  t h i s  p r o p o s a l ,  e v e n  t h o u g h  i t  w o u ld  h a v e  t h e  e f f e c t  
o f  an  im m e d ia t e  r e d u c t i o n  i n  t h e  r o y a l t y  o b l i g a t i o n ,  an d  
w o u ld  l e a v e  o p e n  t h e  o p p o r t u n i t y  f o r  t h e  c o m p a n i e s  t o  a p p l y  
f o r  f u r t h e r  r e l i e f  a f t e r  tw o  y e a r s  o f  f i e l d  p r o d u c t i o n  b a s e d  
on  t h e  f a c t s  an d  c i r c u m s t a n c e s  a t  t h a t  t im e .
T he  d e p a r tm e n t  h a s  b e en  c o n s t r a i n e d  f r o m  c o n s i d e r i n g  an  
o u t r i g h t  r o y a l t y  r e d u c t i o n  b y  AS 3 8 . 0 5 . 1 8 0  ( j )  , w h i c h  
p r e c l u d e s  t h e  c o m m i s s i o n e r  f r o m  g r a n t i n g  a  r e d u c t i o n  o f  a 
l e a s e  r o y a l t y  " u n t i l  tw o y e a r s '  i n i t i a l  p r o d u c t i o n  f r o m  t h e  
f i e l d  h a s  o c c u r r e d  and  e a c h  l e s s e e  r e q u e s t i n g  t h e  r e d u c t i o n  
h a s  made a  c l e a r  s h ow in g  t h a t  t h e  r e v e n u e  f r o m  a l l  
h y d r o c a r b o n s  p r o d u c e d  f r o m  t h e  f i e l d  i s  i n s u f f i c i e n t  t o  
p r o d u c e  a  r e a s o n a b l e  r a t e  o f  r e t u r n  w i t h  r e s p e c t  t o  t h a t  
l e s s e e ' s  t o t a l  i n v e s tm e n t  i n  t h a t  f i e l d . "
T he  d e p a r t m e n t ' s  p r o p o s a l  t o  c h a n g e  t h e  e x i s t i n g  r o y a l t y  
r a t e  was b a s e d  on  t h e  a u t h o r i t y  o f  AS 3 8 . 0 5 . 1 8 0 ( p ) , w h i c h  
a u t h o r i z e s  t h e  c o m m i s s i o n e r  t o  c h a n g e  r o y a l t y  r e q u i r e m e n t s  
o f  u n i t i z e d  l e a s e s  " a s  t h e  c o m m i s s i o n e r  d e t e r m i n e s  n e c e s s a r y
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o r  p r o p e r  t o  s e c u r e  t h e  p r o p e r  p r o t e c t i o n  o f  t h e  p u b l i c  
i n t e r e s t . "  U n d e r  t h e  d e p a r t m e n t ' s  p r o p o s a l ,  t h e  s t a t e  
l i k e l y  w o u ld  h a v e  b e e n  c o m p e n s a t e d  f o r  t h e  n e a r - t e r m  r e v e n u e  
l o s s e s  r e s u l t i n g  f r o m  a  r e d u c t i o n  t o  a  1 2 .5 %  r o y a l t y  r a t e  b y  
t h e  f u r t h e r  r e c e i p t  o f  r e v e n u e s  f r om  t h e  d e v e l o p m e n t  o f  t h e  
S h a l l o w  S a n d s  r e s e r v o i r s  a t  M i l n e  P o i n t  an d  t h e  a p p l i c a t i o n  
o f  t h e  35% N e t  P r o f i t  S h a r e  and  t h e  1 2 .5 %  r o y a l t y  t o  t h a t  
p r o d u c t i o n .  R e v e n u e s  t o  t h e  s t a t e  o v e r  t im e  l i k e l y  w o u ld  
h a v e  b e e n  e q u i v a l e n t  o r  g r e a t e r  u n d e r  t h e  d e p a r t m e n t ' s  
p r o p o s a l ,  b u t  t h e  in c om e  w o u ld  h a v e  b e e n  d e l a y e d .
T h e  d e p a r tm e n t  b e l i e v e s  t h a t  i t  i s  n o t  a u t h o r i z e d  t o  r e d u c e  
t h e  r o y a l t y  o b l i g a t i o n  u n d e r  AS 3 8 . 0 5 . 1 8 0 ( p ) , b e c a u s e  o f  t h e  
l i m i t a t i o n  AS 3 8 . 0 5 . 1 8 0 ( j )  a p p e a r s  t o  p l a c e  on  t h e  
c o m m i s s i o n e r ' s  p o w e r s .  I f  AS 3 8 . 0 5 . 1 8 0  ( j )  a p p l i e d  o n l y  t o  
l e a s e s  t h a t  h a d  n o t  y e t  b e e n  u n i t i z e d ,  AS 3 8 . 0 5 . 1 8 0  ( j )  w o u ld  
b e  a  n u l l i t y  b e c a u s e ,  a s  a  p r a c t i c a l  m a t t e r ,  u n i t i z a t i o n  
a lw a y s  p r e c e d e s  p r o d u c t i o n .  R e l a t e d  s t a t u t e s  s h o u l d  n o t  be  
c o n s t r u e d  t o  make on e  s t a t u t e  a  n u l l i t y .
F u r t h e r ,  t h e  g e n e r a l  r u l e  o f  s t a t u t o r y  c o n s t r u c t i o n  i s  t h a t  
s p e c i f i c  p r o v i s i o n s  c o n t r o l  g e n e r a l  p r o v i s i o n s .  U n d e r  t h i s  
r u l e ,  t h e  s p e c i f i c  r o y a l t y  r e d u c t i o n  p r o v i s i o n s  o f  
AS 3 8 . 0 5 . 1 8 0  ( j )  w o u ld  c o n t r o l  t h e  g e n e r a l  p r o v i s i o n s  o f  
AS 3 8 . 0 5 . 1 8 0 ( p ) .
F u r t h e r ,  t h e  l e g i s l a t i v e  h i s t o r y  o f  AS 3 8 . 0 5 . 1 8 0  ( j )  a r g u e s  
a g a i n s t  u s i n g  AS 3 8 . 0 5 . 1 8 0 (p )  t o  c i r c u m v e n t  t h e  r o y a l t y  
r e d u c t i o n  l i m i t a t i o n s  s t a t e d  i n  AS 3 8 . 0 5 . 1 8 0  ( j ) .
T e s t im o n y  b e f o r e  t h e  L e g i s l a t u r e  i n  1 9 7 8  f o c u s e d  o n  r o y a l t y  
r e d u c t i o n s  i n  c o n j u n c t i o n  w i t h - t h e  i n c r e a s e d  f l e x i b i l i t y  
g i v e n  t o  t h e  c o m m i s s i o n e r  t o  s e l e c t  b i d d i n g  m e t h o d s .  A 
p r im e  c o n c e r n  was t o  p r e v e n t  r o y a l t y  b i d  m a n i p u l a t i o n ,  w h e re  
a. b i d d e r  o b t a i n s  a  t r a c t  by b i d d i n g  an  u n r e a s o n a b l y  h i g h  
r o y a l t y  c o u n t i n g  o n  a  s u b s e q u e n t  r o y a l t y  r e d u c t i o n  t o  make 
t h e  l e a s e  p r o f i t a b l e .  A l t h o u g h  t h e  c o m p a n ie s  o b t a i n e d  t h e i r  
l e a s e s  a t  a  f i x e d  r o y a l t y  s a l e ,  t h e  p o l i c y  a g a i n s t  r o y a l t y  
b i d d i n g  i s  a r g u a b l y  s t i l l  a p p l i c a b l e .  T h e  c o m p a n i e s '  l e a s e s  
w e re  a b o u t  t o  e x p i r e ,  c a u s i n g  t h e  c o m p a n ie s  t o  a g r e e  t o  
i n c r e a s e - - r o y a l t i e s .  t n _ o r d e r  _ t o . . .k e e p _ f r om  l o s i n g  t h e  l e a s e s  
w h i c h  w e r e  a b o u t  t o  e x p i r e .
T he  b i l l  t h a t  c r e a t e d  AS 3 8 . OS . 1 8 0 ( j ) w en t  t h r o u g h  s e v e r a l  
c o m m i t t e e  s u b s t i t u t e s .  One c o m m i t t e e ,  t h e  H ou s e  R e s o u r c e s  
C o m m i t t e e ,  v o t e d  t o  p l a c e  an  e x p r e s s  l i m i t  on  t h e  
c o m m i s s i o n . s r ' s  p ow e r s  u n d e r  AS 38 . 0 5 . 1 8 0  (p )  by a d d i n g  t h e  
l a n g u a g e :  " h o w e v e r ,  t h e  c o m m i s s i o n e r  may n o t  r e d u c e  t h e
s t a t e ' s  r o y a l t y  w i t h i n  any u n i t  e x c e p t  a s  p r o v i d e d  i n  ( j ]  o f  
t h i s  s e c t i o n . "  A s u b s e q u e n t  c o m m i t t e e  r e v i e w i n g  t h e  b i l l ,  
t h e  S e n a t e  R e s o u r c e s  C o m m i t t e e ,  d e l e t e d  t h a t  l a n g u a g e ,  b u t  
i t s  s o l e  m o t i v e  .was t h a t  t h e  l a n g u a g e  was u n n e c e s s a r y  s i n c e  
t h a t  c o m m i t t e e  h a d  a l r e a d y  d e c i d e d  t o  d e l e t e  AS 3 8 . 0 5 . 1 8 0  ( j )  
a l t o g e t h e r .  •
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L a t e r  i n  t h e  S e n a t e  R e s o u r c e s  h e a r i n g ,  DNR p o i n t e d  o u t  t h a t  
AS 3 8 . 0 5 . 1 8 0  ( j )  g r a n t e d  t h e  c o m m i s s i o n e r  l e s s  p ow e r  t o  
r e d u c e  r o y a l t i e s  t h a n  e x i s t e d  a t  t h a t  t im e  u n d e r  
AS 3 8 . 0 5 . 1 4 0 .  T he  c o m m i t t e e  t h e n  v o t e d  t o  amend AS 
3 8 . 0 5 . 1 4 0  t o  d e l e t e  t h e  c o m m i s s i o n e r ' s  r o y a l t y  r e d u c t i o n  
p o w e r s  f o r  o i l  and  g a s ,  a n d  v o t e d  t o  r e i n s t a t e  
AS 3 8 . 0 5 . 1 8 0  ( j ) . T he  c o m m i t t e e  im m e d i a t e l y  a d j o u r n e d ,  
w i t h o u t  t a k i n g  up  t h e  q u e s t i o n  o f  w h e t h e r  t h e  p r e v i o u s  
c o m m i t t e e ' s  l i m i t a t i o n  o f  AS 3 8 . 0 5 . 1 8 0 (p )  s h o u l d  b e  
r e t a i n e d .
I n  v i e w  o f  t h i s  l e g i s l a t i v e  h i s t o r y ,  t h e  d e p a r tm e n t  
c o n c l u d e d  t h a t  t h e  s p e c i f i c  r o y a l t y  r e d u c t i o n  l i m i t a t i o n s  
s t a t e d  i n  AS 3 8 . 0 5 . 1 8 0  ( j )  c o n t r o l  t h e  g e n e r a l  r o y a l t y  
r e d u c t i o n  p ow e r s  g r a n t e d  i n  AS 3 8 . 0 5 . 1 8 0 ( p ) .
T h an k  y o u  f o r  t h e  o p p o r t u n i t y  t o  comment o n  SS  SB 4 3 0 .
S i n c e r e l y ,

C o m m is s i o n e r

A t t a c h m e n t
c c :  S e n a t o r  B e t t y e  F ah ren k am p
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T h e  H o n o r a b le  M ik e  D a v is  
R e p r e s e n t a t i v e ,  A la s k a  
315 B a r n e t t e  S t r e e t  
S u i t e  101
F a i r b a n k s ,  A la s k a  99701

R e : E n c lo s e d  R e q u e s t  f o r  U n i t
A g r e e m e n t  Am endm en t

D e a r  R e p r e s e n t a t i v e  D a v is :

E n c lo s e d  i s  a  c o p y  o f  a  r e q u e s t  b y  C o n o c o  I n c .  a n d  o t h e r  M i ln e .  P o in t  
U n i t  w o r k in g  i n t e r e s t  o w n e r s  t o  am end  t h e  M i l n e  P o in t  U n i t  A g r e e m e n t .  
T h e  c o m p a n ie s  s u b m it t e d  t h e  r e q u e s t  t o  DNR o n  N o v em b e r  4 , 1985. T h e
am e ndm en t w o u ld  r e m o v e  a  7%% r o y a l t y  s u r c h a r g e  t h a t  w as  im p o s e d  u p o n  
t h e s e  c o m p a n ie s  b y  DNR C o m m is s io n e r  R o b e r t  L e R e s c h e  i n  S e p t e m b e r ,  1979.

G r a n t in g  t h e  c o m p a n ie s '  r e q u e s t  f o r  r e m o v a l o f  t h e  s u r c h a r g e  w i l l  h a v e  a  
n e g l i g i b l e  e f f e c t  o n  c u r r e n t  s t a t e  r e v e n u e s .  I n d e e d ,  t h e  s u r c h a r g e  w i l l  
n e t  t h e  s t a t e  o n l y  som e $8 m i l l i o n  i n  a d d i t i o n a l  r o y a l t i e s  i n  1986.
H o w e v e r , i f  t h e  s u r c h a r g e  r e s u l t s  i n  p r e m a t u r e  f i e l d  a b a n d o n m e n t , t h e  
s t a t e  w i l l  s u f f e r  a  f o r s e e a b l e  $1 .1 b i l l i o n  n e t  l o s s  i n  t a x e s  a n d  
r o y a l t i e s .  M o r e o v e r ,  t h e  s u b s e q u e n t  p r o d u c t i o n  a t  M i l n e  P o in t  w h ic h  i s  
j e o p a r d i z e d  b y  t h e  s u r c h a r g e  i s  c r i t i c a l  t o  t h e  s t a t e .  F o r  e x a m p le ,  i f  
t h e  s u r c h a r g e  i s  r e m o v e d , a n d  t h e  u n i t  i s  f u l l y  d e v e l o p e d ,  t h e  s t a t e ' s  
p r o j e c t e d  FY  1996 o i l  p r o d u c t i o n  d e c l i n e  w i l l  b e  r e d u c e d  b y  31%.

E i t h e r  i n a c t i o n  b y  DNR , o r  D N R 's  r e f u s a l  t o  a c k n o w le d g e  i t s  a u t h o r i t y  t o  
g r a n t  t h e  c o m p a n ie s '  r e q u e s t ,  m ay n e c e s s i t a t e  a  l e g i s l a t i v e  r e s p o n s e  i n  
o r d e r  t o  p r e v e n t  p r e m a t u r e  a b a n d o n m e n t  o f  t h e  o n l y  c u r r e n t l y - a c t i v e  
m a r g in a l  f i e l d  o n  t h e  N o r t h  S l o p e ,  a n d  t h e  r e s u l t a n t  l o s s  i n  s t a t e
r e v e n u e .  As a  r e s u l t ,  w e  h o p e  t h a t  y o u ,  a n d  y o u r  s t a f f ,  w i l l  h a v e  t h e
o p p o r t u n i t y  t o  r e v i e w  t h e  c o m p a n ie s '  p a p e r s .

T h i s  m a t t e r  a r o s e  i n  1979, w h e n  t h e  M i l n e  P o i n t  c o m p a n ie s  a p p l i e d  t o  
C o m m is s io n e r  L e R e s c h e  f o r  a p p r o v a l  o f  t h e  M i l n e  P o in t  U n i t .  T h e  c om m is ­
s i o n e r  r e f u s e d  t o  a p p r o v e  t h e  uni!.v". u n l e s s  t h e  c o m p a n ie s  c o n s e n t e d  t o  p a y  
a  20% r o y a l t y ,  r a t h e r  t h a n  t h e  12*5% t h a t  h a d  b e e n  a g r e e d  t o  a t  t h e  1969 
c o m p e t i t i v e  s a l e .  T h e  c o m p a n ie s ,  o f  c o u r s e ,  h a d  l i t t l e  c h o i c e  b u t  t o  
a c c e p t  t h e  c o m m is s io n e r ' s  d e m a n d s , s i n c e  a  r e j e c t i o n  o f  t h e  u n i t



a p p l i c a t i o n  w o u ld  m ean  t h a t  t h e  c o m p a n ie s  w o u ld  l o s e  t h e i r  l e a s e s ,  a n d  
n o  p r o d u c t i o n  w o u ld  o c c u r  a t  M i l n e  P o in t  a t  a l l .

Commissioner LeResche was motivated, at the time, by his assumption that 

w ellhead prices in the mid-1980's would be about $34 per barrel, and 

that the market could therefore bear this royalty surcharge. In fact, 

wellhead prices are now about $14 per barrel. As a result, the effect 

of the surcharge will, in all probability, not be to increase state 

revenues, but rather to substantially reduce overall state taxes and 

royalties because of a premature field abandonment. Indeed, as the 

enclosed papers indicate, with the surcharge the Milne Point Unit may 

have as little as an 8 -year field life.

Conoco recognizes that, in 1978, the legislature limited the commission­

er's ability to reduce royalties on individual leases in order to 

prevent irresponsible royalty bidding at competitive sales. The limita­

tion was intended to guard against abuses w h e n  the royalty was a bid 

variable —  a situation not present here. As our brief demonstrates, 

that limitation does not prevent the commissioner from amending her own 

unit agreements. And, an amendment to the unit agreement is all that is 

needed, and all that is asked for here. The 12*5% royalty in the c o m­

panies' leases will remain intact.

The companies are hoping that D N R  will recognise its authority, and act 

upon the companies' request quickly. If the agency decides that it does 

not have authority to amend its own unit agreements, the companies will 

have two options The first, of course, is to litigate. And, while the 

companies are confident that they would ultimately prevail in that 

litigation, that option will be costly and time consuming. As our brief 

indicates, it is v ery important that a final decision on the royalty 

surcharge be made shortly. Therefore, delaying resolution of this issue 

for 2-3 years of litigation may  bring about the early abandonment of 

Milne Point irrespective of the ultimate outcome.

The other option is legislation that would even more clearly direct the 

commissioner to act in the ver y  limited and compelling circumstances 

present here. We had hoped that D N R  would process our request in a way 

that would allow the legislature to consider this matter, if it needs to 

consider it at all, responsibly and in due course. We therefore asked 
DNR to decide the companies' request well  prior to the convening of the 

upcoming legislative session; and, to that end, we submitted our request 
more than two months before the session was to commence. If the agency 

delays our request, the legislature may find itself facing a new oil and 

gas issue in mid-session. We are therefore deeply concerned that DNR 

has yet to act on our request even at the staff level —  particularly in 

light of the fact that D N R  has known of this issue, and the need to 

resolve it, since October, 1983.

At this point, then, we would appreciate whatever efforts you feel 
appropriate toward encouraging Commissioner Wunnicke to make her final



decision before your next session commences. And, we will certainly 
keep you advised of the progress of our request.

Tl.ank you in advance for the attention which I know that you, and your 
staff, will give to this matter.

Sincerely,

w
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O f f e r e d :  4 / 2 1 / 8 6
R e f e r r e d :  F i n a n c e

O r i ginal sponsor: Fahre n k am p

IN THE SENATE B Y  TH E  RE S OU R C E S  COMMITTEE

H O U S E  CS F O R  CS F O R  S P O N S O R  SUBS T I T U T E F O R  SENATE BI L L  NO. 430 (Resources) 

IN THE L E G I S L A TU R E  O F  THE STATE OF A L A S K A  

F O U R T E E N T H  L E G I S L A T U R E  - SECOND SESSION 

A  BILL

For an Act entitled: "An Act r el a t i n g  to the r e d u ct i o n  or re vocation by

the comm i s s i o n e r of the Department of Natural R e­

sources of oil or gas royalty obliga t i o n  increases

m ad e  in c o n n e c t io n  w i t h  the i n s t itution or operation 

of a co o p e r at i v e  or unit p ’an; and p r o v i d i n g  for an 

e f fective date."

BE IT E N A C T E D  B Y  TH E L E G I S L A T U R E  OF T H E  STATE OF ALASKA:

* S e c t io n  1. AS 3 8 . 0 5 . 180(p) is amended to read:

(p) To c o n serve the n a t u r a l  resources of all or a ">art of an oil 

or gas pool, field, or like area, the lessees and t heir r e p r e s e n t a­

tives may u nite w i t h  each other, or join t l y  or se parately wi t h  others, 

in c ol l e ctively ad o pting or oper a t i n g  u nder a cooperative or a unit 

pla n of d ev e l opment or o p e r a t i o n  of the pool, field, or like area, or 

a part of it, w h e n  dete r m in e d  and certified by the c o m m i ssioner to be 

n e c e s s a r y  or adv i s a b le  in the public interest. The c o m m issioner may, 

w i t h  the consent of the holders of leases involved, establish, change, 

or reyoke drilling, producing, and, royalty requirements of the leases 

and adopt r egulations w i t h  reference to the leases, w i t h  like consent 

on the part of the lessees, in conne c t i o n  w i t h  the in s t i tu t i o n  and

ope ra t i o n  of a cooper a t iv e  o.ij unit pl a n  as the c om m i ssioner determines 

n ec e s s a r y or p r o p e r  to secure the pr o p e r  p r o t e c t i on  of the public 

interest. The c o m m i s s i o n e r may require oil and gas leases issued
r

under this sect i o n  to contain a pro v i s i on  requiring the lessee to 

operate u nder a reasonable cooperative or unit plan, and may prescribe

- 1 -  H C S  C S S S S B  4 3 0 ( R e s )
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a p l a n  u n d e r  w h i c h  the lessee m ust operate. The p l a n  must adeq u a t e l y  

protect all parties in interest, inc l u di n g  the state. N o t w i t h s t a n d i n g  

(j) of this section, the c o m m i s s i o n e r  may reduce or revoke a royalty 

o b l i g a t i o n  increase that was m a d e  by the c o m m issioner in conn e c ti o n  

w i t h  the i n s t i tution or o p e r a t i o n  of a cooperative or unit plan, if 

the c o mm i ssioner d etermines that the pu b li c  interest w a rrants the 

r e d u c t i o n  or revocation. If the com m i s s i on e r  reduces or revokes a 

royalty o b l i g a ti o n  increase, the c o m m i s s io n e r  shall include a m e c h a­

nism to raise the royalty to a level not e x ceeding its former level in 

the event that the lessee's m a r k e t  conditions improve or if the 

p r o f i t a b i li t y  of a lessee's o p e r a t i o n  increases to a s p e cified level. 

As a condition of the r e d u c t i o n  or r e v o c a t i o n  of a royalty obligation, 

the c o mm issioner shall requ i r e the lessee to comply w i t h  all v a l i d  and 

applicable laws and r egulations of the state

(1) that concern the h i r i n g  of state residents; and

(2) that are in effect or take effect during the ter m  of

the lease.

* Sec. 2. This Act takes effect immedi a t e l y  in accordance w i t h  AS 01.- 

1 0 . 0 7 0 ( c ) .
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O f f e r e d :  4 / 1 8 / 8 6
R e f e r r e d :  R e s o u r c e s  a n d
F i n a n c e

O r i g i n a l  s p o n s o r :  F a h r e n k a m p

4 9

9

BY THE H O U S E  SPECIAL
1 IN THE SENATE COMMITTEE ON OIL A N D  GAS

2 H O U S E  CS FOR CS FOR SPONSOR S U BSTITUTE FOR SENATE B ILL NO. 430 (Oil & Gas)

3 IN TH E  L E G I S L A T U R E  OF THE STATE OF AL A S K A

4 F O U R T E E N T H  L E G I S L A T U R E  - SE CO N D  SESSION

5 A  B I L L

6 For an Act entitled: "An Act r e l ating to the r e duction or r e v o c a t i o n  by

7 , the com m i s s io n e r  of the Department of Natur a l  Re-

8 sources of oil or gas royalty o b l i ga t i o n  increases

9 made in c o n n e c t i o n w i t h  the institution or o p e r a ti o n

10 of a cooperative or unit plan; and pr o vi d i n g  for an

11 effective date."

12 BE IT ENACTED BY THE L E G I S L A T UR E  OF THE STATE OF ALASKA:

13 * Section 1. AS 3 8 . 0 5 . 180(p) is amended to read:

14 (p) To conserve the natural resources of all or a part of an oil

15 or gas pool* field, or like area, the lessees and their representa-

16 tives may unite w i t h  each other, or join t l y  or separately w i t h  others,

17 in collectively adopting or o p e rating u n d e r  a cooperative or a unit

18 plan of d evelopment or operation of the pool, field, or like area, or

19 a part of it, w h e n  deter m i n e d  and certified by the com m i s s i o n er  to be

20 necessary or advisable in the public interest. The c o m m i s s i o n er  may,

21 w ith the consent of the holders of leases involved, establish, change,

22 or revoke drilling, producing, and royalty requirements of the leases

23 and adopt regulations w i t h  reference to the leases, w i t h  like consent

24 on the part of the lessees, in conn ec t i o n  w i t h  the i n s t i t u t i o n  and

25 operation of a cooperative or unit p l a n  as the commissioner deter m i n e s

26 necessary or pr op e r  to secure the pr op e r  protection of the public

27 interest. The com m i ss i o n e r  ma y  require oil and gas leases issued

28 under this sect i o n  to cont a i n  a p r o v i s i o n  requiring the lessee to

29 operate u n d e r  a reasonable cooperative or unit plan, and may pre s c r i b e
1
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a p l a n  u n d e r  w h i c h  the l e s s e e  m u s t  o p e r a t e .  T h e  p l a n  m u s t  a d e q u a t e l y  

p r o t e c t  all p a r t i e s  in  i n t e r e s t ,  i n c l u d i n g  t h e  state. N o t w i t h s t a n d i n g  

(j) of  this s e c t i o n ,  if t h e  c o m m i s s i o n e r  d e t e r m i n e s  t hat th e  p u b l i c  

i n t e r e s t  w a r r a n t s  the r e d u c t i o n  o r  r e v o c a t i o n ,  the c o m m i s s i o n e r  m a y

5 r e d u c e  o r  r e v o k e  a r o y a l t y  o b l i g a t i o n  i n c r e a s e  that w a s  m a d e  by  the

6 c o m m i s s i o n e r  i n  c o n n e c t i o n  w i t h  t h e  i n s t i t u t i o n  or  o p e r a t i o n  of a c o­

7 o p e r a t i v e  o r  u n i t  plan; h o w e v e r ,  t he r e d u c t i o n  or r e v o c a t i o n  m u s t

8 c o n t a i n  a m e c h a n i s m  to p r o v i d e  t h a t  if a l e s s e e ' s  m a r k e t  c o n d i t i o n s

9 i m p r o v e  or if  the p r o f i t a b i l i t y  of  a l e s s e e ' s  o p e r a t i o n  i n c r e a s e s  to a

10 s p e c i f i e d  l e v e l  a f t e r  t h e  c o m m i s s i o n e r  m a k e s  t h e  r e d u c t i o n  o r  r e v o c a­

11 tion, t he c o m m i s s i o n e r  s h a l l  i n c r e a s e  t h e  r o y a l t y  o b l i g a t i o n  of  the

12 l e s s e e  to a l e vel not e x c e e d i n g  t he a m o u n t  of the r o y a l t y  o b l i g a t i o n

13 i n c r e a s e  that the c o m m i s s i o n e r  r e d u c e d  o r  r e v o k e d .  T he c o m m i s s i o n e r

14 m a y  r e d u c e  o r  r e v o k e  a r o y a l t y  o b l i g a t i o n  o n l y  a f t e r  the c o m m i s s i o n e r

15 o f  l a b o r  f i nds that the l e v e l  of r e s i d e n t  h i r e  o n  a s u b j e c t  l e a s e  is

16 c o n s i s t e n t  w i t h  the l e s s e e ' s  s t a t e d  o b j e c t i v e s  a n d  a p p l i c a b l e  law s  a n d

17 r e g u l a t i o n s  in e f f e c t  at th e  t i m e  the r e d u c t i o n  o r  r e v o c a t i o n  is

18 r e q u e s t e d .  T h e  l e s s e e  s h a l l  a g r e e  t hat t he p e r c e n t a g e  of s t a t e  r e s i­

19 d e n t s  e m p l o y e d  on  the l e a s e  is n ot less t h a n  t h e  a v e r a g e  p e r c e n t a g e

20 e m p l o y e d  by o t h e r  N o r t h  S l o p e  o p e r a t o r s  as r e p o r t e d  to the D e p a r t m e n t

21 of  Labor.

22 * Sec. 2. T h i s  A c t  t a k e s  e f f e c t  i m m e d i a t e l y  in a c c o r d a n c e  w i t h  A S  01.-

23 1 0 . 0 7 0 ( c ) .

2

3

4

1

HCS CSSSSB 430(0&G) -2-



O f f e r e d ;  4 / 8 / 8 6

O r i g i n a l  s p o n s o r :  F ah ren k am p

1 IN  THE SENATE BY THE RULES COMMITTEE
2 CS FOR SPONSOR SUBSTITUTE FOR SENATE B IL L  NO. 4 3 0  ( R u l e s )
3 IN  THE LEGISLATURE OF THE STATE OF ALASKA
4 FOURTEENTH LEGISLATURE - SECOND SESSION
5 A B I L L
6 F o r  a n  A c t  e n t i t l e d :  "An A c t  r e l a t i n g  t o  t h e  r e d u c t i o n  o r  r e v c c a t i o n  by 
; t h e  c o m m i s s i o n e r  o f  t h e  D e p a r tm e n t  o f  N a t u r a l  R e -
8 s o u r c e s  o f  o i l  o r  g a s  r o y a l t y  o b l i g a t i o n  i n c r e a s e s
9 made i n  c o n n e c t i o n  w i t h  t h e  i n s t i t u t i o n  o r  o p e r a t i o n

10 o f  a  c o o p e r a t i v e  o r  u n i t  p l a n ;  and  p r o v i d i n g  f o r  an
11 e f f e c t i v e  d a t e . "
12 BE I T  ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
13 *  S e c t i o n  1 .  AS 3 8 . 0 5 . 1 8 0 ( p )  i s  amended t o  r e a d :
14 ( p )  To c o n s e r v e  t h e  n a t u r a l  r e s o u r c e s  o f  a l l  o r  a  p a r t  o f  a n  o i l
15 o r  g a s  p o o l ,  f i e l d ,  o r  l i k e  a r e a ,  t h e  l e s s e e s  and  t h e i r  r e p r e s e n t a -
16 t i v e s  may u n i t e  w i t h  e a c h  o t h e r ,  o r  j o i n t l y  o r  s e p a r a t e l y  w i t h  o t h e r s ,
17 i n  c o l l e c t i v e l y  a d o p t i n g  o r  o p e r a t i n g  u n d e r  a c o o p e r a t i v e  o r  a  u n i t
18 p l a n  o f  d e v e lo p m e n t  o r  o p e r a t i o n  o f  t h e  p o o l ,  f i e l d ,  o r  l i k e  a r e a ,  o r
19 a  p a r t  o f  i t ,  when d e t e rm i n e d  and  c e r t i f i e d  b y  t h e  c o m m i s s i o n e r  t o  be
2 0  n e c e s s a r y  o r  a d v i s a b l e  i n  t h e  p u b l i c  i n t e r e s t .  The  c o m m i s s i o n e r  m ay ,
21  w i t h  t h e  c o n s e n t  o f  t h e  h o l d e r s  o f  l e a s e s  i n v o l v e d ,  e s t a b l i s h ,  c h a n g e ,
22  o r  r e v o k e  d r i l l i n g ,  p r o d u c i n g ,  and  r o y a l t y  r e q u i r e m e n t s  o f  t h e  l e a s e s
23 and  a d o p t  r e g u l a t i o n s  w i t h  r e f e r e n c e  t o  t h e  l e a s e s ,  w i t h  l i k e  c o n s e n t
2 4  o n  t h e  p a r t  o f  t h e  l e s s e e s ,  i n  c o n n e c t i o n  w i t h  t h e  i n s t i t u t i o n  and
25  o p e r a t i o n  o f  a  c o o p e r a t i v e  o r  u n i t  p l a n  a s  t h e  c o m m i s s i o n e r  d e t e rm i n e s
26  n e c e s s a r y  o r  p r o p e r  t o  s e c u r e  t h e  p r o p e r  p r o t e c t i o n  o f  t h e  p u b l i c
27 i n t e r e s t .  The c o m m i s s i o n e r  may r e q u i r e  o i l  and  g a s  l e a s e s  i s s u e d
28 u n d e r  t h i s  s e c t i o n  t o  c o n t a i n  a  p r o v i s i o n  r e q u i r i n g  t h e  l e s s e e  t o
29  o p e r a t e  u n d e r  a  r e a s o n a b l e  c o o p e r a t i v e  o r  u n i t  p l a n ,  a nd  may p r e s c r i b e
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1 a p l a n  u n d e r  w h i c h  t he l e s s e e  m u s t  o p e r a t e .  T h e  p l a n  m u s t  a d e q u a t e l y

2 p r o t e c t  a l l  p a r t i e s  i n  i n t e r e s t ,  i n c l u d i n g  t h e  state. N o t w i t h s t a n d i n g

3 (j) o f  t h i s  s e c t i o n ,  if t h e  c o m m i s s i o n e r  d e t e r m i n e s  t h a t  t he p u b l i c

4 i n t e r e s t  w a r r a n t s  t h e  r e d u c t i o n  o r  r e v o c a t i o n ,  t h e  c o m m i s s i o n e r  m a y

5 r e d u c e  o r  r e v o k e  a r o y a l t y  o b l i g a t i o n  i n c r e a s e  t hat w a s  m a d e  b y  t he

6 c o m m i s s i o n e r  i n  c o n n e c t i o n  w i t h  t he i n s t i t u t i o n  o r  o p e r a t i o n  of a co-

7 o p e r a t i v e  o r  u n i t  p l an; h o w e v e r ,  the r e d u c t i o n  o r  r e v o c a t i o n  m u s t

8 c o n t a i n  a m e c h a n i s m  to p r o v i d e  t h a t  if th e  p r o f i t a b i l i t y  of a l e s s e e ' s

9 o p e r a t i o n  i n c r e a s e s  to  a s p e c i f i e d  l e v e l  a f t e r  t he c o m m i s s i o n e r  m a k e s

10 t he r e d u c t i o n  o r  r e v o c a t i o n ,  t h e  c o m m i s s i o n e r  s h a l l  i n c r e a s e  the

11 r o y a l t y  o b l i g a t i o n  of the l e s s e e  to a l e v e l  n o t  e x c e e d i n g  th e  a m o u n t

12 of t h e  r o y a l t y  o b l i g a t i o n  i n c r e a s e  that t he c o m m i s s i o n e r  r e d u c e d  or

13 r e v o k e d .

14 * Sec. 2. T h i s  A c t  t a k e s  e f f e c t  i m m e d i a t e l y  i n  a c c o r d a n c e  w i t h  A S  01.-

15 1 0 . 0 7 0 ( c ) .

CSSSSB 4 3 0 ( R l s ) -2-
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O f f e r e d :  4 / 1 / 8 6
R e f e r r e d :  R u l e s

Original sponsor: Fahrenkamp

IN THE SENATE BY THE FINANCE COMMITTEE

CS FOR SPONSOR SUBSTITUTE FOR SENATE BILL NO. 430 (Finance)

IN THE LEGISLATURE OF THE STATE OF ALASKA 

FOURTEENTH LEGISLATURE - SECOND SESSION 

A BILL

For an Act entitled: "An Act relating to the reduction or revocation by

the commissioner of the Department of Natural R e­

sources of oil or gas royalty obligation increases

made in connection with the institution or operation 

of a cooperative or unit plan; and providing for an 

effective date."

BE TT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 38.05.180(p) is amended to read:

(p) To conserve the natural resources of all or a part of an oil 

or gas pool, field, or like area, the lessees and their representa­

tives may unite with each other, or jointly or separately with others, 

in collectively adopting or operating under a cooperative or a unit 

plan of development or operation of the pool, field, or like area, or 

a part of it, when determined and certified by the commissioner to be 

necessary or advisable in the public interest. The commissioner may, 

with the consent of the holders of leases involved, establish, change, 

or revoke drilling, producing, and royalty requirements of the leases 

and adopt regulations with reference to the leases, with like consent 

on the part of the lessees, in connection with the institution and

operation of a cooperative cr unit plan as the commissioner detei.:iines 

necessary or proper to secure the proper protection of the public 

interest. The commissioner may require oil and gas leases issued 

under this section to contain a provision requiring the lessee to 

operate under a reasonable cooperative or unit plan, and may prescribe

-1- C S S S S B  4 3 0 ( F i n )



a p l a n  u n d e r  w h i c h  t he l e s s e e  m u s t  o p e r a t e .  T h e  p l a n  m u s t  a d e q u a t e l y  

p r o t e c t  all p a r t i e s  in i n t e r e s t ,  i n c l u d i n g  the state. N o t w i t h s t a n d i n g  

(j) of thi s  s e c t i o n ,  if the c o m m i s s i o n e r  d e t e r m i n e s  that the p u b l i c  

i n t e r e s t w a r r a n t s  the r e d u c t i o n  o r  r e v o c a t i o n ,  the c o m m i s s i o n e r  m a y  

r e d u c e  o r  r e v o k e  a r o y a l t y  o b l i g a t i o n  i n c r e a s e  that w a s  m a d e  b y  t h e 

c o m m i s s i o n e r  in c o n n e c t i o n  w i t h  the i n s t i t u t i o n  or  o p e r a t i o n  of  a c o­

o p e r a t i v e  or u n i t  p l an; if a l e s s e e’s m a r k e t  c o n d i t i o n s  i m p r o v e  o r  t he 

p r o f i t a b i l i t y  of a l e s s e e ' s  o p e r a t i o n s  i n c r e a s e s  a f t e r  the c o m m i s s i o n­

er  m a k e s  th e  r e d u c t i o n  or r e v o c a t i o n ,  t he c o m m i s s i o n e r  s h a l l  i n c r e a s e  

the  r o y a l t y  o b l i g a t i o n  of the lessee, b u t  the i n c r e a s e  m a y  n o t  e x c e e d  

the a m oun t  of  t he r o y a l t y  o b l i g a t i o n  i n c r e a s e  that the c o m m i s s i o n e r  

r e d u c e d  o r  r e v o k e d .

* Sec. 2. T h i s  A c t  t a k e s  e f f e c t  i m m e d i a t e l y  i n  a c c o r d a n c e  w i t h  A S  01.- 

1 0 . 0 7 0 ( c ) .
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I n t r o d u c e d :  2 / 2 6 / 8 6

R e f e r r e d :  R e s o u r c e s  a n d
F i n a n c e

S P O N S O R  S U B S T I T U T E  F O R  S E N A T E  B I L L  NO. 4 3 0

I N  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A

F O U R T E E N T H  L E G I S L A T U R E  - S E C O N D  S E S S I O N  

A  B I L L

F o r  a n  A c t  e n t i t l e d :  " A n  A c t  a u t h o r i z i n g  t h e  c o m m i s s i o n e r  o f  t he D e p a r t­

m e n t  o f  N a t u r a l  R e s o u r c e s  u n d e r  c e r t a i n  c i r c u m s t a n c e s  

to r e d u c e  o r  r e v o k e  r o y a l t y  oi l  o r  g a s  o b l i g a t i o n

i n c r e a s e s  m a d e  i n  c o n n e c t i o n  w i t h  t h e  i n s t i t u t i o n  o r

o p e r a t i o n  o f  a c o o p e r a t i v e  o r  u n i t  p l a n ;  a n d  p r o v i d­

i n g  f o r  a n  e f f e c t i v e  d a t e . "

B E  IT  E N A C T E D  B Y  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A :

* S e c t i o n  1. A S  3 8 . 0 5 . 1 8 0 ( p )  is a m e n d e d  t o  read:

(p) To c o n s e r v e  t h e  n a t u r a l  r e s o u r c e s  o f  al l  o r  a p a r t  o f  a n  oil 

o r  gas pool, field, o r  l i k e  a r e a ,  t h e  l e s s e e s  a n d  t h e i r  r e p r e s e n t a­

ti v e s  m a y  u n i t e  w i t h  e a c h  o t h e r ,  o r  j o i n t l y  o r  s e p a r a t e l y  w i t h  o t h e r s ,  

in  c o l l e c t i v e l y  a d o p t i n g  o r  o p e r a t i n g  u n d e r  a c o o p e r a t i v e  o r  a u n i t  

p l a n  o f  d e v e l o p m e n t  o r  o p e r a t i o n  o f  t h e  p o o l ,  field, o r  l i k e  a r ea, o r  

a p a r t  of it, w h e n  d e t e r m i n e d  a n d  c e r t i f i e d  b y  t he c o m m i s s i o n e r  to  be 

n e c e s s a r y  or  a d v i s a b l e  i n  t he p u b l i c  i n t e r e s t .  T h e  c o m m i s s i o n e r  may, 

w i t h  t he c o n s e n t  of the h o l d e r s  of  l e a s e s  i n v o l v e d ,  e s t a b l i s h ,  c h a n g e ,

o r  r e v o k e  d r i l l i n g ,  p r o d u c i n g ,  a n d  r o y a l t y  r e q u i r e m e n t s  o f  t h e  l e a s e s

a n d  a d o p t  r e g u l a t i o n s  w i t h  r e f e r e n c e  to t h e  l e a s e s ,  w i t h  l i k e  c o n s e n t  

o n  t he p a r t  o f  the l e s s e e s ,  i n  c o n n e c t i o n  w i t h  th e  i n s t i t u t i o n  a n d  

o p e r a t i o n  of a c o o p e r a t i v e  o r  u n i t  p l a n  as th e  c o m m i s s i o n e r  d e t e r m i n e s  

n e c e s s a r y  or p r o p e r  to s e c u r e  t he p r o p e r  p r o t e c t i o n  o f  t he p u b l i c  

i n t e r e s t .  T h e  c o m m i s s i o n e r  m a y  r e q u i r e  o i l  a n d  g as l e a s e s  i s s u e d  

u n d e r  thi s  s e c t i o n  to c o n t a i n  a p r o v i s i o n  r e q u i r i n g  t h e  l e s s e e  to 

o p e r a t e  u n d e r  a r e a s o n a b l e  c o o p e r a t i v e  o r  u n i t  p l a n ,  a n d  m a y  p r e s c r i b e

I N  T H E  S E N A T E  B Y  F A H R E N K A M P

- 1 - S S S B  4 3 0



1 a p l a n  u n d e r  w h i c h  t h e  l e s s e e  m u s t  o p e r a t e .  T h e  p l a n  m u s t  a d e q u a t e l y

2 p r o t e c t  a l l  p a r t i e s  i n  i n t e r e s t ,  i n c l u d i n g  t h e  s t ate. N o t w i t h s t a n d i n g

3 (j) of thi s  s e c t i o n ,  if  t h e  c o m m i s s i o n e r  d e t e r m i n e s  t h a t  t h e  p u b l i c

4 i n t e r e s t  w a r r a n t s  t he r e d u c t i o n  o r  r e v o c a t i o n ,  t h e  c o m m i s s i o n e r  m a y

5 r e d u c e  o r  r e v o k e  a r o y a l t y  o b l i g a t i o n  i n c r e a s e  t h a t  w a s  m a d e  b y  the

6 c o m m i s s i o n e r  i n  c o n n e c t i o n  w i t h  t h e  i n s t i t u t i o n  o r  o p e r a t i o n  of a co-

7 o p e r a t i v e  o r  u n i t  plan.

8 *  Sec. 2. T h i s  A c t  t a k e s  e f f e c t  i m m e d i a t e l y  i n  a c c o r d a n c e  w i t h  A S  01.-

9 1 0 . 0 7 0 ( c ) .
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