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D e a r  S e n a t o r  C o g h i l l :

I r e g r e t  t h a t  I m u s t  d e c l i n e  y o u r  i n v i t a t i o n  to t e s t i f y  at 

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  h e a r i n g s  n e x t  M o n d a y ,  M a r c h  7, 

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

a c t i v i t i e s  in A l a s k a .

I B e l i e v e  f e r v e n t l y  in t he n e e d  f o r  l e g i s l a t i o n  to e n c o u r a g e  

d e v e l o p m e n t  of s m a l l e r ,  o f f s h o r e  A l a s k a n  o i l  f i e l d s .  I a m  

c o n v i n c e d  t h e r e  a r e  m a n y ,  i s o l a t e d  s m a l l e r  f i e l d s  in t h e  

i m m e d i a t e  v i c i n i t y  of S e a l  I s l a n d  a n d  N o r t h s t a r  w h i c h  w i l l  be o i l  

b e a r i n g .  H i s t o r i c a l l y ,  s i m i l a r  d i s c o v e r i e s  h a v e  b e e n  m a d e  in 

v a r i o u s  p a r t s  of t h e  w o r l d .  P r u d h o e  B a y  w a s  t he o r i g i n a l  l a r g e  

d i s c o v e r y ,  a n d  s p e c i a l  l e g i s l a t i o n  s h o u l d  be c o n s i d e r e d  to e n a b l e  

f u t u r e  s m a l l e r  d i s c o v e r i e s  to c o m e  to t h e  m a r k e t  so t h a t  A l a s k a  

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

r e s e r v e s .  T h e  l o c a l  j o b s  t h a t  w i l l  be c r e a t e d ,  a n d  t h e  a u x i l i a r y  

e f f e c t  on t h e  A l a s k a n  e c o n o m y  o f  t h e  s u b s t a n t i a l  c a p i t a l  

i n v e s t m e n t s  t h a t  w i l l  be m a d e ,  w i l l  g r e a t l y  b e n e f i t  t h e  p e o p l e  o f  

A l a s k a ,  b o t h  n o w  a n d  f a r  i n t o  t h e  f u t u r e .  T h e  S t a t e  s h o u l d  act 

n o w  to e n c o u r a g e  d e v e l o p m e n t .  B e c a u s e  o f  t h e  h o s t i l e  o p e r a t i n g  

e n v i r o n m e n t ,  the l e a d  t i m e  f o r  d e v e l o p m e n t  in A l a s k a  is m u c h  

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

G o v e r n o r  C o w p e r  h a d  a d v i s e d  me t h a t  he d o e s  n o t  at t h i s  t i m e  

b e l i e v e  it is in the b e s t  i n t e r e s t s  o f  t h e  p e o p l e  of A l a s k a  to 
s u p p o r t  a n y  l e g i s l a t i v e  c h a n g e s .  U n d e r  no c i r c u m s t a n c e s  w i l l  I 

p r o m o t e  t a k i n g  a n y  a c t i o n  t h a t  t h e  G o v e r n o r  of A l a s k a  w o u l d  n ot 
f u l l y  s u p p o r t  as b e i n g  in t h e  b e s t  i n t e r e s t s  of all c o n c e r n e d .  

U n f o r t u n a t e l y ,  t h i s  p a r t i c u l a r  b i l l  h a s  b e e n  p r o p o s e d  to y o u r  

C o m m i t t e e  w i t h o u t  my k n o w l e d g e  t h a t  it p r e s e n t e d  the s a m e  
p r o p o s a l  m a d e  to G o v e r n o r  C o w p e r .  T h i s  w a s  n o t  a u t h o r i z e d .
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A f t e r  I r e c e i v e d  y o u r  l e t t e r ,  I t e l e p h o n e d  G o v e r n o r  C o w p e r  to 

a s c e r t a i n  w h e t h e r  he h a d  c h a n g e d  h i s  v i e w s .  If he had r e q u e s t e d  

m e  to t e s t i f y  b e c a u s e  he s u p p o r t e d  t he b i l l ,  I w o u l d  be v e r y  

h a p p y  to c o m e  to A l a s k a  t o  a p p e a r  b e f o r e  y o u r  C o m m i t t e e .

I d o  a p p r e c i a t e  y o u r  i n v i t a t i o n  a n d  h o p e  y o u  wil l  u n d e r s t a n d  

w h y  I c a n n o t  a t t e n d .  I w i l l  n o t  be a p a r t v  to p r o m o t i n g  

l e g i s l a t i o n  w h i c h  t he G o v e r n o r  d o e s  not w a n t  to s u p p o r t .

V e r y  t r u l y  y o u r s ,

cc: G o v e r n o r  S t e v e  C o w p e r



MEMORANDUM Division of Policy
Office o f the Governor

To: Rep. Mike Navarre Date: Feb. 24, 1988 
(Rev.)

From: R.A. Fineberg, P o l i c y  Analy;
Division of Policy

Subject: S p e e c h  b y  ARCO's W y k o f f  to I n d o n e s i a  P e t r o l e u m  Assn.

A t t a c h e d  is an October 1987 s p e e c h  b y  A R C O  P r e s i d e n t  Robert 
W y k o f f  t o  the Indonesia P e t r o l e u m  A s s o c i a t i o n .  N o t e  in 
p a r t i c u l a r  th i s  statement at p a g e  5:

In v i e w  of all the recent a r g u m e n t s  that t a x  b r e a k s  are 
n e c e s s a r y  t o  p r o m o t e  N o r t h  S l o p e  d e v e l o p m e n t ,  I t h o u g h t  it 
m i g h t  b e  i n t e r e s t i n g  to c o m p a r e  I n d o n e s i a  a n d  A l a s k a  in 
t e r m s  o f  oil production a n d  r e v e n u e s  a n d  A l a ska. At 1.3 
m i l l i o n  b a r r e l s  p e r  day, I n d o n e s i a ' s  p r o d u c t i o n  is 
a p p r o x i m a t e l y  two-thirds th a t  of Alaska. I n d o n e s i a ' s  oil
r e v e n u e  ($3.8 b i l l i o n  in 1986 a n d  $4.5 b i l l i o n  e s t i m a t e d  fo
1987) is m o r e  th a n  twice t h a t  of- A l a s k a . 1

W h e n  f e d e r a l  t axes are added, I n d o n e s i a ' s  t o t a l  t a x  bite is
c o n s e r v a t i v e l y  estimated t o  be  m o r e  t h a n  50% h i g h e r  than 
t h a t  t h e  c o m p a n i e s  face in Alaska. In o t h e r  words, for 
e v e r y  t h r e e  oil t a x  dollars A R C O  p a y s  in Indonesia, it pays 
l e s s  t h a n  t w o  dollars on t h e  N o r t h  Slope.

"Even though t a x e s  are g e n e r a l l y  h i g h e r  in 
f o r e i g n  countries t h a n  in the U.S., t h e  
o v e r a l l  economics of o v e r s e a s  e x p l o r a t i o n  
are still att r a c t i v e . "

1 F o r  p r o d u c t i o n ,  see P e t roleum I n t e l l i g e n c e  W e e k l y . Aug. 31, 1987, 

p. 2; for revenue, see P e t r o l e u m  I n t e l l i g e n c e  W e e k l y . Dec. 7, 1987, 

p. 3.
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PROF DR. SUBROTO, MR. RAMLY, MR MOFFET 

EXCELLENCIES, LADIES AND GENTLEMEN

I AM ALWAYS VERY HAPPY TO COME BACK TO THIS LOVELY COUNTRY. 

AND I AM HONORED TO HAVE THIS OPPORTUNITY TO TALK TO THE 

MEMBERSHIP OF THE INDONESIAN PETROLEUM ASSOCIATION ABOUT THE 

FUTURE OF THE OIL INDUSTRY AS WE SEE IT AT ARCO, THOUGH THAT 

VISION MAY AT TIMES BE A TRIFLE MORE CLOUDED THAN THE 

BEAUTIFUL SKIES THAT ARE SO TYPICAL OF THESE ISLANDS.

BUT IT IS A VISION WHICH IS TERRIBLY IMPORTANT TO ALL OF US 

HERE TODAY. THE BROAD MEMBERSHIP OF THE INDONESIAN

PETROLEUM ASSOCIATION REFLECTS THE IMPORTANCE OF INDONESIA 

IN THE OIL INDUSTRY. THERE IS HARDLY A COMPANY OF ANY SIZE 

WHICH IS NOT REPRESENTED IN SOME WAY IN INDONESIA. THERE 

ARE IN FACT ABOUT 200 COMPANIES WHO HAVE AN INTEREST IN EX­

PLORATION OR PRODUCTION.

FOR ARCO, INDONESIA HAS BEEN A LAND OF OPPORTUNITY. WE HAVE 

BEEN SUCCESSFUL HERE IN DISCOVERING PROLIFIC FIELDS OF OIL 

AND GAS.

WE HAVE ALSO FOUND TO AN ALMOST UNPRECEDENTED DEGREE THE 

VERY DESIRABLE AND SOMEWHAT UNCOMMON QUALITIES OF STABILITY, 

HONOR AND FAIR DEALING. IN THE TURBULENCE OF THE INTERNA­

TIONAL OIL BUSINESS, INDONESIA HAS BEEN AN ISLAND OF 

RATIONALITY AND WISDOM. FOR THAT WE’RE GRATEFUL.

DESPITE THE PROBLEMS THAT CAME TO THIS COUNTRY AS THE PRICE 

OF OIL FELL SHARPLY A YEAR AND A HALF AGO, INDONESIA AND HER 

PEOPLE CONTINUED TO CLING TO A REALISTIC VISION OF THE 

FUTURE- THEY CONTINUED TO REALIZE THAT ENERGY WOULD BE THE 

FIRM FOUNDATION ON WHICH THE PROGRESS OF TOMORROW COULD BE



BUILT.

THIS HUGE NATION OF 170 MILLION, FIFTH LARGEST IN THE WORLD, 

HAS WEATHERED THE IMPACT OF THE CRUDE PRICE DROP AND, LIKE 

THE REST OF US IN THE BUSINESS, WELCOMED THE PRICE REVIVAL 

THAT WE BEGAN TO EXPERIENCE SIX MONTHS AGO.

NOW THE QUESTIONS THAT ALL OF US FACE TOGETHER IS HOW STABLE 

THAT PRICE WILL PROVE TO BE IN THE FUTURE, AND HOW WE WILL 

PARTICIPATE TOGETHER IN FINDING AND DEVELOPING THE LARGE 

REMAINING PETROLEUM RESOURCES OF INDONESIA. IN BOTH

RESPECTS, I BELIEVE WE CAN LOOK FORWARD TO A BRIGHT FUTURE.

WITH RESPECT TO PRICES I FIND MYSELF IN BASTH AORFFMFNT UTTM 
DR. SUBROTO. BARRING A MAJOR UPHEAVAL IN THE PERSIAN GULF,

I _ THINK THE PRICE WILL PROVE TO BE STABLE IN THE $20 RANGE. 

IT'm a y “b o b "U p AND DOWN A BIT, BUT ALWAYS RETURN, IN THE NEXT 

FEW YEARS AT LEAST, TO THE VICINITY OF THE 20-D0LLAW MAPK. 

WHEN I SAY VICINITY, I MEAN WITHIN 2 OR 3 DOLLARS, MORE OR 

LESS.

IN A FEW YEARS, SUPPLY AND DEMAND WILL,PROBABLY BE A GOOD 

DEAL CLOSER TO EQUILIBRIUM THEN THEY ARE__TODAY. IF S O , THE 

WORLD" PRICE OF CRUDE CAN BE EXPECTED TO GO UP 

S U B S T A N T I A L L Y T O  PERHAPS AS HIGH AS $30 IN 1987 DOLLARS.

APPEARANCES TO THE CONTRARY, WHAT I HAVE JUST SAID IS 

DEFINITELY NOT A FORECAST OF “BUSINESS AS USUAL". NO ONE 

WITH ANY SENSE WHO HAS BEEN WHAT WE HAVE BEEN THROUGH IN THE 

PAST TWO YEARS CAN TALK OF ANYTHING IN THE PETROLEUM IN­

DUSTRY AS BEING THE "USUAL" THING.



THE WORLD CRUDE PRICE CONTINUES TO BE AN EXPRESSION OF 

ECONOMIC AND POLITICAL FORCES THAT ARE IN MANY RESPECTS AT 

ODDS WITH EACH OTHER. AT THE CENTER OF THE ACTION IS OPEC, 

WHOSE MEMBERS, OFTEN SEEM TO BE DIVIDED IN THEIR APPROACH TO 

PRICE AND SUPPLY POLICY.

A CRISIS OF THE KIND WE EXPERIENCED TWICE IN THE 1970S IS 

CLEARLY A POSSIBILITY.

CERTAINLY, NO ONE CAN CONTEMPLATE THE PRESENT SITUATION IN 

THE PERSIAN GULF WITH ANYTHING BUT APPREHENSION. AND THE 

ENERGY POLICY OF THE UNITET STATES. —  PERHAPS I SHOULD SAY 

ENERGY NON-POLICY-- CONTINUES TO DRIVE UP OUR NEED FOR IM­

PORTED OIL, THUS ADDING TO THE GENERAL TENSION.

BUT UNLESS WE HAVE A MAJOR CONFLAGRATION AND LONG TERM IN­

TERRUPTION OF PRODUCTION IN THE MIDDLE EAST, IT SEEMS TO US 

THAT THERE ARE GOOD REASONS TO SUPPOSE THAT OIL PRICES WILL 

BE STEADY UNTIL THE MID-90S WHEN THEY WILL_RISE— AS WORLD 

DEMAND_EO£— BRtffiE NE-AfiSLIHEl2Hi350^ION CAPACITY OF THE EX­

PORTING COUNTRIES.

FOR ONE THING, WE BELIEVE THAT HOWEVER MUCH THE OPEC 

COUNTRIES MAY SEEM TO BE DIVIDED, THEIR ACTIONS HAVE NOT 

BEEN SO MUCH A RANDOM, EMOTIONAL RESPONSE TO POLITICAL IM­

PULSES AS* A CALCULATED, RATIONAL REACTION TO ECONOMIC 

FORCES.

BACK IN 1983, FOR EXAMPLE, IT WAS OBVIOUS TO ANYONE WHO TOOK 

THE TIME TO LOOK THAT THE SAUDIS’ MARKET SHARE COULD NOT 

CONTINUE TO DROP INDEFINITELY—  AND IT DID NOT. THEY 

REGAINED THEIR COMMAND OF THE MARKET BY RADICAL INCREASES IN 

THEIR PRODUCTION RATES, UNDER THEIR NETT BASIC PRICING



APPROACH.

THE PRICE CORRECTION THAT TOOK PLACE WAS DRASTIC, YET 

NECESSARY. AND NOW WE BELIEVE THAT THE OPEC LEADERSHIP WILL 

RESIST THE IMPULSE TO DRIVE PRICES TOO HIGH AS THEY DID IN 

THE 1970S. THE RESULT THEN WAS NOT WHAT THEY WANTED, WITH 

DEMAND CURTAILED AND EXCESSIVE ALTERNATE SUPPLY OF OIL AND 

OTHER ENERGY SOURCES DRAWN TO THE MARKET FROM NON-OPEC 

SOURCES BY EXCESSIVELY HIGH PRICES.

OUR VIEW IS THAT OPEC WILL WORK HARD TO PREVENT THAT FROM 

HAPPENING AGAIN. BY THE SAME TOKEN, IT HAS DEMONSTRATED IN 

THE PAST YEAR THAT IN THE FACE OF A PRICE COLLAPSE IT CAN 

RESTRICT ITS PRODUCTION BY JUST ENOUGH TO RAISE PRICES TO 

TODAY’S MORE REASONABLE LEVELS.

SO WE THINK THEY’LL BE ABLE TO HOLD IT AT A REASONABLE LEVEL 

OF PRODUCTION, A LEVEL SUITED TO MAINTAIN A MANAGEABLE 

PRICE. SOME CHEATING WILL PROBABLY OCCUR, THERE MAY BE SOME 

PERIODS OF PRICE VOLATILITY, BUT NOT ENOUGH, IN OUR VIEW, 

TO DISRUPT THE OVERALL STRATEGY.

IF W E ’RE RIGHT AND THE PRICE OF CRUDE REMAINS STABLE AT 

AROUND S20, WHAT DOES THAT IMPLY FOR THE OIL INDUSTRY—  AND 

PARTICULARLY FOR THE INDUSTRY HERE IN INDONESIA?

CERTAINLY, IT’S A FAR DIFFERENT WORLD THEN THOSE EXHILARAT­

ING DAYS OF THE LATE 1970S WHEN VISIONS OF S100-A-BARREL 

CRUDE DANCED IN OUR HEADS.

TODAY THE INDUSTRY IS MUCH MC2E CAUTIOUS IN ITS INVESTMENTS, 

BUT WE ARE BEGINNING TO SEE SIGNS OF RECOVERY. ARCO FOR ONE 

IS A LOT MORE DISCRIMINATING ABOUT THE SORT OF RISK WE ARE



WILLING TO ACCEPT.

BUT WE ARE FINDING OUR SEA LEGS IN THIS NEW WORLD ---  AND,

NOW THAT WE HAVE HAD TIME TO ADJUST OUR STRATEGIES AND LOOK 

AT OUR OPTIONS, WE CAN BEGIN TO SEE A LOT OF SOLID OPPOR­

TUNITY OUT THERE, BOTH AT HOME AND OVERSEAS. I THINK MUCH 

OF THE INDUSTRY IS EXPERIENCING A SIMILAR REBIRTH OF WHAT I 

WOULD CALL A REALISTIC OPTIMISM.

LAST SUMMER, AS WE ALL KNOW TOO WELL, U.S. DRILLING ACTIVITY 

WAS DOWN TO THE LOWEST LEVEL SINCE WORLD WAR II, BUT IT’S 

CLIMBING AGAIN. W E ’RE NOT EXPECTING TO RETURN TO THE DRILL­

ING LEVELS OF THE 7 0 ’S AND EARLY 8 0 ’S, BUT I AM CONVINCED 

THERE IS A LOT OF OIL AND GAS—  PARTICULARLY GAS—  LEFT TO 

BE FOUND IN THE U.S., AND W E ’RE LOOKING.

BUT W E ’RE PUTTING MORE EMPHASIS NOW ON THE INTERNATIONAL 

ASPECT OF OUR BUSINESS AND FOR GOOD REASON. WE, ALONG WITH 

MOST OF THE INDUSTRY, ARE FINDING IT GENERALLY MORE ECONOMI- 

CALTTo^EXPLORE _EOR-QTI.-AMD ,GAS IN OVERSEAS LOCATIONS_SUCH_ AS 

INDONESIA.

THE OVERRIDING FACTOR IS THE CHEAPER FINDING^—COST. EVEN 

THOUGH TAXES__ARE_^£NERALLY—HXGhiER_JN FOREIGN COUNTRIES THAN 

IN THE U.S., THE OVERALL ECONOMICS OF OVERSEAS EXPLORATION 

ARE STILL -ATTRACTIVE.

SO THAT WE FEEL THE PRESENT PRICE ENVIRQNMEN-T— IS— MORE THAN 

STRONG ENOUGH TO 3l.lPP0BJ_A_REAS0fc(ABLY ACTIVE WORLDWIDE EX- 

' LORATION PROGRAM.

OF COURSE, IT ALSO HELPS QUITE A BIT THAT THE TECHNIQUES 

WE-* °F USING NOW ARE A WHOLE LOT MORE SOPHISTICATED THAN THEY



USED TO BE. WE JUST KNOW A LOT MORE ABOUT WHAT’S DOWN THERE 

AND HOW TO GET IT OUT.

THESE TECHNIQUES WILL HAVE THE EFFECT OF EXTENDING THE 

PETROLEUM ERA MUCH FURTHER INTO THE 21ST CENTURY THAN SEEMED 

POSSIBLE AS RECENTLY AS 10 YEARS AGO.

IT NOW APPEARS TO MOST PEOPLE THAT EVEN IN THE U.S., IN MANY 

RESPECTS A TIRED AREA, WE WILL NEVER COME CLOSE TO ACTUALLY 

"RUNNING OUT" OF OIL. AS WE COMBINE NEW RECOVERY TECHNIQUES 

WITH HIGHER PRICES, U.S. PRODUCTION WILL BE STRONG FOR 

DECADES TO COME.

BUT EVEN WITHOUT HIGHER PRICES—  THERE IS EVEN MORE REASON 

FOR OPTIMISM INTERNATIONALLY- AND ESPECIALLY HERE IN 

INDONESIA.

BEAUSE FOR THOSE OF US AT ARCO, AND I KNOW THIS IS TRUE OF 

ALL OF THE PRODUCER/CONTRACTORS REPRESENTED HERE TODAY, ANY 

VTSTON_OF THE FUTURE THAT-DID.. NOT INCLUDE APPOSITION HERE IN 

INDONESIA WOULD BE DIFFICULT TO IMAGINE.

W E ’VE BEEN HERE A LONG TIME, AND, LIKE MANY OF YOU HAVE EN­

JOYED GOOD SUCCESS. LAST_J£EAR WE PARTICIPATED IN THE START 

UP OF THREE NEW FIELDS AND W E ’RE LOOKING RIGHT NOW AT SOME 

VERY GOOD EXPLORATION PROSPECTS OFFSHORE BALI.

BUT WE REALIZE THAT THE FUTURE OF THE OIL INDUSTRY HERE HAS 

SOME OF THE CHARACTERISTICS OF THE UNITED STATES. SOME 

PARTS OF INDONESIA. LIKE MOST OF THE U.S., ARE WELL BEYOND 

THE INITIAL STAGES OF FLUSH PRODUCTION.



FROM NOW ON, THE OIL IS GOING TO COME HARDER BUT, WORKING 

TOGETHER, WE CAN MAKE IT WORK —  AND THAT’S THE IMPORTANT 

THING.

THE EXPERIENCE AND KNOWLEDGE THAT ARCO AND THE OTHER COM­

PANIES ARE GAINING IN THE U.S. RIGHT NOW CAN BE APPLIED 

HERE.

AS WE CONTINUE TO DEVELOP NEW UNDERSTANDINGS OF CONCEPTS 

SUCH AS SJ~RATTGRAPHIC—TRAPS^— HQRTZQNTAi—  DRILLING, DEEP-WATER 

EXPLORATION AND ENHANCED OIL RECOVERY, THAT INFORMATION 

WILL ENABLE INDONESIA TO FIND AND RECOVER NEW RESERVES OF 

OIL IN THE MATURE AREAS, AND TO REACH OUT_TQ THE MORE REMOTE 

FRONTIER AREAS FOR OIL AND GAS PROSPECTS THAT WE ALL KNOW 

ARE THERE.

THIS BLEND OF EXPERIENCE AND NEW TECHNOLOGY HAS ENABLED ARCO 

TO ADD MORE THAN A BILLION NET BARRELS OF OIL IN OUR FIELDS 

ON THE NORTH SLOPE—  MORE THAN REPLACING OUR PRODUCTION 

SINCE STARTUP TEN YEARS AGO.

HERE IN INDONESIA, VARIOUS SECONDARY AND EOR TECHNIQUES CAN 

ALSO BE APPLIED TO MATURE FIELDS, OFFERING THE PROSPECT OF 

GREATLY EXTENDING THEIR PRODUCTIVE LIVES.

DEVELOPMENTS IN SEISMIC TECHNOLOGIES ALSO OFFER EXCITING 

POSSIBILITIES FOR DISCOVERIES IN EXISTING PRODUCING AREAS AS 

WELL AS INDONESIA’S FRONTIER AREAS.

AS WE CONSIDER THE WAYS IN WHICH THE INTERNATIONAL ENERGY 

MARKETS WILL DEVELOP THROUGH THE 1990S, IT SEEMS APPARENT TO 

ME THAT INDONESIA IS VERY WELL POSITIONED TO TAKE ADVANTAGE 

OF THE GROWTH THAT IS SURE TO TAKE PLACE IN THE CONSUMPTION



OF NATURAL GAS.

IN SOME RESPECTS, NATURAL GAS IS THE "SLEEPER" IN THE ENERGY 

ECONOMY.

BACK IN THE 70S, WHEN SOME PEOPLE THOUGHT OIL PRICES WOULD 

RISE AS HIGH AS $100 A BARREL THE IDEA WAS THAT THERE WERE 

NO EFFECTIVE SUBSTI'OJTES FOR OIL OTHER THAN HIGH-COST SYN­

THETICS DEVELOPED FROM COAL, SHALE OR BIOMASS.

THEIR PRICE -- HIGH THEN, HIGH TODAY —  WAS CONSIDERED TO BE 

THE ONLY THING SETTING THE UPPER LIMITS ON THE PRICE OF OIL.

WELL, THAT TURNED OUT TO BE WILDLY INCORRECT. WE KNOW THERE 

ARE ALTERNATIVES TO OIL THAT ARE AVAILABLE AND AT A PRICE 

WELL BELOW THAT OF THE SYNTHETICS. CONSERVATION IS ONE AND 

NATURAL GAS IS ANOTHER.

GAS WILL CERTAINLY BE A MAJOR PLAYER BECAUSE THERE’S A LOT 

OF IT AROUND. IN BTU TERMS, GAS RESERVES ARE NOW EQUAL TO 

SO PERCENT OF KNOWN DEPOSITS OF OIL —  BUT THE POTENTIAL FOR 

FUTURE DISCOVERIES IS MUCH GREATER FOR GAS THAN QIL.

WE REALLY HAVEN’T AIMED OUR EXPLORATION AT GAS, BUT THAT’S 

CHANGING. AS ENFRGY DFMAND FIRMS, THERE WILL BE REASON TO 

LOOK FOR IT FAR MORE INTENSIVELY THAN WE HAVE IN THE PAST.

AND AT THE DEEPER DEPTHS W E ’RE DRILLING TODAY, CHANGES FOR 

FINDING OIL TEND TO DIMINISH BUT GAS PROSPECTS ACTUALLY IN­

CREASE AS YOU GO DEEPER.

FINDING GAS IS ONE THING, OF COURSE; MARKETING IT IS 

ANOTHER, CHIEFLY BECAUSE OF THE DIFFICULTY IN TRANSPORTING



IT FROM ONE PLACE TO ANOTHER.

IN THE CASE OF ARCO INDONESIA, WE ir.'TEND TO AVOID THAT 

PROBLEM BY DEVELOPING MARKETS HERE IN INDONESIA. WE HAVE A 

LARGE DISCOVERY IN THE KANGEAN ISLAND GROUP WHICH WE HOPE TO 

BRING ON STREAM IN THE NEAR FUTURE FOR POWER GENERATION AND 

OTHER USES IN EAST JAVA.

THIS WOULD FREE UP ADDITIONAL OIL AND COAL FOR EXPORT AS 

WELL AS PROVIDE A LOW COST, RELIABLE ENERGY SUPPLY FOR THE 

SURABAYA AREA OF EAST JAVA.

WE BELIEVE GAS WILL BECOME INCREASINGLY IMPORTANT AS THE IN­

DONESIAN GOVERNMENT CONTINUES ITS ADMIRABLE EFFORT TO EN­

COURAGE ITS USE AS A SUBSTITUTE FOR OIL.

AND WE CAN SEE THE POSSIBILITY OF DEVELOPMENT OF GAS-TO- 

GASOLINE TECHNOLOGY AS A PARALLEL TO THE USE OF COMPRESSED

NATURAL GAS IN CARS IN THE JAKARTA AREA.

AS MORE GAS IS DISCOVERED HERE IN INDONESIA AND ELSEWHERE IN 

THE WORLD IT’S NOT TOO DIFFICULT TO ENVISION A HUGE INCREASE 

IN BOTH LNG, AND PIPELINE TRAFFIC FOR LOCAL MARKETS. GROW- 

TNG ASEAN CONSUMPTION WOULD BE SERVICED FROM INDONESIA,

AUSTRALIA, MALAYSIA, CHINA AND PERHAPS EVEN ALASKA SOMETIME 

IN THE FUTURE.

IN REVIEWING THESE DEVELOPMENTS THAT I’VE SKETCHED HERE THIS 

MORNING, IT SEEMS FAIR TO SAY THAT THE WORD PETROLEUM IN­

DUSTRY IS CAPABLE OF ADAPTING TO THE CURRENT PRICE ENVIRON­

MENT AND BUILDING TOWARD THE FUTURE ON PERHAPS A MORE

REALISTIC BASIS THAN WAS THE CASE 10 YEARS AGO.



OIL IS STILL THE LARGEST INDUSTRY IN THE WORLD. THERE IS 

STILL A LOT OF OIL AND GAS TO BE FOUND. AND EVEN IF THE 

QUARRY IS A BIT MORE ELUSIVE THAN IT USED TO 8E, THANKS TO 

RECENT AND CONTINUING TECHNOLOGICAL ADVANCES, WE'RE FAR BET­

TER EQUIPPED FOR THE HUNT.

CERTAINLY THAT IS TRUE IN INDONESIA. THERE ARE OPPOR­

TUNITIES FOR US HERE THAT PRICE AND TECHNOLOGY CAN BRING TO 

REALITY TO THE BENEFIT OF EVERYONE CONCERNED.

AND YET, AS THE RELATIONSHIPS THAT THE CONTRACTORS HAVE EN­

JOYED HERE OVER THE YEARS HAVE PROVEN, MONEY AND TECHNOLOGY 

AREN’T THE ONLY KEYS TO SUCCESS.

THERE IS ALSO COOPERATION. THERE IS UNDERSTANDING. THERE 

IS RECOGNITION OF THE PRIORITIES OF EACH PARTY TO THE AGREE­

MENTS THAT WE HAVE HAD IN INDONESIA AND HOPE TO GO ON ENJOY­

ING FOR YEARS TO COME.

THE SPIRIT OF COOPERATION BETWEEN PERTAMINA AND THE 

PRODUCER/CONTRACTORS WILL, I ’M SURE REMAIN MUCH AS IT HAS 

BEEN AS WE PROCEED TOGETHER INTO THIS NEW ENERGY ERA.

WE RECOGNIZE AT THE SAME TIME THAT SOME ELEMENTS OF ~HE CON­

TRACTS MUST CHANGE EVEN AS THE FIELDS HAVE CHANGED. ADJUST­

MENT^ — MILL RC— NFCFSSARV Tf) MAKE IT ATTRACTIVE FOR THE

PRODUCER TO OPERATF IN THE COUNTRY, AND PARTICULARLY TO 

APP) Y THF HTfifcti-y- POOfiPrPT-X^g- RUT COSTLY-MEltLJrFCHNQLQGIES NOW 
BEING DEVELOPED.

FOR THAT REASON, W E ’RE MUCH ENCOURAGED THAT STEPS ARE BEING 

TAKEN TO EXTEND PRODUCTION-SHARING CONTRACTS DUE TO EXPIRE
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IN THE NEXT FEW YEARS. HERE THIS MORING PRESIDENT SOEHARTO 

HAS EXPRESSED AGREEMENT IN PRINCIPLE WITH THIS STEP. WHILE 

TERMS ARE STILL IN NEGOTIATION, WE ARE CONFIDENT THAT THE 

QUESTIONS WILL BE RESOLVED SATISFACTORILY.

IN CLOSING, I WOULD LIKE TO EXPRESS MY APPRECIATION TO THE 

LEADERSHIP AND MEMBERS OF THE INDONESIAN PETROLEUM ASSOCIA­

TION FOR KINDLY INVITING ME TO BE HERE TODAY.

I PA HAS BEEN A POSITIVE FORCE IN THE INDONESIAN OIL STORY 

SINCE ITS INCEPTION IN 1971. YOUR ROLE AS A BRIDGE BETWEEN 

THE PRODUCER AND THE GOVERNMENT IS CRUCIAL TO THE CONTINUED 

SUCCESS OF OUR COMBINED ENTERPRISE.

I AM SURE I SPEAK FOR ALL THE PRODUCERS WHEN I SAY THAT WE 

HAVE ENJOYED OUR LONG AND PLEASANT RELATIONSHIP, AND CAN 

ONLY HOPE THAT IT CONTINUES FOR MANY YEARS TO COME.

THANK YOU.
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S t a t e  o f  A l a s k a
a r r i c c  or  rue soverndn 

J o  it ■ An
i :•! !’ •

J a n u a r y  28, 1988

Mr. Leon Hess 
Chairman
A m e r a d a  Hess C o r p o r a t i o n  
1185 A ven ue of the A m e r i c a s  
New York, NY 10036

Dear Leon,
• .

This is a somewhat t a r d y  re ply to y o u r  proposal to p r o v i d e  
tax and royalty r e l i e f  for the Seal Island leases. I have  
d e cid ed against the p r o p o s a l ,  and I w a n t  to explain roy 
reasons.

First off, I a p p r e c i a t e  the spirit in w hich this p r o p o s a l  
was made. You and R o n  w e r e  v e r y  c l e a r  about your o b j e c t i v e s  
and realistic about t h e  polit i c a l  implications that  w o u l d  
attach, I like a d i r e c t  a p p r o a c h  a nd normally do t h i n g s  
that w a y  myself.

As you know, any d e c i s i o n  I m a k e  in this area m u s t  r e f l e c t  ft 
state policy which a p p l i e s  to the w h o l e  industry. A t  this 
time there are a n u m b e r  of o u t s t a n d i n g  leases w h i c h  w e r e  
p u r c h a s e d  at a time w h e n  oil p r i c e  projections w e r e  m o r e  
sanguine than they a r e  today. M a n y  of those leases p r o v i d e d  
for a n e t  profit s h a r e  in lieu of l a r g e r  up-front b o n u s e s ,  
as was the case w i t h . A m e r a d a  Hess at Seal Island,

Your proposal would b e n e f i t  the state because of t h e  jobs 
w h i c h  would be c r e a t e d .  It's hard t o  tell about t h e  e f f e c t  
on state revenues, w h i c h  also t r a n s l a t e s  into jobs. T h a t  
w o u l d  d e p e n d  on a j u d g m e n t  as to w h e t h e r  TAPS w o u l d  
o t h e rwise be filled t o  capacity? if so, the oil p r o d u c e d  
under this incentive p r o g r a m  w o u l d  d i s p l a c e  other o i l  on 
wh i c h  the Btate was r e c e i v i n g  its r e g u l a r  revenues. For the 
next few years, I a m  i n f o r m e d  that TAP S will p r o b a b l y  be 
op e r ating at its n o m i n a l  m a x i m u m  c a p a c i t y  of 2.1 m i l l i o n  
bpd. If that's r i g h t ,  then the e f f e c t  w i l l  be c l o s e  to a 
w a s h  in terms of j o b s ,  a l t h o u g h  m y  s t a t e d  pr efer e n c e  is for 
p rivate-sec  tor e m p l o y m e n t ,  R E C E I V E D

FEB o ? J988
DlVtblUlM yr UIL & Q/ 

MCHOflAGf, ALASKA



Mr. L e o n  Hess J a n u a r y  29, 1988

The p o l i t i c a l  effects o f  thiB p r o p o s a l  m u s t  be a s s e s s e d  as 
well. W hil e we are l o o k i n g  at the p o s s i b i l i t i e s  of 
incentives, given the c u r r e n t  TAPS t h r o u g h p u t  the m a j o r  
p r o d ucers are saying t h e y  d o n ’t wa n t  a n y  of that kind of 
help. T h e r e  is alBO t h e  q u e s t i o n  of i n t e r f e r e n c e  w i t h  the 
n orma l deve lo p m e n t a l  o r d e r  w h i c h  is e s t a b l i s h e d  m a i n l y  by 
r e l a t i v e  cost. Thirdly , a lot of p e o p l e  d o n ' t  want t o  
e s t a b l i s h  a n y  kind of i n c e n t i v e  regime. T h e y ' r e  a l r e a d y  m a d  
at the e f f e c t  of the s o - c a l l e d  "economic limit factor" 
l e g i s l a t i o n  o f  1981,

F o r  the m o m e n t  at least, m y  judgment is t h a t  when all the 
above factors are c o n s i d e r e d ,  a m a j o r  d e p a r t u r e  from c u r r e n t  
p o l i c y  i s n ' t  warranted. 1 k n o w  you and Ron disagree  w i t h  
this analysis  but that's w h e r e  I come d o w n  on it.

I hope things are o t h e r w i s e  w e l l  w i t h  you, the company, and 
the Jets, and'I look f o r w a r d  t ‘ tin in t h e  near

future.

Steve C o w p e r  
G o v e r n o r

m r = r r n
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C i D b l o C C i

E N H A N C I N G  R E S O U R C E  D E V E L O P M E N T

A l a s k a ' s  s t r e n g t h  is its a b u n d a n c e  o f  n a t u r a l  r e s o u r c e s ,  i n c l u d i n g  

s u b s t a n t i a l  d e p o s i t s  of oil a n d  g a s  t h r o u g h o u t  t h e  state. A l a s k a  

f a c e s  a m a j o r  p r o b l e m  in d e v e l o p i n g  t h e s e  r e s o u r c e s ,  t h e  h i g h  

c o s t  o f  d e v e l o p m e n t .  T h i s  h i g h  c o s t  is a r e s u l t  of t h e  h a r s h  

e n v i r o n m e n t ,  r e m o t e n e s s  to m a r k e t s ,  a n d  a c u r r e n t  " f i x e d  c o s t  

f a c t o r "  p u b l i c  p o l i c y .  F u t u r e  a c t i v i t y  b y  t h e  oil a n d  g a s  i n d u s t r y  

w i l l  b e  c o n t r o l l e d  b y  t h r e e  factors; oil p r i c e s ,  t h e  a b i l i t y  of 

A l a s k a  t o  p r e f e r e n t i a l l y  a t t r a c t  l i m i t e d  c o r p o r a t e  i n v e s t m e n t  

d o l l a r s ,  a n d  t h e  d i s c o v e r y  a n d / o r  d e v e l o p m e n t  of  n e w  p e t r o l e u m  

r e s e r v e s .  T h e  s t a t e  c a n  i n f l u e n c e  t h e  i n v e s t m e n t  c l i m a t e ,  p a r­

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

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

r e s o u r c e s .

H o t  all f i e l d s  a r e  c r e a t e d  equal. A l a s k a  is b l e s s e d  w i t h  the 

l a r g e s t  a n d  f o u r t h  l a r g e s t  f i e l d s  in t h e  U n i t e d  S t a t e s .  B e c a u s e  

t h e  s t a t e  r e c e i v e s  m o r e  t h a n  t w o - t h i r d s  of its g e n e r a l  f u n d  r e v e n­

u e s  t h e s e  t w o  fields, t h e y  a r e  a d o m i n a n t  f a c t o r  in d e t e r m i n i n g  

p o l i c y .  H a v i n g  t h e s e  l a r g e  fields, a n d  u s i n g  t h e m  as a b e n c h  

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

s t a t e  w i l l  b e  m a x i m i z e d  for t h e  s h o r t  t e r m  d u r i n g  p e a k  p r o d u c t i o n ,  

b u t  t h e  s e a r c h  f o r  a n d  develop: ^nt of a d d i t i o n a l  r e s e r v e s  for t h e  

l o n g  t e r m  r e p l a c e m e n t  of d e c l i n i n g  p r o d u c t i o n  f r o m  t h e  m a j o r  

f i e l d s  m a y  b e  s t i f l e d  b y  t h e  s h o r t  t e r m  o b j e c t i v e s .

S t a t i s t i c a l l y ,  t h e  n u m b e r  of  s m a l l  a c c u m u l a t i o n s  w i l l  b e  m u c h  

g r e a t e r  t h a n  t h e  n u m b e r  of  l a r g e  a c c u m u l a t i o n s .  It m u s t  b e  r e c o g­

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

f r o m  P r u d h o e  B a y  w i l l  c o m e  fr o m  s m a l l e r  fields. P u b l i c  p o l i c y  

w h i c h  d o e s  n o t  r e c o g n i z e  t h e  d i s e c o n o m i e s  o f  s c a l e  for s m a l l e r  

f i e l d s  w i l l  r e s u l t  in t h e s e  s m a l l e r  f i e l d s  r e m a i n i n g  u n d e v e l o p e d .  

S m a l l  f i e l d s  m u s t  b e  p e r c e i v e d  as e c o n o m i c  b y  c o m p a n i e s  m a k i n g  

i n v e s t m e n t  d e c i s i o n s .  W i t h  l i m i t e d  i n v e s t m e n t  c a p i t a l ,  a n d  w i t h  

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



ing f o r  t h e i r  d o l l a r s ,  t h e  i n v e s t m e n t  o p t i o n s  t h a t  p r o v i d e  t h e  

b e s t  a p p a r e n t  p r o f i t  p o t e n t i a l  w i l l  a t t r a c t  t h e  i n v e s t m e n t  c a p i t a l .

In A l a s k a ,  s m a l l e r  f i e l d s  m u s t  p r o v i d e  t h e  s a m e  s e r v i c e s  as l a r g e r  

fields. B e c a u s e  o f  t h e  d i s e c o n o m i e s  cf  scale, s m a l l e r  f i e l d s  

r e q u i r e  b o t h  m o r e  c a p i t a l  i n v e s t m e n t  p e r  b a r r e l  o f  r e s e r v e s  t o  

d e v e l o p  t h e  field, and t h e  o p e r a t i n g  cost, m e a s u r e d  on a d o l l a r  

p e r  b a r r e l  basis, w i l l  a l s o  b e  g r e a t e r .  Thus, t h e  s m a l l e r  fields, 

on  a p e r  b a r r e l  basis, p r o v i d e  g r e a t e r  i n v e s t m e n t  in A l a s k a ,  and 

p r o v i d e  m o r e  jo b s  f o r  A l a s k a n s ,  t h a n  l a r g e  fields. U n f o r t u n a t e­

ly, t h e i r  t a x  s t r u c t u r e  a n d  r o y a l t y  s t r u c t u r e  h a s  b e e n  e s t a b l i s h e d  

o n  a l a r g e  f i e l d  c o n c e p t .

A l a s k a  is a t  a c r o s s r o e d s  c o n c e r n i n g  e c o n o m i c  p o l i c y  f o r  the 

s tate. O n e  b r a n c h  l e a d s  t o w a r d s  i n c r e a s e d  t a x a t i o n  a n d  i n c r e a s e d  

s t a t e  s p e n d i n g  in a n  a t t e m p t  to  s t i m u l a t e  t h e  s t a t e  e c o n o m y .  T h e  

o t h e r  o p t i o n  is t o  p r o v i d e  i n c e n t i v e s  t o  a t t r a c t  i n v e s t m e n t  d o l l a r s  

b y  p r i v a t e  i n d u s t r y ,  w h i c h  in t u r n  w i l l  c r e a t e  jo b s  in t h e  p r i v a t e  

s e c t o r .  ^ T h e  m e a s u r e m e n t  of a h e a l t h y  e c o n o m y  s h o u l d  b e  b a s e d  on 

p r i v a t e  s e c t o r  i n v e s t m e n t  and jobs, n o t  on s t a t e  s p e n d i n g . E c o n­

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

s e a r c h  f o r  a n d  d e v e l o p m e n t  of n e w  fields, w h i c h  m a x i m i z e s  u t i l i z­

a t i o n  of A l a s k a ' s  s t r e n g t h s .

T h e  S t a t e  o f  A l a s k a  a n d  t h e  oil i n d u s t r y  a r e  a p a r t n e r s h i p  in 

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

w h e n  b o t h  p a r t i e s  a r e  g a i n i n g  e c o n o m i c  b e n e f i t s .  E n c o u r a g i n g  t h e  

dev> l o p m e n t  o f  s m a l l e r  r e s o u r c e  a c c u m u l a t i o n s  w i l l  b e n e f i t  the 

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

r o y a l t y  a n d  t a x e s  c o m p a r e d  to t h e  p r e s e n t  s t a t u s .  T h e  o i l  i n d u s t r y  

w i l l  b e n e f i t  b y  b e i n g  a b l e  to e c o n o m i c a l l y  a n d  p r o f i t a b l y  d e v e l o p  

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

O i l  p r i c e  w i l l  a l w a y s  b e  t h e  d e t e r m i n i n g  f a c t o r  in i n v e s t m e n t  

d e c i s i o n s ,  but, w i t h  oil p r i c e s  in t h e  $ 1 8 - 2 5 / B 3 L  range, i n c e n t­

ive s  c a n  s t i m u l a t e  i n v e s t m e n t  in a n d  d e v e l o p m e n t  o f  s m a l l e r  r e­



s o u r c e  a c c u m u l a t i o n s .  F o r  e x a m p l e ,  t h e  t h r e s h o l d  oil p r i c e  for 

p o s i t i v e  e a r n i n g s  a t  M i l n e  P o i n t  c a n  v a r y  f r o m  $ 1 8 / B B L  t o  $ 2 5 / B B L  

d e p e n d i n g  u p o n  t h e  r o y a l t y  r a t e  a n d  t a x  s t r u c t u r e .  T h e  p o t e n t i a l  

i m p a c t  o f  i n c e n t i v e s  on  b o t h  t h e  f u t u r e  d e v e l o p m e n t  o f  M i l n e  

P o i n t  a n d  t h e  S t a t e ' s  e c o n o m c y  a r e  s h o w n  in A t t a c h m e n t  I. It m u s t  

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

of f u t u r e  oil p r i c e s  w i l l  a l w a y s  p l a y  t h e  m o s t  i m p o r t a n t  r o l e  in 

i n v e s t m e n t  d e c i s i o n s  in A l a s k a  b e c a u s e  of it's u n i q u e  "Cost" 

p o s i t i o n  w i t h  r e s p e c t  t o  o t h e r  p a r t s  of N o r t h  A m e r i c a n  a n d  t h e  

w o r l d .

T h e  M i l n e  P o i n t  c a s e  is j u s t  o n e  e x a m p l e  of  t h e  p o t e n t i a l  b e n e f i t s  

o f  a p u b l i c  p o l i c y  p r o g r a m  t h a t  e n c o u r a g e s  t h e  d e v e l o p m e n t  of 

s m a l l e r  r e s o u r c e  d e v e l o p m e n t .  S m a l l e r  r e s o u r c e s  m u s t  be p e r c e i v e d  

as e c o n o m i c  b e f o r e  t h e y  w i l l  b e  e x p l o r e d  a n d  d e v e l o p e d .  T h e  

p e r c e p t i o n  t h a t  o t h e r  f i e l d s  l i k e  M i l n e  P o i n t  c a n  b e  e c o n o m i c ,  

a n d  w i l l  b e  e n c o u r a g e d  t o  b e  e c o n o m i c  b y  a p p r o p r i a t e  p u b l i c  p o l icy, 

is i m p o r t a n t .  If t w e n t y  f i e l d s  s i m i l a r  to  M i l n e  P o i n t  w e r e  d e v e l­

o p e d  in t h e  n e x t  t e n  years, t h e y  w o u l d  p r o v i d e  4 0 0 0 - 5 0 0 0  d i r e c t  

jobs. If t h e s e  j o b s  a r e  m u l t i p l i e d  b y  t h e  t r i c k l e - d o w n  factor, a 

s u b s t a n t i a l  n u m b e r  o f  p r i v a t e  s e c t o r  jo b s  w o u l d  b e  a d d e d  w i t h i n  

t h e  state.

S p e c i f i c  i t e m s  t h a t  c a n  b e  l e g i s l a t e d  to e n h a n c e  t h e  e x p l o r a t i o n  

f o r  t h e  d e v e l o p m e n t  o f  s m a l l e r  r e s o u r c e s  are:

o R e - e s t a b l i s h  t h e  d i s c o v e r y  r o y a l t y . D u r i n g  t h e  s e a r c h  for oil

in C o o k  Inlet, 16 d r i l l i n g  r i g s  w e r e  r a c i n g  a g a i n s t  o n e  

a n o t h e r  t o  g e t  t h e  d i s c o v e r y  r o y a l t y .  W h e n  w a s  t h e  l a s t  

t i m e  t h e  t o t a l  s t a t e  h a d  16 r i g s  w o r k i n g ?

o E n c o u r a g e  t h e  u s e  of  E x p l o r a t i o n  I n c e n t i v e  C r e d i t s  in f u t u r e

l e a s e  s a l e s . In t h e  r e c e n t  S t a t e  S a l e  54, a b o u t  40% o f  the 

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

A l a s k a .  T h i s  w a s  a l s o  t h e  f i r s t  S t a t e  S a l e  in m a n y  y e a r s  to 

o f f e r  a f i x e d  r o y a l t y  r a t e  a n d  EIC's.



o E s t a b l i s h  le a d  a g e n c y  p e r m i t t i n g . H B  212 a n d  S B  2 8 0  i n t r o­

d u c e d  in 1987 w o u l d  a c c o m p l i s h  t h i s  goal.

o P r o v i d e  R o y a l t y  I n c e n t i v e s  f o r  l o w  g r a v i t y  c r u d e . T h e  W e s t

S a k  s a n d s  o n  t h e  N o r t h  S l o p e  c o n t a i n  an e s t i m a t e d  2 4 - 4 0  

b i l l i o n  b a r r e l s  o f  oil in p l a c e .  A t  t h e  p r e s e n t  t i m e  t h i s  

zone, w h i c h  c o n t a i n s  m o r e  o i l  in p l a c e  t h a n  P r u d h o e  Bay, is 

n o t  b e i n g  p r o d u c e d  or  f i e l d  t e s t e d .

o C l a r i f y  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 s o u r­

c e s ' s  a u t h o r i t y  t o  u s e  r o y a l t y  a l t e r a t i o n s  to e n h a n c e  p r o d u c t­

i v i t y . T h e  t w o  y e a r  r e s t r i c t i o n  in T i t l e  38 w a s  i n t e n d e d  

f o r  u s e  w h e n  r o y a l t y  w a s  a b i d  v a r i a b l e .  L a n g u a g e  s h o u l d  b e  

a d d e d  t o  c l a r i f y  t h i s  intent.

o D e v e l o p  an E c o n o m i c  L i m i t  F a c t o r  w h i c h  is r e s p o n s i v e  to

f i e l d  s i z e . T h e  E L F  is e x c e l l e n t  c o n c e p t  in r e c o g n i z i n g  

t h a t  t h e  t a x  b u r d e n  s h o u l d  b e  r e d u c e d  on  l o w e r  p r o d u c t i v i t y  

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

f i e lds.

A t t a c h m e n t  II i n c l u d e s  s p e c i f i c  a m e n d m e n t s  t o  T i t l e  38 a n d  T i t l e

43 w h i c h  w o u l d  a c c o m p l i s h  t h e s e  s u g g e s t e d  i n c e n t i v e s .



For Next Five Years 

Th re sho ld  Oi l  Price 

Investment 

No.  Wel ls  Dr i l led  

New Employment

M ILNE  P O IN T  U N IT  
IM PACT  OF  IN C E N T IV E S

Current 
Roya l ty .  Taxes

S 2 2 - 2 5 / B B L  

$35  MM 

1 0 - 1 5  

2 5 - 3 0

& l '  

j'J' '12 1 / 2 %  Roya l t y  5 %  Roya l t y  
Current Taxes Modi f ied Taxes

A T T A C H M E N T  I

S 2 0 - 2 2 / B B L  

$65  MM 

2 0 - 3 0  

5 0 - 6 0

$ 1 8 - 2 0 / B B L  

$300  MM 

1 3 0 - 1 5 0  - 

2 0 0 - 2 5 0

For L i f e  O f  Field

Field L i f e  5 - 7  Yrs 1 0 - 1 2  Yrs 2 0 - 2 5  Yrs

State Roya l t y  S 4 0 - 4 5  MM $ 5 0 - 6 0  MM $ 6 0 - 7 0  MM

State Taxes $ 2 5 - 3 0  MM $ 4 0 - 5 0  MM $ 2 0 - 2 5  MM



T I T L E  38 A M E N D M E N T S A T T A C H M E N T

3 8 . 0 5 . 1 8 0  a m e n d e d  b y  a d d i n g  a n e w  s u b s e c t i o n  to read:

(aa) T h e  l e s s e e  of a s t a t e  o i l  a n d  g a s  l e a s e  o n  w h i c h  a 

d i s c o v e r y  w e l l  h a s  b e e n  d r i l l e d  s h a l l  b e  e n t i t l e d  to 

w i t h h o l d  a d i s c o v e r y  r o y a l t y  a w a r d  o f  60% o f  t h e  oil 

a n d  g a s  r o y a l t y  o t h e r w i s e  p a y a b l e  t o  t h e  s t a t e  for t h a t  

l e a s e  f o r  a p e r i o d  of t e n  y e a r s  f r o m  d a t e  o f  d i s c o v e r y  

p r o v i d e d  t h a t  all of  t h e  f o l l o w i n g  c r i t e r i a  a r e  met:

1) T h e  w e l l  m u s t  b e  d r i l l e d  a t  a s u r f a c e  l o c a t i o n  at 

l e a s t  20 m i l e s  f r o m  t h e  s u r f a c e  l o c a t i o n  of a n y  o t h e r  

w e l l  w h i c h  h a s  b e e n  t e s t e d  in c o m m e r c i a l  q u a n t i t i e s  o r  

is p r e s e n t l y  c a p a b l e  of p r o d u c i n g  in c o m m e r c i a l  q u a n t i­

ties ;  2) a d i s c o v e r y  t e s t  in c o m m e r c i a l  q u a n t i t i e s  

h a s  b e e n  w i t n e s s e d  b y  a n  a g e n t  o f  t h e  state; 3) t h e  

d i s c o v e r y  t e s t  i n t e r v a l  is l o c a t e d  e n t i r e l y  u n d e r  t h e  

l e a s e  f o r  w h i c h  t h e  a w a r d  is g i v e n ;  4) t h e  d i s c o v e r y  

t e s t  is c o m p l e t e d  w i t h i n  o n e  y e a r  f r o m  t h e  d a t e  of 

f i r s t  p e n e t r a t i o n  o f  t h e  p r o d u c i n g  z o n e  in t h a t  well, 

a n d  5) a p p l i c a t i o n s  f o r  t h e  a w a r d  is m a d e  w i t h i n  180 

d a y s  o f  t h e  c o m p l e t i o n  o f  t h e  c o m m e r c i a l  test.

3 8 . 0 5 . 1 8 0  (i) a m e n d e d  as f o llows:

(i) T h e  c o m m i s s i o n e r  S H A L L  (may) p r o v i d e  f o r  t h e  e s­

t a b l i s h m e n t  of an  e x p l o r a t i o n  i n c e n t i v e  c r e d i t  s y s t e m  

u n d e r  w h i c h  a l e s s e e  of s t a t e  l a n d  d r i l l i n g  an e x p l o r a­

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

f o o t a g e  d r i l l e d  a n d  t h e  r e g i o n  in w h i c h  t h e  w e l l  is 

s i t u a t e d .  T h e  c o m m i s s i o n e r  S H A L L  (may) a l s o  p r o v i d e  

fo r  c r e d i t s  to b e  e a r n e d  b y  p e r s o n s  p e r f o r m i n g  g e o p h y s i­

cal w o r k  on s t a t e  land, if t h a t  w o r k  is p e r f o r m e d  d u r i n g  

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

l e a s e  s a l e  a n d  on  l a n d  i n c l u d e d  w i t h i n  t h e  s a l e  a r e a  a n d



t h e  g e o p h y s i c a l  i n f o r m a t i o n  is m a d e  p n  lie f o l l o w i n g  

t h e  sale. C r e d i t s  m a y  n o t  e x c e e d  50 p e r c e n t  o f  t h e  

c o s t  o f  t h e  d r i l l i n g  o r  g e o p h y s i c a l  work. C r e d i t s  m a y  

b e  u s e d  d u r i n g  a l i m i t e d  p e r i o d  e s t a b l i s h e d  b y  t h e  

c o m m i s s i o n e r  a n d  m a y  b e  a s s i g n e d  d u r i n g  t h a t  p e r i o d .  

C r e d i t s  m a y  b e  a p p l i e d  a g a i n s t  (1) oil a n d  g a s  r o y a l t y  

a n d  r e n t a l  p a y m e n t s  p a y a b l e  t o  t h e  s t a t e  o r  (2) t a x e s  

p a y a b l e  u n d e r  AS 43.55. A  c r e d i t  m a y  n o t  e x c e e d  50 

p e r c e n t  o f  t h e  p a y m e n t  t o w a r d  w h i c h  it is b e i n g  ap p l i e d .  

A m o u n t s  d u e  t h e  A l a s k a  p e r m a n e n t  f u n d  (AS 3 7 . 1 3 . 0 1 0 )  

s h a l l  be  c a l c u l a t e d  b e f o r e  t h e  a p p l i c a t i o n  o f  c r e d i t s  

u n d e r  t h i s  s u b s e c t i o n .

A S  3 3 . 0 5 . 1 3 0  a m e n d e d  b y  a d d i n g  a n e w  s u b s e c t i o n  t o  read:

(bb) To  e n c o u r a g e  t h e  d e v e l o p m e n t  o f  the s t a t e ' s  h e a v y  

oil r e s o u r c e s ,  t h e  C o m m i s s i o n e r  m a y  r e d u c e  t h e  b a s e  

r o y a l t y  b y  50% on a n y  l e a s e  f o r  p r o d u c t i o n  f r o m  a z o n e  

c o n t a i n i n g  c r u d e  oil w i t h  a n  A P I  g r a v i t y  of  2 0° or 

less. T h i s  r e d u c e d  r o y a l t y  r a t e  s h a l l  a p p l y  f o r  a 

m a x i m u m  of 5 years. T h e  l a s t  y e a r  t h a t  t h i s  r e d u c e d  

r a t e  s h a l l  a p p l y  is c a l e n d a r  y e a r  1997.

A S  3 8 . 0 5 . 1 8 0 (j) a m e n d e d  as f ollows:

(j) 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  an  o i l  a n d  gas 

f ield, 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  for all 

b i d d i n g  m e t h o d s  to  a l l o w  r e d u c t i o n  of r o y a l t y  on l e a s e s  

w i t h i n  l a t e r  s t a g e s  of 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  m a y  n o t  g r a n t  a r e d u c t i o n  of r o y a l t y  o n  l e a s e s  

w h e r e  t h e  r o y a l t y  rate w a s  u s e d  as a b i d d i n g  v a r i a b l e  

u n t i l  t w o  years' 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  a n d  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 a d e  a c l e a r  s h o w i n 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  is i n s u f f i c i e n t  to 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  to  t h a t  l e s s e e ' s  t o t a l  

i n v e s t m e n t  in the field.



T I T L E  43 A M E N D M E N T

A S  4 3 . 5 5 . 0 1 3  a m e n d e d  as follows:

( b ) (1) T h e  e c o n o m i c  l i m i t  f a c t o r  f o r  oil p r o d u c t i o n  of 

a l e a s e  o r  p r o p e r t y  s h a l l  be  t h e  l e s s e r  v a l u e  c o m p u t e d  

a c c o r d i n g  to  t h e  f o l l o w i n g  t w o  f o r m u l a ( s ) :

(l-[PEL/TP]) e x p  ([460 X WD]/PEL)J.

o r  ( 1 - r P E L / T P n  e x o  r r 5 5 . 0 0 0 . 0 0 0  X  W D 1 / T P E L  x T P / D a v s n

w h e r e :  P E L  = t h e  m o n t h l y  p r o d u c t i o n  r a t e  at  t h e  e c o n­

om i c  limit;

T P  = t h e  t o t a l  p r o d u c t i o n  d u r i n g  t h e  m o n t h  for

w h i c h  t h e  t a x  is t o  b e  paid;

W D  = t h e  t o t a l  n u m b e r  of w e l l  d a y s  in the

m o n t h  for w h i c h  t h e  t a x  is to b e  paid; 

[and]

D a y s  =  t h e  n u m b e r  o f  d a y s  in t h e  m o n t h  for

w h i c h  t h e  t a x  is to  b e  paid; a n d

w h e r e  "exp" i n d i c a t e s  t h a t  t h e  e x p r e s s i o n  f o l l o w i n g  dt is a n  

e x p o n e n t .

A S  4 3 . 5 5 . 1 0 3 ( d )  is a m e n d e d  t o  read:

(d) T h e  m o n t h l y  p r o d u c t i o n  r a t e  a t  t h e  e c o n o m i c  l i m i t  

f o r  a l e a s e  o r  p r o p e r t y  is [ p r e s u m e d  to be] 300 b a r r e l s  

t i m e s  t h e  n u m b e r  o f  w e l l  d a y s  for t h e  l e a s e  or  p r o p e r t y  

d u r i n g  t h e  m o n t h  f o r  w h i c h  t h e  t a x  is t o  b e  paid. [The 

t a x p a y e r  m a y  r e b u t  t h i s  p r e s u m p t i o n  a t  a f o r m a l  h e a r i n g  

u n d e r  A S  4 3 . 0 5 . 2 4 0  b y  p r o v i d i n g  c l e a r  a n d  c o n v i n c i n g



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

e c o n o m i c  l i m i t  for t h e  l e a s e  or  p r o p e r t y .  T h e  h e a r i n g

s h a l l  be  h e l d  b e f o r e  F e b r u a r y  15 of t h e  y e a r  o r  w i t h i n  

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

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

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

c l e a r  a n d  c o n v i n c i n g  e v i d e n c e  of  t h e  t a x p a y e r  s h a l l  be  

c a l c u l a t e d  b y  d i v i d i n g  t h e  v a l u e  d e t e r m i n e d  u n d e r  (f) 

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

c o s t  d e t e r m i n e d  u n d e r  (e) of  t h i s  s e c t i o n  a n d  s h a l l  b e  

u s e d  for p u r p o s e s  o f  t h i s  s e c t i o n  f o r  all o i l  p r o d u c t i o n  

d u r i n g  t h a t  c a l e n d a r  y e a r  f r o m  t h e  l e a s e  o r  p r o p e r t y . ]

4 3 . 5 5 . 0 1 3 ( e )  a n d  (f) a r e  r e p e a l e d .
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f la s k s  Jiiate ^legislature
H o u s e  of R e p r e s e n f a f i u e s

C o m m i t t e e  o n  R e s o u r c e s  

C h a i r m a n  A i v i n  O s t e r b a c k  

16 M a r c h  1978 

M I N U T E S

T he H o u s e  R e s o u r c e s  C o m m i t t e e  w a s  c a l l e d  to o r d e r  at a p p r o x i m a t e l y  
1:30 p . m  in C o u r t  R o o m  A of the C o u r t  B u i l d i n g  by C h a i r m a n  A l v i n  
O s t e r b a c k .

Pouch V 
State  Capitol 

Juneau ,  Alaakn 99811

M e m b e r s  A b s e n t

U r ion

M e m b e r s  P r e s e n t

O s t e r b a c k ,  C h a i r m a n  
S nider, V i c e - C h a i r m a n  
A k e r s  
E l i a s o n  
M a l o n e  
M i l l e r  
S m i t h  
B e n n e t t

HB 8 5 4 ^ ^ L e a T i n g ^ o f  S t a t e  land for oil a n d  gas

T e s t i m o n y : Bob L e R e s c h e ,  C o m m i s s i o n e r  of D e p a r t m e n t  of N a t u r a l  Resources,
s t a t e d  that this b i l l  r e p r e s e n t s  a r e j u v e n a t i o n  of the lease p r o g r a m  
including; 1) long t e r m  lease s c h e d u l e ,  2) p u b l i s h e d  r e g u l a t i o n s  p r o v i d i n g  
for p r e - l e a s i n g  p r o c e d u r e s ,  3)HB 854. T h i s  b i l l  f u lfills the S t a t e ' s  
n e e d  for s t a b i l i t y  a n d  p r e d i c t a b i l i t y  of oil and gas l e a s i n g  program.
T h e r e  w e r e  s e v e r a l  a s s u m p t i o n s  a g r e e d  u p o n  for HB 854:

1.

2.
3.
4.
5.
6 .
7.
8 .

S t a t e  n e e d e d  a n e w  look at  the l e ase law to be c o m p r e h e n s i v e  fo; 
10 to 30 y e a r s
b r o a d  b a s e  of o p t i o n s  for l e a s i n g  m e t h o d s  
w o u l d  p r o v i d e  for s t e a d y  sales
r e p o r t  to the l e g i s l a t u r e  as p r o v i d e d  for in the bill 
f l e x i b i l i t y  to h o l d  j o i n t  s ales w i t h  the F e d e r a l  g o v e r n m e n t  
w a n t  to u n d e r s t a n d  b e t t e r  w h a t  r e s o u r c e s  are for sale 
p r o t e c t  s o c i a l  and e n v i r o n m e n t a l  v a l u e s  a f f e c t e d  by leasing 
w n a t  the s t a t e  to g e t  a w a y  from r e l i a n c e  on c a s h  bonus

He s t a t e d  the m a j o r  p o i n t s  of the bill:

I. r e q u i r e  that D e p a r t m e n t  of N a t u r a l  R e s o u r c e s  have a 5 y e a r  lease 
p r o g r a m

2. p r o v i d e s  the S t a t e  w i t h  a v a r i e t y  of l e a s i n g  m e t h o d s
a. S t a t e  can w o r k  c l o s e l y  and c o m p e t e  w i t h  the F e d eral g o v e r n m e n t
b. a l l o w  the S t a t e  to a d a p t  to c h a n g i n g  c o n d i t i o n s

c. c r e a t e s  c e r t a i n  tools 2 0 6 ^ - 8
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/3. c r e a t e  s t r o n g  i n c e n t i v e s  for timely e x p l o r a t i o n  and d e v e l o p m e n t  
o F S t a t e  a c r e a g e

a. lease terms r e d u c e d  from 10 to 5 y e ars 
b. e s c a l a t e d  l e a s e  rentals

4. r e d u c e d  m a x i m u m  a c r e a g e  one p e r s o n  can hold
5. e n c o u r a g e  b r o a d  b a s e  in A l a s k a  oil e x p l o r a t i o n

a. r e d u c t i o n  of a c r e a g e  limit
b. h a v e  a u t h o r i t y  to r e s t r i c t  joint b i d d i n g  in c e r t a i n  c i r c u m s t a n c e

6. left the u n i t i z a t i o n  s t a t u t e  alone
7. s t r o n g e r  p r o t e c t i o n  to take S t a t e  r o y a l t y  o i l  in k i n d — p r e v i o u s l y

1/8, n o w  1/6, a l s o  1003 gas d i s c o v e r i e s
8. S t a t e  r i g h t  to s e c u r e  i n f o r m a t i o n  r e g a r d i n g  e x p l o r a t i o n  of S t a t e  

land

9. c h a n g e d  t r e a t m e n t  of n o n - c o m p e t i t i v e  leasing; a c r e a g e  w i l l  n o t  be oPfe 
n o n - c o m p e t i t i v e l y  u n t i l  first o f f e r e d  c o m p e t i t i v e l y .

T h i s  b i l l  is a p r o d u c t  of a thorauVn a n a l y s i s  of all l e a s i n g  s y s t e m
u s e d  today. T h e  k e y  to the h e a l t n  of oil and gas in the s t a t e  is •
a m o u n t  of a c r e a g e  m a d e  a v a i l a b l e  in a p r e d i c t a b l e  f a s h i o n  w i t h o u t  
c o n t i n u a l  p u b l i c  q u e s t i o n i n g — made e s p e c i a l l y  p o s s i b l e  by the estai 
l i s h m e n t  of the 5 y e a r  l ease agreement.

J a c k  R o d e r i c k ,  D e p u t y  C o m m i s s i o n e r  of D e p a r t m e n t  of N a t u r a l  R e s o u r c  
s t a t e d  t h a t  the S t a t e  p r e s e n t l y  has two m e t h o d s  of leasing; l ) c o m p e  
le a s e s  o f f e r e d  on a b o n u s  bid, 2)n o n - c o m p e t i t i v e  leases o f f e r e d  thr 
a s i l m u l t a n e o u s  f i l i n g  period. HB 854 puts f orth 5 m e t h o d s  in w h i c  
l e a s e :
1. b o n u s  b i d  s y s t e m
2. r o y a l t y  b i d d i n g  w : t h  s l i d i n g  scale
3. net p r o f i t s  form
4. w o r k  c o m m i t m e n t
5. w i t h h o l d i n g  of a c r e a g e

A p r o v i s i o n  p r o v i d e s  that if a C o m m i s s i o n e r  uses one s y s t e m  m o r e  than
503 of the time in a year, he must r e p o r t  to the l e g i s l a t u r e .

R o d e r i c k  e x p l a i n e d  the v a r i o u s  m e t h o d s  of b i d d i n g :
1. a f i x e d  r o y a l t y  not less than 12 1/2% a n d  a c a s h  bonus, a s l i d i n g  

s c a l e  r o y a l t y
2. the b o n u s  is fixed, a s l i d i n g  r o y a l t y  is b i d  upon
3. n e t  p r o f i t  is fixed, is p o s s i b l e  to a l s o  fix the r o y a l t y  and b i d

on the c a s h  b o n u s
4. S t a t e  t ells l e s s e e  the t v p e / a m o u n t  of w o r k  that n e e d s  d o i n g — h i g h e s t  

b i d d e r  for a 5 y e a r  p e r i o d  r e c e i v e s  the lease. Bid d o l l a r s  are 
s p e n t  in e x p l o r a t i o n — S t a t e  r e c e i v e s  o n l y  the rent

5. land w i t h h o l d i n g  w h i c h  is p o s s i b l e  c u r r e n t l y  u n d e r  A l a s k a  s t a t u t e s

R o d e r i c k  b a s i c a l l y  w e n t  through the b i l l  i l l u s t r a t i n g  the high points.
He r e e m p h a s i z e d  that HB 854 c l a s s i f i e s  e v e r y t h i n g  as c o m p e t i t i v e .

M i l t o n  Lipton, c o n s u l t a n t  for V.’.J. Le v y  & A s s o c i a t e s ,  s t a t e d  that 
i n t r o d u c i n g  o t h e r  a l t e r n a t i v e s  h y p o t h i c a t e s  a g r e a t  d e a l  of m o n e y  and 
d i m i n i s h e s  the a m o u n t  of funds that c o u l d  be us e d  for e x p l o r a t i o n .  He 
e x p l a i n e d  his v i e w s  on b i d d i n g  var i a b l e s :
- - b o n u s  b i d d i n g  m e a n s  s u b s t a n t i a l  d o l l a r s  to the l e s s i n g  p a r t y  and di m -  
inshed d o l l a r s  for e x p l o r a t i o n
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—  r o y a l t y  v a r i a b l e  i n f l e x i b l e  to the cost of the o p e r a t i o n — this is u n­
a t t r a c t i v e  e x c e p t  in h i g h l y  p r o v e n  a reas w h e r e  c o sts are k n own
— net p r o f i t  is a t t r a c t i v e  to firms and the State. The s y s t e m  w o u l d  be 
d o n e  by r e g u l a t i o n  and d o e s n ' t  ha v e  to be c o m p l i c a t e d .  Also, t h e r e  is 
no F e d e r a l  t a x a t i o n  on net p r o f i t s  that go to t h e ’State but there s t i l l  
is S t a t e  tax liability. T h e r e  m i g h t  be m o r e  i n t e r e s t  from b r o a d e r  b a s e  
of firms b e c a u s e  of d e f e r r m e n t  of p a y m e n t s  co the State.
— w o r k  c o m m i t m e n t  b i d d i n g  m e a n s  the c o m p a n y  that spends the m o s t  a m o u n t  
of m o n e y  o b t a i n s  the lease. L i p t o n  has re s e r v a t i o n s .  W h a t e v e r  t y p e  of 
bid (i.e. s l i d i n g  s c a l e  royalty) the C o m m i s s i o n e r  d e c i d e s  upon, the 
c o m p a n y  w o u l d  get a m i n i m u m  w o r k  c o m m i t m e n t  so that the c o m p a n y  can h o l d  
the lease b y  w o r k i n g  it. His c o n t r i b u t i o n  to the e n t i r e  area s h o u l d  
be c o u n t e d  t o w a r d  his w o r k  c o m m i t m e n t  as the S t a t e  has l e a r n e d  s o m e t h i n g  
a b o u t  the area.
— p a g e  6, line 4, ( d ) , to a b a t e  r o y a l t y  is to save field (oil'. If royal
is in a l e a s e  as i n c e n t i v e ,  by b r i n g i n g  h i g h  r o y a l t y  down, t h e r e  w i l l  
be a p o s s i b l e  p r e m a t u r e  a b o n d o n m e n t .
— page 6, line 15, (f), i n d u s t r y  m a y  w a n t  to b l o c k  this s e c t i o n  b u t  the
idea to w i t h h o l d  a c r e a g e  is sound.
— (t), n o n - c o m p e t i t i v e  a w a r d i n g  of a c r e a g e  p r e v i o u s l y  up for bid b u t  
r e c e i v e d  no b i d s  c o u l d  be a b u s e d - - n o t  good, but a p p r e c i a t e s  the s e n t i m e n t
—  (v) , 100S. gas r i g h t s  c o u l d  be -a bad p r o p o s i t i o n  as the gas a n d  o i l  
f irms w o u l d n ' t  k n o w  w h a t  the S t a t e  m i g h t  do. The S t a t e  m a y  d i s c o u r a g e  
A l a s k a n  e x p l o r a t i o n  by k e e p i n g  this i i.
— (w), a c c e s s  to data: 1) m u s t  in s u r e  c o n f i d e n t i a l i t y ,  2) and t h e r e  shoul 
be a time lapse of p e r h a p s  y e a r s  b e f o r e  d i s c l o s u r e  to p r e v e n t  firms' 
loss of bid. T h e  d e p a r t m e n t  s h o u l d  ha v e  m a x i m u m  a c c e s s  to data.
— pa g e  12, line 19, (c) — L i p t o n  feels t h a t  a c h a n g e  in 5 0 0 ,000 a c r e s
to 200, 0 0 0  a c r e s  m a y  be too d r a s t i c  a c u t  as i m p l e m e n t i n g  a five y e a r  
lease, p r o g r e s s i v e  d e a d  r e n tals and m i n i m u m  w o r k  c o m m i t m e n t  w o u l d  
m i n i m i z e  the a b i l i t y  to b u i l d  up a c r e a g e  by the oil companies.

M a r k  S i n g l e t a r y ,  A R C O  attorney, finds (a) - (f), p a g e s  1 and 2 as a 
m o n u m e n t a l  ta s k  and s u b j e c t  to l i t i g a t i o n - - r e c o m m e n d s  legal review.
P a g e  6, ( f ) , c o n c e r n i n g  the " c h e c k e r b o a r d "  c o n c e p t - - f e e l s  t h e r e  to b e
no real a d v a n t a g e  to this subsec t i o n .  He p r e f e r s  to re t a i n  up f r o n t  
b o n u s  b i d d i n g  as this o f f e r s  s i m p l i c i t y  and s e c u r i t y  to a c o m p a n y  whit 
h as a " h ard r o w  to hoe" in terms of l o o k i n g  and not finding. He al s o  
o b j e c t e d  to the S t a t e  c l a i m i n g  up to 100% of n a t u r a l  gas that is found.

A g e n e r a l  d i s c u s s i o n  e n s u e d  w h e r e  M a l o n e  s t a t e d  that this bi l l  p r o v i d e s  
the S t a t e  w i t h  the k n o w l e d g e  of k n o w n  in c o m e  o v e r  a lonq p e r i o d  of time. 
He feels i t e m  (f) to be too b r o a d  b u t  in ge n e r a l ,  in s y m p a t h y  w i t h  the 
o b j e c t i v e s .

W i t h  no f u r t h e r  testimony, C h a i r m a n  A l v i n  O s t e r b a c k  a d j o u r n e d  the 
C o m m i t t e e  at a

V e r i f i e d  by:

By: J a c k l e e n

I P
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HOUSE RESOURCES COMMITTEE 

TAPE #71 

3/16/78

TESTIM ONY OF JACK RODERICK, D EPUTY COMMISSIONER 

DEPART M E N T  OF N A T URAL RESOURCES

There is a provision allowing the reduction of royalty 

during the later stages of the field. As you k n o w  that 

becomes very important in your declining fields to have the 

ability to reduce royalties, but it can't be reduced until 

two years have passed from initial production. I k n o w  

Mr. lipton w i l l  probably speak to that -- of the inherent 

danger there is that a person w i l l  come in and bid a high 

royalty immediately when he goes on production comes to the 

commissioner and says please reduce m y  royalty; I can't make 

any money.

A n d  the fellow who bid second to h i m  of course has an 

(legitimate) objection because he b id what it was worth and 

another man came and bid more and found it wasn't economical 

as the second man predicted and yet comes to the 

commissioner and requests a reduction of royalty. That's 

one of the dangers of royalty bidding. That (clears) can be 

changed but in any event the commissioner should have the 

right to reduce royalties in declining years but on the

* G 0  1 1 1 5 6 8 0 2 0 6 5 1
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o t h e r  hand, the s tate d o e s n ' t  w a n t  to be in the p o s i t i o n  

w h e r e  it's h e l p i n g  u n e c o n o m i c  o p e rators.

No q u e s t i o n s  f r o m  the C o m m i t t e e .
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HOUSE RESOURCES COM MITTEE 
3/16/78 
TAPE 71 

TESTIMONY OF MILTON LIPTON 
CONSULTANT FOR W. J. LEVY & ASSOCIATES

T h e  h i g h e r  r o y a l t y  is Did the s o o n e r  it b e c o m e s  a 

b u r d e n  a g a i n s t  the v a l u e  of p r o d u c t i o n  t h e r e f o r e  and the m o r e  

o n e r o u s  it becomes.

I'll come back t.« that in the context of abatement of 

royalty later on. But for this reason the royalty itself is an 

u n attracti ve aspect of costs. R o yalty bidding per se is an 

u n att ractive bidding variable excepting possibly in highly proven 

areas w here the people who are bidding competitively have 

reasonably good expectations as to w h a t  w o u l d  be found and fairly 

good knowledge of what costs may be and therefore instead of the 

royalty bidding a shoe in the dark the royalty bidding can be 

made on a reasonably intelligent basis.

Not regarded as attractive among the alternatives.

I turn n o w  from the bidding variables to the subject of 

the reduction of royalties. The. commissioner's right to abate 

the royalty when this is a means of prolongi ng the productive 

life of the field. That's the item on page six subparagraph (d) 

and Jack Roderick referred to it and I feel obliged to speak 

about it because he said Mr. Lipton was going to talk about 

it. The commissioner has had that right to abate royalty under
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y o u r  s t a t u t e  for some time. O u r  q u a r r e l  w i t h  this is n o t  that 

the c o m m i s s i o n e r  has the r i g h t  to a b a t e  r o y a l t y  'it's that if y o u  

h a v e  in y o u r  lease sale the r o y a l t y  as the b i d d i n g  v a r i a b l e  yc 1 

h a v e  c r e a t e d  an i n c e n t i v e  for the c o m p e t i n g  c o m p a n i e s  to bid as 

h i g h  a r o y a l t y  as p o s s i b l e  and then in e f f e c t  w h a t  y o u  are d oing 

is y o u  are b r i n g i n g  the p o i n t  of time w h e n  this h i g h  r o y a l t y  that 

y o u  i n v i t e d  into b i d  n o w  b e c o m e s  o n e r o u s  a n d  h e ' s  t h r e a t e n i n g  to 

stop p r o d u c t i o n .  So he goes to the c o m m i s s i o n e r  and he says let 

us a b a t e  this royalty. I t h i n k  t h e r e  is an  i n c o n g r u i t y  b e t w e e n  

i n d u c i n g  the c o m p a n i e s  to b i d  the h i g h e s t  r o y a l t y  p o s s i b l e  and 

t h e n  c r e a t i n g  the s i t u a t i o n  w h e r e  th e y  a r e  a l m o s t  d r i v e n  to ask 

s o o n e r  t h a n  they o t h e r w i s e  w o u l d  h a v e  for p o s s i b l e  a b a t e m e n t  of 

r o y a l t y  a n d  y o u ' r e  f a ced w i t h  a d i l e m n a  that if y o u  d o n ' t  a b ate 

the r o y a l t y  it m a y  r e s u l t  in p r e m a t u r e  a b a n d o n m e n t  of p r o d u c t i o n  

b e f o r e  y o u  w o u l d  like it. It's n o t  j u s t  a b a n d o n i n g  p r o d u c t i o n  it 

b e c o m e s  e v e n  m o r e  i m p o r t a n t  e a r l i e r  in the life of a f i e l d  w h e n  

the c o m p a n y  is c o n s i d e r i n g  s h o u l d  w e  i n v e s t  m o n e y  to s u s t a i n  the

life of the field. R e - w o r k i n g  the w e l l s ,  for e x ample, all the
-  \
i

o t h e r  things, d r i l l i n g  some i n - f i e l d  w e l l s  on  a lease. T h e n  the 

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

is n o t  g o i n g  to ma k e  that i n v e s t m e n t  u n l e s s  the r o y a l t y  is 

abated.

I t h i n k  that one has to c o n s i d e r  v e r y  c a r e f u l l y  w h e t h e r  y o u  

use r o y a l t y  b i d d i n g  or the a b a t e m e n t  of r o y a l t y  or w h e t h e r  y o u  

s t i p u l a t e  in a d v a n c e  w h e r e v e r  r o y a l t y  is the b i d  v a r i a b l e  there
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shall n o t  be  a b a t e m e n t  of roy a l t y .  Y o u  c r e a t e  an i n c o n g r u i t y  

b e t w e e n  t h e s e  two c l a u s e s  in the lease.
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u/foo 6̂€o Sec. 5  opĵ ud-l. ~ Bxxjvxt M rJ c c J t( /V  yiuwyyzn, -  Y'z^k

|/̂ <55f S^  -  toe  /Ĉ  ^
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Oil and Gas Topics of Interest

Discussion topics for the Senate Oil and Gas Committee. Prepared February 
1988 by the Division of Oil and Gas.

Leasing Schedule--New Sales. This year the department added four sales to the 
state's five-year oil and gas leasing program (1988 to 1992). The four new 
sales are Worth Slope Sale 66A (exempt), Cook Inlet Sale 67A (exc.ipt), White 
Hills Sale 61 and Beaufort Sea Sale 68. The state's 1988 leasing schedule is 
shown below.

Sale Number_______________Sale Name_______________________ Proposed Date

54 Kuparuk Uplands January 1988*
55 Demarcation Point June 19Cb
66A North Slope Exempt June 1988
52 Beaufort Sea January 1989
56 Alaska Peninsula June 1989
67A Cook Inlet Exempt June 1989
59 Cook Inlet January 1990
57 North Slope Foothills June 1990
64 Kavik January 1991
65 Beaufort Sea June 1991
61 White Hills January 1992
68 Beaufort Sea Juro 1992

*Sale 54 was held January 26, 1988--see discussion below.

North Slope Sale 66A will be the state's first sale to take advantage of 
AS 38.05.035(e)(7), which was passed by the legislature last year. The 
statute allows the department to hold an exempt acreage sale without writing a 
best interest finding if one has been issued previously for the area within 36 
months of the sale date.

The proposed Sale 66A acreage is located within an area known as the "Kuparuk 
Uplands," and includes acreage previously leased, but subsequently 
relinquished, from sales 45A, 47 and 48. The department received a number of 
industry requests for an exempt acreage sale in this area. The sale area 
includes approximately 219,913 acres of land.

Cook inlet Sale 67A will include eligible lands in the Cook Inlet region that 
have been specifically nominated by industry. The actual lands ‘:hat will be 
offered in tie sale have not yet been identified by the department. Eligible 
lands in the lower Susitna Valley, on the Kenai Peninsula and submerged lands 
in Cook Inlet may be offered.

Proposed Lease Sale 61 was previously scheduled for September 1990. The sale 
area consists o ' approximately 875,000 acres located immediately south of 
acreage offered in sales 47, 48 and 54. The Trans-Alaska Pipeline System lies 
to the east of the sale area and to the west is the Colville River.



Proposed Sale 68 consists of approximately 393,000 acres of state-owned tide 
and submerged lands offshore of the NPRA, including some submerged lands whose 
ownership is currently disputed. The sale is centered around Barrow, 
extending from Tangent Point in the east to near Nulavik in the west.
Beaufort Sea lands offered previously in sales 50, 52, and 55 may also be 
offered for lease in the sale.

The state's current leasing schedule pr vides for two to three sales each 
year. It is a more modest schedule thai leasing programs proposed during the 
early 80's, when at least three sales, and as many as five sales, were offered 
each year. The departme't believes the current schedule provides an optimum 
number and mix of sales. It is composed of sale acreage near areas of know 
oil production, primarily on the North Slope and in Cook Inlet. That acreage 
has the greatest likelihood for holding future oil and gas discoveries. The 
schedule will allow industry to devote its tight exploration budgets to areas 
of state land having the best oil and gas potential.

Kuparuk Uplands Sale 54. Sale 54 was held January 26, 1988. It included 89 
tracts, or approximately 421,808 acres, lying between the Colville River and 
the area of Kuparuk Uplands Sale 40. It also included acreage in the Colville 
River delta.

The sale utilized cash bonus bidding with a fixed 12,5% royalty, and included 
a 15* Exploration Incentive Credit (EIC). The sale earned $4.6 million, or an 
average bid of $13.83 per acre. Eleven bidding groups submitted 164 bids on 
72 tracts.

Lessees will earn EICs at a rate of $300 per foot drilled for the first 
exploratory well per tract, provided that credits do not exceed 15% of the 
total exploratory well costs. The credits must be earned and used within five 
years of the effective date of the lease.

Camden Bay Sale 50 Litigation. The department currently is involved in 
TTtigation concerning Camden Bay Sale 50, held June 30, 1987. The lawsuit was 
brought by the Trustees for Alaska, Northern Alaska Environmental Center, 
National Parks and Conservation Society, Wilderness Society and Sierra Club.

Briefs were filed in Superior Court late last year. The judge assigned to the 
case is Judge John Bosshard, III. To date, the court has not set a date for 
oral argument. The department, however, anticipates resolution of the suit 
within the next few months.

Demarcation Point Sale 55. Sale 55 is the next sale on the state's leasing 
schedule. The sale is located offshore of the Arctic National Wildlife Refuge 
(ANWR) between the Hu'lahula River (west of Kaktovik) and the Canadian border. 
Tile department anticipates that industry interest in the sale will be high.
The preliminary finding for the sale was issued February 4, 1988. Following 
public and agency review of the preliminary finding, the final finding and 
decision of the director will be issued on April 25, 1988.



As with Sale 50, the department expects that a decision to proceed with Sale 
55 will be controversial. Debate will center on the sale's effect on ANUR and 
the importance of the sale area for bowhead whales and subsistence hunting.

The division currently is conducting its pre-sale evaluation in order to 
select an appropriate bidding method for the sale. The division's evaluation 
of the sale area will be aided greatly by data from two exploratory wells 
drilled nearby on adjacent lands and new computer equipment recently purchased 
to process seismic data.

The two exploratory wells that have been drilled near the Sale 55 area are 
Tenaco's Aurora well and the KIC well in ANWR. In November 1987, Tenneco, in 
partnership with 10 other companies, began drilling its Aurora prospect just 
beyond the three-mile limit, about 22 miles northeast of Kaktovik. Because of 
an agreement with the Department of the Interior, the division has access to 
the information from this well as it is being drilled. The KIC well, which is 
located about 14 miles southeast of Kaktovik, was drilled by the Arctic Slope 
Regional Corporation in association with Chevron, Standard Alaska Production 
Company and BP Alaska. The confidentiality period for the KIC well is 
scheduled to end April 24, 1988. At that time, the division will have access 
to the well data. The data from both wells are important because they provide 
the only available direct information about the subsurface of the sale 55 area 
and adjacent lands.

With the purchase of the new computer equipment, the division now has the 
capability of digitally reprocessing seismic data in order to improve its 
quality. The equipment will allow the division to conduct a more in-depth 
analysis of available data, and should greatly improve the pre-sale evaluation 
for this and all other future sales.

Leasing & Development in ANWR. A number of bills have been introduced in 
Congress concerning oil and gas development on the ANWR coastal plain. H.R.
39 (Rep. Udall) and S. 1804 (Roth, Bradley and Chafee) would prohibit oil and 
gas leasing on the coastal plain by including it in the national wilderness 
system. On the other side, G. 1217 and H.R. 1082 (respectively, the 
Murkowski-Stevens and Young bills), would open ANWR to oil and gas leasing.
H.R. 3601, sponsored by Congressman Jones (N. Carolina), is an 
"exploration-only" bill— allowing only four exploratory wells to be drilled on 
the coastal plain, the results of which would be evaluated before determining 
whether or not to proceed with leasing. A bill recently introduced by Senator 
Johnston (Louisiana) authorizes a competitive oil and gas leasing program in 
ANWR, but provides Alaska with only 50" of the resulting revenues. A possible 
amendment to that bill, by senators Wirth, Evans and Bumpers, calls for a two 
to three year moratorium on leasing, until a comprehensive study can be 
conducted to provide Congress with adequate energy policy information.
Another House bill expected to be introduced by Congressman Anderson 
(California) calls for leasing, but also reduces the state's share of the 
revenue from 90% to 50%.

Division personnel have testified before ll.S. Congressional committees and 
Alaska legislative committees in support of opening ANWR to further 
exploration and development. These committees include the U.S. House 
Subcommittee on Water and Power Resources,, the U.S. Senate Committee on Energy
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and Natural Resources, and the Alaska Senate and House Resources Connittees 
and the Joint Oil and Gas Comittee. Personnel have also given presentations 
to various professional and civic organizations, including the Resource 
Development Council (RDC), the Free Committee of the Anchorage Women's 
Auxiliary, and the Public Lands Conmittee of the Interstate Oil Compact 
Commission (IOCC).

The division also is providing information to interested individuals and 
organizations to explain the state’s position on the ANWR land exchanges.

Beaufort Sea Lease Boundary. The jurisdictional boundary dispute between the 
state and federal governments (United States v. Alaska, No. 84 Original in the 
United States Supreme Court) continues to be a problem when planning lease 
sales in the Beaufort Sea; nor is there any indication how long it will be 
before the dispute is resolved. The suit has been pending for eight years. 
Moreover, the parties have now waited more than one year for the Court's 
Special Master to issue his recommended decision in the case. Beyond the 
Special Master's recommendation, the Supreme Court's briefing, argument and 
decision process must occur before a final judgment is rendered.

Eventually, a judicially decreed state/federal boundary in the Beaufort Sea 
will result from resolution of United States v. Alaska. In the interim, the 
division is attempting to negotiate an agreement with the federal government 
that would fix existing state/federal leasing boundaries in the Beaufort Sea. 
These efforts were initiated in 1986, and discussions continued throughout 
1987. The division would like to avoid the costs and legal uncertainty 
associated with adjusting existing lease boundaries after the state/federal 
boundary is fixed by judicial decree. Accordingly, we believe the 
state/federal jurisdictional boundary should be established using the same 
geographic data used to determine any previously agreed-on state/federal 
leasing boundary; or, at a minimum, the leasing boundary should be fixed for 
the life of the oil and gas lease.

Lacking a decreed state/federal boundary, the state and federal governments 
must negotiate an agreement under Section 7 of the Outer Continental Shelf 
(OCS) Act to lease the disputed lands. Section 7 agreements have been 
successfully negotiated for OCS sales 71 and 87. However, no agreement could 
be reached for Sale 50. As a result, the state pulled back its seaward 
leasing boundary to a conservative position to avoid the possibility of an 
injunction to delay the sale. Currently, discussion is occurring between the 
Minerals Management Service (WS) and the division for a Section 7 agreement 
for OCS Sale 97. However, given the extremely late invitation by MMS to enter 
into a Section 7 agreement for Sale 97, it is unlikely that our differences 
can be worked out in time to sign an acceptable agreement prior to the final 
notice of sale, which is due in March 1988.

Use of Explosives in the Marine Environment. The use of explosives for 
seismic operations in the marine environment was prohibited by the state in 
1975. In 1905, the division published a report stating that the limited use 
of explosives is necessary if reasonable quality seismic data are to be 
obtained from areas where non-explosive energy sources are ineffective. The 
department concluded, however, that insufficient information was available
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concerning the effects of explosives on juvenile salmon to warrant a change in 
state policy at that time. The division's report recomended that a test be 
conducted to determine the effects of explosives on juvenile salmon.

In 1906, the Alaska Oil and Gas Association (AOGA) conducted a study to test 
the effects of linear explosive detonations on juvenile fish, especially 
salmonoids. The results of the AOGA study were published in October 1 987 and 
concluded that the best estimate of the lethal range for juvenile salmon from 
a linear explosive is 150 meters. The study recommends that more information 
about the seasonal distribution of fish be gained in Alaskan waters where 
linear explosives are needed to acquire seismic data.

The division is presently reviewing the study, and will request comments and 
recommendations from the departments of Fish & Game and Environmental 
Conservation. Following the study's review, the division will recommend to 
the cabinet whether or not to pursue a change in state policy. If a decision 
is made to pursue a change in state policy, the division will hold public 
meetings in affected communities to explain its recommendation and to solicit 
comments on the subject.

Royalty Oil Export. Last year, the department successfully concluded a one 
year contract to sell for export 97^ of the state's daily royalty oil 
production (3,600 barrels per day) from the fields on the west side or Cook 
Inlet. Those fields are Granite Point, MacArthur River, North Trading Bay and 
Trading Bay fields. Delivery began in July of 1987 to Chinese Petroleum 
Corporation of Taiwan, which agreed to pay a premium of $1.83 per barrel above 
what the state would have received had it left the oil in-value. The 
department issued a solicitation for offers in January 1988 for another one 
year contract, which will follow the expiration of the Chinese Petroleum 
Corporation contract. The proposal calls for a new contract to be signed by 
June 1988, with a date for first delivery scheduled for December 1988.

Free Trade with Canada. There is broad agreement between the governments of 
Canada and the United States to assure the freest possible bilateral trade in 
energy, including nondiscriminatory access for the United States to Canadian 
energy supplies and secure market access for Canadian energy exports to the 
United States. The federal government has agreed to allow exports of Alaskan 
oil to Canada, up to 50 thousand barrels per day on an annual average basis, 
subject to a condition that such oil be transported from Alaska on U.S. flag 
ships. Given the restrictions on state government (such as the six month 
notice provision under the terms of the lease to the producers), it is 
improbable that state royalty oil will be part of this export at least in the 
near term.

AOGA Stipulation Study. In response to a request by AOGA, the state's 
resource agencies, in conjunction with the Division of Governmental 
Coordination, are preparing a letter explaining the state's rationale behind 
various stipulations attached to oil and gas development projects. The letter 
is presently in draft form. Once finalized, the letter will represent the 
consensus of the resource agencies concerning the need for the state's lease
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stipulations. The letter also will invite AOGA, if it disagrees with the 
state's rationale, to conduct a stipulation cost/benefit analysis for the 
state's further consideration.

Oil and Gas Incentives Analysis. The division recently concluded a review of 
ways to stimulate petroleum activity in the state. In addition to reviewing 
the state's taxing and leasing policies as well as incentives currently 
available in Alaska, the division reviewed legislative _J dministrative 
incentive programs enacted by the other petroleum producing states and 
Canadian provinces to provide exploratory and development-related assistance 
to the oil industry.

As most "lower 40" oil producing states have a limited land base, the majority 
of states that enacted incentive programs utilized severance tax relief as the 
primary means to stimulate petroleum activity. In addition, because most of 
the production in these states comes from stripper wells (ie. wells that 
produce less than 10 barrels of oil per day (bopd)), the states generally 
adopted programs designed to postpone the abandonment of this production and 
ultimate loss of oil reserves.

Canadian provinces have adopted a variety of incentive programs, ranging from 
outright credit or cash grant programs to royalty/tax holidays and price 
sensitive sliding scale tax formulas to stimulate economic activity.
Currently, the royalty/tax rates in Canadian provinces vary from 10% to 44% 
depending on the type of oil.

In comparison with the other oil producing states and provinces, Alaska is 
already providing numerous incentives for exploration and development. In the 
wake of declining world oil prices, the state has offered some of the lowest 
minimum bid and per acre rental terms available for competitive leases issued 
anywhere in the United States. In addition, most of the state's leases are 
encumbered with only the statutory minimum one-eighth royalty share of oil for 
the state. The state also has offered Exploration Incentive Credits (EIC's) 
[AS 38.05.180(i)] in state oil and gas lease sales, most recently in Sale 54, 
to share some of the risks associated with drilling exploratory wells. Since 
1902, the state has granted credits amounting to almost $36.6 million.

In the past, the state also had a discovery royalty provision which reduced, 
for a period of ten years beyond the date of discovery, the state's royalty to 
5% from production allocated to a lease where the discovery involved a new 
geological structure (see Laws of Alaska, 1959, Chapter 169, page 243). The 
discovery royalty program was an incentive to encourage oil companies to come 
to Alaska, then a newly formed, cash-poor state. It generated significant 
drilling activity in Cook Inlet and thus accelerated oil and gas exploration 
and development of state lands. The discovery oil provision was repealed in 
1969, but remains in effect for some state leases issued before 1969. To 
date, ten wells have been certified as discovery wells, and two applications 
are pending certification.

Finally, under AS 38.05.180(j ), the state may allow for a reduction of royalty 
to compensate for increasing cost in the later stages of production decline. 
The reduction, however, cannot be granted until two years of initial 
production from a field has occurred. The lessee also must clearly show t.hat
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the revenue from all hydrocarbons produced from a field is insufficient to 
provide a reasonable rate of return with respect to the lessee's investment in 
the field.

NGL Settlements. A controversy has developed between the state and North 
Slope producers of the Prudhoe Bay, Lisburne and Kuparuk fields concerning the 
processing fee deducted from the reported value of sales gas and natural gas 
liquids (NGL's) produced from those fields. The controversy centers on what 
processing fee, if any, is deductible from the producer's royalty payments.

Three gas facilities are currently operating on the North Slope. These 
facilities, and particulars, are as follows:

a. Prudhoe Bay facility: December 1986 startup; December 1987 production 
was 54,048 BPD NGL's.

b. Lisburne Reservoir facility: June 1987 startup; December 1987
production was 2,206 BPD NGL's.

c. Kuparuk Reservoir facility: April 1985 startup; December 1987
production was 3,625 BPD NGL's

All three facilities also produce "dry" natural gas for unit use and 
marketing. The NGL's and some natural gas are being sold, and royalties are 
being reported to the state. The Prudhoe Bay gas facility also produces 
fluids (e.g., ethane and propane) used in enhanced oil recovery operations in 
the field.

North Slope producers have submitted pricing proposals to the state for the 
NGLs and sales gas processed by these facilities. The pricing proposals would 
be used to determine a "lease plant split" processing allowance for each 
operator. The proposed processing allowances suggested by these producers are:

a. Sadlerochit facility: ARCO: $0.30/MCF (Sales Gas)
$4.39/bbl (NGLs)

Exxon: S0.45/MCF (Sales Gas)
$2.54/bbl (NGLs)

Standard: $0.75/MCF (Sales Gas)
$7.34/bbl (NGLs)

b. Lisburne facility: ARCO: $0.32/MCF (Sales Gas) 
$19.21/bbl (NGLs)

Exxon: $0.47/MCF (Sales Gas)
$19.99/bbl (NGLs)

c. Kuparuk River facility: ARCO: $0.24/MCF (Sales Gas) 
$7.79/bbl (NGLs)
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The processing allowance, if accepted by the state, would be deducted on a per 
barrel basis from the royalties paid to the state by each producer. In the 
case of the Lisburne facility, however, the proposed processing allowance is 
greater than the reported selling price of crude oil at Pump Station #1. 
Consequently, the difference between the proposed processing allowance and the 
crude oil price would then be deducted from the total royalties owed the state 
from all production.

The state has issued a formal notice of its disagreement with the processing 
allowances proposed for the Prudhoe Bay and Lisburne facilities. The state's 
position concerning the Kuparuk River facility currently is being drafted.
For the Prudhoe Bay facility, the state has proposed a deduction of $0.31/bbl 
if the liquids are to be reported as NGL's. Alternatively, the state proposed 
a deduction of $0.67/bbl if the liquids are to be reported as oil. The 
$0.67/bbl figure represents the agreed to Prudhoe Bay oil field cost 
allowance. At Lisburne, the state has proposed a deduction of $0.67/bbl, the 
standard oil field cost allowance in the Prudhoe Bay Unit.

Thus far, ARCO and Exxon have rejected the state's counter proposals. As both 
sides appear firm in their respective positions, resolution of the processing 
allowance proposals appears headed for litigation.

Niakuk and Endicott Discovery Royalty Certification Applications. On 
May 22, 1987, Standard Alaska Production Company filed an application for 
certification of its Sag Delta No. 4 well as a discovery in the Endicott 
reservoir. For administrative reasons, the application was processed in 
conjunction with a similar request for Standard's Niakuk No. 5 well, which was 
submitted on August 27, 1987. The affected leases were issued on January 24, 
1967 at Competitive Oil and Gas Lease Sale 10, and consequently would qualify 
for discovery royalty under the statutes.

If approved, the royalty rate for production from each lease would be reduced 
from 12 1/2 percent to 5 percent for a 10-year period beginning from th' date 
of each respective discovery. The reduced royalty period for the Endicott 
discovery lease (Sag Delta No. 4 well) would be from Ap”il 1, 1978 through 
March 31, 1988. Because production from this lease begt.n in October 1987, the 
royalty reduction for the Endicott discovery lease would only be effective for 
about 6 months. The Niakuk reduced royalty period would be from May 1, 1985 
through April 30, 1995. Although no oil has yet been produced from the Niakuk 
reservoir, a portion of the oil production f n m  the Lisburne unit has been 
allocated to the Niakuk discovery lease.

1024J
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J a n u a r y  28, 1988

Mr. L e o n  Hess 
C h a i r m a n
A m e r a d a  He s s  C o r p o r a t i o n  
11S5 A v e n u e  of the A m e r i c a s  
N e w  York, NY 10036

D e a r  Leon,

T h i s  is a s o m e w h a t  t a r d y  r e p l y  to y o u r  p r o p o s a l  to p r o v i d e  
tax a n d  r o y a l t y  r e l i e f  for the S e a l  I s l a n d  leases. I have 
d e c i d e d  a g a i n s t  the p r o p o s a l ,  and I w a n t  to e x p l a i n  m y  
r e a s o n s .

F i r s t  off, I a p p r e c i a t e  the s p i r i t  in w h i c h  this p r o p o s a l  
w a s  m a de. Y o u  and R o n  w e r e  v e r y  c l e a r  a b o u t  y o u r  o b j e c t i v e s  
and r e a l i s t i c  a b o u t  the p o l i t i c a l  i m p l i c a t i o n s  t h a t  w o u l d  
a t t ach. I like a d i r e c t  a p p r o a c h  and n o r m a l l y  d o  things 
t h a t  w a y  m y s elf.

As you know, a n y  d e c i s i o n  I m a k e  ir, this a r e a  m u s t  r e f l e c t  a 
s t a t e  p o l i c y  w h i c h  applies, to the w h o l e  industry. A t  this 
time t h e r e  are a n u m b e r  of o u t s t a n d i n g  leases w h i c h  w e r e  
p u r c h a s e d  at a time w h e n  oil p r i c e  p r o j e c t i o n s  w e r e  m o r e  
s a n g u i n e  t h a n  t h e y  are today. M a n y  of  those leases p r o v i d e d  
for a n e t  p r o f i t  s h are in li e u  of la r g e r  u p - f r o n t  bo n u s e s ,  
as was the ca s e  w i t h  A m e r a d a  Hess at S e a l  Island.

Y o u r  p r o p o s a l  w o u l d  b e n e f i t  the s t ate b e c a u s e  of the jobs 
w h i c h  w o u l d  be cre a t e d .  It's hard to tell a b o u t  the e f f e c t  
on s t a t e  r e v e nues, w h i c h  a l s o  t r a n s l a t e s  into jobs. T h a t  
w o u l d  d e p e n d  on a j u d g m e n t  as to w h e t h e r  TA P S  w o u l d  
o t h e r w i s e  be fi l l e d  to capac i t y ;  if so, the oil p r o d u c e d  
u n d e r  this i n c e n t i v e  p r o g r a m  w o u l d  d i s p l a c e  o t h e r  oil on 
w h i c h  the s tate was r e c e i v i n g  its r e g u l a r  reven u e s .  F o r  the 
n e x t  few years, I am i n f o r m e d  th a t  TA P S  w i l l  pr o b a b l y  be 
o p e r a t i n g  at its n o m i n a l  m a x i m u m  c a p a c i t y  of 2.1 m i l l i o n  
bpd. If th a t ' s  right, th e n  the e f f e c t  w i l l  be c l o s e  to a 
w a s h  in t erms of jobs, a l t h o u g h  m y  s t a t e d  p r e f e r e n c e  is for 

p r i v a t e - s e c t o r  e m p l o y m e n t .  R E C E I V E D

F E  S c
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Mr. L e o n  Hess - 2 - J a n u a r y  28, 1988

T h e  p o l i t i c a l  e f f e c t s  of this p r o p o s a l  m u s t  be a s s e s s e d  as 
well. W h i l e  w e  are l o o k i n g  at the p o s s i b i l i t i e s  of 
i n c e n t i v e s ,  g i v e n  the c u r r e n t  T A P S  t h r o u g h p u t  the m a j o r  
p r o d u c e r s  are s a y i n g  t h e y  d o n ' t  w a n t  a n y  of that k i n d  of 
help. T h e r e  is a l s o  the q u e s t i o n  of i n t e r f e r e n c e  w i t h  the 
n o r m a l  d e v e l o p m e n t a l  o r d e r  w h i c h  is e s t a b l i s h e d  m a i n l y  by 
r e l a t i v e  cost. T h i r d l y ,  a lot of p e o p l e  d o n ' t  w a n t  to 
e s t a b l i s h  a n y  k i n d  o f  i n c e n t i v e  regime. T h e y ' r e  a l r e a d y  m a d  
at the e f f e c t  o f  the s o - c a l l e d  " e c o n o m i c  l i mit factor" 
l e g i s l a t i o n  o f  1981.

F o r  the m o m e n t  at least, m y  j u d g m e n t  is th a t  w h e n  all the 
a b o v e  f a c t o r s  are c o n s i d e r e d ,  a m a j o r  d e p a r t u r e  fr o m  c u r r e n t  
p o l i c y  i s n ' t  w a r r a n t e d .  I k n o w  y o u  a n d  R o n  d i s a g r e e  w i t h  
this a n a l y s i s  b u t  t h a t ' s  w h e r e  I co m e  d o w n  on  it.

I h o p e  t h i n g s  are o t h e r w i s e  w e l l  w i t h  you, the c ompany, and 
the J e t s ,  and I l o o k  f o r w a r d  t ' ain in the n e a r
f u t u r e .

S t e v e  C o w p e r  
G o v e r n o r



MEMORANDUM State of Alaska
DEPARTMENT OF NATURAL RESOURCES 
DIVISION OF OIL m  GAS 

t o :  James E. Ea' i  

Director

d a t e :  February 19, 1988

F IL E  NO

f r o m : E d  Phil!ips ^

Petroleum Economist

t e l e p h o n e  n o  762-2589

s u b j e c t  Minimum Fiscal Impacts 
of the Hess Proposal as 
Represented by HB 471.

HB 471 introduced by Representative Gruenberg appears to be a clone of an 
earlier proposal offered to the state by Leon Hess for royalty and tax 
relief at Seal Island. HB 471 would generalize the applicability of royalty 
and tax relief to other North Slope "reserves" particularly Pt. Thomson and
West Sak. In an earlier memo the Hess Proposal and its cost in barrels of
oil for the Seal Island prospect only was specifically analyzed. With minor 
changes that analysis is produced below. The issues raised in the analysis 
are still valid. The fiscal cost of applying the proposed statute could be 
substantial and the gains possibly chimerical.

As is often the case, the potential "costs" of the proposal ar; ̂ e  easily
discernible than the potential benefits. The potential "costs1' he 
proposal are the foregone royalties and taxes. These W'uld amount to about 
25 to 30% of the gross production for the period before capital recovery or 
December 31, 1999, whichever is less. These revenues would be forgiven 
during the peak production phase of the typical field. The potential 
benefits result from transforming fields from submarginal status to 
pr 'itable. This transformation in itself does not assure that benefits 
ec , or exceed costs. In some cases, the forgiveness may only shift
f< ard by a year or two a particular field's development. In this case 
i« s hard to argue the wisdom of the forgiveness. In other cases the 
forward shifting of development and production may be much more dramatic. 
Until we have more evidence of which phenomenon is more likely it will be 
exceedingly difficult to assess the potential benefits of this proposed 
legislation.

1. Recoverable reserves at North Star/Seal Island are estimated to be
350 million barrels. State leases have an estimated 80% of recoverable 
reserves. The remaining reserves are on federal leases.

2. Project must earn after tax 10% real rate of return to be feasible.

3. All state leases have 20% royalty rate.

4. Peak production at 100,000 barrels a day through first four years, then 
production declines at 15% per year. Total field life is 16 years.

5. Time value of production is evaluated at three interest rates, 5%, 10%

6. Price assumed to be constant so that analysis is done in terms of 
barrels of oil. This is the index number for measuring costs.

Assumptions

and 15%.

02-001A (Rev. 10/79)
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Methodology

1. Compute the present value of production as of time zero. Then lag time 
zero for various delays that apply discount factors to the delays. The 
present value is stated in terms of "discounted" barrels. For example, 
the present value of 350 million barrels of oil produced over a sixteen 
year period at 5% discount equals approximately 217 million barrels of 
oil as a present value equivalent. At 10% this value drops to 192 
million barrels, and at 15% 171 million barrels. (The method used for 
these calculations is readily found in Newendorp, Paul 0. "Decision 
Analysis for Petroleum Exploration," Petroleum Publishing Company,
Tulsa, Oklahoma, 1974s Appendix 1, pp: 551-659.)

2. Payback (recovery of invested capital) was estimated by two methods. 
First, the "Rule of 72" was used. This "rule" allows one to estimate 
payback by dividing the rate of return into the number 72. For example, 
if a particular investment earns 10% per year, it will payback in 
approximately 7.2 years. The "Rule of 72" is a quick and dirty way to 
compute doubling times for compound interest rates. The other method 
used was to divide the rate of return into 100. This works reasonably 
well for uniform cash flows. (This method is illustrated in Megill, 
Robert E., "Exploration Economics," Petroleum Publishing Co., Tulsa, 
Oklahoma, 2nd Ed., 1979, pp. 33-84.) Finally, doubling times for 
compound interest were computed directly. These techniques will yield 
estimates of undisccunted payback on original investment, thus they 
represent minimal estimates of payback periods. Capital recovery 
calculations permit payback with imputed interest and represent a 
maximum estimate of payback.

This analysis does jiot forecast a rate of return for Seal Island. It 
only examines the conditional statement that if Seal Island earns X rate 
of return, then payback will take approximately Y years. This 
proposition is evaluated for 10 and 15 percent rates of return (ROR). 
This methodology can be used for any ROR.

3. "Cost" to the state is measured in terms of undiscounted oil as well as 
the present value of royalty Darrels foregone during payback period 
under the North Star (Seal Island) proposal This simple methodology 
can easily be extended to include severance taxes. The inclusion of 
these taxes adds about 50% to the annual cost estimates, but shortens 
the payback period. Another potential "cost" to the state is from the 
delay in development and production at Seal Island due to submarginal 
economics attributable to state's royalty and severance taxes. This 
delay cost is measured for 5, 10, 15 and 20 year delays, at 0, 5, 10 and 
15% discount rates.

4. Caveat: This methodology is admittedly crude, but very little data are
available to justify a more sophisticated, yet questionably more 
accurate approach. This approach will, at least, frame the discussion 
in more analytical terms.
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1. Given an assumed 350 million barrels of recoverable reserves, the 
state's 20% royalty share would be 56 million barrels of undiscounted 
oil. (This total could be as high as 84 million barrels with the 
inclusion of the severance tax.) In discounted barrels this claim drops 
to 34.6 million barrels at 5%, 30.7 million at 10% and 27.4 million at 
15% if the field could start producing as of today.

Results

Table I

Present Value Barrels 
Royalty Share

Discount Delay Times
Rates 0 Ye^rs 5 Years 10 Years 15 Years 20 Years

(millions (millions (millions (millions (millions
of BBls) of BBls) of BBls) of BBls) of BBls)

0 56 56 56 56 56

5 34.6 27.1 21.2 16.7 13.1

10 30.7 19.1 11.8 7.4 4.6

15 27.4 13.6 6.8 3.4 1.7

A  « . J  

A  f  7 . t  

&  S ’. I

2. The reality of Seal Island economics and construction schedules vitiate 
columns one and two as possibilities. The maximum gain to the state if 
the delay is reduced by 10 years, is equivalent to 8.1 million royalty 
barrels of oil (Column 3 minus Column 5 at a 5% discount rate). At 
discount rates of 10 and 15 percent the gain associated with expedited 
development is less.

3. What is the royalty "cost" to the state of waiting until payback in order 
to capture this "gain"? The cost depends upon the rate of return on 
investment. If the rate of return is 10%, simple payback can take from 
7.2 years by the "Rule of 72" or 11.5 years if operators are allowed a 10% 
rate of return on their investment before payback is complete. This would 
imply a minimum of 76% of recoverable reserves or about 16.1 milTTorT 
present value royalty barrels (42 million actual barrels) would be 
produced at no royalty value to the state, fhe maximum estimate would be 
about 17.4 mTTlion royalty barrels (46 million actual barrels). This 
means that about 82% of the field's recoverable reserves would be produced 
before the state would begin to receive its royalty share. The "actual" 
barrel ftimates were derived from the field's estimated production 
profile as stated in Assumption 4.
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At higher rates of return, simple (interest free) payback is less 
onerous. Payback can be achieved in five years if the project earns 15%. 
With this ROR payback even with imputed interest of 10% is achieved in 
about eight years. The cost is between 12.5 to 15.6 million present value 
royalty barrels (28.6 million to 41 million actual barrels).

Including a severance tax forgiveness does not change the actual barrel 
"acrifice by the state, but it does increase the present value barrel 
cost. This result follows directly from the greater "upfront" sacrifice 
by the state at peak production rates. The implied gain is faster 
payback, hence earlier reimposition of the royalty and severance tax.

Thus, for the present value equivalent of approximately 16 to 17 million 
barrels, (42 to 46 million actual barrels) one could argue that production 
would be hastened by 10 years. But that would be giving the operator 
benefit of all of the best assumptions. What if, in reality, the state 
was only purchasing a year or two in expedited development? The cost is 
still the same, but the benefits decline considerably. Whereas costs were 
only double the benefits where production was hastened by 10 years 
(16 million cost, 8 million benefits), the benefits approach zero as the 
delay difference declines. Suppose allowing payback only reduced delay by 
5 years from 15 to 10 years, then the gain is only 4.5 million present 
value bbls at most. (Column 3 minus Column 4.) If production was only 
affected by one year, the benefit is reduced to 1 million barrels. The 
cost is still 16 million barrels.

Some caveats are important. The preliminary results outlined here may be 
sensitive to assumptions about field size and decline rates. Given 
economics of scale and concomitant longer, peak production periods, it is 
likely that payback would occur earlier for a significantly larger field. 
(This effect would follow from a higher ROR associated with the larger 
field.) A rapid real increase in oil prices would also change this result 
by increasing the ROR. The relationship between the ROR and payback would 
not change.

Conclusion

1. For a minimum royalty oil cost of 28.6 to 46 million barrels t.he state may 
get something.

2. Unless real oil prices substantially increase, the state will receive no 
royalty payments from the proposed development in this century.

0307P



MEMORANDUM State of Alaska
DEPARTMENT OF NATURAL RESOURCES

to: James E. Eason 
Director

DIVISION OF OIL AND GAS 

d a t e :  January 8 ,  1988

F IL E  N O.

F R O M : £

Peuu ieuw  Lt-uiium15 o

T E L E P H O N E  N O : 762-2589

s u b j e c t :  Hess Proposal, or

"Foregone Conclusions"

One point overlooked in the Amerada Hess discussion is the "savings" already 
transferred to Amerada Hess by the state as a result of the net profit bidding 
system employed in Sale 30. At the date of the sale (12/12/79), price 
expectations were extremely bullish. The Iraq/Iran war had been underway for 
a few weeks and spot oil prices, reflecting the uncertain outlook of the war, 
were in the $35.00 to $40.00 a barrel range. Market contract prices were 
moving up, and many price forecasters saw no end in sight. For example, the 
March 1980 Department of Revenue forecast projected the price of Saudi Marker
Crude at $46.43 in 1985, $57.91 in 1990, and $143.17 in 1996 (a perfect
example of the pcwer of compounding). Parenthetically, yesterday's 
(7 January 88) Saudi spot price was $16.40. Markets have little tolerance for 
the compounding process. This forecast was not, by any means, off the 
wall--but represented a "middle of the pack" estimate.

The petroleum potential of the Beaufort Sea looked extremely attractive 
(profitable) with the price expectations of the period. Against this 
background, the winning bidders at Seal Island paid a total of $19.2 million 
in bonus payments for the state tracts overlying the prospects. Amerada Hess 
paid $6.9 million for its two tracts. In addition, the net profit share (NPS) 
bids ranged from 85.26% to 93.2%.

At that time, our analysis indicated that the same tracts, if sold on a bonus 
bid basis with a 20% royalty, were worth an estimted $333 million, and 
possibly much more. The state/federal price assumptions used for the presale
analysis were relatively conservative.

One could argue that the NPS bidding system permitted "savings" to the winning 
bidders of approximately $314 million. Specifically, Amerada Hess paid $5.9 
million for tracts the state estimated to be worth about $120 million. Thus, 
NPS bidding saved Amerada Hess over $113 million, and possibly much more. In 
fa'', it is not clear that Amerada Hess possessed the financial resources to 
win t .e tracts under a conventional leasing system. The major North Slope 
operators (ARCO, Sohio, Exxon) had deeper pockets, and were clearly better 
positioned to bid higher cash bonuses had the cash bonus been the bidding 
variable for the state tracts, as it was for the adjacent federal tracts 
overlying the Seal Island structures.

As a conceptual exercise, one can compute the true savings to Amerada Hess by 
looking at what the $113 million could have earned them over the eight year 
time period since the sale. At a 10% rate of return (ROR), Amerada Hess would 
have earned almost $129 milion since the sale. If their ROR was 15%, their 
earnings would approach $233 million.

02-001A (Rev. 10/79)
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James E. Eason 
January 8, 1988 
Paye 2

Thus, to this point in time the major sacrifice has been by the state in 
foregone bonuses and Permanent Fund contributions, including potential 
interest earnings. The Permanent Fund share of the estimated foregone bonuses 
would be $78.5 million. This amount would have accrued to $219.53 million by 
January of this year.

The current proposal appears to extend the state's sacrifice to a "foregone" 
conclusion.

Attachment

1269E
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D e c e m b e r  3, 1987 

M E M O R A N D U M

T O : J a n

S U B J E C T :  S t a t e  C h a m b e r  S p e e c h

M a k i n g  A l a s k a  m o r e  c o m p e t i t i v e  in  t h e  t r u l y  i n t e r n a t i o n a l  
m a r k e t  f o r  l i m i t e d  oil i n d u s t r y  i n v e s t m e n t  c a p i t a l  w i l l  
i n c r e a s e  e c o n o m i c  a c t i v i t y ,  i n c r e a s e  e m p l o y m e n t  b o t h  in 
p r i m a r y  a n d  s e c o n d a r y  i n d u s t r i e s ,  a n d  i n c r e a s e  l o n g  t e r m  
i n c o m e  t o  t h e  s t a t e  a t  a t i m e  w h e n  A l a s k a  n e e d s  it t h e  
m o s t .

C u r r e n t l y  t h e  D i v i s i o n  o f  O i l  a n d  G a s  is r e v i e w i n g  i n c e n t i v e  
l e g i s l a t i o n  f r o m  s e v e r a l  o t h e r  s t a t e s  a n d  C a n a d i a n  p r o v i n c e s ,  
a n d  t h e y  h a v e  i n d i c a t e d  t h a t  s p e c i f i c  r e c o m m e n d a t i o n s  w i l l  
b e  m a d e  t o  C o m m i s s i o n e r  B r a d y  a n d  t h e  G o v e r n o r  in 
m i d - D e c e m b e r .

M y  o w n  r e v i e w  o f  m u c h  o f  t h e  s a m e  l e g i s l a t i o n  h a s  c o n c l u d e d  
t h a t  t h e r e  a r e  s e v e r a l  i n c e n t i v e s  w h i c h  c o u l d  b e  p a r t i c u l a r l y  
e f f e c t i v e  in  A l a s k a .  T h e  g e n e r a l  s c o p e  o f  t h e s e  d i f f e r e n t  
typt 5 o f  i n c e n t i v e s  a r e  s u m m a r i z e d  in t h e  h a n d o u t .

W h e n  w e  t a l k  a b o u t  i n c e n t i v e s  w e  n e e d  t o  c o n s i d e r  t h e  3 
R's: R E S O U R C E , R E S E R V E /  & R O Y A L T Y .  Y o u  s t a r t  w i t h  a
r e s o u r c e  i n  t h e  g r o u n d .  It d o e s n ' t  b e c o m e  a r e s e r v e  u n t i l  
s o m e o n e  d r i l l s  a n d  d i s c o v e r s  it. T h e  s t a t e  t h e n  g e t s  t h e  
r o y a l t y  a f t e r  p r o d u c t i o n  b e g i n s .  W h a t  w e  a r e  t r y i n g  t o  
a c c o m p l i s h  w i t h  i n c e n t i v e s  is p r o v i d e  t h e  i m p e t u s  to c h a n g e  
r e s e r v e s  i n t o  r o y a l t i e s  a n d  e c o n o m i c  d e v e l o p m e n t  for t h o s e  
s i t u a t i o n s  w h e r e  it w o u l d n ' t  h a p p e n  u n d e r  c u r r e n t  e c o n o m i c  
c o n d i t i o n s .



(HERE IS T H E  T E X T  O F  T H E  H A N D O U T .  E A C H  S E C T I O N  IS F O L L O W E D  
B Y  A D D I T I O N A L  I N F O R M A T I O N  F O R  Y O U  T O  PRE S E N T )

S E V E R A N C E  T A X  E X E M P T I O N S  A N D  R O Y A L T Y  H O L I D A Y S :  E n c o u r a g e  
d e v e l o p m e n t  o f  n e w  r e s e r v e s  b y  o f f e r i n g  l i m i t e d  t i m e  
s e v e r a n c e  t a x  e x e m p t i o n s  a n d  r o y a l t y  h o l i d a y s  f o r  n e w  w e l l s  
d r i l l e d  d u r i n g  a s p e c i f i e d  t i m e  p e r i o d .  S u c h  a p r o g r a m  
c o u l d  b e  d e s i g n e d  so t h a t  t h e  e x e m p t i o n  w o u l d  b e  r e d u c e d  if 
o i l  p r i c e s  r i s e  a b o v e  a p r e d e t e r m i n e d  level.

(This w o u l d  b e  s i m i l a r  to:

1. A l b e r t a ' s  C r u d e  O i l  R o y a l t y  H o l i d a y  
P r o g r a m  w h i c h  a l l o w e d  f o r  t h e  g r e a t e r  o f  a 
1 2 - m o n t h  r o y a l t y - f r e e  p e r i o d  f o r  e a c h  
e l i g i b l e  w e l l  t o  a m a x i m u m  of $1 m i l l i o n  p e r  
w e l l ,  o r  a r o y a l t y  e x e m p t i o n  d e t e r m i n e d  b y  
a p p l y i n g  a f o r m u l a  t o  t h e  s p e c i f i c  
c h a r a c t e r i s t i c s  of t h e  w e l l .

2. S a s k a t c h e w a n ' s  R o y a l t y / T a x  h o l i d a y .
D u r i n g  t h e  p e r i o d  J a n u a r y  1, 1987 t o  J u n e  - 
30, 1988, e l i g i b l e  w e l l s  a n d  p r o j e c t s  w i l l  
r e c e i v e  a t h r e e  y e a r  r o y a l t y  or  t a x  h o l i d a y .  
D u r i n g  t h e  p e r i o d  J u l y  1, 1988 t o  J u n e  30, 
1 9 8 9  e l i g i b l e  w e l l s  a n d  p r o j e c t s  w i l l  
r e c e i v e  a t w o  y e a r  r o y a l t y  o r  t a x  h o l i d a y .

3. L o u i s i a n a ' s  S e v e r a n c e  T a x  E x e m p t i o n  P l a n  
p r o v i d e d  t h a t  w e l l s  d r i l l e d  b e t w e e n  J u l y  15, 
1 9 8 6  a n d  J u l y  15, 1987 w i l l  p a y  n o  s e v e r a n c e  
t a x e s  t h r o u g h  1990, a n d  p r o v i d e d  a n  i n c e n t i v e  
t o  drill, m a r g i n a l  w e l l s  o n  k n o w n  r e s e r v o i r s .  
L o u i s i a n a ' s  E c o n o m i c  A c c e l e r a t i o n  P l a n  
p r o v i d e s  n o  t a x  o n  d e v e l o p m e n t  t h r o u g h  1989 
f o r  d i s c o v e r i e s  a f t e r  J u l y ,  1986 a n d  h a s  no 
p r o d u c t i o n  l i m i t s  o n  its e x e m p t i o n  w h i c h  
p r o v i d e s  a s i g n i f i c a n t  i n c e n t i v e  t o  e x p l o r e  
f o r  n e w  p r o s p e c t s .

4. T h e s e  t w o  p r o g r a m s  in  L o u i s i a n a  w e r e  
__ e n a c t e d  in  1 9 8 6  t o  p r o v i d e  a s i g n i f i c a n t

i n c e n t i v e  t o  d r i l l  n e w  w e l l s .  I t  o b v i o u s l y  
w o r k e d  s i n c e  i n  1987 t h e  s t a t e  o f  M i s s i s s i p p i  
f-jlt c o m p e l l e d  t o  e n a c t  v e r y  s i m i l a r  
l e g i s l a t i o n  i n  a n  e f f o r t  t o  c o m p e t e  w i t h  
L o u i s i a n a  f o r  l i m i t e d  d r i l l i n g  a c t i v i t y .



D I S C O V E R Y  R O Y A L T Y :  C o u l d  b e  s t r u c t u r e d  m u c h  t h e  s a m e  as
t h e  s t a t e ' s  p r e v i o u s  d i s c o v e r y  r o y a l t y  s t a t u t e s ,  w h i c h  w e r e  
r e p e a l e d  b y  t h e  L e g i s l a t u r e  in 1969. W o u l d  a l l o w  a l i m i t e d  
t i m e  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  for a p r o d u c e r  w h o  
d i s c o v e r s  a n d  p r o d u c e s  oil a n d  g a s  f r o m  a s t a t e  l e a s e  
w i t h i n  a s p e c i f i c  t i m e f r a m e .

(The D i s c o v e r y  R o y a l t y  s t a t u t e  w a s  r e p e a l e d  b y  t h e  
L e g i s l a t u r e  f o l l o w i n g  t h e  d i s c o v e r y  o f  t h e  r e s e r v e s  at 
P r u d h o e  Day. U n d e r  a d i s c o v e r y  r o y a l t y  a l e s s e e  w o u l d  b e  
e n t i t l e d  t o  w i t h h o l d  a d i s c o v e r y  r o y a l t y  a w a r d ,  s a y  60% 
f o r  e x a m p l e ,  f r o m  t h e  oil a n d  g a s  r o y a l t y  p a y a b l e  t o  t h e  
s t a t e  f o r  t h a t  l e a s e  for a s p e c i f i e d  p e r i o d  o f  t i me, s u c h  
a s  10 y e a r s . )

E X P L O R A T I O N  I N C E N T I V E  C R E D I T S :  C u r r e n t l y  A S  3 8 . 0 5 . 1 8 0 (i)
a l l o w s  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  o f  N a t u r a l  
R e s o u r c e s  t o  u t i l i z e  e x p l o r a t i o n  i n c e n t i v e  c r e d i t s .  
E x p a n d e d  u s e  o f  e x p l o r a t i o n  c r e d i t  i n c e n t i v e s  t o  i n c l u d e  
a d d i t i o n a l  q u a l i f y i n g  l e a s e s  c o u l d  b e  e x t r e m e l y  e f f e c t i v e  
in s t i m u l a t i n g  n e w  d r i l l i n g  a c t i v i t y .  T h i s  c o u l d  b e  
a c c o m p l i s h e d  u n d e r  e x i s t i n g  s t a t e  law.

(Two p o i n t s :

1, O n  A p r i l  1, 1937 A l b e r t a  i n s t i t u t e d  an 
E x p l o r a t o r y  D r i l l i n g  A s s i s t a n c e  P r o g r a m .  
T h i s  p r o g r a m  a l l o w s  50% o f  t h e  c o s t  o f  an 
e x p l o r a t o r y  w e l l  t o  r e c e i v e  c r e d i t s .  T h e s e  
c r e d i t s  c a n  b e  u s e d  t o  r e d u c e  r o y a l t y  
p a y m e n t s ,  o r  t h e y  c a n  be  t r a n s f e r r e d  t o  
a n o t h e r  o p e r a t o r .

2. A s  a v e r y  e n c o u r a g i n g  f i r s t  step, t h e  
S t a t e  o f  A l a s k a ' s  D i v i s i o n  o f  O i l  a n d  G a s  
h a s  a n n o u n c e d  t h a t  it i n t e n d s  t o  m a k e  
c r e d i t s  a v a i l a b l e  f o r  t h o s e  l e a s e s  w h i c h  
w i l l  b e  o f f e r e d  i n  K u p a r u k  U p l a n d s  S a l e  54, 
w h i c h  is s c h e d u l e d  f o r  t h i s  J a n u a r y .  
According, t o  t h e  D i v i s i o n ,  t h i s  w i l l  b e  t h e  
f i r s t  t i m e  t h a t  e x p l o r a t i o n  c r e d i t s  h a v e  
b e e n  o f f e r e d  w i t h o u t  l i n k i n g  t h e  c r e d i t s  to 
n e t  p r o f i t  s h a r e  l e a s e  terms.



E N H A N C E D  O I L  R E C O V E R Y :  E n h a n c e d  r e c o v e r y  p r o j e c t s  a r e  m o r e
c a p i t a l  a n d  l a b o r  i n t e n s i v e  t h a n  p r i m a r y  o p e r a t i o n s ,  a n d  
t h e  m u l t i p l i e r  e f f e c t  o n  o v e r a l l  e c o n o m i c  a c t i v i t y  is m u c h  
g r e a t e r .  E n h a n c e d  r e c o v e r y  p r o j e c t s  c o u l d  b e  e x e m p t e d  f r o m  
s e v e r a n c e  t a x e s  f o r  l i m i t e d  t i m e  p e r i o d s .  In a d d i t i o n ,  the 
c u r r e n t  g a s  p l a n t  i n v e s t m e n t  t a x  c r e d i t  c o u l d  be  e x p a n d e d  
to  a b r o a d e r  b a s e d  i n v e s t m e n t  t a x  c r e d i t  s y s t e m  t h a t  c o u l d  
e n h a n c e  t h e  a t t r a c t i v e n e s s  o f  l a r g e  p r o j e c t s  s u c h  as 
e n h a n c e d  o i l  r e c o v e r y .

(Some a d d i t i o n a l  p o i n t s :

1. P a r t i c u l a r  t o  A l a s k a n  c o n d i t i o n s ,  e n h a n c e d  
r e c o v e r y  i n c e n t i v e s  s h o u l d  b e  t a r g e t e d  at 
d e v e l o p m e n t  of  r e s e r v e s  w h i c h  o t h e r w i s e  
w o u l d n ' t  b e  d e v e l o p e d ,  e i t h e r  s e c o n d a r y  
p r o d u c t i o n  f r o m  ? n  e x i s t i n g  f i e l d  o r  i n i t i a l  
p r o d u c t i o n  f r o m  a f i e l d  w h i c h  is u n e c o n o m i c  
u n d e r  c u r r e n t  c o n d i t i o n s .

2. T h e  a v e r a g e  r e c o v e r y  e f f i c i e n c y  f o r  o i l  
p r o d u c t i o n  i n  t h e  U n i t e d  S t a t e s  is 32 . 1 % ,  
w h i c h  m e a n s  t h a t  o v e r  t w o  t h i r d s  o f  t h e  oil in 
p l a c e  w i l l  r e m a i n  in t h e  g r o u n d .

3. T h e  f e d e r a l  g o v e r n m e n t ' s  E n h a n c e d  R e c o v e r y  
A c t  of 1 9 7 9  p r o v i d e d  a n  e c o n o m i c  i n c e n t i v e  to  
u n d e r t a k e  e n h a n c e d  r e c o v e r y  p r o g r a m s .  D u r i n g  
t h e  f o u r  p l u s  y e a r s  t h i s  p r o g r a m  w a s  e f f e c t i v e ,  
a t o t a l  o f  4 2 5  e n h a n c e d  r e c o v e r y  p r o j e c t s  w e r e  
i n i t i a t e d  i n  t h e  U n i t e d  S t a t e s .

4. E a r l i e r  t h i s  y e a r  O k l a h o m a  e n a c t e d  
l e g i s l a t i o n  w h i c h  e x e m p t s  a l l  E O R  p r o d u c t i o n  
f r o m  s e v e r a n c e  t a x e s  u n t i l  e i t h e r  t h e  p a y b a c k  
is c o m p l e t e d  o r  t h r e e  y e a r s  h a v e  p a s s e d .

5. I n c e n t i v e s  s u c h  as t h e s e  c o u l d  b e  d e s i g n e d  
t o  i m p r o v e  t h e  e c o n o m i c s  o f  t h e  l a r g e s t  
u n d e v e l o p e d  o i l  a c c u m u l a t i o n s  in A l a s k a ,  W e s t  
S a k  a n d . U g n u  San d s .

N E W  T A X  C O U R T :  C u r r e n t l y  t h e r e  a r e  r o u g h l y  $ 1 . 5  b i l l i o n  in
o u t s t a n d i n g  d i s p u t e d  t a x  a s s e s s m e n t s  a c c o r d i n g  t o  t h e



D e p a r t m e n t  o f  R e v e n u e .  A  r e p o r t  r e l e a s e d  e a r l i e r  t h i s  y e a r  
b y  C o m m o n  S e n s e  e x p o s e d  m a n y  of t h e  i n e f f i c i e n c i e s  in the 
c u r r e n t  s y s t e m  w h i c h  h a v e  b e e n  in l a r g e  p a r t  a c a u s e  of 
t h i s  p r o b l e m .

T h e  c u r r e n t  s y s t e m  f o r  a p p e a l i n g  d i s p u t e d  t a x  a s s e s s m e n t s  
is p e r c e i v e d  b y  m a n y  as b e i n g  u n f a i r  t o  t a x p a y e r s  w i t h i n  
t h e  s t a t e ,  w h i c h  h a s  c r e a t e d  a n e g a t i v e  i m p a c t  o n  A l a s k a ' s  
b u s i n e s s  c l i m a t e .

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

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

T H E  O T H E R  T W O  H A N D O U T S  ARE:

1. O i l  P r i c e  W a t c h  I n d i c a t o r s .

2. R D C  E c o n o m i c  D e v e l o p m e n t  L e g i s l a t i o n



A T T A O V O T  I

LOUISIANA SEVERANCE TAX EXEMPTION PROGRAM (STEP) 

AND LOUISIANA ECONOMIC ACCELERATION PROGRAM (LEAP)

STEP Well - Any oil well that 1s spudded and completed during the time period 
from July 15, 1986 through July 15, 1988; and is certified by the Louisiana 
Office of Conservation, will be exempt from state severance tax on the first 
50 barrels of oil produced each day. Each qualified STEP Well is limited to a 
maximum exemption of 10,000 barrels per annual period based on the date of 
first production. This exemption will last through July 15, 1990, but does 
not apply during any month in which the value of the oil produced exceeds 
$21.00 per barrel. No severance tax exewption will apply to production 
obtained as a result of a well being deepened, side tracted, or recompleted 
after July 15, 1988. It is likely, however, that attempts to restore 
production froo an oil well drilled within the STEP pericd by reworking 
operations will qualify for continued STEP treatment.

In order to certify a well as a STEP Well, a producer must provide the 
following to the Louisiana Office of Conservation:

1. Evidence supporting the date the well was spudded (must be on or after 
July 15, 1986);

2. Evidence supporting the date drilling was completed (must be on or before 
July 15, 1988):

3. Production information establishing the wells capacity to produce;

4. Documentation that the well is classified as an oil well;

5. Evidence supporting the price being received for the oil produced; and

6. Certification that “to the maximum extent possible," at least 10X of the 
service contracts related to the well drilling have been made available to 
minority-owned businesses and at least 5t of the service contracts have 
been made available to women-owned businesses.

In order for the producer to claim the exemption on a certified well, For* 0-4 
must be filed with the Department of Revenue and Taxation each month 
indicating the wells activity during the previous month. This form must be 
filed by the last day of the month following production and must be 
accompanied by a copy of the Producers report and the Office of Conservations 
certification of qualified wells. Even though the exesption will not apply 
during any month in which the value of the oil exceeds $21.00 a, barrel, a 
report must still be filed to report the total production from the well and to 
reflect that none of the production for that month is eligible. If for any 
month this procedure is not followed, the exemption for that mcnth will be 
lost.

LEAP Well - Any oil or natural gas discovery well that is drilled, completed, 
and produced as a "wildcat well" during the time period from July 1, 1986 
through January 1, 1990; and is certified by the Louisiana Office of 
Conservation, will be exempt from state severance tax until January 1, 1990, 
or until the posted price of West Texas Intermediate Crude equals or exceeds



ATTACHMENT I

LOUISIANA SEVERANCE TAX E X E K T I O N  PROGJUM (STEP) 

AND LOUISIANA ECONOMIC ACCELERATION P R O G B M  (LEAP)

$29.50 per barrel, whichever occurs first. P so exempt would be a subsequent 

"developmental well" in the same field during the same ti*e period referenced 
above.

A wildcat well is drilled in search of oil or natural gas accumulations 

located in a non-productive area, away from a known productive geological 
structure. Upon successful corr^letion, the wildcat well is then recognized as 

a discovery well. A "developmental well" must be drilled and completed to a 
pool previously discovered by a wildcat well.

The exemption does not include a well drilled in a contiguous fault segment of 
a sand that was either producing or capable of producing prior to July 1,

1986; or to a well subsequently recompleted in a sand previously penetrated 
from a well that was drilled, completed, and/or produced prior to July 1,
1986.

The certification process for a LEAP Well includes a public hearing where an 
application is filed by the producer. The application w s t  include:

1. Identification of the potential production zone, its depth, location,
. geology, and engineering data. Such data must show that the production 

reservoir is geologically separated (structurally, and/or stratigraphi- 
cally) from the nearest reservoir that has produced, or is known to have 
been capable of producing hydrocarbons.

2. Geological and engineering evidence - including electric logs, structure 
maps, isopachs, bottom hole pressure and production history - supporting 
classification as a geologically separated reservoir.

3. Certification that, to the maximum extent possible, Louisiana residents
were employed during the exploration and production activities undertaken
in connection with the well.

4. Certification that, to the maximum extent possible, at least 10S of the

operator's service contracts related to the well were Bade available to 
minority owned businesses.
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MISSISSIPPI SETERAMCE TAX INCENTIVES

ATTACHMENT I I

Oil: Any well for which drilling is commenced after March 15, 1987, and

before July 1, 1988, and for which qualification has been obtained fro* the 

Mississippi State Tax Commission, shall be exempt froa the 6X severance tax to 
the following extent: The exemption shall apply to the first 50 barrels of 
oil removed from the ground each day for wells drilled to a depth of 12,000 
feet or less and shall apply to the first 100 barrels of oil removed froa the 
ground each day for wells drilled to a depth greater than 12,000 feet below 

the surface. This exemption will last until June 30, 1990, but does not apply 

during any month that the average value of oil, as determined by the* State Tax 
Commission, exceeds $25.00 per barrel.

Enhanced Recovery Production: Oil production froa an enhanced recovery

project where carbon dioxide (C02) is used will be taxed at a reduced rate of 
3X provided that such C02 is transported by pipeline to the oil well site. 
Gas, including C02, used in an enhanced oil recovery method is exeopt fro* 
severance tax.

Natural Gas and Condensate: Any well for which drilling is commenced after 
March 15, 1987, and before July 1, 1988, and for which qualification has been 

obtained from the Mississippi State Tax Commission, shall be exempt froa the 
6% severance tax for a period of two years beginning on the date of first sale 
of production from such well.



ATTACHMENT I I I
MONTANA TAX INCENTIVES

Severance Tax Exemptions 

Oil:

New Production: New production is exempt for 2 years following

notification made to the Department of Revenue after March 31, 1987 and 

before July 1, 1991. New production is defined as coming froa any well 
that has not produced during the 5 years immediately preceeding the first 
month of qualified new production; and on which notification was made 
after March 31, 1987. The exemption terminates when it is certified that 
the price of WTI crude oil has reached $25 per barrel.

Stripper: The first 5 barrels of average daily production froa a stripper 
are exespt from severance tax. Production after the first 5 barrels is 
taxed at a reduced rate of 3% for production froa April 1, 1987 through 
March 31, 1989. A stripper is defined as any well that produces less than 
10 barrels per day determined by dividing the aoount of production from a 

lease or unitized area for the year prior to the current calendar year by 
the nunber of producing wells and by dividing the resulting quotient by 
365. The exemption and the reduced rate will terminate when it is 
certified that the price ef WTI has reached S30 per barrel.

The tax on other petroleum and mineral or crude oil production continues 
to be taxed at 5%, except production from a tertiary recovery project 
which is taxed at 2.5%.

Gas:

Low Production: The first 30,000 cubic feet of average daily production 
of natural gas from a well that has produced 60,(XX) cubic feet or less of 

natural gas per day for the calendar year prior to the current tax year is 
exempt froa tax, and the remainder of natural gas produced froa such well 
is taxed at 1.59%. The prior year production calculation is determined by 

dividing the prior calendar year production by the number of producing 
wells and by dividing the resulting quotient by 365.

All other natural gas is taxed at 2.65% of total gross value.

Net Proceeds Exemptions

New Production: New production of natural gas, petroleum, or other crude
or mineral oil is exempt from the oil and gas net proceeds tax for the 
first 12 Booths of production. New production is defined as the 

production of natural gas, petroleum, or other crude or mineral oil from 
any well:
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ATTACHMENT I I I
HD0TAMA TAX INCENTIVES

New Production: (Cont'd.)

- that has not produced during the 5 years immediately preceding the 
first month of qualified new production; and

- on which proper notification has been given.

- effective after 1986 per s.b. 66.

Qualified Gas: Natural gas produced from a well 5,000 feet deep or
deeper, for which drilling was completed after December 31, 1976 but 
before April 1, 1987 is exesspt from 1/2 of net proceeds tax for 3 years if 
the gas produced from the well is:

- placed into a natural gas distribution system for delivery to 
consumers after diligent completion of the well; and

- distributed by a natural gas distribution system serving only natural
gas consumers a majority of which are within Montana or at least
10,000 natural gas consumers within Montana.

The 3 year exemption period begins when natural gas from a qualifying well is
first placed into a natural gas distribution system.

2 of 2



ATTACHMENT Hf
NORTH DAKOTA OIL EXTRACTION TAX INCENTIVES

New Well: Any well that is drilled and completed after April 27, 1987 and is 
qualified by the North Dakota Industrial Conmission, will be exempt from the

6.5X OET for a period of 15 months from the well completion date. This 
exemption applies both to new wells spudded and to existing wells that are
deepened provided that each well is completed to a separate and distinct

•reservoir. After the 15 month period, new wells will be taxed at a reduced 
rate of 4X.

Qualified Waterflood: To qualify for the reduced OET rate of 4X, a well must 
be certified by the North Dakota Industrial Commission and be located on a 

secondary recovery project which meets the following specifications set forth 
by the state:

1. It must have been unitized after April 27, 1987;

2. It must employ waterflooding; and

3. It must have achieved an average production level of at least 25X 

above the normal recovery level for a period of six consecutive 
months.

Qualified Tertiary: To be eligible for the reduced OET rate of 4X, a well

must be certified by the North Dakota Industrial Commission, oust be located 
on a qualifying tertiary recovery project, and must have achieved a production 
level of at least 15X above the normal recovery level for a period of no less 
than one month.

Qualified Stripper: In order to qualify for the Stripper Well Exemption, a
property wust be certified by the North Dakota Industrial Commission and
average daily production (based on calendar days) for any consecutive 12-rnonth 
period after December 31, 1972:

1. Cannot exceed ten barrels per day for wells a depth of 6,000 feet or
less; or

2. Cannot exceed fifteen barrels per day for wells a depth of more than
6.000 feet but not more than 10,000 feet; or

3. Cannot exceed twenty barrels per day for wells a depth of more than
10.000 feet.

The Stripper Well incentive will continue indefinately. T h e  other incentives, 
however, wil1 continue until the average price of West Texas Intermediate 

Cushing Oil is thirty-three dollars or more between June 1st and October 31st 
of any given year. At such time, the 15 month exemption will be e liminate 
effective November 1st. All qualified new wells, waterflood wells, and 
tertiary wells will be taxed at 4X for the remaining two months of that year, 
and effective January 1st of the following year will be taxed at 6.5X.
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OKLAHOMA SEVERANCE TAX INCENTIVES

ATTACHMEJIT V

E n h a n c e d  Recovery: A n y  i n c r e m e n t a l  p r o d u c t i o n  which results fro* an e nh a n c e d  

r e c o v e r y  project shall be e x e m p t  fr o m  g r o s s  production tax fro* t h e  project 

b e g i n n i n g  date until p r o j e c t  payba c k  is a c h i e v e d  for new e n h » c e d  r e c o v e r y  

p r o j e c t s  or until p r o j e c t  p a y b a c k  is ac h i e v e d  but not to e x c e e d  a p e r i o d  of 36 

m o n t h s  for tertiary e n h a n c e d  r e c o v e r y  p r o j e c t s  existing on the e f f e c t i v e  date 

of this act. (Effective J u l y  1, 1988.)



A TTA Q fO T V I

WYOMING SEVERANCE TAX INCENTIVE

W i l d c a t  Well: Oil and g a s  p r o d u c e d  fro a  a w i l d c a t  well drilled a n d  c o m p l e t e d  

after J a n u a r y  1, 1987 and o n  or before D e c e s b e r  31, 1989, is e x e m p t  f r o m  

s e v e r a n c e  taxes for 4 y e a r s  comme n c i n g  the d a t e  of first p r o d u c t i o n  fro m  the 

well. A w i l d c a t  well is a n y  well so d e s i g n a t e d  b y  the Wyoai.ig O i l  and Gas 

C o n s e r v a t i o n  Comnission. S u c h  wildcat wells m u s t  be well o u t s i d e  of known 

fi e l d s  or new well which a r e  d etermined by t h e  c ommission to h a v e  di s c o v e r e d  

oil or gas in a pool not p r e v i o u s l y  proven p r o d u c t i v e .  ( E f f e c t i v e  3-17-87.)



LAWS AFFECTING STATE SEVERANCE TAX
  ENACTED 1987

ALASKA:

HB 124

KANSAS:

SB 1

MISSISSIPPI: 

SB 2111

MONTANA:

HB 776

SB 066 

SB 383

NEW MEXICO: 

CS/HB 360

WOULD INCREASE FROM .1252 TO M  PER BARREL THE "OIL 
AND GAS" CONSERVATION TAX, AND EXTEND THE TAX TO COVER 
EACH 50 MCF UNIT OF GAS. SIGNED INTO LAW 6-12-87.

PROVIDES SEVERANCE TAX RELIEF BASED ON THE PRICE OF 
OIL (AS OIL PRICES GO UP OR DOWN, EXEMPTIONS FROM THE 
SEVERANCE TAX WOULD RISE OR FALL). SIGNED INTO LAW.

PROVIDES FOR AN EXEMPTION FROM OIL AND GAS SEVERANCE 
TAX ON CERTAIN PRODUCTION FROM NEW WELLS. SI6NED INTO 
LAW.

EXEMPTS STRIPPER WELLS AND, FOR THE FIRST 2 YEARS OF 
PRODUCTION, ALL OTHER WELLS PRODUCING PETROLEUM, 
NATURAL GAS, OR OTHER MINERAL OR CRUDE OIL FROM 
SEVERANCE TAXES AND LOWERS THE SEVERANCE TAX RATE TO 3 
PERCENT FOR CERTAIN STRIPPER WELLS. SIGNED INTO LAW.

REDEFINES "NEW PRODUCTION" OF NATURAL GAS, PETROLEUM 
OR OTHER CRUDE OR MINERAL OIL FOR PURPOSES OF 
DETERMINING THE NET PROCEEDS TAX. SIGNED INTO LAW.

PROVIDES A PERMANENT HOLIDAY FROM THE NET PROCEEDS TAX 
ON THE FIRST 12 MONTHS OF PRODUCTION FROM NEW OIL OR 
GAS WELLS. SIGNED INTO LAW.

REDUCES NATURAL GAS SEVERANCE TAX FROM CURRENT
16.3 CENTS AN MCF TO 14 CENTS DURING NEXT FISCAL YEAR 
(STARTING JULY 1); 12 CENTS FOLLOWING YEAR; 10 CENTS 
THE YEAR AFTER THAT, AND 3.75% OF VALUE AFTER THE END 
OF THAT FISCAL YEAR (JUNE 30, 1990). ALSO, 3.75% ON 
PRODUCTION FROM WELLS WHICH BEGIN PRODUCING GAS AFTER 
MAY 1, 1987. SIGNED INTO LAW.



RMERRDR HES5 CDRPORR i ON
INTEROFFICE CORRESPONDENCE

J U N E  15, 1987

TO: P. A. D Y S E R T

FROM: M A R I L Y N  0. A D A M S O N

SUBJECT: S T A T E S E V E R A N C E  T A X E S  - 1987

A T  THE R E Q U E S T  OF M. B. B I A N C H I , I AM F O R W A R D I N G  THE A T T A C H E D  I N F O R M A T I O N  ON 

L A W S  A F F E C T I N G  S E V E R A N C E  T A X E S  W H I C H  W E R E  P A S S E D  BY S T A T E  L E G I S L A T U R E S  D U R I N G  

T H E  1987 L E G I S L A T I V E  S E S S I O N .  W E  DO NOT R E C E I V E  I N F O R M A T I O N  O N  ALL S T A T E S ,  

A N D  HAV E  N O T  R E C E I V E D  O F F I C I A L  F I N A L  R E P O R T S  FROM S E V E R A L ;  H O W E V E R ,  T H I S  

S H O U L D  BE R E A S O N A B L Y  C O M P L E T E  FOR ALL L E G I S L A T U R E S  E X C E P T  L O U I S I A N A ,  W H I C H  IS 

N O T  YET A D J O U R N E D .  P L E A S E  A D V I S E  IF YOU W I S H  F U R T H E R  DE A L  OF AN Y  OF T H E S E  

E N A C T M E N T S ,  AS THE L E G A L  D E P A R T M E N T  HAS FULL CO P I E S  OF M O S T  O F  T H E S E  B I L L S  IN 

ITS FILES. -

M A R I L Y N  0. A D A M S O N

M O A : S G B

A T T A C H M E N T

CC: M. B. B I AN C H I  

D. F. M C C A R T H Y  

D. G. S T E V E N S O N  

W. R. T E N N A N T  

A. A. V A N M I E G H E M



LAWS AFFECTING STATE SEVERANCE TAX
ENACTED 1987

ALASKA:

HB 124

KANSAS:

SB 1

MISSISSIPPI: 

SB 2111

MONTANA:

HB 776

SB 066 

SB 383

MEW MEXICO: 

CS/HB 360

W O U L D  I N C R E A S E  FROM .1250 TO M  PER B A R R E L  TH E  "OIL 

A N D  GAS" C O N S E R V A T I O N  TAX, AN D  EX T E ND  T H E  TA X TO C O V E R  

E ACH 50 M C F  U N I T  OF GAS. SIGNED INTO LAW 6-12-87.

P R O V I D E S  S E V E R A N C E  TAX R E L I E F  B A S E D  ON T H E P R I C E  OF 

OIL (AS OI L  P R I C E S  GO UP OR DOWN, E X E M P T I O N S  F R O M  T H E  

S E V E R A N C E  T A X  W O U L D  RISE OR FALL). SIGNED INTO LAW.

P R O V I D E S  FOR AN E X E M P T I O N  FROM OIL A N D  GAS S E V E R A N C E  

TA X  ON C E R T A I N  P R O D U C T I O N  FROM NE W  W E L L S .  SIGNED INTO 
LAW.

E X E M P T S  S T R I P P E R  W E L L S  AND, FOR THE F I R S T  2 Y E A R S  OF 

P R O D U C T I O N ,  ALL O T H E R  W ELLS P R O D U C I N G  P E T R O L E U M ,  

N A T U R A L  GAS, OR O T H E R  M I N E R A L  OR C R U D E  OIL F R O M  

S E V E R A N C E  T A X E S  AND L O W E R S  THE S E V E R A N C E  TAX RAT E  TO 3 

P E R C E N T  FOR C E R T A I N  S T R I P P E R  WELLS. SIGNED INTO LAW.

R E D E F I N E S  "NEW P R O D U C T I O N "  OF N A T U R A L  GAS, P E T R O L E U M  

OR O T H E R  C R U D E  OR M I N E R A L  OIL FOR P U R P O S E S  O F  

D E T E R M I N I N G  THE NET P R O C E E D S  T A X , SIGNED INTO LAW.

P R O V I D E S  A  P E R M A N E N T  H O L I D A Y  FROM TH E  N E T  P R O C E E D S  TA X  

ON TH E  F I R S T  12 M O N T H S  OF P R O D U C T I O N  F R O M  N E W  OI L  OR 

G A S  W E L L S .  SIGNED INTO LAW.

R E D U C E S  N A T U R A L  GAS S E V E R A N C E  T A X  F R O M  C U R R E N T

1 6.3 C E N T S  AN M C F  TO 14 C ENTS D U R I N G  N E X T  F I S C A L  Y E A R  

( S T A R T I N G  JULY  1); 12 C EN T S  F O L L O W I N G  YEAR; 10 C E N T S  

T H E  Y E A R  A F T E R  THAT, A N D  3 . 7 5 X  OF V A L U E  A F T E R  T H E  END 

O F  T H A T  F I S C A L  YEA R  ( JUNE 30, 1990). A L S O ,  3 . 7 5 1  ON 

P R O D U C T I O N  FRO M  W E L L S  W H I C H  B E G I N  P R O D U C I N G  G A S  A F T E R  

M A Y  1, 1 987. SI6NED INTO LAW.



NORTH DAKOTA:

SB 2078 P R O V I D E S  A  T W O - Y E A R  E X E M P T I O N  F R O M  THE 6 .5* E X T R A C T I O N  (

TAX FOR A N Y  W E L L  S T A R T E D  A F T E R  M A R C H  31 , 1987 A N D  \

C O M P L E T E D  P R I O R  TO JU L Y  1, 1989. SIGNED INTO LAW.

SB 2079 P R O V I D E S  FOR A  S T R I P P E R  W E L L  D E F I N I T I O N  BASED ON Y I E L D

AND W E L L  D E P T H ;  P R O V I D E S  FOR A 1 5 - M O N T H  M O R A T O R I U M  

FROM TH E 6 . 5 *  E X T R A C T I O N  TAX ON ALL N E W  ELLS; P R O V I D E S  

A 2 . 5 %  R E D U C T I O N  IN TH E  6 . 5 %  E X T R A C T I O N  TAX FOR ALL 

NEW OIL A F T E R  THE  E X P I R A T I O N  OF THE M O R A T O R I U M  PERI O D ,

AS W ELL AS f-OR N E W Q U A L I F Y I N G  SECl.JDARY AND T E R T I A R Y  

R E C O V E R Y  P R O J E C T S ;  A N D  TIE ALL OF THE EXTRA C T I O N TAX 

R E D U C T I O N S  E X C E P T  THE S T R I P P E R  W E L L  R E D E F I N I T I O N  TO A 

T R I G G E R  P R I C E  OF $33  W E S T  T E X A S  I N T E R M E D I A T E  (WTI) 

C R U D E  OIL. W H E N  WTI C R U D E  OIL IS PRICED AT $33 OR 

M O R E  FOR TH E  B A S E  P E R I O D ,  TH E  F U L L  6 . 5 %  E X T R A C T I O N  TA X  

W I L L  A G A I N  A P P L Y .  SI6NED INTO LAW.

OKLAHOMA:

HB 1139 E X E M P T S  F R O M  THE G R O S S  P R O D U C T I O N  TAX THE OIL

P R O D U C T I O N  FR O M  E N H A N C E D  R E C O V E R Y  P R O JECTS U N T I L  

P R O J E C T  P A Y B A C K  IS A C H I E V E D  OR FOR 36 M O N T H S  FOR 

T E R T I A R Y  P R O J E C T S .  SIGNED INTO LAW.

WYOMING:

HB 55 P R O V I D E S  F O R  A F O U R - Y E A R ,  4% S E V E R A N C E  TAX E X E M P T I O N

FOR A N Y  O I L  OR GAS W E L L  D R I L L E D  IN 1987 AND 1988.

SIGNED INTO LAW.

H B  27 5  A L L O W S  S E V E R A N C E  T A X E S  ON C A R B O N  DIOXIDE TO BE A

D I R E C T  C R E D I T  A G A I N S T  S E V E R A N C E  T A X E S  ON OIL P R O D U C E D  

BY I N J E C T I O N  OF THE GAS. SIGNED INTO LAW.

HB 347 E X E M P T S  F R O M  T A X A T I O N  S P E C I F I E D  F LA R E D  OR V E N T E D  GAS,

R E I N J E C T E D  GAS AN D  GAS C O N S U M E D  ON LEASE W I T H O U T  

SALE. SIGNED INTO LAW.



NORTH DAKOTA:

SB 2 0 7 9  P R O V I D E S  FOR A S T R I P P E R  W E L L  D E F I N I T I O N  B A S E D  ON Y I E L D

A N D  W E L L  DEPTH; P R O V I D E S  FOR A 1 5 - M O N T H  M O R A T O R I U M  

FRO M THE 6 . 5 %  E X T R A C T I O N  TAX ON ALL N E W  ELLS; P R O V I D E S  

A 2. 5 *  R E D U C T I O N  IN T H E  6 . 5 *  E X T R A C T I O N  T A X  FOR AL L  

NEW OIL A F T E R  THE E X P I R A T I O N  OF THE M O R A T O R I U M  PERIO D ,  

AS W E L L  AS FOR NEW Q U A L I F Y I N G  S E C O N D A R Y  A N D  T E R T I A R Y  

R E C O V E R Y  P R O JE C T S ;  A N D  TIE AL L  OF T H E  E X T R A C T I O N  T A X  

R E D U C T I O N S  EX CE P T  TH E S T R I P P E R  WELL R E D E F I N I T I O N  TO A 

T R I G G E R  P RICE OF $33 W E S T  T E X A S  I N T E R M E D I A T E  (WTI) 

C R U D E  OIL. WHE N  WTI C R U D E  OIL IS P R I C E D  A T  $33 OR 

M O R E  FOR THE  BAS E  P E R I O D ,  TH E  FULL 6 . 5 %  E X T R A C T I O N  T A X  

W I L L  A GA I N  APPLY. SIGNED INTO LAW.

OKLAHOMA:

HB 1139 E X E M P T S  FROM THE G R O S S  P R O D U C T I O N  T A X  THE  OIL

P R O D U C T I O N  FROM E N H A N C E D  R E C O V E R Y  P R O J E C T S  U N T I L  

P R O J E C T  P A Y B A C K  IS A C H I E V E D  OR FOR 36 M O N T H S  FOR 

T E R T I A R Y  PROJECTS. SI6NED INTO LAW.

WYOMING:

HB 55 P R O V I D E S  FOR A F O U R - Y E A R ,  4 *  S E V E R A N C E  TA X  E X E M P T I O N

FOR AN Y  OIL OR GAS W E L L  D R I L L E D  IN 1987 A N D  1988.

SIGNED INTO LAW.

HB 275 A L L O W S  S E V E R A N C E  T A X E S  ON C A R B O N  D I O X I D E  TO BE A

D I R E C T  C R E D I T  A G A I N S T  S E V E R A N C E  TAXES ON O I L  P R O D U C E D  

BY I N J E C T I O N  OF THE GAS. SIGNED INTO LAW.

HB 347 E X E M P T S  F R O M  T A X A T I O N  S P E C I F I E D  FL A R E D  O R  V E N T E D  GAS,

R E I N J E C T E D  GAS AND GAS C O N S U M E D  ON L E A S E  W I T H O U T  

SALE. SIGNED INTO LAW.

-2-



State of Alaska 
MEMORANDUM

Office of the Governor
Division of Policy

P.O. BaxAt.{ Juneau, AK, 9331 J TeL 465-3568 / Mail Slop 01 C-t
TO: R e p .  D r e w  P e a r c e DATE: 19 M a r c h  1 9 8 7

FROM: Gregg E r i c k s o n
S e n i o r  E c o n o m i s t

SUBJECT: S h a r e s  of A l a s k a  Oil R e v e n u e .

I ha v e e n c l o s e d  O M B ' s  most r e c e n t  (April 11, 19SG) a n a l y s i s  
of the s ha r e s  of n e t  r e v e n u e  f r o m  oil  p r o d u c t i o n  and  t r a n s p o r t a t i o n  
in A l a s k a  d u r i n g  t h e  FY 82 -8 5 p e r i o d .  Oil  i n d u s t r y  A l a s k a  p r o f i t s  
o v e r  t h i s  4- ye ar  p e r i o d  (net of c a p i t a l  c ha rg es,  costs, r o y a l t i e s  
a n d  taxes) t o t a l e d  $ 2 2 , 1 0 3  m i l l i o n .

T h e  p r o f i t s  e a r n e d  in A l a s k a  can be c o m p a r e d  w i t h  the $G 
b i l l i o n  in oil i n d u s t r y  i n v e s t e d  in A l a s k a  o v e r  the  same p er iod .

I h a v e  a l s o  p r o v i d e d  c o p i e s  of o u r  c o r r e s p o n d e n c e  w i t h  E x x o n  
r e g a r d i n g  the " s h a r e s "  a n a l y s i s .

cc: Re p.  C o t t e n
M a r y  H a l l o r a n



STATE, FEDERAL AND INDUSTRY SHARES OF ALASKA OIL 
RESOURCE INCOME: FISCAL 1982-1985 

(millions of  dollars except as noted)

[1] 12] [3] [4] [5] [6] [7] [8]
Sever. Total Total Total Windfal l

Fiscal Total State Conscr. Prop. Opcr. Total Acquis. Profits
year Revenue Royalty tax tax Costs Deprec. Costs Tax
1982 SI 6,456 $1,553 S1581 5276 $940 S602 SI $2,018
1983 $ 15,470 SI,448 SI,494 S307 S I ,101 S780 SI SI .018
1984 SI 4,955 SI,409 51,393 S358 S1259 S998 SI $412
1985 SI 5,136 SI,390 S I ,389 S397 $1,449 $1,093 SI S70

[9] [10] [11] [12] [13] [14] [15] [16]
S late C orp .

U ncap . T axab le Petrol F ed era l
F isca l In te res t  E x p lo re . A d m in . Other Total Net Income T axable
Y ear E xpense C osts C o s ts D e d u cs .D c d u c s .  Incom e Tax Incom e
1982 S721 $191 $236 $149 $8,268 $8,188 5669 $7,519
1983 $676 $'204 $252 $142 $7,423 SS.047 $236 $7,811
1984 S614 $219 $265 $136 $7,06-4 $7,891 $265 $7,626
1985 $566 $234 $278 5130 $6,997 $8,139 SI 69 $7,970

[17] [18] [19] [20] [21] [22] [23]
Federal Oil Total
C orp . In d u s try T ota l State Sha re of Oil Incom e-—

F isca l Income Alaska F e d e ra l Tax &
Y ear Tax P ro f i ts Tax Royalty S late Federal In d u s try
1982 $2,098 $5,421 $4,116 54,079 30% 30% 40%
1983 $2,140 $5,671 $3,158 53,485 2 S% 26% 46%
1984 $2,242 $5,384 $7,654 $3,425 30% 23% 47%
1985 $2,343 $5,627 52,413 53,345 29%, 21% 49%

SOURCES AND FORMULAS -
Column [ 1 ]: Vincent Wright, chief of research, to Mary Nordalc, Commissioner 

of Revenue, Memorandum of October 31, 1985, Table 3.
Columns [2] &. [3]: January 1986 DOR Revenue Sources, p. 39.
Columns [4] to [12): Vincent Wright, loc. ciL 
Column [13]: sum of columns [2] through [12]
Column [14]: column [1] - column [13]
Column [15]: Revenue Sources, p. 39.
Column [16]: column [14] - column [15].
Column [17]: column [16J*( production-weighted average tax rate -  1982- 279;

1983 .1*74; 1984 = .294; 1985 » .294). Company effective 
rates for182-84 from R. Mclntirc and R. Folen, "Corporate Income 
Taxes in the Reagan Years," O ct 1984, pp. 32-36; '85 estimated by OMB. 

Column [18]: column [16] - column [17].
Column [19]: column [8] ■+ column [17].
Column [20]: sum of columns [2], [3], [4], and [15].
Column [21]: (column [ 18])/(sum of columns [ 18], [ 19], and [20]).
Column [22]: (column [19])/(sum of columns [18], [19], and [20]).
Column [23]: (column [20])/(sum of columns [18], [19], and [20]).

OfTicc of  Management and Budget  
Division of  Strategic Planning 
revised April 11, 1986



•Joseph M. Wilso n,  Esq. 
L o u i s  R. Ve e rm an , Esq. 
G u e s s  & Ruad 
510 L Stre et,  S u it e  700 
A n c h o r a g e ,  A l a s k a  9950± 
(907) 2 7 6 - 5 1 2 1

A t t o r n e y s  for P l a i n t i f f

IN THE  S U P E R I O R  C O U R T  F O R  TH E S T A T E  O F  A L A S K A  

T H I R D  J U D I C I A L  D I S T R I C T  AT  A N C H O R A G E

S T A N D A R D  A L A S K A  P R O D U C T I O N  
CO M PA N Y ,

P l a i n t i f f ,

v.

S T A T E  OF  AL AS KA,  D E P A R T M E N T  
OF  REVEN UE,

D e f e n d a n t .

C a s e  No. 3 A N- 87 - Civ,

C O M P L A I N T  F O R  D E C L A R A T O R Y  J U D G M E N T

P l ai nt if f,  S t a n d a r d  A l a s k a  P r o d u c t i o n  C o m p a n y  (the 

" T a x p a y e r " ) , by and t n r o u g h  its c o u n s e l ,  G u e s s  & Ruod, b r i n g s  

this ac t i o n  for d e c l a r a t o r y  re li ef  a g a i n s t  the State of A l a s k a ,  

D e p a r t m e n t  of Re v e n u e  (the " D e p a r t m e n t " ) , and a l l e g e s  as 

f o l l o w s :

g u e s s  a  RUDO
3 1 0  L STPEET  

a N C nOWAGC. AK 9 0 3 0 1  
• 0 0 7 )  2 7 6 - 3 1 2 1



1. Th is  is an a c t i o n  for a j u d g m e n t  d e c l a r i n g  that 

the D e p a r t m e n t  la cks a u t h o r i t y  to a s s e s s  an a mo u n t  of tax 

g r e a t e r  than  the a m o u n t  a s s e s s e d  w i t h i n  the a p p l i c a b l e  s t a t u t e  

l i m i t i n g  the D e p a r t m e n t ' s  a u t h o r i t y  to ma k e a ss es s m e n t s .  

A c c o r d i n g l y ,  c e r t a i n  tax a s s e s s m e n t s  the D e p a r t m e n t  has ma de  

a g a i n s t  the T a x p a y e r  are i n v a l i a  b e c a u s e  they (i) are b a r r e a  by 

the s t a t u t e  l i m i t i n g  the D e p a r t m e n t ' s  a s s e s s m e n t  po we rs , (ii) 

are i n c o n s i s t e n t  with the D e o a r t m e n t ' s  r eg ul a t i o n s ,  (iii) lack 

s t a t u t o r y  a u t h o r i t y ,  an d (iv) a m o u n t  to a d e n i a l  of d ue  p r o c e s s  

of law.

J U R I S D I C T I O N

2. T h i s  a c t i o n  p r e s e n t s  an ac t u a l  c o n t r o v e r s y  over 

w h i c h  this C o u r t  has j u r i s d i c t i o n  p u r s u a n t  to AS 2 2 . 1 0 . 0 2 0 ( b ) .

3. T h i s  a c t i o n  a l s o  p r e s e n t s  a c h a l l e n g e  by an 

i n t e r e s t e d  p a r t y  to the v a l i d i t y  of a r e g u l a t i o n  of an 

a d m i n i s t r a t i v e  ag e n c y  over w h i c h  this  C o u r t  h as  j u r i s d i c t i o n  

p u r s u a n t  to AS 44 .6 2. 30 0.

4. Th e  issues p r e s e n t e d  are p u r e l y  le ga l in n at u r e  

and  d o not i nv olv e the a p p l i c a t i o n  of a g e n c y  ex pe rt ise .

LAW OFFICES OF
G U ESS  a  RUDD
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P A R T I E S

5. The T a x p a y e r  is a c o r p o r a t i o n  o r g a n i z e d  an d 

e x i s t i n g  unaer the laws of the S t a t e  of D e l a w a r e  and is 

q u a l i f i e d  to do b u s i n e s s  in the S t a t e  of A la s k a ,  h av i n g  p a i d  

its c o r p o r a t e  taxes and f il ed  its b i e n n i a l  r e p o r t  last due.

Th e T a x p a y e r ' s  b u s i n e s s  w i t h i n  the S t a t e  c o n s i s t s  p r i m a r i l y  of 

oil and gas e x p l o r a t i o n ,  d e v e l o p m e n t  an d p r o d u c t i o n  o p e r a ti on s.

6. The  D e p a r t m e n t  is a d e p a r t m e n t  w i t h i n  the 

e x e c u t i v e  b ra n c h  of the S t a t e  of A l a s k a ,  e s t a b l i s h e d  p u r s u a n t  

to A r t i c l e  III, S e c t i o n  22 of the C o n s t i t u t i o n  of the S t a t e  of 

A l a s k a .

G E N E R A L  A L L E G A T I O N S

7. The  T a x p a y e r  has be e n and c o n t i n u e s  to be r e q u i r e d  

to file r et ur n s and p a y  v a r i o u s  t axe s i m p o s e d  by the S t a t e  of 

A l a s k a  p u r s u a n t  to T i tl e  43, A l a s k a  S t a t u t e s .

8. The D e p a r t m e n t  r e g u l a r l y  a u d i t s  the tax r e t u r n s  of 

t a x p a y e r s  e n g a g e d  in the oi l and g a s  b u s i n e s s  in Alas ka .

9. The D e p a r t m e n t  is s ue s a s s e s s m e n t s  for a d d i t i o n a l  

tax wh e n it a p p e a r s  upon a u d i t  that  a r e t u r n  f i l ed  under T i t l e  

43 has  u n d e r s t a t e d  the a m o u n t  of tax due.

LAW O F F IC E S  OF
G U ESS  a  RU D D

3 1 0  L  STREET  
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10. AS 43. 05 . 26 0( a)  p r o v i d e s  for a t h r e e - y e a r  

l i m i t a t i o n  p e r i o d  on a s s e s s m e n t s .

11. The  D e p a r t m e n t  was r eq u i r e d  to m ak e  an in i t i a l  

d e t e r m i n a t i o n  of income under AS 43 .21  on or b e f o r e  A u g u s t  15tn 

of the yea r fol lo w in y the t a x a b l e  year (the " Or ig i n a l  

A s s e s s m e n t " ) ,  and was a u t h o r i z e d  to am end the O r i g i n a l  

A s s e s s m e n t  or any s u b s e q u e n t  a m e n d e d  a s s e s s m e n t s  up to three 

y e a r s  fro m the date  of the O r i g i n a l  A s s e s s m e n t .  AS 4 3 . 2 1 . 3 5 0 ,  

15 A A C 2 1 . 7 0 0 (e ) .

12. U n ae r 15 AA C 21.610(1) tne D e p a r t m e n t  m a y  a m e n d  

an a s s e s s m e n t  "no later than" three y e a r s  f r o m  the d a t e  the tax 

re t u r n  was due or filed, w h i c h e v e r  is later.

13. Th e T a x p a y e r  t im e l y  f ile d its oil and ga s 

c o r p o r a t e  income tax re t u r n  for the 1978 t a x a b l e  yea r (the 

"1978 Return") on J u n e  15, 1979.

14. T h e  time p e r i o d  for a m e n d i n g  a s s e s s m e n t s  r e l a t e d  

to the T a x p a y e r ' s  1978 R e t u r n  e x p i r e d  under AS 4 3 . 0 5. 26 0( a)  

e i t h e r  on Ju n e 15, 1982, as p r o v i d e d  in 15 A A C  21 .8 10 (1 ),  or on 

A u g u s t  15, 1982, as p r o v i d e d  in 15 A A C  2 1. 700 (e) .

15. T h e  D e p a r t m e n t  a u d i t e d  the 197 8 R e t u r n  and, on 

A u g u s t  15, 1979, is su ed  an O r i g i n a l  A s s e s s m e n t .  O n  D e c e m b e r

LAW O FF IC E S  OF
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31, 1981, the D e p a r t m e n t  ti me ly  "issued an " A m e n d e d  N o t i c e  of 

A s s e s s m e n t "  (the "F irs t A m e n a e d  A s s e s s m e n t " )  for the T a x p a y e r ' s  

1978 ta x a b l e  year.

16. O n  F e o r u a r y  24 ana 2a, 1984, m o r e  than  four and 

o n e - h a l f  y e a r s  af te r the T a x p a y e r  filed its 1978 R e t u r n  and 

r e c e i v e d  the O r i g i n a l  A s s e s s m e n t ,  the T a x p a y e r  r e c ei v ed  fr o m 

the D e p a r t m e n t  u n d a t e d  aocuinents c a p t i o n e d  " A m e n d m e n t s  to A u d i t  

N a r r a t i v e "  and a c c o m p a n y i n g  s c h e d u l e s  (tne "S e con d A m e n a e d  

a s s e s s m e n t " ) , w h i c h  p u r p o r t e d  to i n c r e a s e  s u b s t a n t i a l l y  the 

a m o u n t  set f or th in the F i r s t  A m e n d e d  A s s e s s m e n t .  Th e  S e c o n d  

A m e n a e d  A s s e s s m e n t  was u n t i m e l y  b e c a u s e  it was  not is sue d Dy 

e i t h e r  J u n e  IS or A u g u s t  15, 1982.

17. In F e b r u a r y  1985, m o r e  than  five and  o n e - h a l f  

y e a r s  after the T a x p a y e r  filed its 1978 R e t u r n  and r e c e i v e d  the 

O r i g i n a l  A s s e s s m e n t ,  the T a x p a y e r  r e c e i v e d  a d o c u m e n t  d a t e d  

F e b r u a y  4, 1985, c a p t i o n e d  "Am en de d N o t i c e  and D em a n d  for 

P a y m e n t "  (the "T hir d A m e n d e d  A s s e s s m e n t " ) , w h i c h  ag ain  

p u r p o r t e d  to asses s, for the T a x p a y e r ' s  197b ta x a b l e  year, an 

a m o u n t  of tax in e x c e s s  of the a m o u n t  set f o r t h  in the F i r s t  

A m e n d e d  A s s e s s m e n t .  The  T h i r d  A m e n d e d  A s s e s s m e n t  was u n t i m e l y  

b e c a u s e  it was  not iss ue d by e it h e r  J u n e  15 or A u g u s t  15, 1982.

C o m p l a i n t  for D e c l a r a t o r y  J u d g m e n t  - P. 5



18. Th e  T a x p a y e r  t i m e l y  p r o t e s t e d  the First, Seco nd , 

ana T h i r d  A m e n d e a  A s s e s s m e n t s ,  ana u l t i m a t e l y  w i t h d r e w  its 

p r o t e s t  to the Sec on d A m e n d e d  A s s e s s m e n t ,  as the D e p a r t m e n t  has 

a g r e e a  tnat the T h i r a  A m e n d e d  A s s e s s m e n t  s u p e r c e d e d  and 

r e p l a c e d  the Se co n d  A m e n d e d  A s s e s s m e n t .

19. In issui ng the S e c o n a  and T h i r a  A m e n d e d  

A s s e s s m e n t s ,  the D e p a r t m e n t  has i n t e r p r e t e a  AS 4 3 . 0 5 . 2 6 0  to 

p e r m i t  the a s s e s s m e n t  of a d d i t i o n a l  taxes af ter  the t h r e e - y e a r  

l i m i t a t i o n  per iod , but on ly  if the T a x p a y e r  e x e r c i s e s  its 

ri g h t s  to o o t a i n  a a m i n i s t r a t i v e  and j u d i c i a l  r ev i e w  of an 

a s s e s s m e n t  by filing a prote st.

20. The D e p a r t m e n t ' s  i n t e r p r e t a t i o n  of AS 4 3 . 0 5 . 2 6 0  

c o n s t i t u t e s  a " r eg ul at io n"  w i t h i n  the m e a n i n g  of AS 44 . 6 2 . 3 0 0 .

21. The  D e p a r t m e n t ' s  i s s ua nc e of the S ec o n d  and T h i r d  

A m e n d e d  A s s e s s m e n t s  has c r e a t e d  u n c e r t a i n t y  as to the 

T a x p a y e r ' s  le gal rights and a u t i e s  unaer AS 4 3 . 0 5 . 2 6 0  for its 

1978 t ax abl e year. T h i s  u n c e r t a i n t y  w o u l d  be res ol ve d by 

i s s ua nc e of the d e c l a r a t i o n  s o u g h t  in this C o m p l a i n t .

22. Th e  D e p a r t m e n t ' s  i s s ua nc e of the Se c o n d  and T h i r d  

A m e n a e d  A s s e s s m e n t s  has s u b j e c t e d  the T a x p a y e r  to a th r e a t  of 

injury, in tnat the D e p a r t m e n t  is s e e k i n g  to hold the T a x p a y e r

l a w  o r r i C E S  O f
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li a b l e  for a d d i t i o n a l  inc ome  taxes wi th  r e s p e c t  to its 1978 

t a x a b l e  year, ana m a y  seek to ho ld  the T a x p a y e r  li ab l e for 

s t i ll  m or e a d d i t i o n a l  ta xes  for that year, w i t h o u t  any 

e f f e c t i v e  time li mit or c l o s u r e  of that year, un le ss  this C o u r t  

d e c l a r e s  the D e p a r t m e n t ' s  i n t e r p r e t a t i o n  of AS 4 3 . U 5 . 2 6 0  to be 

i n v a l i d  ana the S e c o n a  and T n i r a  A m e n a e d  A s s e s s m e n t s  void.

23. E v e n  if the T a x p a y e r  u l t i m a t e l y  p r e v a i l s  on the 

s u D S t a n t i v e  tax issues rai se d in the S e c o n d  and T h i r d  A m e n a e d  

A s s e s s m e n t s ,  the T a x p a y e r  wi ll  have be e n a a m a g e a  by v i r t u e  of 

h a vi n g  be e n forced: (i) to d i v e r t  legal, a c c o u n t i n g  and 

o p e r a t i n g  p e r s o n n e l  from their no rm al  d u t i e s  to p r e p a r e  and 

r e v i e w  tne e x h a u s t i v e  f a c t u a l  and legal a n a l y s e s  n e c e s s a r y  to 

a d e q u a t e l y  e v a l u a t e  and p r e p a r e  the T a x p a y e r ' s  d e f e n s e  w i t h  

r e s p e c t  to the s u b s t a n t i v e  tax issues raised, and (ii) to incur 

s u b s t a n t i a l  o u t s i d e  c o u n s e l  fees for r e p r e s e n t a t i o n  d u r i n g  

a d m i n i s t r a t i v e  ap pe al  p r o c e e d i n g s .

24. In v i e w  of tne D e p a r t m e n t ' s  i n t e r p r e t a t i o n  of AS 

4 3 . U5 .2 60 , there is no way for the T a x p a y e r  to d e t e r m i n e  

wh e t h e r  a m o u n t s  tim el y a s s e s s e d  for any t a x a b l e  yea r s u b s e q u e n t  

to 1978 w i l l  later be i n c r e a s e d  by a s s e s s m e n t s  issued a f t er  the 

t h r e e - y e a r  l i m i t a t i o n  p e r i o d  of AS 4 3 .0 5. 26 0( a)  has e xp ire d.

C o m p l a i n t  for D e c l a r a t o r y  J u d g m e n t  - P. 7



25. T h e D e p a r t m e n t ' s  i n t e r p r e t a t i o n  of AS 4 3 . 0 5 . 2 6 0  

ha s a l s o  c r e a t e a  u n c e r t a i n t y  as to the T a x p a y e r ' s  le gal  rig hts  

and d u t i e s  under AS 4 3 . 0 5 . 2 6 0  w i t h  r es pe ct  to y ear s s u b s e q u e n t  

co 1978, w h i c h  w o u ld  oe e l i m i n a t e d  by i s s ua nc e of the 

d e c l a r a t i o n  so ug ht  in this C o m p l a i n t .

26. The D e p a r t m e n t ' s  i n t e r p r e t a t i o n  of AS 4 3 . 0 5 . 2 6 0  

s u b j e c t s  the T a x p a y e r  to a t h r e a t  of injury in that the 

T a x p a y e r  c o u l d  be ne l d lia b le  for a d d i t i o n a l  A l a s k a  t a xe s  for 

any t a x a b l e  year.

27. T h e  D e p a r t m e n t  c o n t r o l s  the ti min g of the f in al  

a d m i n i s t r a t i v e  d ec i s i o n ,  and thus the d u r a t i o n  of the p e r i o d  

d u r i n g  w h i c h  the D e p a r t m e n t  c l a i m s  j u r i s d i c t i o n  to r e a u d i t  

taxpay er s' r et ur ns  and ra ise the am o u n t  of tax a ss es s e d .  For 

e xa mp le , the D e p a r t m e n t  has ne ver is sued e v e n  an i n f o rm al  

c o n f e r e n c e  d e c i s i o n  in the T a x p a y e r ' s  1978 oi l and ga s 

c o r p o r a t e  income tax case, e v e n  th o ug h i n f o r m a l  c o n f e r e n c e s  

we re hel d on the m at t e r  in 1983 and 1984.

FI RST C L A I M  F O R  RE L IE F

28. Th e  T a x p a y e r  i n c o r p o r a t e s  by r e f e r e n c e  p a r a g r a p h s  

1-27 of this Com pl ai nt .
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29. T h e  T h i r d  A m e n d e d  A s s e s s m e n t  is inval id  b e c a u s e  

it p u r p o r t s  to a m e n d  the F i r s t  A m e n d e d  A s s e s s m e n t  after 

e x p i r a t i o n  of e i t h e r  of the p e r i o d s  p r o v i d e d  under 15 A AC  

21.700(e) ana 15 A A C  21 .8 10( 1) .

S E C O N D  C L A I M  FO R R EL I E F

30. T h e  T a x p a y e r  i n c o r p o r a t e s  by re fe r e n c e  p a r a g r a p h s  

1-27 of this Co m p l a i n t .

31. Th e  T h i rd  A m e n d e d  A s s e s s m e n t  is invalid b e c a u s e  

b a r r e d  by the t h r e e - y e a r  l i m i t a t i o n  p e r i o d  of AS 4 3 . 0 5 . 2 6 0 ( a ) .

T H I R D  C L A I M  FOR  R EL I E F

32. T h e  T a x p a y e r  i n c o r p o r a t e s  by r e f e r e n c e  p a r a g r a p h s  

1-27 of this  C om p l a i n t .

33. T h e  T h i r d  A m e n d e d  A s s e s s m e n t  is inv al id  b e c a u s e  

it la cks  s t a t u t o r y  a u t h or it y.

F O U R T H  C L A I M  FOR RE LI E F

34. T h e  T a x p a y e r  i n c o r p o r a t e s  by r e f e r e n c e  p a r a g r a p h s  

1-27 of tnis  C o m p l a i n t .
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35. Th e D e p a r t m e n t ' s  i n t e r p r e t a t i o n  of AS 4 3 . 0 5 . 2 6 0  

c o n s t i t u t e s  a " r e g u l a t i o n , "  an d is i nv al id  under AS 4 4 . 6 2 . 0 3 0  

b e c a u s e  it is i n c o n s i s t e n t  wi t h AS 43. 05 .2 60 .

F I F T H  C L A I M  F O R  R EL I E F

36. The T a x p a y e r  i n c o r p o r a t e s  by r e f e r e n c e  p a r a g r a p h s  

1-27 of this C o m pl ai nt .

37. Th e  D e p a r t m e n t ' s  a t t e m p t s  to a ss e s s  a m o u n t s  

g r e a t e r  than  the a mo u n t  a s s e s s e d  w i t h i n  the t h r e e - y e a r  

l i m i t a t i o n  p e r i o d  of AS 43 .0 5. 2 6 0 ( a )  w h e n e v e r  t a x p a y e r s  

e x e r c i s e  their right to o b t a i n  a d m i n i s t r a t i v e  and j u d i c i a l  

r e v i e w  of an a s s e s s m e n t  am ou n t  to a d e n i a l  of the T a x p a y e r ' s  

r i g h t s  to due  p r o c e s s  of law g u a r a n t e e d  by A r t i c l e  XIV, 

A m e n d m e n t s  to the C o n s t i t u t i o n  of the U n i t e d  Stat es,  and 

A r t i c l e  I, §1 of the C o n s t i t u t i o n  of the S t a t e  of Al a s k a .

W H E R E F O R E ,  the T a x p a y e r  r e q u e s t s  that  this C ou r t :

1. d e c l a r e  ei t h e r  (i) th at  15 A A C  21.700(e) p r o h i b i t s  

the a s s e s s m e n t  of any a m o u n t  in e x c e s s  of the a m o u n t  a s s e s s e d  

w i t h i n  t hre e y e a r s  of the d a t e  of the O r i g i n a l  A s s e s s m e n t ,  or 

(ii) that 15 AAC 21.810(1) p r o h i b i t s  the a s s e s s m e n t  of a n y  

a m o u n t  in e xc e s s  of the a m o u n t  a s s e s s e d  w i t h i n  th re e y e a r s  f r o m  

the da t e the re tu rn  was du e or filed, w h i c h e v e r  is later; and

LAW O F r»C ES  <y
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2. d e c l a r e  tnat AS 4 3 . 0 5 . 2 6 0  p r o h i b i t s  the a s s e s s m e n t  

of any  a m o u n t  in e x c e s s  of the a m o u n t  a s s e s s e d  w i t h i n  the 

t h r e e - y e a r  l i m i t a t i o n  p e r i o d  of AS 4 3 . 0 5 . 2 6 0 ( a ) ,  and

I

i

CAW O FF IC E S  OF
G U ESS  & RU D D

3 1 0  L  STWECT 
ANCHORAGE. AK 9 9 3 0 1  

<9071 2 7 6 .3 1 2 1

3. d e c l a r e  that t her e is no s t a t u t o r y  a u t h o r i t y  for 

a r s e s s m e n t  of any am ou nt  in e x c e s s  of the a m o u n t  a s s e s s e d  

w i t h i n  three y e a r s  fro m the a a t e  the re t ur n  was  du e  or filed, 

w h i c h e v e r  is later, and

4. d e c l a r e  that the D e p a r t m e n t ' s  i n t e r p r e t a t i o n  of AS

4 3 . 05 .2 60 , to the e f f e c t  that a s s e s s m e n t  of a m o u n t s  in e x c e s s  

of the am ou nt  a s s e s s e d  w i t h i n  the t h r e e - y e a r  l i m i t a t i o n  p e r i o d  

of AS 4 3. 05 .26 0( a) are p e r m i t t e d ,  is i n c o n s i s t e n t  w i t h  AS 

4 3 . 0 5 . 2 6 0  and, the refore, is in val id , and

5. d e c l a r e  that the Depar tr.inL * - -.iLorpi; static.-; of A S

4 3 . 0 5 . 2 6 0 ,  as a p pl ie d to the T a x p a y e r ,  is v o i d  as v i o l a t i v e  of 

the T a x p a y e r ' s  due  p r o c e s s  ri gh t s  un der  A r t i c l e  XIV, A m e n d m e n t s  

to the C o n s t i t u t i o n  of the U n i t e d  S t a t e s ,  and A r t i c l e  I, §1 of 

the C o n s t i t u t i o n  of the S t a t e  of A l a s k a ,  and

6. a wa rd  the T a x p a y e r  c o s t s  and a t t or ne ys ' fees 

n e c e s s a r i l y  in cu rre d in b r i n g i n g  this a c ti on .

C o m p l a i n t  for D e c l a r a t o r y  J u d g m e n t  - P. 11



D A T E D  this 23rd d a y  of J a n u a r y ,  1987

G U E S S  & RU DD  
A t t o r n e y s  for P l a i n t i f f

B y :
J o s e p h  M. W i l s o n  
L o u i s  R. V e e r m a n

7 85 5K

b .

ounces op 
G U ESS  & RUDD

3 1 0  L  STREET  
ANCHORAGE. AK 9 9 3 0 1  

: 9 0 7 l  2 7 0 - 3 1 2 1

C o m p l a i n t  for D e c l a r a t o r y  J u d g m e n t  - P. 12



Vi/

D E P A R T M E N T  O F  U E V E i M  E

O FFIC E  OF THE CO M M ISSIO NER

STEVE COWPER, GOVERNOR

P.O. BOX S
JUNEAU, ALASKA 99611-0400 
PHONE: (907) 465-2300

April 27, 1987

The Honorable Ben Grussendorf 
Speaker of the House 
Alaska State Legislature 
P.O. Box V 
Juneau, AK 99811

Re: Alaska's Economic Limit Factor Legislation CS HB 164 (Finance) am
the context of actions in other states

In

Dear Mr. Speaker:

The following information has been provided to the Governor's office on 
actions in other states on their oil and gas tax issues. I am providing this 
to you for your information.

Alaska's situation of being dependent on one primary source of avenue is 
unique. I believe it is important to understand how oil and gas taxation is 
being dealt with in other states in the appropriate context. If you have 
questions on the attached information please call me or Mr. John Hansen in the 
Department of Revenue Audit Division.

Sinc.erely vours.

lone
rissioner of Revenue

HM:mkw
87-86

cc: The Honorable Steve Cov/per 
Members of the Senate 
Members of the House of Representatives

Attachments: Hugh's letter of April 27 to Governor Cowper covering Senate 
President Jan Faiks' memo of April 10 and Jan Faiks' memo of 
April 10 to all Legislators on oil and gas tax reductions in 
other states.

04-D2LH



Alaska state Legislature
S E N A T E  

Office of the President

P.O. li<.\ v 
Sta te  Capitol  

J u n e a u ,  Alaska  'PAS11

A p r i l  10, 1 9 3 7

ME?-?ORAN D U M

A  - TO: 

F R O M :

S U B J E C T :

L e g i s l a t u r e s  in  o t h e r  r e s o u r c e  s t a t e s  a r e  t r y i n g  t o 
m i t i g a t e  t h e  t a x  b u r d e n  o n  t h e  o i l  a n d  g a s  i n d u s t r y .  T h i s  _ 
is d o n e  t o  e n c o u r a g e  c o n t i n u e d  e x p l o r a t i o n - a n d . . p r o d u c t i o n  
d u r i n g  t h e  c u r r e n t  m a r k e t  s i t u a t i o n  f a c i n g  t h e  i n d u s t r y ,  
a n a  t h u s  o f f s e t  n e g a t i v e  i m p a c t s  o n  t h e  s t a t e s '  e c o n o m i e s  
a n d  e m p l o y m e n t  l e v e l s .  H e r e  is s u m m a r y  o f  w h a t  s o m e  of t h e  
s t a t e s  a r e  d o i n g :

\ K a n s a s  \- H B  2 4 0 5  w o u l d  e x e m p t  f r o m  p r o p e r t y  o r  a d  
v a l o r e m  t a x e s  a l l  t e m p o r a r y  a b a n d o n e d  o i l  o r g a s  w e l l s  
a n d  t h e  e q u i p m e n t  o r  m a t e r i a l  u s e d  o n  t h e  w e l l s .  S B  1, 
w h i c h  w o u l d  r a i s e  t h e  s e v e r a n c e  t a x  e x e m p t i o n  o n  
l o w - p r o d u c t i o n  w e l l s ,  h a s  p a s s e d  t h e  S e n a t e .

L o u i s i a n a  - S e v e r a n c e  T a x  E x e m p t i o n  P l a n ,  w e l l s  d r i l l e d  
b e t w e e n  J u l y , p l 9 S 6  a n d  J u l y ,.^1987 p a y  n o  s e v e r a n c e  —  i'1’ 
t a x e s 't h r o u g h  1990.- E c o n o m i c  A c c e l e r a t i o n  P la n,  n o  t a x  ' 
o n  d e v e l o p m e n t  t h r o u g h  1939 f o r  d i s c o v e r i e s  a f t e r  J u l y , 0- 
1 9 3 6 .  B o t h  o f  t h e s e  m e a s u r e s  b e c a m e  l a w  i n 1936.

M i s s i s s i p p i  - ' H B  620 w h i c h  w o u l d  p r o v i d e  an  e x e m p t i o n  
f r o m  o i l  a n d  g a s  s e v e r a n c e  t a x e s  o n  c e r t a i n  p r o d u c t i o n  
f r o m  n e w  w e l l s  h a s  p a s s e d  t h e  H o u s e .

M o n t a n a  - S B  333 w o u l d  e x e m p t  t h e  f i r s t  24 m o n t h s  of 
p r o d u c t i o n  f r o m  n e w  w e l l s  f r o m  t h e  n e t  p r o c e e d s  tax.

A l l  L e g i s l a t o r s  

S e n a t o r  J a n  F a u kb e n a u o r  j a n  r axr.s^i'—  
P r e s i d e n t  of lenate

O i l  a n d  G a s  T a x  (R edu ct ion s i n  o t h e r  S t a t e s



N o r t h  D a k o t a  - H 3  1667, w h i c h  w o u l d  h a v e  p r o v i d e d  f o r  a 
t w o - y e a r  m o r a t o r i u m  f r o m  t h e  e x t r a c t i o n  t a x  f o r  a l l  n e w  
w e l l  a n d  a f o u r - y e a r  m o r a t o r i u m  f r o m  t h e  e x t r a c t i o n  t a x  
f o r  w i l d c a t  w e l l s ,  f a i l e d .  S 3  2073 w h i c h  p r o v i d e s  a 
t w o - y e a r  e x e m p t i o n  f r o m  t h e  6. 5%  e x t r a c t i o n  t a x  f o r  a n y  
w e l l  s t a r t e d  a f t e r  M a r c h  31, 1987 a n d  c o m p l e t e d  b y  J u l y  
'1, 1 9 3 9  p a s s e d  t h e  S e n a t e .  S 3  2079 w h i c h  p r o v i d e s  a 
g r a d u a l  r e d u c t i o n  o v e r  a f i v e - y e a r  p e r i o d  in  t h e  6 . 5 %  
o i l  e x t r a c t i o n  t a x  t o  3 . 5 %  a n d  p r o v i d e s  f o r  a o n e - y e a r  

. m o r a t o r i u m  f r o m  t h e  6 . 5 %  t a x  on  all n e w  w e l l s  d r i l l e d  
a l s o  p a s s e d  t h e  S e n a t e .

'• O k l a h o m a  - K 3  1 1 3 9  w o u l i  e x e m p t  all E O R  p r o d u c t i o n  f r o m  
' - s e v e r a n c e  t a x e s  u n t i l  e i t h e r  t h e  p a y b a c k  is c o m p l e t e d  

o r  3 y e a r s  h a v e  p a s s e d ,  h a s  p a s s e d  t h e  n o u s e .  _  _  '' :-
* * V-  b-f'j*-1 J ■A**r—

T e x a s  - H B  9 4 9  m a k e s  p r o v i s i o n s  r e l a t i n g  t o  e x e m p t i n g  
J o i l  a n d  g a s  p r o d u c e d  b y  s t r i p p e r  w e l l s  f r c m  p r o d u c t i o n  

t a x e s .

W y o m i n g  - H 3  2 7 5  w h i c h  a l l o w s  s e v e r a n c e  t a x e s  o n  c a r b o n  
j; d i o x i d e  t o  b e  a d i r e c t  c r e d i t  a g a i n s t  s e v e r a n c e  t a x e s  
: o n  o i l  p r o d u c e d  b y  i n j e c t i o n  o f  th e g a s ,  h a s  p a s s e d  

b o t h  h o u s e s  o f  t h e  L e g i s l a t u r e .
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T O : T h e  H o n o r a b l e  S t o v e  C o w p e r  

G o v e r n o r /

D A T E :

F R O M :

n p m  , ivii/

S U B J E C T :  S e n a t e  P r e s i d e n t  J a n  K a i k s  M e m o r a n d u m  o f  A p r i l  10, 1 0 8 7

o n  O i l  a n d  G a s  T a x  R e d u c t i o n s  i n  O t h e r  S t a t e s

O u r  D e p a r t m e n t  h a s  c o m p l e t e d  a  c u r s o r y  r e v i e w  a n d  a n a l y s i s  o f  t h e  

v a r i o u s  l e g i s l a t i o n  t h a t  S e n a t o r  F a i k s  p o i n t s  o u t  o t h e r  s t a t e s  h a v e  

i n t r o d u c e d  to m i t i g a t e  t h e  e f f e c t s  o f  t h e  c u r r e n t  m a r k e t  c o n d i t i o n  o n  t h e  

o i l  a n d  g a s  i n d u s t r y .  I n  r e s p o n s e ,  m y  s t a f f  h a s  c o n t a c t e d  t h e  

D e p a r t m e n t ' s  o f  R e v e n u e  i n  e a c h  of t h e s e  s t a t e s  to v e r i f y  w h a t  is r e a l l y  

h a p p e n i n g .

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

of e a c h  s t a t e s  l e g i s l a t i o n .  T h e  t w e l v e  p i e c e s  o f  l e g i s l a t i o n  r e f e r e n c e d  

i n  S e n a t o r  f a i k s  m e m o r a n d u m  g e n e r a l l y  a p p l y  t o  s t r i p p e r  w e l l s  w i t h  v e r y  

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

i n t o  p r o d u c t i o n  w i t h i n  s p e c i f i c  d a t e s .  S o m e  s t a t e s  e x e m p t  t h e  f i r s t  1 0  

to 5 0  b a r r e l s  o f  o i l  p r o d u c e d  p e r  d a y .  W o r e  i m p o r t a n t l y  s t a t e s  s u c h  a s  

T e x a s  o n l y  e x e m p t  o i l  p r o d u c t i o n  f r o m  t a x  w h e n  t h e  p r i c e  p e r  b a r r e l  f a l l s  

b e l o w  a s e t  a m o u n t .  T h e  f i s c a l  i m p a c t  o f  t h e  v a r i o u s  l e g i s l a t i o n  is 

m i n i m a l  t o  t h e  s t a t e s  t h a t  h a v e  p a s s e d  t h e s e  b i l l s .

F o l l o w i n g  i s  a  r e v i e w ,  s t a t e  b y  s t a t e ,  of S e n a t o r  F a i k s '  c o m m e n t s  a n d  

t h e  c o m m e n t s  o f  o t h e r  s t a t e s  t a x  a u t h o r i t i e s :

1. K a n s a s  -  H B  2 4 0 5

S e n a t o r f a i k s '  m e m o r a n d u m  s t a t e s :

. w o u l d  e x e m p t  f r o m  p r o p e r t y  o r  a d  v a l o r e m  t a x e s  a l l  

t e m p o r a r y  a b a n d o n e d  o i l  o r  g a s  w e l l s  a n d  t h e  e q u i p m e n t  o r  

m a t e r i a l  u s e d  o n  w e l l s . "



G o v e r n o r  C o w p e r
A pril 27, 1987

P a g e  2

A c t u a l  S t n t . u a :

A p p l i e s  to o n l y  t e m p o r a r y  a b a n d o n e d  p r o p e r t y .  T h i s  

p r o p e r t y  h a s  a l r e a d y  b e e n  g i v e n  a s e r o  e v a l u a t i o n  i f  t h e y  

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

t h e  s t a t e .  T h e  b i l l  h a s  l i t t l e  c h a n c e  o f  p a s s i n g  t h i s  

s e s s i o n .

S B  1

M e m o r a n d u m  s t a t e s :

" . . .  w o u l d  r a i s e  t h e  s e v e r a n c e  t a x  e x e m p t i o n  o n  

l o w - p r o d u c t i o n  w e l l s ,  h a s  p a s s e d  t h e  S e n a t e . "

A c t u a l  S t a t u s :

A p p l i e s  o n l y  t o  s t r i p p e r  w e l l s  o f  2 , 0 0 0  f t .  d e p t h  p r o d u c i n g  

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

h a s  l i t t l e  c h a n c e  o f  p a s s i n g .  I t  h a s  b e e n  s t a l l e d  i n  H o u s e  

C o m m i t t e e .  T h e  c o m b i n e d  l o s s  o f  r e v e n u e  i f  b o t h  b i l l s  d i d  

p a s s  t o  t h e  s t a t e  w o u l d  b e  $ 5 . 5  m i l l i o n .  T h e  t o t a l  r e v e n u e  

r a i s e d  f r o m  o i l  3 n d  g a s  t a x e s  i n  K a n s a s  i s  a p p r o x i m a t e l y  

$ 1 0 0  m i l l i o n  w h i c h  r e p r e s e n t s  6%-77„ o f  t h e i r  e n t i r e  b u d g e t .

2. L o u i s i a n a  -

S e v e r a n c e  T a x  E x e m p t i o n  P l a n

M e m o r a n d u m  s t a t e s :

" . . .  w e l l s  d r i l l e d  b e t w e e n  J u l y ,  1 9 8 6  a n d  J u l y ,  1 9 8 7  p a y  

n o  s e v e r a n c e  t a x e s  t h r o u g h  1 9 9 0 . ”

A c t u a l  S t a t u s :

H B  6 7 3  a p p l i e s  o n l y  t o  n e w  o i l  w e l l s  d r i l l e d  b e t w e e n  J u l y  

1 5, 1 9 8 6  a n d  J u l y  15, 1 9 8 7 .  E x e m p t s  s e v e r a n c e  t a x  o n  t h e  

f i r s t  5 0  b a r r e l s  o f  o i l  p e r  d a y  a n d  o n l y  u n t i l  t h e  w e l l  h a s  

p r o d u c e d  1.0,000 b a r r e l s .  A p p l i e s  o n l y  if p r i c e  o f  o i l  i s  

$ 2 1 . 0 0  a  b a r r e l  o r  l o w e r .  Is r e p e a l e d  i n  1 9 9 0 .  F i s c a l  

i m p a c t  w i l l  b e  m i n i m a l .



G o v e r n o r  C o w p e r

April 27, 1987

Page 3

E c o n o m i c  A c c e l e r a t i o n  P l a n  

M e m o r a n d u m  s t a t e s :

", . , n o  t a x  o n  d e v e l o p m e n t  t h r o u g h  1 9 8 9  f o r  d i s c o v e r i e s  

a f t e r  J u l y ,  1 9 8 6 . "

A c t u a l  S t a t u s :

T h i s  e x e m p t i o n  c o v e r s  o n l y  " w i l d c a t  w e l l s . "  T h e s e  a r e  

w e l l s  o n  c e r t i f i e d  n e w  f i e l d s  p r o v i d e d  t h e  p r i c e  o f  o i l  

s t a y s  b e l o w  $ 2 9 . 5 0  p e r  b a r r e l  a n d  t h e  w e l l  i s  d r i l l e d  

b e t w e e n  J u l y  I, 1 9 8 6  a n d  J u l y  1, 1 9 9 0 .  F i s c a l  i m p a c t  i s  

m i n i m a l .

3. M i s s i s s i p p i  - H B  6 2 0

M e m o r a n d u m  s t a t e s :

" . . .  v/ould p r o v i d e  a n  e x e m p t i o n  f r o m  o i l  a n d  g a s  

s e v e r a n c e  t a x e s  o n  c e r t a i n  t a x e s  o n  c e r t a i n  p r o d u c t i o n  f r o m  

n e w  w e l l s  h a s  p a s s e d  t h e  h o u s e . "

A c t u a l  S t a t u s ;

H B  6 2 0  d i d  n o t  p a s s .

A n o t h e r  b i l l ,  S B  2 1 1 1 ,  d i d  p a s s .  T h i s  b i l l  p r o v i d e s  a n

e x e m p t i o n  f o r  t h e  f i r s t  5 0  b a r r e l s  p e r  d a y  f o r  w e l l s  w i t h  a

d e p t h  o f  1 2 , 0 0 0 f t .  o r  l e s s  a n d  e x e m p t s  1 0 0  b a r r e l s  f o r

w e l l s  w i t h  a d e p t h  o f  1 2 , 0 0 0 f t .  o r  g r e a t e r ,  p r o v i d e d  w e l l s  

a r e  d r i l l e d  b e t w e e n  M a r c h  15, 1 9 8 6  a n d  J u l y  1, 1 9 8 7  a n d  t h e  

a v e r a g e  p r i c e  o f  o i l  i s  $ 2 5 . 0 0  a b a r r e l  o r  l e s s .  E x e m p t i o n

e x p i r e s  J u n e  30, 1 9 9 0 .

A . M o n t a n a  -  S B  3 8 3

M e m o r a n d u m  s t a t e s :

" . . .  w o u l d  e x e m p t  t h e  f i r s t  2 A m o n t h s  o f  p r o d u c t i o n  f r o m  

n e w  w e l l s  f r o m  t h e  n e t  p r o c e e d s  t a x . "

A c t u a l  S t a t u s :

I t  h a s  p a s s e d  b o t h  h o u s e s  a n d  t h e  G o v e r n o r  i s  e x p e c t e d  to 

s i g n .  H o w e v e r ,  t h e  b i l l  c o v e r s  o n l y  t h e  f i r s t  1 2  m o n t h s  of 

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

f o r  c o u n t y  p r o p e r t y  t a x  p u r p o s e s .  H a s  n o  i m p a c t  t o  s t a t e  

r e v e n u e s .
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5. N o r t h  D a k o t a  

H B  1 6 6 7

" F a i l e d "

S B  2 0 7 8

M e m o r a n d u m  s t a t e s :

" . . .  p r o v i d e s  a t w o - y e a r  e x e m p t i o n  f r o m  t h e  6 . 5 %  

e x t r a c t i o n  t a x  f o r  a n y  w e l l  s t a r t e d  a f t e r  M a r c h  31, 1 9 8 7  

a n d  c o m p l e t e d  b y  J u l y  I, 1 9 8 9  p a s s e d  t h e  S e n a t e . "

A c t u a l  S t a t u s :

T h i s  b i l l  d e l e t e d  a n  e x e m p t i o n  f o r  r o y a l t y  o w n e r s  i n t e r e s t  

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

p o s i t i v e  t a x  m e a s u r e ,  e x p e c t e d  t o  r a i s e  a p p r o x i m a t e l y  $ A . 6  

m i l l i o n  i n  t h e  n e x t  t w o  f i s c a l  y e a r s .

S B  2 0 7 9

M e m o r a n d u m  s t a t e s :

”. . .  p r o v i d e s  a g r a d u a l  r e d u c t i o n  o v e r  a f i v e - y e a r  p e r i o d  

i n  t h e  6 . 5 %  o i l  e x t r a c t i o n  t a x  t o  3.57. a n d  p r o v i d e s  f o r  a 

o n e - y e a r  m o r a t o r i u m  f r o m  t h e  6 . 5 %  t a x  o n  a l l  n e w  w e l l s  

d r i l l e d  a l s o  p a s s e d  t h e  S e n a t e . "

A c t u a l  S t a t u s :

P r o v i d e d  f o r  v a r i o u s  r u l e  a n d  r e g u l a t i o n  c h a n g e s .  P r o v i d e d  

f o r  a  15 m o n t h  e x e m p t i o n  f r o m  o i l  e x t r a c t i o n  t a x e s  a n d  

r e d u c e d  t h e  r a t e s  f r o m  6.57* t o  A %  t h e r e a f t e r  f o r  n e w  w e l l s  

d r i l l e d  a f t e r  t h e  b i l l  p a s s e d .  A l s o  r e d u c e s  r a t e s  f r o m  

6 . 57» t o  A %  o n  c e r t a i n  w e l l s  u t i l i z i n g  t e r t i a r y  r e c o v e r y  

s y s t e m s  a n d  c e r t i f i e d  s t r i p p e r  w e l l s .  O n l y  i n  e f f e c t  i f  

o i l  p r i c e s  a r e  b e l o w  $ 3 3 . 0 0  a b a r r e l .  R e v e n u e  i m p a c t  i s  

m i n i m a l .  E x p e c t e d  t o  r e d u c e  o i l  r e v e n u e s  b y  $ A . 6 6  m i l l i o n  

o v e r  t h e  n e x t  t w o  f i s c a l  y e a r s .  B o t h  b i l l s  c o m b i n e d  a r e  

e x p e c t e d  t o  b e  r e v e n u e  n e u t r a l .

6. O k l a h o m a  -  H B  1 1 3 9

M e m o r a n d u m  s t a t e s :

" . . .  w o u l d  e x e m p t  a l l  EOF. p r o d u c t i o n  f r o m  s e v e r a n c e  t a x e s  

u n t i l  e i t h e r  t h e  p a y b a c k  i s  c o m p l e t e d  o r  3 y e a r s  h a v e  

p a s s e d ,  lias p a s s e d  t h e  H o u s e . "
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A c t u a l  S t a t u s :

T h i s  b i l l  i s  s i t t i n g  o n  t h e  G o v e r n o r ' s  d e s k ,  h e  i s  e x p e c t e d  

to v e t o .  T h e  b i l l  a p p l i e s  o n l y  t o  c e r t a i n  e x p l o r a t o r y  

w e l l s ,  a t  c e r t a i n  d e p t h s .  F i s c a l  i m p a c t  w o u l d  r e d u c e  

p r o d u c t i o n  t a x e s  b y  l e s s  t h a n  1%. T o t a l  r e v e n u e s  r a i s e d  b y  

o i l  p r o d u c t i o n  t a x e s  a c c o u n t  f o r  l e s s  t h a n  207. o f  t h e  

e n t i r e  o p e r a t i n g  b u d g e t  f o r  t h e  s t a t e .

7. T e x a s  - H B  9 4 9

M e m o r a n d u m  s t a t e s :

" . . .  m a k e  p r o v i s i o n s  r e l a t i n g  t o  e x e m p t i n g  o i l  a n d  g a s  

p r o d u c e d  b y  s t r i p p e r  w e l l s  f r o m  p r o d u c t i o n  t a x e s . "

A c t u a l  S t a t u s :

B i l l  i s  s t a l l e d  i n  H o u s e  a n d  h a s  l i t t l e  c h a n c e  o f  p a s s i n g .

T h e  C o m p t r o l l e r  o f  T e x a s  s t a t e d ,  " T e x a s  c a n ' t  a f f o r d  t o

l o s e  t h e  $ 1 8  m i l l i o n  t h a t  t h i s  b i l l  w o u l d  b e  g i v i n g  t o  t h e  

o i l  c o m p a n i e s . "  T h e  b i l l  i t s e l f  e x e m p t e d  o n l y  s t r i p p e r  

w e l l s , t h a t  is 10 b a r r e l s  o f  o i l  o r  6 0 , 0 0 0  c u b i c  f e e t  o f  

g a s  p r o d u c e d  in o n e  d a y .  T h e  e x e m p t i o n  o n l y  a p p l y i n g  if

t h e  p r i c e  o f  o i l  w a s  $ 1 4 . 0 0  a b a r r e l  o r  l e s s

8. W y o m i n g .  - H B  2 7 5

M e m o r a n d u m  s t a t e s :

" . . .  w h i c h  a l l o w s  s e v e r a n c e  t a x e s  o n  c a r b o n  d i o x i d e  t o  b e  

o d i r e c t  c r e d i t  s ^ e i n s t  s e v e r a n c e  t e x e s  ori oi 1 p r o d u c e d  b y  

i n j e c t i o n  o f  g a s ,  h a s  p a s s e d  b o t h  h o u s e s  o f  t h e  

l e g i s l a t u r e ."

A c t u a l  S t a t u s :

T h i s  b i l l  h a s  n o w  b e c o m e  l a w .  I t  a p p l i e s  o n l y  t o  t e r t i a r y  

r e c o v e r i e s  u t i l i z i n g  c a r b o n  d i o x i d e  g a s  a n d  i s  o n l y  

a p p l i c a b l e  a s  a c r e d i t  w h e n  t h e  s e v e r a n c e  t a x  h a s  b e e n  

a l r e a d y  p a i d  o n  t h e  g a s  b e i n g  u t i l i z e d  f o r  t h e  r e c o v e r y  

p r o c e s s  f o r  o i l  w h i c h  w i l l  h a v e  t h e  t a x  a p p l i e d  t o  it.

T h i s  c o u l d  b o  v i e w e d  a s  a " d o u b l e  t a x a t i o n "  i s s u e .  T h e  

W y o m i n g  D e p a r t m e n t  of R e v e n u e  h a s  p r o j e c t e d  t h a t  t h i s  

l e g i s l a t i o n  w i l l  h a v e  s u c h  a m i n i m a l  i m p a c t  t h e y  d i d  n o t  

p r e p a r e  f i s c a l  n o t e s  f o r  t h e  b i l l .
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A l a s k a ' s  d e p e n d e n c y  o n  o i l  a n d  g a s  p r o d u c t i o n  i s  r e s p o n s i b l e  f o r  o v e r  

8 5 "  o f  o u r  t o t a l  r e v e n u e .  T h i s  i s  i n  s h a r p  c o n t r a s t  w i t h  t h e  n e x t  

h i g h e s t  s t a t e ,  T e x a s ,  w h i c h  h a s  a n  o i l  a n d  g a s  d e p e n d e n c y  o f  a b o u t  2 0 %  

f o r  i t s  s t a t e  o p e r a t i n g  b u d g e t .  T h e  C o m p t r o l l e r  o f  T e x a s  s t a t e d  i n  M a r c h  

o f  1 9 8 7  " T h a t  t h i s  o v e r - r e l i a n c e  o n  s e v e r a n c e  t a x e s  h a s  t w i c e  p r o v e n  a n  

u n r e l i a b l e  w a y  to p a y  f o r  s t a t e  g o v e r n m e n t .  T h a t ’s a l e s s o n  T e x a s  c a n n c t  

a f f o r d  t o  l e a r n  a t h i r d  t i m e .  L e t ’s f i x  t h e  p r o b l e m . "

H o w  d o  o t h e r  s t a t e s  r a i s e  r e v e n u e ?  I n c o m e  a n d  s a l e s  t a x .  E v e r y  

s t a t e  m e n t i o n e d  i n  S e n a t o r  F a i k s '  m e m o r a n d u m  h a s  a n  i n c o m e  o r  s a l e s  t a x .  

S t a t e s  w i t h  a n  i n c o m e  t a x  h 3 v e  r e c e i v e d  a w i n d f a l l  f r o m  t h e  1 9 3 6  T a x  

R e f o r m  A c t  a n d  m a n y  s t a t e s  a r e  l o o k i n g  a t  w a y s  to r e d u c e  s o m e  o f  t h o s e  

t a x e s  a c c o r d i n g l y .

I n  c o n c l u s i o n ,  w e  d o  n o t  a g r e e  w i t h  S e n a t o r  F a i k s '  p o r t r a y a l  o f  w h a t  

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

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

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

h a v e  r e c e i v e d  t h i s  a d d i t i o n a l  i n f o r m a t i o n .

S C / H M / J U H / t b
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H I S T O R Y  OF  O I L  AN D  GAS TAX L A W

S e v e r a n c e  Ta xes

In 1955 the A l a s k a  L e g i s l a t u r e  e n ac t ed  two b i l l s  w h i c h  
imposed a tax on the p r o d u c t i o n  of cr ude  oil a n d  n a t u r a l  
gas in the state. One  of those measures, w h i c h  i m p o s e d  a 
17, tax on the gross v a l u e  of p ro du cti on,  was  the 
f o un da ti on  from w h i c h  the s t a t e ' s  e x i s t i n g  oil an d gas 
pr o d u c t i o n  p r o p e r t i e s  tax evolved. The ot her  s ta tu t e ,  
that has si nc e be en  rep ea le d,  was a c o n s e r v a t i o n  fax of 
five mi lls  for each b a r r e l  of oil and e v er y 50,CCHi c u b i c  
feet of gas pr odu ce d.

B e t w e e n  1955 an d 1967 no ch a n g e s  we re  m a d e  in the 
p r o d u c t i o n  taxes. Then, in 1967, the l e g i s l a t u r e  c o n v e n e d  
in a s pe cia l s e s s i o n  to p r o v i d e  s t a t u t o r y  r e l i e f  for the 
vict ims  of the F a i r b a n k s  flood. F a c e d  w i t h  e x t r a o r d i n a r y  
costs a s s o c i a t e d  w i t h  the F a i r b a n k s  dis ast er , the 
l e g i s l a t u r e  e n a c t e d  an a d d i t i o n a l  on e p e r c e n t  d i s a s t e r  
s e v e r a n c e  tax on the gross v a l u e  of oil and ga s p r o d u c t i o n .

In 1968 the l e g i s l a t u r e  r a i s e d  the "r eg u l a r "  
p r o d u c t i o n  tax from one p e r c e n t  to three pe rce nt , b u t  d i d  
not ch a ng e the one p e r c e n t  d i s a s t e r  s e v e r a n c e  tax or the 
five mill c o n s e r v a t i o n  tax.

In 1970, the l e gi sl at u re , b y  amend me nt,  e m b o d i e d  a 
p r o g r e s s i v e  or " s t a i r s t e p p e d "  rate  s t r u c t u r e  for oil b a s e d  
on a v e r a g e  d a i l y  p r o d u c t i o n  per well. The r a t e s  w e r e  
three p e r c e n t  on the first 300 b a r r e l s  per day, fiv e 
p er ce nt  on the ne x t  700, six p e r c e n t  on the n e x t  1 , 50 0 an d  
eight p e r c e n t  on the p r o d u c t i o n  e x c e e d i n g  2 ,5 00 b a r r e l s  
per day. Gas p r o d u c t i o n  was taxed at four pe rc en t.  S i n c e  
the one p e r c e n t  d i s a s t e r  s e v e r a n c e  tax and the five m i l l  
c o n s e r v a t i o n  tax w e r e  s i m u l t a n e o u s l y  repealed, th er e w a s  
no increa se in the ov e r a l l  no m i n a l  gas tax rate.

In 1972 the J o i n t  P i p e l i n e  Im pa ct C o m m i t t e e  r e q u e s t e d  
l e g i s l a t i o n  be e n a c t e d  to p r o t e c t  st at e r e v e n u e s  f r o m  
u n a c c e p t a b l y  low w e l l h e a d  pr i c e s  at P ru dh oe  Bay. The 
c o m m i t t e e  a n t i c i p a t e d  that lo w p ri c e s  w o u l d  r e s u l t  f r o m  
high p i p e l i n e  tariffs that c o u ld  st em  from e i t h e r  
i n a de qu at e  tariff r e g u l a t i o n  or c o n s t r u c t i o n  c o s t  
ove rruns, or both. In r e s p o n s e  to that r e q u e s t  the 
l e g i s l a t u r e  e n a c t e d  a unit  of p r o d u c t i o n
( c e n t s - ? e r - b a r r e l ) tax wi th  a cr e d i t  for r o y a l t i e s  p a i d  to 
the state. If the c e n t s - o e r - b a r r e l  tax, m in us  the r o y a l t y  
credit, e x c e e d e d  the tax c o l l e c t e d  un der  the e x i s t i n g

H I S T O R Y  OF O I L  & GA S  T A X



p e r c e n t a g e - o f - v a l u e  me th od , then the c e n t s - p e r - b a r r e l  tax 
w o u l d  be payable. L i t i g a t i o n  c o n c e r n i n g  the v a l i d i t y  of 
this ne w  tax b e g a n  on the h eel s of en ac tm ent .

The 1973 S p ec i al  S e s s i o n  of the L e g i s l a t u r e  made  
s e v e r a l  chan ges  to the 1972 law. Th e r o y a l t y  cre di t 
p r o v i s i o n  was re pe a l e d .  Th e e f f e c t i v e  tax rate that w o u l d  
a p p l y  to oil p r o d u c t i o n  was i n c r e a s e d  by  increasing the 
e f f e c t i v e  floor of the c e n t s - p e r - b a r r e l  tax from $ 2 . 6 5  to 
S3.375. Instead of four  " s t a i r s t e p s "  there were three: 
the first 300 b a r r e l s  a da y fr om  a w e l l  we re  taxed on the 
h i g h e r  of five p e r c e n t  of the o il 's v a l u e  or $0 .1 687 5 p e r  
barr el,  the next 700 at six p e r c e n t  or $0.2 025  per b a r r e l ,  
an d all p r o d u c t i o n  o v e r  1,000 b a r r e l s  a d a y  at eight 
p e r c e n t  or $0.27 b a r r e l .  In a d d i t i o n ,  the 
c e n t s - p e r - b a r r e l  a m o u n t s  i n c r e a s e d  or d e c r e a s e d  by two 
c e n t s  for each d e g r e e  of A P I g r a v i t y  a b o v e  or b e l o w  27 
de gr ees . Thus a c o m p l e t e  s c h e d u l e  of three 
u n i t - o f - p r o d u c t i o n  r a t e s  (one for e a c h  "stairstep") c o u l d  
h a v e  b e e n  e s t a b l i s h e d  for v a r i o u s  A P I  gravities. T h e  
w h o l e  s c h e d ul e of r a t e s  was  in turn to b e  increased or 
d e c r e a s e d  m o n t h l y  b a s e d  on c h a n g e s  in the Wh ol e s a l e  P r i c e  
I n d e x  for crude oil, p u b l i s h e d  b y  the U.S. Bureau of L a b o r  
S t a t i s t i c s .  The tax on gas p r o d u c t i o n  re ma in ed  a s i m p l e  
four p e r c e n t  of va lue . In add it i on ,  an oil and gas 
r e g u l a t i o n  and c o n s e r v a t i o n  tax at a ra t e of $0.00125 p e r  
b a r r e l  r em ov e d or s o l d  was e n a c t e d  d u r i n g  this l e g i s l a t i v e  
s e s s i o n .

in 1976 no c h a n g e s  w e r e  ma de  to the p r o du ct io n tax 
rates, b u t  the l e g i s l a t u r e  did r e p l a c e  the "cash p r i c e  
p r e v a i l i n g "  l a n gu a ge  w i t h  " p r e v a i l i n g  v al u e "  and e n a c t e d  a 
s e c t i o n  titled " D e t e r m i n a t i o n  of G r o s s  Value". The 
c h a n g e s  made  it c l e a r  that v a lu e was  to be  d e t er mi ne d b y  
u s i n g  re a s o n a b l e  c o s t s  of t r a n s p o r t a t i o n  to d et er mi ne  the 
v a l u e  at the p oi nt  of pr odu ct io n.  T h e  l eg is lat ure  f o u n d  
the terms price and v a l u e  w e r e  not  n e c e s s a r i l y  s y n o n y m o u s  
and that taxable g r o s s  v a lu e was  to be  d e t er mi ne d by 
s u b t r a c t i n g  r e a s o n a b l e  t r a n s p o r t a t i o n  c o st s from the f u l l  
c o n s i d e r a t i o n  r e a l i z e d  b y  the p r o d u c e r  at the point of 
s a l e .

The p r o d u c t i o n  tax was a m e n d e d  a g a i n  in 1977 w h e n  the 
l e g i s l a t u r e  a d o p t e d  an e c o n o m i c  li mit  fac tor  (ELF) for the 
p u r p o s e  of r e d u c i n g  the e f f e c t i v e  p r o d u c t i o n  tax rate as  
the a m o u n t  of p r o d u c t i o n  from a l ea se or property 
de cli ne s.  The n o m i n a l  tax rate for oil was set at 1 2 . 2 5  
p e r c e n t  and 10 p e r c e n t  for gas. H o w e v e r ,  the e f f e c t i v e  
rate was d e t e r m i n e d  t h r o u g h  the use of the EL? The 
c e n t s - p e r - b a r r e l  and c e n t s - p e r - m c f  r a t es  were also s u b j e c t  
to the ELF. N o m i n a l l y  they w er e 6.4 ce nts  per mcf 
( c o r r e s p o n d i n g  to a 64 ce n t  per m cf  f l o o r ) , 60 cents p e r
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b a r r e l  For "old oil" (a $ 4 . 9 0  per b a r r e l  floor) and 80 
c e n t s  for all other oil (a $6.53 per ba rr e l  floor).
B e f o r e  b e i n g  reduced by  the ELF, the c e n t s - p e r - b a r r e l  
a m o u n t s  we r e adjusted u p or down by a h a l f - c e n t  for e a c h  
d e g r e e  a bov e or b e lo w 27 d e g r e e s  per API gravity. T h e r e  
wa s no a u t o m a t i c  e s c a l a t o r  for the u n i t - o f - p r o d u c t i o n  
rates; instead, the D e p a r t m e n t  was to r e c o m m e n d  c h a n g e s  to 
the ra tes  that were a p p r o p r i a t e  in light of t r a n s a ct io n 
p r i c e s  and ma rk et  c o n d i t i o n s .  Also, the r e mo ve d and s o l d  
s t a n d a r d  that h i s t o r i c a l l y  was used as the m e a s u r e  of 
ta x a b l e  p r o d uc ti on  was c h a n g e d  to a p r o d u c e d  s t a n d a r d . A t
the same  time, and as a r e s u l t  of A l a s k a ' s  p ro t r a c t e d  
r o y a l t y  lit ig at io n w i t h  oil  and gas p r o d u c e r s  in the C o o k  
Inlet area, the d e f i n i t i o n s  of the p oin t of p r o d u c t i o n  
w e r e  e i t h e r  es t a b l i s h e d  or b e t t e r  defined.

It is also  n o t e w o r t h y  that some of the c o m p l e x i t i e s  of 
this 1977 leg is la ti on  c a u s e d  the D e p a r t m e n t  of R e v e n u e  to 
p r o m u l g a t e  the first p r o d u c t i o n  tax r e g ul at io ns .

The r em a i n i n g  m a j o r  a m e n d m e n t  to the p r o d u c t i o n  tax 
s t a t u t e  o c c ur re d in 1981. The  n o m i n a l  rate of tax on oi l  
was c h a n g e d  from 12.25 p e r c e n t  to 15 p e r c e n t  on any  oil 
p r o d u c e d  af ter  June 30, 198 1 from a l ea se  or p r o p e r t y  t h a t
was in co m m e r c i a l  p r o d u c t i o n  p ri or  to that date. The 
n o m i n a l  rate on oil p r o d u c e d  from a le ase  or p r o p e r t y  
c o m i n g  into pro du ct io n a f t e r  that d a t e  was  to be 12.25 
p e r c e n t  d u r i n g  the f i r s t  five  years of p r o d u c t i o n  and 15 
p e r c e n t  thereafter. M o d i f i c a t i o n s  al so  w e r e  made to the 
e c o n o m i c  limit factors fo r b o t h  oil and gas. The m a j o r  
im p ac t of this l e g i s l a t i o n  c h a n g e d  the e f f e c t i v e  rate of 
this tax on over 90 p e r c e n t  of the oil p r o d u c e d  in A l a s k a  
fro m a p p r o x i m a t e l y  11.5 p e r c e n t  to 15 percent.

On the followi ng  p a g e  is a s u m m a r y  of p r o d u c t i o n  
e v e n t s  and tax changes b y  y e a r  b e g i n n i n g  in 1954.
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OIL AND GAS PRODUCTION AND TAX TIMELINE 
9/19/86

1954 BLM ISSUED 272 OIL AND GAS LEASES

1955 ONE PERCENT OIL AND GAS PRODUCTION TAX

1955 CONSERVATION TAX OF FIVE MILLS PER BARREL
AND FOR EVERY 50,000 CUBIC FEET OF GAS

1957 SWANSON RIVER OIL FIELD DISCOVERED

1959 KENAI GAS FIELD DISCOVERED

1962 COOK INLET OIL DISCOVERED

1967 ONE PERCENT DISASTER SEVERANCE TAX

1968 OIL AND GAS PRODUCTION TAX INCREASED FROM ONE TO THREE 
PERCENT

1968 PRUDHOE BAY OIL DISCOVERED

1970 THREE TO EIGHT PERCENT "GRADUATED" PRODUCTION TAX
(BASED ON PRODUCTION LEVELS)

1970 CONSERVATION AND DISASTER SEVERANCE TAX REPEALED

1970 GAS PRODUCTION TAX INCREASED TO FOUR PERCENT

1972 CENTS PER BARREL "FLOOR" ON PRODUCTION TAX

1973 20-MILL OIL AND GAS EXPLORATION, PRODUCTION AND PIPELINE 
TRANSPORTATION PROPERTY TAX

1973 THREE TO EIGHT PERCENT PRODUCTION TAX (BASED ON LOWER
OUT-PUT LEVELS) PLUS TIED AN "ESCALATOR" TO THE CENTS 
PER BARREL FLOOR.

1973 OIL AND GAS REGULATION AND CONSERVATION TAX
OF ONE-EIGHTH OF A CENT PER BARREL

1973 OPEC QUADRUPLED WORLD MARKET PRICE FOR CRUDE

1975 20-MILL RESERVES TAX

1977 -NOMINAL 10 PERCENT PRODUCTION TAX ON GAS
-NOMINAL 12.25 PERCENT PRODUCTION TAX ON OIL 
-ADOPTION OF ECONOMIC LIMIT FACTOR (ELF)

1977 20-MILL RESERVES TAX EXPIRES

19?7 PRUDHOE BAY OIL BEGAN FLOWING THROUGH TAPS

1978 OIL AND GAS CORPORATE INCOME TAX (SEPARATE ACCOUNTING)



1 9 7 9

1981

PRUDHOE BAY WELL HEAD PRICES INCREASED FROM $5.80 PER 
BARREL IN JANUARY TO $1^.57 IN JUNE AS A RESULT OF THE LOSS 
OF aMPORTS FROM IRAN

-OIL AND GAS CORPORATE INCOME TAX (REPEAL SEPARATE 
ACCOUNTING AND ADOPTED MODIFIED APPORTIONMENT)

-15 PERCENT PRODUCTION TAX(ON ANY OIL PRODUCED AFTER 
JUNE 30, 1981 FROM A LEASE OR PROPERTY THAT WAS IN 
COMMERCIAL PRODUCTION PRIOR TO THAT DATE. THE NOMINAL 
RATE ON OIL PRODUCED FROM A LEASE OR PROPERTY COMING 
INTO PRODUCTION AFTER THAT DATE WAS TO BE 12.25 PERCENT 
DURING THE FIRST FIVE YEARS OF PRODUCTION AND 15 PERCENT 
THEREAFTER)
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History of A S  43.21,
O i l and Gas C o r p o r a t e  Inc o me  Tax

1978 - 1981

In 1978, the Le gis la tu r e e n a c t e d  the Oil and Gas 
C o r p o r a t e  In co me  Tax, AS 43.21. B a s i c a l l y ,  43.21 is a 
s e p a r a t e  a c c o u n t i n g  method w h e r e i n  all of the income and 
e x p e n s e  e l e m e n t s  are defined by s t a tu te . In c om e is 
d i v i d e d  into three types: (1) in co me  from  oil and  gas 
p r o d u c t i o n ;  (2) income from oil a n d  gas p i p e l i n e  
t r a n s p o r t a t i o n ;  and (3) income f r o m  an y  o t he r a c t i v it ie s.

Th e d e t e r m i n a t i o n  of taxable inc om e from oil an d gas 
p r o d u c t i o n  s t a r t s  w it h the c a l c u l a t i o n  of gross income. 
G r o s s  in com e f r o m  the prod uc tio n of oil and gas is 
b a s i c a l l y  the g ros s value at the p o i n t  of p r o d u c ti on .
T h e r e  are s e v e r a l  w a ys  of d e t e r m i n i n g  that v a l u e  i nc lu d i n g  
u s i n g  a c t u a l  p r i c e s  or value r e ce iv e d,  p o s t e d  p r i c e s  in 
the s a m e  f ie ld  or pr ev ai li n g p r i c e s  of oil and gas in the 
sa me field. T h e  ded uc ti on s  from g r os s  income in o r d e r  to 
a r r i v e  at the net taxable income include:

-  r o y a l t i e s  pa id  in kind or in v a l u e
-  p r o d u c t i o n  p r o p e r t y  taxes p a i d
-  d i r e c t  c o st s  of operating the le ase or p r o p e r t y
-  d e p r e c i a t i o n  b a s e d  on the u n i t s  of p r o d u c t i o n  m e t h o d
-  a m o r t i z a t i o n  of lease a c q u i s i t i o n  p a y m e n t s  and taxes 

pa i d p r i o r  to com men ce men t of c o m m e r c i a l  p r o d u c t i o n
-  i n t e r e s t  e x p e n s e  not c a p i t a l i z e d  d u r i n g  c o n s t r u c t i o n
-  e x p e n s e s  of un suc ce ssf ul e x p l o r a t i o n  of oil and  gas 

in the s t a t e  including a c q u i s i t i o n  costs, 
a b a n d o n m e n t  of properties, d r y - h o l e  c ost s (only 
s u b s e q u e n t  to aband onm en t of a lease), and
g e o l o g i c a l  and geophysical e x p l o r a t i o n  c ost s r e l a t e d
to the a b a n d o n e d  properties

-  g e n e r a l  o v e r h e a d  and a d m i n i s t r a t i v e  e xp en s e
- inc ome  fr om  the pr oduction of oil and gas w h i c h  is 

d i v i d e d  a m o n g  the regional n a t i v e  c o r p o r a t i o n s  under 
the A l a s k a  N a t i v e  Claims S e t t l e m e n t  Act

-  w i n d f a l l  p r o f i t  tax

I n t e r e s t  and o v e r h e a d  are p r e s u m e d  not to e x c e e d  the 
c o r p o r a t i o n ' s  total interest and o v e r h e a d  e x p en se s  
m u l t i p l i e d  b y  a fra ct io n of w hi ch the n u m e r a t o r  is the 
c o r p o r a t i o n ' s  real and tangible p e r s o n a l  p r o p e r t y  us ed  
d i r e c t l y  in the p r o c u c t i o n  of oil and gas from a lease or 
p r o p e r t y  in the s t at e and the d e n o m i n a t o r  of w h i c h  is all 
su c h p r o p e r t y  of the co ns oli da ted  b us in es s . A c o r p o r a t i o n  
m a y  r e b u t  this p r e s u m p t i o n  by s a t i s f a c t o r i l y  d e m o n s t r a t i n g  
its ac t u a l  e x p e n s e s  in Alaska are greater.
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Th e net in co me  of oil and gas p i p e l i n e  t ra n s p o r t a t i o n ,  
b a s i c a l l y ,  is the ne t operating i n c o m e  that is r e p o r t e d  to 
th e  F ed e r a l  E n e r g y  R eg u l a t o r y  C o m m i s s i o n  (FERC) or that 
w o u l d  be r e p o r t e d  to that c o m m i s s i o n  in the c a s e  of 
p i p e l i n e s  that are  not  regulated b y  FERC. T h a t  m e t h o d  is
m o d i f i e d  by a d d i n g  b a c k  taxes on or  m e a s u r e d  by net
i n c o m e .  T h er e a r e  a l s o  limitations on in te r es t and
o v e r h e a d  e x p e n s e s  that m ay  be d e d u c t e d .

I n c o m e  fr o m a c t i v i t i e s  other t h a n  the p r o d u c t i o n  of 
o i l  and gas fr om  a le ase  or p r o p e r t y  in the s t a t e  or 
p i p e l i n e  t r a n s p o r t a t i o n  of oil or g a s  in the s t a t e  is 
a p p o r t i o n e d  to the state. The d e t e r m i n a t i o n  s ta r t s  w i t h  
the total t a x a b l e  in co m e  and then a d d i n g ,  if a p p r o p r i a t e ,  
i n c o m e  of m e m b e r ( s )  of the w o r l d w i d e  c o n s o l i d a t e d  b u s i n e s s  
n o t  r e q u i r e d  to file u n de r  the U.S. I n t e r n a l  R e v e n u e  Code  
l e s s  that p o r t i o n  of the entire i n c o m e  a t t r i b u t a b l e  to 
p r o d u c t i o n  and p i p e l i n e  t r a n s p o r t a t i o n  of oil an d gas 
w o r l d w i d e .  The  a p p o r t i o n m e n t  f o r m u l a  is m o d i f i e d  so that 
t h e  n u m e r a t o r  and  d e n o m i n a t o r  of t h e  p ro pe rt y , pa yr ol l,  
a n d  s a l e s  fa c t o r s  a r e each c a l c u l a t e d  w i t h o u t  r e f e r e n c e  to 
t h a t  p o r t i o n  of p r o p e r t y ,  payroll, o r  sa les  d i r e c t l y  
r e l a t e d  to the p r o d u c t i o n  of oil or  gas  or the p i p e l i n e  
t r a n s p o r t a t i o n  of oil or gas in the state.

I M P A C T  O F  1981 SLA, ch. 116 (SB 524)

C h a p t e r  116 of the 1981 Sessi on  L a w s  of A l a s k a  a m e n d e d  
the oil and gas c o r p o r a t e  income t a x  and the oil an d gas 
s e v e r a n c e  tax in the following m a n n e r :

1. Pr ior  to the amendments, A S  A 3.5 5 p r o v i d e d  for a 
tax on oil p r o d u c t i o n  amounting to 1 2 . 2 5  p e r c e n t  of the 
g r o s s  v a lu e at the p o i n t  of p r o d u c t i o n  m o d i f i e d  b y  the 
e c o n o m i c  limit f a c t o r  (ELF) set f o r t h  in AS A3 . 5 5 . 0 1 3 .
T h e  E LF  factor on P r u d h o e  Bay p r o d u c t i o n  d u r i n g  FY 1982 
w a s  a p p r o x i m a t e l y  .92A9 which led to an e f f e c t i v e  ra t e of
1 1 . 3 3  percen t. T h e  E L F  on Cook I n l e t  p r o d u c t i o n  in FY 
1 9 8 2  a v e r a g e d  a p p r o x i m a t e l y  .286A w h i c h  led to an 
e f f e c t i v e  rate of 3.51 percent. T h e  tax rate  on gas wa s 
10 p e r c e n t  of the g r o ss  value at the p o i n t  of p r o d u c t i o n  
m o d i f i e d  by an E L F  factor.

2. The n e w  l a w  increased the n o m i n a l  tax ra t e to 15 
p e r c e n t  on oil p r o d u c t i o n  (excepc t h a t  for fields 
c o m m e n c i n g  c o m m e r c i a l  production a f t e r  Ju n e  30, 1981, the 
r a t e  w o u l d  be 1 2 .2 5  p e r c e n t  for the f i r s t  five years).
T h e  E L F  was a l s o  m o d i f i e d  so that if the ac tua l 
c a l c u l a t i o n  r e s u l t e d  in an ELF g r e a t e r  than 0.7 a fa cto r
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of 1 w o u l d  be  used. See AS  A3.55.0 1 1 ( b )  and AS 
A3. 55 . 0 1 3  (b) (A) . T h u s  the actual tax r a t e  on Pr u d h o e  Bay  
p r o d u c t i o n  b e c a m e  e q u a l  to the nominal r a t e  (157. x 1 = 
157.), t h e  K u p a r a k  r a t e  b e c a m e  12.257. (12.257. x 1 = 12.257.) 
and C o o k  I nl et  d u r i n g  FY 82 was a p p r o x i m a t e l y  A . 37. (157. x 
.286A = A. 37,). Th e gas severan ce  tax r a t e  was  u n c h a n g e d  
a l t h o u g h  the gas E L F f ac t o r  c a l c u l a t i o n  was  m o di fi ed . See 
AS A3 . 5 5  . 013 (g) . Th e  i nc re as ed  s e v e r a n c e  tax rates w e r e  
made e f f e c t i v e  J u l y  1, 1981, the b e g i n n i n g  of FY 82.

3. T h e  oil and gas cor por at e i n c o m e  tax m e t h o d  set 
forth i n  AS  A3.21, k n o w n  as separate a c c o u n t i n g ,  was 
r e p e a l e d  and  a n e w  m o d i f i e d  a p p o r t i o n m e n t  sc h e m e  was 
e n a c t e d  e f f e c t i v e  J a n u a r y  1, 1982. T h e s e  p r o v i s i o n s  can be 
found i n  AS  A 3 . 2 0 . 0 7 2 .  T h e  new meth od fo r  a t t r i b u t i n g  oil 
and g a s  i n c o m e  to the s t a t e  combined w i t h  the i n t r o d u c t i o n  
of a g r a d u a t e d  ra te  s t r u c t u r e  set f o r t h  in AS  A 3 . 2 0 . 011(e) 
d e c r e a s e d  r e v e n u e s  f r o m  the overall c o r p o r a t e  inc om e tax.
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SAM COTTEN
REPRESENTATIVE

D I S T R I C T  15

P.O . BOX 2 9 6 ,  EAGLE RIVER. AK 9 9 5 7 7  
POUCH  V. JUNEAU. AK 9 9 B 1 1

A l a s k a  S t a t e  L e g is l a t u r e
H o u s e  o f  R e p r e s e n t a t iv e s

M a r c h  4, 1 9 8 8

Mr. L e o n  H e s s  
C h a i r m a n
A m e r a d a  H e s s  C o r p o r a t i o n  
1185 A v e n u e  o f  t h e A m e r i c a s  
N e w  York, N Y  10036

D e a r  Mr. H e s s :

I h a v e  j u s t  s e e n  a c o p y  o f  y o u r  M a r c h  2 l e t t e r  t o  S e n a t o r  
Co g hil l a b o u t  the p r o p o s e d  l e g i s l a t i o n  t o  p r o v i d e  r e l i e f  for 
Seal I s l a n d  d e v e l o p m e n t .

M y  r e a c t i o n  t o  y o u r  l e t t e r  w a s  100% p o s i t i v e .  I t is a 
pl ea sur e,  a f t e r  y e a r s  of w o r k i n g  in t h e  L e g i s l a t u r e ,  t o  r e a d  
the  w o r d s  o f  a c o r p o r a t e  c h a i r m a n  w h o  a l s o  r e c o g n i z e s  a n d  
w a nt s t o  p r o t e c t  th e  i n t e r e s t s  o f th e p e o p l e  of  A l a s k a .

I ag ree w i t h  yo u  t h a t  t h e r e  c o u l d  be e n o r m o u s  b e n e f i t s  f r o m  
the  d e v e l o p m e n t  of m a r g i n a l  f i e l d s  in A l a s k a .  L a s t  year, 
the  H o u s e  o f  R e p r e s e n t a t i v e s  p a s s e d  a b i l l  (HB 164) t h a t  
w o u l d  h a v e  d e c r e a s e d  t h e  s e v e r a n c e  t a x  o n  m a r g i n a l  f i e l d s  
ar o un d t h e  state. It a l s o  w o u l d  h a v e  r e p e a l e d  t h e  s c h e d u l e d  
t a x  b r e a k  f o r  P r u d h o e  Ba y  a n d  K u p a r u k  p r o d u c e r s ,  a n d  w a s  
t h e r e f o r e  o p p o s e d  b y  t h e  m a j o r  l e s s e e s  in  t h e s e  t w o  uni ts.  
T h e  on ly  i n d u s t r y  s u p p o r t  t h a t  t h e  bil l e n d e d  u p  r e c e i v i n g  
w a s  from C o n o c o ,  w h i c h  m i g h t  h a v e  b e e n  a b l e  t o  k e e p  
p r o d u c i n g  a t  M i l n e  Point. F o r  n o w  the  b i l l  a p p e a r s  t o h a v e  
d i e d  in t h e  Sen ate , b u t  I h a v e  a s k e d  t h e  D e p a r t m e n t  o f 
R e v e n u e  t o  i n d i c a t e  w h a t  k i n d  of s e v e r a n c e  t a x  b e n e f i t s  the  
bil l m i g h t  h a v e  p r o d u c e d  f o r  S e a l  I s l a n d  d e v e l o p m e n t .  I 
m i g h t  a d d  t h a t  t h i s  b i l l  h a d  t h e  G o v e r n o r ' s  f u l l  su p po rt .

A t  any r a t e ,  I a p p r e c i a t e  y o u r  l e t t e r  a n d  l o o k  f o r w a r d  to  
m e e t i n g  y o u  s o m e d a y  w h e n  y o u  a r e  in A l a s k a ,  o r  I a m  in N e w  
York, if t h a t  w o u l d  be  p o s s i b l e .  A n d  w e  w i l l  c o n t i n u e  
l o o k i n g  f o r  w a y s  t o  e n h a n c e  m a r g i n a l  f i e l d  p r o d u c t i o n  for  
t h e b e n e f i t  o f  t h e  i n d u s t r y  a n d  A l a s k a ' s  c i t i z e n s .

S i r -------------

Rep. S a m C o t t e n ,  C o - C h a i r  
H o u s e  R e s o u r c e s  C o m m i t t e e
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F o r  T o d a y ' s  C a l e n d a r

w o l2 5 7 h L
O r i g i n a l  s p o n s o r :  R u l e s / G o v e r n o r

1 I N  T H E  H O U S E  BY T H E  F I N A N C E  C O M M I T T E E

2 C S  F O R  H O U S E  B I L L  NO. 1 6 4  ( F i n a n c e )  a m

3 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

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

5 A  B I L L

6 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  o i l  a n d  g a s  p r o p e r t i e s  p r o -

7 d u c t i o n  t ax; 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 . "

8 B E  I T  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 :

9 *  S e c t i o n  1. A S  4 3 . 5 5 . 0 1 3 ( b )  is r e p e a l e d  a n d  r e e n a c t e d  to rea d :

10 (b) T h e  e c o n o m i c  l i m i t  f a c t o r  f o r  o i l  p r o d u c t i o n  o f  a l e a s e  o r

11 p r o p e r t y  s h a l l  b e  c o m p u t e d  a c c o r d i n g  to t h e  f o l l o w i n g  f o r m u l a :

12 ( 1 - [ P E L / T P ] ) e x p  ( [ 5 5 , 0 0 0 , 0 0 0  X W D ] / [ P E L  X T P / D a y s ] )

13 w h e r e :  P E L  = t h e  m o n t h l y  p r o d u c t i o n  r a t e  at t h e  e c o n o m i c  l i m i t ;

14 T P  = t h e  t o t a l  p r o d u c t i o n  d u r i n g  t h e  m o n t h  f o r  w h i c h  t h e  t a x

15 is t o  b e  p a i d ;

16 W D  = t h e  t o t a l  n u m b e r  o f  w e l l  d a y s  i n  t h e  m o n t h  f o r  w h i c h

17 t h e  t a x  is to b e  p a i d ;

18 D a y s  = t h e  n u m b e r  o f  d a y s  In the m o n t h  f o r  w h i c h  t h e  t a x  is to

19 be p a i d ;  a n d

2 0  w h e r e  " e x p "  i n d i c a t e s  t h a t  the e x p r e s s i o n  f o l l o w i n g  it is a n  e x p o n e n t .

2 1  *  Sec. 2. A S  4 3 . 5 5 . 0 1 3 ( d )  is a m e n d e d  to read:

2 2  (d) T h e  m o n t h l y  p r o d u c t i o n  r a t e  at t h e  e c o n o m i c  l i m i t  f o r  a

23 l e a s e  o r  p r o p e r t y  is p r e s u m e d  to b e  3 0 0  b a r r e l s  t i m e s  t h e  n u m b e r  o f

2 4  w e l l  d a y s  f o r  t h e  l e a s e  o r  p r o p e r t y  d u r i n g  t h e  m o n t h  f o r  w h i c h  t h e  t a x

25 is to b e  p a i d .  T h e  t a x p a y e r  o r  t h e  d e p a r t m e n t m a y  r e b u t  t h i s  p r e -

26 s u m p t i o n  at a  f o r m a l  h e a r i n g  u n d e r  A S  4 3 . 0 5 . 2 4 0  by p r o v i d i n g  c l e a r  a n d

27 c o n v i n c i n g  e v i d e n c e  o f  a d i f f e r e n t  m o n t h l y  p r o d u c t i o n  r a t e  at the

28 e c o n o m i c  l i m i t  f o r  t h e  l e a s e  o r  p r o p e r t y .  T h e  h e a r i n g  s h a l l  b e  h e l d

29 b e f o r e  F e b r u a r y  15 o f  t h e  y e a r  o r  w i t h i n  s i x  m o n t h s  a f t e r  c o m m e n c e m e n t

H B 0 1 6 4 D  -1- C S H B  1 6 4 ( F i n )  a m



Hess loses its effort for tax
• - V ' V C - ' t  _ /  n  v

By PATTI EPLER '- . ‘ • ' ’
Daily News reporter . • -.

A “personal and confidential" proposal 
by oil magnate Leon Hess to Gov. Steve 
Cowper, aimed at cutting costs on a Beau­
fort Sea project Hess’ company is pursuing, 
has been turned down by the governor as 
being a bad deal for the stat"1.

So Hess, chairman of Amerada Hess 
Corp., now says his company will suspend 
drilling at N orthstar/Seal Island, a pa ir of 
gravel islands near Prudhoe Bay a few miles 
off the coast of the North Slope.

Amerada Hess and other oil companies 
have announced discoveries of commercial 
quantities of oil a t the site. However, the 
companies never have revealed how much 
oil they think the reservoir might hold. The 
state estimates th£ field contains about 300 
million barrels of recoverable crude,-a small

3

field by North Slope standards.
• The 73-year-old Hess was in Anchorage 
last m onth hoping to convince Cowper to 
support legislation that would free Am erada 
Hess from paying royalties and taxes on 
N orthstar production. Hess wants the state  
to waive the payments until an estim ated 
$1.8 billion spent to develop the field and 
build a subsea pipeline has been m -m  up.

' Hess pointed out the company bought the 
Beaufort Sea leases when oil prices were $35 
a barrel. A t today’s prices — around $20 a 
barrel — N orthstar development "is  not 
econc ic and will not occur" w ithout tax  

'relief, he srid .
—■ In exchange for a w aiver of royalties and 
taxes, Amerada Hess would give the state  
the buried pipeline, once the pipeline was 
paid off, Hess said. That way, the state 
could collect tariffs on oil shipped through

the line, and an infrastructure would be in 
place to encourage other offshore projects to 

• go ahead, he said.
A dditionally , N o rth sta r  developm ent 

would create construction jobs as well as 
perm anent employment once production be­
g in , Hess said.

The company has spent $80 million ex­
ploring the N orthstar prospect and had 
planned to spend another $50 million this 
v in ter to drill more wells, he said.

But state officials don't th ink  the Hess 
proposal is such a great deal. Especially, 
they say, because Hess would not disclose 
how much oil the company has found and 
give specific cost and financing estimates.

Without knowing how much oil might be 
produced and at w hat cost, the state has no

V  1
. . "  See Page C-8, HESS
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way of accurately  judg ing  
what it  stands to gain or lose, 
officials said.

N e ith e r H ess no r o th e r 
company officials re tu rned  
phone calls th is week to ta lk  
about the s ta te ’s concerns.

In memos to Cowper, state  
oil and gas and revenue offi­
cials advised the governor to 
reject the proposal.

"The Hess proposal offers 
some new construction activi­
ty — much of which would 
probably be for modules con­
structed elsewhere — and an 
unspecifed num ber of new  
jobs in return for what, con- - 
servatively, is likely to be 
hundreds of millions of dol­
lars in state revenue,” wrote 
James Eason, state oil and 
gas director.............

" If it' served as the prece­
dent for sim ilar state  partici­
pation in additional North 
Slope oil and gas develop­
ments, this cost could quickly 
grow to billions of dollars," 
Eason told the governor.

The N orthstar leases carry 
a 20 percent royalty  and a 15 
percent severance tax. They 
also are “net p ro fit” leases, 
which m eans the com pany 
paid less for the leases at a 
1979 sale but agreed to pay 
the state  91 percent to 93 
percent of the profits from 
the leases, a fter exploration 
and production expenses are 
subtracted.

The Hess proposal "essen­
tially  transla tes to a request

for the state  to pay approxi­
m ately 35 percent of Hess’ 
d e v e lo p m e n t co sts  .. . , 
through suspension of its roy-- 
alty  and taxes," Eason said.

Meanwhile Hess . . .  would 
recover full construction and 
operating costs plus interest 
and overhead."

Despite misgivings about 
the  H ess p roposa l, Eason 
said, his office has started 
reviewing incentives and as­
sistance other states are com­
ing up with to help oil compa­
nies that w ant to develop 
economically m arginal fields. 
He hoves to have some ideas 
to help A laska's oil compa­
nies formalized in a couple • 
months, he said.
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A n r l o r a g e  D a i l y  i s P w s

Sept. 11, 1 9 8 7

Mr. J a m e s  E a s o n  
D i r e c t o r
A l a s k a  D i v i s i o n  of Oi l  a n d  G a s  
PO B o x  1 0 7 0 3 4  
A n c h o r a g e ,  A l a s k a  9 9 5 1 0

D e a r  Mr. E a s o n :

T h i s  is a f o r m a l  r e q u e s t  f o r  i n f o r m a t i o n  p u r s u a n t  t:' A l a s k a ’s 
f r e e d o m  of i n f o r m a t i o n  a n d  o p e n  r e c o r d s  laws.

In A u g u s t ,  Mr. L e o n  H e s s  of A m e r a d a  H e s s  o i l  c o m p a n y  m a d e  a p r o p o s a l  
to t h e s t a t e  h a v i n g  t o  d o  w i t h  l e a s e s  a n d  an  o i l  p r o s p e c t  the  
c o m p a n y  o w n s  in t h e  B e a u f o r t  Sea. It is m y  u n d e r s t a n d i n g  Mr. H e s s  
p r e s e n t e d  t h e  s t a t e  w i t h  a w r i t t e n  p r o p o s a l / p r e s e n t a t i o n .  F u r t h e r ,
I u n d e r s t a n d  t h e r e  h a s  b e e n  s o m e  c o r r e s p o n d e n c e  b e t w e e n  t h e  s t a t e ,  
G o v e r n o r  C o p p e r  a n d  Mr. H e s s  on  t h e m a t t e r .

I w o u l d  l i k e  c o p i e s  of, or  a c c e s s  to, a n y  w r i t t e n  o r  v i s u a l  m a t e r i a l  
p r e s e n t e d  to  t h e  s t a t e  b y  Mr. H e s s  o r h i s  r e p r e s e n t a t i v e s ,  i n c l u d i n g  
d e t a i l s  of t h e  p r o p o s a l .  A d d i t i o n a l l y ,  I w o u l d  l i k e  c o p i e s  of a n y  
c o r r e s p o n d e n c e  b e t w e e n  s t a t e  o f f i c i a l s  a n d  H e s s  r e g a r d i n g  t h e  
p r o p o s a l  or  o t h e r  i s s u e s  r e l a t e d  to th e  c o m p a n y ' s  B e a u f o r t  S e a  an d  
N o r t h  S l o p e  l e a s e s .  I a l s o  v/ould l i k e  c o p i e s  of a n y  m e m o s  or  
o t h e r  c o m m u n i c a t i o n s  b e t w e e n  s t a t e  o f f i c i a l s  on t h e  H e s s  p r o p o s a l  
or i s s u e s  r e g a r d i n g  A m e r a d a  H e s s  l e a s e s .

T h a n k  y o u r  f o r  y o u r  c o n s i d e r a t i o n  of t h i s  r e q u e s t .  I l o o k  f o r w a r d  
to h e a r i n g  f r o m  y o u  w i t h i n  t h e  10 d a y s  r e q u i r e d  by  s t a t u t e .

S i n c e r e l y ,

S t a f f  w r i t e r
a t t i  E p l e r

^ C E W ,r

C .p p   ̂ b v  
*

,\M\5\0W

Street Address: 1001 Northway Drive, Anchorage, Alaska 99508 ^ 0  1 3 4 0 1 A  7
Mailing Address: P.O . Box 14-9001 , Anchorage, AK 99514-9001 

(907) 257-4200
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MEMORANDUM Sta J of Alaska
DEPARTMENT OF NATURAL RESOURCES DIVISION OF OIL AND GAS

to: Rod Swope, Special Staff Assistant DATE: September 15, 1987

Office of the Governor ,
FILE NO:

FROM W ^ s ^ . ^ E ^ o n  
irector

TELEPHONE NO: 

SUBJECT:

762-2547

Release of Material in 
North Star/Leon Hess 
Proposal File

These are the materials in n\y North Star/Leon Hess proposal file. Materials 
which are clearly not confidential include the original letter from Leon Hess 
to Governor Cowper, as well as a copy of the bound Hess Proposal document 
which Mr. Hess delivered to Governor Cowper at our last meeting. Materials 
for which you may or may not want to raise the executive privilege argument 

include all of the documents which I am transmitting by telecopy. I look 

forward to our discussion.

Enclosure 

1067 E

DELIVER TO:. 

FROM:________  •

i£6, <T-3!T8srTELEPl IONE/TTLECOPIER #.
1 RANSMI7T1NG ON/SPEED.
PHONE FOR PROBLEMS-NAME/NUMBER. 

COMMENTS______________

.DA

.LOCATION 

.LOCATION 

.TO ’. L  NUMBER OF PAGES 
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The Hess proposal literally invalidates the competitive leasing 
process. Other sale participants submitted bids based upon the expectation 
that lease terms, including the payment of royalties and taxes, would be 
requi red.

Hess' claim of non-economlc development cannot be substantiated until 
the field limits have been fully delineated. By Hess' own admission, 
additional delineation wells are required. Until recoverable reserves are 

known and development costs are calculated, it is entirely premature to assume 
that the field cannot be developed. While oil prices havr risen more than 100 
percent in the last twelve months, operating costs, incljding rig rentals and 
labor have remained low. If this trend continues, Hess' expectations must 
change. A good example of the dangers of accepting Hess' assumptions is 
provided by the experience of Sohio and its partners at Endicott. That 
development was budgeted at more than $3.2 billior, yet it came in ahead of 
schedule and for only $1.2 billion!

The proposal essentially translates te a request for the state to pay 
approximately 35 percent of Hess' development costs (including pipeline costs) 
through suspension of its royalty and taxes. Meanwhile Hess (through both its 
operating company and its transportion *.f f i 1 iates--both pipeline and marine 
vessels) would recover full construction and operating costs plus interest and 
overhead. It is important to note that this is not a temporary waiver with 

future repayment of foregone royalties and taxes after project payout; it is 
suspension of all state revenues which would otherwise ordinarily accrue until 
|)3.yout with no retroactive recovery. Only prospective payment of royalties 
and taxes would occur on the then remaining production. If the project is 

truly as marginal as Hess claims, there could be very few reserves remaining.

The proposal provides every incentive for Hess, through each its 
affiliates, to pad costs and delay payout. Every dollar spent on operation 

transportation, construction and overhead would defer payout, and thus the 
time when royalties and taxes would be payable. To make matters worse, the 
state would be in no position to effectively monitor or control project 
costs. The precedent of the Hess proposal would invite requests from 

similarly situated lessees at nearby f1elds, including Pt. Thomson, Tern 
Island, and Milne Point, which is currently shut-in.

In the final analysis, the Hess proposal offers some new construction 
activity (much of which would probably be for modules constructed elsewhere) 
and an unspecified number of new jobs in return for what, conservatively, is 
likely to be hundreds of millions of dollars in state revenue. If it served 
as the precedent for similar state participation in additional North Slope oil 
and gas developments, this cost could quickly grow to billions of dollars.

If the state decides to pursue some sort of narg1n.il field assistance, 
there are numerous options to consider which', unlike the Hess proposal, would 
treat all lessees equally, and which could be tailored both to quantify 
beforehand and to minimize the state's revenue loss--both features which the 
Hess proposal does not offer. The state could agree to undertake a review of 
industry proposals, as well as recent legislation from other states, to 
determine if there are options the governor could agree to support. Copies of 
two recent articles from the Oil and Gas Journal, as well as a News Release 
from the government of Canada describing the approaches of other energy 

producing states and Canada are attached.

0 9 9 0 E
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LEON HE93
C M i r m t n  at I f *  l o t r d

P e r o o n a l  a n d  Con f i d e n t i a l
Honorab l e  S teve  Cowper 
Governor  
S t a t e  o£ Al aska  
Pouch A
June&u, AK 99811 - 0101  
Dear Governor  Cowper;

I a p p r e c i a t e  your c ou r t e sy  In g i v i ng  me the oppo r t un i t y  
to meet wi th you,  Deputy Commissioner Gorsuch and Mr, Hascn 
concern i ng our  N o r t h s t a r / S en l  I s l a nd  P r o spec t  in the Beau f o r t  
Sea ,  1 wanted you to know t h a t ,  r e g r e t f u l l y ,  we have mad® the 
de c i s i o n  to suspend d r i l l i n g  o pe r a t i o n s  at  N o r t h s t a r / S e a l  
i s l a n d ,  Anerada Hess w i l l  not  proceed wi th i t s  d e l i n e a t i o n  
d r i l l i n g  program at  N o r t h s t a r / S e a l  I s l a n d  in t h i s  cnming win t e r  
season ,  V/e have r e l e a s ed  the Glonar  B eau f o r t  Sea I ,  the v o s s e l  
which was t o  per f o rm t h i s  work.

I am committed to working wi th you and your  s t a f f  with 
the aim oT~see ing t h i s  p r o j e c t  u l t i m a t e l y  go f o rward to 
deve l opment ,  Baaed vn what we knew t o  da t e ,  Nor ths f car /Eea l  
I s l and  i s  a v a l u a b l e  a s s e t  o f  our Company and,  we b e l i e v e ,  o f  
the peop l e  o f  A l a s k a .  But I must be p l a i n  in s t a t i n g  tha t  we w i l l  not  be ab l e  to b r i ng  N o r t h s t a r / S e a l  I s l a n d  to p roduc t i on  
under  c u r r e n t  and f o r e s e e a b l e  wor l d o i l  p r i c e s  wi thout  r e l i e f  
f rom Alaska r o y a l t y  and severance t ax  burdens .  Wi thout  such 
r e l i e f ,  the p r o j e c t ' s  cash f l ows w i l l  never  be s u f f i c i e n t  to pay out  deve l opment  c o s t s ,  and wi thou t  the assurance o f  payout 
of  deve l opoen t  c o s t s ,  Amerada Hess w i l l  not  be suc ce s s f u l  in 
ob t a i n i n g  the p r o j e c t  f i nanc i ng  nece s sa r y  to under t ake a 
p r o j e c t  o f  t h i s  magni tude,

I want t o  review s eve r a l  ve ry  impo r t an t  po in t s  we 
touched on du r i ng  our  meet ing.

\
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1185 AVENUE OF THE AMERICAS,
NEW YORK, NEW YORK I003B 
(212) 807-8400

HAND DELIVERF.D 
GOVERNOR'S OFFICE

September 9 ,  1987
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" 1 .  Amerada Hess i s  not  seeking s p e c i a l  r e l i e f . Wo »ro 
sugges t i ng t ha t  i n c e n t i v e s ,  in the l o r n  of  tax and severance f o r g i v e n e s s  f o r  a p e r i o d  o f  t i n e ,  be adopted to encourage the 
development  o f  s m a l l e r  Al askan o i l  f i e l d s .  N o r t h s t a r / S e a l  
I s l a n d ,  based on c u r r e n t  r e s e r v e  e s t ima t e s ,  i s  such a sma l l s r  
f i e l d  and de s e r v i n g  o f  such r e l i e f ,  Wi thout  t h i s  i n c e n t i v e ,  
devel opment  o f  N o r t h s t a r / S e a l  I s l a n d ,  as we l l  as o t h e r ,  sma l l e r  
p r o s pe c t i v e  o i l  f i e l d s ,  i s  not  economic and w i l l  not  occu r .This would be a g r e a t  1093 f o r  a l l  concerned,

2.  The S t a t e  o f  Alaska l o s e s  noth ing by adopt ing such 
l e g i s l a t i o n "  I t  seems obv i ous  to me tha t  A l a s k a ' s  r evenues 
w i l l  in f a c t  be enhanced over  t ime,  r a t h e r  than d imi n i shed .  Wi thout  r a l i w f  I hcxc sma l l e r  f i e l d s  w i l l  not  hn b r o u g h t  i n t o  
p r o duc t i o n .  I f  A l aska  does nothing to encourage deve l opment ,  
iL i s u n l i k e l y  t h a t  Al aska w i l l  ever  r e ce i v e  any revenue f rom 
these p o t e n t i a l l y  p r oduc t i v e  f i e l d s .  There i s  no cos t  to 
p r o v i d i ng  r e l i e f  f r o a  severance taxes and r o y a l t y  - -  on l y  the 
p o t e n t i a l  f o r  f u t u r e  gain through net  p r o f i t s  and r o y a l t y  and 
sever ance taxes pa id  An f u l l  on o i l  produced a f t e r  the p r o j e c t  
pays ou t .

I t  was ment ioned in our d i s cu s * i on s  tha t  Al aska has 
spent  two b i l l i o n  d o l l a r s  in l e s s  than a decade on the 
development  o f  ene rgy  programs,  Cur p r opo sa l  i s  both cos t  and 
r i s k - f r e e  to the S t a t e ,  wi th l ong term,  b e n e f i c i a l  economic and 
s o c i a l  consequences .

3 .  The i n c e n t i v e s  Amerada Mess b e l i e v e s  Al aska must 
adopt are not  nove l ”  A number o f  o i l - p r o d u c i n g  s t a t e s ,  n o t a b l y  
among them Lou i s  i a n a , M i s s i s s i p p i ,  Montana,  Now Mexico,  Nor th 
Dakota and Oklahoma,  have a l r eudy  ai.LoJ to suspend ot reduce 
severance t ax  and / o r  r o y a l t y  payments to encourage d r i l l i n g  a c t i v i t i e s .  I n t e r n a t i o n a l l y ,  Canada haa been ve ry  agg r e s s i ve  
in the r e d u c t i o n  o f  tax and r o y a l t y  burdens to promote 
e x p l o r a t o r y  d r i l l i n g ,  i n c l ud i ng  n f i v e - y e a r  r o y a l t y  frfift p e r i o d  
f o r  new w e l l s ,  The Uni t ed Kingdom has f o r  Some t ime encouraged 
the deve l opment  o f  sma l l e r  f i e l d s  through e f f e c t i v e  
l i f e - o f - t h e - f i e l d  r e l i e f  f rom the U.K.  Pe t r o l eum Revenue Tax.  Norway i s  c o n s i d e r i n g  s i m i l a r  l e g i s l a t i o n .  We can providw you 
wi th d e t a i l s  on what o t he r  o i l - p r o d u c i n g  s t a t e s  and c oun t r i e s  
ar e do ing ,  but  the po i n t  I want to make l a  t ha t  Alaska would 
not  be a l one  In seek ing t o  encourage,  through r o y a l t y  and seve rance tax r e l i e f ,  the deve lopment ot o t he rwi se  uneconomic 
f i e l d s  such as N o r t h s t a r / S e a l  Island"! ’ I ndeed,  many o t he r  o i l  
p roduc ing s t a t e s  and c oun t r i e s  have a l r e a d y  r ecogn i z ed  the need 
f o r  and l o n g “ terra b e n e f i t  o f  adopt ing such l e g i s l a t i o n .

- 2 -
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4 .  W» are not  wadded t o  the p r opo sa l  to c o n t r i b u t e  the 
pro j oc t * a subse* p i p e l i n e _to  the S t a t e ,  or  to any p a r t i c u l a r  
f o r m " o f " t h a t “ p r o p o 3 f t l♦ Our p r o po s a l  to bu i l d  and c o n t r i b u t e  t o  . 
Al aska the subsea p i p e l i n e  s e r v i n g  N o r t h s t a r / S e a l  I s l and  i s  
intended to p r o v i de  a p o s i t i v e ,  l o ng - t o rm b e n e f i t  to A l a ska ,  in 
r e c o gn i t i o n  <>£ the S t a t e ’ s c o ope r a t i o n  i s  promot ing development  
o f  the f i e l d  through r o y a l t y  and Severance tax r e l i e f .  T a r i f f s  w i l l  be paid by a l l  u s e r s ,  I n c l u d i ng  N o r t h s t a r / S e a l  I s l and  and 
o t he r  nearby p r o s p e c t i v e  f i e l d s .  Exper i ence d i c t a t e s  these 
nearby f i e l d s  w i l l  be o i l  p r o duc t i v e ,  nnd development  o f  these 
f i e l d s  w i l l  be encouraged i f  p i p e l i n e  t r a n s p o r t a t i o n  i s a l r e a d y  in p l a c e .  1 r e i t e r a t e ,  as s t a t ed  in ay J u l y  10 l e t t e r ,  t ha t  
Anerada Hess does not  seek to i n v o l v e  Jin any way the c r e d i t  o f  
the S t a l o ,  or  any S t a t e  a u t h o r i t y ,  in ITTo f i n anc i ng  o f  the 
N o r t h s t a r / S e a l  I s l a n d  P r o j e c t  through t h i s  p r o p o s a l .  Most 
i i a p o r t a n t l y , we r e c ogn i s e  t h a t  the p r o p o s a l ,  as wel l  as any 
a l t e r n a t i v e s ,  r e q u i r e  s u b s t a n t i a l  d i s c u s s i o n  and f u r t h e r  
d e f i n i t i o n .

As I f l ow  home a f t e r  our  meet ing ,  I was nuch d i scouraged 
wi th ay obv i ous  f a i l u r e  to e x p l a i n  adequa t e l y  our  Coapany's 
p r o p o s a l a .  Anerada Hess cannot go f o rward wi thout  your 
s uppo r t ,  We had no cho i ce  but to take the d i s a ppo i n t i ng  s t ep  
o f  h a l t i n g  f u r t h e r  e x p l o r a t o r y  work at  N o r t h c t a r / S e a i  I s l a n d .
My hope i s  t ha t  over  t i n o  we w i l l  be ab l e  t o demonst rate t,n you 
and your  s t a f f  the g r oa t  b e n e f i t s  to A l a s k a ,  not on l y  in j obs 
but in f u t u r e  r evenues ,  o f  p r o v i d i ng  i n c en t i v e s  f o r  sn=.ail f i e l d  
deve l opment , and so gain your  suppor t  f o r  the r equ i r ed  
l e g i s l a t i v e  program to secure such r e l i e f ,  I  l o ok  f o rward t o  
working wi th you and your  s t a f f  towards t h i s  goa l .

i
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F R O M ;

G a r r e y  JPcska 
C h i e f  o f  S t a f f

C 5 L . - Q ______
R o d  S ^ o p e  
S p e c i a l  S b a f f  A s s i s t a n t  

to  th e  G o v e r n o r

•, DATE: August 26, 19 87 jv*,

FIIONEi 465-3500
• r

S U B J E C T ;  R e q u e s t  f o r  i> i 
B r i e f i n g  M e e t i n g  
w i t h  t h e  G o v e r n o r

T h i s  m o r n i n g  I h e l d  a c o n f e r e n c e  c a l i / m e e t i n g  w i t h  C o m m i s s i o n e r  
M a l o n e  (in m y  o f f i c e )  a n d  L e n n i e  G o r s u c h  (on t h e  p h o n e  in 
A n c h o r a g e )  to d e b r i e f  o n  t h e  G o v e r n o r ' s  m e e t i n g  t h a t  o c c u r r e d  

Loon H o g g  earlier fchio Week,

I s s u e s  S u m m a r y

P o r  o u r  d i s c u B s i c n ,  w r  c o l l o c t i v o l y  a g r o o d  t h a t  th o  Go ve r n o r '  
s h o u l d  b e  b r i e f e d  as s o o n  as  p o s s i b l e  o n t w o  i s s u e s  t h a t  w e r e  
r a i s e d  a t  th e  m e e t i n g  w i t h  L e o n  H e s s .  S p e c i f i c a l l y ,  (1) a 1 
d e s i r e  b y  t h e  G o v e r n o r  to k n o w  m o r e  a b o u t  t h e  b a c k g r o u n d  a n d  
c r e d e n t i a l s  o f  a p e r s o n  n a m e d  K u r t ' W u l f f .  (as a p e r s o n  w h o  is 
r e p o r t e d  to b e  k n o w l e d g e a b l e  a b o u t  t h e  o i l  i n d u s t r y ) , a n d  (2) 
t h e  n e e d  for a d d i t i o n a l  i n f o r m a t i o n  a b o u t  L e o n  H e s s '  p r o p o s a l ,

L a u r a  h a s  t e n t a t i v e l y  s c h e d u l e d  a b r i e f i n g  f o r  9 iO 0~.9-‘3O a. m.  
i n t h e  m o r n i n g  f o r  t h e  G o v e r n o r ,  • ' 1 ’

■» N e e d  f o r  B r i e f i n g  ; ;

T o  b r i e f  t h e  G o v e r n o r  o n  h i s  r e q u e s t s  a n d  to l e t  h i m  k n o w  who. 
i9 f o l l o w i n g  u p  o n  h i s  c o n c e r n s / f r u s t r a t i o n s . He  a l s o  n e e d s  '• .
to };no*r a b o u t  n o m o  v e r y  r e c e n t  d i o c u o o i o n o  w i t h  potirolaum 
c o m p a n i e s  t h a t  o c c u r r e d  w i t h  L e n n i e  n n d J i m  E a s o n  (the 
d i s c u s s i o n s  a r e  r e l e v a n t  to  A m e r a d a  He ss)  b e f o r e  h e  t a k e s  a n y '  
i n d e p e n d e n t  a c t i o n s  o r  h a s  f u r t h e r  d i s c u s s i o n s  w i t h  a n y o n e  

r e l a t i v e  to t h i B  i s s u e .
t'f

F i n a l l y ,  t h e  G o v e r n o r  n e e d s  t o k n o w  a b o u t  e f f o r t s  u n d e r w a y  b y  
D N R  t o e x a m i n e  s p e c i a l  B t a t e  i n c e n t i v e s  as t h e y  r e l a t e  to  t h e  
h e a l t h  a n d  w e l l - b e i n g  o f  t h e  o i l  i n d u o t r y  at  b o t h  a n a t i o n a l
a n d  .local l e v e l .

i ».Tf.
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C u r r e n t  A g e n c y  I n v o l v e m e n t  ‘ ' • ;

D N R  a t a f f  w a s  a b l e  t o  b r i e f  t h e  Governor before t h e  m e e t i n g ’1 
w i t h  L e o n  H e s s ,  T h e  D e p a r t m e n t  o f  R e v e n u e  a l s o  p r o v i d e d  i n p u t  
a n d  h a s  b e e n  i n v o l v e d  i n  t h i s  e x e r c i s e .  T h e  issues i n v o l v e  . 
s t a t e  o i l  a n d  g a g  l e a s e s  a n d  s t a t e  r o y a l t y ,  i n t e r e s t  f r o m  
t h e s e  l e a s e s  w h i c h  in t u r n  d i r e c t l y  a f f e c t s  t h e  D e p a r t m e n t  of 
R e v e n u e  a n d  t h e i r  v a r i o u s  p r o j e c t i o n s .

Ctat.e P o l i c i e s  ' . •!
    , t

T h e  p r i n c i p a l  n t a t e  p o l i c i e s  i n v o l v e d  a r e  (1) th e p o l i c y  o f •| 
a d h e r i n g  t o  s t a n d a r d  c o n d i t i o n s  cf o u r  s t a t e  l e a s e s ,  a n d  (2) 
a l l o c a t i o n  c f  s t a t e  r o y a l t y  oi l,  i n t e r e s t  a n d  t a x e s .
O b v i o u s l y ,  t h e s e  p o l i c i e s  i n d i r e c t l y  a f f e c t  e t h e r s  t h a t  a r e  r : 
b e i n g  d e v e l o p e d  b a s e d  o n  a m o u n t  c f  r e v e n u e  b e i n g  r e c e i v e d  by; 

t h e  s t a t e  f r o m  o i l  a n d  g a s  d e v e l o p m e n t ,
• . ’ »• i

N e x t  S t e p  r- . :: {/
■ ■ ■ m ■ fca |f

T h e  G o v e r n o r  m a y  b e  g o i n g  t o ' W a s h i n g t o n ,  D . C ,  t h e  f i r s t  w e e k : 
in O c t o b e r .  A t  t h a t  t i m e  h e  m a y  w a n t  t o  m e e t  w i t h  K u r t  W u l f f ,  
L e o n  H e s s ,  e t c .  T h e r e f o r e ,  o u r  f o l l o w - u p  s h o u l d  b e  c o m p l e t e d  

b y  t h e n .  j

R e s o u r c e s  R e q u i r e d

G a r r e y  P e s k a  - 2 -  A u g u s t  26, 1987

i:

H o n e  . ■'! V
: *:j ?!

R e c o m m e n d a t i o n  , . -\i •;*

I :None . *■«<'!



DNR Briefing 
Governor Steve Cowper 

August 24 ,  1987

Leon Hess Meeting

- S t a t e  permits fo r  delineation dri l l ing on North Star Prospect

--Hess Proposa l

'P ipe l ine to TAPS 
'Roya l ty  de fe r ra l  
"Severance tax de fe r ra l

Takeda /  I liraki Meeting

—Alaska Pacific Re f ine ry  

—Fox Energy 

- G a s  Reserves Tax

In cen t ives / re l ie f  for industr ies in Alaska
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Rod Swope
Special Staff Assistant 

to the Governor

August 21, 1987

Seal Island Proposal

Hugh Malone, Commissioner 
Department of Revenue

I agree completely with the Department of Natural Resources reserve 
on the 5eal Island Project proposal as sat set out 1n document 0998E. 
There will be plenty of time after completion of delineation drilling to

evaluate the need of any subsidies to the lessee,

I would also point cut that our present severance tax ELF provides 
reduction 1n the tax rate for marginal cost production. The lessee's 
claim that a 15 percent severanco tax 1s too high Ignores this fact. In
audition the lessee can apply for exploration credits and royalty
eduction on meeting certain conditions under AS 38.05.180, which 1s also 

ignored by the lessee.

The proposal by the lessee should be reviewed after the delineation 
drilling 1s completed.

AGu 1 3 4 0 1 5 6



MEMORANDUM
DEPARTI 1EI1T OF NATURAL RESOURCES

to: Lennle Gorsuch
Deputy Commissioner

Sta.d of Alaska
DIVISION OF OIL AND GAS 

DATE: August 21, 1987

FILE NO: C O N F I D E N T I A L

FROM:^^ames
Director

- ft P
E. £ a s o n ^

TELEPHONE NO: 

SUBJECT:

762-2547

Preliminary Thoughts on 
the fless Proposal for 
Royalty and Tax Rel ief

This letter responds to your request for my preliminary thoughts on the Leon 
Hess proposal for Northstar royalty and tax relief. Because these are only 
preliminary thoughts, I will simply list them, without extensive analysis or 
careful organization.

* In addition to policy concerns, the extent of the legal constraints 'on 
legislative power to grant royalty and tax waivers are uncertain at this 
time. First, there may be a legal question whether a legislature has the 

authority to bind future legislatures on a tax matter, that is, a tax 
waiver may not be possible as a matter of law. Second, section 6(i) of 

the Alaska Statehood Act, the Alaska Constitution or the common law public 
trust doctrine may be interpreted to prohibit the waiver of royalties. In 

the 6(i) suit, Trustees for Alaska convinced the Alaska Supreme Court that 
section 6(1) of the Alaska Statehood Act requires rents or royalties for 
hardrock mining rights. The same ruling would apply to oil and gas rights 

in state "mineral lands" acquired under section 6 of the Statehood Act. 
Notably, the Alaska Supreme Court did not reach the issue as to whether 
the state constitution and the common law public trust doctrine require 

rental or royalty income. The case is still active (the state has 
petitioned the United States Supreme Court) and the Alaska Court could 
still reach the state law issues.

Hess proposes to "contribute" the pipeline as a 
asserts that his proposal would not "involve in 
state in the financing." (emphasis In original.) This 
the reality that the state could potentially pay much more,

"bonus" 
any way

fewer protections under the Hess proposal 
involved in the financing.

to the state, and 
the credit of the 
rhetoric obscures 

and have many
than if it were directly

If directly involved 1n' extending or guaranteeing credit, the state would 
have some control over the terms and extent of the project and could 
insist upon significant protections. These could include fixed loan 
limits, a definite loan term, fixed payments, a security interest and 
other protections. Instead, under the Hess proposal, the state is, at 
best, "buying" the pipeline (even that is not guaranteed, since there may 
never be any payout) for delivery at some unknown time in the future (when 
the useful life of the pipeline or field could be nearly over). The 
"price" to the state is substantial; 35 percent of the lease revenues (20 
percent royalty waiver plus 15 percent tax waiver). ' The total amount paid 
would guarantee recoupment of capital costs and interest to the 
leaseholders for both the pipeline and the field development.

A( iO 1 J 4 0 1 5 7



Lennle Gorsuch 
August 21, 1907 
Page 2

However, the state would gain title only to the pipeline. To be sure, the 
lessees would he contributing some of their share of lease revenues to 
project cost recoupment. However, some of their share of revenues would 
go to operating costs —  costs which they would have to cover out of their 
share before taxes and royalties are determined. This makes 1t extremely 
difficult (impossible??) to calculate how much of the pipeline (and field 
development) the state would be paying for, but it clearly would be 

a lot. Any characterization of the contingent conveyance of the pipeline 
as a "bonus" or "contribution" is entirely disingenuous.

* If the state entertained this proposal, it will have no principled way of 

refusing other resource developers the opportunity to subordinate state 
tax and royalty income t.o full recoupment of the development costs. It 
v/ould reverse a long tradition here, as well as in other mineral-producing 

states, of requiring that the royalty be free of costs and risks of 
development. For these reasons, this extraordinary proposal should 
probably be considered, if at al1, 1n tne context of general legislation 
which treats all state oil and gas (and coal and  gold and ???) lessees in 

the same manner.

* liess has clearly not revealed all the relevant Information he currently 
possesses, and even the data which he has revealed are clearly 
insufficient to provide the basis for Informed decision-making. Missing, 
but essential elements v/ould include the reserve estimates, cost 
estimates, price o t  mates, payout estimates and much more are essential 
pre-decisional ba ^und. Hess characterizes his offer as involving
short-term relief the oil companies 1n return for "long-term

benefits" to the state. However, there is no basis for concluding the 
relief will be short or limited in any way (especially monetarily), or 
that there will be b refits, let alone long-term ones. Unless Hess can 
predict the future wrt.i absolute certainty, he cannot defend these 
claims.

* Even if the state were predlsposed .to some sort of "relief", this 

particular proposal cannot be properly considered until more details are 
known. The interaction between this proposal and the unit agreement which 
would presumably govern development and cost-sharing with other lessees 
needs to be clarified. For instance, how would operating costs be 
determined and paid? The interaction betv/een this proposal and its 
impacts on federal royalty and taxes would have to be clarified. Will 
Hess ask for a similar waiver of federal royalties and taxes for those 
reserves underlying federal acreage? Many accounting details could have 
tremendous impact. How would overhead be treated? What rate of return 
should Hess be allowed for its capital contribution? How v/ould the tax 
value of depreciation of the field development facilities and pipeline be 
factored? Would the pipeline be a common carrier from the inception? How 
would tariff payments, designed to recoup pipeline development and 
overhead costs and provide profit, be treated under the Hess proposal?

A G O  L T ^ t O  L 5 U
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Page 3

As you know, pipeline tariffs are typically deductions from gross revenues 
for purposes of determining the net amount on which the royalty or tax 
percentage 1s taken. Here, presumably, tariff revenues would be applied 
at least partly to project cost recovery. Would the APUC's or FERC * s cost 
recovery schedule for tariff purposes control when the state might gain 
title to the pipeline and commence to receive royalties and taxes? Or, 
would some oil revenues be used to supplement tariffs to accelerate 
pipeline cost recoupment? Would the state's tariff on the pipeline (after 
it get. it) be limited to operating costs and profit because of the fact 
that the state would not get title until after all capital costs are 

recouped? Doesn't sound like much of a deal to me, particularly if the 
state is saddled with dismantling and removing the structure.

* At the time of the lease sale, iless won the leases by outbidding rivals

and paying the bonus. The bidding was based upon the understanding that
the bonus and rents only entitled a lessee to hold and explore the lease; 
prodi' .tion would carry a 20 percent £ost-free royalty burden, a tax burden 

and a net profit burden. Hess is propo~sTng— that the two major burdens, 
royalty and tax, be eliminated for a potentially unlimited
time— conceivably for the life of the field if prices were to fall 
sufficiently. Before this unprecedented post facto change is made to the 
state's leasing program, the impact on the Integrity of the leasing 
process should be caretully evaluated. I guess this could be 
characterized as a polite way of saying..."I can't 1 '::g!ne what the worth 
of any of our oil and gas leases might be after the virst step was taken."

* Hess proposes that the waivers terminate after payout on all capital 
expenses, with interest. Ilow would this proposal interact with 
reimbursement of operating costs, which presumably would be paid on a 
current basis from production income? Would overhead and profits be
all owed as part of the capital costs? As part of the operating costs?

* What safeguard or control would the state have on the amount of capital
costs and the rate of interest? ‘ ,;-

* What safeguards would the state have against imprudent or manipulative 
establishment of the amount of "lease revenues"? Under the lease, the 
state has protections to ensure proper royalty value. For instance, tne 
royalty value of production sold under a non-arin' s-1 ength contract would 
be valued at market value or contract price, whichever was higher. When 
there is no royalty due, some equivalent protection would be appropriate.

* The proposed legislation would be special legislation, restricted by 
Alaska Constitution, Article 11, Section 19. The last oil and gas-related 
special legislation, Conoco's SB 430 (1906), to lessen royalty obligation 
for Milne Point, did not pass the legislature. What, if.anything, is 
needed is a comprehensive marginal field statute, which addresses royalty
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and/or tax relief for all the state's marginal fields, with definition of 
marginality and limits on relief, rather than ad jioc "fixes". Royalty 
reduction restriction in AS 30.05.100(j ) wouldTUe superseded by the new 

• legislation (new legislation controls old legislation), but the exemption 
should be expressly stated to avoid litigation.

* The proposal to suspend royalty and tax until "payout" raises all the
horrors of administering HPSLs without the protections. There would be no 
regulations or base provisions to say which expenses (out-of-state 
expenses, overhead, etc.) went towards payout. Litigation would be likely 
no matter how the standards were expressed. Similarly, there would be no 

safeguards against "gold-plating11, where Hess builds large fancy 
facilities to transfer to a construction area or subsidiary to delay 
"payout".

As I said, these thoughts are not very well organized--my apology--but given 

the momentum this proposal seems to be gathering and the overwhelming 
downsides (in n\y parochial view), I thought 1t best to get some talking points 
on paper. I see the value of creating jobs— but not a jjjw jobs for a short 
period of time in exchange for the evisceration of the state's leases and the 
potentially gigantic revenue losses which.would follow. The state would 
literally need a new division to entertain all the proposals. Don't forger 
Exxon's shut-in "marginal field" at Pt. Thomson......

0989E

*
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Mr .  L e o n  H e s s  '
C h a i r m a n  o f  t h e  ‘B o a r d  
A m e r a d a  H e s s  C o r p o r a t i o n

A u g u s t  5, 1987

13 95 A v e n u e  o f  t h e  A m e r i c a s  i
h e w  Y o r k ,  N Y  1 0 C 3 6

D e a r  Mr . H e s s :

I e n j o y e d  t h e  o p p o r t u n i t y  to m e e t  w i t h  y o u  in J u n e  to 

d i s c u s s  y o u r  p r o p o s e d  a c t i v i t i e s  in A l a s k a .

Y o u r  l e t t e r  r e g a r d i n g  t h e  n e e d  f o r  l e g i s l a t i v e  i n i t i a t i v e s  

to r e l i e v e  t h e  N o r t h s t a r  p r o j e c t  o f  s t a t e  r o y a l t y  a n d  

s e v e r a n c e  t a x  b u r d e n s  j u s t  a r r i v e d .  I h a v e  a s k e d  s o m e  o f  m y

s u g g e s t i o n s  c o n t a i n e d  in y o u r  l e t t e r .  I w i l l  c o n t a c t  y o u  

o n c e  I h a v e  h a d  an  o p p o r t u n i t y  to c o n f e r  w i t h  m y  s t a f f .

I a m  h o p e f u l  t h a t  w e  v/ill b e a b l e  to w o r k  w i t h  y o u  to 

d e v e l o p  a m u t u a l l y  a c c e p t a b l e  a n d  b e n e f i c i a l  p l a n .

S i n c e r e l y ,

i

p r o f e s s i o n a l  a n d  t e c h n i c a l  s t a f f  in the  D e p a r t m e n t s  of  

N a t u r a l  R e s o u r c e s  a n d  R e v e n u e  to r e v i e w  t h e  p r o p o s a l  a n d

S t e v e  C o w p e r  
G o v e r n o r

bcc: C o m m i s s i o . i e r  J u d i t h  M. B r a d y  .
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

C o m m i s s i o n e r  H u g h  M a l o n e  
D e p a r t m e n t  o f  R e v e n u e

T o m  K o e s t e r ,  A s s i s t a n t  A t t o r n e y  G e n e r a l  
D e p a r t m e n t  o f  L a w

S C / R S / m w
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• H o n o r a b l e  S t e v e  C o w p e r  _ . i
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D e a r  G o v e r n o r  C o w p e r :  :

I a p p r e c i a t e  y o u r  t a k i n g  tirae f r o m  y o u r  b u s y  s c h e d u l e  to 

m e e t  w i t h  u s  to h e a r  a n  u p d a t e  o n  A m e r a d a  H e s s '  N o r t h s t a r  

P r o s p e c t  in t h e  B e a u f o r t  S e a .  W e  b e l i e v e  t h e  N o r t h s t a r  

P r o s p e c t  h a s  s i g n i f i c a n t  p o t e n t i a l  f o r  e c o n o m i c  b e n e f i t  b o t h  to 

o u r  c o m p a n y  a n d  to t h e  p e o p l e  of t h e  S t a t e  of A l a s k a .

S a d l y ,  t h i s  p r o j e c t  c a n  n e v e r  b e  b r o u g h t  to d e v e l o p m e n t ,  

g i v e n  t h e  c o l l a p s e  in w o r l d  c r u d e  o i l  p r i c e s  t h a t  o c c u r r e d  in 

1 9 8 0  a n d  t h e  c h a n g e d  e c o n o m i c  r e a l i t i e s  o f  t h e  o i l  b u s i n e s s ,  

u n l e s s  t h e  l e g i s l a t u r e  of t h e  S t a t e  o f  A l a s k a  r e c o g n i z e s  t h e  

n e e d  f o r  a n d  i m p l e m e n t s  r e a l i s t i c  d e v e l o p m e n t  I n c e n t i v e s .  A s  

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

a c t i o n s  to r e v i t a l i z e  e x p l o r a t i o n  a n d  p r o d u c t i o n  p r o g r a m s  

w i t h i n  t h e i r  b o r d e r s .  . :

' I n  1 9 7 9 ,  w h e n  b i d s  w e r e  s u b m i t t e d  f o r  t h e  F e d e r a l / S t a t e  

B e a u f o r t  S e a  O i l  a n d  G a s  L e a s e  S a l e  in w h i c h  t h e  N o r t h s t a r  

P r o s p e c t  l e a s e s  w e r e  a w a r d e d ,  t h e  w o r l d  p r i c e  o f  c r u d e  o i l  w a s  

. $ 3 5 . 0 0  p e r  b a r r e l .  P r o j e c t i o n s  w e r e  f o r  s t e a d i l y  i n c r e a s i n g  

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

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

a r e  c o m p l e t e l y  d i f f e r e n t .  In t h e  a f t e r m a t h  of t h e  

O P B C - i n s p i r e d  p r i c e  w a r ,  w o r l d  o i l  p r i c e s  s t a n d  in t h e  $ 2 0 . 0 0  

p e r  b a r r e l  r a n g e .  N o  o n e  r e a s o n a b l y  a n t i c i p a t e s  a r e t u r n  to 

w o r 1 d c r u d e  o i l  p r i c e s  o f  $ 3 5 .  0 0 p e r  b a r r e l  u n t i l  a t  l e a s t  
a T T c i  1 9 y 5 .

-  ■ *

T h a t  is w h y  u n d e r  c u r r e n t  . r e s e r v e  a s s u m p t i o n s  ' 

d e v e l o p m e n t  o f  t h e  - N o r t h s t a r  P r o s p e c t  is n o t  e c o n o m i c  a n d  w i l l  

n o t  o c c u r .  S i m p l y  p u t ,  witli a 2 0  \ r o y a l t y  b u r d e n  a n d  a 1 5 1  ‘ 

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

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

■Al-aska S t a t e  r o y a l t y  a n d  s e v e r a n c e  t a x  b u r d e n s .  W i t h o u t  s u c h  

r e l i e f ,  n o  c o m p a n y  c a n  p r o c e e d .  '. !

LEON HESS
C M 'im m  cI th« Oond
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I w a n t  to a s s u r e  y o u  t h a t  t h i s  is n o t  a m a t t e r  t h a t  is 

w i t h i n  o u r  c o m p a n y ' s  d i s c r e t i o n .  T h e .  d e v e l o p m e n t  o f  t h e  

N o r t h s t a r / S e a l  - I s l a n d  P r o j e c t  is a n  e n o r m o u s  f i n a n c i a l  

u n d e r t a k i n g .  P r e l i m i n a r y  d e s i g n  e s t i m a t e s  o y e r  a y e a r  a g o  

i n d i c a t e d  a ' t o t a l  c o s t  o f  a p p r o x i m a t e l y  $ 1 . 5  b i l l i o n .  A  

p r o j e c t  o f  t h i s  m a g n i t u d e  c a n n o t  b e  f i n a n c e d  f r o m  i n t e r n a l  c a s h  
f l o w  a n d  w i l l  r e q u i r e  s u b s t a n t i a l  b o r r o w i n g  f r o m  o u t s i d e

s o u r c e s  o n  a p i o j e c t  f i n a n c e  b a s i s .  P r o j e c t  f i n a n c i n g  w i l l  n o c  

b e  o b t a i n a b l e  u n l e s s  it c a n  be d e m o n s t r a t e d  to t h e  l e n d e r s  t h a t  

t ne p r o j e c t  w i l l  p a y  o u t  w i t h i n  a r e a s o n a b l e  p e r i o d  of t i m e  a n d  

t h a t  c a s h  f l o w s  f r o m  t h e  p r o j e c t  w i l l  be s u f f i c i e n t  to s e r v i c e

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

I k n o w  y o u  a r e  a w a r e  of t h e  s u b s t a n t i a ]  b e n e f i t s  to t he 

S c a r e  o f  A l a s k a  if t i n s  p r o j e c t  p r o c e e d s .  M a n y  j o b s  w i l l  b e

p r o v i d e d  b y  d e v e l o p m e n t  w o r k ,  t he c o n s t r u c t i o n  o f  p r o d u c t i o n  

f a c i l i t i e s  a n d  o n g o i n g  f i e l d  o p e r a t i o n s  d u r i n g  p r o d u c t i o n .  

A d d i t i o n a l  j o b s  w i l l ,  be c r e a t e d  b y  t h e  c o n s t r u c t i o n  o f  t he

s u b s e a  p i p e l i n e ,  as w e l l  a s  by o n g o i n g  p i p e l i n e  o p e r a t i o n s  o n c e  

p r o d u c t i o n  c o m m e n c e s  a t  t h e  N o r t h s t a r / S e a l  I s l a n d  f i e l d ,  a n d  

f u t u r e  f i e l d s  s e r v e d . - b y ' t h e  p i p e l i n e .  Ih.e A l a s k a  S t a t e  l e a s e s  

■ u y o i v e d  a r e  s u b s t a n t i a l  n e t  p r o f i t  l e a s e s ,  r a n g i n g  f r o m  9.11 to 

9 3 ’,, a n d ,  e v e n  w i t h  r o y a l t y  a n d  s e v e r a n c e  t a x  r e l i e f ,  

p r o d u c t i o n  a f t e r  p a y o u t  w i l l  g e n e r a t e  s i g n i f i c a n t  r o y a l t y  a n d  

s e v e r a n c e  t a x  r e v e n u e s .  O v e r  t h e  l i f e  o f  t h e  N o r t h s t a r / S e a l  

I s l a n d  f i e l d  t h e s e  l e a s e s  w i l l  b e  a s o u r c e  o f  s u b s t a n t i a l  

r e v e n u e  to t h e  S t a t e  o f  A l a s k a .

A l l  t h i s  w i l l  o b v i o u s l y  b e  l o s t  if d e v e l o p m e n t  n e v e r  
p r o c e e d s .

D u r i n g  o u r  m e e t i n g ,  y o u  r e q u e s t e d  a n  o u t l i n e  of o u r

p r o p o s a l s .  I e m p h a s i z e  t h a t  w h a t  is s e t  nit b e l o w  r e p r e s e n t s  

o n l y  o u r  p r e l i m i n a r y  t h i n k i n g ,  o u r  s u g g e s t i o n s  as to a p o s s i b l e  

a p p r o a c h .  It is a b a s i s  f o r  d i s c u s s i o n ,  a n d  y o U  a n d  y o u r  s t a f f  

w i l l  u n d o u b t e d l y  h a v e  y o u r  o w n  t h o u g h t s  a n d  ideas', w h i c h  w e

w e l c o m e .  M o r e o v e r ,  n o n e  o f  u s  w i l l  w a n t  to g o  f o r w a r d  to 

i n i t i a t e  t h e s e  l e g i s l a t i v e  p r o p o s a l s  u n t i l  o u r  d e l i n e a t i o n  

d r i l l i n g  p r o g r a m  o f  t h i s  c o m i n g  w i n t e r  s e a s o n  i s - c o m p l e t e d  a n d  

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

t h e  N o r t h s t a r / S e a l  I s l a n d  P r o j e c t .  In a d d i t i o n ,  t h e

N o r t h s t a r / S e a l  I s l a n d  P r o j e c t  w i l l  u l t i m a t e l y  be u n i t i z e d  a n d  

t h e  p a r t i c i p a t i o n  o f  o u r  p a r t n e r s ,  h o l d i n g  b o t h  F e d e r a l  a n d  

A l a s k a  S t a t e  L e a s e s ,  Is n e c e s s a r y  f o r  a n y  f i n a l  p o s i t i o n .

O u r  p r o p o s a l  i s  t h i s ;  . ’ ' 1 3 4 0 1 6 3

1. T h e  A l a s k a  S t a t e  L e g i s l a t u r e  m u s t  a d o p t  l e g i s l a t i o n
p r o v i d i n g  t h e  N o r t h s t a r / S e a l  I s l a n d  P r o j e c t  r e l i e f  f r o m  r o y a l t y  

a n d  s e v e r a n c e  t a x  o b l i g a t i o n s  f o r  a p e r i o d  of t i m e  u n t i l  f u l l

P a g e  2
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d e v e l o p m e n t  c o s t s  i n c l u d i n g  i n t e r e s t  a r e  p a i d  b a c k .  T h i s

l e g i s l a t i o n  s h o u l d  p r o v i d e :

“W a i v e r  o f  t h e  2 0 \ r o y a l t y  a c c r u i n g  to t h e  S t a t e  o f  

A l a s k a  o n  a l l  p r o d u c t i o n  i n  t h e  p e r i o d  p r i o r  t o  p a y o u t  o f  

p r o i  _t d e v e l o p m e n t  o s t s .  P a y o u t  w o u l d  be d e f i n e d  as f u l l

r e c o v e r y  o f  t o t a l  - c a p i t a l  i n v e s t m e n t  in t h e  p r o j e c t ,  w h i c h

w o u l d  i n c l u d e  p r i n c i p a l  a n d  a c t u a l  i n t e r e s t  p a i d  o n  p r o j e c t  

f i n a n c i n g .  R o y a l t i e s  o n  p r o d u c t i o n  s h o u l d  c o m m e n c e  a t  t h e  t i m e  
p a y o u t  is a c h i e v e d ,  a n d  a l l  p r o d u c t i o n  t h e r e a f t e r  s h o u l d  b e a r  

r o y a l t y  a t  t h e  f u l l  2 0 1  r a t e .

“W a i v e r  o f  t h e  1 S 1  s t a t e  s e v e r a n c e  t a x  o n  a l l  p r o d u c t i c r  

in t h e  p e r i o d  p r i o r  to p a y o u t ,  as a b o v e .  A s  w i t h  t h e  r o y a l t y  

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

3 5 1  r a t e  w i t h  r e s p e c t  t o  a l l  p r o d u c t i o n  a f t e r  p a y o u t .
II

2. T h e  l e g i s l a t i o n  w e  s u g g e s t  s h o u l d  c o n d i t i o n  w a i v e r

o f  t h e  r o y a l t y  a n d  s e v e r a n c e  t a x  o n  a n  a g r e e m e n t  to c o n t r i b u t e

t h e  s u b s e a  p i p e l i n e  s e r v i n g  t h e  N o r t h s t a r / S e a l .  I s l a n d  P r o j e c t  

to t h e  S t a t e  o f  A l a s k a ,  or t o  a n  a p p r o p r i a t e  A l a s k a  S t a t e  

a u t h o r i t y ,  u p o n  p a y o u t  ot t h e  N o r t h s t a r / S e a l  I s l a n d  P r o j e c t .  

T h e  p r o p o s e d  r o u t e  o f  t h e  s u b s e a  p i p e l i n e  is s h o w n  o n  tiie m a p  

w e  l e f t  w i t h  y o u  d u r i n g  o u r  v i s i t .

T o  f a c i l i t a t e  t h e  p i p e l i n e  c o n t r i b u t i o n :

“T h e  p i p e l i n e . y w o u l d  b e  c o n s t r u c t e d  w i t h  s u f f i c i e n t  

c a p a c i t y  s o  t h a t  it c o u l d  o p e r a t e  a s  a c o m m o n  c a r r i e r  p r o v i d i n g  

t r a n s p o r t a t i o n  f o r  f u t u r e  p r o d u c t i o n  f r o m  n e i g h b o r i n g  

p r o s p e c t i v e  o i l  f i e l d s  t o  P u m p  S t a t i o n  N o .  1.

“T h e  p i p e l i n e  w o u l d  b e  e s t a b l i s h e d  as a s e p a r a t e  e n t i t y .  

F i n a n c i n g  o f  p i p e l i n e  c o n s t r u c t i o n ,  e s t i m a t e d  a t  a p p r o x i m a t e l y  

$ 3 0 0  m i l l i o n ,  w o u l d  be u n d e r t a k e n  a t  t h e  s a m e  t i m e  os t h e  

f i n a n c i n g  f o r  t h e  N o r t h s t a r / S e a l  I s l a n d  P r o j e c t  p r o d u c t i o n  

f a c i l i t i e s ,  b u t  w o u l d  be t r e a t e d  a s  a n  e n t i r e l y  s e p a r a t e ,  

i n d e p e n d e n t l y  b a s e d  f i n a n c i n g  p a c k a g e .  T h e  S t a t e  o f  A l a s k a  

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

r e s p e c t  to t h i s  f i n a n c i n g .

“A m e r a d a  H e s s  w o u l d  b e  t h e  o w n e r  of t h e  p i p e l i n e  p r i o r  

to p a y o u t  of d e v e l o p m e n t  c o s t s  f o r  t h e  N o r t h s t a r / S e a l  I s l a n d  

P r o j e c t .  A m e r a d a  H e s s  w o u l d  a g r e e  to c o n t r i b u t e  t h e  p i p e l i n e  

to t h e  S t a t e  o f  A l a s k a  a t  t h e  t i m e  p a y o u t  w a s  a c h i e v e d ,  a n d  

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

c o n t r i b u t i o n  to t h e  S t a t e  o f  A l a s k a .

AGO 1340 lt>4
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“T a r i f f s  w o u l d  b e  e s t a b l i s h e d ,  a p p l i c a b l e  to a l l  u s e r s
i n c l u d i n g  t h e  N o r t h s t a r / S e a l  I s l a n d  P r o j e c t  a n d  f u t u r e  f i e l d  
d e v e l o p m e n t s .  T h e s e  t a r i f f s  w o u l d  p r o v i d e  a r e a s o n a b l e  p r o f i t  

t o  t h e  S t a t e  a f t e r  p r o v i d i n g  f o r  . t h e  c o s t s  of p i p e l i n e  

o p e r a t i o n  a n d  m a i n t e n a n c e .

O u r  p r o p o s a l  to c o n t r i b u t e  t h e  N o r t h s t a r  s u b s e a  p i p e l i n e  

to  t h e  S t a t e  o f  A l a s k a  is i n t e n d e d  to p r o v i d e  a b o n u s  to t h e  

S t a t e  o n c e  p a y o u t '  o f  t h e  N o r t h s t a r / S e a l  I s l a n d  P r o j e c t  - i s  

a c c o m p l i s h e d .  T h e  d i r e c t  a n d  i m m e d i a t e  b e n e f i t  w o u l d  b e  

t h r o u g h  t h e  t a r i f f s  r e c e i v e d  b y  t h e  S t a t e .  L o n g  terra, t h e

e x i s t e n c e  o f  t h e  p i p e l i n e  w o u l d  o f f e r  a n d  be a v a i l a b l e  as a n  
e c o n o m i c  i n c e n t i v e  f o r  tiie d e v e l o p m e n t  o f  o t h e r  n e a r b y  b l o c k s ,  

b o t h  F e d e r a l  a n d  S t a t e ,  w h o s e  d e v e l o p m e n t  m i g h t  o t h e r w i s e  b e  

u n e c o n o m i c  w i t h o u t  the b e n e f i t  of e x i s t i n g ,  n e a r b y  A l a s k a  S t a t e  

p i p e l i n e  t r a n s p o r t a t i o n  to P u m p  S t a t i o n  N o .  1.

T h i s  p a r t  o f  o u r  l e g i s l a t i v e  p r o p o s a l  o b v i o u s l y  r e q u i r e s  

a g o o d  d e a l  f f u r t h e r  d e f i n i t i o n ,  b u t  w h a t e v e r  i t s  f i n a l  f o r m  

o u r  s o l e  ai: a n d  o b j e c t i v e  w o u l d  b e  to p r o v i d e  a n  ' o n g o i n g

e c o n o m i c  b e n e f i t  t o  A l a s k a  t h o u g h  t h e  p e r m a n e n t  c o n t r i b u t i o n  o f  

t h e  p i p e l i n e  a n d  i t s  r e v e n u e s  to t h e  S t a t e .  I w a n t  to s t r e s s

t o  y o u  t h a t  w e  a r e  n o t  l o o k i n g  to i n v o l v e  in^ an_y w a y  t h e  c r e d i t

o f  t h e  S t a t e  l.i t h e  f i n a n c i n g  o f  t h e , . iTor tTis ta r / S e a  1 I s l a n d  

P r o j e c t  ir t h e  s u b s e a  p i p e l i n e .  C o n t r i b u t i o n  o f  t h e  p i p e l i n e  

t o  the S ; a t e  w o u l d  o c c u r  o n l y  a f t e r  a l l  N o r t h s t a r / S e a l  I s l a n i  

P r o j e c t  d e b t  a n d  s u b s e a  p i p e l i n e  d e b t  w a s  f u l l y  r e p a i d .

O u r  N o r t h s t a r  ‘l e a s e s  h a v e  1 9 9 0  e x p i r a t i o n  d a t e s .  

A. e rail a H e s s  lias a l r e a d y  e x p e n d e d  o v e r  $ 8 0  m i l l i o n  o n  

e x p l o r a t i o n  a t  N o r t h s t a r .  A m e r a d a  H e s s  m u s t  a c t  n o w  in t h e  

1 9 8 7 - 8 8  w i n t e r  s e a s o n  to d o  t h e  a d d i t i o n a l  d r i l l i n g  r e q u i r e d  to 

d e l i n e a t e  ‘‘the  N o r t h s t a r  P r o s p e c t ' s  c r u d e  o i l  r e s e r v e s .  

A m e r a d a  H e s s  w i l l  s p e n d  $ 4 0  t o  $ 5 0  m i l l i o n  o n  t h i s  d e l i n e a t i o n  

d r i l l i n g  p r o g r a m .

W e  n e e d  y o u r  A d m i n i s t r a t i o n ' s  c o o p e r a t i o n  in e x p e d i t i n g  

t h e  p e r m i t t i n g  p r o c e s s  f o r  t h i s  d r i l l i n g  a c t i v i t y .  H o w e v e r ,  if 

a f t e r  c o m p l e t i o n  o f  o u r  c o m p a n y ' s  d e l i n e a t i o n  d r i l l i n g  p r o g r a m ,  

l e g i s l a t i v e  r e l i e f  a l o n g  t h e  l i n e s  p r o p o s e d  is n o t  i n i t i a t e d  

a n d  s u c c e s s f u l l y  i m p l e m e n t e d ,  o u r  c o m p a n y  w o u l d  be m u c h  b e t t e r  

o f f  if t h e  p e r m i t s  w e r e  n e v e r  i s s u e d .

A m e r a d a  H e s s  b e l i e v e s  t h a t  t h e  c r u d e  o i l  r e s e r v e s  a t  

. N o r t h s t a r  a r e  a s u b s t a n t i a l  a s s e t  o f  t h e  S t a t e  o f  A l a s k a  t h a t  

s h o u l d  b e  d e v e l o p e d .  T h e  l o n g  terra b e n e f i t s  o f  b r i n g i n g  t he 

f i e l d  i n t o  p r o d u c t i o n  s h o u l d  n o t  b e  l o s t  b y  a - f a i l u r e  o f  t h e  
S t a t e  of A l a s k a  to p r o v i d e  t h e  s h o r t  t e r m  r e l i e f  f r o m  r o y a l t y  
a n d  s e v e r a n c e  t a x e s  r e q u i r e d  f o r  t h e  p r o j e c t  to p r o c e e d .

AGO 134-016 5
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G o v e r n o r  C o w p e r  
J u l y  10, 1 9 0 7

U n l e s s  y o u  a r e  c o n v i n c e d  a w o r l d  c r u d e  o i l  p r i c e  o f  $ 3 5  a 
b a r r e l  Is a r o u n d  the c o r n e r ,  a l e g i s l a t i v e  i n i t i a t i v e  a l o n g  t h e  
l i n e s  w e  h a v e  p r o p o s e d  is e s s e n t i a l ,  t h e  c r u c i a l  i n g r e d i e n t  

b e i n g  a . s u f f i c i e n t  e c o n o m i c  i n c e n t i v e  to p e r m i t  t h e  

N o r t h s t a r / S e a l  I s l a n d  P r o j e c t  to p a y  o u t . ’ W i t h o u t ’ p a y o u t  a t  a 

r e a s o n a b l e  d a t e  the p r o j e c t  c a n n o t  b e  f i n a n c e d  a n d  w i l l  n o t  b e  

u n d e r t a k e n .  T h e  S t a t e  o f  A l a s k a  w i l l  n o t  h a v e  t h e  b e n e f i t  o f  ,.-\r 

t h e  j o b s  a n d  f u t u r e  r e v e n u e s  f r o m  ‘r o y a l t i e s , ’ s e v e r a n c e  t a x e s  

• a n d  n e t  p r o f i t s  a c c r u i n g  to it a f t e r  p a y o u t  of. a s u c c e s s f u l . o i l  
f i e l d .  . • ‘ y  *.!

W e  h o p e ,  a f t e r  c o m p l e t i o n  o f  o u r  d e l i n e a t i o n  w e l l s ,  t h e  

i-j s u i t s  w i l l  b e  e n c o u r a g i n g ,  a n d  t h a t  y o u  w i l l  t h e n  a g r e e  to 

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

p r o j e c t  to p r o d u c t i o n .  . W e  s t a n d -  r e a d y  t o  w o r k  w i t h  y o u r  

A d m i n i s t r a t i o n  in f o r m u l a t i n g  a p l a n  w h i c h  y o u  c a n  e n d o r s e .

1

W
L e o n  He ss

’jf-

AGG 1340160



—

^£335E=»

RMERRDR HESS CDRPDRRTIDN

N O R T H S T A R  P R O S P E C T

PRESENTATION Fnr> G O V E R N O R  C O W P E R

AUGUST 1987 C O N F ID E N T IA L



RMERHDI-I HESS C O R PO R A TIO N  

NORTHSTAR PROSPECT
TABLE OF CONTENTS

PAGE N O . _______________ STEM___________
1 PROSPECT  WAP
2 PROSPECT  BACKGROUND
3 “ C ID S ”  PHOTOGRAPH
4 DRILL ING OUTL INE
5 PROSPECT  P IP EL INE  WAP
6 . ECONOMICS
7 PROPOSAL

SUPPLEMENTAL  ITEMS

PROPOSAL LETTER  
RESPO NSE  LETTER  
NOT ICE



69
1 

C^
f. 

I

O P E N

O PEN
SHELL \  

AMERADA HESS 30*A 
\  10/flA

A M E R A D A  H E S S  
8 I 93 NORTHSTAR IS >

O IL  W ELL 
3 5 0 0  BO PD  TEST

A M O C O  
2 I 90

LO CA T IO N  
.  N O . 1

. a A ^ .

BF-25 kA M E R A D /  H E S S  
2 I 90

O IL  W ELL 
•5750 B O F D  TEST

S H E L L  
2 I 90

E X X O N
8 I 93

A M E R A D A  H E S S  
2 I 90

• 2
O IL W ELL 
5 1 9 0  B O P D  TEST

A M E R A D A  H E S S  
8 / 93 T E X A S  E A S T E R N  

2 I 90

O IL W ELL 
2611  BO PD  TEST

GVVYDYR BA Y  UNIT

12 M ILFS

3 9 0 4 |X 8783S

AMERADA H E S S  
8 / 93

39 00

S O H IO  
8 / 93

A M O C O  
2 I 90

E X X O N  
2 I 90

ARCO  
2 / 90

NORTHSTAR PROSPECT
BF 24

S O H IO  
8 / 93 E X X O N  

8 I 93

L  O R Y  H O L E  

|<> 4

A M O C O  
2 / 90

R M E R R C R  H E S S  CD RPO RRTIO N  
N ORTHSTAR  P R O S P E C T  

B E A U F O R T  S E A ,A L A S K A
LEGFND:

B s z a m m  NORTHSTAR PROSPECT OUTLINE
   UNIT OUTLINE

"  DRILLING ISLAND
A  PROPOSED LOCATION
•  OIL WELL
O  ORY HOLE

-  -JO    WATER DEPTH (FEE T )
TRACT INFORMATION

• OPERATOR
• EXPIRATION DATE

BF 26

c h e v r o n /
2 I 90 /

W A G N E R  
7 I 92

A U G U S T  1 9 8 7  

a a f f lP I  I
PAGE 1



RMERRDFl HESS C U R P D R R TID N  

NORTHSTAR PROSPECT
BACKGROUND

• LOCATED 20 MILES NORTHWEST OF PUMP STAT ION NO. 1 m  40 - 45' OF W ATER .

• S ITUATED ON STATE  LEASES  OWNED BY AMERADA HESS CORPORATION AND TEXAS  
EASTERN  AND ON FEDERAL  LEASES  OWNED BY SHELL ,  MURPHY OIL AND AMOCO.

• SEAL  ISLAND CONSTRUCTED IN 1982 ON AMERADA MESS STATE  LEASE  BF-47.

• SEAL  NO. 1 DRILLED ON AMERADA HESS STATE  LEASE  BF-47 IN 1983 TESTED  4,750 
BOPD FROM 11,000 - FEET .

• CONF IRMAT ION WELLS  COMPLETED ON SHELL S MURPHY FEDERAL  TRACT BF-25 IN 
1984 AND TEXAS  EASTERN  STATE  LEASE  BF-5 7 IN 1S85.

• NORTHSTAR ISLAND WAS BUILT IN 1985 ON AMERADA HESS STATE LEASE BF-46 AND 
A CONF IRMAT ION WELL WAS  COMPLETED ON THIS  BLOCK CM 1986.

• OPERATIONS WERE  SUSPENDED IN EARLY 1986 WHEN WORLD OIL PR ICES  DECLINED 
AND AT THAT T IME  AMERADA HESS HAD INVESTED  $33,000,000.

• TWO ADDITIONAL WELLS ARE REQUIRED AT A COST OF APPROXIMATELY $40,000,000 
TO DEL INEATE THE RESERVES .

AUGUST 1987 PAGE 2
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R M ERR D R HESS C D R P G R R T inM  

NORTHSTAR PFtOGPEOT
D R I L L I N G

• AM ERA DA  HESS  HAS CONTRACTED  TO EMPLOY  A CO NC RETE  ISLAND  DR ILL ING  
SYSTEM ,  THE GLOR/3AR BEAUFORT SEA I, DURING THE 1987 - 1988 W INTER  DRILLING 
SEASON .

• THE GLOMAR BEAUFORT  SEA  I MUST BE MOVED ON LOCATION TO DRILL THE F IRST  
WELL  BY OCEAN GOING TUGS PRIOR TO ICE IN.

• THE  DR ILL ING  COMPANY  HAS N O T IF I ED  A M ER A D A  H ESS  THAT THE LAST 
P R A C T IC A B L E  DATE  TO COMMENCE  THE MOVE IS AUGUST  30, 1987. LETTER  
ATTACHED .

• DEADL INE  FOR AMERADA HESS TO AUTHOR IZE  DRILL ING COMPANY TO PROCEED  IS 
MONDAY, AUGUST 24, 1987.

• AM ERADA  HESS  CANNOT P R O C E E D W ITHOUT A 3S J R A M C E OF IN IT IA T IO N  AND 
SUPPORT OF LEG ISLAT IVE  REL IEF  FROM ROYALTY AND SEVERANCE  TAX .

—  — — — ——  I —  — —— — I ■ ■■   .  ■ — —

• DRILLING COMPANY MAY TERMINAL E CONTRACT ?F AMERADA HESS DOES NOT MEET 
MONDAY DEADL INE ,  AND REQUIRE AMERADA HESS TO PAY $ 1,000,000 IN DAMAGES.

AUGUST 1987 PAGE 4
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RM ERRDR HESS CDRPQRFH IDN 

NORTHSTAR PROSPECT
ECONOMICS

• DEVELOPMENT COSTS CURRENTLY EST IMATED  TO BE S 1,200,000,000.

• P IPEL INE  CONSTRUCT ION COSTS CURRENTLY EST IMATED  TO BE $300,000,000.

• DEVELOPP/iENT W ILL  REQU IRE  PROJECT  F INANC ING FROM OUTS IDE SOURCES .

• LENDERS WILL REQU IRE  PROJECT  CASS! FLOWS SUFF IC IENT  TO SERV ICE  DEBT AND 
INTEREST  AND TO PAY OUT CAPITAL INVESTMENT  WITHIN A REASONABLE  PER IOD 
OF TIME .

£

• WHEN OiL WAS $35.00 PER BARREL ,  STATE  L EA SES  CALLED FOR 20% ROYALTY 
BURDEN AND 15% S E V E R A N C E  TAX ,  PLUS NET  PRO F IT  SHARE  TO THE STA TE .  
AM ERADA  HESS S T A T E  LEASES  PROV IDE  NET  PRO F IT  SHARE  RANG ING  FROM 
91% TO 93%.

• UNDER CURRENT RESERVE  ASSUMPTIONS ,  PROJECT WILL NEVER PAY OUT, WITHOUT 
ROYALTY AND SEVERANCE  TAX REL IEF .

AUGUST 1987 PAGE 6



R M ER R D P H ESS C D R PO R R TID N  

NOR7 STAR PROSPECT
PROPOSAL

• STATE REL IEF  FROM ROYALTY AND SEVERANCE  TAX BURDENS UNTIL RECOVERY OF 
TOTAL CAP ITAL  IN V EST M EN T ,  INCLUD ING PR IN C IP A L  AND IN T EREST  PA ID  ON 
PROJECT  F INANC ING .

• AMERADA HESS WILL CONTRIBUTE SUBSEA P IPEL INE  SERVING THE PROJECT TO THE 
STATE  AT PROJECT  PAY OUT.

• PAST  E X P E R I E N C E  HAS PROVEN  THAT CONT IGUOUS  A C REAGE  W 'LL  BE  OIL 
PRODUCT IVE .

• P IPEL INE  WILL HAVE SUFF IC IENT  CAPACITY TO SERVE  AS A COMMON CARR IER  FOR 
FUTURE PRODUCTION FROM THESE  OIL F IELDS .

• TAR IFFS  WILL BE PAID E V ALL USERS ,  INCLUDING NORTHSTAR PROJECT,  PROVIDING 
NET PROF IT  TO THE ST .  TE  A FTER  COSTS OF P IPEL INE  OPERAT ION .

AUGUST 1P87 PAGE 7



RMERRDR HESS CORPORRTIDN

LEON HESS NEW Y0RK’ NE W  Y0RK 10036
Chamr.an ol ino Dojrd (2 1 2 ) 9 9 7 * 8 4 0 0

1185 AVENUE OF THE AMERICAS

J u l y  10, 1 9 8 7

P e r s o n a l  a n d  C o n f i d e n t i a l

H o n o r a b l e  S t e v e  C o w p e r

G o v e r n o r

S t a t e  of A l a s k a

P . O .  E o x A
J u n e a u ,  A K  9 9 8 1 1 - 0 1 0 1  

T e r r  G o v e r n o r  C o w p e r :

I a p p r e c i a t e  y o u r  t a k i n g  t i m e  f r o m  y o u r  b u s y  s c h e d u l e  to 

u e e t  w i t h  u s  to h e a r  a n  u p d a t e  o n  A m e r a d a  H e s s '  N o r t h s t a r  

P r o s p e c t  in c he B e a u f o r t  S e a .  W e  b e l i e v e  t h e  N o r t h s t a r  

P r o s p e c t  h a s  s i g n i f i c a n t  p o t e n t i a l  f o r  e c o n o m i c  b e n e f i t  b o t h  to 

c u r  e o n p a n y  a n d  to t h e  p e o p l e  of t h e  S t a t a  c f  A l a s k a .

S a d l y ,  t h i s  p r o j e c t  c a n  n e v e r  b e  b r o u g h t  to d e v e l o p m e n t ,  

g i v e n  t h e  c o l l a p s e  in w o r l d  c r u d e  o i l  p r i c e s  t h a t  o c c u r r e d  in 

1 9 8 6  a n d  t h e  c h a n g e d  e c o n o m i c  r e a l i t i e s  o f  t h e  o i l  b u s i n e s s ,  

u n l e s s  t h e  l e g i s l a . u r e  of t h e  S t a t e  of A l a s k a  r e c o g n i z e s  t h e  

n e e d  f o r  a n d  i m p l e m e n t s  r e a l i s t i c  d e v e l o p m e n t  i n c e n t i v e s .  A s  

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

a c t i o n s  to r e v i t a l i z e  e x p l o r a t i o n  a n d  p r o d u c t i o n  p r o g r a m s  

w i t h i n  t h e i r  b o r d e r s .

In 1 9 7 9 ,  w h e n  b i d s  w e r e  s u b m i t t e d  f o r  t h e  F e d e r a l / S t a t e  

B e a u f o r t  S e a  O i l  a n d  G a s  L e a s e  S a l e  in w h i c h  t h e  N o r t h s t a r  

P r o s p e c t  l e a s e s  w e r e  a w a r d e d ,  t h e  w o r l d  p r i c e  of c r u d e  o i l  w a s  

$ 3 5 . 0 0  p e r  b a r r e l .  P r o j e c t i o n s  w e r e  or s t e a d i l y  i n c r e a s i n g  

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

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

a r e  c o m p l e t e l y  d i f f e r e n t .  In t h e  a f t e r m a t h  o f  t h e  

O P E C - i n s p i r e d  p r i c e  w a r ,  w o r l d  o i l  p r i c e s  s t a n d  in t h e  $ 2 0 . 0 0  

p e r  b a r r e l  r a n g e .  No o n e  r e a s o n a b l y  a n t i c i p a t e s  a r e t u r n  to 

w o r l d  c r u d e  o i l  p r i c e s  o f  $ 5 5 . 0 0  p e r  b a r r e l  u n t i l  a t  l e a s t  

a l t e r  1 9 9 5 .

T h a t  is w h y  u n d e r  c u r r e n t  r e s e r v e  a s s u m p t i o n s  

d e v e l o p m e n t  o f  t h e  N o r t h s t a r  P r o s p e c t  is n o t  e c o n o m i c  a n d  w i l l  
n o t  o c c u r .  S i m p l y  p u t ,  w i t h  a 2 0 1  r o y a l t y  b u r d e n  a n d  a 1 5% 

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

T o  m a k e  d e v e l o p m e n t  e v e n  m a r g i n a l l y  v i a b l e ,  w e  n e e d  y o u r  

s u p p o r t  o f  l e g i s l a t i v e  i n i t i a t i v e s  to r e l i e v e  t h e  p r o j e c t  o f  

A l a s k a  S t a t e  r o y a l t y  a n d  s e v e r a n c e  t a x  b u r d e n s .  W i t h o u t  s u c h  

r e l i e f ,  n o  c o m p a n y  c a n  p r o c e e d .

A G O  1 3 4 0  17 6



P a g e  2

G o v e r n o r  C o w p e r

J u l y  10, 1 9 8 7

I w a n t  to a s s u r e  y o u  t h a t  t h i s  is n o t  a m a t t e r  t h a t  is 
w i t h i n  o u r  c o m p a n y ' s  d i s c r e t i o n .  T h e  d e v e l o p m e n t  o f  t h e  

N o r t h s t a r / S e a l  I s l a n d  P r o j e c t  is a n  e n o r m o u s  f i n a n c i a l  

u n d e r t a k i n g .  P r e l i m i n a r y  d e s i g n  e s t i m a t e s  o v e r  a y e a r  a g o  

i n d i c a t e d  a t o t a l  c o s t  of a p p r o x i m a t e l y  $ 1 . 5  b i l l i o n .  A  

p r o j e c t  o f  t h i s  m a g n i t u d e  c a n n o t  b e  f i n a n c e d  f r o m  i n t e r n a l  c a s h  

f l o w  a n d  w i l l  r e q u i r e  s u b s t a n t i a l  b o r r o w i n g  f r o m  o u t s i d e  

s o u r c e s  o n  a p r o j e c t  f i n a n c e  b a s i s .  P r o j e c t  f i n a n c i n g  w i l l  n o t  

be o b t a i n a b l e  u n l e s s  it c a n  be d e m o n s t r a t e d  to t he l e n d e r s  t h a t  

t n e  p r o j e c t  w i l l  p a y  out. w i t h i n  a r e a s o n a b l e  p e r i o d  o f  t i m e  a n d  

t h a t  c a s h  f l o w s  f r o m  the p r o j e c t  w i l l  b e  s u f f i c i e n t  to s e r v i c e  

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

I k n o w  y o u  a r e  a w a r e  o f  t h e  s u b s t a n t i a l  b e n e f i t s  to t h e  

S t a t e  o f  A l a s k a  if t h i s  p r o j e c t  p r o c e e d s .  M a n y  j o b s  w i l l  b e  

p r o v i d e d  b y  d e v e l o p m e n t  w o r k ,  the c o n s t r u c t i o n  of p r o d u c t i o n  

f a c i l i t i e s  a n d  o n g o i n g  f i e l d  o p e r a t i o n s  d u r i n g  p r o d u c t i o n .  

A d d i t i o n a l  j o b s  w i l l  be c r e a t e d  by t h e  c o n s t r u c t i o n  o f  t h e  

s u h s e a  p i p e l i n e ,  as w e l l  a s  b y  o n g o i n g  p i p e l i n e  o p e r a t i o n s  o n c e  

p r o d u c t i o n  c o m m e n c e s  a t  t he N o r t h s t a r / S e a l  i s l a n d  f i e l d ,  a n d  

f u t u r e  f i e l d s  s e r v e d  b y  t h e  p i p e l i n e .  T h e  A l a s k a  S t a t e  l e a s e s  

i n v o l v e d  a r e  s u b s t a n t i a l  n e t  p r o f i t  l e a s e s ,  r a n g i n g  f r o m  9 1 %  to 

9 3 % ,  a n d ,  e v e n  w i t h  r o y a l t y  .and s e v e r a n c e  t a x  r e l i e f ,  

p r o d u c t i o n  a f t e r  p a y o u t  w i l l  g e n e r a t e  s i g n i f i c a n t  r o y a l t y  a n d  

s e v e r a n c e  t a x  r e v e n u e s .  O v e r  t h e  l i f e  o f  t h e  N o r t h s t a r / S e a l  

I s l a n d  f i e l d  t h e s e  l e a s e s  w i l l  b e  a s o u r c e  of s u b s t a n t i a l  
r e v e n u e  t o  t h e  S . a t e  o f  A l a s k a .

A l l  t h i s  w i l l  o b v i o u s l y  b e  l o s t  if d e v e l o p m e n t  n e v e r  

p r o c e e d s  .

D u r i n g  o u r  m e e t i n g ,  y o u  r e q u e s t e d  a n  o u t l i n e  of o u r  

p r o p o s a l s .  I e m p h a s i z e  t h a t  w h a t  is s e t  o u t  b e l o w  r e p r e s e n t s  

o n l y  o u r  p r e l i m i n a r y  t h i n k i n g ,  o u r  s u g g e s t i o n s  as to a p o s s i b l e  

a p p r o a c h .  It is a b a s i s  f o r  d i s c u s s i o n ,  a n d  y o u  a n d  y o u r  s t a f f  

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

w e l c o m e .  M o r e o v e r ,  n o n e  o f  u s  w i l l  w a n t  t o  go f o r w a r d  to 

i n i t i a t e  t h e s e  l e g i s l a t i v e  p r o p o s a l s  u n t i l  o u r  d e l i n e a t i o n  

d r i l l i n g  p r o g r a m  o f  t h i s  c o m i n g  w i n t e r  s e a s o n  is c o m p l e t e d  a n d  

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

t h e  N o r t h s t a r / S e a l  I s l a n d  P r o j e c t .  In a d d i t i o n ,  t h e  

N o r t h s t a r / S e a l  I s l a n d  P r o j e c t  w i l l  u l t i m a t e l y  b e  u n i t i z e d  a n d  

t h e  p a r t i c i p a t i o n  o f  o u r  p a r t n e r s ,  h o l d i n g  b o t h  F e d e r a l  a n d  

A l a s k a  S t a t e  L e a s e s ,  is n e c e s s a r y  f o r  a n y  f i n a l  p o s i t i o n .

O u r  p r o p o s a l  is t h i s :

1. T h e  A l a s k a  S t a t e  L e g i s l a t u r e  m u s t  a d o p t  l e g i s l a t i o n  

p r o v i d i n g  t h e  N o r t h s t a r / S e a l  I s l a n d  P r o j e c t  r e l i e f  f r o m  r o y a l t y  

a n d  s e v e r a n c e  t a x  o b l i g a t i o n s  f o r  a p e r i o d  of t i m e  u n t i l  f u l l
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d e v e l o p m e n t  c o s t s  i n c l u d i n g  i n t e r e s t  a r e  p a i d  b a c k .  T h i s  

l e g i s l a t i o n  s h o u l d  p r o v i d e :

° Waiver o f  t h e  2 0 %  r o y a l t y  a c c r u i n g  to t h e  S t a t e  o f  

A l a s k a  o n  a l l  p r o d u c t i o n  in t h e  p e r i o d  p r i o r  t o  p a y o u t  o f
p r o j e c t  d e v e l o p m e n t  c o s t s .  P a y o u t  w o u l d  be d e f i n e d  a s J f u l i  

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

w o u l d  i n c l u d e  p r i n c i p a l  a n d  a c t u a l  i n t e r e s t  p a i d  o n  p r o j e c t  

f i n a n c i n g .  R o y a l t i e s  o n  p r o d u c t i o n  s h o u l d  c o m m e n c e  a t  t h e  t i m e  

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

r o y a l t y  a t  t h e  f u l l  2 0 %  r a t e .

“W a i v e r  o f  t h e  1 5 %  s t a t e  s e v e r a n c e  t a x  o n  a l l  p r o d u c t i o n  

in t h e  p e r i o d  p r i o r  t o  p a y o u t ,  a s  a b o v e .  A s  w i t h  t h e  r o y a l t y  

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

15 %  r a t e  w i t h  r e s p e c t  to a l l  p r o d u c t i o n  a f t e r  p a y o u t .

2. T h e  l e g i s l a t i o n  w e  s u g g e s t  s h o u l d  c o n d i t i o n  w a i v e r

o f  t h e  r o y a l t y  a n d  s e v e r a n c e  t a x  o n  a n  a g r e e i a e n t  to c o n t r i b u t e

t h e  s u b s e a  p i p e l i n e  s e r v i n g  t h e  N o r t h s t a r / S e a l  I s l a n d  P r o j e c t  

to t h e  S t a t e  o f  A l a s k a ,  or to a n  a p p r o p r i a t e  A l a s k a  S t a t e  

a u t h o r  i t y ,  u p o n  p a y o u t  of t h e  N o r t h s t a r / S e a l  I s l a n d  P r o j e c t .  

T h e  p r o p o s e d  r o u t e  of t h e  s u b s e a  p i p e l i n e  is s h o w n  o n  t h e  m a p

w e  l e f t  w i t h  y o u  d u r i n g  o u r  v i s i t .

T o  f a c i l i t a t e  t h e  p i p e l i n e  c o n t r i b u t i o n :

“T h e  p i p e l i n e  w o u l d  b e  c o n s t r u c t e d  w i t h  s u f f i c i e n t

c a p a c i t y  s o  t h a t  it c o u l d  o p e r a t e  as a c o m m o n  c a r r i e r  p r o v i d i n g  

t r a n s p o r t a t i o n  f o r  f u t u r e  p r o d u c t i o n  f r o m  n e i g h b o r i n g

p r o s p e c t i v e  o i l  f i e l d s  t o  P u m p  S t a t i o n  No. 1.

“T h e  p i p e l i n e  w o u l d  b e  e s t a b l i s h e d  as a s e p a r a t e  e n t i t y .

F i n a n c i n g  o f  p i p e l i n e  c o n s t r u c t i o n ,  e s t i m a t e d  a t  a p p r o x i m a t e l y

$ 3 0 0  m i l l i o n ,  w o u l d  be u n d e r t a k e n  at t h e  s a m e  t i m e  as t h e  

f i n a n c i n g  f o r  t h e  N o r t h s t a r / S e a l  I s l a n d  P r o j e c t  p r o d u c t i o n

f a c i l i t i e s ,  b u t  w o u l d  be t r e a t e d  as a n  e n t i r e l y  s e p a r a t e ,  

i n d e p e n d e n t l y  b a s e d  f i n a n c i n g  p a c k a g e .  T h e  S t a t e  o f  A l a s k a

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

r e s p e c t  to t h i s  f i n a n c i n g .

“A m e r a d a  H e s s  w o u l d  b e  t h e  o w n e r  o f  t h e  p i p e l i n e  p r i o r

to p a y o u t  of d e v e l o p m e n t  c o s t s  f o r  t h e  N o r t h s t a r / S e a l  I s l a n d  

P r o j e c t .  A m e r a d a  H e s s  w o u l d  a g r e e  to c o n t r i b u t e  t h e  p i p e l i n e  

to t h e  S t a t e  o f  A l a s k a  at t h e  t i m e  p a y o u t  w a s  a c h i e v e d ,  a n d  
w o u l d  e n t e r  i n t o  an a g r e e m e n t  to o p e r a t e  t h e  p i p e l i n e  a f t e r  its 

c o n t r i b u t i o n  to t h e  S t a t e  o f  A l a s k a .
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“T a r i f f s  w o u l d  b e  e s t a b l i s h e d ,  a p p l i c a b l e  to a l l  u s e r s  

i n c l u d i n g  t h e  N o r t h s t a r / S e a l  I s l a n d  P r o j e c t  a n d  f u t u r e  f i e l d  

d e v e l o p m e n t s .  T h e s e  t a r i f f s  w o u l d  p r o v i d e  a r e a s o n a b l e  p r o f i t  

to t h e  S t a t e  a f t e r  p r o v i d i n g  f o r  t h e  c o s t s  of p i p e l i n e  

o p e r a t i o n  a n d  m a i n t e n a n c e .

O u r  p r o p o s a l  to c o n t r i b u t e  t h e  N o r t h s t a r  s u b s e a  p i p e l i n e  

to t h e  S t a t e  o f  A l a s k a  is i n t e n d e d  t o  p r o v i d e  a b o n u s  t o  t h e  

S t a t e  o n c e  p a y o u t  of t h e  N o r t h s t a r / S e a l  I s l a n d  P r o j e c t  is 

a c c o m p l i s h e d .  T h e  d i r e c t  a n d  i m m e d i a t e  b e n e f i t  w o u l d  b e  

t h r o u g h  t h e  t a r i f f s  r e c e i v e d  b y  t h e  S t a t e .  L o n g  t e r m ,  t h e  

e x i s c e n c e  cf t h e  p i p e l i n e  w o u l d  o f f e r  a n d  be a v a i l a b l e  a s  a n

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

b o t h  F e d e r a l  a n d  S t a t e ,  w h o s e  d e v e l o p m e n t  m i g h t  o t h e r w i s e  be

u n e c o n o m i c  w i t h o u t  t h e  b e n e f i t  of e x i s t i n g ,  n e a r b y  A l a s k a  S t a t e  

p i p e l i n e  t r a n s p o r t a t i o n  to P u m p  S t a t i o n  N o .  1.

T h i s  p a r t  of o u r  l e g i s l a t i v e  p r o p o s a l  o b v i o u s l y  r e q u i r e s  

a g o o d  d e a l  o f  f u r t h e r  d e f i n i t i o n ,  b u t  w h a t e v e r  i t s  f i n a l  f o r m  

o u r  s o l e  a i m  a n d  o b j e c t i v e  w o u l d  be t o  p r o v i d e  a n  o n g o i n g

e t - o n u m i r  b e n e f i t  to A l a s k a  t h o u g h  t h e  p e r m a n e n t  c o n t r i b u t i o n  of 

t h e  p i p e l i n e  a n d  its r e v e n u e s  to t h e  S t a t e .  I w a n t  to s t r e s s

to y o u  t h a t  w e  a r e  n o t  l o o k i n g  to i n v o l v e  jja any^ w a y  t h e  c r e d i t  

of t h e  S t a t e  in t h e  f i n a n c i n g  of t h e  N o r t Y s t a r / S e a l  I s l a n d  

P r o j e c t  o r  t h e  s u b s e a  p i p e l i n e .  C o n t r i b u t i o n  of t h e  p i p e l i n e  

*.o t h e  S t a t e  w o u l d  o c c u r  o n l y  a f t e r  a l l  N o r t h s t a r / S e a l  I s l a n d

P r o j e c t  d e b t  a n d  s u b s e a  p i p e l i n e  d e b t  w a s  f u l l y  r e p a i d .

O u r  N o r t h s t a r  l e a s e s  h a v e  1 9 9 0  e x p i r a t i o n  d a t e s .  

A m e r a d a  H e s s  h a s  a l r e a d y  e x p e n d e d  o v e r  $ 8 0  m i l l i o n  on

e x p l o r a t i o n  a t  N o r t h s t a r .  A m e r a d a  H e s s  m u s t  a c t  n o w  in t h e  

1 9 8 7 - 8 8  w i n t e r  s e a s o n  to d o  t h e  a d d i t i o n a l  d r i l l i n g  r e q u i r e d  to 

d e l i n e a t e  the N o r t h s t a r  P r o s p e c t ' s  c r u d e  o i l  r e s e r v e s .  

A m e r a d a  H e s s  w i l l  s p e n d  $ 4 0  to $ 5 0  m i l l i o n  o n  t h i s  d e l i n e a t i o n  

d r i l l i n g  p r o g r a m . .

W e  n e e d  y o u r  A d m i n i s t r a t i o n ' s  c o o p e r a t i o n  in e x p e d i t i n g  

t h e  n e r m i t t i n g  p r o c e s s  f o r  t h i s  d r i l l i n g  a c t i v i t y .  H o w e v e r ,  if 

a f t e r  c o m p l e t i o n  o f  o u r  c o m p a n y ' s  d e l i n e a t i o n  d r i l l i n g  p r o g r a m ,  

l e g i s l a t i v e  r e l i e f  a l o n g  t h e  l i n e s  p r o p o s e d  is n o t  i n i t i a t e d  

a n d  s u c c e s s f u l l y  i m p l e m e n t e d ,  o u r  c o m p a n y  w o u l d  be m u c h  b e t t e r

o f f  if t h e  p e r m i t s  w e r e  n e v e r  i s s u e d .

A m e r a d a  H e s s  b e l i e v e s  c h a t  t h e  c r u d e  oil r e s e r v e s  at
N o r t h s t a r  a r e  a s u b s t a n t i a l  a s s e t  o f  t h e  S t a t e  o f  A l a s k a  t h a t  

s h o u l d  be d e v e l o p e d .  T h e  l o n g  t e r m  b e n e f i t s  of b r i n g i n g  t h e  

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

S t a t e  of A l a s k a  to p r o v i d e  t h e  s h o r t  t e r m  r e l i e f  f r o m  r o y a l t y  

a n d  s e v e r a n c e  t a x e s  r e q u i r e d  f o r  t h e  p r o j e c t  to p r o c e e d .
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Unless you are convinced a wor l d  crude o i l  p r i ce  o f  $35 a 
b a r r e l  i s around the c o r n e r ,  a l e g i s l a t i v e  i n i t i a t i v e  a l ong the l i n e s  we have proposed i s  e s s e n t i a l ,  the c r u c i a l  i ng r ed i en t  
being a s u f f i c i e n t  economic i ncen t i v e  to perm i t  the 
No r t h s t a r / S e a l  I s i and P r o j e c t  to pay ou t .  Wi thout  payout  at a 
r easonab l e  date the p r o j e c t  cannot be f i nanced and w i l l  not be 
under t aken .  The Sta te  o f  Alaska w i l l  not have the b e n e f i t  o f  
the j obs and f u t u r e  revenues f rom r o y a l t i e s ,  severance taxes 
and net p r o f i t s  accruing t o  i t  a f t e r  payout o f  a s ucces s f u l  o i l  f i e l d .

We hope,  a f t e r  compl e t i on o f  our d e l i n e a t i o n  w e l l s ,  the 
r e s u l t s  w i l l  be encou r ag i ng , and t ha t  you w i l l  then agree to 
sponsor  the . i n i t i a t i v e s  r equ i r ed  to br i ng th i s  impor tant  
p r o j e c t  t.o p r oduc t i on .  We s tand ready to work wi th your 
Admin i s t r a t i on  in f o rmu l a t i ng  a pl an which you can endorse-.

L e o n  H e s s

if

a g o  1 3  A  0 1 8  0



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

O r r i C E  OF  T H E  G O V E R N O R
J u n e a u

A u g u s t  11, 1987

Mr. L e o n  H e s s  
C h a i r m a n  of  the B o a r d  
A m e r a d a  H e s s  C o r p o r a t i o n  
1155  A v e n u e  o f  the  A m e r i c a s  
N e w  Y o r k,  N Y  1G036

D e a r  Le on,

M y  s t a f f  is in the p r o c e s s  of  e v a l u a t i n g  the  p r o p o s a l  w h i c h  
y o u  s e n t  to me  r e c e n t l y .  I e x p e c t  to g e t  b a c k  to y o u  as 
s o o n  as w e ' v e  d i s c u s s e d  the m a t t e r  in d e p t h .  E x c e p t  for a 
fe w  s e l e c t e d  C o m m i s s i o n e r s  and  s t a f f e r s ,  t h i s  p r o p o s a l  is 
c o n f i d e n t i a l .

.1 h o p e  y o u ' r e  h a v i n g  a g o o d  s um me r,  and t h a t  the J o t s  are 
g e t t i n g  i n t o  shape.

S t e v e  C o w p e r  
G o v e r n o r

c c : Ro n  Bi r c h ,  W a s h i n g t o n ,  DC
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Thomas E. Shorr 
President

Mr. P. A. D y s e r t  
A m e r a d a  H e s s  C o r p o r a t i o n  
1185  A v e n u e  o f  the A m e r i c a s  
Ne w Y or k,  N e w  Y o r k  1 0 0 3 6

Rc: G l c m a r  B e a u f o r t  S e a  I
T u r n k e y  D r i l l i n g  C o n t r a c t  
D a t e d  10 J u l y  1 9 8 7

G e n t l e m e n  :

S i n c e  we h a v e  b e e n  u n a b l e  to re ach  a g r e e m e n t  as to the date 
by w h i c h  A p p l i e d  D r i l l i n g  T e c h n o l o g y  Tne- ("A D T i ") s h a l l  c o m m e n c e  
•iebailasting o p e r a t i o n s  o f the G lo m a r  B e a u f o r t  Sea 1 for p u r p o s e s  
of m o b i l i z i n g  the d r i l l i n g  un it  to y o u r  d r i l l i n g  l o c a t i o n ,  we 
h e r e b y  r e s p e c t f u l l y  g i v e  n o t i c e  p u r s u a n t  to S e c t i o n  4.9 o f  the 
a bov e s u b j e c t  C o n t r a c t  that the l a s t  p r a c t i c a l  d a t e  for 
c o m m e n c e m e n t  cf such deb. l a s t i n g  o p e r a t i o n s ,  t a k i n g  i n t o  
c o n s i d e r a t i o n  w e a t h e r  c o n d i t i o n s  and a v a i l a b i l i t y  of s u i t a b l e  
tugs, is 30 A u g u s t  19 87 . M a y  we p l e a s e  ha ve  y o u r  c o n c u r r e n c e  to 
p r o c e e d  w i t h  s u c h  m o b i l i z a t i o n .

Y o u r  c o o p e r a t i o n  ir. this r eg a r d  is g r e a t l y  a p p r e c i e t e d .

T E S / R N P / k e c

c: Mr. C. R. R i c h a r d
A m e r a d a  H e s s  C o r p o r a t i o n
P. 0. B o x  2040
T u l s a ,  O k l a h o m a  7 4 1 0 2

W e  C o n c u r :

A m e r a d a  H e s s  C o r p o r a t i o n

T.' E. S h o r t  
P r e s i d e n t

By

AGO 1340182



MEMORANDUM
DEPARTMEll r OF HfTUUAL RESOURCES

Staie of Alaska
D iv i s i o n  OF OIL Alll) GAS

to: James E. Eason date: January 0, 1900
l)i rector

FILE NO:

TELEPHONE NO: 762-2509

SUBJECT:

Petroleum Economist '

One point overlooked in the Amerada lless discussion is the "savings" already 
transferred to Amerada lless by the state as a result of the net profit bidding 
system eni| iyed in Sale 30. At the date of the sale (12/12/79), price 
expectaliii were extremely bullish. The Iraq/Iran war had been underway for 
a few weeks and spot oil prices, reflecting the uncertain outlook of the war, 
were in the $35.00 to $40.00 a barrel range. F ^ k e t  contract prices were 

‘moving up, arid many price forecasters saw no end in sight. For example, the 
March 1900 Department of Revenue forecast projected the price of Saudi Marker
Crude at $46.43 in 1905, $57.91 in 199G, and $1J3J7 in 1996 (a perfect
example of the power of compounding). Parenthetically, yesterday's 
(7 January 00) Saudi spot price was $16.4(5.. Markets have little tolerance for 
liio compounding process. This forecast was not, by any means, off the 

wall--bill represented a "middle of the pack" estimate.

The petroleum potential of the Beau fort Sea looked extremely attractive 
(profitable) with the price expectations of the period. Against this 
background, the winning bidders at Seal Island paid a total of $19.2 million 
in bonus payments for the state tracts overlying the prospects. Amerada lless 
paid $6.9 million for its two tracts. In addition, tlie net profit share (UPS) 
bids ranged from 05.26% to 93.2$.

At that time, our analysis indicated that the same tracts, if sold on a bonus 
l)i7ri)asis~wi III a 20% royalty, were worth an estimted $333 million, and 

possibly much more, lhe state/federal price assumptions used for the presale
analysis were relatively conservative.

Duo could argue l.hat the IIPS bidding system permitted "savings" to the winning 
bidders of approximately $314 million. Specifically, Amerada lless paid.$6.9 
million for tracts the state estimated to be worth about $120 million. Thus, 
IIPS bidding saved Amerada lless over $113 million, and possibly much more. In 
fact., it is not clear that Amerada lless possessed the financial resources to 
win the tracts under a conventional leasing system. The major North Slope 
operators (ARCO, Sohio, Exxon) had deeper pockets, and were clearly better 
positioned to hid higher cash bonuses had the cash bonus been the bidding 
variable for the state tracts, as it was for the adjacent federal tracts 
overlying the Seal Island structures.

As a conceptual exercise, one can compute the true savings to Amerada lless by 
looking at what the $113 million could have earned them over the eight year 
time period since the sale. At a 10% rate of return (ROR), Amerada lless would 
have earned almost $129 mil ion since the sale. If their ROR was 15%, their 
earnings would approach $233 million.



James E. Eason 
January 8, 1988 
Page 2

Thus, to this point in time the major sacrifice has been by the state in 
foregone bonuses and Permanent Fund contributions, including potential 
interest earnings. The Permanent Fund share of the estimated foregone bonuses 
would be $78.5 million. This amount would have accrued to $219.53 million by 
January of this year. '

The current proposal appears to extend the state's sacrifice to a "foregone" 
conclusion.

Attachment »

! 259E
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MEMORANDUM State of Alaska
DEPARTMENT OF NATURAL RESOURCES 
DIVISION OF OIL AMO GAS 

to. James E. Eason 
Oi rector

date: February 19, 1900

FILE NO:

f r o m.Ed Phillips ^

TELEPHONE NO: 762-2509

SUBJFCT:

Petroleum Economist

110 ‘171 introduced by Representative Gruenberg appears to be a cl cue of an 
earlier proposal offered to the state by Leon lless for royalty and tax 
relief at Seal Island. 110 471 would generalize the applicability of royalty 
ami tax relief to otiter ilorlh Slope "reserves" particularly Pt. Thomson and 
Wert Sak. In an earlier memo the lless Proposal and its cost in barrels of 
oil for the Seal Island prospect only was specifically analyzed. With minor 
•changes that analysis i's produced below. The issues raised in the analysis 
are still valid. The fiscal cost of applying the proposed statute could be 
substantial and the gains possibly chimerical.

As is often the case, the potential "costs" of the proposal are more easily 
discernible than the potential benefits. The potential "costs" of the 
proTisal are the foregone royal ties and taxes. These would amount to about 
25 l.o 31)% of the gross production for the period before capital recovery or 
December 31, l‘)'J9, whichever is less. These revenues would be forgiven 
during the peal, production phase of the typical field. The potential 
benefits result from transforming fields from submarginal status to 
prof; fable, lliis transformation in itself does not assure that benefits 
equal or exceed costs. In some cases, the forgiveness may only shift 
forward by a year or two a particular field's development. In this case 
it's hard to argue the wisdom of the forgiveness. In other cases the 
forward shifting of development and production may be much more dramatic. 
Until we have more evidence of which phenomenon is more likely it will be 
exceedingly difficult to assess the potential benefits of this proposed 
legislation.

1. Recoverable reserves at North Star/Seal Island are estimated to he
350 million barrels. State leases have an estimated 00% of recoverable 
reserves. The remaining reserves are on federal leases.

2. Project must earn after tax 10% real rate of return to be feasible.

3. All state leases have 20% royalty rate.

4. Peak production at 100,000 barrels a da'/ through first four years, then 
production declines at 15% per year. Total field life is 16 years.

5. Time value of production is evaluated at three interest rates, 5%, 10%

Assumptions

6. Price assumed to be constant so that analysis is done in terms of 
barrels of oil. This is the index number for measuring costs.
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1'
1'

4.

Methodology

Compute the present value of production as of time zero. Then lag time 
zero for various delays that apply discount factors to the delays. The 
present value is stated in terms of "discounted" barrels. For example, 
the present value of 350 million barrels of oil produced over a sixteen 
year period at 5'i discount equals approximately 217 million barrels of 
oil as a present value equivalent. At 10'i this value drops to 192 
million barrels, and at 157, 171 million barrels. (The method used for 
these calculations is readily found in Hewendorp, Paul D. "Decision 
Analysis for Petroleum Fxnloration," Petroleum Publishing Company, 
Tulsa, Ok 1 ahoma,'TDT4, Appendix I, pp: 651 -659.)

Payback (recovery of invested capital) was estimated by two methods. 
First, the "Rule of 72" was used. This "rule" allows one to estimate 
payback by dividing the rate of return into the number 72. For example, 
if a particular investment earns 1(U per year, it will payback in 
approximately 7.2 years. The "Pule of 72" is a quick and dirty way to 
compute doubling times for compound interest rates. The other method 
used w s to divide the rate of return into 100. This works reasonably 
well for uniform cash flows. (This method is illustrated in Magill, 
Robert E., "Exploration Economics," Petroleum Publishing Co., Tulsa, 
Oklahoma, 2na Ed,, 1979, pp. 83-04.) Finally, doubling times r.or 
compound interest were computed directly. These techniques will yield 
estimates of undiscounted payback on original investment, thus they 
represent minimal estimates of payback periods. Capital recovery 
calculations permit payback with imputed interest and represent a 
maximum estimate of payback.

This analysis does not forecast a rate of return fnr Seal Island. It 
only examines the conditional statement that if Seal Island earns X rate 
of return, then payback will take approximately Y years. This 
proposition is evaluated for 10 and 15 percent rates of return (ROR). 
This methodology can be used f^r any ROR.

"Cost" to the state is measured in terms of undiscounted oil as well as 
the present value of royalty barrels foregone during payback period 
under the IJorth Star (Seal Island) proposal. This simple methodology 
can easily be extended to include severance taxes. The inclusion of 
these taxes adds about 50r$ to the annual cost estimates, but shortens 
the payback period. Another potential "cost" to the state is from the 
delay in development and production at Seal Island due to submarginal
economics attributable 
delay cost is measured- 
1554 discount rates.

to state's royalty and severance taxes, 
for 5, 10, 15 and 20 year delays, at 0,

This 
5, 10 and

Caveat: This methodology is admittedly crude, but very little data are
available to justify a more sophisticated, yet questionably more 
accurate approach. Tlis approach will, at least, frame the discussion 
in more analytical terms.
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Results

Given an assumed 350 million barrels of recoverable reserves, the 
state's 20“ royalty share v/ould be 56 million barrels of undiscounted 
oil. (This total could be as high as 84 million barrels with the 
inclusion of the severance tax.) In discounted barrels this claim drops 
to 34.6 million barrels at 5%, 30.7 million at 101S and 27.4 million at 
15‘i if the field could start producing as of today.

Table I

Present Value Parrels 
Royalty Share

Discount
Rates 0 Years 

(mil 1 ions 
of Bill s)

Delay Times 
5 Years 10 Years 

(millions (millions 
of Bills) of BBTs)

15 Years 
(millions 
of BLils)

20 Years 
(mill ions 
of BBls)

0 56 56 56 56 56

5 34.6 27.1 . 21 .2 16./ 13.1

in 30.7 19.1 11.0 —
I

4.6

15 27.4 13.6 6.8 3.4 1.7

2. The reality of Seal Island economics 
columns one and two as possibilities.

and construction schedules 
The maximum gain to the

vitiate 
state if

the delay is reduced by 10 years, is 
barrels of oil (Column 3 minus Column 5 at a 5^ discount rate). At 
discount rates of 10 and 15 percent the gain associated with expedited 

development is less.

What is the royalty "cost" to the state of waiting until payback in order 
to capture this "gain"? The cost depends upon the rate of return on 
investment. If the rate of return is lO.i, simple payback can take from 
7.2 years by the "Rule of 72" or 11.5 years if operators are allowed a 10^ 
rate of return on their inves^^ot before payback is complete. This would 
imply a minimum of 76“ of recovera. Te reserves or about 16.1 million 
present value royalty barrel s (42 mi ."Hon actual barrels) would~he 
produced at no royalty value to the state. The maximum estimate v/ould be 
about 17.4 million royalty barrels (46 million actual barrels). This 
means that about. G2Z of the field's recoverable reserves would be produced 
before the state would begin to receive its royalty share. The "actual" 
barrel estimates were derived from the field's estimated production 
profile as stated in Assumption 4.
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At higher rates of return, simple (interest free) payback is less 
onerous. Payback can be achieved in five years if the project earns 15%. 
With this ROR payback even with imputed interest of 10% is achieved in 
about eight years. The cost is between 12.5 to 15.6 million present value 
royalty barrels (28.6 million to 41 million actual barrels).

In'.uding a severance tax forgiveness does not change the actual barrel 
sacrifice by the state, but it does increase the present value barrel 
cost. This result follows directly from the greater "upfront" sacrifice 
by the state at peak production rates. The implied gain is faster 
payback, hence earlier reimposition of the royalty and severance tax.

Thus, for the present value equivalent of a<- roximately 16 to 17 million 
barrels, (42 no 46 million actual barrels) one could argue that production 
would bo hastened by 10 years. But that would be giving the operator 
benefit of all of the best assumptions. What if, in reality, the state 
was only purchasing a year or two in expedited development? The coot is 
still the same, but the benefits decline considerably. Whereas costs were 
only double the benefits where production was hastened by If) years 
•16 million cost, 8 million benefits), the benefits approach zero as the 
delay difference declines. Suppose allowing payback only reduced delay by 
5 years from 15 to 10 years, then the gain is only 4.5 million present 
valui bbls at most. (Column 3 minus Column 4.) If production was only 
affected by one year, the benefit is reduced to 1 million barrels. The 
cost is still 16 million barrels.

Some caveats are important. The preliminary results outlined here may be 
sensitive to assumptions about f'eld size and decline rates. Riven 
economics of scale and concomitant longer, peak production periods, it is 
likely that payback would occur earlier for a significantly larger field. 
(This effect would follow from a higher ROR associated with the larger 
field.) A rapid real increase in oil prices would also change this result 
by increasing the ROR, The relationship between the ROR and payback would 
not change.

Conclusion

1. For a minimum royalty oil cost of 28.6 to 46 million barrels the state may 
get something.

2. Unless real oil prices substantially increase, the state will receive no 
royalty payments from the proposed development in this century.

0307P
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MEMORANDUM State of Alaska
TO. Jim Eason 

Di rector

from. Mike Kotowski.)^^^ 
Petroleum Engineer

DATE. February 26, 1988

FILE NO: 

TELEPHONE NO: 

SUBJECT:

(907) 762-2546

Potential Hydrocarbon 
Areas Subject 
to HB 471

The following are areas of the state where hydrocarbon discoveries have been 
made, but have net produced in commercial quantities to date. These are 
known areas that have the potential of being subject to the criteria set forth 
in HB 471, Fifteenth Legislature - Second Session.

Area Estimated Recoverable Royalty Interest
Hydrocarbcns (Millions of Barrels)

Seal Island/North Star

Cwydyr Bay 

tliakuk

.-Vint Thomson 

West Sak Sands 

Colville Delta

300

10

57

350 (oil and gas condensate) 

3000 

Unknown

20% with 
Net Profit Share

12.5%

12.5%

12.5%

12.5%

12.5%

It should be noted that under a strict interpretation of parts of HB 471 
Sec. 3., two areas, the West Sak Sands and Point Thomson, may not qualify for 
tie proposed royalty and severance tax relief. IIB 471 Sec. 3. states in part

" (cc) Upon application by a lessee of a lease covered by this section, 
the commissioner shall temporarily waive the royalty requirement of a 
lease, if the lessee demonstrates that

(2) commercial production from the lease lias not yet begun;

(4) exploration of the lease has delineated oil reserves."

Some of the Kuparuk River Unit leases are producing commercially from the 
Kuparuk formation. As these leases are also underlain by the West Sak Sands 
and the West Sak is not presently in commercial production, would the future 
royalty production from the West Sak on these leases be waived by this bill?

tv* not A in .'v  in - 7 * i

aa— — —
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Also, item (4) specifically addresses delineated oil reserves. The present 
central area development plans for the Point Thomson Unit call for possible 
gas cycling that permits gas liquid production prior to major gas sales.
Does the specific reference to delineated oil reserves in this section of the 
bill preclude the gas cycling with gas liquid production development option?
In other words, would leases with gas and gas liquid production qualify for HB 
471 relief?

Finally, under the most liberal interpretation of the criteria in Sec. 3., up 
to 487 million barrels of royalty hydrocarbons would be waived by HB 471.

31311A



o
C AW O F F I C E S

B i r c h . H o r t o n . B i t t n e r , P e s t i n c e r  a n d  A n d e r s o n A PROFESSIONAL corporation

HSS CONNECTICUT AVENUE, N.W. iUITE 1200 • WASHINGTON, O.C. 20030 • 12021 G50-5000 • TELECOPIER (202) 059-1027

X(VIM J. ANOEPSON 
ICO* 0 V. ANOCWSON** 
LUANN C. BAILEY 
e o n a l o  O.  m n C H 1* 
william h . b i t t n c r*' 
HA7MOYN a . B O C A  
C o p y  p. oonacsON 
HOONCY B. C*nMANM  
JOSEPH M. CHOMSAl" 
**ATn.CK a. COLE 
PAUL L OlLLOM

AIM DUNN 
epic a. cisrw*'
JOSEPH W  EVANS** 
WILLIAM W  CAPNEP*
jomn w aniGas'* 
BICHAPD G m AGGAPT* 
mal p. HOHTON** 
CA«OL A. JOHNSON** 
MAPC W  JUNE 
PawClA P *EllEy 
MINOT P. KOPNOCnG

G a r y P. LCTCncn 
STANLEY T. LCW»5
jcrrPCY d . l o w c n t c l s ** 
jcrrncv m i l l e r* 
m i c m a e l  j p a p .s c  
S u z a n n e  C. p c S tinGEP** 
TIMOTHY j , PETUMCn OS
m a p c y  m . PCMUCnCCP*
MICHAEL V REUSING 
CliSa o e t m  h  I.OSS'*
C. BUOO SIMPSON

STEPHEN r. SOOCNSCN 
SHCRIOAN STPICKLANO** 
JONATHAN K. TILL»NGm *ST 
DANIEL W  WCSTEPBUMG 
T. HENRY WILSON

'O.C. DAP O nly 
■*0.C. AMO ALASKA |)AD

1127 W E S T  S E V E N T H  A V E N U E  
A N C H O n A C E .  A LAS A A 09501 

10071 Z7S-I5SO 
TCLtcopirn 10071 .770-2022

TELEX 23-330

O N E  SC A l a s k a  plaza, SUITE 301 
j u n c a u . A l a s k a  9 9 00 1

(9071 5 0 0 - 2 0 9 0  
T C L C C O P I C H  19071 500-0014

D e c e m b e r  10, 1987

riQST N A T I O N A L  d a n k  O U IL  O I N a  
IOO C U S H M A N  STREET. SUITE 3ll 

F A I R O A N K S .  A L A S K A  99701 
(9071 4S2-IGCG 

T C L F C O P I E R  10071 4 5 6 - 5 0 5 5

T h e  H o n o r a b l e  S t e v e  C o w p e r  
G o v e r n o r  c f the S t a t e  of  A l a s k a  
P.O. B o x  A
J u n e a u ,  A l a s k a  9 9 8 1 1 - 0 1 0 1  ' V I A  F E D E R A L  IC-IPP.SSS

D e a r  G o v e r n o r  C o w p e r :

At y o u r  r e q u e s t ,  ar.d on b e h a l f  of A m e r a d a  H e ss,  I am p l e a s e d  
to  f o r w a r d  d r a f t  l e g i s l a t i o n  t h a t  w o u l d  g i v e  y o u r  a d m i n i s t r a t i o n  
th e  p o w e r  to e n c o u r a g e  d e v e l o p m e n t  of A l a s k a ' s  s m a l l e r ,  o f f s h o r e  
o i l  fi el ds.  W i t h o u t  t h a t  r el i ef , d e v e l o p m e n t  of  t h e s e  f i e l d s  
w i l l  be  u n e c o n o m i c ,  a n d  w i l l  n o t  occur.

It is c o n s e r v a t i v e  l e g i s l a t i o n .  M a n y  o t h e r  c i l  p r o d u c i n g  
j u r i s d i c t i o n s  h a v e  e n c o u r a g e d  n e w  o i l  d e v e l o p m e n t  b y  f o r g i v i n g  
r o y a l t i e s  an d  s e v e r a n c e  t a x e s  w i t h o u t  r e g a r d  to p r o j e c t  e c o n o m i c s  
a n d  for t he  li fe  o f  t h e  field. T h e  e n c l o s e d  b i l l  t a k e s  a m o r e  
c a u t i o u s  a p p r o a c h ,  d e s i g n e d  to f o s t e r  d e v e l o p m e n t  w h e r e  it w o u l d  
n o t  o t h e r w i s e  o cc u r .  U n d e r  the bill, if a c o m p a n y  p u r c h a s e d  its 
l e a s e s  p r i o r  to J a n u a r y  1, 1986 —  in o t h e r  w o r d s ,  at a t i m e  o f
r a d i c a l l y  d i f f e r e n t  o i l  p r i c e  e x p e c t a t i o n s  -- an d  the c o m p a n y  ca n  
d e m o n s t r a t e  t h a t  it c a n n o t  d e v e l o p  its f i e l d  u n d e r  c u r r e n t  
economic- c o n d i t i o n s ,  it c a n  r e c e i v e  r o y a l t y  a n d p r o d u c t i o n  t a x  
re l i e f ,  b u t  o n l y  u n t i l  r e c o v e r y  o f  i n i t i a l  d e v e l o p m e n t  c o s t s .  
O n c e  t h o s e  c o s t s  ar e  r e c o v e r e d ,  the r e l i e f  a u t o m a t i c a l l y  ends, 
a n d  the s t a t e  w i l l  h a v e  ir. r e tu r n:  (1) a r e v e n u e - p r o d u c i n g  f i e l d
t h a t  w o u l d  n o t  o t h e r w i s e  h a v e  b e e n  d e v e l o p e d ;  (2) a n e t  p r o f i t  
s h a r e  of  p r o d u c t i o n ,  if  t he  l e a se  is not  a l r e a d y  a n e t  p r o f i t  
s h a r e  lease; (3) p a r t i c u l a r i z e d  l o c a l  hi re  r e q u i r e m e n t s  d e v e l o p e d  
o n  a c o n s t i t u t i o n a l l y - d e f e n s i b l e  c a s e - b y - c a s e  b a s i s  by  th e  
C o m m i s s i o n e r  o f  L a b o r ;  a n d  (4) if it d e s i r e s ,  o w n e r s h i p  o f  an y 
a f f i l i a t e d  c o m m o n  c a r r i e r  p i p e l i n e .

R e l i e f  is a v a i l a b l e  o n l y  to t h o s e  oi l f i e l d s  w h e r e  th e  c o s t s  
of  d e v e l o p m e n t  are  so h i g h  in r e l a t i o n  to f o r e s e e a b l e  p r o d u c t i o n  
r e v e n u e s  as to m a k e  d e v e l o p m e n t  u n e c o n o m i c .  As  y o u  h a v e  
r e c o g n i z e d ,  t h e s e  a re  A l a s k a ' s  s m a l l e r  o f f s h o r e  f i e l d s  t h a t  fa ce
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p a r t i c u l a r  h u r d l e s  s u c h  as d i s t a n c e  from e x i s t i n g  p i p e l i n e  
t r a n s p o r t a t i o n ,  r e l a t i v e l y  d e e p  w a t e r ,  sea ice, s e a s o n a l  d r i l l i n g  
r e s t r i c t i o n s ,  a n d  h i g h  c o n s t r u c t i o n  and o p e r a t i n g  cos ts.  
H o w e v e r ,  those c o n s t r a i n t s  m a k e  a f i e l d  u n e c o n o m i c  o n l y  if t h e i r  
a s s o c i a t e d  c o s t s  e x c e e d  l i k e l y  f i e l d  p r o d u c t i o n  r e v e n u e s .  T h e r e  
is n o fixed f o r m u l a  to d e t e r m i n e  w h a t  level o f  r e s e r v e s  w i l l  
o v e r c o m e  any p a r t i c u l a r  m i x  o f  c o s t  i m p e d i m e n t s .  By d e f i n i n g  
" u n e c o n o m i c "  f i e l d s  as on e s w h e r e  d e v e l o p m e n t  c c s t s  e x c e e d  
p r o d u c t i o n  r e v e n u e s ,  th e  b i l l  n e c e s s a r i l y  t a k e s  a c c o u n t  o f  all 
the e n g i n e e r i n g  a n d o p e r a t i o n a l  d i f f i c u l t i e s  t h a t  m a k e
d e v e l o p m e n t  of  s m a l l  o f f s h o r e  f i e l d s  so u n i q ue ly  d i f f i c u l t .

Th e  b i l l  h a s  b e e n  c a r e f u l l y  t a i l or ed  to l i m i t  r e l i e f  to 
t h o s e  i n s t a n c e s  w h e r e  it is n e c e s s a r y  and a p p r o p r i a t e .  T h r e e  
p a r t i c u l a r  a s p e c t s  of  the b i l l  g u a r a n t e e  its l i m i t e d  scope:

(11 A f t e r  r e l i e f  is g r a n t e d ,  y o u r  c o m m i s s i o n e r s  o f  P.ev e n u e  
and  N a t u r a l  R e s o u r c e s  w i l l  k e e p  a c l o s e  watch o n f i e l d  r e v e n u e s .  
O n c e  the c o m p a n y  has r e a l i z e d  r e v e n u e  s u f f i c i e n t  to p a y  for
d e v e l o p m e n t  c o s t s ,  t h e y  w i l l  t e r m i n a t e  the r e l i e f .  In this way,
the s t a t e  is a s s u r e d  t h a t  the  m o m e n t  a compa ny  b e g i n s  to r e a l i z e  
anv  p r o f i t  f r o m  i t s  i n v e s t m e n t ,  the c om pan y w i l l  h a v e  to pa y  
r o y a l t y  an d p r o d u c t i o n  tax at  th e  n o r m a l  rate;

(2) The  c o m p a n y  m u s t  m e e t  f ou r d i s t i n c t  r e q u i r e m e n t s  to 
o b t a i n  an y  r e l i e f :  O n e , r e l i e f  is a va il ab le  o n l y  to t h o s e  w h o
b o u g h t  t h ei r  l e a s e s  b e f o r e  th e u n a n t i c i p a t e d  c o l l a p s e  o f  oi l  
p r i c e s  in 1986; T w o , t h e  c o m p a n y  mu st  h a v e  e x p l o r e d  its
p r o p e r t i e s  and d e l i n e a t e d  r e s e r v e s ;  T h r e e , r e l i e f  is a v a i l a b l e  
o n l y  for  fi eld s t h a t  h a v e  n e v e r  h a d  c o m m e r c i a l  p r o d u c t i o n ;  a n d  
F o u r , m o s t  f u n d a m e n t a l l y ,  the c o m p a n y  must m e e t  its b u r d e n  of  
s h o w i n g  that u n l e s s  r e l i e f  is g r a n t e d ,  it c a n n o t  r e c o v e r  its 
d e v e l o p m e n t  c o s t s  in a c o m m e r c i a l l y  r e a s o n a b l e  t i m e ;  and

(3) C o m p a n i e s  can  a p p l y  for r e l i e f  only d u r i n g  the n e x t  six 
ye a r s .  T h e  b i l l  is t h u s  an  e m e r g e n c y  measure, i n t e n d e d  o n l y  to 
p r o v i d e  an i m m e d i a t e ,  s h o r t - t e r m  s t i m u l u s  to A l a s k a ' s  m o r i b u n d  
e c o n o m y  an d no t  t o  s i g n a l  a p e r m a n e n t  shift in A l a s k a ' s  l e a s i n g  
p o l i c y .  Fo r thi s r e a s o n ,  th e i m m e d i a t e  ec on om ic  b e n e f i t  o f  th is  
l e g i s l a t i o n  to t h e  S t a t e  o f  A l a s k a  w i l l  be s u b s t a n t i a l .  U n d e r  
the bill, a c o m p a n y  m u s t  d e l i n e a t e  its r e s e r v e s  b e f o r e  
a p p l i c a t i o n  is m a d e .  L e s s e e s  w i l l  thus have a s t r o n g  i n c e n t i v e  
to  a c c e l e r a t e  t h e i r  e x p l o r a t i o n  p l a n s  in o r d e r  * to m e e t  the 
a p p l i c a t i o n  d e a d l i n e .
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As  y o u  and your s t a f f  know, o t h e r  states, and o i l  p r o d u c i n g
c o u n t r i e s ,  have r e c o g n i z e d  the n e e d  to adjust r o y a l t i e s  an d
s e v e r a n c e  taxes in o r d e r  to s t i m u l a t e  new i n v e s t m e n t  a n d
e m p l o y m e n t .  In 1983 , f o r e x a m p l e ,  the  United K i n g d o m  a c t e d
s w i f t l y  in response to a d o w n t u r n  in n e w  oil development;. T h a t  
y ea r, P a r l i a m e n t  p r o v i d e d  that:

(1) A n y  new f i e l d  n o r t h  of  th e  S o u t h e r n  Gas B a s i n  a p p r o v e d  
for d e v e l o p m e n t  a f t er  /April 1, 1982 w o u l d  be e x c u s e d  f r o m  the
g o v e r n m e n t ' s  12i p e r c e n t  r o y a l t y  o v e r  the life of the f i e l d ;  and

(2) To e n c o u r a g e  s m a l l  f i e l d  d ev el o p m e n t ,  2 0 , 0 0 0  b a r r e l s  
p e r  d a y  o f  p r o d u c t i o n  f r o m  all f i e l d s  w o u l d  be e x e m p c  f r o m  the 
p e t r o l e u m  r ev enu e tax, u p  to a 75 m i l l i o n  bar re l field l i m i t .

In the same vein, t h e  p r o v i n c e  o f  A l b e r t a  has p r o v i d e d  th at  
a n y  e x p l o r a t o r y  well d r i l l e d  b e t w e e n  N o v e m b e r ,  1966 a n d  O c t o b e r ,  
198 7 w i l l  be free of r o y a l t i e s  for a p e r i o d  of five y e a r s ,  w h i ’e 
w e l l s  d r i l l e d  in the s u b s e q u e n t  tw o  y e a r s  will e n j o y  t h r e e  a n d  
on e  y e a r  roy al ty  h o l i d a y s ,  r e s p e c t i v e l y .  Alberta h a s  a l s o  c u t  
r o y a l t y  r a t e s  across t h e  b o a r d  for e x i s t i n g  p r o d u c t i o n  by  2-3 
p e r c e n t  in order to i m p r o v e  c o m p a n i e s '  c a s h  flow. A t  the same 
time, t h e  feuerax g o v e r n m e n t  h as  in st i t u t e d  the C a n a d i a n  
E x p l o r a t i o n  and D e v e l o p m e n t  I n c e n t i v e  Program, w h i c h  p r o v i d e s  
c a s h  g r a n t s  of up to $ 2 . 5  m i l l i o n  (U.S.) for new e x p l o r a t i o n  an d 
d e v e l o p m e n t .

F i n a l l y ,  a n u m b e r  o f  p r o d u c i n g  s t a t e s  have p r o v i d e d  for 
s e v e r a n c e  tax e x e m p t i o n s  o f  v a r y i n g  d u r a t i o n  for n e w  w e l l s .  In 
L o u i s i a n a ,  for ex am pl e,  n e w  w i l d c a t  w e l l s  are e x e m p t  f r o m  the 
s e v e r a n c e  tax  until 1 9 9 0  , w h i l e  a l l  n e w  oi l  pro du ct io n i n  M o n t a n a  
is e x e m p t  for two y e a r s .  O t h e r  e x e m p t i o n  "windows" to  e n c o u r a g e  
n e w  o r  e n h a n c e d  p r o d u c t i o n  h a v e  b e e n  e n a c t e d  by M i s s i s s i p p i ,  
N o r t h  Da k o t a ,  Oklaho ma a n d  W y o m i n g .

I w o u l d  like to t o u c h  on  o n e  o t h e r  c o m p o n e n t  o f  the 
l e g i s l a t i o n .  The b i l l  a l l o w s  the s t a t e  to acquire t h e  l e s s e e ' s  
r e l a t e d  p i p e l i n e  i n t e r e s t  as a c o n d i t i o n  of granting r e l i e f .  We 
p r e v i o u s l y  offered t h i s  o p t i o n  b e l i e v i n g  that i t  w o u l d  
s u b s t a n t i a l l y  incre ase  o u r  p r o p o s a l ' s  b e n e f i t s  to t h e  state. 
S i n c e  then, members of y o u r  a d m i n i s t r a t i o n  ha v e voiced p a r t i c u l a r  
c o n c e r n  o v e r  this a s p e c t .  W e c o n t i n u e  to beli eve  it w o u l d  be of 
s u b s t a n t i a l  benefit to t h e  s ta t e to o w n  th i s pipeline, n o t  o n l y  
in t e r m s  o f  tariff r e v e n u e s ,  b ut  a l s o  to e n c o u r a g e  d e v e l o p m e n t  of  
n e a r b y ,  p r o s p e c t i v e  f i e l d s .  H o w e v e r ,  we  do not w a n t  th is
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p a r t i c u l a r  p r o v i s i o n  to in a n y  w a y  c o m p l i c a t e  the bill's p r o g r e s s  
or j e o p a r d i z e  y o u r  a b i l i t y  to s u p p o r t  it. If you f e e l  the 
p r o v i s i o n  w o u l d  do either, w e  v/ould c o n c u r  t h a t  it be d e l e t e d .

I a m  c o n f i d e n t  t h a t  A m e r a d a  H e s s  c an  m e e t  the s t r i c t  
s t a n d a r d s  of  this l e g i s l a t i o n  for the N o r t h s t a r / S e a l  I s l a n d  
pro j ec t.  I a l s o  believe tiiat y o u r  s p o n s o r s h i p  a n d  active s u p p o r t  
of this l e g i s l a t i o n  will s i g n a l  s t r o n g  a n d  p o s i t i v e  c o m m i t m e n t  to 
A l a s k a ' s  e c o n o m i c  future a n d  w i l l  r e c e i v e  o v e r w h e l m i n g  p u b l i c  
suppo rt . It v/ill help b r e a k  t h e  c u r r e n t  e c o n o m i c  l o g j a m  in 
A l a s k a  o i l  de ve lop men t.  I t  w i l l  c l e a r l y  d e m o n s t r a t e  t h a t  y o u r  
a d m i n i s t r a t i o n  is c o m m i t t e d  to c a k i n g  th e force ful  s t e p s  
n e c e s s a r y  to  t u r n  Alask a's  e c o n o m y  arou nd.

L e g i s l a t i o n  cf this k i n d  s e r v e s  A l a s k a  an d  the n a t i o n ,  a n d 
chere s h o u l d  no t be any o p p o s i t i o n  to it. It will  a d v a n c e  
d e v e l o p m e n t  by at least a d e c a d e  at the v e r y  time A l a s k a  m o s t  
n e e d s  ehac de ve lo pm ent .

T h a n k  y o u  for the i n t e r e s t  y o u  h a v e  s h o w n  on this i ss u e .  
F r o m  thi s poi nt,  as we a l l  h a v e  r e c o g n i z e d ,  time is o f  the 
ess e nc e.  L e g i s l a t i o n  r e m o v i n g  the c u r r e n t  b a r r i e r s  to 
W c r r h s t a r / S e a l  Island d e v e l o p m e n t  is c r i t i c a l l y  i m p o r t u n e  this 
s e ssi on , a n d  w i t h  one m o n t h  r e m a i n i n g  b e f o r e  the s e s s i o n  
c o nv en es , w e  m u s t  fr'nd a s p o n s o r  w h o  is a n x i o u s  to make t h i s  b i l l  
a l e g i s l a t i v e  priority. Y o u r  p e r s o n a l  l e a d e r s h i p  in s e t t i n g  the 
a g e n d a  b e f o r e  Al as ka 's  l e g i s l a t o r s  r e t u r n  to Ju n e a u  w o u l d  se t 
this  m a t t e r  on the proper c o u r s e .

W i t h  y o u r  permission, I v/ill c a l l  n e x t  w e e k,  and I w i l l  be 
a n x i o u s  to h e a r  your  r e a c t i o n  to o u r  p r o p o s a l .

S i n c e r e l y ,

BI R CH , H O R T O N ,  BI T T N E R
P E S T I N G E R  & A N D E R S O N

RG B / k f
09R GB 2
E n c l o s u r e

b c c  c o p i e s :
J o h n  T i l l i n g h a s t  

B a r c l a y  C o l l i n s  
J o h n  Katz
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IN T H E  L E G I S L A T U R E  OF T H E  S T A T E  O F  A L A S K A  
F I F 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  BILL

F o r  an A c t  e n t i t l e d :  "An A c t  a l l o w i n g  the d e v e l o p m e n t  of
o t h e r w i s e  u n e c o n o m i c  s t a t e  o i l  an d 
gas l e a s e s  n o t  in c o m m e r c i a l  
p r o d u c t i o n  by  a u t h o r i z i n g  t e m p o r a r y  
c h a n g e s  in r o y a l t y  a n d  p r o d u c t i o n  
tax r a t e s  p r i o r  to r e c o v e r y  of 
d e v e l o p m e n t  c o s t s ,  a n d  p r o v i d i n g  
for a n  e f f e c t i v e  d a t e . "

I
Sec. 1. T h e  l e g i s l a t u r e  finds and  d e c l a r e s  that:

♦

(1) S i n c e  1985, w o r l d  o i l  p r i c e s  h a v e  d r o p p e d

p r e c i p i t o u s l y ;

(2) T h e  s h a r p  d e c l i n e  in w o r l d  o i l  p r i c e s  ha s h a d  a 

d r a m a t i c  e f f e c t  on n e w  oi l  an d gas e x p l o r a t i o n  an d  d e v e l o p m e n t  in 

A l a s k a .  In 1987, t h r e e  e x p l o r a t o r y  w e l l s  w e r e  d r i l l e d  in th e  

state, c o m p a r e d  to 22 in 1985; ,

(3) F u t u r e  oi l a n d  g as  d e v e l o p m e n t  in A l a s k a  is d e p e n d e n t  

up o n t h e  p r o d u c t i v i t y  o f  s ma lle r f i e l d s  in th e  state. M a n y  

s m a l l e r  f i e l d s  lie in r e m o t e  o f f s h o r e  a r e a s  o f th e  state, a n d  

face s e v e r e  an d u n i q u e  c o n s t r a i n t s  i n c l u d i n g  d i s t a n c e  f r o m  

p i p e l i n e s  a n d  s u p p l y  systems, s e a  ice, s e a s o n a l  d r i l l i n g

r e s t r i c t i o n s  and  h i g h  c o n s t r u c t i o n  a n d  o p e r a t i o n  co s t s .  U n d e r  

c u r r e n t  e c o n o m i c  c o n d i t i o n s ,  th ese  f i e l d s  w i l l  n o t  r e c o u p  the 

c o s t s  o f  d e v e l o p m e n t ,  a n d  t h e r e f o r e  w i l l  n o t  b e d e v e l o p e d  a b s e n t  

e n c o u r a g e m e n t  f r o m  t h e  state; and

(4) B e c a u s e  of th e lo n g  lead t i m e  n e c e s s a r y  to  b r i n g  r e m o t e

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

A l a s k a ' s  c u r r e n t  e c o n o m i c  d i f f i c u l t i e s ,  it is in the p u b l i c  

i n t e r e s t  to e n c o u r a g e  t h e  i m m e d i a t e  d e v e l o p m e n t  o f  t h e s e  fi el ds .



read:

(cc) U p o n  a p p l i c a t i o n  o f  a l e s s e e ,  t h e  c o m m i s s i o n e r  

s ha ll  t e m p o r a r i l y  w a i v e  the  r o y a l t y  r e q u i r e m e n t  of the lease, if 

the  l e s s e e  d e m o n s t r a t e s  that: *

(1) th e l e a s e  w a s  i s s u e d  p r i o r  to J a n u a r y  1,

1986;

(2) c o m m e r c i a l  p r o d u c t i o n  f r o m  the l e a s e  h a s  not

y e t  c o m m e n c e d ;

(3) p r o j e c t e d  p r o d u c t i o n  r e v e n u e s  f r o m  the l e a se
I

w o u l d  be i n s u f f i c i e n t  to p e r m i t  r e c o v e r y  o f  p r o j e c t e d  i n i t i a l  

d e v e l o p m e n t  c o s t s  w i t h i n  10 y e a r s  of c o m m e n c e m e n t  of c o m m e r c i a l  

p r o d u c t i o n ,  or  a n y  l e s s e r  p e r i o d  t h a t  m a y  be c o m m e r c i a l l y  

r e a s o n a b l e  u n d e r  the c i r c u m s t a n c e s ;  an d

(4) e x p l o r a t i o n  o f the  l e a s e  ha s  d e l i n e a t e d  o i l

r e s e r v e s

(dd) A n  a p p l i c a t i o n  u n d e r  (cc) at t h i s  s e c t i o n  m u s t  be

f i l e d  w i t h  th e c o m m i s s i o n e r  by  J u l y  1, 1994. T h e  l e s s e e  m u s t  p a y ,

the c o s t  of  p r o c e s s i n g  the a p p l i c a t i o n .

(ee) A  r o y a l t y  c h a n g e  g r a n t e d  u n d e r  (cc) of  t h i s  

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

r e v e n u e s  h a v e  b e e n  r e c e i v e d  s u f f i c i e n t  to r e c o v e r  i n i t i a l  

d e v e l o p m e n t  co sts . If t h e  l e a s e  is a n e t  p r o f i t  s h a r e  le ase , 

c e r t i f i c a t i o n  u n d e r  t h i s  s u b s e c t i o n  m a y  n o t  p r e c e d e  the  f i r s t  

c r e d i t  b a l a n c e  in th e l e s s e e ' s  d e v e l o p m e n t  a c c o u n t .

(ff) Th e  c o m m i s s i o n e r  m a y  a t t a c h  t h e  f o l l o w i n g  

c o n d i t i o n s  to an y  r o y a l t y  c h a n g e  g r a n t e d  u n d e r  (cc) o f  t h i s  

se cti on:

Sec. 2. A S  38 . 05 . 180 is a m e n d e d  b y  a d d i n g  n e w  s u b s e c t i o n s  to



(1) If the l e a s e  is n o t  a ne t  p r o f i t  s h a r e  lease, 

the c o m m i s s i o n e r  m a y  r e q u i r e  a ne t p r o f i t  s h a r e  to the s t at e u p o n  

r e c o v e r y  o f i n i t i a l  d e v e l o p m e n t  costs;

(2) 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  t h a t  the l e s s e e  

e m p l o y  q u a l i f i e d  a n d  a v a i l a b l e  A l a s k a n s  on a c t i v i t i e s  on  o r  

d i r e c t l y  s u p p o r t i n g  d e v e l o p m e n t  o f  a n d  p r o d u c t i o n  f r o m  the lease. 

A  c o n d i t i o n  i m p o s e d  u n d e r  this p a r a g r a p h  s h a l l  be d e v e l o p e d  by  

the c o m m i s s i o n e r  on  a c a s e - b y - c a s e  b as i s ,  in c o n s u l t a t i o n  w i t h  

the c o m m i s s i o n e r  o f  th e D e p a r t m e n t  o f  L a b o r ,  a f t e r  c o n s i d e r i n g  

the  e c o n o m y  a n d  e m p l o y m e n t  p a t t e r n s  o f the  a f f e c t e d  area, a n d  th e 

d e g r e e  to w h i c h  n o n - r e s i d e n t s  m a y  c a u s e  u n e m p l o y m e n t  or 

u n d e r e m p l o y m e n t  a m o n g  q u a l i f i e d  a n d  a v a i l a b l e  A l a s k a  r e s i d e n t s  in 

the a b s e n c e  o f  th e c o n d i t i o n ;

(3) I f the  less ee,  or an a f f i l i a t e  of  the le ss ee,  

i n t e n d s  t o c o n s t r u c t  a p i p e l i n e  to t r a n s p o r t  o i l  or ga s  f r o m  th e 

p o i n t  o f  p r o d u c t i o n ,  the c o m m i s s i o n e r  m a y  r e q u i r e  c o n v e y a n c e  to 

the s t a t e  of  the l e s s e e ' s  o r  a f f i l i a t e ' s  i n t e r e s t  in the p i p e l i n e  

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

c o m m i s s i o n e r  m a y  f u r t h e r  r e q u i r e  t h a t  the  l e s s e e  o r  a f f i l i a t e :

(A) o p e r a t e  the p i p e l i n e  as a c o m m o n

c a r r i e r ;  an d
*

(B) f i n a n c e  c o n s t r u c t i o n  of  the p i p e l i n e  in 

a m a n n e r  t h a t  w i l l  a l l o w  s u b s e q u e n t  c o n v e y a n c e  to the s t a t e  f r e e  

of  a n y  d e b t  o b l i g a t i o n  to t h e  state.

(4) T h e  c o m m i s s i o n e r  m a y  i m p o s e  r e a s o n a b l e  

r e p o r t i n g  r e q u i r e m e n t s  for the p u r p o s e  o f  c e r t i f y i n g  r e c o v e r y  of 

i n i t i a l  d e v e l o p m e n t  c o s t s  u n d e r  (ee) of this s e c t io n.

(gg) Th e  c o m m i s s i o n e r  m a y  n o t  a t t a c h  a n y  c o n d i t i o n  

u n d e r  (ff) o f  th is  s e c t i o n  th a t w o u l d  d e n y  the l e s s e e  a

c o m m e r c i a l l y  r e a s o n a b l e  r a t e  o f  r e t u r n  f r o m  the l e as e a f t e r  

r e c o v e r y  o f  i n i t i a l  d e v e l o p m e n t  costs.



(lih) If a l e s s e e  f i l e s  an a p p l i c a t i o n  u n d e r

AS 4 3 . 5 5 . 0 1 8  w i t h i n  60 d a y s  b e f o r e  o r  a f t e r  f i l i n g  an a p p l i c a t i o n

u n d e r  (cc) of this s e c t i o n ,  the c o m m i s s i o n e r  an d  the c o m m i s s i o n e r

o f the D e p a r t m e n t  of R e v e n u e  s h a l l  h e a r  an d  d e c i d e  the 

a p p l i c a t i o n s  jo in tl y.

(ii) A n y  p e r s o n  a g g r i e v e d  b y  a d e c i s i o n  o f the

c o m m i s s i o n e r  u n d e r  (cc) of  this s e c t i o n  m a y  a p p e a l  t h a t  d e c i s i o n  

o n l y  b y  f i l i n g  a n o t i c e  o f a p p e a l  w i t h  the S u p e r i o r  C o u r t  u n d e r  

AS 4 4 . 6 2 . 5 6 0  w i t h i n  30 d a y s  of  the d e c i s i o n ,  a n d  th is  r e q u i r e m e n t  

is. j u r i s d i c t i o n a l .  A n y  a p p e a l  u n d e r  t h i s  s u b s e c t i o n  s h a l l  be 

h e a r d  as an a p p e a l  b a s e d  u p b n  the  r e c o r d  c o m p i l e d  b y  the

4

d e p a r t m e n t  and, to t h e  e x t e n t  c o n s i s t e n t  w i t h  the r u l e s  o f  the 

A l a s k a  S u p r e m e  Co ur t,  the a p p e a l  s h a l l  be  e x p e d i t e d .

(jj) As u s e d  in s u b s e c t i o n s  (cc)-(ii) o f  this s e c t i o n :

(1) " p r o j e c t e d  i n i t i a l  d e v e l o p m e n t  c o s t s "  i n c l u d e  

all  e x p e n s e s  p r o j e c t e d  to a c c r u e  f r o m  i s s u a n c e  of  t he  l e a s e  to 

the c o m m e n c e m e n t  of  c o m m e r c i a l  p r o d u c t i o n  in s u p p o r t  or  as a 

r e s u l t  o f  l e a s e  d e v e l o p m e n t ,  t o g e t h e r  w i t h  i n t e r e s t  on t h o s e  

c o s t s  f r o m  the d a t e  o f  a c c r u a l  e q u a l  to: (A) the r a t e  of  i n t e r e s t # 

a l l o w e d  o n the c o m p a n y ' s  d e v e l o p m e n t  a c c o u n t  in the c a s e  o f  ne t  

p r o f i t  s h a r e  l ea ses ; a n d  (B) for  a l l  o t h e r  l e as es , t he  

t h e n - p r e v a i l i n g  c o m m e r c i a l  r a t e  fo r  p r o j e c t s  of li k e r i s k  a n d  

m a g n i t u d e ,  b u t  in e i t h e r  c a s e  n o t  l e s s  t h a n  the t h e n - p r e v a i l i n g  

p r i m e  r a t e  p l u s  two p e r c e n t .  If the l e a s e  is a n e t  p r o f i t  s h a r e  

le as e,  t h e  t e r m  i n c l u d e s  a n y  e x p e n d i t u r e  i n c l u d a b l e  as a d e b i t  in 

the l e s s e e ' s  d e v e l o p m e n t  ac co un t;

(2) " p r o j e c t e d  p r o d u c t i o n  r e v e n u e s "  m u s t  be 

d e t e r m i n e d  b a s e d  u p o n  the D e p a r t m e n t  of  R e v e n u e ' s  t h e n - c u r r e n t  30 

p e r c e n t  c a s e  p r i c e  p r o j e c t i o n s  at  th e p o i n t  o f p r o d u c t i o n ,  less:

(A) p r o j e c t e d  d i r e c t  o p e r a t i n g  costs;
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(B) t h e  p r o j e c t e d  f e d e r a l  w i n d f a l l  p r o f i t s

tax;

(C) p r o j e c t e d  f  ^sequ ent  d e v e l o p m e n t  c o s t s  

on  a n a c c r u a l  basis; and

(D) t h e p r o j e c t e d  r o y a l t y  t h a t  v/ould be due

on the lease, and  th e p r o j e c t e d  p r o d u c t i o n  t a x  t h a t  v/ould be due

u n d e r  AS  43.55, a b s e n t  a c h a n g e  in e i t h e r  o b l i g a t i o n  u n d e r

s u b s e c t i o n  (cc) of  t h i s  s e c t i o n  or  A S  4 3 . 5 5 . 0 1 8 ;  and

(3) " p r o j e c t e d  s u b s e q u e n t  d e v e l o p m e n t  co s t s"

m e a n s  a ll  d e v e l o p m e n t  c o s t s  t h a t  are  a c c r u e d  a f t e r  c o m m e n c e m e n t  

of c o m m e r c i a l  p r o d u c t i o n .

I

Sec. 3. A S 4 3 . 5 5  is a m e n d e d  by a d d i n g  a n e w  s e c t i o n  to read:

Sec. 4 3 . 5 5 . 0 1 8 .  T E M P O R A R Y  P R O D U C T I O N  T A X  C H AN GE , (a) U p o n  

a p p l i c a t i o n  o f  an o w n e r  of  a l e a s e  or p r o p e r t y ,  the c o m m i s s i o n e r  

s h a l l  t e m p o r a r i l y  w a i v e  th e  p r o d u c t i o n  tax for the  l e a s e  or 

p r o p e r t y  if the a p p l i c a n t  d e m o n s t r a t e s  that:

(1) t h e  l e a s e  or p r o p e r t y  w a s  c o n v e y e d  by, or 

d e r i v e d  in c h a i n  o f  t i t l e  from, a l e a s e  i s s u e d  by  the

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

AS  3 8 . 0 5 . 1 8 0  p r i o r  to J a n u a r y  1, 1986;

(2) c o m m e r c i a l  p r o d u c t i o n  f r o m  the l e a s e  or

p r o p e r t y  h a s  n o t  y e t  c o m m e n c e d ;

(3) p r o j e c t e d  p r o d u c t i o n  r e v e n u e s  f r o m  the l e a s e

or  p r o p e r t y  w o u l d  be i n s u f f i c i e n t  to p e r m i t  r e c o v e r y  o f  p r o j e c t e d

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

c o m m e r c i a l  p r o d u c t i o n ,  o r an y  l e s s e r  p e r i o d  th a t m a y  be

♦
c o m m e r c i a l l y  r e a s o n a b l e  u n d e r  the c i r c u m s t a n c e s ;  and



(4) th e c o m m i s s i o n e r  of  the D e p a r t m e n t  of  N a t u r a l  

R e s o u r c e s  ha s c e r t i f i e d  t h a t  e x p l o r a t i o n  o f  the l ea s e has 

d e l i n e a t e d  oil  re se rv e s.

(b) A n  a p p l i c a t i o n  u n d e r  (a) o f thi s s e c t i o n  m u s t  be 

f i l e d  w i t h  the c o m m i s s i o n e r  by  J u l y  1 , 1994 . T h e  t a x p a y e r  m u s t  

p a y  the c o s t  of p r o c e s s i n g  th e a p p l i c a t i o n .

(c) A  r a t e  c h a n g e  g r a n t e d  u n d e r  (a) of thi s s e c t i o n

e x p i r e s  w h e n  the c o m m i s s i o n e r  c e r t i f i e s  t h a t  p r o d u c t i o n  r e v e n u e s

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

costs. If the l e a s e  is a n e t  p r o f i t  s h a r e  lease, c e r t i f i c a t i o n

u n d e r  th is  s u b s e c t i o n  m a y  n o t  pr'ecede the f i r s t  c r e d i t  b a l a n c e  in 

<
the l e s s e e ' s  d e v e l o p m e n t  a c c ou nt .

(d) T h e  c o m m i s s i o n e r  m a y  a t t a c h  t h e  f o l l o w i n g

c o n d i t i o n s  t o  a n y  r a t e  c h a n g e  g r a n t e d  u n d e r  (a) o f  t h i s  s e c t i o n :

(1) If the l e a s e  or p r o p e r t y  is not a ne t  p r o f i t  

s h a r e  lea se,  the coiamissioner m a y  r e q u i r e  c o n v e y a n c e  to the

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

p r o f i t  s h a r e  to the s t a t e  u p o n  r e c o v e r y  of i n i t i a l  d e v e l o p m e n t

c o s t s ;

(2) 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  t h a t  the 

a p p l i c a n t  e m p l o y  q u a l i f i e d  an d  a v a i l a b l e  A l a s k a n s  on  a c t i v i t i e s  

on o r  d i r e c t l y  s u p p o r t i n g  d e v e l o p m e n t  cf arid p r o d u c t i o n  f r o m  the 

l e a s e  or  p r o p e r t y .  A  c o n d i t i o n  i m p o s e d  u n d e r  this  p a r a g r a p h

s h a l l  be d e v e l o p e d  by the  c o m m i s s i o n e r  on a c a s e - b y - c a s e  ba s i s ,  

in c o n s u l t a t i o n  w i t h  the  c o m m i s s i o n e r  of the D e p a r t m e n t  of La b or , 

a f t e r  c o n s i d e r i n g  the e c o n o m y  a n d  e m p l o y m e n t  p a t t e r n s  of  the

a f f e c t e d  area, a n d  the d e g r e e  to w h i c h  n o n - r e s i d e n t s  m a y  c a u s e  

u n e m p l o y m e n t  or u n d e r e m p l o y m e n t  a m o n g  q u a l i f i e d  a n d  a v a i l a b l e  

A l a s k a  r e s i d e n t s  in the  a b s e n c e  of th e c o n d i t i o n ;

(3) If the a p p l i c a n t ,  o r an  a f f i l i a t e  o f  the 

a p p l i c a n t ,  i n t e n d s  to c o n s t r u c t  a p i p e l i n e  to t r a n s p o r t  o i l  or



gas f r o m  the p o i n t  o f p r o d u c t i o n ,  the  c o m m i s s i o n e r  m a y  r e q u i r e

c o n v e y a n c e  to the c o m m i s s i o n e r  of the D e p a r t m e n t  of  N a t u r a l

R e s o u r c e s  o f  the a p p l i c a n t ' s  or a f f i l i a t e ' s  i n t e r e s t  in t h e 

p i p e l i n e  u p o n  r e c o v e r y  of  i n i t i a l  d e v e l o p m e n t  c o s t s  f r o m  the  

l e a s e  o r p r o p e r t y .  T h e  c o m m i s s i o n e r  m a y  f u r t h e r  r e q u i r e  t h a t  the  

a p p l i c a n t  or  a f f i l i a t e :

(A) o p e r a t e  the p i p e l i n e  as a c o m m o n
»

c a r r i e r ;  an d

(B) f i n a n c e  c o n s t r u c t i o n  of the p i p e l i n e  in 

a m a n n e r  t h a t  w i l l  a l l o w  s u b s e q u e n t  c o n v e y a n c e  to the s t a t e  fr ee  

of a n y  d e b t  o b l i g a t i o n  to the state; and

(4) Th e  c o m m i s s i o n e r  m a y  i m p o s e  r e a s o n a b l e

r e p o r t i n g  r e q u i r e m e n t s  for  the p u r p o s e  o f  c e r t i f y i n g  r e c o v e r y  of 

i n i t i a l  d e v e l o p m e n t  c o s t s  u n d e r  (b) o f  t h i s  s e c t io n.

(e) T h e  c o m m i s s i o n e r  m a y  n o t  a t t a c h  any c o n d i t i o n  

u n d e r  (d) o f  this s e c t i o n  t h a t  w o u l d  d e n y  the a p p l i c a n t  a 

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

a f t e r  r e c o v e r y  of i n i t i a l  d e v e l o p m e n t  cos ts.

(f) If an a p p l i c a n t  f i l e s  an a p p l i c a t i o n  u n d e r  AS 

3 8 . 0 5 . 1 8 0 (cc) w i t h i n  60 d a y s  b e f o r e  or a f t e r  f i l i n g  an 

a p p l i c a t i o n  u n d e r  (a) of  t h i s  s e c t i o n ,  th e c o m m i s s i o n e r  a n d  the  

c o m m i s s i o n e r  of the 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 h a l l  h e a r  

a n d  d e c i d e  th e a p p l i c a t i o n s  jo int ly.

(g) A n y  p e r s o n  a g g r i e v e d  b y  a d e c i s i o n  of  th e 

c o m m i s s i o n e r  u n d e r  (a) of th i s s e c t i o n  m a y  a p p e a l  t h a t  d e c i s i o n  

o n l y  by f i l i n g  a n o t i c e  of a p p e a l  w i t h  th e S u p e r i o r  C o u r t  u n d e r  

A S  4 4 . 6 2 . 5 6 0  w i t h i n  30 d a y s  o f th e  d e c i s i o n ,  a n d  this r e q u i r e m e n t  

is j u r i s d i c t i o n a l .  A n y  a p p e a l  u n d e r  t h i s  s u b s e c t i o n  s h a l l  be 

h e a r d  as an  a p p e a l  b a s e d  u p o n  t h e  r e c o r d  c o m p i l e d  by  the 

d e p a r t m e n t  and, to the e x t e n t  c o n s i s t e n t  w i t h  the r u l e s  o f  the 

A l a s k a  S u p r e m e  Co ur t,  th e a p p e a l  s h a l l  be e x p e d i t e d .



(h) A s  u s e d  i n  s u b s e c t i o n s  (a)-(g) o f  t h i s  s e c t i o n :

(1) " p r o j e c t e d  i n i t i a l  d e v e l o p m e n t  c o s t s "

i n c l u d e s  all  e x p e n s e s  p r o j e c t e d  to a c c r u e  f r o m  i s s u a n c e  o f  t h e  

l e a s e  to c o m m e n c e m e n t  o f c o m m e r c i a l  p r o d u c t i o n  in s u p p o r t  o r  as a 

r e s u l t  o f  l e a s e  d e v e l o p m e n t ,  t o g e t h e r  w i t h  i n t e r e s t  o n  t h o s e  

c o s t s  f r o m  the d a t e  o f a c c r u a l  e q u a l  to: (A) the r a t e  o f

i n t e r e s t  a l l o w e d  on the c o m p a n y ' s  d e v e l o p m e n t  a c c o u n t  in t h e  c a s e

of ne t  p r o f i t  s h a r e  lea ses ; and (B) for all o t h e r  l ea ses , the

t h e n - p r e v a i l i n g  c o m m e r c i a l  r a t e  for p r o j e c t s  of l i k e  r i s k  an d

m a g n i t u d e ,  b u t  in e i t h e r  c a s e  n ot  less t h a n  th e t h e n - p r e v a i l i n g  

p r i m e  r a t e  pjlus two  p e r c e n t .  If the l e a s e  o r p r o p e r t y  is a n e t  

p r o f i t  s h a r e  lease, the  t e r m  i n c l u d e s  an y e x p e n d i t u r e  i n c l u d a b l e  

as a d e b i t  in the l e s s e e ' s  d e v e l o p m e n t  a c c o u n t ;

(2) " p r o j e c t e d  p r o d u c t i o n  r e v e n u e s "  m u s t  be

d e t e r m i n e d  b a s e d  u p o n  the d e p a r t m e n t ' s  t h e n - c u r r e n t  30 p e r c e n t  

c a s e  p r i c e  p r o j e c t i o n s  at the p o i n t  of p r o d u c t i o n ,  less:

(A) p r o j e c t e d  d i r e c t  o p e r a t i n g  costs;

(B) the p r o j e c t e d  f e d e r a l  w i n d f a l l  p r o f i t s

t a x ;

(C) p r o j e c t e d  s u b s e q u e n t  d e v e l o p m e n t  c o s t s  

on an a c c r u a l  ba si s;  and

(D) t h e  p r o j e c t e d  r o y a l t y  that w o u l d  b e  du e  

o n the l e a s e  or p r o p e r t y ,  a n d  the  p r o j e c t e d  p r o d u c t i o n  t a x  t h a t  

w o u l d  be  due  u n d e r  A S 43.55, a b s e n t  a c h a n g e  in e i t h e r  o b l i g a t i o n  

u n d e r  s u b s e c t i o n  (a) of th is  s e c t i o n  or A S  3 8 . 0 5 . 1 8 0  ( c c ) ; an d

(3) " p r o j e c t e d  s u b s e q u e n t  d e v e l o p m e n t  c o s t s "  

e a n s  all  d e v e l o p m e n t  c o s t s  tha t ar e a c c r u e d  a f t e r  c o m m e n c e m e n t  of 

c o m m e r c i a l  p r o d u c t i o n .



(j) T o  p r o l o n g  the e c o n o m i c  l i f e  o f  an  o i l  a n d  g a s  

field, the  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  fo r all  b i d d i n g  

m e t h o d s  to 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  the f i e l d  

to c o m p e n s a t e  fo r i n c r e a s i n g  c o s t s  in  the 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 .  E x c e p t  as p r o v i d e d  in s u b s e c t i o n  (cc) of  

th is  s e c t i o n , [T]the c o m m i s s i o n e r  m a y  n o t  g r a n t  a r e d u c t i o n  of 

r o y a l t y  u n t i l  two  ye a rs ' i n i t i a l  p r o d u c t i o n  f r o m  th e f i e l d  ha s 

o c c u r r e d  a n d  e a c h  l e s s e e  r e q u e s t i n g  th e  r e d u c t i o n  h a s  m a d e  a 

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

I
f r o m  the f i e l d  is i n s u f f i c i e n t  to p r o d u c e  a r e a s o n a b l e  r a t e  of  

r e t u r n  w i t h  r e s p e c t  to t h a t  l e s s e e ' s  t o t a l  i n v e s t m e n t  in the 

field.

*

Sec. 5. AS  4 3 . 5 5 . 0 1 1 ( a )  is a m e n d e d  to read:

Sec. 4 3 . 5 5 . 0 1 1 .  O I L  P R O D U C T I O N  TAX. (a) T h e r e  is l e v i e d ,  

u p o n  the  p r o d u c e r  o f  o i l  a tax for all oi l  p r o d u c e d  f r o m  e a c h  

l e a s e  o r p r o p e r t y  in  t h e  state, l e s s  an y  o i l  the o w n e r s h i p  or  

r i g h t  to w h i c h  is e x e m p t  f r o m  t a x a t i o n .  E x c e p t  as p r o v i d e d  in 

A S  4 3 . 5 5 . 0 1 8 , [T]j:he tax  is e q u a l  to e i t h e r  the  p e r c e n t a g e - o f - t h e  

v a l u e  a m o u n t  c a l c u l a t e d  u n d e r  (b) o f  this s e c t i o n  o r  the 

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

w h i c h e v e r  is g r e a t e r ,  m u l t i p l i e d  b y  the e c o n o m i c  l i m i t  f a c t o r  

d e t e r m i n e d  fo r th e o i l  p r o d u c t i o n  o f  the  l e a s e  or p r o p e r t y  u n d e r  

A S  4 3 . 5 5 . 0 1 3 .  If the  a m o u n t s  c a l c u l a t e d  u n d e r  (b) of  (c) of  this  

s e c t i o n  a r e  e q u a l ,  th e  a m o u n t  c a l c u l a t e d  u n d e r  (b) of t h i s  

s e c t i o n  s h a l l  be  t r e a t e d  as if it  w e r e  t h e  g r e a t e r  fo r  p u r p o s e s  

o f  t h i s  s e c t i o n .

Sec . 4. A S  3 8 . 0 5 . 1 8 0  (j) is a m e n d e d  to  r e a d :



Sec. 6. A S  4 3 . 5 5 . 0 1 5 ( a )  is a m e n d e d  to r e a d :

Sec. 4 3 . 5 5 . 0 1 6 .  GA S  P R O D U C T I O N  TAX. (a) T h e r e  is l e v i e d  

u p o n  th e p r o d u c e r  of  gas  a t a x  for  a l l  g a s  p r o d u c e d  f r o m  e a c h  

l e a s e  o r  p r o p e r t y  in the state, le ss  an y  g a s th e o w n e r s h i p  .or 

r i g h t  to w h i c h  is e x e m p t  f r o m  t a x a t i o n .  E x c e p t  as p r o v i d e d  in 

AS  4 3 . 5 5 . 0 1 8 , [Tjthe tax is e q u a l  to e i t h e r  the p e r c e n t a g e - o f -  

v a l u e  a m o u n t  c a l c u l a t e d  u n d e r  (b) of  th i s s e c t i o n  or the c e n t s -  

p e r - M c f  a m o u n t  c a l c u l a t e d  u n d e r  (c) of  this  s e c t i o n ,  w h i c h e v e r  is 

g r e a t e r ,  m u l t i p l i e d  b y  t h e  e c o n o m i c  l i m i t  f a c t o r  d e t e r m i n e d  for  

g a s  p r o d u c t i o n  of the l e a s e  o r ' p r o p e r t y  u n d e r  AS  4 3 . 5 5 . 0 1 3 .  If
I

the a m o u n t s  c a l c u l a t e d  u n d e r  (b) a n d  (c) o f  th is  s e c t i o n  a r e  

equ al,  t he  a m o u n t  c a l c u l a t e d  u n d e r  (b) of this  s e c t i o n  s h a l l  be 

t r e a t e d  as if it w e r e  the g r e a t e r  for p u r p o s e s  of  th is  s e c t i o n .

Sec. 7. 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  

AS  0 1 . 1 0 . 0 7 0 ( c ) .
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N orthern  Region O i l  ft Gas Employment 1980-1987 
S IC  13 O il & Gas E x t r a c t io n

Jan Feb Mar Apr May June

1980 2 ,6 0 9 2 ,5 9 3 2 ,6 6 5 2 ,6 9 7 2 ,7 0 7 2 ,6 8 6
1981 3 ,9 2 2 4 ,0 8 0 4 ,0 7 9 3 ,7 8 5 3 ,8 1 9 3 ,6 0 5
1982 3 ,9 9 3 3 ,8 6 9 3 ,7 6 0 3 ,7 7 8 3 ,6 6 3 3 ,5 2 3
1983 3 ,6 0 4 3 ,6 1 4 3 ,5 4 3 3 ,3 4 7 3 , 111 3 , 199
1984 3 ,541 3, 564 3 ,7 1 3 3 ,7 0 4 3 ,6 6 2 3 ,5 2 3
1985 3 ,7 1 9 3 ,8 9 5 3 ,9 4 7 3 ,8 9 4 3 ,8 3 4 3 ,7 5 8
1986 4 ,3 0 7 4 ,4 1 3 4 ,2 9 7 3 ,6 2 3 3 ,5 2 7 3 ,5 8 5
1987 3 ,7 9 2 3 ,7 6 5 3 ,7 0 2 3 ,8 1 9 3 ,8 2 5 4 ,1 9 3

1980
1981
1982
1983
1984
1985
1986
1987

1st Q tr

2,622
4 ,0 2 7
3 ,8 7 4
3 ,5 8 7
3 ,6 0 6
3 ,8 5 4
4 ,3 3 9
3 ,7 5 3

2nd Q tr

2 ,6 9 7
3 ,7 3 6
3 ,6 5 5
3 ,2 1 9
3 ,6 3 0
3 ,8 2 9
3 ,5 7 8
3 ,9 4 6

i

■ 7;.f 
•V •!' •

V'.x

I

i i  •

•*ss 

- '
■* I. •

' .1 ■

J u ly Aug Sept

2 ,397 2 , 348 2 ,4 0 6
3 ,751 3 ,9 0 4 3 ,8 6 7
3 ,727 3 , 578 3 ,4 5 4
3 ,3 7 8 3 ,3 0 2 3 ,2 0 6
3 ,8 0 6 3 ,6 6 0 3 ,731
4, 151 4 ,291 4 ,1 5 0
4 ,048 4 ,2 5 3 4 ,2 3 6
4 ,0 6 2 4 , 102 4, 138

3rd Q tr

2 ,3 8 4  
3 ,841  
3 ,5 8 6  
3 ,2 9 5  
3 ,7 3 2  
4 , 197 
4 , 179 
4 ,101

Oct Nov Dec

3 ,3 5 3 3 , 361 3 ,5 2 0
3 ,9 9 4 4, 127 3 ,9 8 5
3 ,1 8 6 3 ,1 6 6 3 ,1 8 5
3 ,1 3 9 3 ,2 5 3 3 ,2 5 8
3 ,5 0 4 3 ,4 1 6 3 ,4 4 0
3 ,8 8 3 3 ,801 3 ,7 9 8
4 ,3 2 8 4 , 181 3 ,8 4 0
4 ,0 6 8 3 ,9 6 4 3 ,9 5 0

4th  Q tr

3 ,411  
4 ,0 3 5  
3 , 179 
3 ,2 1 7  
3 ,4 5 3
3, 827
4, 116 
3 ,9 9 4

Annual
Average

2 ,7 7 9
3 ,9 1 0
3 ,5 7 4
3 ,3 3 0
3 ,6 0 5
3 ,9 2 7
4 ,0 5 3
3 ,9 4 8
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State loss 
from ELF 
may double
By PATTI EPLER
Daily News reporter

A controversial oil tax program will cost 
the state about $100 million more than first 
estimated, according to state petroleum econo­
mist Chuck Logsdon.

The Economic Limit Factor (ELF), designed 
as an incentive to encourage oil production as 
fields begin to decline, will cost the state 
about $305 million in reduced severance taxes 
in fiscal years 1988 and 1989, about $108 
million more than state officials had figured 
on when they were factoring the tax reduction 
into the state revenue picture.

Logsdon said officials had underestimated 
the number of wells that North Slope produc­
ers planned to drill in those years.

Also, oil prices are higher than projected 
and production rates will be higher than 
expected, he said in a beb. 19 memo to state 
Revenue Commissioner Hugh Malone.

However, state officials also have said that 
increased royalties to the state because of 
greater production in large part will offset 
bigger losses in severance tax revenue from a 
reduced ELF.

Since July, the ELF has boen factored into 
tax computations on production from Prudhoe 
Bay, the largest oil field in North America 
and the source of most of the stat •'’s income.

The ELF is based on how much oil is 
produced from each well. Taxes drop as the 
number of barrels per well drop, which 
usually happens when a field declines.

S tate o il p rice expert Chuch Logsdon

Logsdon said in the memo that “an aggres­
sive drilling program such as that announced 
by the Prudhoe producers will keep produc­
tion at the 1.54 million-barrel-per-day level 
but will do it with more wells than are 
currently required. For this reason, the sever­
ance tax rate will fall even though Prudhoe 
production will not."

Based on current assumptions about oil 
prices, production rates and number of wells 
for Prudhoe Bay, Logsdon said, His office now 
is projecting that the cost to the state of the 
ELF will be $147 million in FY 1988 and $158 
million in 1989.

Daily Nows file photo/Michael Penn

"These estimates are considerably higher 
than those made last spring when the legisla­
ture was considering ELF legislation,” he 
wrote. "The reason is a combination of higher 
assumed prices, production in FY 1989, and a 
greater number of wells."

In June, petroleum economists had estimat­
ed the cost to the state to be $101 million in 
FY 1988 and $96 million in FY 1989.

Logsdon said in an interview his staff had 
underestimated the number of wells to be 
drilled by about 100. They also used lower oil

S o n  P o n o  Ft.* Cl c



us losses Trom
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prices In their calculations, he said. ' "
The memo to Malone updates the revenue 

projections, he said.
It was w ritten partly  because of recent 

announcements by North Slope producers of 
increased spending and drilling plans and

t a x  U IU U I a n r u y u w iwy-r k k ' !*•£?•••; in [ 
partly  because there has been ,renewed i n t e r r ^  
est by legislators in  a House b ill th a t would £  • 
change the ELF tax program, he said. i..;
s •' ' : ’ V  $Y ,;“It became apparent we were going to have ' 

to explain to  somebody a drop in our sever­
ance tax estimates for reasons o ther than our 
usual price drop,” Logsdon said. V  ‘
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CARP€T
► STORE WIDE SAVINGS

CABINETS
Just a Few Examples

$ 6 ’ * ,  5 1 2 ’ 5,d $ 1 6 f q*d
40oz. 65oz.25oz.

FREE PAD!
(with the purchase of any Installed 

carpet not already on sale)

H a r tc o  P a r q u e t

The 
Quality 
Wood
r-i _ $*125

FREE COUNTERTOPS
With purchase of installed cabinets

FREE ESTIMATES!
L E V O lO R i  / p ;

5 0 %  t e rI
O f f  LIST
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A H F C  director to s p e a k  Th<
De 
Sti

Dr. Ron Lehr, executive director of the 
Alaska Housing Finance Corp., will be 
the guest speaker at a Thursday meeting prt

The Senate Special Committee 
Invites you to an ove

Alaska International
Marketing, Tourism & Trade Strati

Senate Speciaf'Committee
Senator Rick U

Senator Mitch Abood
Senator Fre

Presentations Schedu le

9:00 - 11:30 AM 
Bob Coe, President.

Duty Free Shoppers, A laska Division 
Bob PO0, Deputy Commissioner,

Department ot Transportation. State o f Alaska
Hugh Gellert, Director,

Division o f Tourism, S late o l Alaska
Keith Fernandez, Marketing Director,

Anchorage Convention and Visitors Bureau
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EXECUTIVE D IRECTOR
Becky L. G ay
EXECUTIVE COMMITTEE
Josepn R. Henri, President
J . Shelby S las lny , Vice Pres.
John Forceskie, Vice P res .
John Rense , Vice Pres.
Stephen M. Ellis. Secre lary
Larry Laughman, Treasurer
Sharon E. Anderson
Earl H. Beislline
Rex I. Bishopp
Boyd J. Browniielo
O .K. "E a sy1' Gilbreth
Uwe L. G ross
Karen J. H ols lad
John T. Ke lsey
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Ethel H. "P e te " Nelson
E. Thomas Pa rgeie r
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Darrell F. Smith
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J a n u a r y  18, 1988

To: RDC's Oil and Gas  D i v i s i o n
F ro m: B e c k y  L. Ga y

E x e c u t i v e  D i r e c t o r

Re: O i l  a n d  g a s  i n c e n t i v e s

D IRECTO RS
Len ry  Arsenault 
Jam es K. Barnett 
Steven C. Borell 
Janna Brattain 
Rooert A. B reeze 
Michael Broili 
Kelly M. Campbell 
Alexander J . C apasso 
Don Cornett 
Ric Davidge 
Larry Dinneen 
Jam es V. Drew 
Roy Ewan 
Don L. Finney 
Lee E. Fisher 
Dan R. Fondell 
A. Debbie Fullenwider 
Ray D. Gardner 
Robert Gilliland 
Paul Glavinovich 
Randy Goodrich 
Dick Griffin 
Jon Halliwill 
Donald L. Hansen 
Dave Harbour 
Alan E. Hastings 
Hazel Heaih 
Charles F. Herbert 
Stephen C. Hillard 
Phil R. Hcldsworth 
William J . Hornung 
Steven L. Jackstadt 
Dorothy A. Jones 
J a n u  M. Loberg 
Phillip L. Locker 
Robert W . Loescher 
Chris McAfee 
Len McLean 
Lee R. Nunn 
Richard A. Pe luso 
Charles Poo l 
Rosem ary Porter 
Stephen M. Rehnberg 
Thomas H. Reynolds 
William E. Schneider 
Jerom e Se lby 
Wayne F. Simpson 
Dale Teel
Leighton H. Thelford 
Joe  J. Thomas 
Richard W . Tinoall 
Cynthia D. Toohey 
Joseph E. Usibetli, Jr. 
Lyle Von Bargen 
William R . Whilosida 
George P . Wuerch
EX-OFFICIO  M EM BERS
Sena lo r Ted Stevens 
Senator Frank Murkowskl 
Congressm an Don Young

v

T h e  R e s o u r c e  D e v e l o p m e n t  C ou n ci l' s E x e c u t i v e  C o m m i t t e e  
e n d o r s e d  the f o l l o w i n g  p o s i t i o n  on D e c e m b e r  30, 1987. On 
b e h a l f  of RDC, I w a n t  to t h a n k  al l  of y o u  that  
p a r t i c i p a t e d  in the D iv i s i o n ' s  a c t i v i t i e s  that led to 
our s u p p o r t  for this policy.

I n c e n t i v e s  to be added:

* D i s c o v e r y  r o y a l t y  i n c e n t i v e s :  D r a f t  l e g i s l a t i o n  w a s
p r e p a r e d  by  R DC  last  year, b u t  h a s  not be en  i n t r o d u c e d  
l e g i s l a t i v e l y .

* E x p l o r a t i o n  i n c e n t i v e  cre d i t s :  E x p l o r a t i o n  i n c e n t i v e s
s h o u l d  be ad ded  to all f u t u r e  s t a t e  le ase  sales, 
e s p e c i a l l y  to e n c o u r a g e  dr ill in g.

* N o n - c o m p e t i t i v e  leasing: C e r t a i n  t r a c t s  s ho u l d  be
a l l o w e d  to be filed for and  a w a r d e d  t h r o u g h  this o v e r -  
t h e - c o u n t e r  or l o t t e r y  p r o c e s s  as w a s  do ne  u nt il  1978. 
Th i s m e a s u r e  w o u l d  e n c o u r a g e  " g r a s s - r o o t s "  i n t e r e s t  in 
oil  a n d  gas issues, g i v e  o p p o r t u n i t i e s  to r i s k - t a k e r s  
and p o t e n t i a l l y  c r e a t e  a p o s i t i v e ,  p e r v a s i v e  a t t i t u d e  
c h a n g e  in the p u b l i c  f a v o r a b l e  to d e v e l o p m e n t .

* I n c r e a s e  DNR's f l e x i b i l i t y  to a d d  a c r e a g e  to s c h e d u l e d  
l e a s e  s a l e s :  C o n t i g u o u s  or a d j a c e n t  acreage, for

[V j w h i c h  t h er e has b e e n  a b e s t  i n t e r e s t  f i n d i n g  m a d e
( w i t h i n  the last t hr ee  ye ar s,  s h o u l d  be a v a i l a b l e  for

v a d d i t i o n  to p r o g r a m m e d  l e a s e  sales.

D i s i n c e n t i v e s  to be r e m ov ed :

* A b o l i s h  D G C  c o o r d i n a t i o n  o f  p e r m i t t i n g :  Instead, 
i n s t i t u t e  lea d a g e n c y  p e r m i t t i n g  as i n t r o d u c e d  as 
SB280 and H B 21 2 last year.

* C h a n g e  t h e  S E E A  process: D e v e l o p  a l e g i s l a t i v e
r e s o l u t i o n  an d / o r  gain  a d m i n i s t r a t i v e  c o ns en t to 
s u p p o r t  lead r e s o u r c e  a g e n c y  s u p e r v i s i o n  of the 
Social, E c o n o m i c  and E n v i r o n m e n t a l  A n a l y s i s  (SEEA).

* W o r k e r  C o m p e n s a t i o n  i n s u r a n c e  p r e m i u m s :  Su p p o r t
r e f o r m  w h i c h  can  d e m o n s t r a b l y  r e d u c e  p r e m i u m s  in o r d e r  
to m a k e  A l a s k a n s  m o r e  c o m p e t i t i v e  in labor markets.
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Shrinking numbers in Alaska’s CPA industry 
Juneau’s new entrepreneurs • Curry Ridge: A never-ending saga 'on
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BeforeY)u
* Providing comprehensive information and analysis for decision support 

with special emphasis o n  marketing.

' P r im ary  Research Services:
Focus g roups and in-dcpth in terv iews 
Mail and te lephone su rvey s 
Adve r t is ing  tes t ing and med ia s tud ies

’ Secondary Research Services:
Demograph ic , and g loba l econom ic  data 
Corporate and financial research 
Forecast ing and t ime series serv ices

* In ternational T rade , T ransporta tion :
Deta i led import/export t rade flow 
Product and com m od i ty  pric ing 
Air and sea transportat ion data

' Patent, T rad em ark ,  N a m e  Availability
* G overnm ent, L aw  and  Regulatory 

Rapid D ocum en t Delivery Services

* Market Intelligence Support:
International trade opportunit ies 
Pre-publication, pre-bid and project 

opportunit ies

'  Sales and M arketing Support:
List deve lopment and management 
Consumer 'Bus iness  prospect targeting 
Te lemarket ing and lead qualif icat ion

Information Systems:
Marke t ing  in formation sys tem s 
Klectronic pub l ish ing 
I )atabase deve lopmen t

* Technical and  Scientific Topics 
’ Site Location and  Analysis
* Marketing Consulting, M anagement

a s k *

In fo rm ation  Search
Call us or write for free brochure:

ASK ‘ Information Search - Box 100752 - Anchorage, Alaska 99510 - USA  
TELEX: 9102504754 ASK INFO - PHONK: 9 0 7 -562-lask (1275) - FAX: 907 - 278-0685



Has Alaska’s
Next Boom 

Already Started?
Y o u  m a y  not have realized it, but Alaska’s 

economic recovery has already started in key 

industries. Timber is enjoying fast-rising prices 

and a surge in n e w  export demand; Alaska 

fisheries, already booming, should get stronger, 

with fish stocks in good shape and prices good; 

Minerals activity is picking up sharply, and 

petroleum is on the upswing.

To stay on top o f  fast-changing economic 
conditions in Alaska, this is information you 

need. W h e n  you subscribe to T h e  Alaska 

Economic Report, twice a month y o u’ll receive 

a briefing report on key business, resource and 

political developments in Alaska prepared by 

two veteran economic and political journalists, 

M ik e  and T i m  Bradner. The Alaska Economic 
Report, published since 1974, is one ot the 

state’s oldest business journals and is widely 

read in Alaska business and government circles. 

The Alaska Economic Report is n o w  available 
at a special three-month trial for $40. Normal 

subscription is $200/yr.

If You 
Do Business in Alaska 
You Should Be Reading
The Alaska Economic Report

Alaska Economic Report 3037 S. Circle 
Anchorage, Alaska 99507 (907) 349-7711

M ike Bradner, Publish­
er, Form er Speaker of 
thcHouse and long-time 
A laska journalist.

Tim Bradner, Editor, 
veteran Alaska business 
and political reporter.
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‘You Have To Feed The
Goose That Lays The

G o l d e n

10 IDEAS FOR REJUVENATING ALASKA’S OIL INDUSTRY
REGARDLESS OF PRICES 

AND MAXIMIZING ALASKA’S RETURN ON THE INVESTMENT

By Paul Laird

:«> ALASKA BUSINESS MONTHLY



Continue and strengthen 
the s ta te ’s oil and gas 
leasing program.
Most industry executives are satisfied with 

the current pace of oil and gas lease sales by the 
state, even though the num ber reportedly has 
slipped from the target of three sales a year to 
two because of manpower shortages in the 
leasing section of Alaska I Jeparimont of Natu­
ral Resources' Division of Oil & (las.

Once is not enough for parcels that don't

receive bids* the first lime around. Add them to 
future lease sales or try noncompel itive (“over- 
the-counter") leasing by making them available 
to anyone l'ora nominal, set fee.

Says Becky Gay. executive director of Re­
source Development Council for Alaska, 
"(Over-the-counter leasing) would give more 
Alaskans a stake in the process and generate 
additional interest in the program. At very 
least, it would promote more of a development 
attitude in the slate."

Reinstate the discovery 
royalty bonus on state  
leases.

Designed to encourage exploratory drilling 
in frontier areas, the bonus reduced royalties 
on production from a discovery well in a new 
geologic structure. It was repealed in 1 969 
after the discovery of Prudhoe Bay.

The program reduced the normal 12l/a per­
cent royalty to 5 percent for 10 years, and it 
spawned additional development in areas 
around discovery wells.

A total of 10 discovery wells had been

approved lor reduced royalties by late 1087. 
and Standard Alaska Production Co. has ap­
plied for the reduction on discovery wells ai 
Endicott and Niakuk.

■ Says O.K. "Easy" Gilbreth, assistant execu­
tive director and manager of exploration and 
production affairs for the Alaska Oil & Gas 
Association, "1 rem em ber one time when l-l 
exploratory wells were being drilled at once in 
Cook Inlet; the different companies were in a 
race L<> make a discovery and • eligible for the 
bonus. Some companies said the royalty bonus 
was the final incentive to drill."

Expand use of explora­
tion incentive credits.
T h e  commissioner of Natural Resources 

can credit a percentage of exploratory and 
geophysical expenditures toward companies’ 
royalties, rents and taxes.

Companies can accelerate recovery of their 
investments and improve cash flow. Through 
October, more than $36 million in credits had 
been granted on nine wells.

In the past, use of exploration incentive 
credits was limited to “net profit share leases”

in which companies bid a percentage of their 
profits from the tracts. Higher royalty rates (30 
percent) were involved as well.

Kuparuk Uplands Sale 5-1 scheduled for 
January was the first time exploration incen­
tive credits were offered on non-net profit 
share leases.

At a time when cash flow has slowed to a 
trickle for many oil com panies, any thing  
Alaska can do to improve it should enhance 
th e  s l a t e ’s c o m p e t i t iv e  pos i t io n  for oil 
investments.

Develop a com prehen­
sive state policy toward 
development incentives 
and offer additional ex­
ploration incentives.
Early last year. Amerada Hess Corp. Chair­

man Leon Hess flew into Juneau and proposed

this to Gov. Steve Cowper:

Island prospect in the Beaufort Sea and turn 
the pipeline linking it with existing North 
Slope pipeline infrastructure over to the state 
a lter project payback so the state could collect 
tariffs. In return, the state would have to 
suspend royalties and severance taxes on the 
project during the payoff period.
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With stale.* .tfuick'lines on development incen­
tives. the plan may or may not havt* gone 
further. Without such ;t policy, it would h aw  
sot its own precedent and didn't have a chance. 
,\n opportunity lost?

A number of slates and prov inces-and  the 
Canadian government as w e ll-have  adopted 
incentive packages that include severance tax 
and : ivalty holidays and other inducements to 
speedy exploration and development.

Common features: time limits on eligibility 
for the benefits, greater benefits for earlier 
drilling and production, restrictions limiting 
benefits t< i activity in new fields, a trigger price 
tor oil at which: benefits are suspended (as low 
as si'.-i per barrel, as high as 833). Another 
stra tegy for quicker payback: accelerated 
depreciation.

“Peers in the (Canadian oil) industry say the 
incentives have had a big impact." says Tom 
Reinhart, vice president of finance and ad i ron - 
istralion for Conoco Canada Limited. "There 
are definitely projects we've gone forward with 
that we wouldn’t have without incentives."

But there’s a catch. Cautions Hans Maciej, 
vice president of the Canadian Petroleum As­
sociation, "We're not in low  with incentives: 
we'd prefer lower royalties on a permanent 
basis. (Royalties in Canada range from 25W to 
34 percent.) T he  incentives are temporary, and 
they distort normal business planning. Before 
the deadline for five-year holidays, there was a 
rush to drill. After that, activity dropped off 
dramatically.

“Who knows what would happen if we had 
IT  j percent royalties all the time? Thar’s not 
an unreasonable rate over the lile of a project, 
but it may be a good idea to look at a lower rale 
during payout and a higher rate after that so it 
averages out at IT ?  percent."

Louisiana, adopted a severance and royalty 
holidav program in 1086, and it's considering 
doipping lease bonus payments on stale leases 
in exchange for development commitments, A 
preliminary analysis indicated no appreciable 
impact on drilling activity in the state, but 
neighboring states have adopted similar pro­
grams to keep up with the Cajuns.

"It's in >t just a matter of the stale giving away 
revenues," says Jim Porter, secretary of the 
Louisiana Department of Natural Resources. 
"Our goal has been to keep the industry alive 
and to keep people working."

There's no co n sen su s- in  the industry or out 
of it -  what impact such incentives would have 
in Alaska. There's even disagreement between

Prudhoe Bay's "haves” and "have nots" whet her 
to seek tax breaks.

Says a spokesman for one of t he majors, "We 
certainly aren't going to be at the forefront 
asking for incentives that may be interpreted 
as us asking for special treatment.”

Some, like Natural Resources Commission­
er Judith Brady, contend that because oil fields 
in Alaska are so large and lead times are so 
long, incentives won't sway companies' devel­
opment decisions. Adds William Wade, presi­
dent of ARCO Alaska. “You don't want to 
create an industry that relies on subsidy for 
survival."

Biggest challenge in tailoring an incentive 
program is identifying measures that will en ­
courage new activity that wouldn’t occur with­
out incentives while minimizing the impact on 
state revenues. Let's not forget, however, that 
today's “giveaways" could be the fodder for 
tomorrow's investments.

“Incentives wouldn't be necessary if every 
field were a Prudhoe Bay." says economist 
Scott Hawkins, president and CEO of the 
Anchorage Economic Development Corp. “But 
when you start talking about the smaller m ar­
ginal fields, those credits matter. The only 
time the state loses is if an oil company was 
ready to proceed with a project without in­
centives, and even then, incentives induce 
other private activity."

Alaska's willingness to renegotiate the 20 
percent royalty forced on Conoco at Milne 
Point will be pivotal in determ ining when 
production resumes.

Oil & Gas's Michael Kotowski, who partici­
pated in a state study of oil industry incentives 
last year, note.- Milne could have applied for a 
reduced lax burden under terms of the Eco­
nomic Limit Factor (ELF) a lter two years ul 
production (late 1087). The two-year provision 
discourages companies from winning leases 
with unrealistic bids then applying for immedi­
ate relief.

The oil price collapse of 1088 has posed 
extraordinary circumstances for the industry 
and the state alike. The industry has adjusted, 
other states and provinces have adjusted, and 
now it’s Alaska's turn. Since Milne Point pro­
duction was suspended early in 1086, the state 
has reaped 2U percent of nothing from the 
lease.

A program to lower taxes and royalties on 
wells drilled within a specified time will 
push  up the t im e tab le  for work a lready  
planned and provide a quicker infusion of new
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jobs for Alaska -  fueling “work flow" in the 
private sector instead of cash flow for state 
government.

Deadlines for any program designed to 
speed up activity in Alaska still would have to 
reflect the long lead times for planning and 
development in the state.

Says Wade, “Alaskacould count <in that kind 
of acceleration of work. Projects are evaluated 
on the basis of economics, and it just makes 
sense that anything like that would improve

Offer enhanced oil recov­
ery incentives.
Enhanced recovery projects are more capi­

tal- and labor-intensive than primary develop­
ment work, and they yield greater benefits to 
the Alaskan economy as a result. Strategies ft>r 
encouraging them: broader use of investment 
tax credits and severance tax exemptions for a 
specified period.

Enhanced recovery tax breaks and research 
credits could be the key to unlocking some of

Reinvest a portion of the 
s ta te ’s oil wealth in an 
institu te  for petroleum 
research.
“Alaska hasn't acted like the owner of its 

oil." says G.D. Sharma, director of the Petrole­
um Development Lab at the University of 
Alaska in Fairbanks. "It's acted like an admin­
istrator for collecting and disbursing taxes and 
royalties.”

Investing a small percentage of the stale’s 
oil-related revenues in a research agency would 
enable Alaska to maximize recovery of known 
reserves, assist the industry and the state in 
evaluating prospect.- and provide an indepen­
dent center for petroleum research.

Funds would be used to inventory oil and gas 
resources, to determine and address techno­
logical needs and to provide an independent 
clearinghouse for Alaskan petroleum data and 
other information.

Savs Sharma, whose lab’s activities within

the economics. And remember, Alaska is com­
peting for oil company funds with other areas 
throughout the country and the world."

"When you ask if the tax and royalty breaks 
are too small to make a difference, you also 
have toa>k if they’re just enough to get things 
done," says Conoco Canada’s Reinhart. That 
question is particularly compelling for the 
smaller North Slope oil prospects likely tu 
chart the region's oil future.

the billions of barrels of Alaska’s proven yet 
unrecoverable reserves: West Sak Sands, half 
of Prudhoe Bay, t 'g n u  and the list goes on.

“When we talk about incentives, we need to 
-consider the three 'R 's . ' ' State Sen. Jan Faiks 
told an Alaska State Chamber of Commerce 
gathering in early December. "You start with a 
resource in the ground. It doesn't become a 
reserve until someone drills and discovers it. 
The state gets the royalty after production 
begins."

1'AF’s School of Minerals and Engineering 
have been restricted by limited (and dwindling) 
budgets since it was established in 198-1, 
“T here  would be an immediate return for 
Alaska in additional industry and federal inter­
est if we had such, a database."

Such an institute also could develop equip­
ment and technology to overcome barriers to 
oil activity or make it more efficient . . .  and 
spawn their own global markets. Look at 
what's happened with offshore equipment and 
technology developed by England and Norway 
for North Sea drilling and production.

CuwperV proposed Alaska Science & Tech­
nology Foundation may be one avenue toward 
taking an oil and gas research initiative.

"Compared to other states and Alberta, 
state government in Alaska reaps a lot more 
revenues from petroleum and is a lot more 
dependent on oil activity," Sharma says. "Yet 
the, assist the industry and we don't plow 
anything back in. You have to feed the goose  
that lays the golden egg."
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D esignate th e  D epartm ent of Natural Resourc­
es as the  lead  agency for resource develop­
ment proposals and give it ultimate authority in 
setting stipulations.
Industry figures this is one ot the keys to 

improving operating efficiency in Alaska, and 
it’s not hard to see why. One company esti­
m ates stipulations and environmental require­
ments add 20-25 percent to the overhead cost 
of drilling a well; another says permitting adds 
50 percent to the time required to bring a new 
field into production.

"These days it doesn’t take much to kill a 
project." says Thomas Cook. Alaska explora­
tion representative for Chevron 1 ‘SA. "We face 
a lot of redundant reviews whenever we want 
to do anything.”

Do your dentist, your minister and your 
babysitter have equal say with your mechanic 
when you want a tuneup for your c a r .... < mly to 
have your marriage counselor draw up the iinal 
terms? Of course not.

So why do the Department:-of Fish N ( lame. 
Fnvironmenial Conservation and occasionally 
Commerce & Economic I )cvclopment have the 
same input on resource development issue.-as 
the Department of Natural Resources . . .  so 
the final decision can be made by the gover­
nor’s Office' of Governmental Coordination?

Says Resource Development Council’s Gay. 
"It ju s t  makes sense that the agency that 
knows the most about the resource should lead 
the show. Other agencies should comment and 
m ake suggestions, but Natural Resources 
should have the power to overrule inconsisten­
cies and unreasonable stipulations from the 
others."

Designating Natural Resources lead agency 
would minimize duplication and unnecessary 
delays. Quicker, more reasonable reviews 
would result in faster returns to both the 
industry and the state. Stipulations shouldn't 
become “wish ii-ts" for various agencies.

Maybe Alaska's state bureaucracy needs a 
bit of attitude adjustment, too. A lot of bureau­
crats figure antagonism between regulators 
and the industry is natural. Oddly, other states 
have found it possible to work with the 
industry.

How about approaching the industry with: 
"What c a n ; he state df> to help make the project 
w< irk?" instead < >f: “1 Icre’s what you'll have to do 
to satisfv us before you start work . . . "

8 Adopt incentives to encourage local hire and to 
improve A laska’s competitive position for 
oilfield fabrication work.
Tax credits and state investments in infra­

structure could be used to help offset higher • 
labor, freight and cost-of-living expenses in 
Alaska.

Punitive local hire legislation might be polit­
ically expedient, but it's failed miserably. The 
stick hasn’t worked- time to try the carrot. By 
subsidizing infrastructure development and 
labor in the early stages, the state can lower 
costs and make Alaskan workers and compa­
nies more competitive.

Says Pete L ea th a r  osident of Veco Inc..
"Costs will go dowr structure develops.
But in the early st... .i need incentives for
things to be built In .s. The state needs to be 
willing to give on the front end to get it back 
later."

Veto's contract with ARCO Alaska to fabri­

cate a pair of North Slope production modules 
in Wasilla will generate 50 jobs. Ii will be the 
first time production modules have been fabri­
cated in Alaska.

"The oil industry is a place lor Alaska to 
create jobs.” says ARC()’s Wade. "For a num­
ber of reasons, we prefer doing the work in 
Alaska to doing it in the Lower -18. But the 
work has to be done competitively if it’s going 
to be done here."

One reason the modules will be fabricated in 
Wasilla instead of Anchorage: a low overpass 
on the Glenn Highway between the two cities

units to the North Slope to use a detour. Says 
Veco VP. Bert Hartley. "In a lot of cases, 
Alaska has failed to take commercial uses into 
consideration when it’s designed things."
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Get tough with the fed­
eral government on oil 
and  gas d e v e lo p m e n t 
issues.
Admittedly, developments where the feds 

are invoked are out of the state's control. But it 
would have to count for something if the state 
were to take tin aggressive pro-development 
stance and protest unreasonable delays and 
requirements heaped on by federal agencies, 
(Do the fish reallvnerd lighted tunnels to -witn

under the Endicott causeway?)
Who’d like to explain why several other 

states went on record last year supporting oil 
exploration on the Coastal Plain of the Arctic 
National Wildlife Refuge while the Alaska 
House was placing prlitVal gam es and tailed 
to pass its ov n resolution supporting explora­
tion (luring t u- ’87 session?

If Alaska-- policy makers can ’t speak with a 
united voice on oil and gas development, how 
can the state expect anyone else to listen?

Do nothing.

It’s not paranoia if people are really out u> 
get you. With all the times Alaska Lawmakers 
have changed the tax rules on Prudhoe Bay 
and all the other times they’ve tried, it's little 
wonder Prudhoe operators in particular suffer 
heart palpitations whene’ er  anyone so much 
as whispers the words ”"il taxes" in Juneau.

Companies with big slakes in Prudhoe Bay 
a d Kuparuk have too much to lose if "quid pro 
quo" becomes the ruie of the day lor new 
exploration and development incentives.

“Tljtve of the companies have (old us they 
wan: to-tay  completely away from tin issue of 
iaxes and tax incentives." says Natural Re­
sources' Brady. "They're afraid it would be like 
opening Pandora’s Box."

Alaska’s hisu»rit ally unstable i >il tax climate 
forces, corporate decision makers to include 
"fudge factors" in project cost estimates. Al­

lowance- for thi possibility of higher taxes in 
the fininv damage die economies of every 
project and could result in low-margin project 
no: being built.

"< > ir No, i priority I- a -table tax policy." 
say.-- AKC( >'s Wade. "We’ve only drilled about 
half of the development wells we’re going to 
need on the North Slope, and ill -re'- still a lot of 
exploration and enhanced recovery potential, 
too.

ARG<) sees billions of dollars i: would like 
to invest in Alaska over the next Id years, but 
we have b > know what the rules are and be able 
!o count on diem."

Add- Veco's I.eathard. “Von can’t recreate 
the traffic laws while someone is driving down 
the highway."

If lawmakers do adopt new incentives to 
encourage additional petroleum exploration 
and development in Alaska, they should aspire 
to disprove the maxim that for every action 
(new incentives for smaller fields.' there’s an 
equal and opposite reaction (new tax burdens 
Ibr the giants). □

A Total Dedication to 
Q uality  Control and Customer Service

No travel company in Alaska is more committed, through dedicated staff, 
system s and a Guaranteed Sendee Policy, to offer the highest quality  of 

custom er service. To lock in your guaranteed Travel Services contact 
Randy Goodrich - 276-243-1.

EXECUTIVE TiMYESL SERVICE
Missing; Link

o

U S T r o v e l  S y s t e m s

A nchorage -  F a irbanks - Prudhoe Bay
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Four Small Steps Toward 
One Giant Economic Leap

Juneau entrepreneurs are carving business niches with fish incubator boxes, 
bottled spring water, beer and salm on skin accesso ries .

By Chuck Kleeschulte

wh e n  Gov.  S t e v e  
C ow per sp o k e  la s t 
year about the need 
for individual A las­
kans to be inventive 

and open  sm all b u s in esse s  to lead 
A laska out of its economic slump, some 
Alaskan entrepreneurs were listening. 
This is a look at several Juneau busi­
nessm en and women who took the  
plunge during  the height of the dow n­
turn. survived and even have thrived.

HAROLD ZENGER
North Pacific Aquaculture 
Dcrelopinrnt Co. (NOPAD)

It’s been said that if you build a b e tte r 
m ousetrap, the world will beat a path to 
your door. For Zenger. the saying's been 
true. Literally (almost).

T he retired Alaska D epartm ent of 
Fish & Game technician who used to 
build salm on hatcheries for the state's 
Fisheries Rehabilitation Enhancem ent 
& Development Division was frustrated 
a decade ago by the design of the old 
boxes used  to incubate fish eggs. Says 
he, “T he old boxes were round. They 
used a lot of w ater and w asted a lot of 
space. I knew  there had to be a b e tter

design. 1 woke up all of a sudden at 2 
o’clock one morning, and by 5 I had a 
new incubator box all sketched out. T he 
problems were solved."

Zenger, who's H5, prom ptly patented 
his 4-foot-square. 14-inch-iiigh box. 
w hich holds b e tw e e n  175,000 and 
575,000 eggs. Its beau ty : Incubator 
trays stack on top of each other, with 
w ater dripping from one box to another. 
In the process, the  w ater reabsorbs 
oxygen and cuts the am ount of w ater 
needed to raise fish. Now being used for 
sleelhead as well as salm on, the boxes 
are non-toxic and easie r to clean than 
the wooden boxes used previously.

Since launching the venture in his 
house, Zenger has expanded his alumi­
num fabricating business and patented 
his design in Canada and Japan. In 
October he became the first A laskan to 
ink a contract inside the state's sister 
province in China, Heilongjaing. The 
Chinese will use 50 of the  boxes in two 
new mainland salmon hatcheries. T hat 
contract could open the  door to sig­
nificant new b u sin ess  for Z enger's 
NOPAD.

"I could probably have a couple thou­
sand boxes in use in the  U.S. and a few 
other foreign countries,” he says. "But if 
aquaculture in China grow s like it looks

like it will, my business could really 
take off,"

Zenger will travel to China in July to 
install tin. boxes in the 4- and b-million- 
egg facilities. The hatcheries, which 
will raise pink and chum salmon, are 
several days' drive from Harbin, th e  
provincial capital.

JIM  SATTERFIELD.
JIM  STEVENS &
BILL SUMMER

Alaska P un  Sprint; Water

When most people think about sell­
ing natural resources from Southeast, 
they think of peddling fish and trees. 
But the region's most plentiful resource 
by far is water. T hat’s exactly w hat 
Satterfield 's selling, and with consider­
able success.

For the past four years, 35-vear-old 
Satterfield has been making his living 
selling bottled w ater to Juneau cus- 
to m ers -w a te r  from a Mendenhall Val­
iev well. But last fall he sold A laska

Zen tier's incubator boxes are headed fo r  
China.
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State of Alaska
House M ajority Leader

COMMITTEES

HOUSE HEAL! M, EDUCATION 
AND SOCIAL SERVICES 

HOUSE JUDICIARY 
HOUSE RULES Representative Max F. Gruenberg, Jr.

District 11 
Spenard, Upper Midtown Anchorage

P.O. BOX V 
IUNEAU. ALASKA 09811 

(007)465-3718 
465-4068/4986

014 CLAY COURT 
ANCHORAGE. ALASKA 99503 

(007) 276-6844

RECEIVED FEE ) u m

F e b r u a r y  1 8 , 1 9 8 8

To: Rep. A d e l h e i d  H e r r m a n n  
Rep. S a m  C o t t o n  
Co C h a i r s
H o u s e  R e s o u r c e s  C o m m i t t e e  

From: M a x  F. G r u e n b e r g ,  Jr.

I v/ould v e r y  m u c h  a p p r e c i a t e  it if y o u  w o u l d  s c h e d u l e  a 
h e a r i n g  o n  H B  471, r e l a t i n g  t o  s t a t e  r o y a l t y  w a i v e r s , a s  s o o n  
as p o s s i b l e .

T h a n k  y o u  v e r y  mu ch.
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Profit of Most Major Oil Firms Surged 
On Refining Upturn in Fourth Quarter

By J ames T anner
Staff Reporter of The Wall, Street J ouiinai.

Fourth-quarter profit of m ajor oil com­
panies generally surged on a  year-end 
turnaround in the long-depressed refining 
business. Higher crude oil prices and 
strong chemical operations contributed to 
the gains.
‘ ' Among the biggest oil companies re­
porting results, only Los Angeles-based 
Unocal Corp. showed a decline, mainly be­
cause of huge gains on asset sales a year 
earlier. Unocal’s profit dropped 39%.

But Exxon Corp., Amoco Corp. and At­
lantic Richfield Co. posted higher profit.

FOURTH-QUARTER NET INCOME 
1717 . 1766

:. 1 In per In per %
• millions mart millions lAara Cftfl.

Exxon . 1.12 1480.0 1.03 + 5
Arco ... 1.84 44.0 0.35 + 431
Amoco .. . 377.0 1.47 . 165.0 0.65 + 129
Unocal *. 0.24 4T.2 0.42 - 39

YEAR NET INCOME
Exxon . 3.43 5340.0 .3.71 - 10
Arco .. . 1224.0 4.68 615.0 3.38 + W
Amoco 5.31 747.0 2.VI + 81
Unocal . 1.56 175.8 1.51 + 3

New York-based Exxon, the nation's big­
gest oil company, had the sm allest per­
centage Increase. Its net 'ncome climbed 
5.1%, even though gains from asset sales 
contributed 34 cents a share to year-earlier 
profit. : - ’

Chicago-based Amoco’s net more than 
doubled, while Arco’s quintupled. For Los 
Angeles-based Arco, net included a gain of 
$186 million from a  public offering in Octo­
ber of Arco Chemical Co. shares, although 
that gain was offset by several charges.

The increase in refining m argins was 
an im portant factor in each company's re- 
su lts -a n d  v/as particularly evident a t Ash­
land Oil Inc. of Ashland, Ky., which is 
chiefly a petroleum refiner. In Its first 
quarter ended Dec. 31, net nearly tripled 
to $71.1 million, or $2.50 a share, after a 
$31.1 million gain from an accounting 
change.
Stocks Surge

Analysts had generally expected refin­
ing profits to swell in the fourth q u a r te r -  
and in some cases the results exceeded 
Wall Street - expectations. In New York, 
Stock Exchange composite trading y e s te r ­
day. Arco surged $2.75 to $75,375, Amoco 
jum ped $2,625 to $73.50, Exxon climbed 
$1,125 to $40.75, Unocal rose 50 cents to 
$31.25 and Ashland fell $1 to $54.25.

For the first nine months of 1987, petro­
leum-refining m argins were severely de­
pressed because of tne increasing costs of 
crude oil. But in late 1987 crude oil prices 
softened somewhat, thus firm ing refining 
m argins. The decline in the value of the 
dollar also helped the foreign refining op­
erations of international companies such 
as Exxon, whose fourth-quarter results 
reached their strongest level since the 
brisk 1986 first quarter. • • •
: 'i “The combination of lower crude supply 
costs and relatively firm  product prices led 
to an Improvement In refining and m arket­
ing m a rg in s-ln  contrast to the situation 
earlier - In the year when higher supply 
costs.depressed m argins," said,Lawrence

G. Rawl, chairman of Exxon.-
For 1987, however, Exxon’s earnings 

fell despite higher revenue. Exxon's reve­
nue rose’18% to $22.59 billion in the quar­
ter and 10% ter$84.12 billion for the year.

But for the quarter, Exxon’s earnings 
from refining and m arketing operations 
rose to $376 million—their highest level of 
1987. Earnings from worldwide exploration 
and production totaled $993 million, or $185 
million higher than a year earlier. - 

Exxon sharply boosted capital and ex­
ploration expenditures in the quarter to 
$2.98 billion from $1.59 billion a year ear­
lier. For all 1987, however, spending was 
flat a t $7.18 billion. ,
Petrochemical Demand 

Although crude prices began tumbling 
in late 1987, average prices for the year 
climbed sharply from the severely de­
pressed levels of 1986. Exxon, like several 
other oil companies, also cut operating ex­
penses throughout'1987. Exxon’s chemical 
profits reached a record level, reflecting 
stronger demand industrywide for certain 
petrochemicals and a sharp rise in petro­
chemical exports as the dollar tumbled.

At Amoco, Richard M. Morrow, chair­
man, cited a rise of $3 to $4 a barrel in the 
average price of crude, as well as Im­
proved 'refin ing m argins and continued 
strong demand for chemical products. 
Revenue for the quarter rose 22% to $5.92 
billion. 1 -

For the year, Amoco’s earnings jumped 
on a  revenue increase of 11% to $22.39 bil­
lion, reflecting, among other factors, the 
higher crude oil prices and lower explora­
tion expenses. Capital and exploration ex­
penditures for 1987 fell slightly to $3.1 bil­
lion from $3.2 billion In 1986, although 
Amoco previously has announced a spend­
ing budget of $3.8 billion for this year.

At Arco, fourth-quarter earnings in­
cluded gains totaling $205 million. These 
were largely offset by $193 million of 
charges, including a  $95 million charge for 
future environmental cleanup costs. Reve­
nue increased 26% to $4.59 billion. In 1987,_ 
revenue increased 12% to $16.83 billion. ’ 

At Unocal, fourth-quaner earnings in­
cluded a gain from asset sales'of $2 mil­
lion, compared with a $79 million gain in 
the 1986 quarter. Revenue for the quarter 
Increased 13% to $2.33 billion. For 1987, 
revenue increased 12% to $9.39 billion.

Unocal continued its debt-reduction pro­
gram  in 1987, lowering debt by $452 million 
to a  total of just under $5 billion. "We 
expect to continue to make significant debt 
reduction in 1988 and beyond," said Fred 
L. Hartley, chairman.

Microcom Acquires Meridian 
NORWOOD, M ass.-M lcrocom  Inc. said 

it acquired Meridian Technology .Inc., an 
Irvine, Calif., m arketer of communications' 
software for personal computers;;'*-. >. ,j 

Terms weren’t'disclosed, t,
. Microcom makes com puter. communi­
cations equipment. Meridian m arkets the

, Carbon Copy.'line of s o f t w a r e . - -
’ ____■■ i-1 '."..-a -s -i;

i i
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P a c i f i c  C o a s t  C o a l 's  J o h n  H e n r y  M in e  In  B lac k  D iam ond, W a s h i n g t o n  is  a  
y e a r - r o u n d  o p e n  p it  c o a l  m in in g  o p e r a t io n  su p p ly in g  coal to  f e d e r a l ,  s t a t e  
a n d  p r i v a t e  c u s to m e r s  t h r o u g h o u t  w e s te r n  W ash in g to n .

It 's  the combination th a t counts.
"Our small streamlined operation requires 

unique equipment applications and continuous 
production. We want productivity and reliability 
from the  equipment we use and back-up support 
from the dealer. From Komatsu and McDonald 
Industries  we’ve got both.

“We’re happy with our choice of the Komatsu 
D375 dozer and the  WA600 front end wheel 
loader. I don't think we could have gone to any 
other manufacturer and got machines of similar 
size th a t  are as productive. And they’re running 
clean, the drlvetrain and oil samples look good. 
Operator comfort and productivity of the 
Komatsu machines are superior.

“No complaints with McDonald. We’ve had by 
far the best service from their people and built 
tru s t with McDonald’s service department that 
we don't have with any other dealer. On one 
factory warranty situation that came up. 
McDonald came in and, without question, re­
placed a major component so we didn't have to 
sit and wait. McDonald scored big bonus points 
w ith us for that.

“It’s really important for us to gel high pro­
duction equipment like we have in the Konialsus 
as  well as the customer support from a dealer 
line we get from McDonald."

Mark Abernathy, Facifie Coast Coal

AN CH O RAGE FAIRBANKS SEA TTLE  EUGENE
907/344-9662 907/452-4331 206/872-3500 503/688-7321

M a rk  A b e r n a t h y ,
g e r  o f  o p e r a t io n s .

C o a s t  C oal's  r n a n a -

«*• K O M A T S U
Find out more about any of Komatsu’s full line. 
Contact your McDonald representative now,
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Valdez Refinery 
Planning Continues

A lask a  P ac ific  R e f in in g  Inc. 
is  m oving a h e a d  w i t h  p e rm i t ­
t in g  and  c o n s tr u c t io n  p la n s  for 
a  120.000-bpd r e f in e r y  a t  V a l­
dez d esp ite  p e n d in g  le g is la tio n  
th a t  could lim it p r o d u c t  expor- 
o verseas  to 33 p e r c e n t  o f th e  
p la n t 's  ou tp u t.

An a m e n d m e n t to  th e  O m ­
n ib u s  T rade  B ill w h ic h  w ould  
co n str ic t p ro d u c t m a r k e t i n g  in 
P acific R im  n a t io n s  is  c a u s in g  
fo reign  in v es to rs  to  d r a g  th e i r  
fee t on p ro ject f in a n c in g .  J .  
T im o th y  C a m p b e l l .  A PR I 
c h a irm a n , sa id  th e  r e f in e ry  is 
econom ically  v ia b le  e v en  if  
tw o -th ird s  o f i ts  p o te n t i a l  e x ­
p o rts  a re  b o tt le d  u p  H e  is 
co u n tin g  on c a p tu r in g  W est 
C o ast and  U .S . m i l i t a r y  m a r ­
k e ts  in  the  P ac if ic  R im  from  
foreign  su p p lie rs  t h r o u g h  e ffi­
c ien t re finery  o p e r a t io n  a n d  
c e r ta in  t r a n s p o r ta t io n  conces­
sions. C am pbell r e p o r te d ly  h a s  
to ld  th e  S e a f a re rs  U n io n  th a t  
h a lf  o f ex po rted  p r o d u c t  w ould

he  sh ip p e d  on  U .S . flagged  
J o n e s  A ct v e sse ls .

A s o f  la te  D ecem b er, p ro ject 
m a n a g e m e n t  firm  B ech te l Inc. 
o f C a lifo rn ia  w a s  so m e 7 0  p e r­
c e n t  f in is h e d  w ith  a  te ch n ic a l 
b id  p a c k a g e  to  in c lu d e  p ro ject 
sco p e , s i te  la y o u t  a n d  p ro ject 
e x e c u tio n  p la n . E n g in e e r in g  
f irm s  w o rk in g  on  p e rm its  in ­
c lu d e  D am es & M oore, S a n ta  
B a rb a ra ,  C a lif .;  N o r th  A m e r­
ican  W e a th e r  C o n s u l ta n ts ,  S a lt 
L ak e  C ity , U ta h ;  V a ld e z  E n ­
g in e e r in g . V a ld ez : a n d  E n v i­
ro n m e n ta l  S e rv ic e s  L td .. A n ­
c h o ra g e . U O P  Inc. o f  Des 
P la in e s , III., w a s  re p o r te d ly  75 
p e rc e n t  f in is h e d  w ith  i t s  re f in ­
e ry  fa c i l it ie s  d e s ig n  a t  y e a r -  
end.

OCS Lease S^ie 
Update

T h e  M in e ra ls  M a n a g e m e n t 
S e rv ic e  h a s  re s c h e d u le d  fed e ra l 
o ffsho re  oil a n d  g a s  L e a se  S ale  
N u m b e r  9 7 -B e au fb r t  S e a  for 
m id -M arch  to  g iv e  th e  s t a te  o f 
A la sk a  t im e  to  rev iew  a n d  re ­
spond  to  a  s tu d y  on  d r i l l in g  ac­
t iv i ty  am ! b o w h ead  w h a le  
m o v em en t.

C n  D ec. 24, to e  s ta te  co m m is­
s io n e rs  o f  N a tu ra l  R esources, 
a n d  th e  F ish  a n d  G a m e  a n d  E n ­
v iro n m e n ta l  C o n s e rv a tio n  d e ­
p a r tm e n ts  s e n t  S e c r e ta r y  o f In ­

te r io r  D o n a ld  H od e l a  re sp o n se  
o u t l in in g  th r e e  m a in  p o in ts .

F ir s t ,  t h e  s t a t e  a g en c ie s  s u p ­
ported  a  le a s e  s a le  a l te r n a t iv e  
th a t  w o u ld  d e le te  201 b lo ck s 
(412,354 h e c ta re s *  a ro u n d  
P oin t B a r r o w  a n d  w e s t to w a rd  
P oin t F r a n k l in .  S econd , th e  
s ta te  d id  n o t  fa v o r d e le t in g  161 
b locks (3 2 7 ,0 0 0  h e c ta re s )  b e ­
tw een  K a k to v ik  a n d  th e  C a n a ­
d ian  B o rd e r  b u t  w a n ts  a  w h a le  
feed ing  s tu d y  d o n e  in  th e  a re a . 
T h ird , t h e  s t a t e  w a n ts  se a so n a l 
d r i ll in g  r e s t r ic t io n s  on e x p lo ra ­
tory  a c t iv i ty  d u r in g  s p r in g  an d  
fall w h a le  m ig r a t io n  period s.

T h e  s a le ,  o r ig in a l ly  c o n s is t­
ing o f 3 ,9 3 0  b lo ck s  in 21.2  m il­
lion se res , h a s  b e en  se t b ack  
from D e c e m b e r  1986 , J u ly  1937 
an d  J a n u a r y  1988.

A d jo in in g  th e  s a le  97 a r e a  to 
the  s o u th w e s t  is L e a s t  S a le  
N u m b e r  1 0 9 -C h u k c h i S ea . T h e  
MMS r e p o r t s  th e  fin a l e n v iro n ­
m en ta l im p a c t  s t a te m e n t  is 
a v a i la b le  a n d  th i s  s a le  is  on 
sch ed u le  fo r  t h i s  M ay . T h e  s a le  
109 a r e a  o ffe rs  5 ,45 0  b locks 
w ith in  a b o u t  29 m illio n  a c re s  
h e tw een  3  m i. a n d  239  m i. 
offshore e x te n d in g  from  P o in t 
F ra n k lin  to  P o in t  L ay . N o sa le s  
h av e  b e e n  h e ld  in th e  C h u k c h i 
Sea p la n n in g  a r e a .  S a le  85, 
sch ed u led  fo r  F e b ru a ry  1985, 
was d e le te d  from  th e  le a s in g

sc h e d u le . S a le  109 w as p o s t­
po n ed  fro m  M ay  1987.

C o p ies  o f th e  fin a l sa le  109 
E1S a r e  a v a i la b le  fro m  th e  M in­
e ra ls  M a n a g e m e n t S erv ice , 949 
E. 3 6 th  A ve., K m . 110, A nchor­
ag e , A K  99508-4302 ,

Denali Facilities 
To Expand

A n ew  h o te l a n d  v is ito r ac ­
cess c e n te r  a re  sch edu led  for 
c o n s tru c t io n  a t  D en a li N a­
t io n a l  P a rk  b e g in n in g  th is  
y e a r .

T h e  h o te l w ill rep lace  an  
e x is t in g  fa c ility , b u il t  a s  te m ­
p o ra ry  lo d g in g  a f te r  a  fire  in 
1972. I t  w ill fe a tu re  140 room s, 
r e s ta u r a n t ,  s n a c k  b a r, lounge, 
g if t  sh o p , p o s t office, g enera l 
s to re ,  la u n d ry , sh o w ers  an d  a 
r e n ta l  o u t le t  fo r c a m p in g  and  
o th e r  re c r e a t io n a l  eq u ip m en t.

It w ill be b u i l t  on a n d  ad ja ­
c e n t  to  th e  e x is t in g  h o te l site. 
A n  a u d i to r iu m  a n d  so m e o th e r  
e x is t in g  fa c i l i t ie s  w ill be inco r­
p o ra te d  in to  th e  n ew  s tru c tu re .

A RA O u td o o r W orld , th e  c u r­
r e n t  c o n c e s s io n n a ire  m an ag in g  
th e  h o te l , h a s  firs t  r ig h t  to con­
t r a c t  fo r th e  c o n s tru c tio n  and  
m a n a g e m e n t  o f th e  n ew  hotel. 
T h e  P a r k  S erv ic e  w ould  so licit 
o th e r  b id s  i f  O u td o o r W orld d e ­
c lin e s  th e  c o n tra c t.
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E300  EL300_______________ E24Q _  E L 243  _
Pow er 187 F W h P  187 FW H P  148 FW H P 148 FW H P
O pera ting  W eight 8 7 .2 4 0  lb  0 9 .0 0 5  it. 5 0 .7 0 5  lb  52 .0 3 0  Ih

M axim um  G round
Level Reach 3 6  10 38  '1 0  34 9 34 9
M axim um  Digg ing D epth 2 7 '4  27 4 24 4 24 4

L i ll C apac ity  . G round
Level. Over P ron t. 20 R each  18.00011; 2 2 .0 0 0  lb  13 2001b  10 ,0 0 0  lb

Caterpillar Introduces

E ’ BO EL160
1 18 F W H P  U S  FW H P
4 2 .1 1 0 "  4 3 .6 5 01b

3 1 9  3 1 9 '
21 6 21 '6 "

10.000 lb 12.0501b



concrete and asphalt breaking . . . 
ditching . . . or handling special 
materials. The wide iange of tools 
available and warranted through 
your Cat Dealer extends the ver­
satility of these new models to 
handle all these jobs, plus ,iore. 
And Caterpillar's exclusive VERSA- 
LINK system makes tool changing 
a one-man, three-minute job on 
the E180.

From utility work to all-out 
production . . .
Whatever your work, these 

machines won't keep it waiting. 
Responsive variable flow hydrau­
lics provide the power to penetrate 
and load quickly . . . fast imple­
ment speeds for quick cycling . . . 
and the sure control to load, dump 
and position precisely.
Servic! s simple, too, with 

service pc ,is conveniently 
grouped. Engine and hydraulics 
are easy to reach through wide 
access doors. And all servicing 
can be done from ground level or 
broad work platforms.
Another plus: Cat Dealer 

support. Wherever one of these E 
Model Excavators works, you'll get 
the same expert service backup 
and fast parts availability you 
expect on all Caterpillar products.
For more details on Cat’s 
versatile E Model Excavators, 
talk to your Caterpillar Dealer 
today.

E Model Excavators 
From Caterpillar . . . 
When Your Work 
Can’t Wait
[ Q  C A T E R P I L L A R

Helping You Get More Done

Three E Model Excavators
When an excavator is the key 

machine in your operation you 
expect a lot from it. Speed, 
force and control for high 
production . . . staying power 
under tough conditions . . . the 
capability to do more than one 
job well . . . few “ nuisance” 
failures . . . fast, minimal service 
needs . . . and the low operating 
costs that give you a healthy 
profit line.

That’s what these 
three Cat E Model 
Excavators . . . the 
E300, E240 and E180 
. . . deliver.
With their produc­

tive, dependable 
features and long 
line of ".ttachments, 
these additions to 
Cat's Excavator Line 
are cLarly machines 
you can count on . . . 
when your work 
can’t wait.

They let you do 
your job, 
your way . . .

Even if your jobs aren't one-of-a- 
kind, your approach to them may 
be. For that, you need the kind of 
options these machines feature.
A long undercarriage version.
Boom and stick combinations to 
match your applications and 
materials. And bucket choices . . . 
from general purpose to special 
purpose . . . that adapt each 
machine to a variety of jobs. Pro­
duction loading. Tough digging. 
Sloping. Grading. Backfilling.

Tools for mastering dozens of 
other jobs . . .
Tap the full potential of these 

machines, and you'll find they can 
be your busiest investment. You 
won’t need a special machine if 
your work calls for such jobs as 
ripping . . . demolition . . . rock,



We’ve got the selection you 
need for the right machine.
There are over 190 Cat 

machines with more than 25 in 
the Century Line alone. So you 
get the selection you need to fit 
your job. We’ll help you make 
that selection with an eye on 
cost efficiency. And you’ll see 
how Cat stacks up against the 
competition.

And we’ve got the financing 
to make it easy.
Come in and see our range 

of options ;or yourself. Con­
ventional 'inancing, rent, lease, 
lease-to-purchase-they’re all 
here. We can even deal on skip 
payments, flexible plans and 
provid'. generous trade-ins on 
your old equipment.
Our Financing Alternatives 

Computer Terminal System 
(FACTS III) lets you study all the 
financing options at once. We’re 
ready to make your Cat machine 
more affordable than ever 
before.

We’re ready to make things 
happen.
You may be surprised by the 

deal we’ll put together. You’li see 
a new spirit-a Century spirit— 
that works harder than ever to 
make your deal right.
Pay us a visit and we’ll prove 

to you that we’re people you can 
really do business with.

r H  C A T E R P I L L A R

THERE’S SOMETHING SPECIAL ABOUT YOUR CAT DEALER.
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The Road to Red Dog
Doing Battle with the Arctic

------------------------------------------------------------------------------------------------------------------------------------- By M ARK H A RRIS

B uild ing a road to what w ill be­
com e the w orld 's largest zinc- 
lead mine located 100 mi. above 

the A rctic  C ircle can be com pared to 
.some o f  the am azing m ilitary  construc­
tion projects accom plished during war­
time.

Im agine a general addressing his 
construction  battalion: "Y ou r mission 
is to establish a beachhead and punch 
through 52 mi. o f  gravel road capable o f  
w ithstanding 2,000-ton loads. You 
must rip. drill and blast every cubic 
yard o f  em bankm ent m aterial, erect 
nine m ajor bridges and place 0 6 mi. o f 
culvert at lob  m ore stream  crossings.

"B y the w ay, you  cannot tear up one 
tussock o f  tundra outside o f  the road 
right-of-w ay in the process. You will 
w ork in sum m er, lighting hordes o f 
m osquitoes and muck up to your knees. 
Then you will work in winter, fighting 
30-degree-beluw-zero temperatures and 
winds o f  25 knots. Good luck, gentle­
m en."

Such w as the task facing Knserch 
A laska Construction Inc. The A nchor­
age-based com pany was the low bidder 
last spring on the road to Red Dog mine 
tit $47.S m illion . O ther associated con­
tracts brought the project’s total cost to

More than 1.1 million cu. yd. o l geotextile 
was placed under the mine road, material 
site access roads and at bridge abutments. 
It was rolled out directly onto the tundra by 
A TVs in summer and fall and with dozers 
after freeze-up. PN&Dphoto.

about $52 m illion — or $1 m illion per 
m ile for a dirt road w ith  no intersec­
tions or  stop lights.

The project is adm inistered by the 
A laska Industrial D evelopm ent Export 
A u th ority  and the D epartm ent o f  
Transportation  and Public Facilities. It 
is the key com ponent o f  the DeJ.ong 
M ountain Regional Transportation 
System . A ID A  invested $150 m illion in 
the road, ore conveyor system , fuel tank 
farm  port and related facilities for de­
velopm ent o f  a world class zinc-lead 
m ine on land ow ned by the N A N A  Re­
gional Corp. in 1982. N A N A  has signed 
an agreem ent with Com inco Alaska 
Inc.. a subsidiary o f  C om inco I.td. o f  
V ancouver, B.C., todevelopu n d operate 
the m ine.

W ilson Hughes, president o f  Knserch 
A laska Construction, said as road 
building began last sum m er. "W e've 
talked about the project, exam ined the 
people, equipm ent, logistics and the 
schedule. The only thing that needs ex­
am in ing  is the president o f  a com pany 
who would take on such a project and 
still sleep at night, and be able to spend 
som e o f his w aking hours with a sm ile 
on his face."

As it turned out, everyone involved

. . The only thing that 
needs examining is the 
president of a company 
who would take on such 
a project and still sleep 
at night, and be able to 

spend some of his 
waking hours with a 
smile on his face."
—  Wilson Hughes

has a lot to sm ile about. The contractor 
pushed through the pioneer road tr the 
m ine site 69 days ahead o f  the Feb. 1 
deadline.

M uch o f  the credit goes to a cadre o f  
experienced construction professionals, 
A m ong them are Enserch ’s project 
m anager Roger B lankenship, project 
engineer Dick Reed, spread forem an 
H arvey Powell and head m echanic 
Elmer W inquist. W inquist, credited 
with keeping all equipm ent opera­
tional, died in early D ecem ber.

A team effort on the part o f  all o f  En- 
serch ’s m anagem ent made for sm ooth 
going in the early stages o f  the project. 
Blankenship com m ented. "H arvey  
Powell alw ays said he w ould have a 
road to the m ine site by Dec. I .”  A ll the 
skeptics were quieted when a drivable 
road extended from the port to the mine 
site by Nov. 24. Road building progress­
ed at an am azing lbO-ft.-per-hour aver­
age oi- about 2,000 ft. per day. They 
hauled an average 25,000 cu. yd. o f  m a­
terial per day, B lankenship said, beg in ­
ning about July 28. The quick  work 
earned Enserch a $2.500-per-day honus 
for a total o f$ l  72,500.

Between July and O ctober, Foss 
M aritim e Co. brought in 11 bargeloads

Crews quickly assembled 40-11. by 30-ft. 
bridge sections in a large metal rib and fab­
ric building at the project site. Tight pre­
stressed concrete panels were grouted 
onto four I-beams for each 40-ft. section. 
Cutouts in the panels fit over Nelson studs 
welded to the girders. PN&D photo.
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o f  equipm ent, supplies and fuel. The 
269 pieces o f  equ ipm ent on site have a 
replacem ent value o f  $30 m illion. The 
spare parts inventory is valued at $4 
m illion. That doesn 't include the value 
o f  som e 800 spare tires.

Four barges carried in 3.1 m illion gal. 
o f  a retie-grade diesel. O f this, 750,000 
gal. w ill be used by G reen Construction 
Co. o f  A nchorage, w hich has a $20-m il- 
lion contract for m ine site preparation 
work.

The contractor brought 280 major 
pieces o f  equipm ent on site. Som e cam e 
from its Prudhoe Bay operations, from 
the Bradley Lake hydro project near 
Homer and som e from Arizona. Equip­
ment included 17 dozers, four graders. 
12 loaders, three com pactors, five 
cranes, 10 scrapers. 14 w elders, 12 
generator sets for 3.000 k\V o f  power 
generation, 44 pit lights, 35 pickups 
and Suburbans and 53 hauling trucks, 
buses, serv ice trucks, fuel trucks, m ixer 
trucks and other vehicles.

Shop bu ild ings transported from 
Prudhoe Bay included a 100x300-lt. 
building and tw o 80x100-11. buildings, 
all beluga-type structures with fabric 
stretched over m etal ribs.

Getting to Work
The 2.64 m illion  cu. yd. o f  em bank­

m ent fill and 17,690 tons o f  riprap 
needed for the road and bridge abut­
m ents were to com e from  17 m aterial 
sites spaced along the project length. 
T he challenge was getting  to the pits. 
No construction equipm ent w as a l­
lowed on the tundra until it was well 
frozen to prevent environm ental scar­
ring.

H ow ever, the contractor could begin 
road building under "sum m er condi­
tions." That m eant keeping equipm ent 
on existing fill and building road in tun­
nel-head fashion.

Ensereh chose this option for reasons

The contractor will shop fabricate 22 40-ft. 
sections for nine bridges spanning a total 
o f898 ft. PN&D photo.

o f  w orker efficiency, reduced equip­
ment. dow ntim e and early ju m p-ou t for 
the project as a buffer against unfore­
seen delays later. This proved to be a 
w ise decision.

"W hen we hit the beach in Ju ly , we 
ju st kept g o in g ," Blankenship said. 
O thers m ay have chosen to get equ ip­
ment on site, open a couple o f  beach m a­
terial sites, set up camp, then leave the 
project until frecze-up when they could 
drive on the tundra.

"W e kept going, kept our valuable 
people w orking and kept the project 
m om entum  high. Our schedule re­
quired building road at 100 ft. per hour. 
20 hours a day for 132 days. This re­
sulted in m oving the road com pletion 
date up a year, enabling Com inco to 
push up its m ine developm ent schedule 
ifdes ired ."

C om inco plans to move heavy mod­
ules o f  m illin g  and processing equ ip ­
ment on site in 19S9 based on Enserch's 
road com pletion estim ate.

Mile by Mile
W ork  progressed from the beach on­

w ard under "sum m er conditions” 
through an unseasonably m ild O ctober. 
T he m ethod involved dum ping m aterial 
onto existing fill. Then dozers spread 
the gravel onto geotextile laid on the 
tundra. This prevented fabric dam age.

M ore than 2.1 m illion sq. yd. o f  woven 
geotextile  was used on the main road, 
m aterial site access roads and at bridge 
abutm ents. Crew s on four-w heel, all- 
terrain vehicles unrolled 400-ft.-long 
rolls o f  fabric w eighing 900 lb. Tw o 24- 
ft. w idths overla id  with a 12-11. width of 
N icolon  fabric were used under the 
roadbed the length o f  the project.

Not until early  N ovem ber was the 
tundra frozen enough for advance crews 
to race ahead and open up forward m a­
terial sites. The contractor built some 
23 mi. o f  road using the sum m er 
m ethod. "T h is allow ed us to lay o ff  the 
project during  January to M arch when 
the w eather is m iserableand productiv­
ity is very low .” said W ilson Hughes.

O nce equipm ent reached a material 
site, it look  about two days to scrape the 
overburden , drill and shoot the first m a­
teria l. B lankenship said. "W e tried to 
open up about a 150-ft. face o f  rock to 
w ork from. M eanw hile, we were build­
ing pit access roads with the Terex TS24 
scrapers and Terex 40-ton offroad 
trucks.

"W e  w ould excavate enough material 
to lay down a 3-ft. road base at first. 
Scrapers w ere used to extend the base 
road 2 to 4 mi. on either side o f  a pit. 
Then  the advance group would m ove on

THE FLAME BEST
Northern Air Cargo has a lleel ol 

twelve DC-6 aircraft, with a payload 
capacity ol 29,000 pounds each, able lo 

handle almost any sice and amount ol

cargo you can imagine 
So. the next lime you need lo move 
cargo in Alaska, call the best. Call 
Northern Air Cargo, the all-cargo airline

Anchorage
243-3331

Fairbanks
474-9606

O R T H E R N  A IR  C A R G O
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to the next m aterial site and repeat the 
process.

"T h e Terex 40-ton haulers w ould ex ­
tend the base road several m ore m iles 
until the sections between pits were 
linked. Then the K enw orth tractors 
pu lling  30-ton M axhaui trailers would 
com e in and build the roadbed up tosub- 
grade levels. Subgrade depth averaged 
6 ft., but som e stream  crossings with 
culverts required up to.50 ft. o f  fill."

In the typical p itsitua tion . explosives 
crew s w ould drill, fill and blast a section 
then ready another section for blasting. 
A t som e sites, the ripping; pow er o f  En- 
serch 's C aterpillar D l l  dozer precluded 
the need for im m ediate b lasting at ma­
terial sites w here it was used. "I think 
the D 1 1 gave us about 3 ft. o f  material 
we couldn 't have ripped otherw ise o ff 
every  m aterial site ." B lankenship said. 
"W e ripped down about 20 ft. at MS 2 
with the D 11. A D9 may have gotten us 
down to 15 ft. there."

Enserch spent S24.000 to bring its 
D l l  dozer from a jo b  site near Tucson. 
Ariz. ll was disassem bled into three 
main pieces, trucked to Seattle and 
barged to the Red Dog port site for reas­
sem bly.

For blasting, Enserch used SI m illion 
worth o f am m onium  nitrate, mixed 
with fuel oil at the site. The explosives 
shipm ent w as so large. Enserch had to 
get perm ission from  the D epartm ent o f  
D efense to use a m ilitary m unitions 
transfer facility  in Puget Sound to load 
its barges.

The shipm ent o f  3.2 m illion lb. o f  m a­
terial w as the largest com m ercial quan­
tity ever to go across the Indian Island 
dock at H adlock, W ash. The supplier 
was A laska Explosives Co.

Load 'Em Up, Head ’Em Out
The load-haul-dum p process for em ­

bankm ent material qu ickly  becam e 
w ell-orchestrated under B lankenship ’s 
guidance. He would time the loadouts to 
keep a handle on tim e-cost factor s.

"D ozers would continually  push m a­
terial to the loading area,” B lankenship 
said. 'Two Cat 988 loaders w ould be 
positioned so a truck would pass one 
and receive a load then loop back be­
tween loaders and get bucketfuls from 
both sides to m ake a full load. T he pro­
cess generally  took under 30 seconds 
per truck for the 30-ton units and 4.5 to 
60 seconds for the 40-ton haulers.

"W e tried to keep gravel hauls down 
to 30 minutes fo ra  com plete load-dump- 
load cycle. Most cycles took 20 m inutes 
or under, depending on the distance b e ­
tween the pit and dum p point,”  Blan­
kenship said.

PERFORMANCE + POWER

Crew s had m ade several tem porary 
bridges w ith  48-in. I-beam s and 12-in. 
deck ing  that could be m oved and used 
w here needed.

Complex Bridge Work
Peratrovich N ottingham  & Drage 

Engineers o f  A nchorage designed the 
road and stream  crossings. All design 
criteria revolved around the 1,500- to 
2,000-ton  m odules C om inco must, trans­
port overland to the m ine site.

A m inim um  4-ft. depth o f  em ban k­
ment fill was required to prevent 
perm afrost thaw. H illscou ld  be no more 
than 6-percent grade and curve radius 
could be no m ore than 600 ft. due to the 
m odule carriers’ lim itations on clim b­
ing and turning.

The one-lane read w ith 30-ft.-w ide 
traffic surface features 300-ft.-long 
passing turnouts about every two m iles. 
This design feature saved m illions o f  
tons o f  fill that w ould be specified for a 
tv o -la n e  road.

T here are 646 drainage crossings in­
clud ing  13 m ajor stream  crossings. 
N ine bridges, 40 ft. to 200 ft. in length 
are needed. T here are four m ajor cu l­
vert crossings requiring 4-ft.- to 12-ft.- 
d iam eterp ipe.

Four bridges feature sheet pile cells,

DEPENDABILITY

ere's all the power and 
performance you need on 

the Yukon. It all adds up to the 
most dependable service yet. 
We ship everything imaginable 
from vital oil to brand new 
television sets. And, we’ve been 
doing it since 1916. So, the next 
time you need to move some­
thing anywhere on the Yukon or 
Norton Sound, be sure to call 
us. Yutana, the dependability 
company.

YUTANA BARGE LINES
P.O. Box 00220 
Nenana, Alaska 99760 
(907)832-5605 
FAX (907) 832-5282

M aterial sites ranged from at road­
side to 1.6 mi. away via access road. 
There could he up to 15 trucks between 
pit and dum p site on the longest hauls.

M eanw hile, scrapers were m aking 
passes up and down the m aterial site, 
getting dozer assists when needed. The 
loaders also kept clearing the traveling 
surface o f  sharp, angular rock, which 
proved hard on tires.

Prior to construction o f  the nine 
major bridges, the contractor kepi road 
build ing on schedule hv using detours.

Nine major bridges on the project w ill re­
quire the placement o f 156 pipe pile sup­
ports and ce ll anchors, or up to 10,500 lin. 
ft. o f pile. The contractor is using the drive- 
and-drill method at most locations. PN&D  
photo.
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or bulbs, extending  GO (I. back from  the 
abutm ent oackw alls, Th is PN & D  d e­
sign was used on ly  on single-span 
bridges o f  40 ft. w here stream bed shifts 
could threaten bridge integrity.

Also, it proved a sensible w ay to keep 
riprap from chok ing  a stream  on short 
crossings, a concern o f  the A laska De­
partm ent o f  Fish & G am e. T w elve 
stream s contain  various anadrom ous 
species.

Alan Christopher,son. PN & D  project 
engineer, said these bulbs extend 270 
degrees in an arc from  the abutm ent 
wall. "This creates d iaphragm  with 
shape retention  provided by fill pres­

sure. W e didn ’t m ake this u closed 360- 
degree cell because it is easier to place 
fill and do com paction  w ith an open-end 
cell than to lift fill into a closed ce ll.”

Sheet pile fit w alls w ere placed on 
the upstream  a: dow nstream  sides o f
cells as needed for scour protection and 
as deflectors should the stream  channel 
shift. O ne single-span bridge and the 
four m ulti-span bridges are natural 
sp ill-through  types w ith benched riprap 
slope protection.

Som e 44,01)0 sq. ft o f  sheet pile is to he 
driven 12 to 20 ft. depending on site 
characteristics. S ix-in .-d iam eter pilot 
holes w ere drilled every IS in. to facili­

tate driv ing  with a v ibratory hamm er,
T he project will use 10,600 lin. ft. o f  

24-in .-diam eter pipe pile for bridge su p­
ports and sheet pile cell anchors. P ier 
piles w ere required to bear 240 tons 
each. Abutm ent piles m ust bear 120 
ions.

Bridge design plans showed two a l­
ternative pipe pile placem ent methods. 
One involved drilling  a 12-in. pilot hole 
before pile driving. The other called for 
grouting the pile into a larger auger 
hole. Both m ethods show ed the use o f  a 
sleeve or casing i f  practical. Site condi­
tions made both mi thods largely inef­
fective, so Christopherson recom m end­
ed a drive-and-drill m ethod used su c­
cessfully elsew here. The casing was 
elim inated and the 24-in. pile driven to 
resistance with a  diesel im pact ham ­
mer. W here driv ing  alone ended up 
short o f  desired em bedm ent, the pile 
was cut o ff and drilled out with a 16-in. 
auger. A pilot hole was drilled to de­
sired depth, a new section welded to the 
pile as needed and the pile was driven 
to refusal.

The contractor established a sm ooth 
work flow  o f  driving, drilling , cutting, 
w eld in g  and final driv ing that kept all 
equ ipm ent w orking efficiently,

A crane accident during p ile  driving 
slow ed th ings tem porarily  but Blan­
kenship refused to let it interfere with 
construction  goals. A s a M anitow oc 
4100 crane w as being  m oved on a low ­
boy, a tem porary bridge settled on one 
side and the crane pitched o ff the low­
boy onto its boom . The crane was not 
dam aged  but the boom  and im pact driv­
ing gu ide structure were destroyed.

Christopherson, who was on site at 
the tim e, said, "E nserch  had som e very 
fine w elders on d ie  project and they 
w ent to w ork to rebuild the structure 
that holds the drive ham m er and guides 
the pile. Spare drive leads, as they are 
called , w ere not availab le .”

• O ffshore su pport
• Pow erline co n stru c tio n
• A erial surveying
• C argo sh ipm ents
• Barge lightering
• C ustom  tours

Alaska H elicopters has 
assembled the state's most 
diversified fleet of ro tary  and 
fixed wing aircraft, m anaged by 
top-flight crews with a thirty- 
five year record of reliable, cost 
effective 
Give us

Full-Scrvicc F leet

Bell 206B  Je t R an k er, B eechcraft Baron 
Bell 206L-1 B oeing  Vertol 107-11
Bell 205  A -l Turbo-Prop A ero-C om m ander H E L I C O P T E R S  IHC

A SuhoJutv of Columbia Helicopters, Inc,

6400 South A irpa rk Or., P.O. Box 10028), Anchorage, Alaska 09519-028) (907) 24 )-)4 04

Up to 44,000 sq. ft. o f  sheet p ile  will be driv­
en to form open-ended cells and flank walls 
at the abutments o f four bridges. The de­
sign provides high load-bearing qualities 
while preventing fill encroachment into 
streams. PN&D photo.
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W eldors used air arc w elding to d isas­
sem ble all the steel fram e mem bers, 
U sing beat and force, they realigned all 
the pieces and rewelded them. It took 
about four w eeks to rebuild the leads 
and hydraulic spotter unit that keeps 
the leads plumb.

M eanw hile, B lankenship scoured the 
country  fo ra  new  boom . Enserch Hew in 
two m id-boom  sections from its Prudhoe 
base hut the butt and tip sections were 
not availab le . Enserch ended up having 
the M anitow oc factory deliver them. 
Prom ised in 10 days, the sections took 
three and a h a lf w eeks to arrive on site. 
This m ishap did not stop the pile driv­
ing. A  second 4100 was fitted with the 
pile driv ing  hydraulics and repaired 
leads and w ork continued as before.

Bridge Building Factory
T he contractor elected to assem ble 

40-ft. bridge sections on site in a heated 
shop bu ild in g  due to the am ount o f  
grou tin g  in volved  that required cure 
time. Bridge crew s soon got the process 
dow n to a science. T hey were able to as­
sem ble, form grout and move out a 40- 
ft.-long  by .'iO-ft.-wide section in five 
days, including three days’ cure time for 
the grout.

The process began with four I-beam 
girders placed at 8-ft. centers on block­
ing h igh  enough for a  low boy to be d riv ­
en under.

Eight 4-ft., 1 1-in.-w ide by 30-ft.-lnng 
prestressed concrete panels were placed 
across the girders. Preform ed cutouts in 
the l-ft .-deep  panels m atched up with 
patterns o f  Nelson studs welded in 
groups o f  three onto the girders.

G rout from 8 -yd. mix trucks was 
pum ped into the gaps between panels 
and into these "pockets" around the 
N elson studs. Shim s placed between the 
girders and deck panels left a void for 
grout to spread, creating a tight seal

Forty-ft. bridge sections, weighing 120 
tons, are fabricated under cover at the Red  
Dog construction camp, trucked to bridge 
sites and lowered onto p ipe p ile supports 
with Ma litowoc 4100 and P&H 5100 cranes. 
Twenty-two such sections are needed for 
nine bridges o f one to five spans each. 
PN&Dphoto.

w hile adjusting for fabrication  d iffer­
ences in the girders and panels. T he 
grout, once vibrated into the pockets 
and into the void underneath, assures a 
strong, even bearing surface for the 
heavy loads these bridges must bear.

The grout was prem ixed and shipped 
to the site in 2-ton bags. The m ix con ­
sists o f  type III cem ent, fine-aggregate 
sand and alum inum  flake additive. 
This flake creates som e expansion  to 
offset shrinkage du ring  grout, drying.

Bridge sections are trucked to cross­
ings and lifted onto pipe pile supports 
with two cranes. A s o f  m id-Decem her, 
one bridge was com pleted, piles were 
ready for bridge placem ent at two more 
and pile d riv in g  w as under w ay at a 
fourth crossing. D etours and tem porary 
bridges provided access at other stream  
crossings.

Calling a Halt
A ltogether som e 42 mi. o f  subgrade 

road lias been -om pleted from the port. 
Another 10 mi o f  p ioneer road is driv- 
able to the m ine site. W ork  baited on 
Dec. 17 due to m echanical considera­
tions and im pending storm s, "W e had 
been ach ieving  about 8 0 -percent equ ip ­
ment availab ility ,” B lankenship said. 
"That com pares to about 90 percent on

a Low er 48 jo b  o f  com parable scope, but 
the conditions are radically different at 
Red Dog.

"It was determ ined that productivity 
w ould slip  below  acceptable levels dur­
ing the depths o f  w in ter." Som e D e­
cem ber days registore.. JO degrees 
below  zero w ith 25-knnl w inds. So, work 
w as suspended for n ea r ly  three months.

B eginning in m id-M arch, Enserch 
crew s w ill be back at it, drilling  and 
shooting new roadbed m aterial. They 
will bring the pioneer road up to su b ­
grade level beginning  in April, fabri­
cate and install m ore bridges and place 
rem aining culverts.

A m ajor aspect will be the crushing 
and placem ent o f  som e 770,000 tons o f  
surface course for the top 12 in. o f  road­
way. At press tim e, the state had yet to 
identify a source o f  rock to m eet specifi­
cations. Rock tested in m ost material 
sites has not passed both hardness and 
com position  specs. F ailing to find an ac­
ceptable top-grade source, the state 
m ay have to revise the specifications, 
according lo som e sources.

But B lankenship and his crew  aren't 
th inking about that now. They are o ff  
the front line and en joying som e R & R. 
The tim e to rejoin the battle will com e 
soon  enough. G

DIOMEDE’S KlipRib metal roofs 
top off Alaska’s top projects
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lie national H ighw ay Users Federation 
and the H ighw ay Users Federation o f 
A laska have prepared a report for the 
A laska Legislature w hich brings to 
ligh t som e d isturbing inform ation 
about the state ’s h ighw ay and road sys­
tem and the agency that oversees it. 

M ajor findings and concerns in the re­
port, entitled  "A lask a  H ighw ay Program  Review ,”  can he 
sum m arized in six points:

1. Roadw ay m aintenance and repair have been cut to 
the point w here A lask a  m ay not now be gain ing  the 
m axim um  serv ice life from highw ay-im provem ent 
dollars.

2. T he A laska D epartm ent o f  Transporta­
tion & Public F acilities has cut m anpow er 
to the point w here reduced snow  and ice 
rem oval w ork som etim es creates -  
hazardous conditions and incon ­
venience for m otorists.

3. A lask a ’s State H ighw ay 
Program  lacks a dedicated 
fund source, m aking  it d ifficu lt 
to set a lon g-ran ge plan for system  
m odernization , pavem ent upgrading 
and system  expansion . (E ditor ’s note:
The Legislature is expected  to take up a bill 
that w ould double the m otor fuels tax to 16 
cents. H ow ever, state law  prohibits dedication o f 
new tax revenue to specific h igh w ay or other uses. >

4. Boroughs and com m unities look to the state for 
road project financing. M eeting  loca 
road needs dilutes the effectiveness of 
the state 's h ighw ay program  in m eeting 
m aintenance and m odernization  needs 
o f  m ajor urban and rural routes.

5. A laska 's transportation  program  is 
decentralized into three regions. This 
m akes it m ore difficult than in other 
states for DOT/ PF officia ls to develop  and apply,uni- 
form  policies. A relatively  sm all headquarters tech­
nical s ta ff further retards policy developm ent and 
im plem entation  m onitoring.

6. A need exists to develop  better inform ation on 
the condition  and perform ance o f  A laska 's transpor­
tation system s and the adequacy o f  funds to meet the 
needs.

T radition ally , A laska has received a large portion 
o f  its transportation  infrastructure funding from fed­
eral sources. O f $525.4 m illion  in DOT PF expendi­
tures in 1986, $197.2 m illion  was funded by federal 
sources.

A laska is m iles ahead o f  the oth er states in benefits 
from the Federal H ighw ay Trust Fund. At $150 m il­
lion per year, th is funding resource pays for most 
h ighw ay im provem ents in urban and ru n  1 Alaska.

Federal support rem ains vital to A lask As highw ay 
developm ent. H istorically , A laska has r« ceived up to 
eight tim es what A laskans contribute in federal 
h ighw ay taxes on m otor fuel and truck purchases. No 
other state com es close to this return. In spite o f  this 
relatively generous revenue, A laska 's highw ay 
needs continue to outstrip its financial resources.

A laska 's spending plan for these funds falls into 
four m ajor categories. First, as pavem ents and the 
other highw ay elem ents w ear out. they need to be re­

placed . P avem ents are designed to last about 10 years, 
m ean in g  that each year roughly one-tenth o f  A laska ’s 
h igh w ay  m iles needs to be resurfaced. As new m iles o f  
pavem en t are added to the highw ay system , the need for 
rehabilita tion  increases.

Second, A laska has a program to bring the highw ay 
n etw ork  up to m odern and safe standards. That means 
w ide shoulders and gentle curves, such as on the Parks 
H ighw ay  between Anchorage and Fairbanks. At current 
funding  levels, however, correcting these geom etric, 
structural and safety problem s on m ajor highways, such 

as th eT ok  C ut-off, extend beyond the year 2000.
Third , there are m ajor capacity problem s in 
urban areas. Because o f  right-of-w ay costs and 

sophisticated urban design, these projects are 
extrem ely  expensive and have to he staged 

over m any years. Although traffic 
growth has stagnated across the state, 

traffic volum es remain at or near 
record levels, requiring con ­

tinued investm ent in new 
urban facilities. E xisting 

funding program s fall short o f  
m eeting the above three needs by 

som e $25 m illion annually.
F inally, dem and continues for new 

rural roads: som e for resource develop­
ment and som e for connecting ex isting  com ­

m unities to the state’s contiguous highw ay sys­
tem . such as the proposed Copper River H ighw ay to 
Cordova.

Future Funds Not Assured
The current federal support for 

A lask a ’s program s expires in 1991. 
Reauthorization will be debated in C on­
gress over the next three years.

An in-state revenuestream  to replace 
this cash flow would be equivalent to a 
new state gas tax o f 40 to 80 cents per 

gallon . The alternative is a deteriorating transporta­
tion infrastructure which translates into direct eco­
nom ic cost for users, due to five factors: increased fuel 
consum ption ; increased w ear and tear on vehicles 
and prem ature depreciation: increased labor costs, 
for com m ercial vehicles in congested traffic; in­
creased accidents; and increased highw ay construc­
tion and repair costs. W hen the current highw ay bill 
was pending in Congress a year ago, the U.S. House 
o f  R epresentatives drafted legislation to make m ajor 
cuts in federal aid to A laska's highw ays. States con­
tributing m ore to the highw ay trust fund feel thut it 
is unfair to heavily  subsidize A laska's program . We 
have few, ifa n y , strong allies in this battle.

The A m erican Association o f  State H ighway and 
T ransportation  O fficials (AA SH TO ), in conjunction 
with m any other organizations including the H igh­
w ay Users Federation, is spearheading a national ef­
fort to prepare a policy fram ework for enhancing 
A m erica 's  surface transportation system  in the 21st 
century. T h is  fram ework is expected to form the 
backbone o f  a new national surface transportation 
act for the 1990s. Across the nation, state and local 
officials, private industry and public interest groups 
are w orking together to 

• Assess the nation ’s surface transportation re ­
quirem ents through th eyear  2020.
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CENTRAL REGION' 
12 7>r $67MILLION

NORTHERN REGION 
14 9s« S78 2 MILLION

1 9 8 6
ADOT&PF

EXPENDITURES

mmiMniiinw

TOTAL: $525.4 MILLION

Source: 19B7 Alaska Highway Program Review

EXPENDITURE
OBJECT

FUNDSOURCE

AREA
FEDERAL 
37 5*o

6 MILLION

1? 8-- $675 
MILLION

MARINE HIGHWAY SYSTEM 
12 6at $66 1 MILLION

SOUTHEAST REGION 
5S $26 3 MILLION

INTL. AIRPORTS 
4 6- ; $24 3 MILLION 

STATEWIDE 
3 l : i $16 2 MILLION

s ; ‘ 1 '  L 7 -  CONS’ RUCTION IN PROGRESS
v  J r  c y ^  >47 IS  $247 5 MILLION

PERSONNEL SERVICES
33 2 - 0 9° s S36 2 MHUON

• D evelop alternative proposals for m eeting those re­
qu irem ents at the federal, state and local levels.

• A ch ieve a consensus on the best m eans o f  doing the job.
T he upcom ing A laska Transportation  Forum is part o f  the

in form ation-gathering phase o f  this effort aim ed at assess­
ing the nation ’s surface transportation requirem ents 
through the year ‘2020. The H ighw ay Users Federation, in 
conjunction  with A A SH TO , has asked each state to hold a 
public forum  on the future needs o f  surface transportation in 
Am erica.

This is a key step in form ing a new national surface trans­
portation policy. The focus for U.S. highw ay policy for the 
last three decades has been com pletion o f  the interstate sys­
tem . It w ill be com pletely  funded as the current legislation 
expires in 1991. W ith m ajor national and state policy 
changes loom ing, now is the tim e to m ake A laska 's concerns 
know n.

T his fifth annual A laska T ransportation Forum  in March 
not on ly  w ill incorporate A laska 's input into the "T ranspor­
tation 2020”  process, hut will also address A lask a ’s airport, 
rail, port and h ighw ay system s issues, as well as transporta­
tion research in A laska. Because o f the 2020 them e, this 
year's Transportation  Forum is expected to tackle issues 
w ith long-term  im plications.

A Gathering of Support
At the Transportation  Forum , we expect to hear from 

groups supportive o f  transportation program s. One such 
group is the A laska D epartm ent o f  Transportation and Pub­
lic F acilities, itse lf heavily  dependent on federal program s 
for prim ary funding. A nother group is the Associated G ener­
al Contractors, som e o f  whose A laska chapter m em bers de­
pend prim arily  on construction  work funded by DOT PF.

A third group is the Fairbanks Cham ber o f  Com m erce. 
T hrough  its transportation  com m ittee and the annual publi­
cation  o f  "In terior  Transportation Needs Report," the 
cham ber w orks to understand and influence im provem ent 
plans for the state transportation system.

O thers w ith interests in transportation im provem ent pro­
gram s are the trucking industry, local governm ents, the 
A laska  M unicipal League and com m unity cham bers o f  com ­
merce.

The A laska Transportation Forum can help strengthen 
transportation  constituencies and develop a better under­
standing o f  how  current program s function and what they 
accom plish  in A laska. Further, this forum will look at pros­
pects for change from an Alaskan perspective and discuss 
the uniqueness o f  transportation needs in A laska and the re­
lationsh ip  o f  those needs to national transportation policy.

We need to recognize that A laska ’s aging roads, bridges, 
a irports and other facilities need increasing rehabilitation 
and repair. We also know the strong correlation between a 
healthy transportation system  and econom ic vitality. G reat­
er com petition  for revenue is inevitable as financial needs in 
all areas increase.

A laskans have a lot at stake and need to send a strong, 
clear m essage to W ashington.

The University o f  A laska Transportation C enter’s fifth 
annual Transportation Forum  will be held at the U niversity 
o f  A laska. Fairbanks, M arch 4-5. For in form ation, contact 
John M artin at (9071451-5150. □

■John I). M arlin is the chief o fp lanning  anti research for the A laska  
Department o f  Transportation am i Public Facilities. He is a regis­
tered engineer an d  is the D O T PF representative to the Advisors 
Board for the I ’niversity o f  A  laska Transportation Center.
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DRILL 
REPORT

A dozen  lan d -b n sed  r ig s  w e re  on th e  a c tiv e  
l is t  a s  o f e a r ly  J a n u a r y  an d  d r i l le r s  w e re  p re ­
p a r in g  o th e rs  fur w o rk  a s  o il c o m p a n ie s  
m o b ilized  fo r in c re ase d  N o rth  S lo pe  d ev e lo p ­
m e n t a n d  e x p lo ra to ry  d r ill in g .

A rco  A la s k a  Inc., S ta n d a r d  A la s k a  P ro ­
d u c tio n  Co. a n d  T ex aco  w ere  a ll  lo o k in g  to 
t a p  a d d it io n a l  re s e rv e s  w ith in  o r  n e a r  th e  
P ru d h o e  a n d  K u p a ru k  R iv e r u n i ts .

A rco  w as b u ild in g  a  4 -m i. ice ro ad  o ff th e  
h a  I ro ad  a n d  ice p ad  from  w h ich  to d rill  i t-  
P ru d h o e  P ip e lin e  S ta te  No. 1 w ell on o ne  o f 
3 0  s t a t e  t r a c t s  g a in e d  in th e  1985 K u p a ru k  
U p la n d s  No. 47  sa le . Doyon D ri ll in g  Co.'s 
N o. 9  r ig  is d r i l l in g  th i s  te s t ,  ta rg e te d  for 
b e lo w  12 .000  ft.

T e x a co  w as  to  b e g in  d r i l l in g  th i s  y e a r  th e  
f i r s t  o f u p  to  th r e e  w e lls  on th r e e  o f 51 tra c ts  
g a in e d  in th e  1986 s t a te  K u p a ru k  U p la n d s  
N o. 48  sa le . T ex aco  h a s  p ro ceed ed  w ith  th e  
p e r m i t t in g  p ro cess  w h ile  a w a i t in g  a  f in a n ­
c ia l c o m m itm e n t from  5 0 -p e rc e n t p a r tn e r  
B P  A m e ric a , p a re n t  co m p an y  o f S ta n d a rd  
A la s k a  P ro d u c tio n  Co. S h o u ld  B P  d e c lin e  to  
p a r t ic ip a te  th i s  se a so n , d r i l l in g  w ould  be 
h u m p e d  h ack  to  w in te r  1989.

P la n s  ca ll fo r s p u d d in g  th e  firs t  w ell from  
a n  ice p ad  on  A D I. 368 0 33 , a  t r a c t  a b o u t  26 
m i. s o u th  o f th e  K u p a ru k  field  2 0  p ad . A c­
cess  is v ia  a it ice road  from  th e  2G  pad.

T h e  f irs t  w ell, d e s ig n a te d  W o llh u tto n  No. 
1. h a s  a  t a r g e t  d e p th  o f  9 ,5 0 0  ft. S u ccess iv e  
w e lls  w ou ld  lie d r i l le d  from  ADD 3 8 6 0 4 4 , 5 
m i to  th e  n o r th w e s t ,  a n d  on A D I. 368 0 36 . 
3 .3  m i. s o u th  o f  th e  f irs t  w ell s i te .  A d i i l l in g  
c o n tra c to r  h a s  y e t to  he  a n n o u n c e d .

S ta n d a r d  w ill u se  tw o  A la sk a  U n ite d  
D r i l l in g  Co rig s  a n d  one  N a b o rs  A la sk a  
D r i ll in g  Inc. r ig  fo r d e v e lo p in g  th e  E ile e n  r e ­
g ion  a t  th e  w e s te rn  e d g e  o f th e  P ru d h o e  B ay 
u n i t  N a b o rs  is m o d ify in g  its  No. 22-E  rig  fo r 
w ork  to b e g in  in  A pril.

A n  u n d isc lo se d  n u m b e r  o f  w e lls  w ill ta p  an  
iso la te d  se c tio n  of th e  S a d le ro c h it  fo rm a tio n . 
S ta n d a r d  e s t im a te s  th is  d e v e lo p m en t p ro ­
g ra m  co u ld  re c o v e r a b o u t 110 m illio n  hbl. o f 
oil D rill p a d s  a re  in p lace . P la n s  to  develo p  
th e  E ile e n  a r e a  in e a r ly  1987 w e re  p os tp oned  
u n t i l  oil p ric e s  reco v ered  a n d  show ed  som e 
s ig n s  o f  s ta b i l i ty  

S ta n d a r d  a lso  is la u n c h in g  a S 1 2 0 -m illio n  
p ro jec t to  b r in g  th e  N ia k u k  fie ld  in to  p ro d u c ­
tio n  b y  1990. T h e  c o m p an y  e s t im a te s  th a t  12 
p ro d u c tio n  w e lls  on a  g ra v e l is la n d  a  m ile  
o ffsh o re  o f th e  S a g a v a n irk to k  R iv e r could  
p ro d u ce  19.009 bpd. R ecovery  o f  58 m illio n  
h id  is e x p e c te d  frcun th e  re s e rv o ir , e s t im a te d  
to  c o n ta in  I5 u m illiu n  hbl.

D ike S ta n d a r d 's  E n d ico tt fie ld  to  th e  e a s t . 
N ia k u k  d e v e lo p m en t h in g e s  on  c o n s tru c tio n

o f  a  g ra v e l  c a u s e w a y  l in k in g  th e  p ro d u c tio n  
is la n d  to  th e  m a in la n d . S h o u ld  th e  A rm y  
C o rp s  o f E n g in e e rs  re q u ire  a  fu ll e n v iro n ­
m e n ta l  im p a c t s tu d y , p ro jec t co sts  w ou ld  
ju m p  a n d  p ro d u c tio n  w ou ld  be p u sh e d  h ack  
to  1991

In  D ecem ber, A m oco C orp . a n n o u n c e d  
p la n s  fo r a  $ 3 .8 -b illio n  e x p lo ra tio n  b u d g e t. 
A la sk a  could  se e  u p  to  8 25  m illio n  in c a p ita ! 
a n d  e x p lo ra t io n  sp e n d in g , sa id  c o m p an y  offi­
c ia ls  in  D en v e r

M a ra th o n  O il Co. is a s s e s s in g  th e  d a m a g e  
to  t ile  S te e lh e a d  p la tfo rm  in  th e  T ra d e r  B ay  
U n it , iS e e  AC& O .  N ov. 1987, p. 22 > A Dec. 
20  g a s  w ell b low ou t a n d  e ig h t  d a y s  o f fire  
cau sed  d e s tru c tio n  o f  th e  P a r k e r  D r i ll in g  Co. 
r ig  a n d  d a m a g e  to th e  h e lid ec k  an d  crew  
q u a r te r s .

T h e  rig  h ad  d r ille d  th e  M -26 w ell to  2 .265  
ft. th ro u g h  th e  n o r th w e s t p la tfo rm  leg  a n d  
c re w s  w e re  c e m e n tin g  c a s in g  a t  2 .25 5  ft 
w h e n  a  g a s  le ak  d eveloped , A d iv e r te r  sy s ­
te m  fa ile d  to  c h a n n e l  th e  g a s  to  h u rn o f f  to w ­
e r s  a n d  c re w  m e m b e rs  e v a c u a te d  th e  p la t ­
fo rm  in  e m e rg e n c y  pods. T h e  p re s su r iz e d  g a s  
p lu m e  ig n ite d  a t  th e  w e llh ea d  a  few  h o u rs  
a f te r  th e  b lo w o u t. N o se r io u s  in ju r ie s  w e re  
re p o rte d , t in Dec. 28, th e  Well b r id g e d  o ver 
w ith  d e b r is  a n d  th e  f ire  w e n t o u t.



Drill Report Continued 

Area
Loca t ion

Dnller. Rig, S ta lu s , W e ll S ile , Operator

North S lope
P rudhoe  Bay

A laska United. = 2 , (d). PBU  DS E-25. SAPC 
A laska United, W SR  = 1. (w). P 8U  D S  5, Arco 
Nabors, 1-ES . (w ), PBU -G C -1D . SAPC 
Nabors, 18-E . (d ). PBU  D S  C -30 . SAPC 
P oo l Arctic A laska. = 1 0 2 . (w), PBU  D S  17. Arco

Kuparuk
Doyon Drilling, = 14. (d l. KRU  D S  3H -12. Arco 
Roil n W e ll Servicing. Nordic = 1 . Iw). KRU 

3M Arco 
L isburne 

Nabors. = 28E . tdi. PBU  L2-32 . Arco 
Endicott

Doyor, Drilling, = 15 . (d ). D IU  2-24 R12 . SAPC 
Po o l Arctic A laska. =7, (d l. D IU 3-39 J39 . SAPC 

Ba rrow  Gas Fie ld 
Grace Drilling C o = 211 , (0 . N S 3  = 7  NSB

O ffsho re
Beau fo r t  Sea

Canm ar. S SD C  Mat (d), ’ O C S  Y -0943  Aurora 
= 1, Tenneco

Cook Inlet (O f fshore )
G ran ite Pc in t Shoa ls

Amoco. P la tlo rm  Anna. tc). G PS -36 . Amoco
Middle Ground Shoa ls

Amoco. P lattorm  Baker (i), M GS 17-1 Amoco 
Amoco. P latform  Dillon, (i). MGS 8-RD . Amoco 
Amoco. P latform  Anna. (c). G P -1 . Amoco 
She ll, Platform  A, (i). MGS G -16 , Shell 
She ll. P latform  C. Id ). MGS - She ll

McArthur R iver Unit
Umon. G reyling Platform , (w ). MRU G -30. Union

T rad e r  Bay Unit
Marathon. Dolly Varden Platform , (w). TBU D-6.

Union Marathon 
Marathon. S tee lhead , (i), ‘ TBU M-25. Union 

Marathon 
Union. Monopod. (I). TBU-. Union

Cook  In le t  (Onshore )
Cannery Loop

G race Drilling Co., =154 , (d ). 'Cannery Loop 3, 
Union

Kena i
G reat Northern Drilling, = 1. (s ), 'Mike Pe lch =1. 

Far North
Swanson  R iver

'-loll n W ell Servicing. = 5 , (i), -. Arco

Other
K a ta l l a

NKG Drilling. NKG =1. (s ), 'K ata lla  KS-2, 
A laskan Crude

KEY
(c) —  completing (s ) —  standby
(d) —  drilling (t) —  testing
(l) —  idle (w ) —  workover
(I) —  logging 'exp loratory well
( r) —  rigging up

“Valdez, Alaska really works 
hard for us.” Loy KaMit*' Eiccu! vo V  ̂ 'Genera' Manage' 

P'Ciu^C* rn Cascaaf'Gpr o'ai E»ocui *o To.im

"C a s c a d e  G e n e ra l is a  you ng  d yn am ic  sh ip re p a ir c om p an y  with 
a la rg e  a rra y  o f  e qu ipm en t in th e  N orthw est —  and  big p la n s  tor 
the fu tu re

W e  c h o se  V a ld e z  fo r  a  lot o f re a so n s . Its s tra teg ic  lo ca tion , 
sta t r-o l-th e -a rt fac ilitie s , in te rn a tion a l b u s in e s s  c on n e c t io n s  and  
a ttra c tive  land  u se  o p tio n s  p ro v id e  th e  p e rfe c t e n v ironm en t fo r 
o u r g row ing  b u s in e s s . W e know  w e  m ade  the  right d e c is ion  by 
com ing  to V a ld e z  "

rm»*'in;i -.j. Ci, 
,,.•01 P i *  B. - .  V  . 4 « >;  *  t \ *i  ■_ -  A  > V M ‘. A V I  ' » f

tut?* Jo-i Ha 108

- r— y - 1  n • - i i r c - - ;

JUST AHEAD, ALL TH E RIGHT FAERICS.

The construction fabrics you need are as close as the Amoco distributor below. 

Our complete line of wovens and nonwovens—in stock now for quick delivery—meets every 

construction fabric spec. W ith distributor support through installation. So tu.n here for 

fabrics MiJ service. Amoco Fabrics and Fibers Company. 900 Circle 75 Parkway. Suite 550. 

Atlanta, GA 30339. (404) 956-9025. Sweet’s 022’ 5 AMO Buvline 1065.

Polar Supply Co.
Z o ^ ' a k  V95I8 (907) 344-7000

D eale r D is tr ib u to r N etw ork
PA M O C O  CONSTRUCTION7 FABRICSW E 'V E  GOT YOU CO VERED .v
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A L A S K A ’ S  

H O M E  

P O E T

Port o f call for the 
only scheduled 

steamship service to 
Alaska’s Railhelt.

2000 Anchorage Port Road 
Anchorage, AK 99501 

(907) 272-1531

ndustry 
fea ture

DOG S tud ies Incentive and 
P rocedu re  Changes
B y  M A R K  H A R R IS

T h e  A la s k a  D iv is ion  o l'O il a n d  G a s  w ith in  th e  D e p a r tm e n t o f N a t ­
u ra l  R e so u rces  h a s  b e en  re v ie w in g  p o ss ib le  d r i l l in g  a n d  p ro d u c tio n  
in c e n tiv e  le g is la tio n  a n d  le a s in g  p e rm it-p ro c e d u re  c h a n g e s  th a t  
co u ld  s a v e  th e  o il i n d u s t ry  m on ey  a n d  boost s t a te  ro y a lty  re v e n u e .

In c e n tiv e s  u n d e r  c o n s id e ra t io n  a r e  m o d e led  on  p ro g ra m s  now  in 
e ffec t in  s e v e ra l  s t a te s  a n d  C a n a d ia n  p ro v in ces . T h e y  in c lu d e  th e  
fo llow in g :

S e v e r a n c e  T a x  E x e m p t i o n s  a n d  R o y a l ty  H o l id a y s .  T h is  
w ou ld  e n c o u ra g e  b r in g in g  new  re s e rv e s  o n  s t r e a m  by o ffe r in g  l im it ­
ed  t im e  ta x  e x e m p tio n s  a n d  ro y a lty -f re e  p e rio d s  for n ew  w e lls  
d r i l le d  in a  specific  p e rio d . A lb e r ta  co llec ts  no ro y a lty  for a  y e a r  up  
to  $1 m illio n  on  e l ig ib le  w e lls  a n d  S a s k a tc h e w a n  h a s  a  th r e e -y e a r  
r o y a lty  o r  ta x  h o lid a y  on w e lls  d r ille d  th ro u g h  J u n e  30, 1988, a n d  
a  tw o -y e a r  h o lid a y  on  w e lls  d r i l le d  b e tw e e n  Ju< ’’ 1, 1988. a n d  J u n e  
3 0 , 1989. L o u is ia n a  e x e m p ts  se v e re n c e  ta x  on c e r ta in  w e lls  th ro u g h  
1990 a n d  le v ie s  no  ta x  on  d e v e lo p m en t th ro u g h  1989 for d isco v e rie s  
m a d e  a f t e r  m id -1 9 8 6 . N o p ro d u c tio n  o r  m o n e ta ry  l im its  ap p ly . M is­
s is s ip p i h a s  e n a c te d  s im i la r  le g is la tio n .

D is c o v e r y  R o y a l ty .  T h is  w ou ld  a llo w  a  ro y a lty  r a t e  cu t for a  
sp e c if ie d  t im e  for a  p ro d u c e r  w ho  d isco v e rs  a n d  p ro d u ces oil a n d  g a s  
on  s t a te  le a s e s  in  a  sp ec if ied  p e rio d . T h e  A la s k a  L e g is la tu re  r e ­
p e a le d  su c h  a  law  in  19G9.

E x p l o r a t i o n  I n c e n t i v e  C r e d i t s .  A la s k a  s ta tu te s  a llo w  u se  o f 
s u c h  c re d its , le p ro g ra m  co u ld  he  ex p a n d ed  u n d e r  e x is t in g  law  to 
in c lu d e  m o re  le a se s . A lb e r ta  a llo w s  c re d its  on 50  p e rc e n t o f  w ell 
c o s ts , a p p lic a b le  to  ro y a lty  re d u c tio n  o r  t ra n s fe r a b le  to o th e ' 
o p e ra to rs .

E n h a n c e d  O il  R e c o v e r y .  T h e se  c a p ita l  a n d  la b o r- in te n s iv e  o p ­
e r a t io n s  co u ld  h e  e x e m p te d  from  se v e ra n c e  ta x e s  lo r specified  
p e rio d s . A lso , th e  c u r r e n t  g a s  p la n t  in v e s tm e n t ta x  c re d i t  p ro g ra m  
co u ld  he  e x p a n d e d  to  in c re a s e  fe a s ib il i ty  o f la rg e  p ro jec ts  u n d e r c u r ­
r e n t  oil p rice s . N ew  E O R  in c e n tiv e s  could  s p u r  d e v e lo p m en t o f 
k n o w n  re s e rv e s  su c h  a s  th e  W est S a k  a n d  U g n u  S a n d s  re s e rv o irs  
on  th e  N o r th  S lo p e, o r  h e lp  th e  econ om ics o f  se c o n d a ry  a n d  t e r t ia r y  
re c o v e ry  p ro g ra m s  fo r e x is t in g  p ro d u c tio n .

N e w  T a x  C o u r t .  L e g is la tio n  h a s  b een  d ra fte d  to  e s ta b l is h  a new  
d iv is io n  w ith in  (tie  s u p e r io r  co u rt sy s te m . A p p e a ls  o f d is p u te d  oil 
a n d  g a s  ta x  a s s e s s m e n ts  co u ld  go d ire c tly  to  t h a t  c o u r t, b y p a ss in g  
th e  c u r r e n t  D e p a r tm e n t of R ev en u e  a p p e a ls  p rocess. A bo u t 81.5  b il­
lio n  in  d is p u te d  ta x  a s s e s s m e n ts  is  now  p e n d in g  in A la sk a .

In  a d d it io n , p ro po sed  le a s e -o p e rn tio n s  p e rm it t in g  c h a n g e s  in ­
c lu d e  th e  fo llow ing :

T h r e e - y e a r  L e a s e - O p e r a t i o n s  P e r m i t  T e r m s .  T h is  w ou ld  r e ­
p la c e  th e  o n e -y e a r-c o m tn e n c e , tw o y e u rs -c o m p le te  te rm s  w ith  a  
s ta n d a rd th re e -y u a r c o n s tru c t io n -p h a .s e  te rm  w ith  a n n u a l  s ta t  u s  r e ­
p o r ts  re q u ire d .

S ix - y e a r  L e a s e - O p e r a t i o n s  P e r m i t  T e r m s .  To b e  g ra n te d  for 
p ro je c ts  e x p ec ted  to  ex ceed  th e  th r e e -y e a r  te rm . A n n u a l  s t a tu s  r e ­
p o r ts  re q u ire d .

T e n - y e a r  L e a s e - O p e r a t i o n s  P e r m i t  T e r m s .  T h is  w ou ld  fix th e  
n o rm a lly  lo n g -te rm  u se  o f  a b a n d o n e d  o r  u n u se d  p ad s  fo r s to ra g e  
p u rp o se s . S ta tu s  re p o r ts  to  he  re q u ire d  e v e ry  o th e ry e a r .

O th e r  p o ss ib le  o p e ra tio n -p ro c e d u re  c h a n g e s  w ould  c re a te  a  s in g le  
s ta tu . ,  re p o r ts  f i l in g  d a te  for m a n y  o p e ra tio n s  a n d  tw o d a te s  for fil­
in g  co m p le tio n  re p o r ts  for s u m m e r a n d  w in te r  w o rk , in s te a d  o f  15 
d a y s  a f te r  f in is h in g  th e  c o n s tru c tio n  p h a se , a s  is  c u r re n t ly  re q u ire d . 
F u r th e r  c h a n g e s  w ou ld  d e a l w ith  p a s t-d u e  re p o rts , a s -b u ilt  s u b m is ­
s io n s , g ra v e l  a c c o u n tin g s  a n d  u n i t  r e p re s e n ta t iv e  re q u ire m e n ts .

A ll c o n te m p la te d  c h a n g e s  w ou ld  need  a p p ro v a l from  D N R , th e  
g o v e rn o r’s  office a n d  p a s s a g e  in to  law  by th e  L e g is la tu re . □
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BRIEFS
•  R. C ra ig  T a y lo r , fo rm e r A la sk a  b u s in e s s ­
m a n  a n d  b a n k  d ire c to r , d ied  o f h e a r t  fa i lu re  
N ov . 18 in  S a n  D iego , C a lif ., a t th e  ago  o f 89. 
T a y lo r  fo u nded  a n d  se rv e d  a s  p re s id e n t  o f 
C ra ig  T a y lo r  E q u ip m e n t Co. H e s ta r te d  th e  
c o m p a n y  in  A n c h o ra g e  in M ay  195*1. T h e  
c o m p a n y  l a te r  o p en ed  A la sk a  b ra n c h e s  in 
F a i r b a n k s ,  S o ld o tn a , D e lta  J u n c t io n  a n d  
W a s il la  a n d  a n o th e r  office in S e a tt le .  T h e  
firm  w a s  a p p o in te d  J o h n  D eere  d e a le r  for th e  
s t a t e  o f  A la s k a  in  M ay  1959,

B o rn  A ug . 5, 1918, in B oise, Id ah o , T a y lo r  
c a m e  to  A n c h o ra g e  in  1953. In J u ly  1967 he  
w a s  e le c te d  to  th e  11 -m e m b e r b o a rd  of d ire c ­
to r s  o f th e  M a ta n u s k a  V a lley  B a n k . T a y lo r  
w a s  a  l ife tim e  m e m b e r  o f th e  A n ch o rag e  
E lk s  L odge No. 1351 a n d  a  3 5 -y e a r  m e m b e r 
o f  th e  A sso c ia te d  E q u ip m e n t D is tr ib u to rs . 
H e  w a s  a  p a s t  m e m b e r  o f  th e  A n c h o ra g e  P e ­
tro le u m  C lu b  a n d  a n  a s so c ia te  m e m b e r o f 
th e  A sso c ia te d  G e n e ra l  C o t 1 fa c to rs .

F o llo w in g  a  h e a r t  a t ta c k  in 1967 T a y lo r  
s e m i- re t ir e d  to  h is  ra n c h  in  D u lz u ra , C a lif ., 
w h e re  h e  re s id ed  a t  th e  t im e  o f  h is  d e a th . H e 
le a v e s  h is  w ife , T h e lm a , a n d  a  so n , M ich ae l, 
b o th  o f  D u lz u ra .

T h e  fa m ily  s u g g e s ts  t h a t  m e m o ria l  c o n t r i ­
b u t io n s  b e  d ir e c te d  to  th e  A n c h o ra g e  S a lv a ­
tio n  A rm y . 7-12 B a rro w  S t., A n ch o rag e , 
9 9 5 0 1 . o r th e  c h a r i ty  o f  th e  d o n o r 's  choice.

•  A r th u r  J .  " J a c k "  S a h lb e rg  S r.. fo u n d e r ol 
th e  J a c k  S a h lb e rg  E q u ip m e n t C o.. 300  A u ­
ro ra  A ve. N ., S e a t t le ,  d ied  Dec. 9  in  K ir k ­
la n d , W a s h ., a t  th e  a g e  o f 91.

S a h lb e rg , w ho  w as  h o rn  to  S w ed ish  p a r ­
e n ts  in  O sa g e  C ity , K a n ., on O ct. 10, 1896, 
f i r s t  le a r n e d  to  s p e a k  E n g lish  in  p r im a ry  
sch oo l. H e  se rv e d  in th e  U .S . N a v y  d u r in g  
W orld  W a r  I, a t te n d in g  th e  U n iv e rs i ty  o f  
W a s h in g to n  a s  p a r t  o f  h is  n a v a l t r a in in g ,  
a n d  jo ir.ii. j  th e  S ig m a  N u  f r a te r n i ty .  H e r e ­
ce iv ed  h is  co m m issio n  a s  a  n a v a l  o fficer in 
1925 a n d  la te r  b e ca m e  c o m m a n d e r o f th e  de- 
s tro v e i U S S  M cK enzie .

S a h lb e r g  m a r r ie d  H e le n  E. M o rris  in 1923 
a t  K e tt le  F a l ls ,  W ash . H e  jo in e d  th e  s ta f f  o f 
th e  H o w a rd  C o o p e r Co. in  1936 a n d  in 1915 
b e c a m e  tn e  b ra n c h  office m a n a g e r  o f  th e  
c o m p a n y 's  P o r tla n d  office. H e a n d  h is  son  
A .J . " J a c k "  S a h lb e r g  J r .  fo u nded  th e  J a c k  
S a h lb e r g  E q u ip m e n t Co. in  1950.

H e  is  s u rv iv e d  by h is  w ife , H e len  "N e llie "  
S a h lb e r g  o f B e lle v u e , W ash .; J a c k  S a h lb e rg  
J r .  a n d  h is  w ife  D u lc ie . w ho  liv e  in  S e a tt le ;  
h is  d a u g h te r  a n d  so n -in -la w , J u d i th  a n d  
R ic h a rd  L. E v a n s  o f  B e llev u e ; 10 g ra n d c h i l ­
d re n  a n d  n in e  g re a t -g ra n d c h i ld re n .

T h e  fa m ily  r e q u e s ts  re m e m b ra n c e s  in h is  
n a m e  h e  s e n t  to  B e lle v u e  M edic  O n e . N o r th ­
w e s t H a rv e s t  o r  fa v o r i te c h a r i t ie s .

•  B re n t  T . D rag e , a  p a r tn e r  in  th e  A n ch o r­
a g e  c o n s u l t in g  e n g in e e r in g  firm  o f  l’c r a l -  
ro v ic h , N o t t in g h a m  & D ra g e . d ied  J a n .  2 at 
th e  fa m ily  c a b in  in  R a in b o w  V a lley , so u th  o f  
A n c h o ra g e .

D ra g e  w as b o rn  S e p t. 26 , 19-1-1, in S a lt 
L a k e  C ity ,  U ta h . H e h a d  liv ed  th e  p a s t 20

y e a r s  in A n c h o ra g e , R a in b o w  V a lle y  an d  
F a i rb a n k s ,  w h e re  lie  rece iv ed  a  m a s te r 's  d e ­
g re e  in  c iv il e n g in e e r in g  from  th e  U n iv e rs ity  
o f  A la s k a  in 1977.

I l is  A la s k a  w o rk  e x p e r ie n c e  d a te s  h ack  to 
1967 , w h e i . h e  w as a  su rv e y o r  fo r th e  D e p a r t­
m e n t o f  H ig h w a y s , w o rk in g  s u m m e rs  w h ile  
a t te n d in g  school. A f te r  re c e iv in g  h is  
b a c h e lo r s  d e g re e  in  c iv il e n g in e e r in g  from  
U ta h  S ta te  U n iv e rs i ty  in  1969, h e  w orked  a s  
a  p ro fe s s io n a l e n g in e e r  d u r in g  th e  e x p lo ra ­
to ry  s ta g e s  o f  th e  P ru d h o e  B a v o il  field.

h a m  Inc ., w h ic h  th e  fo llo w in g  y e a r  b e c a m e  
P e r a tr n v ie h ,  N o t t in g h a m  & D ra g e  Inc.

I lo  w a s  a  m e m b e r  o f  th e  A m e ric a n  S o c ie ty  
o l 'C iv il  E n g in e e r s ,  th e  P ro jec t M a n a g e m e n t 
I n s t i tu t e  a n d  S ig m a  C h i f r a te r n i ty .

H e  le a v e s  h is  w ife  o f 20  y e a r s ,  K a th le e n , 
a n d  h is  so n s , J e r e m ia h  a n d  J o s h u a ,  a ll  o f A n ­
c h o ra g e . h is  p a r e n ts ,  D on a n d  D ix ie  ol 
L o g a n , U ta h ;  a n d  h is  b ro th e rs ,  G a ry , o f  S an  
D ieg o , iin d  J e f f r e y ,  o f  M o n u m e n t , C olo.

M e m o r ia ls  m ay  b e  se n t to  th e  B re n t 1 Irn g e  
M e m o ria l F u n d  in  c o re  o f  P e r a tr n v ie h .  N o t­
t in g h a m  & D ra g e  In c ., 1»06 W. 3 6 th  A ve., 

In  1981, h e  jo in e d  P e ra trn v ie h  & N o ttin g -  A n c h o ra g e , A K  9 95 0 3 .

FOR FREIGHT 
TRANSPORTATION 
TO ALASKA,
THE CHOICE 
IS

i P d D i L ^ m , ^

F E A T U R I N G :
LfL and TL Service between the Lower 48 and Alaska
Shipper's Agent Services
Consolidation and Container Transfer Service
Small Package Service between Seattle. Anchorage and 
Fairbanks
Anchorage Delivery Service 
Transportation Consulting

Now offering westbound truckioatf ■ ■ •
\ til: l HlcljO l fcZdStcil 11 3iK . IV||0. W .' ■ -, - !.■

l o  t h e  W e s t  C o a s t .

Your complete satisfaction is our 
express purpose.

FREIGHT MANAGEMENT ASSOCIATES/

6719 E. Marginal Way So., Seattle, WA 98108 
P.O. Box 3537, Seattle, WA 98124

Anchorage (907) 276-4711 
Seattle (206) 762-5860 

Fairbanks (907) 451-7155

February 19S8 A la s k a  C o n s tru c tio n  & O il 19



•  S h a re h o ld e rs  e lec te d  s ix  d ir e c to rs  to th e  
S e n ln s k ' C orp. B o ard  o f D ire c to rs  u t  th e  
N t h  n n m in l m e e tin g  in  S itk n  on S e p t. 19. 
E le c te d  to  th e  b o a rd  o f  d ir e c to rs  for t lu e e -  
y e n r  te r m s  e n d in g  in 1990 w ere  C h a r l e s  
C a r l s o n ,  n c o m m e rc ia l f is h e rm a n  from  
S itk n ;  N i le s  C e s a r ,  e x e c u tiv e  v ice  p re s id e n t  
o f  th e  S o u th e a s t  A la sk a  R eg io n al H e a lth  
C o rp ., from  J u n e a u ;  R a y m o n d  D e m m c r t ,  
r e t i re d  c o n s tru c t io n  m a n a g e r  from  K e tc h i­
k a n ;  J i m  E d c n s o ,  f in a n c ia l m a n a g e m e n t 
c o n s u l ta n t ,  from  B e llin g h a m , W ash .; A la n  
W il l ia m s ,  vice p re s id en t, lo a n s  for th e  C o m ­
m u n ity  E n te r p r i s e  D eve lo p m en t C orp ., from  
A n c h o ra g e ; a n d  l t o s i t a  W o r l, sp ec ia l a s s is ­
t a n t  to  A la s k a  G o v e rn o r C ow p er, from  A n ­
c h o ra g e .

Im m e d ia te ly  fo llow in g  th e  m e e tin g , th e  
h o a rd  o f  d ir e c to rs  m et. an d  re -e lec ted  till offi­
c e rs  o f  th e  c o rp o ra tio n . T h e  o ffice rs  re ­
e lec te d  a r e  M a r l e n e  A . J o h n s o n ,  c h a irm a n  
o f th e  h o a rd ; R a y m o n d  D e m m e r t ,  vice 
c h a ir m a n  o f th e  h oa rd ; B y ro n  I. M a llo t t ,  
c h ie f  e x e c u tiv e  o fficer; W illia m  M . H o w e , 
p re s id e n t  a n d  c h ie f  o p e ra tin g  officer; W il­
l ia m  F . S t r a f f o r d ,  v ice  p re s id en t f in a n c e  
a n d  t r e a s u r e r ;  R o b e r t  W . L o e s c h e r ,  s e n io r  
v ice  p re s id e n t  re so u rc e  m a n a g e m e n t;  C h r i s  
E . M c N e il  J r . ,  s e n io r  vice p re s id e n t  an d  
g e n e r a l  co u n se l: R o b e r t  M a r t in  J r . ,  v ice  
p re s id e n t  a d m in is t r a t io n ;  R i c h a r d  P .  H a r ­
r i s ,  v ice  p re s id e n t  re so u rc e  p la n n in g  a n d  a d ­
m in is tr a t io n ;  M a x in e  H . R i c h e r t ,  c o rp o ra te  
s e c re ta ry ;  E d i th  E . M c H e n r y ,  a s s i s t a n t  
c o rp o ra te  s e c re ta ry  s h a re h o ld e r  se rv ice s;

a n d  D o r is  S te v e n s ,  a s s i s t a n t  c o rp o ra te  sec- 
re tn ry /o ffice  m a n a g e r .
•  R o d  H a r r i o t t ,  A n c h o ra g e  o p e ra tio n s  
.m a n a g e r fo r M cD onald  In d u s tr ie s  In c ., r e ­
c e n t ly  a n n o u n c e d  th r e e  p e rso n n e l c h an g e s . 
B ill B o v e e  h a s  jo in e d  t iie  se rv ic e  d e p a r t ­
m e n t a n d  w ill c o n c e n tra te  011 co m p o n en t r e ­
b u ild . B ovee h a s  w o rk ed  on p ro d u c ts  by 
K o m a tsu , T e re x , D e tro it  D iese l, A lliso n , 
C a te r p i l la r  a n d  C u m m in s . E a r ly  th i s  y e a r  
D a r r e n  F o l k e r s  jo in ed  M cD on ald  a s  sh o p  
fo re m a n . H e w ill c o n tin u e  th o se  d u t ie s ,  bu t 
w ith  m o re  e m p h a s is  on g e n e ra l  r e p a i r  p ro j­
ec ts . J o h n  G a l l ip e o  h a s  m oved  to  p a r ts  
s u p e rv is o r  w ith  re s p o n s ib i l ity  fo r d ay -to -d ay  
p a r t s  s a le s  a c tiv it ie s .  G a liip e o 's  e x p e r ie n c e  
c o v e rs  20 y e a r s  o f  a u to m o tiv e  an d  const ru c ­
tio n  e q u ip m e n t  p a r t s  in A la sk a .

ENGLAN l- n id o w ic z

•  H a rd in g  L aw so n  A sso c ia te s  re c e n tly  im ­
p le m e n te d  a  m a n a g e m e n t  s t a f f  c h a n g e  in  its  
A n c h o ra g e  b ra n c h  office. J a y  E n g la n d ,  vice 
p re s id e n t- in -c h a rg e  o f th e  A n c h o ra g e  office

s in c e  19(59, h a s  b e en  n a m e d  to  th e  n ew  p o s i­
tio n  o f  re g io n a l m a n a g e r  o f IIL A ’s  c o rp o ra le  
h e a d q u a r te r s  in  N o v a to , C a lif . E n g la n d 's  r e ­
g io n a l d u t ie s  w ill in c lu d e  o p e ra tio n s  an d  
m a r k e t in g  re s p o n s ib i l ity  fo r H LA  b ru n c h  o f­
fices in  N o r th e rn  C a lifo rn ia , N e v a d a , 
A la s k a  a n d  H a w a ii.  B e r n a r d  N id o w ic z , 
P .E ., h a s  b e en  p ro m o ted  to  m a n n g in g  p r in c i­
p a l o f  th e  A n c h o ra g e  office. N idow icz  is  a r e ­
g is te re d  p ro fe ss io n a l e n g in e e r  in  A la s k a  a n d  
h a s  b e e n  w ith  H L A 's  A n c h o ra g e  office s in ce  
1980. H e  h a s  a m a s te r  o f  sc ien ce  d e g re e  in 
civil e n g in e e r in g  fro m  th e  U n iv e r s i ty  o f  
A la s k a  a n d  sp e c ia lize s  in  g e o te c h n ic a l a n d  
a rc tic  e n g in e e r in g .

•  G e o r g e  W o o d b u r y  a n d  J e s s  C l in e  h a v e  
b een  a p p o in te d  a s  c o ip o ra te  o ff ice rs  to 
A la s k a  P u lp  C o rp . T h e  a p p o in tm e n ts  w ere  
a n n o u n c e d  by  F ra n k  Ito ppel, e x e c u tiv e  vice 
p re s id e n t  for th e  S itk a -b a s e d  m ill. T h e  tw o 
n ew  o ff ic e rs  w e re  a p p o in te d  a f ‘ • th e  J a n u ­
a ry  r e t i r e m e n t  o f  v ice  p re s ld c n  R y n e a r- 
so n , w h o  h a d  15 y e a r s  o f  se rv ic e  w ith  A la sk a  
P u lp . W o o d b u ry , n ow  vice  p re s id e n t ,  t im b e r  
o p e ra tio n s ,  c a m e  to  A la sk a  P u lp  in O c to b er 
1986 from  K e tc h ik a n  P u lp  C o., w h e re  he  
se rv e d  a s  lo g g in g  m a n a g e r  a n d  in  o th e r  
c a p a c i t ie s  fo r n e a r ly  20  y e a r s .  M is n ew  re ­
s p o n s ib i l i t ie s  in c lu d e  e n s u r in g  th a t  th e  
S itk a  m ill h a s  ra w  m a te r ia ls  (c h ip s  an d  
log s), a d m in is te r in g  lo n g -te rm  s a le s  an d  
c o n tra c ts  o f  lo g g in g  s i te s ,  a n d  f in d in g  m a r ­
k e ts  fo r s a w m ill  logs. C lin e  beco m es v ice  
p re s id e n t ,  in d u s t r ia l  re la t io n s .  P r io r  to  com ­
in g  to  A la s k a  P u lp  e ig h t  y e a r s  ago, h e  
w o rk e d  in  la b o r  r e la t io n s  p o s itio n s  fo r com ­
p a n ie s  in  N e b r a s k a , M isso u ri, K a n s a s  an d  
O re g o n . P re s e n tly ,  h e  o v e rse e s  a ll p e rso n n e l 
m a t te r s ,  in c lu d in g  e m p lo y m e n t, w ag es , b en ­
e fits , m o tiv a t io n  a n d  sa fe ty , a s  w e ll u s  h a n ­
d lin g  la b o r  r e la t io n s  is su e s  fo r th e  co m p any .

OUR BEARING STOCK IS WELL 
ROUNDED!

ALASKA CORPORATION
133 POST ROmD 
ANCHORAGE, ALASKa  99501

We  Ve g o  t i t .907/276-1406

O P a u l  R a m e r t ,  a  s e n io r  in th e  c iv il e n ­
g in e e r in g  d e p a r tm e n t  a t  th e  U n iv e rs i ty  o f 
A la s k a .  A n c h o ra g e , h a s  re ce iv ed  a  S i , 000  
s c h o la rs h ip  from  C o n s tru c tio n  M a c h in e ry  
Inc. a n d  In g e rso ll-R a n d  Inc. M oney  to  fund  
th e  s c h o la rs h ip  w a s  m a d e  a v a ila b le  th ro u g h  
a  c o o p e ra tiv e  e ffo rt m a d e  by C o n s tru c tio n  
M a c h in e ry , a n  A n c h o ra g e  h e av y  e q u ip m e n t 
f irm , a n d  In g e rso ll-R a n d , a  m a n u fa c tu r e r  of 
h e a v y  p o w er too ls. R a m e rt  w a s  b o rn  an d  
r a is e d  in  A n c h o ra g e  a n d  p la n s  to  u se  th e  
s c h o la rs h ip  to  p u r s u e  a  m a s te r ’s  d e g re e .

Dr. Robert Miller, UAA, observes as Paul 
Ramert, engineering student, receives a 
S1.000 scholarship award from Ken Geron- 
dale, president o f Construction Machinery 
Inc.
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CALENDAR
ANNUAL MAPPING AND SURVEYING CON­

FERENCE —  At th e  C a p ta in  C o o k  H ote l. 
A n c h o ra g e ; ( 9 0 7 )  5 6 3 - 1 0 6 7 .  F e b . 8 - 1 2 .

WINTER CITIES SHOWCASE '8 8  —  T h em e  
is  "T h e  B u s in e s s  o f  W in te r ."  E d m on to n , 
A lt a ;  ( 4 0 3 )  4 2 8 - 1 9 8 8 .  F e b . 1 3 -1 9 .

SOIL COMPACTION SEMINARS -  O n e -d a y  
s e m in a rs  fo r c o n tra c to rs , e n g in e e rs , a r­
c h ite c ts  a n d  o th e rs  in v o lv e d  in th e  d e s ig n , 
c on s t ru c t io n  a n d  te s ting  o f  c om p a c te d  fills . 
In P h o e n ix . A Z , Feb. 25: L o s  A n g e le s . CA . 
March 3; D e n v e r , C O . April 7; A nch o ra g e . 
Apr ii 27.

SOCIETY OF PETROLEUM ENGINEERS 
SPE'IADC DRILLING CONFERENCE —
D a lla s , T X : ( 2 1 4 )  6 6 9 - 3 3 7 7 . F e b . 2 8 -  
March 2 .

ASME OPEN FORUM ON CERTIFICATION
— T h e  A m e r ic a n  S o c ie ty  o f  M ech an ic a l E n ­
g in e e rs  p re s e n ts  a n  o p e n  fo rum  to a s s e s s  
n e e d  fo r  a n d  s c o p e  o f ce rtific a tion  o f g a s  
a n d  h a z a rd o u s  liqu id s p ip e lin e  o p e ra to r s  
a n d  o r  in s p e c to rs . At th e  M ario itt H o te l. 
D a l la s  F o rt W o rth  A irpo rt. D a lla s . TX  
March 4.

ANNUAL TRANSPORTATION FORUM —
"F u tu re  o f  T ra n sp o r ta t io n  in to  th e  21  s t C e n ­
tu ry ."  C o n ta c t : D e p a rtm e n t o f C o n fe re n c e s  
a n d  C on tin u in g  E d u c a t io n , U n iv e rs ity  o f 
A la s k a . F a irb a n k s ; (9 0 7 )  4 7 4 - 7 8 0 0 .  M a rc h  
4-5.

SOCIETY OF AMERICAN MILITARY EN­
GINEERS NORTHWEST REGIONAL 
CONFERENCE —  At th e  F o u r S e a s o n s  
O lym p ic  H o te l, S e a t t le . W A . March 6 - 8 .

Erratum
A n a r t ic le  in  th e  S e p te m b e r  1987 issu e  

e n ti t le d  "N o m e  M in in g  O p e ra t io n s  R ipe  
f o r a  N ew  B o n a n z a "  in c o rre c tly  id e n tif ie d  
In s p ira t io n  G old Inc. a s  b a se d  in V a n ­
c o u v e r, B .C . T h e  co m p a n y  is  h e a d q u a r ­
te re d  in  S c o tts d a le , A riz ., a n d  is  a  w ho lly  
o w n ed  s u b s id ia ry  o f  N ew  Y ork -b ased  In ­
s p ir a t io n  R e so u rc e s  C orp .

I n s p ira t io n  G old  o p e ra te s  th e  B im a  
o ffsh o re  d re d g e  on  p r iv a te  a n d  s t a te  sea - 
fio o r le a s e  h o ld in g s  a  m ile  s e a w a rd  a n d  
a b o u t 8  m i. w est o f N o m e. T h is , th e  
w o rld ’s  la rg e s t  d re d g e , b e g a n  te s t  o p e ra ­
t io n s  d u r in g  o p e n -w a te r  s e a so n  in  1986 
a n d  o v e rw in te re d  in  S e a t t le  w h e re  m od­
if ic a tio n s  w e re  m a d e  an d  w o rn  b u c k e ts  
re p la c e d . T h e  d re d g e  w o rk ed  a  fu ll t e s t  
p ro d u c tio n  sea so n  in  1987 a n d  is w in te r ­
in g  a t  th e  P o r t  o f N om e in  a n tic ip a t io n  o f 
f u r th e r  u n d e rw a te r  gold m in in g  th is  
su m m e r.

T h e  B im a  is  k e p t in  p lace  w ith  one  20- 
to n  lte ad  a n c h o r  a n d  tw o  2 0 -to n  s to rm  a n ­
c h o rs . I t s  g ia n t  b u c k e t l in e  d re d g e s  th e  
o cean  floor in a n  a rc  a lo n g  a  c a b le  lin e  a t ­
ta c h e d  to  fo u r 14-ton sw in g  an ch o rs .

In s p ira t io n  b o u g h t th e  B im a  in In ­
d o n e s ia  from  B illi to n  B.V. fo r c o n s id e r­
a b ly  le ss  th a n  th e  833  m illio n  q u o ted  in 
th e  a r t ic le ,  a c c o rd in g  to co m p an y  offi­
c ia ls .

.  »p • r»--“ . -r-

ALASKA  
CO NTRACTING  

SUMMARY
M ore th a n  tw ic e  th e  d o lla r  v o lu m e  in  a w a rd s  w a s  re p o r te d  in  D ecem b er th a n  in 

N o v e m b e r —  $34 m illio n  in  D ece m b e r a s  opposed  to  $  14 m illio n  in  N ov em b er.
T w e n ty  a n d  a  h a l f  m illio n  d o l la rs  in h ig h w a y  a w a r d s  w as  th e  m a jo r fa c to r  in th is  r e ­

covery  a n d  m o st o f  th e  $ 20  m illio n  w as c o n tr ib u te d  by tw o  a w a rd s , o n e  for $ 1 2  m illio n  
a n d  a n o th e r  fo r $ 6  m illio n .

A t th e  en d  o f  1987, th e  c a te g o ry  o f h ig h w a y  c o n s tru c tio n  w as $65  m illio n  a h e a d  o f 
1986. It is th e  o n ly  c a te g o ry  to sh o w  s ig n if ic a n t  im p ro v em e n t fro m  th e  p re v io u s  y e a r .

T h e  c a te g o ry  o f in d u s t r ia l  co m m erc ia l b u i ld in g s  w as u p  $4  m illio n  o v e r  1986 a n d  th e  
m isc e lla n e o u s  c a te g o ry  w a s  u p  $ 10  m illio n . A ll o th e r  c a te g o r ie s  w ere  dow n  s ig n if ic a n tly  
from  th e  p re v io u s  y e a r .

W e fin is h e d  1987 o .T $291 m illio n  from  1986.

CATEGORIES DECEMDER 1 9 8 7  TO DATE 1 9 8 6  TO DATE
A irp o rts — S 1 3 .7 6 3 .2 2 2 S 4 6 .R 1 3 .1 3 6
E le c tr ic  P o w e r — 1 .0 9 1 .3 4 3 4 6 ,7 7 6 .3 1 8
H ig hw ay s 2 0 . 5 5 4 .5 7 2 1 7 0 ,8 6 2 .8 7 9 1 0 5 ,0 5 0 ,8 2 9
In d u s tria l C o m m e rc ia l B u ild in g s 2 .9 0 6 ,5 9 1 2 9 .0 9 8 .7 7 7 2 5 , 0 0 3 .2 7 2
M a r in e 1 ,0 7 9 ,5 9 6 1 9 ,2 7 4 .6 6 4 2 8 ,8 6 4 ,3 6 9
M ilita ry 3 0 ,9 5 2 1 0 5 .3 7 9 .8 8 1 1 6 5 .6 1 9 .7 8 2
P e t ro le u m — — 2 0 ,2 5 0 .0 0 0
P u b lic  B u ild in g s 6 .6 8 4 ,1 6 8 8 6 ,5 7 7 ,4 8 4 2 2 9 ,5 7 6 ,2 8 7
S e w e r  a n d  W a te r 7 1 5 ,3 3 7 2 2 .3 0 7 .5 3 5 8 2 .1 9 7 ,1 3 7
M is c e lla n e o u s 1 ,7 5 6 .2 6 5 3 0 .3 5 4 ,1 1 3 2 0 ,2 0 6 .2 6 9

TOTAL S33,915,316 3478.798,842 $770,177,399

T h eDrilling Rig
W e 'll h a u l a l l  o f  it, p a r t  o f  it, 
o r  a n y th in g  r e la t e d  t o  it.

D a i ly  L f L a n d  t r u c k lo a d  
s e r v ic e  f r o m  A n c h o ra g e  a n d  
F a i rb a n k s  t o  P r u d h o e  B a y  
a n d  K e n a i .

D i r e c t  t r u c k lo a d  o r  LTL 
s e r v ic e  to  A la s k a  f ro m  
t h e  S o u th w e s t .

H ou s ton  1 -8 0 0 -2 3 1 - 0 3 8 2  
D a l la s  18171 4 8 1 - 9 / 9 2
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N E W  PRO DUCTS
P e le rb i lt  Announces 
E lec tron ic  Dash

P e te r b i l l  M o to rs  Co. h n s  a n n o u n c e d  th e  
a v a i la b i l i ty  o f a n ew  e le c tro n ic  d a s h  op ion 
for th e  rp c e n tly  in tro d u c e d  c o n v e n tio n a l l in e  
an d  C O E  m odels. T h e  e le c tro n ic  d a s h  r e p re ­
s e n ts  th e  la te s t  te ch n o lo g y  a n d  is co m p a tib le  
w ith  o th e r  e le c tro n ic  e q u ip m e n t.

C o n s is t in g o f a  la rg e  liq u id  c ry s ta l  d isp la y  
p an e l a n d  a  s e p a ra te  k e y p a d , th e  d a s h  r e ­
p laces  a l l  s t a n d a r d  d a s h  fu n c tio n s . F e a tu re s  
in c lu d e  fuel e c o n o m y  m o n ito r in g  a n d  s e lf­
d ia g n o s tic  c a p a b ili ty  for d a sh  fu n c tio n s . T h e  
k e y p a d  a llo w s th e  o p e ra to r  to  se le c t a l t e r ­
n a te  p a n e l fu n c tio n s  a n d  to  p e rfo rm  c a l ib r a ­
tio ns.

F o r c a se  o f v is ib i li ty ,  a ll d a s h  co m p o n e n ts  
a re  g ro u p e d  to g e th e r  d ire c tly  in f ro n t  o f th e  
d r iv e r . R e a d o u ts  on t h e  p a n e l a r e  a  c o m b in a ­
tion  o f  a m b e r  b a r  g ra p h s  a n d  d ig i ta l  d is ­
p lays.

P an e l fu n c tio n s  c o n s is t  o f sp e e d o m e te r, 
ta c h o m e te r , c ru is e  sp eed  in d ic a to r  speed  
a la rm , in s ta n ta n e o u s  an d  a v e ra g e  in i 'e s  p e r 
g a lio n , fuel econo m y  tre n d  in d ic a to r , o u ts id e  
a i r  t e m p e r a tu r e ,  o d o m e te r, t r ip  o d o m ete r, 
fuel lev e l, v o ltm e te r , h o u rm e te r ,  a v e ra g e  
tr ip  sp eed , clock  e la p se d  tim e , oil p re s su re , 
oil te m p e r a tu r e  a n d  co o lan t te m p e r a tu r e .  A 
d ua l a i r - p r r 0.,u ie  g a u g e  a n d  w a rn in g  lig h ts  
a rc  a lso  s ta n d a rd .  U p  to  10 m o re  r e g u la r  size 
g a u g e s  m a y  be  ad d e d  to  cu s to m iz e  th e  d a sh  
for sp ec ia lized  fu n c tio n s .

A fuel econ o m y  t r e n d  in d ic a to r  sh o w s  th e  
co m p a riso n  b e tw e e n  th e  in s ta n ta n e o u s  

m ile s  p e r  g a llo n  an d  th e  a v e ra g e  m ile s  p e r  
g a llo n  by d is p la y in g  e i th e r  a  red , y e llo w  o r 
g re e n  lig h t. T h e  o p e ra to r  c a n  im m e d ia te ly  
m a k e  d r iv in g  a d ju s tm e n ts  for im p ro v ed  fuel 
econom y.

F or m o re  in fo rm a tio n , co n ta c t: P e te rb l lt  
M o to rs  Co., P .O . Box -10-1, N e w a rk , t.’A 
94560; (415) 7 9 0 -4 0 3 5 .:)

Small Loader 
Does Big Things

K a w a sa k i L o a d e rs  Inc. h a s  in tro d u ce d  th e  
65Z II, a  2 .3-cu .-yd . m a c h in e  th a t  d e liv e rs  
q u ic k  re sp o n se  a n d  pow erfu l p e rfo rm a n c e  
not se e n  in o th e r  lo a d e rs  o f c o m p a ra b le  size , 
a cco rd in g  to  th e  m a n u fa c tu r e r .

T h e  65Z1I fe a tu re s  th e  o p tio n a l in te r ­
c h a n g e a b le  to o lc a r r ie r  sy s te m  w ith  c o u p le r 
a n d  a t ta c h m e n ts  for m u ltip u rp o s e  a p p lic a ­
tio n s. T h e  Isu zu  6BG1 e n g in e  p ro v id es  
g r e a te r  h o rsep o w er, h ig h e r  to rq u e , im ­
proved  fu e l c o n su m p tio n  a n d  low er o p e ra t ­

in g  co s ts  th a n  p re v io u s  K a w a s a k i  lo a d e r  e n ­
g in e s .

T h e  new  R O P S  cab  o ffers  e x ce lle n t v is ib i l­
ity , low  so u n d  le v e ls  a n d  in -cab  c l im a te  c o n ­
tro l s y s te m  to  m a x im iz e  o p e ra to r  co m fo rt 
a n d  p ro d u c tiv i ty . T h e  h y d ra u l ic  sy s te m  h a s  
b e e n  m a d e  c le a n e r  a n d  co o ler for in c re a s e d  
r e l ia b i l i ty .

F o r  m o re  in fo rm a tio n , c o n ta c t: K a w a sa k i 
L o a d e rs  !n c .,4 0 4 1 -E  K in g s to n  C t., M a r ie tta ,  
G A 300 6 7 ; 1404  > 9 5 3 -0 6 6 0 .3

Get a “ Hand le ”  on 
Construction  Fabrics

A m oco F a b r ic s  a n d  F ib e rs  Co. h a s  in t r o ­
duced  i ts  R oll H a n d le s  a s  s ta n d a rd  p a c k a g ­
in g  on a ll w ov en  a n d  n o n -w o v en  c o n s tru c ­
tio n  fa b ric  ro lls  s h ip p e d  to  d is tr ib u to r s  an d  
fa b ric  e n d -u se rs .

Roll H a n d le s  w ere  d e s ig n (-4 to  c u t by h a lf  
th e  t im e  re q u ire d  to  u n lo a d  a n d  h a n d le  co n ­
s t ru c t io n  fa b iic  ro lls  on th e  jo b  s ite . W ith  
th e s e  d ev ices, c o n tra c to r s  c a n  h a n d le  fa b ric  
ro lls  m u ch  e a s ie r  a n d  u n lo a d  th e m  in  th e  
fie ld  w ith o u t a  Fork I i f t . S ta n d a r d  e q u ip m e n t 
on th e  jo b  s i te  c a n  he u se d , c u t t in g  fie ld  u n ­
lo a d in g  t im e  by m o re  th a n  60  p e rc e n t  a n d  r e ­
d u c in g  e q u ip m e n t re q u ire m e n ts ,

A m oco o ffers  a  c o m p le te  lin e  o f  w oven  a n d  
n o n -w o v en  c o n s tru c tio n  fa b ric s  t h a t  exceed  
a ll  T a sk  Force 25 s ta n d a rd s .  F o r m o re  in fo r­
m a tio n . c o n ta c t: A m oco F a b r ic s  a n d  F ib e rs  
Co., 900  C irc le  75 P kw y , S te . 550 , A tla n ta ,  
G A 30339 ; (4 0 4 1956 -9 025. □

New Dozer B lade 
from  American T renche r

A m e ric a n  T re n c h e r  Inc. h a s  a n n o u n c e d  an  
e ig h t-w a y  M odel 715  fro n t d o ze r b la d e  for 
th e  J o h n  D eere  755  a n d  855  co m p act h y d ro ­
s ta t ic  t ra c to rs .

D esig n ed  for to u g li r e n ta l  a n d  c o n tra c to r  
m a r k e t  d u tie s ,  th e  d o ze r b la d e  h a s  h y d ra u lic  
ra is e  low er, h y d ra u lic  a n g le , m e c h a n ic a l t i l t  
a n d  ro ll-ou t- ro li- in  c a p a c itie s . T h e  d ozer 
b la d e  is  a v a i la b le  w ith  52- o r 60-in . 
m o ld b o a rd  w id th s  a n d  w ill m o u n t w ith  th e  
J D  u n d e rd e c k  m o w er, B rad co  t r e n c h e r  a n d  
B rad co  la n d s c a p e r  b ack h o es .

F o r m o re  in fo rm a tio n , c o n ta c t:  A m e ric a n  
T re n c h e r  In c ., P .O . Box 266, D e lh i. IA 52223. 
(3 1 9 (9 2 2 -2 9 8 1 . j
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HUBER 
Reversible 
Fan, Inc.
R EV ER SIB LE TY PE EN G IN E COOLING 
FA N S FOR W ATER COOLED EN G IN ES

A P P L IC A T IO N  —C o nstru c tio n  E qu ipm en t

REV ER SIB LE — O ne fan for all seasons 
REV ER SIB LE — P ushes or pulls a ir  
REV ER SIB LE — Blower w hen it's  hot 
REV ER SIB LE — Suction  w hen it's  cool 
REV ER SIB LE — E lim in a tes down lim e 
REV ER SIB LE — M axim um  a ir  flow 
REV ER SIB LE — A vailable in m any sizes 
REV ER SIB LE — Proven perform ance 

over 32 y ea rs  
R EV ERSIBLE — W orldwide acceptance 

Spec ify  H ith er  fo r  m ore P ro fits .'

F o r spec ific  a p p lic a tio n  a n d  p rice  d a ta  
s e e  y o u r  a u th o r iz e d  H u b e r D ealer.
2 1 0 3  Hershey Road . Erie. PA I6.e<, r- .5 9 9  

814  8 64 -1 763  Fax. * 8 1 4  864 6024

He l i p o r t s  & Equ ipmen t
/{ ompltMt* contull»nt( c«*» & pro«iu<t lines

^ Eli»vjit»ii aluminum helidecks 
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/  H eliport supply & services corp .
« • ■ ■  P O  Bn* 99599 la co m j VS A 98499

(206 ) 535-3600
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I“What price breathing?”
Shortly before his death from emphysema,
John Huston made the following statement 
for the American Lung Association:

“All my films, from “The Maltese Falcon" on, have been about 
courage-one kind o r another. Since I acquired emphysema, I ’ve 
discovered a very special brand-the courage o f those fighting diseases 
o f die lung. What price breathing? Anyone can get lung disease. Even 
babies. Help die American Lung Association fight lung disease. Tike 
care o f your lungs. Its a matter o f life and breathf It really is.”

It’s a m atte r  of life and  breath'.
AMERICAN

Space contributed Sv the publisher is  a public service

LUNG ASSOCIATION
T h e  C h r is tm a s  S e a t P e o p le  *
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AT HOWARD -COOPER

We're Working to Help Keep
\bnWorking

Ourcommitmeni... 
is lo help you improve 
your productivity and you; 
bottomline. We're working 
to help k t^p you working,

In our highly competitive climate, we have to 
work smart and think smart to survive. If 
maintenance and repair costs 
are too high, the profit goes 
out of your job... arid 
excessive downtime 
keeps your crews from 
working. We have to 
provide the best and most 
economical sen/ice to keep 
you, our customers, working profitably.
Call us for a free estimate

0  Preventative Maintenance
Take advantage of our oil sampling service to 
detect problems early, before they become 
costly job stoppers.

Q Fully Equipped Service Trucks
Our radio dispatched field trucks are ready to go 
anywhere on a moment's notice. Our specially 
Irained service personnel arrive at your job site 
with the right equipment to complete your 
repaiis.

9  Used Parts Locater Service
Our computer link with over 320 different dealers 
enables us to obtain quality used parts, quickly.
When experienced parts will do...we can help.

The Most Complete Heavy Equipment Distributor.. .Anywhere

| 2  H O W A R D - C O O P E R  C O R P O R A T IO N
2756 Commercial Drive • Anchorage, Alaska 99501 

Phone 907/279-5411

I
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Regular Session, 1987

ENROLLED
HO U S E  BILL NO. 246

BY MR. M. HEBERT, MRS. B L ANCO A N D  MR. GOMEZ A ND SENATORS BAGERT, 
CHABERT, KELLY AND LAURICELLA

To amend and reenact R.S. 3 0 : 1 4 8 . 2 ( 1 ) (d) and R.S. 4 7 : 6 4 8 . 1 ( 1 ) (d) and to 

enact R.S. 3 0 : 1 4 8 . 2 ( 1 ) (e) and R.S. 4 7 : 6 4 8 . 1 ( 1 ) (e) relative to the 

L o uisiana Economic Acceleration F '•'gram, to provide for a spudding 

date of certified LEAP oil and natural gas well, to provide 

relative to certain set-asides and women--owned businesses, and to

provide for related matters.

Be it enacted by the Legislature of Louisiana:

Section 1. R.S. 3 0 : 1 4 8 . 2 ( 1 ) (d) is h ereby amended and reenacted and

R.S. 3 0 : 1 4 8 . 2 ( 1 ) (e) is hereby enacted to read as follows:

§148.2. Definitions

Unless the context otherwise requires, the words defined in 

this Section have the following m e a ning w h e n  found in this Subpart: 

(1) A  "certified LEAP oil and n a t u r a l  gas well" is one so 

designated by the assistant secr e t a r y  of c o n s e r v a t i o n  after a 

deter m i n a t i o n  in accordance w i t h  ruleT pr o m u l g a t e d  under the 

Administrative Procedure Act that:

(d) The drilling operator has certified that, to the m a x i m u m  

extent possible, at least ten percent of the operator's service 

contracts related to the wel l  have been made available to 

m inority-owned businesses and that at least five percent have bee n  

made available to w omen-owned businesses.

(e) The well was spudded after J a n u a r y  1, 1986.

AN A C T

* * *



S e c tion 2. R.S. 4 7 : 6 4 8 . 1 ( 1 ) (d) is h ereby amended and r e enacted and 

R.S. 4 7 : 6 4 8 . 1 ( 1 ) (e) is h e r e b y  enacted to read as follows:

§648.1. Definitions

Unless the context otherwise r e q u i r e s ; the words d e f ined in 

this Section have the following m e a n i n g  wh e n  found in this Part:

(1) A "certified LEAP oil and natural gas well" is one 

designated as 3uch by the assistant s e cretary of c o nservation a f t e r  

determining that:

ic it it

(d) The drilling operator has certified that, to the m a x i m u m  

extent possible, at least ten percent of the o p e r a t o r’s service 

contracts related to the well have been made available to 

m i n o r i ty-owned b u s i nesses and that at least five percent have be e n  

made available to w o m e n -owned businesses.

(e) The wel l  w as spudded after J a n u a r y  1, 1986.

* * *

I

H.B, NO. 246

SPEAKER OF THE HOUSE OF R E P RESENTATIVES

APPROVED:

PRE S I D E N T  OF THE SENATE

GOVE R N O R  OF THE STATE O F  L O UISIANA

Page 2 of 2



LOUISIANA DEPARTMENT OF NATURAL RESOURCES
OFFICE OF CONSERVATION \

RULES OF PROCEDURE FOR THE ADMINISTRATION CF THE 
LOUISIANA ECONOMIC ACCELERATION PROGRAM (LEAP)

D e c e m b e r  1, 1986

T he A s s i s t a n t  Sec r e t a r y  of the Office of Conse r v a t i o n ,  under the 

a u t h o r i t y  of Act 763 of the 1986 Regular S e s s i o n  of the Legislature, 

p romulgates these rules of p r o c e d u r e  for the a d m i n i s t r a t i o n  of the L o uisiana 

E c o n o m i c  A c c e l e r a t i o n  P r o g r a m  (LEAP).

1. A  " C e r t i f i e d  LEAP oil and natural gas we l l "  (LEAP) well) is one 
d e s i g n a t e d  as s u c h  by the A s s i s t a n t  S e c r e t a r y  of 

C o n s e r v a t i o n ,  D e p a r t m e n t  of Natural R e s o urces, f o l l o w i n g  a 

p u b l i c  h e a r i n g  and a f t e r  de t e r m i n i n g  that:

a) the wel l  is a " d i s c o v e r y  well" p e r m i t t e d  as a "wildcat

well" d uring the time period p r o v i d e d  for herein, or a 

s u b s eqdent " d e v e l o p m e n t a l  well" in the same field 

l i k e w i s e  during the time period p r o v i d e d  for herein,

b) acc e p t a n c e  of a wel l  by the O f fice of C o n s e r v a t i o n  as a

" w i l d c a t  well" for LEAP c e r t i f i c a t i o n  purp o s e s  shall not

neces'* be d e t e r m i n e d  by the field d e s i g n a t i o n  on the

d r i l l i n g  permit i ssued by the O f f i c e  of C o n s e r v a t i o n  or

the field name s u b s e q u e n t l y  issued by the O f f i c e  of

C o n s e r v a t i o n ,  it b e i n g  intended, h o w e v e r ,  to continue the 

same field name d e s i g n a t i o n s  u nless o t h e r w i s e  required 

u n d e r  e x i s t i n g  p o l i c y  and regulations of the O ffice of 

Conservation.

2. A  " w i l d c a t  well" is a w e l l  that is drilled, completed, and 

p r o d u c e d  d u r i n g  the time period provided for herein from a 

pool w h i c h  ha? not prod u c e d  or known to h a v e  been c a p able of 

p r o d u c i n g  h y d r c c a r b o n s  in c o m mercial quantities. A well 

d r i l l e d  in a c o n t i n g u o u s  fault segment of a sand that was 

e i t h e r  prod>;cing or c a p a b l e  of p r o d u c t i o n  p r i o r  to Jul y  1,

1986, or w h i c h  is s u b s e q u e n t l y  r e c o a p l e t e d  in a sand

p r e v i o u s l y  pen e t r a t e d  fro m  a well that was drilled, 

co m p l e t e d ,  a nd/or produ c e d  prior to J u l y  2, 1986, is not

c o n s i d e r e d  a wildcat well. Upo n  s u c c e s s f u l  completion, the 

"wildcat w e l l "  is then r e c oglized as a " d i s c o v e r y  well."

3. A " d e v e l o p m e n t a l  well" must be d r i l l e d  and completed to a

pool p r e v i o u s l y  d i s c o v e r e d  by « "wildcat w e l l . "

4. The d i s c o v e r y  well and su b s e q u e n t  d e v e l o p m e n t a l  wells in the

same field must be c o m p l e t e d  b e t w e e n  J u l y  1, 1986, and

J a n u a r y  1, 1990, or the date on wh i c h  the posted price of

West Texas I n termediate of the United States b e n c h  m a r k  crude 

eq u a l s  or exceeds t w e n t y - n i n e  dollars and fifty cents per 

barrel, w h i c h e v e r  o ccurs first.

5. The d r i l l i n g  o p e r a t o r  m u s t  certify that L o u i s i a n a  residents 

we r e  e m p l o y e d  to the m a x i m u m  extent possible d u r i n g  

e x p l o r a t i o n  and p r o d u c t i o n  a c t i vities in c o n n e c t i o n  wit h  the 

well.

6. T h e  d r i l l i n g  o p e r a t o r  muse c e r t i f y  that, to the m a x i m u m  

extent possible, at least ten per cen t  of. the ope r a t o r ' s  

service con t r a c t s  r e l a t e d  to the w e l l  hav e  be e n  m a d e  

a v a i l a b l e  to m i n o r i t y - o w n e d  businesses. A "minorit y - o w n e d  

b u siness" is one that is c e r t i f i e d  as suc h  by the G o v e r n o r ' s  

O f f i c e  of M i n o r i t y  Business Development, P. 0. Box 94095,

Ba t o n  Rouge, Loui s i a n a  70804-9095.
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7. T h e  a p p l i c a t i o n  for LEAP well c e r t i f i c a t i o n  ah a l l  include:

a) i d e n t i f i c a t i o n  of the potential p r o d u c t i o n  rone, its depth, 

location, g e o l o g y  and e n g i n e e r i n g  data. Such data must 

show chat the p r o d u c t i o n  r e s e r v o i r  is g e o l o g i c a l l y  

s e p a r a t e d  ( s t r u c t u r a l l y  and/or s t r a t i g r a p h i c a l l y )  from 

the n e a r e s t  r e s e r v o i r  that has p roduced, or kn o w n  t' have 

been c a p a b l e  of p r o d u c i n g  h y d r o c a r b o n s ,

b) in o r d e r  to be g e o l o g i c a l l y  s e p a ~ a t e d  (stru c t u r a l l y )  

a nd/or s t r a t i g r a p h i c a l l y ) ,  s u b m i s s i o n  of g e o l o g i c a l  and 

e n g i n e e r i n g  e v i d e n c e  su p p o r t i n g  s u c h  c l a s s i f i c a t i o n  and 

shall i n c l u d e  e l e c t r i c  logs, s t r u c t u r e  maps, isopachs, 

b o ttom hol e  p r e s s u r e  and p r o d u c t i o n  history. It is not 

i ntended to e x c l u d e  from c l a s s i f i c a t i o n  as w i l dcat wells 

chose w e l l s  w h i c h  are d e e p e n e d  and s i d e t r a c k e d  in 

p r e v i o u s l y  d e s i g n a t e d  units, but recomp l e t e d  in 

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

fields or units,

c) c e r t i f i c a t i o n  that,' co the m a x i m u m  extent possible, 

L o u i s i a n a  r e s i d e n t s  were empl o y e d  d u r i n g  the e x p l o r a t i o n  

and p r o d u c t i o n  a c t i v i t i e s  u n d e r t a k e n  in c o n n e c t i o n  with 

the well,

c) . certification that, to the m a x i m u m  e x tent possible, at 

least ten (10%) per cenc of the o p e r a t o r ' s  service 

c o n t r a c t s  r e l ated to the well we r e  m a d e  avai l a b l e  co 

m i n o r i t y - o w n e d  b u s i n esses.

8) If, after c o n s i d e r a t i o n  of the a p p l i c a t i o n  and the 

p r o c e e d i n g s  of a p u b l i c  h e a r i n g  held to e s t a b l i s h  the wall's 

s tatus w i t h  regard to the LE A P  we l l  c r i t e r i a ,  the a s s i s t a n t  

s e c r e t a r y  d e t e r m i n e s  the well q u a l i f i e s  as a LEAP well, he 

s hall issue an o r d e r  re c o g n i z i n g  the w e l l  as a LEAP well.

9) Rules of P r o c e d u r e  shall be e f f e c t i v e  on or

a f t e r  D e c e m b e r  20, 1986.

OF F I C E  OF C O N S E R V A T I O N  

OF THE ST A T E  OF L O U I S I A N A

H E R B E R T  W. THOMPSON, 

C O M M I S S I O N E R  O F  C O N S E R V A T I O N



1986 FIRST EXTRAORDINARY SESSION Act 36

DONATIONS FOR WILDLIFE REFUGES, WILDLIFE MANAGEMENT 
AREAS, AND PUBLIC HUNTING GROUNDS- 

APPLICABILITY OF CERTAIN LAWS

ACT NO. 36

S E N A T E  BILL NO. 23

AN ACT

To enact R.S. 58:765; to provide that the provisions of R.S. 30:148.1 - 148.7 and 

R.S. 47:648.1 shall not authorize the breach of any term or condition o f a 

donation which has been accepted by the sta te  Involving any sta te  w ildlife  

refuge, w ildlife management area, or public hunting ground; and to provide 

for related matters.

Be it enacted by the Legislature of Louisiana:

Section 1. R.S. 56:765 Is hereby enacted to  read as follows:

S765. Donations for w ildlife refuges, w ildlife management areas, and pubnc 

hunting grounds; applicability o f certain laws 

The provisions of R.S. 30:148.1 - 148.7 and R.S. 47:648.1 shall not 

authorize the breach o f any term or condition of any donation which has been 

accepted by the sta te  Involving any sta te  w ildlife refuge, w ildlife  

management area, or public hunting ground.

8«ctlon 2. This Act shall becom e e ffec tiv e  upon signature by the governor 

or, If not signed by the governor, upon expiration of the tim e for bills to  becom e 

law without signature by the governor, as provided by A rticle III, Section 18 o f the 

Constitution o f Louisiana.

Approved December 24,1986.



Regular Session, 1986 ENROLLED

SENATE BILL NO. 590

BY MR. NUNEZ AND REPRESENTATIVES M. HEBERT, LOWENTHAL AND 
RUSSELL

ACT N w .7

AN ACT

To enact Part I-C of Chapter 6 of Title 47 of the Louisiana Revised Statutes of 

1950, to be comprised of R.S. 47:648 through 652, and Subpart A-2 of Part II 

of Chapter 2 of Title 30 of the Louisiana Revised Statutes of 1950, to be 

comprised of R.S. 30:148.1 through 148.7, relative to the Louisiana Economic 

Acceleration Program (LEAP); to provide for the Louisiana Economic 

Acceleration Program and a declaration of policy; to provide for definitions; 

to suspend severance tax on production from certified LEAP oil and natural 

gas wells: to dedicate severance tax revenues accruing from certified LEAP 

oil anc natural gas well production; to establish the Louisiana Economic 

Diversification Fund and provide therefor; to suspend state natural gas 

royalties from certified LEAP oil and natural gas wells; to dedicate state oil 

production royalty revenues from certified LEAP oil and natural gas wells; to 

establish the LEAP Tax Warrant Fund and provide therefor; to dedicate state 

natural gas production royalty revenues from certified LEAP oil and natural 

gas wells; and to provide for related matters.

Be it enacted by the Legislature of Louisiana:

Section 1. Part I-C of Chapter 6 of Title 47 of the Louisiana Revised 

Statutes of 1950, comprised of R.S. 47:648 througn 652, is hereby enacted to read 

as follows:

PART 1-C. LOUISIANA ECONOMIC ACCELERATION PROGRAM, 

SEVERANCE TAX SUSPENSION 

§648. Louisiana Economic Acceleration Program (LEAP), declaration 

of poiicy

A. In recognition of the need to accelerate Louisiana's economic 

recovery, ease unemployment and state fiscal problems, while providing a



funding mechanism for long-term economic diversification, the legislature 

hereby enacts the Louisiana Economic Acceleration Program (LEAP).

B. The Louisiana Economic Acceleration Program has three major 

components: the suspension of severance tax on oil and natural gas 

production from certified LEAP oil and natural gas wells and state natural 

gas royalties until January 1, 1990 or until the posted price of West Texas 

Intermediate, the United States benchmark crude, equals or exceeds twenty- 

nine dollars and fifty cents per barrel, whichever occurs first; a consumer

natural gas incentive tax warrant to qualified Louisiana industries and

utilities of five cents per thousand cubic feet of certified LEAP gas 

consumed in Louisiana in excess of 1985 natural gas consumption levels, 

which incentive is funded by the state's oil royalties from certified LEAP oil 

and natural gas wells; and a dedication of certified LEAP oil and natural gas 

well severance and royalty revenues to economic diversification upon 

resumption of collection on ana after January M 1990 or the cate on wnic.n 

the posted price of West Texas Intermediate, the United States benchmark 

crude, equals or exceeds twenty-nine dollars and fif ty cents per barrel, 

wnicnever occurs 'irst. :nose revenues to oe namtainea n tr.e Louisiana 

Economic Diversification Fund, for aoprooriation by the legislature.

C. The legislature further recognizes that the Louisiana Economic 

Acceleration Program will in no way:

(1) affect existing mineral production in the state;

(2) affect current oil or natural gas severance and royalty revenues; or

(3) draw from the state general fund for tax incentives for the

consumption of natural gas from a certified LEAP oil and natural gas well. 

§649. Definitions

Uniess the context otherwise requires the words defined in this Section 

have the following meaning when found :n this Part:

(1) A 'certifiea LEAP oil and natural gas weil" is one cesigr.ated as 

such by the assistant secretary of conservation after determining that:

(a) the weil is a discovery well drilled as a wildcat well or a subsequent 

developmental well .n the same field.

ibj the weil vas compietea oetween Juiy 1. 1336 ana January i, 1390 or 

the date on whicn the posted price of West Texas Intermediate, the United 

States benchmark crude, equals or exceeds twenty-nine dollars and fifty
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cents per barrel, whichever occurs first, and

(c) the drilling operator has certified that Louisiana residents were 

employed to the maximum extent possible during exploration and production 

activities in connection with the well.

(d) the drilling operator has certified that, to the maximum extent 

possible, at least ten percent of the operator's service contracts related to 

the well have been made available to minority-owned businesses.

(2) A "wildcat well" is one so designated by the assistant secretary of 

conservation, drilled in search of oil or natural gas accumulations located in a 

non-productive area, away from a known productive geological structure.

(3) "Qualified industries and utilities" are ones so designated by the 

Department of Revenue and Taxation, based on a review of an application for 

a tax warrant incentive submitted within th irty days after the close of the 

fiscal year by a Louisiana industry or utility , in accordance with R.S. 

30:148.6, certifying as to its 1985 natural gas consumption baseload and, for 

the application year, its annual natural gas consumption, as well as its natural 

gas consumption from certified LEAP oil and gas wells.

(4) A "Louisiana -esident" is a person wno has resided in this state 

continuously for th irty days immediately prior to the effective date of 

employment.

§650. Severance tax suspension on production from certified LEAP oil and 

natural gas wells

All severance taxes on production from certified LEAP oil and natural 

gas wells are hereby suspended until January 1, 1990 or until the posted price 

of West Texas Intermediate, the United States benchmark crude, equals or 

exceeds :wenty-nine dollars and fifty cents per barrel, whichever occurs 

first. On and after January 1, 1990 or the date on which the posted price of 

West Texas Intermediate, the United States benchmark crude, eauais Dr 

exceeds twenty-nine dollars and fifty cents per barrel, whichever occurs 

first, all production from certified LEAP oil and natural gas wells snail oe 

subject to severance taxes as provided in Chapter 6 of Title 47 of the 

Louisiana Revised Statutes.

§651. Dedication of severance tax revenues accruing from certified LEA? oil 

and natural gas well production

Beginning January 1, 1990 or as soon as the posted price of West Texas
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Intermediate, the United States benchmark crude, equals or exceeds twenty- 

nine dollars and fif ty cents per barrel, whichever occurs first, all severance 

tax revenues accruing from certified LEAP oil and natural gas well 

production shall be credited to the Louisiana Economic Diversification Fund, 

as provided in R.S. 47:652.

§652. Department of Revenue and Taxation; Louisiana Economic 

Diversification Fund

A. Beginning January 1, 1990 or as soon as the posted price of West 

Texas Intermediate, the United States benchmark crude, equals or exceeds 

twenty-nine dollars and fifty cents per barrel, whichever occurs first, funds 

received by the Department of Revenue and Taxation, in the form of 

severance taxes on production from certified LEAP oil and natural gas wells 

shall be deposited immediately upon receipt into the state treasury.

B. A fter compliance with the requirements of Article VII, Section 9(B) 

of the Constitution of Louisiana relative to the 3ona Security ana 

Redemption Fund, and prior to moneys being placed in the state general fund, 

an amount equal to that deposited as required by Subsection A hereof shall be 

oreditea to  i special ,'und hereov created in the state t r e a s u r y  to  oe -mown as 

the Lousiana Economic Diversification Fund. The moneys in this fund snail 

be used solely as provided by Subsection C hereof and only in the amounts 

appropriated by the legislature. All unexpended and unencumbered moneys in 

this fund at the end of the fiscal year shall remain in the fund. The moneys 

in this fund shall be invested by the state treasurer in the same manner as 

moneys in the state general fund, and interest earned on the investment of 

these moneys shall be credited to this fund, again, following compliance with 

the requirement of Article VII, Section 9(B) relative to the Bond Security and 

Redemption Fund.

C. The moneys :n the Louisiana Economic Diversification runa sr.aii be 

usea soteiy for s:a:utorily definea economic diversification programs as 

appropriated ov the legislature.

Section 2. Subpart * -2 of Part II of Chapter 2 of Title 30 of the Louisiana 

Revised Statutes of 1950. comprised of R.S. 30:148.1 through 143.7. is nereoy 

enacted to read as follows:
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SUBPART A-2. LOUISIANA ECONOMIC ACCELERATION PROGRAM (LEAP);

STATE ROYALTIES AND LEAP TAX WARRANT FUND 

§148.1. Louisiana Economic Acceleration Program (LEAP), policy

A. In recognition of the need to accelerate Louisiana's economic

recovery, ease unemployment and state fiscal problems, while providing a 

funding mechanism for long-term economic diversification, the legislature 

hereby institutes the Louisiana Economic Acceleration Program.

B. There are three major components to the Louisiana Economic

Acceleration Program: the suspension of severance tax on oil and natural gas 

production from certified LEAP oil and natural gas wells and state natural 

gas royalties until January 1, 1990 or until the posted price of West Texas 

Intermediate, the United States benchmark crude, equals or exceeds twenty- 

nine dollars and fif ty cents per barrel, whichever occurs first; a consumer 

natural gas incentive tax warrant to qualified Louisiana industries and 

utilities of five cents per thousand cubic feet of gas from certified LEA? oii 

and natural gas wells consumed in excess of 1985 natural gas consumption 

levels, which incentive is funded by the state's oil royalties from certified 

LEAP oii and natural gas wells; and a dedication of certified LEA? :;i ma 

natural gas well severance and royalty revenues to economic diversification 

upon resumption of collection on and after January 1, 1990 or the date on 

which the posted price of West Texas Intermediate, 'te United States 

benchmark crude, equals or exceeds twenty-nine dollars and fifty cents per 

barrel, whichever occurs first, those revenues to be maintained in the 

Louisiana Economic Diversification Fund, for appropriation by the 

legislature.

C. The legislature further recognizes that the Louisiana Economic 

Acceleration Program will in no way:

(1) affect existing mineral production in the state;

(2) affect current oil and natural gas severance and royalty revenues;

or

(3) draw from the state general fund for tax incentives for the 

consumption of LEAP natural gas.

§148.2. Definitions

Unless the context otherwise requires the words defined in this Section 

have the following meaning w.ien found in this Subpart:
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(1) A "certified LEAP oil and natural gas well" is one so designated by 

the assistant secretary of conservation after a determination in accordance 

with rules promulgated under the Administrative Procedure Act that:

(a) the well is a discovery drilled as a wildcat well, or a subsequent 

developmental well in the same field; and

(b) the well was completed between July 1, 1986 and January 1, 1990 or 

the date on which the posted price of West Texas Intermediate, the United 

States benchmark crude, equals or exceeds twenty-nine dollars and fifty 

cents per barrel, whichever occurs first; and

(c) the drilling operator has certified that Louisiana residents were 

employed to the maximum extent possible during exploration and production 

activities in connection with the well.

(d) the drilling operator has certified that, to the maximum extent 

possible, at least ten percent of the operators service contracts related to 

the well ha /e been made available to minority-owned businesses.

(1) A "wildcat well" is one so designated by the assistant secretary of 

conservation, drilled in search of oil or natural gas accumulations located in a 

non-productive area, away from a known productive geological structure.

13) "Qualified industries and utilities" are ones so designated by the 

Department of Revenue and Taxation, based on review of an application for a 

tax warrant incentive, submitted within th irty days after the close of the 

fiscal year by a Louisiana industry or utility , in accordance with R.S. 

30:148.6, certifying as to its 1985 natural gas consumption caseload and, . >■ 

the application year, its annual natural g.'-;s consumption, as well as its natural 

gas consumption from LEAP wells.

(4) A "Louisiana resident" is a person who has resided in this state 

continuously for six months immediately prior to the effective date of 

employment.

§148.3. Suspevsion of state natural gas royalties from certified LEA? oil and 

natural gas wells

All state natural gas royalties on production frorn certified LEAP oil 

and natural gas wells are hereby suspended until January 1, 1990 or until the 

posted price of West Texas Intermediate, the United States oenchmark crude, 

equals or exceeds twenty-nine dollars and fifty cents per barrel, whichever 

occurs first. On and after January 1, 1990 or the date the posted price of
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West Texas Intermediate, the United States benchmark crude, equals or 

exceeds twenty-nine dollars and fifty cents per barrel, whichever occurs 

first, all production from certified LEAP oil and natural gas wells shall be 

subject to royalty collections as provided in Part II of Chapter 2 of Title 30 

of the Louisiana Revised Statutes.

§148.4. Dedication.of state oil production royalty revenues 

from certified LEAP oil and natural gas wells

A. A ll state oil production royalty revenues accruing from certified 

LEAP oil and natural gas wells between July 1, 1986 and January 1, 1990 or 

the date on which the posted price of West Texas Intermediate, the United 

States benchmark crude, equals or exceeds twenty-nine dollars and fif ty 

cents per barrel, whichever occurs first shall be credited to the LEAP Tax 

Warrant Fund, as provided in R.S. 30:148.5.

B. All state oil production royalty revenues from certified LEAP oil 

and natural gas wells accruing on and after January i, 1990 or the cate on 

which the posted price of West Texas Intermediate, the United States 

benchmark crude, equals or exceeds twenty-nine collars and fifty cents per 

barrel, wnicnever occurs first, snail be credited to the Louisiana Economic 

Diversification Fund, as provided in R.S. 47:652.

§148.5. State Mineral Board; LEAP Tax Warrant Fund

A. Funds received by the State Mineral Board in the form of oil 

production royalty payments from certified LEAP oil and natural gas weils 

between July 1, 1986 and January 1, 1990 or the date on which the posted 

price of West Texas Intermediate, the United States benchmark crude, equals 

or exceeds twenty-nine dollars and fifty cents per barrel, whichever occurs 

first, shall be deposited immediately upon receipt into the state treasury.

B. After compliance with the requirements of Article VII, Section 9(B)

of the Constitution of Louisiana, relative to the Bond Security and

Redemption Fund, and prior to moneys being piaced in the state generai fund,

an amount equal to that deposited ?s required by Suosection A hereof snail oe

credited to a special fund hereby created in the state treasury to be known as
•

the LEAP Tax Warrant Fund. The moneys in th r fund snail be used soieiv as 

provided oy Subsection C hereof and oniy in the amr mts appropriated oy the 

legislature. All unexpended and unencumbered moneys in this fund at the end 

of the fiscal year shall be transferred to the Louisiana Economic



Diversification Fund. The moneys in this fund shall be invested by the state 

treasurer in the same manner as moneys in the state general fund, and 

interest earned on the investment of these moneys shall be credited to this 

fund, again, following compliance with the requirement of Article VII, 

Section 9(B) relative to the Bond Security and Redemption Func}.

C. The moneys in the LEAP Tax Warrant Fund shall be used solely for 

transfers to the state general fund to cover tax warrants issued to qualified 

industries and utilities as incentives for the consumption of natural gas from 

LEAP wells, as provided in R.S. 30:148.6.

§148.6. LEAP Tax Warrants; issuance by Department of Revenue and 

Taxation; transfer of funds to t-he general fund; required 

approbations

A. In accordance with the provisions of this Section, the Department of 

Revenue and Taxation shall issue tax warrants to qualified industries arid 

utilities as an incentive to use natural gas from certified LEAP oil or natural

s wells between July 1, 1986 and January 1, 1990 or the date on which the 

posted price of West Texas Intermediate, the United States benchmark crude, 

equais or exceeds twenty-nine dollars ana fifty cents per carrei, wnicr.ever 

occurs first.

B. Beginning at the end of fiscal year 1986-1987, and for the end of 

each fiscal year prior to January 1, 1090 or the date on which the posted 

price of West Texas Intermediate, the United States benchmark crude, equais 

or exceeds twenty-nine dollars and fifty cents per barrel, whichever occurs 

first, the Department of Revenue and Taxation shall calculate the tax 

warrants due to qualified industries and utilities for that fiscal year within 

sixty days of the close of the fiscal year. The amount of tax warrants due to 

a qualified industry or u tility shall be equal to five cents per cubic feet cf gas 

consumed by the qualified industry or utility during the fiscal year which is in 

excess of the 1985 natural gas consumption baseioad and which is equai :o tne 

amount of gas consumed by the qualified industry or utility during tne fiscal 

year from certified LEAP oil and natural gas wells.

C. If the amount of tax warrants calculated for all qualified industries 

and utilities exceeds tne total amount of the LEA? Tax Warrant Fund, the 

department shall make a pro rata reduction in the amount of tax warrants 

calculated for each qualified industry or utility.
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D. The tax warrants shall be issued by the department within sixty days 

after the close of the fiscal year according to the calculations in this Section 

and the tax warrants shall be used as provided in Subsection F before the end 

of the fiscal year subsequent to issuance of the warrants.

E. Upon notification by the Department of Revenue and Taxation to 

the treasurer of the amount of tax warrants issued under this Section, the 

treasurer shall transfer an amount equal to the amount of tax warrants issued 

from the LEAP Tax Warrant Fund into the general fund.

F. The tax warrants may be used by the qualified industry or utility to 

pay any direct tax which is paid and remitted by the qualified industry or 

u tility directly to the state or directly to a political subdivision of the state.

G. The legislature shall appropriate in each fiscal year sufficient funds 

to allow ':he treasurer to immediately honor and pay all warrants presented to 

the treasurer by a political subdivision of the state.

§148.7. Louisiana Economic Diversification Fund, state natural gas

production royalty revenues from certified LEAP oil and natural 

gas wells

On and after January i. 1990 or the date on whicn :he posted price or 

West Texas Intermediate, the United States benchmark crude, equais or 

exceeds twenty-nine dollars and fifty cents per barrel, whichever occurs 

first, all state natural gas production royalty revenues accruing from 

certified LEAP oil and natural gas wells shall be credited to the Louisiana 

Economic Div ;rsification Fund, as provided in R.S. 47:652, to be used solely 

for state economic diversification programs, as appropriated by the 

legislature.

Section 3. This Act shall become effective July 1, 1986.

PRESIDENT OF THE SENATE

SPEAKER OF THE HOUSE O-F REPRESENTATIVES 

GOVERNOR OF THE STATE OF LOUISIANA

APPROVED:
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The Honor a b l e  M a x  F. Gruenberg, Jr.
House of Representatives 
A l a s k a  State Legislature 
Pouch V  (Mail Stop 3100)
Juneau, A K  99811

Re: HB 471

Dear Repre s e n t a t i v e  Gruenberg:

The Arctic Slope R e g i o n a l  C o r p o r a t i o n  (ASRC) has recently 
re c e i v e d  a copy of your p r o p osed l e g i s l a t i o n  on r o y a l t y  and tax 
w a i v e r s  r eferen ced above. A l t h o u g h  we hav e not ha d an 
op p o r t u n i t y  to fully  r eview this proposal, v»e w o u l d  like to urge 
ge neral support of the concept.

A S R C  has c o n s i s t e n t l y  w o r k e d  to ensure that smaller oil and 
gas fields on both State and private lands in A l a s k a  are 
developed. We have b e e n  involved in the TAPS tariff p roceeding s 
for more than a decide, in large part b e c a u s e  of our concern that 
the tariffs were too h i g h  and d i s c o u r a g e d  d e v e l o p m e n t  of smaller 
de p os its of oil and gas. Unfortunately, we are still h aving to 
litigate the TAPS tariff settlement. W h i l e  fields of several 
hu n d r e d  m i l l i o n  b a rrels  of oil m a y  be large in lower 48 
environments, this is not the case in r emote areas of Alaska.

We support your efforts to h e l p  ensure that valuabl e 
resources can be d e v e l o p e d  in smaller fields on State oil and gas 
leases. This is p a r t i c u l a r l y  i mportant at this p o i n t  in our 
State's econo my w h e n  resource d e v e l o p m e n t  a c t i v i t y  needs critical 
encouragement. W a i v e r  of royalties and taxes to h e l p  get a field 
into prod uc t i o n  s houl d p r o v i d e  b e n efit to the State and its 
residents in the long term.

V e r y  t r u l y  yours,

6
bo b  Adams, President
CTIC S L O P E  R E G I O N A L  CORPO RATION

cc: R e p r e s e n t a t i v e  A l  Adams
R e p r e s e n t a t i v e  A d e l h e i d  Hermann  
Re p r e s e n t a t i v e  Sam Co tten
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