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On Friday, Fobruary 28, 1992, the House State Affairs Connittoo
hold a hoaring on HB 506 - relating to Permanent Fund Dividond
Check-0ff for ANWR Support. The Committee adopted a connittoo
substitute which lowerod tho $50.00 amount to $25.00 and added tho
year of 1994 to the program.

One major concern that tho Connittoo had with HB 506 was the
administrative cost of tho program. The initial cost was $16,600.
for FY 93 and an additional $16,200. for FY 94. Due to this
factor, over 600 Alaskans will nood to contributo funds from their
dividends each year beforo any support for ANWR will bo realized.
Wo strongly roconnend that tho Houso Finance Connittoo considor
taking thcso costs out of tho Conoral Fund rathor than taking thorn
out of tho Permanent Fund Dividond program. In this way, tho
people who chooso to donate thoir nonoy to support ANWR will bo
able to do just that rathor than paying for tho adainistration of
tho program. Thank you very much for your attention to this
sattor.
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'*n A laska S tate L e gislature

. Randy Phillips i

Mermber P.0.Box 142
State Representative Eagle River AK 99577
House Finance Committee House District 15 . (907)694-4949
Memorandum
Bi G
TO: Representative Gene Kubina. Chairman
1)
FROM: Representative Randy Phillips <£/’
DATE: February 19, 1992
RH: Ilouse Bill 506, “An Act relating to contributions from

permanent fund dividends to be used for generating national
support for the development of natural resources in the Arctic
National Wildlife Refuge; and providing for an effective
date.”

House Bill 506 has been referred to the State Affairs Committee.

Please consider this as my formal request that H.B. 506 be scheduled
before your committee for an early hearing.

If you have any questions or comments do not hesitate to call me at 4949.
Your cooperation is appreciated.
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A laska State L egislature (907)465-4949
i Interi
by Randy Phillips PO BoX 14
_ _ State Representative Eagle Rlvef AK 99577
House Finance Committee House District 15 (907) 694-4949
TO: Representative Gene Kubina, Chairman

FROM: Representative Randy Phillips #
DATE: February 19. 1992

RE: Sponsor Statement in Support of;
House Bill 506, "An Act relating to contributions from
permanent fund dividends to be used for generating national
support for the development of natural resources in the Arctic
National Wildlife Refuge; and providing for an effective
date."

House Bill 506 would provide that each Alaska resident who applies for a
permanent fund dividend be given the option of donating $50 of that
dividend to a special fund to be used for generating national support for the
development of natural resources in the Arctic National Wildlife Refuge.

'Hie coastal plain of the Arctic National Wildlife Refuge (ANWR) may
hold a deposit of oil and natural gas that is nearly equal to that which has
been found at Prudhoe Bay. As oil production declines in the existing
Norm Slope fields, it is critical for new fields to be brought on line,
ANWR holds (lie best chance of any area in Alaska to hold a significant
quantity of oil and gas.

When U S. Senator Ted Stevens addressed tlic joint session of the Alaska
Legislature on February 13. 1992. he proposed that Alaskans be allowed to
contribute a portion of their permanent fund dividend to a fund to be used
to promote the opening of ANWR. House Bill 506 would provide a
mechanism for individual Alaskans to show their support for (lie opening

SfOXSOR STATtItOT



of ANWR and al the same time provide funding for a grassroots campaign
to move national public opimon toward supporting the opening of ANWR.

'Hie Alaska State Legislature recognizes the value of opening ANWR to oil
and gas development. For FY92 the legislature authorized the expenditure
of $3.1 million, in the Governor’s budget, for the promotion of oil and gas
exploration in ANWR. Also in 1991. both houses of the Legislature passed
their own version of SJR21, Relating to oil and yas exploration and
production within, and the state's royalty shares in the development of, the
Arctic National Wildlife Rcfuye. While the two houses have not agreed to
the final form of SJR2I, both houses have passed a version of STR2| that
clearly shows support for exploratory drilling and, if practical, oil
production in ANWR.

House Bill 506 provides a simple mechanism for individuals to express
their support.

If you have any questions or comments do not hesitate to call me at 4949.
Your cooperation is appreciated.



FISCAL NOTE

STATE OF ALASKA BILL NO. HBJKHL
1992 LEGISLATIVE SESSION
Revision Date: Agency Affected: Revenue
Tllle: Contributions.frow_oerBanent- bru:_2tiaan« nJL£uridJ)I¥chad__DMilm.
—fund-dlyldetids Components:_P.eiiMnent fund. Dividend
Sponsor: Phillips. Hiller. HaclLean_ -fllvlilon.
Reques tor:_Jfem .S5q¢.-SUU -Af.fd.Ir.JS COHPONENT SERIAL NO. 9 B 1

EXPEMDITURES/REVENUESItThousandS ofDol ars) -
FY 93 FY 94 FY 95 FY 96 FY 97 FY 98

OPERATING
PERSONAL SERVICES 14.1 13.7
TRAVEL
CONTRACTUAL 2.5 2.5
SUPPLIES
EQUIPHENT

LANDS | STRUCTURES

GRANTS, CLAIMS

M1SCELLANEOUS

_ IQAILOPEMIULG 16.6 16.2

_CAELIAL
i: JEVENUL T

FUNDING: (Thousands of _Dollars)
GENERAL FUND
FEOERAL FUNDS
OTHER (SPECIAL ANHR ACCOUNT) 16.6 16.2
JDIAL 16.6 16.2

gQSIHIQH:;.
FULL-TIME
PART-TIME

JIMEMARL

Estimate of current year lapact: None.

c u j ix .-
Prepared By: _JjKPU-_.CxJiUIIAIS - Phone: 465-2323
Olvislon: Permanent Fiflyd DJvlidend DIvlil Date: February 20. 1992

Approved by Coanissloner:
Agency: ReifFIUF

Distribution (by preparer): Legislative Finance. Legislative Sponsor. Requestor. ON8. &

Impacted Agency(les).
page 1 of .
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June 18, 1990

VEMORANDUM

TO:

FROM:

RE: Economic Prospects of ANWR vorsus Marginal Fields

Research Request 90.147

You asked if the state's econoeic interests eight be best served by proaoting
the development of known earginal fields on the North Slope rather than urging
the federal government to open the Arctic National Wildlife Refuge (ANWR) to
drilling.

There eay be valid social and environmental reasons for the state of Alaska not
to promote petroleum exploration in ANWR; indeed, to attempt to block the
federal govemoent from authorizing further exploration. However, froe a
strictly econoeic perspective, it is hard to develop a case against penetration
of ANWR by the oil industry. This is because 1) the geologic structures in
ANWR hold the potential of very large discoveries; 2) there is very little the
state can reasonably do to promote the developeent of known earginal fields
elsewhere on the North S’opc; 3) developeent of a discovery In ANWR even a
major discovery, should not be an obstacle to development of earginal fields
elsewhere; 4) developeent of a commercial discovery In ANWR would stimulate
the exploration for additional fields and sake possible the developeent of new
earginal fields; and 5) developeent of a commercial discovery in ANWR would
help maintain throughput of the trans-Alaska pipeline, and thereby lower the
cost of pipeline transportation for all North Slope production (and increase
state royalty and severance tax revenue).

Potential of ANWR

On the basis of information obtained from surface studies and seismic surveys,
the coastal plain of AhVR is underlain by some very large geologic structures
that could contain quantities of oil comparable to the Prudhce Bay field. Of
course, whether they do or not can be known only by drilling. There have been
many promising structures in Alaska that were found to be dry bv drilling. The
Mukluk formation In federal waters of the Beaufort Sea is the best-known recent

example ©f these, but there have been others as well. Indeed, approximately
75 wells have been drilled in federal off-shore lands in the last decade, and
only one (in the Beaufort Sea) may prove to have oil of commercial

significance.

lie. irsuioi - ovi
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The U.S. Department of the Interior estimates that in the coastal ANAR plain
there is a 19 percent probabillty of discovering hydrocarbons that arc economic
to produce. The department's geologists believe that a field of about 450
million barrels of recoverable oil is the economic threshold. They estimate
that, if a comorctal field is found, it has a roughly 50-50 chance of
containing 3.23 billion recoverable barrels, and a five percent chance of
containing over nine billion recoverable barrels. Estimates by the state of
Alaska's geologists are somewhat more pessim istic, but impressive nonetheless.

The economic impact on the state of a multi-billion barrel discovery, under any
conceivable revenue-sharing formula that might be adopted by Congress, would
eclipse the Impact of developing known marginal fields on the North Slope
today.

Most North Slope marginal fields are economically marginal because of their
small size in relation to the hign cost of development in the arctic. The cost
recent discovery on the North Slope, at Pt. Mclntyre, is estimated to contain
about 300 million barrels of recoverable oil. (If this field were discovered
in Vest Texas, it would be considered a major find.) What cakes this field
commercial in the arctic Is its proximity to the Prudhoe Bay infrastructure.
Like other North Slope marginal fields, it is comparatively small: Pt.
Mclintyre is thought to contain only three percent of the recoverable reserves
of Prudhoe Bay.

Attached to this memorandum is an excerpt from H fstorial end Projected Oil end
Gas Consunption, Jenusry, 1990, by the Division of Oil and Gas of the
Department of Natural Resources. Table 2.1 shows the estimated productive
capacity, under three progressively optimistic scenarios, of known oil fields
in Alaska. Note that West Sak is potentially a very large producer. However,
West Sak oil is heavy and contained in sands that cake it very expensive to
produce. Development of this *>1d demands robust oil prices. Royalty and
severance tax concessions by t,.e state might encourage the field owners to
begin production sooner than they ordinarily would, but the economic return to
the state under these conditions may not be great. (See discussion below.)

Policy Options for Marginal Fields

It is not clear what the slate of Alaska can prudently do to encourage the
development of more North Slope marginal fields. The recent economic lim it
factor (EIf) revision virtually eliminated severance taxes on most of the
smaller fields (or that was its intent, in any case), for the most part, the
development of these fields hinoes on the price of oil (more precisely,
expectations of the future price of oil), wntle further state economic subsidy
might tip the scales toward development, the net long-term benefits of granting
such subsidy is not clear. In any case, whether or not there is a net economic
benefit to the state by granting, for exaeple. royalty and/or severance tax
concessions to promote the development of marginal fields, the potential
benefit is insignificant in comparison to the potential benefit to the state
of pursuing AWK development.
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Simultaneous Development of AW* and Karglnal Flolds

While a major development effort In Afflrtt night delay tht development of sow
marginal fields for a time, thert is no reason to believe that development of
both resources would not occur simultaneously if economic conditions wtre
favorable for putting marginal fields Into commercial production. While a
company with commercial AKW* acreage preoccupied with developing it night
postpone development of a snail field elsewhere, generally speaking marginal
fields will be produced when It It economically feasible to do so. It seems
unlikely that a shortage of capital or earpower, for example, uoutd be created
by the demands of AWP development and thereby impede development of marginal

Commercial development of discoveries In ajftfp wilt rtgulre strong oil prices.
Department of the Interior estimates of production in Ajftffl are based on prices
of per barrel and higher, plus constantly escalating real prices throughout
the life of the field. |Ihtse price assumptions would doubtless be sufficient
to bring known marginal fields on the Korih Slope Into production.

AKw and Devalopment of Hew Kirglnal Fields
t

from the state’s economic point of view, development of a major field in AMffi
is desireaMe because it would stimulate more exploration and make the
production of smaller fields In the vicinity feasible. Snail fields in the
arctic must share Infrastructure that Is Justifiable by huge fields. All of
the smaller fields on the Korth Slope combined, including Kupamk. could not
support construction of the tram-Alaska pipeline. Prudfco* bay made possible
th* development of the Kuparuk field and the other producing fields on the
horth Slope. Development of a major discovery in would lead to additional
exploration in the vicinity (as d»d the dticoxery at Prudhoe tay), and impro.e
the economics of developing smaller local fiolds that could not bear the cost
of a connecting pipeline and other facilities on their own

lower transportation Costs

production would N ip rather than hinder tN development if known marginal
fields because it would lowvr pipeline tariffs for all oil prrduced on the
Hcrtn Slope, ire tre*|.Alaska pipeline currently has a threvg'pwt capacity of
about two million barrels per day. Approtimately 1.I1S million barrels per day
are currently being transported by the pipeline, this dally throughput will

All as production from tN Arudhoe lay and twparuk fields declines. As
throughput declines. tN charge per barrel of oil going through tN pipeltN
will increase because this oil must pay operating costs of tN pipeline, which

«» >net decline significantly as volumes decline. Nw production from kws
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field(s) would help sustain throughput levels, and
economics of production from marginal fields. Also, to the extent AKW
production lowe-ed pipeline tariffs, the state’s royalty and severance ta*
returns from all North Slope production would increase.

thereby Improve the

1 hope this Information Is useful to you. |If you would like further analysis
of the question, please «.ontact this agency.

Attachment
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autpcndcd. and « b not Ino>a «ken.oril.ARC0

wsff tctume its Wcu Sak leumgprogram.

Dwting 1989 Conoco duffed lone leu »tlh ia
Mdne form Una lotest ike eoensne shallow oil
sands inthat unit. Wakikercsumptiono!prodoc*
iionopetations at Milne Point Una.Conoco Hopes
io aHo begm commercial production from the
shadow oil sands in the very near fwiure

Technology ewsit to polM a ike range ol
WjOOO barrels pci da) ol od from ike thaffo*
north slope oil sands, i«t current economic* do
W appeal to fiwor any type ol full teak dc velo?*
ocm Is the Kuparuk Rntr Unit, the Kuparuk
Rner reservoir owners and the West Sak reservoir
owners arc discussing facileies-tkariag agree*
sscms beetle they wow'd peat!) itducc the fu-
ture Wcu Sak development tom At unused
production and pioccssing capacity ia the
Kuparuh ¢*l production become a«ad*
aMe ia ibe late IW s the Weu Sak tesenou may
be brought on bac to ofltet some of the dtcha>ag
production. D otlcpneaolile Wcu Sak react*
sts ntifi also req. je diX.*g many hundreds ol
adda»ooa) wel a and the constructson ol many
more didltices and pxpckacs These costs cannot
be avoided by use of fac«4y sharing apccmrats

Tahks 22 ifd 23 b> production forecasts for
some ol the fulis Lttrd j TaVk 21 Tigne 2|
graphs ike tsiisiits of total production and
rhgwrs 22 a*d 23 graph the ct'oaaus of the
royafcy share North Slope ol produtvoo *sff
deck*. furtWta IW  T>e dcclL*c k beginning
e.rler and »sS be weeperib i e*rUrr forecasts

md'Ciird Totalod production from slate owned
Unds will decline through the |990s

Currently.North Slope nituttigssh notcspurted
Both ihc Alasks NaturalGss Transportation Sys-
tem (ANCTS) and the Trans AtariaGastinc Syt*
leas (TAGS) ate proposed meantolmoving North
Slope gat to market To date, neither project hat
secured financing or a guaranteed market. The
continued volatility and uncertainty in oil and gas
prices,the relativel) abundant worldwide supplies
olnatural gas, and the sheer magnitude and cent
ol the proposed pipeline projects combine to
make the prospective purchasers ol the gas. the
"“nancialinultiitiO AS.indihc projects*sponsors all
very cautious at this time. Efforts to secure
markets for the gas continue. Mowtver, start up
ol the ANGTS or TAGS projcci cam at be «a*
pectcd until financing for one or boeh projects b
arranged, and financing Idtly willnot be finalized
until long term sales agreements for the gas are
guaranteed, to addeion, ike kssces (primarily
ARCO. Eoon and BP (Alaska) Inc ) have not
agreed to sell the gasto cither pipeline company.

Etao Resources Canada.GulfCanada Resources
and ShellCanada appbed tothe Canadian Nation*
al Energy Board in 19SJ for perrabsioo to esport
gas from the Canadian Beaufort Sea and Mac*
Kcnric Rncr Dtha tothe United States. In O c-
tober IW 9 these companies received conditional
approval for the ciport Foothills Pipe Lines (the
Canadian sponsor ol the ANGST projrci) has
fikd ao application »uh the Canadian National
Entrp Board lobuJd the M tcKtrot Valley ps
pipehae. Thb projectwould be in duces compeli-
lion »«h Alaska North Slope gas for potential U

S markets, bm it mASt also be an incentive to
re-evaluate ibe once proposed gas pipeline from
prudhoe Bay east across the Arctic National
WddLfc Refuge tothcCa&adanM xK rm e Rrwer
Dch* area Such appcSnc probably would be
much cheaper to tvJJ than enhtr ANGST ct
TAGS Attha :»ae noestimatesolconstruction
or transportation tout arc asadabk for thh type
ofpropotal Uadda>co. ANWR Icgkl*tionunder
consideration by Congress would csprcssly
proJuSt the construn of a jupekftc c*u«*td
aenns vJJriMts not us AVAR to iKe US *
Cr')<laNrdrr.

BP(Al»tla) Inc proper** todfve'opshe N ilwk
*CKAoa, located about o*c mdt offshore *n the
B.aakvt Sea juw nonholPrw™e Bav BP rs-
(.mates that *h* rtsenob covU produce up to
ft<aa’. h» ufK per da» ofced K*g e» *gm 112 »4



PRODUCTION FORECAST AND AVAILABLE ROYALTY OIL
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PRODUCTION FORECAST AND AVAILABLE ROYALTY OIL,
FOR PRODUCING NORTH SLOPE FIELDS
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1993if development plansate approved in atimely
manner. The propmal includes a 6.600 foot,
gravd-All causeway which state and federal agen-
ciesarc oow reviewing. The U.S.Army Corps of
Engineers hud issued a preliminary finding that
(he causeway was unacceptable as proposed but
has since withdrawn that finding. Permit applica*
lions are also stillpending with stale agencies The
North SI.pc Borough has approved the applica-
tion Stateagencies might notapprove the project,
or BF maybe inquired to substantially modify its
design.

In early 19SS, Alaska became the number one od
producing stare ia the oatioe. However, with the
ongoing decline ia productsoo at Prudhoe Bay.
Teus hasagainregained the numberone ptoduc*
isg sp<4.

Prudhoe Bay's current production rate of | A)
millioobaneU perday ofcrude oiland condensate
a cipected to continue its slow* decline in 19%.
The actualrate ofthe decline willbe influenceJ by
the level of infd) development drilling rate of
devtlcpracot of the Acid's West EnJ and P Pad.
scheduling of well workmen and equipment
rrpaus,waterand tr.isdWc gas in.-ectica rates, and
ihc capaSJtKv of the installed and lo-be-installed
gashandling and water handling facilities

The I'rudbik Bay o«nrrs lave approved thf cc-a*
uruction of GH\*1, a major et* gas ha*d’'>rg
evp,psicn pcjtP, and CO*struction u tndrrwav
at this time. Th< projtciisdeng»;J tohotfthe
ax*uniofgasthat <j* . he ftidvtti. k»*J* J. |

temjected from about
33 billion cubic fret
per day lo just uvct 5
billion cubic feel per
day. Bottlenecks in
gas processing
facilities and insuffo
cicnt gas compressor
capacity are causing a
gas overload in the
field production
facilities as gas
production from the
field increases.
Operators arc rcduc*
ing oil production
rates because the gas
processing facilities
cannot handle the in-
creased amount of
gas associated with
the higher oil production rates. The average oil
production rate in 1990 might not reach the al-
lowed annualaverage | i million barrelsofoil per
day. Start up of the GHX-1 facilities in late 1990
will alleviate some of the gas overload. The
producers are already studying a second project.
GHX-2. which would boost the gas handling
capacity in the field tc-about 15 hillion cubic feet
per day.

X ffr

Sian-upofihc GHX-1 project rand the potential
for the GHX-2 picjeci)»tU help slow the decline
ofoil production at Prudhoe Bay. Ifadditionalgas
handling facilities are norinstalled, the decline wvll
be much more rapid thancurrently anticipated. In
relative terras, more and more gas will be
produced along with each barrel of oil as oil
productioo continues over the years. If thisaddi-
tionalgas canooc be processed and reinjected, the
cd production rate »;0 have to be cutbhad even
further.

Evpansioe of ibe Prudhoe Bay Add water han-
dling facilities it also underway Major construe-
t*oo projects arc planned for 1990to boost water
handling capacity These improvements wall also
help to keep the oil production decline rate from
rapidly escalating

£>cn with thrte major gas and water hanj'mg
improvements, the csl produ*tio« rate will con-
tinue to dr.-p Faci'-ty and pipeline den*t» time is
ee* yji>fycattoyear a*coercion ar-Jerchari-
ot » <ot if «hrrtoll The ThPS ppeln; tc-
g-.0.d j" "antm/Ue-uNC a*!'*rep. rtnlH
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FIGURE 22

and operators plan major corrosion related work
for 1990. including the replacement of a nine-mile
segment of the TAPS line.

Infill drilling and development of peripheral drill
sites continues in the Kuparuk River field. In
addition. I; ‘tees will c*pand an enhanced oil
recovery project (rsisciblc gas injection) in the
Add. Supplies of sufficient volumes of misoblc
gas irjectant limit the area io the field that can be
affected at any one lime.

Exploration Activity

Etplcraiory dnlllcg activity ia 1989 showed a
marked iscrease over
the past few years.
Oa the North Slope,
were onsh(o)re (IHHEI
south of the Kuparuk
River fan and ia the
Poiat Me*
latyre/Gwydyr Bay
area. Offshore is the
Beaufort Sea,
Chevron's Ki/luk «t
was the oely <v
plotatory well com*
pletcd (athe federal
0CS portion of the
Beaufort Sea Amoco
completed its Belcher
e\ wed Meanwhile,
in the CM chi Sea.

ingone well and Hart*
ing two others.

South of the Kuparuk
River Unit, three let.
ices (BP, Tcuco and
Unocal) conducted
drilling operations in
19B9, and Teuco and
BP have acquired
permits to drill addi.
lional wells in the
area. No results have
been released for
those wells drilled in
1989. In the Point
Mclintyre area,
= e f ARCO drilled three
wells and announced
a major oil discovery.
Press reports stated
that the reservoir may hold up to 300 million bar*
rels of recoverable oil. Because cf the icscrvoir's
close proiimity to the cutting Pruohoc Bay/Lis*
burne infrastructure, development of the Point
Mclntyre tetervoir should proceed rather quickly.
The reservoir could be producing as early as 1992,
ARCO alsodrilled an eiploratory well just west of
the Point Mclntyre area but did noi release any
results from that well. Three more delineation
wells are scheduled for the Point Mclntyre area
this winter as well as one more well immediately
west of that area.

FIGURE 22

AVAILABLEROYALTYM FVRECAS:, bY tIELD

(Thousands of Parrels per Day)



In ihc Duck IslandEndrcotl area. BP u condurt*
tog along term production test alin Sag Delia #9
localion and it planning lo drillancrploratory well
(Sag Delia #12) just southwest of the End-cott
reservoir. ARCO plant lo drill al leatl two
drline jtio wells in the Kuparuk Rivtr Uoil thia
winter aod one wellin ihc HemiSprings Unil area,
lo addition, ARCO commenced drilling of the
Stinvon well #1offshore ia the Camden Bay area
in the fall of 1989,

Numerous crploration activities are scheduled for
1990. lo addition o the planned wells mentioned
abovt. Shell intends o return tc the ChukchiSea,
Amoco has a well approved for the eastern
Dcaufoit Sea Outer Continental Shelf, Etvoo has
awell planned for the Point Thomson Unil, Con*
ocobat awellplanned in the MiVkclson Bay area

and ARCO has aweltplanned in the Kawk area
Overall the pace of cirlnratnry drilling activity on
the north slope isencouraging for WA).

In the Cook Inlet area, remedial wrll work and
infilldrilling alivrrently producing fields continue
at a good pace. While no new ctploratory wells
were drilled in 1989, collection of seismic data
continued and ksaeeiplan up to four ciploratory
wells in 1990. The recent sales or trades of leave
interests and opcratoishipt in the Cook Inlet area
have resulted in belter lease posil:ons for certain
companies,which are now planning new cvplora-
l[ion activities. In addition, leaves issued in the
early 1980s are about to cspire; some additional
drilling activity is anticipated as these leases ap-
proach the end of their primary term.
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STATEWIDE AND FEDERAL ISSUES

The Anchorage Chamber of Commerce recognizes the need to support
legislation and Issues that arc of Statewide benefit. The following Is a
list of Statewide/Federal Issues and legislation tnat the Chamber
supports for study and/or passage.

1. Finding Solutions to the Fiscal Gap (see attached)
a) No new state capitol building In Juneau/sell the land
b) Study privltizalJon opportunities
c) Study cap on dividends

d) Don’*tspend the undistributed Income from the Permanent Fund
tillsyear .

2. Active promotion of the opening ofFANWR and oilier Alaska
resource development opportunities

3. Continue study of State Legislative term limits

4. Federal Term Limits by U.S. Constitutional Amendment as
authorized by 38 states.
5. Legislative session limit to 90 days

6. Constitutional Amendments By Initiative *

7. Support Congressional delegation as needed to keep Alaska Military
facilities open and al current or greater levels of personnel

8. Crime Related lIssues/Legislation (see attached)

e Support current funding level of violent crime compensation

e Continued pressure on the court system to prioritize compensation
from convict lo victim

e State conspiracy law

SB 192*Statc seizure In drug crimes

1I1B102- Legal intoxication levels

e Parental responsibility legislation

11B101-Juvenile Waiver

e Review of the juvenile Justice system and implementation of boot
camps for Juvenile offenders

e Statute of limitations for sexual assault offenders

e Tougher probation follow-up

e Prosecutor appeal of sentencing

< Jail overcrowding



ADDRESS OF SENATOR TED STEVENS
T0 THE 17TH ALASKA STATE LEGISLATURE, SECOND SESSION
JUNEAU, ALASKA
THURSDAY, FEBRUARY 13,1992

1991 WAS A MEMORABLE YEAR. THE COLD WAR ENDED
WITH THE APPARENT COLLAPSE OF COMMUNISM. WITH THE
UNITED NATIONS, WE FOUGHT AND WON A WAR IN THE
PERSIAN GULF TO PROVE THAT NAKED AGGRESSION WOULD
NOT RULE IN THE POST-COLD WAR WORLD.

THEN, THE NATION ENTERED A RECESSION THAT WE STILL
ARE STRUGGLING TO OVERCOME. 1T WAS ALSO A YEAR OF
CHANGE FOR ME. ISUCCEEDED IN A PERSONAL BATTLE
AGAINST PROSTATE CANCER. I'M DEEPLY GRATEFUL FOR THE
PRAYERS AND SUPPORT THAT ALASKANS, INCLUDING MANY OF
YOU IN THIS CHAMBER. PROVIDED MY FAMILY AND ME DURING
THAT DIFFICULT TIME. IT'S THE SORT OF EXPERIENCE THAT
TEACHES WHAT IS REALLY IMPORTANT IN LIFE.

SU. sums'" umus in uan
r«««)tt



AMERICA’S CHALLENGES ARE ALSO ALASKA'S
CHALLENGES.

THE NORTH PACIFIC FISHERY MANAGEMENT COUNCIL'S
INSHORE-OFFSHORE ALLOCATION DECISION IS GOOD BIOLOGY
AND SOUND ECONOMICS.

FACTORY TRAWLERS ARE EXTRAORDINARILY WASTEFUL IN
HARVESTING GROUNDFISH. UP TO TWENTY-TWO PERCENT -
MORE THAN 189 MILLION POUNDS A YEAR - OF THE POLLOCK
HARVESTED BY FACTORY TRAWLERS GO OVER THE SIDE
WITHOUT EVER BEING PROCESSED. SHOREBASED TRAWLERS
DISCARD ONLY ABOUT ONE PERCENT.

IN ADDITION, FACTORY TRAWLERS ALSO WASTE
INCIDENTALLY CAUGHT SPECIES - AT LEAST ONE HUNDRED
AND TWENTY FOUR THOUSAND HALIBUT AND TWENTY
THOUSAND CHINOOK SALMON. SHORESIDE PLANTS AND THE
VESSELS SUPPLYING THEM USE THE RESOURCE MORE
EFFECTIVELY AND PROVIDE MORE JOBS AND PAY TAXES TO
COASTAL COMMUNITIES.

FULL UTILIZATION OF HARVESTED FISH MUST BE THE



RALLYING CRY OF ALASKANS IN THE 1990°S JUST AS
AMERICANIZATION WAS IN THE 1980°S. IT IS AN ISSUE ON
WHICH WE CAN JOIN FORCES WITH NATIONAL ENVIRONMENTAL
GROUPS.

FACTORY TRAWLERS HAVE HIRED THE MOST AGGRESSIVE
LOBBYISTS IN WASHINGTON TO DEFEAT THE COUNCIL'S
POSITION. THOSE LOBBYISTS WORK ON ADMINISTRATIVE
AGENCIES AS WELL AS CONGRESS.

THE COUNCIL IS RECONSIDERING INDIVIDUAL FISHING
QUOTAS. THE IFQ CONCEPT MAY HAVE SOME MERIT BUT |
HOPE THAT THE COUNCIL WILL FIND WAYS TO INCLUDE. IN A
MORE MEANINGFUL FASHION, THE YOUNG MEN AND WOMEN
WHO PUT THEIR LIVES AT RISK WORKING IN COMMERCIAL
FISHING - WE NEED A SYSTEM THAT NEW GENERATIONS OF
ALASKANS CAN AFFORD TO ENTER AND DOES NOT ALLOW ANY
GROUP TO CONTROL OUR FISHERY BY AGGREGATING IFOs.

RESOLVING THE SUBSISTENCE CONTROVERSY IS
NECESSARY TO PROTECT ALASKA'S ABILITY TO MANAGE
UPLAND GAME. SALMON AND OTHER FISH IN STATE WATERS.



UNLESS WE ACT SOON, BY THE END OF THE YEAR THE
FEDERAL GOVERNMENT WILL BE MANAGING ALL FISH AND
WILDLIFE - INCLUDING OUR SALMON FISHERIES - UNDER
COURT ORDER.

THERE IS ONLY ONE SOLUTION; WORKING TOGETHER TO
RESTORE UNIFIED STATE MANAGEMENT OF ALL FISH AND
GAME.

THE GOVERNOR'S SUBSISTENCE PLAN 1S A STEP IN THE
RIGHT DIRECTION. [BELIEVE A CONSTITUTIONAL AMENDMENT
IS REQUIRED WHILE THE GOVERNOR BEUEVES THE ALASKA
LANDS ACT MUST BE CHANGED.

IF THE USER GROUPS - AFN, UFA, AND THE ALASKA
OUTDOOR COUNCIL ~ CAN COME TO SOME CONSENSUS ON A
PLAN, I AM WILLING TO ASK CONGRESS TO CONSIDER
ADJUSTMENTS TO ANILCA IF YOU AND THE GOVERNOR ARE
WILUNG TO PRESENT A CONSTITUTIONAL AMENDMENT TO THE
VOTERS OF ALASKA. IFWE CANNOT COME TO SOME
AGREEMENT HERE AT HOME, EVERYONE EXCEPT DIEHARD
OPPONENTS OF ALL HUNTING AND FISHING WILL LOSE.



MANY OF YOU HAVE RIGHTFULLY EXPRESSED CONCERN
ABOUT THE POTENTIAL IMPACT OF REDUCED DEFENSE
SPENDING AND FORCE REDUCTIONS ON ALASKA.

IN MY JUDGMENT. AS THE UNITED STATES MOVES TO FILL
THE POWER VACUUM CAUSED BY THE DEMISE OF THE SOVIET
UNION. ALASKA'S STRATEGIC LOCATION SHOULD GET EVEN
GREATER RECOGNITION BY PENTAGON PLANNERS.

EVEN SO, IT'S GOING TO BE A BUMPY RIDE OVER THE
NEXT FEW YEARS AS RECONFIGURATION AND REDEPLOYMENT
OF OUR FORCES WORLDWIDE CONTINUES.

FRANK MURKOWSKI AND ICAME HOME LAST WEEK TO
SEEK THE ADVICE OF ALASKANS ABOUT PURSUING ANWR THIS
YEAR. THEY URGED US NOT TO PRESS ANWR ON THE ENERGY
BILL UNLESS WE COULD GET AN UP OR DOWN VOTE THAT
WOULD TEST OUR TRUE STRENGTH. AS FRANK EXPLAINED
YESTERDAY THAT WAS IMPOSSIBLE.

DON AND FRANK CONVINCED THE PRESIDENT TO INCLUDE
AN ANWR PROVISION IN THE PRESIDENT S ECONOMIC GROWTH
PROPOSAL WHICH IS NOW BEFORE CONGRESS. AS A JOBS



ISSUE, ANWR MAY HAVE A BETTER CHANCE, BUT MAKE NO
MISTAKE: IT WILL STILL BE AN UPHILL BATTLE.

TO WIN THIS FIGHT, WE MUST LAY THE GROUNDWORK
NOW. CREATING AN ANWR BLUE RIBBON COMMISSION LIKE
THE ONE THAT HELPED US PROTECT OUR INTERESTS IN THE
ALASKA LANDS DEBATE IS ONE STEP TO CONSIDER. ANOTHER
ISTO CONSIDER ALLOWING ALASKANS TO EARMARK UP TO S50
OF THEIR PERMANENT FUND DIVIDEND CHECK TO FUND SUCH
A COMMISSION AND THE NATIONAL GRASSROOTS WORK THAT
WILL HAVE TO BE DONE TO PREVAIL IF ALASKANS DONT TAKE
DECISIVE ACTION TO OPEN ANWR, THE FUND'S INCOME WILL
SOON HAVETO BE DEVOTED TO BASIC GOVERNMENT
SERVICES, AND THE DIVIDEND PROGRAM WILL BECOME AN
HISTORICAL FOOTNOTE. IFANWR 1S OPENED. THE
CONTRIBUTIONS BACK TO THE FUND COULD EXCEED 525
BILLION - ARETURN ON INVESTMENT THAT NOT EVEN DAVE
ROSE COULD MATCH.

PROTECTING ALASKA'S FAMILIES IS A CRUCIAL
CHALLENGE ON BOTH THE FEDERAL AND STATE LEVEL. THE
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PRESIDENT HAS ANNOUNCED A BOLD NEW INITIATIVE THAT
WOULD DEDICATE $100 BILLION FOR OUR NATION’S HEALTH
CARE SYSTEM, INCLUDING THE KIND OF PREVENTATIVE CARE
THAT LED TO EARLY DETECTION OF MY CANCER.

THERE ARE SOME WHO SAY THAT'S NOT ENOUGH, AND AS
A RESULT, THERE ARE 498 HEALTH CARE REFORM BILLS
PENDING IN CONGRESS - ALMOST ONE PER MEMBER! IT WILL,
NO DOUBT, BE A LONG, HOT SUMMER.

WE HAVE MADE PROGRESS IN IMPROVING HEALTH CARE
IN RURAL ALASKA, BUT WE MUST ADDRESS THE NEEDS OF
URBAN ALASKANS, TOO. |'HOPE AS FEDERAL HEALTH CARE
REFORM UNFOLDS WE CAN WORK TOGETHER TO AVOID
DUPLICATION AND ENSURE THAT EVERY ALASKAN HAS ACCESS
TO BASIC HEALTH CARE.

WHILE WE HAVE MADE SOME STRIDES IN THE WAR
AGAINST DRUGS, DRUG ABUSE AMONG ALASKANS CONTINUES
70 BE APROBLEM. AT ARECENT CONFERENCE OF ALASKANS
INVOLVED IN DRUG ABUSE PREVENTION, TREATMENT, AND
ENFORCEMENT, THEY TOLD ME THERE WERE TWO THINGS YOU



COULD DO TO HELP.

() MODIFY ALASKA’S ASSET FORFEITURE STATUTE SO
STATE LAW ENFORCEMENT CAN MORE EFFECTIVELY SEIZE THE
ASSETS OF DRUG PUSHERS.

(2) ESTABLISH A STATE CONSPIRACY STATUTE TO
STRENGTHEN THE HAND OF THOSE FIGHTING THE DRUG
PUSHERS PREYING ON ALASKA'S FAMILIES.

WHILE GENERALLY ALASKANS ARE AMONG THE MOST
HIGHLY EDUCATED PEOPLE IN THE COUNTRY - A TESTIMONY
T0 OUR TEACHERS AND OUR STUDENT LOAN PROGRAM -
MANY RURAL ALASKANS LAG BEHIND. TWILL JOIN WITH YOU
AND OTHER ALASKANS - PARTICULARLY THE PARENTS AND
TEACHERS INVOLVED IN OUR EDUCATIONAL SYSTEM - TO
MAKE SURE THAT THE NEW NATIONAL EDUCATION
LEGISLATION WORKS IN ALASKA.

ONE OF THE BEST WAYS TO PROTECT FAMILIES IS TO
PROVIDE MEANINGFUL WORK FOR PARENTS. AND ONE OF THE
KEYS IS EDUCATION. ALASKA'S NEW JOB CORPS CENTER
SUFFERED A TEMPORARY SETBACK AGAIN, WHEN THE



DEPARTMENT OF LABOR ANNOUNCED THAT IT WOULD NOT
RELEASE CONSTRUCTION FUNDS FOR THE PROJECT. FRANK,
DON, AND | INTEND TO MEET WITH SECRETARY OF LABOR LYNN
MARTIN TO MAKE OUR OPPOSITION CLEAR.

A NEW ERA HAS BEGUN IN THE WORLD - ONE THAT WILL
Sh"PE THE LIFE OF OUR NATION AND STATE IN WAYS WE
CANT EVEN IMAGINE NOW. THE CHALLENGES ARE MANY, BUT |
CONTINUE TO HAVE FAITH IN THE ABILITY OF ALASKANS TO
MEET THEM IN INNOVATIVE WAYS. YOU AND I HAVE BEEN
ENTRUSTED BY THE PEOPLE OF ALASKA WITH THE TASK OF
DEVISING WAYS TO MEET THOSE CHALLENGES.

RATHER THAN SPEND A LOT MORE TIME DISCUSSING
WHAT THE CONGRESSIONAL DELEGATION IN PARTNERSHIP
WITH ALASKANS WAS ABLE TO ACCOMPLISH, OR REPEAT WHAT
YOU'VE ALREADY HEARD FROM SENATOR FRANK MURKOWSKI
OR CONGRESSMAN DON YOUNG, I'LL NOW ASK THE PAGES TO
DISTRIBUTE A REPORT, WHICH DISCUSSES THE IMPORTANT
EVENTS OF THE LAST SESSION OF CONGRESS IN MORE DETAIL
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THANK YOU AGAIN FOR ALLOWING ME TO VISIT WITH YOU
TODAY. TLOOK FORWARD TO WORKING WITH YOU THIS YEAR,
AND I'D BE GLAD TO TAKE ANY QUESTIONS YOU MIGHT HAVE.
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April 8. 1991

Overview of the
1991 Arctic National Wildlife U.fuge

Recoverable Petroleum Resource Update

Summary of Findings

The 1991 update of recoverable petroleum resourcca in the 1987 Arctic National Wildlife
Refuge. Alaska. Conitnl Plain Assessment. also known as the 1002 Report, makes a considerable
contribution to the knowledge and understandin%ofthe petroleum geology of the 1002 area of
the Arctic National Wildlife Refuge (ANWR). This study reaffirms most of the conclusions and
estimates made in Use 1002 Report, and increases the level of confidence that ANWR Ispart of
the North Slope oU province. This is demonstrated by the Increase in (he marginal ﬁrobability
of economic success from 19 percent in Ilie original assessment to 46 percent in the current
assessment. The increase in marginal probability means that ANWR has a higher potential for
oil discovery. The overall Minimum Economic Field Sire (MEFS) for the 1002 area has been
lowered from about 0.44 billion barrels of oil (DBO) to about 0.40 DBO. The mean resource
estimate has increased from 3.23 to 3.57 BBO.

Introduction

The original recoverable resource assessment was included In the 1002 Report, published in 1937.
It was well received in reviews of the report by industry and the scientific community, but, as was
its intent at that time, was considered conservative. The Intent of Section 1002(h) of ANILCA
was to give the Secretary of the Interior sufficient information to make an Informed decision for
his recommendation to Congress pertaining to oil and gas leasing in the 1002 area. The 1991
.assessment was prepared as a part of routine updating of resource assessments that takes place
every 2 to 5years and that reflects new and reinterpreted geological data, statc-ofthcart
engineering, current tax provisions, end updated economic data.

Because Congress intended for the 1987 assessment to be conducted with os little impact on the
1002 area as possible, they did not authorise the drilling of test wells. Therefore, the only sources
ofinformation available for the 1002 study were records from wtUs drilled in the surrounding
area and about 1,300 line miles of seismic reflection data shot by a consortium of 25 companies
on an approximate threchyslx mile grid in the 1002 area. Selected gravity readings collected by
industry from Use 1002 area and the results of surface geologic work conducted by in*housc and
various outside sources Inand around the coastal plain were also available and beneficial to the
study. With this amount of information and given the timeframe for completion of the study, t
conservative approach was taken in order not to overestimate the economically recoverable
hydrocarbon potential in the area.

Since the 1002 Report was completed in 1987, the BLM in Alaska has obtained access to
information from forr wells drilled near or adjacent to ANWR. They are Tcnneco't Aurora
No. 1,Unocal's Hammerhead No. 1. ond Shells' Corona No. 1, all located offshore from ANWR,
and Unocal's txfungwcU No. 1, located onshore West of ANWR (Ggurc 1). The BLM also
obtained approximately 800 line miles of the original seismic data that w-as reprocessed by
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Industry lo enhance (he resolution of seismic reflectors of (he shallower Uiookinn sequence rocks
and to help increase the understanding of this sequence. Additionally, some offshore seismic
lines near ANWR became available. These new data were used in the current analysis. In
addition, an imhouse study of the petroleum geology of northeastern Alaska through the
Mackenzie Delta in western Canada enhanced the understanding of tho regional geology.
Surface samples of potential reservoir rocks also were analyzed to assess reservoir parameters.
Furthermore, the 1991 assessment utilized o LAND SAT analysis of the bedrock geology of the
i )h126" of the mountain front south of the 1002 area.
¢ N .
In August 1990, the Department of Ener%y's (DOE) Idaho National Engineering Laboratory
(INEL% issued a draft study of oil and gas development on the North Slope. This was combined
with an in-house analysis and a survey of major companies operating on the North Slope to
update the engineering and costing of ANWR development. Updated DOE forecasts of oil prices
were also included In the analysis.

Geological and Geophysical Analysis
Tire new and reinterpreted data resulted in an analysis that, although not vastly different from
the 1002 report, gave the BLM a greater degree of confidence in their original recoverable
‘resource assessment of 1937, and also increased their knowledge and understanding of the
complicated petroleum geology which exists in and around the 1002 area.

The geology studies and seismic information suggested the necessity of updating correlations of
the prc-Ellcsraerian basement rocks across the area. Elements of these rocki were important to
almost all of the previously mapped prospect*. The BLM developed a more detailed description
of the dcpositional systems invoked in ANWR stratigraphy. This was important In the Brookian
sequence rocks as to their location, extent In the subsurface, ond relationship to similar rocks in
the Canadian Bcaufort/MaekenLe Delta area which have successfully tested and produced oil
and gas. The new data provided a higher degree of confidence in determining the nature of
geological plays described in the original 1002 Report. This is important to the definition of
drilling objectives in the mapped prospects.

The geophysical analysis incorporated the new well data, gravity data, ond reprocessed seismic
data obtained during the 198J-S4 and 1954-S5 seasons. The reprocessed seismic data provided
beucr resolution to the seismic reflectors defining the shallow (BrookJan) part of the section.
This allowed the BLM to map several structural closures within this sequence. These prospects
were delineated within the area previously mapped as trends (figure UMO in the 1002 Report).
Most of these new prospects arc small and either would rot be developed or would be developed
in conjunction with the prorpccts mapped in the 1002 Report, over which the new prospects tie.
However, in one case, the prospective target is a stratigraphie prospect of some significance. The
gravity data correlated well with tlse sclsmicaBy mapped structures of the 1002 area, helping to
confirm this aspect of the 1957 Report. Geophysical information from the new wxlls around
ANWR was useful for Gnetuning some of the sonic velocities that were used in the original
mapping of the 1002 area. The velocity corrections provided more accurate depths to tome of
the prospects end also supported the reassessment of prospective reservoirs (drilling objectives)
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in some of the prospects,

PRESTO Model Input*

The PRESTO (Probabilistic Resource ESTimates. Offshore) model was used to develop resource
estimates. One or more prospective targets were defined for each Identified prospect based on
the potential for reservoir rocks. Reservoir parameters consisted of risks of no hydrocarbons and
probability distributions of the physical characteristics of targets within prospecu. Three levels
of risk wetc defined: the risk that no recoverable hydrocarbons existed in the area. In each
prospect, nnd in each prospective target in each prospect. Since gas was assumed to be
uneconomic, only four parameters were defined for each target: the probability that the resource
is oD (rather than gas), and distributions of productive acreage (acres), pay thickness (fees), and
oil recovery factor (bbls/acrc-foot). Engineering ond economic input for PRESTO consisted of
specifying minimum economic field sizes. Minimum recoverable resource sizes were set for each
of the prospects.

Reservoir Parameters

The 1991 PRESTO inputs of reservoir parameters evolved from updating the ANWR geologic
and geophysical database described above. The changes included the addition of a new
stratigraphic prospect mapped in the Brookian sequence, and other new prospecu associated with
the previously identified prospecu. Some PRESTO inpuu were derived by on iterative process.
After each PRESTO run, the sampled means of tho geologic parameters were reviewed to
ensure (hat they accurately modeled the database of the regional geologic parameters. Iterative
runs were necessary in eases where choices of the PRESTO input parameters were restricted.
In these cases, a decision had to be made on which available input choice most accurately
modeled Use database of regional geological parameters. These updates resulted in revisions of
geological risks, play assiﬁjments, ond the distributions for unit thicknesses. oQ recoveries, and
productive acres (or trr.ptUl).

Geologic Risk. Geologic risk played a major part Ina PRESTO assessment and was the most
subjective of the input parameters. In (he 1937 resource assessment, ANWR was studied as a
separate basin and considered a frontier area. Using other frontier areas as analogs, a rule-of-
thumb approach was used in determining individual prospect risks. No prospect was considered
to have a risk of less than 90 percent, U. no prospect cuuid have a probability of success of
greater thin 10 percent. This approach assured that the PRESTO-generated probabilities of
economic tucccss would be consistent with other frontier onshore areas of the United States.
However, reviews of the ANWR assessment by the National Academy of Science ond the
Departme ir of Energy suggested that this assumption led to contervaiive resource estimates and
unrealisticilly low probabilities of success.

The current resource update used the regional petroleum geology study, Including the additional
well data and the interpretation of reprocessed seismic data, to develop an improved
understanding of the strotigraphic framework of the 1002 and surrounding area. With this
informaticn. H appeared more appropriate (o coruider the 1002 area as part of the North Slope
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oil province, rather than at a runk wildcat frontier area, with ANWR the middlo section holwoen
the Prudhoe Boy urea complex and the discoveries in the Mackenzie Delta area (figure 2). In
the North Slope province, hydrocarbons were thought to have been generated ond trapped by
0 variety of mechnniimt with the probability of an oil or gas show being very high. Therefore,
the probability of a new oil or ?as discovery under these conditions was considerably greater than
reported In 1987. Consequently, the PRESTO inputs and the geologic pro_sEect risk developed
in 1991 reflected this situation, resulting in lower prospect risks and area risk. Each prospect in
the 1991 assessment update was studied individually, and each had a risk computed for it derived
from the USOS/BLM play risks and the BLM seismic risk. This allowed PRESTO to calculate
a conditional economic probability for each prospect and eliminated the previ%us constraint

e As in the 1987 assessment, this analysis assumed a dependence hetween prospects. Assuming
complete independence implies that ail of the prospects in the area would be tested in the course
of exploration without incorporating the acquired geologic information that became available as
the exploration proceeded. Obscrvotionr of drilling activities on the North Slone and the current
knowledge of Use geology of ANWR, resulted Inan agreement with the 1987 assessment that
only 4t0 6 pros?ects would be tested in the 1002 area to determine its economic viability.
Prospects tested later would be dependent on the results of (he first tests.

Play Assignments. Plays were extended or ré_asgessed based on well data, seismic data ond the
regional geology study; potential reservoirs within prospects were then updated.

Unit Thickness. Adjustments were made to several prospects based on offshore well data and
a regional geology study.

Qil Recovery. The oil recovery factor calculations were in part based on the gos-oil ratio
(GOR). Literature research showed that the GOR used in the original assessment was
conservative and not representative of those found on the North Slope. Oil recovery was
recalculated using mmore accurate figure for GOR.

Productive Acres or Tralpfill. Trapfill is the percentage of the maximum areal extent of the trap
that contains recoverable oil or gas. Given the maximum acreage for a trap, the troFfiH can be
converted to a distribution of productive acres. There isvery little information available regarding
trapfill. In the 19S71002aucsimcnl ofin-place resources, a play analysis was conducted in which
trapfill was represented by tt seven point distribution. The assessment of recoverable resources,
however, required a prospect analy*j and utilization of the PRESTO model. Since the seven-
point distribution isnot avaTable in PRESTO, a triangular distribution for trepfill wut substituted
for the calculation of recoverable resources in the 1987 report. However, the 1991 update used
a lognormal distribution for irapfilL With the current uncertainly regarding trapfill, Uwasjudged
that a lognormal distribution better describes field size distributions found in nature.



Minimum Economic Field Site Analysis

Combining IThc Minimum Economic Field Size (MEFS) with the reservoir parameters in the
PRESTO model produces the economically recoverable resource estimates. The Inputs Into the
MEFS analysis can be grouped into four categories: engineering and costs, taxes,
macroeconomics, and reservoir characteristics. The result of tho MEFS analysis was mslight
lowering of the MEFS. Each prospect has its own MEFS, but overall the MEFS decreared from
about 440 million barrels to about 400 million barrels. This figure Is opplicable to western
prospecu. The eastern prospects, needin? a longer pipeline lo reach TAPS, required about 550
million barrels os opposed lo the 660 million barrels in the 1002 Report.

The MEFS analysis for the 1002 Report was described in the Appendix, Economics of Oil and
Ga» Production from ANWR for theDclcrminationof Minimum Economic Field Size, by Young
and Hauser (1986). In 1990, the Deportment of Energy’s (DOE) Idaho National Englneermg
Loboratory (INEL) conducted an extensive literature review, convened public hearings, an
collected Industry commecenu for a study of North Slope oil and gas development potential. This
included an examination ofﬁotential development in the 1002 area. The draft of this study was
published in August 1990. The BLM Alaska State Office reviewed this report, compared it with
Internal information, and followed ir with a survey of companies operating on the North Slope
to resolve Inconsistencies and obtain industry comments on specific data and conclusions
presented in the DOE/INEL draft report

Engineering and Costing. Engineering on the Notth Slope since the 1002 Report analysis has
been more evolutionary than revolutionary. The 1987 1002 onolysis had heen modeled after the
Kuparuk field development. The 1991 analysis incorporated more recent development such as
at the Endicott and Milne Point fields which have demonstrated further rcGnemenu such os
smaller pad sizes that slidghtly lowered costs and decreased environmental impacts. Endicott is an
offshore field developed on gravel islands where space is limited; Milne Point is e small Geld
north of the Kuparuk field.

The major engineering ond costing assumption incorporated into this analysis is the stand-alone
assumption. This means that development of any prospect must cover all the costs of facilities
and transportation requirements b% Itself. In other words, there is no cost sharing consideration
for multiple Geld development, either simultaneous or sequential This assumption was used in
the 1002 Report. The DOE/INEL study reported tests of some hypothetical examples of multiple
small discoveries and noted the resultant impact on minimum economic Geld sizes. This required
them to make assumptions as to which prospecu and under what conditions the prospecu could
shore cosu, which generally aro unreliable and tend to be very subjective. The 1991 update
focused on Gelds with sufficient significance to justify initial development in the 1002 area.
Although smaller fields would he economic as a result of this development and would likely be
developed later, they arc not Included in the resource assessment. The engineerifn%and costing
f

g)clgse_d on minimum economic field sizes since PRESTO only requires the use of this threshol
eld size.

Exploration assumptions did not change from the 1002 Report: one exploration well drilled into
the crest of the prospect the year after leasing, followed by two delineation wells each of the next
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3 years Into the deepest porli of the prospect. Since there was little recent date Available on
North Slope exploration,' particularly inremote areas, the DOE/INEL Jtudy estimated these costs
based on the 1002 Report exploration costs. However, BLM’s later survey of Industry Indicated
that this estimate was too low. This resource assessment used a cost function oascd on the
industry survey ond was consistent with the cost of drilling the KJC well on Native lands within
the 1002 area. The BLM will continue to gather engineering ond cost information related to new
technology, and will consider them in any future updates.

The DOE/INEL study contained an extensive review of production facilities ond their costs. The
facilities are similar to those used in the 1002 Report, and take into account improvements in
the footprint and cfOdency. The DOE concentrated on the cost savings from fodlity sharing.
White this Is of interest with regard to later development of smaller adjacent Gelds, the present
resource assessment is primarily concerned with initial development. The DOE/INEL estimated
a cost surcharge of IS percent for the first development in a remote orca. Tire BLM’s industry
survey concurred with DOE's estimates for fodlitics costs.

The engineering of devdopment drilling has changed little from the 1002 Report. In hoth the
DOE/INEL study and this resource assessment, the number of welts required is still calculated
os before. The DOE/INEL hypothesized different categories of development based on field rizc.
For fidds relevant to the MEFS analysis, DOE used the same development schedule as the 1002
Report, Lc™ 6 years of devdopment drilling with production starting in the 5th year of
devdopment and production peaking the year after completinﬁ the development. The BLM's
industry survey strongly indicated that this was too Ion? as It should be only 5 years of drilling
with production starting in the 5ih year and peaking the following year. The costs of development
prpvided more disagreement. The DOE estimated a cost function for devdopment drilling based
on actuol costs in existing fidds, demonstrating how costs have declined dramatically over the
past decade. However, DOE fdt that these costs would not a|oply to a remote area such ai the
1002 area and revised the 1002 Report cost functions, essentially eliminating the cost reductions
gained in the past decade. The DOE then applied a learning curve to reduce costs by one*holf
over5years. Industry strongly disagreed with these estimates, indicating that the latest advances
used at Endicott and Milne Point fidds would also apply to 1002 developments. Costs would
initially be somewhat higher than in existing fields, but would quickly droE as infrastructure was
built up and the operators became familiar with ANWR. *11)0L, at depths to fifteen thousand
feet, the esu'mated costs were much less than the DOE costs, In some cases were as low as one*
halfthe DOE cost At deeper depths costs inacased rapidly, approaching DOE's costs at around
twenty thousand feet.

Based on the DOE/INEL stud% and the concurrence of industry, the estimated production
schedule wu similar to that in the 1002 Report except that these small fields would have a IS
rather than a 12 percent annual decline. This assessment used two refinements in engineering
that were introduced in DOEANEL't North Slope study: using the increasing water cut ar.d the
decline io tho number of active producing weUs. Water cut b the percentage of fluid prodaction
that is water. As a field is depleted, the water cut increases. At the start of production, it is
assumed that 40 percent of wcUs drslled are used for injection. As the reservoir gets depleted.



some production wclli ore convened to Injection wells. The water cut Is used in calculating
opc'oMng costs, while the number of active producers Is used in the severance tax calculation.
Analyzing the existing Helds on the North Slope, DOB obtained a more accurate representation
of production costs based on total Quid production rather than oil production. Industry concurred
with these costs ond they were used In this resource assessment.

The DOE/INEL reviewed the three comFonents of transportation costs; a pipeline from ANWR
to TAPS, a tariff for using TAPS to Valdez, and tankcring from Voldez to the lower 48. The
TAPS tariff is comﬁarable to the numbers in the 1002 analysis. This assessment used the same
spreadsheet used by the State of Alaska to estimate future tariffs, including the costs of
corrosion abatement and increased oil spill response capability. The DOE found that the average
tanker cost was less than that used i" the 1002 Report due to a higher proportion going to the
West Coast rather thun the Gulf Coast The DOE did not have data to update the costs for the
pipeline from the 1002 area to TAPS and thus used the function from the 1002 Report.
Huwcvcr, industry strongly disagreed with this estimate. Based on their own Inlcnio! studies of
a pipeline from the 1002 area to TAPS," industry provided the lower cost estimates used in this
resource estimate. . Xk

The stand-alone assumption and the facilities and ANWR pipeline costs are the primary factors
for determining the MEFS. The development drilling costs also become a major factor for every
deep, low yield prospect.

Taxes. Several ehangcs have occurred in tuxes since the 1002 analysis. The Federal tax code has
chimged but generally had little effect. Assuming development by a major oil company, the
modification of the tax deductions is offset by the reduction in the corporate tax rate. The
minimum tax provisions were assumed to have no impuct. The State altered its severance tax by

r_intn%_the tax for very large fields. Since this analysis is looking for the minimum economic Held
size, this change had only a marginal impact.

Macroeconomics. The macroeconomic assumptions covered four areas: discount rate, oil prices,
the role of natural gas, and inflation. The discount rate used in this assessment was the same
used by Young «r.d Hauser for the 1002 Report, i.e® a real after-tax rate of 10 percent. The od
price scenario used was the DOE National Energy Strategy Reference Case. This resulted in a
lower Erice schedule than that used in the 1002 Report, but was closer when taking into account
the delay in opening the 1002 area of ANWR. Natural gas was still assumed to be uneconomic
for purposes of estimating the MEFS due to the uncertainty of available transportation ond the
huge reserves already available on the North Slope. Although the gas eventually may be
developed, the decision to develop the 1002 area in the next 10 years will not depend on the
development of natural gas resources. Inflation is assumed to average four percent a year rather
than the six percent used in the 1002 Report. This figure it comparable to inflation rates used
in the DOE report and long range analyses by dims as DRI/McGraw-HitL Since inflation was
incorporated in cost and price escalation os well as the nominal discount rate, the impact on Use

MEFS was marqinal. The decline tn the price estimates was offset by the decline tn the costs,
resulting in the lower MEFS.
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Reservoir Characteristics  Tho reservoir parameter* previously described were used in
estimating lire MEFS. For each prospect, a risk-weighted avertgo oil recovery factor was
calculated, conditioned on the existence of hydrocarbons in the prospect. In testing a resource
size for the MEFS, the average recovery was used to calculate the number of acres required to
contoin oil. If the acres required exceeded the areal extent of the prospect, then the maximum
productive acreage was used, increasing the recovery factor to that necessary to yield the tested
resource size. The ncrcago In turn determined the number of wells needed to develop tho
prospect.

PRESTO 11 Analysis Results

The results of this new study show that at the mean, there are 3.57 billion barrels of conditionally
economlcalzle/ recoverable oil resources for the 1002 area with a marginal probability of economic
success of 46 percent. The large increase in tho marginal probability was duo lo:

L Adding a reservoir to some of the prospects which made their economic probability
greater,

2. Increasing the number of mapped prospects;

3. No longer considering the 1002 area as a frontier area for oil exploration and not
constraining the individual prospect probabilityof success; and

4. Having a slightly smaller economic field size.

Conclusion

Mineral assessment is a dynamic process. As new information becomes available, it will be
necessary to review previous assumptions and models and, if necessary, make adjustments to
previous assessments. The BLM hasc?ained considerable experience and improved its expertise
In analyzing the complicated foreland fold and thrutlbelt type geology which exists in ANWR.
The 1991 ANWR assessment update has reaffirmed the previous resource estimates and
increased the confidence that these resources will be found. This confidence level is reflected in
the increase in the marginal probability from 19 percent to 46 percent.
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