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Uncertainty of regulation and increasing environmental costs could
be added to this spectrum of risks. And exploration investments
must be factored into companies' long—term planning.

Consider this analogy. Suppose you wanted to buy a lot on which to
build a house five years from now. Say you had a choice between a
subdivision in each of two towns. In one the town has committed to
follow the building code standards that are recommended nationally
and has a history of stable zoning and responsive permitting. The
other has a history of imposing unique building codes, has no zoning,
and is erratic in issuing building permits. Which lot would you buy?
Would you even consider buying the latter lot?

The petroleum industry is faced with a similar decision. Generally
speaking, an explorer overseas will know the taxation and
permitting requirements prior to making any investment. In fact,
foreign governments have shown willingness to be responsive to
adverse conditions to accommodate marginal fields and hard
economic times.

As an example: the government of Alberta has announced a royalty
holiday for wells drilled in the next two years.

Companies also are not exploring in Alaska because they are being
denied access to areas with oil potential, particularly federal lands
onshore and offshore. Given the exploration process | have
described, you can see it is impossible to know in advance
precisely where your studies will lead you. Yet the federal
government has withdrawn large blocks of acreage within offshore
sale areas, leaving an unconnected collection of blocks. And the
Coastal Plain of the Arctic National Wildlife Refuge, the most
prospective onshore area in the U.S., continues to be off limits to
exploration.

In the Lower 48, 40 per cent of the federal oil and gas lands on
shore are now unavailable because of leasing moratoria or other
restrictions. And there is a ban on offshore leasing from Maine to
Florida and from Seattle to San Diego. For these reasons, the
industry is not investing in pre-lease activities outside the Gulf of

Mexico.

Industry has spent $10 billion exploring the Alaskan OCS, through
1990, including 75 dry holes. More than $6.5 billion of that went for



leas© sale bonuses and rentals, while another $3 billion went for
actual drilling costs.

The majority of companies conducting Alaskan OCS exploration have
had little participation in onshore drilling. Given the record of dry
holes offshore, it should come as no surprise that these companies

are reassessing their positions and are looking elsewhere.

Why isn't ARCO taking its exploration dollars out of the state?

Since the mid-eighties, we have had an exploration program
balanced between the onshore and the offshore. With the troubles in
the OCS, ARCO, unlike some of its competitors, was able to easily
redirect efforts onshore.

We understand that exploration is a long term and technically based
business. Over the past four yeirs, ARCO has invested over 250 man
years in basic regional studies of Alaska. This next summer marks
the 37th consecutive year that ARCO has had geologic field parties.
No other company matches that record. We believe these
investments give us an edge over our competitors. This
understanding has led us to aggressively invest in both state and

federal acreage.

In addition, our people live and work in Alaska and are able to
communicate routinely and in a timely way with the state agencies.
But the most important reason ARCO maintains an aggressive
exploration program in Alaska is that ARCO, or its predecessors,
have had exploration success.

We made the discovery at Swanson River in 1957 that helped achieve
statehood for Alaska. We also discovered Prudhoe Bay, Kuparuk,
l.isburne, and Point Mcintyre. Last fall, we announced a discovery at
our Sunfish location in Cook Inlet. It was the first Cook Inlet oil

discovery in 26 years.

ARCO is working hard to build a future here. Through continually
evolving technology, we believe that Alaska offers a resource base
that is as prospective as anywhere in the world. If we didn't, we
would not be Alaska's most active explorer.



Let's look at Alaska’s competitor countries overseas. Those
countries offer a business environment that is compatible with the
exploration process and encourages fit.

They grant concessions on large contiguous blocks of acreage, from
250,000 acres to 25 million  acres. Exploration rights are valid for
a length of time that is appropriate to the process. Stipulations are
known up front, including terms of operations, environmental
requirements and development requirements.  In addition,
partnerships are known ahead of time as they are developed prior to
joint bidding for the concessions.

Of course there are work requirements. But no company bids on
these types of concessions unless they plan to conduct activities.

So what can the state do to reverse the trend to overseas
investment?

For one thing, the state must be a strong advocate of a stable and
truly area-wide federal OCS lease sale program iri Alaska. And the
state should also support the opening of the ANWR Coastal Plain—
not only for the windfall from bonuses it would receive, but because
a discovery in ANWR could justify the construction of a pipeline to
connect with the Trans Alaska Pipeline.  Discoveries already made
in the adjacent area appear to be too small to justify the costs of
development. They most likely will not he developed unless
additional reserves are found.

The state also must do more to entice explorers back onshore.

While the state has done a good job in allowing access to state
lands, and has provided reasonable stability in administrative

processes, there is room for improvement.

We see a continual escalation of permitting requirements. Each
additional permit is more stringent in its stipulations. The value of
this escalation is doubtful, both from an environmental perspective
and certainly from a cost/benefit viewpoint. As an example, it
recently took three years to permit a new drill pad within the
existing Kuparuk Field.

There is also opportunity to streamline the permitting process. More
than time is lost in the maze of paperwork. ARCO employs 35 peoplo
full time, and others spend part of their time, to handle the permits



required to drill about a dozen exploratory wells each year, as well
as for development projects in existing fields. If some of those
people could be redirected to identifying exploration prospects, we
could have a much better chance of finding the reserves both Alaska
and ARCO need.

Another way the state could help is in encouraging the formation of
exploration units.  The exploration unit concept is a powerful way
for the state to level the playing field in competition with other
countries. It allows the combining of tracts with different
expiration dates and different owners into a unit which is held
together beyond individual lease expiration dates, as long as
specified work is done.

We see the current process of forming units becoming more

burdensome.  What should take a week for administrative review by
the state is now taking six months. The Legislature should let it be
known that it supports this powerful concept and encourages the use

of exploration units.

We are happy to hear that the state is considering the concession
arrangement that is attracting capital overseas.  The state and

native corporations must work together, especially in the interior
basins, to offer large blocks of land for exploration. It is an idea
that could be used elsewhere in the state, in areas not adjacent to

current production.

The completion of the state's land selections, which the Department
of Natural Resources has identified as a top priority, offers a
unique opportunity to aid the exploration process. Lands can be
selected to preserve access to prospective oil and gas resources and
for transportation corridors for pipelines, if exploration is
successful.

It would be difficult to restore Alaska to previous high levels of
exploration activity. But with the improvements | have suggested, |
believe that the state can at least stem the tide of retreating
exploration dollars and perhaps bring new life to Alaskan
exploration.

| hope that this perspective is of help to you and | wish you all the
best for this session. Thank you for your time and attention.



