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FISCAL NOTE

STATE OF ALASKA
1993 LEGISLATIVE SESSION

Revision Data:

Titke: 0il & Gas Exploration Licenses and Leases

Sponsor: Governor
Requestor: Governor

Expenditures/Revenues:

OPERATING FYo94
PERSONAL SERVICES

TRAVEL

CONTRACTUAL

SUPPLIES

EQUIPMENT

LAND & STRUCTURES
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MISCELLANEOUS
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CAPITAL
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FUNDING:

1002 Federal Receipts

1003 GF Match

1004 GF
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1006 GF/MHTIA

Othb* -
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POSITIONS:

FULL-TIME
PART-TIME
TEMPORARY

Estimate of current yoar (FY93) impact: S 0

Prepared by: Rod R. Mourant
Divisian: Commissioner*s Office
Approved bv Commissioner Darrel J. Rexwinkel

Agency:

FY95

0.0 0.0

0.0 0.0
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QOept. Affected: Revenue

"BRU: Revenue Operations
*Component: Oil & Gas Audit Oivison

COMPONENT SERIAL NO. 15

(Thousands of Dollars)
FY96 FY97 FYo8
0.0 0.0 0.0
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0.0 0.0 0.0
Phone: 465-2300
Date: 3/2/93
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No. 2
FISCAL NOTE Sil Version: C5HB 199foé&c

STATE OF .ALASKA BELL (H) Publish Date:

"4 LEGISLATIVE SESSION
.advision Oate: 7-Feb-94 Deot Affected: Natural Resources

Tite: “An Act providing (or ail and gas exploration 8RU: Resource Oevelooment
licenses, and odland aas leases, incertain areas of the state...” Comoonent: 0Oil & Gas Oevelooment

Sponsor: House Rules by request of the Governor
House Qil & Gas Component Serial No. 439

Requestor

Exoenoitures/Revenues (Thousands of Dollars)

OPERATING EXPENDITURES FY95 FY96 FY97 FY98 FY99
PERSONAL SERVICES I

TRAVEL

CONTRACTUAL

SUPPLIES

EQUIPMENT

LANO & STRUCTURES |

GRANTS. CLAIMS I

MISCELLANEOUS |

TOTAL OPERATING | 0.0 o.ol 0.0 0.0 0.0

CAPITAL EXPENDITURES | o.ol o.ol 0.0 0.0i 0.0

CHANGE INREVENUES ( ) 0.0 o.ol o.ol 0.0 o.ol

NO SOURCE (Thousands of Collars)

1003 GF Match !
1004 GF

1005 GF/Program Receipts

1C06 GF/MHTIA

Other

TOTAL 0.0 0.0 0.0 0.0 0.0
Estimate of any currant year (FY94) cost: $ None

POSITIONS

FULL-TIME o 0 0 0 0
PART-TIME ol 0 0 0 0
TEMPORARY ol 0 0 0 0
ANALYSIS: (Attach a separate page Hnecessary)

The zero figal note s predicated on (he Division of Gill 4 Gas being funded to (he Tl leiel of the Governor™s budget request The Divisiin
of Gil 4 Gas will be the primary adninistrators of this program and need tobe fully staffed to accomplish this task.

X
Prepared by: Phone : 762-2548
Division: Oats: 7-Feb-94
roved by Cpmmtssioner. vV
Harry A. Nos Date: 7-Feb-94
Agency: Natural Resources™f |/

PREPARERT0AHoV in e’ ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
(IANFORVIXLS RV / xTor further disiribution information call the Governor's Legislative Office
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8-GH1012M.1

. .. Chenoweth
4o iffadvajivwx” 3/10/94
AMENDMENT
OFFERED-IN THE HOUSE BY REPRESENTATIVE BROWN

TO: CSHB 199(0&G)

Page 2, line 27.

Delete "and"

Page 3, line 3, after "Seward Meridian":

Insert and

(3) the area described in AS 38.05.140(0"



8-GH1012M.2

Chenoweth
3/10/94
AMEND MENT THT
cuiopy'
OFFERED-IN THE HOUSE BY REPRESENTATIVE BROWN

TO: CSHB 199(0&G)

Page 3, line 9, after "AS 38.05.132."

Insert "“The commissioner may, at any time after issuance of a Wﬁﬁ?&ﬁﬁg}ﬂ]@ﬂo”
under this subsection, revise the description of the land that may be[subject to"he provisions
of AS 38.05.132 hased upon the commissioner’s receipt of new information."



8-GH1012M.3

Chenoweth
0 -0 3/10/94
AMENDMENT x
OFFERED IN THE HOUSE BY REPRESENTATIVE BROWN

TO: CSHB 199(0&G)

Page 6, line 29, after "The regulations":
Delete "must"
Insert "may"



8-GH1012M.4

Chenoweth
3/10/94
AMENDMENT *| A
OFFERED.IN THE HOUSE BY REPRESENTATIVE BROWN

TO: CSHB 199(0&6)

Page 8§, lines 26 - 27.
Delete a'l material and insert:
"(3) must be conditioned upon payment to the state of a fixed royalty
share

(A) of not less than 125 percent in amount or value of the
production removed or sold from the lease;

(B) of not less than 125 percent in amount or value of the
production removed or sold from the lease and a fixed share of the net profit
derived from the lease of not less than 30 percent reserved to the state; or

(C) based on a sliding scale according to the volume of
production or other factor but in no event less than 125 percent in amount or
value of the production removed or sold from the lease;"



virusSentor--f-

Amendmentto CSHB 199 (Oiland Gas)  * 5 A A

Page 3 _ _
hetween lines 3 and 4, insert a new sub-section to read:

"(3) tide and submerged lands"

Purpose and effect ofamendment:

Licensing for oil and gas exploration would not apply to Alaska's marine areas if the
amendment were to be adopted.

Rationale:
1) Licensing very large areas for oil exploration makes it even more difficult for the

def)artment and the public to determine what impacts may occur and where they
will happen

Reasonably detailed information on potential impacts is necessary if the hest
interest determinations and consistency findings are to have any validity,

This detalil meg/ become vague when up to 500,000 acres (say, a parcel that is 20
miles wide and almost 40 miles long) is being considered.

The |presentleasin_g law has a well-publicized schedule, and deals with much
smaller areas. This allows a more focused review, necessary in the sensitive marine

environment.






ALASKA OIL AND GAS ASSOCIATION
POSITION
ON
LARGE BLOCK EXPLORATION LICENSING LEGISLATION
(HB 199/SB 150)

The Alaska Oil and Gas Association (AOGA) is a trade association whose member
companies account for the majority of oil and gas exploration; production,

transportation and marketing activities in Alaska.

AOGA believes that large block licensing is an attractive addition to the State's leasing

program to accelerate exploration and potential development of Alaska's frontier areas.

The Association has established the following position on large block exploration

licensing legislation:

* AOGA supports a large block licensing program that does not apply to lands (1) north
of the Umiat baseline; (2) lands south of the Umiat baseline that art within proposed
Competitive Oil and Gas Lease Sales 80,87 and 88 prior to the initial sale; and (3) in
the vicinity of Cook Inlet that are within the area bounded by the north boundary of
Township 17 North S.M., the Seward Meridian, the south boundary of Township 7
South S.M., and the west boundary of Range 19 West S.M.

* AOGA supports a program in which a license is conditioned upon the posting of an
annual bond or other security in favor of the state and in which the annual bond or
other security is calculated as the entire work commitment expressed in dollars less
the cumulative expenditures as of the last day of the most recent project-year, divided

by the remaining years of the exploration license.

* AOCA supports a competitive program in which ail licenses are awarded on the basis
of written, scaled bids for total dollar work commitment. The commissioner should

adopt regulations to evaluate competing proposals.
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AOGA Position on HO 199/SB 150
Page 2

* AOGA supports a program in which conversion from license to lease is under existing
state leasing statutes AS 38.05.180 (jMm), (oMu), and (xMz), and upon conversion,
such a lease is subject to the acreage chargeability of AS 38.05.140(c).

AOGA supports a program in which any relinquishment of the License area does not
occur before the fourth anniversary of the License and each year thereafter is a
percentage relinquishment of the remaining License area not to exceed 50 percent of
the original License area. As an incentive for early evaluation of a License area,
AOGA believes no relinquishment should be required if the Licensee has expended 50

percent of the approved work commitment by the fourth anniversary of the License.

The House Oil and Gas Committee Substitute for HB 199 is consistent with fMe AOGA
position on exploration licensing legislation. AOGA supports CSHB 199.

AOGA MEMBERS:

Amerada Hess Corporation Mobil Oil Corporation

Anadarko Petroleum Corporation Petrofina Delaware, Inc.

ARCO Alaska, Inc. Petro Star, Inc.

BP Exploration (Alaska), Inc. Phillips Petroleum Company
Chevron U.Sj V. Inc. Rowan Companies, Inc.

Cook Inlet Region, Inc. Shell Western E&P Inc.

Exxon Company, U.S.A. Texaco Inc.

MAPCO Alaska Petroleum Inc. Union Texas Petroleum Alaska Corp.

Marathon Oil Company UNOCAL



Exploration Licensing -1/18/94
A (CSHB 199) Version |

ARCO supportsThe October 25 DNR versior?as a strong , frontier licensing
bill. We particularly want to point out its strengths in providing a level
playirg field for potential competitors.

1) The bonding formulation strikes an appropriate balance amongst a
variety of interests to provide equal financial footing for bidders and
solid protection of the State's interest.

2) Leases are achieved only after the entire work commitment is
completed, which minimizes chances for speculation.

3) The bonding and relinquishment provisions provide incentives to

conduct the work early and vigorously.

4)  The bonding provisions allows the licensee the maximum flexibility to

pursue a work program that makes sense.

5 The licensing supplements, and also dovetails into the proven state
leasing system, providing licensees with maximum certainty of the

long term rules.

6)  Finally, the winning bid, in any competition is selected based upon
the objective standards of total dollar amount using sealed bids.



Comparison of Royalties and Bonuses

FY'65-FY'92
$1,584,000,000 $367,205,000
Bonus From Two 2 204 M__él_l_(zlfltir_Bonuses

Prudhoe Sales
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State of Auscea

OFes OF THE
I INEA

March 5, 1993

The Honorable Ramona L. Barnes
Speakerofthe House

Alaska State Legislature

State Capitol

Juneau, A K99801-1182

DearSpeakerBarnes:

Under the authority ofart. Ill, sec. 18, ofthe Alaska Constitution, iam transmitting a bill
authorizing oiland gas exploration licenses fortracts ofstate land up to 500,000 acres in
size andproviding forsubsequentleasing ofsome orallofthe acreage subject to the

license.

The billis designed to encourage the exploration and developmentofareas within the
state with undetermined oiiand gas potential. In contrast to the provisions ofthe state's
existing competitive oiland gas leasing program, the billwould allow the state to issue
licenses covering relatively large tracts to licensees based upon theircommitment to
perform certain exploration programs, the monetary value ofwhich has been
predetermined. The billisnotintended toreplace the state’s competitive leasing
program; rather, itis intended toprovide an effective alternative tnencourage
exploration in those areas thattraditionally have notattracted the interestof
explorationists under the state!s currentleasing regime.

Under the bill, either the state ora prospective licensee could nominate an area of
unidentified oiland gas potential, consisting ofreasonably compactand contiguous
acreage thatshould be subject toa license. The commissionerofnaturalresources
would be authorized to impose reasonable work commitments on the licensee with
respect to the license area. Subsequentto the successfulcompletion ofthe
predetermined work commitment, the licensee could convertportions orallofthe



(91

acreage toone ormore leases, each nottoexceed 30,000 acres in size. The imposition
ofthe required work commitmentand the requirementtopay an annualrentalon
acreage subjecttolease are togetherintended to discourage warehousing ofacreage
that the licensee does notintend to explore ordevelop. The commissioneris authorized
toinclude reasonable conditions and obligations in the leases arising from conversion of

licenses.

A license proposalwould require public notice and the opportunity forcompeting
proposals by otherprospective licensees as wellas the opportunity forpublic comment.
The commissioner ofnature!resources would be required to make a findng thatissuing

alicense is in the bestinterest ofthe state.

The exploration andpotentialdevelopment ofAlaska’s remote and underexplored
basins willbe fuither encouraged by the adoption ofthe licensing and leasing

methodology contained in this bill.
/urgeyourpromptand favorable consideration ofthis bill.

Sincerely,

WalterJ. Hicke!
Governor



§-38.05.965 Public Land S 38.05.965

-..(13) "park and recreacion iana" means iand chiefly valuable for
public park and recreation use:

(14) "preference right forest lease” mean* a lease granted to a les-
see-whose United States Forest Service term special use permit was
cancelled to allow the land under permit to be selected by the state:
*%’1@ "preference right grazing lease” means a grazing lease granted
to a lessee whose federal grazing lease was cancelled to allow the land
under lease to be selected by the state:

(16) "public water” means navigable water and all other water,
whether inland or coastal, fresh or sait. that is reasonably suitable for
public use and utility, habitat for fish and wildlife in which there is a
public interest, or migration and spawning of fish in which there is a
public interest;

(17) "rule of approximation” is the rule which is applied in deter-
mining whether or not a lease complies with the area limits set forth
in this chapter and regulations adopted under it and in keeping the
boundaries of leased land coincidental with legal subdivisions; under
the rule, if the area covered by a lease in excess of the permitted
maximum is smaller than the area of any deficiency that would result
by eliminating from the lease the smallest legal subdivision covered
by the lease or application for lease, the excess area will be permitted
to remain in the lease; if the excess area is greater than the deficient
area would be, then the smallest legal subdivision will be eliminated
from the lease;

(18) "shoreland” means land belonging to the state which is covered
by nontidal water that is navigable under the laws of the United
States up to ordinary high water mark as modified by accretion, ero-
sion, or reliction;

(19) "state land” orfland”“means all land, including shore, tide and
subgperged land,-dr:r*qu”M _belonging to or acquired by the state;

( "submerged Imdtfineans land covered by tidal water between
the line of mean lo~"tegm id seaward to a distance of three geo-
graphical miles or'furtheras may hereafter be properly claimed by the
stats .

( "tidelandT.—meaiajTé""that is periodically covered by tidal
waigkh'Between thfrleyafiLmofimeah high water and mean low water:
( "timber land”andUhnaterial land" mean state land chiefly

valuable for materials, including, but not limited to, sand, stone,
gravel, pumice, common clay, or timber and other forest products:

(23) "university land"

(A) means

(i) all sections 33 reserved to the university under 38 Stat. 1214, as
amended,; . Foo&

(ii) all land granted to or reserved for the benefit of the university
that retains its designation as university land;
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COMPARISON OF

Prepared by 0&G Commillce Staff 1-7.8-%4

(leogritp)
Restricijt

Minimurﬂ.I Work
Coinmidinents

Relinquish inen |

:n.onding

etitive

00
O
3
=]

o
o

Acreage
Cliarge:ibility

HR 199

All stale land with insufficient
geological or geophysical information,
unicased slale land and land
previously available for lease is
available for exploration licensing.

Must fulfill work commitment by the
‘o'id of the license term.

No rcquishmenl provisions.

bonding required for flic total work
commitment.  If work commitment not
Bomgleted, forfeit remaining amount of
ond.

Oral outcry auction, bid awarded to
Bng”est work commitment expressed in
ollars.

License nrca of not more than 500.000
acres.  Upon fulfillment of work
commitment all or part of nrca can bhe
converted to lease, with 30,000 tracts.
Not subject lo AS 38.05.140(c)
acreage limitations.  Annual rental is
$3 per acre.

I1IH99, OCTOHER 25 DRAFT
& PROPOSED IISE 0&G CS (VERSION "I")

October 25 Draft

Land north of the Umiat bnsclinc,
certain areas of Cook Inlet, and (lie
areas defined in pending lease sales
80, 87 & 88 arc excluded. Other state
land is available.

Must complete at least 25% of work
commitment by end of the 4th year.

No relinquishment required iT 50% of
work commitment is completed by end
of dlh year. If 50% not completed by
end of dth year, 25% of the original
acreage must be surrendered, with an
additional 10% of the remaining
acreage surrended each year - to n
maximum of 50%.

Calculated * nimby as the entire work
commitment expressed in dollars, less
cummulnlive expenditures, divided hy

the number of license years remaining.

Competitive scaled bids. Award goes
to highest dnllar-nmount work
commitment.  Allowed expenditures
arc defined by statute.  (Depreciation,
interest & insurance premiums arc
NOT allowed as an expense. Drilling,
logging, testing and evaluating oil &
gas wciis arc allowed as nn expense.)

License area of not less than 20,000

acres, mid not more than 500,000 acres.

U?on fulfillment of work commitment
nil or part of nrca can lie converted to
lease, with standard tract size.
.Subéect to acreage limitations of
AS 38.05.1d0(c). Annual rental is S3
per acre.

Proposed 0&G CS
Aversion  MI")

Land north of the Umiat baseline,
certain nrcas of Cook Inlet, and the
areas defined in pending lease sales

80, 87 & 88 arc excluded. Other state
land is available.

Must complete at least 25% of work
commitment by end of the 4th year.

No relinquishment required if 50% of
work commitment is completed by cr.d
or 4lh year. If 50% not completed by
end of 4th year, 25% of (he original
acreage must be surrendered, with an
additional 10% of the remaining
acreage surTcnded each year - lo a
maximum of 50%.

Calculated annually
commilme.'t expressed

in dollars, less
cummulnlive exFendl res, divided by
the number of i

icc..sc years remaining.

the entire work

Competitive scaled hids. Award goes
lo highest dollar-nmount work
commitment.  Allowed expenditures
arc defined by statute.  (Depreciation,
interest, & insurance premiums are
NOT allowed as an expense. Drilling,
logging, testing and evaluating oil &
gas wells are allowed as nn expense.)

License area of not less than 20,000
acres, and not more than 500,000 acres.
Upon fulfillment of work commitment
all or part of area can be converted to
lense, with standard tract size. Subject
lo acreage limitations of AS38.05.140(c).
Annual rental is $3 per acre



Exploration License
Summary

OBJECTIVE

CONCEPT

ENCOURAGE MORE EXPLORATION

MINIMIZE DIRECT COST TO STATE

SHORTEN TIME TO DISCOVERIES

REDUCE RISK/COSTS OF EXPLORATION
DISCOURAGE LAND SPECULATION

MAINTAIN COMPETITION FOR STATE RESOURCES

SUPPLEMENTS LEASING PROGRAM

LICENSE GRANTED FOR ACTIVITY COMMITMENT
COMMITMENT SECURED BY PERFORMANCE BOND
LEASE CONVERSION UPON WORK COMPLETION
LEASE TERMS ATTACHED TO LICENSE

PROCEDURE

UNLEASED STATE U\ND IDENTIFIED
EXPLORATION EXPENDITURES PROPOSED
COMPETITIVE PROPOSALS INVITED
SELECTION/BEST INTEREST FINDING MADE
LICENSE/LEASE TERMS FINALIZED
ACTIVITY PERMITS ACQUIRED

ACTIVITY CONDUCTED

LICENSE CONVERTED TO LEASES



EXPLORATION LICENSING
KEY ASPECTS

PROTECTS STATE'S INTEREST
ENOUGH TIME FOR COMPETITION TO MATURE
STATE CAN REJECT ANY PROPOSAL
SUPPLEMENTS EXISTING LEASE PROGRAM

LICENSE CONVERTS TO SMALLER LEASES
EXISTING RULES THEN APPLY

PUBLIC BEST INTEREST FINDING MADE
PERFORMANCE BOND ENSURES WORK GETS DONE
SHIFTS ANALYSIS TO INDUSTRY

COMMERCIAL DEVELOPMENT YIELDS ROYALTY TAXES

ENCOURAGES EXPLORATION/DEVELOPMENT
CAPITALGOES TO ACTIVITY NOT BONUS/RENTAL
SHORTENS TIME FOR EXPLORATION
FITS WITH TAPS INFRASTRUCTURE TIMING
LAND SIZE FITS WITH EXPLORATION
SECURITY OF TITLE ACHIEVED
OWNERSHIP WORKED OUT AHEAD OF DISCOVERY
REDUCED COSTS/RISKS
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STATE OF ALASKA
DEPARTMENT OF NATURAL RESOURCES
DIVISION OF OIL AND GAS

PROPOSED OIL AND GAS LEASE SALE 85

COOK INLET/SHELJKOF STRAIT
, SCALE 1300000 ONEINCH =55 MILES cppme

200 Mle*
oravy  DATEAPPROVED
ov: MPes BASE MAP: TRANSPOSED FROM
= U.T.M.PROJECTIONS BY US.Q.S.
proposed Sale Area PETRO. GEOPM REDRAWN IN AUTOCAD ANO

s JAMES HANSEN CLARIS CAD.

62*00'

NOTE : NO OECtSON HAS YET
BEEN MACE on WHETHER THE
STATEWILLBCLD TH3 LEASE
SALE. THE STATE IS OATHEWH
SOCIAL ENVIRONMENTAL
ECONOMIC INFORMATION on
WHICH TO BASE A DECISION.
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State of Alaska Revenues

$ Millions
Oil & Gas Oil & Gas Lease Petroleum: Total

Fiscal Severance Gross Bonus Other Tax & Petroleum
Year Tax + Royalties +  Sales + Settlements = Revenues
1959-69 9 29 96 89 223
1970 8 19 900 12 939
1971 11 24 0 12 47
1972 11 25 0 12 48
1973 12 24 4 11 50
1974 15 29 25 12 80
1975 27 40 1 23 90
1976 28 43 0 320 392
1977 24 46 0 421 491
1978 108 199 0 185 492
1979 174 332 0 399 906
1980 507 918 457 720 2,601
1981 1,170 1,507 14 1,011 3,697
1982 1,582 1,553 10 838 3,983
1983 1,494 1,447 73 443 3,457
1984 1,393 1,409 17 418 3,237
1985 1,389 1,390 24 321 3,124
1986 1,108 1,098 70 753 3,029
1987 649 592 1 337 1,578
1988 819 954 11 607 2,391
1989 699 819 23 533 2,074
1990 1,002 1,004 0 385 2,391
1991 1,285 1,293 38 690 3,306
1992 1,053 936 5 628 2,622
14,573 15,724 1,770 9,181 41,248

Source: Alaska Dept, of Revenue, Revenue Sources Book, Fall 1992
AK rev 59-92  1/29/93
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'ALASKA POLICY FORUM : A pSidmesaage for Alaskans about oil and<the economy

Doyon Drilling, Inc. J.V.
Anchorage, Alaska
(907) 563-5530

Northrim Bank

Anchorage, Alaska

(907) 562-0062

Supporth intelligent develop-
mentofAlaska's resources

Flowllne Alaska
Fairbanks, Alaska
(907) 456-4911

Hoiaday-Parks, Inc.
Fairbanks, Alaska

(907) 452-7151

The source for custom sheet
metal fabrication

LCMF Limited

Anchorage, Alaska

(907) 562-1830

Engineers, project managers,
surveyors and architects.”
Spemahzmq in complete engi-
neered fuelsystems,

Unitech of Alaska
Anchorage, Alaska

(907) 349-5142

Providing materials to Alaska/
Pacific Northwest to help keep
our environment clean

Crowley Marin
Anchorage, Ala
907)563-1114 rf

0/Ro barge se to
assist, bunken'r 8? -
environmental | {
transportation i )
leum terminalin » %
tion é‘

Anchorage, Ala
(907) 276-5494
Providing Alas,
with quality Indt
equipmentfor4 £

|
Sahlberg Safet S%)

Bangladesh does 1L
Greenland does IL

Mongolir1a does IL

There’s probably lots of undiscovered oil in Alaska, enough to
keep the trans-Alaska pipeline operating for years after our known
North SIoFe fields run down.

But we’ll never produce it unlest we find it

And we’ll never find it if we don’t drill.

We need to stimulate more oil exploration, in all parts of Alaska.

To do this, we need anew tool added to our existing state oil and
gas leasingj igram. It’saconcept new to Alaska, but commonly
used for years overseas, and even by Alaska Native corporations on
private lands in Alaska. o

A proposal to create that tool, as asupplement to Alaska’s existing
leasing program, is now before the state legislature.

“Exploration licensing” has been used for years in at least 63
countries, including the U.S.

All over the world, variations of exploration licensing are used.
From Abu Dhabi and Dubai; to Angola, and Chad; Argentina to
Columbia, Ecuador and Costa Rica; China and India to Ireland,
Denmark and Greece, exploration licensing is used to stimulate new
oil exploration. Mongolia
and Greenland havejust "1 All over the world, variations
adoptedit. The U.S. gov- | of exploration licensing are
ernmentusesitoncertan | uysed. From Abu Dhabi and
federal lands. | Dubai; to Angola, and Chad;

I

I' Basically, explora_tlion '| Argentina to Columbia, Ecua-
ICENSINg gIves an Ol | dorand Costa Rica; China

company the right to
explore in large blocks of
land, which gives the
company’s geologists the flexibility totest new theories ofhow oil
IS deposited deep underground.

|t streamlines the process of exploration by making large areas of-*

1Q and India to Ireland.

1 land available sooner than under the state’s current leasing system,

t0
\fi Pago 10 *
«n
2
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A paid message for Alaskans aboutoiland the economy

and without changing environmental requirements.

It is also “market driven." The companies can tell the state
which lands they areinterested in exploring, The state doesn’t
have to guess what acreage the industry is interested in acquiring.

ARCO Alaska’s recent discoveries on the North Slope and in
Cook Inlet show what just one company can do when it tumnsits
exploration staff loose to test new geologic theories.

Those theories led directly to new oil finds in the Sunfish dis-
covery in the inlet and on the Colville River delta of the North

Slope.
We need alot of
companies like
ARCO exploring. Exploration licensing stream-
Senate Bill 130 lines the process of explora-
and House Bill tion by making large areas of
199, now in ag- land available sooner than

vanced stages of
consideration in the
legislature, would
provide the tool to
getmore compa-
nies exploring in
Alaska.

under the state’s current
leasing system, and without
changing environmental
requirements.

There’s nothing wrong with Alaska’s current leasing system.

It works fine in parts of the state with known oil discoveries and
production.

But it doesn’t do much to attract exploration dollars Into high-
risk, unknown parts of the state, where there is geologic potential
but no previous discoveries.

Exploration licensing is designed precisely for tne.se new,
unknown areas.

Our current system leases tractsin relatively small sizes, about
5,600 acres, and in competitive “bonus bid" sales. These are
auctions where the winner is the company, or group of companies,
that offers the largest cash “bonus" payment to the government, In
adriitic.a to paying rentals on the lease and royalties from any
production.

The problem with small lease tracts is that it takes time for
companies to consolidate land rights over several geologic tarPets
its geologists are interested in, which which are usually broadly
dispersed in anew, unexplored basin.

(Continued next page)

Page 11

Harding Lawson Associates
Anchorage, Alaska

(907) 563-8102 .
Providing en?meermg & environmental
services In Alaska forover20 years

STEELFAB

Anchorage, Alaska

(907) 276-4303

Alaska's Iar?est locally owned steel
service centerand fabricator

Frontier Transportation Company
Anohorage, Alaska

(907) 349-6474 .

Inter and Intrastate truckm? company.
Quahtyserwce and competitive rates

Commercial Testing & Engineering
Co., Alaska Division
Chemical & Geological Laboratory
Anchorage, Alaska

907) 562-2343 .

tate and federalaccredited full
service environmentallaboratory with
world-wide capabilities

Pool Arctic Alaska

Anchorage, Alaska

(907) 561-7447

Emplogmg over200 Alaskans on
North Slope and Cook Inlet drilling
projects

NANA/DYNATEC JV.
Anchorage, Alaska
égon 562-0709 .
conomic stratigraphic coreholes up
to three miles deep

Coffman Engineers

Anchorage, Alaska

(907) 276-6664 o
Quality multidiscipline en(];meermg _
since 1979; civil/structural, mechani-
cal, electricaland corrosion

Udelhoven Oilfield
System Services, Inc.
Anchorage, Alaska
(907) 344-1577
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Air Van North American
Anchorage, Alaska

(907) 272-0536
TALKABOUTSAVINGS' Our
Alaska Highway service prices
are the least when heading
EASTI

Arctic Controls, Inc,
Anchorage, Alaska
(907) 277-7555
Industrial controls
and instrumentation

Alaska Pump & Supply
Anchorage, Alaska

(907) 563-3424 _
An Alaskan company, serving
Alaska's industries

Golder Associates Inc.

Anchorage, Alaska

Egoz) 561-1152
nvironmental and
eotechnical engineering for

laska's petroleum, transporta-

tion and mining industries

Irish Trucking

Anchorage, Alaska: 344-0122
Fairbanks, Alaska: 456-3232
State-wide transportation,
quality service, oilfield equip-
ment & supplies, and heavy
hauling

Johnson Controls, Inc.,
Systems & Services Division
Anchorage, Alaska

(907) 243-3737 _
We forge lasting alliances with
ourcustomers through perfor-
mance thatexceeds their
expectations

M-I Drilling Fluids Co.
Anchorage, Alaska

907) 274-5564 ,

rilling fluids, completion
brines, solids control & filtration
vans, and engineering service

(Continuedfrom preceding page) That's because competitive
bidding can create complex lease ownership over geologic pros-
pects. If different companies wind up owning small-size leases
over a prospect with marginal potential, it may take years to
negotiate the complex agree-
ments needed to finance the
drilling of a well. That often
happens under Alaska’s
current leasing system.

Anotherproblem with
competitive bonus-bid sales,
in new and unexplored
regions, is that it puts money
into the government’s trea-
sury that could have gone for drilling wells. In the long term,
drilling wells and finding new oil will make much more money for
the public treasury.

Another problem with competi-
tive bonus-bid sales, in new
and unexplored regions, is
that it puts money into the
government's treasury that
could have gone for drilling.

A better approach in frontier areas is to give exploration
companies, either by themselves or in groups, the opportunity
to geta “hunting license” over a larger area,

That’s the idea behind the legislation new pending in Juneau.

Companies whose exploration staffs have new ideas can propose
an exploration program to the State of Alaska. The Commissioner
of Natural Resources would be free to invite competing proposals,
and then choose which group offers the bext exploration proposal.

A performance bond, or some other instrument, guarantees to
the state that the exploration
work promised will get done.
All existing environmental
laws will apply.

When the proposed work is
done, the explorers have the
option of converting their
discovery into a conventional
state oil and gas lease. That
gives them the incentive to investin exploration.

After a discovery, the statebas the option to bring its current
leasing system into play, leasing nearby unleascd acreage under
competitive bonus bids.

Exploration licensing can
speed up the discovery and
development of new oil
fields, generating new
revenues for the state.

Page 12



DCED/INTL TRACE

10/12/93  08:35 ©9075614577

A paid message ForAlaskans about oil and the economy

In the legislature, the problems in SB-150and HB-199 are
being worked out. It’sno surprise that there are differences of
opinion over a new idea like eX|oIorat|on licensing. There are
differences between the major oil companies operating in Alaska,

and concerns by

Independent oil com- .

panies and small In the legislature, the problems
Investors who fear in SB-150 and HB-199 are

being “locked out” of
exploration licensing.
Most differences
between oil companies ,
have been worked out, |
and other concerns are
being addressed by the legislature, The senate version of the bill,
SB-150, has already gone through substantial modifications.
Legislative committees will consider both hills again in 1994,
Among problems still being worked out is the bonding provision,
which Is intended to guarantee that exploration committments are
actually carried out The bond needs to be large enough to provide
a serious penalty to a company that abandons its commitment to
explore. But it also must be structured to allow smaller companies,
notjust large oil firms, toparticipate in exploration licensing.

being worked out. it’s no sur-
prise that there are differences
of opinion over a new idea like
exploration licensing.

Another problem is “relinquishment” of acreage, where a certain
amount of acreage in alicense is given up each year as an explora-
tion program proceeds. This is intended to guarantee a company
will aggressively explore, and notjust “warehouse” acreage.

But there are differing views. Some feel it will do the opposite,
and encourage warehousing (the feature may become an incentive
to accumulate more acreage than is really needed). Another prob-
lem: Periodic review of ongoing exploration by state officials. The
State of Alaska needs some, mechanism to oversee the progress of
exploration under licenses, but some in industry worry that this
could inject bureaucratic, or political, meddling. Exploration
licensing can speed up the discover¥ and development of new
oil fields, generatinP new revenues for the state and economic
opportunities for Alaskan businesses and workers. The whole
idea of licensing is to turn the explorers loose to find oil.

(Continuednextpage)
Page 13

Peak Oilfield Service Company
Anchorage, Alaska
(907)561-3200 o
Service contracto,rprowd[n? heavy
hauling, construction, mainte-
nance, equipmentrentals, and rig
support

VECO International, Inc.
Anchorage, Alaska
(907) 277-5309

HZA AGRA Alaska, Inc.
Anchorage, Alaska

907) 276-6480 .

0 you have a Geotechnical or
EnvwonmentalProblem? We have
30 Professionals to help you!

Jackovich Industrial & Con-
struction Supply

Fairbanks, Alaska: 456-4414
Anchorage, Alaska: 277-1406
One stop shop forindustrial
contractqrsupPIJes. Serving
Alaska's industries for 24 years

Polar Supply

Anchorage, Alaska

(907) 563-5000

Construction and maintenance
supplies

Montgomery-W atson
Anchorage, Alaska
(907) 561-5829

Nabors Alaska Drilling
Anchorage, Alaska

(907) 561-4440 o
Setting the pace in arctic drilling

Lounsbury & Associates, Inc.
Anohorage, Alaska

(907?, 272-5451 .

Quality, production-oriented
surveying and engineering
throughout the state ofAlaska
since 1949
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Hus message brought
to you by:

Alaska Detroit
Diesel Allison
Anchorage, Alaska

%3,C7R,522—3434 .
istributor for Alaska Detroit
Diesel/Perkins/Allison

Baker Oil Tools

Anchorage, Alaska

907) 561-1939 .
‘People and products Prowd-
ing solutions for completions,
workovers and fishing.

BESCO, Inc.

’(*fgoﬁseiaé‘dok

f1 supplier of mechanical
power transmission
coponents. Replacement
bearings, seals, couplings,
drives.

Fluor Daniel Alaska

Anchorage, Alaska

0 206266
elivering quality engineering

services in Alaska — oil &

gas, telecommunications,

environmental.

Guiberson — AVA
Anchorage, Alaska
907)279-4411

epresents Dresser Indus-
tries, Inc. worldwide in the
safety, completion, production
and workoverequipmentand
services market.

Halliburton Energy Services
Anchorage, Alaska
(907) 261-7700

Industrial Instrument
Service, Inc.

Kenai, Alaska

(907) 283-4230

Serving Alaska's oilindustry

since 1971.

@005

Around the world,
exploration licensing
Is the way things are done

(Continuedfromprecedingpage) Exploration licensing is really

the normal method for exploring for oil and gas. It is used by the
U.S.government on certain federal lands, and even in Alaska, by
Alaska Native corporations, on their own private lands.

Here are the countries around the world that allow exploration

licenses on large blocks ofland:

Abu Dhabi
Algeria
Angola
Argentina
Australia
Bahama:,
Bangladesh
Belize
Benin
Bolivia
Burma
Chad
Chile
China
Columbia
Costa Rica
Denmark
Dominican Republic
Dubai
Ecuador
Egypt
Fiji
French Guiana
Gambia
Greece
Greenland
Guatemala
Haiti
Honduras
Lidia
Ireland
Page 14

Israel

Italy

Ivory Coast
Jamaica
Jordan
Kenya
South Korea
M alaysia

M alta
Morocco
Netherland Antilles
Nicaragua
Niger
Nigeria
Panama
Paraguay
Portugal
Qatar

Ras Al-Khaimab
Somali
Sudan
Switzerland
Syria
Taiwan
Tunisia
Turkey
Umm al-Qaiwain
United States
Uruguay
Vietnam
Zaire

ViS
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This message brought

to you by:

North Star Inn

Prudhoe Bay, Alaska

(907) 659-3160,

FAX 659-2463

Finesthotel in Prudhoe Bay:
Vehicles, offices, & shops
available

Quality Fabrication
Anchorage, Alaska

(907) 344-4526 .
An Alaskan firm providing
industrial manufacturing
services for steel

CHZM HILL, Inc.
Anchorage, Alaska
ggon 278-2551

erving Alaska since 1969

with engineering and environ-

mentalscience services

Fairweather, Inc.
Fairweather Forecasting,
Inc.
Anchorage, Alaska
344-3533/FAX 349-4125
Expediting, weather advisories,
airport equipment, aircraft
navur;anon aids, medicaland
ce managementservices

Refrigeration & Food Equip*
ment, Inc.
Anchorage, Alaska
807).248-2525 .

ffering commercial food
equipmentsaies and senfice in
Alaska since 1965

Quest Environmental
Anchorage, Alaska

(907) 563-0050 _
Consultation and environmen-
tal audits forhazardous materi-
als, airpollutants & under-
ground storage tanks

Fart Two.-ExpToration Incentive Tax Credits

In addition to licensing, Alaska has another tool to encourage new
exploration, particularly by smaller companies. The program, DNR's
Exploradon Incentive Credit (EIC) system is already in existence. It
allows, on certain leases, explorers to apply for a credit against tax or

TOyalty paid to the state of . .

up 0 50% of drilling and What is proposed in SB 151 and

geophysical costs on new HB 200 Is an expansion of the

exploration. Exploration Incentive Credits
program that would broaden its

Modeled after Alberta’s _
successful tax credit sys- scope to include federal and
private lands.

tem. it has been law since
the lace 1970s, and was
implemented by DNR in the 1980s. It has been underutilized because its
scope is limited to just state lands and it can be administered only
through the present leasing system. Nonetheless, the system has helped
in at least two new discoveries on the North Slope.

What is proposed in Senate Bill 151 and House Bill 200 is an
expansion of the EIC program that would broaden its scope to include
federal and private lands, thus making it more usable by explorers,
including smaller Alaska-based companies, exploring for oil outside the
present state leasing system.

Another problem has been that the program allows credits only
where they have been pro- M .
vided for ahead of time in If a successful prospect is drilled
leases, before those leases | on federal or private land, it
werejssued. SB-151 and I could yield tax revenues, as well
h b <Al make it possible 9 as enhance the value of nearby
for companies to petition H state lands,
the commissioner of DNR
for tax credits after the lease is in place or, in the case of non-state
lands, where there is no state lease involved.

Including non-state lands makes sense because on both federal and
private lands the state still receives severance taxes. In fact, under
present law, 90% of oil and gas tax revenues from federal land go the
State, and just 10% are remitted to the federal government.

Unexplored basins often Include a combination state, private and
federal lands. Therefore, if H
a successful prospect is
drilled on private or federal
land, it could yield tax
revenues, as well as en-
hance the value of nearby
state lands.

SB-151 and HB-200 would
impose a $50 million "cap" on the EIC program. It would be in effect

for LJyears, after which the legislature would evaluate the program.

In fact, under present law, 90% of
oil and ?as tax revenues from
federal lands go to the state, and
Just 10% are remitted to the fed-
eral government.

Page 15
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Alaska Telecom, Inc.
Prudhoe Bay
Communicationr. Inc.
Anchorage: 344-1223
Prudhoe Bay: 659-3100
FrOV.IdIng te ecommunlcatlon
services to the oilindustry

Great Land Directional
Drilling, Inc.

Anchorage, Alaska

(907) 349-4511

Locallg owned contractor
with 18years ofservice in
Alaska

Peratrovich, Nottingham &
Drage, Inc.

Ancﬁorage, Alaska
(907)561-1011

Culfabco Inc.
Anchorage, Alaska
907)344-1144
orrugated steelpipe for
culverts, cellars, retaining
wall-SPP-geotextiles

Nordic Calista Services,
No. 1

Anchorage, Alaska

907& 561-7458 .
VOrKOver, completlon Ser-
vices, on the North Slope of
Alaska

Cook Inlet Region, Inc,
(CIRI)

Anchorage, Alaska
(907) 274-8638

CTI Alaska, Inc.
Anchorage, Alaska

(907) 562-4442
Fullservice Inspectlon/NDT
contractoremploym? all
manualand automate
testing techniques

Conclnsion

The bad news is, the decline of Prudhoe Bay production has begun, as
has the exodus of the petroleum industry from Alaska. This pattern reflects
anational trend. US oil companies are going outside the country with their
exploration and development capital, and domestic production is in
decline.

The good news is, our state lawmakers can do something about it.
Alaska is largely unexplored, and most of what has been explored was

done by using now out- \ .
dated concepts and tech- ]T We .hope for grandlose
projects to secure our

nology. Government and [
oil industry experts believe 1| economic future, instead

i
|

Alaskahas vastquantities 5§ of creating state policy that
I
I
|=

of oil thatis recoverable is conducive to long-term,
at today’s prices. Some oil

companies, including some oustained development of

|
|
with significant invest- | more modest resources,

ments in Alaska's petro- J | such as smaller oil fields.

leum infrastructure, are *

interested in stepping up exploration activity in Alaska. They are pushing
for an updated licensing program that will allow them to do just that
Others want an extension of the EIC program to provide further incentive
for exploration.

The enhancement of our oil and gas leasing program proposed in the
legislation should bo viewed as part of a long-term economic strategy to
create a stable economic base for Alaska. The problem of revenue short-
falls is attributed to declining oil production from the Prudhoe Bay field.
But the real source ofthe problem is Alaska’s historical reliance on
megapxojccts.

Our good fortune in the past has limited our vision of the future. We
want to believe in the discovery of a second Prudhoe Bay, in ANWR, in
gas and water pipelines. We hope for grandiose projects to secure our
economic future, instead of creating state policy that is conducive to long-
term, sustained development of mote modest resources, such as smaller
oil fields. The result Iras been a boom and bust economy.

At its peak, Prudhoe Bay was responsible for 25% of all the oil
produced in the US. It accounts for 80% of Alaska’s oil production. Fields
of this size are rare, and it’s the only one discovered to date in the Western
Hemisphere.

It would be less risky to have several smaller fields in production at
any one time, with new ones coming on-line as production from existing
fields declines. As mentioned earlier, exploration for new discoveries has
declined in recent years. Alaska hasjust one, possibly two, new fields
scheduled to come on-line under current economic conditions.

Increased exploration will probably notyield another Prudhoe Bay and
hence singlehandedly recharge Alaska's economy or solve the state's fiscal
shortfalls, but it can make a very important economic contribution for
years to come.

Page 16
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by Qiff Burglin
Special To The Star

The legislature convenesJanuary 10. Balancing the budget
with less oil income will be high on the legislative agenda-

Isn’titamazing thatthe Governor and the majority ofthe
legislators only consider raising taxes or adding taxes as the
only means to make sate ends meet.

Despite billions ofacrcs o ffederal and state land that could

and should produce billions of dollar worth of oil, gas and !

minerals that would make Alaska the wealthiest pice ofreal
esate on the face of the earth, all the Governor and the
legislators and our two, satewide “Daily News” papers can
think of or talk about is raising and imposing taxes on
Alaska’s minimum wage workers and the middle class small
businesses and their employees.

The Governor and the legislators don’t even discuss put-
ting more land into private hands or leasing oil and gas basins
that would bring in tens of millions of dollars per year in
rentals and production. Plus jobs. Jobs by the thousands.

The only effort to bring more land into exploration is
HB199, the so called “licensing bill” thatwould cost Alaska
even more money by paying the major oil companies from
the sate coffers to take all ofAlaska’s last, best onshore and
offhoresate oil basins. This licensing billwould legalize the
corruption ofthe multinational oil companies and the sate
government.

This bill (HB199) allows companies at no cost, except for
attorney's fees, too take millions ofacres ofthc bestsateland
and tie it up for decades.

Basically, these contractswould be'negodated by one man,
the head o fthe Division ofOil and Gas. "Who also turns out
to be an ex Arco employee. Arco, as | have pointed out, has
written HB 199. Governor Hickel is using all ofhis formi-
dable powers to push it through the legislature into law. If
this bill becomes law, Alaskans might just as well deed the
sure over to the multinational oil cartel. '

It will mean fewer jobs, higher costs, lower pay, and will
close offall ofthe licensed land to any other activity. Just as
the North Slope oil fields and the pipeline corridor already

arc. .

No one but multinational personnel will be able to hunt,
fish, snowmachine, backpack, or sightsee on any of these
contract licensing areas: The oil company security, backed
by the sate police, will take care oftrespassers. Every Alaska
citizen would become a trespasser. Is this the future that we
have promised our children and their children? A Police
Sate run by the multinational oil companies and their
professional econ-hypocritc, multinational, Alaskan accom-
plices.

In case you missed one ofmy columps, the private environ-
mentalists have a yearly budget of QL billion $180 million
dollars and answer to no one. Contrary to popular belief,
their main purpose is to protect the multinational corpora-
tions form competition. Eco hypocrites get most of their
money from multinational corporations and their affiliate
foundation and families.

Alaskan should noc become too concerned aboutArco’s 15
thousand gallon oil spill. Oil is a natural product and there
are oil seeps throughout thesate ofAlaskathatnaturally spill
this much oil every month.

Two large seeps are in the Barrow and Umiat area.There
are thousands more throughoutthe sate. Maybe the Gover-
norand the legislatureshould passalaw againsttheir favorite
girl friend (Mother nature). . .

By this time, Alaskans should know that no laws ran keep
or preventa multinational oil company from having careless
accidents.

Alaskans, we don’tneed higher taxes, ormore taxes or fees.
We need a Governor and legislators who will not sell us out
to the major oil companies, the non-Alaskans eco hypocrites,
and the overpaid., too numerous, sate bureaucrats.

Feel free to send acopy ofany of my articles to Governor
Hickel oryour legislators.

—up. e % .
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A citizen's position on HB199/SB 150

Gregory J. Garrols
1176 Broadview Drive
Fairbanks, Alaska 99712-1549
February 20,1994

As a citizen Ifind myself c1uite concerned about the exploration licensing provisions contained
in House Bill 199 and Senate Biil 150. [twould appear that the declared purpose of the hills is to
prorlde away to prove out the levels of resources in areas of the state that have not been fully
explored as to resource content lhave some concerns as to the true reason for these provisions. In
many of the places where ithas been used, exploration licensing has not been terriblr successful in
bringing product to market. Itwould appear that the ﬁ)rovisions of these bills would allow a Iar?e
company to prevent productive use of large tracts of land for long periods of time at r_eIatlveI¥ Ittle
expense. A company will not often enter into an expensive out and out lease unless it has plans to
actually do something with the area in question.

An Inflated Ambition

The president cf a great corporation went into a dry-goods shop an
saw* a placard which read:
"IfYou Don’t See What You Want Ask For If _
~ Approaching the shopkeeper, who had been narrowly observing
him as he read the placard, he was about to speak, when the shopkeeper
called to a salesman:
"John, show this gentleman the earth."

- Ambrose Bierce in Fractured Fables

The determination of the level of the work requirements is very vaque. It appears quite easy
forvery Iarﬂe companies to insure that no local or small operators are able to participate. They can
simply up the ante beyond what the smaller competition can bear. Having done so, they don't have
to accomplish anything toward the goal of proving out resources for 4 years, and then must only do
half of what they originally proi)osed in order to keep the land tied up forthe duration of the license
plus any extensions that the all powerful comissioner may decide to grant them. What about
disputes over the amount ofwork commitment that has been completed? Itwould seem likely that a
VOriIarge corporation with tremendous legal assets at hand would have only to dispute the level of
work that has been done or not done, and then tie lhe whole matter up in court while the land
remains unproductive, and of course is not competing with that company's assets that are In
production elsewhere. The 20,000 acre low limit on size also serves to prevent small operators from
participating. Itis no secret thatthe major oil companies have moved many of their operations
overseas. While they may or may ncrt be terribly interested in expanding their operations in Alaska
at this juncture, they would most certainly be interested in preventing anyone else from competing
with them. ftwould be pure naivety to disregard this possibility. Indeed, | see this as the main
reason for the major oil companies’ support of these bills. Let us be cautious that we are not like the
shopkeeper, saying, "Mr. Noah, shew these gentlemen Alaska"

What about conflicts with the Mental Health Trust? Generating a conflict and causing a
protracted litigation would also be a marvelously effective way for a large outfit to lock up a great
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February 25, 194
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To Resource Committee
Alaska Delegation

nare iIs Clifford Burglir. |1 represent at least 500 people In
Fairbanks area. & ®

IamopposedtoHBlQQinanyfonnformefolldNingreasorS

Ameradal—l%s Amoco alias Standard of Indiana); ; BP; Chevron
alias Standard of California and also a part of the
1-Aramco consortlum that markets eight to ten million barrels
per day of Saudi 0|I) Conoo; Bxxon (alias Standard Oll orf New
Jersey and also of Saudi-Aramco consortium);
also knomn as OlIConpanycrfNewYo andalso_aartdf
di-Aramco  consortium); rphy O1l; Petrofing; i
Petroleun; Texaco I(Ialso a parmer h the Aranco_consortium); Unlon—
Texas and Unocal a have under lease three to four million
SllcresI :)r;dﬂwe State of Alaska that they have not fully explored or
evelo

You legislators can find this information on any status which
should™ be readily available from the Department of Natural

Resources.

I also keep track, on a daily basis, of oil |ndustr|y activity
mrouqha the world. For instance, how many eglslators
t BP, Alaska’s largest producer ha3 recentl discovered

five hundred m|II|on to a billion barrels of oil In North Sea
with Shell Oi1l as the.ir partrer?

BP also has discovered in excess of one billion barrels of oil iIn
Colurbia, which 1s much closer to their Gulf of Mexico refineries
than is Alaskan oil.

oorﬁmjaénlesareﬂ‘leormmhoarepressurlngyouto hb 19
o) t can Increase development and exploration iIn
Alaska but only to keep competition out. The p of
this bill claim- that it will increase revenue to _the state of
Alaska, provide jobs and help flnd more oil. The main reason the
above companies promote this legislation is to make sure that no
other companies or individuals will have access to state lad.

It Is true that_they have these exploration licensing agreements
in other countries. ™ It is also true_that the citizens of_ these
other countries standard of living i1s among the lonest In the
world. The rulers are rich ad their people are poor.

IT this Alaska legislature passes this bill iIn any form, _the oil
companies will have no need for any of you or ws.~ You will have
given them absolute and complete control of the states land ad
the

resources, both surface and subsurface.

It pass the bill or_ anythi like It, will find
ca11d/aour1ies that have been flnamlnggyau canpalﬁus will not 4e =0
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%ne in handing out their mon?/ for your re-election. You will
represerrl:atlves of a state that no_ longer controls 1ts on la- =
Alaska will be like d corporation thet, no longer

hasanylandardresourceassefts

Another. point that 1 would like to make is that the people who will
be adninistering the Ilcensmg ram are in the Department of
Natural Resources, a t has &roven itself _to be
unstaDIe eunreliable and _An emiyle of this
instability is that during 111e ickel “administration there have

been three  conmissioners in three years.

Another point to make iIs that the reason production in Alaska is
declining is not for lack of dlscoverl% Alaska could produce

another twQ_ million barrels ch¥ It 1s because- of the
worldwide oil glut and the competitive price of Alaskan cil due
to the high overhead of me producing companies and lack of
competition. BP"s owverseas dlscoverles only add to Alaska™s non
corpetitiveness, these are other good reasons not to let "these
conpanies have more of Alaska®s lad.

It will take great courage for you legislators to stand up to the
multinational ~oil 1es on behalT of the people who elected,
YOou. fyoudontkl 1 this bill and any other bill-like 1t, you
will have destroyed the productive econoiy of Alaska for all time.

A c%g of this newsletter £3 being fazed to all of the news media
in

state of Alaska.
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WALTER J. HICKEL. GOVERNOR

DEPT. OF 2VATURAE RESOURCES %ﬂ%@gﬂm«
DIVISION OF OIL AND GAS (%7)762‘2548
March 10 194

The Honorable Ron Larson
Co-Chairman, House Finance Committee
Alaska State Legislature

State Capitol, Room 502

Juneau, Alaska 99801-1182

Dear Representative Larson:

First, | am sorry | was unable to participate in the Finance Committee hearing this morning
regarding HB-199. The telephone is a marvelous means of communicating—when it works.
In any case, | hope to be “tuned-in" at tomorrow's hearing.

Through Jerry Gallagher, DNR's legislative liaison, | understand there were several issues
raised for which committee members requested additional information. Following are the
questions (as | understand them) and my responses:

Question 1 Does the Bristol Bay “exclusion” apply to the licensing program?

Answer: Absolutely. Areas off-limits to leasing are also off-limits to licensing since the
ultimate "product” of licensing is a lease.

Question 2 What is the public notice process at the license-to-lease transition?

Answer: There is none because ALL the public processes (Best Interest Finding, ACMP
review, public notice and hearings etc.) arc done PRIOR to issuing the license. The lease
will be attached to the license so the terms and conditions of the lease—including any
mitigating measures—will be known to the potential licensee prior to accepting the license.
All the requirements for permits, Plans of Exploration etc., remain intact.

Question 3: What is the purpose of Section 5? (This question may have been more specific,
but I'll try to explain what | think is the question)

Answer: Section 5 is the recognition that Exploration Licensing is “different” than our
current method of competitive leasing. For example, there is no “cash bonus™ in
exploration licensing so methods of leasing that use bonus bidding do not apply. The
minimum royalty provisions DO remain as part of licensing with a royalty rate ... in
amount or value of not Jess than 125 per cent of production.” [38.05.134 (3): (Page 8§, line
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26-27)]. The Commissioner thus has the ability to set the royalty rate at any value above
12.5%—the same as in our conventional leasing program.

Question 4: How many licenses can be issued or held?

Answer: There is no limit to the number of licenses that may be issued, nor is there an
limit to the number of licenses any company may hold. The acreage limitations of A
38.05.140(c) or 38.05.180(m) do not apply to licenses, however, the limits of 38.05.140(c) DO
apply to leases subsequently converted from the license area.

We see no need to limit the number of licenses because Exploration Licensing, unlike our
current lease program, REQUIRES work to be done. Under our current system any
number of leases may be held (up to the acreage cap) but no work HAS to be done. At the
end of the term of the lease, if no wells certified capable of production exist on the lease,
then the lease reverts to the state. Exploration Licensing REQUIRES that a minimum of
25 of the total work commitment must be accomplished in the first four years or the bond
in-place is forfeited and the license is lost. The more licenses issued, the more exploration
work that will get done. The more exploration work that is done, the greater the likelihood

of a discovery.
Remember that the majority of State income is derived from royalties and taxes, not
bonuses and rent. To get more royalties and taxes we must have new discoveries.

Exploration Licensing provides the means to get more exploration dollars “into the ground"
and this increases the chances for new discoveries to be made.

1hope this answers the questions. | will be pleased to respond to any further questions the
committee members may have.

Sincerely,

Deputy Director
cc. House Finance Committee members



Position Paper
Department of Natural Resources
Exploration Licensing Legislation

HB 199 & SB 150

Tne Exploration Licensing Bill allows the State to offer large tracts of land (up to 500,000
acres) to potendal Licensees, with the option of later convening pan (or all) of the license to
lease, contingent upon the successful completion of the required work commitments.
Exclusive licenses will be granted to the company submining the most comprehensive work
plan as expressed in dollars of work commitment.

A bond covering the proposed work commitment: expense is required, and will be forfeited for
that portion of the work that is noc completed. The same Best Interest Finding procedures thac
are currently used for competidve leasing under the state's Five Year leasing program, and the
public process that is pan of the Finding, remains in-place for exploration licensing. At the
end of the license period a lease covering some (or all) of the license area may be awarded.

Tne Department of Natural Resources will administer this program as it administers
competitive lease sales under the existing Five Year Oil and Gas leasing program. Tne
Departments of Fish and Game, Environmental Conservation and Law, as well as other
interested local, state and federal agencies, will be involved in the Best Interest Finding. In
addition, there will be ample opportunity for public review and comment on the award of
proposed licenses, as well as on the terms and conditions of those licenses and any resulting

leases.

Governor Hrckel’s proposal in HB 199 and SB 150 expands the exploration options available
in, but does not replace, competit ,ve leasing under the existing Five Year progiram. Its main
purpose is to get companies working in areas of the State that have drawn little (or no)
attention under the current leasing program. Similar license/lease programs are offered by

most couj tries worldwide.

The Governor’s goal is to get more money “into the ground." The State makes the majority of
its income from royalties and severance taxes on oil and gas production, not bonuses and
lease rentals. In order to obtain new royalties and severance taxes, we must have new oil
being explored for and produced. The only way to find new reserves that may eventually be
produced is to have companies actually drilling wells. This bill is intended to expedite the
exploration process, which, hopefully, will lead to new commercial discoveries of oil and gas.

Oil and gas exploration always means money and jobs. Likewise, increasing the opportunity
to explore and develop new areas can only mean more money and more jobs. Exploring the
remaining "underexplored” basins in the state will certainly provide jobs during the
exploration phase— jobs for all sorts of people— from geologists to camp cooks. If discoveries
are made, more jobs wiil be created and new revenues will accrue from taxes and royalties.
These jobs will be created in geographically diverse areas of the state, contributing to the
expansion and diversification of the state’s economy.





