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WALTER J. HICKEL, GOVERNOR

PLEASEREPLY TO:

0 -
DEPARTMENT OF LAW é@ﬁ@ ‘
OFFICE OF THEATTORNEY GENERAL i

March 25, 1994

The Honorable Steve Frank
Co-Chair, Senate Finance
Room 518

State Capitol

Juneau, AK 99801-1182

Re: FY 94 0il and Gas
litigation supplemental
HB 454

Dear Senator Frank:

The Department of Law urgently requests Finance
Committee approval of a supplemental appropriation for oil and
gas litigation in FY 94 in the amount of $18,450,000. The appro—
priation is contained in HB 454 new pending in your committee.

The department 1is now 1in the trial preparation stage
for four major cases. Two of these cases involve royalty matters
set for trial in the spring of 1995. The remaining cases are tax
matters set for formal administrative proceedings. All of these
cases are complex, involving substantial amounts of time and
expense to prepare. The legislature partially funded the FY 1994
oil and gas special litigation budget request unit by appropriat—
ing $10,358 million (1. 11-12, sec. 25, ch. 65, SLA 1993) of the
estimated $25 million needed to finance a full year of litigation
activities. Because of the expense of document collection,
production and organization, the need to take numerous deposi—
tions, and the employment and preparation of experts for all of
these cases, the original appropriation has been fully expended.

Consequently, it is 1imperative that a special supple—
mental appropriation bill be considered by the Senate Finance
Committee at the earliest possible time. There 1is precedent for
expedited consideration of an oil and gas litigation-related
supplemental appropriation (see, e.g. . ch. =z, bJLA 1983; ch. 1,
SLA 1981). Without early enactment of a supplemental appropria—
tion, we will be forced to shut down our litigation effort at the
most crucial pretrial period. Our efforts 1in the royalty cases
are being driven by scheduling orders 1imposed by the Superior
Court. OQur efforts in the tax cases are being driven by the
policy of the administration to resolve long standing tax
disputes that may add significantly to state revenues.

URTHOUSE
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The supplemental will complete funding in FY 94 for the
following major activities:

1. Royalty Cases.
In re ANS Royalty litigation (formerly known as State
v. Amerada Hess). This case 1is scheduled for trial beginning 1in
Spring 1995. The case involves the validity and method of calcu—

lation of <charges assessed by North Slope producers for the
state"s royalty oil produced in the form of natural gas liquids.

We are incurring significant expense to process over 2,500,000
documents produced by our opponents during discovery. We are
also conducting oral depositions of oersons who may provide
relevant evidence concerning the state or the producer®s case.

Experts were hired to prepare reports to support the cases of the
respective parties. These reports were exchanged with our
opponents and we muse now depose these experts. In order to be
ready for trial, it is crucial to continue funding these activi—
ties.

MAFCO. The department is also deeply committed to
prosecuting the state®"s claims against MAPCO for a retroactive
price adjustment under certain royalty oil contracts. This case
is also scheduled for a Spring 1995 trial. The recovery of over
$100 million is at stake 1in this case. All other royalty oil
purchasers have either admitted liability or settled for substan-—
tially all of the state®s clainms. MAPCO 1is alone in its denial

of liability and is defending this case in a manner which appears
to be calculated to cost the state the maximum amount to obtain a
judgment. Again, the continuation of funding 1is crucial to keep
up the pace set by MAPCO and the Superior Court.

2. 0Oil and gas tax cases.

Tax proceedings conducted before the Department of
Revenue are confidential. Accordingly, the department is unable
to disclose the specific taxpayers, issues, or amounts at 1issue.
It is expected that the <cases currently being developed will
require the processing of millions of documents and the
employment of several experts. Development of these cases is
contingent upon additional funding since existing appropriations
are fully committed.

3. TAPS cases.

TAPS Corrosion Case. The TAPS corrosion case between
the state and the TAPS owners 1is stayed to permit the parties to
undertake a cooperative corrosion control program. The parties

hope that the program will provide a basis for settlement of the
dispute. The department is expending substantial amounts through
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outside counsel to support the ~cooperative program. It 1is
possible that the program will either continue and the case will
settle, or .the parties may abandon the cooperative program and

return to litigation. IT the program continues, the state will
incur substantial sums to provide expert support for the program.
IT the case returns to litigation, the costs of preparing for
hearing before the Federal Energy Regulatory Commission could be
substantial. Presently, we expect that the cooperative progrrm
will be extended by FERC. However, we must be prepared for the

other eventuality.

TATS audit. The department gave the TAPS owners
notice of the state®"s right to audit for tariff review purposes.
An audit was Jlast done through 1986. The audit may provide a
basis for questioning substantial -expenses recovered by the
owners through the TAPS tariff. It is expected that the legisla—
ture and pubic will be critical of the time lag since the last
audit. It is imperative that the administration anticipate this
criticism by moving forward now with the audit. The shortfall in
available appropriations will delay the audit. The main audit
firm has expressed a reluctance to begin 1in earnest without
assurance of funding. Additionally, Alyeska appears prepared to
litigate our right of access to their documents. The litigation
will add an unanticipated expense to our audit effort.

In closing, please let me stress the 1importance of

enacting an early supplemental. A temporary cessation of trial
preparation would be required in the absence of an early supple—
mental. This will have a devastating effect on the state®'s oil
and gas litigation. OQur trial teams would, for the most part, be
disbanded. Reconstruction of the teams later would be difficult
and, in the long term, more expensive for the state than continu—
ing our <current level of activity. The emergency measures

described here would send a signal of weakness to the producers.
A shutdown now would make it far more difficult (if not 1impos—
sible) to arrive at settlements that are acceptable to the state.

Sincerely,

BRUCE M. BOTELHO
ATTORNEY GENERAL

James L. Baldwin
Assistant Attorney General

JLB:tg
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Co-Chair, Senate Finance

cc: Bruce M. Botelho
Attorney General
Dick Pegues, Director ~
Administrative Services Division



MEMORANDUM State of Alaska

Department of Law

TO: Charles E. Cole date: November 10, 1993
Attorney General

FILEND.;
TEL NO.: m165- 3672

0il and Gas Litigation
Funding History

PROM: Richard 1. Pegues,l/Director
Administrative Services Division

The following is a listing of appropriations made to the
Department of Law for oil and gas litigation. The appropriations
began in FY 77 and continue to the current fiscal year, FY 94. The
appropriations were both lapsing andnon-lapsing and, thus, most
were fully expended. However,perhaps as much as $300,000lapsed
from the 12-month appropriations.

Department of Law

** CH 89/SLA 77 $ 465.0
CH 113/SLA 78/Pg. 55/Ln. 7 2,000.0
CH 7/SLA 78 958.3
CH 80/SLA 79/Pg. 46/7,n. 22 1,500.0
CH 120/SLA 80/Pg. 62/Ln. 16 2,000.0
CH 50/SLA 80/Sec. 257 1, 920.0

JO

8 CH 1/SLA 81/Secs. 1-2 10,615.0

g CH 1/SLA 81/Sec. 5 734.0

g CH 101/SLA 82/Sec. 40 815.2
CH 101/SLA 82/Sec. 42 4,433 .4

s3 CH 101/SLA 82/Sec. 43 211.7

cn CH 101/SLA 82/Sec. 44 436.0

00

o CH 107/SLA 83/Sec. 11 11,222.7
CH 2/SLA 83/Secs. 2-3 5,425.2
CH 122/SLA 84/Sec. 11 9,149.6
CH 98/SLA 85/Sec. 12 9,149.6
CH 129/SLA 86/Sec. 12 8,900.0

CH 130/SLA 86/Sec. 4 488.0
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Department of Lav fCont"d.)

CH 95/SLA 87/Sec. 20 9,,483 ,8
CH 9/SLA 87 (1,-912 «1)
CH 154/SLA 83/Sec. 17 14, ,474,.0
CH 173/SLA 88/Sec. 4 400 ,0
CH 173/SLA 88/Sec. 5 ,539,.0
CH 116/SLA 89/Sec. 25 14,,000, .0
CH 17/SLA 90/Sec. KP) 7*7..6
CH 17/SLA 90/Sec. j(q) 8,,274,.3
CH 209/SLA 90/Sec. 30(a) 10,,500..0
CH 207/SLA 90/Sec. 30(b) 3,.500..0
CH 1/SLA 91/Sec. 14 12,,000.,0
CH 73/SLA 91/Sec. 40 11,,000..0
CH 8/SLA 92/Sec. 2 15,,500.,0
CK 136/SLA 92/Sec. 44 10,,358 .4
CH 41/SLA 93/Sec. 77 8,.800.,0
3,500.0 of this appropriation is from the Permanent Fund

Reserve Account to Law; the remaining 10,500.0 1is fronm
. - the general fund.

This 3,500.0 appropriation is from the Permanent Fund
Reserve Account to the Permanent Fund Board. The Board
in turn provided, these funds to Law for royalty and title
litigation purposes.

2,000.0 of this appropriation is from the Permanent Fund
Earnings Reserve Account; the remaining 10,000.0 is from
the general fund.

1,750.0 of this appropriation is from the Permanent Fund
Earnings Reserve Account to Law; the remaining 9,250.0 is
from the general fund.

2,500.0 of this appropriation is from the Permanent Fund
Earnings Reserve Account to Law; the remaining 13,000.0
is from the general fund.

2.750.0 of this appropriation is from the Permanent Fund
Earnings Reserve Account to Law; the remaining 7,608.4 1is
from the general fund.

2.200.0 of this amount is from Permanent Fund Corporation
receipts. The remaining 6,600.0 1is from the general
fund.



CH 65/SLA 93/Sec. 25 10.358 .4

TOTAL $199,447.1

cc: Bruce M. 3otelho
Deputy Attorney General

2,750.0 of this amount is from Permanent Fund Corporation
receipts. The remaining 7,608.4 is from the general
fund.



DEPARTMENT OF LAW
OFFICE OF THEATTORNEY GENERAL

March 25, 1994

The Honorable Steve Frank
Co-Chair, Senate Finance

Re:™

518

State Capitol
Juneau, AK 99801-1182

Dear Senator Frank:

the state as a result of
BRU:

Year

WALTER J. HICKEL. GOVERNOR
PLEASEREPLY TO-

Oil and Gas Settlements

The following are estimates of savings or payments to

Sett]cment Payment

Signed

Descripti m

Gas royalty settlements

1982

1984

1985

1985

1986

1988

0”SLH

Union Cook Inlet royalty
settlement

Phillips LNG royalty
settlement

Marathon LNG royalty
settlement

Union and Marathon royalty
settlement

ARCn, chevron & Shell Cook
Inlet gas royalty settlement
Union royalty settlement

Sub-total

litigation efforts under the oil and gas

Immediate Future
Payment Benefit
(nearest thou.) (nearest thou.)

$ 848,000
36,300,000
4.300.000
4.200.000
1.568.000
3C0,000

47,53.6,000
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Oil royalty settlements

North Slope royalty casel

1989 Amerada Hess 318,624

1990 ARCO Alaska 287.000.000

1990 Freeport-McMoRan 331,000

1991 Marathon 424,039

1991 British Petroleunm 185.000.000

1991 Phillips 12,944,960

1991 LL&E 251,848

1992 Mobil 10,000,000

1992 Texaco-Getty 3.200.000

1992 Chevron 4,888,130

1992 Exxon 128.000.000

1992 Shell 203,854

1992 Petro Star 2.100.000
1993 Tesoro 10.273.000 115,500,000

1993 Chevron 87.700.000
Subtotal 732,635,455 115,500,000

Tax settlements?

Taxpayer A $243, 000, 000

Taxpayer B 172, 200, 000

Taxpayer C 28, 100, 000

Taxpayer D 5, 525, 000

Taxpayer E 2,257, 000

Taxpayer F 32, 800, o000

Taxpayer G 27075, 000

Taxpayer H 19, 000, 000

Taxpayer | 165, 000, 000

Taxpayer J 3, 000, 000

Taxpayer K 851, 000

Taxpayer L 13, 573 ,000

Taxpayer M 630, 000, 000

Taxpayer N 50, 273, 000

Taxpayer O 3, 500, 000

This amount only includes settlements for the past. It does not
include estimate of future revenues to the state that will occur -
without Llitigation - under a future formula agreed to by each of the
parties who have settled.

These cases do no: include the state®"s victory 1iIn Atlantic

Richfield Co. v. State, 705 P.2d 418 (Alaska 1985), in which the
state"s separate accounting methodology was upheld, thus voiding oil
company claims of $2 billion in tax refunds.
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Taxpayer P 69.824.000
Taxpayer Q 42.200.000
Taxpayer R 650,000
Taxpayer S 4.002.000
Taxpayer T 6.858.000
Taxpayer U 9.600.000
Taxpayer V 63.870.000

Subtotal 1,568,158,000

Federal government revenue sharing

1986 Congressional settlement 51,000,000 135,000,000
1987 Congressional authorization 323.000,000

state to receive its minimum
"8(g)" share of Dinkum Sands
escrow account

Subtotal 374,000,000 135,000,000

Federal Energy Regulatory Commission Proceedings (through 1992)

1984 Kuparuk 1 settlement 6,000,000
1985 TAPS settlement3 250,460,000 2,649,650,000
1990 Milne Point settlement 2,500,000
1991 Kuparuk Il settlement 82 ,600,000
1993 Endicott Pipeline 10.200,000 3,800.000
Subtotal 260,660,000 2,744 ,550,000
TOTAL $2,982,969,455 $2,995,050,000
GRAND TOTAL <".5,978. 019,455
Please note that frequently the full benefit of the
settlement 1is not reflected 1in the retroactive amount. Typi —
cally, the dispute was resolved prospectively as well. The 1985

3

settlement with Union and Marathon 1is an example of a case where
the prospective benefit was probably greater than the retroactive
benefit. In the 8(g) ~case, winning 27 percent of federal
revenues in the 8(g) zone in 1986 opened the way to receiving

In addition, the state received approximately $33.28 million

costs and attorney®"s fees paid into the general fund.

in
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$323 million 1in 1987, and to 27 percent of future revenues as
well.

This summary does not include savings in which attempts
to interfere with state"s revenue opportunities have been

thwarted. For example, we successfully defended against vigorous
efforts by ARCO and Exxon to have the U.S. District Court 1in
Kansas enjoin tax claims potentially worth over $100 million. We

have, of course, also defended the state®s oil and gas leasing
program against various attacks.

IT you have any questions, please do not hesitate to
contact me.

Sincerely,

BRUCE M. BOTELHO
ATTORNEY GENERAL

By:
J"mes L. Baldwin
Assistant Attorney General

JLB:tg
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SAN FRANCISCO ATTORNEYS AT LAW NEW YORK
LOS ANGELES DENVER
SACRAMENTO 2000 PENNSYLVANIA AVENUE. N.W. LONDON
ORANCE COUNTY WASHINGTON, D.C. 20006-1888 BRUSSELS
PALO ALTO TELEPHONE (202) 887-1500 HONG KONG
WALNUT CREEK TELEFACSIMILE (202) 887-0763 TOKYO
SEATTLE TELEX 90-1030 MRSN FOERS WSH

DIRECT DIAL NUMBER

March 11, 1994 (202) 887-8727

VIA PPS OVERNIGHT

James L. Baldwin »tCElVED

Assistant Attorney General r<oa tmanf of Law
State of Alaska

Department of Law, Civil Division m VL
T|BIWLLL1213)4516
State Capitol - Pouch K

Juneau, Alaska 99811

Dear Jim:

The "return on investment”™ of 13 to 1 cited in the
newspaper story on oil and gas litigation expenses seemed
low to us. The substantial settlement benefits from lower
tariff rates seem to have been omitted. In any event, we
thought you might be able to use an update of the revenue
effect of the settlements for TAPS and all three feeder
pipelines. Summary tables and more detailed backup
schedules are enclosed.

I asked Horst, Frisch to separate out the refund
revenues for the Kuparuk and Endicott settlements. (See
Table 3.) When these refunds are added to those from the
TAPS settlement (Table 1), the total 1in direct revenue
resulting from refunds is approximately $315 million. In
addition, Ilower tariff rates have thus far increased royalty
and severance taxes by approximately $3.5 billion, measured
against the filed rates prior to the settlements.

Please call if you have any questions or would like
additional analyses. These numbers can be updated quickly
at any tinme.

Best regards,

Ellen E. Deasor.
Enclosures

Q17925 [8083/351



TABLE 1
TAPS SETTLEMENT AGREEMENT
ADDITIONAL REVENUES COLLECTED BY THE STATE OF ALASKA UNDER
THE TAPS SETTLEMENT AGREEMENT THROUGH 1994 ($ MILLIONS)

Resulting
From Lower
Resulting Tariffs
From Refunds (1985-1994) Total

Additional Royalties $108.41 $1,826.83 $1,935.24

Additional Proauction Taxes 108.77 1,651.07 1,759.84
Reimbursement of Litigation

Expenses 33.28 OQu 33.28

TOTAL $250.46 $3,477.89 $3,728.35

Horst, Frisch, Clowery & Finan
March 7, 1994



TABLE 2

Horst, Frisch, Clowery Af'inan

TAPS SETTLEMENT AGREEMENT iU-Mar-94

BENEFIT FROM REDUCED TAPS TARIFFS (12/12/85-12/31/93)

(revenue amounts In millions)
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TABLE 2

TAPS SETTLEMENT AGREEMENT

BENEFIT FROM REDUCED TAPS TARIFFS (12/12/85-12/31/93)

(revenue amounts In millions)
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TABLE 2

TAPS SETTLEMENT AGREEMENT
BENEFIT FROM REDUCED TAPS TARIFFS (12/12/85-12/31/9%3)
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TABLE 3
ADDITIONAL REVENUES COLLECTED BY THE STATE OF ALASKA UNDER THE
KUPARUK, MILNE POINT, AND ENDICOTT SETTLEMENT AGREEMENTS
THROUGH 1994

Resulting
Resulting From Lower
Fnm Refunds Tariffs Total
Kuparuk Settlement S52.712.242 333,378,823 386,091,065
Milne Point Settlement 0 4,900,190 4,900,190
Endicott Settlement 11.533.280 4,356,173 15.889,453
TOTAL 364.245,523 542,635,186 3106,880,708

Horst. Fnsch, Clowery & Fman
10-Mar-94
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TABLE 5 Horst. Frisch. Clowery & Finan

STATE REVENUE IMPACT OF ENDICOTT SETTLEMENT AGREEMENT 03/09/9%4
State
Revenue
Tariff Impact
Year Rate ($/bbl) As of 3/4/94
1987 $0,623 $297,412
1986 0.617 1.312,403
1939 0.636 892,644
1990 0.537 1,868,811
1991 0.453 2,755,714
1992 0 407 2,756,962
1993 0.410 2.827,430
1994 0.340 3,178,077
Dial (1987-1994) $15,889.453
Notes:

[1] Impact of Settlement measured relative to tariff rates of $0 71/bbl.
[2] Combined State royally and production tax rates for 1993 and 1994 provided by
the Alaska Department of Revenue on 3/4/94.
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March 1/ 1994

VIA FAX 586-1987

Gregg Erickson

Alaska Budget Report Ecitcr
319 Seward Street, Suite 6
Juneau, AK 99801

Dear Gregg:

While 1 arc always glad to hear [.I[CN old cc..leagues, your
call to me yesterday afternoon caught rresomewhat by surprise. If
my response to your inquiries concerning my litigation management
responsibilities on behalf cf the State with respect to the oil and
gas royalty and tax collection cases was 1iess than detailed, I had
several very gcod reasons for rcy brevity. First, as you know, all
details of tax collection cases at the admimstra :Zive level cue
confidential by statute. See AS 43.05.230. Secor.c, with respect
to royalty collection, rcy firm is present-7 lead counsel for the
State in the ANS Rovaltv Litication (gas royalty valuation and
related field cost accounting issues), State v. Kaoc?, and Masco v.
Ssate (royalty oil price adjustment claims against Mapco under four
royalty oil sales contracts).l1l

You are now an expert witness ter che oil companies, ai:d
adverse against the State ir. the pending gas phase of the ANS
Royalty Litigation case, and your inquiry yesterday places me m e
"Catch 22" ethical dilercr.a. In particular, a detailed response
about the legal fees my firm has oilled tr.e State with respect to
the ongoing gas Jlitigation may disclose the State"s litigation
strategies or theories. Adding to my ethical dt-emr.a is the fact
that the sensitive information you seek pertains to the very same
case in which ycu are expert witness adverse to the State.

J My firm"s representation of the State in the oil
valuation phase of the ANS mRoyalty Litigation and ir. the royalty
valuation of Sn»*rh (Took Ir.lot gas (State v. Phillips) dates back to
1983 .



Gregg Erickson
March L, 1994
Page 2

Neversheless, upon instruction iron Attorney General
Botelho, I am sending you two schedules which provide details on
the work for which the Scace has asked me to assunc responsibility
as lead counsel. The first schedule sets forth considerable deteil
concerning the work which led to the oil royalty settlements with
both the Prudhoe Bay and Kuparuk producers and all but one of the
State®s AH3 royalty in kind purchasers. The second schedule 1is a
verybrief summary schedule dealing with thevarious on-going
matters described above.

To obtain the 5800 million paid to the State aa a result
of the Phillips ING and ANS oil value royalty settlements/ the
3tete paid almost 373 million in litigation fees and costs. As you
can see from the first schedule, $9.7 million was Tfor attorneys
fees to my firm for "5,000 hours of attorney services; 57.3 million
was for 222,000 hours of professional paralegal services provided
by my firm; 34.4 million covered the out of pocket costs my firm

advanced on behalf of the State®s litigation efforts. As you can
also see, my firm*s total billings, including costs ana
professional fees, were $21 million. The cost to our firm for the
fees of co counsel during this phase of the litigation was $22.5
million. The fees for our expert consultants coat the State $29.2
million.

As you may remember from the 1information you learned
about this litigation while you were employed in the Governor'"s
budget office, the enormous expenditure on expert consultants and
on paraprofessicnals ir. our firm was occasioned by the massive data
collection effort necessary to prove how the producers marketed
each and every barrel of ANS crude oil produced from 1977 through
1986G. The data collection effort cost money because it was bocn
difficult to do and a big job. The following statistics underscore
that point. Tie 5.2 billion barrels of AN3 crude produced during

this tine period required over 15,000 tanker voyages - roughly
7,500 Valdez loadings and 7,500 Panama loadings. Each Valdez
loading triggered one or more inventory and tariff transactior.3
wiLli reaped, to the crude oil 1inventory in Valdez. During thie

time period there were 26,044 such tariff transactions, This crude
was del-veied Lu customers under the torms of over 4,000 third

party contracts, each of which required careful analysis. There
were over. 16,500 individual doliverieo of Ah"3 crude under the terms
0: these contracts. Many of these ANS third-party contracts were
exchanges, wh-ch nec«b»itated an 1independent evaluation of the
crude recovered on exchange. ANS va8 exchanged for 105 different
kinds of exude curing this time period. Once all this information
was gathered and carefully tabulated for the royalty litigation, it
was alBO available to expedite resolution of the production and
income tar matters which were at 1issue for much of this same time
period. This information has boon and in I»«luy ub«d lur that



Gregg Erickson
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Page 3
purpose.

The second reason the information gathering undertaking
was sc expensive was the state uf the records of the
major ANS producers - particularly ARCO. This difficulty, 1 might

add, persists with respect tu issues romaining 1in the royalty
litigation for which you have now been retained by the producers.

At Attorney General Botelho"s request, | have combined
all the work on che three tax and loyalty mattexs for which | am
currently responsible into a one line cable. A mors detailed
breakdown would reveal confidential deuails concerning this on-
going litigation.

I appreciate your promise to include the information
provided by chia letter with your proposed uewslelLLer ar.icle.

Very truly yours,

CONDON, PARTNOW”N & SKARROCK

wiTLoui: L. Condon

WLC:1js
Enclosures as stated.
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WALTER|J. HICKEL, GOVERNOR
PLEASE REPLY TO:

DEPARTMENT OF LAW
OFFICE OF THEATTORNEY GENERAL

February 22, 1994

The Honorable Steve Frank
Co-Chair

Senate Finance Committee
Room 518

State Capitol

Juneau, AK 99801-1182

Re: SB 287/1\Q
Dear Senator Frank:

This letter is to request additional funuing be added to
the Department of Law Oil & Gas litigation FY 1994 supplemental
appropriation request. This is based upon unanticipated changes in
the course of the ANS Royalty litigation and FERC 1994 tariff

litigation. The Department of Law requests an additional $2.5
million be added to our FY 94 supplemental appropriation bill.

If you have any questions, please do not hesitate to
contact me.

Sincerely

BRUCE M. BOTELHO
ATTORNEY GENERAL

James L. Baldwin
Assistant Attorney General

JLB:tg

cc: Nancy Slagle
Office of Management & Budget





