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FURTHER REFERRALS:

The FINANCE Committee considered:

HOUSE BILL NO. 207

HB 207

ADJUSTMENTS TO OIL AND GAS ROYALTIES

"An Act relating to adjustments to royalty reserved to the state to encourage otherwise uneconomic production 
of oil and gas; relating to the depositing of royalties and royalty sale proceeds in the Alaska permanent fund; 
and providing for an effective date."
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Revision Date:  3/14/95 ___________________ Dept. Affected;_________ Revenue______________
Title:  Adjustments to Oil and Gas Roya BRU: Revenue Operations______________
____________________ ___________________________________ Component: Oil & Gas Audit___________________
Sponsor: ( tf) Rules ________________________________
Requester Governor___________________________ COMPONENT SERIAL NO. 115

No. 4
B f ' ' tension: cshb 207 (o&g)

FISCAL NOTE (S) Publish Dste: 3 / 2 2 / 5 5

STATE OF ALASKA BD
1995 LEG ISLATIVE SESSION

Expenditures/Revenues_______________________ (Thousands of Dollars)
OPERATING EXPENDITURES FY 96 FY 97 FY 98 Fy' 99 FY 00 FY 01

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS
TOTAL OPERATING ■ * * * • *
CAPITAL EXPENDITURES I I I
CHANGE IN REVENUES ( ) ....................................... See Analysis....................................................
FUND SOURCE /Thousands of Dollarsl
1002 Federal Receipts I I I1003 GF Match i I
1C04GF I I1005 GF/Program Receipts I I1006 GF/MHTIA I i
Other I i
TOTAL • * • I - i
Estimate of any current year (FY95) cost: S 
POSITIONS _______
FULL-TIME I 1 " 1 "PART-TIME I I 1 ITEMPORARY 1 1 1 1
ANALYSIS: (Attach a separate page if necessary)
T h is  Bill w ou ld  g ra n t the  C o m m is s io n e r  o f N a tu ra l R e s o u rc e s  b ro a d  au th o rity  to red u ce  the  ro y a lty  te rm s  
o f an  oil a nd  g a s  le a s e  if su c h  red u c tion  w ou ld  a llow  n ew  c om m e rc ia l d e v e lo p m e n t , p ro lo n g  fie ld  life , o r  
re e s ta b lish  c om m e rc ia l p ro d u c tio n  from  id le  le a s e s . T h e  red u c tion  c o u ld  b e  no  g re a te r  th an  the 
p e rc e n ta g e  re q u ire d  to  d e p o s it  ro y a lty  in c om e  u n d e r th e  intial le a s e  te rm s into the p e rm a n e n t fu n d . T h e  
n e t im pact o f th is p ro v is io n  w ill b e  to  in su re  that th e  p e rm an e n t fu n d  s h a re  u n d e r the o rig in a l le a s e  te rm s 
will be  c o v e re d  in the  e v e n t  o f re d u c t ion  in ro y a lty  ra te  . In th e o ry , th e  ab ility  to  g ran t ro y a lty  re lie f s h o u ld  
ra is e  the c a sh  b id s  o n  n ew  le a s e s .
N ew  p roduc tion  from  th is  ro y a lty  red u c tio n  w ou ld  m o s t like ly  p a y  little s e v e ra n c e  tax  b e c a u s e  th e  
E con om ic  Lim it F a c to r  is d e s ig n e d  to p ro v id e  a lm o s t to ta l tax  re lie f to the  k ind o f m a rg in a l fie ld s  th is 
leg is la tio n  is a im ed  a t b en e fit in g . E a c h  n ew  b a rre l o f p ro du c tio n  w ou ld  b e  su b je c t to the S .0 5 /b b l o r  
S .0 3 /b b l h a z a rd o u s  r e le a s e  s u rc h a rg e  (d ep e n d in g  on  the  b a la n c e  in the 4 7 0  fu nd ) and  the  S .0 0 4 /b b l 
c o n se rv a t io n  tax . T h e  im pac t o n  th e  c o rp o ra te  in c om e  tax  w ou ld  b e  too  sm a ll to m e a s u re  b e c a u s e  o f
tKn mnrlr'-mirU-. innnrtinnnri t-av h-ic-n -irtA rlnra. hfaj.rLnfinitir\n ‘h'-'ff. n̂ li-Tf mnnM K^iinn.omln.1 KUIl, ■

t fPrepared by: 
Division:

Chuck Loasdon
Oil and Gas Audit Divisiwr^ Vjbv I ~ T

Approvec by Commissioner: 
Agency: __________

Deborah VooaRevenue

277-5627Phone: 
)A Date:;

ate:
3/14/95

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
ja r distribution information, call trie Governor's Legislative Office
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STA T E  OF A LA SK A

1995 L E G IS L A T IV E  SESSIO N
Revision Date:____ Original____________
Title: Amend APA Hearing Procedures

I FISCAL NOTIT
No. j_

Bill Version: HB 207

Sponsor.
Requestor Governor

(H) Publish Date: 2/27/95

" p l £ . a s < = .Dept Affe J
' bru: ■f'Kv 3  V ^ c a \  t o o + b  a s

Compom ^  b q . lO r \ 0 5  “ fO  H /S  3 3 ^
Comporv ^  U * Q .3

OPERATING EXPENDITURES — m r ■■ 7-797 FV 9

PERSONAL ServIGeS
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS
TOTAL OPERATING ' " 0.0 0.6

^ o c L ^ e r  M o m b Q /irv J O | 

p u r p o s e ^  i - b  u j t W 'T j c m a i t o  

in j  - H va.  £ U a . r j  'VKo jc jK i  

H r c l o t s  r o b T  1 ^ 1  ̂  _

10APITAL EXPENDITURES O.OI 0.0 0.0 O b o b 0.0

I0HANGE IN REVENUES i ) 0.0 0.0[ 0.0 0.0 0.0 0.0
FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts
1006 GF/MHTIA
Other
75751 6.6 0.6 0.0 0.0 0.0 0.0
Estimate of any current year (FY95) cost: $ None
POSITIONS
FULL-TIME ' 0 6 0 0 0 0
PART-TIME 6 0 0 0 0 0
TEMPORARY 6 0 6 0 0 0

ANALYSIS: (Attach a  sep a ra te  page  H necessary)

There is no anticipated fiscal impact for the Departm ent of Natural R esources 

with implementation of this legislation.

Prepared by: Nlco Bus. Acting Legislative U a iso rr^ /g^ -
nivkinn- Support Services____________ *  /  tDivision:
Approved by Commissionej

Agency:

Phone: 
Date:

Date:

465-2406
22-Feb-95

I? '# --# ,r

C C ,1?.W  / I PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
For further distribution information call the Governor's Legislative Office

(1APAJ(US Rev 2/22/95) Pao* I 1



1995 L E G IS L A T IV E  SESSIO N  
Revision Date: Original
Title:

STA TE  OF A LA SK A (  Bill Version: hb 207.

(K) Publish Date: 3 / 8 / 9 5
Deot Affected: Natural Resources

FISCAL NOTE Nc, P ^  "*°rreciec

An Act relatina to adjustments to rovaltv reserved tc BRU: Resource Develooment
Ihe state lo encourage otherwise uneconomic production of ail and ... Component: Oil & Gas Develooment
Sponsor: House Rules Committee_______________________ ___________________________________
Reaueston Governor Knowles
Exoenditures/Reveriues

Component Serial No. 
(Thousands of Dollars)

439

OPERATING EXPENDITURES FY96 FY9* FY98 FV99 Fyoo ------ rY 6 l
PE R SO N A L  s e r v i c e s S0.6I 94.0 97.5 101.21 105.0 106.9
TRAVEL 5.0i 5.0 5.01 5.0| 5.0 3.0
CONTRACTUAL 5.0| 5.C S.oj 5.0| 5.0 5.0
SUPPLIES 5.0| 5.0 5.0| 5.0| 5.0 5.0
EQUIPMENT 1 1 1LAND & STRUCTURES 1 1
GRANTS, CLAIMS 1 1
MISCELLANEOUS I 1TOTAL OPERATING 105.61 109.0 112.5 116.2 120.0 122.9

. _  .  .

CAPITAL E X PEN D IT U R E S 0.01 0.0 0.0 0.0 0.0 0.0
CHANGE IN REVENUES ( ) 0.0! 0.0 O.Oi 0.0 0.0 0.0|
FUND SOURCE (Thousands of Dollars)
ICG2 Feoerai Receipts 1 1 1 1 i
10C2 GF Matcn 1 1 1 1 1
100A GF 1C5.6I 109.01 112.51 116.21 120.0 122.9
10C5 GF/Program Receipts 1 1 1 1

11006 GF/MHTIA 1 1 1 1
Other 1 I 1 1
Itotal 105.61 109.01 112.51 116.21 120.0 122.9
Estimate of any current year (FY95) cost: S None
POSITIONS
FUL--7IME 11 11 11 11 11
PART-TIME 01 01 01 01 01 0|
'E.MPORARY 01 01 01 01 01 01

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
Ear further distribution information call the Governors Legislative Office

COP? ?ao« 1 ol 2
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ATTA CH M ENT FO R FISCA L NOTE - HB207
RED U CE ROYA LTY  SHARE/HOLD PERM A N EN T FUND "HARMLESS"

Implementation o f this legislation will create an increased workload for the Division o f Oil & Gas. 
We anticipate that some o f the applications will be analyzed within the Division and many will 
require analysis by third parties (the bill provides that third-party costs will be paid for by the 
companies). Because o f  the extremely sensitive and confidential nature o f the data a considerable 
amount o f  interaction between the third-party contractor and the state will be needed. 
Furtherm ore, the bill requires that applicants make a clear and convincing showing o f  the need for 
royalty reduction, so the Division will need to  evaluate the economic, geological and engineering 
data subm itted for compliance with theilaw prior to seeking the assistance o f a third party.

Because this legislation contains pro^sions that may cause the terms o f the application to  vary 
over time, any approved application will need to be monitored on a continuing basis. We ex p ea  
this program  to have broad appeal, however, we cannot anticipate how many applications will be 
submitted or w hen they will be submined.

An exempt Petroleum  Engineer, Range 26A, will provide the broad background that will be 
needed to evaluate these proposals effectively. This position will need to be skilled not only in 
Petroleum  Engineering, but will also need to have extensive knowledge o f  petroleum geology and 
petroleum economics. The salary cost o f this position will be approximately S90.6 the first year, 
including benefits. Additional, minor expenses such as travel, contractual and supplies will be 
required which we estimate will not exceed S15.0. This position and the associated costs are our 
estimates o f  the funding needed to get the program  started; if many applications are received, 
other positions may be required. We assume that each application will take between 4-6 
emplovee-months to evaluate.

This legislation will efifea state operating revenues in an unquantifiable manner (the Permanent 
Fund share is not affeaed  by this legislation). This legislation gives the commissioner authority to 
grant royalty reduction which, on its face, would seem to indicate a decrease in revenue.
H owever, since the purpose o f  this legislation is to promote development o f fields that would not 
otherwise be produced, the net efifea on state revenues should be positive. As a result o f  this 
legislation w e are gaining new revenues based on this new produaion  (albeit at a somewhat 
reduced rate from currently producing fields).

dnr fin svcs hb207.wpd

Page 2 of 2
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FISCAL NOTE HB 207

Revision Date: _______
Title:

STATE OF ALASKA
1995 LEG ISLAT IVE  SESSION

Reduce Royalty Share/Hold Permanent Fund “I BRU:

(H) Publish Dale: 2/ 27/95

Dept. Affected]_________Revenue__________
APFC

Component: APFC
Sponsor
Requester:

GOV
GOV COMPONENT SERIAL NO.

Expenditures/Revenues (Thousands of Dollars)

109

OPERATING EXPENDITURES FY 96 FY 97 FY 98 FY 99 FY 00 FY 01
PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS
TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0
CAPITAL EXPENDITURES

ICHANGE IN REVENUES ( )
FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts
1006 GF/MHTIA 
Other
TOTAL 0.0 0.0 0.0 0.0 0.0 0.0
Estimate of any current year (FY95) coat: S 
POSITIONS ___________________
FULL-TIME
PART-TIME
TEMPORARY

No additional costs or significant impact is anticipated with the implementation of this proposed 
legislation upon the Alaska Permanent Fund Corporation .

m  1  _
Martin Pihl, Actino^xecutita DirectoWj^f
a p fc  f 1 /  r A .AS
Deborah Voqt /  J (  .
Revenue

Prepared by: 
Division: 
Approved by 
Commissioner 
Agency:

Phone:_ 
Date:_
Date:

465-2047
2/23/95
2/23/95

. j j 7'- r  - - p R €PA R Efl TO PROVIUE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
KtimfivJlJIi 1 1 CiZ For further distribution information, call the Governors Legislative Office

(Rev 10/94) 95flsno.xls/DBR Page 1 of 1



1

2

3

4

5

6

7

8

9

10

11

12

13

14

9-GH0039VH u 
Chcnowcth 
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WORK DRAFT WORK DRAFT WORK DRAFT

CS FO R HOUSE B IL L  NO. 207( )

IN THE LEGISLATURE OF THE STATE OF ALASKA 

NINETEENTH LEGISLATURE - FIRST SESSION

BY
Offered:
Referred:
Sponsor(s): HOUSE RULES COMMITTEE BY REQUEST OF THE GOVERNOR

A B IL L

FO R AN A CT E N T ITLE D  

"A n  Act relating to adjustments to royalty reserved to the state to encourage 

otherwise uneconomic production of oil and gas; and providing for an effective 

date."

B E  IT  EN A CTED  B Y  TH E LE G ISLA T U R E  OF TH E  ST A T E  OF A LA SK A :

* Section 1. AS 38.05.180(j) is amended to read:

(j) Ih e  [TO PROLONG THE ECONOMIC LIFE OF AN OIL AND GAS 

FIELD OR TO REESTABLISH COMMERCIAL PRODUCTION OF SHUT-IN OIL 

OR GAS THAT WOULD NOT OTHERWISE BE ECONOM ICALLY FEASIBLE, 

THE] commissioner

(1) mav [SHALL ADOPT REGULATIONS TO] allow reduction of 

royalty on individual leases, leases unitized a o -dosepibed-wi fp) of this section, 

leases subject to an agreement described in Is) or ft) of this section, or in teras te 

unitized under AS 31.05

(A) to allow for production from an oil or gas field, nool. or

-1- CSHB 207{ )
N e w  T e x t  U n d e r l i n e d  ( D E L E T E D  T E X T  B R A C K E T E D ]
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portion of a field or pool if
(i) the oil or gas field, pool, or portion of the field or 

pool has been sufficiently delineated to the satisfaction of the 
commissioner:

(ii) the field, pool, or portion of the Held or pool has 
not previously produced oil or gas for sale: and

(iii) oil or gas production from the field, pool, or 
portion of the field or pool would not otherwise be economically 
feasible:

(B) to prolong the economic life of an oil or gas field, pool, 
or portion of a field or pool as per barrel or barrel equivalent costs 
increase or as the price of oil or gas decreases, and the increase or 
decrease is sufficient to make future production no longer economically 
feasible: or

(CD to reestablish production of shut-in oil or gas that would 
not otherwise be economically feasible:

(2) [. THE COMMISSIONER] may not grant a reduction o f royalty 

unless the lessee or lessees requesting the reduction make [MAKES] a clear and 
convincing showing that a reduction of royalty meets the requirements of this 
subsection and is in the best interests of the state:

(3) shall [THE REVENUE FROM THE LESSEE'S SHARE OF ALL 

HYDROCARBONS PRODUCED FROM THE FIELD IS AND IS LIKELY TO 

CONTINUE TO  BE INSUFFICIENT TO PRODUCE A REASONABLE RATE OF 

RETURN W ITH  RESPECT TO THE LESSEE'S TOTAL INVESTM ENT IN THE 

FIELD. TH E COMM ISSIONER MAY] condition any [A] royalty modification 
[REDUCTION] granted under this subsection in any way necessary to protect the 

state's best interests: the commissioner shall provide for an increase or decrease 
or other modification of the state's royalty share bv a sliding scale royalty or 
other mechanism that shall be based on a change [INTEREST, INCLUDING 

RESTORATION OF THE STATE'S ROYALTY SHARE IN TH E EVENT OF AN 

INCREASE] in the price of oil or gas and mav also be based on other relevant

WORK DRAFT WORK DRAFT WORK DRAFT

CSHB 207( ) -2-
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factors such as a change in production rate, projected ultimate recovery, 
development costs, and operating costs;

(4) mav not grant a royalty reduction for a field, pool, or portion 
of a field or pool

(A) under of this subsection that exceeds 75 percent 
of the royalty originally specified in a lease entered into under the 
provisions of (D of this section or AS 38.05.134;

(B) under (DfB1) or (DfCl of this subsection that exceeds 90 
percent of the royalty originally specified in a lease entered into under the 
provisions of ff) of this section or AS 38.05.134:

(5) shall require the lessee or lessees to submit, with the application 
for the royalty reduction, financial and technical data that demonstrates that the 
requirements of this subsection are met: the commissioner

(A) mav require disclosure of only the financial and 
technical data relating to production that is reasonably available to the 
applicant: and

(B) shall keep the data confidential under AS 38.05.035(a)(9) 
upon the lessee's request;

(6) mav require the lessee or lessees making application for the 
royalty reduction to retain and pay for the services of a contractor, selected bv 
the lessee or lessees from a list of qualified consultants in hydrocarbon production 
and economics provided bv the commissioner, to assist the commissioner in 
evaluating the application and financial and technical data: when the 
commissioner requires the lessee or lessees to retain the services of a contractor, 
the commissioner shall determine the relevant scope of the work to be performed 
b yJ h ^ Q P t r a c t o r ;

(7) shall make and publish a rnaWetT preliminary findings and 
determination on the royalty reduction application, give reasonable public notice 
of the wfttgrf preliminary findings and determination, and invite written public 
comment to the ikMtlCtf preliminary findings and determination during a 30-day 
period for receipt of public comment:

WORK DRAFT WORK DRAFT WORK DRAFT

-3- CSHB 207( )
N e w  T e x t  U n d e r l i n e d  [ D E L E T E D  T E X T  B R A C K E T E D ]



1

2

3
4
5
6

7
8

9
10

11

12

13
14
15
16
17
18
19
20

21

22

23
24
25
26
27
28
29
30
31

(8) shall, within 30 days after the close of the public comment 
period under (7) of this subsection.

(A) prepare a written summary of the public response to the 
commissioner's written preliminary findings and determination;

fWt>
(B) make a written final findings and determination;.*^ 

e om nMMiowep'o-written final findings and dettm iinatinn pn nai'id  Tm dtr  

jh jgggh jW B B i i l l  pegapdina re valtt' reda ction ia final and not appealable
to the court: and

(C) with the applicant’s consent, amend the applicant's lease 
or unitization agreement consistent with the commissioner’s final decision:

(9) shall
(A) transmit a copy of thejmritieff final findings and 

determination to the lessee; and
(B) make copies of the m itWff final findings and 

determination available to
(1) a per an who submitted written comirent m;ier

(7) of this subsection and who has filed a written request for the 

copies;

(ii ; the presiding officer of each house [. BEFORE 

APPROVING A ROYALTY REDUCTION, THE COMM ISSIONER 

SHALL MAKE A WRITTEN FINDING THAT THE STATE HAS 

OBTAINED THE MAXIMUM POSSIBLE ECONOMIC RETURN 

THAT IS COMPATIBLE W ITH ALLOW ING A REASONABLE 

RATE OF ECONOMIC RETURN FOR THE LESSEE, AND SEND 

COPIES OF THE FINDING TO ALL MEMBERS] o f the legislature;

(ii!) the chairs of the legislature's standing 
committees on resources; and

(iv) the chairs of the legislature's special committees 
on oil and gas, if anv:
(10) is not limited bv the provisions of AS 38.05.134(3) or (D of this 

section in the commissioner's determination under this subsection.

WORK DRAFT WORK DRAFT WORK DRAFT

CSHB 207( ) *4-
N e w  T e x t  U n d e r l i n e d  ( D E L E T E D  T E X T  B R A C K E T E D ]
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* Sec. 2. AS 38.05.180(p) is amended to read:

(p) To conserve the natural resources of all or a part of an oil or gas pool, 

field, or like area, the lessees and their representatives may unite with each other, or 

jointly or separately with others, in collectively adopting or operating under a 

cooperative or a unit plan of development or operation o f the pool, field, or like area, 

or a part o f it, when determined and certified by the commissioner to be necessary or 

advisable in the public interest. The commissioner may, with the consent o f  the 

holders o f leases involved, establish, change, or revoke drilling, producing, and royalty 

requirements o f the leases and adopt regulations with reference to the leases, with like 

consent on the pan of the lessees, in connection with the institution and operation o f 

a cooperative or unit plan as the commissioner determines necessary or proper to 

secure the proper protection o f the public interest. The commissioner mav not 
reduce royalty on leases in connection with a cooperative or unit plan except as
provided in (i) of this section. The commissioner may require oil and gas leases

issued under this section to contain a provision requiring the lessee to operate under 

a reasonable cooperative or unit plan, and may prescribe a plan under which the lessee 

must operate. The plan must adequately protect all parties in interest, including the 

state.

* Sec. 3. AS 38 .05 .180(s) is amended to read:

(s) When separate tracts cannot be individually developed and operated in 

conform ity with an established well-spacing or development program, a lease, or a 

portion of a lease, may be pooled with other land, whether or not owned by the state, 

under a communication or drilling agreement providing for an apportionment o f 

production or royalties among the separate tracts of land comprising the drilling or 

spacing unit when determined by the commissioner to be in the public interest. 

O perations o r production under the agreement are considered as operations or 

production as to eacii lease committed to the agreement. The commissioner may not 
reduce royalty on leases in connection with a communi/ation or drilling 
agreement except as provided in (i) of this section.

* Sec. 4. AS 38 .05.180(t) is amended to read:

(t) The commissioner may prescribe conditions and approve, on conditions,

WORK D R A F T  WORK D R A F T  WORK D R A F T

-5- CSHB 207( )
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drilling, or development contracts made by one or more lessees o f oil or gas leases, 

with one or more persons, when, in the discretion o f the commissioner, the 

conservation o f natural resources or the public convenience or necessity requires it or 

the interests o f the state are best served. All leases operated under approved drilling 

or development contracts and interests under them, are excepted in determining holding 

or control under AS 38.05.140. The commissioner mav not reduce royalty on a 
lease or leases that are subject to a drilling or development contract except as 
provided in (j) of this section.

* Sec. 5. This Act takes effect immediately under AS 01.10.070(c).

WORK D R A F T  WORK D R A F T  WORK D R A F T

CSHB 207( ) -6-
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Chenoweth

4/12/95

A M E N D M E N T  (

OFFERED IN THE HOUSE

TO: CSHB 207( ) Version"H" Dated 4/12/95

1 Page 3, following line 31:
2 Insert

3 "(8) shall make copies of the written preliminary findings and
4 determination available to
5 (A) the presiding officer of each house [. BEFORE

6 APPROVING A ROYALTY REDUCTION, THE COMMISSIONER SHALL

7 MAKE A WRITTEN FINDING THAT THE STATE HAS OBTAINED THE

8 MAXIMUM POSSIBLE ECONOMIC RETURN TH AT IS COM PATIBLE

9 WITH ALLOWING A REASONABLE RATE OF ECONOM IC RETURN

10 FOR THE LESSEE, AND SEND COPIES OF THE FINDING TO ALL

11 M EM BERS| of the legislature;

12 (B) the chairs of the legislature's standing committees on
13 resources; and
14 (C) the chairs of the legislature's special committees on oil
15 and gas, if any;"

16 Renum ber the following paragraphs accordingly.

17 Page 4, lines 14 - 29:
18 Delete
19 (B) make copies of the written final findings and
20 determination available to
21 (i> a person who submitted written comment under
22 (7) of this subsection and who has filed a written request for the

23 copies;
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7
8

9
10

11

12

13
14
15
16

(ii) the presiding officer of each house [. BEFORE 
APPROVING A ROYALTY REDUCTION, THE COMMISSIONER 
SHALL MAKE A WRITTEN FINDING THAT THE STATE HAS 
OBTAINED THE MAXIMUM POSSIBLE ECONOMIC RETURN 
THAT IS COMPATIBLE WITH ALLOWING A REASONABLE 
RATE OF ECONOMIC RETURN FOR THE LESSEE, AND SEND 
COPIES OF THE FINDING TO ALL MEMBERS] of the legislature!

(iii) the chairs of the legislature’s standing 
committees on resources; and

(iv) the chairs of the legislature's special committees 
on oil and gas, if anv:"

Insert

"(B) make copies of the written final findings and 
determination available to a person who submitted written comment 
under (7) of this subsection and who has filed a written request for the 

£2Bie£i"

9-GH0039VH.5
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AMENDMENT 2 ^

9-GH0039VH .2'
C henow eth

4/12795

1

2

3

4

5

6

7

8 

9

10

11

Page 3, after line 31:

Insert:

OFFERED  IN THE HOUSE
TO: CSHB 207( ) Version "H" Dated 4/12/95

"(8) shall offer to appear before the Legislative Budget and Audit 
Committee on a day that is not earlier than 10 days and not later than 20 davs 
after giving public notice under (7) of this subsection, to provide the committee, 
in executive session, a review of the commissioner's written preliminary findings 
and determination on the royalty reduction application: if the Legislative Budget 
and Audit Committee accepts the commissioner's offer, the committee shall give 
notice to all members of the legislature of the committee's meeting in executive 
session with the commissioner, and any member of the legislature mav attend the 
executive session:1'

12 Renum ber the following paragraphs accordingly.
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A M E N D M E N T

9-GH0039VH.3 ^
Chenoweth

4/12/95

OFFERED IN THE HOUSE

TO: CSHB 207( ) Version "H" Dated 4/12/95

1

2

3

4

5

6

7

8 

9

10

11

Page 4, lines 5 - 8 :

Delete "the commissioner's decision prepared under this subparagraph regarding 
royalty reduction is final and not appealable to the court:"

Insert "the commissioner's decision prepared under this subparaeraph
(D is. as to the applicant final and not appealabU to 

the superior court:
(ii) mav be appealed to the superior court bv a 

person who submitted written comment under (7) of this section, 
but the appeal is limited to a determination that the 
commissioner's decision is constitutional and was not arbitrary, 
capricious, or confiscatory;"

-1-



O r o w > \ ^ \
1 Page 4, line 7, after "reduction":

9-GH0039NH.4
Chcnoweth

4/12/95

A M E N D M E N T  ^  % j ^

OFFERED  IN THE HOUSE
TO: CSHB 207( ) Version "H" Dated 4/12/94

2 Insert

3 " (i) mav not approve a royalty reduction unless the

4 commissioner finds that the proposed royalty reduction w ill

5 provide the state the maximum economic return that is possible

6 under the circumstances: and

7 iiil"

-l-



F f l i l u f  \ - l r

A M E N D M E N T  ^

9-GH0039VH.6 ^
Chenoweth

4/12/95

OFFERED IN TH E HOUSE

TO: CSHB 207( ) Version "H" Dated 4/12/95

1 Page 3, line 16:

2 Delete "and"

3 Page 3, line 18, after "request;":
4 Insert "and
5 (£1 shall prepare and make public a summary of the
6 economic, financial, and technical data on which a royalty modification is
7 based that enables the public to evaluate whether the commissioner’s
8 decision serves the best interests of the state;"



9-GH0039XH. 1 ̂
Chenoweth

X? 4/12/95

A M E N D M E N T

1 Page 3, line 5:
2 Delete "75 percent"

3 Insert "60 percent"

OFFERED  IN  THE HOUSE
TO: CSHB 207( ) Version "H" Dated 4/12/95

/E) r

-i-



i 38.05.130 A l a s k a  S t a t u t e s  S u p p l e m e n t i 38.05.180
Sec. 38.05.180. O il and gas leasing, a ' The legislature finds that
< 1' the people o f A laska have an interest in the development of the 

states oil and gas resources to
Ai maximize the economic and physical recovery o f the resources; 
B' maximize competition among parties seeking to explore and 

develop the resources;
O  maximize use o f Alaska's human resources in the development

I' the resources:
it is in the best interests o f the state to encourage an assessment 

ot' its oil and gas resources and to allow the maximum flexibility in the 
methods o f issuing leases to

A * recognize the many varied geographical regions of the state and 
the different costs o f exploring for oil and gas in these regions:

B' minimize the adverse impact of exploration, development, pro­
duction. and transportation activity.

• bi The commissioner shall biennially prepare and submit to the 
legislature, between the first and the 15th day of the first regular 
session o f each legislature, a five-year proposed oil and gas leasing 
program consisting o f a schedule of proposed lease sales and specifying 
as precisely as practicable the location o f tracts proposed to be offered 
for oil and gas leasing during the calendar year in which the proposed 
program is submitted to the legislature and the following four calen­
dar years.

ic> Except as provided in id) and (w> o f this section, an oil and gas 
lease sale may not be held unless it was included in the proposed 
leasing programs submitted to the legislature during the two calendar 
years preceding the year in which the sale is held. A lease sale may 
not be held before the date it is scheduled in the proposed oil and gas 
leasing program.

• d) The commissioner may issue oil and gas leases in an area that 
has not been included l . a leasing program submitted, in accordance 
with 'bi o f this section, to the legislature if the land to be leased

• 11 was previously subject to a valid state or federal oil and gas 
lease;

■ 2 1 is contiguous to land already under state, federal or private 
lease and the commissioner makes a written finding, after hearing, 
that leasing o f the land would result in a substantial probability o f 
early  evaluation and development o f the land to be leased;

< 3 > is adjacent to land owned or controlled by another party on 
which a discovery o f commercial quantitiea o f oil or gas has been 
made, and the commissioner finds, after hearing, that there is a rea­
sonable probability that the land to be leased contains oil or gas in 
communication with the o il or gas discovered on the land o f the other 
party;

i4* is adjacent to land included in the federal five-year Outer Conti­
nental She lf leasing program under 43 U.S.C. 1344, and the commis­
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sioner makes a written finding, after hearing, that coordinated or 
simultaneous leasing with the lederal government is in tne public 
interest: or

(5) is the subject o f an oil and gas exploration license issued unaer 
A S  3 8 .0 5 .1 3 1  -  3 6 .0 5 .1 3 4 .

■ ei Simultaneously with submission o f the leasing program re­
quired under «b• of this section, the commissioner shall submit lo the 
legislature a report containing the following:

<11 the schedule o f a ll lease sales held during the preceding calen­
dar year, the bidding method or methods utilized and an analysis o f 
the results o f the bidding;

(2) if determined, a description o f the bidding methods to be used 
for a ll lease sales to be heid during the current and next two succeed­
ing calendar years;

(3) the reasons a particular bidding method has been selected.
< 0 Except as provided by AS 38.05.131 — 38.05.134. the commis­

sioner may issue oil and gas leases on state land to the highest respon­
sible qualified bidder determined by competitive bidding under regu­
lations adopted by the commissioner. Bidding may be by sealed bid or 
according to any other bidding procedure the commissioner deter­
mines is in the best interests o f the state. Whenever, under any o f the 
leasing methods listed in this subsection, a royalty share is reserved 
to the state, it shall be delivered in pipeline quality and free of alt 
lease or unit expenses, including but not limited to separation, clean­
ing, dehydration, gathering, salt water disposal, and preparation for 
transportation ofTthe lease or unit area. Following a pre-sale analysis, 
the commissioner may choose at least one o f the following leasing 
methods:

i l )  a cash bonus bid with a fixed royalty share reserved to the state 
o f not less than 12.5 percent in amount or value o f the production 
removed or sold from the lease;

<2) a cash bonus bid with a fixed royalty share reserved to the state 
o f not less than 12.5 percent in amount or value o f the production 
removed or sold from the lease and a fixed share o f the net profit 
derived from the lease o f not less than 30 percent reserved to the state:

(3) a fixed cash bonus with a royalty share reserved to the state as 
the bid variable but no less than 12.5 percent in amount or value o f 
the production removed or sold from the lease;

(4) a fixed cash bonus with the share of the net profit derived from 
the lease reserved to the state as the bid variable:

15 ) a fixed cash bonus with a fixed royalty share reserved to the 
state o f not less than 12.5 percent in amount or value o f the produc­
tion removed or sold from the lease with the share of the net profit 
derived from the lease reserved to the state as the bid variable:

(6) a cash bonus bid with a fixed royalty share reserved to the state 
based on a sliding scale according to the volume of production or other
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factor but in no event less than 12.5 percent in amount or value o f the 
production removed or sold from the lease;

(7* a fixed cash bonus with a royalty share reserved to the state 
based on a sliding scale according to the volume of production or other 
factor as the bid variable but not less than 12.5 percent in amount or 
value of the production removed or sold from the lease.

igi The share o f the net profit derived from a lease reserved to the 
state under ifi of this section is royalty sale proceeds for the purposes 
of the Alaska permanent fund under AS 37.13.010.

• h < The commissioner may include terms in any oil and gas lease 
imposing a minimum work commitment on the lessee. These terms 
shall be made public before the sale, and may include appropriate 
penalty provisions to take effect in the event the lessee does not fu lfi ll 
the minimum work commitment. I f  it is demonstrated that a lease has 
been proven unproductive by actions o f adjacent lease holders, the 
commissioner may set aside a work commitment. The commissioner 
may waive for a period not to exceed one two-year period any term o f a 
minimum work commitment i f  the commissioner makes a written 
finding either that conditions preventing drilling or exploration were 
beyond the lessee's reasonable ability to foresee or control or that the 
lessee has demonstrated through good faith efforts an intent and ab il­
ity to d rill or develop the lease during the term o f the waiver.

(it The commissioner may provide for the establishment of an ex­
ploration incentive credit system under which a lessee o f state land 
d rilling  an exploratory well on that land may earn credita based upon 
the footage drilled and the region in which the well is situated. The 
commissioner may also provide for credits to be earned by persona 
performing geophysical work on state land, i f  that work is performed 
dunng the two seasons immediately preceding an announced lease 
sale and on land included w ithin the sale area and the geophysical 
information is made public follow ing the sale. Credits may not exceed 
50 percent o f the cost o f the d rilling  o r geophysical work. Credita may 
be used during a limited period established by the commissioner and 
may be assigned during that period. Credits may be applied against 
1 1) oil and gas royalty and rental payments payable to the state or (2) 
taxes payable under AS 43.55. A credit may not exceed 50 percent o f 
the payment toward which it is being applied. Amounts due the 
A laska permanent fund (AS 37 .13.010) shall be calculated before the 
application o f credits under this subsection.
P Q P V ^ M M ^ th e  economic life o f an oil and gas field or to reestab­
lis h  commercial production o f shut-in oil or gaa that would not other­
w ise be economically feasible, the commissioner shall adopt regu la­
tion s to allow reduction o f roya lty on leases. The commissioner may 
mot grant a reduction o f roya lty unless the lessee requesting the re- 
Suction makes a clear showing that the revenue from the lessee's 
Ifoare o f a ll hydrocarbons produced from  the field is and is like ly  to
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Continue to be insutTicient to produce a reasonable rate o f return with 
respect to the lessee s total investment in the field . * commissioner 
may condition a royalty reduction granted unu ,:s subsection in 
any way necessary to protect the state's interest, inc.udinp, restoration 
o f the state's royalty share in the event o f an increase in the price of 
oil or gas. Before approving a royalty reduction, the commissioner 
shall make a written finding that the state has obtained the maxi­
mum possible economic return that is compatible with allow ing a 
reasonable rate of economic return for the lessee, and send copies of 
the ftndtngfD  a ll members o f the legislature.

tk) The commissioner shall define a ll terms and adopt a ll regula­
tions necessary for a reasonable understanding and evaluation o f a 
particu lar bidding method before the public announcement o f the 
terms o f proposed sale employing that method.

(ft Subject to the provisions of AS 31.05, the commissioner has dis­
cretion to enter into an agreement whereby, with the consent o f the 
lessee, the state's royalty share of oil and gas production may be 
stored or retained in storage by the lessee, or the commissioner may 
enter into an agreement with one or more o f the affected field lease 
holders to trade current royalty production from a field fo r a like 
amount, kind, and quality o f future production, on the condition that 
the state receives back its stored or traded royalty share during the 
first h a lf o f the estimated field life or no later than 15 years a fte r start 
o f production, whichever is sooner,

(m) An oil and gas lease must cover a reasonably compact area not 
exceeding 5,760 acres, and may be for a maximum period o f 10 years, 
except that the commissioner may issue a lease for a period not less 
than five years upon a finding that it is in the best interests o f the 
state. An oil and gas lease shall be automatically extended i f  and for 
so long thereafter as oil or gas is produced in paying quantities from 
the lease or i f  the lease is committed to a unit approved by the com­
missioner. A lease issued under this section covering land on which 
there is a well capable o f producing oil or gas in paying quantities 
does not expire because the lessee fails to produce oil or gas unless the 
lessee is allowed reasonable time to place the well on a producing 
status. Upon extension, the commissioner may increase lease rentals 
so long as the increased rental rate does not exceed 150 percent o f the 
rate for the preceding year. I f  drilling has commenced on the expira­
tion date o f the primary term o f the lease and is continued with rea­
sonable diligence, including such operations as redrilling , sidetrack­
ing, or other means necessary to reach the orig ina lly proposed bottom 
hole location, the lease continues in effect until 90 days after d rilling  
has ceased and for so long thereafter as oil or gas is produced in 
paying quantities. An oil and gas lease issued under this section 
which is subject to termination by reason o f cessation o f production 
does not terminate if. within 60 days a fter production ceases, rework­

85



? :J8.05 180 A l a s k a  S t a t u t e s  S u p p l e m e n t § 38.05.180
ing or drilling operations are commenced on the land under lease and 
are thereafter conducted with reasonable diligence during the period 
o f nonproduction.

i n» The commissioner may establish by regulation that after a well 
has been plugged and abandoned, the rental rate which was in effect 
during the year of abandonment is maintained for the remainder o f 
the term. Rental is payable in advance and continues until income to 
the state from royalty or net profit share exceeds rental income to the 
state for that year. Oil and gas leases shall provide for payment to the 
-tate o f rental on the following basis:

>li for the first year, $1.00 per acre;
• 2 1 for the second year. $1.50 per acre;
'3) for the third year. $2.00 per acre;
'4> for the fourth year, $2.50 per acre;
'5' for the fifth and following years. $3.00 per acre. 
ioi 1‘ pon timely application as provided by regulation, the state 

may issue to the holder o f a federal or private lease, a state shoreland 
lease covering land within the exterior boundaries o f the federal or 
private lease which has been excluded on the basis of navigability or 
which is later administratively oi judicially determined to be shore­
land. The term of such a state shoreland lease shall be the same as the 
term o f the federal or private lease.

vT&'«irn«**IHB&T!ilGral resources o f a ll or a part o f an oil or gas 
pool, field, or like area, the lessees and their representatives may 
unite with each other, or jo in tly  or separately with others, in collec­
tively adopting or operating under a cooperative or a unit plan o f 
development or operation o f the pool, field, or like area, or a part o f it, 
when determined and certified by the commisaioner to be necessary or 
advisable in the public interest. The commissioner may, with the con­
sent o f the holders o f leases involved, establish, change, o r revoke 
drilling , producing, and royalty requirements o f the leases and adont 
regulations with reference to the leases, with like consent on the part 
o f the lessees, in connection with the institution and operation o f a 
cooperative or unit plan as the commissioner determines necessary or 
proper to secure the proper protection o f the public interest. The com­
missioner may require oil and gas leases issued under this section to 
contain a provision requiring the lessee to operate under a reasonable 

Cooperative or unit p ltn . and may prescribe a plan under which the 
>erate. The plan must adequately protect a ll parties in

authorized by (pi o f this section, which includes land 
owned by the state, may contain a provision vesting the commissioner, 
o r a person, committee, or state agency, with authority to modify from 
time to time the rate o f prospecting and development and the quantity 
and rate o f production under the plan. A ll L-ases operated under a 
plan approved or prescribed by the commissioner are excepted in de­

iding the state.
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termining holdings or control under AS 38 05.140. The provisions of 
this section concerning cooperative or unit plans are in addition to and 
do not jffect AS 31 05.

i r » Producing acreage on a known geologic structure o f a producing 
oil or gas field is excluded from  chargeability as against the acreage 
lim itation provisions o f AS 38.05 140.

isi When separate tracts cannot be individually developed and oper­
ated in conformity with an established well-spacing or development 
program, a lease, or a portion o f a lease, may be pooled with other 
land, whether or not owned by the state, under a communization or 
d rilling  agreement providing for an apportionment o f production or 
royalties among the separate tracts o f land comprising the d rilling or 
spacing unit when determined by the commissioner to be in the public 
interest. Operations or production under the agreement are consid­
ered as operations or production as to each lease committed to the 
agreement.

< t » The commissioner may prescribe conditions and approve, on con­
ditions, drilling , o r development contracts made by one or mo;e les­
sees o f oil or gas leases, with one or more persons, when, in the discre­
tion o f the commissioner, the conservation o f natura l resources or the 
public convenience or necessity requires it or the interests o f the state 
are best served. A ll leases operated under approved d rilling  or devel­
opment contracts and interests under them, are excepted in determ in­
ing holding or control under AS 38.05.140.

(u ) To avoid waste or to promote conservation o f natura l resources, 
the commissioner may authorize the subsurface storage o f oil or gas 
whether or not produced from state land, in land leased or subject to 
lease under this section. This authorization may provide for the pay­
ment o f a storage fee or rental on the stored oil or gas, or, instead o f 
the fee or rental, for a royalty other than that prescribed in the lease 
w hen the stored oil or gas is produced in conjunction with oil or gas 
not previously produced. A lease on which storage is so authorized 
rha ll be extended at least for the period o f storage and so long thereaf­
ter as oil or gas not previously produced is produced in paying quanti­
ties.

(v ) [Repealed, § 36 ch 94 SLA 1980.)
(w ) Notwithstanding any other provisions o f this section, land 

which has been offered for lease within the previous five years and 
which received no bids at competitive sale or for which no bid was 
accepted may be, at the discretion o f the commissioner, immediately 
offered for lease, under regulations adopted by the commissioner, 
upon terms appearing most advantageous to the state: however, non­
competitive leasing is prohibited. The commissioner shall establish a 
roya lty determined to be in the public interest but not less than 12 l 'i 
percent. A lease must provide for payment to the state or rental but 
r.eed not adhere to the rental schedule in in) o f this section nor to the
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.ri,76D-dcres-per-lease iimitation in 'n r o f this section. The lease term 
may not exceed 10 years, except as provided in 'o * o f this section.

i xi A  lessee conducting or permitting any exploration for. or devel­
opment or production of. oil or gas on state land shall provide the 
commissioner access to a ll noninterpretive data obtained from that 
lease and shall provide copies of that data, as the commissioner may 
request. The confidentiality provisions o f AS 38.05.035 apply to the 
information obtained under this subsection.

tyi A noncompetitive lease existing at October 10. 1978 shall be 
extended for a period of two years and so long thereafter as oil and gas 
is produced in paying quantities. A noncompetitive lease extended 
under this subsection is subject to the regulations in force at the expi­
ration o f the initial five-year term of the lease. No extension may be 
granted, however, unless within a period o f 90 days before the expira­
tion date 3n application for extension is filed by the record title holder 
or an assignee whose assignment has been filed for approval, or an 
operator whose operating agreement has been filed for approval.

izi No leases may be issued under this section without the inclusion 
o f the following language: The landowners' royalty share o f the unit 
production allocated to each separately owned tract shall be regarded 
as royalty to be distributed to and among, or the proceeds of it paid to, 
the landowners, free and clear o f a ll unit expense and free o f any lien 
for it." Leases issued in violation o f this subsection shall, for a ll pur­
poses. be construed as containing the language required by this sub­
section.

iaa) W ithin 90 days after the written request o f a lessee o f a lease 
issued under this section or o f a lessee o f federal land from which the 
state is entitled under applicable federal law to receive a share o f the 
royalty on gas production, the commissioner shall enter into an agree­
ment with the lessee to use or accept the price for the gas established 
in the contract between the lessee and a gas or electric utility as the 
value o f the state s royal 7 share o f gas production sold by the lessee 
under the contract 

i l )  but only i f  the primary function o f the utility  with which the 
lessee has entered into the contract is to provide, either directly or by 
selling at wholesale to another utility, gas or electricity to the general 
public, including residential consumers, within the utilities' service 
areas, and the utility with which the lessee has entered into the con­
tract is not an affiliated interest, as that term is defined in AS 
42.05.990. with the lessee or with a subsequent purchaser o f more 
than 10 percent o f the utility's gas or electricity; and 

i2> unless the commissioner makes a written finding, based on clear 
and convincing evidence, that 

cAt the contract price is unreasonably low;
(B ) the prospective reduction in royalty receipts would not be ba l­

anced by increased benefits to in-state gas and electric consumers;
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• C ) the lessee and the utility are related in management, owner­

ship. or other aspect; and
<Di the contract price is not in the best interest o f the state.
• bb< In 'aai of this section,
■li ’gas or electric utility" includes an electric cooperative orga­

nized under AS 10 25. a municipal utility, and a gas or electric utility 
regulated under AS 42.05; provided that if the contract gas is trans­
mitted to consumers through a pipeline and the gas u tility either 
owns the pipeline or is related in ownership to the owner o f the pipe­
line. then the gas utility qualifies as a "gas or electric u tility " within 
the meaning o f this paragraph only if it is bound or agrees to be bound 
by the covenants set out in AS 38.35.120:

'2> "price for the gas established in the contract" includes tax reim ­
bursement amounts, deliverability and other charges, and other forms 
o f consideration paid by the gas or electric u tility  under the contract:

(3) "state's royalty share o f gas production"
(A) includes pavmenta on federal leases made to the state under 30 

U.S.C. 191;
• B) does not include the state’s royalty share o f gas production from 

land patented to the state under
(i) P.L. 84-830, 70 Stat. 709 (A laska Mental Health Enabling Act); 
tii> 38 Stat. 121-1 iAct o f March 4, 1915): or 
liii) 43 U.S.C. 1635 in settlement o f the claims of the state under 38 

Stat. 1214.
ico The provisions o f'a a i o f this section do not prohibit the commis­

sioner from accepting any payment on a federal lease tendered by the 
federal agency responsible for determination and transm itta l o f the 
payment to the state under 30 U.S.C. 191 or otherwise due the state aa 
the state's royalty share o f gas production irrespective o f the state’s 
acceptance o f the use o f the contract price for purposes o f determ ining 
royalty share on gas production under that subsection. (§ 3 (7) a rt V II I 
ch 169 SLA 1959; am § 18 ch 6 i SLA 1960: am § 1 ch 124 SLA  1962: 
am §§ 4 — 7 ch 30 SLA 1964; am § 20 ch 70 SLA 1964; am 5 2 ch 91 
SLA 1967; am § 1 ch 65 SLA 1969; am § 1 ch 86 SLA 1970; am § 1 ch 
155 SLA 1978; am § 16 ch 160 SLA 1978; am §5 3, 4 ch 65 SLA 1979: 
am § 6 ch 18 SLA 1980; am § 36 ch 94 SLA 1980; am §§ I — 5 ch 111 
SLA 1980: am §§ 11 .12  ch 161 SLA 1984: am S 1 ch 89 SLA  1985; am 
§ 2 ch 55 SLA 1986; am *§ 3. 4 ch 124 SLA 1990; am § 5 ch 134 SLA 
1990; am ${j 1 —  3 ch 53 SLA 1993; am §§ 5, 6 ch 35 SLA  1994; am 
§ 1 ch 36 SLA 1994)

R e v ls o r 'a  n o te s . — In 1990. a refer- a m en d m en t u  th ia  sec tion , see I 1. ch. 55,
ence to im i of th is  section w a j de le ted  SLA 1986. in th e  T em p o rary  a n d  Special
from  th e  la s t  sen tence  o fiw i o f th is  section  Acts.
to correct a m an ifes t e rro r in  * 4. ch. 124. For prov isions su p e rse d in g  - s a l  a n d  ibbi 
SLA 1990. o f th is  section  th a t  a re  ap p licab le  to th e

C ro e e  r e fe r e n c e s .  — For leg isla tive  s ta te 's  sh a re  of ro y a lty  p ro d u c tio n  of gaa
find ings in  connection w ith  the  1986 produced a f te r  J a n u a ry  2 .1 9 5 9  a n d  before
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• lu n r 12. 1991 from  u 'r ta in  federal le.isen. 
•ee * 4. ch 5J SLA I "i i ,r, tm- li-mpu- 
ra ry  and Special Acts

E ffec t o f  a m e n d m e n ts .  — The f ir - i
1990 am en d m en t r> '*r.....  -u b > ea iu n  •}<
and su b s titu te d  "10 v e a rs ' for ‘five y e a r s ’
• n the  l j - t  -e n te n te  of subsection

The second l ‘J9 0  am en d m en t ju b sti-  
'u te d  b ien n ia lly "  for "a n n u a lly "  jn d  

15th day of th e  fir*t re g u la r session of 
each  leg is la tu re  ' for "fifteen th  day of each 
re g u la r leg is la tiv e  se-.-ion" in subsection  
b

The 1993 am en d m en t. etTective Ju n e  
12. 1993. in subsection  a a '.  in se rted  "or of 
a lessee of federal land from w hich th e  
s ta te  is e n title d  u n d e r app licab le  federal 
law  to receive a  sh a re  o f th e  ro y a lty  on 
gas production" and  “or accep t."  added

ii.tr.icraoh ' I ' ,  added the p a rag rap h  '2 i 
designation , and  redesignated form er 
p a rag rap h s ' 1 - 4 '  as present -ubpara- 
graphs ’2 " A '- '2 " D ' respectively; in sub ­
jection - bbi, rew rote paragraph  <3»: and 
added subsection i 'c

The first 1994 am endm ent, effective 
A ugust 1994. ,n -ubsectton <d». m ade 
m inor s ty lis tic  changes and added p a ra ­
g raph 5 ‘: jn d .  in subsection '0 .  su b s ti­
tu ted  "Except as provided by AS 38.05.131 
- 18 05 134. th e"  for "The" a t th e  b eg in ­
ning and m ade m inor sty listic  changes.

The second 1994 am endm ent, effective 
May 10. 1994. in subsection • c >. dele ted  
th e  form er second and th ird  sen tences, re ­
la tin g  to leaae sa le  delaya and reschedu l­
ings. respectively

NOTES TO DECISIONS
P u r p o s e  o f  s e c tio n .
The assessm en t of the  s ta te  so i l  an d  gas 

resources serves j t  least two leg itim a te  
governm ent objectives F irs t, know ledge 
of th e  production p o ten tia l of s ta te  land  in 
various a rea s  is c ritica l to  th e  d e te rm in a ­
tion  of « ,here developm ent should  occur

and w here p reserva tion  is appropria te . 
Second, know ledge of the oil and gaa pro­
duction po ten tia l of the sta te  s lands pro­
m otes the  s t a te s  economic w elfare by 
m axim izing th e  am o u n t n  receives for th e  
leaae of ita landa. S ta te  v Arctic Slope Re­
gional Corp.. 834 P 2d 134 (A la jk a  1991).

Sec. 38.05.183. Sa le  o f  ro y a lty , (a l The sale, exchange or other 
disposal o f a m ineral obtained by the state aa a royalty under AS 
38.05.18*2, or the sale, exchange or other disposal in whole or in part o f 
a right to receive future m ineral production under a state leaae under 
this chapter, shall be by competitive bid and the sale, exchange or 
other disposal made to the highest responsible bidder, except that 
competitive bidding is not required when the commissioner, after 
prior written notice to the A laska Royalty O il and Gas Development 
Advisory Board under AS 38.06.050, determines that the best interest 
o f the state does not require it or that no competition exists.

<bi When competitive bids are required, the commissioner, after 
prior written notice to the A laska Royalty O il and Gas Development 
Advisory Board, may reject a ll bids on a determination that because o f 
the amount o f the bids, the lack o f responsibility on the part o f the 
bidders, o r for reasons consistent with the criteria set out in AS 
38.06.070. the acceptance o f the bids would not be in the best interest 
o f the state.

tci I f  the commissioner determines that a sale, exchange or other 
disposal o f a m ineral obtained by the state as a royalty under AS 
38.05.182 or o f a right to receive future m ineral production under a 
state lease under this chapter sha ll be made otherwise than by com­
petitive bid. and the Alaska Royalty O il and Gas Development Advi-
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L e g i s l a t i v e  R e s e a r c h  A g e n c y

Alaska State Legislature
130 Seward Sweet, i . 
Juneau. Aliilu

Phone: t907) -to3 
Fat: (90T) 463

MEMORANDUM

February 14, 1995

TO: Representative Joe G reen

FROM: Gordon S. Harrison, Director j

RE: Oil and Gas Incentive Programs
Research Request 95.072

You asked for information on state statutory provisions designed to provide an incentive for 
companies to explore for, develop, and produce oil and gas resources in Alaska. Specifically, you 
asked for a report that includes "analysis of which incentives have, been used, and. why, along with 
analysis of why the others have not been used; and any and all memoranda, findings of fact, or 
written determinations related to any approval or rejection of an application by a producer to use 
one of the incentive programs.* This memorandum describes the major statutory incentives and 
presents basic information on their use. We obtained the information primarily from the 
administrators of the incentive programs. Included is a documentary  record of all denials by the 
Department of Natural Resources of applications for the benefits of an incentive provision. This 
documentary record, with an accompanying letter, was provided by Tim Eason, outgoing director 
of die Division of Oil and Gas. We have had neither the time oor staff resources to undertake an 
independent assessment of the reasons why companies have used or not used the various 
incentives. Presumably companies have sought the benefit of an incentive when they thought their 
projects met the basic statutory criteria for eligibility. Whether the state agencies administering the 
incentives have unreasonably impeded access to them, or the incentives themselves are inherendy 
ineffective in stimulating oil and gas projects, are questions beyond the scope of this memorandum.

S tatu to ry  oil and gas incentives and incentive programs involving exploration and royalties are 
adm inistered by the Department o f  Natural Resources (DNR). Incentives involving taxes are 
administered by the Department o f  Revenue (DOR).
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Two major tax incentives for oil and gas projects are administered by DOR: the economic limit 
factor (ELF) and the enhanced oil recovery (EOR) tax credit. Until December 31,1994, when the 
provision died by way of an automatic "sunset" clause, the department also administered a special 
industrial investment tax credit for gas processing facilities and mir iral developments.

Tax Incentives Administered by the Department o f  Revenue

Economic Limit Factor (ELF)

In Alaska, the nominal severance (production) tax rate on oil and gas is 15 percent of the gross 
value at the point of production, except for properties initially coming into commercial production 
after June 30, 1981, which pay 12.25 percent for the first five years of production. Under 
AS 43.55.013, these nominal rates are multiplied by a factor that varies from 0 to 1 depending 
upon the productivity of wells in the field and the overall productivity of the field. This factor is 
the ELF, and it is derived from a complex formula that includes the average number of barrels 
produced daily by each well, and the number of barrels produced daily by the entire field. If, for 
example, the ELF calculation results in a factor of .6 on a field paying a. nominal severance tax of 
15 percent, the effective tax rate is 9 percent. The accompanying table shows the average daily 
production, the nominal tax rate, the ELF, and the effective tax rate for all producing oil fields in 
Alaska for calendar year 1994.

The ELF derives its name from, a basic purpose of the provisions it is intended to prolong 
production from a declining fidd by reducing the tax burden as the field approaches its "economic 
limit," which is the point at which operating costs (including taxes) equal gross revenue. However, 
because the ELF comes into play well before a field is in the vicinity of its economic limit, it does 
more than merely prevent the premature shutdown of a field. It also imparts to the basic severance 
tax structure a progressive character. That is, it produces a higher tax on larger fields, which are 
presumably more lucrative, and a lower tax on smaller fields, which are presumably more of a 
marginal economic proposition. In this respect it mimics in an imperfect but general way a tax on 
income, which economists usually consider to be the most efficient form of taxation. Therefore, 
the ELF is a basic feature of the state’s severance tax structure, rather than an addendum designed 
to provide a special incentive. Nonetheless, the ELF creates a particularly strong set of economic 
incentives for the oil and gas industry, and for that reason it is included in this overview.
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DAILY GROSS PRODUCTION and SEVERANCE TAX RATES for
ALASKA OIL FIELDS 

CALENDAR YEAR 1994

FIELD

Daily Gross 
Production 

(b b ls )

Nominal 
Severance 

Tax Rate (%)

Average 
Economic Limit 

Factor (ELF)

Effective 
Severance Tax 

Rate (•/«)
NORTH SLOPE

Prudhoe Bay 971,000 15.00 .986 14.79

Kuparuk 305,400 15.00 .864 12.96

Pt. McIntyre- 100,600 12.25 .907 11.11

Endicott 90,400 15.00 .751 11.26

Lisburne 19,200 15.00 .000 0.00

Milne Point 12,200 15.00 .006 0.08

Niakuk 9,000 15.00 .035 0.53

Schrader P<hiif 2,900- 15.00 .000 0.00

North Prudhoe 
Bay

2,300 12.25 .000 0.00

West Beach 1,500 12.25 .000 0.00

Sag Delta 900 12.25 .000 0.00

COOK INLET
McArthur River 36,300 15.00 .000 0.00

Middle Ground 
School

6,700 15.00 .000 0.00

Granite Point 6,000 15.00 .000 0.00

Swanson River 4,400 15.00 .000 0.00

W est M cArther 
River

2,400 15.00 .000 0.00

Trading Bay 2,100 15.00 .000 O.C?

Beaver Creek 400 15.00 .000 0.00

Source: Department o f  Revenue



The table shows that only targe North Slope fields pay a significance severance tax: in 1994, 
production from the Prudhoe Bay field was taxed at an effective rate of 14.79 percent; Kuparuk 
at an effective rate of 12.96 percent; Endicott at an effective rate of 11.26 percent; and Pt. 
McIntyre at an effective rate of 11.11 percent. Two smaller fields paid virtually no severance tax 
in 1994: Milne Point production paid an effective severance tax of 0.08 percent, and Schrader 
Bluff production paid an eflfo Live rale of 0.53 percent. The other twelve producing fields paid no 
severance tax. Geariy the ELF creates an incentive for oil companies to explore for and develop 
small pools of oil in the vicinity of existing oil production infrastructure, such as around Prudhoe 
Bay and Cook Inlet. More generally, the progressive nature of the severance tax created by the 
F.LF reinforces this favoritism of small fields (i.e., those with production under 150,000 bbls/day). 
While large and prolific fields pay a comparatively high tax, these fields are presumed to be 
sufficiently robust to bear the burden of the tax1.

Application of the ELF formula is antomatic-thar is, it does not depend on a discretionary decision 
of the commissioner. Taxpayers determine their tax liability on the basis of production statistics 
which are reported to the state. Returns filed by taxpayers ire  subject to audit by DOR.

Enhanced Oil Recovery (EOR) Credit

To encourage oil production from declining fields in the United States, Congress in 1990 
authorized a 15 percent federal income tax credit for the cost of tertiary EOR projects (Title 26 
U.S.C. 43). The federal code is adopted by reference in Alaska's corporate income tax law 
(AS 43.20.021). To qualify, for the credit,, a. tertiary EOR project must begin after December 31, 
1990, aai it must significantly increase the ultimate amount of crude oil recovered from a drilling 
operation located in the United States. Taxpayers take the state credit when they submit their 
corporate ixKome tax return to DOR The department is prevented by confidentiality statutes from 
revealing information about individual tax returns, and it therefore may disclose only aggregate 
data (and this only to the extent that the number of taxpayers is large enough to conceal the tax 
payment of an individual company). According to the AlaskaDOR, for tax years 1991 through 
1993, at least $21 million in credits were claimed on initial tax returns. These returns are subject 
to audit.
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'Future production from the West Sak field may present an exception, as costs there are expected 
to be inordinately high. However, the ELF formula is sensitive to two threshold values-300 
bbls/day/well and 150,000 bbls/day/field-so it is difficult to predict how the formula will work for 
this field in the absence of actual well and field production statistics.
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Special Industrial Incentive Investment Tax (Expired)

In 1984 the Alaska Legislature created a special credit against a company's state corporate income 
tax. for investments made after December 31, 1984 in a" gas processing project” and in 
"exploration, drilling of wells, development, or mining of minerals or other natural resources... 
other than sand or gravel." The original legislation (Chapter 60 SLA 1984) prohibited credits ori 
investments made after December 31, 1994, although, it allowed unused credits to be carried 
forward through 1999. Thus, this provision expired at the end of last year. The department would 
not provide an estimate of the value of credits taken and would say only that "several corporations" 
took the credit during the last decade for projects that include an oil and gas production project 
in Cook Inlet and several natural gas and gas liquids projects on the North Slope. According to 
Bob Bartholomew; Deputy Director of the Division of Income and Excise Audit, DOR, the credit 
was not claimed for any non-oil and gas mining projects.

Exploration and Royalty Incentives Administered by Department of Natural Resources

State law authorizes the commissioner of DNR to include certain exploration incentives in state 
oil and gas leases, and to approve* reduction of the royalty tenna of an oil and gas lease under 
certain circumstances. The discretionary character of these statutory programs, which require the 
commissioner to make a determination of the stated best interest before offering or approving a 
benefit, differentiate them from the incentive programs under the purview of DOR, which ate self- 
executing. Statutory provisions for reducing royalties have changed over the years; however, 
repealed provisions may still be "alive* in active leases issued when the provisions were current, 
and they therefore remain relevant today.

Bdow is a brief discussion of exploration and royalty reduction provisions. Additional discussion
and pertinent records submitted by Mr. Eason follows as an attachment.

Royalty Reduction Provisions

Currently, AS 38.05.180(j) authorizes the commissioner of the department to reduce the royalty 
on a producing oil field if the reduction is necessary to 'prolong the economic life of an oil and gas 
field." Thus, this provision is designed to accomplish for royalties what the ELF is designed to 
accomplish for severance taxes: to prevent the premature shutdown of a producing field by 
"reducing costs in the later stages of production decline." The statute specifies tiiat "the 
commissioner may not grant a reduction of royalty until two years' initial production from the field



has occurred and each lessee requesting the reduction has made a clear showing" that continued 
production is uneconomic.

The section of the state oii and gas leasing law which authorizes the commissioner to unitize leases, 
AS 38.05.180(p), also authorizes the commissioner to "establish, change or revoke drilling, 
producing, and ro y a lty  requirements of the leases.. . "  being unitized (emphasis added). Companies 
have applied to the department for a reduction of the royalty terms of tfieir leases under this 
provision. The department has rejected such applications on the grounds that it may only entertain 
applications for royalty reduction under the terms of AS 38.05.1800, because the latter is a 
specific statute governing royalty reduction and AS 38.05.180(p) is a general provision authorizing 
"change" in the context of unitization. According to the legal interpretation of the department, a 
specific statute takes precedence over a general one. Use of AS 38.05.180(p) to change royalty 
terms is an issue in the current effort of British Petroleum to unitize the area of the Bad ami 
discovery.

Alaska Statutes 38.05.140(d) authorizes the commissioner to reduce royalties on certain minerals. 
Until 1978, the list included oil and gas. However, oil and gas were removed from thin provision 
in 1978 (Chapter 155 SLA 1978). According to Mr. Eason's letter, the department never received 
an application for royalty reduction on an oil and gas lease under the provision, but a number of 
active leases today contain language from the statute prior to its amendment in 1978.

Until 1969, state law granted a five-year royalty reduction from 12.5 percenr to 5 percent for the 
holder of a lease "who shall drill and make the first discovery of oil or gas in commercial quantities 
in any geologic structure.. . "  (AS 38.05.180[a]). This discovery royalty reduction was included 
in all leases, and it was nondiscretionary in the sense that it did not require a finding of the 
commissioner that approval was in the best interest of the state. However, it did require the 
commissioner to decide whether production was from a new geologic structure or the extension 
of a known structure, and on this basis several applications were denied. Although tepealed in 
196S (Chapter 65 SLA 1969), this provision was included in al). leases issued up to that time. 
According to Mr. Eason's letter, two producing leases on the North Slope are currently enjoying 
the benefits of the discovery royalty reduction. Also, some 340 active leases contain the provision, 
"an indeterminable number of which could poumtially produce future discovery royalty 
applications."

Exploration Incentives

Alaska Statutes 38.05.180(i) authorizes the commissioner to establish an exploration incentive 
credit (ET.C) system for exploratory wells and geophysical work. The law permits up to half of the 
cost of the exploratory work to be taken as a cr edit against royalties, rentals, or severance taxes
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due to the state. The department includes an EIC provision in leases that may need the additional 
enticement for companies to explore. Leases of attractive prospects do not cany an EIC provision. 
According to Mr. Eason's letter, there are currently 187 active leases with EIC provisions; 20 
applications for EICs have been granted, and 1 denied. Apparently no lease sale since 1991 has 
included EIC provisions. The value of credits taken to date is about $58.7 million.

Last session, the legislature adopted SB 151 (Chapter 39 SLA 1994) that created additional 
exploration incentives that are "distinct from the exploration incentive credit authorized by
AS 38.05.180(i)___" The new law, AS 41.09.010 applies to exploratory drilling and geophysical
work "regardless of whether the land is state-owned land." Up to 50 percent of the cost of 
qualifying activity on state land may be taken as a credit against oil and gas corporate income taxes 
and lease bonus payments; 25 percent of the cost of qualifying activity on private land may be taken 
as a credit. No single project may receive a credit in excess of $5 million, and no more than $30 
million in credits may be claimed during the ten-vc<u lif? of the program. A company taking a 
credit must share with the state the raw data obtained, from the exploratory well or geophysical 
survey. Regulations to implement this program have not yet been adopted.

The foregoing royalty reductions and exploration credits are addressed in more detail in the letter 
and documentary material from Mr. Eason, which is attached- I hope this overview of oil and gas 
incentives is helpful. If you have, any questions on would like, additional information, please calL
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Letter and Documents from James E. Eason to Gordon S.' Harrison, February f, 1995



TONY KNOWLES, GOVERNOR

PO BOX to rn*  
ANCMOflAGE. ALASKA 
PKDNE. (907) 7B2 J553

DIVISION OF OIL AND GAS

^  5\S
D E P T .  O F  L A T E R A L  R E S O U R C E S

February 8, 1995 (replaces January 30, 1995 letter)

Gordon S. Harrison, Director 
Legislative Research Agency 
Alaska State Legislature 
130 Seward St, Suite 218 
Juneau, Alaska 99801-2196

Dear Gordon:

As you requested in your January 23, 1995 letter, I am forwarding a number of documents related 
to oil and gas incentives applicable to state leases. Some of these incentives, such as the Discovery 
Royalty, were authorized under statutes which subsequently have been repealed. However, there 
are many active leases which were issued prior to the repeal of the authorizing statute, and which 
are thus, as a technical matter, still candidates for Discovery Royalty applications. One other class 
of incentives mentioned in your request, Exploration Incentive Credits under AS 41.09.100, were 
authorized by statute only last session, and will not be available to applicants until implementing 
regulations have been adopted. Each type of incentive is addressed below in the order they appeared 
in your, letter, with two exceptions. I have induded a discussion of "Royalty Amendments" under 
the provisions of AS 38.05.l80(p) and Royally Reduction under AS 38.05.140(d), neither of which 
were addressed in your requesL.

Royalty Reduction under AS 38.05.140(d): AS 3S.05.140(d) grants the commissioner authority to 
reduce the royalty for certain minerals. Before a 1978 amendment, that authority extended to oil and 
gas. The Division's records reflect that there has never been a royalty reduction application for oil 
or gas under the former provisions of AS 38.05.140(d). However, a number of older leases still in 
existence contain language similar to the former provisions of AS 38.05.140(d).

Royalty Reduction under AS 38 05.180(i): The Division's records reflect that only three
applications have ever been submitted for royalty reduction under AS 38.05.1800. Two 
applications related to the Milne Point Unit. These applications, submitted by Conoco and by Oxy, 
related to oil production from the Milne Point Unit. The applications were denied by the 
department, leading to litigation in which the lessees filed both original complaints and 
administrative appeals in Superior Court. Ultimately, the Alaska Supreme Court ruled against 
Conoco and Oxy, holding that they had no right to maintain an independent lawsuit. Their 
administrative appeal, however, was never decided by a Court because the parties settled before any 
decision was reached.

Enclosures 1 through 12 relate to the applications, the subsequent decisions, and the settlement 
between the parties. The administrative and legal proceedings related to these applications spanned
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almost a decade, and because of employee attrition at the Department of Law, ultimately involved 
at least three attorneys. If you have additional questions on these records, I suggest you contact 
A ssistant Attorney General Patrick Coughlin. He is the state's attorney most familiar with the 
Conoco 2nd Oxy appeals and settlements.

One lessee, Texaco, filed an application under AS 38.05.180(j), but failed to follow through with 
data required to adjudicate the application. In addition, I recall that Marathon approached the 
department regarding potential royalty reductions at one or more of its respective Cook Inlet 
properties in the eariy to mid 1980s. Both parties expressed concern that they could not reconstruct 
the documentation of historical investments and revenues reqv:red to support an application under 
the then existing statutes. It is my impression that this concern was the principal impediment to 
Texaco's completing its application or Marathon's submitting a formal application. Ms. Pete Nelson 
represented Texaco in their discussions; I cannot recall who represented Marathon. You may want 
to contact both companies directly for their views on royalty reduction. Enclosure 12A is a copy 
of the Texaco application and a cover letter from Ms. Mary Weisenberger, * former Land 
Management Officer for the division.

Royalty Amendment under AS 38.05,180(p.\: AS 38.05.180(p) provides the commissioner's
statutory authority to enter into unitization agreements "...when determined and certified by the 
commissioner to be necessary or advisable in the public interest..." In exercising that authority, the 
commissioner "...may with the consent of the holders of the leases involved, establish, change or 
revoke drilling, producing and royalty requirements of the leases..." (emphasis added) Historically, 
this provision has been used by the department to raise royalty rates at the time of unitization, as at 
Milne Point Unit, and; more recently, at Thetis Island. It has never been used; however, to lower 
royalty rates.

Both Conoco and Oxy (in the mid-1980s) made the argument that the commissioner, upon 
unitization, has the authority to reduce royalties, or to adopt alternative royalty provisions which 
would have that effect The statutes suggest otherwise. This issue has been addressed several times 
since the mid-1980s . For your review of this issue, I have enclosed a number of documents. 
Enclosures 10, II, and 12 are letters from former Commissioners Wunnicke and Brady, as well as 
former Director Kay Brown, respectively. Enclosures 13 through 16 are copies of recent 
correspondence between BP representative, Mr. Teny Obeney, and me on Badami related issues, 
including BP’s proposed "sliding scale" royalty amendment.

Exploration Incentive Credits under AS 33 05 180fi): The department authorized the use of EICs 
under this provision for seven competitive oil and gas lease sales during the period 1982-1991. A 
total of 705 tracts potentially eligible for EICs were offered in those sales. By potentially eligible, 
I mean eligible, presuming compliance with the specific lease provision and the terms of the 
applicable regulations. Enclosure 17 is a summary of lease sales that offered EICs.

As of January 23, 1995, there were 187 active leases with EIC provisions. Historically, the 
department has granted applications for EICs on 20 wells. It has denied the request for one EIC.
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That request was submitted by ARCO on behalf of itself and Union Texas Petroleum Alaska 
Corporation for an EIC for the drilling of the Kuukpik Unit No. 3 well. Enclosure 18 is a copy of 
ARCO's request. Enclosure 19 is an edited version of former Commissioner Noah's decision 
denying the request. The copy has been edited to redact materials that are confidential under the 
provisions of AS 38.05.035 and 11 AAC 82.810.

The total value of EICs awarded to date is slightly more than $58.66 million. Credits awarded may 
be taken against certain taxes or royalties owed the state or they may also be assigned. The award 
of credits is conditioned upon subsequent audit and is subject to potential adjustment. Enclosure 20 
is a summary of EICs awarded as of November 1994. The summary includes the lease ADL 
number, the well name, a listing of working interest owners (lessees) for each lease, the EIC 
certification date and the respective amounts of each EIC attributable to the respective working 
interest owners. Exploration incentive credits are also available for geophysical work, but to date 
no applications have been made for these credits. See Enclosure 21. Based upon personal 
conversations I have had over the years with geophysical contractors and companies, those 
companies feel that the "disincentive" of having to make public data qualifying for an EIC outweigh 
the financial incentive of the EIC.

Exploration Incentive Credits under AS 41.09 100: AS 41.09.100, which was enacted last session, 
expanded the DNR commissioner's discretionary authority to award EICs for qualifying exploration 
activities on lands other than state-owned, leased lands. The incentive was designed to encourage 
exploration of private and federal lands within the state from which the state would in turn receive 
geological and geophysical information to which it otherwise would not be entitled Implementing 
regulations have not yet been adopted; however, draff regulations are under review by the 
Department of Law.

Although the legislative record is clear that EICs under AS 41.09. LOO were not intended to be used 
for activities conducted on state-leased lands, some companies apparently continue to believe 
otherwise. Enclosure 22 is a copy of a request from ARCO for approval of EICs for operations 
proposed to be conducted on two of its North Slope leases. The leases in question were issued in 
a competitive :ale which did not provide for EICs. Enclosure 23 is a copy of former Commissioner 
Noah's denial of ARCO’s request. In addition to the ARCO request, representatives of BP have 
made recent inquiries of the division as to the availability of EICs under this statute for certain of 
its North Slope leases, if you need additional background information.

Discovery Rovaltv: I have enclosed several tables pertaining to Discovery Recovery applications 
for fields on the North Slope and in the Cook Inlet region. Enclosure 24 is a summary of Cook Inlet 
Discovery Royalty applications and their disposition. According to division records, 13 applications 
related to Cook Inlet discoveries were filed. Of those applications, the department approved 8 and 
denied 5. I presume most of the non-confidential documentation for those decisions is available in 
the state archives.
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Enclosure 25 provides a summary o f North Slope Discovery Royalty applications. To date, six 
applications have been submitted. Five o f those applications were approved; one application, that 
for Milne Point G -l Well, was denied (enclosures 26 and 27). In addition, between 1968 and 1977 
nine additional Notices o f Discovery Application w ere filed, but the. applicants never completed the 
applications, and the applications subsequently expired.

There are currently two North Slope leases producing under Discovery Royalty terms. Those leases 
are ADL 34635 (Niakuk #5) and ADL 28297 (Pt. Mdntyre #3). Discovery Royalty eligibility for 
the Niakuk lease expires in April 1995, and for the Pt McIntyre lease in May 1999. As an example 
o f the magnitude o f  the combined, effect o f  royalty reduction for these two leases, Enclosure 28 
summarizes the lessees' "savings" through reduced royalties for the sample month o f July 1994. The 
division can provide more detailed historical summaries if you desire.

As noted earlier above, the Discovery Royalty statute was repealed in 1969. However, prior to the 
statute's repeal, hundreds o f leases which contained discovery royalty provisions were issued. As 
o f January 26, 1995, there were 340 such leases active, an indeterminable number o f which could 
potentially produce future discovery royalty application*.

Hopefully, T have provided all the information you need. However, if  I missed anything or if  you 
need more information, please feel free to call. As I mentioned by telephone last week, this is the 
last report I will be transmitting to you, Gordon, as I am leaving state service. It has always been 
my pleasure to  work.with.you and your staff. Please give everyone my regards, and take care.

;toc

cc: Marty K. Rutherford, Acting Commissioner
Ken Boyd, Deputy Director 
Patrick Coughlin, Department o f  Law 
Bill Van Dyke, Petroleum Manager

Sincerely,

'ames E. Eason
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Mature Fields Il lustration #1
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W hen X  is 10%  of th e  
d ifference b e tw e e n  re v e n u e  
an d  total o p e ra tin g  e x p e n s e s ,  
or lower, for 2 c o n se c u tiv e  
y ea rs , th e  royalty will b e  
red u ced  sufficiently to try to 
m aintain this p e rc e n ta g e  a s  
th e  re v e n u e  c o n tin u e s  to 
decline. T h e  irreducib le  
royalty will b e  5%  of all oil & 
g a s  so ld  from th e  le a se .

R e v e n u e

T i m e  ►
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Testimony on CSHB 207 (O&G) before the House Rescurccs Committee

Richard A. Rncbcrg 
Research Associates 

P.O. Box 416 
Ester, Alaska 99725

March 23,1995
I. O verview

CSHB 2(77 (O&G) and CSHB 207 (3/23/95 Work Draft 9-GH0Q39\K) have 
significant substantive defects that would seriously hamper the efforts of the State of 

laska to manage tins important resource wisely and in the best interests of all Alaskans. 

Even if those problems were corrected, a strong material case for casing the state's 
existing royalty relief provisions hits not been made.

If. Comments on Specific Provisions of CSHB 207 (O&G)
For the specific reasons described bdow, I believe the committee substitute and 

the work draft before you are misguided. CSHB 207 (O&G) would m ate a bad bill 
worse by adding to a  bill that deliberately shields the Commissioner's actions from the 

public review that normally safeguards the public interest provisions giving the 

Commissioner of Natural Resources new powers to grant royalty relief (ltd are ill- 
conceived and unprecedented.

(H eadingpage and lin e  numbers to C SH B  207 [O & G }; asterisk [ * }

indicates language in  the O & G  C S  that does not appear in the o rig in al b iil; parentheses at 

end o f paragraph ind icates position in  3123/95 W ork D raft #9-G H 0039\K; ita lic ize d  

comments re fe r to language in  that w ork d raft o n ly.)

A. Pane 1. line 10. This measure destroys regulations governing 
existing royalty relief provisions that provide rational limits to arbitrary or unwise 
administrative action. ( W ork D ra ft. vane 2 . lin e  4 .)

B P*fle lines 6 . 1 1 . Ir  view of the fact that industry statements about 

profitability fly in the face o f every published report of which I am aware, 1 criteria

1 Last May, in an "Open Letter to the People o f Alaska" publishedin major Alaskan newspapers,
BP Alaska President John  M organ  stated that RP has paid m o r e in taxes and royalties tlum it lias 
taken out in profits o r  ca sh  flow . T h i s  statem ent f h e s  in t h e  fa c e  o f  ev e r y  pu blic study u f  w h i c h  I 
am aware. S e c ;  Dcafctn (1989), 1909 ifarWCh 1997. P 2
(industry profit $42 .6  billion, state sha ic $29 J  W Jion ); L eg is la tiv e  R es ea r c h  A g en c y  (1993), 
D istribution o f  in com e fm m  A h A a  Oil and Gas Operations p. 14 (1985 industry n et in com e 
$5.6 billion, 1985 state n et r ev en u e $ 5 3  billion); H n e b e f g  (1992). p .  43. Alttlf* Mfirth.S l9E?-.°ii 
Pm fits . , (1991 W es t  C oast industry profits $ 4  95 p e r  h a n d , s a t e  share $3.82); W ib o u -G i l ld t c  
(1994). C on»e< iu«ra o f  E x p c i r t i^ A U d o tC tn d eD l l . p . 36  (April 1994 W es t  C oast major Q eld
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for wxwxnic feasibility should be clearly defined and part of die public record 

This bill does tfie opposite. (W odddzafa tx ize  2. lin e s 15-16. 20-21 and 21 . 1

C- Page 2 , lines 7-9. Section 1(B) would appear to allow royalty relief 

"to prolong the life" of any field, regardless of profitability. Clearly, royalty relief 

would accomplish this statutory purpose. But whether or not such relief is 
nccesuary to prolong production is an altogether different — and arguable — 
propositi on.

(W ork D ra ft, oaec 2. lines 17-21. The attempted acre  to th is problem  

couples "increase" wUh the phrase "is su fficient to" a t lin e  2 0 ; th is does not make 
sense. [See also  B ., ubove.J)

D. Page2. Jines_J5, 22. The legislation's reliance on the requirement 

that the Commissioner must find such relief in the best interest of the state is so 

broad as to be virtually meaningless. It is generally assumed as a  matter of law that 
public officials act in the best interest of the stale unlcs., it is proven to the contrary. 
In this case, because the material is held confidential and virtually unappealable, this 

bill fails to ensure that royalty relief will be in the state's "best interests." ( W ork 

D ra ft. pace  2. lin e  2 7 ; p q g e .llin c A )

E. Page 2. lines 27-29.* This portion mandates consideration of factors 
such as capital investment in the field but may be read to exclude investment in 
pipelines, which are a  major factor affecting both the development of new' fields and 
the continued production in existing fields. Moreover, guaranteed profits to the 

pipeline owners are a  significant factor influencing production decisions that this 

language arguably requires the Comm' sskwer to ignore.
(W ork D ra ft, p a te  2 . lin e s 10-12. The w ork d raft reso lves th is am biguity 

by excluding consideration c ffa c to rs such as p ip e line econom ics. The State m ay 

choose to forego consideration q f sig n ifican t portions a f the econom ic re n t; industry 

o ffic ia ls , responsib le to stockholders to m axim ize th e ir p ro fits, w ill not make th is 

m istake.)

F m e b e rg  /  T e s tim o n y  o n  C S H B  2 0 7  ( O & G  a n d  W o rk  D r u f l )
M a rc h  2 3 .1 9 9 5  (P a g e  2 )

w ellh ead  profits S2.G6 p e r  bc*nd. stale share 42,63 p er  b a n d  [w ca id es  estimated'!'APS iudwtry 
profit# o f  $ i  CO p er  b a n d  v . slate taxes o f  apfiusLn iatdy $0 3 0  p a -  barrel)). B P  has r e fu s ed  
r ep ea led  r equ ests to pin on  t b e  p u b l i c  record  information that would substantiate its claim. (C o p i es  
o f  corrvwjtfwifence w ith  B P  and additional iufcnm lioQ 00 pnofitaWity jro vtd cd  to H o o v e  Oil & 
Oaa C otiw riu ee M arch  16 ,1995 ; s e e  tc im ouy  o f  Richard A . fin eb c i g ) .
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F- ft*pc3 ,Iincs6 -U .» Subpar. (5X«*) sets a potentially dangerous 
precedent by encouraging companies to trade properties in declining production to 

avoid disclosing relevant facts of production economics to the state.

(W ork D ra ft. page 3 . lin es 17-19. Language cures th is defect.)

G. Page 3. lines 12-13. The requirement teat the Commissioner shall 
bold application material confidential at industry' request contravenes the state’s 

sunshine laws, common sense and jurinpiudeuce. In 1992 the Alaska judge who 
lias probably reviewed more oil industry documents than any other specifically 
ruled, on his own initiative, thai such a  blanket grant of confidentiality was not 
justified. In view o f the dearly established right of the public to know* what its 

officials arc doing, he said, the industry must make a showing that it is necessary' to 

hold documents confidential.2 (W o rk V ra ft. page 3 . lin es 20-21 .)

H  Pape 3. lines 16-17. It is easy to see why the industry would like to 
remove judicial review; in view o f the long histety of increased revenues tbe state 
has obtained through the courts, one wonders why the stewards of public resources 

would recommend this course of action. (W od  D raft paga X jlin es 23-25. J

I. Page 3- lines 18-24.* Apparently throwing in tbe towel on a  20-year 

endeavor to attain the expertise in tbe state system to protect the pi* lie interest in the 
inevitable and perfectly legitimate dialogue between the industiy and the stewards of 

the public interest, this bill sets up an unprecedented system in which the 

Commissioner will rely instead on a  contractor to the industry, ( Work D raft, pane 

3 . lin e s 27 through tsase 4 . lin e  2 J

J, Phge 3, lines 28-31 and a  4, through Iine.18 * In groping for some 

gnxip to bless the Commissioners actions, the CS relies on approval by 3 of 5 

members of a group called tbe Royalty Oil and Gas Development Advisory Board 

The Royalty Oil and Gas Development Advisory Board appears to be a  rubber 

stamp. Further, with all due respect, the submistaon cf the near-moribund 
Royalty Oil and Gas Development Advisory Board finding to legislative leaders

F in e b c rg  /  T e s tim o n y  o n  C S H B  2 0 7  ( O d d  a n d  W o rk  D r a f t )

M a rc h  2 3 ,1 9 9 5  (P a g e  3 )

2  "Manorawtnai Opinion and O rder N o. 92-71 (D enyin g ]Vfoticns b y  B P  Exploration {Alaska], 
Inc. fo r  Continued in cam era T i e s i i a eH  o f  Certain D ocum ents in Court Reoord)," A N S  Royalty 
IiIi;Tatioo, 1JU -7 7 -8 4 7  C ivil, M ay  2 7 ,19 9 2  (19  p p . ) . T i c  court specifically r efu sed  to  hold  
material confidential m erely  at th e  requ est o f  t b e  industry Lk x m b e  ' th e public's right to  kn ow  what 
th e ex ecu tiv e branch is s h o o t” o r tw d g h ed  th e  industry’s specu la tive assertion o f  p o ss ib l e d am a ge 
reuniting from  t b e  r el ea s e c f  information shorn its business.
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hardly substitutes for thorough executive review before a course of action is 

recoin mended-*
( Work Dmft. page 4. lines 7-24. I  do not beheve AOGCC has the 

resources or economic background to evaluate such a proposal; from  the phrase "if 
any" al line 13, it appears that the AOCCC response does not have to be in 

writing.)

C. Production Forecasts Demonstrate This Bill May Be Unnecessary
On reviewing North Slope production forecasts for 19)55, 1991) and 1995, a clear 

trend is evident the North Slope production decline, although real, consistently plays out 

in a more benign manner than forecasted. If yon compare 1985 forecasts to the current 

forecast through 2010, you will find that we now expect to produce 3.75 Mi ion, more 

band;: of oil through 2010 than forecasted in 1985. Put otltcrwise: Over the last ten 

years, the current tax and royalty regime has generated five years more of production at 

two million barrels per day than was forecasted in 1985. Every two years, we booked an 
additional year of forecasted production at TAPS' maximum throughput. This irend of 
increasing production (i.e.. slowed decline in production) was established in the face of 
declining prices. Most importantly, the phenomenon erf* increasing production continues 
today, despite dire predictions by the industry in the late 1980's that we had seen the last 

of such increases. 4

D. Conclusions
it is self-evident that any bill that increases industry revenue at the expense of the 

State Treasury will tend to stimulate production. The industry will, of course, advocate 
such a measure. But it remains to be demonstrated that this legislation is necessary, or

F m e b c rg  /  T e s tim o n y  o n  C S H B  2 0 7  ( O A G  a n d  W o rk  D tu f t )

M a rc h  23 , /9 9 5  (P a g e 4 )

3  A ccord in g to  t b e  D e p t  o f  Nanral R esource} , t b e  Royally Oil and Gal D ev elo pm en t Ad visory  
Boon) bao  m et tw ic e in t h e  last f i v e  y ean , ha* no chair and  may h a v e  o n e vacancy (on e member’s 
seat has expired). It  is my understanding lhal sn>oe th e rmd-198<7j this board , o f  w h ich  th e 
Commissioner of D N tt is a  non-voting sixth m em ber , ha* always supported  t h e  department's 
actions unanimously.

4  B a s ed  on D q *  o f  N ainnl R esou r c e*  forecasts ( s e e  Richard A .  H oc fa er g. .Alaska N orth  S l o p e

Environmental O u t e r .  c t a l.T F e b .  22,1995). F or past warnings that production increase* w ould 
not continue, a c e  Richard A . R n c t o p .  A n  O v er v i ew  of  N o a h  S l o p e  P todactiop ftp« p er tn -1990- 
2Q I0 (prepared  fat t b e  A laska Sta te L egisla ture), D oc. 15,1990). pP  23-28, and N orth  S l o p e  
Profits « d  Production Prospe c t s {prepa r ed fa r  th e  Alaska S ta te l egisla tu r e) , N ov . 12 ,1992 ,p p .
13-14.
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F in e b e rg  /  T e s tim o n y  on CSHB 2 0 7  ( O & G  and W o rk  D r a f t )

M a rc h  2 3 ,1 9 9 5  {P a g e  5 )

that it reflects the wise stewardship of public resources mandated by the Alaska 

Constitution. Particularly in view of the well-documented history of abuses of 

confidentiality that have found their way into tl»e public record5 and current disagreement 
over the basic facts of North Slope profitability, 6  it makes little sense to allow the 

lessees, at their own initiative, to prevent the bases for granting royalty relief from seeing 

the light ol' day. 7  Even if that: rather astounding defect — and the iHbers listed above — 

were corrected, the case for file proposed incentives would have yet to be made.

5 In  a current w h o s e  v ery  ex is t en c e w ou ld  b e  bidd en  from  th e  pu blic  had E xxon  Cctp wit b e en  
required  to  m ak e ncane docum en ts p u blic  in t h e  United Slates T a x  Court, E xxon  is miking fo r  
retroactive tax thdurtioas that h ie internal R e v en u e  S e r v i c e  ha s said could ultimately b e  worth $18  to 
2 5  billion i f applied  to all N or th  S l o p e  producers, lixxon a r gu es  that ultimate abandonment o f  costs o f  
Prudhoe Buy are d edtxxiM * lor fed eral ten y tm t 1977 th rou gh  1984 under federal tax Haw b e c a u s e  those 
claims -tce b o t h  (cuowahle and fix ed  (17mled States T a x  Count D ock ets  N o . 18618-89 and 18432-90), In  
D ec em b er  1994, t h e  A laska Oil A G a s  Assodaricm reoomnieadtod that th e state sboulld clarify wha iii 
m ight r eq i ir e  for t h e  abandonment o f  P rud ho e Bay. Ironically, E xxon  w as identified as t h e  lead  source 
fo r  tLrt rcoommaidali an (" A O G A  B riefin g P a p e r  L e a s e  Q osarc ,"  pr esen ted  to K n ow lo -U lm cr  
Tranaticti T e a m  D ec .  28 ,1994). T h e  blatant contradicticm b e tw e en  Exxon's position  in sepa ra te 
a t s a  is indicative o f  t b e  bin d  o f  iucon sistojcy that a m  contaminate pu blic  policy m ad e undei t h e  
c loak  c f  oovfidentiality.

A  secon d  ex am p le o f  p u blic  policy  a ba s es  H o u n d in g  b eh in d  t h e  v eil o f  arrfidentiality is 
(lie 1985 T A P S  tw i f f  a c t t fc u eo L  D o c  to coofidentiatity, k ey  d em en ts  o f  that sorry record  w er e  
not ava ila ble to t h e  p u t t i e  oatil a fter  th e setttan en t had  b e en  formally a pp ro v ed . I r i o o e  instance 
during t b e  latter s ta ges  o f  t b e  T A P S  saga , t h e  G o v ern o r  w as br i e fed  on an erron eou s d ocum en t that 
w a s m fcscquanly r em o v ed  from  ftfes  ami r ep la ced  w ith an altered docum en t, in a p p i e a t  violation 
o f  Alaska statutes, ( S e c  R k f u r i  A .  f i n e b c r g .  T h e  1965 T A P S  S et t l em en t  A  Q » t  Study  in t h e  
E ff ec t t  Of p w fidmrialitv nn Informrfirm A v^ laM c  to  D aasron  M aker* m  Oil and Q «  R e v en u e  
D ispu tes  (p repared  fo r  t b e  A laska  Sta te l egisla tu r e), F e b .  5 ,1990), p p .  30-36. F o r  a later study o f  
» T A P S  rtu taa en t d e f e c t  w ith  enormous stale and fed eral r ev en u e con sequ en c e*  thrl w a s nns-stawd 
aad th er efo r e o v cd o o k cd  during i h e  flaw ed  1985 sc td an eiH jev icw  pro c ess , s eeR iciisrd  A .
H a e b e r g ,  Hidden. gjUhuM ; T h e  T A P S  D R & R  P io v ia o u  fam crt pr epa r ed  fo r Stan S t ep h en s .
V a k k r ,  Alaska), A r * w *  2 1 .1992 -

6 See note 1, above.

7  A s  t h e  U .S . S u p r em e C ourt ba r  O bs erv ed , T t o p f c  d o  not demand infallibility from  1hrar 
instilutkms, bu t  it is diftkxdl fo r  th em  to  a c c ep t  w ha t th ey  a r e proh ibited  from  o t t er *  tug." (RicLiinoad 
N ew s p a p er s ,To e . v . Virginia, 448 U S .  5 5 5 ,5 72  [1980]; q u o t ed  ia M cm arandum  92-71. o p  a l . . c o v e r  
p a g e ) . T o  accom plish M s  w d l-io tcn hon ed  d esir e to  r ed u c e n eed l es s  litigation, the. ( j o r en v x  m igh t 
consider introducing legislation that pu ts m are informatioa cm th e pu blic  r ecord  — not less,
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WQ Barreb ptr dqy;

ftttliKtfca Furremt t<u:l!fti;iQlQIAJarialJ«iLaf KaiuralHttmtaal
(000 fcblt)

X w  £UM=z Pn/dhoe Kupanik Lislnnue Pt, McIntyre fuidicoll Milne 14. Other W.S0K fieaufnrt Total

1995 57.1 145 65 70 10 IU0 965 ClOObpJ
1996 510 120 60 65 0 125 ~ — 3  c* z  = = :  = 880 n

1997 460 100 55 60 125 800 1

1998 420 60 50 55 125 < s s s s s 2 s 4 » a s s v  . 730 H

1999 380 75 40 50 125 < s » o f £ S i ^ r z i ‘ S »  = 670 •ft

2000 340 63 30 45 120 < =: s  =  := s  s  =2 =  s  »  «  s 600 N

2001 300 55 20 40 115 < s a y * i s  = ii= = = ;r ;i; 530 n

2002 270 50 10 20 no 460 ft
2003 240 40 0 10 105 ^ S S B a C * l l A S 3  =  5 395 at

2004 210 35 0 100 345 n
200.5 180 30 95 < s  = s = sr. u x ■ s = a 303 •
2006 160 25 90 -3 B- S 275 8
2007 140 20 HO <=.;. = = = = = = =: = = = 240 f

2008 110 15 70 < s s s s s a s x s s s s 195 n

2009 80 10 60 < = aa= = s.xx = s s s 150 n

2010 50 0 50 <.* = ss. = 3 = = = 3 = = 3 100 ft

Tola! Barrels: 1.615.125 315,725 120,450 0 151.473 3,650 382,175 < e  = = i; a  e  = s  -  a  = = 2,78ft,660 ( W t b b

b'omttc: Alajka Depi of Naiuml Rê Mi/cos, "Iljjioncal and Projected Oil &. Gas Coiwumpliou," January 1985, p. 13 (Table 2.2; folinialed Availability of N. Slope Oil Tor Sale'.
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1990 Production Forecast fo r 1993-3010 (Alssk* Dupu of Nuluml Resource*)

(OOObbls)

Purarth Aura*1*?* ̂ 95

M e

'VQJBm.diJltLdM
Field =>. Prudhoe Kupuruk Lisbunie

1995 857 191) 37

1936 789 175 34

1997 726 150 31

1998 668 125 28

1999 614 105 25

2000 553 90 21

2001 498 75 19

2002 448 65 13

2003 403 55 9

20CW 363 45 5

2005 326 35 0

2006 284 30

21X17 247 25

2008 21S 20

2009 187 15

2010 [63 10

Total BArrrfci 2,679,465 <141,650

McIntyre Endicott Milne Pi. Niakuk

60 65 10 20

54 60 8 17

49 55 7 14

44 50 6 12

39 45 5 10

35 40 5 9

32 20 5 7

29 in 0 6

26 0 5

23 5

21 0

19
17
15
14
12

178,485 125,925 16,790 38,325

W.Sak neaufoil Total

12 1.251 000 bpd

12 1,149 n

25 1,057 n

25 958 «

50 0 B93 «

50 60 863 r>

75 51 785 ft

75 49 695 «

100 44 642 n

ICO 39 580 a

150 35 567 n

150 32 515 a

150 29 468 R

150 26 426 «

140 23 379 11

120 21 326 N

505.160 150380 | 4w 217.310~~(5cO W /fj]

Source: AIehVu  D ept of Natural Resources,
ces, "Historical utwJ Piujucted Oil & Gatt Consumption,1" January 1990. p. 10 (['Me. 22; Production I on-cast and A va



Table V.A
I QO S Prniiugtifl|« for IW -IO IO (A h itli flint. (if Nl tltft t l l t e f l m t t i

(000 bblfi>

RVMilTlt AiHOL-lfltCB V'15

ppaHamisptrdgy: 

In f  FUU ~ii Pludhoe

1995 980

19% 921

1997 857

1998 788

1999 717

2000 646

2001 581

2002 523

2WB 471

2004 423

2005 381

200b 343

2007 309

2008 278

2009 250

2010 225

Total Barreb*: 3,172,945

Kuparuk Uaburoc Pi. Mclatyrt Endicott Milne Pt

310 20 115 94 30

305 20 115 83 40

300 20 109 72 40

3U0 18 98 63 45

295 15 88 55 30

285 13 79 47 45

256 10 71 40 40

231 10 64 34 36

208 10 61 29 33

187 10 54 24 30

168 10 46 21 27

143 10 39 18 24

122 9 33 16 20

103 8 28 13 17

88 7 24 10 15

75 6 21 1?.

7232,240 71,540 381.425 225,935 183,960

Oilier W.Sak Beaufort Tow)

23 0 J.572 000 bpd

23 1,507 II

22 1,420 M

22
17334 M

19 0 1,239 ii

16 6 1,137 n

14 21 1.033 •

11 27 936 if

10 25 847 »

9 26 763

7 35 695 ft

6 59 642 a

5 58 572 n

49 4% n

41 435 n

35 374 p

68,255 139.430 0 L ^ 5 , 7 y . P j M
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JP85 North Slope Production Forecasl fo r 1986*94 v. Actual Production (A D N R )

(00) Barreli)
1965 I'radiii'Poii Fowm it (1)

B a u t lu tu lm
E kU i Prudhoe Kuparuk Usbume Pt. McIntyre Erdicolt Milne Pt, Oiher W.Sak DeriufoU Towl

1986 1,500 180 0 0 0 0 0 a s s c s s s 1,680 OOObjui
1987 1,475 180 75 0 30 30 < x sz^z: is t: u r  = c? 1,790 000 bp d
1988 1325 200 100 50 30 30 1.735 000 bpd
1989 1,175 2C0 120 100 25 50 <•= = ; a = a : ; s s : s 1,670 000 bpd
1990 1,050 200 120 100 20 50 < = = s: = s: = s  a  9  =. = * 1,540 000 b/ul
1991 950 2C0 120 100 IS 50 < s 3 c s s u a s s 2 ; s s 1.435 000b[itl
1992 850 2C0 90 100 13 SO 1,305 000 bpd
1993 750 200 75 83 10 50 1,170 COO bp tl
1994 650 170 70 75 10 50 < = = ti^:=: = ^  = = = 1.025 COO bpd

Total Barrel*; 3,549,615 631,450 281,050 0 222,630 56,575 131,400 4,873,750 m m
(FoiicbH)

A tlnalProduorinn (31

m u Prudhoe Kupfiruk Lisburne Pi. McIntyre Endicott Milne Pi, Oilier W.Sak Beaufort Total G
1986 1,539 260 10 0 13 1,822 OOObjxl rj
1987 1.608 284 46 24 0 1,962 OOObpii cw
1988 1,585 304 40 103 0 < « .=  = = =  s;ii = =;=;s = 2,033 000 bpd Ur
1989 1/427 297 41 98 5 < — -----==2 = S MS4 IS = 1,868 OOO bp J Ul

1990 1.340 294 43 106 18 ^ s  -  s  n 1,801 000 bpd
1991 1333 311 40 117 20 < ~ - ---.= r  = = n 1,822 OOO bpd uaa
1992 1,251 325 38 0 118 19 < 5 S S S 3 5 1 ; =r = 1,751 000bpd
1993 1,126 316 27 21 112 19 0 < 5 3 5 S s s r . 5 2 S r s 1,619 000 bpd
1994 1,024 305 22 97 97 18 9 <scs: = s: = t:=:==sc 1,572 000 bpd

fotal Barr* la; 4/165,457 983,919 111,941 42,857 282,405 40,899 3,463 S,930,941 000 Bbl
(A.ctuci)

(1) Alaska Dept of Natural Resource*, "Historical and Projected Oil £.<}« Consumption," January ISW, p. 13 (Table 2.2: Estimated Avnilabiiiiy of N. Slope Oil for Sale).
(2) Alaska Dept of Natural Resource*, "Historical arid Projected Oil & Cl is Cbmumptioa," Febrtuiy 1995 (la press), (Table 3: lliworieal Oil Production).
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North Slopt Production, 1986-1994: 1985 Forecast v. Actual

19Q6 ,

/  Actual Production 

1985 Forecast

1994

Source: Alaska Dopt. ot Natural Resources 
(See Table V,-4)
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BP EXPLORATION

M arch 3, 1995

Mr. R ichard  Fineberg 
P. O. Box 416 
Ester, A laska 99725

D ear Mr. Fineberg:

T h is  le tte r  is in re sp o n se  to y o u r req u es t d u rin g  ou r te le p h o n e  
conversation  o f February 15th. that I confirm  in w riting that BP does not 
in tend  to respond to your last se t o f questions regarding the com pany 's  
accounting  for its A laskan profits for the 1977-93 period.

The financial inform ation included  in John M organ's "Open L etter to the 
P eople o f A laska" was derived  from  the published financial sta tem en ts o f 
the S tandard  Oil C om pany and the B ritish  Petro leum  C om pany pic for 
the perio d  1977-93. It w as n ecessa ry  to restate  som e o f these da ta
because  Sohio and BP's resu lts  from  A laska operations are not repo rted  
se p a ra te ly  in the co m pan ies ' p u b lish e d  fin an c ia l s ta tem en ts. F o r th '2 
m ost p a rt th is re s ta te m e n t in v o lv e d  the sep ara te  id e n tif ic a tio n  th i  
p ro fits , cash flow and tax paym ents associa ted  w ith BP's share o f  TA PS 
and the separa tion  o f the com pan ies ' financial resu lts from  ex p lo ra tio n
and p roduction  in A laska from  those resu lts  in the rest o f the w orld . 
T h is  so u rce  da ta  was d e riv ed  in acc o rd an ce  w ith  g en era lly  a c c e p te d  
a c c o u n tin g  p rin c ip le s  and we b e liev e  it p rov ides a fa ir  b a s is  fo r
co m parison  with the financial resu lts  o f  o ther en terprises.

W e appreciate your interest in BP. H owever, we believe we have p rov ided  
to you  all the public in fo rm ation  av a ilab le  to our in v esto r and pub lic
c o n s titu en c ie s  and do not in tend  to p rov ide  add itional in fo rm ation .

Paul D. W essells
D irec to r o f Tax 

P D W /jp

cc: John  M organ
Jim  Palm er

BP Exploration (Alaska) Inc. 
900 East Benson 8oulevard 
P.O. Box 196612 
Anchorage, Alaska 99519-6612 
(907) 561-5111



Testim ony to th e  H our? Oil Sc G a s  C om m ittee on HB 207

Richard A. Fineberg 
Research Associates 

P.O. Box 416 
Ester, Alaska 99725

March IS , 1905

A, A strong substantive case Tor easing the s ta te ’s existing royalty relief 
provisions, as the A dm inistration proposes In HB 207, has yet to be 
m ad e.

At this point we appear to be making policy not on substantive information, but 

o d empty rhetoric. Consider production trends and profitability.

1. Production Trends. On reviewing North Slope production forecasts for 

1985, 1990 and 1995. a clear trend is evident the North Slope production decline, 

although real, consistently plays out in a more benign manner than forecasted. I f  you 

compare 1965 forecasts to the current forecast through 2010, you will find that we now' 

expect to produce 3.75 billion more hnrrcls of oil through 2010 than forecasted in  1985. 

Pul otherwise: Over the last ten years, the current tax and royalty regime has generated 

five years more o f production at two million barrels per day than was forecasted in •985. 

Every w o  years, we booked an additional year of forecasted production at TAPS' 

maximum um throughput This trend o f  increasing production (i.e .. slowed decline in 

production) was established in the face o f declining prices. Most imponamly, the 

phenomenon o f increasing production continues today, despite dire predictions by tho 

industry1 in the late 1980’s that wc had seen the last o f  such increases, i

2. Profitability. We are told repeatedly that "(tjhe target is to get Arco Alaska and 

BP Exploration to diver: exploration and production dollars from foreign areas and put 

them into marginal areas on the North S lo p e /2 But the dialogue is bereft cf facts. W c 

are being asked to buy (or trade away) a pig in a poke. The economics of North Slope 

production are unique and dimly understood. Areo’s North Slope profits are so unusual, 

in fact, that in considering the flight o f domestic capital in 1991, a First Boston report 

isolated Amo's results from other companies in a separate box. In that same study, BP

1 B a s ed  on D e p t  of Natural X e s o u r u s  fo r eca s ts  ( s e e :  R ich a rd  A. Fineberg. Alaska Vnnh Slop* 
Production Prospect Preliminary Analysis (a report p r ep a r ed  for th e  S'orthtra Alaska 
Environm ental C en ter , e t  al.l. F e b .  2 2 , 1995).

2 T a p p i n g  N ew  Oil," .A n chora ge T im e s .  March 2. 1975. p. B-7.
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w as alone among the i.itcmauonals m bucking the trend of greater returns overseas than 

in the U .S.3 In Alaska, we just don l get it. Consider the color, front-page graph tn the 

Anchorage Datlv News last spring showing a slide in Arco Alaska's profits from $700 

million in 1990 to $225 million in 1993. The graph excluded Arco's Alaska pipeline 

profits, estimated at over $100 million per year. Even more important, the accompanying 

story failed to note that in 1993 Arco's Lowcr-48 and overseas production endeavors !qsj 

$ 180 million. Far from being a millstooe around Arco's neck, from this perspective 

Alaska appears to be Arco's lifcboaL

In fact, N. Slope profitability is apparently sufficient to induce the consistent 

production increases (i.e., slowed decline) identified above. Bui the public dialogue in 

this area is blunted because North Slope producers steadfastly refuse to disclose 

information lhal would justify its petition for royalty relief and other goodies.*

B. HB 207 contains serious structural defects

1. I believe that it is not wise to grant royalty reduction without 

providing for dear and unambiguous darification on th$ public record of the necessity' for 

that assistance. Instead of m a k i n g  the case for royalty relief public, the bill calls for the 

crucial information to be h d d  confidential at tbe request of the lessee. In a 1992 

decision, the Alaska judge who has probably reviewed more confidential oil industry* 

docum ents than any other ruled that the producer's efforts to bar public access to 

documents baich-siampod *0 0 IifidcRtial,  without review both unwarranted and contrary 

to the public interest.5 It has been dearly and convincingly documented in other North 

Slope revenue disputes that public policy evils flourish where confidentiality erodes the

3 F in t  B o s ton  E qu ity  R e s ea r c h , " A ssess in g th e D om es t i c  O peration s o f  International Oil 
C om pan ies : E x p l o r i n g  t h e  E x o d u s  o f  Capital," S e p t em b e r  5 , 1991. p p . 2-13. ( S e e  R ichard A . 
R n c b e r g ,  N or th  S l o p e  F r r fu .  ^  p r oduction  P ro ep e c u  [prepared  fo r  th e .Alaska State L egisla tu re] .
N o v .  12. 1991, p p .  2 > 2 7 .)

** L a s t  M ay , in an "Open L e t t e r  to t h e  P e o p l e  o f  Alaska" pu b l i s h ed  in major Alaskan n ew spa p er s , B P  
.A laska P r«  d en t John  .V Iorg-m  statad that B P  has paid  m ore in tax es and royalties than it b n  taken out 
in p ro fi ts  or c a sh  flow . T h i s  statem en t [lies in th e  fa c e  o f  e v e r y  pu blic  stud)- o f  w hich  1 am aware. B P  
ha s  r e fu s ed  r e p ea t ed  r equ es ts  to  put cm t h e  pu blic  r ecord  information that w ou ld  substantiate its 
( s e e  a tta ch ed  letters)

5 "M em orandum  Opin ion and O rd er  N o . 92-71 (D en y in g M otion s b y  B P  Expiun ticn  [Alaska], Inc. 
fo r  C on tin u ed  in cam era  T r ea tm en t  o f  C ertain D ocum en ts  in C ourt R courd ).* A N 3  Royalty Litigation ,
1 JU  7 7 -8 4 7  C iv il . M ay  2 7 , 1992 (19  p p . ) . The coun  sp ecd ic elly  r e fu s ed  to bo ld  material confidential 
m er ely  at t h e  r eq u es t  o f  the industry b e c a u s e  'the public'! r igh t to kn ow  w ha t t b e  ev o ca tiv e bran ch  is 
a b o u t*  out w d g h w d  th e mdnjiry'# s p ecu la tiv e assertion o f  p o s s i b l e  d am a ge resulting from  (h e  r d ea t e  o f  
in form ation  a bo u t  its bu sin ess .
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checks and balances ard  balances that normally protect the public intercci and keep the 
public process on a steady course.6

2. At this time the terms "economically feasible' and 'commercially 

viable" ~ie the subject of some dispute in the public policy arena, while the term "best 

interest" is, at best, an overly broad term.

3. In my estimation, no valid public purpose is served by granting relief 

without appealability.

C . The current approach to  incentives is flawed.

In the policy arena, where the mission is to protect the public interest in 

both the revenue stream and the environment, industry desires must be balanced against 

these concerns. To do '.his, measures such as royalty relief should be viewed in their 

broad administrative and economic context. Two factors here arc particularly worth 

noting: The companies that bid on these leases did so with the expectation that they 

would pay the nominal royalty they now wish to reduce. Second, producers look at the 

bottom line. To effect balanced public policy, it is necessary to consider measures such

6 la  « o u t s i t  c a s e  w h o s e  very  ex i s t en c e  w ou ld  b e  h idd en  from  t b e  p u b l i c  h id  E x x on  C o rp . not hw w  
r equ ir ed  to m a k e s om e d ocum en ts p u b l i c  in t b e  U n ited  S ta l e s  T a x  C o u n . E xxon  is a sk in g fo r  
r etroa c tiv e tax d eduction * that t h e  Internal R e v en u e  S e r v i c e  ha s u id  cou ld  ultirruady b e  w or th  S18  to  
2 5  billion if a pp li ed  to all N orth  S l o p e  p rod u c ers . E x x on  a r gu e*  that u ltimate  abandonm en t o f  co s ts  o f  
P n id bo e Bay are d ed u ctib l e for federal tax years 19 77  th r o u gh  1984under fed era l tax law  b e c a m e  t h o s e  
d a im s are bo th  kn ow ah lc  and fi x ed  (U n it ed  S ta tes  T a x  C ou r t D o c k e t s  N o . 18618-89 and 18432-90). Ia  
D e c em b e r  1994, t b e  A la sk a  Oil & G ju  A sso cia tion  r ec om m en d ed  that t h e  state shou ld  clarify w ha t h  
m igh t  r equ ir e far t h e  ta n d u m o cn t o f  f t u d h o e  Bay. Ir c a c a l ly , E x x on  w a s  identified as t h e  lead  so u r c e 
fo r  that reonmroenriatioo (" A O G A  B r i e fin g  Paper: L e a s e  C lo s u r e/  p r es en ted  to K n o w l es - I la s er  
Transition  T em n  D ec .  28 ,1994). T h e  blatant contradiction b e t w e e n  E x x on ’s position  in s ep a ra t e 
arenas is indicative o f  t h e  kind o f  sk u l ld u ggery  that u k r s  p la c e  un d er t h e  dostk o f  confidentiality.

A  s econ d  ex am p l e  o f  p u b l i c  po licy  a bu s es  flourishing b eh in d  t h e  v eil  of confidentiality is th e  
1985 T .A f  .1 (anti settlem en t- D u e  to c o n f  dentisliry, k ey  el em en ts  o f  that sorry record  w e r e  not 
a va ila ble to  th e  p u b o c  until t f t er  t h e  s ettl em en t h ad  b e e n  form ally a p p r o v ed . In  o o e  instance durin g 
t b e  l in er  s ta g es  o f  th e T A P i -  sa g* , th e  G o v er n o r  w a s b r i e f ed  an  an erron eou s  d ocum en t that w as 
su bs equ en tly  r em o v ed  front files J e d  r ep la c ed  w ith  an altered  d ocum en t, in apparen t violation c f  A la sk a  
statu tes. ( S e e  R ichard  A .  F n e b e r g .  T h e  1985 T A P S  S et t l em en t: A  C a s e  S tudy  in t h e  E f f e c t s  o f  
Confidentiality on  Information A v a i l a b l e  to  D ecision  M ak er r  in Oil en d  G a s R e v c p u e  D iupm ea  
(p r ep a r ed  for t h e  Alaska S ta t e  L e g i s l a tu r e ) .  F e b .  5 .1 990 ), p p .  30 -36 . F o r  a  later study o f  a  T A P S  
settlem en t d e f e c t  with en orm ous state and fed era l r ev en u e  c on s eq u en c es  that was mis-stased and 
con sequ en tly  o v er lo o k ed  during ( h e  H a w ed  1985 settlem en t r e v i ew  p r o c es s , s e e  R ichard  A , F in eb er g ,  
H id d en  Billions: T h e  T A P S  D R & R  Provision  (r eport p r ep a r ed  fo r  Stan  S t ep h en s , V a ld ez , A la sk a ). 
A u g u s t  21, 1992.
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as royalty relief in the context of the tax and pipeline regulotorv regimes, where powerful 

inccntix cs for development of marginal uclds already exist.

In the tax regime, Milne Point, Niakuk, Lisbum e and several satellite Helds are 

already virtually exempt from production taxes at current prices, thanks to the working of 

the modified Economic Limit Factor (FLF) the industry so staunchly opposed in 1989.

Regarding pipciiiMS: There was discussion in committee Wednecday of BP's 

success al M ilne Point without royalty relief. One might ask, why is BP was increasing 

production at Milne Point when Conoco (who traded the property to BP in 1993) 

apparently could not make a go of it? The most obvious difference between the two 

companies is this: Conoco was the lone North Slope field operator that did not share 

ownership of TAPS. Consequently, Conoco paid BP approximately S1.00 per barrel in 

pipeline profits for every barrel of oil that it produced. While discussion of pipeline 

economics is beyond the scope of this hearing, I submit that one of the most important 

factors affecting North Slope development may be the control and operation of TAPS.

D. Concluding Remarks

It is self-evident that any bill that increases industry revenue at the expense of the 

State Treasury' will tend to stimulate production. T he industry will, o f course, advocate 

such a measure. But ev en if the rather astounding provision that automatically grants 

confidentiality at lessee (producer) request were removed or replaced with language that 

guarantees public access to information necessary to  evaluation of public policy, it 

remains to be demonstniied that this legislation is necessary’, o r that it reflects the wise 

stewardship of public resources mandated by the Alaska Constitution.

In view of the w-ill-documented history of abuses o f  confidentiality that have 

found their way into the public record, it makes little sense to allow the lessees, at thetr 

owm initiative, to prevent these materials from seeing the light of day.7 Were that defect 

corrected, the case for the proposed incentiv es would have yet to be made.

7  A s  l i e  U .S .  S u p r em e  C o u u  ha s o b s e r v e d ,  " P eo p l e d o  not d em an d  infallibility from  their 
Institutions, b u t  it is d ifficu lt f o r  th em  to a c c e p t  w ha i th ey  a rc p r o h i b i t ed  from  o b s er v in g .* (R ichm ond  
N ew s p a p e r s ,  inc. v . V irgin ia . 448  U .S . 5 5 S , 5 7 2  [1980]; q u o t ed  in M em oran dum  92 -71 , o p  a t . , c o v er  
p a g e )  T o  a c rom p iir b  his u d ] -in u n tioa od  d o eirc  to r ed u c e  o o c d t c u  litigation, i h e  G overn or  m igh t 
c on sid er  in troducin g tcgii/a tioo  that p u tt m o r e information on  t h e  p u b l i c  r ecord  — not less.



F r o m  t h e  d e s k  o f  Richard A. Fineberg P.O. Box 416
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Rerum Receipt Requested

January 17, 1995
John C. Morgan, President 
BP Exploration
P.O. Box 196612 fCOPYl
900 E. Benson Blvd.
Anchorage, Alaska 99519-6612

Dear Mr. Morgan:

More than seven months after I wrote you concerning assertions about North 
Slope profits you published in various Alaska newspapers in a May 12 "Open Letter to the 
People o f Alaska," I am still waiting for substantive reply. In that open letter, you stated:

BP has paid $20 billion to the state in taxes and royalties since 1977. This 
exceeds our total profits and cash flow  from Alaska fo r  the period.

Your statement appears to contradict all systematic published analyses o f North Slope 
profitability o f which I am aware.1 I therefore asked you May 14 to document your claim. 
To help identify the differences in existing estimates, I submitted my year-by-year 
breakdown of estimated production and pipeline profits and a line-by-line worksheet 
establishing the basis tor my most recent (1993) profit estimates. I requested your 
equivalent figures, as well as your analysis o f the significant differences.

You responded July 14 with a short letter repeating that BP paid more in taxes and 
royalties than it earned in Alaska from 1977 through 1993. You lowered your estimated 
state taxes and royalty payments to $19.3 billion, which you compared to "after tax book 
income for Alaska in 1977-93" of $17.6 billion. You also stated that BP disagrees with my 
figures and those of a 1989 profitability study by Edward Deakin, C.P.A., then Price- 
W aterhouse Professor o f Petroleum Accounting, University of Texas. For the second 
time, on July 25 1 requested substantive information, noting that your letter did not 
provided documentation for your revised numbers or deal with the specific differences 
between your figures and the two tables I had presented. I received no response.

Careful analysis indicates that the North Slope continues to be one o f the most 
profitable industrial ventures in the United States. Following my letters o f May 14 and 
July 25, 1994, again I ask your cooperation in providing the public with accurate, 
sourceable data capable of supporting intelligent public policy debate on North Slope 
development policy.

Sincerely,

Richard A. Fineberg

1 For example: Dealrin (1989). Oil Industry Profitability in Alaska. 1969-1987. p .2 11969-87 industry 
profit $42.6 billion, state share S29 3 billion): Legislative Research Agency (1993), Distribution o f Income 
from Alaska Oil and Gas Operation! . .  .. p, 14 (1985 industry net income S5.6 billion, state net revenue 
$3.3 billion); Fineberg (1992), p. 43, Alaska North Slope Oil Profits . . .  (1991 West Coast: industry 
profits $4.95 per barrel, state share $3.82); Wilson-Gillette (1994), Consequences o f Exporting .Alaska 
Crude O il, p. 36 (April 1994 West Coast major field wellhead profits $2.66 per barrel, state stare $2.63 
[excludes estimated TAPS industry profits o f $1.00 per barrel v. state taxes o f approximately $0.30]),
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T estim o n y  to the H ouse F inance C om m ittee  on CSHB 207(R ES)

Richard A. Fineberg 
Research Associates 

P.O. Box 416 
Ester, Alaska 99725

April 5. 1995

A. A s tro n g  su b stan tiv e  case for easing the s ta te 's  existing royalty  re lief 
p ro v is io n s , as p roposed  in all versions o f HB 207 to d a te , has yet to be 
m a d e .

I. Production Trends. On reviewing state North Slope production forecasts for 

1985, 1990 and 1995, a clear trend is evident: the North Slope production decline, 

although real, consistently plays out in a more benign manner than forecasted. 

Comparing 1985 forecasts to the current forecast through 2010, you will find that we 

now expect to produce 3.75 billion more barrels of oil through 2010 than forecasted in 

1985. Put otherwise: Over the last ten years, the current tax and royalty regime has 

generated five years more of production at two million barrels per day than was 

forecasted in 1985. Every two years, we booked an additional year of forecasted 

production at TAPS' maximum throughput. This trend of increasing production (1^, 

slowed decline in production) was established under the current tax and royalty regime 

and in the face o f declining prices. This phenomenon o f increasing production continues 

today, despite dire predictions by the industry in the late 1980's that we had seen the last 

o f such increases.1

2. Comments on Production Trends. Reviewing the data presented above, one 

analyst commented that these data suggest that "[forecasters tend] to under-forecast 

production from large, well-known fields and overestimate the production from smaller 

or undeveloped fields."2 The commentator looked only at historical data; to extrapolate 

from past data alone may over-weight the assumption that the future will be like the past. 

Because long-range forecasting is a risky business (that's one of the reasons forecasters 

tend to build in conservatism), I shortened my time-frame to consider production forecast 

totals through the year 2000. Regrouped Table l-A, attached, covers 1985 through 2000

1 See attached tables V -l through V-4 and graphs V -l through V-4 summarizing Dept, o f Natural 
Resources forecasts (Richard A. Fineberg, Alaska North Slope Production Prospects: Preliminary 
Analysis [a report prepared for the Northern Alaska Environmental Center, et al.1. Feb. 22, 1995).

2 Alaska Budget Report. 3/22)95, pp. 3-4.
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and suggests that state forecasters tend to under-forecast production from producing 

fields but over-estimate production from some undiscovered or undeveloped fields.

The regrouped analysis indicates that of the five major fields producing now that were 

recognized in 1985, four showed increases in real and forecasted production, while only 

one —  Lisburne —  showed decline. Another significant point emerges from the 

regrouping: The overestimation of undeveloped fields for this period was almost 

balanced by the underestimation of Pt. McIntyre, which was developed without royalty 

relief. This discussion indicates the importance of choosing carefully the parameters of 

analysis. For example, I chose 1985, 1990 and 1995 for forecast analysis because it 

gave me two completed five-year blocks of production data, starting with the last year 

before oil prices crash. If a strong, substantive case for royalty relief is to be made, I 

believe these basic data indicate that a much closer look should be taken at the potential 

production and revenue effects of royalty relief on specific prospects such as Badami, 

North Star and West Sak ,

3. Profitability. We are told repeatedly that "[t]he target is to get Arco Alaska and 

BP Exploration to divert exploration and production dollars from foreign areas and put 

them into marginal areas on the North Slope."3 This dialogue is wierdly bereft o f facts. 

Alaska's interaction with its meal-ticket and the economics of North Slope production are 

unique and dimly understood. Arco's North Slope profits are so unusual, in fact, that in 

considering the flight of domestic capital in 1991, a First Boston report isolated Arco's 

results from other companies in a separate box. In that same study, BP was alone among 

the internationals in bucking the trend of greater returns overseas than in the U.S.4 In 

Alaska, we just don't get it. Consider the big, front-page presentation in the Anchorage 

Daily News last spring, one of many on the hard times theme. That one had a color 

graph showing a slide in Arco Alaska's profits from $700 million in 1990 to $225 million 

in 1993. The graph excluded Arco’s Alaska pipeline profits, estimated at over $100 

million per year. Even more important, the story failed to note that in 1993 Arco's 

Lower-48 and overseas production endeavors fos£ $180 million. Far from being a 

millstone around Arco's neck, from this perspective Alaska appears to be Arco's lifeboat.

3 "Tapping New Oil," Anchorage Times. March 2, 1995, p. B-7.

4 First Boston Equity Research, "Assessing the Domestic Operations o f International Oil 
Companies: Explaining the Exodus o f Capital," September 5, 1991, pp. 2-13. (See Richard A. 
Fineberg, North Slope Profits and Production Prospects [prepared for the Alaska Siate Legislature). 
Nov. 12, 1992, pp. 25-27.)



In fact, N. Slope profitability is apparently sufficient to induce the consistent 

production increases (i.e., slowed decline) identified above. But the public dialogue in 

this area is blunted because North Slope producers steadfastly refuse to disclose 

information that would justify its position.5
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B. HB 207 co n ta in s  se rio u s  s tru c tu ra l  defects

I believe it is unwise to grant royalty reduction without providing for clear and 

unambiguous clarification on the public record of the necessity for that assistance. 

Instead, CSHB 207 (RES) deliberately shields the actions of the Commissioner ot 

Natural Resources from the public review that normally safeguards the public interest 

provisions giving the Commissioner of Natural Resources new powers to grant royalty 

relief that are ill-conceived and unprecedented. It has been clearly and convincingly 

documented in other North Slope revenue disputes that public policy evils flourish where 

confidentiality erodes the checks and balances and balances that normally protect the 

public interest and keep the public process on a steady course.6

5 Last May, in an "Open Letter to the People o f Alaska" published in major Alaskan newspapers, BP 
Alaska President John Morgan stated that BP has paid more in taxes and royalties than it has taken out 
in profits or cash flow. This statement flies in the face o f every public study o f which 1 am av/are. BP 
has refused repeated requests to put on the public record information that would substantiate its claim. 
(See attached correspondence; in 1992 and again in 1993, the importance o f BP's refusal to provide clear 
public data on its North Slope operations were clearly delineated for the Legislature in my 1992 report, 
North Slope Profits and Production Prospects [prepared under contract to the Senate Finance 
Committee), Nov. 12, 1992, and by the Legislative Research Agency, Distribution o f Income from 
Alaska Oil and Gas Operations . . . fReport No. 93.0011. Sept. 15, 1993.)
6 In a current case whose very existence would be hidden from the public had Exxon Corp. not been 
required to make some documents public in the United States Tax Coun, Exxon is asking for 
retroactive tax deductions that the Internal Revenue Service has said could ultimately be wonh $18 to 
25 billion if applied to all North Slope producers. Exxon argues that ultimate abandonment o f costs o f 
Prudhoe Bay are deductible for federal tax years 1977 through 1984 under federal tax law because those 
claims are both knowabie and fixed (United States Tax Court Dockets No. 18618-89 and 18432-90.. In 
December 1994, the Alaska Oil & Gas Association recommended that the state should clarify what it 
might require for the abandonment o f Prudhoe Bay. Ironically, Exxon was identified as the lead source 
for that recommendation ("AOGA Briefing Paper: Lease Closure," presented to Knowles-Ulmer 
Transition Team Dec. 28, 1994). The blatant contradiction between Exxon's position in separate 
arenas is indicative o f the kind o f games that takes place under the cloak o f confidentiality.

A second example o f public policy abuses flourishing behind the veil o f confidentiality is the 
1985 TAPS tariff settlement. Due to confidentiality, key elements o f that sorry record were not 
available to the public until after the settlement had been formally approved. In one instance during 
the latter stages o f the TAPS saga, the Governor was briefed on an erroneous document that was 
subsequently removed from files and replaced with an altered document, in apparent violation o f Alaska 
statutes. (See Richard A. Fineberg, The 1985 TAPS Settlement: A Case Study ia the Effects_gf 
Confidentiality on Information Available to Decision Makers in Oil and Gas Revenue.D isputes 
(prepared for the Alaska State Legislature), Feb. 5, 1990), pp. 30-36. For a later study o f a TAPS 
settlement defect with enormous state and federal revenue consequences that was mis-stated and 
consequently overlooked during the flawed 1985 settlement review process, see Richard A. Fineberg,
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1. Procedures for Rovaltv Relief Should Be Clearly Framed and the Need 

for Rovaltv Relief Should Be Clear to the Owners of the Resource. (C S H B  

2 0 7 [R E S ] Page 2, lin e  1 .) Particularly in view of the production trends discused 

above and the fact that industry statements about profitability fly in the face of every 

published report of which I am aware,7 the process, the criteria and the case for 

royalty relief should be clearly defined and the case should be part of the public 

record. This bill does the opposite. For example, where the existing statute 

requires regulations to make procedures clear, this bill removes that requirement.

2. Economic Considerations Should Include Analysis of Pipeline Profits. 

(C S H B  207[R E S ], Pag e 3, lin e s 2 -7 .) This bill mandates consideration o f factors 

such as capital investment in the field but may be read to exclude investment in 

pipelines, which are a major factor affecting both the development of new fields and 

the continued production in existing fields. Moreover, guaranteed profits to the 

pipeline owners are a significant factor influencing production decisions that this 

language arguably requires the Commissioner to ignore. You may choose to 

ignore this important aspect of North Slope production economics; prospective 

producers will not.

3. Blanket Confidentiality. (C S H B  207[R E S ], Pag e 3, lin e s 2 3 -2 4 .) The 

requirement that the Commissioner shall hold application material confidential at 

industry request contravenes the state's sunshine laws, common sense and 

jurisprudence. The Alaska judge who has probably reviewed more oil industry 

documents than any other has ruled against blanket grants o f confidentiality on 

industry request. In view of the clearly established right of the public to know 

what its officials are doing, he said, the industry should make a showing that it is

Hidden Billions; The TAPS D R & R  Provision (report prepared for Stan Stephens, Valdez, Alaska), 
August 21, 1992.

7 See: Deakin (1989), Oil Industry Profitability in Alaska. 1969 through 1987, p.2 (industry 
profit S42.6 billion, state share $29.3 billion); Legislative Research Agency (1993), Distribution 
o f Income from Alaska Oil and Gas Operations . . . . p. 14 (1985 industry net income $5.6 billion, 
1985 state net revenue $3.3 billion); Fineberg (1992), p. 43, Alaska North Slope Oil P ro fits . . . 
(1991 West Coast industry profits $4.95 per barrel, state share $3.82); Wilson-Gillette (1994), 
Consequences o f Exporting Alaska Crude O il, p. 36 (April 1994 West Coast major field wellhead 
profits $2.66 per barrel, state share $2.63 per barrel [excludes estimated TAPS industry profits o f 
$1.00 per barTel v, state taxes o f approximately $0.30 per barrel]).



necessary to hold documents confidential.8 As recently as 1990, after cai t'ul 

review in three committees and despite strong industry opposition, the Alaska State 

House voted unanimously to prohibit oil and gas settlements from extending 

confidentiality beyond that already required by law.9 This bill reverses both 

precedents.

4. Contractor Analysis. (C S H B  207[R E S ], Page 3, lin e  25 through Page 

4 , lin e  1 .) Apparently throwing in the towel on a 20-year endeavor to attain the 

expertise in the state system to protect the public interest in the inevitable dialogue 

between the industry and the stewards of the public interest, this bill sets up an 

unprecedented system in which the Commissioner will rely instead on a contractor 

to the industry.

5. Judicial Review. (C S H B  207[R E S ], Page 4 , lin e  31 through Page 5, 

lin e  I .)  It is easy to see why the industry would like to remove judicial review; in 

view of the long history of increased revenues the state has obtained through the 

courts, one wonders why the stewards of public resources would recommend this 

course of action.

C. T he c u r re n t  ap p ro ac h  to incentives is flaw ed.

In the policy arena, where the mission is to protect the public interest in both the 

revenue stream and the environment, industry desires must be balanced against these 

concerns. It is self-evident that any bill that increases industry revenue at the expense of 

the State Treasury will tend to stimulate production. The industry will, o f course, 

advocate such a measure. But even if the startling provision that automatically grants 

confidentiality at lessee (producer) request were removed or replaced with language

F in e b e r g  /  T e s t im o n y  o n  H B  207 , C S H B  2 0 7 (R e s )
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8 The court specifically refused to hold material confidential merely at the request o f the industry, 
without a showing for the need for confidentiality, because "the public's right to know what the 
executive branch is about" outweighed the industry's speculative assertion o f possible damage 
resulting from the release o f information about its business. "Memorandum Opinion and Order 
No. 92-71 (Denying Motions by BP Exploration [Alaska], Inc. for Continued in camera Treatment 
o f Certain Documents in Court Record)," ANS Royalty Litigation, 1JU-77-847 Civil, May 27, 
1992 (19 pp.). The judge reaffirmed that order last month. "Order [Denying Motions to File 
Documents Under Seal]", ANS Royalty Litigation. 1JU-77-847 Civil, March 20, 1995.

9 HB 541, 1990. Majorit, and minority members o f ihe current House Finance Committee voted 
for the provision limiting settlement confidentiality.



that guarantees public access to information necessary to evaluation o f public policy, it 

remains to be demonstrated that this legislation is necessary, or that it reflects the wise 

stewardship of public resources mandated by the Alaska Constitution. In view of the 

well-documented history of abuses of confidentiality that have found their way into the 

public record, it makes little sense to allow the lessees, at their own initiative, to prevent 

these materials from seeing the light of day.10

Even if the defects discussed above were corrected, the case for the proposed 

incentives would have yet to be made.
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A p r i l  5 . 1 9 9 5  (P a g e  6 )

As the U.S. Supreme Court has observed, "People do not demand infallibility from their 
institutions, but it is difficult for them to accept what they are prohibited from observing." (Richmond 
Newspapers, Inc. v. Virginia, 448 U.S. 555, 572 [1980]; quoted in Memorandum 92-71, op, cit.. cover 
page). To accomplish the Governor's well-intentioned desire to reduce needless litigation, the 
Legislature might consider introducing legislation that puts more information on the public record —  
not less.



Tabic V.-l.

QQQJlaa.chsiLdpyi

Bs5sar£h-Asaocial«a_2/25

1985 Production Forecast for 1995-2010 /Alaska Dept. ofNalural Resources)
(000 bbls)

£cflc ELd(L=.i. Pnidlioc Kuparuk I jsbunie Pt. Mclntyic pjulicoll Milne Pt. Other W.Sak Beaufort Total

1995 575 145 65 70 10 100 < = = = = = = = = ._ = = 965 000 b/>d

1996 510 120 60 65 0 125 <============ 880

1997 460 100 55 60 125 <============ 800

1998 *120 80 50 55 125 <= =========== 730

1999 380 75 40 50 125 <============ 670

2000 340 65 30 45 120 <============ (>00

2(K)I 300 55 20 40 115 < = = = = = = =: = = = = = 530

2(H)2 270 50 10 20 110 <============ 460

2(KH 2*10 *10 0 10 105 <============ 395

2001 210 35 0 100 <============ 345

2(K)5 180 30 95 <============ 305

2(KX> 160 25 90 <============ 275

2(K)7 1*10 20 80 < = =========== 240

2(KI8 lit) 15 70 <============ 195

7W) 80 10 60 <============ 150

2010 50 0 50 <============ 100

Total Barrels: 1,615.125 315.725 120.450 0 151,475 3,650 582.175 < = = _ _ _ = _ ==_ = _ i 2,788,600 (000 bbls.) I

Source: Alaska !X*pl of Natural Resources. "Historical and Projected Oil & (las Consumption." January 1985. p. 13 (Table 2.2 Estimated Availability of N. Slope Oil l or Sale).
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(090 Production Forecast tor 1995-2010 (Alaska Dept of Natural Resources)

(000 bills)

Research As50ciatci_2/25

OQd Roads jieLdaxi

1'cqc Eif.lsL=> I'ludlroc Kuparuk I.isbume Pt McIntyre Endicott Milne I t

1995 857 190 37 60 65 10

1996 789 175 34 54 60 8

1997 726 150 31 49 55 7

1998 668 125 28 -14 50 6

1999 614 105 25 39 45 5

2<XX) 553 90 21 35 40 5

2001 498 75 19 32 20 5

2(X12 418 65 13 29 10 0

2(XU -103 55 9 26 0

2(XH 363 45 5 23

2(X)5 326 35 0 21

2(X)6 28) 30 19

2tX)7 2-17 25 17

2(X)8 215 20 15

2009 187 15 14

2010 163 10 12

Tolol Ila rrc ls : 2,679,<165 441,650 81,030 178,-185 125,925 16,790

Niakuk W.Sak Beaufort Total

20 12 1,251

17 12 1,149

14 25 1,057

12 25 958

10 50 0 893

9 50 60 863

7 75 51 785

6 75 49 695

5 100 44 6-12

5 100 39 580

0 150 35 567

150 32 515

150 29 468

150 26 426

140 23 379

120 21 326

3 8 3 2 5  505.160 150380 1 4,217,210 (000 bbls.)]

ource: Alaska D ept <>f Natural Resources, "Historical and l*r jcetedO il & (lasC onsum ption," January 1990, p. i0 (T « b !cZ 2 : Production I-.
'dttpmI .inti Available I^ovnllv Oil).
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1095 Production Forecast for 1995-2010 (Alnskn lfrpl, ttf Natural KttflMCSial

(000 bbls)

Research Associates 2/95

QQQ. Bauch pjLL.doy.1

Lean £i«/(L=;> Ft ud hoe Kuparuk Ijshurnu ft McIntyre Endicott Milne lY Other W.Sak

1995 980 310 20 115 94 30 23

1996 921 305 20 1)5 83 40 23

1997 857 300 20 109 72 40 22

1998 788 300 18 98 63 45 22
01999 717 295 15 88 55 50 19

2(XK) 646 285 13 79 47 45 16 6

2<X)1 581 256 10 71 40 40 14 21

2(X>2 523 231 10 64 34 36 II 27

2(X).3 471 208 10 61 29 33 10 25

2(XM 423 187 10 5-1 24 30 9 26

2(X)5 381 168 10 46 2! 27 7 35

2(XXi 343 143 10 39 18 21 6 59

2(XI7 309 122 9 33 16 20 5 58

2(X« 278 103 8 28 13 17 49

2(X)9 250 88 7 24 10 15 41

2010 225 75 6 21 12 35

Total Hairels: 3,172.945 1.232.240 71,540 381.425 225.935 183.960 68,255 139.430

Total

1.572 000 bpd 

1.507 
1/120 
U31 
1.239 
1.137

1.033
936
847
763
695
612
572
496
435
374

0 | 5,475,730 (000 bbh.)

Source: Alaska l>pl of Natural Resources. "I lislorical ami ftojccled Oil A das Consumption.- February 1995 (in press). (Table 2A: Fa.tim.ted Availability of N. Slope Oil For Sale).



Tnlde V.-4.
1985 N o r t h  S l o p e  P r o d u c t i o n  F o r e c a s t  f o r  1986 -94  v . A c t u a l  P r o d u c t i o n  ( A D N R )

(000 Dor,eh)

Research Associates 2/95

1985 Production Forecast (1)

Qnafkvustsa;

iik ld ; Prudhoe Kupnnik l.ishum e Pt McIntyre Endicott

1986 1,5(X) 180 (I 0 0

1987 1,475 180 75 0

1988 1.325 200 KK) 50

1989 1.175 2(X) 120 too

1990 1,050 2(X) 120 100

1991 950 120 l(X)

1992 850 '  ■, 90 1(X)

1993 750 2(k; 75 85

1991 650 170 70 75

Tolnl HniTels: 3,519,625 631.450 281.050 0 222.650

|><

KMu.. Prudhoe Kupnnik 1jshurne I’l McIntyre lindicolt

1986 1.539 260 10 0
1987 1,608 281 46 21
1988 1.585 301 40 103
1989 1.427 297 41 98
1990 1.310 294 43 i(16
1991 1.333 311 40 117
1992 1.251 325 38 0 118
1993 1.126 316 27 21 112
1994 1,024 305 22 97 97

Tolnl Barrels: 4,465.457 983,919 111.941 42.857 282.405

Milne Pt. Other W.Sak. Beaufort Total

0 0 < = = ^ = = = = = = = = = 1,680 000 bpd

30 30 < = = = = = = = = = = = = 1.790 000 bpd

30 30 < = = = = = = = = = = = = 1,735 000 bpd

25 50 < = = = _ = = = = = = = = 1.670 000 bpd

20 50 < = = = = = = = = = = = = I.SI0 000 bpd

15 50 1,435 (XX) bpd

15 50 < —  = _ = = —  = —  = 1,305 000 bpd

10 50 < = = = = = = = = = = = = 1.170 000 bpd

10 50 < = = = = = = = = = = = = 1.025 000 bpd

56.575 131,400 <============ 4.872,750 000 Ubt.
(Forecast)

Milne IT Other W.Sak Beaufort Total

13 <_ = = ----------= - = - 1,822 000 bpd

0 <============ 1,962 000 bpd

0 <============ 2,033 000 bpd

5 <============ 1.868 000 bpd

18 < = —  = = = = _ = _ = _ 1,801 (XX) bpd

20 < = = = = = = = = = = = =. 1.822 000 bpd

19 < = ==: — =:— =--------- 1.751 000 bpd

19 0 <============ 1.619 000 bpd

18 9 <============ 1,572 000 bpd

-10.899 3.463 5,930,941 ooo nhL
(Actual)

(1) Alaska Dept of Natural Resources, "Historical and Projected Oil & (ins Onnsumplion," January 1985, p. 13 (I able 2.2: ITslimalcd Availability of N. Slope Oil For Stic).
(2) Alaska Dept of Natural Resources, "Historical and Projected Oil & Has Consumption." February 1995 (in press). (Table 3: Historical Oil Production)
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North Slope Production, 1986-1994: 1985 Forecast v. Actual

1994

Source: Alaska Dept, of Natural Resources 
(See Table V.-4)
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Regrouped Analysis of 1985 and 1995 DNR Production Forecasts for 1986-2000

(A) (B) (C) (D) (E)

000  barrels Percent (rounded)

F i e l d s 7 9 8 5  F o r e c a s t 1 9 8 6 - 9 4  A c t u a l  +  1 9 9 5 N e t  C h a n g e C o n t r i b u t i o n  t o Co/. ( C )  a s  %

F o r e c a s t  f o r  7 9 9 5 - 2 0 0 0 ( C o l .  [ B ]  -  C o l .  [ A ] ) F o r e c a s t  c h a n g e o f  C o l .  ( A )

Prudhoe & Kuparuk 5 ,374,625 7 ,896,276 2,521,651 106.9% 46.9%

Other Fields:
Endicott 348 ,575 433 ,515 84,940 3.6% 24.4%

Milne Pt. 60,225 132,149 71,924 3.0% 119.4%

Pt. McIntyre 0 263,317 263,317 11.2% n.a.

Lisburne 390,550 150,631 (239 ,919 ) (10.2% ) (61.4% )

O ther* 394 ,200 51,278 (342 ,922 ) (14.5% ) (87 .0% )

Total Barrels, 1985-2000 6 ,568,175 8,927,166 2,358,991 100.0% 35.9%

Niakuk, W. Sak atid Beaufort Sea included in this category.

From: Departm ent o f Natural Resources, Historical and Projected Oil & Gas Consumption, 1985 and 1995 
(Reprinted in Alaska North Slope Production Prospects: Preliminary Analysis)
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Analysis of 1985 and 1995 DNR Production Forecasts for 1986-2000

(A )

F i e l d s

Prudhoe & Kuparuk 5 ,374 ,625

Lisb., Pt. Mclnt., Endctt., M. Pt. 7 99 ,35 0

Unidentified* 394 ,200

Total Barrels, 1985-2000 6 ,568 ,175

(B) (C) (D) (E)

000  barrels Percent (rounded)

1 9 8 5  F o r e c a s t  1 9 8 6 - 9 4  A c t u a l  +  1 9 9 5  N e t  C h a n g e  C o n t r i b u t i o n  t o
F o r e c a s t  f o r  1 9 9 5 - 2 0 0 0  ( C o l .  [ B ]  -  C o l .  [ A ] )  F o r e c a s t  c h a n g e

7,896,276

979 ,612

51,278

8,927,166

2,521,651

180,262

(3 4 2 ,9 2 2 )

2,358,991

106.9%

7.6%

(14.5% )

100.0%

C o l .  ( C )  a s  %  

o f  C o l .  ( A )

46.9%

22.6%

(87 .0% )

35.9%

Niakuk, W. Sak and Beaufort Sea included in th is category.

From: Department of Natural Resources, Historical and Projected Oil & Gas Consumption, 1985 and 1995 
(Reprinted in Alaska North Slope Production Prospects: Preliminary Analysis)




