




S E N A T E  F IN A N C E  C O M M I T T E t  R E P O R T  •
r ;  c : ___________ 3 J J  ’  l ‘ i< -

DATE: 3 /20 /96  D ATE T U R N E D  INTO  O FF IC E :

The F inance  C om m ittee  considered  SEN ATE BILL NO. 112 

E stab lish ing  a d iscove ry  roya lty  c red it fo r the lessees o f s ta te  land d rilling  exp lo ra to ry  w e lls  and 
m aking the firs t d isco ve ry  o f oil o r gas in com m erc ia l quan tities .

and recommends:
] be replaced with 

v'] adopt previous _
] attached amcndment(s)
1 adopt Letter o f Intent by 
] further referral to the___

CS S B  I I 2-

Committcc
Committee

Senate B ill:
] same title 
j new title 

House B ill: 
same title 
technical change 
new: SCR*____

[ ] A P P R O P R I A T I O N  — n o  f i s c a l  n o t e  • I n c l u d e  fH ca l  n o l «  a c c ompan y i n g  G o v e r n o r ' s  bi l l

DP OTHER RECOMMENDATIONS NR
2 5

Co-Chair:

SIGNING DO PASS

Co-Chair:

NEW FISCAL 
Department Date Zero Fiscal

PREVIOUS FISCAL NOTE(S):*
Department Dale Zero Fiscal



(Thousands of Cellars)E'cenditures/Revenues 
Z  ■SRATING'cXPERClTOffES'
FTRSONAL'SERWCES-----------TRAVEL
c : n t r a c t u a l

SUPPLIES
EQUIPMENT
LUND 4  STRUCTURES
GRANTS. CLAIMS
MISCELLANEOUST ” ATOPFRATflTC

fCAPITSUEXPERDlTORES'

[C a H G E 'I N 'R'E'v E h UE'5~T

(Thousands of Dollars)FUND SOURCE
" .Vi Feaerai Receipis 
1C03 GF Match 
••C04 GF
10C5 GF/Prcgram Receipts 
tCCd GF/MHTIA 
C <"er

Estimate o f any current year (FY96) cost: S ncne

POSITIONS
f T T T T T T T -
PART-TIME
TEMPGPARY

ANALYSIS: (Attacn a separate page >f necessary)
This bill reinstates Discovery Royalty (which w as  repealed in 1969) a s  a m e a n s  to reduce  royalty paym en ts  under  cortam 
ccrdit ions for t e a s e s  in Cook Inlet Sedimentary Basm

it s apparent  that the discovery royalty incentive h a s  previously t e e n  ge ared  towara frontier exploration In frontier 
areas,  the geologic nsk  of drilling an unsuccessful  well is high, since littlo geological information is available to the 
c re ra tor  prior to drilling The  element  cf nsk wa s  u s e d  by the state as  an  important yard stick for determining eligibility in 
s em e  previous discovery royalty decisions m Cook Inlet. Cook Inlet was  a  frontier basin in the 1950's a nd  1960‘s. 
However,  today, d u e  to a  long history of exploration and  production, geologists cons ider  Cook Inlet a mature  petroleum 
province. Almost ail wells dnlled on stato land m Cook Inlet a re  dnlled in c lose  proximity to ether  wells containing knewn 
oil cr g a s  and should b e  cons idered step-out  wells and  not wildcat exploration wells. Slep-out  wells h a v e  relatively low 
exploration risk wnen  com p a re d  to wildcat exploration wells

Prepared Oy Ken Uoyg.' bitecinr
O w e n  Oil A Gas J
Approved by Commissioner^^''?  ̂ *

ryfr
osoorcesNaturafiAgency

CUB'11 n s P K e P A H K fl TO PROVIDE A LL DISTRIBUTION CO PIES TO GOVERNOR S LEG ISLA T IV E O FFICB-.
For ‘urther distribution information call Ihe Governor's Legislative Office

1996 LE G IS LA T IV E  SESSIO N
Revision Date:  Onginal_____________________
T.rfe: An Act establishing a discovery royalty credit
for 'he lessees of state land dnlllng exploratory wells and...______
Sponsor Senate Resources___________________________
Requestor

S T A T E  O F  A L A S K A

REPORTFn m 
F IS C A L  N O T E  SFC -  J i * m

B IL L  NO. C S S B 112(R E S )

Of

Senate Finance

Dept Affected: Natural Resources 
BRU: Resource Development
Component: Oil & Gas Development

Component Serial No. 439



Based  on pas t experience.  SB 112 will b e  very difficult to administer. Due to the i s suance  of pre -1970 conditional l eases  
ar.d the holding of other pre -1970 l ea se s  by unitization, the state h a s  many current  l ea ses  that stil! have  a contractual 
rtcnt to a discovery royalty un de r  the repea led  program. As of January  1995, the state has  340 active le ases  that 
currently retain the discovery royalty prevision, and  the Division of Oil and  G a s  still acfvely m a n a g e s  the program.
Under the previous discovery royalty program, thirteen applications were  m a d e  for wells in Cook Inlet Basm, eight of 
wmch were granted and  five were  denied. Many of these  applications were granted or denied only after years  of 
litigation.

Although SB 112 a t tempts  to eliminate many of the administrative problems with the old aiscovery royalty program, 
certain significant problem are  inherent  with both the repealed program and S 3  112. These  problems were  recognized 
a s  far back a s  1962 and  remain today. It is doubtful that new regulations could eliminate the problems faced in the 
earlier program.

It s  unlikely that the Division c an  draft regulat ions under the time const raints  imposed by the bill.

Analysis of discovery royalty applicat ions is a  very time consuming p ro ces s  and  will require the addition of one  Petroleum 
Geologist.

' F I SCA L  A N A L Y S I S  C S S B 1 1 2 ( R E S )  con t inued . . .
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T H E  F O L L O W I N G  P A G E S  M A Y  N O T  
F I L M  L E G I B L Y  B E C A U S E  O F  T H E  
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IN THE MATTER OF THE APPLICATION 
FOR DISCOVERY ROYALTY BY THE UNION 
OIL COMPANY Cr? CALIFORNIA AND 
MARATHON OIL COMPANY (ADL 17594)

State of Alaska
Department of Natural Resources

\
OPINION IN SUPPORT OF DECISION 

This decision concerns the application made by the 

Union Oil Company of California and Marathon Oil Company, co­

lessees of scace oil and gas lease ADL 1759A, for discovery well 

certification of the Grayling No. 1-A well. On January 19, 1982,
i

I issued a written decision confirming my November 13, 1981,

determination which granted the application. This opinion 

contains my findings and conclusions which support the discovery 

royalty award to Union and Marathon.

In order to provide a context for the issues addressed 

by this decision, a chronological review of all pertinent events 

also will be presented. This review covers (1) the geologic 

evolution of Cook Inlet and the formation of the features which 

produced the hydrocarbons at issue, (2) antecedent federal laws 

and regulations concerning discovery royalties and geologic 

structures, (3) the laws and programs adopted by Alaska at 

statehood, (A) the leasing and development of Cook Inlet for oil 

and gas purposes, and (5) the sequence of discovery royalty 

applications and awards considered under the state discovery

j i i o i v i .
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royalty program. Finally, this decision will evaluate the 

Union-Marathon application and the issues pertaining to it.

I. INTRODUCTION.

On May 9, 1965, Union Oil Company of California and its 

partner, Marathon Oil Company ("Union-Marathon"), commenced a 

well, Trading Bay No. 1, in Cook Inlet on state lease ADL 18731. 

This well was plugged and abandoned the same day because the 

surface casing being set in the well parted. On May 10, Union

commenced the Trading Bay No. 1-A well from the same location.%
At the time, the State of Alaska had an incentive program in the 

form of a discovery royalty to encourage oil and gas development 

in the scace. A discovery royalty reduced the normal 12.5Z 

royalty race to 57. for ten years from the dace of "discovery" for 

all production from the lease where a lessee had made the first 

discovery of commercial hydrocarbons on a new geologic structure. 

Sec. 18, Ch. 30, SLA 1964.— 1̂ Union-Marathon's Trading Bay No. 

1-A well encouncered commercial quantities of oil in what became 

known as the Trading Bay Field. They were awarded a discovery

*/ The applicajle law at the time was AS 38. 05. 180(a). The 
relevant provisions of this law were first enacted as 
subsection 7, section 3, article VIII, chapter 169, SLA 
1959, whicn was amended by section 18, chapter 30, SLA 1964.
Legislative amendment in 1967  curr.n.ilpd Che discovery
royalcy program, which was a W C T s h e d  in 1969. 1967 Alaska
Sess. L., ch. 91, $ 2; 1969 Alaska Sess. L . , ch. 65, J 1.

- 2 -
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royalty for this Lease by the Department of Natural Resources 

("department") on August 27, 1965.

Union-Marathon, after further defining their Trading 

Bay discovery with two additional wells, moved their drilling
I

barge approximately five miles south and commenced the Grayling 

No. 1 well on September 2, 1965. This well, too, was plugged and 

abandoned as a result of mechanical problems. The Grayling No. 

1-A well was commenced immediately. Again, Union-Marathon found 

commercial quantities of hydrocarbons in what was to become known 

as the McArthur River Field. They filed an application for 

discovery royalty with the department on November 15, 1965, for 

state lease ADL 17594, which is adjacent to state lease ADL 

18731.

It is at this point that the controversy giving rise to

this decision began. Under the law, only one discovery royalty

could be issued on any H£H__geologic structure found__£o— contain

commercial hydrocarbons. 11 AAC 83.215(1) (repealed November 9, 

* /
1979).—  The dispute has centered around whether the Trading Bay 

and McArthur River fields are separate geologic structures, which 

would permit discovery royalty certification of both the Trading 

Bay No. L-A and Grayling No. L-A wells, or are both part of a 

single dominant geologic structure, in which case approval of

* /  F o r m e r l y  1 1  A A C  5 0 5 . 7 4 5 ( a ) .
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Union-Marathon's application on the Grayling No. 1-A well would 

not be permissible.

On January 26, 1966, the department issued a decision

denying the Union-Marathon discovery royalty application for the 

Grayling No. 1-A well on the ground that insufficient information 

existed to determine that the Trading Bay and McArthur features 

were not part of a single structure. Specifically, department 

geologists were concerned that shallow productive sands .ight 

continuously overlap the larger Hemlock reservoirs on both 

features, even though the Hemlock zones appeared to be separated 

by a major fault system and displaced by more than 3,000 feet.

Although the scant geologic data at the time prevented

a definitive conclusion on the overlap questions, discovery

royalty regulations required that information in support of an

application be filed within 90 days after the well had been

tested for commercial quantities (which had taken place from

November 6-o, 1965). 11 AAC 33.210(c) (repealed November 9,

* /
1979).- The denial was based on the information submitted 

within that 90-day time frame.

On February 1A , 1966, Union-Marathon petitioned the

department fc reconsideration and interpretation of its decision

-A-
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y

of January 26, 1966, denying che Grayling Clo. 1-A discovery

royalty application. Their petition was made at least partially 

in response _to encouragement from members of the department. 

Because of disagreement within the department over procedural and 

substantive questions relating to discovery royalties, no reply
I

was given until October 31, 1968, at which point the commissioner 

granted Union-Marathon 60 days in which to submit more informa­

tion. On December 30, 1968, Union-Marathon filed additional

geologic information developed during the period since January 

1966 and requested that the matter be set for hearing. On 

February 26,. 1970, then natural resources commissioner Kelly 

established a hearing date of April 17, 1970, but notified

Union-Marathon that only the information filed or developed 

within the original 90-day period would be considered. At che 

hearing, Union-Marathon submitted more new geologic information, 

and thereafter sent the commissioner a letter stating why he 

should consider the evidence acquired after the original 90-day 

period had expired. On October 7, 1970, Commissioner Kelly

issued a decision denying Union-Marathon's application for che 

discovery royalty based on the evidence submitted within che 

90-day period.

Union-Marathon then sought review in the superior 

court, which remanded the matter to the commissioner for a new 

decision, including a statement of the basis for che decision. 

On February 17, 1972, che commissioner reaffirmed his earlier

- 5 -
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decision on che basis chac insufficient information was submitted 

within che 90-day period to determine whether or not there were 

two separace'scruccures. Union-Marathon again sought reviev; in 

superior court. The court dismissed che appeal on grounds of 

lack of jurisdiction. Union-Marathon then appealed to che 

supreme court which reversed on che jurisdictional issue and

remanded che case for further consideration. Union Oil Co. of 

Cal. v. State Dept, of Nat. Resources, 526 P.2d 1357 (Alaska

1974) . On remand the superior court concluded that che commis­

sioner of natural resources could not legally consider the

after-acquired evidence and that the original decision was

sustainable on the basis of che evidence submitted within the 

90-day period. From that decision, entered July 31, 1975,

Union-Marathon again appealed to che supreme court.

In its decision, dated February 10, 1978, the Alaska

supreme court remanded certain questions relacing to this appli­

cation to the commissioner of natural resources, for determina­

tion. Union Oil Co. of Cal. v. State, 574 P.2d 1266 (Alaska 

1978). The threshold question was whether che 90-day limit of

11 AAC 505.744 (recodified as 11 AAC 33.210(c) (repealed November 

9, 1979)) on submitting data regarding geologic structure was

unreasonable as applied to Union and Marathon. If so, the 

commissioner was ordered to receive additional evidence regarding 

geologic structure and to rule on che application on the basis of 

all che data submitted.

- 6 -
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In compliance with che supreme court's order, I first 

determined that the 90-day Limitation, as applied to the appli-

* "r* /
cants in this" case, was unreasonable.- Thereafter, I received 

additional evidence concerning che issue of whether the Grayling 

1-A well was the first discovery of oil or gas in a new geologicI
structure.

With che goal in mind of sustaining Commissioner

Kelly's decision, several officials of the Alaska Department of

Law (including then deputy attorney general Wilson L. Condon and 

then assistant attorneys general Susan A. Burke and Jeffrey B. 

LowenfeIs) undertook an extensive effort to gather evidence which 

would challenge che validity of Union's and Marathon's claims.

As part of this effort, they traveled extensively throughout che 

United States and conducted numerous interviews with federal

officials employed by che United States Department of the Interior, 

including che United States Ceologic Survey ("USGS"), who were 

intimately familiar with implementation of che federal discovery 

royalcy program and che concept of a "known geologic structure of 

a producing oil and gas field" ("KGS"). Interviews were conducted

with Interior official in Washington, D. C. , and USGS officials 

in Langley, Virginia; Casper, Wyoming; Denver, Colorado; and Los 

Angeles, California. Among chose federal officials interviewed 

was Emmect A. Finley, former chief of the Minerals Classification

*  /  S e e  P a r c  V I  o f  t h i s  o p i n i o n .
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Branch of USGS and auchor of USGS Circular 419, which purported 

to codify USGS practice in administering the KGS system. Inter­

views were also conducted within Alaska with state officials from 

the departments of Revenue and Natural Resources who were familiar 

with the state's discovery royalty program.

The Department of Law also compiled a glossary of all 

geologic terms relevant to the definition of the term "geologic 

structure" and prepared a comprehensive documentary history, in 

seven volumes, describing che development and administration of 

the discovery royalty provision of AS 38.05.180(a). Volume I 

(entitled "Summary of Documents") is a summary of their findings; 

It discusses certain federal oil and gas leasing practices (sum­

marized in Section III of this opinion); describes the evolution 

of che Alaska Land Act and che Alaska oil and gas lease form 

(summarized in Section IV of this opinion); and traces the 

history of early oil and gas discoveries in che Cook Inlec 

region, the development of regulations governing discovery 

royalties, and the administration of chose provisions wich 

respect to applications for discovery awards on state leases in 

the Cook Inlec region (summarized in Section V of this opinion). 

Volume II describes che territorial and scace administrative 

organization for che oil and gas from 1958 to 1970 (Appendix A), 

the evolution of che oil and gas lease form (Appendix B), and oil 

and gas development in the Cook Inlec region (Appendix C) and 

contains copies of che relevant affidavics (Appendix D) . Volumes

- 8 -



Ill - VII are an extensive compilation of che correspondence and 

ocher documents which are summarized in Volume I.

Beginning March 13, 1980, I held a hearing to enable

the applicants to submit additional evidence in support of theirl
application. In preparation for that hearing, I had reviev/ed the 

following materials:

1. the Summary of Documents and appendices;

2. che documents referred to in che summary;

3. a videotape of a deposition of Emmett A. Finley

and che exhibits submitted at chat deposition;

4. che maps submitted in support of the applications 

for discovery certification of Union-Marathon's Trading Bay State 

No. 1-A well, Union-Marathon1s Kuscatan Mo. 1 -and 1-A wells, 

Atlancic Richfield's West Foreland Unit No. 3 well, Texaco's 

Trading 3ay Mo. I and 1-A wells, and che Grayling No. 1 and 1-A 

wells;

5. information submitted in support of che applica­

tion for discovery well certification of Atlancic Richfield's 

Trading Bay State No. 1 well, including: che baroid mud log and

dual induction latcroiog submitted with the affidavit of

aOC
- 9 -



escablishmenc of prioricy as co time and dace on June 7, 1367; 

che materials submitted co che Oil and Gas Conservacior. Committee 

on September"- 27, 1967, co escablish a separace geologic struc-

cure, including an evaluaricn of che mechanical logs (Exhibit 1), 

a scructtire concour map (Exhibic 2), a scruccural cross seccion 

-- A-A^ (Exhibic 3) , completion information drafced on an ele'c- 

cric log (Enclosure 1), and a core analysis -- cores 1-10 (Enclo­

sure 2); addicional informacion supporting che applicacion 

transmitted on December 30, 1968, including a scruccure concour 

map (Exhibic 1), an ease-west cross seccion -- A -A1 (Exhibic 2), 

and an east-west cross seccicn -- E-5~ (Exhibic 3); and exhibics 

presenced ac che hearing before che commissioner of nacural 

resources on April 16, 1970, including a scruccural concour map 

of che Hemlock formacion in che Trading Bay and North Trading Bay 

fields (Exhibic 1) and a scruccural concour map of che Hemlock 

formacion showing producing crends in che Cook Inlec Basin 

(Exhibic 2);

o. all materials submicced by Union-Marathon chrough 

March 13, 1980, including che "blue box" and accompanying

geologic reporcs; che light blue folders submicced ac che 

April 17, 1970, nearing; and Volume III of che green folders,

daced Sepcember 23, 1979, including che redrawn maps which were 

subnicced ljcer; and

7. all available informacion from “Union-Marachon's 

Tradin*. Bay Scace Mo. 2 and No. 3 wells which were drilled in che

- 1 0 -



Lace summer of 1965 and Union-Marachon' s A-20 welL drilled from 

cheir Monopod Platform on July 24, 1977.

Also in preparacion for che hearing, I incerviewed Tom 

Marshall, a pecroleum geologise formerly employed by che scaceI
Oil and Gas Conservacion Coramiccee, regarding scace adminiscra- 

cive praccices relacing co discovery royalcy applicacions and his 

underscanding of Cook Inlec geology; William Van Alen, a pecroleum 

geologise from che Alaska Oil and Gas Conservacion Commission, on 

che scruccural hiscory of che Trading Bay area; and William Van 

Dyke, a reservoir engineer employed by che division of minerals 

and energy managemenc, regarding his incerprecacion of che well 

daca in scace files and Union-Marachon' s incerprecacion of chac 

daca as depicCed in cheir exhibits.

Ac che hearing cescimony was given by Thomas Wilson, 

J r . , who worked as a geologise for Marachon Oil Company and had 

parcicipaced in joinc Union-Marachon exploratory work in che Cook 

Inlec area since 1958 (he discussed che results of Marachon's 

exploratory and drilling work in che Trading Bay and McArthur 

River fieLds from 1959 through 1965); Richard A. Lyon, who worked 

as che Alaska District Exploration Manager for che Union Oil 

Company from L963 through 1966 (he gave his perceptions of 

Alaska's discovery royaLcy program and its impact on Union's 

early exploration efforts in Alaska); Roberc C. Warchen, who 

worked as a geologise for Union Oil Company “(he presented a

-11-
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compilation of all geologic information collected in the area by 

Union and Marachon co dace, including updaced geologic inrorma- 

cion noc previously submicced to che scace); Kenneth Zerda, a 

reservoir engineer for Union Oil Company (he compared che reser­

voir characteristics of che McArchur River and Trading Bay 

fields); Gerould H. Smich, a geochemisc employed by Union (he 

compared che geochemical characteristics of the oil found at 

Trading Bay wich che oil found ac McArchur River); Ed Hall, a 

geoLogisc from Union (he presented maps he had prepared based on 

examples of KGSs he had collected from several USGS offices); 

Charles M. Schwartz, a geologise in charge of Union's exploration 

and production activities in Alaska (he compared the physical 

characceriscics of che cwo fields and hypothesized regarding che 

scruccural growth of these areas); and Joseph David "Red" Cerkel, 

Jr. , a retired geologist who had served as chief of che Minerals 

Classification Branch of the USGS. Tom Cook, then director of 

che division of minerals and energy management; K. Daniel Hinkle, 

Marachon Oil Company's attorney; and Arden Page and John Sedwick, 

Union Oil Company's attorneys, also attended che hearing.

On April 23, L9PL, I cook testimony from William Van 

Alen, who gave a presentation on che geologic history of che Cook 

Inlec sedimentary basin and formacion of che ancestral Trading 

Bay anticline (summarized in Parc II of this opinion) and Thomas 

R. Marshall, who discussed the application of the Greater Trading 

Bay Structure concept co the award of discovery-royalties by chc

-12-
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Oil and Gas Conservacion Committee. Also presenc *.;ere Assiscanc 

Atccrr.ey General Michael E. Arruda, Mr. Page, and Mr. Seawick.

As a resulc of che efforcs of che Department of Law and

Union-Marachon, examination of che issues in chis case was1
extremely chorough. For che reasons sec forch in my decision, 

however, I determined chac chis maccer should be resolved in 

favor of che applicancs.

More specifically, I decermined chac chere is suffi- 

cienc subsurface information co determine chac che McArchur River 

feature, on which che Grayling 1-A well is locaced, is not 

overlapped by che previously certified Trading Bay feature and, 

furthermore, is a separace geologic structure within che meaning 

of chen applicable 11 AAC S3.200 and 11 AAC 33.205(2) (repealed

i t  /
November 9, 1979).—  On chis basis, che application for 

discovery well cercificacion of che Grayling 1-A well was 

granted.

II. GEOLOGIC EVOLUTION OF THE COOK INLET SEDIMENTARY BASIN AND 

THE TRADING BAY AMD MCARTHUR GEOLOGIC FEATURES.

The Trading Bay and McArchur River geologic features 

which are che subject of chis case are located within the Cook 

Inlet sedimentary basin, a major oil and gas province.

*/ Formerly 11 AAC 505.1U and 11 AAC 505.7£l(b7", respectively.
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PAGES 1 3 - 2 2  ARE AVAILABLE FROM KEN BOYD, DNR/DO&G. THESE 
PAGES CONTAIN GEOLOGIC INFORMATION FROM THE EARLY 
JURASSIC PERIOD TO THE PLEISTOCENE PERIOD.

A SUMMARY OF THESE PAGES IS ON PAGE 2 3 . WHICH FOLLOWS THIS 
PAGE.



In summary, che Cook Inlec 3asin as we knew ic codav * /
began wich che deposition of volcaniclascic materials (che 

Talkeecna formacion) nearly 200 million years ago. Approximately 

175 million years ago. sediments and organic matter were deposiced 

in che Tuxedni Group, which became che source rock for mosc of 

che hydrocarbons in Cook Inlec. Over che succeeding 100 million 

years, addicional coarse materials were deposiced in che area 

which experienced che alcerr.acing uplift and subsidence, moun­

tainous formation and folding conducive co generating che laceral 

and vercical compression and geochermal heat required for che 

formacion of pecroleum hydrocarbons in che Tuxedni source rock. 

Ac or slighcly before che beginning of Terciary cime (65 million 

years ago) and chereafcer, che area experienced (1) dovmwarping 

of che Cook Inlec crough exposing che westward and eastward ends 

of the Tuxedni source rock and forcing che migration of oil 

upwards; (2) che creation of che present day Alaska, Chugach and 

Kenai mountain ranges, creating a further depcsicior.al environ­

ment in Cook Inlec beginning wich che Larimide revolution; (3) 

deposition of sedimentary materials cor.scicucing che West 

Foreland formacion and che Kenai group, which became che reser­

voir rock formations receiving upv/ara migrating oil from che 

exposed Tuxedni source rock; (Mgeneral east-west folding of

M .  S u m m a r y
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scracigraphic layers in che Cook Inlec Basin caused by moun­

tain formacion and che underchruscing of che North Pacific 

Oceanic Place, initially establishing norrh-souch anciclines 

which became entrapping mechanisms for hydrocarbons and, through 

furcher foldings, steepening che flanks of chose anciclines 

(including Trading Bay) co che poinc chac reverse faulting 

ocr rred; (5 )  che counterclockwise rotational movemenc of che 

Alaskan (North American) Concinencal Place and subjacent 

chruscing of che Norch Pacific Oceanic Place causing righc- 

laceral scrike-slip faulting along major regional faulcs (for 

example, che Cascle Mountain faulc) and similar movements along 

subordinate faulcs (for example, che Bruin Bay and Trading Bay 

faulcs). The last of chese forces caused che upper portion of 

whac was once a single Trading Bay anticline co migrate eastward 

approximaceLy chree and one-half miles. Therefore, chrough che 

composite accion of folding, reverse faulting, normal faulting 

and scrike-slip faulting occurring over che pasc 25 million 

years, che Trading 3ay ancicline h3S evolved from a simple fold 

into a complex scruccure wich che Trading Bav field portion 

offset from che McArchur River Field porcion.

III. ANTECEDENT FEDERAL LAWS AND REGULATIONS.

Alaska scacuccs and regulations adopccd ac scacchood 

provided for a discovery royalcy co be awarded co a lessee chac 

was che firsc co er.councer commercial quancicie'i of oil and gas
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on a new geologic structure. Neither the concept of a discovery 

royalty iv of using che term "geologic structure" for oil and 

gas regulatory purposes was without precedent. The term "KGS" 

had been used by che USGS since 1920 co decermine whecher land 

would be leased competitively or noncompecicively for oil and gasi
purposes. From 1937 co 1958, che cerm "geologic scruccure" was

used for purposes of establishing reduced royalties on

noncompecicive leases under regulacions implementing che Alaska

.  * /
Oil Proviso of che Federal Mineral Leasing Acc or 1920. — 

Therefore, che use by federal officials of che cerm "geologic 

scruccure" and che federal discovery royalcy provide some 

background for incerprecacion of chc provisions of Alaska law 

concesced in chis case.

*/ A discovery incentive program was iniciaced by che
federal government in 1942 co encourage petroleum 
discoveries in che inceresc of national defense. This 
program, auchorired by che so-called O'Mahoney Amendmenc co 
che Mineral Leasing Acc on December 24, 1942, Pub. L. No.
832, Scat. 1080 (1942), placed a 12% percent ceiling on
royalcy races for discoveries of a "new oil or gas field or 
deposic." The amendmenc had che effect of reducing
royalties on oil and gas production. The federal program)
was, in mary ways, much easier co administer chan che j 
scace1s "new geologic scruccure" program because ic was. 
administered in a way chac looked only co whecher a|
discovery was made in a new "deposic." See Appendix 1. The*
concepc of a scoarace field or deposic is much more easily 
defined chan che concepc of a separate geologic scruccure. 
The Uniced Scaccs Deparcmcnc of che Incerior nSver"adopced 
specifications co administer chis program unci! ic was 
furchcr amended in 1946. The six diagrams in Appendix 1 of 
chis decision encicled "Possible Incerprecacions Under Acc 
of December 24, 1942." clearly illuscrace how che program
was in face administered.
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A. Compericive-Nonccmpecicive Leasing Determinations.

In 1920 Congress passed che Federal Mineral Leasing 

Acc, 41 Scac. 437 (1920), which was che organic statute governing 

oil and gas leasing in che Uniced Scaccs. Under che acc, land 

could be leased for oil and gas purposes eicher compecicively or 

noncompecicively. The law required chac land be leased compeci­

cively if ic were locaced on a KGS. From chen on, USGS geolo­

gises followed pecroleum explorar.icn accivicies in che Uniced 

Scaces, drawing and placcing KGSs as new discoveries were made. 

Oil and gas righcs co land noc covered by a KGS could be obcained 

noncompecicively.

Alchough che USGS plocced hundreds of KGSs over che 

years afcer 1920. no regulacions defining a KGS were adopced 

uncil 1970. In 1959, however, Emmecc A. Finley auchored a 

docunenc encicled, "The Definicion of Known Geologic Scruccures 

of Producing Oil and Gas Fields" (Circular 419).. This document 

was considerec che principal reference in making KGS decermina- 

cions.

B. Discovery Royalties.

The 1920 Federal Mineral Leasing Acc also contained a 

seccion known as che "Alaska Oil Proviso." This section autho­

rised che secretary of che Uniced Scaccs D«fparcnenc of che

-2 6 -
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Interior to establish special lowered royalty races on leases 

issued in che State of Alaska in order co encourage oil and gas 

development in this frontier area. Alchough regulations imple­

menting che Alaska Oil Proviso were amended several times (which 

usually changed che lowered royalcy formula), by 1950 cheyI
provided for payment of a 57. royalcy (compared co che normal 

12.5Z) for ten years following che dace of discovery by any 

lessee chac marie che firsc discovery of oil or gas in commercial 

quantities in a new geologic scruccure. The Alaska Oil Proviso 

was virtually identical co a provision of che discovery royalcy 

scacuce enacted by che Alaska legislature in 1959 excepc chac che 

Proviso applied co r.oncompecicive land only. The Alaska Oil 

Proviso was repealed in 1958.

In summary, ac che cime of scacehood, che cerm "known 

geologic scruccure" had been used by che USGS since 1920 co 

decermine whecher land would be leased compecicively or non­

compecicively. During che same period, che .cerm "geologic 

structure" had been used for purposes of awarding discovery 

royalties under che Alaska proviso, but on r.onccmpecicive leases 

only.

IV. DEVELOPMENT OF A STATE DISCO VF.RY ROYALTY PROVISION.

Because che ccrricorial government had no land co 

manage, ccrricorial land officials had liccle“ experience wich

- 2 7 -
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Lana management, including oil and gas leasing. Wich che ap­

proach or scacehood, these officials began che massive prepara- 

cion necessary for che cransicion from territorial status and che 

problems which scacehood would bring, including problems asso­

ciated wich the receipc of inmediace cicle Co 45 million acres of 

tide and submerged land and che seleccion of 103,350,000 acres of 

upland.

In order co assume cheir new responsibilicies , territo­

rial officials begc-n developing programs for che seleccion, 

mar.agemenc, and disposal of scace land and ics resources. 

Special attention was given co che leasing and management of land 

containing oil and gas resources because of ics pocencial for 

generacir.g revenue for che cash-poor scace. The major concern 

was development of a well-conceived leasing program which would 

avoid land speculacion in areas of oil and gas pocencial.

During che two years before scacehood, chere was 

continued accivicy by cerricorial officials debacing che provi­

sions co be i n d u c e d  in che Scacehood and Alaska Land accs. Much 

of che discussion cencered on che excenc co which che scace would 

compecicively lease land wich oil and gas pocencial. Although 

che ccrricorial land board recreated from ics inicial proposal co 

compecicively Lease all sedimencary basins, cheir final proposal 

required compecicive leasing on a broader scale chan che federal 

acc had. There also was considerable discussion regarding

-2 8 -
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adoption or a discovery royalcy program by che scace. The oil 

induscry advocated ics acopcion on che ground chac che federal 

royalcy program had accracced che induscry co Alaska in che first 

place.

I
The Alaska Land Acc passed in 1959. Unlike che federal 

acc which Limiced compecicive oil and gas leasing co land con­

taining a KGS, che scace acc required compecicive leasing on land 

known or believed co contain oil or gas. The scace acc also 

concained a discovery royalcy provision vircually identical co 

che cerms of che Alaska Oil Proviso. Under chis provision a 

lease holder char drilled and made che first discovery of oil or 

gas in commercial quancicies in a geologic scruccure could be
I

rewarded by paying a discovery royalcy of only five percent of ,
I

che value of oii and gas excraccea for che firsc ten years, afcer i 

which che normal race of 12^ percent was applicable. The new 

scace oil and gas leasing form also concained a provision which 

repeated verbatim che discovery royalcy provision -included in che 

scace acc.

V. IMPLEMENTATION OF THE STATE'S DISCOVERY ROYALTY PROGRAM IN 
THE COOK INLET REGION.

A. Early Leasing Activity.

ALthough Alaska received a large enciclemenc of land ac 

scacehood, chis was a nonLiquid assec. The scace was cash poor
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and unable co adequately operate che government and provide 

essential public services. To obtain che revenue needed co run 

che new scace, scace officials quickly began implementing pro­

grams which would generate cash from che land. High on cheir 

lisc of accivicies was oil and gas leasing, as evidenced by che 

quick succession of legislation (che Alaska Land Acc was signed 

on May 2, 1959), regulacions (effeccive September 15, 1959), and 

lease sales (che firsc was conducced in December of 1959).

From 1959 through 1966 che scace conducced 17 compeci­

cive oil and gas lease sales. All major oil discoveries and most 

major natural gas discoveries in Cook Inlet were made on leases 

sold at the seventh and ninch lease sales (held on December 19, 

1961 and in July of 1962, respectively). Virtually all subse­

quent discovery royalty determinations involved leases sold in 

these two sales.

Mosc land opened by the scace for oil and gas explora- 

cion, development, and production activities in che upper Cook 

Inlec area was leased by a small number of oil companies in

combination. Pan American Pecroleum Corporacion and ics partners 

(che Pan American group) leased by far che greacesc arnounc of 

acreage in chc seventh and r.inch compecicive lease sales. The

SRS group (consiscing of che Shell Oil Company, che Richfield Oil

Company, and che Standard Oil Company of California) acquired che 

second largesc arnounc of acreage. Union D i l  Company of
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C a l i f o r n i a  and Marachon O i l  Company, as  p a r t n e r s ,  a c q u i r e d  f o u r  

l e a s e s  i n  t h e s e  s a l e s  and a f i f t h  by a s s i g n m e n t .  Union a l s o  

a c q u i r e d  an i n t e r e s t  i n  Cwo o c h e r  l e a s e s  i n  p a r t n e r s h i p  wich  

Mobi l .  Texaco and  S u p e r i o r  t o g e t h e r  o b t a i n e d  c h r e e  l e a s e s .

A t l a n t i c  R e f i n i n g  Company o b c a i n e d  e ig h c  l e a s e s .
I

B. I n i c i a l  E x p l o r a t o r y  E f f o r c s  A f f e c t i n g  Land i n  che 

Seven ch  and Ninch  Compec ic ive  O i l  and Gas Lease  

S a l e s .

Given  che l a r g e  amount  o f  l a n d  l e a s e d  by che  Pan An 

g roup  and che SRS g ro up  i n  che s evench  and n i n c h  c o m p e c i c i v e  o i l  

and  gas l e a s e  s a l e s  and che c l o s e  p r o x i m i t y  o f  c h e se  l e a s e s  co 

one a n o c h e r ,  i c  was l i k e l y  chac  chese  cwo g r ou ps  would  compete

f o r  d i s c o v e r y  r o y a i c y  awards  i f  o i l  o r  ga s  were  found  i n  che

a r e a .  Dur ing  che summer o f  1962,  even b e f o r e  che n i n c h  l e a s e  

s a l e  was h e l d ,  f o u r  w e l l s  (cwo by che Pan Am g roup  and cwo by che 

SRS group)  were  commenced co t e s t  che p o c e n c i a l  o f  che l e a s e s  i n  

c h i s  a r e a .

On May 15,  l f)62 ,  che Pan Amer ican  g roup  spudded  i c s

Middl e  Ground Sh o a l  Scace  No. 1 w e l l  f rom a d r i l l i n g  b a r g e  on 

l e a s e  ADL 17595 i n  che a r e a  now known a s  che Midd l e  Ground Sh o a l  

F i e l d .  T h i s  w e l l  b l ew  o u t  one week l a c e r  w h i l e  i c  was b e i n g

d r i l l e d  ac  a depch  o f  1 , 1 32  f e e c .  I c  was b ro ugh c  u n d e r  c o n t r o l

on che same day.  W hi l e  b e i n g  d r i l l e d  ac  a depCh o f  5 , 216  f e e c ,
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che w e l l  bLew ouc a g a i n  upon e n c o u n t e r i n g  a h i g h  p r e s s u r e  gas 

zone .  The w e l l  r e m a in e d  ouc c f  c o n c r o l  f o r  45 d a y s ,  and a  l a r c e  

gas  f low e r u p c e d  ch rough  che i n l e c  f l o o r  700 f e e c  f rom che w e l l .  

Du r ing  c h i s  p e r i o d  Pan Am pumped i n t o  che w e l l  25 ,265  b a r r e l s  of  

mud and l o s e  c i r c u l a t i o n  m a c e r i a l , 16 ,430  s a c k s  o f  c e m en t ,  975
I

s a c k s  o f  Cal  S e a l ,  and  a l a r g e  q u a n c i c y  o f  d i e s e l  g e l  cemenc,  

copped  o f f  by b u r l a p  s a c k s ,  p a r a c h u t e s ,  g r a v e l ,  s a n d ,  and  saw­

d u s t .  F i n a l l y ,  on J u l y  25 ,  1962,  che w e l l  was c o n t r o l l e d .  Ic  

was Chen p l u g g e d  and  a ba n d o n e d .

O n sMay 30,  1962,  S h e l l ,  a s  o p e r a t o r  f o r  che SRS g r ou p ,

sp udd ed  a w e l l ,  Scace  No. 1,  cn  l e a s e  ADL 17582.  T h i s  w e l l  was

d r i l l e d  r o u g h l y  h a l f w a y  b e tw e e n  whac i s  now known as  che  Middl e  

Ground Sh o a l  F i e l d  and  Cook I r . l e c  Gas F i e l d .  The w e l l  was 

d r i l l e d  co a de pcn  o f  14 ,40 1  f e e c  and  c o mp lec ea  on Sepcember  14, 

1962.  A l chough  shows o f  o i l  we re  fo und  i n  v a r i o u s  c e s c s  o f  che 

w e l l ,  no c o m m e r c i a l  d i s c o v e r y  was made.

On May 31 ,  1962,  Pan Am, on b e h a l f  o f  che Pan Am g r oup ,

spudded  a s e c o n d  w e l l ,  Cook I r . l e c  S c a c e  No. 1, on l e a s e  ADL 17589

i n  che  a r e a  now known a s  che Cook I n l e c  Gas F i e l d .  W hi l e  i c  was 

b e i n g  d r i l l e d  ac  a depch  o f  12 ,237 f e e c ,  c h i s  w e l l  a l s o  b l e w  ouc .  

Because  o f  che h i g h  volume and p r e s s u r e  o f  e s c a p i n g  h y d r o c a r b o n s ,  

che d r i l l i n g  b a r g e  had  co move o f f  che  w e l l  and che e s c a p i n g  gas 

and o i l  had  co be i g n i c e d .  A r e l i e f  w e l l  was spu dded  abouc  1 ,500 

f e e c  co che n o r c h e a s c  one week L a t e r .  The i n i t i a l  w e l l  c o n t i n u e d

1341592
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Co blow i g n i t e d  f o r  a l m o s t  f o u r t e e n  months  b e f o r e  i c  was f i n a l l y  

c c n c r o L l e d  by pumping s a l e  wace r  down th e  r e l i e f  w e l l .

Gn A p r i l  19,  1962,  ac an o n s h o r e  l o c f  on a f e d e r a l  

l e a s e  a d j a c e n t  co l e a s e  ADL 17599,  che S t a n d . - r a  O i l  Company qf  

C a l i f o r n i a ,  a s  o p e r a t o r  f o r  che SRS g r o u p ,  spu dded  a w e l l .  The 

w e l l  was c e s c e d  on December 1,  1962.  On December 4,  S t a n d a r d

announced  chac  i c  had d i s c o v e r e d  whac became known a s  che Beluga 

R i v e r  Gas F i e l d .

C. Development  o f  che D i s c o v e r y  R o y a l t y  R e g u l a t i o n s .

The d r i l l i n g  o f  che f o u r  w e l l s  d e s c r i b e d  above  l e d  

r e p r c s e n c a c i v e s  o f  che Pan Am g roup  and  che SRS group  co a s k  che 

d e p a r t m e n t  abouc  t h e  p o l i c i e s  and p r o c e d u r e s  f o r  making d i s c o v e r y  

r o y a l c y  a w a r d s .  The s c a c e ,  a s  l e s s o r ,  and che o i l  c o m pa n i e s ,  a s  

l e s s e e s ,  were  a l l  f a c e d  wich  che same p r o b l e m :  n e i t h e r  che

s r a c u c e  a u t h o r i s i n g  d i s c o v e r y  r o y a l c y  a w a r d s ,  che r e g u l a t i o n s  

adopceri  co imp lement  che s c a c u c e ,  n o r  che s c a c e  l e a s e  form 

d e f i n e d  whac was meanc by che cerms " f i r s t  d i s c o v e r y , "  "commer­

c i a l  q u a n c i c i c s , "  o r  " g e o l o g i c  s c r u c c u r e . "

The need  co d e f i n e  che t e rms  " f i r s c  d i s c o v e r y "  and 

" co m m erc i a l  q u a n c i c i e s "  was b r o u g h t  co a head  by che advene  o f  

Pan Am's cwo b l o w o u t s .  T h i s  s i c u a c i o n  made p l a i n  chac  che s c a c e  

had implemented  a d i s c o v e r y  r o y a l t y  p rog ram w i t h o u t  a d e q u a t e l y
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c o n s i d e r i n g  che p r a c c i c a l  p r o b l em s  wh ich  m a t e r i a l i z e  a f c e r  a 

p r o g r a m  i s  puc ir.co p r a c t i c e .  A f c e r  f o u r  w e l l s  had been  d r i l l e d ,  

Che d e p a r t m e n t  began co a t t e m p t  t o  u n t a n g l e  che c o n f u s i o n  which  

t h e  l a c k  o f  s p e c i f i c s  i n  che r e g u l a t i o n s  had  c r e a t e d .  There  

f o l l o w e d  e x t e n s i v e  exchanges  o f  memoranda,  p o s i t i o n  p a p e r s ,  and 

o t h e r  co mm un ica t i ons  among members o f  t h e  d e p a r t m e n t ,  o i l  com­

p a n i e s ,  and t h e  Wes t e rn  O i l  and Gas A s s o c i a t i o n  as  t h ey  a t t e m p t e d  

t o  work o u t  a c c e p t a b l e  s o l u t i o n s .  C o n c u r r e n t l y ,  Pan Ameri can  

a p p l i e d  f o r  d i s c o v e r y  r o y a l t y  awa r ds  f o r  l e a s e s  c o v e r e d  by che 

two w e l l s  c h a t  had blown ouc t h e  p r e v i o u s  summer,  and SRS a p p l i e d  

f o r  a d i s c o v e r y  r o y a l c y  f o r  che g a s  d i s c o v e r y  i n  t h e i r  Be luga  

R i v e r  w e l l  (Appendix  * summar i ze s  a l l  s c a c e  d i s c o v e r y  r o y a l c y  

a p p l i c a t i o n s  i n  Cock I n l e c ) .  ’Whi le  che d e p a r t m e n t  d i d  n o t  want  

co make h a s t y  d i s c o v e r y  r o y a l t y  a w a r d s ,  s t a t e  o f f i c i a l s  we re  a l s o  

c o n c e r n e d  t h a t  d r i l l i n g  r a c e s  wou ld  r e s u l t  f rom che d e p a r t m e n t ' s  

f a i l u r e  to  an swer  e s s e n t i a l  q u e s t i o n s  on d i s c o v e r y  r o y a l c y  awards  

whe re  t h e r e  was mixed  o w n e r s h i p  o f  l e a s e s  o v e r  a p o t e n t i a l  

s c r u c c u r e .

F u r t h e r  c o n f u s i o n  o c c u r r e d  w i t h i n  t h e  d e p a r t m e n t  

b e c a u s e  o f  d i f f e r i n g  v i ews  on t h a  p r o b l em s  c a u s e d  by che a b s e n c e  

o f  d e c a i l e d  d i s c o v e r y  r o y a l t y  r e g u l a t i o n s .  Whi l e  aware  o f  che 

p r o b l e m s  r e l a t i n g  co che d e f i n i t i o n s  o f  " f i r s t  d i s c o v e r y , "  

" c o m m e r c i a l  q u a n t i t i e s , "  and " g e o L o g i c  s c r u c c u r e , "  che commis­

s i o n e r ' s  o f f i c e  was aLso c o n c e r n e d  a b o u t  wheche r  a d i s c o v e r y  

r o y a l c y  award a p p l i e d  co a L l  p r o d u c t i o n  f rom w i t h i n  che  l e a s e ,  

a l l  p r o d u c t i o n  f rom o n l y  a p a r t i c u l a r  p o o l  o r  I n t e r v a l ,  o r  a l l  

p r o d u c t i o n  f rom w i t h i n  t h e  e x t e r i o r  b o u n d a r i e s  o f  che d i s c o v e r y  

s c r u c c u r e  on  che l e a s e .
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On J a n u a r y  15, 1963,  t h e  d e p a r t m e n t  i s s u e d  a d e c i s i o n  

g r a n t i n g  Pan Am's a p p l i c a t i o n  f o r  t h e  Middl e  Ground S h o a l s  w e l l  

on s t a t e  l e a s e  ADL 17595 ( f o r  che s t r u c t u r e  o n l y ) .  (A map 

p r e p a r e d  by t he  Union O i l  Company wh ich  accompanied  t h e  t e s t i m o n y  

o f  E.A. H a l l  and i l l u s t r a t e s  f e d e r a l  and s t a t e  d i s c o v e r y  r o y a l c y  

awards  g e n e r a l l y  i s  a t t a c h e d  co t h i s  o p i n i o n  as  Appendix  2 . )  The 

award was c o n t e s t e d  by SRS. C o n c u r r e n t l y ,  che W e s t e r n  O i l  and 

Gas A s s o c i a t i o n  was u r g i n g  che d e p a r t m e n t  co d e f i n e  d i s c o v e r y  

r o y a l t y  t e rms  by r e g u l a t i o n s  i n  a manner  wh ich  would c l e a r  up any 

m i s u n d e r s t a n d i n g s .

S u b s e q u e n t l y ,  d e p a r t m e n t  o f f i c i a l s  c o n d u c t e d  h e a r i n g s  

on p r o p o s e d  d i s c o v e r y  r o y a l t y  r e g u l a t i o n s .  These  h e a r i n g s  we re  

c h a r a c t e r i z e d  by ac r i mony  and d i s a g r e e m e n t  be tween  o i l  compani es  

and  o c h e r  o r g a n i z a t i o n s .  A l t h o u g h  mos t  o f  che d i s c u s s i o n  c o n ­

c e r n e d  t h e  meaning  o f  t h e  cerm " f i r s t  d i s c o v e r y "  ( b e c a u s e  o f  Pan 

Am's two b lo wou t  w e l l s ) ,  t h e r e  was a l s o  some d i s c u s s i o n  o f  che 

d e f i n i t i o n  o f  " g e o l o g i c  s t r u c t u r e , "  a l t h o u g h  a f a c t u a l  d i s p u t e  

i n v o l v i n g  t h i s  cerm had  n o t  y e t  a r i s e n .

A h e a r i n g  was h e l d  i n  Ju n e  o f  1963 co c o n s i d e r  new 

d e p a r t m e n t  d r a f t  r e g u l a t i o n s  p u t  ouc ac che end o f  May. A f t e r  

che h e a r i n g  some r e v i s i o n s  were  made.  The f i n a l  r e g u l a t i o n s  were  

f i l e d  i n  J u l y  and became e f f e c t i v e  i n  Augus t .  Those  r e g u l a t i o n s  

r e a d  as  f o l l o w s :
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505.73 R o y a l t y .

The r o y a l t y  r a t e  on p r o d u c t i o n  u n d e r  c o m p e t i ­
t i v e  l e a s e s  w i l l  be  f i x e d  i n  t h e  l e a s e  form 
f o r  e ach  l e a s e  o f f e r  and s h a l l  n o t  be l e s s  
t han  12 1 /2  p e r c e n t  i n  amount  o r  v a l u e  o f  che 
p r o d u c t i o n  removed o r  s o l d  f rom che l e a s e d  
l a n d s ,  e x c e p t  as  p r o v i d e d  i n  S e c t i o n  5 0 5 . 7 4 ,

505 .74  D i s c o v e r y  L e a s e .

Any o p e r a t o r  who by t ime  and  d a t e  f i r s t  
e n c o u n t e r s  s u f f i c i e n t  e v i d e n c e  o f  o i l  a n d / o r  
gas  i n  a p a r t i c u l a r  g e o l o g i c  s c r u c c u r e  
c o v e re d  by any Scace  o i l  and ga s  l e a s e  co 
cause  s a i d  o p e r a t o r  d i l i g e n t l y  co c o n t i n u e  i n  
good f a i t h  t e s t i n g ,  r e w o r k i n g ,  d r i l l i n g  o r  
o c h e r  o p e r a t i o n s  or. s a i d  l e a s e ,  w he che r  i n  
t h e  same h o l e  o r  o c h e r  h o l e s ,  i n  an e f f o r t  to  
e s t a b l i s h  p r o d u c t i o n  o f  o i l  a n d / o r  ga s  i n  che 
same s c r u c c u r e  s h a l l  be  q u a l i f i e d  f o r  a 
d i s c o v e r y  w e l l  c e r t i f i c a t i o n  u n d e r  che t e rms  
o f  s a i d  s c a c e  l e a s e  s h o u l d  he c o m p l e t e  a  w e l l  
and e s t a b l i s h  p r o d u c t i o n  i n  co mmerc i a l  
q u a n t i t i e s  i n  che same zone i n  wh ich  o i l
a n d / o r  ga s  was f i r s t  e n c o u n t e r e d .

505 .741 D e f i n i t i o n s .

Wich r e g a r d  t o  r e g u l a t i o n s  505 . 74  t h r o u g h
505.743 and a p p l i c a b l e  p r o v i s i o n s  i n  Scace  
l e a s e s ,  t h e  f o l l o w i n g  t e rms  s h a l l  have  che 
meanings  i n d i c a t e d .

( a )  " D i s c o v e r y "  s h a l l  be t he  f i r s t  a c c e p t ­
a b l e  e v i d e n c e  i n  a d r i l l i n g  w e l l  o f  che
e x i s t e n c e  o f  o i l  a n d / o r  gas  wh ich  can  be 
p ro du ced  i n  co m m er c i a l  q u a n t i t i e s  a f t e r  w e l l  
c o m p l e t i o n .

(b)  " G e o l o g i c  S t r u c t u r e "  s h a l l  be any 
s t r u c t u r a l  a n d / c r  s c r a c i g r a p h i c  e n t r a p p i n g  
mechanism c o n t a i n i n g  one o r  n o r c  i n t e r v a l s ,  
z o n e s ,  s t r a t a ,  f o r m a t i o n s ,  o r  f a u l t  b l o c k s  
which  ha s  t h e  n e c e s s a r y  p h y s i c a l  c h a r a c t e r i s ­
t i c s  co a c c u m u l a t e  and p r e v e n t  che e s c a p e  o f  
o i l  a n d / o r  g a s .  I c  i s  i n t e n d e d  chac  t h e
meaning s h a l l  be s i m i l a r  co chac  as  u s e d  by 
che U n i t e d  S c a c c s  G e o l o g i c a l  Su rv ey  i n  che
a d m i n i s t r a t i o n  o f  che F e d e r a l  M i n e r a l  L e a s i n g  
Acc o f  F e b r u a r y  25,  1920 (41 S c a t .  437)  as 
amencec.
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( c )  "C omple t ed  ’. / e l l "  s h a l l  be  a w e l l  which 
i s  c a s e d ,  c o n t r o l l e d  and i n  w h i ch  a l l  u n d e r ­
g round  work i n  c o n n e c t i o n  t h e r e w i t h  has  been 
f i n i s h e d  and  such  w e l l  i s  c a p a b l e  o f  p r o d u c ­
i ng  o i l  a n d / o r  ga s .

(d)  "Commerc i a l  Q u a n t i t i e s ” s h a l l  be chose 
amounts  o f  o i l  a n d / o r  gas  w h i ch  a f c e r  w e l l  
c o m p l e t i o n  would  a p p e a r  t o  a r e a s o n a b l e  and 
p r u d e n t  o p e r a t o r  co be s u f f i c i e n t  t o  r e c o v e r  
o r d i n a r y  c o s t s  o f  d r i l l i n g ,  c o m p l e t i n g  and 
p r o d u c i n g  an  a d d i t i o n a l  w e l l  on t h e  same 
g e o l o g i c  s t r u c t u r e  ac  an o f f s e t  l o c a t i o n  w i t h  
a r e a s o n a b l e  p r o f i t  co che o p e r a t o r ,  i f  a 
m a r k e t  were  a v a i l a b l e .

( e )  "C ommi t t e e "  s h a l l  be t h e  A l a s k a  O i l  and 
Gas C o n s e r v a t i o n  Commit tee  composed o f  t he  
D i r e c t o r  o f  Mines anc  M i n e r a l s  (Ch a i rma n) ,  
t h e  S t a t e  Pec ro l eum G e o l o g i s t ,  che Scace 
Pe c ro l e u m  E n g i n e e r  a n d '  che Deputy 
Com mis s ione r  o r  t h e  De p a r tm en t  o f  N a t u r a l  
R e s o u r c e s  o r  h i s  d e s i g n e e .

505.  7 i2  E s t a b l i s h m e n t  o f  P r i o r i t y  as to  
Time and D a t e .
t o  e s c a o i i s n  p r i o r i t y  as co t i m e  and dace  o f  
d i s c o v e r y ,  an o p e r a t o r  muse f u r n i s h  che 
Commi t tee  w ic h  a sworn s t a t e m e n t  s u b s t a n t i a t ­
i n g  e v i d e n c e ,  a c c e p t a b l e  co t h e  Commi t tee ,  
c h a t  o i l  a n d / c r  gas  ha s  been  e n c o u n t e r e d  i n  
s u f f i c i e n t  showing  t o  c a u s e  a r e a s o n a b l e  and 
p r u d e n t  o p e r a t o r  t o  c o n d u c t  f u r t h e r  o p e r ­
a t i o n s  i n  an  e f f o r t  co compLete  a w e l l  i n  che 
d i s c o v e r ; /  t o n e  so chac  s u c h  w e l l  c an  be 
t e s t e d  f o r  p o c e n c i a l  o i l  a n d / o r  gas  p r o d u c ­
t i o n  i n  co mm erc i a l  q u a n t i t i e s .  Such s t a t e ­
ment  muse i n c l u d e  t he  t ime  and  dace  o f  f i r s t  
d i s c o v e r y ,  t h e  e x a c t  l o c a t i o n  o f  t h e  w e l l  
c o n c e r n e d ,  t h e  p r o c i s e  i n t e r v a l  o f  d i s c o v e r y  
and  t h e  A l a s k a  D i v i s i o n  o f  Lands  l e a s e  number 
on wh ich  s a i d  w e l l  i s  l o c a t e d .  Such s t a t e ­
ment  s h o u l d  be  f u r n i s h e d  co t h e  Commit tee  as 
soon  as  p o s s i b l e ,  b u t  n o t  l a t e r  chan t h i r t y  
(30 )  days  a f t e r  t h e  dace  c l a i m e d  f o r  che 
d i s c o v e r y .

505.  7^3 E s t a b l i s h m e n t  o f  C o m c r c i . i l  Q u a n t i ­
t i e s  . "
To e s t a b l i s h  and p rove  o i l  a n d / o r  gas  in 
co m m er c i a l  q u a n t i t i e s ,  o p e r a t o r  mus t :  ( a )
Concuc t  a p o t e n t i a l  t e s t  o f  che d i s c o v e r y
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zcr.e w i t h i n  or.e y e a r  a f t e r  c o m p l e t i o n  o f  a 
d i s c o v e r y  w e l l ,  (b)  N o t i f y  che Commit tee  o r  
i t s  d e s i g n a t e d  r e p r e s e n t a t i v e  f i v e  days  i n  
adyar.ce o f  s uch  s c h e d u l e d  p o t e n t i a l  t e s t  and 
f u r n i s h  t r a n s p o r t a t i o n  ( i f  r e q u e s t e d )  f o r  a 
d e s i g n a t e d  r e p r e s e n t a t i v e  o f  t h e  Commit tee  t o  
w i t n e s s  such  t e s t .  The Commi t tee  may ac  i t s  
o p t i o n  o r  ac che o p t i o n  o f  i c s  d e s i g n a t e d  
r e p r e s e n t a t i v e  wa ive  che w i t n e s s i n g  o f  t he  
t e s t  and r e q u i r e  sworn  e v i d e n c e  co e s t a b l i s h  
r e s u l t s  o f  s a i d  t e s t .  Any such  sworn e v i ­
dence  s h a l l  be d e l i v e r e d  t o  che Commi t tee  o r  
i c s  d e s i g n a t e d  r e p r e s e n t a t i v e  w i t h i n  t h i r t y  
(30)  days a f c e r  such  t e s t .

505 .744  E s t a b l i s h m e n t  o f  G e o l o g i c  S t r u c ­
t u r e  .
To e s t a b l i s h  t h e  g e o l o g i c  s t r u c t u r e  f rom 
wh ich  t h e  o i l  a n d / o r  ga s  c an  be p r o d u c e d ,  t he  
o p e r a t o r  must  f u r n i s h  p e r t i n e n t  da ca  co t he  
Commit tee  wh ich  w i l l  e n a b l e  i c  co d e t e r m i n e  
che g e o l o g i c  s c r u c c u r e  f rom wh ich  che o i l  
a n d / o r  ga s  i s  b e i n g  p r o d u c e d .  T h i s  nay 
i n c l u d e  b u t  13 n o t  l i m i t e d  co ,  g e o p h y s i c a l  
d a c a .  t o t a l  d e p t h ,  c a s i n g  r e c o r d s ,  p e r f o ­
r a t i o n  d a t a ,  e l e c t r i c  l o g s ,  d r i l l i n g  and  mud 
l o g s ,  c o r e  a n a l y s e s ,  s ample  c u c c i n g s  and 
sampie  l o g s ,  and che o p e r a t o r ' s  i n t e r p r e t a ­
t i o n  c h e r e o f .  t o g e t h e r  w i t h  any o c h e r  r e c o r d s  
and i n t e r p r e t a t i o n s  che o p e r a t o r  deems 
p e r t i n e n t .  T h i s  da ca  must  be s u p p l i e d  w i t h i n  
n i n e t y  (90)  days  a f c e r  che dace  o f  che 
p o c e n c i a l  c c sc  a s  r e q u i r e d  in  S e c c i o n  
50 5 . 7 4 3 .  A l l  s u c h  daca  s u b m i t t e d  s h a l l  be 
h e l d  c o n f i d e n t i a l  f o r  a p e r i o d  o f  24 months  
u n l e s s  w r i t t e n  a u t h o r i z a t i o n  f rom the  
o p e r a t o r  f o r  t h e  r e l e a s e  o f  same i s  s e c u r e d .

505 . 745 C e r t i f i e s : i e r .  A f t e r  Compl iance  and 
Aoollc.-.cicr..

A l t e r  c o m p l i a n c e  wich  S e c t i o n s  505 ,742  
t h r o u g h  505 .744  i n c l u s i v e ,  t h e  o p e r a t o r  may 
a p p l y  co che D i r e c t o r  f o r  d i s c o v e r y  w e l l  
c e r t i f i c a t i o n .  W i t h i n  t e n  (10)  da ys  o f  
r e c e i p t  o f  such  r e q u e s t  che D i r e c t o r  w i l l  
p u b l i s h  n o t i c e  o f  such  a p p l i c a t i o n  a l l o w i n g  
t h i r t y  (30)  days  f o r  any i n t e r e s t e d  p a r t y  co 
o b j e c t  co o r  p r o t u s c  che a p p l i c a t i o n .  I f  no 
p r o t e s t  o r  o b j e c t i o n  i s  r e c e i v e d  by t he  
D i r e c t o r ,  che D i r e c t o r  w i l l ,  w i t h i n  s e v e n t y  
(70)  days a f t e r  t h e  r e c e i p t  o f  an a p p l i c a ­
t i o n ,  e i t h e r  c e r t i f y  t h e  w e l l  a s  In  ( a )  o r

i o t  :
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deny che a p p l i c a t i o n  a s  i n  (c)  o f  ch i s  
s e c c i o n .  I f  any p r o t e s t  o r  o b j e c t i o n  i s  mace 
i c  must  be s u b n i c c e d  i n  w r i t i n g  co che 
D i r e c t o r  w i t h i n  che s p e c i f i e d  t h i r t y  (30)  day 
p e r i o d .  Afc e r  r e c e i p t  o f  s a i d  p r o t e s t  o r  
o b j e c t i o n  che D i r e c t o r  w i l l  a d v e r t i s e  and 
h o l d  an open p u b l i c  h e a r i n g  i n  a c c o r d a n c e  
wich  che A la ska  Land Ac t  (AS 3 8 . 05 )  and in  
a c c o r d a n c e  wich  t h e  A l a s k a  A d m i n i s t r a t i v e  
P r o c e d u r e s  Acc (AS 4 4 . 6 2 . 3 0 0  - AS 4 4 . 6 2 . 6 3 0 ) .  
W i t h i n  t h i r t y  (30) days  a f c e r  such h e a r i n g  
che D i r e c t o r  w i l l  do one  o f  che f o l l o w i n g .
(a)  C e r t i f y  che w e l l  i n  q u e s t i o n  a f i r s t  
d i s c o v e r y  v e i l  wh ich  h a s  e s t a b l i s h e d  o i l  
a n d / o r  ga s  i n  co mmerc i a l  q u a n t i t i e s  i n  ( name 
g c o I c 2 i c  s t r u c t u r e ) as  o f  ( c i m e ) on ( d a t e ).  
anc  s p e c t i y  t n e  a a c e  o f  commencement o t  t he  
10 y e a r  5 p e r  c e n t  d i s c o v e r y  r o y a l c y  cerm 
wh ich  dace  s h a l l  be t h e  f i r s t  o f  t h e  n e x t  
s u c c e e d i n g  month f rom che e s t a b l i s h e d  d a t e  o f  
i n i t i a l  d i s c o v e r y .  A f c e r  d i s c o v e r y  w e l l  
c e r c t f i c a c i o n . r.o o c h e r  w e l l ,  r e g a r d l e s s  o f  
when d r i l l e d ,  s h a l l  be e l i g i b l e  f o r  
c o n s i d e r a t i o n  f o r  c e r t i f i c a t i o n  a3 co che 
same g e o l o g i c  s t r u c t u r e .
(b)  Co n t i n ue  che h e a r i n g  a t  a l a t e r  s p e c i f i e d  
d a t e .
( c )  Deny che a p p l i c a t i o n  f o r  d i s c o v e r y  w e l l  
c e r t i f i c a t i o n .

505 .746  C a n c e l l a t i o n .
At any t ime a l t e r  d i s c o v e r y  w e l l  c e r t i f i c a ­
t i o n  sh o u l d  any i n f o r m a t i o n  s u p p l i e d  co che 
Commit tee  be l a t e r  p r o v e n  f a l s e  o r  e r r o n e o u s  
and such  i n f o r m a t i o n  wou ld  a f f e c t  che d e c i ­
s i o n  o f  t he  D i r e c t o r  t o  t h e  e x t e n t  t h a t  che 
o r i g i n a l  a p p l i c a t i o n  f o r  c e r t i f i c a t i o n  would 
have  been  d e n i e d  on su c h  b a s i 3 ,  t h e  c e r t i ­
f i c a t i o n  s h a l l  be i m m e d i a t e l y  r e v o k e d .  Such 
a c t i o n  a l s o  may be  t a k e n  when i t  i s  d e t e r ­
mined t h a t  e r r o r  was c a u s e d  by f a i l u r e  to  
d i s c l o s e  f u l l  and c o m p l e t e  knowledge  a v a i l ­
a b l e  co t he  o p e r a t o r  a t  t h e  t ime  o f  a p p l i c a ­
t i o n  f o r  c e r t i f i c a t i o n .  A f t e r  such  c e r t i ­
f i c a t i o n  i s  r ev o ke d  r o y a l c y  payment  o f  7 1/2 
p e r  c e n t  on p r o d u c t i o n  t h e r o c o f o r e  s h a l l  be 
I m m e d ia t e l y  due and p a y a b l e  and 12 1/2
p e r  c e n t  r o y a l t y  on a l l  s u b s e q u e n t  p r o d u c t i o n  
s h a l l  be p a i d .  Shou ld  che r o y a l t y  due n o t  be 
paLd on demand,  che S t a t e  s h a l l  t a k e  l e g a l  
s t e p s  co c a n c e l  t h e  l e a s e  i n v o l v e d .
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50 5 .747  T e r m i n a t i o n .
In  che evenc  c :  cne t e r m i n a t i o n  o f  a d i s ­
c o v e r y  l e a s e  f o r  any c a u s e ,  che 5 p e r  c e n t  
d i s c o v e r y  r o y a l c y  t e r m i n a t e s  and  w i l l  noc be 
a l l o w e d  o r  r e i n s t a t e d  on che s ane  g e o l o g i c  
s t r u c t u r e .

5 05 .748  F ive  Per  Cent  D i s c o v e r y  K o v a l e v .
A " F i r s t  D i s co ve r y  WeL> C e r t i f i c a t i o n '  s h a l l  
s e c u r e  che 5 pe r  c e n t  r o y a l c y  r i g h t s  f o r  che 
h o l d e r  o f  che S t a t e  l e a s e  on w h i ch  s u c h  w e l l  
i s  l o c a t e d  on a l l  p r o d u c t i o n  f rom a l l  z o n e s ,  
s t r a t a ,  f o r m a t i o n s  and s t r u c t u r e s  u n d e r  and 
w i t h i n  che e x t e r i o r  b o u n d a r i e s  o f  s a i d  l e a s e .
I f  a c  any t ime b e f o r e  o r  a f t e r  d i s c o v e r y  weLl 
c e r t i f i c a t i o n ,  t he  Scace  l e a s e  cn  wh ich  such  
w e l l  i s  l o c a t e d  i s  s u b j e c t  co o r  made a p a r t  
o f  any deve lopmen t  u n i t ,  p o o l i n g  o r  c o n s o l i ­
d a t i o n  c o n t r a c t ,  che 5 p e r  c e n t  d i s c o v e r y  
r o y a l t y  r a c e  s h a l l  a p p l y  o n l y  co t h e  p r o d u c ­
t i o n  a l l o c a t e d  co s a i d  l e a s e  u n d e r  such  
a g r e e m e n t .

I n  1973 t h e  s t a t e ' s  d i s c o v e r y  r o y a l t y  r e g u l a t i o n s  were  

r e c o d i f i e d .  11 AAC 84.  152 - -  11 AAC 84 . 168 wore  t h e  d i s c o v e r y  

r o y a l c y  p r o v i s i o n s  a p p l i c a b l e  co c o m p e t i t i v e  l e a s e s  and 

11 AAC 84 . 407  - -  11 ,\AC 34 .4 22  w e re  che d i s c o v e r y  r o y a l c y

p r o v i s i o n s  a p p l i c a b l e  co n o n c o m p e t i t i v e  l e a s e s .  I n  1974 ch es e

cwo s e c s  o f  r e g u l a t i o n s  were combin ed  i n t o  one  s e c  o f  d i s c o v e r y
♦

r o y a l t y  p r o v i s i o n s  g e n e r a l l y  a p p l i c a b l e  t o  a l l  o i l  and gas  

l e a s e s ,  11 AAC 8 3 . 2 0 0  - -  11 AAC 3 3 . 2 3 0 .  These  r e g u l a t i o n s  w e r e  

r e p e a l e d  on November 9 ,  1979.

D. The D i s p u t e  3e cv e en  Pan An and S h e l l  Over  t h e  

Midd l e  Ground S h o a l  D i s c o v e r y  R o y a l t y  Award.
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I n  May o f  1963 che SRS group  spudded  a w e l l  i n  che 

Middl e  Ground S h o a l  a r e a  i m m e d ia t e l y  co che souch  o f  che l e a s e  on 

wh ich  Pan Am" had  d r i l l e d  che gas  b l o wo u t  che p r e v i o u s  y e a r  and 

f o r  wh ich  Pan Am and i c s  p a r t n e r s  had been  awarded  a d i s c o v e r y  

r o y a l c y  i n  J a n u a r y .  The f i r s c  day che new r e g u l a t i o n s  on d i s -
f

c o v e r y  r o y a l t i e s  were  i n  e f f e c c ,  SRS f i l e d  an a f f i d a v i t  o f  f i r s t  

d i s c o v e r y  b a s e d  on e n c o u n t e r i n g  o i l  s a n d s  i n  v a r i o u s  i n t e r v a l s  i n  

che a r e a .  T h e i r  a p p l i c a t i o n  was d e n i e d  by che d e p a r t m e n t  i n  

December  o f  1963.

SRS r e q u e s t e d  r e c o n s i d e r a t i o n  by t h e  d e p a r t m e n t  and

c o n c u r r e n t l y  f i l e d  a document  c l a i m i n g  chac  Pan Am's d i s c o v e r y  

award  was n o t  v a l i d  b e c a u se  t h e  w e l l  was a b l owou t  and ,  t h e r e ­

f o r e ,  o u g h t  co be r ev o ke d .  S e v e r a l  document s  were  f i l e d  on b o t h  

s i d e s .

The d e p a r t m e n t  i s s u e d  a d e c i s i o n  in  May o f  1965 u p h o l d ­

i ng  che o r i g i n a l  d i s c o v e r y  r o y a l c y  award  co Pan.  Am and den y in g

S h e l l ' s  p e t i t i o n .  T h i s  m a t t e r  was t h e n  a p p e a l e d  t o  che c o u r t s .

I n  1969 che A l a s k a  supreme c o u r t  u p h e l d  t h e  d e p a r t m e n t ' s  d e c i ­

s i o n .  Pan Amer ican  Pecro l eum Coro,  v .  S h e l l  O i l  Co. .  155 P . 2d 12 

( A l a s k a  1969 ) .

E. D i s c o v e r y  RoyaLty Awards f o r  t’o r c h  Cook I n l e t ,

3 e l u g a  R i v e r ,  and F a l l s  C re e k .
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L. N or th  Cook I n l e c  award.

On'November  12,  1962,  t h e  d a t e  Pan Ameri can  had a p p l i e d  

t o r  d i s c o v e r y  award  f o r  t h e  Middl e  Ground  ShoaL No. 1,  Pan An 

a l s o  a p p l i e d  f o r  a d i s c o v e r y  award on ADL 17509 on che b a s i s  c f  

che Cook I n l e c  No. 1 b l o w o u t .  The d e p a r t m e n t  d e c i d e d  n o t  co a c t  

on c h i s  a p p l i c a t i o n  u n t i l  a f c e r  che d i s c o v e r y  r o y a l t y  r e g u l a t i o n s  

went  i n t o  e f f e c t .

I n  Augus t  o f  1963 ( a f t e r  t h e  new r e g u l a t i o n s  became

e f f e c t i v e ) ,  Pan Am was i n f o r m e d  c h a t  a p o c e n c i a L  t e s t  t o  v e r i f v  • ■ •

che e x i s t e n c e  o f  co mm er c i a l  q u a n t i t i e s  wou ld  be r e q u i r e d .  No 

t e s t i n g  was p o s s i b l e  u n t i l  che summer o f  1964.

I n  che i n t e r i m  S h e l l  p r o t e s t e d  any  award  o f  d i s c o v e r y  

b e n e f i t s  t o  Pan Am f o r  t h e  Cook I n l e c  No. I we* l  and spudded  a 

w e l l  on che  l e a s e  i m m e d i a t e l y  co che n o r t h  o f  che l e a s e  where  Pan 

An had d r i L L e d  che Cook I n l e c  No. 1 and No. l -A we L l s .

t n  June  and  J u l y  o f  1964,  che Cook I n l e t  No. 1-A w e l l  

was t e s t e d  by Pan An. In  December o f  1964 ,  Pan An was g r a n t e d  a 

d i s c o v e r y  r o y a l c y  f o r  l e a s e  ADL 17539 b a s e d  on che d i s c o v e r y  mace 

i n  ; / . c  Cook I n l e t  No. 1 w e l l  and t h e  p o c e n c i a l  t e s t  o f  che Cock 

I n l e c  No. l -A w e l l .

2 .  Be luga  R i v e r  and  F a l l s  C r e ek  a w a r d s .



The SRS g roup  had  r e q u e s t e d  a d i s c o v e r y  r o y a l t y  i n

December o f  1962 i n  c o n j u n c t i o n  w i t h  i c s  Be luga  d i s c o v e r y .

A c t i o n  on t h i s  r e q u e s t  was i n i t i a l l y  d e l a y e d  b e c a u s e  che commis­

s i o n e r  o f  n a t u r a l  r e s o u r c e s  b e l i e v e d  t h a t  che Be luga  d i s c o v e r y

m ig h t  be on che same s t r u c t u r e  as  Pan Am's N o r t h  Cook I n l e c
(

b l o w o u t .  The SRS g roup  c o n t e n d e d ,  ho we ve r ,  chac  i c  had an 

a u t o m a t i c  r i g h t  co an award b e c a u s e  t h e  s c a c e  had r e c o g n i s e d  che 

Be luga  d i s c o v e r y  f o r  che p u r p o s e  o f  r e c l a s s i f y i n g  a d j o i n i n g  s c a c e  

u p l a n d  a c r e a g e  f rom n o n c o m p e t i t i v e  t o  c o m p e c i c i v e .  Th e re  was an 

exchange  o f  i n f o r m a t i o n  be tw een  t he  d e p a r t m e n t  and  che SRS group 

o v e r  c h i s  a p p l i c a t i o n  ac che same t ime  as  che d e l i b e r a t i o n s  on 

che a d o p t i o n  o f  t h e  d i s c o v e r y  r o y a l c y  r e g u l a t i o n s  were  o c c u r r i n g .

In  May o f  1963 che SRS g roup  a p p l i e d  f o r  a d i s c o v e r y  

r o y a l t y  f c r  l e a s e  ADL 00590 on che b a s i s  o f  che gas  d i s c o v e r y  

made i n  che F a l l s  C reek  I’n i c  Number 1 w e l l  i n  A p r i l  o f  1961.  

When che d e p a r t m e n t  d e c i d e d  co d e f e r  a c t i o n  on b o t h  t he  F a l l s  

C reek  and 3 e lu g a  R i v e r  a p p l i c a t i o n s  u n t i l  a f c e r  che d i s c o v e r y  

r o y a l c y  r e g u l a t i o n s  we re  a d o p t e d ,  The SRS g r ou p  o b j e c t e d  c h a t  i c  

was b e i n g  t r e a t e d  u n f a i r l y .

In  Sep t em be r  and O c t o b e r  o f  1963,  che SRS g roup  r e a p ­

p l i e d  f o r  3e lu g a  d i s c o v e r y  c e r t i f i c a t i o n .  I t  was awarded  on t h e  

same day chac  t he  SRS a p p l i c a t i o n  f o r  t h e  Middl e  Cround  Shoa l  o i l  

d i s c o v e r y  was d e n i e d .
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I n  December o f  1963 an  a p p l i c a t i o n  was s u b m i t t e d  f o r

t h e  F a l l s  C r eek  l e a s e .  I c  was p r o c e s s e d  u n d e r  che new r e g u ­

l a t i o n s ,  and  a d i s c o v e r y  r o y a l c y  award  was mace on F e b r u a r y  18, 

1964.

I
F.  A p p l i c a t i o n  f o r  and Award o f  D i s c o v e r y  Royalcy

C e r t i f i c a t i o n s  i n  che T r a d i n g  Bay,  McArchur  R i v e r ,  and
* /N i c o l a i  C reek  A r e a s . —

1. I n t r o d u c t i o n .

In  1965,  f o r  che f i r s t  c i n e ,  o f f s h o r e  w i l d c a t  w e l l s  

were  d r i l l e d  a l o n g  t h e  w e s t  s h o r e  o f  Ccok I n l e c  on l e a s e s  i s s u e d  

d u r i n g  che  s e v e n c h  and n i n t h  c o m p e t i t i v e  l e a s e  s a l e s .  Mobi l  and 

Union d r i l l e d  che C r a n i c e  P o i n t  No. 1 w e l l  on l e a s e  ADL 13761 

f rom A p r i l  5,  1965,  co Augus t  5 ,  1965.  The w e l l  r e s u l t e d  i n

d i s c o v e r y  o f  che G r a n i t e  P o i n t  o i l  f i e l d .  The c o m pa n i e s  a p p l i e d

f o r  a d i s c o v e r y  r o y a l c y  f o r  che l e a s e ,  wh ich  was awarded  on

S e p c c c b e r  14,  1965.

* /  A map d e p i c t i n g  che cop o f  che Hemlock g e l o g i c  f o r m a c i o n  and 
i l l u s t r a t i n g  a p p l i c a t i o n s  f o r  d i s c o v e r y  r o y a l c y  awards  i n  
che T r a d i n g  Bay and McArchur  R i v e r  a r e a s  i s  a t t a c h e d  cc c h i s  
o p i n i o n  as  Append ix  3. Appendix  2 s h o u l d  be r e f e r e n c e d  co 
l o c a c c  che N i c o l a i  C reek  a r e a  f o r  wh ic h  a d i s c o v e r y  r o y a l t y  
award was a l s o  s o u g h t .
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Du r i n g  c h i s  same d r i l l i n g  s e a s o n  Union (on b e h a l f  o f  

i c s e l f  and i c s  c o - l e s s e e ,  Marachon)  d r i l l e d  f o u r  v e i l s  i n  che 

T r a d i n g  Bay- f l cArchur  R i v e r  a r e a .  These  w e l l s  and  o c h e r s  which 

f o l l o w e d  e n c o u n t e r e d  o i l  i n  a lmosc  e v e r y  i n s t a n c e  i n  r e s e r v o i r s  

c o n c a i n e d  i n  che Hemlock f o r m a c io n ,  wh ich  a l s o  c o n c a i n e d  che

m a j o r  o i l  r e s e r v o i r s  i n  che Middle  Ground S h o a l  and  Swanson R iv e r  

f i e l d s .

A number  o f  ex p Lo ra co ry  w e l l s  were  d r i l l e d  i n  che 

T r a d i n g  Say-McArchur  R i v e r  a r e a  d u r i n g  che 1966 d r i l l i n g  s e a s o n .  

F i l i n g s  f o r  f i v e  o f  che se  w e l l s  we re  made w ic h  che  s c a c e .  which 

i n i c i a c e d  che d i s c o v e r y  r o y a l c y  c e r t i f i c a t i o n  p r o c e s s .

2.  A p p l i c a t i o n  f o r  and  award  o f  a d i s c o v e r y  r o y a l c y  

c e r t i f i c a t i o n  f o r  che Union T r a c i n g  Bay Mo. L-A 

weLL.

On May 9,  1965,  Union ,  on b e h a l f  . o f  i c s e l f  and

Marachon ,  sp ud d e d  t h e  f i r s t  w e l l  on l e a s e  ADL 13731.  The w e l l

( T r a d i n g  Bay Mo. 1) was d r i l l e d  co a d e p t h  o f  747 f e e c .  The

c a s i n g  p a r t e d  ac  a d e p t h  o f  126 f e e c  w h i l e  i c  was b e i n g  s e c  i n  

che w e l l ,  and che w e l l  was p l u g g e d  and a b a n d o n e d .  On May 23,  

1965,  Union spudde d  a n o t h e r  w e l l  f rom che same l o c a t i o n .  T r a d i n g  

Bay No. 1-A.  I n  d r i l l i n g  c h i s  w e l l  Union d i s c o v e r e d  o i l  i n  che 

T r a d i n g  Bay f i e l d .  The u d l  was c o m p l e t e d  ac  a d e p t h  o f  6 , 83 2  

f e e c  on J u n e  25 ,  1965.
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Union and  Marachon a p p l i e d  f o r  a d i s c o v e r y  r o y a l c y  f o r  

l e a s e  ADL LS73L b a s e d  on c h i s  d i s c o v e r y .  The d e p a r t m e n t  found 

t h a t  Union and Mara thon  had a d e q u a t e l y  e s t a b l i s h e d  a d i s c o v e r y  

dace  o f  May 23 ,  1965,  and c h a t  che p o c e n c i a l  t e s t  c o n d u c t e d  on 

J u n e  17,  1965,  had  e s t a b l i s h e d  chac t h e  T r a d i n g  Bay No. 1-A w e l l  

was c a p a b l e  o f  p r o d u c i n g  commerc ia l  q u a n t i t i e s .  The d e p a r t m e n t  

a l s o  found  chac  che T r a d i n g  Bay f e a c u r e  was a s e p a r a t e  s c r u c c u r e .  

The a p p l i c a c i o n  f o r  c h i s  d i s c o v e r y  award was p r o c e s s e d  and 

c e r t i f i e d  on Augusc  27,  1965.

3.  A p p l i c a c i o n  f o r  a d i s c o v e r y  r o y a l c y  c e r c i f i c a c i o n  

o f  che  GrayLir .g No. 1-A w e l l .

Union and  Marachon d r i l l e d  cwo more w e l l s  f r om l o -  

c a c i o n s  on l e a s e  ADL 18731 a f c e r  che T r a d i n g  Bay No. 1-A d i s ­

c o v e r y .  I n  che l a c e  summer o f  1965 che d r i l l i n g  b a r g e  w h i c h  had 

been  u sed  co d r i l l  che se  w e l l s  was moved co l e a s e  ADL 17594 

i m m e d i a t e l y  t o  che so u c h ,  a l s o  a Union-Marachon  l e a s e .  Union 

commenced che G r a y l i n g  No. 1 w e l l  h e r e  on Sep t em be r  2,  1965.  As 

a r e s u l c  o f  m e c h a n i c a l  p rob l ems  e n c c u n c e r e d  i n  che e a r l y  s t a g e s  

o f  d r i l l i n g ,  che w e l l  had co be p lu g ge d  and  abandoned  ac  a d e p t h  

o f  817 f e e c .

G r a y l i n g  No. 1-A was commenced i m m e d i a t e l y  and t e s t e d  

f o r  comm erc i a l  q u a n t i t i e s  f rom November 6 co November 8 ,  1965.  

An a p p l i c a t i o n  f o r  d i s c o v e r y  r o y a l t y  c e r t i f i c a t i o n  was sub micced  

on November 15 and  amended on November 19.  OfT and ga s  s a n d 3
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were e n c o u n t e r e d  i n c e r m i c c e n c l y  i n  c h i s  weLi  f r o n  de p th s  o f  3 , 305 

f e e c  co 9 ,770  f e e c ,  i n c l u d i n g  a 4 0 0 - f o o c  pay i n t e r v a l  f rom 9 ,370  

co 9 ,770 f e e f  i n  che Hemlock cone .

The d e p a r t m e n t  f ound chac  che d a t e  o f  d i s c o v e r y  f o r  che
I

G r a y l i n g  No. 1-A w e l l  was Occober  24 ,  1965,  and chac commerc ia l  

q u a n t i t i e s  had  been  e n c o u n t e r e d  w i t h i n  che Hemlock zone .  How­

e v e r ,  f o r  che f i r s t  cime s i n c e  che d i s c o v e r y  r o y a l c y  program was 

commenced, c h c r e  was a s e r i o u s  q u e s c i o n  as  co wheche r  che d i s ­

co v e r y  had  been  made on a new g e o l o g i c  s c r u c c u r e .  The d e c i s i o n  

i s s u e d  cn J a n u a r y  26,  1966,  c o n c l u d e d :

I n s u f f i c i e n t  s u b s u r f a c e  i n f o r m a t i o n  e x i s c s  co 
d e t e r m i n e  chac  che McArthur  R i v e r  f e a t u r e  on 
wh ich  che G r a y l i n g  No. 1-A w e l l  i s  l o c a t e d  i s  
noc o v e r l a p p e d  by che p r e v i o u s l y  c e r t i f i e d  
T r a d i n g  3ay g e o l o g i c  f e a t u r e .  Thus ,  che w e l l  
does  noc  s a t i s f y  che r e q u i r e m e n t  f o r  b e i n g  a 
d i s c o v e r y  w e l l  on a g e o l o g i c  s c r u c c u r e  
p r e v i o u s l y  u n c e r t i f i e d ,  and  t h e  a p p l i c a t i o n  
on che G r a y l i n g  No. 1-A w e l l  i s  h e r e b y  
d e n i e d .

On F e b r u a r y  10, 1966,  a  m e e t i n g  t ook  p l a c e  i n  Ancho rage  

be tween  U n i on - Ma ra t ho n  o f f i c i a l s  and  d e p a r t m e n t  o f f i c i a l s  co 

d i s c u s s  che  d e c i s i o n  d e n y i n g  U n i o n - M a r a t h o n ' s r e q u e s c  f o r  d i s ­

c o v e r y  c e r c i f i c a c i o n .  I n  one m e e t i n g  Tom M a r s h a l l  o f  che 

d i v i s i o n  o f  m ines  and m i n e r a l s  t o l d  Un ion -Marachon  o f f i c i a l s  chac 

he was c o n c e r n e d  abouc  che p o s s i b i l i t y  chac  s h a l l o w  p r o d u c c i v c  

s ands  o o n c i n u o u s l y  o v e r l a i d  boch che T r a d i n g  3ay s c r u c c u r e  and  

che G r a y l i n g  s c r u c c u r e .  M a r s h a l l  a l s o  c o l d  one o f  che  o i l
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company r e p r e s e n t a t i v e s  t h a t  h i s  view o f  che McArchur River  

a p p l i c a c i o n  r e l i e d  h e a v i l y  on che "dominanc  s c r u c c u r e  conceoc"  

r e f e r r e d  co i n  USGS C i r c u l a r  419.  Anocher  m e e c i n g  was h e l d  wich 

E r i e  Mach i s ,  c h i e f  o f  che m i n e r a l s  s e c c i o n  o f  che d i v i s i o n  o f  

l a n d s ,  who e n c o u r a g e d  Union and  Marachon co r e q u e s c  cime co 

submic  a d d i t i o n a l  e v i d e n c e .  !

On F e b r u a r y  14,  1966,  Union f i l e d  a  document  wich  che 

d i v i s i o n  o f  l a n d s  e n c i c l e d ,  " P e c i c i o n  f o r  R e c o n s i d e r a t i o n  and 

I n c e r p r e c a c i o n  o f  D e c i s i o n  o f  che D i r e c c o r  o f  che  D i v i s i o n  of  

Lands  Daced J a n u a r y  26 ,  1966,  i n  che Macce r  o f  D i s c o v e r y  WeLl

C e r c i f i c a c i o n  G r a y l i n g  No. I -A w e l l  - -  ADL 17 5 9 4 . "  I n  ch i s  

p e c i c i o n  Union r e q u e s t e d  chac  a p p l i c a b l e  r e g u l a t i o n s  be i n t e r -  

p r e c e d  co p e r m i t  Union co submic  a d d i c i o n a l  and  s u p p c r c i n g  

i n f o r m a t i o n  ac  a l a c e r  cime o r  co a l l o w  r e c o n s i d e r a c i o n  by che 

d i r e c c o r  o f  h i s  d e c i s i o n  on chc b a s i s  o f  a d d i c i o n a l  s u p p o r t i n g  

i n f o r n a c i o n  chen  a v a i l a b l e ,  i n c l u d i n g  e v i d e n c e  s a t i s f y i n g  che 

c r i t e r i a  u se d  f o r  che  d e c e r m i n a c i o n  o f  g e o l o g i c  s c r u c c u r e s  by che 

USGS i n  a d m i n i s t e r i n g  che M i n e r a l  L e a s i n g  Acc o f  F e b r u a r y  25,  

L920.

E r i e  M a t h i s  p r e p a r e d  a p r op os e d  d e c i s i o n  r e s p o n d i n g  co

U n i o n ’ s p e c i c i o n .  He c o n f e r r e d  wich  Tom M a r s h a l l  a b o u t  i c  b e f o r e

s e n d i n g  i t  t o  t h e  c o m m i s s i o n e r .  The p r o p o s e d  d e c i s i o n  d e n i e d  

U n i o n ' s  r e q u e s c  f o r  r e c o n s i d e r a t i o n  on che g ro un d  chac che

s c a c e ' s  o i l  and ga s  l e a s i n g  rej. i l c ’ i o n s  wou ld  noc  pe rmic  i c .

However ,  che p r o p o s e d  d e c i s i o n  p e r n i t c e d  Union co submic  any
m
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a d d i t i o n a l  s u p p o r t i n g  i n f o r m a t i o n  and a u t h o r i z e d  an award o f  

d i s c o v e r y  ro yaLcy  i f  c h a t  i n f o r m a t i o n  e s c a b l i s h e d  chac G r a y l i n g  

No. L-A was - o n  a s e p a r a t e  g e o l o g i c  s c r u c c u r e .  Th i s  p rop osed  

d e c i s i o n  was n e v e r  i s s u e d .

B e g in n i n g  on F e b r u a r y  16,  1966,  Tom M a r s h a l l  p r o v i d e d

J i m  W i l l i a m s ,  d i r e c c o r  o f  che d i v i s i o n  o f  m ines  and m i n e r a l s  and 

ch a i rm a n  o f  che O i l  and  Gas C o n s e r v a c i o n  Commiccee,  wich  a s e r i e s  

o f  r e p o r t s  r e g a r d i n g  h i s  F e b r u a r y  11 meec ing  wich  Union-Marachon.  

I n  chese  r e p o r c s  M a r s h a l l  s c a c e d  chac  che d i s c u s s i o n  was l i m i t e d  

co che s c a c e ' s  i n c e r p r e c a c i o n  o f  che d e f i n i t i o n  o f  g e o l o g i c  

s c r u c c u r e  and  chac  USGS C i r c u l a r  419 was che p r i n c i p a l  b a s i s  u sed  

f o r  d e t e r m i n i n g  g e o l o g i c  s c r u c c u r e .  He o u t l i n e d  a number o f  

p rob l ems  r e g a r d i n g  che d e f i n i c i o n  o f  g e o l o g i c  s c r u c c u r e ,  

i n c l u d i n g  che c o m p l i c a c i r . g  e f f e c t s  o f  s t r a c i g r a p h i c a l l y  

c o n t r o l l e d  p r o d u c t i o n ,  dominant  s t r u c t u r e ,  t r e n d s  o f  f o l d i n g ,  t h e  

i n t e r p r e t a t i o n  and  a c c u r a c y  o f  s t  . smic r e c o r d s ,  and t h e  a b senc e  

o f  s u b s u r f a c e  d a c a .

In h i s  r e p o r c s  M a r s h a l l  r e i t e r a t e d  t h a t  che main 

p r o b l em  wich  t h e  G r a y l i n g  a p p l i c a c i o n  was t h e  o c c u r r e n c e  o f  

u n d e f i n e d  s c r a c i g r a p h i c  t r a p s  i n  che s h a l l o w  h o r i z o n s .  He f e l t  

chac  i t  would  be a m i s t a k e  co award a d i s c o v e r y  r o y a l c y  f o r  che 

G r a y l i n g  w e l l  b e f o r e  che e x t e n t  and c o n t i n u i t y  o f  chose  c r a p s  

we re  known. He m e n t i o n e d  che o c h e r  p r o b l em  o f  d e t e r m i n i n g  how 

much v e r t i c a l  d i s p l a c e m e n t  a l o n g  f a u l c s  i s  r e q u i r e d  co s e p a r a t e  

g e o l o g i c  s t r u c t u r e s ,  and wondered  what  d e v e l o p m e n t  o f  che f i e l d
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would  p r o v i d e  s u f f i c i e n t  s u b s u r f a c e  i n f o r m a t i o n  no r e s o l v e  c h i s  

p r ob l em.

M a r s h a l l  a l s o  s a i d  c h a t  che p r o c e d u r e s  u s e d  by che  USGS 

in  d e t e r m i n i n g  KGSs were  d i s c u s s e d  and t h a t  t h e  p o i n t  was made 

t h a t  che  s t a t e  r e g u l a t i o n s  d i d  noc  a l l o w  th e  s t a t e  co make ' a 

t e n t a t i v e  d e t e r m i n a t i o n  r e g a r d i n g  g e o l o g i c  s t r u c t u r e ,  u n l i k e  

f e d e r a l  r e g u l a t i o n s  wh ich  a l l o w e d  f e d e r a l  o f f i c i a l s  co d e l i n e a t e  

an u n d e f i n e d  KGS. He noced  t h a t  s t a t e  o f f i c i a l s  we re  w i t h o u t  t h e  

b e n e f i t  o f  s u r f a c e  g e o l o gy  a v a i l a b l e  t o  p e r s o n s  w o r k i n g  i n  

u n c o v e r e d  u p l a n d  a r e a s .  He e x p l a i n e d  t h a t  che USGS makes i t s
k

f i n a l  KGS d e t e r m i n a t i o n  a f t e r  an  e v a l u a t i o n  o f  a l l  c o n t r o l l i n g  

f a c t o r s ,  b u t  t h a t  l i k e  i n f o r m a t i o n  was noc  a v a i l a b l e  t o  che s c a c e  

w i t h  r e s p e c t  t o  che T r a d i n g  Bay and McArchur R i v e r  a r e a s  ac  c h i s  

c ime.

On March 2,  1966,  t h e  c o m m i s s i o n e r  o f  n a t u r a l  r e s o u r c e s  

r e s p o n d e d  co E a r l  M a t h i s '  s u g g e s t e d  r e p l y  co U n i c n - M a r a c h o n ' s 

p e c i c i o n  f o r  r e c o n s i d e r a t i o n .  I n  h i s  r e s p o n s e  che  c o m m i s s i o n e r  

c o n c l u d e d  t h a t  t h e r e  were  cwo s e p a r a t e  g e o l o g i c  s t r u c t u r e s  p r e ­

s e n t ,  b u t  e x p r e s s e d  c o n c e r n  a b o u t  t he  p r ob l em  o f  one l e a s e  

c o v e r i n g  a p o r t i o n  o f  cwo s e p a r a t e  s t r u c t u r e s  - -  an  e n t i r e l y  

d i f f e r e n t  I s s u e  t h a n  chac  b e i n g  d e a l t  w ich  by M a r s h a l l ,  W i l l i a m s ,  

and M a t h i s .  He f e l t  chac  t h e  cime l i m i t  imposed  by che r e g u ­

l a t i o n s  c o u l d  be  c i r c u m v c n c e d  i f  che p e c i c i o n  we re  a c c e p t e d  by 

t he  c o m m i s s i o n e r  r a t h e r  t h a n  che d i v i s i o n  o f  l anc l s ,  t h u s  e n a b l i n g
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a s t u d y  o f  che p rob l em co be made.  He a l s o  i n d i c a t e d  chac  che 

a t t o r n e y  g e n e r a l  had been  r e q u e s t e d  t o  r e v i e w  che q u e s t i o n  o f  

wheche r  a f i v e  p e r c e n c  r o y a l c y  would a p p l y  co che e n c i r e  l e a s e  i f  

a d i s c o v e r y  w e l l  were  d r i l l e d  i n  a new s c r u c c u r e  where  che a r e a  

o f  che l e a s e  a l s o  c o v e r e d  a s econ d  s c r u c c u r e  chac  had been
I

p r e v i o u s l y  c e r t i f i e d  as a d i s c o v e r y  on a d i f f e r e n c  l e a s e .  I c  i s  

a p p a r e n t  f rom c h i s  o p i n i o n  r e q u e s c  chac che c o m m i s s i o n e r  was 

c o n c e r n e d  wich  l e a s e  b o u n d a r i e s  ( che  l e g a l  i n c e r p r e c a c i o n  o f  che 

words  " a l l  p r o d u c t i o n  f rom che l e a s e " )  r a t h e r  chan a q u e s c i o n  

i n v o l v i n g  che b o u n d a r i e s  o f  a  g e o l o g i c  s c r u c c u r e .

On Augus t  26,  1966 ,  an  o p i n i o n  v/as i s s u e d  by che

a c c o r n e y  g e n e r a l ' s  o f f i c e  w h i c h  r e s o l v e d  che q u e s c i o n  o f  l e a s e  

b o u n d a r i e s .  The c o n c l u s i o n  was chac  a l l  p r o d u c t i o n  f rom che 

l e a s e  s h o u l d  e n jo y  che b e n e f i t s  o f  d i s c o v e r y  r o y a l c y  even  chough 

i c  we re  d e r i v e d  f rom a s c r u c c u r e  wh ich  was p r e v i o u s l y  che s u b j e c t  

o f  a d i s c o v e r y  r o y a l c y  on a n o c n e r  l e a s e .  However,  che p r i n c i p a l  

q u e s t i o n s  o f  wheche r  o r  noc  T r a d i n g  Bay and McArchur  R i v e r  were  

s e p a r a t e  s t r u c t u r e s  was noc a d d r e s s e d  by c h i s  o p i n i o n .

The re  was no f u r t h e r  a c t i v e  c o n s i d e r a t i o n  o f  che

Unior . -Marachon a p p l i c a c i o n  u n t i l  1968.

4,  D i s c o v e r y  r o y a l c y  c e r t i f i c a t i o n  o f  che N i c o l a i

Creek  Scace  No. 1 w e l l .
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Se c au se  che  c e r c  o f  che l e a s e s  i s s u e d  i n  che  s evench
a I

and n i n c h  c o m p e c i c i v e  s a l e s  was f i v e  y e a r s ,  c he r e  w e re  a l a r c e  

number o f  we-Lls d r i l l e d  and s e v e r a l  d i s c o v e r y  w e l l  c e r c i f i c a c i o n  

a p p l i c a c i c n s  f i l e d  i n  che 1966 d r i l l i n g  s e a s o n .

The f i r s c  d i s c o v e r y  r o y a l c y  r e q u e s c  i n  che 1966 d r i l l ­

i ng  s e a s o n  came f o r  a w e l l  d r i l l e d  by Texaco  - -  N i c o l a i  Creek 

Scace  No. 1 .  Texaco  had  spu dded  c h i s  w e l l  i n  che f a i l  o f  1965.  

On May 23,  1966,  Texaco  s ub m ic c ed  e v i d e n c e  i n  s u p p o r c  o f  an

A p r i l  28,  1966,  p r i o r i c y  d a c e .  In  e a r l y  May che w e l l  was c e s c ed  

and founa  co be c a p a b l e  o f  p r o d u c i n g  co mm er c i a l  q u a n c i c i e s  o f  

g a s .  Texaco a p p l i e d  f o r  d i s c o v e r y  w e l l  c e r c i f i c a c i o n  on Ju n e  13,

1966,  which  was a p p r o v e d  on Augusc 19,  1966.

5 .  D i s c o v e r y  a f f i d a v i c  f o r  che SAS F o r e l a n d  Channel

Sc a c e  No. 1 w e l l .

On Ju n e  10,  1966,  S h e l l  (on  b e h a l f  o f  i c s e l f ,  Scanda rd  

O i l  o f  C a l i f o r n i a ,  and  A c l a n c i c  R i c h f i e l d )  f i l e d  an a f f i d a v i c  o f  

f i r s c  d i s c o v e r y  f o r  che SAS F o r e l a n d  Channe l  Scace  No. 1 w e l l .  

No p o c e n c i a l  c e s c s  w e r e  co n du cce d  on c h i s  w e l l ,  and  no d i s c o v e r y  

c e r c i f i c a c i o n  a p p l i c a c i o n  was f i l e d .

6 .  D i s c o v e r y  a f f i d a v i c  f o r  che Pan Am Norch Redoubc

Wel l  No. I .
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Pan An d r i l l e d  che N o r t h  Redoubt  Wel l  No. 1 f o r  che Pan 

Am group i n  che s p r i n g  and summer o f  ^ 6 6 .  Ac co rd in g  co che 

a f f i d a v i c  f i l e d  cr. June  22,  1966,  che depch  i n  chac v e i l  c o r r e ­

sponded v e r y  c l o s e l y  co che Hemlock d i s c o v e r y  i n  U n i o n ' s  G r a y l i n g  

No. 1-A w e l l .  A l t ho ug h  g e o l o g i c  s c r u c c u r e  bounda ry  i n f o r m a t i o n  

and e v i d e n c e  o f  commerc i a l  q u a n c i c i e s  were  submicced  i n  e a r l y  

Sep t embe r ,  Pan An d i d  noc a c t u a l l y  a p p l y  f o r  d i s c o v e r y  r o y a l c y  

c e r c i f i c a c i o n .

7. A p p l i c a t i o n  f o r  d i s c o v e r y  royaLcy  c e r c i f i c a c i o n  o f  

che Ku s ca t a n  No. 1-A weLl .

M e a n w h i l e , Union had been  d r i l l i n g  che KusLacan No. I 

v e i l  on U n i o n - M a r a c h o n ' s  l e a s e  ADL 18729,  i m m e d i a t e l y  co che 

s o u t h  o f  t h e i r  G r a y l i n g  l e a s e .  T h i s  w e l l  was d r i l l e d  co 11 .600 

f e e c  d u r i n g  A p r i l ,  May. and June  1966.  Union f i l e d  a f f i d a v i t s  co 

e s c a b l i s h  p r i o r i t y  o f  cime and dace  o f  d i s c o v e r y  f o r  c h i s  v e i l .  

Du r ing  che p e r i o d  Augusc 5 co 7,  1966,  a co m m er c i a l  q u a n c i c i e s  

c a se  was w i t n e s s e d  by che s c a c e .  On Sep t em be r  6 ,  1966,  Union

f o r m a l l y  a p p l i e d  f o r  d i s c o v e r y  c e r c i f i c a c i o n .  One week l a t e r  

Union wichd rew che a p p l i c a c i o n  p e n d in g  s u b m i s s i o n  o f  a d d i t i o n a l  

i n f o r m a t i o n ,  wh ich  was submicc ed  on Occobe r  7,  1966.  Union

wichd rew t h i s  a p p l i c a c i o n  i n  December 1966 b e f o r e  any a c t i o n  on 

i t  had been  t a k e n  by t h e  d e p a r t m e n t .
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8.  A p p l i c a c i o n  f o r  d i s c o v e r y  r o y a l c y  c e r c i f i c a c i o n  o f  

che West  F o r e l a n d  U n i t  No. 3 w e l l .

Ac l a r . c i c  R i c h f i e l d  d r i l l e d  che Uesc F o r e l a n d  Un i t  No. 3 

w e l l  on l e a s e  ADL 18777 i n t o  che u p p e r  l e f t  arm o f  che McArchur 

R i v e r  Hemlock r e s e r v o i r .  On Augus t  3 ,  1966,  an a f f i d a v i c  ' o f

f i r s c  d i s c o v e r y  was f i l e d  i n  s u p p o r t  o f  a J u l y  25 , 1966,  d i s -

c o v e r y  da ce  wich  che O i l  and Gas C o n s e r v a c i o n  Commiccee.  A 

com m erc i a l  q u a n c i c i e s  c e s c  was conducced  on Augusc 16,  1966.

On Sepcemoer  23,  LS66, AcLanci c  R i c h f i e l d  submicced  i c s
t

g e o l o g i c  s c r u c c u r e  b o u n d a ry  e v i d e n c e  co che C o n s e r v a c i o n  Commic- 

c e e .  In  an  e x p l a n a c o r y  l e c c e r  which  a cco mp an ied  c h i s  e v i d e n c e ,  

A c l a n c i c  R i c h f i e l d  e x p l a i n e d  why i c  b e l i e v e d  che Hemlock r e s e r ­

v o i r ,  i n  whac i c  L a b e l e d  che " F o r e i a n a  F i e l d , "  was s e p a r a c e  f rom 

che Hemlock r e s e r v o i r  e n c o u n t e r e d  by Union i n  G r a y l i n g  No. 1-A. 

The e x p l a n a c i o n  c l a i m e d  chac  a b a r r e n  s y n c l i n e  s e p a r a t e d  che 

Hemlock f i e l d  e n c o u n t e r e d  by che G r a y l i n g  1-A .w e l l  f rom chac

e n c o u n t e r e d  by che Wesc F o r e l a n d  U n i t  No. 3 w e l l  and  chac  che 

h y d r o c a r b o n  a c c u m u l a t i o n  i n  che McArchur  R i v e r  s c r u c c u r e  was noc 

i n  commun ica t i on  w ich  chac  o f  Wesc F o r e l a n d  No. 3.

On S e p t e m b e r  30,  1966,  A c l a n c i c  R i c h f i e l d  f o r m a l l y

a p p l i e d  co chc d i v i s i o n  o f  l a n d s  f o r  c e r c i f i c a c i o n  o f  d i s c o v e r y  

r o y a l c y  o f  che Wesc F o r e l a n d  Un i t  No. 3 w e l l .  On che b a s i s  o f  

c h i s  s u b m i s s i o n ,  c h o re  was f u r t h e r  d i s c u s s i o n  u i c h i n  che
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d e p a r t m e n t  cr. che d e f i n i t i o n  o f  g e o l o g i c  s t r u c t u r e  anc wheche r  

che c o n c e p t  o f  dominant  s t r u c t u r e ,  o r i g i n a l l y  advanced  by Ton 

M a r s h a l l  from USGS C i r c u l a r  i l 9 .  was t h e  b e s t  i n t e r p r e t i v e

a p p r o a c h  co s o l v i n g  c h i s  i s s u e .

«
On December 9,  1966,  a d e c i s i o n  was i s s u e d  by che

d i r e c c o r  o f  t h e  d i v i s i o n  o f  l a n d s  d e n y i n g  A c l a n c i c  R i c h f i e l d ' 3

r e q u e s c  f o r  d i s c o v e r y  r o y a l c y  c e r c i f i c a c i o n  on che g round  chac  

che w e l l  was on t h e  G r e a c e r  T r a d i n g  3ay s c r u c c u r e  f o r  wh ich  a 

d i s c o v e r y  r o y a l t y  had  been  p r e v i o u s l y  av/a rced .  He made c h i s  

d e c i s i o n  n o t w i t h s t a n d i n g  che f a c t  chac  che e a r l i e r  d e n i a l  o f

U n i o n -M a r a c h o n ’ s a p p l i c a c i o n  was on che  b a s i s  chac t h e r e  was 

i r . su f  f i c i e n c  e v i d e n c e  co dec  e rmin e  w h e t h e r  che T r a d i n g  Bay and 

McArchur  R i v e r  f e a t u r e s  were  s e p a r a t e  s t r u c t u r e s .  On December 30 

A c l a n c i c  R i c h f i e l d  r i i e c  a p e c i c i o n  f o r  r e c o n s i d e r a t i o n  o f  che

d i r e c t o r ' s  d e c i s i o n .  The re  was d i s c u s s i o n  v l c h l n  che d e p a r t m e n t  

on wh e ch e r  and when co c o n s i d e r  che p e c i c i o n  f o r  r e c o n s i d e r a t i o n  

( A c l a n c i c  R i c h f i e l d  was i n  f a v o r  o f  d e l a y  u n t i l  f u r t h e r  i n f o r m a ­

t i o n  f rom d r i l l  r e p o r t s  f rom s u b s e q u e n t  o p e r a t i o n s  became a v a i l ­

a b l e ) .  L ike  t h e  Union-Marachon  r e q u e s t  f o r  r e c o n s i d e r a t i o n ,  

t h e r e  i s  no t n d i c a c i o n  i n  che r e c o r d  chac  any choughc was g i v e n  

co che mac ca r  u n c i l  a y e a r  l a c e r .

9.  A p p l i c a t i o n  f o r  d i s c o v e r y  r o y a l c y  c e r c i f i c a c i o n  o f  

T e x a c o ' s  T r a d i n g  Bay Scacc  No. 1 w e l l .
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In  che l a c e  summer o f  1966 Texaco ,  on b e h a l f  o f  i c s e i f

and S u p e r i o r  O i l  Company, commenced che T r a d i n g  3ay Scace  No. 1

w e l l  on l e a s n  ADL 17597.  On Sep t em be r  27,  1966,  che w e l l  was

c e s c e d  f o r  commerc i a l  q u a n c i c i e s .  T h i s  c e sc  a l s o  s e r v e d  as  che 

b a s i s  f o r  ar. a f f i d a v i c  o f  f i r s c  d i s c o v e r y .  The w e l l  was d r i l l e d

t h r o u g h  che o i l  b e a t i n g  z o n e s  i n  boch  che Ke na i  and Hemlock

f c r m a c i o n s .

Cn March 7, 1967,  d e n i a l  o f  T e x a c o ' s  a p p l i c a c i o n  was 

i s s u e a  by che d i r e c c o r  o f  che  d i v i s i o n  o f  l a n d s  on che g r o un d s  

chac  che w e l l  was noc c a o a b l e  o f  p r o d u c i n g  o i l  i n  co mm erc i a l  

q u a n c i c i e s  and chac i c  was l o c a t e d  on che C r c a c e r  T r a d i n g  Bay 

s c r u c c u r e  on which  d i s c o v e r y  c e r c i f i c a c i o n  was p r e v i o u s l y  

g r a n c c d .

10. A p p l i c a t i o n  f o r  d i s c o v e r y  r o y a l c y  c e r c i f i c a c i o n  o f  

A c l a n c i c  R i c h f i e l d ’ s T r a d i n g  3ay Scace  No. 1 w e l l .

Anoc.-.cr d i s c o v e r y  was c l a i m e d  i n  che McArchur  R i v c r -  

T r a u i n g  Say a r e a  i n  t h e  summer o f  1967.  Th i s  c l a i m  was made by 

A c l a n c i c  R i c h f i e l d  f o r  t h e  T r a d i n g  Bay S t a t e  No. 1 we 11 on l e a s e  

ADL 3&531. A c c o r d i n g  co che a f f i d a v i t  o f  f i r s c  d i s c o v e r y ,  

e v i d e n c e  o f  f i r s c  d i s c o v e r y  was e n c o u n t e r e d  i n  che w e l l  on 

Juno 7,  1967.  The w e l l  was d r i l l e d  i n c o  che Hemlock a c c u m u l a t i o n  

n o r c h  o f  t h e  McArchur  R i v e r  Hemlock r e s e r v o i r  on che dovnchrovn  

"* \ u  T r a d i n g  3ay f a u i c .  A c l a n c i c  R i c h f i e l d  named c h i s
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a c c u m u l a t i o n  t h e  Ivan  B e r m 5 F i e l d .  A comm erc i a l  q u a n t i t i e s  t e s t  

was co n d u c t ed  cn Ju ne  23 ,  1967.  A p p l i c a c i o n  f o r  d i s c o v e r y

r o y a l t y  c e r t i f i c a t i o n  was f i l e d  or. Sep t em be r  27,  1967.  The

a p p l i c a t i o n  was t h e n  c o n s i d e r e d  by s t a t e  o f f i c i a l s .

The d e c i s i o n  o f  che O i l  and  Gas C o n s e r v a t i o n  Commit tee 

i s s u e d  t o  che d i v i s i o n  o f  l a n d s  recommended t h a t  c e r c i f i c a c i o n  be 

d e n i e d  on che g round  chac  d r i l l i n g  che T r a d i n g  3av Scace  Mo. 1 

w e l l  had noc r e s u l t e d  i n  t h e  f i r s t  d i s c o v e r y  on a new g e o l o g i c  

s t r u c t u r e .  The r e l e v a n t  p o r t i o n  o f  che c o m m i t t e e ' s  d e c i s i o n  

s e a t e d :

S e c t i o n  50S.7&& - E s t a b l i s h m e n t  o f  G e o l o g i c  
S t r u c t u r e " : I t  i s  cr.c o p i n i o n  o t  t n e  O i l  ana
Cas C o n s e r v a t i o n  Ccmmictce  chac  t h e  Ivan  
B e r in g  F i e l d  d i s c o v e r e d  by che T r a d i n g  Bay 
S c a t e  weLl  i s  c o n t r o l l e d  by a f a u l c  o r  
f a u l c s  a s s o c i a t e d  w ic h  che G r e a t e r  T r a d i n g  
3ay S t r u c t u r e .  I nasmuch  as  a d i s c o v e r y  
r o y a l t y  was p r e v i o u s l y  awa rded  co che T r a d i n g  
3ay S t r u c t u r e ,  t h e  Commi t te e  does  noc 
c o n s i d e r  t h a t  t h e  T r a d i n g  Bay S t a t e  41  weLL 
i s  che f i r s c  d i s c o v e r y  on che dominan t  
g e o l o g i c a l  s c r u c c u r e .

On December 7,  1967,  che d e c i s i o n  d e n y in g  A c l a n c i c

R i c h f i e l d ' s  a p p l i c a t i o n  f o r  d i s c o v e r y  r o y a l t y  c e r c i f i c a c i o n  o f  

che Ivan  B e r in g  f i e l d  was i s s u e d .  3v l e c t o r  d a t e d  December 21,  

1967.  A c l a n c i c  R i c h f i e l d  r e q u e s t e d  r e c o n s i d e r a t i o n  o f  che d e c i ­

s i o n  r e j e c t i n g  t h e i r  a p p l i c a c i o n  and  p e r m i s s i o n  co submic a d d i ­

c i o n a l  da c a .  T h i s  p e t i t i o n  was s u p p l e m e n t e d  on December 28,  

1967.
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11.  A p p l i c a c i o n  f o r  d i s c o v e r y  r o y a l t y  c e r t i f i c a t i o n  

f o r  Redoubt  Sh o a l  Mo. 2 .

Th e r e  was one rr.cre d i s c o v e r y  w e l l  c e r c i f i c a c i o n  ap pL i -  

c a c i c r .  c o n s i d e r e d  by che s c a c e  f o r  a w e l l  d r i l l e d  i n  che T r a c i n g  

Bay v i c i n i t y . I n  che summer o f  1968,  Pan Ameri can  d r i l l e d  

Redoub t  S h o a l  d n i c  Mo. 2 w e l l  on l e a s e  ADL 29690.  T h i s  w e l l  was 

d r i l l e d  i n t o  a Hemlock a c c u m u l a t i o n  U 1 / 2  m i l e s  souch  o f  che 

McArchur  R i v e r  Hemlock r e s e r v o i r .  An a f f i d a v i c  co e s c a b l i s h  

p r i o r i t y  o f  d i s c o v e r y  v;as f i l e d  i n  e a r l y  O c t o b e r  196S.  The 

f o r m a l  a p p l i c a t i o n  f o r  d i s c o v e r y  c e r c i f i c a c i o n  was f i l e d  on 

November  12.  The commi t t ee  c o n c l u d e d  chac  co mmerc i a l  q u a n c i c i e s  

had  been  e n c o u n t e r e d  buc chac  che  Redoubc Shoa l  f e a c u r e  was a 

d o w n f a u l c e d  nose  s u b s i d i a r y  co che T r a d i n g  Bay dominan t  g e o l o g i c  

s t r u c t u r e  w h i c h  r.ac oeen p r e v i o u s l y  a w a r c e a  a d i s c o v e r y  r o y a l c y .  

Pan Amer i can  t i l e d  a n o c i c e  o f  a p p e a l  co che s u p e r i o r  c o u r t  cn 

F e b r u a r y  19,  1969,  buc che a p p e a l  n e v e r  p r o c e e d e d  co a d i s p o s i ­

t i o n  on che m e r i t s .

12.  R e c o n s i d e r a t i o n  o f  che G r a y l i n g  No. l - A ,  Wesc 

F o r e l a n d  Unic Mo. 3 .  and A c l a n c i c  R i c h f i e l d  

T r a d i n g  Bay Scace  No. I a p p l i c a t i o n s  f o r  d i s c o v e r y  

r o y a l t y  c e r c i f i c a c i o n .

A c l a n c i c  R i c h f i e l d ' s  a p p l i c a c i o n  f o r  r e c o n s i d e r a t i o n  o f  

che d e n i a l  o f  d i s c o v e r y  r o y a l c y  c e r t i f i c a t i o n  f o r  chc d i s c o v e r y
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i n  che I v a n  B e r in g  f i e l d  prompced Pedro  Dencon,  c h i e f  o f  che 

m i n e r a l s  s e c c i o n  o f  che d i v i s i o n  o f  l a n d s ,  co change  h i s  mind 

abouc  how much cime sh o u l d  be g i v e n  co d i s c o v e r y  c e r c i f i c a c i o n  

a p p l i c a n c s  Co p ro ve  che b o u n d a r i e s  o f  g e o l o g i c  s c r u c c u r e s .  On 

J a n u a r y  29 ,  1968,  he wroce co chen Commis s ione r  Thomas E. K e l l y  

chac  che  c u c o f f  p e r i o d  e s c a b l i s h e d  by che  r e g u l a c i o n s  p r o v i d e d  a 

r e a s o n a b l e  c i n e  p e r i o d ,  chac hoLding  d i s c o v e r y  r o y a l c y  a p p l i c a -  

c i o n s  i n  a b ey a n ce  would c a u s e  s e r i o u s  f i n a n c i a l  a d m i n i s c r a c i v e  

p r o b l e m s ,  and chac  no e v i d e n c e  g a c h e r e d  a f c e r  che c in e  l i m i c  

s h o u l d  be a c c e p c e d .  He was c o n c e r n e d  chac  i f  che p e r i o d  were 

u n l i m i c e d , some companies  wouid  c o n c i n u e  co demand r e f u n d s  o r  

c r e d i c  many y e a r s  a f c e r  che cen y e a r  cerm from f i r ^ c  e n co un c e r  

had  e x p i r e d ,  w ich  s e v e r e  a d v e r s e  e f f e c c s  on s c a c e  f i s c a l  p l a n ­

n i n g .

On C c co b e r  31,  1963 , che c o m m i s s i o n e r  s e nc  ouc ch ree  

d e c i s i o n s  w ic h  r e s p e c c  co ches e  c h r e e  i o n g - s c a n d i n g  d i s c o v e r y  

r o y a l c y  a p p l i c a c i o n s , Un io n -M a ra c ho n ' s G r a y l i n g  1-A (ADL 1 7 59 M ,  

ARCO’ s %*esc F o r e l a n d  Uo. 3 (ADL 1 3 7 7 7 )  and ARCO's T r a d i n g  3ay

Sc ace  Mo. 1 (ADL 35 ^31 ) .  Each o f  c h e se  d e c i s i o n s  p r o v i d e d  as  

f o l l o w s :

1. On chc b a s l 3  o f  che i n f c r m a c i o n  a v a i l a b l e  ac  c h i s  
c i n e ,  che D i r e c c o r ' s  d e c i s i o n  was p r o p e r .

2.  Adequa t e  c i n e  ha s  been  a l l o w e d  che a p p l i c a n c  co 
submic  s u p p o r c i n g  i n f o r n a c i o n  as  r e q u c s c o d  i n  
c h e i r  p e c i c i o n  f o r  r e c o n s i d c r a c i o n .

3.  Thac a p p l i c a n c ' s  r e q u e s c  f o r  an o p p o r c u n i c y  co 
submic  s u p p o r c i n g  i n f o r m a t i o n  i s  r e a s o n a b l e .
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T h e r e f o r e ,  che a p p l i c a n c  i s  g r a n t e d  60 days f rom 
r e c e i p c  o f  c h i s  d e c i s i o n  in  wh ich  co su p p l y  s u p p o r c i n g  
i n f o r m a t i o n  o r  co s c h e d u l e  a h e a r i n g  ac  a cime n u c u a l l y  
a g r e e a b l e  co che s c a c e  and che a p p l i c a n c .  I f  no 
s u p p o r c i n g  i n f o r m a t i o n  o r  h e a r i n g  i s  s c h e d u l e d  w i c h i n  
che '  cime a l l o w e d ,  che D i r e c co r "  s d e c i s i o n  w i l l  be 
a f f i r m e d .

A c l a n c i c  R i c h f i e l d  f i l e d  a l e c t e r ,  c h r e e  e x h i b i t s ,  cwo 

e n c l o s u r e s ,  and a copy o f  che n o c i c e  d e s c r i b i n g  che w e l l  c e s c s  

e n d i n g  J u l y  1, 1967,  w ich  Commiss ioner  K e l l y  i n  r e s p o n s e  co ches e  

d e c i s i o n s  on December  26,  1968.  The l e c c e r  s u g g e s c e d  a meec ing  

w ic h  s c a c e  o f f i c i a l s  co d i s c u s s  and  d e v e l o p  c e c h n i c a l  daca  

s u p p o r c i n g  che a p p l i c a c i o n .  The c e c h n i c a l  da c a  s u b n i c c e d  wich  

c h i s  l e c c e r  i n c l u d e d  E x h i b i c  1, an e v a l u a c i c n  o f  m e c h a n i c a l  l o g s ;  

E x h i b i c  2,  a s c r u c c u r e  con cou r  map; E x h i b i c  3 ,  a s c r u c c u r a l  c r o s s  

s e c c i o n  A-A^; E n c l o s u r e  1, w e l l  c c m p l e c i o n  i n f o r m a c i c n  d r a f c e d  on 

an  e l e c c r i c  l o g ;  and  E n c l o s u r e  2,  a c o r e  a n a l y s i s  - -  c o r e s  1 -1 0 .  

They a l l  p e r t a i n e d  co l e a s e  ADL 34531 and  che I v a n  Be r ing  f i e l d  

and  p u r p o r t e d  co show chac  che  f i e l d  was on a s e p a r a t e  s c r u c c u r e  

f rom boch che T r a d i n g  Bay and McArchur  R i v e r  f i e l d s .  A c l a n c i c  

R i c h f i e l d  f i l e d  n o t h i n g  wich  r e s p e c t  co l e a s e  ADL 18777 and che 

Wesc F o r e l a n d  Ifnic  No. 3 w e l l .  These  l e c c e r s  we re  f o l l o w e d  up on 

J a*  a ry  26,  1963,  w ic h  a l e g a l  b r i e f  f rom Th eo do re  F.  Scevens  and 

R u s 3 e l l  H. H o l l a n d ,  r e p r e s e n t i n g  A c l a n c i c  R i c h f i e l d .  The b r i e f  

was a lm o s t  w o r d - f o r - w o r d  che same as  che one f i l e d  a y e a r  e a r l i e r  

i n  s u p p o r t  o f  A c l a n c i c  R i c h f i e l d ' s  d i s c o v e r y  r o y a l c y  a p p l i c a c i o n  

f c r  che Wesc F o r e l a n d  U n i t  No. 3 w e l l .
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On December 20,  1968,  Union s u p p l e m e n t e d  t h e i r  a p p l i c a ­

t i o n  f o r  c e r c i f i c a c i o n  o f  t he  G r a y l i n g  Mo. 1-A w e l l  by f i l i n g  a 

b l u e  box wh ich  was l a b e l e d ,  "Append! : ;  G e o l o g i c  Rep o r t s  and 

E x h i b i t s . "  In  che box were  maps and  e x h i b i t s  and a n a r r a t i v e  

i n c e r p r e c a c i o n  e x p l a i n i n g  che maps and e x h i b i t s .  Union r e q u e s t e d  

chac che macce r  be s e c  f o r  a h e a r i n g  ac  che e a r l i e s t  p o s s i b l e  

c im e .

On J a n u a r y  9,  1969,  Pedro  Dencon fo rwa rd ed  co che

commis s ione r  h i s  a rgum en t s  on why che 9 0 -day  cime l i m i t  on 

g e o l o g i c  s c r u c c u r e  i n f o r m a t i o n  ouehc  co be s c r i c c l y  e n f o r c e d .

On F e b r u a r y  7,  1969,  A c l a n c i c  R i c h f i e l d  was r . o c i f i e d

chac  t h e  d e c i s i o n  o f  December 9,  1966,  d e n y i n g  d i s c o v e r y  c e r t i ­

f i c a t i o n  o f  t h e  F o r e l a n d  f i e L c  was a f f i r m e d  b e c a u s e  no a d d i c i o n a l  

i n f o r m a t i o n  had  been  s u b n i c c e d .

On J u n e  5,  1969,  che O i l  and Gas C o n s e r v a c i o n  Ccnmiccee 

i n fo rmed  che c i r c c c o r  o f  l a n d s  chac  t h e y  had  r ev i e we d  che docu-  

raencs and e x h i b i c s  submicced  co che d i v i s i o n  o f  l a n d s  on 

December 30,  1968,  and found chac c h i s  a d d i c i o n a l  i n f o r m a t i o n  d id  

noc  w a r r a n c  a change  i n  che c c m n i c c e e ' s  o r i g i n a l  d e c i s i o n  daced  

J a n u a r y  1, 1966.  T h i s  l e c c e r  was s i g n e d  by Tom M a r s h a l l  and 0.  

K. G i l b r e c h ,  J r .  The r c s u Lc s  o f  che r e v i e w  were  n e v e r  f o rwa rded  

co Union -Marachon .
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Uo f u r t h e r  a c t i o n  was t a k e n  cn  e i t h e r  U n i o n ' s  o r  ARCO's 

a p p l i c a t i o n  u n t i l  F e b r u a r y  26,  1970.  At  ch ac  cime che commis­

s i o n e r  senc-  ouc d e c i s i o n s  t o  b o t h  A t l a n t i c  R i c h f i e l d  and 

Un ion-Marachon  e s t a b l i s h i n g  h e a r i n g  d a c e s  o f  A p r i l  16.  1970,  and 

A p r i l  17,  1970,  f o r  che p e n d i n g  c e r t i f i c a t i o n  a p p l i c a t i o n s . In  

c h i s  n o c i c e  Commis s ione r  K e l l y  n o c i f i e d  boch  s e c s  o f  a p p l i c a n c s  

t h a c  h i s  r e v i e w  would  be  l i m i c e d  co i n f o r m a t i o n  wh ich  was f i l e d  

w i c h i n  che o r i g i n a l  9 0 - d a y  p e r i o d .

The A t l a n t i c  R i c h f i e l d  h e a r i n g  was c o n d u c t e d  on

A p r i l  16,  1970.  Ac che h e a r i n g  a d d i c i o n a l  i n f o r m a t i o n  was
%

p r e s e n t e d  co show chac  che Ivan  3 e r i n g  f i e l d  was one o f  s e v e r a l  

e n t r a p p i n g  mechanisms  on s e p a r a c e  s t r u c t u r e s ,  e ach  o f  which  

s h o u l d  be e n c i t l e d  t o  d i s c o v e r y  r o y a l c y  c e r t i f i c a t i o n .

The Union -Marachon h e a r i n g  was c o n d u c c e d  on che nexc  

day .  Ac c h i s  h e a r i n g  Union and Marachon  i n t r o d u c e d  a l i g h t  b lu e  

f o l d e r  f u l l  o f  new e x h i b i t s  c o r r e s p o n d i n g  w ic h  Volumes 1 and 2 o f  

che  e x h i b i t s  l a t e r  s u b m i t t e d  cn S e p t e m b e r  28,  1969.

On J u n e  8 , 1970,  Un i on -Ma rachon  s e n c  Commis s ione r  K e l l y  

a l e c c e r  3 c a c i n g  che l e g a l  r e a s o n s  why he s h o u l d  l o o k  ac  che 

a f t e r - l c q u i r e d  e v i d e n c e .  Ped ro  Denton  t h e n  s e n c  che  co mmis s ione r  

a copy  o f  h i s  J a n u a r y  7, 1969,  n o t e s  wh ich  a r g u e d  chac a f t e r -

a c q u i r e d  e v i d e n c e  shouLd be d i s r e g a r d e d .
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In  Augus t  o f  L970 t h e  C o n s e r v a t i o n  Commit tee  senc  

Commis s ioner  K e l l y  a memorandum wh ich  c o n c l u d e d  chac  che o r i g i n a l  

Un i on -Mara thon  d e c i s i o n  was c o r r e c t .  Pedro  Denton  t h e n  d r a f t e d  a 

d e c i s i o n  t o  send co Union-Marachon wh ich  c o n c a i n e d  a l engchy  

j u s c i f i c a c i o n  f o r  d i s r e g a r d i n g  che a f c e r - a c q u i r e d  e v i d e n c e .  The
I

c o m m i s s i o n e r  d i d  noc s i g n  Pedro  D e n t o n ' s  p r o p o s e d  d e c i s i o n .  

R a t h e r ,  he  s i g n e d  a f i n a l  d e c i s i o n  p r e p a r e d  by t h e  A t t o r n e y  

G e n e r a l ' s  o f f i c e .  T h i s  d e c i s i o n ,  a g a i n  d e n y i n g  U n i on -M ar ach on ' s 

a p p l i c a c i o n  f o r  d i s c o v e r y  c e r c i f i c a c i o n ,  was s e n t  on Oc to be r  7 , 

1970.

On November 5,  1970,  che c h i e f  o f  m i n e r a l s  f o r w a r d ed  to  

che co m m i s s i o n e r  f o r  s i g n a t u r e  a p r o p o s e d  d e c i s i o n  d e ny in g  

A t l a n t i c  R i c h f i e l d ' s  d i s c o v e r y  r o y a l c y  a p p l i c a c i o n  f o r  ADL 35431.  

The c o m m i s s i o n e r  s i g n e d  che d e c i s i o n  on December  3,  1970.  ana  che 

d e c i s i o n  was s e n t  co A c l a n c i c  R i c h f i e l d .

13.  J u d i c i a l  r ev i e w  o f  t h e  d e c i s i o n s  d e n y i n g  d i s c o v e r y  

r o y a l t y  f o r  U n i o n ’ s G r a y l i n g  Mo. 1-A w e l l  and 

A c l a n c i c  R i c h f i e l d ' s  T r a d i n g  3ay Scace  No. 1 w e l l .

Both  Union-Marachon  and A c l a n c i c  R i c h f i e l d  a p p e a l e d  co 

che c o u r t s .  Union and Marachon sough c  r e v i e w  o f  che 

c o m m i s s i o n e r ’ s O c t o b e r  7,  1970,  d e c i s i o n  i n  t h e  s u p e r i o r  c o u r c ,  

wh ich  remanded che maccc r  co che c o m m i s s i o n e r  f o r  a new d e c i s i o n  

i n c l u d i n g  a s c a t e m e nc  o f  che b a s i s  f o r  t h e -  d e c i s i o n .  The
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c o m m i s s i o n e r  i s s u e d  a d e c i s i o n  cn F e b r u a r y  17,  1972,  deny ing

d i s c o v e r y  w e l l  c e r c i f i c a c i o n  on che g r o u n d s  chac  i r . s u f f i c i e n c  

i n f o r m a t i o n  - h a d  been  s u b m i t t e d  w i t h i n  t h e  90 -day  p e r i o d  

p r e s c r i b e d  by t h e  r e g u l a t i o n s  co d e t e r m i n e  whech e r  t h e  G r a y l i n g  

w e l l  was on a s e p a r a t e  g e o l o g i c  s c r u c c u r e  and  c h a t  e v i d e n c e  

su b m i c c ed  a f t e r  t h e  90 -d ay  p e r i o d  couLd noc be c o n s i d e r e d .  The 

compan i e s  a g a i n  s o u g h t  r e v i e w  in  che s u p e r i o r  c o u r t  which  

d i s m i s s e d  t h e  a p p e a l  on t h e  g round  c h a t  t h e  c o u r t  l a c k e d  

j u r i s d i c c i o n . Union -Marachon  t h e n  l o dged  c h e i r  f i r s c  a p p e a l  wich 

t h e  supreme c o u r t ,  w h i ch  r e v e r s e d  and r emanded  che m a t t e r  f o r  

f u r t h e r  c o n s i d e r a t i o n .  Union O i l  Co. o f  C a l .  v .  S t a t e  Dept ,  o f  

Ha t .  R e s o u r c e s , 526 P . 2d 1357 ( A l a s k a  1 97 4 ) .

On remand ,  che s u p e r i o r  c o u r t  a f f i r m e d  che  a d m i n i s t r a ­

t i v e  d e c i s i o n  and  c o n c l u d e d  t h a t  t he  c o m m i s s i o n e r  c o u l d  noc 

l e g a l l y  c o n s i d e r  che a f t e r - a c q u i r e d  e v i d e n c e  o f f e r e d  by che 

a p p l i c a n t s ,  c h a t  che  c o m m i s s i o n e r  had n o t  g r a n t e d  them che r i g h t  

t o  submic  a f t e r - a c q u i r e d  d a t a ,  and t h a t  che  d i r e c t o r ' s  d e c i s i o n  

d e n y i n g  d i s c o v e r y  r o y a l t y  c e r c i f i c a c i o n  was c l e a r l y  s u s t a i n e d  by 

t h e  e v i d e n c e .  Un ion -Marachon  a p p e a l e d  co che supreme  c o u r t  f o r  

che s e c o n d  c ime.  The c o u r t  c o n d u c e d  chac  che c o m m i s s i o n e r  c o u l d  

l e g a l l y  c o n s i d e r  a f t e r - a c q u i r e d  e v i d e n c e  and r emanded  che m a t t e r  

co che c o m m i s s i o n e r  f o r  a d e t e r m i n a t i o n  o f  che r e a s o n a b l e n e s s  o f  

che 9 0 - d a v  l i m i t  and  co r e c e i v e  a d d i t i o n a l  daca  and  r u l e  upon che 

b a s i s  o f  a l l  d a c a  3ubraicced i f ,  un d e r  che c i r c u m s  c a n c e s , che 

l i n i c  we r e  fo und  co be u n r e a s o n a b l e , .  Un ion  O i l  Co. o f
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C a l .  v .  S t a c e  D e o c .  o f  Mac .  R e s o u r c e s . 574 P . 2d 1266 ( A l a s k a

1978) .

The A c l a n c i c  R i c h f i e l d  c a se  was s c a y e d  i n  che s u p e r i o r  

c o u r t  by s t i p u l a t i o n  pe nd in g  r e s o l u t i o n  o f  che  Union-Marachon
I

a p p l i c a t i o n .  A t l a n t i c  R i c h f i e l d  Co. v .  S t a t e  Deoc.  o f  Mac 

R e s o u r c e s . Mo. 3AN-70-3789 Civ .

VI .  THE 9(1-DAY LIMITATION.

I n , i c s  1978 d e c i s i o n  che supreme c o u r t  a d d r e s s e d  che 

q u e s c i o n  o f  w h e c h e r  che c om m is s io ne r  has  che power  co c o n s i d e r  

new e v i d e n c e  o f  g e o l o g i c  s t r u c t u r e  wh ich  i s  s u p p L i e d  a f t e r  che 

90 -d ay  d e a d l i n e  e s t a b l i s h e d  by 11 AAC 505 .744  ( r e c o d i f i e d  as 

11 AAC 3 3 . 2 1 0 ( c )  ( r e p e a l e d  November 9,  1979 ) .  The c o u r t  c o n ­

c l u d e d  chac  che u n r e a s o n a b l e n e s s  o f  che 9 0 - d a y  l i m i t a t i o n  couLd 

n o t  be a ns we red  cn  t h e  b a s i s  o f  che r e c o r d  b e f o r e  i c .  T h e r e f o r e ,  

i t  o r d e r e d  t h a t  Union -Marachon  be g i v e n  che o p p o r t u n i t y  on remand 

co d e m o n s t r a t e  chac  t h e  90 -d ay  l i m i t a t i o n ,  a s  a p p l i e d  t o  

t h e n  i n  t h i s  c a s e ,  was u n r e a s o n a b l e .

I n  i c s  d e c i s i o n  che supreme c o u r t  d i s c u s s e d  some o f  che 

f a c c o r s  wh ich  a r e  p e r t i n e n t  co a d e t e r m i n a t i o n  o f  whecher  che 

90 -d ay  r e q u i r e m e n t  s h o u l d  be wa ived  i n  c h i s  c a s e .  574 P . 2d ac  

L272-74.  These  f a c c o r s  i n c l u d e d  t he  a d v a n t a g e s  o f  f i n a l i t y ,  che
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d e s i r e  f o r  s t a b i l i t y ,  t h e  im p o r t a n c e  o f  a d m i n i s t r a t i v e  f r eedom to  

r e f o r m u l a t e  p o l i c y ,  t h e  e x t e n t  o f  p a r t y  r e l i a n c e  upon t h e  f i r s c  

d e c i s i o n ,  t h e - d e g r e e  o f  c a r e  o r  h a s t e  i n  making  che f i r s c  d e c i ­

s i o n ,  and che g e n e r a l  e q u i c i e s  o f  e ach  p r o b l e m ,  among o t h e r s .

i
I  d e t e r m i n e d  t h i s  i s s u e  w i t h o u t  a f f o r d i h g  7

I
Union-Mara thon  t h e  o p p o r t u n i t y  t o  d e m o n s t r a t e  c h a t  t h e  90 -d ay  

l i m i t a t i o n ,  as  a p p l i e d  co them was u n r e a s o n a b l e .  My c o n s i d ­

e r a t i o n  o f  che f a c c o r s  r a i s e d  by che sup reme  c o u r t  l e d  t o  my 

c o n c l u s i o n  t h a t  I  s h o u l d  wa ive  che 90 day l i m i t a t i o n  and c o n s i d e r

d a t a  submicced  a f t e r  c h a t  o e r i o d  where  chac  da ca  c o n t a i n s  e v i -  
- . - •. '*   — -

dence  o f  f a c t s  i n  e x i s t e n c e  a t  t h e  t ime  che o r i g i n a l  d e c i s i o n  was 

made.  I  r e a c h e d  chac  c o n c l u s i o n  f o r  t h e  f o l l o w i n g  r e a s o n s .  ^

1 . Prompt  a d j u d i c a t i o n  o f  d i s c o v e r y  r o y a l c y  a p p l i c a ­

t i o n s  was o f  some i m p o r t a n c e  g i v e n  che i n c e n t i v e  n a t u r e  o f  t h e  

d i s c o v e r y  r o y a l c y  p ro g ra m .  E a r l y  d e c i s i o n s  on awards  would  t e n d  

co max im i t e  t h e  i n c e n t i v e  from t h e  s t a n d p o i n t  o f .  a p p l i c a n t s  and 

o c h e r  l e s s e e s .  D e l a y s  i n  p r o c e s s i n g  a p p l i c a t i o n s  wou ld  have  

d i l u t e d  t h e  i n c e n t i v e  were  chev t o  become a c o n s i s t e n t  p a t t e r n .  

However ,  mos t  o f  t h e  a p p l i c a t i o n s  we re  r e l a t i v e l y  r o u t i n e .  

T h e r e f o r e ,  p e r m i t t i n g  o c c a s i o n a l  d e l a y s  f o r  che s u b m i s s i o n  o f  

a d d i t i o n a l  e v i d e n c e  on u n u s u a l l y  d i f f i c u l t  a p p l i c a t i o n s  would  noc 

have_ s i g n i f i c a n t l y  dampened che _ i n c e n c i v e .  More ov e r ,  t h e  s c a c e  

e x p e r i e n c e d  no t r e n d  i n  f a l s e  s u b m i s s i o n s  r e q u i r i n g  e x p e d i t i o u s  

d e n i a l  as  an e n f o r c e m e n t  - .echanism.
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2. A g e n c i e s  o f t e n  r e q u e s c  a d d i c i o n a l  s p e c i f i e d  

i n f o r m a t i o n  i f  che i n f o r m a t i o n  i n  che o r i g i n a l  s u b n i c c a l  i s  noc 

s u f f i c i e n t  co p r o v i d e  g rounds  f o r  a f i r m  d e c i s i o n .  In  c h i s  c a s e ,  

che a p p l i c a b l e  r e g u i a c i c n s  p l a i n l y  d i d  noc g u a r a n t e e  c o n c l u s i v e  

d e t e r m i n a t i o n s  i n  e v e r y  i n s t a n c e  b e c a u s e  che e v i d e n c e  i n  s u p p o r t   ̂

o f  a g e o l o g i c  s c r u c c u r e  d e t e r m i n a t i o n  was l a r g e l y  l e f c  co che '

d i s c r e c i o n  o f  che  a p p l i c a n c .  Fo r  examp le ,  11 AAC 8 3 . 2 1 0 ( c )
*  /

( r e p e a l e d  November 9,  1 9 7 9 ) - '  s c a c e s  chac  c h i s  e v i d e n c e  may 

i n c l u d e  che " o p e r a t o r ' s  i n c e r p r e c a c i o n "  o f  g e o p h y s i c a l  and oc h e r  

s p e c i f i e d  daca  i n  a d d i t i o n  co che  d aca  i t s e l f .  Ocher  chan a

d e f i n i t i o n  o f  che cerm " g e o l o g i c  s c r u c c u r e , "  c h e r e  a r e  no sec

c r i t e r i a  e s t a b l i s h i n g  che g u i d e l i n e s  f o r  che s c a c e ' s  d e c i s i o n .  

11 AAC 33 .200  - 11 AAC 33 .230  ( r e p e a l e d  November 9 ,  1 9 7 9 ) . — ^

The e x e r c i s e  o f  some l a t i t u d e  i n  che h a n d l i n g  o f  e a c h  a p p l i c a c i o n  

i s  t h e r e f o r e  i m p l i c i t  i n  che c c n c e n c  o f  ch e s e  r e g u l a t i o n s .  Under  

che c i r c u m s t a n c e s ,  an e x t e n s i o n  o f  cime co submic  a d d i c i o n a l

e v id e n c e  would noc  be c o n s i d e r e d  u n u s u a l  as  a mac ce r  o f  agency

p r a c t i c e .  M or e ov e r ,  che supreme c o u r t  s t r o n g l y  s u g g e s t e d  chac 

c he re  would  be no p r e j u d i c e  co che p u b l i c  i n t e r e s t  i n  c o n s i d e r i n g  

d a t a  o b c a i n e d  a f c e r  che 90 -day  p e r i o d  whe re  che da c a  ( i n  c h i s  

c a se  s u b s u r f a c e  g e o l o g y )  would noc change  o v e r  t i m e .  S e e  574 

P . 2d ac 1273.

* /  Fo rmer ly  11 A A C  50 5 . 7 4 4 .

«* /  Fo rmer ly  11 A A C  505.74  - -  U  A A C  5 0 5 . 7 4 1 .
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3. Dur i ng  che e a r l y  y e a r s  o f  che  d i s c o v e r y  r o y a l c y

p rog ram in  Cook I n l e c ,  che gove rnment  had  l i t t l e  o r  no

i n f o r m a t i o n  -ocher  chan  che daca  submicced  by che  a p p l i c a n c .  In

che c a se  o f  che  G r a y l i n g  No. 1-A a p p l i c a c i o n ,  Union-Marachon

s u b n i c c e d  d u r i n g  che  9 0 - d a y  pe io d  u n u s u a l l y  c o n p i e c e  i n f o r m a t i o n  

which  i n c l u d e d  a c r o s s - s e c c i o n a l  i n c e r p r e c a c i o n  o f  che d a c a .  I c  

was c h i s  c r o s s  s e c c i o n  wh ich  l e d  Tom M a r s h a l l  co p o s t u l a t e  a 

p o s s i b l e  o v e r l a p  i n  che s h a l l o w  Middle  Kenai  s a n d s  e x t e n d i n g  i n t o  

che T r a d i n g  3ay f e a c u r e .  See Secc i on  V .F .3  a b o v e .  T h i s  was o n l y  

an h y p o t h e s i s ;  l a c e r - a c q u i r e d  e v id e n c e  p r o v e d  i c  co be i n c o r r e c c .  

N e v e r t h e l e s s ,  M a r s h a l l ' s  h y p o t h e s i s  l e d  che deoa r cme nc  co deny 

che d i s c o v e r y  r o y a l t y  a p p l i c a c i o n  on che g ro u n d  chac  i n s u f f i c i e n t  

s u b s u r f a c e  i n f o r m a t i o n  e x i s c e d  co d e t e r m i n e  chac  che McArchur 

P. iver  f e a c u r e  was noc o v e r l a p p e d  by che p r e v i o u s l y  c e r c i f i e d  

T r a d i n g  3ay g e o l o g i c  s c r u c c u r e .

I c  i s  o n l y  l o g i c a l  co p e r n i c  che  s u b m i s s i o n  o f
•       —

a d d i c i o n a l  e v i d e n c e  when ( 1 ) che a p p l i c a n c  su b m i c c e d  u n u s u a l l y  

d e t a i l e d  i n f o r m a t i o n  o r i g i n a l l y ,  ( 2 ) che i n f o r n a c i o n  g e n e r a c e d  

p o s s i b l e  doubc a b o u t  che  v a l i d i t y  o f  che  a p p l i c a c i o n  buc c o u l d  

noc be p r o v e d ,  (3)  che gove rnmen t  c o u l d  o n l y  deny  che a p p l i c a c i o n  

b a s e d  on i n s u f f i c i e n c  ( r a c h e r  chan c o n t r a r y )  e v i d e n c e  w i c h j c h e  9 0 -  

day p e r i o d ,  and (4)  che r e g u l a c o r y  r e q u i r e m e n t s  g o v e r n i n g  

s u b m i s s i o n  o f  e v i d e n c e  we re  vague and j u d g m e n t a l .  In  o r d e r  co 

e s c a b l j j h ^  p r o c e d u r a l  f i n a l i t y ,  che gov e rn m e n t  c o u l d  have  s e c  a 

c u c o f f  dace  f o r  any  f u r c h e r  e v i d e n c e .  “ However ,  w h i l e
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Union-Marachon ap peaLed  che i n i t i a l  d e n i a l  o f  J a n u a r y  26,  1966,  

on F e b r u a r y  4,  1966,  che Depar tment  cook no a c c i c n  ac a l l  f a r  2■■£ 

y e a r s ,  ac wh ic h  c ime i c  g r a n t e d  Union 60 days  co submic  more 

i n f o r m a t i o n .  On December  30, 1963,  Union submicced  a d d i c i o n a l  

i n f o r m a c i o n  and  r e q u e s t e d  a h e a r i n g .

The d e p a r t m e n t  d i d  noc h o l d  a h e a r i n g  u n c i l  A p r i l  17,  

1970,  a l m o s t  f i v e  y e a r s  a f c e r  che 90 -d ay  p e r i o d  had  e l a p s e d .  

H a l f  a y e a r  a f c e r  che  h e a r i n g ,  on O c t o b e r  7,  1970,  che commis­

s i o n e r  summar i l y  a f f i r m e d  che o r i g i n a l  d e c i s i o n .  His  d e c i s i o n  

was a p p e a l e d - c o  che s u p e r i o r  c o u r t ,  wh ich  remanded che m a c t e r  co 

che c o m m i s s i o n e r  f o r  a new d e c i s i o n ,  i n c l u d i n g  che b a s i s  f o r  che

d e c i s i o n .  On F e b r u a r y  17,  1972,  che c o m m i s s i o n e r  d e n i e d  c e r c i ­

f i c a c i o n  on e x a c t l y  che  same grounds  as  che o r i g i n a l  1966 d e c i ­

s i o n .  namely  chac  i n s u f f i c i e n t  i n f o r m a c i o n  was s u b n i c c e d  d u r i n g  

che 90 -day  p e r i o d  co d c c e m i n e  whecher  G r a y l i n g  No. 1-A was on a 

s e p a r a c e  s c r u c c u r e .

In summary,  a l c h o u g n  che s c a c e ' s  d e c i s i o n  noc  co

c o n s i d e r  e v i d e n c e  be yo nd  che 90-day  p e r i o d  may i n i t i a l l y  have  

been  r e a s o n a b l e ,  by v i r c u e  o f  i c s  s u b s e q u e n t  b e h a v i o r  i c  ha s  

wa ived  any o p p o r t u n i t y  ro c o n f i n e  a d d i c i o n a l  e v i d e n c e  co a 

l i n i c e d  p e r i o d .  F u r c h e r ,  che d i s c o v e r y  r o y a l c y  p rog ram was 

r e p e a l e d  i n  1969,  so  t h e r e  i s  a i i m i c c d  p o c e n c i a l l y  a d v e r s e
» a w  I «• * •• •• • • •

p r e c e d e n t  co c o n s i d e r .
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T h e r e f o r e ,  i c  i s  a p p r o p r i a c e  co c o n s i d e r  a l l  g e o l o g i c  

e v i d e n c e  s u b n i c c e d  by Union-Marachon i n  c o n j u n c t i o n  wich  c h i s  

c a s e  co d e t e r m i n e  whech e r  chey a r e  e n c i c l e d  co a d i s c o v e r ’/ 

r o y a l c y  on che g ro un ds  chac  che McArchur R i v e r  f e a c u r e  i s  a 

s e p a r a t e  g e o l o g i c  s c r u c c u r e  f rom che p r e v i o u s l y  c e r t i f i e d  T r a d i n g  

Bay g e o l o g i c  s c r u c c u r e .  >

V I I .  GEOLOGIC STRUCTURE.

A. A p p l i c a b l e  Law.

Ac che c i n e  chac  Union-Marachon  a p p l i e d  f o r  d i s c o v e r y

w e l l  c e r c i f i c a c i o n  o f  c h e i r  G r a y l i n g  No. 1-A w e l l ,  che  h o l d e r  o f

a s c a c e  o i l  and ga s  l e a s e  chac d r i l l e d  and made che f i r s c  d i s ­

c o v e r y  o f  o i l  o r  ga s  i n  comm erc i a l  q u a n c i c i e s  i n  a g e o l o g i c  

s c r u c c u r e  c o u l d  be r e w a r d e d  by p a y i n g  a d i s c o v e r y  r o y a l c y  o f  on ly  

f i v e  p e r c e n t  f o r  che f i r s c  t e n  y e a r s ,  a f c e r  wh ich  che n o r m a l  r a c e  

( 1 2  1/2  p e r c e n c  o f  che v a l u e  o f  che o i l  and g a s  p r o d u c e d )  was

a p p l i c a b l e .  AS 3 3 . 0 5 . 1 3 0 ( a ) .  The p e r c i n e n c  p o r t i o n  o f  

AS 3 3 . 0 5 . 1 3 0 ( a )  p r o v i d e d ;

. . . t h e  h o l d e r  o f  a l e a s e  who d r i l l s  and
makes che f i r s c  d i s c o v e r y  o f  o i l  o r  ga s  i n  
co m m er c i a l  q u a n c i c i e s  i n  a g e o l o g i c  s t r u c t u r e  
s h a l l  pay a r o y a l t y  on a i l  p r o d u c t i o n  u n a c r  
che l e a s e  o f  f i v e  p e r  c e n t  f o r  10 y e a r s  
f o l l o w i n g  che da ce  o f  d i s c o v e r y  and  t h e r e ­
a f t e r  che r o y a l t y  r a t e  s h a l l  be noc l e s s  chan  
12  1/2  p e r  c e n t .

(Emphas i s  s u p p l i e d . )  “
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The r e g u l a t i o n s  c o n c a i n e d  ac 11 AAC 33 .230 ( r e o e a l e d  

November 9,  1979) ( f o r m e r l y  11 AAC 3 0 5 . 7 1 - - I I  AAC 305.713)

s p e c i f i e d  che p r o c e d u r e s  f o r  p r o v i n g  che c h r ee  e l e m e n t s  r e q u i r e d  

by AS 3 3 . 0 5 . 1 3 0 ( a )  f o r  d i s c o v e r y  w e l l  c e r c i f i c a c i o n :  dace

o f  d i s c o v e r y ,  commerc i a l  q u a n c i c i e s ,  and g e o l o g i c  s c r u c c u r e .
I

11 AAC 8 3 . 2 1 0 ( c )  ( r e p e a l e d  November 9,  1979) ( f o r m e r l y

11 AAC 505 .711 )  s p e c i f i e d  che p r o c e d u r e  f o r  e s t a b l i s h i n g  g e o l o g i c  

s c r u c c u r e ,  che o n l y  c r i t e r i o n  ac i s s u e  h e r e .  The r e l e v a n t  

p o r c i o n  p r o v i d e d :

To e s c a b l i s h  che g e o l o g i c  s c r u c c u r e  from 
wh ich  che o i l  o r  gas can be p r o d u c e d ,  che 
o p e r a c o r  r .usc f u r n i s h  p e r c i n e n c  daca  co che 
commiccee which  w i l l  e n a b l e  i c  Co d e t e r m i n e  
che g e o l o g i c  s c r u c c u r e  f rom which  che o i l  o r  
gas  i s  b e i n g  p r o d u c e d .  T h i s  may i n c l u d e ,  buc 
i s  noc l i n i c e d  co ,  g e o p h y s i c a l  d a c a ,  c o c a l  
d ep ch ,  c a s i n g  r e c o r d s ,  p e r f o r a t i o n  d a c a ,  
e l e c c r i c  Logs,  d r i l l i n g  and  mud l o g s ,  c o r e  
a n a l y s e s ,  sample  c u c c i n g s  and sample  Logs and 
che o p e r a c o r ' s  i n c e r p r e c a c i o n  t h e r e o f ,  
t o g e t h e r  w ich  any o c h e r  r e c o r d s  and i n c e r p r e -  
c a c i o n s  che o p e r a c o r  deems p e r c i n e n c .  Th is  
daca  muse be s u p p l i e d  w i c h i n  90 days  a f c e r  
che dace  o f  che p o c e n c i a l  c esc  as  r e q u i r e d  i n
(b) o f  c h i s  s e c c i o n .

A d d i c i o n a l  g u i d a n c e  was p r o v i d e d  by 11 AAC 8 3 . 2 0 5 ( 2 )

( r e p e a l e d  November 9,  1979) ( f o r m e r l y  11 AAC 5 0 5 . 7 4 1 ( b ) ) ,  wh i ch

d e f i n e d  che cerm ' ‘g e o l o g i c  s c r u c c u r e "  a s :

a n y  s c r u c c u r a l  a n d / o r  s c r a c i g r a p h i c  e n c r a p -  
p i n g  mechanism c o n t a i n i n g  one o r  more i n ­
t e r v a l s ,  aone3 ,  s c r a c a ,  f o r m a t i o n s ,  o r  f a u l c  
b l o c k s  which  ha s  che n e c e s s a r y  p h y s i c a l  
c h a r a c t e r i s t i c s  co accumulace  and p r e v e n c  che 
e s c a p e  o f  o i l  a n d / o r  g a s .  I c  i s  i n c c n d e d  
chac  che meaning  s h a l l  be s i m i l a r  co chac
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used  by che Un iced  Scaces  G e o l o g i c a l  Survey
i n  t h e ’ a d m i n i s c r a c i o n  o f  che F e d e r a l  .Mineral
L ea s i n g  Acc o f  F e b r u a r y  25,  1920 (61 Scac .
637) as amended.

The d i s c o v e r y  r o y a l c y  s y s c e n  was c u r c a i l e d  and f i n a l l y  

a b o l i s h e d  by l e g i s l a c i v e  amendments i n  1967 and 1969.  1967

A l a sk a  S e s s .  L . , ch .  97 ,  §2; 1969 A la sk a  S e s s .  L . , ch.  65 ,  §1.
|

B. H i s c o r i c  Background .

In 1959 A l a s k a  was a c a s h - p o o r  s c a c e .  Ac c h i s  c i n e ,  

e x p l o i c a c i o n  o f  che s c a r e ' s  o i l  and gas  r e s o u r c e s  was choughc  co 

be che oesc  avenue  f o r  r e n e c y r n g  c h i s  s i c u a c i o n .  The c a s h  would 

cone  from bonuses  i r o n  l e a s e  s a l e s  and  f r o n  r o y a l c i e s  f r o n  l e a s e s  

p r o d u c i n g  h y d r o c a r b o n s  i n  c o n m e r c i a l  q u a n c i c i e s .  An a c c i v e  | 

l e a s i n g  p rogram and a g g r e s s i v e  e x p i o r a c i o n  a c c i v i c i e s  by L es s ee s  

we re  c h e r e f o r e  d e s i r e d  g o a i s .  A ga i n s c  c h i s  b a c k g r o u n d  che

s c a r e ' s  d i s c o v e r y  r o y a l c y  p r o g r a n  (which  made i c s  f i r s c  a p p e a r ­

a n ce  as  s e c c i o n  3 ( 7 ) ,  a r c i c l e  V I I I ,  c h a p c e r  169,  SLA 1959)  was 

a d o p t e d  co p r o v i d e  a s u b s c a n c i a l  i n c e n t i v e  co o i l  compan i e s  co 

c o n e_co  Ala ska  (wh ich  was ,  ac  che c i n e  o f  s c a c e h o o d .  a f r o n t i e r

a r e a  from che s t a n d p o i n t  o f  i c s  o i l  and ga s  p o c e n c i a l )  and

c o nd u c t  e x p l o r a c o r v  d r i l l i n g  o p e r a t i o n s  f o r  and p r o d u c e  o i l  and 

ga s  on s c ace  Leased l a n d .

The d i s c o v e r y  r o y a l c y  p r o g r a n  was p l a i n l y  s u c c e s s f u l .  

I c  i s  obv io us  f rom che a t t e n t i o n  dc vo ced  co i n c l u d i n g  che d i s ­
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c o v e r y  r o y a l t y  p rog ram in  t he  1959 A la sk a  Land Acc,  che a c t i v e  

p a r t i c i p a t i o n  o f  o i l  companies  i n  t h e  d r a f t i n g  o f  t h e  d i s c o v e r y  

r o y a l t y  r e g u l a t i o n s ,  and t h e  d i s p u t e s  among t h e  companies  ov e r  

c o n t r o v e r s i a l  awards  c ha t  d i s c o v e r y  r o y a l c y  p r o v i d e d  an i n c e n t i v e  

f o r  o i l  compani es  co come co A l a s k a .  Ic i s  a l s o  e v i d e n t  chac  che
I

d i s c o v e r y  r o y a l t y  p r o g r a n  g e n e r a t e d  d r i l l i n g  r a c e s  be tween 

compe t ing  compani es  on n e i g h b o r i n g  l e a s e s .  U n d o ub t e d ly ,  Cook 

I n l e c  would have  been  e x p l o r e d  and d e v e l o p e d  by che o i l  companies  

even  w i t h o u t  che d i s c o v e r y  r o y a l t y  p ro g ram .  However,  che s t a t e ' s  

d^ - co ve r ; /  r o y a l t y  p rog ram d e f i n i t e l y  a c c e l e r a t e d  e x p l o r a t i o n  and 

deve lopmen t  a c t i v i t i e s  on s t a t e  o i l  and gas  l e a s e s ,  t h u s  h e l p i n g  C 

co s a t i s f y  t h e  s t a t e ' s  o b j e c t i v e  o f  o b t a i n i n g  c a sh  as  q u i c k l y  a 3 ; 

p o s s i b l e  a f t e r  s c ac en o o d  t o  fund che s t a t e  government  and f i n a n c e  

che p r o v i s i o n  o f  e s s e n t i a l  p u b l i c  s e r v i c e s .

C. D e c i s i o n  C r i t e r i a .

In c o n s i d e r i n g  che i s s u e  o f  geoLogic  s c r u c c u r e ,  c h e r e  

were  s e v e r a l  a p p r o a c h e s  s u g g e s t e d  i n  t h e  c o u r s e  o f  t h e  h e a r i n g s  

wh i ch  I d i d  noc  c o n s i d e r  a vaLid  b a s i s  f o r  d e t e r m i n i n g  che i s s u e .

F i r s c .  I d i d  noc u se  t h e  p r e d e p o s i c i o n  a p p ro a c h
  “ —  . . .  • —  — — •

advan ced  by Mr. ' . / L i l i a n  Van A len .  Under  t h i s  a p p r o a c h  Mr. Van 

Alcn  c o n s t r u c t e d  a p e . l c o s c r u c c u r c  map d e p i c t i n g  che g r e a c e r  

T r a d i n g  3ay f e a c u r e  ac cho cime h y d r o c a r b o n s  were  d e p o s i c e d  i n  

che r e s e r v o i r  r o c k .  T h i s  p a i c o s c r u c c u r e  map “ was c o n s c r u c c e d
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u s i n g  a l l  a v a i l a b l e  w e l l  daca  by ( 1 ) r e s t o r i n g  a l l  f a u l t  b l o c k s  

co che  p o s i t i o n s  t h e y  o c c u o l e d  b e f o r e  f a u l t i n g  cook p l a c e ,  ( 2 ) 

u n d o i n g  che  e f f e c t s  o f  c om p r e s s io n  a c t i n g  on che s c r u c c u r e ,  and 

(3)  r e s c o r i n g  che l o c a t i o n  o f  s cd imencs  t o  c h e i r  o r i g i n a l  p o s i ­

t i o n .  The r e s u l t  was t h a t  Mr. Van Alen  d e m o n s t r a t e d  che 

e x i s t e n c e  o f  an a n c e s t r a l  T r a d i n g  Bay a n t i c l i n e  dac i r . g  b a t k  

a p p r o x i m a t e l y  60 m i l l i o n  y e a r s .  The T r a d i n g  3ay and McArchur 

R i v e r  f e a t u r e s  wh ich  e x i s t  t od ay  e v o l v e d  f rom a once  u n d i s t o r t e d  

a n c i c l i n e  s i m i l a r  i n  g e n e r a l  a p p e a r a n c e  t o  t h a t  a t  Middle  Ground

S h o a l .  Were I co acooc  Mr. Van A l e n ' s  a p o r o a c h ,  I would d e n v  t h e• • •

Union - Ma rac hon  a p p l i c a c i o n  on che g round  ch ac  b o t h  t n e  T r a d i n g  

3ay Mo. I -A  and G r a y l i n g  Mo. 1-A w e l l s  p e n e t r a t e d  f e a c u r e s  t he  

o r i g i n  o f  w h i c h  was a 3 i n g l e  a n t i c l i n e .

I have  a c c e p t e d  che a c c u r a c y  o f  Mr. Van . \ le r . ' 3  p a l c o -  

s c r u c c u r e  map a s  w e l l  a s  h i s  o u t s t a n d i n g  a n a l y s i s  o f  che g e n e r a l  

d e v e l o p m e n t  o f  Cook I n l e c  geo lo g y  n o t w i t h s t a n d i n g  some c o n t r a r y  

i n t e r p r e t a t i o n s  s u b m i t t e d  by U n i on -M a ra th o n .  However.  I do noc 

b e l i e v e  c h a c  t h e  e x i s t e n c e  o f  an a n c e s t r a l  T r a c i n g  Bay a n c i c l i n e  

i s  p e r t i n e n t  t o  c h i s  d o c i s i o n .  Given  t h e  i n c e n t i v e  n a t u r e  o f  che 

d i s c o v e r y  r o y a l t y  p ro g ram ,  i t  i s  ny b e l i e f  chac  che d e t e r m i n a t i o n  

s h o u l d  bo made on t h e  b a s i s  o f  che g e o lo g y  as  i c  e x i s t e d  . i t  che 

c ime o f  t h e  a l l e g e d  d i s c o v e r y ,  r e g a r d l e s s  o f  wheche r  chac  geo lo gy  

was s u b s t a n t i a l l y  d i f f e r e n t  ac an e a r l i e r  p e r i o d  in  t im e .  

O t h e r w i s e ,  che p rog r am n i g h c  noc have  a c c o m p l i s h e d  I c s  pu rpo se  o f  

e n c o u r a g i n g  che d i s c o v e r y  o f  new g e o l o g i c  s t r u c t u r e s .
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Second ,  I d i d  noc employ che  K6 S concepc  u sed  by che 

USGS in  che a d m i n i s t r a t i o n  o f  che F e d e r a l  M i n e r a l  Leas i ng  Acc of  

F e b r u a r y  2 5 , " 1 9 2 9 .  41 Scac .  437,  as  amended ,  a s  d e s c r i b e d  f u r t h e r  

i n  USGS C i r c u l a r  419.  Thac t h e  KGS c o n c e p c  i s  noc d i s p o s i t i v e  

o f  che i s s u e  i s  d e m o n s t r a t e d  by che c o n f l i c t i n g  t e s t i m o n y  o f  

Emmett F i n l e y  and Jo s e p h  David "Red"  CerkcL.  b o t h  f o r m e r l y  

s e r v i n g  a s  c h i e f  o f  che M i n e r a l s  C l a s s i f i c a t i o n  Branch o f  che 

USGS, t h e  agency  r e s p o n s i b l e  f o r  making KGS d e t e r m i n a t i o n s .

Based upon v e i l  co mp iec io n  r e p o r c s  f rom the  o r i g i n a l

T r a d i n g  Bay No. 1-A v e i l .  Mr. F i n l e y  d r ew  t h e  KGS bounda ry  a ro und  

che 7000 fooc  c o n c o u r  ( e s s e n t i a l l y  d e s c r i b i n g  che T r a d i n g  3ay 

f e a c u r e ) .  ’/hen sho:/n t h e  v e i l  c o m p l e t i o n  r e p o r c s  from che o c h e r  

T r a d i n g  3ay w e l l s  and che G r a y l i n g  No. 1-A w e l l ,  Mr. F i n l e y

s e a t e d  chac  USGS p r a c t i c e  would  have  been  co exccnd  che KGS 

bo u n d a ry  co encompass  boch a r e a s .  T h u s ,  h i s  o p i n i o n  was chac

o n l y  one KGS would  have  been  drawn a r o u n d  t h e  T r a d i n g  Bay and 

McArchur R i v e r  f e a t u r e s  by t h e  USGS. Mr.  F i n l e y  a d h e r e d  co c h i s  

c o n c l u s i o n  even  a f t e r  r e v i e w i n g  U n i o n ' s  a t c c r - a c q u i r e d  e v i d e n c e  

g r a p h i c a l l y  d i s p l a y i n g  che be sc  c u r r e n t  g e o l o g i c  u n d e r s t a n d i n g  o f  

che T r a d i n g  Say and McArchur R i v e r  f i e l d s .

Hovevor .  b a s e d . o n  che i n f o r m a t i o n  a v a i l a b l e  ac che cime

o f  U n i o n -M a r a c h o n ' a d i s c o v e r y  r o y a l t y  a p p l i c a c i o n  f o r  che

G r a y l i n g  No. 1-A w e l l ,  Mr. C e r k l e  t e s t i f i e d  chac he would have

p l a c e d  an u n d e f i n e d  KGS a roun d  e a c h  f e a t u r e ,  t /hen p r e s e n t e d  wich
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che u p d a t e d  i n f o r m a c i o n .  he c e s c i f i e d  chac i c  was s u f f i c i e n c  co 

c o m p l e t e l y  d e f i n e  che a r e a s  and w a r r a n t e d  c h e i r  f o rm a l  p romul ­

g a t i o n  as  cwo s e p a r a c e  d e f i n e d  KGSs.

F u r t h e r ,  Mr. Ed H a l l ,  a w i t n e s s  a p p e a r i n g  on b e h a l f  of  

U n i o n - M a r a c h o n , s y s t e m a t i c a l l y  r e v i e w e d  USGS KGS d e c c r m i n a c i o h s  

i n  v a r i o u s  o i l  and gas p r o v i n c e s  a ro un d  che Un ic ed  Scaces  and 

d e m o n s t r a t e d  c o n c l u s i v e l y  t h a t  USGS p r a c t i c e  v a r i e d  s u b s t a n t i a l l y  

f rom a r e a  co a r e a .  He p r o ve d  chac  c i t h e r  Mr. F i n l e y ' s  o r  Mr. 

C e r k l e ’ s a p p r o a c h  mig h t  have  been  u se d  i n  c h i s  c a s e ^  Moreover ,  

che KCS c o n c e p t  was u sed  by che USGS co make d e t e r m i n a t i o n s  as  co 

w h e t h e r  l a n d s  would  be l e a s e d  c o m p e c i c i v e l y  o r  n o n c o m p e c i c i v e l y ,  

noc  f o r  d i s c o v e r y  r o y a l c y  a w ar d s .  The c o m p e c i c i v e  do c e r m in a c i o n  

i s  c o n s i d e r a b l y  l e s s  c r u c i a l  chan a d e c i s i o n  a s  co wheche r  a 

l e s s e e  i s  co r e c e i v e  a d i s c o v e r y  r o y a l c y  a wa rd ,  and s u b s t a n t i a l  

/  f l e x i b i l i t y  i n  a p p l y i n g  che KCS f o r  i c s  o r i g i n a l  i n c e n d c d  pu rpos e

i s  a c c e p t a b l e ,  s i n c e  che p r i n c i p a l  e f f e c t  i s  on p r o s p e c t i v e  

r a t h e r  chan e x i s t i n g  l e s s e e s .  T h i s  may e x p l a i n  why che UGS d i d  

noc f e e l  c o m p e l l e d  c :  i s s u e  C i r c u l a r  '-*19 u r . c i l  1959 d e s p i c e  che 

u se  o f  che KGS c o n c e p t  i n  t h o u s a n d s  o f  c o m p c t i t i v e / n o n c o m p e t i c i v c  

d e t e r m i n a t i o n s  s i n c e  1920,  and t h e  o b s e r v a t i o n  i n  C L r c u i a r  419 

t h a t  r.o p h r a s e  i n  che 1920 M i n e r a l  L e a s i n g  Acc " h a s  r e s u l t e d  i n  

more s p e c u l a t i o n  a s  t o  i c s  p r e c i s e  moaning chan che p h r a s e  ’known 

1 g e o l o g i c  s t r u c t u r e  o f  a p r o d u c i n g  o i l  and g a s  f i e l d . ' "  In 

e s s e n c e ,  t h e  KGS c o n c e p t  was f a r  l e s s  p r e c i s e  chan  t h e  t a s k  i t  

was e x p e c t e d  co a c c o m p l i s h  i n  c i r c u n s c a n c e s  s u c h  as  p r e s e n t e d  by
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c h i s  c a s e .  Ic  worked a d e q u a t e l y  uv. ob v i o us _c as . e s  and noc w e l l  '

a l l  i n  c l o s e r  ones .  T h e r e f o r e ,  w h i l e  che a u t h o r s  o f  A l a s k a ' s  

d i s c o v e r y  r o y a l t y —a ca cuc e  and r e g u l a t i o n s  n a y  have  i n t e n d e d  to  

f o l l o w  f e d e r a l  p r a c t i c e ,  che KGS concepc  d i d  noc p r o v i d e  s u f f i ­

c i e n t l y  s p e c i f i c  c r i t e r i a  co p r o p e r l y  found a d e c i s i o n . - ^
I

A c h i r d  a p p r o a c h  which  d i d  noc  p r e s e n t  a s u f f i c i e n t  

b a s i s  f o r  d e c e m i n a c i o n  o f  c h i s  c a s e  was che " d o n i n a n t  s c r u c c u r e "  

concepc  u s e d  by t he  d e p a r t m e n t  d u r i n g  che e a r l y  1960s on a number 

o f  d i s c o v e r y  r y a l c y  a p p l i c a t i o n s .  Th i s  c o n c e p t ,  de v e l o p e d  by 

Thomas M a r s h a l l ,  was u se d  as  che b a s i s  f o r  r e j e c t i n g  d i s c o v e r y  

r o y a l c y  a p p l i c a t i o n s  f i l e d  by A t l a n t i c  R i c h f i e l d  f o r  c e r t i f i c a ­

t i o n  o f  i c s  Wesc F o r e l a n d  Un i t  ’Jo. 3 and T r a d i n g  3ay Scace  Ho. 1 

w e l l s ,  by Texaco f o r  i c s  T r a d i n g  3ay Scace  Mo. 1 w e l l ,  by Anoco 

f o r  che Redoubt  S h o a l s  w e l l ,  and by Union -Marachon  f o r  che 

G r a y l i n g  Mo. 1-A w e l l .  A l l  o f  c h e se  a p p l i c a t i o n s  e x c e p t  che 

G r a y l i n g  a p p l i c a c i o n  were  r e j e c t e d  on che b a s i s  chac  che  g e o l o g i c  

s t r u c t u r e  on which  e a c h  w e l l  was l o c a t e d  u a s  p a r t  o f  che p r e ­

v i o u s l y  c e r t i f i e d  G r e a t e r  T r a d i n g  3ay g e o l o g i c  s t r u c t u r e .  The 

C r a y l i r . g  a p p l i c a c i o n  was r e j e c t e d  on t h e  b a s i s  chac  i n s u f f i c i e n t

* /  i n  a d d i t i o n ,  none o f  che r e g u l a t i o n s  i m p l e m e n t i n g  che A U s k a  
O i l  P r o v i s o ,  che f e d e r a l  c o u n t e r p a r t  co A l a s k a ' s  d i s c o v e r y  
r o y a l t y  p r o g r a n .  e v e r  u sed  che t e rm  "known g e o l o g i c  s c r u c ­
cu re  o f  a p r o d u c i n g  o i l  and ga s  f i e l d . "  R a c h o r ,  l i k e  
A l a s k a ' s  d i s c o v e r y  r o y a l c y  p r o v i s i o n ,  cho ccrm " g e o l o g i c  
s c r u c c u r e "  was u s e d .  There  i s ,  t h e r e f o r e ,  no e x p r e s s  
a p p l i c a c i o n  o f  che C i r c u l a r  419 KGS m e t h o d o l o g y  c o n c a i n e d  in  
e i c h e r  f e d e r a l  o r  s c a c e  law g o v e r n i n g  d i s c o v e r y  r o y a l t i e s .
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s u b s u r f a c e  i n f o r m a t i o n  e x i s t e d  t o  d e t e r m i n e  wheche r  o r  noc che 

McArthur  R i v e r  f e a t u r e  was o v e r l a p p e d  by t h e  G r e a t e r  T r a d i n g  3av 

s t r u c t u r e .

Mr. M a r s h a l l  t e s t i f i e d  t h a t  c h i s  a p p r o a c h  was d e s i g n e d  

t o  t r e a t  e s s e n t i a l l y  i n t a c t  a n t i c l i n a l  a r e a s  as  dominan t  s t r u c ­

t u r e s  f o r  p u r p o s e s  o f  a g g r e g a t i n g  d i s c o v e r y  r o y a l c y  a p p l i c a t i o n s .  

Ic  was d e v i s e d  i n  r e s p o n s e  to  che i n h e r e n t  a m b i g u i t y  o f  t he  

d i s c o v e r y  r o y a l t y  s t a t u t e .  The s t a t u t e  p r o v i d e d  f o r  t h e  award o f  

a d i s c o v e r y  r o y a l c y  co che f i r s c  w e l l  d r i l l e d  on a new " g e o l o g i c  

s t r u c t u r e "  w h i c h ,  f rom che s t a n d p o i n t  o f  g e o l o g y ,  c o u l d  be  as 

l a r g e  as  Cook I n l e c  o r  a s  s m a l l  a s  a m i c r o f o l d .  Two compe t ing  

o b j e c t i v e s  n e e d e d  t o  be r e c o n c i l e d  i n  t h e  c o n t e x t  o f  che i n h e r e n t  

a m b i g u i t y  o f  che s t a t u t e :  ( 1 ) che p r o v i s i o n  o f  a s u f f i c i e n t l y

s t r o n g  i n c e n t i v e  co en co u r ag e  t h e  o i l  i n d u s t r y  t o  v e n t u r e  e x p e d i ­

t i o u s l y  i n t o  a f r o n t i e r  o i l  and  gas  p r o v i n c e ,  and ( 2 ) che need  co 

a v o i d  a d i s c o v e r y  r o y a l t y  a p p r o a c h  which  would  r e s u l t  i n  che 

award o f  a d i s c o v e r y  r o y a l c y  f o r  e v e r y  new a c c u m u l a t i o n  o f  o i l  

chac was f o u n d .

G e n e r a l l y ,  t h e  d e p a r t m e n t  d i d  an e x c e l l e n t  j o b  i n  che 

award o f  d i s c o v e r y  r o y a l t i e s :  a r e v i e w  o f  a l l  d i s c o v e r y  r o y a l c y  

awards  f o r  Cook I n l e c  shows chac  o n l y  one was made f o r  e ach  m a j o r  

a n t i c l i n e  i n  che Ccok I n l e c  a r e a .  Any o c h e r  a p p r o a c h  would  have  

r e s u l t e d  i n  coo few o r  coo many awards  t o  have  s u c c e s s f u l l y  

meshed t h e  c o m p e t i n g  o b j e c t i v e s  m e n t i o n e d  a bo ve .  However ,  a i l  o f
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che o c h e r  a n c i c l i n e s  i n  Cook I n l e c  . i re  r e l a t i v e l y  i n t a c t  and 

u n d i s t u r b e d ;  t h e  T r a d i n g  Bay/McArthur  R i v e r  f e a t u r e s  c o n s t i t u t e  a 

g e o l o g i c  e x c e p t i o n  to  t h e  p a t t e r n  o f  r e s e r v o i r s  d i s c o v e r e d  i n  

Cook I n l e t .  The "do mina n t  s t r u c t u r e "  c o n c e p t  i s  s imp ly  o v e r l y  

g e n e r a l  t o  p r o v i d e  a c o n c l u s i v e  answer  co a s i t u a t i o n  where
I

a once  s i n g l e  a n c i c l i n e  was s u b s e q u e n t l y  s e v e r e l y  compr e s s ed ,  

d i s t o r t e d ,  and  o f f s e t  i n t o  cv;o d i s t i n c t  f e a t u r e s .  As a r e s u l t ,  

t h e  "d om in a n t  s c r u c c u r e "  concepc  does  noc p r o v i d e  a s u f f i c i e n t  

b a s i s  co deny a d i s c o v e r y  r o y a l t y  award  s o l e l y  on a f i n d i n g  c h a t  

a w e l l  i s  l o c a t e d  on che same e s s e n t i a l l y  i n t a c t  a n c i c l i n a L  a r e a  

as  a p r e v i o u s l y  c e r t i f i e d  d i s c o v e r y  w e l l .

C o n s e q u e n t l y ,  i n  o r d e r  co d e t e r m i n e  wheche r  che 

G r a y l i n g  Mo. L-A w e l l  was d r i l l e d  on che same " g e o l o g i c  s c r u c ­

c u r e "  a s  che T r e e i n g  3ay Mo. 1-A w e l l ,  t h e r e  mus t  be an i n q u i r y  

ba se d  on a common s e n s e  a n a l y s i s  o f  che p u r p o s e s  o f  che d i s c o v e r y  

r o y a l c y  p r o g r a m .  I have  d e t e r m i n e d  c h a t  c h i s  i n q u i r y  mus t  have  

cwo p a r t s :

P r e r i r i l L i n e  Z x o e c c a c i o n : Did che l e s s e e ' s  o p p o r t u n i t y

to  d r i l l  che G r a y i i n g  Mo. l -A  w e l l  on che McArchur  R i v e r  p r o s ­

p e c t ,  b a s e d  on che i n f o r m a t i o n  a v a i l a b l e  ac  che cime che d e c i s i o n  

was made,  c o n s t i t u t e  a. p r o p o s i t i o n  o f  s u f f i c i e n t  r i s k  wich 

r e s p e c t  co che  p o s s i b l e  d i s c o v e r y  o f  a new r e s e r v o i r  such  chac 

che s c a c e  wou ld  w i s h  t o  e n c o u r a g e  i c  by p r o v i d i n g  a d i s c o v e r y  

r o y a l c y  i n c e n t i v e ?
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P o s c - c r i l l i r . e  V e r i f i c a t i o n : Did che  g e o l o g i c  e v i d e n c e

g e n e r a t e d  a f c e r  che G r a y l i n g  No. L-A v e i l  was d r i l l e d  t e n d  co 

c o n f i r m  che l e s s e e ' s  i n i c i a l  b e l i e f  chac  che McArchur R i v e r

f e a c u r e  va s  r e i a c i v e L y  d i s c i n c c  f rom che T r a d i n g  Bay f e a c u r e ,  and

chac  a d e c i s i o n  co d r i l l  c o n s c i c u c e d  a r i s k  wh ich  s h o u l d  be 

r e w a r d e d  by g r a n c i n g  che d i s c o v e r y  r o y a l c y  i n c e n c i v e ?

The P r e d r i l l i n g  E x p e c c a c i o n  i n q u i r y  i s  n e c e s s a r y  

b e c a u s e  che d i s c o v e r y  r o y a l c y  i n c e n c i v e  o p e r a c e s  ac che ci r .e  a

l e s s e e  i s  f a c e d  w ich  a d e c i s i o n  co commence a v e i l  on a new

p r o s o e c c . I f  che g e o l o g i c  i n f o r m a c i o n  chen a v a i l a b l e  i n d i c a c e d  a 

magni cude  o f  d i f f e r e n c e  i n  che c h a r a c c e r i s c i c s  o f  che T r a d i n g  Bay 

and  McArchur R i v e r  f e a c u r e s ,  che p o c e n c i a l  awa rd  o f  a  d i s c o v e r y  

r o y a l c y  c o u l d  s u b s t a n t i a l l y  i n f l u e n c e  che ouco 'me o f  che  d e c i s i o n  

on  whech e r  and when co d r i l l  che w e l l ,  wh i ch  was che p u r p o s e  o f  

che d i s c o v e r y  r o y a l c y  p rog ram.

The P c s c - d r i l l i r . g  V e r i f i c a t i o n  i n q u i r y  i s  r e q u i r e d  co 

demons c rac e  chac  che  P r e c r i l l i n g  E x p e c c a c i o n .  a s  c o n c a i n e d  i n  che 

l e s s e e ' s  g e o l o g i c  i n c e r p r e c a c i o n  o f  che a r e a ,  was noc s e r i o u s l y  

i n  e r r o r  as  a r e s u l c  o f  s u b s t a n d a r d  e v a l u a t i o n  e f f o r t s  and chac  a 7
•/

d i s c i n c c  s c r u c c u r e  ha s  been  d i s c o v e r e d .  /
•

The P r e d r i l l i n g  E x p e c c a c i o n  f a c t o r  i s  i m p o r t a n t ;  

r e l i a n c e  s o l e l y  on g e o l o g i c  i n f o r m a c i o n  a c q u i r e d  l ong  a f c c r  a 

w e l l  ha s  been  d r i l l e d  co a d j u d i c a t e  an a p p l i c a c i o n  would r e n d e r
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che d i s c o v e r y  r o y a l c y  concepc  a n e r a  s p o r t i n g  p r o p o s i t i o n .  The 

P o s t - d r i l l i n g  V e r i f i c a t i o n  f a c t o r  i s  e q u a l l y  n e c e s s a r y ;  i n a d e ­

q u a t e  g e o p h y s i c a l  e v a l u a t i o n  ac che ci r .e  o f  a d e c i s i o n  co d r i l l  a 

w e l l  cou ld  make a gamble ouc o f  whac would be a v i r t u a l  c e r c a i n c v4

f o r  a p r u d e n t  l e s s e e ,  and t h e  i n c e n t i v e  would  be  p r om o t i ng  

i n e f f i c i e n c y .  T h e r e f o r e ,  boch i n q u i r i e s  muse be s a t i s f i e d  co 

j u s c i f y  che d i s c o v e r y  r o y a l c y  award .

D. A n a l y s i s

1. . P r e d r i l l i n g  E x p e c t a t i o n .  The d e c i s i o n  by Union-  

Marachon co d r i l l  che G r a y l i n g  No. l -A w e l l  was acc ompan ied  by 

s u f f i c i e n t  r i s k  wich  r e s p e c c  co d i s c o v e r y  o r  a new m a j o r  r e s e r ­

v o i r ,  g i v e n  che i n f o r m a c i o n  a v a i l a b l e  ac  che c ime,  as  co j u s c i f y  

che p r o v i s i o n  o f  an i n c e n c i v e  by che s c a c e ,  f o r  che f o l l o w i n g  

r e a s o n s :

a .  U n i o n -M a ra c h o n ' s  r e c o g n i t i o n  o f  che  e x i s t e n c e  

o f  cwo s e p a r a t a  f e a c u r a s  i n  che T r a c i n g  3ay a r e a  r e s u l c e d  from 

d a c a  p r o v i d e d  by c h c r r  1959 o f f s h o r e  s e i s m i c  s u r v e y  o f  Cook 

I n l e c .  The r e s u l t s  o f  o f f s h o r e  ga s  e x p l o d e r  s e i s m i c  s u r v e y s  

c o n d u c t e d  i n  1960-1961 i n  p r e p a r a t i o n  f o r  a 1961 s c a c e  l e a s e  s a l e  

f u r c h c r  d e f i n e d  t h e s e  cwo s t r u c t u r e s .  Ac c h i s  c ime ,  che com­

p a n i e s  a s s i g n e d  s e p a r a c e  code names co boch p r o s p c c c s .  Alchough 

e v i d e n c e  i n d i c a t e d  chac  Unlon -Mur j chon was aware  o f  che d i s c o v e r y  

r o y a l c y  i m p l i c a t i o n s  i n h e r e n c  i n  che d e s i g n a t i o n  o f  cwo s c r u c -
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c u r e s  r a c h e r  chan one c o l l e c t i v e  T r a d i n g  Bay s c r u c c u r e ,  i c  i s  

a p p a r e n t  chac  t h e  companies  c o n s i d e r e d  ch es e  s e p a r a c e  f e a t u r e s  

w ic h  d i f f e r i n g  c h a r a c t e r i s t i c s .  Mr. R i c h a r d  Lyon t e s t i f i e d  chac  

che s e i s m i c  daca  on che T ra d i n g  3ay f e a c u r e  c o n s i s t e n t l y  showed a 

s h a r p l y  d e f i n e d  and  a t t r a c t i v e  p o c e n c i a l  e n t r a p p i n g  mechanism.  

The daca  f o r  McArchur  R i v e r ,  however ,  was l e s s  c o n s i s c e n c .  Whi l e  

i n d i c a t i n g  che p r e s e n c e  o f  an a n c i c l i n e  wh i ch  mighc be a 

c o n s i d e r a b l e  r e s e r v o i r ,  che a n c i c l i n e  was s h a l l o w  and l e s s  w e l l  

d e f i n e d  w ic h  a s u b s c a n c i a l  p o s s i b i l i t y  chac  i n s u f f i c i e n c  c l o s u r e  

e x i s t e d  co c o n c a i n  any h y d r o c a r b o n s  wh ich  mighc have been  

p r o d u c e d .  As a r e s u l t ,  Un ion-Marachon  b i d  t e n  c i n e s  che bonus  

money co a c q u i r e  che  c r a c c  o v e r l y i n g  che T r a c i n g  3ay f e a c u r e  a s  

i c  d i d  f o r  che c r a c c  c o v e r i n g  che McArchur  R i v e r  f e a c u r e .

b .  S e i s m ic  work done i n  1963 and 1964 f u r c h e r  

d e f i n e d  c h e s e  cwo p r o s p e c t s  and  was v' -ed co l o c a c e  s i c e s  f o r  c e s c  

w e l l s .  P r e d r r l l i n g  i n t e r p r e t a t i o n s  o f  c h i s  s e i s m i c  da c a  showed 

che  e x i s c e n c e  o f  two f e a t u r e s  s e p a r a t e d  by f a u l t i n g  and a  s y n -  

c l i r . e  ac  boch  t he  s h a l l o w  and dacp h o r i z o n s .  In 1964 s e p a r a c e  

AFEs ( a u t h o r i z a t i o n s  f o r  e x p e n d i t u r e )  we re  p r e p a r e d  f o r  manage­

ment  a p p r o v a l  o f  che  cesc  w e l l s  co be d r i l l e d  on e a c h  g e o l o g i c  

p r o s p e c t .  Mr. Lyon t e s t i f i e d  chac  che p r e s e n c e  o f  a d i s c o v e r y  

r o y a l c y  p r o v i d e d  him wich a d d i c i o n a l  s u p p o r t  w i t h i n  h i s  company 

i n  che c o m p e t i t i o n  co o b t a i n  AFEs f o r  boch  w e l l s .



c .  In  1965 c h re e  w e l l s  ( i n c l u d i n g  che T r a d i n g

Day No. 1-A d i s c o v e r y  w e l l )  were  d r i l l e d  co l o c a c e  che a c c u n u -

l a c i o n  i i m i r s  o f  che T r a d i n g  3ay s c r u c c u r e  and co d e f i n e  che

b o u n d a r i e s  o f  che T r a d i n g  3ay s c r u c c u r a l  c r a p .  While  che T r a d i n g

Bay d i s c o v e r y  d i d  c o n f i r m  chac che Hemlock was a p r o d u c i n g  zone
I

w i c h i n  ac l e a s e  p a r e  o f  che c o l l e c c i v e  T r a d i n g  Bay a r e a  as  i c  was 

e l s e w h e r e  i n  Cook I n l e c .  che e v i d e n c e  o f  s u b s e a n c i a l  f a u l c i n g  

becween T r a d i n g  Bay and  McArchur R i v e r  (and  c h e r c f o r e  che l i k e l i ­

hood o f  n o n c o n n u n i c a c i o n  becween any p r o d u c c i v e  zo ne s )  was ,  i f  

a n y c h i n g ,  r e i n f o r c e d .  Moreover ,  doubcs  r e g a r d i n g  c l o s u r e  o f  che 

McArchur R i v e r  a n c i c l i n e  were  i n  no way d i m i n i s h e d .

d .  Whi le  i c  may have  be en  l o g i s c i c a l l y  c o n v e -  

n i e n c  f o r  Union -Marachon co move i c s  d r i l l i n g  L i r g e  sou ch  f rom 

T r a d i n g  3ay co d r i l l  che G r a v l i n g  No. L-A w e l l ,  Ton M a r s h a l l  

c e s c i f i e d  chac c h i s  a c c i c n  d e f i n c c e l y  r e p r e s e n c e d  a s c e p p i n g  ouc 

by Union-Marachon i n c o  an a r e a  o f  v e r y  c o n s i d e r a b l y  u n c e r c a i n c y .  

Ic  muse be remembered chac  che s e i s m i c  d a c a  and even  w e l l  d aca  ac 

c h i s  po in c  were  v e r y  s c a r c e  and r e l a c i v e i y  u n r e l i a b l e .  More ove r ,  

a l l  o f  che w e l l s  i n  c h i s  a r e a  were  o f f s h o r e ,  and c h e r e  was no 

s u r f a c e  g e o l o gy  wh i ch  c c u l d  be u s e d  co a s s i s e  i n  c o n f i r m i n g  

s e i s m i c  daca  i n c o r p r o c a c i o n s . Mosc i n p o r c a n c ,  a l c h o u g n  i c  I s  

d i f f i c u l c  co a p p r c c i a c e  now chac  p L a c f o r n s  a r e  a r o u c i n e  p a r e  o f  

che Landscape ,  Cook I n l e c  was a f r o n c i t r  a r e a  d u r i n g  che y e a r s  

s h o r c l y  a f c e r  s c a c e h o o d .  Wich che p r e s e n c e  o f  i c e ,  s e v e r e  c i d e s , 

and h i g h l y  a d v e r s e  w e a c h e r  c o n d i c i o n s ,  c h e r e  was“ no a s s u r a n c e
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chac  che a r e a  would  be  s u c c e s s f u l l y  d e v e l o p e d  even  i f  h y d r o ­

c a r b o n s  we re  p r e s e n c .  I c  was v i ew ed ,  c h e r e f o r e ,  much as  che 

B e a u f o r t  Sea " o r  che Chukch i  Sea a r e  l ooked  ac  now as  p o c e n c i a l  

o i l  and ga s  p r o v i n c e s .

e .  Whi l e  che Hemlock zone wh ic h  p r o d u c e d  o i l  ac 

T r a d i n g  Bay was c o n s i d e r e d  p r o s p e c c i v e ,  Un ion-Marachon  we r e  more 

a c c r a c c e d  by s c r u c c u r e s  a c  s h a l l o w e r  h o r i z o n s .  Thus ,  che  p r ime  

c a r g e c  wich  r e s p e c c  co p o c e n c i a l  r e s e r v o i r  r o c k  was d i f f e r e n c  ac 

McArchur R i v e r  chan a c  T r a d i n g  Bay, i n c r e a s i n g  che r i s k  f a c c o r .

f .  I n  summary,  che  McArchur R i v e r  p r o s p e c c  was 

v e r y  much che cype chac  che  s c a c e  would  have  wanced co have  

e x p l o r e d .  The a r e a  was d e f i n i c e l y  d o u b c f u l  d e s p i c e  a d i s c o v e r y  

ac  T r a d i n g  3ay ,  buc che  p o c e n c i a l  r e c u r n s  we re  l a r g e  g i v e n  che 

s i z e  o f  che p r o s p e c c .  S e i s m i c  da ca  e x i s t i n g  ac che cime b e f o r e  

che d r i l l i n g  o f  che a r e a  i n d i c a t e d  cwo s e p a r a c e  p r o s p e c c s  o f  

c o n s i d e r a b l y  d i f f e r e n c  c h a r a c t e r i s t i c s  and r i s k ,  and  wou ld  have  

be en  so v i ew ed  by a ny  c o m p e t e n t  l e s s e e .  Under  c h e s e  c i r c u m ­

s t a n c e s ,  che a p p l i c a c i o n  o f  an i n c e n c i v e  co o b t a i n  e a r l y  and

e x p e d i t i o u s  d r i l l i n g  o f  che  McArchur  R i v e r  p r o s p e c t  was p l a i n l y
★ /

i n  che s c a c e ' s  i n t e r e s t . -

* /  Uheche r  che d i s c o v e r y  r o y a l c y  p r o g r a n  a c c u a l l y  c a u s e d  o r
i n f l u e n c e d  U n i o n - M a r a c h o n ' s d e c i r  on co d r i l l  che C r a y l i n g  
1-A w e l l  i s  i r r e l e v a n t .  To deny an award  b a s e d  on che  f a c e  
chac che p a r t i c u l a r  l e s s e e  would  have  d r i l l e d  che w e l l  
anyway f o r  iC3 own r e a s o n s  would  be u n ju sc l7 *  p u n i c i v e .  The 
q u e s c i o n  i s  w h e c h e r  c h e r e  was s u f f i c i e n t  r i s k  o r  doubc  
r e g a r d i n g  s u c c e s s  chac  che s c a c e  would  have  wanced co 
e n c o u r a g e  an  a f f i r m a t i v e  d e c i s i o n  co d r i l l .
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2. P o s e - D r i l l i n g  V e r i f i c a t i o n .  The a f c e r - a c q u i r a d  

e v i d e n c e  s u b m i t t e d  by Union-Marachon  d e m o n s t r a t e s  chac che 

s i c u a c i o n  o c c u r r i n g  ac che P r e - D r i l l i n g  Ex p ec ca c i o n  s cage  was as 

p e r c e i v e d ,  and chac che r i s k  i n v o l v e d  ac  che cime j u s t i f i e d  che 

a p p l i c a c i o n  o f  che d i s c o v e r y  r o y a l c y  i n c e n c i v e .  In f a c e ,  che
I

a f c e r - a c q u i r e d  e v i d e n c e  s u b s c a n c i a c e s  chac  che s e p a r a t e n e s s  and 

d i f f e r i n g  c h a r a c c e r i s c i c s  o f  che r e s p e c c i v e  r e s e r v o i r s  was 

scmewhac g r e a c e r  chan b e l i e v e d  i n  1965.  T h i s  c o n c l u s i o n  i s  

w a r r a n t e d  by che f o l l o w i n g  f a c c o r s :

a .  Ev i dence  p r e s e n c e d  bv che a p p l i c a n c  demon­

s t r a t e s  chac  c h e re  i s  no o v e r l a p  i n  any ga s  o r  o i l  f o r m ac i on  

becween che T r a d i n g  Bay and McArchur  R i v e r  f e a t u r e s .

b .  The e x c e n s i v e  number  o f  w e l l s  d r i l l e d  i n  che 

i n c e r v e n i n g  a r e a  becween che T r a d i n g  3ay and McArchur R i v e r  

f e a c u r e s  e s c a b l i s h e s  chac  c h a r e  i s  no commun ica t i on  becween 

h y d r o c a r b o n  a c c u m u l a t i o n s  i n  e i c h e r  o f  che f e a c u r e s .

c .  A l t h o u g h  b o t h  t h e  T r a d i n g  3ay and McArthur  

R i v e r  f e a t u r e s  p o s s e s s  o i l  b e a r i n g  sands  i n  t h e  HernLock 

f o r m a t i o n ,  t h e r e  a r e  b o t h  g a s  ( above  D zone)  and o i l  (West 

F o r e l a n d )  p r o d u c i n g  h o r i z o n s  i n  t h e  McArthur  R i v e r  f e a t u r e  which  

a r e  n o t  p r e s e n t  i n  t h e  T r a d i n g  Bay f e a t u r e .



a .  The g e o c h e m i s t r y  f o r  McArchur R i v e r  h y d r o ­

c a r b o n s  d i f f e r s  s i g n i f i c a n t l y  f o r  p a r a f i n s , a r o n a c i c s ,  and 

na p ch e n es  f rom chac  d i s c o v e r e d  ac  T r a d i n g  Bay . - ^

e .  The a r e a  becween  che T r a d i n g  3ay and McArchur

R i v e r  f e a c u r e s  i s  r . r an secced  by a m a s s i v e  s t r i k e  s l i p  f a u l t ,  t h e

a r e a  w i t h i n  che T r a d i n g  Bay f e a t u r e  w h i ch  ac che c i n e  o f  che 

a n c e s c r a l  a n c i c l i n e  was oppos i te ,  che  McArchur  r i v e r  f e a c u r e i s  now 

3 1 / 2  m i l e s  co che e a s e .  M or eo ve r ,  c h e r e  i s  a v e r y  l a r g e

d i s p l a c e m e n t  o f  t h e  Hemlock cone  t o  che e x t e n t  chac i c  i s  3 , 500

f e e c  d e e p e r  i n  McArchur  R i v e r  chan  i n  che  T r a d i n g  Bay f e a c u r e .

I c  i s  che l a s t  f a c c o r  w h i c h  i s  n o se  p e r s u a s i v e .  When 

l o o k i n g  ac  che  o i l  and gas  f i e l d s  d i s c o v e r e d  i n  Cook I n l e c ,  chey 

a r e  n e a r l y  a l l  r e a d i l y  d i s c e r n a b l e  and i n c a c c  a n c i c l i n e s  wich  

p r i m a r i l y  a s i n g l e  d e f i n e d  r e s e r v o i r  w i t h i n  e a c h .  One d i s c o v e r y  

r o y a l c y  was awarded  f o r  e ach  o f  ch e s e  a n c i c l i n e s .  Whi le  n e a r l y  

a l l  o f  ch e s e  a n c i c l i n e s  c o n t a i n  some l o c a l  f a u i c i n g ,  no d i s c o v e r y  

r o y a l c y  was a w a r d e d  b e f o r e  o r  a f t e r  che G r a y l i n g  1-A w e l l  on che

* /  Whi le  che a p p l i c a n c  c l a i m e d  chac  c h i s  r e s u l c e d  f rom d i f f e r ­
enc g e o l o g i c  o r i g i n s  o f  T r a d i n g  Bay and  McArchur R i v e r ,  i c  
i s  my o p i n i o n  chac che McCoon and  C l a y p o o l  r e p o r c  ( r e f e ­
r e n c e d  i n  E x h i b i c  1 co Mr. Van A l e n ' s  t e s t i m o n y )  i s  more 
l i k e l y  c o r r e c c .  Ic  i s  c h e i r  b e l i e f  chac  v a r i a t i o n s  i n  
g e o c h e m i s t r y  r e s u l c e d  f rom d i f f e r i n g  b a c t e r i a l  d e c e r i o r a c i o n  
r a c e s  o f  a c c u m u l a t e d  h y d r o c a r b o n s  d u r i n g  t h e  p o s t -  
d e p o s i t i o n  s t a g e  r a t h e r  t h a n  f rom a t o t a l l y  d i f f e r e n t  
g e o l o g i c  o r i g i n  i n  che c o n t e x t  o f  s o u r c e  r o c k .  However ,  
c h i s  does  noc  a f f e c t  my c o n c l u s i o n  chac  che once  e x i s t i n g  
T r a d i n g  Bay a n c e s c r a l  a n c i c l i n e  d e v e l o p e a  i n t o  cwo v e r y  
d i s c i n c c  s t r u c t u r e s .
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b a s i s  c h a c  L o c a l  f a u l t i n g  c r e a c e d  s e p a r a c e  s c r u c c u r e s  ( i n  f a c e ,

w i t h d r a w n ) .  The g r e a t e r  T r a d i n g  Bay/McArthur  R i v e r  a r e a ,  howeve r ,  

i s  che one h e a v i l y  d i s c o r c e d  and d i s p l a c e d  a n c i c l i n e  i n  Cook 

I n l e c ,  che o n l y  one i n  which  m a j o r  o i l  a c c u m u l a c i o n s  a r e  d i v i d e d  

by a l a r g e  r e g i o n a l  f a u l t  ( i n  f a c e ,  che o n l y  r e g i o n a l  f a u i c  

p r e s e n t  i n  Cook I n l e c ) ,  and s u b s t a n t i a l l y  o f f s e c  i n  v e r t i c a l  

d i s c a n c e  as  w e l l .

d i s c o v e r y  r o y a l c y  awards ,  che p u r p o s e  o f  che d i s c o v e r y  r o y a l c y  

syscem,  and che p o c e n c i a l  r i s k  o f  d r i l l i n g  on che  McArthur  R i v e r  

f e a c u r e  (wh ich  a p p e a r e d  v e r y  d i f f e r e n c  from che  T r a d i n g  Bay 

f e a c u r e  b e f o r e  d r i l l i n g  and was c o n f i r m e d  co be v e r y  d i f f e r e n c  

a f c e r  d r i l l i n g )  j u s t i f i e s  che c o n c l u s i o n  chac  (1)  boch  che 

P r e d r i l l i n g  E x p ec ca c i o n  and P o s c - d r i l l i n g  V e r i f i c a t i o n  a n a l y s e s  

c o n f i r m  che  p r o p r i e t y  o f  a p p l y i n g  a d i s c o v e r y  r o y a l c y  f rom che 

s c a n d o o i n c  o f  che p u rp ose  o f  che p r o g r a n ,  (2)  McArchur  R i v e r  i s ,  

t h e r e f o r e , a s e p a r a c e  g e o l o g i c  s t r u c t u r e  f r o n  che  s c r u c c u r e  ac  

T r a d i n g  Bay w i c h i n  che meaning o f  che  d i s c o v e r y  r o y a l c y  s c a c u c e s  

and r e g u l a t i o n s ,  and (3) Un ion-Marachon  i s ,  c h e r e f o r e ,  e n t i t l e d  

co a d i s c o v e r y  r o y a l c y  award f o r  a l l  p r o d u c t i o n  f rom l e a s e  ADL

mosc a p p l i c a c i o n s  i n i t i a l l y  f i l e d  on c h i s  b a s i s  were  l a c e r

In che concexc  o f  Cook I n l e c  g e o l o g y ,  che p a c c e r n  o f

1759*.

1982,  i n  Jun  au ,  A l a s k a .

'  Depucy C o c m i s s i o n c r
Dopa rcnenc  o f  N a t u r a l  R e s o u r c e s
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Th«s on  wouKl qrent a rcyorty rate o f 5 percent to o» c<i one gas produced *tcm the ease freon wh»cn 3  e iccvw v was rr.cae fcr a 
pe<od of ten years fc/awng tro  dcto o f discovery

The love rue  irrccc f wood depend on the sno o f the discovery and the hrrvrvg of ' r e  jovoioomont c* the iic o v e re d  c*i r )  gas 
accumulation

Soo a ffo c re a  ancryaj ter pofonttci re .en oo  icu

&P ro p 3 1 0 0 l>y C huC uloQ SO C fl__________________________________  P h c n o  2 7 7  i d ? 7
V  snd'Gos A

A pproved Cv C cm rrw sicrer 'AVw' \ D ate W cxcn 26. 1996

Oviion O'* <ind!Gas AOgrt Date S<c»cn;i! 1996

P9fPA;,*CR fORROViDI all DISTRIBUTION CCTt£510 GOVERNORS LCGiSLAflVE OFFICE 
F-v v t t w  <4<tttcition*nfcrrnctcncafl f«> Governor's LegejattvoCfTlco
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Fiscal Nolo Analysis
CSSB 112 (RES)

Thu txl would grant a  discovery royalty rote o f 5% for production from a  previousry 
undiscovered oil or gas pcoi attributed fo ana  under a  iecso >n tho Cock inlet sedimentary 
bas-n for 10 yocrs foricwing the date o f discovery o f that coot Thus would cppty to oil 
discovered in the Cook Inlet 180 days fc#owmg the inacfment of the bJI

H e  re /onuo impccr would depend cn fho n:o of the discovery end the timing ot 
development o f tho discovered oil and gos accumuiction. The following hypothetical Cook 
in'er example would bo 'ncicottve o f ftv> cost ot the lower discovery royalty rate

C>! 7 we«s * :SGCtr/dav/woil • 365 * S IS/tc* * (125- C5) * 3205.OCO poor year

Gr* « l weo* IOOOO/mcf/weir365*$225/mcf *. 125- 05) » S616.000 cor yea/

u a u ie r t r  its



SENATE FINANCE COMMITTED REPORT r
S F C ___________

DATE: 3/20/96 DATE TURNED INTO OFFICE:

The Finance Committee considered SENATE BILL NO. 112 

Establishing a discovery royalty credit for the lessees of state land drilling exploratory wells ana 
making the first discovery of oil or gas in commercial quantities.

and recom m ends :

] be r e p la c e d  with 

] adopt previous
CS

CS

J attached am cndm cn t(s )

] adopt Le tte r o f  Intent by 

] fu r the r re fe r ra l to t h e ___

S B  112.

Senate B ill:
[ J sam e title 

J  [ J new  tit le 
_ House B ill:

( [ ] same title
[ j technical change

JL

[ j new : SCR*_

C om m it tee

C cm m it tcc

OTHER RECOMMENDA TIONSSIGNING DO PASS

Co-Chair.
Co-Chair.

P R E V IO U S  F IS C A L  N O T E (S ) : '
Department Dale Zero Fiscal

N E W  F IS C A L  N O T E (S ) :  
Department Dale Zero Fiscal

Co-Chair:
Co-Chair:

[ ] APPROPRIATION - no fiscal not* •Include fiscal notes accomp»n>lnc Governor's bill



F I S C A L  N O T E

STATE OF ALASKA 
1996 LEGISLATIVE SESSION
Revision Date:  Original_______________________
Title: An Act establishing a discovery royalty credit
for the lessees of state land drilling exploratory wells and...
Sponsor: Senate Resources____________________________
Requestor:

11

BILL NO. CSSB11?(RES)

■■

r*r r> o rv v

Dept Affected: Natural Resources 
BRU: Resource Development
Component: Oil & Gas Development

Senate Finance Component Serial No. 439

OPERATING' EXPENDITURES"-  " FY97 FY98 PY99 FYOO FV01 'FY02
PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS. CLAIMS
MISCELLANEOUS

5 i o 91,0 91.0 91 .0 91 .0 "  5 1 0

TOTAL OPERATING 91.0 9 1 0 91 0 91 .0 ~ s r o 91.0
[CAPITAI EXPENDITURES | -■ .-J Wf----- b d| o o |  o o | " 0 .0 | 0  0)

( c h a n G e  in REVENUES () I I I I I I I

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts
1006 GF/MHTIA 
Other

91 0 91 o 91 0 91 0 SI 0 91 0

TOTAL 91 0 91 0 91 0 91 0 91 0 91 o

Estimate o f any current year (FY96) cost: (  none

POSITIONS
FUlL-TlME 1 1 1 1 1 1
PART-TIME 0 J 0 0 0 0
TEMPORARY 0 0 0 0 0 0

ANALYSIS: (Attach a separate page if necessaryi
This bill reinstates Discovery Royalty (which was repealed in 1969 ) a s  a means to reduce royalty payments under certain 
conditions for leases  in Cook Inlet Sedimentary Basm

It is apparen t that the discovery royalty incentive h3S previously been geared toward frontier exploration In frontier 
areas , the geo 'og ic risk of drilling an unsuccessfu l well is high, since little geological information is available to the 
operator prior to drilling The element o f nsk was used  by the state as an important yard stick for determining ehgibil.ty in 
som e previous discovery royalty decisions in C ook Inlot C ook  Inlet was a frontier basm  in the 1950's and 1960's 
However, today, due to a long history of exploration and production geologists consider C ook  Inlet a mature petroleum  
province Almost all wells drilled on state land in C ook Inlet are drilled in d o s e  proximity to other wells containing known 
oil or g a s  and should be considered step-out wells and not wildcat exploration wells Step-ou t wells have relatively low 
exploration nsk whon compared to w^dcat exploration wells

Propared by Ken Boyd Duccio* J & t*  'W  ' ' Phone-------------  K M m '  '
Divtsron Oil & Gas ./* /  Date 22-Mar&6
Approved by Commissioner, * ^

1 Oate 22-Mar_96_________________
Agency NaturafHesources /  / ,  s r r

CSSBM j m P R e P A R E R  TO PRO V IDE  ALL D ISTR IBUT IO N  C O P IE S  TO GOVERNOR S  LEG ISLAT IVE  O FF IC B  . , ; .  » o' 3
For further d'Stnbul'On information ca'l the G ovcrecr's Leg siative Office



F IS C A L  A N A L Y S IS  C S S B 1 1 2 (R E S ) co n tin u e d ..,

B ased  on past experience, S B  112 will be very difficult to administer. Due to the issuance of p re -1970 conditional leases  
and the holding of other p ro -1970  leases by unitization, the state has  many current leases that still have a contractual 
right to a discovery royalty under the repealed program. As o f January 1995, the state has 340  active leases that 
currently retain the discovery royalty provision, and the Division of Oil and G as  still actively manages the program .
Under the previous discovery royalty program, thirteen applications were made for wells in Cook Inlet Basin, eight of 
which were granted and five were denied Many of these applications were granted or denied only after years of 
litigation.

Although S B  112 attempts to eliminate many of the administrative problems with the old discovery royalty program , 
certain significant problem are inherent with both the repealed program  and SB  112. These problems were recognized  
a s  far back a s  1962  and remain today. It is doubtful that new regulations could eliminate the problems faced in the 
earlier program .

It is unlikely that the Division can  draft regulations under the time constraints imposed by the bill.

Analysis o f discovery royalty applications is a very time consum ing p rocess  and will require the addition of one Petroleum  
Geolog ist

i c s s # * w  * l s  *♦.  i  j : f t 3* • e*



F I S C A L  N O T E
No. . I N ­

S T A T E  O F  A L A S K A  
1995 L E G I S L A T IV E  S E S S IO N  

3/14/95

Dili Version: S B  //A

Revision Date: 
Title: Discovery Royalty Credit

(S ) Publish Date: 3 - A O ~ ? £>
Dept. Affected;____________Revenue__________________

Sponsor:
Requester:

Resources

.BR U :
Component: Oil & Gas Audit

Revenue Operations

( V ) Resources COMPONENT SERIAL NO.
Expenditures/Revenues (Thousands of Dollars)

115

OPERATING EXPENDITURES FY 96 FY 97 FY 98 FY 99 FYOO FY 01
PERSONAL SERV ICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS. CLAIMS
MISCELLANEOUS
TOTAL OPERATING • 9 • • • •

I CAPITAL EXPENDITURES

ICHANGE IN REVENUES { ) I......................
FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts 
1006GF/MHTIA
Other
TOTAL 9 9 9 • • •

Estimato of any current year (FY95) c o s t : S 
POSITIONS
FULL-TIME
PART-TIME
TEMPORARY 1
ANALYSIS: (Attacn a separate page if nocossary)
This Bill w ould grant a  royalty rate of 5  percent to all oil and g a s  p rodu ced  from the le a se  from which a  
discovery w as m ad e  for a  period ot ten years following the da te  of d isco  «ry.

The revenue im pact would d ep end  cn  the size of tho d iscovery and the liming of tho developm ent of the 
d iscovered  oil and  g a s  accum u lation .

I \ \  I Phono. 277 -5627
Dataj  A '

Prepared by: 
Dmsion

Chuck Logsdon
Oil and G as Audit Division

Approved by C ommissioner 
Agency. _____________

Deborah Voqi
£ .  Z m w i L . - a y . J / ' )  ° a,« — ] i J 9 ?  -

o ... ” 2 3 1 1

PREPARER  TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR S LEGISLATIVE OFFICE
ForfVnn«rajixuaonrtormiton. caime(k«emcr,» i « ;  i  av.eCrtce

iRtv tdd4) iJKtrva 1I1.OBR Page t of 1



F I S C A L  N O T E
No. I

Bill Version: S B  f / X

(S ) Publish Pate: 3  ''c&O 

Dept Affected: Natural Resources__________________________

' STATE OF ALASKA 
1995 LEGISLATIVE SESSION
Revision Date: Original____________________________________________
Title: An Act establishing a discovery royalty credit lor the BRU : ____________________________
lessees ol state land drilling exploratory wells and making first discover Component: Oil & Gas Development
Sponsor: Sonato Resources_____________________________________ ______________________________________________
Requestor: _____________________________________________________

Resource Development

Com ponen t Serial No. 439

Expenditures/Revenues
CPERATING 'EXPEND ITURES FYb6 FY97 TV 98 FY99 FY00 FVo:'
PERSONAL SERV ICES 91.0 91.0 91.0 91.0 b i .o 91.0
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES I
GRANTS. CLAIMS I
M ISCELLANEOUS r  i
TOTAL OPERATING 91.0 91.0 91.0 b i .o 91.0 s ' .c j

Ca P iTA l EXPENO iTURES 0.0 0 .0 | 0.0 © o p b 3.Cl

ICHANGE IN R E V E N U E S ( ) —• o o o 100.0 loo .o i too .o 100.0 •cc .o i

FUND SO URCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF  Match
1004 GF 91 0 91 .0 91.0 91 .0 91.0 9 : . :
1005 GF/Program Receipts
1006 GF/MHTIA
Other
TOTAL 91.0 91.0 91 .0 91 .0 91.0 Z.f '*■ » •*

Estimate o f any current yeor (FY95) c o s t : 5 

POSITIONS
f U'l l -TIME l i e 1 1 •
PART-TIME b 0 0 0 0 u
TEMPORARY 0 0 0 0 3

ANALYSIS: (Attach a separate page if necessary)
This pill reinstates Discovery Royalty (which was repealed in 1969) as a means to reduce royasy payments und6r certain condiCons 

Ths a  accomplished by stfpuiaong that a lessee who maxes the first discovery of oil cr gas m commercial quaooes in a particular 

geologic sducture will pay a royalty of 3% for die first ten years of produceon.

wrwe this but appears Simple thero are problems with some of its provisions. Terms such as 'first Oiscovory* and 'geologic s Jucfure" 

are not always easily determined There may be uunteoded conflicts with AS 38 05l8O{f)|3)(D) which provides for a fiiod cash 

bonus and a vnnab'e Net Profit Share as cd variables for a lease sale Tins but would potersaify crea* a 5% royalty burdon 

where none was contemptatod through the iease sale process

Fiscal impacts as to revenue are difficult to predict because ot the specutatve nature ct tho increased actnnlty that this bill may 

generate Presumably thi* new legislation will encourage the (hscovery ol new fields that would not have been othor wise developed 

The additional worn toad and analysis of the Discovery Royalty appeal sons would bo emo^owscrqmg and require an additional

Petro'oum Geologist_____________________________ f  / V  i
Ken BoyO. Acting Qirec'.or/ /  N  (  I t j JProparod by: 

Oivjion
Approved by Cornm ss 

Agency:

P R E P A R E R  TO  PR O V ID E  ALL D ISTR IBUT IO N  C O P IE S  TO  G O V E R N O R 'S  LE G IS LA T IV E  O FF ICE
Forturtfiei distribution informalion call the Governor' t  Legis la tive Offtco

',aot«jjPc3a*va'ti»si p*3*



DATE: 3/7/95

ENATE COMMITTEE REP RT 
First Committee of Referral

F U R T H E R : ^ ^ ^

f p j  F m m i f r  

tint CS

DATE TURNED - ,
INTO OFFICE:

Date of 5-Day Notice: 3'l5'c)5 
(in accordance with Uniform Rule 23)

Resources Committee considered SB 112

Establishing a discovery royalty credit for the lessees of state land drilling exploratory wells and 
making the first discovery of oil or gas in commercial quantities.

ami re com m ends :

I i / f o c  r e p la c e d  w i t h  C S  ^  I I —

I | adop t p r e v io u s   C S ________________

| attached am endm em (s )
I adopt Letter ol Intent by _ 
I lurthcr referral to the

S e n a te  B i l l :  
^  I I  same title

( fl-SS ) | i-J"Tlcw title
H o u s e  B i l l :

. ( __________ ) | | same title
i j technical title 
! | new: SCR*

Committee
Committee

P R E V IO U S  F IS C A L  N O T E (S ) : *
Department Date Zero Fiscal

QUICK RECOMMENDATIONS

| | A P P R O P R IA  T IO N  -  n o  f is c a l n o te •include fiscal notes nicompunirii> Ciuvernor’s bill



Revision Date:___  3714/95_____________________________________Dept. Affected;____________ Revenue__________________
Title: Discovery Royalty Credit_______________________BRU: Revenue Operations___________________
______________________ ___________________________________________________ Component: Oil & Gas Audit_________________________
Sponsor: ( ^ R e s o u r c e s  __________________________________________
Requester: (A -)Resources__________________________________ COMPONENT SERIAL NO. 115

F I S C A L  N O T E

STATE OF ALASKA BILL NO. SB 112________
1995 LEGISLATIVE SESSION

Expenditures/Revenues ________  (Thousands of Dollars)
OPERATING EXPENDITURES FY 96 FY 97 FY 98 FY 99 FYOO FY 01

PERSONAL SERV ICES
TRAVEL
CONTRACTUAL
SUPPLIES
EOUIPMENT
LAND & STRUCTURES
GRANTS. CLAIMS
MISCELLANEOUS
TOTAL OPERATING • • • • • •

I CAPITAL EXPENDITURES I I I I I I I
ICHANGE IN REVENUES ( ) I ................. ............................S ee  Analysis"* .........................................................
FUND SOURCE (Thousands of Dollars)
1002 Federal Hocoipts
1003 GF Match
1004 GF
1005 GF/Proqram Receipts
1006 GF/MHTIA 
Other
TOTAL • • • ♦ • t

Estimate o f any curren t year (FY95) c o s t : $ 
POSITIONS
FULL-TIME
PART-TIME
TEMPORARY
ANALYSIS: (Attach a separate page if necessary)
This Bill would g ran l a  royalty rate of 5  percen t to all oil and g a s  produced from the lease from which a 
discovery w as m ad e  for a period ot ten years following the da te  of discovery .

The revenue im pact w ould depend  on  the s ize of the d iscovery and the timing of the developm ent of the 
discovered oil a n d  g a s  accum u lation .

old '1 5  F/A/.

Preparod by: 
Division:
Approved by C ommissioner 
Agoncy

PREPA RER  TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR S LEGISLATIVE OFFICE
For furthor dutnDutron tnlormauon, can tf\o GovomoFi Logisiat»*« CMco

|R«v 1004) DSfisnc «IVDOH P a  go t o f 1



1995 LEGISLATIVE SESSION
Revision Date: Original______________
Title:

STATE OF ALASKA

F I S C A L  N O T E

BILL NO.

3 / i u / y  s ’* * /  
f  i )  e & s ,  f

SU112

An Act establishing a discovery royally credit for the BRU:
Dept Affected: Natural Resources

Resource Development
lessees ol stale land drilling exploratory wells and making first discover Component: Oil & Gas Development
Sponsor: Senate Resources____________________________________ _____________________________________________
Requestor: ____________________________________________________ Com ponent Seria l No. 439

OPERATING EXPENDITURES FY96 - rY 97— FY98 PV99 PYoo FY01
PERSONAL S e r v ic e s
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS. CLAIMS
MISCELLANEOUS

Oi.o 91.0 91.0 91.0 ai.O 91.6

TOTAL OPERATING 91.0 91 .0 91.6 91.6 91.6 91.0
I CAPITAL EXPENDITURES ~ w w w w TTolg o f
|CHANCE IN 'REVENUEST ~~ )  T T M o f 100.01 1 W 100.01 100.01 T og o ]

FUND SOURCE (Thousands ol Dollars)
1002 Federal Recoipts
1003 GF Match
1004 GF
1005 GF/Program Receipts
1006 GF/MHTIA 
Other

91.0 91.0 91.0 91.0 91.0 91.0

TOTAL 91.0 91.6 OOT 91.0 91.0 91.0
Estimate of any current yeor (FY95) co s t: $  

POSITIONS
FULL-TIME 1 1 1 1 1 1
PART-TIME 0 0 0 0 0 0
TEMPORARY 0 0 0 0 0 0

ANALYSIS: (Attach a separate page If necessary)
This bill reinstates Discovery Royalty (which was repealed In 1969) as a means to reduce royalty payments under cortaln conditions. 
This Is accomplished by stipulating that a lessee who makes the first discovery ol oil or gas In commercial qualities in a particular 
geologic structure will pay a royalty of 5% for the first ten years ol production
While this bill appears simple thero are problems with some of its provisions. Terms such as “first discovery" and "geologic structure" 
are not always easily determined. Thero may be unlntonded conflicts with AS 38.05180(f)(3)(D) which provides for a fired cash 
Sonus and a variable Net Profit Share as bid variables lor a loose sole. This bill would potentially cron to a 5% royalty burden 
where nono was contomplated through tho lease sale procoss.

fiscal impacts as to revonuo aro difficult to predict because of die speculative nature ot tho Increased acttvtlry that this bill may 
generate Presumably this now loglslntion will encourago tho discovery of now fields that would not havo been other wfso dovoloped 
Ttio additional work load and analysis of the Discovery Royalty applications would bo tlme ĉonson l̂ng and roqulre an additional 
Petroleum Goologlst.

762-2547
14-Mnr-95

Approved by Commissi 

Agency: 2

P R E P A R E R  TO  PR O V ID E  A L L  D IS TR IB U TIO N  C O P IE 8  TO  G O V E R N O R 'S  LE G IS LA T IV E  O FFICE
For fu rthor d is tribu tion  Inform ation ca ll tho G overnor's Logistativo Othco

(SOttJX lSfWv 1/11*5) Pap* t of I



TONY KNOWLES, GOVERNOR

D E P A R T M E N T  O F  N A T U R A L  R E S O U R C E S

M arch 20 . 1995 D I V I S I O N  O F  O I L  A N D  G A S

3601 C STREET, SUITE 1380 
ANCHORAGE, ALASKA 99503-5948 
PHONE: (907) 762-12549

The H ono rab le  Lo ren  Leman 
A la ska  State Legis latu re 
R o o m  113 Capito l Bu i ld ing  
Juneau, A laska  9 9 8 0 1 - 1 1 8 2  
M A IL  S T O P  3101

D ea r Senato r Leman :

Thank you fo r  the opportunity to testify on S B  112 last Friday. I ’ m  so rry  fo r  a l l the con fu s ion , but 
I was trying to d o  two hearings at once. I hope both you and the C om m it tee  found this testimony 
usefu l as an introduction to the history o f  d iscovery royalty .

V i r tu a l ly  a l l my test im ony is conta ined in a d iscove ry  roya lty  decis ion prepared fo r  U n ion  O i l  and 
Mara thon O i l  in 1982 . Th is  has a lready been submitted to the C om m ittee  through Annette.

I m ade three o ther points regarding m y  reasoning fo r  the D isc ove ry  R o y a l ly  p rov is ion s being 
repea led in 1969 :

• A l l  m a jo r  C o o k  In let f ie lds were in production 
P rudhoe bay had been discovered

• Lease sa le 2 3  was to be held in September o f  1969 . Th is  sa le  contained acreage that 
su rrounded P rudhoe Bay.

I have no " p r o o f '  that these three things were go ing through the m inds o f  the Legis latu re in ea r ly  
1969 , but I suspect they were. The  reason to repeal D isc ove ry  R o y a l ly  was fa ir ly  s im p le— A laska  
d idn ’ t need such a prov is ion  any more. Lots o f  companies were bidd ing lo ts  o f  m oney  w ithout any 
extra incentives. Lease sa le 2 3  brought in o v e r  $ 9 0 0  m i l l ion  in bonuses— the richest sa le  in State 
h is to ry— without any incentives.

Th ings are d if fe ren t in the A la s k a  o i l patch now  and maybe some s on  o f  incentives are warranted. 
W he th e r  it shou ld  be D isc ove ry  R o y a l ly— o r  someth ing e lse— I expect w i l l  be debated as the 
hearings progress .

S ince re ly .

Kenneth  A . B oyd  
Ac ting D irec to r



Sena to r  L o ren  Leman  
SB 112

Senate  Resou rces  C om m it t e e

T h i s  i s  a d d i t i o n a l  i n f o r m a t i o n  f o r  S B  1 1 2 :  D i s c o v e r y  R o y a l t y  
C r e d i t .
P l e a s e  p u t  t h i s  i n f o r m a t i o n  i n  y o u r  c o m m i t t e e  p a c k e t  f o r  S B  
1 1 2 .



Stewart Petroleum Company
Denali Towers North. Suite 1300 

2550 Denali Street. Anchorage, Alaska 99503 
(907)277-4004 • FAX(907)274-0424

T E S T I M O N Y

o f

W I L L I A M  R .  S T E W A R T  

b e f o r e  th e  

S E N A T E  R E S O U R C E S  C O M M I T T E E  

1 9 T H  A L A S K A  L E G I S L A T U R E

M A R C H  6 ,  1 9 9 6

C h a i r m a n  L e m a n  a n d  m e m b e r s  o f  th e  S e n a t e  R e s o u r c e s  C o m m i t t e e ,  m y  n a m e  is 

B i l l  S t e w a r t ,  P r e s i d e n t  o f  S t e w a r t  P e t r o l e u m  C o m p a n y .  I h a v e  2 6  y e a r s  o f  o i l  a n d  

g a s  i n d u s t r y  e x p e r i e n c e  in  A l a s k a .  O u r  c o m p a n y  is a  s m a l l  A l a s k a - b a s e d  

i n d e p e n d e n t  e x p l o r a t i o n  a n d  p r o d u c t i o n  c o m p a n y  a c t i v e  in  A l a s k a  a n d  s e v e n  o t h e r  

s t a t e s .  O u r  p r i m a r y  a r e a  o f  i n t e r e s t  w i t h i n  A l a s k a  is  C o o k  I n l e t  B a s i n .  I n  l a t e  

1 9 9 1 ,  w e  w e r e  f o r t u n a t e  in  d i s c o v e r i n g  th e  W e s t  M c A r t h u r  R i v e r  O i l  F i e l d ,  a  f i e l d  

o f  s i g n i f i c a n t  s i z e  o n  th e  w e s t  s i d e  o f  C o o k  I n l e t .  W e  a r e  in  th e  d e v e l o p m e n t  

s t a g e  a t th e  p r e s e n t  t im e  a n d ,  w i t h  a  p i p e l i n e  s y s t e m  in  p l a c e ,  p r o d u c t i o n  f r o m  

t h r e e  w e l l s  is  u n d e r w a y .  O u r  c u r r e n t  p r o d u c t i o n  a v e r a g e s  a b o u t  5 0 0 0  B O P D  

w h i c h ,  d u e  to  th e  a d v a n c e d  a g e  o f  C o o k  I n l e t ’ s  o t h e r  f i e l d s ,  m a k e s  u s  th e  s e c o n d  

b i g g e s t  p r o d u c e r  in  th e  b a s i n  a t th is  p o i n t .  T o t a l  p r o d u c t i o n  s i n c e  s t a r t  u p  in  1 9 9 3  

h a s  e x c e e d e d  2 , 0 0 0 , 0 0 0  b b l s .

1



B y  i n d u s t r y  s t a n d a r d s  h e r e  i n  A l a s k a ,  o u r  p r o j e c t  is  s m a l l .  I t  w o u l d  b e  s i z e a b l e  

a lm o s t  a n y w h e r e  e l s e .  I n v e s t m e n t  to  d a t e  e x c e e d s  $ 5 0  m i l l i o n .  T a x e s  a n d  

r o y a l t i e s  p a id  th u s  f a r  t o  t h e  S t a t e  o f  A l a s k a  t o t a l  a p p r o x i m a t e l y  $ 3 . 2  m i l l i o n .  W e  

e m p l o y  b e tw e e n  1 5  a n d  6 0  A l a s k a n s  d e p e n d i n g  o n  a c t i v i t y  a n d  w e  d o  b u s i n e s s  at 

a l l  t im e s  p o s s i b l e  w i t h  A l a s k a n  v e n d o r s  a n d  s e r v i c e s  c o m p a n i e s  w h o  e m p l o y  

A l a s k a n s .  H a v i n g  s a id  a l l  t h a t ,  th e  o p e r a t i o n  is o n  t h e  m a r g i n a l  s i d e  d u e  t o  its 

r e m o t e n e s s  a n d  h ig h  o p e r a t i n g  c o s t s  p e r  b a r r e l .

A c c o r d i n g  to  a v a i l a b l e  i n f o r m a t i o n ,  w e  w e r e  th e  f i r s t  i n d e p e n d e n t  t o  e s t a b l i s h  

c o m m e r c i a l  o i l  p r o d u c t i o n  in  A l a s k a  in  m o d e r n  t im e s .  ( I  s a y  " m o d e r n  t im e s "  

b e c a u s e  o i l  p r o d u c t i o n  w a s  e s t a b l i s h e d  b y  i n d e p e n d e n t s  m u c h  e a r l i e r  a t  K a t a l l a  

( n e a r  C o r d o v a )  in  1 9 0 2 .  T h e  f i e l d  p r o d u c e d  l o w  g r a v i t y  c r u d e  u n t i l  t h e i r  o n - s i t e  

r e f i n e r y  b u r n e d  in  1 9 3 3 . )  I n  f a c t ,  i t m a y  in t e r e s t  y o u  to  k n o w  th a t  a b o u t  6 0  w e l l s  

h a v e  b e e n  d r i l l e d  h e r e  b y  i n d e p e n d e n t s ,  i n c l u d i n g  t h e  f i r s t  w e l l  i n  A l a s k a .  T h a t  

w e l l  w a s  d r i l l e d  b y  a  g r o u p  o f  i n d e p e n d e n t s  in  1 8 9 8  o n  th e  I n i s k i n  P e n i n s u l a  

u t i l i z i n g  c a b l e  t o o l s  a n d  u n d o u b t e d l y  f o l l o w i n g  u p  o n  n a t u r a l  o i l  s e e p s  t h a t  s t i l l  

e x i s t  t h e r e  t o d a y .

B a c k  t o  m o d e r n  t im e s ,  1 w a s  a s k e d  to  t e s t i f y  t o d a y  o n  S B  1 1 2  w h i c h ,  i f  e n a c t  d ,  

w o u l d  r e - e s t a b l i s h  a d i s c o v e r y  r o y a l t y  p r o g r a m .  A s  e a c h  o f  y o u  a r c  p r o b a b l y  

a w a r e ,  th e  S t a t e  o f  A l a s k a  h a d  a  d i s c o v e r y  r o y a l t y  p r o g r a m  in  c f l e c t  t h r o u g h o u t  

th e  1 9 6 0 ’ s  a n d  u n t i l  its r e p e a l  i n  t h e  1 9 7 0 ’ s .  U n d e r  t h e  p r o g r a m ,  r o y a l t y  b u r d e n  

( o n  th e  d i s c o v e r y  l e a s e  o n l y )  w a s  r e d u c e d  f r o m  1 2 . 5 %  to  5 %  f o r  a p e r i o d  o f t e n  

y e a r s  c o m m e n c i n g  w i t h  d a t e  o f  d i s c o v e r y .

M o s t  o f  th e  C o o k  I n l e t  d i s c o v e r i e s  m a d e  d u r i n g  th e  1 9 6 0 ’ s w e r e  m a d e  o n  S t a t e  

l e a s e s  w h i c h  p r o v i d e d  f o r  d i s c o v e r y  r o y a l t y  b e n e f i t .  I w a s  t h e r e  a t  th e  t im e  j u s t  

g e t t i n g  s t a r t e d  a n d ,  in  m y  o p i n i o n ,  th e  d i s c o v e r y  r o y a l t y  p r o g r a m  r e s u l t e d  in
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im p l e m e n t a t i o n  o f  m o r e  a g g r e s s i v e  d e v e l o p m e n t  s c h e d u l e s  b y  o p e r a t o r s  th an  

o t h e r w i s e  w o u ld  h a v e  t a k e n  p l a c e .  A s s u m i n g  o v e r a l l  f i e l d  e c o n o m i c s  w e r e  

p o s i t i v e ,  p i p e l i n e s  a n d  p l a t f o r m s  w e r e  b u i l t  w i t h o u t  d e l a y  in  o r d e r  th a t  the  

d i s c o v e r y  r o y a l t y  b e n e f i t  c o u l d  b e  r e a l i z e d .  E q u a l l y  a s  im p o r t a n t  a s  a g g r e s s i v e  

d e v e l o p m e n t ,  n e w  p r o s p e c t s  w e r e  d r i l l e d  b y  th e  o p e r a t i n g  c o m p a n i e s  w h ic h  le d  to 

o t h e r  d i s c o v e r i e s .  A c t i v i t y  l e d  t o  m o r e  a c t i v i t y .  T h e  b o t t o m  l i n e  w a s  the  

d i s c o v e r y  o f  7  m a j o r  o i l  f i e l d s  t o t a l l i n g  1 . 3  b i l l i o n  b b l s  o f  r e c o v e r a b l e  o i l  a n d  15 

g a s  f i e l d s  t o t a l l i n g  6 . 4  t r i l l i o n  c u b i c  f e e l  o f  g a s .  F r o m  t h o s e  f i e l d s  th e  S t a t e  o f  

A l a s k a  h a s  r e a l i z e d  t a x e s  a n d  r o y a l t i e s  f a r  in  e x c e s s  o f  th e  b e n e f i t  g r a n t e d  to  

i n d u s t r y  b y  d i s c o v e r y  r o y a l t y .  ( R e m e m b e r  th a t  th e  d i s c o v e r y  r o y a l t y  w a s  a 

t e m p o r a r y  b e n e f i t  w h i c h  a p p l i e d  o n l y  t o  th e  d i s c o v e r y  l e a s e  a n d  n o t  t o  the  

s u r r o u n d i n g  a c r e a g e ) .  E q u a l l y  im p o r t a n t  w e r e  th e  j o b s  t h a t  w e r e  c r e a t e d  b y  

i n d u s t r y  a c t i v i t y .

O n  D e c e m b e r  1 9 ,  1 9 6 7 ,  A r c o ’ s  P r u d h o e  B a y  S t a t e  H\ d i s c o v e r e d  h y d r o c a r b o n s  in 

c o m m e r c i a l  q u a n t i t i e s ,  a l s o  o n  a  d i s c o v e r y  r o y a l t y  l e a s e  ( A D L  -  2 8 3 0 3 )  a n d ,  as 

th e  e x t e n t  o f  th e  g i a n t  P r u d h o e  B a y  f i e ld  b e c a m e  k n o w n ,  i n d u s t r y  f o c u s  s h i f t e d  

f r o m  C o o k  I n le t  t o  th e  N o r t h  S l o p e .  T h e  " f i r s t  w a v e "  o f  e x p l o r a t i o n  in  C o o k  In le t  

B a s i n ,  t h e r e f o r e ,  e n d e d  e a r l y  d e s p i t e  s u b s t a n t i a l  r e m a i n i n g  p o t e n t i a l .  A r c o ’ s 

d i s c o v e r y  at S u n f i s h  a l o n g  w i t h  o u r  d i s c o v e r y  a t  W e s t  M c A r t h u r  R i v e r  ( b o t h  in 

1 9 9 1 )  c o u ld  m a r k  th e  b e g i n n i n g  o f  a  " s e c o n d  w a v e "  o f  e x p l o r a t i o n  in  C o o k  I n le t .  

R e g i o n a l  g e o l o g y  t e l l s  u s  th a t  t h e r e  c o u l d  b e  a n o t h e r  1 . 3  b i l l i o n  b b l s  o f  o i l  a n d  6 . 4  

t r i l l i o n  c u b i c  f e e t  o f  g a s  y e t  t o  b e  d i s c o v e r e d  in  th e  b a s i n .  O n  th e  u p  s i d e ,  w e  

h a v e  1 9 6 0 ’ s p o t e n t i a l  w i t h  1 9 9 0 ’ s  t e c h n o l o g y .  O n  th e  d o w n  s i d e ,  w e  h a v e  b o th  

n a t u r a l  a n d  m a n  m a d e  o b s t a c l e s .  T h e  n a t u r a l  o b s t a c l e s  i n c l u d e  w e a t h e r  c o n d i t i o n s  

a n d  r e m o t e n e s s .  T h e  m a n  m a d e  o b s t a c l e s  i n c l u d e  a r e g u l a t o r y  s y s t e m  w h i c h  is 

im p r o v i n g ,  b u t  is  s t i l l  f i l l e d  w i t h  r o a d b l o c k s  t o  d e v e l o p m e n t .  T h e  m a n  m a d e  

o b s t a c l e s  a r e  t o u g h e r .  B o t h  r e s u l t  in  h ig h  c o s t s .  E a c h  o p e r a t i n g  c o m p a n y ,  l a r g e
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o r  s m a l l ,  h a s  t o  w e ig h  t h o s e  f a c t o r s  p r i o r  t o  e x p l o r a t i o n  a n d  e n c o u r a g e m e n t  f r o m  

s ta te  g o v e r n m e n t  is  n e e d e d  a t  th is  t im e .

I b e l i e v e  th a t  S B  1 1 2  w i t h  c e r t a i n  m o d i f i c a t i o n s  w o u l d  p r o v i d e  a t  l e a s t  p a r t  o f  th e  

n e e d e d  e n c o u r a g e m e n t  f o r  r e n e w e d  i n d u s t r y  a c t i v i t y  in  C o o k  I n l e t  B a s i n .  I  k n o w  

th a t  m y  o w n  c o m p a n y ’ s a c t i v i t i e s  at W e s t  M c A r t h u r  R i v e r  a n d  e l s e w h e r e  in  th e  

b a s i n  w o u l d  a c c e l e r a t e .  I c a n ’ t s p e a k  f o r  th e  m a j o r s ,  b u t  I s u s p e c t  th a t  o t h e r  

i n d e p e n d e n t s  w o u l d  t a k e  a n e w  l o o k  a t  C o o k  I n l e t  B a s i n  w i t h  d i s c o v e r y  r o y a l t y  in  

p l a c e .  ( A s  a n  i n d e p e n d e n t  p r o d u c e r ,  w e  a r e  in  t o u c h  w i t h  m a n y  o t h e r  i n d e p e n d e n t  

p r o d u c e r s .  T h e r e  a r e  r o u g h l y  1 0 , 0 0 0  m e m b e r s  in  I P A A ,  t h e  I n d e p e n d e n t  

P e t r o l e u m  A s s o c i a t i o n  o f  A m e r i c a .  M o s t  o f  th e  I P A A  m e m b e r s  w i l l  n e v e r  v e n t u r e  

to  A l a s k a ,  b u t  in  th e  w a k e  o f  o u r  s u c c e s s ,  w e  a r e  b e g i n n i n g  t o  h e a r  c a u t i o u s  

e x p r e s s i o n s  o f  i n t e r e s t  f r o m  q u i t e  a  f e w . )  I n d e p e n d e n t s  c a n  f u n c t i o n  in  A l a s k a ,  

d e s p i t e  th e  o b s t a c l e s  th a t  w e  h a v e  h e r e ,  b u t  i n c e n t i v e s  a r e  n e c e s s a r y .

W i t h  r e s p e c t  to  th e  s p e c i f i c  l a n g u a g e  o f  S B  1 1 2 ,  m u c h  o f  th e  b i l l  d e a l s  w i t h  

l e a s i n g  m a t t e r s  n o t  r e l a t e d  to  d i s c o v e r y  r o y a l t y .  T h e  l a n g u a g e  th a t  d o e s  r e l a t e  to  

d i s c o v e r y  r o y a l l y ,  i n  m y  o p i n i o n ,  f a l l s  s h o r t  in  a  c o u p l e  o f  r e s p e c t s :

1. R e d u c e d  r o y a l t y  f o r  th e  p r i m a r y  t e rm  o n l y  is n o t  m u c h  a  b e n e f i t .  R e c e n t  

l e a s e s  in  C o o k  I n l e t  h a v e  b e e n  i s s u e d  f o r  a  p r im a r y  t e rm  o f  s e v e n  y e a r s  r a t h e r  t h a n  

th e  u s u a l  t e n .  F i n d i n g  o i l  t a k e s  t im e .  G e o l o g i c a l  s t u d i e s ,  g e o p h y s i c a l  f i e l d  w o r k  

(w h i c h  is  o f t e n  s e a s o n a l ) ,  i n t e g r a t i o n  o f  g e o l o g i c a l  a n d  g e o p h y s i c a l  d a t a  f o r  

p r o s p e c t  d e l i n e a t i o n ,  s e l e c t i o n  o f  b o t t o m  h o l e  o b j e c t i v e ,  w e l l  p l a n n i n g ,  p e rm i t t i n g  

a c t i v i t i e s ,  d r i l l i n g  r i g  a r r a n g e m e n t s ,  a c q u i s i t i o n  o f  s u p p l i e s  a n d  a c t u a l  d r i l l i n g  a r c  

a m o n g  th e  m y r i a d  a c . i v i t i e s  i n v o l v e d  ( n o t  to  m e n t i o n  h u g e  a m o u n t s  o f  m o n e y  a n d  

l u c k )  in  f i n d i n g  o i l .  I d o n ’ t h a v e  a  p r e c i s e  s t u d y  at h a n d ,  b u t  I s u s p e c t  m o s t  o f  th e  

a c tu a l  d i s c o v e r i e s  in  A l a s k a  w e r e  m a d e  in  th e  la s t  f e w  y e a r s  o f  t h e  p r i m a r y  t e rm  

o f  th e  o i l  a n d  g a s  le a s e  i n v o l v e d ,  o r  m o r e  o f t e n ,  d u r i n g  a  t e rm  e x t e n d e d  b y
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u n i t i z a t i o n .  W h i l e  S B  1 1 2  is a  g o o d  c o n c e p t ,  th e  t im e  l im i t a t i o n  i n  l a r g e  p a r t  

r e m o v e s  th e  b e n e f i t .

2 .  U n l e s s  th e  A c t  is r e t r o a c t i v e  a s  to  e f f e c t i v e  d a t e ,  th e  a p p l i c a b i l i t y  p r o v i s i o n  

w i l l  e x c l u d e  a l l  c u r r e n t l y  i s s u e d  l e a s e s .  T h o s e  l e a s e s  w h i c h  a r e  th e  m o s t  r e a d y  f o r  

d e v e l o p m e n t  w i l l  n o t  r e c e i v e  th e  b e n e f i t  o f  r e d u c e d  r o y a l t y .  O p e r a t o r s  c a n  o n l y  

l o o k  t o  f u t u r e  l e a s e s  in  l e a s e  s a l e s ,  w h i c h  m a y  o r  m a y  n o t  o c c u r ,  l e a s e s  w h i c h  t h e y  

m a y  o r  m a y  n o t  b e  s u c c e s s f u l  in  a c q u i r i n g .  A t  t h e  r i s k  o f  o b v i o u s  s e l f  s e r v i c e ,  it 

is a p p r o p r i a t e  t o  h a v e  a n  e f f e c t i v e  d a t e  o f  J a n u a r y  1 ,  1 9 9 1 .  B o ’ h  W e s t  M c A r t h u r  

R i v e r  a n d  S u n f i s h  w o u l d  b e n e f i t .  I n  th e  c a s e  o f  W e s t  M c A r t h u r  R i v e r ,  

d e v e l o p m e n t  w o u l d  d e f i n i t e l y  c o n t i n u e  a t  a  m o r e  r a p i d  p a c e .  A l s o ,  o u r  o t h e r  

p r o j e c t s  in  C o o k  I n l e t  B a s i n  w o u l d  c o m m e n c e  e a r l i e r .  T h e s e  i t e m s  t r a n s l a t e  i n t o  

j o b s  a n d  l o n g  t e rm  b e n e f i t  f o r  th e  s t a te .

In  o t h e r  w o r d s ,  I p r o p o s e  r e i n s t a t e m e n t  o f  th e  o r i g i n a l  1 0  y e a r  p r o g r a m  w h i c h  

w o u l d  a p p l y  t o  d i s c o v e r i e s  m a d e  a f t e r  J a n u a r y  I ,  1 9 9 1  e f f e c t i v e  u p o n  d a t e  o f  

d i s c o v e r y .  P r e v i o u s  r o y a l t y  p a y m e n t s  p a i d  s u b s e q u e n t  to  s u c h  d i s c o v e r y  d a t e  

w h i c h  a r e  in  e x c e s s  o f  f i v e  p e r c e n t  r o y a l t y  w o u l d  c o n s t i t u t e  a  c r e d i t  a g a i n s t  f u t u r e  

r o y a l l y  p a y m e n t s .  S u g g e s t e d  l a n g u a g e  is a t t a c h e d .  ( P l e a s e  n o t e  th a t  t h e  s u g g e s t e d  

l a n g u a g e  a p p l i e s  o n l y  t o  C o o k  I n l e t  B a s i n  a s  a  m e a n s  o f  r e v i t a l i z i n g  A l a s k a ’ s 

o l d e s t  p e t r o l e u m  p r o d u c i n g  p r o v i n c e . )

E n a c tm e n t  o f  S B  1 1 2  w i t h  th e s e  m o d i f i c a t i o n s  c o u l d  h e lp  c o n t i n u e  th e  f l e d g l i n g  

" s e c o n d  w a v e "  o f  e x p l o r a t i o n  in  C o o k  I n l e t .  It is m y  s i n c e r e  h o p e  t h a t ,  b y  th e  

u p c o m i n g  n e w  m i l l e n n i u m  " 5 0 0 0  b b l s ”  w i l l  b e  a n  i n s i g n i f i c a n t  n u m b e r  in  C o o k  

I n l e t  B a s i n  r a t h e r  th a t  th e  d a i l y  p r o d u c t i o n  o f  th e  s e c o n d  b i g g e s t  p r o d u c e r  

( w h o m e v e r  th a t  m ig h t  b e  b y  th a t  t im e ) .
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T h a n k  y o u  f o r  i n v i t i n g  m e  t o d a y .  I ’ l l  t r y  to  a n s w e r  a n y  q u e s t i o n s  y o u  m a y  h a v e .

S T E W A R T  P E T R O L E U M  C O M P A N Y

6



SENATE BILL NO. 112

NINETEENTH LEGISLATURE - FIRST SESSION
BY THE SENATE RESOURCES COMMITTEE
Introduced: 3/7/95 
Referred: RES. FIN

A BILL
FOR AN ACT ENTITLED

'An Act establishing a discovery royalty for the lessees of state land located in Cook 
Inlet Basin, Alaska's oldest petroleum producing province, who drill exploratory wells 
and make the first discovery of oil and/or gas in commercial quantities.”
BE rr ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
•Section 1. AS 38.05.180 is amended by addition of a new section (cc) to read:
(cc) The holder of a lease who drills and makes the first discovery of oil and/or gas 
in commercial quantities in a geologic structure shall pay a royalty on all production 
under the lease of five percent for the first 10 years following the date of discovery 
and thereafter the royalty shall be payable as originally provided in such lease at date 
of issue; provided, however, that such lease shall not upon expiration of said 10 year 
period be disqualified from benefit under other available royalty reduction or incentive 
programs, if any, for which it may qualify.
The provisions of this section shall apply only to discoveries made after January 1, 
1991 within the Cook Inlet sedimentary basin, effective upon date of discovery. Any 
previous royalty payments paid subsequent to such discovery date which are in 
excess or the five percent royalty provided hereunder, shall constitute a credit against 
future royalty payments under this section.

IN THE LEGISLATURE OF THE STATE OF ALASKA

SB0112A SB 112



n * l  s p o n s o r :  The R u l e s  C omm it t ee
^ q u e s t  o f  t h e  G o v e r n o r

THE s e n a t e  b y  t h e  com m erce  c o m m i t t e e

CS FOR SENATE D IL L  NO. 81 
IN THE LEGISLATURE OF THE STATE OF ALASKA 

S IXTH LEGISLATURE -  P IRST  SESSION 
f  A D I L L
f o r  an Ac t  e n t i t l e d :  "An Ac t  r e l a t i n g  t o  o i l  and gao l c a c c a ;  and p r o v i d i n g4

f o r  an  e f f e c t i v e  d a t e . "
BE I T  ENACTED BY THE LEGISLATURE OP THE STATE OP ALASKA:

• S e c t i o n  1 .  AS 3 8 . 0 5 . 1 8 0 ( a )  l a  amended t o  r e a d :
( a )  A l l  t i d e  and  subme rged  l a n d s ,  r . c n t a l  h e a l t h  l a n d s ,  s c h o o l  

l a n d s ,  and u n i v e r s i t y  l a n d s  s h a l l  be l e a s e d  by c o m p e t i t i v e  b i d d i n g ,  
and w h e n e v e r  o i l  o r  gas l a  d i s c o v e r e d  I n  c o m m e r c i a l  q u a n t i t i e s ,  t h e
c o m m i s s i o n e r  s h a l l  d e t e r m i n e  t h e  e x t e n t  o f  t h e  a r e a  o f  l a n d s  i n  a d d l t l o r
t o  t i d e ,  s u bm e rg e d ,  m e n t a l  h e a l t h  l a n d s ,  s c h o o l ,  o r  u n i v e r s i t y  l a n a a  
I n  t h e  same g e n e r a l  a r e a  o f  t h e  d i s c o v e r y  w e l l  w h i c h ,  by  r e a s o n  o f  
t h o  d i s c o v e r y ,  t h e  c o m m i s s i o n e r  r e a s o n a b l y  b e l i e v e s  t o  be c a p a b l e  
o f  p r o d u c i n g  o i l  o r  g a s ,  and  t h e  a d d i t i o n a l  l a n d s  s h a l l  be l e a s e d  t o  
t h o  h i g h e s t  r e s p o n s i b l e  q u a l i f i e d  b i d d e r  by c o m p e t i t i v e  b i d d i n g  u n d e r  
g e n e r a l  r e g u l a t i o n s ,  I n  u n i t s  o f  n o t  e x c e e d i n g  2 , 5 ^ 0  a c r e s  ( e x c e p t  
t h a t  t i d e  and submerged  l a n d s  s h a l l  be l e a s e d  I n  u n i t s  o f  n o t  e x c e e d i n g  
5 , 7 6 0  a c r e s ) ,  w h ich  s h a l l  be as  n e a r l y  compac t  i n  f o rm  a s  p o s s i b l e ,  
u p on  th e  p a ymen t  by t h e  l e s s e e  o f  s u ch  bonus  an may be a c c e p t e d  by 
t h e  c o m n l s s l o n i r  and o f  s u c h  r o y a l t y  as r a y  be f i x e d  I n  t h e  l e a s e  
w h ic h  s h a l l  n o t  be l e s s  t h a n  12  1 / 2  p e r  c e n t  I n  amount o r  v a l u e  o f  
t h e  p r o d u c t i o n  r em oved  o r  s o l d  f r c m  th e  l e a s o .  [HOVP.VER, THE HOLDER 
OP A LEASE VHO DRILLS AND MAKES THE P IRST  DISCOVERY OP O I L  OR GAS I I I  
COMMERCIAL QUANTITIES IN A OEOLOOXC STRUCTURE SHALL PAY A ROYALTY OH 
ALL PRODUCTION UNDER THE. LEASE OP PXVE PER CENT FOR 10  YEARS FOLLOWING 
THE DATE CF DISCOVERY AND THEREAFTER THE ROYALTY RATE SMALL RE NOT

- 1 -  C 35R  81  an  H
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LESS THAN 12 1 / 2  PER CENT, PROVIDED, HOWEVER, THAT THE ROYALTY RATE • 
POR THE F I R S T  DISCOVERY IN ANY UNPROVEN AREA OP THE COOK INLET  SED I
MENTARY BASIN SHALL HOT EE LESS THAN 12 1 / 2  PER CENT UNLESS THE COM-•.!
MIS3 IONEK SPEC IF ICALLY  PROVIDES THAT SUCH ROYALTY SHALL EE LESS AT 
T IKE  SUCH LANDS ARE OFPERED FOR LEASE AND IN  NO EVENT SHALL SUCH 
ROYALTY DE LESS THAN F IVE PER CENT . ]  A l l  l a n d s  o t h e r  t h a n  t h 0 3 e  above 
p r o v i d e d  t o  be  l e a s e d  by c o m p e t i t i v e  b i d d i n g  may be l e a s e d  c o m p e t i t i v e  
o r  n o n c o m p e t i t l v e l y  a s  d e t e rm i n e d  by t h e  c o m m i s s i o n e r  t o  be i n  t h e  bea 
i n t e r e s t s  o f  t h e  s t a t e .  N o n c o m p e t i t i v e  l e n s e s  s h a l l  be i s s u e d  i n  u n i t
o f  n o t  e x c e e d i n g  2 , 5 6 0  a c r e s  i n  any one l e a s e .  N o n c o m p e t l t i v o  l e a s e s  *tF
s h a l l  bo c o n d i t i o n e d  upon  t h e  paymen t  by t h e  l e s s e e  o f  a r o y a l t y  o f  t 

12 1 / 2  p o r  c e n t  I n  amount o r  v a l u e  o f  t h e  p r o d u c t i o n  r o n o v e d  o r  s o l d  V
I

f r o m  t h e  l e a s e .  [HOWEVER, THE HOLDER OP A LEASE WHO DR ILLS  AND MAKES 
THE P IRST  DISCOVERY OP O IL  OR OAS IN COMMERCIAL QUANTITIES IN  A OEOLOO 
IC  STRUCTURE SHALL FAY A ROYALTY ON ALL PRODUCTION UNDER THE LEASE OP •'

l

F IVE  PER CENT POR 10  YEAR3 POLLOVINO THE DATE OP DISCOVERY AND THERE­
AFTER THE ROYALTY RATE I S  12  1 / 2  PER CENT . ]  C o m p e t i t i v e  l e a s e s  I s s u e d  
u n d o r  t h i s  s u b s o c t l o n  s h a l l  be f o r  10 y e a r s  e x c e p t  t h a t  j r .  t h e  C ook  
I n l e t  s e d i m e n t a r y  b a s i n ,  l e a s e s  s h a l l  be f o r  a p r im a r y  t e rm  o f  n o t  more
t h » n  10 y e a r s  and n o t  l e s s  t h a n  f i v e  y e a r s  a t  t h e  d i s c r e t i on  o f  t h e  j  
c o m m i s s i o n e r . and  s h a l l  c o n t i n u e  s o  l o n g  t h e r e a f t e r  as  o i l  o r  g a s  I s  * 
p r o d u c e d  I n  p a y i n g  q u a n t i t i e s .  N o n c o m p o t l t l v o  l e a s e s  I s s u e d  u n d e r  t h ' s  
e u b e e c t l o n  a h a l l  be f o r  a p r im a r y  t e r n  o f  f i v e  y e a r o  and s h a l l  con t inue^

I
s o  l o n g  t h e r e a f t e r  as  o i l  o r  gas I s  p r o d u c e d  I n  p a y i n g  q u a n t i t i e s .  I f  I
d r i l l i n g  h a s  c o nn o n c e d  o n  th a  e x p i r a t i o n  d a t e  o f  t h e  p r im a r y  t e rm  o f
t h e  l e a s e  and  I s  c o n t i n u e d  w i t h  r e a s o n a b l e  d i l i g e n c e ,  s u ch  o p e r a t i o n s
t o  i n c l u d e  r o d r l l l l n g ,  s i d e t r a c k i n g  o r  o t h e r  means n e c e s s a r y  t o  r e a c h
t h e  o r i g i n a l l y  p r o p o s e d  b o t t o e  h o l e  l o c a t i o n ,  t h e  l o a s o  s h a l l  c o n t i n u e
I n  e f f e c t  u n t i l  9 0  d a y s  a f t e r  d r i l l i n g  has  c e a s e d  and f o r  s o  l o n g  

CSSB 8 1  am M . . j .



t h e r e a f t e r  an o i l  o r  gan  i s  p r o d u c e d  i n  p a y i n g  q u a n t l t l e f l .  I f  a l l  o r  
p a r t  o f  t h o  l a n d s  c o v e r e d  by  th e  l e a s e  a r e  l a n d s  t h a t  h a v e  b e e n  s e ­
l e c t e d  by  t h o  s t a t e  u n d e r  l aw s  o f  t h e  U n i t e d  S t a t e n  g r a n t i n g  l a n d s  t o  
t h e  s t a t e  and  a  p a t e n t  has  n o t  been  l c a u c d  t h e r e o n ,  a  c o n d i t i o n a l  l e a s e  
may be i s s u e d .  H ow e v e r ,  no t e rm  e x t e n s i o n  may be  g r a j i t e d  f o r  t h e  
p e r i o d  d u r i n g  w h ic h  t h e  l e a a e  was c o n d i t i o n a l . [CONDITIONAL LEASE WAS 
ISSUED THEREON j  THE TERM OP THE LEASE SHALL BE EXTENDED FOR A PERIOD 
EQUAL TO THE PERIOD DURING WHICH THE LEASE WAS CONDITIONAL)

* S e c .  2 .  T h in  A c t  t a k e a  e f f e c t  on  t h e  da y  a f t e r  i t s  p a s s a g e  a n d  a p p r o v a  
o n  t h o  d a y  i t  becomes  l aw  w i t h o u t  a p p r o v a l .

-3- CSSD 81 am K
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Chapter No. 

45

AN ACT

Relating to oil and gaa lfnta;  and providing for an effective 
date.

K IT INACTED IT THE UGttlATUtl Of THE JTATl OF ALASKA.

* Section 1. AS 38.05*l60(a) ts arcnded to read;
(a) All tide and iu>:»erged landn, rental health 

land*, achool land*, and university landa ahall be leased by eorpetltlve bidding, and whenever oil or gas 1* dlt- 
covered In coreverclal quantities, the cormlaaloner ahall 
detcrrloe the extent of the area of lands In addition to 
tide, submerged, rental health landa, achool, or unlveralty landa In the aarw general area of the discovery well which, 
by reaaor. of the discovery, the ccnrleilonrr reasonably 
believes to be capable Of producing oil or gas, and the 
additional land* ahall be leaned to the hlgheat responsible 
qualified bidder by eorpetltlve bidding under general regu­
lations, In units of not exceeding 7,560 acres (except 
that tide and submerged lands shall be leased In units of 
not exceeding 5,760 acres), which shall be as nesrly co*i* pact In form as poaalble, upon the payment by the lessee 
of such bonus as nay be accepted by the eoemlsalonrr and 
of such royalty as ray be fixed In the lease which shall 
not be lets than 12 1/2 per cent In arount or value of the 
production re roved or sold fror the lease. All landa other 
than those above provided to be leased by eorpetltlve 
bidding ray be leased .-orpetltlvrly or noneoapetltlvejy as 
deterailned by the commissioner to be In the best Interests 
of the state. Honcorpetltlve leases shall be Issued In 
units of not exceeding 7,560 acres In any one Iran*. Iln«t- 
eorpetltlve leases shall be ewtdlllonrd upon the psynent 
by the lessee of a royalty of 1? 1/7 per cent in anount or 
value or the production rerovtd or sold free the lease. 
Competitive leases Issued under this subjection ahall be 
for 10 years except that In th* Cook Inlet lvdlrentary



Chapter 65

basin, leases shall bo for 4 primary tern of not more 
than 10 years and not less than five years at the dis­
cretion of the comlseloncr, and shall continue so Ion* 
thereafter as oil or gas Is produced In paying quantities. 
Noncompetitive leases Issued under this subsection shall 
be for a primary tern of five years and shall continue 
so long thereafter as oil or gas Is produced In paying 
quantities. If drilling has commenced on the expiration 
date of the primary term of the lease and lc continued 
with reasonable diligence, such operations to Include 
redrllllng, sidetracking or other means necessary to 
reach the originally proposed bottom hole location, the 
lease shall continue In effect until 90 days after drill­
ing has ceased and for so long thereafter as oil or gss 
Is produced In paying quantities. If all or part of the 
lands covered by the lease are landa that have been se­
lected by the state under laws of the United States 
granting lands to the state and a patent has not beun 
Issued thereon, a conditional lease my be Issued. How­
ever, no tern extension nay be granted for the period 
during which the lcioe was conditional.

• Sec. 2. Tills Act takes effect on the day after Its pas­
sage and approval or on the day It becomes law without approval.

\* i »ei' il (* . 1 'V. i . i t  . Il- » *•, i" l ' l
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Chapter No. 
66

an a a
delating lo : sir of timber and mater.’- Is.

K IT INACTTO BY THt UCtSlATUK Of IHt STATf OF ALASKA:
• Section 1. AS 38.05.115 lc amended to read:

Sec. 38.05.115. limitation: and conditions op SAW..
(a) The commissioner, upon rscormendstlon of the director, 
shall determine the tlnber and other materials to be sold, 
and the limitations, conditions ind terms of sale. The 
limitations, conditions and tens: shall Include the utili­
sation, development and malntensr.ee of the sustained yield 
principle, subject tc preference among other beneficial 
use*. The director nay negotiate sales of tlnber or 
materials without advrrtlscnent and on the limitations, 
conditions, and terms which he considers are in the best 
Interests of the state, subject to the approval of the 
commissioner. However, not more than 500 n.B.H. of timber 
or nore than $2,500 of materials may be oold by nonadver­
tised, negotiated sale to the ssre purchaser within a one- 
year period.

(b) Negotiated sales for tlnber or materials not 
exceeding a value of 1250 are exempt fron the provisions 
of AS 3*.15.150.

Approved by governor; May 5. 1969 
Actual effective date: August 3, 1969



i».« : r
3 A *

IN'DlX I I 
- 1

*31a•J r |  - So 5
% •s I |  * ,  j i f -

!Ce Author and

= i
l !  i

-  i
k !

y

5•J

1i
?$

s
1
“~i
4

*! " 
•
C -Ifi

0‘J
1
o

>•
S 'J

c.

•j•j
aE0O

0
c•r

•)V1
P

I  0
l i
no o

i i
? 1 5 •
i  1•>

. m
! “ 1

73. Engstror:: Relating to national forest 
incore. 25 I

10-
303 319 320 329 596

625
720 345 582 614 614 614

695
32 ,a

74. Engstror.: Relating to foreign fish pro­
cessing vessels.

25 !
|
USL 332 !

I
74. Substitute: Resources Committee: Same 

title. * 532 532542
562

i!
1

75. Beglch: Relating to relocation assist­
ance and authorising payments to persons 
displaced by certain highway activities; 
effective date.

2 5 1

25 1

c.26uui 1
It1

76. Thomas: Relating to Judgments and 
orders of Juvenile courts. i

176668
724 724 742 841 076

908
1ij

i

77. B. Phillips, Ziegler: Establishing the 
voting age at 18 years; effective date.

26 6-1* 679
681

681 689 541 790 iI
!

j 1
78. Josephson, Rader: Relating to state 

legal holidays.
26 1

1
| 1 ! 1 i

79. Josephson: Relating to oil and gas 
lease provisions requiring reports of 
labor conditions.

26 I

1
687
70S

I
i1
1

30. a. Phillips: Relating to the state
9 ru*eun.

Rules Coec'lttee by Request of the Gcv- 
crnor: Relating to oil and gas leases;
effective date.

81. jSubscltulc: Commerce Committee: Sere
-̂ / t l t l e .

12.

>3.

15.

35.

He.

Rules Committee by Request of the Ccv- 
crncr: Providing for a gubernatorial
successor In the event that both th 
Covemor and Secretary of State are 
temporarily absent froa the office.
Blodgett: Relating to department of
fish and game erployecs as guides.
Blodgett: Requiring nonresident bigga-e hunters to be accompanied by a guli
Merdes; Relating to the compilation of 
Jury llata.
Substitute: Judiciary Committee: Sane
title.
Substitute: Free Conference Coaolttee:
Sare title.
ieglch: Relating to the rlghta ofInitiative, referendum and recall re­
served to the people of the organised 
borough.
teglch: Amending the Teachers' Retire­
ment Systca; effective date.

2 9 1 207 219 j 219 230 j1 »>| 442

29 139
304

320 1

11 320 321 1 329 764
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851
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30 -58668
724 725 742

30
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313

573717
794
909
942
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820
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686746
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34 B

821
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837
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795
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796

364

778
899

877 885
899

955 920

796
800
836

10
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67

70



79'i house jouhhal April 16, I'iC'j

Th<\\llou»tl wnn called to order at 11:?5 a.m.
(.’"lilt Mr.U’lnk \tthdrcw Pin objection. There being no further J32 ohjmt Ion ,1 amendment llo. 3 was adopted, am X I

nmenXrent lo. 0 by Melrne:
K"P.e 11 Strike "period" and add "provided the 

nppllcnnt r.hall have compiled with AS 00 .80 .110 (5 )"
Mrs. Helrnc moved and asked unanimous concent that amendment. 
Ho. <1 be adopted. Hr. fluoss objected. Hr. Guess withdrew 
bln objection. Hr. Sweet objected. Mr. ."wcet withdrew his 
objeellon. There being no further objection, amendment IIo.9 was ndopteil.
Mrn. Peirne moved and asked unanimous conr.ent that COMMITTEE 
SUBSTITUTE POP HOUSE IIILL HO. 33? amended be considered en­
grossed, advanced to third reading and placed on final pas­sage. There being, no objection, It was so ordered.
COMMITTEE SUBSTITUTE FOR HOUSE HILL HO. 33? amended was rend the third time.

The quemIon being: "Shall COMMITTEE SUBSTITUTE. FOR HOUSE
HILL HO. 33? amended pass the House?" The roll was called with the following result:

Yens •

Hays:

- Anderson, Canfield, Helrne, Itonrdman, 
Por-r, Hrndner, Bronson, Cornelius, 
CroTt, Deveau, KHanon. (luess, Harris, Haugen, Hensley, lllllstrnnd, llohmnn, 
Holm, Jackson, Koy, McGill, McVeigh, 
Miller, Orbeck, Paukan, Reeve*, Rcttlg, 
Enckett, Schw.arm, Sweet, Til lion, Young.,

- Pink, Kerttuln, Metcalf, Hay, Sassara.
Excused: 3 - Chance, Mosen, Terntrovlch.

And to,' COMMITTEE SUBSTITUTE FOH HOUSE DILI. HO. 33? amended
passed the House and was referred to the Chief Clerk for en­grossment .
Mr. Guess moved and asked unanimous consent ttiat the House revert to Heporln of Standing Committees. There being no objection, the Houre reverted to

MKrnhrs stahL'Ihg committh,:
CSSll The Plnance Committee has had COMMITTEE SUR'TITUTE TOR SEll- 
81 ATE DILL HO. Pi (relating to oil and gas leases) under con­

sideration and a majority of the members of the committee
recommends It do pass with the following amendment:
amendment Ho. 1 by the Finance Committee:

Puge J, lines 1 through 4: protore deleted material cn
lines 1 through A endingwith the word AMP,

Page 3, line h: Insert following material after AMD:
"patent has not been issued thereon, 
a conditional lease ray be issued.

April 16, I960 hou.;l j.'Uiti.'AL

However, no term extension may be CSSP
granted for the period during which Cl
the lease was conditional."

The report was signed by Mr. Hay, Chairman, and concurred 
In by Ray, Crort, Drndner, Sackett, Haugen and Dorer.
COMMITTEE SUBSTITUTE FOH SEtlATF. DILL HO. 01 was referred 
to the Pules Committee for placement on the calendar.

COHSIPERAT10H OP DAILY CALENDAR (continued)
SECOND HEADING OF SENATE HILLS

COMMITTEE SUBSTITUTE FOR SENATE DILL HO. 191 (relating to USED
property exempt from execution) was read the second time 191
with the Judiciary Committee report (pages 718 - 719 of the 
Journal).
amendment Ho. 1 by the Judiciary Committee:

Page 1, lines 10, 17 and 18: Delete "n nlng.le person"and insert In Its place 
"he Is not the head of a 
family."

Mr. Cornelius moved and asked unanimous consent that oncr.d- 'ICED 
nent Ho. 1 be adopted. There being no objection, omendeent 191
Ho. 1 won adopted. amII
Mr. Cornelius moved and asked unanimous consent that CP“’'17- 
TEK SUBSTITUTE FOH SENATE DILL 110. 191 nrended by the HouK be considered engrosncd, advanced to third rending ar.d plac-d 
on final passage. There being no objection, It was so or­
dered .
COMMITTEE SUBSTITUTE POP HOUSE DILL HO. 191 amended by the 
House was rend the third time.
The question being: "Shall COMMITTEE SUBSTITUTE E0H HOUSE
DILL HO. 191 amended by the House pans the House?" The roll 
was called with the following resolt:

Yens: ?9 - Anderson, Danfleld, Delrne, Ronrdman,Bronson, Cornelius, Croft, Deveau, Fine, 
Ouess, Haugen, Hensley, Lohman, Hole, 
Jackson, Kay, Kertlula, Metcalf, Miller, 
Moses, Orbeck, raukan. Peeves, Hcttlr, 
.Tackett, Sasssrs, Sehwnrm, Sweet, Young.

Nays: 6 - Borer, Dradner, Ellason, Harris,
lllllstrand, Tlillon.

Excused: 5 - Chance, McGill, McVeigh, Perntrovlch,
Hay.

Mr. Ellason changed hla vote from yea to nay.
And eo. COMMITTEE SUBSTITUTE FOR SENATE DILL HO. 191 ar-nded 
by the House passed th* House arid was referred to the Chief 
Clerk for engrossment.

SENATE BILL 110. 86 (relating to the rights or Initiative, 30
referendum and recall reserved to the people of the 06



April 17, l'H.9

III* And so, HOUSE HIM. HO. I'll panned the llourc.
3'il Mr. Day moved nnd naked unanimous consent th.it the oil call 

on the passage of HOUSE DILI. HO. 3ft 1 br considered the roll 
call on the effective date clause. There being ho objection, 
It was so ordered.
I loll "I" 111 1,1. HO. 3'll Mbs referred to the Chief Clerk for en­grossment .

Ill* MOUSE HIM, HO. «*73 (relating to the cxnmlnnt Ion for communl- 
.vn  cable diseases of persons In custody) was read the second

time with the Health, Welfare nnd Education Committee report 
(pope 33} of the Journal) nnd the Judiciary Committee report 
(paper 7'*') - 7 ft A of the Journal).

C.MIB Mr. Cornollun moved and asked unanimous consent that C0MM17- 
’7J TEK r.Oll.'lTITUTK Min noir.K Mil MO. ?73 bo adopted In lieu or 

HOUSE 1*11,1, HO. ?73. Mr. Guess objected. Mr. Guess withdrew 
hlr. objection. There being no further objection, COMMITTEE 
Mmr.Tlrirr- ton unusi him, HO. 273 was adopted.
Mr. Cornel lun moved nnd asked unanimous consent that COf'MlT- 
III rill*: TITH7I. Kit' HOUSE DIM. HO. ?7J he considered rn- 
rrxneed, advanced tri third readier and placed on final pas- snpe. There being no objection, it was so ordered.
COMMITTEE r.imr.TlTtrri: FOH IIOHr.r HIM. HO. ?7> war read the third time.
The question being: "Thai 1 COMMITTEE TlinrTtT*n,c i"ih HOUSE
DIM. Mil. «*7 3 | n̂ s the House’” The roll was * 5 with the
follow|nr result:

Yras- .’0 - Anderson, Danfleld, Delrne, Eoardman,
Droncon, Cornelius, i-v.ig, Fink, Guess, 
Harris, Haugen, Hill strand, Hohm.nn, 
liulm, Kay, Kerttuln, McGill, MctcoJf, 
Miller, ltor.es, Orbeck, rrrntrovieh,
Day, HettIg, rackett, Schwamei, Sweet,
Til lion, Young.

Hay- r» - borer, Dradner, Ciolt, Ellason, beeves.
I icured; (. - Chance, Hensley, in’kson, McVeigh,

rauknn, Sasonra.
»i I no, CUM’Mm.f ■UhTTITUTE MOM IIOMFK Mil m>. .’73 pasted* he liuiire and was referred to the Chief Clerk for rerro-r-
rent .

n.COlHJ WAPIHii nr rt'O.Tt HIM ’
rr;:u rOMMirTII UlU'.TITITi: FOR SEDATl. IIII.U »•■*. "I (relating to oil 
h| and pas leaser.; and provldlnr for an effective dale) was 

read the second tlr» with the fiesour>.e-. Committer report 
(pare ‘dl or the Journal) and the Elrianre ConnIIt mm refuel
t|nr-. /Ok 7ft1. nf the Journal),
amendment tin. I i f the Finance tsm»|ltee:

I are 3, lim 1 thraurh A- ivr.t..r" deleted material on
l i r e -  i thruurh *i endlnr
id»h thr  wnrd flitf.

April 17,

I'apo 3, line ft: Insert the followlnr material afl 'r
A III): "patent has not heen Issued ft I
thereon, a conditional least* may I*
Issued. However, no term extension 
may he fronted for the period during 
which the lease was conditional."

Mr. Croft moved and asked unanimous consent that nmendmerit C5SD
Ho. 1 be adopted. Hr. Kay objected. Hr. Kay withdrew hlr. 81
objection. There being no further objection, amendment Mo. am
1 was adopted. II
Mr. Croft moved and asked unanimous consent that COMMITTEE 
SUH5TITUTE FOH SEDATE DIM. HO. 81 amrndod by the House be 
considered engrossed, advanced to third rending and placed 
on final passage. Mr. Fink objected. Mr. Kink withdrew his 
Objection. Mr. McGill objected. Mr. McGill withdrew hlr. 
objection. There being no further objection. It war. so or­
dered.
COMMITTEE SUBSTITUTE FOR SENATE DIED HO. 81 amended by the 
House was read the third time.
The question belne: "Shall COMMITTEE SUBSTITUTE FOH SEDATE
BILE HO. Ol amended by the House pass the House?" The roll 
waa called with the following result:

Yeas: 3? - Anderson, Danfleld, Belrne, Doardmin,
Ilorer, Dradner, Dronaon, Cornelius,Croft, Deveau, Ellason, Kink, Ouer.c ,
Darrin, Haugen, lllllslrand, Holm, Kay, 
Kerltula, McGill, Metcalf, Mo-.m;.,
Orbeck, feratrovlch, Hay, Reeves,
Reltlg, Tackett, Schwann, Sweet,
Til lion, Yeung.

Hays: 1 - Hiller.
Excused: 7 - Chance, Hensley, llohmnn, Jackson,

McVeigh, I'aukari, Sasr.arn.
And ro, COMMITTEE SUBSTITUTE FOR SEDATE: BILL HO. an-nded 
by the House passed the House.
Mr. Guess moved and asked uriantmou* consent that tie roll 
rail on the passage of COMMITTEE SUnSTITUTF. FOH SEEATF PILL 
HO. 81 amended hy the House be considered the roll call on 
the erreetive date clause. There being no objection, It 
was ao ordered.
COMMUTE! r UD'TITHTl FOH SEDATE DILL HO. 81 amended by the 
House was referred to the Chief Clerk for engroasment.
Mr. McGill gave notice or rcconnl derat Ion oT hlr. vote on 
COMMITTEE .'Hi: TITtrri. FOH SEDATE DUE 110. 81 amended by the
HOuSe.
Mr. Cornelius rave notice or reconsideration of hlr. vote on 
COMMITTt i ruir-mim: *‘"D SEDATE DILI. HO'. D1 amended by the 
lluu.se ,

SEDATE HIM. 110. 1 I f  a-"c'Jed (relating to Ibyslcal Therapist:.; U 
and providing. Por an effective date) w.i- read th" *ecc-nd | 8S
lime with th" Health, Welfare and IducallOP Coentter report 0<-
(f irr (ft) nr tfi" Journal) and the Commerce Comlttmm report
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■laiiii.iry 3<>.

Also, If M tn Ifl'Ci'nlilc wllb tin; members of the 
II hi ii> and Semite, I would suggest I p.m., this it,imp dale, an the time for presentation or the 
bii(t|’,rl message and 1069*1970 budget npproprlntIon 
lil 11 to a Joint session of the Legislature.
I Join with ol) Alaskans In  wishing the members 
of the First Session of the Sixth State l.cgls- 
1,it lire u productive and rewarding session.
Iii.’st prmon.i 1 regards.

Sincerely yours,

n/  K eith  II. Ml I lee  
K eith  I I . HI 1 l e r

Governor"

h r  ,h g i::; fro m  t i ik  i io u s k

A message dated .liinu.tr/ 10, 19f,9 , was rend requesting 
the rVii.ile reel |i, J let session Jnnunry 30, 1969, 
at 11■ 110 a.m. tn hear the Governor's Slate or Affairs 
n«-...i|‘.o, and iii i:i' p.n. to receive the Governor's budget message,

.V in to r  II ii-.r-. nd n.e,< d and asked unanimous consent th a t  
a Iie:.:,.i|>. t .  I ran. mil t • d to  I  hr House accepting I t ie l r  
ln v tt .it  Inn. There I r in g  nn o b je c tio n , I t  was so 
• rib red.

i na'. r llimm.ind r. vr I and naked unanimous consent tnat .1 me ige te • the House asking It to Join wllti
tin . iii.il e In Inviting Congressman Howard W. Pollock
i,. addin'.:, i Jutnt -•• den of tIn- legislature February 
lu, t T i n  • • t ti.,’ nn object ton, It was so ordered.

• • •
•11,1 I- ||| Ig e ll I .  JI 1 . I perm ission to  te  excused 

f I '.i— a i l l  nt t t i  '••.'late from today u n t i l  Monday,
I. i in ii v • linn- • lag tin objection. It was so ordered.

I IPIHOS: "KMT

vh The Seer, t try t • t •• I ttial HI HATH COIICUftllHIT HK.IOI.U-
T|H9 llii, Hie di g the late P, I,. "Mob" llarl let t )
i, i I i . . n . i i i . i t ly i ng.i nsseil, Igned Iiy tne President 
nil .Viirt.nv int 11 an-ml 11 ed to I tie Mouse for tllelr 
cun 11 defat Inti,

 ....  /• mil III IP I OF ,".l IIATI IU"0l.tJT10Hr.

it ,tri) i < idli'IIMIil Hr iii II.HTIOII Im. 1 by Senator lleglch,I
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expressing concern of the I.eglalature for oound oil and 
gas conservation practices In Alaska nnd directing that a 
study be made, war. reud the first time and referred to the 
Resources Committee.

INTRODUCTION AND REFERENCE OF SENATE HII.I.N

SEDATE IlII.L NO. 80 by Senator U. rhllllpa, entitled:
"An Act relating to the state museum."

was read the first time nnd referred to the State Affairs 
Committee.

SENATE HILL NO. 81 by the Rules Committee by request of 
the Governor, entitled:

"An Act relating to oil nnd gas leases; and providing 
for an effective date.”

was read the first time nnd referred to the Resources Committee,

The Governor's transmittal letter covering SENATE DILL 
110. 81 la as follows:

"January ?9, 1969

The Honorable Jay S. Hammond 
Chairman, Senate Rules Committee 
Alaska Stale Legislature 
Juneau, Alaska 99801
Dear Mr. Chairman:
Pursuant to State l.aw and the Uniform Rules of the 
Legislature, I nm transmitting herewith a bill 
entitled 'An Act relating to oil and gas leases; 
and providing for on effective date.'
'ftilr. amendment eliminates the extension of term on 
the lease for lands on which the State has only 
tentative approval at the time of leasing. A con­
ditional lease has often been considered by most 
companies m dr!liable title and the fact of con­
ditionality In no detriment to development of the 
leases. Some leases have extended to 19 years. I 
feel that the State did not contemplate nor Intend 
for a leasee to hr entitled to hold a lease beyond 
a ten your primary tern. This bill also reverts to 
a minimum five year tern Oil and gas lrnse, at the 
discretion of the Depiirtr nt. The shorter term 
will haelm development >nd drilling activities In 
many areas and will open up more opportunities for 
smaller companies ami Independents not presently active In Aln.ka, by rousing 'he land In be released 
•it an earlier date.

? 9

sen1

Sll
Oo

Dll
U1

Sincerely y..urs.
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i'll The i no ro so lu tIo na worn re fe r re d  to  tho Rules
a i'.mmimI 11 .'!• fni- placement oil l lie ca len d ar.H'H(>

::CH The Slate Arr.ilra Committee him hn<l SENATE CONCURRENT 
I lll.:;OI,IITIOII 110. I (alinly of Alaskan natives' employment) 111'Irr eons Moral, loll and the committee recommends 

M do pass. The report wan signed by Senator EnKstrom, 
I'h.i! rm an ,  and enne i i r i 'e t l  I i i  by Senators Koslosky, Merdca, 
Inn rovloh and Itlodiiclt.
SENATE OnllCI/HliKMT RESOLUTION IK). ’/ war. referred to the 
Itnloa Conwil I Ivo foe placement on the calendar.

Senator I'lo ilp c tt moved nnd asked iinliii)nous consent 
1n.1t M s  numo he added as a sponsor on oKIIATK COlJCUflHEUT 
RESOLUTION no. '/. Tnoee lie I nr, no o b je c tio n , I t  was to  
ordered .

!'K M e  T a le  A l f i le . i  Committee hat had SENATE HILL 110. 10'j 
in', (.T a iin  of I..I. h ie t l i ’ l t )  nmler co n s id era tio n  and the

•ohwlttee ivctfmmoridn I I  do pnr.s. The rep o rt was 3 1 pin’d 
enatoe I nest rum, Chairman, and concurred In  by 

• Ti.liars Merde;., Ih itro v l e h , Koalosky and Illo d f.C lt.

i I,IIAVI*. Illl.l. 111). Mb was re fe r re d  Io  the Holes Commlllee 
for I'l-n  emeni • n the e.iliinl.u.

;h I f -  1 in - A f f i le :  Committee has had SKtlATF. HILL HO. 1J3
I j )  (lie .an  HI f l i t  3 n'onmlauloti) under con.slderatlon m il the  

ci'iri l i t r e  recnnm, 11 dr. I t  do poun. The re p o rt was signed 
ly  • n i l  nr I  iii* ' '.'us, Clin I email, and concurred In by 

in  i ln r .  I i i i ie c v i. l i ,  M-e ics aid  M o d f e t l .  Hot eoneiiriT lie, 
» r .  "II,ilne  I "  I'.rky  who 1 1 commends; " l it ,  not pas:.."

i i'IATI. H ll.l. IK 1, 1)1 w.e re fe r re d  to  the Rules Committee 
I i ' r  p I :n*enclil 1 n tli*. a l, n .l.ir ,

•: T ' -  I lie A rr.ili C-mUtee has li.vJ COMMITTEE r.UI'STITUTK
lint f ' ll'h I .'"191 Id •MI.IJITUII III). I, an (Ilatlon.il Cemetery1 l'. ; inici 1 on 1.1 in ir. Moral Ion and the conmlltee recon-
.in non I It dn pa . Tic 1*1 pnl't Mas ntpltfij ly Tclillor

' 1.- 1 1 m, 'T ia ll ' in , and 1 nin wi'ia- I In  by '111111111 hnti v lc li,
l l i i  I' . hi 'dpi 1 1 and EosIn :k y .

t l ' l l r m  IIP 11,11(1 1 , ,|i iiidl.T .IfilllT  Id.S 'll.'ilTHI II'I. I , „r., 
» i. i i f ,  111 I |. H i  Im lei Commit tee  fo r  p la c i-m iil nn tl,e  
, 1 lend 1 1 .

" ' I '  t i.. 1 .1. A ll i i i  I ’nM nlttee h i: had IIOtK.K JO IN T  III SOLUTION
I '1 h" I 1' 1 i l l  vr stamp, 11, c la ic  Son, I .  I., "lint,"

l‘ II I !• ' I I nil'll e I II  I I -  eal I ,.11 n il tin- mmiil I  te r  r«-«lm>%i-lcp.
i e I la  rin i , |  11 w.i • 11* * .■>! by ,>n  it o r Lnp .liom ,
• '  ..........  m i ,  1 In  by Senators Meriles, Puteovlcb,
> l> ky III,I I I  If  el I ,
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HOUSE JO HIT RESOI.UTIOll 110. I *< was re fe r re d  to  the Mules 
Committee Tor placement on the ca len dar.

The Stuto Aft'li 1 ra Committee has hail HOUSE CONCURRENT 
RESOLUTION HO. C (commending Senator Omening) under 
consideration and the committee recommend.' It do par.s.
The report was signed hy Senator Engstrom, Chairman, 
and concurred In hy Senators Koslosky, Merdca and 
ImtrovJeli. Hot concurring was Senator Ulodgett, who had 
1,0 recommendation.
HOUSE CONCURRENT RESOLUTION 110. C waa referred to the Rules 
Committee for placement on the calendar.

The Finance Committee ha: had SENATE HILL NO. 70 
(appropriating for Legislative Arrnlrs Agency) under 
consideration and the committee recommends It be replaced 
with COMMITTEE SUBSTITUTE FOR SENATE DILL NO. 70, with 
the same title, and that the Committee Substitute do 
iao«. The report was signed by Senator V. Phillips, 
Chairman, and concurred In by Senators Lewis, hradshaw 
and llnggland. Hot concurring was Senator Miller who had 
no recommendat1 on.
SENATE HILL 110, 70 was referred to the Rules Committee for 
placement on the calendar.

The Resources Committee has had SENATE MILL NO. 81 (oil 
and gas leases) under consideration and the committee 
recommends It do pass with the following amendment:

Page TJ, line *•: "and the area north of the crest
of the Brooks Range between the 
Arctic Ocean and the Alartka- 
Cinsda border, and all state- 
owned lands seaward of thin area."

par,- line *y: Place period after B1J \/? per cent.''
and delete reminder of sentence 
which rnds on line 9 with the 
word’,, 'Mesa than five t er cent."

1.1,*' 11 tie T: ,fter word "leases," Insert "In
the Cook Inlet Basin"

The report via olgned i.y Senator Palmer, Chairman, and 
concurred In hy ‘Senators Thoms, hutrovlrh, Kn". lusky, 
Hammond and Poland. Not concurring wan Senator 
Chi 1 l ie  -n, dm Irrl i reccuo-vid ,t lcm.
SEIIATl. Pill. NO. HI w, •I'fit-red to Iht Come roe Committee,

l l lli

IICR6

CR70

SBHI
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Denntm* IJig.stroiti moved and naked unanlmoun consent t in t  
I l if J u d i c i a r y  Committee repo rt lie adopted. There 
lie I ii|* no ob jec t Ion , the re p o rt wan adopted t l m a  
adopt Im*. the aiMMidmuL o lTerod by the J u d ic ia ry  t'om- 
r i l t le e  <|iii|'(* |l)J o f  the J o u r n a l ) .

*i lie i e lie I ni’ no further amendments, Donator Hammond 
moved and asked unanimous consent that SERIATE III 1.1.
Hd. IS, am, be considered enp.ronned, advanced to third 
reading and placed on final passage. There being no 
ol.J.cl 1 on, It wait so ordered.
ol.HATi; IUI.I. 110. 73, am, wan read the third time.
The quest Ion tic Inf. :  "Shall SENATE HILL 110. 7 3 ,  am,
(national foreaI Income) pans the Denote?" The roll 
war. taken with the following result:

Ve.ir.: 1(1 lier.lch, Ulodgett, Hutrovlch, 
Christiansen, Engs Iron, llagglnnd, 
Hammond, Josephson, "oslosky, 
Merdes, Miller, Pain r,
V. Phillips, Poland, Rader, Thomas, Ziegler and h. Phillips.

Ilayr, : 

Absent:
l l r a d s h  aw. 

L e w i s .

And so, DERATE HILL Md. 71. am, passed the Donate.
SENATE HILL HO. 7 3 ,  am, way r e f e r r e d  t o  t h e  S e c r e t a r y  
f o r  e n g r o s s m e n t .

DERATE HILL HO. Hi ( o i l  and gas lenses) was read the 
s e c o n d  time.
Deri.itar llnggland moveil and asked unanimous consent that t n r  Commerce Committee report Le adopted, thus 
adopting COMM I TTI. L DUHDTJTHTb FOR SENATE HILL HO. 81.
Senator  ...... Senator Miller withdrew his
object tun. rinre being no further objection, the Cummeroe Comrilltee report wan adopted, thus adopting 
COMMITTI I Mii’TITUTI Pull DlHATE HILL NO. Hi.
VI . er r  b o I n f  no amend-,  oil -. ,  D o n a t o r  Hammond moved and 
f . k e d  u i ia i i lnon:  cum.i  n t  t h a t  COHIimi .K S’JHDTITNTK 

Poll SENATE HIM. Tin. HI In- c o n s i d e r e d  e n g r o s s e d ,  a d v a n c e d  
t o  I t i t n l  1' i ' i l l n r .  and p ' a c e d  on  f i n a l  p a s s a g e .  Wit hout  
o b j e c t i o n ,  i t  was m. o r d e r e d .

commi tt ee  dui i sti tuti  eoii d i .iiati: h i l l  h o . Oi was r e a d
th* tilled tine.
The q u e s t i o n  b e i n g :  "Shall COMMITTEE SUBSTITUTE KOH.'I.IIAll llll.l. IR). HI (oil and gas leases) pass the in..i.7‘‘ The roll was taken with th- foil’.wing r*.ull:

1*1 H e g l c l i ,  Blodgett, Hradslisw, 
l i t i t r o v i c h ,  C h r i s t  Hire.,  n ,  
Engotrom, Maggldnd, Hammond, 
J o s e p h  .oi l ,  l i t - s l o s k y ,  Merdti, 
Miller, Palmer, V. Phillips,
I. I arid, Under, T hcr t aa ,  Ziegler .. I e. Plil I 11ns,

li

i

If
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lluyoi 0

Absent.: 1 Lewis.

Arul ao, COMMITTEE SUOSTITUTE FOH SENATE HILL NO. 81 
passed the Senate.
Senator* Hammond moved and asked unanimous consent that 
the roll call on the passage or COMMITTEE SUBSTITUTE KOfl 
SI.NATE IHLI, NO. 81 be considered Lhe roll call on the 
effective elate clause. Without objection, It was so ordered.
COMMITTEE SUBSTITUTE KOI! SENATE BILL NO. Rl was referred 
to the Secretary for engrossment.

SENATE BILL NO. 208 (search warrants) wan rend the second 
lime.
There being no amendments, Senator Hammond moved and 
asked unanimous consent that SE'ATE BILL NO. 208 be 
corsldercd engrossed, advanced to third reading and 
placed ori final passage. 'Without objection, It was so 
ordered.
SENATE DILL NO. 200 was read the third time.
Trie question bring: "Shall SENATE HILL NO. ?08 (search
warrants) pass the Senate?" The roll was taken with the 
following result:

yeas; 19 Heglch, Blodgett, Bradshaw,
Butrovich, Christiansen, Engatrom, 
Il3ggland, Hammond, Josephson, 
Kca'.osky, Merdca, Miller, Palmer,
V. Thllllps, Poland, Bader, Thomas, 
Ziegler and B. Phillips.

Hays: 0
Absent: 1 Lewis.

Aral so, SENATE HILL NO. 203 passed the Senate.
SENATE BILL NO. JoO was r>Tcrrcd to the Secretary for
engrossment.

SENATE BILL NO. 2 1 8  (alngle Judicial ballot In each SB
Judicial district) was read the second tire. 218
There being no amendments, Senator Hammond r.ovej and 
asked unat Smous consent that SENATE BILL NO. 210 be 
considered engrossed, advanced to third reading o id 
placed on final passage. Without objection, it was ao 
ordcr e d .
".I.HAT'. BILL NO. 218 wan read the third line,
ir.e question being: "Shill SENATE DILL NO. 210 (single
Judicial ballot In each Judicial district) pass ttir 
l.t nn t« 7" The roll wan taken with the following result:

SH208

CS
SB
81
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Ml A m.v.n.’ige dated Anri I I1.*, 1909, war read, staling
, r> Hi*’ lloiiar Inis panned ".1.(1 ATIv HIM. HO. ?V,, SliHATIi

jo i nr nu::ot , t)Tio: i  h o .  jo nmi  s e n a t e  c o h c h i ' i e h t
SJIt Id.SOLUTIOII HO. JU and returning some.<(•

SEDATE DIM. 110. ?T>,  SENATE JOIIIT HKSOL'JTIOH HO. ](. 
SOM a n d  SKHATK CONCURRENT IIESOEUTIO.'I HO. J0 we r e  
I ’l r e l V r r e d  t o  t h e  S e c r e t a r y  f o r  e n r o l l m e n t .

CSSII A inessage dated April 10. 1969. nan read, stating Mir
01 Hourr has passed COMMITTEE SUBSTITUTE roll "KtlATi: HIM,

HO. Hi ( r r l a t  I n r to  o i l  and g.as lenses) w ith  th"
In 11 ow I nr. amrndnient nnd returning same.

I' liV 1. I In":. I lliruur.li *i; gesture d e le ted  m a te ria l
nn 11 lira 1 through A r iid liir  with AMI),

I'niV j, | In" A: Insert the following material art*.r
A'JI): "patent linn not t.em Issued thereon,
a eon I! I Inna I Irene mav L> In nurd. How­
ever, mi term n*i i-nalon miv I," granted 
I r tin* w«r Iod lurlnr which Mi- I--r.e ian 
nuidlllon.al."

S enator H.ilivr ri'ivr.) th a t thr S e n ile  concur In  III"
•Iniiv .amendment to COMMITTEE SUBSTITUTE “I.IIAVI.
dll.I, III), HI. Sen.atoi* Lng,slrom oblietnl.
" r n i l n r  H i J t r o v l " h  moved m d  n a k ed  u n j n lm i - in  e o lh . en l  
I »i i* t h r  l l o u i "  n e a r . a r e  r r l a t l n r  l (i  W ' M T T K K  f l l i -
-.TiTim. i-'on hi iiati; him, mo. hi i.r h-ii . m
lepl r. I nt I Vr iii;- f(tr a.'tluii t.y th" Senate. Tl. tr lie «
no iili.hct Ini, It war. r. , ordered and I In' Secretary *
i/.v. I in t rnrl. •• J to reproduce the amendments fortil;. • r I but Ion to nil Senators.

• t •
C"MU A •ner.s.are date.) April 1 ) ,  1967, s la tin g  th" House h r )1 (I. passe | rhMHIITKL BIllll'tTITUTi: WJR SENATE "IM. MO. 1 J6

(Rules J ('In lir ) 'liilerrot allowed oil tudgment) with the •
Pol towing .im rilmnt ond returning SSne, was pol: -

HQirii CO'IHITTF.I ".miMTInin; W)H CV̂ ITTW: iUh.TlWn. tBCOR LI/ATE him, ho. I JO.
M.-nator H.imnii I mo v"'i m il asked unanimous eonv-nt i h i t  
I I I"  * n i t "  roncur In  the llouae nrvrvlai nt to  CO'l'MJTLL 
MIH -.rm iT i: k’O'r "EHATL I1IL1. HO. I JO C h ile s ). -n a to r  
V I ' h l l l l r r  nt l .e le d ,  and tlie i w lth J re * I l ls  ( t .o  Linn."mil or l.ngst rnn nlijeclcj.
Tie ipi"ot I . in I..' i in* * ""hall tin ".eml" sote.ur I n  th"
Him:" in r ii ln .n l tu  CO’PIITTEL Ml»*".TITHTl r 0*' "LUTt.Pill Hl’i. IJI. (Hu |e " 'in VUlC" VOte, I I,"
Senate runt iii i "d, .md the Secretary was Instructed •• 
no  l n r " i n  t h e  Mouse,

IIC.M HOUSE COH'lITfKK SUBSTITUTE F9" CO"'t|m.l S'mTITUTt 
C«"li rod Sl.ilATE im.i. iio. i jf. >r, referred to the leeretiryI JO for rnro! Inept .

• • •

April 21, 1907 SENATE JOUItluw.

A message dated April 19, 1967, wan read, stallin' the 
House has passed COMMITTEE SUBSTITUTE FOR "KHATK hi Id. 
HO. 1A, amended, (electrical safety) wlththe followlinr, 
amendment and returning same:

HOUSE COMMITTEE SUBSTITUTE »'fiR COMMITTEE SUBSTITUTE 
POR SEIIATE BIEL HO. 1A

S ena to r  Thomas moved that the Senate concur In th" llous" 
amendment.
The question being: "Shall the Senate concur I ii th"
House amendment to COMMITTEE SUBSTITUTE POR SEDATE HILL 
HO. lA, am?" On voice vote, the Senate fulled to con­
cur In the House amendments.
The Secretary was Instructed to so lnTorn th" House nnd 
request that the lloune recede from Its amendment.

• • •
A message dated April 19, 1967, was read, stating the 
House ha; passed C0"MITTLE SUBSTITUTE e0\i SEIIATE HILL 
HO. 17A (state manpower training program) with the 
followlrg amendment, and returning same:

Page ?, line 9: Change one to three
Page ?, line 10: Change one to f r -  ?
Page ?, line 11- Add s to membjer (twice in 111. i
Page ?, line I?1 Change one to .hree

Senator Hammond moved that th" Sena e concur In th" 
House amendments to COM"!TILE SUBSTITUTE FOR SEIIATE 
DILL HO. 17A.
The question being: "Shall .he lenate concur In the
House amendments to COI'IMTTKK S HiSTITUTE P0II "KIIATL 
HILL HO. 17V?" On voice vot", the Senate concurred, 
and th" Secretary was Instruct* J to so not 1 rv the How.".
COMMITTEE SUPSTlTUrr. roR SEHAT DIM, HO. 1/A, am II. 
was referred to the Secr"lrry ior enrolImrnt.

• i i
A message dated April <d, 1969, was read, stating the 
House has rassed the follow’ng rtsolutl s. and th"y 
are herewith transmitted for con„: ’ ...ttoi :

HOUSE COr.CIRREMT PESOLUTIOrl HO. 7.
house j o i h t  P iso i . in -iou h o .  7 3

HOUSE COHCUnni llT *II."OL"TIOII HO. '/j Ofwnded

P i n  i r  RKAbiim aiio p e f k p i j i c i : qr  hous e  r l s o l u t ioii  .

HOUSE COHCURREHT "KSOLVTIOII HO. •,? by *rmr3. ferltula 
and Taukan, directing th" Legislative Council to 
conduct a study on the r»lhde«r InJuatry, was read th" 
first tie- and r e f e r r e d  to the Resources C o rm i t t r« .

I'i

onI I"

CSSt!
I7A 

.,m II

hcr
•j}



SENATE JOURNAL
a i. t\ ■: i: a t  a t  k t  e g  r a i. a t  u ii p. 

s ix th  u.ci.'ii.ATHRE -  k in r.t s k s jio n

Juneau, Alaska A p r il  22, 19b9

Elghty-Slyth Day

Pursuant to adjournment the was called to order
by President Phillips at 2:
Roll call showed nil member* 1 esent.
The prayer, offered by the Cl ,/lnlo, the Reverend Ralph 
Wegener, follows:

’’Our heavenly Rather, the Author of all freedom, 
we In this hour do thank Thee for the Orest 
Land In which we live and for all Its basic free­
doms. May this freedom mean for ua that we are .1 responsible people, each having special interests, 
and yet llvlnr, In the hope that a better tomorrow 
Is actually possible. May It mean that varying 
opinions may grew and live side by side and also 
flow freely.
We ask Thy divine blessings on this Senate.
Cause the members of this body to deliberate, 
to debate, and to decide as Individualistic, 
self-reliant, property-owning citizens . . . 
who are enlightened arid aroused as thev live In 
this atmosphere of freedom to seek to solve our 
common problei • and to provide for our common 
good.
We ask this, humbly gr.sieru) for Thy many blessings 
we lo even now en.loy, In the blessed Savior's precious name. Amen.”

Tne Secretary certified as to the correctness of the 
Journal for the elehlv-f1fth legislative day In 
accordance With the ru’us. Senator Hammond raved nnd 
asked unanimous consent that the Journal be approved 
us submitted. Without objection. It w.is so ordered.

•*!'■• 'Ad! ; KPOU Till. IP'"

The message dated A p ril 19, 19(»9 r e la t in g  to  COMMITTEE CCCD
•TUll-.TlTUTi; POR r.tllATE DIM. MO. b l (page 76» Of the 81
ln u rn .il)  was read again w ith  the (louse amendments.This message had been held one legislative .lay Tor
stu d y .

Tf.nator Palmer r ved anl asked unanimous consent that 
the Criuite concur In the House amendments to COMMITTEE



SENATE JOURNAL A p r i l  «.’2 ,  1 ')(■')

C3SH SUBSTITUTE I'Oll SENATE RILL NO. fll (relating to oil 
111 and gas leases). Therr being no objection, It was 
nn M no ordered; nnd the Secretary waa Instructed to no 

Inform the House.
COMMITTEE SUBSTITUTE TOR SENATE BILL NO. 81, nm II, 
wan referred to the Secretary for enrollment.

SJR A message dated April 21, 1969, was read, stating tlie
I.'; House has passed SENATE JOINT RESOLUTION NO. ho

and SENATE BILL NO. ?J6 and returning sane.r D
?3'j SENATE JOINT RESOLUTION NO. <19 and SENATE BILL NO.

236 were referred to the Secretary for enrollment.

A message, dated April 21, 1969, was read, transmitting 
tin* enrolled copies of the following resolutions 
for the signatures of the President and Secretary:

c c: IT r- JOINT RESOLUTION NO. 5
IIOU.GE JOINT RESOLUTION NO. 6
HOUSE JOINT RESOLUTION NO. 5 '< am
nour.E JOINT RESOLUTION NO. ’Hi
UOll EJOINT RESOLUTION NO. '16
HOUSE JOINT RESOLUTION NO. 3.

The enrolled copies of the above resolutions were 
signed by tne President and Secretary and returned
to the House.

CjSU A message dated April 21, 1969, was read, slating 
-I the House has passed C0VMITTEE SUBSTITUTE POR 
(Jul. EQUATE BILL NO. .*1 (Judiciary), amended, with the 
as following amendment, and returning same:

HOUSE COMMITTEE SUBSTITUTE TOR COMMITTEE SUBSTITUTE VOH SENATE BILL NO. Jj as amended bv the iiaut'; 
the amendments follow:

Tage 1 , line ii: Insert an eg "operates”,
the word*: "or drives".

rage J, lines 16, 19 and JO: Insert
"operating or" before IV 
word "driving". B»lel»
"or In actual physical 
control of".

."enainr Thomas moved th a t the ".enaie concur I n  the 
House ame„,|r ..,l t ,  t9  COMMITTEE O'JBSTITNTE POR SENATE 
HIM. NO. JJ (.?•» I I c la r y >. On voice vo te , the Serial" 
did  nut concur In the House amendments. The 
Secretary was In s tru c ted  to  so InTor” th " llouc» 
and a-.u I t  to  recede from I t s  amendment.

April 2?, 196d
SENATE JOUWIAL

A message doted April ?1, 1969. was read, staling 
the House has passed HOUSE JOINT RESOLUTION NO. v7, 
am, and transmitting same.

FIRST READ1N0 AND REFERENCE OF HOUSE RESOLUTIONS

HOUSE JOINT RESOLUTION NO. 57, am, by Messrs. Metcair IIJR
and Hettip; requesting the construction of two additional 
sea-traln slip facilities at the Port or Seward, was 
read the first time and referred to the State Affairs

am
rnmml ) f mm

COMMUNICATIONS

"April 19, 1969

The Honorable Brad Phillips 
President of the Senate 
Alaska State Senate 
Juneau, Alaska
Dear Brad:
I wish to express my appreciation and thanks to 
you and all my friends In the Senate. I have 
spent many happy birthdays, but the Senate 
birthday party on Tuesday topped then all.
Again, many thunks to you, the other senators 
and the Senate staff menebers who made the 
celebration possible.

Sincerely,
5/ Mark Jacobs. Sr. 
Mar* Jacobs, ‘.r.

1 1 •
Senator Har.nond moved and asked unanimous consent 
that the Secretary send a message to the House 
requesting the memters to meet In Joint session with 
the Senate members at 3:09 p.m. Thursday, April 2b,
1969, to consider the confirmation of recent appointments 
ty the Governor. There being no objection, It was so 
ordered; the Secretary was Instructed to transmit the 
message.

REroRrr. of stabbing committees
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COOK INLET D ISCOVERY ROYALTY APPLICATIONS

Ninx of 
Will

Lctaoc
fprcacnl
r.imcil

i*DL
iium ba

Date of 
Ducflisrr

Fint
Affidavit or 
clum of di>
t e a rn

Ditc of 
written 
dccinon 
gr»n ting 
diacovcry
fPYlltV

Effective 
dale of the 
10-year 
di*oo>rry
tcnaltt

Commence­
ment of 
commereuJ 
CffidutUeo

Dale
12 \n %
royalty 
replaced 5% 
ditoovery 
ra rilttx iu

period
royalty
actually
reduced

FdliCrwk 
Unit No. 1

Chevron
ARCO

00590 4/10/61 12/3/63 2/18.-64 5/1/61 None No royalty 
ever pad

Never uted

Miidle 
Ground 
Shot] No. 1

AMOCO
Oeay
Phillip*

1759$ 6/10-62 11/12/62 1/15-63 6/10-62 566 6/10/72 6 yean 
1 month

Cook Inlet 
Suit No. 1

Phillip! 17589 S/21/62 11/12/62 11/24/64 9/1/62 36 9 9/72 3 yean 
6 months

Beluga 
River Unit 
No 1

Chevron
ARCO
Shell

17599 12/1/62 9/17/63 12/19/62 1/1.763 368 1/73 4 yean
10 month.!

Granite 
Point No 1 C 

2

I
k 18761 V16.-65 5/21/6$ 9/14.65 6/1/65 567 675 I  yean

1 month

T nding Bay 
N o  1A

Un>on
Marathon

18731 $-216$ 6/18.6$ 8/27.'6$ 6/1/65 1/67 6/75 8 yean 
5 monthi

Onytmg 
No I A

Union
Marathon

17594 9/29.6$ i<y2v«s 1/19712 10/1 >65 10/67 1075 1 yean 
I month

NkhoUt 
Creek S u  
No 1

Tcvaco
Superior

17598 V28.66 5.-23.66 V I 9 66 5-1/66 10-68 No
production 
i/V t 1972

About 4 
yean

APPLICATIONS DENIED

sWc/Wri! ADLNnofcl

Trading Bay No I »M H o  2 17$97

Shed J-UUW Gte*r*l Shoal 1 >7M

W  FcrtianJ t.'iM No J I *777

Ka W <  Shod No 2

Tradc-g |U* Suit fio I 3J431

:nclo»urt 2■»
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»

N O R T H  S L O P E  
D I S ' . 0 V E R Y  R O Y A L T Y  A P P L IC A T IO N S

Date o f  Status o f
L usslADJL W d L N am c  EictiLNamc AppiLcom Application Application

28303  P rudhoe B ay  State UI Prudhoe Bay A R C O  3 /12 /68  Granted

25633  U g n u t f l  Kuparuk A R C O -B P  4 /7 /6 9  Granted

34633  Sag De lta  #4 E rd icott B P  2 /14 /78  Granted

. . 3 4 6 3 5  N iakuk #5  N iakuk B P  4 /7 /85  Granted

2 8 29 7  Pt M cIn ty re  »3 Pt McIntyre A R C O  5 /12 /89  Granted

2 5 9 0 6  M»Inc Po in t G - l  Milne Po int C onoco  12/7/89 Denied

Note;

Between 1968  and 1977 nine additional notice o f  d iscovery applications were Hied, but the applicants never 
completed the full application procedure Those nine applications arc now  expired.

Enclosure 23
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( c o n ^ c o )

Tom Fdntar 
0ivi»'On W»n»o«r

Conoco Inc.
3201 C Sired 
Soil* 200
Anchorega,  AK 99503

September 7 , 1 9 8 9

a 1983Mr. James Eason
D i r e c t o r ,  D i v i s i o n  o f  O i l  and Gas 0)V
Department o f  Na tu ra l  Resources o/pr^T 0 , 1 4  ©As
P. 0 . Box 7 0 3 4  °* 's office
Anchorage, AK 9 9 5 1 0 - 7 0 3 4

Dear Mr. Eason:

Pursuant to paragraph 1 2  o f  lease ADL 2 5 9 0 6  and 1 1  AAC 8 3 . 2 1 0 ( a ) ,  Conoco Inc.  
i s  s u b m i t t in g  the a t tached Statement o f  F i r s t  D iscovery o f  O i l  and Gas in 
Commercial Q u a n t i t i e s  in  a Geologic S t ru c tu re  precedent to  f i l i n g  an a p p l i c a t i o n  
f o r  d iscove ry  r o y a l t y  f o r  ADL 2 5 9 0 6 .

As in d ic a te d  in  the a t tached Statement and E x h ib i t s ,  o i l  and gas has been 
encountered in s u f f i c i e n t  showing in w e l l  no. G- l  to  cause Conoco, a reasonable 
and prudent  o pe ra to r ,  to  conduct f u r t h e r  ope ra t ions  to  complete sa id  we l l  In the 
d is c ov e ry  zone so th a t  the w e l l  can be tes ted  f o r  p o t e n t i a l  o i l  o r  gas p roduc t ion  
in  commercial q u a n t i t i e s .

As re q u i re d  in 1 1  AAC 8 3 . 2 1 0 ( b ) ,  Conoco w i l l  undertake p roduc t ion  t e s t s  in  we l l  
no G-l  to e s t a b l i s h  t h a t  o i l  and gas has been d iscovered in  commercial 
q u a n t i t i e s .  This t e s t i n g  w i l l  take place in  the l a t t e -  h a l f  o f  September, 1 9 8 9 , 
and we w i l l  f u rn i s h  you s u f f i c i e n t  n o t i c e  and t r a n s p o r ta t i o n  ( i f  requested) f o r  
a r e p re s e n ta t i v e  o f  your  department to w i tness  the t e s t i n g .  The geo log ic  data 
re q u i re d  in  1 1  AAC 8 3 . 2 1 0 (c )  w i l l  be fu rn ishe d  in  a t im e ly  manner.

I f  you need a d d i t i o n a l  in fo rm a t io n  concern ing t h i s  Statement,  please con tac t  A1 
Hast ings a t  5 6 4 - 7 6 5 0 . Conoco r e s p e c t f u l l y  requests  t h a t  the in fo rm a t ion  
con ta ined  in  the Statement and at tached E x h ib i t s  remain c o n f i d e n t i a l  u n t i l  the

l i c a t i o n  and c e r t i f i c a t i o n  process.

AEH( jr )
F i l e  5 0 0 . 5 8 . 0 8

E n c lo s u re  2 6



( c o n  r e d )

Conoco Inc.
Su i t *  2 0 0  
3 2 0 1  C S t r . i t  
A n c h o n g i .  AK 9 9 5 0 3  
1907 )  5 6 4 - 7 6 0 0

December 7 , 1 9 8 9 R E C Li

Hr.  James Eason
D i r e c t o r ,  D iv i s i o n  o f  O i l  and Gas 
Department o f  Na tu ra l  Resources
P. 0 . Box 7 0 3 4
Anchorage, Alaska 9 9 5 1 0 - 7 0 3 4  

Dear Hr.  Eason:

Pursuant to 1 1  AAC 8 3 . 2 1 5 , Conoco I n c . ,  as Operator o f  the M i lne  Po in t  Un i t  and 
the sa le  Working I n t e r e s t  Owner o f  ADL 2 5 9 0 6 , requests d i s cove ry  w e l l  c e r t i f i c a ­
t i o n  f o r  Well No. G - l .  Conoco i s  in compliance w i th  the f i l i n g  p rov is ions  o f  
1 1  AAC 8 3 . 2 1 0 .

I t  i s  my understanding t h a t  the O iv is i o n  o f  Oi l and Gas w i l l  pub l ish  the 
a p p ro p r ia te  no t ic e  o f  t h i s  a p p l i c a t i o n  fo r  d iscovery  r o y a l t y .  I f  you need 
a d d i t i o n a l  i n fo rm a t io n  concern ing  t h i s  d iscovery  r o y a l t y  a p p l i c a t i o n ,  please 
c on tac t  me at  5 6 4 - 7 6 0 1 .

At tached to t h i s  a p p l i c a t i o n  is  a b r i e f  d iscuss ion  o f  the  P r e - D r i l l i n g  
Expec ta t ion  and the Pos t -D r i  1 1 ing V e r i f i c a t i o n  f o r  Well No. G - l .  Th is  d iscuss ion  
summarizes the o th e r  c r i t e r i a  t h a t  have been used in  the more re c e n t  d iscovery  
r o y a l t y  d e c is io n s .

Very t r u l y  yours ,

D i v i s i o n  Manager

AEH( jr )  
At tachment 
f i l e  5 0 0 . 5 8 . 0 8
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WALTER I. H ICK  EL. GOVERNOR

D E P A R T M E N T  O F  N A T U R A L R E S O U R C E S  a S a * * , ^ * .
PHONE. (977) 762.2553

01 VIS IO N  O F  O IL  A N D  G AS

CERTIFIED HAIL
RETURN RECEIPT REQUESTED

A p r i l  4, 1991

DECISION

Conoco, I n c .
S u i t e  200 
3201 C S t r e e t  
A nchorage ,  A la s k a  99503

O i l  and Gas L ease  
ADL 28297 
M i ln e  P o i n t  U n i t

MILNE POINT UNIT G-l  WELL DENIED CERTIFICATION 
A8 A DISCOVERY WELL

The D i v i s i o n  o f  O i l  and Gas ( d i v i s i o n )  h e r e b y  d e n i e s  
c e r t i f i c a t i o n  o f  t h e  Milne P o i n t  U n i t  G - l  w e l l  (G - l )  a s  a  
d i s c o v e r /  w e l l .  As d i s c u s s e d  i n  g r e a t e r  d e t a i l  b e lo w ,  t h i s  
d e n i a l  i s  b a s e d  on th e  d e t e r m i n a t i o n  t h a t  o v e rw he lm in g  
e v i d e n c e ,  i n c l u d i n g  t h a t  s u b m i t t e d  by Conoco ,  I n c .  (C o n o c o ) , 
c l e a r l y  e s t a b l i s h e s  t h a t  t h e  G - l  w e l l  f a i l s  t h e  e s s e n t i a l  
" f i r s t  d i s c o v e r y "  r e q u i r e m e n t .  The S h a l l o w  O i l  San d s  (SOS) 
and t h e  l a r g e r  s t r u c t u r e  o f  w h ic h  i t  i s  a p a r t  was c l e a r l y  
d i s c o v e r e d  by p r e v i o u s  e x p l o r a t i o n ,  and was p u b l i c l y  known.

P r e v i o u s  d i s c o v e r y  i s  e v id e n c e d  by:  (1) s e v e r a l  h u n d red
e a r l i e r  e x p l o r a t o r y ,  Kuparuk R i v e r  U n i t  a n d  M iln e  P o i n t  U n i t  
w e l l  p e n e t r a t i o n s  which  y i e l d  s u b s t a n t i a l  e l e c t r i c  l o g  a n d / o r  
c o r e  d a t a  t o  r e c o g n i z e  t h e  a c c u m u l a t i o n ,  and (2) p r e v i o u s  
s u c c e s s f u l  f low  t e s t s  o f  t h e  a c c u m u l a t i o n  from a t  l e a s t  f i v e  
o t h e r  w e l l s  i n  t h e  Milne  P o i n t  U n i t ,  and  a p i l o t  p r o j e c t  
w i t h i n  t h e  Kuparuk R i v e r  U n i t .  The d i v i s i o n ' s  e v a l u a t i o n  i s  
s u p p o r t e d  by t h e  g e o l o g i c a l ,  g e o p h y s i c a l ,  and e n g i n e e r i n g  
i n f o r m a t i o n  s u b m i t t e d  by Conoco, a s  w e l l  a s  by i n - h o u s e  d a t a .

I - n c lo s u r c  2 7
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THE HISTORICAL BACKGROUND

Tb g _ l 6g a l  b a s i s  f o r  t h e  d i s c o v e r y  r o y a l t y

The s t a t u t e  t h a t  a u t h o r i z e d  t h e  g r a n t i n g  o f  a reduced  r o y a l t y  
r a t e  f o r  a d i s c o v e r y  o f  a s e p a r a t e  g e o l o g i c  s t r u c t u r e  was t h e  
f o r c e r  AS 3 8 . 0 5 . 1 8 0 ( a ) ,  which  s t a t e d  i n  p a r t :

t h e  h o l d e r  o f  a l e a s e  who d r i l l s  and makes t h e  
f i r s t  d i s c o v e r y  o f  o i l  o r  g a s  i n  commercial  
q u a n t i t i e s  i n  a g e o l o g i c  s t r u c t u r e  s h a l l  pay a 
r o y a l t y  on a l l  p r o d u c t i o n  u n d e r  t h e  l e a s e  o f  f i v e  
p e r c e n t  f o r  t e n  y e a r s  f o l l o w i n g  t h e  d a t e  o f  
d i s c o v e r y  and t h e r e a f t e r  t h e  r o y a l t y  r a t e  o f  
t w e lv e  and one h a l f  p e r c e n t .

Al though  t h i s  p r o v i s i o n  was s u b s e q u e n t l y  r e p e a l e d ,  i t  was in  
e f f e c t  when ADL 25S06 was i s s u e d .  P a r a g r a p h  12 o f  t h e  l e a s e  
d e s c r i b e s  t h e  d i s c o v e r y  r o y a l t y  p r o v i s i o n  a s  f o l lo w s :

I f  L e s se e  s h a l l  d r i l l  on s a i d  l a n d  and make th e  
f i r s t  d i s c o v e r y  o f  o i l  o r  g a s  i n  commercia l  
q u a n t i t i e s  i n  any g e o l o g i c a l  s t r u c t u r e ,  t h e  
r o y a l t y  r a t e  u n d e r  t h i s  l e a s e  s h a l l ,  i n s t e a d  o f  
t h e  r a t e s  p r e s c r i b e d  i n  P a r a g r a p h  11, be f i v e  
p e r c e n t  f o r  a p e r i o d  o f  t e n  y e a r s  f o l l o w in g  t h e  
d a t e  o f  su ch  d i s c o v e r y ,  a n d  t h e r e a f t e r  t h e  
r o y a l t y  r a t e s  s h a l l  be t h o s e  p r e s c r i b e d  i n  
P a r a g r a p h  11. I f  t h i s  l e a s e  i s  com m it ted  t o  a 
u n i t  a g re em e n t  a p p ro v e d  o r  p r e s c r i b e d  by L esso r  
a s  p r o v id e d  i n  t h e  r e g u l a t i o n s ,  t h e  f i v e  p e r c e n t  
r o y a l t y  r a t e  s h a l l  n o t  a p p l y  t o  a l l ,  b u t  o n ly ,  
t h e  p r o d u c t i o n  a l l o c a t e d  t o  t h i s  l e a s e  under  such 
a g re e m e n t .

R e g u l a t i o n s  im p lem en t in g  t h e  d i s c o v e r y  r o y a l t y  s t a t u t e  were 
i n i t i a l l y  a d o p te d  i n  A ugus t  1963 and were  p u b l i s h e d  a t  
11 AAC 505.74  -  11 AAC 5 0 5 .7 4 8 .  They were s u b s e q u e n t l y
amended and renumbered  a s  11 AAC 8 3 .2 0 0  -  11 AAC 83 .230 .  In  
J a n u a r y  1930,  t h e s e  r e g u l a t i o n s  ware r e p e a l e d .  I n  
a d j u d i c a t i n g  t h e  Conoco r e q u e s t  f o r  d i s c o v e r y  r o y a l t y ,  t h e  
d e p a r tm e n t  h as  u sed  t h e  r e p e a l e d  r e g u l a t i o n s  a s  a r e f e r e n c e  
o n ly ,  and do es  n o t  c o n s i d e r  them t o  be  c o n t r o l l i n g .

H i a t -  B i g  t o  t Y
Humble O i l  and R e f in i n g  Company and R i c h f i a l d  O i l  C o r p o r a t i o n ,  
i n  a 50-50 p a r t n e r s h i p ,  p u r c h a s e d  O i l  and Gao Lease ADL 25906 
on December 9, 1964 a t  C o m p e t i t i v e  O i l  and Gas Lease Sa lo  13.



The l e a s e  was i s s u e d  a s  a c o n d i t i o n a l  l e a s e  e f f e c t i v e  March 
1, 1965, w i t h  a t e n - y e a r  p r im a r y  te rm  and a f i x e d  r o y a l t y  r a t e  
o f  tw e lv e  and one h a l f  p e r c e n t .  Humble l a t e r  became Exxon 
C o r p o r a t i o n  (E x x o n ) , and R i c h f i e l d  became ARCO A laska  I n c .  
(ARCO). ADL 25906 was added t o  t h e  M i ln e  P o i n t  U n i t  d u r i n g  
t h e  s e c o n d  e x p a n s io n  o f  t h e  U n i t ,  e f f e c t i v e  J u n e  1, 1983.
Conoco a c q u i r e d  E x x o n 's  i n t e r e s t  i n  t h e  l e a s e  on J u l y  28, 1987 
and ARCO's i n t e r e s t  on November 2, 1988. Conoco c u r r e n t l y  
r e t a i n s  100 p e r c e n t  work ing  i n t e r e s t  and  o w n e r sh ip  i n  ADL 
25906.

D r i l l i n g  H i s t o r y

Four  w e l l s  have t e e n  d r i l l e d  on ADL 25906.  The f i r s t  w e l l  
d r i l l e d  on t h e  l e a s e  was t h e  Milne  P o i n t  U n i t  G - l ,  which was 
spudded  on Augus t  10, 1989 and c o m p le te d  on Augus t  22, 1989. 
The w e l l  was d r i l l e d  t o  a m easured  d e p t h  o f  4745 f e e t .  The 
o p e r a t o r  lo g g e d ,  c o r e d ,  and t e s t e d  t h e  S h a l lo w  O i l  Sands 
(SOS), which  w ere ,  a s  a n t i c i p a t e d ,  p r o d u c t i v e .  S u b s e q u e n t l y , 
t h r e e  a d d i t i o n a l  d ev e lo p m e n t  w e l l s  have  b e e n  d r i l l e d  on G pad 
and f o u r  w e l l  e ac h  on H, I ,  and J  p a d s .

D i s c o v e r y  R o y a l ty  A p p l i c a t i o n  H i s t o r y

Conoco s u b m i t t e d  a S t a t e m e n t  o f  F i r s t  D i s c o v e r y  on Sep tem ber  
7 ,  1989. The s t a t e m e n t  c la im e d  t o  have  d i s c o v e r e d  o i l  i n
"Upper C r e t a c e o u s  F o rm a t io n  s a n d s t o n e s "  i n  t h e  Milne  P o i n t  
U n i t  G - l  w e l l ,  l o c a t e d  on ADL 25906, on A u gu s t  15, 1989. On 
December 7 ,  1989 Conoco t e n d e r e d  an a p p l i c a t i o n  f o r  d i s c o v e r y  
w e l l  c e r t i f i c a t i o n  f o r  t h e  G - l  w e l l  b a s e d  upon w e l l  t e s t s  
c o n d u c te d  on O c t o b e r  31, 1989. I n  t h e  d i s c u s s i o n  a t t a c h e d  t o  
and made p a r t  o f  t h e  a p p l i c a t i o n ,  Conoco c h a r a c t e r i z e d  t h e  
c l a im e d  d i s c o v e r y  i n  te rm s  o f  t h e  " S h a l lo w  O i l  S a n d s . "  On 
December 14, 1989 Conoco s u b m i t t e d  " g e o l o g i c  d a t a  t o  e s t a b l i s h  
t h e  g e o l o g i c  s t r u c t u r e  from which  t h e  G - l  w e l l  p rod u ced  o i l  
i n  c o m m erc ia l  q u a n t i t i e s . "  T h a t  document a l s o  d i r e c t e d  i t s e l f  
t o  t h e  S h a l lo w  O i l  Sands ,  and e x p r e s s l y  e q u a t e d  i n t e r v a l s  
w i t h i n  t h e  s a n d s  w i t h  what ARCO A la s k a ,  I n c .  c a l l s  t h e  "West 
Sak" and t h e  " u p p e r  Ugnu."

D i v i s i o n  s t a f f  met w i t h  Conoco r e p r e s e n t a t i v e s  on J a n u a r y  24 
and F e b r u a r y  6, 1990 t o  d i s c u s s  t h e  a p p l i c a t i o n .  On November 
1990, Conoco s u b m i t t e d  a d d i t i o n a l  g e o l o g i c a l  and  g e o p h y s i c a l  
d a t a  i n  s u p p o r t  o f  i t s  c l a i m .  On December 10, 1990, a f t e r
d i v i s i o n  t e c h n i c a l  s t a f f  d e te r m in e d  t h a t  t h e  a p p l i c a t i o n  was 
c o m p l e t e ,  tho  d i v i s i o n  p u b l i s h e d  n o t i c e  and s e p a r a t e l y  m a i lo d  
n o t i c e  o f  t h e  d i s c o v e r y  r o y a l t y  a p p l i c a t i o n  t o  known 
p o t e n t i a l l y  i n t e r e s t e d  p a r t i o s .

The d i v i s i o n  r e c e i v e d  no r e s p o n s e s  d u r i n g  th o  t h i r t y  day 
comment p o r i o d .  T h e r e f o r e ,  t h e  a p p l i c a t i o n  s t a n d s  unopposed



by any t h i r d  p a r t y .  Ho one h as  r e q u e s t e d  a p u b l i c  h e a r i n g ,  
and t h e  d i v ' j i o n  has  n o t  r e q u e s t e d  a h e a r i n g  i n  l i g h t  o f  th e  
v a s t  amoun" of  a v a i l a b l e  d a t a  and t h e  f a c t  t h a t  t h e  a p p l i c a n t  
has  had a f u l l  o p p o r t u n i t y  t o  make b o th  fo rm a l  and in fo rm a l  
p r e s e n t a t i o n s  o f  i t s  t e c h n i c a l  and l e g a l  p o s i t i o n s .

DI8CU38ION

The G - l  v a i l  d id  n o t  make a f i r s t  d i s c o v e r y .

The f a t a l  d e f i c i e n c y  o f  t h e  a p p l i c a t i o n ,  d e m o n s t r a t e d  
u n e q u i v o c a l l y  by m a t e r i a l s  s u b m i t t e d  by Conoco i t s e l f ,  i s  t h e  
a b s e n c e  o f  any " f i r s t  d i s c o v e r y . "  The l o c a t i o n  and 
d i s t r i b u t i o n  o f  t h e  SOS have  been  known f o r  a lm o s t  two 
d e c a d e s .  P u b l i s h e d  maps o f  t h e  g e o l o g i c  s t r u c t u r e  and t h e  o i l  
a c c u m u l a t i o n  f o r  t h e  SOS e x i s t e d  p r i o r  t o  t h e  d r i l l i n g  o f  t h e  
M ilne  P o i n t  G - l  w e l l .  The a p p l i c a t i o n  i t s e l f  makes c l e a r  t h a t  
t h e  o p e r a t o r  o f  t h e  G - l  w e l l  had a p r e - d r i l l i n g  e x p e c t a t i o n  
t h a t  t h e  w e l l  would i n  f a c t  p e n e t r a t e  a p r o d u c t i v e  p o o l  w i t h i n  
t h e  same g e o l o g i c  s t r u c t u r e  and  i n t e r v a l  a s  had been 
p e n e t r a t e d  by h un d red s  o f  o t h e r  w e l l s  w i t h i n  t h e  Milne  P o i n t  
and Kuparuk R iv e r  U n i t s .  I n  l i g h t  o f  t h e  amount o f  a v a i l a b l e  
i n f o r m a t i o n  p r i o r  t o  d r i l l i n g ,  i t  i s  c l e a r  t h a t  t h e  G - l  w e l l  
can  b e s t  be  d e s c r i b e d  a s  C o n o c o 's  f i r s t  p l a n n e d  p r o d u c t i o n  
w e l l  w i t h i n  t h e  SOS. Below a r e  l i s t e d  a few o f  t h e  f a c t s  
d e m o n s t r a t i n g  t h a t  t h e  s t r u c t u r e  c o n t a i n i n g  t h e  SOS was 
d i s c o v e r e d  lo n g  b e f o r e  t h e  G - l  w e l l .

O The E a s t  Uonu Ho. 1 Well

I n  1969, tw e n ty  y e a r s  b e f o r e  t h e  G - l  w e l l  was d r i l l e d ,  t h e  
E a s t  Ugnu No. 1 w e l l  d i s c o v e r e d '  two s t r u c t u r e s  c o n t a i n i n g  
h y d r o c a r b o n s :  th e  d e e p e r  Kuparuk Form at ion  (which forms th e
b a s i s  o f  p r o d u c t i o n  from b o t h  t h e  Kuparuk R‘v e r  U n i t  and th e  
i n i t i a l  p a r t i c i p a t i n g  a r e a  o f  t h e  M ilne  F o i n t  U n i t ) , and a 
s h a l l o w e r  s t r u c t u r e  (which c o n t a i n s  th e  i n t e r v a l s  Conoco 
r e f e r s  t o  a s  t h e  SOS) . The s h a l l o w e r  s t r u c t u r e  was t e s t e d  and
f low ed  heav y  o i l  a t  a r a t e  o f  20 b a r r e l s  p e r  d a y .

The E a s t  Ugnu No. 1 w e l l  i s  l o c a t e d  f o u r  and t h r e e - f o u r t h s  
m i l e s  t o  t h e  s o u th w e s t  o f  t h e  G - l  w e l l .  The g e o l o g i c  i so p a c h  
and s t r u c t u r e  maps, c r o s s  s o c t i o n s  and i n t e r p r e t e d  s e i s m ic  
d a t a  s u p p l i e d  by Conoco show t h a t  t h o  SOS, p r e s e n t  i n  boch th e

' Based upon t h i s  d i s c o v e r y  by t h e  E a s t  Ugnu No. 1 Well,  
t h e  owners o f  ADL 25633 were  g r a n t e d  d i s c o v e r y  r o y a l t y  r i g h t s  
f o r  any p r o d u c t i o n  o f  o i l  and g a s  and a s s o c i a t e d  h y d ro c a rb o n s  
a t t r i b u t e d  to  t h a t  l e a s e  from any tono o f  p r o d u c t i o n ,  
i n c l u d i n g  t h e  s h a l lo w  s a n d s ,  d u r i n g  t h e  f i r s t  t o n  y e a r s  a f t e r  
t h e  d a t e  o f  d i s c o v e r y ,  I . e . . f o r  t h e  p o r i o d  from May 1, 1969 
th r o u g h  A p r i l  30, 1979.



G - l  and E a s t  Ugnu w e l l s ,  a r e  c o n t a i n e d  w i t h i n  t h e  same 
g e o l o g i c  s t r u c t u r e .  F u r t h e r m o r e ,  t h e  sand s  p r e s e n t  w i t h i n  t h e  
S h a l lo w  San d s  I n t e r v a l  i n  b o t h  t h e  G - l  and E a s t  Ugnu No. 1 
w e l l  a r e  p a r t  o f  t h e  same r e s e r v o i r .  These san d s  a r e  p a r t  o f  
a l a r g e  L a te  C r e ta c e o u s  and P a l e o g e n e  d e l t a i c  sy s te m ,  and a r e  
i n t e r p r e t e d  a s  b e in g  d e p o s i t e d  i n  s h e l f ,  d e l t a  f r o n t ,  d e l t a  
p l a i n  and f l u v i a l  e n v i r o n m e n t s .

R e s e r v o i r s  found in  t h e s e  e n v i r o n m e n t s  t y p i c a l l y  c o n t a i n  
m u l t i p l e  s t a c k e d  and p a r t i a l l y  i s o l a t e d  s a n d s .  The i n d i v i d u a l  
san d  b o d i e s  which make up t h e  SOS c l e a r l y  d e m o n s t r a t e  t h i s  
r e s e r v o i r  h e t e r o g e n e i t y .  However,  g e o l o g i c a l ,  g e o p h y s i c a l ,  
and e n g i n e e r i n g  d a t a  i n d i c a t e  t h a t ,  d i s r e g a r d i n g  l o c a l i z e d  
r e s e r v o i r  d i s c o n t i n u i t i e s  and s m a l l  f a u l t s ,  t h e  SOS r e s e r v o i r  
i s  c o n t i n u o u s  between E a s t  Ugnu No. 1 and Milne  P o i n t  G - l .

O C o n o c o 's  d i s c o v e r /  r o y a l t y  c e r t i f i c a t i o n  a p p l i c a t i o n

On December 7, 1989, Conoco f i l e d  i t s  a p p l i c a t i o n  f o r
d i s c o v e r y  r o y a l t y  c e r t i f i c a t i o n .  A t t a c h e d  t o  and made p a r t  
o f  t h a t  a p p l i c a t i o n  was a d i s c u s s i o n  o f  p r e - d r i l l i n g  
e x p e c t a t i o n s  f o r  t h e  G - l  w e l l .  T h a t  documents a d m i t s

The r i s k  o f  g e o l o g i c  n o n s u c c e s s  f o r  t h e  s h a l lo w  
s a n d s  a t  M ilne  P o i n t  i s  s m a l l .  S u f f i c i e n t  
r e g i o n a l  d a t a  i n  e x i s t e n c e  b e f o r e  t h e  d r i l l i n g  o f  
W el l  No. G - l  m in im iz ed  t h e  r i s k  o f  n o t  f i n d i n g  
t h e  g e o l o g i c  s t r u c t u r e .

The n e x t  p a r a g r a p h  o f  t h e  docum ent  g e n e r a l l y  d i s c u s s e s  t h u  SOS 
i n  t h e  M i ln e  P o i n t  U n i t  and t h e  West Sak in  t h e  Kuparuk R i v e r  
U n i t  a s  t h e  same s t r u c t u r e ,  and e s t i m a t e s  t h a t  i n  e x c e s s  o f  
$150 m i l l i o n  had been expended  i n  d r i l l i n g ,  t e s t i n g  and p i l o t  
p r o j e c t  w ork .  The docum ent  b l u n t l y  c h a r a c t e r i z e s  th e  
d i f f i c u l t y  w i t h  e s t a b l i s h i n g  s u s t a i n e d  p r o d u c t i o n  from t h e  SOS 
p r i o r  t o  t h e  G - l  w e l l  a s  a " c o m p l e t i o n  and p r o d u c t i o n  p ro b lem ,  
and n o t  a q u e s t i o n  o f  f i n d i n g  s u f f i c i e n t  i n - p l a c e  
h y d r o c a r b o n s . H

The a t t a c h m e n t  t o  t h o  a p p l i c a t i o n  goes  on t o  s t a t e  t h a t  p r e ­
d r i l l i n g  e x p e c t a t i o n s  were c o n f i r m e d :

The p o u t  d r i l l i n g  c o n f i r m e d  t h a t  t h e  b a s i c  
g e o l o g i c  s t r u c t u r a l  d e f i n i t i o n  b o fo ro  d r i l l i n g  
commenced was c o r r e c t .  Minor  changes  ir. sand  
t h i c k n e s s  and f l u i d  c o n t e n t  s l i g h t l y  a l t e r e d  o i l  
i n  p l a c e  v a l u e s .

T h i s  p r o v e s  beyond any d o u b t  t h a t  Conoco d i d  n o t  d i s c o v o r  t h e  
s t r u c t u r e .  I t  know t o  a h i g h  d e g re e  o f  c o n f i d e n c e  and 
s p e c i f i c i t y  what  i t  would e n c o u n t e r .

5
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o lbs application for a participating area for
production from the SOS

On November 16, 1989, Conoco a p p l i e d  t o  t h e  D i v i s i o n  o f  O i l  
and Gas f o r  e s t a b l i s h m e n t  o f  a p a r t i c i p a t i n g  a r e a  w i t h i n  t h e  
Milne P o i n t  U n i t  f o r  p u rp o s e s  o f  p r o d u c t i o n  o f  h y d r o c a r b o n s  
from t h e  SOS. T h a t  a p p l i c a t i o n  s t a t e s  t h a t  "The Sh a l lo w  O i l  
Sands have been  t e s t e d  by s i x  w e l l s  w i t h i n  t h e  Milne P o i n t  
U n i t . "  The G - l  w e l l  was d r i l l e d  i n  1989.  Of t h e  o t h e r  f i v e ,  
one ,  th e  A - l  w e l l ,  was d r i l l e d  i n  1980 ,  and t h e  f o u r  o t h e r s  
were  d r i l l e d  i n  1982.

Nothing  s u g g e s t s  t h a t  t h e  SOS t e s t e d  i n  t h e  Milne  P o i n t  G - l  
w e l l  c o n t a i n s  o i l  o r  r e s e r v o i r  r o c k  o f  s i g n i f i c a n t l y  b e t t e r  
q u a l i t y  o r  q u a n t i t y  th a n  r e v e a l e d  i n  t h e  f i v e  p r e v i o u s l y  
t e s t e d  w e l l s  w i t h i n  t h e  Milne P o i n t  U n i t .  Thus ,  even w i t h o u t  
any c o n s i d e r a t i o n  o f  t h e  many w e l l s  d r i l l e d  i n t o  and t e s t i n g  
t h e  SOS in  t h e  Kuparuk R iv e r  U n i t ,  C o n o c o 's  own s u b m is s io n s  
r e v e a l  t h e  f a c t  t h a t  f i v e  p r i o r  w e l l s  w i t h i n  t h e  Milne  P o i n t  
U n i t  d r i l l e d  i n t o  and t e s t e d  t h e  SOS many y e a r s  p r i o r  t o  
Conoco 's  c la im e d  " f i r s t  d i s c o v e r y . "

O G e o lo g ic ,  . a n a l y s i s  s u b m i t t e d  on December 14. 1989 
and in  November 1990.

T h a t  t h e  SOS was d i s c o v e r e d  w e l l  b e f o r e  t h e  G - l  w e l l  i s  
f u r t h e r  p ro v e n  by C onoco 's  g e o l o g i c  i n t e r p r e t a t i o n s  s u b m i t t e d  
on December 14, 1989 an in  November 1990.  The December 14, 
1989 document,  e n t i t l e d  " G e o lo g ic  E v id e n c e  i n  S u p p o r t  o f  t h e  
D isc o v e ry  R o y a l ty  f o r  t h e  S h a l lo w  O i l  Sands"  s t a t e s :

The S h a l lo w  O i l  Sands (SOS) o f  M ilne  P o i n t  
c o m p r i s e  17 i n d i v i d u a l  b e d s  t h a t  a r e  r e a d i l y  
t r a c e d  be tween  7J2. w e l l3  i n  a n d  a ro u n d  t h e  Milne 
P o i n t  U n i t .  The ty p e  l o g  f o r  t h e  SOS a t  Milne 
P o i n t  i s  C o n o c o 's  A - l  w e l l .  . . .  A l though  t h e s e  
a an d s  were o r i g i n a l l y  found i n  1969 by th e  SOCAL 
K avearak  12-25 w e l l , t h e  n e a r b y  A - l  w e l l  was 
c h o se n  a s  t h e  ty p e  w e l l  b e c a u s e  o f  i t s  modem 
(1981) [ s i c )  w e l l  log  s u i t e .

Emphasis added .  T h is  s t a t e m e n t  a d m i t s  t h a t  t h e  SOS was 
o r i g i n a l l y  d i s c o v e r e d  i n  1969, and  t h a t  78 w a l l s  p r e d a t i n g  t h e  
G - l  had e x p l o r e d  i t  t o  th o  e x t e n t  t h a t  i t  c o u ld  be " r e a d i l y  
t r a c e d . "  In d e e d ,  F ig u re  3 t o  t h e  docum ent ,  e n t i t l e d  "SOS 
R e g io n a l  S t r u c t u r e , "  i n c l u d o s  a l a r g e  a r e a  o f  t h e  Kuparuk 
R i v e r  U n i t  w i t h i n  i t s  mapping o f  t h e  SOS, and t r a c e s  be tw een  
f o u r  w e l l s  w i t h i n  th o  Milno P o i n t  U n i t  and f i v o  w e l l s  w i t h i n  
t h o  Kuparuk R iv o r  U n i t .
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T h is  q u o t a t i o n  i s  a l s o  s i g n i f i c a n t  b e c a u s e  o f  i t s  u se  o f  t h e  
A - l  w e l l  a s  t h e  t y p e  w e l l .  A l th o u g h  w e l l  l o g s  from 1989 G- 
1 w e l l  ( t h e  c la im e d  d i s c o v e r y  w e l l )  w e re  a v a i l a b l e ,  Conoco 
chose  w e l l  l o g s  from t h e  n e a rb y  1982 A - l  w e l l  f o r  p u r p o s e s  o f  
d i s c u s s i o n  o f  t h e  g e o lo g y .

The December 14, 1989 s u b m i s s io n  a l s o  c o r r e l a t e s  t h e
n o m e n c la tu re  u se d  by Conoco in  d e s c r i b i n g  t h e  SOS w i th  t h e  
n o m en c la tu re  u se d  by ARCO i n  d e s c r i b i n g  t h e  West Sak and t h e  
u p p e r  Ugnu i n  t h e  Kuparuk R iv e r  U n i t .  See second  p a r a g r a p h  
o f  t h e  f i r s t  p a g e ,  and F i g u r e  2 .

The November 1990 su b m is s io n  a l s o  c o r r e c t l y  encompasses  t h e  
e n t i r e  SOS, i n c l u d i n g  West Sak, i n  i t s  d i s c u s s i o n  o f  t h e  
g e o lo g i c  s t r u c t u r e  f o r  which t h e  d i s c o v e r y  i s  c l a im e d .  While  
b o th  t h e  December 14, 1989 and t h e  November 1990 su b m is s io n s  
len d  s u p p o r t  t o  t h e  c o n c l u s i o n  t h a t  t h e  SOS i s  s e p a r a t e  from 
t h e  Kuparuk F o rm a t io n  and t h e  P rudhoe  Bay f i e l d ,  th ey  do n o t  
s u p p o r t  t h e  c o n c l u s i o n  t h a t  t h e  SOS i n  t h e  Milne  P o i n t  U n i t  
a r e  p a r t  o f  a g e o l o g i c  s t r u c t u r e  t h a t  i s  s e p a r a t e  from t h e  
p r e v i o u s l y  d r i l l e d  and t e s t e d  West  Sak o r  t h e  o t h e r  SOS 
i n t e r v a l s  p r e v i o u s l y  d r i l l e d  and t e s t e d  w i t h i n  t h e  Milne P o i n t  
U n i t .

O I n f o r m a t i o n  s u b m i t t e d  in  su pp.gr t  Q l  LQ.Y-3.lt.Y-
r s t i v t t i g n

In  s u p p o r t  o f  i t s  e f f o r t s  t o  o b t a i n  a  r o y a l t y  r e d u c t i o n  f o r  
p r o d u c t i o n  from th e  Milne P o i n t  U n i t  ( s e p a r a t e  from t h i s  
d i s c o v e r y  r o y a l t y  a p p l i c a t i o n ) , Conoco p r e v i o u s l y  s u b m i t t e d  
t o  th e  D i v i s i o n  a copy o f  a Conoco docum ent  e n t i t l e d  " I n i t i a l  
Development P la n  f o r  t h e  Sha l low  O i l  Sand s  in  t h e  Milne P o i n t  
U n i t . "  T h i s  document ,  p r e p a r e d  i n  1985 ( f o u r  y e a r s  b e f o r e  
t h e  G - l  w e l l  was d r i l l e d ) , d e s c r i b e d  t h e  " w e a l th  o f  
i n f o r m a t i o n "  t h a t  had been c o m p i le d  and  a n a l y z e d  a b o u t  t h e  
SOS. Page I V - 1. While  t h e  document  c o n c l u d e d  t h a t  t h e r e  was 
a need f o r  f u r t h e r  d e l i n e a t i o n ,  i t  n o n e t h e l e s s  d e s c r i b e d  t h e  
g e o lo gy ,  made e s t i m a t e s  o f  o i l  i n  p l a c e ,  and d e s c r i b e d  
p r o d u c t i o n  methods  and s c e n a r i o s .  S e e , e . g . . pag es  I I - l  and 
I I - 2 .

T e l l i n g l y ,  f o u r  y e a r s  b e f o r e  t h o  G - l  w e l l  made what Conoco 
c la im s  i s  t h e  " f i r s t  d i s c o v e r y "  o f  t h o  S h a l lo w  O i l  Sands ,  
Conoco h ad  d e v e lo p e d  a " S h a l lo w  O i l  Sands Development 
P h i l o s o p h y " :

The s h a l lo w  o i l  san d s  h a v e  a lw a y s  been  t a r g e t e d
f o r  d e v e lo p m en t  a f t o r  t h e  Kuparuk zone was f u l l y
d e v e l o p e d  and qxccss f a c i l i t y  c a p a c i t y  became
a v a i l a b l e .

Pago IV-6.
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Conoco misapprehends tiha "commerciality" issue.

I n  t h e  " P r e - d r i l l i n g  E x p e c t a t i o n  and P o s t - d r i l l i n g  
V e r i f i c a t i o n "  d i s c u s s i o n  s u b m i t t e d  w i t h  t h e  December 7, 1989 
a p p l i c a t i o n  f o r  d i s c o v e r y  r o y a l t y  c e r t i f i c a t i o n ,  Conoco 
a p p e a r s  t o  s u g g e s t  t h a t  r i s k s  r e l a t i n g  t o  " c o m p le t io n  and 
p r o d u c i n g  t e c h n i q u e s ,  and c ru d e  p r i c e  and p e r c e i v e d  p r i c e  
s t a b i l i t y "  a r e  somehow p e r t i n e n t  t o  t h e  i s s u e  o f  w h e th e r  
C o n o c o 's  G - l  w e l l  made t h e  " f i r s t  d i s c o v e r y  o f  o i l  o r  gas  in  
co m m erc ia l  q u a n t i t i e s  i n  a g e o l o g i c  s t r u c t u r e . "  I  d i s a g r e e  
f o r  t h e  f o l l o w i n g  r e a s o n s .

F i r s t ,  t h e  s t a t u t e  and l e a s e  te rm  s p e a k  in  t e r m s  o f  commercial  
q u a n t i t i e s . The b a s i c  i n f o r m a t i o n  a b o u t  t h e  q u a n t i t y  and 
q u a l i t y  o f  h y d r o c a r b o n s  was known b e f o r e  t h e  G - l  w e l l  was 
d r i l l e d .  As n o ted  a b o v e ,  t h e  w e l l  o n ly  r e s u l t e d  in  "minor"  
o r  " s l i g h t "  a d j u s t m e n t s  t o  C o n o c o 's  p r e - d r i l l i n g  e s t i m a t e s .  
I n  s h o r t ,  t h e r e  i u  n o t h i n g  a b o u t  t h e  d r i l l i n g  o f  t h e  a s s e r t e d  
d i s c o v e r y  w e l l  t h a t  c o u ld  be c h a r a c t e r i z e d  a s  a d i s c o v e r y  o f  
a h e r e t o f o r e  unknown q u a n t i t y  o f  o i l .

Second ,  Conoco a r g u e s  t h a t  no w e l l  has  b een  c e r t i f i e d  as  
c a p a b l e  o f  p r o d u c in g  i n  " p a y in g  q u a n t i t i e s "  p r i o r  t o  t h e  G- 
1 w e l l .  T h i s  a rgum ent  i s  i r r e l e v a n t .  T h e re  i s  no e v id e n c e  
t h a t  any o t h e r  p a r t y  h a s  e v e r  so u g h t  a " p a y i n g  q u a n t i t i e s "  
d e t e r m i n a t i o n  f o r  a w e l l  t a r g e t e d  f o r  t h e  SOS. Moreover,  th e  
" p a y i n g  q u a n t i t i e s "  d e t e r m i n a t i o n  i 3  made o n l y  f o r  p a r t i c u l a r  
p u r p o s e s ,  u n r e l a t e d  t o  t h e  d i s c o v e r y  r o y a l t y  i s s u e .  S e e .

Pan American P e t ro le u m  Con?, y ,  S h e l l  455 P . 2d
12, 23-24 (A lask a  1969) .

T h i r d ,  t h e  r i s k s  Conoco f a c e s  in  p u t t i n g  t h e  SOS i n t o  
p r o d u c t i o n  a r e  p r o d u c t i o n  r e l a t e d ,  n o t  d i s c o v e r y - r e l a t e d  
r i s k s .  Conoco s t r e s s e s  t h e  " c o s t s  o f  c o n t i n u e d
e x p e r i m e n t a t i o n  w i th  c o m p l e t i o n s ,  t h e  r i s k s  c o n c e r n i n g  o i l  
p r i c e s  and  t r a n s p o r t a t i o n  c o s t s . "  While  t h e s e  a r e  g e n u in e  
r i s k s ,  t h e y  a r e  n o t  d i s c o v e r y  r i s k s ,  were n o t  u n iq u e  t o  t h i s  
w e l l ,  and t h o  G - l  w e l l  d i d  n o t  r e s o l v e  t h o s e  r i s k s .  Those

Conoco e x p l i c i t l y  s t a t e s  t h a t  th o  " ( p ) r o d u c t i o n  
h i s t o r y  a l s o  v e r i f i e d  t h a t  t h e  c o m p le t io n  t e c h n i q u e  u t i l i z e d  
i n  G - l  w i l l  n o t  p r o v i d e  t h e  lo n g  te rm  c o m p l e t i o n  needed f o r  
f u l l  s c a l e  d e v e lo p m e n t .  A d d i t i o n a l  e x p e r i m e n t a t i o n  w i th  
c o m p l e t i o n s  w i l l  bo r e q u i r e d  b e f o r e  economic  d ev e lo pm en t  i s  
a r e a l i t y . "  Thus t h e  G - l  w e l l ,  b e s i d e s  n o t  b e in g  t h e  
d i s c o v e r y  w e l l  f o r  th o  SOS, d i d  n o t  r e s o l v e  a l l  p r o d u c t i o n -  
r e l a t e d  im ped im en ts  e i t h o r .  I t  i s  j u s t  a s  c l e a r  t h a t  t h e r o  
i s  no n e x u s  be tween  t h e  G - l  w e l l  and t h e  r e s o l u t i o n  o f  o t h e r  
r i s k s .  N o th in g  a b o u t  t h e  d r i l l i n g  o f  t h e  w e l l  c o u ld  p o s s i b l y  
a f f e c t  f u t u r e  t a x e s ,  o i l  p r i c e s ,  and th o  l i k e .



k i n d s  o f  r i s k s  a r e  common t o  a l l  d e v e lo pm en t  p r o j e c t s .  The 
d i s c o v e r y  r o y a l t y  was d e s i g n e d  a s  a rew ard  f o r  u n d e r t a k i n g  
d i s c o v e r y  r i s k s ,  n o t  d ev e lo p m e n t  r i s k s .  C o n o c o 's  1985 
" I n i t i a l  Development P lan  f o r  t h e  S h a l lo w  O i l  Sand3 i n  t h e  
Milne  P o i n t  U n i t"  and a t t a c h m e n t  t o  i t s  December 7, 1989
d i s c o v e r y  r o y a l t y  a p p l i c a t i o n  d e m o n s t r a t e  t h a t  t h e  dev e lo p m e n t  
d e c i s i o n  was a n a t t e r  of  t i m i n g  ( i n  r e l a t i o n s h i p  t o  t h e  
p r o d u c t i o n  from t h e  Kuparuk F o r m a t i o n ) ,  o i l  p r i c e s ,  
t r a n s p o r t a t i o n  p r i c e s ,  t a x e s ,  c o m p l e t i o n  and p r o d u c t i o n  
t e c h n i q u e s  and o t h e r  such  i s s u e s .  In  o t h e r  w o rd s ,  a c t u a l  
d e v e lo pm en t  was d e te r m i n e d  by f a c t o r s  u n r e l a t e d  t o  any 
d i sc o v e r - / ’ e f f o r t s  made by means o f  t h o  G - l  w e l l .

The . s t a t u t e  was changed  t o  o i p l l c l t l v __ Cocua on d i s c o v e r y
r a t h e r  t h a t  comm erc ia l  p ro du c t io n * .

Tho T e r r i t o r i a l  L e g i s l a t u r e  e n a c t e d  r o y a l t y  p r o v i s i o n s  i n  1955 
t h a t  p r o v i d e d  f o r  i s s u a n c e  o f  o i l  and q a s  l e a s e s

w i t h  a r o y a l t y  f i x e d  by t h e  C om m iss ioner ,  w i t h  
th o  a p p r o v a l  o f  t h e  A t t o r n e y  G e n e ra l  and t h e
Com miss ioner  o f  Mines ,  a t  no t  le33  t h a n  f i v e
p c r c g n t u a  L i i )  liifl____X i r a i  l&n___ y g a r a ___ aX ___DfiH
p r o d u c t i o n , and tw e lv e  and o n e - h a l f  po rco n tu m  
(12) )  each  y e a r  t h e r e a f t e r  . . . .

S e c . 3, c h . 189 SLA 1955. Emphasis  added .

I n  1957, th o  i n c e n t i v e  was l i m i t e d  t o  t h e  f i r s t  p r o a u c e r  in 
a new a r e a . The s t a t u t e  p r o v i d e d ,  a s  a g e n e r a l  r u l e ,  f o r  a 
f l o o r  o f  12 1 / 2 ) ,  w i t h  tho  f o l l o w i n g  p r o v i s o :

p r o v id e d  t h a t  a r o y a l t y  o f  n o t  l e s s  t h a n  f i v e
p e r c e n t u n  (51) Cor t h o  f i r s t  t e n  y e a r s  w i l l  bo 
a l l o w e d  t h e  f l r a t  p r g d u c a r  in .

A r t .  IX, s e c .  2, Ch 184 SLA 1957.

I n  1959, t h e  l e g i s l a t u r e  r e j e c t e d  t h e  o a r l i o r  i n c e n t i v e s  
t r i g g e r e d  hy commencement o f  p r o d u c t i o n ,  and r e s t r i c t e d  th e  
f i v e  p e r c e n t  r o y a l t y  t o  t h o  l o a s e  upon w h ich  a " f i r s t  
d i s c o v e r y  o f  o i l  and gas  i n  com m erc ia l  q u a n t i t i e s  in  a 
s e p a r a t e  q e o lo g x c  s t r u c t u r e "  i s  made. S e c t i o n  7,  c h .  169 SLA 
1959.  T h i s  l o a v e s  no room t o  award a d i s c o v o r y  r o y a l t y  in  
t h i s  c a s e .  The r i s k s  and c o s t s  o f  commencing p r o d u c t i o n  
(w he thor  "new p r o d u c t i o n "  g e n e r a l l y  o r  a s  t h e  " f i r s t  p r o d u c e r  
in  a  new a r e a " )  were  r e j e c t e d  by t h e  l e g i s l a t u r e  a s  a b a s i s  
f o r  a r e d u c e d  r o y a l t y .  Tho l e g i s l a t u r e  r e p l a c e d  an  i n c e n t i v e
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t i e d  t o  commencement o f  p r o d u c t i o n  w i t h  an i n c e n t i v e  t i e d  t o  
" f i r s t  d i s c o v e r y . "  The d i v i s i o n  has  no a u t h o r i t y  t o  a t t e m p t  
t o  c i r c u m v e n t  t h a t  c l e a r  i n t e n t .

CONCLUSION

The i n t e n t  o f  t h e  r e p e a l e d  s t a t u t e  was c l e a r l y  t o  p r o v i d e  an 
i n c e n t i v e  t o  d i s c o v e r  and p l a c e  on p r o d u c t i o n  new f i e l d s  in  
p r e v i o u s l y  u n t e s t e d  s t r u c t u r e s .  The s t a t u t e  f o r e m o s t  r e q u i r e d  
t h e  h o l d e r  o f  t h e  l e a s e  t o  " d r i l l  and make t h e  f i r s t  
d i s c o v e r y "  i n  a g e o l o g i c  s t r u c t u r e  (AS 3 8 .0 5 .1 8 0  r e p e a l e d ) .  
Conoco e x po sed  t h e  f a c t  t h a t  t h e  G - l  w e l l  i s  n o t  a d i s c o v e r y  
w e l l  in  t h e  a t t a c h m e n t  t o  i t 3  December 7,  1989 a p p l i c a t i o n  by 
s t a t i n g  "Tho r i s k  o f  g e o l o g i c  n o n s u c c e s s  f o r  t h e  s h a l lo w  o i l  
sands  a t  M i lne  P o i n t  i s  s m a l l . "

A c c o r d in g ly ,  t h o  Milne P o i n t  G - l  w e l l  c l e a r l y  do es  n o t  moot 
t h e  c r i t e r i a  f o r  a d i s c o v e r y  w e l l .  T h i s  w e l l  p e n e t r a t e d  t h e  
Shal low o i l  Sands  i n  a g e o l o g i c  s t r u c t u r e  t h a t  had been  
d i s c o v e r e d  and d e te r m in e d  t o  be p r o d u c t i v e  o v e r  20 y e a r s  ago .  
S ince  1969,  t h e  SOS has  fceon p e n e t r a t e d  and been  found t o  bo 
a h y d ro c a rb o n  r e s e r v o i r  by h u n d re d s  o f  w e l l s  i n  tho  same 
g e o l o g i c  s t r u c t u r e .  T h e r e f o r e ,  i t  i s  c l e a r  t h a t  t h e  Milne 
P o in t  G - l  f a i l s  t o  meet  e i t h e r  t h o  r e q u i r e m e n t s  o r  t h e  i n t e n t  
o f  t h e  r e p e a l e d  d i s c o v e r y  r o y a l t y  s t a t u t o .

frames E. Eason 
D i r e c t o r
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I  have c a r e f u l l y  rev ie w ed  th o  d e c i s i o n  ( " D e c i s i o n " )  o f  th o  D i r e c t o r  
o f  th o  D i v i s i o n  o f  O i l  and Gas d e n y in g  a  " d i s c o v e r y  r o y a l t y "  t o  
Conoco, I n c .  ("Conoco") .  The D o c is io n  c o n c l u d e s  t h a t  C o no co 's  G - l  
w e l l  i n  t h e  .Milno P o i n t  U n i t  d i d  n o t  q u a l i f y  t h e  l e a s e  f o r  an award 
o f  t h e  r ed uced  " d i s c o v e r y  r o y a l t y "  r a t e  b e c a u s e  t h o  w e l l  d i d  n o t  
make a " f i r s t  d i s c o v e r y  o f  o i l  o r  g a s  i n  c o a a e r c i a l  q u a n t i t i e s  in  
any g e o l o g i c  s t r u c t u r e . "  In  e s s e n c e ,  t h e  D e c i s i o n  c o n c l u d e s  t h a t  
b o th  t h e  e x i s t e n c e  o f  t h e  g e o l o g i c  s t r u c t u r e  ( r e f e r r e d  t o  v a r i o u s l y  
a s  t h e  " S c h r a d e r  B l u f f  Fo rm a tion"  t h e  "West  SaX, " and t h e  "Sha l low  
O i l  Sands" ("SOS")) and t h e  q u a n t i t i e s  o f  o i l  a c c u m u la te d  i n  th e  
s t r u c t u r e  wero known p r i o r  t o  t h e  d r i l l i n g  o f  t h e  w e l l .  Tho 
D e c i s io n  d e te r m in e d  t h a t  i t  was most a c c u r a t e  t c  d e s c r i b e  t h e  G - l  
Well  a s  "C o n oco 's  f i r s t  p lann o d  p r o d u c t i o n  w e l l  w i t h i n  t h e  SOS" 
( D e c i s io n  a t  4, e s p h a s i s  a d d e d ) ,  n o t  a s  a " d i s c o v e r y  w e l l . "

I  have a l s o  c a r e f u l l y  r ev iew ed  C o n o c o 's  a p p e l l a t e  b r i e f .  Conoco 
does  n o t  deny t h a t  t h e  s t r u c t u r o  had  p r e v i o u s l y  been  d i s c o v e r e d  
th r o u g h  t h o  d r i l l i n g  o f  o t h e r  w e l l s ,  and  t h a t  p r i o r  e x p l o r a t i o n  had 
y i o l d e d  c o n f i r m a t i o n  t h a t  th e  s t r u c t u r o  c o n t a i n e d  a l a r g e  
a c c u m u la t io n  o f  o i l .  B r i e f  o f  A p p o l l a n t  ( " B r . " )  a t  1 -2 ,  and 3 a t  
n . l .  S a t  a l s o  A f f i d a v i t  o f  Alan H a s t i n g s ,  p a r a g r a p h  10 ( " H a s t in g s  
A f f . " ) ,  where i t  a d m i t t e d  t h a t  i n  1905, f o u r  y e a r s  b e f o r e  t h e  G-l  
Well  wee d r i l l e d ,  a s t u d y  by t h e  M ilne  P o i n t  U n i t  had e s t i m a t e d  
t h a t  t h e r e  were " o v e r  366 m i l l i o n  b a r r e l s  o f  o i l  i n  p l a c e "  on th e  
l e a s e  a t  i s s u e  a l o n e .  In  l i g h t  o f  t h i s  a d m i s s i o n  t h a t  t h e  G - l  Well 
b ro k e  no new e x p l o r a t i o n  g rou n d ,  i t  i s  n o t  s u r p r i s i n g  t h a t  Conoco 
t r i e s  t o  d i m i n i s h  t h e  s i g n i f i c a n c e  and common s e n s e  meaning o f  the  
" d i s c o v e r y "  r e q u i r e m e n t .  Thus,  Conoco a r g u e s  t h a t  t h e  key 
r a q u i r e s e n t  i s  n o t  a d i s c o v e r y  a t  a l l ,  b u t  r a t h e r  t h e  mere d r i l l i n g  
o f  t h e  f i r s t  w e l l  t h a t  e s t a b l i s h e s  "com m erc ia l  q u a n t i t i e s . "  The 
term "commercia l  q u a n t i t i e s "  i s ,  i n  t u r n ,  e q u a t e d  w i th  a c t u a l
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" c o m m e r c ia l i ty "  (Br .  a t  4, 1 .1 )  and " c a p a b i l i t y  o f  commercial
p r o d u c t i o n " (Br.  a t  2, 1 1 .1 4 -1 5 ,  em phas is  a d d e d ) .

My rev iew  o f  t h e  r e c o r d  o f  t h i s  a p p e a l ,  and  a common sense  
a p p l i c a t i o n  o f  fo rm er  AS 3 8 .0 5 .1 8 0 ( a )  and t h e  l e a s e  t o  t h e  f a c t s ,  
compel me t o  a f f i r m  t h e  D e c i s io n  o f  t h e  D i r e c t o r .

The fo rm er  s t a t u t e  and r e g u l a t i o n s  i n t e n d e d  t o  e n co u rag e  the  
d i a a o v e r y  o f  new o i l  b e a r i n g  s t r u c t u r e s  and o n c e  a new d i s c o v e r y  i s  
made, t o  e n c o u r a g e  r a p i d  deve lopm ent  o f  and  p r o d u c t i o n  from the  
s t r u c t u r e .

The p l a i n  l a n g u a g e  o f  AS 3 8 .0 5 .1 8 0 ( a )  shows t h a t  t h e  l e g i s l a t u r e  
in te n d e d  t o  e n c o u ra g e  d r i l l i n g  t o  d i s c o v e r y  p r e v i o u s l y  unknown o i l  
b e a r i n g  s t r u c t u r e s  and once a d i s c o v e r y  i3  made, t o  e n c o u ra g e  r a p i d  
deve lopm ent  o f  and  p r o d u c t i o n  from t h e  s t r u c t u r e .  " D isc o v e r "  means 
t o  "be t h e  f i r s t  t o  f i n d ,  l e a r n  o f ,  o r  o b s e r v e . "  Am. Her. 
D i c t i o n a r y  376 (1 9 7 0 ) .  In  t h i 3  i n s t a n c e ,  i t  means t o  f i n d  an o i l  
b e a r in g  s t r u c t u r e ,  n o t  p r e v i o u s l y  known. T h i s  r e q u i r e m e n t  i s
emphasized by t h e  t e rm  " f i r s t  d i s c o v e r y . "  I m p o r t a n t l y ,  t h e  s t a t u t e ! ^ )  
t i e s  th e  f i n d i n g  w i t h  " d r i l l ( i n g ) " .  Thus ,  t h e  s t a t u t e  o b v io u s ly  
se ek s  t o  e n c o u r a g e  e x p l o r a t o r y  d r i l l i n g .  The s t a t u t e  a l s o  p l a i n l y  
en couragos  r a p i d  p r o d u c t i o n  by l i m i t i n g  t h e  r e d u c e d  r a t e  t o  a t e n  
y e a r  p e r i o d  f o l l o w i n g  t h e  d a t e  o f  d i s c o v e r y .

The A la ska  Supreme C o u r t  h a s  s t a t e d  t h a t  t h o  fo r m e r  r e g u l a t i o n s  
im plementing  t h e  s t a t u t e  s p e c i f i e d  t h e  t h r e e  e l e m e n t s  r e q u i r e d  by 
t h e  s t a t u t e  f o r  d i s c o v e r y  w e l l  c e r t i f i c a t i o n :  d a t e  o f  d i s c o v e r y ,
commercial  q u a n t i t i e s ,  and g e o l o g i c  s t r u c t u r e .  See Union O i l  Co. 
v .  S t a t e . 574 P . 2d 1266, 1269 (A laska  1 9 7 8 ) .  The r e g u l a t i o n s
s u g g e s t  t h a t  t h e s e  e le m e n t s  a r o  s e p a r a t o  and d i s t i n c t ,  and can  be 
e s t a b l i s h e d  a t  d i f f e r e n t  t i n e a .  When r e a d  am a whole  t h e s e  
r e g u l a t i o n s  f o s t e r  t h e  d u a l  p u r p o s e s  o f  t h e  s t a t u t e — t o  oncourago 
e x p l o r a t o r y  d r i l l i n g  and r a p i d  p r o d u c t i o n .

The r e g u l a t i o n s  d e f i n e  t h e  d a t e  o f  d i s c o v e r y  e l e m e n t  a s  t h e  d a te  
t h a t  an o p e r a t o r  f i r s t  f i n d s  o i l  o r ,  i n  t h e  e x a c t  o f  l an g ua ge  o f  
th e  r e g u l a t i o n s ,  " f i r s t  o n c o u n to r s  s u f f i c i e n t  e v id e n c e  o f  o i l  o r  
gas  in  a p a r t i c u l a r  g e o l o g i c  s t r u c t u r o " .  11 AAC 8 3 .2 0 0 .  This  
e v e n t  s t a r t s  t h e  r u n n i n g  o f  t h o  t e n  y e a r  r e d u c e d  r a t e  p e r i o d ,  l l  
AAC 8 3 .2 1 5 .  At t h i s  p o i n t ,  t h o  o p e r a t o r  i s  n o t  r e q u i r e d  t o  show 
t h a t  th e  e v i d e n c e  i s  s u f f i c i e n t  t o  p ro v e  p r o d u c t i o n  i n  commercial  
q u a n t i t i e s ,  o n l y  t h a t  t h e  e v id e n c e  i s  enough t o  c a u se  the  
r e a s o n a b l e  o p e r a t o r  t o  c o n t i n u e  o p e r a t i o n s .  I n  o r d e r  t o  p r e s e r v e  
h i s  p r i o r i t y ,  he must  p r o v id e  a sworn s t a t e m e n t  o f  t h e  f i r s t  
e n c o u n te r  w i t h i n  t h i r t y  days  o f  th o  e n c o u n t e r .  I
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The r e g u l a t i o n s  do n o t  r e q u i r e  t h e  o p e r a t o r  t o  p r o v i d e  e v i d e n c e  of  
t h e  second  e l e m e n t ,  c o m m e r c i a l i t y ,  u n t i l  l a t e r .  T h i s  i s  c o n s i s t e n t  
w i th  t h e  r e a l i t y  t h a t  an o p e r a t o r  f i r s t  e n c o u n t e r s  o r  d i s c o v e r s  
o i l ,  and t h e n  t e s t s  o r  e v a l u a t e s  a f i n d  t o  d e te r m in e  w h e t h e r  i t  i s  
com m erc ia l .  Sho n i  Uranium Corp. v ,  Fede r a l - R a d r o c k  Gas H i l l
P a r t n e r s . 407 P . 2d,  712 (Wyo. 1965) ("Upon t h e  d i s c o v e r y  . . .
t h e r e  was an  i m p l i e d  o b l i g a t i o n  on t h e  p a r t  o f  t h e  l e s s e e  t o  do 
w ha teve r  was n e c e s s a r y  u n d e r  t h o  c i r c u m s t a n c e s  (1) t o  a s c e r t a i n  
w he ther  t h e  d e p o s i t  e x i s t e d  i n  com m erc ia l  q u a n t i t i e s ;  and (2) 
t h e r e a f t e r  t o  r e a s o n a b l y  d e v e lo p " )  ( d e l e t i o n s  i n  o r i g i n a l ) .  The 
r e g u l a t i o n s  p r o v i d e  t h a t  t h e  o p e r a t o r  must  c o n t i n u e  t o  work 
d i l i g e n t l y  t o  " c o m p le te  a w e l l  i n  t h e  d i s c o v e r y  zone . . . t h a t  can 
be t e s t e d  f o r  . . . com m erc ia l  q u a n t i t i e s . "  11 AAC 8 3 . 2 1 0 .  The 
second e v e n t  o c c u r s  when t h e  o p e r a t o r  e s t a b l i s h e s  co m m erc ia l  
q u a n t i t i e s .  11 AAC 8 3 . 2 1 0 ( b ) ( 1 ) .

The t h i r d  e v e n t  o c c u r s  when t h t  o p e r a t o r  e s t a b l i s h e s  t h a t  t h e  
d i s c o v e r y  i s  i n  a s e p a r a t e  g e o l o g i c  s t r u c t u r e .  T h i s  c a n  o c c u r  up 
t o  n i n e t y  d a y s  a f t e r  t h e  d a t e  o f  t h e  com m erc ia l  q u a n t i t i e s  
p o t e n t i a l  t e s t .

C o n o c o a x g u m e n t  e q u a t i n g  t h e  • • f i r s t  t o  d r i l l  and d isco * •*>„* o i l ” 
w i th  t h e  " f i r s t  t o  p r o d u c e  o i l ” i t  I n c o n s i s t e n t  w i t h  t h e  s t a t u t e ' a  
p l a i n  l a n g u a g e  and  would f r u s t r a t e  i t s  p u r p o s e s .

The d i r e c t o r  d e n i e d  C o n o c o 's  a p p l i c a t i o n  b ecause  he fo u n d  t h a t  t h e  
G - l  w e l l  was n o t  t h e  f i r s t  w e l l  t o  d i s c o v e r  o i l  i n  t h e  SOS 
s t r u c t u r e .  Both t h e  E a s t  Ugnu Wo. 1 w e l l  and t h e  A - l  w e l l  had 
e n c o u n te r e d  o i l  l o n g  b e f o r e  t h e  G - l  w e l l .  Conoco a r g u e s  t h a t  t h e  
d i s c o v e r y  r e q u i r e m e n t  and t h e  com m erc ia l  r e q u i r e m e n t  s h o u l d  be 
c o l l a p s e d  i n t o  one  t e s t .  I t  a s s e r t s  t h a t  who d i s c o v e r e d  t h e  o i l  i s  
i r r e l e v a n t .  Br. 8.  A c c o r d in g  t o  Conoco, i n  o r d e r  t o  be  t h e  
d i s c o v e r y  w e l l ,  t h e  w e l l  i t s e l f  must  be shown t o  be  " c a p a b l e  o f  
p r o d u c t i o n  i n  co m m erc ia l  q u a n t i t i e s . "  Br. 8 . 1 T h u s ,  d i s c o v e r y

1 I  n e e d  n o t  a d d r e s s  w h e th o r  t h o  r e p e a lo d  r e g u l a t i o n s  a r e  
b in d in g  o r  n o t .  C o n o c o 's  a rg um en t ,  which i s  p r e m i s e d  on th e  
r e g u l a t i o n s  c o n t i n u e d  v a l i d i t y  and on Conoco 's  i n t e r p r e t a t i o n  o f  
former 11 AAC 8 3 .2 0 5 ( 1 )  which  d e f i n e d  " d i s c o v e r y , "  i g n o r e s  t h e  
e n t i r e  c o n t e x t  o f  t h e  r e g u l a t i o n s  and i s  n o n s e n s i c a l .  Under t h e  
r e g u l a t i o n s ,  t h e  f i r s t  o r  i n i t i a l  d i s c o v e r y  o f  a d i s c o v e r ) '  *°ne  i n  
a s t r u c t u r e  i s  t h e  f i r s t  o n c o u n t e r .  11 AAC 83 .210 .  The com m erc ia l  
q u a n t i t i e s  t e a t  o f  t h o  zono may be d e m o n s t r a t e d  i n  t h e  f i r s t  
e n c o u n t e r  w e l l  o r  a l a t o r  w e l l  i n  t h e  same s t r u c t u r e .  11 AAC 
8 3 .2 0 0 - . 2 1 5 .  By m i s i n t e r p r e t i n g  11 AAC 8 3 . 2 0 5 ( 1 ) ,  Conoco would

( c o n t i n u o d . . . )
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d epends  n o t  upon new knowledge o f  an  o i l - b e a r i n g  s t r u c t u r e  a c q u i r e d  
th r o u g h  d r i l l i n g ,  b u t  upon t e c h n o l o g i c a l  improvements ,  new t a x  
b e n e f i t s ,  p r o j e c t e d  o i l  p r i c e ,  and t h e  o p e r a t o r ' s  i n t e r n a l  
econom ics .  See App. Br .  3; A f f i d a v i t  o f  Haro ld  D. H a ley  a t  3, 
p a r a g r a p h  6.

C o no co 's  i n t e r p r e t a t i o n  would change  t h e  s t a t u t o r y  lan g u a g e  whoever  
" d r i l l s  and makes t h e  f i r s t  d i s c o v e r y "  t o  whoever " f i r s t  c o m p l e t e s  
a p r o d u c t i o n  w e l l . "  The D e c i s i o n  p o i n t e d  o u t ,  t h i s  would  i n  
e s s e n c e  make t h e  s t a t u t e  r e a d  a s  i t  f o r m e r l y  d i d  i n  t h e  t e r r i t o r i a l  
d a y s .  i t  would rew ard  p u r e l y  p r o d u c t i o n  r i s k s  a s  o p p o se d  t o  
d i s c o v e r y  and p r o d u c t i o n  r i s k s .  As d i s c u s s e d  in  t h e  p r e c e d i n g  
s e c t i o n ,  d i s c o v e r y  r o y a l t y  was i n t e n d e d  t o  reward t h o s e  who 
s u c c e s s f u l l y  u n d e r to o k  t h e  g e o l o g i c  and  economic r i s k s  a s s o c i a t e d  
w i t h  e x p l o r a t i o n  t i e d  t o  r a p i d  d e v e lo p m e n t .  While o i l  p r i c e s ,  c o s t  
o f  p r o d u c t i o n ,  and e f f i c i e n c y  o f  p r o d u c t i o n  i n f l u e n c e  when an 
a c c u m u l a t i o n  o f  o i l  may be b r o u g h t  i n t o  p r o d u c t i o n  and w h a t  l e v e l

r e q u i r e  t h a t  b o th  d i s c o v e r y  and co m m erc ia l  q u a n t i t i e s  be p r o v e d  i n  
t h e  s a n e  w e l l .  Br. 8 - 9 .

C o n o c o 's  i n c o r r e c t  r e a d i n g  o f  11 AAC 8 3 .2 0 5  i g n o r e s  t h e  p r o v i s i o n s  
o f  11 AAC 83 .200 ,  .2 1 0 ,  and  . 2 1 5 ,  a l l  o f  which c o n te m p l a t e  t h a t
d i s c o v e r y  and com m erc ia l  q u a n t i t i e s  may be shown a t  d i f f e r e n t  t i m e s  
and i n  d i f f e r e n t  w e l l s .  R ead ing  11 AAC 8 3 .2 0 5 (1 )  c o n s i s t e n t l y  w i t h  
t h e s e  o t h e r  p r o v i s i o n s ,  " f i r s t  a c c e p t a b l e  e v id e n c e  i n  a d r i l l i n g  
w e l l  o f  t h e  e x i s t e n c e  o f  o i l  o r  g a s "  r e f e r s  t o  t h e  f i r s t  e n c o u n t o r  
w h i l e  t h o  m odify ing  c l a u s e  "w h ich  can  be produced in  c o m m erc ia l  
q u a n t i t i e s  a f t e r  w e l l  c o m p l e t i o n "  r e f e r s  t o  t h e  r e q u i r e m e n t  t h a t  a  
w a l l  i n  t h e  s t r u c t u r e  must  m ee t  t h e  com m erc ia l  q u a n t i t i e s  t e s t .  I t  
i s  n o t e w o r th y  t h a t  11 AAC 8 3 .2 0 5  d o e s  n o t  r e q u i r e  t h a t  t h e  w e l l  
which p r o v i d e s  t h e  f i r s t  a c c e p t a b l e  e v id e n c e  bo t e s t e d  o r  p r o d u c e d .
11 AAC 8 3 .20 5 (1 )  r e f t  : t o  w h e t h e r  t h e  s t r u c t u r o  can be p r o d u c e d  in  
com m erc ia l  q u a n t i t i e s  and r e f e r s  t c  a f u t u r e  t e s t  i n  some w e l l ,  n o t  
n e c e s s a r i l y  th e  w e l l  p r o v i d i n g  t h e  f i r s t  a c c e p t a b l e  e v i d e n c e  o f  
o i l .  The commercial  q u a n t i t i e s  t e s t  o n l y  c o n f i rm s  t h a t  t h e  f i r s t  
e n c o u n t e r  has  met t h e  s t a t u t o r y  r e q u i r e m e n t  o f  a " d i s c o v e r y  o f  o i l  
o r  g a s  i n  anv g e o l o g i c  s t r u c t u r e ."  AS 3 8 .0 5 .1 8 0 (a )  ( em p h a s i s  
a d d e d ) .  T h is  i s  c o n s i s t e n t  w i t h  t h e  d i v i s i o n ' s  and i n d u s t r y ' s  
tw e n ty  y e a r  h i s t o r y  w i t h  d i s c o v e r y  r o y a l t y  t h a t  " d i s c o v e r y  o c c u r s  
upon t h e  f i r s t  o n c o u n te rm o n t  o f  o i l  and g a s ,  n o t  upon th o  d a t e  o f  
a d r i l l  atom t e s t  c o n f i r m i n g  t h e  o x t e n t  o f  th o  d i s c o v e r y  o f  o i l  and 
g a s . "  See Hiakuk 34635 No. 5 C e r t i f i e d  a s  D iscovery  Well ADL 34635 
C o n d i t i o n a l l y  G ra n te d  F iv o  P e r c o n t  D isc o v o ry  R oya l ty  (S e p te m b e r  2, I 
1988) a t  5.

( . . . c o n t i n u e d )
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o f  p r o f i t s  o r  I o n s  t h e  p r o d u c e r  nay  e n j o y ,  t h e y  do n o t  d e te r m in e  
when a " d i s c o v e r y "  has  t a k e n  p l a c e ,  o r  chan ge  t h e  q u a n t i t y  o f  o i l  
t h a t  has  bean  d i s c o v e r e d .  C o n o c o 's  i n t e r p r e t a t i o n  would f r u s t r a t e  
t h e  s t a t u t e ' s  du*il p u r p o s e s .

Conoco 's  i n t e r p r e t a t i o n  would a l l o w  t h e  o p e r a t o r  t o  choose  h i s  
d i s c o v e r y  w a l l  and t h e r e b y  m a n i p u l a t e  t h e  d a t e  o f  d i s c o v e r y  t o  
f r u s t r a t o  t h e  r a p i d  p r o d u c t i o n  i n t e n t  o f  t h o  s t a t u t e .  S in c e  t h e  
t e n  y e a r  red u c ed  r a t e  commences on t h e  d a t e  o f  d i s c o v e r y ,  an 
o p e r a t o r ,  who er c o u n t e r e d  a good show o f  o i l ,  c o u ld  d e l a y  t h e  
commencement o f  t h e  p e r i o d  by d e l a y i n g  c o m p l e t i o n  o f  t a s t i n g  o f  
c o m m e r c i a l i t y  t o  c o i n c i d e  a s  c l o s e l y  a s  p o s s i b l e  w i th  t h e  
i n i t i a t i o n  o f  a c u u a l  p r o d u c t i o n .

Conoco 's  i n t e r p r e t a t i o n  would a l s o  l e a d  t o  a b su rd  r e s u l t s  a s  
i l l u s t r a t e d  by a h y p o t h e t i c a l  exam ple .  Assume t h a t  l e s s e e s  A and 
0 p u rch a se d  a d j o i n i n g  l e a s e s  o v e r  t h e  same p r o s p e c t .  However, o n ly  
l e s s e e  A u n d e r to o k  t h e  c o s t s  and r i s k s  o f  e x p l o r a t i o n ,  d i s c o v e r i n g  
a l a r g e  a c c u m u l a t i o n .  Assume, how ever ,  t h a t  t h e  low q u a l i t y  o f  t h e  
o i l  and t h e  h ig h  c o s t  o f  p r o d u c t i o n  r e n d e r e d  i t  uneconomic t o  
p roduce  t h e  a c c u n u l a t i o n  a t  f o r e c a s t e d  o i l  p r i c e s .  F u r t h e r ,  assume 
t h a t  a f t e r  th e  r e s u l t s  o f  l e s s e e  A ' s  d i s c o v e r y  e f f o r t s  became 
p u b l i c ,  a war i n  t h e  m i d e a s t  c a u s e d  l a r g e  p r i c e  i n c r e a s e s .  
F i n a l l y ,  assume t h i s  c a u s e s  b o th  l e s s e e  A and l e s s e e  B t o  commence 
d r i l l i n g  i n  o r d j r  t o  p r o d u c e  o i l  from t h i s  known a c c u m u la t io n .  
Under C onoco 's  t h e o r y ,  l e s s e e  B would b e  c r e d i t e d  w i th  making t h e  
" f i r s t  d i s c o v e ry '  o f  o i l  i n  com m erc ia l  q u a n t i t i e s  in  a g e o l o g i c  
s t r u c t u r e "  i f  i t  were f i r s t  In c o m p l e t i n g  i t s  w e l l ,  d e s p i t e  t h e  
f a c t  t h a t  l e s s e e  A had a c t u a l l y  u n d e r t a k e n  t h e  d i s c o v e r y  r i s k s  some 
y e a r s  e a r l i e r ,  and  l e s s e e  B d i d  n o t h i n g  e x c e p t  more q u i c k l y  r e s p o n d  
t o  a changed eccnomic  o p p o r t u n i t y .  T h i s  makes no s e n s e .

Tho d e c i s i o n  i n  J o s e p h  I .  O ' N e i l l .  J r .  77 I n t e r i o r  Dec. 181, IBLA 
70-39 (1970) , s u p p o r t s  my i n t e r p r e t a t i o n .  I n  t h a t  c a s e  an a rgum ent  
s i m i l a r  t o  C onoco 's  a rg u m e n t  t h a t  " d i s c o v e r y  o f  o i l  and g a s  i n  
commercial  q u a n t i t i e s "  means "a w e l l  t h a t  i s  c a p a b lo  o f  p r o d u c t i o n  
i n  commercia l  q u a n t i t i e s "  was r e j e c t e d  by t h e  f e d e r a l  Board o f  Land 
A ppea ls .  The Mr.neral L e a s in g  Act p r o v i d e d  t h a t  l e a s e s  s e g r e g a t e d  
from a p r im a ry  l e a s e  would bo e x te n d e d  f o r  two y e a r s  from t h e  d a t e  
o f  " d i s c o v e r y  o f  o i l  o r  g a s  i n  p a y in g  q u a n t i t i e s "  upon any o t h e r  
s e g r e g a t e d  p o r t : .o n  o f  t h e  l e a s e .  The Board  o f  A ppeals  r e j e c t e d  an 
argument t h a t  a w e l l  c a p a b l e  o f  p r o d u c i n g  o i l  o r  gas  i n  p a y in g  
q u a n t i t i e s  was r e q u i r e d  b e f o r e  an e x t e n s i o n  would be g r a n t e d .  
A f t e r  s t a t i n g -  t h a t  " d i s c o v o r y "  means " t o  f i n d  som eth ing  n o t  known 
b e f o r e "  t h e  Board r e f u s e d  t o  r e a d  i n t o  t h e  s t a t u t e  a p r e d i c a t e  o f  
a w e l l  c a p a b le  s f  p r o d u c i n g  i n  p a y in g  q u a n t i t i e s .  I d -  a t  61.  I t
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s t a t e d  t h a t  i f  C ongress  w an ted  t o  impose su c h  a r e q u i r e m e n t ,  " i t  
c o u l d  have e a s i l y  so  p r o v i d e d .  I t  d i d  n o t . "  I d .  a t  62.

L ik e w ise ,  had t h e  l e g i s l a t u r e  i n t e n d e d  t o  r e w a rd  o n l y  p r o d u c t i o n ,  
i t  c o u ld  have e a s i l y  awarded a r e d u c e d  r o y a l t y  t o  t h e  f i r s t  
p r o d u c e r  i n  t h e  s t r u c t u r e  l i k e  t h e  T e r r i t o r i a l  l e g i s l a t u r e  d i d .
But ,  i t  d i d  n o t .  I  w i l l  n o t  e q u a te  d i s c o v e r y  w i t h  p r o d u c t i o n .

Aa e x p l a i n e d  i n  d e t a i l  i n  t h e  D e c i s i o n ,  t h e  G - l  w a l l  d i d  n o t  make 
t h e  f i r s t  d i s c o v e r y  o f  o i l  and g as  i n  t h e  SOS s t r u c t u r e . 1 Conoco 
knew n o t  o n ly  o f  t h e  e x i s t e n c e  o f  o i l  b e a r i n g  s t r u c t u r e ,  b u t  a l s o  
t h e  s u p e r g i a n t  s i z e  o f  t h e  a c c u m u l a t i o n ,  b e f o r e  i t  d r i l l e d .  I t  d i d  
n o t  b e a r  any e x p l o r a t o r y  r i s k .

Even i f  Conoco 's  a rgum ent  was c o r r e c t ,  i t  would  n o t  b e  e n t i t l e d  t o  
d i s c o v e r y  r o y a l t y  b a c a u sa  p r e v i o u s  v a i l s  d e m o n s t r a t e d  com m erc ia l  
q u a n t i t i e s .

The G - l  w e l l  was h a r d l y  t h e  f i r s t  w e l l  i n t o  t h e  SOS t h a t  y i e l d e d  /->. 
" a c c e p t a b l e  e v id e n c e "  o f  com m erc ia l  q u a n t i t i e s  i n  t h e  d i s c o v e r y  
z o n e .  As e x p l a i n e d  i n  t h e  D e c i s i o n ,  many w e l l s ,  i n c l u d i n g  C o n oco 's  
own A - l ,  B-2, A -3 , and N-1B w e l l s ,  d r i l l e d  and t e s t e d  e a r l i e r  i n  
t h e  SOS y i e l d e d  t h a t  e v i d e n c e .  I  f i n d  t h a t  t h e  f l o w  r a t e s  from 
p o t e n t i a l  t e s t s  i n  s e v e r a l  o f  C o n o c o 's  e a r l i e r  w e l l s  y i e l d e d  
a c c e p t a b l e  e v id e n c e  t h a t  o i l  c o u ld  "be  p ro d u c e d  i n  com m erc ia l  
q u a n t i t i e s . "  F u r th e r m o re ,  A r c o ' s  p i l o t  p rogram  i n  t h e  SOS 
s t r u c t u r e  d e m o n s t r a t e d  t h a t  t h e  s t r u c t u r e  was c u r r e n t l y  c o m m erc ia l ,

* Conoco c i t e s  two o t h e r  d i s c o v e r y  r o y a l t y  a p p l i c a t i o n s  in  
s u p p o r t  o f  I t s  i d e a  t h a t  " f i r s t  d i s c o v e r y "  i s  d i f f e r e n t  from " f i r s t  
e n c o u n t e r . "  N e i t h e r  o f  t h e  c i t e d  c a s e s  a s s i s t  Conoco. I t  i 3  t r u e  
t h a t  P o i n t  M c In ty re  No. 3 was c e r t i f i e d  d e s p i t e  t h e  f a c t  t h a t  
e a r l i e r  w e l l s  had p e n e t r a t e d  t h e  s t r u c t u r e .  However, i t  i s  c l e a r  
t h a t  m ere ly  p e n e t r a t i n g  t h e  s t r u c t u r e  d o e s  n o t  c o n s t i t u t e  a f i r s t  
d i s c o v e r y .  I n  t h e  c a s e  o f  P o i n t  M c I n ty re ,  t h e  o p e r a t o r s  o f  t h e  
w e l l s  making t h o s e  e a r l i e r  p e n e t r a t i o n s  ( t h e  P o i n t  M c In ty re  No. 1 
and No. 2 w e l l s )  f a i l e d  t o  a c q u i r e  s u f f i c i e n t  e v id e n c e  o f  a 
d i s c o v e r y  b e f o r e  a b an d on in g  t h e  w e l l s  a s  d r y  h o l e s .  Such 
c o r r o b o r a t i v e  d a t a  m igh t  have  I n c l u d e d  o p e n - h o l e  l o g s ,  t e s t s ,  o r  
c o r e  d a t a  from t h e  d i s c o v e r y  i n t e r v a l s .  T h i s  s h a r p l y  c o n t r a s t s  
w i t h  t h e  c i r c u m s t a n c e s  e x t a n t  w i t h  C o n o c o 's  knowledge  r e g a r d i n g  t h e  
SOS, where o v e r  a b i l l i o n  b a r r e l s  o f  o i l  were  known t o  e x i s t  from 
p r i o r  e x p l o r a t o r y  d r i l l i n g .

I n  t h e  c a s e  o f  t h e  Sag D e l t a  No. 3 w e l l ,  i t  e n c o u n t e r e d  no 
p r o d u c t i v e  i n t e r v a l  a t  a l l .
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a l b e i t  o n l y  m a r g i n a l .  S e e  D e R u i t e r ,  N a s h  & W y r i c k ,  S o l u b i l i t y  a n d  
D i s p l a c e m e n t  B e h a v i o r  o f  C a r b o n  D i o x i d e  a n d  H y d r o c a r b o n  G a s e s  w i t h  
a  V i s c o u s  C r u d e  o i l ,  S P E  2 0 5 2 3  ( 1 3 9 0 ) . 3

C o n o c o  a r g u e s  t h e  f a i l u r e  o f  a n y  p r e v i o u s  o w n e r  t o  u n d e r t a k e
c o m m e r c i a l  d e v e l o p m e n t  d e m o n s t r a t e s  t h a t  t h e  p r e v i o u s  w e l l s  d i d  n o t  
d i s c o v e r y  c o m m e r c i a l  q u a n t i t i e s .  F i r s t ,  t h e  f a c t  t h a t  n o  e a r l i e r  
l e s s e e  a p p l i e d  f o r  c e r t i f i c a t i o n  i s  i r r e l e v a n t .  B r .  a t  7 - 8 .  T h e  
i s s u e  i s  n o t  w h e t h e r  o t h e r s  c o u l d  h a v e  q u a l i f i e d ,  b u t  w h e t h e r  
C o n o c o  d o e s .  S e c o n d ,  t h e  o t h e r ' s  f a i l u r e  t o  d e v e l o p  i n  n o t
s u r p r i s i n g ,  g i v e n  t h a t  t h e  o w n e r s '  d e c i s i o n  t o  d e v e l o p  t h e  
u n d e r l y i n g  m o r e  e c o n o m i c  K u p a r u k  s t r u c t u r e  f i r s t  f o r  t h e i r  o w n  
i n t e r n a l  r e a s o n s .

E v e n  u n d e r  C o n o c o ' s  i n t e r p r e t a t i o n  o f  " d i s c o v e r y "  a n y  b e n e f i t  f r o m  
d i e a o v e r y  r o y a l t y  w o u l d  h a v e  e x p i r e d  b e f o r e  t h e  d r i l l i n g  o f  t h e  G - l  
w e l l .

I  h a v e  p r e v i o u s l y  s t a t e d  m y  o p i n i o n  t h a t  t h e  f i r s t  e n c o u n t e r  w e l l  
i s  t h e  d i s c o v e r y  w e l l .  E v e n  i f  I  a c c e p t e d  C o n o c o ' s  a r g u m e n t  t h a t  
t h e  f i r s t  w e l l  t o  p r o d u c e  w a s  t h e  d i s c o v e r y  w e l l ,  t h e  f i r s t  
e n c o u n t e r  w o u l d  n e v e r t h e l e s s  s t a r t  t h e  r u n n i n g  o f  t h e  t e n  y e a r  
r e d u c e d  r o y a l t y  p e r i o d .

B o t h  r e g u l a t i o n s  1 1  AAC 8 3 . 2 0 0  & 2 1 0  r e f e r  t o  t h e  f i r s t  e n c o u n t e r
o f  o i l  a n d  g a s .  1 1  AAC 8 3 . 2 1 0  s t a t e s

t o  e s t a b l i s h  p r i o r i t y  a s  t o  t h e  t i m e  a n d  d a t e  o f  
d i s c o v e r y ,  a n  o p e r a t o r  m u s t  f u r n i s h  t h e  c o m m i t t e e  
w i t h  a  s w o r n  s t a t e m e n t  a n d  s u b s t a n t i a t i n g  e v i d e n c e  
a c c e p t a b l e  t o  t h e  c o m m i t t e e  t h a t  o i l  o r  g a s  h a s  
b e e n  e n c o u n t e r e d  i n  s u f f i c i e n t  s h o w i n g  t o  c a u s e  a  
r e a s o n a b l e  a n d  p r u d e n t  o p e r a t o r  t o  c o n d u c t  f u r t h e r  
o p e r a t i o n s  i n  a n  e f f o r t  t o  c o m p l e t e  a  w e l l  i n  t h e  
d i s c o v e r y  z o n e  s o  t h a t  t h e  w e l l  c a n  b e  t a s t e d  f o r  
p o t e n t i a l  o i l  o r  g a s  p r o d u c t i o n  i n  c o m m e r c i a l  
q u a n t i t i e s .  T h e  s t a t e m e n t  m u s t  i n c l u d e  t h e  t i m e  
a n d  d a t a  o f  f i r s t  d i s c o v e r y  .  .  .

* C o n o c o  m i s u n d e r s t a n d s  t h e  c o m m e r c i a l i t y  t e s t  a s  d e f i n e d  i n  
t h e  r e g u l a t i o n s .  C o n o c o  w o u l d  r e q u i r e  a c t u a l  c o m m e r c i a l  
d e v e l o p m e n t  a s  t h e  o n l y  m e t h o d  o f  s a t i s f y i n g  t h e  c o m m e r c i a l  
q u a n t i t i e s  t o s t .  B r .  5 .  T h e  r e g u l a t i o n s  o n l y  r s q u i r e  a  p o t e n t i a l  
t e s t  w h i c h  w o u l d  i n  t h e  f u t u r e  l e a d  t o  o n e  a d d i t i o n a l  w e l l  w i t h  a  
r e a s o n a b l e  p r o f i t  i f  a  m a r k e t  e x i s t e d .  1 1  AAC 8 3 . 2 0 5 .  N o  a c t u a l  
d e v e l o p m e n t  i s  r e q u i r e d .
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I t  i s  c l e a r  t h a t  " f i r s t  d i s c o v e r y "  r e f e r s  t o  f i r s t  e n c o u n t e r  i n  
t h i s  r e g u l a t i o n .

R e g u l a t i o n  1 1  AAC  8 3 . 2 1 5  s t a t e s  t h a t  " t h e  d a t e  o f  c o m m e n c e m e n t  o f  
t h e  1 0  y e a r - 5  p e r c e n t  d i s c o v e r y  r o y a l t y  t e r m  s h a l l  b e  t h e  f i r s t  o f  
t h e  n e x t  m o n t h  a f t e r  t h e  e s t a b l i s h e d  d a t e  o f  i n i t i a l  d i s c o v e r y . "
I t  i s  c l e a r  t h a t  " i n i t i a l  d i s c o v e r y "  i n  t h i s  r e g u l a t i o n  r e f e r s  t o  
t h e  s a m e  e v e n t  r e f e r r e d  t o  i n  1 1  A A C  8 3 . 2 1 0  a s  " f i r s t  d i s c o v e r y , "  
n a m e l y  f i r s t  e n c o u n t e r  o f  t h e  d i s c o v e r y  z o n e .  1 1  AAC 8 3 . 2 1 5  b a s e s  
t h e  d a t e  oil  i n i t i a t i o n  o f  t h e  1 0  y e a r  r e d u c e d  r o y a l t y  o n  t h i s  d a t e ,  
w h i c h  i s  d i s t i n c t  f r o m  t h e  d a t e  i n  w h i c h  a  w e l l  e s t a b l i s h e s  o i l  i n  
c o m m e r c i a l  q u a n t i t i e s .  B o t h  t h e  d i v i s i o n  a n d  t h e  i n d u s t r y  h a v e  
c o n s i s t e n t l y  a c c e p t e d  t h a t  t h e  t e n  y e a r  p e r i o d  b e g i n s  t o  r u n  f r o m  
t h e  d a t e  a f  f i r s t  e n c o u n t e r ,  n o t  c o n f i r m a t i o n  o r  e s t a b l i s h m e n t  o f  
c o m m e r c i a l  q u a n t i t i e s .  S e e  N i a k u k . s u p r a  a t  5 .  T h e r e f o r e ,  e v e n  i f  
I  w e r e  t o  a c c e p t  C o n o c o ' s  c l a i m  t h a t  t h e  G - l  w e l l  e s t a b l i s h e d  
c o m m e r c i a l  q u a n t i t i e s  i n  t h e  S O S  s t r u c t u r e  ( w h i c h  I  d o  n o t ) , t h e  
d a t e  o f  c o m m e n c e m e n t  o f  r e d u c e d  r o y a l t y  w o u l d  b e  c o n t r o l l e d  b y  t h e  
d a t e  o f  f i r s t  e n c o u n t e r .  I n d i s p u t a b l y  t h e  d a t e  o f  f i r s t  e n c o u n t e r  
o r  i n i t i a l  d i s c o v e r y  o f  t h e  S O S  o c c u r r e d  m o r e  t h a n  t e n  y e a r s  p r i o r  V V  
t o  t h e  d r i l l i n g  o f  t h e  G - l  w e l l  a n d  s u b s e q u e n t  i n i t i a t i o n  o f  S O S  
p r o d u c t i o n  A D L  2 5 9 0 6 .  T h e r e f o r e ,  n o n e  o f  t h e  p r o d u c t i o n  f r o m  t h i s  
l e a s e  w o u l d  b e  e n t i t l e d  t o  a  r e d u c e d  r o y a l t y .

C o n c l u s i o n

T h e  d i s c o v e r y  r o y a l t y  e x p r e s s l y  r e w a r d s  t h e  o n e  w h o  m a k e s  a  " f i r s t  
d i s c o v e r y , "  n o t  t h e  o n e  w h o  i s  " f i r s t  i n t o  p r o d u c t i o n . "  I  k n o w  t h e  
d i f f e r e n c e  b e t w e e n  d i s c o v e r y  a n d  p r o d u c t i o n .  C o n o c o  k n e w  w h e n  i t  
d r i l l e d  t h e  G - l  w e l l  w h a t  t h e  s t r u c t u r e  w a s ,  a n d ,  t o  a  h i g h  d e g r e e  
o f  p r e c i s i o n ,  t h e  q u a n t i t y  a n d  q u a l i t y  o f  t h e  o i l  a c c u m u l a t i o n  t h a t  
w o u l d  b e  e n c o u n t e r e d .  C o n o c o  f a c e d  n o t  t h e  r i s k s  o f  a  d r y  
e x p l o r a t i o n  h o l e ,  b u t  t h e  e c o n o m i c  r i s k s  a s s o c i a t e d  w i t h  t a k i n g  
s o m e o n e  e l s e ' s  d i s c o v e r y  i n t o  p r o d u c t i o n .  I t  i s  n o t  m y  r o l e  a s  
l e a s e  m a n a g e r  o n  b e h a l f  o f  t h e  c i t i z e n s  o f  t h e  s t a t e  t o  t r a n s f o r m  
t h e  d i s c o v e r y  i n c e n t i v e  i n t o  s o l e l y  a  p r o d u c t i o n  i n c e n t i v e .  
T h e r e f o r e ,  I  a f f i r m  t h e  D e c i s i o n  o f  t h o  d i r e c t o r .

C o m m i s s i o n e r
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MONTHLY SAVINGS ATTRIBUTABLE TO THE DISCOVERY ROYALTY PROVISION 

Example Month: JU L Y  1994

F ie ld  Say ings

Niakuk/Lisbumc S 1 9 8 , 7 6 8 . 0 0

Point McIntyre S 5 3 4 , 1 1 8 .0 0

North Pmdhoc Bay S 5 1 . S 8 7 . 0 0

T O T A L  S 7 8 4 . 4 7 3 . 0 0

Enclosure 28



SB 112 -  W itnesses Before the Senate Resources Comm ittee

C h en o w eth , Jack Leg. Affairs A ttorney 3-8-95

Boyd, Ken Div. of Oil & Gas, A cting Dir. 3-16-95
Boyd, Ken Div. of Oil & Gas 3-27-95

Van Dyke, Bill Div. of Oil & G ac 3-16-95

T ab ler, K evin M gr. U nion Oil C om p an y  3-27-95
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Copies o f minutes listed below were originally included in this file. The minutes arc 
available on the legislative computer database. In order to save space copies o f minutes have 
not been left in the files.

Mary Pagcnkopf
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March 8, 1995 
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