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ldentify Core Areas within Alaska where itisclearly inthe best

Interest of the State to conduct lease sales.
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PROPOSED CORE LEASING AREAS

North Slope

All State of Alaska uplands lying north of the Umiat
Baseline, between the Colville and Canning Rivers.

Cook Inlet

All State of Alaska uplands and submerged lands lying in
the area bounded to the north by the northern boundary of
T1I7N S.M. and bounded to the south by the southern
boundary of T6S S.M ., bounded to the east by the Seward
Meridian, and bounded to the west by the western
boundary of R19W S.M.
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Incorporate MMS Philosophy used in the Gulf of Mexico for
State of Alaska lands in designated core areas.

1. Best interest finding in core areas would be updated
every five years to account forany changes.

2. Offerthe core areas for area-wide leasing on an annual
basis with a set time of the year in which the sale will
occur.

3. Delete only those areas within the core area that are
environmentally sensitive or require furtheraction from
DNR i.e., surface area consent, etc.
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By having annual sales, DNR could consider shorter lease

terms forcore area lease sales.
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Require industry to be more specific in identifying level of

Interest in non-core areas.
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Drop oreliminate sales innon-core areas where there is little or
no industry interest. Supplementthose areas with licensing if

necessary.
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Give DNR more authority to consider different royalty schemes

on licensing requests.
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Avoid using lease sales to invoke operational stipulations for

areas affected by leasing.
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CONCLUSION

1. ldentify core leasing areas within Alaska.

2. Use an area-wide leasing program forthe core areas.

3. Give the DNR flexibility to do theirjob.

4. Work on comprehensive regulations instead of lease
stipulations.
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MEMO
TO: All Resources Committee Members
FROM: Senate Resources Committee Staf

DATE: September 8. 1995

Materials lor Hearing 9/12/95

Attached are:
1) The meeting agenda

2) Back up materials for Items IV and V.

a) Two page preliminary report to the committee from
Resources staff on best interest finding and permitting issues.

b) Three pages of persons invited to first work session on
those issues.

c) Example of issue raised by a department in the best interest
finding process (isostatic rebound) (one page)

dl Response from DNR to example raised by department
regarding isostatic rebound, (one page)

3) For the first two items on the agenda. | have a copy of AOGCC's
Conservation Order #360 (25 pages) and a copy of DNR's "Decision
Regarding Jurisdiction” (86 pages) if committee members desire
copies. | will have extra copies available for reference at the

meeting.



Alaska State Legislature

SENATE

Ofriihil lInsiiu'vs Slate Capitol
Juneau, AK 99801-1182

SENATE RESOURCES COMMITTEE

Chairman: Senator Loren Leman
Vice Chairman: Senator Drue Pearce
Senator Steve Prank

Senator Rick Halford

Senator Robin Taylor

Senator Georgianna Lincoln

Senator Lyman Hoffman

AGENDA
10 a.m. to 2 p.m.
Tuesday, September 12. 1995
Second Floor Conference Room
Anchorage Legislative Information Office

| Alaska Oil and Gas Conservation Commission briefing on
Conservation Order No. 360 and subsequent action by AOGCC

Dpavid Johnston. Chairman AOGCC (20 mins. presentation and
questions)

I'1.  Department of Natural Resources briefing on hearings lor
optimization of Natural Gas Liquids blending and utilization of
miscible mjectant within the Prudhoe Bay Unit and subsequent
action by DNR

Patrick Coughlin/Department oi Law (20 mins. presentation
and questions)

ken Boyd. Director/Division of Oil and Gas/DNR

I11. Overview of Final Work Session Report to Resources Committee
Senate Resources Committee Staff (10 manteS)



IV . Arcawide Best Interest Finding (1.5 hours

tcstimony/qg uestions)
David Sutter/ARCO
Ken Boyd/Department of Natural Resources

(also present to respond to presentations):
Commissioner Frank Rue. Department of Fish and Game (telec.)
Al Bolin, Department of Environmental Conservation/Air

Quality
Diane Mayer. Director. Division of Governmental Cordination

V. Resource Permitting (1.5 hour testimony/questions)
Steve Porter/ARCO
Brad Penn/Marathon
(also present to respond (0 questions):
Ken Boyd/D NR
Commissioner Frank Rue. DF&G
Al Bohn, DEC
Diane Mayer. DGC

V1. Adjourn



PRELIMINARY REPORT TO
SENATOR LOREN LEMAN. Chairman
Senators; Pearce. Frank. | lalford. Tavlor. Lincoln and lloffman
SENATE RESOURCES COMMITTEE
By: Senate Resources Committee Staff

Work Sessions with Oil and Gas Industry on Best Interest Finding and Permitting

At your request, | held awork session with representatives of the oil and gas industry and
others (list attached) in Anchorage August 8. Another work session dealing more
specifically with permitting and projects in coastal zones is scheduled for September 8. An
update to this preliminary report will be finished for your use September 11 This report
only reflects my interpretation of the comments of those who attended the work sessions.

Best Interest Finding

1 The companies and the state want certainty to the best interest finding process.
There arc two slightly different viewpoints on "‘arcawide best interest finding™:

a) do a BIF on achunk of geography, the BIF applies to lease sales in the
next 3*5 years, area broken up by the state into lease tracts. and

b) Entire North Slope BIF and allow companies to competitively bid for
larger areas (instead of 63 tracts, would be one tract or 10 tracts). | believe DNR and
industry view this process slightly differently.

Some commented that the BIF adopted in SB 238 (CH 34. SLA 94) lengthens the
permitting process with no positive result - it has become a delaying tactic. All who
commented said SB 308 (Cl | 38, SLA 94) was a good stan to addressing the problems of
continual lawsuits aimed at delaying or derailing development projects. However, they sec
no value in having to address tract by tract factors which could be addressed in a uniform
best interest finding. They said this uniform or arcawide best interest finding should/could
Ik done in areas where the factors affecting development arc fairly uniform. The
Colville/Canning rivers area was mentioned as one area Where from the permittee
perspective, the factors affecting a permit to operate arc relatively uniform. The permittees
said thet rather than working wiih flic permittees to mitigate concerns, sonic regulating
agencies' (csp. DEC and F&G) seem to be more focused on thinking up not just
reasonably foreseeable measures, but mitigation measures for minute concerns such as
"isostatic rebound™ in the comments on preliminary findings for the Yakataga Sale (copy
attached). Companies state that if they dont “'aggressively track every mitigation
measure, a mitigation measure becomes a "'permit standard'* by default of the company not
being aware or believing that it wouldn't be kept in the final permit. This "permit standard"
is then applied to succeeding permits.

2) The interest in re-evaluating how best interest findings arc done seems to reflect the
companies experience with downsizing and having to become more efficient at reducing
operating costs. In the work session, a DNR/DO&G representative commented about
reduced budgets and the need to be more efficient -the reaction was nods from around the
room. Most agreed the first arcawide BIF would be expensive. Paperwork would Lv
voluminous, but those proposing it believe **  resulting benefit is efficiency for DNR to be
able tolease more land. Jack Chcnowcth, 1AA/Legal states "'no prohibitions' as far as he
can see. providing there is a lease sale of the area for which the BIF is done. His only
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concern was in AS 38.05.035 (c)6(g): exempt sale under 180(d) sale within previous 5
years and AS 38.05.035(c)6(hV sale under 180(w) sale within 5 years is subject to BIF.

3) Jim Eason, consultant at the work session, mentioned a bifurcated best interest
finding process. This would require rewriting the BIF provisions to allow sale areas where
afinal BIF has been accepted and upheld without challenge or if challenged and
subsequently upheld, no additional findings would be required, unless the commissioner
(of DNR) determines in his discretion that additional findings arc necessary. Sale areas that
have never gone through a BIF could be done under an arcawide BIF which would require
the entire AS 38.05.035 process.

4)  Some of the smaller operators felt the 5-ycar oil and gas lease sale process is too
long, but because a sale can be added so that it5on the lease sale schedule for only three
years, this did not seem to be such a problem. State is trying to get companies to be more
forthcoming about the areas they want to lease. (Pretense of nonchalance or active bluffing
may result in leases being dropped from a sale.) This is where the arcawide BIF is
attractive to the strategic, secretive nature of the oil industry. If the second option
mentioned in item 1is chosen, a company could place sealed bids for any tract(s) in the
area covered by the BIF -the larger the area of the BIF and the sale, the better for the
company's strategy.

Permitting

1)  The September 8 meeting will reveal more detalils, but in short there are questions
about the ability of government departments to be efficient in permitting matters. There is
perceived distrust among agencies. Instead of phoning or faxing for additional
Information, letters arc sent to permittees resulting in additional time delays. The
departments dont seem to realize that outside of government most matters arc dispatched
with aquick (documented) phone call or fax. Even the most important/sensitive answers
can be readily attained with a phone confirmation that a fax was received. Problem with
getting indust%eto speak about these problems on the record is the perceived threat of
retaliation by the pcrmitor.

2) Concerns and real-world problems arc concentrated in several areas:

a) Lots more days arc being tacked onto the permitting process -agencies
say they can t meet the 5-day deadlines to issue permits once coastal zone requirements arc
met

b) No comment from agencies until the last day for review.

c) Air Quality Permitting: Amount of time it is taking for permit evaluations
not satisfactory. Concensus that inexperienced staff, plus reorganization at DEC may be
hampering this permitting program.

3) Shared Costs. Under this arrangement, a company purchases expedited permits.
Agencies say otherwise it's first come first served. This shared cost arrangement expedites
permits, but raises eyebrows because:

a) concern that state employees are under pressure to overlook infractions
in order to process the permit which was paid for,

b) concern about inexperienced employees taking too long to do what
private sector counterparts do in less time;

_ c) concern about the tessage™ of industry financing the expedition of

permits:

d) concern about departments blackmailing industry to pay for full time
positions "necessary'* to expedite permits.

Preliminary Report Page 2 September 6. 199
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atage in this area during the spring migration. Recent data
ouggoot that Controller Bay is the primary landfall for shorebirds
arriving 1in this area, with the birds then moving westward across

the Bering and Copper River Deltan.

The most abundant species arc western sandpiper and Pacific dunlin.
Other common species include: the black-bellif-d plover, black
tumccone, dowitchers, 3anderlingo; white-fronteo, snow, and Canada
geese; mallard, green-winged teal, American widgeon, and northern
pintail. Most return to the Copper and Bering River deltas during
the fall migration, although the birds are more dispersed ever time
and space when migrating eouth.

Wetlands in this area also provide important staging and nesting
habitat for trumpeter ewane. During August and early September of
1990, the USFWS counted 1364 swans between Dry Bay and Orca Inlet.
The largest concentration of swans was observed around and to the
wont of Controllor Bay.

Hagarcs Analvsfc.-_ Storms and Heavy Seas: Although the document does
mention (page 02, second paragraph) that "the Gulf of Alaska has
turbulent sea storms", there is little analysis or recognition of

tho magnitude and intensity of these storm events, and when and
where their effects arc most likoly to bo manifest. For example,
the section titled "Subsea Pipelines" (page 109) makes no mention
of 3torms relative to oil 3pill cleanup. We question the statement
that (page 109, last paragraph) "tho tidal currents in the Gulf of
Alaska could make repair and cleanup of subsea pipeline leaks more
difficult." Are there really exceptionally strong tidal currents in
this area? Wc also suggest that tidal current effects will pale in
comparison to a severe storm which could make access to a spill
virtually impossible for a period of days.

Cur staff recollects a time in the early 1970" e whon a drill chip,
the Glomar Conception (or Glomar Explorer?), attempted a
stratigraphic drilling program in this part of the Gulf, only to be
driven away by waves that sometimes exceeded 100"in height and
storm events with 50" waves at 5 second intervals.

The possible effects of storms on transportation, production and
cleanup of oil should be uddrcssed in the Director®s Finding. We
also suggest that seasonal restrictions on trans-shipment of oil
might serve to diminish the risk of oil spills or other

catastrophic events.

Another cource of geologic instability that was not mentioned is
isostatic rebound. To what extent would tho slow rising of lands
recently covered by glaciers, threaten the integrity of pipelines
wells, or other facilities.



38) Isostatic rebound as a source of geologic instabili% was not mentioned. To what extent would
sl?w ns,mg ol lands recently covered by glaciers, threaten the integrity of pipelines, wells, or
other facilities.
Kgpong: Tlic ubove comment Is not material to the scope of this finding. Although
there may be gradual isostatic uplift in this region, about 1cm/yr. for the past 5,000 yrs.
/"rP memorandum to Hansen, citing to Plalker 1980. 1994), most of the uplift
probably occurs suddenly during great earthquakes. Any hazard to engineered facilities
Irom uplift would not be significant and will likely be overshadowed by other earthquake
effects, such as strong shaking, scafioor failures, and tsunamis (Combcllick, DGGS,
1994n). Since facilities within the Sale 79 area would be designed to withstand
earthquakes, they would be able to withstand gradual isostatic uplift.



REPORT TO
SENATOR LOREN LEMAN. Chairman
Senators: Pearce, Frank, Halford. Taylor, Lincoln and Hoffman
SENATE RESOURCES COMMITTEE
By. Senate Resources Committee Staff

Best Interest Finding and Permitting
Summary

At your request. 1held work sessions with representatives of the oil and gas industry and
others in Anchorage August 8 and September 8. | also conducted phone interviews with
mining and logging representatives active in Alaska. In addition to touching on the best
interest finding process for oil and gas lease sales, this report is meant to begin defining the
""problem of permitting™* which has been referred to in previous testimony by industry
before legislative committees. The Energy Council's CLEER Report on Production and
Jobs recommended stale's audit their permitting process as part of any oil and gas
legislative incentive package. Other reports to the legislature have criticized the Slate as
being less than friendly to business. This report reticcLs my interpretation of the anecdotal
comments of those interviewed and who attended the work sessions. It is my impression
dial those who are commenting on these issues are alerting die state to die fiscal reality of
their business. Long lead times and uncertainty of development are no longer being
accepted as normal business practice in Alaska. With the amount of acreage being released
in Alaska, and the oil axiom dial you find oil where there's oil. the practice of raising the
same issues over and over again with the same players on the same leases seems to be
striking a nerve in Alaska's industrial body.

Best Interest Finding Process for Oil and Gas Lease Sales

B Ihe companies and the state want certainty to the best interest finding process.
There are two slightly different viewpoints on *‘arcawide best interest finding™:

a) do a BIF on a chunk of geography, the BIF applies to lease sales in the
next 3-5 years, area broken up by the suite into lease tracts. and

b) Entire North Slope BIF and allow companies to competitively bid for
larger areas (instead of <3 tracts, would be one tract or 10 tracts). | believe DNR and
industry view this process slightly differently.

Some commented that the hearing process adopted in SB 238 (CH 34. SLA 94)
lengthens the permitting process with no positive result -it has become a delaying tactic.
All' who commented said j B 308 (ClI 38. SLA 94) was a good start to addressing die
problems of continual lawsuits aimed at delaying or derailing development projects.
However, they sec no value in having to address tract by tract factors which could be
addressed in a uniform best interest finding. They said this uniform or arcawide best
interest finding should/could be done in areas where die factors affecting development are
fairly uniform. The Colville/Canning rivers area was mentioned as one area where from
the permittee perspective, the factors affecting a permit to operate are relatively uniform.
The permittees said that rather than working widi the permittees to mitigate concerns, some
regulating agencies' (esp. DEC and F&G) seem to be more focused on dunking up not lust
reasonably foreseeable measures, but mitigation measures for minute concerns such as
"isostatic rebound™ in the comments on preliminary findings for die Yakataga Sale (copy
attached). Companies state that if they don't “'aggressively™ track every mitigation
measure, a mitigation measure becomes a "permit standard'* by default of the company not
being aware or believing that it wouldnt be kept in the final permit. This "‘permit standard'
is then applied to succeeding permits.

BIF/Permitting Report September It). 1995



2 Hie interest in re-evaluating how best interest findings arc done seems to reflect the
companies experience with downsizing and having to become more efficient ot reducing
operating costs. In one work session, a DNR/DO&G representative commented about
reduced budgets and die need to be more efficient -the reaction was nods from around the
room. Most agreed the first arcawide BIF would be expensive. Paperwork would be
voluminous, but those proposing it believe the resulting benefit is efficiency for DNR to be
able to lease more land. Jack Chenoweth, LAA/Legal states *'no prohibitions™ as far as he
can see. providing there is a lease sale of die area for which the BIF is done. Ilis only
concern was in how the idea would impact AS 38.05.035 (e)6(g): exempt sale under
180(dl) sale within previous 5 years and AS 38.05.035(c)6(li): sale under 180(w) sale
within 5 years is subject to BIF. Of course, that would depend on the proposal put before
the committee for consideration.

3) Jim Eason, consultant at the work session, mentioned a bifurcated best interest
finding process. This would require rewriting the BIF provisions to allow sale areas where
afinal BIF has been accepted and upheld without challenge or if challenged and
subsequently upheld, no additional findings would be required, unless the commissioner
(of DNR) determines in his discretion that additional findings arc necessary. Sale areas that
have never gone through a BIF could lie done under an arcawide BIF which would require
the enure AS 38.05.035 process.

4) Some of the smaller operators felt the 5-year oil and gas lease sale process is too
long, but because a sale can be added so that it5 on die lease sale schedule for only three
years, this did not seem to be such a problem. State is trying to get companies to be more
forthcoming about the areas they want to lease. (Pretense of nonchalance or active bluffing
may result in leases being dropped from asale.) This is where the arcawide BIF is
attractive to the strategic, secretive nature of the oil industry. For example, in the second
option mentioned in item 1 acompany could place sealed hids for any tract(s) in the area
covered by the BIF -the larger die area of the BIF and die sale, the better for the

company § strategy.
Permitting

1)  Permitting is an important factor in decisions about investing in Alaska. In one
company sexperience, teserves, economics and permits are important to the (successful)
development ot a project”. There are questions about the ability of government
departments to be efficient in permitting matters. There is perceived distrust among
agencies. There is a perception that departments don't seem to realize that outside ol
government most matters are dispatched with a quick (documented) phone call or fax.
Instead of phoning or faxing fo: additional information, letters arc sent to permittees
resulung in additional time delays. Even the most important/sensitive answers can be
readily attained with a phone confirmauon that a lax was received.

2) Concerns and real-world problems are concentrated in several areas:
a) Interface between fcdcr.il and state governments *critical”.

Depending on land ownership and type ol operation, companies may Ik*working
with local, state and federal governments, they may be required to completed from six to
several dozen permits. Memorandums of Understanding to facilitate interaction between
Mete and federal agencies exist now. hut are apparently out of date. The Division of
Governmental Coordination may be having internal discussions about updaung the MOUS.
The relationship between governments is tritical"" because of the timing in issuance ol
permits Companies are reluctant to say how much impact NOT getting pemiiLs in a umcly

BIF/Permitiing Report September 10, 199



fashion has on ihc viability of a project. Although, if delays in land sales cause projects to
lose their attractiveness, one might surmise that the same would hold true for permit delays.

b) Lois more days are being tacked onto the permitting process *industry
reports agencies say they can't meet the 5-day deadlines to issue permits once coastal zone
requirements are met.

What contributes to permit delays? The Alaska Coastal Zone Management Program
can contribute to delays when the same issues are raised over and over again, even after the
issue has previously been elevated to the commissioner level and a decision rendered (e.g.,
hear interaction plans attached to certain permits by DF&G at the request of USFWS.
subsequently overruled. Although some companies have found ways to cope widi
additional requirements by implcmcnung master plans such as bear interaction plans, all of
these efforts increase operating costs -one of the prime factors in determining marginal
fields.) Expanded authorities for agencies may be legal under die ACMP. but some
question whether the stipulations on permiLs arc consistent with thejurisdiction of the
agency (DF&G stopping the clock to ask in a letter whether pipe being proposed for a
pipeline was old or new pipe)

Undoubtedly, the issue of budgets will surface with the issue of delays. Industry,
having undergone significant internal reductions, understands dial issue, but questions
whether state agencies can or will find more efficient methods of dealing with permits.

~ ¢) No comment from agencies until the last day for reviewl Uncertainty of
whether projects can go forward.

For the most port, companies feel die ACMP program works "pretty well”. Its
consensus nature is "*helpful”. The veto power of one person to squelch a project is viewed
asanegative. Itis discouraging to industry that the clock can be stopped at die last hour.
There is a perception that the public hearings are now forums for slowing or stopping
projects. Frustration expressed dial (he question after a lease sale seems be if. not how. the
project proceeds.

d) Air Quality Permitting: Amount of lime it is taking for permit
evaluations not satisfactory. Consensus that inexperienced staff, plus reorganization al
DEC may be hampering this permitting program.

There is concern that there is no accountability in die billing system for the AQ
program. At least one company would prefer using knowledgeable contractors selected by
the state to process AQ permits. Concern about the level of training of employees
processing AQ permits -most egregious example of billing was 45 hours processingan AQ
permit when industry tell it could have been done in 8-16 hours. Some reported instances
of being referred to a second employee and being billed for die initial contact who could not
assist them and for the second contact. 1 this is not the case, the department may need to
review it's billing so that charges are clearly documented.

e) Vagueness of Coastal Zone standards and expansion of state agency
authority across agency boundaries under ACMP.

The general assessment is that the ACMP standards are open to interpretation. This
could mean the agencies have the discretion to expedite or to hinder a permit based on an
individual's subjective interpretation ol the standards. The lack of standards for permitting
contributes to the delays (e.g.. for contiguous tracts the stipulations on overhead flights
may be different from one tract to another. Stream setbacks vary from tract to tract) Some
consensus that putting additional activities on the ACMP MB" List would expedite
permitting lor those activities. Recommendation from industry that the ACMP program
proposals he put in a lorm similar to proposed regulations lor simpler review.

BIF/Permitting Report ] September 10. 19%



3) Shared Costs. Under this arrangement, u company purchases expedited permits.
Agencies say otherwise it's first come first served. Hits shared cost arrangement expedites

permits, but raises eyebrows because:
a) concern that slate employees are under pressure to overlook infractions

in order to process the permit which was paid for;
b) concern about inexperienced employees taking too long to do what

private sector counterpaits do in less time:
c) concern about the "message" of industry financing die expedition ol

permits:

il) concern about departments blackmailing industry to pay for full time
positions necessary" to expedite permits

BIF/Permltllng RGpOl‘t September IIl. I'W*
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Occupancy of Buildings

Permit for Oversize/Overweight Vehicles or Loads

Alaska Business License

Nonresident Affidavit and Tax Security Requirements

Utility Permit — on State Right-of-Way

Encroachment Permit

Discharge of Dredged or Fill Matenal into U.S. Waters

Structures or Work in/or Affecting Navigable Waters
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Rights-of-Way (Indian Land)
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<10 Cushman Street

Fairbanks. Alaska V970l
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NOTICE OF CHANGE OF DATES OF
HEARING AND PRE-HEARING CONFERENCE
ALASKA OIL AND CAS CONSERVATION COMMISSION

Rc:  Prudlioc Oil Pool - Compulsory Unitization Plan
Ptc-Hcnrim; Conference and Hcaritm Rescheduled

Notice is hereby given that the Alaska Oil and Gas Conservation
Commission (AOGCC) on its own motion has rescheduled to October 24, 1995,
the hearing previously scheduled for September 11. 1995. to develop a plan for
compulsory unitization of the Prudhoc Oil Pool, as provided by Conservation
Order 360. The preheating conference in this matter is rescheduled from
September 5. 1995. to October 17, 1995. The hearing and pre-hearing conference
will be held at 9:00 AM at the AOGCC office. 3001 Porcupine Drive, Anchorage.
AK.

Upon written request, the hearing and pre-hearing conference may be
postponed if. in the judgment of the Commission, the owners of the Prudhoc Oil
Pool arc working to integrate the separate and competing equities of the gas cap
and oil rim within the Prudhoc Bay Unit.

If you arc a person with a disability who may need a special
accommodation, auxiliary aid or service, or alternative communication format in

order to comment on the proposed action, please contact Diana Fleck at 279-1433
by 4.00 PM. Octaober 10. 1995.

Commissioner

Published August 30 and August 31, 1995



STATE OF ALASKA
ALASKA OIL AND GAS CONSERVATION COMMISSION

3001 Porcupine Drive
Anchorage Alaska 99501-3192

In the matters of:

A hearing to review the plan of development
and operation and other agreements as they
affect Natural Gas Liquid (NGL) throughput,
Misciblc Injcc'ant (M) utilization and ultimate
recovery from Prudhoe Bay;

The Petition of ARCO Alaska, Inc, fora
ruling on maximization of NGL blending; and

The Petition of BP Exploration (Alaska) Inc
requesting arion or an order aflcr the Com-
mission’s review of the plan of development
and operation and other agreements as they
affect NGL throughput, M1 utilization and
ultimate recovery from Prudhoe Bay.

N e e N N N N N N N N S

ORDER DENYING PHILLIPS PETROLEUM COMPANY’S
APPLICATION FOR REHEARING OF CONSERVATION ORDER 360

Phillips Petroleum Company (**Phillips™) has applied for a rehearssng with respect to CooxrvaUtr
Order 360 issued on August 9, 1995 ("Order) Phillips hes failed toshow that the order is

erroneous in any respect, and its application is tharcfare denied.

Contrary to Phillips*argument, the Commission'sjurisdiction is not limited to the prevention of

physical weste * For example, AS 31.05.030(c)(6)--a provision not addressed by Phillips—
authorizes the Commission to "'regulate, for conservation purposes , the quantity and rate of the
production of oil and gas froma well or property ..." **Conservation purposes' include, at least, the
purposes of preventing waste, insuring a greater ultimate recovery of oil and gas. and protecting
correlative nghts. SccAS 31.05.030(d)(9) and 31.05.110(8) The Commission interprets

IMoreover, Phillips interprets this term in an overly narrow way. The reference in
AS 31 05.170< 14)<A) to "good oil field engineering practices' dees not mean that an operator must be
violating good oil field engineering practices in order to be commitung waste That phrase acts as a
gualification to the general rule that a method ofoperation which results in reducing the quantity of oil or
gas to be recovered it wasteful c g, the failure to invest an additional billion dollars in pool development
in order to recover one more boncl of oil is not wasteful, even though it literal!) reduces the quantity of oil
to be recovered, because such an investment would not be in accordance with good oil field engineering
practices
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AS 31.05 on the assumption thet the legislature did not include superfluous or meaningless
language, and consequently the concegt of *‘insuring a greater ultimate recovery of oil and gas,"
while no doubt related to the concept of *“preventing weste," is not identical to it

In requiring maximum NGL blending through August 31, 1996, paragraph (1) of die Order
regulates the quantity and rate of die production of oil and gas from Prudhoc Qil Poal wells for
conservation purposes.

In claiming that the Order "'does nothing to prevent'* weste, and indeed diat *“maximum NGL
blending will result in weste"* Phillips ignores the limited duration of dial portion of the Order
regarding maximum NGL blending and its relationship to the Commission's findings and
conclusions regarding unitization. The Commission believes dut once die distorting dTocts of
competitive equity interests arc removed by conplete unitization, die operators will likely be able
toagree on a balance of Ml and blcndablc NGLs that insures a greater ultimate recovery of oil and
gas and prevents waste.* That course seems preferable to die Commission's imposition of a
permanent rule based on a record in which the evidence and positions on die technical issues have
been substantially driven by conflicting economic interests

In die meantime, the Order is intended to minimize die likelihood of weste and of failing to insure
greater ultimate recovery, while at the same time avoiding any impairment of correlative rights
That docs not reguire that die Commission choose between two-dimensional and three-dimensional
modeling, see Phillips Petroleum Company's Application for Rehearing (**Application™) at 13 find
that physical waste has occurred, seeid at X or believe or disbelieve the testimony of Dr. Jones
?c?d a 14 It requires only that the Commission recognize thet maximum NGL blending fora
period of approximately ane year will probably not adversely impact EOR recovery, while failure
to maximize NGL blending during this period would resuit in the loss of some NGL production
That cognition is fully supported by die evidence and by die Commission's findings and
conclusions  See, ¢ g . Findings 54. 61.66. 86. 87: Condusions 13 14, 15 16 Phillips'factual
claims in support ot its argument diat *‘maximum NGL blending will resuit in weste™ arc not
iustificd by the record.

Phillips' arguments concerning Conservation Order 290 requires little discussion. No one
questions that it would be preferable if the expectations presented to the Commission in the
hearings leading to dut order had been realized, and if there were no competition between MI and
NGL production. Unfortunately, the present controversy docs involve such competition and
therefore demands, for the present at least, a decision dut addresses such competition. Conclusion
No. 5 in the present Order, however, reminds the working interest owners that ncidicr maximum
NGL blending as has been temporarily ordered, nor constrained NGL blending as had been
imposed by BPXA at Skid 50, addresses the larger issue of fulfilling the expectations underlying
Conservation Order 2<”

*It is true tlui such an outcome is not guaranteed, and that even after complete unitization the
possibility of technical disagreement will remain. Inthatcent the Commission may be compelled to
resolve the disagreement on a more permanent basil.
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Finally, Phillips' attack on the Commission's authority to compel unitization of the equity interests
in the Prudhoc Oil Pool is not persuasive. Phillips' premise, that there exists "an existing voluntary

unit," is incorrect for purposes of AS 31.05.110.3 In "a unit”, within the meaning of

AS 31.05.110, al! of the interests in affected land arc integrated, and each tract receives an
allocated share of "all oil and gas produced from (the) unit area.” (Emphasis supplied). The
existing property regime for the Prudhoc Oil Pool might perhaps be viewed as two units, one
covering die oil nm and one covering die gas cap, or it might be viewed as an arrangement that
meets many but not all of the requirements for a unit, but it is not "a unit" for purposes of AS

31.05.110.

THEREFORE, IT ISORDERED BY THE COMMISSION THAT:
Phillips Petroleum Company’ Application for Rehearing is denied.

DONE at Anchorage, Alaska, August 28, 1995.

David NV. Johnston,
Alaska OiJ and Gas Commission

Russell A. Douglass, Commissioner
Alaska Oil and Gas Conservation Commission

Tuckcrman Babcock, Commissioner
Alaska Oil and Gas Conservation Commission

3This does not affect whether a cooperative or unit plan exists for purposes of

AS 38.05 180.



STATE OF ALASKA
ALASKA OIL AND GAS CONSERVATION COMMISSION
3001 Porcupine Drive
Anchorage Alaska 99501-3192

In the matters of:

A hearing to review the plan of development
and operation and other agreements as they
affect Natural Gas Liquid (NGL) throughput,
Miscible Injcctant (M) utilization and ultimate
recovery from Prudhoc Bay;

The Petition of ARCO Alaska, Inc., for a
ruling on maximization of NGL blending; and

The Petition of BP Exploration (Alaska) Inc.
requesting action or an order after the Com-
mission's review of the plan of development
and operation and other agreements as they
affect NGL throughput, M| utilization and
ultimate recovery from Prudhoc Bay

N N N N N NN N NN N N N N N N

ORDER RESCHEDULING HEARING

The Commission has decided to reschedule the hearing that was previously scheduled to
take place on September 11, 1995, to develop a plan for compulsory unitization of the
Prudhoe QOil Pool, as provided by Conservation Order 360.

The Commission also wishes to clarify the nature of this hearing, since it appears from
certain filings received in this matter that some confusion may exist on this question.
Under AS 31.05.110(b), a petition to compel unitization of a pool may be filed by or with
the Commission, followed by a hearing. The petition must be accompanied by a
recommended plan of unitization. The Commission to this date has neither filed a petition
to unitize the Prudhoc Oil Pool nor developed a recommended plan of unitization The
hearing now scheduled for October 21, 1995, is intended to enable the Commission to
develop a recommended plan of unitization. After developing such a recommended plan,
the Commission anticipates petitioning on its own motion for compulsory unitization
(unless appropriate voluntary efforts are evident) and scheduling a hearing on that petition.

IT IS ORDERED BY THE COMMISSION THAT:
The hearing to develop a plan for compulsory unitization of the Prudhoc Oil Poal is

rescheduled to 9:00 a.m., October 24, 1995, at the offices of the Commission. 3001
Porcupine Drive, Anchorage, Alaska The prehearing conference in this matter is



rescheduled to 9.00 a.m., October 17, 1995, at the same location. The deadline for
written submittals referred to in paragraph 3 of Conservation Order 360 is unchanged

from Septcmbel 1, 1995,

DONE at Anchorage, Alaska, August 28, 1995.

AN

David W. JohnstonACllairman
Alaska Oil and Gas Conservation Commission

Russell A. Douglass. Lomm/ysioncr
Alaska Oil and Gas Conservation Commission

['uckcmian Babcock, Commissioner
Alaska Oil and Gas Conservation Commission



STATE OF ALASKA
ALASKA OIL AND GAS CONSERVATION COMMISSION
3001 Porcupine Drive
Anchorage Alaska 99501-3192

In the matters of:

A hearing to review the plan of development
and operation and other agreements as they
affect Natural Gas Liquid (NGf ) throughput,
Miscible Injcctant (MI) utiliza’ m and ultimate
recovery from Prudhoe Bay;

The Petition of ARCO Alaska, Inc., fora
ruling on maximization of NGL blending; and

The Petition of BP Exploration (Alaska) Inc.
requesting action or an order after the Com-
mission’s review of the plan of development
and operation and other agreements as they
affect NGL throughput, M| utilization and
ultimate recovery from Prudhoe Bay

RULING ON REQUESTS TO EXTEND TIME FOR FILING APPLICATIONS
FOR REHEARING AND TO POSTPONE COMPULSORY UNITIZATION PLAN
HEARING

On August 28, 1995, the Commission received requests from BP Exploration (Alaska)

Inc (""BPXA™) and Exxon Company, U.S.A. (""Exxon”), seeking to extend the tunc
within which applications for rehearing may be filed under AS 31.05.080(a). The
requested extensions, however, would apply to rehearing with respect to only certain
portions of Conservation Order 360, not the entire order. Whether or not the Commission
is authorized under AS 31.05.080(a) to grant piecemeal extensions, to do so would create
potentially tangled problems concerning the appealability of the order and the deadlines for
filing appeals. This is particularly true given the fact that Phillips Petroleum Company has
already filed an application for rehearing and that the time for deciding its application
expires today.

IT IS ORDERED:

For the reasons stated above, and for the reason that in a separate action today the
Commission on its own motion is postponing the hearing referred to in Rule 2,



RULING ON REQUESTS TO EXTEND TIME FOR FILING APPLICATIONS FOR REHEARING AND
TO POSTPONE COMPULSORY UNITIZATION PLAN HEARING
PAGE 2

Conservation Order 360, thus effectively providing part of the relief sought by BPXA and
Exxon, the requests of BPXA and Exxon are denied.

DONE at Anchorage, Alaska, August 28, 1995.

Tuckerman Babcock, Commissioner
Alaska Oil and Gas Conservation Commissic-



STATE OF ALASKA
ALASKA Oil, AND GAS CONSERVATION COMMISSION
3001 Porcupine Drive
Anchorage Alaska 99501-3192

Rc: THE APPLICATION OF ARCO ) Conservation Order No. 361
ALASKA, INC. for an order granting )
an exception to spacing requirements of ) ARCO Alaska Inc.
Title 20 AAC 25.055 to provide for the ) Tabasco No. .
drilling of the ARCO Tabasco No. | )
development oil well. )
August 16. 1995
IT APPEARING THAT:
1 ARCO Alaska. Inc. submitted an application dated July 25. 1995 requesting exception to

20 AAC 25.055(a)(3) to allow drilling the ARCO Tabasco No | development oil well to
an undefined oil pool in the Kuparuk River Unit to a producing location which is closer

than 500 feet to a drilling unit boundary.

2. Notice of hearing was published in the Anchorage Drily News on July 29. 1995 pursuant
to 20 AAC 25.540.

3 No protests to the application were received.
FINDINGS:
1 The ARCO Tabasco No | well as proposed will be drilled as a deviated hole with

a surface location of 240" from the south line and 556’ from the west line of Scctic i I,
T1 IN. R8E, Umiat Meridian (UM) and a bottomholc location of 90' from the north
line and 893' from the cast line of section 11. T| IN. R8E, UM.

2. Offset owners BP Exploration (Alaska) Inc., Chevron U S A. Inc., Exxon Company
USA.. Mobil Oil Corporation and Union Oil Company of California have been duly
notified.

4 An exception to 20 AAC 25.055(a)(3) is necessary to allow drilling of this well.

CONCLUSION:

Granting a spacing exception to allow drilling of the ARCO Tabasco No. | well as proposed will
not result in waste nor jeopardize correlative rights



Conservation Order No. 361
August 1G, 1995

NOW, THEREFORE, IT IS ORDERED:

ARCO Alaska, Inc.'s application for exception to 20 AAC 25.055 for the purpose of drilling the
Tabasco No. | well is approved as proposed.

DONE at Anchorage. Alaska and dated August 16. 1995.

Russell A. Douglass, Commission
Alaska Oil and Gas Conservation Commission

fuckcrman Babcock, Commissioner
Alaska Oil and Gas Conservation Commission

AS 31.05 080 provides that within 20 days alter receipt o f written notice of liic entry of an order, a paam affected
by it may file with the Commission application for tchcanng A request for rehearing must be received by
4:30 PM on the 23rd day following the date ofthe order, or next working day if aholiday or weekend, to be timely
filed The Commission shall grant or refuse the application in whole or in put within 10 daw Ihc Commission
can refuse an opplication by not acting on it wiihin the 10-day period An alTcctcd pason has 30 days from the
date the Commission refuses »hc application or mails (or otherwise distributes) an orda upon rehearing, both
being the final orda of tlw Commission, to appeal the decision to superior Court Where arequest for rehearing is
denied by nonaction of the Commission, the 30-day penod for appeal to Supaior Court runs bom the date on
which the request is deemed denied fi ¢ . 10th day alter the application for rehearing was Hlo.11




STATE OF ALASKA
ALASKA OIL AND GAS CONSERVATION COMMISSION
3001 Porcupine Drive
Aanchorage Alaska 99501-3192

Re. THE APPLICATION OF STEWART Conservation Order No. 359

PETROLEUM COMPANY for an order

granting an exception to the spacing Stewart Petroleum Company
requirements of Title 20 AAC 25.055 West McArthur River Unit No. |1A
for the Stewart West McArthur River Unit

N N N N N N

No 1A development oil well. August 14, 19%5

IT APPEARING THAT:

1 Stewart Petraleum Company submitted an application dated July 10. 1995 requesting
exception to 20 AAC 25.055(a)(3) toallow drilling the West McArthur River Unit No. 1A

development oil well as the second well within a drilling unit to produce oil from the West
McArthur River Oil Pool.

2 Notice of an opportunity of public hearing was published in the Anchorage Daily News on
July 14. 1995 pursuant to 20 AAC 25.540.

3. No protests to the application were received

FINDINGS:

I Stewart Petroleunts West McArthur River Unit No. 1A well as proposed will bea
deviated hole drilled from a surface location 2871' from die south line and 1351 from the
west line of Section 16, T8N. RI4W, Seward Meridian (SM) to a bottom-holc location
1793”from the north line and 1710 from die cast line of Section 10. T8N, R14W, SM.

2 Offset owner Union Oil Company of California has been duly notified.

3 An exception t0 20 AAC 25.055(a)(3) is necessary to bring this well into compliance with
statewide rules governing well spacing and drilling units

CONCLUSION:

Granting a spacing exception for die West McArthur River Unit No 1A development oil well will
not resuit in waste nor jeopardize correlative rights



Conservation Order No. 359 Page 2
August 14. 1995

NOW, THEREFORE, IT IS ORDERED:

Stewart Petroleum Company’s application for exception to 20 AAC 25,055 for the West
McArthur River Unit No. 1A well is approved as proposed.

DONE at Anchorage. Alaska and dated August 14, 1995,

fajckerman P thoock, Commissioner
Alaska Oil and Gas Conservation Commission

AS 31 OGS 080 provides dial within 20 dap alter receipt of written notice of the entry of an orda, a person affected
by it tnay file with Uic Commission an application for rehearing A request for rehearing must be received by
ML.30 PM on the 23rd day following the date of the order, or next working day if a holiday or weekend, to be timely
filed. IThc Commission dull grant or refuse die application in whole or in part widtin 10 days. The Commission
urn refuse an application by not acting on it within d<c 10-day period. An affected person has 30 days from the
date the Commission refuses the application or mails (or otherwise distributes) an order upon rehearing, bodi
being die final order of (he Commission, to appeal the decision to Superior Court. Where a request for rehearing
is denied by nonaction of die Commission, the 30-slay period for appeal to Superior Court runs from the date on
which the request is deemed denicd fi e . 10th dav alter the .unification for (cheating was tiled 1




Notice of Public Hearing

STATE OF ALASKA
Alaska Oil and Gas Conservation Commission

Re:  Tho application of STEWART PETROLEUM COMPANY for exception to 20
AAC 25.055 to allow drilling tho WEST McARTHUR RIVER UNIT No. 4

exploratory oil and gas well.

STEWART PETROLEUM COMPANY by letter dated August 23. 1995 has
requested an exception to the provisions of 20 AAC 25.055(a)(2) & (3) for the drilling of
an exploratory oil and gas well in the West McArthur River Unit, in the Cook Inlet.

The exception would allow Stewart Petroleum Company to directionally drill tho
West McArthur River Unit No. 4 exploratory well to a potentially gas productive location
that is closer than 1500 feet from a section line. The well is also projected to encounter
a socondary oil target within 500 feet of a quarter section line. The proposed surface
location is 2026" from the south line and 1974' from the west line (FWL) of Section 16,
T8N. R14W, Seward Meridian (SM) and tho proposed bottom-hote location is 1088’
from the north line and 200" FW L of Section 22, T8N, R14V', SM.

A person who may be harmed if the requested order is issued may file a written protest
prior to 4:00 PM September 14, 1995 with the Alaska Oil and Gas Conservation
Commission, 3001 Porcupine Drive, Anchorage, Alaska 99501, and request a hearing
on the matter. If the protest is timely filed and raises a substantial and material issue
crucial to the Commission’s determination, a heanng on the matter will be held at the
above address at 9:00 am on September 29, 1995 in conformance with 20 AAC
25.540. If a hearing is to be held, interested parties may confirm this by calling the
Commission's office, (907) 279-1433 after September 14. 1995. If no protest is fitod,
the Commission will consider tho issuance of the order without a hearing.

If you are a person with a disability who may need a special modification in

order to comment or to attend tho public hearing, please contact Diana Fleck at 279-
1433 no later than September 25,1995.

I
Maska Oil and Gas Conservation Commission

Published August 30. 1995
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AOGA Briefing Paper
Leasing Policy
November, 1994

A predictable and dependable oil and gas leasing program is essential to the continued vitality of the
oil industry in Alaska. Companies that might be interested in investing in Alaska need a dependable
leasing program so that budgetary and manpower commitments can be made to effectively evaluate
lease areas and prospects.

Desired Action: The Commissioner o fNatural Resources, hey managers o fthe Division ofQil
and Gas, and industry representatives shouldjointly participate in a leasing policy work session
to identify areas o fagreement on ways to improve and strengthen the state's leasing program.

Benefit to State A predictable oil and gas leasing program allows the state, public, local
governments and the industry to efficiently plan for oil and gas related activities and fiscal

expenditures.

Significance: The future expenditure of exploration dollars and the drilling of exploration wells is
dependent on the financial and logistical planning of lease sales within the state. Companies arc
competing on a worldwide basis for exploration dollars and a reliable and consistent leasing program
will enable companies to evaluate opportunities in Alaska.

Background: The state has a Five-Year Leasing Program in place since 1979 and has held over 36
sales under this program. The sale areas arc concentrated on the North Slope and Cook Inlet. There
has been a rather hesitant leasing program in these areas over the last 9 years. This is in no way the
states fault, in that external events have largely shaped when lease sales will occur. The
strengthening of this program along with supplementing the system with exempt sales and a
supplemental exempt system will allow for more options in making state lands available for leasing.

There is a window of opportunity for leasing in the different areas which is driven by the companies
economics and the prospects available. To supplement the leasing program exempt sales should be
offered to allow for no more than one year to pass between offerings in an area. In areas where bids
arc received exempt sales should be used to supplement the Five-Year Leasing Program.

An optimum leasing program would include a mix of successful policies and practices aimed ata
goal of providing new leasing opportunities annually. ITtc mix would include planned sales under
the Five-Year Plan, supplemented by both Annual Exempt Sales and some form 0f Supplemental

Exempt Sales.

The State's Five-Year Leasing Program is the cornerstone of oil and gas exploration in Alaska. A
joint effort of the industry and the state in improving lines of communication with each other and
the public about the implementation of SB 308 in planning and holding lease sales will benefit

everyone.



Alaska's Leasing Program could be strengthened through the following:

<= Arcawide Best Interest Findings: The preparation ofArcawide Best Interest fundings would
shorten the time and work now undertaken to hold a lease sale. The amendments to Title 3ti will
allow the use ofan Arcawide Best interest Findingfor Cook Inlet and North Slope. New and
additional data would he addressed in sale specific Best Interest Findings (in which the
Arcawide Best Interest Finding would be incorporated by reference). Areawide findings arc
extensively used by the Department of Fish & Game, thefederal Environmental Protection
Agency, and other national management agencies, like the Forest Service and Bureau ofland
Management

<= Exempt Oil and Gas Lease Sides. To supplement the lease sale process in Cook Inlet and the
North Slope, exempt sales should be offered in each area where recent leasing has occurredand
where the industry>shows an interest. A 2 to Jyear period is too long to go without offering a
lease sale in areas where there is demonstrated interest The goal should be a minimum of
annual exempt sales.

0 Supplemental Exempt Lease Sides. An addition to the statutory Five-Year Leasing Program
would be a form of supplemental exempt lease sales held at industry requestfollowing the
nomination ofindividual tracts or small numbers oftracts which have been previously offered
for lease under the regular lease sale process andfor which no bids were received. Following
tract nominalions, a 30-day public notice period would allow all interested parties to submit
bids on the nominated tracts. 45 days after the tracts were originally nominated, bids would be
opened and the tracts n ould be offered to the highest bidder.

o Administration of State Leases. Unitization: A model administration program would include
agreement on more objective guidelines for establishment, expansion, contraction, and work
commitments associated with state units. The move toward rationalized work commitments
based on prudent practices w ill encourage early development and production.

Schedule: The Five-Year Leasing Program is scheduled for release in January of 1995. Developing
regulations for supplemental exempt sales could be done in conjunction with the legislative session.

AOGA Briefing Paper November. 1994
Leasing Policy Page 2
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LAPP Resources Inc.
4900 Sportsman Drive
AnchoroQO, Alaska U.S.A.
99502-4169
Telephono +1 <907) 248-7188 Facsimile +1 (907) 248-7278

September 11, 1995

Ms. Annette Krcitzer
Senate Resources Committee

Suite 540
716 West Fourth Avenue
Anchorage, AK 99501-2133

Dear Annette:

Thank you for conducting the last two work sessions on oil and gas statutes, regulations and the
permitting process. 1have received your FAX dated Septcmbei 10 and would like to offer the

following comment.

Page 2, Item 4 of the BIF/Perrnitling Report states that the smaller companies do not see much
problem with a three-year (instead of five-year) time line on the State’ leasing process. | be-
lieve that the Alaskan independents arc still poorly served by even a three-year time line. We
often cannot get the land which we want to explore included in a lease sale. When we find at-
tractive land in a lease sale, we may not be able to secure enough of the play or prospect at any
given sale to attract partners to form a larger joint venture.

As an illustration of the above, | enclose a real-world example of the difficulties encountered by
my company in trying to get any previouslv-offcred acreage from a specific area offered as an
exempt sale or included in an upcoming sale. The earliest our preferred acreage could be in-
cluded in a scheduled sale is July 1996 + Sale 85), and no gjarantccs then! What do we do in

the meantime for three years???

A much more flexible and attractive leasing program, especially for smaller companies, would
be an "over the counter™ type leasing program on acreage of'crcd but not awarded in previous
sales. Notice the "not awarded” terminology will allow the “tate to offer even those tracts
which received bids at previous sales, but were cither not eventually awarded, or were awarded

and later surrendered or forfeited.

Outside independents looking at Alaska as a possible exploration destination need to sec that
acreage is available at a reasonable cost within a reasonable time frame (measured in weeks or
months, not years), to seriously consider that Alaska is truly "Open for Business".

Thank you.

Sincerely,

David W. Lappi
President
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LAPP Resources Inc.

4900 Sportsman Drive
Ancliorogo, Alaska USA
"9502-4169

Telophone +1 (907)248-7100 Fucolmilo +1 (907) 248-7270

May 21, 1993
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Sincerely,

re\él W. Lappl

Exploration and Davokxxnent
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DIVISION OF OIL AND QAS

June 17. 1993

David Lippi

LAPP Resources Inc.

4900 Sporumin Drive
Anchorage, Alaska 99502-4169

Re: Nomination of acreage for proposed Sale 78 Cook Inlet

Dear Mr. Lappi:

The division of Oil and Gas appreciates your interest in die state's oil and gas leasing
program and thanks you for your nomination. Unfortunately, we arc unable to accede to your
request for a separate oil and gar lease sale to be held concurrently with proposed Oil and
Gas Lease Sale 78 (Cook Inlet), in January of 1994. There is insufficient time remaining
before the sale date for this division to complete the necessary research and review and to
adhere to the legal requirements. Nor is there enough time to attempt to include the acreage
in Sale 78. To attempt to hold a sale concurrent with, or to include this acreage in proposed

Sale 78 would mean delaying the sale six to eight weeks.

Under state law, the division must follow certain administrative procedures and adhere to
prescribed schedules so as not to invite legal challenges and unneeded delays to our lease
sales. As a result of our obligation to follow the law and to abide by regulations, the

division's schedule may not always conform to a company's own individual requirements.

Regularly scheduled sales must be included on the state's five-year oil and gas leasing

schedule for at least two years before the sale may be held. Sales exempt from this specific
requirement, such as under AS 38.05.180(d), still require adequate public review and public
notice, as well as a best interest finding under AS 38.05.035 and a coastal zone consistence

determlnadon under AS 44.19 (ACMP).

Exempt sales under AS 38.05.180(w) are functionally sales that rc-offer lands Included in oil
and gas lease sales held within the last five years for which a best interest finding has already
been issued. Sales under this statute can be exempted from the issuance of a new best
interest finding if, after public review, the commissioner determines that no new information
has been submitted that would require a revision of the existing best interest finding. This
exemption, however, docs not relieve the division of its responsibility for proper title review,
soliciting substantive public comment and giving adequate public notioe. An exempt oil and
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gtu lease sale of ihis type would require six to nine months of preparation depending on the
information obtained during the comment periods.

In reviewing your nomination it appears that AS 38.05.180(w) would not be applicable to
most of the acreage you have nominated. A large portion of the acreage included In your
nomination is currently under lease. Half of the unleased acreage indicated was not offered
in either Sales 67A, 67A-W or 76 and therefore would not qualify under this exemption.

This acreage would have to be ofi*red under one of the other exemptions under

AS 38.05.180(d) which are jiflj exempted from a full public review and the Issuance of a new
best interest finding and consistency determination under ACMP. This pioocss would require
twelve to eighteen months of preparation, depending on the information obtained during the

comment periods.

The balance of your nomination was offered in two oil and gas lease sales held just this last
January. Acreage from Sale 67A-W was previously offerer’ as recently as January 1991 in
Sale 67A. DQ&G has offered a total of four oil and gas lease sales within the Cook Inlet
Basin in the last 30 months and is actively preparing for another three over the next three
yean. | believe that this division has done its best in providing industry with ample

opportunities to acquire leases on lands within this region.

Because of this division'! diminished manpower, adding another Cook Inlet exempt sale
would require the deletion of one of the state's currently scheduled sales. Though the
division is Interested in leasing as much acreage as it can in the Cook Inlet Basin, it is
obligated to the public interest and to industry to offer lands in other basins as well. Industry
has devoted substantia] time and resources to evaluating and preparing for these tales. 1 feel
that it would be unreasc-able to forego opportunities to offer acreage In other prospective
areas in order to give some companies a third or forth shot at the same acreage in the Cook
Inlet. However the area you have nominated will be considered when the division selects
acreage to be included in proposed Oil and Oas Lease Sale 85 (Cook Inlet), scheduled for

offering In July 1996.
If you have any questions you may contact our Lease Sales Manager, Jim Hansen, at

762-2588.

Sincerely,

director





