


IN IT IA L  S E C T IO N A L  S U M M A R Y
3/X/95 by K rc it /cr ,  C o m m it t e e  A ide

S B  112: "A n  A ct e s ta b lis h in g  a d is c o v e ry  ro y a lty  c re d it fo r the
le s s e e s  o f  s ta te  la n d  d r i l l in g  e x p lo ra to ry  w e lls  an d  m a k in g  th e  f irs t 
d is c o v e ry  o f  o il o r  g as  in c o m m e rc ia l q u a n titie s ."

S e c t io n  1.: M ak es  th e  f irs t d is c o v e ry  ro y a lty  c re d it a p p l ic a b le
u n d e r  th e  e x p lo ra tio n  lic e n s in g  p ro g ra m  p a sse d  last y e a r  (S B  150). 
T h e  ro y a lty  sh a ll be re d u c e d  to fiv e  p e rc e n t fo r the  f irs t 10 y ea rs  
fo l lo w in g  the  d a te  o f  f irs t d isc o v e ry  o f  o il o r  gas  in c o m m e rc ia l 
q u a n t i t ie s .  N O  d e f in i t io n  o f  " c o m m e rc ia l q u a n titie s "  o r "d a te  o f 
d is c o v e ry "  an d  h o w  th a t is d e te rm in e d . C o m m e rc ia l q u a n t i t ie s  has  
d i f f e r e n t  m e a n in g  th a n  p a y in g  q u a n t i t ie s -  re c o v e r  o p e ra t in g  c o s ts . 
C o m m e rc ia l  q u a n t i t ie s  - need  to  re c o v e r  in v e s tm e n t ,  d e v e lo p m e n t ,  
a n d  p ro d u c tio n  c o s ts .

S e c t io n  2 .: A d d s  b ack  in to  s ta tu te  th e  a b i l i ty  fo r  the c o m m is s io n e r  
o f  th e  D e p a r tm e n t o f  N a tu ra l R e so u rc e s  to  a llo w  a ro y a lty  re d u c tio n  
o f  5 %  fo r th e  firs t 10 y e a rs  on o il o r  gas  le ase s  on s ta te  lan d . A fte r 
10 y e a rs , th e  ro y a lty  re v e r ts  to th e  le a s in g  m e th o d  c h o se n  by  th e  
c o m m is s io n e r  (A -G ).



S e n a t e  R e s o u r c e s  C o m m i t t e e

State C apitol
Official Business Juneau AK 99801

Sponsor Statement for:
Senate Bill 112: Discovery Royalty

A l a s k a  S t a t e  L e g i s l a t u r e

When SB 112 was introduced by the Senate Resources Committee it was written for 
discussion purposes as the law had been when it was repealed in 1969 (1, CH 65 SLA 
1969), recognizing that such terms as "in commercial quantities", "geologic structure" and 
"first discovery" would have to be discussed regarding their current relevance.

These vague terms resulted in litigation over the previous discovery royalty program. The 
committee has worked closely with the Department of Natural Resources and industry to 
write legislation that narrows the opportunity for litigation over who is awarded a discovery 
royalty under this proposal.

The new program is intended to reward not only the first person to drill a well resulting in a 
new discovery, but that person must also complete the well - resulting in production. The 
discovery royalty provision is available to all Cook Inlet Sedimentary Basin future leases 
and to non-producing, non-unitized leases entered into before the effective date o f the acL

Lessees with leases under the old discovery royalty program may choose either that 
program or the new program, but not both.

It is die sponsor’s intent that this legislation will encourage new activity in the Cook Inlet 
region.



2 N A T E  C O M M I T T E E  R E F ' R T  

F i r s t  C o m m i t t e e  o f  R e f e r r a l

DATE: 3/7/95 F U R T H E R :  F ina n ce

D A T E  T U R N E D  _ _ - .
IN TO  O F F I C E :

D a te  o f  5 -D a y  N o t ic e :  3 * 1 5  -C)S  

(in a cco rd a n ce  with Uniform Rule 23)

R e so u rce s  Com m ittee considered S B  112

Establishing a discovery royalty credit for the lessees  of state land drilling exploratory wells and 
making the first d iscovery of oil or gas in com m ercia l quantities.

ami recom m ends.
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A l a s k a  S t a t e  L e g i s l a t u r e

Stale Capitol
Official Business Juneau AK 99801

MEMO

TO: Jack Chcnoweth, Legal Services
via fax: X2029 this page only

FROM: Annette Krcitzcr, Aide to M
Senate Resources Committee

DATE: March 18, 1996

RE: CS 1 >2(RES): Discovery Royalty

Please create a FINAL Resources committee substitute for SB 112 using 9-LS0808NK 
dated March 15, 1996.

There were no other changes to the bill. Please deliver the FINAL to Senator Leman's 
office. Room 115 o f the Capitol.



SE N A T E  R E SO U R C E S C O M M IT T E E

Slate Capitol
Official Business Juneau AK 99801

A l a s k a  S t a t e  L e g i s l a t u r e

MEMO

TO: Senator Pcarcc, Vice Chairman
Senator Halford 
Senator Fnr.k 
Senator Tayior

T H R O U G H : S e n a to r  L o ren  L em an , C h a irm a n

FROM: Annette Krcitzcr, Aide to
Senate Resources Committee

DATE: March 18,1996

RE: CS SB 112(RES)

Attached is the Committee Substitute which incorporates the amendments made in Senate 
Resources to SB 112. Please let me know if the language beginning on page 3, line 25 
through the end o f  the bill is nfil consistent with your interpretation o f the amendments.

I will request a final committee substitute to be read across for W ednesday (March 20) and 
initiate a request to the Senate Finance Committee for a hearing if there arc no 
discrepancies.



9-LS0808\K*

CS FO R SENATE BILL NO. 112(RES)

IN THE LEGISLATURE OF THE STATE OF ALASKA

NINETEENTH LEGISLATURE - SECOND SESSION

BY THE SEN ATE RESOURCES COMMITTEE

O f f e r e d :

Referred:

S p o n s o r s :  SENATE RESOURCES COMMITTEE

A B IL L

FO R  AN A C T ENTITLED

"A n Act estab lish ing  a discovery royalty credit for the lessees of sta te  land

d rilling  exp lo ra to ry  wells and  m aking the first discovery or oil o r  gas in a n  oil

o r  gas poo l in the C ook  In le t sed im entary basin ."

•La ­

b e  IT  EN A C TED  BY T H E  LEG ISLA TU R E O F TH E STA TE O F A LA SK A :

/V* J jC a a > -v - I . . v * —  ,
• S ection  1. AS 38.05.134 is amended to read:* h-<

Sec. 38.05.134. CONVERSION TO LEASE. If the licensee requests and the ” fA ./
'j* ‘

com m issioner determines that the work commitment obligation set out in an oil an d 1
b P r  J J agas exploration license issued under AS 38.05.132 has been met. the com m issioner

'•ff\ * n . v"
shall convert to one or more oil and gas leases all or pan. as the licensee may indicate, ! J* *"

of the area described in the exploration license that remains after the relinquishments,

rem ovals, or deletions required by AS 38.05.132(d)(2). A lease issued under this 

section

(1) is subject to the acreage limitations imposed by AS 38.05.140(c);

(2) is subject to AS 38 .05 .!S0(j) - (m). (o) - (u). and (x) • (z);

•I* CSSB 112(RES)
■V»* r<?.TC " r . d t r : i r .y t i  [ Z Z IS T E Z  T E X T  EM C KETSS ]



1 (3) must be conditioned upon a royalty in amount or value of not less

2  than 12.5 percent of production, except that the lessee who, p roceeding under
3 A S J A 0 5 .P l  - 38,05.134Lundcr a lease issued in the C o o k  In le t sedimenta ry  basin
4 who is_ccrtiflcd by the com m issioner to  he the firs t to d r i l l  a well d iscovering oil
5 o r , m s  in a p rev iou s ly  undiscovered o il o r  gas noo» sh a lL p av  a ro y a lty  o f  five
6 percent on a ll p roduction  o f  o il o r  gas from  that poo l a ttribu tab le  to that lease fo r  

a_p e riQ d .o f iQ _y?a re -fQ llQ * ing  the date o f  d iscovery o f  that p oo l, and  the rea fte r
8 the ro y a lty  payab le  on n il p roduction  o f  o il o r  gas fr o m  the p oo l a ttrib u tab le  to
9 (h n L ka se  shn lLbc .dctcrm incd and payab le  as specified in the lease: the payment

10 QLlht_flve.Derccnt_i:Qya|tv .under_this o a rn g n ip i i is jn i th o r i r c d  on ly  to a ho lde r o f
11 a lease who meets the requ irem en ts o f  AS 38.05 .180(0(4).

12 (4) must include an annual rent of S3 per acre or fraction of an acre

13 initially paid to the state at inception of the lease and payable annually after that until

14 the income to the state from royalty under that lease exceeds the rental income to the

15 state under that lease for that year, and

16 (S) is subject to other conditions and obligations that are specified in

17 the lease.

18 • Sec. 2. AS 38.05.180(0 is amended to read:

19 (0  Except as provided by AS 38.05.131 - 38.05.134. the commissioner may
I I

20 issue oil and gas leases on state land to the highest responsible qualified bidder a j

21 fo llow s ;
22  (11. the comm issioner sha ll issue an oil and gas lease to the successful
23 b id d e r determined by competitive bidding under regulations adopted by the

24 commissioner: bidding I. BIDDING] may be by sealed bid or according to any other

25 bidding procedure the commissioner determines is in the best interests of the state;

26 (21 w henever (. WHENEVER), under any of the leasing methods listed

27 in this subsection, a rovalty share is reserved to the state, it shall be delivered in pipeline

28 quality and free of all lease or unit expenses, including but not limited to separation.

29 cleaning, dehydrauon. gathenng, salt water disposal, and preparation for transportation

30 off the lease or unit area;

31 (3) following (. FOLLOWING] a pre sale analysis, the commissioner

32 may choose at least one of the following teasing methods:

CSSn UN RES) -2*
S tw  re x z  ’.‘n i t r i l n t ' l  .Z Z L tT tS  T tX T  SMCKXTTSI



(A) [(D) a cash bonus bid with a fixed rovalty share reserved to

the state of not less than 12,5 percent in amount or value of the production

removed or sold from the lease;

Hi) [(2)) a cash bonus bid with a fixed royalty share reserved to 

the state of not less than 12.5 percent in amount or value of the production

removed or sold from the lease and a fixed share of the net profit derived from

the lease of not less than 30 percent reserved to the state;

HD [(3)) a fixed cash bonus with a royalty share reserved to die

state as the bid vanable but no less than 12.5 percent in amount or value of the

production removed or sold from the lease:

HD [(4)) a fixed cash bonus with the share of the net profit 

derived from the lease reserved to he state as the bid variable;

IE ) [(5)) a fixed cash bonus with a fixed royally share reserved

to the state of not less than 12.5 percent in amount or value of the production

removed or sold from the lease with the share of the net profit derived from the 

lease reserved to the state as the bid variable:

IE )  1 (6)) a cash bonus bid with a fixed royalty share reserved to 
the state based on a sliding scale according to the volume o f  production o r other 
factor but in no event less than 12 J  percent in amount o r value o f  the production 
removed o r so ld  from  the lease;

HD  ((7)) a fixed cash bonus with a royalty share reserved to the 

state based on a sliding scale according to the volume of production or other 

factor as the bid vanable but not less than 12.5 percent in amount or value o f the 

production removed or sold from the lease;

(4>_ n n t*U tm and ioE  a requirem ent in the leasing m ethod chosen of 

a jn in im n m  fixed  royalty  ?harc. on and a fte r a date t ha t Is J8Q  davs following the 

gflg tllyg . da(c_*?f_thH _Acli_ the lessee un d er a lease issued in the Cook Inlet 

t td lm c m a n  fra iin -w h g J ic tm flc d  by the com m issioner to be the first to drill a  well 

d iscovering  oil o r gas in a previously undiscovered oil o r  gas oool shall pav a 

BttflUv of five percen t on alt production of oil n r fro m tha t pool a ttribu tab le  to 

IhflLlcase fo r a period  of IQ y e a n  following the date o f disco* v i . , t»lt.; - 1 .»

t h e rea fte r the royalty  p a rab le  on all production o f «»ii o r gas from  ;hc pool

>  CSSD 1I2JRES)
;■>* r».Te '.H iiw ;i,nd / M U I D  rtXT tXkcrXTZD)



1

2

3
4
5
6

7
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9
10

11

12

13
14
15

16
17
18
19
20 

21 

22

23
24
25
26 
27

a i lr ih tU a b Ic .to . Ih aU eagPJi.bit )U ie j  1 e t c rm  i n cd nn d j i aynbtc as specified in the lease: 
Ihg-rgduccd roya lty , authorizedJ>y this pa rag raph  is sub ject to the f o llow ing ; j

(AL_a_LcMcc_ is e lig ib le to nav the reduced ro y a lty  au tho rized  
h y Jh is  narngrnph.oniY .iLtlic_ic«ce is the first to d r i ll a well d iscovering  o il ' 

o r  gas in a p rev ious ly  undiscovered o il o r gas o o o l:
f f i )— only, ope rgdu c tjp n _qL  ro ya lty  au thoriyed  by this

*<v-J 

T '  - K
1 f * w

*i
)

pa ra  g raph may he. a llowed on each lease that Qualifies fo r  reduc tion  o f 
ro y a lty  under this p a rag rap h ;

v I ”7* (C) _if. under this parag raph , application is made fo r  a roya lty 
h 7 V , „ )  '>  reduction fo r  a lease that was entered i .a before the date tha t is 180 days

ii* aj
fo llow ing  the effective date o f  this Act, the com m issioner m ay app ro ve  the 

aPD llg flt lo n .n n lY .iLQ lU h e .d a tc  re fe rre d  to »n this subpa rag raph , th e  lease 
was a nonproducing lease that was not committed to a unit app roved  hv the 

cpm m is .rion c r.und fUm Lp f-th is  section, that is not p a r i o f  a un it u n d e r (n.» 
o r_ (q ) n f Jhl5_segtjQn._and.that has not been m ade p a rt o f  a un it u n d er

AS 31.05;

(P U if-flD D lic a t lo n  fo r  a roya lty  reduction is m ade u n d e r this 
p a rag raph  fo r  a lease on wMch.il dlsgQven_n?valtY was c la im ed o r  m a y  be 
d a lm ed  under the discovery roya lty  provisions o f  fo rm e r AS 38 .0 5 .1 8 0 (a ) In
£ffcrtJ«fQiE.MRY-$tI9S9uhs.gQmmb3ittnsLihnll dlsaltoy thc.appllcitlQn
unden th ls  D flrag raph unless the .aPD lirant w a jv^  the right to c la im  the right 
to n reduced .ro y a lty  unde r the discovery rova ltv . p rov is ion s o f  fo rm e r 
AS 38,Q 5.180(a ) in_effcgtJ?cfore M ay  6 , 1969 ; and

(E ).JlK .gQ m m tatoncr shall Adopt n rsu la tto ru  scttlng.QU l.!hc 

H andatd s^critg ria^a jid .d sfln itlQ n ?  o f  t c r m u h a t .  a pply \ 9  im p k m c m .lh e  

f i l ing of app lications fo r ,  and the review and certification  o f. d iscove ry  oil 

and gas royo ltyLcca ifig fltion j unde r th is p a ra g ra n h .

CSSO II2(RES)
■Vew rg.TC • J n d tr i in td  ISK LtTZS 7 0 ?  SKKCXTTtSI



A M E N D M E N T S  A D O F F E D  IN  3 /1 1 /9 6  S E N A T E  R E S O U R C E S  
C O M M IT T E E  T O  V E R S IO N  F  O F  S B  112: D is c o v e ry  R o y a lty  
(C h e n o w c th  3 /9 /9 6 )

A m en d m en t #1
1) See attached (The committee gave staff fairly broad author! y to continue to work with 
the Department to lighten language in the bill to reflect its purpose as a discovery royally 
provision and to bring it back for Wed. 3/13). This amendment was altered slightly alter 
funhcr discussion with the department and begins a fte r (3) must be conditioned upon a 
royalty in amount or value o f not less than 12.5 percent o f production, except that the 
Icssccjwho^prpcccding under AS 38.05.131-38.05.134. under a lease issued in the Cook 
Inlet scdimcntary.basin w h a is  certified byjhcj»mmi&>ioncr.to be the first to drill a well 
discovering.oil or gas in a previously, undiscovered oil or gas pool shall pav i  royalty of 
five percent on all production of oiLpr.gasfrom  that pool attributable to that lease for a 
period o f 10 vcarc following the dale o f discovery o f that pool, and thereafter the royalty 
m a blc-on till production o f oil or gasJ re m  the pool am ity’table to that lease shall be 
determined and-Dayable as specified in the lease. The payment of the five percent royalty 
undcLthis paragraph is authorized onlv to a holder o f a lease who meets the requirements o f 
AS_38A)5T8Q(f)(4).

2) Parallel language had to be added in AS 38.05.18(X0(4) as follows:
Page 2. Line 32 through Page 3, Line 9:

following "commissioner to"
(H AV E M ADE] be the first to drill a well (D ISC O V E R Y  OF*) discovering oil o r gas in 
(C O M M E R C IA L  Q U A N T IT IE S  FROM 1 a previously undiscovered oil or gas pool 
shall pay a royalty o f  five percent on all (LEASE) production o f oil or gas from that pool 
attributable to that lease for a period of 10 years following the date o f  discovery o f that pool 
(O IL  OK GAS IN C O M M E R C IA L  Q U A N T IT IE S  IN  T H E  P O O L , AS 
C E R T IF IE D  BY T H E  C O M M IS S IO N E R ,) and thereafter the royalty payable on all 
(LEASE) production o f  oil or gas from the pool attributable to that lease shall be 
determined and payable as specified in the lease; a lessee is eligible to pay the reduced 
royalty authorized by this paragraph only if  the lessee (M AKES) is  the first to drill a well 
(D ISC O V E R Y  O F) discovering oil or gas in (C O M M E R C IA L  Q U A N T IT IE S  
FR O M ) a previously undiscovered oil o r gas pool within five years o f the effective date of 
the lease; the commissioner...

A m endm ent #2 (INCORPORATED ABOVE)
3) Page 3, Lines 2-3:

or gas pool shall pay a royalty o f five percent on all (LEA SE) production o f oil o r 
gas from that pool attributable to that lease for a period of 10 years following the date of 
discovery o f  oil or gas

Page 3, Lines 5*6:
thereafter the royalty payable on all (LEA SE) production o f  oil or gas from the 

pool aittlbuUhlc.lQ Ihai lease shall be determined...

A m endm ent #3 (became moot with the language the committee adopted in Amendment 
#1 above and the parallel language found in CS SB 112 version G).
3) Replace "in commercial quantities" throughout the bill and any amendments adopted by 
the committee with the phrase "capable of prtxlucing in commercial quantities".

Amendments (o r  SH 112 1



4) Not adopted by the committee as written, but instructions were given to the committee 
staff to work with the Department to bring an amendment before the committee 
Wednesday, 3/13/96 to allow Discovery Royalty to be applied to all nonproducing leases 
and future leases as o f  die effective date o f the bill.

A m e n d m e n t  # 4

A M E N D M E N T S  A D O P T E L  IN  3 /1 3 /9 6  S E N A T E  R E S O U R C E S  
C O M M IT T E E  T O  V E R S IO N  G  O F  S B  112: D isc o v e ry  R o y a lty  
(C h c n o w c th  3 /1 3 /9 6 )

A m en d m en t #1
1) Page 4 , Line 3: Following "undiscovered oil o r gas pool"

DELETE: [W IT H IN  F IV E  Y EA RS O F  T H E  E F F E C T IV E  D A TE 
O F  T H E  L E A SE ;]

A m en d m en t #2
2) The committee adopted a conceptual amendment to limit discovery royalty to one 
application per lease. It doesn’t matter how many partners are involved - only one 
discovery royalty will be allowed on the lease.

A m en d m en t #3
3) The committee adopted a conceptual amendment to include nonunitized leases in the 
applicability section. However, a later amendment rewrote the applicability section and 
appears as Amendment #5.

A m en d m en t #4
4) The committee wants to plainly state that on leases carrying the former discovery 
royalty provision, if a lessee applies under this new Discovery Royalty, the old program 
cannot also be used.

A m en d m en t #5
5) The committee adopted an amendment to the effect that the provisions of AS 
38.05.180(0(4) added by sec. 2 o f  thi., Act, apply only to leases in the Cook Inlet 
sedimentary basin and the Act is effective on all non-producing, non-unitized leases (sec 
Amendment #3) and future leases that arc certified first discovery by the commissioner six 
months after the effective date of the Acl

Amrnrim rnU fo r  SH 112 2



A l a s k a  S t a t e  L e g i s l a t u r e

O ffid a l B u sin ess
State Capitol 

Juneau AK 99801

AMENDMENT #1

OFFERED IN SENATE RESOURCES 
TO : CS SB 112 (LS0808VF)
DATE: 3/11/96

Page 1, Line 5:
F o l low in g  Section 1. Insert:

AS.3S.Q5.134,is.amcj)dcd to read;
 Scc^38 .Q 5 .134 . .C O N V E R S IO N  T O  L E A S E ,  I f  the licensee requests and the
comm iss ione r determines that the w o rk  commitment ob ligation set out in  an o i l and gas 
exp lo ra t ion  l icense issued unde r A S  3 8 .0 5 .1 3 2  has been met, the com m iss ione r shall 
convert to one o r  m ore o i l  and gas leases a l l  o r  pan , as the licensee mav indicate, o f  the area 
described in  the exp lo ra t ion  license that remains a fte r the re linquishments , rem ova ls , o r  
de le tions requ ired  bv A S  3 8 .0 5 .1 3 2 (d ) ( 2 ) .  A  lease i ssued under this section

12.5 .perccnioLpioductiP iL except that thclcsscc.wiio. pioccedire-under AS 38.Q5.131- 
3 8 ,0 5 .1 34^ 1  ndcLU lease  issued  in  the C o o k  In le t sed imentary basin w ho  is certi f ied bv  the 
commissioner to hayc made the first discovery o f  oil ^  gas infrommercial Quantities f e r n  a 
prc Yiously, undiscovered .oii.oi .us poo l shall pay a roya lly  o f  five percent on a l l lease 
traduction o f  o i l  o r  eas f rom  t u t  poo l fo r a period oLLO years fo llow ing, the dale o f  
discovery c lo i l .o L gas  in .fommercia l quantiiics in the poo l. as certified by the 
commissioner, and thereafter  die roya lly  payable on ail lcasc-production.oLoil o r  ess from  
the pool shall be determined and payable as.spccified in,die lease. The payment oi.thc rive 
percent royalty under this paragraph is ^mbonzedon ly to.n bo lder o l  a leascjviiQJDccisiIic 
rcmiircmenis.of.AS 3 8 .0 3 .1 8 0 ( f ) (4 ) .

( l l i s - s u p i c c t  lp jh c  acrcauc lim itations imposed bv A S  3 8 .0 5 .1 401c ) :
( 2 L t s  subicct to A S  38 .Q 5 .18Q (i )  - (m ) .  ( o )  - (u ) .  and ( x )  - (zri
(3 )  must be condiiioned.upon a roya lty j n  amount o r  yaluc.o i not less than



FACTS RE; F Q B M E R ,PJSCO.VEFiy_RQYALT.lt

F-Qtm.Qi.P.eJInltlon

5% royalty for any production from a lease in tho first 10 years following 
the discovery of oil and gas in commercial quantities in a geologic 
structure.

U jn e i ln g
1937 • 1946. 1950 * 1958: Regulations under Federal Mineral Leasing 
Act establish discovery royalty for Alaska only.

1959: Alaska Land Act codifies federal regulation language into state 
statute; state lease form copies statute’s language.

1962: Cook Inlet drilling races result in two blowouts: 45 days; 14 
months. State grants discovery royalty for both.

1963: State regulations adopted.

1969: State legislature abolishes discovery royalty (ch 65. SLA 1969).

Contentious

Many disputes, some over leases that never produced during the 
discovery royalty period.

Three Alaska Supreme Court decisions re: discovery royalty:

• Pan American. 455 P.2d 12 (Alaska 1969) (challenge by competitor)
• Union Oil. 526 l\2 d  1257 (Alaska 1974) (denial of certification)
• Union Oil. 574 J.2d 1266 (Alaska 1978) (denial of certification)

Many administrative decisions by DNR.

L1 U fla J io n _ I Ad mil? i s  t r a t i y ,^ A p fig iiL iss i'JLS
What constitutes “first discovery", and is spud date rolovant?
What are "commercial quantities’, and is a controlled well test necossary? 
What is a "geologic structure?"
What is the “discovery date?"
Does a recovery royalty apply to production from all zones in a leaso?



ISSUES BE; REINSTATEMENT QF DISCOVERY ROYALTY

The merils of reinstating tho discovery royalty should be evaluated in the context 
of incentives for all the stages of exploration and production:

• Vigorous acquisition of land interests that give tho right to explore for oil 
and gas.
• Prompt exploration of acquired land.
• Early production of discovered fields.
• Full production from declining reservoirs.

Discovery Royalty was a method of encouraging early production of discovered 
accumulations. It supplemented the leases’ fixed primary term as a method of 
encouraging production. The Administration’s efforts to amend AS 38.05.180(j) 
* royalty reduction • would encourage production of marginal fields.

Discovery Royalty in Alaska was contentious, provoking strife between 
competing lessees, and between lessees and the State. Discovery Royalty, in 
comparison to the conflict it provoked, was arguably of low effectiveness. 
Lessees could not count on receiving a discovery royalty.

Discovery royalty proposal could be modified to encourage vigorous 
acquisition, exploration and production of state lands without the ambiguities 
inherent in the former discovery royalty:

• Blanket 5% royalty for the 10 year primary term of new leases.
• Fixed 5% royalty for the first five years of production from any loases 
located more than 5 miles from existing production.
• Fixed 5% royalty for the first five years of production from any new unit 
located more than 3 miles from existing production.

The former discovery royalty statute was implemented by regulations 
establishing application procedures and defining various relevant terms. 
Should any new statute address those issues, or leave them for regulation?

Tho former discovery royalty statute was made effective by leasa provisions. 
Should any new provisions be available for current leases, or only for leases 
issued in the future?
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O ffic ia l Business
Stale Capitol 

luneau AK 99801

MEMO

TO. Jack Chenowcth 
Legal Counsel

FROM: Annette Kreitzer, Aide to /. 
Senate Resources Committed 1

DA1E: March 15, 1996

RE: CS for SB 112 (RES)

Please prepare a Senate Resources committee substitute with the following changes. These 
changes arc to version G dated March 13,1996.

Amendment #1
1) Page 4, Line 3: Following "undiscovered oil or gas pool"

DELETE: |WITHIN FIVE YEARS OF THE EFFECTIVE DATE 
OF THE LEASE;]

Amendment #2
2) The committee adopted a conceptual amendment to limit discovery royalty to one 
application per lease. It doesn't matter how many partners arc involved - only one 
discovery royalty will be allowed on the lease.

Amendment #3
3) The committee adopted a conceptual amendment to include nonunitized leases in the 
applicability section. However, a later amendment rewrote the applicability section and 
appears as Amendment #5.

Amendment #4
4) The committee wants to plainly state that on leases carrying die former discovery 
royalty provision, if a lessee applies under this new Discovery Royalty, the old program 
cannot also be used.

Amendment #5
5) Tl>e committee adopted an amendment to the effect that the provisions of AS 
38.05.180(0(4) added by see. 2 of this Act, apply only to leases in the Cook Inlet 
sedimentary basin and die Act is effective on all non-producing, non-unitized leases (see 
Amendment #3) and future leases diat are certified first discovery by the commissioner six 
months after the effective date of the Act. As 1 understand this amendment, the 
program begins six months after the effective date of the uct. This 
amendment deletes the (i version language of Section 3 and replaces it with 
the language offered herein, (page 4, lines 8-17).



Additional Suggestions to CS SB 112 from Ken Boyd/DNR

■\\Js . -
1. Docs the committee intend to allow more than one discovery royalty per lease? (Could 
have more than one well) Or, does the committee want to leave this to DNR to define in 
regulation?

2. In the Applicability Section: Need to include non-unitized with non-producing.

3. Docs die committee want to make plain tiiat one can't use die old program if die new 
program applies? (Still leases out there with Old Discovery Royalty on diem). Programs 
would be conflicting according to Boyd.
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WORK DRAFT WORK DRAFT WORK DRAFT

C S  F O R  S E N A T E  B I L L  N O .  1 1 2 ( R E S )

IN THE LEGISLATURE OF THE STATE OF ALASKA

NINETEENTH LEGISLATURE - SECOND SESSION

BY T H E  SENATE RESOURCES CO M M ITTEE

Offered:
Referred:

Sponsors): SENATE RESOURCES CO M M ITTEE

A  B I L L  

F O R  A N  A C T  E N T I T L E D  

" A n  A c t  e s t a b l i s h i n g  a  d i s c o v e r y  r o y a l t y  c r e d i t  f o r  t h e  l e s s e e s  o f  s t a t e  l a n d

d r i l l i n g  e x p l o r a t o r y  w e l l s  a n d  m a k i n g  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  a n  o i l

o r  g a s  p o o l  i n  t h e  C o o k  I n l e t  s e d i m e n t a r y  b a s i n . "

B E  I T  E N A C T E D  B Y  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A :

* Section 1. AS 38.05.134 is amended to read:

Sec. 38.05.134. CONVERSION TO LEASE. If the licensee requests and the 

commissioner determines that the work commitment obligation set out in an oil and 

gas exploration license issued under AS 38.05.132 has been met. the commissioner 

shall convert to one or more oil and gas leases all or part, as the licensee may indicate, 

of the area described in the exploration license that remains after the relinquishments, 

removals, or deletions required by AS 38.05.132(d)(2). A lease issued under this 

section

(1) is subject to the acreage limitations imposed by AS 38.05.140(c);

(2) is subject to AS 38.05.180(j) - (m), (o) - (u), and (x) • (7.);

-1- CSSB 112( RES)
;.>w r*xr I’r . d e r l i r . t d  (E E L E T E V  T E X T  D RAC K ETEER
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( 3 )  m u s t  b e  c o n d i t i o n e d  u p o n  a  r o y a l t y  i n  a m o u n t  o r  v a l u e  o f  n o t  l e s s  
t h a n  1 2 . 5  p e r c e n t  o f  p r o d u c t i o n ,  e x c e p t  t h a t  t h e j e s s e e  w h o ,  p r o c e e d i n g  u n d e r  
A S  3 8 . 0 5 . 1 3 1  v 3 8 . 0 5 . l 3 4 .  u n d e r  a  l e a s e  i s s u e d  i n  t h e  C o o k  I n l e t  s e d i m e n t a r y  b a s i n  
V  h o J s _ c e f t i f i . e d , h y  t h e . c o m m i s s i o n e r  t o  h e  t h e  f i r s t  t o  d r i l l  a  w e l l  d i s c o v e r i n g  o i l  
o r  g a s  i n  a  p r e v i o u s l y  u n d i s c o v e r e d  o i l  o r  g a s  p o o l  s h a l l  n a v  a  r o y a l t y  o f  f i v p  
I L e r c e n t _ o n _ a l _ l _ p j : o d u c t t o n  o f  o i l  o r  . g a s  f r o m  t h a t  p o o l  a t t r i b u t a b l e  t o  t h a t  l e a s e  f o r  
a  p e r i o d  o f  1 0  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  o f  t h a t  p o o l ,  a n d  t h e r e a f t e r  
t h e  r o y a l t y  p a y a b l e  o n  a l l  p r o d u c t i o n  o f  o i l  o r  g a s  f r o m  t h e  p o o l  a t t r i b u t a b l e  t o  
t h a t  l e a s e  s h a l l  h e  d e t e r m i n e d  a n d  p a y a b l e  a s  s p e c i f i e d  i n  t h e  l e a s e ;  t h e  p a y m e n t  
o f  t h e  f i v e  p e r c e n t  r o v a l t v  u n d e r  t h i s  p a r a g r a p h  i s  a u t h o r i z e d  o n l v  t o  a  h o l d e r  o f  
a  l e a s e  w h o  m e e t s  t h e  r e q u i r e m e n t s  o f  A S  3 8 . 0 5 . 1 8 0 ( f ) ( 4 ) :

( 4 )  m u s t  i n c l u d e  a n  a n n u a l  r e n t  o f  S 3  p e r  a c r e  o r  f r a c t i o n  o f  a n  a c r e  
i n i t i a l l y  p a i d  t o  t h e  s t a t e  a t  i n c e p t i o n  o f  t h e  l e a s e  a n d  p a y a b l e  a n n u a l l y  a f t e r  t h a t  u n t i l  
t h e  i n c o m e  t o  d i e  s t a t e  f r o m  r o y a l t y  u n d e r  t h a t  l e a s e  e x c e e d s  t h e  r e n t a l  i n c o m e  t o  t h e  
s t a t e  u n d e r  t h a t  l e a s e  f o r  t h a t  y e a r ;  a n d

( 5 )  i s  s u b j e c t  t o  o t h e r  c o n d i t i o n s  a n d  o b l i g a t i o n s  t h a t  a r c  s p e c i f i e d  i n
t h e  l e a s e .

*  S e c .  2 .  A S  3 8 . 0 5 . 1 8 0 ( 0  i s  a m e n d e d  t o  r e a d :
( 0  E x c e p t  a s  p r o v i d e d  b y  A S  3 8 . 0 5 . 1 3 1  -  3 8 . 0 5 . 1 3 4 ,  t h e  c o m m i s s i o n e r  m a y  

i s s u e  o i l  a n d  g a s  l e a s e s  o n  s t a t e  l a n d  t o  t h e  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  a s  
f o l l o w s ;

( 1 )  t h e  c o m m i s s i o n e r  s h a l l  i s s u e  a n  o i l  a n d  g a s  l e a s e  t o  t h e  s u c c e s s f u l  
b i d d e r  d e t e r m i n e d  b y  c o m p e t i t i v e  b i d d i n g  u n d e r  r e g u l a t i o n s  a d o p t e d  b y  t h e  
c o m m i s s i o n e r ;  b i d d i n g  ( .  B I D D I N G ]  m a y  b e  b y  s e a l e d  b i d  o r  a c c o r d i n g  t o  a n y  o t h e r  
b i d d i n g  p r o c e d u r e  t h e  c o m m i s s i o n e r  d e t e r m i n e s  i s  i n  d i e  b e s t  i n t e r e s t s  o f  t h e  s t a t e ;

( 2 )  w h e n e v e r  ( .  W H E N E V E R ] ,  u n d e r  a n y  o f  t h e  l e a s i n g  m e t h o d s  l i s t e d  
i n  t h i s  s u b s e c t i o n ,  a  r o y a l t y  s h a r e  i s  r e s e r v e d  t o  t h e  s t a t e ,  i t  s h a l l  b e  d e l i v e r e d  i n  p i p e l i n e  
q u a l i t y  a n d  f r e e  o f  a l l  l e a s e  o r  u n i t  e x p e n s e s ,  i n c l u d i n g  b u t  n o t  l i m i t e d  t o  s e p a r a t i o n ,  
c l e a n i n g ,  d e h y d r a t i o n ,  g a t h e r i n g ,  s a l t  w a t e r  d i s p o s a l  a n d  p r e p a r a t i o n  f o r  t r a n s p o r t a t i o n  
o f f  t h e  l e a s e  o r  u n i t  a r e a ;

( 3 )  f o l l o w i n g  ( .  F O L L O W I N G ]  a  p r e - s a l e  a n a l y s i s ,  t h e  c o m m i s s i o n e r  
m a y  c h o o s e  a t  l e a s t  o n e  o f  t h e  f o l l o w i n g  l e a s i n g  m e t h o d s :

WORK DRAFT WORK DRAFT WORK DRAFT

CSSB 112(RES) -2-
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I A 2  ( ( 1 ) ]  a  c a s h  b o n u s  b i d  w i t h  a  f i x e d  r o y a l t y  s h a r e  r e s e r v e d  t o  
t h e  s t a t e  o f  n o t  l e s s  t h a n  1 2 . 5  p e r c e n t  i n  a m o u n t  o r  v a l u e  o f  t h e  p r o d u c t i o n  
r e m o v e d  o r  s o l d  f r o m  t h e  l e a s e ;

O H  ( ( 2 ) ]  a  c a s h  b o n u s  b i d  w i t h  a  f i x e d  r o y a l t y  s h a r e  r e s e r v e d  t o  
t h e  s t a t e  o f  n o t  l e s s  t h a n  1 2 . 5  p e r c e n t  i n  a m o u n t  o r  v a l u e  o f  t h e  p r o d u c t i o n  
r e m o v e d  o r  s o l d  f r o m  t h e  l e a s e  a n d  a  f i x e d  s h a r e  o f  t h e  n e t  p r o f i t  d e r i v e d  f r o m  
t h e  l e a s e  o f  n o t  l e s s  t h a n  3 0  p e r c e n t  r e s e r v e d  t o  t h e  s t a t e ;

i £ l  [ ( 3 ) ]  a  f i x e d  c a s h  b o n u s  w i t h  a  r o y a l t y  s h a r e  r e s e r v e d  t o  t h e  
s t a t e  a s  t h e  b i d  v a r i a b l e  b u t  n r *  l e s s  t h a n  1 2 . 5  p e r c e n t  i n  a m o u n t  o r  v a l u e  o f  t h e  
p r o d u c t i o n  r e m o v e d  o r  s o l d  f r o m  t h e  l e a s e ;

I D ]  ( ( 4 ) ]  a  f i x e d  c a s h  b o n u s  w i t h  t h e  s h a r e  o f  t h e  n e t  p r o f i t  
d e r i v e d  f r o m  t h e  l e a s e  r e s e r v e d  t o  t h e  s t a t e  a s  t h e  b i d  v a r i a b l e ;

( E )  [ ( 5 ) ]  a  f i x e d  c a s h  b o n u s  w i t h  a  f i x e d  r o y a l l y  s h a r e  r e s e r v e d
t o  t h e  s t a t e  o f  n o t  l e s s  t h a n  1 2 . 5  p e r c e n t  i n  a m o u n t  o r  v a l u e  o f  t h e  p r o d u c t i o n
r e m o v e d  o r  s o l d  f r o m  t h e  l e a s e  w i t h  t h e  s h a r e  o f  t h e  n e t  p r o f i t  d e r i v e d  f r o m  t h e  
l e a s e  r e s e r v e d  t o  t h e  s t a t e  a s  t h e  b i d  v a r i a b l e ;

( F )  [ ( 6 ) ]  a  c a s h  b o n u s  b i d  w i t h  a  f i x e d  r o y a l t y  s h a r e  r e s e r v e d  t o  
t h e  s t a t e  b a s e d  c n  a  s l i d i n g  s c a l e  a c c o r d i n g  t o  t h e  v o l u m e  o f  p r o d u c t i o n  o r  o t h e r  
f a c t o r  b u t  i n  n o  e v e n t  l e -  .  t h a n  1 2 . 5  p e r c e n t  i n  a m o u n t  o r  v a l u e  o f  t h e  p r o d u c t i o n  
r e m o v e d  o r  s o l d  f r o m  t h e  l e a s e ;

( G >  [ ( 7 ) ]  a  f i x e d  c a s h  b o n u s  w i t h  a  r o y a l t y  s h a r e  r e s e r v e d  t o  t h e
s t a t e  b a s e d  o n  a  s l i d i n g  s c a l e  a c c o r d i n g  t o  t h e  v o l u m e  o f  p r o d u c t i o n  o r  o t h e r
f a c t o r  a s  t h e  b i d  v a r i a b l e  b u t  n o t  l e s s  t h a n  1 2 . 5  p e r c e n t  i n  a m o u n t  o r  v a l u e  o f  t h e  
p r o d u c t i o n  r e m o v e d  o r  s o l d  f r o m  t h e  l e a s e ;

L 4 1 _ n o t w j t h s t a n , d j n g _ a . r e q t i i r c m e n t . j n  t h e  l e a s i n g ,  m e t h o d  c h o s e n  o f  
a  m i n i m u m  f i x e d  r o v a l t v  s h a r e ,  t h e  l e s s e e  u n d e r  a  l e a s e  i s s u e d  i n  t h e  C o o k  I n l e t  
sedimenta rY-basin wh9Js.c? rtjf i^ j)yL!!l^Qmnfi^5iQaerJo_he_LhSLfiBLl9.dj-ill.a_vye!l 
d i s c o v e r i n g  o i l  o r  g a s  i n  a  p r e v i o u s l y  u n d i s c o v e r e d  o i l  o r  g a s  p o o l  s h a l l  n a v  a  
L Q y . a | t y _ o [ _ n v e , r e g e n t  a l {  p r o d u c t i o n  o C . ? i l . < > r  £ 3 3  f r o m  t h a t  p * ? o l  a t t r i b u t a b l e  . t o  
t h a t  lease f o r  a  p e r i o d  o f  1 0  yean? 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  o f  t h a t  p o o ) ,  a n d  
t h e r e a f t e r ,  t h e  r e a l t y . p a y a b l e  o n — r i l l  . P m d a c t f o n . o f . o j l  o r . g a $  f r o m , l i f e  p o o ]  
a t t r i b u t a b l e  t o  t h a t  l e . s e  s h a l l  h e  d e t e r m i n e d  a n d  p a y a b l e  a s  s p e c i f i e d  I n  t h e  l e a s e ;

WORK DRAFT WORK DRAFT WORK DRAFT
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a  l e s s e e  i s  e l i g i b l e  t o  p a y  ( l i e  r e d u c e d  r o y a l t y  a u t h o r i z e d  b v  t h i s  p a r a g r a p h  o n l y  i f  
t h e  l e s s e e  i s  ( h e  f i r s t . t o _ d r i l l  a  w e l l  d i s c o v e r i n g  o i l  o r  g a s  i n  a .  p r e v i o u s l y

— •— ____ f
u n d i s c o v e r e d  Q i l  o r  g a g ,  p g p l ^ t h | n _ f i v e ^ e a r g _ o f  t h . g j j f l c c t j v e  d , a t , g - Q f J h g J e a § e j j ! l £  
c o m m i s s i o n e r  s h a l l  a d o p t  r e g u l a t i o n s  s e t t i n g  o u t  t h e  s t a n d a r d s ,  c r i t e r i a ,  a n d  
d e f i n i t i o n s  o f  t e r m s  t h a t  a p p l y  t o  i m p l e m e n t . t h e  f i l i n g  o f  a p p l i c a t i o n s  f o r ,  a n d  t h e  
r e v i e w  a n d  c e r t i f i c a t i o n  o f ,  d i s c o v e r y  o i l  a n d  g a s  r o y a l t y  c e r t i f i c a t i o n s  u n d e r  t h i s  
p a r a g r a p h .

* Sec. 3. APPLICABILITY OF SEC. 2. The provisions of AS 38.05.180(f)(4), added by

sec. 2 of this Act, apply only to leases in the Cook Inlet sedimentary basin that
. I r< ' ' '

(1) were entered into before the effective date of the regulations, adopted by the 

commissioner of natural resources under AS 38.05.180(0(4) to implement the Filing of 

applications for and the review and certification of discovery of oil and gas royalty certifications 

under that paragraph, and that are nonproducing leases on that effective date; or

(2) are entered into on or after the effective date of the regulations adopted by 

the commissioner of natural resources under AS 38.05.180(0(4) to implement the filing of 

applications for and the review and certification of discovery oil and gas royalty certifications 

under that paragraph.

WORK DRAFT WORK DRAFT WORK DRAFT
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A l a s k a  S t a t e  L e g i s l a t u r e

State Capitol 
Juneau AK 99801

MEMO

Jack Chcnowcth . . ) . ^
Legal Counsel \’ tx 1

Annette Krcitzer, Aide to ( |Vl 
Senate Resources Committee '

March 12,1996

CS for SB 112 (RES)

Please prepare a Senate Resources committee substitute with the following changes. These 
changes arc to version F dated March 9, 1996. />/_. -l ( - ' ' • t '>•- /-V
t {  \ , i.. i l f ’i'*'.* Wt / '
I) Page 1, Line 5:

Following Section 1. Insert:
AS 38.05.134 is amended to read:

Sec. 38.05.134. CONVERSION TO LEASE. If the licensee requests and the 
commissioner dctcrmin s that the work commitment obligation set out in an oil and gas 
exploration license issued under AS 38.05.132 has been met, the commissioner shall 
convert to one or more oil and gas leases all or part, as the licensee may indicate, of the area 
described in the exploration license that remains after die relinquishments, removals, or 
deletions required by AS 38.05.132(d)(2). A lease issued under this section

(1) is subject to the acreage limitations imposed by AS 38.05.140(c);
(2) is subject to AS 38.05.180(j) - (m), (o) - (u), and (x) - (z);
(3) must be conditioned upon a royalty in amount or value of not less than 

12.5 percent of production except that die lessee who, proceeding under AS 38.05.131-
j &Q5.134^undcnalcasc issued_m thc Cook Inlet sedimentary basin who is certified bv the 
commissioner to be the Jlrst to drill a well discovering oil or gas in a previously 
undiscovered oil or gas pool shall pav a royalty of five percent on all production of oil or 
gas from that pool attributable to that lease for a period of 10 years following the date of 
discovcry.of that poqL and thereafter die royalty payable on all production of oil or gas 
fiom the pool attributable to that lease shall be dctct Tiincd and payable as specified in the 
Icasc^H ig jaym cm  o f die five pcrccm royally under tins p a r a p h  is authorized only to. a 
holder.o£.a lease who meets die requirements o f AS M l l t t U i f iM h

2) Page 2, Line 32 through Page 3, Line 9:

following "commissioner to"
(HAVE MADE] fcc the first to drill a well [DISCOVERY OF) discovering oil or gas in 
(COMMERCIAL QUANTITIES FROM) a previously undiscovered oil or gas pool 
shall pay a royalty of five percent on all (LEASE] production of oil or gas from that pool

Official Business

TO:

FROM:

DATE:

RE:



attributable to that lease for a period of 10 years following the date of discovery of lhai pool 
[O IL OK OAS IN COMMERCIAL QUANTITIES IN THE POOL, AS 
CERTIFIED BY TIIE COMMISSIONER,] and thereafter the royalty payable on all 
[LEASE] production of oil or gas from the pool attributable to that lease shall be 
determined and payable as specified in the lease; a lessee is eligible to pay the reduced 
royalty authorized by this paragraph only if the les- r I MAKES] is the first to drill a well 
[DISCOVERY OF] discovering oil or gas in [COMMERCIAL QUANTITIES 
FROM] a previously undiscovered oil or gas pool within five years of die effective date of 
the lease; the commissioner...

3) See. 2. APPLICABILITY. Hic.provisiMs.of AS.IS .O lllWQm added, by .Sec. 
1. of this Act apply to then existing non-producing leases and tomcsvieascs in the Cook 
Inlet sedimentary basin entered into after the effective datcof regulations promulgated bv 
die Department under AS 38.05.180(0(4).

4) As all of these amendments arc to the F version, the sections will have to be 
renumbered and "applicability" will have to be changed to refer to the appropriate secuon.
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CS FOR SENATE BILL NO. 112( )

I N  T I I E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A  

N I N E T E E N T H  L E G I S L A T U R E  •  S E C O N D  S E S S I O N
BY

OfTcml:
R e ftr ird :

S po iuorfi): SENATE RESOURCES C O M M ITTEE

A BILL

FOR AN ACT ENTITLED

"An Act establishing a discovery royalty credit for the lessees of state land

drilling exploratory wells nnd making the first discovery of oil or gas in an oil

or gas pool in the Cook Inlet sedimentary basin."

BE IT ENACTED BY THE LEGISLATURE OF THE ST sTE OF ALASKA:

• Section 1. AS 38.05.180(0 is amended to read:

(0 Except as provided by AS 38.05.131 • 38.05.134. the commissioner may 

issue oil and gas leases on state land to the highest responsible qualified bidder as

fail*?*;;
i l l  the commissioner shall Issue an oil and gas Iea;c to the successful 

bidder determined by competitive bidding under regulations adopted by the 

commissioner: bidding [. BIDDING] may be by scaled bid or according to any other 

bidding procedure the commissioner determines is in the best interests of the state;

i21 whenever (. WHENEVER), under any of the leasing methods listed 

in this subsection, a royalty share is reserved to the state, it shall be delivered in pipeline

•1- CSSB U2t )
.Vgy :  ‘. 'n iS a r lin t J  [SCLTTZS TEXT IM C K Z T tS /
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quality and free of all lease or unit expenses, including but not limited to separation, 

cleaning, dehydration, gathering, salt water disposal, and preparation for transportation 

off the lease or unit area;

(3) following [. FOLLOWING] a pre-sale analysis, the commissioner 

may choose at least one of the following leasing methods:

£A1 [(!)] a cash bonus bid with a fixed royalty share reserved to

the state of not less than 12.5 percent in amount or value of the production

removed or sold from the lease;

(B) [(2)] a cash bonus bid with a fixed royalty share reserved to 

the state of not less than 12.5 percent in amount or value of the production

removed or sold from the lease and a fixed share of the net profit derived from

the lease of not less than 30 percent reserved to the state;

(C) [(3)] a fixed cash bonus with a royalty share reserved to the 

state as the bid variable but no less than 12.5 percent in amount or value of the 

production removed or sold from the lease;

(D) [(4)] a fixed cash bonus with the share of the net profit 

derived from the lease reserved to the state as the bid variable;

(E) 1(5)] a fixed cash bonus with a fixed royalty share reserved

to the state of not less than 12.5 percent in amount or value of the production

removed or sold from the lease with the share of the net profit derived from the 

lease reserved to the state as (he bid variable;

(F) [(6)] a cash bonus bid with a fixed royalty share reserved to 

the state based on a sliding scale according to the volume of production or other 

factor but in no event less than 12 .5 percent in amount or value of the producuon 

removed or sold from the lease;

I d  ((7)1 a fixed cash bonus with a royalty share reserved to the

slate bas.;d on a sliding scale according to the volume of production or other

factor as the bid variable but not less than 12.5 percent in amount or value of the 

production removed or sold from the lease;

(4) no(whh>tanding_a_iTQu]rcmcnlJR the leasing method chosen of 

a m in im u m  fh e d _ra y id h L 3 h a rc . the lessee unde r a lease Issued In the Cook In le t 

sed im entary  basin  who Is certified by thc.commtaloncr to have made the first

CSSB 1121 ) -2-
.V #v  " n tS * r  1 i r . i t -1 ' S t L t T T O  ~ t X 7  M A C r m B J
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d isc ove ry  o f  oil or gas in c om m e rc ia l quantit ies f r om  ii p re v io u s ly  n n d is c f ly e rc d o i l  
o r  gas n oo l s l in l l pay  a ro y a l t y  o f  f ive percent on  oi l lease p ro d u c t io n  o f  o i l o r  gas 
f r o m  th a t noo i for a .p c r to d  o fJQ^can .. fo jto>y in .g_ th e d a t .€ .o f  discovery , of oil or COS 
in c om m e rc ia l  Q u a n t i t ie s _ in _ < h e _ p Q o j^ 5_ g c r t in e d _ h y _ Jh c  c om m iss io ne r ,  n i r l-4
t h e r e a f t e r  (he r o y a l l y  pa yab le  on  nil lease p rod u c t io n  o f  o i l o r  f r om  the noo i 
sh a l l  be de te rm ined  and  p ayab le  as specified in (he  lease; a lessee is e lig ib le to nay 
the reduced  ro y a l t y  au th o r iz ed  hv  this p a ra g ra p h  on ly  i f  th e lessee m akes the f i r s t  
d isc ove ry  o f  o i l o r  gas in c om m erc ia l quantit ies f r om  a p re v io u s ly  und iscove red  oi l 
o r  gas noo l w ith in  f ive  yea rs  o f  the effective da te  o f  the lease ; the_co rm n lss ionc r 
sh a l l  ad op t regu la t ion s  setting o u t J h c  s t n n d a rd s^ c n t rn ji* and  de f in i t ion s  o f  te rm s  
th a t a p p ly  to  im p lem en t the f i l ing  o f  app lica t ion s f o r ,  and  the rev iew  and  
c e r t i f ic a t ion  o f .  d iscovc ry_o i l and  c n s jm n ] ty _ c e r t i f i c a t io n s _ u n d c r  this p a r a g r a p h .

• See. 2. APPLICABILITY. The provisions of AS 38.05.180(0(4), added by see. 1 of this 

Act, apply only to leases in the Cook Inlet sedimentary basin that arc entered into on or after 

the effective date of this Act.

WORK DRAFT WORK DRAFT WORK DRAFT
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A l a s k a  S t a t e  L e g i s l a t u r e

O f f i c i a l  B u s i n e s s
Slate Capitol 

Juneau AK 99801

A M E N D M E N T  # 1
OFFERED IN SENATE RESOURCES 
TO: CSSB 112(LS0808SF)
DATE: 3/11A>6

Page 1, Line 5:
Following Section 1. Insert:

AS 38.Q5.134 is amended to read;
 Sc<lJ 8.Q5J34.. CONVERSION TO LEASE. If the licensee requests and the
commissioner dctcnnincs that the work commitment obligation set out in an oil and fris 
exploration license issued under AS 38.05.132 has been met, the c o m m i s s i o n e r  s h a l l  
convert to one or more oil and eas leases all or part, as the licensee mav indicate, of the area 
described in the exploration license that remains after the relinquishments, removals, or 
deletions required by. AS JM5J32(dl(2). A lease issued under this section
___________ f l ) is subicct to the acreage limitations imposed bv AS 38.05.140(c):

(2Lis_subicct to AS 38.Q5.180(i) • (m). (o) - (u). and (x) - (z);
------------------ (3) must be conditioned upon arovaltv in amount or value of not less than
12J.flcrccni.of orpduciioiiCACCDt that the lcs:cc who, proceeding under AS 38.05.131- 
38.05.134. under a lease issued in the Cook Inlet sedimentary basin who is certified bv the 
commissioner to have made the first discovery of oil or gas in commercial quantitic; from a 
previously undiscovered oil or ms pool shall pav a royalty of five percent on all lease 
production of oil or ms from that pool for a period of 10 years following the date of 
discovery of oil or gas in commercial Quantities in the pool, as certified bv the 
commissioner, and thereafter the royalty payable on all lease production of oil or gas from 
the pool shall be determined ana payable as-spctificd inihc lease. The payment of the five 
pciccnLJOvallv.undcL this para graph is authorized only to a holder of a lease who meets the 
requirements .o f AS_38.Q :il8tK fl(.4L



9-LS0808VF.1 
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3/11/96

OFFERED IN THE SENATE 

TO: Draft CSSB l!2( )

1 Page 3, line 9, after "pool":

2  Delete " w i t h i n  f i v e  y e a r s  o f  t h e  e f f e c t i v e  d a t e  o f  t h e  l e a s e "

3 Page 3, lines 13 - 15:

4 Delete all material and insert:

5 "* Sec. 2. RETROSPECTIVE APPLICABILITY. The provisions of AS 38.05.180(0(4),

6 added by sec. 1 of this Act, arc retroactive and apply to discoveries of oil or gas in 

commercial quantities on leases in the Cook Inlet sedimentary basin made on or after
8 January 1. 1991."

• 1*



The effect of this amendment will be to set it up so current leaseholders in the Cook 
Inlet Basin wll fall within this royalty bill.

Without this amendment, current leassholders w ill not re-invest in their fields or 
work to bring on new fields. This consequently, w ill not bring jobs and growth to 
the Cook Inlet area, which this bill is designed to to.



A l a s k a  S t a t e  L e g i s l a t u r e

O f f i c i a l  B u s i n e s s
State Capitol 

Juneau AK 99801

MEMO

RE:

DA'IE: March 9, 1996

TO

FROM:

CSSB 112 (RES)

Annette Krcitzcr, Aide to 
Senate Resources Commit

Jack Chenowcth, Legal Counsel 
via fax: X 2029 this page only

Please prepare a draft Committee Substitute for SB 112 using the following language. The 
changes arc to the LS0808NC version dated March 4, 1996. I have to leave the office at 
12:30 p.m., however, my home phone number is 790-3136. I'll take the file with me.

TITLE CHANGE: Page 1, Line 1: Following "lessees of state land" INSERT: 
iaJdic-CtokMcisrdimcmary basin

Page 1, Line 6: See. 38.05.134. CONVERSION TO LEASE. As to licenses in thr Cook 
Juki scdimcnLirxfiasim if the licensee...
Page 2, Lines 1-7:

DELETE all.

Insert: than 12.5 percent of production, except that a lessee, who, proceeding 
under AS 38.Q5.131i38.Q5.13-4.is certified bv the commissioner to have made, within five 
years of the effective date of die lease, the first discovery of oil or gas in commercial 
Quantities from a previously undiscovered dqq! willbe eligible to pay a reduced royalty of 
fivcDcrcent on all lease production from that pool for a period of 10 years following the 
date of discovery-certified bv the commissioner. Thereafter, the royalty payable on all 
DioducUQnironi.thc-.DQQl.in which die first discovery was made will be determined as 
specificd-in, die lease;
Page 3, Lines 21-29:

DELETE all.

Insert: 141 notwitltstanding a requirement in die leasing method chosen of a 
minimum fixcdrovaltv share, a lessee, who is certified bv the commissioner to have made, 
within five vcars of the effective date of the lease, the fust discovery of oil or gas in 
commercial quantities from a previously undiscovered pool in the Cook Inlet sedimentary 
basin will be eligible to cav a reduced rovalivrof fiyg percent on ell lease production from 
dial pool for a period of 10 veais following the date of discovery certified by the 
commissioner. Thereafter. thc_rovaltv payable on all production from the pool in which die 
first discovery .was made wiUbedetcmiined as specified in the lease. The commissioner 
shall adopt regulations defining die definitions, standards, and criteria to be used in 
implementing the filing of applications and the review and certification of requests for 
discovery royalty certification under AS 38.05.13-1(3) and AS 38.05.180(f).



1

2

3

4

5

6

7

8

9

10

11
12

13

14

9-LS0808\C '  
Chcnowcth 

3/4/96

WORK DRAFT WORK DRAFT WORK DRAFT

CS FOR SENATE BILL NO. 112( )

IN THE LEGISLATURE OF THE STATE OF ALASKA 

NINETEENTH LEGISLATURE - SECOND SESSION

BY

Ottered:
Referred:

Sponsor(s): SENATE RESOURCES C O M M ITTEE

A BILL

FOR AN ACT ENTITLED . ,.V
» <‘ ‘t

" A n  A c t  e s t a b l i s h i n g  a  d i s c o v e r y  r o y a l t y  c r e d i t  f o r  t h e  l e s s e e s  o f  s t a t e  l a n d  

d r i l l i n g  e x p l o r a t o r y  w e l l s  a n d  m a k i n g  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  a n  o i l  

o r  g a s  p o o l . "

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
•

K“ ■. - v
* Section 1. AS 38.05.134 is amended to read: h  ~ -k**

See. 38.05.134. CONVERSION TO LEASE. If the licensee requests and the 

commissioner determines that the work commitment obligation set out in an oil and gas 

exploration license issued under AS 38.05.132 has been met. the commissioner shall 

convert to one or more oil an. gas leases all or pan, as the licensee may indicate, of the 

area described in the exploration license that remains after the relinquishments, removals, 

or deletions required by AS 38.05.132(d)(2). A lease issued under this section

(I> is subject to the acreage limitations imposed by AS 38.05.140(c);

(2) is subject to AS 38.05.180(j) - (m), (o) - (u), and (x) - (z);

(3) must be conditioned upon a royalty in amount or value of not less

-1-
tfgy-Tfrxe IJHd»rlin*J (CELETED TEXT BMCKETEDl
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than 12.5 percent of production,_.cxcepMhat the lessee who, proceeding under 

AS 38.05.131 - 38.05.134. makes the first discovery of oil or gas

WORK DRAFT WORK DRAFT WORK DRAFT

Bifflh a- the term is. defined In AS 31.05.17O, shall pay a royalty on all production 
tinder the lease of five percent for the primary term of the lease following the date 

flLdjsfioyery. and.thereafter the royalty shall he as determined under this paragraph;

iLqLtafi flv? regent royalty tinder this paragraph is authorfred only to I

aJipldciLQf.a lease who meets th

( 4 )  m u s t  i n c l u d e  a n  a n n u a l  r e n t  o f  $ 3  p e r  a c r e  o r  f r a c t i o n  o f  a n  a c r e  
i n i t i a l l y  p a i d  t o  t h e  s t a t e  a t  i n c e p t i o n  o f  t h e  l e a s e  a n d  p a y a b l e  a n n u a l l y  a f t e r  t h a t  u n t i l  
t h e  i n c o m e  t o  t h e  s t a t e  f r o m  r o y a l t y  u n d e r  t h a t  l e a s e  e x c e e d s  t h e  r e n t a l  i n c o m e  t o  t h e  
s t a t e  u n d e r  t h a t  l e a s e  f o r  t h a t  y e a r ;  a n d

( 5 )  i s  s u b j e c t  t o  o t h e r  c o n d i t i o n s  a n d  o b l i g a t i o n s  t h a t  a r c  s p e c i f i e d  i n  t h e
l e a s e .

*  S e c .  2 .  A S  3 8 . 0 5 . 1 8 0 ( 0  i s  a m e n d e d  t o  r e a d :
( 0  E x c e p t  a s  p r o v i d e d  b y  A S  3 8 . 0 5 . 1 3 1  -  3 8 . 0 5 . 1 3 4 .  t h e  c o m m i s s i o n e r  m a y  

i s s u e  o i l  a n d  g a s  l e a s e s  o n  s t a t e  l a n d  t o  t h e  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  a s  
follows:

( 1 )  t h e  c o m m i s s i o n e r  s h a l l  i s s u e  a n  o i l  a n d  g a s  l e a s e  t o  t h e  s u c c e s s f u l
b i d d e r  d e t e r m i n e d  b y  c o m p e t i t i v e  b i d d i n g  u n d e r  r e g u l a t i o n s  a d o p t e d  b y  t h e  
c o m m i s s i o n e r :  b i d d i n g  [ .  B I D D I N G ]  m a y  b e  b y  s c a l e d  b i d  o r  a c c o r u i n g  t o  a n y  o t h e r  
b i d d i n g  p r o c e d u r e  t h e  c o m m i s s i o n e r  d e t e r m i n e s  i s  i n  t h e  L e s t  i n t e r e s t s  o f  t h e  s t a t e ;

( 2 )  w h e n e v e r  ( .  W H E N E V E R ] ,  u n d e r  a n y  o f  t h e  l e a s i n g  m e t h o d s  l i s t e d  
i n  t h i s  s u b s e c t i o n ,  a  r o y a l t y  s h a r e  i s  r e s e r v e d  t o  t h e  s t a t e ,  i t  s h a l l  b e  d e l i v e r e d  i n  p i p e l i n e  
q u a l i t y  a n d  f r e e  o f  a l l  l e a s e  o r  u n i t  e x p e n s e s ,  i n c l u d i n g  b u t  n o t  l i m i t e d  t o  s e p a r a t i o n ,  
c l e a n i n g ,  d e h y d r a t i o n ,  g a t h e r i n g ,  s a l t  w a t e r  d i s p o s a l ,  a n d  p r e p a r a t i o n  f o r  t r a n s p o r t a t i o n  
o f f  t h e  l e a s e  o r  u n i t  a r e a ;

( 3 )  f o l l o w i n g  ( .  F O L L O W I N G ]  a  p r e - s a l e  a n a l y s i s ,  t h e  c o m m i s s i o n e r  
m a y  c h o o s e  a t  l e a s t  o n e  o f  t h e  f o l l o w i n g  l e a s i n g  m e t h o d s :

( A )  [ ( 1 ) ]  a  c a s h  b o n u s  b i d  w i t h  a  f i x e d  r o y a l t y  s h a r e  r e s e r v e d  t o  
t h e  s t a t e  o f  n o t  l e s s  t h a n  1 2 . 5  p e r c e n t  i n  a m o u n t  o r  v a l u e  o f  t h e  p r o d u c t i o n  
r e m o v e d  o r  s o l d  f r o m  t h e  l e a s e ;

( B )  [ ( 2 ) ]  a  c a s h  b o n u s  b i d  w i t h  a  f i x e d  r o y a l t y  s h a r e  r e s e r v e d  t o

CSSH 112( )
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t h e  s t a t e  o f  n o t  l e s s  t h a n  1 2 . 5  p e r c e n t  i n  a m o u n t  o r  v a l u e  o f  t h e  p t o d u c t i o n  
r e m o v e d  o r  s o l d  f r o m  t h e  l e a s e  a n d  a  f i x e d  s h a r e  o f  t h e  n e t  p r o f i t  d e r i v e d  f r o m  
t h e  l e a s e  o f  n o t  l e s s  t h a n  3 0  p e r c e n t  r e s e r v e d  t o  t h e  s t a t e ;

( £ }  [ ( 3 ) ]  a  f i x e d  c a s h  b o n u s  w i t h  a  r o y a l t y  s h a r e  r e s e r v e d  t o  t h e  
s t a t e  a s  t h e  b i d  v a r i a b l e  b u t  n o  l e s s  t h a n  1 2 . 5  p e r c e n t  i n  a m o u n t  o r  v a l u e  o f  t h e  
p r o d u c t i o n  r e m o v e d  o r  s o l d  f r o m  t h e  l e a s e ;

( D ]  [ ( 4 ) ]  a  f i x e d  c a s h  b o n u s  w i t h  t h e  s h a r e  o f  t h e  n e t  p r o f i t  
d e r i v e d  f r o m  t h e  l e a s e  r e s e r v e d  t o  t h e  s t a t e  a s  t h e  b i d  v a r i a b l e ;

£ E 1  [ ( 5 ) ]  a  f i x e d  c a s h  b o n u s  w i t h  a  f i x e d  r o y a l t y  s h a r e  r e s e r v e d
t o  t h e  s t a t e  c f  n o t  l e s s  t h a n  1 2 . 5  p e r c e n t  i n  a m o u n t  o r  v a l u e  o f  t h e  p r o d u c t i o n
r e m o v e d  o r  s o l d  f r o m  t h e  l e a s e  w i t h  t h e  s h a r e  o f  t h e  n e t  p r o f i t  d e r i v e d  f r o m  t h e  
l e a s e  r e s e r v e d  t o  t h e  s t a t e  a s  t h e  b i d  v a r i a b l e ;

( F )  [ ( C ) ]  a  c a s h  b o n u s  b i d  w i t h  a  f i x e d  r o y a l t y  s h a r e  r e s e r v e d  t o  
t h e  s l a t e  b a s e d  o n  a  s l i d i n g  s c a l e  a c c o r d i n g  t o  t h e  v o l u m e  o f  p r o d u c t i o n  o r  o t h e r  
f a c t o r  b u t  i n  n o  e v e n t  l e s s  t h a n  1 2 . 5  p e r c e n t  i n  a m o u n t  o r  v a l u e  o f  t h e  p r o d u c t i o n  
r e m o v e d  o r  s o l d  f r o m  t h e  l e a s e ;

( 0 )  [ ( 7 ) ]  a  f i x e d  c a s h  b o n u s  w i t h  a  r o y a l t y  s h a r e  r e s e r v e d  t o  t h e
s t a t e  b a s e d  o n  a  s l i d i n g  s c a l e  a c c o r d i n g  t o  t h e  v o l u m e  o f  p r o d u c t i o n  o r  o t h e r
f a c t o r  a s  t h e  b i d  v a r i a b l e  b u t  n o t  l e s s  t h a n  1 2 . 5  p e r c e n t  i n  a m o u n t  o r  v a l u e  o f  t h e  
p r o d u c t i o n  r e m o v e d  o r  s o l d  f r o m  t h e  l e a s e ;

L4)_notw jthstand inu_a_re< iu ircment_ in the leas ing  m e thod  chosen o f  
a m in im um  fixed ro va ltv  share , the h o ld e r  n f n lease who m akes  the f i rs t d iscove ry  
o f  oi l o r  gas jp j f l  Qjl f r  t f lm
a ro v a l t v  on  a l l p roduction  u n d e r  the lease o f  f ive  percent 
term Q fih e J f f lS t -  fo l low ing  the da te  o f  d iscovery and th e re a f te r  the ro y a l t y  sha ll he 
d e te rm in ed  and  payab le  u nde r ( 3 )  o f  this subsection : t l
thig-PflrflgraclLjs aathgrJKd only 19 a holder qL a 

dcnarim ttii « .gw an snL9 ( K itin g
sanimittiutKr may, bv.raw M w h rvuuiir

•  S e c .  3. A P P L I C A B I L I T Y .  T h e  p r o v i s i o n s  o f  t h i s  A c t  a p p l y  o n l y  t o  l e a s e s  t h a t  a r c  e n t e r e d  
i n t o  o n  o r  a f t e r  t h e  e f f e c t i v e  d a t e  o f  t h i s  A c t .
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O f f i c i a l  B u s i n e s s

A l a s k a  S t a t e  L e g i s l a t u r e

State Capitol 
Juneau AK 99801

M E M O
T O :  J a c k  C h e n o w c i l i ,  L e g a l  C o u n s e l

v i a  f a x :  X 2 0 2 9  *  f
F R O M :  A n n e t t e  K r e i t z e r ,  A i d e  t o  (  > ^

S e n a t e  R e s o u r c e s  C o m m i t t e d
D A T E :  M a r c h  2 ,  1 9 %
R F :  C o m m i t t e e  S u b s t i t u t e  f o r  S B  1 1 2 :  D i s c o v e r y  R o y a l t y

P l e a s e  p r  p a r e  a  d r a f t  S e n a t e  R e s o u r c e s  C o m m i t t e e  S u b s t i t u t e  f o r  S B  1 1 2 ,  D i s c o v e r y  
R o y a l t y ,  w i t h  t h e  f o l l o w i n g  p r o v i s i o n s :
1 )  P a g e  3 ,  L i n e s  2 1 - 2 2  a r c  f i n e  u n t i l  w e  g e t  t o  " o i l  o r  g a s  i n  c o m m e r c i a 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 ” .  T h i s  l a n g u a g e  n e e d s  t o  b e  c h a n g e d  s o  t h a t  t h e  n e w  p r o v i s i o n  a l l o w s  
f o r  f i r s t  d i s c o v e r y  o f  a n  o i l  o r  g a s  p o o l  a s  d e f i n e d  b y  A l a s k a  O i l  a n d  G a s  C o n s e r v a t i o n  
C o m m i s s i o n  ( A S  3 1 . 0 5 . 1 7 0 (  1 1 ) )  s h a l l  p a y  a  r o y a l t y  o n  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 h e  p r i m a r y  t e r m  o f  t h e  l e a s e  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  a n d  t h e r e a f t e r  
t h e  r o y a l t y  s h a l l  b e  d e t e r m i n e d  a n d  p a y a b l e  u n d e r  * 3 ) . . .

T h e r e  i s  a  p r o b l e m  w i t h  u s i n g  t h e  p h r a s e  " o i l  o r  g a s  i n  a  g e o l o g i c  s t r u c t u r e " ,  
b e c a u s e  i t  i s  a n  u n d c f i n a b l c  t e r m  w h i c h  w a s  a d o p t e d  a t  s t a t e h o o d  f r o m  f e d e r a l  l a w .  
T e c h n o l o g y  h a s  m o v e d  t h e  o i l / g a s  i n d u s t r y  a n d  t h e  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  
f a r t h e r  a n d  f a r t h e r  a w a y  f r o m  t h e  e f f e c t i v e  u s e  o f  t h a t  p h r a s e .

T h e  r e a s o n  f o r  i n s e r t i n g  t h e  p h r a s e  " p r i m a r y  t e r m  o f  t h e  l e a s e "  i s  t h a t  t h e  i n t e n t  o f  
t h i s  l e g i s l a t i o n  i s  t o :  g e t  p e o p l e  o u t  e x p l o r i n g  ( w h i c h  i s  w h y  i t  c o n t i n u e s  t o  b e  t i e d  t o  t h e  
e x p l o r a t i o n  l i c e n s i n g  p r o g r a m ) ;  s i n c e  p r i m a r y  t e r m s  r u n  7 - 1 0  y e a r s ,  i t  f o r c e s  t h e  i s s u e  o f  
w o r k i n g  a  l e a s e ,  r a t h e r  t h a n  s i l t i n g  o n  i t ,  a n d  h o p e f u l l y  e n s u r e s  a  q u i c k e r  r e t u r n  t o  t h e  s t a t e .
2 )  T h i s  l e g i s l a t i o n  s h o u l d  a p p l y  t o  n e w  l e a s e s  o n l y .  A s  y o u  a r c  a w a r e ,  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  s t i l l  e x i s t s  i n  l e a s e s  i s s u e d  p r i o r  t o  t h e  r e p e a l  o f  t h a t  p r o v i s i o n  i n  1 9 6 9 .  I f  
w e  a r e  n o t  s p e c i f i c  t h a t  t h i s  p r o v i s i o n  a p p l i e s  t o  l e a s e s  e n t e r e d  i n t o  a f t e r  t h e  e f f e c t i v e  d a t e  o f  
t h e  A c t ,  D N R ' s  c o n c e r n  i s  t h a t  t h e r e  w i l l  b e  a n  i s s u e  o f  w h e t h e r  t h e  p r o g r a m  i s  r e t r o a c t i v e .
3 )  T h e  o l d  r e g u l a t i o n s  u n d e r  t h e  p r e v i o u s  d i s c o v e r ) *  r o y a l l y  p r o g r a m  r e q u i r e d  a  
" s t a t e m e n t  o f  d i s c o v e r y ”  f o r  t h e  r o y a l t y  r e d u c t i o n  t o  b e  g r a n t e d .  T h i s  w o u l d  e l i m i n a t e  
p r o b l e m s  o f  d u a l  c o m p a n i e s  d r i l l i n g  o n  t h e  s a m e  l e a s e  a n d  b o t h  t r y i n g  t o  c l a i m  f i r s t  
d i s c o v e r y  f o r  t h e  s a m e  p o o l .
T h a n k  y o u  f o r  y o u r  a s s i s t a n c e .  P l e a s e  . a l l  m e  a t  4 6 5 - J 9 0 7  i f  y o u  d e s i r e  f u r t h e r  
c l a r i f i c a t i o n .



PROPOSED AMENDMENT TO 
SB 112: Discovery Royalty

Page 3, lines 13-15:

DELETE ALL MATERIAL

Insert:

See. 2. APPLICABILITY. The provisions of AS 38.05.180(f)(4), added by see. 
1 of this Act, apply to both non-producing leases and to new leases in the Cook Inlet 
sedimentary basin that were entered into on or after the effective date of regulations 
promulgated by the Department under AS 38.05.180(0(4).



Session:
Slate Capilol 
Juneau AK 99801-1182

Alaska S ta te  Legislature
MEMO

Interim: 
716 W 4lh Avenue 

Anchorage AK 99501-2133

TO: Ken Boyd, Deputy Director
Division of Oil and Gas, DNR

r f i

l-ROM: Annette fi. Kreilzer, Committee Aide^Jf— •
Senate Resources Committee

DATE: March 9, 1995

RE: SB 112: Discovery Royalty Credit
*** *********************************** *********************************

1) SB 112 has been scheduled for Wednesday, March 15 and 
Friday March 17 in Senate Resources. The Wednesday hearing would 
be mostly background and the division answering questions about 
the ramifications of reinstating this credit.

2 ) I have asked the legislative reference library for the legislative 
record pertaining to the repeal of the credit by CH65 SLA 1969. I’ve 
been told it's going to be skimpy. Docs your Division/Department 
have any information on why it was repealed? Any position papers, 
etc.?

3) What leases currently carry the old provisic ?

4 ) Wh. * known fields could possibly be impacted by 
reinstatement o f the credit?

5) Do you have any maps which would help illustrate these 
points?

6 ) Take a deep breath.



Alaskan Oil and Gas Discoveries 
Since Prudhoe Bay

Oil Fields Discovery Date First Production Operator
|

Redoubt Shoal 9/68 NA Amoco
Kuparuk River 4/69 12/81 ARCO
Kuparuk River West Sak 4/69 8/83 ARCO
Milne Pt.- Kuparuk 8/69 10/85 BP Exploration
Milne Pt.- Schrader Bluff 8/69 3/91 BP Exploration
North Prudhoe Bay 4/70 9/93 ARCO
Beaver Creek 12/72 12/72 Marathon
Pt. Thompson 9/75 NA Exxon
Prudhoe Bay-West Beach 7/76 4/93 ARCO
Endicott 3/78 6/86 BP Exploration
North Star Unit 1/84 NA BP Exploration
Niakuk/W. Niakuk* 4/85 4/94 BP Exploration
Point McIntyre** • 3/88 9/93 ARCO
West McArthur River 12/91 8/93 Stewart Petroleum

’ Niakuk received Discovery Royalty Benefit, expired 3/95.
**Pt. McIntyre is receiving Discovery Royalty Benefit, expires 2/98.

Gas Fields
:

Kavik 11/69 NA Amoco
Kemik 6/72 NA Forest Oil
Lewis River 9/75 9/84 Cities Service/Unocal
Stump Lake 5/78 6/90 Chevron/Unocal
Pretty Creek 2/79 11/86 Chevron/Unocal
North Trading Bay Unit 10/79 4/80 Texaco
Walakpa 2/80 9/92 Huskv
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COOK INLET BASIN

DATA SUMMARY 

FQR

STATE OF A LASKA HOUSE OF REPRESENTATIVES 

FINANCE COMMITTEE HEARING 

RE: SENATE BILL 112 

APRIL 22, 1996

PAfiU

1 .BASIN DESCRIPTION The Cook Inlet Basin is an intermontane 
sedimentary basin trending NE-SW, bounded 
by the Southern Alaska Range and the 
Chugach Mountains and is roughly 
coextensive w ith the present Cook Inlet 
wators and immediately surrounding terrain.

It is an important hydrocarbon producing area 
containing numerous individual oil and gas 
fields.

2. BASIN SIZE It is approximately 200  x 70 miles and 
contains 9 ,000 ,000  ( + /-) surface acres.

3. OIL & GAS FIELDS (Oil) 7 producing fields
(Gas) 22 total fields (11 producing; 11 shut-
in)

4. E S T jM A IE P T Q m  
PROVED 
RECQ-y.EBABlE, 
RESERVES

(Oil) 1.35 Billion Bbls. (BBO) 
(Gas) 6 6 Trillion Cu. Ft. (TCF)



5. ESTIMATED 
R EIV1 ALNJfiG-Pil QVEQ 
RECOVERABLE 
RESERVES

(Oil) 120 million BO (MMBO) 
(Gas) 1.9 TCF

6 . EST IMA IEP. 
UNDISCOVERED OIL 
& GAS RESERVES

(Oil) 1 .00 Billion Bhls (BBO) 
(Gas) 2 .0  TCF



O i l  &  G a s  F i e l d s  

o f  t h e  

C o o k  I n l e t  B a s i n  

A l a s k a ,  U S A
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Cook Inlet 
/ 1:011 & Gas Fields
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PART!!

Cook Inlet Basin • Discovery Rates 
& Historical Oil & Gas Reserves

PLATE "A ” is appended comparing yearly exploratory wells drilled during tho 
"discovery royalty" period of 1959 - 1969 versus the recent period of 1985 - 1395. 
During the "discovery royalty" period a total of 174 exploratory wells were drilled; in 
the latter, "non-discovery royalty' period 16 were drilled. This represents a decrease 
in exploration of 92% .

The appended PLATE "B": COOK INLET PRODUCING OIL FIELDS illustrates that prior 
to 1959, one field, Swanson River, was discovered w ith estimated ultimate reserves 
of 235 MMBO. During tho "discovery royalty" period (1959-69) discoveries were 
made with an estimated ultimate recovery of 1 ,060  (1.06 BBO). Subsequent to 1969, 
tw o discoveries have been made which will aggregate less than 30  MMBO.

Note abo that tho fields discovered in 1957 - 1969 are approximately 91%  depleted.



P la te  "A"

Cook Inlet Exploratory V\ ells

1959-1969 (with "Discovery Royalty") 
1985-1995 (without "Discovery Royalty")

30

16 Total Wells

0 — m— -----mr •

1959 60 61 62 63 64 65 66 67 68 69
1985 86 87 88 89 90 91 92 93 94 95

Years



Plate “ B” 
Cook Inlet 
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PARTIN

Estimate of Undiscovered Oil & Gas Reserves

Geological estimates of undiscovered basinal reserves include basic estimates of: 
basin size and volume of potential reservoir rock, further quantified by consideration 
of: reservoir quality, volume of potential source beds, hydrocarbon content and 
thermal maturity of the source rocks, structural history of the basin and any known 
post-depositional or diagenetic changes in the reservoir rocks.

Various studies incorporating some or all of these parameters have been made and it 
is a generally held opinion that the Cook Inlet generating process, or "oil kitchen" 
generated considerably more hydrocarbons than can be accounted for in presently 
known resources. The unaccounted for or undiscovered portion of these reserves will 
not be found primarily in large, easily identifiable structural traps, but will be 
concentrated in more subtle traps: stratigraphic pinchouts, sub-thrust fault blocks, 
and diagenetically influenced reservoirs.

Exploration for these reserves will require a deeper geological understanding of 
historical basin processes, utilization of sophisticated seismic and other exploration 
systems and innovative drilling and completion techniques.

This will be an expensive search but the technology and will exists to do it. Only in 
this manner will these reservoirs be found.

Based upon private studies it is estimated that a reasonable figure of expectation for 
undiscovered oil and gas reserves iu: 1.0 BBO and 2 .0  TCFC. This would represent 
a replacement of 74%  of tho known oil reserves and 30%  of the gas produced to 
date.
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PART-1.V

Estimate of State of Alaska 
Rovaltv Values Attributable to 

Undiscovered Oil &  Gas Reserves

Assuming that tho ostimate of 1.0 BBO and 2 .0  TCFC <PART III, supra) is reached, 
and on average constant woll-hoad price of $15 .00  per barrel for oil and $1.70 per 
MCF of gas is maintained, thoso reserves would have a gross undiscounted value of 
$15.0 billion to the oil and $3.4  billion to the gas for a total of $18 .4  billion.

However, only a portion of the wells drilled would constitute "discovery wells";based 
upon estimatos of future field (and discovery tract) size, it is ostimated that tho 
"discovery royalty" of 5%  would apply to no more than 20%  of all wells drillod.

TABLE "A " is appended setting forth Alaska royalty calculations for oil and gas 
reserves both "discovery royalty" and " regular royalty".

Noto that the average royalty percentage received by the State of Alaska would be 
11% . Tho total calculated value of thoso oil and gas royalties is: $2 .024  Billion.



T a b l e  " A '

Estimated Value to State of Alaska 
Royalties on Undiscovered Oil Gas 

Reserves - Cook Inlet Basin

ITEM OIL GAS
Total Reserves 1.0 BBO 2 0 TCF

Gross Value (Revenue) 
($15/BO and $1.70/MCF)

$15.0 Billion $3.4 Billion

Alaska Royalty 
On 20% "Discovery" 
Portion (5%)

$150 Million $34 Million

Alaska Royalty 
On 80% "Non-Discovery" 
Portion (12.5%)

$1.5 Billion $340 Million

Total Alaska Royalty 
(Gross Undiscounted Value)

$1,650 Billion $374 Million

Average Alaska Royalty 11% 11%

Total Value Alaska 
Oil & Gas Royalty

$2,024 Billion



PART V

Ancillary Economic Benefits to 
Increased Exploratory. WolLRate

Tho most obvious benefit to increased drilling is the creation of Immediate jobs in and 
around the drilling operation. This would include primary drilling personnel and, as 
wells wore brought on line, would also include personnel for production operations. 
At all times, support jobs (e.g. camp cook snd catering, road maintenance, etc) would 
become available. Those positions would be filled by local Alaskans.

Tho economy w ill benefit from injections of new dollars into the (local) capital stream 
and of course, real economic value will be created and tax bases increased.

It is estimated that each well drilled will create approximately 75 new jobs each of 
which will receive an average of $60 ,000  ( + /-) per year. Each calendar year of 
drilling activity per rig can therefore be anticipated to provide $4 ,5 0 0 ,0 0 0  in real 
capital infusion, or approximately $ 1 ,875 ,000  per individual well. This amounts to a 
total of $ 2 8 ,125 ,000  ( + /*) in direct payroll attributable to 15 exploratory wells.



PART VI

Summary & Conclusions

From tho foregoing data it may be concluded that:

1) The Cook Inlet Basin is an important Alaskan hydrocarbon producing basin.

2) Presently known oil resorvos of 1 .35 Billion Barrels of Oil (BBO) are 
approximately 91%  deplotod.

3) During tho years 1959 - 1969 a "discovery royalty" provision was in effect. 
During this period approximately 81%  of the known rosorvos were 
discovered.

4) Discovery rates are tied directly to exploratory well rates. During 1959 - 
1969 a total of 174 exploratory wells were drilled resulting in oil discoveries 
aggregating in excess of 1 Billion barrels of oil. During the recent period of 
1985 - 1995 a total of 16 exploratory wells were drilled (a decrease of 92% ) 
resulting in discoveries aggregating only 30 MMBO

5) It is estimated that the Cook Inlet Basin contains undiscovered reserves 
aggregating at least 1.0 BBO and 2 .0  TCFG.

6) State of Alaska royalties received from these reserves would total 
approximately *2 .0 2 4  Billion.

7) Substantial economic benefits will accrue to local economies. Each 
exploratory well drilled will create approximately 75 new jobs and 
approximately *1 ,8 7 5 ,0 0 0  in capital infusion on the local level.

WALTER D. WELLS

CERTIFIED PETROLEUM GEOLOGIST

Amorican Association of Petroleum Geologists - CPG #3214 
American Institute of Professional Geologists • CPG #6993 
Alaska - CPG #A A -307



Data Sources

Field discovery dates were taken from the: 1994 Statistical Report Alaska Oil & Gas 
Conservation Commission.

Production data and estimates of remaining discovere J reserves were taken from the: 
March. 1995 f lstorical and Protected Oil & Gas Consumption - Alaska Department of 
Natural Resources - Division of Oil & Gas.
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SENATE BILL NO. 112

IN THE LEGISLATURE OF THE STATE OF ALA8KA

NINETEENTH LEGISLATURE - FIRST SESSION

BY THE SENATE RESOURCES COMMITTEE

Introduced: 3/7/95 
Referred: RES. FIN

A BILL

FOR AN ACT ENTITLED

"An A c t eetebVthlng a dUcovory roya lty for the leasees o f s ta te  land lo ca ted  i r  Cook 
Inlet Beain, A la ska 's o ldest petro leum  producing province, w ho  drill sxp lo rr;o ry  w elts 
and make th e  firs t d b co ve ry  o f oil and/or gas in commercial quan titie s ."

BE FT 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 o f a lease who drills and makes tha first d iscovery of oil and/or gas 
in commercial quan tities in a geo logic structu re shell pay a roya lty on all production 
under the lease o f five  percent for the first 10 yeare fo llow ing the date of d iscovery 
end thereafter the roya lty ehall be payable a s originally provided In such lease at date 
of issue: provided, how ever, that such le sse  shall not upon expiration of sa id  10 year 
period be d isqua lified from benefit under othor available roya lty reduction or Incentive 
programs, if  any, for w h ich  it may qualify .

The provisions of tt .ls  section shaM apply only to d iscoveries made after January 1, 
1991 w ith in the Cook Inlet sedim entary basin , off active upon date of d iscove ry . Any 
previous roya lty payment* paid subsequont to such  d isco ve ry  date wh ich  aro in 
excoss o f the five  percent roya lty provided hereunder, sha ll constitu te  a cred it against 
fu ture roya lty paym ents under th is section .

8B0112A SB 112
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SENATE BILL NO. 112

IN THE LEGISLATURE OF THE STATE OF ALASKA

NINETEENTH LEGISLATURE - FIRST SESSION

BY THE SENATE RESOURCES COMMITTEE
*

Introduced; 3/7/95 ,
Referred: RES. FIN

A BELL 

F O R  A N  A C T  E N T IT L E D

1 "A n  Act estab lish ing a discovery roya lty  f r e d lt j fo r the lessees o f  state
<n r ..«  *««>r >■>»<'«■> ■ ~ *>♦

2 £ rillin£ ] exp lo ra to ry  wells a n d ^ jn a iu n gJ  the first discovery o f o il A o r gas in

3 com m erc ia l quantities ."

4 B E  IT  E N A C T E D  B Y  T H E  L E G IS L A T U R E  O F  T H E  S T A T E  O F  A L A S K A :

!fl£. •(  * /««<•»- («c) Q p
5 * Section I .  AS 38.05.(134) ts amcndedAto trad:

6 Oct.'38.05.134: CONVERSION TO LEASE. If the boensec requests aw^tW

7 commiSricoer determines that the work commitment obligation set ou^Jirtn oil and

8 gas cxpiorarionTitoo^eissucd under AS 38.05.132 has been^ordtfdjc commissioner

9 shall convert to one or morc'oiL^nd gas leases all or^pdCas the licensee may indicate,

10 of ihc irea described in the cxplorado^^pndcUiat remains after the relinquishments,

11 removals, or deletions nequir^MtfAS 38.05^38<4}(2). A lease issued under this
12 section

I- *s subject to the acreage limitanons imposed byX3^05.140(c);
14   12). ii mbiect to AS 38.05.180(1) - (m). (o ). (U), and (x)

SBOIUA .J .  j b  j j 2
V . w  T*Pt V»<netln ,< i IDLUTCO T t x t  8HACXC7TDI
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9
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11
12
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17
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21 

22

23

24
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26

27

28

29

30

31

(J) raiisroc Conditioned upon a royalty in amount or viiue of not less 

than\2.5 percent of producrion^wctD t that the letter who,

f .I31.i_38,QS,134,. rnahca thc.flra discovery of oil or gas in commq^aj 

Q»ianHKe^i_a_£eqlogic structiicetiifllLfliiv^LrQyairY on all production und^r the 

lease of n v ^ r c tn t for the tin t 10 yean  Mowing, the date of tiacoyfr-v and 
thereafter the >PYa»v shall In n  determined under this oar

(4) Nmusr include an annuel rent of $3 per acre or fract»6n of an acre 
initially paid to the sVc at inception of the lease and payable annually after that ur.dl 

the income to the state rapm royalty under dial lease exceeds the pwtaJ income to the 

suite under that lease for that year, and

(5) isjiutjeci\^ other conditions and obligates char are specified in 
the lease. ,

Sec 2. AS 38.05.180(0 is amended h? read:

(0 Except as provided by A$\38.05.13l * 38f05.134. the commissioner may 
issue oil and gas leases on. state land u^die highysc responsible qualified bidder gj

folia *3;
fP_ 0k wnuniMontr .afialfiaiuc an oil and °as toae to the 

svcccgful bidder determined by compctim/e biding under regulations adopted by the 

commis3ioncr;_bidding (. BIDDING! any be by scidcd bid or according to any other 

bidding procedure the commissioner^determines is in the best interests of the state;

121 whenever [. IwHENEVER), undeiMuiy of the leasing methods 

listed in this subsection, a royalty share is reserved to theSute. it shall be delivered 

in pipeline quality and free of ail lease or unit expenses, incldtjing but not limited to 

separation, cleaning, debyjfration, gathering, salt water disposal\nd preparation for 
transportation off the lê se or unit area;

IP . ft?,Ho wing I- FOLLOWING] a pre-sale analysis, th\coramissioner 
may choose at leaj< one o f  the fo llow in g  leasing methods:

L&l ((1)] a cash bonus bid with a fixed royalty shaj^rcscrved 
to the/hate of not less than 12.5 percent in amount or value of the proopcuon 
removed or sold from the lease;

(

■4ft) X Lul 0.1 Ut i  tv ij j]c, i ,| ij^ p|t<i y

SU 112 •2.
f l u f .  f t i c  U s i& t rh r t jt  to iir r to  r c x r  s k a c k k t z o i 5*01114.
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1 £  \m the sute of not less thin 12.5 percent in amount or value of the producoc

2 rerhoved or sold from the lease and a fixed share of the net profit derivc^om

3 the leaSe of not less than 30 percent reserved to the state;

4 \  l£ ) [(3)J a fixed cash bonus with a royalty share reserved to the

5 state as the brtkvariablc but no less than 12.5 percent in amoyrit or value of the

6 production removed or sold from the lease;
7 1121 (w l a fixed ash bonus with thd'share of the net profit

8 derived from the lease roqrved to the sute as the bid variable;

9 1E21(5)1 a fixbd cash bonus wto a fixed royalty share reserved

10 to the state of not less than 12 .sWcenrih amount or value of the production

1 1 removed or sold from the lease wiubdne share of the net profit derived from
*  / \12 the lease reserved to the state ayhe bitN^riable;

13 (£2 [(6)J a cajrfi bonus bid a fixed royalty share reserved

14 to the state based on a sljmng scale according nv the volume of production or

15 other factor but in np'cvcnt less than 12.5 percent^ amount or value of the

16 production rcmoyttl or sold from the lease;

17 A c ,) ((7)] a fixed cash bonus with a royalty iW  reserved to the

18 state baspd on a sliding scale according to the volume of prtwqcnon or other

19 fa c ty ^ the bid variable but not less than 12.5 percent in amounrqr value of

20 ^production removed or >old from the lease;________________

21 ^Ti) ( c O  [ li i J ir iy j ihgaLgdi.j f t t i w y f r
22 * wnmwwiifi tfrjf f i fo cr of a. le w  who^nai t f  the first

23 discovery of o i f f i as in commercial quantities m a geologic structure shall oav

24 a rovaltv on all prodoctionunder the lease of five percent fat the first IQ vean

25 fQitoy.tfi&frLC-dafr gf.d!acfl.vt t * .and tfrerattmUre n?yaity.3halt te jk H rfwin ti t n  j
26 P iv ib tcjjtm<er ¥  thift-att o ceb tm j -  • i  /»»«>.<«/ ■- u « i

n  A* f  % 0 C < I  # « a c  * !■ i  .< >.» i  ^  t  ̂9 + f  — / ! • / /  f
I 10 / e» »* 4 X  41%«/. A

i - l U l i i f c i  t  C r S . i  f t  i  r * . , i  '  f  » ,  V . / » . < »  » »

r r t  i t .  ■ f t \ * — "T lr. ~ V >  JJL U   *•*« < « . -  ^  .  T
< //..!■*■ . .--- /« *» » A X . I _ »«.'».» i j ,

i?*l r  • ■ 4 f  - 1 , ►. /«»» v *<« «».<»
* J fcTTTT. j . . .  »*.<> •

SB01L2A »    .»/ S ¥ T E T ”~
r«AC • J n n t i l j . r p i  I Q L L l713 r r j r r  r h a c r l  r r m
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IN THE LEGISLATURE OF THE STATE OF ALASKA

NINETEENTH LEGISLATURE - FIRST SESSION

BY T H E  SENATE RESOURCES C O M M IT TE E
jf

Introduced: 3/7/95
Referred: RES. FIN

A BILL 

FOR AN ACT ENTITLED

1 ” An Act establishing a discovery royally credit for the lessees of state land

2 drilling exploratory wells and making the first discovery of oil or gas in

3 commercial quantities."

4 BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

SENATE BILL NO. 112

5 * Section I. AS 38.05.134 is amended to mad:

6 Sec. 38.05.134. CONVERSION TO LEASE. If the licensee requests and the

7 commissioner determines that the work commitment obligation set out in an oil and

,S gas exploration license ;ssucd under AS 38.05 132 has been met; the commissioner

9 shall convert to one or more oil and gas leases all or pan, as the licensee may indicate.

10 of the area described in the exploration license :hat remains after the relinquishments.

11 removals, or deletions required by AS 38.05.132(d)(2). A lease issued under this

12 section

13 (1) :s subject 10 the acreage limitations imposed bv AS 38 05.140(c);
14 [2) is subject to AS 38.05. ISOtj) • (m). (o) - (u), and <x) • (z);

SB01I2A •I*
- « . r  tjodmr 1  lO tUTSO  TCX7 MACXiTTDI

SB 112



1 (3) must be conditioned upon a royalty in amount or value of not less

2 than 12.5 percent of production, except that the lessee who, proceeding under

3 AS 38.05.131 - 30.05.134, makes the first discovery of oil or gas In <3?mmercigl

1 quantities in a geologic structure 3halLpay_aiQyaKY_Qn 3l)_pr9ductipn.u;nter (he

5 lease of five percent for the first 10 yean following, the..date.,of. discovery and

6 thereafter the rovaltv shall be as determined undcr-tJha.flaragragii;

7 (4) must include an annual rent of 53 per acre or fraction of an aae

8 initially paid to the state at inception of the lease and payable annually after that until

9 the income to the state from royalty under that lease exceeds the rental income to the

10 state under that lease for that year, and

11 (5) is subject to other conditions and obligations that are specified in
12 the lease. • •
1? • Sec. 2. AS 38.05.180(f) is amended to read:

14 (0 Except as provided by AS 38.05.131 • 38.05.134. the commissioner may

15 issue oil and gas leases on state land to the highest responsible qualified bidder 35
16 fttllflgg i
17 (1 ) the -CQjnrrmsiQngr_Jhaii issue . an .qi) and .235 lease
18 successful b i d d e r  determined by competiuve bidding under regulations adopted by the
19 commissioner, bidding (. BIDDING1 may be by scaled bid or according to any other

20 bidding procedure the commissioner determines is m the best interests of the state;

21 (2) whenever (. WHENEVER!, under any of the leasing methods
22 listed in this subsection, a royalty share is reserved to the state, it shall be delivered

23 in pipeline quality and free of all lease or unit expenses, including but not limited to

24 separation, cleaning, dehydration, gathering, salt water disposal, and preparation for

25 transportation off the lease or unit area;

26 13) following (. FOLLOWING] a pre-sale analysis, the commissioner

27 may choose at least one it the following leasing methods:

28 (A) KDI 4 bonus bid with a fixed royalty ihare reserved

29 to the state of not less than 12.5 percent in amount or value of the production

30 removed or sold from the lease;

j l  ((2)| a cash bonus bid with a fixed royalty share reserved

SB 112 •2»
r»-«t ID CUT CO TCX7 BRACfiCTCDI

SB0112A
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to the state of not less than 12.5 percent in amount or value of the production 

removed or sold from the lease and a fixed share of the net profit derived from 

the lease of not less than 30 percent reserved to the state;

1C) [(3)1 a fixed cash bonus with a royalty share reserved to the

state as the bid variable but no less than 12.5 percent in amount or value of the

production removed or sold from the lease;

( D )  ( ( 4 ) |  a fixed cash bonus with the share o f  the net profit
der ived f rom the lease reserved to the state as the bid variable;

(E) ((5)| a fixed cash bonus with a fixed royalty share reserved 

to the state of not less than 12.5 percent in amount or value of the production 

removed or sold from the lease with the share of the net profit derived from 

the lease reserved to the state as the bid vanab'e;

(FQ ((6)1 a cash bonus bid with a fixed royalty share reserved 

to the state based cn a sliding scale according to the volume of production or 

other factor but in no event less than 12.5 percent in amount or value of the 

production removed or soid from the lease:

((7)1 a fixed casn bonus -with a royalty share reserved :o the 

state based on a sliding scale according to the volume of production or other 

factor as the bid variable but not less than 12.5 percent in amount or value of 

the prod .non removed or soid from the '.case;

<41 notwithstanding a rcquirementJn the>asin£_mgmQdJ-Jl<gglL 

of a minimum fixed royqltv share, the holder .of 4_k3K^to_maKcg-Lhe_firrt 
disc verv of oil or gas in commercial Quantities in a geologic structure shalLpav 

n rovallv pn_all production under the lease .ifjive percent for the Hrst (fl-VgaES 
following the date of diKovgr^andJhcrrjfter the rov jMŷ h gll.LK’jk iiPP iim L iind 

oavahle under <3> of tills ju n c t io n .

SU0I12A •J*
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ALASKA STATE LEGISLATURE 
HOUSE OF REPRESENTATIVES 

RESEARCH AGENCY

March 11, 1986

TO: Rep re sen ta t i v e  Andre Marrou

FROM: G r e ^ h e ^ K c t s ^ / *
L e g i s l a t i v e  Ana ly s t

RE: 011 and Gas O l s c o ve r y  R o y a l t y  I n c e n t i v e
Research Request  8 6 - 1 2 6

You reques ted us to p r o v id e  i n f o rm a t i o n  abou t  a fo rmer  p r o v i s i o n  In 
S t a t e  s t a t u t e  which a l l owed  a l e s s e e  t o  pay a reduced r o y a l t y  on p r o ­
duc t ion  f o r  ten yea rs  f o l l o w i n g  the d i s c o v e r y  o f  commercial  q u a n t i t i e s  
o f  o i l  o r  gas . S p e c i f i c a l l y ,  you wanted to know:

• when and why the p r o v i s i o n  was dropped ;

• how succe ss fu l  the p r o v i s i o n  was w1 tn r e sp ec t  to  encourag ing 
e x p l o r a t i o n ;

• S t a t e  revenue “ l o s t *  because o f  the reduced r o y a l t y ;  and
• S t a t e  revenue u l t im a t e l y  ga ined because o f  the p roduc t ion  

o f  commercial  q u a n t i t i e s  which would o th e rw is e  no t  have been 
d i sc o ve r ed .

B r i e f  H i s t o r y  o f  the O l s c o v e r y  R o y a l t y

The so c a l . e d  ' 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  was dropped f rom Alaska 
S t a t u t e  In 1969 (S 1 , Ch. 6 5 ,  SLA 1 9 6 9 ) .  P r i o r  to I t s  d e l e t i o n ,  the 
p r o v i s i o n  was as f o l l o w s :

" . . . t h e  h o ld e r  o f  a l e a s e  who d r i l l s  and ra k e s  the f i r s t  d i s ­
cove ry  o f  o i l  o r  ^as 1n commercia l  q u a n t i t i e s  In  a g e o l og 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  under the l e a s e  
o f  f i v e  pe rcen t  f o r  10 y e a r s  f o l l o w i n g  the date o f  d i s c o v e r y  and 
t h e r e a f t e r  the r o y a l t y  r a t e  s h a l l  be no t  l e s s  than 1 2 - 1 / 2  p e r ­
c e n t . . . "  [AS 3 8 . 0 5 . 1 8 0 ( a ) ]

Pouch Y. S u i t  Cipiiol 
J u p u u .  A l u k i  99111 

(907) 44)0991

MEMORANDUM



Representative Marrou
March 11, 1986
Page Two

Th is  c o n d i t i o n ,  which a l l owed a l e s s e e  to pay a reduced r o y a l t y  to  the 
S t a t e ,  stems f rom s im i l a r  p r o v i s i o n s  on f e de r a l  l e a s e s  In A laska da t ing  
back to enactment o f  the M inera l  Leas ing Act o f  1920 . The reduced 
r o y a l t y  was unique to  A laska and was In tended to p r o v id e  spe c ia l  Incen­
t i v e s  to encourage o i l  and gas p roduc t ion  1n A la s k a .  A d i s c ove r y  r o y ­
a l t y  p r o v i s i o n  was adopted by the t e r r i t o r i a l  government and subsequent­
l y  In c o rp o r a t ed  In to  A laska S t a t u t e  1n the A laska Lands Act o f  1959.

Accord ing to Mark Wo rc e s t e r ,  the A s s i s t a n t  A t to rney  Genera l  who handled 
the most r e c en t  l e g a l  d i spu te  ( I n  the e a r l y  1 980 s )  r eg a rd in g  d i s c o ve r y  
r o y a l t y  In the Kuparuk R i v e r  o i l  f i e l d ,  the p r o v i s i o n  was a ppa re n t l y  
dropped In the l a t e  1960s because 1 t :  1) was no t  a u s e f u l  In c en t i v e
f o r  o i l  and gas e x p l o r a t i o n ;  2 )  was c o s t in g  the S t a t e  money; 3 )  c re a ted  
an a d m in i s t r a t i v e  burden t o r  the S t a t e ;  and 4 )  gene ra ted  c on s id e r ab l e  
d i spu te s  between the S t a t e  and the o i l  and gas companies In  Cook I n l e t  
o i l  and gas f i e l d s .  To the b e s t  o f  our knowledge , no s p e c i f i c  study 
a n a l y z i n g  the e f f e c t  o f  the 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  was prepared a t  
t h a t  t ime.

Attachment A p r e s en t s  a l i s t  o f  the ten d i s c o v e r y  w e l l s  which were 
g ranted a d i s c o v e r y  r o y a l t y  by the S t a t e .  These w e l l s  occu r  1n e i g h t  
Cook I n l e t  f i e l d s  d i sc ove red  In  the  e a r l y  to  mid 1960s and In the 
Prudhoe Bay and Kuparuk o i l  f i e l d s  which were d i s c o v e r e d  In  the l a t e  
1960s .  Some o f  the d i s c o v e r y  w e l l  r eques ts  were c on te s t ed  by o t h e r  o i l  
companies o r  by the S t a t e .  The Cook I n l e t  we l l  G r a y l i n g  No. 1-A (Un lon -  
M a ra thon ) ,  f o r  example,  was d i s c o v e r e d  in 1965 and f i n a l l y  g ran ted  the 
d i s c o v e r y  r o y a l t y  In 1982 a f t e r  more than a decade o f  l i t i g a t i o n .  Much 
o f  the l e g a l  d i spu te  In Cook I n l e t  r e v o lv e d  around the d e t e rm ina t i on  o f 
wnether  a d i s c o v e r y  w e l l  o c cu r r ed  in  an "unknown g e o l o g i c  s t r u c t u r e "  
when the area had a l r e a d y  been r a t h e r  e x t e n s i v e l y  e x p l o r e d .
About the t i n e  t i 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  was dropped In 1969 ,  I t  
was becoming appa ren t  t h a t  the p r o v i s i o n  cou ld beg in  to  c o s t  the S t a t e  
a g r e a t  dea l  because :  1 ) the Prudhoe Bay S t a t e  No. I  w e l l  had been 
g ran ted the reduced r o y a l t y ;  and 2 )  tne Ugnu No. 1 had j u s t  d i scove red  
the Kuparuk R i v e r  o i l  f i e l d .  In r e t r o s p e c t ,  the 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  was used f o r  p r oduc t i o n  f rom on ly  e i g h t  w e l l s  s ta tew ide  f o r  an 
ave rage p e r i o d  o f  5 and 1 /3  y e a r s .

O l s c o ve r y  R o y a l t y  as an E x p l o r a t i o n  In cen t iv e

The 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  has been c h a r a c t e r i z e d  as p r o v id in g  
an I n c e n t i v e  to  e x p l o r e  o n l y  to  the e x ten t  t h a t  I t  encouraged a com­
pany to d r i l l  In a p a r t i c u l a r  f o rma t i on  b e f o r e  I t s  c ompe t i t o r s  r a t h e r  
than an I n c e n t i v e  which J u s t i f i e d  e x p l o r i n g  t h a t  p o s s i b l e  f o rma t i on  In
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the f i r s t  p l a c e . 1 In e th e r  words, the p r o v i s i o n  g e n e r a l l y  a f f e c t e d  the 
t iming o f  d r i l l i n g  In a p ro spec t ive  area a f t e r  the d e c i s i o n  to e x p l o r e  
had been made.

The Cook I n l e t  d i s c o v e r i e s  l i s t e d  In Attachment A occu r red  du r ing  the 
p e r i o d  o f  e x t e n s i v e  o i l  and gas e x p l o r a t i o n  o f  the many s epa ra te  geo­
l o g i c  s t r u c t u r e s  in the r eg ion .  I t  appea rs  u n l i k e l y  t h a t  the 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  was ins t rumenta l  in encourag ing e x p l o r a t i o n  beyond 
what was a l r e a d y  warranted based on p r e l im in a r y  geophys ica l  I n v e s t i g a ­
t i o n s .

The d i s c o v e r y  r o y a l t y  d id  p rov ide some i n cen t i v e  to de ve lo p ,  produce 
and market  d i s c o v e r e d  commercial  q u a n t i t i e s  o f  o i l  o r  gas as q u i c k l y  as 
p o s s i b l e .  However,  the Incen t ive  to  produce was q u i t e  smal l  because 
the reduced r o y a l t y  p r o v i s i o n  a pp l i e d  o n l y  to  the s i n g l e  l e a s e  where 
the d i s c o v e r y  o c cu r r e d .  In the i n i t i a l  u n i t i z a t i o n  cove r ing  the 63 
l e a s e s  In the Kuparuk R i v e r  Un i t ,  f o r  example ,  o n l y  0 . 0 2 0 6  p e r c en t  o f  
the o i l  produced was a l l o c a t e d  to the d i s c o v e r y  l e a s e .^  G e n e r a l l y ,  
hyd roca rbon q u a l i t y ,  ease o f  e x t r a c t i o n ,  the c o s t  o f  t r a n s p o r t a t i o n ,  
and market  v a lu e  were much more s i g n i f i c a n t  f a c t o r s  in the d e c i s i o n  to
deve lop  an o i l  o r  gas f i e l d .

In 1978 ,  a p r o v i s i o n  f o r  e x p l o r a t i o n  i n c e n t i v e  c r e d i t s  was In c luded  in
the e x t e n s i v e  r e v i s i o n  o f “ A la ska ' s  o i l  and gas l e a s i n g  s t a t u t e  [A la ska
S t a t u t e  3 8 . 0 5 . 1 8 0 1  i ) ] .  The Commissioner o f  the O ep a r t .^ n t  o f  Na tu ra l  
Resou rces  can p rov ide  c r e d i t s - - o f  up to  50 p e rc en t  o f  the c o s t  o f  
e x p l o r a t o r y  d r i l l i n g  o r  geophys ica l  work— to be a pp l i e d  a g a i n s t  r o y a l ­
t i e s ,  r e n t a l s  o r  seve rance taxes payab le  to  the S t a t e .  Acco rd ing to Ed 
P h i l l i p s ,  Pe t ro leum  Economist f o r  the depar tment ,  the c u r r e n t  e x p l o r a ­
t i o n  I n c e n t i v e  c r e d i t s  (E IC s )  p rov ide  a much more s i g n i f i c a n t  Inducement 
to  d r i l l  than the o l d  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 .  Not o n ly  a r e  EICs 
a p p l i c a b l e  to  any e x p l o r a t o r y  we l l  d r i l l e d  by a l e s s e e ,  but p a r t n e r s  
in the e x p l o r a t o r y  we l l  (who may o r  may no t  be owners o f  t h a t  s p e c i f i c  
l e a s e )  may a l s o  r e c e i v e  EICs p r o p o r t i o n a l  to t h e i r  in vo l v emen t .  The 
EICs p r o v id e  f o r  immediate r ecove ry  o f  a s i z a b l e  p o r t i o n  o f  the e x p l o r a ­
t o r y  c o s t s  ( e . g .  30 to 40 pe rcen t )  because the c r e d i t s  can be a p p l i e d  
e x i s t i n g  r e n t a l ,  r o y a l t y ,  o r  seve rance tax o b l i g a t i o n s .

A f f i d a v i t  o f  C .Y .  " C h i t - C ha t te r to n  (Commiss ioner o f  the A l j s k s  O i l  
and Gas C on se r v a t i o n  Commission) In  the Kuparuk R i v e r  d i s c o v e r y  r o y ­
a l t y  c o u r t  case  ( 8P Alaska e t .  a l .  v^ S t a t e  o f  A l a s k a ) .

‘ ’ A f f i d a v i t  o f  Ed P h i l l i p s  ( P e t ro l eum  Economis t  f o r  the A la ska  D e ap r t -  
iwr.l o f  N a tu r a l  Resou rces )  in 8*' Ala ska  e t .  a l .  v. S t a te  o f  A l a s k a .
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S t a t e  Revenue Loss /Gain Under the D i s cove ry  R o y a l t y  P r o v i s i on

U n f o r t u n a t e l y ,  no r e p o r t  e x i s t s  which summarizes the revenue given up 
by the S t a te  because o f  the reduced r o y a l t y  payments f o r  p r odu c t i o n  
f rom the e i g h t  a fo remen t ioned  d i s c o v e r y  w e l l s .  L i t i g a t i o n  ove r  two o f  
the w e l l s  lead to cash s e t t l em en t s  by the S t a te  o f  $36 m i l l i o n  in the 
l a t e  1970s ( the G ray l ing  N o . l  w e l l )  and $950 ,0 00  In the e a r l y  1980s 
( t h e  Ugnu No. 1 w e l l ) .

In o rd e r  to determine the l o s t  revenue ,  one would have to ob ta in  monthly 
r o y a l t y  r e p o r t s  f o r  each s p e c i f i c  f i e l d  du r ing  the pe r iod  1966 -1978  
f rom the Department o f  N a tu ra l  R e s o u r c e s . 3 S p e c i f i c  In f o rma t i on  neces ­
sa ry  would in c lude :

• the monthly t o t a l  p r o du c t i o n  f o r  each f i e l d ;

• the pe rcen t  o f  monthly p r o du c t i o n  a l l o c a t e d  to each d i s c o v e r y  
w e l l ;  and

• the monthly average i n - v a l u e  p r i c e  f o r  each f i e l d .

There i s  a l s o  no r e p o r t  e s t im a t in g  the revenue u l t im a t e l y  gained by the 
S t a t e  as a r e s u l t  o f  the 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 .  As mentioned in 
the p r e v iou s  sec t ion  o f  t h i s  memorandum, t h i s  p r o v i s i o n  was no t  the key 
f a c t o r  l ead ing  to the e x p l o r a t i o n  and d i scove ry  o f  new o i l  and gas 
f i e l d s .  We suggest ,  t h e r e f o r e ,  t h a t  th e re  has been no revenue ga in  to 
the S t a t e  which cou ld be s p e c i f i c a l l y  a t t r i b u t e d  to the 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 .
Under the c u r r e n t  e x p l o r a t i o n  I n c e n t i v e  c r e d i t s  system, the Depar tment  
o f  Na tu ra l  Resources had c e r t i f i e d  (a s  o f  August 1985)  $ 28 .4  m i l l i o n  In  
e x p l o r a t i o n  cos t s  incu r red  a t  f i v e  w e l l s  as e l i g i b l e  f o r  EICs (A t t a ch ­
ment B ) .  These EICs r e p r e s e n t  a f u t u r e  revenue l o s s  to the S t a t e  s in c e  
the companies can deduct the c r e d i t s  f rom r o y a l t i e s ,  r e n t a l s  and taxes  
once p roduc t ion  commences f rom any o f  the f i v e  w e l l s .

♦  t  t  *  t  *

I hope t h i s  In f o rm a t i o n  1s u s e f u l .  P l e a se  c a l l  me i f  you have any 
ques t ion s  o r  would l l x e  me to p r o v id e  f u r t h e r  I n f o rm a t i o n .
GK

Attachments

3At t h i s  t1mi,  I t  i s  un c e r t a in  whethe r  r o y a l t y  r eco rd s  da t ing  back to 
the 1960s would be a v a i l a b l e  f rom a r c h i v e s .



ATTACHMENT A

D iscove ry  Wei I s  Granted the S t a t e  D i s c o ve r y  R o y a l t y  P r o v i s i o n
(Depar tment o f  Law)
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Lessee 
( proncnt 
names)

ADI.
Ho.

Dulc o f  , 
Dlncovury

FI r u t 
Al f 1dnvl 
or  c l a i m 
of  d t o f 
covery '

F a l l s  Creel 
i fnl f. tto. 1

Chevron
ARCO

00590 4-10-61 12-3-63

il l  dd le  Ground 
Shoal l lo. 1

A1IOCO 
Cc 11 y 
P h i l l i p u

17595 6- 10 -6 2 11-12-62

t t j jb  I n l e t  State 
Ho. 1

Phi 111po 17589 0 -2 1 -6 2 11-12-62

Beluga I t lv c r 
Unit No. 1

Chevron
ARCO
Shel l

1 7599 12-1-62 9 -1 7- 63

( I rani  t c  Po in t 
Ho. 1

llob l I 
Union

1H761 5 -16- 65 5- 21- 65

T ra d in g  Hay 
Ho. 1 - A

Union
Marathon

18731 5-23-65 6-18 -65

Cray 1 Ing Ho. 
1 -A

Union 
lia r a t lion

1 7594 9 - 2 9 - 6 5 2 10-28-65

H'g fc lal  CrteU 
SlrWc Ho. 1

Texaco 
Super lo r

17598 4- 28 -6 6 5- 23 -6 6

Prudhoe Bay 
S t a t e  Ho. 1

ARCO
Exxon

28303 12 -19-67* 3- 26- 68

ligm i Ho. 1 BP. Soli ia 
AnCO

25633 4 -7 - 6 9 9- 15 -69

IAHIUI r no. 'J
PAGE Z___ OF__£

Date ol 
w r i t t e n 
d e c is i o n emitting
d i s c o v e r y  
r o y n 11 y

2- 10- 64

I - 15 -63

I I - 2 4 - 6 6 

12-19-62

9 -1 4- 65

B-27-65

I -1 9 - 8 2 

8- 19 -66 

4- 7 - 6 9

I I -12-U2

F.f f e e t  l v c 
i l. it  o 
o f  the 
10 -ycur 
d is c o v e ry 
r o y a l t y

5-1-61

G - 10-62

Date \2 \ l  
Commence- r o y a l t y 
moot o f  rep lace d  5Z 
commcr- d is c o v e ry
c l n l  p ro -  r o y a l t y 
duct  Ion r a te

none

•66

7 no r o y a l t y 
ever  paid

6 -1 0- 7? 12

Fer lod 
r o y a l t y 
a c t u a l l y 
r educed

never  used

6 y e a r s , ? 
1 month

9 -1 - 6 2  3-69 8

1 -1 -6 1  3-68 8

9-72

1-73

3 yc o ro ,
6 months

6 yea rs , 
10 months

6 -1 - 6 5

6 - 1 - 6 5

10-1-65

5 -1 - 6 6

1-1-68

5 -1 - 6 9

5-67

1-67

10-67 10

10-6 8'

6-75

6-75

10-75 10

no p r o d u c t i o n 
a f t e r  1972

13

106 -2 0- 77  1/78

1112-13-81 J?^Z r o y a l t y  pa i d  from 
12 -1 3 -8 1 ,  the  f i r s t  
date  o f  p r o d u c t i o n

8 yea rs ,
I month

8 years ,
5 months

8 years ,
I month

no more than 
about 4 years

6 months,
I I  dayn

never  used



Ii i i lco fl'j act  f o r t h  In  tha r e s p e c t i v e  p u b l i c  n o t i c e s  unless  o the rwise s p e c i f  led 
2

. Ii/rr.c Is from the 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 .  See E x h i b i t  7A to  A f f i d a v i t  o f  W i l l i a m  Van Alen

I l S f y  S « S r? ir i i on*1D2C2ibS ?Vl5 ^  19 67 .^  M“ tCh ‘ 2> l96U' tl,C d c c l B l ° "  e « n t i n B tho  d is c o v e ry  r o y a l t y  found tha t  the , ! | f f , y , r  

Sec E x h i b i t s  IA,  7A, A, AA, 5A, 6A, 7A, OA, 9A, and 10A t o  A f f i d a v i t  o f  W l l l l a in  Van Alen.

| e e  E x h i b i t s  1C *D. 5D, 61), 7E and 81) t o  A f f i d a v i t  o f  W i l l i a m  Van Alen ,  and E x h i b i t s  211 and 91) to  A f f i d a v i t  o f  Ponalne Cl i t  I
a? , ! T i, . ‘ Ix t l , J! d!, t ‘: oo t ln in tod  based upon dates o f  r e l a t e d  documents. See E x h i b i t s  3P to A f f i d a v i t

w i l l i a m  Van Alen and E x h i b i t s  3C and 3D to  the  A f f i d a v i t  o f  Porialno C l a i k .    "  1

6  Date prov ided  f o r  in  r e s p e c t i v e  d e c i s i o n s  f r o n t i n g  d is c o v e ry  except in  the case of G r a y l i n g  1-A. where no date  war. provided and 
fhe date was de r i ved  from the r o y a l t y  s e t t l e m e n t  c a l c u l a t i o n s .  See A f f i d a v i t  o f  Ed Park.  *

Sec A f f i d a v i t  o f  C. V. "C ha t "  C h u t t e r t o n  and E x h i b i t  1-1) t o  U l l l l u m  Vcr. Alen A f f i d a v i t .||
Sec A f f i d a v i t  o l  Harry K u g lo r.9
See E x h i b i t  5E to  A f f i d a v i t  o f  Romalnc C l a r k .

10 See A f f i d a v i t  o f  Edward W. Park.

11 See A p p e l la n t s  b r i e f  u t  page 27.
12

f lrofn0 t l!o l‘ s?r ' i i a lf I«J r o >, i , , t y r p r,° r t  ( 1 1 - 7 2 )  r e f l e c t s  payment o t  12SX. See A f l l d . i v l t  o t  Edward W. Park.  Presumably the  s w i t c h 
 ̂ f rom the 5Z d isc ov ery  r o y a l t y  to the  12*Z r o y a l t y  o cc u r re d  10 years a f t e r  the commencement date o f  the . l iaenve ry  r o y a l t y  date .

See A f f i d a v i t  o f  Edward W. Park,

EXHIBIT NO. ■ -J 
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ATTACHMENT 8

E x p l o r a t i o n  In c en t i v e  C r e d i t s  C e r t i f i e d  
oy the S t a t e  o f  A la ska



EXPLORATION INCENTIVE CREDITS 
Repor t  Month: August 1% 5

ADL WELL COMPANY
CERTIFICATION

DATE
TOTAL
AMOUNT

343109 G-2 Wel l Exxon 10 / 5 /b 3 $ 6 , 1 9 7 , 6 2 5 . 0 0
Soh io 1 2 / 2 7 / 8 3 $ 4 , 1 5 2 , 4 0 8 . 7 5
BPAE 1 0 / 5 / 8 3 $ 2 , 0 4 5 , 2 1 6 . 2 5

344010 L e f f i n g w e l 1 Arco 1 0 / 2 / 8 4 $ 3 , 7 0 6 , 0 0 0 . 0 0
Union 1 0 / 2 / 6 4 $ 3 , 7 0 6 , 0 0 0 . 0 0

344033 J - l  Well Exxon 10 / 3 1 /8 4 $ 5 , 1 1 9 , 5 0 0 . 0 0

355005 Long I s l and  Wei 1 Exxon 11 / 1 4 /8 4 $1 , 3 7 8 , 0 7 6 . 0 0
Soh io 11 / 1 4 /8 4 $1 , 3 7 8 , 0 7 6 . 0 0

345126 Totek H i l l s Arco A laska 8 / 0 2 /b b $71 5 , 5 3 0 . 8 1

GRAND TOTAL $ 2 8 , 3 9 8 , 4 3 2 . 6 1

Sou rce :  A laska Department o f  Natu ra l  Resou rces ,  D i v i s i o n  o f  O i l  and Gas

-88-



S t a t e  o f  A l a s k a  

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

^ t ) iu U lo n  o p  O it r u id  ( y a J  - & £ ^irec to r 5 O ffic e

3 6 0 1  C  S t r e e t ,  S u i t e  1 3 8 0 ,  A n c h o r a g o ,  A l a s k a  9 9 5 0 3  
P h o n o  ( 9 0 7 ) 7 6 2 - 2 5 1 9  F a x  ( 9 0 7 ) 5 6 2 - 3 8 5 2

Oax trc idmiltal
T o : S  t \A \ ) c ^

F«x:
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P«g«» (including cover sheet): ^ /
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Register 51. O ctober 1974 NATURAL RESOURCES 1 1 AAC 8 3

I I  AAC 8 3
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t/ie payment was determined in accordance with 
the rental or acreage figure stated in the lease or 
in a bill, decision, notice or letter by the division 
o f  lands and-the figure is found to bo in error, or 
i f . the  director finds that the deficiency was 
otherwise justifiable and not due to a lack of 
reasonable diligence on tho part o f  the lessee, 
t he lease shall be reinstated if tho lessee corrects 
the deficiency within 15 days o f  receipt o f  
notice o f  tho deficiency. (Ef f .  9/20/74, Reg. 51) 

Authority: AS 38.05.020
AS 38.05.035(b) (2 )  
AS 38.05.145(a) •

11 AAC 83.180. DEFAULT, (a) Whenever the 
lessee o f  a lease on which there is no well 
capable o f  producing oil o r  gas in paying 
quantities fnils to comply with any provision o f  
the lease or applicable regulations othenthari the 
payment o f  rental and the failure to comply 
continues For 60  days after receipt o f  notice to 
the lessee o f  tho failure to comply, the director 
may terminate the lease by mailing notice o f  the 
termination to the lessee. Termination is 
effective upon giving tho notice.
(b) Whenever the lessee o f  a lease on which' 

there is a well capable o f  producing oil or gas in 
paying quantities fails to comply with any o f  lltr. 
provisions o f  the lease- Or applicable regulations 
and the failure continues fo ra  period u f  6 0 days 
following notice to the lessee o f  the failure to 
comply, tiic lease may be conceited by judicial 
proceedings instituted for that purpose in any 
court o f  competent jurisdiction having 
Jurisdiction over the land covered by the lease or 
any part o f  if. (FIT. 9/20/74, Reg. 51)

Authority: AS 38.05.020 
AS 38.05 035 
AS 38.05.145(a)

ARTICLE 2. O IL  AND GAS LEASES 
DISCOVERY ROYALTY

Section
200. Discovery lease
205. Discovery royolty definitions
210. Discovery royalty filing requirement*
215. Certification after compliance and

application 
220. Cancellation
225. Termination
230. F'vc|^tp.^Ti0, |by>p0royAlty

I I  AAC 83.20U . D IS C O V E R Y  LEASE. J  
operator who by time and dafo first encoum 
sufficient evidence o f  oil or gas in a part lei 
gcojogic structure covered by any state ml < 
Raslcasc issued prior to Apri l .20. 1967. to c»

* the operator diligently to continue In good fa 
testing, roworking, drilling or other operatic 
on that lease, whether in the same ho leo ro t l  
holes, in an effort to establish production o f  
or gas in the same structure, is qualified foi 
discovery well codification under the terms 
said state lease I f  he. completes a well n 
.ostaM si) cs^iffld^jiq iria.c^iiic^l.quant^ 
in tho samo~zonc in which oil or gas was” Ii 

.cncotmtcicti. (hit .  9/2U//4~ Keg. 5 1) ~
Authority: AS 38.05.020 

AS 38 .05 .145( 
AS 38.05.180

11 AAC 83.205.  DISCOVERY ROYAL!  
DEFINITIONS. In sees 2 0 0 - 2 3 0  o f  title clupt 
and applicable provisions in state leases

(1 ) ''discovery" means the first aceeptab 
evidence in a drilling well o f  the existence o f  o 
or gas which can be produced In cOmmcrcl; 
quantities uftcr well completion;

(2 )  "geolor.ic structure" means uny structur: 
and/or stratlgraphic entrapping mechanist 
continuing one or more intervals, zones, s.ratr 
formations, o r  fault blocks which has tli 
necessary physical characteristics to accumul.it 
and prevent the escape o f  oil or gas; it i 
intended that this definition be similar to tha 
uacd by tire United States Geological Survey it 
the administration o f  the federal Mineral Loasini 
Act o f  February 25, 1920 (41 Slat. 437 ) ,  o: 
amended;

(3 )  "completed wel l "  means a well which i! 
eased and controlled and in which alt 
underground work lias been finished, and the 
well is capable o f  producing oi l  or ms;

(4 )  "commercial Quantities" means those 
amounts o f  oi l or gus which alter well 
completion would appear to a reasonable and 
prudent operator to be sufficient to., quiver

CiL-diiiling, f-nmplMmp T f l l  
an additional well on the samep r o d u c i n g

. geologic itructurn at nri oflset location with*a' 
reasonable pVufi r io  the operator, i f a market 
were available;

frO/ZO'd
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jRccistcr 51 , October 1974• # 1 <* '

(5) "comj l l l t lcc" means the Alaska Oil ojul 
Gas Conservation Committee as defined in 11 
AAC 22.510 o f  (lie Alaska Oil and Gas 
Conservation Regulations. (Ef f .  9/20/74, Keg. 
5,) Authority: AS 38.05.020 

AS 38.05.145(a) 
AS 38.05.180

# ■

I I  AAC 83.210. DISCOVERY ROYALTY 
F IL ING REQUIREMENTS, (a) To establish 
priority as to time and date o f  discovery, an 
operator must furnish the committee with a 
sworn statement and substantiation evidence, 
acceptable to the committee, that oil or gas lias' 
been encountered in sufficient showing to cause 
a reasonable and prudent operator to conduct 
further operations in an effort to complete a 
well Jn the discovery zone so that the well can 
be tested for potential oil o r  gas production In 
commercial quantities. The statement must 
include the time and date o f  first discovery, tiic 
exact location o f  the well, the precise interval o f  
discovery, and tiie Alaska Division o f  Lands’ 
lease number on which the well is located. The

• statement shall be furnished to the committee as 
soon as possible, but not later than 30  days after 
tlie date claimed for the discovery.
(b ) To establish and prove oil or  gas in 

commercial quantities, the operator sitall
( 1 )  conduct a potential test o f  the discovery 

zono within one year after completion o f  a 
discovery well;

( 2 )  notify the committee or  its designated 
representative five days in advance o f  the 
scheduled potential test and furnish 
transportation ( i f  requested) for a designated 
representative o f  (he committee to witness the 
test; the committee may ot its option or at the 
option o f  its designated representative waive the 
witnessing o f  the lest and require sworn 
evidence to establish the results o f  the test; the 
sworn evidence shall be delivered to the 
committee or  its designated representative 
within 30 days after tho test.
(c )  To establish (lie geologic structure from 

which the oil or  p it  con be produced, the

being produced. This may Include, but is not 
limited to, geophysical data. RdaLdepJh. casing 
records, perforation data, electric Jogs, drilling 
and mud l o^ 'co rc  analyses, sample cuttings and 

T>amj?le~luB3 arid the operator's inlcrprctation 
thercol, together with any other records and 
interpretations tho operator deems pertinent. 
Tlus data sitall be supplied within 90  days after 
the date o f  the potential test required in (b) o f  
tlus section. (Ef f ,  9/20/74, Reg. 5 1)

Authority: AS 38.05 .020
AS 38 0 5 1 4 5 ( a )  
AS 38.05.180

11 AAC 83.215. CERTIFICATION AFTER 
COMPLIANCE AND APPLICATION. After 
compliance with sec. 210 o f  this chapter, the 
operator mny am>jy, tniJir r i l r rdw  for discovery 
.well certification. Within KLdays_Qf tcceiui o f  
J  he request, the director will publish notice o f  
tiic~ application allowing 30 days fo r  any""
interested party toTobrcqf to or  protest the 
application. I f  no protest o r objection is received 
by the director, the director will , within 7 0  days 
after the receipt of.anannlientioh. either certify' 
the well as in (1 )  o r  deny the cppiication as in
(3)  o f  tliis section. I f  any protest or objection is 
made, it must be submitted in writing to the 
director within the specified 30 day period. 
After receipt o f  the protest or objection, the 
director will advertise and bold an open public 
hearing in accordance with the Alaska Land Act 
(AS 38 .05 ) and in accordance with the Alaska 
Administrative Procedure Act (AS 44.62.300 -  
44.62.630) .  Within 30 days after the heating, 
the director will do one o f  the following:

(1 )  certify the well in question a first 
discovery well which lias established oil or  gas in 
commercial quantities in (name geologic 
structure) as o f  (time) on (date), end specify the

. dale o f  commencement o f  the 10 year-5 percent 
discovery royalty term, which date shall be the 
first o f  the next month aftei the established date 
o f  initial discovery; after discovery, w d ĵ  
certinention.-no other_wc||. reenrdiess ofjwhcn
! ri lN i —  i i  cliciblo—. f o r— com idc ia l lon  fo r
certification fo r  the same geologic structure;

(2 )  continue the hearing at a later specified 
date;

II AAC 83.205
11 AAC 83.215

operator must furnish pertinent data to the 
committee which will enable it to determine cho 
geologic structure from which the oil or gas i i

11-290
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(3) deny tile application fo r  ducovery well 
certification, (ETC 9/20/74, Reg. 51)

Authority : AS 38.05.020
AS 38.05.145(a) 
AS 38.05.180

11 AAC 83.220. CANCELLATION. IT. after 
discovery well certification, any information 
supplied to the committee is proven false or 
erroneous and the information would have 
affected the decision o f the director to the 
extent tiia t the original application for 
certification would have been denied, the 
certification shall immediately be revoked. A 
certification may also be revoked when it is 
determined that the error was caused by failure 
to disclose lu ll and complete knowledge 
available to the operator at tho time o f 
application fo r certification. A fier a certification 
is revoked, royalty payment o f VA percent on 
production prior to revocation in due and 
payable, and 1214 percent royalty on nil 
subsequent production shall be paid. Should the 
royalty due not bo paid on demand, the state 
w ill take legal steps to cancel the lease involved. 
(E ff. 9/20/74, Reg. 51)

Authority : AS 38.05.020
AS 38.05.145(a)

11 AAC 83.225. TERMINATION. In the event 
o f the termination o f a discc/cry lease fo r any 
cause, the five percent discovery royalty 
terminates and will not he allowed or reinstated 
on the same geologic structure. (E ff. 9/20/74, 
Reg. 5 1 )

Authority : AS 38.05.020
AS 38.05.145(a) ' 
AS 38.05.180

•
I I  AAC 83.230. FIVE PERCENT 

DISCOVERY ROYALTY. A "F irst Discovery 
Well Certification”  secures the five percent 
roya lty rights fo r the holder o f the state lease on 
which the well is located on all production from 
alt zones, strain, formations and structures under 
and w itiiin the exterior boundaries o f the lease. 
If, before o r after discovery well certification, 
the statr lease on which tho wall is located is 
subject to or mode a part o f a development unit 
or pooling or consolidation contract, the five 
percent discovery roya lly rate w ill apply only to 
the production allocated to (he lease under the

Ogj cement. (E f f .  9/20/74, Reg. 51)
A u t h o r i t y :  A S 3 8 .0 5 .0 3 i 

AS 38.05.14: 
AS 38.05.18t

ARTICLE 3. UN IT IZATION

Section
300. Application fo r designation o f area 
305. Designation: effect 
310. Draft o f agreement 
315.. Rntre of prospecling and produclion 
. 320. Parties 
325. Sigun fures 
330. Counterparts 
335. Unit operators 
340. Approval o f un it .igieetncnt 
345. Modification o f un it agreements 
350. Approval o f federal units 
355. Applications 
360. Notation o f approval 
365. Unit bonds 
370. Segregated leases

I I AAC 83.300. APPLICATION FC 
DESIGNATION OF AREA. An application f 
designation o f an area as logically subject 
development undct a unit agreement and f  
determination o f the depth o f a test well may I 
filed by any proponent or a unit agreement. Tl 
application must be accompanied by

(1) a map or diagram on a scale ot not le 
than one inch to one mile outlin ing the ore 
sought to be designated, indicating federal, slat 
and privately owned lands by distinctly 
symbols or colors and identify ing Alaska least 
and lease applications by serial numbers;and

(2) geologic information, including th 
result; and interpretations o f dny gcophysic: 
surveys and any other available informatin 
Showing that unitization it necessary an 
ndvinble in the public interest; I f requested 
geologic and geophysical information furnisher 
w ith the application w ill be treated a 
confidential. (E ff. 9/20/74, Reg. 51)

A u tho rity : AS 38 05.070 
AS 38.05.145(0

I I  AAC 83JU5. DESIGNATION: EFFECI' 
The designation o f on area docs not crc jte ar 
exclusive right to submit a unit agreement foi 
the area, nor preclude the inclusion o f the ares

11-291
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1996 LEGISLATIVE SESSION
Revision Dale:  Original___________________________Dept Affected: Natural Resources_________________
Titlo: An Act establishing a discovery royalty credit BRU: Resource Devolooment____________
for Iho lessees of slate land drilling exploratory wells and..._________ Component: Oil & Gas Development____________
Sponsor: Senate Resources___________________________  ________________________________
Requestor: Senate Finance_____________________________Component Serial No. __________ 439______

FISCAL NOTE
S T A T E  O F  A L A S K A  B I L L  N O .  C S S B 1 1 2 ( R E S )

Expendituros/Revenues  (Thousands of Dollars)
OPERATING EXPENDITURES........... FY9? PV98 p?9§ r v o j FY01 T702
Personal se r v ic e s 91.0 91.0 91.0 91.0 91 o 91.0
travel
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS. CLAIMS
MISCELLANEOUS
TOTAL OPERATING 91 0 91 0 91.0 91.0 91.0 91.0
CAPITAL EXPENDITURES 0 0 0.0 0.0 0.0 0.0 0.0
[CHANGE IN REVENUES 1) i ~~ I I I I
FUND SOURCE (Thousands of Dollars)
1002 Pederai Receipts
1003 GF Match1004 GF
1005 GF/Program Receipts
1006 GF/MHTIA 
Other

91 0 91 0 91.0 91 0 91 0 91,0

TOTAL 91 0 91.0 91.0 91.0 91.0 91.0
Estimate of any current year (FY96) cost: S none
POSITIONS
PUIE-TIME 1 1 1 1 1 1
PART-TIME 0 "0 s - -  ’ -fl 0
TEMPORARY 0 0 0 0 ” 7 0
ANALYSIS: (Attacn a separate page if necessary
This bill reinstates Discovery Royalty 'which was repealed in 1969) as a means to reduce royalty payments under certain 
conditions for leases in Cook Inlet Sedimentary Basin.

It is apparent that the discovery royalty incentive has previously been geared toward frontier exploration. In frontier 
areas, tho geologic nsk of dnllmg an unsuccessful well is high, since little geological information is available to the 
operator prior to dnlling. The element of risk was used by tno state as an important yard stick for determining eligibility m 
some previous discovery royalty decisions in Cook Inlet Cook Inlet was a frontier basin in the 1950’s and 1960’s 
However, today, due to a long history of exploration and production, geologists consider Cook ’nlet a mature petroleum 
province. Almost all wells drilled o r state land in Ccok Inlet are drilled in close proximity to other wells containing known 
oil or gas and should bo considered step-out wells and not wildcat exploration wells Step-out weds have relatively low 
exploration risk when compared to wildcat exploration wells.
___________________  x f . ____________ _________________ ______ _____________

Prepared by Ken Boyd. Director ^ J ? Phono 269-6600
Civision1 Oil A Gas ^  s  Oate i2-Mar-B6
Approved by Commissioner^-- ' ‘ ' . . .. ■

s  s y r ;iv '< -  Dale 22-M*r-S6__________
Agency Naturg^Kbsources &  / /  ~

CSSOn; m P R C P A H W  TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR’S LEGISLATIVE OFFIClNj. .» :
For further distribution nformaUon cad the Governor's legrsiat/vo Office



FISCAL ANALYSIS CSSB112(RES) continued..

Based on past experience. SB 112 will be very difficult to administer. Due to the issuance of pre-1970 conditional leases 
and the holding of other pro-1970 leases by unitization, the stato has many curront leases that still have a contractual 
right to a discovery royalty under the repealed program. As of January 1995. the state has 340 active leases that 
currently retain the discovery royalty provision, and the Division of Oil and Gas still actively manages the program.
Linder 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 wore granted or denied only after years of 
litigation.

Although SB 112 attempts to eliminate many of the administrative problems with tho old discovery royalty program, 
certain significant problem are inherent with both the repealed program and SB 112. These problems were recognized 
as far back as 1962 and remain today. It is doubtful that new regulations could eliminate the problems faced in tho 
earlier program.

It is unlikely that the Division can draft regulations under the time constraints imposed by the bill,

Analysis of discovery royalty applications is a very time consuming process and will require the addition of one Petroleum
Geologist.

<C33>n: XIS M ,  V2M«I ;  «i :



Official Business

M EM O

TO: N ico  Bus/DNR (X3886)
Chuck Logsdon/Rcvcnuc/Oil &  Gas Audit (278-5026) 

v ia  fax: 5 pages

FR O M : Annette Kreitzcr, A ide to / M.

Senate Resources C om m ittor

DATE : March 18, 1996

RE : Fiscal notes to CS SB 112(RES): D iscovery Royalty

A l a s k a  S t a t e  L e g i s l a t u r e

State Capitol 
Juneau AK 99801

Please create new fiscal notes to the Resources committee substitute for SB 112 using 9- 

LS0808YK dated March 15 ,1996  (attached). This CS was passed from committee March 

13.
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CS FO R  S E N A T E  R IL L  N O . 112(RES)

IN  T H E  LEG IS LA T U R E  O F T H E  STATE OF A L A S K A

N IN E T E E N T H  LE G IS LA T U R E  - SECO ND SESSIO N

BY THE SENATE RESOURCES COMMITTEE
Offered:
Referred:
Sponsor(s): SENATE RESOURCES COMMITTEE

A  R IL L

FO R  A N  A C T  E N T IT L E D  

"A n  Act estab lish ing  a d iscovery roya lty  cred it fo r the lessees o f state la nd

d r i l l in g  exp lo ra to ry  wells and m ak in g  the first discovery o f  o il o r  gas in  an  o il

o r  gas poo l in  the Cook In le t sed im entary bas in ."

R E  IT  E N A C T E D  R Y  T H E  L E G IS L A T U R E  O F  T H E  S T A T E  O F  A L A S K A :

•  Section 1. AS 38.05.134 is amended to read:

See. 38 .05 .134. C O N V ER S IO N  TO  LEA SE . I f  the licensee requests and the 

com m issioner determines that the work comm itment ob ligation set out in  an o il and 

gas exp loration license issued under AS 38 .05 .132 has been met, the comm issioner 

shall convert to one or more o il and gas leases a ll or part, as the licensee may indicate, 

o f  the area described in the exploration license that remains after the relinquishments, 

rem ova ls , o r deletions required by AS 38 .05 .132(d )(2 ). A  lease issued under this 

section

(1 ) is subject to the acreage lim itations imposed by AS 38 .05 .140(c );

(2 ) is subject to AS 3 8 .0 5 .180(j) - (m ) . (o) - (u ) , and (x ) - (z );

- I -  CSSB 112( RES)
Ht* Text Underlined IDELETED TEXT BRACKETED!
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(3) must be conditioned upon a royalty in amount or value o f not less

than 12.5 percent o f production, excent that the lessee w ho , p roceed ing  u n d e r

AS 38.05.131 - 38 .05 .134 . unde r a lease issued in  the Cook In le t sed im entary basin  

w ho  is_ccrtific (l b y  the com m iss ioner to be the first to d r i l l  a w e ll d iscove r ing  o il 

o r  gas in  a p rev io us ly  und iscovered o il o r gas poo l sha ll nav a ro ya lty  o f five 

percent on a ll p roduction  o f o il o r  gas from  that nool a ttribu tab le  to that lease fo r 

a p e r io d  o f 10 years fo llo w in g  the date o f d iscovery o f that noo l. and  thereafter 

the roya lty  payab le  on a l l p roduc tio n  o f  o il o r  gas from  the nool a ttr ib u ta b le  to 

that lease sha ll he determ ined und  payab le  as specified in  the lease; the paym ent 

o f the five percent roya lty  u n de r this na rac ruph  is authorised on ly  to a h o ld e r o f 

a lease w ho  meets the requ irem ents  o f  AS 38 .05 .180 (0 (4 );

(4) must include an annual rent o f S3 per acre or fraction o f an acre

in it ia lly  paid to the state at inception o f the lease and payable annually after that until

the income to the state from royalty under that lease exceeds the rental income to the 

state under that lease for that year; and

(5) is subject to other conditions and obligations that arc specified in

the lease.

* Sec. 2 . AS 38 .05 .180 (0  is amended to read:

( 0  Except as provided by AS 38.05.131 - 38 .05 .134, the comm issioner may 

issue o il and gas leases on state land to the highest responsible qua lified  bidder as 

fo llow s :

(1) the comm issioner shall issue an oil and ggg  lease to the successful 

b id d e r  determined by competitive b idd ing under regulations adopted by the 

comm issioner: b id d in g  (. B ID D IN G ) may be by scaled b id or according to any other 

b id d in g  procedure the commissioner determines is in the best interests o f the state;

(2) whenever [. W H E N E V E R ), under any o f the leasing methods listed 

in this subsection, a royalty share is reserved to the state, it shall be delivered in pipeline 

qua lity  and free o f a ll lease or unit expenses, inc lud ing but not lim ited to separation, 

c lean ing , dehydration, gathering, salt water disposal, and preparation for transportation 

o f f  the lease or unit area;

(3) fo llow in g  (. F O LL O W IN G ) a pre-sale analysis, the comm issioner 

m ay choose at least one o f the fo llow in g  leasing methods:

*
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1A) [(!)] a cash bonus b id w ith a fixed royalty share reserved to 

the state o f  not less than 12.5 percent in amount or value o f the production 

removed or sold from the lease;

(B ) [(2)] a cash bonus bid w ith a fixed royalty share reserved to 

the state o f not less than 12.5 percent in amount or value o f  the production 

removed or sold from the lease and a fixed share o f the net profit derived from 

the lease o f not less than 30 percent reserved to the state;

£Q  [(3)] a fixed cash bonus with a royalty share reserved to the 

state as the b id  variable but no less than 12.5 percent in  amount or value o f the 

production removed or sold from the lease;

(O ) [(4)] a fixed cash bonus w ith the share o f the net profit 

derived from  the lease reserved to the state as the b id  variab le ;

(E ) ((5)J a fixed cash bonus w ith a fixed royalty share reserved 

to the state o f not less than 12.5 percent in  amount or value o f the production 

removed or sold from the lease w ith the share o f the net profit derived from the

lease reserved to the state as the b id variable;

(F ) [(6)] a cash bonus b id w ith a fixed royalty share reserved to 

the state based on a s lid ing scale according to the volume o f production or other 

factor but in  no event less than 12.5 percent in amount or value o f the production 

removed or sold from the lease;

(G ) [(7)] a fixed cash bonus with a royalty share reserved to the 

state based on a s lid ing scale according to the vo lume o f production or other 

factor as the b id  variable but not less than 12.5 percent in amount or value o f the 

product on removed or sold from the lease;

(4 ) notw ithstanding a requirem ent in the leasing method chosen o f  
a m in im um  fixed roya lty  share, on and a fte r a date that is 180 davs fo llow ing  the 
e ffective  date o f  th is . Act, the lessee under_a lease issued in the C ook  In le t 
sed im entary basin who is certified hv the comm issioner to be the firs t to d r i l l a well 
d iscovering ,Q il_or_gas_ 1 n a. p reviously undiscovered o il o r  gas noo l sha ll pay a 
ro y a lty  o f  five percent on a ll production o f  oil n r gas from  that poo l a ttribu tab le to 
that lease fo r  a period o f 10 years fo llow ing the date o f  d iscovery o f  that poo l, and 
th e re a fte r the ro y a lty  payable on a ll p roduction o f o il o r  gas from  the noo l

WORK DRAFT WORK DRAFT WORK DRAFT
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a ttr ibu tab le  to that lease ,s lw ll he determ ined nnd_MM>ie__a_s specified Jn thc jcase ; 

the reduced roya lty authorized by this p a ra g rap h  is subject to the fo llow in g :

(A ) a lessee is e lig ib le  to nay the reduced roya lty  authorized  

hv this pa rag raph  on ly  i f  the lessee is the first to d r il l a w e ll d iscovering o il 

o r  gas in  a previously undiscovered o il o r  gas poo l;

(B ) on ly  one reduction o f roya lty  au thorized  hv this 

p a ra g ra p h  m ay he a llow ed on each lease that qua lifies  fo r reduction  o f 

roya lty  unde r this p a ra g ra p h :

(Q  if . unde r this pa rag raph , application is m ade fo r a royalty 

reduction for a lease that was entered into before the date that is 180 days 

fo llow in g  the effective date o f this Act, the com m issioner tnav app rove  the 

app lic a t io n  only if . on the date re ferred to in  this su bp a ra g raph , the lease 

was a nonproduc ing lease that was not comm itted to a un it approved hv the 

comm issioner under (m ) o f this section, that is not part o f a u n it  u n de r (p ) 

o r  (a ) o f this section, and  that has not been m ade pa rt o f a u n it  unde r 

AS 31 .05 :

(D ) i f  app lication  fo r a roya lty reduction is made unde r this 

p a rag rap h  for a lease on which a discovery roya lty was c la im ed or m ay he 

c la im ed under the discovery roya lty provisions o f fo rm er AS 38.05 .180(a) in  

effect before M ay  6. 1969, the com m iss ioner sha ll d is a llow  the app lica t ion  

unde r this pa rag raph  unless the app licant waives the r igh t to c la im  the r igh t 

to a reduced roya lty  unde r the d iscovery roya lty  prov is ions o f fo rm e r 

AS 38.05 .180(a) in  effect before M av  6 . 1969; and

(K ) the comm issioner shn ll adopt regu lations setting out the 

s tandards , c rite ria , and  de fin itions o f terms that ann lv  to im p lem ent the 

f i l in g  o f app lications fo r , and the rev iew  and  certification of. d iscovery o il 

and  gas roya lty certifications u n de r this p a ra g ra p h .

CSSB U 2(R E S ) *4*
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S t e w a r t  P e t r o l e u m  C o m p a n y
Denali Towers North, Suite 1300 

2550 Denali Street, Anchorage, ^ la s ka  99503 

(907) 277-1004 •  FAX (907) 274-0424

I
V

J / A  • IN

TESTIMONY

of

W ILLIA M  R STEWART 

before the 

OIL AND GAS POLICY COUNCIL

M AY 25, 1995

Chairman Wunnicke and members o f the Oil & Gas Policy Council, my name is 

Bill Stewart, President of Stewart Petroleum Company. I have 26 years of oil and 

gas industry experience in Alaska. Our company is a small Alaska based 

independent oil and gas exploration and production company active in Alaska and 

seven other states. Our primary area of interest within Alaska is Cook Inlet Basin. 

In late 1991. we were fortunate in discovering the West McArthur River Oil Field, 

a field of significant size on the west side o f Cook Inlet. We are in die 

development stage at the present time. With a pipeline system in place, production 

of two wells is underway and a third well is currently drilling below 14,000' from 

an onshore location to an offshore bottom hole location.

1



According to available information, we are the first independent to establish 

commercial oil production in Alaska in modern times. (I say "modern times" 

because oil production was established by independents much earlier at Katalla in 

1902. The field produced low gravity crude until their on-site refinery burned in 

1933.) In fact, it may interest you to know that about 60 wells have been drilled 

here by independents, including the first well in Alaska. That well was drilled by 

a group of independents in 1898 on the Iniskin Peninsula utilizing cable tools and 

undoubtedly following up on natural oil seeps that still exist there today.

Back to modern times, I feel qualified because of my Alaska experience to discuss 

why we have very few independents here and what might attract more of them to 

the State. In general terms, I believe we have very few independents here for 

three basic reasons. Those reasons arc Alaska’s natural obstacles, it ’s man-made 

obstacles and its high operating costs.

1. Natural Obstacles

The natural obstacles include the obvious factors o f climate, remoteness, and 

logistics. These are significant problems faced by both independents and 

major companies but they can be handled through proper planning. Without 

proper planning Alaska is very unforgiving. Independents without 

experience here fear these obstacles.

2. Man-made Obstacles

The man-made obstacles include lack o f available lands (due to scarcity of 

fee lands, massive public interest land withdrawals in the form of riders to 

the Alaska Native Claims Settlement Act o f 1971 and a State leasing system



which is restricted to competitive leasing only) as well as the regulatory rain 

forest which exists here. I mentioned earlier that we operate in seven other 

states. None of those states even begin to approach the kind of 

governmental micro management of oil and gas operations that we have 

here. Independent companies much larger than mine are afraid o f the 

process and choose not to operate here.

3. High Operating Costs

The high operating costs are a function of both the natural obstacles and the 

man-made obstacles mentioned. I ’m not sure which is the greatest 

contributor to these costs. Investment in our own project at West McArthur 

River exceeds S50 million since 1991. Significant returns arc just now 

beginning to he realized.

Fortunately, the story is not all bad at this point. I ’m encouraged by the efforts 

of Governor Knowles toward attracting industry investment in Alaska and in 

forming this Council. I ’m encouraged by the efforts of Commissioner Burden to 

streamline ADEC. I ’m also encouraged by die oil and gas incentive programs 

being explored by the Alaska Legislature. At this point I would like to suggest 

several possible incentive programs, which may or may not be of interest to major 

companies, but which would definitely be of interest to independents, as follows:

1. Royalty Reduction (Existing Fields)

I've been travelling for the past couple of weeks but I understand a final 

revision of the royalty reduction bill (MB 207) has passed both the House, 

and the Senate and is awaiting signature by die Governor. Basically, I feel 

that while the reasoning behind that legislation is to be commended, it is (as 

a practical matter) far too complex.

3



It’s the sort of thing that endless audits and lawsuits are made of. While 

both major companies and the State o f Alaska arc perhaps well equipped for 

endless audits and lawsuits, independents are not.

It the opportunity should arise again, I would support a much simpler 

approach to royalty reduction. Such an approach would involve a 

predetermined formula based on production much like the ELF formula 

which has been in place for years. ELF effectively reduces the tax burden 

for smaller fields by application o f the predetermined formula. A similar 

arrangement for royalty reduction would be a tremendous incentive for new 

activity for companies large and small who arc operating smaller fields, at 

least small by Alaska standards.

2. Discovery Royalty

The State of Alaska had a discovery royalty program in effect until its 

abolishment in the early 1970’s. Under the program, royally burden (on the 

discovery lease only) was reduced from 12.5% to 5% for a period often 

years. Any and all wells located on the lease received the reduction. 

Perhaps this program or some variation thereof could be reinstated. The 

incentive created would result in more aggressive development schedules. 

Coordination with the Royalty Reduction Program discussed earlier would 

be involved.

■I, AcreaseAvnilahility
At about the same time the discovery royalty program ceased to be. all State 

lands were classified for competitive bid only and prior non-competitive

4



programs were eliminated. The Federal government and many oil producing 

states maintain non-competitive leasing programs. The mentality in Alaska 

has been to maximize lease bonuses. It can be better for both industry and 

State if those dollars go into exploration and development activities resulting 

in long term production o f oil and gas. Non-competitive programs could 

include openings for over-the-counter Filing in relatively unexplored areas 

and a simultaneous filing program similar to the Federal program in other 

states. Parcels which do not receive bids at competitive sale could be 

reclassified non-competitive. It is always possible that new geological 

thinking will evolve and result in new activity on such parcels.

4- . Simplification of.P.crmuung

I mentioned Alaska’s regulatory rain forest earlier. The permitting system 

is overwhelming and often involves interagency conflict. Our operation has 

involved more than 40 permits to date and numerous field inspections both 

announced and unannounced. The system deters activity by the independent 

sector. Changing the system w ill not be easy. A "lead agency" concept for 

oil and gas may be a solution but not if  it is simply another layer of 

regulation. The lead agency (probably Alaska Oil &  Gas Conservation 

Commission) would eliminate or replace the existing permitting functions of 

other agencies and provide "one stop shopping" for industry. Also, 

reasonable time limits for issuance or rejection of a permit are needed. 

Considerable resistance to those concepts will be received from middle 

and lower level officials in the agencies. It is our experience that, while the 

Governor and the department heads may be working toward positive 

changes, the message docs not filter down to the lower levels. We have

5



experienced on a number o f occasions in our permitting efforts that the 

lower level officials do not simply "carry out policy"as would be expected. 

They "make policy" and that policy is usually "stop" or "no". These 

officials, of course, do not have the "answerability" o f the elected or 

appointed officials above.

5, Reduce DEC Financial Responsibilities Requirements

These requirements were created in the wake o f the Exxon Valdez incident. 

Even with the reductions enacted in 1994 by the Legislature, the required 

coverages arc very hard to come by for a small company, especially with the 

Direct Access" provision required under insurance policies. By the way, 

we have elected to exceed the required coverages at West McArthur River 

but that was a business decision which may not be applicable in all cases.

6, Development Funding Programs
With Alaska’s high cost o f operating. State funding for development 

activities could significantly encourage exploration and hopefully more 

discoveries by die independent sector. A development loan program, which 

would be available only after discovery in paying quantities and would not 

be for exploration purposes, would encourage a&Jrcssive development and 

benefit both the State o f Alaska and industry. I know from experience that 

oil and gas operations do not fit the AIDA programs. A new funding 

mechanism would be required.

As indicated earlier, our project at West McAithur River has involved more than

$50 million in investment to date. During periods of drilling, approximately 40

6



full time on-site jobs arc crca'-d together with approximately 20 support jobs in 

Anchorage and Kenai. Pipeline construction involved approximately 30 full time 

on-site jobs and 15 support jobs. After full development o f the field, about 15 

permanent on-site and support jobs will be involved in the producing operation. 

In addition to the taxes and royalties involved, the employment created by 

operations such as ours can only be good for Alaska’s economy.

Despite the obstacles, independents can function in Alaska, but these types o f 

incentives arc needed. As an independent producer, we arc in touch with many 

oilier independent producers. There are roughly 10,000 members in IPAA, die 

Independent Petroleum Association o f America. Most of the IPAA members will 

never venture to Alaska, but in the wake of our success, we arc beginning to hear 

expressions o f interest from quite a few.

Thank you for inviting me to appear today. We look forward to continued work 

with the Council and wc 3rc prepared to assist with specific language to 

accomplish these suggested changes. In the meantime, I ' l l  try to answer any 

questions you may have.

STEWART PETROLEUM COMPANY

May 25, 1995
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§ 31.05.170 A las ka  S t a t u te s § 31 .0 5 . 1 7 0

Sec. 31.05.170. D e fin it ions . In this chapter, unless the context 

otherwise requires

(1) "und" includes "or" and "or” includes "and";
(2) "correlative rights" mean the opportunity afforded, so far as it is 

practicable to do so, to the owner of each property in a pool to produce 

without waste the owner's just and equitable share of the oil or gas, or 
both, in the pool; being an amount, so far as can be practically 

determined, and so far as can practicably be obtained without waste, 
substantially in  the proportion that the quantity of recoverable o il or 

gas, or both under the property bears to the total recoverable o il or gas 
or both in the pool, and for such purposes to use the owner's just and 

equitable shure of the reservoir encrp ,

(3 ) "commission" means the Alnska O il and Gob Conservation 
Commission;

(4) "cubic foot" of natura l gas means the volume of gas contained in 

one cubic foot of space measured at a pressure base of 14.65 pounds 
per square inch absolute and a temperature base of GO degrees 
Fahrenheit;

(6) "field" means a general area which is underlnin or appears to be 

underla in by at least one pool, and includes the underground reservoir 

containing oil or gas; and the words "pool" and "field” mean the same 
th ing when only one underground reservoir is involved, but "field" 
un like  "pool" may relate to two or more pools;

16) "gas" includes a ll natural gas and a ll hydrocarbons produced at 

the wellhead not defined as o il;
<7) "landowner" means the owner of the subsurface estate of the 

tract ofTected;

1 8 ) "oil" includes crude petroleum oil and other hydrocarbons 
regardless of gravity which are produced at the wellhead in  liqu id  

form and the liq u id  hydrocarbons known as d istillate or condensate 
recovered or extracted from gas, other than gas produced in  associa­
tion w ith o il and commonly known as casinghead gas;

19) "owner" means the person who has the ngh t to d n ll into and 
produce from a pool und to appropriate the o il and gus the person 

produces from a pool for that person and others;

1 10) "person" includes a natural pet*on, corporation, association, 
partnership, receiver, trustee, executor, adm inistrator, guardian , 

fiduciary or other representative of any kind , und includes a depart­
ment. agency or instrumentality of the slate or a governmental 

subdivision of the state;

in t h i  structure is covered by th * term “pdolV
112) “producer" means tho owner of a well or wells capable of 

producing o il or gas or both.
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IN THE MATTER OF THE APPLICATION 
FOR DISCOVERY ROYALTY BY THE UNION 
OIL COMPANY OF CALIFORNIA AND 
MARATHON OIL COMPANY (ADL 17594)

S t a t e  o f  A la sk a
Department:  o f  N a t u r a l  Resou rces

I
OPINION IN SUPPORT OF DECISION 

T h i s  d e c i s i o n  c o n c e r n s  t h e  a p p l i c a t i o n  made by t h e  

Union O i l  Company o f  C a l i f o r n i a  and Mara thon  O i l  Company, c o ­

l e s s e e s  c f  s t a t e  o i l  and gas  l e a s e  ADL 17594,  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  o f  t h e  Grayl ing;  No. I -A w e l l . On J a n u a r y  19,  1982,

I i s s u e d  a w r i t t e n  d e c i s i o n  c o n f i r m i n g  my November 13,  1981,

d e t e r m i n a t i o n  which  g r a n t e d  t h e  a p p l i c a t i o n .  T h i s  o p i n i o n  

c o n t a i n s  my f i n d i n g s  and c o n c l u s i o n s  wh ich  s u p p o r t  t h e  d i s c o v e r y  

r o y a l t y  award to  Union and Mara thon .

In  o r d e r  t o  p r o v i d e  a  c o n t e x t  f o r  t h e  i s s u e s  a d d r e s s e e  

by t h i s  d e c i s i o n ,  a c h r o n o l o g i c a l  r e v i e w  o f  a l l  p e r t i n e n t  e v e n t s  

a l s o  w i l l  be p r e s e n t e d .  T h i s  r e v i e w  c o v e r s  ( 1)  t h e  g e o l o g i c  

e v o l u t i o n  o f  Cook I n l e t  and t h e  f o r m a t i o n  o f  t h e  f e a t u r e s  which  

p r o d u c e d  che h y d r o c a r b o n s  a t  i s s u e ,  ( 2 ) a n t e c e d e n t  f e d e r a l  laws 

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

s t r u c t u r e s ,  (3)  che laws and  p rograms  a d o p t e d  by A la ska  a t  

s t a t e h o o d ,  (4)  t h e  l e a s i n g  and deve l opm en t  o f  Cook I n l e t  f o r  o i l  

and ga s  p u r p o s e s ,  and (5)  t h e  s e que nc e  o f  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  and awards  c o n s i d e r e d  u n d e r  t h e  s t a t e  d i s c o v e r y

A L A S K A  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
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r o y a l t y  p rogram.  F i n a l l y ,  t h i 3  d e c i s i o n  w i l l  e v a l u a t e  t he  

Union -Mara thon  a p p l i c a t i o n  and t h e  i s s u e s  p e r t a i n i n g  t o  i t .

I .  INTRODUCTION.

On May 9 ,  1965,  Union O i l  Company o f  C a l i f o r n i a  and  i t s  

p a r t n e r ,  Mara thon  O i l  Company ( " U n i o n - M a r a t h o n " ) ,  commenced a 

w e l l ,  T r a d i n g  Bay No. 1 ,  i n  Cook I n l e t  on s t a t e  l e a s e  ADL 18731.  

T h i s  w e l l  was p l u g g e d  and  abandoned  t h e  same day b e c a u s e  t h e  

s u r f a c e  c a s i n g  b e i n g  s e t  i n  t h e  w e l l  p a r t e d .  On May 10, Union 

commenced t h e  T r a d i n g  3ay No. 1-A w e l l  f rom t h e  same l o c a t i o n .  

At  t h e  t i m e ,  t h e  S t a t e  o f  A l a s k a  had an i n c e n t i v e  p rogram i n  che 

form o f  a d i s c o v e r y  r o y a l t y  to  e n c o u r a g e  o i l  and gas  d e ve l op me n t  

i n  che s t a t e .  A d i s c o v e r y  r o y a l t y  r e d u c e d  t h e  no rma l  1 2 . 5Z 

r o y a l t y  r a t e  t o  5Z f o r  t e n  y e a r s  f rom th e  da c e  o f  " d i s c o v e r y "  f o r  

a l l  p r o d u c t i o n  f rom t h e  l e a s e  whe re  a l e s s e e  had  made che f i r s t  

d i s c o v e r y  o f  c om m er c i a l  h y d r o c a r b o n s  on a  new g e o l o g i c  s t r u c t u r e .  

Sec .  18,  Ch. 30 ,  SLA 1 9 6 4 . —̂  U n i o n - M a r a t h o n ' s  T r a d i n g  Bay No. 

1-A w e l l  e n c o u n t e r e d  c o m m er c i a l  q u a n t i t i e s  o f  o i l  i n  wha t  became 

known as  t h e  T r a d i n g  Bay F i e l d .  They were  awarde d  a d i s c o v e r y

* /  The a p p l i c a b l e  l aw a t  t h e  c i n e  was AS 3 8 . 0 5 . I b O ( a ) . The 
r e l e v a n t  p r o v i s i o n s  o f  t h i s  law were  f i r s t  e n a c t e d  a s  
s u b s e c t i o n  7,  s e c t i o n  3,  a r t i c l e  V I I I ,  c h a p t e r  169,  SLA 
1959,  wh ich  was amended by s e c t i o n  18,  c h a p t e r  30 ,  SLA 1964.
L e g i s l a t i v e  amendment  i n  1 9 6 7  f M r m i 1 oA che d i s c o v e r y
r o y a l t y  p r o g r am ,  w h i c h  was al3oTTshcd i n  1969.  1967 A l a sk a  
S e s s .  L . , ch .  91 ,  5 2» 1969 A l a sk a  S e s s .  L . , ch .  65 ,  § 1.
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r o y a l t y  f o r  t h i s  l e a s e  by t h e  Dep a r tm en t  o f  N a t u r a l  R e sou rce s

( " d e p a r t m e n t " )  on Augus t  27,  1965.

Un ion - Mar a tho n ,  a f t e r  f u r t h e r  d e f i n i n g  t h e i r  T r a d i n g  

Bay d i s c o v e r y  w i t h  two a d d i t i o n a l  w e l l s ,  moved t h e i r  d r i l l i n g  

b a r g e  a p p r o x i m a t e l y  f i v e  m i l e s  s o u t h  and commenced t h e  G r a y l i n g  

No. 1 w e l l  on Sep t embe r  2 ,  1965.  T h i s  w e l l ,  coo ,  was p l u g g e d  and 

abandoned  a s  a r e s u l t  o f  m e c h a n i c a l  p r o b l e m s .  The G r a y l i n g  No. 

1-A w e l l  was commenced i m m e d i a t e l y .  Aga in ,  Un io n - Ma ra t hon  found 

commerc i a l  q u a n t i t i e s  o f  h y d r o c a r b o n s  i n  wha t  was t o  become known 

a s  t h e  McArthur  R i v e r  F i e l d .  They f i l 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  r o y a l t y  w i t h  che d e p a r t m e n t  on November 15,  1965,  f o r

s t a t e  l e a s e  ADL 17594,  which  i s  a d j a c e n t  t o  s t a t e  l e a s e  ADL

18731

I t  i s  a t  t h i s  p o i n t  c h a t  che c o n t r o v e r s y  g i v i n g  r i s e  t o

t h i s  d e c i s i o n  be gan .  Under  t h e  law,  o n l y  one d i s c o v e r y  ’• o y a l t y

c o u l d  be i s s u e d  on any new geo l o g i c  s t r u c t u r e  found_Ju>—c o n t a i n

commerci a l  h y d r o c a r b o n s .  11 AAC 8 3 . 2 1 5 ( 1 )  ( r e p e a l e d  November 9,  
★ /

1 9 7 9 ) . -  The d i s p u t e  ha s  c e n t e r e d  a roun d  w h e t h e r  che T r a d i n g  Bay 

and  McArthur  R i v e r  f i e l d s  a r c  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 ,  which  

would  p e r m i t  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  o f  b o t h  t h e  T r a d i n g  

Bay No. L-A and G r a y l i n g  No. 1-A w e l l s ,  o r  a r e  l' o t h  p a r t  o f  a 

s i n g l e  dominant  g e o l o g i c  s t r u c t u r e ,  i n  wh ich  c a s e  a p p r o v a l  o f

F o r m e r l y  1 1  A A C  5 0 5 . 7 4 5 ( a ) .

- 3 -
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U n i o n - M a r a c h o n ' s  a p p l i c a t i o n  on t h e  G r a y l i n g  Mo. 1-A w e l l  would 

n o t  be p e r m i s s i b l e .

On J a n u a r y  26,  1966,  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  

d e n y in g  che Un i o n - M ar a th on  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  f o r  t h e  

G r a y l i n g  Mo. 1-A w e l l  on t h e  g round  c h a t  i n s u f f i c i e n t  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  t h a t  che T r a d i n g  Bay and  McArthur  f e a t u r e s  

were  n o t  p a r t  o f  a s i n g l e  s t r u c t u r e .  S p e c i f i c a l l y ,  d e p a r t m e n t  

g e o l o g i s t s  we re  c o n c e r n e d  thaL s h a l l o w  p r o d u c t i v e  s a n d 3  m i g h t  

c o n t i n u o u s l y  o v e r l a p  t he  l a r g e r  Hemlock r e s e r v o i r s  on b o t h  

f e a t u r e s ,  even  chough t h e  Hemlock zones  a p p e a r e d  t o  be s e p a r a t e d  

by a m a j o r  f a u l t  s y s t e m  and d i s p l a c e d  by more t h a n  3 , 0 0 0  f e e t .

A l t h o u g h  che s c a n t  g e o l o g i c  d a t a  a t  t h e  t ime  p r e v e n t e d

a d e f i n i t i v e  c o n c l u s i o n  on che o v e r l a p  q u e s t i o n 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  r e q u i r e d  c h a t  i n f o r m a t i o n  i n  s u p p o r t  o f  an

a p p l i c a t i o n  be  f i l e d  w i t h i n  90 days  a f t e r  t h e  w e l l  had  been

t e s t e d  f o r  c o m m e r c i a l  q u a n t i t i e s  (wh ich  had  t a k e n  p l a c e  f rom

November 6 - 6 , 19 65 ) .  11 AAC 3 3 . 2 1 0 ( c )  ( r e p e a l e d  November 9 ,
V1 9 7 9 ) . -  The d e n i a l  was b a s e d  on che i n f o r m a t i o n  s u b m i t t e d  

w i t h i n  c h a t  9 0 - d a y  t ime  f r ame .

On F e b r u a r y  14,  1966,  Union-Marachon  p e t i t i o n e d  t h e

d e p a r t m e n t  f o r  r e c o n s i d e r a t i o n  and i n t e r p r e t a t i o n  o f  i t s  d e c i s i o n

* /  F o r m e r l y  1 1  A A C  5 0 5 . 7 4 4 .



o f  J a n u a r y  26 ,  1966,  den y in g  che GrayLing  No. 1-A 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 c n .  T h e i r  p e c i c i o n  was made ac l e a s e  p a r t i a l l y  

fy i n  r e s p o n s e  _ t o  encouragemenc  from members o f  che deparcmenc .

Because  o f  d i s a g r e e m e n c  w i c h i n  che deparcmenc  o ve r  p r o c e d u r a l  and 

s u b s c a n c i v e  q u e s c i o n s  r e l a c i n g  co d i s c o v e r y  r o y a l t i e s ,  no r e p l y  

[i] was g i v e n  u n c i l  O c t o b e r  31,  1963,  ac  wh ich  p o i n c  che co m m is s i o ne r

^ g r a n t e d  Un ion-Marachon  60 days  i n  wh ich  co su b m i t  more i n f o r m a ­

t i o n .  On December 30 ,  1968,  Union-Marachon f i l e d  a d d i t i o n a l

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

$  1966 and r e q u e s t e d  chac  che mac ce r  be  s e c  f o r  h e a r i n g .  On

F e b r u a r y  2 6 , .  1970,  chen n a t u r a l  r e s o u r c e s  comm is s i on e r  K e l l y  

$ e s t a b l i s h e d  a  h e a r i n g  d ace  o f  A p r i l  17,  1970,  b u t  n o t i f i e d

V Un ion-Marachon  c h a t  o n l y  t h e  i n f o r m a t i o n  f i l e d  o r  d e v e l o p e d

w i c h i n  che  o r i g i n a l  90 -d ay  p e r i o d  would  be c o n s i d e r e d .  At  che 

h e a r i n g ,  Union-Marachon  s u b m i t t e d  more new g e o l o g i c  i n f o r m a t i o n ,  

and t h e r e a f t e r  s e n t  che c o m m i s s i o n e r  a l e t t e r  s e a t i n g  why he 

s h o u l d  c o n s i d e r  che  e v i d e n c e  a c q u i r e d  a f t e r  che o r i g i n a l  90 -d ay  

p e r i o d  had  e x p i r e d .  On O c t o b e r  7 ,  1970,  Commis s ione r  K e l l y

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

d i s c o v e r y  r o y a l t y  b a s e d  on che e v i d e n c e  s u b m i t t e d  w i c h i n  che 

9 0 -d ay  p e r i o d .

Un ion -Marachon chen  s o u g h t  r e v i e w  i n  che s u p e r i o r

c o u r t ,  w h i ch  remanded che m a t t e r  co t h e  co 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 t a t e m e n t  o f  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  r e a f f i r m e d  h i s  e a r l i e r

-5-

A«0 I 3 *1 535



d e c i s i o n  on che b a s i s  chac  i n s u f f i c i e n t  i n f o r m a t i o n  was 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  co d e t e r m i n e  w h e t h e r  o r  n o t  t h e r e  were 

two s e p a r a t e - s t r u c t u r e s . Union-Marachon a g a i n  so u g h t  r e v i e w  in  

s u p e r i o r  c o u r t .  The c o u r t  d i s m i s s e d  t he  appeal ,  on g ro und s  o f  

l a c k  o f  j u r i s d i c t i o n .  Un ion -Ma ra thon  chen a p p e a l e d  t o  che 

supreme  c o u r t  which  r e v e r s e d  on t h e  j u r i s d i c t i o n a l  i s s u e  and 

r emanded  t h e  c a s e  f o r  f u r t h e r  c o n s i  l e r a t i o n .  Union O i l  Co. o f  

C a l .  v .  S t a t e  Deot .  o f  Mat.  R e s o u r c e s . 526 P . 2d 1357 (A l a sk a  

1 9 7 4 ) .  On remand che s u p e r i o r  c o u r t  c o n c l u d e d  t h a t  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  c o u l d  n o t  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  and t h a t  t he  o r i g i n a l  d e c i s i o n  was 

s u s t a i n a b l e  on che b a s i s  o f  che e v i d e n c e  ; u b m i t t e d  w i t h i n  t he  

9 0 - d a y  p e r i o d .  From t h a t  d e c i s i o n ,  e n t e r e d  J u l y  31.  1975,

U n io n - M a r a t h o n  a g a i n  a p p e a l e d  co che supreme c o u r t .

I n  i t s  d e c i s i o n ,  d a t e d  F e b r u a r y  10,  1978,  t h e  A l a s ka

sup reme  c o u r t  remanded c e r t a i n  q u e s t i o n s  r e l a t i n g  co t h i s  a p p l i ­

c a t i o n  t o  che c o m m is s i o ne r  o f  n a t u r a l  r e s o u r c e s -  f o r  d e t e r m i n a ­

t i o n .  Union O i l  Co.  o f  C a l .  v. S t a t e . 574 ? . 2 d  1266 (A la ska  

1 9 7 8 ) .  The c h r c s h o i d  q u e s t i o n  was w h e t h e r  che  9 0 - d a y  l i m i t  o f  

11 AAC 505 .744  ( r e c o d i f i e d  a s  11 AAC 3 3 . 2 1 0 ( c )  ( r e p e a l e d  November 

9 ,  1979 ) )  on s u b m i t t i n g  d a t a  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  was

u n r e a s o n a b l e  a s  a p p l i e d  t o  Union and M a r a t h o n .  I f  so ,  t he  

c o m m i s s i o n e r  was o r d e r e d  t o  r e c e i v e  a d d i t i o n a l  e v i d e n c e  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  and  t o  r u l e  on t h e  a p p l i c a t i o n  on che b a s i s  o f  

a l l  t h e  d a t a  s u b m i t t e d .



I n  c om pl i an c e  wich  che supreme c o u r t : ' s  o r d e r ,  I f i r s c

d e cc rm in cd  t h a t  che 90 -d ay  l i m i t a t i o n ,  a s  a p p l i e d  co che a p p i i -
* ^ /

c a n c s  i n  t h i f r c a s e ,  was u n r e a s o n a b l e . - '  T h e r e a f t e r ,  I  r e c e i v e d  

a d d i t i o n a l  e v i d e n c e  c o n c e r n i n g  che i s s u e  o f  wheche r  che G r a y l i n g  

1-A w e l l  was 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  a new g e o l o g i cI
s c r u c c u r e .

Wich che g o a l  i n  mind o f  s u s c a i n i n g  Commiss ioner  

K e l l y ' s  d e c i s i o n ,  s e v e r a l  o f f i c i a l s  o f  che A l a s k a  Deparcmenc o f  

Law ( i n c l u d i n g  chen d e p u t y  a t t o r n e y  g e n e r a l  Wi l son  L. Condon and 

chen  a s s i s c a n c  a c c o r n e y s  g e n e r a l  Susan A. Burke and J e f f r e y  B. 

L o w en f e l s )  und e rc o ok  an e x t e n s i v e  e f f o r t  co g a t h e r  e v i d e n c e  which  

would  c h a l l e n g e  che v a l i d i t y  o f  U n i o n ' s  and  M a r a t h o n ' s  c l a i m s .

As p a r e  o f  t h i s  e f f o r t ,  chey t r a v e l e d  e x t e n s i v e l y  chroughouc  che 

U n i t e d  Sc ace s  and co nd u cce a  numerous  i n t e r v i e w s  wich  f e d e r a l  

o f f i c i a l s  employed by che Uniced  Sc a ce s  Deparcmenc o f  che I n t e r i o r ,  

i n c l u d i n g  che Uniced  Sc a c e s  G e o l o g i c  Su rvey  ("USGS") ,  who were  

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

r o y a l c y  p rogram and che c o n c e p t  o f  a "known g e o l o g i c  s c r u c c u r e  o f  

a p r o d u c i n g  o i l  and ga s  f i e l d "  ("KGS").  I n t e r v i e w s  were  co nd u c t ed  

w i c h  I n t e r i o r  o f f i c i a l  i n  W as h i ng t on ,  D. C . ,  and  USGS o f f i c i a l s  

i n  L a n g l ey ,  V i r g i n i a ;  C a s p e r ,  Wyoming; De nve r ,  C o l o r a d o ;  and Los 

A n g e l e s ,  C a l i f o r n i a .  Among chose  f e d e r a l  o f f i c i a l s  i n t e r v i e w e d  

was Emmecc A. F i n l e y ,  f o r m er  c h i e f  o f  t h e  M i n e r a l s  C l a s s i f i c a t i o n

*  /  S e e  P a r t  V I  o f  t h i s  o p i n i o n .



Branch  o f  USGS and  a u t h o r  o f  USGS C i r c u l a r  419,  wh ich  p u r p o r t e d  

t o  c o d i f y  USGS p r a c t i c e  i n  a d m i n i s t e r i n g  t h e  KGS sy s t e m .  I n t e r ­

v i ews  we re  a l s o  c o n d u c t e d  w i t h i n  A l a s k a  w i t h  s t a t e  o f f i c i a l s  from 

t h e  d e p a r t m e n t s  o f  Revenue and N a t u r a l  R e s o u r c e s  who were  f a m i l i a r  

w ic h  che s t a t e ' s  d i s c o v e r y  r o y a l t y  p rogram.
i

The De pa r tm en t  o f  Law a l s o  c o m p i l e d  a g l o s s a r y  o f  a l l  

g e o l o g i c  t e rm s  r e l e v a n t  co t h e  d e f i n i t i o n  o f  che t e rm  " g e o l o g i c  

s t r u c t u r e "  and p r e p a r e d  a c o m p r e h e n s i v e  doc ume n ta ry  h i s t o r y ,  i n  

s e v e n  v o l u m e s ,  d e s c r i b i n g  t h e  d e v e l o p m e n t  and  a d m i n i s t r a t i o n  of  

che 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  o f  AS 3 8 . 0 5 . 1 8 0 ( a ) .  Volume I 

( e n t i t l e d  "Summary o f  Document s" )  i s  a summary o f  t h e i r  f i n d i n g s ;  

i t  d i s c u s s e s  c e r t a i n  f e d e r a l  o i l  and  ga s  l e a s i n g  p r a c t i c e s  ( sum­

m a r i z e d  i n  S e c t i o n  I I I  o f  t h i s  o p i n i o n ) ; d e s c r i b e s  t h e  e v o l u t i o n  

o f  che A l a s k a  Land Act  and che  A l a s k a  o i l  and ga s  l e a s e  form 

( summar i zed  i n  S e c t i o n  IV o f  t h i s  o p i n i o n ) ;  and t r a c e s  che 

h i s t o r y  o f  e a r l y  o i l  and g a s  d i s c o v e r i e s  i n  che Cook I n l e t  

r e g i o n ,  t h e  deve l opm en t  o f  r e g u l a t i o n s  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 ,  and t h e  a d m i n i s t r a t i o n  o f  t h o s e  p r o v i s i o n s  wich  

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

che Cook I n l e t  r e g i o n  ( summar i zed  i n  S e c t i o n  V o f  t h i s  o p i n i o n ) .  

Volume I I  d e s c r i b e s  che t e r r i t o r i a l  and s t a t e  a d m i n i s t r a t i v e  

o r g a n i z a t i o n  f o r  t h e  o i l  and  g a s  f rom 1958 co 1970 (Append ix  A) ,  

Che e v o l u t i o n  o f  che o i l  and  g a s  l e a s e  form (Append ix  B ) , and o i l  

and ga s  deve lopmenc  i n  che Cook I n l e t  r e g i o n  (Append ix  C) and 

c o n t a i n s  c o p i e s  o f  che r e l e v a n c  a f f i d a v i t s  (Append ix  D ) .  Volumes
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I l l  - VII  a r e  an e x t e n s i v e  c o m p i l a t i o n  o f  che c o r r e s p o n d e n c e  and 

o c h e r  documents  wh ich  a r e  summarized i n  Volume I .

B e g i n n i ng  March 13,  I 960 ,  I h e l d  a h e a r i n g  co e n a b l e  

che a p p l i c a n c s  co submic  a d d i c i o n a l  e v i d e n c e  i n  s u p p o r t  o f  c h e i rI
a p p l i c a t i o n .  I n  p r e o a r a c i o n  f o r  chac  h e a r i n g ,  I had  r ev i e w ed  che 

f o l l o w i n g  m a t e r i a l s :

1.  che Summary o f  Documents and  a p p e n d i c e s ;

2 . che documents  r e f e r r e d  co i n  che summary;# 9

3.  a v i d e o t a p e  o f  a d e p o s i t i o n  o f  Emnecc A. F i n l e y  

and  che e x h i b i t s  s u b m i t t e d  ac  chac  d e p o s i t i o n ;

U .  che maps s u b m i t t e d  i n  s u p p o r t  o f  che a p p l i c a t i o n s

f c r  d i s c o v e r y  c e r c i f i c a c i o n  o f  U n i o n -M ar ach on ' s T r a d i n g  Bay S t a t e  

No. 1-A w e l l ,  U n io n - M a r ac h o n ' s  Kuscacan  No. 1 -and 1-A w e l l s ,  

A c l a n c i c  R i c h f i e l d ' s  Wesc F o r e l a n d  Un i t  No. 3 w e l l ,  T ex a co ’ s 

T r a d i n g  3ay No. 1 and  1-A w e l l s ,  and che G r a y l i n g  No. 1 and 1-A 

w e l l s ;

5.  i n f o r m a t i o n  s u b n i c c c d  i n  s u p p o r t  o f  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 c i f i c a c i c 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  Bay Scace  No. 1 w e l l ,  i n c l u d i n g :  che b a r o i d  mud l og  and

d u a l  i n d u c t i o n  l a c e r o l o g  s u b n i c c c d  w ich  t h e  a f f i d a v i t  o f
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e s t a b l i s h m e n t  o f  p r i o r i t y  as co t im e  and dace  on June  7, 1967; 

che m a t e r i a l s  s u b m i t t e d  co che O i l  ana  Gas C o n s e r v a t i o n  Commit tee  

on S e p t e m b e r - 2 7 , 1967,  co e s t a b l i s h  a s e p a r a c e  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  an e v a l u a c i o n  o f  che  m e c h a n i c a l  l o gs  ( E x h i b i t  1 ) ,  

a s c r u c c u r e  c o n t o u r  map ( E x h i b i t  2 ) ,  a s t r u c c u r a l  c r o s s  s e c t i o n  

- -  A-A* ( E x h i b i t  3 ) ,  c o m p l e t i o n  i n f o r m a t i o n  d r a f t e d  on an e l e ' c -  

c r i c  l og  ( E n c l o s u r e  1 ) ,  and  a c o r e  a n a l y s i s  - -  c o r e s  1-10 ( E n c l o ­

s u r e  2 ) ;  a d d i t i o n a l  i n f o r m a t i o n  s u p p o r t i n g  che a p p l i c a t i o n  

t r a n s m i t t e d  on December  30 ,  1968,  i n c l u d i n g  a s t r u c t u r e  c o n t o u r  

map ( E x h i b i t  1 ) ,  an e a s t - w e s t  c r o s s  s e c t i o n  - -  A-A^ ( E x h i b i t  2 ) ,  

and an e a s t - w e s c  c r o s s  s e c c i c r .  - -  3 - B ‘ ( E x h i b i t  3 ) ;  and e x h i b i t s  

p r e s e n t e d  ac  che h e a r i n g  b e f o r e  che co 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  on A p r i l  16 ,  1970,  i n c l u d i n g  a s t r u c c u r a l  c o n t o u r  map 

o f  che  Hemlock f o r m a t i o n  i n  che T r a d i n g  Bay and  N o r t h  T r a d i n g  3ay 

f i e l d s  ( E x h i b i t  1) an d  a s t r u c c u r a l  c o n c o u r  map o f  che Hemlock 

f o r m a c i o n  showing  p r o d u c i n g  c r e n d s  i n  che  Cook I n l e t  Ba s in  

( E x h i b i t  2 ) ;

6 , a l l  m a t e r i a l s  s u b m i t t e d  by Union -Marachon t h r o u g h  

March 13,  1980,  i n c l u d i n g  che " b l u e  box"  and  accompanying

g e o l o g i c  r e p o r t s ;  t h e  l i g h t  b l u e  f o l d e r s  s u b m i t t e d  a t  che 

A p r i l  17,  1970,  h e a r i n g ;  and Volume I I I  o f  che g r e e n  f o l d e r s ,

d a t e d  Se p t em b e r  28 ,  1979,  i n c l u d i n g  che r ed ra wn  maps wh ich  were  

s u b m i t t e d  l a t e r ;  and

7. a l l  a v a i l a b l e  i n f o r m a t i o n  f rom “ U n io n - M a r a c h o n ' s  

T r a d i n g  Bay S t a t e  No. 2 and  No. 3 w e l l s  w h i c h  were  d r i l l e d  i n  t h e

- 1 0 -
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Lace summer o f  L965 and Un i on - Ma rac hon ' s A-20 v/elL d r i l l e d  from 

t h e i r  Monopod PLacform on J u l y  I k ,  1977.

Also  i n  p r e p a r a t i o n  f o r  che h e a r i n g ,  I i n t e r v i e w e d  Tcm 

M a r s h a l l ,  a p e t r o l e u m  g e o l o g i s t  f o r m e r l y  employed by che s c ace
I

O i l  and Gas C o n s e r v a c i o n  Commiccee.  r e g a r d i n g  s c a c e  a d m i n i s t r a ­

t i v e  p r a c t i c e s  r e l a t i n g  t o  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  and  h i s  

u n d e r s t a n d i n g  o f  Cook I n l e t  ge o lo g y ;  W i l l i a m  Van A len ,  a  p e t r o l e u m  

g e o l o g i s e  f rom che A l a s k a  O i l  and  Gas C o n s e r v a c i o n  Commission,  on 

che s c r u c t u r a l  h i s t o r y  o f  t h e  T r a d i n g  Bay a r e a ;  and W i l l i a m  Van 

Dyke,  a r e s e r v o i r  e n g i n e e r  employed by che d i v i s i o n  o f  m i n e r a l s  

and e n e r g y  management ,  r e g a r d i n g  h i s  i n c e r p r e c a c i o n  o f  che w e l l  

da ca  i n  s c a c e  f i l e s  and  U n io n - M a r ac ho n ' s  i n c e r p r e c a c i o n  o f  chac 

da ca  a s  d e p i c t e d  i n  c h e i r  e x h i b i t s .

Ac che h e a r i n g  t e s t i m o n y  was g i v e n  by Thomas W i l son ,  

J r .  , who worked a s  a g e o l o g i s e  f o r  Mara thon  O i l  Company and  had 

p a r t i c i p a t e d  i n  j o i n c  Union-Marachon  e x p l o r a t o r y  work i n  che Cook 

I n l e t  a r e a  s i n c e  1958 (he d i s c u s s e d  t h e  r e s u l t s  o f  Ma ra c ho n ' s  

e x p l o r a t o r y  and  d r i l l i n g  work i n  che T r a d i n g  3ay and  McArthur  

R i v e r  f i e l d s  from 1959 t h r o u g h  1965 ) ;  R i c h a r d  A. Lyon,  who worked 

a s  che A l a sk a  D i s t r i c t  E x p l o r a t i o n  Manager f o r  che Union O i l  

Company from 1963 t h r o u g h  1966 (he  gave  h i s  p e r c e p t i o n 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  p rog ram and i t s  impac t  on U n i o n ' s  

e a r l y  e x p l o r a t i o n  e f f o r t s  i n  A l a s k a ) ;  R o b e r t  C. Warchen,  who 

worked a s  a g e o l o g i s t  f o r  Union O i l  Company - ( h e  p r e s e n t e d  a
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c o m p i l a t i o n  o f  a l l  g e o l o g i c  i n f o r m a t i o n  c o l l e c t e d  i n  che a r e a  by
1

Union and Marachon co d a c e ,  i n c l u d i n g  u p d a c e d  g e o l o g i c  i n f o r m a ­

t i o n  noc p r e v i o u s l y  s u b m i t t e d  Co che s c a c e ) ;  Kenr.ech Z e rd a ,  a 

r e s e r v o i r  e n g i n e e r  f o r  Union O i l  Company (he  compared  che r e s e r ­

v o i r  c h a r a c c e r i s c i c s  o f  che McArchur  R i v e r  and T r a d i n g  3ay 

f i e l d s ) ;  G e r o u l d  H. Sm i t h ,  a ge oc he m isc  emp loyed  by Union (he 

compared  che  g e o c h e m i c a l  c h a r a c c e r i s c i c s  o f  che o i l  f ound  ac 

T r a d i n g  Bay wich  che o i l  f ound  a c  McArchur  R i v e r ) ;  Ed H a l l ,  a 

g e o l o g i s e  f rom Union (he  p r e s e n t e d  maps he had  p r e p a r e d  b a s e d  on 

example s  o f  KGSs he had  c o l l e c t e d  f rom s e v e r a l  USGS o f f i c e s ) ;  

C h a r l e s  M. S c h w a r t z ,  a g e o l o g i s e  i n  c h a r g e  o f  U n i o n ’ s e x p l o r a t i o n  

and p r o d u c t i o n  a c t i v i t i e s  i n  A l a s k a  (he  compared  t h e  p h y s i c a l  

c h a r a c c e r i s c i c s  o f  che two f i e l d s  and h y p o t h e s i z e d  r e g a r d i n g  che 

s t r u c c u r a l  growch o f  t h e s e  a r e a s ) ;  and  J o s e p h  David  "Red" C e r k e l ,  

J r . , a r e t i r e d  g e o l o g i s t  who had  s e r v e d  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 USCS. Tom Cook,  chen d i r e c t o r  o f  

che d i v i s i o n  o f  m i n e r a l s  and e n e r g y  management ;  K. D a n i e l  H i n k l e ,  

Marachon O i l  Company ' s  a t t o r n e y ;  and  Arden  Page  and John  Sedwick ,  

Union O i l  Company ' s  a t t o r n e y s ,  a l s o  a t t e n d e d  che h e a r i n g .

On A p r i l  23 ,  L981, I  cook t e s t i m o n y  f rom W i l l i a m  Van 

A l e n ,  who gave  a  p r e s e n t a t i o n  on che g e o l o g i c  h i s t o r y  o f  t h e  Cook 

I n l e t  s e d i m e n t a r y  b a s i n  and f o r m a t i o n  o f  t h e  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  ( summar i zed  i n  P a r c  I I  o f  t h i s  o p i n i o n )  and  Thomas 

R. M a r s h a l l ,  who d i s c u s s e d  che a p p l i c a t i o n  o f  t h e  G r e a t e r  T r a d i n g  

Bay S t r u c t u r e  c o n c e p t  t o  t h e  award  o f  d i s c o v e r y - r o y a l c i e s  by t h e
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O i l  and Gas C o n s e r v a c i o n  Commi t tee .  Al so  p r e s e n t  were  A s s i s t a n t  

A t t o r n e y  G e n e r a l  Mic hae l  E. A r r u d a ,  Mr. Page ,  and Mr. Sedwick.

As a r e s u l t  o f  t he  e f f o r t s  o f  t h e  De pa r tmen t  o f  Law and 

Un ion - Mar a tho n ,  e x a m i n a t i o n  o f  che i s s u e s  i n  t h i s  c a se  was 

e x t r e m e l y  t h o r o u g h .  For  t h e  r e a s o n s  s e c  f o r t h  i n  my d e c i s i o n ,  

however ,  I  d e t e r m i n e d  t h a t  t h i s  m a t t e r  s h o u l d  be  r e s o l v e d  i n  

f a v o r  o f  t h e  a p p l i c a n t s .

More s p e c i f i c a i l y , I d e t e r m i n e d  chac  t h e r e  i s  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  t o  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  1-A weLl  i s  l o c a t e d ,  i s  n o t  

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 f e a t u r e  and,  

f u r t h e r m o r e ,  i s  a s e p a r a t e  geoLo g ic  s c r u c c u r e  w i c h i n  che meaning

o f  chen a p p l i c a b l e  11 AAC S3.2C0 and 11 AAC 3 3 . 2 0 5 ( 2 )  ( r e p e a l e d
*  /November 9,  1 9 7 9 ) . -  On t h i s  b a s i s ,  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  o f  che  G r a y l i n g  1-A w e l l  was 

g r a n t e d .

I I .  GEOLOGIC EVOLUTION OF THE COOK INLET SEDIMENTARY BASIN AND 

THE TRADING BAY AND MCARTHUR GECLOCIC FEATURES.

The T r a d i n g  3ay and  McAr thu r  R i v e r  g eo Lo g i c  f e a t u r e s  

wh ich  a r e  t h e  s u b j e c t  o f  t h i s  c a s e  a r e  l o c a t e d  w i c h i n  che Cook 

I n l e t  s e d i m e n t a r y  b a s i n ,  a m a j o r  o i l  and  ga s  p r o v i n c e .

* /  Fo r m er ly  11 AAC 505 .74  and  11 AAC 5 0 5 . 7 4 l ( b 7 \  r e s p e c t i v e l y .

- 1 3 -

AGC U + l : i * J



PAGES 13-22 ARE AVAILABLE FROM KEN BOVD, 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 23, WHICH FOLLOWS THIS 
PAGE.



I

! ! .  S u m m a r y

I n  summary,  che Cook I n l e c  3a s i r .  a s  we knew i :  coday 

began  wich  che d e p o s i c i o n  o f  v o l c a n i c l a s c i c  t n a c e r i a l s  (che  

T a l k e e c n a  f o r m a t i o n )  n e a r l y  200 m i l l i o n  y e a r s  ago .  Appro: c i cace ly  

175 m i l l i o n  y e a r s  ago ,  s ed ime ncs  and o r g a n i c  macce r  were  d e p o s i c e d  

i n  Che Tuxedn i  Group,  which  became che s o u r c e  r o c k  f o r  nose  o f  

che h y d r o c a r b o n s  i n  Cook I n l e c .  Over  che s u c c e e d i n g  100 m i l l i o n  

y e a r s ,  a d d i c i o n a l  c o a r s e  m a t e r i a l s  were  d e p o s i c e d  i n  che a r e a  

wh ich  e x p e r i e n c e d  che a l c e r r . a c i n g  u p l i f t  and s u b s i d e n c e ,  moun­

t a i n o u s  f o r n a c i c n  and f o l d i n g  c o n d u c i v e  co g e n e r a t i n g  che l a t e r a l  

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

f o r m a t i o n  o f  p e c r o l e u m  h y d r o c a r b o n s  i n  che T ux edn i  so u r c e  r o c k .  

Ac o r  s l i g h t l y  b e f o r e  che b e g i n n i n g  o f  T e r t i a r y  t ime  (65 m i l l i o n  

y e a r s  ago)  and t h e r e a f t e r ,  che a r e a  e x p e r i e n c e d  ( 1 ) dovmwarping 

o f  che Cook I n l e c  c rough  e x p o s i n g  che  w e s t w a r d  and e a s t w a r d  ends  

o f  t h e  Tuxedn i  s o u r c e  r o c k  and  f o r c i n g  che m i g r a t i o n  o f  o i l  

upwards ;  (2)  che c r e a t i o n  o f  che p r e s e n t  day  A l a s k a ,  Chugach and 

Kena i  m o un ta in  r a n g e s ,  c r e a t i n g  a  f u r t h e r  d e p o s i c i o n a l  e n v i r o n ­

ment  i n  Cook I n l e c  b e g i n n i n g  w ic h  che  L a r i n i d e  r e v o l u t i o n ;  (3)  

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

F o r e l a n d  f o r m a t i o n  and  t h e  Kenai  g r o u p ,  wh ic h  became che r e s e r ­

v o i r  r o c k  f o r m a t i o n s  r e c e i v i n g  upv/ara m i g r a t i n g  o i l  f rom che 

exposed  T uxedn i  s o u r c e  r o c k ;  ( 4 ) g e n e r a l  e a s c - w a s c  f o l d i n g  o f
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s t r a c i g r a p h i c  l a y e r s  i n  che Cook I n l e c  Ba s i n  c a u s e d  by moun­

t a i n  f o r m a t i o n  and che u n d e r c h r u s c i n g  o f  che Nor th  P a c i f i c  

Ocea n i c  P l a c e ,  i n i t i a l l y  e s t a b l i s h i n g  n o r r h - s o u c h  ■’. n c i c l i n e s  

wh ic h  became e n c r a p p i n g  mechanisms f o r  h y d r o c a r b o n s  and,  t h ro ug h  

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

( i n c l u d i n g  T r a d i n g  Bay) t o  che p o i n t  chac  r e v e r s e  f a u l t i n g  

o c c u r r e d ;  (5)  che c o u n t e r c l o c k w i s e  r o t a t i o n a l  movement o f  che 

A l a s k a n  ( N o r t h  Amer i can )  C o n t i n e n t a l  P l a c e  and s u b j a c e n t  

t h r u s t i n g  o f  che N o r t h  P a c i f i c  O c e a n i c  P l a c e  c a u s i n g  r i g h t -  

l a t e r a l  s c r i k e - s l i p  f a u l t i n g  a l o n g  m a j o r  r e g i o n a l  f a u l t s  ( f o r  

e xamp le ,  t h o  C a s t l e  Moun ta in  f a u l t )  and s i m i l a r  movements a l o n g  

s u b o r d i n a t e  f a u l t s  ( f o r  exam p le ,  che B r u i n  Bay and T r a d i n g  Bay 

f a u l t s ) .  The l a s t  o f  t h e s e  f o r c e s  c a u s e d  che u p p e r  p o r t i o n  o f  

wha t  was once  a s i n g l e  T r a d i n g  3ay a n t i c l i n e  co m i g r a t e  e a s t w a r d  

a p p r o x i m a t e l y  t h r e e  and  o n e - h a l f  m i l e s .  T h e r e f o r e ,  t h r o u g h  che • 

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

and  s c r i k e - s l i p  f a u l t i n g  o c c u r r i n g  o v e r  che p a s t  25 m i l l i o n  

y e a r s ,  che T r a d i n g  Bay a n t i c l i n e  h a s  e v o l v e d  f rom a s i m p le  f o l d  

i n t o  a complex  s c r u c c u r e  wich  che T r a d i n g  Bay f i e l d  p o r t i o n  

o f f s e t  f rom che McAr thu r  R i v e r  F i e l d  p o r t i o n .

I I I .  ANTECEDENT FEDERAL LAWS AND REGULATIONS.

A l a s k a  s t a t u t e s  and r e g u l a t i o n s  a d o p t e d  ac s t a t e h o o d  

p r o v i d e d  f o r  a d i s c o v e r y  r o y a l t y  co be awarded  t o  a l e s s e e  t h a t  

was che f i r s c  t o  e n c o u n t e r  co mm erc i a l  q u a n t i t i e s  o f  o i l  and ga s
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on a new geoLogic  s c r u c c u r e .  N e i t h e r  che concepc  o f  a d i s c o v e r y  

r o y a l t y  n o r  o f  u s i n g  che t e rm "geoL og i c  s c r u c c u r e "  f o r  o i l  and 

gas  r e g u l a c o r y  p u r p o s e s  was wichouc  p r e c e d e n c .  The cerm "KGS" 

had been  u s e d  by che USGS s i n c e  L920 co d e c e r n i n e  whecher  Land 

would  be l e a s e d  c o m p e t i t i v e l y  o r  n o n c o m p e c i c i v e l y  f o r  o i l  and gasI
p u r p o s e s .  From 1937 co 1958,  che cerm " g e o l o g i c  s c r u c c u r e "  was 

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

n o n c o m p e t i t i v e  l e a s e s  un de r  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 la ska  

O i l  P r o v i s o  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  1920.

T h e r e f o r e ,  che u s e  by f e d e r a l  o f f i c i a l s  o f  che cerm " g e o l o g i c

s c r u c c u r e "  and  che f e d e r a l  d i s c o v e r y  r o y a l t y  p r o v i d e  some

b a c k g r o u n d  f o r  i n c e r p r e c a c i o n  o f  chc p r o v i s i o n s  o f  A l a s k a  law

c o n t e s c e d  i n  t h i s  c a s e .

* /  A d i s c o v e r y  i n c e n t i v e  p rog ram was i n i c i a c e d  by che
f e d e r a l  gove rnment  i n  1942 co e n c o u r a g e  pe c r o l eu m  
d i s c o v e r i e s  i n  che i n t e r e s t  o f  n a t i o n a l  d e f e n s e .  T h i s  
p ro g ra m ,  a u t h o r i s e d  by che s o - c a l l e d  O'Mahoney Amendment t o  
che M i n e r a l  L e a s i n g  Acc on December 24 ,  1942,  Pub.  L. No. 
832 ,  S t a c .  1080 ( 1 9 4 2 ) ,  p l a c e d  a 12% p e r c e n t  c e i l i n g  on
r o y a l t y  r a c e s  f o r  d i s c o v e r i e s  o f  a  "new o i l  o r  ga s  f i e l d  o r  
d e p o s i t . "  The amendment had  che e f f e c t  o f  r e d u c i n g  
r o y a l t i e s  cn o i l  anc  gas p r o d u c t i o n .  The f e d e r a l  p rog rami
was ,  i n  many ways ,  much e a . i e r  co a d m i n i s t e r  chan che 
s c a c c ' s  "new g e o l o g i c  s t r u c t u r e "  p rog ram b e c a u s e  i t  was 
a d m i n i s t e r e d  i n  a way t h a t  l oo k ed  o n l y  co whccher  a,
d i s c o v e r y  was made i n  a new " d e p o s i t . "  See Appendix  1. T h e -
co nc e p c  o f  a s e p a r a t e  f i e l d  o r  d e p o s i t  i s  much more e a s i l y  
d e f i n e d  chan chc c o n c e p t  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 .  
The U n i t e d  S t a t e s  Deparcmenc o f  t h e  I n t e r i o r  n5<7er a d o p t e d  
s p e c i f i c a t i o n s  co a d m i n i s t e r  t h i s  p rog ram u n t i l  i t  was 
f u r t h e r  amended i n  1946.  The s i x  d i a g r a m s  i n  Appendix  1 o f  
t h i s  d e c i s i o n  e n t i t l e d  " P o s s i b l e  I n t e r p r e t a t i o n s  Under Acc 
o f  December  24 ,  19 42 . "  c l e a r l y  i l l u s t r a t e  how chc p rogram 
was i n  f a c t  a d m i n i s t e r e d .  ~
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A. Compecicive-N'onr  c m p e c i c i v e  L e a s i n g  D e t e r m i n a t i o n s .

In  1920 Congre s s  p a s s e d  t h e  F e d e r a l  M i n e r a l  L e a s i n g  

Acc ,  41 S c a t .  137 ( 1 9 2 0 ) ,  wh ich  was che o r g a n i c  s c a c u t e  g o v e r n i n g  

o i l  and g a 3  l e a s i n g  i n  che Uniced  S c a c e s .  Under  che a c c ,  l a n d  

c o u l d  be l e a s e d  f o r  o i l  and ga s  p u r p o s e s  e i t h e r  c o m p e t i t i v e l y  o r  

n o n c o m p e c i c i v e l y .  The law r e q u i r e d  chac  l a n d  be  l e a s e d  co mpec i -

c i v e l y  i f  i c  were l o c a t e d  on a KGS. From chen on ,  USGS g e o l o ­

g i s e s  f o l l o w e d  p e t r o l e u m  e x p l o r a t i o n  a c c i v i c i e s  i n  che Un iced  

S c a c e s .  d r aw ing  and p i a c r i n g  KGSs a s  new d i s c o v e r i e s  were  made.

O i l  and gas  r i g h t s  co l and  noc  c o v e r e d  by a KGS c o u l d  be o b t a i n e d  

n o n c o m p e c i c i v e l y .

A l t h o u g h  che USGS p l o c c e d  h u n d r e d s  o f  KGSs o v e r  che 

y e a r s  a f t e r  1920,  no r e g u l a t i o n s  d e f i n i n g  a KGS were  a d o p t e d  

u n t i l  1970.  I n  1959,  howeve r ,  Emmect A. F i n l e y  a u t h o r e d  a 

document  e n t i t l e d ,  "The D e f i n i t i o n  o f  Known G e o l o g i c  S t r u c t u r e s  

o f  P r o d u c i n g  O i l  and  Gas F i e l d s "  ( C i r c u l a r  4 1 9 ) . .  T h i s  document  

was c o n s i d e r e c  che p r i n c i p a l  r e f e r e n c e  i n  making KCS d e t e r m i n a ­

t i o n s  .

B. D i s c o v e r y  R o y a l t i e s .

The 1920 F e d e r a l  M i n e r a l  L e a s i n g  Ac t  a l s o  c o n t a i n e d  a

s e c t i o n  known as  che " A l a s k a  O i l  P r o v i s o . "  T h i s  s e c t i o n  a u t h o -  <

r i r o d  t h e  s e c r e t a r y  o f  chc Un iccd  S c a c e s  D e p a r t m e n t  o f  t h e

AGL l j 4 l a t J o
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I n t e r i o r  co e s t a b l i s h  s p e c i a l  Lowered r o y a l t y  r a t e s  on l e a s e s  

i s s u e d  i n  t h e  S t a t e  o f  A l a sk a  i n  o r d e r  t o  e n c o u r a g e  o i l  and gas 

d e ve lo pm e n t  i n  t h i s  f r o n t i e r  a r e a .  A l th ou gh  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 la ska  O i l  P r o v i s o  were  amended s e v e r a l  t ime s  (which

u s u a l l y  changed  che l owered  r o y a l t y  f o r m u l a ) , by 1950 t h ey«
p r o v i d e d  f o r  payment  o f  a 52 r o y a l t y  (compared  co che normai  

1 2 . 5 " )  f o r  t e n  y e a r s  f o l l o w i n g  t h e  dace  o f  d i s c o v e r y  by any 

l e s s e e  chac  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  ga s  i n  commerc i a l  

q u a n t i t i e s  i n  a new g e o l o g i c  s t r u c t u r e .  The A l a s k a  O i l  P r o v i s o  

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

s t a t u t e  e n a c t e d  by che A la sk a  l e g i s l a t u r e  i n  1959 e x c e p t  t h a t  t he  

P r o v i s o  a p p l i e d  t o  n o n c o m p e t i t i v e  l a n d  o n l y .  The A l a sk a  O i l  

P r o v i s o  was r e p e a l e d  i n  L958.

In  summary,  a t  t h e  cime o f  s t a t e h o o d ,  che cerm "known 

g e o l o g i c  s t r u c t u r e ” had been  u sed  by che USGS «r\nce 1920 t o  

d e t e r m i n e  w h e t h e r  l a n d  would  be l e a s e d  c o m p e t i t i v e l y  o r  non -  

c o m p e c i t i v e l y . Dur i r . 3  che same p e r i o d ,  che - t erm " g e o l o g i c  

s t r u c t u r e  ' had  been  u s e d  f o r  p u r p o s e s  o f  a w a r d i n g  d i s c o v e r y  

r o y a l t i e s  u n d e r  che A l a sk a  p r o v i s o ,  b u t  on n o n c o m p e t i t i v e  l e a s e s  

o n l v .

IV. DEVELOPMENT OF A STATE DISCOVERY ROYALTY PROVISION.

Because  che t e r r i t o r i a l  gove rnmen t  had  no l a n d  t o  

manage,  t e r r i t o r i a l  l a n d  o f f i c i a l s  had  l i c c l e ~ ’e x p e r i e n c e  wich
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I

l a n d  manag eme n t , i n c l u d i n g  o i l  and c a s  l e a s i n g .  Wich t h e  a p ­

p r o a c h  o f  s t a t e h o o d ,  t h e s e  o f f i c i a l s  be gan  t h e  m a s s i v e  p r e p a r a ­

t i o n  n e c e s s a r y  f o r  che t r a n s i t i o n  f rom t e r r i t o r i a l  s t a t u s  and t he  

p rob l ems  wh ich  s t a t e h o o d  would  b r i n g ,  i n c l u d i n g  p robl ems  a s s o ­

c i a t e d  w ich  t h e  r e c e i p t  o f  immed ia t e  t i t l e  t o  45 m i l l i o n  a c r e s  o f  

t i d e  and submerged  l a n d  and che s e l e c t i o n  o f  1 0 3 ,3 5 0 , 0 0 0  a c r e s  o f  

u p l a n d .

In  o r d e r  co assume t h e i r  new r e s p o n s i b i l i t i e s ,  t e r r i t o ­

r i a l  o f f i c i a l s  began  d e v e l o p i n g  p ro g ra m s  f o r  che s e l e c t i o n ,  

management ,  a n a  d i s p o s a l  o f  s c a c e  l a n d  and  i t s  r e s o u r c e s .  

S p e c i a l  a t t e n t i o n  x^as g i v e n  co che l e a s i n g  and  management  o f  l a n d  

c o n t a i n i n g  o i l  and ga s  r e s o u r c e s  b e c a u s e  o f  i t s  p o t e n t i a l  f o r  j 

g e n e r a t i n g  r e v e n u e  f o r  t h e  c a s h - p o o r  s c a c e .  The ma j o r  c o n c e r n
v

was d e v e l o p m e n t  o f  a w e l l - c o n c e i v e d  l e a s i n g  p rog r am which  wouLd 

a v o i d  l a n d  s p e c u l a t i o n  i n  a r e a s  o f  o i l  and  g a s  p o t e n t i a l .

Du r i n g  t h e  two y e a r s  b e f o r e  s t a t e h o o d ,  t h e r e  was 

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

s i o n s  t o  be  i n c l u d e d  i n  t h e  S t a t e h o o d  and  A l a s k a  Land a c t s .  Much 

o f  che d i s c u s s i o n  c e n t e r e d  on t h e  e x t e n t  co w h i ch  che s c a c e  would  - 

c o m p e t i t i v e l y  l e a s e  l a n d  w ic h  o i l  and  g a s  p o t e n t i a l .  A l t ho ugh  

che  t e r r i t o r i a l  l a n d  b o a r d  r e c r e a t e d  f rom i t s  i n i t i a l  p r o p o s a l  co 

c o m p e t i t i v e l y  l e a  i l  s e d i m e n t a r y  b a s i n s ,  t h e i r  f i n a l  p r o p o s a l  

r e q u i r e d  c o m p e t i t i v e  l e a s i n g  on a b r o a d e r  s c a l e  chan  che f e d e r a l v 

a c c  had .  T h e r e  a l s o  was c o n s i d e r a b l e  d i s c u s s i o n  r e g a r d i n g
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a d o p t i o n  o r  a d i s c o v e r y  r o y a l c y  p rog ram by che s c a c e .  The o i l  

i n d u s t r y  a dv oc a ce d  i c s  a d o p t i o n  on che g round  chac che f e d e r a l  

r o y a l c y  p rogram had a c c r a c c e d  t h e  i n d u s t r y  co A l a ska  i n  che f i r s c  

p l a c e .

I
The A l a sk a  Land Acc p a s s e d  i n  1959.  U n l ik e  che f e d e r a l  

a c c  wh ich  l i m i c e d  c o m p e c i c i v e  o i l  and ga s  l e a s i n g  co l an d  c o n ­

t a i n i n g  a KGS, che s c a c e  acc  r e q u i r e d  c o m p e c i c i v e  l e a s i n g  on l and  

known o r  b e l i e v e d  co c o n c a i n  o i l  o r  g a s .  The s c a c e  acc  a l s o  

c o n t a i n e d  a 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  v i r t u a l l y  i d e n c i c a l  co 

che  cerms o f  che A l a sk a  O i l  P r o v i s o .  Under  t h i s  p r o v i s i o n  a 

l e a s e  h o l d e r  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  co mm 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 de 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  o n l y  f i v e  p e r c e n c  o f  ,
I

che v a l u e  o f  o i l  and ga s  e x c r a c c e d  f o r  che f i r s c  cen y e a r s ,  a f c e r  i 

wh i ch  che no r ma l  r a c e  o f  12% p e r c e n t  was a p p l i c a b l e .  The new 

s c a c e  o i l  and  ga s  l e a s i n g  form a l s o  c o n t a i n e d  a p r o v i s i o n  which  

r e p e a c e d  v e r b a c i n  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  i n c l u d e d  i n  che 

s c a c e  a c c .

V. IMPLEMENTATION OF THE STATE'S DISCOVERY ROYALTY PROGRAM I I I  

THE COOK INLET REGION.

A. E a r l y  L e a s i n g  A c t i v i t y .

A l t h o u g h  A l a s k a  r e c e i v e d  a l a r g e  e n t i t l e m e n t  o f  l a n d  ac 

s t a t e h o o d ,  t h i s  was a n o n l i q u i d  a s s e t .  The s c a c e  was c a s h  poor
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and  u n a b l e  co ac l equace ly  o p e r a t e  che governmen t  and p r o v i d e  

e s s e n t i a l  p u b l i c  s e r v i c e s .  To o b t a i n  che r ev e n u e  neede d  co run  

Che new s c a c e ,  s c a c e  o f f i c i a l s  q u i c k l y  began  im p l e m e n t in g  p r o ­

grams wh i ch  would  g e n e r a t e  c a s h  f rom che l a n d .  High on c h e i r  

l i s t  o f  a c t i v i c i e s  was o i l  and gas  l e a s i n g ,  a s  e v i d e n c e d  by che 

q u i c k  s u c c e s s i o n  o f  l e g i s l a t i o n  ( che  A l a s k a  Land Acc was s i g n e d  

on May 2,  1 95 9 ) ,  r e g u l a t i o n s  ( e f f e c t i v e  Sep t em be r  15,  1 9 5 9 ) ,  and 

l e a s e  s a l e s  ( che  f i r s c  was c o n d u c t e d  i n  December  o f  1959) .

From 1959 t h r o u g h  1966 che s c a c e  c o n d u c t e d  17 c o m p e d -  

t i v e  o i l  and  gas l e a s e  s a l e s .  A l l  m a j o r  o i l  d i s c o v e r i e s  and  most  

m a j o r  n a t u r a l  gas  d i s c o v e r i e s  i n  Cook I n l e t  were  made on l e a s e s  

s o l d  a t  che s e v e n c h  and n i n t h  l e a s e  s a l e s  ( h e l d  on December  19,  

1961 and i n  J u l y  o f  1962,  r e s p e c t i v e l y ) .  V i r t u a l l y  a l l  s u b s e ­

q u e n t  d i s c o v e r y  r o y a l c y  d e t e r m i n a t i o n s  i n v o l v e d  l e a s e s  s o l d  i n  

c h e s e  cvo s a l e s .

Most  l a n d  opened  by che s c a c e  f o r  o i l  and ga s  e x p l o r a ­

t i o n ,  d e v e l o p m e n t ,  and  p r o d u c t i o n  a c t i v i t i e s  i n  t h e  u p p e r  Cook 

I n l e t  a r e a  was l e a s e d  by a s m a l l  number o f  o i l  compan i e s  i n

c o m b i n a t i o n .  Pan Amer i can  P e t r o l e u m  C o r p o r a t i o n  and i t s  p a r t n e r s  

( c h e  Pan Amer i can  g r o up )  l e a s e d  by e a r  che g r e a t e s t  amount  o f  

a c r e a g e  i n  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 .  The

SRS g ro up  ( c o n s i s t i n g  o f  che  S h e l l  O i l  Company, che R i c h f i e l d  O i l

Company,  and che S t a n d a r d  O i l  Company o f  C a l i f o r n i a )  a c q u i r e d  che 

s e co n d  l a r g e s t  amount  o f  a c r e a g e .  Union "Oi l  Company o f
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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  che se  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 c e r e s c  i n  two 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  

Mob i l .  Texaco and S u p e r i o r  c og ec h e r  o b t a i n e d  t h r e e  l e a s e s .  

A c l a n c i c  R e f i n i n g  Company o b t a i n e d  e i g h c  l e a s e s . 9

B. I n i t 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 

S e . e n c h  and Minch Compec i c 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 t h e  Pan Am 

g roup  and  che SRS group i n  che s ev en c h  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 c y  o f  c h e se  l e a s e s  t o  

one a n o c h e r ,  i t  was l i k e l y  chac c h e se  two g r o u p s  would  compete

f o r  d i s c o v e r y  r o y a l c y  awards  i f  o i l  o r  gas  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 t h  l e a s e  

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

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

t h i s  a r e a .

On May 15,  1962,  t h e  Pan Amer i can  g ro up  spudded  i t s  

Midd l e  Ground Shoa l  S t a t e  Mo. 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  t h e  a r e a  now known a s  che Midd l e  Ground Shoa 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 t  was b e i n g

d r i l l e d  ac  a d e p t h  o f  1 , 132  f e e t .  I t  was b r o u g h t  u n d e r  c o n t r o l

on che same day.  Whi le  b e i n g  d r i l l e d  a t  a depCh o f  5 , 21 6  f e e t ,
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che w e l l  b lew 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 

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

ga s  f l ow e r u p t e d  t h r o u g h  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  t h i s  p e r i o d  Pan Am pumped i n c o  che w e l l  25 ,265 b a r r e l s  o f  

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

s a c k s  o f  Ca l  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 c .  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 b a n d o n e i .

On,May 30,  1962,  S h e l l ,  a s  o p e r a c o r  f o r  che SRS g r o u p ,  

spudde d  a w e l l ,  S c a t e  No. 1,  on 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  be tween  whac i s  now known a s  che Middl e  

Ground S h o a l  F i e l d  and  Cook I n l e c  Gas F i e l d .  The w e l l  was

d r i l l e d  co a  d e p t h  o f  14 ,401  f e e c  and  comple ced  on Sepcember  14, 

1962 . A lchough  shows o f  o i l  we re  found  i n  v a r i o u s  t e s c s  o f  che 

w e l l ,  no c o m m er 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 o u p ,  

sp ud de d  a s e c o n d  w e l l ,  Cook I r . i e c  Sc ace  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 .  Whi l e  i n  was 

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

Because  o f  che h i g h  volume and p r e s s u r e  c 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 spudde d  a b o u t  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
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I

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 t  was f i n a l l y  

c o n t r o l l e d  by pumping s a l t  w a t e r  down t h e  r e l i e f  w e l l .

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

l e a s e  a d j a c e n t  t o  l e a s e  ADL 17599,  t h e  S t a n d a r d  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  t h e  SRS g r o u p ,  spudded  a w e l l .  The 

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

announced  t h a t  i t  had d i s c o v e r e d  wha t  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  Ro ya l cy  R e g u l a t i o n s .

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

r e p r e s e n t a t i v e s  o f  t h e  Pan Am g roup  and che SRS g roup  t o  a s k  che 

d e p a r t m e n t  a b o u t  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 t y  a w a r d s .  The s t a t e ,  a s  l e s s o r ,  and che o i l  co mp an i e s ,  as  

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

s t a t u t e  a u t h o r i z 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 ,  t h e  r e g u l a t i o n s  

a d o p t e d  co implement  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  what  was meant  by t h e  t e rm s  " f i r s c  d i s c o v e r y , "  "commer­

c i a l  q u a n t i t i e 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 r m s  " f i r s t  d i s c o v e r y "  and 

" com m erc i a l  q u a n t i t i e s "  was b r o u g h t  co a he ad  by che a d v e n t  o f  

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

had imp lemen ted  a d i s c o v e r y  r o y a l c 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  t h e  p r a c c i c a l  p rob l ems  wh ich  m a t e r i a l i z e  a f t e r  a 

p r og r am  i s  pur. i n t o  p r a c t i c e .  A f t e r  f o u r  w e l l s  had been  d r i l l e d ,  

t h e  d e p a r t m e n t  began  t o  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  t he  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  ex ch an ge s  o f  memoranda,  p o s i t i o n  p a p e r s ,  and 

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

p a n i e s ,  and  t h e  W es t e r n  O i l  and Gas A s s o c i a t i o n  a s  t h e y  a t t e m p t e d  

t o  work ouc  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 American 

a p p l i e d  f o r  d i s c o v e r y  r o y a l c y  awards  f o r  l e a s e s  c o v e r e d  by che 

two w e l l s  t h a t  had blown ouc che 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 t y  f o r  che ga s  d i s c o v e r y  i n  t h e i r  3 e l u g a  

R i v e r  w e l l  (Append ix  U summar izes  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 l e  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 c y  a w a r d s ,  s t a t e  o f f i c i a l s  were  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  would  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  co answe r  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 t y  awards  

whe re  t h e r e  was mixed ow ne r s h ip  o f  l e a s e s  o v e r  a p o t e n c i a L  

s c r u c c u r e .

Fu rc r . e r  c o n f u s i o n  o c c u r r e d  w i c h i n  che deparcmenc  

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

o f  d e t 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  t h e  

p r o b l e m s  r e l a t i n g  co t h e  d e f i n i t i o n s  o f  " f i r s c  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 , "  t h e  commis­

s i o n e r ' s  o f f i c e  was a l s o  c o n c e r n e d  a b o u t  w h e t h e 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 c 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 r cm w i c h i n  che 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 t h e  l e a s e .
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On J a n u a r y  15,  1963,  che deparcmenc  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  che Middl e  Ground ShoaLs 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 che 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  

awai  .s 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 ,  t h e  W es t e rn  O i l  and 

Gas A s s o c i a t i o n  was u r g i n g  t h e  d e p a r t m e n t  t o  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  wou ld  c l e a r  up any 

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

S u b s e q u e n t l y ,  deparcmenc  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  were  

c h a r a c t e r i z e d  by a c r im ony  and d i s a g r e e m e n t  be tween  o i l  companies  

and o c h e r  o r g a n i z a t i o n s .  A l t h ou 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  mean ing  o f  t h e  t e rm  " 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 l ow o u 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  t h e  

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

i n v o l v i n g  t h i s  t e rm  h?d  n o t  y e t  a r i s e n .

A h e a r i n g  was heLd i n  June  o f  L963 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 t h e  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  A u gu s t .  Those  r e g u l a c i t n s  

r e a d  a s  f o l l o w s :
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5 0 5 . 7 3  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 a c h  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 h a n  1 2  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 ch-i 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 da ce  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  
ga s  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 r e d  by any S t a t e  o i l  and ga s  l e a s e  co 
ca u se  s a i d  o p e r a t o r  d i l i g e n t l y  t o  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  on s a i d  l e a s e ,  w h e t h e r  i n  
t h e  same hoLe o r  oc 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 t r u c t 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 i i  c e r t i f i c a t i o n  u n d e r  t h e  t e rms  
o f  s a i d  s c a c e  Lease s h o u l d  he compLete  a  weLL 
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 ic h  o i l  
a n d / o r  ga s  was f i r s c  e n c o u n t e r e d .

505 .7 41  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
5 0 5 . 74S 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 ,  che f o l l o w i n g  t e rms  s h a l l  hav e  che 
mean ings  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  che f i r s c  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  ga s  w h i ch  c an  be 
p r o d u c e d  i n  co mmerc 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)  "CecL og ic  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 / o r  s c r a t i g r a p h i c  e n t r a p p i n g  
mechani sm  c o n t a i n i n g  one o r  more 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  
wh ich  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 c e r i s ­
c i c s  t o  a c c u m u l a t e  and p r e v e n t  t h e  e s c a p e  o f  
o i l  a n d / o r  g a s .  I t  i s  i n t e n d e d  t h a t  chc 
meaning  s h a l l  be s i m i l a r  co t h a t  a s  u s e d  by 
t h e  U n i t e d  Sc a ce s  G e o l o g i c a l  S u rv e y  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 t a c .  437)  as  
amended.
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(u)  "Corr.pi.ened Wel 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  which  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  ha s  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 ­
ing  o i l  a n d / o r  g a s .

(d)  "Commercial  Q u a n t i t i e s "  s h a l l  be  t h o s e  
amounts  o f  o i l  a n d / o r  ga s  wh ich  a f t 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  t o  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  wich  
a r e a s o n a b l e  p r o f i t  t o  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 )  "Commi t tee"  s h a l l  be che 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  che 
D i r e c t o r  o f  Mines and M i n e r a l s  ( C h a i r m a n ) , 
che S t a t e  P e t r o l e u m  G e o l o g i s t ,  che Scace  
P e t r o l e u m  E n g i n e e r  and  che Deputy 
Commiss ioner  o r  che Deparcmenc o f  N a t u r a l  
R e s o u rc e s  o r  h i s  d e s i g n e e .

505 .742  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 .
To e s t a o - i s h  p r i o r i t y  as t o  c i n e  and  d ace  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 
Commit tee  wich  a sworn s t a t e m e n t  s u b s t a n t i a t ­
i ng  e v i d e n c e ,  a c c e p t a b l e  co t h e  Commi t te e ,  
t h a t  o i l  a n d / o 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  co 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 c o m p l e t e  a w e l l  i n  r he  
d i s c o v e r y  zone  so  chac  such  w o l l  c an  be 
t e s t e d  f o r  p o t e n t i a l  o i l  a n d / o r  ga s  p r o d u c ­
t i o n  i n  commerc i a l  q u a n t i t i e s .  Such s t a t e ­
ment  must  i n c l u d e  t h e  t im e  and  d a t e  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  che w e l l  
c o n c e r n e d ,  t h e  p r e 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 sk a  D i v i s i o n  o f  Lands  l e a s e  number  
on which  s a i d  weLL 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 che Commi t te e  as  
soon as  p o s s i b l e ,  b u t  r.oc l a t e r  chan t h i r t y  
(30)  day’s a f t e r  che d a t e  c l a i m e d  f o r  che 
d i s c o v e r y .

5 0 5 . 7 i3  E s t a b l i s h m e n t  o f  Commerc i a l  Q u a n t i ­
t i e s  . ~
To e s c a b l i s h  and p rove  o i l  a n d / o r  ga s  i n  
c ommerc i a l  q u a n t i t i e s ,  o p e r a t o r  m u s t :  ( a )
Concucc  a p c c c n c i a l  t e s t  o f  che d i s c o v e r y
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zone w i c h i n  one 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 Commi t 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  
advance  o f  su ch  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  Commi t tee  co 
w i t n e s s  such  t e s c .  The Commi t tee  may ac  i t s  
o p t i o n  o r  ac  chc o p t i o n  o f  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  wa ive  che w i t n e s s i n g  o*f che 
t e s c  and r e q u i r e  sworn  e v i d e n c e  t o  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 c .  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 te e  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  w i t h i n  t h i r t y  
(30)  days  a f t 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  che g e o l o g i c  s t r u c t u r e  f rom 
which  t h e  o i l  a n d / o r  ga s  c an  be p r o d u c e d ,  che 
o p e r a t o r  mus t  f u r n i s h  p e r t i n e n t  d a t a  co che 
Commit tee  wh i ch  w i l l  e n a b l e  i t  t o  d e t e r m i n e  
che g e o l o g i c  s t r u c t u r e  f rom wh ic h  t h e  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  may 
i n c l u d e  b u t  i s  n o t  l i m i t e d  co ,  g e o p h y s i c a l  
d a t 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 c 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 ,  sample  c u t t i n g s  and 
samp le  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 ic 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  d a c a  mus t  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 t e r  che d ace  o f  che 
p o t e n t i a l  t e s c  as  r e q u i r e d  i n  S e c t i o n  
5 0 5 . 7 43 .  A l l  su c h  d a t a  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 che 
o p e r a t o r  f o r  che  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 c a t i o n  A f t e r  Co mpl i ance  and 
A p p l i c a t i o n .
A t t a r  c o m p l i a n c e  w ic h  S e c t i o n s  5 0 5 . 7 4 2  
t h r o u g h  505 .744  i n c l u s i v e ,  che o p e r a t o r  may 
a p p l y  co t h e  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 ich in  t e n  (10)  d a y s  o f  
r e c e i p t  o f  su c h  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  su c h  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 e s t  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 h e  
D i r e c t o r ,  t h e  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  che 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  i n  ( a )  o r

- 3 8 -

l UL



deny che a p p i L e a c i o n  as  i n  (c)  o f  c h i s  
s e c c i o n .  I f  any p r o c e s c  o r  o b j e c c i o n  i s  made 
i c  muse be submicced  i n  w r i t i n g  co che 
D i r e c t o r  w i c h i n  che s p e c i f i e d  c h i r c y  (30)  day 
p e r i o d .  A f t e r  r e c e i p t  o f  s a i d  p r o c e s c  o r  
o b j e c c 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 Acc (AS 38 .0 5 )  and i n  
a c c o r d a n c e  wich  t h e  A la sk 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  Act  (AS 44 .6 2 . 3 0 0  - AS 4 4 . 6 2 . 6 3 0 ) .  
Wich in  t h i r t y  (30)  days  a f t 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  w e l l  wh ich  ha s  e s t a b l i s h e d  o i l  
a n d / o r  ga s  i n  commerc i a l  q u a n t i t i e s  i n  ( name 
g e o l o g i c  s t r u c t u r e ) as  o f  ( t i m e )  on ( d a c e ) , 
ana  s p e c i z y  cne a ac e  o f  commencement o r  che 
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 c y  cerm 
which  dace  s h a l l  be che f i r s t  o r  che 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  da ce  o f  
i n i t i a l  d i s c o v e r y .  A f t e r  d i s c o v e r y  w e i i  
c e r t i f i c a t i o n ,  no 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  as  co t he  
same g e o l o g i c  s t r u c t u r e .
(b)  C o n t i n u e  che h e a r i n g  ac  a l a t e r  s p e c i f i e d  
da c 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 .
Ac any cime a r c 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  s h o u l d  any i n f o r m a t i o n  s u p p l i e d  t o  che 

i Commit tee  be l a t e r  p r ov en  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  would  a f f e c t  t h e  - d e c i -  

i s i o n  o f  che D i r e c t o r  co che e x t e n t  chac  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 such  b a s i s ,  che 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 c  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  t o  
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 che o p e r a t o r  ac  che c i n e  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 e v o k e d  r o y a l t 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 e t o f o r e  s h a l l  be 
i m m e d i a t e l y  due and p a y a b l e  and 1 2  1 / 2
p e r  c e n t  r o y a l c 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 .  Sho u l d  che royaLcy  due n o t  be 
p a i d  on demand,  che Scace  s h a l l  cake  l e g a l  
s t e p s  t o  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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505 .747  T e r m i n a t i o n .
In che evenc  o r  cne t e r m i n a t i o n  o f  a d i s ­
c o v e r y  Lease  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  royaLcy  t e r m i n a t e s  and  w i l l  n o t  be 
a l l o w e d  o r  r e i n s t a t e d  on che same geoLog ic  
s c r u c c u r e .

5C5.748 F i ve  Pe r  Cent  D i s c o v e r y  Rov.il  t v .
A " F i r s c  D i s c o v e r y  Wel l  C e r c i f i c a c i o n  ' s h a l l  
s e c u r e  che  5 p e r  c enc  r o y a l c y  r i g h t s  f o r  t h e  
h o l d e r  o f  che S t a c e  l e a s e  on w h i ch  su c h  w e l l  
i s  l o c a c 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 c 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 i me  b e f o r e  o r  a f 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 ,  che S t a c e  l e a s e  cn wh ich  such  
w e l l  i s  Locaced i s  s u b j e c t  co o r  made a p a r t  
o f  any deve lopmenc  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 c r a c c .  che 5 p e r  c enc  d i s c o v e r y  
r o y a l c y  r a c e  s h a l l  a p p l y  o n l y  co che 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 chc s t a t e ' s  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  w e r e ^  

r e c o d i f i e d .  11 AAC 84 . 1 5 2  - -  11 AAC 8 4 .1 6 8  we 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 c o m p e c i c i v e  l e a s e s  and 

11 AAC 8 4 . 4 0 7  - -  11 AAC 3 4 . 4 2 2  we 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  t o  n o n c c c p e c i t i v e  l e a s e s .  I n  1974 chese  

two s e c s  o f  r e g u l a t i o n s  were  combined  i n t o  one  s e c  o f  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  g e n e r a l l y  a p p l i c a b l e  co a l l  o i l  and ga s  

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

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

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

M i dd l e  Ground Sh o a l  D i s c o v e r y  Ro y a l c y  Award.



I n  May o f  1963 t h e  SRS group spudded  a w e l l  i n  chc

Middle  Ground Shoa l  a r e a  im m e d ia t e l y  t o  che s o u t h  o f  t h e  l e a s e  on 

wh ich  Pan An had d r i l l e d  t h e  gas b lo wou t  t h e  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 t h e  new r e g u l a t i o n s  on d i s -I
c o v e r y  r o y a l t i e s  we re  i n  e f f e c t ,  SRS f i l e d  an 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  b a s e d  on e n c o u n t e r i n g  o i l  s a n c 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 c i c 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 che 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 noc  v a i i d  b e c a u s e  che w e l l  was a b lo wou t  and ,  t h e r e ­

f o r e ,  o ug h t  co be r e v o k e d .  S e v e r a l  document s  we re  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  i n  May o f  L965 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 d e n 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  co chc 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  che d e p a r c m e n c ' s  d e c i ­

s i o n .  Pan Amer i can  P e t r o l e u m  Coro,  v.  S h e l l  O i l  Co. .  455 P . 2d 12 

( A l a s k a  1969) .

E. D i s c o v e r y  R o y a l t y  Awards f o r  N o r t h  Cook I n l e c ,

Be luga  R i v e r ,  and F a l l s  C r e e k .
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On"November 12,  1962,  t h e  dace  Pan Amer ican  had  a p p l i e d  

f o r  d i s c o v e r y  award  f o r  chc Midd l e  Grouna  Sh o a l  No. 1,  Pan Am 

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 17589 on che b a s i s  o f  

che  Cook I n l e c  No. 1 b lowouc .  The depa rcmenc  d e c i d e d  noc  co acc  

on c h i s  a p p l i c a t i o n  u n t i l  a f t 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  

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

In  Augus t  o f  1963 ( a f t e r  che 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  chac  a p o c e n c i a l  t e s c  co v e r i f y  

che e x i s t e n c e  o f  co mm erc i a l  q u a n t i t i e s  would  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.

In  t h e  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  co Pan Am for  t h e  Cook I n l e t  No. L w e i l  and  spu dded  a 

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

Am had  d r i l l e d  chc  Cook I n l e c  No. 1 and  No. 1-A w e l l s .

I n  J u n e  and  J u l y  o f  1964,  chc Cook I n l e c  No. l - A  w e l l  

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

d i s c o v e r y  r o y a l t y  f o r  l e a s e  ADL 17589 b a s e d  on t h e  d i s c o v e r y  made 

i n  chc  Cook I n l e t  No. 1 w e l l  and  che p o t e n t i a l  t e s t  o f  che  Cock 

I n l e c  No. 1-A w e l l .

I .  N o r t h  C o o k  I n l e c  a w a r d .

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



The SRS group 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 ich  i t 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  be c a u se  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 th  Cook I n l e c
I

b l o w o u t .  The SRS group c o n t e n d e d ,  however ,  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 z 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 t 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  co c o m p e c i c i v e .  The re  was an 

exchange  o f  i n f o r m a t i o n  be tween  t h e  d e p a r t m e n t  and  che SRS group 

o v e r  t h i s  a p p l i c a t i o n  a t  t h e  same cime a s  t h e  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  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  were  o c c u r r i n g .

I n  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  t o r  l e a s e  ADL 00590 on t h e  b a s i s  o f  t h e  ga s  r i i c cov p rv  

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

'rthen 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  che F i l l s  

C re ek  and  Be luga  R i v e r  a p p l i c a t i o n s  u n t i l  a f t e r  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  were  a d o p t e d ,  The SRS g roup  o b j e c t e d  chac  i c  

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

I n  Sep t ember  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  Bp’ uga d i s c o v e r y  c e r t i f i c a t i o n .  I c  was awarded  on che 

same day chac  t h e  SRS a p p l i c a t i o n  f o r  che Middl e  Ground 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 reek  Lease .  I c  was p r o c e s s e d  u n d e r  t h e  r.ew 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 t y  award was made 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  Roya lcy

C e r t i f i c a t i o n s  i n  t h e  T r a d i n g  Bay,  McArthur  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 c  t i n e ,  o f f s h o r e  w i l d c a t  w e l l s

we re  d r i l l e d  a l o n g  t h e  w e s t  s ho r e  o f  Cook I n l e c  on l e a s e s  i s s u e d  

d u r i n g  t h e  s e v e n t 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 G r a n i t e  P o i n t  No. 1 w e l l  on l e a s e  ADL 18761 

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  t h e  G r a n i t e  P o i n t  o i l  f i e l d .  The compa n i e s  a p p l i e d  

f o r  l  d i s c o v e r y  r o y a l c y  f o r  t h e  l e a s e ,  w h i c h  was awarded  on

Sep t em be 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 t i o n  and 
i l l u s t r a t i n g  app . 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 McArthur  R i v e r  a r e a s  i s  a t t a c h e d  t o  t h i s  
o p i n i o n  a s  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 t e  chc N i c o l a i  C reek  a r e a  f o r  w h i ch  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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Dur ing  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 t s e l f  and i t s  c o - l e s s e e ,  Marachon)  d r i l l e d  f o u r  w e l l s  i n  che 

T r a d i n g  Bay-McArthur  R i v e r  a r e a .  These  w e l l s  and o t 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 l m o s t  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 t a i n e d  in  t h e  Hemlock f o r m a t i o n ,  which  a l s o  c o n t a i n e d  t he
I

m a j o r  o i l  r e s e r v o i r s  i n  che MiddLe Ground Shoa l  and Swanson R iv e r  

f i e l d s .

A number  o f  e x p l o r a t o r y  w e l l s  were  d r i l l e d  i n  che 

T r a d i n g  Bay-McArchur  R i v e r  a r e a  d u r i n g  t h e  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  t h e s e  w e l l s  were  made w i t h  che s t a t e ,  which  

i n i t i a t e d  t he  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  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: 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 a i n g  3av Mo. L-A

w e l l .

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

Marachon,  spudded che f i r s c  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 depcn  o f  126 f e e c  w h i l e  i t  was b e i n g  s ec  i n  

che w e l l ,  and t h e  w e l l  was p l u g g e d  and  a ban do ne d .  On May 23,  

1965,  Union sp ud de 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. L-A. In  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 w e l l  was c o m p l e t e d  ac  a d e p t h  o f  6 , 832  

f e e c  on Ju n e  25 ,  1965.  —
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U n i o n  a n d  M a r a t h o n  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 v  f o r  

l e a s e  A D L  1 S 7 3 1  b a s e d  o n  t h i s  d i s c o v e r y .  T h e  d e p a r t m e n t  f o u n d  

t h a t  U n i o n  a n d  M a r a t h o n  h a d  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  

d a c e  o f  M a y  2 3 ,  1 9 6 5 ,  a n d  t h a t  t h e  p o t e n t i a l  t e s c  c o n d u c t e d  o n  

J u n e  1 7 ,  1 9 6 5 ,  h a d  e s t a b l i s h e d  t h a t  t h e  T r a d i n g  B a y  N o .  1 - A  w e l l  

w a s  c a p a b l e  o f  p r o d u c i n g  c o m m e r c i a l  q u a n t i t i e s .  T h e  d e p a r t m e n t  

a l s o  f o u n d  c h a t  c h e  T r a d i n g  B a y  f e a t u r e  w a s  a s e p a r a t e  s c r u c c u r e .  

T h e  a p p l i c a t i o n  f o r  c h i s  d i s c o v e r y  a w a r d  w a s  p r o c e s s e d  a n d  

c e r t i f i e d  o n  A u g u s t  2 7 ,  1 9 6 5 .

3 .  A p p l i c a t i o n  f o r  a  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  

o f  c h e  G r a y l i n g  N o .  1 - A  w e l l .

U n i o n  a n d  M a r a c h o n  d r i l l e d  t w o  m o r e  w e l l s  f r o m  l o ­

c a t i o n s  o n  l e a s e  A D L  1 8 7 3 1  a f t e r  c h e  T r a d i n g  3 a y  N o .  1 - A  d i s ­

c o v e r y .  I n  c h e  l a t e  s u m m e r  o f  1 9 6 5  t h e  d r i l l i n g  b a r g e  w h i c h  h a d  

b e e n  u s e d  c o  d r i l l  c h e s e  w e l l s  w a s  m o v e d  t o  l e a s e  A D L  1 7 5 9 4  

i m m e d i a t e l y  c o  c h e  s o u t h ,  a l s o  a U n i o n - M a r a c h o n  l e a s e .  U n i o n  

c o m m e n c e d  t h e  G r a y l i n g  N o .  L  w e l l  h e r e  o n  S e p t e m b e r  2 ,  1 9 6 5 .  As 

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

o f  d r i l l i n ' : ,  c h e  w e l l  h a d  c o  b e  p l u g g e d  a n d  a b a n d o n e d  a c  a d e p t h  

o f  8 1 7  f e e c .

G r a y L i n g  N o .  i - A  w a s  c o m m e n c e d  i m m e d i a t e l y  a n d  t e s t e d  

f o r  c o m m e r c i a l  q u a n t i t i e s  f r o m  N o v e m b e r  6  c o  N o v e m b e r  8 , 1 9 6 5 .  

A n  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 t i f i c a t i o n  w a s  s u b m i t t e d  

o n  N o v e m b e r  15 a n d  a m e n d e d  o n  N o v e m b e r  1 9 .  O Q  a n d  g a s  s a n d s
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w e r e  e n c o u n t e r e d  i n t e r m i t t e n t l y  i n  t h i s  w e l l  i r o n  d e p t h s  o f  3 , 3 0 5  

f e e t  t o  9 , 7 7 0  f e e c .  i n c l u d i n g  a 4 0 0 - f o o c  p a y  i n t e r v a l  f r o m  9 , 3 7 0  

c o  9 , 7 7 0  f e e c  i n  c h e  H e m l o c k  c o n e .

T h e  d e p a r t m e n t  f o u n d  c h a t  t h e  d a t e  o f  d i s c o v e r y  f o r  c h e
I

G r a y l i n g  Mo.  l - A  w e l l  w a s  O c t o b e r  2 4 ,  1 9 6 5 ,  a n d  t h a t  c o m m e r c i a l  

q u a n t i t i e s  h a d  b e e n  e n c o u n t e r e d  w i t h i n  c h e  H e m l o c k  z o n e .  H o w ­

e v e r ,  f o r  c h e  f i r s c  c i m e  s i n c e  c h e  d i s c o v e r y  r o y a l t y  p r o g r a m  w a s  

c o m m e n c e d ,  t h e r e  w a s  a s e r i o u s  q u e s t i o n  a s  t o  w h e t h e r  t h e  d i s ­

c o v e r y  h a d  b e e n  m a d e  o n  a n e w  g e o l o g i c  s c r u c c u r e .  T h e  d e c i s i o n  

i s s u e d  o n  J a n u a r y  2 6 ,  1 9 6 6 ,  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 t s  c o  
d e t e r m i n e  c h a c  t h e  M c A r t h u r  R i v e r  f e a t u r e  o n  
w h i c h  t h e  G r a y l i n g  Mo.  l - A  w e l l  i s  l o c a t e d  i s  
n o t  o v e r l a p p e d  b y  c h e  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  3 a v  g e o l o g i c  f e a t u r e .  T h u s ,  c h e  w e l l  
d o e s  n o t  s a t i s f y  c h e  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  o n  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 ,  a n d  t h e  a p p l i c a t i o n  
o n  c h e  C r a y l i n g  M o .  1 - A  w e l l  i s  h e r e b y  
d e n i e d .

O n  F e b r u a r y  1 0 ,  1 9 6 6 ,  a  m e e t i n g  t o o k  p l a c e  i n  A n c h o r a g e  

b e t w e e n  U n i o n - M a r a c h o n  o f f i c i a l s  a n d  d e p a r c m e n c  o f f i c i a l s  t o  

d i s c u s s  c h e  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 t  f o r  d i s ­

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

d i v i s i o n  o f  m i n e s  a n d  m i n e r a l s  c o l d  U n i o n - M a r a c h o n  o f f i c i a l s  t h a c  

h e  w a s  c o n c e r n e d  a b o u t  t h e  p o s s i b i l i t y  c h a c  s h a l l o w  p r o d u c t i v e  

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

t h e  G r a y l i n g  s t r u c t u r e .  M a r s h a l l  a l s o  c o l d  o n e  o f  c h e  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  v i e w  o f  che M cA r t h u r  R i v e r  
a p p l i c a t i o n  r e l i e d  h e a v i l y  on che " d o m i n a n t  s t r u c t u r e  c o n c e o c "  
r e f e r r e d  t o  t n  USGS C i r c u l a r  419. A n o t h e r  m e e t i n g  was  h e l d  w i c h  
E r i e  M a t h i s ,  c h i e f  o f  che m i n e r a l s  s e c t i o n  o f  t h e  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  Un ion  and  M a r a t h o n  t o  r e q u e s t  t im e  co 
s u b m i t  a d d i t i o n a l  e v i d e n c e .  f

Or. F e b r u a r y  1 4 ,  1 9 6 6 ,  U n i o n  f i l e d  a  d o c u m e n t  w i c h  t h e  

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

I n t e r p r e t a t i o n  o f  D e c i s i o n  o f  c h e  D i r e c t o r  o f  c h e  D i v i s i o n  o f  

L a n d s  D a t e d  J a n u a r y  2 6 ,  1 9 6 6 ,  i n  c h e  M a t t e r  o f  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  G r a y l i n g  M o .  1 - A  w e l l  - -  A D L  1 7 5 9 4 . "  I n  c h i s  

p e t i t i o n  U n i o n  r e q u e s t e d  c h a c  a p p l i c a b l e  r e g u l a t i o n s  b e  i n t e r ­

p r e t e d  t o  p e r m i t  U n i o n  c o  ' . u b m i c  a d d i t i o n a l  a n d  s u p p o r t i n g  

i n f o r m a t i o n  a c  a  l a t e r  c i m e  c r  c o  a l l o w  r e c o n s i d e r a t i o n  b y  c h e  

d i r e c t o r  o f  h i s  d e c i s i o n  o n  c .  c  b a s i s  o f  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  c h e n  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  t h e  

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

U S G S  i n  a d m i n i s t e r i n g  t h e  M i n e r  .1 L e a s i n g  A c c  o f  F e b r u a r y  2 5 ,  

1 9 2 0 .

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

U n i o n ' s  p e t i t i o n .  H e  c o n f e r r e d  w i t h  T o m  M a r s h a l l  a b o u t  i t  b e f o r e  

s e n d i n g  i c  c o  t h e  c o m m i s s i o n e r .  T h e  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 t  f o r  r e c o n s i d e r a t i o n  o n  c h e  g r o u n d  t h a t  c h e  

s t a t e ' s  o i l  a n d  g a s  l e a s i n g  r e g u l a t i o n s  w o u l d  n o t  p e r m i t  i c .  

H o w e v e r ,  c h c  p r o p o s e d  d e c i s i o n  p e r m i t t e d  U n i o n  c o  s u b m i t  a n y
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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  a n d  a u t h o r i c e d  a n  a w a r d  o f  

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

N o .  1 - A  w a s  - o 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  p r o p o s e d  

d e c i s i o n  w a s  n e v e r  i s s u e d .

B e g i n n i n g  o n  F e b r u a r y  1 6 ,  1 9 6 6 ,  T o n  M a r s h a l l  p r o v i d e d  

J i n  W i l l i a m s ,  d i r e c t o r  o f  c h e  d i v i s i o n  o f  m i n e s  a n d  m i n e r a l s  a n d  

c h a i r m a n  o f  c h e  O i l  a n d  G a s  C o n s e r v a c i o n  C o m m i t t e e , w i c h  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 m e e t i n g  w i c h  U n i o n - M a r a c h o n .  

I n  c h e s e  r e p o r t s  M a r s h a l l  s e a t e d  t h a c  c h e  c i s c u s s i c n  w a s  l i m i c e d  

c o  c h e  s c a c e ' s  i n c e r p r e c a c i o n  o f  t h e  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 n d  c h a c  U S G S  C i r c u l a r  4 1 9  w a s  c h e  p r i n c i p a l  b a s i s  u s e d  

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 .  H e  o u c l i n e d  a  n u m b e r  o f  

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

i n c e r p r e c a c i o n  a n d  a c c u r a c y  o f  s e i s m i c  r e c o r d s ,  a n d  c h e  a b s e n c e  

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

I n  h i s  r e p o r t s  M a r s h a l l  r e i t e r a t e d  t h a c  c h e  m a i n  

p r o b l e m  w i c h  c h e  G r a y l i n g  a p p l i c a t i o n  w a s  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  c h e  s h a l l o w  h o r i z o n s .  H e  f e l t  

c h a c  i c  w o u l d  b e  a  m i s t a k e  c o  a w a r d  a  d i s c o v e r y  r o y a l t y  f o r  c h e  

G r a y l i n g  w e l l  b e f o r e  c h c  e x c e n c  a n d  c o n c i n u i c y  o f  c h o s e  c r a p s  

w e r e  k n o w n .  H e  m e n t i o n e d  c h e  o c h e r  p r o b l e m  o f  d e t e r m i n i n g  h o w  

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

p r o b l e m .

M a r s h a l l  a l s o  s a i d  t h a t  t h e  p r o c e d u r e s  u s e d  b y  c h e  U S G S  

i n  d e t e r m i n i n g  K G S s  w e r e  d i s c u s s e d  a n d  c h a c  c h e  p o i n t  w a s  m a d e  

c h a c  c h e  s c a c e  r e g u l a t i o n s  d i d  r . o c  a l l o w  c h e  s c a c e  c o  m a k e  ' a 

c e n c a c 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  w h i c h  a l l o w e d  f e d e r a l  o f f i c i a l s  c o  d e l i n e a c e  

a n  u n d e f i n e d  K G S .  H e  n o c e d  c h a c  s c a c e  o f f i c i a l s  w e r e  w i t h o u t  c h e  

b e n e f i t  o f  s u r f a c e  g e o l o g y  a v a i l a b l e  c 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 .  H e  e x p l a i n e d  c h a c  c h e  U S G S  m a k e s  i t s  

f i n a l  K G S  d e c e r m i n a c i o n  a f c e r  a n  . 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 c  c h a c  l i k e  i n f o r m a t i o n  w a s  n o c  a v a i l a b l e  C o  c h e  s c a c e  

w i c h  r e s p e c t  c o  c h e  T r a d i n g  B a y  a n d  " c A r c h u r  R i v e r  a r e a s  a c  c h i s  

c i m e .

O n  M a r c h  2 ,  1 9 6 6 ,  c 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  c o  E a r l  M a t h i s '  s u g g e s t e d  r e p l y  c o  U n i o 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  c h e  c o m m i s s i o n e r  

c o n c l u d e d  c h a c  t h e r e  w e r e  c w o  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 c  e x p r e s s e d  c o n c e r n  a b o u t  c h e  p r o b l e m  o f  o n e  l e a s e  

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

d i f f e r e n t  i s s u e  c h a n  c h a c  b e i n g  d e a l c  w i c h  b y  M a r s h a l l ,  W i l l i a m s ,  

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

l a t i o n s  c o u l d  b e  c i r c u m v e n t e d  i f  c h e  p e c i c i o n  w e r e  a c c e p t e d  b y  

c h c  c o m m i s s i o n e r  r a c h c r  c h a n  c h e  d i v i s i o n  o f  l a n H 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  t h e  p r o b l e m  t o  b e  m a d e .  H e  a l s o  i n d i c a t e d  t h a t  c h e  

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

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

o f  c h e  l e a s e  a l s o  c o v e r e d  a  s e c o n d  s c r u c c u r e  t h a c  h a d  b e e n
l

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

a p p a r e n c  f r o m  c h i s  o p i n i o n  r e q u e s c  c h a c  c h e  c o m m i s s i o n e r  w a s  

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

w o r d s  " a l l  p r o d u c t i o n  f r o m  c h e  l e a s e " )  r a c h e r  c h a n  a q u e s c i o n  

i n v o l v i n g  c h e  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 .

O n  A u g u s c  2 6 ,  1 9 6 6 .  a n  o p i n i o n  w a s  i s s u e d  b y  c h e

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

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

i t  w e r e  d e r i v e d  f r o m  a s c r u c c u r e  w h i c h  w a s  p r e v i o u s l y  c h e  s u b j e c c  

o f  a  d i s c o v e r y  r o y a l c y  o n  a n o t h e r  l e a s e .  H o w e v e r ,  c h e  p r i n c i p a l  

q u e s t i o n s  o f  w h e c h e r  o r  n o c  T r a d i n g  B a y  a n d  M c A r t h u r  R i v e r  w e r e  

s e p a r a t e  s t r u c t u r e s  w a s  n o c  a d d r e s s e d  b y  c h i s  o p i n i o n .

T h e r e  w a s  n o  f u r t h e r  a c c i v e  c o n s i d e r a t i o n  o f  c h c  

U n i o n - M a r a c h o n  a p p l i c a t i o n  u n t i l  1 9 6 6 .

4 .  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 r .  o f  c h c  N i c o l a i  

C r e e k  S c a c e  N o .  1 w e l l .

*
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S e c a u s e  c h e  c e r r .  o f  c h e  l e a s e s  I s s u e d  i n  c h e  sevench 

a n d  n i n c h  c o m p e c i c i v e  s a l e s  w a s  f i v e  y e a r s ,  c h e r e  w e r e  a l a r r e  

n u m b e r  o f  w e l l s  d r i l l e d  a n d  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 o n s  f i l e d  i n  c h e  1 9 6 6  d r i l l i n g  s e a s o n .

T h e  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  c h e  1 9 6 6  d r i l l ­

i n g  s e a s o n  c a m e  f o r  a  w e l l  d r i l l e d  b y  T e x a c o  - -  N i c o l a i  C r e e k  

S c a c e  N o .  1 .  T e x a c o  h a d  s p u d d e d  c h i s  w e l l  i n  c h e  f a l l  o f  1 9 6 5 .  

O n  M a y  2 3 ,  1 9 6 6 ,  T e x a c o  s u b m i c r e d  e v i d e n c e  i n  s u p p o r c  o f  a n

A p r i l  2 8 ,  1 9 6 6 .  p r i o r i c y  d a c e .  I n  e a r l y  M a y  c h e  w e l l  w a s  c e s c e d  

a n d  f o u n d  c o  b e  c a p a b l e  o f  p r o d u c i n g  c o m m e r c i a l  q u a n c i c i e s  o f

g a s .  T e x a c o  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 c n  o n  J u n e  1 3 ,

1 9 6 6 ,  w h i c h  w a s  a p p r o v e d  o n  A u g u s c  1 9 ,  1 9 6 6 .

5 .  D i s c o v e r y  a f f i d a v i t  f o r  c h e  S A S  F o r e l a n d  C h a n n e l

S c a c e  N o .  L  w e l l .

O n  J u n e  1 0 ,  1 9 6 6 ,  S h e l l  ( o n  b e h a l f  o f  i c s e l f ,  S c a n d a r d  

O i l  o f  C a l i f o r n i a ,  a r . d  A c l a n c i c  R i c h f i e l d )  f i l e d  a n  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  c h e  S A S  F o r e l a n d  C h a r n e l  S c a c e  N o .  1 w e l l .  

N o  p o c e n c i a l  c a s e s  w e r e  c o n d u c t e d  o n  c h i s  w e l l ,  a n a  n o  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  w a s  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  c h e  P a n  Ara N o r t h  R e d o u b c

W e l l  N o .  1 .
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P a n  A n  d r i l l e d  c h e  N o r t h  R e d o u b c  W e l l  N o .  1 f o r  c h e  P a n  

Am g r o u p  i n  c h e  s p r i n g  a n d  s u m m e r  o f  1 9 6 6 .  A c c o r d i n g  c o  c h e  

a f f i d a v i c  f i l e d  c r .  J u n e  2 3 .  1 9 6 6 ,  c h e  d e p c h  i n  c h a c  w e l l  c o r r e ­

s p o n d e d  v e r y  c l o s e l y  c o  c h e  H e m l o c k  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  

N o .  1 - A  w e l l .  A l c h o u g h  g e o l o g i c  s c r u c c u r e  b o u n d a r y  i n f c r m a c i o n
i

and  e v i d e n c e  o f  c o m m e r c i a l  q u a n c i c i e s  w e r e  s u bm i c c e d  i n  e a r l y  
S e p t em b e 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 c i c 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  

c h e  K u s c a t a n  N o .  1 - A  w e l l .

M e a n w h i l e , U n i o n  h a d  b e e n  d r i l l i n g  c h e  K u s c a c a n  N o .  1 

w e l l  o n  U n i o n - M a r a c h o n ’ s  l e a s e  A D L  1 3 7 2 9 ,  i m n e d i a c e l y  c o  c h e  

s o u t h  o f  c h a i r  G r a y l i n g  L e a s e .  T h i s  w e l l  ; ; a s  d r i l l e d  c o  1 1 , 6 0 0  

f e e c  d u r i n g  A p r i l ,  M a y ,  ar .d  J u n e  L 9 6 6 .  U n i o n  f i l e d  a f f i d a v i t s  c o  

e s c a b l i s h  p r i o r i t y  o f  c i m e  a n d  d a c e  o f  d i s c o v e r y  f o r  c h i s  w e l l .  

D u r i n g  c h e  p e r i o d  A u g u s t  5 c o  7 ,  1 9 6 6  , a  c o m m e r c i a l  q u a n c i c i e s  

c a s e  w a s  w i t n e s s e d  b y  c h e  s c a c c .  O n  S e p t e m b e r  6 . 1 9 6 6 ,  U n i o n  

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 .  O n e  w e e k  L a c e r  

U n i c r .  w i t h d r e w  c h e  a p p l i c a t i o n  p e n d i n g  s u b m i s s i o n  o f  a d d i c i c r . a L  

i n f o r m a t i o n ,  w h i c h  w a s  s u b m i c c e d  o n  O c t o b e r  7 ,  L 9 6 6 .  U n i o n

w i t h d r e w  c h i s  a p p l i c a t i o n  i n  D e c e m b e r  1 9 6 6  b e f o r e  a n y  a c c i o n  o n  

i c  h a d  b e e n  t a k e n  b y  c h e  d e p a r c m e n c .
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8 . 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  o f  

t h e  W e s t  F o r e l a n d  U n i t  N o .  3 w e l l .

A c l a n c i c  R i c h f i e l d  d r i l l e d  c h e  W e s c  F o r e l a n d  U n i t  N o .  3 

w e l l  o n  l e a s e  A D L  1 3 7 7 7  i n c o  c h e  u p p e r  l e f c  a r m  o f  c h e  M c A r t h u r  

R i v e r  H e m l o c k  r e s e r v o i r .  O n  A u g u s t  3 .  1 9 6 6 ,  a n  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  w a s  f i l e d  i n  s u p p o r t  o f  a  J u l y  2 5 ,  1 9 6 6 ,  d i s -
*

c o v e r y  d a c e  w i c h  c h e  O i l  a n d  G a s  C o n s e r v a c i o n  C o m m i c t e e .  A  

c o m m e r c i a l  q u a n c i c i e s  c e s c  w a s  c o n d u c t e d  o n  A u g u s t  1 6 ,  1 9 6 6 .

O n  S e p t e m b e r  2 3 .  1 9 6 6 ,  A c l a n c i c  R i c h f i e l d  s u b m i c c e d  i c s  

g e o l o g i c  s c r u c c u r e  b o u n d a r y  e v i d e n c e  c o  c h e  C o n s e r v a c i o n  C o m m i c -  

c e e .  I n  a n  e x p l a n a t o r y  L e c c e r  w h i c h  a c c o m p a n i e d  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  w h y  i c  b e l i e v e d  c h e  H e m l o c k  r e s e r ­

v o i r ,  i n  w h a c  i c  l a b e l e d  c h e  " F o r e l a n d  F i e l d , "  w a s  s e p a r a t e  f r o m  

c h c  H e m l o c k  r e s e r v o i r  e n c o u n t e r e d  b y  U n i o n  i n  G r a y L i n g  N o .  1 - A .  

T h e  e x p l a n a t i o n  c l a i m e d  c h a c  a  b a r r e n  s y n c L i n e  s e p a r a t e d  c h e  

H e m l o c k  f i e l d  e n c o u n c e r e d  b y  c h e  G r a y L i n g  1 - A  . w e l l  f r o m  c h a c  

e n c o u n t e r e d  b y  c h e  W e s c  F o r e l a n d  U n i c  N o .  3 w e l l  a n d  c h a c  c h e  

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  c h e  M c A r c h u r  R i v e r  s c r u c c u r e  w a s  n o c  

i n  c o m m u n i c a t i o n  w i c h  c h a c  o f  W e s c  F o r e l a n d  N o .  3 .

O n  S e p t e m b e r  3 0 ,  1 9 6 6 ,  A c l a i . r 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  c o  c h c  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 w 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  c h e  W e s c  F o r e l a n d  U n i c  N o .  3 w e l l .  O n  c h e  b a s i s  o f  

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

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

M a r s h a l l  f r o m  U S G S  C i r c u l a r  4 1 9 ,  w a s  c h e  b e s c  i n c e r p r e c i v e

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

I
O n  D e c e m b e r  9 ,  L 9 6 6 , a d e c i s i o n  w a s  i s s u e d  b y  c h e

d i r e c t o r  o f  c 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 ' s  

r e q u e s t  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 n  c h e  g r o u n d  c h a c  

c h e  w e l l  w a s  o n  c h e  G r e a t e r  T r a d i n g  3 a v  s c r u c c u r e  f o r  w h i c h  a

d i s c o v e r y  r o y a l c y  h a d  b e e n  p r e v i o u s l y  a w a r d e d .  H e  m a d e  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  c h e  f a c e  c h a c  c h e  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  w a s  o n  c h c  b a s i s  c h a c  c h e r e  w a s  

i n s u f f i c i e n t  e v i d e n c e  c o  d e t e r m i n e  w h e c h e r  c h e  T r a d i n g  B a y  a n d  

M c A r t h u r  R i v e r  f e a t u r e s  w e r e  s e p a r a t e  s c r u c c u r e s .  O n  D e c e m b e r  30 

A c l a n c i c  R i c h f i e l d  f i l 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 c i c n  o f  c h c  

d i r e c t o r ' s  d e c i s i o n .  T h e r e  w a s  d i s c u s s i o n  w i c h i n  c h e  d e p a r t m e n t  

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

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

a b l e ) .  L i k e  c h e  U n i o n - M a r a c h o n  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 ,  

c h e r e  i s  n o  i n d i c a c i o n  i n  c h e  r e c o r d  c h a c  a n y  c h o u g h c  w a s  g i v e n  

t o  c h e  m a t t e r  u n c i l  a  y e a r  l a t e r .

9 .  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 t i f i c a t i o n  o f  

T e x a c o ’ s  T r a d i n g  B a y  S c a c e  N o .  L w e L l .
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I n  c h e  L a c e  s u m m e r  o f  1 9 6 6  T e x a c o ,  o n  b e h a l f  o f  i c s e i f

a n d  S u p e r i o r  O i l  C o m p a n y ,  c o m m e n c e d  c h e  T r a d i n g  B a y  S c a c e  N o .  1

w e l l  o n  l e a s ' e  A D L  1 7 5 9 7 .  O n  S e p t e m b e r  2 7 ,  1 9 6 6 ,  c h e  w e l l  w a s

c e s c e d  f o r  c o m m e r c i a l  q u a n c i c i e s .  T h i s  t e s c  a l s o  s e r v e d  a s  c h e  

b a s i s  f o r  a n  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 .  T h e  w e l l  w a s  d r i l l e d

t h r o u g h  c h e  o i l  b e a r i n g  c o n e s  i n  b o c h  c h e  K e n a i  a n d  H e m l o c k

f o r m a t i o n s .

O n  M a r c h  7 ,  1 9 6 7 ,  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  w a s

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

c h a c  c h e  w e L l  w a s  n o c  c a p a b l e  o f  p r o d u c i n g  o i l  i n  c o m m e r c i a l%

q u a n c i c i e s  a n d  c h a c  i c  w a s  l o c a c e d  o n  c h e  G r e a c e r  T r a d i n g  B a y  

s c r u c c u r e  o n  w h i c h  d i s c o v e r y  c e r c i f i c a c i o n  w a s  p r e v i o u s l y  

g r a n c e d .

1 0 .  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 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  3 a y  S c a c e  M o .  1 w e l l .

A n o c r . e r  d i s c o v e r y  w a s  c l a i m e d  i n  c h e  M c A r t h u r  R i v e r -  

T r a d i n g  S a y  a r e a  i n  c h e  s u m m e r  o f  1 9 6 7 .  T h i s  c l a i m  w a s  m a d e  b y  

A c l r n c i c  R i c h f i e l d  f o r  c h e  T r a d i n g  B a y  S c a c e  t ! o .  1 w e l l  o n  l e a s e  

A D L  3 4 5 3 1 .  A c c o r d i n g  c o  c h e  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 ,  

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

J u n e  7 ,  1 9 6 7 .  T h e  w e l l  w a s  d r i l l e d  i n t o  c h e  H e m l o c k  a c c u m u l a t i o n  

n o r c h  o f  c h e  M c A r t h u r  R i v e r  H e m l o c k  r e s e r v o i r  o n  c h e  d o v n c h r o v m  

s i d e  o f  c h e  T r a d i n g  B a y  f a u l c .  A c l a n c i c  R i c h f i e l d  n a m e d  c h i s
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a c c u m u l a t i o n  t h e  I v a n  B e r i n g  F i e l d .  A  c o m m e r c i a l  q u a n t i t i e s  t e s t  

w a s  c o n d u c t e d  o n  J u n e  2 5 ,  1 9 6 7 .  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  w a s  f i l e d  o n  S e p t e m b e r  2 7 ,  1 9 6 7 .  T h e

a p p l i c a t i o n  w a s  t h e n  c o n s i d e r e d  b y  s t a t e  o f f i c i a l s .

I
T h e  d e c i s i o n  o f  t h e  O i l  a n d  G a s  C o n s e r v a t i o n  C o m m i t t e e  

i s s u e d  t o  t h e  d i v i s i o n  o f  l a n d s  r e c o m m e n d e d  t h a t  c e r t i f i c a t i o n  b e  

d e n i e d  o n  t h e  g r o u n d  t h a t  d r i l l i n g  t h e  T r a d i n g  B a y  S t a t e  Mo.  1 

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

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

s t a t e d :

S e c t i o n  5 0 5 . -  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 * : L c  i s  c r . c  o p i n i o n  o f  c n e  O i l  a n a
C a s  C o n s e r v a c i o n  C o m m i t t e e  c h a c  c h e  I v a n  
B e r i n g  F i e i d  d i s c o v e r e d  b y  c h c  T r a d i n g  B a y
S c a t e  »1 w e l l  i s  c o n t r o l l e d  b y  a f a u l t  o r  
f a u l t s  a s s o c i a t e d  w i c h  c h e  G r e a t e r  T r a d i n g
B a y  S c r u c c u r e .  I n a s m u c h  a s  a  d i s c o v e r y  
r o y a l t y  w a s  p r e v i o u s l y  a w a r d e d  c o  c h e  T r a d i n g  
3 a v  S c r u c c u r e .  c h e  C c m n i c c e e  d o e s  n o c  
c o n s i d e r  t h a c  c h e  T r a d i n g  3 a y  S c a t e  -/I w e l l  
i s  c h c  f i r s c  d i s c o v e r y  o n  c h e  d o m i n a n t  
g e o l o g i c a l  s c r u c c u r e .

O n  D e c e m b e r  7 ,  1 9 6 7 ,  c h e  d e c i s i o n  d e n y i n 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 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 c i f i c a c i o n  o f

c h e  I v a n  B e r i n g  f i e l d  w a s  i s s u e d .  3 v  l e c c e r  d a c e d  D e c e m b e r  2 1 ,

1 9 6 7 ,  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 c r a c i o n  o f  c h e  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 t i o n  a n d  p e r m i s s i o n  c o  s u b m i c  a d d i ­

t i o n a l  d a t a .  T h i s  p e c i c i o n  w a s  s u p p l e m e n t e d  o n  D e c e m b e r  2 8 ,  

1 9 6 7 ,
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1 1 .  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  R e d o u b t  S h o a l  M o .  2 .

T h e r e  w a s  o n e  m o r e  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  a p p l i ­

c a c i o n  c o n s i d e r e d  b y  t h e  s t a t e  f o r  a  w e l l  d r i l l e d  i n  t h e  T r a d i n g  

B a y  v i c i n i t y .  I n  t h e  s u m m e r  o f  1 9 6 8 ,  P a n  A m e r i c a n  d r i l l e d

R e d o u b t  S h o a l  U n i c  M o .  2 w e l l  o n  l e a s e  A D L  2 9 6 9 0 .  T h i s  w e l l  w a s  

d r i l l e d  i n t o  a H e m l o c k  a c c u m u l a t i o n  U  1 / 2  m i l e s  s o u t h  o f  c h e

M c A r t h u r  R i v e r  H e m l o c k  r e s e r v o i r .  A n  a f f i d a v i c  t o  e s t 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  w a s  f i l e d  i n  e a r l y  O c t o b e r  1 9 6 8 .  T h e  

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 t i f i c a t i o n  w a s  f i l e d  o n

N o v e m b e r  1 2 .  T h e  c o m m i t t e e  c o n c l u d e d  c h a t  c o m m e r c i a l  q u a n t i t i e s  

h a d  b e e n  e n c o u n t e r e d  b u c  c h 3 t  t h e  R e d o u b t  S h o a l  f e a t u r e  w a s  a 

d o w n f a u l c e d  n o s e  s u b s i d i a r y  c c  c h e  T r a d i n g  B a y  d o m i n a n t  g e o l o g i c  

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

P a n  A m e r i c a n  f i l e d  a  n o t i c e  o f  a p p e a l  c o  c h e  s u p e r i o r  c o u r t  o n  

F e b r u a r y  1 9 ,  1 9 6 9 ,  b u c  c h e  a p p e a l  n e v e r  p r o c e e d e d  t o  a  d i s p o s i ­

t i o n  o n  c h c  m e r i t s .

1 2 .  R e c o n s i d e r a t i o n  o f  c h e  G r a y l i n g  M o .  l - A ,  W e s c  

F o r e l a n d  U n i t  M o .  3 ,  a n d  A t l a n t i c  R i c h f i e l d  

T r a d i n g  3 a y  S c a c e  M o .  1 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  c e r t i f i c a t 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  

t h e  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  t o r  c h c  d i s c o v e r y
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i n  c h e  I v a n  B e r i n g  f i e i d  p r o m p t e d  P e d r o  D e n c o n ,  c h i e f  o f  c h e  

m i n e r a l s  s e c c i o n  o f  c h e  d i v i s i o n  o f  l a n d s ,  c o  c h a n g e  h i s  m i n d  

a b o u c  h o w  m u c h  c i m e  s h o u l d  b e  g i v e n  c o  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 t s  t o  p r o v e  c h e  b o u n d a r i e s  o f  g e o l o g i c  s t r u c t u r e s .  O n  

J a n u a r y  2 9 ,  1 9 6 8 ,  h e  w r o t e  c o  c h e n  C o m m i s s i o n e r  T h o m a s  E .  K e l l y
t

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

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

p r o b l e m s ,  a n d  c h a c  n o  e v i d e n c e  g a c h e r e d  a f c c r  c h e  c i n e  l i m i t  

s h o u l d  b e  a c c e p c e d .  H e  w a s  c o n c e r n e d  c h a c  i f  c h e  p e r i o d  w e r e  

u n l i m i t e d ,  s o m e  c o m p a n i e s  w o u l d  c o n c i n u e  c o  d e m a n d  r e f u n d s  o r  

c r e d i t  m a n y  y e a r s  a f c e r  c h e  t e n  y e a r  c e r m  f r o m  f i r s c  e n c o u n t e r  

h a d  e x p i r e d ,  w i c h  s e v e r e  a d v e r s e  e f f e c c s  o n  s c a c e  f i s c a L  p l a n ­

n i n g .

O n  O c t o b e r  3 1 ,  1 9 6 8 ,  c h e  c o m m i s s i o n e r  s e n t  o u c  t h r e e  

d e c i s i o n s  w i c h  r e s p e c t  c o  c h e s e  t h r e e  l o n g - s t 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 t i o n s ,  L ' n i o n - M a r a c h o n ' s  G r a y l i n g  1-A ( A D L  1 7 5 9 6 ) ,  

A R C O ' s  V T e s c  F o r e l a n d  : i o .  3 ( A D L  1 3 7 7 7 )  a n d  A R C O ' s  T r a a i n g  3 a y  

S c a c e  I’o .  1 ( A D L  3 5 6 3 1 ) .  E a c h  o f  t h e s e  d e c i s i o n s  p r o v i d e d  a s  

f o l l o w s :

1 .  O n  c h c  b a s i s  o f  c h e  i n f o r m a t i o n  a v a i l a b l e  a c  c h i s  
c i m e ,  c h e  D i r e c t o r ' 3  d e c i s i o n  w a s  p r o p e r .

2 .  A d e q u a t e  c i m e  h a s  b e e n  a l l o w e d  c h e  a p p l i c a n t  c o  
s u b m i c  s u p p o r c i n g  i n f o r m a t i o n  a s  r e q u e s t e d  i n  
c h o i r  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 .

3 .  T h a c  a p p l i c a n t ' s  r e q u e s t  f o r  a n  o p p o r t u n i t y  c o  
s u b m i c  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 ,  c h e  a p p l i c a n t  i s  g r a n c e d  60  d a y s  f r o m  
r e c e i p t  o f  t h i s  d e c i s i o n  i n  w h i c h  c o  s u p p l y  s u p p o r t i n g  
i n f o r m a t i o n  o r  t o  s c h e d u l e  a h e a r i n g  a c  a  c i m e  m u t u a l l y  
a g r e e a b l e  t o  c h e  s c a c e  a n d  c h e  a p p l i c a n t .  I f  n o
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  
t h e  t i m e  a l l o w e d ,  c h e  D i r e c t o r ' s  d e c i s i o n  w i l l  b e  
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 t t e r ,  t h r e e  e x h i b i t s ,  c w o
i

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

e n d i n g  J u l y  1 ,  1 9 6 7 ,  w i c h  C o m m i s s i o n e r  K e l l y  i n  r e s p o n s e  t o  t h e s e  

d e c i s i o n s  o n  D e c e m b e r  2 6 ,  1 9 6 3 .  T h e  l e t t e r  s u g g e s t e d  a m e e t i n g  

w i t h  s t a t e  o f f i c i a l s  c o  d i s c u s s  a n d  d e v e l o p  t e c h n i c a l  d a c a  

s u p p o r t i n g  c h e  a p p l i c a c i o n .  T h e  t e c h n i c a l  d a c a  s u b m i t t e d  w i t h  

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

E x h i b i t  2 ,  a  s t r u c t u r e  c o n t o u r  m a p ;  E x h i b i t  3 ,  a  s t r u c t u r a l  c r o s s  

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

a n  e l e c t r i c  l o g ;  a n d  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 .  

T h e y  a l l  p e r t a i n e d  t o  l e a s e  A D L  3 ^5 3 1  a n d  t h e  I v a n  B e r i n g  f i e l d  

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

f r o m  b o t h  c h c  T r a d i n g  B a y  a n d  M c A r t h u r  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  w i c h  r e s p e c t  t o  l e a s e  A D L  1 8 7 7 7  a n d  c h e  

W e s c  f o r e l a n d  U n i t  N o .  3 w e l l .  T h e s e  l e t t e r s  w e r e  f o l l o w e d  u p  o n  

J a n u a r y  2 6 ,  1 9 6 3 ,  w i c h  a  l e g a l  b r i e f  f r o m  T h e o d o r e  F .  S t e v e n s  a n d  

R u s s 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 .  T h e  b r i e f  

w a s  a l m o s t  w o r d - f o r - w o r d  t h e  s a m e  a s  c h e  o n e  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 o r  t h e  W e s t  f o r e l a n d  U n i c  N o .  3 w e l l .
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O n  D e c e m b e r  3 0 ,  1 9 6 8 ,  U n i o n  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 t i f i c a t i o n  o f  t h e  G r a y l i n g  N o .  1 - A  w e l l  b y  f i l i n g  a 

b l u e  b o x  w h i c h  w a s  l a b e l e d .  " A p p e n d i x  G e o l o g i c  R e p o r t s  a n d  

E x h i b i t s . "  I n  t h e  b o x  w e r e  m a p s  a n d  e x h i b i t s  a n d  a n a r r a t i v e  

i n t e r p r e t a t i o n  e x p l a i n i n g  t h e  m a p s  a n d  e x h i b i t s .  U n i o n  r e q u e s t e d
I

t h a t  c h e  m a t t e r  b e  s e c  f o r  a  h e a r i n g  a c  t h e  e a r l i e s t  p o s s i b l e  

t i m e .

O n  J a n u a r y  9 ,  1 9 6 9 ,  P e d r o  D e n t o n  f o r w a r d e d  t o  c h e

c o m m i s s i o n e r  h i s  a r g u m e n t s  o n  w h y  c h e  9 0 - d a y  t i m e  l i m i t  o n  

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

O n  F e b r u a r y  7 ,  1 9 6 9 ,  A t l a n t i c  R i c h f i e l d  w a s  n o t i f i e d

t h a c  t h e  d e c i s i o n  o f  D e c e m b e r  9 ,  1 9 6 6 ,  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  c h e  F o r e l a n d  f i e l d  w a s  a f f i r m e d  b e c a u s e  n c  a d d i t i o n a l  

i n f o r m a t i o n  h a d  b e e n  s u b m i t t e d .

O n  J u n e  5 ,  1 9 6 9 ,  t h e  O i l  a n d  G a s  C o n s e r v a t i o n  C c c n i t t e e  

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

m e n t s  a n d  e x h i b i t s  s u b m i t t e d  t o  c h e  d i v i s i o n  o f  l a n d s  o n  

D e c e m b e r  3 0 ,  1 9 6 8 ,  a n d  f o u n d  c h a t  t h i s  a d d i t i o n a l  i n f o r m a t i o n  d i d  

n o c  w a r r a n t  a  c h a n g e  i n  c h e  c o m m i t t e e ' s  o r i g i n a l  d e c i s i o n  d a t e d  

J a n u a r y  1 ,  1 9 6 6 .  T h i s  l e t t e r  w a s  s i g n e d  b y  T o m  . M a r s h a l l  a n d  0 .  

K .  G i l b r c c h ,  J r .  T h e  r e s u l t s  o f  t h e  r e v i e w  w e r e  n e v e r  f o r w a r d e d  

t o  U n i o n - M a r a c h o n .
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N o  f u r t h e r  a c t i o n  w a s  t a k e n  c n  c i t h e r  U n i o n ' s  o r  A R C O ’ 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  2 6 ,  1 9 7 0 .  A t  t h a c  t i m e  t h e  c c n n i s -  

s i o n c r  s e n t -  o u c  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  a n d  

U n i o n - M a r a c h o n  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  1 6 ,  1 9 7 0 ,  a n d  

A p r i l  1 7 ,  1 9 7 0 ,  f o r  c h e  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 .  I n  

t h i s  n o t i c e  C o m m i s s i o n e r  K e l l y  n o t i f i e d  b o t h  s e c s  o f  a p p l i c a n t s  

C h a c  h i s  r e v i e w  w o u l d  b e  l i m i t e d  t o  i n f o r m a t i o n  w h i c h  w a s  f i l e d  

w i c h i n  c h e  o r i g i n a l  9 0 - d a y  p e r i o d .

T h e  A c l a n c i c  R i c h f i e l d  h e a r i n g  w a s  c o n d u c t e d  o n  

A p r i l  1 6 ,  1 9 7 0 .  A t  c h e  h e a r i n g  a d d i t i o n a l  i n f o r m a t i o n  w a s

p r e s e n t e d  c o  s h o w  c h a t  t h e  I v a n  B e r i n g  f i e l d  w a s  o n e  o f  s e v e r a l  

e n t r a p p i n g  m e c h a n i s m s  o n  s e p a r a t e  s t r u c t u r e s ,  e a c h  o f  w h i c h  

s h o u l d  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  c e r t i f i c a t i o n .

T h e  U n i o n - M a r a c h o n  h e a r i n g  w a s  c o n d u c t e d  o n  c h e  n e x t  

d a y .  A t  c h i s  h e a r i n g  U n i o n  a n d  M a r a t h o n  i n t r o d u c e d  a  l i g h t  b l u e  

f o l d e r  f u l l  o f  n e w  e x h i b i t s  c o r r e s p o n d i n g  w i t h  V o l u m e s  1 a n d  2 o f  

c h e  e x h i b i t s  l a t e r  s u b m i t t e d  c n  S e p t e m b e r  2 8 ,  1 9 6 9 .

O n  J u r . e  8 , 1 9 7 0 ,  U n i c n - M a r a c h o n  s e n t  C o m m i s s i o n e r  K e l l y  

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

a f t e r - a c q u i r e d  e v i d e n c e .  P e d r o  D e n t o n  c h e n  s e n t  c h e  c o m m i s s i o n e r  

a c o p y  o f  h i s  J a n u a r y  7 ,  1 9 6 9 ,  n o t e s  w h i c h  a r g u e d  t h a c  a f t e r -

a c q u i r e d  e v i d e n c e  s h o u l d  b e  d i s r e g a r d e d .
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I n  A u g u s t  o f  1 9 7 0  c h e  C o n s e r v a t i o n  C o m m i t t e e  s e n t  

C o m m i s s i o n e r  K e l l y  a m e m o r a n d u m  w h i c h  c o n c l u d e d  t h a c  c h e  o r i g i n a l  

U n i o n - M a r a t h o n  d e c i s i o n  w a s  c o r r e c t .  P e d r o  D e n t o n  c h e n  d r a f t e d  a 

d e c i s i o n  c o  s e n d  c o  U n i o n - M a r a c h o n  w h i c h  c o n t a i n e d  a l e n g c h y  

j u s t i f i c a t i o n  f o r  d i s r e g a r d i n g  t h e  a f t e r - a c q u i r e d  e v i d e n c e .  T h e
I

c o m m i s s i o n e r  d i d  n o c  s i g n  P e d r o  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 ,  h e  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  b y  c 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 o n - M a r a t h o n ' s 

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 t i f i c a t i o n ,  w a s  s e n t  o n  O c t o b e r  7 ,  

1 9 7 0 .

O n  N o v e m b e r  5 ,  1 9 7 0 ,  c h e  c h i e f  o f  m i n e r a l s  f o r w a r d e d  c o  

c h e  c o 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 n y i n 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 t y  a p p l i c a c i o n  f o r  A D L  3 5 4 3 1 .  

T h e  c o m m i s s i o n e r  s i g n e d  c h e  d e c i s i o n  o n  D e c e m b e r  3 ,  1 9 7 0 ,  a n d  c h e  

d e c i s i o n  w a s  s e n t  t o  A t l a n t i c  R i c h f i e l d .

1 3 .  J u d i c i a l  r e v 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  N o .  l - A  w e l l  a n d  

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  B a y  S c a t e  N o .  1 w e l l .

B o t h  U n i o n - M a r a c h o n  a n d  A t l a n t i c  R i c h f i e l d  a p p e a l e d  t o  

c h c  c o u r t s .  U n i o n  a n d  M a r a c h o n  s o u g h t  r e v i e w  o f  c h e  

c o m m i s s i o n e r ' s  O c t o b e r  7 ,  1 9 7 0 ,  d e c i s i o n  i n  c h e  s u p e r i o r  c o u r t ,  

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

i n c l u d i n g  a s t a t e m e n t  o f  c h e  b a s i s  f o r  c h < r  d e c i s i o n .  T h e
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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  o n  F e b r u a r y  L 7 ,  L 9 7 2  , d e n y i n g

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 n  c h e  g r o u n d s  c h a c  i n s u f f i c i e n t  

i n f o r m a t i o n  ' h a d  b e e n  s u b m i c c e d  w i c h i n  c h e  9 0 - d a y  p e r i o d  

p r e s c r i b e d  b y  c h e  r e g u l a t i o n s  c o  d e t e r m i n e  w h e c h e r  c h e  G r a y l i n g  

w e l l  w a s  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  a n d  c h a t  e v i d e n c e  

s u b m i t t e d  a f t e r  c h e  9 0 - d a y  p e r i o d  c o u l d  n o c  b e  c o n s i d e r e d .  T h e  

c o m p a n i e s  a g a i n  s o u g h t  r e v i e w  i n  c h e  s u p e r i o r  c o u r t  w h i c h  

d i s m i s s e d  c h e  a p p e a l  o n  t h e  g r o u n d  c h a c  c h e  c o u r t  l a c k e d  

j u r i s d i c t i o n .  U n i o n - M a r a c h o n  t h e n  l o d g e d  t h e i r  f i r s c  a p p e a l  w i c h  

c h e  s u p r e m e  c o u r t ,  w h i c h  r e v e r s e d  a n d  r e m a n d e d  c h e  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 .  U n i o n  O i l  C o .  o f  C a l .  r .  S t a c e  D e o t .  o :  

N a t .  R e s o u r c e s . 5 2 6  P . 2 d  1 3 5 7  ( A l a s k a  1 9 7 4 ) .

O n  r e m a n d ,  c h e  s u p e r i o r  c o u r t  a f f i r m e d  c h e  a d m i n i s t r a ­

t i v e  d e c i s i o n  a n d  c o n c l u d e d  t h a c  c h e  c o m m i s s i o n e r  c o u l d  n o c  

l e g a l l y  c o n s i d e r  c h e  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  b y  t h e  

a p p l i c a n t s ,  c h a c  c h e  c o m m i s s i o n e r  h a d  n o c  g r a n t e d  t h e n  t h e  r i g h t  

t o  s u b m i c  a f t e r - a c q u i r e d  d a t a ,  a n d  c h a c  c h c  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 t i f i c a t i o n  w a s  c l e a r l y  s u s t a i n e d  b y  

c h e  e v i d e n c e .  U n i o n - M a r a c h o n  a p p e a l e d  c o  c h e  s u p r o n e  c o u r t  f o r  

c h e  s e c o n d  c i n e .  T h e  c o u r t  c o n c l u d e d  c h a c  c h e  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  a n d  r e m a n d e d  t h e  n a t t e r  

c o  c h e  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  t h e  r e a s o n a b l e n e s s  o f  

c h e  9 0 - d a y  l i m i t  a n d  c o  r e c e i v e  a d d i t i o n a l  d a c a  a n d  r u l e  u p o n  c h e  

b a s i s  o f  a l l  d a c a  s u b m i t t e d  i f ,  u n d e r  c h c  c i r c u m s t a n c e s ,  c h e  

l i m i t  w e r e  f o u n d  c o  b e  u n r e a s o n a b l e , .  U n i o n  O i l  C o .  o f

AuO

-64-



C a l .  v .  S t a c e  P e a t ,  o f  M a c .  R e s o u r c e s . 574  p . 2 d  1 2 6 6  ( A l a s k a

1 9 7 8 ) .

T h e  A t l a n t i c  R i c h f i e l d  c a s e  w a s  s t a y e d  i n  t h e  s u p e r i o r  

c o u r t  b y  s t i p u l a t i o n  p e n d i n g  r e s o l u t i o n  o f  c h e  U n i o n - M a r a t h o n  

a p p l i c a c i o n .  A c l a n c i c  R i c h f i e l d  C o .  v .  S t a t e  D e o c .  o f  M a c  

R e s o u r c e s . M o .  3 A I J - 7 0 - 3 7 8 9  C i v .

V I .  T H E  9 (1 -D A Y  L I M I T A T I O N .

I n  . i c s  1 9 7 8  d e c i s i o n  c h e  s u p r e m e  c o u r t  a d d r e s s e d  c h e  

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

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

9 0 - d a y  d e a d l i n e  e s t a b l i s h e d  b y  11 A A C  5 0 5 . 7 4 4  ( r e c o d i f i e d  a s  

11 A A C  3 3 . 2 1 9 ( c )  ( r e p e a l e d  N o v e m b e r  9 ,  1 9 7 9 ) .  T h e  c o u r t  c o n ­

c l u d e d  c h a c  c h e  u n r e a s o n a b l e n e s s  o f  c h e  9 0 - d a y  l i m i t a t i o n  c o u l d  

n o c  b e  a n s w e r e d  o n  c h e  b a s i s  o f  c h e  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  c h a c  U n i o n - M a r a c h o n  b e  g i v e n  c h e  o p p o r t u n i t y  o n  r e m a n d  

c o  d e m o n s t r a t e  c h a c  c h e  9 0 - d a y  l i m i t a t i o n ,  a s  a p p l i e d  c o  

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

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

9 0 - d a y  r e q u i r e m e n t  s h o u l d  b e  w a i v e d  i n  c h i s  c a s e .  5 7 4  P . 2 d  a c  

1 2 7 2 - 7 4 .  T h e s e  f a c t o r s  i n c l u d e d  c h t  a d v a n t a g e s  o f  f i n a l i t y ,  c h e
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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  i r . p o r r a r . e e  o f  a d m i n i s t r a t i v e  f r e e d o m  t o  

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  u p o n  t h e  f i r s t  

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  m a k i n g  t h e  f i r s t  d e c i ­

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

t
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
U n i o n - M a r a t h o n  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  c h e  9 0 - d a y  

l i m i t a t i o n ,  a s  a p p l i e d  t o  t h e m  w a s  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  c h e  f a c t o r s  r a i s e d  b y  c h e  s u p r e m e  c o u r t  l e d  t o  my 

c o n c l u s i o n  t h a c  I  s h o u l d  w a i v e  c h e  9 0  d a y  l i m i t a t i o n  a n d  c o n s i d e r  

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

d e n c e  o f  f a c t s  i n  e x i s t e n c e  a t  t h e  t i m e  t h e  o r i g i n a l  d e c i s i o n  w a s  

m a d e .  I  r e a c h e d  c h a t  c o n c l u s i o n  f o r  c h e  f o l l o w i n g  r e a s o n s .  ^

1 . P r o m o t  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  w a s  o f  s o m e  i m p o r t a n c e _ g i v e n  t h e  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 t y  p r o g r a m .  E a r l y  d e c i s i o n s  o n  a w a r d s  w o u l d  t e n d  

t o  m a x i m i s e  t h e  i n c e n t i v e  f r o m  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  a n d  

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  w o u l d  h a v e  

d i l u t e d  c h e  i n c e n t i v e  w e r e  t h e y  c o  b e c o m e  a  c o n s i s t e n t  p a t t e r n .  

H o w e v e r ,  m o s t  o f  t h e  a p p l i c a t i o n s  w e r e  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  c h e  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  o n  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  w o u l d  n o c  

h a v e  s i g n i f i c a n t l y  d a m p e n e d  t h e  J j i c e n t i v e .  M o r e o v e r ,  c h e  s c a c e  

e x p e r i e n c e d  n o  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  a s  a n  e n f o r c e m e n t  m e c h a n i s m .
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2 .  A g e n c i e s  o f t e n  r e q u e s t  a d d i t i o n a l  s p e c i f i e d

i n f o r m a c i -  n i f  t h e  i n f o r m a t i o n  i n  t h e  o r i g i n a l  s u b m i t t a l  i s  n o t  

s u f f i c i e n t  t o  p r o v i d e  g r o u n d s  f o r  a  f i r m  d e c i s i o n .  I n  t h i s  c a s e ,  

c h e  a p p l i c a b l e  r e g u l a t i o n s  p l a i n l y  d i d  n o c  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  c h e  e v i d e n c e  i n  s u p p o r t  1
i

o f  a  g e o l o g i c  s t r u c t u r e  d e t e r m i n a t i o n  w a s  l a r g e l y  l e f t  c o  t h e  1

d i s c r e t i o n  o f  t h e  a p p l i c a n t .  F o r  e x a m p l e ,  11  A A C  8 3 . 2 1 0 ( c )
•k /

( r e p e a l e d  N o v e m b e r  9 ,  1 9 7 9 ) -  s c a c e s  t h a c  t h i s  e v i d e n c e  m a y  

i n c l u d e  c h c  " o p e r a t o r ' s  i n t e r p r e t a t i o n "  o f  g e o p h y s i c a l  a n d  o c h e r  

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

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

c r i t e r i a  e s c a o l i s h i n g  c h e  g u i d e l i n e s  f o r  c h e  s c a c e ’ s  d e c i s i o n .  

11 A A C  3 3 . 2 0 0  -  11 A A C  3 3 . 2 3 0  ( r e p e a l e d  N o v e m b e r  9 ,  1 9 7 9 ) . — ^

T h e  e x e r c i s e  o f  s o m e  l a c i t u d e  i n  c h e  h a n d l i n g  o f  e a c h  a p p l i c a t i o n  

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

t h e  c i r c u m s t a n c e s ,  a n  e x t e n s i o n  o f  c i m e  c o  s u b m i t  a d d i t i o n a l  

e v i d e n c e  w o u l d  n o c  b e  c o n s i d e r e d  u n u s u a l  a s  a  m a t t e r  o f  a g e n c v  

p r a c t i c e .  M o r e o v e r ,  c h e  s u p r e m e  c o u r c  s t r o n g l y  s u g g e s c e d  c h a c  

c h e r e  w o u l d  b e  n o  p r e j u d i c e  t o  t h e  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 c a  o b c a i n e d  a f t e r  c h e  ? 0 - d a y  p e r i o d  w h e r e  c h e  d a c a  ( i n  c h i s

c a s e  s u b s u r f a c e  g c o L o g y )  w o u l d  n o c  c h a n g e  o v e r  c i n e .  S e e  5 7 4

P . 2 d  a c  1 2 7 3 .

*  / F o r m e r l y  11 A A C  5 0 5 . 7 4 4 .

* »  / F o r m e r l y  11 A A C  5 0 5 . 7 4  - -  11  A A C  5 0 5 . 7 4 1 .  -

aGO 1 3 4 1 0 2 7
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3 .  D u r i n g  c h e  e a r l y  y e a r s  o f  c h e  d i s c o v e r y  r o y a l c y

p r o g r a m  i n  C o o k  I n l e c ,  c h e  g o v e r n m e n t  h a d  l i t t l e  o r  n o

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

c h e  c a s e  o f  t h e  G r a y l i n g  N o .  1 - A  a p p l i c a t i o n ,  U n i o n - M a r a c h o n

s u b m i t t e d  d u r i n g  t h e  9 0 - d a y  p e i o d  u n u s u a l l y  c o m p l e t e  i n f o r m a t i o n  

w h i c h  i n c l u d e d  a  c r o s s - s e c t i o n a l  i n c e r p r e c a c i o n  o f  c h e  d a t a .  I c  

w a s  t h i s  c r o s s  s e c t i o n  w h i c h  l e d  T o m  M a r s h a l l  c o  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  c h e  s h a l l o w  M i d d l e  K e n a i  s a n d s  e x t e n d i n g  i n t o

t h e  T r a d i n g  3 a y  f e a t u r e .  S e e  S e c t i o n  V . F . 3  a b o v e .  T h i s  w a s  o n l y  

a n  h y p o t h e s i s ;  l a t e r - a c q u i r e d  e v i d e n c e  p r o v e d  i c  t o  b e  i n c o r r e c t .  

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  t h e  d e o a r t m e n c  c o  d e n y  

c h 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  o n  c h e  g r o u n d  c h a t  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 t e d  t o  d e c e m i n e  c h a t  c h e  M c A r t h u r  

R i v e r  f e a t u r e  w a s  n o c  o v e r l a p p e d  b y  c h e  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  3 a y  g e o l o g i c  s c r u c c u r e .

I t  i s  o n l y  l o g i c a l  c o  p e r m i t  c h e  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  w h e n  ( 1 )  c h e  a p p l i c a n t  s u b m i t t 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 ) c h e  i n f o r m a t i o n  g e n e r a t e d  

p o s s i b l e  d o u b t  a b o u t  t h e  v a l i d i t y  o f  t h e  a p p l i c a c i o n  b u c  c o u l d  

n o c  b e  p r o v e d ,  ( 3 )  c h e  g o v e r n m e n t  c o u l d  o n l y  d e n y  c h e  a p p l i c a t i o n  

b a s e d  o n  i n s u f f i c i e n t  ( r a t h e r  c h a n  c o n t r a r y )  e v i d e n c e  w i c h ^ f c h e  9 0 -  

d a y  p e r i o d ,  a n d  ( 4 )  c h e  r e g u l a t 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  w e r e  v a g u e  a n d  j u d g m e n t a l .  I n  o r d e r  t o  

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

c u t o f f  d a c e  f o r  a n y  f u r t h e r  e v i d e n c e .  " H o w e v e r ,  w h i l e
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U n i o n - M a r a c h o n  a p p e a l e d  c h e  i n i t i a l  d e n i a l  o f  J a n u a r y  2 6 ,  1 9 6 6 ,  

o n  F e b r u a r y  4 ,  1 9 6 6 ,  c h e  D e p a r c m e n c  c o o k  n o  a c c i o n  a c  a l l  f o r  2>i 

y e a r s ,  a c  w h i c h  c i m e  i c  g r a n c e d  U n i o n  60 d i y s  c o  s u b m i c  m o r e  

i n f o r m a t i o n .  On  D e c e m b e r  3 0 ,  1 9 6 3 ,  U n i o n  s u b m i c c e d  a d d i c i o n a l

i n f o r m a t i o n  a n d  r e q u e s c e d  a  h e a r i n g .

T h e  d e p a r c m e n c  d i d  n o c  h o l d  a h e a r i n g  u n c i l  A p r i l  1 7 ,  

1 9 7 0 ,  a l m o s c  f i v e  y e a r s  a f c e r  c h e  9 0 - d a y  p e r i o d  h a d  e l a p s e d .  

H a l f  a  y e a r  a f c e r  c h e  h e a r i n g ,  o n  O c t o b e r  7 ,  1 9 7 0 ,  c h e  c o m m i s ­

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

w a s  a p p e a l e d . c o  c h e  s u p e r i o r  c o u r t ,  w h i c h  r e m a n d e d  c h e  m a c c e r  c o  

c h e  c o m m i s s i o n e r  f o r  a  n e w  d e c i s i o n ,  i n c l u d i n g  c h e  b a s i s  f o r  c h e  

d e c i s i o n .  O n  F e b r u a r y  1 7 ,  1 9 7 2 ,  c h e  c o m m i s s i o n e r  d e n i e d  c e r t i ­

f i c a t i o n  o n  e x a c c l y  c h e  s a m e  g r o u n d s  -is c h e  o r i g i n a l  1 9 6 6  d e c i ­

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

c h e  9 0 - d a y  p e r i o d  c o  d e t e r m i n e  w h e c h e r  G r a y l i n g  M o .  1 - A  w a s  o n  a 

s e p a r a t e  s c r u c c u r e .

I n  s u m m a r y ,  a l t h o u g h  c h e  s c a c e ’ s  d e c i s i o n  n o c  c o  

c o n s i d e r  e v i d e n c e  b e y o n d  c h e  9 0 - d a y  p e r i o d  m a y  i n i t i a l l y  h a v e  

b e e n  r e a s o n a b l e ,  b y  v i r t 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 t  h a s  

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

l i m i t e d  p e r i o d .  F u r t h e r ,  c h e  d i s c o v e r y  r o y a l c y  p r o g r a m  w a s  

r e p e a l e d  i n  1 9 6 9 ,  s o  c h o r e  i s  a l i m i t e d  p o t e n t i a l l y  a d v e r s e  

p r e c e d e n t  r *  c o n s i d e r .

)
/
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T h e r e f o r e ,  i t  i s  a p p r o p r i a t e  c o  c o n s i d e r  a i l  g e o L o g i c  

e v i d e n c e  s u b m i c c e d  b y  U n i o n - M a r a c h o n  i n  c o n j u n c t i o n  w i c h  c h i s  

c a s e  c o  d e t e r m i n e  w h e c h e r  c h e y  a r e  e n c i c i e d  c o  a d i s c o v e r y  

r o y a l c y  o n  c h e  g r o u n d s  c h a c  c h e  M c A r t h u r  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 r o m  c h e  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  

B a y  g e o l o g i c  s c r u c c u r e .

V I I .  G E O L O G I C  S T R U C T U R E .

A .  A p p l i c a b l e  L a w .

%
A C  c h e  c i m e  c h a c  U n i o n - M a r a c h o n  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  M o . L - A  w e l l ,  c h c  h o l d e r  o f  

a  s c a c e  o i l  a n d  g a s  l e a s e  c h a c  d r i l l e d  a n d  m a d e  c h e  f i r s c  d i s ­

c o v e r y  o f  o i l  o r  g a s  i n  c o m m e r 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 c r u c c u r e  c o u l d  b e  r e w a r d e d  b y  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  o n l y  

f i v e  p e r c e n t  f o r  c h e  f i r s c  c e n  y e a r s ,  a f c e r  w h i c h  c h e  n o r m a l  r a c e  

( 1 2  L / 2  p e r c e n t  o f  c h e  v a l u e  o f  c h e  o i l  a n d  g a s  p r o d u c e d )  w a s  

a p p l i c a b l e .  A S  3 3 . 0 5 . 1 3 0 ( a ) .  T h e  p e r c i n e n c  p o r t i o n  o f  

A S  3 3 . 0 5 . 1 3 0 ( a )  p r o v i d e d :

. . . c h e  h o l d e r  o f  a  l e a s e  w h o  d r i l l s  a n d
m a k e s  c h e  f i r s c  d i s c o v e r y  o f  o i l  o r  g a s  i n  
c o m m e r c i a 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  
s h a l l  p a y  a  r o y a l c y  o n  a i l  p r o d u c t i o n  u n a e r  
c h e  l e a s e  o f  f i v e  p e r  c e n c  f o r  1 0  y e a r s  
f o l l o w i n g  c h e  d a c e  o f  d i s c o v e r y  a n d  t h e r e ­
a f t e r  c h e  r o y a l c y  r a c e  s h a l l  b e  n o c  L e s s  c h a n  
1 2  1 / 2  p e r  c e n c .

( E m p h a s i s  s u p p l i e d . )
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T h e  r e g u l a t i o n s  c o n t a i n e d  a t  11  /VAC 3 3 .  2 3 0  ( r e o e a l e d  

N o v e m b e r  9 ,  1 9 7 9 )  ( f o r m e r l y  11  A A C  5 0 5 .  74 —  L I  A A C  5 0 5 . 7 4 8 )

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

b y  A S  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 t i f i c a t i o n :  d a c e

o f  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 ,  a n d  g e o l o g i c  s t r u c t u r e .
I

11  A A C  8 3 . 2 1 0 ( c )  ( r e p e a l e d  N o v e m b e r  9 ,  1 9 7 9 )  ( f o r m e r l y

11  A A C  5 0 5 . 7 4 4 )  s p e c i f i e d  t h e  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 t r u c t u r e ,  t h e  o n l y  c r i t e r i o n  a c  i s s u e  h e r e .  T h e  r e l e v a n t  

p o r t i o n  p r o v i d e d :

T o  e s t a b l i s h  c h e  g e o l o g i c  s t r u c t u r e  f r o m  
w h i c h  c h e  o i l  o r  g a s  c a n  b e  p r o d u c e d ,  c h e  
o p e r a c o r  m u s t  f u r n i s h  p e r t i n e n t  d a t a  c o  c h e  
c o m m i t t e e  w h i c h  w i l l  e n a b l e  i c  t o  d e t e r m i n e  
t h e  g e o L o g i c  s c r u c c u r e  f r o m  w h i c h  c h e  o i l  o r  
g a s  i s  b e i n g  p r o d u c e d .  T h i s  m a y  i n c l u d e ,  b u c  
i s  n o t  l i m i t e d  c o ,  g e o p h y s i c a l  d a t 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 c a .  
e l e c t r i c  L o g s ,  d r i l l i n g  a n d  m u d  l o g s ,  c o r e  
a n a l y s e s ,  s a m p l e  c u t t i n g s  a n d  s a m p L e  l o g s  ar.d 
t h e  o p e r a t o r ' s  i n t e r p r e t a t i o n  t h e r e o f ,  
t o g e t h e r  w i c h  a n y  o t h e r  r e c o r d s  a n d  i n t e r p r e ­
t a t i o n s  c h e  o p e r a t o r  d e e m s  p e r t i n e n t .  t h i s  
d a c a  m u s t  b e  s u p p l i e d  w i c h i n  9 0  d a y s  a f c e r  
c h e  d a c e  o f  c h e  p o t e n t i a l  t e s c  a s  r e q u i r e d  i n  
( b )  o f  t h i s  s e c t i o n .

A d d i t i o n a l  g u i d a n c e  w a s  p r o v i d e d  b y  11  A A C  8 3 . 2 0 5 ( 2 )

( r e p e a l e d  N o v e m b e r  9 ,  1 9 7 9 )  ( f o r m e r l y  11 A A C  5 0 5 . 7 4 1 ( b ) ) ,  w h i c h

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

a n y  s t r u c t u r a l  a n d / o r  s c r a c i g r a p h i c  e n t r a p ­
p i n g  m e c h a n i s m  c o n t a i n i n g  o n e  o r  m o r e  i n ­
t e r v a l s ,  t 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  w h i c h  h a s  c 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  c o  a c c u m u l a t e  a n d  p r e v e n t  c h e  
e s c a p e  o f  o i l  a n d / o r  g a s .  I t  i s  i n t e n d e d  
c h a c  c h e  m e a n i n g  s h a l l  b e  s i m i l a r  c o  c h a c
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u s e d  b y  c h e  U n i c e d  S c a c e s  G e o l o g i c a l  S u r v e y  
i n  c h e ' a d m i n i s t r a t i o n  o f  c h e  F e d e r a l  M i n e r a l  
L e a s i n g  A c c  o f  F e b r u a r y  2 5 ,  1 9 2 0  ( 4 1  S c a c .
4 3 7 )  a s  a m e n d e d .

T h e  d i s c o v e r y  r o y a l c y  s y s c e m  '/as c u r c a i l e d  a n d  f i n a l l y  

a b o l i s h e d  b y  L e g i s l a c i v e  a n e n d n e n c s  i n  1 9 6 7  a n d  1 9 6 9 .  1 9 6 7

e x p l o i c a c i o n  o f  c h e  s c a r e ' s  o i l  a n d  g a s  r e s o u r c e s  w a s  c h o u g h c  c o  

b e  c h e  b e s c  a v e n u e  f o r  r e n e c y i n g  c h i s  s i t u a t i o n .  T h e  c a s h  w o u l d  

c o m e  f r o m  b o n u s e s  f r o m  l e a s e  s a l e s  a n d  f r o m  r o y a l t i e s  f r o m  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 m m e r c i a l  q u a n t i t i e s .  A n  a c t i v e  \

w e r e  t h e r e f o r e  d e s i r e d  g o a l s .  A g a i n s c  c h i s  b a c k g r o u n d  c h e  

s t a t e ' s  d i s c o v e r y  r o y a l t y  p r o g r a m  ( w h i c h  m a d e  i c s  f i r s t  a p p e a r ­

a n c e  a s  s e c t i o n  3 ( 7 ) ,  a r t i c l e  V I I I ,  c h a p t e r  1 6 9 ,  S L A  1 9 5 9 )  w a s  

a d o p t e d  t o  p r o v i d e  a  s u b s t a n t i a l  i n c e n t i v e  t o  o i l  c o m p a n i e s  t o  

c o m e _ t o  A l a s k a  ( w h i c h  w a s ,  a t  t h e  c i n e  o f  s t a t e h o o d ,  a  f r o n t i e r  

a r e a  f r o m  c h e  s t a n d p o i n t  o f  i c s  o i l  a n d  g a s  p o t e n t i a l )  a n d  

c o n d u c t  e x p l o r a t o r y  d r i l l i n z  o p e r a t i o n s  f o r  a n d  p r o  l u c e  o i l  a n d  

g a s  o n  s t a t e  l e a s e d  l a n d .

T h e  d i s c o v e r y  r o y a l c y  p r o g r a m  w a s  p l a i n l y  s u c c e s s f u l .  

I c  i s  o b v i o u s  f r o m  c h e  a t t e n t i o n  d e v o t e d  C o  i n c l u d i n g  c h e  d i s ­

A l a s k a  S e s s .  L . , c h .  9 7 ,  § 2 ;  1 9 6 9  A l a s k a  S e s s .  L . , c h .  6 5 ,  §1 .

B .  H i s t o r i c  B a c k g r o u n d .

I n  1 9 5 9  A l a s k a  w a s  a  c a s h - p o o r  s c a c e .  A c  c h i s  c i n e ,

l e a s i n g  p r o g r a m  a n d  a g g r e s s i v e  e x p l o r a t i o n  a c t i v i t i e s  b y  l e s s e e s
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c o v e r y  r o v a L t y  p r o g r a m  i n  c h e  1 9 5 9  A l a s k a  L a n d  A c c ,  c h c  a c c i v e  

p a r c i c i p a c i o n  o f  o i l  c o m p a n i e s  i n  c h c  d r a f t i n g  o f  c h e  d i s c o v e r * /  

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

c o n t r o v e r s i a l  a w a r d s  c h a c  d i s c o v e r y  r o y a l c y  p r o v i d e d  a n  i n c e n t i v e  

f o r  o i l  c o m p a n i e s  C o  c o m e  c o  A l a s k a .  I t  i s  a l s o  e v i d e n t  t h a c  t h e
I

d i s c o v e r y  r o y a l c y  p r o g r a m  g e n e r a t e d  d r i l l i n g  r a c e s  b e t w e e n  

c o m p e t i n g  c o m p a n i e s  o n  n e i g h b o r i n g  l e a s e s .  U n d o u b t e d l y ,  C o o k  

I n l e c  w o u l d  h a v e  b e e n  e x p l o r e d  a n d  d e v e l o p e d  b y  c h e  o i l  c o m o a n i e s  

e v e n  w i t h o u t  t h e  d i s c o v e r y  r o y a l c y  p r o g r a m .  H o w e v e r ,  c h e  s c a c e ' s  

d i s c o v e r y  r o y a l t y  p r o g r a m  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  a n d  

d e v e l o p m e n t  a c t i v i t i e s  o n  s t a t e  o i l  a n d  g a s  l e a s e s ,  t h u s  h e l o i n g  C  

c o  s a t i s f y  c 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 s h  a s  q u i c k l y  a s  j 

p o s s i b l e  a f c e r  s t a t e h o o d  c o  f u n d  c h e  s t a t e  g o v e r n m e n t  a n d  f i n a n c e  / 

c h e  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 .

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

w e r e  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  c h e  h e a r i n g s  

w h i c h  I  d i d  n o c  c o n s i d e r  a v a l i d  b a s i s  f o r  d e t e r m i n i n g  c h e  i s s u e .

F i r s c ,  I  d i d  n o j ^ _  u s e  , , c h e  p r e d e p o s i c i o n  a p p r o a c h  

a d v a n c e d  b y  M r .  U i l l i a m  V a n  A l e n .  U n d e r  c h i s  a p p r o a c h  M r .  V a n  

A l e n  c o n s t r u c t e d  a  p a l e o s c r u c t u r e  map d e p i c t i n g  t h e  g r e a t e r  

T r a d i n g  B a y  f e a t u r e  a c  c h c  c i m e  h y d r o c a r b o n s  w e r e  d e p o s i c e d  i n  

c h e  r e s e r v o i r  r o c k .  T h i s  p a l e o s c r u c t u r e  m a p  “ w a s  c o n s t r u c t 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  d a c a  b y  ( 1 ) r e s c o r i n g  - a l l  f a u l t  b l o c k s  

c o  c h e  p o s i t i o n s  t h e y  o c c u p i e d  b e f o r e  f a u l t i n g  c o o k  p l a c e ,  ( 2 ) 

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

( 3 )  r e s t o r i n g  c h e  l o c a t i o n  o f  s e d i m e n t s  c o  t h e i r  o r i g i n a l  p o s i ­

t i o n .  T h e  r e s u l t  w a s  t h a c  M r .  V a n  A l e n  d e m o n s t r a t e d  c h e  

e x i s t e n c e  o f  a n  a n c e s c r a l  T r a d i n g  B a y  a n c i c i i n c  d a t i n 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 .  T h e  T r a d i n g  B a y  a n d  M c A r t h u r  

R i v e r  f e a t u r e s  w h i c h  e x i s t  t o d a y  e v o l v e d  f r o m  a  o n c e  u n d t s c c r c e d  

a n t 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  c o  c h a c  a c  M i d d l e  G r o u n d  

S h o a l .  U e r e  I  c o  a d o p t  M r .  V a n  A l e n ' s  a p p r o a c h ,  I  w o u l d  d e n y  c h e  

U n i o n - M a r a c h o n  a p p l i c a c i o n  o n  c h e  g r o u n d  t h a c  b o t h  c h e  T r a d i n g  

B a y  Mo .  1 - A  a n d  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 t u r e s  c h e

o r i g i n  o f  w h i c h  w a s  a  s i n g l e  a n t i c l i n e .

I  h a v e  a c c e p t e d  c h e  a c c u r a c y  o f  M r .  V a n  A l e n ' s  p a l e o -  

s t r u c c u r e  m a p  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  c h e  g e n e r a l  

d e v e l o p m e n t  o f  C o o k  I n l e t  g e o l o g y  n o t w i t h s t a n d i n g  s o m e  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  b y  U n i o n - M a r a c h o n .  H o w e v e r ,  I  d o  n o c  

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  a n  a n c e s c r a l  T r a c i n g  B a y  a n t i c l i n e

i s  p e r t i n e n t  t o  c h i s  d e c i s i o n .  G i v e n  t h e  i n c e n t i v e  n a t u r e  o f  c h e

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

s h o u l d  b e  m a d a  o n  t h e  b a s i s  o f  c h e  g e o l o g y  a s  i t  e x i s t e d  a c  c h e  

t i m e  o f  c 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  w h e c h e r  c h a c  g e o l o g y  

w a s  s u b s t a n t i a l l y  d i f f e r e n t  a t  a n  e a r l i e r  p e r i o d  i n  c i m e .  

O t h e r w i s e ,  t h e  p r o g r a m  n i g h t  n o c  h a v e  a c c o m p l i s h e d  i c s  p u r p o s e  o f  

e n c o u r a g i n g  t h e  d i s c o v e r y  o f  n e w  g e o l o g i c  s t r u c t u r e s .
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S e c o n d ,  I  d i d  n o c  e m p l o y  c h c  K 6 S c o n c e p c  u s e d  b y  c h e

U S G S  i n  c h e  a d m i n i s c r a c i c n  o f  c h e  F e d e r a l  M i n e r a l  L e a s i n g  A c c  o f

F e b r u a r y  2 5 , ” 1 9 2 0 .  41  S c a c .  4 3 7 ,  a s  a m e n d e d ,  a s  d e s c r i b e d  f u r c h e r  

i n  U S G S  C i r c u l a r  4 1 9 .  T h a c  c h e  K G S  c o n c e p c  i s  n o c  d i s p o s i c i v e  

o f  c h e  i s s u e  i s  d e m o n s c r a c e d  b y  c h e  c o n f l i c c i n g  c e s c i m o n y  o f

E m c e c e  F i n l e y  a n d  J o s e p h  D a v i d  " R e d "  C e r k e l ,  b o c 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  c h e  M i n e r a l s  C l a s s i f i c a c i o n  B r a n c h  o f  c h e

U S G S ,  c h e  a g e n c y  r e s p o n s i b l e  f o r  m a k i n g  K G S  d e c c r n i n a c i o n s .

3 a s e d  u p o n  w e l l  c o m p l e c i o n  r e p o r C 3  fc. o m  c h c  o r i g i n a l  

T r a d i n g  B a y  N o .  1 - A  w e l l ,  M r ,  F i n l e y  d r e w  c h e  K G S  b o u n d a r y  a r o u n d  

c h e  7 0 0 0  f o o c  c o n c o u r  ( c s s e n c i a l l y  d e s c r i b i n g  c h e  T r a d i n g  B a y  

f e a c u r e ) .  W h e n  s h o w n  c h e  w e l l  c o m p l e c i o n  r e p o r c s  f r o m  c h e  o c h e r  

T r a d i n g  3 a y  w e l l s  a n d  c h e  G r a y l i n g  N o .  l - A  w e l l ,  M r .  F i n l e y

s c a c e d  c h a c  U S G S  p r a c t i c e  w o u l d  h a v e  b e e n  c o  e x t e n d  c h e  K G S  

b o u n d a r y  c o  e n c o m p a s s  b o c h  a r e a s .  T h u s ,  h i s  o p i n i o n  w a s  c h a c

o n l y  o n e  K G S  w o u l d  h a v e  b e e n  d r a w n  a r o u n d  c h e  T r a d i n g  B a y  a n d  

M c A r c h u r  R i v e r  f e a t u r e s  b y  c h e  U S G S .  M r .  F i n l e y  a d h e r e d  c o  c h i s  

c o n c l u s i o n  e v e n  a f c e r  r e v i e w i n g  U n i o n ’ s  a f c e r - a c q u i r c 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  c h e  b e s t  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  

c h c  T r a d i n g  3 a y  a n d  M c A r c h u r  R i v e r  f i e l d s .

H o w e v e r ,  b a s e d . o n  c h e  i n f o r m a t i o n  a v a i l a b l e  a c  c h e  c i n e  

o f  U n i o n - M a r a c h o n ' 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  c h e  

G r a y l i n g  N o .  1 - A  w e l l ,  M r .  C e r k l e  t e s t i f i e d  c h a c  h e  w o u l d  h a v e

p l a c e d  a n  u n d e f i n e d  K G S  a r o u n d  e a c h  f e a t u r e .  ' T h e n  p r e s e n t e d  w i t h
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c h e  u p d a t e d  i n f o r n a c i o n ,  h e  c e s c i f i e d  c h a c  i c  w a s  s u f f i c i e n t  Co  

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

g a t i o n  a s  c w o  s e p a r a t e  d e f i n e d  K G S s .

F u r t h e r ,  M r .  E d  H a l l ,  a  w i c n e s s  a p p e a r i n g  c n  b e h a l f  o f  

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  U S G S  K G S  d e c e r n i n a c i o h s  

i n  v a r i o u s  o i l  a n d  g a s  p r o v i n c e s  a r o u n d  c h e  U n i t e d  S c a c e s  a n d  

d e m o n s t r a t e d  c o n c l u s i v e l y  c h a c  U S G S  \ r a c c i c e  v a r i e d  s u b s t a n t i a l l y  

f r o m  a r e a  c o  a r e a .  H e  p r o v e d  c h a c  e i c h e r  M r .  F i n l e y ' s  o r  M r .  

C e r k l e ' s  a p p r o a c h  m i g h c  h a v e  b e e n  u s e d  i n  c h i s  c a s e .  M o r e o v e r ,  

c h e  K G S  c o n c e p c  w a s  u s e d  b y  c h e  U S G S  c o  m a k e  d e c e r n i n a c i o n s  a s  c o  

w h e c h e r  l a n d s  w o u l d  b e  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 ,  

n o c  f o r  d i s c o v e r y  r o y a l t y  a w a r d s .  T h e  c o m p e c i c i v e  d e t e r m i n a t 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  c h a n  a  d e c i s i o n  a s  c o  w h e c h e r  a 

l e s s e e  i s  c o  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 w a r d ,  a n d  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  c h e  K G S  f o r  i c s  o r i g i n a l  i n t e n d e d  p u r p o s e  

i s  a c c e p c a b l e ,  s i n c e  c h e  p r i n c i p a l  e f f e c c  i s  o n  p r o s p e c c i v e  

r a c h e r  c h a n  e x i s t i n g  l e s s e e s .  T h i s  m a y  e x p l a i n  w h y  c h e  UG S  d i d  

n o c  f e e l  c o m p e l l e d  c o  i s s u e  C i r c u l a r  4 1 9  u r . c i l  1 9 5 9  d e s p i c e  c h e  

u s e  o f  c h e  K G S  c o n c e p c  i n  t h o u s a n d s  o f  c o m p e c i c i v e / n o n c o m p e c i c i v e  

d e t e r m i n a t i o n s  s i n c e  1 9 2 0 ,  a n d  t h e  o b s e r v a t i o n  i n  C i r c u l a r  4 1 9  

c h a c  n o  p h r a s e  i n  t h e  1 9 2 0  M i n e r a l  L e a s i n g  A c c  " h a s  r e s u l t e d  i n  

m o r e  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  m e a n i n g  c h a n  c h e  p h r a s e  ' k n o w n  

g e o l o g i c  s c r u c c u r e  o f  a  p r o d u c i n g  o i l  a n d  g a s  f i e l d . " '  I n  

e s s e n c e ,  c h c  K G S  c o n c e p c  w a s  f a r  l e s s  p r e c i s e  c h a n  c h e  c a s k  i c  

w a s  e x p e c t e d  t o  a c c o m p l i s h  i n  c i r c u m s t a n c e s  s u c h  a s  p r e s e n t e d  b y



c h i s  c a s e .  I c  w o r k e d  a d e q u a c e L y  isi o b v i o u s  c a s e s  a n d  n o c  w e l l  

a l l  i r .  c l o s e r  o n e s .  T h e r e f o r e ,  w h i l e  c h e  a u c 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 c y — s t a t u t e  a n d  r e g u l a t i o n s  n a y  h a v e  i n c e n d e d  c o  

f o l l o w  f e d e r a l  p r a c t i c e ,  c h e  K G S  c o n c e p c  d i d  n o c  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 c e r i a  t o  p r o p e r l y  f o u n d  a  d e c i s i o n . - ^
J

A  c h i r d  a p p r o a c h  w h i c h  d i d  n o c  p r e s e n c  a  s u f f i c i c n c  

b a s i s  f o r  d c c e r a i n a c i o n  o f  c h i s  c a s e  w a s  c h c  " d o n i n a n c  s c r u c c u r e ' '  

c o n c e p c  u s e d  b y  c h e  d e p a r t m e n t  d u r i n g  c h e  e a r l y  1 9 6 0 s  o n  a n u m b e r  

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 . T h i s  c o n c e r n ,  d e v e l o p e d  b y  

T h o m a s  M a r s h a l l ,  w a s  u s e d  a s  c h c  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  b y  A c l a n c 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  U e s c  F o r e l a n d  U n i c  Mo.  3 a n d  T r a d i n g  3 a y  S c a c e  Mo.  I 

w e l l s ,  b y  T e x a c o  f o r  i c s  T r a d i n g  S a y  S c a c e  M o .  I  w e l l ,  b y  A m o c o  

f o r  c h e  R e d o u b t  S h o a l s  w e l l ,  a n d  b y  U n i o n - M a r a c h o n  f o r  c h e  

G r a y l i n g  M o .  l - A  w e l l .  A i l  o f  c h e s e  a p p i i c a d o n s  e x c c p c  c h e  

C r a y i i n g  a p p l i c a c i o n  w e r e  r e j e c t e d  o n  c h e  b a s i s  c h a c  c h e  g e o l o g i c  

s c r u c c u r e  o n  w h i c h  e a c h  w e l l  w a s  l o c a c e d  w a s  p a r e  o f  c h e  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  3 a y  g e o l o g i c  s c r u c c u r e .  T h e  

G r a y l i n g  a p p l i c a t i o n  w a s  r e j e c t e d  o n  c h c  b a s i s  t h a c  i n s u f f i c i e n t

*  / I n  a d d i t i o n ,  n o n e  o f  c h e  r e g u l a t i o n s  i m p l e m e n t i n g  c h c  A l a s k a  
O i l  P r o v i s o ,  c h e  f e d e r a l  c o u n t e r p a r t  c o  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 g r a m ,  e v e r  u s e d  c h e  t e r m  " k n o w n  g e o l o g i c  s c r u c ­
c u r e  o f  a  p r o d u c i n g  o i l  a n d  g a 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 ,  c h e  c e r m  " g e o L o g i c  
s c r u c c u r e "  w a s  u s e d .  T h e r e  i s ,  t h e r e f o r e ,  n o  e x p r e s s  
a p p l i c a c i o n  o f  c h e  C i r c u l a r  4 1 9  K G S  r a e c h o d o h j g y  c o n t a i n e d  i n  
e i t h e r  f e d e r a l  o r  s c a c e  L a w  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  c o  d e t e r m i n e  w h e t h e r  o r  n o c  c h e  

M c A r c h u r  R i v e r  f e a c u r e  w a s  o v e r l a p p e d  b y  c h e  G r e a c e r  T r a d i n g  S a y  

s c r u c c u r e .

M r .  M a r s h a l l  c e s c i f i e d  c h a c  c h i s  a p p r o a c h  w a s  d e s i g n e d  

c o  c r e a c  e s s e n c i a l l y  i n c a c c  a n t i c l i n a l  a r e a s  a s  d o m i n a n 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 .  

I t  w a s  d e v i s e d  i n  r e s p o n s e  c o  c h e  i n h e r e n t  a m b i g u i t y  o f  c h e  

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

a  d i s c o v e r y  r o y a l c y  c o  c h e  f i r s c  w e l l  d r i l l e d  o n  a  n e w  " g e o l o g i c  

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

l a r g e  a s  C o o k  I n l e c  o r  a s  s n a i l  a s  a n i c r o f o l d .  T w o  c o m p e t i n g  

o b j e c t i v e s  n e e d e d  t o  b e  r e c o n c i l e d  i n  c h e  c o n t e x t  o f  c h c  i n h e r e n t  

a m b i g u i t y  o f  t h e  s t a t u t e :  ( 1 ) c h e  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  c o  e n c o u r a g e  c h e  o i l  i n d u s t r y  c 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  a n d  g a s  p r o v i n c e ,  a n d  ( 2 ) c h e  n e e d  c o  

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

a w a r d  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  n e w  a c c u m u l a t i o n  o f  o i l  

c h a t  w a s  f o u n d .

G e n e r a l l y ,  c h c  d e p a r c m e n c  d i d  a n  e x c e l l e n t  j o b  i n  c h e  

a w a r d  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  

a w a r d s  f o r  C o o k  I n l e t  s h o w s  c h a c  o n l y  o n e  w a s  m a d e  f o r  e a c h  m a j o r  

a n t i c l i n e  i n  c h c  C o o k  I n l e c  a r e a .  A n y  o c h e r  a p p r o a c h  w o u l d  h a v e  

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

m e s h e d  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 b o v e .  H o w e v e r ,  a l l  o f



c h e  o c h e r  a n t i c l i n e s  i n  Cook I n l e t  a r e  r e l a t i v e l y  i n t a c t  a n d  

u n d i s t u r b e d :  t h e  T r a d i n g  B a y / M c A r t h u r  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  c o  t h e  p a c 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

C o o k  I n l e c .  T h e  " d o m i n a n t  s c r u c c u r e "  c o n c e p t  i s  s i n p l y  o v e r l y  

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

a o n c e  s i n g l e  a n t i c l i n e  w a s  s u b s e q u e n t l y  s e v e r e l y  c o m p r e s s e d ,  

d i s t o r t e d ,  a n d  o f f s e t  i n t o  c w c  d i s t i n c t  f e a t u r e s .  A s  a  r e s u l t ,  

c h e  " d o m i n a n t  s c r u c c u r e "  c o n c e p c  d o e s  n o c  p r o v i d e  a s u f f i c i e n t  

b a s t s  c o  d e n y  a d i s c o v e r y  r o y a l c y  a w a r d  s o l e l y  o n  a f i n d i n g  c h a c  

a  w e l l  i s  l o c a c e d  o n  c h e  s a m e  e s s e n t i a l l y  i n c a c c  a n t i c l i n a l  a r e a  

a s  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  t o  d e t e r m i n e  w h e t h e r  c h e

G r a y l i n g  M o .  1 - A  w e l l  w a s  d r i l l e d  o n  c h e  s a m e  " g e o l o g i c  s c r u c ­

c u r e "  a s  c h e  T r a c i n g  3 a y  G o .  1 - A  w e l l ,  t h e r e  m u s t  b e  a n  i n q u i r y  

b a s e d  o n  a  c o m m o n  s e n s e  a n a l y s i s  o f  c h c  p u r p o s e s  o f  c h e  d i s c o v e r y  

r o y a l t y  p r o g r a m .  I  h a v e  d e t e r m i n e d  t h a t  t h i s  i n q u i r y  m u s t  h a v e  

t w o  p a r t s :

P r a r i r i l l i r . q  Z x o c c t o c i c r ‘. : D i d  c h e  l e s s e e ' s  o p p o r t u n i t y

t o  d r i l l  c h e  G r a y l i n g  G o .  l - A  w e l l  o n  c h e  M c A r c h u r  R L v c r  p r o s ­

p e c t .  b a s e d  o n  c h c  i n f o r m a t i o n  a v a i l a b l e  a c  c h e  c i m e  c h c  d e c i s i o n  

w a s  m a d e ,  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  w i t h  

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

c h e  s c a c e  w o u l d  w i s h  c o  e n c o u r a g e  i c  b y  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 e " d r i l l i n g  V e r i f i c a t i o n : D i d  c h e  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  c h e  C r a y l * r . g  N o .  L - A  w e l l  w a s  d r i l l e d  c e n d  c o  

c o n f i r m  c h e  l e s s e e ' s  i n i t i a l  b e l i e f  c h a c  c h e  M c A r c h u r  R i v e r  

f e a c u r e  w a s  r e i a c i v e L y  d i s t i n c t  f r o m  c h e  T r a d i n g  B a y  f e a c u r e .  a n d  

c h a c  a  d e c i s i o n  c o  d r i l l  c o n s c i c u c e d  a r i s k  w h i c h  s h o u l d  b e  

r e w a r d e d  b y  g r a n t i n g  c h e  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 ?

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  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  c h e  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  o p e r a t e s  a c  c h e  t i m e  a 

l e s s e e  i s  f a c e d  w i c h  a d e c i s i o n  c o  c o m m e n c e  a w e l l  o n  a n e w  

o r o s o e c c . I f  c h e  g e o l o g i c  i n f o r m a t i o n  c h e n  a v a i l a b l e  i n d i c a t e d  a 

m a g n i t u d e  o f  d i f f e r e n c e  i n  t r . e  c h a r a c t e r i s t i c s  o f  c h e  T r a d i n g  B a y  

a n d  M c A r c h u r  R i v e r  f e a t u r e s ,  t h e  p o t e n t i a l  a w a r d  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  c h e  o u t c o m e  o f  t h e  d e c i s i o n  

o n  w h e c h e r  3 r . d  w h e n  c o  d r i l l  c h c  w e l l ,  w h i c h  w a s  c h e  p u r p o s e  o f  

t h e  d i s c o v e r y  r o y a l c y  p r o g r a m .

T h e  P c s t - 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  c o  

d e m o n s t r a t e  c h a c  c h c  P r e c r i l l i n g  E x p e c t a t i o n ,  a s  c o n t a i n e d  i n  c h e  

l e s s e e ' 3  g e o l o g i c  i n t e r p r e t a t i o n  o f  c h e  a r e a ,  w a s  n o c  s e r i o u s l y  

i n  e r r o r  a s  a r e s u l t  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  a n d  c h a c  a  

d i s t i n c t  s t r u c t u r e  h a s  b e e n  d i s c o v e r e d .
*

T h e  P r c d r i l l i n g  E x p e c t a t 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  o n  g e o l o g i c  i n f o r m a t i o n  a c q u i r e d  l o n g  a f t e r  a 

w e l l  h a s  b e e n  d r i l l e d  t o  a d j u d i c a t e  a n  a p p l i c a t i o n  w o u l d  r e n d e r
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c h e  d i s c o v e r y  r o y a l c y  c o n c e p c  a m e r e  s p o r t i n g  p r o p o s i t i o n .  T h e  

P o s e - 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  a c  t h e  t i m e  o f  a d e c i s i o n  c o  d r i l l  a 

w e l l  c o u L d  m a k e  a g a m b l e  o u t  o f  w h a c  w o u l d  b e  a v i r t u a l  c e r t a i n t y  

f o r  a p r u d e n t  l e s s e e ,  a n d  t h e  i n c e n t i v e  w o u L d  b e  p r o m o t i n g  

i n e f f i c i e n c y .  T h e r e f o r e ,  b o c h  i n q u i r i e s  m u s e  b e  s a t i s f i e d  t o

j u s c i f y  c h e  d i s c o v e r y  r o y a l c y  a w a r d .

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 .  T h e  d e c i s i o n  b y  I ' n i o n -

M a r a c h o n  c o  d r i l l  c h e  G r a y l i n g  N o .  1 - A  w e l l  w a s  a c c o m p a n i e d  b y  

s u f f i c i e n t  r i s k  w i c h  r e s p e c c  c o  d i s c o v e r y  o f  a  n e w  m a j o r  r e s e r ­

v o i r .  g i v e n  c h e  i n f o r m a c i o n  a v a i l a b l e  a c  c h e  c i m e ,  a s  c o  j u s c i f y  

c h e  p r o v i s i o n  o f  a n  i n c e n c i v e  b y  c h e  s c a c e .  f o r  c h e  f o l l o w i n g  

r e a s o n s :

a .  U n i o n - M a r a c h o n * s  r e c o g n i t i o n  o f  c h e  e x i s t e n c e  

o f  c w o  s e p a r a t a  f e a c u r a s  i n  c h e  T r a d i n g  B a y  a r e a  r e s u l t e d  f r o m  

d a c a  p r o v i d e d  b y  t h e i r  1 9 5 9  o f f s h o r e  s e i s m i c  s u r v e y  o f  C o o k  

I n l e c .  T h e  r e s u l t s  o f  o f f s h o r e  g a 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  1 9 6 0 - 1 9 6 1  i n  p r e p a r a t i o n  f o r  a  1 9 6 1  s c a c e  l e a s e  s a l e  

f u r t h e r  d e f i n e d  t h e s e  c w o  s t r u c t u r e s .  A t  t h i 3  t i m e ,  t h e  c o m ­

p a n i e s  a s s i g n e d  s e p a r a t e  c o d e  n a m e s  t o  b o t h  p r o s p e c t s .  A l t h o u g h  

e v i d e n c e  i n d i c a t e d  t h a t  U n i o n - M a r a t h o n  w a s  a w a r e  o f  t h e  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 t  i n  c h c  d e s i g n a t i o n  o f  c w o  s c r u c -
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c u r e s  r a c h e r  c h a n  o n e  c o l L e c c i v e  T r a d i n g  3 a y  s c r u c c u r e ,  i c  i s  

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

w i c h  d i f f e r i n g  c h a r a c c e r i s c i c s .  M r .  R i c h a r d  L y o n  c e s c i f i e d  c h a c  

c h e  s e i s m i c  d a c a  o n  c h e  T r a d i n g  B a y  f e a c u r e  c o n s i s c e n c L y  s h o w e d  a 

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

T h e  d a c a  f o r  M c A r c h u r  R i v e r ,  h o w e v e r ,  w a s  L e s s  c o n s i s c e n c .  W h i l e  

i n d i c a c i n g  c h e  p r e s e n c e  o f  a n  a n c i c l i n e  w h i c h  m i g h c  b e  a 

c o n s i d e r a b l e  r e s e r v o i r ,  c h e  a n c i c l i n e  w a s  s h a l l o w  a n d  l e s s  w e l l  

d e f i n e d  w i c h  a s u b s c a n c i a l  p o s s i b i l i c y  c h a c  i n s u f f i c i e n c  c l o s u r e  

e x i s c e a  c o  c o n c a i n  a n y  h y d r o c a r b o n s  w h i c h  m i g h c  h a v e  b e e n  

p r o d u c e d .  A s  a r e s u l c ,  U n i o n - M a r a c h o n  b i d  c e n  c i m e s  c h e  b o n u s  

m o n e y  c o  a c q u i r e  c h e  c r a c c  o v e r l y i n g  c h e  T r a d i n g  3 a y  f e a c u r e  a s  

i c  d i d  f o r  c h e  c r a c c  c o v e r i n g  c h e  M c A r c h u r  R i v e r  f e a c u r e .

b .  S e i s m i c  w o r k  d o n e  i n  1 9 6 3  a n d  1 9 6 6  f u r c h e r  

d e f i n e d  c h e s e  c w o  p r o s p e c c s  a n d  w a s  u s e d  c o  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 i l l i n g  i n c e r p r e c a c i o n s  o f  c h i s  s e i s m i c  d a c a  s h o w e d  

c h e  e x i s c e n c e  o f  c w o  f e a c u r e s  s e p a r a c e d  b y  f a u l c i r . g  a n d  a  s y n -  

c l i r . e  a c  b o c h  c h e  s h a l l o w  a n d  d e e p  h o r i z o n s .  I n  1 9 6 6  s e p a r a c e  

A T E s  ( a u c h o r i z a c i o n s  f o r  e x p e n d i c u r e )  w e r e  p r e p a r e d  f o r  m a n a g e ­

m e n t  a p p r o v a l  o r  c h e  c e s c  w e l l s  c o  b e  d r i l l e d  o n  e a c h  g e o l o g i c  

p r o s p e c c .  M r .  L y o n  c e s c i f i e d  c h a c  c h c  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  h i m  w i c h  a d d i c i o n a l  s u p p o r c  w i c h i n  h i s  c o m p a n y  

i n  c h e  c c m p e c i c i o n  c o  o b c a t n  A F E 3  f o r  b o c h  w e l l s .



c .  I n  1 9 6 5  c h r e e  w e l l s  ( i n c l u d i n g  c h e  T r a d i n g

B a y  N o .  I - A  d i s c o v e r y  w e l l )  w e r e  d r i l l e d  c o  L o c a c e  c h e  a c c u m u -

L a c i o n  i i m i r - s  o f  c h e  T r a d i n g  3 a y  s c r u c c u r e  a n d  c o  d e f i n e  c h e

b o u n d a r i e s  o f  c h e  T r a d i n g  B a y  s c r u c c u r a L  c r a p .  W h i l e  c h e  T r a d i n g

B a y  d i s c o v e r y  d i d  c o n f i r m  c h a c  c h e  H e m l o c k  w a s  a  p r o d u c i n g  z o n e
1

w i c h i n  a c  l e a s e  p a r e  o f  c h e  c o l l e c c i v e  T r a d i n g  B a y  a r e a  a s  i c  w a s  

e l s e w h e r e  i n  C o o k  I n l e c .  c h e  e v i d e n c e  o f  s u b s c a n c i a l  f a u l c i n g  

b e c w e e n  T r a d i n g  B a y  a n d  M c A r c h u r  R i v e r  ( a n d  c h e r e f o r e  c h e  l i k e l i ­

h o o d  o f  n o n c o m m u n i c a c i o n  b e c w e e n  a n y  p r o d u c c i v e  z o n e s )  w a s ,  i f  

a n y c h i n g ,  r e i n f o r c e d .  M o r e o v e r ,  d o u b c s  r e g a r d i n g  c l o s u r e  o f  c h e  

M c A r c h u r  R i v e r  a n c i c l i n e  w e r e  i n  n o  w a y  d i m i n i s h e d .

d .  W h i l e  i c  m a y  h a v e  b e e n  t o g i s c i c a i l y  c c n v e -  

n i e n c  f o r  U n i o n - M a r a c h o n  c o  m o v e  i c s  d r i l l i n g  b a r g e  s o u c h  f r o m  

T r a c i n g  B a y  c o  d r i i l  c h e  G r a y l i n g  N o .  1 - A  w e l l ,  T o m  M a r s h a l l  

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

b y  U n i o n - M a r a c h o n  i n c o  a n  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 .  

I c  m u s e  b e  r e m e m b e r e d  c h a c  c h e  s e i s m i c  d a c a  a n d  e v e n  w e l l  d a c a  a c  

c h i s  p o i n c  w e r e  v e r y  s c a r c e  a n d  r e l a c i v e l y  u n r e l i a b l e .  M o r e o v e r ,  

a l l  o f  c h e  w e i l s  i n  c h i s  a r e a  w e r e  o f f s h o r e ,  a n d  c h e r e  w a s  n o  

s u r f a c e  g e o l o g y  w h i c h  c o u l d  b e  u s e d  c o  a s s i s e  i n  c o n f i r m i n g  

3 e i s m i c  d a c a  i n c e r p r e c a c i o n s . M o s c  i m p o r c a n c ,  a l c h o u g h  i c  i s  

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

c h e  l a n d s c a p e ,  C o o k  I n l e c  w a s  a  f r o n c i e r  a r e a  d u r i n g  c h e  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 .  W i c h  c h e  p r e s e n c e  o f  i c e ,  s e v e r e  c i d e s ,  

a n d  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  w a s “ n o  a s s u r a n c e



c h a c  c h c  a r e a  w o u l d  b e  s u c c e s s f u l l y  d e v e l o p e d  e v e n  i f  h y d r o ­

c a r b o n s  w e r e  p r e s e n c .  I c  w a s  v i e w e d ,  c h e r e f o r e ,  m u c h  a s  c h e  

B e a u f o r t  S e a ' o r  c h e  C h u k c h i  S e a  a r e  l o o k e d  a c  n o w  a s  p o c e n c i a l  

o i l  a n d  g a s  p r o v i n c e s .

e .  W h i l e  c h e  H e m l o c k  z o n e  w h i c h  p r o d u c e d  o i l  a c  

T r a d i n g  B a y  w a s  c o n s i d e r e d  p r o s p e c t i v e ,  U n i o n - M a r a c h o n  w e r e  m o r e  

a t t r a c t e d  b y  s t r u c t u r e s  a c  s h a l l o w e r  h o r i z o n s .  T h u s ,  t h e  p r i m e  

t a r g e t  w i t h  r e s p e c t  c o  p o c e n c i a l  r e s e r v o i r  r o c k  w a s  d i f f e r e n t  a c  

M c A r c h u r  R i v e r  c h a n  a c  T r a d i n g  B a y ,  i n c r e a s i n g  c h e  r i s k  f a c t o r .

f .  I n  s u m m a r y ,  c h e  M c A r c h u r  R i v e r  p r o s p e c t  w a s  

v e r y  m u c h  c h e  t y p e  c h a c  c h e  s c a c e  w o u l d  h a v e  w a n t e d  c o  h a v e  

e x p l o r e d .  T h e  a r e a  w a s  d e f i n i t e l y  d o u b t f u l  d e s p i t e  a  d i s c o v e r y  

a c  T r a d i n g  3 a y ,  b u c  c h e  p o c e n c i a l  r e c u r n s  w e r e  l a r g e  g i v e n  c h e  

s i z e  o f  c h e  p r o s p e c c .  S e i s m i c  d a c a  e x i s t i n g  a c  c h e  c i n e  b e f o r e  

C h e  d r i l l i n g  o f  c h e  a r e a  i n d i c a c e d  c w o  s e p a r a c e  p r o s p e c t s  o f  

c o n s i d e r a b l y  d i f f e r e n t  c h a r a c c e r i s c i c s  a n d  r i s k ,  a n d  w o u l d  h a v e  

b e e n  s o  v i e w e d  b y  a n y  c o m p e t e n t  l e s s e e .  U n d e r  c h e s e  c i r c u m ­

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

e x p e d i t i o u s  d r i l l i n g  o f  t h e  M c A r c h u r  R i v e r  p r o s p e c c  w a s  p l a i n l y

* /
i n  c h e  s c a c e ' s  i n c e r e s c . -

* /  W h e c h e r  c h e  d i s c o v e r y  r o y a l c y  p r o g r a m  a c t 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 s i o n  c o  d r i l l  c h e  G 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 .  T o  d e n y  a n  a w a r d  b a s e d  o n  c h e  f a c e  
c h a c  c h e  p a r t i c u l a r  l e s s e e  w o u l d  h a v e  d r i l l e d  c h e  w e l l  
anyx^ay f o r  i c s  o w n  r e a s o n s  w o u l d  b e  u n j u s c l * / ’ p u n i t i v e .  T h e  
q u e s c i o n  i s  w h e c h e r  t h e r e  w a s  s u f f i c i e n c  r i s k  o r  d o u b c  
r e g a r d i n g  s u c c e s s  c h a c  C h e  s c a c e  w o u l d  h a v e  w a n c e d  c o  
e n c o u r a g e  a n  a f f i r m a t i v e  d e c i s i o n  c o  d r i l l .
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2 .  P o s e - D r i l L i n e  V e r i f i c a c i o n .  T h e  a f C e r - a c a u i r e d  

e v i d e n c e  s u b m i c c e d  b y  U n i o n - M a r a c h o n  d e m o n s t r a t e s  c h a c  c h e  

s i c u a c i o n  o c c u r r i n g  a c  c h e  P r e - D r i l l i n g  E x p e c t a t i o n  s c a g e  w a s  a s  

p e r c e i v e d ,  a n d  c h a c  c h e  r i s k  i n v o l v e d  a c  c h e  c i m e  j u s t i f i e d  c h e  

a p p l i c a c i o n  o f  c h e  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 .  I n  f a c e ,  c h e
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  c h a t  c h e  s e p a r a t e n e s s  a n d  

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  c h e  r e s p e c c i v e  r e s e r v o i r s  w a s  

s c m e w h a c  g r e a t e r  c h a n  b e l i e v e d  i n  1 9 6 5 .  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  b y  c h e  f o l l o w i n g  f a c c o r s :

. a .  E v i d e n c e  p r e s e n c e d  b y  c h e  a p p l i c a n t  d e n o n -

s c r a c e s  c h a c  c h e r e  i s  n o  o v e r l a p  i n  a n y  g a s  o r  o i l  f o r m a t i o n  

b e c w e e n  c h e  T r a d i n g  3 a y  a n d  M c A r c h u r  R i v e r  f e a c u r e s .

b .  T h e  e x t e n s i v e  n u m b e r  o f  w e l l s  d r i l l e d  i n  c h e  

i n t e r v e n i n g  a r e a  b e c w e e n  c h e  T r a d i n g  B a y  a n d  M c A r c h u r  R i v e r  

f e a c u r e s  c s c a b l i s h e s  c h a c  c h e r e  i s  n o  c o m m u n i c a t i o n  b e c w e e n  

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  c h e  f e a c u r e s .

c .  A l t h o u g h  b o c h  c h e  T r a d i n g  B a y  a n d  M c A r c h u r  

R i v e r  f e a c u r e s  p o s s e s s  o i l  b e a r i n g  s a n d s  i n  c h e  H e m l o c k  

f o r m a c i o n ,  c h e r e  a r e  b o c h  g a s  ( a b o v e  D z o n e )  a n d  o i l  ( W e s c  

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  c h e  M c A r c h u r  R i v e r  f e a t u r e  w h i c h  

a r e  n o c  p r e s e n t  i n  c h e  T r a d i n g  B a y  f e a c u r e .
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d .  T h e  g e o c h e m i s t r y  f o r  M c A r t h u r  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 ,  a n d

★ /
n a p n h e n e s  f r 5 m  c h a c  d i s c o v e r e d  a c  T r a d i n g  9 a y . -

e .  T h e  a r e a  b e c w e e n  c h e  T r a d i n g  B a y  a n d  M c A r c h u r

R i v e r  f e a c u r e s  i s  c r a n s e c c e d  b y  a  m a s s i v e  s t r i k e  s L i p  f a u l c .  T h e

a r e a  w i c h i n  c h e  T r a d i n g  3 a y  f e a c u r e  w h i c h  a c  c h e  c i n e  o f  c h e  

a n c e s c r a l  a n t i c L i n e  w a s  o p p o s i t e  c h e  M c A r c h u r  r i v e r  f e a c u r e i s  n o w  

3 1 / 2  m i l e s  c o  c h e  e a s e .  M o r e o v e 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  H e m l o c k  c o n e  c o  c h e  e x c e n c  c h a c  i c  i s  3 , 5 0 0

f e e c  d e e p e r  i n  M c A r t h u r  R i v e r  c h a n  i n  c h e  T r a d i n g  B a y  f e a c u r e .

I c  i s  c h e  l a s c  f a c t o r  w h i c h  i s  m o s t  p e r s u a s i v e .  W h e n  

l o o k i n g  a c  c h e  o i l  a n d  g a s  f i e l d s  d i s c o v e r e d  i n  C o o k  I n l e t ,  t h e y  

a r e  n e a r l y  a i l  r e a d i l y  a i s c e r n a b l e  a n d  i n c a c c  a n t i c l i n e s  w i c h  

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 c h i n  e a c h .  O n e  d i s c o v e r y  

r o y a l c y  w a s  a w a r d e d  f o r  e a c h  o f  c h e s e  a n t i c l i n e s ,  t / h i l e  n e a r l y  

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

r o y a l c y  w a s  a w a r d e d  b e f o r e  o r  a f t e r  c h e  G r a y l i n g  1 - A  w e l l  o n  c h e

*  / W h i l e  c h e  a p p l i c a n t  c l a i m e d  c h a c  c h i s  r e s u l t e d  f r o m  d i f f e r ­
e n t  g e o l o g i c  o r i g i n s  o f  T r a d i n g  B a y  a n d  M c A r c h u r  R i v e r ,  i t  
i s  my  o p i n i o n  c h a t  c h e  M c G o o n  a n d  C l a y p o o l  r e p o r t  ( r e f e ­
r e n c e d  i n  E x h i b i t  I  t o  M r .  V a n  A l e n ' s  * t e s t i m o n y )  i s  m o r e  
l i k e l y  c o r r e c t .  I c  i s  c h e i r  b e l i e f  t h a t  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 t e d  f r o m  d i f f e r i n g  b a c t e r i a l  d e t e r i o r a t 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  c h a n  f r o m  a  c o c a i 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  c h e  c o n t e x t  o f  s o u r c e  r o c k .  H o w e v e r ,  
c h i s  d e c s  n o c  a f f e c c  my  c o n c l u s i o n  c h a c  c h e  o n c e  e x i s t i n g  
T r a d i n g  B a y  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 d  i n t o  t w o  v e r y  
d i s t i n c t  s t r u c t u r e s .
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b a s i s  c h a t  l o c a l  f a u l t i n g  c r e a t e d  s e p a r a t e  s t r u c t u r e s  ( i n  f a c t ,  

m o s t  a p p l i c a t i o n s  i n i t i a l l y  f i l e d  o n  t h i s  b a s i s  w e r e  l a t e r  

w i t h d r a w n ) .  T h e  g r e a t e r  T r a d i n g  3 a y / M c A r t h u r  R i v e r  a r e a ,  h o w e v e r ,  

i s  t h e  o n e  h e a v i l y  d i s t o r t e d  a n d  d i s p l a c e d  a n c i c l i n e  i n  C o o k  

I n l e t ,  c h e  o n l y  o n e  i n  w h i c h  m a j o r  o i l  a c c u m u l a t i o n s  a r e  d i v i d e d  

b y  a l a r g e  r e g i o n a l  f a u l t  ( i n  f a c t ,  c h e  o n l y  r e g i o n a l  f a u l t  

p r e s e n t  i n  C o o k  I n l e c ) ,  a n d  s u b s t a n t i a l l y  o f f s e t  i n  v e r t i c a l  

d i s t a n c e  a s  w e l l .

d i s c o v e r y  r o y a l t y  a w a r d s ,  c h e  p u r p o s e  o f  c h e  d i s c o v e r y  r o y a l t y  

s y s t e m ,  a n d  c h e  p o t e n t i a l  r i s k  o f  d r i l l i n g  o n  t h e  M c A r t h u r  R i v e r  

f e a c u r e  ( w h i c h  a p p e a r e d  v e r y  d i f f e r e n t  f r o m  c h e  T r a d i n g  B a y  

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

a f c e r  d r i l l i n g )  j u s t i f i e s  t h e  c o n c l u s i o n  c h a c  ( 1 ) b o c h  c h e  

P r e d r i l l i n g  E x p e c t a t i o n  a n d  P o s t - 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  c h e  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 r o m  c h e  

s t a n d p o i n t  o f  c h e  p u r p o s e  o f  c h e  p r o g r a m ,  ( 2 )  M c A r t h u r  R i v e r  i s ,  

t h e r e f o r e ,  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  f r o m  t h e  s c r u c c u r e  a c  

T r a d i n g  3 a y  w i c h i n  c h c  m e a n i n g  o f  c h e  d i s c o v e r y  r o y a l c y  s t a t u t e s  

a n d  r e g u l a t i o n s ,  a n d  ( 3 )  U n i o n - M a r a t h o n  i s ,  t h e r e f o r e ,  e n t i t l e d  

c o  a d i s c o v e r y  r o y a l c y  a w a r d  f o r  a l l  p r o d u c t i o n  f r o m  l e a s e  A D L

I n  t h e  c o n t e x t  o f  C o o k  I n l e c  g e o l o g y ,  t h e  p a t t e r n  o f

1 7 5 9 4 .

J u n e a u ,  A l a s k a .

u e o i i r Q ^ r f a y n s ^  /
D e p u t y  C o r r a n i s s i o n e r  
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
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na l  s p o n s o r :  T h e  R u l e s  C o m m i t t e e
J^qucat  o f  tho  G o v e r n o r

THE SENATE  BY TH E  COMMERCE COMMITTEE

CS  FOR SENATE  D I L L  NO. 81 

IN TH E  L E G I S L A T U R E  OF THE  S T A T E  OF ALASKA 

S I X T H  L E G I S L A T U R E  -  F I R S T  S E S S IO N  

A B I L L

an A c t  e n t i t l e d :  "An A c t  r e l a t i n g  t o  o i l  and gao  l e a s e s ;  and  p r o v i d i n g

f o r  an e f f t o t l v o  d a t e . "

I T  EN ACTED  BY T H E  L E G I S L A T U R E  0?  THE  S T A T E  OF ALASKA:

* S e c t i o n  1. AS 3 8 . 0 5 . 1 8 0 ( a )  i s  amended t o  r e a d :

( a )  A l l  t i d e  and subm erged  l a n d s ,  m e 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  ga3 13 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 b m e r g 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 d s  

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 e  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 o 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 6  o f  n o t  e x c e e d i n g  2 ,5 6 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 i c h  s h a l l  be as n e a r l y  c o m p a c t  i n  f o rm  a s  p o s s i b l e ,  

up o n  t h e  p ay m en t  by t h e  l e s s e e  o f  s u c h  bonus  as  may be a c c e p t e d  by

t h e  c o m m i s s i o n e r  and o f  s u c h  r o y a l t y  as may be f i x e d  i n  t h o  l e a s e

w h i c 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  rem oved  o r  s o l d  frcrr. t h e  l e a s e .  [HOWEVER,  T H E  HOLDER 

OF  A L E A S E  WHO D R I L L S  AND MAKES T H E  F I R S T  D ISCOVERY  OP O I L  OR 0AS  IN 

COMMERCIAL Q U A N T I T I E S  IN A GEOLOGIC  S TR U CTU R E  S H A L L  PAY A ROYALTY  ON 

A L L  PRODUCTION UNDER TH E  L E A S E  OP F I V E  PER C E N T  FOR 10 YEARS  FOLL0WIN0 

T H E  DATE  O F  DISCOVERY  AND T H E R E A F T E R  T H E  ROYALTY  RATE  S H A L L  BE  HOT

- 1 -  C S S B  81 am H
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U SS3 T"AN 12 1/2 PER C E N T ,  PROVIDED,  HOWEVER, TH A T  THE  ROYALTY R A T E S  

POR TH E  F I R S T  DISCOVERY  IN ANY UNPROVEN AREA OF THE  COOK I N L E T  S E D I - *

MENTARY BASIN  S H A L L  HOT BF L E S S  THAN 12 1/2 PER CENT  UNLESS  T H E  COM­

MISS ION ER  S P E C I F I C A L L Y  PROVIDES THAT  SUCH ROYALTY  S H A L L  BE L E S S  AT 

T IM E  SUCH LANDS ARE OFPERED  FOR L E A S E  AND IN NO EVENT  S H A L L  SUCH 

ROYALTY BE  L E S S  THAN F I V E  PER C E N T . ]  A l l  l a n d s  o t h o r  t h a n  t h o s e  above 

p r o v i d e d  t o  bo 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  n a y  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 f c l v e l y  as  d e t e r m 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  bes 

l n t o r e s t 3  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 a 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 i t i v e  l e a s e s  

s h a l l  bo  c o n d i t i o n e d  upon  t h e  paym en t  by t h e  l e s s e e  o f  a r o y a l t y  o f  

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  re m o ve d  o r  o o l d  V 

f r o m  t h e  l e a s e .  [HOWEVER, TH E  HOLDER OP A L E A S E  WHO D R T L L S  AND MAKES ■ 

TH E  F I R S T  DISCOVERY  OF O I L  OR GAS IN COMMERCIAL Q U A N T I T I E S  IN A QEOLOO-’ 

I C  S TR U C TU R E  S H A L L  PAY A ROYALTY ON A L L  PRODUCTION UNDER TH E  L E A S E  OP 

P IV E  PER C E N T  FOR 10 YEARS F0LL0W IN0 THE  DATE  OP DISCOVERY  AND T H E R E -  , 

A F T E R  T H E  ROYALTY  RATE  I S  12 1/2 PER C E N T . ]  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 e 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  i n  t h e  Cook  

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 i m a r y  t e rm  o f  n o t  more

t h a 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 o n  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  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 .  N o n 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 e r  t h i s

s u b s e c t i o n  s h a l l  be f o r  a p r i m a r y  terra o f  f i v e  y e a r s  and s h a l l  c o n t i n u e

no 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  has  commonced  on  t h e  e x p i r a t i o n  d a t e  o f  t h e  p r i m a r y  t o m  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 c h  o p e r a t i o n s

t o  I n c l u d e  r e d r l l l i 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

th e  o r i g i n a l l y  p r o p o s e d  b o t t o m  h o l o  l o c a t i o n ,  t h e  l e a s e  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  90 d a y s  a f t e r  d r i l l i n g  hao c e a o e d  and  f o r  s o  l o n g  

5B 8 l  am H , . j



t h e r e a f t e r  an o i l  o r  gao l a  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  a l l  o r  

p a r t  o f  t h e  l a n d s  c o v e r e d  b y  t h e  l e a a 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  * y  t h o  s t a t e  u n d e r  lawg  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  a t a t e  and  a p a t e n t  has  n o t  b e e n  l s c u e d  t h e r e o n ,  a c o n d i t i o n a l  i c a a o  

may  be  I s s u e d .  H o w e v e r ,  no t e r m  e x t e n r l o n  may be g r a n t e d  f o r  t h e  

p e r i o d  d u r i n g  w h i c h  t h e  l e a a e  waa c o n d i t i o n a l . [ C O N D IT IO N A L  L E A S E  WAS 

IS S U E D  TH EREO N , T H E  TERM OP T H E  L E A S E  S H A L L  B E  EXTEN D ED  FOR A P ER IO D  

EQU AL TO  TH E  P ER IO D  DURINO WHICH T H E  L E A S E  WAS C O N D IT IO N A L ]

*  S e c .  2 .  T h i s  A c t  ta k e s  o f f e c t  o n  t h o  da y  a f t e r  i t s  p a s s a g e  an d  a p p r o v e  

o r  o n  th o  day  I t  b e c o m e s  law  w i t h o u t  a p p r o v a l .
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CMB 81 M  H

AN ACT

R e l a t i n g  t o o i l  and gas l e a s e s ;  and p r o v i d i n g  f o r  an e f f e c t i v e  
d a t e .

M IT ENACTED BY THE LEGBIATUEE O f THE STATE O f ALASKA;

• S e c t i o n  1 .  A3 3 8 . 0 5 . 1 8 0 ( a )  l a  aornded t o  r e a d :
( a )  A l l  t i d e  and submerged l an d n,  mental  h e a l t h  

l a n d a ,  s c hool  l a n d s ,  and u n i v e r s i t y  l ands  s h a l l  be l e a s e d  
by c o r p c t l t l v e  b i d d i n g ,  and whenever o i l  o r  gas l a  d i s ­
c o ve r ed  In commercial  q u a n t i t i e s ,  the  cor.-tl as  l o n er  s h a l l  
d et ermi ne  t he  e x t e n t  o f  the a r e a  o f  l ands  In a d d i t i o n  to 
t i d e ,  a u b e e r g e d ,  n e n t a l  h e a l t h  l a n d a ,  a c h o o l ,  o r  u n l v e r a l t y  
l ands  In the e a s e  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  which,  
by r e a s o n  o f  the  d i s c o v e r y ,  the  c o r w l a a l o n r 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 ab le  o f  producing o i l  o r  g a s .  and the 
a d d i t i o n a l  landa s h a l l  be l e a s e d  to t h e  h l g h ea t  r e s p o n s i b l e  
q u a i l  Tied 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  under  g e n e r a l  r eg u­
l a t i o n s ,  In u n i t s  o f  not  e j c e e d l n g  7 , 56 0  a c r e s  ( e x c e p t  
t h a t  t i d e  and submerged landa s h a l l  be l e a s e d  In u n i t s  o r  
not  e xc e e d in g  5 , 7 6 0  a c r e s ) ,  which s h a l l  be as  n e a r l y  com­
p a c t  In f o r a  a s  p o s s i b l e ,  upon the  payment by the  l e s s e e  
o f  Such bomia as  nay be a cc ep te d by the commissioner and 
o f  such r o y a l t y  as  s a y be f i x e d  In the  l e a s e  which s h a l l  
not  be l e a s  than 17 1/7  per  c ent  In amount o r  v a l u e  o f  the 
p ro d uc t i on  r eao v e d o r  s o l d  f r o a  t h e  l e a a e .  Al l  l a n d s  o t h e r  
than t ho s e  above pr ov i ded  t o  be l e a t e d  by c o m p e t i t i v e  
b i d d i n g  My  be  l oo se d c o m p e t i t i v e l y  o r  n o n c o m p e t i t i v e ) ;  * * 
determined by the  c o M l s s l o n e r  t o be I n the b e s t  I n t e r e s t s  
o f  t he  s t a t e .  Noncompeti t ive l e a s e s  s h a l l  be I s s u ed  In 
u n l t a  o f  n e t  e x c e ed i n g  7 ,56 0  a c r e s  In any one l e a s e ,  non­
c o m p e t i t i v e  l e a s e s  - h a l l  be e i o d l t l o n r d  upon the  payment 
by t he  l e s s e e  o f  a r o y a l t y  o f  17 1 / 7  p e r  cent  i n  amount o r  
v a l u e  o f  the p rodu c t ion removed o r  s o l d  from the l e a s p .  
C o r p e t l t l v e  l e a s e s  tasued under t h i s  s u b s e c t i o n  a h u l l  be 
f o r  10 y e a r s  e e e e p t  t ha t  In lh«- CooV I n l e t  s edimentary
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M a i n ,  l e a s e s  s h a l l  bo f o r  • primary t e r .  o f n o t . o r e  
than 10 y e a r s  and not  l e a o  t ha n f i v e  y e a r s  a t  the  d i s ­
c r e t i o n  o f  t h e  c oe mds a lone r,  and s h a l l  c o nt i nue  s o  Iona 
t h e r e a f t e r  a s  o i l  o r  e a s  I s  producsd In payi ng  q u a n t i t i e s .  
Hon coo pet i t le#  l e a s e s  I s s u e d  under t h i s  s u b s e c t i o n  s h a l l  
be f o r  a primary term o f  f i v e  y e a r s  and s h a l l  cont i nue  
so  Iona t h e r e a f t e r  a s  o i l  o r  gas l a  produced In paying 
q u a n t i t i e s .  I f  d r i l l i n g  h a s  commenced on the n p l r a t l c n  
d a t e  or  the primary t e r .  o f  the  l e a s e  and l o  continued 
• l t n  r e a s on a b le  d i l i g e n c e ,  such o p e r a t i o n s  t o  I n cl ud e 
r e 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  meana n e e « a e a r y t o  
re ac h  the o r i g i n a l l y  proposed bottom h a l e  l o c a t i o n ,  the 
l e a a e  s h a l l  cont i nue  I n e f f e c t  u n t i l  90 d ays  a f t e r  d r i l l ­
ing has  c e a s e d  and f o r  s o  long t h e r e a f t e r  as  o i l  o r  gas 
Is  produced In payi ng  q u a n t l t l e a .  IT a l l  o r  p a r t  o f  the 
landa covered by t he  l e a a e  a re  l anda  t h a t  have been s e ­
l e c t e d  by t he  s t a t e  under  l a » a  o f  t h e  United S t s t e a  
g r a n t i n g  landa t o  t he  a l a t e  and a p a t e n t  has n o t  been 
I s s u e d  th e re on ,  a c o n d i t i o n a l  l e a s e  n y  b e  l a a u e d .  How­
e v e r ,  no t e n s  e s t e n i l o n  may be g r a n t e d  f o r  the p e r i od  
dur i ng  which the l e a s e  was c o n d i t i o n a l .

• S e c .  2.  T h i s  Act t a k e s  e f f e c t  on the  day a f t e r  l l a  p aa-  
a a « *  and a ppr oval  o r  on the  day I t  becomes law without  a pp ro v a l .
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AN ACT
K r i s t i n e  t v  r a l e  o f  U s h e r  and mater!  I s .

U  n  INACTfO BY TKl lIOISlATUIt OF TMI JTAlf OF ALASKA: ,

• S e c t i o n  1 .  AS j B . 0 5 . l l S  18 a.en-.vd t o r e s d :
S e c .  J 9 . 0 5 . 1 *  L1SUTAT10K2 AND CONDITIONS OF SALK.

(« J  The commissi  ipon r e e o r . e n d s t l o n  o f  t he  d i r e c t o r ,
s h a l l  d e t e r n l n e  tl. .  >ber and o t Le r  M a t e r i a l s  t o  be s o l d ,  
and the l l . l t a t  • -»ns, c o n d i t i o n s  t i d  terms o f  s a l e .  The 
l l a l t s t l o n e ,  c o n d i t i o n s  and t e r s v  s h a l l  I nc l ude  the  u t i l i ­
s a t i o n ,  development  and mslntensr.ee o f  t h e  s u s t a i n e d  y i e l d  
p r i n c i p l e ,  s u b j e c t  t o  p r e f e r e n c e  among o t h e r  b e n r f l c l s l  
u s e s .  The d i r e c t o r  may n e g o t i a t e  a a l e a  o f  t imber  o r  
m a t e r i a l s  wi th o ut  a d v e r t i s e m e n t  and on t h e  l i m i t a t i o n s ,  
c o n d i t i o n s ,  and l e r u  which he c o n s i d e r s  are  In t he  b e s t  
I n t e r e s t s  o f  the  s t s t e ,  s u b j e c t  t o  the approval  o r  the 
commissioner.  However,  not  more than 500 N.B.N. o f  t l s h e r  
or  more than 12 ,50 0 o f  m a t e r i a l s  may be s o l d  by nonadv er­
t i s e d ,  n e g o t i a t e d  s a l e  t o  t he  a a r r  p ur c ha se r  w i t h i n  a one-  
y e a r  p e r i o d .

(b) N e g o t i a t e d  s a l e s  f o r  t l v b e r  o r  m t e r l a l a  not 
e s c e e d l n g  s  v a l u e  o f  1250 a r e  esrwpl  from the p r o v i s i o n s  
o f  13 J t . 1 5 . 1 5 0 .

approved by governor:  stay 5 ,  1919
Actual  e f f e c t i v e  d a t e :  August ) ,  1949



S u b s t i t u t e :  R a s o u r c c s  Committee:  Sn-<?t i t l e .

76.

77.

78.

79.

Begl ch :  R e l a t i n g  t o  r e l o c a t i o n  A s s i s t
anco and a u t h o r i s i n g  payments t o persona 
d i s p l a c e d  by c e r t a i n  highway a c t i v i t i e s :  e f f e c t i v e  d a t e .
Thomas: R e l a t i n g  t o  Judgments  and
o r d e r s  o f  J u v e n i l e  c o u r t s .
B. P h i l l i p s .  Z i e g l e r :  E s t a b l i s h i n g  tho
v o t i n g  ago a t  16 y e a r * ;  e f f e c t i v e  d a t o .
•foscrhson.  K*d<*r: R e l a t i n g  t o  s t a t el e g a l  h o l i d a y s .
J o s c p h s o n :  R e l a t i n g  t o  o i l  and gas
i e a t e  p r o v i s i o n s  r e q u i r i n g  r e p o r t s  of  l a b o r  c o n d i t i o n s .  « * » • « »

*

BO. a .  P h i l l i p s :  R e l a t i n g  t o  the  s t a t e
-u»eun.

0  Rules  Committee by Request  o f  the  Cov­
e n t o r :  R e l a t i n g  t o  o i l  and g a s  l e a s e s
e f f e c t i v e  d a t e .

© S u b s t i t u t e :  Conf er ee  C o e a l t t c e :  Sam*
t i t l e .

* 2.  Rule*  C o o r l t t e e  by R e que st  o f  tha  Gov­
e r n o r :  p r o v i d i n g  f o r  a g u b e r n a t o r i a l
s u c c e s s o r  In the  e v e n t  t h a t  b ot h the

R).

i n  w v n t  g.»s«k wvm
Governor and S e c r e t a r y  o f  S t a t e  are  
t e r p : r a r l l y  a b s e n t  f r o *  t he  o f f i c e .
S l ^ g e t t :  R e l a t i n g  t o  department  o f
f i s h  and gone e mp l o y e e s  a s  g u l d a s .

f i .  I l . d r e t t :  R e q u i r i n g  n o n r e s i d e n t  b i g
js - «  h u n t e r s  t o  t *  accompanied by a g ui de

8 ) .  h e r d e s :  R e l a t i n g  t o  t n e  c o m p i l a t i o n  o f  
Jur y  l i s t s .

4 * .  S u b s t i t u t e :  J u d i c i a r y  Committee:  Same
t i l l s .

S).

*6.

s l t t s e :S u b s t i t u t e ;  Tt ee  Conf er ence  C« 
i s o *  t i t l e .
t e g l c h :  R e l a t i n g  t o  tho r i g h t s  o f
< n i : i i ; t « e ,  r e f e r e n d m  end r c : s l l  r e -  

«d t o :»u> p e o p l e  o f  t he  i r g e r l s e d
boro.*

• 7.  t e g l c h ;  Amending the I t l . l a d 1 R e t i r e -  
r e n t  S y s t e n ;  e f f a . t i v e  d a t e .
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wan c a l l e d  to  o r de r  a t  1 1 : ? 0  a.m.

tlidreM h i s  o b j e c t i o n .  There being no f u r t h e r  
amendment No. 3 war. adopted.

. R by I ' e lm e :

l in e  6 : S t r i k e  "pe r iod"  and add "prov ided the
a pp l i c a n t  nhal l  have complied wi th 
AS 00.00 .110(0)"

Rr.i. Reirne moved and acked unanlmoun concent  »hal  amendment
No, A bo adopted.  Hr. Nuesn o b je c t e d .  Hr. nuerm withdrew
hte  o b je c t i o n .  Hr.  Tweet o b j e c te d .  Vr.  Tweet withdrew bin
o b je c t i o n .  There being  no f u r t h e r  o b j e c t i o n ,  nmrndrwnt No.A wan adopted.

Rrn. Relrne moved nnd acked unanimous concent  tha t  COMMITTEE 
SUBSTITUTE HoR ROUTE RILL NO. 332 amended be cons ide red  en­
g rossed ,  advanced to  t h i r d  r ending  and p laced  on f i n a l  pan­
nage,  There being, no o b j e c t i o n ,  I t  wan no o rdered .

COMMITTEE SUBSTITUTE FOR ROUTE PILL NO. 33? amended was r ead the  t h i r d  t ime.

The q u e s t i o n  being :  "S ha l l  COMMITTEE 3UBSTITUTF. FUR HOUSE
BILL 110. 3 3 ? amended pasa the Noune7 " The r o l l  wan c a l l e d  wi th the  f o l lo w in g  r e s u l t :

Yean: J? -  Am’- r s o n ,  D anf le ld ,  Re l r ne ,  I 'oardmin,
P ore r ,  Rradner ,  Bronson,  Corne l lun ,
C r o f t ,  Deveau, E l l anon,  Nuena, N ar r l n ,  
Haugen, Rennley,  H f l l n t r a n d ,  Holman,
Holm, Jacknon,  bay,  McOIll ,  McVeigh,
H I l l e r ,  Orteek ,  l auknn,  Reever ,  R r t t l r ,  
T ac k e t t ,  Schwann, Tweet,  T l l l l o n ,  Young.

Nayn: 5 -  Fink ,  F r r t t u l a ,  Metca l f ,  Ray, Sa asa ra .

Escused:  3 -  Chance,  Mosea, T c ra t r ov l ch .

And so," COMMITTEE SUBSTITUTE FOR HOUSE BILL NO. 33? amended
passed  the  House and was r e f e r r e d  to  th e  Ch ie f  Clerk f o r  en-  gro.cr.rent.

Hr. Ouesa roved  and arked unanimous consent t h a t  the  House 
r e v e r t  t o  Reporta o f  H an d i n g  Committees.  There t e l o g  no o b j e c t i o n ,  the  House r e v e r t e d  t o

REfl'RTS n r  TTAHMHd COMMITTEES

CS3B The Finance Cormtt t r e  has h id  C°KMIT7tE Tl'RTTITUTF. FOR SHI- 
01 ATE DILL HO. 01 ( r e l a M n g  to  c t l  and r a a  l c i s e s )  under  con­

s i d e r a t i o n  and a m a jn r l ty  o f  the  nenhera ©r t h e  c o e r l l t e e  
r ee om rnd n  I t  do p a t s  w i th  the  fol lowing  a-endment ’

a m e n d m e n t  H o .  I b y  t h e  F i n a n c e  r o m l t t e « :

Tare J ,  l i n e s  1 t t r o u g h  A: Restore d e l e t e d  e a t e r l a l  on
l inen  1 t hrough A ending 
wi th  th e  word AMR.

Fage J ,  l i n e  a :  I ns e r t  fol lowing  m a te r i a l  a f t e r  AMD:
"pa ten t  has  not  t e e n  I s su ed  th e re on ,  
a co nd i t io na l  l e a se  r ay  be i s s ued .

Apri l  16, I960 Hut/T 1. JhtlRNAL

However, no tertn ex t enc lon  may lie CSSR
gr an t ed  f o r  the  pe r io d  d ur ing  whloli 01
t he  leanc wan c o n d i t i o n a l . ”

The r e p o r t  wan nlgned by Mr. Roy, Chairman,  and concur red 
In by Ray, C r o f t ,  Bradner ,  T a c k e t t ,  Haugen and Borer .

COMMITTEE SUBSTITUTE FOR SENATE BILL NO. 01 wan r e f e r r e d  
to  tho Rules Committor f o r  placement  on the ca lc ndn r .

CONSIDERATION OF PA1I.Y CALENDAR ( c o n t i n u e d )

SECOND PEAD1NN OF SENATE BILLS.

COMMITTEE SUBSTITUTE FOR SENATE BILL NO. i91 ( r e l a t i n g  to  L’STl)
p ro per ty  egempt from ex e cu t ion )  was r ead  the necond time 191
wi th  the J u d i c i a r y  Committee r e p o r t  (pngen 710 -  7 Id of  the  
J o u r n o l ).

amendment Ho. 1 by the J u d i c i a r y  Committee:

fnge 1,  l i n e n  1A, 17 and 10: De le te  "a s i n g l e  pernon"
and l n n e r t  In I t a  place  
"he la not  t lm head of  a 
f a m i ly . "

Hr, Cornel lua moved and naked unnritnoun connent  t h a t  amend- USSR 
ment No. 1 be adop ted .  There be i ng  no o b j e c t i o n ,  amendment I'M 
No. 1 wan adopted.  nr

1!
Mr. Corne l ius  moved nnd asked unanlmoun consent  t h a t  COMMIT­
TEE SUBSTITUTE FOR SENATE RILL NO. 191 amended by the  House 
be connldered «ngroaned,  advanced t o  t h i r d  r ead ing  nnd pieced
on r i n a l  p a a s . ge .  There being no o b j e c t i o n ,  I t  wan ao o r ­
dered.

COMMITTEE SUBSTITUTE FOR MOUSE BILL MO. 191 amended by the
House was r ead the  t h i r d  t ime.

The qu es t io n  being :  "Sh a l l  COMMITTEE SUBSTITUTE FOR HOUSr
BILL NO. 191 amended by the Mouse pans the | louae7" The r o l l  
wav c a l l e d  with th e  fo l lowing  r e s u l t :

Yeas: ?9 -  Anderson,  B s n f l e l d ,  Be i rno,  Poardmjn,
Bronson,  C o r n e l i u s ,  C r o f t ,  Devesu,  r i b * ,  
duesn ,  Haugen, Honaley,  Ho),man, l lo l r ,  
J a ckson ,  F.ay, K e r t t u l n ,  Me tc a l f .  H i l l e r ,  
Moaea, Orbeck,  Faukan, Reevon, R e t t t g ,  
T a c k e t t ,  S a n s a r a ,  Schwnrm, Sweet ,  Young.

Nays: 6  -  Bo re r ,  Bradner ,  E l l a s o n ,  N a r r l n ,
II! 11 n t r a n d , T l l l l o n .

Fscused:  5  -  Chance,  M e d l l l ,  McVeigh, R e ra t r o v lc h ,
Pay.

Hr.  E l l a so n  changed Mn vote f r o e  yea to  nay.

And s o ,  COMMITTEE SUBSTITUTE FOR SENATE BILL NO. 191 an»nded 
by the House passed  th e  Koue» and was r e f e r r - d  t o  the  Ch ie f  
Clerk f o r  engrossment .

SFKATt DILL MO. ! 6  ( r e l a t i n g  to  th e  r t f h t a  of  I n l t l s t l v r ,  3D 
referendum and r e c a l l  r e s e rv e d  to  t h e  people o f  the
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lll< And »o,  HOUSE KII.I, 110. J' ll pnsnod th e  lloune.VH
Mr. fttty moved nnd nr.ked unanimous consent  t h a t  the  r o l l  co l l  
on the  pnnnnpe oT HOUSE DILI. HO. 3*11 he con r lde red  the r o l l  
c o l l  on the e f f e c t i v e  do le  c l a u se ,  There helm* no o b je c t i o n ,  
I t  won no o rdered .

HOUSE Ktl.L 110. J^l *<03 r e f e r r e d  to  the Chief  Clerk Tor en-  
pronnment .

IIU IIOU.’iR IIII.I. HO. i T i  f r c l a t l n p  to  the  examinat ion f o r  communl-
.■•71 cab le  d i s e a s e s  o f  per sons  In cus tody)  van read the  neeond

time wi th  the  Hea l th,  Welfare nnd Educat ion Committee r ep or t  
(pope 333 o f  the Jo u rn a l )  nnd the  . lud lc la ry  Committee r epo r t  
(papes 7't'j -  T>(< o f  the  J o u r n a l ) .

m m  Mr. Co rne l ius  moved and ar.ked jnanlmoun connent t h a t  COMMIT-
P73 TEE SUBSTITUTE FOB HOUSE KIM, II'). ?73 he adopted In l i e u  or

HOUSE 111 LI. 110. ?73.  Mr. fluess o b je c te d .  Mr. Huesn withdrew
hlr. o b j e c t i o n .  There belnp no r u r t h e r  o b j e c t i o n ,  COKMITTF.K 
SUBSTITUTE »OH HO I’.Cl KIM, 110. ?7 3 war, adopted.

Mr. Corne l lun  moved and .inked unanlmoun connent t h a t  COMMIT­
TEE SUBSTITUTE ion HOUSE DILL no. ?7) he considered en-  
r r o n s e d ,  advanced to  t h i r d  r e a d ln r  and placed on f i n a l  pan- 
nape.  There beinp no o b j e c t i o n ,  I t  wan no o rdered .

COMMITTED r.miSTITtm HOD IIOl’Sl: l l t L  I/O. ?73 wnn rend the
t h i r d  t ime.

The q u e s t i o n  helnp:  "S h a l l  C0MM1TTII SMHSTITUTF •'OD HOUSE
KILL HO. i*73 pass tlie lloune?" The r o l l  wa! c a l l e d  wi th the 
followlrtp r e n u l t !

f eua :  T? -  Anderson,  P n n f l e l d ,  Be l rne ,  hoardmnn,
Kronnon, C o r n e l iu s ,  l e vea u ,  Fink,  Ouenr., 
H a r r i s ,  l laupen, H l l l n t r n n d ,  Hnhnan,
Holn,  Fay,  K e r t l u l n ,  McOIll ,  D e t e a l f ,  
M i l l e r ,  Moses, Orheck,  l * r a t r o v l c h .
Hay, F e t t l p ,  S u c k e t l ,  Schwa**, Swect , 
T l l l l o n ,  Younr.

Hays: r, -  Korer ,  Uradner ,  C r o f t ,  I II .neon,  p ee v er ,

Excused: C -  Chance,  l lennley,  dack-on,  McVeirn,
f aukan,  Saa sa ra .

r<.: no,  ruicTlTirrr.  roB IIONSB DILL ho.  ? 7 i  passed
the  House and wan r e f e r r e d  to  th e  Ch ie f  Clerk Tor rn r r o n c-
n e n l .

SF/VUU RFAT l/.’d n r  r! I.'A7l HIM '

CSSl! C0MK1TTEI SUB3TITI.7K HJM SENATE DII.L HO. ( r e l a l l n r  to  o i l  
HI and ran l e a se s ;  an t  p r o v i d l n r  Tor an e f f e c t i v e  d a l e )  was 

r ead the  second t i r e  wi th  th e  r e s ou r ce s  Committer repor* 
Ipape *.11 o r  the  J o u r n a l )  and the  Finance committee rm| .,r* 
fpiipea 7TH - 7?i, o r  th e  J o u r n a l ) .

amendwen* Ho, I t y  the  Flrionte Cemntlte*--

Fare », l i r .e-  I t hreu te-m rr deleted material on 
l i r e '  | t l , r "u rh  * endtnc 
f l ’ li * he wnrd AHII.

April 17, I'/C'.'

Pare ' ,  line* I nne r t  the  fo l low inr  ma te r i a l  « P ’ r 
AHli! " pa te n t  han not I eeei Innurd 
th e re o n ,  a condi t  ional  l ease  may i • 
lnnued.  However, no term oxten  on 
may he p ran ted  fo r  the  pe r io d  d u r l n r  
which the  leone wan c o n d i t i o n a l . "

Mr. Crof t  moved and anked unanlmoun consent  th a t  amendment 
Ho. 1 he adopted.  Mr. Kay ob je c te d .  Mr. Kay withdrew h lo  
o b j e c t i o n .  There helnp  no r u r t h e r  o b j e c t i o n ,  amendment IIo. 
1 won adopted.

Mr. Cr of t  moved ond oaked unnnlnoun conaent  t h a t  COMMITTEE 
SUB.'TITUTK KOH SENATE KILL HO. Hi amended by the  lloune be 
cons ide red  rnpronned,  advanced to  t h i r d  r ead lnp  nnd placed 
on f i n a l  panr.ar.e. Mr. Fink o b je c te d .  Mr. Fink withdrew Ida 
o b j e c t i o n .  Mr. Hcflll l  ob je c t e d .  Mr. McOIll withdrew hln 
o b j e c t i o n ,  m e r e  helnp no f u r t h e r  o b j e c t i o n ,  I t  was no o r ­
dered .

COMMITTEE SUBSTITUTE FOB SENATE. KILL HO. Hi amended by the 
House wnn read the t h i r d  t ime.

The que s t ion  helnp:  "Sha l l  COMMITTEE : UKS.TITUTE FOH SENATE
KILL HO. Hi omended by the  House pans the  House?" Th»* r o l l  
wnn c a l l e d  wi th  the  fo l lowing  r e s u l t :

Yeas- 3? -  Anderson,  Bnnf te ld ,  Be l r ne ,  hoardmnn,
Horer ,  Bradner ,  I/ronson, Cornel l u - ,  
C r o f t ,  f eve au ,  E l l a so n ,  P ink,  Cue- , 
H a r r i s ,  llaupen, III11st r a n d , l loln, Kay, 
F e r t t u l o ,  McOIll ,  Me tca i r ,  Moses, 
Orheck,  f e r n t r o v l e h .  Hay, Heeven, 
p e t t l p ,  SacVet t ,  Se hva m ,  Sweet,  
T l l l l o n ,  Yojfip.

Hays* 1 -  M i l l e r .

Moused:  7 -  Chance,  Hensley,  Hchr.an, Jackson ,
HcVelph, f aukan,  S a m a r a .

And s o ,  COMMITTEE SUBSTITUTE FOB SI.HATI KILL NO, Hi ->"-nde,j 
by the  llou-e panned th e  House.

Mr. Oue.-in roved and anked unanimous consent  t h a t  tl.e r o l l  
c a l l  on the  pannape or COMMITTEE SUBSTITUTE FOH SrhATF DILI. 
HO. Hi areiided by the House be cons idered the  r o l l  c a l l  on 
the  e f f e c t i v e  do t "  c l a u s e .  There helnp  no o b j e c t i o n ,  It 
was so o rd e re d .

COM^ITTI I "UPSTITtlTK FOP SENATE DILI HO, *1 amended by the 
House war. r eTr r red  to  tlie Chief  Clerk Tor enprosnment .

Mr. McQl11 pave n o t i c e  o r  r e c o n s i d e r a t i o n  o r  h l r  vr- -rr  iw rn : i  I’K-riTWTE fob r .rnm . KILL no. bj amended t j  the
House.

Mr. C->me|iu* pave riot | e e  of  r e c o n s i d e r a t i o n  of  h l r  v"t> on 
CnMMlTTI I SUKStnUTr. Ef H ."EllATf Ktl.L NO*. Ej amended tv  I ’** 
llou e .

S Ml ATE KIM. HU. 1H7 aer.,|,jed ( r ’ l a t l n p  to  thym e , , l  rherai tPl t 
a n l  p r n v l d l n r  f o r  an r f r r e t l v e  da t e )  war r ead  the  - ec rn d  
t i r e  w|t». if,e H e a l t h ,  Welfare and Educat ion C o r m i i i r r  r epor t  
f pare * *U nr  t l-e J ou r na l )  atvl the  Cr.-**eree C o e r l t t e r  r e|  e r t

".-SP
Hi

CSSI1
Hi
am
I!

; kia.-
an
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January  Id.

Aim*, I f  II  In aKri’° i t i l i '  wi th the  members o f  the 
Ilona" ond Sena te ,  I would sug.genl ) p .m . ,  t l i ln 
unme d a t e ,  an the  » lm<’ f o r  p r e s e n t a t i o n  o r  the  
budget  message and 1969*1970 budget a p p r o p r i a t i o n  
til II t o  a J o in t  nrnnlort of  t h r  L o g in la tu r c .

I Jo in  wi th  a l l  Alaskans In wish ing th e  members 
o r  the  P l r n t  Sess ion  of  the r i s t h  S t i l e  l .egta-  
h i t u r o  u p roduc t ive  am', r ewarding a m n i o n .

Host per sona l  r eg a rds .

Sincerely youra,

s /  Kei th It. H i l l e r
Kr | ' lh 'it. M i l l e r  

f lovernor"

mi-.:;::Aar.", prom tiik iiou’K

A m essage  da ted  January 30, 1969, was read re q u e s t in g  
tli Senate meet In J o i n t  r e s a lo n  January 10, 1969, 
at  11:00 a.m. to  hea r  the O' .vernor 'o S t a t e  o f  A f f i l e s  
metsage,  and a t  j ;09  p.m. t o  r e c r i v e  the Governor ' s  
budget (wear*age.

en i '  r  Hammond r  i v  I und anfeij  onanlmour f  n i ent  ttiat 
u m< sniir." t rui  m. 111«•I to  the  House a c ce p t in g  t h e i r
Invl* it Ion. Ttiei-" be ing re l . J ec t lo n ,  i t  was no 
r l e r e  I.

eii.il r  Mammon 1 r  i v  I .ind aake.i un ant  nous consent  th a t  
a re; - .age be sent to  tti* Mouse as k in g  I t  t o  J o in  with 
the  Senate  In In v i t in g  'Vngreasnan Howard W, Pollock 
• 11 ir- a i * >1 i ne m. ..r m.c Legislature February
In,  I' lhu There t.  Ing «. o b j e c t i o n ,  It was so o r l e r " ! .

• • •
Senat r  IM' ige t t  r eques ted r *■ rw*l . ' o n  to  be e i c m e l  
f r  ' i l l  of  the nate fro*, t ).,/ u n t i l  Konday,
fel.ru try t Tl *e t e l n g  no ob jec t  ton .  I t  was no o rd e re d .

mile isr.Mi.irr

•T rue ‘> c r i ! i r y  r. | r t - l  t ha t  StllATL CrdlCUHI'HlT RK-'OIJJ- 
Tlotl III. ii.unoi log t i e  l a ' e  fc. t.. "Mob” Mart l et  t )
i 11 i ■ i n • re.  t l /  » ngi • I , t gi e I i.y t *ie 1‘t e s M r  nt
and ..i > r o t a r y  ai i t r a r - » l t  t r . |  t (lm House Tor t h e i r  
Cons I deem 11.1..

b'""t i  'I Ah’ n i l ' "  *i i. <>K toATt tu"!H.trrioils

MiA.-r. rotp’ifbht 'IT ni L'*ri 9 H'J. I by s e n a t o r  t ' eg tch .

J j i . u a r y  i d ,  l y i / y .tJEMATE J0UIlNAl.

r apivuu lng  concern of  the L e g i s l a t u r e  fo r  nound o i l  nnd 
gi> ' ionserv.il Ion p r a c t i c e s  In Alaska nnd d i r e c t i n g  tha t  a 
sluJy to  made, was r ead the D r a t  t ime and r e f e r r e d  to  the  
Resources Committee.

IHTPOtJUCTl OH AMD RKPKHKIICK OP S.KllATE (t 1 LLS

SLIIATE IJII.L HO. 80 by Sena t o r  B. P h i l l i p # ,  e n t i t l e d :

"An Act r e l a t i n g  to  tho s t a t e  museum."

was read the f i r s t  t ime nnd r e f e r r e d  to  the  S ta te  A f fa i r s  
Coaail t t o e .

SI.IIATK MILL HO. Rl by the  Rules Committee by re q u e s t  or 
the (Jovernor,  e n t i t l e d :

"An Act r e l a t i n g  to  o i l  and gas l e a s e s ;  nnd p r ov id ing  
f o r  an e f f e c t i v e  d a l e . "

was read the f i r s t  t i r e  nnd r e f e r r e d  to  th e  Resources 
Cor/nl t tee.

The Governor ' s  t r a n s m i t t a l  l e t t e r  cover ing  SENATE MILL 
119. 81 Is as fo l lows :

"Jonuary it, 1969

Tlu» Honorable Jay S.  Ilum.mond 
Chairman,  Senate Rules Committee 
Al.i-.kn M a t e  L e g i s l a t u r e  
Jun eau ,  Alaska 99001

lu-ar Nr. Chairman:

Pursuant t o  M a t . '  Law nnd the Uniform Rules of  the 
t - . g l o l n t u r e ,  1 im t r a n s m i t t i n g  he rewi th  n t i l l  
e n t i t l e d  'An Act r e l a t i n g  to  o i l  nnd gas l eones ;  
and p rov id ing  f o r  an e r f - e t l v r  da t e .*

Thin amendment e l i m i n a t e s  ttie e x t e n s i o n  o f  term on 
the  l eaae Tor londn on which the  S t a t e  hns only 
t e n t a t i v e  approval  at  the t l * e  of  l e a s i n g .  A con­
d i t i o n a l  l e ase  pas o f t e n  been ;onntde rcd  by most 
eo - |  intr  as d r i l l  ab le  t i t l e  and the f ac t  o f  ron-  
U l t l o n a l l t y  1 no de t r imen t  to  development o r  the  
l e j - e * .  3c,mo l e as e s  fiave e i l en de d  t o  l ‘j y e a r s .  1 
r-u 1 tt .at  t he  S t a t e  did not  e o n t c r p l a t e  nor  in tend 
f o r  a l e s see  to  be e n t i t l e d  to  hold a l e as e  beyond 
a I ' n  yea r  pr imary ’. e r a .  This- b i l l  a l s o  r e v e r t s  to  

>. >.■ t r r a  i i  ind gas I r a s * ,  nt  t h r  
d i s c r e t i o n  of  th e  ti'p a r i s e  n t . The s h o r t e r  i r r o  
w i l l  h as te n  drvejr .f iscnt and d r i l l i n g  a c t i v i t i e s  In 
miny are*-  and w i l l  open up r o r e  ippor tu r . l t  l«* f o r  

o j l  k r  stales and lndc|  endent s not  p r e s e n t l y  
a r t  tv* ,r. A laska ,  by ca us ing  t h e  land to  be r e l e as e d  
a t  an e a r l i e r  d a t e ,

M h c r r e l y  yours



SENATE JOURNAL K e h i u i r y  I ' * .  1 9 09

'.'It . i l  'V<‘ ( w o  r e a u l u t I o n s  won r e f e r r e d  l o  t h e  R u l e #

i t n n l l l i / r  f o r  p l a C C I I x  n t  O il  t h e  C O l e n d u t ' ,
i'll
I*

I'M The . 'Hate Arr . i lm  Commit lee  hua had SENATE CONCURRENT
I RESOLUTION 110. I (s tudy of  Alaskan n a t i v e s '  employment)

h i t" conatc lernt Ion arid the committee recommend#
•i i|o pa ss .  Tin* repor t  was s igned by Sena t o r  Eng.itrom,
i.li it i mm, und concurred In by Senator# Kos lmky,  Merdea, 
t t i i t ruvlch and Blodge t t ,

SENATE CONCURRENT RESOLUTION 110. 7 was r e f e r  m l  lo  the  
Rules Committee for  placement on lie- ca lendar .

Senato r  Uleaflet t  moved and aaked unanimous consent  
t h a t  l i l -.1 name tie added aa a sponsor  on SENATE COHCUIIRENT 
INVOLUTION llo. 7.  Tltere Pel h r  no o b j e c t i o n ,  t* wi- :.o ordered.

n t  Tlie . Ha le  A f f a i r s  Connt t i ee  bus had SENATE 1*11.1. 110. 1 O', 
I * i* (r t. 'jtm o f t . , i .  p'U't let  1 1 under c o n s id e r a t io n  and the

n * l i t e i  ncom-eiei  i t  d pa ss .  Tne r'*port was alflned 
by e n a to r  I n c , i r o n ,  Clml rmin,  and con c u r re l  In by 

• n i t  i- Merde , I tu lrov lch ,  Koaloaky and Blodge t t ,

MlAl'K Kit.!. 110. In*, uni  r e f e r r e d  to  tie- Mule- Committee 
f I i l l  eir.ent I. t lie J 1' 1.1 II .

•' it** ' it*- A f f . i l r r  Committee has had SENATE Kil l .  110 I JJ
I})  (II i- .m Right# ' mmlsili .nl m e r  c o n s id e r a t io n  an i  the

• J t t e r  I r e ne . ,  fid" It -I- Tlie r epor t  Wi 3 1 plied
I .  ii.,it*.r In*- ’ i . m, C l i . i l i -m,  an I con c u r re l  In l,y

• i i t ’ t- p u t n v l c l i ,  Hi'rle ind Bl od ge t t ,  p *t ■ . . i i -ur i lng 
*» i . ••nalor V . Insky t < . i , --i nd’. : "O' nut | u - . M

•JlA7. Ill LI. llo. I J t  w.r r e f r r r e d  In th e  Mule:. Committer 
f "e  placement • m tlie al ' -ndar .

Tic i it I A f f a i r  C o - v i l i t f  has ha I CCi'MITTM "•UK ".TITUTt.
t i  i K i ' t  I  JOIN e i  . t . r. l l o .  i ,  i- . f  H a t  I  q u o  I  Cemetery

I l . Inlet  I lie I <>,I| 'M-r.l t Inn U.d lie- • um.nl t t • r e  •' on-
p  -—i, i it P, t i . He- i < pur l  was s Irii, t t y e m t o r

M is, 'hi', i ' i n ( m l  fi’’ urt 'e I In by • 11 11»T h u l l ' V l c h'• r |. , ■ | !.•• 11 and . Ii ky,

I ' illlT I I  I.'TICri 110. | ,  ..• ,
u i  r • T • ■ I * t t '  t h e  R u l e  C o m m i t t e r  f  I I I a e .* r<  i . t  ■ t> t h eI | e | .  I , r .

n»R l i t ,  Aff.i lt  ' .Viwl t t r .  b .  h id  110*7 I. JOINT hi [OllfTIO
i< III. It* | ( iMVM>f  il Ktv " . l i r t  , t h e  1 i t e  :>(*. I., p. "Itbl*

K , i  1 I •  ■ I  1 h i .  l e  t i .  I  t'  i „ t  I  i i  i l l  t h e  — % |  11  e i  t < i H i e 1 . 1

| t  i i * i  T i n  t i  i  f t  w i  Ifi.i I  b y  J i n , t o r  t nf l ' - l ton,
', »11 a in , int  • *. u r re  I in  1/  i i . a tn r -  Herdr* , Ku trovlch,

• I ky ii* I l it ice, t .

February 19, I9t'i
SENATE JOURNAL

HOIIeK JOINT RESOLUTION NO. in won r e f e r r e d  to  t h e  lluloa 
Cummlttce f o r  |> I nee merit on the  c a le nd ar .

Ibe S t a t u  A f f a i r s  Committee Inin had IIOUSK CONCURRENT 
RESOLUTION NO. 0 (commending S en a t o r  Oruenlng) under 
cnir.il d e r a i l  on nnd Urn ■•or.ml I toe rccommenda I t  do pans.  
riM• r e p o r t  was s igned by S en a t o r  Kngntrom, Chairman, 
aid concur red  In by Senator. ’* Koalouky,  Herden anil 
Kutrovlch.  Not concur r ing  was S en a t o r  B l o dg e t t ,  who had 
no recnmnendut loll,

HOUSE CONCURRENT RESOLUTION NO. C wao r e f e r r e d  to  the Rillen 
Cornel I t e e  f o r  placement on the c a le n d ar .

Thu Pittance Committer lias had SENATE RILL NO. 70 
(appropria t ing.  f**r L e g i s l a t i v e  A f f a i r#  Agency) under 
c on s id e r a t io n  and t h e  committee recommends I t  be r ep laced  
with COKNITTI I SUBSTITUTE FOR SENATE RILL NO. 70,  with 
the same t i t l e ,  and t h a t  t h e  Committee S u b s t i t u t e  do 

Tie* r r p  rt  was alRned by S en a t o r  V. f h t l l l p n ,  
Chairman, and concur red In by Senn to ra Lewlr., Bradshaw 
•ml HngglnnJ.  Nut conc ur r in g  wan S en a t o r  H i l l e r  who hud 
tio recommendation.

.-ENATK MILL NO. 70 w*,n r e f e r r e d  t o  the  Rules Committee fo r  

..Ih. i.m i .i mi it., c a l e nd ar .

The H«’..>iurceii Committee hua had SENATE RILL NO. 81 ( o i l  
and r.a 1’ inenl  under eon.■ 1 d e r a t i o n  and the  committee 
recommend I t  do p n  »•, wlt.ii the fo l lowing  amendment:

P a g e  H u e  ( i :  " a n d  t h e  a r e a  n o r t h  o f  t h e  c r e n t

o f  t n e  Brook# R a n g e  b e t w e e n  t t*e  

A r c t i c  Ocean a n d  t h e  A l u r . k u -  

C . i n v l o  b o r d e r ,  a r i d  *>11 s t a t e - 

• ■Wfie.J l u i l d c  s e a w a r d  ' , f  t h i s  a r e a . "

Page .*, I l f  • :  Place p e r i od  a f t e r  " I?  1/. '  | *t  r r n t , v
and d e l e t e  r emainder  o f  se n tence  
which end# mi l i n e  8 wi th  the 
w o t ! . ,  " lea n  than f ive  p e r  c e n t . "

I'ug, . ,  l i ne  i ;  a f t e r  word " l e a a e # , "  I n s e r t  " In‘ * * •• •

Tli>* r e p o r t  wi Ig' .ed by "en.i tor l a l t v r ,  Clialrman, and 
eon .* * I lit i*y e i ia tur  . * , l u t r  11eti,
l l a "  "lid ,.1.1 In l and .  IE t 'OflCMrrlng was . ' .enaler 
(‘hrI  1 1 m * n ,  uii " b id  i.n recommend »» Inn.

. t N7 i ! RILL N' . i wa ' e i i r r e j  i t he  c* -m..r ••• C c . s l t t f n .

IIJR 
I a

NCR
6
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70
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"mi l  nr  Engs I ron  moved itri'l asked utimiImnu.'i consen t  ttint
• In J u d i c i a r y  Committee r ep or t  t o  adop ted .  There
• • Ini', no o t jo c l  Ion,  the r epor t  wnn adopted ihno 
iu .pt  lug the  amendment o f fe rml  hy the  J u d i c i a r y  Com- 

r i l l  too I page JO j ol- the  J o u r n a l ) '

"he re  ho Ini'  no ru r t h e r  amendments, Sena to r  Hammond 
7 0 .1 and naked unanimous connent t h a t  3EIIATE 1(11.1, 

llo. t i ,  urn, ho con.il do rod engrossed ,  advancoil t o  t h i r d  
pending and placed on f in a l  pannage, There being no 
Object 1 nil , I t  win so o rdered.

,'l.flATli hll.l, HO. 7J,  an,  was load the t h i r d  t ime.

ri.o qno.it I on being :  ".".hall 3ENATE hll.l, llo. 73, nm,
fri. itI nal  rn re a l  Income) pasn th e  '’.en.i te7H The r o l l  
wjs taken with the  fol lowing r e a u l t :

V'.in: I* Reg! cl . , B lod ge t t ,  l l u t rov lch ,
C h r i s t l a n a e n ,  Erigalron,  l lagglond, 
l iner..nd, Jor.ephaon, Koalonky, 
Mordcr., M i l l e r ,  Palmer,
V. P h i l l i p s ,  Poland,  Rader,
Thomas i Z ie g le r  and b.  l u l l  U ps .

Nays: I Bradshaw.

Absent :  1 Lewis.

And so,  SENATE HO. 73, am, passed the  S ena te .

Ell ATI: hll.l. HO. I i ,  am, war. r e f e r r e d  to  the Sec re to ry  
f o r  o|,,tro3nmen* .

SENATE JOURNAL Mat'd ) I I ,  I ')!•'>

SENATE Itll.L HO. Si ( o i l  and gas l e nses )  wna read the 
second t ime.

on. ito r  l logglanl moved and asked unanlmoun consent 
th a t  the  Commerce Committee r epor t  be adopted,  thus  
adept InR COMMITTEE MiSTITUTE FOB SENATE [(ltd. NO. 81.
: r n a l o r  H i l l e r  b j e c le d .  : e n a t o r  M i l l e r  withdrew h i s  
o b j ec t  Ion.  Ther*' being no f u r t h e r  o b j e c t i o n ,  the 
' nmwrce  Committer r r |  o r t  wna adop ted ,  thus a l a d i n g  
•O^MirTEE HIP ."7 ITUTI K'd! 3I.NATE hll.L HO. 81.

’.he re  be ing no anendren l -., Se na to r  llar.mond moved and 
taked unanimous connent tha t  CCMNITTE.E SUBSTITUTE 
r  M v.tHATE HIM. HO. •;! be eon a lde r rd  engrossed ,  advanced 
r t h i r d  f eud ing  ir.) place. |  on f l t ia l  pasang'*. Wttloiut 

b j e e l l n n ,  II was so r d ' f e j .

r . r m r m :  s u r e r  uute  ktjii senate b i l l  no. bi wa- r i n d
•f.< t h i r d  t ime.

' .V qu es t io n  f - l i .g :  M a l l  COMMITTl I. SUBSTITUTE KOH
. I.NATE Utl.L HO. 11 f o i l  ar.J gas lca.ae.ml pa s s  ttir

r.»- r J( » r  taken wi th  tlie fo l lowing r ’ . ' u l t :

i » I ' V l c h ,  B l o d g e t t ,  Brad m u ,
1‘ i t rnv lc l i ,  C h r i s t i a n  •».,
E r r . T o n ,  Hagglat 1, n.imc.-r.j, 

cpl .son,  gr.mlosky, C ' r J .  . ,
Ml 11< e ,  I a imer ,  V. Ph1 t i l l ,  
( ' . l and ,  Rader,  Tl mas, Zlegir-r  

i » rni • n r

March  1 1 , l i " ) SENATE JOURHM.

Ilnyn: 0 CSnu
Abaent:  I Lewis.  81

And :it), COMMITTEE SUUSTITUTE FOR SENATE BILL NO. ni 
passed the Sena te .

Se na t o r  Hammond moved and anked unanimous consent  t h a t  
the r o l l  c a l l  rin th e  passage  o f  COMMITTEE SUBSTITUTE: FOR 
SENATE hll.l. NO. 81 be cons ide red th e  r o l l  c a l l  on the 
e f f e c t i v e  do te  c l a u s e .  Without o b j e c t i o n ,  I t  was so o r de r ed .

COMMITTEE SUUSTITUTE Foil SENATE HILL NO. 01 was r e f e r r e d  
to  t h e  S ec r e ta r y  f o r  eng.rosamcnl.

SENATE. BILL HO. . ‘ 0 0  ( se a rc h  w ar ran t s )  was read the  second SI) 
t ime.  700

There being  no amendments, Sena to r  ll'mmond moved and 
asked unanimous consen t  t h a t  SENATE hll.l, HO. 70b be 
cons idered  on g ro in ed , advanced to  t h i r d  r ea d in g  nnd 
placed  on f i n a l  pas sage .  Without o b j o c t l o n ,  i t  was no 
o r d e r e d .

SENATE, hll.l. HO. 700 was r ead the  t h i r d  l ime.

The q u e s t i o n  being.: "Sha l l  SENATE DILI. HO. 7 0 8  ( s ea rc h
w ar ran t s )  pass  the Sena t e? "  The r o l l  was taken wi th the  
fo l lowing r e s u l t :

Veas: l ‘> heg tc h ,  B l o d g e t t ,  Bradshaw,
h i i t r ov lc h ,  C h r i s t i a n s e n ,  Engstrom, 
l laggland,  Hammond, Joaephaon,
K' . slosky, Merdes, M i l l e r ,  Palmer,
V. P h i l l i p s ,  Poland,  Rader ,  Thomas, 
Z ie g le r  ond B. P h i l l i p s .

Nays: 0

Absent :  1 Lewis.

AnJ s o ,  SENATE BILL NO. 7 0 3  passed the  Sena te .

SENATE: BILL ho. 7n0 wis r e f e r r e d  lo  the  S ec r e ta r y  f o r
engrossm ent .

3ENA7L DILI. HO. 718 ( s i n g l e  J u d i c i a l  b a l l o t  In each SB
J u d i c i a l  d i s t r i c t )  was r e a l  th e  second l i n e .  Tl**

There be ing no amendments.  Sena t o r  Hammond moved nnd 
asked unarimoos consen t t h a t  SENATE BILL HO. 718 be 
cons ide red  engrossed ,  advanced to  t h i r d  r ead ing and 
( l aced on f l r n l  passage .  Without o b j e c t i o n .  I t  was so
urd< r- d.

TE- |a* l i o n  being :  "Sh a l l  SENATE BILL HU. .'18 ( s i n g l e
J u d i c i a l  b a l l e t  In each J u d i c i a l  d i s t r i c t )  pass  the 

*m»1 ' 5 "  The r i l l  was tukrt i  wi th  the fo l lowing  r e s u l t :
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M A nrnn ii','' da ted  An*'! I IV, 1909, w.a-, r ea d ,  nt. i t  lur.
, f ’j  t he  House has I'MJC'I SENATE HIM, HO. t .V j . ".EIIATE

JOtllT RESOLUTION 110. JO and SENATE COIICURHbMT 
SJH RESOLUTION 110. JO nnd r e t u r n in g  nan.-.JO

SENATE Ut 1.1, 110. ?V >. nCflATl .TOlflT RESOLUTION 110.
on-J senate conco*it»KHT resolution i n .  30 were
r e f e r r e d  t o  the  S ec r e ta r y  Tor en ro l l me n t .

C.'SU A ne rnnre  ( l at e l  Apri l  IV, 1969, wan r e a l ,  m a t i n , ’ f h«
Ul House hnn panned COMMITTEE SUUSTITUTE F'1* "K’lATI. ■ 11.1.

flo. Ill ( r e l n l l n r  to  o i l  nn-1 (ton l e s se n)  with the
To 11 owl nr. amendment mil r e t u r n i n g  mime.

Rice 3, llri".* 1 through A: Resto re  do l i t  e l  - a t e r l i l
on l inos  1 through A nudlti,: wi th  ANt),

Rare 1, l i n e  A; I n s e r t  t he  fol lowing  ma te r i a l  a r t 
AlltJ: "| it "t i l  h.-M not fceei, i r . ruei  t t .efrofi ,
n ron t l t  t ona l  lenso m,y Lo I s sued .  How­
eve r ,  no t e r n  ex t ens io n  n-iv to- p r in te d  
f o r  t lie fieri,>'| Mr  I n r  will oh 1 ho l ease -'as 
c o n d i t i o n a l . "

Senato r  h.atncr novel  th a t  the Sen i l e  concur  lti t h ’
House ameninent u  C9,»,,ITT1.K SOD'tTIT'JTt: u u “ 1 1IAi:
MILE 110. 01.  :> us t o r  Kngnlrom n b ' e c l e d .

•Senator Dutrovlch novel -«ri I naked un mlm?uu L-ii. - i  ' 
t h a t  tho House nejsae. .  r e l a t i n g  to  ,I9‘" , ITTEK FUM- 
STITUTE FOR SENATE 011.1. *10. fl| he he) | • 
l e g i s l a t i v e  day Tor a c t i o n  ty  tl ie .Senate. There t - l i . r  
no o b j e c t i o n ,  I t  wan ■ > o rdered  mil ' t ie >ep,.» n . 
war. In s t r u c t e d  to  reproduce the iReii-Jnenls f o r  
till ' .r I hut  loll to  a l l  Senato r s .

C't.'Sl A ne r .m re  dated  April  1 9 ,  1969,  a t n t l n g  tie- f t«i i -  h i d  
n*.  pan. tel  COMMITTEE 3OTH7ITUTI *OH SENATE hi EE TUi. IV

( p ale-*) I Ru l e a ) l l n t e r o r . t  al lowed on I udgnent ) wi th  t'o- 
To l l  owl no amendment mil r e t u r n i n g  sane,  t iis »•••«!:

HOUSE COMMITTEE S'JM.STITUTE KOI! CVMTIEI T.' l. .'II. 
for senate MEL no. n o .

Tlie qu es t io n  being :  "ShalI  tl»e Senate csn i r  Jo IV
House nnrndnent t o  COMMITTEE SUR'TITUTI. 'O'* T.S'ATE 
Ull.l. !IO. 1 jf ( i» u l "n P “ On voice vet*., tl,e 
Sen a t r  concurred ,  and the  S ec r e ta r y  was I n s t r a ' t e l  t o  
r.o !iiro rn  the House,

IICS II0U3L COMMt T7K E SUBSTITUTE F9P C0""ITTIK SUMSTtTVTE
r-.-H fop ."EIIATE 111 EE NO. 1 t'< wan r e f e r r e d  to  tho Secre tary  
I i *j f o r  en ro l  l a en t .

I

All ' l l  J l ,  1999 3EHATE JOURNAL

A nor.saRe da ted  ApeJi to ,  1969, was r end ,  n ta l l f ig  the 
lloune has panned COMMITTEE SUUSTITUTE FOR SENATE MLE 
HO. 1A, amended, ( e l e c t r l c o l  naTety)  wl th the  ToI I owI uk 
amendment and r e t u r n i n g  name:

HOUSE COMMITTEE SUUSTITUTE FOR COMMITTEE SUUSTITUTE 
FOR "EIIATE RIEL HO. 1A

Senato r  Thomas moved t h a t  t h r  Senate  concur In the  lloune 
amendment.

The qu es t io n  being,: "Shal l  t he  Seriate concur  In the
House amendment to  COMMITTEE SUUSTITUTE POR SENATE I) I EE 
110. lA, am?” On voice vo te ,  the Senate f n l l e d  to  con­
cur  In the House amendments.

The S e c r e ta r y  was I n s t r u c t e d  t o  so Inform the House and 
req u e s t  th a t  the  House recede  from i t s  omendnont.

A mo.annge dat d Apri l  19, 19^9, wan read,  s t a t i n g  the
House has pe jed COMMITTEE SUUSTITUTE *0R SENATE DIEE
HO. 1 7 A (at- e manpower t r a i n I n r  program) with the  
fol lowing  b vndnent ,  an-J r e t u r n i n g  name:

Page ? ,  l i ne  9: Change one t o  th r ee

Pape ? ,  l i ne  10: ChanRe one t o  t h r e e

PaRe 2 , l i n e  11: Add s to  member ( twice  In l in e )

Page .*, l i n e  1»- Chanre one t o  t h r e e

Sena to r  Hammond moved t h a t  the Senate concur  In the 
House amendments to  COMMITTEE S'jRSTlTHTE FOR CERATE 
Dll.E HO. 17A.

The q u es t i o n  b r i n e :  "Sh a l l  Hie Senate  concur  In the
House amendments to  C MI’ITTEE SUUSTITUTE FOR SEIIATE 
RII.E 110. 17A?" On voice vo te ,  t h e  Senate concurred ,  
and the  S e c r e t a r y  wis I n s t r u c t e d  to  so n o t I r v the  House.

COMMITTEE SUUSTITUTE f o r  SLIIATK Ull.l. HO. 1 /A, an II, 
was r e f e r r e d  to  th e  Se c r e ta ry  f o r  en ro l lmen t .

CSSO 
I/A 

am II

A message da ted  Apri l  19. 1969, wnr. r ea d ,  s t a t l n r ,  the 
llou-.e has passed the fol lowing r e s o l u t i o n s ,  nnd they 
i r e  he rewi th  t r a n s m i t t e d  for  c o n s id e r a t io n :

HOUSE COHCURPEHT RE30LUTI0H HO. ' j i

HOUSE JOJHT Pl.SOLUTIOII IP). 93

HOUSE COIICUPIlEMT RESOEUTIOH 119. ' /  amended

PlRST REAU1HO ADD REPEPEUCE 0 P HOUSE RKSOLUTI S.'.

HOUSE COIICUHREHT "ESOLUTIOII MO. 'j2 by “e.,5 r a . E e r t t u l a  
nnd Paukan, d i r e c t i n g  the  Ee t f l a i a t lv e  Council  to  
conduct u ntudv cn the  r e i n d e e r  I n d us t r y ,  wan read the  
r i r  ;* ’ I r e  and r e f e r r e d  to  tl ie Resources Cor.mittee.



SENATE JO U R N A L
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iilXI'll l.l-S i ::i.ati»mk -  FI (1ST CKSwlOll

Juneau,  Alaska Apri l  22, 1969

Klghty-.11 nth Day

Pursuant  to  adjournment  the Senate wan c a l l e d  to  o rder  
l>y P re s i d en t  P h i l l i p s  n t  i*: I^ p.m.

Roll c a l l  Bhowed n i l  members p r e s e n t .

The p r a y e r ,  o f f e r e d  by the Chap la in ,  the Reverend Ralph 
Wegener, fo l lows:

"Our heavenly wa t h e r ,  t he  Author o f  a l l  freedom, 
we |n  t h in  hour do thank Thee lo r  the  Croat 
Land In which we l ive  and f o r  a l l  l l a  Panic f r e e ­
dom!. '4ay t h i s  freedom mean fo r  ua t h a t  we are 
u r e s pon s i b le  peop le ,  each having s p e c i a l  I n t e r e s t s ,  
and y d  l i v i n g  In the  hop" t h a t  a b e t t e r  tomorrow 
Is a c t u a l l y  p o s s i b l e .  Way i t  mean t h a t  va rying 
op in io ns  muy grow and l iv e  s i de  by s i d e  and a l so 
flow f r e e l y .

We ask Thy d iv in e  b l e s s i n g s  on t h i s  Tenate.
Cause th e  members of  t h i s  body to  d e l i b e r a t e ,  
t o  d eb a te ,  and to  dec ide as I n d i v i d u a l i s t i c ,  
a e i r - r e l l a n t , proper ty-owning  c l t l s e n s  . . . 
who are en l ig h te ned  and a roused as they l i v e  In 
t h i s  atmosphere o f  freedom to  seek to  solve  our 
common problems and t o  p rovide fo r  our  common 
good.

We ask t h i s ,  humbly g r a t e f u l  for  Thy many b le s s in g s  
we do even now en joy .  In the I leaned f a v l o r ' s  
p rec ious  name. Amen."

Tlie S e c r e ta r y  c e r t ,  r i e l  as to  the  co r r e c tn e s s  o f  the 
Journal  for  th e  e l e h t v - f l f t h  l e g i s l a t i v e  day In 
accordance wi th  the r u l e s ,  '‘c n a t a r  Hammond moved and 
asked unanimous consent  t h a t  the Journa l  be approved 
un submi t t ed .  Without o b j e c t i o n ,  I t  was so o rdered .

Tie- message dated Apri l  1'J, 1 y«,*> r e l a t i n g  to  COMMITTEE C.131-
.jOIISTITUTK ron .1tMATfc HILL MO. Ul (page 7bA of the 81
lour na l )  was read aga in  wi th  the House amendments.
This message had been held one l e g i s l a t i v e  day f o r  
study.
Tr-nutor Palmer moved and a -ked unanimous consent thm 
the  Cen.ite concur  In the House amendments to co**VITTKh



T8.' SENATE JOURNAL A p r i l  Si,  I'JO'J

CSSO SUBSTITUTE FOR SENATE HILL )l(). 81 ( r e l a t i n g  to  o i l  
31 nnd gas l e n se s ) .  There being no o b j e c t i o n ,  I t  vino 
tin || $o or' lepcil; and the  S ec r e ta r y  was I n s t r u c t e d  to  no 

Inform the  lloune.

COMMITTEE SUBSTITUTE FOR SENATE BILL NO. 31,  nm II, 
wan r e f e r r e d  to  the S ec r e ta r y  fo r  en ro l l me n t .

SJR A message dated Apri l  21, 19 6 9 * wan rend,  s t a t i n g  the
36 lloune has pnnned SENATE JOINT ntSOLUTION NO. >i'j

nnd SENATE BIEL NO. i 35 and r e t u r n i n g  name.
*3D
PJ5 SENATE JOINT RESOLUTION NO. 8 5  and SENATE HILL NO.

.’ 35 were r e f e r r e d  to  the  S ec r e ta r y  f o r  en ro l lmen t .

A message,  dated  Apri l  J l ,  1969, wan rend,  t r a n s m i t t i n g  
the  e n r o l l ed  copier,  o f  the fo l lowing  r e s o l u t i o n s  
f o r  the s i g n a t u r e s  o f  the  P re s id en t  and S ec r e t a ry !

MOUSE JOINT RESOLUTION NO. 5

HOUSE JOINT RESOLUTION NO. 6

HOUSE JOINT RESOLUTION NO. 5" a r

HOUSE JOINT RESOLUTION NO. '*3

HOUSE JOINT RESOLUTION NO. 85
HOUSE JOINT RESOLUTION NO. 3.

The en r o l l ed  cop i es  o f  the above r e s o l u t i o n s  were 
s igned  by the P re s i de n t  and S e c r e ta r y  and r e tu rn ed  
t o  the Mouse.

C331) A message dated Apri l  21 , 1969, wan r e a l .  S t a t i n g  
. )  t he  House has passed COMMITTEE SUBSTITUTE FOB 
(Jul.)SEMATE PILL NO. i i  ( J u d i c i a r y ) ,  amended, wi th  the 
am fo l lowing  amendment, and r e t u r n i n g  same'

HOUSE COMMITTEE SUBSTITUTE FOR COMMITTEE SUBSTITUTE 
FOR SENATE BILL NO. 2 3 .13 amended bv the Hour-;  
t he amendments fol low:

Page 1, l i n e  11; I n s e r t  a f t e r  " o p e r a t e s " ,  
t h e  words: "or  d r i v e s " .

Page 1, l i n e s  16, 19 and 20: I n s e r t
" o p e r a t i n g  o r"  be fo re the  
word " d r i v i n g " .  iM'let*
"or  In a c tu a l  ph ys i ca l  
co n t ro l  c * 4■

.Senator 'Ihvrui; moved t h a t  the  Senate c c n t u r  In the 
House amendment# to  CT'MITTEK SUBSTITUTE r n ”  EIIATE 
HILl NO. S I ( '  i l l c l a r y ). On vo ice  vo te ,  t h"  serial" 
d id  not concur In the  Mouse amendments. Th*' 
S.e-pctary wa; I n s t r u c t e d  to  so inform the Nome 
aril ask I t  to  r ecede  from i t s  amendment.

A p r i l  i i ,  19 69
SENATE JOURNAL

A message dated Apr i l  21,  1969. was r e a d ,  n t n t t n g  
the  House has passed HOUSE JOINT RESOLUTION NO. 67, 
am, and t r a n s m i t t i n g  same.

rm.e.T RKAD1 lid AND REFERENCE OK HOUSE RESOLUTIONS

HOUSE JOINT RESOLUTION HO. 57, am, by Messrs.  Metcal f  
and Re t t l g  r eq u e s t in g  the  c o n s t r u c t i o n  o f  two a d d i t i o n a l  
s e a - t r a l n  c l i p  f a c i l i t i e s  a t  t he  Port  o f  Seward, was 
read tho f i r s t  t ime nnd r e f e r r e d  to  the  S t a t e  ArTnlrs 
Committee.

COMMUNICATIONS

"April  19. 1969

The Honorable Brad P h i l l i p s  
P res iden t  o f  tho Senate 
Alaska S t a t e  Senate 
Juneau,  Alaska

Dear Brad:

I wish lo  express  my a p p r e c i a t i o n  nnd thanks  to  
you and a l l  my f r i e n d s  In the  Senate .  1 have 
spent  many happy b i r t h d a y s ,  but  the  Senate 
b l r h d a y  pa r ty  on Tuesday topped then a l l .

Again,  many thanks to  you,  the o t h e r  se n a t o r s  
and the  Senate s t a f f  nenebers who made the  
c e l e b r a t i o n  p o s s i b l e .

S i n c e r e l y ,

5 /  Mark Jacob s ,  S r . 
"ark Ja co b s ,  S r”. ""

• • •

Senator  Hammond moved nnd asked unanimous consent  
th a t  th ” S ec r e ta r y  send a r .essnge to  the  House 
req u es t in g  the members to  meet In J o i n t  se s s io n  wi t h 
the  Senate members a t  3:09 p.m. Thursday,  Apr i l  ?3,
1969, to  co n s i d e r  the c o nf i r m a t io n  or r ecent  appointments 
by the Governor.  There being no o b j e c t i o n ,  I t  was so 
o r d e r e d : the  Sec re tn ry  was I n s t r u c t e d  to  t r an sm i t  the  
melange.

11J11 
57 
an

REPORTS OF STAMPIN'! COMMITTEES





COOK INLET DISCOVERY ROYALTY APPLICATIONS

N«meof
Well

Leaaec
(present
immci)

ADL
Number

Date o f 
I&isaxsn

Firat
Affidavit or 
claim ofdia- 
« y g y

Date o f
written
deciaion
granting
diacovery
roviitv

Effective 
dale o f the 
10-yeai 
diacovery 
royalty

Commence­
ment o f 
commercial 
production

Date 
121/2% 
royalty 
replaced 5% 
diacovery 
rayilty-nlc

Period
royalty
actually
reduced

Falla Crock 
Unit No 1

Chevron
ARCO

00590 4/10/61 12/3/63 2/18/64 5/1/61 None No royalty 
ever paid

Never uaed

Middle 
Oround 
Shod No. 1

AMOCO
Getty
Phillips

1759S 6/10/62 11/12/62 1/15/63 6/10/62 5/66 6/10/72 6yeara
1 month

Cook Inlet 
State No. 1

Phillips 17589 8/21/62 11/12/62 11/24/64 9/1/62 3/69 9/72 3 yeara 
6 month*

Beluga 
River Unit 
No. 1

Chevron
ARCO
Shell

17599 12/1/62 9/17/63 12'19/62 1/1/63 3/68 1/73 4 yean 
lOmontha

Granite 
Point No, I

Mobil
Union

18761 5/16/65 5/21/65 9/14/65 6/1/65 5/67 6/75 8 yean
1 month

Trading Bay 
No. I-A

Union
Marathon

18731 5/23/65 6/18/65 8/27/65 6/1/65 1/67 6/75 8 yean
5 mo ith i

Grayling 
No. I-A

Union
Marathon

17594 9/29/65 10/28/65 1/19/82 10/1/65 10/67 10/75 8 yean
1 month

NichoUi 
Creek State 
No. I

f 
1 17598 4/28/66 V23'66 8/19/66 V I/66 10/68 No

production 
after 1972

About 4 
yean

A P P L IC A T IO N S  D E N IE D

K tm eo fv .'tU ADL Number

Trading Bay N \  1 andNo. 2 17597

Shell Middle Ground ShoaJ 18754

W. FortUnd Unit No. 3 I * 777

Redoubt ShoaJ No. 2 29690

Trading Bay Slate No. 1 35431

•ndosure 24
I
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e

N O R T H  S L O P 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 S

L c a s s L A Q L  W e l l  N a m e Field-Name Applicant
Date o f  Status o f
Appl ication Appl ication

28303 Prudhoc Bay State HI P rudhoeB ay  ARCO 3/12/68 Granted

25633 U gnutfl K u p a r u k ARCO-BP 4/7/69 Granted

34633 Sag Delta #4 Endicott BP 2/14/78 Granted

.34 6 3 5  Niakuk #5 Niakuk BP 4/7/85 Granted

28297 Pt. M cIntyre #3 Pt. M cIntyre ARCO 5/12/89 Granted

25906 Milne Point G -l Milne Point Conoco 12/7/89 Denied

Note:

Betw een 1968 and 1977 nine additional notice o f  discovery applications were filed, but the applicants never 
completed the full application procedure. Those nine applications arc now expired.

Enclosure 25
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(con»~co)
Tom P»lnl«r 
Division M«n»g»r

Conoco Inc.
3201 C Street 
Suite 200
Anchorege, AK99S03

S e p t e m b e r  7, 1989

H E C E ’ X $ t i
,'>Cr°61989Hr. J a m e s  Eason

Di r ector, D i v i s i o n  o f  Oil and Gas

D e p a r t m e n t  of Natural R e s ou r c e s  O'ff'crrJ &GA$
P. 0. Box 7034 fflor
A n c h o r a g e , A K  9 9 5 1 0 - 7 0 3 4

• •

D e a r  Mr. Eason:

P u r s u a n t  to p a r a g r a p h  12 o f  lease AOl 2 5 9 0 6  and 11 AA C  8 3 . 2 1 0 ( a ) , Conoco Inc. 

is s u b m i t t i n g  the a t t ac h e d  S t a t e m e n t o f  F irst D i s c o v e r y  of Oil and Gas in 

C o m m e rc i a 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  p r e c e d e n t  to f i l i n g  an application 
for d i s c o v e r y  r o y a l t y  for A D L  25906.

As i n d i c a t e d  in the a t t a c h e d  S t a t e m e n t  and Exhibits, oil and ga s  has been 

e n c o u n t e r e d  in s u f f i c i e n t  s h o w i n g  in w ell no. G-l to c a u s e  Conoco, a reaso n a b l e  

and p r u d e n t  operator, to c o n d u c t  further o p e r a t i o n s  to c o m p l e t e  said well in the 

d i s c o v e r y  zon e  so that the w ell c a n  be t e s t e d  for pot e n t ia l  oil o r  g a s  p r oduction 
in c om m e r c i a l  q uantities.

As r e q u i r e d  in 11 AA C  8 3 . 2 1 0 ( b ),  C o n o c o  will u n d e r t a k e  p r o d u c t i o n  tests in well 

no G-l to e s t a b l i s h  that oil and g a s  has b e e n  d i s c o v e r e d  in commercial 

q u a n t i t i e s .  This testi n g  will take p l a c e  in the l a t t e r  h a l f  o f  September, 19E9, 

a n d  w e  wil l  furn i s h  y o u  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 t a t i o n  (if requested) for 

a r e p r e s e n t a t i v e  of y o u r  d e p a r t m e n t  to w i t n e s s  the testing. The g e o l o g i c  dat a  

r e q u i r e d  in 11 AA C  8 3 . 2 1 0 ( c )  will be f u r n i s h e d  in a timely manner.

If y o u  n eed additional I n f o r m at i o n  c o n c e r n i n g  this S tatement, p l e a s e  c o n t a c t  A1 

H a s t i n g s  at 564-7650. C o n o c o  r e s p e c t f u l l y  r e q u e s t s  t hat the information 

c o n t a i n e d  in the S t a t e m e n t  and at t a c h e d  E x h i b i t s  re m a i n  c o n f i d e n t i a l  until the

lication and c e r t i f i c a t i o n  process.

v i s i o n  M a n a g e r

AEH( j r )

F il e  5 0 0 . 5 8 . 0 8
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(concco)
Conoco Inc.
Sullo 200 
3201 C Su m * 
Anchorag*. AK 99503 
(907) 504-7600

o

D e c e m b e r  7, 1989 RECCiVfD

Hr. J a m e s  Eason

D i r ector, D i v i s i o n  o f  Oil and Gas 

D e p a r t m e n t  of Natural R e s o u r c e s

P. 0. Box 7034

Ancho r a g e ,  A l a s k a  9 9 5 1 0 * 7 0 3 4  

D e a r  Hr. Eason:

Pu r s u a n t  to 11 AA C  8 3 .2 1 5 ,  C o n o c o  Inc., as O p e r a t o r  of the H i l n e  Point Unit and 

the sole W o r k i n g  I n te r e s t  O w n e r  of AD L  25906, r e q u e s t s  d i s c o v e r y  well certifica* 

tion for Well No. G-l. C o n o c o  is in c o m p l i a n c e  w i t h  the fi l i n g  provi s i o n s  of 
• 11 A A C  83.210.

It is m y  u n d e r s t a n d i n g  that the D i v i s i o n  o f  Oil and Gas will publish the 

a p p r o p r i a t e  n o t i c e  o f  this a p p l i c a t i o n  for d i s c o v e r y  royalty. If y o u need 

additional i n f o r m a t i o n  c o n c e r n i n g  this d i s c o v e r y  r o y a l t y  a p p l i c a t io n .  Diease 
c o n t a c t  m e  at 5 6 4 - 7 6 0 1 .  * M

A t t a c h e d  to this a p p l i c a t i o n  is a b r i e f  d i s c u s s i o n  o f  the P r e - D r i l l i n g  

E x p e c t a t i o n  and the P o s t - O r i l l i n g  V e r i f i c a t i o n  for W e n  No. G-l. This d i s c u s s i o n  

su m m a r i z e s  the o t h e r  c r i t e r i a  that have been used ir» he m o r e  r e c e n t  d i s c o v e r y  
r o y a l t y  d e c i s i on s .

V e r y  t ruly yours.

D i v i s i o n  H a n a g e r

AEH(jr) 

A t t a c h m e n t  

file 5 0 0 . 5 8 . 0 8
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WAITCR I. HICK CL. GOVERNOR

D E I W  R T M  E N T  O  F  X  A T  (J K  A L  R E S O U R C E S PO 0OX 703 4
ANCHORAGE. ALASKA 99510-7034 
PHONE. HOT) 762 2S53

01 VISION OF OIL AND GAS

C E R T I F I E D  M A I L
R E T U R N  R E C E I P T  R E Q U E S T E D

A p r i l  , 1 9 9 1

D E C I S I O N

C o n o c o ,  I n c .  
S u i t e  2 0 0  
3 2 0 1  C  S t r e e t

o i l  a n d  G a s  L e a s e  
A D L  2 8 2 9 7  
M i l n e  P o i n t  U n i t

A n c h o r a g e ,  A l a s k a  9 9 5 0 3

M I L N E  P O I N T  U N I T  G - l  W E L L  D E N I E D  C E R T I F I C A T I O N  
AB  A  D I S C O V E R Y  W E L L

T h e  D i v i s i o n  o f  O i l  a n d  G a s  ( 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  M i l n e  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 y  w e l l .  A s  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 l o w ,  t h i s  
d e n i a l  i s  b a s e d  o n  t h e  d e t e r m i n a t i o n  t h a t  o v e r w h e l m i n 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  b y  C o n o c o ,  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 .  T h e  S h a l l o w  O i l  S a n d s  ( S O S )  
a n d  t h e  l a r g e r  s t r u c t u r e  o f  w n i c h  i t  i s  a p a r t  w a s  c l e a r l y  
d i s c o v e r e d  b y  p r e v i o u s  e x p l o r a t i o n ,  a n d  w a s  p u b l i c l y  k n o w n .

P r e v i o u s  d i s c o v e r y  i s  e v i d e n c e d  b y :  ( 1 )  s e v e r a l  h u n d r e d
e a r l i e r  e x p l o r a t o r y ,  K u p a r u k  R i v e r  U n i t  a n d  M i l n 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  w h i c h  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 ,  a n d  ( 2 )  p r e v i o u s  
s u c c e s s f u l  f l o w  t o s t s  o f  t h e  a c c u m u l a t i o n  f r o m  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  M i l n e  P o i n t  U n i t ,  a n d  a  p i l o t  p r o j e c t  
w i t h i n  t h e  K u p a r u k  R i v e r  U n i t .  T h e  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  b y  t h e  g e o l o g i c a l ,  g e o p h y s i c a l ,  a n d  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  b y  C o n o c o ,  a s  w e l l  a s  b y  i n - h o u s e  d a t a .
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T H E .H IS T O R IC A L  BACKGROUND

T h e  l e g a l  b a g i 3  f o r  t h e  d i s c o v e r y  r o y a l t y

T h e  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  r e d u c e d  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  w a s  t h e  
f o r m e r  A S  3 8 . 0 5 . 1 8 0 ( a ) ,  w h i c h  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  w h o  d r i l l s  a n d  m a k e s  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  c o m m e r c i a 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  s h a l l  p a y  a 
r o y a l t y  o n  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  da *-e  o f  
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  o f  
t w e l v e  a n d  o n e  h a l f  p e r c e n t .

A l t h o u g h  t h i s  p r o v i s i o n  w a s  s u b s e q u e n t l y  r e p e a l e d ,  i t  w a s  i n  
e f f e c t  w h e n  A D L  2 5 9 0 6  w a s  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 l o w s :

I f  L e s s e e  s h a l l  d r i l l  o r  s a i d  l a n d  a n d  m ak e  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  c o m m e r c i a l  
q u a n t i t i e s  i n  a n y  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  1 1 ,  b e  f i v e  
p e r c e n t  Z 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 i n g  t h o  
d a t e  o f  s u c h  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  b e  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  1 1 .  I f  t h i s  l e a s e  i s  c o m m i t t e d  t o  a 
u n i t  a g r e e m e n t  a p p r o v e d  o r  p r e s c r i b e d  b y  L e s s o r  
a s  p r o v i d e d  i n  t h o  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 l y ,  
t h o  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  u n d e r  s u c h  
a g r e e m e n t .

R e g u l a t i o n s  i m p l e m e n t i n 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  w e r e  
i n i t i a l l y  a d o p t e d  i n  A u g u s t  1 9 6 3  a r d  w e r e  p u b l i s h e d  a t  
11 A A C  5 0 5 . 7 4  -  11 A A C  5 0 5 . 7 4 8 .  T h e y  w e r e  s u b s e q u e n t l y
a m e n d e d  a n d  r e n u m b e r e d  a s  1 1  A A C  8 3 . 2 0 0  -  11  A A C  8 3 . 2 3 0 .  I n  
J a n u a r y  1 9 8 0 ,  t h e s e  r e g u l a t i o n s  w e r e  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  C o n o c o  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 t m e n t  h a s  u s e d  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 l y ,  a n d  d o e s  n o t  c o n s i d e r  th o rn  t o  b o  c o n t r o l l i n g .

L e a s e  H i s t o r y

H u m b le  o i l  a n d  R e f i n i n g  C o m p a n y  a n d  R i c h f i e l d  O i l  C o r p o r a t i o n ,  
i n  a  5 0 - 5 0  p a r t n e r s h i p ,  p u r c h a s e d  O i l  a n d  C a s  L e a s e  A D L  2 5 9 0 6  
o n  D e c e m b e r  9 ,  196 4  a t  C o m p e t i t i v e  O i l  a n d  G a s  L e a s e  S a l e  1 3 .
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T h e  l e a s e  w a s  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  M a r c h  
1 ,  1 9 6 5 ,  w i t h  a  t e n - y e a r  p r i m a r y  t e r m  a n d  a  f i x e d  r o y a l t y  r a t e  
o f  t w e l v e  a n d  o n e  h a l f  p e r c e n t .  H u m b l e  l a t e r  b e c a m e  E x x o n  
C o r p o r a t i o n  ( E x x o n ) , a n d  R i c h f i e l d  b e c a m e  A R C O  A l a s k a  I n c .  
( A R C O ) . A D L  2 5 9 0 6  w a s  a d d e d  t o  t h e  M i l n 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 i o n  o f  t h e  U n i t ,  e f f e c t i v e  J u n e  1 ,  1 9 8 3 .
C o n o c o  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  o n  J u l y  2 8 ,  1 9 8 7  
a n d  A R C O ' s  i n t e r e s t  o n  N o v e m b e r  2 ,  1 9 8 8 .  C o n o c o  c u r r e n t l y  
r e t a i n s  1 0 0  p e r c e n t  w o r k i n g  i n t e r e s t  a n d  o w n e r s h i p  i n  A D L  
2 5 9 0 6 .

F o u r  w e l l s  h a v e  b e e n  d r i l l e d  o n  A D L  2 5 9 0 6 .  T h e  f i r s t  w e l l  
d r i l l e d  o n  t h e  l e a s e  w a s  t h e  M i l n e  P o i n t  U n i t  G - l ,  w h i c h  w a s  
s p u d d e d  o n  A u g u s t  1 0 ,  1 9 8 9  a n d  c o m p l e t e d  o n  A u g u s t  2 2 ,  1 9 8 9 .  
T h e  w e l l  w a s  d r i l l e d  t o  a  m e a s u r e d  d e p t h  o f  4 7 4 5  f e e t .  T h e  
o p e r a t o r  l o g g e d ,  c o r e d ,  a n d  t e s t e d  t h e  S h a l l o w  O i l  S a n d s  
( S O S ) ,  w h i c h  w e r e ,  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 e v e l o p m e n t  w e l l s  h a v e  b e e n  d r i l l e d  o n  G p a d  
a n d  f o u r  w e l l  e a c h  o n  H ,  I ,  a n d  J  p a d 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  H i s t o r y

C o n o c o  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  o n  S e p t e m b e r  
7 ,  1 9 8 9 .  T h e  s t a t e m e n t  c l a i m e d  t o  h a v e  d i s c o v e r e d  o i l  i n  
" U p p e r  C r e t a c e o u s  F o r m a t i o n  s a n d s t o n e s "  i n  t h e  M i l n e  P o i n t  
U n i t  G - l  w e l l ,  l o c a t e d  o n  A D L  2 5 9 0 6 ,  o n  A u g u s t  1 5 ,  1 9 8 9 .  On 
D e c e m b e r  * ,  1 9 8 9  C o n o c o  t e n d e r e d  a n  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  u p o n  w e l l  t e s t s  
c o n d u c t e d  o n  O c t o b e r  3 1 ,  1 9 8 9 .  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  
a n d  m a d e  p a r t  o f  t h e  a p p l i c a t i o n ,  C o n o c o  c h a r a c t e r i z e d  t h e  
c l a i m e d  d i s c o v e r y  i n  t e r m s  o f  t h o  " S h a l l o w  O i l  S a n d s . "  O n  
D e c e m b e r  1 4 ,  1 9 8 9 * C o n o c o  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  f r o m  w h i c h  t h e  G - l  w e l l  p r o d u c e d  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 . "  T h a t  d o c u m e n t  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 l o w  O i l  S a n d s ,  a n d  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  w h a t  A R C O  A l a s k a ,  I n c .  c a l l s  t h e  " W e s t  
S a k "  a n d  t h e  " u p p e r  U g n u . "

D i v i s i o n  s t a f f  n e t  w i t h  C o n o c o  r e p r e s e n t a t i v e s  o n  J a n u a r y  24 
a n d  F e b r u a r y  6 ,  1 9 9 0  t o  d i s c u s s  t h e  a p p l i c a t i o n .  O n  N o v e m b o r  
1 9 9 0 ,  C o n o c o  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  a n d  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 .  O n  D e c e m b e r  1 0 ,  1 9 9 0 ,  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 t e r m i n e d  t h a t  t h e  a p p l i c a t i o n  w a s  
c o m p l e t o ,  t h o  d i v i s i o n  p u b l i s h e d  n o t i c e  a n d  s e p a r a t e l y  m a i l e 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  k n o w n  
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 e s .

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

D I 8 C P S B I 0 N

T h e  G - l  v e i l  d i d  n o t  m a k e  a  f i r s t  d i s c o v e r y .

T h e  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  b y  m a t e r i a l s  s u b m i t t e d  b y  C o n o c o  i t s e l f ,  i s  t h e  
a b s e n c e  o f  a n y  " f i r s t  d i s c o v e r y . "  T h e  l o c a t i o n  a n d  
d i s t r i b u t i o n  o f  t h e  S O S  h a v e  b e e n  k n o w n  f o r  a l m o s t  t w o  
d e c a d e s .  P u b l i s h e d  m a p s  o f  t h e  g e o l o g i c  s t r u c t u r e  a n d  t h e  o i l  
a c c u m u l a t i o n  f o r  t h e  S O S  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 i l n e  P o i n t  G - l  w e l l .  T h e  a p p l i c a t i o n  i t s e l f  m a k e s  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  h a d  a  p r o - 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  w o u l d  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  s a m e  g e o l o g i c  s t r u c t u r e  a n d  i n t e r v a l  a s  h a d  b e e n  
p e n e t r a t e d  b y  h u n d r e d s  o f  o t h e r  w e l l s  w i t h i n  t h e  M i l n e  P o i n t  
a n d  K u p a r u k  R i v e r  U n i t s .  I n  l i g h t  o f  t h e  a m o u n t  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 -  t h a t  t h e  G - l  w e l l  
c a n  b e s t  b o  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  S O S .  B e l o w  a r e  l i s t e d  a  f e w  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 o  S O S  w a s  
d i s c o v e r e d  l o n g  b e f o r e  t h e  G - l  w e l l .

O  T h e  E a s t  U g n u  N o .  1 W e l l

I n  1 9 6 9 ,  t w e n t y  y e a r s  b e f o r e  t h e  G - l  w e l l  w a s  d r i l l e d ,  t h e  
E a s t  U g n u  M o. I  w e l l  d i s c o v e r e d 1 t w o  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 :  t h e  d e e p e r  K u p a r u k  F o r m a t i o n  ( w h i c h  f o r m s  t h e
b a s i s  o f  p r o d u c t i o n  f r o m  b o t h  t h e  K u p a r u k  R i v e r  U n i t  a n d  t h 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 o  M i l n e  P o i n t  U n i t ) , a n d  a  
s h a l l o w e r  s t r u c t u r e  ( w h i c h  c o n t a i n s  t h e  i n t e r v a l s  C o n o c o  
r e f e r s  t o  a s  t h e  S O S ) . T h e  s h a l l o w e r  s t r u c t u r e  w a s  t e s t e d  a n d  
f l o w e d  h e a v y  o i l  a t  a  r a t e  o f  2 0  b a r r e l s  p e r  d a y .

T h e  E a s t  U g n u  H o .  1 w e l l  i s  l o c a t e d  f o u r  a n d  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 t h w e s t  o f  t h e  G - l  w e l l .  T h e  g e o l o g i c  i s o p a c h  
a n d  s t r u c t u r e  n a p s ,  c r o s s  s e c t i o n s  a n d  i n t e r p r e t e d  s e i s m i c  
d a t a  s u p p l i e d  b y  C o n o c o  s h o w  t h a t  t h e  S O S ,  p r e s e n t  i n  b o t h  t h e

1 B a s e d  u p o n  t h i s  d i s c o v e r y  b y  t h e  E a s t  U g n u  H o .  1 W e l l ,  
t h e  o w n e r s  o f  A D L  2 5 6 3 3  w e r e  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  a n y  p r o d u c t i o n  o f  o i l  a n d  g a s  a n d  a s s o c i a t e d  h y d r o c a r b o n s  
a t t r i b u t e d  t o  t h a t  l e a s e  f r o m  a n y  z o n e  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 l o w  s a n d s ,  d u r i n g  t h e  f i r s t  t e n  y e a r s  a f t e r  
t h o  d a t e  o f  d i s c o v e r y ,  i . e . . f o r  t h e  p e r i o d  f r o m  M a y  1 ,  1 9 6 9  
t h r o u g h  A p r i l  3 0 ,  1 9 7 9 .
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G - l  a n d  E a s t  U g n u  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  s a m e  
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  s a n d s  p r e s e n t  w i t h i n  t h e  
S h a l l o w  S a n d s  I n t e r v a l  i n  b o t h  t h e  G - l  a n d  E a s t  U g n u  N o .  1 
w e l l  a r c  p a r t  o f  t h e  s a m e  r e s e r v o i r .  T h e s e  s a n d s  a r e  p a r t  o f  
a  l a r g e  L a t e  C r e t a c e o u s  a n d  P a l e o g e n e  d e l t a i c  s y s t e m ,  a n d  a r e  
i n t e r p r e t e d  a s  b e i n 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  a n d  f l u v i a l  e n v i r o n m e n t s .

P e 3 e r v o i r 3  f o u n d  i n  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  a n d  p a r t i a l l y  i s o l a t e d  s a n d s .  T h e  i n d i v i d u a l  
s a n d  b o d i e s  w h i c h  m a k e  u p  t h e  S O S  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 .  H o w e v e r ,  g e o l o g i c a l ,  g e o p h y s i c a l ,  
a n d  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  a n d  s m a l l  f a u l t s ,  t h e  S O S  r e s e r v o i r  
i s  c o n t i n u o u s  b e t w e e n  E a s t  U g n u  N o .  1 a n d  M i l n e  P o i n t  G - l .

O  C o n o c o 1s 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

O n  D e c e m b e r  7 ,  1 9 8 9 ,  C o n o c o  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  a n d  m a d e  p a r t  
o f  t h a t  a p p l i c a t i o n  w a s  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  d o c u m e n t s  a d m i t s

T h e  r i s k  o f  g e o l o g i c  n o n s u c c c s s  f o r  t h e  s h a l l o w  
s a n d s  a t  M i l n e  P o i n t  i s  s m a l l .  S u f f i c i e n t  
r e a 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  
r  N o .  G - l  m i n i m i z e d  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 .

T h e  n e x t  p a r a g r a p h  o f  t h e  d o c u m e n t  g e n e r a l l y  d i s c u s s e s  t h e  S O S  
i n  t h e  M i l n e  P o i n t  U n i t  a n d  t h e  W e s t  S a k  i n  t h e  K u p a r u k  R i v e r  
U n i t  a s  t h e  s a m e  s t r u c t u r e ,  a n d  e s t i m a t e s  t h a t  i n  e x c e s s  o f  
$ 1 5 0  m i l l i o n  h a d  b e e n  e x p e n d e d  i n  d r i l l i n g ,  t e s t i n g  a n d  p i l o t  
p r o j e c t  w o r k .  T h e  d o c u m e n t  b l u n t l y  c h a r a c t e r i z e s  t h 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  f r o m  t h e  S O S  
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  a n d  p r o d u c t i o n  p r o b l e m ,  
a n d  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 . "

T h -  a t t a c h m e n t  t o  t h e  a p p l i c a t i o n  g o e s  o n  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  w e r e  c o n f i r m e d :

T h e  p o s 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 e f o r e  d r i l l i n g  
c o m m e n c e d  w a s  c o r r e c t .  M i n o r  c h a n g e s  i n  s a n d  
t h i c k n e s s  a n d  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  b e y o n d  a n y  d o u b t  t h a t  C o n o c o  d i d  no.. d i s c o v e r  t h e  
s t r u c t u r e .  I t  k n e w  t o  a  h i g h  d e g r e e  o f  c o n f i d e n c e  a n d  
s p e c i f i c i t y  w h a t  i t  w o u l d  e n c o u n t o r .



O  T h e  a p p l i c a t i o n  f o r  a  p a r t i c i p a t i n g  i r e a  f o r  
p r o d u c t i o n  f r o m  t h e  S O S

O n  N o v e m b e r  1 6 ,  1 9 8 9 ,  C o n o c o  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  
a n d  G a s  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  
M i l n e  P o i n t  U n i t  f o r  p u r p 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  
f r o m  t h e  S O S .  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  " T h e  S h a l l o w  O i l  
S a n d s  h a v e  b e e n  t e s t e d  b y  s i x  w e l l s  w i t h i n  t h e  M i l n e  P o i n t  
U n i t . "  T h e  G - l  w e l l  w a s  d r i l l e d  i n  1 9 8 9 .  O f  t h e  o t h e r  f i v e ,  
o n e ,  t h e  A - l  w e l l ,  w a s  d r i l l e d  i n  1 9 8 0 ,  a n d  t h e  f o u r  o t h e r s  
w e r e  d r i l l e d  i n  1 9 8 2 .

N o t h i n g  s u g g e s t s  t h a t  t h e  S O S  t e s t e d  i n  t h e  M i l n e  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  t h a n  r a 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  M i l n e  P o i n t  U n i t .  T h u s ,  e v e n  w i t h o u t  
a n y  c o n s i d e r a t i o n  o f  t h e  m a n y  w e l l s  d r i l l e d  i n t o  a n d  t e s t i n g  
t h e  S O S  i n  t h e  K u p a r u k  R i v e r  U n i t ,  C o n o c o ' s  o w n  s u b m i s s i o 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  M i l n e  P o i n t  
U n i t  d r i l l e d  i n t o  a n d  t e s t e d  t h e  S O S  m a n y  y e a r s  p r i o r  t o  
C o n o c o ' s  c l a i m e d  " f i r s t  d i s c o v e r y . "

O  G e o l o g i c  a n a l y s i s  s u b m i t t e d  o n  D e c e m b e r  1 4 .  1 9 8 9
a n d  i n  N o v e m b e r  1 9 9 0 .

T h a t  t h e  S O S  w a s  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 r o v e n  b y  C o n o c o ' 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  
o n  D e c e m b e r  1 4 ,  1 9 8 9  a n  i n  N o v e m b e r  1 9 9 0 .  T h e  D e c e m b e r  1 4 ,  
1 9 8 9  d o c u m e n t ,  e n t i t l e d  " G e o l o g i c  E v i d e n c e  i n  S u p p o r t  o f  t h e  
D i s c o v e r y  R o y a l t y  f o r  t h e  S h a l l o w  o i l  S a n d s "  s t a t e s :

T h e  S h a l l o w  O i l  S a n d s  ( S O S )  o f  M i l n e  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  b e t w e e n  22. w e l l s  i n  a n d  a r o u n d  t h e  M i l n e  
P o i n t  U n i t .  T h e  t y p e  l o g  f o r  t h e  S O S  a t  M i l n e  
P o i n t  i 3  C o n o c o ' s  A - l  w e l l .  . . .  A l t h o u g h  t h e s e  
s u n d s  w e r e  o r i g i n a l l y  f o u n d  i n  1 9 6 9  b v  t h e  S O C A L  
K a v e a r a k  3 2 - 2 5  w e l l , t h e  n e a r b y  A - l  w e l l  w a3  
c h o s e n  a s  t h e  t y p e  w e l l  b e c a u s e  o f  i t s  m o d e m  
( 1 9 8 1 )  ( s i c ]  w e l l  l o g  s u i t e .

E m p h a s i s  a d d e d .  T h i s  s t a t e m e n t  a d m i t s  t h a t  t h e  S O S  w a s  
o r i g i n a l l y  d i s c o v e r e d  i n  1 9 6 9 ,  a n d  t h a t  78  w e l l s  p r e d a t i n g  t h e  
G - l  h a d  e x p l o r e d  i t  t o  t h e  e x t e n t  t h a t  i t  c o u l d  b e  " r e a d i l y  
t r a c e d . "  I n d e e d ,  F i g u r e  3 t o  t h e  d o c u m e n t ,  e n t i t l e d  " S O S  
R e g i o n a l  S t r u c t u r e , "  i n c l u d e s  a  l a r g e  a r e a  o f  t h e  K u p a r u k  
l i v o r  U n i t  w i t h i n  i t s  n a p p i n g  o f  t h e  S O S ,  a n d  t r a c e s  b e t w e e n  
f o u r  w e l l s  w i t h i n  t h e  M i l n e  P o i n t  U n i t  a n d  f i v e  w e l l s  w i t h i n  
t h o  K u p a r u k  R i v e r  U n i t .



T h i s  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 s e  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 t h o u g h  w e l l  l o g s  f r o m  1 9 3 9  G -  
1 w e l l  ( t h e  c l a i m e d  d i s c o v e r y  w e l l )  w e r e  a v a i l a b l e ,  C o n o c o  
c h o s e  w e l l  l o g s  f r o m  t h e  n e a r b y  1 9 8 2  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 l o g y .

T h e  D e c e m b e r  1 4 ,  1 9 8 9  s u b m i s s i o n  a l s o  c o r r  l a t e s  t h e
n o m e n c l a t u r e  u s e d  b y  C o n o c o  i n  d e s c r i b i n g  t h e  S O S  w i t h  t h e  
n o m e n c l a t u r e  u s e d  b y  A R C O  i n  d e s c r i b i n g  t h e  W e s t  S a k  a n d  t h e  
u p p e r  U g n u  i n  t h e  K u p a r u k  R i v e r  U n i t .  S e e  s e c o n d  p a r a g r a p h  
o f  t h e  f i r s t  p a g e ,  a n d  F i g u r e  2 .

T h e  N o v e m b e r  1 9 9 0  s u b m i s s i o n  a l s o  c o r r e c t l y  e n c o m p a s s e s  t h e  
e n t i r e  S O S ,  i n c l u d i n g  W e s t  S a k ,  i n  i t s  d i s c u s s i o n  o f  t h e  
g e o l o g i c  s t r u c t u r e  f o r  w h i c h  t h e  d i s c o v e r y  i s  c l a i m e d .  W h i l e  
b o t h  t h e  D e c e m b e r  1 4 ,  1 9 8 9  a n d  t h e  N o v e m b e r  1 9 9 0  s u b m i s s i o n s  
l e n 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  S O S  i s  s e p a r a t e  f r o m  
t h e  K u p a r u k  F o r m a t i o n  a n d  t h e  P r u d h o e  B a y  f i e l d ,  t h e y  d o  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  S O S  i n  t h e  M i l n e  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  f r o m  t h e  
p r e v i o u s l y  d r i l l e d  a n d  t e s t e d  W e s t  S a k  o r  t h e  o t h e r  S O S  
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  a n d  t e s t e d  w i t h i n  t h e  M i l n e  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  _ i n  s u p p o r t  o £  r.P.ya.jty.
isdastlan

I n  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  f r o m  t h e  M i l n e  P o i n t  U n i t  ( s e p a r a t e  f r o m  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 ) , C o n o c o  p r e v i o u s l y  s u b m i t t e d  
t o  t h e  D i v i s i o n  a  c o p y  o f  a  C o n o c o  d o c u m e n t  e n t i t l e d  " I n i t i a l  
D e v e l o p m e n t  P l a n  f o r  t h e  S h a l l o w  o i l  S a n d s  i n  t h e  M i l n e  P o i n t  
U n i t . "  T h i s  d o c u m e n t ,  p r e p a r e d  i n  1 9 8 5  ( f o u r  y e a r s  b e f o r e  
t h e  G - l  w e l l  w a s  d r i l l e d ) , d e s c r i b e d  t h e  " w e a l t h  o f  
i n f o r m a t i o n "  t h a t  h a d  b e e n  c o m p i l e d  a n d  a n a l y z e d  a b o u t  t h e  
S O S .  P a g e  I V - 1 .  W h i l e  t h e  d o c u m e n t  c o n c l u d e d  t h a t  t h e r e  w a s  
a  n e e d  f o r  f u r t h u 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 l o g y ,  m a d e  e s t i m a t e s  o f  o i l  i n  p l a c e ,  a n d  d e s c r i b e d  
p r o d u c t i o n  m e t h o d s  a n d  s c e n a r i o s .  S e e , e . g .  , p a g e s  I I - l  a n d  
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 e  G - l  w e l l  m a d e  w h a t  C o n o c o  
c l a i m 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 l o w  O i l  S a n d s ,  
C o n o c o  h a d  d e v e l o p e d  a  " S h a l l o w  O i l  S a n d s  D e v e l o p m e n t  
P h i l o s o p h y " :

T h o  s h a l l o w  o i l  s a n d s  h a v o  a l w a y s  b e e n  t a r g e t e d
f o r  d e v e l o p m e n t  a f t e r  t h e  K u p a r u k  z o n e  w a s  f u l l y
d e v e l o p e d  a n d  e x c e s s  f a c i l i t y  c a p a c i t y  b e c a m e
a v a i l a b l e .

P a g e  I V - 6 .
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C o n o c o  m i s a p p r e h e n d s  t h e  " c o m m e r c i a l l t y  i s s u e .

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  a n d  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  D e c e m b e r  7 ,  1 9 8 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 t y  c e r t i f i c a t i o n ,  C o n o c o  
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 l e t i o n  a n d  
p r o d u c i n g  t e c h n i q u e s ,  a n d  c r u d e  p r i c e  a n d  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  s o m e h o w  p e r t i n e n t  t o  t h e  i s s u e  o f  w h e t h e r  
C o n o c o ' s  G - l  w e l l  m a d e  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  
c o m m e r c i a 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  a n d  l e a s e  t e r m  s p e a k  i n  t e r m s  o f  c o m m e r c i a l  
q u a n t i t i e s . T h e  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  a n d  
q u a l i t y  o f  h y d r o c a r b o n s  w a s  k n o w n  b e f o r e  t h e  G - l  w e l l  w a s  
d r i l l e d .  A s  n o t e d  a b o v e ,  t h e  w e l l  o n l y  r e s u l t e d  i n  " m i n o r "  
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 s  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 l d  b e  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  u n k n o w n  q u a n t i t y  o f  o i l .

S e c o n d ,  C o n o c o  a r g u e s  t h a t  n o  w e l l  h a s  b e e n  c e r t i f i e d  a s  
c a p a b l e  o f  p r o d u c i n g  i n  " p a y i n 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 r g u m e n t  i s  i r r e l e v a n t .  T h e r e  i s  n o  e v i d e n c e  
t h a t  a n y  o t h e r  p a r t y  h a s  e v e r  s o 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  S O S .  M o r e o v e r ,  t h 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  m a d e  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 . 
§ ^ 3 ^ ,  P a n  A m e r i c a n  P e t r o l e u m  C o r o ,  v .  S h e l l  o i l  C o . . 4 5 5  P . 2 d  
1 2 ,  2 3 - 2 4  ( A l a s k a  1 9 6 9 ) .

T h i r d ,  t h e  r i s k s  C o n o c o  f a c e s  i n  p u t t i n g  t h e  S O S  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 .  C o n o c o  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 t h  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  a n d  t r a n s p o r t a t i o n  c o s t s . "  W h i l e  t h e s e  a r e  g e n u i n 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 ,  w e r e  n o t  u n i q u e  t o  t h i s  
w e l l ,  a n d  t h e  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 .  2 T h e s e

C o n o c o  e x p l i c i t l y  s t a t e s  t h a t  t h e  " [ p j 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 l e t i o 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  l o n g  t e r m  c o m p l e t i o n  n e e d e d  f o r  
f u l l  s c a l e  d e v e l o 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 t h  
c o m p l e t i o n s  w i l l  b e  r e q u i r e d  b e f o r e  e c o n o m i c  d e v e l o p m e n t  i s  
a  r e a l i t y . "  T h u s  t h e  G - l  w e l l ,  b e s i d e s  n o t  b e i n g  t h e  
d i s c o v e r y  w e l l  f o r  t h e  S O S ,  d i d  n o t  r e s o l v o  a l l  p r o d u c t i o n -  
r e l a t e d  i m p e d i m e n t s  e i t h e r .  I t  i s  j u s t  a s  c l e a r  t h a t  t h e r e  
i s  n o  n e x u s  b e t w e e n  t h e  G - l  w e l l  a n d  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 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  w e l l  c o u l d  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 ,  a n d  t h e  l i k o .



k i n d s  o f  r i s k s  a r e  co m m o n  t o  a l l  d e v e l o p m e n t  p r o j e c t s .  T h e  
d i s c o v e r y  r o y a l t y  w a s  d e s i g n e d  a s  a  r e w a r d  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 e v e l o p m e n t  r i s k s .  C o n o c o ' s  1 9 8 5  
" I n i t i a l  D e v e l o p m e n t  P l a n  f o r  t h e  S h a l l o w  O i l  S a n d s  i n  t h e  
M i l n e  P o i n t  U n i t "  a n d  a t t a c h m e n t ,  t o  i t s  D e c e m b e r  7 ,  1 9 8 9
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  d e v e l o p m e n t  
d e c i s i o n  w a s  a  m a t t e r  o f  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  f r o m  t h e  K u p a r u k  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  a n d  p r o d u c t i o n  
t e c h n i q u e s  a n d  o t h e r  s u c h  i s s u e s .  I n  o t h e r  w o r d s ,  a c t u a l  
d e v e l o p m e n t  w a s  d e t e r m i n e d  b y  f a c t o r s  u n r e l a t e d  t o  a n y  
d i s c o v e r y  e f f o r t s  m a d e  b y  m e a n s  o f  t h e  G - l  w e l l .

T h e  s t a t u t e  w a s  c h a n g e d  t o  e x p l i c i t l y  f o c u s  o n  d i s c o v e r y  
r a t h e r  t h a n  c o m m e r c i a l  p r o d u c t i o n .

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  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  1 9 5 5  
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  a n d  g 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  b y  t h e  C o m m i s s i o n e r ,  w i t h  
t h e  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 r a l  a n d  t h e  
C o m m i s s i o n e r  o f  M i n e s ,  a t  n o t  l e s s  t h a n  f i v e
p e r c e n t u m  C?\)  t h e  f i r s t  t e n  y e a r s  o f  ngw
p r o d u c t i o n . a n d  t w e l v e  a n d  o n e - h a l f  p e r c e n t u m  
(1 2 % ) e a c h  y e a r  t h e r e a f t e r  . . . .

S e c . 3 ,  c h . 1 8 9  S L A  1 9 5 5 .  E m p h a s i s  a d d e d .

I n  1 9 5 7 ,  t h e  i n c e n t i v e  w a s  l i m i t e d  t o  t h e  f i r s t  p r o d u c e r  i n  
a  n e w  a r e a . T h e  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  t h e  f o l l o w i n g  p r o v i s o :

p r o v i d 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 m  (5% ) f o r  t h e  f i r s t  t e n  y e a r s  w i l l  b e  
a l l o w e d  t h e  f i r s t  p r o d u c e r  i n  a  n e w _ a r _ e a .

A r t .  I X ,  s e c .  2 ,  C h  184 S L A  1 9 5 7 .

I n  1 9 5 9 ,  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  e a r l i e r  i n c e n t i v e s  
t r i g g e r e d  b y  c o m m e n c e m e n t  o f  p r o d u c t i o n ,  a n d  r e s t r i c t e d  t h e  
f i v e  p e r c e n t  r o y a l t y  t o  t h e  l e a s e  u p o n  w h i c h  a  " f i r s t  
d i s c o v e r y  o f  o i l  a n d  g a s  i n  c o m m e r c i a l  q u a n t i t i e 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 "  i s  m a d e .  S e c t i o n  7 ,  c h .  1 6 9  S L A  
1 9 5 9 .  T h i s  l e a v e s  n o  r o o m  t o  a w a r d  a  d i s c o v e r y  r o y a l t y  i n  
t h i s  c a s e .  T h o  r i s k s  a n d  c o s t s  o f  c o m m e n c i n g  p r o d u c t i o n  
( w h e t h e r  " n e w  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 3 t  p r o d u c e r  
i n  a  n e w  a r e a " )  w e r e  r e j e c t e d  b y  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 .  T h e  l e g i s l a t u r e  r e p l a c e d  a n  i n c e n t i v e
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t i e d  t o  c o m m e n c e m e n t  o f  p r o d u c t i o n  w i t h  a n  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 . "  T h o  d i v i s i o n  h a s  n o  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 .

C O N C L U S I O N

T h e  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  w a s  c l e a r l y  t o  p r o v i d e  a n  
i n c e n t i v e  t o  d i s c o v e r  a n d  p l a c e  o n  p r o d u c t i o n  n e w  f i e l d s  i n  
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 .  T h e  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  a n d  m a k e  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  ( A S  3 8 . 0 5 . 1 8 0  r e p e a l e d ) .  
C o n o c o  e x p o s e d  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  i n  t h e  a t t a c h m e n t  t o  i t s  D e c e m b e r  7 ,  1 9 8 9  a p p l i c a t i o n  b y  
s t a t i n g  " T h e  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 l o w  o i l  
s a n d s  a t  M i l n e  P o i n t  i s  s m a l l . "

A c c o r d i n g l y ,  t h e  M i l n e  P o i n t  G - l  w e l l  c l e a r l y  d o e s  n o t  m e e t  
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  
S h a l l o w  O i l  S a n d s  i n  a  g e o l o g i c  s t r u c t u r e  t h a t  h a d  b e e n  
d i s c o v e r e d  a n d  d e t e r m i n e d  t o  b e  p r o d u c t i v e  o v e r  2 0  y e a r s  a g o .  
S i n c e  1 9 6 9 ,  t h e  S O S  h a s  b e e n  p e n e t r a t e d  a n d  b e e n  f o u n d  t o  b e  
a  h y d r o c a r b o n  r e s e r v o i r  b y  h u n d r e d s  o f  w e l l s  i n  t h e  s a m e  
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 r  c l e a r  t h a t  t h e  M i l n e  
P o i n t  G - l  f a i l s  t o  m e e t  e i t h e r  t h e  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 e .

D i r e c t o r
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I  h a v e  c a r e f u l l y  r e v i e w e d  t h e  d e c i s i o n  ( " D e c i s i o n " )  o f  t h e  D i r e c t o r  
o f  t h e  D i v i s i o n  o f  O i l  a n d  G a s  d e n y i n g  a  " d i s c o v e r y  r o y a l t y "  t o  
C o n o c o ,  I n c .  ( " C o n o c o " ) .  T h e  D e c i s i o n  c o n c l u d e s  t h a t  C o n o c o ' s  G - l  
w e l l  i n  t h e  M i l n e  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  a n  a w a r d  
o f  t h e  r e d u c e d  " 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 e  w e l l  d i d  n o t  
m a k e  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 m m e r c i a l  q u a n t i t i e s  i n  
a n y  g e o l o g i c  s t r u c t u r e . "  I n  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 t h  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  F o r m a t i o n "  t h e  " W e s t  S a k , "  a n d  t h e  " S h a l l o w  
O i l  S a n d s "  ( " S O S " ) )  a n d  t h e  q u a n t i t i e s  o f  o i l  a c c u m u l a t e d  i n  t h e  
s t r u c t u r e  w e r e  k n o w n  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 .  T h e  
D e c i s i o n  d e t e r m i n e d  t h a t  i t  w a s  m o s t  a c c u r a t e  t o  d e s c r i b e  t h e  G - l  
W e l l  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  S O S "  
( D e c i s i o n  i t  4 ,  e m 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  h a v e  a l s o  c a r e f u l l y  r e v i e w e d  C o n o c o ' s  a p p e l l a t e  b r i e f .  C o n o c o  
d o e s  n o t  d e n y  t h a t  t h e  s t r u c t u r e  h a d  p r e v i o u s l y  b e e n  d i s c o v e r e d  
t n r o u g h  t h e  d r i l l i n g  o f  o t h e r  w e l l s ,  a n d  t h a t  p r i o r  e x p l o r a t i o n  h a d  
y i e l d e d  c o n f i r m a t i o n  t h a t  t h e  s t r u c t u r e  c o n t a i n e d  a  l a r g e  
a c c u m u l a t i o n  o f  o i l .  B r i e f  o f  A p p e l l a n t  ( " B r . " )  a t  1 - 2 ,  a n d  3 a t  
n . l .  2 £ £  a l s o  A f f i d a v i t  o f  A l a n  H a s t i n g s ,  p a r a g r a p h  10  ( " H a s t i n g s  
A f f . " ) ,  w h e r e  i t  a d m i t t e d  t h a t  i n  1 9 8 5 ,  f o u r  y e a r s  b e f o r e  t h e  G - l  
W e l l  w b b  d r i l l e d ,  a  s t u d y  b y  t h e  M i l n e  P o i n t  U n i t  h a d  e s t i m a t e d  
t h a t  t h e r e  w e r e  " o v e r  3 6 6  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 "  o n  t h e  
l e a s e  a t  i s s u e  a l o n e .  I n  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  W e l l  
b r o k e  n o  n e w  e x p l o r a t i o n  g r o u n d ,  i t  i s  n o t  s u r p r i s i n g  t h a t  C o n o c o  
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  a n d  c o m m o n  s e n s e  m e a n i n g  o f  t h e  
" d i s c o v e r y "  r e q u i r e m e n t .  T h u s ,  C o n o c o  a r g u e s  t h a t  t h e  k e y  
r e q u i r e m 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  m e r e  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  " c o m m e r c i a l  q u a n t i t i e s . "  T h e  
t e r m  " c o m m e r c i a 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 t h  a c t u a l
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D e a i e i o n  A f f i r m i n g  D i r e c t o r ' a  D e n i a l  o f  D i s c o v e r y
C e r t i f i c a t i o n  B a s e d  o n  M i l n e  P o i n t  U n i t  G - l  W e l l
J a n u a r y  1 6, 1 9 9 2

" c o m m e r c i a l i t y "  ( B r .  a t  4 ,  1 . 1 )  a n d  " c a p a b i l i t y  o f  c o m m e r c i a l
p r o d u c t i o n " ( B r .  a t  2 ,  1 1 . 1 4 - 1 5 ,  e m p h a s i s  a d d e d )

My r e v i e w  o f  t h e  r e c o r d  o f  t h i s  a p p e a l ,  a n d  a  co m m o n  s e n s e  
a p p l i c a t i o n  o f  f o r m e r  A S  3 8 . 0 5 . 1 8 0 ( a )  a n d  t h e  l e a s e  t o  t h e  f a c t s ,  
c o m p e l  me t o  a f f i r m  t h e  D e c i s i o n  o f  t h e  D i r e c t o r .

T h e  f o r m e r  s t a t u t e  a n d  r e g u l a t i o n s  i n t e n d e d  t o  e n c o u r a g e  t h e  
d i a o o v e r y  o f  n e w  o i l  b e a r i n g  s t r u c t u r e s  a n d  o n o e  a  n e w  d i s c o v e r y  i s  
m a d e ,  t o  e n c o u r a g e  r a p i d  d e v e l o p m e n t  o f  a n d  p r o d u o t i o n  f r o m  t h e  
s t r u c t u r e .

T h e  p l a i n  l a n g u a g e  o f  A S  3 8 . 0 5 . 1 B 0 ( a )  s h o w s  t h a t  t h e  l e g i s l a t u r e  
i n t e n d e d  t o  e n c o u r a 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  u n k n o w n  o i l  
b e a r i n g  s t r u c t u r e s  a n d  o n c e  a  d i s c o v e r y  i s  m a d e ,  t o  e n c o u r a g e  r a p i d  
d e v e l o p m e n t  c f  a n d  p r o d u c t i o n  f r o m  t h e  s t r u c t u r e .  " D i s c o v e r "  m e a n s  
t o  " b e  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 . H e r .  
D i c t i o n a r y  3 7 6  ( 1 9 7 0 ) .  I n  t h i s  i n s t a n c e ,  i t  m e a n s  t o  f i n d  a n  o i l  
b e a r i n g  s t r u c t u r e ,  n o t  p r e v i o u s l y  k n o w n .  T h i s  r e q u i r e m e n t  i s  /r*\ 
e m p h a s i z e d  b y  t h e  t e r m  " 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  v  ' 
t i e s  t h o  f i n d i n g  w i t h  " d r i l l ( i n g ) " .  T h u s ,  t h e  s t a t u t e  o b v i o u s l y  
s e e k 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 .  T h e  s t a t u t e  a l s o  p l a i n l y  
e n c o u r a g e s  r a p i d  p r o d u c t i o n  b y  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 o 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 .

T h e  A l a s k a  S u p r e m e  C o u r t  h a s  s t a t e d  t h a t  t h o  f o r m e r  r e g u l a t i o n s  
i m p l e m e n t i n g  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  b y  
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 ,
c o m m e r c i a l  q u a n t i t i e s ,  a n d  g e o l o g i c  s t r u c t u r e .  S e e  U n i o n  o i l  C o .  
v .  S t a t e . 5 7 4  P . 2 d  1 2 6 6 ,  1 2 6 9  ( A l a s k a  1 9 7 8 ) .  T h e  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 l e m e n t s  a r e  s e p a r a t e  a n d  d i s t i n c t ,  a n d  c a n  b e  
e s t a b l i s h e d  a t  d i f f e r e n t  t i m e s .  W h e n  r e a d  a s  a  w h o l e  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  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  a n d  r a p i d  p r o d u c t i o n .

T h e  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 o n t  a s  t h e  d a t e  
t h a t  a n  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 a n g u a g o  o f  
t h e  r e g u l a t i o n s ,  " 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  o r  
g a s  i n  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 e " .  1 1  A A C  8 3 . 2 0 0 .  T h i s  
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 .  11 
A A C  8 3 . 2 1 5 .  A t  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  s h o w  
t h a t  t h e  e v i d e n c e  i s  s u f f i c i e n t  t o  p r o v e  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 ,  o n l y  t h a t  t h e  e v i d e n c e  i s  e n o u g h  t o  c a u s e  t h e  
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 o r  t o  p r e s e r v e  
h i s  p r i o r i t y ,  h e  m u s t  p r o v i d e  a  s w o r n  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 t e r  w i t h i n  t h i r t y  d a y s  o f  t h e  e n c o u n t e r .
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T h e  r e g u l a t i o n s  d o  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 o n c o  o f  
t h e  s e c o n d  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 t h  t h e  r e a l i t y  t h a t  a n  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 ,  a n d  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 t e r m i n e  w h e t h e r  i t  i s  
c o m m e r c i a l .  £ £ £  S h o n i _ U r a n i u m  C o r p .  v .  F e d e r a l - R a d r o c k  G a s  H i l l  
P a r t n e r s .  4 0 7  P . 2 d ,  7 1 2  ( W y o .  1 9 6 5 )  ( " U p o n  t h e  d i s c o v e r y  . . .
t h e r e  w a s  a n  i m p l i e d  o b l i g a t i o n  o n  t h e  p a r t  o f  t h e  l e s s e e  t o  d o  
w h a t e v e r  w a s  n e c e s s a r y  u n d e r  t h e  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 h e t h e r  t h e  d e p o s i t  e x i s t e d  i n  c o m m e r c i a l  q u a n t i t i e s ;  a n d  ( 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 l o p " )  ( d e l e t i o n s  i n  o r i g i n a l ) .  T h o  
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  m u s t  c o n t i n u e  t o  w o r k  
d i l i g e n t l y  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  . . . t h a t  c a n  
b e  t e s t e d  f o r  . . . c o m m e r c i a l  q u a n t i t i e s . "  11  A A C  8 3 . 2 1 0 .  T h e  
s e c o n d  e v e n t  o c c u r s  w h e n  t h e  o p e r a t o r  e s t a b l i s h e s  c o m m e r c i a l  
q u a n t i t i e s .  11  A A C  8 3 . 2 1 0 ( b ) ( 1 ) .

T h e  t h i r d  e v e n t  o c c u r s  w h e n  t h e  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  u p  
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  c o m m e r c i a l  q u a n t i t i e s  
p o t e n t i a l  t e s t .

Conoco's argument equating tho " f i r s t  to d r i l l and discover o i l "  
w ith the " f i r s t  to produce o i l "  is inconsistent v ith  the s ta tu te 's 
p la in language and would fru s tra to it s  purposes.

T h e  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 e c a u s e  h e  f o u n d  t n a t  t h e  
G - l  w e l l  w a n  n o t  t h o  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 o  S O S  
s t r u c t u r e .  B o t h  t h r  E a s t  U g n u  N o .  1 w e l l  a n d  t h e  A - l  w e l l  h a d  
e n c o u n t e r e d  o i l  l c  g  b e f o r e  t h e  G - l  w e l l .  C o n o c o  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  a n d  t h o  c o m m e r c i a l  r e q u i r e m e n t  3 h o u l d  b o  
c o l l a p s e d  i n t o  o n e  t e s t .  I t  a s s e r t s  t h a t  w h o  d i s c o v e r e d  t h e  o i l  i 3  
i r r e l e v a n t .  B r .  a .  A c c o r d i n g  t o  C o n o c o ,  i n  o r d e r  t o  b e  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 o l f  m u s t  b e  s h o w n  t o  b e  " c a p a b l e  o f  
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 . "  B r .  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 t h e r  t h e  r e p e a l e d  r e g u l a t i o n s  a r e  
b i n d i n g  o r  n o t  C o n o c o ' s  a r g u m e n t ,  w h i c h  i s  p r e m i s e d  o n  t h 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  a n d  o n  C o n o c o ' s  i n t e r p r e t a t i o n  o f  
f o r m e r  11  A A C  8 3 . 2 0 5 ( 1 )  w h i c h  d e f i n e d  " d i a 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 o  r e g u l a t i o n s  a n d  i s  n o n s e n s i c a l .  U n d e r  t h e  
r e g u l a t i o n s ,  t h o  f i r s t  o r  i n i t i a l  d i a c o v e r y  o f  a  d i s c o v e r y  z o n e  i n  
a  s t r u c t u r e  i a  t h e  f i r s t  o n c o u n t e r .  11  A A C  8 3 . 2 1 0 .  T h o  c o m m e r c i a l  
q u a n t i t i e s  t e s t  o f  t h e  z o n e  m ay b o  d e m o n s t r a t e d  i n  t h o  f i r s t  
e n c o u n t e r  w e l l  o r  a  l a t e r  w o l l  i n  t h o  s a m e  s t r u c t u r e .  11 A A C  
8 3 . 2 0 0 - . 2 1 5 .  B y  m i s i n t e r p r e t i n g  11  A A C  8 3 . 2 0 5 ( 1 ) ,  C o n o c o  w o u l d

( c o n t i n u e d . . . )
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d e p e n d s  n o t  u p o n  n o w  k n o w l e d g o  o f  a n  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  
t h r o u g h  d r i l l i n g ,  b u t  u p o n  t e c h n o l o g i c a l  i m p r o v e m e n t s ,  n e w  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 ,  a n d  t h e  o p r r a t o r ' s  i n t e r n a l  
e c o n o m i c s .  £ £ £  A p p .  B r .  3 ;  A f f i d a v i t  o f  H a r o l d  D .  H a l e y  a t  3 ,  
p a r a g r a p h  6 .

C o n o c o ' s  i n t e r p r e t a t i o n  w o u l d  c h a n g e  t h e  s t a t u t o r y  l a n g u a g e  w h o e v e r  
’’ d r i l l s  a n d  m a k e s  t h e  f i r s t  d i s c o v e r y "  t o  w h o e v e r  " 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 . "  T h e  D e c i s i o n  p o i n t e d  o u t ,  t h i s  w o u l d  i n  
e s s e n c e  m a k e  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  w o u l d  r e w a r d  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 s e d  t o  
d i s c o v e r y  a n d  p r o d u c t i o n  r i s k s .  A s  d i s c u s s e d  i n  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  w a s  i n t e n d e d  t o  r e w a r d  t h o s e  w h o  
s u c c e s s f u l l y  u n d e r t o o k  t h e  g e o l o g i c  a n d  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  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 l o p m e n t .  W h i l e  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 ,  a n d  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  w h e n  a n  
a c c u m u l a t i o n  o f  o i l  m ay  b e  b r o u g h t  i n t o  p r o d u c t i o n  a n d  w h a t  l e v e l

r e q u i r e  t h a t  b o t h  d i s c o v e r y  a n d  c o m m e r c i a l  q u a n t i t i e s  b e  p r o v e d  i n  
t h e  s a m e  w e l l .  B r .  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  1 1  A A C  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  A A C  8 3 . 2 0 0 ,  . 2 1 0 ,  a n d  . 2 1 5 ,  a l l  o f  w h i c h  c o n t e m p l a t e  t h a t  
d i s c o v e r y  a n d  c o m m e r c i a l  q u a n t i t i e s  n a y  b e  s h o w n  a t  d i f f e r e n t  t i m e s  
a n d  i n  d i f f e r e n t  w e l l s .  R e a d i n g  1 1  A A C  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 i d 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 M r e f e r s  t o  t h e  f i r s t  e n c o u n t e r  
w h i l e  t h o  m o d i f y i n g  c l a u s e  " w h i c h  c a n  b e  p r o d u c e d  i n  c o m m e r 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 "  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  &  
w o l l  i n  t h e  s t r u c t u r e  m u s t  m e e t  t h e  c o m m e r c i a 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 t h y  t h a t  1 1  A A C  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  
w h i c h  p r o v i d e s  t h o  f i r s t  a c c e p t a b l e  e v i d e n c e  b o  t o o t e d  o r  p r o d u c e d .
11 A A C  8 3 . 2 0 5 ( 1 )  r e f e r s  t o  w h e t h e r  t h e  s t r u c t u r e  c a n  b a  p r o d u c e d  i n  
c o m m e r c i a l  q u a n t i t i e s  a n d  r e f e r s  t o  a  f u t u r e  t e s t  i n  s o m e  w e l l ,  n o t  
n e c e s s a r i l y  t h o  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 .  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  o n l y  c o n f i r m s  t h a t  t h e  f i r s t  
e n c o u n t e r  h a s  n o t  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  a n v  g e o l o g i c  s t r u c t u r e . "  A S  3 8 . 0 5 . 1 8 0 ( a )  ( e m p h a s i s  
a d d e d ) .  T h i s  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  a n d  i n d u s t r y ' s  
t w e n t y  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  
u p o n  t h e  f i r s t  e n c o u n t e r m e n t  o f  o i l  a n d  g a s ,  n o t  u p o n  t h e  d a t e  o f  
a d r i l l  a t o m  t o s t  c o n f i r m i n g  t h e  e x t e n t  o f  t h e  d i s c o v e r y  o f  o i l  a n d  
g a s . "  S e e  N i a k u k  3 4 6 3 5  N o .  5 C e r t i f i e d  a s  D i s c o v e r y  W e l l  A D L  3 4 6 3 5  
C o n d i t i o n a l l y  G r a n t e d  F i v o  P e r c o n t  D i s c o v e r y  R o y a l t y  ( S e p t e m b e r  2 ,  I. 
1 9 8 8 )  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  l o s s  t h e  p r o d u c e r  m a y  e n j o y ,  t h e y  d o  n o t  d e t e r m i n e  
w h e n  a  " d i s c o v e r y "  h a s  t a k e n  p l a c e ,  o r  c h a n g e  t h e  q u a n t i t y  o f  o i l  
t h a t  h a s  b e e n  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  w o u l d  f r u s t r a t e  
t h e  s t a t u t e ' s  d u a l  p u r p o s e s .

C o n o c o ' s  i n t e r p r e t a t i o n  w o u l d  a l l o w  t h e  o p a r a t o r  t o  c h o o s e  h i s  
d i s c o v e r y  w e l l  a n d  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 e  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 i n c e  t h e  
t e n  y e a r  r e d u c e d  r a t e  c o m m e n c e s  o n  t h e  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 ,  w h o  e n c o u n t e r e d  a  g o o d  s h o w  o f  o i l ,  c o u l d  d e l a y  t h e  
c o m m e n c e m e n t  o f  t h e  p e r i o d  b y  d e l a y i n g  c o m p l e t i o n  o f  t e 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 t h  t h e  
i n i t i a t i o n  o f  a c t u a l  p r o d u c t i o n .

C o n o c o ' s  i n t e r p r e t a t i o n  w o u l d  a l s o  l e a d  t o  a b s u r d  r e s u l t s  a s  
i l l u s t r a t e d  b y  a  h y p o t h e t i c a l  e x a m p l e .  A s s u m e  t h a t  l e s s e e s  A  a n d  
B p u r c h a s e d  a d j o i n i n g  l e a s e s  o v e r  t h e  s a m e  p r o s p e c t .  H o w e v e r ,  o n l y  
l e s s e e  A  u n d e r t o o k  t h e  c o s t s  a n d  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 .  A s s u m e ,  h o w e v e r ,  t h a t  t h e  l o w  q u a l i t y  o f  t h e  
o i l  a n d  t h e  h i g 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  u n e c o n o m i c  t o  
p r o d u c e  t h o  a c c u m 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 ,  a s s u m e  
t h a t  a f t e r  t h 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  b e c a m e  
p u b l i c ,  a  w a r  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 ,  a s s u m e  t h i s  c a u s e s  b o t h  l e s s e e  A  a n d  l e s s e e  B t o  c o m m e n c e  
d r i l l i n g  i n  o r d e r  t o  p r o d u c e  o i l  f r o m  t h i s  k n o w n  a c c u m u l a t i o n .  
U n d e r  C o n o c o ' s  t h e o r y ,  l e s s e e  B  w o u l d  b e  c r e d i t e d  w i t h  m a k i n g  t h e  
" f i r s t  d i s c o v e r y  o f  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  i n  a  g e o l o g i c  
s t r u c t u r e "  i f  i t  w e r e  f i r s t  i n  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  h a d  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 i y  r i s k s  s o m e  
y e a r s  e a r l i e r ,  a n d  l e s s e e  B  d i d  n o t h i n g  e x c e p t  m o r e  q u i c k l y  r e s p o n d  
t o  a  c h a n g e d  e c o n o m i c  o p p o r t u n i t y .  T h i s  m a k e s  n o  s e n s e .

T h e  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 .  7 7  I n t e r i o r  D e c .  1 8 1 ,  I B L A  
7 0 - 3 9  ( 1 9 7 0 ) ,  s u p p o r t s  m y i n t e r p r e t a t i o n .  I n  t h a t  c a s o  a n  a r g u m e n t  
s i m i l a r  t o  C o n o c o ' s  a r g u m e n t  t h a t  " d i s c o v e r y  o f  o i l  a n d  g a s  i n  
c o m m e r c i a l  q u a n t i t i e s "  m o a n s  "a  w e l l  t h a t  i s  c a p a b l o  o f  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 "  w a s  r e j e c t e d  b y  t h e  f o d o r a l  B o a r d  o f  L a n d  
A p p e a l s .  T h e  M i n e r a l  L e a s i n g  A c t  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  
f r o m  a p r i m a r y  l e a s e  w o u l d  b e  e x t e n d e d  f o r  t w o  y e a r s  f r o m  t h o  d a t o  
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 i n g  q u a n t i t i e s "  u p o n  a n y  o t h e r  
s e g r e g a t e d  p o r t i o n  o f  t h e  l e a s e .  T h e  B o a r d  o f  A p p e a l s  r e j e c t e d  a n  
a r g u m e n t  t h a t  a  w o 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  g a s  i n  p a y i n g  
q u a n t i t i e s  w a s  r e q u i r e d  b e f o r e  a n  e x t e n s i o n  w o u l d  b e  g r a n t e d .  
A f t o r  s t a t i n g - t h a t  " d i s c o v e r y "  m e a n s  " t o  f i n d  s o m e t h i n g  n o t  k n o w n  
b e f o r e "  t h e  B o a r d  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 l o  o f  p r o d u c i n g  i n  p a y i n g  q u a n t i t i e s .  I d .  a t  6 1 .  I t
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s t a t e d  t h a t  i f  C o n g r e s s  w a n t e d  t o  i n p o s e  s u c h  a  r e q u i r e m e n t ,  " i t  
c o u l d  h a v e  e a s i l y  s o  p r o v i d e d .  I t  d i d  n o t . "  I d .  a t  6 2 .

L i k e w i s e ,  h a d  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 r d  o n l y  p r o d u c t i o n ,  
i t  c o u l d  h a v e  e a s i l y  a w a r d e d  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 o 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 .
B u t ,  i t  d i d  n o t .  I  w i l l  n o t  e q u a t e  d i s c o v e r y  w i t h  p r o d u c t i o n .

A s  e x p l a i n e d  i n  d e t a i l  i n  t h o  D e c i s i o n ,  t h o  G - l  w e l l  d i d  n o t  m a k e  
t h e  f i r s t  d i s c o v e r y  o f  o i l  a n d  g a s  i n  t h e  S O S  s t r u c t u r e . *  C o n o c o  
k n o w  n o t  o n l y  o f  t h e  e x i s t o n c o  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 o  s u p e r g i a n t  s i z e  o f  t h o  a c c u m u l a t i o n ,  b o f o r o  i t  d r i l l e d .  I t  d i d  
n o t  b o a r  a n y  e x p l o r a t o r y  r i s k .

E v e n  i f  C o n o c o ' s  a r g u m e n t  w a s  c o r r e c t ,  i t  w o u l d  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 o c a u s e  p r e v i o u s  w a l l s  d e m o n s t r a t e d  c o m m e r c i a l  
q u a n t i t i e s .

T h e  G - l  w e l l  w a s  h a r d l y  t h o  f i r s t  w e l l  i n t o  t h o  S O S  t h a t  y i e l d e d  
" a c c e p t a b l e  e v i d e n c e "  o f  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  d i s c o v e r y  V  0  

z o n o .  A s  e x p l a i n e d  i n  t h e  D e c i s i o n ,  m a n y  w e l l s ,  i n c l u d i n g  C o n o c o ' s  
o w n  A - l ,  B - 2 , A - 3 , a n d  N - 1 B  w e l l s ,  d r i l l e d  a n d  t e s t e d  e a r l i e r  i n  
t h e  S O S  y i o l d c 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  f r o m  
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 i d e n c e  t h a t  o i l  c o u l d  " b o  p r o d u c e d  i n  c o m m e r c i a l  
q u a n t i t i e s . "  F u r t h e r m o r e ,  A r c o ' s  p i l o t  p r o g r a m  i n  t h e  S O S  
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  w a s  c u r r e n t l y  c o m m e r c i a l ,

1 C o n o c o  c i t e s  t w o  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  i n  
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  f r o m  " f i r s t  
o n c o u n t o r . "  N e i t h e r  o f  t h o  c i t e d  c a s e s  a s s i s t  C o n o c o .  I t  i s  t r u e  
t h a t  P o i n t  M c I n t y r e  N o .  3 w a s  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  h a d  p e n e t r a t e d  t h o  s t r u c t u r e .  H o w e v e r ,  i t  i s  c l e a r  
t h a t  m e r e l y  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 . e r y .  I n  t h e  c a s o  o f  P o i n t  M c I n t y r e ,  t h e  o p e r a t o r s  o f  t h e  
w e l l s  m a k i n g  t h o s e  e a u i a r  p e n e t r a t i o n s  ( t h e  P o i n t  M c I n t y r e  N o .  1 
a n d  N o .  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 i d e n c e  o f  a 
d i s c o v e r y  b e f o r e  a b a n d o n i n g  t h e  w e l l s  a s  d r y  h o l e s .  S u c h  
c o r r o b o r a t i v e  d a t a  m i g h t  h a v e  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  f r o m  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  k n o w l e d g e  r e g a r d i n g  t h e  
S O S ,  w h e r e  o v e r  a  b i l l i o n  b a r r e l s  o f  o i l  w a r s  k n o w n  t o  e x i s t  f r o m  
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 o  S a g  D e l t a  N o .  3 w e l l ,  i t  o n c o u r . i c r c d  
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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c i 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 ,  H 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 9 9 0 ) . *

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 o  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  own 
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 s c o v e r y  r e 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  11 A A C  8 3 . 2 0 0  6 2 1 0  r e f e r  t o  t h e  f i r s t  o n c o u n t o r
o f  o i l  a n d  g a s .  11  A A C  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 j  b e  t e 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 o 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 o  o f  f i r s t  d i s c o v e r y  . . .

1 C o n o c o  m i s u n d e r s t a n d s  t h u  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 o  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 o  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 o  r e g u l a t i o n s  o n l y  r e q u i r o  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 o  f u t u r e  l o 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 .  11  A A C  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  A A C  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 .  11  A A C  8 3 . 2 1 5  b a s e s  
t h o  d a t e  o f  i n i t i a t i o n  o f  t h e  10  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 o  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  o 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 o 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 o  
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 o d  m o r e  t h a n  t e n  y e a r s  p r i o r  
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 u 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 o  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 t  » a r d s  t h e  c n o  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 o n c o  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 o l l  w h a t  t h o  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 o  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  
b o m o o n o  o l s o ' 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 o  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 o n t i v e .
T h o r o f o r o ,  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 .

H a r o l d  C .  H e i n z e  
C o m m i s s i o n e r





M0N1HLY SAVINGS ATTRIBUTABLE TO THE DISCOVERY ROYALTY PROVISION 

Iixampl< Month: JULY 1994

Field Savings

Niakuk/Lisbumc 5198,768.00

Point McIntyre 5534,118.00

North Prudhoc Bay S 51.587 00

TOTAL S784,473.00

Enclosure 28




