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I N C . ,
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T h i s  c o u r t ,  h a v i n g  c o n s i d e r e d  t h e  p a r t i e s '  b r i e f s  

o n  a p p e a l ,  t h e  r e o o r d  o n  a p p e a l ,  a n d  o r a l  a r g u m e n t  o n  J a n u a r y  

2 4 ,  1 9 9 1 ,  h a r e b y  R E V E R S E S  t h a  d a c l i i o n  o f  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 o r  t h e  f o l l o w i n g  r e a s o n s t

I .  F A C T U A L  B ACKO RO U N P  

I n  D a o e m b e r ,  1 9 7 9 ,  t h a  S t a t e  o f  A l a s k a  c o n d u c t e d  

a n  o i l  a n d  g a e  l e a s e  s a l e *  i s s u i n g  a  n e t  p r o f i t  s h a r e  l e a s e
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( h e r e a f t e r  " N P S L m ) t o  M a r a t h o n  O i l  C6 m p r n y  ( h e r e a f t e r  ‘‘M a r a t h o n * )

a n d  A m e r a d a  H a a s  C o r p o r a t i o n  ( h a r a a f t a r  " A m e r a d a " ) ,  a s  c o - l e s s e e s ,

T h a  N P S L  m a t h o d  i s  g e n e r a l l y  d e s c r i b a d  I n  AS  3 8 . 0 5 . 1 B 0  a a i

a  f i r e d  o a a 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 a  r e s e r v e d  

t o  t h e  s t a t e  o f  n o t  l a s s  t h a n  1 2  1 / 2  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 a  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 a  s h a r e  o f  t h a  n e t  p r o f i t  

d e r i v e d  f r o m  t h a  l e a s e  r e s e r v e d  t o  t h a  s t a t e  a s  

t h e  b i d  v a r i a b l e .  AS 3 8 . 0 5 . 1 6 0 ( f ) ( 5 ) .

T h a  r e l e v a n t  r e g u l a t i o n s ,  1 1  AAC  6 3 . 2 0 1 - 2 9 5 ,  d e t a i l  t h a  s y s t e m ,

u n d e r  w h i c h  t h e  l e a s e e  m a i n t a i n s  a  p r o d u c t i o n  r e v e n u e  a c c o u n t ,

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

W h a n  t h e  l e a s e  b e g i n s  t o  p r o d u c e ,  t h e  l e s s e e  a p p l i e s  r e v e n u e

g a i n e d  a g a i n s t  t h e  d e v e l o p m e n t  c o s t s  e x p e n d e d .  O n l y  a f t e r

r e c o v e r i n g  t h e  d e v e l o p m e n t  c o s t s  d o e s  t h e  l e a s e o  b e g i n  t o

p a y  t h e  s t a t e  a  p e r c e n t a g e  o f  i t s  n e t  p r o f i t s .

I n  I 9 6 0 ,  M a r a t h o n  a n d  A m e r a d a  e n t e r e d  i n t o  a  c o n t r a c t

w i t h  BP  E x p l o r a t i o n ,  I n c .  ( h e r e a f t e r  " B P " )  t o  d r i l l  a  w a l l .

S u r f a c e  e n t r y  w a s  t o  b e  o n  l a n d  l e a s e d  t o  B P ,  a n d  t h e  b o t t o m

h o l e  w a s  t o  b e  o n  l a n d  l e a s e d  b y  M a r a t h o n  a n d  A m e r a d a .

D i s a g r e e m e n t s  a r o s e  a s  t o  v a r i o u s  d o t a i l s  o f  t h e  d r i l l i n g ,

a n d  a  l a w s u i t  r e s u l t e d .  I n  a n  e f f o r t  t o  s e t t l e  t h e  c a s e ,

M a r a t h o n  a n d  BP  e n t e r e d  i n t o  a  p r e l i m i n a r y  a g r e e m e n t  b y  w h i c h
•

M a r a t h o n  w o u l d  a s s i g n  i t s  i n t e r e s t  i n  t h e  l e a s e  t o  B ? ,  r e t a i n i n g  

a  f u t u r e  p r o d u c t i o n  o v e r r i d e  i n  r e t u r n  f o r  B P ' s  p a y m e n t  o f  

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

M a r a t h o n  a n d  L P  i n t e n d  t h a t  M a r a t h o n ' s  d e v e l o p m e n t  a c c o u n t ,  

w o r t h  $ 2 3  m i l l i o n ,  t r a n s f e r  e n t i r e l y  t o  B P .

-2-
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T h o  p a r t i e s  w r o t e  t o  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  

( h e r e a f t e r  “ D N R " ) ,  r e q u e s t i n g  D N R ' s  i n t e r p r e t a t i o n  o f  t h a  

r e l e v a n t  r e g u l a t i o n !  a a  t o  w h e t h e r  t h e  d e v e l o p m e n t  a c c o u n t  

c o u l d  t r a n a f e r  t o  B P .  D N R ,  o n  A p r i l  1 4 #  1 9 8 9 ,  r e s p o n d e d  t h a t  

t h e  d e v e l o p m e n t  a c c o u n t  w a s  l e s s e e ,  n o t  l e a s e ,  s p e c i f i c  a n d  

t h a t  t h a  a c c o u n t  w o u l d  n o t  t r a n s f e r  i n  i t s  e n t i r e t y .  U n d e r  

D N R ' s  i n t e r p r e t a t i o n ,  BP w o u l d  h a v e  a  d e v e l o p m e n t  a c c o u n t  

b a l a n c e  t h a t  r e f l e c t e d  i t s  o w n  d i r e c t  c o s t s ,  a s  w e l l  a s  t h a t  

p o r t i o n  o f  t h e  B P / M a r a t h o n  c o n t r a c t  t h a t  c o u l d  b e  a t t r i b u t e d

t o  Na c q u i s i t i o n  o f  d e v e l o p m e n t  e x p e n s e s " .• •

M a r a t h o n  a n d  BP a s k e d  DNR t o  r e c o n s i d e r  i t s  p o s i t i o n  

a n d ,  o n  A u g u s t  3 ,  1 9 6 9 ,  DN R  c o n f i r m e d  i t s  e a r l i e r  i n t e r p r e t a t i o n ,  

s t a t i n g  t h a t  t h e  d e c i s i o n  " c o m p o r t s  w i t h  b o t h  t h e  p u r p o s e s  

o f  N P S L  l e a s i n g  a n d  t h e  i n s i s t e n c y  o f  i n d u s t r y  t h a t  N P S L  a c c o u n t  

b a l a n c e s  b e  l e s a e e - s p e c i f i c  t o  a c c o u n t  f o r  t h e  u n i q u e  s i t u a t i o n  

o f  e a c h  l e s s e e " .  A g a i n ,  o n  O c t o b e r  4 ,  1 9 6 9 ,  a f t e r  r e c o n s i d e r i n g  

i t s  e a r l i e r  d e c i s i o n s  a n d  m e e t i n g  w i t h  t h e  p a r t i e s ,  D N R ' s  

d i r e c t o r  a f f i r m e d  D N R ' s  p o s i t i o n ,  n o t i n g  t h a t  " ( v ] h i l e  p o l i c y  

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

b y  M a r a t h o n  a n d  B P ,  1 1  AAC  8 3 . 2 1 9 ( b ) ( 7 )  p r e c l u d e s  t h i s  t r e a t m e n t " .  

T h e  c o m m i s s i o n e r ,  o n  a p p e a l ,  a f f i r m e d  t h a  d i r e c t o r ' s  d e c i s i o n  

o n  D e c e m b e r  7 ,  1 9 6 9 .

1 1  AAC  8 3 . 2 1 9 ,  e n t i t l e d  " D e v e l o p m e n t  C o s t s " ,  p r o v i d e s  

a s  f o l l o w s  1

3-
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( b )  T h e  l e s s e e ' s  d e v e l o p m e n t  c o s t s  f o r  e  N P S L  

e ^ u e l  d i r e c t  c h a r g e e ,  a s  d e f i n e d  i n  1 1  A A C  8 3 . 2 4 3 #  

t h a t  a r e  n o t  e x c l u d e d  u n d e r  1 1  AAC 6 3 . 2 1 7  a n d  t h a t  

a r e  d i r e c t l y  a t t r i b u t a b l e  t o  a  N P S L  f o r . . .

* « *

( 7 ) t h a t  p o r t i o n  o f  t h e  f u l l  c o n s i d e r a t i o n

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

i n  t h e  N P S L  t h a t  i s  p r o p e r l y  a t t r i b u t a b l e  t o  t h e  

w e l l s ,  f a c i l i t i e s  a n d  e q u i p m e n t  o n  o r  i n  s u p p o r t  

o f  t h e  N P S L  w h i c h  d i r e o t l y  r e s u l t  i n  o r  a r e  n e c e s s a r y  

f o r  c o n t i n u e d  o r  e n h a n c e d  p r o d u o t i o n  f r o m  t h e  N P S L ,

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

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

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

a  l i k e  a m o u n t . . . .  1 1  AAC 8 3 . 2 1 9 ( b ) ( 7 ) .

BP a n d  M a r a t h o n  p r e s e n t l y  a p p e a l  D N R ' s  d e c i s i o n .

b p  a r g u e s  t h a t  D N R  e r r o n e o u s l y  i n t e r p r e t e d  1 1  AAC 8 3 . 2 1 9 ,

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

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

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

p o s i t i o n ,  B p  r e f e r s  t o  t h e  s t a t u t e ' s  l a n g u a g e ,  f e d e r a l

i n t e r p r e t a t i o n  o f  s i m i l a r  f e d e r a l  a t a t u t e a ,  a n d  l e g i s l a t i v e

i n t e n t .  BP a l s o  a l l e g e *  t h a t  t h i s  i n t e r p r e t a t i o n  v i o l a t e s

t h e  l e a s e ' s  e x p r e s s  t e r m s .

M a r a t h o n  j o i n s  i n  w i t h  t h a s e  a r g u m e n t s  a n d  a d d s

t h a t  D N R ' s  d e c i s i o n  r e p r e s e n t s  a n  u n c o n s t i t u t i o n a l  t a k i n g ,

v i o l a t e s  e q u a l  p r o t e c t i o n ,  a n r i c h e s  t h e  s t a t e ,  a n d

c o n s t i t u t e s  a  r e s t r a i n t  o f  a l i e n a t i o n .

I I .  S T A N D A R D  OP R E V I E W  

T h e  p r i m a r y  i s s u ^  o n  a p p e a l  l e  w h e t h a r  DNR c o r r e c t l y  

I n t e r p r e t e d  t h e  l e a s i n g  s t a t u t e  a n d  r e g u l a t i o n ,  AS 3 8 . 0 5 . 1 8 0
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a n d  1J A A C  8 3 . 2 1 9 ,  r e s p e c t i v e l y ,  i n  r o f u s i n g  t o  r e c o g n i z e

t h e  v a l i d i t y  o f  t h a  t r a n s f e r  f r o m  M a r a t h o n  t o  BP  o f  t h a  d e v e l o p m e n t

a c c o u n t .

T h a  A l a s k a  S u p r e m e  C o u r t  i n  T r u s t e e s  f o r  A l a s k a

v .  S t a t e  D N R . 7 9 5  P . 2 d  8 0 5  ( A l a s k a  1 9 9 0 ) ,  h e l d t

T o  b e  v a l i d  a  r e g u l a t i o n  m u s t  b e  c o n a i s t a n t  w i t h  

t h e  a u t h o r i z i n g  s t a t u t e  a n d  r e a s o n a b l y  n e c e s s a r y  

t o  c a r r y  o u t  t h e  s t a t u t e ' s  p u r p o s e . . . . A n  a d m i n i s t r a t i v e  

a g e n c y ' s  i n t e r p r e t a t i o n  o f  i t s  o w n  r e g u l a t i o n  i s  

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

i n c o n s i s t e n t  w i t h  t h e  r e g u l a t i o n s .  Z & ,  a t  8 1 2 .

I I I .  INTERPRETATION OP 1 1  AAC  8 8 . 2 1 9
• • * •

DNR i n t e r p r e t s  t h e  s t a t u t e  a n d ,  p a r t i c u l a r l y ,  t h e  

r e g u l a t i o n  t o  p r o v i d e  t h a t  o n l y  a  s m a l l  p o r t i o n  o f  t h e  e x p e n s e s  

w h i c h  M a r a t h o n  i n c u r r e d  o n  d e v e l o p i n g  t h e  l e a s e  w i l l  t r a n s f e r  

t o  B P ,  r e f l e c t i n g  o n l y  w h a t  BP p a i d  M a r a t h o n  f o r  " w e l l s ,  f a c i l i t i e s ,  

a n d  e q u i p m e n t " .  T h i s  i n t e r p r e t a t i o n  i s  b o t h  u n j u s t  a n d  u n l a w f u l  

a n d  m u s t  b e  s e t  a s i d e  a s  p l a i n l y  e r r o n e o u s .

I n  r e v i e w i n g  t h e  r e g u l a t i o n ,  t h e  c o u r t ' s  f i r s t  s t e p  

i s  t o  a d d r e s s  w h e t h e r  1 1  AAC  8 8 . 2 1 9  i s  b o 1, h  c o n s i s t e n t  w i t h  

A S  3 8 . 0 5 . 1 8 0  a n d  r e a s o n a b l y  n e c e s s a r y  t o  c a r r y  o u t  t h e  s t a t u t e ' s  

p u r p o s e .  S e e  T r u s t e e s  f o r  A l a s k a  v t S t a t e _ P N R ,  s u p r a .

B e c a u s e  t h e  p l a i n  l a n g u a g e  o f  AS  3 8 . 0 3 . 1 8 0  c o n t e m p l a t e s  

a  l e a s e - a p e c i f i c  s y s t e m ,  a n d  1 1  A A C  8 3 . 2 1 9 ,  a s  i n t e r p r e t e d  

b y  D N R ,  c o n t e m p l a t e s  a  l e s s e e - s p e c i f i c  a y a t e n ,  1 1  A A C  8 3 . 2 1 9  

I s  i n c o n s i s t e n t  w i t h  t h e  s t a t u t e .  S p e c i f i c a l l y ,  AC 3 8 . 0 5 . 1 8 0 ( f ) ( 5 )
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d i s c u s s e s  " 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 " e n d  

t h e  " s h a r e  o f  t h e  n e t  p r o f i t  d o r i v e d  f r o m  t h e  l e a i a " w h e n  

d e s c r i b i n g  t h e  N P f l L  b i d d i n g  m e t h o d .  ( E m p h a s i s  a d d e d . )  A  

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

a r e  b a s e d  o n  t h e  m o n e y  e x p e n d e d  u p o n  a n d  e a r n e d  f r o m  t h e  l e a s e .

T h e  s t a t u t e  d o e s  n o t  s u g g e s t  a n  I n t e n t  t o  l i n k  t h e s e  a c c o u n t s  

t o  a  p a r t i c u l a r  l e s s e e .

B P ' s  a n a l y s i s  o f  t h e  l e g i s l a t i v e  h i s t o r y ,  t h e  a n a l o g o u s  

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

w h i c h  i s  a l s o  a p p a r e n t  f r o m  t h s  s t a t u t e ' s  f a c e .  F o r  e x a m p l e ,

e* •*
B P  p o i n t s  t o  v a r i o u s  r e p o r t s  c o n t e m p l a t e d  b y  t h e  L e g i s l a t u r e  

w h e n  d i s c u s s i n g  t h e  A l a s k a  L a n d  A c t ' s  1 9 7 8  a m e n d m e n t s .  O f  

p a r t i c u l a r  i n t e r e s t  a  1 9 7 7  r e p o r t  b y  M a s o n  G a f f n e y ,  " O i l  

t  G a s  L e a s i n g  P o l i c y !  A l t e r n a t i v e s  f o r  A l t s k a  i n  1 9 7 7  ( A  

R e p o r t  t o  t h e  S t a t e  o f  A l a s k a ,  J a y  S .  H a m m o n d ,  G o v e r n o 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 ,  G u y  M a r t i n ,  C o m m i s s i o n e r ,  a n d  t o  t h e  

A l a s k a  S t a t e  L e g i s l a t u r e ,  I n t e r i m  C o m m i t t e e  o n  O i l  a n d  G a s  

T a x a t i o n  a n d  L e s s i n g  P o l i c y ,  C h a n c y  C r o f t ,  C h a i r m a n ) "  ( F e b .

1 ,  1 9 7 7 )  ( M i c r o f i c h e  N o ,  5 1 1 - 5 1 7 ,  A n c h o r a g e  L a w  L i b r a r y ) .

I n  t h i s  r e p o r t ,  G a f f n e y  d i s c u s s e s  t h e  n e t  p r o f i t  s h a r e  i n  j
t e r m s  o f  a  " n e t  p r o c e e d s  t a x " ,  a n d  n o t e s  t h a t  t h i s  t a x  " i s

AP .  r e m » i t  i s  l e v i e d  o n  t h e  I n c o m e  a n d  e x p e n s e s  a t t r i b u t a b l e

t o  a  p a r t i c u l a r  ' t h i n g ' ,  i n  t h i s  c a s e  t h e  l e a s e h o l d " ,  I j £ .

a t  5 2 - 5 3 .  H e  c l e a r l y  d i s t i n g u i s h e s  i t  f r o m  t h e  e x a m p l e  o f

a n  i n c o m e  t a x ,  w h i o h  i s  l e v i e d  " i n  p e r s o n a m " .  L f l .

- 6 -

     _ _ _ _ _
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T h e  a n a l o g o u s  f o d e r a l  s t a t u t e  a n d  r e g u l a t i o n s ,  f o u n d

i n  4 3  U . B . C .  S 1 3 3 7 ( a ) ( 1 ) ( D ) ,  ( E ) ,  ( F )  ( W e s t  1 9 8 6 )  a r . d  3 0

C . r . R .  2 2 0 ,  a l s o  a i d  i n t e r p r e t a t i o n .  I n  a n s w e r  t o  a  q u e s t i o n

a b o u t  t h e  a s s i g n a b i l i t y  o f  t h e  d e v e l o p m e n t  a o o o u n t  ( c a l l e d

a  " c a p i t a l  r e c o v e r y  a c c o u n t " ,  i n  t h e  f e d e r a l  s c h e m e ) ,  t h e

f e d e r a l  M i n e r a l s  M a n a g e m e n t  S e r v i c e  s t a t e d !

B e c a u s e  t h e  N P S L  c a p i t a l  a c c o u n t  i s  m a i n t a i n e d  b y  

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

t e r m  o f  t h e  N P S L ,  a n y  c o s t s  i n c u r r o d  b y  t h e  l e s s e e  

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

c a s e  o f  a  f a r m o u t .  T h a t  i s ,  t h e  a s s i g n e e  w o u l d  

b e g i n  N P S L  o p e r a t i o n  w i t h  t h e  s a m e  b a l a n c e  i n  t h a  

N N P S L  c a p i t a l  a c c o u n t  a s  t h a t  r e m a i n i n g  a t  t h e  t i m e

o f  t h e  f a r m o u t .  D e c e m b e r  3 ,  1 9 8 5  l e t t e r  f r o m  W i l l i a m

S .  G e l d m i l l e r ,  C h i e f ,  R o y a l t y  V a l u a t i o n  t  S t a n d a r d s  

D i v i s i o n ,  U n i t e d  S t a t e s  D e p a r t m e n t  o f  t h e  I n t e r i o r ,  

M i n e r a l s  M a n a g e m e n t  S e r v i c e ,  t o  D a n i e l  M i l l s ,  L a n d m a n ,  

T e x a c o  U . S . A .  ( D o c .  S u p p .  a t  9 3 . )

T h e  f e d e r a l  s t a t u t e ,  l i k e  t h e  s t a t e  s t a t u t e ,  h a s  l a n g u a g e

d e s c r i b i n g  t h e  N P S L  s y s t e m  i n  t e r m s  o f  p r o f i t s  d e r i v e d  " f r o m

t h e  l e a s e " .  T h u s ,  t h e  f e d e r a l  g o v e r n m e n t ' s  i n t e r p r e t a t i o n

o f  t h e  N P S L  a s  l e a s e - s p e c i f i c ,  p r o v i d e s  s u p p o r t  f o r  r e a d i n g

A l a s k a ' s  N P S L  s y s t e m  i n  t h e  s a m e ? m a n n e r .

T h e  t h r e e - f o l d  p u r p o s e  o f  A 8  3 8 . 0 5 . 1 6 0  h a s  b e e n

d i s c u s s e d  i n  K e l l y  v .  Z a m a r e l l o ,  4 8 6  P . 2 d  9 0 6  ( A l a s k a  1 9 7 1 ) ,

a n d  i n c l u d e s  a n  I n t e n t  " t o  i n s u r e  t h a t  l e a s e s  o n  v a l u a b l e

o i l  a n d  g a s  p r o d u c i n g  s t a t e  l a n d s  w i l l  b e  m a d e  a v a i l a b l e  t o

t h e  p u b l i c  o n  a  f a i r  a n d  e q u i t a b l e  b a s i s ,  t h a t  t h e  s t a t e  w i l l

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

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



I d , ,  a t  9 1 2 .  T h a  p u r p o a a a  o f  t h a  N P S L  s y s t e m  s p e c i f i c a l l y  

i n c l u d a  a v o i d i n g  p r e m a t u r a  l e a t o  a b a n d o n m e n t ,  a l l o w i n g  l a a a  

w a l l  f i n a n c e d  o p e r a t o r s  t o  c o m p e t e ,  a n d  e n a b l i n g  p a y m e n t s  

t o  c o r r e s p o n d  w i t h  b e n e f i t s .  U n i v e r s i t y  o f  C a l i f o r n i a ,  W a l t e r  

J .  M e a d ,  P r o f e s s o r  o f  E c o n o m i c s ,  " C o m m e n t s  P r o m  a n  E c o n o m i c  

P e r s p e c t i v e  o n  H o u s e  B i l l  N o .  8 5 4  i n  t h e  L e g i s l a t u r e  i n  t h e  

S t a t e  o f  A l a s k a ,  T e n t h  L e g i s l a t u r e  —  S e c o n d  S e o a i o n ” ,  M a y  

1 5 ,  1 9 7 8 .  ( D o c .  S u p p .  a t  4 1 5 - 4 1 6 . )

1 1  AAC  8 3 . 2 1 9 ,  a s  i n t e r p r e t e d  b y  D N K ,  f u r t h e r s  n o n e

o f  t h e s e  a i m s  a n d  s p e c i f i c a l l y  d e t r a c t s  f r o m  s o m e .  F o r  e x a m p l e ,
•• •*

t h a  f a c t  t h a t  s o m e  o f  M a r a t h o n ' s  * p e n s e s  w o u l d  b e  l o s t  r u n s  

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

c f  l e a s e s .  A l s o ,  a l t h o u g h  t h e  s t a t u t o  i n t e n d s  t o  i n s u r e  a d e q u a t e  

c o m p e n s a t i o n  o f  t h e  s t a t e ,  D N R ' s  i n t e r p r e t a t i o n  w o u l d  g i v e  

t h e  s t a t e ,  i n  t h i s  i n s t a n c e ,  m o r e  c o m p e n s a t i o n  t h a n  i t  w o u l d  

h a v e  h a d  i f  M a r a t h o n  h a d  n o t  t r a n s f e r r e d  i t s  i n t e r e s t .  T h u s ,  

t h e  r e g u l a t i o n  i s  n o t  r e a s o n a b l y  n e c e s s a r y  t o  f u r t h e r  t h e  

s t a t u t e ' s  p u r p o s e .

T h e  c o r r e c t  i n t e r p r e t a t i o n  o f  1 1  AAC  8 3 . 2 1 9 ( b ) ( 7 )  

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

i n t e r e s t s  a n d  w o u l d  n o t  a p p l y  t o  t h e  c o m p l e t e  a s s i g n m e n t  • 

c o n t e m p l a t e d  b y  BP a n d  M a r a t h o n .  T h i s  i n t e r p r e t a t i o n  i s  

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

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

i n  t h o  a s s i g n o r ' s  d e v e l o p m e n t  a c c o u n t  f r o m  a l i o  b e i n g  i n c l u d e d  

i n  t h e  a s s i g n e e ' s  d e v e l o p m e n t  a c c o u n t .  T h l a  i n t e r p r e t a t i o n  

g i v e a  e f f e c t  t o  t h e  r e g u l a t i o n ' s  r e q u i r e m e n t  t h a t  " t h e  l e s s e e  

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

a c c o u n t  f o r  a  l i k e  a m o u n t " .  1 1  AAC 8 3 . 2 1 9 ( b ) ( 7 ) .  T h i a  s e n t e n c e  

w o u l d  h a v e  n o  m e a n i n g  u n d e r  D N R ' a  i n t e r p r e t a t i o n  t h a t  t h e  

r e g u l a t i o n  a p p l i e s  t o  t o t a l  a s s i g n m e n t s ,  a a  t h e  a s s i g n o r  w o u l d  

h a v e  n o  d e v e l o p m e n t  a c c o u n t  t o  c r e d i t .

T h e  e f f e c t  o f  a p p l y i n g  t h i s  r e g u l a t i o n  t o  a  p a r t i a l  

a s s i g n m e n t  i s  t h a t  t h e r e  i s  n o  n e t  c h a n g e  i n  t h e  t o t a l  a m o u n t  

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

f r o m  t h e  l e a s e .  I t  m e r e l y  r e s u l t s  i n  a  r e a l l o c a t i o n  o f  t h e  

t o t a l  d e v e l o p m e n t  c o s t a .

T h e  s t a t e  a l t e r n a t i v e l y  a r g u e s  t h a t  BP a n d  M a r a t h o n  

a r e  e f f e c t u a t i n g  a  p a r t i a l  a s s i g n m e n t ,  b e c a u s e  M a r a t h o n  p l a n s  

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

t t u t  t h e  a g r e e m e n t  a s s i g n s  a l l  o f  M a r a t h o n ' s  i n t e r e s t s  a s  

l e s s e e  t o  B P ,  p a r t i c u l a r l y  g i v e n  t h e  f a c t  t h a t  t h e  r e g u l a t i o n

d e f i n e s  a  l e s s e e  a s  s o m e o n e  w h o  h o l d s  a  " w o r k i n g  I n t e r e s t "

•
w h i c h ,  b y  d e f i n i t i o n ,  d i f f e r s  f r o m  a  ' r o y a l t y  i n t e r e s t " ;

S e e  1 1  AAC  8 3 . 2 9 5 ( 2 7 )  a n d  1 1  AAC 8 3 . 2 9 5 ( 3 0 ) .  C o n s e q u e n t l y ,  

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

i n t e r p r e t e d ,  a p p l i e s  t o  p a r t i a l  a s s i g n m e n t s ,  D N R ' s  d e c i s i o n  

m u s t  b e  R E V E R S E D .

9
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2 X ~D A T E D  a t  A n c h o r a g e ,  A l a s k a  t h i s  d a y  o f  J u l y ,

1 9 9 1 .

DANA FA8E
S U P E R I O R  C O U R T  JU D G E
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State of A l a i 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 i  

DLvisloa of Oil a n d  G a s  

3 6 0 1  C  Street, Suite 1380, A n c h o r a g e ,  A l a s k a  9 9 5 0 3

F a x  C o n f i r m a t i o n  P h o n e  ( 9 0 7 ) 4 6 5 - 2 4 0 0  F a x  ( 9 0 7 ) 4 6 5 - 3 8 8 6  

F A C S I M I L E  T R A N S M I T T A L

DATE 4 TIME: A p r il 3 , 1996  2 135 PM

PLEASE OELIVER TO: A n n e t t e  K r e i t z e r
A l a s k a  S o n a t o  R e s o u r c e s  C o m n i t t e s

FAX NUMBER: 4 6 5 - 3 8 1 0

N U M B E R  C F  P A C E S  (including covtr): 5..

FR O M :  K e n  B o y d

C O M M E N T S :

A t t a c h e d  l e  K e v i n  B a n k a '  a n a l y a e a  o f  1 )  t h e  e f f e c t  o f  a  d e l a y  o n  

t h o  N o r t h s t a r  d j v e l o p o e n t  a h d  $ ) a n  I n c r e a s e  i n  t h e  r e s e r v e

e n t i n a t e s . P l e a s e  c a l l  i f  y o u  h a v e  a h y  ( [ u e e t i o n e .• «• • • •

A t t a c h m e n t

:a *d M e t se r to e s o ts : 3 e « :-c o -ro



MEMORANDUM State of Alaska
DEPARTMENT OF NATURAL RESOURCES DIVISION OF OIL AND GAS

TO K e n  B o y d  

Director

DATE: April 3, 1996

FILE NO:

THRU;
TELEPHONE 269-8799

FROM. Kevin Buries '  y

Petroleum Economilt

SUBJECT: Northstar Unit - Senate 

Resource Committee 

Requests

In response to Senator Halford's request about the effect on the economic benefits if a lawsuit 

delays development of the Northjtar Unit, I analyzed the effect on economic benefits caused by a 

delay fbr any reason. In short, any delay increases the economic benefits to the state while 

decreasing the economic benefits to B P X A .  The attached graph and table illustrate this point

The graph shows that, as full production start-up is delayed beyond 1999, the net profit share fills 

and the supplemental royalty rises. 'The net prqfit share declines because the development 

account accrue* intercat at the prime rate. T h e  supplemental royalty increases as the start-up date 

is delayed because of the effect of inflation, L e , the wppleznental royalty is triggered by a price 

that rises at just one-half the rate oflinflatiap.#

The first tabic show* in greater detail the ejfecta of delaying fUll production start-up until 2002. 

This table is similar to one that wits supp lied  ip the D N R  Northstar Briefing Paper, but includes a 

column to s h o w  the revenues from tile supplemental royalty if the project is delayed.

I also considered Senator Halford's request to run th^ model at double B F X A ’i "most Kbrfy" 

reserve estimate of 130 million jbarrell. Following the hearing, I spoke to Senator Halford and he 

said I should be “realistic." Based o d c o n v e n t i o n s  svith B J P X A  and D N R ’s resource evaluation 

staiT, I do not believe that recovery ofdouole*the 130 million barrel estimate is realistic. Instead, I 

have run the model baaed on an assumption of 180 ralUfbn barrels, which is the highest n u m b W  

put forward by editex B P X A  or D h f o  staff

The four tables labeled "Reserves of 180+ Million Bonels" and ,rR*serve* of 103+ Million 

Barrels'’ Illustrate what happens to revenues if the reserves are m u c h  higher (though not doubled 

as Senator Halford suggested) and m u c h  lower t h i n ^ P X A ' s  "most likely" case. In the first two 

tables, 1 assume that reserves are 18(f million bintli. This reserve estimate represents a 70 

percent recovery rate—an unusually N g h  n u m b e r 1 I also illumed that thil recovery estimate Is

Doubling the reserves as requested by Senator Halfprd would require a 100 percent recovery of 

B P X A ' s  most likely origin$l-oil-ia-pl£c« estimste. T h e  initial recovery rate fbr the Prudhoe B a y  

field was estimated a: 40 percent .After substantial investment the current recovery estimate has 

changed to 35 percent A  70 percent recovery might be possible but only after extraordinary 

expense Furthermore, the field would have to produce fbr m a n y  yeari before attaining tHi levd.

S O 'd s a r c is c uajoo au . *o 23i*u<o 569C S9* <100 90:S t SOOWO-rO



achieved by adding capital expenditure* of only $28 million to the mort likely c a m  fbr more 

drilling. BP:CA'» ̂ jpiide" c u e  enviaiona an additional $91 million In capital expenditures u  

achieve reacrve* estimated at 160 million birrcii. Other assumptions arc h d d  constant.

The lecond two tabiej a h o w  the downside, i.e., if reaerves axe only 105 million. In thia case, I 

assume that the capital expenditure! eitimated for the most likely case are apent and the field 

never attains the moat likely c u e  production rale*. Other uiumpliona are held constant.

ZO d ( c u c i m u j o o  j o  30 ! d j o  r e ueec to*  lo% c o t f i t
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N o r t h s t a r  E c o n o m i c  E v a l u a t i o n

N A T U R A L  
'3 P |r  RLSOURC£b

E s t i m a t e d  T o t a l  R e v e n u e s

A t  f U w r v e j  o f 

1 8 0 +  M U fio n  B a n d * . *

3 t a t c  R e v e n u e s 

S ia to  R o y a lty

State Supple m e n t a l  Royalty 

N P S L

S u b a  S lu m  o f  F e d e ra l R o y a lty

S e v e ra n c e  T a x

6 p * - &  C o n s e rv .  T a x

A d  V a lo re m  T a x

In c o m a  T a x

T o ta l

W it h  S u p p le m e n ta l 

R o y a lty

Witli N a t  Profit Share

• (R e a l 1 9 9 6  D o l la r s * • )
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2 3

8 9
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2 Z
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3 6 3
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B F X A  C f * h J E t e «

A f te r  T a x  F u n d s  F lo w  

R eal R a te  o l  R e tu rn

4 0 4  3 0 0

5 8 1  3 8 9

2 3 . 9 %  2 1 3 %
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S p ill &  C o n s e rv .  T a x

A d  V a lo r e m  T a x

In c o m e  T a x

T o ta l

W it h  S u p p le m e n ta l W i t h  N e t  P r o f i t  S h a re

R o y a lty ________________________________________

(D is c o u n te d  N e t  P re s e n t V a lu e  • • )

2 2 3

0
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6 1

2

3 2

2 1
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0

1 4
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3

3 2

1 6
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1 4 3
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f jd f l i i L f tm u jy i i jB
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A f te r  T a x  F u n d s  F lo w  2 8 1

R e a l R a ta  o f  R e tu rn  2 3 . 9 %

Mai—1 l i a e n e
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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

Official Business Senate Resources Committee
Stale Capitol 

Juneau AK 99801

April 2,1996

Mr. K e n  Boyd, Director 

Division of Oil and G as 

Department of Natural Resources 

via fax: 562-3852

Dear Director Boyd:

Last week you provided m e  with a copy of a notebook entitled "Northstar Unit Briefing 

Paper— March 1996" which contains several documents pertaining to the history of the 

leases within the Northstar Unit. A m o n g  those documents is a Decem b e r  27, 1979, letter 

entitled "Results of the 30th Competitive Oil and G a s  Lease Sale" (Tab 3) and an 

accompanying s u m m a r y  of the companies submitting bids in that sale and the amounts of 

those bids.

S o m e  of the testimony and committee questions concerning Senate Bill 318 to date have 

centered on the litigation risk associated with renegotiating the competitively bid terms of 

Northstar leases as the commissioner has done in this case. For example, questions have 

arisen about w h o  would have standing to litigate, whether the passage of time lessens the 

risk of successful litigation, whether other lessees with net profit leases arc similarly 

situated to B P X A  and whether the state would be sending the appropriate signals to other 

lessees by preferentially renegotiating amendments to the terms of these leases and not 

others.

In light of these questions, I would like to provide an opportunity for representatives of the 

other companies w h o  competed for net profit leases in Sale 30 to address the committee to 

share their views on the policy implications and litigation risk involved with the passage of 

S B  318. In reviewing the list of bidders, 1 note that several of the companies no longer 

exist— Gulf Oil, for example— and that others m a y  have n e w  identities having been merged 

with oth.: companies or simply having been renamed since 1979.

I would appreciate it if you provide committee staff with the current addresses and names 

for contact personnel within each of the companies that submitted net profit share bids in 

Sale 30. I recognize that you and your staff arc quite busy, but in the interest of expediting 

hearings on S B  318,1 ask that you provide this information by fax this afternoon if at all 

possible. W e  would like to notify these companies of their opportunity to participate in 

future hearings on S B  318.

Senator Loren Leman, Chairman 

Senate Resources Committee



Official Business

A l a s k a  S t a t e  L e g i s l a t u r e
S E N A T E  R E S O U R C E S  C O M M I T T E E

State Capitol 
Juneau AK 99801

M E M O

TO:

F R O M :

D A T E :

RE:

Senator Pearce, ViccChairman

Senator ’Halford

Senator Frank

Senator Taylor

Senator Hoffman

Senator Lincoln

Senate Resources Committee S 

(X4907)

April 3, 1996

Requested material on S B  318: Northstar Lease Agreement

Attached arc materials requested or relevant to S B  318:

1) Letter to K e n  B o y d  <4/2/96) requesting names of representatives of other companies 
w h o  competed for net p r o m  leases in Sale 30. (and reply)

2) M e m o  to BP, D N R ,  L a w  requesting responses to questions asked by Committee 

m e m b e r s  at Match 2 9  hearing and reply from BP. S o m e  responses still pending from L a w  

and D N R .

3) Response from D N R  to question of w h o  o w n s  the other existing 39 net profit share

leases. In two formats:

Forma; one is Ownership Within Leases 

Format two is a listing by lease number

4) T w o  articles relating to oil projects in Venezuela



0 4 -0 2 -1 3 9 6  1 7 :2 7 307 4£S 3386 CNR OFFICE OF TmE COMMISSIONER a . 0 l

DEPA RTM EN T  OF N A TURA L R E SO U R C E S  
O FF IC E  O F  THE C O M M ISS IO N E R  

400 W IL L O U G H B Y  A VEN UE  
JU N EA U , ALASKA  99SU1-1796 

PH O N E : (907 ) 465-2400 
FAX : (907) 465-3886

L o c a t i o n : ________________________________________________ FA X :

D a te :____________________________________________________ T im e :___________

C o m m e n ts : ,

F r o m :

N u m b e r  o f  p a g e s

I f  you  expe rience  an y  p rob lem s rece iv ing  th is  FAX , p le a se  ca ll S h a ro n  o r E ile en  at 
the above phone num ber.
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N E T  P R O F I T  S H A R E  L E A S E  O W N E R S

G 2*pr-96

UN IT H IG H  BuXJER B IDD ING  G R O UP  B IDDER NAM E CURRENT NAM E P H O N E#

DUCK IS LA N D  UN IT 

SALE SO

A C L 312&20

• OOOK mUET MEOKM tNC W 7 2C68M0

11 •o n to  m aturm . re so u rc e s BP EXPLORATION (ALASKA) VtC t07 2615111

It 3FALASKA OuRT MO 9381012

11 MAMA nBWONAL CORPOIia DCN MC 907 2054100

M MOfMAfl NC *07 M O M

9 amoco  m o o ixm o N  co .jfawy 712 yunrin

7 a ix n  w iM c f  cowprwy OXYUBAMC. 914 9413365

7 TKAMAW PfTTROtJBJM MC ROV6AM DRIUNG tan 27»M3

7 C*JUr OIL CORPOAATION CHEVRON UAA. INC 771 75479M

7 r v A c o a t c o t i t 2613160

7 0ETTYC9. COMPAKY TEXACO WC 103 7954154

7 7EXA90ULFMC. *07 2/18100

7 cow oco me 713 2B0775*

14 MATATHON OC. OONPAffY 713 ■2M00

M AMEAAOAMttS CORPORATOR 713 404807

ft MURTKY CM CORPORATOR w u m fY  explor a pro o o o 204 5612411

1* 8 K U .c n . COMPLY 713 97001'

20 CHEVRON U8A INC 7t3 7547*6

22 EXKM CORPORATOR 711 WCTOQt

72 UNION QL COMPANY O f CAfUTORMA 907 2707900

n ATLANTIC nCHHELO OORFAMY 107 393404

A D I. 3 I2 W 4

31 EXXON OORPORATON 7T3 99O0W

21 un ion  orvcofcPANY o r  cm i fo rm a 907 47VXMO

21 ATLANTIC WCHHtlO OOMPARt M7 163404

at <XIVF%0M UJLA. INC m 7547W



UN IT H K .H  BIDDER 01DCMHG GROUP B ID O ER  NAME CURRENT NAME PH O N E#

NON UN IT IZED  PRODUCING

SALE 30

ADL 312f i t
• u MARATHON ON. OOiTANY 713 sssssoo

9 u AMERADA M£83 CORPORATION 713 •080427

> AMOOO PROOOCTION COMPANY 70

7 OFTTY CM. COMPANY TEXACO MC 303 7934144

7 TEXAS UULP MC. *07 2743ISO

7 PLACID 0 4 .0 0 MS 9413343

7 po m an  p tm o u e u m u c TOWAMOMIP'Q SO7 27BM4K

7 OUIP OIL OORPORATON CHEVRON U fiA  MC TO 7447*3

7 CONOCO MC TKI 2S37798

7 on ie» M / ivK a  oompany OXYUBAMC. SI* 941*41

17 EXXON CORPORATION 713 IMAOO

it OOOKWl£T REOON fNC >07 2*16.»

IN MONAOMC *27 M U M

is SEALA84CA COUP 907 *431512

u NANA R BOON At CORPORATION INC •07 >364 NO

IS SOHO NATURAL RESOURCES BP EWIORATXJN (ALASKA) MC *07 3418111

NO RTHSTAR UN IT

SA LE  30

AD L 312798
9 1 AMERADA HESS CORPORATION 711 <0*307

2 TEXACO MC 303 m u m

2 TEXAS EASTERN EXPLORATION COMPANY ENTBFHSG <* . EX CO WC 7 0 004471

2 AMOCO PROOUCRON 0O6T ANY 7T3 3SBBM3

4 PLACID 0 4 .0 0 IIS 941*43

4 CONOCO MC.

4 TEXAS OULP INC. •07 27SS10S

4 COieS SERVICE COMPANY aXYUSAMC. SIS H U *

9 SMRJL OR. COMPANY 713 4AXSV4

6 OCVRONUL4JLWC 711 7347194

« PHU IPS PfTRCUUM COMPAA t 70 (SB3A41

Pane 2  of 4



a m HKJH BIDDER BIDO N G  O RO UP B BD E R  NAM E C U B B E M TN A IIE PHONE#

AO f. 312799
• 1 AMEHAQA HOM CORPORATION m 9090837

2 TEXACO MC 208 7934184

2 TEXA9 EASTERN DTLOAATON OOMPANY ENTBIHUS* OL EX CO MC 712 9999471

3 AMOOO PRODUCTION COMPANY 711 94m m

7 190 WAN PPTROURJMMC ROMAN m U M O S97 2799AC9

7 TEXAS OUVPIMC 007 2798100

7 QUVf OR. CORPORATION CHEVRON U j tA  MC 711 7547808

7 CmEXaEXfyXE COMPANY OXYUBAMC S19 (R O W

7 CONOCO 1 AC 7 0 JMTXr*

7 o irm roR . o o m m n y TEXACO MC 201 7994194

7 rv A o o o ro o *11 M ISM fl

■ MjnPHYOn. CORPORATWH IIURPWY EXPIOR. A EKXXCO ON 0B12B1I

9 SMELLC*. COMPANY 712 *70014

• P W  UPS EVmounJM OOMPAMY 712 •o a r ; 41

9 uo sr . cn . oorp 214 9012*18

9 CHTMONUSAWC 7 0 794780A

M IJMON (XLOOATANYOf CALIKMNIA m t 77*7100

A D L 312900
• 11 TEXAS UNTWN EXPLORATION COMPANY LNTETPRBE O0.EXCO94C 711 8*29471

• CHIVRON U S A  MC 711 7547900

« EHUJES mTKXBUM CONTANY 712 9882741

19 I *#ON 09. COMP ANY O f CAUPOPMA *87 77*7000

1* OUl/ OR. CORPORATION CHEVRON U S A  INC 70 7547108

t> c m a  sotrcc coneany ORYUSAMC *19 MJUttS

12 ROYMN FETNOUEUM MC NCANAN OPSJLMO ME 7792449

12 TEXAS QUIZ MC KB IMS 10*

12 OONDCUMC 70 2937759

12 PIACR90R.CO IS 2810*1

n SHELL OR. COMPANY 70 870014

u MURPHY OR. CORPORATION UURPMY EXPt/Xl * ENOO CO m 8812911

12 ATIANTK MCHNEU) OONPANY ME

P w J o f  4



uwrr HIGH BIDDER BIO D W G  G R O U P  DIDDER N A M E C U R R E N T  N A M E PH O N E#

AD L  312009

POINT THOMSON U M T 

SALE 30

A D L 312006
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TEXAS rASTCTW EXPIORATION COMPANY

amooo phoouowon company
CHevnONULSAINC 
MOBIL OIL COOP 
PMRJUPN nrmOLHJM company 
UHK*Oa  COMPANY Of CAUfOWBA 
AMPMOA MfSB OOflrOftMION 
WAATMON OIL COMPANY 
TfXAS GULF INC 
OETTYOt. COMPANY 
cm es slhvicc company

PVACKKXLCO 
CUF ON. COHPOAATKM 
NOTMAN ret NOLEUM INC 
ATLANTIC nCHFUU) COMPANY 
3HFU.OULOOA**AWY

ENTERPINSEON. EX CO MC

cxxon oc^rom noM
CHCVnOH U1A PC
PKAUP3 prmouroM oc pany

TEXACO NC 

QXVU3A INC.

CHfTVWONUAAINC
nOWANDMLLMO
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7U
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C A M B R I D G E  E N E R G Y  R E S E A R C H  A S S O C I A T E S

F A X  M E S S A G E

Ti) : alaska state legislature 
atth: sen . driie peari:e

FAX : HH1‘J074A53U7Z

Cambridge Energy Research Associates



C E R A

IAJW AMERICA ENERGY

Benefit* to the Economy
A Boo* m Cortocrce «rdn 
Caps* h o t i ' r t

The Bottom Line

U urxn  Return to f *  State 

The fiscal Tenn*
[>*>q fw PrUto

C E R A  A l e r t

FEBRUARY i 1996

V E N E Z U E L A  L E A P S  F O R W A R D : 

T H E  S E C O N D  C O M I N G  O F  O I L ?

Jannnry 22, 19% marked the day (hat Venezuela re opened lhc door to direct 
private investment in its oil and natural gas sectors * Sixty of the seventy-five 
companies that prc-.|ualificd Tor the bidding round participated in the process that 
ended last week. Winners were chosen twice n day tor the ten blocks containing 
an estimated 7 billion barrels of oil. An issue for many of the private investors was 
the a nount ol the take— the government participation in royalties and taxes—but 
the ix.uc was not enough to derail investor interest

Aw .m m g that the PDVSA affiliate takes the maximum 35 percent share ol the 
joint venture, the final division of prufil.% in (he profit sharing agreements will be 
between 88 and 9? percent for the govcmmcnt/PDVSA. leaving only 8 to 12 
patent for the private investor consortium (see Figure 1. Venezuela: Bidding 
Round Results). Ihis high level of take guarantees the government will receive 
large oil revenues in addition to what it already receives from PDVSA (between 
$5 and $6 billion pci year).

More importantly, the low percentage of profits for the private investors may be 
an indication ol a change in the emphasis or investor strategy— from the overall 
return on investment to securing long tenn crude supplies One reason this change 
is occurring lot (he Venezuelan bidding round is the sheer size of their natural 
resource have and live expectations of large prospects. Higher risk areas in Latin 
America aic unlikely to be able to adopt smularly difficult terms, as seen in the lack 
of bids for the higher risk Catalumbu and FJ Sombrero blocks.

Benefits to the Economy
lhc success of the bidding rounds will provide a much needc* aoovt to Venezuela's 

economy over the long term thiough the esprcted capital investments hy (lie 
private companies Mote importantly, (lie high rale ol government participation 
and cash bonuses pledged provides a tremendous boost to the country 's confidence
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Alter enduring a multi-year recession. n rapidly 
devaluing currency, weak foreign invest rent, and a 
near collapse o f « banking industry. Venezuela needed 
some good news And now' ii is in a position to luck 
up a long-term tax revenue stream i f  estimated 
production levels are realized

In addition in the stale. PDVSA is also reaping a 
very large benefit, for n now has secured the 
investment capital needed to expand liquid productive 
capacity over lltc next ten years. II the ambitious 
estimates arc icalizcd, these private companies will 
help increase capacity from loday’s level o f
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approximately 3.2 million barrels per day (iiibd) to 
over 6.07 mbd by 2005. In terms o f impact on the 
woild oil market, PDVSA's export capacity would 
increase from  nearly 2.0 mbd to over 4.7 mbd.

T h o  B o t t o m  L in e
Surprisingly, five bids in the first round—which 
determined the state’s share o f  profits— were for rut 
additional royally o f  50 percent (allowable bids were 
between 0 and 50 percent), hour o f the five bids 
resulted in n lie among the bidders, requiring that the 
cash bonus envelope be opened in order to break the 
tic. These bonuses ranged fiom SIO million to $109 
million per block, o r $244.8 million in total Eight o f 
the 10 blocks were successfully auctioned o ff, with 
two blocks— Catatumbo and El Sombrero--being 
pulled from the process due to a lack o f bidders, 
importantly, the winning bids for five o f  the blocks 
included die maximum level o f discrcimnary royalty 
to the government (50 percent).
Initial exploratory drilling could begin as soon as late 
1996 if everything goes according to plan, but 
production is not expected for several more years. 
Tlic government hopes this program will attract over 
$500 million in investments over the first two years 
and reach an aggregate $11 billion in new investments 
o srr the life o f  lb* 20 year program.

T he  F is c a l T e rm s : A  R e v iew  

P D V S A ’s  Rote
If a Nock is found to be commercially viable, the 
developing consortium is required to enter into 4 joint 
venture profit-sharing agreement with a PDVSA 
subsidiary The subsidiary has the right to take up to 
a 35 percent position in the joint venture— a value ol 
which w ill be determined by taking a pro-ra la 
percentage o f ihe exploration em u For example, it 
the exploration cost were SI biilion and the subsidiary 
opted lo r a 35 percent xliare, then they would be 
irquiicd to pay the consortium $350 million However.

•this amount is to he paid fiom  the profits o f the joint 
venture. In efTect, the consortium will be lending die 
.subsidiary the capital un’ il a profit stream is realized 
but w ill be allowed to charge a market based interest 
rale for the “ loan." Once the consortium has been 
paid back, the jo in  vemuiw will split the profits 
according to their respective share. I f  the block is not 
commercially viable, the consortium bears die entire 
financial risk.

Tho Government's Ro le
There arc two components to the government's fiscal 
take in the profit sharing agreements— income taxes 
and royalties. The combined lake for the government 
under the current structure is considered high in both 
absolute terms and also relative to other South 
American oil and gas investment opportunities.

• Income taxes. Income taxes are established 
by law, and changes would require 
Congressional approval. Currently, income 
taxes are set at 67.7 percent widi a |H>tcntial 
investment credit reduction o f 2 percent.

• Royalties. The royalty component can be 
modified without a legislative change. In the 
case o f the proposed profit sharing agreements, 
the royalty payment could be in two parts. 
The first part is established for the industry 
and is generally calculated at one sixth o f the 
market value o f if* hydrocarbon produced 
The government has the option to take all i»r 
part o f the payment in kind.

• The "P E G .”  An additional royalty was 
invoked in the profu sharing agreements and 
was by design the determining factor in the 
winning bids Called the Paiticipacion del 
Estado cn las Ganancia* (PEG ), it is an 
additional percentage of pre-tax profit offeicd 
by the private company or consortium during 
lhc bidding round This percentage was bid 
up significantly in the most sought after fields, 
and determined which company was cliosen ■
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ANCHORAGE. ALASKA 99S0S-SU3 
PHOSE <907)269-8794OIVISION OF OIL ANO GAS

February 22 .1996

The HunuiaWc In  tie Pc.ik c 
Capitol building 
Juneau, Alaska P9R0I 1182

Dear Senator I'carec.

Following our conversation yesterday, we have located a couple o f articles reporting the 
Venezuela state petroleum company's (Pdvsi) recent signing o f exploration and production 
profit diaring contracts As noted in the January 15. 1996 O il and Gas Journal article 
(page 2d), this effort represented the first offering o f exploration acreage in Venezuela since 
19JX, and encompasses a profit sharing plan designed to boost productive capacity by 
punning solo projects, joint ventures, and private oil company ventures in marginal field 
reactivation, exploration and production profit sharing deals, heavy oil projects and other 
ventures.

In the February 12, 1996 Oil and Oas Journal article (pages 31-34), details o f die bidding 
ere reported. Briefly, the corunct/lkcases garnered outlays o f  millions o f dollars on each 
Work. high pmOi sharing hnmitpx in ih * dflflb in  V flh  range, high "tiebreaker'’ boons bids 
in the millions o f  dollars, and provisions to purchase a working interest hy paying a pm 
r.ita share o f costs in the event o f n commercial discovery.

I ejtal concerns apparently were raised by many oil companies regarding the structure o f the 
tender offer and aspects o f the proposed jo int venture tax issues <OGJ, J^b. 12.1996, pg. 
34) Also, according to the January 29.1996 Pcaolcum Intelligence Weekly (PI5V), the 
major companies complained over the fiscal terms of the tender. Neither the tax issues nos 
the complaints over tfie fiscal terms appeared to dampen the impressive bidding.

I hope this information helps Feel free to contact me i f  you h'.vc further questions.

Sincerely.

Kenneth A . Boyd 
Director
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Oil, gas potential seen 

on 10 Venezuelan blocks
Gregory D Croft Karl W Stauffer I’nnlrra Petroleum Inc Sen Ixtnirv, Celif.

i -enezuela's congress 
; approved on Tuly 4. 
_  1995. the offering of 10 

exploration block* after *ev- 
rra l month* of dtK'ursio.x. 
ThU U the fust new offering 
of exploration acreage ut 
Venezuela since (OGJ, 
l u l y Z l  p. 21).

Terms for the olfennitering
royal-include a sliding ta le  

ty. various taxes a fixed 
work commitment, and a 
government participation 
share. Thu last oaiimater is 
offered by the bidder, with 
the largest participation 
s la ir  being tlic w inning bid.

The blocks are looted In 
different nans of the country, 
but alt 10 are located tn 
basin* that arc prolific oil and 
gas producers. The following 
is a brief summary of the 
petroleum geology of each 
block.

Block 1, Citatwntoo
i Luca m i on the southwest­

ern shore of Lake Maracaibo, 
this area is essentially unex-

■ pkrred but lies between the 
mayor Lake Maracaibo oil 
production and the o il pro­
ducing *ma* along both tide* 
of the bonier with Colombia

It is certain that almo»t all 
of die o*l produced hum the 
Venctucla-ColombU border 
area wa» sourced bv the pro­
lific ( rfUoroua La Luna for­
mation in the Maracaibo 
hastn and migiated to the southwest, in part through 
this W o r k  A  i* - c x o d  letter 
Kxirce rock it the shale and 
coal of the Palcoccnc Orueuc 
formation, but ih.i unit tends 
lu Is pi> prunv.

Reservoir* in this block 
would m only be Teituty 
sandstone*, especially those 
Ol the Mtrador and tarbocv

era formation* Crctacvous 
carbonates w ith rand 
intobed* are also llk d y  
reservoir rock* I’otnb lr 
trap* include stratigraphic 
wedgeout* a* well a* anti­
cline* related iu  ilsr Uuu>t 
faults formed dunng the 
M’ocm* to rrcent uplift of 
the Mcnda Ande>

Bloc* 2, Li Ccda
Thu block is east of the 

w ilh r r  part of Lake Mara­
caibo and immediately south 
of prolific Motalan fie ld , 
which produce* from Loccne 
Misoa vu>JsioiK-» VVdl prv- 
ducriviaes from the tocme 
sandstones at Motalan ate 

te varubie but ran recced 
.000 b/d 

O il seeps along the

foothill* of the Mcnda Andes 
ju it SOuth of this block ind i­
cate thar pit migrated 

> through the block from north 
to south. The source ol the od 
is the La Luna furtrubua 

The mast Ukely reservoir 
rocks ait the Mk » forma­
tion and other Ternary sand- 
stones, as well as ftacturtd 
carbonates and sands of the 
CreUctous Cngn’ln  group 
Traps are liVety to be ctnie- 

: lure* auocutvd with lh« 
! A r.lu n  uplift or w ith caiLcr, 
. Icti lateral ainkc alip faulting

S

Stock 3,
The bkxk ts located in the 

ncrtnwtcm  pan et the Ban 
nzi to u t, w’ruch u  the north­
ern extension of Colombia'* 
pro'.the Llanos to m . Sedi­

ments In thw block rrech 
ihtcknesae* of about 15.000 ft 
Tha row rot c4 the hydroca/ 
bon* on Ih ii block is again 
the La Luna equivalent, ptuw 
cipally the C m xrous b ra n  
dales* formation

The mow likely reservoirs 
anr sandstone* of Tertiary 
act. particularly the Eocene 
Oobcmador formation that 
produces m the older I-aid* 
to the u iu ih w m  Other pot 
tlWc rctcr'xvrs ace the u n d l 
and limestones of the Upper 
Crrtarroua

This relatively unm pium l 
i Nock (only one well ha* been 
! iln iled in  the awa; has the 
I glamor of Uap* associated 

with larre hoeuontal thrusts 
In the foothills along this 
same mountain front are the

s*k  i* ten • u> t  cat xv-w

VENEZUELA 199b EXPLORATION BIUUINO ROUND

Colombia
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EXPLORATIONr
giant fields of (ho Furrial 
trend tn eastern Venezuela 
and the Cusiana trend in the 
llanos basin of Colombo*

Block 4, San Carios
This block is locj.cd along 

the southern maigm of the 
Mend.* Andes near the El 
Duul arch, which separate) 
the Eastern Venezuela basin 
Irom the Borinas basin.
This i f a relatively ur.ex. 

plored block th.it hat inter, 
acting potential Source rock 
It no* considered a problem 
as the Escundalosa formation 
is either on the block ot near, 
by.

Cl. «•• ".---Ilf llill l.lwcV. U 
\ety complicated: it is at the 
i"»«rr«ctinn of sea iitnrM i'il 
trends, haj scdimeiuaiy x v  
lion that tvntgn out against 
the Et Baul arch, and has 
south verging thrnat faults.
Likely reservoirs ‘n this 

block are the sandstu-cs of 
the Tertiary, parthulatly the 
Eocene, and pottibly sand- 
ctnru-s and carbonates of the 
Cretaceous. Likely traps ate 
antictinej associated with 
tluuit faults, possibly older 
Ternary fault blocks, and 
updip ptnchouts Late struc­
tural movement associated 
with the Mcnda Andes may 
have destroyed earlier trap*

Block 5, H Sombrero
El Sombrero it located 

about 50 miles south of Cara­
cas The maji'i natural gas 
accumulation at Yucal-Plam 
is located immediately east of 
and on (Tend with this block. 
To the southeast ts the Las 
Mercedes area, which has 
produced about MW million 
hbl of otl from sands that 
ring* m from Mnxvne to 
Cnum cis
Sediments m this tlock 

are up to 10.000 ft thick and 
liidrurartxxn may be either 
cd or gas The bounding 
thrust uu ii of the Coastal 
.large ts close to the northern 
boundary of the Mock
Possible traps in  this Mock 

include antSrl.net and thruai 
Structures related to the 
upldt ol the Coottal Ranee 
and sand pfrtchouts to it*e 
south tn younger units The 
major source i»  t i  Iw r  ore 
prvUibty the shakes of liar la

T h e A u t h o w
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Luna cquivalrnt fom*eiiv»>. 
although some sourcing from 
Ternary shales, especially of 
gas. may nave occurred

Bkrck 6, Suarapcfte
This area is cast of the city 

Ot Mahmn along the famous 
Furnal trend, where rnjny 
giant o il and gas fields h.s«e 
been discovered in the last 10 
yean. The recent disroivntr* 
lu rv  all been to the v>est ol 
this block, but the geologic 
structure tn the m u  trends 
east-west and continues 
through the block.

Source rock is not * ton- 
rem in this are* given rha 
prolific nearby di*coven«. 
Th« major touree d  091*0 the 
La Luna equivalent, here 
called Quercciul and San 
Antonio, although there ts 
probably a secondary ccr.tn- 
button Irom  the Miocene 
Cara pita formation

Potcmul reservoirs 
include k'-nrr-i* (Vtgxrn*. 
and Cretacwius undo  ones, 
os in the Fumal trend. as well 
as P W  Pleistocene senda 
such as produce tn 
Quinquirc and (Vdcinalo 
fields Tiap* ate probably 
1 via trd to thrust-faulted 
sttunurc). although there 
rruv be srraQgnpt nc traps in

the younger Tertiary and 
flank traps against' shale 
diaptrs.

Reservoir quality and con- 
| tinuity are the principal osks 
( atvwiatnrl with this block.

Block* 7*9, GuM ol Para
These blocks covei the 

svutlietn port of the Culf Ol 
Mat la from tho Venezuelan 
coast to the mannc boundary 
wnh iruudad These are the 
only wholly offshore blocks. 
The blocks ate located near 
the art* of the gravity low 
that marks the center ot Ter. 
firry ted linen t accumulation 
in the Ejsten* Venezuela 
basin

Sedinwni* here nuv  be 
m u t e  than 30.000 ft thick. 
That there are nydrocarboos 
tn the area ts dear: Peder- 
nalrs tieid is past onshore to 
the scuth. the Fumal trend is 
to the *(C *t. in -1 t h e  o t l  Heidi 
of uwit Keen Tnnalad are on 
trend to the m l

Cemogsui and ttructu *1 
trends do im t i  so comir uc 
all the way from the Pumal 
aira uuo Tiuudad. alihough 
faces changes of individual 
units also occur. (Source rocks 
are tareetv the L>aerecual ol 
Upper Cretaceous age. called 
the La Luna further » tu  and

the Napaiauna H ill in 
Tiittidavl.

The most likely resetvoiA 
are Neocene s.inds and pcr- 
lups Paleogene and CteU- 
ceous rands. Traps in these 
bloekt may include thruat 
related structure* •>* well as 
unconformities, tm tigraphic 
trips, and trap against tliu 
llanks of ahalr diapirs.

Rirscrvpir continuity may 
be a problem in these blocks

Block 9, Punta Pescador
This block if  located 

onshore and offshore tha 
northernmost Amacuro 
(Jflta. It 1* (w inded fn it.*
I north by the mannc bound­

ary with Trinidad and 10 the 
sou’h shares in patt a mm- 
moii border with Block 10

Pcdernales field to the 
w»»t produces o il ftom 
•tacked Pliocene and 
V.ovvimt sandstone rerer- 
• vnrs on the (lank of a shale 
dup ir, The sedimentary sec- ) 
tion m this block is very i 
thick, probably about 30 000 ! 
ft. The source recks here are j 
the Upper Cretaceous Quere- 
mat. called Naparaima H ill | 
in Tm U ad. Potential reser­
voirs include Nrogme and 
perhaps Takogene usnds

In addiuon to having 
deltaic-type strucrurcs that 
could veive as traps, this 
block may have structures 
related to earlier compres­
sion Neogetse submarine fan 
deposit* could rnntatn trrati- |

Sraphie traps, and shale 
Upirvm  b  also a likely trap­

ping mechanism A posenual 
problem u* tlus bkxk a  nrwT- 
•v*r quality both due to the 
original tanes and to eom- 
pcnon effocn

B lddt 10, D dO  CeaTPf
As its name suggests, this 

block ts kv jfad in the middle 
(J the Amacuro delta In this 
block the sediment tfuc inot 
is greater than in the produc­
tive Temblador-TucupiM 
trend to the w vthont but 
Its* 1 lion tn Block * 10 the 
north.

The scurre rock lor the 
block wcuhl be the strati- 
graphic equivalent of the La 
Luna formation, r.ther with­
in the block or fast beyond it 
r.vssiMe resacveirs include

0 i * ( a a n e w * • *
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sandstones ranging tn age 
from Pliocene to Cretaceous. 
Traps may include deltaic 
type cxtcnunnal structures, 
pre-dcltaic comprMtlonal 
ttructurvs and atratigraphic 
wcdgcouts combined with 
fault*
Tlu> l»luvk lie* fvwvi data 

than any of the othc: blocks; 
no wells have been dulled 
within the block, and little 
seismic has been acquired. 
The unknown quality and 
continuity of sandstone 
reservoir* may be tl*c greet 
rM risk In this block
A ivcvnt ud diKO'Civ a) 

Us riedntaj, just west of the 
block. Ilowed 2,700 b/d

nonciusfodf
The blocks to be olfered In

Venezuela's upcoming 
exploration round Include 
some very cxr.ting cxplo- 
raliOii potential.
The blocks are located 

mostly in the deeper pans of 
Venezuela's m o most impor­
tant oil productng basins, 
and several of them ate in 
structurally complex areas
Many r*< the Mocks are 

highly prospective foe natur­
al gas as wdl at oil. but oper­
ator will face a challenge 
marketing largv qmnntn.* of 
gat tn Venezuela s wrlWup- 
pbed gas marnct
The offering also repre­

sents a watershed in 
Venezuelan politics m that 
foreign cvmpanw* have nnl 
Iv in able to obtain e«plo 
ration acreage in Vcrvructa 
for many * ear? •

N EV A D A
Tide Petroleum of Neva­

da Reno staked the state s 
firtt wildcat »(* suhehntfi 
Pakorou*

Permitted to lOjOOOft. it u 
the 2 Baaeltne Can von Unit 
TrdeiaL in Lin­coln County The spot t» tn 
Coal valley 13 miles south oI 
Cram Canyon rti field

N .  DA KOTA
Armstrong Operating 

Inc, tkdiwoa. tu i ' j e irJ a 
MtitiUipptan Lodgepule

discovery in Stark County.
The ) 9  1 Haller, in ?9- 

I39n %w. 3 miles south 
southwest of Dickinson, 
(lowed 157 b/d of oil. 7H 
Mcfd of gar, and 33 b/d of 
water from 9.622 34 ft.
The ditroveiy opens Vet- 

sippi field
Baker Hughes Inc report­

ed 20 rotary ngs making hole 
in North Dakota in the week 
ended Sept. 1, compared 
with five in the same week in 
>094

O K L A H O M A
OXY LSA Inc. stJkcd an j 

Ardmore basin wildcat in 
lohnslon County
The 1A Aitpott. in 2Ms- 

U .  2 miles south ol Tisho­
mingo. is projected to 9.500 
It. The cpot ts 5 miles noith 
east v ( an abandoned one 
wsU oil field, n  tepoiird.

fetroCorp Inc. Houston, 
ts connecting two gas wells in 1 
the Mivener Trtna of Alfalfa 
County.
IVtroCorp r* peers sales to 

•tart this month at 1 .' MMcfd 
of gat from tha 19C-4 lanet 
£*ic* started Aug. 25 from 
tlic tOC-t ‘Rirrii, averaging 
700 Mcfd.

TEX A S
tons

Tnoro Pctro'etim Corp. 
San Antonio, might shoot a 
3D KUmif survey nest i r r  
v i ri a putei n tally significant 
d scmiry tn Webb County
The 1 LonfonaL W miles 

rati of laredo on lesoros 
2 2 0 0 acre South Guerra 
prospect, flowed 35 MMcfd 
cd thmogh a -h.tn. choke 
wi 
sure

a ras thmugh a -k.tn choke 
• lln 4 CWJ fwi wellhead pres, 1 
u/c The wafl encountered I

API MONTHLY I S  VWll COMPlfTWS*

80 It ol gross pay sand in the | 
tpsled interval and three 
other pay sands untested 
behind pipe
The dlscoverv well Is 4 

miles southwest of and anal­
ogous to Currra field, which 
has ptoduced 12' bef uf gas
Tests of the 1 Lvngvtia j 

continued to determine per- I 
meabihty and the need to 1 
fracture the pay sands. The 
company hopes to complete 
a directional delineation 
well by yeatend to optimise 
contact with at least four 
identified prospective pay 
sands

Mustang Oil U  Gas Corp, 
a umt ol Gull Resources 
Corp., San Antonio, and 
Tesoio Petroleum Corp 
opened new pavs in Lopeno 
field in Zapata County
The 1 Palmyra, enhanced 

by 3D seismic data, flowed 
as much as 107 MMcfd of 
gas on i  h. in. choke with 
3.«3 psig wellhead pressure 
from multiple rones in 
Eocene Upper WUco* at 
about 11.WO ft CAOF vs 
48849 MMcfd.

The* watt mt RA It nt grow 
pay sand in four producing 
intervals within tho L-IJ, L* 
18. L-21. and 1-22 sands.
Lopeno field, discovered 

in 1932. has produced about 
120 brt from L-5 through I- 
77 sards Musung used devi­
ated drilling technology and 
multiple r o n e completion 
techniques that prosed suc­
cessful at Bob Watt gas field 
a nulac southeast

CufTCOttt
Nuov Entry;* Co v*n 

pleted a B.ookeland field 
weu that ts the third well on 
its 58.000 acre «xnt venture 
with Tnaco r tpkirabon and 
Productsun Inc.

The 1H Sponger, tn lisprr

County, flowed 15.4 MMcfd 
of gas with 2.880 b/d of con­
densate through a % in 
•Tiokf with 3,373 psi FTP
The Cretaceous Austin 

chalk well produces through 
dual laterals o combined 
9,082 ft long. Tinc vcitndl 
depth a  11,850 ft.

Patterson Energy inc., 
bnyder, Tex, has boosted its 
holdings tn the tola area of 
the Cretaceous Austin chalk 
trend in Grimes County tn 
3,700 net acres
The new holdings are near 

Patterson's Norwood and 
Davis well*, wlmh a ( i i i I imI 
lateral completions.

UTAH
Amtrac Energy Corp., 

Houston, formerly Wolver­
ine Exploration Co. staked a 

wildcat in Summit County 
bvtwern Pmcview and 
Bndger Lake hrlds.
Propctrd TD is 17.000 ft at 

the I lable lop Umt, tn lo- 
ln*iO«. 18 miles east ol 
Ptneview oil firfd

Rarrett Rrvnurres Corp. 
Denver, ■« preparing to com- . 
pfcic i»s 3 Cave Culch w*d ; 
that has established the deep­
est production in Caw Guhli 
Unit in the Wind River basin.
The well was nooked to 

sales tn mid-August at 5 
MMcfd of pas and 40 b/d of 
od from perforations at 8.5J7- 
8.830 ft in a previously J 
«»n?*sted section of the Upper j 
Cretaceous Lower Lance. TD 
is 9.050 ft
Barrett plan* to perforate 

addmccul zones in Liner 
The company recently 

suked the 10 Cav-i Guicn 
Umf. in 3?-37n-66w, Natrprut 
County, as a 9200 ft loner 
test tn WaJtman held
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P d u s a  j3 D s s e d  t o  s i g n  f i r s t  E & P  p r o f i t  s h a r i n g
Venezuela * state retrvlcun. company 
Petroloos dc Venezuela bA (Pdvsa) this 
month will sign It* first exploration and 
production protit sharing contracts 
The effort represents Venezuela’s 

most extensive ottering ot this type for 
private investment since nationaliza­
tion 70 years ago If also is the first 
ottering of eepluration acreage in 
Venezuela since 1938
The program is expected to generate 

ii> much «•> $12 lrilli.il Ml •iddiru iiucsl 
ment in Venezuela * upstream sector 
the next 10-1$ year*.

Prlvsa goals
Tlie E&P profit sharing program 

fal’e in linn wilh Pdv vv’s gnal of Kwwf- 
ing uil productive capacity lo more 
than S million b/d by 2005 from the 
cuiient level ot sligluty mote than 3 
million bril, in expectation of growing 
world oil demand.
IMvsa * 1U year business plan o ils 

tor total outlav ol $60 billion to hike 
productive capacity lu 5 69! million 
b/d That breaks out as $35 billion tor 
Pdvsa win project*. another 311 billion 
lot jomt ventures. and Si6 billion Irom 
pnvatc oil companies ior marginal 
l.rldi reactivation projects. E&P proin 
sharing deals, Orinoco heavy oil pro- 
j«t», and other od and ga* 'entures 
Meantime. I'dvsa has earmarked 

about $6 billion in capital spending this 
year, wilh most of the foots on f  &P to 
underpin production and reserves
gmwln
The company also Is moving to con. 

roLdatc its growing globsl role i» a 
refiner «tvd marketer of heavy crudes 
and related products

L&P protprant
The long awsi'ed fc&P protit stur- . 

mg program is a drpailurr from 
Venezuela’* other recent efforts to 
anrvet private— especially fortigts—  
investment to its upstream vr»1o*
Pdvsa fist signed mnv major 

's t t a t e g v r  a llu rx r' agreements invofv 
o»g major od companies ter pftrtiapa- 
non tn heavy oil development/ 
upgrading vtr.rurrs tier tabse. OCJ. 
Au* 14. ivyr p );t .
Ml addition. Pdvsa it making 

progress tn a .1 rear ofci program Ur- 
gtiiftg pnvat# tr.vesunert to reactivate 
”urginal <*1 held* m Venrxueia (OCI. 
June 12 IW .p  331
further. Pdvta has all the elements 

in place ♦•<rpt foe a market for it* liq­
uefied natural gas e«poH asherne, 
wtuch include* offshore natural gas 
behl devreroyrivert tn la eeo iiv * with 
foreign ml lumparorv lOCJ. Sept 4. 
\ f f i . Newsletter»
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the protit shattng scheme under 
Pdvsa’t 'apertura* (opening) oil pro- 
pram ts the lin t time since nationaliza­
tion in 1976 that pnvate companies tvtll 
be allowed to conduct E&P prog-arm 
in Venenieli as equity owners
The prvlit sharing deal* call lo t  

i iploiaiion of 10 undeveloped blocks 
eauiMiked toi joi.it venture* tuunccd 
rutally by private companies Mmi- 
mum'investment is rxpeoed to be Sv> 
60 million/ block
The 10 bkxks are spread over an 

area estimated at 4 5 million acres (see 
map. OCJ, Sept 18,1995. p 851 Poten­
tial reserves are estimated at 7 billion 
hhl of high quality medium rod light 
gravity crudes
tf commensal volume: of otl and/or 

gas are discovered, itvr private compa­
nies will form joint ventures with on* 
of Pdvsa v subsidiaries vhaitng the 
venture s profits and being reurbursed 
for exploration costs

C tnvncS i Dmeuue
More than 300 cootpanirs have 

eipresued an m'erest in the FirP profit 
•hanng program. and shout 70 have 
qualified to bid (tee table'
Here is the schedule for v*pcnuy. 

sealed M i under the profit sharing 
p tg iw i
• Jan 77. CjMrumtv Block A. Tlulu

and Mcnda stjtcs; La Cciba Block B, 
Trujillo, Mcnda. and Zulia states.
• fan 73. Ciianam Block C. Por­

tuguese state; San Carlos Block D, 
Cojede* and Portuguese states
• Ian. 24, El Sombrero Block E, 

Guatico state; Cuaxapichc Block F.
Mona gat arut Sunv ttato«
• J.tn 25, Wett Cult ol P.tna Block 

C and East CuJI of Pario Block H. both 
Sucre naie.
• Jan. 26, Tunta Pcscador Block I 

and Delta Crntro Block ). both Delta 
Amncuro state

Pdvsa 1996 soendmg
Pdi’Sa* s 19% budget foare* heavi- 

ly on ilc i»tfnrtc tn brawl Vi-nv/iii'lj'v 
crude oil reserve* to about 66 billion 
bbl. which it reckons would be an 
increase of about S 6 billion bbl
Oil & Gas Journal estimated 

Venezuela s proved crude reserves as 
ot Jan. I, iV%, at M i  billion bbl tOGJ, 
Dec. 25,1995, p. +4)
Pdvsa said its 19% E&P program 

includes more lunds lor exploratory 
dnlling in new areas such as the South 
Andean flank and Vorlh and Central 
Monagat ttste.
Incrvaicd .pending also will go lot 

development and appreiaal dnlluig. 
secondary recovery, and steam Injec­
tion projects
In addition, i'dvsa expects to 

increase Venezuela * gas reserves by 
about 565 million bbl ot oil equivalent 
(BOE) to about 25 billion BOE.
Pdvxa reported production o f  

OrfmulakMi. its boiler fuel that it an 
cmuUion of extra heavy crude, water, 
and a surfactant, wall total .ibout 48

>, up I 
fled Ltons ftorn 1995. It also rrpur tcxl pi induc­

tion and marketing of coal from its Ca^ 
bones del Guava nr jomt venture win be 
about flat in 19% witlt 1995 s level of 
4 5 million tons

Dowttsman plans
Pdvsa ti pretnng a program of 

upgrading and modernizing its refuser- 
icv while eynng pottible lurther 
tiirrstiucnu in i efniing abroad Alt 
t:Id. the goal is to add eOC.CVQ b/d so 
wortdwide refining capacity
Plans coll for increasing reining 

capacity in Venrzueia by afout 200BOO 
b/d by 2000 at a cost of about S5 2 bil­
lion

C  utteni retimisg capacity in 
Vrtvemeh it aho>il t 1*7 mtlf-rwi S/rt 
Crude thioughpul u pegged al 9W.W1 
b/d toe 1996
Much of the refmmg investment 

M iyhu ti >a on pioceasmg kugn <ro)-

ti > 1 1* -rfnt m
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nr.CS of heavy and extra le-jvy crude!.
PUns call for Pdvsa subsidiary Mti< 

aven SA to complete o 52 LulUon 
upgrade of its 28A.OCO b/d Cardon 
refinery thb year
Pdvsa also plans to expand the 

195,001) b/d Puerto La Cruz and
115.000 b/d Cl P.tlito rcfmwiiK operat­
ed by its Corpovpn SA unit

Imuay pro ject
In addition, Pdv»a subsidiary 

.jgovcn SA ill increase capacity of 
Hie .'ijdnxlnulfuriration unit at its 
571,W0 b/d Amuny refinery. Plans call 
tor expanding unit capacity to 250.000 
b/d ot high sultur, hcavv crudes from
190.000 b/d.
Tha project will allow the rclinery to I

c w d i( ho.'v. ”l ]:a crJiovyt* j
lied distillate* and gas oils, said 1 
l.igusvii Refining Manager Heraldo I 
Slfomcs

"That gas oil will be supplied to 
other refineries in the Pdvsa circuit to 
be used at catalytic cracking units for ' 
the production of gasoline,” Si/ontec 
oid
Amuav'3 expanded deep cenvei- 

sion uipacity of 98,000 b /J break* out 
a» iW.WO b/d of flcxJcoking and 34/XM 
b/d of delayed coking.
During first half 1995, Amuay 

processed about 102,000 b/d of heavy 
CTudes, the highest in 45 years of oper­
ation That volume of throughput is 
expected to ti-* to about 170,000 b/d as 
eiparwinn work progresses, S'fonte* 
said
“Rcfimng hard to niaikrt heavy

crudes means greater operational and i 
commercial flexibility for Ugoven," 
Sifontes said.
Pdvsa estimates about 73% of 

Venezuela's oil reserves arc heavy and 
extra heavy crude* and 27% medium 
and light cnidre and condcnrat*

Foreign refining
Pdvsa currently is uvgvwiring the 

purchase of several refineries in the 
Li 5 and possibly building another in 
Brazil, said Ronald Pantin. the eompa- 
ny’s strategic planning coordinator 
He did not disdiwe which plant* are 

under consideration for purchase bur 
said negotiations arc based on nn 
"association xhenc” aimed at boost­
ing rdvsas refining capacity by 
,'VlfM?ie f/?j., I U<XI II,IS aoout o/o.uuu 
b/d ot refining capacity in wholly or 
artlv owned refineries at Lake 
tudes. l a . Corpus Christi. Tex 
Paulsboro. N J . Savannah. Ca, 
Lemon r. III. and Houston.
In addition, Pdvsa has J10.000 b/d 

of refining capacity at the bin iclineiy 
in Curacao and a combined 700,000 
b/d ot capacity at refineries in Ger­
many, Sweden/Belgium, and the U K.

Heavy oil upgrading
As an adjunct to the irftrung expan­

sion Pdvsa continues to proi* projects 
with AKCO. Conoco, Mobil, and Total 
intended to produce a combined total 
ot- about 500,COO b/d of extra heavy 
crude and convert it into a more mar­
ketable synthetic crude.
following an agreement last month 

setting up a J2 btUton heavy oil joint 
I development/marketing venture be

tween Chevron Corp. and Pdvsa unit 
Maraven SA(OG|. Dei-. 25 1995. p 79>. 
Mobil is expected tn complete negotia­
tions on a similar project involving 
Orinoco extra heavy crudei with 
fjgoven.
"The prospects fur that project look 

veiy positive,'* said lagoven Pres, 
Julius Tnnkunas
He noted the prefejsibilitv study for 

the project is complete, and the contract 
should get a final green light lor sign­
ing in the first quarter
Under their strategic association, 

MobiJ and tagovcn would set up a 
joint venture to produce About 100,000 
b/d of extra heavy crude from the 
Orinoco belt's Cerru Negro region The 
Cerro Negro crude will be upgraded at 
noting as svncrude.
The deal is expected not only to 

open markets to tagovxn in the U.S. 
but also laid to other joint ventures 
involving the two companies in the
US.
Last November, Maraven stjred ,1 

35 vear, 51 5 billion Mr.ireeir associa­
tion contract with UonocoTnc to pro­
duce, transport and upgrade 120.000 
b/d of Orinoco extra heavy crude 
(OGI. Nov. 13,1995 Newsletter)
Father, Maraivn signed a cor tract 

wilh Total covering a 41 S5 billion pro 
;es« to produce and upgraJc 150,000 
b/d of Orinoco crude.
A S3 5 billion xtretvgjc association 

I between Corpoven and AKCO tn pro- 
| duce lo5,000 b/d of Orinoco crude, 
upgrade that to 210,000 b/d of syn- 
crude, and export the syncnide still is 
pwding approval (OCJ. Oct V 1994,1 Newsletter).

P r o t e s t s  l i n g e r  o v e r  S h e l l  N i g e r i a n  c o n n e c t i o n
Royal Dutch/ShtU has come under ’ 
more tire for its role in Nigerian opera- I 
horu
In the latest development. London's 1 

Shell Centre buildings, U K headquar­
ters for many of the company's infer 
national operations, was the starting 
point for a fan 4 protest against the 
company and Nigeria'* military
r*f.me
The OgofU Community Association 

urgaiured a march from Shell Ctntr*
H the N'lgvnwi High Com mission and 
on to St J in n  > Chuuh. P.ixadiilj', fix 
a mnnutUl wrvice for Ken Saro-Wj w* 
and eight other activists executed by 
the N1 rerun government late last war 
( U L I . S o v t f l W . p  37).

Alio tn lordon . members of 
Britain's Royal Geographical Society 
voted to expell Shell a* one nf tlvnr 
sponsors because of iH N.gvrl'n oper

ationa
Meantime. Nigerian Minister of J 

State for Tctrolcum Resources Kabu 
Llu le  Mid threats by Britain and the ! 
US. to boycott Nigeria’s oil won’t j 
harm his country's economy if they | 
develop.
Chafe told k'aJurc. nev->*m*n Nige­

ria would iim ply turn to other eompa- 
rues waiting 10 do buiincss with tua 
country if the U K ai«J US make
good theu iluravx.

Target: Sfael
Although Shell was once again the 

target cf promts because c l Its sup 
posed doae links with government 10 
facilitate its ed operations m Ntjena 
the anu Sheil feeling was n w r  muted 
than in rwe-M month*

A Shell International spokesman 
sa»d only about 30 protesters gathered 
outside Shell Centre, and there did rxt 
appear to be any reference tr> Shell m 
posters and banners they displayed 
The official said Shell had boon 

atked to protest to Nigeria'* govern­
ment over 19 more Ogoni <1 ibe protest­
ers, currently heKJ on the same 
charges, murder, as 5aro*Wiwa ard 
colleagues and due tor tnai at an 
undisclosed date
In Kaduna, Chafe pointed rot that 

Iran and Libya ire under US oil 
embargo* but are still exporting their 
otl to other buv-T*
H*ca«dW rtaMbolttenngifteco- 

nonuc rein i wilh China, Runta. 
I and eatten uropean countries 10 
j kxvMall jp cmtsairasamenl sarxtson* 
| from the ' *e*t might cause. •

a i  15 WC • N  * in rs
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Venezuela* Bitumenes Orinoco 
(Olfor) soon will sign j deal to wit 
34 million tons/yesrof Onmulsion 
to Taiwan, matching its biggest sale 
to dote.
Oriniuliion it on emulsion of 

extra hoavy cruda oil* water, and a 
surfactant that la designed to back 
out coal a* a low cost, environmen­
tally preferred boiler fuel.tutor is a subsidiary of state 
ow ned lVtrolcos de Venezuela bA
(Pii'aa'

far fast market pusti
Bilor I’tvt Jorge Zemcll.-i t.od 

his company received "with great 
•otafaenorv" o report trom Taiwan 
on the outcome ot a tender by Tai­
wan's »ute owned power compa­
ny to select new projects assigned 
to independent power producers 
(IPPs).

Zerr.elLi Mid Biter affiliate MC 
Bitor Ltd will “ognifienntty pene­
trate'' the Asian market with the 
Onmutrion sale to Taiwan.

Onmulsion will be the sole lu fl 
of a power plant to be built by a 
group led by Intcrgcn at Lt/ho ui 
the buoo region on Taiwan's east

coast Sales will begin tn 2000.
The project ts one of many pro­

posed under a latwanese govern­
ment initiative to solicit IPPs fro m  
the private sector to build power 
plants to meet Taiwan's wiring 
clectnc power demand.
Taiwan's Ministry of Economic 

Af/aits recently chose from the fust 
round of proposals seven groups 
to build a total of 7.11 million kw. 
Combined power capacity of 23
p»nj.w>h* p«w<vvrt.t <in,tnr thw fire*
round totaled 30.3 million kw.
Otl products and natural gas 

will few! cnma nf the other win­
ning projects.

lizfce project
Among the companies selected 

tn the first round is a combine led 
by International Generating Co. 
Cntergen), a pint venture ol Bech- 
t< I Group and Pacific Gas ( * Elec- 
Mr affiliates Other membcts of the 
group are Taiwan Svnthrtic (liihhfr 
Corp, APED, and China Steel.
The combine’s Lithe plant will 

have an installed generating capac 
Ity ol 1.5 million kw involving two 
units of 750,COO kw each

One of the unns will begin 
operations about mtd-2000and the 
second by the c.td ol Hut year.
MC Bifor and Mitsubishi Corp. 

will supply those units about 34 
million tons/year nf Orimulsinn 
for 35 yean exported from the Jose 
terminal in Aruoitegui state, east­
ern Venezuela.
It will be the taigesi auppty con­

tract ot Onmulsion in the Asia- 
Tactile region. MC Ditor and Inter-
pan am nrjmrta.1 lnr'<£~< thn -iflfuw.
mcnt soon
Zcmella said. ’The approval 

constitutes the most significant 
step forward in the Asia-Pacific 
region by Bitumenes Orinoco, 
through MC Ditor, in penetrating 
the electricity segment of the ener­
gy market in the Par East ‘
I he market has been dominated 

by energy sources such as gas, 
coal, and conventional liquid 
hydrocarbon fuels.
The next step in marketing 

Orimulsion in the region i» to pre­
pare an environmental impact 
study to obtain permits from Tar 
wantse h»cdl ami regional uuiliuri- 
B«.

V e n e z u e l a ' s  E & D  r o u n d  m o s t l y  s u c c e s s f u l
Venezuela'* ln*i p> of it sharing explo­
ration and development licensing ' 
round ha» yielded generally positive 
results
Although two of the 10 blocks up 

tor bid received no bids, some of the 
remaining blocks received Itchy ones. 
Stare owned PctreWv* de Vhw»iu4* 
irdvra) netted about S315 m illion in 
tiebreaker bonuKS tn the round, in 
.iJJitmn to about 515 Million It001 the 
vile nf data packages to prospective 
bidder*
1!te Ilf blocks, ooverms 4 5 m'liron 

acres, are believed to contain potential 
oil reservo of at least T billion bbl of 
medium .1 id light grade crude ui addi­
tion to tiiVKMnti.il potential volumes of 
natural ga* (*o« map. OCJ, S*pt IK. 
IW , p K5). Preliminary eitirruk-i of 
potential oil reserve* for the combined 
blocks ran at high as 23 billion bbl el 
light and medium kiuvuv c<ude.
I tie rmder marks the return o f  fo r - 

ctgn cnmpanmt to fuJI equity par net pa- 
turn in otl and gas U t O . a seclot that 
Vcncruiia nationalized 70 years ago it 
» expected to generate as much a* 512 
billion <n added investment in

Venezuela's upstream sector the next 
liM 3  years (OCJ, Jan. 15, p 24).
The tender was marred by hflganon 

stemming from concerns over clauses 
in proposed profit sharing contracts.
The push to expand foreign invest­

ment in Venezuela's upstream oil sec­
tor unde-Hcs the government's goal of 
doubling oil revenues in 7 year* from 
the current 56 bitl.on/year.
To meet that goal, Caracas is count­

ing on investment by Pdv*a and pri­
vate companies. rspecMlly foreign 
firm s , to help jump producrivecapacity 
to 5 / million b/d from today's 3 15 
million b/d.
Venezuela currently claim* to pro­

duce about 2.4 million b/d. close to its 
Organizatinn n l Petroleum Fxporting 
C juntr.es quota of 23VI nullum h/,1 
However, crtliet source* have placed | 
Vencrucln's output considerably high- 
e» than that, exceeding quota bv irvurv- 
thin 300,000 b /d

How the todding went
I'dvsa voiced satisfaction with 

results ot the t& t' profit snaring license 
round Mure than 75 companies pre-

I qualified for the bidding"We are very pleased with tho 
results," slid Pdvsa Pres Luis Ciusti.
The most important thing is that the 
massive attendance ot large, medium, 
and small companies has ratified 
investor confidence in the country's 
petroleum industry.”
fVyonrl ronrprnc inpr tax and cur­

rency Ktu*«. international od nod gas 
executives prnircd Pdvsa for a smooth­
ly run tender
"In awinc vases, we declined tu sub­

mit bids simply because the mks in 
those areas w e re far too high or 

| because we rest did not hive sufficient 
geologic j  I data to make a final deci­
s ionsa id one executive whose com 
ny failed to obtain a contract "Thu 
no mean* points to a lack of interest 

in WneriM-la. whirh remains an attrac* 
n oil country"
Pdvta «t'.mains $l billion will S* 

spv.nl in the first 3 year exploration 
pruod for the profit sharing block* and 

1 another 510 billion the lulUiwmg 7 
ve.ir*. The conrract* call for outlays of

iti ij *1
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at loa t̂ $40 60 milhon/bloch.
fn die event of i  commercial dis­

covery, license terms call for a Pdvsa 
affiliate to hove an option to purchase 
a working interest by paying a pro rat' 
share of costs Incurred to date
Pdvsa l« expected to hand ovar the 

signed contracts early thb month to 
the Energy U  Mines Ministry, which in 
turn will send the dvcuinvnt* to the 
cabinet of ministers, then to

Venetuela't congress for final 
approval.
Exploration generally is expected to 

get under way in first quarter 1997.

Amoco blocks
Attracting the most interest in the 

bidding was the Guarapichc block in 
eastern Venezuela, which is believed to 
hold as much xs 1 billion bbl of medi­
um and light gravity crude
A combine of .Vrnoco Corp., British 

Petroleum Co. pic, and YIT SA unit 
M itu r f?nnr«jr f*oi|» imm *k-< Ut«»t« 
bawd on a 50" pretax profit shating 
bonus (PEC) plus a tiebreaker bonus ot 
almost 5109 million. '
Amoco bid so'o to win the Punta 

Pescador block in eastern Venezuela, 
just east of the Cuirapiche block in 
which the com pin v i* a partner. Amcw 
offered a 5fWL PJ:C and a tiebreaker 
bonus of $10.7 million
That topped a bid of 50% PEC ami 

tiebreaker bonus ut J j 6 uiiltiun bv a 
rombine of Fiance'» Total and Nor- 
wa> ’» Den notske suts olhselvkap AS 

Amoco plans to spend at least $40 
mdlfon ro explore its Punta tVscador 
block I he block lies rust south of gas , 
fields Amoco »> developing off I 
Trinidad.

Konald Pantin, Pdvsa strategic 
planning coordinator, expressed sur­
prise that Amoco and the Total/Statoil 
combine each offcrrd a ̂ 0 -̂ PEC He 
noted industry secs only one major oil 
play in the area but added that n major 
natural gas stoke is highly prospective 
there.
In addition, the swampy region 

poses logistical challenges.

I n htnnlrLa utlDa DrOCK
A dose second to the Cuarapiche 

bid w.is the winning offer for the La 
Cetba block along the southeast edge of 
Lake Maracaibo, thought to hold 790 
million bbl of oil reserves,
Here, a Mobil Corp led group that 

includes Germans'* V*b* Chi AC and 
Japan'* Nippon Oil Exploration U S A. 
Ltd. made a winning bid of 50% PEG 
and tiebreaker bonus of alniosl $10) 
million
Mobil and partners snared the 1, ?yj

I ̂  *• • f , .1 I I ■ •!. •(• Uia
shore of Lake Maracaibo on the first 
day of bidding. Jan. 22 (OCJ. Jan. 29, 
Newsletter) Interests m the block are 
Mobil Vie,. Veha V)%. and Nippon 
7(1% Tlicir winning tiebreaker bonus 
bid topped bid* bv nine other group* 
that matched the SOr*. PEG bonu>.
Closest to the winning bid was 

Eaaon/SheU, wluvh ulfried a 50% PCG 
bonus plus a $5" 5 million tiebreaker 
bonus Others bidding for La Cetba 
were Amoco, I exact? Inc./Mitsubishi 
Corp./Maxus. Elf Aquitaine/Conoco 
Inc, Agjp SpA/Norsk Hydro, Total/ 
Slatoil/Petrotus Cangali. Marathon

Oil Co./I,icmo pic, Petroleos Braslt- 
Pirn Sa / Benton Overcea* Petroleum U  
Investment Co., Unocal Corp./Japan 
Petroleum Exploration Co. Ltd., and 
Rcpsol SA/Entcrprise pic.
Work commitment tor the La Ceiba 

block in the tirst 5 vear phase of 
exploration is about $a0 million. The 
minimum work commitment calls for 
drilling of three wildcats. Plans call 
for seismic iurveys to get under way 

thi* year
Ronald Wilcon, president 

of Mobil Latin America busi­
ness development ventures, 
noting Mobil is familiar with 
the Lu Cviba area, said, ‘We
eMjWf fr» It'Q* irrsttWH
lations "
Mobil first operated in 

Venezuela in 1934 and. with 
the country's new efforts to 
attract foreign mvejtmont, 
seeks to expand its presence.
Mobil is currently negoti­

ating a $ J $ billion strategic 
association with Pdvsa sub­
sidiary Lagoven 5A to pro­
duce and upgrade 100.000 
b/d of extra heavy crude 
from the Orinoco oil belt. In 
addition. Mobil recently 
returned tn lubricant manu­
facturing and marketing in 
Venezuela last yeir, when It 
purchased 50% of local com­
pany CA National de Gaso 
Sc Lubncantes. the country's 
biggest lube plant.

Vcba also has a long association 
with Pdvsa, dating to 1978 when it 
entered into a government backed 
Jccord between Germany and 
Venezuela lor technical cooperation in 
the energy teetor. In 15*83, Veba and 
Pdvsa formed a joint venture, Ruhr 
OeL to operate Germany"* biggest 
refining system with throughput 
capacity of 4403)00 b/d.

Conoco M a d aw xfmwww anxvtnsv
I Conoco bid alone m winning the
I t .t , . S . , . 1 wt IMUI Ill S.14IIUW
, water off Venezuela's northeastern
I enact in the Caribbean Sex

Competing against Conoco were the
. Canadian-South Korean group oi 
Canadian Occidental Petroleum Lid . 
Numac Energy Inc., Yuhong L id . and 
Korea Petroleum Development Corp: 
Agip/Notsk Hydro; and the Canadian- 
Argentine combine Talisman Energy 
Inc/AttraCapw.
Conoco offered a 50% PEG plus a 

tiebreaker bonus of $21 2 million com­
pered with the runnerup Canadian- 
South Korean group's bid of $20 7 mil­
lion
Term* c»11 fo* a 4 year. $$0 million 

fcmm-toxenr *o drill two wcil* and 
acquire teutmc data u» the wcitvm

/ 7i\\l
M x iw r - T M f
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With Onvid Knott fwm London

The unequal split 

o! British Gas

Gulf of fartfl ectwecn Vcncauela and 
Jrtnldad. r.xpliuaticn ts to get under 
way right after the contract is signed.
Conoco combined with Elf 

Aquitaine 50-50 to take the Cuanarc 
block in Portugutva state in western 
Venezuela The block is in the loothdla 
of the Mend.x Andes
Ths work commi'ment eahs for a A 

vcar. 530 million outlay to drill four 
ells and acquire .-eumic data. Work >a 
• get under way Immediately after the 
•.vntract is signed.
Conoco also has a strong presence tn 

Venezuela.
It formed a joint venture, Petrozua- 

ia. with Pdvsa unit Maraven SA to pro­
duce I 5 billion bbl of Onnooo extra 
heavy crude and convert it to synthetic 
crude, most of which will be processed 
in Conoco's U.S. refineries Conjtruc- 
tion on the SI .4 billion project u to get 
inder way early in 1997.
Conoco also is a partner with 

ditumencs Orinoco SA to convert 
Orinoco bitumen to Onmulsion 
Pdvs.s'u proprietary heavy oil/wafer/ 
»v/i.ictant amulvion i. u£*d at a boiler 
Kid.

LL&E group Mock
A group made up of Louisiana Land 

& Exploration Co. tLL&E). New 
Orleans, Norcen Energy Kesources 
Ltd. Calgary, and Benlon Oil &  Gas 
Co. Carpintcria. Calif., won the Delta 
Centro block in eastern Venezuela
Operator LL&E will hold a 35% 

interest m the block. Norcen will take 
35% ar.d Benton 30%.
Tlie Delu Centro block ties in a 

mostly ...arshy region of the Orinoco 
Rivtr'delra in Nortneiut Venezuela's 
Delta Amacuio state.
The group's work commitment calls 

for acquiring and processing 1,300 line 
km of »«»mic data and drilling three 
wvllt in 5 years with an opnon in 
vitend the exploration penod a yearn
Work n  to get under away alter lhc 

OMtlilKt w ith Pdvsa ts signed.
I  f  feC  I^V st»»» *"n  U  I  f¥*e*K*«**| *»•» / 1 •

ard noted the Delta Centro blocks 
marshy terrain is similar to marshlands 
tn Louisiana where LL&E has long 
operated.

Otter butting
Peroi Companc SA hxsk the San 

Carlos block m Cojedes and Portugue­
se aiaiea of Southweal VcnceucU.
The Atgcnnrva company topped a 

bid by Elf by utfwing a 40% PEG Teter 
Companc 'currently is involved In 
reviving oil production in Venezuela 
under the country s nurgir.at tieids 
participation program.

A combine of Enron Corp. ind

Facing competition in U.K. gas mar­
kets, restrictions by government regu­
lations. and massive gas contract 
debts. British Gas pic will split into
rwn c o m p a n ie s

Tn* former U K gas supply
monopoly, privatized in naget 
beginning in 1966, will split into a 
laige company, to be known as 
Transco International pic, and j  
smaller untt, British Cos Energy pic.
Chairman Ktchard Giordano Mid. 

"This demerger is about the oeation 
of two separate companies that will 
man.iee our business more effective­
ly to the advantage of ou- customers 
shareholders, and employee*."
But aomc pundits say the move is 

designed 10 piotect the ct mpanv’a

Eirofitable business,a from 1oases in ong term take or pay gas purchase 
contracts
Ahead of gas market deregula­

tion. U K  operators developed gas 
fields to support their plans to sup­
ply gas directly m end users Trading 
tn gas began among companies And 
with the glut of new gas the spot
iWit'tf f*)l
A wet* tharwnrt

Bccau e o< the low spot price, 
British Gas is sard to lace losaes ot 
£1.5 billion 11125 billion) on long 
standing contracts worth a combined 
£40 billion ($60 billion).
The new Tranxm unit will get the 

biggest asset, BonsKCas' transporta­
tion and storage business, along wuh 
most of the exploration and produc­
tion as seta and the potentially lucra­
tive power generation bu»m*» ami 
mterranonal operations.

Bntuh Gas Energy w ill be a com­
parative runt, given otuy the parent s 
supply and trading business. Hus a  
where it laces interne competition 
from new suppliers and big losses on

gas purchase contracts
British Cas Energy abo will get 

I U K Morecambc Bay producing gas 
fields, which a spokesman said 
would allow it to compete with inde­
pendents In liberal'red markets 
Two fi*td» with original reserve* 

amounting to 6.6 tcf of gas. on* of 
which has been on stream iirvce 1985 
and unv sinvc 1994, docs not seem a 
great deal with which to take on 
fierce compennon— particularly 
when British Gas estimated its 
reserve* in 1994 at almost 2 biliior. 
bbl of oil equivalent.

Public outcry
British Cat said tb* smaller com- 

I pony will receive no exploration 
' assets or expertise in the transfer So 
I ir will face an immxduic problem tn 
, replacing reserves ro remain compel- 
i itive.

Transco ts to be like a utility with 
! steady returns, while British Gas 
Energy will be more like a consumer 
company with ups and downs in 
Lncom* And evervoody knows how

owed In the Oiitish press by lb* 
news that Cednc Brown, Dritoh Cos 
chief executive, is to retire Apr. 30 
Following a tumr oveT Brown's 

75% pay hike in December 1W4. 
Bretons are now licensed by repeals 
fhat he will get a £4 million ($6 mil­
lion) n»t rement package and will be 
retained as a consultant for the 
dwurgn.
Covfinmcnr'-. original td*a in pti- 

valuing British Cat was supposed lo 
be to make a Cumbersome giant ctfi 
oent and ptvtiteblr Tins latest mox 
ts a warning against following politl- 
ca * dogma to the deinment ot pracU- 

■ cad considerations of gas supply

'e® 7  ' WJ • 0" I  in  a*e*J u
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Inclcctra won (lit EpsI Gulf of Pari.i 
block.
Gttatumbo block, southwest of 

Lake Maracaibo, and El Sombrero 
block, in Ctnlr.il VenezueU failed to 
attract bide

Noteworthy for h«r absence from 
the list of winning bidden wn» a com­
bine of fixvon Corp. and Royal 
Duich/Slitll G ioup lh.it was expected 
to dominate bidding However, the 
combine bid conservatively for (he La 
LeibA and Punta Pcscador blocks and 
came away empty handed.

Some prospective bidder* weie 
daunted by the stiff let ms Venezuela

Etvrm Asm tsill Ir.iri hrtty rmwth tn world styrene demand through 2005.
Driving the region'* 93%/year 

increase tn styrene consumption are 
economic gmwih. im jww ed standard* ( 
of living, and increasing export* of fin­
ished product*

Thoee are the finding] of a study by 
Chem System* lnc„ Tarry town. N T 

the firm  predicts wotlJ sly true 
coiuuinptton m il increase at an n o -  
age 4.1 *  / year through 2VJQ5. fueled by 
increased demand tor polystyrene and 
acrytonjmir butadiene styrene (ABS).

Most strrene capacity expansion 
w ill take puce tn eastern Asia. Chem 
System* expect* addition* in that 
region to total 25  m illion  metric 
ton*/year by IWH This massive

M

imposed on (he profit sharing deals. 
They call for income taxes totaling 
67 7% and royalties of 16.7T# in addi 

1 tion to the PEG and (iebreaking bonus­
es.

A second try
Pdvu on J an 29 (tied Again and 

(ailed to alUaci bidders tor the Coin* 
tumbo and FJ Sombrero blocks 

KcprMentatives Item several pri­
vate companies said high risks, low 
prospect* for crude o il discoveries, and 
iack of geological data discouraged 
intrrestin those area*

Juan bubo , president of Venezuelan

m panlv trcreaw 'mil red .me wnrW 
operanng rale*, shift trade patterns, 
and '.queete profit* (n traditional 
exporting countnrs

World tiyrene consumption 
increased 9.4% dunna Itwa. nuking 
styrene one of the feeder* in coounod - 
tty petrochemical*' rrerni rrrovcry 

O ruum l giuntti •».» »Uung tot all 
styrene denvame*. npeoally  poly­
styrene and ADS. which cocnt-tned 
account for l i t  or vorid ityren* con 
sumption

In 1995, say* Cheat Systems, 
growth in  jryrrne demand w u  less 
than an tin pared because ol invttttory 
adjustments and an uneiprrted slid# 
in sfi.pmetif* lo China after the coun­
try closed it* teuihtm border

Petroleum Corp. (CVP). *md, “The lack 
of interest in some area* is relatively 
normal because each company choose* 
those block* that fit their ligures and 
Ihetr particular ebotvgies"

CVr, a ome defunct Pdvsa sub­
sidiary, was revived specifically fur tin- 
bidding process and given the portfolio 
of blocks to l»  tendered.

W inning bidden w ill sign the profit 
sharing contracts and set up joint ven­
tures (|V%) w ith CVP The Pdvsa unit 

| w ill own as much a* .15% of the rv 
Slock, with the remainder held by for- 

I eign partner*
Pdvsa i* considering putting togeth­

er another tender fox new blocks as 
part of Its apemirn. or "oil op in ing ' 
policy, which includes profit sharing 
contracts, operating agreements, strafe 
gic associations, and alliances A new 
round of bidding could occur a* early 
AS the end of this year or early new 
year

legal concerns
The tender was livid egeinx a back 

drop of opnmism in government and 
o il industry circle* and concent among 
many oil executive* regarding aspect* 
of the proposed joint venture tax issue* 
and Venezuela’s onerous currency con­
trol regulation*

Venezuela currently Is negotiating 
an economic restructuring accord wiift 
the International Monetary Fund, 
under vrfuch it hed arrxrd to lift cur­
rency «•<>.lunge- control* in fust quarter 
1996.

In addition, a group of intellectuals 
including Central University oi 
Venezuela Rector Simon Munoz ami 
chamber of deputies (lower house) 
energy tnd mine* committee Chairman 
Alt Rodriguez filed two Uwvutis tn 
Venetuela's supreme court over the 
proposed profit sharing connects They 
Jain red llie p i . l a u s e s  elkm ing 
inlcrituliunul liUgauun to sente differ 
m en and bernr.g municipal authori­
ties horn eierasing autonomy on tax 
matters violate the ronstihiUon

r<t*rti raid thftrn mt no loflrl 
f.rounds for the lawsuits because under 
the constitution, mumripal Juihonhr> 
have no autonomy to set taie* foe the 

‘ oil industry
Regarding eumxvey control*. C .urti 

j *ud regulations currently allow com­
panies to tustd uffdanv doflai esumnts 
arsl make peoGi remittances In foreign 
currency

However, private otl compa t i 
contend issue* such as mumcpal and 

i other uxe* and currency controls 
should be danlicd in the contract*.

Government tourer* said a decree .* 
being wntten to allow fnretgn mmpa- 
met operating •*» Venezuela *o choose 
dollar accounting at the netted'* staff 
cuntzvcy control «ytlcm I* put as»de .

o n u t a r m

HOW WOriUt SIYRFNFflFMflNfT WILE RISE

50

l\V\1 Own 3 8  wrsinn C/«c 
3 B  tau*« I I laanAre-ea
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A c t In Venezuela

European gasoline prices, furthermore, If the WTO orders Washington t relax restrictions 
on gasoline from foreign plants, imports from Brazil could soar to 30.000 h/d. as in 1991, 
instead of the meager 12.000 b/d of component* state Pctrobras his been selling to the US 
of late (]>8). The loss o f 110,000 b/d o f gasoline supply m the East Coast —  enough to 
cover more than 3 5% of local demand —  could add I f  » gallon to prices, ac ording to 
Houston-based Stone Bond.

An rtpeclrd drop in the availability of spot barrels —  i>  Tosco diverts gasoline 
from its nearby Bavway refinery into its filling stations to replace (he lost barrels from 
Marcus Hook —  could also prove a stimulant to New York Harbor pricrt, by weaken­
ing the heavy-selling firm ’s bearish Influence uvrr that markrl. Rnxnl liu/igcs to tlic 
New York gasoline futures contract shotild fuitlier boost liquidity and pnee transpurrvs

•
Any remaining skepticism about (be level of international company interest in Opcv- 
member Venezuela's oil patch ditappeartd last week. At a licensing round for 10 
exploration blocks, large foreign oil companies —  led by British Petroleum, Conoco, 
and Mol/iJ —  bid J|£restively in terms of both boouies rod piofTetcd government 
take for the most prospective acreage, pushing (be hemisphere's heavyweight closer 
to its goal nf lifting burgeoning capacity from VI.million barrels a day to S.F-mlllion 
b/d in 2005. Slate Tcirolcos dc Venezuela is now mulling over the neat stage in tbe 
country's reopening, including the possibility of direct negotiations to reactivate 
smaller fields ahead o f another competitive tender. Firms have conducted geological 
studies on tome of Venezuela's oldest fields in I’DV subsidiary Maravcn's domain around 
Lake Maracaibo, with hopes of clinching direct servlet deals like the one Chevron signed 
for the Botcan field last month (PIW Dec.l I.p8). Penn2oil has its eye on Metre Grande, 
and Canadian Occidental is targeting Cabimas, both of which now pump only a few thou 
sand baiTels a day. But political pressure still fivors competitive bidding for most acreage 
awards, a id PDV is already pondering which areas to offer in a third marginal-fields round 
at year’s end.

Underscoring (be majors* enthusiasm, dnpite complaints over fiscal terms and lin­
gering uncertainties in the profit-sharing contract, the bidding opened with an Impres­
sive nine-way tie out of I I  participants for the prized La Ceiba bloek east of I.ake 
Maracaibo, ft was finally awarded tu Mobil anil parlnrrs Germany's Yrba aud 
Japan's Nippon Oil in a high-stakes runoff in which they posted a hefty SI04-million 
cash bonus. The runners-up were Eason with Royal Dufch/SbeU and Tetaco wilh 
Mitsubishi and Argtnrinc YTF. DP, Amoco, and YPF paid a S109-millto« bonus in 
order to break a four-way be t. r the coveted Guarapiche block in the swampy D tiu 
region. Other blocks romeC feu** heads, and the gas-prone El Sombrero generated no bids 
at all. El Sombrero, which lies south west o f Caracas, is to be re-offered thu week. As al La 
Cciba. which holds an estimated 800-million barrels or more of resen es, the compuwo 
offered die govenuuenl the mwmuni 50% share in pre-tax profie at offshore Gulf of Pana
West and at oeuhore Culture, Guanpichr, and Puma Petcader. Conoco won the first after 
posting a m i-rn illtv n  bonus, and then Iramcd up with E lf Aquitaine as operator to win 
Guaaare. Amoco got Punta Pcscadm with a $10 6 million cash bonus Enron with local coo- 
suiting giart Inelertra was sole bidder far offshore Gulf of Paria Fast, offering Caracas a 
29% pruf.i share, whik Atgrntme Pcicz Companc outbid Elf fin d< Son Catloi dart in the 
central region ollcnng the state 40% of proha I PIW Jin.l5.pH).

Impending chsnget in PDV's upper ranks, possibly even uprooting savvy President 
Ians Ciwui. probably woo’ t shift the eooutry's batie reopening campaign or It* reeev 
uon-dmen grab for market share, jpven she gravity ot the Catfera admlnbtndoa's 
domestic eeonomk woes. Indeed, word that Giuvti could take over the Finance Mimstr* 
raises the prospect of a fttfther loosening in ecooomic controls, a possibility that would spark 
even more interest m oil and gas projects Talks with the International Monetary Fi»d. how- 
ever, veein to be faJtemg. as Pratdenl Rafael CaJdera continues tu revu another hike tn 
subtsdiaed domett* gasoline pneet The high level of honuse* ohtainrd in the hid round 
may feed opposition to an IMF deal. A PDV insider would likely replace Gruiti



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

State Capitol

Official Business S E N A T E  R E S O U R C E S  C O M M I T T E E  Juneau A K  99801

F A X  M E M O
S O W

TO: 'Mr. John M organ/BP Exploration (564-55T4)

/Commissioner John Shively, D N R  (269-8918)

✓Attorney General Bruce Botclho (465-2075)

/  \
F R O M :  Annette Kreitzer, Aide to (  1

Senate Resources CommittccCjl'. -

D A T E :  April 1, 1996

RE: Requests for information from March 29 Resources meeting

Attached is the list of requests for information from the March 29 meeting of the Senate 

Resources Committee. Please provide the information to m e  as soon as possible. 

Information regarded by the state as confidential should be gathered to be disseminated 

during a confidential session of the committee. Please advise me, though, w h e n  the 

information is ready for the committee, so that the chairman can schedule a confidential 

session.

T h a n k  you for your assistance.



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

Senate Resources C o m m i t t e e  

Information Requests from Committee M e m b e r s  

re: S B  318: Northstar Lease Agreement 

March 29, 1996 Hearing
Official Business

State O p ito l 
Juneau AK 99801

F I R S T  R E Q U E S T :

_  I Ialfond: H o w  m u c h  did B P  pay A m e rada Hess for the leases? (Available to Legislature 

under confidentiality measure).

S E C O N D  R E Q U E S T :

In response to question from Senator Pearce, Senator L e m a n  rcq'icstcd B P  provide details 

on what B P  agreed to in BP's successful January bid on leases in Venezuela that arc similar 

or the same as net profit share leases.

T H I R D  REQUEST:

Halford:

W a n t  an analysis from L a w  re: conclusion as to whether development fund carries forward.

v W a n t  list of other bidders on these parcels/leases in the sale (where B P  acquired Amerada 

Hess leases).

If there is a lawsuit that stops development because of a change in the bid variable, what 

happens to the economic benefits (in the B P  agreement)?

W a n t  economic module to be run on 135 million barrels and on double that.

/ W a n t  to k n o w  what the projected severance tsx rates will be.

F O U R T H  R E Q U E S T :

• Pearce: Federal definition of net profit share. (Patrick Coughlin verbalized at 3/30AJ6 

hearing, but this w a s  not passed out to m e m b e r s  for contest of where the definition 

appears. Mr. Coughlin needs to provide the definition and its context to the committee.)

F I F T H  R E Q U E S T :

Leman: Wants list of h o w  m a n y  and locations of employees from BP. CIRI, V E C O  and 

Arctic Slope and their subsidiaries, (after testimony from these companies regarding local 

hire)

S I X T H  R E Q U E S T :

v Leman: Wants B P  to provide the committee comparable numbers for B P s  decisions to 

proceed with other North Slope developments. Estimated per h a n d  development costs 

which B P  management considered before committing to develop: I) Kuparuk. 2) shallow 

oil deposits at Milne Point (Schrader Bluff). 3) N'iakuk. 4) Pi. McIntyre and any other 

North Slope fields B P  has developed.
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DP EXPLORATION r,P Eiploritian (Altslui) Inc. 
700 G«tt 0 »n*on Oou'f x n )  
I'O. DO* 170912 
AnchOUQ*. AU»«* 97019-0012 
fOOJ) S61S111Alaska Exploration & Developments

April 2. 1996

Hon. Loien Leman
Chairman. Senate Resources Committee 
Alaska State Legislature 
State Capitol 
Juneau. AK 99801

Dear Senator Leman:

Per tho request by Annette Kreitzor of your staff on April 1 ,1 have enclosed 
responses to your six requests regarding SB 318 on the Northstar Lease 
Agreement. If you require additional information, please do not hesitate to call 
mo (907*564-4892) or Daryl Kleppin (907-564-5418) on my staff.

Verv trulv vcurs.

C r ^ .K u C r e i l 
V ico-f^s iden t 
BP Explorationloration, Alaska Inc.
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BP Exploration, A laska (Inc.)
Response to Requests by Senate Resources Committee 

SB 318 - Northstar Lease Agreement

1.) H o w  m u c h  did B P  p a y  A m e r a d a  H e s s  for tho leases?

T h e  terms of tho purchase a g r e e m e n t  b e t w e e n  A m e r a d a  H e s s  a n d  B P  for tho 

Northstar loasos aro confidential. B P  did secure permission from A m e r a d a  

release that information under confidentiality a g r e e m e n t s  to specific stalf 

within tho D e p a r t m e n t  of Natural Resources. W o  h a v e  roquostcd permission 

from A m e r a d a  to provide that information to tho Alaska Legislature under a  

similar confidentiality agreement.

2.) Please provide details o n  wha t  B P  agreed to in B P ’s successful bid o n  leases in 

V e n e z u e l a  that are similar or the s a m e  as net profit share leases.

Both Alaska a n d  V enezuela dorivo their cil i n c o m e  from a  combination of 

taxes a n d  royalties. In addition. V e n e z u e l a n  law allows the State Oil 

C o m p a n y  ( P D V S A )  to participate in the n e w  E & P  ventures u p  to 3 5 %  by 

paying full proportionate costs including a n y  historical costs which are inflated 

at tho p n m e  interest rate. Reporting in the recent press a s s u m e s  that P D V S A  

will d o  so.

A s s u m i n g  that P D V S A  takos its 3 5 %  sharo. tho total g o v e r n m e n t  lake in 

V e n e z u e l a  (taxes, royalty. P D V S A )  equals about 9 2 %  of profits. A  

c o m p a r a b l o  value for Northstar in Alaska is about 6 2 %  (State royalty, 

severance, a n d  i n c o m e  tax; FodoraJ royalty a n d  i n c o m o  tax).

V e n e z u e l a  c a n  take a  higher proportion of the benefits since the costs of 

developing, operating a n d  transportation are substantially lower. In 

Venezuela. BP's cost per b a m d  (F&D. lifting, transportation) is about S2.00 

per barrel. C o m p a r a b l e  costs :n Alaska are about $7.00 per bancl. In 

Vonezuela. B P  looks to m a k o  a  profit of about $1 2 0  per barrel from a  capital 

investment ( F & D )  ot about $1.00 per barrel (a t .2 ratio). In Alaska, w o  look to 

m a k e  about $3.25 per barrel c n  a  capital investment ot about $3.50 per barrel 

(a .94 ratio).

Economically (and Irom a  view of simple capital efficiency), both ot these 

ventures look attractive to B P .  although BP's profit per barrel in Alaska is 

higher than in Vonezuela. W e  also expect a  m u c h  greator rosorve potential in 

V o n e z u e l a  (up to possibly 1 billion carrots).

3.) a) Flease provide analysis irom L a w  re: conclusion as to w h e ther d o v e i o p m o n t  

fund carnos fcrwaro.

T o  b e  p r o w o o d  b y  Alasxa D e p a r t m e n t  of L a w

b) Please provido a list of othor bidders o n  tnese parcei&ieases in the sate 

(where B P  acquired A m e r a d a  leases).

S e e  attachment <M.
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c) If thoro It; a lav/ suit that stops development because of a chnngo in the bid 
variable, what happons to the economic benefits (in the BP agreement)?

To bo providod by DNR staff.

d) Please provide economic model runs on 135 million barrols and on double 
that.

The DNR will provide for an upsido development case with reserves of 160 
million barrols.

e) What is the projected soverance tax rates?
Tho ELF at field startup (1999) Is .7 and goes to .03 in 2005 and zero there 
after. Thereforo. tho severance rate varies from 0.7% in 1999 to zero in 2006.

4.) Please provide Federal definition of net profit share.
DNR and Department of Law to provide.

5.) Please provide list of how many and location of omployees from BD. C'RI. Veco. 
and Arctic Slope and their subsidiaries.

At yoar end 1995. BP employed 1.077 in Alaska of which 917 or 85.1% were 
Alaska residents. BPX would encourage it's Northstar Alliance contractors to 
provide similar data to tho comnrvttee.

6.) Please provide to tho committee a comparable number for BP’s decisions to 
procoed with other North Slopo developments. Estimato per barrel development 
costs which BP management considered before committing to develop: 1) 
Kuparuk; 2) snallow oil deposits at Milne Point (Schrader Bluff); 3) Niakuk; 4) Pt. 
McIntyre and other North fields BP has developed.

Field Sanction
Year

Development
Cost
(S/bbl)

ANS WC 
(S/bbl) 
(MOD)

ANS WC 
(1996S) 

(real)
Kuparuk 1982 6.65 56 40

Enoicctt 1985 5.40 25 33

PBU: GHX-2 1992 4.45 18 19

Pt Mclntyro 1992 2.30 18 19

Niakuk 1993 2.50 16 17
Not
sanctioned

MPU- 
1 Schrader
! Bluff

1996-977? 1 80 17 17

Northstar 1996-977 2.90 17 17

BPX Cat* 10 S*«a(0 hasotircM Ccmm>ce« Apr* 2 . 1W 6
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Attachment #1 

Sale 30 (12/79) Northstar B idd ing

The following tablo outlines tho sale 30 results (NPSL) showing the successful 
biddor and parties that bid unsuccessfully.

ADL 312799 
Bid Croup/Co. Co. Interest NPS Bid

ADL 312808
Bid Group/Co. Co. Interest NPS Bid

Amersca Hew 100% 3320000% 100%
Texas Eastern s o x 60.58769% Texas Gulf 6% 38.12530%
Texaco 50% Gulf 0<i 25%
Amoco 100% 71.12509% Conoco 25%
Texas Gu f 10% 61 67000% Placet 16%
Conoco 46% Rowan 3%
PacxJ 22% Cities Service 25%
C lo t  Servce :o% Unocal 100% 25.50000%
Murphy •o% 40 73133% . .. , . , 80% 10 14550%
Sn«<i 90% Chevron 50V.
Pn-Sos £0% 34.46464% Arenac Richfield 40% 211111%
Chevron 50% Murphy !C%

Shoe 50%

AOL 312799 ADL 312809
Bid Group/Co. Co. Interest NPS Old Bid Group/Co. Co. Interest NPS Bid

Amaraoa Hass 100% 31 20000% Texas Eastern 100% •828078%

Amoco •00% 92.59999% Amoco •cc% 71 25009%
Texas Eastern 50% 80.56799% Marathon 50% 53.63000%
Texaco 50% Amoraca 50%
Rowan 2% 71 62539% GUI 25% 46.37549%
Cono-o 23% Piecrf 16%

Texas Gui 5% QMy 25%
c«*v 02 Texas GUI 6%
Ptacxt *3% Rowan 3%0(0 20% C-tes Sorvce 25%
Gbes S«rvxs 20% Unocai 100% 36.00000%

10% £8.77*33% Met 3*% 34 23333%
Shd 90% Pneeoe 33%
Phdips 33% 43 26273% Cnovron 33%
Mctx 33% Anomic nicnhO'O 45% 31.89117%
Chevon 34% She* 55%
Unocsi •00% 320CCOOX

0PX  O ita  to Sonata A o to u /cas C orrvnrtaeAcrd 2 . 1 9 9 6
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N e t  Profit S h a r e  L e a s e #  • O w n e r s h i p  W i t h i n  Units

01-Apr-96

UNIT LEASE NUMBER NAME WORKING INTEREST %

DUCK ISLAND
ADL HM M

Mf RXJ-U*AnON (ALASKA} WC
o o o r  tx u r r  a m io n  w c
DOYON LIMITED 
N IMA ABQJCNAL CORPORATION

ADL J1AA34
AAOO ALASKA. WC
tSXXOH OORPCttATION
IrtCONOL COMPANY OP CALETCANIA

T*M hr

KUTARUK RIVER
ADL U S tV

AAOO AJJkJtA. tVC

ADL x m u

AAOO ALAULA INC

ADL U»U*
AAOO ALASKA. WC

ADL LUUJ
aRCO ALA1XA. NC

T— ri hr I  if  art

T*tal k f h | M l

TtM

T«M tarUaiMat

KUUKFDC

ARCO AUUXA. INC 
EXXON CORPORATION

AI4KADA ham CORPORATION 
EXXON CORPORATION

ADL UJU1
AAOO ALASKA. INC

hunt  n m o t x u u  corporation

TtACT CXL COMPANY 
Aoptwooo m aooiCM  INC

T i N k r l i f i

TrtJ lw U ( « x

AAOO ALASKA. INC

MJ
U
OJ
tJ
IM

UJU33

UMSU
UJ11C

IN

too

IN

100

IN

100

IN

100

IN

to
ao

30

30

IN

IQO

IN

i i i o m  
UMtJi 
IIJ0734

100

ro/t J of 6



3 4 -0 2 -1 9 9 6  1 5 :2 0 907 465 3686 DNR OFFICE OF THE COMMISSIONER P .02

UNIT LEASE NUMBER NAME WORKING INTEREST %

Ta*al far Npaaau 1 IN

HUNT PHTROLKUV CORPORA IV IN  1M0<72

PLACID OIL COIV ANY U H i f l
ROOWOOORBROCRCRSWC IMOTS*

T a il h r I w aaal A IN

ADL lU t t t

ARCO ALASKA. INC 100

Taaal hr b aaaa i 1 IN

ARCO ALASKA, MC 30

TEXACO EXPLORATION A niDCXXmON JO

Taaal hr Ugmmi A IN

ADL U R N

ARCO ALASKA. MC I7J

u n io n  nocAs n m o ie u M  corporation  u j

Taaal hr S a p M  I  IN

AMERADA HBSS CORPORATION 30

hu nt  iy t k o ij iu m  corporation 4 j o in

PUU3DOL COMPANY ll- T IO

ROCZWOOO U tlO L IC U  MC 4.7MM

UOON THXAJ XYTJUXSUV4 CORPORATION 1X3

Taiai hr ly a a a i A IN

ADL U S U I

ARCO ALASKA MC M.T3

UMOM TSXAJ ITTTOLHL’W CORPORATION SJJ

Taaal Rr 1 IN

AMERADA l« M  CORPORATION 13

HUNT PVTRCUIUM CORPORATION 1100M

MIDOAJLD ENIROY COMPANY 13

PLACID OIL COMPANY ICMTUJ

RORSWOOC RRROdCBS D4C XM344J

TEXACO WC 13

UNION VEXASPSTICLRUM CORPORATION <J3

Taaal lac R a f t  A IN

ARCO ALASKA. NC fl.T I

UNION TEXAS PH7RCLSUM CORPORATION <J3

Ta fc lR rSa fa t  1 I N

AMERADA KRIS CORPORATION IS

HUNT PVTROLBUM CORPORATION X I0N4

MUM AID KNIfllOY COMPANY IS

PLACID OIL COtMANY I4JS3TU

RORRWOOORWXafMMC XM344J

TEXACO MC 13

UNION TEXAS PYTROL8UM CORPORATION US

T Mai hr

ARCO ALASKA. MC M.7J

UNION TEKAS PVTROLBUM CORPORATION L li

f t  f t  2 o f 6
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UNIT LEASE NUMBER___N A M E _________________________WOBKINQ INTEREST %- - . iT - .- r j i r a  --> i ■ --■̂ = n ^ = = :
T a il hr httmmi 1 1M

AMOLADA HERS CORPORATION I I

h u n t n r t n u n r u  c o rp o ra t io n  u o o m

UTDOARD EXSROY COMPANY U

TtACID OIL COMPANY 10137  U

RORHWOOO ABROUTjCSJ WC 1MU4S
TEXACO INC 3J

U700N THXAJ PETROLEUM CORPORATION' 0 3

TMal far R*ma»< A 1M

ADL UM4i
AJLCO ALASKA. WC 100

TaMl he itgm m i 1 IM

AJLOOAL.UKA. WC 10
‘nOCAGO EXPLORATION A PROOUCTTON 30

T t t t l M L f M i  A 1M
ADL MM7*

AMERADA HESS CORPCRATION 1133

ANADaJLXjO PETROLEUM COMPANY »

ARCO ALASKA, WC MAS

IDOOH TKXAI nrTKOLBCM CORPORATION 13

TaMl N rS a faM  1 IM

ADL MMT1

A1ARADA KBU CORPORATION HAS

ana daxxo  petroleum  com pany sa

ARCO ALASKA. WC MAS

UNION TEXAS PETR0L8LM CORPORATION 23

TataJ Sir I l f  aal 1 1M

ADL MM  71

ANADARXO PBTXOtJJUM COMPANY 23

ARCO ALASKA. WC M

UNION TEXAS PETROLBUM CORPORATION  M

1 IM

aMBRADA If iS l CORPORATION SO

ANADARKOPETROLBUMCOMPANY L is

ARCO ALASKA, WC 3IA4

UNION TEXAS PETROLS UM CORPORATION  23

Talal r»  U m * A IM
ADL MM71

ANADARXO PETROLEUM COMPANY »

ARCO ALASKA. WC M

DOOM TEXAS PETROLBLM CORPORATION  23

T f l  Rr l a f  ail 1 MS

AfaSRADA MUS CORPCRATION SO

ANADARXO PETROLEUM COMPANY R U

ARCO ALASKA. INC 3LM

UMQN TEXAS PETROLEUM CORPORATION 21

Taaal hr l a f  aal A IM

ADL MM 74

r 4 / 4 J o f  t



3 4 -0 2 -1 9 5 6  15 :21  907  465 3886 0 W  OFFICE OF TFC C0PHIS310ACR P .04

UNIT LEASE NUMBER NAME WOB KING INTEREST %

ARCO ALASKA, D»C 74

UNION TEXAS PETROLEUM CORPORATION '  M

1 IM

AMERADA HUM CORPORATION SO

ARCO ALASKA, WC M

■JN10W TEXAS PETROLEUM CORPORATION M

TaNJI 

ADL N N N

ARCO ALASKA WC 74

UNION TEXAS PETROLEUM CORPCRATION M

T*4ai h r  S4R M 1 1 IM

AMBRAOAHBSS CORPORATION «

ARCO ALASKA, WC M

UNION TEXAJ PETROLEUM CORPORATION M

M k r U H i l  A IM

ADL U U H
ARCO ALASKA WC 74

UNION TEXAS PETROLEUM CORPORATION M

Total Nr U t m i  1 IM

AM9RADA HUS* CORPORATION SO

ARCO ALASKA WC 24

\SHTOH TEXAS PETROLEUM CORPORATION M

T M I h r S f l  A IM

ADL M4477

ARCO ALASKA WC «-“ JI

UNION TEXAS PETROLEUM CORPORATION U.M*

T M l k r l f  • I  IM

AMBRADA HESS CORPORATION MA7

ARCO ALASKA. D4C 1US1

UNION TEXAS PETROLEUM CORPORATION IO M

TMM 

ADL M447B

AROO ALASKA, WC M
UNXJN TEXAS PETROLEUM CORPORATION SJ

TatA Nr I f i  1 IM

AMBRADA I IBIS CORPORATION SO

aRCO ALASKA WC U
UKHMTBXA1 PETROLEUM CORPORATION *J

T ‘ 11 r T t ---

M ILNE POINT
ADL U M U

RP EXPLORATION CALASEA) WC 

RP EXPLORATION AND OIL COMPANY 

G KYIKA  WC

T M N N r l i f  I I  IM

ASCRADA HASS corporation  so

P e/4  4a f 6



0 4 -0 2 -1 9 9 6  1 5 :2 1  907 465 3666 OU) OFFICE OF THE COW ISS1OCR P .05

UNIT LEAHS NUMBER NAME

MBXMRD KNBJUTY COMPANY

ADL LIMIT
BP EXPLORATION (ALASKA) WC 

RP EXPLORATION AND OR. COMPANY 

0XYU1AWC

ADL 1 M U

RP EXPLORATION CALUXA)WC 

IP  EXPLORATION AND OR. COIMANY 

OOCYURAMC

V  EXPLORATION (ALASKA) INC 

»  EXPLORATION AND OH. COMPANY 

O X YW AW C

AMERADA WAS CORPORATION 

MTDOARD EKBROY COMPANY

NON-UNIT PRODUCTION
ADL LIM IT

AMERADA HESS CORPORATION 

■P EXPLORATION (ALAIXA) WC

N O R TH S TA R

L1STM

RP EXPLCRATION (ALASKA) WC

ADL !1 !T »
RP EXPLORATION (ALASKA) WC

ADL SIMM
IP  JDCPLGRATION (ALASKA) WC

ADL L I

RP EXPLORATION (ALASKA) DIC

IP  RX7LCMATI0N (ALASKA) INC

POINT THOMSON
ADL SIMM

EXXON CORPORATION

WORKING INTEREST ft

Tatei

Taaal fa*

Talai hr I  nw  Ml l

TMN far

Taaal far I  i f  ■ I A

TacN t 1

Tata) far l i f t 1

TrtM far I f  I 1

Taaal

TaMl far l a f  M l 1

Taaal

TaaN far l ip iw l I

m

M il

M i l

U )

IM

M S I

f a l l

111

ite

MSI
MLS
t i l

IM

SO

SO

HM

90
90

100

100

too

IM

too

100

IM

IM

F a g t 5  o f  6
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UNIT ILEA8E NUMBER NAME WORKING INTEREST %

ADL
* r  a rru a u T K W  calaxta) in c  

BXX0NC0KK*A7KH

ADL MUM
U O U L  oa . COHfOtATTON 
nOLUPt PimOLBUM COMPANY

ADL M il 11
V  BCnjOKAftON (ALASKA) INC

ADL M11U
V  EXPLORATION (ALAlCAj INC 

CMBVRONUJJLINC

SO

SC

CHSVSjON U4 JL INC

W  JDOlXaU*n0N (ALAJUCA) INC 

CHBVXON U4JL INC

T*Ml hr

T iM h r l t p M l  1

TrttJfcr

10
10

m

100

IM

fc trj
1UJ

IM

100

u n
U-U

IM

I

f  j f #  tf o /  6



96 HON 15:57 D1V OF OIL AND GAS FAX NO. 9075623652 _____r. 01/06

PoAt It* Fax Nota 7671 «§*► to

Net Profit Sharo Lease Ownership
co.t>* co.

pt’on* , i f r « i- t 9 U 2
01-Apr-96 Fu>

far »

LEASE NUMBER NAME WORKING INTERESTS

ADL 3177M

I l f EXPLORATION (ALASKA) INO 100

Total lorS«om«nt 1 too

ADL 3177W i

BP EXPLORATION (, LAflKA) INO 100

Total h it Saymant 1 100

ADL 312600

BP EXPLORATION (ALASKA) INC too

Total for Srcmonl 1 100

ADL 311600

BP EXPLORATION (ALASKA) INC 100

Total lot ac^minl t 100

ADL 312627

BP EXPLORATION (ALASKA) INC so
AAffRAOA HECfi CORPORATION 50

Total for 8«gmant 1 100

ADL 312821

DOYON liMTTED O.0
NANA REGIONAL CORPORATION 1J
COOK INLET REGION INC 21
BP EXPLORATION (ALASKA) INC ass

ToUd (or Segment 1 160

ADL 312AM

ARCO ALASKA. INC 33.33333
UNION OIL COMPANY OP CALIFORNIA 33.33333
EXXON CORPORATION U 2 D 3 I

ToUl lor Soomant 1 100

ADL 31266A

EXXON CORPORATION 100

Tour for s*gm«nt t 100

ADL 341100

EXXON G0RP0P.AT10N so
BP SXP LOCATION (ALAeKA) INO 30

TatfJ far Dayman! 1 10O
ADL 34J110

PHILLIPS PETROLEUM COMPANY SO

UOOIL OIL CORPORATION 30

Tatal far Sagmarxl 1 too

Pago 1 ot 6



APR-01-96 HON 15:67  DIV OF OIL AND GAS FAX NO. 9075623852 P. 0*

LEASE N U M B E R  N A M E W O R K I N G  INTERESTS

ADL 343111

DP EXPLORATION (ALASKA) INO 100
Tout torS*gm*nl 1 100

ADL 343112 .

CHEVAON U.SA. INC 01.13

OP EXPLORATION (ALASKA) INC 6687

ToIjJ k if Sagmrnt 1 100
CHEVRON U.SA. INC 100

Tout (or A 100
CHEVRON U .SA  INC 3133
Dr EXPLORATION (A1A3KA) INC U .I7

Tout lor B 100
ADL 155001

BP EXPLORATION (ALASKA) INC 100
Tout (or S40Ri*nl 1 100

AOL 119010

OXY USA INC #81
BP EXPLORATION (ALASKA) INC SCSI

BP EXPLORATION AND OIL COMPANY 64 SB

Tctst (or Stfmcnt 1 100
AMERADA HESS CORPORATION so
MID GAR D ENERGY COMPANY 90

ToUt lortofm oot A 100
ADL 159017

OXY USA INC 881

BP EXPLORATION (ALASKA) INC 2C81

BP FXPLORATION AND OIL COMPANY MJJ

ToUt (or Cagmont 1 100
ADL 359011

OXY USA INC 681

BP EXPLORATION (ALASKA) INC 2681

BP EXPLORATION AND OIL COMPANY 64 38

Tout (or SOfllSMM 1 100
ADL 159021

OXY USA INC 081

OP CXPLO RATION (ALASKA) INC ZS8 I

OP EXPLORATION AND OIL COMPANY 64 SB

Tout for S*gmnnt 1 100
WIDQARD ENERGY COMPANY 90

AMKRAOA HC53 CORPORATION 50

ToUt (<X Bagmant A 100
AOL 359023

ARCO A'ASKA, INC 100

Page 2  of 6



APR-01-96  HON 15:58 D1V OF OIL AND GAS p Aa fill. a u o o c io c c r. uo/uo

LEASE NUMBER NAME W O R K I N G  I N T E R E 3 T %

ADL 159024

ADL 1J4020

ARCO ALASKA, INC

EXXON CORPORATION 
ARCO ALASKA, INC

Tout lor lag m an t

ToUlfof SrgniMt

Tola) tor SogmMYf

AMERADA MECS CORPORATION 
EXXON CORPORATION

ADL 1SSA10

AOL 555011

ARCO ALASKA, INC

Tout (or Sogmont

ToUi lor Sagmtnl

ARCO ALASKA. INC

ToUt (or Sagmwrt
HUNT PFTROITUU CORPORATION 
ROSCWOOO RESOURCES INC 
PLACID OtL COLT ANY

Tout for Segmont

AOL HC032

ADL TT5W

ARCO AtAGKA. LNO

ToUt fer5*gra*m

ADL 153051

AOL ISSOU

ARCO ALASKA, INC

ToUt lor S*gm«nl 
HUNT PETROLEUM CORPORATION 
ROSEWOOD RESOURCES INC 
PLACID OIL COMPANY

ToUt I o r Gagman!

ARCO ALASKA. INC

Tout lor S*gmwrt

ARCO ALASKA, INC
TDCAOO EXPLORATION * PRODUCTION

TtrtN for Sogrnom

UNION TEXAS PETROLEUM CORPORATION 
AROO ALASKA. INC

T*Ut far trgmm l

HUNT PETROLEUM CORPORATION

100

100

100

20
60

'00

SO

50

100

100

100

100

ICO

10.80672 
18 90756 
64.26572

100

too

100

100

100

1680672

16007K
64.28572

100

100

100

so
so

100

1E5
•7 5

100

4.D01C4

Pago 3 of 6



A P R -01-96 HON 1 5 :5 8  D iV UP O IL ANU uric rhA  NU. dUISOGJOOC r. u i /  uc

LEASE N U M B E R N A M E W O R K I N G  INTEREST %

ADL 355037

ADL 35 MM

ADL

AOL 533040

nosow ooo  resources  inc 
UNION TEXAS PETROLEUM CORPORATION 
PLACIO OIL COUP ANY 
AMERADA HCG3 CORPORATION

Tout lor 3ogm»nt

UNION TEXAS PETROLEUM CORPORATION 
ARCO ALASKA, INC

Tola/ lor 3*gm#nt

HUNT PETROLEUM CORPORATION 
ROSEWOOO RESOURCES INC 
UNION TEXAS PETROLEUM CORPORATION 
PLACID OIL COMPANY 
AMERADA HESS CORPORATION 
MDOARD OtEROY COMPANY 
TEXACO INC

Total lorSoamoAl

UNION TEXAS PfTROUTUM CORPORATION 
ARCO ALASKA, INC

Tout forS4flifl*nl 

HUNT PETROLEUM CORPORATION 
ROOCWOOO RESOURCES INC 
UNION TEXAS PETROLEUM CORPORATION 
PLACID OIL COMPANY 
MIDQARO &NGROY COMPANY 
TEXACO INC
AMERADA HESS CORPORATON

ToUi for fteomanl

UNION TEXAS PETROLEUM CORPORATION 
ARCO ALASKA, INC

ToUt for Segment 

HUNT PETROLEUM CORPORATION 
ROSEWOOD RESOURCES INC 
UNION TEXAS PETROLEUM CORPORATION 
PLACID OIL COMPANY 
MOfVARO ENERGY COMPANY 
AMERADA HESS CORPORATION 
TEXACO INC

T»uJ Km  !Mgm»A4

ARCO ALASKA. INC

ToUlfor S*gm»nt 
TEXACO EXPLORATION I  PRODUCTION 
AROO ALASKA, INC

Tout tor s*0Ri»nt

4 720AC 
1ZJ 

20.57143 
50

100

020
03.75

100 
2.10064 

2.363445 
625 

14 245716 
25 
2S 
25

106

6.25
63.75

100 
2 10004

2363445 
111 

14 203715 
25 
23
es

100

625

0375

100

2.10084 
2 1AU4S 

623 
14.206716 

25 
25 
21

100

100

100

20
80

100

Page 4 of 6



APR-01-96 HON 15 :58 DIV OF OIL AND GAS FAX NO. 9075623668 P. 0 6 / bo

LEASE N U M O E H NAME W O R K I N G  INTEREST %

ADL 3&U70

ADL 3 <4471

ADL t£447?

ADL 364473

AOL X4474

AOL 344473

AMERADA HCG3 CORPORATION 

UNION TEXAS PETROLEUM CORPORATION 

ANADARKO PETROLEUM COMPANY 

AROO ALASKA, INC

T o U J  ( o r  3 + , jm « n l

AMERADA HESS CORPORATION 

ANAOARKO PETROLEUM COMPANY 

UNION TSXAC PETROLEUM OOP PO RATION 

ARCO ALASKA, INC

TotN for S*gm*n1

UNION TEXAS PETROLEUM CORPORATION 

ANAOARKO PETROLEUM COMPANY 

ARCO ALASKA, 17. C

Tout for Sogm*m 

ANAOARKO PCTROIXUM COMPANY 

AROO ALASKA, INC

UNION TEXAS PETROLEUM CORPORATION 

AMERADA HEC« CORPORATION

ToUt lor 3+gmtnt

ANAOARKO PETROLEUM COMPANY 

UNION TEXAS PETROUEUU CORPORATION 

AROO ALASKA, INO

Tout for S+gmant 

ANADARXO PETROLEUM COMPANY 

ARCO ALASKA, INO

UMON TLXAS PETROLEUM CORPORATION 

AMERADA HESS CORPORATION

Tout for Sagm*n«

UNION TDCAS PETIVCLTUU CORPORATION 

ARCO ALASKA, INC

Tout for SogmtrM

ARCO ALACKA. INO

UNION TEXAS PETROLEUM CORPORATION 

AMERADA HESS CORPORATION

Tout for *Uom»M

UNION TEXAS PETROLEUM CORPORATION 

AROO ALASKA. INC

Tout forS«gm*Rt

ARCO ALASKA. INC

UNION TDCAS PETROLEUM CORPORATION

1125 

22 
22 

44 AS

100

1123

22
22

4441

IM

22
22
U

100

6.16

2144

22
50

100

22
22
56

100

S.1C
2144

22
30

IM

26

7t

100

24

21
30

IM

74

100

24

Page S o f  6



APR-01-96 MCN 15:59 DIV OF OIL AND GAS FAX NO. 9075623852 P. 06/Uo

LEASE NUMBEO NAME WORKING INTEREST %

ADL 36447*

ADL 364477

ADL 36447*

AMERADA HESS CORPORATION

Total I of S+grnorit

UNION TEXAS PETROLEUM CORPORATION 
ARCO ALASKA. INC

ToUi hr Gagman I
AHOO ALASKA. INC
UNION TEXAS PETROLEUM CORPORATION 
AMERADA HK£C CORPORATION

Tout for Say man I

UNION TEXAS PETROLEUM CORPORATION 
ARCO ALASKA. INC

Talaf far Sag want

ARCO ALASKA, INC
UNION TEXAS PETROLEUM C'."41 PC RATION 
AMERADA HESS CORPORATION

Talaf for SagtnanI

UNION TEXAS PETROLEUM CORPORATION 
ARCO ALASKA. INC

Total for Sagmant

ARCO ALASKA. INC
UNION TEXAS PETROUOIU CORPORATION 
AkCRADA HESS CORPORATION

Talaf far 3+gmani

SO

100

a

74

100

24
X
SO

100

105*4

63.001

100 

IS. 331
le.ooy
66*67

100

92

c a
100

it

32
SO

100

Page 6 ot 6
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DEPARTMENT OF NATURAE RESOURCES 
OFFICE OF THE CO^tMISSIONER 

400 WILLOUGHBY A1 
JUNEAU, ALASKA 968(11-1796 

PHONE: (9d7) 466-b400 
FAX: (907)465-3886

Please de live r to: 
Location: _______ < / i  K< _  F A X i ' S S l O .

Date: ____  . 1 ■ Time:

From :
Number o f pages

4 ■

t

lad ing cover sheet 
Comments: __

p ^ r  * y - < r y 2 f i > W ~

i »'•

« i

9 * I I

4 9

I f  you experience any problems receiving this FAX, please call Sharon or Eileen at 
the above phone number.
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q3

NET PROFIT SHARE LEASE OWNERS
02Apt-96 '______________________

UHfT HKJH BiDOER PRJDBR NAME CURRENT NAME PHONE#

S a••.rr 
rv • •  
*« CO

I ?

it-

K

DUCK ISLAND UHIT 
SA LEM

AOL XI2BS

M
W

H
M

1
M
M
1*
to
a
a
a

21

21

21

oook m u n  n raoN  mo

•OMONCTMWL MBSOURCCfl 

8CALMMOOMP

mum rm»CMM.0 0 MP0 NAiKm me 
NMMamc
MtfOOO mOOOCTO* C 0M 7W

c r o e  sow tc t o o w iw y

now M fw rnoLM im c
(UfOLOOWMATION
fUODOLOO

OCTTVOlOOMfMl.

to o*  o u t/n c .
OOKOOO MC 

MARATHON OL OOMTMfY 

MTOIM3AMM OORfOMTOH 

MWVKT OM. OOfVORADOR 

SHELL 0*. COMPANY

c h e v i o i u j s a .  m e  

BOSOM OOWORAnON 

umom c ilo o m p a * y  o f  cm jtom m a  

A T um nc m c k h b j o  o o sm m Y

DOGQP OamORATDN

uwom a to oN m w Y  o r  o m ro w A

A iuw n o  fMCHMBD oow w m

CHEVRON LULA MC

W  im O U T K M  (MJUMCA) *»C

o t v u M n c .

AO¥tfJ«DRtUJIG

CHEVRON UAA. INC

TEXACO AC

uuw hy  E x n o a  t  rm oaoo

w
•07

w
•07
•07

711
111

•07
7n

•11

711
7T1

711
XH
Tn
in

ru
•0 7

w

711

i
l

l
!
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l
i
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i

l
i

i
l

K
i

i
l

f
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UMT HIGH (UDDER BftXXNG GROUP WOOER NAME CURRENT NAME PHONE#

M CO 

•  « GO

I ®

J l\ l‘

*

NON UNT71ZED PROOUCINQ 
SALE 30

AOL 312877
M

f

m

«
«
M

!•
NORTHSTAR UI«T 

SALE 30
ADL 112738

•MMATMOM CM. COMPANY 
MBW M M M  OOflPORAXON 
AMOOOPNOOUCTIOWOCMPAHV 
WTTYOLOOWAirr 
■K0CA80UPWC.
PUCK) (XL CO
namMPemouuHiHC

OULF a'.COWOAATOM 
CONOCO WC
O T M tK fM X I OOMPAMY

BOW* CORPORATION 
OOOKW^TVOJONWC 

HOMAOMC 
StAlAWCACONT
INM  MMONAL COWOAfflVN INC 
•OHIO HATUFUA. NBSOUN't*

TlXAOONC

MWMMONUJMO
OffVnONUXXNO

OXY USA WC.

BP OCPtOflATOM (ALASKA) NC

713
713
7TJ
30 1

3 0 7

M

•0 7

7 t 3

711

WS

713
■07

307

•0 7

•0 7

307

AMBtAOA HEM CORPORATION 
TEXACO INC
IB M  SASTEfW EXTTOPATION COMPANY
ANOOOPNOOKnXJN OOk* ANY
flAO003.00
OOMOCOMC
T0M OU7M C.
a n e i  scpNcf ocmtany 

— k f lM H w r

CKVA0NUJ3A.WC 
phlljpv prmoiJBUM ca*«Mor

EKTBWfW  ̂OL EK CO WO

713

•a t

m
713

OXYUBAWC. •13

713
713

m
Pao*2ri 4

l
i

i
i

l
 

i
l

l
!

!
 

I
l

i
i

l
H

H
I

I
U

I
I
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UNIT HKJH B I D D E R E M D O tN G  G R O U P  B I D D E R  NAME CURRENT NAME PHONE*
A O L  312009

• II TEXAS EASTERN EXPLORATION COMPANY B IT E J W A W E  OS. EX CO INC 713 SCOW 71
a AMOOO PRODUCTION OOS4PANY 713 assana
• CHEVRON USAINC 7tt 7S47SM

• MOSS. OH. COOP *14 N1NM

» PMUJTS PETNOIHJM COMPANY 713 •000741

w UNO* ON. COMPANY OP CAUFTMMA • 0 7 THm o
M MNDMOAHKMOONPOfUDON 713 •0MSS7

14 MARATHON OS. COMPANY 7W VM M

H I 7TXAS GULP IKC, •07 aTSStOO

1A afTTY OS. COMPANY TEXACO KC SOS 7SJ4H4

IS OSES SEHV1C8 COMPANY OXY USA me. r a SSI SMS

IS NAOOOS.CO SIS MOMS

IS OUIP OS. CORPORATION CHSVnOMUjSAWC 713 754RB9

IS w w m  remouRJM w c ROWAN DRSJLWG 007 Z7B2MS

M a t i a n t i q  f k h r e u o  c o m p a n y BS7 204824

IS SHaiOlLOOMPM.Y 713 •704314

POINT THOMSON IM T .
SALE 30

A O L  J 1 2 9 8 6

• t 7 t x x o H  c o r p o r a t i o n 7TJ •8 8 7 0 0 0

S CHEVRON UJSXWC 7t3 7W 7B B S

• PHILIPS PETOOUSAC COMPANY T U SB0374I

P a p o 4 o t  4



A l a s k a  S t a t e  L e g i s l a t u r e
S E N A T E  R E S O U R C E S  C O M M I T T E E

Official Business
State Capitol 

Juneau AK  99801

M arch  3 0 ,1 9 9 6

M r. Jo h n  M o rg an , P resid en t 
B P  E xp lo ra tio n  (A L A S K A ) Inc.
P O  B ox 196612 
A n ch o rag e , A K  9 9 5 1 9 -6 6 1 2

D e a r M r. M organ:

A s the S en ate  R eso u rces  C om m ittee  co n tin u es  its d e lib e ra tio n s  o n  S en ate  Bill 318 , 
N o rth s ta r  L ease  A greem en t, w e w ill need ad d itio n a l in fo rm ation  from  BP.

T h e  n ex t hearin g  on  S B  318 is W ed n esd ay , A pril 3 , 1996. W e m a y  n eed  to h o ld  an  
e v e n in g  se ss io n  from  7 p .m . to  9 p .m ..

T h e  su b jec t o f  th e  hearing  w ill be a d e ta iled  p resen ta tion  by  BP o f  ts an tic ipated  
d ev e lo p m en t p lan  fo r the  N orthsta r U nit. P lease  p ro v id e  the  C o m m  ttcc s ta ff w ith  c o p ie s  
o f  the  m a te r ia ls  su p p o rtin g  y o u r p resen ta tio n  by 5 :0 0  p .m . on M ot d ay , A pril 1 ,1 9 9 6 . In 
ad d itio n , p lease  p ro v id e  responses to  the req u es ts  fo r  add itional in fo rm atio n  w h ich  th e  
C o m m ittee  m em bers m ad e d u rin g  th e  hearing  yesterday .

T ech n ica l rep resen ta tives o f  th e  D epartm en t o f  N a tu ra l R esources w ill be availab le  in 
Ju n eau  fo r  the h ea rin g  next W ed n esd ay . Y ou  sh o u ld  hav e  y o u r su p p o rt s ta ff p re sen t o r  
o n lin e  to  an sw e r d e ta iled  q u estio n s reg ard in g  the N o rth s ta r U nit d ev e lo p m en t p lan .

I a m  look ing  fo rw ard  to  co n tinu ing  the  hearings w ilh  the co o p era tio n  o f  B P  a n d  the 
d ep a rtm en ts  o f  L aw  a n d  N atural R esources.

S en a to r L oren  L em an
C h airm an , S enate  R esources C om m ittee
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Northstar
P r o j e c t  D e s c r i p t i o n

• Fully appraised (4 wells in structure) 130 mmbbi field 

« Well product vity over 7 mbd/well, oil quality 42° API 

® 6 miles offshore from existing infrastructure 

° BP with 98% Wl and Murphy with 2%

° Lease Terms

- 20% royalty on State leases 

-16.67% royalty on Federal leases

A E D



Northstar
P l a n  o f  D e v e l o p m e n t

• Three year POD (Plan of Development) approved 
by DNR in April, 1995

° Key items in POD
-  3 D  s e i s m i c  a c q u i r e d  i n  3 Q  1 9 9 6
-  U p d a t e d  r e s e r v o i r  d e s c r i p t i o n  e n d  4 Q  1 9 9 6
-  D e t a i l e d  d e v e l o p m e n t  s c e n a r i o s  b y  1 Q  1 9 9 0

A  E



Northstar
D e v e l o p m e n t  P l a n s

° Stand alone facility
-  15+ year project life
-  Use Seal Island and enlarge
-  50, 000 bbl/day peak rate 
— 25 wells

A 4’ 1I



N o r t h s t a r

P r o d u c t i o n  a n d  C a p e x
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Northstar
D e v e l o p m e n t  S c h e d u l e

A E

Regulatory Permits  

Concep tua l  Design P r o c e s s  

Ex co  Approva l  

Legislative Agreement  

Preliminary Engineering  

BP  B o a rd  Sanc t ion  

Detailed Des ign  

Se i sm ic

Fabricat ion & Construc t ion

Drilling

S tar tup

J r  II A I U  J A S U tl D

1997

j  r m a r,i .1 , i a s  o  n n

□

1990
I r if a M .i J a n o  ii i)

1999

O II tl

A



N o r t h s t a r

P r e l i m i n a r y  C o s t s

A  E  I )

I s l a n d

P i p e l i n e

E n g i n e e r i n g

D r i l l i n g

Total Imported Contractor Contractor
Cost ($1 1 1 1 1 1) Materials ($mm) Costs(Sinm) %_AlasJ<a

2 0  7  2 1  1 0 0 %

2 0  0  2 0  1 0 0 %

F a c i l i t i e s  u n n o /

« I n s t a l l a t i o n  1 2  2  1 0
•  F a b r i c a t i o n  1 1 0  ' 1 0  6 2  7 o / o

1 6  0  1 6  1 0 %

0 5  3 0  5 5  1 0 0 %

E n v i r o n m e n t a l /  7 1  5  6 6  8 0  / o
O t h e r  S e r v i c e s *

T o t a l  3 5 0  1 0 0  2 5 0
* Indirects (catering, transportation, etc.) and Infrastructure Costs



Northstar
P r e l i m i n a r y  A l a s k a n  C o n t e n t

A  E  I )

H i

Total Alaska Spend $210-$230mm

Overall Northstar program GO-65%

Overall program 00-85%
(excluding purchased materials)

Facilities fabrication 70-75%



N o r t h s t a r

A l a s k a  F a b r i c a t i o n

A  E  I )

■Mi

° New jobs and economic development of Alaska’s 
support industry

« Potentially 75% of facilities could be fabricated in Alaska
involving:

- Increase number and complexity of modules
fabricated at existing yards in Anchorage

- Assembly of two meg-modules at Port of Anchorage
for sea lift to Northstar

- Requires commitment to Port assembly yard
by mid-year 1996



Northstar
A l a s k a  F a b r i c a t i o n

A  E  D
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N o r t h s t a r

R e s e r v e s  I m p a c t  w i t h  A g r e e m e n t

R e v e n u e s  v s .  R e s e r v e s  w i t h  A g r e e m e n t

Reserves (MMB)
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N o r t h s t a r

R e v e n u e s  v s  O i l  P r i c e  w i t h  A g r e e m e n t

700 R e v e n u e s  v s  O i l  P r i c e  -  D N R / B P X  P r o p o s e d  C o n t r a c t

OJO t

500 +

400 +

300 4-

2 0 0  +

1 0 0  +

•BPX
•State

I Constant 
Reserves: 130 MMB 
Capex: $350 MM

11 13

S late Base Forecast 

Effective

1 5  1 7
ANS WC Oil Price ($/bbl,real)

State H igh  Forecast 

Effective

19 21
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Northstar
P r o d u c t i o n  a n d  C a p e x

C a p i t a l  E x p e n d i t u r e s  a n d  P r o d u c t i o n

A  E  D
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'9 6  G)<1; 29PM BP EXPLO IT  I  ON P. U I

John C . M o rgan

P lf j lf lf n  A 'a jk j

HP CXPLOflATION

CP fc'ipfcrat'on (AIj s k i) me 

9 M  Ea»l Barso*' Bo j:ov«h)

P 0  Oct 1, 6*12 
A c e ^ r a jc . A l l t k j  W 5 l i  W12 

(M 7 ) U t  J422

A pril 29 , 1996

T h e  H o n o ra b le  R am o n a B arnes, C hair 
H o u se  W o rld  T rad e  and State/Federal 

R ela tio n s C o m m i'tcc  
A lask a  S ta te  L egislature 
S ta te  C ap ito l 
Ju n ea u , A la sk a  99801

D ear R ep resen ta tiv e  B am es:

T h e  d ev e lo p m en t o f  the N orthstar field is an im portant r ro ject to the resid en ts  o f  A laska 
an d  B P  E x p lo ra tio n . N orthsta r developm ent will provide jo b s  fo r A lask an s, n ew  
b u sin ess  o p p o rtu n itie s  for A laskan businesses, and  sign ifican t revenues to the state.

B P  E x p lo ra tio n  has voluntarily and publicly com m itted to recruit and  hire  qualified  
A laska re s id en ts  for the N orthstar D evelopm ent. W e have also publicly  com m itted  to 
en c o u rag e  N o rth s ta r  contractors to recruit, h ire, and train , w hen n ec essa ry . A laska 
re s id e n ts .

F u rth e rm o re , B P  h as voluntarily  and publicly com m itted to use A laska con tracto rs  to 
bu ild  in A lask a  N o rth sta r production and processing  m odules. B P h as com m itted  to  
sp e n d  S30 * 4(1 million to build in A laska the larger and m ore com plex  m odu les fo r 
asse m b ly  fo r sea lift providing that suitable facilities to do this arc availab le . W e arc 
w o rk in g  w ith  o i.r  contractors to do everything possib le  to ensure the facilities w ill be 
ava ilab le .

O u r  rep u ta tio n  d ep en d s on our honoring these com m itm ents and reporting  our resu lts  to 
the p eo p le  o f  A laska.

W e ap p rec ia te  the opportunity  to provide com m ents to your com m ittee.



J . u n c s  E .  E a s o n
■ J t ilit lil <1,1* O / V M W 'H . M il'U t l!' " I. >1! V'M / '•/’, I '<1! I v ic t' ■ i * -i'"*it*c. VK '(**104 ajii*l

|‘ . ,m  m , I '*07'

M ay 2, 1996

'ITic H onorab le  L oren  L em an 
C h a irm an , S enate R esources C om m ittee 
A lask a  S ta te  L eg islatu re  
S ta te  C ap ito l B u ild in g , R oom  113 
Ju n ea u , A lask a  9 9 8 0 1 -1 1 8 2

D ear S en a to r L em an:

A t y o u r  icq u est last w eek  M s. A nnette K re itzer and  I m et w ith  D iv ision  o f  O il and G a s  s ta ff 
c o n c e rn in g  the d iv isic  n ’s p roposed  am en d m en ts  to  th e  S en a te  R eso u rces  C o m m ittee  s 
"F in d in g s  o f  F ac t R eg ard in g  SB 318". A m o n g  the  am en d m en ts  re q u es ted  by the d iv is io n  
w as th e  ad d itio n  o f  th e  fo llow ing  language to  F in d in g  N o. (4) o f  A rtic le  3 o f  the F in d in g s 
o f  F act:

(4) T h e  fo llo w in g  day , on  Jan u a ry  24. 1995, then  D irec to r E ason  o f  die 
D e p a rtm en t o f  N a tu ra l R esources aC PIQ y£tLB E£xploraiiQ n (A lask a) IllC.'S req u est fflL2L.9Q 
d av  e x ten s io n  to  su b m it a n ew  plan  o f  d ev e lo p m en t b ecause , accord in g  to  D irec to r  E aso n , 
it w as  "ill ev e ry o n e 's  best in terest to  allow  B P  ad d itio n a l tim e to  conc lu d e  its acqu isition  
;iiid - lP .fo m m k tc _ a  n ew  p lan  o f  d ev e lo p m e n t,"  M r .  E a s o n  h a s  n o t  e x p la in e d  w h v  h e  
to o k  this action, i n s t e a d  o f  s im p ly  d i s a p p r o v in g  th e  p la n  a n d  le t t in g  th e  
unit terminate. T h e r e  J s  n o  e v id e n c e  t h a t  D i r e c to r  E a s o n  c o n s u l te d  th e  
Department Qf Law regarding w h e t h e r  h e  c o u ld  h a v e  u s e d  th is  a u t h o r i t y  to  
grant, tte extension antLapprove t h e  P la n  o f  D e v e lo p m e n t  to  l e v e r a ge e a r l i e r  
production, [A N D ] Q n  Jan u a ry  2 4 .1 9 9 5 . the M in e ra ls  M an a g em en t S e rv ice  a lso  
ap p ro v ed  B P  E x p lo ra tio n  (A laska) Inc.'s req u est fo r an  ex tension  ^ * file  a m ore d e ta iled  
P lan  o f  D ev e lo p m en t until A pril 3 0 ,1 9 9 5 .

W ith  th e  excep tion  o f  the tex t in bo ld  lettering  ab o v e , w e agreed  to  am en d  the  F in d in g s o f 
F ac t to  inco rp o ra te  th e  d iv ision 's  language . In ad d itio n , as  you req u es ted , I am  p ro v id in g  
th is  le tte r  fo r the  re co rd  exp lain ing  w ny I ag reed  to  a 9 0  d ay  ex ten s io n  fo r B P E xploration  
(A la sk a ) Inc. to  su b m it a new  plan o f  d ev e lo p m en t in s tead  o f  d isap p ro v in g  the p lan  and  
letting  the unit ex p ire  a t that tim e.

T o  p u t the ch ro n o lo g y  o f  even ts  in con tex t, I w as p rep arin g  to  leave s ta te  em p lo y m en t at 
the tim e , h av ing  been  in form ed  by  the g o v ern o r’s  o ffic e  that I w as to  be  te rm inated . I w as 
w rap p in g  up sev e ra l pendrng  p ro jec ts  w ith  the go al o f  leav in g  the  d iv is io n  on  F ebruary  10, 
1995. T h ere  w as m u ch  specu la tion  at the tim e ab o u t m y  d ep a rtu re , bo th  by m em b ers  o f  
m y s ta f f  and  the p ress. Som e believed  that m y d ep a rtu re  w as re la ted  to  m y earlier 
h an d lin g  o f  an o th er B P  m atter— m y u nw illingness to  app rove  the B adam i U nit u n d er term s 
p ro p o sed  by  B P, in c lu d in g  a  proposa l to am en d  th e  ro y a lty  p ro v is io n s o f  die B adam i 
leases .

1



T h c ic  had  been several w ritten  ex changes b e tw een  B P 's  B adam i p ro jec t m anager, M r.
T erry  O bcncy , an d  m e regard ing  the basis  fo r m y  u n w illin g n e ss  to  ap p ro v e  the u n it's  plan 
o f  exp lo ra tion  and  m y  co n cern  w ith B P 's ro y a lty  am en d m e n t, w h ich  appeared  to m e to  be a 
ro y a lty  reduction  fo r w hich  there w as no sta tu to ry  au th o rity . F o llo w in g  several m eetings 
w ith  B P, I w ro te M r. O b en cy  on D ecem b er 9 , 1995 to  o u tlin e  th o se  co n cern s . P ertinen t 
excerp ts  from  m y le tte r arc provided  below :

"In add ition  to  the  tw o  leases upon w h ich  the  d isco v e ry  w ells  w ere  d rilled , B P a lso  
p ro p o ses  to  u n itize  10 ad jo in ing  leases en c o m p a ss in g  a lm o st 4 0 ,0 0 0  acres. M ore 
than h a lf o f  th o se  leases a re  scheduled  to  ex p ire  in  e ith e r  1995 o r  1996, and a lthough  
each carried  a  p rim ary  term  o f  ten  years, th ey  h av e  yet to  b e  ex p lo red . U n itization , 
under the te rm s y o u  have  proposed , w ould  ex ten d  to  B P  a p o ten tia lly  very  v a lu ab le  
p roperty  righ t in  th ese  leases fo r a  m in im u m  ad d itio n a l te rm  o f  five  years. Y et, B P  
is unw illing  to  m ak e  specific  co m m itm en ts  to  ex p lo re  an y  o f  th ese  leases during  the 
Plan o f  E x p lo ra tio n  period ."

"W e sim ply  have  a d iffe ren t view  o f  p ru d en t d ev e lo p m en t. Y o u  ch arac te rize  m y 
reac tio n  to  B P ’s p ro p o sed  P lan o f  E x p lo ra tio n  a s  in d icu d v c  th a t " '...th e  D N R  
D irec to r ap p ears  to  be  in  the m o d e o f  d isco u ra g in g  p ru d e n t d e v e lo p m e n t. ." ’
I w ould  suggest, a lternative ly , that it is m y  co m m itm e n t to  p ru d en t deve lopm en t 
that really  is th e  so u rce  o f  any  d isa g re e m e n t T h e  p lan  you p ro p o se  s im p ly  docs 
no t p rom ote  p ru d en t d ev e lo p m en t o f  th e  area  p ro p o se d  fo r u n itiza tio n ."

"A gain , I ap p rec ia te  y o u r desire  to  m in im ize  r isk , en h an ce  p ro fitab ility  and p reserve  
op tions. H o w ev er, there seem s to  be a  fu n d am en ta l im b a lan ce  in th is  instance w here  
the sta te  is b e in g  a sk ed  to  adopt a ro y a lty  sch em e  th a t is  bo th  in sen s itiv e  to  B P's 
p ro fits , and  w h ich  w ill likely , u nder m ost c o n c e iv a b le  c ircu m stan ces , resu lt in 
substan tial ro y a lty  reductions."

A s you  w ill recall, the B ad am i U nit A g reem en t w as  la te r  ap p ro v ed  by  the D epartm en t o f  
N atural R esources, an d  the adm in istra tion  su b m itted  lcg is lad o n  w h ich  w ould  allow  it to  
red u ce  the sta te’s ro y a lty  share  from  the  B ad am i fie ld . T h ro u g h  its  p assag e  o f  H B  2 0 7  at 
the end  o f  the sessio n , the  leg islature g ran ted  the  au th o rity  req u ested , bu t set specific  
gu idelines fo r ex e rc is in g  that au thority .

In o n e  o f  M r. O b e n cy ’s  le tters to  m e co n ce rn in g  m y  re lu c tan ce  to  ap p ro v e  the P lan o f  
D evelopm en t i u d  the  ro y a lty  m odifications fo r  B ad am i, he  p o sed  the  q u estio n  o f  w h e th e r 
so m eo n e  e lse  s ittin g  in  m y sca t w ould m ak e the  sam e d ec is io n . S h o rtly  thereafter, I 
rece ived  a call fro m  M r. S tan  Jo n es  o f  the A n ch o rag e  D aily  N ew s ask in g  w hether there  
w as a  linkage  b e tw een  m y  su b seq u en d y  h av in g  b een  a sk ed  to  leav e  and  M r. O b cn ey ’s 
co m m en t. I told M r. Jo n es tha t in all h o n esty  I d id  n o t k n o w  if th ere  w as  any  connection  
b etw een  the tw o  ev e n ts . H ow ever, m y co n c e rn  ab o u t the p o ss ib ility  o f  a linkage d id  p lay  a 
ro le  in m y  d ec is io n  to  g ran t the 9 0  day  ex ten s io n , a s  ex p la in ed  b e lo w .

W hen  3 P  ap p ro ach ed  th e  d iv ision  w ith  the n ew s  th a t it h ad  p u rch ased  the  N orthstar leases 
w ith  such  a short tim e left u n d er the d ep a rtm en t's  d e fa u lt  no tice , I w as co n cern ed  on  tw o 
fron ts. F irst, I w a s  in sisten t that BP d ivu lge  the  te rm s o f  its  p u rch ase  so  that I cou ld  m ake 
an in form ed  ju d g m en t ab o u t w h e th er o r  no t the  s ta te  sh o u ld  in sist upon  som e sharing  o f  the 
o b v io u s, though  u n d efin ed , value  o f  the  lease s  as a  co n d itio n  o f  fu rth e r lease ex ten sio n .
B P refused  rep ea ted  req u ests  fo r that in fo rm ation .



N ext, I w as co n cern ed  ab o u t the spec ific ity  o f  B P 's  p ro p o sed  P lan  o f  D evelopm en t. G iven  
that the leases w ere  fifteen  years o ld  and that the lim its  o f  the N o rth sta r oil accum ulation  
w as fa irly  w ell d efin ed . B P 's w illin g n ess  to  p u rch ase  the leases w ith  the risk  o f  defau lt and 
unit term ination  h ang ing  o v er th em , suggested  to  m e that B P felt the  d ev e lo p m en t to  be 
econom ical. W ith  tha t in m ind, I told B P that I v iew ed  its p roposed  P lan  o f  D evelopm ent 
to be inadequate, and  that I felt th a t it shou ld  m ak e  a  firm  co m m itm en t to developm ent. BP 
was adam ant that it w ou ld  not m ak e  such a  com m itm en t.

I realized  that u n d e r the  circum stances, m y d ec is io n  to  deny  the app lica tion  likely  w ould  
lead to  a  req u est fo r  reco n sid era tio n  w hich w ou ld  p lace  m y su ccesso r in  a very  unenv iab le  
position . H e w ou ld  have been co n fro n ted  w ith  h av in g  to  m ak e  a d ifficu lt cho ice , only  a 
m atter o f  d ay s a f te r  m y  d ep a rtu re , and u n d er c ircu m stan ces in w h ich  the new  
adm in istra tion 's  p o licy  w as still being  fo rm u la ted . F o r be tte r o r  w o rse , I th ough t that w as 
both un fa ir to  h im , and an  unnecessary  »a rth c r co m p lica tio n . I b e liev ed  that by m y 
providing the ex ten sio n , it w ould  allow  all p arties  suffic ien t tim e to  d e term in e  w hat the 
adm in istra tion 's  p o licy  w as to  be , and  to  ">cttlc o n  an  appropria te  P lan  o f  D evelopm ent. 
O bviously , I h o p ed  that the resu lt w ould  be a  co m m iu n cn t from  B P  to  d eve lop  N orthstar.

A s to  the last issu e  ra ised  by the  d iv ision  in  its re sp o n se  to  the  F in d in g s o f  F act, 1 do  no t 
recall co n su ltin g  w ith  the D epartm en t o f  L aw  befo re  agreeing  to  the  ex tension . H ow ever, I 
believed  then , as I d o  now , tha t it w as w ith in  m y au th o rity  to  g ran t th e  ex tension .

S incerely ;



c rp

!
□

. j

A PR  2 2  1996

D E P A R T M E N T  O F  L A W

OFFICE OF THE ATTORNEY GENERAL

April 22, 1996

H o n o ra b le  L oren  L em an 
S en a to r
A laska S ta te  L eg isla tu re  
R o o m  115 S ta te  C ap ito l 
Ju n eau , A laska 99801

/  P L E A S E  R E P L Y  TO:

a 1 0 3 !  W E S T 4 J H  A V E N o E ,  S U I T E 2 0 0  
A N C H O R A G E .  A L A S K A  9 0 5 0 1 - 1 0 9 *  
P H O N E  ( 0 0 / 1 2 6 9 - 5 1 0 0  
P A X  ( 9 0 7 ) 2 7 6 - 3 6 9 7

/  TONY KNOWLES, GOVERNOR

a K E Y  B A N K  B U I L D IN G  
100  C U S H M A N  S T . S U I T E  ADO 
F A I R B A N K S ,  A L A S K A  9 9 7 0 1 - 4 6 7 9  
P H O N E  ( 9 0 7 ) 9 5 1 - 2 6 1 1  
F A X  ( 9 0 7 ) 4 5 1 2 6 9 6

P O  B O X  1 1 0 3 0 0 - D I M O N U  C O U R T  H O U S E  
J U N E A U .  A L A S K A  9 9 8 1 1 - 0 3 0 0  
P H O N E  ( 9 0 7 ) 4 6 5 - 3 6 0 0  
F A X  ( 9 0 7 ) 4 6 5  6 7 3 5

Re: S B 3 18 (N o rth s ta r  Unit net p ro fit
share red u c tio n )

D ear S en a to r Lem an:

Y ou have req u ested  o u r co m m en ts  on  th e  d ra ft co m m ittee  su b s titu te  to  S en a te  Bill
N o . 318 .

W e recom m end that the material set ou t beg inn ing  at p ag e  1, line 5 th ro u g h  p ag e  20, 
line 8  be  deleted from  the  bill and placed in a separate com m ittee rep o rt. T h e  re co rd  sp eak s fo r itself, 
th e re  is  no  need  to  select and insert ex c e rp ts  o f  th e  reco rd  in the  bill. It is suffic ient that the  
co m m itte e  investigate  th e  facts and c ircu m stan ces o f  th e  lease am en d m en ts  and  have a  reasonab le  
basis fo r the  action it proposes. T he tech n iq u e  o f  selec ting  ex cerp ts  from  th e  reco rd  m ay b e  used  by 
o p p o n e n ts  o f  th e  tran sac tio n  to  a rg u e  th a t th e  co m m ittee  p laced  to o  m uch, o r  no t en o u g h  reliance 
on ce rta in  facts, w hen  this w as not the  case . T h e  co m m ittee  will no d o u b t re ly  on  th e  en tire  reco rd  
in reco m m en d in g  a  bill fo r passage by th e  Senate.

W e believe that the insertion o f  an am ended lease  am endm ent in s ta tu te  ra ises serious 
q u es tio n s  w h eth er, in enacting  this bill, th e  leg islature  w o u ld  be  v io la ting  th e  sep a ra tio n  o f  p o w ers  
d o c trin e  im plicit in vlaska C o n stitu tio n . T he g o v e rn o r p ro p o sed  a bill that w ould  g iv e  the  
D e p a r tm e n t o f  N a tu ra l R esources the  p o w e r to  red u ce  a  net profit sh are  lease. T h e  g o v e rn o rs  
version w ould  also have the legislature ratify the am endm ents n eg o tia ted  fo r th e  N o rth s ta r  U nit. T h e  
d ra ft co m m ittee  su b stitu te  w ould  enact a co u n te ro ffe r to  th e  leaseh o ld er w hich  d iffers from  the  
ag reem en t b etw een  th e  d epartm en t and  B ritish  F ^tro lcum  T h e  n eg o tia tio n  o f  lease  ag reem en ts  is 
an executive function, not a lawm aking function Clearly the  .cg isla tu re m ay d e lin ea te  th e  p o w e r that 
the departm ent has .vhen it ac ts in these m atters It is w hen  th e  leg isla tu re  a tte m p ts  to  n eg o tia te  on  
b eh a lf  o f  the  s ta te  th a t the  separation  o f  p o w ers  d o c trin e  has been  v io lated .

OVCSIH



Hon. Loren Leman April 22, 1996
Page 2

I f  the  co m m ittee  is determ ined  to  effect changes in th e  p resen t lease am endm en t, it 
should consider red raftin g  the bill to  set ou t lim its on  the  p o w er to  red u ce  o r  ch an g e  th e  net p ro fits  
aspects o f  the N orth  S ta r leases. I f  the  legislature defines the  p o w er in a w ay  th a t is inconsisten t w ith 
th e  lease am endm en ts p resen ted , the parties  m ust re tu rn  to  nego tia tions.

T h e  lease  p rov isions added  in the  com m ittee  su b stitu te  re la ting  to  local hire m ay 
p resen t a  legal defect th a t will lead to  litigation. P ro trac ted  litigation  m ay f ru s tra l j  th e  p u rp o se  o f  
the lease am endm ents. O n pag e  28 lines 10 - 29, the  p rovision  ap p ears  to  m an d ate  residen t h ire  on  
m odule fabrication projects. T h e  p rov ision  also  requ ires th e  lessee to  en su re  th a t all su b co n tra c to rs  
practice local hire. T h ese  req u irem en ts ap p ear to  be  sim ilar to  th e  local h ire  req u irem en ts  tha t w ere  
struck  d o w n  in R obison  v. F rancis. 713 P .2d  259  (A laska 1986). F o r th is  reason , th e  co m m ittee  is 
urged to  recede from  th is p ro p o sed  ch an g e  to  the lease agreem ent. It p robab ly  d o c s  n o t v io la te  the  
U nited  S ta te s  o r  A laska C o n stitu tio n s  to  requ ire  a  leaseho lder to  fab ricate  m o d u les  in A laska.

*! h ank-you  fo r th e  o p p o rtu n ity  to  com m ent on  the  d ra ft co m m ittee  substitu te .

V ery truly yours,

B R U C E  M. B O T E L H O  
A T T O R N E Y  G E N E R A L

Assistant A tto rn ey  G eneral
JL B :clh
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State of Alaska 
Department of Natural Resources 

Division of Oil and Gas 
3601 C Street, Suite 1380, Anchorage, Alaska 99503

Fax Confirmation Phone (907)762-2549 Fax (907)562-3852

COMMENTS:

A t t a c h e d  i s  o u r  r e s p o n s e  t o  y o u r  r e q u e s t  f o r  N o r t h s t a r  m o d e l  
f o r e c a s t s  a s s u m i n g  v a r i o u s  p r o d u c t i o n  r a t e s  a n d  r e s e r v e  
e s t i m a t e s .  P l e a s e  c a l l  i f  y o u  h a v e  a n y  q u e s t i o n s
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MEMORANDUM State of Alaska
DEPARTMENT OF NATURAL RESOURCES DIVISION OF OIL AND GAS

T O :  K e n  B o y d  *  da te : A p r i l  1 6 . 1 9 9 6
D i r e c t o r

FILE NO:
THHU:

TELEPHONE: 269-8799

FROM: K e v i n  B a n k s  SUBJECT: N o r t h s t a r - R c s p o n s c  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 e

Y o u  r e c e i v e d  a  l e t t e r  f r o m  S e n a t o r  L o r e n  L e m a n  o n  A p r i l  1 2 ,  1 9 9 6 ,  w h i c h  a & k e d  t h a t  t h e  d i v i s i o n  
p r o v i d e  t o  t h e  S e n a t e  R e s o u r c e s  C o m m i t t e e  f o r e c a s t s  o f  s t a t e  r e v e n u e s  u s i n g  t h e  " i l l u s t r a t i v e ”  
N o r t h s t a r  m o d e l .  T h e  S e n a t o r ’ s  l e t t e r  s p e c i f i c a l l y  r e q u e s t e d  m o d e l  r e s u l t s  a s s u m i n g  a  p e a k  r a t e  
o f  8 0 , 0 0 0  b a r r e l s  p e r  d a y ,  a s s u m i n g  r e s e r v e s  o f  1 9 0 , 1 6 0 ,  a n d  1 1 5  m i l l i o n  b a r r e l s ,  a n d  a s s u m i n g  
c a p i t a l  e x p e n d i t u r e s  a n d  p r o c e s s i n g  f e e s  a s s o c i a t e d  w i t h  f a c i l i t y  s h a r i n g .  T h e  i m p a c t  o f  t h e s e  
a s s u m p t i o n s  o n  S t a t e ,  f e d e r a l ,  a n d  B P X A  r e v e n u e s  a r e  a t t a c h e d .  I  d i d  n o t  a n a l y z e  a  f a c i l i t y  
s h a r i n g  a l t e r n a t i v e ,  i n s t e a d ,  I  a s k e d  B P X A  t o  p r o v i d e  t h e i r  o w n  a n a l y s i s .  I  a l s o  a s k e d  B P X A  
w h a t  t h e y  f e l t  w o u l d  b e  t h e  c a p i t a l  e x p e n d i t u r e  r e q u i r e m e n t *  f o r  t h e  v a r i o u s  r e s e r v e  a s s u m p t i o n s  
a n d  d i s c u s s e d  t h e i r  n u m b e r *  w i t h  B i l l  V a n  D y k e .

T h e s e  t a b l e s  p r o v i d e  a f o r e c a s t  o f  r e v e n u e s  f r o m  a c a l c u l a t i o n  o f  b o t h  s u p p l e m e n t a l  r o y a l t i e s  a n d  
n e t  p r o f i t  s h a r e s .  R e v e n u e s  i n c l u d i n g  n e t  p r o f i t s  s h a r e s  a r e  e s t i m a t e d  a s s u m i n g  a  f u l l  p r o d u c t i o n  
s t a r t - u p  i n  2 0 0 2  a n d  1 9 9 9 .  T o  b e  c o n s i s t e n t ,  s u p p l e m e n t a l  r o y a l t i e s  s h o u l d  b e  c o m p a r e d  t o  t h e  
n e t  p r o f i t  s h a r e *  f o r e c a s t e d  u n d e r  t h e  d e l a y e d  d e v e l o p m e n t  s c e n a r i o .

T h e  f i r s t  t a b i c  a s s u m e s  t h a t  p e a k  p r o d u c t i o n  o f  8 0 , 0 0 0  b a r r e l s  p e r  d a y  i s  a c h i e v e d  i n  i 9 9 9  f o r  t h e  
e s t i m a t e  o f  s u p p l e m e n t a l  r o y a l t i e s  o r  2 0 0 2  f o r  t h e  e s t i m a t e  o f  n e t  p r o f i t  s h a r e s .  C a p i t a l  
e x p e n d i t u r e *  o f  $  1 3 9  m i l l i o n  a r e  a d d e d  t o  t h e  ‘ m r * t  l i k e l y ”  c a s e  i n  o r d e r  t o  a c h i e v e  t h e s e  r a t e s .  
P r o d u c t i o n  r a t e s  d e c l i n e  p r e c i p i t o u s l y  a n d  t h e  f i e l d  s h u t s - i n  e i g h t  y e a r *  a f t e r  s t a r t - u p .

T h e  n e x t  t h r e e  t a b l e s  i l l u s t r a t e  t h e  e f f e c t  o f  c h a n g i n g  r e s e r v e  a s s u m p t i o n * .  T h e  1 9 0  m i l l i o n  
b a r r e l  c a s e  a s s u m e s  t h e  s a m e  c a p i t a l  e x p e n d i t u r e s  a n d  p e a k  p r o d u c t i o n  r a t e s  a s  a b o v e ,  b u t  t h e  
p r o d u c t i o n  d e c l i n e  i s  l e s s .  T h e  f i e l d  l i f e  i *  t h e  s a m e  a s  t h e  “ m o s t  l i k e l y "  c a s e .  T h e  1 6 0  m i l l i o n  
b a r r e l  r e s e r v e  c a a e  i s  a c h i e v e d  w i t h  c a p i t a l  e x p e n d i t u r e :  o f  a n  a d d i t i o n a l  5 4 8  m i l l i o n  o v e r  t h e  
‘ ‘ m o s t  l i k e l y "  c a s e .  T h e  p e a k  p r o d u c t i o n  r a t e  i s  a l s o  8 0 , 0 0 0  b a r r e l s  p e r  d a y  T h e  l a s t  t a b l e  
i l l u s t r a t e s  t h e  1 1 5  m i l l i o n  b a r r e l  c a s e .  N o  a d d i t i o n a l  c a p i t a l  e x p e n d i t u r e s  a r e  a s s u m e d .  T l i e  p e a k  
p r o d u c t i o n  r a t e  a n d  f i e l d  l i f e  i s  t h e  s a m e  a s  t h e  “ m o s t  l i k e l y ”  c a s e .

B i l l  V a n  D y k e  h a s  a l s o  p r e p a r e d  a  " p e r  b a r r e l ”  a n a l y s i s  o f  t h e  c a s h  f l o w *  i n  r e s p o n s e  t o  t h e  
q u e s t i o n s  a s k e d  b y  S e n a t o r  F r a n k  d u r i n g  t h e  h e a r i n g  o n  A p r i l  1 1 ,  1 9 9 6 .  H i s  a n a l y s i s  i s  a l s o  
a t t a c h e d .

S e n a t o r  Leman a l s o  w r o t e  on A p r i l  1 5 ,  1 9 9 6  r e q u e s t i n g  d e t a i l s  a b o u t  w h a t  I  d u b b e d  t h e  
" M a r g i n a l  L e a s e  M e t h o d , "  a  s y s t e m  t h a t  c a l c u l a t e s  s t a t e  t a k e  o n  t h e  b a s i s  o f  c a x b  f l o w .
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T h i s  i s  t h e  ‘ ‘ f o r m u l a ”  t h a t  C o m m i s s i o n e r  S h i v e l y  r e f c r e d  t o  I n  h i s  t e s t i m o n y .  I n  a  n u t s h e l l ,  t h e  
M L M  a p p r o a c h  a l l o w s  f o r  a  r e d u c t i o n  i n  s t a t e  *  t a k e ”  s o  t h a t  t h e  l e s s e e  c a n  a t t a i n  a  r a t e  o f  r e t u r n  
n e c e s s a r y  t o  d e v e l o p  a n  o i l  H e l d .  I f ,  i n  a n y  y e a r ,  t h e  c a s h  f l o w  ( c a l c u l a t e d  f r o m  p r i c e ,  
p r o d u c t i o n ,  a l l o w a b l e  o p e r a t i n g  a n d  c a p i t a l  c o s t s )  a c t u a l l y  r e c e i v e d  b y  t h e  l e s s e e  e x c e e d s  t h e  
c a s h  f l o w  p r e d i c t e d  t o  a c h i e v e  t h e  l e s s e e ' s  r a t e  o f  r e t u r n ,  t h e  e x c e s s  i s  p a i d  t o  t h e  s t a t e .  T h e  
l e s s e e  p a y s  t h i s  e x c e s s  t o  t h e  p o i n t  t h a t  t h e  s t a t e  i s  m a d e  w h o l e  f o r  t h e  a m o u n t  t h a t  d i e  s t a t e ’ s  
t a k e  w a s  r e d u c e d .  I f  t h e  f i e l d  e a r n s  a d d i t i o n a l  r e v e n u e *  b e y o n d  t h i s  p o i n t ,  t h i s  e x c e s s  i s  s p l i t  
b e t w e e n  t h e  l e s s e e  a n d  t h o  s t a t e .  I  h a v e  a t t a c h e d  t h e  s p r e a d s h e e t  t h a t  w e  s h a r e d  w i t h  BPXA l l i u t  
s h o w s  h o w  t h e  M L M  w o r k s .  A s  y o u  k n o w .  B P X A  r e j e c t e d  t h e  M L M  a p p r o a c h  s t a t i n g  t h a t  i t  
w a s  n o t  i n t e r e s t e d  i n  a  " t a x  s c h e m e , ”  t h a t  i t  h a d  “ v e r y  l i t t l e  n e g o t i a t i n g  r o o m , "  a n d  t h a t  i t  w i s h e d  
t o  c o n t i n u e  “ d i s c u s s i o n  o n  t l t e  S u p p l e m e n t a l  R o y a l t y  a p p r o a c h , ”
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N o r t h s t a r  E c o n o m i c  E v a l u a t i o n Alwk*0*|UfVMllNATURAL
RESOURCES

E s t im a t e d  T o t a l  R e v e n u e s
Sonole Resources Committee 
Letler-rec'd 4/12/96 
60,000 Bnrrols/Day Peak Rate

State Roya ’ty
State Supplemental Royalty 
NPSL
State Share o f Federal Royalty
Severance Tax
Spill & Conscrv . Tax
Ad Valorom Tax
Income Tax
Total

E g c t o l

Royalty (Not o f  State Share)
Income Tax
Total

Supplemental Royalty 
and

1699 Development

Not Profit Share 
and

2002 Development

Net P ro f i t  Share 
and

1999 Development

261
16
0

17
94
3
34
1 1

435

45
m

225

(Roal 1996 Dollars)

262
0

17
109
3
37
11

438

45
I M
226

261
0

0

17
94
3
34
1 1

420

45
165
230

r r x a  C f l s h ja c a

After Tax Fund i F low 
Real Rate of Return

275
2 0 .1 %

277
2 0 .1 %

285
2 0 .6 %

Total* may not add duo to roundirg.

O I N .  f  C l r y



N o r t h s t a r  E c o n o m i c  E v a l u a t i o n  

E s t im a t e d  T o t a l  R e v e n u e s
Sonale Resources Commitloo Supplemental Royalty Net Profit Sharo 
Lotler-rec'd 4H2/96 end ond 

r 190 MMBO Reserves 1999 Development 2002 Development

NATURAL
RESOURCES

l et Profit Sharo 
and

1999 Development

3>TJ 1 70 1
1 .COcn

s
oCO • •
COto

(Real 1996 Dollars)
Stator Bsvfiiweg o

State Royalty 372 373 372
c
o

State Supplemental Royalty 49 0 0 *n
oNPSL 0 217 r  266 r~

Stato Sharo o f Federal Royalty 24 24 24 S  fitSovoranco Tax 115 133 116 «-* 1
Spl'! & Conscrv. Tax 4 4 4 &  g

Ad Valorem Tax 57 62 57
Income Tax i a 15 11Total 639 627 873

*r| '''

Eederalite venues
£
—

Royalty (Net o f State Share) 64 65 C4 p

Income Tax 322 255 245
to o  —1Total 366 323 304 in
S
£

E ta*
After Tax Funds Flow S39 421 366
Real Rate of Return 25.9% 24.3% 23.7%

To(ak m»y no< add die to rouncJng

7 0
ocn
c>

■niMiUi h w
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N o r t h s t a r  E c o n o m i c  E v a l u a t i o n N A T U R A L
^ •^ 'R E S O U R C L S

E s t im a t e d  T o t a l  R e v e n u e s
Sonato Resources Committoo 
Loltor-rec'd 4/12/96 
160 MMBO Resorvea

S i? lp  Revenues 
Slate Royalty
State Supplemental Royalty 
NPSL
Stato Sharo o f Foderal Roya lly
Severance Tax
Spill & Consorv. Tax
Ad Valorem Tax
Income Tax
Tolal

Supplemental Royalty 
and

1999 Development

Not Profit Sharo 
and

2002 Development

Not P ro fit Sharo 
and

1999 Development

J16
60l
0

2 0

41
3

44
1Z

501

(Roal 1996 Dollars)

317 
 0

I » i l  
2 0  

46 
3 

49 
15 

561

316
0

201

2 0

41
3

44
14

641

Foderal Revenues
Royalty (Net o f  Stato Sharo)
income Tax
Total

55
2 2 2

346

55
2£5
320

55
243
297

DEXA Cash Elaw
After Tax Fund* Row  
Real Ralo o f Return

490
20 .7%

441
20 .5%

399
2 0 . 0 %

Tcrtils may no< ark) due to toendmg
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N o r t h s t a r  E c o n o m i c  E v a l u a t i o n
c #

A tu b l^ M M M d

NATURAL
R E S O U R C E S

E s t im a t e d  T o t a l  R e v e n u e s
Sonato Resources Committee 
Lotter-rec'd 4/12/96 
115 MMBO Reservos

Stato Revenues 
State Royally
State Supplemental Royalty 
NPSL
Stato Sharo o f Federal Roya lty
Sevorance Tax
Spill &  Conaerv. Tax
Ad Valorem Tax
Income Tax
T o ta l

Federal Revenues
Roya lly  (Net o f Stato Share)
Income Tax
Total

Supplemental Royalty 
and

1999 Development

N st Profit Share 
and

2002 Dovolopment

Net Profit Sharo 
and

1999 Dovelopment

226
j j U

0

14
44
3

42
1 1

371

39
163
223

(Roal 1996 Dollars)

227
0

15
50
2

46
1 1

350

39
1 2 2

231

226
0

14
44
3

42
1 1

340

39
m

233

Ficvt
After Tax Funds Flow 
Real Rate o f  Return

291
17.7%

307
18.0%

310
18.2%

Tote's may not add duo lo rounJng.

I M I l M I M M M N k m h  M w ffa U iiw M

I ' t v r c i r w
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M E M O R A N D U M  S t a t e  o f  A la s k a

APR- 17-S WED 09:40 DIV Of OIL AND GAS FAX NO. 9075623052 P. 08/10

DEPARTMENT OF NATURAL RESOURCE!) 

D IVISION OF O IL AND CAS

T O :

F R O M :

K e n  B o y d  
D i r e c t o r

B i l l  V a n  D y k e  
P e t r o l e u m  M a n a g e r

D A T E :  A p r i l  1 6 ,  1 9 9 6

T F . I J F . P H O N K  N O :  2 6 9 4 1 7 8 6

FAX NO: 562-3852

S U B J E C T :  N e t  P r o f i t  S h a r e  A c c o u n t i n g

E n c l o s e d  f o r  y o u r  r e v i e w  i s  t h e  e x a m p l e  w e s t  c o a s t  o i l  p r i c e  n e t  h a c k  c a l c u l a t i o n  w e  d i s c u s s e d  
l a s t  T h u r s d a y  n i g h t  a t  t h e  S e n a t e  R e s o u r c e s  C o m m i t t e e  h e a r i n g .  I f  y o u  h a v e  a n y  q u e s t i o n s  p l e a s e  
g i v e  m e  a  c a l l .

E n c l o s u r e



APR-17-96 WED 09:40 DIV OF OIL AND GAS FAX NO. 9075623852 P. 09/10

E x a m p l e  N e t  B a c k .  C a l c u l a t i o n s  f o r  D e t e r m i n a t i o n  o f  N e t  P r o f i t  S h a r e  a n d  R o y a l t y

L i s t e d  b e l o w  a r e  t h e  c a l c u l a t i o n  m e t h o d o l o g i e s  t h a t  o n e  w o u l d  u s e  t o  d e t e r m i n e  t h e  n e t  b a c k  
v a l u e  ( t h e  L A C T  m e t e r  v a l u e  f o r  t h e  o i l  a t  N o r t h  S t a r )  b e g i n n i n g  w i t h  a  w e s t  c o a s t  o i l  p r i c e .  A s  
w a s  s t a t e d  a t  t h e  h e a r i n g  l a s t  T h u r s d a y ,  n o t  a l l  d e d u c t i o n s  a l l o w e d  f o r  p u r p o s e s  o f  n e t  p r o f i t  
s h a r e  a c c o u n t i n g  a r e  a l l o w a b l e  d e d u c t i o n s  a g & i  i s t  r o y a l t y  o r  t a x e s .  F o r  y o u r  i n f o r m a t i o n ,  b o t h  a  
n e t  p r o f i t  s h a r e  n e t  b a c k  a n d  a  r o y a l t y  n e t  b a c k  c a l c u l a t i o n  a r e .  s h o w n .  F o r  c o n s i s t e n c y ,  w e  u s e d  
t h e  a s s u m p t i o n s  s h o w n  i n  d i e  N o r t h  S t a r  m o d e l  ; o r  t h e  y e a r  2 0 0 0  f o r  t h e s e  t w o  e x a m p l e s .

E x a m p l e  N e t  P r o f i t  S h a r e  C a l c u l a t i o n  ( f o r  t h e  y e a r  2 0 0 0 )

5 1 8 . 6 4  w e s t  c o a s t  o i l  p r i c e  i n  t h e  y e a r  2 0 0 0  ( S / b b l )

- 5  1 . 4 7  m a r i n e  ( t a n k e r )  t r a n s p o r t a t i o n  d c d u c t o n

- S  2 . 6 y  T A P S  t a r i f f - P u m p  S t a t i o n  # 1  t o  V t l d u :

- S  0 . 7 5  N o r t h  S t a r  p i p e l i n e  t a r i f f - N o r t h  S t a i  t o  P S # 1
- S  2 . 7 4  r o y a l t y  p a y m e n t

• 5  0 . 8 4  p r o d u c t i o n  t a x  p a y m e n t

- 5  2 . 2 6  d i r e c t  o p e r a t i n g  c o s t  ( i n c l u d e s  l i f t i n g  c o s t s )

S 7 . 8 9  p e r  b a r r e l  p r o d u c t i o n  r e v e n u e  t h a t  w o u l d  h e  c r e d i t e d  a g a i n s t  a n y  r e m a i n i n g  m o n i e s  
i n  t h o  d e v e l o p m e n t  a c c o u n t

E x a m p l e  R o y a l t y  C a l c u l a t i o n  ( f o r  t h e  y e a r  2 0 0 0 )

5 1 8 . 6 4  w e s t  c o a s t  o i l  p r i c e  i n  t h e  y e a r  2 0 0 0  ( S / b b l )

• S  1 . 4 7  m a r i n e  t r a n s p o r t a t i o n  d e d u c t i o n  

- 5  2 . 6 9  T A P S  t a r i f f  

S  0 . 7 5  N o r t h  S t a r  p i p e l i n e  t a r i f f

S 1 3 . 7 3  p e r  b a r r e l  n e t  h a c k  a m r u m t ~ 2 0 9 k  o f  t h i s  a m o u n t  ( S 2 . 7 5 / b b l )  w o u l d  b e  o w e d  a s  t h e  
b a s e  r o y a l t y  o n  e a c h  b a r r e l  o f  p r o d u c e d  o i l .  T h e  s u p p l e m e n t a l  r o y a l t y  a s  p r o p o s e d  
w o u l d  b e  5 0  0 4  p e r  b a n e !  a :  t h e  g i v e n  w e s t  c o a s t  o i l  p r i c e .

WVD 4/16/96
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SENATE RESOURCES COMMITTEE
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

M r. K en B oyd , D ire c to r
D iv ision  o f  O il an d  G as
D epartm en t o f  N atu ral R esources
v ia facsim ile: X 3 8 8 6  3 pages includ ing  th is  one

D ear M r. B oyd:

W ill you  p lease  p ro v id e  the C om m ittee  the resu lts  o f  the dep a rtm en t's  m odeling  o f  the 
an tic ip a ted  rev en u e  d is ’rib u tio n  betw een the S tate, B PX A  and  the federal governm ent i f  the 
assum ptions used  in  th e  Illustrative N o rth sta r M odel"  are ch an g ed  to  re la te  to peak 
p ro d u c tio n , re se rv es  an d  cap ita l co sts  in the fo llow ing  m anner:

Peak p ro d u c tio n  ra te : 80.00G b b ls /d ay  
R eserv es:

P (90) =  190 M M B O  
M ean =  160 M M B O  
P (1 0 )=  115 M M B O

C apita l E x p en d itu re s  (real 1996 do llars):
A djust fac ilities  cap ita l co s t to  re flec t a ssum ption  that off*siic 
p ro cessin g  fac ilities  arc u sed  in stead  o f  co n stru c tin g  new  
p ro d u c tio n  facilities .

A sh o rt n a rrau v e  su m m ary  o f  y o u r es tim ate  o f  the s ta te  rev en u e  lo sses resu lting  from  
am en d m en t o f  the N o rth s ta r  leases u n d er th ese  c ircu m stan ces  w ou ld  be appreciated .

A lso , in  th is  tr  m sm itta l is  a co p y  o f  B P X A 's  re sp o n se  to  sp ec ific  C o m m ittee  q u estio n s 
regard ing  ra te  o f  re tu rn  o n  late fie ld  life tha t m ay  be usefu l to  you in  re spond ing  to  the 
qu .tion  las t n igh t reg ard in g  the ra te  o f  re tu rn  du rin g  reco u p m en t o f  the cap ita l accoun t 
c o s ts . *

S inccre l

Senator Loren Leman
Chairman
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BP EXPLORATION

APR 1 6 1 9 9 6

OP Eiclo'tHon (A'tilca) Inc. 
900 Eui 0«n»oo Dcnlnyifd 
PO Box 100613 
Ancl)Or<9«, AUikA 93519-CC12 
(907) 561-5111

P. 2/3

April 16, 1996

The Honorable Loren Leman, Chair 
Senate Resources Committee 
Alaska State Legislature 
State Capitol 
Juneau. AK 99801

Dear Senator Leman:

In response to your letter ol April 12. the Department of Natural Resources has 
requested BP to provide capital costs and economic analysis for off site facility sharing 
of Northstar production.

The analysis is based on the following assumptions:
• Total project costs are still S378 million (same as stand alone costs);

Conceptual engineering work has indicated that capital costs for facility 
sharing are substantially the same or higher than a stand alone production 
facility. The island expansion, drilling, stbsea pipolino. environmental 
studies, and engineering costs are tho same with facility sharing. Tho facility 
on the island would still require partial processing and water/gas re-injection 
capability. Therefore, tho slightly roduced island facility cost is offset by 
higher pipeline and facility modifications costs.

• Reserves are 130 million barrels with a plateau rate of 50,000 barrels por day;
• A processing foe of $2.50 per barrel of oil is required to access the facilities.

The assumed processing fee is consistent with fees currently charged on the 
North Slope.

The impact on Stato, Federal, and BP revenues is attached for tho following three 
scenarios (1) supplemental royalty and early development, (2) net profit sharo and 
delayed development, and (3) not profit share and early development.

If you require additional information, please do not hesitate to call me (907-564-4892) 
or Daryl Kleppin (907-564-5418) on my staff.

E.M. Luttroll
i Vice President, Exploration and Development 

BP Exploration (Alaska). Inc.



Northstar Economic Evaluation '1/1G/1M5

Estimated Total Revenues: Facility Sharing Case, Evaluated by BPXA

With Supplemental Royalty 
and

Early Dovolopmont

With Not Profit Shoro 
and

Delayed Dovolopmont

With Not Profit Share 
and

Early Development

Stato Revenues 
Stato Royalty 256

(Reaf 1996 Dollars)

257 256
Stato Supplemental Royalty 37 - m

NPSL - - -

State Share of Federal Royalty 16 16 16
Severance Tax 58 58 58
Spill & Conservation Tax 3 3 3
Ad Valorem Tax 42 46 42
Income Tax 8 9 9

Total 419 389 384

Federal Revenues
Royalty (Net of State Share) 44 44 44
Income Tax  333 150  145
Total 177 194 189

BPXA Cash Flow 
After Tax Funds Flow 
Real Rate of Return

197
1 2 %

229
14%

2 2 0

13%



( APR-15-98 HON 14:48 DIV OF OIL AND GAS FAX HO. 9075623852 P. 01/02

State of Alaska 
Department of Natural Resources 

Division of Oil and Gas 
3601 C Street, Suite 1380, Anchorage, Alaska 99503

Fax Confirmation rhone (907)762-2549 Fax (907)562-3852 

F A C S I M I L E  T R A N S M I T T A L

OATE & TIME: A p r i l  1 5 , 1 9 9 6 3 :4 1  PM

PLEASE DELIVER TO: S e n a to r L o r e n  Lemon

FAX NUMBER: * T - 3

NUMBER OF PACES (including cover): 2

FROM: K e v in  B a n k s
2 6 9 -8 7 9 9

COMMENTS:

A t t a c h e d  i s  t h e  c h a r t  t h a t  i l l u s t r a t e s  h i s t o r i c a l  o i l  p r i c e s  a n d  
I n f l a t i o n .  P r i c e s  a r e  n o m in a l (m o n e y - o £ - t h e  d a y ) , i . e . ,  n o 
a d ju s tm e n t f o r  i n f l a t i o n .  T h e  i n f l a t i o n  f a c t o r  i s  c a l c u l a t e d  
f r o m  t h e  P P I ( f o r  i n d u s t r i a l  c o m m o d i t ie s )  a s  i n d i c a t e d  i n  t h e  
N o r t h s t a r  L e a s e  A m e n dm e n ts , r e p l a c i n g  D e c em b e r 1995 w i t h  D e a om b o r 
198)$4-to sh ow  how  t h e  f a c t o r  w o u ld  h a v e  b e e n  c a l c u l a t e d  o v e r  t h e  
1 9 8 5 -1 9 9 6  p e r i o d .

A t t a c h m e n t .
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SENATE RESOURCES COMMITTEE
Slate Capitol

Official Business luneau AK 99801

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

M r. K en  B oyd , D irec to r
D iv is io n  o f  O il and  G as
D ep artm en t o f  N atural R esources
v ia  facsim ile : X 3886  3 pages includ ing  th is one

D ear M r. B oyd:

W ill you p lease  p ro v id e  the C om m ittee  the resu lts o f  the d epartm en t's  m o d elin g  o f  the 
an tic ip a ted  revenue d is trib u tio n  betw een  the S tate, B PX A  and the federal governm ent if  the 
a ssu m p tio n s used in th e  "Illustra tive  N o rth sta r M odel"  arc  ch an g ed  to re la te  to  peak  
p ro d u c tio n , reserv es an d  cap ita l co s ts  in the fo llow ing  m anner:

P eak  p ro d u c tio n  ra te : 80 ,(XX) b b ls /d ay  
R eserves:

P (9 0 ) =  190 M M B O  
M ean  =  160 M M B O  
P (1 0 )=  115 M M B O

C apitn l E x p en d itu res  (real 1996 do llars):
A d ju st fa c iliu c s  cap ita l co st to  re flec t a ssu m p tio n  that o ff-site  
p ro cessin g  fac ilitie s  arc u sed  in stead  o f  co n stru c tin g  new  
p ro d u c tio n  fac ilities .

A  sho rt narra tive  su m m ary  o f  y o u r es tim ate  o f  the sta te  revenue  losses re su ltin g  from  
am en d m en t o f  the N o rth s ta r leases u n d er these  c ircu m stan ces w ould  be appreciated .

A lso , in th is  tran sm itta l is  a co p y  o f  B P X A 's resp o n se  to  sp ec ific  C o m m ittee  q u estio n s 
reg ard in g  ra te  o f  re tu rn  on  late field  life that m ay  be useful to  you  in resp o n d in g  to  the 
q u estio n  last n igh t reg ard in g  the ra te  o f  re tu rn  du rin g  reco u p m en t o f  the capita l accoun t 
c o s ts .

S in ce re ly ,

Senator Loren Leman
Chairman



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 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

M r. K en B oyd, D irec to r
D iv ision o f  O il and G as
D epartm ent o f  N atural R esources
v ia facsim ile: X 3886  3 pages includ ing  this one

D ear M r. Boyd:

W ill you  p lease p rov ide the C om m ittee  the re su lts  o f  the d ep a rtm en t's  m odeling  o f  the 
an ticipated  rev en u e  d istribu tion  betw een  the S ta te , B PX A  and the federa l governm ent if the 
assum ptions used in the "Illustra tive  N orthstar M odel"  a rc  ch an g ed  to  re la te  to peak 
p roduction , rc s e rv ’s and  cap ita l co sts  in the fo llo w in g  m anner:

Peak p ro d u c tio n  ra te : 8 0 ,0 0 0  b b ls /d ay  
R eserves:

P (9 0 )=  190 M M B O  
M ean  =  160 M M B O  
P (1 0 )=  115 M M B O

C apital E x p en d itu res  (real 1996 d o lla rs):
A d ju st fac ilities  cap ita l co s t to  re flect assu m p tio n  that o ff-site  
p ro cessin g  fac ilities  a rc  u sed  in stead  o f  co n stru c tin g  new  
p ro d u c tio n  facilities.

A sho rt narrative sum m ary  o f  y o u r estim ate  o f  the  state  revenue lo sses  resu lting  from  
am endm en t o f  the N o rth sta r leases u n d er these  c ircu m stan ces  w o u ld  be appreciated .

A lso, in th is transm itta l is a co p y  o f  B P X A ’s re sp o n se  to  spec ific  C o m m ittee  q uestions 
regard ing  ra te  o f  re tu rn  on  late  fie ld  life that m ay  be usefu l to  you  in resp o n d in g  to  the 
question  last n ight regard ing  the ra te  o f  re tu rn  d u rin g  reco u p m en t o f  the cap ita l account 
co s ts .

S inccrcl

Senator Loren Leman
Chairman



MEMORANDUM State of Alaska
DEPARTMENT OF NATURAL RESOURCES DIVISION OF OIL AND GAS

TO: K en  B oyd 
D irec to r

. DATE: A pril 1 2 ,1 9 9 6

FILE NO:

THRU:

f ro m : B ill V an D yk( 
K ev in  B an k s

TELEPHONE: 2 6 9 -8 7 9 9

SUBJECT: S en ate  R esources U e a r in g -  
A pril 1 1 ,1 9 9 6

S everal q u es tio n s  w ere  ra ised  a t last n ig h t’s S enate  R eso u rc e s  C o m m ittee  h ea rin g  on  SB  318 
(N o rth sta r L ease  A m en d m en ts). S en a to r H alfo rd  a sk e d  a b o u t the  u ltim ate  reco v ery  ex p ec ted  for 
the P ru d h o c  B ay re se rv o ir. A s h e  o b serv ed , ea rly  re co v ery  e s tim a te s  w ere in  the  range o f  9 .6 
b illion  b arre ls . W e all k n o w  tha t th is  n u m b er h as g ro w n  s ig n ific an tly  o v er tim e . A s o f  to d ay  the 
ex p ec ted  recovery ' a t P ru d h o c  B ay  is e s tim ated  to  be 13 b illio n  barrels.

A lm o st all th is  g ro \.* h  ca n  be a ttr ib u ted  to  gas cy c lin g  an d  en h a n ced  oil reco v ery  b en e fits . T he 
9 . 6  b illio n  b a n c l  e s tim a te  d id  n o t in c lu d e  long-term  h ig h -v o lu m c  g as  cy c lin g , n o r d id  it inc lude  a 
m isc ib le  g as  in jec tio n  an d  N G L  p ro jec t. T he b en e fits  o f  g as  cy c lin g , m isc ib lc  in jec tio n , an d  
en h an ced  o il reco v ery , h o w ev er, w ere  no t ach iev ed  w ith o u t co st. T he lessees h av e  spen t in 
ex cess o f  S2 b illio n  o n  th ese  p ro jec ts . T h e  e stim ates  o f  o rig in a l-o il-in -p lac c  (O O IP ) have 
ch an g ed  v e ry  little  s in ce  p ro d u c tio n  start-up . T h e  O O IP  fo r th e  P rudhoe B ay  re se rv o ir is still 
abou t 23 b illio n  b arre ls . A s  w ith  the  N o rth s ta r re se rv o ir, th e  o v era ll g eo lo g y  is p re tty  s tra ig h t 
fo rw ard  an d  the  ea rly  se ism ic  d id  a  go o d  jo b  a t d e f in in g  the  s ize  and  shape o f  th e  co n ta in e r.
W hat has ch an g ed  o v e r tim e  at P ru d h o c  B ay  hav e  b een  the  e s tim a te s  o f  h o w  w ell the g iv en  
co n ta in e r can  be d ra in ed . L ik ew ise , w e do  n o t b e liev e  tha t th e  s ize  o f  the co n ta in e r at N o rth s ta r 
w ill ch an g e . M o reo v er, w e b e liev e  tha t it is h ig h ly  u n lik e ly  th a t th e  reco v ery  ra te  a t N o rth sta r 
w ill ex c eed  the recovery ' ra te  a t P ru d h o c  B ay o f  55 p e rcen t w h ich  w as ach iev ed  a f te r  o v e r  S2 
b illio n  o f  in crem en ta l in v es tm en ts .

W e a lso  d iscu ssed  the  3 -D  se ism ic  th a t w ill be  sho t at N o rth s ta r  th is  su m m er season . T h a t data  
w ill b e  u sed  to  ta rg e t sp ec ific  b o tto m -h o lc  loca tions fu r each  p ro d u c tio n  an d  in jec tio n  w e ll. The 
3-D  d a ta  w ill a llo w  B P X A  to  o p iim a lly  p lace each  w c llb o re , av o id in g  sm all fau lts  and  localized  
an o m alies . I d o  n o t e x p e c t the 3 -D  d a ta  to  s ig n ifican tly  c h a n g e  th e  size o r  the  shape  o f  the  

overall co n ta in e r  a t N o rth sta r .

S enato r F ran k  a sk ed  d u rin g  tl e h ea rin g  w hat the real ra te  o f  re tu rn  w ould  be to  B P X A  »f it w ere 
to sh u t-in  th e  fie ld  b efo re  the net p ro fit share  beg an  to  p ay  o u t to  the  state. R ea lis tica lly , o u r 
assu m p tio n  th a t d ev e lo p m en t o f  th e  N o rth s ta r U nit u n d e r  a  n e t p ro fit share  sy s tem  w ill be 
delayed  sh o u ld  be u sed  to  ex a m in e  th is  effect. A ssu m in g  th a t fill I p ro d u c tio n  b eg in s  in  2002 , the 
d ev e lo p m en t acco u n t reach es  ze ro  in  2 0 1 1, and  net p ro f it  sh a res  a re  paid to  th e  sta te  b eg in in g  tn



2

2012 . I f  the  fie ld  p ro d u c es  fo r its full life , B P X A ’s R R O R  is 2 0 .4 % . I f  w e  cu t o f f  the 
c a lc u la tio n  o f  the  R R O R  a t the  y ea r 2 011 , it d ro p s  s lig h tly  to  1 9 .9 % .' T h is  d em o n stra te s  that 
there  is  s till a  p o s itiv e  ca sh  flow , th o u g h  d isco u n ted , to  B P X A  a f te r  2011 w h ich  co n trib u tes  to 

the  R R O R  es tim a te .

A fte r th e  hearing , S e n a to r  H a lfo rd  ask ed  ab o u t the  e ffec tiv e  se v e ra n c e  tax ra tes ap p licab le  to  the 
N o rth s ta r  d ev e lo p m e n t as fo recasted  in tiie m ost likely  ease . T h e  a ttach ed  ch art ad d resses  h is 
q u es tio n  an d  sh o w s th e  an n u a l e ffec tiv e  sev e ran ce  tax  ra te  a f te r  a d ju s tin g  fo r the  eco n o m ic  lim it 
factor. T h is  ch a rt a lso  sh o w s the  n u m b er o f  o v era ll sev e ran ce  tax  b a rre ls  based  o n  these 
p e rcen tag e  ra te s . T h e  tim in g  o f  d ev e lo p m en t has no a ffec t o n  th ese  figu res; ea rly  d ev e lo p m en t is 

sh o w n .

A lso  a tta c h ed  is a  sec o n d  co p y  o f  the  m odel th a t w as p re sen ted  last n ig h t to  the  co m m itte e . In 
th is  v e rs io n  o f  th e  m o d e l, the  su p p lem en ta l ro y a lty  is ca lc u la ted . W e h av e  also  in c lu d ed  a  
rev ised  co p y  o f  th e  “ A ssu m p tio n s  U sed  in the I llu s tra tiv e  N o rth s ta r  M o d e l” h an d o u t that has the 
“N o m in a l D isco u n t R a te  10% " in  b o ld face  type.

K ev in  B an k s  w ill p rep a re  a  re sp o n se  to  S en a to r L em a n ’s le tte r  re ce iv ed  th is  m o rn in g , u s in g  the 
“ Illu s tra tiv e  N o rth s ta r  M o d e l,"  a s  req u ested . T h ese  re su lts  sh o u ld  b e  av a ilab le  ea rly  n ex t w eek .

A ttach m en ts .

' Thu assumes delayed development Senator Frank was looking at this question as if there would be oo delay 
under the net profit share The results are similar Full fwld life RROR is 19 9. If  the field were shut-in in 2007, 

the RROR ts 19 4%.
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Assumptions Used in the Illustrative Northstar Model

P ro jec t L ife: P ro d u ctio n  ram p -u p  in 4 th  Q u a rte r  1998; full p ro d u c tio n  in 1999 ; en d  o f  field  

life  in 2 0 1 2 .

W ells: 15 p roducers.

O rig in a l O il in  P lace (O O IP ): P (90 ) « 310  M M B O
M ean  “ 2 60  M M B O
P (10) - 2 10  M M B O

R eserv es: P (9 0 ) - 160 M M B O
M ean  ■ 130 M M B O
P ( 10) - 105 M M B O

P eak P ro d u c tio n  rale: 50 ,000  b b l/d ay

C ap ita l E x p en d itu re s  (real 1996 d o lla rs):

F ac ilitie s : L o w  - S205 M M
B ase ■ S 237 M M
H igh  - S278 M M

D rillin g L o w  ■ S75 M M
B ase » $85 M M
H igh  • SI 10 M M

P ip e lin e L o w  ■ S25 M M
B ase ■ S28 M M
H igh  ■ $53 M M

T otal L o w  ■ $305 M M
B ase ■ $3 5 0  M M
H igh  - $441  M M

A p p ra isa l C o s ts L o w  • $25  M M
B ase - $28  M M
H igh  • $ 3 0  M M

O p e ra tin g  C o s ts L o w  » $ 1.40/bbI

B ase - $ l . S 0 /b b l

H igh  ■ $2.0G /bbl

Initial Abandonment Costs: 5% Facility Capes (estimate provided by DNR
10% Drilling Capes Petroleum Engineer)

D P X A ’s W o rk in g  In terest: 98%  (Murphy Oil owns IO%ofOCS Y-181)



T rac t A llo ca tio n : 7 6 .8 %  S ta te  (N o  p ro d u c tio n  a llo ca te d  to  A D L  3 55001)
2 3 .2 %  Federal

S ta te  ro y a lty  ra te : 2 0 %

S u p p lem en ta l ro y a lty : A s p ro p o sed .

F ed era l ro y a lty  ra te : 16 .67%  (slid in g  sca le  no t ca lcu la ted ; s ta te  rece iv es  2 7 %
sh a re  o f  F ederal royalty )

N e t p ro fit share: 8 9 .4 %  (av erag e  o f  the five sta te  leases^

D ev e lo p m en t A cco u n t b eg in n in g  b a lan ce  (1996): S262 M M

S ev eran ce  T ax : 12 .25%  fo r first five y ea rs  p ro d u c tio n , 15%  th ereafte r;
su b jec t to  EL F.

C o n s  :rv a tio n  an d  oil sp ill tax : S 0 .034 /bb l

A d  v a lo rem  tax  rate: 2 %

S ta te  in c om e  ta x  ra te : 2 %  (e s t im a te  p ro v id e d  b y  D O R  P e t r o le u m  E c o n om is t )

F ed era l in co m e  tax  ra te : 35%

O il P rice  F o recast:

In f la tio n  R ate:

R e a l  P r im e  R a te :

D O R ’s Fall 1995 B ase P rice F o r e c a s t .
PS-1 p rice  “  N o rth s ta r w e llhead  an d  d eriv ed  from  D O R ’s fo recast 
o f  T A P S  ta riffs  and  m arine  costs . N o  ad ju s tm en t m ad e  fo r quality , 
p u m p ab ility , in fra stru c tu re  ch a rg es , o r  upstream  tariffs.

D O R 's  F all 1995 B ase P rice F o recas t 
3 .0 %  in 1997; 3 .2 %  thereafter.

8.25% (Anchorage I)a y News, 4/8/96)

1 0 %  (A .D .  L i t t le  R e p o r t )N o m in a l  D is c o u n t  R a te :

G en era l: S ta n d -a lo n e  p ro jec t, no  fac ility  sharing . Inv o lv es w a te r flood  and  g a s  in jec tio n ; 
p ro c ess  s a le s  q u a lity  c ru d e  fo r d e liv ery  to  T A P S . E x p an sio n  o f  the  ex is tin g  m an -m a d e  S eal 
Is lan d  e x p lo ra tio n  is lan d . U n d e rsea , b u ried  12” p ipeline  to  sh o re , 5 m ile s  o f f s h o re /1 1 m iles 
o n sh o re ; tie -in  to  K u p aru k  P ip e lin e  iu st w est o f  T A P S  P u m p  S ta tio n  *<1

K ev in  B an k s . A D N R  
A p n l 1 2 ,1 9 9 6
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N P S L  A c c o u n t i n g  H a n d o u t s  

A p r i l  1 1 , 1 9 9 6

P r e p a r e d  B 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  

D i v i s i o n  o f  O i l  a n d  G a s



N P S L  A C C O U N T IN G  F L O W  D IA G R A M



NET PROFIT SHARE LEASE ACCOUNTING

The State's Net Profit Share Lease (NPSL) regulations define an accoui ;ng system and 
procedures to follow in the administration of NPSLs. The regulations' purpose is to allow 
a lessee to recover all appropriate development costs, with interest, and operating costs 
from production revenue before any r.et profit share becomes due the state from the 
lessee. These regulations provide for the monthly accumulation of certain costs in three 
accounts: the development account, the production revenue account, and the net profit 
payment account. 11 AAC 83.201-.295

In simple terms the system works as follows: Any positive balance remaining in the 
production revenue account (revenues minus operating costs and royalties) at the end of 
the month is used to reduce any accumulated costs in the development account. Any 
positive balance remaining in the development account is carried forward to the net profit 
payment account. The net profit payment account is shared with the State at the net profit 
share rate specified in the lease.

2. QEYELQP_M ENLAC.C.Q.UNT

The development account includes development costs which are generally capital 
expenditures. Rental payments to the State or taxes payable are an appropriate charge 
to the NPSL’s development account for that month. Positive balances from the production 
revenue account are transferred monthly into the development account and reduce the 
accumulated costs in the development account to be carried forward.

The development account accumulates costs that are primarily capital in nature. These 
costs are defined in 11 AAC 83 219 subject to exclusions identified in 11 AAC 83.217. 
Development costs for NPSL generally consists of the following:

1) Cost of geological, geophysical, geotechnical and geochemical work 
performed on or adjacent to the NPSL relating to pre- or post-drilling 
operations. Such costs incurred prior to the inception of the lease (i.e. 
before the lease sale) are to be excluded

2) Cost of design of construction projects as defined in the approved 
‘Plan of Operations.’

1



3) Cost of capital work in progress in support of the NPSL on or adjacent to 
the NPSL or on a contractor’s premises.

4) Lease costs incurred to maintain an interest in the NPSL.

5) Cost of wells located on the NPSL.

6) Cost of facilities and equipment on or in support of the NPSL that are 
required for continued or enhanced production.

7) Cost of acquiring a production interest in the NPSL.

8) Capitalized ad valorem taxes.

9) General overhead and administrative expenses at the rate of three percent 
of the costs defined in 1), 2). 3). 5) and 6) above.

All costs are accounted for on an accrual basis and are limited by the definition of direct 
charges as established in 11 AAC 83.243. Further, only the reimbursable (from co­
owners) portion of those costs of the lessee may be used in calculating the charge to the 
development account.

Development account balances are carried forward from month to month and interest is 
earned on these balances. The interest rate is specified in the lease sale terms, typically 
the average of the prime rates of three large banks. The interest that is earned on these 
balances further increases the total development costs to be carried forward until net 
production revenue is sufficient to recover the cumulative development costs plus interest 
to date. When the development account has a positive balance at month end. the positive 
balance is transferred to the net profit payment account, leaving c zero balance in the 
development account.

C. ERQilUCTlQN REVENUE AC.C.QUNI

The production revenue account ca Mures production revenue, direct operating costs, and 
royalty payments (the net profit share payment to the state is excluded) The NPSL 
production revenue «s a positive amount credited to the account for each month s 
production. NPSL direct operating costs and royalty payments are charges (negative 
amounts) to the account

Production Revenue generally consists of:

1) The value at point of production of lessee's gross share of oil and gas

2



produced from the NPSL, excluding fuel consumed, and volumes flared 
for safety or unavoidably lost or reinjected for conservation purposes,

2) All extraordinary production revenue or loss.

Direct Operating Costs generally consists of:

1) Direct charges incurred for wells, facilities, and equipment on or in support 
of the NPSL after commencement of commercial production that are in 
support of development or production operations that are not excluded or 
charged as development costs.

2) General overhead and administrative expenses not to exceed nine percent 
(9%) of allowable direct operating costs defined in item 1 above.

3) Accrual of abandonment costs amortized on unit-of*production basis.

4) Liability for taxes imposed on the value of production or sales from an 
NPSL incurred by a lessee.

5) Ad valorem taxes paid which are based on the value of lessee’s properties 
used directly in the production, gathering, or treatment of production from 
an NPSL.

When the month-end account balance in the production revenue account is negative, the 
amount is carried over to the following month. When the month-end balance is positive, 
the amount is transferred to the development account, leaving an ending balance of zero 
in the production revenue account.

D. NET.P-RQF1T PAYMENT.ACCOUNT
The net profit payment account equals the positive amount, if any, transferred from the 
development account. The net profit share payment due the State equals the balance in 
the net profit payment account multiplied by the net profit share rate. This rate is a fixed 
percentage determined either through competitive bidding or by the Commissioner of 
Natural Resources prior to the lease sale. Further details about NPSL reporting and 
payment are contained in 11 AAC 83.201-295

3



T w o  E x a m p l e s  o f  A c t u a l  N P S  D e v e l o p m e n t  

A c c o u n t  B a l a n c e s — O n e  P r o d u c i n g  L e a s e  a n d  

O n e  E x p l o r e d  B u t  U n d e v e l o p e d  L e a s e

L i s t i n g  o f  C u r r e n t  N P S  D e v e l o p m e n t  A c c o u n t  

B a l a n c e s  b y  F i e l d



ADL 312828 SOHIO K. BP DEVELOPMENT ACCOUNT ENDING BALANCES

$400 000.000 on

$ 3 1 0 0 0 0  0 0 0  0 0

$300 000 000 00

$»0 000,000 00

1X 0  0 0 0 .0 0 0  0 0

$110000 00)00

$ i i » o o o o u o o o

$10000 000 00 . i S i i 1si si si s! ijn n r» n r*

i *2 7 : U  i• Uk * Ml '

NPS Lease 
Duck Island Unit 
Endicott Pool
Production Start Up Late 1087
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N E T  P R O F I T  S H A R E  A C C O U N T  

B A L A N C E S  B Y  F I E L D

D U C K  I S L A N D  U N I T - T W O  N P S  L E A S E S  
$ 2 0 3  M I L L I O N

K U P A R U K  R I V E R  U N I T - F O U R  N P S  L E A S E S  
$ 1 2 3  M I L L I O N

M I L N E  P O I N T  U N I T - F O U R  N P S  L E A S E S  
$ 3 5  M I L L I O N

N O R T H  S T A R  U N I T - F I V E  N P S  L E A S E S  
$ 2 5 9  M I L L I O N

K U U K P 1 K  U N I T - 1 8  N P S  L E A S E S  
$ 7 3  M I L L I O N

P O I N T  T H O M S O N  U N I T - F I V E  N P S  L E A S E S  
$ 9 3  M I L L I O N

N O R T H  N I A K U K  A R E A - O N E  N P S  L E A S E  
$ 4 2  M I L L I O N

G R A N D  T O T A L -  $ 8 2 8  M I L L I O N



Project Life: Production ramp-up in 4th Quarter 1998; full production in 1999; end of field 
life in 2012.

Wells: 15 producers.

A ssum ptions used in  Illu s tra t iv e  N o rth s ta r M ode l

Original Oil in Place (OOIP): 

Reserves:

Peak Production rate:

Capital Expenditures (real I9‘ 

Facilities:

Drilling

Pipeline

Total

Appraisal Costs 

Operating Costs 

Initial Abandonment Costs:

P(90) = 310MMBO
Mean *  260 MM 130
P(10) = 210MMF3O

P(90) = 160 MM BO
Mean = 130MMBO
P(I0) = 105MMBO

50,000 bbl/day

dollars): 

Low = $205 MM
Base = $237 MM
High 8 $278 MM

Low s $75 MM
Base 8 $85 MM
High s $110 MM

Low s $25 MM
Base = $28 MM
High = $53 MM

Low s S305 MM
Base = $350 MM
High 8 $441 MM

Low 8 $25 MM
Base 8 $28 MM
High 8 S30 MM

Low 8 $1.40/bbl
Base C SI .50/bbl
High ■> $2.()0/bbl

5% Facility Capcx 
10% Drilling ('apex

(estimate provided by DNR 
Petroleum Engineer)

BPXA’s Working Interest: 98 % (Murphy Oil owns 10% of OCS Y-l 81)



Tract A llocation :

State royalty rate:

76.8% State (No production allocated to ADL 355001) 
23.2% Federal

20%

Supplemental royalty: As proposed.

Fcdcrul royalty rate: 16.67% (sliding scale not calculated; state receives 27% 
share o f Federal royalty)

Net profit share: 89.4% (average o f the five state leases)

Development Account beginning balance (1996): S262 MM

Severance Tax: 12.25% for first five years production, 15% thereafter;
subject to ELF.

Conservation and oil spill tax: S0.034/bbl

Ad valorem tax rate:

State income tax rate:

Federal income tax rate:

Oil Price Forecast:

• Inflation Rate:

• Rea1 Prime Rate:

• Nominal Discount Rate:

2%

2% (estimate provided by DOR Petroleum Economist)

35%

DOR’s Fall 1995 Base Price Forecast.
PS-1 price = Northstar wellhead and derived from DOR's forecast 
o f TAPS tariffs and marine costs. No adjustment made for quality, 
pumpability, infrastructure charges, or upstream tariffs.

DOR’s Fall 1995 Base Price Forecast 
3.0% in 1997; 3.2% thereafter.

8.25% (Anchorage Daily News, 4/8/96)

10%

General: Stand-alone project, no facility sharing. Involves water flood and gas injection; 
process sales quality crude for delivery to TAPS. Expansion o f the existing man-made Seal 
Island exploration island. Undersea, buried 12" pipeline to shore, 5 miles offshore/I I miles 
onshore; tie-in to Kuparuk Pipeline just west o f TAPS Pump Station #1

Kevin Banks, ADNR 
April I I , 1996



Shoot 1

"SIMPLE" Discounted Cos l Flow Modol

Yoor 1 2 3 4 5

Gross Oil (MMBO/Y) 0 5 10 6 2
Stoto Royalty Roto 12 .5% 12 .5% 12 .5% 12.5% 12 .5%
Royalty Oil 0 0 .6 2 5 1.25 0 .7 5 0 .2 5
WIO Oil 0 4 .3 7 5 8 .75 5 .25 1 .75

Oil Prico 12 .00 12 .10 12.15 12 .20 12 .25

WIO Rovenuo 0 .0 0 5 2 .9 4 106.31 6 4 .05 2 1 .4 4

Capox 100 .00 7 5 .0 0 0 .0 0 0 .0 0 0 .0 0
Opox 0 .0 0 7 .5 0 15 .00 9 .0 0 3 .0 0
Total Cost 1 00 .00 8 2 .5 0 15 .00 9 .0 0 3 .0 0

Not Rovonuo -1 0 0 .0 0 -2 9 .56 91.31 5 5 .05 18 .44

Income Tax Rato 0 .35 0 .3 5 0 .3 5 0 .3 5 0 .3 5
Incomo Tax -3 5 .0 0 -10 .35 3 1 .9 6 19 .27 6 .4 5

Aftor Tax Cash Flow -65 .00 •19 .22 59 .35 3 5 .7 8 11 .98

NPV @ 10%  = $1 .50
ROR = 11%

PflflO 1



noport2

Assumptions

Assumption: S4

Triangular distribution with pnramotors:
Minimum $1.00
Llkollost $1.80
Maximum $7.00

Selected rango is from $1.00 to $7.00

Coll: S4

Assumption: Apr Coll: B93

Normal distribution with parnmotors:
Moon 1G.35 | = B80)
Standard Dev. 4.47 ( = $S$4)

Soloctod rango is from -21.51 to 402.42

End of Assumptions



REPORT9.400

G Forecast: A K S U P P - R E A L

Summary:
Display Rango is from 30.0 to 65.0
Entiro Rango is from 34.7 to 67.0
After 200 Trials, the Stef. Error ol the Mean is 0.4

Coll: A F 149

Statistics:
Trials
Mean
Mcd'an (approx.) 
Modo (approx.) 
Standard Deviation 
Varianco 
Skewness 
Kurtosis
Cooff. of Variability 
Rango Minimum 
Range Maximum 
Range Width 
Moan Std. Error

Value
200

49.2
40.0 
50.4
6.0

35.0 
0.23
3.00 
0.12 
34.7
67.0
33.2 
0.42

Coll AF149
OSfl

CMJ

£> 0?* n
J 3O
£ 0 1 4

000

Fo recas t :  A K SU PP -R EA L  
F requency  Chort 198 Trials Shown

ii

B J 5

C
f t

? 75



REPORT9.408

( f j  F o ro c a s t: A K SU PP-REA L (c o n t’d) Coll: A F149

Porconliles.

POLCORlilQ Y a lu o iacM w U
0% 34.7

10% 41.6
20% 44.2
30% 4G.1
40% 47.2
50% 46.8
60% 50.5
70% 52.1
80% 54.4
90% 56.7

100% 67.8

End o( Forecast

I

Pago 34



N o r th s t a r  E c o n o m ic  Evaluat ion
Dvr**'**'*"* of

N A T U R A L  
"  R E S O U R C E S

Estim ated Tota l Revenues
Accoun ting fo r tho o ffoc ts of "Price 
V o la tiv ity ”

Siaie_ReyenuQS 
State Royalty
S tato Supplemental Royalty 
NPSL
Stato Sharo o f Federal Royalty
Severance Tax
Spill & Conserv. Tax
Ad Valorem Tax
Income Tax
Tota l

W ith Supplementa l Royalty 
and

Early Deve lopment

W ith Not Profit Share 
and

Early Development

W ith Not Profit Share 
and

Delayed Development

255
50
0
16
56
3
40
24
444

(Real 1996 Dollars)

256
0

107
16
58
3
40
2 2
502

257
0
41
16
59
3
46
23
444

FcdereJ Revenues
Roya lty (Not o f S toto Sharo)
Income Tax
Toto l

44
2.18
262

44
195
242

44
213
258

BR X A X a shT iow
A fte r Tax Funds Flow 
Real Rato o f Return

355
2 0 .8 %

319
2 1 .1 %

346
20.4%

'Aaaumlng 3.2 parctnt inflation rata from DOR Fall 199S Baa# Prtca ForacaaL Total* may not add du* to rounding.
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REPORT9.408

Forecast: AKSUPP-REAL Cell: AF149

Summary:
Display Range is Irom 30.0 to 65.0
Entire Range is from 34.7 to 67.0
Alter 200 Trials, tho Std. Error ol the Mean is 0.4

sties: Value
Trials 200
Moan 49.J
Median (approx.) 48.0
Mode (approx.) 50.4
Standard Deviation 6.0
Variance 35.8
Skewness 0.23
Kurtosis 3.00
Coeff. ot Variability 0.12
Range Minimum 34.7
Range Maximum 67.8
Range Width 33.2
Mean Std. Error 0.42



REPORT9.408

^ T :  F o re c a s t :  A K SU PP-R EA L (co n t'd ) Cell: AF149

Percentiles:

Percentile ValuciapDiQxJ
0% 34.7

10% 41.6
20% 44.2
30% 46.1
40% 47.2
50% 48.8
60% 50.5
70% £2.1
80% 54.4
90% 56.7

100% 67.8

End ol Forecast

Pago 34



N o rth s ta r  E c o n o m ic  E v a lu a t io n N A T U R A L
r e s o u r c e :

Estim ated Tota l Revenues
Accoun ting for tho e ffec ts of "Prico 
V o la tiv ity "

Siate-BcYsnufla 
State Royalty
State Supplemental Royalty 
NPSL
Stato Share o f Fodoral Royalty
Sovorance Tax
Spill & Consorv. Tax
Ad Valorem Tax
Income Tax
Tota l

W ith Supplementa l Roya lty 
and

Early Development

255
50
0

16
56
3
40
24
444

W ith Not Profit Share 
and

Early Development

W ith Not Profit Share 
and

Dolayed Development

(Real 1996 Dollars)

256
0

107
16
58
3
40
2 2
502

257
0

41
16
59
3
46
23
444

Fude/oLflcvjenues
Royalty (Net o f Stnto Share)
Income Tax
Tota l

44
218
262

44
198
242

44
213
258

BPXAC as Il FIqw
A fte r Tax Funds Flow 
Real Rate o f Roturn

355
2 0 .8 %

319
2 1 .1 %

346
20.4%

•AMumlafl 1-1 p*rc#M MrfUUon n U  from IMS Bi»* Prtc* to o n  mty  rvM MO <*w» «a to****

it**# *||M e  ̂ ”■ '   tC AM



TONY KNOWLES, GOVERNOR

400 WILLOUGHBY AVENUE 
JUNEAU. ALASKA 99001-1 TOG 
PHONE {907) 465-2400 
FAX: (907) 465-3066

Ap ril 11, 1996

Senator Loren Leman
Chairman, Senate Resources Committee
Alaska State Legislature
State Capitol
Juneau, AK 99801

Dear Senator Leman:

The D ivision o f O il and Gas responds to your list o f questions dated April 5, 1996, as 
follows:

1. BPXA currently estimates that 76.8% o f the recoverable reserves underlie the 
state’s leases in the Nonhstar Unit (NSU). The Division's Resource Evaluation Group has 
reviewed this estimate and other confidents estimates, and believes that 75 to 80% is a 
reasonable range. This range could be slightly higher i f  BPXA develops the known 
reserves to the Northwest.

2. The Division docs not possess the necessary information to estimate the bonus 
that the state would have received in 1979 i f  the NSU leases had been offered w ith a
12.5% royalty and no net profit share. In order to make such an estimate, the Divis ion 
would need to know, among other things, the 1979 estimates (or ranges o f estimates) o f 
capital expenditures, operating costs, o il prices, dry hole risk, o il in place, recoverable 
reserves, TAPS its, tanker costs, and federal tax rates. The Division employee 
responsible for such a pre-sale analysis is no longer employed by the state and the 
Divis ion has been unsuccessful in locating a file containing a pre-sale analysis o f the 
NSU leases.

I f  one is w illing to make many assumptions, the most important o f which are that 
the bidders would bid on all tracts in proportion to the reserves they believe underlie a 
tract and in 1979 and 1983 bidders believed that recoverable reserves were split between 
the state and federal leases as they have been estimated in 1996, then one can estimate the 
bid based upon the actual bids on the federal leases. The two fcdc rjl leases received a 
combined winning bid o f S81,080,995. I f that is assumed to be 23.2% o f the total bid 
amount, then the state total bid for the state NSU unit would be S268.406.052. One could 
also assume that the bid might be higher because the federal leases were leased at 16.67% 
sliding scale royally and your hypothetical stipulates a 12.5% fixed royalty. Conversely, 
the state leases would pay severance tax while the federal leases would not and this might 
result in lower bids on the stale leases.

n  CTP

I t /
/

O F F I C E  O F  T H E  C O M M I S S I O N E R

DEPARTMENT OF NATURAL RESOURCES

10-Akt.



3. If one assumes thut 50% of the $268,406,052 would have been deposited into the 
Permanent Fund, then bused upon the annual realized tatc of returns reported by the 
Permanent Fund in its 1995 annual icport, then the balance for the year ending 1995 
would be $704,588,494.

4. The Division docs not ordinarily calculate the bonuses that the state could expect 
to receive from a lease sale. Nor docs it possess a model to estimate bonuses. In the 
usual pre-sale analysis, the Division docs prepare an estimate of the net present value of 
the projected discounted cash flow (NPV or EMV) for a prospect to assist in setting the 
lease terms to offer in the sale. Terms which the Division considers include the royalty 
rate, net profit share rate, and whether to offer an exploration incentive credit. In 
attempting to maximize the revenue to the state, the NPV represents how much bidders 
may have available to bid. As part of that evaluation, the Division considers many 
factors including: prospcctivity, company interest, development costs, operating costs, 
and oil prices. These factors arc very important in deciding the balance to strike between 
the bonus bid and the size of the state’s future royalty or net profit share ("state lake").

In a world of certainty and competition, the amount of a bid should equal the 
"economic rent." Economic rent is the difference between the value of production and 
the total necessary cost of exploration, development, and production including a 
reasonable rate of return to the lessee. In this idealized world, the most efficient firm 
with the lowest hurdle rate would win the bid. Oil and gas competitive bidding, however, 
is often conducted under conditions of uncertainty and limited competition. It is widely 
believed that the winner tends to be the bidder who most overestimates reserve potential, 
although other factors such as underestimating costs can lead to the same result, 
particularly in frontier areas. It should be noted, however, that if the NSU leases were 
rcbid. much of the uncertainty about reserves would have been resolved.

Bidders employ various strategies, ranging from intuition to formal models, for 
bidding in such high risk situations. Although profit maximization remains the object, 
bidders will examine the tradeoff between reducing the bid and reducing the probability 
of winning. In general, bidders will bid some fraction of the project's "expected mean 
value (EMV)."

To do an EMV calculation, an appropriate discount rate must be selected. Various 
hurdle rates for oil and gas companies ha\c been reported in the literature, ranging from 
5% to 15% (real). In addition, the Division has access to confidential information 
regarding hurdle rales for several companies. For purposes of this analysis, the Division 
has used discount rates of 10 and 15% (real).

Next, certain assumptions must be made regarding oil prices, production rates, 
cqpital expenditures, operating costs, taxes, and the like. For purposes of this analysis, 
the Division has used the same assumptions used in the N'orthstar model, as requested by 
you, except outcomes were varied over certain ranges: (1) the recoverable reserves from



105 MMI30 to 160 MM BO; (2) capital expenditures from $330 to $471 MM; (3) 
operating costs from $1.40/bbl to S2.00/bbl; and (4) oil prices varied over an average of a 
nomial distribution whose standard deviation is between $ 1.00 to $7.00 around the DOR 
mid-price forecast. The Division did 200 Monte Carlo trials to calculate an EMV at the 
10 and 15% discount rates. T he results under the various discount rates and royalty rates 
arc presented in Table 1.

The results presented in attached Table represent the most a bidder, who believed 
that the Northstar project could be developed for about $380 MM, including appraisal 
costs, would bid assuming the bidder's discount rate was 10% or 15% respectively. 
Because the results arc the discounted value of real cash flows to the bidder, delaying the 
sale by one year, two years, or three years would only slightly increase the EMV if you 
assume DOR’s projection of slight real growth in oil prices to be true. A bidder who 
believed that Northstar could be developed for $380 MM, however, would attempt to 
develop a bidding strategy to obtain the NSU leases for less than the EMV.

An examination of the competition would suggest that the leases could be 
obtained for less than the EMV. If a prospective competing bidder determined that the 
project could not be developed for less than SI.4 Billion (such as Amerada Hess did), 
then the project would have a negative EMV at either discount rate and the prospective 
competing bidder would not likely bid at the sale. Indeed, if Amerada Hess had turned 
the NSU leases back to the state for releasing, the Division would have expected the 
bonus bids to be very small at any royalty rate. Only because BPXA had the opportunity 
to work the project after acquiring information from Amerada Hess was BPXA able to 
reduce the development costs to the S380 MM range. In sum, if a sale of the NSU leases 
were conducted in the future, the Division would expect bonus bids to range from a 
nominal amount to something less than $225 MM depending on the royalty rate and 
discount rate. Sec attached Table.

I hope that this information is helpful to you. Please call me if you have any questions.

Division of Oil and Gas
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J f c f t  N A T U R A L  
R E S O U R C E S

Expected  M ean  Value
1 2 .5 %  Roya lty 2 0 .0 %  Roya lty

POO ) Moon P( 1 0 ) POO ) Mean

D iscounted at 1 0 % $ 1 / 3 $ 2 2 5 $ 28 1 $ 1 3 7 $ 1 8 2

D iscounted at 1 5 % $ 9 2 $ 1 3 0 $ 1 6 6 $ 6 3 $ 9 8

P (1 0 )

$ 23 1

$ 1 3 6
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SEN A TE  R E SO U R C E S  C O M M IT rE E
S tate  Capitol

Official B usiness Juneau  AK 99801

April 5, 1996
Mr. Ken Boyd, Director 
Division o f  O il and Gas 
Department o f Natural Resources
via facsimile: (907) 562-3852
Dear Mr. Boyd:
So we may better understand the relationships between the selection o f lease sale bidding 
terms available to the Commissioner under the statutes and the size and timing o f  
anticipated state revenues that may result, I would appreciate your written reply to the 
follow ing qucsdons before the presentation Mr. Banks is scheduled to make before the 
Resources Committee next Thursday.
1) What proportion o f  the Northstar oil reserves is estimated to underlie the State's 
leases in the unit?
2 ) According to Table 1 (Northstar Leases Information) o f BP's document entitled 
"Northstar Project BP Exploration (Alaska) Proposal for Modified Lease Terms”
(Proposal), the total bonuses received fo r the state's leases in the Northstar unit was 
$15 ,4 69 ,0 00 .

Based upon the division's ability to model bidding strategy as a function o f  the 
bidding variable selected for each sale, what would be its best estimate o f the bonuses it 
would have received in 1979 had the leases been offered with the bonus as the bid variable, 
and with a 12.5 percent royalty and no net profit share instead o f under the terms which the 
department selected?
3) Based upon the historical performance o f the Fcrmancnt Fund, and your best 
estimate o f total bonuses which would have been received under the circumstances outlined 
in question #2, please contrast for the committee the Permanent Fund revenues that would 
have resulted versus those which have occurred from the initial deposit o f  50 percent o f  the 
bonuses actually received for the state leases.
4 ) Finally, as BP has noted on page 8 o f  its Proposal, in evaluating the alternative 
revenue stream which the state might expect were it to rc-lrasc the Northstar leases, "(dotal 
state revenues in this scenario would have to include the revenue from bonus bids on the 
leases." Using the model you have developed for evaluating the economics o f  the 
Northstar Agreement - o r another model i f  you believe it would be more appropriate- please 
provide the committee your estimate o f  the bonuses you would anticipate under the 
following sets o f circumstances:

• Bonus as die bid variable

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

• 12.5 percent royalty; not net profit share; 20 percent, no net profit share



• Recoverable oil reserves o f 130 mmbbls; recoverable oil reserves o f 160 
mmbbls

• Capital and operating expenses as estimated for Northstar development and 
used in your existing model

• Timing o f production delayed by one year, two years and three years, 
respectively, fron the earliest date o f  production anticipated under the Northstar 
Agreement.

In addition to being prepared to discuss the state's modeling o f  revenues under the 
Northstar Agreement, I would appreciate it i f  Mr. Banks would be prepared to answer any 
follow-up questions the committee may have based on your responses to these questions.
Thank you once again for your cooperation, and that o f  your staff in providing this 
information.
Sincerely,

V 2 ti< ->
Senator Loren Leman 
Chairman

Mr. Ken Boyd 
information request

April 5, 1996



BP EXPLORATION np Exploration (Alaska) Inc.
000 East Benson Boulovord 

PO Box 1060,2 

Anchorago, Alaska 99519 0612 

(907) 561-5111

A p r il 1 0 , 1 9 9 6

T h e  H o n o r a b le  L o re n  L e m a n ,  C h a ir  

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

A la s k a  S ta te  L e g is la t u r e  

S ta te  C a p it o l 

J u n e a u , A K  9 9 8 0 1

D e a r  S e n a t o r  L e m a n :

In  r e s p o n s e  to t h e  le t te r  b y  A n n e t t e  K re it z e r  o f  y o u r  s ta f f  o n  A p r il 5  r e g a r d in g  S B  3 1 8 ,

B P  p r o v id e s  th e  f o l lo w in g  in fo rm a t io n  o n  th e  N o r t h s t a r  p ro je c t  a n d  le a s e  A g r e e m e n t . :

1 . C o m m o n  C a r r ie r  S t a t u s  o f  N o r t h s t a r  P ip e l in e  a n d  E s t im a t e d  T a r if f ,  T h e  

N o r t h s t a r  p ip e l in e  f r o m  S e a l  I s la n d  w h ic h  w il l  d e l iv e r  s a le s  o i l to  T A P S  w i l l  b e  a  

r e g u la t e d  c o m m o n  c a r r ie r  l in e . T h e  ta r iff  is  e s t im a t e d  to  b e  b e t w e e n  $ .2 5 -  $ 1 .0 0  

p e r  b a r r e l  d e p e n d in g  u p o n  a c t u a l  p ip e l in e  c o n s t r u c t io n  c o s t s ,  t h r o u g h p u t  

v o lu m e s ,  a n d  o p e r a t in g  e x p e n s e s .

2 . A c r e a g e  o f  F a b r ic a t io n  Y a r d .  T h e  e s t im a t e d  s iz e  o f th e  r e q u ir e d  fa b r ic a t io n  y a r d

a t th e  p o rt  a r e a  in  A n c h o r a g e  is  a p p r o x im a t e ly  5 -1 0  a c r e s .

3 & 4 .  R a t e .o f  R e t u r n  o n  L a te  L ife  F ie ld  In v e s tm e n t  w it h  a n d  w it h o u t  N R S L  t e rm s . A  

h y p o t h e t ic a l in c r e m e n t a l in v e s tm e n t  la t e r  in  f ie ld  l ife  ( 2 0 0 7 )  w o u ld  h a v e  a  ra te  o f 

re tu rn  o f 2 1 %  w it h o u t  N P S L  t e rm s  v e r s u s  1 0 %  w ith  N P S L s  in  e ffe c t .

5 & 6 .  B P _C o m m e n t s  o n  N e t P ro f it  L e a s in g  R e g u la t io n s  ( 1 9 7 9 )  a n d  N e t  p r o f it s  L e a s e

S a le s .  ( 1 9 7 9  a n d  1 9 8 2 )  In  r e s p o n s e  to  y o u r  q u e s t io n .  B P  t a lk e d  w it h  p a r t ie s

in v o lv e d  in  th e  in it ia l N P S L  le g is la t io n  a n d  r e g u la t io n s  w h o  r e c a l l th a t S o h io / B P  

a n d  o t h e r  c o m p a n ie s  a lm o s t  u n if o r m ly  o p p o s e d  n e t  p ro f it  s h a r e  le a s in g .  T h e  

in d u s t r y  d id  w o ik  w ith  th e  s t a te  in  d r a f t in g  r e g u la t io n s  to  b e  w o r k a b le  f r o m  a n  

a c c o u n t in g  s t a n d p o in t .  T h e y  r e c a l l  th a t  w h i le  in d u s t r y  m a y  n o t h a v e  b e e n  in  

s u p p o r t iv e  a b o u t  th e  n e w  N P S L  s ta tu to ry  s c h o m o , t h e y  w o r k e d  w it h  th e  s ta te  in  

o r d e r  to h a v e  th e  r e g u la t io n s  in  p la c e  fo r  th e  jo in t  s t a t e - fe d e r a l le a s e  s a le  in  

1 9 7 9 . W e  a r e  c o n t in u in g  to  r e v ie w  B P 's  f i le s  a n d  w i l l  b e  h a p p y  to  r e q u e s t  th e  

S t a t e  o f  A la s k a  D e p a r t m e n t  o f  l . a w  fo r  c o p ie s  o f  c o m m e n t s  a n d  t e s t im o n y  w h ic h  

B P / S o h io  m a y  h a v e  p r o v id e d .



April 10, 1996
Page 2

W e  lo o k  f o r w a r d  to  w o r k in g  w ith  y o u  a n d  o t h e r  m e m b e r s  o f  t h e  S e n a t e  o n  t h e  

N o r t h s t a r  le g is la t io n .

V e ry  tru ly / yo u c s , ✓

E L u t t r e l l

V ic e - P re s id e n t , E x p lo r a t io n  a n d  D e v e lo p m e n t  

B P  E x p lo r a t io n  (A la s k a ) ,  In c .



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

SEN ATE  RESO U RC ES  C O M M ITTEE

Official B usiness
S tale C apitol 

Juneau AK 99801

April 5, 1996
Mr. Eric Luttrcll 
BP  Exploration (Alaska) Inc. 
via facsimile: 564-5900
Mr. Luttrcll:
During the April 3 ,1 9 9 6  Senate Resources Committee hearing several questions were 
asked and you responded that you would like to get back to the committee with the 
requested information.
I have listed the questions below:
1) Regarding the description o f  the island and facilities, the question was whether the 
pipeline would be a common cairicr pipeline. Members sought additional confirmation that 
it is proposed to be a common carrier pipeline and the estimated dollars per barrel tariff. 
(You replied that Daryl Clipin could answer the question, and that you'a be able to supply 
the answer to the committee.)
2 ) Senator Taylor wanted to know the acreage necessary fo r your assembly. (This 
followed a discussion between Chairman Leman and you on fabrication.)
3 ) Senator Frank wanted to know if the rate o f return on additional investment would 
always be prime. 'This was in reference to a discussion between you and Senator Frank on 
net profit leases. You clarified the question to "what would be the rate o f return o f late life 
investments in the field", and said you would "get back with a precise number".
4 ) Senator Frank wanted an example from BP o f the rate o f  return on additional 
investment. (You said "we can go back and get a very simple calculation and bring it in 
and show it to you...")
5 ) Senator Leman wanted to know did BP participate in the rulemaking process or 
comment on the draft net profit leasing regulations when they were proposed by DNR.
6 ) Senator Ixman wanted to know i f BP ever provided testimony o r formally 
communicated with DNR its view that the leasing provisions were not profit related before 
1979 and 1982 when ...>sfully bid on the net profit sharing leases it owns in the Duck 
Island and Pt. Thomson units.
Sincerely,

Annette E. Kreitzcr, Aide to 
Senate Resources Committee



BP EXPLORATION BM Enplofan. n Inc.
900 East Bnnnon Boulavard 

PO. Box 196012 

Anchorooo. Alaska 99010 6012 

|907| 501-5111

A p r i l 8 , 1 9 9 6

T h e  H o n o r a b le  L o re n  L e m a n ,  C h a ir  

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

A la s k a  S ta te  L e g is la t u r e  

S ta te  C a p it o l 

J u n e a u , A K  9 9 8 0 1

D e a r  S e n a to r  L e m a n :

In  r e s p o n s e  to  y o u r  le t te r  o f  A p r il 3 ,  1 9 9 6 , B P  h a s  p r o v id e d  a n d  w il l  p r o v id e  c e r t a in  

n o n - c o n f id e n t ia l a n d  c o n f id e n t ia l in f o rm a t io n  to  th e  A la s k a  S ta te  L e g is la t u r e  in  s u p p o r t  

o f  th e  n e g o t ia t e d  a g r e e m e n t  b e t w e e n  B P  a n d  th 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  

( D N R ) .  A lt h o u g h  a  p r iv i le g e  o f  c o n f id e n t ia l i t y  c o u ld  b e  a s s e r t e d  fo r  m u c h  o f  t h e  

in fo rm a t io n , B P  h a s  w i l l in g ly  p r o v id e d  m o s t  o f  th e  in f o rm a t io n  in  o r d e r  to  fa c il it a te  a  fu ll 

a n d  c a n d id  d is c u s s io n  o f  th e  a g r e e m e n t .

In  a d d it io n  to  t h e  s u b s t a n t ia l  a m o u n t  o f  in f o r m a t io n  p r o v id e d  to  D N R  o n  a  n o n -  

c o n f id e n t ia l  b a s is ,  B P  p r o v id e d  c e r t a in  a d d i t io n a l  in f o r m a t io n  ( s e e  a t t a c h e d  lis t )  fo r  

w h ic h  it r e q u e s t e d  c o n f id e n t ia l it y  p u r s u a n t  th e  s ta tu t o ry  p r o v is io n s  y o u  n o t e d , n a m e ly  

A S  3 8 .0 5 .0 3 5 ( a ) ( 9 ) ( C )  a n d  (D ) .  B P  h a s  c o n s e n t e d  to  th e  d is c lo s u r e  o f  t h e  f o l lo w in g  

in fo rm a t io n  to le g is la t o r s  o n  a  c o n f id e n t ia l b a s is  a s  o u t l in e d  b e lo w  :

1 . P u r c h a s e  p r ic e  p a id  b v  B P  fo r  its  a c q u is it io n  o f  N o r t h s t a r  f r o m  A m e r a d a  H e s s .  

T h e  p u r c h a s e  a g r e e m e n t  b e t w e e n  B P  a n d  A m e r a d a  H e s s  r e q u i r e s  

c o n f id e n t ia l it y . H o w e v e r ,  w e  h a / e  r e q u e s t e d  p e r m is s io n  f r o m  A m e r a d a  H e s s  to  

d is c lo s e  th e  p u r c h a s e  to  the  A le  s k a  S ta te  L e g is la t u r e  o n  a  c o n f id e n t ia l b a s is  in  

e x e c u t iv e  s e s s io n .  B P  w i l l  d is c lo s e  t h is  in f o r m a t io n  w h e n  w e  h a v e  w r it t e n  

a u t h o r iz a t io n  f r o m  A m e r a d a  I le s s .

2 . B P X A ’s  E c o n o m ic  M o d e l . D N R  a n d / o r  B P  w i l l  d e m o n s t r a t e  B P ’s  c o n f id e n t ia l  

e c o n o m ic  m o d e l ,  w h ic h  in v o lv e s  c o s t  d a t a  a n d  f in a n c ia l  in f o r m a t io n ,  in  a n  

e x e c u t iv e  s e s s io n .  E it h e r  D N R  o r  B P  c a n  ru n  a n d  In t e r r o g a t e  th e  m o d e l  d u r in g  

th e  s e s s io n  w it h  v a r io u s  s c e n a r io s  r e q u e s t e d  b y  th e  le g is la t o r s .  H o w e v e r ,  w e  

d o  n o t  p la n  to le a v e  a  c o p y  o f  t h e  m o d e l  w it h  th e  le g is la t u r e .  B P  is  w i l l in g  to  

w o r k  in d iv id u a l ly  w it h  a n y  le g is la t o r  to  r e v ie w  th e  m o d e l  a n d  a n s w e r  a n y  

q u e s t io n s .

3 . B P X A 's  A p p r o v a l  a n d  S a n c t io n  P r o c e s s  (G IA A P S )  a n d  B P 's  E c o n o m ic  C r it e r ia  

(p r ic e  f o r e c a s t s ! .  T h is  is  s e n s it iv e  f in a n c ia l  in f o r m a t io n  w h ic h  w e  a r e  w i l l in g  to  

d is c lo s e  o n ly  to  A la s k a  le g is la t o r s  o n  a  c o n f id e n t ia l  b a s is ,  w it h o u t  f u r t h e r  

d is c lo s u re  to  le g is la t iv e  a d v is o r s ,  c o n s u lt a n t s  o r  s ta f f  m e m b e r s .
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Pago 2

4 . B P 's  N P S L  D e v e lo p m e n t  ( In v e s tm e n t s  A c c o u n t  R e v ie w . B P  h a s  m a d e  a n  

in te r n a l a s s e s s m e n t  o t th e  N P S L  D e v e lo p m e n t  A c c o u n t  w h ic h  w a s  p r o v id e d  to  

th e  D N R  o n  a  c o n f id e n t ia l b a s is .  W h i le  w e  a r e  w i l l in g  to  s h a r e  th a t  r e v ie w  w it h  

th e  L e g is la t u r e , it m a y  b e  m o r e  a p p r o p r ia t e  fo r  y o u  to  a s k  th e  D N R  fo r  t h e ir  

re v , j w  o f  th e  D e v e lo p m e n t  A c c o u n t .

W e  lo o k  f o r w a r d  to  w o r k in g  w it h  y o u  a n d  o t h e r  m e m b e r s  o f  t h e  S e n a t e  o n  th e  

N o r t h s t a r  le g is la t io n .

V e r y  t r u l/ y o u r s , ^

 J x p lo r a t io n  a n d  D e v e lo p m e n t

B P  E x p lo r a t io n  (A la s k a ) ,  In c .

a t t a c h m e n t  

c c : S h iv e ly ,  B o y d
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NORTHSTAR PROJECT 
Negotiation of Modified Lease Terms 

BPXA Data Transm itted to  DNR

Date to
Item DNR

1 ) N o r t h s t a r  P ro je c t  * E c o n o m ic  E v a lu a t io n  1/3/96

S u p p le m e n t  to D N R

A . A g r e e m e n t  fo r  P u r c h a s e  &  S a le  o f 1/11/96

A m e r a d a  N o r th s ta r  In te re s t

B . B P  P r e l im in a r y  P re - a c q u is it io n  1/3/96

A p p r a is a l  (G E M  # 5 9 )  S e e  "F" b e lo w .

C . D e v e lo p m e n t  ( In v e s tm e n t )  A c c o u n t  R e v ie w  1/3/96

D . B P  N o r th s ta r  A F E s  1/3/96

E .  B P  E x p e n d it u r e s  1/3/96

F . D ra ft  C o n c e p t u a l E n g .  R e p o r t  a n d  G e o lo g y  1/3/96

F in a l re p o r t  is s u e d  in  F e b r u a r y , 1 9 9 6

G .  T ra c t  A llo c a t io n  1/3/96

H . B P  A p p r o v a l a n d  S a n c t io n  P r o c e s s  (G IA A P S )  1/9/96

I. B P  E c o n o m ic  C r ite r ia  (P r ic e  fo r e c a s t s )  1/9/96

J . B P / D N R  E c o n o m ic  M o d e l  ( E x c e l s s )  1/3/96

K . P a r t n e r  E c o n o m ic s  N o t  s u p p l ie d

L . E a r ly  A s s e s s m e n t  o f  R is k s  a n d  R e s e r v e s  1/3/96

Data for 
Public Release

N O

N o t r e le v a n t

N O

Y E S

Y E S

Y E S

Y E S

N O

N O

N O

N o t r e le v a n t

M . F e d e r a l R o y a lt y  R e lie f  E ffo r ts  

N . A la s k a  E x p e n d it u r e s

N o  d a t a  a v a i la b le  

N o  d a t a  a v a i la b le  a t  th e  t im e

2 )  V a r io u s  B P  a n d  D N R  P r o p o s a ls  o n  M o d if ie d

L e a s e  T e rm s  a n d  D ra ft  A g r e e m e n t s

12/95-3/96  N o t r e le v a n t

BPX Data to Senate Resources Committoo April 8. 1996



Senate Resources Committee
S tate  C apito l

Official Buslnesa 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

A p r i l  3 ,1 9 9 6

Commissioner John Shively 
Department o f Natural Resources 
via fax: 465-3886
Dear Commissioner Shively:
I anticipate BPXA may ask that part o f  our review o f  the economics supporting the 
negotiated agreement between BPXA and the administration be conducted in executive 
session. Rule 2 2 (b )( l) - (3 ) o f the Uniform Rules o f  the Alaska State Leeislaturc provides 
that:

A legislative body may call an executive session at which members o f  the general 
public may be excluded fo r the *bllr ring reasons:

(1 ) discussion o f  matters, the immediate knowledge o f which would adversely 
affect the finances o f  a government unit;

(2 ) discussion o f  subjects that tend to prejudice the reputation and character o f  a
pe rson ;

(3 ) discussion o f  a matter that may, by law, be required to be confidential.
Sim ilarly, the Open Meetings Guidelines adopted by the Senate provide parallel provisions 
and requirements fo r executive sessions.
Testimony before this committee has established that the Department o f  Natural Resources 
is not opposed to public discussion o f any o f  the material supporting its r  :gotiations to 
amend the net profit share provisions o f  the Northstar leases.
BPXA , however, may decide to claim the privilege o f  confidentiality fo r certain o f  the 
information, and may ask that the committee review die information in executive session. 
Presumably BPXA would base its entitlement to confidentiality on the provisions o f  AS 
38 .05 .035 (a )(9 )(C ) and (D> which provide:

(a) The director shall....
(9 ) maintain such records as the commissioner considers necessary, administer 

oaths and do a ll things incidental to the authority imposed; the follow ing records and files 
shall be kept confidential upon request o f the person supplying the information:

(C ) all geological, geophysical and engineering data supplied, whether or not 
concerned with the extraction or development o f  natural resources;

lD ) except as provided in AS 38.05.036. cost data and financini information 
submined in support o f  applications, bonds, leases and similar items;



f

You, Governor Knowles, and BPXA  President John Morgan have all said that you support 
fu ll and candid discussion o f the negotiations and the policy implications behind the 
legislature's decision i f  whether or not to ratify the agreement. To assure that the review is 
public, yet thorough, only that information which must be kept confidential by law w\U be 
treated as confidential.

Accordingly, before the committee votes to go into exccudvc session, BPXA's 
representative should confirm that BPXA is indeed requesting confidentiality, and^statc 
the statutory basis fo r the request.
DNR's representative should be prepared to certify that the information to be discussed is 
entitled to confidentiality under the department's statutes and regulations.
Thank you fo r your participation in these hearings.

Senator Loren Leman 
Chairman

Com m Jutoner John Shively 
Apnl 3. 1996




