


B r i e f i n g  P a p e r

i

i

1 N o r t h  S t a r  U n i t
i  

i  

i  

i

jj M a rc h  1 9 9 6

I 

I 

I  

I 

I  

I  

I  

I



iCJ V  \ 1 ' C • ' C M 1 R\ Q -:#v • "• i J \  !j : = ; -  ,«j \ ,  ' u '> •,: .o  ^ TONY KNOW LEJ, GOVERNOR

D E P A R T M E N T  O F  N A T U R A L  R E S O U R C E S  400 m llo u g h b y a v e n u e
•  JUNEAU ALASKA 99*0U1796

PHONE: (907) *>*2*00
O F F I C E  O F  T H E  C O M M I S S I O N E R  . fa x . (907) *6S<u m

iVlarch 29, 1996

The Honorable Drue Pearce 
Presidcni o f the Senate 
State Capitol, Room 111 
Juneau, Alaska 99801-1182 
MS 3101

The Honorable Gail Phillips 
Speaker of the House 
State Capitol, Room 208 
Juneau, .Alaska 99801-1182 
MS 3101

Dear President Pearce and Speaker Phillips:

The Governor recently transmitted a bill to you authorizing, approving, and ratifying 
the "First amendment to the Northstar Unit oil and eas leases between the State ofw

Alaska and BP Exploration (Alaska) Inc. (BPXA)“ The Department of Natural 
Resources (DNR) is providing you with this briefing paper in the hope that you will 
find it useful in your consideration o f the bill.

This paper gives a bnef history of the Northstar Unit and describes some o f the changes 
in circumstances wluch have occurred since the state issued the Northstar leases and 
have led the administration to seek legislative approval of certain amendments to the 
leases, primarily the monetary terms. The Northstar Unit is composed of five state and 
two federal oil and gas leases located in the Beaufort Sea about six miles from Prudhoc 
Bay It is the only joint state/federal unit in Alaska. According to BPXA and others, 
one of the primary deterrents to development of the unit is the high state net profit share
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(N P S )  which is in addition to the 2 0 %  roya lty  sha re . T he  state leases cu rren t ly  bear 
both the highest re se rves -w e igh ted  roya lty , 2 0 % ,  and N P S .  8 9 % .  o f  any  unit in the 
state. The amendments w ou ld  rem ove  the N P S  te rm s o f  the leases and rep lace  them 
with a supp lem en ta l ro y a lty  which w ou ld  v a ry  d ependm g  on o i l prices . .Also, B P X A  
has guaranteed that the base roya lty  o f  20%  wou ld  rem am  unchanged fo r  the li fe  o f  the 
fie ld

Dunne  the per iod  f rom  I 9 " 9  to I 9 S 3  when the state leased  the N o rth s ta r  Un it leases, 
op t im ism  re igned in the o i l industry in genera l and the N orth  S lo p e  o i l m dustrv  in 
particular Fu r thenno re . the N o rth s ta r p rospect w as  one  o f  the state's best w ith some 
estimates exceeding a b il lion  barre ls  o f  recove rab le  re se rves  D u n n g  this time frame , 
both industry and die state Department o f  Revenue ( D O R )  were predictuig N o rth  S lop e  
o i l p r ic e s  esca la t ing  to S " 0  to S I 0 0  per barre l by  n ow  Add ing  to the m ix  vvas the 
leg is la tu re 's  au tho riza t ion  in I 9 " 8  o f  severa l n ew  leas ing  methods , inc lud ing using a 
N PS  as a bid va r iab le

The first N o rth  S lo p e  lease sa le  a fter the au tho r iza t ion  to use a N P S  ined iod  was the 
jo in t stateffedera l Beau fo rt Sea lease sale 3 0  held in D e c em b e r  o f  1 9 7 9  The fo u r  state 
leases cu r ren t ly  in the N o rth s ta r Un it were o f fe re d  under the fo l low in g  terms: fixed 
cash bonus, 2 0 %  f ixed  ro y a lty ,  and the N PS  as the bid va r iab le  In keep ing  w ith the 
prevailing optim ism , industrv bidding was very com pe t i t iv e  w ith  the w inn ing  N P S  bids 
ranging f rom  8 5 . 2 6 %  to 9 3 . 2 %  on  the fou r leases . The  tw o fede ra l leases in the unit 
were a lso  leased at the jo in t sale carrying a 16 6 7  s liding sca le  ro y a lty  The bonus bids 
fo r the tw o  tracts exceeded  S 8 0  m il l ion  Sa le  3 0  w as ihe o n ly  time that state leases 
were o f fe re d  w ith the N PS  as the bid variab le .

The fifth state le ase  m the unit was o f fe red  as p a n  o f  sa le  3 9  he ld  on  M a y  17, 1983 . 
The D O R  was sti l l p redicting A N S  o i l prices r is ing  at rou gh ly  a 5 . 9 %  nom ina l rate to 
S 7 2 .3 2  in f isca l y ea r  1999  (w hen  B P X A  is cu r ren t ly  stating it w i l l  begin N o rths ta r 
p roduc t ion ) . T he  lease w as o f fe re d  with a cash bonu s  as the b id va r iab le , a 1 2 .5 %  
fixed roya lty , and a fixed 4 0 %  N P S  The lease re ce iv ed  tlirce b ids w ith  a w inn ing  bid
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ofS72 thousand. BPXA's analysis of the field currently has no oil reserves within the 
unit allocated to this lease.1

Northstar Hxplorauon efforts began in 1982. Amerada Hess Corporation (AHC) held 
the largest working interest in Northstar leases and was the operator. The working 
interest owners drilled the first exploratory well in 1983 which discovered 
hydrocarbons in the Ivishak Formation, the same formation that produces the majority 
of oil in the Pnidhoe Bay held Unfortunately, further exploratory drilling only served 
to reduce the size of potential reserves.

By 1993, publicly available data pegged the high side for potential reserves at 300 
million barrels. In a 1993 study, the United States Department o f Energy (DOE) 
concluded that Northstar "with the NP[S] in place is not economic for any of the oil 
price cases." The DOE’s economic analysis was based upon capital costs of SI.4 
billion, a "conservative" estimate of 200 million barrels of recoverable reserves, and 
higher oil prices than those forecasted by the DOR today. The DOE study stated that 
the "greatest deterrents to the development of [Northstar] are confirmation of reserves 
and the high net protit [share] applicable to the five state tracts." The study emphasized 
the detcricnt to development caused by the NPS provisions stating they "add a very 
significant burden to the economic viability of [Northstar]." Even before the DOE 
study, AHC had approached the Cowper administration about economic relief for 
Northstar, but w'as rebuffed.

Despite the increasingly pessimisuc picture, AHC and its partners drilled one more well 
in the Northstar Umt in 1994 The results were not as good as hoped for, and reserve 
estunates dropped to the current most likely estimate o f 130 million barrels. AHC and

‘The next (and last) time the state offered leases with a NPS was rhe following year in 1984 
There are currently 39 active leases on the North Slope with a NPS Only nine have production 
allocated to them None have ever paid a NPS to the state

j
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its partners elected not to pursue the deve lopm en t o t the p ro jec t The ir dec is ion  not to 
deve lop was based on die results o f  die 1994 d ri l l ing  p rogram , a rese rvo ir ana lys is , and 
the p ro jec t econom ics

F o l low in g  the dec is ion  not to d eve lop , A H C  and its partners attempted to se ll their 
interests to seve ra l p rospective  purchasers . P v  the end o f  1 9 9 4 , B P X A  had acquired 
at 9 8 .0 8  %  interest in the unit with M u rphy  O i l re ta in ing  a 1 .9 2 %  mterest.

U s ing  innovative technical app roaches and con trac to r a l l iances  w ith A laskan  
com pan ie s . B P X A  has reduced the fo rm e r estimated capita l costs f rom  about S I  5 
billion to on ly  S 3 5 0  m il l ion  H ow eve r , the deterr i tu to deve lopm en t identif ied  by the 
D O E .  the MPS , rem a ined  B P X A  has in fo rm ed  the D N R  that it "w ou ld  not deve lop  
N o rths ta r under these [N P S L ]  te rms" and mam ta ins that it "cannot r isk  its reputation 
fo r prudent, w o r ld  c lass deve lopm en t practices " w ith late l i fe  N P S L  p rob lem s  which 
have a "high potentia l f o r  p remature fie ld  shut-in and revenue cessa t ion  ... " B P X A ’s 
exposition o f  its N P S L  p rob lem s  are set fo rth  in its P ro p o sa l and w i l l  not be repeated.

As a resu lt o f  B P X A 's  p rob lem s w ith the lease's N P S  p ro v is ion s , it approached me 
about m od i fy ing  the lease terms in the spring o f  1 9 9 5 . A t that tune they genera l ly  
p roposed an alternative which wou ld  remove the N PS  p rov is ions in exchange fo r  ea r ly , 
certain deve lopment and some fo rm  o f  additional paymen t to the state. I instructed the 
D N R  s ta f f  to enter negotiations w ith  B P X A  to see i f  an a lte rna tive cou ld  be reached 
w h ich  w ou ld  rem ove  the perce ived  N PS  p rob lem , ye t p rov id e  m o re  certa in , ea r l ie r 
development, y ie ld  adequate compensation  to the state, and set a g oa l o f  m ore  A la ska  
contracting and lunng. Additiona lly , I did not want an alternative wh ich  resu lted in any 
significant increase to BPXA 's  ow n  estimate o f  a rate o f  return o f  2 1 %  fo r  the Northsta r 
p ro ject

4
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Given the expected rate of return, I cannot say that the Northstar project is a marginal 
one. I, however, believe BPXA’s assertion that they will not develop the project under 
the existing NPS terms. You will have to make your own judgment about that.

If you believe that they will not develop the project, I believe that you will determine, 
as 1 have, that the amendments negonatcd by the DNR and BPXA to the Northstar Unit 
leases are in the best interests of the people of the State of Alaska. First. I would like 
to share the DNR's economic evaluation with you. If one assumes that BPXA would 
develop the field anyway with the NPS in place under the same expedited schedule as 
BPXA currently proposes with full production starting in early 1999 and compares that 
assumption with the same scenario but with a supplemental royalty in place, the 
evaluauon shows that BPXA's rate of rcntm remains virtually unchanged while the state 
receives S37 million in supplemental royalty compared to S85 million in NPS.: If one 
assumes that BPXA would not develop the field on an expedited basis, full production 
would not begin until 2002 at the earliest, as predicted b, he DOR, and the NPS would 
be in place, and compares those assumptions with an assumption o f full production in 
early 1999 with the supplemental royalty in place, the evaluation shows that BPXA’s 
rate o f return is slightly lower while the state receives S37 million in supplemental 
royalty compared to S41 million, only a S4 million difference. Obviously, if  one 
assumes that development would occur, after 2002, the state would receive more under 
the supplemental royalty method than the NPS method.

Second. I would like to explain some of the other aspects of the amendments which I 
believe are beneficial to the state. The state is trading more speculative development 
and revenues for more certain development and revenues. The revenues and economic 
benefits to the state, which are substantial, will obviously be received sooner. 
Estimated state revenues are S435 million. In addition, the North Slope Borough will

:I had earlier reported to you that the NPS figure was S95 million, leaving a roughly S60 
million difference Since tliat report an error in the model relating to the calculation of abandonment 
costs was fixed and the NPS figure is S85 million, leaving a roughly S50 million difference

5
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receive an estimated S42 m illion in ad v a lo rem  taxes. T h e  state w i l l be guaranteed the 
h ighest r o y a l t y  rate o f  any p roduc ing  f ie ld  f o r  the l i fe  o f  the f ie ld  su ice B P X A  has 
agreed to never seek roya lty  reduction. M o re o ve r ,  because o f  the increased o i l vo lum e 
th rough T A P S ,  the per barre l T A P S  charge w i l l  l i k e ly  decrease bene fit ing  all North  
S lope fie lds and extending the life o f  TA PS . In addition to state econom ic  benefits , the 
p ro jec t w i l l  p ro v id e  substantia l revenues to the fede ra l government.

The amendments seek to insure this ea r ly  d eve lopm en t through a use it o r  lose  it" 
provision I f  B P  does not receive pro ject sancuon from  the ir B o a rd  o f  D ire c to rs  within 
one year a fte r leg is la t ive app rova l , they must return  a l l o f  the N o rth s ta r  leases, 
inc lud ing  the leases contain ing cert if ied  w e l ls . The  leases cou ld  then be re leased . 
Absent this p rov is ion . B P X A  w ou ld  be ab le to ho ld  a l l o f  the leases until at least M a y  
o f  1 998  and som e  fo r longei

Importantly , this p ro jec t w i l l resu lt in the em p lo ym en t o f  the p eop le  o f  o u r  state. The 
A laska Institute o f  Soc ia l and E conom ic  R esea rch  and  B P X A  have estim ated that the 
p ro je c t  w i l l  c rea te  5 0 0  direct construc tion  jo b s ,  a p p ro x im a te ly  the same number o f  
indirect jo b s ,  and up ic permanent ope ra t ion  jo b s  w ithin the state. These jo b s  
w ou ld  have  a sta tew ide benefit . Further, B P X A  has comm itted  to the adm inistration 
and the leg is la tu re  to fabricate and assemb le  la rg e r m odu le s  m A la s k a  i f  fac i li t ies are 
a v a i la b le  to bu i ld  them The comm itment is v a lu ed  at S 40  to S 5 0  m i l l io n . This 
com m itm en t w i l l  help .A laska fab rication  f irm s to expand the ir ope ra t ion s  to 
ac c om m oda te  this p ro jec t as w e l l as o the r future d eve lopm en t . T he  terras o f  the 
agreement ca l l f o r  B P X A  to em p lo y  .A laska res idents o r  con trac to rs . B P X A  a lso 
vo lun ta r i ly  ag rees to adopt a p rog ram  to hire A la s k a  residents inc lud ing  advertising 
loca lly  and using A la ska  j o b  se rv ice  o rgan iza tions . F u r the rm o re  B P X A  has agreed to 
"use best e f f o r s  to contract w ith A la sk a  f irm s and fabricate m odu le s  in A la ska , 
whenever feasib le ." The pro ject w i l l  a ls o  have unquan tif iab le  benefits . N o rth s ta r w ill 
be the first t ru ly  o f fsh o re  A rctic  deve lopm en t inc lud ing  the first A rc t ic  subsca o i l 
pipeluie. Northstar cou ld be used as a mode l fo r  other sma ll o f fs h o re  N o r th  S lop e  f ie ld

6
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developments. Lf it demonstra tes  feasib il ity , it cou ld  inc rease  die bonus bids at future 
state lease sales.

hi sum, 1 believe that the amendments w i l l p rov ide  the state substantia l benefits while  
requ ir ing  that it g ive up little. I be lieve that the am endm en ts  are in the state's best 
in terests . The adm in istra t ion  seeks y ou r he lp  in m ak in g  the N o rth s ta r p ro jec t a 
certainty. M y  authority under current law  to grant the r e l i e f  requested  is questionab le . 
H ie  Department o f  Law  has conc luded  that the prudent c ou rse  o f  action is to seek the 
legislature's approva l o f  the amendments deleting the N P S  p ro v is io n s  o f  the Norths ta r 
Unit leases. 1 w e lcom e a candid and public debate regard ing the amendments and urge 
you r fa vo rab le  cons ide ra t ion  The a lternative is d e la y  and uncerta in ty

7



INDEX

Field History 

a. Attachments

h. Correspondence

1979 & 1983 Lease Sale Results

1980 & 1983 Northstar Leases

A. Tussing. Reflections on the End o f the OPEC Era (1SER 1982)

Excerpts from DOR Quarterly Petroleum Production Revenue Forecast for 6/79.9/79. 

12/79 & 3/83

Status of NPS Leases and NPS Location Map

Excerpts from Alaska North Slope National Energy Strategy Initiative: Analysis of 
Five Underdeveloped Fields (U.S. DOE 1993)

DNR Northstar Economic Analysis
a. Tables
b. Graphs

Legal Opinion regarding Authority
a. DOL Opinion (March 26. 1996)
b. LAA Opinion (March 25. 1996)
c. Kcnai Lumber Co.. Inc. v. LcRcschc. 646 P.2d 215 (Alaska 1982)

Northstar Locator Map

Northstar Lease Amendments



KuukplkUnl N o r t h s t a r  U n it

PrudhoaBayUnl

A c c i'm n lt l lo n  K e y  

W e * l S a k
Kuparuk Rlvar, PI. Mclnlyra. Milne Pt. Nlakuk.Wetl Beach 
Prudhoo Bay, Saal Island, Gwydyr B 'y, North Prudhoa Bay, Sandpiper
Lltburne

L n a a n d

Endlcoll
Olher Accumulation*

________________________________ C e n t r a l  N o r t h  S l o p e  U n i t  M a p

Illna Pt. Unit Beaufort Sea

f Ft Mtlnlf
i*y

lM (k

)uck liltn d  Unit
Thornton Unit

#
;
»

Atclic NmikdiI
Wildlife Refuge



TONY KNOW LES. GOVERNOR

3601 CSTREET. SUITE 1380 
ANCHORAGE. ALASKA 99503-5948 
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History of the Northstar Unit

The Northstar Un it (N S U ) inc ludes fiv e  S ta le  o f  A la s k a  o i l and gas lea . ,’ s cove ring  ap p ro x im a te ly  
2 3 .3 4 3  acres and tw o federa l ou ter continenta l s h e lf o i l and gas leases covering app rox im a te ly  7 4 0 4  
acres. The leases arc located app rox im ate ly  8  m iles from  shore and 2 3  m iles from  Pum p Station N o .
I in water 4 0  feet deep. The N S U  is the first unit in A laska's B eau fo rt Sea to be jo in t ly  m anaged by 
(lie State o f  A laska . Departm ent o f  Natura l R esou rces (D N R )  and the federa l M in e ra ls  M anagement 
Se rv ice  (M M S ). A ll o f  the N S U  leases w ere issued as a resu lt o f  c ith e r the Jo in t S ta te /Fede ra l 
Beau fo rt Sea Lease Sa le held on D ecem ber 12. 1 979 . o r  the state Lease Sa le  N o . 3 9 . B e au fo rt Sea, 
held on M ay 17, 1983 .

Four o f  the five state leases were issued on state lease fo rm  D M E M -1 -7 9A  (N et P ro fit S h a re ). The 
fou r leases acquired in the jo in t state/federal sa le , w ere B F -4 6  (A D L  3 1 2 7 9 8 ) . B F -4 7  (A D L  3 1 2 7 9 9 ) ,
B F -5 6  (A D L  3 1 2 8 0 0 ) . and B F -5 7  (A D L  3 1 2 8 0 9 ) . T h ey  were o ffe re d  under the fo llo w in g  lease sa le 
terms: fixed S875 /ac rc  bonus. 2 0 %  ro y a lly , and a va riab le  N P S  (the bid \a r ia b lc ) . T h e  rem ain ing 
State lease was issued on State o f  A laska  lease fo rm  D M E M -4 -8 3  (N e t P ro fit Sha re ). T he  fifth  state 
lease. 39 -01  (A D L  3 5 5 0 0 1 ) . was o ffe re d  unde r the fo llo w in g  term s: bonus (b id  v a r ia b le ) . S lO /ac rc  
m inimum  hid. 1 2 .5%  ro y a lty , and a 4 0 %  N P S . A ll o f  the N S U  state leases in vo lv ed  inc lude a nci 
p ro fit share as w e ll as a ro ya lty  share.

The N S U  ou tlin e  is show n m A ttachm ent 1. The o r ig in a l w o rk ing  interest ow ners (W IO s )  in the 
N S U  w ere the A m erada Hess C o rp  (A H C ). E n te rp rise  O i l . M u rp h y  O il U S A . and S h e ll O i l 
(S W E P I ) .  In 1 9 90 . A H C  acquired En te rp rise  O il's  inte iest in the unit f o r  $ 2  m i llio n . T he 
participating interest is show n in A ttachm ent 2 .

D E PA R TM EN T  O F  NATURAL RESOU RCES



A jo in t exp lo ra to ry  agreement among the o rig in a l W IO s  resu lted  in the con struc tion  o f  an o ffs h o re  
g rave l is land . Sea l Is lan d , on A D L  3 1 2 7 9 9  in 1982 . F rom  S ea l Is la n d , in  1983 . the W IO s  d r i lle d  
B F -4 7  #1 (Sea l # 1 ) . w h ich  d iscove red  hyd roca rbons in the Iv ish a k  F o rm a tio n , the same fo rm a tio n  
as the p rim a ry p roduc ing  ho rizon  in the P rudhoc B ay fie ld . A  c o n firm a tio n  w e ll. O C S -Y -1 8 1  #1 
(Sea l # 2 ) . was d rilled  in 1984 and was fo llow ed  by ano th e r c on firm a tio n  w e ll. B F -5 7  #1 (S e a l i t3 ). 
which was com p leted in 1985 . In that same year, h ow eve r. O C S - Y - I 8 0  #1 (S e a l # 4 )  d r i l le d  on 
Am oco 's federa l lease , was a dry ho le .

In 1985*1986 . Am erada Hess constructed another c rave l is land in the un it a rea . N o rth sta r Is land  on 
A D L  3 1 2 7 9 8 . and d r i lle d  a stepoui w e ll. B F -4 6  #1 (N o rth s ta r # 1 ) . to the northwest. B F -4 6  #2 
(N orth sta r # 2 ) was a lso  d rilled  in 1986 , but was abandoned due to d ow nh o le  m echan ica l p rob lem s . 
T o  date, a total o f  six w e lls  ha \e  been d r i lle d  in to the Iv ish ak  F o rm a tio n  w ith in  and ad jacent to the 
N SU . A ttachment 3 show s the unit area w ith the Iv ish ak  w e lls  w ith in  the N S U .

The N S U  Agreement was approved w ith a five  year p lan o f  deve lopm en t that required specific w o rk  
com m itm en ts th roughout the in itia l f iv e -v c a r term  o f  the unit (see A ttachm ent #4  and # 5 ) . The 
initia l term o f  the unit co incided w ith the five  year plan o f  d eve lopm en t ( P O D ) :  that is. Janua ry  2 4 . 
1990  th rough January 2 3 . 1995 . A s part o f  rece iv ing  State ap p ro va l o f  the N S U . the S tate lessees 
were perm itted to m ake p rog ress ive ly  la rg e r annual paym ents to the S tate in lieu o f  d r i llin g  a w e ll 
during the initia l P O D . The extension fee payments were to be paid by the State lessees to the State , 
un less the fee ob lig a tion  was ex tingu ished  by the d r i llin g  o f  a w e ll w ith in  the unit area. T he 
payment schedu le w as: ( 1 )  January 3 1 . 1991 - S I  m illio n  ; ( 2 )  Janua ry  31 1992 - S2 m i llio n : ( 3 )  
January 3 1 . 1993 - S 2  m illio n ; ( 4 )  Janua ry  3 1 . 1994 - S3 m i llio n : and ( 5 )  January 3 1 . 19 95  - S4 
m illio n . S ince A H C  d id  not d r i ll the N o rth sta r #3  w e ll until e a r ly  1 9 9 4 . th e ir to ta l ex tension  fee 
payment amounted to S5 m illio n .

Inc lud ing the state leases in the N S U  agreem ent e ffe c t iv e ly  extended the fiv e  state leases past the ir 
p rim a ry  term . S re  A D L  3 1 2 7 9 9 . pa rag raph 5 (b ) and A D L  3 5 5 0 0 1 , parag raph 4 (b ) .  Absent 
inc lusion in a unit, ihe tw o leases w ithout ce rtified  w e lls  on  them w ou ld  au tom a tica lly  te rm inate on 
Feb ru a ry  I .  1 9 90  fo r  A D L  3 1 2 7 9 9 . and on  August 1. 1993  fo r  A D L  3 5 5 0 0 1 . See A D L  3 1 2 7 9 9 .



paragraphs 3 .4  and 5 ; and A D L  3 5 5 0 0 1 . paragraphs 3 a rd  4 . The leases w ith ce rtified  w e lls  w ou ld  
con tinue in c^ cc t un less the state o rde red  the W IO s  to p roduce them  and the W IO s  d id not do  so 
w ithin a r e e n a b le  tim e which cou ld  not be less than s ix  m onths. Sec A D L  3 12 7 9 9 . paragraph 5 (d ) 
and A D L  3 5 5 0 0 1 , paragraph 4 (d ). F o llow in g  a reasonab le  pe riod  o f  tim e , the state w ou ld  have to 
institute a legal p roceed ing to te rm inate those leases. See A D L  3 1 2 7 9 9 . parag raph 2 8 . and A D L  
3 5 5 0 0 1 . paragraph 2 0 . The state leases w ith w e lls  ce rtified  capab le  o f  p roduction  in paying 
quantities are A D L  3 1 2 7 9 8  (N orth s ta r # 1 ), A D L  3 1 2 7 9 9  (Sea l # 1 ) , and A D L  3 1 2 8 0 9  (S e a l # 3 ) . S o  
long as the W IO s  com p lied  w ith the N S U  Agreem ent, inc lud ing  its P O D . none o f  the leases w ou ld  
term inate.

In e a rly  1994 . A H C  d rille d  an U p p e r K up a ru k  "C " Sand prospect w ith in  the N S U . T h is  w e ll. 
N orthstar #3 . was p lugged and abandoned. T h is was the o n ly  w e ll d r ille d  w ith in the N S U  since the 
N orthstar it 1 and #  2  w e lls  in 1986 . D u ring  in itia l unit te rm . A H C  a lw ay s  com p lied  w ith the N S U  
P O D . The w o rk  com m itm ents w ere p e rfo rm ed  on tim e and the resu lts o f  t^c 
pe tro log ica l/p c trophvs ica l. p roduction  fa c ilit ie s  design , and re se rv o ir eng ineering studies were 
p rov ided  to the agencies.

A fte r d rillin g  the N orthsta r #3  w e ll, A H C  and its pa rtners e lec ted not to pursue the d eve lopm en t o f  
the N S U . T he ir dec is ion  not to d e ve lo p  w as based on  the resu lts o f  the 1994  d r i llin g  p rog ram , an 
ana lysis o f  the re se rvo ir, and the p ro jec t econom ics . In  June o f  1994 . A H C  brie fed  the D N R  and the 
M M S  on  its decision. See correspondence. A s both is lands . N o rth sta r and Sea l, experienced severe 
dam age during the 1 9 9 3 -1 9 9 4  w in te r, they decided to  abandon the is lands . T he abandonm ent o f  
the is lands to ok  p lace in Ju ly -A ugust 1994 .

F o llow in g  the dec is ion  not to d eve lo p  the N S U . A H C  and S h e ll F ro n t ie r O i l &  G as Inc (S F O G I )  
attem pted to se ll th e ir interests to seve ra l p rospec tive  pu rchasers. C o rrespondence . A ls o  in late 
1 9 94 . D N R  sent A H C  a notice o f  d e fau lt. C o rrespondence . A ls o  in late 1994 . B P  E xp lo ra tion  
(A la s k a ) (B P X A ) en tered in to  d iscussion s w ith A H C  and S F O G I f o r  acqu isition  o f  a w o rk ing  
interest and opcra torsh ip  o f  the N S U . B y  the end o f  Feb ru a ry  1995 . ag reem ents were reached w ith

3



A H C  fo r  th e ir 8 0 .8 5 %  interest and S F O G I's  17 .23  %  interest in the N S U . C o rre sp ondence . T he 
current w o rk ing  interest ow nersh ip  in the N S U  is B P X A  9 8 .0 8 %  and M u rp h y  O il 1 .9 2% .

On January 13. 1 9 95 . B P X A  requested the D N R  and M M S  app rove  a n in c ty -d av  ex ten sion  to  the 
notice o f  de fau lt. A ttachment 14. E ffec tive January 1 9 .1 9 9 5 . the D N R  app roved  assignments o f  the 
state leases from  A H C  to B PX A . C orrespondence . On January 2 0 . 1 9 95 . bo th  the D N R  and M M S  
approved B P X A  as successor to A H C  as unit opera tor. C o rrespondence . O n  Janua ry  2 4 . 1 9 9 5 . the 
D N R  and M M S  app roved  the request fo r  an ex ten sion . C o rre sp ond ence .

On J ir .u a ry  23 . 1995 . the day the N S U  was to exp ire . B P X A . as the new  N S U  op e ra to r , subm itted 
a p roposed  tw o-vca r P O D  lo r  the N S U . B P X A  stated that w ith  m o re  tim e it c ou ld  subm it a m ore  
detailed and decisive p lan . B PX A 's  request f o r  an ex ten sion  to f i le  ano th e r P O D  was app roved  by 
both the D N R  and the M M S  until A p ril 3 0 . 1 9 95 . to  a llow  B P X A  add ition a l tim e to conc lu de  its 
acquisition o f  SFO G I's  and M urphy's interest ( M u rphy d id  not se ll its in terest ) in the N S U  and to 
fo rm u la te  a new P O D . The D N R  s ap p ro va l was cond ition ed  on  B P X A  m ak ing  its techn ica l s ta ff  
ava ilab le  to D N R 's representatives and w o rk in g  w ith the D N R  and the M M S  to  find  an accep tab le 
N S U  P O D  during the ex ten sion  pe riod . C o rrespondence .

On M arch 30 . 1995 . B P X A  submitted the revised P O D  and a request to extend the N S U  Agreem ent 
fo r  a th ree-year term  co inc iden t w ith the P O D  term . C o rre sp ondence . T h e  rev ised  P O D  and 
extension  until A p ri l 3 0 . 1998  was ap p roved  by the M M S  on  M ay  I .  1 9 95  and c o n d it io n a lly  
approved by the D N R  on  June 2 . 1995. C orrespondence . A s pan o f  the cond ition a l app rova l. B P X A  
was required to subm it annual program  rcp on s  and a Final re p on  to  the agencies that synthesizes the 
data and studies p e rfo rm ed  by B P X A  du rin g  the ex ten sion  pe riod  and B P X A 's  con c lu s io n s  and 
recom m enda tions regard ing  the deve lopm en t o f  the N S U . C o rre sp ondence . The P O D  docs not 
require B P X A  to s tan  p roduction  d unng  the th ree -yea r te rm . A ssum ing  B P X A  com p lie s  w ith  a ll 
o f  the cond itions o f  the second PO D . the un it w ill not exp ire  un til A p ri l 3 0 , 1 9 98 .

A ttachments

oniwpc
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AMERADA HESS CORPORATION 
UNITED STATES EXPLORATION AND PRODUCTION
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. J W "  T' 7
R M E R R D R  H E S S  C O R P O R R T I Q N  

UNITED STATES EXPLORATION AND PRODUCTION 
N O R T H S T A R  UNIT

UNIT LEASEHOLD

AHC NET ORIGINAL BONUS
LINE /  WORKING PROFIT ($ OOP'S)

MEMO:

NO. LEASES COMPANY INTEREST ACREAGE ROYALTY INTEREST AHC OTHERS
A -  B C D E F G II

STATE

1 BF-46 AHC (1980) 100% 4,343 20.0% 93.2% $ 3,844 $ 0
2 BF-47 AHC (1980 ;^ 100% 4,472 20.0% 91.2% 3,913 0
3 BF-56 AHC (ENTERPRISE - 1990) 100% 3,433 20.0% 85.3% 1,000 3,000
4 BF-57 AHC (ENTERPRISE - 1990) 100% 5,301 20.0% 85.31'o 1,000 4,640
5 39 01 AHC (1983) 100% 5,744 12.5% 40.0% 574 0
6 SUBTOTAL 23,293 10,331 7,640

FEDERAL

7 BF-23 AHC (AMOCO - 1989)
8 BF-25 SHELL/MURPHY
9 SUBTOTAL

10 TOTAL

lOOSfa
0

2.252
5,243
7,495

30,788
SSgT lT -TTT

16.7Rb 
16.7«S

0

0

o

0

$10,331

2 0 ,2 0 0  

 60,890
 81,090

$ 88,730

ATTACHMENT I
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AMERADA MESS CORPORATION 
UNITED STATES EXPLORATION AND PRODUCTION

NOOThSJAR UNjT PLAN OF DEVELOPMENT

COMMITMENTS 1990
EXPIRATION
MAINTAIN ISLANDS
PETROLOGICAL/PETRO- 

PHYSICAL STUDIES
PRODUCTION FACILITIES 

DESIGN

SEISM IC PROGRAM

SEISM IC MAPPING
RESERVOIR ENGINEERING 

STUDIES

SYNTHESIS AND PINAL PLANS

DRILLING DELAY PAYMENT

DRILL -  NORTHSTAR #3

-  !________________
$1.4

$ .1

1991

$ 1 . 1
J -L

$ . 1

$.4

TOTAL-$ MILLIONS

1992
_____________________

$ 1 . 0

f t  * *

$.7

7  iT

$ 2

• ■ '.Ur*m F ’

$3.7

1993

$ . 1

f c

$ 2

$ . 2  [

$2.3

1994
T

$ 5 .

[

$ 6 . 0

$ 1 1 . 1

LEGEND

I | COMPLETED _ J  ACTUAL PLANNED T  EXPIRATION
1/25/95

ESTIMATED 
PROJECT COSTS 

(S MILLIONS)

GROSS 

$  8 . 6

0 . 2

0.4

2.5

0 . 1

5.0

6 . 2
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AMERADA IU.„o CORPORATION 
UNITED STATES EXPLORATION AND PRODUCTION 

NORTHSTAR UNIT

------------------W.QBK COMMITMENTS___________

1. MAINTAIN ISLANDS

2. PETROLOGICAL/PETROPHYSICAL STUDIES

3. PRODUCTION FACILITIES DESIGN

4. SEISMIC PROGRAM

B. SEISMIC ANALYSIS AND INTERPRETATION 

6. RESERVOIR ENGINEERING STUDIES 

7 FINAL PLANS

8. DRILLING DELAY PAYMENT

9. DRILL NORTHSTAR NO. 3

* REGULATORY AGENCY REVIEW

EJVE-Y-fAB.ELAM.flL

- J iM ING ___
- S T M T  ff lMELEIE ________________ ISSUES

AUG 1990 SEP 1994 SECURITY OF WEI I S

MAR 1990 DEC 1991* LOG VALUES INCONSISTENT WITH
PRODUCTION TESTS

MAR 1990  DEC 1991* Ul’UAl L COSTS AND INCORPORATE
I ATI SI  TECHNOLOGY

AUG 1991 MAR 1992 ASSESS RESERVES AND WELL
LOCATIONS

OCT 1991 NOV 1992 ASSESS RESERVES AND WELL
LOCATIONS

JUL 1992 JUN 1994 DETERMINE MAXIMUM RESERVE
POTENTIAL

MAR 1994 OCT 1994* EX1 END OR DROP LEASES OR
DEVELOP

SUU10TAL

1 0 1 AL

PROJECT COSTS 
— 11M1LHQNS1

$ 8 6

0 .2

0.4

2 .5

0  1

i l J . f i

5 .0

J U
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HMERRDH H E S S  C D R PO R R T ID N

October 18. 1994

J. V. SIMON
MANAGER CONSTRUCTION

1201 LOUISIANA. SUITE 700 

HOUSTON. TEXAS 77002-5681 
7l>7SJSOJO

707U-M57

q v

VDepartment of Natural R esources  
Attention: Mr. Ja m es  E. Eason  
P. O. Box 107034 
Anchorage, Alaska 99510-7034

Re: Northstar Unit
Plan of Developm ent

Gentlem en:

It has been brought to our attention that your agency  has inquired as to Am erada H ess  
Corpora tion 's  (A H C ) submittal of the final plan for the Northstar Unit during O ctober 
1994, as in a cco rd a n ce  with the five year Plan of D evelopm ent governing the Unit.

During our m eeting held June  8. 1994 with representatives from your agency. Minerals 
M anagem ent Service, and the Alaska Oil and G a s  Conserva tion  Com m ission. A H C  
presented the results of its 1994 drilling program, analysis of the reservoir, and the project 
e conom ics w hich resulted in A H C  and its partners' determination not to develop the Unit. 
S in ce  said m eeting both the Seal and Northstar Isiands have been abandoned and site 
clearance has been received from the respective agencies

A s a result o f A H C  and its partners decision  not to develop  the Northstar Unit. A H C  has 
begun preliminary d iscussions with B P  Exploration (Alaska) Inc regarding a possible sale 
of our interest in the Unit. Pending the ou tcom e of our d iscu ss ions  with BP. relief on the 
pending Unit expiration of January 25. 1995 may be requested from the agencies 
involved.

If you have any questions please advise 

Sincerely,

J. V. Simon

M a r te n  U r Jmfl W iU i 

M L K k h M M  A nom tO J  

*)««»« mOt4]O i

W H  0 4  an* Q m  C o a m t y im m  C o rn rw *

M a n r o n  U >  0 « M W  JO ArtM A

X » t  P c ro r p m  O m »

Aoc*»*)* W M D IR



DIVISION O F OIL AND CA S

D EPT . OF X  AT U R A L  R E S O U R C E S
0 0  BOX 1 C 7 W  
* n c m o *»a o e  * l a s k a  

omO NE  l9anTB?-2SS3

(907) 762-2547

CERTIFIED MAIL
RETURN RECEIPT REQUESTED

N ovem ber 3 . 1994

Amerada Hess Corporation 
1201 Louisiana. Suite 700 
Houston. Texas 77002-5681

Attn: Mr. J. V. Simon
Manager. Construction

Re: Northstar Unit
Notice of Default

Dear Mr. Simon:

The Division of Oil and Gas is in receipt of your letter dated October 18. 1994 regarding an 
updated Plan of Development tPOD) for the Northstar Unit (NSU). and AHC and its partners' 
determination not to develop the NSU. Please be advised that failure to provide an updated POD 
on or before October 25. 1994 constitutes a default of the NSU Agreement pet Articles 8.1 and 
20.1 of the NSU Agreement and 11 A \C 83.343.

Pursuant to Article 20.2 ot the NSU Agreement, this is notification of default of the Unit 
Agreement. Further. AHC and its partners may cure the default by (1) providing an updated 
POD within fifteen 1 15) days of receipt of this notice, or (2) voluniar-ly terminating the NSU 
Agreement per the provisions of Article 14.6 within fifteen (15) days of receipt of this notice.
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Mr. J. V. Simon 
November 3. 1994 
Page 2

If you have any questions or toresce any problems complying with the proposed default cure, 
please contact Mike Kotowski at i907) 762-2546.

Sincerely.

^/Jamcs E. Eason 
Director

cc: Patrick Coughlin 
Carol Lee
Jeff Walker - MMS

DcfMII Noikc Ul



RMERRDR H E S S  rX R P D R R T ID N

J. Y. CHRISTOPHFR 
OFFSHORE LAND MANAGER

500 DALLAS STREET 

POST OFFICE BOX 2040 

HOUSTON. TEXAS 77002-2040
71VS09-M70 

7tV»0» Jt0« (FAX)

Novem ber 15. 1994

State o f Alaska
Depa rtm en t o f Natura l Resources 
Division of Oil a n d Gas 
A tten tion : Mr. M ike Kotowski 
P. O. Box 107034 
Anchorage . Alaska 99510-7034

Re: Northstar Unit
N o tice o f Defau lt

G en tlem en:

Am e rada Hess C orpo ra tion (AHC) is in re ce ip t o f you r le tte r o f N ovem be r 3. 1994 
notify ing AHC o f its de fau lt o f ce rta in provisions o f the Northstar Unit Ag reem en t.

As adv ised In our m ee ting he ld on June 8. 1994 a n d AHC's le tte r o f O c to b e r 18. 
1994, AHC and its partners e le c te d no t to pursue the d e ve lo pm en t o f the 
Northstar Unit, b u t only a fte r d iligen t efforts to exp lo re the unit w e re co n d u c te d  
in com p lia n ce a n d in fu lfillm ent o f the a pp ro ve d p la n o f deve lo pm en t.

As previously advised . AHC is a ttem p tin g to dispose o f its interest in th e Northstar 
Unit. AHC requests the State a llow the Unit to be m a in ta in e d until the exp ira tion 
o f the p lan on January 23. 1995.

Thank you.

Sincerely,
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Shell Frontier Oil & Gas Inc.
Art imitate of! hen O-i Company P O. Bo* 576 

Houtton, TX 77001
FAX 4 CERTIFIED MAIL

N ovem be r 17 , 1 9 9 4

Mr. Mike K otow sk i 
S ta te  o f A la ska
D epa rtm en t o f  N atu ra l R e so u rc e s  
P  O . B ox  1 0 7 0 3 4  
A ncho rag e . AK  9 9 5 1 0 -7 0 3 4

D e a r Mr. K otow ski:

S U B JE C T  N O T ICE  O F  D EFA U LT  - N O R T H ST A R  UN IT  
C /A K /9 9 8 /8 0 /1 5 0  
N O R T H ST A R  UN IT 
B E A U FO R T  SEA  ALASKA

In re sp o n se  to the sub jec t cap tion ed  notice to A m e rad a -H e ss  (N o rth s ta r Unit O p e ra to r ) 
d a ted  N ovem b e r 3 . 1 9 9 4  S h e ll F ron tie r O il & G a s  Inc. ( "SFO G I" ), a s  a  w o rk ing  in te rest 
ow ne r in the sub jec t unit w ishes to e x p re s s  o u r s in c e re  c o n ce rn  o v e r  th e  p o ss ib le  
ou tcom e o f n on com p lian ce  re la ted  to this d e fa u lt by th e  o p e ra to r . O u r u nde rs tand in g  is 
that pu rsuan t to S ta te  regu la tion s , n ine ty (9 0 )  d a y s  p n o r to  exp ira tion  o f  a  cu rren t P la n  
o f  D eve lo pm en t ( “ PO D " ), the unit o p e ra to r  is requ ired  to file  a  re v ised  P O D . h ow eve r, 
w e view  this a s  an  op tion  a n o  no t a s  an  ob lig a tion  If th e  S ta te  v iew s th is a s  an  
ob liga tion , cou ld  th is re su lt in an  e a r ly  exp ira tion  o f  the cu rren t a p p ro v e d  5  y e a r  P O D  
and  in turn, the unit te rm ina tion ? W e  w ou ld  ap p re c ia te  y o u r c lan fica tion  o f  th is is su e . 
S F O G I fe e ls  that any action not a llow ing  the unit to te rm ina te  con s is te n t with the 
ap p ro ved  5 y e a r  p lan  o f d e ve lo pm en t, which p ro v id e s  fo r  a  te rm ination  d a te  o f  J a n u a ry  
2 3 . 1 9 9 5 , cou ld  sign ificantly  limit p o s s io le  a lte rn a tive  d e v e lo p m en t oppo rtu n itie s  fo r  the 
unit, which u ltim ate ly  m ight bene fit th e  S ta te  and  M M S. S F O G I is in vo lv ed  in cu rren t 
nego tia tions with a  third pa rty  fo r  the p o ss ib lo  t ra n s fe r o f  o u r in te rest, wh ich in tu rn cou ld  
re su lt in po ten tia l d e ve lo pm en t at s o m e  fu tu re  d a te  If th e  unit is a llow ed  to  te rm inate 
b e fo re  Ja n u a ry  2 3 . 1 9 9 5 , then this op tion  will m os t like ly  te rm ina te  with it.

W e  app rec ia te  y o u r adv ice  and  c a re fu l con s id e ra tio n  on  th is is su e  In th e  m tenm . 
sh ou ld  you  h a v e  an y  q u es tio n s  o r  requ ire  add itiona l in fo rm ation , p le a s e  fe e l f re e  to 
con tact the u n de rs ig n ed  at (7 1 3 )  5 4 4 - 3 1 9 5 .

S in ce re ly .

D . B. C ham p lin
A s Agent F o r S h e ll F ron tie r O il & G a s  Inc 

D B C d b c

t’ogiooc



TONY KNOWLES. GOVERNOR

D E P T .  O F  . N A T U R A L  R E S O U R C E S  *sCHO*«*Ge AUAStt* MVC-TSJi
o«ONt iw n » 2  2SiJ

DIVISION O F OIL AND GAS

( 9 0 7 )  7 6 2 -2 5 4 7

Decem ber 12. 1994
V ia  F a x  and C e rtifie d  M a il

Am erada Hess C o rp o ra tion  
1201 Lou is iana . Suite 7 0 0  
Houston . Texas 7 7 0 0 2 -5 6 8 1

Attn : M r. J. V . C h ris to p h e r 
O ffsh o re  Land M anage r

R e : Northstar Un it
Amended N otice o f  D e lau lt

D ea r M r. Chnstophcr:

The N ovem ber 3 . 1 9 94  N o rth  S ta r U n it (N S U )  N o tice  o f  D e fa u lt  to  the A m erada Hess 
C o rp o ra tion , the N S U  U n it  O pera to r, p rov id ed  fo r  fifteen  ( 1 5 )  days in w h ich  to cu re the d e fau lt . 
H ow ever, the un itiza tion  d e fau lt regu la tion . 11 A A C  8 3 .3 7 4 (b ) .  states:

The com m iss ion e r w i l l g ive notice to  a un it o p e ra to r and d e fa u lt in g  party ( i f  o th e r than 
the unit o p e ra to r ) o f  the de fau lt. The notice w i l l  state the na tu re ot the d e fau lt and 
include a dem and to  cure the d e fa u lt by a sp ec ific  da te , w h ich  in the case o f  fa ilu re  to  
pay renta ls o r  ro y a lt ie s  w i ll be a date determ ined b y  the c om m iss io n e r and in the case o f  
any other d e fau lt w i l l be a date no t less than 9 0  d ays a fte r the date o f  the c om m is s io n e rs  
nonce o f  d e fau lt.

T he re fo re , the second parag raph o f  the N ovem b e r 3 . 1 9 9 4  N o tice  o f  D e fa u lt fo r  the N S U  is 
amended to the fo llo w in g :

Pursuant to A rt ic le  2 0 .2  o f  the N S U  Ag reem ent, th is is n o tific a t io n  o f  d e fau lt o f  the U n it a 
Agreement. F u rth e r . A H C  and its partners m ay  cu re the d e fa u lt by ( 1 )  p rov id in g  an 
updated P O D  w ith in  n inety ( 9 0 )  d ays , o r  ( 2 )  v o lu n ta r i ly  te rm m aung  the N S U  A g reem en t 
per the p ro v is io n s  o f  A rtic le  1 4 .6  w ith in  n inety ( 9 0 )  days.



M r. V. J. C hristo p h er
D ecem ber 12. 1994
Page 2

Under this amendment, the time period for cure of the default is 90 days, commencing November
3. 1994. If you have any questions or foresee any problems complying with the amended 
default notice, please contact Mike Kotowski at (907) 762-2546.

Finally, if the NSU terminates, three State of Alaska leases w ill continue beyond their primary 
term pursuant to paragraph 5fd> of the lease. The three leases arc ADLs 312798, 312799 and 
312809. This is further notice that within 90 days of termination o f the NSU. the lessee shall 
tile a plan of development in compliance with the requirements set forth in paragraph 17 of the 
lease.

Sincerely,

. J  'X
(James E. Eason 
Director

cc: Carol Lee
Patrick Coughlin
D. B. Champlin - Shell Frontier 0  & G Inc. 
Jeff Walker • MMS

V$U A » » W  Detail H ttK t (at



BP EXPLORATION BP Explortlion (AlMka) Inc. 

900 E*»l Benson BouievertJ

Exp lo ra t ion  Depa rtmen t
Anchorag*. A lo lu  99319-6612

January 13, 1995

Mr. Jam es E. Eason. Director 
State of Alaska
Departm ent of Natural R e so u rce s  
Division of Oil and G as  
3601 C  Street, 13th Floor 
Anchorage, Alaska 99503

DIVISION of  OIL & GAS
Mr. Jeff Walker, Supervisor 
Operations R eview  & Approval 
U .S . Dept, of the Interior 
Minerals M anagem ent S e rv ice  
Alaska Outer Continental Snelf Region 
949 E. 36th Avenue, R oom  603 
Anchorage, A K  99508-4302

R e : R e q u e s t  Fo r  E x te n s io n  o f T im e
N orthstar Unit 
N orth  S lop e . A laska

Gentlem en:

B P  Exploration (Alaska) Inc. (B P ) and Am erada H ess Corporation (A H C )  are in 
the p ro cess  of concluding an arrangem ent by which BP  will acquire A H C 's  
leasehold interest in the Northstar leases. Upon the conclusion  of a satisfactory 
arrangem ent and with the a cce p ta n ce  of the other Northstar Unit working interest 
owners. B P  will seek  approval as the su cce s so r  Unit Operator to the Northstar 
Unit Agreem ent and Unit Operating Agreem ent.

Subsequen t to acquisition of A H C 's  interest and approval as s u c ce s s o r  Operator, 
B P  will attempt to cure the default for the Northstar Unit. B P  respectively requests 
an extension of time to cu re  said default. An extension of not less than ninety 
(90) days should  provide B P  the opportunity to con clude  its acquisition, s u c ce e d  
as Unit operator, and formulate with the other working interest ow ners a  new  
Plan of Developm ent for the Nonnstar U n it .

It is our intention to d iscu ss  this with you in our meeting schedu led  for 9:00 A.M., 
January 19,1995. If you have any questions or concerns, please co n ta ct m e at 
(907) 564-5083 or R .L. Skillern at (907) 564-5567.

EPZ :lbs

c c :  J.Y . Christopher - A H C
D.B. Cham plin - Shell 
G.M. Shirley • Murphy 
J. Gottlieb - M M S



TONY KN O W LES , GOVERNOF.

D E P T .  O F  . V A T U R A L  R E S O U R C E S
JMI C STntCT. SUIT! t»0 
AMCWOIUGE.AUUICA M K U IM t 
»• MOwcnioriTH.au

DIVISION OF OIL AND OA 5

D E C IS IO N r A r.■ •
' f

Assignor:
Am erada H e ss  Corporation 
Attn: J.Y. Christopher 
1201 Louisiana, Suite 700

Oil and G a s  L e a s e s  
A D L ’S 312798,312799, 

312808,312809, 
355001

Houston, T e x a s  77002-5681

Assignee:
BP Exploration (Alaska) Inc. 
Attn: Land M anager - Alaska 
P.O. Box 196612 
Anchorage, A K  99519-6612

Applications for approval of assignment of 100.00 percent working interest from  Am erada 
H ess  Corporation to BP Exploration (Alaska) Inc. are hereby approved  effective 
January 19,1995.

T h e se  assignm ents are approved as to the working interest only and do not constitute 
approval or a cce p ta n ce  of any stipulations or attachm ents to the assignm ent instrument.

Approved assignm ents are en closed  with this decision.

Assignment Applications Approved

Enclosures



Unitea States Departmen t of the interior
MINERALS MANAGEMENT SERVICE 

AJuka Outer Conunenul Shelf Region 

949 E 36th Avenue. Room 603
in  u m  m u x  t o  . . . .

Anchorage, Alaska 99508-4302

U A N  2  0  1995

Mr. E. Pete Zsclcczky, Jr.

Manager, L a n d  Exploration D e p a r t m e n t  

B P  Exploration (Alaska) Inc.

P.O. B o x  196612 

Anchorage, A K  99519-6612

•

D e a r  Mr. Zsclcc2kv:
Subject: Resignation of Unit Operator and Designation of Successor Unit Operator,

Northstar Unit

W e  have reviewed the Northstar Unit Resignation of Unit Oper a t o r  a nd Designation of 

Successor Unit Operator dated January 19. 1995. T h e  resignation of A m e r a d a  Hess 

Corporation as Unit Operator of the Northstar Unit a n d  designation of B P  Exploration 

(Alaska) Inc. ( B P X A )  as Successor Unit Operator is approved by the Regional Supervisor 

in accordance with Article 6.1 of the Unit Agreement. Approval is also required by the 

C o m m i s s i o n e r  of the D e p a rtment of Natural Resources before the designation b e c o m e s  

effective.

T h e  B P X A .  as Successor Unit Operator, has accepted all rights a n d  obligations of the 

Northstar Unit Operator. Minerals M a n a g e m e n t  Service is currently reviewing B P X A ' s  

request for a 90-day extension of the unit term. Unless a  n e w  unit plan of development or 

an extension is a pproved by the Regional Supervisor a n d  the C o m m i s s i o n e r  in accordance 

with A n i d c  14.2 of the Unit Agreement, the unit will terminate o n  January’ 25, 1995.

If you have any questions regarding this decision, please contact Barrv A. B o u d r e a u  at 

(907) 271-6065.

Sincerely,

Ot1<j. Sqtf. by 
.A lt  Walkoc

Jeffrey W a l k e r

Acting Regional Supervisor

R e i d  Operations
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TONY KNOWLES, GOVERNOR

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

DIVISION O F OIL AND GAS

n o  BOX t o m *
A N C M O M O e  ALASKA M i l & n jX

pmoni (»cm r»j 7UJ

(907)762-2547

January 20. 1995

BP Exploration (Alaska) Inc.
PO Box 196612 
Anchorage, Alaska 99519

Attn: Peter Zscleczky. Land Manager

Subject: Northstar Unit
Change of Unit Operator

Dear Mr. Zscleczky:

Pursuant to Article 5.1 of the Northstar Unit Agreement (NSUA). the Amerada Hess Corporation 
submitted its resignation as Unit Operator of the Northstar Unit (NSU). By vote of the Unit 
Working Interest Owners. BP Exploration (Alaska) Inc. (BPX) was approved as the successor 
Unit Operator. Furthermore. BPX has accepted the rights and obligations of the NSU Operator.

Pursuant to Article 6.1 of the NSUA. the division approves BPX as Successor NSU Operator, 
subject to the concomitant approval of the U.S. Department of the Interior, Minerals Management 
Service. The division's approval is effective January 20. 1995. Upon approval of assignments 
of interest in the Unit, the division requests that BPX submit updated Exhibits A and B to the 
NSUA.

Sincerely.

—

ia/nes E. Eason 
Director

cc: Patrick Coughlin - ADOL 
David Johnston -AOGCC 
Judith £. Buono-BPX 
J. Y. Christopher - AHC 
Tom Murrell - MMS

NSU.Chia|tj<Opcreior.ut
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D IRECTO R ’S  OF
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9 0 0  Cam U « fl*on  O oU *v» rt 
PQ Ook 19001?
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(9on se'-sttt

January  23.1995 

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

Mr. Ja m es  E. Eason. Director 
State of Alaska
Department of Natural R e so u rce s  
Division of Oil and G a s  
3601 C  Street. 13t)i Floor 
Anchorage, Alaska 99503

Mr. Jeff W alker
Acting Regional Supervisor
R e id  Operations
U .S. Dept, of the Interior
Minerals M anagem ent Serv ice
Alaska O uter Continental Shelf Region
949 East 36th A venue, R oom  603
Anchorage, A laska 99508-4302

Re: Plan of Development. Northstar Unit. 
North Slope. Alaska

Gentlem en:

Please find enclosed  for your review  two (2) cop ies  e a ch  of an updated Plan of 
Developm ent (P O D ) for the Northstar U n it Th is  P O D  is subm itted by BP 
Exploration (Alaska) Inc. (B P X ) a s  su cce sso r  unit operator to Am erada H ess  
Corporation (A H C ). ~

B P X  requests your review and approval j f  the P O D  and  an extei 3ion of the Unit 
Agreem ent for a two year term coincident with the P O D  term pursuant to Article 
14.2 (b ) of the Unit Agreem ent. W e  are also requesting strict confidentiality of 
tho purchaso and salo terms a s  outlined in paragraph two of this letter.



C O N F I D E N T ! ^

Letter - J.E.Eason. DNR & J.Walker, MMS - Anchorage 
Re: Plan of Development, Northstar Un.\ N/S, Alaska 
January 23,1995 
Page 2 of 2

Thank you for your flexibility in discussing the Unit Agreement with DPX on short 
notice.

Very truly yours,

EPZ:lbs

Enclosures

cc: Mr. John Shively, Commissioner,
Alaska Department of Natural Resources

Ms. Judith Gottlieb,
Regional Director, Minerals Mgmt. Service



-v\/  - n r *•  » .  •  * .  H m

N O R T H S T A R  U N I T  

PT A N  O F  D F V F T .O P M E N T

0 ■» •1 • • • I i iI
fg j

3MB 1
ISlOMOFOIL&G/

T h i s  t w o - y e a r  P l a n  o f  D e v e l o p m e n t  i s  s u b m i t t e d  t o  t h e  C o m m i s s i o n e r  o f  

N a t u r a l  R e s o u r c e s .  S t a t e  o f  A l a s k a ,  a n d  t o  t h e  R e g i o n a l  S u p e r v i s o r ,  F i e l d  

O p e r a t i o n s ,  o f  t h e  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  p u r s u a n t  t o  A r t i c l e  8  o f  

t h e  N o r t h S t a r  U n i t  A g r e e m e n t .  T h e  P l a n  d e s c r i b e s  p r o p o s e d  d e v e l o p m e n t  

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

a c c o r d a n c e  w i t h  1 1  A A C  S 3 . 3 4 3 .

I n t r o d u c t i o n :

I n  1 9 8 0 ,  N o r t h s t a r / S e a l  l e a s e s  w e r e  a w a r d e d  t o  A m e r a d a  H e s s  

C o r p o r a t i o n .  .A m o c o .  M u r p h y  O i l  U S A  I n c . .  S h e l l  O i l  , a n d  T e x a s  E a s t e r n  a s  a  

r e s u l t  o f  s u c c e s s f u l  b i d d i n g  i n  t h e  1 9 V  9  B F  l e a s e  s a l e .  S i n c e  t h a t  t im e ,  f o u r  

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

h y d r o c a r b o n  i n  t h e  I v i s h a k  f o r m a t i o n ,  t h e  f o u r t h  w e l l  w a s  a  d r y  h o l e .

N o r t h s t a r  I s l a n d  w a s  c o n s t r u c t e d  i n  1 9 8 4 .  T w o  w e l l s  w e r e  d r i l l e d :  o n e  w a s  

s u c c e s s f u l  c o n f i r m i n g  t h e  e x t e n s i o n  o f  t h e  i v i s h a k :  t h e  s e c o n d  w e l l  w a s  

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

t h e  I v i s h a k .  a

F o u r  o f  t h e  s i x  w e l l s  ( B F - 4 6  * 1 .  B F - 4 7  # 1 .  O C S - Y - 1 8 1 ,  a n d  B F - 5 7  # 1 )  h a v e  

b e e n  c e r t i f i e d  b y  t h e  S t a t e  o f  A l a s k a  o r  t h e  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  

a s  c a p a b l e  o f  p r o d u c i n g  i n  p a y i n g  q u a n t i t i e s .  I n  1 9 9 4 .  t h e  N o r t h s t a r  U n i t  

W o r k i n g  I n t e r e s t  O w n e r s  ( W I O s )  a b a n d o n e d  t h e  t w o  e x p l o r a t i o n  i s l a n d s  

w i t h  t h e  a p p r o v a l  o f  t h e  D e p a r t m e n t  o f  E n v i r o n m e n t a l  C o n s e r v a t i o n .  I?

I n  l a t e  1 9 9 4  B P  E x p l o r a t i o n  ( A l a s k a )  I n c .  e n t e r e d  i n t o  d i s c u s s i o n s  o n  13

a c q u i r i n g  A m e r a d a  H e s s  C o r p o r a t i o n ' s  i n t e r e s t  a n d  o p e r a t o r s h i p  i n  t h e  

N o r t h s t a r  U n i t .  B y  t h e  m i d d l e  o f  J a n u a r y ,  1 9 9 5 ,  a n  a g r e e m e n t  w a s  r e a c h e d  

a n d  B P X A  b e c a m e  t h e  o p e r a t o r  o f  t h e  N o r t h s t a r  U n i t .  D i s c u s s i o n s  a r e  £

c u r r e n t l y  o n g o i n g  w i t h  t h e  o t h e r  W o r k i n g  I n t e r e s t  O w n e r s  t o  d e t e r m i n e  

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

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

U n i t .

P r e v i o u s  P l a n  O f  D e v e l o p m e n t :

A m e r a d a  H e s s ,  a s  o p e r a t o r  o f  t h e  N o r t h s t a r  U n i t  h a s  c o m p l e t e d  t h e  1 9 9 0  B

a p p r o v e d  F i v e  Y e a r  P l a n  o f  D e v e l o p m e n t .  T h e  r e q u i r e m e n t s  o f  t h e  B

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

o r i g i n a l l y  p l a n n e d .  T h e  N o r t h s t a r  a n d  S e a l  I s l a n d s  w e r e  a b a n d o n e d ,  w i t h  

a g e n c y  a p p r o v a l ,  i n  1 9 9 4 .

I
ATTArHKrvr *



B P  E x p l o r a t i o n  ( A l a s k a )  I n c .  h e r e b y  s u b m i t s  t h i s  t w o  y e a r  P l a n  o f  

D e v e l o p m e n t  o n  b e h a l f  o f  t h e  N o r t h s t a r  U n i t  w o r k i n g  I n t e r e s t  O w n e r s  t o  

s a t i s f y  t h e  r e q u i r e m e n t s  o f  A r t i c l e  8  o f  t h e  N o r t h s t a r  U n i t  O p e r a t i n g  

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

d e t e r m i n i n g  W o r k i n g  I n t e r e s t  O w n e r  c o m m i t m e n t  t o  t h e  u l t i m a t e  

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

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

e s t a b l i s h  a  b a s e  d e v e l o p m e n t  p l a n .  O n  t h e  g r o u n d  E n v i r o n m e n t a l  d a t a  

g a t h e r i n g  a n d  s t u d i e s  ( ic e  a n d  w a t e r  m o v e m e n t ,  w a t e r  q u a l i t y  a n d  

b e n t h i c  s a m p l i n g ,  w a t e r f o w l  p r e s e n c e ,  e t c . )  t o  s u p p o r t  a n  E n v i r o n m e n t a l  

A s s e s s m e n t  w i l l  a l s o  c o m m e n c e  i n  1 9 9 5  t o  s u p p o r t  t h e  v a r i o u s  p e r m i t  

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

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

w i t h  ic e  a n d  w a t e r  m o v e m e n t s .  B P  i n t e n d s  t o  s t a r t  t h e  p r o c e s s  o f  m e e t i n g s  

w i t h  t h e  N o r t h  S lo p e  B o r o u g h  a n d  S t a t e  a n d  F e d e r a l  a g e n c i e s  t o  e n s u r e  t h e  

p e r m i t  a p p r o v a l s  f o r  t h e  1996 3 - D  s e i s m ic  a c q u i s i t i o n .

E a r l y  a g e n c y  p a r t i c i p a t i o n  a n d  i n v o l v e m e n t ,  e s p e c i a l l y  w i t h  t h e  N o r t h  

S l o p e  B o i o u g h .  i s  i n c l u d e d  i n  t h i s  P la n  o f  D e v e l o p m e n t .  T h i s  i s  t o  e n s u r e  

t h e  s c o p e  o f  w 'o r k  a n d  t i m e l i n e s  a r e  w e l l  e s t a b l i s h e d  i n  o r d e r  t o  d e f i n e  a  

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

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

n e c e s s a r y  t o  e n s u r e  t h e  s u c c e s s  o f  t h e  p r o j e c t .  T h e  i n t e n t  o f  B P X A  is  t o  

a s s im i l a t e  t h e  c o l l e c t i v e  k n o w l e d g e  o f  t h e  C u r r e n t  W o r k i n g  I n t e r e s t  

O w n e r s  o f  t h e  N o r t h s t a r  U n i t  a n d  t o  a l s o  p a r t n e r  w i t h  t h e  S t a t e  a n d  

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

a  d e v e l o p m e n t  p l a n  t h a t  w i l l  s a t i s f y  t h e  N a t i o n a l  a n d  S t a t e 's  B e s t  I n t e r e s t s .

T h e  s e c o n d  p a r t  o f  t h e  P l a n  o f  D e v e l o p m e n t  i s  a  s u m m e r  1 9 9 6  3 - D  S e i s m ic  

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

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

a n d  d e v e l o p m e n t .  W e  w i l l  b e  w o r k i n g  v e r y  c l o s e l y  w i t h  t h e  N o r t h  S l o p e  

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

t h e  a n n u a l  w h a l i n g  s e a s o n .  A d d i t i o n a l  f o l l o w - o n  e n v i r o n m e n t a l  w o r k  w i l l  

a l s o  b e  i n c l u d e d  i n  1 9 9 6 .

T h e  i n t e n t  o f  t h e  t w o  p a n  p r o g r a m  is  t o  d e f i n e  a  b a s e  d e v e l o p m e n t  p l a n  i n  

1 9 9 5  i n  c o o p e r a t i o n  w i t h  a l l  m a j o r  s t a k e h o l d e r s ,  i n c l u d i n g  W I O s .  t h e  S t a t e  

D N R  a n d  F e d e r a l  M M S ,  a n d  a l s o  t o  d e l i n e a t e  t h e  o p t i m u m  l o c a t i o n  o f  t h e  

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

P r o p o s e d  P la n  o f D e v e lo p m e n t :



T h e  p r o p o s e d  j o i n t  w o r k  p l a n  i s  a s  f o l l o w s :

C o m m i t m e n t  P a r t  1 ^ e a r

F i n a l i z e  A m e r a d a  H e s s  a c q u i s i t i o n  a n d  d a t a  t r a n s f e r  Q 1  /  9 5

C r e a t e  a  c o o p e r a t i v e  S t a k e h o l d e r  R e l a t i o n s h i p  Q l  /  9 5

O b t a i n  V V IO  c o m m i t m e n t  t o  u l t i m a t e  d e v e l o p m e n t  0 3  /  9 5

P a r t n e r  w i t h  S t a t e  D N R  &  F e d e r a l  M M S  &  N S B  0 3  /  9 5

R e v i e w  o f  a l l  e x i s t i n g  d e v e l o p m e n t  c p t i o n s  0 .1  /  9 5

D e f i n e  s c o p e  o f  r e s e r v o i r / c o n c e p t u a l  e n g i n e e r i n g  0 2  /  9 5

R e v i e w  P e r m i t t i n g  r e q u i r e m e n t s  w i t h  r e g u l a t o r s  0 2  /  9 5

I n i t i a t e  O n  t h e  G r o u n d  E n v i r o n m e n t a l  S t u d i e s  Q 2  /  9 5

I n i t i a t e  P e r m i t t i n g  f o r  t h e  1 9 9 6  3 - D  s e i s m i c  0 2  /  9 5

J o i n t  I n d u s t r y / A g e n c y  r e v i e w  0 3 / 9 5

D r a f t  E n v i r o n m e n t a l  A s s e s s m e n t / P r o j e c t  D e s c r i p t i o n  0 4  / 9 5

C o m m i t m e n t  P a r t  2  Y e a r

P e r m i t  a p p r o v a l s / F i e l d  P l a n n i n g  f o r  3 - D  S e i s m ic  0 1  /  9 6

I n i t i a t e  P r e l i m i n a r y  F a c i l it y * /  P i p e l i n e  E n g i n e e r i n g  0 1  /  9 6

I n i t i a t e  F o l l o w - o n  E n v i r o n m e n t a l  s t u d i e s  0 2  /  9 6

S u m m e r  3 - D  s e i s m i c  a c q u i s i t i o n  0 3  /  9 6

S e i s m i c  P r o c e s s m g  0 3 / 9 6

P r e - A p p l i c a t i o n  m e e t i n g s  w i t h  a g e n c i e s  0 3 / 9 6

F i n a l  E n v i r o n m e n t a l  A s s e s s m e n t / P r o j e c t  D e s c r i p t i o n  Q 4  /  9 6

S u b m i t t a l  o f  P r o je c t  c o n s t r u c t i o n  P e r m i t  a p p l i c a t i o n s  0 3  /  9 7

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

t w o  y e a r  P l a n  o f  D e v e l o p m e n t  i s  S 1 0 ,  0 0 0 , 0 0 0 .  T h e  s c o p e  o f  t h e  w o r k  w il l 

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

S t a k e h o l d e r  m e e t i n g s .
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D E P T .  O F  X A T C R j* '  R E S O U R C E S
PHONE (907) 711H U

DIVISION O F OIL AND GAS

January 24, 1995

Via F a x  (564-5132)

I  

I  

I  

I

I

f\ Mr. Pete Zscleczky
Land Manager, Alaska

I BP Exploration (Alaska) Inc *A . /
P.O. Box 196612 
Anchorage, Alaska 99519-6612

S Dear Mr. Zsclecsky:

I This is in response to your letter dated January 13, 1995 requesting an extension of not less than 90
days to allow BP to submit a new plan of development for the Northstar Unit.

j J Since your letter, the division has had two meetings with representatives of BP and thr MMS. In
■  addition, BP has submitted a proposed plan o f development, but has stated that with more time it

I could submit a more detailed and decisive plan. Based upon our discussions, BP'S representations
and submittals, and MMS’s information, I believe that it is in everyone’s best interest to allow BP 
additional time to conclude its acquisition and to formulate a new' plan of development.

The extension is conditioned on BP's following through on its offer to make its technical staff 
available to the division and working with the division and the MMS to find an acceptable plan to

■ further a!. parties' interest during the extension period. Accordingly, BP's request for an extension
to file a j roposcd plan of development is extended to April 30, 1995.

Sincerely,

G $ ~ ~ 9 £ -

Junes E. Eason 
Director

cc: Barry Boudreau, MMS (via/ax - 271-6805)
Patrick Coughlin, Department of Law 
Marty K. Rutherford, Acting Commissioner, DNR
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United States Department of the Interior
MINERALS M ANAGEM EN T SERV IC E

Aluku Outer Continental Shelf Region 

949 E. 36th Avenue. Room 603 

Anchortgc. AUtk* 9950IM50?

Mr. E. P. Zaeleczky, Jr. JAN 2 A 1905

I .and Manager, Alaska 
DP Exploration (Alaska) Inc.
P.O. Box 196612 
Anchorage, Alaska 99519-6612

Dear Mr. Zseleczky:

We have reviewed the revised Plan of Development and request for an extension of the 
Northstar Unit Agreement submitted by BP Exploration (Alaska) Inc. (BPX) on 
January 23, 1995. After further discussion with the State of Alaska and BPX we have 
agreed to an extension of the unit term to April 30, 1995, as provided by Article 14.2(b) 
of the Northstar Unit Agreement. The State of Alaska and MMS grant this extension to 
allow BPX time to prepare a more detailed Plan of Development and schedule of 
activities and to allow for a more comprehensive review of BPX’s proposal.

A new or revised Unit Plan of Development must be approved prior to the end of this 
extension in order to maintain the Unit Agreement beyond April 30, 1995.

We look forward to working with you and the State of Alaska over the next several 
months. If you have any further questions, please contnct either myself or Tom MurTell 
at (907) 271-6065.

cc Ms. Many Rutherford 
Acting Commissioner 
Department of Natural Resources 
3601 C Street, #1210 
Anchorage, AX 99503

Sincerely,

Barry A. Boudreau 
Regional Supervisor 
Field Operations
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9071 341-5111

Marcn 30. 1995

Mr. Kennetn Boya. Deputy Director 
State of Alaska
Department of Natural R e so u r ce s  
Division of O il ana G as 
3601 C  Street. 13th Floor 
Ancnorage. Alaska 99503

Mr. Barry Bouareau  
Regional Superv isor 
Field O pera tions 
U .S. Dept, of the  Intenor 
Minerals M anagem ent Se rv ice  
A laska O u ter Continental Shelf Region 
949 Ea st 36th A venue. R oom  614 
Ancnorage. Alaska 99508-4302

Re: Plan o f D e ve lo p m e n t. N orth sta r  Unit 
N orth  S lo p e . A laska

Gentlem en:

Please fina en ciosea  for your review  two (2) co p ie s  e a ch  of an upoated Plan of 
Developm ent (P O D ) for tne N onnstar Unit. Th is  P O D  is suom uteo by BP 
Exploration (Alaska) Inc. (B P X ). on behalf of itself, as Unit Operator of the 
Nonhstar Unit ana Murpny Exploration & Proauction Com pany.

B P X  requests your review and approval of the P O D  and an extension of the Unit 
Agreem ent for a three (3) year term  co in ciden t with the P O D  term pursuant to 
Article 14.2 (b ) of the Unit Agreem ent.

W e are available to m eet with you  to d is cu ss  this Plan at your earliest 
conven ien ce . P lease telephone m e should  you have any auestiors.

Very truly yours.

Phone: 564-5083

Enclosures

Date: 3 ! *  ( * r

ATTACHMENT 7



Letter - K. B o v a  D N R  & B. Boudreau. M M S • A n ch ora ge  
Re: Plan or Developm ent. N onnstar Unit. N/S. Alaska 
March 30. 1995 
Page 2 of 2

c c :  Mr. Joh n  Shively. Com m issioner.
Alaska Departm ent of Natural R e so u rce s

Ms. Juaith Gottlieb.
Regional Director. Minerals Mgmt. S e rv ice  

Mr. Jim  Hunt.
Murpnv Exploration & P rco u ction  Co m p a n y



NORTHSTAR UNIT MAR 3 0  1995
1995*1997 PLAN OF DEVELOPMENT

•JIVISitW OIL & S
Th e  I lowing three year Plan of D eve lopm en t is subm itted to the Com m ission er of 
Natural R esources. State of Alaska, and to the Regional Supervisor, Field Operations, 
of the Minerals M anagem ent S e rv ice  pursuant to Article 8 of the Northstar Unit 
Agreem ent. T h e  Plan describes proposed  deve lopm ent activities based  on data 
reasonably available at tne time of subm ission  in a cco rd a n ce  with 11 A A C  83.343 and 
3 0 C F R  250.

Introduction:

Northstar Unit leases (A D Ls  312798. 312799. 312808. 312809. Y0179 and Y0181) w ere 
acquired by Am eraoa H ess  Corporation. A m oco . M urpny Oil U S A  Inc.. Shell O i l , and 
Tex a s  Eastern as a result of su cce ss fu l bidding in the 1979 joint state/federal Sa le 
30/BF Lea se  Sale. A seventn lease  ( A D L  355001) w as acquired  in 1983 at State Le a se  
Sale 39.

S in ce  the leases w ere issued, six exploration wells have  been  drilled in the Unit area.
Four wells were drilled from Sea l Island, three of w hich  w ere su cce ss fu l in finding 
hydrocaroons in the Ivishak formation. T h e  fourth well w as a dry hole. Tw o  wells were 
dnlled from Northstar island: one  well confirm ed the extension of the Ivishak formation: 
the se cond  well w as abandoned b e ca u se  of m echanica l difficulties dow nnole before it 
reacned  the Ivishak formation.

Four of the six wells BF-46 #1 (North Star #1), BF-47 #1 (Seal Island #1), BF-57 #1 
(Seal Island #3), and OCS-Y-181 n 1 (Northstar #1) have been certified by the State of 
Alaska or the Minerals Management Service as capable of producing in paying 
quantities.

The Northstar Unit Working Interest Owners abandoned Seal and North Star islands 
with the approval of State and Federal Agencies in 1994.

In late 1994 BP Exploration (Alaska) Inc. (BPXA) entered into discussions for acquisition 
of a working interest and operatorship of the Northstar Unit. By the end of February,
1995 agreements were reached with Amerada Hess Corporation and Shell Frontier Oil 
& Gas Inc. for their interests. BPXA assumed operatorship of the Northstar Unit.
Discussions are currently ongoing with the remaining Working Interest Owner (Murphy 
Exploration and Production Company) to review the current geophysical and 
engineenng work completed to date and plan for development of, and production from 
the Unit.

1990-1995 Plan Of Development Status:

Amerada Hess, as operator of the Northstar Unit, has completed requirements of the 
1990 • 1995 Five Year Plan of Development. The requirements of the plan were 
achieved, although the Northstar and Seal Islands were abandoned in 1994.

Nortnstar UnX Plan o< D*v«opm©n! 1 Ma/cn30.1905



B P  Exploration (Alaska) Inc.. as Northstar Unit Operator, he reby  submits this three year 
Plan of Developm ent on behalf of the Northstar Unit W orking Interest O w n ers  to satisfy 
the requirements of Article 8 of the Northstar Unit Operating Agreem ent.

T h e  intent of the three part program is to define 1.) a base  deve lopm ent plan in 1995 in 
cooperation with all major stakeholders, including the Northstar W IOs. the Sta te  
Department of Natural R e so u rce s  and Federa l M inerals M anagem ent Se rv ice , 2.) to 
delineate the optimum location of the production wells and position of the production 
structure using 3-D seism ic and finally during early 1997 3.) to com m it to a s co p e  and 
timing for Northstar developm ent. Th is  plan is co m p o se d  of three parts:

Part 1: Data G athering/P ro ject D e v e lo p m e n t - 1995 th ru  1998

Part 1 of the Plan of Developm ent involves 1.) determ ining Working Interest O w n er 
com m itm ent to a plan of developm ent for the Unit. 2.) co m m e n ce m e n t of environm ental 
data gathenng and studies. 3.) eany a g en cy  participation and involvement. 4.) 
promulgation of m anne m am mal incioental take regulations and  5.) the signing of a 
cooperative agreem ent with the Alaska Esk im o W halers Com m iss ion .

T h e  Northstar Unit Working Interest O w n er will determ ine their com m itm ent to a plan of 
developm ent for the Unit, th is  will be a ccom p lish ed  by review ing developm ent 
s ce n a n o s  (including conceptual engineering and reservoir m odeling) to establish an 
econom ically and environmentally sound  base deve lopm ent plan.

O n  the ground environmental data garnering and studies (ice  and water m ovem ent, 
benthic sampling, and wildlife p re se n ce ) to support an Environm enta l A sse s sm e n t and 
permitting requirements will co m m e n ce  in early 1995.

B P X A  will seek  the early participation and involvem ent of local, state and federal 
regulatory agencies. Th is is being d one  to ensure that a s co p e  of work and timelines 
are well established so  mat 1.) permit approvals for 3 -D  se ism ic  operations p lanned for 
m e sum m er 1996 are issued in a timely m anner, 2.) a project deve lopm ent plan is 
developed which addresses co n ce rn s  o f me regulatory a g e n c ie s  and 3.) p rom otes the 
co n cep t of partnenng and shared benefits betw een  m e Northstar Working Interest 
O w ners and the public interest a s  represented  by the various regulatory a gen cies.

In addition to the regular permitting issues, w e anticipate that the promulgation of 
incidental take regulations for exploration, production and deve lopm ent activities will 
possibly require two years or m ore.

An Oil/Whalers Agreem ent mat a d d re sse s  co n ce rn s  of local su bs is ten ce  u sers  will also 
need  to be negotiated. T h e  intent of B P X A  is to assim ilate m e  collective know ledge of 
the Northstar Unit Working Interest O w ners, North S lop e  Borough, Sta te and Federa l 
regulatory agencies to leverage their know ledge and skills in determining a deve lopm ent 
plan that will serve  m e Nation's and Sta te 's 6 e s t Interests.

1995-1998 Proposed Plan of Development:

Sonmuj- Unft Plan or D*v*opment 2 Man* 30. 1905



Part 2 of the Plan of Developm ent is fo cused  on  the sum m er 1996 3-D Se ism ic 
Acquisition Program. This program will be used  to delineate the reservoir and a sse ss  
the optimum location for drilling and production facilities. B P X A  will be working very 
closely  with the North Slope Borough, and the Alaska Esk im o W halers Com m ission  
(A E W C ) to minimize impacts of the se ism ic program on the annual whaling season.

Environmental studies not com p leted  in 1995 will con tinue during 1996.

Part 3: O verall P ro je ct S a n c tio n  R e q u e s t  -1 99 7

Pan 3 of the Plan of Developm ent a d d resses  the p ro ce s se s  and p rocedures leading to 
B P X A 's  request for sanction of the N onhstar developm ent project including identification 
of a target date tor production stan-up. Th is  pan  of the plan in cludes the submittal of 
project construction permit applications, a g en cy  review  of the applications (including 
appropriate opportunities for public com m ent), B P X A  receip t of permit approvals and 
B P X A 's  internal request for sanction  of the project.
It is recognized that funding com m itm ents will depend  on the e con o m ic  com petitiveness 
of the project com pared  to other B P  projects worldwide, the business  clim ate (oil price, 
etc.) and the status of the external permitting p ro cesses .

Plan of Development Part 1

Am erada Hess/Shell Oil acquisition and data transfer Q1 / 95
Q1 / 95 
Q1 / 95 
0 1 / 9 5  
0 2 / 9 5  
0 2 / 9 5  
0 2 / 9 5  
0 2 / 9 5

0 2 / 9 5  
0 2 / 9 5  
0 2 / 9 5  
0 3 / 9 5  
0 4 / 9 5

0 4 / 9 5  
0 4 / 9 5

• Risks to delivery:
* Adequate open water se a so n  
- Federal / State junsdictional conflicts

Part 2: 3-D Seism ic Acqu is ition - Summer 1996

Crea te  a cooperative Stakeholder Relationship 
Obtain W IO  com m itm ent to ultimate developm ent 
Partner with State D N R  & Federal M M S & N SB  
Review  developm ent options 
Define s co p e  of reservoir/conceptual engineering 
R eview  Permitting requirements with regulators 
Initiate O n  the G round Environm ental Studies 
Initiate permit preoaration for:

* 1996 3-D  seism ic
- Incidental Ta k e  Regulations
- Federal and State Constru ction  permits 

Joint Industry/Agency review
Draft Environm ental Assessm ent/Project Descnp tion  
Subm it permit applications fo r

* 1996 3-D  seism ic
- Incidental Take Regulations

Nonh it Unft PUn o< D*v«tapm*nt 3 March 30.1995



Plan of Development Part 2

Permit Approvals/Field Planning for 3 -D  Se ism ic Q1 / 96
Initiate Preliminary Facility/Pipeline Engineering  Q1 / 96
Initiate Follow-on Environm ental stud ies Q 2  / 96
Sum m er 3-D se ism ic acquisition Q 3  /.96
Seism ic P rocessing  ^  0 3  / 94
Reservoir description Q 4  / 96
Pre-Application m eetings with a g en c ie s  Q 4  / 96
Final Environm ental Assessm ent/Pro ject Description Q 4  / 96

• Risks to delivery:
- Adequate open water sea so n
- Extension of Incidental Ta k e  Regulations for Exploration
- S u cce ss fu l negotiation o f OilAA/halers A greem ent

Plan of D evelopm ent Part 3 

Submittal of Proj Construction  Perm it applications Q1 / 97
A g en cy  review aria public co m m en t period Q1 / 97
Integrate 3D Se ism ic  and R eservo ir Descrip tion Q 2  / 97
Permit approvals received or "in final review" Q 3  / 97
B P X A  internal sanction  request Q 4  / 97

• Risks to delivery:
- E IS  required thereby postponing approval dates
- Developm ent and production e co n o m ics
- Promulgation of Incidental T a k e  Regulations for Production

T h e  com bined estim ated co s t  for the proposed  plan of d eve lop m en t for the three year 
Plan of D evelopm ent is approxim ately $12,000,000. B P X A  intends to have yearly 
reviews to d iscu ss  results and plans and, despite the risks noted, w e are com m itted  to 
this program and will p roceed  to identify oppoitunities to a cce le ra te  parts of the plan.

Nortftatar Unit P lan o f Davntopment 4 M arch 3 0 , 1B»5



U n ite d  States D e p a r tm e n t
MINERALS MANAGEMENT i

Alaska Outer Continental Shelf 

949 E. 36th Avenue. Room i 

Anchorage, Alaska 99508-4!
iv M m  am * to

Mr. E. P. Zscleczky, Jr.
Land Manager, Alaska 
BP Exploration (Alaska), Inc.
P.O. Box 196612 
Anchorage, Alaska 99519-6612

Dear Mr. Zscleczky:

We have reviewed the revised Northstar Plan of Development, your request for an exten­
sion of the Northstar Unit Agreement, and your request for a suspension of operations 
for leases OCS Y-0179 and Y-0181 dated March 30, 1995.

'Hie revised Plan o f Development includes a new schedule of activities which are deemed 
necessary to bring the unit into production. Accordingly, a 3-year extension of the unit 
term is approved, subject to approval by the State o f Alaska. The new termination date 
for the unit is April 30, 1998, unless the unit term is extended by production or other 
activities under an approved Unit Plan of Development. A  new or revised Unit Plan of 
Development must b - approved prior »o the end o f this extension in order to maintain 
the Unit Agreement beyond April 30, 1998.

During the term of this extension, BP will be required to submit an annual status report 
reflecting the past year’s unit activities and those unit activities planned for the upcoming 
year. The annual report must be received by May 1st of each year.

Leases OCS-Y 0179 and OCS-Y 0181 are committed to the Northstar Unit and r 
suspension consistent with the term of the unit is warranted and in the National interest. 
Accordingly, a 3-year suspension of operations for leases OCS-Y 0179 and OCS-Y 0181 
is approved pursuant to 30 CFR 250.10. Termination of the Northstar Unit Agreement 
would result in termination of this suspension. The period of suspension will commence 
on May 1, 1995, and will terminate on April 30, 1998.

We are notifying the Minerals Management Service Royalty Management Division of  
this action by copy o f this letter. Please be advised that, in accordance with 30 CFR 
218.154, the rental or minimum royalty payments on leases OCS-Y 0179 and OCS-Y 
0181 must continue to be made during the period of suspension. Any questions concern-



2

ing the rentals or minimum royalty payments should be addressed to the Royalty 
Management Division at the following address:

Associate Director for Royalty Management 
Minerals Management Service 
P.O. Box 25165 
Denver, Colorado 80225

We look forward to working with you, the State of Alaska, the North Slope Borough, and 
other Federal agencies on this project. If you have any further questions, please contact 
either myself or Tom Murrell at (907) 271-6065.

Sincerely, s

O o b  o— —

Barry A. Boudreau 
Regional Supervisor 
Field Operations

\/6c\ Ken Boyd
Acting Director, Division of Oil & Gas 
Department of Natural Resources 
3601 C Street. #1210  
Anchorage, AX 99503



DIVIS ION O F  OIL AND GAS

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
3601  C  STR EE T. SUITE 1360  
ANC H ORA GE. AL ASK A 99503-5940  
PHONE. (907)  7 6 2 -2 5 4 9

(9 0 7 )7 6 2 - 2 5 4 7

June 2. 1995

BP Exploration (Alaska) Inc.
PO Box 196612
Anchorage, Alaska 99519-6612

Attn: Peter Zscleczky. Land Manager

Subject: Northstar Unit
Proposed Unit Plan of Development

Dear Mr. Zscleczky:

The Division of Oil and Gas has reviewed the proposed Second Northstar Unit Plan of 
Development (POD) and BPX’s request for an extension of the Northstar Unit Agreement for a 
three year term coincident with the three year POD, dated March 30. 1995.

The proposed Second POD and the three year extension o f the Northstar Unit (NSU) is approved 
subject to the following conditions:

1) During the three year term of the POD. BPX must submit an annual status report 
describing the unit activities conducted during the preceding year and the unit activities 
planned for the coming year. The annual report shall be filed with the Division by May 
1 jf each year.

2) The Division remains concerned with the appropriateness o f conunumg to include ADL 
355001 within the NSU. In Part 2 of the proposed Second NSU POD, BPX plans to 
acquire and process 3-D seismic data during the 3rd Quarter 1996. and have a reservoir 
description available by the 4th Quarter 1996. BPX must present the results of the 3-D 
seismic acquisition program and the reservoir description to the Division by December 
15, 1996. If the 3-D data is not acquired and the presentauon not made to the Division, 
ADL 355001 will contract from the NSU as of D«xm ber 31, 1996.

ATTACHMENT 8



Mr. Peter Zselcczky 
June 2. 1995 
Page 2

The Division may waive the requirement for additional 3-D data on ADL 355001 
specified in the preceding paragraph if. prior to December 15. 1996. BPX can provide 
other evidence demonstrating that ADL 355001 should remain within the NSU.

3) At least ninety (90) days before the termination of the three year extension period, the 
Division will require BPX to submit a report to the Division that synthesizes the data and 
studies performed by BPX during the extension period. The report shall include BPX’s 
opinion o f the extent and characteristics o f the hydrocarbon accumulations within the 
NSU and address the development scenarios, timelines, and technical and environmental 
issues associated with developing the NSU. The report shall also include BPX’s 
conclusions and recommendations regarding the development of the NSU.

Finally, the NSU will ternv.riatc on April 30. 1998. unless the unit term is extended by production 
or other activities under an approved NSU POD. A new or revised NSU POD must be submitted 
to the commissioner for approval at least 90 days before the expiration of the current plan.

Sincerely,

Director

cc: Barry Boudreau, MMS 
Patrick Coughlin. ADOL 
Many K. Rutherford

N 5U .2ndPO D .A pprove.txt



f i r  R t m m
IIKI'.\I(T>IK.\T OK V V lT n A L  ItKNOItHCRH

MNtMLS Aft'O tMRGYMMHGCVCVr

JAYS HAUUOND. GO VI UNO *

>03IV NO A TMIANL lOHVS ft VO. 
AHCMOAAGt.AlAiKA 11303

D e c o m b o r  2 7 ,  1 9 7 9

RESULTS O F  THE 3 0 T H  C O M P E T I T I V E  
O I L  AND GAS L E A S E  SA LE

A t o t a l  o f  2 0 0  b i d s  w a r e  s u b m i t t e d  o n  7 1  a t a t o - m a n a q o d  t r a c t s  
( B F - 4 6  t h r o u g h  E F - 1 1 6 )  o f f e r e d  i n  t h e  S t a t e  o f  A l a s k a ' s  3 0 t h  

C o m p e t i t i v e  O i l  a n d  G a t  L e a s e  S a l e ,  h e l d  j o i n t l y  w i t h  t h e  f o d e r a l  
g o v e r n m e n t  o n  D e c e m b e r  1 1 .  1 9 7 9 .  i n  F a i r b a n k s ,  i o r  e x p l o r a t i o n  a n d  
d e v e l o p m e n t  r i g h t s  i n  t h e  B e a u f o r t  S e a ,  l o r  a n  a r o a  e n c o m p a s s i n g  
a p p r o x i m a t e l y  3 4 1 . 1 4 0 . 1 9  a c r e s .

A d d i t i o n a l  l a n d s  w e r e  o f f e r e d ,  a n d  b i d s  w e r e  r o c e i v e d  b y  t h e  
f e d e r a .  c o v e r n m e n t  f o r  t r a c t s  w n i c n  a r e  s u b j e c t  t o  a  d i s p u t e  a a  t o  
o w n e r 3 r . i o  b e t w e e n  t h e  s t a t e  a n d  f e d o r a l  g o v e r n m e n t s .  I n  a c c o r d ­
a n c e  v . ot. j  M e m o r a n d u m  o f  U n d e r s t a n d i n g ,  t h e s e  t r a c t s  w e r e  o f f e r e d  
a n a  w i l l  b e  m a n a g e d  b y  t h e  f e d e r a l  g o v e r n m e n t  u n t i l  t h e  l o g a l  
d i s p u t e  i s  r e s o l v e d :  i n f o r m a t i o n  c o n c e r n i n g  t h e  c i d d i n o  o n  t h e s e  
t r a c t s  m a y  e e  o b t a i n e d  f r o m  t h e  O u t e r  C o n t i n e n t a l  S h e l f  O f f l c o .
B u r e a u  s i  L a n d  M a n a g e m e n t .  U .  S .  D e p a r t m e n t  o f  I n t e r i o r .  F o u r  o f
t h e  " I  s t a t e - m a n a g e d  t r a c t s ,  n a m o l y ,  B F - 6 4 .  D F - 7 0 ,  B F - 7 1 ,  a n d
B F - 1 1 6 .  a r e  s u b j e c t  t o  t h i s  s a m e  d i s p u t e  a n d  M e m o r a n d u m  o f  U n d e r s t a n d l n c

T w e n t y - s e v e n  c o m p a n i e s .  2 0  i n d i v i d u a l s ,  a n d  o n e  a s s o c i a t i o n  p a r t i c ­
i p a t e d  i n  t n e  b i d d i n g  f o r  6 2  o f  t h e  7 1  s t a t e - m a n a g e d  t r a c t s
o f f e r e d .  T h e  h i g h e s t  c a s h  b o n u s  b i d  w a s  o f f e r e e  b y  E x x o n  C o r p o r a t i o n
f o r  t r a c t  B F - 1 1 0 ,  a  t o t a l  o f  5 8 5 , 6 8 9 , 0 0 0 . 0 0  r e p r e s e n t i n g  a  b i d  o f  
S I S , 1 6 9 . 7 4  p e r  a e r o .  T h e  l o w e s t  s u c c e s s f u l  c a s h  b o n u s  b i d  w a s  
o f f e r e d  b y  M a r y  G u s t a f s o n .  C l i f f  B u r g l i n ,  a n d  A l b e r t a  H .  G r a n t  f o r  
t r a c t  o r - B l .  a t o t a l  o f  5 1 4 , 3 1 2 . OS, r e p r e s e n t i n g  a b i d  o f  3 S . 0 0  
p e r  a c r a .  O f  t h e  t r a c t s  o f f e r e d  u n d e r  t h o  n o t  p r o f i t  s h a r e  
s y s t e m  o f  b i d d i n g ,  t h e  h i g h e s t  b i d  ( 9 3 . 2 t )  w a s  s u b m i t t e d  b y  
A m e r a d a  H e s s  C o r p o r a t i o n  f o r  t r a c t s  Q F - 4 6  a n d  D F - 6 9 :  a n d  t h e  
l o w e s t  s u c c e s s f u l  b i d  ( 2 . 7 6 0 0 2 * ) ,  b y  C h e v r o n  U S A ,  I n c .  f o r  t r a c t  
s r - 6 6 .  T h e  n i n o  s t a t e - m a n a g e d  t r a c t s  r e c e i v i n g  n o  b i d  w e r e  a l l  
o f f e r e d  u n d o r  t h e  n e t  p r o f i t s  s y s t e m  o f  b i d d i n g .

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

N e t  P r o f i t s  
T r a c t s

S l i d i n g  S c a l e  
R o y a l t y  T r a c t s T o t a l

» O f  B i d s

A v e r a g e  B i d /  
T r a c t

T r a c t s  O f f e r e d /  
A c r e s

T r a c t s  B i d /  
A c r e s

L e a s e d / (J n le a s e d

T o t a l  B o n u s

5 7

1 0 . 7 3 8 9 2 *

2 6 / 1 1 9 . 1 6 9 . 0 0

1 7 / 7 4 . 3 3 7 . 3 8

6 2 . 3 * / 3 7 . 6 *  

S 9 1 . 5 1 5 . 6 1 1 . 2 5

1 4 3

5 1 0 . 5 7 3 . 4 6 4 . 1 3  

4 5 / 2 2 1 , 9 7 0 .  f 

4 5 / 2 2 1 , 9 7 0 . 2 7  

100»/0*

200

5 9 , 1 5 1 . 4 7 5 . 7 6  

7 1 / 3 4 1 , 1 4 0 . 1 8  

6 2 / 2 9 6 , 3 0 7 . 6 5  

8 6 . 8 » / 1 3 . 1 *

3 4 7 5 . 8 0 5 . 8 8 6 . 2 3  3 5 6 7 , 3 9 1 , 4 9 7 . 4 1

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

AtM i s n
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I

T r a c t  i  t o .  o f  0 1 d i  01 d o e r X O M o e r s m p  S id  a m o u n t  B id / A c r e  2 OX de i1
I 3

'•pt- 3 Sscci
E x x o n  C o r p .  

S o f i l o  A l a i x a

SOX

SOX

t o  I l e y  E v e n e r r e  

C .  O u r g i I n  

K .  K . E v e r e r r o  PCA 

R o b e r t  t o  l o n e  POA 

B r u c e  c u r g l  I n  POA

SX

ISX

20 X

ISX

ASX

6 0 .3 0 0 . 0 0  1 0 .4 9  1 2 ,0 6

6 4 .6 2 0 . 0 0  1 1 .2 3  1 3 ,0 0 0

I

1

J a n e *  F.  O l e r l n g e r ,  J r .  

J .  A n d r e *  f l e c n n e r  

W. C .  S f r o e o . e r  

R l c f l a r c  £ .  V a g n e r

ISX 

30 X  

2 2 . SX 

3 2 . SX

7 2 , 1 4 4 . 6 4 I 2 . S 6 1 4 , 4 2 0 .

1

0 0 2 3 ' e l  l e y  t i t ' t t t g  

C .  E u r g i i n  

K . K .  E * e r e t t «  POA 

R o b e r t  t o  l o n e  POA 

B r u c e  f e j r g i I n  POA

SX

I S X .  

2CX 

IS X 

43X

5 0 , 3 4 3 . 7 3 1 1 . 2 9 1 i . o c o j  

1

Jee*e» F. O l e r i n g e r ,  J r .  

J .  A n o r e *  c a c n r e r  

H .  C .  S t r o e c n e r  

R l e f t e r o  £ .  V a g n e r

ISX

s o x

2 2 . SX 

3 2 . SX

6 9 , 6 3 1 . CO I S . S 6 1 3 . 9 2 6 . 2

i
E x x o n  C o r p .  

S o h l o  A l a t x e

SOX

s o x

2 S I .  1 0 0 . 0 0 6 2 . 0 1 3 6 . 2 2 0 . ( j

COX S E x x o n  C o o .

S o M o  A l t i n  _____

s o x  

.  s o x

3 3 , 2 0 0 . 0 0 i o . o b 7 , M O . ( j

t o  I l e y  E v e r e r t e  

C .  B u r g i I n  

K .  K .  E v e r e r t e  POA 

O e v l d  (L»rg 1 i n  POA

SX 

ISX 

20X  

6  OX

3 9 , 2 3 1 . 2 3 1 1 . 2 3 0 , 0 0 0 . c |  

1

J a * e t  F .  O l e r l n g e r ,  J r .  

J .  A n a r # v  Q e c n n e r  

V .  C .  S t r o e c x e r  

Rl ( t i e r s  E .  V a g n e r

ISX

s o x

2 2 . SX 

3 2 . SX

4 3 . f l l 7 . 0 7 1 2 . 9 6 0 , 7 6 3 . 4 1

1
S t o l l  O i l  C o .  

Am o c o  P r o d u c t i o n
S O I

s o x
4 7 , 4 8 3 . 0 0 1 3 . 6 1 . 9 , 4 9 7 . 0  j

A e e r e a a  n * n  C o r p . l o o t 1 , 2 1 2 , 2 9 3 . 4  5 3 4 7 . 3 0 2 4 2 . 4 3 9 . 0 9



Tract / Mo. of Bid* Blddor X ownership Bid amount Old/Acre 20X oepo

004 2 K a l l o y  E v e r e r r o  ___

C . B u r g l I n

K . K .  E v e r o f t o  POA

Mary G u s ta fs o n  PCK

. 33 

133 

203 

603

4 9 , 9 0 3 .0 0 1 1 .25 10 ,000 .1

.Jamoi P. O t n r l n g i y ,  Jf-T V f f  — 6 9 . 0 1 3 .4 2

>0rt«
mi

I 3 rnn i T<

J .  Andrew Bacfiner 

W. G. S f ro o c x o r  

R lc n a rd  E .  Wagner

303

2 2 .3 3

3 2 . 3 3
•

0 0 ) 3 K a l l a y  E v a r e t t o  

C .  Bu rg l  I n  

K .  K .  E v e r o r t o  POA 

Lades ta  f c r d a l e  PGA 

B a rb a ra  B u r g l I n  POA

33

133

203

153

453

5 7 , 6 0 0 .0 0 11 .2 3 1 2 .0 0 0 .a

Jamas F .  O l a r l n g a r ,  J r .  

J .  Ancsrew Bacf iner 

W. G . S t ro e c xe r  

R lc n a rd  E . Wagner

153
303
2 2 .33
32.53

6 4 ,3 0 7 .2 0 12.36 12,861.44

Exxon C o rp .  

S o h lo  A la s k a

303
303

4 ,1 1 6 .6 0 0 .0 0  6 0 4 .0 6 632 ,360 .00

006 3 e l  l e y  E v e r e r t e  

C . B u r g l I n  

K .  K .  E v a r a t t e  P04 

M ic h a e l  P e t r o c e lo  POA 

Jbo B u r g l I n  POA

33
133

203
133
453

6 4 ,3 0 5 .0 0 11.23 13.000.00

Jamas F .  O l a r l n g a r ,  J r . .  

J .  Andrew Bachner 

W . G . S f ro e c x a r  

R ic h a rd  E .  Wagner

133
303
22.33
32.33

7 1 ,792 .96 12.36 14 ,336 .39

Exxon C o rp .  

S o M o  A la s k a
303 
303

1 ,1 0 4 .3 0 0 .0 0  193 .22 2 20 ,900 .00



I 

I
TreCT t  N o . o l  B id *  B id d e r 3 O M n e r t n ip d i d  a m o u n t 81 d / A c ro 2 0 9  depc 

1
0 0 7  3  Ke I l e y  e v e r e i r e * 5X 4 3 ,0 2 0 . 0 0 1 1 .2 9 9 ,0 0 0 1

C . C o r g i 1 n 191

K . K .  E v e r e t t e  POA 2 0 9 1
C o n s ta n c e  C o la  POA 191 I
J o a  c u r g 1 1 n POA 4 9 1

James F . O l e r l n g o r ,  J r . 191 9 9 .9 0 1 . 4 4 1 5 .9 6 1 1 ,9 0 0 .1

J .  A n c r o *  f la c n n e r 90S 1
W . C . S tH o c c x e r 2 2 .9 9

M c n a r o  C . w a g n e r 3 2 .5 9

|
E x x o n  C o r p . 9 0 9 7 0 ,3 0 0 . 0 0 1 6 .3B

1
I4 ,0 6 0 .C

S o h io  A la t x e 90S

!
COO 4 K a l l a y  E v e r e r t e 99 9 9 .3 4 3 .7 5 1 1 .2 5 1 2 ,COO.C

C . E u r g i  in 199

K . K .  E / e r e T te  PCA 2 0 9 1
B o r n a r o  S h ie r  POA 199 1
G ru c o  o u r g i  1 n PCA 4 9 9

■

S h o l 1 C l 1 C o . 9 0 9 7 3 ,4 5 7 . 0 0 1 3 .9 2 1 4 ,6 9 1  . a]

Amoco P r o a u c t lo n  C o . 9 0 9

J a n e t  f .  O l a r l n g a r .  J r . 199 6 2 .0 7 9 . 8 9 1 9 .5 6 1 6 .4 1 9 . l |

J .  A n e re »  B a c n n e r 3 0 9
1

V .  C . S t r o e c x e r 2 2 .9 9

R lc n  e r a  C . w a g n e r 3 2 .9 9
I

P I a c i d  011  C o . I0 C 9 1 3 1 .8 7 0 .0 0 2 9 .0 0

1
2 6 ,3 7 4 .0 0

I
A K e l l e y  e v e r e t t e 9 9 9 3 .1 6 7 . 9 0 1 1 .2 9 I i . c o o . o d

C . B u r g l I n ‘ 199
1

K . K .  E v e r e t t e  POA . 2 0 9

C o n t t e n c e  C o la  POA 199 I
B r le n  B u r g l I n  POA 4 9 9 1

J 4 * e t  T . O l a r l n g a r ,  J r . 199 9 9 .3 4 7 . 2 6 1 2 .9 6 » 1 ,8 6 9 .4 5 ]
J .  A n c re *  B a c n n e r 3 0 9

W . 0 .  S t r o e c h e r 2 2 .9 9
[

R lc n e r o  E .  W e gn e r 3 2 .9 9
I

S h e l l  O i l  C o . 9 0 9 8 4 .7 2 9 . 0 0 1 7 .9 3 1 6 ,9 4 9 .6 0
A eoco  P r o o u c r lo n  C o . 9 0 9

P l a c i d  011  C o . 1009 1 1 8 .1 2 7 .9 0 2 9 .0 0 2 3 .6 2 9 . 9 0



Troct /  Ho. of Olds Didder J ownership Bid amount Bld/Acro 203 depc

S h o l1 011 Co . — . 5 03 5 8 , 4 3 1 .0 0 1 0 . 1 4 1 1 ,6 8 6 .

Amoco P ro d u c t io n  Co . 505

K e l l e y  E v e r e t t e 35 6 4 , 8 0 0 .0 0 1 1 .2 3 1 3 ,0 0 0 . (

C . B u r g l l n 153

K. K . E v e r e r t e  POA _ _ ? o i

Ed C a r ls o n 153

D av id  B u r g l I n 455 ;

James F .  O l e r l n g o r ,  J r . 155 8 9 , 6 2 5 .6 0 15 .5 6 17 ,925 .1

J .  Andrew Bach nor 305

W. G . S f ro e c xc r 2 2 .3 5

R ic h a rd  E . Wagner 3 2 .5 5

K e l l e y  E v e r e r t e 55 6 4 , 1 2 5 .0 0 11 .2 5 I3 .0 0 0 .0C

C. B u r g l I n 133

K . K .  E v e r e r t e  POA 205

Mary G u s ta fs o n  POA 605 •

James E . D l e r l n g c r ,  J r . 155 8 8 ,6 9 2 .0 0 15 .3 6 17 ,7 3 8 .4 0

J . A no rev  Bach nor 305

W. G. S t ro cc xe r 2 2 .3 5

R l o a r o  E . Wagner 32 .5 5

Shei I 011 Co. 303 2 1 0 ,7 9 4 .0 0 3 6 . 9 8 4 2 , 1 5 8 .6 0

Amoco P ro d u c t io n  Co . 503

Texaco In c . 1/35 4 1 0 ,4 0 0 .0 0 7 2 .0 0 8 2 ,0 8 0 .0 0

Amerada Hess C o rp . 1/33

PI act d 011 Co . 1/33

Ke 1 le y  E v e r e t t e 53 3 7 , 6 0 0 .0 0 11 .23 1 2 ,0 0 0 .0 0
C . B u r g l l n 155

K . K .  E v e r e t t e  POA 205

Ed Car i s o n  POA 135

B a re a ra  B u r g l I n  POA 433

James F .  O l e r i n g e r ,  J r . 135 7 9 .6 6 7 .2 0 15 .3 6 1 3 ,9 3 3 .4 4
J .  Anerev  Bachner 305
w .  G . S t r r e o e r 22 .3 3

Rl C ia rc  E . Wagner 32 .3 3



T rac t  ! No. o f  B id s  B id de r 2 o u n e r s n lp 81 d amount Bid/Ac r e 202 depo 

1
013 2 S h e l l  011 Co . “ * 501 3 5 , 7 9 3 .OC 10 .47 1 1 ,1 5 6 .1

Amoco P ro d u c t io n  Co . SOS

Ke 1 le y  E v e r e r t o 51 5 9 ,9 0 6 .2 3 11 .25 12 ,0  CO. | |

C .  B u r g l l n 132

2CS

Jec* R ando lph  POA 152 1
Josopn Burg 1 In  POA 452 ;

1

014 • Kol to y  t v o r e r r e 52 3 6 , 4 6 3 .7 5 I I . 23 1 2 ,COO .|

C . B u r g l I n 132 s

K .  K .  E v e r e t t e  PCA 202

F ran*  M cC I Iv a ry  POA 152 I
James Burg l  1 n POA 432 1

013 J She 11 01 1 Co. 502 46 .1  12 .00 10 .2 9 9 ,2 2 2 .4

Amoco P ro d u c t io n  Co . 502
\

K e l l e y  E v e r e t t e 53 5 0 , 4 0 0 .0 0 11 .25 1 1 ,0 0 0 .0 .

C . B u r g i 1n 152 1
K . K .  E v e r e t t o  POA 202 1
Bruce Burg i 1 n PCA 602

James F . D l e r l r g e r ,  J r . 132 6 9 . 7 0 8 .6 0 13 .56 1 3 , 9 4 1 . 7 |

J .  Andre*  Bachner 302 1

w . C . S t ro ec xe r 2 2 .5 2

R ic h a rd  E .  Wagner 3 2 . 5 2

I
016 2  K e l l e y  E v e r e r r e 32 5 7 . 0 4 9 .7 5 11 .2 5 1 2 ,0 0 0 .0 0

C .  B u r g l 1n 132 1
K . K .  E v e r e t t e  POA 202

Bruce B u r g l 1n POA ’ 132
1

B r la n  B u r g l I n  POA 452
1

Jamas P .  O i e r l n g e r ,  J r . 152 6 3 , 6 9 1 . 7 6 12 .3 6 1 2 ,7 38 .3  i
J .  Andrew B aC ine r 302

W. c .  S frx  -»#r 2 2 . 5 2 .  1
Rl chara E .  Wagner 3 2 .5 2 I



Tract /  Ho. of Bids Bidder 3 owner snip Bid amount Bld/Acro 203 dep<

0 1 7 3 Kol I c y  C v e r o t T i }  —
C.  B u r g l l n

K. K. E v e r o r t o  POA
Da v ld  B u r g l  1 n POA

. 53 
153 
2 03  

6 0 3

5 0 , 4 0 0 . 0 0 1 1 . 2 5 1 1 , 0 0 0 .

J a n e s  F .  O l e r l n g o r ,  J r . 153 6 9 , 7 0 8 . B0 1 5 . 5 6 1 3 , 9 4 1 .

J .  Andrew B a cf t n e r  
W. C.  S t r o e c x e r  

R i c h a r d  E .  Wagne r

3 0 3

2 2 . 5 3

3 2 . 5 3 •

C h e v r o n  U. S .A.  I n c .

Conoco I n c . *

3 3 . 3 3 3

6 6 . 6 7 3

3 5 1 , 0 0 0 . 0 0 7 8 . 3 5 7 0 , 2 0 0 . .

018 4 Kel  l e y  E v e r e t t e  

C .  Burgl  1 n 

K. K. E v e r e t t e  POA 
Ks ry  G u s t a f s o n  POA

53

153
203

6 0 3

5 7 , 1 0 3 . 7 5 1 1 . 2 5 1 2 , 0 0 0 . (

J a me s  P.  D l c r i n g e r ,  J r .  

J .  Andrew B a c h n o r  
W. G. S t r o e e X e r  

R i c h a r d  E .  Wagner

153
3 0 3
2 2 . 5 3

3 2 . 5 3

7 9 , 0 9 1 . 4 0 1 5 . 5 6 1 5 , 8 1 8 . 3

Amcraoa  h o t*  C o r p .  
Diamond S h a n r o c K  C o r p .

503

5 0 3

1 9 5 . 6 9 5 . 5 0 3 8 . 5 0 3 9 , 1 3 9 . 1(

C h e v r o n  U . S . A .  I n c .  
Conoco I n c .

3 3 . 3 3 3
6 6 . 6 7 3

8 08 . O C O . 0 0 1 5 8 . 9 6 1 6 1 , 6 0 0 . 0 C

0 19 2 K e l l e y  E v e r e t t e  
C .  B u r g l l n
K. K. E v e r e t t o  POA —  -  

B a r o a r a  Bu rg l  1 n POA

53
153

- 2 0 3

6 0 3

5 3 , 0 8 8 . 7 5 1 1 . 2 5 1 1 , 0 0 0 . 0 0

A me rad a  Me ss  C o r p .  
O l a n o n d  ShamrocK C o r p .

503
503

1 1 8 . 6 3 2 . 1 5 2 5 . 1 4 2 3 , 7 2 6 . 4 3

0 2 0 2 Ke I l ey  E v e r e t t e  
C .  B u r g l l n  

K.  K.  E v e r e t t e  POA 
Aosepn B u r g l l n  POA

53

153
203

6 0 3

5 8 , 5 2 2 . 5 0 1 1 . 2 5 1 2 , 0 0 0 . 0 0

J a m e s  F.  O l e r l n g e r ,  J r .  
J .  A n or e »  B a c h n e r  
V .  C .  S t r o e c x e r  

R i c h a r d  C.  Wagner

153
3 0 3

2 2 . 5 3

3 2 . 5 3

6 5 , 3 3 3 . 7 3 1 2 . 5 6  , 1 3 . 0 6 6 . 7 5



I  

I
T rac t  t .No. o f  B id s  B idde r 3 o w n e r s n lp

ee
B id  amount B id/Ac r e 205 dop< 

■

021 3 KeI le y  e v e r e t t e .  5> 5 7 , 6 0 0 .0 0 11 .2 5 l 3 ,0 C C g

C . B u r g l l n 133

K. K . E v e r e t t o  POA 203 ■
•  •

Janies Burg l 1 n POA 603 1
_ . io n« _ 7 3 . 165 .0 0 — 1 4 .2 9  _ _____ 14 ,6 3 3 .

Amerada Mess C o m . 503 2 5 7 ,1 7 7 .6 0 5 0 .2 3
1

5 I . 4 3 3 H

Diamond Sha rrocx  C o rp . 505

■
022 2 K e l l e y  E v e r e r t e 33 6 4 , 5 0 7 .3 0 1 1 .2 3 13 ,0 0 0 .J

C. B u rg l  In

Gone E v o r e t t e  POA 203 ■
Bruco B u r g l I n  PCA 603

• 1
James F . O l e r l n g o r ,  J r . 153 8 9 .2 2 1 .0 4 15 .56 1 7 ,8 4 4 . .

J . Ancre* Bacnner 303 I
W. G . S f ro e c xe r 2 2 . 5 3 1
R ich a rd  E. Wagner 3 2 .5 3

■
023 4 K e l l e y  E v e r e t t e 35 5 8 ,2 1 8 .7 3 1 1 .23 I 3 , 0 0 0 . t |

C . B u r g i i n 155

Gene E v e re t te  POA 203

Br 1 an B u rg i  In  POA 603
1

James F .  O l e r l n g o r ,  J r . 153 8 0 ,5 2 3 .0 0 13 .36 16 ,104 .6

J .  Ancre*  Bacnner 303 ■
W. G . S t ro e c xe r 2 2 . 3 3

R lc n a ro  £. Wagner 3 2 .5 3

Chevron U .S .A .  In c . 303 6O6.CC0.C0 1 1 7 .1 0 1 2 1 ,2 0 0 .o l

Conoco I n c . ----  ‘503
■

Arco A la s k a .  I n c . 1005 2 . 3 6 5 ,2 3 3 . 7 5  4 5 7 .0 3 4 7 3 , 0 4 6 .7 ^ |

024 3 K e l l e y  E v e r e t t e 53 6 2 .7 7 3 .0 0 11 .2 3 1 3 , 0 0 0 .OC
C . Burg l  i n 135 I
Gene E v e r e t t e  POA 203 *
Oev ld  Burg l 1 n PGA 603

1

James F .  O l e r l n g o r ,  J r . 155 8 6 ,6 2 1 .8 0 1 3 .3 6 I 7 . 3 6 4 . 9 f l
J .  Andre*  Bacnner 305 i
W. G . S t r o t c x e r 22  33 j
R ic h a r d  C. Wagner 3 2 .5 3

1
A rco  A l a s k a .  I n c . 1003 964 ,7311 .40 176 .48

1
1 9 6 ,9 3 1 .6 6

# 1



T roc t  / No. o f  (31.1 s B idder X o w n e r s h ip  O ld  amount B id/Acre  203 dopo :

025

> •

2 Ko 1 toy E vo ro tv o  

C . B u r g l l n  

Gone E v e r o t t o  POA 

Goorge De rry  PCA 

Mary Gus ta fson  POA

. 3X 

ISX 

2 OX 

2 OX 

40X

41 ,41 1 .25 11 .25 1 I.OOO.C

James F .  O l e r l n g o r ,  J r .  

J .  Andrew Bachner 

W .  G. S troecKer 

R icha rd  E . Wagner

ISX 

3 OX 

2 2 . 5X 

3 2 . SX

5 7 ,2 6 7 .9 6 15 .56 11 ,4 5 3 .5

026 2 Kel le y  E v e re r te  

C .  B u r g l I n  

Gene E v e re r te  POA 

Constance C o le  POA 

Barba ra  Burg l I n  POA

5X 

ISX 

2 OX 

ISX 

45X

6 4 ,6 0 0 .0 0 1 1.2S I3 .0 00 .0C

James F. O l e r l n g o r ,  J r .  

J .  Andrew Bachner 

W . C. S t roecxe r  

Rl chard E . Wagner

ISX •  

30X 

2 2 . SX 

3 2 . SX

‘ 0 9 ,6 2 5 .6 0 15 .5 6 17 ,9 2 5 .1 2

027 3 Ke 1 ley  E v e r e t t e  

C .  B u r g l l n  

Gone E v e re t te  POA 

Josepn Burg l 1 n POA

SX

30X

20X

45X

4 0 ,9 9 3 .7 5 11 .25 1 1 ,0 0 0 .0 0

James P. O l e r l n g e r ,  J r .  

J .  Andrew Buchner 

W . G . S t r o O e r  

R ic h a rd  E .  Wagner

ISX 

30X 

2 2 . SX 

3 2 . SX

6 7 ,7 5 0 .0 4 15 .5 6 13 ,5 51 .6 1

Chevron U. S .A .  I n c . ioox 8 8 ,7 5 0 .0 0 2 0 .3 8 1 7 ,7 5 0 .0 0

028 3 K e l l e y  E ve re r te  

C .  B u r g l I n  

Gene E ve re t to  POA 

James Bu rg l  I n  POA

SX

sox

20X

45X

5 3 ,8 0 7 .5 0 11 .2 5 1 1 ,0 0 0 .0 0

• •

Chevron U .S .A .  I n c . I00X 5 0 ,1 0 5 .0 0 12 .15 1 1 , 6 3 7 .0 0

James F .  O l e r l n g e r ,  J r .  

J .  Andrew Bachner 

W .  G . S f r o e o e r  

R ic h a rd  E .  Wtgner

IS X 

SOX 

2 2 .5 J  

3 2 . SX

6 0 ,1 5 7 .6 3 12 .3 6

I
1 2 ,0 3 1 .5 3



s

I
T r a c t  I  Ho. o f  Bi ds .  B i d d e r J  o w n e r s h i p  B i d  e m c u n r  B i d / A c r e  2 0 *  do:

1

I

0 2 9

0 3 0

Ke I l e v  E v c r e r r c  
C .  Bur gl  In  

Gene  t v e r o r t o  POA 

B r u c o  Burg l  I n PCA

. . . .  C h e v r o n  U . S . A .  I n c .

5*

15*

20*

6 0 S

4 9 , 7 2 5 . 0 0  1 1 . 2 5  1 3 , 0

. 1 0 0 * ----------------5 3 , 6 3 0 . 0 0  __ i 2 - 1 3 ______ 1 0 , 7 2 5

James F .  O l e r l n g e r ,  J r .  
J .  Andr ew B a c n n e r  
W. G. S f r c o c x e r  

R i c h a r d  E.  Wagner

15*
30*

2 2 . 5 *

3 2 . 5 *

5 5 , 5 1 3 . 2 0 1 2 . 3 6 1 l . i O l

Kel l e y  E v e ' e r t e 5 * 5 0 . 4 0 0 . 0 0 I I . 2 5 1 1 , 0 00
C.  B u r g i  In 15* 1
JecK S e x t o n  POA 2 0 * 1
Br l  an B u r g i  In POA 60*

I

James  F. O i e r m g c r ,  J r . 1 5 * ' 6 9 , 7 0 8 . 8 0 1 5 . 5 6 1 3 . 9 4 1
J .  An dr ew B a c n n e r 30*
W. G.  S t r o e c x e r 2 2 . 5 * 1
R i c h a r d  £ .  w a g n c r 3 2 . 5 5

Ar c o  A l a s x a ,  I n c .

oo

2 7 3 . 1 9 0 . 4 0 6 0 . 9 8 5 4 , 6 3 8 .

I

I

031

032

K e l l e y  e v e r e r t e  
C.  B u r g l l n  

Jacx.  S e x  Ton POA 
Cksvi d Burg l  I n POA

55
15*

20*

6 0 *

6 4 , 3 5 5 . 0 0  1 1 . 2 5

K e l l o y  E v e r e r t e 5* 5 7 . 4 6 5 . 0 0 1 1 . 2 5
C .  B u r g l l n * 15*
J a t *  S e x t o n  POA 20*
Mary G u s t a f s o n  POA 6 0 S

J a n e s  F .  D i e r i n g c r ,  J r . IS* 6 4 . 1 5 6 . 4 8 1 2 . 5 6
J .  Andrew B a c n n e r 3 0 *
W. G.  S t r o e c x e r 2 2 . 5 *
R I c h a r o  E .  Wagner 3 2 . 3 5

A r c o A l a s x a ,  I n c . IOCS 2 6 2 . 2 5 5 . 8 0 5 1 . 3 5

1 3 , 0 0 0

1 2 . 8 3 1 .

3 2 , 4 5 9 .

I

I
*I •

I

I

I

I

I

I



T ra c t  1 No. o f  B id *  B id de r $ o w n e r s h ip  O ld  «*ounr B id/Acre  20$  depo

033 2 KeI ley Evererre 

C. B urg lln  

Jock Sexton POA 

Barbara B u rg lln  PM

~  ’ 5$ 

15$ 

20$ 

60$

44 ,000 .75 11.25

—  1? 5

13,000.1 

----10 OOl '
J . Androv Bachner 

W. G. Stroeckoc 

Richard E. Wagner

30$

22.5$

32 .5$

034 I K e lle y  Evorofte  

C . B u rg lln  

Jock Soxton POA 

Joseph Burgl In  PM

5$

15$

20$

60$

64 ,800 .00 11.25 13,000.0

035 2 KeI ley Evererte 

C . B u rg lln  

Jack Sexton POA 

Joseph B u rg lln  PM

5$

15$

20$

60$

64 ,125 .00 11.25 I3.000.0C

Chovron U. S.A. In c . 

Getty 011 Co.

50$

50$

102,000.00 17.90 20 ,400 .00

036 2 Ke I Icy Evererte 

C. B u rg lln  

Paul Qulst POA 

Charles Hslnes PM  

Bruco Burgl in PM

5$

15$

20$

15$

45$

64 ,800 .00 11.25 13,000.00

Meroda Hess Corp. 

PI ac id 01 I Co.

50$

50$

117,216.00 20 .35 23 ,443 .20

037 4 K e lle y  Evererte 

C. B u rg lin  

Poul CUI st PM 

B rian  Burgl In P M

5$

15$

20$

60$

64 ,395 .00 11.25 12,000.00

' Union Oi I Co. o f CA 100$ 70 ,691 .40 12.35

• .

14,138 .20

Chevron U. S.A. In c . 

Getty OI I Co.

G u lf O II Corp.

40$

25$

40$

440 ,155 .00 76 .90

/

88 ,031 .00

Texaco Inc .

A a e r a d a  Hess Corp . 

Diamond Shamrock 

P la c id  01 I

25$

25$

25$

25$

4 ,081 .2 12 .0 0  713.00 816 ,242 .40

a

-I0-



I  

I
T r a c t  i Ho. o f B i d s  B i d d e r 3 o w n e r s h i p B l d  a m o u n t B i d / A c r e 2 0 3  c c |

0 3 8 3 Ke 1 l e y  E v e r e t t e  

C .  Bur gl  i n  

P a u l  C u 1s t  POA 

O a v ia Bu rg l  1 n PCA

51

133

203

6 0 3

6 4 , 8 0 0 . 0 0 1 1 . 2 5 I 3 . 0 c l

\

"  U nI on  011 Co.  o f  CA — ........ ....  1 1 1003 9 1 , 8 7 2 . 0 0 1 3 . 9 3 1 8 . 3 7 *

T e xa co  I n c .
A n e r a a a  H e s s  Co rp . 
Ol amone Sh a mr o ck  
P l a c i d  01 1

2 5 3

233

2 5 3
23 3

2 4 1 , 9 2 0 . 0 0 4 2 . 0 0 4 8 , 3 3 4

1

1
0 3 9 3 Uni on  01 1 Co .  o f  CA 1003 5 7 , 4 1 2 . 0 9 1 0 . 1 7 1 1 , 4 8 2 ]

K e 1 l e v  E v e r e t t e  
C .  Bur gi  m  

P a u l  C u 1s r  POA 

K s r y  G u s t a f s o n  POA

53
153
203

6 0 3

6 3 , 4 1 7 . 3 0 1 1 . 2 5 I J . OCOi

1

T e x a c o  I n c .
Amerada h o s s  C o r p .  
Dl amo nc  S ha mr ock  
P l a c i  d 0i 1

233
2 3 3
233

2 5 3

2 , 0 5 4 . 8 6 7 . 3 6  3 6 4 . 0 0 4 1 0 ,9 7 3 . 1

1

I

I

I

I

1

I

I

5

0 4 0 K e l l o y  E v e r e t t e 55 5 7 , 0 0 2 . 5 0 1 1 . 2 5
C .  B u r g l l n 135
P a u l  O u 1 s t  POA 2C5
J a m e s  J o h n s o n  POA 153
B a r o a r a  Bur g 1 I n  _____ . 4 3 3

J a m es  F . O l e r l n g e r  J r .  - 153 7 9 , 9 4 2 . 7 7 1 3 . 3 6
J ,  An c r o w  B a c h n e r 303
W. G.  S t r c e c x o r 2 2 . 5 5
R i c h a r d  E.  Wag ne r 3 2 . 3 3

A r c o  A l a s k a ,  I n c . 1005 8 8 , 0 0 8 . 9 8 1 7 . 1 3

C h e v r o n  U. S.A.  I n c . 403 1 0 2 , 3 9 0 . 0 0 1 9 . 9 7
G e t t y  011 Co. 2 0 5
Cu 1 f O i l  Cor  p . 403

1 3 . 0 0 0 .

1 3 , 9 8 8 . 5

1 7 , 6 0 1 . 8(  

2 0 , 5 1 6 . 0

-I I-



1

I

1

I

1

6

1

I

I

1

I

I

I

I

I

I

I

T rac t  l No. o f  B id s  B id de r * o w ne rsh ip B id  amount Bid/Ac re 20* depo

041 3 Ko l le y  E v c r e r r o  — * 5* 5 1 ,3 5 6 .2 5 11 .25 11, 000. .
C.  B u r g l l n 15*

Pau l O u ls t  POA 20*

• •
Josopn Burg l 1 n POA 60*

James P. D J n r ln g n r  J r . |4* 7 1 ,0 2 9 .8 4 •1 5 .5 6 l i .205 t
J .  Andrew Bachnor 30*

W. G . S troocKcr 22 .5 *

R ic h a rd  E .  Wagner 3 2 .5 *

Chovron U. S . A . ,  I n c . 100* 105 ,3 5 0 .0 0 2 3 .0 8 2 1 ,0 7 0 .0

047 2 Kel  l o y  E v c r e r r o 5* 5 9 ,2 6 5 .0 0 1 1 .25 13 ,0 0 0 .0 .

C. Burg I In 15*

P a u l  C O i s t  POA 2 0 *
J a m e s  Bu rg  1 In POA 60 *

Ja mes  P .  O le r ln g e r  J r . 15* 8 1 , 9 6 2 . 1 4 15 .56 1 6 ,3 9 2 .4 :

J .  AnCrew Bachner 30*

W . G . S t roecxe r 2 2 .5 *

R lc h a ra  E . Wagner 32 .5 *

0 2 5 1 b
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FO R M  NO . D M E M 1 .7 9 A  IN E T  P R O F IT  SH A R E I 

(Havited November 6 ,1 9 7 6 )

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

D E P A R T M E N T  O F  N A T U R A L  R E S O U R C E S  

DIVISION OF M INERALS ANO ENERGY MANAGEMENT

C o m p e t i t i v e  O i l  o n d  G a s  L e o s e  A D L  N o .
3 1 2 7 9 8

T H IS  LEASE It m ix!# by  and between the State o l  A la .k a , acting b y  and th rough  the C om m iu lo ne r o f Natural Reiourcet o r hl» 
au tho rlrad  agent. h e re ifw r rafarrad to at "tt>a Sttta ,” and

A m e r a d a  H e s s  C o r p o r a t i o n

he ra ifte r referred to at "Lataaa," whether ona o r mora.

In  conndaration o l the c ith  payment haratofora m ade try Laoae  to  tha State, w h ich  paym ant include* tha l ir r t  y aa r 'i rental and any 

requ ired cad i b o n u t .a n d  the prom iae i, ta rm i, cond it io n ! and covenant* conta ined he re in , in c lu d in g  the S tipu la tion (t) numbered

I ,  2 ,  3 ,  6 ,  7 ,  8 ,  9 ,  1 2 ,  1 3 .  1 4 ,  • 1 7  a n d  5

attached hereto and by  t h i i  reference incorporated here in , the State and Lataae agree aa (o llo w i:

1 . G R A N T  la ) Subject to the p rom ne t. te m r j. c o n d it io n ! and  covenant* eon ta in td  haretn , tha State heraby g ran t, and leaaea to 

le t**# , w ithou t w an e n ty . tha e*cfu»ive right to  d r ill lo r , extract, ram o v e .d a a n .p ro o a a ta n d d n o o a e  o l  o i l . g a ia n d  anoc iated lubttance* In  o r 

under tha (o llow tng deacribed tract o l lan d :

T r a c t  C 3 0 — 4 6  ( B F - 4 6 )  i s  a  p o r t i o n  o f  B l o c k s  4 7 0  a n d  5 1 4  a s  s h o w n  o n  t h e  " L e a s i n g  a n d  

N o m i n a t i o n  H a p "  f o r  t h e  F e d e r a l / S t a t e  B e a u f o r t  S e a  O i l  a n d  G a s  L e a s e  S a l e ,  d a t e d  

1 / 3 0 / 7 9 ,  m o r e  p a r t i c u l a r l y  d e s c r i b e d  a s  f o l l o w s :

T h o s e  l a n d s  l o c a t e d  E a s t e r l y  o f  t h e  W e s t  b o u n d a r y  o f  T 1 3 N ,  a n d  T 1 4 N ,  R 1 3 E U .M .  A k .  

b e i n g  t h e  N o r t h - S o u t h  l i n e  i n t e r s e c t i n g  t h e  N o r t h  a n d  S o u t h  b o u n d a r y  o f  B l o c k  4 7 0 ,  

w i t h i n  t h e  o f f s h o r e  t h r e e - m i l e  a r c  l i n e s  l i s t e d  a s  s t a t e  a r e a  o f  B l o c k  4 7 0  " S u p p l e m e n t a l  

O f f i c i a l  O . C . S .  B l o c k  D i a g r a m "  a p p r o v e d  1 0 / 4 / 7 9 ,  c o n t a i n i n g  6 9 0 . 3 5  H e c t a r e s ,  a n d  t h o s e  

l a n d s  i n  B i o c k  5 1 4  E a s t e r l y  o f  t h e  W e s t  b o u n d a r y  o f  T 1 3 N ,  R 1 3 E ,  U .M .  A k .  ( b e i n g  i d e n t i c a l  

w i t h  l i n e  1 - 2  o f  B l o c k  5 1 4 )  a n d  l y i n g  N o r t h e r l y  o f  t h e  S o u t h  b o u n d a r y  o f  S e c t i o n s  7  

a n d  8  T 1 3 N ,  R 1 3 E  U .M .  A k .  ( b e i n g  i d e n t i c a l  w i t h  l i n e  2 * 3  o f  B l o c k  5 1 4 )  a n d  t h a t  p o r t i o n  

o f  S e c t i o n  1 6  T 1 3 N ,  R 1 3 E  U . H .  A k .  w i t h i n  t h e  N i S i  ( b e i n g  E a s t e r l y  o f  l i n e  3 " 4 . o f  B l o c k  

5 1 4 ) ,  b e i n g  a  p o r t i o n  o f  t h e  l i s t e d  s t a t e  a r e a  o f  B l o c k  5 1 4  o n  t h e  " S u p p l e m e n t a l  

O f f i c i a l  O . C . S .  B l o c k  D i a g r a m "  a p p r o v e d  1 2 / 9 / 7 9  c o n t a i n i n g  1 0 8 7 . 3 7  H e c t a r e s .

( G e n e r a l  L o c a t i o n :  T 1 4 N .R 1 3 E ;  T 1 3 N . R 1 3 E ;  U . H . ,  A k . )

conta in ing  app rox im ate ly  4 3 9 2 . 8 2  •<***, mora or lew  thereafter rafarrad to  e i tba "laaaad area"). tha none xdu tive  right to conduct

w ith in  tha laaaad araa geological and geophy iiea l a xp io ra t io n  fo r o i l ,  gat and aasooatad tub ttanoat. and tha nonexduove  n (^ it  to In rta ll 

p ip e lin e , and (tructura* thereon to  f in d , produce, t n e . rto ra , t r ia l ,  procat*, t r a n a p o n .t a U  c a n  o f and  m arket a ll euert tuber an e w  and to howte 
and board amotoyaa* In It* operation , thereon

(b> For tha purpota* o f thia laaaa. tha kaarad araa contain* tha le g*  aubdM tion*  m  thow n  o n  tha attached p lat marfcad
Exhibit A.

(c) I f  tha kaaad araa k  deacrlbad above b y  protracted la g *  eubdhrnione and tha Steta haraaftar cauaai tha teeeed araa to  ba 

lu rvvyed under tha pub lic  land rectanpjlar ry ttam , tha boundarw* o f the laaaad araa are thoaa x n ab io h e d  b y  auch lu rv ry , whan eoproved, 

tutojact. however, to  tha p rom don . o f applicable r e f la t io n .  re lating to auch lu rv ry t If  fo r a ny  re aeon tha kwrad araa Indudaa mora acraaga 

than tha m ax im um  pa rm m ad vmdar apollcabia law  (Inc lud ing  tha “ruta o f  aocxorim am on" au tho rtied  In  AS 3 8 0 6 ,1 4 5  and d e l m ad In  

AS 3 8 .OS 3681 )31 ). th k  k a w  i i  not vo id and tha acraaga Inc luded  In  tha laaaad araa dtaJI ba rtduoad  to the parm ltted m ax im um . If  tha S u te  

deternenw  that thl* taeaa •  •re a d , tha parmrrtad acreage and  notlfia* Laaeea in  w rit in g  o f th* am ount o f acreage that m utt be a lim tnatad , Laeaaa 

•h a ll hava u x ry  (00) d a n  after m ch nottoa to aurrander one o r  m ore  k g a l aubdhnatona In d u d a d  In tha laaaad araa comer a ir *  at ka rt tha 

a m o u tt  of acraaga that rmwt ba t ltm in aw d . A ny  auch a u b d M d o n l i)  aurrandered muat ba located on  t tk  perimeter o f tha kaaad araa aa 

o r ig in a lly  oracrtbed If  .uch a wirrendac I* not f ile d  w ith in  i lx t y  1801 d ry * , tha Ststa may tarm inata t h l . leeea aa to  tha acraaga that m urt ba 

e lim inated  by m a ilin g  nobca o f *uch term lnatton to  Laaaaa daacrlbtng tha tu b d ly lilo n l* ) a llm lna tad .

_ __  11 * * • Sta*a‘* ownenaup Intaratt In tha  o i l ,  gaa and  aaaodeted aubatmcaa m  tha leaeed araa k  law  than an entire and
undhridad In te ne t , tha gram under th k  kaaa k  ariacttve o n  he aa to  tha S tate '. Intaratt m  that O il. get and  aeeooated aubatarwea. and tha 

ro ya ltk*  and rental* herein p rodded  (ha ll ba pa id  Id  tha State in  tha p ropo rt ion  w h ic h  tha State’* Interact bea r, to  the entire u rv lM dad  fee .

. 0 .
y U



2 . RESERVED RIGHTS. I l l  The S u n ,  lo r  Itself end others , i n t r v i t  a ll r ights not expressly granted to Lessee b y  this Ixase 

W ithout l im it in g  tha generality o l  tha foregoing sentence, tueh reserved r ig h t ! Inc lude :

M l tha right to explore lo r  o i l ,  g a i and auoc ia ttd  substances by  gao log ica l and/or gaophy ilca l m aan i;

(2 ) t ,.e  r igh t to explore lo r , dava lop  and remove natura l ra iou rca i o tha r than  o i l ,  gas and associated lubftancat o n  or Irom

tha leaiad araa;

(3 ) tha right to a itab lith  or grant aatam anti and r lg h t s o fw a y  lo r  any la w lu l purpose, in c lud in g  w ithou t lim ita t io n  lo r  

•ha lts  and tunnels nacattary or appropriate lo r  tha w o rk in g  o l tha le a iad  araa or othar la n d ! lo r  natural ra iou rca i othar th in  o i l ,  oa i and 

auoc iatad lu b ttanca i,
(41 tha right to dnoo ie  o l  land  w ith in  tha laa ied araa lo r  w a ll l it e i  and  w a ll bo ra i o l w e ll i  d r ille d  Irom  or th rough  tha

laaiad araa to exp lore  lor or produce o il, gat and euoc iated tub itanoe i in  and  Iro m  lendt no t w ith in  tha leatad araa ; and
(5 ) tha right otherwise to manege and dispose o l  tha turlaca o l the leated araa or in t e r im  therein by  grant, laaaa, perm it 

or o therw iie  to th ird  pa rtia l.
Ib l R ig h t i reierved bv the State m ay be exerc iled In any  m anner w h ich  d o e i not unreetoneblv Intere lera w ith  o r endanger 

Lenet't opara tlom  under th u  laata.
3 . T ER M  T h ii le a n  it m ued  lo r an in it ia l p r im a ry  term  o l  tan I t r ’ y e an  Iro m  tha eflective data hereo f, wh ich term  may be

extended at prov ided In Paragraph 4 ba low . T hu  leate m ay  be extended be yo n d  i t i  Pf »ary term  at prov ided in  Paragraph 6  be low .

4 EX TEN S IO N  OF P R IM A RY  T E R M  (a) Bv Sutoentton o l  O’te re tion i. I I ,  p r io r  to the exp ira tion  o l  the prim ary  te rm , tha 

State d irec t! o r approval in w rit in g  lu ioen tion  o l a ll o p e ra tion ! on  o r p re d i ction Iro m  the leased area, tha p r im a ry  term  tha ll be axtanded 

bv add ing tha period o l lu ip e n n o n  to the prim ary term  o r ig in a lly  to ec ilie d . For p u rp o ie i o l  t h i i  tnbperagraph , any tu toennon  of operations or 

production reau ired bv any it io u la po n  made a part o l  th u  leave d ie ll not be contidarvd a tu to e n iio n  under any order b y , o r w ith  tha w ritten 

content o l .t h a  State
(b l Bv Force M anure  II the State de te rm ine ! tha t , p r io r  to  tha exp ira t ion  o l the p rim ary  term . Leuee h a i been prevented by  

any o l tha c o nd it io n ! specified in Paragraph 32 Irom  pe rfo rm ing  any act w h ic h  w ou ld  ex tend  the leate beyond the p r im a ry  term , the prim ary 

term tha ll tie axtanded bv add ing  the period o l d iu b i l i t y  to  the p r im a ry  term  o r ig in a lly  toec ilied

o r  5  EX TEN S IO N  B EYO N D  P R IM A R Y  T E R M  (a l By P roduc tion . Th it leate m a il be extended au tom atica lly  if and lo r  so long  at

o il add ga i it produced in pay ing  quantities Irom  the leated area.

(b l By Com m itm ent to Approved U n it T h ii leate lh a ll be extended autom atica lly  it It it com m itted  to a un it agreement

approved bv  the State, and tha ll remain m lu ll force and e lfec i at lo ng  at it rem e int com m itted  to  tuch a unit agreement.

(c) By D r illin g  M l II d r ill in g  hat com m enced at o l  the date  on wh ich  th u  leate otherw ise w o u ld  exp ire  and it  continued w ith  

reasonable d iligence , thu  leaae m an continue in  lu l l  force and eflect u n t il n inety 1901 days a lte r cessation o f tuch d r ill in g  and lo r  to long 

thereafter at o i l or gat it produced in pay ing quantities Iro m  the leased area . (21 If  o il or gat in  pay in g  quantities is produced Irom  the leated 

area, <nd (I tuch production ceaeet at any tim e , t h l i  lea ic  tha ll not term inate i l  d r ill in g  o r rew o rk in g  operations are commenced on  ih e  laa ied 

area w i-h in (61 m ontht after cessation o l production  and  thereafter are prosecuted w ith  reasonable d iligence ; l l  such d r ill in g  or rewo rk ing  

o p e ra t io n  result in  the production  o l o il or gat. t h u  lease tha ll rem ain  in  lu l l  force and e flect at long  at o i l or gat it produced in  pay ing  
qu an titn t Irom  the leated area

(d) By Shuten Production II there it a w e ll capable o f p roduc ing  o il or gas in  pay in g  quantities on  the leated area, th it  lease 

m a ll not axp ire  because Leuee la id  to produce me tame u n le u  the State gives notice to Leuee a llow in g  a reasonable t im e , w h ich  shall not be 

le u  than six (61 m onths , aber such notice to place the w e ll o n  a p roduc ing  status, ano Lessee (ails to d o  to . II p roduc ing  ttatus it  established 

w ith in  the time a llow ed , th u  leate u  extended o n ly  lo r  so long  thereafter at o i l or gat it  produced in  pay ing quantities from  tha leatad area.

la ) By Suspension o l Operations or P roduction . This leate tha ll not exp ire bscause o l any tu toen tion  o l  operations on  or 

production Iro m  the leated a iea i l  the tutoention it made under any order b v , or w ith  the w ritten  content o l ,  the State. UDon removal o f such 

tutoention , Leuee shall have a reetonablt tim e , w h ich tha ll not be le u  than t lx  (61 months after notice that the suspension hat been removed , 

to resume operations or p roduc tion . For purposes o l  t h u  tuboaregraph , any  tu toention  o l ooe ra tion t o r production  requ ired b y  any s tipu la tion  

made a p a n  o l  th u  Pate tha ll no t be considered a tu toen tion  under any o rder b y , o r w ith  the w ritten  content o f . the State.

(f) By Force Mejeure I I  the State determ ines that Lessee hat been prevented by  any o l  the cond itions specified In Paragraph 

32 Irom  pe rfo rm ing  an act w h ich  w ou ld  extend the lease beyond  the p r im a ry  te rm , th it leate tha ll not expire d u r in g  the term o f d is ab ility  p lus 

a reatom ble  time thereafter, w h ich  thall not be le u  than s ixty (GO) days, (o r Lessee to resume operations o r p roduc tion .

6 . R EN T A LS , (a) Lessee mad pay annual renta l to the State in  accordance w ith  the fo llo w in g  rental schedule;
(1) For the first year, S I .00  per acre o r fraction the reo f;

(2) For the teoond year. St .50  per acre o r fraction th e reo l;

(3) For the th ird  veer, $ 2 0 0  per acre o r fraction (h e reo f;

(4) For the (ourth year. $ 2 5 0  per acre o r fraction thereo f;

(5) For the f ifth  year and fo llo w in g  years. S3 00  per ecre; prov ided that the State m ay increesa the annual renta l rate at 
provided by  law  upon extension o f this leate beyond the p r im * .y  te rm .

(b) Annual rental pa id in advance it  a credit on  the roya lty  or net o ro lit  m are due under th u  lease fo r that year.

(e) Lessee shall pay the annual rental to  the State (or any depository designated by  the State w ith  at least s ixty (60 ) d a y t’ 

notice to Lessee) in  advance, on  or before the annual anniversary date o l  t h i i  lease The State is not required to give notice that rentals are due 

by b illin g  Lessee, and no  b i l l need be tent bv  the State to  Leeare I I  the State's (or depository 's) office  it not open fo r b u t in e u  on  the annual 

anniversary date o l  th u  lease, the time (or paym ent it  extended to inc lude tha next day on w h ich  said o lf ie e  u  open fo r b u sm en . If  the annual 

rental is not pa id  t im e ly , this lease automatically term inates at to bo th  parties at 1 1 :63  p m . ,  A laska Standard r im e , o n  tha date b v  w h ic h  the 
rental pavm tn t wet to have been pa id .

7 SHARE OF N E T  PRO FIT  Lessee w il l pay to tha S t a t t 9 3 . 2 0 0 0 0 %  o l  tha ne i p r o l i l  derived by  Letwe Iro m  this leaae. For

purposes o l  this Paragraph, calculation o l tha net o ro lit  tha ll be determ ined hs accordance w ith  11 AAC  8 3 2 0 1  through 11 A A C  8 3 .2 9 5  at

those regulations axitt on  the eflective data o l th u  lease, copies ( .1 ............. ........................................r  i n > l  " "it b y  this reference mads a pert p f  this

raw  Tha am ount o f interest to be earned on tha net p ro f it  share deve lopm ent account pursuant to 11 AAC  83 .212  w il l  be the average o f the 
prime rates o f tha C it ib ank . N A  New Y o rk ; Cheat M anhattan B ank . N A  N ew  Y ork  .d  the Bank o f A m enca . NT  and SA San Franc isco , 
prevailing d u r in g  tha m onth .

8 . R O Y A L T Y  O N  PR O DUC T IO N , (a) Except fo r o i l .  gae and associated subetancet used on  the leased area for deve lopm ent end 
production or unavo idab ly  lost. Lessee shall Day so tha State as roya lty  tha fo llo w in g

M l On o i l .  twenty (701 percent In am ount or value o f tha o il saved, rem oved , or sold from  the laeaed area.

®  0° 0 * .  twenty 1201 percent In  tm oun t or value o f  tha gat saved, r e m o ld  or to ld  from  the leeaed aree o r used o n  the
isaaad a me fo r the attraction  o l  natural gasoline o r other products there from .

13) On aaaociated substances, twenty (201 percent in  am ount or vetue o f the assoc iat'd substances saved, rem oved , o r sold
from  tha itasad area.
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0 . R ED UC T IO N  O F R O Y A L T Y . A fter tw o (21 veers' In it ia l production  Iro m  the ( la id  In w h ich  tha leased araa I I  lo ra ted  ha i 

occur rad , tha Stata. In I n  d iscretion , may raduca Lessee's ob liga tions  to pay roya lty  on a ll o l  tha laaaad araa or on any  tract or po rt ion  tharao l 

segregated lo r roya lty  purpoaa i upon ( I I  raquait by  Lessee, 12) a claar show ing by Laitaa that tha ravanoa Irom  a ll o i l , Q« and auoc iatad 

substances produced Iro m  tha lla ld  l i  Insuffic ient to produoa a raetonable rate o l return w ith  retotct to Letiaa i  tota l Inyeitment In tha l ie ld , 

and 131 a claar m ow in g  by  Latiaa that a reduction in  roya lty  w il l  Increase total production  Iro m  tha l la ld .
10 . R O Y A L T Y  IN  V A L U E . U n leu  tha Slate e lect! to  receive a ll o r a po rtion  o l  I I I  roya lty  In  k in d  at prov ided In Paragraph 12 

be low , Leuee m a ll pay to  the Stata tha value o l a ll roya lty  o i l ,  o* i and  auoc ia tad  lu b ite n o e i at determ ined under Paragraph 11 be low . Roya lty  

pa id  In value tha ll ba Iraa and clear o l a ll laaia eapentet (and any  po rt ion  o l  tuch expenses w h ich  u  Incurred away Irom  the le e u d  araa), 

inc lud ing , but not lim ited  to , expenses lo r  separation, c lean ing , dehyd ra tion , gathering , saltwater d isposal, and preparing the o i l ,  g a i or 

associated lubttencas lo r  transportation o i l  tha leatad araa A ll ro ya lty  that m ay become payab le  In m oney  to tha Slate shall ba p a id  on  or 

batons the last day o l  the calendar m onth fo llow in g  the m on th  In w h ich  the o i l ,  gas or associated substances are p roduced , R oya lty  payments 

shall be accompanied by  cooies o l  run tickets or such other in lo rm a t io n  re lating to v ilu e t lo n  o l  roye lty  as the State may requ ire , w h ich  may 

Inc lude , but Is not lim ited  to , evidence o l tales, shipments, end am ounts o l  gross o i l ,  g it  end associated subtteneas produced,

11 . V A L U E , (a l For purposes o l  com puting  royalties due undsr th it  leese, the value o l  roye lty  o i l ,  oat or associated substances 

tha ll not be lest than tha hlghert o l :

I I )  tha ( la id  price actually received by  Leuee lo r  such o i l . gat ur assoeiatad substances;

(2) Lessee's potted price in the he ld  lo r  tuch o i l ,  get or etsocieted substances;
(3 ) the vo lum e weighted average he ld  price ectue lly  received by  other producers In the u rn s  lie ld  or erte (o r o il o l  like 

grade and g rav ity , gat o l  l ik t  k in d  and qua lity  or attoc iattd substances o l  like  k in d  and ou a lity  et the tim e tuch o i l ,  gat or associated substances 

era rem ow d  Irom  the leased or un it area or such gas is delivered to an extraction p lant I I  such a p lant it located on the leated or u n it e rea ;o r

14) the vo lum e  weighted average posted once in  the Held o l  other producers in  tha same l ie ld  o r area lo r  o il o l  l ik t  grade 

and grav ity , gat o l like  k in d  and  qu a lity  or associated substances o l  lik e  k in d  end au a iity  et the tim e tuch o i l ,  gat o r etsociated substances are 

removed Irom  th r leated or un it eree or tuch gas it de livered to an extraction  p lant i l  such a p lan t is located on  tha leased or un it area.

(b) I I  o i l .  gat o r associated substance! are to ld  aw ay Irom  the leated o r u n it area , tha term  “ lie ld  price" in subperegraon le i 

above m a ll be tha actual price lo r  such o i l . gat or associated substances received Iro m  the purchaser thereof le u  the actual cost o l 

transportation away Iro m  the leased o r un it area to the po in t o l de live ry .

(c) M in im um  Value Determ inations The State m ay  establish m in im u m  values lo r  purposes o l  com put ing  royalties o n  o i l ,  gat 

or associated substances obta ined Iro m  th it lease, w ith  consideration be ing given to the one* actua lly  received bv  Lessee. to the price o r prices

pa id  in  the same fie ld o r area lo r  p roduction o l lik e  Quality , to po tted  prices, to prices received by  Lessee and/or othar producers Iro m  salts

occurring away Irom  the leased area, and to other relevant matters Each such determ ination  w il l  be mada o n ly  a lta r Lets** has been given 

notice and a reatoruble oppo rtun ity  to ba heard Under this p ro v is io n . It is e xp reu ly  agreed that tha m in im u m  value o l roya lty  o i l ,  gas or 

associated substances under th it lease may not nr te u a n ly  equal the price o l  tuch o i l ,  gas or attoc ia ttd  substances.

12. R O Y A L T Y  IN  K IN D  la ) At the State’s o p t io n , w h ic h  mev be exercised Iro m  time to tim e u po n  not le u  then six (6 ) m onths’ 

notice to Leuee . Lessee shall de liver ell or a po rtion  o l  the State's roya lty  o i l . oat o r associated substances p roduced Irom  the leased area in 

k in d . Delivery tha ll be on the leated area o r at a place m utua lly  agreed to  by  the State end Lessee, and shall ba to tha Stata o r to any in d iv id u a l, 

l irm  or corporation designated b y  tha State

(b l R oya lty  o i l ,  gat or associated tubttaneet de livered >n k in d  shall be delivered in good end merchantab le cond ition  end be o l 

p ipe line q u a lity , and shall be Iree and clear o l a ll lease expenses le n d  any po rtion  o l  such expenses w h ich  ere incurred ewav Iro m  tha leated 

a ir a l , in c lud in g , but not lim ited  to , expenses lo r separation , c lean ing , d e hyd ra tion , gathering , saltwattr d isposa l, and prepanng the o i l ,  get or 
associated substances lo r  transportation o i l  the leased area

(c l A lte r having given notice o l  Its in tention  to take , o r a lter hevmg taken , its roya lty  o i l ,  gas or associated tubtlances in  k ind , 

tha State, at its op tion  and upon  s ix (6 ) m onths’ notice to Leuee , m ay  aiect to receive a d il le re n t  po rt ion  o r none o l  its roya lry  in  k in d . I I ,  

under lederal regulations, the Letsor't tak ing o l  roya lty  o i l ,  gas o r associated substances in  value cerates a tupp lie rpurchaser re la tionsh ip , 

lessee nerebv w*<v*t its right to conti.iu*  to receive roya lry  o i l ,  gat o r associated substances under such * re la t ionsh ip , end further agrees that it 

w ill require any purchasers o l  the ro ya lty  o i l ,  gaa or associated substances to likew ise waive any such rights.

(d l Lessee snail fu rn ish  storage lo r  roya lty  o i l and  na tura l g a i liq u id s  produced Iro m  the leated nr unis area to the tame rxtent 

that Leuee p  ovtdes storage lo r  Lessee s share o l  o il and natura l gas liq u id s . Lessee shall not be liab le  (or the loss o r destruction o l stored 
roya lty  Oil and natural gas lia u id t  Iro m  causes beyond Lauee s reeaoneble contro l

13 . RECO RDS . Lataee shall keep and have in  its possession books and records show ing  the deve lopm ent end production  lin c lu d ln g  

records o l development and p roduc tion  ax pen a n  I and d u o o n t io n  o l  a ll o i l.g a s  and associated substances p roduced Iro m  the Isased area. Lessee 

shall perm it the Stata o r its agents to exam ine such books end records et a ll reasonable t im e t. Such books end records o l  development end 

production m utt em ploy methods end techniques t h i i  w il l  ensure the most accurate figures reasonably ava ilable w ithou t requ iring  lets** to 

provide separate tankage and/or meters lo r  etch vw ll Leuee shall use standard and conartent accounting procedures wh ich  are com m on  to  the 
industry .

14 A PPO R T IO N M ENT  OF R O Y A L T Y  FR O M  A PPR O VED  U N IT . The landowner i  roye lty  there o f the un it p roduction a llocated 
to each separately ovwved tract th a ll be regarded at roya lty  to be d ittnbu ted  to and am o n g , o r tha proceeds o l  it  p# id  to , the tendow nen . 

free and  clear o l a ll un it trpenae and  liee  o l  any lien  lo r  It . Under th is p rov is ion , the State’s roya lty  share o l  any  u n it prod-iction a llocated to 

me leased ire*  m a ll be regarded at roya lty  to  be d istributed t o .o r  the proceeds o l  Is pa id  to . the State. Iree a nd  d e a r  o l  a ll unrt expenses (and 

any portion o l  such t ip e n a a i w h ic h  is incurred awev from  the u n it  a rea l. In c lud in g , bu t not lim ite d  So. eapentet lo r  a epa rn io n , c lean ing, 

dehydration , gathering , u lrw w ie r d isposal, and preparing o i l .  gae o r ataoctatsd lu b ftanoa i tor transportation o f f  tha un it area, and Iree o l  any 
lien (o r It .

15 , P A Y M ENT S . A ll payments to  tha State under th it  lease shell be made payable to tn# State in  the manner directed b y  the State, 
and shall be I  w ide  red to tha State at

D EP A R T M EN T  OT N A T U R A L  RESO URCES 

373 EAST  F O U R T H  A V EN U E  

A N C H O R A G E . A LA S K A  97301 
or so any depository designated by tha State w ith  at N a il Sixty ISO) d r y  s' none t so Lessee.

16. PLAN  OF O P E R A T IO N S , la l No leaee operations other than surface reconnaissance m ay be undertaken by  Lataee. Its agents 

o i a u g n i .  on  the taaeed area, except m  con fo rm ity  w ith  a d a n  o l  operations approved by  the State. Lessee shall II I#  w ith  she State lo u r  (4) 
copies o l  Its app lication  I  or approval o l  Its proposed d a n  o l  operations

fb l The s p o l ia t io n  shall sat lo rth  * detailed proposed d a n  o l  operations, in c lu d in g , bu t not lim ite d  so, statements and  mece 

o r draw ings setting (orth each o l  the fo llow in g  111 tha sequence and  schedule o I the operations proposed 10 be conducted on  the leased area; 

' . I  protect td  uaa requ irem ent! associated w ith  the proposed operations , in c lud in g , but no t lim ite d  to . tha l o a n  on  aryl design o l  w d l  r te s . 

material d ie s , water supplies, b u ild in gs , roads, u t ilit ie s , eirsttips and  a ll othar facilities necataery lor e xp lo ra t io n , development and production 

o the leated tree ; (31 plans lo r  r*novation  o l  the leased area Upon tha comosetion o l  operations or phaaes th a rao l; and (4) a deerriptton o l 

ooereting procedures designed to prevent or m in im ise  adverse impacts upon  other natural resources and othar uses o l  tha leased eras end 
ediecent areas



(C) W ith in  s ixty (601 d a y . o» Laswa t ( illn f l o l c om p la t . .p p l lo t lo n  lo r  approva l o f  l o  p ro p ow d  p lan  o l  w m l o n . ,  the State 

d u l l  approve o r  deny t h . s p p i L i o n .  I . tha aop ..cat,on  I .  d enw d . , h .  State .h a l l  t t .»  In  w r it in g  lt> ra raon . (o r such den ia l a n d  fra y  p ropow

m od llic a t lom  w h ich , II accepted b y  Lass*#, w ou ld  q u a lify  tha p lan for app rova l. . . .  * m n r iif ire iin n  o f an .n rw w - d
(d l S ub-quan t m od ifica tion  o l an approved p l .n  o l  ope ra t io n , m ey be p ropo rad  b y  ! ?

plan o l ope ra tion , propraed bv  La w e  P u ll be considered under the o r a  procedure ! u ie d  (o r rev iew  and approval o l Lataee .  o r ig in a l p lan  o f

(e l Approval by  tha State o l a p lan  o l  o p e ra tion ! o r any m od ifica t ions  thereto i ig n l l le t  o n ly  that tha State hae n o  ob jection  to 

th t operations outlined  in the p len  from  the standpoint o f tha la t ie  adm in istra to r and  doe* no t relieve L toee  o f It i  o b  ipe tlon i to obtain 

aoprovali and pe rm it i required by  othar governmental agenc>»i having regulatory au tho r ity  over tueh o re ra t io n i

( I) A ll o l  Latsee’t operation ! on the leeee area tha ll ba In conform ance w ith  tha approved p lan o l  ope ration t,

17 . PLAN  OF D EV E LO P M E N T , (a) W ith in  t ix  (61 m on th i a lter ce rtification  o l  •  w e ll capable o l  p roduc ing  o i l ,  g a i o r  aaaociatad 

lu b ttanon  In pey lng q u e n t it ln , L t u a i  tha ll (lie tw o  121 cop ie i o l  an app licat ion  lo r  approva l b y  the State o l  an In it ia l p lan  o l  development 

The in it ia l c lan  o l  development tha ll detcnue Lataee'i p lan t (or developing the leased araa. N o  rleve lopm ant o l tha laaw d  area m ay  occur un til •  

Olan o l development has been approved by tha State.
(b l W ith in  s ixty (60 ) days o ( Lessee i  f i l in g  o l a completa spp lic at ion  (o r approva l Ol i t i  proposed In it ia l p lan o l  deve lopm ent, 

the State shall approve or Otny tha app lication . I I  th» app licat ion  It dsm ed , tha State tha ll state in  w r it in g  its reason lo r  tueh a den ia l and m ay 

propose m od if ic a t io n ! w h ich . If accepted by Lessee, w o u ld  q u a llly  the p lan  lo r  app rova l.

(c) The plan o l  deve lopm ent shall be revised, updated end subm ined  lo r  the State’s approva l annually  on  the anniversary date 

o l  this lease or on tueh other date as m ay be m u tua lly  agreed to by  Lataee and tha State. I I  n o  changes Iro m  an approved p lan  are contemplated 

I or the Io l low in g  year, a statement to  that (f le e t shell be ( lie d  in  lieu  o l  the requ ired revision and  upda tin g .

10. EXCEPT IO N  FO R  LEASE IN C LUO EO  IN  A N  APPRO VED  U N IT . I I  this lease is inc luded  In  an approved u n it , the Lessee shall 

not ba requ ired to subm it a seoaraie p lan  o l  operations o r p lan  o l development under Paragraphs 16 end  17 above

19 . LOGS A N D  O T H E R  RECO RDS OF O P E R A T IO N S . Is l Leiee# shall f ile  e ll loge and surveys taken , e description o f  a ll testa run 

lo r  each w e ll d r ille d  on  the letsed area , together w ith  e p le t show ing the exact lo cation  o l  each such w e ll , w ith  tha State w ith in  th irty  (30) days 

alter tech such w e ll has been com ple ted > -ioended or abandoned .

(b) A ny ana ,11 in fo rm at ion  H ied bv  Lasses w ith  the State In connection w ith  this leeee shell be available at a ll times lo r  the 

confidentia l uta o l  tha Stata lo r  tha  purpose o l  enforc ing compliance w ith  the prom ises , term s, cond itions  end cove n e o n  o l  this leaae end the 

provisions o l  State law . Inspection o l  tueh in fo rm at ion  by  any persons other then o fficers o r  employees o l  the State (end persons perfo rm ing  

any (unction o r  w o rk  assigned to  th em  by the Statel shall be governed by  app licab le  law ,

2 0 . D IR E C T IO N A L  D R IL L IN G . This lease m a r  ba m ainta ined in  force b y  d irections , we lls  d r ille d  . . u s r  tha ' rated araa Irom  

locations on other lands not covarad bv  th it lease. In  such circumstances, d r i ll in g  tha ll be considered to have co '.im en rao  on  the leased tree 

when actual d r ill in g  is commenced o n  such other lends lo r  the purpote o l  d irac ttona lly  d r i l l in g  under th t  letter erae. P roduction  o l  o il or pet 

from  the leased araa through any d irtc tions i we ll surfaced on such othar Itn d t o r d r i ll in g  o r rew o rk in g  o l  tuch directional w e ll tha ll be 

considered production  o r d r ill in g  o r rework ing operations on  the leased tree lo r  a ll purposes o f  this leaae. N o th i ig  contained In th it  Paragraph it 

intended or th a ll be con it  rued as granting  to Lattee any interest, license, taaement o r othar r ig h t in  o r w ith  rv n e c t to tuch lands In  a dd it io n  to 

any such Interest, license, easement o r other right w h ich  th# Lessas m ay have law fu lly  acqu ired Iro m  th# State o i from  others.

2 1 . O IL IG E N C r A N D  P R EV EN T IO N  OF W A STE  (a) Lstse# shall exerctie reasonable d iligansa  in  d r i ll in g , p roduc in g  and 

operating wells on  the leased area unless content to tuspen operations tem porarily  it  granted b v  the State.

(b) U pon discovery o l  o il or get on the Iresed area In quantities w h ich  w o u ld  appear lo  a rtttonebi* and prudent operator to  

be sufficient to  recover o rd inary  costs o f d r ill in g , com p le ting  and produc ing an add it io na l vrall in  tha same geo logic structure at another 

location w ith  a reasonable p ro lit  to  the operator. Lessee tha ll d r ill such wells at a reasonably p rudent operator w o u ld  d r i l l ,  hav ing  due regard 

fo r the Interett o f tha Slate at w e ll aa th t interest o f the Lataee.

I d  Lessee tha ll carry on ail ope ra tion ! under th it Isas* In  a good and  w o rkm an like  manner in  accordance w ith  th* methods 

*nd practice* set out In th* approved p lan o l ope ra tion ! and p lan  o l  development w ith  due regard lo r  tf.s prevention o l  w a rn  o l  o i l ,  gee end 

associated substances and th# entrance o l  water to th# o il and ga tbeanng  sands o r strata to  the destruction o r in ju ry  o l  the seme, end to the 

preservation and  coniarvetlon o l  th# property lo r  future productive operations Lattee shall carry ou t #1 Leteee'i aspens* a ll orders and 

requirements o l  the State re le t iw  to  the prevention o l  wrate and th# preservation o l  th# leated are*. I I  Lessee fails to carry ou t auch orders, 

the 5 tat a shall have tha r ig h t , together w ith  any other ava ilable legal recourse, lo  enter o n  the leased are# to repair damage o r prevent v ie ite at 
lessee’i  expense.

(d) Lessee shall securely p lug in  an approved m tr irm  any w e ll before abandon in g  It .

2 2 . O FFSET  W E L L S . Las*** shall d r ill such walls  at a reasonably p rudent operator w o u ld  d r i l l  to protect tha State adaouata'y 

from  lots bv  reaeon o l  drainage re m l ting Irom  p roduction  o n  other land . W ith o u t lim it in g  th# genera lity  o l  th* forego ing sentence, I I  o i l o r gas 

should be produced in  a w e ll on  o ther land not owned by  th# State o r on  wh ich  tha State receives a lower rate o l  roya lty  sh in  unde r this leeee. 

and such w e ll la w ith in  500 feet in  th# caw o l an o i l w e ll or 1 ,500  (ee l In  the c m  o l  •  gaa w e ll o l  land# than tubfect to  th it  lea##, a n d  tuch w e ll 

produces o i l  o r  gas lo r  a period o l  th irty  130) consecutive days In  Quantities w h ic h  w o u ld  lo o se r  to  a reasonable and prudent operator to 

be • ift ic ism  to  recover o rd inary  cotta o f d r ill in g , com p le ting  and produc ing an add it io n a l w e ll In  the terra geo io gc  structure at an offset 

iocs, on w ith  •  reasonable p ro fit to  the ope ra to r .and  ( ( .a lt e r  notice to lessee and an onp o rtum ry  to be nee- f. th# Stata finds that production  

from  such w e ll is d ra in ing  lands than  subtect to this leeee. Lataee shall w tth in  th irty  (30 ) days after w ritten  ovm and by  the State beg in  So good 

*#ith end d ilig e n t ly  proeeo/te d r i l l in g  operations (o r an o  I fart w e ll on  the Mated area. In  lie u  o f d r i ll in g  any w a ll requ ired b y  thta Paragraph. 

Laeate m ay . w ith  she State’s content, compenwre th# State in  lu ll  each m onth  lo r  tha a n im a te d  lots o f royafty through drainage in  the amount 
determ ined by  tha Stata.

3 3 . U N IT IZ A T IO N , (a) Leaae* m ay unis* w ith  others, tomtfy o r separate ly , in  collective ly adopting  and operating  under a 

X O (m nV v9  o f ur,>l agreement for th# e .pUsretton. deve lopm ent o r operation o f tha poos o r  f ie ld  o r  l ik e  ara* o r p a n  (hereof w h ic h  Inctudee or 
underlies the leased era* o r any part thereof whenever t  regu latory agency having epo ropn tte  lunsd ic t lon  d m r m n e t  and ra n ilie *  that such an 

agreement is In  th* (P fc lK  interest fo r th# Purpose o f  p ro o h fy  conserving th t na tura l rasouras o l  any  o i l o r gas poo f, f ie ld  or Ilk a  area or any 
p a n  thereof.

(t>* Laera* agrees, w it h in  H i  (6 ) months l it e r  dem and by  tha Stata. to  subscribe lo  a rtseonebM coooeratrve o r wnft sy semerrt 
vriiich shall adequately protect a ll p a r t ia l in in trrast. in c lud in g  tha Stata. Th# S ate reserves th# r igh t to  prescribe such an agreement.

, ,eJ W hsan t o l Lessee, tha State m ay establish, a lta r , change , o r revoke d r i l l in g , p roduc ing , rental and  rover tv
requiraments c l  this Maae I I  tha laaaad area is com m itted to any such coop erative o r u n it  agreem ent, and fra y  adopt such reputation* w ith  

reference to th is  lease in  connection w ith  th* institu tion  and  operation o l aery such cooperative o r u n it agreement a* th* State d * tram m e l are 
nerasmry and proper to secure th* proper protection o l  th# pub lic  interest.

. i l  « po rtion  o l  th# Is seed a res o r arty separata and d istinct to n#  o r  geo log ica l ho rtton  is comnatted  to an tpp rovad  or
prescribed un it agreement, tha com m itted  acreage or ton#  o r hortton d u l l  ba segregated In to  a separata and edit met tease h a r in g  the seme 

it ie r t ire  det* at this Seasa. Any  p o rt io n  o l  tha leased era* o r  any separata and d istinct tone* o r geo log ica l h o r iro n i not com m u ted  to  such * 

cooperate* o r u n it  agreement shaft ram * .a tubfect to th# terms and cond ition* o l  this lea** unaffected bv  tha po o lin g  o r u n r ilta t lo n  o f  arty 
o ttar po rtion  o l  th# Mated are* or ton*  o r hortton o r by  operations In  any tuch u n it .



24 INSPECT IO N . Leaae# ih«ll Im q  open at »ll reeaonabl# times, lo t Inspection b v  any d u ly  authorised re p ra an ia t ira  o l tha S u ta . 

the leased aree, a ll malls, Imorovamants, machinery a n d  fix tu res  tharaon , and a ll raports and  raoords ralatlva to operations and tu r .a y*  or 

investigations o n  o r w ith  regard to the lasted ires  or under this laaaa.
25 . SUSPENSION . Tha Suta  may Iro m  t im e  to  tim e direct or aoorove in  w r it in g  suspension o l  production  o r other operations 

undar this law # ,
26 . ASS IG NM ENT , PA R T IT IO N  A N D  C O N V E R S IO N . This lea**, or any und iv id e d  Interest here in , m ay , w ith  th# approval o l  th# 

S u ta , be assigned, subleased o r otherwise tranelarred at to  th# entire leased era* o r any ona  or m ore leg#; subdiv isions inc luded there in , or 

any separate and distinct ton# o r geological horlson  u n d e r ly in g  th# I n eed area or such on# o r m ora  legal sutxtiv is ion i there in , to any parson or 

persons qua lif ied  to ho ld  a lease. No assignment, sublease o r  othar transtar of an intaratt in  this leas*, Inc lud ing  assignments o f w o rk in g  or 

royalty m iararts and operating agreements and subiaases, th a ll ba b in d in g  upon th* State unlaat approved by tha S u ta . Lessee tha ll remain 

llabla lo r  a ll ob ligations undar this laaaa accruing p r io r lo  tha approva l bv  th# State o l any ass ignm ent, suNsase o r othar transfer o l  an Intaratt 

In this lease. A ll covenants, conditions and agreements conta ined  in  this lea** ahail extend to  and b# b in d in g  upon th# ha irs, adm in istrators , 

■uctation. and assigns o l th# State and/or lasae*. A pp lic a t ions  lo r approval o l an assignment, sublaet* o r othar transfer shall com ply w ith  all 

applicable regulations and must be tiled w ith in  n inety  (901 days a lta r th* det* o l f in a l execution  o l  th# instrument o l  transfer. 1 rentier o l this 

I raw  or an interest therein shall b* approved bv  th# State unless I t )  Lasae* la ils  to  com p ly  w ith  app licab le  atatutet and regulations o r (2 ) the 

Suta determ ines in  w rit in g  that tne best Interests o l tti# S u ta  lu s t ily  a den ia l. Where an ass ignm ent. sublease o r other transfer is mad* o l  a ll or 

a part o l I  n w  i  in ttrtrt in end to a portion o f th# Isased area , that po rt ion  m ay . at the o p t io n  o l  th# S u t t  o r upon reauert o l  the transferee 

and w ith  th# approval o f th# S u t t . b# segregated in to  a separata and d istinct lass* having th* a im #  affective data as t h l i  lease,

27 . S U R R EN D ER  Lasse* at any tim e m ay m aka  and  Ilia  w ith  the Stata a w ritten  surrender o l  a ll rights undar this laase o r any 

portion tharao l com onung  ona or more legal subdiv is ion o r , w ith  th* consent o l th* Stata, any  separata and d istinct io n *  or geological hortton 

underly ing the leased area or on* or mora Irga l subdiv ions th a rao l, Such a surrender tha ll be a llactrve as o l  th* data o l  t i lin g , subject to the 

continued ob ligations o ) Lei*** and his suritv  to m aka  paym ent o l  a ll acouad royalties and  to place *11 walls and surface facilities on  the 

surra no* rad l in d  or in  th# surrendered lo n # t o r h o ru o n s  in  c ond it io n  satisfactory to th t Stata lo r  suspension o r abandonm ent. Thereafter, 

Leuee snail be m essed Irom  a ll ob ligations undar th u  ita t*  w ith  rttoact to th* surrenoarad lands , ronas o r ho r itons .

78 . D E F A U L T  A N D  T E R M IN A T IO N : C A N C E L L A T IO N , (a) Tha fa ilu ra  o f Lasse* to  perfo rm  tim e ly  its ob ligations undar this 

laaaa. o i th# la ilu r*  o l  Less** o th trvntt to (b id*  bv  a ll a x p r t u  and im p lie d  prom ises, terms, cond itions  and covenants o f this leas*, shall ba 

deemed to be a defau lt in  Lessee's ob ligations hereunder Whenever Lessee fails to com o ly  w ith  any o l  the provisions o l  this leas* (othar than a 

provision w h ich , b y  its terms, provides for autom atic w rm m a lio n i and fails w ilh m  n x ry  (60 ) days after w ritten notice o l  such defau lt to 

commence to remedy and thereafter d iligently  p ro tecu ft oper#tions to remedy such de fau lt , tha State m ay term inate this leesa if at that t lm a 

there tt no w a ll on  th t leased area capable o l p roduc ing  o i l  c r  gaa in  pay ing  quantities If f t  that tim e there i l  a w e ll o n  the leased araa capable 

o f produc ing o il o r gat in  pay ing  qu tn t it ia t . this leesa m ay  be term inated by  an aoorooriat* tud ic ia l p roceed ing . In  the event o f any term ination  

undar th u  subparagraph, Lattee shall have the right to reta in  unda r this lease any and a ll d r i ll in g  o r p roduc in g  wells at to w h ich  no da lau lt  axitta 

together w ith  a parcel o l  land surrounding each w e ll 3f w e lls  and such rights-otway th rough  tha le tted  are* at ere reasonably necessary to 

enable Lessee to d r i l l , ope ra le , and tram oon  o il end/or gat Iro m  such retained we ll or w e lls .

(b) Tht S u ta  m ay cancel this let** as any  tim e  it th t  Stata de ia rm .net, a lter Lessee het been given notice and a rtesonabl* 

opportun ity  |0  u r heard , that I I )  continued operations pursuant to  this leaa* probet- v w il l  causa serious ha rm  or damage to b io log ic  resources, 

to p io oe rry , to m inera l resources o r to the env ironm ent ( in c lu d in g  in #  hum an env ironm en t), (2 ) the threat o l harm  or demeg* w il l not 

disaopesi or decrease to an # era r u b le  extent w ith in  a raaaonabte period o l t im t , and (3 ) th# advantages o l  cancellation outw a ight th* 

edxentages o l  continu ing this leaa* xn loro*. Any cance llation  under this suboaragraoh shall no t occur uniats and u n t il opera tion ! undar this 

iraee n#*e been under suspension o r ttm porary p ro h ib it io n  b y  th# S t i l t ,  w ith  due extension o l  tha term  o l this Mat*, continuously  (Of •  period 

o l fixe 15) years o r lo r  a letter period upon request o f the Lessee A ny  cancel let ion  under th is suboaregriph  w il l  entitle Lataee to receive such 

comper.tatxon ** Lett** oem onitreret to the Lu te  u  equa l to the letter o l  ( I )  the value o f the cancelled rights #s o l  the date o l cance llation , 

w ith  due consideration being g ra n  to both ansicioated revenues from  this leeee end antic ipated c o s u . in c lud in g  c o m  Ol compliance w ith  a ll 

aooiicab1* regulations and ttipu ienons lia b ility  lo r  Clean-up costs o r damages, or bo th , in  the case o l  an o i l  icmII. and a il other c o m  reasonably 

anticipated under this lea*#, o» (2 ) th# exeats, if a n y . over Lease 's  revenues from  this leeee (p lus interets thereon from  th# det* o l receipt to 

det* o f reimburse men i i  o l  *41 consideration p#xd lo r  this lease end a ll direct expenditures m ade  bv  Leaae  a t m  the affective d m  o l this leeee 

and in  e ra I Action mum atpsoration o r d*ra*oom*ni. o r b o th , pursuant to  this tees*. cXui interest o n  such consideration end such expenditures 
from  th# as*# o l  pevm erii to the date o l  reimbursement

29 . R IG H T S  UPON T E R M IN A T IO N . U pon  th# #xoxr*tion or earlier term ination o l  this laaaa as to  a ll o r any  po rt ion  o l  the I*axed 

, f ** Laoe* mull be d-reeled in  w rit in g  by  the S u t*  and  shall have th# right at any tim e w it h in  a pe riod  o f on# 111 year thereafter, or such 

extension tharao l ax may be granted by  the S u t t  to  rem o ra  Iro m  the leased era* or po rt io n  thereof #11 m ach inery , equ ipm ent, too ls, end 

metenari. U pon  she *■ oust ion  o f such period end i t  th# o p t io n  o f th# State, any m ach inery , e q u ipm en t , too l I .  and materials w h ich  Lata*# has 

not removed from  the leaaed era# o r portxon tharao l become the proo*rty o f the State or m ay be  removed  b v  th# State at Lessee's axpenea. At 

, f ** 00,KX1 c t *(** State, at) improvements auch as roads , pads end wests d u l l  e ither be abandoned and th# liras  restored bv  Lessee to  the 
xetiffection o l  th* State or be M il Intact end Let*** ebaosrad o l  #»i further rrspratabxlitv as l o  their m aintenance , repairs and eventual 

abandonment and restoration SubMCI to She toragrang. Lessee snail dalxrar u p  th# leaaeo area o r such po rt ion  o r portions thereof In good 
oonratxon

_ ^  JO D AM A G ES  A N D  IN D E M N IF IC A T IO N , (a) N o  right* under reservations conta ined m  leases or grants o l  A laska land  m ay b*
* xercxsed by  th# Stata or by  It i leaase un til p rw .u o n  hat been made »o to y  the owner o I the le n d  upon  w h ich  the reserved rights are sought to 

tx e a ie rc io d  lo l l  payment foe Ml damages autsamed by  the ow ne r bv re w on o l  entering o n  the le n d . I I  the owner fo r any reason refuses o r 

nedects to setfM tew d e m e n t , the Star* or tea Lasae* m ay enter upon  th* land * *m  po tting  •  surety bond  determ ined b v  the State, after notice 

end an opportrauty to be heard , to be aufficSent as SO (o w n . am oun t , and security to secure to  th* owner paym ent fo r damages, end may 

•ntsrtra* legal p roceed ing  tn a court o f competent turiKhc lkon wheel  th* land  Is located to d m r m in t  th# dam ages w h ich  tha owner o l  the land 

m ev iu ffe x  le a a e  hereby epees lo  Dev any demeges that m ey  become peyebM under AS 38X75.130 end  to Indem n ify  the State and no id  It 

nanraea from  and agan tt *wy cJeime dem and ., liab ilit ie s  and  expenses an ting  Irom  or xn connection w ith  auch damages. Th# f urn id l in g  o l •  

bond in oompiMnoe w ish th u  Paragraph ih e ll be regarded b y  th* S u re  at suffic ient petwssxon Ir a  th# paym ant o l  a ll demeges m at m ay become 
pevabM under AS 38X16.I X  by  virtue o f thu  M ew .

(b l leeee* iFiafl indem n ity  ttv# L u te  f ra . a n d  ho*d It h a rm M a  from , any claxm. In c lud in g  cfeims foe to a  o r  demega to property 

ra  xntury to  a neracxi ra persons cam eo by  o r resulting fro m  any act o r omitaxon conurtnred ourevant to  this tea** by  or on  b tn a lf o l  Lexnea, 

Laws* shell not be he ld  m oonaxbM  to  the Star* u n o tf t h l i  lu to s ra g ra ph  lo r  any loss, demeg* o r in ju ry  caused by  or resulting from  the m i*  
negligent* o l  the (ta t* .

le i t ***** e tp raw iv  eraxraa any o t le n w  so an  action  lo r  breach o f •  covenant o l  this Maae ra  Ira  damage* resulting Iro m  m i  o il 
M»il or other harm  10 the in w w u t e n t  whetfi it beeeit on  the feet that the eel ra  o w w a n  compSMned e l  m  oom nuneO  bv  #n independent 
contractor ixw ee  * • p re a t i egress to  assume raxeiorvei fail try lo r  M l a rt io n t o l  *t* indepenoen • contractors



31 , BONDS, U l I I  f e q u t t e d b v  t h e  S u i e .  L e w  d w ll lu m N h  •  b o n d  p r io r »  the is w e n e i o l  t h l i  M ew  m e n  e m o u n ie q u e l io e i  

itett ( 5.00  0* i  acre or fraction t h m o l  contained in  th# M w d  #ra#, bu t no Me# than S 10.000  0 0 . and th a ll m a in ta in  u id  bo nd  at lo n g  at 

raqu irad by tha Stata
Ib l  B rlora beg inn ing  d r ill in g  operation! on  tn# laaaad araa. L tu e e  tha ll lu m it h  a b o n d  In tha  am ount o f at iaatt *10 0 ,0 00  00

and tha ll m a inta in  and bond at long  at raquirad by  tha Stata _______
(e) Lett** m ay , in  lieu o f the bo nd  raqu irad undar (a) above , fum ith  and  m a in ta in  a 5 t e rm  tat bo nd  In  accordance w ith  

aoplicabla regu lation !
Id ) The State m a y , after notice to h im  and a raaaonaoi# oppo rtun ity  to  be h ea rd , require a bo nd  tn a rataonahla am ount 

gratttr than th# amount toactliad in  la) and (b l above where a u d i grearer am ount it  |u tt i( i# d  by  th# nature o f  the turfaca and It* uaat and th# 

ilagree o f rltk  invo lved in the types o l  operations be ing or to  be earned out under t h l i  lease. A  Statew ide bo nd  tha ll not ta t iify  any requ irem ent 

o f a bond  I mooted under tn n  tubparagrapn , but m a il be eonndered by  the Stata in  de te rm in ing  tn# need fo r e nd  the am ount o f any  add it io na l

bond under th it tuboaregraph _________________
(a) if  th# laaaad era# i l  c om m in ad  in  whole or in  part to  a cooperative o r u n it  agreement app roved o  tweterlbed b y  the Stata 

and a un it bond  it  fum tthed . Laaaa* need not thereafter m a in ta in  any bo nd  w ith  respect to  the po rt io n  o f th# leased *•** com m itted  to auch

32 . FORCE M A J E U R E . I '  th# S u ta  detarm .net that Lasae* hat been prevented , after e fforts meet# in  good  'a ith . f rom  com p ly in g  

w ith  any repress or im p lie d  promt##, ta tm , cond it io n  or covenant o f th it laaaa, from  conducting  d r i ll in g  operations , or from  produc ing  or 

m arketing o il o r  gas from  th# laaaad area, by  reason o f w ar, n o t ! ,  act* o f  C od . unusua lly  severe w eather, o r  any  othar ctuM  beyond  Lessee » 

raaonao ie  a b ility  to foresee or contro l (inc lud ing  detavs caused bv  iudtc ie l decisions or lack  the reo f), w hether s im ila r to  those enumerated or 

no t. Lessee i  ob ligation  to com o ly  w ilt , tuch pro m i  on  thall lie  iu  spender), but not vo ided , and  Ltstee tha ll not ba liab le for demeges lo r fa ilu re  

to com p ly  therew ith . If Leatea t ob ligations to conduct d r i l l in g  or rew o rk ing  ooe ra tion i are sutpendad undar th u  Paragraph and the 

continuation o f such ooeration i w ithou t autpen iion  w ou ld  have had the eflect o f preventing the •  s p ira l io n  o r  term ination  o f th it  I tee*, th it 

less m a il not termantt* du r ing  th* period wh ich  th* ob liga t ion  to  perform  tuch ooe ra tion i It lu tp e n d e d . N o th in g  in  th u  Paragraph m a ll ba 

conrtrued to im p e n d  the ob liga t ion  to Dev renteti, o f  to turner*) th t o b liga t ion  to  Pay revelries or othar p roduc tio n  or o ro lit  based paymants 

from  ooera tion i on  the leased araa which era not tum ended or from  ooe ra tion i w h ich  are not a I I  acted by  an y  tuch *u w en  n o n , to  th* State.

33. A U T H O R IZ E D  R E P R ES E N T A T IV ES  Th# Star* D irector o f the D m n o n  o f  M ineraU  and Energy  Management. Department o f 

Natural Resource! and lh*  person executing thu  leeee on beha lf o f Leeee* ih * ll be th* eu thon red  representative ! tor their rawective D nnc ip e ll 

for purposes o f e d n vm tn t in g  th u  itaee Th* Stale o r Leuee m ay change the oa i gnahon  o f i d  a u tho r)tad  representative o r the eodreae to whtch 

notioet 10 that rapraaentatrv* era to  be sent bv  a no t**  g>v*n * accord w ith  Paragraph 3 4  b e lo w . Whar* activities Durtuant to  a p lan  o f 

oo tra t io n i art underway Leuee w il l  a lto detign tt* . pursuant to  •  notice under Paragraph 34  b e lo w , by  nam e , tob title  and e d d r ru .a n  agent 

wno w il l  be present m th t Stata d u r in g  a il tuch actrvitie i

34 . NOTICES A ny  notioet raqu irad or pam urted  under this le a u  m a ll b* bv  electronic m ed ia  p ro d uc in g  a parm erent record o r in  

w rit ing  and than b* given person el tv o r bv regu iared or c and ie d  m a il , return receipt requeued , eddretaed et f o l lo w ! :

TO THE  STATE

D IR EC T O R . 0 IV IS I0 N  OF M IN E R A L S  A N D  E N E R G Y  M A N A G E M E N T  

DEPA R TM ENT  OF N A T U R A L  RESO URCES 

703 W  N O R T H E R N  L IG H TS  aO U L C V A R O  
A NC H O R A G E . A LA SKA  09503

TO THE LESSEE:
A m e r a d a  H e s s  C o r p o r a t i o n  

C / o  N .  0 .  B e r n a r d  

P .  0 .  B o x  2 0 1 ( 0  

T u I s a * O k l a h o m a  7 M 0 2

Any tuch notice tha ll ba affect me w hen  datrverad to the <vragosng eu thon red  representative

35 . STATUTES A N D  R E G U LA T IO N S  Thu  M aw  u  tubtect to M i State and Federal ttatutae end  raguMt>oni in  affect on  th# 

effective date re re o f . and , •necler a* it  conetitutumM iv p rm u tM bM , to eft tta lu tet and raguM ton t here inafter p laced m  effect, T h it M aw  the ll 

not he interpreted et a lim ita t io n  upon  tn* u n c e  by th# Stats o f A laska o r b y  th* U m ttd  Stata* o f Am erica  o f  th# power to  enact and  

enforce legislation or to prom ulgate and enforce regulation* a ffecting , d irec tly  o r m deectty . th# ao tm tie t o f La wee or ttt agent t m  connection  
w ith  th u  ieaw  o r th# W u t  o f th* mtareett he ld  under th u  Maw

36. IN T E R P R E T A T IO N  Thit M ow  it to  be m teipserad  in  accordance w ith  the rule* eopn rahM  io  tha  interpretation o f contract! 

mad* in  the Stata Of Alaska Th# Paragrson heeding* era not part o f th u  M aw  and  are in terred o n ly  fo r convenience Th# S ate  and lease* 

eepready cr tenant thet the lew  o f th# Sun* o f  A le tte  than aopry m  m iv  |u d < iM  proceeding under th u  is aw

37 . IN T ER EST  IN  R E A L  PRO PERTY It u  the in ten tion  o f  the pertu* that the t g h t i  granted to Leasee b y  th u  Mew connttu t*  an 
mtaraet tn real proparry m  the M aw  are*

M  S E V E R A B IL IT Y . H u m  fmottv determ ined n  any tutfcctM proce ed ing  that #ny  prow  i o n  o f th l I  Me** U tnv* 1 , th*  S u ta  and 
‘***** m ay lowitfy tMwrrr-ne and agree by  a wriTTan amendment to  th u  Mae* tha t , tn contadtratson o f th# p r o m ,see term*, c ond it io n i end 

covenant# contained in  that w ritten am endm ent, th* m vw e l p o rt io n  o f |h#  i**w  wsfl be treat**) at save rad  front th* M aw  end that th# rememoer 
o f the ieaw  et amended, end remain m  affect

39 . D E F IN IT IO N S , A ll w o rdt and pn raw t -sad in  th u  Ieaw  are to  be interpreted w*iere poaMbM in  th# manner r a o w a d  In  raaoect 
to th# tn trrp rrte ton  Oi r u tu fM  bv  AS  0 1 .1 0  0 4 0  However, the I  ok low in g  words hare  th# fo llo w in g  m ean in g i u n i eta the r o n ta n  unevouM M y 
rath!ire* othtrvww

  ) U  "04*  meant crude petroM um  o*t and o ther h vd ro o a rtom  ragardMw o f  grevstv a h d i  era p roduced Ml l io m d  fo rm  b y
o n V ie w  production method*. r r c lv d n g  IsguM) hydrocarbon* kn ow n  w  diftUMt* or oondw iw ta  raoo ie red  b y  w pa re t io n  frp m  ga* o tha r than at a 
H# proe— tng p lant:

f2l  ■ #**" mean# a il natural gat m e e d  n w m m  g w i and  a ll o ther hydrocarbon* produced w h ic h  are net 0* fm *d hereen a*
oat.

(31 associated M r u n c a t  means Mr M r u n e e t  aaoart hatnam produced at an inc ident o f  p roduc tion  o i  o d  ra  g w  b v  
ordinary production method* and not dermeo •**rwn at on ra ra#

(41 "drfllM ig" mean* th* act o f  b o nn g  a ho*# to  reach a p ro posed  bo ttom  ho«a location  th rough  wtuch o il or ra# n w r  ba 
prpdurad  If wvoocmwred in  pay ing  raaanotlaa, and m rtudat rad rtiung , Hdetreckang. dagpgraa p  o r othar mean* neeeawry to  raech the proposed 

. o n  cm rc»* location tatting , togpng  P*nggrg and om er o p e ra to r*  nweaeery and mciOentw to  th# actwei bortng o f  th# ho#*:

IJI "rework ing  operations m ean , ear coeretsons oaasgrsed to raw s , ra n  ora  ra wnorpve p rod uc t io n  tnroura *0>*** w a i t  
°** t '^ n c - 't 'v  d u lle d , w h d r g ,  tad  not kmated to . meov*meat o r tfvemvcei treatm en t o f a ny  n o n tc n , pauggng  t a t #  to  test higher rrrara , etc :

   *•* "po rin g  qvonm w a*  meant o u s n iin w  Suffic ient to  yiekd a return  m  t i t e e a l  ooerettng coeti even th ough d r i ll in g  and
•d u ram en t co rn  m ey never be reoetd enet th* wndertekmg com m a rad  as a who** n e r  u ittmetafv reaun Mi a  tow .



4 0 . C O N D IT IO N A L  LE A S E . II i l l  o r * port o f th# laaaad t n *  l i  la n d  that h o i boon aalacwd b y  tho Slot* undar law* o f it>« Unltad 

S u m  granting  landa to th« S u u .  bu t tuch I tod  h a i not b**n p a tm tad  to th t  Stow by  th* U n lttd  S u m ,  th*n th l i It*** It t  cond itiona l k it e  m  

provtdad b y  l*w  un til r ic h  •  p o t in t baoom ai affacltva. If  fo r *ny n a o n  lo c h  ■ w k c t io n  It not f in a lly  app roved , or w ch  * p*t*nt Ooat not 

bacom t a ffactiva , any u n t i l ,  roya lty  o r  profit-bawd p o ym tn u  mad* to  tht Stat* undar t h l i  l**a* w il l  no t b* r t fu ndad .

4 1 . EM PLO YM ENT  OP A LA S K A N  R ES IO ENTS . Lotta* thall com p ly  w ith  a ll v a lid  and tp p llc a b lt  Itw t and u g u U t lo n i w ith 

ragard to tha h ir in g  u f  A lw k j ra u d a n u . Lasa* w il l not d iic r lm ln tt*  tgam rt A J u k j r a k d a n t i. at p roh lb ltad  b y  app llcabf* law i and ragu lo tion i o f 

th* Stat* o f A lt t lu , L a tm  w ill fum lah  th* A lM ka Daoartmant o f Labor t  o u t m r ly  u p o n  ragtrd lng th* tm p lo ym *n t o f Altaic* u u dan ts  on th* 

laaaad art* In  com plian t*  w ith  ragu lationt adoptad bv  th* C om m ia ilonar o f L abo r . . i —  ^  /  _
IN  W IT N ESS  W H ER E O F  tht pa rt ia l htv* txacurad th l. law *  affactlv* *> o f tha f  day o f  j g  y O

LESSEE

AHERAOA HESS CORPORATION

By
V. M? Hebertson, Vice President, U.S. 
Exploration t  Offshore Joint Venture 
Operat ions

STATE O F A LA S K A

By:

Tltla:

ETHEL H. NELSON 
L«sing Manager

T H E  U N IT E O  STATES OF A M E R IC A  

STATE OF A LA S K A

T h li c t r t l lk t  that on  th* f  / { J j \

A cknow ledgtm ant o f L aoo r

0,SI t f / U U s K L  -I

•CL io n

t tn d  for th# S u t*  of
A lt iU .d u ly  commrtnowad and iw o m , pauon tr iy  aopaatmT  ' '7 f~  ~ f f ^ N f e L s O N

o m« m o w n  to  b t  th# pauon  w ho  r . ic u t a d  tha tougdtng  k a t*  on  b a U lf  o f th* S ut*  o f A la* U .  w h o . t fta r b a in g d u ly  rworn according to  l*w . 

ru ta d  to m* unorr oatn that h* hat au thon ty  purtuant to  law  to t ia c v t*  th# fo u g o m g  laaaa o n  baha lf o f  th# Stat* o f A la ik a . acting through 

th* O ivtiron o l  M ina ra ii and Crwrgy M anagwnant. D tpanm an t o f Natural Ratouroat and  that ha t ia e v w d  th* aam* fraalv and vo lunw rtly  
a i th* act and  daad o f th* Sut* o f A law *  and for th* U nh iio n  o f M m m i  and Enargy M anagam tnt, O apanm an t o f Natura l F’n o u r c ii

W ITN ESS  m y  hand and o ffic ia l atal.

MARY K. WEJSENBERQER 

N O T A R Y  P U B L I C
' T A n  OF ALASKA

f in  and fo r A la aU

• f •* n a iA r** ' ’
.  , *. i . ' l . t *



STATE O F A L A S K A  

30th C O M P E T IT IV E  O IL  A N D  G A S  LE A S E  S A LE  

- B E A U F O R T  S E A  -

LEASE  S T IP U L A T IO N S

A O L 3 1 2 7 9 8

Sate  S tipu la tion  N o . t •  H iito r ie  and Archaaoiootc D iicoverte i

In  tha event any  H ie , itrvc tv ra , o r ob ject o f h lito r lc  or ercheeologlc tign iflcane* ih o u ld  ba dtieovered d u r in g  tha conduct o f  any oparatlom  

on tha It  atari araa , tha lataaa tha ll raport Im m ed iate ly  tuch f in d in gs  to  tha O lrecto r, D iv f lfo n  o f M lnara lt and  Energy Management, and  maka 

avary raatonabla  a ffo rt to praaarva and protact tuch u ta . rtruc tu ra , o r ob)nct from  dam age u n t il tha O lractor haa givan directions aa to It i 

praaarvatlon .

U pon  a ban don  man t o f  tha d r ill in g  p la tfo rm  or ra latad f a d l i t la i .  tuch fac ilit ia i w i l l  ba ram ovad  to  tha extent that lh a y  no longar Intruda on  tha 

h lito n e  o r cu ltu ra l teana o r cou ld  otherw ise adversely affact an arebaao log lc . o r  h lit o r lc  tits  o r  araa in d u d e d  In  o r  a llg lb la  tor in d u i lo n  In tha 

National Register o f H istoric P laon .

Stata S tipu la tion  N o . 2  ■ Cnvtronmar.tal T ra in ing

Tha letiaa th a ll Inc luda  in  any e xp lo ra t ion  and/or deve lopm ent p la n t a p ro p o ie d  env ironm enta l tra in ing  p rog ram  fo r a ll peno-ne l invo lved in  

exp loration  o r develooment activities l in d u d in g  penonne l o f tha iaaaaa'i con trac to r ! a n d  lu b c o n rra e to n l fo r review  and aoorovei bv  the 

O lractor, O iv it io n  o f M ineral* and  Energy M anagam ant. Tha p rogram  tha ll be dengned to  In fo rm  a a d i Perron w o rk in g  on the pro/act o f ipec itic  

typat o f env ironm enta l, toc ia i, and  cu ltu ra l c o n a  n t  w h ich  relate to  tha In d iv id u a l' ! jo b . T ha program  tha ll ba  fo rm u lated  and Im p lem ented bv  

qua lif ied  instructors experienced In  each pertinent f ie ld  o f  rtudy  and  (h a il em o io y  a ffac tiva  method* toenau re  that penonne l unden tand  and 

uac tachnktuai n acanary  to preaerve archaeologica l, geo log ica l, and  b io lo g ic a l reaourcat. Tha p r o q ir n  th a ll a lio  be detigned to m ere axe the 

eantitivttv and u n dem and in g  o f peno nne l to c om m un ity  v e lu e i, cu tto rra , a n d  llfa t ty la t  In  araaa in w h ic h  tuch p anonna i w il l  be operating .

Tha lettea ih e ll a lio  lu b m it  fo r m n e w  and  aoorovei a c on t in u in g  technical env ironm en ta l b r ie fin g  program  fo r lu pe rvnon r and managerial 

p anonna i o f tha le n a t  and It i agents, con trac ton , and  lu b c o n tra c to n .

Stata S tipu la tion  N o . 3 • S te  Hart oration

A fter com p le tion  o f the exp lo rato ry  d r i ll in g  pheee. a ll rtrvcturte w il l  ba ram ovad from  rha leeee end the lataaa w il l  la tto re  the u ta  to I n  o rig ina l 

cond ition  unlaee the tttuetura o r  t<r» w il l  be ueed In  the p rod uc t io n  phaae o r fo r a d d it io n a l exp lo rato ry  d r i l l in g  o r unlew  it  n  not in  the ba it 

interett o f tha pub lic  o r tha env ironm ent to  require removal o r re rto re t ion . A u tho r iza t io n  to  laevt the rtructura in  p lace mutt be ob ta ined  from  

the O lractor, D rvtuon o f  M inerals and Energy M anagem ent, after consu lta tion  w ith  tha D epartm ent o f F ith  and  G am a and tha Department o f 
Environm enta l Conservation

Surface entry b v  tha It wee or lu bcon trac ton  

BF-S1 and BF-92) d u r in g  tha pe r iod  M ay 15 to Augutt 15 . Surface entry d u r in g  
■ < 11 ■ . - 1. . ■ 4 t — ^  i i  j f [  t i  t  « n ~ i n  n  1 1 e 1 p Ti i ~ i . e i m ~ ~ i ‘

un it BF-64) and  Pole Ittend (Stata Vsaaing units

Dm aron

State S tipu la tion  N o . 5  • Special B o io g ic e i Retourcat

If b io log ica l pocxjlenont o r habttata w h ic h  m ay requ ire a d d t io n a i p ro tection  are id e n t if ie d  b y  tha  D irecto r, O M a io n  o f M in e ra li . i d  Energy 

Management, on  any trecti in  tha leasing area, tha D irector w il l  requ ire  tha leeeet to  conduct env ironm enta l t u r v r r t . at approved b y  the 

D irector, to  determ ine the extent end oom oot/non o l  b o io g fc a l ooputetione «r hab ita te . end  the effects *.t proposed Of existing ooe renom  on 

the pooutetiont o r hebtteo wh ich  m igh t rsog .re add it io na l protective measures The D irec to r ih e il prov ide w ritten  notice to the lessee o f hie 

dK ieeon tn  requ ire  such curvayt. Such u r w y i  xwil be re q u re d  for the area k n ow n  aa tha  Bou idar Perch, w h ic h  epo iie t to the fo llo w in g  leasing 

u n lt r  U F ^ J , B F .7 0 . D F .7 1 .B F 7 6 . B F .7 7 . O F .7 8 , BF 7 9 . 0F-B2. B F « .  0 1 -0 9 . and B F - I IB . F o r a il othar tracts w ith in  tha leaaa area, the 
nature end extent o f any surveys vw ll be dete rm ined b y  the D irector o n  •  caeedy-ceee basis

Baaed on  any surveys w h * h  the O lrector m ay requ ire o f  the leeeaa, or other In fo rm a t io n  ava ilable to tha  D irector on KMCtai h o io q e a i 

reaoorcet. tha D irector m ay reqw re the Ieases to : ( 1) locate the tite o f  euch ooere tlon  ao a* not to  adversary a f f e d  tha resource iden tified ; 

171 e ttab iiih  to  the eeoefactton o f the D irecto r, o n  the basis o f  a tits specific survey , e ither that such operation  w i l l  not have a t q n if la v n  

aheres effect upon  the resource iden tifie d  o r that a to eoa i b io io gw a i resource does not e x ir t ; (31 o g e rs a  d u r in g  those padodt o f tim e that do  

not adversely affect the btotogaaaf resource* as ee ab ildvad b y  the O lrec to r; end H I  m o d ify  operation* in  such a w ey  aa not to  affect adversary 
the ugm ficant b io to p e *  pocMettone o r he’s  test daeeivvng p ro tec t io n ,

l t l * "  thet. If  any area o f b io log ica l MgnJficancs m o u ld  be tkeoow rad  d u r in g  the conduct o f any  oparvOore on  the ieaaad araa.
he sha ll  im m eddte fy  report auch fWxhngx to  tha OVector. a n d  m aka  every raatonab l i  a ffo rt  to preeerve a n d  prreact the b io log ica l resource 

um w  *he Otrartor has grven the ieeaae d irections w it h  re ap ed  to lea p rreec t lu n .

The k e n  ih e il lu b m it  a il deta ob ta ined In  tha course o f  such eurveye to  tha D irec to r , w it h  tha locationa l in fo rm a t io n  fo r d r ill in g  or other 

acttvtry. The lessee m ay taM  no  action that m igh t result In  any  effect o n  tha  b io logac popu la t ions  or habitats surveyed, u n t il tha D irector 
provtdat w ritten  d irections to  the leeeee. w rth regard to  le n ru aw b le  actions.

K now n K w u a i tnotoqca i mcxjttm end then  habitats in c fud t herd  and  rocky  bottdm * set th  k a lo . t r y o io a n i , apongaa. co ra l, or othar soibawtMc
OBMMMia



i l a l t  S t i p u l a t i o n  No .  6  • Dr i l l ing Di tdiargiai

1. D lteharg* o f produced w eten  Into  m anna watart it  p ro h ib ite d , except that tha C o m m iu io n a r  o f  tha Department o f Env ironm enta l 

Contarvatlon m ay approve ditchargat in tract* greater than 10 m a t tn  o f wetar on i  a w  by-caw  b a n

2 . Discharge o f d r ill in g  m ud t and cutting* in to  m arina  w a t tn  it p ro h lb ita d . axcapt that tha C om m in io n a r o f tha O apartm ant o f 

Env ironm anta l Con la rva l ion  m ay approva d itcherge i (a l In  tract! graattr than 10 m atart o f  watar o n  a caaaOv-cata batit and  (b ) In 

tract* o f Ia n  than 10 m a tan  of watar on  a cata-by<aaa baalt If affloant* a ra th ow n  to ba n o n a o a ic  and can ba adaouataly d ituaraad .

Stata S tipu la t ion  N o . 7 •  Pipeline*

1. P ipa linat w il l ba requ ired (a) II p lpa lm a r ig h a o l'w a y  can ba datarm inad  and ob ta ined  .-(b) If  la y in g  tuch  p ipa lina t it technically fam- 'e

and env ironm anta lly  prafarab l* : and le) I f . in  th* o p in io n  o f th* la n o r . p ip a lin a t can ba la id  w ith o u t oat tocial lo u , taking Into account 

any Incremental cottt o f p ipa lina t over alternative m athodt o f  trantoortation and  any Increm enta l banafitt in  th* fo rm  o f Inoraatad

env ironm enta l protection  o r reduced multip la-ute c o n f lic t !. The lattor toac ilic a lly  ratarvet th* r ig h t to  require that any p lpa lm a  uaad

I or tram portm g p roduc tion  to thore b* placed In  certain d  f t  ig n ite d  managm ant tre a t . In  aalacting th* meant o f tran too rta tion ,

contidaration  w il l  b* given to any reccm rnandation o f  tha Beaufort Sea C oord ination  C om m ittee . W here faanb l* . and env ironm enta lly

p referab le , a ll p ip a lin a t . Inc lud ing  bo th  Mow line* and  gathering l in t t  fo r o il and g a t , th a ll ba detigned and com tructed to  provtde for

adaouara protection from  water cu rrtn tt. tto rm  and  lea tcou rlng , tub freanng  c o n d it io n ! , and o thar hatardt at determ ined on  a

cate-bv-caw b an t .

2 . F o llo w in g  tha com p le tion  o l  p ipe line  m rta ila t io n  o f tu ff lc itn t capac ity , no  crude o i l  p ro d uc t io n  w il l  be tran ioo rttd  by  turface vettei

from  o ffth o rr  p roduc tio n  tttet. t tc ap t in the cate o f em ergency. D ete rm ination ! at to  emergency c o n d it io n ! end appropriate retoontet 

to that* c o nd it io n ! w il l  ba made b v  the O ircctor. O lv it io n  o f M ine ra l! and Energy M anagam ant,

3 . Where th t thrt* c r i-*n* tat forth m  tht f ir it  tanrtnoa o f  th it rt io u la t lon  a rt not m at and turface tram oo rttt io n  mutt b* tm p lo y td ,

a ll vetaaii utad for carry ing  hydrocarbon* to  thore fro m  th* laaaad araa w il l c on fo rm  w ith  a ll tttnde rd t attao lithad fo r tuch vataalt, 

pu r iu an t to th* Portt and Waterway* Safttv A a  o f 1972  (40  U S .C . 3911*11.

State S tipu la tion  N o . 8  - So lid  Watt*

Solid w a n t  d t to o u i on natural or a rt ific ia l ttianot o r m  m anna  watart w ith in  th* ita w  area it  p ro h ib ite d

Stat* S tipu la tion  N o . 9  - Saatonal Oparattont

E ap iorato ry d r i ll in g  and tartirvg. a n d  othar downhot* a ■ pi o ratory ac tiv it ia i from  surface lo c a t io n ! ou t tide tha barrier n ltn d t  w il l ba lim ite d  to 

tha period November 1 th rough March 3 1 . u n ia it  the O irac to r, O iv ilio n  o f M m ara lt and Energy M anagam ant, after contu itm g w ith  th* O il and 

Gat Conatrvetton C o m m m a n , datarmma* that continued o o a 'a t io n t are n te rn a ry  to prevent a lo u  o f  w e ll contro l or to  enturt h um an  u le r y  

Thit rt ipu la t ion  w il l  ramam  m  a Matt fo r tw o  v te rt fo llo w in g  lu uanca  o f th* ten*

Exp lo rato ry  d r ill in g  and ta il in g , and  other downhot* »»p i o rato ry  earv iti** from  lu riace  looation t in t id *  th* barrier n ltn d t  w il l b* lim ite d  to  

th* period November 1 th rough March 31 . except th* O lrecto r. Otvtuon o f M .n*r* lt and  Energy M anagam ant after c o n tu tu t io n  w ith  th* 

B io log ica l Tat k F o r a  m ay  a llow  d r ill in g  and  do w n  bo  I* a c t in t ie t  to continue nc later than M ay 15 If  tha la a a a  d am onu ra ta i th* a b lllry  to  

ope rata a f t ly  and  tea condrtiont | u n i f y . prov ided , h o n a ve r . t h a  th» D tra a o r , O rvinon o f M ln t n l l  a n d  Energy Management, after c o n tu lta io n  

w ith  th* O il and  Gat Conaerration C onvm aron  may a llo w  con tinued  op*reboot lead ing to ahut d o w n  w h ic h  are nec rta ry  to prevent lo a  o f 

we ll contro l oe to  anture hum an  a la r y  Tha m p u la io n  w il l  rem a in  In #11 act tw o  yaa n  I ol lo w in g  m uanoa  o l  tha le a a .

3 m |a 3 tfw taih m fnr-TO ■ Oiw m fuue r h e m m x n  m tu n  T t » t    —  -

E ap ip ra ip ry ^d t ijim g  operation*, emptaorma ,« o f r r u c r u r n  Ip lr r fo rm t l or aaatloor wellhead* fo r o ro d u a ro n  o r rtoraga o f o il o r gat. and tha 

emplacement o f p lb* i*pei w il l  not b* a llow ed o n  th* n e 'e  o w n e d  po rtion  o f  la a a  b lock 700 . A ll a ap to rv t io n  fo r and oavatoomant o f o i l  and  

g a  m urt ba oarto rm ad i ie m ip c a io n t  ouutoa o f th* n a ta o w n a d  po rt ion  o f leaa* b lock  700

Stat* S tipu la tion  N o  11 • In te rim  k g h a p i i

Thit le a a  it  to b re a  to  th t  "Agreement Oatwaan theO^nned State* and Stat* o f A iaaka ow rtuant to  Section 7 o f  th* Outer Continental S ha ll 

Landt A a ,  and A ietk* Statute* 3 8  OS 137“ U gn a d  o n D e a g b a r  2 8 .1 9 7 9 , and com m on ly  rafarred to  at tha •'In te r im  Agree n w i t" ) , *rwj th* 
'eeaa hareby conaentt to rva ry  t a rn  o f t h a  agreement

Any low incurred O' lu lta in a d  by  th* leetae a  a revuM Of Obtaining vahtH j.on  and recogn ition  of thl# laaa* pu*euant to th* " In te rim  

Agreement." and  ir particu lar any to** incurred o r auatwnad by  th# lawaa m  a re n .f r»J con fo rm ing  th it  leaae w ith  any and *<l p ro n u o n t  o f a ll 

eop-Katwi law* o f tha parry prevo ilm g in U n ited  Slater o f  Am erica  v . Stat* o f A leak* . Dn>*d_St*tet Supreme Court N o . 8 4 , O r ly n a i. m ad  t a  
bom * axduwvaty b y  th# lew**

No taxat pavaol* to  «h# Start o f A laaha wvM ba requ ired to  ba paw l wtth reeoaa to t h l i ie a r i u n t il ai'cfi t im e  at t x j v V a  o f or lu rt td K lio n  over 

th# land* aubtag  to  th it laaaa it  reaoevad In th* event t h a  th# le n d i tub* ar t  ra  thl* laaaa, oe any  p o rt io n  o f  th#m7*1V»c*J*o»iIy O e iw rm ww l ra  

b# ttat# tano*. I be x n a a  m a il pay to tha State a turn aourvatent to  th# ataee Uaea **hKh w o u ld  have bean im poaad unJ*V 'A !« ika law  I I  thu 

U n d i , or Portion  tharao l Oatarmmad to  b* ttat* land*, had  baan undupu red  net* land t f ro m  th# d a *  the leaa* wa* cxecvred, pfba^ptareet a  

th* raw  o f  10  Par cant par year accruing from  th# oat* th# taaet w o u ld  h aw  bacoena du# undar A iaaka la w . Such pay m am  m a il ba In  ItavTb iyvd 
■ rw tn>p.thxi ui nwyauaf t iw r tu t t  ■■ — — — — —  - -

S a te  Stipu lation N o . 12 •  U n it t n t io n  A yaam awt

TTvIt laaa* M aut>>*c1 to  th# "Agreamant H a a n h n g  Own I ra t io n  lo r  th* Propoaad Joant F#d*rat/3tai* Baaufort Saa 1«—  S*M" a aacvtad by  tha 

Urn tad j» t * i  and Stat* o f A iaaka o n  Octobar 2 8 .1 9 7 9 , a n d  tha iaaaaa t* b o und  by  th# term* o f  t h a  ay aarvunt,



S t a n  S t i p u l a t i o n  No .  13 • Se l t mi c  Ac t iv i t y

Seltmic activitv w ill be prohibited during tht period March 20 until tht breakup o l le t . except th t l tht Director, D lv luon o l Mlnerali 
tnd  Energy Manegement, t lt t f  eontulting w ith tht B iological Ta lk Foret, may a llow  eeitmic activity to occur altar March 20 on a caw-bv-CM* 

tw it .

S tan Stipulation No 14 • Coattal Zona

During t h t  conduct  o l  all actlvitiet  r t ia ta d  to  th i t  leaia,  t h t  i t o e t  will be tub fec t  t o  t h t  p ro v u to n i  o l  t i l  valid coattt* t o n t  p lan t  and o rd in a n c t t .  

S*H»6*»eu>eti*n t t t i  I t  C l t t t t l  3 f t  ■ ■ ■ ■ ■ — — — ^ — — •

I I  tha Stata it u ltlm ateTydrrw«w jcajob«  th* owntr o l landt on which th it It tt t  it locttad,conduct o l  t i l  tc tiw titt on thit Nat* w ill tharta lrtr 

b t tub|tct to tht provitioni o l t i l  validcoaftst-t«a£j;>i*ni and ord intnort.

Statt Stipulation No. 16 • D rilling Commitment (Five-Year) " — ________________

Th* Itn t*  mutt commence to d r ill t  w a ll, or commit th* laa it to *n exploratory unit tpprovtd bv Ih* Corrim i»ionci_g^N a tu ral Retourcet. by 

th* tnd  o l tht f ilth  vaar o l tht Irate II a wall hat no l been com m tnctd or th t laa it hat not b ttn  eom m itttd to an rrr•n*--*Thtr try rfi|t t irrt 

t t t l t t aa  a t a n a a ir i  tuatra tu t tU y  t t  i t t ata  t tm a t  *

Statt Stipulation No 17 • D rilling Commitmam (Seven.Year)

Tht latte* mutt commence to d r ill a w a ll, or commit tht le a n  to an avnloratory unit approved by the Commitnoner o l Natural Rttourcei, by 
tht end o l th* taventh year o l tht leate II a wall hat not betn commenced or the leate hat not been committed to an approved unit by that 
tim e, tht l*«* terminate! a tomancailv at to both partiet.

tea ■ U i- R oeelev m l> « ii

A lthough  th t rova l1T~,»*r*_l£5£| l'* d  in  th u  leate. or at tu b t to u tn t ly  m od if ie d  in  accordance w ith  app licab le  ragu la t iom  and m p u la t io n t , it  

app licab le to  a ll p rcductionun2fcr-» iu ijeate no t more than  1G.GG667 percent o l  the production  l iv e d ,  removed , or to ld  Iro m  th* leated area 

m ty  b* taken at roya lty in  am ount <m t inJTrtht a P v a lty  o n  any  po rt ion  o l  th* p roduc tion  taved. rem oved , or to ld  Irom  th* lette in  e v e n t o l  

1 6 .66667  percent may on ly  be taken m  value o l the p r o d b r h c x i i^ e d .  rem oved , or to ld  Iro m  the le i tad area

State S tipu la tion  No 19 ■ R oya lty  in  K m d

A lthough  th t roya lty  rat* tpac ilied  in  thu  leate or t i  tub teouenr y m o d if ie d  in  accordance w ith  aooT7c*bi*_t(gu lation i and it io u la t io m , u  

app licab le  to  a ll production under th it  le u * . no t more than tw en ty  1201 percent o l  *h# production  taved . r e m o w 3 7 0 ^ ‘titiL*, °m  itated 

area m ay be ta k in  at roya lty in  am ount (in  k m d l; (he ro ya lty  o n  any porttor- o l t .u  noduc tion  taved , removed , or to ld
i  nee■ u l  ew»n»i *«m < i  » * | nw ,  w  n »*w .n v i m
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STATE OF ALASKA 
DEPARTMENT OF NATURAL RESOURCES 

Compotltlvo Oil and Gas Loaso

ADLNo- 355CG1
THIS LEASE la entered Into A u g u s t  1 . 1083  .b e tw a a n ih e S U te o lA ia a k a . in *  am * .*  and

J. ANDREW BACHNER (30%), JAMES F. DIERINGEP, JR. (15%), W.G. STROECKER (22.5%),  
RICHARD E. WAGNER (32.5%)

*tha le ieea * whether ona or mora. w ho le  to ie  aodreat lor ourooaaa of nollfleatlon undar Paragraph 33 la

J. Andrew Bachner e t  al 
c /o  Main Hurdman 
1001 Noble Street .  Fairbanks, AK 99701

In conaldara'Kyi of ina  c am  oaymant m aoa Oy lha  laaaaa loTna a la la . wh ich paymant Inc ludaa lha  flra l year* rantal and any raqulrau cam  

bonut. and aublaci to lh a  provialony of Ih ia laaaa. in c lud in g  app iicab la  m o u lt  lion (a) and m inoa llng  maaauraa atlachad lo  thla laaaa and by thla rafaranca 

incorporated In thla laaaa. lha atata and lha  laaaaa aoraa aa lo llow a :

1 GRANT la) Sub lac l lo  tha provtalona In thla laaaa . tha alata granta and laaaaa to tha  laaaaa . without warranty, tha a adua lv a  rig -.1 lo  

d r ill tor. attract. ramova. d a a n . procaaa. and diapoaa of o il. oaa. and aaaoda lad  aubatancaa In or undar tha fo llow ing  daacribad tract of land :

TRACT 39-01

T. 13 N . ,  R . 13 E . .

Sec t ion 17. P ro t r a c te d . A l 1, 6 4 0 .0 0
Soct lon • 8 , P ro t r a c te d . Al 1, 6 3 1 .0 0
Sec t ion 19. P ro t r e c fe d , A l 1. 6 3 3 .0 0
Sect ion 2 0 . P ro t r o c te d , Al 1, 6 4 0 .0 0
Sec t ion 2 3 . P ro t r a c te d , A l 1, 6 4 0 .0 0
Soct lon 26 . P ro t r o c te d , A l l , 6 4 0 .0 0
Sect ion 27 , P ro t r o c te d , A l 1, 6 4 0 .0 0
Sect ion 2 8 , P ro t r a c te d , Al 1, 6 4 0 .0 0
S ec t io n 29 , IV o t r a c t e d , A l l , 6 4 0 .0 0

o c r o s ;  
acres; 
a c r e s ;  
acres; 
a c r e s ;  
a c n a s ;  
a c r e s ;  
a c r e s ;  
a c r e s . received

J U N  4 1 3 8 4

division of oil & m s  
anchorate. alas  a

containing aporo iim a ia fy^ , 0 ° a c n e  mora or laaa In te rred  lo  in thla laaaa aa lha  -laaaad a r e a l ;  tha nonetcfuehn rtgr.t to oonduct

wWhin in# laaaad araa paotoguaJ and oaeohyaicaJ e .p to rt llo n  lo r oh . oaa. and aaaocaa'ad aubatancaa: and lha  nonaaduafra  ngn i to InaUH pfoaUnaa and 

buttd alructwraa on tha taaaad araa to hnd. prodwoa. aaya . atora. traat. prooaaa. In a s o o r l. taka car* of. and ma/taf art ofl. y u  and aaaoda lad  w O aU n c w  

and to ik v m  and board eraployaee in  lta ooaraiwma on lha  laaaad  araa Tha nghla g-anted by thla laaaa ara to ba  a t cartload m a manner which wtt not 

u-weeaorubfy u te rte n  w*th lha  r ig n u  of any perm idee. laaaaa or gram aa of lha alata eonatalanl w ith lh a  o d ndo fa  of raaaonabta om current uaaa a t  aat 
m l  In arucfe Vtll •action ft of lha  AJaaka Conantutkm

(b) For tha owrpoaaa of thla laaaa tha laaaad araa oonlaM i tha laoal aubdM aion i u  anown on tha atlachad p u l m anud EaMOU A 
It) II tha Uaaad araa M daacrioati by protracted laoal awbdhAtione and. ahar tha effective data of thla laaaa. lha laaaad a n a  la au rrtyad 

ur* ? . **.* ***** UrKS rartAh^RAr ayttara tha bom derUe of tho Uaaad a n a  a n  thoao ooubfiahad by IhU  tu n n y . whan approved. auM ed. h ow r it r . to 
lha pronuona of appiicabto reguUiiont anting lo thoaa turvaye It for any naaon lha laaaad a n a  Inrtudaa m an  aoraaga man lha aaajJaium pananiad 
undar applicable law Dncfudmgtha ‘rule of M M M 1 tu lh o n ie d  in AS M U  I fS ana darned in AS 38 08 388(131). Ihla laaaa la aot void and tha 
acraaga mci>*..d In lha laaaaa araa ana l ba redwood to tho oem irtod m axtava N lha (U fa itatam lnaa lha l lha taaaad an a  a»oaadi lha parmfttad acre- 
a*a atw nottftee lha laaaaa in wm ing of lha amount of aoraaga that mual ba attnmeted. lha laaaaa mwaf have 80 day* ahar mat nonoa lo tw m ndaroaa or 

i togal awMivUiona mann e d m 3 u  Uaaad  an a  cementing ol Ueel ina l a aaa1 of aonago mat mvaf ba mmtwtted. Any iv b dM tU n  a - m m w a g  

I pane, tttra i »e Uaaad an a  ee artgtoely rm anaad R a earrander la «uf Mad within bOdeye. the eUte may le rru u te thH  Ueeeea 
Id lha acraaga that mual ba a«*il aU d  by m aneg naftca of tha faraunatun la lha u teaa aeecrWMg (he tubdMtWw
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(d) If Ihe S ftl*  of A laaka'a ownership In la raa i In tha o il, oaa . and aaaoelatad auba lancaa In lh a  laaaad  araa la laaa than an entire and u n . 

d iv ider' Iniereat, tha oranl under Ih l i  laaaa la a flac llva on ly  aa lo  tha l l i l e ’a In laraa i In lh a l o il. 0**. * n8 aaaoe la lad aubatancaa. and lh a  royaltlaa and ren­

tal* provided In Ihla laaaa m u ll b# pa id  lo  lha  alata In lh a  proportion lh a l th* atale'a In la raa i bear* In th* an llr*  und iv ided  fa*.

la) Th* atat* maka* no representation* or ararranllaa. a ip ra aa  or Im p lied , aa lo t lt l* . or accaaa to. or quiet *n|oym*nt o f. lh a  laaaad araa 

Th* a la l*  la not liable lo  lha  laaaa* lo r any da llc iancy In t ill*  lo th *  laaaad area, nor I* lha  la taaa  or any aucc ttto r  in In la raa i lo th*  laaaa* entitled lonny  

ra lund  due lo  da llc iancy in till* I or any  rentals, conuaaa. or roya llla* pa id  undar Ih l i  laaaa,

2 RESERVED RIOHTS (a) Tha a la la . lo r lla a ll and o lhara . raaarvas a ll rlghta not aapraaaly g ran iad  to lh a  laaaa* by ih la  laaa*. T ha i*  re­

served rights Inc lude, bu l are not llm lla d  lo

It ) lh a  rlgh l to aap lora lor o il. oaa, and  aaaoela lad aubatancaa by oaologlcal and oaoohyalcal m ean t ;

(2) tha right lo  aaplora for. dava lop . and ramova natural ratourcaa other than o il. g as . and aaaoe la lad aubalancaa on or Irom lha

laaaad araa.

(31 lha  right lo  aa lab llah  or grant aaaam anla and rlghta-of-way for any law fu l purpoaa. Inc lud ing  w ithout lim itation lo r ahafta and tun* 

n t la  nacaa ia ry  or aoproortaia lor lh a  working o l lha  laaaad araa or othar land*  lor natural ratourcaa othar than o il, g a i ,a n d  aaaoelalad aubalancaa:

(4) th t r lgh l lo d ia p o a a o f  land  w llh ln  lha  laaaad are* lo r w a ll a llaa  and w a ll boraa o l wa lla  d r illed  Irom or through tha laaaad araa lo 

e ip lo re  lor or product o il. g a t . and aaaoe la lad aubatancaa In and from la n d t not w llh ln  fha laaaad araa: and

(3) lha  rfghl otherw laa to manage and dlaooaa of lh a  tu r lac*  of lh a  laaaad araa or In laraata In lh a l land by gran l. laaaa . parm il. or o in . 

arw iaa to third partita

(b) Tha rlghta raaarved may ba a ia rc iaad  by tha a la la . or by  any r  lh a r c anon  or entity acting undar authority o l lha a la l* . In any m tnnar 

lh a l d o s t no! un ra iaonab ly  In ltrfa ra  with or andaooar tha leasee's ooaratlona undar Ih la  lata*

3 TERM. Thla laaaa la (aauad for an In itia l primary lerm  of 1 0  year* Irom in* a lfac tlv t data  o l Ih la  laaa# Tht (arm may be a a .

landed aa provided In Paragraph 4 below

4 EXTENSION (a) Thla laaa* w il l  b* amended automatically II and for to  long a t  oil or g a t  la produced In pay ing qusn lllla a  Irom lha  

laaaad araa

(b) Thla laaaa w ill b a  a a ltno ad  automatically It II la eommlrtad lo  a unit tg raam an l approved or praacrlbad by lha  ala l* . tn d  w ill remain In 

a lla c l lor so long at II remains committed to tnat unit agreement,

(c) <11 II lha  d r ill in g  o l a w a ll wnote bottom ho lt location la In lha  laaaad araa h a t  commenced aa o l the data on which tha laaaa ofhtr-

wiaa would a ip ir*  and it  continued w ith reasonable d iligence , in ia  laaa* w ill continue in  elfeci until 00  daya after ca n a t io n  of lh a l d r illin g  and lor to  long 

a t on or oaa la produced In paying quantities from lha  laaaad area.

(2) II o il or g a t  In pay ing  quantities la produced from the laaaad area, and If that production eaaaaa a l any lim a , thla laaaa w ill not ter­

m ina l*  II d r illing  or reworking operations art commenced on tha laaaad are* w ith in  al« montha ahar caaaatlon of production and art oroeecu ltd wtin rea­

sonable d iligence : II Ihoa* d r illin g  or reworking operation* raauit In lha  production o l o il or oaa, ( f i l l  laaaa w ill remain In a lla c l lor ao long  aa o il or g a i  la 

produced in pay ing quantlliaa Irom th* laaaad area.

(d) II lhar* la •  w a ll capab le  of produc ing o il or gaa in  pay in g  quan llt la*  on lha  laaaad araa . Ih la lass* w ill not atplra bacaua* lha  laaaa* 

laita lo  oroduc* lh a l oil or gaa unleea tha a la l*  givas notice lo th* laaaa*. a llow ing  a reasonable Urn*, w h ich  w ill not b* lata  than al a montha ahar nolle* , 

to p lace th* wa ll Into production, and ina  laaaa* M ilt  lo  do  to  II production la aa la b llth ad  w llh ln  lha  lim a a llowed . Ih la  laaa* la a iltn o a d  on ly for so long 

aa o il or gaa is prooucad In paying q u a n lll la t  Irom lha  laaaad area

(a l II lha slat* direct* or approves In w rit ing  a suspension of a ll operation* on or production from m * laaaad araa (a ic a o l for a suspen­

sion necessitated by lha  laaaaa a nag ilo anca l. or If a au tom aton  of a ll opara llona on or production Irom in *  laaaad araa haa bean order ad undar ladara l, 

t u t* , or local law . th* laaaaa'* ob ligation  lo  comply w ith any eapraaa or Im p lied provision o f thla laaaa  requ iring  opara llona or production w ill ba 

suspended, b u l no ! voided, and lh a  laaaaa th a ll not b* liab le  lor dam age* for failure lo  comply with that prov is ion . If lh a  suspension occur* betora th* 

a ip ira lio n  of Ih* primary I arm. the prim ary I arm w ill b« attended a l th* and of lh a  period of lha  suspension by  add ing  in *  period of lime lo t i undar lh a  orl- 

mary term bacaua* of lha  tuapana ion  II tha suspension occurs du r in g  an a tten tion  of lha  primary I arm under Ih la  paragraph , upon removal of lh a l 

suspension , lha  laaaa* w ill hav* a reasonable lim a , w h ich w ill not ba  laaa than a lt  montha a fftr notice lh a l lh a  tuapana ion  haa baan ramovad. to returns 

ooaratinh* or production For in* purpoaaa ol Ih la  auboaraoraph. any tuapana ion  of opara llona or production spec ifically required or imposed a t  a term 

of ta la  or by any stipulation mad* a part of Ih la laaa* w ill not t a con a id* rad a tuapana ion ordered by law

III if th* Hat* determ ine* mat tn* laaaa* ha* baan prevented by lore* m alaur* . ahar affort* made In good la l lh . Irom perform ing any act 

lh a l w ou ld e itend  th# laaaa beyond lh a  primary term, m l*  laaa* w ill nof ta p ir*  du ring in*  period of fore* m a jtu re  If Ih* lore* maiaur* occur* ba lor* lha  

aapfralion of Ih* primary I arm . th* prim ary I arm w ill ba a itendad  at (h* and of tha period of force ma|*ur* by  add ing  th* period of Mm* lost undar th* o n . 

mary I arm because of lha  fore* m aieura if lh a  lore* malaur* occur* du r ing  an aat* .i* lon of tna primary term undar Ih la  paragraph. Ih la  laaa* w ill not 

a iptra  during  m * period of loro* m t|* u r* p iu a  a reasonable lim a *n* r lh* t period , wh ich w ill nof b* laaa than BO daya. for lha laaaa* lo ra tum ao o a ra n o n i 
or production.

(g) Nothing m iuboa/sprapn (a) or ft) au tpanda  tha ob ligation lo  pay royalties or othar production or profll-baaad paym an lt lo  Ih*  a la l* 
Irom ooarahona on the laaaad araa lh a l are not a lla c l ad by  any tuapana ion or lore# ma>awn*. or a u lo a n  0 a r  a oorigcllon lo  pay ranla la

6 . RENTALS U ) Th# laaaa* shall pay annua l rental lo  Ih# a tt ic  In accordance w ith tha fo llow ing rental scnadu la :

( I I  For ih#  Ural year. S i 00  par sera or traction of an  ecra:

(21 For m # aacond year. > I SO par *cra or traction of an ac rt .

(3) For tha third year. S2 0 0  bar acre or fraction of an  to r* :

(4) For th* fourth year. 12 BO parser*  or NacMon of an acre:
(Jl For lha  fifth yaar and tottowmg year*. 13 00  par a era or traction of an acre: provided that Ih* a la la  may incraaaa lha  annual rental 

rala a* provided by  law  upon * il*n**on of Ih la laaaa beyw id  th# primary term.

fb l Annual rental pa id  In  advance la a credit on m * royalty or n*1 pront ahar* du* under thla laaaa for that yaar.

(e) Th* laaaa* than pay m a annua l rental lo  th* S u i t  of A iaaka lor any depository designated by Ih*  t u t *  w ith a l least SO daya none* to 

in* laaaaa l in advance, on or bafora th* annual anniversary data of thla laaaa Th* a la l*  I* not required lo  ghra no lle#  that ranlafa era due  fry frfUtng Ih* 

lataaa it the state a (or dapoaftoryal eftte* it  n«« open for oua inta* on m a annua l annfvaraary da l#  of Ih la  laaa* . th# Mm* lor payment I* artanoad lo  In ­

clude lha  n a i l  day  on which lh a l office la eoan lor bua ineea .H  lha annua l i antai la not pa id  ttmafy. Ih la las t*  automatically terminal#* aa lo  froth oarnaa a l 

11 39 p m  . A iaaka Standard Tima, on lh a  data by which tna rental payment was lo  have fraan mada
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fl nECOROS The le n e a  (h a ll keeo ana have tn it* ooaaeaaion DOOM *no  record# •'tow .n o  in* daveioomenl and production (inc lud ing 

'•c o rd*  o l d*v*ioom*nt and production aepanaeal *nd o iapoc ilio n  (Inc lud ing  record# o l a ila a o r ic a a . voiumaa *no ourenaa«r») ol all o il, g as . tnd  aaaoc- 

latad auOalanca* productd Irom tn# laaaad araa in# laaaaa ana ll parm it in# S la la  o l A iaaka  or It* aganl* lo  a iam m a  m at*  boot* and records at a ll raa- 

eon a Die llm ae Thaaa pooa# ana rtcorda ol dava ioom an l. p roduc tion , and d laooa lllon  m u l l  am ploy m ainoda and lacnm auat lh a l w ill tnau r*  th# ntoal 

accurata flguraa reasonably avaiiabla witnout raou ir lno  tha laaaaa  lo  proyld# aaotrata tsnkag# or malar* lor aacn wa ll Th* laaaaa ana ll uaa atandard 

and conaia lan l accounting procaduraa
7 APPORTIONMENT OF ROYALTY FROM APPROVED UNIT. Tha a la la  # roya lly  *n*r# ol in# unit production allocatad lo  aach taoara la ly  

ownao tract muat Da ragardad aa roya lly to 0# diatrlbutad lo  and am ong , or Ih# procaada o l II pa id  lo . in# a la la . Ira* and claar ol a ll un ll a ■ pantee and 'ra# 

o« any l.an  lor thtm  undar Ih la provition ih# atata a royalty anar* o l any un ll production allocatad lo  Ih* laaaad araa w ill b* ragardad a* royalty lo  Da dla* 

tnbutad to. or tha orocaada o l il oaid lo . in*  a ta it . Ira# and  c laar ot a ll unit a io a n a a a  (and any portion o l tho** *>D*na#t mcurrad aw ay Irom Ih#  un ll 

araa). inc lud ing , but not Hm iltd to. a ip a n a a t  lor aaoara lln g . d a a n in g . danydratlon . ga thanng . aaitwalar t jiaposai. and praoarmg oil. oaa . or aaaoelalad 

•ubatancaa lor Iranaponatlon o il tna unit araa and Ira* o l any  lla n  lo r  them

0 PAYMENTS Ail oaymanta to tna Stal* o l A laaaa u n d a r  thla laaaa  m ua l D* mao* oayabi* to tha alal* in in* mannar d lractad by tn* atat*. 

and. un iaaa othtrw ia* aoaciliad mutt b* tanoarad lo  in* atata at

DEPARTMENT OF NATURAL RESOURCES 

POUCH I-OO l 

ANCHORAGE. ALASKA QBS10 

ATTENTION: ACCOUNTINQ 

or to any daooaitory daaignatao by in* aiat* with at la t t i  6 0  day* none*  to in* laaaa*.

8 PLAN OF OPERATIONS (a) E ie a o i aa o ro v id td  In auoparagrapn (b l b a iow . no laaaa ooa ra iio nam ty  ba undartakanon tn* laaaad araa 

until a p lane t opara llona naa baan approved by tna a la l#  II

111 Ih* Slat* ol A iaaka owna an or oart o l lh a  aurtac* aa ia i#  o l lh a  laaaaa  araa

(?) in* laaa* raaarvaa a n a l pro llt ahar# to tha S lat*  o l A iaaka ; or

(3) tn* S la la  oi Aiaaka own* all or oart o l th* m ine ra l a tta la . but th* an lir*  tun*ca  a t ia l*  ol in* laaaad araa la owned by  a oarlycthar 

man th* Slat# ol Aiaaka ana a aurtac* ownar raouaaia lh a l a p lan  o l ooarationa b* raou ired by tna atai* lor tn* portion o l tha laaaaa era* owned by that 

lu r ltc *  owner

lb ) A laaa* p lan oi opara llona w ill not ba  raou ired  by  tha alata lo r :

(1) laaaa ooarationa that would not raou ira  a land  uaa parm it undar I t  AAC .or

I?) laaa# ooarationa u no tn akan  under an aoorovad un ll p lan  o l ooarationa in accordanc* w im  11 a AC

(c) Balora undartaking operation* on ina  laaaad  a raa . in* laaaa* th a ll orovtd# lor lu ll payment et a ll damagaa au alt mao j y  lha ownar ol 

in* aurtac* aatal* a* wall at by m a aurtac# owner* laaaaaa and oarm ideaa by raaaon o l an taring  in# land H th* aurtac* aatat* it  owned by  a party other 

man m a Stat* o l A iaaka. m* lataaa  anall a lto  no lity tn* aurtac* ow nar o l hi* opportunity to reauea l that lh a  atata raouira a p ian ot ooarationa balora a l­

lowing laaaa ooarationa to ba undertaken on m« portion o l Ih *  laaaad  are* owned by lh a  raauaa lin g  aurtac* owner

Id) Th# la**** anall Ilia  w ith m a an te  to  coo iaa o l it* oroooaao p lan o l ouaranon* II lha oroooaao opar anon a a rt w llh ln  lh a  coaala l ton* , 

and live cooiaa II Ih #  proooawd ooarationa *r* not w ith in th* coaatal ton*

(al An aooHcalion tor aoorovei o l a p lan o l o o a rt llo n a  muat contain auffle lant information. Dated on d a n  raaaonably ava iiab la  a l Ih* lima 

m* pian la aubmtpad for aporoval. lor in *  a la la  lo d a la rm in *  tha aurtaea uaa raau iram anta and Impact* duac liy  aatociatad with lha  proooaad ooarationa.

An aoo iica lion  m ua l Includ* atatamam* ana map* or d raw inga  aa t lin g  out Ih* lo ilow in g :

I I )  Ih* aeouanca and achaduta o l Ih*  opara lio n*  lo  b* conduct ad on lh a  laaaad araa. inc lud ing  m ada la o o a ra llo n *  ar* proooaad lo 
0*g«n and Iha lr proooaad duration:

(2) pro(*ci*d uaa raauiramanta directly aaaoe la lad  w ith Ih#  proooaad ooarationa. inc lud ing  bu l not lim ited lo  th# location and daaign 

Ol wan a il** , material all**, walar auopriaa. ao ild w a t la  a lia * , aum p* . bu ild in g* , road*, u t illt ia* . a ir t in pa . and a ll o lhar lacillt -a and equipment naoaaaary 

lo conduct Ih* proooaad ooarationa:

(3) plan* lor rahao lllta tlono ! th a a lta c la d  laa aad  araa altar oomplatlon o l operation* or o h a taao im oaaooara tio na ; and

(4) a description o l ooara im g procedure o aa lg n ad  lo  pravan l or m in lm lta  advert# allacta on omar natural ratourcaa and o lhar uaa* 

oi lha laaaad araa and adfaoani araa* inc lud ing  tiah and w ild lil#  hab itat* , h latonc and arcnaoroc'cai a ilaa . and pub lic  uaa araa*

ID In approving a laaaa  or unit p lan  of ooarationa . or an amendment o l a o lan . lh a  a la la  w ill raouira am and m tn li It da larm m aa naoaaaary 

lo prelect th* atala 'a In laraa i. Inc lud ing  Ih* environment. Th# a la l*  w ill not raouira any  amendment In a l wou ld b# in c o n t it la n l with Ih *  lam ia o l aal* 

under w h ich tha la*** w t i  oOiainad or wtm in* I arm a o l ih #  laaaa  ila a ri or w ou ld aaortr* lh a  laaaa* ol raaaonaoi# uaa o l in*  laaaanmd in la raa i 

ig) Tha laaaaa may. w ith th* aooroval o l Ih *  atata, am end an aoorovad otan o l ooarationa

(h) Aooroval by lh a  a u la  ol a p lan  b l opara lion*  or any modification* o l a bMn o l ooam nont a ign ihaa only lh a l Ih*  a la la  haa no eotad ion 

10 Ih* ooaranona Outlined In lh a  o lan  Irom lha  a land DOM o l lh a  la aaa  adm u iia lra lo r a n d  doaa r o l  rw ia ra  m a la ia a *  ot I I I  ocugation Id  obtain aooroval* 

and barm n a raouired by omar governmental agenda*  h ay in g  regu latory authority ovw» tho*# opart Horn

0) A ll et m* ****** a ooam iiona  on tn# laa aad  araa m ua l ba In ron io rm ane# w im  tn* loo rovao  plan o l ooarationa

C) Upon com p in io n  ot ooarationa. tha laaaaa  ana ll Im p ac t th* araa et ooarationa and aubrait a repo t ind icating lha completion ru t#  or 

ooaraiiona and •la tln ganynoncom o itancao t w h ich th* laaaa*  know * , or ahoutd raaaonably  know , wtm raauiramanta impoaad aa a condition ot aporoval 
et lha p lan

to  PLAN OF DEVELOPMENT (a) Eaeapt aa prov ided In auboaraqrtph id ) be low , w ith in 12 men me anar oertuicaHon ot a w*a naoab l*  et 

preovemg o il. gaa . or aaaocsaiad aubalancaa in pay ing quanttua* . the laaaaa anall I lia  two cooraa o l an apcHe*non lor aporoval by in*  atata at an in itia l 

plan et d rm ioo iw an l mat m ual daacrtba Ih* laaaaa a p lana  lor davweccingtn* laaaad a raa . No davaeoomani o l lha  laaaad  araa may occur until a oUn at He- 
vwopmwen  haa baan  aoorovad by lh a  a la la

lb) Th* p u n  et davaeoomani m ua l b* raw aad . uooa la d . and aubm m ad to Ih# a la la  lor aporoval annually  ba lora or on th* annhrwraary 

data at th* praveowafy approvad p lan It no change* Irom an app ro  m d  p lan a re contampraiad lor th* lor low w *  year, * au iam an i lo  lh a l afiact meat ba  Wad 
lor aooroval in Km  et lha reomrad rwweon ana uodai*

I d  Th* laaaaa may, w ith tha aporoval ot th* a la ta . auoaaeuandy modify an aoorovad plan et 0  v*i«pm*nl

Id ) If lha laaaad araa la inc luded In an aotmovad un it , the laaaaa w t i net ba raou irad to awbmii a aaoaraia laaaa p lan or davaeoomani lor
wnN activili**

•  I .  LOOS ANO OTHER RECORDS O f  OPERATIONS, la ) Th* laaaaa *h*M h la erltn lha  a la la  aH toga, paoaogecal and gacphyaical aurvrya 

laaan * oaacrtooon at ak taau  run le r each w a il drilled on tha laaaad  araa. and a otal show ing  m a aeact location ot each wa« wtmm 30  daya altar each 
-aa er aurvay haa baan comma! ad suM wnoad or abanocmad
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lb) Any information IllaO by in* n n »  w im  th* ttat* in  connection w im  thl* laaa* w ill b* ava ilab le  *1 a ll time* tor in# u ta  o l in* a la l*  and 

■Il aganta aubiact lo lh a c u ly  toxaao  Iha in lo rm ation  c o n lid e n lia la a  orovldad in  AS 38 OS 033(a)IB ). AS 3 ) 03  035 , and  aoo llcab la regulation#

12 DIRECTIONAL ORtlL INO  Thl# laaaa may oa  m a in lam ad  In a lla c l by d irectional wall* wnos# bottom noi# location It  on in #  laaaad araa 

but lha l era drilled Irom location* on o inar land* not covered by Ib la  laaa* in inoa# c ircum a lanca* . d r illin g  w ill ba considered lo  n*v# com m enced on the 

leated area wnen actual d r ill in g  it  com m tncto  on iho te  om ar la n d t lor lha  o u ro o ia  o l d lrec lio na lly  d r illin g  into ina  la a ie d  area Production o l o il or g a i 

trom in# laaaeo area inroooh any directional wen surfaced on Ihoee om er land s , or drllltno  or rework ing o l lh a l d irectional w a ll, w ill ba cons ide red ore­

duction or d rilling  or reworking ooarationa nn in#  taaaad araa lor a ll ourooaaa o l Ih la  laaaa Noth ing conta ined in this oaragraon u  intended or w ill ba  con­

strued at granting lo  l i ' t  laaaa* any in ia re t i iicena* tenement or other n on i In or w ith re toec l lo  inoa* land* in  addition lo  any in la ra a i, license, 

rssamanl. or o lhar right lh a l lh a  las tee  may have law fully  acau 'rad Irom  th* s la la  or Irom others

13 DILIGENCE AND PREVENTION OF WASTE (A) Tha lass** anall aaarc i** reasonable d iligence in  d rillin g , produc ing , and operating 

••a lls  on in# laaaad araa un iat a consent lo  M isoano ooare lion* temporarily la g r im e d  by  lh a  alata

ID) Upon discovery o l o il o  gaa on in* laaaad araa in  auantlllaa  m i l  w ou ld  aooaar to a reasonable ana oruaam  ooaraior lo  b* su llic isn l 

to recover ordinary cotta o l d r ill in g , como* sling and produc ing an add itiona l w a ll In in *  asm* geo log ic atruelur* al another location w iin  a raasonabia 

profit to Ih* ooaraior ih* laa taa  m ua l arm  inoa# want a* a raaaonao i*  and prudent ooara ior w ou ld  d r ill, hav ing ou* regard lor lha  in la raa i o l lh a  atal* aa 

•a n  asm *  in larat* o l lha laaaaa
Icl Th* is taa*  shall oadorm  a ll ooaraliona under this laaa* in  a good and w orkm an like  manner in accordance with tha methods and 

c rtc t 'ias  sal ou l in in* approved o lan  o l ooaraliona and p lan  o l d*v*<oom*nl. w ith dua regard lor lh a  oravam lon o l w a t la o f  o il. g a t . and associated i ub- 

1'sneat ano tn* amranc* o l w a ia r lo  lh a  on a no oaa-oaarmg sand* or strait lo  thaoa tirucH on  or in iu ry  o l those ls n a a  or s lr t la . ana to the orstarva lion  

and consarvanon or lha orooady lor lu lu ra  productive ooaraliona Th* lasaa* snail carry ou l a l lh a  laaaaa a s io a n a a  a ll orders and rtgu iram an ls  Ol Ih* 

5ial» ol Alaska raiativ* to me prevention ol w a t ia  ano lo th *  o rstarva lio n  ol tha l ie  sad araa II Ih*  las t**  la iia  lo  carry o u l that* orders in*  a la la  w ill h iv*  

m# t.gm  iogam*r w ith any o lhar ava iiab la  isgai recourse lo  an ia r in *  la a ie d  araa lo raoatr dam ao* or orsvam  watt* a l Ih*  laaaa* a a ip ans#

Id) The lass** anall securely p lug  in an approved m anner any w a il ba lor* abandon ing  II 

la  OFFSET WELLS Tha lataaa  sn*n arm m e n  wall* as a raasonab ia ana prudent ooaraior w ou ld d r ill lo  protect Ih* a la l*  Irom lo a f by 

ra ison oi Oramtg# resulting irom  production on omar land W ithout lim it ing  m a generality ot tn* foregoing sentence, i l  o il or gat n  produced in a w a il on 

cm** iano not owned by m* S la la  o l A laska or on wmch lha  S la la  o l A laska receives a lower rats o l royalty than under Ih la  la s t* , and lh a l w a ll la wtinm 

300 leal m m a cat* oi an orl w a il or 1.5001**1 in tna cat* o l a ga t wan ol lands m an sudlect lo  Ih la  la a ta  and lh a l w a ll produce* o il or gaa lo t a period ol 

33 consecutive days m Quantities lh a l would aooaar to a raaaonao i* ana o ruaam  ooara io r to Da lu ll lc ia m  to recover ordinary coat* o l d r illin g  

computing ang producing an add it iona l wail m in*  a im *  gao ioo ica i structure at an o lls a t location w im  a raaaonaoi* orolit to In*  ooaraior. and l l . altar 

nor>ca lo  m s  leas* •  and an opportunity to ba haard. lha a la la  l in o i  that production Irom lh a l w a il la d ra in ing  lanaa  m an  auD|*ct lo  this laaa* . lha  laaaaa 

an«i w iin in  30 days ahar written osm sno by m* n i l *  bagm  m  good la i ih  and dm gam iy proa acuta d r illin g  operations tor an o llsat we ll on m a  laaaaa araa 

m i.*u ol d rilling  any wan raou irad by this paragraph m * laaaaa m ay . w ilh  th* s ta ll a consent, compensate in s  *1( 1* m  lu ll aacn m on in  lor tha a t lim s la d  

css ol royally Ihrougn drainage in in*  amount da larm lnao by th* a la la

15 UNITIZATION la ) Tha lasts* may units w iin o m s ra  lom ilyo r ta o a u ta iy . In eo ilsctwaly  adoo lin g  and opar itm g  undar a coooarstiveor 

und agr**m*ni lor in a  asp iora iion . aava ioom sm . or ooara lion  o l lha  poo l. Iiatd. or Ilk* araa or p a n  o l lh a  poo l. Paid or Ilka  area that inc ludes  or u n o a r lit t  

lha itaand araa or any pad o l th* la it e d  araa whenever m * stale da lerm insa  and c a d i l la i  m at lh a  coooaratlv* or um l *gr*#m*m is In m a pub lic  In laraa i 

lb) Tha la**** agree*, w im in  a n  month* a fla r dem and by lha  a la l* . lo  subscribe  lo  a raasonab ia  coooaraiiv* or u m l agreement that w ill 

o a o u t ia iy  protect a ll padia* in  tntaraal. inc lud ing  tn* alata. Th* a la l*  rasarva* m a  rfghl lo  praacMD* auch an agraam sn l.

I d  W ilh m a c o n ta m  or in*  la****, and II in a  laaaad araa la commltlad lo  a u n ll agreement tpp 'ovad  by  in *  s la la . lha  s la la  m a y ja ta b lis h  

*it#r change, or revoke dru ling , p roduc ing , and roya lly raau irsm an t i o l Ih la  Isas* aa in*  a la la  da larm m as necessary or prooar lo  secure lh a  prooar pro­
tection ol in#  pub lic  intaratt

Id l Esceot a t o inarw iaa  provided m Ihla auopa rag rtdn . wnsra on ly a portion ot lh a  laaaad araa la commuted lo  a unit agraam sn l ap- 

C'Cvao or oraacnoao by lha a la l* . lh a l comm itmani cons lHu la* a aavarsnc* o l ih la  la s ts  aa lo in *  u n lll ia o  and n p n u n il iia d  Pomona o l lh a  laaaad araa 

Th* portion ol Ih* laaaad araa not commuted lo  m * unit w ill b* treated as a aaoaral* ana distinct lasae navtng Ih* asm * ellacPv* data and  I arm a* this 

'# * • •  and may o* maimamad on ly  In accordance w im  m * larm a and conditions o l Ih la  la s t* , s ia lutaa and regulation* Any portion o l lh a  laaaad  araa net 

commuted lo  tn* um i agraamsnl w ill not Pa affected by lh a  u n llt ia llo n  or poo ling o l any om ar portion o l Ih* laasad area . Oy ooaraliona in  in *  um l. or by 

tu ioana ion  aoorovad or ordered lo r in *  um l II m * laasao are* n»t a wait cartiPad aa caoaa la  o l oroduc llon  in pay ing Q uan llllaa on l l  ba lora comm iimant 

lo  a uml agreement. m-s taae* w il l not b* a .area i l  any portion o l m ia  laaa* is Inc luded m a oart ic ioa im g araa lormao undar a u n ll agreement. Ih a a r  lira 

•assad araa w ill remain commltlad lo  m a  unit and m i*  lasaa w in  not b* **v*r*o

to INSPECTION The laaaa* anall keep open at a ll raaaonao i#  lim a* , for Im p ac t io n  by  any du ly  au lt io rUed representative o l  tha S la la  o l 

A u t^A  Ih#  laasao are*, an w an t . Im provements, macninacy. and daturas en in #  lam e d  area, and  a ll reports and record I  raia ihra lo  opa ra llo na  and 

** m vaa iigat ion i on or v im  regard lo  m #  laaaad araa or undar m u  »*•»*. Upon raguaa i. in# i#»a*a »n#n lu m itn  in *  6tn* o f A laska  w iin  
copies o i #no a itracta irom  any aucn reports and record*

17 SUSPENSION Th* a la l#  may irom  lim a in lim a  direct or approve in w riting  auapanaion o l production or o lhar ooarsiton* undar mi*
•a*#*

t#  ASStONUfNT. PARTITION ANO CONVERSION Thla laaa* or any und iv ided In la raa i In Ih la  laaaa . m ay . w im  m a  approval o l m #  a la la . 

0* assigned subleased, or e u ia n m *  Iranalarrad a* lo  in# entire laaaad  are* or any ona or mora lag* ! subdiv is ion* Inc luded In Ih#  laasad  area , or any 

saoaral* ano o n lin e ! to** ot gaotogtcal hortton underly ing  m a  laaaaa araa or ona or mora lega l subdiv is ions o l th* laasao  araa. lo  any parson or oarsona 

Ou#«ii*d lo  hold a laaaa km ass ignm ent, sutxeaea or omar manafar or an in laraa i in ih la  laaa* . in c lud in g  •  a lignm ent* o l working or royalty In laraata and 

ooaralmg agreement* and lubtaaaaa w ill ba b ind ing  upon m * slat* un iaa* approved by lh a  atal* Th* la**** anall remain nsbla lor a ll obHgaltona undar 

ihts laaaa accruing pner lo m# aooroval by Ih* a is la  e l any ass ignm ent sublease or omar transfer oI an In la raa i In Ih la laaaa . All provis ions o l Ih la  laaa* 

ww •  ila n d  to and b* b ind ing upon in*  naira aom m is ira ior*  successors and assign* of tha a la la  and Ih#  la s s ie . Apoilcalkons lor aoorova l o l an 

ssaignmani supieaaa ercahar I ran* ler mual comply with an app lic ab le  raguu iio n*  and m ua l ba Ilia d  w ilh in  BO day* artar tna de l*  o l l ln a l a aaou lion  ol 

in#  msirumani of |ran*r*r. Tranaiar o i m i*  laaaa or an in la raa i m  ih la  laaa*  win b* approved by Ih# a la l*  unless (1) lh a  laaaa* Ian* lo  comply w ith a o o K s  ■ 

o u  statutes ana regw isiwns. |J | m * a la l*  datarmma* in w n tlng  mat m a  irana iar w ou ld adversely a ilaot ma sntaraaia of lh a  S la la  of A iaaka . or 131 a l in# 

discretion of m # S lala . If tha tranaiar cover# a portion o l lha  laaaad araa or a aaoaral* and  distinct ton* c* gaosogicsl ho rn  on W har* an aas lgnm an l. 

SuPraaa* or omar tranaiar I* m ads of a ll or a oart of Ih* laaaaa a In la raa i In a portion e l in*  laaaad araa. Ih la w as* may. a l Ih# oo iion  of lha  au.1* or uoon 

’• • ' i * * '  Iranalara# and w ilh  lh a  approval Of th* s la la  b* aavarsd and a aapara i* and d ia lln c l laaa* win be Issued lo  in *  irana leree hav in g  tha asms
•nac irv* oa ia  ang lanes as ih la  laaa*
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IQ SURRENDER The leasee tr any lime may III* Wim Ihe H i l l  •  written surrender ol HI righl* under Ihla leat* or anyoomon of m* l**l*d 
comprising on* or mor* legei euOdivlsion* or wiin m* con**nl ol m* *1*1*. *ny **o*r*l* and distinct ton* or g*olog<CJl noruon underlying in* 

i*tt«d *r*a or on* or mor* i*oal auDdiviaiona oi m* i*at*a *r** That aurrandar will be elleclive aa ol in* del* ol llllno. suDtect loin* continued oblige- 
bona ol m* l*aa** and lla aur*iy lo man* o*ym*m oi all accruao royailia* and lo piaca an want and sunac* lacillllat on in* aurrtnoarad land or in me 
surrendered ton** or nontona in condition aalialactory 10 in* alal* lor auaoanaion or abandonment Altar tnal. Ih* laaa** will b* rai«ai*d Irom all oblige- 
liona under Ihla laaa* with raaoact 10 in* aurrrndarad land* ton**. or hortton*

20 DEFAULT ANO TERMINATION CANCELLATION la ) Th* la i lu r a o i the lessee lo u a r lo rm  tim e ly II* obligation* undar m i* laaa*. or in* 

la ilura o l in*  l«*aa« otnarwia* lo  a b ide  by an aroraaa and im p lie d  orov ia ione o l Ih la  laaaa la a d a lau lt o l in *  h i i m  a obligation* unoar m i* laaaa When- 

•v* r in*  i i r n n  Ian* to comply w iin  any o l in* proyiaiona o i in i*  i*aa*  toinar m an  a provision w n icn . by II* la rm a , provides lor aulomanc lam in a t io n ) , and 

• •l l*  w iinm  AO days  altar wrttlan no lle *  ol ina l de lau ll lo  b*o in  and  dm gan lly  oroaecul* ooaraliona lo r*m *dy that dateu ll. Ih* alal* may in m in i la  in n  

i*aa* II a l in* lim *  o l tam ina llo n  tn*r* it  no w*n on m* leased araa cnoab l*  Ol produc ing oil or gaa in o a y in g  o u an lilia a  l l  m*ra la a wen on in*  laaaad 

araa capab le  ot producing o il or gaa in  paying o u a n lin t i in i*  laasa  m ay oa term inated by an aooropnat* lu d ic ia l p roceed ing in the*v*nl ol any U rm ine- 

iion under thla auboaragrapn. Ih* lessee anall nav* ina n g h l lo  ra la ln  undar th la laaa* any ano a ll d r ill in g  or p roduc ing  well* lor which no o r la u ii * n t l t  

logeiner with a parcel ol land aurround ing aacn wan or w a il*  and rtgn ii-o l-w ay inrougn in* le a tad  araa tna l ar* raaaonably necessary lo enab le  in* 

i*«tea to d rill operate and Iranaoon  o il or g a i Irom in* retained w a ll or walla

(b) The atala may cancel mis laas* al any lima ll Iho alal* oalarminaa. altar in* l*ti*a haa L tan givan none* ano a reasonable oppor- 
•unity to be n ant lhal ll) continued ooarationa ourauani lo mit leat* orobably will causa atnous narm or damao* lo biological resources, lo property, to 
mineral ret rce* or 10 in* environment (including in* human environmanll, (2) in* muat ol harm or damao* will nol diaappaar or overeat* lo an ac­
ceptable et r»I wilhln a reasonable oartodor lime and 13) the advantages of cancellation oulweign in* advantages ol conllnuingtnialeasain elleel Any 
cancniialiot under inn auboaraoraon will nol occur uniats ano until unaratlons unoar inis laaaa nav* baan unoar auaoanaion or temoorary prohibition 
by lha stale wilh du* eilantion ol in* term ol tnit taata continuously lor a oertod ol live years or lor a i* taar period uoon request ol in* lette* Any can­
cellation under inis auboaragrapn will *niiti« me lassss to racaiva compensation at in* lattee demonstrates lo lha atal* It aouat loin* letter ol d l the 
vaiuaof m* cancelled ngmt at oitn* oat*ot cancellation witn du* consideration being givtn lo boin anticioatad ravanua* irom imtieata and anticipat­
es costs including cotlt ol compliance wiin all aopiicabia regulations and allpulatlons. liability lor Ctaan-up coat* or osmaoat. or bom m in* cat* ol tn 
Oil toiil ano all olhar costa reasonably antlcloaled unotr this leat* or (2) th* nicest ll any. over in* lease* a revenues Irom ima lata* (plus tnltraai on 
m**ac*ss Irom lha data ol receipt lo dale ol reimbursement! ol all consideration paid (or mis laaa* ano all direct aioandilures made by in* last** altar 
intellective dal* ol Ihla leas* and In connection with eipioration or development, or both unoar ints laaa*. plus interest on inal consideration and those 
eipendiluras Irom me data ol oaymant lo tn* oat* or reimbursement

21 R IGHTS UPON TERMINATION Upon m a a ip ira lto n  or earlier term ination ol Ih la  laaa* as  lo  a ll or any portion ol in* las ted  araa . th* 

lessee w ill b* d irected In w riting  by in *  ttai* ang w ill have m e rtgnt a l any |im *  w im in  a oanod o l ona year a lta r Ih*  term ination or any e ila n t io n  o l lh a l 

period aa may be grant# 1 by  in*  ata la lo  remove trnm in* taaaad area or portion o l lha  laasad araa an m ach ine ry , e gy ipm an i toot* and materials Upon 

m* e to ira lion  ot that ot tod or a tten tion  ol ina l oanod ano a l in*  oo iio n  ol Ih *  a la la  any macntnary aau rom an l tool*, ano me’anaia lh a l me it t t e *  n i t  

nol removed Irom in*  leased ere* or portion o i m * leased t ie *  become in* o rooeny  o l Ih* a la l*  or may be removed by m e a la l*  el me lease* a at pens* 

Al lha ootion o l the atal* ail Improvements sucn as rosot o ao t . and w a lla  muat a llhe r ba abandoned end lh a  a ne t renao ilile led  by me least* to the satis­

faction of m e a ia l*  or be le lt Intaci and in* lessee ibso ived  o l a ll lu r lh a r  rasoona ib iH ly  a t lo tha 'r m a in lanane* . reoair and aveniual abanoonmeni and 

lehab iiita lion  Subiect lo in*  above conditions ma le t te r  sna il de live r uo m * laasad  ataa or moa* portions o l th* laaaad art*  in good condition

22 DAMAGES AND INDEMNIFICATION (a) No right*  unoar lh a  AS 38 OS 12S reservation m ay be asarc ited by Ihe lessee un lit Ihe 

lessee nas provided to pay m e owner e l Ihe land h it  lessees end o e rm ille e t . upon which m* AS 38  OS 1 25  reserved ngnts at* sought lo b *  a iarctsed . 

lull oaymanl lor a ll damage t u t l i in e o  by in* owner by reason o l entering m e lan g  If m e owner lor any reason  aoaa no l aattl* in* damages m* la taaa  

may enter m * land  altar posting a surety bona determ ined by  in *  t u l a  altar node* ano an oooortun ily  lo  b*  heard , lo  b t  aulhcian i at to lorm . amount, 

ana Security lo secure lo lha  ownar h it  lessees and permittees paym an l for dam ages and may Ina litu l*  1* 0*1 proceed ings in e court n» com pe itn i luns- 

diction wner* m * land  It located lo  determ ine m a damsg** wh ich  lh a  Owner o l lh a  land  may a u lla r  Tn* laaaaa  aoraas 10 oay (or any oamagas lh a l may 

secom* payab le  under a s  38 OS 130  ano Id indemnity ihe a ia l*  a nd  ho ld  II harm laaa Irom and agamat any  c la im s , dem ands ntb-Mitt ano a io a n t a t  

an tin g  irom  or In connection w im  auch damage* Th* fu rn ish ing  o l a bond In  com gnanc* w iin  Ih la  oaraoraon w ill b *  regarded by in# t ia ta  aa au llie iam  

provision lor m* paym an l o i a il dam aga* mat may bacom* pa y abU  unoa r AS 38  OS. 130 by virtu# o l Ih la  laaaa

(b) Th* laaaaa shall Indemnity tha aut* lor. ana no<d 11 harmlai* Irom. any claim. Including claim* (or loss or oamag* lo prooartyor 
miury to any person caused by or resulting Irom any act or omrttion commltlad unoar Ihla laaa# by or on bahallol Ih# laaa** Th# utlaa it no« r atoon ti­
bia loin# slala under Ihla auboaragvaph lor any lots oamag*. or injury caused by or reaulling Irom th* sol* negnganc* oi Ih# tula

(C) Tha leaa** a ip rs s a iy  waivta any ea lsnas  lo  an action lor breach o4 a provision o l m is  laa a*  or lo r oamagaa resulting Irom an o il to il' 

o< om*r harm  lo  in a  environment mat ra baaeo on an act or o m is n o n  com m ltlad C yan m dagandan l contractor in  th* laaaa* a employ Tn* lasaa* as v a s ­

tly  agree* lo  assume raaoonalb llity lor a il action* o l l it  m oaoanoant contractors

23 BONOS U ) II raou ired by m* atal* tna laaaaa a n a ii fu rn u n  a bond prior lo in *  taauanc* o l in i*  laaaa m  an *m<x#- *«**■ I .  i .  >**«# AS 

car sera or traction o la n  acre conta ined in m* tasted a u t  out no leas in an  S i 0 .000 . ana must m a inta in  lh a l bo na  as long  a a required 0v m # atata

lb) The lease* may. in lieu oi m* bona reouuad under (a) above, lurnlsh and mamlain a alalawids bond m acbfdtnc* win aoolicabl*
reguialions.

(c) Th* a la l* may. a lta r none* to tn* laaaa# and a reasonab le  opportunity lo  ba  heard raou ira  a bond in a reasonable amount g rsa lsr 

than in* amount tpecrllad m  (a) above wn»r# a greater amount la |uan<>ed by lh a  nature ol m a aurtac* and us  uaa* and in#  oegrae ol na* involved m  m* 

lyoea ol ooara liona  bamg or 10 be carried oul undar m u  U a ta  A statew ide bond wtll not s a lia ly  any requirement ol a bond imposed unoar this 

suOoaragrapn.but w«u ba considered by  in* suta  In d* l« 'm in ing  th* need  lor a n d  Ih# amount o l any add it iona l bond undar Ih lt  auboaragrapn

Id ) It tha Uaaad araa is commuted in whoU or in part lo a coooaral'v# or uml agreement approved or prstcrlbad by Hit slala and in* uml 
coeraior lurnithe* a auiawid# bono in# latsea need not maintain any bdno wilh rasped loth# portion ol Ih* Uaaed araa committed loin* coooaraliva or 
um l agreement



24 AUTHORIZED REPRESENTATIVES. Tha O lracior o l lha  O lvlalon o l M inera l* ana Energy Management. D aoanm an l ot Natural 

Resources. S la la  o l A lsska. and lha  oaraon a .a c u lln g  Ih la laaa* or. beha lf o l Ih *  laaaaa aha ll ba  a u lh o r iia d  raorasan ls llva# lor Iha lr respective o r.nc lf ala 

lor th* ourposa* o l adm in ia iarmg ih la  laaaa. Th# a la l* or ih #  laaaa* may Chang* lha  d aa lg n a llo n  o l lla  a u lh o m a d  rao ra ian la t lva  o r lh *  a d d ra s i lo  which 

nolicaa lo  lha l lao raaan la llv*  #r# lo  b# aanl o r  a nolle* oivan In accordance w ilh  P irag raon  25 be low . W h am  activities ourauan l lo  a o lan  ol ooaraliona 

ar# underway, iha  laaaaa ahall also daaignata ourauanl lo  a no lle*  unoar Paragraph 25  ba low , by  nam e , I oh l l l la . and addraaa, an a gan l who w ill ba 

pratan i in Ih* a la la  during a ll laaa* activities
25 NOTICES: PROTEST la) Any nolle#* raou irad or pa rm lllad  undar Ih la  laaaa m ua l b* by  alaetrontc madia produc ing a permanent 

record or in w riting ano m u t i ba  given oarsonaily or by rag ia la rado r cnrm iad m a ll, return receipt raouaa iad . aodraaaad a a lo llow a :

TO THE STATE:

DIRECTOR DIVISION OE MINERALS ANO ENERGY MANAGEMENT 

DEPARTMENT OF NATURAL RESOURCES 

POUCH 7-034

ANCHORAGE. ALASKA 99510

TOTHE LESSEE:

J .  Andrew Bachner e t  a l  
c /o  Hain Hurdnan 
1001 Noble S t r e e t  
Fairbanks, Aiaaka 99701

lb ) Any notice given unoar ih it  paragraph w il l b* a lia  rliv#  whan de livered lo in *  toov*  s uf n o m ad  r*or*s*nt*llv*.

Ic) A lasae* w ho  w iana t lo  o ro ia il in* amount ol m oney du* th* atal* under Ih* laaa*  or any action o l lha  slat* raga rd lng  a provision ol 

this laaa* must Il ia  a w rillan  oroiaat w ilh  lha  O insion ol M lnara ia and  Entrgy M anagamant w ith in 30  daya altar in*  m a iling  o i ls  ol lha  ata la * none# or 

b ill A lataaa  who la ila  lo  flic a protest w rlh in the raouirad lim a  w s iv a i any further n gh l to p ro laa l. Tha a la la  w ill a tiab flah  lha  adm lnlatrathr* apoaai pro- 

cadu ra lob*  lo ilow ad and w ill Inform tn * i* s i* # o H h *  o ro c adu ran o la la r  than 30  day* a lta r lha  t iling  o l in*  w rilla n  p ro iaa l.

20. STATUTES AND REGULATIONS. Thla laaaa la aubjact to a ll app licab le  atata and tadara i statute* and regulations in  a lla c l o n  Ih* a llsc t iva  

da l* ot ih la  laaaa. ano In to la r aa la cons tiiu lio na iiy  parm iva ib ia . to a ll a ta lu laa  and ragu ia t lons  p laced In a lla c l a lta r th# a llacthr* da ta  o l Ih la  lansa . 

A reference to a atatuta or regu ia iion  in thla laaa* Inc lude* any c hange  in that f is t u la  or regu lat ion  w nath tr by amendm ent, repeal and  replacement, 

or oinar m a in* . Thla lets* coa t not lim it th* power o l tha Sta le o l A iaaka or lha  United S lat** o l America lo  enact and enlorc# leg is lation  or to promulgate 

and amorce regulation* a lftc t ln g . directly or indirectly , th* acttvltla* o l lha laaaa* or l i t  aoan tt In connection  w ith th is laas* or tha va lu*  o l  th* In lurast 

held unoar this laas* . In cas# o l conflicting provis ion*, atatutas and  regu lations taka  precedence over th is  lease.

27. INTERPRETATION Thla leas* ia to b* m iarpratad In accordance with th* rulaa apo lic ab l*  lo  lha  interpretation o l con Ira e l* mad* In ihe 

S la la ol A iaaka. Tha paragraph haad lnga ar* not part ot thla laaa* and ara In ta r iad  on ly  lor conven ience The ( le t*  end ina  lasaa* e ip re e s ly  egra* that 

in# law of lha  S la la  e l Aiaaka w ill aooiy in any lud ic la l proceeding effecting thla laaa*

2D. INTEREST IN REAL PROPERTY it la ih* intention of th# ptrtiaa in a l Ih* rights granted to ih *  laaaa* by  Ihla laaaa constitute an Internal 

in ran  p ooerty In th* laasad araa

29. WAIVER OF CONDITIONS. Tha slat* reserve* Ih* right lo  waive any breach ol a prov is ion  o l this laaaa. b u l any auch waiver a t ltn o *  on ly  

lo thaoan lcu la r braacn to  w a ived and Poet not lim it lha rtgnt* o l lha  a la ta  w ilh  re ap e d  to any  lu lu r*  breach ; nor w ill tha wa ivaro f a particu lar breach prt- 

vanl cancellation © I Ih la  laaa* lot any o lhar cauaa or lor lh a  earn* c a u l*  occurring at another time Notw ithstanding lh a  lo rago ing . Ih* atata w ill not ba  

deem to to hava w a ived a orovialon oI Ih la laaaa uniaaa ll doa* ao In « r ilin g .

30 . SEVERABILITY II It It  f ina lly  determ ined In any lu d ic la l orocaad lno that any prov is ion o l th is laaa* la invalid Ih *  a la la  and  th* la ta aa  

may lomtly agraa by  a w rillan  amendment lo  Ih la  laaa* lhat . In conardarallon o l lh a  provtaiona In  lh a l wnttan amendment, in*  Inva lid  portion w ill b* 

treated at severed Irom  this laaa* and lh a l Ih# remainder ot thl* la***, a* am ended, w ill rem ain  In a lla c l

31 . LOCAL HIRE. The laaaee it  encouraged lo h ire  A iaaka resident* lo  Ih* a t la n l they ara ava ilab le  and qualltled . lo  partonm work don* In 

Al-ak* m connection w ilh  thla laaa*. The lease* ahall subm it annua lly  lo  tha Director, D iv is ion ot M in e m i and  Energy Management, lo r tranam liaLw i to

a Alaska Department o l Labor, a raport lhat dalaUa th* spec ific  measure* lha la**** and I I I  contractor* and aubeonlraelor* have taken or ara p lann ing  

to taka lo  recruit Qualified A laska resident* lor ava ilab le lobs , ano o a tc r lb t*  on-lhe-fob tra in ing  opportun ities Th# report mual a lso  inc lude  e la llatlca l 

data concem ing in#  numpero/ resident personnel h ired w llh ln  Ih e o a a l year lor A laska ooe ra tion i.

32 . CONDITIONAL LEASE. II a ll or a pa ri o l lh a  laaaad  araa I* land lh a l haa bean  select ad by lh a  a la la  undar laere ot lh a  United Stalaa grant­

in g  lands to th* ata la . b u l Ih* lan d  haa not baan pa ian lad  to th* a la l*  b y  tha United S la la* . than ih la  la ta *  ia a conditional la ta*  a t  nromdad by  law u n lll 

in*  pa ian l becomes atlecttv* l l  lor any fee son in*  eel action la  no l lln a lty  approved, or lha  pa lant doaa not become eflect hr*, any renta l, ro ya lly , or o lhar 

production or pro lll-basad M y m a n ii Mao* to Ih# a la la  undar thla lease w ill not ba  refunded

33. NONOISCRIMINATION. Th# lasae* and th# laaaea'a contractors and Subcontractor* may not d lacrtm lna la against any employes or a p ­

plicant because ol fee* , re lig ion , marital a latua. change In m arita l t ia lu t . o rpgnancy. parentnocd. phys ica l h and icap , cotor.ata . ape . or national ortgm aa 

sat oul m AS 16 60 .220 . Th# laaa** and Ire contractors and subcontractor* m utt, on beg inn in g  any  opara lion*  under thl# leaae. poet In a oonaptcuoua 
place nonce# setting out m ia nonoltcilmmettcm provtalcn.

34 . DEFINITIONS All word* and phrase* used In thl* leaa# era lo be In larprated whar* poss ib le  In Ih* manner repaired In re e p e d  lo  Ih*  In- 

lerprataHencl a is lu le*  by AS 01 .1 0  040 However, th a lot low ing  srord a nav# th# lo llow ln g  m ean ing* un less m a contest unavWdabty require* oth ers le e :

(1) 'on* means crude petroleum on and othar hydrocarbons, ragard l*** ot grav ity , that ar* produced In Mould Io na  b y  o rd inary  pro­

duction methods. Inc lud ing Mould hydrocarbon* known aa d la t llla l*  or conden ta le  recovered by  separation Irom g a t othar m an *1 a oaa processing p lan t:

(2) *0**’ m eant an neturaI gaa (eaceof he lium  gaa l and a ll other hydrocarbon* produced that ar* not defined In th la lease a* OM;

(3) •is e o c u ie d  auba lancaa ' means all tu b a  lances e i baot heUvm produced aa an  inc ident ot production of oU or pea by  ord inary p ro­
duction methods and net defined m thla leas* as ou or ge t;

(4) ‘d r illin g’ m eant m * eel oi bo ring a ho i*  lo  raacn a proooaad bottom ho i*  le a lie n  through which ott or gaa m a r  b* produced u  *n- 

ccun larto m oeylr.g quan in ie* and mciudea raortiaog, tldatraokJng. deepen ing . or othar m eans iscae ta ry  lo  reach |h* proooaad bottom hot* location.

It  s ling , logging, p lu gg in g , tnd  othar ooarationa naceaaary and In e ldan la l lo  lha actual bo ring ot th* hot*:

(5) ’reworking opara llona’ mean* a« ooara liona  oea lgned to aacura. taasora. or Improve production through aoma uaao4 a hot* pra- 

Vtoutty drilled In c lud ing , bu l not lim ited lo . mechanical or chem ica l lia a tm an l ot any hortton. p lugg ing  back lo  laat higher s irs la . etc .:

10) "paying quan illla e"  m eant Quantities au tlic lan i is  yield a ra lum  m aacaa* o l opera lin g  coa l* , even II d r illin g  and  a o o ip m an le c t la  

may never be n o t  id and Ih# wndariaa ing considered as a w no i*  m ay um m aiary raau ii In a  lo#*; o u a n ii lla a  a/a m tu llic le n l to y ie ld  a ra lu m  m  avceaa 

o l ooaraimo coal* untaaa inoa# o uan iilla a . not cons idering  trta coa l*  o l  iranaoortauon and m arketing , w ill produce suffic ient revenue so Induce a 
prudent ooaraior lo  produc* m oae  qua* 'a t . and • t -4-•J  1’. TT *

•  - * » -•
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(71 ‘lore* mataur*' m nan i war n o l i  acts ol Goa unusually sava ia  wea inat or any O l i i i  cause  beyond Ih* lass** •  raasonabia a b ili­

ty lo lo re ie e  or control and inetudas o o P ia lio n a lla llu ia o l a n a t ln g  Iran* conation (actinias t n o  data vs c»ui*o By lu d ie n l daem ons  or lac ko l loam

35 ROYALTY ON PRODUCTION l«l tecao l lor o il. g i t  m o  assoc sled t u o t lm c it  u t io  on in *  la n io a f * *  lo rdava ioom tn l snoproduc- 

lion  or unavo idab ly  lo l l ,  ina la a ia *  m a il oay lo in*  a la l*  a t a roya lly  1 2 S  o*rc*m  in  am oun l or valu* oi tn* o il. gaa. and a iaoc ia lad  tub- 

a ianca t aav*a removed, or im o  Irom in*  i * i im  ar*a and ol in *  gaa used on in* i*aa*o araa lor * n rac llo n  ol natural gaaolm* or oin*r o roduc lt Irom in* 

1*ra*d ar*a
3 0  VALUE ( l l  7or in*  o u ro o ta i ol com ou iing  royalties du*  unoar m u  laaa* in*  va lu* o l roya lly  o il. gaa . or aa ioc ia l*d sub tlsnce t mual 

not b* l* t i  than ll<* h ig n t i l  Ol

I I )  ina lla ld  one* r*c*<v*d by in* le t i t *  lo> lb *  o il gaa . or aaaoela lad auba lancaa :

I3 I in* voiume-wetgnied tverao# ol in* in r**  monoat Ha d pneaa rac*iv*d by otnar producers in in*  aama lla ld  or ar*a lor oil o l like 

grade and gravity g a t  o l l i t *  u n i)  and qua lity  or associated auba lancoa  o l lit*  k ind  and dua lity  al in *  lim a in*  o il. oaa or a itoc ta lad  aubalancaa ara aoid 

Or ramovad Irom  in* i* * i* d  or um l a n a  or in *  gaa it  de livered lo  an * n rac llo n  o ian i II tnal o lan l la located on in *  laa tao  or unit area- il lhar* ar* I a n  man 

m ra* oncea reoortad by  omar oroducara in *  vorum*.«»*igni*d avarag* w ill b* ca icu la lad  uam g  in*  la t t a r  n um b*’ ol one** received by omar oroducara 

m in*  lit id  or area

I3 I in* la t ta a  a ooaiad once in m * lla ld  or are* lor in *  oil. ga t . or aaaoe la lad subttancaa : or

(4) me voluma-waightad a>ftao* o l in*  in r**  m gn e it  ootlad o nca t in in *  aama li* ld  or ara* o l in* om ar oroducara in the aama lie ld 

or area lor ou o l l it*  grade and gravity, gaa o l lika k ind and dua lity , or aaaoc ia itd  auba lancaa ol like k in d  and du a  lly  al in* lim e ihe o il. gas. or associated 

substances ar* to ld  or removed Irom m* leased or unit area or in *  gat it  deliver«o lo  an *>iracuon o iant it that o la n l is located on in *  leated or an il area 

'I m ar* are leas tnan thre* onc*a oo tlad  by Ointr oroducara in *  voiuma-weignied average w ill ba ca lculated u s in g  in* lassar numo*r o lonc*a  ootlad by 

o inar producers m in*  lla ld  or are* t •

lb) II oil oaa. or associa ted  substan ces are sold  away irom tn* leased  or um l araa in *  tarm .‘ llald o r ic * '  In iuboaragraon (al above will 
be m e  ca tn  va iu*  ol ail con tioaranon  r*c* iv e d  by in *  i * s t * *  or om ar nrooucar Irom in *  o u rcn a te r  o l in *  oil. gaa. or associa ted  aub tlances le ss  in* rea­
sonable co s ts  ot iransoorialion awav Irom m e leased ot uml era* lo m *  oomt oi sa l*  The ’raasonabia COSls o lTransoorta lion ’ are asda lm ed  m 11 AAC 
63 738 — 11 A A C  63 779 as those regulations a iii i  on m *  * i l * c l iy *  da le  ol this laasa .

I d  In Ih* ayani m *  las t**  does no l s*n in an arm  t- i*ngm  Iranatcnon In*  o il, gaa , or associated aubtlances a llc r  removal Irom ma 

leasad or um l araa in *  larm ‘lla ld  ortca* m suboaragrtons la l a n d  lb ) above w ill mean ih* one* , on m e laasav or um l araa. in a ia is a *  would taoee i lo re­

ceive lor in*  on gas. or associated substances il m a lessee a id  a* il m * on oaa. or associated s u b t lan c a t m  an arm t- iang ih iran tae lion  Tn* lessee 

snail determ ine in n  price m a consistent and logical manner u s in g  m lormanon ava iiab la  10 in *  lass** and  reporl m at one* lo  ma s la la

Id l Th* s i l l*  mav estab lish m inimum  values lor in *  ourposas ol com ou lm g rovailiea on on gaa . or associated aubstancas o b lt in ad  liom  

m u  leas* w iin  consideration bam g  given to me once actually received by  ma lease* to ma once or prices oa id in  tha same held or araa lor oroductienol 

in *  aua iilv  to potted prices lo  prices r*c*iv*o by ina  lass** and o ih rr  piodueara Irom sale* occurring awsy Irom  tn* leased araa. and toother raiei anl 

mailer* in e s ia b iis h in g  m inimum values in #  t i l l *  may us* Oul Is no l lim ited lo in*  methodology lor d* i* rm im ng  ’preva iling  value’ asd e lin ad  in  11 AAC 

63 777 in c ircumstances wner* terms o l a conlraci aal a s ing le p o e t  tr>r o il g t i .o r  associated aubs lancas lor periods o l longer man a n  years w ilhou l sd> 

lu t lm en tt hed lo  m arke i conditions or wn*re in* i* rm t oi a con lrac i sa l oncat w h ich do n o l rassonao iy ra lia c l market conditions lor oroduc lion irom 

in a l lia ia  or area orevaiim g al in* nm* me conlraci is taacuted or ranagotiatao or wnara irauo  or an im a n l lb  avad* osym en i is damonstralad Each m in i­

mum va iuadatarm m ation  w ill be m a a t  only a" rr in* lessee nas bean  g iven none* ano a reasonable oooonun ity  lo b a  heard Undar this provision il it  as- 

o ra t liy  agreed lh a l In* m inimum v lu a o l roya lly o il. gaa or a aso c ia ltd  a u b it in c ts  under im a  lease m ay not nacasaanty eaual Ihe one* ol Ihe o il gat or 
associated auba lancaa

37 ROYALTY IN VALUE Unless in* ata la electa to raeeiv* a ll or a oon ion o i Ha roya lly m k ind aa prov ided in Paraoraoh 38 below ma 

las t**  m a il pay  to in #  tiat* mat value o l a ll royally oh gaa ano a asocia l ad tuostancas at determ ined unoar Paragraon 36 above Royalty pa id  tn valu* 

w ill ba Ire* and d e a r  o l a ll laas* a s p a n a t i (and any pon ion o l thoaa e tp an ta t mat i t  incurred away from in* laaaad  a raa l. inc lud ing Bul not lim ited lo 

n o e m e s  lor separating, e iaan ing dehydration ga lhenng . a a ilw a la r d itoosa i ana preparing in *  o il g a t  or associated subtleness lor irantoonahon o il 

in*  leased araa All roya lly lha l m ay become payable in money to tha S la la  ol Alaska mutt oe oa id on or balora in #  Ias i day  of lha calendar month lollow- 

•n g  in #  month In wnieh the oil. gaa or a tso c is ’ d aubtlances  ara oroduced The amounl or a ll roya lly <n value oaymants which ar* nol oaid whan cue 

under m u  laas*  or w h ich ara a ub iao uan t iy  da iarm inm ) lo  be du*  a* in *  ra tu ii ol a r*o* l*rm inanon w ill osar interest Irom in*  ott* in# ooh g ih on  accrued 

until i l  is pa id  in lu ll, a l a vanaol* annual ra l*  equal to 1 36 oa rcan l p iua  in* prime ral* as announced Irom lim a  to time Oy tn* Bank o l America San 

(renc iaco . California Royally oatenants muat b* accpmoamao by  coo iaa or run Iteka la or otnar m lorm anon re la tin g  lo  valuation o l royalty a t  m e s'at* 

may •eauir# wm ch may m d u d a .b u l it  no l lim iia d  to. ew dancao l t a ia t  sm pm en it ano amounts ol o ro tt o il. g a t . a n a  associated substance* produces

36  ROYALTY IN KINO (a) A l tn* s m s  a oonon w h ich  m ay n# e ie ic is a d  Irom lim a lo  lim a  uoon no l las t r a n  sis m on ins’ none* lo th#  

la s ta e .lh e  laaaa* sha ll deliver a ll or a portion o l in# a iata a roya lly  o il g a t  o ' associated tuoslat-cta produced Irom  in* laasad area in  k ind Oalivtry w ill 

b* or m a la s te d  area or a l a olec* m utua lly  agraad lo  bv me a la la  ano  m a last**, and mutt ba de livered lo in *  S la la  of A la i**  or 10 any ind iv idua l him  or 
eerooration aat iona ted  by in* alata

(o l Royally oil. g a t or associated substances dahvarad  in  kind must b* dairvarad in good and m arcnan lab l*  condition and ba o l oioaime 

qua llly . ana m ua l ba lr*« ana e lssr o l *11 la s t*  * io*ns*a land any oorhon o i inoa* a ao an iaa  incurred away Irom m a la a sa a  araa). inc lud ing ou l nor limn- 

ed lo  c io an ta*  lor taoa ra lm g . c lean ing  oanvdre lion garnering a a llw its r  o lo o m  ana o rspanng  in#  on gaa, or a t to c iit a a  substances lor transoona- 
hon c ll m# laasad  araa.

(C) A ll* i haying g iven nodes o l lla In ian llo n  lo  tak* . or a lt* ' navmg m e n  us roya lly  m l oaa. o i associated aubslancas in kind m a  slala. 

a l na SI ion and uoon ate monma nodes lo  m #  h u m  may * i*c l lo  receive a o ill* r*n i oornon or non* o f eta roya lly  in k>nd ll. under ltd a ra i raguia iions 

in* t k ing  oi roya lly on gas or aaaoc ia lad aubalancaa m  vaius by  lha  a ia ia  craaiaa a auopnar-Durchaaer t* i|t io n sn io . lh a  lease* hereby waive* its nghl 

to cos im ua lo  recene  royally o il. gaa . or attocts lad  aubalancaa unoa r mat relationsnio. ana luttnar agraaa mat it w ill require any purchasers o l lh #  royal­

ly oil gaa . cr a aaoc ia lM  aubs lancas m r v i t e  lo  wshri any euoonar-ourcneaar rights

Id ) Th* lataaa  ana ll furnish storage lor royally o il ano natural gas tiautde produced from in* laasad  or un ll araa lo th a  aama e iie n i mat 

Ih* laaaa* oromdaa atorao* lor m * Ian aa* a ahar* or o il and natura l gaa Houida. Th* laas** a na ll not o* liaM * lor Ih *  lo ts  or oaslrvcoon oI stored w a r ty  

OH and natural gaa llou ida  Irom causa* ba rond  m* laaaa* a raasonab ia  control

(a l II a atal* royalty purcnaaar raluaaa or lor any  raaaon lane tc la ta  delivery o l o il. gaa . or aaaoe la lad euotianqa* . or m an emergency, 

and w ilh  aa m u c h  node* lo th*  laaaaa a* t*  or act teal or raaaonao i*  unoar in*  circumstance*. in *  a la l*  may a iac l w ilh o u l oana ily  lo unde rt lll tor up loa la  

montna a ll or a portion ot m* stata a royalty on on. gaa . (V aaaoe la lad  auoaianca* producad Irom  lha  laaaad or im i i  araa and ta k e n  m  kind . Th* aisle's 

n gh l to unoenttl la lim iia d  lo  lha  oon ion  or royalty e ll, gaa . or assoc iated auoaitncw* lh a l tha royalty purcnaaar re luaad  or la iia d  to laaa peMeary oi. or Ih* 

ooriirm neeaaaary lo  maat Ih* amargancy condition Underlined o i l . oaa. or a •  to u s le d  aubalancaa may b* recovered By lh a  ala l* a l a da lly  ra l*  not lo 
e iceed  tO parcan l o l l la  royally In la raa i ahara ot OaHy production a l tn* lim a  pt Ih* undartltt recovery
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30 . REDUCTION OF ROYALTY Allar in itia l production lo r iw o  y u n  Irom Ih*  lla ld  In w h ich  tha laaaad  or unit araa la loca lad haa occurrad. 

lh a  a la la . In ll*  dlacra lion , m ay raduca lha  laaaaa a oo iiga llona  lo  oay roya lly  on a ll o l lh a  laaaad araa  or on any I'-o f or portion o4 tha laaaad araa aag- 

' •g a ia o  lor royally purpoaaa uoon  I I I  raouaai oy in a  laaaaa. 131 a c ita r  ahow lno  Oy lh a  laaaa* in a l Ih* rtvwnua Irom *JI o il. oaa. and aaaoela lad auo* 

t iancaa oroduead Irom Ih* lia ld  i* m au lllc lan l to orooue* a raaaonao i* ra l*  o l ra lu m  w ith raapae i lo  Ih* laaaa* a lo la l Invwaimant In lha h* ip . *nd (31 a 

claar anow lng Oy lha laaa** lh a l a raouclion In royalty w ill Incraaa* lo la l production Irom th* lla ld .

40  CHARE OF NET PROFIT Tha laaaa* anall oay lo  lha  S la la  ol A iaaka 4  O X  o l lh *  na l p ro lll darhmd Irom ih la  laaaa. For

Ih* ourpoaaa o l Ihla paraoraon , calculation o l lha na i oro lll w ill b a d a la rm ln ad  In aecordanc* with 1 1 AAC 03 .301 through 11 AAC 113.303 aa ihoa* regu­

lation* a n a l on Ih* allactlv* da ta  o l Ihi* laaaa. which by ra laranc* ar* m ad* a part ot Ih la  laaa* . Th* amounl o l Inlarwal lo  b* aam ad  on lh a  na l p ro lll 

m a r*  davaioomanl account ou rauan l lo 11 AAC 03 313 w ill b* lh a  a ra rao*  o l Ih*  pnm * ra la*  ol Ih *  C itibank . NA Naw York: C h u a  Manhattan O in k . NA 

Naw York; and lha  Dank o l A m anea . NT and SA San Franciaco. o rava ilin g  du r ing  lh a  month

41 EFFECTIVE DATE Thla laaaa tana* a lla c l on A u g u s t  1 .  >0O3

BY SIQNINO THIS LEASE, th i lo b* bound by i l l  provia iona

STATE OF ALA’.^ A

By:

T , « . Z M
Brovm, D i r e c t o r ,  DMEM

T i t l e :  WyC. S tr o e c

T i t l e :  Richard
STATE OF rc*V K K  !

las.
Third Judicial Oialrlct I

Thla la lo c a n ily  lh a l on ^  , 10 ^ j 5 b * l o r * m a  appaarad
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Section 17, 
Section 18, 
Section 19, 
Section 20, 
Section 25, 
Section 26, 
Section 27, 
Section 28, 
Section 29,

EXHIBIT "A" 
TRACT 39-01

BOOK yO  PAG£ Bixrow According District
T. 13 N ., R. 13 E . ,  umiat M erid ian , A laska

P ro tra c ted , A l l ,  640.00 acres ;
P ro tra c ted , A l l ,  631.00 acres ;
P ro tra c ted , A l l ,  633.00 ac re s ;
P ro tra c ted , A l l ,  640.00 acres ;
P ro tra c ted , A l l ,  640.00 acres ;
P ro tra c ted , A l l ,  640.00 acres ;
P ro tra c ted , A l l ,  640.00 acres ;
P ro tra c ted , A l l ,  640.00 acres ;
P ro tra c ted , A l l ,  640.00 ac re s .

This t r a c t  con ta in s 5744.00 acres more or l e s s .
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M ITIG A TIN G  MEASURES

AS  3 8 . 0 5 . 0 3 5 ( a )  ( 1 4 )  a n d  t h e  d e p a r t m e n t a l  d e l e g a t i o n  o f  a u t h o r i t y  g i v e  t h e  

D i r e c t o r ,  D i v i s i o n  o f  M i n e r a l s  a n d  E i o r g y  M a n a g e m e n t  ( D M O I ) ,  t h e  a u t h o r i t y  t o  

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

e n s u r e  t h a t  a  r e s o u r c e  d i s p o s a l  i s  i n  t h e  s t a t e ' s  b e l t  i n t e r e s t .  L e a s e  

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

l i s t e d  u n d e r  " P l a n s  o t  O p e r a t i o n s  a n d  O t h e r  T e r m s  o f  S a l e "  w i l l  b e  i m p o s e d  

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

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

c o n s i d e r i n g  t h e  S o c i a l ,  E c o n o m i c ,  a n d  E n v i r o n m e n t a l  A n a l y s i s  f o r  L e a s e  S a l e  

3 9 ,  p u b l i c  c o m m e n t ,  a n d  m e a s u r e s  im p o s e d  i n  p r i o r  n o r t h  3 l o p e  l e a s e  s a l e s .

L e a s e  S t i p u l a t i o n s

1 .  S p i l l  P r e v e n t i o n  C o n t r o l  a n d  C o u n t e r m e a s u r e  (S P C C ) P l a n :

A S p i l l  P r e v e n t i o n ,  C o n t r o l  a n d  C o u n t e r m e a s u r e  P l a n  m u s t  b e  s u b m i t t e d  t o  

t h e  D e p a r t m e n t  o f  E n v i r o n m e n t a l  C o n s e r v a t i o n  f o r  a p p r o v a l  p r i o r  t o  o n s h o r e  

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

f a c i l i t i e s  ( w i t h  a c a p a c i t y  o f  g r e a t e r  t h a n  6 6 0  g a l l o n s ) ,  t r a n s f e r ,  a n d  

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

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

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

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

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

m o b i l i z e ,  n g - u p ,  a n d  c o m m e n c e  d r i l l i n g  o f  a  r e l i e f  w e l l ,  i f  n e e d e d .

2 .  D i s c o v e r y  o f  h i s t o r i c  o r  a r c h c o l o g i c  o b j e c t s :

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

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

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

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

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

S t a t e  H i s t o r i c  P r e s e r v a t i o n  O f f i c e r ,  h a a  g i v e n  d i r e c t i o n s  a s  t o  i t s  

p r e s e r v a t i o n .

3 .  S e a s o n a l  d r i l l i n g  r e s t r i c t i o n :

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

e x p e r i e n c e  a n d  n e w  i n f o r m a t i o n .

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

r o u t e  o f  t h e  b o w h e a o  w h a l e  w i l l  b e  o i l  f r e e  i n  t h e  f a l l .

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

r e g u l a t i o n s ,  i n c l u d i n g  a  P l a n  o f  O p e r a t i o n s  a p p r o v e d  b y  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  (DNR ) a n d  a n  O i l  D i s c h a r g e  C o n t i n g e n c y  P l a n  a p p r o v e d  b y  

t h e  D e p a r t m e n t  o f  E n v i r o n m e n t a l  C o n s e r v a t i o n  ( D E C ) .
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T h e  r e s t r i c t i o n s  s e t  o u t  b e l o w  a p p l y  o n l y  t o  e x p l o r a t o r y  d r i l l i n g  

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

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

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

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

E n d a n g e r e d  S p e c i e s  A c t  a n d  o t h e r  a p p l i c a b l e  s t a t e  a n d  f e d e r a l  l a w s  a n d  

r e g u l a t i o n s .

T h e  s e a s o n a l  d r i l l i n g  r e s t r i c t i o n  d o c s  n o t  a p p l y  t o  e x p l o r a t o r y  o p e r a t i o n s  

o n  P l n g o k  I s l a n d ,  w h i c h  h a s  b e e n  i d e n t i f i e d  b y  t h e  C o m m i s s i o n e r  o f  N a t u r a l  

R e s o u r c e s ,  i n  c o n s u l t a t i o n  w i t h  t h e  C o m m i s s i o n e r s  o f  E n v i r o n m e n t a l  

C o n s e r v a t i o n  a n d  F i s h  a n d  G a m e ,  a s  a n a l o g o u s  t o  u p l a n d  a r e a s  b e c a u s e  o f  

i t s  s i z e  a n d  c o n f i g u r a t i o n .

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

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

w h a l e  m i g r a t i o n .

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

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

d e t e r m i n e d  o n  a  c a s e - b y - c a s e  b a s i s  b y  t h e  D i v i s i o n  o f  M i n e r a l s  a n d  E n e r g y  

M a n a g e m e n t  a f t e r  c o n s u l t a t i o n  w i t h  t h e  A l a s k a  O i l  a n d  G a s  C o n s e r v a t i o n  

C o m m i s s i o n  a n d ,  w h e n  a p p r o p r i a t e ,  t h e  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 i e r  1 i s  e f f e c t i v e  i m m e d i a t e l y .  T i e r  2 w i l l  o e  a v a i l a b l e  o n  a  

c a s e - b y - c a s e  b a s i s  f o r  e a c h  p r o p o s e d  w e l l .

T I E R  1

A .  On a n d  i n s i d e  t h e  b a c n e r  I s l a n d s — ( F i g u r e  1 i n d i c a t e s  t h e  t r a c t s  a n d  

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

b a r r i e r  i s l a n d s . )

1 .  E x p l o r a t o r y  d r i l l i n g  a n d  o t h e r  d o w n h o i e  a c t i v i t i e s  a b o v e  a 

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

2 .  T e s t i n g  w i l l  b e  a l l o w e d  y e a r - r o u n d  p r o v i d e d  t h a t  c a s i n g  h a s  b e e n  

s e t  t h r o u g h  t h e  z o n e s  t o  b e  t e s t e d  a n d  DNR a n d  DEC f i n d  c o m p l i a n c e  

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

3 .  E x o l o r a t o r y  d r i l l i n g  a n d  o t h e r  d o w n h o i e  a c t i v i t i e s  b e l o w  t h e  

p r e d e t e r m i n e d  t h r e s h o l d  d e p t h  w i l l  b e  a l l o w e d  f r o m  N o v e m b e r  1 t o  K a y

1 5 ,  e x c e p t  o n  t r a c t s  a t  t h e  m o u t h s  o f  m a j o r  r i v e r s  t h a t  a r e  i n u n d a t e d

b y  r i v e r  o v e r f l o w  i n  t h e  o p r  n g .  On t h e s e  t r a c t s ,  w h i c h  a r e  s h o w n  i n  

F i g u r e  8 ,  e x p l o r a t o r y  d r i l l i n g  a n d  o t h e r  d o w n n o l e  a c t i v i t i e s  b e l o w  

t h e  p r e d e t e r m i n e d  t h r e s h o l d  d e p t h  m u s t  c e a s e  b y  A p r i l  3 0  u n l e s s  t h e  

C o m m i s s i o n e r  o f  N a t u r a l  R a a o u r c e s ,  i n  c o n s u l t a t i o n  w i t h  t h e  

C o m m i s s i o n e r s  o f  F i s h  a n d  G am e  a n d  E n v i r o n m e n t a l  C o n s e r v a t i o n ,  

d e t e r m i n e s  t h a t  i c e  c o n d i t i o n s  j u s t i f y  a n  e x t e n s i o n  t o  H a y  I S .  

E x p l o r a t o r y  d r i l l i n g  a n d  o t h e r  d o w n h o i e  a c t i v i t i e s  b e l o w  t h e  

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

p e r i o d  e x c e p t  d u r i n g  t h e  f a l l  b o w h e a d  w h a l e  m i g r a t i o n .

8-
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F o r  t h e  p u r p o s e  o f  a d m i n i s t e r i n g  t h i s  s t i p u l a t i o n ,  " o p e n  w a t e r "  s h a l l  

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

o n s h o r e  s t a g i n g  a n d  s u p p o r t  a r e a  ( o u c h  a s  t h e  W e s t  D o c k )  d o e s  n o t  

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

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

i c c  c o n c e n t r a t i o n  w i t h i n  a  m i l e  r a d i u s  o f  t h e  d r i l l  p a d  i s  25  p e r c e n t  

o r  l e s s .  O nce  a d e t e r m i n a t i o n  i s  m a d e  t h a t  o p e n  w a t e r  c o n d i t i o n s  

e x i s t ,  d r i l l i n g  a n d  o t h e r  d o w n h o i e  a c t i v i t y  b e l o w  t h e  t h r e s h o l d  d e p t h  

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

m i g r a t i o n  o r  f r e e x e u p ,  w h i c h e v e r  i s  f i r s t ,  o v e n  i f  i c e  i n c u r s i o n s  

r e s u l t  i n  i c e  c o n c e n t r a t i o n s  g r e a t e r  t h a n  2 5  p e r c e n t .

T h e  D i r e c t o r ,  D i v i s i o n  o f  M i n e r a l s  a n d  E n e r g y  M a n a g e m e n t  (D M E M ) ,  i n  

c o n s u l t a t i o n  w i t h  t h e  D e p a r t m e n t  o f  E n v i r o n m e n t a l  C o n s e r v a t i o n  ( D E C ) ,  

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

o n :  1 )  i n f o r m a t i o n  o b t a i n e d  f r o m  o n - s i t e  i n s p e c t i o n s  b y  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  (DNR ) o r  DEC r e p r e s e n t a t i v e s ,  a t  t h e  r e q u e s t  o f  t h e  

l e s s e e ,  o r  2 )  c o r r o b o r a t i n g  i n f o r m a t i o n  a n d  p h o t o g r a n h s  o b t a i n e d  f r o m  

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

t h a t  t h e s e  c o n d i t i o n s  e x i s t .

4 .  A m o n i t o r i n g  p r o g r a m  w i l l  b e  r e q u i r e d  i f  l e s s e e s  p r o p o s e  t o  a n i l  

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

b o w h e a d  w h a l e  m i g r a t i o n .  T h e  p r o g r a m  w i l l  b e  i n i t i a t e d  a n d  f u n d e d  b y  

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

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

O p e r a t i o n s  f a r  t h e  w e l l  f o r  r e v i e w  o y  D N R ,  t h e  N a t i o n a l  M a r i n e  

F i s h e r i e s  S e r v i c e  a n d  o t h e r  m e m b e r s  o f  t h e  B e a u f o r t  S e a  B i o l o g i c a l  

T a s k  F o r c e .  I f  t h e  p r o p o s e d  m o n i t o r i n g  p r o g r a m  i s  a p p r o v e d  b y  D N R ,  

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

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

o b t a i n e d )  .

B * O u t s i d e  t h e  b a r r i e r  i s l a n d s

1 .  E x p l o r a t o r y  d r i l l i n g  a n d  o t h e r  d o w n h o i e  a c t i v i t i e s  a b o v e  t h e  

p r e d e t e r m i n e d  t h r e s h o l d  d e p t h  w i l l  b e  a l l o w e d  y e a r - r o u n d  e x c e p t  

d u r i n g  t h e  t a i l  b o w h e a d  w h a l e  m i g r a t i o n .

2 .  ‘T e s t i n g  w i l l  b e  a l l o w e d  y e a r - r o u n d ,  e x c e p t  d u r i n g  t h e  f a l l  

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

t h e  z o n e s  t o  b e  t e s t e d  a n d  DNR a n d  DEC f i n d  c o m p l i a n c e  w i t h  

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

3 .  E x p l o r a t o r y  d r i l l i n g  a n d  o t h e r  d o w n h o i e  a c t i v i t i e s  b e l o w  t h e  

p r e d e t e r m i n e d  t h r e s h o l d  d e p t h  w i l l  b e  a l l o w e d  f r o m  N o v e m b e r  1 t o  M ay  

1 5 ,  e x c e p t  o n  t r a c t s  a t  t h e  m o u t h s  o f  m a j o r  r i v e r s  t h a t  a r e  l i k e l y  

s u b j e c t  t o  r i v e r  o v e r f l o w  i n  t h e  s p r i n g .  E x p l o r a t o r y  d r i l l i n g  a n d  

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

t h e s e  t r a c t s  m u s t  c e a s e  b y  A p r i l  3 0  u n l e s s  t h e  C o m m i s s i o n e r  o f  

N a t u r a l  R e s o u r c e s ,  i n  c o n s u l t a t i o n  w i t h  t h e  C o m a * s s i o n e r s  o f  F i s h  a n d  

Came a n d  E n v i r o n m e n t a l  C o n s e r v a t i o n ,  d e t e r m i n e s  t h a t  I c e  c o n d i t i o n s  

j u s t i f y  a n  e x t e n s i o n  t o  M a y  I S .
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TIER 2

A l l  e x p l o r a t o r y  d r i l l i n g  a n d  o t h e r  d o w n h o i e  a c t i v i t i e s  w i l l  b e  a l l o w e d  

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

b o w n c a d  w h a l e  m i g r a t i o n .  W h a l e  m o n i t o r i n g  w i l l  b e  r e q u i r e d  t o  d e t e r m i n e  

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

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

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

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

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

o i l  i n  b r o x c n  i c e  c o n d i t i o n s .

P l a n s  o f  O p e r a t i o n s  a n d  O t h e r  T e r m s  o f  S a l e

L e s s e e s  m u s t  s u b m i t  a  d e t a i l e d  p l a n  o f  o p e r a t i o n s  t o  t h e  D i v i s i o n  o f  M i n e r a l s  

a n d  E n e r g y  M a n a g e m e n t  f o r  a p p r o v a l  p r i o r  t o  c o n d u c t i n g  a n y  e x p l o r a t o r y  o r  

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

c o p y  o f  i t s  p l a n  o f  o p e r a t i o n s  t o  t h e  N o r t h  S l o p e  B o r o u g h .  T h e  f o l l o w i n g  

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

o p e r a t i o n s :

1 .  R o a d  a n d  p i p e l i n e  c r o s s i n g s  m u s t  b e  a l i g n e d  p e r p e n d i c u l a r  o r  n e a r  

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

p r o h i b i t e d  w i t h i n  SOO f e e t  ( 1 5 2  m) o f  t h e  C o l v i l l e  a n d  U g n u v a r l k  

r i v e r s .  F a c i l i t i e s  w i l l  b e  p r o h i b i t e d  w i t h i n  1 0 0  f e e t  ( 3 0  a ) o f  a l l  

o t h e r  s t r e a m s  a n d  f i s h - b e a r i n g  l a k e s  u n l e s s  t h e  D i r e c t o r ,  O l v i s i o n  o f  

M i n e r a l s  a n d  B i e r g y  M a n a g e m e n t ,  a f t e r  c o n s u l t a t i o n  w i t h  t h e  

D e p a r t m e n t  o f  F i s h  a n d  C a m e ,  d e t e r m i n e s  t h a t  s u c h  f a c i l i t i e s  

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

r e q u i r e m e n t  i s  n o t  f e a s i b l e  o r  p r u d e n t .  T h e  D e p a r t m e n t  o f  F i s h  a n d  

Game w i l l  i d e n t i f y  p o t e n t i a l  f i s h - b e a r i n g  l a k e s  w i t h i n  3 0  d a y s  o f  t h e  

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

D e p a r t m e n t  o f  F i s h  a n d  Gam e  w i l l  c o n f i r m  t h e  p r e s e n c e  o r  a b s e n c e  o f  

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

a r e  n o t  ( r e s e n t  i n  l a k e s ,  t h e  1 0 0  f o o t  s e t b a c k  p r o v i s i o n  m ay b e  

w a i v e d .

2 .  M e a s u r e s  w i l l  b e  r e q u i r e d  t o  m i n i m i z e  t h e  i m p a c t  o f  i n d u s t r i a l  

^ d e v e l o p m e n t  o n  k e y  w e t l a n d s ,  w a t e r f o w l  a n d  s h o r c o i r d s .  K ey  w e t l a n d s

i n c l u d e  d e e p  p e n d e n t  g r a s s  p o n d s  a n d  l a k e s  ( C l a s s  I V )  a n d  b a s i n  -  

c o m p l e x  w e t l a n d s  ( C l a s s  V I ) ,  a n d  c o a s t a l  w e t l a n d s  ( C l a s s  V I I I ) .  

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

l e a s t  e n v i r o n m e n t a l l y  s e n s i t i v e  p o r t i o n s  o f  t h e s e  w e t l a n d s .  S p e c i f i c  

m e a s u r e s  i n c l u d e  t h e  r e q u i r e m e n t s  t h a t :

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

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

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

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

a n d  t h e  D e p a r t m e n t  o f  P i s h  a n d  Game w i l l  i d e n t i f y  t h e  l e a s t  

e n v i r o n m e n t a l l y  s e n s i t i v e  a r e a ( s )  w i t h i n  t h e  i n d u s t r y - i d e n t i f i e d  

a r e a  o f  i n t e r e s t .  T h e  i n d u s t r y - i d e n t i f i e d  s u r f a c e  a r e a  m u s t  b e  

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

p l a n n e d  e x p a n s i o n .



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

o u t s i d e  o f  p r o d u c t i v e  C l a s s  2 V ,  V I  a n d  V I I I  w e t l a n d s ,  u n l e s s  t h e  

D i r e c t o r ,  DM£M, a f t e r  c o n s u l t a t i o n  w i t h  t h e  D e p a r t m e n t  o f  F i s h  

a n d  G a m e ,  d e t e r m i n e s  t h a t  t h e r e  a r e  n o  f e a s i b l e  a l t e r n a t i v e s .

c .  W h e r e  f a c i l i t i e s  m u s t  b e  s i t e d  w i t h i n  C l a s s  I V ,  V I  a n d  V I I I  

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

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

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

d .  D r a i n i n g  o r  d o v a t u r m g  C l a s s  I V ,  V I  a n d  V I I I  w e t l a n d s  i s  

p r o h i b i t e d .

3 .  I m p e r m e a b l e  l i n i n g  a n d  d i k i n g  w i l l  b e  r e q u i r e d  f o r  s e w a g e  p o n d s  a n a  

o n s h o r e  o i l  s t o r a g e  f a c i l i t i e s  ( w i t h  a  s t o r a g e  c a p a c i t y  g r e a t e r  t h a n  

6 6 0  g a l l o n s ) .  B u f f e r  z o n e s  o f  n o t  l e s s  t h a n  1 0 0  f e e t  a n d  u p  t o  1 , 5 0 0  

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

c a p a c i t y  g r e a t e r  t h a n  6 6 0  g a l l o n s )  a n d  s e w a g e  p o n d s  f r o m  f r e s h w a t e r  

s u p p l i e s ,  s t r e a m s ,  l a k e s ,  a n d  C l a s s  I V  a n d  V I  w e t l a n d s  u n l e s s  t h e  

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

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

f e a s i b l e  o r  p r u d e n t .  S u m p s  a n d  r e s e r v e  p i t s  m u s t  b e  i m p e r m e a b l e  a n d  

o t h e r w i s e  f u l l y  c o n t a i n e d  t h r o u q h  d i k i n g  o t  o t h e r  m e a n s .

4 .  A l l  l e a s e  a c t i v i t i e s  a n d  s t r u c t u r e s  m u s t  b e  d e s i g n e d  t o  m a i n t a i n  

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

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

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

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

5 .  e x p l o r a t i o n  a c t i v i t i e s  m u s t  b e  s u p p o r t e d  o n l y  b y  i c e  a n d  w i n t e r  r o a d s  

a n d  t r a i l s ,  e x i s t i n g  r o a d  s y s t e m s ,  a n d  a i r  s e r v i c e .  O n - t u n d r a  t r a v e l  

m ay  b e  p e r m i t t e d  i f  t h e  D i r e c t o r ,  D i v i s i o n  o f  L a n d  a n d  W a t e r  

M a n a g e m e n t  a n d  t h e  D i r e c t o r ,  DMEM, d e t e r m i n e  t h a t  t r a v e l  c a n  b e  

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

c o n d i t i o n  e x i s t s .

6 .  F a c i l i t i e s  a n d  s u r f a c e  t r a n s p o r t a t i c  o u t e s  m u s t  b e  c o n s o l i d a t e d  t o  

t h e  e x t e n t  f e a s i b l e  a n d  p r u d e n t .

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

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

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

s t r u c t u r e s .  S u c h  a r e a s  w h e r e  a c c e s s  i s  t o  b e  r e s t r i c t e d  m u s t  b e  

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

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

a l o n g  n a v i g a b l e  a n d  p u b l i c  w a t e r s  a s  d e f i n e d  i n  AS  3 8 . 0 5 . 3 6 5 ( 2 2 )  a n d  

( 2 3 ) .  I f  l e a s e  f a c i l i t i e s  a r e  p r o p o s e d  t o  b e  l o c a t e d  i n  t h e  v i c i n i t y  

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

AS 3 8 . 0 5 . 1 2 7  a n d  1 1  AAC 5 3 . 3 3 0  t o  e n s u r e  t h e  r i g h t  o f  p u b l i c  a c c e s s .

8 .  T h e  l e s s e e  m u s t  i n c l u d e  i n  a n y  e x p l o r a t i o n  a n d / o r  d e v e l o p m e n t  p l a n s  a  

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

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

l e s s e e ' s  c o n t r a c t o r s  a n d  s u b c o n t r a c t o r s )  f o r  r e v i e w  a n d  a p p r o v a l  b y
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t h e  D i r e c t o r ,  D t t fM .  T h e  p r o g r a m  m u s t  b e  d e s i g n e d  t o  i n f o r m  e a c h  

p e r s o n  w o r k i n g  o n  t h e  p r o j e c t  o f  s p e c i f i c  t y p e s  o f  e n v i r o n m e n t a l ,  

s o c i a l ,  a n d  c u l t u r a l  c o n c e r n s  w h i c h  r e l a t e  t o  t h e  i n d i v i d u a l ' s  j o b .  

The  p r o g r a m  m u s t  b e  f o r m u l a t e d  a n d  i m p l e m e n t e d  b y  q u a l i f i e d  

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

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

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

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

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

c u s tO D .n ,  a n d  l i f e  s t y l e s  i n  a r e a s  i n  w h i c h  s u c h  p e r s o n n e l  w i l l  b o  

o p e r a t i n g .

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

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

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

s u b c o n t r a c t o r s .

The l e s s e e  i s  e n c o u r a g e o  t o  h i r e  A l a s k a  r e s i d e n t s  t o  t h e  e x t e n t  t h a t  

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

c o n n e c t i o n  w i t h  t h i s  l e a s e .  As i n d i c a t e d  i n  p a r a g r a p h  31  o f  c h e  

l e a s e  f o r r o ,  t h e  l e s s e e  m u s t  s u b m i t  a n n u a l l y  t o  t h e  D i r e c t o r ,  D i v i s i o n  

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

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

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

t o  r e c r u i t  q u a l i f i e d  A l a s x a  r e s i d e n t s  f o r  a v a i l a b l e  j o b s ,  a n d  

d e s c r i b e s  o n - t n e - j o b  t r a i n i n g  o p p o r t u n i t i e s .  T h e  r e p o r t  m u s t  a l s o  

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

h i r e d  w i t h i n  t h e  p a s t  y e a r  f o r  A l a s k a  o p e r a t i o n s .

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

w a t e r s ,  r i v e r s ,  s t r e a m s ,  n a t u r a l  l a k e s  a n d  C l a s s  I V  a n d  V I  w e t l a n d s  

i s  p r o h i b i t e d .  B e f o r e  t h e  l e s s e e s  d i s p o s e  o f  s o l i d  w a s t e  i n  o t h e r  

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

Q o s i s s i o n e r ,  D e p a r t m e n t  o f  Q i v i r o n m e n t a l  C o n s e r v a t i o n .

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

a .  D i s p o s a l  o f  p r o d u c e d  w a t e r  t o  f r e s h w a t e r  b o d i e s ,  i n c l u d i n g  C l a s s  

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

, i n  u p l a n d  a r e a s ,  i n c l u d i n g  C l a s s  I V  a n d  V I  w e t l a n d s ,  w i l l  b e  b y  

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

t h e  D e p a r t m e n t  o f  E n v i r o n m e n t a l  C o n s e r v a t i o n  m a y  p e r m i t  

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

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

b .  D i s c h a r g e  o f  d r i l l i n g  m u d s  a n d  c u t t i n g s  t o  l a k e s ,  s t r e a m s ,  

r i v e r s ,  a n d  C l a e s  I V  a n d  V I  w e t l a n d s  i s  p r o h i b i t e d .  U p l a n d s  

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

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

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



I I

c .  D i s c h a r g e  o£ p r o d u c e d  w a t a r c  i n t o  o p o n  o r  i c e - c o v e r e d  m a r i n e  

w a t e r s  o f  l e s s  t h a n  1 0  m e t e r s  i n  d e p t h  i s  p r o h i b i t e d .  A l l  

s u b m e r g e d  S a l e  3 9  t r a c t s ,  e x c e p t  s e a w a r d  p o r t i o n s  o f  T r a c t s  3 ,

4 ,  8 ,  9 ,  1 3 ,  1 4 ,  1 9 ,  2 0 ,  2 5 ,  2 7 ,  2 8 ,  a n d  3 3  a r e  w i t h i n  t h o

1 0 - m c t o r  i s o b a t h .  T h e  C o m m i s s i o n e r  o f  t h e  D e p a r t m e n t  o f  

e n v i r o n m e n t a l  C o n s e r v a t i o n  m a y  a p p r o v e  d i s c h a r g e s  I n t o  w a t e r s  

g r e a t e r  t h a n  1 0  m e t e r s  i n  d e p t h  b a s e d  o n  a  c a s e - b y - c a s e  r e v i e w  

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

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

a r e a .

d .  D i s p o s a l  o f  o i l - b a s e d  o r  o i l - c o n t a m i n a t e d  d r i l l i n g  m u d s  a n d  

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

e .  D u r i n g  w i n t e r  e x p l o r a t o r y  d r i l l i n g ,  d r i l l i n g  m u d s  a n d  c u t t i n g s  

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

i c e  s u r f a c e  i n  a r e a s  f r e e  o f  c r a c k i n g  o r  m a j o r  s t r e s s  

f r a c t u r e s .  D u r i n g  p e r i o d s  o f  r e d u c e d  i c e  t h i c k n e s s  o r  

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

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

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

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

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

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

f .  D u r i n g  s um m e r  e x p l o r a t o r y  d r i l l i n g ,  d r i l l i n g  m u d s  a n d  c u t t i n g s  

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

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

n i n e  p a r t s  s e a w a t e r  t o  o n e  p a r t  d r i l l i n g  f l u i d .  D r i l l i n g  m u d s  

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

s t o c k p i l e d  a t  t h e  d r i l l  s i t e  f o r  o p e n  w a t e r  d i s p o s a l  e x c e p t  w h e n  

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

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

i s o b a t h  a n d  t h e  e n t i r e t y  o f  S im p s o n  L a g o o n  i s  p r o h i b i t e d  u n l e s s  

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

C o m m i s s i o n e r  o f  t h e  D e p a r t m e n t  o f  E n v i r o n m e n t a l  C o n s e r v a t i o n  

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

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

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

i s s u e d  b y  t h e  E n v i r o n m e n t a l  P r o t e c t i o n  A g e n c y  a n d  t h o s e  S t a t e  o f  

A l a s k a  C o a s t a l  M a n a g e m e n t  P r o g r a m  c o n s i s t e n c y  r e q u i r e m e n t s  

I n c o r p o r a t e d  i n  o r  a c c o m p a n y i n g  t h e  NPDES p e r m i t .

1 2 .  B c p l o r a t i o n  f a c i l i t i e s ,  w i t h  t h e  e x c e p t i o n  o f  d r i l l  p a d s ,  w i l l  b e  

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

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

i n d i v i d u a l  b a s i s  b y  t h e  D i r e c t o r ,  EMEM , a f t e r  c o n s u l t a t i o n  w i t h  t h e  

D i r e c t o r  o f  t h e  D i v i s i o n  o f  L a n d  a n d  w a t e r  M a n a g e m e n t  a n d  t h e  

D e p a r t m e n t  o f  r i s h  a n d  C a m e .  A p p r o v a l  f o r  u s e  o f  a b a n d o n e d  

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

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

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

m u s t  b e  u s e d  f i r s t  u n l e s s  t h e  D i r e c t o r ,  D i v i s i o n  o f  L a n d  a n d  W a t e r  

M a n a g e m e n t ,  a f t e r  c o n s u l t a t i o n  w i t h  t h e  D i r e c t o r ,  DMEM , a n d  t h e  

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

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

G r a v e l  m i n i n g  s i t e s  r e q u i r e d  f o r  e x p l o r a t i o n  a c t i v i t i e s  r o u s t  n o t  b e  

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

O l r e c t o r ,  D i v i s i o n  o f  L a n d  a n d  W a t e r  M a n a g e m e n t ,  a f t e r  c o n s u l t a t i o n  

w i t h  t h e  D e p a r t m e n t  o f  F i s h  a n d  G a m e ,  d e t e r m i n e s  t h a t  a  f l o o d p l a i n  

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

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

t h e  p r o c e d u r e s  o u t l i n e d  i n  G r a v e l  R e m o v a l  G u i d e l i n e s  F o r  A r c t i c  a n d  

S u b a r c t i c  F l o o d p l a i n s ,  1 9 8 0 ,  U . S .  F i s h  a n d  W i l d l i f e  S e r v i c e - W o o d w a r d  

C l y d e  C o n s u l t a n t s .  U n d e r  AS 1 6 ,  D e p a r t m e n t  o f  F i s h  a n d  Game a p p r o v a l  

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

o r  c o u l d  b l o c k  f i s h  p a s s a g e .

B o r r o w  e x t r a c t i o n  f r o m  b a r r i e r  i s l a n d s  i s  p r o h i c i t c d .  B o r r o w  

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

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

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

o f  E n v i r o n m e n t a l  C o n s e r v a t i o n ,  t h a t ,  o n  t h e  b a s i s  o f  s c i e n t i f i c  

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

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

e x i s t .

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

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

n e e d e d  t o  d e v e l o p  t h e  f i e l d  e f f i c i e n t l y  a n d  w i t h  m i n i m a l  

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

d c m g n e d  a n d  c o n s t r u c t e d  t o  f u n c t i o n  a s  r e s e r v o i r s  f o r  w i n t e r  w a t e r  

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

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

D i v i s i o n  o f  L a n d  a n d  W a t e r  M a n a g e m e n t ,  a f t e r  c o n s u l t a t i o n  w i t h  t h e  

D e p a r t m e n t  o f  F i s h  a n d  G a m e ,  d e t e r m i n e s  t h a t  t h e r e  i s  n o  o t h e r  

f e a s i b l e  a n d  p r u d e n c  a l t e r n a t i v e .

^ P i p e l i n e s  w i l l  b o  l o c a t e d  s o  a s  c o  f a c i l i t a t e  t h e  c o n t a i n m e n t  a n d  

c l e a n  u p  o f  s p i l l e d  h y d r o c a r b o n s .  W h e r e  f e a s i b l e ,  p i p e l i n e s  w i l l  b e  

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

t h e  D i r e c t o r ,  D i v i s i o n  o f  L a n d  a n d  W a t e r  M a n a g e m e n t ,  d e t e r m i n e s  t h a t  

a n  a l t e r n a t i v e  s i t e  i s  a n  a c c e p t a b l e  e n v i r o n m e n t a l  a l t e r n a t i v e .

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

w i l l  b e  d i s p o s e d  o f  a t  a n  a p p r o v e d  u p l a n d  s i t e .  No n e w  s o l i d  f i l l  

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

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

D c c e p t  f o r  t h o s e  o n  a p p r o v e d  e x p l o r a t o r y  d r i l l  s i t e s ,  s t a t i o n a r y  f u e l  

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

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

p e r m i t t i n g  p r o c e s s  u n d e r  AS 1 6 . 0 6 . 8 7 0  f o r  t h e  r e f u e l i n g  o f  

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

s c r a p e r s  a n d  f r o n t  e n d  l o a d e r s ,  w i t h i n  f l o o d p l a i n s .
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2 0 .  P r i o r  t o  t h o  c o n s t r u c t i o n  o r  p l a c e m e n t  o f  a n y  o n s h o r e  s t r u c t u r e ,  

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

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

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

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

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

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

e v i d e n c e  o f  c o n s u l t a t i o n  w i t h  t h e  A l a s K a  H e r i t a g e  R e s o u r c e s  S u r v e y  

m d  t h e  N a t i o n a l  R e g i s t e r  o f  H i s t o r i c  P l a c e s ,  a n d  s i t e  s u r v e y s .  T h e  

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

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

i n v e n t o r y  m u s t  b e  s u b m i t t e d  t o  t h e  D i r e c t o r ,  GMEM, f o r  d i s t r i b u t i o n  

t o  t h e  D i r e c t o r  o f  t h e  D i v i s i o n  o f  P a r ie s  a n d  t h e  M a y o r  o f  N o r t h  S l o p e  

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

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

a n  a c t i v i t y ,  t h e  D i r e c t o r ,  DMEM, a f t e r  c o n s u l t a t i o n  w i t h  t h e  D i r e c t o r  

o f  t h e  D i v i s i o n  o f  P a r k s  a n d  t h e  N o r t h  S l o p e  B o r o u g h ,  w i l l  d i r e c t  t h e  

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

a d v e r s e  e f f e c t .

2 1 .  U p o n  a b a n d o n m e n t  o f  d r i l l i n g  s i t e s ,  r o a d s ,  b u i l d i n g s ,  a i r s t r i p s  o r  

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

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

d e p a r t m e n t s  o f  F i s h  a n d  G am e  a n d  E n v i r o n m e n t a l  C o n s e r v a t i o n ,  

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

i n t e r e s t .

2 2 .  T h e  f o l l o w i n g  m e a s u r e s  w i l l  b e  im p o s e d  b y  t h e  D e p a r t m e n t  o f  F i s h  a n d  

Game u n d e r  T i t l e  16 o f  t h e  A l a s k a  S t a t u t e s  t o  p r o t e c t  a n a d r o m o u s  

s t r e a m s :

a .  A l t e r a t i o n  o f  r i v e r  o a n k s  i s  p r o h i b i t e d  u n l e s s  a p p r o v e d  b y  t h e  

D e p a r t m e n t  o f  F i s h  a n d  G a m e .

b .  E x c e p t  f o r  a p p r o v e d  s t r e a m  c r o s s i n g s ,  e q u i p m e n t  m u s t  n o t  b e  

o p e r a t e d  w i t h i n  w i l l o w  s t a n d s  ( S a l i x  s p p . ) .

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

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

D e p a r t m e n t  o f  F i s h  a n d  G a m e .

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

f e a s i b l e .  C u l v e r t s  m a y  b e  u s e d  o n l y  w h e n  b r i d g e s  a r e  s h o w n  n o t  

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

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

o f  P i s h  a n a  Garn i p r i o r  t o  t h e  p l a c e m e n t  o f  e i t h e r  o f  t h e s e  

s t r u c t u r e s .

e .  R e m o v a l  o f  f r e s h w a t e r  o r  s n o w  c o v e r  f r o m  f i s h  b e a r i n g  r i v e r s ,  

s t r e a m s ,  a n d  n a t u r a l  l a k e s  w i l l  b e  p r o h i b i t e d  f r o m  f r e e z e  u p  

u n t i l  s p r i n g  b r e a k u p .  C o m p a c t i o n  o f  s n o w  c o v e r  o v e r l y i n g  

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

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

G a m e .  I f  i c e  t h i c k n e s s  I s  n o t  s u f f i c i e n t  t o  f a c i l i t a t e  a  

c r o s s i n g ,  i c e  a n d / o r  s n o w  b r i d g e s  w i l l  b e  r e q u i r e d .
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£ . w a t e r  i n t a k e  p i p c n  u t i l i z e d  f c r  s u m m e r  w a t e r  r e m o v a l  f r o m  t h e

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

c n t r a i n m c n t  a n d  i m p i n g e m e n t .  P i p e s  a n d  s c r e e n i n g  m u s t  b e  

d e s i g n e d  a n d  c o n s t r u c t e d  s o  t h a t  t h e  m a x im u m  w a t e r  v e l o c i t y  a t  

t h e  s u r f a c e  o f  t h e  s c r e e n  e n c l o s u r e  i s  n o  g r e a t e r  t h a n  0 . 1  f o o t  

p e r  s e c o n d .  S c r e e n  m eB h  s i z e  s h n l l  n o t  e x c e e d  0 . 0 4  i n c h  u n l e s s  

a n o t h e r  s i z e  h a s  b e e n  a p p r o v e d  b y  t h e  D e p a r t m e n t  o f  F i s h  a n d  

G a m e .

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

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

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

i n c l u d i n g  i t s  s u b s t r a t e ,  i s  s o l i d l y  f r o z e n .  T h e  m in im u m  

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

c h a r g e s  i s :

2 3 .  T h e  l e s s e e  w i l l  b e  r e s p o n s i b l e  f o r  e n s u r i n g  t h a t  a n  a d e q u a t e  s u p p l y  

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

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

a h a l l  b e  a u t h o r i z e d  p u r s u a n t  t o  AS 4 6 . 1 5 .

2 4 .  T h e  f o l l o w i n g  m e a s u r e s  w j l l  b e  r e q u i r e d  t o  m i n i m i z e  i m p a c t s  o n  t h e  

C e n t r a l  A r c t i c  C a r i b o u  H e r d .

a .  T h e  m o v e m e n t  o f  e q u i p m e n t  a n d  p e r s o n n e l  t o  a n d  f r o m  S a l e  3 9  

t r a c t s  t h r o u g h  t h e  K u p a r u k  c a l v l n q  g r o u n d  o f  t h e  C e n t r a l  A r c t i c  

H e r d  d e p i c t e d  i n  F i g u r e  3 m a y  b e  r e s t r i c t * ’ b e t w e e n  K a y  1 5  a n d  

J u n e  2 5 .  A l l  a u t h o r i z e d  m o v e m e n t  o f  e q u i p m e n t  a n d  p e r s o n n e l  

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

% s c h e d u l e d  t o  r e d u c e  d i s t u r b a n c e  t o  c a r i b o u .  T h e  n e c e s s i t y  a n d  

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

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

o p e r a t i o n s  b y  t h e  D i r e c t o r ,  D i v i s i o n  o f  M i n e r a l s  a n d  E h e r g y  

M a n a g e m e n t ,  i n  c o n s u l t a t i o n  w i t h  A l a s k a  D e p a r t m e n t  o f  F i s h  a n d  

G a m e .

b .  P i p e l i n e s  s h o u l d  b e  c o n s o l i d a t e d  t o  t h e  e x t e n t  f e a s i b l e  a n d  m u s t  

b e  c o n s t r u c t e d  t o  a l l o w  s a f e  p a s s a g e  o f  c a r i b o u .  A d e q u a t e  

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

a r e a s  i d e n t i f i e d  b y  t h e  D e p a r t m e n t  o f  P i s h  a n d  Gam e a s  i m p o r t a n t  

c a r i b o u  m o v e m e n t  z o n e s .

1 - 2  p o u n d  c h a r g e  

5 p o u n d  c h a r g e  

1 0  p o u n d  c h a r g e  

2 5  p o u n d  c h a r g e  

1 0 0  p o u n d  c h a r g e

8 0  f e e t  

1 2 0  f e e t  

1 7 0  f e e t  

2 7 0  f e e t  

5 3 0  f e e t

L e s s e e s  a r e  a d v i s e d  t h a t  d o c u m e n t e d  a n a d r o m o u s  r i v e r s  i n  a n d  

a d j a c e n t  t o  t h e  l e a s e  s a l e  a r e a  i n c l u d e :  t h e  C o l v i l l i ,

U n g n u v a n k ,  a n d  K u p a r u k  r i v e r s .
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B  2 9 .  D u r i n g  t h e  c o n d u c t  o f  a l l  a c t i v i t i e s  r e l a t e d  t o  t h i s  l e a s e ,  t h e

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

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

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

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

■ C o a s t a l  M a n a g e m e n t  A c t ,  a n d  w i t h  s o u n d  p l a n n i n g  a n d  m a n a g e m e n t  o f  

c o a s t a l  z o n e  r e s o u r c e s .

I  

I 

I  

I

2 5 .  R o u t e s  o f  t r a v e l  m u s t  a v o i d  p r e f e r r e d  p o l a r  b e a r  d e n n i n g  h a b i t a t  

u n l e s s  h u m a n  s a f e t y  d i c t a t e s  o t h e r w i s e .  P o l a r  b e a r s  d e n  o n  P i n g o k  

a n d  C o t t l e  i s l a n d s  a n d  w i t h i n  2 5  m i l e s  o f  t h e  c o a s t l i n e  i n  d e e p l y  

d r i f t e d  a r e a s  (6  f t .  o r  g r e a t e r )  a d j a c e n t  t o  t h e  c u t b a n k s  o f  

d r a i n a g e s .  T h e  u s e  o f  e x p l o s i v e s  w i l l  b e  p r o h i b i t e d  w i t h i n  1 / 4  m i l e  

o f  c u t b a n k s  i d e n t i f i e d  b y  t h e  D e p a r t m e n t  o f  F i s h  a n d  G a m e .  T h e  

D e p a r t m e n t  o f  P i s h  a n d  Gam e  w i l l  m a k e  m a p s  i d e n t i f y i n g  d o c u m e n t e d  

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

l e s s e e s  w i t h i n  4 5  d a y s  o f  t h e  d a t e  a  r e q u e s t  f o r  a p p r o v a l  o f  a  p i a n  

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

2 6 .  T h e  f o l l o w i n g  p r o v i s i o n s  w i l l  g o v e r n  a i r c r a f t  o p e r a t i o n s  i n  a n d  n e a r  

t h e  s a l e  a r e a .

a .  F r o m  M ay  15  t h r o u g h  S e p t e m b e r  3 0 ,  a i r c r a f t  m u s t  f l y  c a l t i t u d e s  

o f  g r e a t e r  t h a n  1 , 5 0 0  f e e t  ( 4 5 7  m) o r  a t  a  l a t e r a l  d i s t a n c e  o f  

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

w e t l a n d s  w i t h i n  o n e  m i l e  o f  t n e  B e a u f o r t  S e a  c  a s t  ( e x c l u d i n g  

t a k e - o f f s  a n d  l a n d i n g s ) .

b .  F r o m  M ay  1 5  t h r o u g n  J u n e  2 0 ,  a i r c r a f t  o v e r f l i g h t s  w i t h i n  3 0  

m i l e s  ( 2 4  km ) o f  t h e  c o a s t  b e t w e e n  t h e  C o l v i l l e  a n d  K u p a r u k  

r i v e r s  m u s t  a v o i d  c a r i b o u  b y  a n  a l t i t u d e  o f  a t  l e a s t  1 , 5 0 0  f e e t  

( 4 5 7  m) o r  a  l a t e r a l  d i s t a n c e  o f  o n e  m i l e  ( 1 . 6  km )  ( e x c l u d i n g  

t a k e - o f f s  a n d  l a n d i n g s ) .

c .  H um an  s a f e t y  w i l l  t a k e  p r e c e d e n c e  o v e r  a i r c r a f t  r e s t r i c t i o n s .

2 7 .  S u r f a c e  u s e  w i l l  b e  r e s t r i c t e d ,  a s  n e c e s s a r y ,  t o  p r e v e n t  u n r e a s o n a b l e  

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

2 8 .  B i d d e r s  a r e  a d v i s e d  t h a t  t h e  N o r t h  S l o p e  B o r o u g h  (NS B )  A s s e m b l y  h a s  

a d o p t e d  a  C o m p r e h e n s i v e  P l a n  a n d  L a n d  M a n a g e m e n t  R e g u l a t i o n s  u n d e r  

T i t l e  2 9  o f  t h e  A l a s k a  S t a t u t e s .  T h e  r e g u l a t i o n s  r e q u i r e  NSB 

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

d e v e l o p m e n t  o f  t h e  l e a s e .  T h e  s t a t e  m a y  n o t  i n  a l l  i n s t a n c e s  a c c e p t  

t h i s  a s s e r t i o n  o f  j u r i s d i c t i o n .

2 9 .

3 0 .  P l a n s  o f  o p e r a t i o n s  f o r  l e a a e  a c t i v i t i e s  a n d  s p e c i f i c  p e r m i t

a p p l i c a t i o n s  w h i c h  a r e  s u b j e c t  t o  a p p r o v a l  b y  t h e  U . S .  C o r p s  o f  

E n g i n e e r s  o r  w h i c h  r e q u i r e  a  C e r t i f i c a t e  o f  R e a s o n a b l e  A s s u r a n c e  f r o m  

t h e  D e p a r t m e n t  o f  E n v i r o n m e n t a l  C o n s e r v a t i o n  m u s t  b e  s u b m i t t e d  

s i m u l t a n e o u s l y  f o r  s t a t e  a g e n c y  r e v i e w  a n d  a p p r o v a l ,  a t  l e a s t  6 0  d a y s  

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

-1 7 -



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

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

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

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

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

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

DMEM, h a s  t h e  a u t h o r i t y  t o  a p p r o v e  t h e  a c t i v i t y ,  p r o v i d e d  a d e q u a t e  

p r o v i s i o n s  h a v e  b e e n  m a d e  w i t h  t h e  s t a t e  t o  p a y  f o r  a n y  d a m a g e s  t h e  

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

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

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

w i t h i n  a  n a t i v e  a l l o t m e n t .  B e f o r e  e n t e r i n g  a  p e n d i n g  o r  a p p r o v e d  

n a t i v e  a l l o t m e n t ,  l e s s e e s  m u s t  c o n t a c t  t h e  B u r e a u  o f  I n d i a n  A f f a i r s  

a n d  t h e  B u r e a u  o f  L a n d  M a n a g e m e n t  a n d  o b t a i n  a p p r o v a l  t o  e n t e r ,  i f  

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

n a t i v e  a l l o t m e n t s .

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

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

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

w i t h  t h e  p r o v i s i o n s  o f  t h e  M a r i n e  M a m m a l  P r o t e c t i o n  A c t .  O f f s h o r e  

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

t o  c o m p l y  w i t h  t h e  p r o v i s i o n s  o f  t h e  E n d a n g e r e d  S p e c i e s  A c t  a s  t h e y  

r e l a t e  t o  t h e  b o w h e a d  w h a l e .  I n  d e t e r m i n i n g  t h e s e  r e s t r i c t i o n s ,  t h e  

D i r e c t o r ,  DMEM , w i l l  a t  a  m i n im u m  c o n s u l t  t h e  N o r t h  S l o p e  B o r o u g h ,  

t h e  A l a s x a  E s k im o  W h a l i n g  C o m m i s s i o n ,  t h e  B e a u f o r t  S e a  B i o l o g i c a l  

T a s k  F o r c e ,  a n d  a f f e c t e d  p e r m i t t e e s .

C o n t i n u o u s  f i l l  c a u s e w a y s  a r e  p r o h i b i t e d .  N o n c o n t i n u o u s  f i l l  

c a u s e w a y s  m a y  b e  p e r m i t t e d  w h e n  t h e  D i r e c t o r ,  DMEM, a f t e r  

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

o f  E n v i r o n m e n t a l  C o n s e r v a t i o n ,  d e t e r m i n e s  t h a t  a  c a u s e w a y  13 
n e c e s s a r y  f o t  f i e l d  d e v e l o p m e n t  a n d  t h a t  n o  o t h e r  f e a s i b l e  a n d  

p r u d e n t  a l t e r n a t i v e  e x i s t s .

An O i l  D i s c h a r g e  C o n t i n g e n c y  P l a n  w i l l  b e  r e q u i r e d  f o r  o f f s h o r e  

o p e r l t i o n s  u n d e r  AS 4 6 . 0 4 . 0 3 0  a n d  1 8  AAC 7 5 .

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

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

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

o i l  t a n k e r .  P i p e l i n e s ,  i n c l u d i n g  f l o w  a n d  g a t h e r i n g  l i n e s ,  r o u s t  b e  

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

c u r r e n t s ,  s t o r m  a n d  i c e  s c o u r i n g ,  s u b f - c e x i n g  c o n d i t i o n s ,  a n d  o t h e r  

h a r a r d s  a s  d e t e r m i n e d  o n  a  c a a e - b y - c a i  b a s i s .  F o l l o w i n g  t h e  

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

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

e x c e p t  i n  a n  e m e r g e n c y .  T h e  D i r e c t o r ,  D M EH , w i l l  e v a l u a t e  t h e  

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

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

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

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

s u c h  v e s s e l s ,  p u r s u a n t  t o  t h e  P o r t a  a n d  W a t e r w a y s  S a f e t y  A c t  o f  1 9 7 2  

( 4 6  U . S . C .  3 9 1 ( a ) )  a n d  t h e  P o r t  a n d  T a n k e r  S a f e t y  A c t  o f  1 9 7 8  

( 3 3  U . S . C .  1 2 2 1 )  .
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. 3 7 .  .  M a n y  o f  t h e  e n v i r o n m e n t a l  c o n c e r n s  a s s o c i a t e d  w i t h  t h e  o f f s h o r e

t r a c t s  w i t h i n  t h e  a r e a  o f  t h e  J o i n t  F e d e r a l - S t a t e  B e a u f o r t  S e a  S a l e  

{ S a l e  3 0 )  a p p l y  t o  t h e  o f f s h o r e  t r a c t s  i n  t h e  S a l e  3 9  a r e a .  

C o n s e q u e n t l y ,  i n  t h e  e n f o r c e m e n t  o f  S t i p u l a t i o n  N o .  3 a n d  T e r m s  o f  

S a l e  N o s .  8 ,  1 5 ,  3 3 ,  a n d  3 6  o f  S a l e  3 9 ,  t h e  D i r e c t o r ,  DMEM , w i l l  

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

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

a g e n c i e s :  D e p a r t m e n t  o f  F i s h  a n d  G a m e ,  D e p a r t m e n t  o f  E n v i r o n m e n t a l

C o n s e r v a t i o n ,  a n d  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 .  I n  a d d i t i o n ,  t h e  

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

a g e n c i e s ,  i n c l u d i n g  t h e  B u r e a u  o f  L a n d  M a n a g e m e n t ,  U . S .  F i s h  a n d  

W i l d l i f e  S e r v i c e ,  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 h e  N a t i o n a l  M a r i n e  

F i s h e r i e s  S e r v i c e ,  a n d  t h e  e n v i r o n m e n t a l  P r o t e c t i o n  A g e n c y  w i l l  b e  

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

c o n s u l t a t i o n s .

3 8 .  T h e  m o v e m e n t  o f  e q u i p m e n t  a n d  p e r s o n n e l  t o  a n d  f r o m  S a l e  39 t r a c t s  

t h r o u g h  t h e  w h i s t l i n g  r .w a n  s t a g i n g  a r e a  i n  T 1 3 N ,  H 8 F ,  U r a i a t  

M e r i d i a n  3 w i l l  b e  r e s t r i c t e d  a s  n e c e s s a r y  b e t w e e n  J u l y  1 5  a n d  

S e p t e m o e r  1 .  The  n e c e s s i t y  a n d  c o n d i t i o n s  f o r  l i m i t i n g  e q u i p m e n t  a n d  

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

r e v i e w  o f  p l a n s  o f  o p e r a t i o n s  b y  t h e  D i r e c t o r ,  DMEM , i n  c o n s u l t a t i o n  

w i t h  t h e  D e p a r t m e n t  o f  F i s h  a n d  G a m e .

3 9 .  F o r  t h e  p u r p o s e  o f  a d m i n i s t e r i n g  t h e  s e a s o n a l  d r i l l i n g  r e s t r i c t i o n ,  

S t i p u l a t i o n  3 ,  t h e  b o u n d a r y  b e t w e e n  t h e  a r e a s  c l a s s i f i e d  a s  " o n  o r  

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

t h e  f o l l o w i n g  s a l i e n t  p o i n t s :

S a l i e n t  P t .  N o . L a t i t u d e L o n a i t u d e

1 6 0 4 5 - 5 7 0 * 1 4 ' 1 9 . 0 0 "  

N - 7 7 9 2 3 4 9 . 2 1

1 4 6 * 3 8 * 1 2 . 0 0 "

E - 5 1 3 7 1 0 . 7 4

1 6 0 6 2 - 4 4 7 0 * 2 8  * 3 5 . 3 0 "  

N - 7 8 7 9 8 5 0 . 4 1

1 4 8 * 4 9 ' 0 6 . 4 0 "  

E - 4 3 2 1 8 0 . 6 4

B P T - 0 0 1 7 0 * 3 3 * 1 3 . 4 0 "  

N - 7 8 3 0 1 0 8 . 9 9 2

1 4 9 * 5 6 ' 5 3 . 5 0 "  

E - 3 9 0 4 8 7 . 5 3 1

B P T - 0 0 2 7 0 * 3 3 * 1 4 . 2 0 "

H - 7 8 3 0 1 2 7 . 5 9 5

1 4 9 * 5 6 ' 4 1 . 2 0 "

E - 3 9 0 6 1 5 . 5 5 9

B P Y - 0 0 3 7 0 " 3 3 ' 3 1 . 6 0 "

N - 7 8 3 0 6 2 8 . J 2 5

1 4 9 * 5 5 * 2 5 . 4 0 "

E - 3 9 1 4 2 3 . 0 7 6

D P T - 0 0 7 7 0 * 3 3  * 5 0 . 0 0 "  

N - 7 8 3 1 0 5 7 . 1 6 9

1 4 9 * 5 0 * 3 8 . 2 0 "

£ ■ 3 9 4 4 1 0 . 5 0 3

D P T - 0 0 8 7 0 * 3 4 * 1 3 . 5 0 “

N - 7 8 3 1 5 9 7 .Q 0 7

1 4 9 * 4 4 * 0 2 . 1 0 "

E - 3 9 8 S 2 S . 8 8 8



S a l i e n t  P t .  No. L a t i t u d e Lo n g i t u d e

DPT- 0 1 4

B P T -0 1 5

B P T -0 2 4

B P T -0 2 5

BPT -0  31

B P T -0 3 2

4 0 -X

4 1 - X

B P T -0 4 8

H B E -027

HBE-031

7 0 * 3 4 * 0 2 . 3 0 "
N - 7 0 3 1 0 6 6 . 5 1 6

7 0 * 3 3 ' 5 4 . . 1 0 "  
N - 7 8 3 0 7 6 6 . Q 3 1

7 0 * 3 3 ' 0 0 . 9 0 "  
N - 7 8 2 8 8 4 0 . 5 0 9

7 0 °  3 2 ' 4 1 . 9 0 "  
N - 7 8 2 8 2 0 0 . 1 9 9

7 0 * 3 1 * 4 3 . 8 0 "  
Na 7 8 2 6  2 1 4 . 6 8 8

7 0 * 3 1 * 3 0 . 5 0 "
N - 7 8 2 5 7 4 4 . 5 0 7

7 0 * : : ' 2 4 *
H - 7 8 2 1 6 3 7 . 3 6 0

7 0 ® 2 9 ' 2 7 *
N - 7 8 2 1 7 2 8 . 5 0 5

7 0 * 2 8 * 4 9 . 6 0 "  
N = 7 0 2 O 3 3 2 . 5 9 8

70*  3 3 ' 2 1 . 9 0 *  
N - 7 8 3 0 1 1 6 . 4 0 2

7 0 * 3 3 ' 0 8 . 1 0 "
N - 7 8 2 9 7 8 4 . 8 5 2

1 4 9 * 3 7 ' 1 7 . 7 0 "
E - 4 0 2 6 7 8 . 0 5 2

1 4 9 * 3 5 ' 3 4 . 1 0 “ 
E **403734 . 9 6 8

1 4 9 * 2 4  * 5 5 . 9 0 "  
i >  1 1 0 2 4 8 . 2 2 9

1 4 9 * 2 2 ' 3 5 . 9 0 "
E = 4 1 1 6 6 9 . 3 9 9

1 4 9 * 1 4  * 3 2 . 4 0 "  
E“ 4 1 6 5 9 2 . 6 8 4

14 9 * 1 1 * 5 7 . 8 0 "  
E * 4 1 8 1 7 4 . 5 4 7

1 4 9 * 0 3 ' 1 2 "  
E = 4 2 3 4 7 4 . 0 9 7

1 4 9 * 0 3 ' 0 7 "  
L - 4 2 3 5 2 8 . 9 8 0

1 4 8 * 5 3 ' 1 2 . 2 0 "  
E - 4 3 0 8 9 1 . 2 2 8

1 5 0 * 1 1 * 5 0 . 0 0 "  
E - 6 0 4 1 0 2 . 1 7 5

1 5 0 * 0 8 ' 3 1 . 2 0 "  
E - 6 0 6 1 7 2 . 0 6 1

W e s t e r n  T e r m i n a t i o n 7 0 * 3 5 ' 5 0 . 8 0 "  
N - 7 8 3 4 5 8 4 . 6 0

14 4 * 1 6  ' 5 0 . 2 3  
E - 6 0 0 8 0 0 . 0 0



R E V IE W  O F  
S O C IA L  A N D  E C O N O M IC  

C O N D IT IO N S

1 U N IV E R S IT Y  O f  A L A S K A  IN S T IT U T E  O F  S O C IA L  A N O  E C O N O M IC  R E S E A R C H .  OCC. 1 9 8 2 ,  V -I. X IX .  N o , 4

R e f l e c t i o n s  o n  t h e  E n d  o f  t h e  O P E C  E r a
This pa p er  it  in ten d ed  to  p u t  th r  O P F C  o u  p r i c t  m e t  o t  

: n r  l 'J70 t  ana the m ore  recen t  oi l  o n e r  a c c lm e  in to  his tor ica l  
oer toect ive .  M a th a n t  (an  then  u e ie n  ":c c- .ance m a t  e n e r t \  
p r i r e t  ti/itl re su m r th t i r  u o u a r a  c/ imn ( n i n e  h e w  m o m e n t u m  
to  ec o n o m ic  gro w th  tn m e  state, aeatn it  m e  p r o s p e c t  th a t  the  
OP EC era is indeed  o v e r — meaning m a t  Uotha a io n e  w ith  
o th er  energy  expor t ing  regions, m ust a c c e p t  a radical ana  
m o st lv  d o w n w a r d  carus tm en t  in its d c i e in o m e n t  ex p e c ta t io n s .

Oil Price* and Alaska's Economy

Alaska's labor force, popu lation , and personal 
income have been increasing faster than those o f  any 

other state for almost a decade. Very little o f this 

growth wou ld  have happened w ithout the two 

great surges in world o il ,>nces that most people 

identify w ith the rite o f OPEC—the Organization o f 
Petroleum Exporting Countries

The fivefold price increase for M idd le  Eastern 
crude o il m 1973*74 and tne resulting threefold 

increase in the market value o f U.S. domestic crude 

o il made it economically feasible to develop the 

Prudhoc Bay field and complete the Trans-Alaska o il 

p ipeline (TAPS). Even if real o il price* had remained 
at their 1975-78 level*. Prudhoe Bay o il royalties and 

taxes would have made A lu k a  the nchc*t state 

government per capita throughout the 1980*. and the 
spending and rospendtng o f the*c tevenues m Alaska 
would have combined w ith continu ing private invest­

ment in  energy resources to put A laska am ong the 
faster-growing states in income and em ploym ent.

World o il pnees took o ff once more in 1979-80. 
however. Real pnees at the Persian G u lf "on ly"  
tripled this time, but the stability o f transportation 
charge* between the North Slope a id  Lower-48 
refinene* caused the price o f Prudhoe Bay o i l—and 
consequently Alaska's royalty and severance-tAX 
collections— to gTOw almost five-fold. A t their peak in
1981. o il revenues were flow ing into the state treas­

ury at an annual rate o f more than 510 .000 per 

capita. The eifect of this Bonanza on state spending 
for government operations, transfer payments, loan 

programs, ana puo lic  wonts was as awesome as it was 
predictable. In  1980 the Legislature abolished per­

sonal income taxes, and in 1982 it voted to distribute 

a "Permanent Fund div idend" check o f S1.000 to 
each resident.

By the second quarter o f 1981 . when crude-oil 

prices began ttteir present downward trend, most 

private and governmental p lann ing in the state had 

come to reflect the assumption that o il prices, and 

w ith them the prices o f other fossil fuels, wou ld keep 

nsing w ithout lim it . Disagreement about the long­

term o il price outlook was largely confined to the 
question o f whether pnee increases wou ld  average 2.

3 . or 5 percent in excess of general in fla t ion .

The prospect o f ever-rising o il pnees implied 

that Prudhoe Bay wou ld generate more and more 

revenue for the state, and that the spending and 
respending o f that revenue wou ld provide more and 

more public- and pnvate-sector jobs. It  also promised 
to sustain a h igh level o f exploration activity on state 
lands and the federal outer continental shelf (OCS) 

ana . most like ly . ■» scries o f major new discoveries. 
R ising o il pnees convinced sponsors o f the proposed 

Alaska gas p ipe line that they could just about ignore 

the d iff ic u lty  o f marketing North Slope gas as a 
constraint on the project's economic feasibility .

A n  over-increasing real pnee o f o il on world 
markets also seemed to assure Alaska a petrochem-

This ropon wai adapt'd from tha appandic of a 
largar ttudy antitlad "Alatka Entrgy Planning Studiai,"" 
partormad bv Arlon R. Tuning and Gragg K. Eridtion 
for tha Olvltron of Policy Davalopmant and Planning, 
Offlea of tha Govtrnor. Oetobtr 1992.
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icals boom  based on the growing cost advantage  
North S lope natural-gos liquids (NGLsl would have 
over oil-based petrochemical feedstocks used e lse­
where; It also feemed to guarantee developm ent o f  
Alaska's coal for export. Higher and higher p nees  for  
oil meant, moreover, that natural gas and coal w ould  
be too  valuable to use for generating electric power tn 
Alaska: this outlook has been the main rationale for 
planning a multi-billion dollar hydroelcctnc generat­
ing plant on  the Susitna River and has led m any  
legislators to believe that the state would be able to  
finance the Susitna project with a direct appropn-  
ation from the General Fund.

The pnee  o f  oil is thus the biggest single outside  
influence on Alaska's eco n o m y ,  and in 1982, uncer­
tainty about the oil-pnce outlook  has becom e the  
biggest single source o f  uncertainty about the state's 
econom ic future. The possibility that the oii-price 
boom  may be over has profound consequences which  
thus far have been eiuter to  ignore in Alaska than in 
other energy-exporting areas.

S ince the upward m ovem ent o f  oil pnees ended  
tn 1 9 8 1 .  econom ic distress h- t already overtaken  
many o f  the top oil-exporting > nuntnes. By the end  
o f  1 9 82 ,  all but two OPEC nations are likely to  
be in a deficit  fiscal and foreign-exchange position. In 
le u  than a year, a record boom  has given way t o  a

grave depression in the doep-gas areas o f  Oklahoma,  
among oilfield-service contractors, and for the  finan­
cial institutions that specialized in backing them . All 
but a handful o f  synthettc-fuels projects have now  
been a b a .d o n e d ,  and the future o f  those remaining  
is d o u b tfu l .1

Several forces have joined to  perpetuate a 
petroleum-driven boom  in Alaska that has lasted 
longer than tn other petroleum-exporting regions.  
Most crucial has been the fact lhat actual spending  
o f  state m on ey  appropriated in 1980 and 1981  has 
continued  to  increase m onth  by month well into
1982. A nother factor has been the m om entum  o f  
Nwrth S lop e  oil exploration and d evelopm ent pro­
grams, so m e  o f  which would be econom ical at any  
world o il-pnce level higher than Isay) $ 1 0  per tarrel. 
A third elem ent in the present boom  is a host o f  
Anchorage com m ercial building projects for which  
the key decisions and com m itm ents  were made 
before 1981 .  Finally, the continuing increase in the 
am ount o f  state m on ey  actually flowing into the 
ec on om y has com bined  with the flow o f  oil-industry  
investments to perpetuate a m ood o f  higii jptuntsm  
among private investors in Alaska’s non-energy  
industries, particularly residential and commercial  
reai-esute developm ent.

Nevertheless, in 1 9 82 ,  the beginnings o f  a
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downward slide in worl I prices hes already drastic­

a lly  altered the state r  emment s offic ia l view of the 

future. From June 1980 throuRh January 1982. 
the Alaska Department o f Revenue's quarterly 
Petroleum Production Revenue Forecast had been 

predictinR that nominaJ-dollar (" inflated") o il reven­

ues would increase over the 4 years bemnmns on 

each forecast date at a compound annual rate be­

tween 12.2 and 25.8 percent. In  its March 1982 

Frrecast, the department’s 3-year estimate o f the 

“.xpected annual chanRe in state revenues fell abruptly  
to a negative 0 .8  percent. -

Specifically, the "most like ly"  projection in the 

March Forecast was that the weighted averafic w e ll­
head value for Alaska North Slope i ANSI i rude o il in 

fiscal year iF Y )  1983 would be 29 percent lower 
than in FY-1982. and that world prices wou ld then 

resume their nom inal-dollar increase at a com pound 

annual rate o f about 7 percent. The department d id  

not expect prices to recam FY-1982 levels until the 
beginning o f FY-1987. '.Vith resoect to constant- 
do llar r 're a l" ) o il prices, the Marcn Forecast bo ld ly  

reported "a consensus that o il prices w ill continue to 
fa ll."* and projected dec lin ing real o il prices through 
1998 .4 Table 1 above compares tne state s June 1981 
and 1982 forecasts.

Tho 1981 Turning Point

At the end o f 1981 . o il prices were suffering 

their greatest decline in ha lf a century, but industry 

executives and forecasters— even outside A laska-cau­

tioned that the attendant "glut" was a temporary 

phenomenon.® Despite many signals to the contrary, 

that op in ion has persisted well into 1982, w ith  
Occidental's Chairman A rm and Hammer and others 

predicting S I00-per-barrel o il in 10 years.® The 
scarcity mentality that fed the pnee leaps o f 1974 

and 1979. plus a belief that unpredictable .Middle 

Easterrjrs control the world o il market through 

OPEC, gave such assumptions nearly axiom atic 

status dunng the past decade. But the exporting 

nations' b o u t that "o il in the ground is a better 
investmer than money in  the bank" is turn ing out to 
be so much w ishful th ink ing .

The truth is that neither an end to the recession, 

nor OPEC's attempts at production quotas, nor 
continued wars in the M idd le  East w ill long be able to 

shore ud  a sagging crude-oil market. It is. indeed, 

because o il pnees climbed so rap id ly  and so h igh in 
the 1970s that they are now  almost certain to fa ll and 
keep fa lling-perhaps as steeply and as far u  they 
rose. Today’s pnees are stiU higher than markets 

can tolerate, and the forces that lea to the enormous 
pnee hikes o f the p u t  decade work just u  effectively

Tablo 1

Potroleum-Revenua Projections by the Alaska 
Department of Revenuo 
June 1982 vs. June 1981 

(1982 constant dollars)

Oil a n d  C m  R e v e n u e  (S m il l ions)*

1
j Fiscal 

1 Yaar .

June 1981 Fortcast 

" E x p e c te d  

V a lu i"

Juna 1982 Foraca ii 

"Expactad ”30pere«nt'  

Valua" Sariai

1 1983 4 .030 2 ,654 2 .399

1984 4 .137 2,657 2 .250

1985 4,271 2 ,623 2.177

j
1986 4 .448 2 .953 2.411

1987 4 .713 3.305 2.644

1988 4 851 3 .196 2 .507

1989 4 983 3 .365 2 .595

1990 4 . 742 3 ,095 2 .246

1991 4 S44 2.714 1 862

1997 4 382 2 .477 1 6 6 8

1993 3 979 2 .285 1.427

1994 3 637 2 .149 1.265

1995 3.144 1 .826 1 059

199G 2.701 1.622 936

1997 2 .289 1 .608 908

‘ In c lu d e !  ( o v i i t i e t .  o r o d u c t i o n  taxes .  a n d  c o r o o r s t f  in ­
co m e  t a x e s  o n  o c u o i t u m  p ro d u c t s .

S o u rc e :  A la s k a  D e o a r tm e n t  o f  R evenue .  P e tro le u m  Pro­
d u c t io n  R e v e n u e  P o r e c t t t ,  O u er te r ly  R e p o r t .  J u n e  
I9 R 1 ,  o .  13. Persona l  C o m m u n ic a t io n .  Charles  
L o g s d o n  t o  Gregg K. E r ick s o n .  J u n e  1987 .  p. 18.

in  reverse
W h ile  real (consiam-dollarl crude-otl prices axe 

u n like ly  to rise again to their 1980-81 levels any time 

in this century , forecuting pnees for any specific 

future year is a nearly hopeless t u k . The fall in 
crude-oil prices that began lu t  year w ill someday give 

way to another increase, and so on . As Table 2 

and F igure 1 show us, crude o il markets arc inher­

ently cyclical and . except dunng a unique pen'xt o f 
almost four decades when the State o f T e x u  dom in ­

ated both I*.S. and world  crude n il markets, o il once 

fluctuations have been large and frequent. History 
shows us no long-term otl-prtce trends, but on ly  a 

senes o f cycles o f uneven duration and amplitude . 
The era o f  OPEC's opponunu t ic  pnce-gouguig is 

over, but no other entity is in sight w ith the power to 

move o il pnecs in any consistent direction or to 
stabilize them at any given level.
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Tablo 2

U.S. C ru do O il Pricoi, 1870 1981 
Current and Constant Dollar*

Ciuda Oil P r im  
1870 1972. A .araaa 

U.S. WalOtaad Pnetc 
1973-1981. U S. 

Ila lin ar A m un it ion  
C o il o l Importatl 

Cruda O il 
ICurram O o llin  0*r Uairaii

Pnca  Oallator 
1870 1973 

•Vhonui* P n c*  
Inda*: 1975 

198*. ONP 
O alllior 

11977 • iMarcn 
1001 1987 •

1001

Criida-Oil P r im

1977 ' 
1001

iMarch 
1987 *
100)

Crufla-Oil P r im  
1870-1977. A»ara«a 

U.S . Walfhaad P r im ; 
1973 1981. U S.

nafinar-A cauiiilion  
C on Im o o m a  

Cruda O il 
ICurran l O o lltn  

par Oarrail

Pnca Oallator 
18701975 , 

N ho la ia la  Pnca 
Indaa : 1923- 
1981 ONP 
Oallator 

11977 * (Mareh 
101.1 1987*

100

Cruda-Oil P r im  I
— ■ . — — i

iMarcn I 
1987 - I
1001

(197? ' 
1001

1070
|

3 .36 7653 179 1767 25.97 1976 2.41 33 19 162 7 26

11*27 1 72 3748  158 5 30

f 1871 4 34 75 54 175 1699 34 63 1928 i 68 3300  161 5 09

1877 3 64 76 72 130 13 62 27 92 1979 1 78 3287  160 5 47

1873 1 83 76.13 127 7 00 14 36 1930 ' 62 3180  155 5 09

1874 1.17 24.76 121 4 73 9 69
28 89 141 3 .22

1875 1 35 23.19 113 5 82 11 94 1931 93

1876 7.56 21.61 105 11 84 24 78 1932 117 25 67 125 4 56

1877 7 4 7 70 83 10? 27 82 2 3 8 7 1933 92 2514  123 3 .66

1878 1 19 17 88 087 666 13 64 1334 i 36 27 32 133 4 98

1879 86 17 68 086 486 9 9 7 1935 i 31 27 83 136 4 71

1880 94 1*65 396 4 78 9 8 1 1936 1 45 28 01 137 5 18

9  22
1937 i 58 29 34 143 5 39

1801 91 70 24 399 4 50 1938 1 46 28 66 140 5 0 9
188? 77 21.27 104 3 63 7 44 1939 1 32 28 40 139 4 63
1883 1 09 19 85 097 5 49 11 76 1940 1 32 29.13 14? 4 53
1884 F3 1827 odB 4 5 4 9 31
1885 86 16 70 381 5 15 10 56 1941 1 48 3134  153 4 72
1886 70 16 11 079 4 34 891 194? 1 53 34 39 <68 4 45
1887 71 16 70 081 4 75 8 71 1943 1 54 36 16 176 4 26
188® 88 16 90 08 7 5 21 10 68 1944 1 56 3703  181 4 71
1089 94 15 9? •378 5 91 12.11 1945 i  58 37 92 185 4 17
1890 87 16 IB 079 5 38 11 03 1946 l 82 4 3 9 5  2 ’4 4 14

8 59
1947 7 .50 49 70 242 5 03

1891 67 1598 078 4 19 1948 3 39 53 13 259 6  38
1892 56 15 33 075 3 65 7 49 1949 3 30 52 59 257 6  77
1893 67 15 66 076 4 28 8 7 7 1950 3 31 53 64 267 6  17
1894 80 14 88 372 5 45 11 17
1895 1 73 1449 071 8 49 1741 1951 3 34 57 27 279 5 8 3
1896 1 10 14 10 069 7 B0 16 00 1952 3 34 58 00  283 5 76
1897 76 14 16 069 5 37 11 OO 1953 3.55 58 88 287 6  03
189S 91 14 55 071 6 25 17 82 1954 3 68 59 69 291 6  17
1899 1 79 1507 074 8 5 6 17 55 1955 3 67 60 98 297 6  02
1900

1
1 37 15 79 077 868 17 79 1956

1957
3 71 
3 89

67 90 307 
65 02  317

5 9 0
5 9 6

1901 1 14 15 66 076 7 78 1493 1956 4 09 66 06  37? 6  19
t f  ’7 1 09 16 IB 079 6 74 1361 1959 4 OP 67 57 329 5 92
1903 1 24 16 37 oeo 7 57 15 53 I960 3 8 7 68 67 335 5 6 4
1904 1.18 16 56 081 7 12 14 60
1905 90 10 95 083 531 10 88 1961 3 87 69 29 318 5 5 9
1900 99 17 34 065 4 9 0 10 05 1967 3 6 9 TO 55 344 S S I
1907 84 1806 388 4 65 9 5 4 1963 3 86 71 59 349 5 4 7
1908 81 17 93 087 4 57 9 26 1964 3 87 72 71 355 5 37
1909 78 18 58 091 4 0 9 8 39 1965 3 89 74 37 363 1 7 3
1910 67 19.10 093 3 51 7.19 1966

1967
3 8 8  
3 90

76 76 374 
79 07 385

5 0 5
4 9 4

1911 68 1890 092 3 6 0 7 3 7 1966 393 3? 57 403 4 76
1917
1913

68 1968 096 3 3 0 6 .77 1969 4 15 86 72 473 4 79
1 15 19 55 095 5 8 8 17.06 1970 4 79 91 .36 446 4 70

1914 96 19 94 097 491 1 007
4 761915 79 7 0 8 5 107 3 79 7 77 1971 4 5 6 96 07 468

1916 1 47 2 3 3 9 114 8  07 17 45 1977 4 5 7 100 00 4 M 4 67

1917 7 07 79 04 14? 713 1461 1973 5 3 8 10580  516 5 09

1918 7 6 4 37C8 .159 8 0 6 1656 1974 1752 H 6  07 566 10 79

1919 7.79 37 79 187 7 45 15 34 1975 1393 177.15 620 1096

t970 4 30 4 2 4 8 707 10 12 70 .75 1976 1348 172.71 1099
1977 1453 141 70 691 10 75

1971 7 71 3 5 4 0 173 6  34 1 2 8 0 1978 14 97 15705 747 9.58

1972 7 .10 32 55 159 6 4 5 13.23 1979 2 1 9 7 165 46 607 13 .10

1973 1 68 3332 ■ 63 5 0 4 10 33 1990 3 3 8 9 177 36 845 18.11
1924 1 81 3378 167 5 4 4 I t . 16

19011929 7.19 33.71 164 6 5 0 13 37 1981 3 6 9 0 11358 944 1 8 9 7
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Market Control bv the Texas Railroad Commission 

11935 1972)'
In  iiiulvrxtum l l l l 'E C ' i  helplessness in today's

• n u ll' m l market, it is n»eful to review how the 
ni.irket opi-ruted before OPKC tan ir to power, and 

how the Texas Railroad Commission iT R C ) managed 
in  esereise eontrol for nearly 40 years.

The TRC* rule emerged in the mid-1930s from

• iretimstance* quite different fr m those that nur­

tured OPKC in the 1960s jn d  1970s. In  the era 

between 1859. the year Colonel Drake first discov­
ered o il in Pennsylvania, anti the Great Depression, 

erude o il markets everywhere were dom inated by 

events in the United States, where one black-gold 

rush after another unleashed an oversupply and sent 
pnees p lum m eting .d G row ing o il demand rap id ly  

restored prices after most of these crises, as petro l­
eum raptured markets that were previously held by 

whale o il. gas. or coal, and as the autom obile  popu­
lation swelled.

The Yates field in Texas, for example , was first 

tapped in 1926 It was the hicgest held yet founu . 

and over its first year o f proauction, average crude o il 
pnees in the United States fell 21 percent. Prtces 

recovered qu ick ly , but in 1930. the beginning of the 
Depression coincided w ith discovery o f the even 
larger East Texas fie ld . O il literally ran in the creeks, 

and pnees fell locally to 10 cents per Panel.

Much o f this market chaos resulted from  the 

common-law "rule o f capture." The princ ip le that 

nobody owned o il un til it was brought to the surface 
generated frenzied competition among dn llc rs to lift  

as much as o il as they could from each newly-discov­

ered pool before their neighbors got it . The east 
Texas dn lltng rush ended tn 1931 on ly when the 
govemoi se-‘ the National Guard into the field 
to shut down production . The next year, a bitterly 
d iv ided Texas legislature granted the TRC authonty 

to lim it output from ind iv idua l wells in the interest o f 

conservation and market order. Under "market- 
demand prora llontng .', refiners told the TRC how 
much o il they wanted to buy each m onth , and the 

Commission parceled out the "a llowable" share of 
this demand to e*ch well. This system assured every 

Texas producer a buyer for at least some o f  his o il . no 
matter now much excess producing capacity other 

producers held. The TR C ’s ab ility  to stabilize the 
market was bolstered by market-demand proratiom ng 

in several other states inc luding Louisiana, the num ­

ber-two U S . producer. Under state regulation , 

pnystcal shortages and surpluses both became a thing 
o ' the past: "conservation'’ replaced physical waste, 

and the violent short-term fluctuations o f crude o il 
pnees ended.

40

Figure 1. U .S . CruJo O il Price Trends. 1870-1981
(M a rc h  1982con« t»nt d o l ls n l

Even more important were a >cnes of federal 

actions backstopping TRC authonty . In  the 1935 

C onna lly  "hot-oil” law . Congress made it a federal 

cnme to ship o il produced in v io lation o f state 
conservation orders. A fter W orld  War 11. the execu­

tive branch acted to prevent uncontro lled imports of 

low-cot: foreign crude o il from underm in ing the 
states' control o f U .S . o il supplies. For a while , the 
hand fu l o f largely U.S.-based o il compamrs that 
contro lled the o il reserves o f the M idd le  East and the 

Canbbean cooperatco successfully in lim it in g  petrol­

eum production from  their foreign concessions 
to just about the amount demanded by their own 

foreign refineries.
Nevertheless, by 1948. the huge low-cost o il 

reserves overseas had became enough o f a threat to 

Texas regulation that the Truman administration 

started assigning "voluntary" im port quotas to the 
companies. In  1958 . a lter independents like  Hunt and 

Occidental developed enormous new reserves in 
L ibya . President Eisenhower established a mandatory 

o il- im port program  (M O IP l. The MOIP gave each U S . 

refiner the right to im port tome lower-priced foreign 
o il . but it enabled the TRC and other state conserva­

tion authorities to continue setting the total volume 

o f crude o il supplied to the domestic mar-tet.9

Critics o f maxket-drmand prorauontng and 

im port quotas, inc lud ing the 1970 Cabinet Task 
Force on O il Im port C ontro l, headed by George 

Shultz, saw the com bination m ain ly  as an arrange-
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m rnt that kept U.S. pnees artific ia lly h igh and 

perpetuated wasteful excess capacity. It d id . indeed , 

shut in much of the nation s lowest-cost o il . wm le 

creating an incentive to develop domestic fields that 

wou ld  not have been viable in ? free m a rke t .,0  B u l 
precisely because it ineltereci surplus produc ing 

capacity, Texas prorationtna functioned as the 

balance wheel of the world o il market for fou r 

decades. Texas was the "price matter'. the TRC 

determ ined the price all domestic producers received 

for their o il. and it was at the um c  time the most 

pow rrfu l single force in the world crude o il m arket. 
Other producers were relegated to the passive role o f 

"pnee-takers” who cou ld always sell as much or as 

litt le  o il as they w ished, once they accepted the 

pnee structure established by Texas

The TRC could play the price-maker's role 

because it had control over sufficient spare produc ing 

capacity to supply refiners w ith all the Texas o il they 

wanted at the established pnee. offsetting any rise in 

demand prompted by noom conditions or long-term 

economic growth, or any drop in output by other 

producers at home or abroad. The Commission also 
had the power to enforce production c u u  if  necessary 

to prevent a surplus from  appearing wnen o il d e ­

mand waned or production outside Texas increased.

The Texas system wo aed nearly 40 years, 
through W orld War I I .  the C S recessions o f the 

1950s. and several supply disruptions caused by 
M idd le  Eastern po litical upheavals in the 1950s and 

1960s. O il upplies were senously curtailed in 1952- 

54 . fo r example , fo llow ing M osudeq s nationa lisation 

o f the Iran ian o il concessions: during the Suez c rau  

o f 1956 : and again dunng  the 1967 Yom  K ip p u r Wax. 

U .S . and world crude-oil pnees remained relative ly 

stable, however, as the majors produced more o il in  
the unaffected Persian G u lf countnes. w h ile  the TRC 

and other state commissions increased produc­

tion at home. From 1935 to 1972. rougnly the penod 
o f the TRC's dom ination o f the world maxket. the 

average annual change in real crude-oil pners tn the 

United States was on ly  4 percent, plus or nunus. a 

staxk contrast to the average annual change o f  21 
percent between 1871 and 1 9 3 5 ., l

One reason for the TRC's success was that it d id  
not exp lo it its maxket power opportun istica lly The 

1952. 1956. and 1967 M iddle Eastern conflicts 

offered Texas producers land the state o f Texas, a 
m ajor royalty ow nen  a chance for huge short-run 

profits , as they d id  the t ig  international o il com pan­

ies. But each time, the TRC and the majors opted for 

long-term stability , forestalling the k ind  o f  con­
sumer panic that generated the pnee run-ups o f  1974 
and 1979 after the TRC had lost control.

Once domestic production reached fu ll capacity 

in  1972 . the C.S. Government had no choice I p o lit i­

ca lly , at leasti other than to do away w ith  im port 
contro ls, leaving consumers exposed to whatever 

upheavals m ight occur in the oil-exporting countries. 

M eanwh ile , nationa lization o f the m ajo r o il compan­

ies' overseas concessions, plus the grow ing influence 
o f independents i inc lud ing national o il companies 

like  those o f France. Ita ly , and Brazil), had stripped 

the majors o f their ab ility  to balance supply and 

dem and o uu id o  o f North America. A supply curtail­

ment by the A rab o il producers, which would have 

haxdly caused a ripp le in o il pnees 10 years or even 2 

years earlier, transformed world energy markets and. 

for a few yean  at least, handed contro l o f those 

markets to OPEC.

Panic Pricing in  1973-74 and 1979

OPEC's spectacular successes in the 1970s were 

due more to market psychology rather than to 
anyone s direct m an ipu lation  o f crude o il supplies 

OPEC per te d id  not engineer either o f the dec- 

sde's great pnee leaps: thev came instead from 
contum er pam ct that spread through the spot market 

after the 1973-74 Arab embargo and the 1978 Iranian 
revo lution . In  both cases. OPEC m e it iy  voted, after 
the panic had run itc courte. 'o  establish the prevail­
ing spot pnccs as the base pnees for a ll crude o il sales.

Cnsis psychology was thus the key to the 

short-term o il market behavior that ratcheted pnccs 

upwards. The pnvsical shortfall that provoked the 

panic o f 1973-1974 was proportiona lly  no greater 

than the shortfalls <or excess supplies! that the 

industry faced p*nod ica lly  because o f  unusual 
weather or the business cycle, and there was no 

reduction in output at a ll im m ed iate ly  before ihe 

1979 price spira l. In  neither case was the actual 

shortage greater tnan the sum o f 11) the o il then 
being consumed by electrical-generating and manu- 

factoring plan A that bad the capacity to use other 

fuels. (21 the «tandby o r underutilized oil-producing 

capacity o f U .5 . and uninvolved foreign producers, 

and ( 3 1 tne inventory cushions that industry ord inar­
ily  w ou ld  have drawn down in order to prevent 

market tu rm o il.
The price leaps, ratner. began both times w ith a 

handfu l o f large-scale buyers w ho behaved lhat lha 

"shortaga" was real, and who were thus w illin g  to pay 
almost anyth ing . Tha cnsis menta lity had a power­

fu lly  perverse effect on the m arket: ins lead o f re­

straining dem and , soaring spot pnees gave tha shon- 
age c red ib ility  and helped propagate the panic to 

every cliaa o f  consumer, so lhat demand actually 

increased. Much o f the apparent supply deficiency
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wns caused by hoarding, the most memorable exam ­

ple of which was the fashion of topping-off gasoline 
tanks da ily  in private automobiles. This practice atone 

probably created demand for an additional 600 

m illio n  gallons of gasoline in the I nu rd  States.1-

However socially irrational tnat hoarding may 
have been, it seemed quite reasonable at the time 
from an indiv idual company or consumer standpoint. 

In  1973-74. both the Arab producers and the Western 
media were insisting that the embargo and production 

cutbacks were in fact harm ing the consuming coun­

tries. Congress had passed an Emergency Petroleum 

A llocation Act: President N ixon had declared an 

"energy emergency" and had begun allocating crude 

o il and petroleum products.

No one knew how long the apparent shortage 

wou ld lost or how high pnccs might go ocfore it was 

over: hence, it made sense for anyone w ith a pre­

ferred position in the a llocation scneme to taxe every 

drop o f pncc-controllvd gasoline or fuel o il allosved 

under the rules, regardless o f current need, and for 

every other consumer to ouy as much at the prevail­
ing pnee as he could store. Motorists, nousenolds. 
and businesses all sougnt to bu ild  up and maintain 

n igh invcntonet in case things •really got bad" later, 
w h ile  producers, refiners, and others expected to 

pro fit from hold ing products for resale at higher 
pnees in the future. A ll o f these anticipations, o f 
course, validated themselves: supplies d id  get tighter 
and pnees continued to rise.

Th* Hole of Spot Prices 13

OU producers and refiners usually try to plan 

thetr physical operations and to budget their purchase 

outlays and revenues well in advance. For this reason, 
th* great bu lk o f the w o r ld ’s crude o il moves tn 

"capuve" channel* from  producing companies to 

thetr own refm**-y affUiates or on relatively long-term 

contracts between producers and ref m en . "Spot" 
transactions—sales o f a single unker-load or 

lets— usually account for on ly  a few percent o f world 

supply, but they are an indispensable pan  of the total 
market because they a llow  any company or govern­

ment to dispose o f a temporary ovenuppty o r f i l l a 
temporary shortfall. A general surplus or shortage 
equal to on ly  (say) 3 percent o f total world demand 
may thus show up as a surplus nr shortage amounting 
to 50 or 100 percent o f norm al spotmarkct demand. 
At a result, spot pnees tend to fluctuate da ily  and 
seasonally, and in  range w ide ly  above and below 

"posted" or contract pnee levels, which typ ica lly  
change slow ly and in frequently .

Changes tn crude o il spot pnees occasionally

herald deep-seated market changes, but more often 

they ure on ly  exaggerated reflections o f unexpected 

weather or business conditions, the bu ild up  or draw­

down o f inventories, cr political events. A fter some 

such contingency has caused a spot prices to diverge 

sharply from  contract pnees. the spot market nor­

m ally returns to a relt ivcly narrow hand o f prices in 

the v ic in ity  o f previous contract-pnce levels. What 

was special about the OPEC dom inated markets of 
the 1970s it that they twice failed to respond in this 
normal w ay. A fter the panics o f 1973-74 and 1979. 

spot pnees d id  not fall back to prc-cnsis levels: 

instead, contract prices rose-by OPEC decree— to the 
peak values to which the panic had carried spot 

prices. This feat was OPEC’s great trium ph which, 

iron ica lly , is now  begetting its dow n fa ll.

The Power of Saudi Arabia and 0 ?E C

The TRC determ ined prices by a c ire ly  m an ipu­

lating the aggregate supply o f crude o i l : as a state 

agency, it had the power to enforce its orders on the 

many thousands o f Texas producers regardless 

o f their conflic ting ind iv idua l interests and view­

points. OPEC, on the other hand, has never had any 
a t i.h o ru y  over the diverse and sometimes wam ng 

sovereignties that make up its membership.

Nevertheless, in the early 1970s, once the 

surplus capacity o f Texas and Louisiana had disap­
peared. Saudi A rab ia by itself conceivably could have 

taken over the T R C ’s balance-wheel role. Its poten­

tial au thonty  came from  a com bination o f the 
w o r ld ’s largest reserves o f conventiona’ crude o il and 
a popu la tion  on the order o f on ly 5 m illio n . The 
Saudis have thus had the same m ix  o f assets, at 
least theoretically , that earlier gave the TRC its 

power— the ab ility  to increase or decrease ou tput over 

a w ide range.
Proved .nd  indicated reserves in Saudi Arabia 

num ber in  the hundreds o f b illions o f barrels—how 

many hundreds, no one knows or much cares, be­
cause it has never brcn worthwh ile  to carry out the 

intensive exploration and development w ork needed 

to get an accurate e ium atc . *■* The known reserves 
are. in any event, so large and so easy to develop that 
it w ou ld  take Saudi A rabia on ly  a few months to 

double its exports from  the current level o f less than 

6 m illio n  barre 'i per day . (A fter a ll, production was 

almost 11 m illio n  barrels per day on ly  one year ago.) 

W ith 2 o r 3 years for d r illin g  o f development wells 

and construction o f gathering lines and term inals, 

exports probab ly  could rise to something like  18 
m illio n  barrels per day . Indeed, before th* 1973 

embargo, the big o il companies (the Antroco share­
holders! that contro lled the Saudi concession were
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p lann ing for production on the order o f 20 m illio n  

barrels per day by 1976,

Saudi market power rests on the a b ility  to 

curtail as well as to increase production . The 

country's small popu lation has perm itted Saudi 

Arabia to reduce its outDUt by almost ha lf over the 

last year, from 10.6 m illio n  oarrels per day in August 
1981 to less than 5 m illio n  in Novcmoer 1982 . w ith ­

out suffenng a fiscnl o r foreicn-t-xchance cnsis. 

Throughout the 1970s. therefore. Saudi A rab ia , w ith 

or w ithou t the cooperation o f other OPEC nations, 

had much o f the wherew ithal to stabilize the market 

in the same way as the Texas Railroad Comm ission 

once d id .

The OPEC Mystique

It was a worldw ide  obsession w ith  scarcity, 

rather than deliberate management o f total world 

supplies, that underpinned the OPEC mystique and 

locked in the high prices OPEC decreed in 1974 and 

1979 after the direct causes o f panic nad vanished. 

The doctnne o f im m inent resource exhaustion was 

embraced in the 1970s by a broad spectrum o f  parties 

who had entirely d ifferent world views and d if ­

ferent ends.

Envirormcntaltits hoped to slow the wasteful 

p lundering of the earth's riches, o il companies were 

seeking to ward o ff pnee controls and attacxt on 

their tax preferences; altemative-energy entrepreneurs 

sought business: po 'it ic ian i found in the energy cnsis 
a mora l equivalent o f w ar: civil servants made it the 

rationale for massive expa..« ion o f their agencies and 

intervention into almost everything; and an arm y o f 

academics consultants, and journalists waxed rich 

and famous by studying, interpreting, or advocating 
national energy policies. Each group wanted to 

believe, or at least to persuade others, that "the w o lf 

is really here '- fha t OPEC’s pnees m ight have nsen 
too abruptly  for com fort but that, in  the last analysis, 

those pnees on ly expressed the dictates o f geological 
necessity.

"O il in  the Ground is Better than Money in  the Bank" 

In  th u  intellectual c lim ate , each pnee increase, 
regard le u  o f its p rox im i te cause, helped convince the 
oil-exporting nations that "o il m  the ground is a 

better investment than money in the ban k ."  T hu  

doctnne could remain va lid  for just as long as most 
producers believed in it . because it encouraged them 

to ho ld  o il o ff the market tn the faith lh a t its value 

wou ld  be much h.gher tn the future. It was therefore 
the most effective and durab le  weapon in OPEC’s 

ideo logica l arsenal.1* A lthough the organ ization had 
no enforcement machinery, and d id  not even attempt

a proratlonm g scheme until 1982, its members did 

re luce production  when preservation o f the pnee 

gains o f  1974 and 1979 required it.

When the OPEC tions cut back their total 

exports in 1974 and again in 1979. it is important to 

note that they made the required cuts ind iv idua lly . 

T hey d id  so w ithout coordination or urging by OPEC, 
because they had more money than they needed at 

the m om ent, and because they believed that their o il 

w ou ld  be worth m ore later. Even the 1973-74 price 

rise had been so immense that most OPEC countries 

had substantial financial surpluses: on ly  A lgena. 

Ecuador, and Indonesia were in de fic it . In  1975, 
OPEC as a wh >lc had a S59-billion (o r 14-pcrccni| 

surplus o f export revenues over im port expenditures. 

Several countries understandably concluded that their 

economies cou ldn 't absorb further increases in o il 

incom e w ithout generating into lerable in flation and 

social unrest.
It also seemed obvious to the producers that o il 

pnees wou ld  continue to advance at a higher rate 

than their surplus cash wou ld y ie ld in risk-free 

financ ia l instrument*. Thus. K uw a it . L ibya , and 

Venezuela together reouced their exports by 4 

m illio n  ba-rels per day after the 1974 price nses. 

Saudi A rab ia abandoned A ram co’s 20 m illio n  barrel- 

per-day target in  1974 . and cut production sharply in 

January 1979 and then again in A p n l— ostensibly to 

offset an im m inen t o il g lut, which was ui fact an 

aftermath o f the pnee panic that fo llowed the over­

throw  o f the Shah. In  neither pnee nse d id  OPEC 

as such have anv ro le in  mutating o r orchestrating the 

curtailments.
Thus, a short lived be lie f in  acute scarcity twice 

created a real scarcity that caused spot pnees to soar. 

A be lie f that chron ic  energy shortages would en­
gender a permanent seller's market then led pro­

ducers and consumers a like  to interpret an unusual 

and otherwise transitory market phenomei.on as 

obedience to ho ly  w n t . The self-fulfilling doctnne 
that o il in  the ground was the w o r ld ’s best invest­
ment not on ly  encouraged OPEC o ffic ia lly  to adopt 

spot market pnees generated by consumer panic ; it 

also enabled those pners to stick. In  1973-74, the 
w orld  pnee o f crude o il (measured at the Persian 

G u lf ! increased five fo ld  in  real terms, and then in 
1979-80 it again tnp led  (a v iv id contrast to the 

decades o f tranqu ility  under the TRC ).

The End o f the  OPEC Era 

OPEC’s ho ld  o v rr w orld  energy m arkeu  in th* 

1970s was no less real because it was m a in ly  psycho­
logica l. However, the cartel’s mystique is far more 

fragile than the earlier market power o f Texas,
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which stemmed from the TRC's direct control over 
production volumes. Today, few o f the material 
requisites for funner OPEC success remain. Its snare 
o f the world oil market has fallen irom 55 percent 
n 1974 to 27 nercent in October 1982. and Saudi 
Arabia's share is already less than tne snare Texas 
reld as late as the mid-1960s

Some recognition o f tnese jn iftm e realities 
oecan to strike the Saudi leaaersmo only after two 
deliberate production cuts in 1979 had locked tn a 
-eries o f huge price increases voted by OPEC. Saudi 
\rabia s actions have now become more-or-less 
consistent with the professions o f the Kingdom s oil 
minister. Sheikh Yamani. wno had long given lip- 
service to the cause o f moderation and market 
order Explic itly invoking tne memory ot the TRC, 
Yamani claims to have engineered .he 1980-81 "o il 
glut '— increasing production trom i ■*> than o m illion 
barrels per day to almost 1! m illion, specifically in 
order to tiring prices down to 534 tier barrel ano to 
oorsuaue his OPEC partners that tnev «nouid loin a 
brorationinc scneme under nauoi Jcjdersnib In 1992. 
alter succeeding too well, pernaos. tne naudii nave 
in rup tly reversed course, now rutting tneir exports 
ny over naif in an attempt to support the 534 price 

Bul Saudi Arabia appears to nave been too late 
in discovering the maxKCt power it alone possessed 
While tne TRC held crude oil pmcs in tne United 
Stiles aoove short-term free-market levels, it still 
kept them low enough to encourage ever-increasing 
oil consumption and stave o ff the development o f 
alternative energy sources. The Sa id it. however, 
w itting ly or unw itting ly rad a key role in both 
OPEC price hikes of the 1970s. unleashing i exoraole 
and profound reactions from hoth producers and 
onsumers. which today threatens to make OPEC oil 
a dispensable commodity

Contrary to a near-consensus o f industry, 
government, and th- academic-consulting community 
during the l')70s. crude oil demand does respond— 
slowly hut nassive ly -to price changes In the long 
tun. higher pnees have a profound effect on o il 
supply too. nut the relationsmp is too complex to 
pursue in detail here In any event. non-OPEC outpu t 
has grown rapidly and w ill continue to grow: pro­
duction from the North Sea. Alaska, and Mexico, for 
•-sample. inc-eased by 4 m illion barrels per day 
between 1977 and early 1982. and Mexico's exports—  
dnven now by economic necessity-could increase 
anotner J. S. or more m illions o f barms per day 
before 1990. Most clearly and most im po itan tly , 
however, high o il prices are shnnkmg oil demand 
both by reducing total energy consumption and 
by making coal. natunJ gas. nuclear pow*r and other

energy sources more attractive.

Tho Flight from Oil
A fte r a modest dip in 1974, total world oil 

consumption resumed its growth, and fina lly turned 
down only 1979. This experience reinforced tne 
impression that ail demand was insensitive to price 
changes, misieaainc economists as well as industry 
executives and government officials in hoth oil- 
producing and on-consuming countries. An absolute 
decline in U.S. oil consumption was first visible tn 
1979. tne rest o f the industrialized world followed a 
year later. In retrospect, it is remarkable how many 
were unable to :n - what was nappening.

Exxon in 1977 forecast that U.S. consumption 
o f petroleum liuuids would be 20 3 m illion barren 
per day in 1980 In 1979. Shell orcdicted 18 6 
m illion barrels per dav • onsumpti* in 1980. and 
both the Oil ana Uas Journal and the Indopenocnt 
i etroleum Association of America ilP A A l forecast 
18.1 m illion A> late as mid-1980. Shell had oniv 
revised its puomnea estimate downwards to 172 
m illion barren per dav. wnile the IPAA had come 
down to 17 4 A t year end in 1980, however, average 
consumption :o r tne sear Mood a: onfv 16 3 million 
barren per day 56

The drop in total oil i e over the last 3 years 
and the cxper-s tardmew in recognizing the trend of 
consumption stems from profound changes in the 
structure o f world energy demand that have ac­
tua l!" been under way once 1974 From 1960 to 
1973. oil prices were low and declining in real terms. 
As a result, absolute oil consumption in the industri­
alized countries crew at an annual rate o f 7.6 percent. 
Japan ltd this grow tn wnn an IB-percent average over 
the 13-year period After 1974. however, the qua­
drupled crude oil price ted to a gradual leveling o ff o f 
demand fo r oil evervwnrre Total oil consumption in 
the industrialized countries dropped sligntly in 1974- 
75. growtn resumed between 1975 and 1979 at an 
annual rate o f aoout 1 percent, hut thu partial 
recovery only concealed the fundamental shift that 
had taken place m the world's energy-use pattens.

More telling than gross consumption figures is 
the change m o il use per un it o l economic activ ity, or 
"gross domestic product '- th e  oil/GDP ratio. After 
rising at an annual rate of 1.3 percent from 1960 to 
1973. the oil/GOP ratio for the major industrialized 
countries showed a 1.5-percent annual decline be­
tween 1973 and 1979 The 1979 upneaval initiated 
an even more detuive and long-lasting shift away 
from oil, reflecting both an immediate reaction to the 
second OPEC pnee surge and the delayed but cumu­
lating rc-oonse to the pnee mrrrasea o f the early
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1970s From 1979 to 1981. oil consumption in tho 
industrialized countries fe ll 7 percent per year, and 
the oil/GDP ratio fell at an annual rate o f 8 percent.

Since the latter measure represents the amount 
o f oil used per unit o f economic activity rather than 
an absolute figure, its fall implies that an end to the 
present recession w ill not he the panacea that much 
o f the energy industry ana many analvsts still seem to 
anticipate. The die has Deen cast It is unlikely that 
individual homeowners w ill tear tne insulation out o f 
their houses if the price or nome neatinc oil drops, or 
scrap their new fuel-efficient automomles in response 
to lower real prices for gasoline Nor w ill the housing 
construction and automobile industries abandon their 
new energy-efficient designs. Those who attribute the 
oil glut and the current ‘ •softness” of oil markets 
primarily to the world recession forget that economic 
recovery w ill mean a more rapid replacement o f 
existing vehicles, industrial macmner.. and huildmcs 
with models designed since 1974 in response to high 
energy pnees.

Except in a couple o f OPEC < ountries. no new 
base load electncaJ generating plants fired by oil. or 
any large-scale oil-fired boilers of any sort, have been 
built since the mid-1970s; over the past decade, 
industry has been relentlessly converting existing
oil-burning equipment to coal, natural gas. and otncr 
energy sources. Because chances in the world's 
fuel-use patterns are generally emoodied in long-lived 
capital-intensive investments such as buildings, 
transportation equipment, and industrial machinery, 
the extended period it has taken for the 1974 pnee 
rise* to produce an absolute decline in oil consump­
tion only reflect the time required to replace these 
assets. This long lag in adjusting the world's capital

> to changed energy-supply conditions also 
•hat the all-time nigh oil pnees o f 1974-1982 

■» jence consumption patterns fo r many more 
vean. even i f world o il prices now fall as rapidly and 
at far at they rote in the I9 7 0 t

The truism that the world's petroleum resource 
is fin ite thus does not mean that oil pnees w ill 
continue to rise. The world has no demand fo r crude 
oil as tuch, bul only fo r the heat, motive power, 
and chemical building blocks it provides, and only fo r 
so long at it is the cheapest source of the.e goods. So 
matter how scarce natural petroleum licutds become, 
their pnees cannot nse and •emain above the cost at 
which each o f thete wants can be dispensed w ith or 
served m some other way.

It should be fairly obvu-us now that predictions 
o f S100 per barrel o il are ludicrous. A t SIS per 
barrel, oil was already more expensive than coal 
everywhere in the world, and had consequently

pneed Itself out o f electncai-generation and other 
large-scale stationarv-heat and boiler-fuel markets. At 
well under S50 per barrel, given a few years for 
market and infrastructure development, liquid 
petroleum products would have become marginal 
even as transportation fuels, increasingly replaced by 
some combination of compressed and liquefied 
hydrocaroon gases and alcohols. A world that is 
alreaav fleeing from oil at S32 per barrel would 
hardly have any use for it at two or three times that 
price.

This dynamic docs not bode well fo r OPEC, or 
for the ab ility o f Saudi Arabia or anyone else to 
manipulate or stabilize the market. Only when 
demand falls is the power o f a pnee-maker tested. 
Can the OPEC nations, many of whom are deeply in 
debt, now affora to cut back production as they 
must?

On this point too. the OPEC o f 1982 is as 
different from us predecessor, the Texas Railroad 
Commission, as it is from the OPEC o f the mid- 
1970s In comparing OPEC with the TRC. it is 
essential to rememoer tnat the Commission s power 
developed during the Depression, and lha t its institu­
tions were designed expressly to manage a chronic 
excess o f producing capacity. Once that excess was 
gone, the TRC became impotent and economically 
irrelevant. OPEC, in contrast, showed its muscle 
under to ta lly opposite conditions. It tw ice seized 
upon a brief moment o f consumer panic, convinced 
itself and consumers alike that a permanent world oil 
scarcity existed, and for a while reaped the benefits 
o f a seller s market even after the foundations o f that 
market had vanished.

There is litt le prospect that OPEC ran function 
effectively in a chronic buyer s market, especially in 
the face o f the organization s current internal dissen­
sions and the precarious financial situation o f us 
members. A t its March 1982 meeting, the group made 
us firs t serious attempts at TRC-style prorationing, 
The experiment was an instant failure, w ith at least 
three members brazenly exceeding their quotas from 
the beginning.17 By July 19S2. Iran was selling 1.0 
m illion barrels per day above us quota. Nigeria .3 
m illion , and Libya .25 m illion. Venezuela— the sole 
advocate o f OPEC prorationing before 1980-had 
threatened to start selling more than its assigned 
1.5 m illion barrets per day if the other countries 
d idn 't get in line. In August, the Saudis, who had 
already reduced their own output by 45 percent in 
the hope o f supporting the S34 marker pnee. were 
also hinting that they would raise their own output if 
the cheating did not stop.18

Even holding the line at today's production level
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is not enough to holster OPEC's flagging power, as 
world oil I'oimuniiuiiin continues to snrinK and the 
production of nonmemoers-especially Mexico—  
t oniuuies to grow The organization as a wnole must 
somehow manage to reduce production even further 
if present prices are to nold. Yet its memoer-nations 
individually face internal problems and pressures .hat 
urge them in just the opposite direction.

The greatest source of downward pressuie on 
prices is the shaky financial condition of the export­
ing countries, a drastic turn-around from the situation 
o f 1975. Since 1973. OPEC spending for imports 
has risen at an average annual rate of 30 percent, 
because of ambitious industrialization plans in every 
one of them and extravagant purcnases o f m ilita ry 
hardware in many. Already, tne combination o f 
declining oil demand and rapidly rising expenditures 
has resulted in trade deficits for all but three OPEC 
mombou. Unless otl production or prices increase 
sharply, every- member, including Sauoi Arabia, could 
slip into deficit by the end o f 1982.

These deficits, exacerbated by the continuing 
Iran-lraqi war. are already beginning to take their to ll 
as the most hard-pressoc ountrtes. in soarcn o f 
revenues to pay for toda> j  imports, produce as 
mucn oil as they can sell. Moreover, with declining or 
even stable prices and real I inflation-adjusted I interest 
rates at their highest level tn history, the slogan that 
o il in the ground is a better investment than money in 
the bank is obsolete even fo r countries that do not 
have an immediate cash-flow or foreign-exchange 
deficit. In the 1980s, it is hard for even a cash-surplus 
oil-exporter to avoid recognizing that o il in the 
ground it a non earning auet. which ought to be 
cashed out to the proceeds can be invested in high- 
yielding financial instruments. This doctnne is just as 
true and may be just as self-fulfilling today as was the 
opposite notion in 1975 or 1979

To put OPEC's weakness into further perspec­
tive. consider the following:

• In August 1982. world crude utl produc­
tion was about 54 million barrels per day. Out 
o f thu total, the Saudi share was about 5.5 
million, or 10 percent: all o f OPEC was produc­
ing ibou t 17 m illion banels per day. or 31 
percent o f world supply. If new production in 
non-OPEC countries plus further declines 
in consumption were to equal only 10 percent 
o f present world demand. OPEC's members 
would have to reduce their own production by 
32 percent in otder to defend any chosen pnee 
level.

Saudi Arabia, which has already reduced its 
exports by 45 percent over the last year, cannot

and w ill no i accommodate much of this burden, 
as a 10-percent shift tn world supply or demand 
would be just about equal to the country's 
current export volume. Further growth in 
non-OPEC production and a further fall in world 
consumption are not only plausible but nearly 
inevitable. Thus. Saudi Arabia's reign as world 
pnee-maxer ts ending virtually as soon as it 
began.

•  Conservation, fuel-switching, and reces­
sion caused the noncommunist world's oil 
consumption to fall by 7.5 m illion barrels per 
day between 1979 and mid-1982. I f consump­
tion declined by only half as much over the next 
2 years. OPEC's output would have to tall oy 
in amount equal to the combined production o f 
Kuwait. Libya, Algena. and Indonesia m August 
1982. or oy 68 percent o f current Saudi output.

• Crude oil production from Alaska. 
Mexico, and the North Sea increased by more 
than 4 m illion barrels per day between 1977 and 
1981. I f all non-OPEC producers were to in­
crease their output by another 4 M illion. OPEC 
could maintain cont.ol o f pnees only if its 
members could cut production by at least the 
equivalent o f 73 percent o f the August 1982 
Saudi Arabian production.

•  Proauction from Iran, the world's former 
number-two oil exporter, has fallen 4 million 
barrels per day from its 1974 peak. The former 
number-three exporter. Iraq, is producing 2.6 
m illion barrels per day less than its 1978 peak it 
reached in 1978. I f the war between these 
countncs should end and they returned to the 
market w ith their 1978 sales volumes, other 
OPEC countnes would have to curtail produc­
tion by an amount equal to 90 percent o f the 
August 1982 Saudi output.

•  Finally, if by chance the last three 
developments all took place, and if OPEC hoped 
to sustain world prices at cunent levels, it would 
have to find placet to cut production by at least 
12.7 m illion barrels per day— 75 percent o f the 
organization's current output, or 231 percent o f 
August 1982 Saudi production.

The range o f condition* with in which OPEC. 
Saudi Arabia, or anyone can continue to dictate or 
even defend the level o f world oil pnees is thus 
extremely narrow. Tha reckless opportunism that 
held sway in the 1970s u now taking its to ll. Long­
term changes in supply and demand advene to 
OPEC’s interests have been under way ever since the 
cartel's f in t big coup in 1974. As these changes 
become visible to evrryoody. the mystique that has
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been OPEC’s chief source o f power w ill vanish along 
with forecasts of hunareddollar oil. The world 
market will soon be. if it is not already, out o f 
anyone'* control.

What Have We Learnod?
A big new disturbance in world oil markets 

could push pnees either up or down. It is s till con­
ceivable. if only hareiy so. that a snarp economic 
upturn and an exceptionally cold winter could com ­
bine with the right kind of Middle Eastern political 
cnsis and send prices soanng for a third time to levels 
significantly above those rcacncd in 1980-81.

The probabilities, however, weigh heavily on the 
other side. There is a huge ovemana o f excess produc­
ing capacity in the oil-exportina countries. Several o f 
thpm are in extreme fiscal distress; Mexico in parti­
cular has both the ab ility and a desperate need to in­
crease oil exports. Meanwhile, the pnce-induced flight 
from oil is still »athering a momentum that w ill not 
be socnt for years, no matter wnat naopens to o il 
prii.\ ■ :r>day

.Mi of these forces together, not to mention a 
• orldwtde economic slump that is far from over, add 
jp to irresistible downward pressure on oil pnees. 
Pnees must eventually go down, and they must go 
down substantially. The senous questions are wnether 
they w ill descend smoothly or chaotically, and how 
deep they will go. There is still a sliver o f a chance 
that pnees could firm for weeks or months, or 
even-tttven the unlikely coincidence of e -ents des- 
cnbed above— increase i ice more. But an o il market 
collapse thu year or next has a far bigger likeli- 
hood-a collapse every b it as spectacular as the two 
pnee eruptions o f the 1970s.

Looking bac* across the years o f OPEC and 
energy cruet to the relative tranquility o f the TRC 
era and beyond, there are several lessons fo r the 
future.

1. Worlds* de scarcity and rising real resource 
costa ha.1 little or no direct responsibility for 
the energy pnee upheavals o f the 1970*

The earth's known resources still include plenty 
o f crude oil that could be developed and produced at 
rrsource costa (capital, material, and labor cosu i well 
below 1973 real pnees. Conttdenng these resources 
alone, there u enough low-cost oil le ft to sausfy the 
world ’s current rate o f consumption for several 
decades.

2. In the absence o f an effective pner-makrr Ilk * 
the Texaj Railroad Commission, crude-oil 
markets are inherently cyclical.

I
1Oil demand is highly responsive i"e las tic "! t< 

pnee changes, but this response is very slow-, becaust 
fuel-use patterns arc embodied in capital goods whos ia 
turnover is measured in decades: buildings, tra n sp o rt 
tation equipment, industnal machinery, and produc 
tion processes. For the same reason, demand t 
exceedingly inelastic to pnee changes in the shorB j 
run. This contrast between snort- and lo n g - te n r j 
pnce-responsivencsi inevitably fosters cyclical pnci 
behavior. In the 1970s, short-term pnce-inelasticity 
spawned a steep cyclical upswing after yean o ;K  
artificially-maintained stability, and in 1981, a high™ 
long-term prtcc-elasttctty ftnalt* began to show itsoli 
in the beginning o f a downswing. a

I f there is no "$urac-tank" or •’damping’’ mech V  
anism comparaole to market-dcmand pro ranonmg." 
moreover—

3. Market structure and psycho'ogy can exagger-J| 
ate an episodic oil-pnce fluctuation, up nr 
down, far out o f proportion to the original 
supply-demand unbalance that triggered it.

Inventory accumulation or liquidation, the 
financial position o f major producers, and consumer 
panic can all cause markets to behave perversely o v e r ! 
a " th o rt run " that can last fo r several yean. In a j j 
mockery o f the "normal'* supply-demand map. an 
oil-pnce nse can fo r a while create an incentive to 
build inventories, and sustained pnee ntes can en-H 
courage the withholding o f production. A pnee re -1 
duction. likewise, can provoke liquidation o f tnven 
tones and the expansion o f output. As a result— I4. A small excess o f demand o r supply, real or 

imagined, can send the market soaring or 
plummeting far beyond the pnee level lhal ■  
ultimately could have brought it back into I  
balance.

Thus, there ts no stable equilibrium toward b  
wnich an unregulated petroleum market unfailingly E  
’’hunts" once it is disturbed. The upheavals o f the ■  
1970s. which earned pnee* well above any level that 
could be long sustained, hav* now set the ttage fo ra 
det -ent far below the range o f sustainable pnees. I

5. No cartel or regulatory system could have 
held world o il pneet at the low levels o f the K  
early 19701, and none can do so in the |  
future.

Before 1973, ita tc regulators in the United 
States and the cartel o f international companies 
maintained pnees that were above the shoneit-tcrm 
"marxet-cleanr.g" level*, but which were rtsll so low

I
I
I
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that oil totally dominated transponation-fuel markets 
I even capturing railroaas that had earner been pow. 
••red by electricity gent-rated from coall. Except in a 
small corner o f the United States, these low oil prices 
virtually swept coal from tne world's markets for 
industrial boiler fuels and oraaniccnemicai feed­
stocks A t the same time. However, the prices were 
too low to perpetuate the surplus oil-producing 
capacity in the United States, to which the state 
regulators owed their mantel power. Thougn the 
world's stock o f very low-cost oil was still immense, 
the loss of spare capacity in the United States concen­
trated the power to ramdly increase or curtail pro­
duction in a handful o f economically underdeveloped 
and politically turoulcnt countries.

The problem, therefore, was not a permanent 
worldwide scarcity o f "cheap ' oil. Instead, it was the 
absence of short-term oil-demand flex ib ility , to­
gether with the disappearance o f the short-run 
supply flex ib ility that nad previously been exercised 
by governmental and private institutions consciously 
striving for market oroer In tnese circumstances, a 
relatively small curtailment o f sales by a lew produc­
ers openly aiming at market dttruption could and did 
trigger an upward explosion o f pnccs. I f world oil 
prices now fell to pre-1973 levels i tn constantdollar 
terms! once more, a world-wide “energy cnsis" would 
be with us again sooner or later Likewise, however—

6 No group o f producers could long hold world 
oil pnees at the high levels of the early 1980s. 
and it is unlikely anyone will ever be able to do 
so.

Today's pners area not viable, because they are 
well on the way to pneing oil out o f both the indus­
tria l fuels market and the market for petrocnemicaJ 
feedstocks. If prolonged, today's pnees would even 
begin to erode oil's monopoly in transportation-fuels 
markets. Oil at 530 and up has. therefore, guaranteed 
•he emergence o f excess producing capacity not in 
just one or a handful o f political entities iTexas and 
Lousiana. for example, or Saudi Arabia. Kuwait, and 
Abu Dhabil. but all over the globe

7. Market stability at any pnee requires the 
supply-demand balance to respond promptly 
and In the normal direction to any pnee 
change, and requires and requires prices to 
respond promptly and ui the normal direction 
to any change in the supply-demand balance.

I f the world Is to avoid repeated violent swingi 
in oil pneet. market amngements mutt be such that a 
small rise in oil pnees can cause either a suable

increase in effective o il supply o ra suable decrease in 
o il consumption, or both. A small drop in prices 
must, likewise, be able to induce a prompt reduction 
in supply or increase in consumption.

S. .Short-term supply-side adjustments that 
foster pnee stability rather than instability 
require a TRC-style pnce-makcr. hut none is 
now in sight.

Any supplier or group o f suppliers that hopes to 
regulate the market must have the ao ility and the will 
to swing world oil production upward to satisfy any 
surge o f demand or supply interruption, or imore 
importantly now i to swing it downward in order to 
make room for a surge o f supply or slump in demand 
The system run by the TRC. through underpricing. 
destroyed its power to increase ou tpu t whenever it 
was needed. OPEC os such never had either the 
w ill or the capacity to take responsibility, and Saudi 
A rab ia -ou t o f greed or tim id ity , we may never 
know— blew its chance. It has now. througn over- 
pricing, destroyed its ab ility to reduce production 
suffic iently to support world prices at present levels 
or. most like ly, at any level.

The only plausible new candidates for price- 
maker may be PEMEX (Mexico's state oil companyi 
and the U.S. Strategic Petroleum Reserve. However, 
even i f one of them maneuvers itself Into the right 
strategic spot tn the world market, there is only the 
barest chance that domestic politics in the United 
States or Mexico would permit cither institution 
to move quickly, independently, and responsibly 
enough to serve as the world's oil-tupp ly balance 
wheel.

9. The only prtcr level that even a supply-side 
pnee-maker can maintain for long ts one that 
fosters demand-side lia b ility as well.

10. Specifically, the range o f sustainable oil 
pnees is lim ited to those pnees at which oil, 
coal, and gas are effective and close competi­
tors in the world's markets fo r eiectncal-genrr- 
ation fuels, industrial boiler and stationary 
nesting luels. and petrochemical feedstocks.

I f the pnee o f oil remains w ith in a range where 
o il. natural gas. and coal effectively compete for 
industrial tales in N'onh Amenea. Europe, and East 
Aua. many o f the world ’s large energy consumers 
w ill find it worthwhile to install dual or multi-fuel 
capacity, expressly in order to take advantage of 
small shifts .n relative pnees. The ab ility of a large 
consuming sector to switch fuels rapidly in response
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tn I'hnngi'K in rvlntivr fu r l p r im  or availability would 
I'rtvm pt the |MTVt*rst* market behavior that has 
liernntle il small market snocks to explode in to global 
»ri»e». Multi-fuel consumers would simply let go 
o f enough oil in a tight market, and absorb enough 
additional oil in a slack market, to avoid even the 
illusion o f a pnysica! shortage or surplus, The greater 
this demand-side flex to ility becomes, the more 
modest w ill be the world's need for a supply side 
pru e-maker like the TRC. tne less onerous w ill be tne 
pnee-maker's task if one is still needed, and the less 
damage an incompetent or irresponsible pricc-maker 
w ill be able to cause.

11. The most stable and easily sustainable pnee 
range is probably on the order o f S10 to 518 
per barrel (in 1982 constant dollarsi. delivered 
to the world's major consuming regions.

Unlike pre-1973 prices, the 510-to-$18 pnee 
range is high enough to cover the cost o f mining and 
transporting coal, and burning it in an environment­
ally acceptable fasnion. aimost out not quite every­
where in the world. These prices are also htgn enough 
to justify shipping liquefied natural gas iLNG t from 
any low-cost gas-producing area near tidewater to 
almost any port in the world, and to justify building 
tiansconttnentai natural-gas pipelines i though maybe 
not the Alaska or Yamal pipelines). Pnccs in this 
range would still leave o il holding a significant frac­
tion o f the markets for electnc-utihty and industnai 
b ider fuels and for petrochemical feedstocks. Any 
pnee excursion outside o f thu range, however, would 
still cany the threat o f pnees sharply fluctuating 
farther away from, or substantially overshooting, any 
attainable equilibrium.

Hutory offers some empirical support fo r the 
viability o f a long-term world oil pnee in the 510-ia- 
S18 range. Over 110 years o f crude-oil pnee records 
tn the United States, the average pnee in 1982 do l­

lars has been almost exactly S13 per barrel and. 
despite an average constant dollar price fluctuation o f 
more than 20 percent per year, no long-term trend 
can be detected. (The average 1982-dollar pnee 
between 1871 and 1925 was 512.96 per barrel, and 
the average price Between 1926 and 1980 was 513.04 
per barrel.) Thus, the safest guess as to the average 
crude-oil price over isayi the next 25 years may be 
about S13 per barrel in 1982 dollars. Howevei—

12. These generalizations do not warrant a 
forecast o f a 513 pnee. or any other specific 
pnee at any specific future time.

In the absence o f a secure mechanism forge tting 
world oil prices into thu range and keeping them 
there fo r several years, and in the absence o f a com­
petent and responsible successor to the Texas Rail­
road Commusion. the prospect u fo r wide and 
unforeseeable fluctuations in world oil prices like 
those that occurred before the TRC took contro l in 
the mid-1930s. The managing director o f Royal 
Dutch Shell. D. dcBruyne. summarized the new 
outlook well wnen he wrote that "we are m for a 
period o f severe and unpredictable discontin­
u ities." 19 The most ambitious forecast we dare make 
with any confidence is that— w ithou t some new 
market-ordenng mechanism, which is not now in 
sight—

13. World od pnees w-dl fluctuate both ran­
dom ly and cyclically. In any given future year, 
however, the most like lv pnee w ill be far below 
1979-1982 levels.

In summary, there u no basis in geology, re­
source-economic*. or hu to ry for predicting a never- 
ending increase in the real pnee o f od. Pnvate invest­
ments and governmental institutions founded on that 
proposition are sure losers.

NOTES

'Non* o f th* rtc tn l pric* lo r t f u u  | h it*  ***n . pre­
pared for internal 1111 oy m iio r  p«trol*um p rod ucm  (corpora­
tion* or got*rnm*ntal, * tp*cti lu iu m rd  growth in Ih* r**l 
pr»r* of o il during th* »*« ot thi* m t u r y  A ll o ( th»m n o w  
laaum* continued conatant-dollar pne* declm** through at 
!»•»« 19(15 A l I n n  two m i>or integrated o il compamt* that 
now *uvro* (or ih*» own planning purpot** mat m * long­
term j i l  pr»c* tr»nd w ill fa ll *om*wn*r* between a level 
n o m m a H o l U r  tod « lent constant Hollar rraircrerv, r*i*»**d 
public forrcaata in 1982 lhat M ill thow long-term irei-prtc* 
>ncr*aaea (or od.

Mor* u ia l/ k iR l than what Ih* rompantea a/* m y in* ,
however. u  what that ar* do ing.
Tha dramatic chang* in  induMry i  lung-term o il price 

estim ation* oeer ih* tan 2 yeara u  im pnu .b l*  to igno re  th* 
companw* hae* acutll»d *v*ry maior unaubaidiaed ivn tn tnc  
fuel* proi*ct ui North Am*rtca. and moat o f th* uoatdued 
on*a to hoot. OS gompaniee ar* cutting tack maaaivetv on 
druling proram * hut Ui* m o n  K it ing indicator n( th* dratnc

chang* in  ih*tr expectation* it th* fact that ISry ere n o w  
paying only about naif et m u e h  per barrel for rrot-ed petrol­
e u m  retenet at they w*r* paying in tat* 1980. (On th* laal 
po int. * • •  B F. Picchi. “Th* Valuation of U.S. F*lrol*um 
R*»*r»»t Exp lod ing th* Myths" in Salomon Broth***. Inc. 
Stocx R****rcfwlndu*try Anatyaia. October 15. 1982 .)

Th* cnang* in th* *n»r«y mara*t did not tak* everyone 
by aurpria*. For *ariy warning! in Aiaaka or from  Alaakaru 
about th* impending turndown in  o il price* and alata r***nu»* 
»»* m y remarx* in Ih* minute* of th* U.S. Department of 
Commerce Economic A dn io ry  Board during 1979 and 19A0i 
atao A R- Tuaaing. "Th* 198) O il Frlc* Outlook" in The 
Economic Oul looa for 1991. University ol M ichigan, Novem- 
b tf 1980 : A l l  Tuaaing. "W ill O il Fneea Keep K it in g ' Mayb* 
Not." Anchorage Dally S'ewe. February 14. 1981 ; Jon Mat- 
thtwe. "Stat* R»e*nuti l ik e ly  WiU Orop; 0(1 Fricva ara 
Heading Down , " .IncAorace Daily Sewe. May 29. 1981 ; A R 
Tuaa*ng, "A lpeteoe CoJtap** Haa U u o n a  for Budgtt Plan­
ners." Antnanege Daily Serna. May 25 . 1 9 8 ) . Bob Shallit.
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"State Facet Revenue Lou. Economists Say." \ n c n o r o e t  

D a l l y  S ' t w t ,  January 15. 1982. "Alaska Cuts Forecasts." January 16. 1962: Erickson t i  Associates lor the Alaska State Legislature. T h *  W o r l d  O i l  M a r t t e t  a n d  A l a  l h a  o t a l e  R e v e n u e * :  

A  F i f t e e n - M o n t h  Forecast i Juneau March 19821.
"Alaska Department a l  Revenue. Division of Petroleum Revenue. P e t r o l e u m  P r o d u c t i o n  R e v e n u e  F o r t r a n  . I Quarterly, 
Anchorage: June 1980 (hrougn Septemoer 19821. In June 1982 the Department of Revenues oil price forecasts were revised slightly upward In Septemoer. however the Depart 
ment issued a forecast wmch in the lung term is even more peuimittic regarding state oil revenues man me .Marrn report. 
'.Masha Department of Revenue Division oi Petroleum Revenue. P e t r o l e u m  P r o d u c t i o n  R e v e n u e  F o r e e a t t , Marcn 1982. p 4
'Charles Logsdon. Chiaf Petroleum Economist Alaska Depart ment of Revenue, person I communication to G K Erickson. July la. 1982. When ma Department oi Revenue reduced tne 
figures in eacn of the series oi forecasts mat corresponded to a specific confidence level, grester attention to the uncertainty 
of petroleum price forrcasts led the department to rmpnasiac 
iti " lO percent" rather man its "50-percent ' .eries. Th* 
different percentage figures indicate me Department s judg­ment about the probability mat actual revenues will he i t l l  than the ngure shown

'OPEC Will Survive. Oilman Hammer vavs Xssociaied Press storv in o e a i i i t  P o i t  I n t t l h t t n e t r  Jaiv | :9 s 2 .p  03
’’ Acres American. Inc ithe pnncioai contractor on tne feasibil­ity ttudv for the Susitna River nvdroeirctnc proiecti offered 
the following list ol "maior lorecasts ol oil price trends" in ordar to refute forecasts of declining oil prices in anoiner ISER report iA R. Tussmg ano G K E*ic*son. h a t h a  Energy 
P l a n n i n g  S t u d i t i :  A  r e n e w  o f  t h r e e  e o n i u n a n i  t t u d i t t  t u b -  

m i l l e d  l o  A l a t h a  t t a t e  a t t n c i e t  in m e a l  r e a r  198? Ancnorage: ISER Final report Novemuer I . i982 l

Source
Data Resources. Inc 
Inl'nl Energy Agency L'.S DOE Energy Info AdmCanada. Energy Mines 1 Rea Ontario Hvdro 
Energy Modeling Forum 

Avt of ten models Dr F Feu,t:»n

Date of 
Forecast

Summer 1982 Spring 1982
Spring 1982
Summer 1982 Spring 1992
February 1982 Spring 1982

Forecast Trend ( ft )
•2 8
-Q 5 to •  2.0 

above - J O
• I 7
•  I  s

•  1 9  to e 3 3• 1 7
From Alaska Powrr Authority, S u u i n a  h r d r o e i t e m c  

P r o t e c t  '< momentary on Alaska En*rv> Planning 
Studies lA R  TuiamgandGK Encaaonl." prepared by Acres American. Ine . September : 1982
While in* Acres compilation doe* nos reveei ihe time span of tha protections cited, it it representative of tn. kind of forecasting institutions tnal Acre* polled even in uta 1982 

Significantly, however, tm* list does nol contain a single petroleum producing company, financial institution, or agency of an oil-exporting political entity ivee not* 1 1 , while four 
i half I ot th# forecasts cued com* from governmental enntits that have a powerful institutional uaa* isa doea me Alaska 
Power Authonty! in perpetuating lha baliel that real oil prices will ronnnua to rite.

Tha published forecast* o f government aienciea and th# b«g consulting (irma indeed teem lo be among the last to 
rrrogmt* the changed outlook, juts as they were among tn# Laai to rtcognit* lhat the high pnrei established in 1973 71 would be with ut for a wmlt.
•For the history of oil conservation and tha nae of the Tetaa Railroad Commission. •*« Wallace F Love-oy and Paul T. 
Homan, Economic Aaprria o f  O i l  C a n e e r x o i t o n  refutation,• Baltimore Tht John* Mopkini Uniterm* Pret*. 19871 pp 
3 3  & i ,  $ rvd .S ' . t p h f f i  L  M c D o i u u i ,  P i t r o i i u m  mi

t h e  U n i t e d  S t o l e n  An E c o n o m i c  A n a l y m  iBaltimore: The 
Johns Hopkins University Press. 1971). pp. 29-55.
^From tne July 1882 S c i e n t i f i c  A m e r i c a n :The history o t  th* discoveries in the Pennsylvania oil fields has been on* of a series of disappointments to tne 

producers. F.-om 1866 to 1872 the pric* per barrel 
averaged from 34 to S5. and the producers were mak­ing money rapidly. Then the field in Butler Countv was ,truck, ana from that day to this the production nat 
been greater than the consumption. Then came tne Bullion pool with its 2.000- and 3.000-barrel wells, 
which forced the pric* down to S I .50 This lield was »oon exnausteo. and better times for the producers were 
at hand wnen tne Bradford field, the largest in extent 
e v e r  known was opened. Then Bradford begin lo decline ano again a silver lining was seen, but acam disappointment came.In May of last year th* fust well waa struck in Alle­
gany County. New York, and a new field was openeu that soon more tnan maoc up lor the decline. Then was tht great "646" well struck, and with it folluweo disas­
ter to the owners of wells generally, and lower-pricra oil 
than since tne summer of 1874. wnen tor a time it sold 
for 45 cents a barrel Where the next field will be is only 
a matter of comrctur*

-For tne historv of import controls, including tne influence oi 
the Texas Railroao Commission on import policy, vee M A Adelman, T h e  W o n d  Petroleum ,Horner i Baltimore: ThfJonns 
Hopkins University Press. 1972). pp 150-154 
'°Loveioy and Homan. E c o n o m i c  A w e c t t  . . pp. 265-285.and the Cabinfl Task Fore* on Oil import Control. T h e  O i l  

I m p o r t  Question (Washington L* S. Government Printing 
Office. 19701. pp. 24. 121. 216 242-246 
"Adelman. W o r l d  P e t r o l e u m  For a historv o f oil 
prices during tn* entire era. see pp 131-191.
'•M.A. Adelman. "Coping with Supply Insecurity," T h t  

E n e r g y  J o u r n a l .  Octooer 1982. pp. 1-16 
* ̂ On the role and operation o f spot markets, ve* Paul H 
Frank*!. T o p i c a l  P r o b l e m i  iLondon: Petroleum Economics. Ltd.), July/August 1973. p xx. Januaryl February 1976. p i«. and June 1979. pp. xvii-avin
"Estimated proved reserves as o f January 1 . 1982. can be found in Robert J. Enright. "Worldwide Report.”  Off and Gas 

J o u r n a l ,  December 29. 1981. p. 0 6  Tht J o u r n a l  lists Saudi Arabia i  proved res***** as 164 6  billion. John blatr in T h e  Control o f  O i l  I  New York Vania*#. 1978). pp. 16-19. quotes Yamani as saving tnal "Saudi Arabia s 'true re verve i are more 
than two and a naif times snt 'ultra rontervsuve numbers as which 'proved reserves were being carriedIn 1972. Janes Akins, then L S Ambassador to Saudi Arabia, told Senator Mike Gravel ano me that Saudi Arabia s reserves were "realistically" al lean * 0 0  billion barrels ana "prooaniy c lour to a trillion." At a Central Intelligence 
Agency briefing I attended in 1973. an Agancv spokesman gave almost Ih* aim* estimates ilikely from a common sourcet of Ih* ultimate f***r»*s m in* known fields in Saudi Arabia He added shat Iraq ’s reurves were probably "almoat as big "For our present purposes it do«sn l master wmch of 
these reserve estimates is th* most r*sliine. *«*n th* most cons**t*nv* of them implies mat Saudi Arabia sa physically capable o f producing considerably more than 2 0  million 'jarreis per day without any new discovert**.
1 5 S**. for *aampi*. th* remark* o f Jahangir Amissvitr, Iranian Ambassador at-Larg* and somttim* petroleum mm istee. as a 1973 Salomon Brolhrri conference in London 
eWorld Petroleum: Th* Economics of Curr*nt Pricing and Supply Policies. London: Salbro Preu. 1978. p. 30)Notwithstanding Western calculation* and protections 

lo  the contrary. OPEC members M ime that their oil iraervea underground will be worth more in Ihe futur* 
compared to in* preunt—***n with accumulated re­turn* on in* invested resenura
Adelman m in i  a plausible case that Ihia no non t*
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economically fallacious ana. bv implication cynical and 
uelibrrateiv misleaoinc iMA Adelman OPEC a* a Cartel'' in Onffln ano T^ece. O P E C  B e h o n o r  a r a  W o r l d  O i l  P ' l e e t .  ppJ3-53I.

However Adelman s jrcumrnt that oil reserves never 
•arnen at much at financial inve.tmenis in u  on aiscount rate* that rrilect the »nort life expectancies ol Thiro World govern­
ment* Thu approach ignore* tr-.e meoioeicai content of 
national poiicv Economic noncv tn most OPEC nation* i» 
ritner maoe hv nationalist bureaucrats won new tneir nation* at tometning d i f f e r e n t  f r o m  tnr present government or oy 
hraa* oi state wno helieve tnat tneir person* are uenricai w i t h  tnr nation, wmch is itself .mmortai E.ther rase result* in 
lower discount rate* ano longer imort ration period tnan 
Adelman auume* tor a non ioeoiogicai worid

Adelman t analvti* also sirtuails :,»mi*ie* the s p e c i f i c  ideological role plavea hv tne concepi .11 oil reserves at a 
long trim investment. OPEC •poxeimtn were ooubtlrt* tmtrre when thev intitted that the astet-value 01 tneir resources was appreciating at a higher rate tnan tne reai rate oi return on 
risK lree linancial investments Mv ground tor accepting such professions at face value stems Dotn irnm personal contact 
at it Pi hign-piacra and lowlv oelievers ano the tact tnat it was n the oil exporters interest tnal thev ana their customer* noth helieve their motives were sotnetn ng more nonorsole 
-nan greeo and their prouuction scneoulmc -aunt on tometning 
more substantial than nmoie opportunism

Mv remans* at tne same 1973 romerenre. s R Tassing, -iiicussant comments on soeecne* ns • ei ’ ! 0  Fevioe 
vecretarv General of OPEC \muiegar T 0  Lnder* L‘ S Assistant Secretary ol State lor Ecosom.c At fairs. Adel­man. ano PT  Franxri. Director ot P»rroeium Economics. Ltd . T o p i c a l  P ' o b l e m t  pp t l  aaidireciis auaresseo Amute- 
gar* 1973 argument ana anticipated Adetman s 1981 argu­ment

To Kar Mara who gave us the concept, “  deology 
was a body of doctrine mat provided a rengiout. moral, or icientifie cloak to self interest Ideology is in tne lirst 
piece j  political weapon if thev helieve in it. its spon­sors can Craw irom it moral fervor and confidence of 
success And an effective ideology cin 11 to captivate or neutralise its adversaries Believing one s own propa­
ganda uncritically lor that of one t opponents! hat. now- »ver led to some remarxablr foolishness at various 
crusades from the Middle Ages to Vietnam nave mown 

I suppose lhat my message today is not to take OPEC's rhetoric too seriously, nor the opposing rnetonc 
The conservationist element m OPEC doctnne desevves more serious attention itnan its protection of 

solidanty »iin the poor ana eiplooed everywneret. particularly as it it a n-tion shared bv a ricn. industrt- 
allied non-OPEC oil producer like Canada and bv a variety of environmentalists and Malthusian doomuvers in all o f the rich countries Th* common mem* of all these parties it that manxmd ought to aeep it* cheapest energy source petroleum, in the ground beceute it will 
be more ssiusble in the future tnan il ■* tooay

Thii proposition cannot be Dismissed out o f hand There may w-eil be some proaucing country or countries 
with reserves 01 oni. ten to fifteen times current produc­tion. witnout the nope of maior new discoveries and | 
with only limited opportunities for productive invest­ment et nome Sucn a country could reasonaoly estimate the so-called user cost of us petroleum —tne present vatue of future production given up by producing 
todav—*o oe at great or greater than the current world 
price Sucn a country mignt reasonably believe, inotner 
w-orat. tnat its oil could appreciate in value over tne average life 0 1  its reserves at a higher rate than Ihe rate 
of earnings on risxire* toreign investment. Or it mav believe tnat tne risxs-marxet and political—of all foreign 
investments are so great tnat they make speculation in 
oil inventories at home a more prudent investmentI am not certain there is suen a country—t > u t  t h a t  

c o u n t r y  t u r t i y  i t  n o t  I r a n  o r  \ ' t n r t u t i a .  wnose ability to 
absoro toreign excnange in profitable domestic invest­
ment ventures is insatiable n o r  11 i t  S a u d i  Arabia, wnose potential reserves are so nuge tnat tne present value 01 a 
barrel of oil not proauceo toaiy 11 truly negligibleN'o. to eacn of these countries limiting proouction 1* 
rational n o t  because its oil will be more valuable in the 
future out because ten p r o d u c t i o n  m e a n t  higher prices today C o n i t r m n o n  h o w e v e r  sounds m o r e  n o b l e  i n  

the producers o w n  ears m a n  m a x i m i s a t i o n  o t  monopoi* 
p r o t i t .  ana it appeal* to a lashionaoie intellectual current 
in tn* ricn consuming nations Th* conservationist rhetoric is. tnereiore a particularly effective ideoiog >cal weapon 0 1  th* cartel lempnans aadedl.
W* need not b* overly sxepucai about the OPEC na 

lions belief in a ooctrine tnat helped enrich them, wnen tne same doctrine was oelieved by * 0  many statesmen and scholars• including tne maionty of "energy economists"1 in Europe 
and America, wno used it to rationante policies tnst helped impoverish their own nations
-'’ At late as September 1980. it was poitiolr for Cambridge 
economist Nicholas Kaldor to write seriously that. " OPEC cnanged everytning By cornering oil it managed to increase 
the price fourfold, then double it again, and presumably 
it could be doubled again, u-irhour a n y  r e a l l y  serious i m p a c t  

o n  consumption ' Empnatis added From "The Energy Issue* ' In T Barker and V Brailovsxy. Oii o r  I n d u s t r y  edited 
proceedings of Conference on Policy Issues in Energy Self 
Sufficient Economies at Different Stages o f Industrtallaation. 
held at Oaaaca. Mexico in Septemoer 1980. London: Ace- demic Press. 1991. p J)
• • Youssei M Ibrahim. "Saudi Role in OPEC Under Siege ' in 
T h t  W a l l  S t r e e t  J o u r n a l .  July 21. 1982. p J3
J8-*Oi| Nation Warns its Partners Associated Preu story in tne Seattle P o t t ' l n i e i h t e n c e r  July 8. *982. p B9. On Saudi 
Arabia 1 threats see P l a t t  t  U i l t r o m .  July 13. 1982. p. IA. 
l 3 D deBruvne. quoted in P e t r o l e u m  I n t e l l i g e n c e  W e e k l y .  

June 14. 1982. p 6
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• ASSUMPTIONS
North Slope 011 P r1ces
On December 17 ,  1970, OPEC announced f rom Abu Dhabi t h a t  the p r i c e  o f  
Arabian l i g h t  crude o i l  would e sca la t e  f rom $ 1 2 .7 0  to  $14 .54  per b a r r e l  
by October 1 , 1979 ,  an inc rease  o f  1 4 . 5  pe rcen t .  The p r i c e  o f  o i t  was 
increased to $13 .3 3  on January 1 , 1979 (an inc rease  o f  5 pe rcent  j / e r  
$ 1 2 .7 0 ) .  However, s h o r t l y  a f t e r  the December announcement tha t  OPEC 
members were Inc reas ing  t h e i r  o f f i c i a l  p r i c e s  an average o f  1 0 percent 
during ca lenda r  yea r  1979, a p o l i t i c a l  r e v o lu t i o n  in I r a n  e l im ina ted 
crude exports f rom that  count ry .  The i n t e r n a t i o n a l  crude market l o s t  
about 5 m i l l i o n  b a r r e l s  a day and spot p r ic e s  f o r  crude o i l  soared to  as 
mucn as $31 a p a r r e l  - ove r  twice the o f f i c i a l  base p r i c e .  As a consequence 
o f  th i s  even t ,  an e x t r a o rd in a r y  p r i c e  f i x i n g  meeting o f  the OPEC coun t r i e s  
was held 1 n Geneva on March 26 to se t  p r ice s  more 1n l i n e  with spot 
market l e v e l s ,  f t  tha t meeting the base p r i c e  o f  Arabian l i g h t  crude 
o i l  was ra i s ed  to $14 .54 per b a r r e l .  An inc rease  th a t  was not to have 
taken e f f e c t  u n t i l  October 1.  1979. Since t h i s  h i s t o r i c  me° t ing ,  soot  
market pr ices  have continued to inc rease  and OPEC i s  once again expected 
to  s i g n i f i c a n t l y  r a i s e  the hasp p r i c e  o f  I t s  benchmark crude o i l  when i t  
convenes in Geneva l a f . r r  th i s  month. In t h i s  f o r e c a s t ,  we are assumino 
an 11 percent weiqhted average OPEC pr ice  inc rease  f o r  TV 1980 when 
compared to ou r  March 19*9 f o r e c a s t .  In a d d i t i o n ,  we have assumed an 
end to the d i scoun t inc  o i Alaskan North S lope crude on the West ano Gu l f  
coas ts .
Weighted average OPEC p r ices  increase ove r  the 17 -yea r  f o r e c a s t  pe r iod 
from $12.94 in FY 19/9 to $44 .78  bv FY 1995; r ouan ly  a 7 . 5  percent 
average per annum increased ITeTuhted average wel lhead va lues  f o r  o i l  
r o y a l t y  c a l c u l a t i o n s  f o r  Prudhoe Bay range f rom a low o f  $ 5 . 1 7 / 8  in 
EY 1979 to a nigh o f  $32.95/B In FY 1995. The weighted average annual 
wel lhead va lues  f o r  r o y a l tv  c a l c u l a t i o n s  f o r  FY 1979-FY 1985, given the 
assumptions made in t h i s  f o r e c a s t ,  a re  rough ly :  $ 5 . 1 7 ,  $ 8 . 9 1 ,  $ 1 0 .8 7 ,
$ 12 .9 9 ,  $ 1 4 . 8 7 ,  $ 1 6 .8 4 .  and $ 1 8 . 3 0 .  Weighted average we l lhead values  
f o r  o i l  r o y a l t y  c a l c u l a t i o n s  a re  net o f  f i e l d  cos t  deduct ions .  F i e ld  
cos ts  are not deducted from wel lhead values  f o r  purposes o f  severance 
tax c a l c u l a t i o n s .
'APS t a r i f f s  in t h i s  17 -year  f o r e c a s t  were based on a number o f  scena r ios  
t o r  the es t imated gross revenue requirements o f  the p i p e l i n e  companies.
In the m a j o r i t y  o f  cases i t  was assumed tha t  the TAPS owner companies 
would rece ive  the r a t e  base and r a t e  o f  r e tu rn  which they requested In 
test imony b e f o r e  FERC.
Tanker t a r i f f s  and r e f i n e r y  market d e l i v e r y  f o r e c a s t s  were based on data 
suppl ied by the Pet ro leum Audit Supe rv i s o r ' s  o f f i c e ,  j o u r n a l  a r t i c l e s ,  
company s tud ies  and var ious  s tud ies  done by government and p r i v a t e  
agencies .  Tanker t a r i f f  scena r io s  were i n f l a t e d  on the average at

I
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rough ly  4 pe rcen t  per annum due to  the c a p i t a l  i n t e n s i v e  s t r u c t u r e  o f  
tanker  o p e r a t i o n s .  Market f i r s t  s a l e s  in the March 19 /9  f o r e c a s t  were 
assumed to r e f l e c t  the average o f  the f i r s t  s a l e s  in c lud ing  J u l y  1978 
through December 197B. West Coast f i r s t  s a l e s  ( i n c l u d i n g  A laska )  
averaged approx imate ly  7 8 6 ,0 00  R/U and G u l f /E a s t  Coast (Trans-Panama) 
f i r s t  sa le s  avoraocd around <103,000 D/0 ove r  t h i s  p e r i o d .  More r e c e n t l y  
1n FY 1979 (October 1978 through March 1 9 7 9 ) ,  West Coast f i r s t  sa le s  
have averaged around 814 ,0 00  8 /D and G u l f /E a s t  Coast f i r s t  s a l e s  3 09 ,000  8 /D .  
West Coast f i r s t  sa le s  in t h i s  f o r e c a s t  were assumed to average on ly  
7 / 0 , 0 0 0  B/D. The remainlnq throughput was assumed to  be d e l i v e r e d  
through the Panama Canal u n t i l  the Nor thern T i e r  l i n e  becomes o p e r a t i o n a l .
I t  was assumed tha t  the Nor thern T i e r  l i n e  would be ope ra t i o n a l  at
700 .000  D/D by the t h i r d  q u a r t e r  o f  FY 1982. The Northern T ie r  l i n e  was 
given a 50 percent  chance o f  being b u i l t  and 1 t  was . f u r th e r  assumed tha t  
no d e l i v e r i e s  to Japan would be made. The Long Deach to Texas o i p e l i n e  
(PACTCX) was r o t  included in t h i s  f o r e c a s t  due to Soh io ' s  recent  announcement 
tha t  i t  was abandoning tho p r o j e c t .
North Slope Gas P r ices
Under the i n t e r im  r u l e s  nf the Natura l  Gas P o l i c y  Act o f  1978 , the 
c e l l i n g  p r i c e  o f  Prudhoe Ray gas as o f  December 1, 1978 is  S I . 63 per 
MMBTU. Given 1. 092 MMRT11 pe r  Mcf , Prudhoe Bay gas w i l l  r e a l i z e  a f i e l d  
va lue  o f  S I . 78 per Mcf. Assuming 6 percent i n f l a t i o n  per annum, Prudhoe 
gas should command S? . * ?  pe r Mcf by FY 1985— the e a r l i e s t  date tha t we 
are f o r e c a s t i n g  throughput a long the Alcan. FERC r e c e n t l y  ru led  tha t  
c ond i t i on ing  c os t s  to remove the carbon d iox id e  and na tu ra l  gas l i o u i d s  
and to compress ana c h i l l  the gas should be deducted from the c e i l i n q  
p r i c e  that  producers r»c^ Ve f o r  the gas. Assuming c o n d i t i om nc  cos ts  
o f  S I . 21 per Mcf in 1985 d o l l a r s ,  the weighted average we l lhead value o f  
Prudhoe Bay gas ( a f t e r  deducting cond i t i on ing  c o s t s )  by FY 1985 was 
assumed to be about S I . 31 per Mcf. However, a l l owances were made in the 
p r i c in g  scena r io s  f o r  the p o s s i b i l i t y  l h a t  the cos t s  o f  cond i t ion ing  
could be shared by the producers and p i p e l i n e  companies c r  that e i t h e r  
cou ld end up bear ing the f u l l  c o s t  burden.
North Slope O i l  Production
M u l t ip l e  we l l  and production sc ena r i o s  f o r  o i l  and gas were developed 
f rom fo r e c a s t s  fu rn ished  by the producing companies and the D i v s i o r  o f  
O i l  and Gas Conse rva t ion .  S imu la t ion  run number 3A o f  the D iv i s i o n  o f  
O i l  and Gas Conse rva t ion  served as the ba se l i n e  case f o r  the throughput 
and wel l  s c en a r i o s .  Welqhted average North Slope o i l  p roduction was 
p red ic ted  t o  in c rease  f rom a low o f  1 .184  MMB/D in FY 1979 to  e high o f  
1 . 5 4 0  MMB/D f o r  FY 1986-1989 and then to decrease to .705 MMB/D bv 
FY 1995. Nor th Slope p roduct ion  o t h e r  than Sad le r o ch i t  was assumed to 
begin in FY 1982 -1995 .  TAPS throughput was not expected i j  exceed the 
cu r ren t  1 .2 3  MMB/D capac i ty  u n t i l  the t h i r d  qu a r t e r  o f  TY 1980. Weighted 
average volumes f o r  the next  f i v e  y e a r s ,  beginning with FY 1979, were 
assumed to be 1 . 1 8  MMB/D. 1 . 2 6  KMB/D, 1 . 3 5  MMB/D. 1 .4 3  MMQ/D and 1 . 5  MMB/D 
r e s p e c t i v e l y .

• uo

5



ST .OF -RK /DOR/O IL&GPS I D : ? 0 7 2 7 8 5 0 2 6  MAR 2 7 * 9 6  1 0 : 0 9  N o . 0 0 2  P . 0 4
ASSUMPTIONS 0 ^ 0  * 7^

North SI pop Oi 1 Pr i  res
World pet ro leum market developments during the f i r s t  th ree qua r t e r s  o f  
1979 have proven in re  c n r e m e l y  d i f f i c u l t  to  f o r e c a s t .  Tears o f  wor ld 
crude o i l  sho r tage1- ►'stimated to be f rom 2 to 9 m i l l i o n  b a r r e l s  pe r  day 
' •esul ted in nea>- r a n i r  bnyinu. The r e s u l t i n g  market d i s o rd e r  fo rced 
OPEC m in i s t e r s  to mrct in e x t r a o r d i n a r y  sess ion  tw ice ,  once in March 
1979 whpn the o f f i c . v  OPEC marker crude p r ice  was r a i s ed  to S14 .54 /B 
ana again l a t e  In June 1979 when the OPEC marker crude p r ice  was uuped 
to  SlO.OO/l i. Even rt»ie»- these cumulat ive p r i c e  i n c r e a s e s ,  which equa l l ed  
a rp rox imate ly  4? percent ' n r  Sauoi Arabian L ight  cruoe o i l  (and ove r  
6 0 percent f o r  c m e r  OPfC . ' r oduce rs ) ,  wor ld  demand remained n iah .  Fears 
w r e  that  o n ly  m in im i  amounts o f  crude o i l  a t  " o f f i c i a l  p r i c e s "  would 
b'' a v a i l a b l e  to m fm i n o  companies and c oun t r i e s  w ithou t  guaranteed 
sources o f  crude e * i . f n r  example, U .S .  Gu l f  Coast r e f i n e r s  saw the 
" o f f i c i a l " '  FOB o n c e  «f M»xican crude o i l  r i s e  72 .5  percent f rom $1 3 .1 0 / 0  
to S22 .60 /B  in s ix -nen th*  t-n-e. When pet ro leum buyers were fo rced to 
buy crude on the open market they a l s o  found tha t  spot market crude o i l  
p r i c e s  were even m ane ’' 'some shipments were quoted ‘ n the *36.1)0/6 
range on the Gu l f  t o a s t ) ,  in t h i s  kind o f  market ,  given the wide rnnue 
o f  p r ices  ( o f f i c i a l  <*'-<us spo t )  and d i f f e r e n c e s  in s p e c i f i c  company 
t r a n s f e r  p r i c i n g  p rac t ic e s  ( s a l e s  to a f f i l i a t e d  p a r t i e s  versus s a l e s  to 
th i r d  p a r t i e s ) ,  ’ ! ** not s u r p r i s i n g  tha t  d e c l a r ed ,  c r e - a u d i t  d e s t i n a t i o n  
sa le s  p r i c e s  f o r  Pmiiiino Bay type crude o i l  a re  u i f f i c u l t  to f o r e c a s t .
In t h i s  f o r e c a s t  wp • r ^ m e  tha t  no f u r t h e r  ; nc reases w i l l  he announced 
by OPEC u n t i l  Decenmpr 1Q79. However, due to  the d ec l in e  o f  the d o l l a r  
and due to  Saudi A r a b i a s  r e l a t i v e l y  low market p r i c e s  f u r  crude o i l  in 
the facp o f  growing rconrvnic p ressu re  to  inc rease  tha t  p r i c e .  “  nas 
been assumed tna t  T>Pr f  marker p r i c e  w i l l  be r a i s e d  F percent e f f c c r i v e  
January 1 , 1930. Aft**’ t h i s  co in t  mere mooerate u u a r t e r l y  -.ncrcases are 
p ro je c ted  as OPEC mov^x to main ta in  the r ea l  d o l l a r  p r i c e  o f  i t s  crude 
o i l .

Given these c ond i t i o n s ,  i t  i s  assumed tha t  weighted average OPEC p r i c e s  
ove r  the 17 -yea r  'p re c a s t  pe r iod  w i l l  r i s e  f rom S12.91 in Fv 1 3 7 9  to 
S18 .37 /B 1n TY 1980 to S5 1 .32 by TY 19 9 5 - - r o u on l y  a 9 . 0  percent average 
per annum inc rease .  Weighted- average we l lhead va lues  f o r  o i l  r o y a l t y  
c a l c u l a t i o n s  f o r  Prudhoe Bay range f rom a low o f  S5 .22 /B  In FY 1979 to  a 
high o f  $ 3 2 . 9 5 / 8  in fY 1995. The weighted average annual we l lhead 
values f o r  r o y a l t y  c a l c u l a t i o n s  f o r  FY 1979-FY 1985 ,  given the assumptions 
made in t h i s  f o r e c a s t ,  a re  r ough ly :  S 5 . 2 2 .  $ 1 2 . 0 5 ,  i l 5 . 0 2 ,  $ 1 7 . 6 2 ,
$ 1 9 .7 0 ,  $ 2 2 . 0 0 ,  and 123 .82 .  These weighted-average we l lhead va lues f o r  
o i l  r o y a l t y  c a l c u l a t i o n s  a r e ,  howeve r , 'no t  o f  f i e l d  cos t  deduct ions .  On 
the o th e r  hand, f f r l d  cos ts  a re  not deducted f rom we l lhead va lues  f o r  
purposes o f  severance tax c a l c u l a t i o n s .
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P ro je c t i o n s  o f  TAPS t a r i f f s ,  as a component o f  t r a n s p o r t a t i o n  c o s t s ,  in t h i s  
17 -yea r  f o r e c a s t  were based on a number o f  s cena r io s  f o r  the est imated 
gross revenue requirements o f  the p ip e l i n e  companies. In the m a j o r i t y  
o f  those scena r io s  i t  was assumed tha t  the TAPS owner companies would 
rece ive  the r a t e  base and r a t e  o f  r e tu rn  which they requested in tes t imony 
be fo re  FERC.
Tanker t a r i f f s  and r e f i n e r y  market d e l i v e r y  f o r e c a s t s  were based on data 
suppl ied by the Petroleum Audit S upe r v i s o r ' s  o f f i c e ,  j o u r n a l  a r t i c l e s ,  
company s tud ie s  and var 'ous s tud ies  done by government and p r i v a t e  
agenc ies .  Tanker t a r i f f  scena r io s  were I n f l a t e d  on the average at  
rough ly  4 oe rcen t  per annum cue to the c a p i t a l  in t en s iv e  s t r u c tu r e  o f  
tanker  o p e r a t i o n s .  Market  s a le s  by d e s t i n a t i o n  in the September 1979 
f o r e c a s t  were ad jus ted to r e f l e c t  the average f i r s t  s a l e s  reported 
dur ing the f i r s t  s ix  months o f  1979. During th i s  time rough ly  8 5 0 , 0 0 0  B/D 
were d e l i v e r e d  to  the West Coast ( i n c lu d in g  Alaska and Hawaii )  whi le  
Gu l f /E as t  Coast (Trans-Panama) and fou r  Corners  P i p e l i r c  d e l i v e r i e s  were 
approx imate ly  340 .000  R/D. These actua l West Coast shipments were 
10 percent acove e a r l i n r  n s t i n a t e s  o f  the a b i l i t y  o f  West Coast r e f i n e r s  
to absorb Pruonoe Bay type crude o i l .  Undoubtedly ,  the wor ld  cruoe o i l  
supply c r i s i s  durino I r an ian  c r i s i s  pe r iod  led to increased buyer 
' n t c r e s t  in Alaskan o i l .  “ o r  t h i s  reason ,  peak West Coast sa le s  may 
dec l in e  sonewnat f r n r  r -n  l e v e l s  reached dur ing the l a s t  seve ra l  months 
should wor lc  crude o i l  shor tages begin to s lacken .  This has been a l l owed 
f o r  in the c u r r e n t  fo rp '-as t .  U n t i l  the t h i r d  qu a r t e r  o f  1982 i t  1s 
assumed tna t  Prudhoe Dav c »*ude su rp lu ses  w i l l  be shipped through the 
Panama Canal and ‘ cu*’ ' nrners P i p e l i n e  to Texas, G u l f / E a s t  Coast markets .  
Beginning in tne second qua r t e r  o f  1982, i t  i s  assumed tha t  tne re  is  a 
50 percent p o s s i b i l i t y  that the Northern T i e r  p i p e l i n e  p r o j e c t  w i l l  be 
b u i l t .
North Slone Gas Pr ices
Under the in te r im  ru le s  o f  the Natura l  Gas P o l i c y  Act o f  1978 ,  the 
c e i l i n g  p r i c e  o f  Prudhoe Bay gas as o f  December 1 ,  1978 i s  S I . 63 per 
MMBTU. Given 1 .092  MMRTU per  Mcf,  Prudhoe Bay gas w i l l  r e a l i z e  a f i e l d  
va lue  o f  S I . 70 pe r Mcf. Assuming 6 percent  i n f l a t i o n  pe r  annum. Prudhoe 
gas should command 52 .52 pe r  Mcf by FY 1 9 8 5 - - the e a r l i e s t  date tna t  we 
a rc  f o r e c a s t i n g  production o r  throughput a long an Alcan r ou te  f o r  a 
gas p i p e l i n e .  FERC r e c e n t l y  r u l e d  tha t  c ond i t i on ing  c o s t s  to remove the 
carbon d i o x i o e  and na tu ra l  gas l i q u id s  and to compress and c h i l l  the gas 
should be deducted f rom the c e i l i n g  p r i c e  tha t  producers r ece iv e  f o r  the 
gas. Assuming cond i t ion ing  c o s t s  o f  S I . 21 pe r Mcf in 1985 d o l l a r s ,  the 
weighted ave rage wel lhead va lue  o f  Prudhoe Bay gas ( a f t e r  deducting 
cond i t i on ing  c o s t s )  by TY. T985 was assumed to be about S I . 31 pe r  Mcf. 
However, a l l owances were made in the p r i c i n g  scena r io s  f o r  the p o s s i b i l i t y  
tha t  the c o s t s  o f  cond i t i on ing  cou ld be shared by the producers and 
p ip e l i n e  companies o r  that e i t h e r  cou ld end up bear ing the f u l l  cos t  
burden.
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ASSUMPTIONS
North Slope OU P ric es
Of the many input  assumptions wmch are used in p repa r ing  t h i s  f o r e c a s t ,  
none are as impor tant  o r  d i f f i c u l t  to f o r e c a s t  as wor ld o i l  p r i c e s  f o r  
crude o i l s  comoarable to those produced in Prudhoe Bay. During 1979, 
wor ld o i l  markets have been ext reme ly  d i s o r d e r l y .  At the l a s t  th ree 
OPEC ne e t in c s ,  the ca rte l de legates  have been unable to e s t a b l i s h  a 
s i n g l e ,  coherent  p r i c ing  '•• fracture. During the year  at l e a s t  tn ree  
d i s t i n c t  o r i c l n o  t i e r s  ag i s t ed ;  ( 1 )  the moderate OPEC group led by 
Saudi Arabia a t a b o u t  i lA . l 'O/B . ( 2 )  the r a d i c a l  OPEC group led by I ran  
a t  about S 2 3 .5 0 /B ,  and ( ! )  me  spot market segment (5 pe rcent  to  15 o c r c en t )  
used by a l l  OPEC govprnnon--. a t  about $ 3 0 . 0 0 / 6 - 5 4 0 . 0 0 / 8 .  These p r ice s  
mere ly  rep re sen t  a snapshot o f  a h igh ly  v o l a t i l e  market which i s  e vo lv ing  
in a very complex and uncer ta in  wor ld  s e t t i n o .  Among the many u n s e t t l i n g  
f a c t o r s  wnich comp l i ca te  me a n a l y s i s  o f  supp ly ,  demand, and p r i c e  o f  
wor ld  crude o i l  a re :  r ) con fusion as t o  the on se t ,  s e v e r i t y  and du ra t i o n
o f  the long expected (J.h. economic r e c e s s ion ,  ( 2 ) wor ldwide c ap i t a l  
f l i g h t  from f i n a n c i a l  r ace r  asse ts  t o  r e a l  a sse t s  ( g o l d ,  s i l v e r ,  a r t .  
income producinc rnsourc0 * .  e t c . ) ,  ( 3 )  t h r e a t s  o f  continued r e v o lu t i o n  
in I r an with t**e p o t e n t i a l  l o s s  o f  5 percent  o f  the w o r ld ' s  o i l  p roduc t i on ,  
and (A) con t inued amb ia i i tv  am  unce r t a in ty  in U.S. energy p o l i c y  r ega rd ing 
mtenaed plans to  comulnmiy de regu la te  U .S . crude o i l  p r i c e s  at m e  
we l lhead and impos i t i on  n* m e  "w ind fa l l  p r o f i t s  t a x . "  As a consequence, 
the fu tu re  f o r  wor ld  crurtn ^ i l  p r ices  appears to he h igh ly  unce r ta in  and 
f p r  th i s  r eason a wide > wc*  o f  assumptions has been used in the s im u la t i o n  
mode l .
The s t a r t i n g  p o in t  in as i»*» inq p o t e n t i a l  f u tu re  p r ’ ce movements 1n the  
wor ld o i l  market oegins with the reexaminat ion o f  ecent t r eno s .  Between 
SeptcniDer 1979 and Uccemhrr 1979, most o f  the ma jo r  o i l  e xp o r t ing  na t ions  
r a i s ed  t h e i r  o i l  p r im ?  m  o r  above the p r i c e  c e i l i n g s  e s t a b l i s h ed  at 
the June 1979 OPEC meeting. Spot market p r ic e s  trended upward 'rom 
S30 .00 /B  to  SA5.00/B. Un Decemoer 13, a week p r i o r  to  the December OPEC 
meetings,  Saudi AraDia , and subseguent y th ree  o th e r  OPEC c o u n t r i e s ,  
announced a 5 6 . 0 0 /B  inc rease  in the p r . e e  o f  i t s  crude o i l  r e t r o a c t i v e  
to Nuvomber 1 , 1979. ' h i s  brouaht tne o n c e  o f  the b e l l -w e t h e r ,  Saudi 
i . ight c rude , t o  S24.0D/B. With t h i s  preemptive move, the Saudi government 
hnped to moderate f u r t h e r  p r i c e  increases tha t  were to be agreed upon in 
Caracas,  Venezuela on December 17. 1979. At tha t  OPQC meet ing , once 
again no agreement on a u n i f i e d  p r i c e  s t r u c t u r e  was reached even though 
the Saud i ’ s were sa id  to have o f f e r e d  f.o Inc rease  t n e i r  crude o i l  p r i c e s  
by an a d d i t i o n a l  S2 .00/B o r  aop rox imate ly  8 pe rcen t .  At the c l o s e  o f  
the meet ing,  OPEC members >/erp a l lowed to p r i c e  t h e i r  o i l  as market 
cond i t i ons  would a l l ow .  In th i s  s i t u a t i o n  the o n ly  f a c t  tha t  1s known 
with c e r t a i n t y  i s  tha t  the o i l  p r i c e  assumptions used in the September 
q u a r t e r l y  f o r e c a s t  were too c on se rv a t iv e .
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Given those c on d i t i o n s ,  i t  1s ossumed tha t  weighted average OPEC p r ice s  
ove r  the 17 -yea r  f o r e c a s t  w i l l  r i s e  f rom S21 . $4/B 1n FY 1980 1.o $ 2 8 . 6 2 / 8  
in FY 1981 to  $ 8 1 . 29/D hv FY 1996 - - rough ly ,  1 8 . 6  .pe rcent  average per 
annum Increase .  Weiohted average we l lhead va lues  f o r  o i l  r o y a l t y  
c a l c u l a t i o n s  f o r  Prudhoe Bay range f rom a low o f  S I 2 . 6 6 / 8  in FY 1980 to 
a high o f  $70 .G6/D in FY 1996. The weighted average annual we l lhead 
values fo r*Toya7T7 c a l c u l a t i o n s  f o r  FY 1 9 8 0 -FY 1985 ,  given the assumptions 
made in th is  f o r e c a s t ,  a re  rouqh ly :  5 12 .66 /B ,  i l 0 . 3 7 / B .  S26.G4/B ,
S30 .95 /B ,  $ 3 3 . 51/D, and $37 10/D. These weighted average we l lhead 
va lues f o r  o i l  r o y a l t y  c a l c u l a t i o n s  a r e ,  however,  net o f  f i e l d  c os t  
deduct ions . On the o f i e r  nano, f i e l d  costs  a rc  not deducted f rom 
wel lhead values f o r  purposes o f  severance tax c o l l e c t i o n s .
P r o j e c t i o n s  o f  TAPS t a n f f s .  as a component o f  t r a n s p o r t a t i o n  c o s t s ,  in 
th i s  17-year ' p re c a s t  were based on a number o f  s c ena r io s  f o r  the es t imated 
gross revenue require trenrs  r.f the p i p e l i n e  companies. In the m a j o r i t y  
o f  those scena r io s  u  was assumed tna t  the TAPS owner companies would 
rece ive  the r a t e  base ann r a t e  o f  r e t u rn  which they requested in test imony 
be fo re  FERC.
Tanker t a r i f f s  and r e f inr>r, market d e l i v e r y  ' o r e c a s t s  were based on data 
supp l ied  by the Petro leum Audit S upe r v i s o r ' s  o f f i c e ,  j o u r n a l  a r t i c l e s ,  
company s tud ies  ano va r ious  s tud ies  done by government and p r i v a t e  
agencies .  Tanker t i n t *  s . ' e r a r i o s  were i n f l a t e d  on the average a t  
rough ly  4 percent  per ennum due to the c ap i t a l  in t en s iv e  s t r u c t u r e  o f  
tanke r  o p e r a t i o n s .  ! i * n e i  s*1es bv d e s t i n a t i o n  in the December 1979 
f o r e c a s t  were ad jus ted  to  i n f l e c t  the  average f i r s t  s a l e s  r ep o r t ed  
during the f i r s t  nine mouths o f  1979. During t h i s  t i n e  rough ly  0 7 0 , 0 0 0  D/0 
were de l i v e r ed  to  th* W*st r na*t  ( i n c lu d in g  AUs«a and Hawaii )  wh i le  
Gu l f /E as t  Coast (T r an s - * ana r* )  and Four Corners  P i p e l i n e  d e l i v e r i e s  were 
approx imate ly  3 62 . 0 00  D,f> u n d 'u b te d l y , the con t inu ing  wor ld crude o i l  
supply shor tace l ed  to increased buyer i n t e r e s t  in  A le s km  o i l .  For 
t h i s  reason,  peak. West Coast s a l e s  may dec l in e  somewnat f rom the l e v e l s  
reached during tne l a s t  s eve ra l  months should wor ld  crude o i l  sho r tages  
begin to s lacken .  This has been a l lowed f o r  in the c u r r e n t  f o r e c a s t .
U n t i l  the t h i r d  qu a r t e r  o f  19B2 i t  i s  assumed tha t  Prudhoe Bay crude 
su rp luses  w i l l  be shipped through the Panama Canal and Four Come rs  
P i p e l i n e  to Texas. Gu l f /E as t  Coast markets .  Beginning in the second 
Quar te r  o f  1982 ,  i t  i s  assumed tha t  th e re  is  a 50 pe rcen t  p o s s i b i l i t y  
tha t  the Nor thern T i e r  p i p e l i n e  p r o j e c t  w i l l  be b u i l t .
North Slone Gas P r ic e s

Under the in te r im  ru l e s  o f  the Natura l  Gas P o l i c y  Act o f  1978 ,  the 
c e i l i n g  p r i c e  o f  Prudhoe Bav oas as o f  Oecember 1 ,  1978 i s  $ 1 .6 3  pe r  
MMBTU. Given 1 . 0 9 2  KHBTU per  Mcf,  Prudhoe Bay gas w i l l  r e a l i z e  a f i e l d  
va lue  o f  $1 .78  pe r  Mcf. Assuming 6 pe rcent  i n f l a t i o n  pe r  annum, Prudhoe 
gas should command $2 .52  pe r Mcf by FY 1985 - - thp  e a r l i e s t  date tha t  we 
a re  f o r e c a s t in g  produc t ion  o r  throughput  a long an Alcan rou te  f o r  a gas 
p i p e l i n e .  TERC r e c e n t l y  r u l ed  that c ond i t i on ing  cos t s  t o  remove the



ST.OF-AK/DOR/OIL&GRS ID i 9072785026
MRR 27*96 16:17 No.017 P.03

N U a '% * >  ^hheov/t
ASSUMPTIONS

Xanation
The outlook lor in f la t io n  continues to hr mixed nr uncer ta in ly  over the 
d i re c t io n  of monetary po l i cy  at 'he Central Dank hat kept raal Interest  
rales r e la t i v e l y  high whether tho federal Reserve w i l l  cont inue lo 
watch tho monetary aggregates r.onr to provide l i q u id i t y  for the currant  
economic recovery or rel money supply growth lo keep inf  la t ino  in chock 
ia s key quest ion. Th« overr id ing considera tion  l,t perhaps the economic 
philosophy and goals of the Reagan administration, which appears w i l l in g  
to swap h i ther  unemployment for  lower rate* of In f la t ion .  tn any ovcn t .  
as always, a wine range n( in f la t ionary  scenarios were considered. The 
weighted averager fa i t  is assumud to he 6.7 percent through PY 19M6 
risinf,  tn 0.R6 percent in 1985, 7.5 percent in IY 1906 mid ruur.hly 6.5 
percent fur  I T  1981 tv  lave Tho weighted average in f l a t io n  assumption 
lo r  fY 198/ i t  1999 represents an annual ra te  nf lnfltlinr< a fu l l
percentage point below that assumed in December.

North 5lfcpe_f11 P r l c c t

International Trends

At I ts  reccnv mooting in London, OPKC. fur the f i r s t  time in l i e
h is to ry ,  lowered i t s  p r i ce  v l ru c tu ro .  The la te s t  accord cu t  the marker 
pr i ce  of Saudi Arabian l i yh l  crude o i l  from STA.OO/bhl to J79.00/bbl and 
established a production f i l i n g  of 17.5 m i l l ion  bhls/day. Production 
quotaa were cel fur Individual member coun tr ie s ,  with Saudi Arabia
playing llm role nf twin* producer t>y adjusting i t s  production lo
presetvo the crude output c e i l i n g .

This rad ica l  adjustment in the c a r t e l ' s  pr i c ing  and production po l i cy  
vat reached in the fare nf rapidly d r L c r l o r e t in g  crude o i l  pr i ces  
world wide and a shrinking market for  OPKC rrude o i l .  The f i n a n c ia l l y  
weaker members. such as Nigeria,  were increasingly  under pressure to 
lower pr i ce  or lose customers. It  is s t i l l  not c l ea r  whelhrr the recent 
OPKC agreement is s u f f i c i e n t  in stem the d-'wnward movement in crude o i l  
pr i ces  although spot pr i ces  have been r e la t i v e l y  stable for  the las t  
month or so Many analysis have beon watching thu Ur t l luh  National O i l  
Company's (UNOC) pr i c ing  po l i cy  s in ce  they arc sa i le r s  of rrude o i l  whu 
compete for the same market as Nigeria.  So far announced p r i c e  c u l t  nf 
t . 50/bbl by ONOC do not appear to threaten tha current  p r i c e  s t ru c tu re .

Tho current  p r i c e  s t ru c tu re  of  In ternat ional ly  traded crude o i l  ie as 
fol lows:

1. Saudi Arabia and other Arabian Cull "d is cret ionary  producers*' and
Iraq around S?V/bbl.

?. Maiican l i g h t  cruda o i l ,  tomparohle to Saudi, al l?9/hbl; wilh
heavy Mayan cruda at S?V bb l ,  comparable to Venezuelan heavy 
which Is also at t?3/bbl.

a
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3. Afr i can  producors of l i g h t  sweet crude at 530.00 lo 530.30/bbl.

<i. North Sea cnidv u t l ,  comparable lo  A f r i can  H c h t  o i l ,  at 530.00
to 130.50/bbl.

5 Iran at roughly 576 00/bbl for comparable l i g h t  crude o i l .

Ac always, with a demand Induced supply overhang, r e so lu t ion  of OPEC*i 
current  dilemma r e l i e s  upon domnnd recovery. bow o i l  pr l cee  should 
Increase o i l  consumption I f  the pr i ce  e l a s t i c i t y *  o f  demand is at a l l
o lg n l f l e a n t . At the sam» time, low o i l  p r i ces  should provide addi tional
stimulus to the '•ronnmlc recovery.  Analysts dlsar.roe about the
magnitude of  the e f f e c t  of an econmlc recovery on crude o i l  demand
(Inrome e l a s t i c i t y  of demand) s ince  i t  is uncloar as to how much thu 
recent de c l ine  in o i l  t-onsumnt i on is accounted for  by s t ru c tu ra l  change 
(more c f f i r i e n t  automobile l ee t .  Increased use of in su la t ion )  and bow 
much by the id l ing  of macMiery duo lo  tho re cess ion .  Most analysts du 
.igreo that the economic recovery w i l l  be slow and fo r  that reason w i l l  
provide only minor st imulus tu crude o i l  r'•nsuirpt I o n .

Although OPEC's current output is hovering around la m i l l i o n  bbls/day, 
current  inventory s t a t i s t i c s  suggest that conc iderab le  restocking
a c t i v i t y  Is espected to occur in the short term, which should allow aume 
incr casr  In OPEC production to r  the el imination of  the current supply 
overhang, OPEC members must r e s i s t  the temptation to produce boyond 
t h e i r  quotas in response to a demand surge. These two fee to r c  re su l t  in 
o March production of somewhat lower near term crude o i l  p r i ce s  and
lower growth rates over the neat three years than was assumed in tho 
December p ro je c t  lone.

As always, wc have assured for  forocastlng  purposes a wide range of both 
op t lm lu t l c  and pess im is t i c  pr i ce  growth sce< nrlos fo r  the marker crude 
n i l ,  The average assessment is f o r  generally f l a t  p r i ce s  through 
KY 1987 with ree l  or I n f la t io n  adjusted pr i ce  growth resuming in the 
la te  ]980‘ s. The Saudi pr i c ing  asumptions in the short term r e f l e c t  the 
essumed market c l ea r ing  p r i ce  re lhur  than the o f f i c i a l  con t ra c t  p r i c e  in 
ordor to minimise sub je c t i ve  adjustment of p r i ce  premiums nr dis counts  
between Saudi and Aleskn North Slope crude o i l .  In th la  fo r e ca s t ,  i t  
was assumed that  the weighted average market c l ea r ing  pr i ce  fo r  Saudi 
Arabian crude o i l  was 578 10/hbl In February 1983. Pr i co  was assumed, 
on average, to f a l l  to 576.04 In Apri l  1983 and to roughly 573.30 fo r
nt 1V84 in creasing slowly th e rea f te r  (Graph A ) .  Over the 17 year
period, weighted average p r i r e c  fo r  Prudhoe Bey type cruder  are forecas t  
to r i s e  from 578.93/bbl in fY 1983 to P?.3?/bbl in fY 1999 -  roughly 
3 9 percent average annual increase In nominal do l la r  terns .

Domestic Pr i ce  Trends

Crude o i l  p r i c e s  for  domesti cally  produced o i l  began to e l ide  In late 
December 1987 and generally  stopped by the f i r s t  of February at 
53.00/bbl to * . 00/bbl below December l e ve ls .  The average co n t ra c t  pr ice  
for  Aiaaka crude o i l  de l ivered  on Vest and C u l f  Coasts waa r e la t i v e l y
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Lenso Snlo Leaso Unll Bonus NPS Royally Bid Unit Allocated
Palo____________________ Bid Pofconl Porccnl Typo Actos Pioduclion7

DiicblsJandJJnit
ADL 312828 30 01 Feb 80 Duck Islam) S 7.524,545 00 79 59350% 20 0 %  F iied Royally an NPS 3.068 49 Y e i
ADL 312834 30 o i Feb bo Duck island SC 266.120 00 48 07031% 20 0 %  ru e d  Royally and Vnimblo NPS 1.81013 Ye»

KiW filhJM
ADL 355029 39 01 Aug 03 Kuupik $55,515 20 30 000001; 12 5 %  FUed Royally and lued NPS 1.903 00
ADL 355031 39 01 Aug 03 Kuupik $64,395 00 30000001; 12 5 %  FUed Royally and lued NPS 5.724 00
ADL 355034 39 01 Aug 83 Kuupik $64 000 00 30 00000% 12 5 %  Fuod Royally and Died NPS 5.760 00
ADL 355035 39 01 Aug 63 Kuupik $102 000 00 3000000% 12 5 %  Fuod RuyaMy and lued NPS 5.099 87

ADL 355030 39 Ot Aug 03 Kuupik $117.216 00 3000000% 12 5 %  Fuod Royally and lued NPS 5.76000
ADL 355037 39 01 Aug 03 Kuupik $1,061.212 00 30 00000% 12 5 %  Fued Royally e ~d  lued NPS 5.724 00
ADL 355038 39 01 Aug 63 Kuupik $241.920 00 oooooooi; 12 5 %  Fund Royally and lued NPS 5 760 CO
ADL 355030 39 01 Aug 03 Kuupik $2,054 067 30 30 00000% 12 5 %  Fi>ed Royalty and lued NPS 5 645 24
ADL 355040 39 01 Aug 03 Kuupik $102 580 00 30 00000% 12 5 %  F iied  Royally and In n )  NPS 1 260 00
ADL 364470 43A 01 Aug 64 Kuupik $112,700 70 3oooooor; 12 5 %  Fund Royally and lued NPS 3 180 00
ADL 364471 43A 01 Aug 64 Kuupik $119.153 71 aoooooo*; 12 5 %  Fued R-yally and lued NPS 5 759 00
ADL 364472 43A 01 Aug 84 Kuupik $294 602 00 30 00000% 12 5 %  Fued Royally and lued NPS 4 480 00
ADL 364473 4.1A 01 Aug 64 Kuupik $294 602 00 30 000001. 12 5 %  Fued Royally and lued  NPS 4 400 00
ADL 364474 43A Ot Aug 64 Kuupik $2 566 01 30 00000% 12 5 %  Fued Royally and fiied NPS 3 81900

ADL 304475 43A 01 Aug 64 Kuupik $507.158 00 30 00000% 12 5 %  Fued Royalty and fued NPS 5 740 00
ADL 364476 43A 01 Aug 04 Kuupik $1 233 216 00 3000000*; 12 5 %  Fued Royally and lued  NPS 3 64000
ADL 364477 43A 01 Aug B4 Kuup* $1 102.720 00 3000030% 12 5 %  Fuod Royally and lued  NPS 3 040 00
ADL 36-14 70 43A 01 Aug 84 Kuupik $1 755.680 00 3000000% 12 5 %  Fued Royally nod lued  NPS 3 040 00

Kupfliuk River Unl|

ADL 355023 39 01 Jim 0 ) Korun* fi.,e« 365 233 75 30 00000*. 12 5 %  Fued Royalty and lued NPS 5.1/5 00 Ye»
ADL 355024 39 01 Juu R IK upan*  Ri,e« $984 758 40 3000000% 12 5 %  Fued Royalty And h ied  NPS 5 500 00 Ye*
ADL 355030 39 01 J iiB lK upa tuk  n.,pr $773 190 40 30 00000% 12 5 %  Fued Royally and lued  NPS 4.4B0G0 Ye*
ADL 355032 39 01 > 4  81 Kup.in* riivf - $262 295 80 30 00000% 12 5 %  Ftfed Royalty and lued  NPS 5.100 00 Ye*

MlldC PO'Dl 
ADL 355016

U d»J
39 01 Aug 6 ) M ine Pouil $ 6 )691  76 40 00000% 12 5%  Fued Royalty and lued  NPS 5 07100

ADI 355017 39 01 Aug 03 M ine Pomt $351 000 00 4000000% 12 5 %  Fued noyally and fued NPS 4 4E000 Ye*
ADL 355010 39 01 Aug 03 M ine  Poml $806 000 00 30 00000% 12 5 %  Fued Royally and d ied  NPS 5 003 00 Ye*
ADL 355021 39 01 Aug 03 M ine Pont $757.177 60 30 00000% 12 5 %  F iied  Royalty and fu n ) NPS 5 .12000 Ye*

bioilbsJoiU'vj 
ADL 312790 30 01 Feb 00 N o rt iila i $1843 71750 9320000% 20 0 %  Fued Royally and Varutie  NPS 4 39202
A D L3 I27M 30 01 f  eto 00 Not Vi\ta> $1013 323 75 91 20000% 20 0 %  Fued Royady and Vonaiie  NPS 4 472 37
ADL 312000 30 01 Fft> 60 Nofffntar $ )  003 005 00 05 25970% 20 (7% Fued Royalty and Va-.aMe NPS 3 432 92
ADL 312009 30 01 Feb 00 N o rtnu r $1 630.707 50 05 25970% 20 (7% F iied  Royalty and VanatAe NPS 530130
ADL 355001 39 01 Aug 03 $77 144 64 40 00000% 1 2 5 %  Fued Royalty and d ie d  NPS 5 744 00

N P S  I F ' ~  x i s  N P S l P*9 • *2 17M K I I  PM



Status of Net Profit Share Leases (NPSLs)
Loa9e Snlo Lease Unit Bonus NPS Royally Bid Unil

Dato Bid Porconl Porconl Typo Acres
P I .............'io n  Unit

ADL 312060 DO o i r o t ,e o n  iiiom son $1,310,536 25 52 35200% 20 0 %  Fued Hoynlty oihJ Vminbio NPS 4.935 47
ADL 313109 36 O tAug B? PI IlKxnson S4.224.852 00 4000000% 12 5 %  F iied Hoynliy und llio d  NPS 4 ,263 BR
ADL 343110 36 01 Aug 02 PI Itiomson $4,109.750 00 4000000% 12 5 %  F iied Hoy nliy end li.mJ NPS 1,920 00
ADL 3431I I  36 01 Aug 82 PI Thornton $15,355.000 00 40 00000% 12 5 %  F iied  Hoynlty end luod NPS 2.400 00
ADL 343112 36 01 Aug 82 PI Ifio/nton $2,570,020 00 4000000? ; 12 5 %  F iied  Hoyntly m id Ilia d  NPS 3.440 00

Not Unlliiod 
ADL 312027 30 01 f e b 80 $9,080 007 50 74 03000% 20 0 %  Fued Hoy nliy nod Vntiabio NPS 000

Allocated
Production?

n rs leas xis npsl Pigf 2 »•* 2 3/27/96 •'•41 PM
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ALASKA NO RTH  SLOPE N A T IO N A L  E N E R G Y  STR A TEG Y  IN IT IA T IV E  

(ANALYS IS  OF F IV E  UND EV ELO PED  F IELDS )

A B S T R A C T

The U.S. Department i>t Energy was directed in the National Energy Strategy to establish a 
federal interagency task force to identity specific technical and regulatory barriers to the development of 
five undeveloped North Slope Alaska fields and make recommendations for their resolution. The five 
fields arc West Sak. Point Thomson. Gwydvr Bay. Seal Island/Nonhstar. and Sandpiper Island Analysis 
of environmental, regulatory, technical, and economic information, and data relating to the development 
potential of the five fields leads to the following conclusions:

• Development of the five field', would result in an estimated total of 1.055 million barrels o f oil 
jnd 4 4 trillion cubic  feet or natural eas and total investment or S9 4 billion in 1992 dollars

• It appears (hat all five of the fields will remain economically marginal developments unless there 
is significant improvement world oil prices However, the analysis indicates that improved 
technology and reduced > sts through the combined cooperative efforts of industry and 
government could make it econom ically feasible to develop some o f these fields

• Costs of regulatory compliance and mitigation, and costs to reduce or maintain environmental 
impacts at acceptable levels influence project investments and operating costs and must be 
considered in the development decision making process. These costs can result in reduced 
reserves and delays in development Efforts to reduce these costs and impacts would be 
beneficial to the development of the five fields and other potential discoveries.

• The development o f three of the fields (West Sak. Point Thomson, and Gwydvr Bay) that are 
marginally feasible would have an impact on North Slope production over the period from about 
2000 to 2014 but cannot replace the decline in Prudhoe Bay Unit production or maintain the 
operation o f the Trans-Alaska Pipeline System (TAPS) beyond about 2014 with the assumption 
that the TAPS will shut down when production declines to the range o f 400 to 200 thousand 
barrels o f oil/day

• Recoverable reserves left tn the ground in the currently producing fields and soon to be developed 
fields. Niakuk and Point McIntyre, would range from I billion to 500 million barrels o f oil 
corresponding to the time period o f 2008 to 2014 based on the TAPS shutdown assumption.

I l l



E X E C U T I V E  S U M M A R Y

1. Introduction

Flic National Energy Strategy t NLS) issued in February 1991 sets out two fundamental objectives 
to enhance energy security tine objective is to expand U.S. and worldwide oil production capacity and 
strategic stocks, ihe second is to reduce U S. oil consumption through a combination of measures aimed 
at increased efficiency, introduction of alternative transportation fuels, and aggressive research and 
development of new energy and on saving technology. As part o f the objective to expand oil production 
capacity, the NES wails tor accelerated development o f fivt undeveloped Alaskan North Slope fields. 
These tne fields are West SA. Point Thomson. Gwydvr Bay. Seal Island/Northstar. and Sandpiper 
Island These tne fields arc referred to throughout the report as the five NES fields. The U S. 
Department of Energy 'DOEi was directed in the NES to establish a task force to identify specific 
technical and regulatory harriers to the development of these fields and make recommendations for their 
resolution DOE has established an interagency task force consisting of representatives trom DOE. U.S. 
Department of Interior. Environmental Protection Agency, Department o f Defense (Army Corps o f 
Engineers). Council on Envit onmenial Quality. and Department of Commerce (National Marine Fisheries 
Service) to identify specific technical and regulatory hurdles to development o f these fields and make 
recommendations for their resolution

The five NES fields arc known resource accumulations that have not been developed because o f 
technical or economic conditions or both. These five fields are diverse in terms o f geographic location, 
size of resources (potential reserves), areal exient. depih o f productive horizon, type and quality of 
hydrocarbons, age and luhologic character o f the rocks o f th; productive horizons, physiographic 
position, and other factors that ultimately must be addressed in the decision-making process. All o f the 
fields are currently in a non-producing status and most will require further exploration/delineation before 
development decisions can be made One result o f this non-producing status is that public information 
is limited on all five fields

This report provides the environmental. regulatory, technical, and economic information and data 
relating to the development potential of the five discovered but undeveloped fields. Information and data 
were obtained from open literature, industry, federal agencies, and state and local agencies in Alaska. 
The production forecasts, investment forecasts, and operating costs used in the analyses were developeo



by the authors based on the available information and were not provided by any agency or company. The 
environmental, regulatory, and icchmcal issues and the interaction of these issues with the economic 
factors that control the development ot each o f the five NES fields are analyzed. Sensitivity analyses 
illustrate the relative influence ot these factors for a variety ot potential technical, regulatory, and 
economic options providing the basis tor the interagency task force to develop recommendations to assist 
in the development of these fields

S u m m a r y  o f  App ro ach

In 1990. the DOE Office of Fossil Energy, in cooperation with the state o f Alaska, conducted 
a studs ot the Alaska North Slope oil and gas resources A report titled. Alaska Oil and Gas: Energy 
Wealth or Vanishing Opportunus'' was released in March 1991 The report presented an analysis ot 
several potential scenarios concerning future production from the North Slope. The five North Slope 
producing oil fields (F'rudhoe Bas Kuparuk. Lisburnc. Milne Point, and Endicott). two fields that were 
nearing development tNiakuk and Point Mclntyrei. four of the five NES fields tWest Sak. Gwvdyr Bay. 
Seal Island.Northstar. and Sandpipcri. and the potential development o f three exploration areas were 
analyzed for their effect on the lifetime of the Trans-Alaska Pipeline System (TAPS). The same basic 
methods used in the 1991 DOE report are used for this analysis.

The status o f the five currently producing North Slope oil fields (Prudhoe Bay. Kupamk. 
Lisburnc. Milne Point, and Endicotti and the two fields nearing productive status iNiakuk and Point 
Mclntyrei are updated to provide a background for operations on the North Slope and expectations for 
continued operation o f North Slope infrastructure Production forecasts and economics are updated to 
1/1/92 using actual 1990 and 1991 production An important factor affecting the future o f these fields 
and all future development on the North Slope is the continued operation of TAPS. Although the actual 
minimum throughput rate for TAPS has not been established, a range of 400 to 200 MBPD is assumed 
to illustrate the effects o f a shu:down o f TAPS The minimum rate for operation o f TAPS will be 
determined by both mechanical and economic factors.

The development decision-making process for development o f new fields on the North Slope of 
Alaska is driven by economic considerations and acceptability of the environmental impacts. Although 
the development decision-making process may differ by company, the fundamental steps arc (a) defining 
the scope, (b) designing cnvironmcnially acceptable development plans, (c) estimating uncertainty.

V t



id) optimizing protect design, and (e> flnahzinirihe development decision. The analysis o f the five NES 
fields is designed to take into account the evolving business environment, which includes <a) increasing 
labor and materials costs, tbi increasing technological costs and risks associated with developing more 
marginal prospects in a harsh environment, (c) an increasing level of industry responsibility and costs in 
dealing with environmental laws jnd reeulations. <d> highly unstable oil prices, and (c) the continuing 
need for additional revenue hv hoth federal and state sectors.

The method used to quantitv the value o f the projects is the present worth (PW) o f the project, 
where PW is the cumulative after tax cash flow gencra.cd from the project's time sequenced revenues and 
expenses discounted to 1992 dollars Nominal discount rates ot 10 to I5 £  arc used in the analysis. An 
inflation rate or 3 5 is used l our oil price cases arc used to show ihe effects ot oil price on the project 
economics The lour eases include the NES Low oil price ease from the Technical Annex 2. Integrated 

■\nai\sis Supporting the Sauontu Enern) Strategy Methodology, Assumptions and Results. U S 
Department of Energy. 1991 (DOE S-ODSbPi and three cases for the Energy Information Administration s 
' ElAi Assumptions tor the Annum Enerex Outlook 1992. January 1992 (DOE:’EIA-0527(92)] The NES 
Low oil price ease lies between the ElA Mid-level and Low price cases as shown in Table I . These arc 
world oil prices defined as the average cost to U S refiners ot acquiring imported oil All four cases 
contain some level o f real price increase and include the effects of economic growth, conservation, fuel 
substitution, and supply.

Table 1. World oil price eases (S/BBL. constant 1/U92S)
1992 m s :ooo :oos 2010 2015 :o :o

ElA Hi|H : : o 7 16 9? »  00 >0 14 4216 45 04 47 35
ElA Mid-Level 20.19 : :  P :n is j:  s i 13.61 11 16 41 12
NES L©»* : o 4 i IS 16 : :  o i IT OJ 10 47 10 61 i :  so

ElA Lu• 1) IS 1706 10 0* I I  4 ) 24 09 16 «7 29 OS
4 NES Currtm Eol<v Btie Cite tiKludtt dirre oil prxe piDKCiioni Hiih. l in e  ind Lo*

Economic uncertainty is addressed through sensitivity analyses performed to lest the economic 
effect o f changes in the variables including oil price, recovery and rate, operating costs, capital 
investment, federal and state taxes, and discount rate. Methods such as Monte Carlo techniques, 
sometimes applied by industry and government agencies, are not used. Effects of changes in individual



, r u u r g l i n t e d  to test ihe impacts o f  the econom ic d r iv in g  forces
variables and combinations o f variables arc evaluated to test me r

on the economic viability of the five fields.

Daw are nol ava ilab le 10 accurately quantify ihe costs o f  env ironm enta l and regu latory issues. 

Regulatory and environmental requirements are factors that influence investments, operating costs, 

icscrvcs. and dcvropm cnt schedules. The effects o f these factors and costs on the technical and 

economic v ia b ili'.’ of develop ing the five NES fields arc evaluated in  the sensitiv ity analysis.

Technical and environmental issues related to each o f the five ticlds arc analyzed on a field by 

fie ld  basts. Input data, forecasts, and economic results arc developed for each fie ld . The economic 

analysis is on a project basis and docs not involve integrated econom ics, which wou ld  invo lve additional 

complex evaluation inc lud ing TAPS ownersh ip , sh ipp ing , re fin in g , and marketing activities for major 

integrated o il companies A lthough the majority lease ownership on the North Slope is generally  lim ned 

to major o il companies large and sm all independents, native corporations, and ind iv idua l groups o f 

investors have ownership in some leases. Hence, the use of integrated economics is outside the scope 

o f this study

Env i ronmenta l  and Regu la to ry  Issues

T h ; com p lex , and often controversial, nature o f the regulatory perm it processes on the North 

Slope o f A laska is a direct result o f the sensitive environmental issues surrounding exploration and 

development o f o il and gas reserves. Environmental impacts as a result ot the loss o f wetlands through 

gravel m in in g  and placement, disturbance o f subsistence hunting and f ish in g , and disruption o f  coastal 

f low  patterns or fish m igrations by so lid-fill causeways arc m a jo r issues on the North S lope. The 

regulatory processes (lease sales and perm its), inc luding the National Environmenta l Policy Act process, 

arc sensitive to these environmental issues In  fact, major regulatory Acts (c g . Section 404 o f the Clean 

Water Act. the Coastal Zone Management Act. Endangered Species Act) are focused at regu lating impacts 

to wetlands, the coastal zone, and subsistence resources In  add it ion , the question o f waste management 

on the North Slope w il l  become increasingly important as fields mature and fie ld  shutdown becomes a 

reality Waste management regulation w il l like ly  be costly to industry , requ ir ing  remediation o f  existing 

and abandoned sues.



The cost ot regulatory compliance affects the amount o f crude oil reserves that are economically 
viable. However, the distinction must he made between the cost o f compliance (e.g.. mitigation, foregone 
oil revenues) and the cost o f administering the regular jry process (e.g., labor and material associated with 
permit applications. Environmental Assessments, and Environmental Impact Statements). Regulatory 
processes (e.g., lease sales, permits! arc necessary in order to provide for protection o f the environment. 
The steps and timing associated w ith these processes arc well defined. Consequently, the costs associated 
with the administration ot these processes arc part of operating costs and arc known to industry. While 
the costs o f the administrative process are not small, the majority of the regulatory costs arc associated 
with compliance The cost ot breaching a causeway or moving a well pad affects the viability ot a 
project to a greater degree than the administration of the lease sale and permit process. The exception 
is when delays arc caused by agencies invoking the elevation process These kinds o f delays could take 
several months to several years to resolve and the resulting administrative costs can be substantial.

Several steps can be taken to reduce the cost o f administrative and regulatory costs, or at least 
some of the risk associated vs. uh the uncertainty o f these costs on project economics. First, streamlining 
the lease sale and permit processes could save some time. These processe'. however, arc well defined, 
and little can be done to reduce the time between steps. For example, the documentation for National 
Environmental Policy Act <e g . Environmental Assessments and Environmental Impact Statements) will 
likely require substantial tune to complete. This is especially true on the North Slope where most large 
projects will be controversial and require environmental impact statements. A second step that could be 
takrn to reduce cost o f regulatory compliance is avoidance of areas where mitipative costs will be high. 
The identification o f high valued resources (e.g., wetlands with important functions and values, 
endangered species habitat) using the Clean Water Act Section 404 Advanced Identification process or 
similar method would help industry avoid areas with demonstrated value where mitigauve costs arc likely 
to be high. In a field such as West Sak where the reservoir is shallow and pads and facilities must be 
much closer together than is currently the case for the Kuparuk field, this may result in lost reserv'd. 
This would also help /educe delays associated with controversial issues such as subsistence resources, 
wetlands, endangered species, and causeways A third step that could help reduce the uncertainty in 
mitigauve costs would be more effective use of pre-consultation and coordination with regulatory 
agencies.



Technical and Economic Analysis

M ajor Ficlds-Prudhoc Bay and Kuparuk fields arc the No. 1 and No. 2 producing rate fields in the U ,S. 
and produce about 18% of the nation’s daily output of oil or about 1.6 million barrels (MMB) o f the total 
8.9 MMB. Prudhoe Bay production is declining; Kuparuk proauction is expected to remain fairly steady 
for several more years before a significant decline begins.

Remaining reserves 3rc estimated at 5.300 MMB for Prudhoe Bay and 1,300 MMB for Kuparuk. 
It is these two fields with their reserves and rate o f production that dominate predictions for the duration 
o f economic oil production on the North Slope o f Alaska. Using a TAPS shutdown ranging from ycar- 
end 2008 (400 MBPD) to year-end 2014 (200 MBPD). the possible ’ lost" recoverable liquids from these 
two fields would be about 1.0 0 0  MMB to 500 MMB. respectively.

The impact o f the Prudhoe Bay field discovery, development, and creation o f infrastructure, 
including TAPS, can be appreciated in total only by realizing that all o f the other producing ticlds and 
all o f the potentially productive fields are dependent upon the existing infrastructure. If TAPS does, in 
fact, shut down by year-end 2008. then the timeline for bringing discovered fields on production is 
rapidly approaching criticality because o f the lengthy period between decision to develop and first 
production. The time factor is even more critical for potential undiscovered fields, such as in ANWR 
or offshore, because the time from lease sale to first production is greater than 10 years.

Recently Developed Fields-Thc recently developed fields. Endicott. Milne Point (including Schrader 
Bluff), and Lisbume. provide examples o f fields that have been developed with the benefit o f the 
infrastructure and TAPS that are in place as a result of the discovery and development o f the super-giant 
Prudhoe Bay field. These fields illustrate the advancement of arctic technology that has reduced the size 
o f the footprint required in die arctic since the start of Prudhoe Bay development. Factors influencing 
these technological advances arc low oil prices, envire; mental and regulatory concerns, and relatively 
small reserves.

Although sizable by Lower 48 standards. Endicott. Milne Point, and Lisbume fields arc not major 
factors on the North Slope in terms o f reserves or production rate. Nevertheless, these three fields are 
more typical o f the five NES fields. Their history provides a comparison for evaluation o f factors 
affecting future development.



Long delays ensued between discovery and p ro duc tion  o f  the recently  developed fields: i.e . .  

Endicott - 9 years: M ilne  Point - 16 years; L isburnc * 18 years . A sim ilar  pattern can be a ssum ed  for 

o ther relatively small North Slope fields, discovered o r  und iscovered

T hese  three fields com bine to total 592 M M B O  o f  rem ain ing  reserves and begin to  decline in 

1993 for Endicott.  1994 for Lisburnc. and 2008 for M ilne P o in t /K u p a ru k  and Schrader Bluff. Production 

limits arc reached in 2010. 2007. and 2016. respectively, for the th ree  fields Except for a m in o r  amount 

by Schrader Bluff, they have no effect on extending T A P S  beyond  2 0 1 0

The m ajor lessons to be learned from these fields arc the econom ic  and environm enta l benefits 

derived from  carciu l engineering design tor facilities dow n-s ized  for low er reserves and rates than those 

ot the Prudhoe Bay field A nother maior lactor in viability of these fields is the use of. and integration 

into, the P rudhoe Bay infrastructure

From  an industry  perspective, ihe additional 650  ft b reach  in the  Endicott causew ay adds a S56 

MM burden to capital investment totalling 5106 MM over the rem ain ing  productive  life o f  the 240 

M M B O  reserve At an ultimate reserve to u t  ot 4<U M M B O . Endico tt  ranks third am ong N orth  Slope 

fields Sm aller fields, or large ones with lesser remaining reserves ,  may be unable  to achieve o r  continue 

econom ic recovery  under  similar circumstances

Fields with D e v e lo p m e n t  Po ten tia l  (Point M c In ty re  a n d  N ia k u k ) —C o n tra ry  to the normal long delays 

between d iscovery  a n d  production. Point M cIntyre field shou ld  set a reco rd  o f  only  6 years from  the 1988 

d iscovery  to  the  1994 beginning ot production Located ad jacent to  P ru d h o e  Bay and L isb u m e  fields. 

Point M cIn ty re  b en c tu s  from proxim ity  io existing infrastruc ture  to a rem arkab le  degree. In addition, 

it bcnetits  (as does N iakuk) from the pending agreem eni io sh a re  in ihe L isb u m e  Partic ipating Area 

«LPAi produc tion  facilities Investment savings to  Point M cIn ty re  total about S262 M M . indicating the 

substantial positive impact facilities sharing can have on prospec ts  on  the N orth  Slope. Facilities sharing 

also reduces env ironm enta l impact through reduction of foo tprin t size.

Reserves are estim ated  at 300 M M B O  for Point M cIn ty re  and  70 4 M M B O  <53 4 M M B O  p toven)  

for N iakuk. P roduc tion  will begin in 1994 from both fields. Point M cIn ty re  will beg in  to  decline  in 

2002  and could  p ro d u ce  through 2015 . Niakuk begins io  dec line  in 1998 and maintains p roduc tion  

th rough  2008. T hus ,  the later p roduction from these fields he lps  io  offset the earlie r  declines o f
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production from the bigger fields. Nevertheless, the impact is insufficient to alter the overall North Slope 
production decline to an extent that would prolong the life of TAPS. Many more Point McIntyre si- 
fields or one or more super-giant field discoveries arc necessary to significantly prolong the life of TAPS.

The Niakuk Kuparuk field was discovered in 1985. followed by two confirmation wells. The 
initial pian provided for development from an enlarged offshore island connected to shore by a causeway. 
Plans to develop from the offshore island were abandoned in 1991 and a study of development from shore 
was undertaken Onshore development includes facilities sharing with the LPA and reduces the |J 
investment rcauircd by about S70 MM (I/1/92S). A loss o f 29 MMBO of recoverable oil (proven plus 
potential) is expected from onshore development because the reservoir that can be reached from shore p  
is limited by current directional drilling technology. The estimated recoverable oil volume (proven plus 
potential) from the onshore development is about 70 4 MMBO

Summary o f Currently Producing Fields and Fields with Development Potential—The total estimated 
remaining recoverable oil in the seven fields described above is about 7.600 MMBO. It is evident that 
the declines o f Prudhoe Ha\ and Kuparuk fields impose the dominant time constraint on future North 
Slope production and exploration

West Sak-West Sak sands arc encompassed by three producing units, the Prudhoe Bay Unit (PBU) 
established in 1977. the Milne Point Unit (MPU) established in 1979. and the Kuparuk River Unit (KRU ) 
established in 1981 West Sak and Ugnu sands containing low gravity, heavy oil sands o f Upper 
Cretaceous and Ternary age have been demonstrated to extend over an area o f about 200.000 acres and 
contain an estimated total of between 25 and 44 billion barrels in place (BBOIP). West Sak sant contain 
oil at depths from 2.000 to 4.500 ft in the MPU and KRU. with the deepest portion in the northeast in 
the MPU. Average depth o f permafrost in the area is less than 1,500 ft. Oil production from the 
Schrader B luff oil pool in the MPU operated by Conoco started in March 1991 The 'O ' sands o f the 
Schrader B luff sands are equivalent to the West Sak sands in the KRU but the "N ‘  sands arc more 
equivalent to the lower Ugnu sands. Reservoir temperatures range from 45 to I00*F in West Sak s Jids 
with Schrader Bluff averaging 90®F at 4.000 ft subsea. Hence, direct comparisons of Schrader B luff with 
the balance o f the West Sak area should be approached with caution

I
West Sak contains the largest resource volume of the five NES fields, with estimates o f up to 20 

BBOIP West Sak crude properties and reservoir conditions present formidable challenges to cconomir I
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development. Low graviiv. high viscosity oil in a shallow, thir bedded, low temperature reservoir that 
is highly faulted presents a number ot problems to be resolved before any development can take place. 
With p*oduction coming trom unconsolidated beds, completion techniques must be developed or existing 
techniques adopted to the West Sak conditions Laboratory testing and a hot-watcr injection pilot indicate 
that a miscible water-alternaimg-gas < WAG) process, using close well spacing is the most likely recovery 
process. Further work mav he required before final selection of a process is made Because o f the 
shallow depth.ot the reservoir drilling  pads would be required on cvcr>' section developed, which would 
result in more numerous and concentra ted  surface impacts on the environment. Environmental concerns 
could lead to pattern changes to reduce surface environmental concerns resulting in loss of reserves 
because of the concentrated pads and facilities necessary to develop the shallow reservoir

Although considerable Muds has apparently been conducted by the operator. little o f this 
proprietary information is public Based on available data, is u estimated that between 500 and 600 
MMBO can be recovered from better quality reservoir on about 30.000 acres. The timing o f the 
development of these potential reserves is dependent on having an adequate oil price and an economical 
source of miscible micciant i MIi The volume o f Ml on the Nonh Slope is limned at present and will 
he used in the most economical proiects first This places West Sak at least third behind PBU and KRU. 
The timing of obtaining Ml for West Sak is critical when considering the time frame of TAPS shutdown 
About 239 MMBO would be unrecovercd under these development scenarios, if TAPS shuts down at 
year-end 2008

Results of the economic evaluation of West Sak. using the four oil price scenarios indicate that 
the EIA Mid-level oil price case is required to obtain a rate of return between 10 and 15%. These 
economic results clearly indicate that West Sak is an economically marginal project for development

Point Tliomson-Thc Point Thomson Unit (PTU) covers a gas condensate field about 50 mi east o f TAPS 
pump station f PS) No I The unu contains about 83.800 acres, much o f which is offshore. The current 
reserve estimates for the PTU carried by the Alaska Department of Natural Resources are 5 TCF gas and 
300 MMB of oil and condensate Recent seismic results indicate that the reservoir may be about one- 
third smaller than originally ihoughi Thus, a reduciton in reservoir sire is considered for comparison 
purposes.



The Point Thomson field is different from the other five NES fields because the main resource 
is gas condensate from a deep overprcssured reservoir that is located mostly offshore. In addition, it is 
the only one of the five NES fields that is not located within or close to the PBU/KRU infrastructure. 
It dees not appear that development of Point Thomson for sales o f liquids alone *s economically feasible. 
However, with no major gas purchase line on the North Slope, and none anticipated in the foreseeable 
future, the date lhat Point Thomson might be developed is unknown.

By itself, the rcsultme Point Thomson reserve volume will not justify sale of gas from the North 
Slope. Sales from the much larger PBU gas cap. or a similar size gas reserve, will be required to justify 
any sales scenario. The earliest this might occur from PBU is about 2005. However, before any gas 
sales can occur from the North Slope, a gas market must be available that will provide a purchase price 
for the gas that can justify developm ent ot the gas resources and the required infrastructure and facilities 
In addition, the Point Thomson protect faces the construction ot field delivery lines to the Prudhoe Bay 
area that will encounter five maior river crossings and be in the coastal plain The impact of these 
conditions will not be determined until environmental assessments are conducted.

Provided a gas sales line is available as assumed for the analysis, the economics of developing 
PTU for the base case and reduced reserves case assumptions indicate lhat cither of these scenarios could 
provide at least a 10% rate ol return tor all price cases except the ElA Low price case. Gas prices arc 
related to tne oil price cases in the analysis.

Gwvdyr Bay—The Gwydvr Bav Unit (GBU ) is located north o f the PBU and contains hydrocarbon 
accumulations in us eastern and western tracts. The eastern accumulation will be included in the Point 
McIntyre development. The western accumulations arc not well defined; therefore, experience factors 
are used to estimate potential reserves of from 40 to 56 MMBO with 48 MMBO used for analysis The 
joint use of existing facilities does not appear feasible for GBU due to us isolated location Independent 
development is assumed except that a portion o f the Kuparuk pipeline is used to deliver crude to PS 
No I Because additional delineation is necessary, initial production is assumed for early 1999 
Recovery is expected to last 16 years or through 2014. If development of this small project is 
economical, about 11.5 MMBO recoverable oil would be lost if TAPS is shutdown at year-end 2008

The economics of developing GBU. assuming the reserves are confirmed and that development 
in the Kuparuk River Delta can be accomplished in an environmentally acceptable manner at the assumed
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costs, this project would provide a rate o f return of I0 S  or greater for all price cases except the ElA 
Low case.

Seal Island/Northsiar-Thc Seal Island/Nonhstar prospect, or Northstar Unit tNU). is located about t 
mi offshore in the Bcauion Sea. about 15 mi northwest o f Prudhoe Bay NU has been pantally 
delineated by the drilling ol six cxploratorv wells Other than test rates and bottomholc well locations. 
Inile information is available on the size o f the accumulation Recoverable oil estimates range from 150 
to 300 MMBO and a reserve ' niume nt 200 MMBO is used for evaluation The development scenario, 
including production'drilling struwturcx and subsca pipelines, is based on arctic studies because there arc 
no offshore arctic Alaska developments that can be used as a guideline The analysis assumes current 
technology can be adopted or will b. developed as required The greatest deterrents to the development 
it this field arc confirmation ot ihe reserves and the high net proms interest iNPli applicable to five state 

tracts Economics results indicate ihai with the NPI in place this prospect is net economic lor any of the 
oil price cases Economic sensitivities indicate that with removal o f the NPI. this prospect is similar to 
ihe previous three fields t rsing an assumed start-up of I I 98. recovery of oil would extend into 2011 
Vuidown of TAPS in 2008 would result in an estimated loss o f about 23 MMBO should development 
occur as assumed

Sandpiper-The Sandpiper discovers located 9 mi otfshorc and about 10 mi west ot NU. has been 
explored by only two wells Approval of the Sandpiper Unit by the MMS in November 1992 may 
indicate that future exploration or delineation drilling may take place Previous to the formation of the 
Unit, there were no indications that further exploration efforts were planned Based on the very limited 
information available, potential reserves of 93 MMBO were estimated An operator's estimate of 
potential reserves of al»out 87 MMBO is used The development scenario is based on arctic studies As 
with the NU cvaluat n. it is assumed existing technology can be adapted or will be developed as 
required I ’sing an assumed stan-uo date of 2000. the life of the project w ould extend through 2012 
Shutdown of TAPS in 2008 would result in an estimated loss of about 19 MMBO should development 
occur as assumed. Economics o f development of this discovery under the scenario described for four 
oil price forecasts indicate that this prospect will remain uneconomic unless greater reserves are 
confirmed

Summary of the Five NES Flelds-The five NES fields are diverse in terms of geographic location, site 
of resources, areal extent, depth o f producing horizon, type arv* quality o f hydrocarbons, and type of



reservoir rock All arc currently in a non-producing status and most will require further explora­
tion/delineation before development decisions can be made.

Consequently, where data are missing, comparisons to producing North Slope fields, empirical 
relationships developed by industry, and personal knowledge are used in forecasting rates, reserves, 
operating costs, and development investments. It Is assumed that existing technology could be adapted 
to the arctic North Slope developments or that technology can be developed to meet the particular 
conditions that would he encountered. For example, technology will have to be proven for the 
development ot Nonhstar and Sandpiper that are about 9 mi offshore in 50 ft o f water, and Point 
Thomson where highly deviated wells will encounter an ovcrprcssurcd reservoir. In addition, it appears 
that added study would be helptul in determining the best recovery and completion methods for West Sak.

Even tne smallest <m the live NES fields would be a major economic discovery in the Lower 48. 
However, the high investment and operating costs on the North Slope and technical constraints such as 
lack o f availability o l Ml and a gas sales pipeline make development o f any o f the fields questionable at 
this time Even thougn a large gas reserve exists at Point Thomson, it is not large enough by itself to 
justify a pas sales line lor North Slope gas A gas cycling project for liquid recovery at Point Thomson 
was not analyzed, but development on (his basis could bccom? feasible :f additional large discoveries are 
made and developed lhat would support the development o f a pipeline and related infrastructure, such as 
the strike announced on October 15. 1992 by ARCO at the ARCO Kuvlum No. 1 in the eastern Beaufort 
Sea 60 .ni cast of Prudhoe Bay and 16 mi offshore.

Investments are forecast taking into consideration each field's particular circumstances, such as 
location, size of accumulation, possibility o f facilities sharing, estimated maximum recovery rate, and 
timing of development Total esnmatcd recoverable hydrocarbons are 1.055 MMB and 4.4 TCF (Point 
Thomson 5 TCF casei of natural gas and total investment requirements are 59 4 billion in 1992 dollars 
as shown in T a b l e  2.

Sensitivity AnaJvsis—The components ot the economic evaluation are ta) revenue, (b) operating costs, 
(c) investment, and (c) taxes and royalties These components are driven by (a) oil and gas prices, (b) 
technical aspects o f the accumulation, tc) environmental and regulatory issues. <d) federal and state 
revenue needs, (e) cost reduction measures used by the industry, and (0  technical advances. For 
example, the costs o f environmental/regulatory requirements are included in both operating costs and
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Tabic 2. Forccasis nf recoverable hydrocarbons and investments tor the five NES fields
Field liquid!

iMMBi
Gat(TCP

Invrttmrntt • S'tM (I/I/92SI
Iti Ycir Produc­tion Fortran Lit'

Wen Sal A ‘ 01 111 4.071 2001 2013
Wttt S l l  B 106 ill 1 OSS :oo* 2013

Point Thornton * TCP 112 4 4 1.570 :oo* 2033
Point Thornton • '• 4 TCP i*a JO 1.367 :oon 2026

G»«d»r Bit a. 111 }40 IW 2014
Nnrtmur ;rn •11 1 405 IW 2012
Sandpiper <11 560 2000 2012

i .No etnmiic miac fat utta m t«u ••ptriiinnt nniv
ti f.indenut* and NGL fttcnt* nmntj r. T VPS thuido»nit 200 MBPD rJOMt and fit tain Ittt C<X and NGL

investments Initial planning and coordination unh rcgulanne agencies can potentially reduce some ot 
the uncertainty associated with environmental and rcqulatory costs but cannot be expected to eliminate 
them Operating costs are jttectcd through such things as the labor costs to perform environmental 
assessments, permitting activities, increased fluid handling costs, waste management, and mitigation 
requirements Investments, jnd sometimes reserves, have been affected by requirements for causeway 
breaches and alternate or less optimum pad locations; c g.. events at Endicott. Point McIntyre, and 
Niakuk provide examples ot effects ot the causeway issues and Kuparuk Drillsite 3-L illustrates effects 
that can result from pad location issues The comparison of the Niakuk onshore project with the offshore 
Niakuk project illustrates the ctfects environmental requirements can have on reserves and economics 
The proven and potential reserves tor the onshore project are estimated to he 70 4 MMBO compared 99 0 
MMBO for the original offshore project resulting in a potential loss of reserves of 29 MMBO The cash 
flow to industry and revenue to the state o f Alaska and federal government arc reduced hv a total o f SOS 
MM (I/I/92S ) using the NES Low oil price scenario Project delays causing increases in time between 
investments and production also affect the economics of projects and illustrate the importance of earlv 
planning and cooperation by industry and regulating agencies,

Decreases in operating costs and investments and increases in  reserves can be achieved through 
improved technology fo r d r illin g , fa c ility  design, production technology, stream lin ing o f env ironmenta l 
perm itting, reduced costs o f environmental compliance, and improved recovery processes

rvl 1



The magnitude of the impact on project economics by changes (on the order of 10 to 15%) in 
selected factors and combinations of factors for the five NES fields show that various combinations of 
reductions in tnvestments and operating costs, reserves increases, and reductions in taxes, royalties, and 
net profits interests could potentially provide rates o f return between 10 and 15% for pontons o f West 
Sak. Point Thomson. Gwvdyr Bay. and Seal Island/Nonhstar. Baste technical requirements for 
development to be feasible include availability o f MI for West Sak. a gas pipeline trom the Nonh Slope 
for Point Thomson, confirmation ot adequate reserves in Gwvdyr Bay. and adaptation of existing offshore 
pipeline technology to arctic Nonh Slope environments for development of Seal Island/Northstar

Summary Observations

* 0  Under the assumptions used, the economic results for three o f the five NES fields (West Sak. 
Point Thomson, and Gwvdyr Bjs i indicate that only price forecasts with significant real growth can 
provide industry with a positive PW a* a di.count rate o f 10%. The two offshore nelds (Seal Is­
land/Nonhstar and Sandpiperi do not proviue a positive PW at a 10% discount rate for any o f the price 
scenarios.

(2 ) The economic scnsitis its analyses snow that combinations o f reduced operating costs, investments, 
tax and royalty rates, net protits interests, and increased reserves could make development of these five 
fields potentially economic provided the following requirements arc met:

• Ml is available lor use in West Sak. which will be at least third after PBU and KRU
• A gas sales line is developed for PBU gas before Point Thomson can be developed.
• The potential reserves at Gw vdyr Bay must be proven and the uncertainty of costs related 

to development in the Kuparuk River delta resolved.
• The Nonhstar Unit does not appear feasible without removal of the NPI burden
• Larger reserves at Sandpiper must be confirmed.

(3) The Alaska Nonh Slope production profile (Figure I )  ts based on the ElA Mid-level oil pnee 
At these pnees. using a cut-off of a 10% discount rate. West Sak. Point Thomson, and Gwydyr Bay 
provide a positive PW and are included in the production profile. Point Thomson and Gwydvr Bay also 
provide a 10% rate o f return at the NES Low oil price. Seal Island/Nonhstar and Sandpiper do not meet 
thu economic hurdle rate and are not included At the ElA Low oil pnee case none of the five NES 
fields provide a positive PW at a 10% discount rate and result in an Alaska Nonh Slope production 
profile as shown in Figure 2
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,4 ) Alternate investment .pportunu.es would be eapee.ed to sertously eotnpete with the investment 
capital for the five NES fields al any oil price that provides industry with only a 10% rate o f return.

(5) State benefits from the development o f each o f the five NES fields are significant, federal 
benefits, although limited at the two lowest oil price cases, arc significant at the higher oil price cases. 
State and federal benefits and those for industrv demonstrate the different levels ot benefit that accrue to 
industry and to state and federal governments with the current royalty and tas rates and illustrate the 
possibility for share redistribution to encourage development

(6) State and federal benefits trom the currently producing fields arc significant. Prudhoe Bay has 
been beneficial to all panics iindustry and state and federal governmentsi The other four producing 
fields have provided value io die stale ana to industry The tcdcral government has bcncfittcd to a lesser 
degree However, these tour fields on a stand-alone oasis, have not provided a positive cumulative 
discounted (10% ) after tax cash Mow to the industry 1 1992 base yeari and mav not unless oil prices 
increase to levels at or above the ElA Mid-Level oil price scenario It is siemficar.t that the decision to 
develop all four o f these fields wa*< made during the period of time between I9 ”*5 and 1986 when world 
oil prices were about S?0 BBL or above

17) Stable world oil prices, high enough to provide adcquaie rates o l return to offset the financial
risks involved in development in the harsh environmental conditions ot the North Slope, would be the 
most sure guarantee of development of the five NES fields and other similar f ields on the Nonh Slope. 
However, the sensitivity analyses indicate that reductions in operating costs and investments and increases 
in recovery volume through combinations o f improved technology and streamlined processes for 
environmental and regulatory requirements or both can feasibly move some of these fields to 
development Reductions in tax and royalty rates would provide additional incentive

Conclusions

* Development of the five fields would result in an estimated total of 1.035 million barrels o f oil 
and 4 4 trillion cubic feet of natural gas and total investment o f S9 4 billion m 1992 dollars.

• It appears that all five of the fields will remain economically marginal developments unless there 
is significant improvement in world oil prices. However, the analysis indicates that improved



technology and reduced cosis through the combined cooperative etYorts o f industry and 
government could make it economically feasible to develop some o f these fields.

Costs ot regulatory compliance, mitigation, and costs to reduce or maintain environmental 
impacts at acceptable levels influence project investments and operating costs and must be 
considered in the development decision making process These costs can result in reduced 
reserves and dclavs in development Efforts to reduce these costs and impacts would be 
bcncticial to the development of the five fields and other potential discoveries

The development ot three ot the fields (West Sak. Point Thomson, and Gwydvr Bayi that are 
margmalU tcasiblc would have an impact on North Slope production over the period from about 
.000  to -ON hut cannot replace the decline in Prudhoe Bav I  nit production or maintain the 
'pcrationot TAPS beyond about 20N  with the assumption that the Trans-Alaska pipeline (TAPS) 
will shut down when production declines to the ranee ot 400 to -00  thousand barrels o f oil/dav

Recoverable reverses left in the ground in the currcntis producing fields and soon to be developed 
nclds. Niakuk and Point McIntyre, would range trom 500 million to I billion barrels o f oil 
corresponding to the time period of 2008 to 20N  based on the TAPS shutdown assumption



and cosily because oi locations in ihe Kuparuk River delta. Proximity to the producing infrastructure o f 
Milne Point. Kuparuk. and Prudhoe Uav fields will improve economics. However without a dramatic, 
and unexpected, mcrcxsc in the oil exploration potential in Gwvdyr Bay area, it appears that the 
likelihood of significant production is low

B.7 Seal Island/Northstar History

In 1979. a joint lease sale was conducted by the state ot Alaska and the U.S. Mineral 
Management Service (MMSi in the otfshorc waters of the Beaufort Sea. One group of successful bidders, 
with Shell as initial operator, tormcd a joint effort to explore their state/federal leases centered about 15 
miles northwest o f Prudhoe Bav Shell completed the construction of Seal Island in 1982 The first well. 
BF-47 No 1. resulted in a discovers- testing 4.750 BOPD from the Ivishak formation ot the Sadlcrochit 
group, the mam producing interval in me Prudhoe Bay field

Ultimately, four wells were drilled from Seal Island resulting in two certified producers, another 
lhat encountered hydrocarbons, and one dry hole (MMS 1989a). In 1985. Amerada Hess constructed 
Northstar Island about 4'* mi northwest of Seal Island and drilled a successful confirmation weil. the BF 
46 No. I in 1986 This well tested at rates o f up to 3.500 BOPD from the Ivishak with oil gravity 
'similar to that in the Seal Island wells, in the 40°s." A subsequent well, deviated to the southeast, 
encountered mechanical problems and was abandoned without reaching the Ivishak Shell estimated the 
structure held more than 300 MMBO total (OGJ 1986)

B .7 .1 Data S um m ary

In 1989. the working interest owners (Amerada Hess Corporation. Murphy Oil USA. Inc.. Shell 
Western E&P. Inc.. jnd Enterprise Oil Ex Co Inc ). formed the Northstar Unii (NU ) (Figure B .18) with 
Amerada Hess as operator and submitted a POD to the MMS and ADNR. This plan called for a total 
expenditure of S21 MM during the 1990 to 1994 period. The plan included island maintenance, a 
petrophystcaJ/petrographic srudy, production facility design, about 250 mi o f 2-D seismic, seismic 
analysis and interpretation, reservoir engineering studies, extension fee payments (in lieu o f drilling) that 
will escalate from 51 MM to 54 MM over the 5-year period, and a unit area reevaluation to be conducted 
in 1993 (MMS 1989a). In 1991. a 51 MM payment to the state was made in lieu o f drilling. The 
petrophysical/pctrographtc study and conceptual production facilities design were initiated. Island
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maintenance was done in July co August 1991 and the 1991 summer seismic program acquired 210 line 
miles o f data (ADNR 199Id. ADNR 199le).

During 1991. the pctrophysical/pctrographic program was completed by Neil Barry and 
Associates and Core Lab. Inc. The conceptual facilities design was also completed by R.M. Parsons 
Company A modification ot the seismic plan proposes additional coverage during the 1992 winter 
season, which will exceed that ot the original plan. Because a delineation well was not drilled during 
1991. Amerada Hess paid S2 MM to the state in January 1992 (ADNR 1992a).

At the time NU was lormcd. an estimated total o f S280 MM had been expended on lease 
acq/isition. island construction, ami exploratory drilling. I f  all estimated expenditures for the POD arc 
spent, the total cost prior to initial development or an eventual decision to cancel the project will exceed 
$300 MM.

Limited public technical data, consisting only o f well logs and histories, preclude a reliable 
independent assessment of potential reserve volume. Published data specific to Seal Island/Northstar 
indicate a range of potential reserves trom 150 to 300 MMbO (OGJ 1986; ADNR 1991a). However, 
data representing undeveloped reserves for the Beaufort Sea published by the state o f Alaska in June 
1991. indicate a range of 180 to 225 MMBO (mid to high). It is assumed lhat those reserve estimates 
apply specifically to Seal Island/Northstar (ADNR 1991). Using the available data, a conservative 
estimate o f 200 MMBO as a potcntialh recoverable resource is made and used for evaluation purposes 
(see Figure B.18).

B .7.2 Lease Summary

Leases were acquired ai Seal Island/Northstar from both the state o f Alaska and the federal 
government in sale BF-79. Federal leases carried a 10-year primary term with expiration on July 31. 
1990 with a 1/6 royally. State tracts were also for a 10-year primary term expiring January 31. 1990. 
with four leases canying a 20% royalty and one carrying a 12.5% royally. All the state leases also 
include a net profit share percentage, ranging from 40% to 93 2% (see Figure B. 19) (MMS 1989; ADNR 
19910.
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Current status of ownership provides that costs will be shared (unless otherwise stated in the Unit 
Operating Agreement) as follows (ADNR I99ID

Amerada Hess (operator) 80.85%
Murphy Oil USA. Inc. 1.92%
Shell Western E&P. Inc. 17.23%

Total NU area is 30.837.99 acres comprised o f 7.494.50 acres o f federal land and 23.343.49 acres of 
state land (see Figure B.19).
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B.8 Seal Island/Northstar Issues

As the NU evaluation process continues during the current POD covering the period from 1990 
to 1994, the primary technical issues are the size of the accumulation, development costs, and the field 
production rate.

It appears the NU owners currently think the accumulation is too small to be economically 
developed The high test rates in the exploration wells indicate good reservoir rocks in the Sadlcrochit 
and ihe high gravity reported indicates good quality crude. The economics of construction o f 
development and production facilities, including ice-resistant platforms and subsea pipelines in 50 ft water 
depths 15 mi offshore, present tormidablc challenges. For comparison. Endicott field, lies 2 ini offshore 
in about 4 ft water depths, produces trom a gravel island, and is connected to shore by a gravel 
causeway. Total, ultimate reserves tor Endicott arc 403.8 MMBO.

Ultimately, the working interest owner will have to decide whether the accumulation is economic 
to produce. The net profit share provisions of the state leases add a very significant burden to the 
economic viability o f NU

B.9 Sandpiper Island History

Leases were first acquired in what would eventually be called the Sandpiper Island area in OCS 
Lease Sale 71 in 1982. It is located approximately 25 mi northwest o f Prudhoe Bay Six leases in the 
immediate area totaled S73.731.567 in successful high bids at the federal sale. Shell Western E&P Inc. 
became the operator for a group consisting o f Shell. Amoco Production Co.. Murphy Oil USA. Pctrofina 
Delaware Inc.. and Koch Industries Inc

By 1986. Shell had constructed Sandpiper Island to drill the first well on the group’s Harvard 
prospect. The gravel island was built for an estimated cost o f $29 MM (OGJ 1986a). That year Shell 
drilled the OCSY-370 No. I (Sandpiper No. 1) to a total depth of 12.575 ft. Dunng tests o f the 
Sadlcrochit. the well flowed at a rate of 2.419 BOPD, 275 BWPD. 3613 GOR. 4 1.2°API gravity from 
a lower zone and 409 to 2.325 BPD condensate. 2.9 to 18.6 MCFPD, 49 to 51*API gravity from an 
upper zone (AOGCC 1986). The well bottomed approximately 3.300 ft nonh o f the island.
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SEAL ISLAND / NORTHMAN, WITH N tl PROMTS INURES! •  PACE 1 
NES LOW OIL PRICE 

H i l l  IONS or THEN CURRCNt S
•  i t t t l t l l i l t l l t l l M t t , ! , , !

OIL PROOUCTION RATE, MM)l/d»y

1994 

o on

1995 1996 1997 1998 1999 2000 2001 2002 2001 2004 2005

OIL PRICE

u .uu 0 .00 0 .00 21.92 41 .10 54.80 34 .80 54.80 54 .80 54.80 46.58

WELLHEAD OIL PRICE 

CROSS REVENUE

13.22
•If .O V

12.42
S19.95

14.66
S22.14

17.05
S24.45
19.38

S26.90
21.61

S29.4V
21.91

S31.91
26 .16

S34.46
28.37

S37.17
30.70

S40.01
11.32

*43.01
35.99

TOTAL OPERATING COST

10 SO SO SO S155 S324 S478 S523 S567 S6I4 S666 S612

COST SNARING FEE 

OPERATING COST IN CONSIANI S 
CUM OP COST IN CONST t

ROTALTT

0
0
0

0
0
0
0

0
0
0
0

0
0
0
0

51
0

41
41

93
0

72
113

151
0

113
226

157
0

113
339

162
0

113
452

168
0

113
565

174
0

113
678

180
0

113
791

SEVERANCE TAX 
AD VALOREM 

CONSERVATION TAX 
CONSERVATION SURTAX 

STATE NET PROMT INURES! 
STATE INCOME TAX

U
0
0

0
0
0
0

0
0
0
0
0
0
0

0
0
0
0
0
0
0

0
0
0

0
0
0
0

30
5

28
0

0
28
0

62
10
28
0
1

89
0

92

19
2e
0
i

127
0

100
IB
28

0
1

149

109
19
28
0
1

170

118

25
28
0
1

187

128
27
27

0
1

211

117

15
27

0
1

186

TOTAL STATE 

FEDERAL income tax

190 267 297 326 359 394 345

OPERATING CASH ELOU

0 0 0 0 0 0 0 0 0 0 0 0

TOTAL INVESTMENT
CUM INVESTMENT IN CONST S
TOTAL CASH FLOW

u
0
0

so

0
434

385
S-4J4

0
450
720

S-4S0

0
538 

1,215 
S* 538

13
75

1,275
S-62

42
78

1,335
*-36

59
40

1,365
S19

70
42

1.395
*28

79
14

1,405
S65

87
0

1.405
S87

98
0

1,405
S98

87
0

1.405
S87

ClH PU TOTAL CASH flOU 
CUM PU STATE REVENUE 
CLH PU rEOERAl REVENUE

SO00
• II I0

0
■60300

•92100

NOMINAL OISCOUNT RAJE |S I0X

-955
490

•922
1410

•964
2600

•952
3000

929
5000

•899
6200

•820
2390

-846
8330



2006 2007

OIL PRODUCTION RATE, Ml>6l/d»y 

OIL PRICE
WELLHEAD OIL PRICE

CROSS REVENUE

TOTAL OPERATING COST 
COST SHARING PEE 
OPERATING COST IN CONSTANT S 
CUM OP COST IN CONST 1

ROYALTY 
SEVERANCE IAX 
AO VALOREM 
CONSERVATION TAX 
CONSERVAIION SURTAX 
STATE NET PROFIT INTEREST 
STATE INCOME TAX

TOTAL STATE

TEOERAL INCOME TAX

OPERATING CASH TlOU 
TOTAL INVESTMENT 
CUM INVESTMENT IN CONSI S 
TOTAL CASH FLOW

CUM PU TOTAL CASH PlOU 
CUM PW STATE REVENUE 
CUM PU FEDERAL REVENUE

39 .5? 33.65

SOS.31 S47.73
32.90 39.76

1546 S4BS

IB6 1B6
0 0

ITS 109
904 1,013

105 94
9 fl

26 25
0 0
T 0

150 119
0 0

247

0 0

70 56
0 0

1.40S 1,405
S70 S56

1 82 8 1-815
90S 964

■  ■ ■ ■ ■ ■ ■ ■ ■ ■

i l  1SLANO / NORTHSTAR, WITH NCI PROF ITS INTEREST PACE

2009 2010 2011 2012 2013 2014 2015

24.31 20.67 ,  17.57 14.93 0 .00 0 .00 0 .00

S52.92 155.70 158.08 160.56 163.18 165.8? 168 .7 !
43 .66 45.38 46 .46 47.05 48.69 46.99 47.88

S387 1342 1298 1256 to 10 10

186 106 106 106 0 0 o
0 0 0 0 0 0 o

102 98 95 92 0 0 o
1,221 1,319 1,414 1,506 1,506 1,506 1,506

74 66 57 49 0 0 o
6 5 4 4 0 0 0

24 23 22 21 0 0 o
0 0 0 0 0 0 0
0 0 0 0 0 0 o

66 43 19 -2 0 0 0
0 0 0 0 0

170 136 103 71 0 0 0

0 0 0 0 0 0 0

31 20 9 -1 0 0 0
0 0 0 0 0 0 o

1,405 1.405 1,405 1.405 1,405 1,405 1,405
S31 120 19 t*1 

NIMINAl DISCOUNT RAIE IS 10X

SO 10 10

1-601 1-797 1-796 1-796 1-796 1-796 1-796
1,039

0
1,062

0
1,076

0
1,089

0
1,089

0
1,089

0
1,039

n



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

■ i )

& N A T U R A L
RESOURCES

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

With Supplemontol Royalty 
and

Early Dcvolopmcnt

Witlr Not Profit Sharo 
and

Early Development

With Net Profit Shure 
and

Delayed Development

Stalo.Rovonucs 
Stato Royalty
Stato Supplemental Roynlty 
NPSL
Stato Share o f Fcdoral Royalty
Severance Tax
Spill & Consorv. Tox
Ad Valorem Tax
Income Tox
Total

EedcroLRcvimuGS 
Royalty (Net o f S tato Shore) 
Incomo Tax
Total

B P X A  C a s h  F l o w  
After Tox Funds Flow 
Real Rato o f Return

2 5 6
3 7
0

16
5 8
3

4 2
24

4 3 5

4 4
215

2 5 9

3 4 9  
2 0  0 %

(Rea1 1 9 9 6  Dollars)

2 5 6
0

8 5
1 6
5 8

3
4 2
2 2

4 8 1

4 4
198

2 4 3

3 1 8
1 9 . 9 %

2 5 7
0

4 1
1 6
5 9

3
4 6
23

4 4 4

4 4
213

2 5 8

3 4 6
2 0 . 4 %

Totals may not add duo lo rounding.

m m  ini f aaM«a m  imh 11 Im rs#  foHtu |
1 «« A M

■
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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 , i , u a l
R E S O U R C E S

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

With Supplomontnl Roynlty 
and

Early Development

W ith Not P io lit Shnro 
and

Enrly Development

With Not Profit Shnro 
and

Dolnyod Development

State.Roycnucs 
State Roynlty
Stnto Supplomontnl Roynlty 
NPSL
Stote Shore o f Fodornl Roynlty 
Sovcronco Tox 
Spill & Conserv . Tox 
Ad Vnlorom Tox 
Income Tax
Total

317
51
0

20
67

3
53
30

541

(Nominal D o lla rs ')

317
0

127 
2 0  
67
4

53
27

615

350
0

69
2 2
75

4
63
32

615

Federal Revenues
Royalty (Not o f Stato Shnro) 
Income Tox
Totnl

BPXA Cash Flow 
After Tox Funds Flow 
Renl Ra le o f Return

55
273

3 2 8

4 7 8  
2 0  0%

55
247

3 0 2

4 2 9
1 9 . 9 %

61
295

3 5 6

5 1 6
20.4%

* At turning 3 2 potcant Inflation t i t  ftom OCR Fill IMS On# Prka re itta U  Total* n\»j not add duo to founding

annut* IK !?*•* I«M« * M*H •* A |  MM Miff ««..««*• gi <m#M(
«mm* mi M I»m r«g« im t



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

J

<4» Aiaaka *%9
N A TU R A L  
K C S O  IK C ES

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

With Supplemental Roynlty 
nnd

Enrly Development

W ith Net Profit Shnro 
nnrl

Enrly Development

With Not Profit Share 
and

Dclnycd Development

State.RavenuQS 
Stnto Royalty
Stato Supplomontal Roya lly  
NPSL
Stato Sharo o f Federal Royalty 
Severnnco Tox 
Spill & Consorv . Tax 
Ad Valorem  Tax 
tncomo Tox
Total

Federal Revenues 
Royalty (Not o f S tato Shore) 
Income Tax
To ta l

B P X A  C a s h  F l o w  
Aftor Tax Funds Flow

1 6 9
20
0

11
43

2
27
15
286

2 9
133

1 6 2

1 6 7

(D iscounted Net Present V a lu e ')

1 6 9
0
37
11
43

2
27
14
303

29
127
156

155

140
0

14
9
36

1
25
1 2
237

44
213

258

139

*Attumlng 10 partant nominal dlacounl rata Total* may nol add dua lo rounding

r**« im m  m h i m  ■» ar«» a >m  *»*. • • » • • •  <> m . , , ,
m i—|>«ni t-4oamt in  n h H h < ir» n i | i n «* t •< >u



3
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 NATURAL

RESOURCES

A c c o u n t i n g  f o r  tho o f f o c t s  o f  "P r i c e  
V o ln t i v i t y "

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

S t a t e  R e v e n u e s  
S t a t o  R o y a l t y
S t a t o  S u p p l e m e n t a l  R o y a l t y  
N PSL
S t o t o  S h a r o  o f  F odo ro l  R o y n l t y
S e v e r a n c e  T ax
Spi l l  & C o n s e r v .  T ax
Ad  V a l o r o m  Tax
I n c om e  T a x
To ta l

Federal Revenues 
Ro yn l t y  (No t  o f  S t a t e  S h a r o )  
I n c o m o  T o x  
T o ta l

BPJSA-CnsliJilQW 
A f t e r  T a x  F u n d s  F l ow  
R ea l  R a t e  o f  R e tu rn

W i t h  S u p p l e m e n t a l  R o y a l t y  
an d

Ear l y  D e v e l o p m e n t

W i t h  Ne t P ro f i t  S h a r e  
and

Ear l y  D e v e l o p m e n t

W i th  Net P ro f i t  Shn ro  
and

D e l a y e d  D e v e l o p m e n t

2 5 5
5 0
0

1G
5 6

3
4 0
24

4 4 4

4 4
2 1 8
2 6 2

3 5 5
2 0 .8 %

( R e a l  1 9 9 6  D o l l a r s )

2 5 6
0

1 0 7
1 6
5 8

3
4 0
2 2

5 0 2

4 4
198

2 4 2

319
2 1 .1 %

2 5 7
0

4 1
1 6
5 9

3
4 6
23

4 4 4

4 4
213
2 5 8

3 4 6
2 0 . 4 %

•A*ium lng 1 J ptrc tn l InfliUon r*l* from DOR f i l l  1*1 J Di m  Prlca roi*c*«t ToUlt m iy  nol »dd do* lo rounding

I K
H>'» imm  ix t iM K i K M M o i im m«•#**** H IihNiUiii.h I 111* « it <u



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 ) NATURAL
RESOURCES

Accoun t i n g  f o r  th o  e f f e c t s  o f  "P r i c e  
Vo ln t i v i t y "

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

S t a t e .R e v e n u e s  
S tn to  R o y a l t y
S t a t o  S u p p l om on t o l  R o y o l t y  
N PSL
S t a t o  S h a r e  o f  F ede ra l  R o y a l t y
S e v e r a n c e  T ax
Spl ' l  & C o n s e r v .  T ax
Ad  V a l o r e m  Tnx
I n c om e  Tnx
To ta l

Eflderal Revenues 
R o y a l t y  (Ne t o f  S t a t o  S h a r o )  
I n c om o  Tox 
To ta l

BPXA.Cflsh.EJow 
A f to r  Tnx  Fu nd s  F l o w  
Rea l  R a t e  c f  R o tu rn

W i th  S u p p l em en t a l  R o yn l t y  
and

Enrly D e v e l o p m e n t

W i t h  No t  P ro f i t  S h o r e  
and

Ea r l y  D e v e l o p m e n t

W i th  Net P ro f i t  S h a r e  
and

D e l a y e d  D e v e l o p m e n t

3 1 7
6 4  
0

2 0
6 5  

3
5 0
30

5 5 1

5 5
277
3 3 2

(Nominal D o lla rs ')

3 1 8
0

1 5 8
20
6 7

4
5 0
27

6 4 3

5 5
245
3 0 0

4 8 6
2 0 .8 %

4 2 7
2 1 .1 %

3 5 0
0

6 9
2 2
7 5

4
6 3
32

6 1 5

61
295
3 5 6

5 1 6
2 0 . 4 %

*Atfuming 3 2 |>ffe»nt Inti* Ion rate Irom DOR Fall 199S Oat* Pi»c* FoffcatL Total* may nol add du* lo rounding

MM IHN •* liM l an 0TIA I -nu MHy §1 <«••*.*«
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M E M O R A N D U M S t a t e  o f  A l a s k a

Departm ent o f Law

to :  Honorable John T Shively 
Commissioner
Department ofNntural Resources

from: Jtines L Baldwin
Assistant A ltorrey General 
Governmental Affairs - Section

o a t i :  March 26. 1996 
file no.: 663-96-0441 

telephone no.: 465-3600
s u b je c t :  Necessity for legislation to 

implement net profit share 
reduction

We were asked whether the Commissioner o f  Natural Resources has the statutory 
authority to reduce the net profit share payments required under the Northst?r leases held by BP 
Exploration (Alaska) Inc. After considering that question, we conclude it would be prudent to seek 
express statutory authority for this action. Wc also discuss other legal issues that bear on proposed 
remedial legislation.

1. Authority Under Existing Law.

Alaska Statute 38 05 180 is a comprehensive statute which sets out the Commissioner 
o f Natural Resources* authority regarding oil and gas leasing. Section 180 contains express authority 
in two subsections for the commissioner to modify the royally provisions o f an oil and gas lease. 
However, neither section 180 nor the Alaska Land Act (AS 38.05) defines the meaning o f  the term 
"royalty." To add to the difficulty o f statutory construction, section 180 lacks express authority for 
reduction o f a net profit share interest.

The Northstar leases are within the Northstar unit. To implement unitization o f  a
field.

The commissioner may, with the consent o f the holders o f the leases involved
. . .  change . .  royalty requirements o f  the leases___

AS 38.05.180(p); (emphasis added). Section I80(p) provides that a change may be made "in 
connection with the institution and operation o f a cooperative unit plan." The Department o f  Natural 
Resources (department) interprets section 180(p) to bo applied only at the institution o f  a unit. For 
this reason, section 180(p) is not germane to the instant transaction. In any case, section 180(p) was 
amended during the first session o f the Nineteenth Alaska State legislature to provide in part that the 
commissioner



Hon. John T. Shively
Our File No. 663*96.0441

March 26,1996
Page 2

"may not decrease royalty on leases in connection with o cooperative or unit 
plr.n except as provided in (j) o f this section.

Sec. 3 . ch 85, SLA 1995 Section 180 ( j) permits the commissioner to
provide for an increase or decrease or otherwise modify royalty, to allow for 
production that would not otherwise be economically feasible. . . .

Section 18(Xj) contains intrinsic evidence that the legislature meant only to cover the royalty share 
in amount or value o f production removed from the lease. For example, in seciioti 180 (j)(3 )(C )(i) 
and (4)(A ) limits are imposed on the commissioner's power to reduce a royalty using the terms 
"royalty percentage" or "royalty rate " The use o f  these terms is evidence that the legislature meant 
section 180 (j) lo apply only to a share in the amount or value o f producticn. not to a reduction o f 
a share o f the net profit derived from the lease. The foregoing intrinsic evidence o f  meaning is 
consistent with your testimony given when section 180(j) was under consideration before enactment 
by the legislature. You testified, 'there was no reference made in [SB 207] to ’net profits leases'.. . .  
There could be negotiation on the base royalty, but not the net profit portion ." Senate Finance 
Committee Minutes. SB 207, May 11, 1995 . Senate Bill 207 was never subsequently amended to 
cover the omission highlighted by the commissioner Senate Bill 207 was passed by the legislature 
was signed into law by the governor and became ch. 85, SI.A 1995.

There is no commonly understood definition o f  a net profit share.1 A net profits 
interest may be interpreted to be either the equivalent o f  a royalty which is an interest in land, or it 
could be considered only a contract nght which is severable from an interest in realty. We would be 
remiss i f  we did not acknowledge that the department has without discussion, on occasion, 
interpreted the term "royalty requirements" in section 180 (p) to include a net profit share interest. 
Similarly, the Minerals Management Service, the federal agency equivalent to the Division o f  Oil & 
Gai, haa interpreted the term "royalty," in the context o f a royalty reduction, to include net profit 
share payments. §££ 30 C F R 5 203 50 The past administrative interpretations o f the department 
are limited in number and o f fairly recent origin. For this reason, we are unable to conclude there has 
been a contemporaneous construction that a net profit share is included within the meaning o f 
'royalty." For these reasons and the analysis o f the relevant provisions discussed above, we believe 
there is substantial doubt that section 180 prescribes a method for reducing a net profit share interest

We believe that it would not be prudent to assume that the term ’ royalty," as used in 
subsection (p), includes net profit share payments. I f  that were the case, the commissioner’ « only 
statutory authority to reduce the net profit share payments required under the Northstar Unit leases

1 Sfifl Christy v Petrol Resources Coro . 691 P 2d 59, 61 (N.M . App. 1984X"net profit! 
interest* has no independent meaning, and nature o f the interest must be determined from provisions 
o f  the instrument creating it).
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ii set out in AS 38.05.180<j) For the reasons stated above, we believe that a decision to reduce a 
net profit share using the authority contained in section 1800) would be vulnerable to a judicial 
challenge Further, under section 180 (j), the commissioner may reduce royalty on unitized leases if 
tho lessee makes a "dear and convincing showing that a modification o f  royalty meets the 
requirements o f this section and is in the best interests o f the state." AS 38.05.180(j)(2). The 
purpose o f subsection (j) is “ to allow for production that would nor otherwise be economically 
feasible," You have informed us that the Northstar Unit development does not meet this standard. 
It would be preferable to seek independent authority for the Northstar net profit share reduction in 
a way that would bring certainty to the state and the leaseholder while avoiding these difficult legal 
issues.1

2. Local or Special Legislation

The department intends to seek the narrowest possible provision to specifically 
authorize amenciments to only the Northstar leases. Consistent with your instructions, we havo 
prepared a bill to accomplish this goal. You ask whether such a bill would violate the Alaska 
Constitution. The prohibition against local or special legislation provides

The legislature shall pass no local or special act if a general act can be made 
applicable Whether a general act can be made applicable shall be subject to 
judicial determination

Alaska Conit. Art. IT. Sec. 19

Section 19 has not been recently applied by the Aiaaka Supreme Court. In 1975, 
section 19 was applied to invalidate a statute that mandated the creation o f  an Eagle Rivcr-Chugiak 
Borough. Abrams v. State. 534 P 2d 91 (Alaska 1975). In Abrams, the court recognized that a 
statute may affect only one o f a few areas and yet relate to a matter o f statewide concern or common 
interest.

In 1977, section 19 was again applied to validate a statute authorizing a trade o f land 
between the federal government, the state, and a Native regional corporation State v Lewis. 559 
P.2d 630 (Alaska 1977). pen denied, 432 U  S 901 (1977) The court found that the land trade was 
unique, but o f statewide concern. The Lewis, court propounded a test to be used in determining 
whether a statute violates the special or local prohibition It was substantially the same as the test 
used u> determine the validity o f nonsuspect classifications challenged as violative o f equal protection 
The state merely had to show n rational basis, a good reason, to justify the special treatment.

There may be implied authority to amend the net profit share term o f an oil and gas lease 
granted under AS 38 05.180 While that authority may exist, it has never been used to reduce a net 
profit lease. On a matter o f such significance, this transaction should not become the »est case.
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In 1978, the court articulated a unified equal protection analysis that avoids 
distinguishing between suspect and nonsuspect classifications by using a sliding scale to weigh the 
interests involved in nny classification State v Erickson. 574 P.2d 1 (Alaska 1978). The court 
applies a single test that is flexible and dependent on the importance o f  the rights involved. The more 
fundamental the nght involved, the more compelling the interest the state must have for preferring 
one clusmember over another. Commercial Fisheries Entry-Commission v _Appkcdik. 606 P.2d 
1255 (Alaska 1980)

There has not been a case involving the local or special legislation prohibition since 
the unified equal protection test was adopted by the court. It remains to be seen how the court will 
apply an equal protection analysis to a statute claimed to violate section 19

According to the department, there arc approximately 39 leases earning net profit 
share provisions. It is possible that other leaseholders will claim discrimination if they arc not also 
given relief from a corresponding net profit share provision We doubt that a leaseholder would 
prevail in a claim that a statute permitting the reduction o f a leaseholder's net profit share interest 
implicates a fundamental right It is not a foregone conclusion that the other leaseholders are similarly 
smutted to the Northstar leaseholder Wc doubt there is a class o f similarly situated leaseholders who 
would be discriminated •, junrt by a hill that only applies lo the Northstar leases The effect o f  a net 
profit share on a specific field will be subject to different economic assumptions (except price).

The state's interest advanced by the proposed statute is to bnng the Northstar leases 
into production in a way that also encourages other employment and economic activity in the state. 
The state depends on petroleum revenues for approximately 85 percent o f its general fund revenues. 
For this reason, a statute specifically directed io the Northstar leases can be sAid to have statewide 
significance The reduction in net profit sharing is tied to promises o f local manufacture and assembly 
o f  facilities to develop the leases This will lead to substantial economic activity in the railbeh region 
o f  the stare in which over half o f the population o f the state resides There will be a direct economic 
benefit to the North Slope Borough derived from increased tax revenues Production from the 
Northstar Unit will decrease the TAPS tariff for all existing North Slope fields and will likely extend 
the life ofTAPS thereby making it more likely that fields not currently in production can be brought 
into production.

It will be the department's responsibility to carefully articulate the state’s interest 
during legislative hearings on the bill proposing the net profit share reduction. This must be done 
with the goal in mind o f establishing a detailed legislative history supporting the interests o f the state. 
The legislative history will be important because the ultimate decision "whether a general act can be 
made applicable" rests with the Alaska Supreme Court
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3 Public Purpose.

The proposed reduction in the net profits share provisions o f  the Northstar leases 
raises the question o f whether there might be an expenditure o f future state revenues without a valid 
public purpose. It is debatable how much revenue, if any, would be foregone i f  the reduction in net 
profit share takes efFcct The amount is dependent on when the leases go into production, the value 
o f oil and other production from the lease, and when the leases become profitable under 11 A. A.C. 
83 .210-.295.

The Alaska Constitution requires that state money be expended only for public 
purposes. Alaska Const, art IX. sec. 6. To satisfy the public purpose doctnne. the benefit to tho 
public mmt be the direct and primary purpose o f an expenditure. It is permissible if the expenditure 
also has an indirect private benefit However, the reverse (direct private benefit with only secondary, 
indirect public benefit) constitutes violation o f the public purpose doctrine

The analysis is similar to a determination whether there is adequate consideration to 
support a contract. I f  there is valuable consideration received by both the state and the leaseholder, 
the benefit to the state may be characterized as direct. In the case o f the Northstar leases, there is a 
trade-off between expedited development o f the leases and the loss o f uncertain future revenue. The 
expedited development comes combined with in-state manufacture and asjcmbly o f production 
facilities The magnitude of the loss in revenue is highly speculative because the value o f production 
from the leases depends on the whims o f  the marketplace.

Because the Stale leased the oil rights at the Northstar field pursuant to the 
constitutional mandate to obtain the maximum public benefit, an effort to expedite production vitally 
ftffecu the public interest. Sjs Swindel v. Kellv. 499 P.2d 291, 298 n 27 (Alaska 1972)(ruling that 
Stale Constitution recognizes value o f all public lands); Alvcska Ski Corp v Holdswonh 426 P .2d 
1006, 1011 (Alaska 1967)(ruling tint "our constitution reflects . . .  the importance o f our land 
resources and o f  the concomitant necessity for observance o f legal safeguards in the disposal or 
leasing o f state lands " ) Sffi alia Trustees For Alaska v. Stale. 736 P.2d 324. 335 (Alaska 
1987Xfinding that State was granted large land holdings under the Statehood Act to "ensure the 
economic and social well-being o f the new state.") Given the public’ s vital interest in deriving the 
maximum benefit from the leasing o f  state lands, the court would likely liberally construe the 
proposed net profit share reduction provisions in the State’ s favor. SfiE State v Moncrief. 720 P.2d 
470, 475 (Wyo. 1986X slating that i f  a governmental mineral lease is ambiguous, a court must then 
recognize that the government officials’ duty "to realize the largest possible proceeds is a surrounding 
circumstance which must be considered when interpreting these leases ")

The Alaska Supreme Court tends to give a certain amount o f deference to the 
judgment o f the legislature concerning whether and how state resources may be expended for a 
particular purpose S« . D iAm ond v. A laikf State Dcvclppmcnt.CorrQrntion. 376 P 2d 717, 721

I
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(A la sk a  1962)(* .ourt w ill n o t set a s id e  f in d in g  o f  p u b lic  p u rp o s e  u n le s s  it c le a rly  a p p e a rs  th a t  su c h  
find ing  is a rb it ra ry  and w ith o u t an y  re a so n a b le  b as is  in fac t). T o  b e  su re , th e re  w ill b e  s o m e  
uncertain ty  i f  th is  ques tion  is litigated T h e  A lask a  S u p re m e  C o u r t h as  s ta te d  th a t th e  p h ra s e  "p u b lic  
p u rp o se "  re o re se n ta  a co n c ep t w h ic h  is n o t c a p a b le  o f  p re c ise  d e f in itio n  D c A rm o n d . 3 7 6  P .2 d  a t 
721. W alker v  A laska  S u r e  M n n e a o c  A n n c ia t in n .  4 1 6  P .2 d  245  (A la s k a  1966) T h e  c o n c e p t  is  an  
ev o lv in g  o n e  fo r  w h ic h  "it w o u ld  b e  a d is s e rv ic e  to  fu tu re  g e n e ra tio n s  fo r  ( th e  S u p re m e  C o u r t]  to  
a ttem p t to  d e f in e  . . . "  Jd, T h e  c o u r t w ill e x a m in e  th e  "e n tire  fa c tu a l a n d  g o v e rn m e n ta l c o n te x t  to  
determ ine w h e th e r  a particular plan o f  ac tion  serves a  public  p u rp o se ."  W rig h t v  C itv  o f  P a lm e r  4 6 8  
P .2d  326, 330  (A la sk a  1 9 7 0 )(c ita tio n  o m it te d ) . In  e s se n c e , a  d e te rm in a tio n  o f  p u b lic  p u rp o s e  m u s t 
b e  m a d e  in e a c h  c a s e  on  th e  basis o f  th e  p a r t ic u la r  f a n s  an d  c irc u m s ta n c e s . D e A rm o n d . 3 7 6  P .2 d  
a t 721 .

W e  b e liev e  th a t a c o m p e ll in g  case  c a n  b e  m ade  th a t  th e re  is a d e q u a te  c o n s id e ra t io n  
to  su p p o rt a f in d in g  o f  a d irec t an d  su b s ta n tia l p u b lic  b enefit f lo w in g  f ro m  th e  re d u c tio n  o f  th e  n e t 
p ro f i t  sh a re , W e  ass ig n  a lo w  p ro b a b ility  t o  th e  p o ss ib ility  o f  a su c c e s s fu l c h a lle n g e  b a s e d  o n  th e  
pub lic  p u rp o s e  d o c tr in e

4 C o m p e ti tiv e  B id d in g  P rin c ip le s

It m a y  be p o ss ib le  to  c o n s id e r  a  n e t p ro fit sh a re  to  b e  a c o n tra c t r ig h t o f  th e  
le aseh o ld er. A  p u b lic  c o n tra c t can  b e  a m e n d e d  b y  th e  c o n tra c tin g  p a n ic s .  T h e  p o w e r  t o  a m e n d  a 
p u b lic  c o n tra c t  is  a  n ec essa ry  e lem en t o f  c o n tra c t  ad m in is tra tio n  It is  n o t c e r ta in  th a t  ju d ic ia l  

c o n s tru c tio n s  o f  th e  ab ility  o f  an a d m in is tra tiv e  o ff ic e r  to  am end  a  p u b lic  c o n tra c t w ill a p p ly  to  th e  
p o w e r  to  am e n d  a  c o n tra c t  righ t convey  ed  a lo n g  w ith  an  o il and g a s  le a se .

T h e  p o w e r  o f  am e n d m e n t h a s  its  lim its . T h e  ab ility  to  a m e n d  is g re a tly  r e s t r ic te d  i f  
the co n tra c t w a s  aw ard ed  th rough  th e  co m p etitiv e  b idd ing  process. T h e  r e a s o n  fo r  th is  is th e  p re m is e  
th a t a  m a te r ia l c h a n g e  in a c o m p e titiv e ly  b id  c o n tra c t a m o u n ts  to  a n e w  c o n tra c t. M c K in n o n  v. 
A L P E T C O . 6 3 3  P .2d  281 . 287  (A laska 1981). A  n e w  co n tra c t can  o n ly  b e  a w a rd e d  th r o u g h  a n o th e r  
ro u n d  o f  c o m p e ti t iv e  b ids Jd .

T h e  ru le  ag a in st m a te ria l a m e n d m e n ts  w a s  a p p lied  in  K en a i L u m b e r  C o ..  In c  v. 
LeReache. 6 4 6  P  2d  2 1 5  (A laska 1982). In  KsasULumbffiT, th e  A laska S u p re m e  C o u r t  o f fe re d  f a c to rs  
fo r d e te rm in in g  w h e n  an  a m en d m e n t is m a te r ia l T h e s e  fa c to rs  in c lu d e :

(1 )  th e  leg itim ac y  o f  th e  re a s o n s  fo r  th e  c h a n g e ,

(2 )  w h e th e r th e  re a s o n s  fo r  th e  c h a n g e  w e re  u n fo re s e e n  a t  th e  tim e th e  c o n t r a c t
w u  made.

(3) th e  tim in g  o f  th e  c h a n g e ;
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(4 )  w h c lh e r  th e  c o n trn c t c o n ta in s  c la u se s  a u th o r iz in g  m o d ific a tio n s ; a n d

(5 )  th e  e x te n t o f  th e  c h a n g e  re la tiv e  to  th e  o rig in a l c o n trn c t.
64 6  P .2 d  at 221

It m a y  b e  p o ss ib le  to  fo rm u la te  an  a rg u m e n t th a t th e  re a so n s  fo r  a m e n d in g  th e  
N o rth s ta r  leases a re  le g itim a te  and  w e re  u n fo re se e n  a t le a se  fo rm a tio n  T h e  tim ing  o f  th e  c h n n g e  is 
su ffic ie n tly  d is ta n t fro m  fo rm a tio n  o f  th e  leases  to  n e g a te  an y  c la im  th a t  it is a p re te x t  to  a v o id  
reso lid ta tio n  o f  th e  leases  H o w e v e r , th e  e x ten t o f  th e  c h a n g e  is su b s ta n tia l en o u g h  to  ra is e  s e r io u s  
questions as to  w h e th e r factor (5 )  ab o v e  can b e  satisfied O th e r  p e rs o n s  w h o  co m p e te d  fo r  th e  le a se s  
m ay  cla im  tha t s in ce  th e  net p ro fit sh a re  w as  the  so le  v a ria b le  in th e  le a se  sale, it is su c h  a  m a te r ia l 
te rm  th a t a c h a n g e  c a n n o t b e  m a d e  w ith o u t v io la tin g  th e  c o m p e ti tiv e  b id d in g  s ta tu te . U n c e r ta in ty  
concern ing  the sta le 's  p ro s p e c ts  fo r  p rev a ilin g  in  any lit ig a tio n  o n  th is  is su e  g ives an  a d d itio n a l b a s is  
fo r  o u r  advice th a t th e  d ep artm en t seek independent s ta tu to ry  a u th o r i ty  fo r  th e  N o rth s ta r  tr a n s a c t io n .  
T h e  A Ja ik a  S u p re m e  C o u r t h a s  held  th a t c o m p e ti tiv e  b id d in g  is n o t n e c e s sa ry  u n le ss  " re q u ire d  b y  
constitu tion , sta tu te , o rd inance o r  reg u la tio n  " M c K in n o n . 6 3 3  P .2 d  a t  2 8 7  I f  th e  le g is la tu re  w e r e  
to  d irec tly  a u th o r iz e  th e  a m e n d m e n ts  to  th e  N o r th s ta r  leases , th a t  a u th o riz a tio n  w o u ld  ta k e  
p reced en ce  o v er an y  o th e r  s tam te  requ iring  c o m p e titiv e  b ids, ju s t  a s  se c tio n  180(j) ta k e s  p r e c e d e n c e  
o v e r  an y  o th e r  c o m p e ti tiv e  b id d in g  s ta tu te

W e  h o p e  th a t th e  fo re g o in g  m e m o ran d u m  a d e q u a te ly  a d d re sse s  th e  re a s o n s  w h y  it 
w o u ld  b e  p ru d e n t to  se ek  sp ec ific  a u th o r i ty  from  th e  le g is la tu re  to  tc d u c e  the  n e t p ro f it  s h a re  
p rov isions ap p lica b le  to  th e  N o r th s ta r  leases  W e a re  p re p a re d  to  a s s is t th e  D e p a rtm e n t o f  N a tu ra l  
R e so u rc e s  in  se e k in g  p a s sa g e  o f  a  bill to  acco m p lish  th is  p u rp o se

JLB/dh
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A a A c t o r p u b lic  c a aw n u n i to  validate tha m odification  o f  I  public contract ia ■ form  o f  
OUFRtw C l i n t o n .  Yelm n v. Pltn ta . 6? K E J d  340 (Indian* I9 l0 ) i  C  fiaml*. £o  l ia r  I and 
t t t M o r y  C onw taodo r. mo. 71.07. A t ■ |c n n v l  rule, c u n t iv t  leg iila iioo  If valid ( I )  w h in  
th* U gU liA xc orig inally  pov*nr tn authorize tha acta that w n  don* aad  (2) th#  curative 
tegkU O on A n a  not Unpair a vM wd right In violation o f  conatitQtiorul prcrviaiooi p ro b M  d a g  
b a p a lr a a o t  o f  MOtnOt. P*lfh*pln *t*r B/rm uph v. Htata. 731 P .26  1131. n a o  
( A M s  1 P II) . TK aU ttiiU rura m iabthawciaahoTisadnH U B ietiatbQ O fpubliooontractl.K D d) 
d cpaod iB f o n  w hat i t  avUmtnad, It la m o n  probable th in  net d u l  the  p rop  w a d  lag lil to o n  
■ o d d  not Im pair •  v*»t«J r t |b i  ( u iu m ia f  that Um alata ad/nlnlrtration ia vnrpi T.t to w » |va  
(ba r ig h t to f aoarvw itv M U l under the original l e a n  by ah iftin i ftcro  uno ohoioe © floa ting  
method to  another).

A  v a lid a tin g  or c u m d v i act La w w d ly  lubjaot to  tha "local or special* ac t lim itation* o f  s  
MM oeewehti H aa  C . 9»nd», Sutherland fcro itm y  ConrtructiOft, teex. 41.11 • 41 .13 . E ven  
Iff tW M a o o m id e r  l o n l n t h U  Ineuoce, llc rc  in, it i c c m i to m c ,  good chance (hat the  cou rt 
■ m ild  h i  O n  i—  p f  A h e r n  Huui. 334 I’ id  r)\ (A U fka 1975) to ooM rol and d te*nn lne 
tbal tb a  mo d l / to d o n  o f  an oil and p m  laaaj w ith |lyn iflo«nt ootf f i l f ]  ^ y t n u £ ^ r o d ^ |p |  
capacity  l l  a m tn w  n 'TJirr.mnr^ W m r  i t ^ i  y ,fifl|| p i i .  having, Ihrtxi^fa the Os/aOlbuilon* 

unPUl M U T b h u f ,  p fff5 n rr  rat?W <i* t/varaeiand Im pact, and th v e fo ro  not w b jo c t to  the 
IdOtl and  a p o d a l I tg i l l l t tn n  prohibition  provialoa

I t I f  t lo o  p o e d b lf , o f  course, dud tba legislation e p o o io ra i fey the ftd m in h tn ria n  w ill be 
r w a l «  In th a t it w ill au th o r n  rvnaaoUaUooa ' f a l l  or coxv  ijrp+l o f  oil an d  rM Jm *m . 
Tbad type o f  la c k l i to n ,  potentially applying to other leases a t  w all u  tho N u rth  S ta r  leaae, 
w ou ld  o v o id  the 'lo c a l o r  ap o d a l a c t ’ q u u t.c n  ajtogether.

3. Yew a * n o  dnaoribat ieglalatien that a rid ftM a tha  p o u ih illty  tha t tha atata m ay  ra o tlv i  
j  Uaa n veaaa  tfaeo orig inally  tn d d p a te d . It doen no t propoaa to w h S d n w  m oney from  the 
, ita te  trM iu ry , then fb rv  an BM addreaatng m e g o u a tk m  o f the le tM  ia o o t to bo  r tfa rd o d  a i
v ^ a ifp r o p M o a .
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FIRST AMENDMENT TO THE NORTHSTAR UNIT LEASES BETWEEN THE STATE 
OF ALASKA AND BP EXPLORATION (ALASKA) INC.

The State of Alaska ("State") and BP Exploration (Alaska) Inc. ("BPXA’’) are parties to 

the following leases in the Northstar Unit: ADL 312798, effective February 1 , 1980; 

ADL 312799. effective February 1 . 1980; ADL 312808. effective February 1 . 1980; and 

ADL 312809. effective February 1 . 1980 (collectively the “1980 Leases"); as well as 

ADL 355001. effective August 1. 1983 (the "1983 Lease '). The parties agree to amend 

the 1980 Leases and the 1983 Lease as set forth in this first amendment to the 

Northstar Unit leases.

1980 Leases

1) Paragraoh 6 (b) is replaced in its entirety as follows:

(b) Annual rental paid in advance is a credit on the royalty or supplemental 
royalty due under this lease for that year.

2) Paragraph 7 is replaced in its entirety as follows:

7. SUPPLEMENTAL ROYALTY, (a) In addition to the royalty paid and 
computed under paragraphs 8 . 10. and 1 1  below. Lessee shall pay to the State 
a supplemental royalty (“supplemental royalty"). Lessee shall pay the 
supplemental royalty, if owed, upon the same production volume for which 
royalty is paid ("production volume"). The supplemental royalty payment for a 
given month eauals the supplemental royalty value times the supplemental 
royalty percentage rate (“percentage rate") times the production volume for that 
month. The percentage rate shall be calculated monthly by reference to: (1) an 
ANS West Coast spot i rice (“spot price '); and (2) a supplemental royalty trigger 
pnee (“trigger pnee"). If the spot pnee is eaual to or less than the trigger pnee, 
then the percentage rate equals zero. If the spot pnee is greater than the tngger 
pnee. then the percentage rate et ils (the spot pnee per barrel minus the



CM

trigger price per oarreli times 1.5 per cent per dollar per barrel. The percentage 
rate may never exceea 7.5 per cent.

(b) The spot price is the price per barrel calculated in Article 3.3 of and Exhibit 4 
to the ANS Rovaitv Litigation Settlement Agreement ("ANS Agreement"), dated 
December 31. 1991. between the State ano BPXA. for the crude oil referred to 
as "ANS fUSWC'." m tne ANS Agreement. Tne tngger price is S17.35 per barrel 
througn April 30. : 997 On May 1 . 1997. ano eacn May 1 thereafter, the trigger 
price snail be aaiusted by an inflation facfor eaual to fifty percent of the "inflation 
rate" aefinea as tne Prooucer Price Index for industrial Commodities ("PPI") for 
December of tne previous year, as reported by April 30 of the current year, 
diviaed by tne P p l for Decemoer of 1995. as reported by April 30. 1996. The 
supplemental rovaitv value for oil. gas. natural gas liquids and associated 
substances is defined in oaragrapns 10 and 1 1 below. Exhibit B is a sample 
calculation to demonstrate the metnoa of calculating supplemental rovalty for 
oil.

Paragrapn 9 is reciaceo in us entirety as follows:

9. REDUCTION OF ROYALTY. Except as provided in paragraph 7 above. 
Lessee snail no: ce entitled to any reouction of royalty paid under paragrapn 8 
above or suopif mental royalty paid unoer paragrapn 7 above cased on any 
current or future agreement. State statute, or State regulation.

-ii Paragrapn 10 is replaced in its entirety as follows:

10. ROYALTY IN VALUE. Unless the State elects to receive all or a portion of 
its royalty or supplemental royalty in kina as provided in paragrapn 1 2 below. 
Lessee snail pay to tne State the value of all royalty and supplemental royalty
011. gas and associated substances as determined under paragrapn 1 1 below. 
Royalty ana supplemental royalty paid in value snail be free and clear of all 
lease expenses (ana any portion of sucn expenses wnich is incurred away from 
the leased area), including, but not limited to. expenses for separation, cleaning 
dehydration, gathering, saltwater disposal, and preparing the oil. gas or 
associated substances for t'ansponation off the leased area. All royalty and 
supplemental royalty tnat may become payable in money to the State shall be 
paid on or before tne last day of the calendar month following the month in 
which the oil. gas or associated substances are produced. Royalty and 
supplemental royalty payments shall be accompanied by copies of run tickets or 
such other information relating to valuation of royalty and supplemental royalty 
as the State may reauire. which may include, but is not limited to. evidence of 
sale-, shipments, and amounts of gross oil. gas and associated substances 
produced.

2



11. VALUE. For purposes of comouting supplemental royalty due under this 
lease, tne vaiue ot supplemental royalty oil. gas. natural gas liquids ana 
associated supstances snail be the value used in computing royalty on said 
substances.

(a) To compute tne vaiue of oil for royalty ana supplemental royalty purposes, 
this lease snail be aeemea an "ANS Lease ’ under the terms of the ANS 
Agreement, irrespective of any provisioms) of sucn agreement which would 
otherwise exclude this lease therefrom.

(b) To compute tne vaiue of gas and natural gas liauids for royalty and 
supplemental rovaitv purposes, this lease shall be deemed a "Lease '1 under the 
terms of the 1995 ANS Gas Royalty Litigation Settlement Agreement between 
3PXA ana the State oatea as of April 1 . 1995. irrespective of any prov is ions) of 
sucn agreement wnicr. .vouid otherwise exclude this lease therefrom.

c) To compute tne vaiue of associated supstances (which shall be deemed to 
exclude on. gas. ano natural gas liquids) for royalty and supplemental rova .v 
purposes, the vaiue o' sucn associated supstances shall not Pe less than the 
highest of:

(1) the field price actually received be Lessee for such associated 
substances:

(2) Lessee s posted price in the field for such associated substances:
(3) the volume weighted average field price actually received by other 

producers in the same tield or area for associated supstances of like kna and 
quality at the time such associated substances are removed from the leased or 
unit area: or

;4) the volume weighted average posted price in the field of other 
producers in the same field or area fur associated substances of like kina and 
quality at the time sucn associated substances are removed from the leased or 
unit area.

If associated substances are soh away from the leased or unit area, the term 
"field price" above snail be the actual price for such associated substances 
received from the purchaser thereof less the actual cost of transportation away 
from the leased or unit area to the point cf delivery.

Minimum Value Determinations. The State may establish minimum values for 
purposes of computing royalties on associated substances obtained from this 
lease, with consideration being given to the price actually received by Lessee, 
to the price or pnees paid in the same field or area for production of like quality, 
to posted prices, to prices received by Lessee and/or other producers from

ParagraDn 11 is rcoiaced in us entirety as follows:



sales occurring awav from the leased area, ano to other relevant matters. Eacn 
such determination will be made only after Lessee nas been given notice anc a 
reasonable opportunity to Le heard. Under this provision, it is expressly agreeo 
that the minimum value of royalty associated suostances under this lease may 
not necessarily equal the price of such associated substances.

6) The following provision snail be added to the end of paragraph 12:

(ei Supplemental royalty u n d ^ paragraph 7 aoove may be taken ,n 
kind under the same terms and conditions as royalty may be taken in kind unoer 
this paragrapn 1 2 .

7) Paragrapn 14 is replaced in us entirety as follows:

14. APPORTIONMENT OF ROYALTY FROM APPROVED UNIT. The 
landowners rovaitv and supplemental royalty snare of the unit production 
allocated to eacn separately owned tract shall be regarded as royalty to be 
distributed to ano among, or the proceeds of it paid to. tne lanoowners. free ana 
clear of all unit expense ano free of any lien for it. Under this provision, the 
State s royalty ano supplemental royalty share of any unit production allocatec 
to the leased area snail be regarded as royalty to be distributed to. or the 
proceeas of it paid to. tne State, free and clear of all unit expenses (and any 
portion of sucn expenses wmch is incurred away from the unit area), including, 
but not limited to. expenses for separation, cleaning, dehydration, gathering. " 
saltwater disposal, ana preparing oil. gas or associated substances for 
transportation off the unit area, and free of any lien for it.

9) Paragrapn 28 (c) is added as follows:

(c) Notwithstanding any other provisions of this lease, the Northstar Unit 
Agreement. State statute, or State regulation, this lease shall terminate 
automatically without notice, an opportunity to be hearo. or judicial proceeding, 
if the Lessee fails to comply with the project schedule set forth in Exhibit C 
("project schedule’), attached and incorporated by reference. Automatic 
termination shall occur whether or not there is a well on the leased area 
capable of producing oil or gas in paying quantities, the lease is committed to a 
unit agreement, or the Lessee is drilling or conducting reworking operations, on 
the date performance under the schedule is due. Furthermore, upon 
termination BPXA shali promptly file of record appropriate lease 
relinquishments. The automatic termination shall occur at 11:59 P.M.. Alaska 
Time, on the day performance of an obligation under the project schedule is 
due. The State may waive performance of an obligation required under the 
project schedule by prior written consent. The performance of any obligation

4



required under me project scneGule is suoject to tne provisions of paragraon
32.

9) Paragrapn 32 is replaced in its entirety as follows:

32. FORCE MAJEURE. if the State determines that Lessee has been 
prevented, after diligent efforts maoe in good faith, from complying with any 
express or implied promise, term, condition or covenant of this lease, from 
conducting drilling operations, or from producing or marketing oil or gas from 
the leased area, oy reason of war. riots, acts of God. unusually severe weather, 
or any other cause oevona Lessee s reasonable anility to foresee or control 
(including delays caused by judicial decision or lack thereof or inability to obtain 
local. State, or federal permits or environmental impact statements), whether 
similar to those enumerated or not. Lessee s obligation to comply with sucn 
provision shall be suspended, but not voided, and Lessee shall not be liable for 
damages for failure to comoiv therewith, if Lessee s obligations to conduct 
drilling or reworKinq coerations are suspended unoer this paragrapn and the 
continuation of sucn operations without suspension would have nad the effect 
of preventing tne expiration or termination of this lease, this lease shall not 
terminate during :ne period which the obligation to perform sucn operations is 
suspended. Notning in tms paragraon snail be construed to suspend the 
obligation to pay rentals, or to suspend the obligation to pay royalties, 
supplemental royalties or other production payments from operations on the 
lease area whicn are not suspended or from operations which are not affected 
by any such suspension, to the State.

10) Paragraph 41 is replaced in its entirety as follows:

41. EMPLOYMENT OF ALASKAN RESIDENTS. Lessee shall comply with all 
valid federal. State and local laws in mring Alaska residents and contractors 
and shall not discriminate against Alaska residents or contractors. Within the 
constraints of law. Lessee shall employ Alaska residents and contractors to the 
extent they are available and qualified. Subject to the foregoing:

Lessee voluntarily agrees to adop. a program to hire residents of Alaska. 
Lessee shall advertise for available positions locally and use Alaska |0b 
service organizations to notify the Alaskan public. For work in connection 
with this lease. Lessee shall use best efforts to contract with Alaska firms and 
fabricate modules in Alaska, whenever feasible. Lessee shall encourage its 
contractors to employ and train, when necessary, residents of Alaska. In 
determining feasibility. Lessee shall consider commercial, health, safety, 
and environmental conditions ana requirements to ensure maintenance of 
Lessee s operational standards. Lessee snail submit annually to the 
Director. Division of Oil ana Gas, for transmission to the Department of

5



Labor, a reoort that details the specific measures Lessee and its contractors 
ano s- contractors nave taken or are planning to take to recruit qualified 
Alasi residents for available |Obs. describes on-the-job training 
opportunities, ano describes Lessee s efforts to hire Alaska firms for work in 
connection to this lease. Lessee snail furnisn the Department of Labor a 
quarterly reoort regarding the employment of Alaska residents on the leased 
area in ccmcnance with regulations by the Commissioner of Labor. The 
report must also include statistical data concerning the numoer of resident 
personnel hired within the oast year for this lease.

1983 Lease

1) Paragraon 4(f) ana oaraaraon 34(7) are deleted and replaced in their entirety
with the following paragraon 4(f).

(f) FORCE MAJELRE. f the state determines that lessee nas been prevented, 
after diligent efforts made in good faith, from comolying with any express or 
implied promise, term condition or covenant of this lease, from conducting 
drilling operations, cr from producing or marketing oil or gas from the leased 
area, bv reascn of war. riots, acts of God. unusually severe weather, or any 
other cause beyond lessees reasonable aDility to foresee or control (including 
delays caused oy judicial decision or lack thereof or inaoility to obtain local, 
state, or federal permits or environmental impact statements), whether sim ilar to 
those enumerated or not. lessee s obligation to comply with such provision shall 
be suspended, but not voided, and lessee shall not be liable for damages for 
failure to comply therewith. If lessee s obligations to conduct drilling or 
reworking operations are suspended under this paragraph ana the continuation 
of such operations without suspension would have had the effect of preventing 
the expiration or termination of this lease, this lease shall not terminate during 
the period which the obligation to perform such operations is suspended. 
Nothing in this paragraph snail be construed to suspend the obligation to pay 
rentals, or to suspend the obligation to pay royalties, supplemental royalties or 
other production payments from operations on the lease area which are not 
suspended or trom operations whi;h are not affected by any such suspension, 
to the state.

2) Paragraph 5(b) is replaced in its entirety as follows:

(b) Annual rental paid in advance is a credit on the royalty or supplemental 
royalty due unoer this lease for that year.
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7. APPORTIONMENT OF ROYALTY FROM APPROVED UNIT. The state s 
royalty and supplemental royalty share of the unit production allocated to eacn 
separately owned tract must be regarded as royalty to be distributed to or 
among, or the proceeds of it paid to. the state, free and clear of all unit exoenses 
and free of any lien for them. Unoer this provision, the state’s royalty and 
supplemental rovaitv snare of any unit production allocated to the leased area 
will be regaraed as royalty to be distributed to. or the proceeds of it paid to. the 
state, free ana clear of all unit expenses (and any portion of thore expenses 
incurred away from tne unit area), including, but not limited to. expenses for 
separating, cleaning, dehydration, gathering, saltwater disposal, and preparing 
oil. gas. or associated substances for transportation off the unit area, ano free of 
any lien for them

A new paragraon 20fc! is added as follows:

ic) Notwitnstanaing any other provisions of this lease, the Northstar Unit 
Agreement, state statute, or state regulation, this lease snail terminate 
automatically witnout notice, an opportunity to be heard, or judicial proceeding, 
if the lessee fa:is to comply with the project scnedule set forth in Exmbit C 
( 'project scneauie i attacnea and incorporated by reference. Automatic 
termination snail occur wnether or not there is a well on the leased area 
capable of producing oil or gas in paying quantities, the lease is committed to a 
umt agreement, or the lessee is drilling or conducting reworking operations, on 
the date performance under the schedule is due. Furthermore, upon 
termination BPXA snail promptly file of record appropriate lease 
relinquishments. The automatic termination shall occur at 11:59 p.m.. Alaska 
Time, on the day pedormance of an obligation under the project schedule is 
due. The state may waive performance of an obligation required under the 
project scnedule by prior written consent. The performance of any obligation 
reauirea under the project scnedule is subject to the provisions of paragrapn 
4(f).

Paragraph 31 is replaced in its entirety as follows:

31. EMPLOYMENT OF ALASKAN RESIDENTS. Lessee shall comply with all 
valid federal, state and local laws in hiring Alaska residents and contractors and 
shall not discriminate agamst Alaska residents or contractors. Within the 
constraints ot law. lessee shall employ Alaska residents and contractors to the 
extent they are available ano qualified. Subject to the foregoing:

Lessee voluntarily agrees to adopt a program to hire residents of Alaska.
Lessee snail advertise for available positions locally and use Alaska job

Paragraon 7 is replaced in its entirety as follows:
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service organizations to notify the Alaskan public. For work in connection 
with this lease, lessee snail use best efforts to contract with Alaska firms and 
fabricate modules in Alaska, whenever feasible. Lessee shall encourage its 
contractors to employ and train, when necessary, residents of Alaska. In 
determining feasibility, lessee shall consider commercial, health, safety, and 
environmental conditions and requirements to ensure maintenance of 
lessee s ODerational standards. Lessee shall submit annually to the 
Director. Division of Oil and Gas, for transmission to the Department of 
Labor, a report tf at details the specific measures lessee and its contractors 
and subcontractor have taken or are planning to take to recruit qualified 
Alaska residents for available |obs. describes on-the-job training 
opportunities, and describes lessee s efforts to hire Alaska firms for work in 
connection to this lease. Lessee shall furnish the Department of Labor a 
quarterly reoort regarding the employment of Alaska residents on the leased 
area in compliance with regulations by the Commissioner of Labor. The 
reoort must also include statistical data concerning tne number of resident 
personnel hired within the past year for this lease.

6) Paragraon 35 is replaced in its entirety as follows:

35. ROYALTY ONI PRODUCTION. Except for oil. gas. and associated 
substances used on the leased area for development and production or 
unavoidably lost, the lessee shall pay to the state as a royalty 20 percent in 
amount or value of the oil. gas. and associated suostances saved, removed, or 
sold from the leased area and of the gas used on the leased area for extraction 
of natural gasoline or other products from the leased area.

7) Paragraph 36 is replaced in its entirety as follows:

36. VALUE. For purposes of computing supplemental royalty due under this 
lease, the value of supplemental royalty oil. gas. natura' gas liquids, ano 
associated substances shall be the value used in computing royalty on said 
substances.

(a) To compute the value of oil for royalty and supplemental royalty purposes, 
this lease shall be deemed an "ANS Lease" under the terms of the ANS 
Agreement, irrespective of any provision(s) of sucn agreement which would 
otherwise exclude this lease therefrom.

(b) To compute value of gas and natural gas liquids for royalty and 
supplemental royalty' purposes, this lease shall be deemed a "Lease" under the 
terms of the 1995 ANS Gas Royalty Litigation Settlement Agreement between 
BPXA and the State dated as of Apnl 1 , 1995. irrespective of any provis on(s) of 
such agreement which would otherwise exclude this lease therefrom.
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(c) To comDuie tne value of associated substances (which shall be deemed to 
exclude oil. gas. and natural gas liouias) for royalty and supplemental royalty 
purposes, the vaiue of sucn associated substances snail not be less than the 
highest of:

( 1 ) the field price actually received be lessee for such associated
substances:

2) Lessee s posted Drice in the field for sucn associated substances:
(J) the volume weignted average field price actually received by other 

proouceis in tne same field or area for associated substances of like kino ano 
quality at the time sucn associated substances are removed from the leased or 
unit area; or

(4) me volume weignted average posted price in tne field of other 
producers ir the same field or area for associated supstances of like kino and 
quatitv at the iim» «ucn associated substances are removed from the leased or 
unit area.

if associated sucstances are sold awav from tne leased or unit area, the term 
field once above snail be tne actual brice for sucn associated substances 
received from tne curcnaser thereof less tne actual cost of transportation away 
from tne leasen cr unit area to the point of de liver/

Minimum Value Determinations. The state may estabiisn minimum values for 
purposes of computing rovaities on associated supstances obtained from this 
lease, with consideration being given to tne price actually received by lessee, to 
the price or prices paid *n the same field or area for production of like duality, to 
posted prices, to prices received by lessee ano/or other producers from sales 
occurring away from the leased area, and to otner relevant matters. Eacn such 
determination will be made only after lessee nas been given notice and a 
reasonable opportunity to be heard. Under this provision, it is expressly agreed 
that the minimum value of royalty associated substances under this lease may 
not necessarily eouai the price of sucn associated substances.

Paragraph 37 is replaced in its entirety as follows:

37. ROYALTY IN VALUE. Unless the state elects to receive all or a portion of its 
royalty or supplemental royalty in kino as provided in paragraph 38. lessee 
snail pay to the state the value of all royalty and supplemental royalty oil. gas 
and associated substances as determined under paragrapn 36. Royalty and 
supplemental royalty paid in value snail be tree and clear of all lease expenses 
(and any portion of sucn expenses whicn is mcurreo away from the leased 
area), including, but not limned to. expenses for separation, cleaning



I
I

dehydration, gathering, saltwater disposal, and preparing the oil, gas or ®
associated suostances for transportation of1 the leased area. All royalty and 
supplemental royalty that may become payable in money to the state shall be * j
paid on or before the last day of the calendar month following the month in 
whicn the oil. gas or associated suostances are produced. Royalty and 
supplemental royalty payments shall be accompanied by copies of run tickets o r l
sucn other information relating to valuation of royalty end supplemental royalty 
as the state mav reauire. which may include, but is not limited to. evidence of _
sales, shipments, and amounts of gross oil. gas ana associated substances F!
produced. " ®

9) The following provision snail be added to the eno of paragraon 38: jTj

ff) Suooiemental royalty under this lease mav oe taken in Kind under 
the same terms ano conditions as rovaitv may oe taken in kino under this 
paragmzn 33. 1

1

I

*0) Paragraon 39 is reoiaceo in its entirety as follows:

39. REDUCTION OF ROYALTY. Except as provided in paragraph 40 below, 
lessee snail not ce entitled to any reduction of rovaitv paid under paragrapn 3 5  
above or supplemental royalty paid unoer paragraon 40 beiow based on any 
current or future agreement, state statute, or state regulation

1 1 ) Paragrapn 40 is replaced in its entirety as follows:

40. SUPPLEMENTAL ROYALTY, (a) In addition to tne royalty paid and m
computed unoer paragrapn 35. 36. 37 above, lessee snail cay to the state a |j 
supplemental royalty (“supplemental royalty ") Lessee snail oay the 
supplemental royalty, if owed, upon tne same production volume for which —
royalty is paid (“production volume ). The supplemental royalty payment for a I  
given montn eauais tne supplemental royalty va'ue times tne supplemental 
royalty percentage rate (“percentage rate") times tne production volume for that _  
month. The percentage rate shall be calculated monthly by reference to: (1)a<i |  
ANS West Coast spot price (“spot price'): ano (2) a supplemental royalty tngger ■ 
pnee (“tngger price ). If tne spot price is eaual to or less tnan the trigger price.
then the percentage rate eauais zero. II the spot price is greater than the trigger 3
pnee. then tne percentage rate eauais [the spot price per barrel minus the ■
tngger pnee per Darrel) times 1.5 per cent per dollar per barret. The percentage 
rate may never exceed 7.5 per cent.

(b) The spot price is the pneo per barrel calculated in Article 3.3 of and Exhibit 4 
to the ANS Royalty Litigation Settlement Agreement (“ANS Agreement"), dated 
December 31, 1991. between the State ano BPXA. for the crude oil referred to
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as “ANS (USWCV in the ANS Agreement. The tngger price is S17.35 per barrel 
throuan April 30. 1997. On May 1,1997. and eacn May 1 thereafter, the trigger 
price snail be adiusted by an inflation factor eaual to fifty percent of the "inflation 
rate" oetinea as the Proaucer Price Inaex for industnal Commodities (“PPI") for 
Decemoer ot the previous year, as reported by April 30 of the current year, 
diviaeo by the PPI for December of 1995. as reponed by April 30. 1996. The 
suppler entai royalty value for oil. gas. natural gas liauids and associated 
substances is defined in paragrapns 36 ana 37 above. Exhibit B is a sample 
calculation to aemonstrate the method cf calculating supplemental royalty for
oil.

These amendments do not affect: (1) any future agreements which may be reached for 

the handling of outside suostances as that term is used in the Nonnstar Unit 

Agreement effective Januarv 24. 1990 or (2) the current valuation metnoaology for 

royalty for any other Alaska Net Profit Share leases between the State ana BPXA or 

any affiliates or any future agreements wnich may oe reached regarding a future 

valuation metnoooiogy for Alaska Net Profit Share leases. These amendments take 

effect when ana if an Actis j suostantially similar to the act. attacnea as Exhibit D and 

incorporated oy reference, takes effect. This amendment is dated for reference 

purposes as of March 22. 1996.

LESSEE:

BP EXPLORATION (ALASKA). INC. STATE OF ALASKA

LESSOR:

E. LuttreW, Vice President
Department of Natural Resources
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STATE OF ALASKA 

Third Judicial District
) ss.
)

)

On -  1996. before me appeared John T. Shively. Commissioner.
State of AlasKa. Department of Natural Resources, ano whe 'ecuteo this lease ano 
acknowledged voluntarily signing it on behalf of the State of Alaska, as lessor.

_____________.....................  <L '1^ -* _______________  *:...?.{?*\
Notary Public in ano for tne State of Alaska * \  %
My Commission Exoires: '  S 3V %

I  ° ( ! * 1
\  \  /£ #

STATE OF ALASKA , %  +  <

) ss.
Third Judicial District )

O n  . J J i j / j S . h  £ 2 -  " ? 9 6 . oefore me aDpeareo E. M. Lutreil. Vice President of BP
cxoloration (Alaska), inc.. ano wno executed this lease and acknowledged voluntarily 
signing it on.penaif of the £P-c*pioration lAlaska). Inc.. as lessee.

— ■ — — S -  __________________________________  wesvAWNU/to.
Notary Public in ano for tne State of Alaska # ' a  p / > %
My Commission Exoires / / / t / 9 * i _______  .........



Exhibit B
Calculation of the Supplemental Royalty Payment for Oil

1) The calculation of the ANS West Coast spot price is derived from Platt's 
'Oilgram Price Repon Spot Crude Price Assessments:

Platt s Reported Daily 
Assessment (S/barrei)

Date ANSWC ANSWC ANSWC ANSWC

01/02/96

Low Hign Daily Average Daily Averaqe 
(After 

Rounding)’
S17 97 S18.06 S18.015 S18.02

01/03/96 S17 94 S18.03 S17.985 S17.98
01/04/96 S17 96 S18.C3 S17:995 S18.00
01/05/96 S18 GO S18.64 S18.620 S18.62
01/09/96 S18 23 S18.29 S18.260 S18.26
01/10/96 517 99 S18.05 S18.020 S18.02
01/11/96 517 10 517.17 S18.135 S17.14
01/12/96 S16 64 S16.71 S18.675 S16.68
01/15/96 516 75 S16.83 $16,690 S16.79
01/16/96 S16 60 S16.66 S16.730 S16.63
01/17/96 S1C.91 S16.97 S16.940 S16.94
01/18/96 S17 46 S17.54 S17.500 S17.50
01/19/96 SI 7 28 S17.37 S17.325 S17.32
01/22/96 S17 02 S17 08 S17.050 S17.05
01/23/96 S17.10 S17 16 S17.150 SI 7.13
01/24/96 S17.35 S1741 S *-.380 S17.38
01/25/96 S16.76 SI 6 81 S17.785 S16.78
01/26/96 S16.43 S16 53 S17.480 S16.48
01/29/96 SI 6.16 S16.24 S16.200 S16.20
01/30/96 S16.30 S16.38 S16.340 S16.34
01/31/96 S16.46 S16.56 S16.510 S16.51

■»nthly A' erage calculated from ANSWC Daily
eragt> (After Rounomg) s S17.2271 p

ANS West Coast spot pnee for the January 1996 
month of production =

barrel

SI 7.23 per 
barrel

2) The inflation factor snail be calculated as follows: Assume that by Apnl 30. 
1996. the U.S. Department of Labor repons a PPI for Docemoer 1995 as 126.2. 
Assume tnat by Apnl 30. 1998. tne PPI for December 1997 is 134.2. The inflation 
factor for 1998 is calculated according to the following formula:

A ll to u r c e  a n d  c a lc u la t e d  n u m b e r*  s h a l l  b e  r o u n d " *  a* r e q u ir e d  in  th e  A N S  
A g r e e m e n t .
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I
Inflation Factor for Mav 1. 1998 through April 30. 1999

a [(PPI Deccmocr of the previous year PPI December 1995) - 1) x 0.5 ■s
= {(134.2 - 126.2) * 1] x 0.5 a 0.0317 = 3.17 percent

3) The trigger Drice tor May 1. 1998 through April 30. 1999 is calculated by pi
adiusting $17.35 per barrel by the inflation factor as follows:

Trigger price for the current year = S17.35 per barrel x (1 + inflation factor) f:,

= S17.35 per Darrel x (1+ 3.17 percent)

= S17.35 x 1 0317

= S17.90 per carrel

I  

I

I
Supplemental royalty percentaae rate = ■ ANSWC spot price - trigger price for the current vear)

I

4) Assuming tne current montn ANSWC spot Drice is S21.40. the suDDlementai 
royalty percentage rate is calculated as:

x (1 5 percent per dollar per parrel)

= <S21 40 cer carrei • $17.90 per barrel) x 1.5 percent per dollar per barrel 

= (21.40 -17.90) x 0.015 

= 0.05250 = 5.25 percent

I

5) The calculation of the supplemental royalty payment for the current month is the ^  
product of Ihe production volume times the royalty value and the supplemental royalty ■
percentage rate. Assume that 1.550.000 barrels of oil were produced in the Northstar \j
unit in the current month ano that the rovalty value is S17.71. The supplemental 
royalty is:

I  

I  

I 
I

Supplemental royalty payment = production volume x royalty value x supplemental royalty
percentaoe rate

= 1,550.000 barrels x S 17.71 per barrel x 5.25 percent

= S1.441.151.25

I  

I  

I



EXHIB IT C 

PROJECT SCHEDULE

The Northstar Development Project ("the Projecr’) is described in the document titled 

"Northstar Development Project. Conceptual Engineering Report' dated February 

1996. BPXA shall comply with the following schedule for the Project and shall provide 

satisfactory evidence of compliance within fifteen days of the date performance is due 

under the scnedule:

BPXA shall receive Project sanction within twelve (12) months after passage by the 

legislature ot an Act approving the firs t Amendments to the Northstar Unit Leases for 

the Project. "Project sanction' means approval in writing by the highest appropriate 

authority in BPXA or its parent entity necessary for the total amount of expenditures 

required for th roject. Satisfactory evidence of receipt of sanction shall be tendered 

to the State in the form of the sanctioning entity's documents approving the 

expenditure of funas for the Project. If Project sanction is withdrawn for any reason 

whatsoever, BPXA shall notify the State within three working days by letter from an 

authonzed officer and BPXA shall be deemed to have failed to comply with this 

schedule.
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