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Senate B ill 256 is intended to encourage the expedited production o f oil and gas from 
known, but undeveloped o r shut-in fields within the Cook Inlet sedimentary basin. A 
principal goal o f  the legislation is to develop new sources o f  natural gas to help offset 
potential supply shortages which have been forecasted by some to occur within the next 
10-11 years. New gas reserves developed as a result o f  the proposed legislation not only 
would defer those shortages, but could be instrumental in maintaining reliable and 
economically priced gas supplies fo r Southcentral consumers, including residential and 
commercial users.

In addition to possibly stimulating the development o f  several known undeveloped fields, 
many o f  which were discovered more than 30 years ago, Senate B ill 256 has the potential 
to leverage additional exploration and development in the vicinity o f  new infrastructure, 
including pipelines and associated facilities, required to develop those known fields. Any 
new oil and gas production resulting from the development o f  these fields will in turn 
reduce the average cost o f  producing existing reserves, and extend the economic life o f 
both existing and new Cook Inlet production and transportation infrastructure.

Senate B ill 256 provides the legislature a simple, effective means o f  responding to several 
disturbing trends associated with Cook Inlet oil and gas production, including:

• the approaching depletion o f  many o f  Cook Inlet's producing gas fields, including the 
Kenai Field, the area's largest and oldest producing gas field, which is more than 88 
percent depleted, and

the resulting potential fo r near term gas shortages which would lead to rapid price 
increases fo r all consumers and threaten the continued viability o f  important industrial 
projects such as UNOCAL's fertilizer manufacturing plant and the Phillips/Marathon 
LNG  Export facilities at Nikiski, both o f  which provide substantial employment 
opportunities and vital revenues for Southcentral Alaska communities.



continued decline o f  oil production, from  a historical high o f  more than 82 million 
barrels per year in 1970 to less than 14.6 m illion barrels per year in 1996,

• the associated declines in employment related to the oil and gas industry, as well as 
state and local taxes and royalties from Cook Inlet production,

• the advanced depletion o f  Cook Inlet's principal producing oil fields, most o f  which 
now are more than 90 percent depleted.

Under the terms o f  the proposed legislation, lessees owning leases overlying previously 
discovered oil or gas fields in the Cook Inlet basin which have remained undeveloped or 
shut-in from at least January I, 1988 through December 31, 1997, would have an 
incentive to develop those fields as rapidly as possible. The ‘legislation would provide 
that, fo r oil and gas produced from undeveloped or shut-in fields brought into production 
before January 1, 2004, lessees would pay a reduced royalty o f  five percent, instead o f 
the 12 1/2 percent specified in the lease, fo r a period o f  10 years following the date on 
which oil or gas production begins.

By establishing a short period o f  eligibility— ending on December 31, 2003— Senate Bill 
256 ensures that lessees diligently pursue development or forfeit the opportunity to pay 
reduced royalties. By limiting the period o f  reduced royalty payments from qualifying 
fields to 10 years follow ing the beginning o f  production, the legislation provides a 
reasonable and measurable limit to the state's foregone royalties in exchange for oil and gas 
production that may otherwise not occur. The state's royalties from currently producing 
Cook Inlet oil and gas fields are not effected by Senate B ill 256.
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SB256 Fiscal Analysis continued..

T h e  S ta te  a n d  a n  oil c o m p a n y  h a v e  re ce n t ly  n e g o t ia ted  the  c rea t io n  of the R e d o u b t  Un it in C o o k  In let . T h is  Un it  
in c lu d e s  s e v e ra l  a b a n d o n e d  w e l ls  a n d  c o n ta in s  " undeve lo p ed"  o i l a n d  thus c lea r ly , in o u r  v iew ,  m e e t s  the  cr iter ia  o f 
the b il l.  T h is  un it  w a s  c rea ted  w ith  the  u n d e r s ta n d in g  that roya l t ie s  w o u ld  b e  12.5%. T h e r e  w a s  n e v e r  a n y  d is c u s s io n  
o f r e d u c in g  roya l t ie s  a s  a c o nd it io n  o f fo rm ing  the  Un it  (a lthough  th e  c o m p a n y  c o u ld  A P P LY  for royalty re d uc t io n  
u n d e r  HB-207). T h e  c om p a n y  n e v e r  in d ic a te d  that royalty re l ie f  w o u ld  b e  n e c e s s a r y  to d e v e lo p  th e  Unit. T h e  f is ca l 
c o n s e q u e n c e  o f SB-256 o n  the R e d o u b t  Un it  is:

1) If w e  a s s u m e  500 bbl/day p rod u c t io n  p e r  w e l l ,  S IQ/bb l o il pr ice:

500 bbl/day x S10/bbl x 12.5% = S625/day x 365 d ay s  x 10 y e a rs  = $2.28 m il l ion/wel l 
500 bbl/day x $10/bbl x 5%  = $250/day x 365 d a y s  x 10 y ea rs  = $910 thousand/we l l

T h e  S ta te  w i l l  r e c e iv e  $1.37 m i l l io n  few e r  royalty do l la rs  at 500 bbl/day per w e l l .

2) If w e  a s s u m e  1,000 bbl/day p rod u c t io n  pe r  w e l l ,  S10/bbl o i l p r ice :

1.000 bbl/day x $10/bbl x 12.5% = $1,250/day x 365 d ay s  x 10 y e a rs  = $4.56 mil l ion/well
1.000 bbl/day x S 10/bbl x 5%  = S500/day x 365 d a y s  x 10 y e a r s  = $1.8 m il l ion/wel l

T h e  S ta te  w i l l r e c e i v e  $2.7 m i l l io n  few er  royalty do l la rs  at 1,000 bbl/day pe r  w e l l ,

P roduc t io n  p e r  w e l l  w i l l l ike ly b e  s om ew h e r e  b e tw e e n  th e se  two  n um b e rs ,  s o  the  S ta te  wi l l forfe it b e tw e en  $1.37 
m i l l io n  a n d  $2.7 m i l l io n  p e r  w e l l  ' o r ju s t  the R e d o u b t  Unit.

A s s um in g  ( co nse rva t iv e ly )  that 10 w e l ls  a re  in p roduc t ion  the S ta te  w i l l "contribute" b e tw e e n  $14 a n d  $27 m i l l io n  to 
th is p ro jec t  in th e  form of an  u n re q u e s te d  royalty reduc t ion .

^S im ila r e x am p le s  c o u ld  b e  p r ep a red  for o th e r  f ie lds . E s t im a te s  for re duc t io n s  o f  royalty p a ym e n t s  for g a s  a re  m o r e  
[difficult to p re p a re .  Bu t u n le s s  a n d  unti l there  a re  n e w  m arke ts  for g a s  (and a s s um in g  the m a rke ts  a i e  not over- 
;s upp l io d) the 5 %  roya lty g a s  w i l l m e re ly  d is p la c e  12.5% roya lty g a s

i

In g en e ra l ,  for a l l p rodu c t io n  to w h ic h  this bill a p p l ie s ,  the  S ta te  w i l l  r e c e iv e  (12.5% - 5%) = 7 .5%  few er royalty 
do l lars . T h is  is  a  60% royalty reduc t io n  g iv e n  w ith ou t  a n y  e c o n o m ic  a na ly s is  o r  just if ica t ion .

|
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TONY KNOWLES. GOVERNOR

F eb ru a ry  20, 1998

S en a to r R ick Halford
C ha irm an , S en a te  R esou rce s C om m ittee
A laska S ta te  L eg is la tu re
S ta te  Capitol, Rm. 121
Ju n e a u ,  AK 99801-1182

D ear S e n a to r  Halford:

The d iv is ion  h a s  reviewed SB256 in p re p a ra tio n  for a  h e a rin g  in th e  S en a te  
R esou rce s C om m ittee  th is  a fte rnoon . At th is  p o in t we a re  no t p rep a re d  to tak e  
a  po sitio n  on  th e  bill. To h e lp  u s  develop o u r  position , we have severa l 
q u e s tio n s  a b o u t c e r ta in  a sp e c ts  o f th e  bill.

The bill h a s  no  prov ision  to a c co u n t for c h an g in g  econom ic (or other) 
cond ition s. F o r in s tan ce , if th e  p rice  of oil w ere to increase, th e  re lie f w ould 
rem a in  th e  sam e. In  m any  com m ittee  h e a rin g s  over th e  y e a rs  we have 
d isc u ssed  p ro te c tin g  th e  S ta te  s  “up sid e " in te re s ts— in  o th e r  w ords n o t giving 
m ore re lie f th a n  n e c e s s a iy  to  m ake  a  p ro jec t econom ic. T h is bill only p rov ides 
for a  re d u c tio n  in  royalty. T here  is no  m ech an ism  for th e  s ta te  to p ro te c t its 
in te re s t sh o u ld  econom ic (or other) fac to rs change .

T here  do es n o t a p p e a r  to be any  econom ic an a ly s is  th a t  le ad s to th e  te rm s of 
th e  roya lty  re d u c tio n  d e sc rib ed  in  th e  bill. W hy have th e se  p a r t ic u la r  te rm s 
(5%, 10 y e a rs  etc.) b een  selected?  Are th e  econom ic req u irem en ts  of all 
com pan ie s  so  s im ila r th a t  th e  sam e  level of re lie f is n eeded  for each  o f them?

U nder th e  p rov is ion s of IIB207 (the royalty  a d ju s tm e n t bill p a ssed  in 1995) any  
shu t- in  field is eligible for royalty  re lie f u p o n  a  show ing  of econom ic need . If 
th e se  fields n eed  royalty  re lief to becom e econom ic, why no t u se  HB207? A fter 
th e  ten-year te rm  of SB206 is com pleted, can  th e  com pany  th e n  app ly  u n d e r 
HB207?

"Develop, C onserve a n d  E n hance N atura l R esources f o r  Present a n d  F u ture  A la ska n s"
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It is  n o t c lea r to  u s  w h ich  fields will qualify  for th e  roya lty  redu c tio n . I’m  su re  
th e re  will b e  som e d isc u ss io n  a b o u t th is  in  th e  com m ittee  h ea rin g s. T he S ta te  
h a s  recen tly  n ego tia ted  th e  R edoub t U nit A g reem en t w ith  Forcenergy. The 
A greem ent p rov ides for th e  c re a tio n  of th e  U nit b a sed  on  a  se r ie s  o f w ork  
com m itm en ts . A t no  tim e d u r in g  o u r  n ego tia tio n s w ith  Fo rcenergy  w as th e  
issu e  of royalty  red u c tio n  ra ised . T h is field a p p e a rs  to  qualify  for royalty  
redu c tio n  u n d e r  th e  bill a s  it is c u rre n tly  d rafted . Is a  royalty  red u c tio n  o f 60% 
for 10 y e a rs  n eeded  to b rin g  th is  field in to  p roduction?

I hope th a t  th e se  q u e s tio n s  will prove u se fu l to th e  d iscu ss ion . O nce we have a 
c lea re r idea oF th e  in te n t a n d  ra tio n a le  b eh in d  th e  bill, we m ay  have som e 
add itiona l question s .

S incerely,

fy w t M  A

K enne th  A. Boyd 
D irec to r

cc: S en a to r  D rue Pearce
R ep resen ta tiv e  M ark H odgins 
C om m iss ioner J o h n  Shively

S e n a t o r  R i c k  H a l f o r d

F e b r u a r y  2 0 ,  1 9 9 8

P a g e  2  o f  2
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ALASKA SENATE RESOURCES COMMITTEE 
PUBLIC COMMENT ON SB256 
MARATHON OIL COMPANY 

February 20,1998

Good afternoon Chairman Halford and members of the Senate 
Resources Committee. My name is John Miesse and I am here 
today representing Marathon Oil Company. As most of you know, 
Marathon has been an operator in the Cook Inlet Area for over 30 
years. We appreciate your interest and support of the oil and gas 
industry in the Cook Inlet area. I’d like to take a few moments to 
comment on Senate Bill 256, which is intended to provide an 
incentive for oil and gas development in Cook Inlet from fields that 
have previously been undeveloped or shut-in.

Marathon supports Senate Bill 256 and believes that in the long 
term, this incentive will have a positive economic impact on the 
State of Alaska and the local communities. I would like to point 
out however, that we believe this Bill would have a more immediate 
impact on undeveloped or shut-in oil fields because of the readily 
available market for this product. The ultimate incentive for adding 
additional reserve capacity, whether it be oil or natural gas, is the 
availability of ready and stable markets. While such a market is 
certainly available for new oil reserves in the Cook Inlet area, the 
same cannot be said for natural gas. New markets for uncommitted
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natural gas reserves are not available for the next several years, 
making it difficult to economically justify near term drilling 
expenditures. Although this Bill will provide some economic 
benefit to the industry, we don't believe by itself, will be enough to 
stimulate significant activity for natural gas development in the near 
future.
I would now like to ask the committee to consider points of 
clarification that we believe are needed in Senate Bill 256. It is our 
understanding that the intent of this legislation is to provide the 
temporary relief to fields that have been undeveloped “or” shut-in. 
We would like clarification on the definition of undeveloped. 
Specifically we would like to know if a field that has produced 
periodically over the last few years, but requires additional drilling 
to fully develop the field, would be eligible for the temporary 
royalty relief. Also we would like to clarify that royalty relief 
would apply to either a re-entry of an existing well or a new well 
needed to recover undeveloped reserves. Again, we understand the 
intent of the proposed legislation is to address these scenarios, but 
we would appreciate the Department’s review to make sure the 
language is explicit.

In closing, many of the oil and gas producing states enacted similar 
incentives for oil and gas development in the early 1990's. These 
states have found the programs to be beneficial to all stakeholders 
involved and have maintained those programs. We believe 
incentive programs such as Senate Bill 256 will also lead to 
economic gain for our communities and the State, but we recognize
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that market availability is probably the overriding incentive for our 
industry to look for new oil or gas reserves. Therefore, we believe 
you will see a more immediate impact on the undeveloped oil fields 
in the Cook Inlet area as a result of this proposed incentive.

Thank you for the opportunity to share these comments with you 
today. I will be glad to answer any questions you might have.

TOTAL P .04



T E S T IM O N Y
O F

M R . G A R Y  E. C A R L S O N , V IC E  P R E S ID E N T  
F O R C E N E R G Y IN C  

S E N A T E  R E S O U R C E S  C O M M IT T E E  
F E B R U A R Y  2 0 . 1998

Mr. C lr .irm a n , and m em b ers o f  the C o m m ittee , for the record m y  n am e is  G ary E. 

C arlson . I am  V ic e  P resid en t o f  F orcen ergy  Inc and m anager o f  F o rcen erg y ’s A lask a  

d iv is io n . F o rcen erg y  is  an in d ep en d en t o il and g a s  co m p a n y  that is  a re la tive  n ew co m er  

to A la sk a  o il and  g a s ex p lo ra tio n  and d ev e lo p m en t. W e h ave o n ly  been  here for about 

fifteen  m o n th s , so  s o m e  m em b ers o f  the C o m m ittee  m ay  not be too  fam iliar  w ith  w h o  w e  

are and w h a t w e  h ave a c c o m p lish e d  to date.

I w o u ld  lik e  to  take a  few  m o m en ts  to r e v ie w  so m e  o f  our recent a cco m p lish m en ts  and  

o n g o in g  p ro jects, b eca u se  I b e lie v e  they  reflect a co m m itm en t o f  resou rces and reven u e  

to fin d in g  n e w  reserv es, p ro lo n g in g  C o o k  In le t’s e x is t in g  o il and g a s  p roduction  and  

e m p lo y in g  n e w  te c h n o lo g y  both to lo ca te  and to d e v e lo p  sm a ller  and m ore e c o n o m ic a lly  

c h a lle n g in g  o il and g a s  a ccu m u la tio n . D o n ’t g e t m e w ron g , w e  w o u ld  lo v e  to find a 

su b stan tia l resou rce , but w e  ca n 't co u n t on  it.

F o r c e n e r g y ’s fin an cia l co m m itm e n ts  in A la sk a  to  date total m ore than $ 1 8 0  m illio n . T his  

in c lu d es  a c q u is it io n s , s e is m ic  p rojects, and drillin g .

•  W e p u rch ased  M arathon O il C o m p a n y  ’s  crude o il properties in C o o k  Inlet, as  

w e ll as its in terests in the P rudhoe B a y  F ie ld  on  the N orth  S lo p e;

•  p u rch ased  M arathon O il C o m p a n y 's  in terest in the C o o k  Inlet P ip e lin e  S y stem , 

th u s p ro v id in g  F orcen ergy  w ith  an o w n ersh ip  interest in the esta b lish ed  C ook  

In let o il and g a s  transportation  infrastructure;

•  p u rch ased  n e w  C o o k  In let le a se s  in c o m p e tit iv e  o il and g as le a se  sa le s  held by  

both the S tate o f  A la sk a  and the federal M in era ls M an agem en t S erv ices;



•  p u rch ased  the le a se s  o v e r ly in g  the R ed o u b t S h o a l F ie ld , a  Field w h ic h  w a s  

d isc o v e r e d  in  1 9 6 8 , but w h ic h  h as rem ain ed  u n d e v e lo p e d  s in c e  that tim e;

•  p u rch ased  S tew art P e tro leu m ’s  W est M cA rthur R iv er  U n it property, and  are 

co n tin u in g  op era tio n s in that fie ld  to  en h a n ce  o il p rod u ction  and to e s ta b lish  n e w  

reserves;

•  p u rch ased  le a se s  h eld  by T rad ing  B a y  E nergy;

•  co m m itted  to  sp en d  $ 3 0  m illio n  for a jo in t  a cco u n t w ith  U n o ca l for a c q u is it io n s , 

w e lls , and se ism ic ; and in turn re c e iv ed  a c c e s s  to their e x te n s iv e  d atab ase .

W e o p en ed  an o f f ic e  currently  sta ffed  w ith  2 2  F o rcen erg y  e m p lo y e e s . E ig h teen  o f  th ese  

e m p lo y e e s  w ere  a lread y A la sk a  residents; 3 are reruns ( lik e  m y s e lf ) ,  and o n e  w a s  

recruited  from  ou t o f  state . W e a lso  m ak e liberal u se  o f  lo ca l con tractors and co n su lta n ts . 

S in ce  early  sp rin g  o f  1997 , w e  h a v e  con tracted  s e ism ic  crew s; in the Inlet until ic e  d rove  

us ou t for the se a so n , and on  frozen  ground  o n sh o re . T h is  in c lu d es  tw o  sta te -o f-th e-a rt  

3 D  su rv ey s . O ur total ex p en d itu res to  date for s e ism ic  a c tiv it ie s  a p p rox im ates $ 1 0  

m illio n .

C urrently , w e  are d r illin g  ou r se c o n d  and third w e lls  in the area. T w o  o f  the three w e l ls  

are o n  sta te  a crea g e .

C o lle c t iv e ly , th ese  a c tio n s  reflect F o rcen erg y 's  lon g-term  co m m itm en t to A la sk a , a s  w e ll 

as its b e l ie f  that C o o k  Inlet co n tin u es  to  p ro v id e  o p p o rtu n itie s  for ad d ition a l d isc o v e r ie s  

and d e v e lo p m e n t -  particu larly  for co m p a n ie s  that are in n o v a tiv e , tech n ica lly  adept and  

w illin g  to a ccep t the c h a lle n g e  and risk o f  e x p lo r in g  for sm a ller  and sm a ller  

a ccu m u la tio n s. T hat o p tim ism  is  tem p ered , h o w e v e r , by the rea liza tion  that, as  

prod u ction  from  the area ’s p rod u cin g  o il and g a s  f ie ld s  d e c lin e s , n e w  prod u ction  m u st be  

found  and brought to  m arket as q u ick ly  as p o ss ib le  i f  w e  are to m ainta in  the a rea ’s  

infrastructure.



W e b e lie v e  that C o o k  In le t’s  sh u t-in  o il and g a s  f ie ld s  can  plan a k ey  ro le  in deferring  

p rod u ction  d ec lin e  and in  spurring n e w  ex p lo ra tio n  and d ev e lo p m en t, A cco rd in g ly , w e  

are su p p o rtiv e  o f  the p rop osed  le g is la t io n , and b e lie v e  that it can  p rovid e an e ffe c t iv e  

in cen tiv e  for en co u ra g in g  p rod u ction  from  C o o k  In le t’s sh u t-in  and u n d ev elo p ed  fie ld s , 

m an y  o f  w h ich  w ere d isc o v e r e d  m ore than thirty y ea rs ago . W e are a lso  en cou raged  by  

you r co n sid era tio n  o f  th is  le g is la t io n  w h ich , i f  p a ssed , w ill further lev e l the p lay in g  fie ld  

in C o o k  Inlet. B y  a p p ly in g  eq u a lly  to fie ld s  in  w h ic h  there is  d iv erse  ow n ersh ip  in terests, 

in c lu d in g  in d ep en d en ts lik e  o u r se lv e s , m ajors su ch  as A R C O , P h illip s  and M arathon, and  

sm a ll loca l co m p a n ie s  su ch  as G a s Pro and in d iv id u a l A lask an s; the p roposed  leg is la tio n  

w ill serv e  to en co u ra g e  broader p artic ip ation  in the d e v e lo p m e n t and prod u ction  o f  the 

f ie ld s  e lig ib le  for roya lty  red u ction  under S en a te  B ill 2 5 6 .

In ad d ition  to p o ss ib ly  s tim u la tin g  the d e v e lo p m e n t o f  severa l k n ow n , u n d ev elo p ed  o il 

and g a s  fie ld s . S en ate  B ill 2 5 6  a lso  has the poten tia l to  lev era g e  add itional exp loration  

and d ev e lo p m en t in the v ic in ity  o f  n ew  infrastructure, in c lu d in g  p ip e lin es  and a sso c ia ted  

fa c ilit ie s , required to  d e v e lo p  th o se  fie ld s . A n y  n e w  o il and g a s  production  resu lting  

from  the d ev e lo p m en t o f  th ese  fie ld s  w ill in turn red u ce the average co st  o f  producing  

e x is t in g  reserves, and w ill ex ten d  the e c o n o m ic  life  o f  both e x is t in g  and n ew  C ook  Inlet 

p rod u ction  and transportation  infrastructure.

W e b e lie v e  that S en ate  B ill 2 5 6  rep resen ts a straight forw ard, e f fe c t iv e  m eans o f  

resp on d in g  to severa l d istu rb in g  trends a sso c ia te d  w ith  C o o k  Inlet o il and g as production , 

in clu d in g; 1) the con tin u ed  d e c lin e  o f  o il p rod u ction , from  a h istorica l h igh  o f  m ore than  

82 m illio n  barrels per year in 1 9 7 0  to le ss  than 14 .6  m illio n  ia rre ls  per year in 1996; 2)  

the a sso c ia ted  d e c lin e  in e m p lo y m e n t related to the o il and g a s  industry, as w ell as  

d e c lin in g  state and loca l ta x es  and roy a lties  from  C o o k  Inlet production; 3 )  the ad van ced  

d ep le tio n  o f  C o o k  In le t’s  principal p rod u cin g  o il f ie ld s , m ost o f  w h ich  n o w  are m ore than  

90%  d ep leted ; and 4 )  the ap p roach in g  d ep le tio n  o f  m an y o f  C o o k  In let’s producing gas  

fie ld s.
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T h e  p r o p o ^ d  le g is la t io n  p ro v id es  an in c e n tiv e  for le s s e e s  o w n in g  le a se s  o v e r ly in g  

p r e v io u s ly  d isc o v e r e d  o il or g a s  f ie ld s  in  the C o o k  Inlet b asin , w h ich  h a v e  rem ained  

u n d ev e lo p ed  or sh u t-in  from  at least January 1, 19S8 through  D ecem b er  3 1 , 1997 , to 

d e v e lo p  th o se  f ie ld s  as rap id ly  a s  p o ss ib le . In return, for n e w  o il  or g a s  p rod u ction  from  

th o se  f ie ld s  b egu n  b efore  January 1, 2 0 0 4 , le s s e e s  w o u ld  p a y  a red u ced  roya lty  o f  5% , 

in stead  o f  th e  12-'/2% sp e c if ie d  in  the le a se , for a  p eriod  o f  10 years fo llo w in g  the d ate on  

w h ic h  p rod u ction  b eg in s . B y  its term s, h o w ev er , S en a te  B ill  2 5 6  assu res that the S tate  

stan d s to  g a in  a lso .

B y  e s ta b lish in g  a short p eriod  o f  e lig ib ility  -  e n d in g  o n  D e cem b er  3 1 , 2 0 0 3  -  S en a te  B ill 

2 5 6  en su res that le s s e e s  d ilig e n tly  pursue d e v e lo p m e n t o f  th o se  fie ld s  or forfe it the  

o p p ortu n ity  to  p ay  reduced  ro y a lties . B y  lim itin g  the p eriod  o f  reduced  roya lty  p aym en ts  

from  q u a lify in g  f ie ld s  to  10 years fo llo w in g  the b e g in n in g  o f  prod u ction , the leg is la tio n  

p ro v id es  a  reason ab le  and m easu rab le  lim it to  the s ta te 's  fo r e g o n e  ro y a ltie s  in  ex c h a n g e  

for o il and  g a s  p rod u ction  that m ay  o th erw ise  not occu r. B oth  the S tate and all C o o k  

In let le s s e e s  stand to ga in  from  e x te n s io n s  to e x is t in g  infrastructure w h ic h  m ay  result 

from  the d e v e lo p m e n t o f  f ie ld s  w h ich  are e lig ib le  under S en a te  B ill 2 5 6 .

In c lo s in g , F orcen ergy  sup p orts S en a te  B ill 2 5 6 , and u rges the m em b ers o f  the  

C o m m ittee  to support its p a ssa g e . T h is  c o n c lu d e s  m y  prepared te s tim o n y , but I w ill be  

happy to  an sw er  an y  q u estio n s  that the m em b ers o f  the C o m m ittee  m ay  h ave.

i Kbdocs.TESTIMONYsb256
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ENSTAR Natural Css Company
A DIVISION OF SEAGULL ENERGY CORFCfWlON
<3000 Spenartl ftoad
P.Q Box 190268
Anchorage, Alaska 09519-O2G0
(007)284-3681

Richard F. Barnes 
President

February 19,1998

Senate R esources Com m ittee 
A laska State Legislature

Dear Senators;

Re: SB 256

E N ST A R  Natural Gas favors passage o f  Senate B ill 2 5 6 .  W e are concerned about 
ensuring an adequate gas supply for the 9 7 ,0 0 0  hom es and businesses that w e  serve In 
Southcentral A laska. W e arc working with C ook Inlet producers to  try to develop new  
supplies, In  a m odest w ay, this bill m ay help m ake m ore gas available.

Sm all gas fields can be expensive to develop and are typically difficult to operate. 
B y  reducing the royalty burden on  these marginal properties, som e leaseholders m ay choose  
to  develop fields that otherwise w ould be left shut-in. W e presum e tiiat the sam e holds true 
for marginal oil properties.

R eserves attributable to shut-in gas fields are net large. I f  all o f  those presently  
identified w ere m ade available for our customers' use, they w ould represent about 13 
m onths o f  gas consumption.

W hile additional gas production encouraged by SB 256  w ill help the area's supply 
situation, w e  believe that serious shortages may occur within the next ten years. W e hope to 
work w ith  the legislature to develop secure gas supplies to m eet local Alaskan needs.

Very truly yours,
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offered for oil and gas leasing during the calendar year in which the proposed program is 
made available to the legislature and the following four calendar years.

(c) Except as provided in (d) and (w) o f tl.is  section, an oil and gas lease sale may not 
be held unless it w as included in the proposed leasing programs subm itted to the 
legislature during the two calendar years preceding the year in which the sale is held. A 
lease sale m ay not be held before the date it is scheduled in the proposed oil and gas 
leasing program.

(d) The com m issioner
(1) m ay annually offer oil and gas leases of the acreage described in AS 

38.05.035(e)(6)(G);
(2) m ay issue oil and gas leases in an area that has not been included in a leasing  

program prepared, in accordance w ith (b) of th is section if  the land to be leased
(A) w as previously subject to a valid sta te or federal oil and gas lease;
(B) is  contiguous to land already under state, federal or private lease and the 

com missioner m akes a written finding, after hearing, that leasing of the land would 
result in a substantial probability of early evaluation and development of the land to be 
leased;

(C) is  adjacent to land owned or controlled by another party on which a discovery of 
commercial quantities of oil or gas has been made, and the com missioner finds, after 
hearing, that there is a  reasonable; probability that the land to be leased contains oil or 
gas in  communication w ith the oil or gas discovered on the land of the other party;

(D) is  adjacent to land included in the federal five-year Outer Continental S helf 
leasing program under 43 U.S.C. 1344, and the commissioner makes a written finding, 
after hearing, that coordinated or sim ultaneous leasing with the federal governm ent is in 
the public interest; or

(E) is the subject of an oil and gas exploration license issued under AS 38.05.131 — 
38.05.134.

(e) S im ultaneously with subm ission o f the leasing program required under (b) of this 
section, the com m issioner shall prepare and notify the legislature o f the availability of a 
report containing the following:

(1) the schedule of all lease sales held during the preceding calendar year, the bidding 
method or m ethods utilized, and an analysis of the results o f the bidding;

(2) i f  determined, a description of the bidding methods to be used for all lease sales to 
be held during the current and next two succeeding calendar years;

(3) the reasons a particular bidding method has been selected.
(f) Except as provided by AS 38.05.131 — 38.05.134 and 38.05.177, the commissioner 

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

(1) the com m issioner shall issue an oil and gas lease to the successful bidder 
determ ined by com petitive bidding under regulations adopted by the commissioner; 
bidding may be by sealed bid or according to any other bidding procedure the commis 
sioner determ ines is in the best interests of the state;

(2) whenever, under any of the leasing methods listed in this subsection, a royalty 
share is reserved to the state, it shall be delivered in pipeline quality and free of all lease 
or unit expenses, including but not lim ited to separation, cleaning, dehydration, gather­
ing, sa lt water disposal, and preparation for transportation off the lease or unit area;

(3) following a pre-sale analysis, the commissioner may choose at least one of the 
following leasing methods:

(A) a cash bonus bid with a fixed royalty share reserved to the state of not less than
12.5 percent in amount or value of the production removed or sold from the lease;

(B) a cash bonus bid with a fixed royalty share reserved to the state of not less than
12.5 percent in amount or value of the production removed or sold from the lease and a 
fixed share o f the net profit derived from the lease of not less than 30 percent reserved to 
the state;
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(C) a fixed cash bonus with a royalty share reserved to the state as the bid variable but 
no less than 12.5 percent in amount or value of the production removed or sold from the 
lease;

(D) a fixed cash bonus with the share of the net profit derived from the lease reserved 
to the state as the bid variable;

(E) a fixed cash bonus with a fixed royalty share reserved to the sta te of not less than
12.5 percent in am ount or value of the production removed or sold from the lease with the 
share of the net profit derived from the lease reserved to the state as the bid variable;

(F) a cash bonus bid with a fixed royalty share reserved to the sta te based on a sliding  
scale according to the volume of production or other factor but in no event less than 12.5 
percent in am ount or value of the production removed or sold from the lease;

(G) a fixed cash bonus with a royalty share reserved to the sta te based on a sliding  
scale according to the volume of production or other factor as the bid variable but not less 
than 12.5 percent in am ount or value of the production removed or sold from the lease;

(4) notwithstanding a requirem ent in the leasing method chosen of a minimum fixed 
royalty share, on and after March 3, 1997, the lessee under a lease issued in the Cook 
Inlet sedim entary basin who is the first to file w ith  the com m issioner a nonconfidential 
sworn statem ent claim ing to be the first to have drilled a well discovering oil or gas in a 
previously undiscovered oil or gas pool and who is certified by the com m issioner within  
one year of completion of that discovery well to have drilled a well in that pool that is 
capable of producing in paying quantities shall pay a royalty of five percent on all 
production of oil or gas from that pool attributable to that lease for a period of 10 years 
following the date of discovery of that pool, and thereafter the royalty payable on all 
production of oil or gas from the pool attributable to that lease shall be determined and 
payable as specified in the lease; for purposes of th is paragraph, the reduced royalty 
authorized by th is paragraph is subject to the following:

(A) only one reduction of royalty authorized by th is paragraph m ay be allowed on each 
lease that qualifies for reduction of royalty under this paragraph;

(B) if, under th is paragraph, application is made for a royalty reduction for a lease that 
W’as entered into before March 3, 1997, the com m issioner may approve the application 
only if, on that date, the lease was a nonproducing lease that was not committed to a unit 
approved by the com m issioner under (m) of this section, that is not part o f a unit under 
(p) or (q) of this section, and that has not been made part of a unit under AS 31.05;

(C) if  application for a royalty reduction is made under this paragraph for a lease on 
which a discovery royalty was claimed or may be claimed under the discovery royalty 
provisions of former AS 38.05.180(a) in effect before May 6 ,1 9 6 9 , the com missioner shall 
disallow the application under this paragraph unless the applicant waives the right to 
claim the right to a reduced royalty under the discovery royalty provisions o f former AS 
38.05.180(a) in effect before May 6, 1969; and

(D) the com m issioner shall adopt regulations setting  out the standards, criteria, and 
definitions of term s that apply to im plement the filing of applications for, and the review  
and certification of, discovery oil and gas royalty certifications under th is paragraph.

(g) The share of the net profit derived from a lease reserved to the state under (f) of this 
section is royalty sale proceeds for the purposes of the Alaska perm anent fund under AS 
37.13.010.

(h) The com m issioner may include terms in any oil and gas lease im posing a minimum  
work com mitment on the lessee. These terms shall be made public before the sale, and 
may include appropriate penalty provisions to take effect in the event the lessee does not 
fulfill the minimum work commitment. If it is demonstrated that a lease has been proven 
unproductive by actions of adjacent lease holders, the com m issioner may set aside a work 
commitment. The com missioner may waive for a period not to exceed one two-year period 
any term of a m inim um  work commitment if  the com missioner makes a w'ritten finding 
either that conditions preventing drilling or exploration were beyond the lessee’s

reasonable ability to for 
faith efforts an intent i 
waiver.
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OW NERSHIP OF SHUT-IN AND UNDEVELOPED 
COOK INLET OIL AND GAS FIELDS 

IDENTIFIED AS POTENTIALLY QUALIFYING 
FOR TEMPORARY ROYALTY REDUCTION 

UNDER THE PROVISIONS OF 
SENATE BILL 256 / HOUSE BILL 380

Field J-ypc Discovered Affected Lessees *

F alls C reek G a s 1961 A R C O  A la sk a  (50% ); C lif f  B u rg lin  (22% ); 
O dier Private In d iv id u als (28% )

N ico la i C reek G a s 19 6 6 U N O C A L  (50% ); M arathon (50% )

N orth  F ork G a s 1 9 6 5 G as-P ro  A la sk a  (6 4 .7 2 1 % ); A R C O  A la sk a  
(2 7 .3 7 5 % ); and  M arathon (7 .9 0 4 % )

Pt. S ta r ich k o f Oil 1967 M ob il (25% ); P en n zo il (25% ); P lacid  
(1 6 .0 7 1 4 3 % ); R o se w o o d  R eso u rces  
(4 .7 2 6 8 9 0 % ); H unt P etro leu m  C orp. 
(4 .2 0 1 6 8 0 );  and F orcen ergy  Inc (25% )

R edoubt S h o a l Oil 1968 F orcen ergy  Inc (70% ); U N O C A L (3 0 % ) **

W est Foreland G a s 19 6 2 F orcen ergy  Inc (1 0 0 % ) * * *

* F or th o se  f ie ld s  w h ich  arc w ith in  approved  u n its— F a lls  C reek , N ic o la i C reek. 
N orth Fork and R ed ou b t Sh oa l f ie ld s— in c lu d es  both the id en tity  o f  the W orking  
Interest O w n ers (W IO s) and their resp ective  o w n ersh ip  in terests in  the S tate o f  
A la sk a  le a se s  w ith in  the unit. F or Pt. S ta r ich k o f F ie ld , w h ich  is  not u n itized ,
W IO s and o w n ersh ip  interest p ercen tages noted  arc for the le a se  upon w h ich  the 
d isc o v e r y  w e ll w a s  drilled . A d d ition a l d e lin ea tion  d rillin g  in all f ie ld s  m ay  con firm  
reserves ex ten d in g  beneath  adjacent lea ses . A cco rd in g ly , le s se e s  in addition  to  
th ose  noted  a b o v e  m ay p otentia lly  be affected  by ex p ed ited  delin eation  and  
p rod u ction  o f  th ese  f ie ld s .

** F o rcen erg y  Inc currently  h o ld s 1(X)% W ork in g  Interest in the R ed ou b t U nit.
H o w e v e r , under die term s o f  an agreem en t b etw een  the co m p a n ies , U N O C A L  has 
the op tio n , w h ich  it is ex p ec ted  to e x erc ise , to  acquire a 30%  W ork in g  Interest in 
the unit.

* * *  T h e  d isc o v e r y  w e ll for the W est Foreland F ield  is  loca ted  on sh ore on  a federal lease  
h eld  by P h illip s  P etro leum  C om p an y . H o w ev er , there is  e v id e n c e  to su g g e s t  that 
die g as accu m u lation  con firm ed  by the d isco v ery  w ell m ay exten d  o ffsh o re  on to  
o n e  or m ore le a se s  o w n ed  by F o rcen ergy  Inc.



Houston
Palmer

\Vas3EIC O O K  INLET , A LASKA
OIL & GAS 

DEVELOPMENT MAPMAKERSALASKAPaYrttlAX

LEWS RIVER 
Unocal

S?RETTYCREEK\f,V
....

M£M IVAN RIVER 
BELUGA RIVER J f l f )  Unocal

MncKmp'c
STUMP LAKE 
Unocal

J N;.qOOK INLET 
!<=. Phllilps X PointPottemonMQOUAWKIE Jy'onek

GRANITE POINT 
Unocal

I^N. TRADING BAY 
; TRADING BAY- Unocal 
| * b  N. MjODLE GROUND 

: -rr  SHOAL - Unocal 
-V middle/ground y  

shoal/- Shell /

BIRCH HILL 
ARCO / /

A L A SK ASWANSON RIVER 
’ Unocal

SOLDOTNA CREEK 
Unocal

Pori
Sikiski BEAVERCREEK

-'^Marathon,
REDOUBT
Forcenergy Kcnai \ j

CANNERY LOOPro 
Marathon j

KEMAI coil 
Marathon I.

Marathon

"■ ') ' ^7
tna I\>v/A-

Sieitog ft»y

’VALOIS'ISLAND

P e n i n s u l a

w
• p *

SBSSpvt.'.-. • : -V rv^CSSS

LEGEND

Oflihaic Platfomi
OI field

0.1 and-or Gat Uni
Oil Pipeline* G«ftP>ptta«i

'V' '.'v<

mfipytvvr:.. • •

Ou!»l»,-n« P'OlpSd far Royalty Deduction

r liisiK IS

Ninilchil



Report of Investigations 95-11

ANALYSIS OF HISTORICAL OIL AND GAS LEASE SALE 
AND EXPLORATION DATA FOR ALASKA

STATE OF ALASKA 
DEPARTMENT OF NATURAL RESOURCES

DIVISION OF GEOLOGICAL & GEOPHYSICAL SURVEYS 
IN COOPERATION WITH THE DIVISION OF OIL & GAS

1995

by
Richard W. Kornbrath

Published by



Tabic 9. Complete listing o f all Alaska discoveries

No. Ficld/accumulatlon Discovery date Fluid type(s) Status No, Field/accumulation Discovery date Fluid type(s) Status

Northern Alaska Cook Inlet

1 Prudhoe Bay 1967 O il, Gas P 40 Swanson River :••• .1957 Oil, Gas P
2 Lisbume 1967 O il, Gas P 41 Middle Ground Shoal 1962 Oil, Gas P
3 Kuparuk River 1969 Oil, Gas P 42 Granite Point 1965 Oil, Gas P
4 Milne Point 1969 O il, Gas P 43 Trading Bay 1965 Oil, Gas P
5 Pnid. Bay - West Beach 1976 Oil, Gas P 44 McArthur River 1965 Oil, Gas P
6 Prud. Bay - N. PB St. 1970 Oil, Gas P 45 Beaver Creek 1965 Oil, Gas P
7 Endicott 1978 Oil, Gas P 46 West McArthur River 1991 Oil, Gas P
8 Niakuk 1985 Oil P 47 Kenal C - 1959 Gas P
9 Point McIntyre 1988 Oil, Gas P 48 West Fork 1960 Gas P
10 South Barrow. 1949 - Gas P 49 North Cook Inlet 1962 Gas P
11 East Barrow 1974 Gas P 50 Beluga River 1962 Gas P
12 Walakpa 1980 Gas P 51 Ivan River 1966 Gas P
13 West Sak 1969 Oil UD 52 Lewis River 1975 Gas P
14 Point Thomson 1977 Oil, Gas UD i 53 Stump Lake 1978 Gas P
15 Northstar/Scal Island 1984 Oil UD 54 Pretty Creek 1979 Gas P
16 Flaxman Island 1975 Oil UD 55 Cannery Loop 1979 Gas P
17 Umiat ! 1946 Oil UD 56 Kntalla (G u lf o f Aleska) 1902 Oil ABND
18 Fish Creek 1949 Oil UD 57 Redoi'1’ ' "Hioal 1968 Oil UD
19 Simpson • . • 1950 Oil UD 58 Sunfisii 1991 Oil UD
20 Mikkclson 1978 Oil UD 59 Sterling 1961 Gas SI
21 Gwydyr Bay 1981 Oil UD 60 Falls Creek 1961 Gas UD
22 Tcm Island 1983 Oil UD 61 West Foreland 1962 Gas UD
23 Hcini Springs 1984 Oil UD 62 North Fork 1965 Gas UD
24 Colville Delta 1985 Oil UD 63 Nicolai Creek 1966 Gas SI
25 Hammerhead 1986 Oil UD 64 Birch Hill 1967 Gas UD
26 Sandpiper Island 1986 Oil UD 65 Moquawkie 1965 Gas SI
27 Badami 1990 Oil UD 66 A lbct Kaloa 1968 Gas UD
28 Kuvlum 1992 Oil UD 67 N. Middle Ground Shoal 1964 Gas UD
29 Fiord (Colville Delta) 1992 Oil UD
30 Kalubik (Colville Delta) 1992 Oil UD Abbreviations
31 Cascade 1993 Oil UD
32 Sourdough 1994 n/a UD P = producing
33 Meade 1950 Gas UD UD = undeveloped
34 W olf Creek . ‘ 1951 Gas UD ABND = abandoned
35 Gubik 1951 Gas UD Si = shut in
36 Square Lake 1952 Gas U I) □ = discovered prior to
37 Bast Umiat 1963 Gas UD competitive leasing, 12/59
38 Kavik 1969 Gas UD
39 Kemik 1972 Gas UD
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TONY KNOWLES. GOVERNOR

DEPARTMENT OF NATURAL RESOURCES 3601 "C” s t r e e t , s u it e  1380
ANCHORAGE. ALASKA 99503-5948 

DIVISION OF OIL AND GAS PHONE: (907) 269-8800

M arch 11, 1998

S en ator  R ick  H alford , C hairm an  
S en ate  R eso u rces C om m ittee  
A lask a  State L egislature  
State C apitol 
Juneau, A la sk a  9 9 8 0 1

D ear Sen ator  H alford:

I w o u ld  lik e  to  take this opportun ity  to o ffe r  so m e  c o m m en ts  on S B 2 5 6 /H B  3 8 0  (b ill) and 
to respond  to the M arch  4  letter to y o u  from  Jam es E ason . H is letter m isrepresents the 
d iv is io n ’s p o sitio n  on  the b i l l ’s  fisca l e f fe c ts  and is so m ew h a t “ factu a lly  d isad van taged .’’ 
M oreover, w hat is c lea r  n o w  that w as not c lea r  from  the letter is that Mr. E ason  is w ork in g  
for F o rcen erg y  on  the b ill.

T h e  b ill 's  principal g o a l is not “to d e v e lo p  n ew  so u rces o f  natural g a s  to help  o ffse t  
potentia l su p p ly  sh o rta g es w h ich  h ave b een  forecasted  to occur in the next 10-11 years.” 
A s the representative o f  M arathon testified  b efore  both the S enate R esou rce C om m ittee  and 
the H o u se  S p ec ia l C o m m ittee  on  O il and G as (c o m m ittee ), ” [n ]ew  m arkets for 
u n com m itted  natural gas reserves are not a va ilab le  for the next severa l years, m aking it 
d ifficu lt to e c o n o m ic a lly  ju stify  near term  d rillin g  ex p en d itu re . [and] this B i l l ... w ill [not] 
be en o u g h  to stim u late  s ig n ifica n t a ctiv ity  for natural g a s  d ev e lo p m en t in the near future.” 
E ven  Enstar a c k n o w le d g e s  that it already has under contract en o u g h  g a s to m eet its dem and  
through 2 0 0 2 . In the near future, the b i l l ’s o n ly  e ffe c t  on  the g as m arket w ill lik e ly  be the 
su b stitu tion  o f  f iv e  percent roya lly  g a s  for 12.5 p ercent royalty  gas. T h e picture that 
em erg es  stron g ly  su g g e s ts  that the b ill’s principal goa l is to grant F orcenergy  a royalty  
reduction  for o il production  from  the R edoubt U nit, w h eth er  it is n eed ed  or not and w ithout 
any e c o n o m ic  or tech n ica l an a lysis .

A bout a year  a g o  F orcen ergy  approached  the d iv is io n  about form ing a n ew  unit, the 
R edoubt U nit. T w o  o f  the le a se s  in the p rop osed  unit w o u ld  ex p ire  i f  they w ere not put 
into the unit and co u ld  be released  in the next co m p etitiv e  lease  sa le . T he d iv is io n  agreed to 
form  the unit and ex ten d  the lea ses  b eca u se  the d iv is io n  b e liev ed , based  on  F orcen ergy’s 
representations, that F orcen ergy  w o u ld  rapidly attem pt to d ev e lo p  the lea ses  under the 
e x is t in g  lea se  term s, sp e c if ic a lly  the 12.5 percent royalty  term s. Indeed , F orcen ergy  
co m m itted  to sh o o t a 3 -D  se ism ic  su rvey  o v er  the area and p rocess it by the end o f  1997, 
ev a lu a te  the data by the 1st quarter o f  th is year, and drill a w e ll by the end  o f  1999 or 
co m m it to con stru ct a prod u ction  p latform  by the en d  o f  2 0 0 1 . T h e  d iv is io n  a lw a y s  
understood  that F orcen ergy  co u ld  app ly for royalty  reduction  under the statute am en d ed  by 
MB 2 0 7  w h ere it w o u ld  be required to sh o w  b y  “clea r  and c o n v in c in g ” ev id en ce  that 
“prod u ction  ... w o u ld  not b e o th erw ise  e c o n o m ic a lly  fe a s ib le .”

"Develop, Conserve and Enhance Natural Resources fo r  Present and Future Alaskans"



It is  d iscon certin g  that M r. E a so n  w o u ld  be critica l o f  the assu m p tion s m ade in the 
d iv is io n ’s  fisca l note. F irst, M r. E ason  has r eco g n ized  that m ak in g  su ch  a fin an cia l 
estim ate “is  d ifficu lt w h en  all the in form ation  is  on  the table [and is] virtually im p o ssib le  
w h en  nr' her reserves, nor the c o s t  to p rod u ce th o se  reserves are [a v a ila b le ].” T h is  latter  
situation is p rec ise ly  w hat the d iv is io n  co n fro n ted  in preparing the fisca l note  and the 
reason  for its caveat: “It is  im p o ss ib le  to q u an tify  the fisca l e ffe c t  o f  th is b ill 
N ev erth e less , the d iv is io n  a ttem pted , in g o o d  faith , to  in form  the leg isla tu re o f  the b il l’s 
p o ss ib le  fin an cia l co n se q u e n c e s . G iv e n  the p au city  o f  the data, the d iv is io n  stands b y  its 
fisca l note.

N ex t, by referring to a d ec lin e  cu rve for the H em lo ck  O il P o o l, Mr. E ason  cr itic izes  the 
d iv is io n ’s u se o f  flat production . A g a in , the d iv is io n  w a s m ere ly  trying to g iv e  an idea o f  
the m agnitude o f  poten tia l lo ss  to  the state. For this typ e o f  a n a lysis , a fiat d ec lin e  curve  
o ver a  sp ec ified  range o f  production  is p erfectly  accep tab le . T h e  d iv is io n  is w e ll aw are o f  
h o w  fie ld s  d ec lin e . In terestin g ly , M r. E a so n ’s d ep le tio n  table is  very m islea d in g . It starts 
10 years A F T E R  the start o f  prod u ction — in the first year o f  d ec lin e . T h e H e m lo c k ’s 
production  graph sh o w s  that for the first 10 years there w a s N O  production  d ec lin e . T he  
d iv is io n  can  p rovid e the ex a c t num bers i f  y o u  w ant them , but i f  the co m p le te  production  
history is  co n sid ered , then the range o f  reduction  is v irtually  identical to that presented in 
the d iv is io n ’s fisca l note. W ith ou t belter in form ation , all an yon e can d o  is sp ecu late  about 
the shape o f  a f ie ld ’s d e c lin e  cu rve. W hat o n e  can  say  w ith  certai lty , h o w ev er , is that the 
bill creates an in cen tiv e  to produce the fie ld  as rapidly as p o ssib le  to m in im ize  the d ec lin e  
curve in the f ie ld ’s early  years

F inally , M r. E ason  cr itic izes  the fisca l note  by se le c t iv e ly  p ick in g  and c h o o s in g  p.irts o f  the 
d iv is io n ’s a n a ly sis . P a g e  3 o f  the letter starts: “I f  o n e  ad op ts the d iv is io n ’s h igh est 
production  rate ... .’’ W hat it sh o u ld  say  is that: “T h e author o f  this letter has c h o se n  to 
adopt the d iv is io n ’s h ig h est p roduction  rate and ignore the rest o f  the d iv is io n ’s a n a ly s is .” 
T h e fisca l note p rov id es tw o  ranges o f  prod u ction  and su g g e s ts  that C o o k  Inlet o il fie ld s  
w ou ld  o ften  fit so m ew h ere  in this range. A g a in , the d iv is io n  stands by its fisca l n ote , fu lly  
reco g n iz in g  the uncertainties in th ese  typ es o f  a n a lyses.

Mr. E a so n ’s letter a lso  attem pts to rationalize the b ill’s  term s by equating them  to those, o f  
tw o  other recent b ills . First, he su g g e s ts  that the b il l ’s term s arc co n sisten t w ith  the recent 
royalty  reduction  b ill, H B  2 0 7 . B o th  d o  h ave a f iv e  per cen t royalty  rate p rov ision . But, 
the b ill’s p rov ision  is a fiv e  p ercent c e ilin g  w h ile  H B  2 0 7 ’s p rov ision  is a fiv e  percent 
floor. U nder the b ill, the roya lty  can n ot be in creased  during the ten year h o lid ay . 
M oreover, th is b ill gu ts H B  2 0 7 ’s p rotection s: (1 )  a c lea r  sh o w in g  o f  n ecessity ; (2 ) 
protection  o f  the s ta te ’s interest; and (3 ) u p sid e potential for the state. A s  R epresentative  
R ok eb erg  n oted , th is b ill is ju st  an en d  run around H B  2 0 7 .

N ex t, M r. E ason  attem pts to  link  this bill to the recent d isc o v e r y  royalty b ill b ecau se  neither 
p rovid es for ch a n g in g  e c o n o m ic  co n d itio n s . B u t, they can n ot be equated . T h e d isco v ery  
royalty b ill is in tended  to rew ard c o m p a n ies  w h o  risk substantia l dollars drilling rank 
w ild cat exp loration  w e lls  and then act d ilig en tly  to bring that fie ld  into production . T h is  
bill rew ards th ose  w h o  had the g o o d  fortune to o w n  the lea se s  in q u estion  at the tim e o f  the 
b ill’s p a ssa g e  for brin g in g  k n ow n  o il and g as a ccu m u la tio n s into production . T h is bill 
g iv e s  a b ig g er  rew ard (b eca u se  it a p p lies to all p o o ls  w ith in  a fie ld  as op p o sed  to a p oo l 
w ithin  a fie ld ) for a lo n g er  tim e (b eca u se  the ten year period  runs from  the date o f  first 
production  rather than from  the date o f  d isco v ery ) to th o se  w h o  take le ss  risk. S o m eth in g  
is w ron g  w ith  th is p icture. Mr. E a so n ’s  com p arison  o f  the b il l’s  term s w ith  th ese  other  
tw o  b ills ’ m erely  v e ils  the arbitrariness o f  the b ill’s term s.



O n e o f  the k ey  p ro v is io n s in H B  2 0 7  is that royalty  r e l ie f  can n ot be granted u n less there is 
a c lea r  and c o n v in c in g  sh o w in g  that w ithout the r e lie f  the o il or g as production  “w ou ld  not 
oth erw ise  be e c o n o m ic a lly  fea s ib le .” T he b ill grants r e lie f  w h eth er or not the field  needs  
re lie f. M r. E ason  su g g e sts  that o n e  sh ou ld  assu m e that the sh o w in g  has b een  m ade  
b eca u se  fie ld s  that w ere  d isco v ered  3 0  years a g o  and are still not d ev e lo p ed  m ust (“ it seem s  
a x io m a tic”) n eed  roya lty  reduction . A pparently , not a ll the f ie ld s  that w ere  d iscovered  3 0  
years a g o  n eed  r e lie f  s in ce  o n ly  the s ix  fie ld s in the C om m ittee  Substitute are perm itted this 
re lie f, e v e n  i f  other fie ld s  m ay m eet the sam e criteria. Furtherm ore, all s ix  fie ld s m ust need  
id en tica l am ounts o f  re lie f  o v er  the sam e am ount o f  tim e s in c e  the b ill provi !es no options. 
A lth ou gh  th ese  f ie ld s  m ay  h ave b een  d isco v ered  3 0  years a g o , the lea ses  that com p rise  the 
tw o  o il f ie ld s  (R ed ou b t and Pt. S tarich k of) w ere  recen tly  issu ed . F orcen ergy  recently  
acquired  the R edoubt lea se s  and applied  for the R ed ou b t U n it w ith in  the past y e a r . A rco , 
A nadarko and F orcen ergy  bou gh t Pt. S ta r ich k o f le a se s  in the last fe w  lea se  sa les. I f  they  
did  not think th ese  p rosp ects w ere  profitab le bearing a 12.5 p ercent roya lty , then w h y  buy  
the lea se s  and w h y  form  the R edoubt U nit?

A s I ou tlin ed  in m y M arch 2  letter to R epresentative H o d g in s , the recent P h illip s press  
release  regarding their n ew  d isco v ery  (T yon ek  D eep ) in d icates that that fie ld  is eco n o m ic  
and states “ [e n g in e e r in g  stu d ies have been in itiated  for d es ig n  o f  p ip e lin e  and production  
fa c ilit ie s  cap ab le  o f  p ro cess in g  5 ,0 0 0  barrels o f  o il per d ay  as early  m id -1999  " Perhaps
“leverag in g  additional exp loration  and d ev e lo p m en t in the v ic in ity  o f  n ev  infrastructure” 
d o es  not require a 60%  roya lty  reduction .

M oreover , the n otion  that a k n ow n  accu m u lation , w h ich  has not b een  d ev e lo p ed  for tw enty  
to  thirty years, is  u n eco n o m ic  has been  refuted. T ech n o log ic .'1’ ad van ces and c o s t  sav in g  
m easures have m ore than o ffse t  d ec lin in g  o il prices in real term s. O n the A lask a  North  
S lo p e , for ex a m p le , the m in im u m  e c o n o m ic  fie ld  s iz e  co n tin u es  to be reduced. B etw een  
1991 and 1996 , op eratin g  e x p e n se s  w ere  reduced  from  $ 2 .2 9  per barrel to $ 1 .5 4  per barrel 
(a  33%  red u ction ), d ev e lo p m en t w e ll co sts  w ere reduced  from  $ 3 .0  m illion  per w e ll to 
$ 2 .0  m illio n  per w e ll  (a  33%  reduction), and w e ll h o o k -u p  c o s ts  w ere  reduced  from  $ 1 .5  
m illio n  per w e ll to  $ 0 .6  m illio n  per w e ll (a  60%  red u ction ). B e tw e e n  1996  and 1997, 
d ev e lo p m en t w e ll co sts  w ere reduced further reduced  from  $ 2 .0  m illion  to $ 1 .7  m illion  
(another 15% reduction  in o n e  year). T h ese  co sts  are in “do llars o f  the d a y ,” and  
co n sid er in g  in flation  o v er  th is period, these ted u ctio n s are, to qu ote A rco , “ev en  m ore 
dram atic.”

A lth ou gh  the d iv is io n  d o e s  not p o sse ss  sim ilar  sta tistics for the C o o k  Inlet, industry has 
a lso  b een  recen tly  reducing  c o sts  in the C ook  Inlet and ex p e c ts  to con tin u e to reduce co sts  
over, at least, the n ext severa l years. M oreover, 3 -D  se ism ic  and ex ten d ed  reach drilling  
has en ab led  the industry to drill “sm arter” w e lls  g iv in g  m ore reductions. “Sm arter” m eans  
few er w e lls  drilled  w ith  a greater precision  than co u ld  have b een  a ch iev ed  ev en  fiv e  years 
ago. 3 -D  se ism ic  not o n ly  p rov id es the exp lora tion ist a c learer  v ie w  o f  the subsurface, it 
p rovid es the production  m anager a tool to drill m ore e ff ic ie n t  d ev e lo p m en t w e lls . 3 -D  
se ism ic  a lso  a ss is ts  in d esig n in g  w ater flo o d s and o th er  p roduction  en h an cin g  tech n iq u es to 
m a x im ize  b enefit and m in im ize  cost.

G iv en  th ese  tech n o lo g ica l ad van ces and co st  sa v in g  m easu res, on e  m u st qu estion  the need  
for additional in cen tiv es  in the C ook  Inlet. T od ay  the C o o k  Inlet is a bu sy  p lace  (see  
en c lo su res) w ith  a lo t o f  d rillin g  and se ism ic  activ ity . W e have had tw o  su ccessfu l recent 
lea se  sa les  and exp loration  activ ities are the h igh est s in ce  A r c o ’s w ork at S u n fish  f iv e  years 
ago. T h e  d iv is io n  e x p e c ts  this pace to con tin u e for the near term.

In add ition  to th ese tw o  factors, thi high leve l o f  activ ity  can  be attributed to a favorable  
b u sin ess  c lim a te . T h is  favorab le  c lim ate  ex ists , in large part, due to  an o n g o in g  ser ies o f



n ew  leg is la tio n  that has im p roved  the sta te’s stature in the w orld  o il  m arketplace. A rea w id e  
lea sin g  and d isco v ery  roya lty  are tw o  ex a m p les . It m a y  b e w is e  to g iv e  th ese  n ew  
te c h n o lo g ie s , c o s t  sa v in g  m easu res, and n ew  program s a ch a n ce  to  w ork  b efore  
co m m ittin g  the state to any ad d ition a l, and p o ten tia lly  u n n ecessary , fin an cia l o b liga tion .

I f  the leg isla tu re  n ev erth e less  b e lie v e s  that an in cen tiv e  is  w arranted, the d iv is io n  urges the 
leg isla tu re  to se lec t  term s that are not, to u se  the S en a te  sp o n so r ’s w ord  “arbitrary,” and  
that p rov id e  for the “m ax im u m  b en efit o f  [A la sk a ’s] p e o p le ” as the A la sk a  con stitu tion  
requires. A  b ill that g iv e s  us a w ay  to o  m uch  roya lty  d o e s  not b en e fit  A la sk a ’s c it iz en s . It 
d o es  not create A la sk a  jo b s  or p rov id e  loca l taxes s in c e  th ey  w o u ld  b e created  a n y w a y . It 
in creases profit for a co m p a n y  and rev en u es for the federal go v ern m en t at the s ta te ’s 
e x p e n se .

I f  the leg isla tu re d esires s im p le  term s w ith  certain  re lie f, it sh o u ld  d o  so  o n ly  a fterca refu l 
a n a lysis . It is  true, for ex a m p le , that the federal D eep w a ter  R o y a lty  R e lie f  A ct has h e lp ed  
p rom ote d ev e lo p m en t in the G u lf  o f  M e x ic o . B u t the term s w ere  not adopted  arbitrarily. 
T h ey  w ere  o n ly  ad opted  after a n a ly sis  o f  the c o s ts  and b en efits  to  the federal g o v ern m en t. 
T h e term s reco g n ize  that d istan ce  from  the infrastructure and w ater depth  in creases c o sts  . 
and the a c t’s royaity v o lu m e  cap  varies w ith  depth . T h e forty m illio n  barrel cap  in the 
co m m ittee  substitute is a s tep  in  the right d irection , but it d o e s  not reco g n ize  the s ig n ifica n t  
d ifferen ce  in  c o s t  b e tw een  on sh ore  and o ffsh o re  d e v e lo p m e n t in the C o o k  Inlet.

M oreover, it d o es  not protect the s ta te ’s  interest i f  o il p rices rise. T h e b ill w ill either:

1. not red u ce c o s ts  en o u g h  to g et R ed ou b t d ev e lo p ed ;

2 .  reduce c o s ts , but R ed ou b t w o u ld  h ave b een  d e v e lo p e d  an yw ay; or

3 .  reduce c o s ts  su ch  that R edoubt c o u ld  b e d e v e lo p e d  w h en  it w o u ld  not 
h ave o th erw ise  been  d ev e lo p ed

If the latter is the c a se , c o n sid er  th is. B a sed  on  to d a y ’s o il p rices, the p rop osed  s ix ty  
percent reduction  in royalty  eq u a tes to about a n in ety  cen t per barrel reduction  in o il price.
In e sse n c e , F orcen ergy  is te llin g  the leg isla tu re that they  co u ld  d e v e lo p  R ed ou b t, but o n ly  if  
o il prices w en t up n in ety  cen ts. I f  the leg isla tu re red u ces the royalty , and o il p rices rise 
n in ety  cen ts , sh o u ld  the roya lty  return to 12.5 percen t?  If o il prices in crease  $ 1 .8 0  o v er  
to d a y ’s p r ices , sh o u ld  the state share in that u p sid e?  I f  o il prices rise from  the current $ 1 2  
le v e l to the $ 2 2  lev e l o f  ju st  last year, sh ou ld  the state share in that u p sid e?

I am  a va ilab le  to an sw er  any q u estio n s  you  or  m em b ers o f  the C o m m ittee  m ay have.

V ery  truly you rs,

K enneth  A . B o y d  
Director

E n closu res

cc: S en ator  D rue Pearce
R ep resen tative  M ark H o d g in s
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R e d o u b t  U n i t  e s t a b l i s h e d ,  F o r c e n e r g y  i s  o p e r a t o r .

■  F o r c e n e r g y  b o u g h t  a l l  o f  S t e w a r t  P e t r o l e u m  a s s e t s .

■  U N O C A L  h a s  p r o p o s e d  f o r m a t i o n  o f  P i o n e e r  U n i t .

■  G r o w t h  R e s o u r c e s  e x p l o r i n g  f o r  c o a l b e d  m e t h a n e .

-• 3 shallow wells have permit-to-drills and are spudded 
Locations are near Houston in south-central Alaska

■  N i n i l c h i k  a r e a  2 D  ,  U p p e r  C o o k  I n l e t  o f f s h o r e  3 D  a n d  S w a n s o n  

R i v e r  3 D  s u r v e y s  c o m p l e t e d  i n  1 9 9 7 .
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F r o n t i e r  P e t r o l e u m  p l a n s  g a s  e x p l o r a t i o n  w e l l ,  A e g i s  # 1 .

Onshore west of Trading Bay Field

A n a d a r k o  h a s  p r o p o s e d  a  w e l l ,  L o n e  C r e e k  # 1 .

NearTyonek on Moquawkie (surface)/CIRl (subsurface) land 

P h i l l i p s  p l a n s  m o r e  d r i l l i n g  f o r  T y o n e k  D e e p  a c c u m u l a t i o n .

Formerly known as Sunfish
Located at a level below North Cook Inlet gas field
Results of latest delineation well non-commercial

N  M i d d l e  G r o u n d  S h o a l  3 D / 2 D  s u r v e y  p l a n n e d  f o r  l a t e r  i n  1 9 9 8



ENSTAR Natural Gas Company
A DIVISION OF SEAGULL ENERGY CORPORATION
3000 Spenard Road
RO. Box 190288
Anchorage. Alaska 99519 0288
(907) 264-3681

Richard F. Barnes 
President

D e c e m b e r s , 1997

A laska State L egislature

W e w ou ld  like to h ave the A nchorage C aucus p ass a resolution supporting the sale  
o f  State royalty  g as from  C ook  Inlet to supply the n eed s o f  local users.

W e  are con cern ed  about ensuring an adequate natural gas su p p ly  for A laskans. W e  
arc w ork in g  w ith  C ook  Inlet producers to try to d eve lop  n ew  supplies. A lo n g  w ith these  
reserves that m av  b e d evelop ed , w e  w ant to contract to purchase the state’s C ook  Inlet royalty  
gas. T he sta te ’s share w ill not so lv e  all o f  our supp ly  shortfall, but it w ill take us part w ay  

there, w ith  the balance co m in g  from  n ew  sources.

Tire red lines on  the m ap (first s lid e) sh o w  the location  o f  our high-pressure 
transm ission  p ip elin es. D istribution m ains and serv ice  lines branch out from this system . In 
all, w e  have about 5 ,0 0 0  m iles o f  p ipelines extend ing  from as far south as K alifom ski Beach  

on the K enai P en insu la  to the H ouston  H igh S ch o o l, north o f  W asilla. From this system  w e  
d eliver  natural g as at 9 7 ,0 0 0  locations. W e serve over h a lf  o f  the h om es and L isin esses in the 
entire state. B eca u se  o f  w idespread use, vour constituents have a verv large stake in the 

security o f  gas su p p lies to m eet their heating needs.

T h e  next s lid e  sh o w s annual use o f  gas produced from  fie lds located  in and around 
C o o k  Inlet. T w o  industrial plants on  the Kenai P eninsula use the m ajority o f  production: the 
L N G  plant o w n ed  by P h illip s and M arathon and the am m onia/urea plant ow n ed  by U nocal. 
P ow er u se is for C h ugach  Electric, M L & P and the m ilitary bases. G as utility is for gas 
purchased b y  E N S T A R  for its custom ers and gas transported by E N S T A R  for direct users or 
third-party m arketers. F ield  operations include gas for lifting, p rocessin g , pum ping and 
com p ressin g  o il and gas. N ote  that the total produced in 1996 w as 2 2 5 .4  b illion  cubic feet. 1 
w ill com pare this production rate to w hat is left and w hat has been d iscovered  over the past 30  

years.

T h e  next s lid e  sh o w s h o w  m uch gas is left in C ook  Inlet and w h o  controls the gas. 
T he total reserve num ber is front A laska D iv ision  o f  Oil and G as estim ates. Phillips and 
M arathon argued in their export licen se  exten sion  application that there m ight he 10% m ore 
reserves than the sta te ’s num ber. Our consultants b e liev e  that the sta te’s estim ate m ay be 
high. From  a b ig-p icture v iew , it probably d o e sn ’t m atter that m uch as to w h o  has the best 
num ber. A t the end o f  1997, the state's num ber w ou ld  be around 3 ,0 0 0  B cf. A 10% 
differen ce, or 3 0 0  B cf, w ou ld  extend  supplies o n ly  about 16 m onths at the 225  B c f  per year 
rate (p rev iou s slid e). A s a separate issue, you k n ow  w e  are q u estion ing  the w isd o m  approving

E N S T A R

A nchorage C aucus
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the L N G  ex ten sio n  (2 0 0 4 -2 0 0 9 ) at this tim e because o f  the proven reserve situation. I hope  
yo u  can understand w h y  w e  have taken this unpleasant p osition  in light o f  projected reserves 
crashing during that period. T he prim ary point here is  to underscore the unsustainable rate o f  
gas production  com pared to what is left in kn ow n  reservoirs.

T h e  n ext s lid e  sh o w s w hat rate-of-production from  proven gas supplies is im plied. 
A fter 2 0 0 4 . the annual am ount that n eed s to b e  produced ex ceed s  w hat vou  can reasonably  
expect to produce from  know n reservoirs.

S o m e  say  that there is lots o f  gas in C o o k  Inlet and that all w e  have to do is drill for it 
and it w ill b e found. W e h op e that turns out to b e  the case; h ow ever, the data d oes not support 
that contention . T h e next slid e  sh o w s annual exploration  w e lls  drilled and the resulting n ew  
fields d iscovered . From  1957  to 1965 there w ere  great drilling su ccesses  in the basin. M ost  
gas b e in g  produced today still co m es from  the very large fie ld s d iscovered  during this tim e  
period. H o w ev er , th ose  large fields are d ep leting  at a rapid rate. From 1966 through 1996. 
another 146 exploratory w e lls  w ere drilled, but w ith  lim ited su ccess.

T h e n ext s lid e  sh o w s w hat the 146 exploratory w e lls  produced in the w a y  o f  n ew  gas  
and o il fields. W est Forelands (Stew art Petroleum ) and Sunfish  (A R C O /P hillips) oil 
d iscoveries -  both sm all fields. A nd, three m od est gas fields: C annery Loop, Stum p Lake and 
Ivan R iver. In this 30-vear effort approxim ately  2 1 0  B c f  o f  gas w as d iscovered  in n ew  fields. 
w h ich  am ounts to le ss  than one vear o f  current production  (2 2 5 B cf). The last gas field w as  

d iscovered  in 1979, 18 years ago.

A nother w a y  o f  exp ressin g  past exploration versus production is that w e  are 
producing gas at 3 0  tim es the rate that w e  are d iscoverin g  n ew  supplies.

T h e next s lid e  sh o w s E N S T A R ’s projected purchases as the total o f  the stacked bars. 
T he b lue is g as produced from  the B elu ga  gas field  (C hevron , A R C O  and M L & P). T he red is 
from M arathon. T h e green and y e llo w  totals are gas su p p lies that w e  need to obtain. The  
green sh o w s the effect that obtain ing state royalty in kind gas w ould  have on our supp ly  
situation. A s  y o u  can see , the sta te’s share a lon e w ou ld  not supply all o f  our needs, but it 
w ou ld  provide a m ean in gfu l layer to our supp ly  needs. Our shortfall is projected to begin  in 
2 0 0 2 . W e h ave four years left at full supply.

T h e last s lid e  sh o w s h o w  a p ip elin e  spur from an export gas pipeline could  bring 
sign ificant su p p lies o f  gas to C ook Inlet users. It w ou ld  be a g ood , lon g-term  fix for our area. 
H ow ever, w e  cannot stand by w h ile  w aitin g  for the ow ners o f  the North S lop e  gas to d ecid e  
that the tim ing is right to com m it gas to export. For n ow , w e m ust w ork with w hat is c lo ser  at 
hand. It w o u ld  be im p n id en t to bet on  sp ecu la tive d iscover ies and construction o f  the North  
S lo p e  gas p ip elin e  to keep the heat on for h a lf  the sta te’s population.

W e b e lie v e  that the C ook Inlet royalty g as shou ld  be com m itted  to local users at this 
tim e. W e are o ffer in g  to pay  to the state a price that is at least as m uch as the producers are 
n ow  paying  for the va lue o f  royalty gas taken for their purposes, or the sam e am ount as 
E N S T A R  p ays its supplie, s, w h ich ever  i f  higher. Currently, E N S T A R  pays its suppliers m ore  
than the state rece iv es  from  the producers in royalty paym ents. S o , there w ou ld  be no s u b s id y  
by the state and probably n o  increased co st to consum ers.
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W e h op e  that the A nchorage C aucus can  support our effort. W e re-sell g as at the  
sam e p rice w e  p ay  at the w ellhead . Our operating m argins co m e  from  use o f  the p ipeline  
system . A nd b ecau se  w e  have a very  e ffic ien t sy stem , our rates are am ong the low est in the 
country. W e w o u ld  appreciate your support in keep in g  th is benefit w orking for A laskans.

P lease  let m e k n ow  i f  you  have questions.

V ery  truly yours,

Encs.

E N S T A R



RLRSKR PIPELINE COMPANY /  ENSTRR NRTURRL GRS COMPRNY
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1996 End Use o f  C ook  Inlet Gas P roduc t ion
Annual Volume (Bcf)
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Total Use 225.4 Bcf
Source: AK Depl. of Natural Resources 4/97 Report



Estimated Remain ing C ook  Inlet G as R ese rve s  (In Bcf)
Assumes LNG Contract Extension. Based on Alaska DNR 1/97 Report.
4 ,0 0 0

3 ,0 0 0

2 ,0 0 0

1 ,0 0 0

0

□ O t h e r  
H  U n o c a l  
H  B e l u g a  

M a r a t h o n  
P h i l l i p s

£  £  £  £  £  £  £  £  £  £  £  £  £  £  £  £

Years Ended 12/31



Production  Rate as a Pe rcen tage o f  Remaining R ese rves
Assumes Annual Production at 1996 Levels (225 Bcf per Year)
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C o o k  In le t E xp lo ra tio n  Results
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C o o k  In le t D is c o v e r ie s  
1966-1996
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Pro jec ted  ENSTAR Gas Pu rchase s  in Bc f
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COOK INLET ROYALTY GAS CONTRACT

Proposed resolution
Anchorage Caucus
Alaska Legislature

WHEREAS, approximately^ one-half of Alaska's population and over 
half of Alaska's businesses are located in Southcentral Alaska, and

WHEREAS, this large segment of Alaska's population and commercial 
activity depends on affordable natural gas produced from Cook Inlet for its 
basic energy needs, and

WHEREAS, the State of Alaska owns approximately one-eighth of the 
gas produced from state leases located in the Cook Inlet area, and

WHEREAS, the State has the right to take royalty gas in kind rather 
than accept payment for royalty gas taken by producers, and

WHEREAS, meeting local needs is a State priority use of natural gas,
’ and

WHEREAS, use of royalty gas could play an important role in meeting 
a portion of future local needs,

NOW, THEREFORE, IT IS RESOLVED, that the Anchorage Caucus of 
the A laska Legislature requests tha t the Governor, acting th rough the 
Commissioner of N atu ral Resources, negotiate a State royalty gas sales 
contract w ith ENSTAR N atural Ga3 and Alaska P ipeline Company, the 
utilities tha t are certificated by the Alaska Public Utilities Commission to 
serve Anchorage and the surround ing Southcentral Alaska communities, 
and

FURTHER RESOLVED, that the adm in is tra tion  subm it to the 
legislature an executed contract for approval in the 1998 legislative session.



e h s t a r

Honorable Dave Donley 
Co-Chair
Anchorage Caucus 
Alaska Legislature

Dear Senator Donley:

Following up  on our previous conversation, I have attached a draft 
resolution for the Anchorage C aucus’ consideration. I would greatly  
appreciate your distributing this draft at your November 5th meeting and 
taking action on this matter at the earliest appropriate time.

Over the past two weeks, we have met with numerous members of 
the Anchorage Caucus and intend to fully brief each member.

As we discussed, a state royalty gas contract w ith ENSTAR would 
prove to be a win-win situation: ensuring that Southcentral consumers 
would enjoy a secure source of energy at an affordable cost while providing 
the State of Alaska w ith more revenue that it otherwise would receive from 
the producers.

Thank you for your interest in this issue that affects our 96,000 
customers. We look forward to working w ith you to make this addition to 
our gas supply possible.

Very truly yours,

Ala&t ’ ’pellne Company* 3U&. **< OF SEAGULL ENERGY CORPORATION
30C0 St* < Flo«d
P.O. 00). i VS
Anchorge.» js*a 99519C289
(907) 277-5551

Richard F 8am«*
PrMdant

November 4,1997

A ttachment



Unocal Alaska Rosourcos 
Unocal Corporation
909 Wosl 9th Avenue, P.O. Box 196247 
Anchorage, Alaska 99519-6247 
Telephone (907) 263-7600 
Facsimile (907) 263-7698

U N O C A L ®
R E C E I V E D  

DEC 0 H 1997
A.iS'd......................

Kevin A. Tabler, Manager 
Land/Government Affairs

D e c e m b e r s .  1997

S enator D ave D o n le y  
C o-C h air A n ch o ra g e  C aucus  
7 1 6  W est 4"’ A v e n u e . S u ite  4 3 0  
A n ch o ra g e , A K  9 9 5 0 1 -2 1 3 3

Re: A n ch o ra g e  C au cu s M eetin g
D ecem b er  10. 19 9 7_______________
E x ecu tiv e  Su m m ary  o f  Subm ittal

D ea r  Senator:

In resp o n se  to you r n o tif ica tio n  o f  the D ecem b er  10, 1 9 9 7 , A n ch o ra g e  C au cu s m eetin g . 
U n io n  O il C om p an y  o f  C a liforn ia  (U n o c a l)  su b m its the attached a n a ly s is  o f  State o f  
A la sk a  R o y a lty  In K ind  G as S a le s  to Enstar. T h is  su m m ary  o f  the attached, h igh lig h ts  
the sa lie n t p o in ts  o f  our a n a ly s is  and is p rov id ed  for you r r e v iew  and use at the D ecem b er  
10, m eetin g :

•  T h ere  is co n sid era b le  d eb ate  on  the a d eq u a cy  o f  C o o k  Inlet g a s  reserves to m eet  
d em a n d  in Southcentral A la sk a .

•  E N S T A R  is  se e k in g  to contract for g a s su p p lie s  to c o v e r  a su p p ly  shortfall 
c o m m e n c in g  2 0 0 2

•  E N S T A R  se e m s  unable to reach  agreem en t on  the purchase o f  ad d ition al g as su p p lies  
from  any o f  the current C ook  Inlet producers.

•  S ta te  R o y a lty  G as sh o u ld  be reserved  for d o m estic  users in t im es  o f  shortage,

•  U n o ca l supports S tate sa le s  o f  R o y a lty  G as to d o m estic  users, e .g . E N S T A R . M L & I\  
C h u g a ch  E lectr ic , H om er E lectr ic  and U n o c a l’s K enai Plant.



T h e a tta ch ed  d o cu m en t p ro v id es  a m ore d eta iled  d isc u ss io n  o f  the is su e s  and U n o c a l’s  
r ea so n s  for su p p ort o f  E N S T A R ’s proposal.

T h an k  y o u  for the o p p ortu n ity  to participate in the D ecem b er  10, 1 9 9 7 , m eetin g .

K ev in  A . T ab ler
cc: A n c h o r a g e  C au cu s

w /a tta ch m en t



U N I O N  O I L  C O M P A N Y  O F  C A L I F O R N I A  

I n  S u p p o r t  o f  a  S a l e  o f  S t a t e  R o y a l t y  G a s  t o  E N S T A R

We appreciate this opportunity to be heard today and to present Unocal's view on the 

future o f Cook Inlet gas supply and deliverability for Southcentral Alaska. We will 

present Unocal’s views in support of a sale of State Royalty gas to ENSTAR.

U n o c a l

Unocal's activity in Alaska started in the early 1900’s, when we began selling petroleum 

products throughout the Territory. We have participated in every major lease offering 

and explored in geologic basins statewide. Our early exploration successes were 

located in and around the Cook Inlet. It is the area we know best and one in which we 

have concentrated our efforts. For the last seven years, we have consolidated and 

restructured our Alaskan operations to take advantage of our strength as the lowest 

cost producer in Cook inlet. We have, through purchase and exchange of properties, 

positioned ourselves to have the most cost effective operation possible. Most recently, 

the consolidation of our organizations under a single management structure for 

upstream oil and gas operations and our downstream fertilizer plant has created a fully 

integrated Alaskan operation. We have a clear understanding of the Cook Inlet gas 

market and have focused our attention on future gas supplies and deliverability. Unocal 

is uniquely positioned to help facilitate a long-term solution to the energy needs of 

Southcentral Alaska. We are also actively searching for new gas reserves in this very 

mature gas province.

Unocal is both a producer and consumer of natural gas in the Cook Inlet. We operate 

properties that produce 250 mmscf/d of natural gas, representing 45% of the production 

in the area. The Unocal-owned share of this production is dedicated and supplied to
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Unocal’s Agricultural Products Plant in Nikiski on the Kenai Peninsula (Unocal's "Kenai 

Plant”).

We employ 630 Alaskans and provide indirect employment for numerous full-time 

contract personnel, ser/ice companies and suppliers, making us the largest private 

employer arid taxpayer on the Kenai Peninsula.

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

We would like to share with you our knowledge and experience of the Cook Inlet gas 

business, as well as our vision of the future for Cook Inlet gas supplies. We will give 

you: a brief history of Cook Inlet gas exploration and production; Unocal’s view of the 

reserves picture and the ability of producers to supply the gas markets; the outlook as 

we eventually move toward a time of shortfall in winter gas deliverability and how we 

can best meet that challenge; and, o f course, an explanation as to how we believe we 

can meet our long-term needs when Cook Inlet gas reserves are depleted.

Additionally, we will present to you Unocal’s thoughts on the role of the Cook Inlet gas 

producers, the role of the State of Alaska and the role North Slope gas will play in the 

future. Central to the question of gas supply for Southcentral Alaska is the disposition 

of the State's royalty share of natural gas production -  both from the Cook Inlet and 

ultimately from the North Slope.

R e s e r v e s  & D e l i v e r a b i l i t y

More than 8 trillion cubic feet of natural gas has been discovered in Cook Inlet. Over 

90% of this gas is, or was, in fields discovered more than 30 years ago. Today, Unocal 

estimates remaining Cook Inlet gas reserves to be about 3.2 trillion cubic feet.

Estimates in the industry vary from 3.2 to 3.6 trillion cubic feet. With annual
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consumption at 220 billion cubic feet, differences in reserves estimates equate to no 

more than 2 years of gas supply.

Simple arithmetic could lead us to think that there is sufficient gas to supply current 

users for between 15 and 17 years. However, such a simple analysis ignores a more 

important issue, the one of "deliverability”. The critical question is -  "Can the remaining 

Cook Inlet reserves be produced at high enough rates to meet the peak winter demand 

on any one day?" Deliverability is determined by the ability of the pressure in the 

existing gas reservoirs (together with the wells, production facilities, compressor 

stations and the pipelines) to supply natural gas at the rates required by the consumers.

To further understand the importance of deliverability, one must also understand at 

what times of the year consumers need this gas.

There are three major groups of users or consumers of natural gas in Southcentral 

Alaska: utilities such as ENSTAR and Chugach Electric; in-state manufacturing plants 

such as Unocal's Nikiski Plant; and LNG exporters, i.e. the Phillips/Marathon LNG 

Plant. The utilities are the only users whose gas consumption changes substantially 

through the year. Demand is high during the cold, dark winter months and low during 

summer months. Other users require gas to be delivered at more or less constant 

rates. So, though utilities may only consume 30% of all gas produced in any one year, 

they draw up to 50% of the production in the winter, but little more than 10 or 15% of 

the production in the summer. The ability of producers to meet these swings in demand 

hinges on “deliverability”.

A simply analogy for a "deliverability shortfall" might be: there are a lot of hungry 

people, an adequate supply of wheat; but you can’t make bread fast enough to feed 

them.
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Unocal's Deliverability Forecast

Unocal's forecasts suggest that even with timely capital investments and accelerated 

development of known reserves in the Cook Inlet, there will be a shortage of 

deliverability within 7 or 8 years. It will then be necessary for the producers and users 

to invest in and use, storage or "peak-shaving" facilities. As a result, gas prices for 

periods of high demand, in the winter months, will be higher than prices today.

Storage and peak-shaving are common practices in gas markets of the Lower 48. 

Alaska has in the past enjoyed the luxury of a large deliverability surplus. This may 

soon come to an end.

It might surprise you to know that the Cook Inlet gas market has actually been 

benefiting from gas storage since 1986. The Unocal-operated Swanson River Oil Field 

is currently producing gas that was originally injected in a time of market surplus to 

enhance oil recovery in the field. This "stored" gas is now being produced. Thus, the 

Cook Inlet gas market has, for some time, been consuming more gas than is produced 

from the original gas reservoirs of the Cook Inlet.

While the industry can manage the deliverability shortfall for a period of time, there will 

ultimately be a supply shortfall. This will occur when storage operations are unable to 

offset the deliverability shortfall. Based on Unocal's reserves projections, this would 

happen by about the year 2006.

C u r r e n t  R e s e r v e s  C o m m i t m e n t s

Unocal's analysis of the commitments of gas reserves to the gas users can be 

summarized as follows (remember that I previously mentioned there were only three 

gas markets in Cook Inlet):
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Utilities -  ML&P and Chugach appear to have gas supplies to cover their markets 

through the year 2010, though the adequacy of those supplies may be in question. 

ENSTAR has a need for new supplies and, more importantly, deliverability, starting in 

the year 2002.

In-state manufacturing - Unocal has sufficient supplies to sustain its Kenai Plant 

through the year 2006.

LNG Export - the LNG exporters have sufficient supplies through the term of their 

current export license (which expires in 2004), and for some period thereafter.

Managing Our Way To The Future

The future can be managed, but it is going to require active participation and 

cooperation on the part of the State of Alaska, all producers and consumers. In 

developing a long-term strategy for meeting the natural gas needs of Southcentral 

Alaska, we should think in terms of both reserves and deliverability. We must manage 

the initial deliverability shortfall problem first and then, ultimately, the supply shortfall.

A ction by the State o f A laska

The State of Alaska clearly puts a priority on gas supplies to domestic users and, in 

particular, on gas supplies to the utilities. The priority for use of the State’s Royalty-ln- 

Kind gas is: first, domestic utilities (ENSTAR, Chugach, etc.); second, in-state 

manufacturing (e.g. Unocal’s Nikiski Plant); and last, exports such as the 

Phillips/Marathon LNG Plant. Domestic users must have a reliable gas supply and it 

would be prudent for the State to divert Royalty-In-Kind gas to these users.
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With the importance of utilities, "guaranteed” gas supplies are needed. Utilities cannot 

be asked to simply hope for future exploration success. ENSTAR and others should be 

guaranteed supplies from the State’s Royalty-ln-Kind gas.

A laska’s natural gas consumers look to the State to monitor supply and demand, and to 

regulate where necessary to ensure the adequacy of domestic supplies of natural gas.

A c tion by ENSTAR

ENSTAR must, of course, access gas supplies for its customers before it can avail itself 

of a storage service. Our understanding is that discussions are underway with certain 

producers to acquire a reliable supply of gas. These producers must satisfy ENSTAR's 

need for a long-term, stable supply and at a competitive price.

In the absence of being offered an assured gas supply to fill its needs as of the year 

2002, ENSTAR has asked the State of Alaska to enter in to an agreement to sell the 

State’s Royalty share of Cook Inlet natural gas production.

If the State of Alaska supplies Royalty gas to ENSTAR, then it will be necessary for 

ENSTAR to store or “park" that gas so that it may be used at times of high demand.

Such a storage or "parking" service is available from Unocal.

A c tion by Unocal

Unocal is taking action to help manage the future. However, its actions alone will not 

solve the inevitable Cook Inlet supply and deliverability problems. A storage and peak- 

shaving gas service is needed to address the imminent deliverability shortfall. Unocal 

has recognized and positioned itself to satisfy this essential requirement. Unocal has 

the reservoirs, the facilities and the practical experience to quickly develop this 

capability for Cook Inlet. As a first step, we are already discussing storage services 

with ENSTAR. Commitment to a storage and/or peaking service will require significant
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investment. It is not yet clear whether the utility markets can absorb the costs of such a 

project for the short-term fix that would be achieved before an overall supply shortage 

appears in about 2006. Unocal’s Kenai Plant’s steady, base load demand for gas 

allows Unocal to provide a ‘‘parking’’ service for Royalty gas purchased now by utilities, 

in anticipation of a long-term need. Investment in further wells, facilities and pipelines 

would allow Unocal to redeliver ‘‘parked’’ gas at times of high demand.

The second step in Unocal’s plan is to add gas reserves. To help prolong the life of the 

Kenai Plant, a domestic user of gas, Unocal will be exploring for additional gas 

reserves. This explains Unocal’s aggressive lease acquisitions in the State of Alaska’s 

Lease Sale 85A. We believe that though exploration is unlikely to result in discovery of 

major new gas fields, modest reserves additions may be made and will play a part in 

the interim supply picture. However, continual State lease sale litigation restricts 

access and delays evaluation of any remaining natural gas potential in the Cook Inlet 

area. Nor should we fool ourselves, Cook Inlet is a mature hydrocarbon province and 

modest natural gas reserves additions alone will not solve the supply shortfall and 

deliverability problems. The attached map shows the historical exploration and 

development drilling activity in the Cook Inlet.

A third step is also underway. Consumers such as Unocal’s Kenai Plant must ensure 

that natural gas is used efficiently and conserved where possible. Unocal is actively 

pursuing several major projects to improve energy conservation.

In the long run, a large supply of affordable gas will be required to meet the energy 

needs of Southcentral Alaska. With the domestic needs of this geographic area 

growing and the majority of the population located there, the only logical and identifiable 

source of gas is on the North Slope. We see TAGS pipeline owners and the North 

Slope producers as the major, long-term suppliers of gas to Southcentral Alaska.
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The only questions are: "When will North Slope gas be available in Southcentral 

Alaska?" and "What must the State, Cook Inlet producers, and consumers and users do 

to manage limited gas reserves and deliverability until North Slope gas arrives?"

In conclusion, it is important that everyone understands the gas market in Cook Inlet is 

changing. Picture, if you will, three stages in a process: starting with ample reserves 

and supply; then moving down the line to a period of deliverability shortfall; finally, 

arriving at a supply shortfall. In Cook Inlet, we are rapidly moving from the ample 

reserves stage to the deliverability shortfall stage. We know this to be true, because for 

a brief period of time in January of this year, Murphy’s Law took over, and a 

combination of extremely cold weather and mechanical failure ultimately led to litigation 

that centers on the deliverability issue.

Unocal stands ready, willing and able to help facilitate a workable, long-term plan for 

the natural gas needs of Southcentral Alaska. But, it will require the cooperation of all 

to succeed.

As new supplies of natural gas are uncertain, Unocal supports the reservation of the 

State’s Royalty gas for domestic use, with utilities such as ENSTAR having the highest 

priority in seeking supply.
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James E. Eason
O il artd  GtU Operations, M iin agem tn t a n d  Policy 8611 Leeper Circle • Anchorage. AK 9950-*~l2<)9

Phone:(907)337-3515 • Fas: (907) 33J-90S7

M arch 2 0 , 1998

S enator R ick  H alford , C hairm an  
S enate R eso u rces C om m ittee  
A laska S tate L egislature  
State C ap ito l (M S  3 1 0 0 )
Juneau, A la sk a  9 9 8 0 1 -1 1 8 2

D ear Sen ator  H alford:

I appreciate this opportun ity  to  respond  to O il and  G a s D iv is io n  D irector K en  B o y d 's  
M arch 11, 1998  letter to y o u . In that letter, K en  su b m itted  additional co m m en ts on b eh a lf 
o f  the d iv is io n  regarding S B  2 5 6 , and  its co m p a n io n  b ill, H B  3 8 0  ("the b ill" ), and he 
responded to  sev era l poin ts raised in m y  earlier letter to y o u  dated M arch 4 , 1 9 9 8 . G iv en  
the potential fo r  c o n fu s io n  regarding the co n ten ts  o f  th ese variou s e x c h a n g e s , I have  
en c lo sed  c o p ie s  o f  both letters to facilitate y o u r  r e v ie w  o f  th ose  d o cu m en ts , as w e ll as this 
resp on se . A s  d isc u sse d  later in this letter, I h a v e  a lso  e n c lo se d  a  c o p y  o f  the D ep artm en t o f  
Natural R e so u r c e s  tw o page fiscal n o te , dated  M arch 7 , 1 9 9 5 , w h ich  w a s  subm itted  in 
sup p ort o f  H B  2 0 7 ,  G o v ern o r  K n o w le s ' roya lty  reduction  bill during die 19th L eg isla tive  
S e s s io n .

A s y o u  are p rob ab ly  aw are, after three h ea r in g s , H B  3 8 0  p assed  out o f  die H o u se  S p ecia l 
C om m ittee o n  O il and  G as ("O il and G as C om m ittee") on  T h u rsd ay , M arch 12th , and is  
sch ed u led  fo r  its first hearing b efore the H o u se  F in an ce C om m ittee this a ftern oon . 
A lth o u g h  M r. B o y d  testified  on  b eh a lf o f  the adm inistration  at each  o f  the hearings b efore  
the O il and G a s  C o m m ittee , h e has d e c lin e d , as y et, to con firm  the ad m in istration 's  
p osition  on  the p ro p o sed  leg is la tio n . N e v e r th e le s s , the bill w as am ended by the O il and 
G as C o m m ittee  to  a cco m m o d a te  tw o  co n cern s  id en tified  b y  Mr. B oyd .

First, in  re sp o n se  to  con cern s regarding the b ill’s  a p p lica b ility , a list o f  s ix  f ie ld s  id en tified  
as m eetin g  the b ill's  criteria, and thus, b e in g  potentia l cand idates for royalty re lie f, w a s  
incorporated  in  C S H B  3 8 0  (O & G ). S e c o n d ly , in resp o n se  to co n cern s o v er  protecting the 
sta te ’s in terest in the ev en t on e  or m ore o f  the cand idate fie ld s  turns out to be larger than 
ex p ec ted , a cap  o f  3 5  m illion  barrels o f  o il and  35  b illion  cu b ic feet o f  g a s  w a s adopted by  
the co m m ittee . A n y  o il or  g a s production  from  a q u a lify in g  fie ld  w h ich  e x c e e d s  those  
am ounts w o u ld  pay royalty  at the rate sp ec if ied  in the le a se , or, i f  a p p licab le , the unit 
agreem ent.

M y g o a ls , as w e ll  as th ose  o f  m y c lien t, F o rcen erg y , arc to assure that there is  an 
o p p ortu n ity  f o r a  fu ll d isc u ss io n  o f  the b ill's m er its , to p rov id e  yo u  and y o u r  c o lle a g u e s  in 
the leg isla tu re  an accurate and tim ely  resp on se  to y o u r  q u estio n s  and c o n cern s , and to help  
y o u  build  a  so lid  record for y o u r  d elib eration s and d e c is io n — regardless o f  w hat that 
d ecis io n  u ltim ately  m ay be. In p u rsu ing  th o se  g o a ls ,  it has b een , and co n tin u es to be our  
intent to be o p e n , can d id  and direct w ith  e v e r y o n e  in v o lv ed  regarding ou r su p p ort for the 
bill A s a resu lt, I am co n cern ed  about the im p lica tion s o f  the com m en ts in the first and
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third paragraphs o f  M r. B o y d 's  M arch 1 1th letter. I f  o n e  d id  not k n o w  better, it w o u ld  
appear from  that letter that I h ave h idden  m y  rep resen tation  o f  F orcen crgy  in this m atter, 
and that F orccn ergy  m ay  n o t h ave liv ed  up to its prior a g reem en ts  w ith  the state. N eith er  o f  
th ese c o n c lu s io n s  are su p p orted  by the record.

For exam p le:

• I sch ed u led  separate m e e t in g s , o n e  here in Juneau  w ith  C o m m iss io n e r  S h iv e ly  during  
the last w e e k  o f  January, and th e  other in  A n c h o r a g e  during  the first w e e k  o f  February  
w ith  D irector B o y d  and  h is  ^ ep u ty , Patrick C o u g h lin  to d isc u ss  the b ill. A t th ose  
m e e tin g s , I ex p la in ed  the intent o f  the b ill, a c k n o w le d g e d  m y  in v o lv em en t in its 
d ev elo p m en t and  co n firm ed  that I w o u ld  be a d v o ca tin g  its p a ssa g e  o n  F o r c e n e r g y ’s 
b eh alf.

• Prior to th o se  m e e tin g s , on  January 5 , 1 9 9 8 ,1 r eg is tered  w ith  the A la sk a  P ublic O ff ic e s  
C o m m iss io n  to lo b b y  on  b eh a lf o f  F o rcen erg y . T h at registration  is a matter o f  public  
record .

• B efo re  m eetin g  w ith  adm inistrative or le g is la t iv e  o ff ic ia ls  to d isc u ss  the b ill, 
F o rcen erg y 's  V ice  P res id en t, M r. G ary C a r lso n , reg istered  w ith  the A laska P ublic  
O ffic e s  C o m m iss io n , w h ic h  a lso  is a m atter o f  p u b lic  record.

• A s y o u  n o  d ou b t w ill rem em b er, at m y first m e e tin g  w ith  y o u  to d isc u ss  the b ill— in the 
p resen ce  o f  S en ator  W ard , as I recall— I revea led  m y  a sso c ia tio n  w ith  F orcenergy  on  
th is is su e  and d isc u sse d  the b a sis  for the c o m p a n y ’s  su p p ort o f  the b ill.

•  I su b seq u en tly  testified  b efore  the H o u se  S p ec ia l C om m ittee  on  O il and G as that m y  
co m m en ts on  the bill w e r e  b e in g  m ade on  b e h a lf  o f  F orcen ergy; and

• In each  m eetin g  w h ich  I h a v e  had w ith  leg is la to rs  and s ta ff  regarding the b ill, I have  
m ad e m y  rep resen tation  o f  F orcen ergy  k n ow n .

U n d er  th ese c ircu m sta n ces , I d o  not understand h o w  it co u ld  be inferred that m y  
a sso c ia tio n  w ith  F o rcen crg y  o n ly  becam e c lear  after I drafted  m y  M arch 4 ,  1998 letter to 
y o u . N o r  d o  I understand the re lev a n ce  o f  rec itin g  F orcen erg y 's  w ork  com m itm en ts under  
the term s o f  the R ed o u b t U n it A greem en t w ith o u t a c k n o w le d g in g  that, to d ate , the 
co m p a n y  has m et each  o f  th o se  o b lig a tio n s . F a ilin g  to note that fact, lea v es  the m istaken  
im p ression  that the state has rece iv ed  le s s  than w h at it bargained  for in app rov in g  the unit.

T o  the ex ten t that the d iv is io n  based  its d e c is io n  to  form  the R ed ou b t U n it upon  
"F orcenergy's rep resen ta tio n s, that F orccn ergy  w o u ld  rap id ly  a ttem pt to d e v e lo p  the lea ses  
under the e x is t in g  le a se  term s, sp e c if ic a lly  the 1 2 .5  p ercent royalty  term s..." , I believe the 
record reflects that the d iv is io n 's  d e c is io n  w a s w e ll  fo u n d e d . F orcen crgy  com p leted  the 
p rom ised  3 -D  se ism ic  su r v e y  and interpretation o n  s c h e d u le , contracted  for a rev iew  o f  
alternative platform  d e s ig n s  fo r  use in ex p lor in g  and d e lin ea tin g  the R ed ou b t F ield  ahead o f  
sc h e d u le , se lec ted  o n e  o f  the alternatives for d eta iled  d e s ig n  and is  in the p rocess o f  
fin a liz in g  c o s t  estim a tes  to  d eterm in e  w h eth er it w ill  p ro ceed  w ith  the project.

C ontrary to Mr. B o y d 's  s ta te m e n t in die last paragraph o f  h is  M arch 1 1th letter, h o w e v e r , 
F o rcen crgy  has not told  the legislature "that they (F o rcen erg y ) co u ld  d e v e lo p  R ed ou b t, but 
o n ly  i f  o il p rices w e n t up n inety  cents."  In fa c t, I h a v e  testified  b efore the O il and G a s  
C om m ittee  that n on e o f  the s ix  fie ld s potentia lly  e lig ib le  for reduced  royalty  under d ie bill 
m ay, in fact, be d e v e lo p e d — w ith  or w ith ou t d ie  reduction  con tem p lated  under the b ill. 
T hat w a s  true then, and it rem ain s true today.
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It is a lso  incorrect to  a sser t that F o rcen erg y  has com m itted  to  d e v e lo p  the R ed ou b t S h o a l  
F ield  under the e x is t in g  roya lty  structure. In its ap p lica tion  to form  the R edoubt U n it , 
F orcen ergy  d id  not c o m m it to  d e v e lo p  the R ed o u b t F ie ld . Instead , it agreed  to a n u m b er o f  
pre-defined  step s to d eterm ine w h eth er  co m m ercia l production  w a s fea s ib le , and it 
stipulated  that, i f  it d id  n o t m e e t the prescribed  sc h e d u le  and m ile sto n es , it w o u ld  relinqu ish  
the lea ses . U n d er  th ese  c ircu m sta n ces , it  is im p o s s ib le  to  c o n c lu d e , a s  Mr. B o y d  d o e s , that 
the bill " ...d o e s  n o t create A lask a  jo b s  or p rov id e  loca l taxes s in c e  they  w o u ld  be created  
a n v w a v ." (em p h a sis  ad d ed ) M r. B o y d 's  apparent certainty n o w  that these f ie ld s w ill be 
d ev e lo p ed  con trasts w ith  h is reluctance to p ro v id e  su ch  a ssu ran ces to the O il and  G a s  
C om m ittee.

W e can  con tin u e to debate the m agnitude and  the o n se t o f  production  d ec lin e  in  
u n d ev e lo p ed  f ie ld s  o f  u n k n o w n  s iz e . W e can  a lso  h y p o th esize  w h ich  le sse e  m ay  d e v e lo p  
w h ich  f ie ld  w h en , and  u n d er w h at c ircu m sta n ces . H o w e v e r , d o in g  s o  is n ot lik e ly  to  be 
very con stru ctive . W h at m ay  b e  m ore h e lp fu l, in m y v ie w , is to have a better
understanding o f  w h y  the d iv is io n 's  a n a ly sis  o f  the fisca l im p acts o f  this b ill are s o
d ifferen t from  its earlier a s se ssm e n t o f  the fisca l im p acts o f  H B  2 0 7 , G o v ern o r  K n o w le s  
royalty  reduction leg is la tio n  p a ssed  during the 19th L e g is la tiv e  S ess io n .

In M arch o f  1 9 9 5 , D irector B o y d  prepared the e n c lo se d  fisca l n o te . A ccord in g  to the 
d iv is io n 's  an a ly sis  at that tim e, the fisca l im p acts anticipated  as a resu lt o f  H B  2 0 7  w ere  
lim ited  to operating ex p en d itu res fo r  the sa lary , b en e fits  and o th er  ex p e n se s  a sso c ia ted  w ith  
the hiring o f  a n e w  petroleum  en g in eer  to eva lu ate  royalty reduction p ro p o sa ls . In 
ad d ressin g  the e ffe c ts  o f  the leg isla tion  on  the s ta te 's  operating  rev en u es , D irector B o y d  
w rote:

"This leg isla tion  w ill e f fe c t  state op era tin g  rev en u es  in an unquantifiable  
m anner (the P erm anent F und share is n o t a ffe c te d  b y  th is le g is la tio n ). T h is  
leg is la tio n  g iv e s  the co m m iss io n e r  the authority  to grant royalty  red u ction , 
w h ich  on  its fa ce , w o u ld  se e m  to in d icate  a d ecrea se  in rev en u e . H o w e v e r ,  
s in ce  the p u rp o se  o f  th is leg isla tion  is to p rom ote  d ev e lo p m en t o f  fie ld s that 
w o u ld  not o th e r w ise  be p ro d u ced , the net e ffe c t  on state reven u es sh o u ld  be 
p o sitiv e . A s  a resu lt, o f  th is leg isla tion  w e  are ga in in g  n e w  reven u es based  
on this n ew  p roduction  (albeit at a so m e w h a t reduced  rate from  
currently p rod u cin g  f ie ld s ) ." (em p h a sis  a d d e d )

S in c e  both H B  2 0 7  and  this b ill are in tended to p rom ote  d ev e lo p m en t o f  fie ld s that w o u ld  
n ot o th erw ise  be d e v e lo p e d , o n ly  the d iv is io n  can  recon cile  the in con sisten t ap p roach es it 
has taken in estim atin g  the fisca l im p acts o f  the tw o  b ills . In d o in g  s o ,  h o w ev er , it ca n n o t  
rely  upon its unsupp orted  assertion  that "This bill g iv e s  a  b ig g e r  rew ard (b ecau se it a p p lies  
to all p o o ls  w ith in  a fie ld  as o p p o se d  to a p o o l w ith in  a  f ie ld ) .. ." , u n le ss  it can d o cu m en t  
that d isco v ery  p o o ls  in n e w  fie ld s  w ill a lw a y s  con ta in  le ss  o il and g a s  than is b e liev ed  to  
e x is t  in  the f ie ld s  at issu e . N or  can  it sa y  th is b ill "rew ards th o se  w h o  had the g o o d  fortune  
to o w n  the lea ses  in q u estio n  at the tim e o f  the b ill's  p a ssa g e  for bringing k n o w n  o il and  
g as accum ulations into production"  w ith ou t a ck n o w le d g in g  the sim ilar intended p u rp o ses  
o f  both H B  2 0 7  and the N orth star leg is la tio n .

It is  a lso  in d efen sib le  to  su g g e s t  that the a n n o u n ced  d ev e lo p m en t o f  the T y o n ck  D eep  is
ev id en ce  that lev era g in g  additional exp loration  and d ev e lo p m en t in the vicin ity  o f  n e w
infrastructure " ...d o e s  n ot require a 60%  roya lty  reduction" w ith ou t ad d ressin g  the 
d ifferen t factual c ircu m stan ces in v o lv e d , (em p h a sis  ad d ed ) O n the o n e  hand, the T y o n e k  
D eep  w ill be d e v e lo p e d  from  an e x is tin g  p rod u ction  platform  in the N orth C o o k  Inlet g a s  
f ie ld , o n e  o f  the re g io n ’s  largest g a s  f ie ld s , w ith  re serv es  e stim a ted  b y  the d iv is io n  to be in
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e x c e s s  o f  2 .2  trillion cu b ic feet o f  g a s . O n the o th er h an d , sh o u ld  su ffic ien t reserves be 
co n firm ed , d eve lop m en t o f  the R ed ou b t S h o a l fie ld  and the o th er  candidate Fields w ill 
p rov id e n e w  infrastructure from  w h ich  adjacent ex p lo ra tio n , and h o p efu lly  d eve lop m en t, 
can occu r. R ather than ca llin g  into q u estio n  the p o s it iv e  im pacts o f  ex ten d in g  
infrastructure, d ev e lo p m en t o f  the T y o n e k  D eep  co n firm s the im portance o f  infrastructure 
in leverag in g  n ew , in crem en tal d e v e lo p m e n t

F in a lly , any  reconciliation  o f  in co n sisten t fisca l a n a ly se s  sh o u ld  ad d ress the d iv is io n 's  
prior w illin g n e ss  to a ssu m e the receipt o f  n e w  rev e n u e s , b a sed  o n  n ew  production  under  
H B  2 0 7 , w h ile  con tin u in g  to  d isregard  the p o ten tia l for n e w  p rod u ction  revenues from  this 
bill. I d o  not understand h o w  the d iv is io n  ca n  d em on strate  the hypothetical "loss" o f  a 
portion  o f  the state's royalty  reven u e u n le ss  it  f ir st a c k n o w le d g e s  the value o f  "new"  
royalty  reven u es aga in st w h ich  that lo ss  is  to be m easu red .

T hank  yo u  aga in  for this opportun ity  to p rov id e  another p ersp ectiv e  on these is su e s . I am  
ava ilab le  at you r co n v en ien ce  to an sw er  any q u estio n s  w h ic h  y o u  or  the m em bers o f  y o u r  
co m m ittee  m a y  h ave , and I w o u ld  w e lc o m e  the op p ortu n ity  to  d o  so .

e s  E . E ason  

E n clo su res

cc: Sen ator  D rue Pearce
R ep resen tative  M ark H o d g in s  
R ep resen tative G en e  Thcrriault 
R ep resen tative M ark H an ley  
C o m m iss io n e r  John S h iv e ly  
D irector K en B o y d

S in cere ly ,
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O il and G as O p eration s, M an agem en t and P o licy  
8611 L eep er C ircle  

A n ch o ra g e , A lask a  9 9 3 0 4

T e lep h o n e  (9 0 7 )  3 3 7 -3 5 1 5  
F a csim ile  (9 0 7 )  3 3 3 -9 0 8 7

M a r c h  4 , 1998

Sen ator R ick  H alford , C hairm an  
Senate R esou rces C om m ittee  
A laska State L egislature  
State C apitol (M S ) 3 1 0 0 )
Juneau , A la sk a  9 9 8 0 1 -1 1 8 2

D ear Senator H alford:

I w anted  to take this opportun ity  to reply to sev era l co n cern s p osed  by K en B o y d , D irector  
o f  the D iv is io n  o f  Oil and G a s (" d iv is io n " ), in h is February 2 0 , 1998  letter to yo u  
regarding S .B  2 5 6 . Mr. B o y d 's  co n cern s  w ere  related to 1) the lack o f  a p ro v is io n  in the 
bill to accou n t for  ch a n g in g  co n d itio n s  to protect the State's "upside" in terests, 2 )  the b asis  
for the se lec tio n  o f  the royalty  rate and term o f  e lig ib ility  u sed  in the b ill— five percent for  
10 years, 3) a q u estion  regarding w h eth er  or not all f ie ld s  and all le s se e s  w ere  sim ilarly  
situated w ith  regard to e c o n o m ic  need , and 4 ) his d esire  to c larify  w h ich  fie ld s are potential 
cand idates for royalty  reduction  under the p ro p o sed  leg is la tio n . In addition  to ad d ressin g  
each  o f  these co n cern s , I have p rovided  so m e  co m m en ts that m igh t be helpfu l in you r  
ev a lu ation  o f  the d iv is io n 's  d o cu m en t en titled  " A n alysis for F isca l N o te  S .B . 2 5 6  2 /23 /9 6 " .

F ive  percent w a s  se lected  as the flo o r  to p rov id e  co n s is te n c y  w ith  the m inim um  royalty  
p ro v isio n s o f  the state's current d isc o v e r y  royalty program . A S  3 8 .0 5 .1 8 0 ( 0 ( 4 ) ,  w h ich  
w as enacted  in 1996 . F iv e  percent a lso  w a s  adopted as the floor  by the legislature for  
royalty reduction under A S  3 8 .0 5 .1 8 0 ( j ) (4 ) (A ) ,  the ex istin g  statute g o v ern in g  royalty  
reduction . A  10 year  period  w a s  se lected  to provide a reasonable am ount o f  time for  
royalty relief, on the presum ption  that production  rates and ultim ate recovery  are likely  to 
be relatively sm all com pared  w ith  currently prod u cin g  C o o k  Inlet oil and g a s  f ie ld s . The  
10 year period is a lso  co n sisten t w ith  the period o f  royalty reduction applicable under the 
State's current royalty  reduction  statute.

T he eco n o m ic  requirem ents o f  all co m p a n ies  h av in g  interests in the fie ld s w h ich  m ay be 
d e v e lo p e d  under the p rop osed  leg is la tio n  are not eq u al. H o w ev er , b ased  upon the fact that 
m ore than three d ecad es have p a ssed  s in c e  th ose fie ld s  w ere d isc o v e r e d , w ith ou t  
com m ercial d ev e lo p m en t o f  the r e so u rces , su g g e s ts  that, regard less o f  any individual 
com p an y's sp e c if ic  e c o n o m ic  requirem ents, royalty  reduction m ay be required to en cou rage  
d ev e lo p m en t o f  these fie ld s . G iv en  the paucity o f  inform ation about the potential reserves  
in these f ie ld s , it is q u estion ab le  that applicants cou ld  provide the inform ation required  
under H .B . 2 0 7  [A S  3 8 .0 5 .1 8 0 (j ) (4 ) (A ) | to persuade the C o m m iss io n er  o f  Natural 
R esou rces that royalty reduction is appropriate, a lthough  it se e m s  axiom atic that the 
p assage  o f  thirty years w ith ou t d ev e lo p m en t d em on strates the need for relief.



T he fact that S .B . 2 5 6  con ta in s no p ro v is io n  to accom m odate ch an gin g  eco n o m ic  
co n d itio n s is not u n iq u e. F or ex a m p le , the leg isla tu re m ade the p o licy  ch o ice  in en acting  
the current d isc o v e r y  royalty  statute in 1996  that, in the interest o f  en cou rag in g  n e w  
exp loration  and d ev e lo p m en t in C o o k  Inlet, a f iv e  percen t royalty for a 10 year period w a s  
appropriate for all n ew  d isc o v e r ie s , regard less o f  their s iz e . S .B . 2 5 6  is in tended to 
provide the sam e incentive for another c la ss  o f  f ie ld s , th ose  w h ich  have been d isc o v e r e d , 
but have not b een  d e v e lo p e d  and produced b eca u se  o f  their perceived  eco n o m ics .

A s a m atter o f  p o lic y , i f  the leg islature w ants to lim it potentia l benefits w hich  a le ssee  m ight 
realize i f  its reserv es  turn ou t to be con sid erab ly  h igh er  than ex p ected , a sim p le  and  
straight-forw ard w a y  o f  d o in g  that w ou ld  be to am en d  the bill to i.m it the v o lu m e o f  oil and  
gas to w h ich  re lie f w o u ld  a p p ly . S im ilar ly , to a llev ia te  con cern s that the bill m ay  be 
construed  to ap p ly  to fie ld s  other than those fo r  w h ich  it is in tended , the bill co u ld  be 
am ended to d efin e  an e x p lic it  list o f  candidate fie ld s.

In rev iew in g  the d iv is io n ’s February 23rd a n a ly s is  o f  its F iscal N ote for S .B . 2 5 6 , yo u  
m ay w ant to c o n s id e r  the fo llo w in g  p o in ts. O il production  rates decline o v er  tim e. 
T h erefore , projecting a con stan t production rate for 10 years, as the an a lysis  d o e s ,  
overstates the v o lu m e , and thus the value, o f  the sta te 's  royalty share. A s a resu lt, by  
im plication , the "loss" to the State if  it rece iv es  a five  percent royalty instead o f  a 1 2 -1 /2  
percent royalty  is a lso  overstated . T he rate o f  d e c lin e  can vary for a variety o f  rea so n s , and  
the initiation o f  d ec lin e  can be deferred by su ch  initiates as w ater-flooding, reinjection o f  
produced g as and o th er m easu res— if  there are su ffic ie n t reserves to ju stify  the large capital 
in vestm en ts required to d o  so . H o w ev er , production  d eclin e  cannot be a vo id ed , and any  
estim ate o f  production  sh ou ld  reflect that reality.

T he attached illustration reflects the d ec lin e  cu rve for the H em lock  O il Pool in the M cArthur 
R iver F ie ld .1 D uring the early  d evelop m en t o f  this f ie ld , five rigs w ere em p lo y ed  in 
drilling w e lls  from  three p latform s to d ev e lo p  the o il reserv es. In add ition , w aterflood in g  
w as initiated at the b eg in n in g  o f  fie ld  life  to pro lon g  the production plateau— som eth in g  that 
less  e c o n o m ic  f ie ld s m ay not be able to afford. A s illustrated , s in ce  d ec lin e  began in 1 9 7 6 , 
it has con tin u ed  at a rate o f  about 16 percent per year, a rate w hich  is a realistic m inim um  
rate for C o o k  Inlet o il  reservoirs. T he table b e lo w  d em onstrates the e ffec t o f  adjusting the 
d iv is io n 's  a ssu m ed  production  profile  for the tw o  oil f ie ld s  to reflect this con serva tive  
d ec lin e  p rofile , a ssu m in g  no seco n d a ry  recovery .

Year V olu m e (b b is) G ro ss  Value fS) 5% 7.5%

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

10 7 5 9 ,9 8 9 7 ,5 9 9 ,8 9 0 3 7 9 ,9 9 5 5 6 9 ,9 9 2

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

1 Alaska O il and Gas Conservation Commission, 19% Annual Report, page 82.



If o n e  adopts the d iv is io n 's  h ig h e st  a ssu m ed  o il production  rate— 1 ,0 0 0  b b ls/d ay— and the 
d iv is io n 's  "conservative" num ber o f  10 w e lls  per f ie ld , but adjusts for a d eclin e o f  16 
p ercent per year, a d ifferen t picture em erg es . I T e  projected value o f  "foregone" royalties  
per fie ld  is about $  14.2 m illio n , in stead  o f  the $ 2 7  m illio n  estim ated  by the d iv is io n . M ore 
im portantly the table h ig h lig h ts  so m eth in g  that is m iss in g  from  the d iv is io n 's  an a lysis— the 
$ 9 .4  m illio n  value o f  the f iv e  percent royalty  rece ived  by the S tate, w h ich , based upon the 
e v id e n c e  o f  m ore than 3 0  years o f  n o n -d ev e lo p m en t, m ight not o th erw ise  occur.

T he d iv is io n 's  an a ly sis  a lso  d o e s  not address the b ill's potential for leveraging additional 
exp loration  and d ev e lo p m en t in the v ic in ity  o f  n ew  infrastructure. T hat infrastructure co u ld  
include to a d s, p la tform s, p ip e lin es  and asso c ia ted  fac ilities, all o f  w h ich  cou ld  e ffec tiv e ly  
reduce the average c o s t  o f  p rod u cin g  e x is t in g  reserv es , and extend  the econ om ic  life  o f  
e x istin g  and n ew  C o o k  Inlet production  and transportation infrastructure. W hile these  
b en efits  m ay be hard to q u a n tify , no o n e  can ser io u sly  doubt their va lu e . N or. in m y  
o p in io n , sh ou ld  th ey  be d isco u n ted .

A s I h ave sa id  b efore , I b e lie v e  S .B . 2 5 6  is an im portant bill w h ich  has the potential to re­
en erg ize  C o o k  Inlet exp loration  and d ev e lo p m en t, and to encourage the participation o f  a 
broader range o f  in terests, in clu d in g  m ajor o il co m p a n ie s , independent oil com p an ies and 
local in d iv id u als in that d ev e lo p m en t. I urge you r careful consideration  and support, as 
w ell as that o f  o ther m em b ers o f  the R eso u rces C o m m ittee , for the bill.

S in cere ly .

m es E. E ason

cc: Sen ator Drue Pearce
R ep resen tative M ark H od g in s  
C o m m iss io n e r  John S h iv e ly  
D irector  K en B o y d



Analysis for Fiscal Note SB 256 2/23/98

It is  im p o ss ib le  to  q u an tify  the fisca l e f fe c t  o f  th is  b ill s in c e  so m e  critica l term s are not 
d efin ed  and  n o  e c o n o m ic  a n a ly s is  has b een  p ro v id ed .

F o llo w in g  is  an e x a m p le  o f  w h at w e  b e lie v e  w o u ld  b e  the fisca l im p act o f  th is b ill on  the  
particular p rojects sh o w n  on  the sp o n so r ’s m ap. W e  p ro v id e  so m e  ex a m p le s  for ty p ica l o il 
and g a s  p rojects in  C o o k  In let and  extrap ola te  th ese  to  the v ar iou s fie ld s .

T h e  S tate and an o il co m p a n y  h ave recen tly  n eg o tia ted  the creation  o f  the R edoubt U n it  in  
C o o k  In let. T h is  U n it in c lu d es  sev era l ab an d on ed  w e lls  and  co n ta in s “ u n d e v e lo p e d ” o il  and  
thus c lea r ly , in  ou r  v ie w , m eets  the criteria  o f  the b ill. T h is  u n it w a s  created  w ith  the 
u n d erstan d in g  that ro y a ltie s  w o u ld  be 12.5% . T h ere  w a s  n ev er  an y  d isc u ss io n  o f  red u c in g  
roya lties  as a co n d itio n  o f  form in g  the U n it (a lth o u g h  the co m p a n y  c o u ld  A P P L Y  for  
roya lty  red u ction  under H B -2 0 7 ) . T h e co m p a n y  n e v e r  in d ica ted  that roya lty  r e l ie f  w o u ld  be  
n ecessa ry  to d e v e lo p  the U nit. T h e  f isc a l c o n se q u e n c e  o f  S B -2 5 6  on  the R ed o u b t U n it is:

A ssu m e  5 0 0 -1 ,0 0 0  b b l/d a y  p rod u ction  per w e ll ,  S  10/bbI o il price.

5 0 0  b b l/d a y  x  $  10 /b b l x  12.5%  =  5 6 2 5 /d a y  x 3 6 5  d a y s  x 10 y ea rs =  5 2 .2 8  m illio n /w e ll  
5 0 0  b b l/d a y  x  5 1 0 /b b l x 5%  =  5 2 5 0 /d a y  x  3 6 5  d a y s  x  10 y ea rs =  5 9 1 0  th o u sa n d /w e ll

T he S tate  w ill  r e c e iv e  $ 1 .3 7  m illio n  fe w e r  ro y a lty  d o lla rs  at 5 0 0  b b l/d a y  per w e ll.

1 .0 0 0  b b l/d a y  x  5 1 0 /b b l x  12.5%  =  5 1 ,2 5 0 /d a y  x  3 6 5  d a y s  x  10 years =  5 4 .5 6  m illio n /w e ll
1 .0 0 0  b b l/d a y  x  5 1 0 /b b l x  5%  =  5 5 0 0 /d a y  x  3 6 5  d a y s  x  10 years =  $ 1 .8  m illio n /w e ll

T h e  S tate w ill  r e c e iv e  $ 2 .7  m illio n  fe w e r  ro ya lty  d o lla rs  at 1 ,0 0 0  b b l/d ay  per w e ll.

P rod u ction  per w e ll w ill lik e ly  be so m ew h ere  b e tw e e n  th ese  tw o  n u m b ers, so  the S ta te  w ill  
forfeit b e tw e e n  $ 1 .3 7  m illio n  and S 2 .7  m illio n  p er  w e ll  for ju st  the R ed ou b t U nit.

A ssu m in g  (c o n se r v a tiv e ly ) that 10 w e lls  are in p rod u ction  the State w ill “con trib u te” 
b etw een  5 1 4  and 5 2 7  m illio n  to this project in the form  o f  an unrequested  royalty  
red u ction .

F o llo w in g  the e x a m p le s  for o il, here are tw o  s im ila r  a n a ly se s  for g a s  u sin g  the fo llo w in g  
assu m p tion s:

T w o  f lo w  rates:
C ase  1 IM M cf/d  1 m illio n  cu b ic  feet p er  d a y  =  1 ,0 0 0  m cf/d
C ase  2  5M M cl7d  5  m illio n  cu b ic  fee t per d a y  =  5 ,0 0 0  m cf/d

G as p r ice  $  1,5 0 /m c f  T h is is the C o o k  Inlet a v era g e  price

C a se  1

1 ,0 0 0  m c f/d  x  3 6 5  d a y s  x  5 1 .5 0 /m c f  x (. 125 - .0 5 )  =  5 4 1 ,0 6 2 /y e a r /w e ll

In ten y ea rs =  5 4 1 0 ,6 2 0 /w e ll

T h is is p rob ab ly  the m in im u m  e c o n o m ic  case .



5 ,0 0 0  m c f/d  x  3 6 5  d a y s  x  $ 1 .5 0 /m c f  x  ( .1 2 5  - .0 5 )  =  $ 2 0 5 ,3 1 2 /y e a r /w e ll  

In ten  y ea rs =  $ 2 ,0 5 3 ,1 2 0 /w e ll

T h is  c a se  w o u ld  b e  ty p ica l o f  the N orth  Fork, F a lls  C reek  and W est F ore lan d s f ie ld s .

A ssu m in g  the 4  g a s  f ie ld s  on  the m ap  are o n e -w e ll f ie ld s  then the state w o u ld  fo reg o  about 
$ 8  m illio n  (4  x  $ 2  m illio n ) in ro y a ltie s  o v e r  the ten y ea r  period  o f  the roya lty  reduction .

A ssu m in g  the 2  o i l  f ie ld s  on  the m ap p rod u ce at a rate o f  10 ,00 0 b b l/d a y  the state w ill  
fo reg o  about $ 5 4  m illio n  in  roy a lties  o v e r  the ten y ea r  period  o f  the roya lty  reduction .

T o ta l for  the f ie ld s  on  the m ap is  $ 6 2  m illio n  for the program .

T H IS  A S S U M E S  T H A T  N O  O T H E R  F IE L D S  O T H E R  T H A N  T H O S E  S H O W N  O N  
T H E  M A P  Q U A L IF Y  F O R  T H E  R E D U C T IO N .

In g en era l, fo r  all p rod u ction  to w h ic h  th is b ill ap p lies, the State w ill r e ce iv e  (1 2 .5 %  - 5% ) 
=  7 .5%  fe w e r  roya lty  d o llars. T h is  is a 60%  roya lty  red u ction  g iv e n  w ith o u t any e c o n o m ic  
a n a ly s is  o r  ju stif ica tio n .

Case 2:



0 2 / 2 0 / 9 8  LEGISLATIVE TELECONFERENCE NETWORK SYSTEM L TN 1150
1 6 : 0 1 : 5 9  PARTICIPANT L IST  (ALL PARTICIPANTS) BY: ANC

TCN: 6 0 3 1 1 SCHEDULED FOR: 0 2 / 2 0 / 9 8  1 5 : 3 0 TO 1 7 : 0 0 FOR: iNC
PUBLIC HEARING SENATE RESOURCES

LOCATION .•ANCHORAGE
SB 2 8 6 / MR* CHARLES MCKEE TESTIFY
S B ~ 256 MR KEN BOYD DIV OIL & GAS TESTIFY
SB 2 5 6 MR KEVIN TABLER UNOCAL TESTIFY
SB 2 5 6 MR JOHN MIESSE - ................. MARATHON TESTIFY
SB 2 5 6 MR PATRICK COUGHLIN ANSWER QUESTIONSTESTIFY



0 2 / 2 0 / 9 8  1 5 : 3 0 : 5 9  LEGISLATIVE TELECONFERENCE NETWORK SYSTEM 
MESSAGE FROM: LIOCJEN IN  ANCHORAGE

RE TCN: 8 0 3 1 1  SCHEDULED F O R : 0 2 / 2 0 / 9 8  1 5 : 3 0  TO 1 7 : 0 0
SPONSOR: SENATE RESOURCES PURPOSE: PUBLIC

MESSAGE T E X T : KAREN  COWART I S  ON L IN E  (O F F N E T  C A L L E R )

L TN 1120
JNU

HEARING


