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FISCAL NOTE #1

ANALYSIS CONTINUATION

SB 185 recognizes two broad groups of platforms, distinguished primarily by economic 
attributes associated with the degree of water handling and water injection. Platforms 
with major water handling and/or injection include: Doily, Grayling, King Salmon, 
Steelhead, ai.d Monopod. When oil production on these platforms falls below 1,200 
barrels of oil per day (BPD) for at least one calendar quarter as certified by AOGCC, 
then the royalty percentage associated with that production would fall from whatever rate 
applies under the lease to a rate of 5 percent “for as long as the volume of oil produced 
from the platform remains less than 1,200 barrels a day.” If average production from the 
field or platform that had declined below 1,200 BPD rises above this threshold fora 
period of at least one calendar quarter, then the bill provides for a schedule of up-ward 
royalty adjustments to production beyond the one-quarter term.

Platforms that do not presently employ substantial water handling and/or injection 
include: Granite Point, Anna, Bruce, Baker, Dillon, XTO.A and XTO.C. SB 185 provides 
for 750 barrels of oil per day as the economic limit rate of production for this group of 
platforms that would trigger royalty reduction from whatever rate applies under the lease 
to 5 percent. Royalty percentage upward adjustments, similar to those described under 
the 1,200 BPD threshold apply when oil production recovers for a sustained period of at 
least one calendar quarter. Note, the 750 BPD economic-limit rate of production also, 
applies to the West McArthur River field.

Over the past three-to-four decades, fifteen offshore, oil-production platforms have 
facilitated oil and gas operations in six offshore oil fields in the Cook Inlet Basin. Oil 
production on most of these platforms began around 1965-to-1967. The Osprey 
Platform, owned by Forest Oil, started continuous oil production in December 2002. Oil 
production from the Spark and Spurr platforms was shut-in in January 1992 and July 
1992, respectively. The Dillon Platform, which served the Middle Ground Shoal oil field 
since September 1967, was shut-in by Unocal in January 2003. At present, twelve 
platforms support oil-production operations in the Cook Inlet Basin.
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Three of the twelve active platforms currently produce oil at daily rates below the 750 
barrels of oil per day (BPD) threshold contained in SB 185. These platforms, and the 
dates that corresponding production fell below 750 BPD are:

Platform Field O perator

G ro ss  P roduction  
FY2002 / FY2003 

(BPD)

Date 
P roduction  falls 
below  750 BPD

Bruce Granite Point Unocal 619/476 July 1987

Dillon Middle Ground 
Shoal Unocal 423 / 374 March 1987

Baker Middle Ground 
Shoal Unocal 723 / 558 June 2002

The royalty revenue loss to the state would be approximately $1.03 million FY 2002 and 
$0.9 million in FY 2003 had SB 185 been in effect during these periods.



F I S C A L  N O T E  #1

ANALYSIS CONTINUATION

Several platforms would be expected to trigger royalty relief under SB 185 during the 
FY2004 -  FY2009 forecast horizon. If the rates of platform production continue to follow 
the historic patterns of decline, then the rate of production is expected to fall below 1,200 
BPD for the King Salmon Platform in August 2004 ar.d Steelhead in April 2005; platform 
production for XTO.C is expected to fall below 750 BPD in May 2007, as indicated in the 
following table:

S T A T E  O F  A L A S K A  B I L L  N O .  CSSB 185(RES)

2003 L E G I S L A T I V E  S E S S IO N

Platform Field O perato r
G ro ss  P roduction  (BPD) 

FY2002 / FY2003
E xp e c te d  Date 

P roduction  falls below

750 BPD 1.200 BPD

King
Salmon

McArthur
River Unocal 7,468 / 3,891 Aug 2004

Steelhear- McArthur
River Unocal 1 ,9 1 4 /1 ,5 8 4 April 2005

XTO.C
Middle
Ground
Shoal

XTO 1 ,0 4 7 /1 ,0 9 9 May 2007

The Dillon platform was shut-in in January 2003 and Baker is subject to imminent shut-in 
based on representations made by Unocal. These platforms are assumed to be shut-in 
for purposes of the forward fiscal impact analysis. The value of Cook Inlet crude oil in 
future years is assumed to be $20.00 per barrel. The estimated cumulative gross royalty 
revenue loss is ($3.6) million undiscounted over the six-year forecast period (equals 
($2.8) million when discounted at 8% per year), based on the difference between 
expected royalty revenue with and without the provisions contained in SB 185, not 
counting potential incremental production from extended field or platform life. When the 
cash-flow impact of royalty reduction under SB 185 is taken into account, delayed 
platform shut-in is expected for four platforms (including Bruce, described above) during 
the forecast horizon. The shut-in deferment would range between 2 and 14 months for a 
given platform. The resulting shut-in delays would generate between 500-to-700 
thousand barrels of total incremental production (includes working-interest and royalty), 
of which approximately one-third would occur in the FY 2005-06 timeframe. The 
remainder of incremental production would occur during FY 2008-09 and beyond. The 
cumulative, upside royalty impact of the expected incremental production would range 
between $400-to-$800 thousand, depending on assumptions regarding threshold rates 
of production, discounting, and timing of ultimate platform shut-in.

Taking all short- and long-run factors into consideration, the overall royalty revenue 
impact of SB 185 would be approximately ($2.8) million [($3.6) million in royalty foregone 
plus about $0.8 million in royalty gain from extended platform life] or about ($468) 
thousand per year (net) over the six-year period, FY 2004-2009. Note that these fiscal 
impacts do not consider the broader employment and regional economic effects from 
extended platform life.
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S U B J E C T :  D ra f t  C S S B  18 5 (R e s o u rc e s )  (W o r k  O rd e r  N o . 2 3 -L S 0 9 2 6 V H )

T O :  S e n a to r  S c o t t  O g an
S en a te  R e s o u rc e s  C o m m it te e  C h a ir  r-

F R O M :  J a c k  C h e n ow e th
A ss is ta n t R e v is o r

P e r  re q u e s t o f  L in d a  H a y , in  th ree  p la c e s  " o n  and  a fte r  th e  day" h as  b e en  ch an g ed  to  "o n  
and  a fte r  th e  month". "O n  . . . the  m o n th "  is  a  s om ew h a t a m b ig u o u s  c o n s tru c t io n . 
W o u ld  it n o t b e  c le a re r  i f  th e  p h ra se , in s te ad , re ad  "D u r in g  and  a f t e r  th e  m o n th "  ( t o  p ic k  
up  a l l  p ro d u c t io n  f o r  th e  m on th  in  w h ic h  th e  in c re a sed  p ro d u c t io n  e x c e e d s  the  l im it s )  o r , 
a lt e rn a t iv e ly , "O n  and  a f te r  the  fi rs t  d a y  o f  th e  m o n th  fo l lo w in g  th e  m o n th "  ( t o  p ic k  up  a l l 
p ro d u c t io n  c o m m en c in g  w ith  th e  f i r s t  o f  the  m o n th  fo l lo w in g  th e  m on th  in  w h ic h  the  
in c re a sed  p ro d u c t io n  e x c e ed ed  the  lim i t s )?

P le a s e  c h e c k  w ith  the  b i l l  s p o n s o r : h is  s t a f f  h ad  in d ic a te d  in  a re c e n t c o n v e rs a t io n  that 
th e  re fe re n c e  o n  p ag e  4 , lin e  2 4 , s h o u ld  be  to  "c h o k e -b a c k  factors" [p lu r a l ,  n o t s in g u la r  as 
in  the  p re v io u s  " D "  d r a f t ] ,  and  I  h a v e  in c o rp o ra te d  that c h an g e  in to  th is  d ra ft .

J B C m ie d  
0 3 - 4 9  l .m e d
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C S  F O R  S E N A T E  B I L L  N O .  1 8 5 ( R E S )

IN  T H E  L E G IS L A T U R E  G F  T H E  S T A T E  O F  A L A S K A
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O ffered :
R e fe rred :

Sponsors): SENATOR WAGONER

A  B I L L  

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

" A n  A c t  p r o v i d i n g  f o r  a  r e d u c t io n  o f  r o y a l t y  o n  c e r t a in  o i l  p r o d u c e d  f r o m  C o o k  I n le t  

s u b m e r g e d  l a n d . "

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

*  S e c t io n  1 . A S  3 8 . 0 5 . 1 8 0 ( f )  is  am en d e d  b y  a d d in g  a n ew  p a ra g ra p h  to  re a d :
( 6 )  n o tw ith s ta n d in g  and  in  l ie u  o f  a re q u ire m e n t in  th e  le a s in g  m e th od  

c h o s e n  o f  a m in im u m  f ix e d  r o y a lt y  sh a re , o r  th e  r o y a l t y  p r o v is io n  o f  a le a s e , f o r  le a se s  

u n it iz e d  as d e s c r ib e d  in  (p )  o f  th is  s e c t io n , le a se s  s u b je c t to  an  a g re em en t d e s c r ib e d  in 

( s )  o r  ( t )  o f  th is  s e c t io n , o r  in te re s ts  u n it iz e d  u n d e r A S  3 1 . 0 5 ,  th e  le s s e e  o f  a l l  o r  p a n  o f  

an  o i l f i e ld  lo c a te d  o f f s h o r e  in  C o o k  In le t  o n  w h ich  an  o i l  p ro d u c t io n  p la t fo rm  

s p e c i f ie d  in  (A )  o r  (C )  o f  th is  p a ra g ra p h  o p e ra te s , o r  th e  le s s e e  o f  a l l  o r  p a rt o f  the 

f i e ld  lo c a te d  o f f s h o r e  in  C o o k  In le t  and  d e s c r ib e d  in  (E )  o f  th is  p a ra g ra p h ,
(A )  s h a ll p a y  a r o y a lt y  o f  f i v e  p e rc e n t o n  o i l  p ro d u c e d  f r o m  the 

p la t fo rm  i f  o i l  p ro d u c t io n  th a t e q u a le d  o r  e x c e e d e d  a v o lu m e  o f  1 ,2 0 0  b a r re ls  a 

d a y  d e c lin e s  to  le s s  th an  tha t a m o u n t f o r  a p e r io d  o f  at le a s t o n e  c a le n d a r

-1- C S S B  185(RES)
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q u a rte r , as c e r t i f ie d  b y  the A la s k a  O i l  a n d  G a s  C o n s e rv a t io n  C o m m is s io n , f o r  

as lo n g  as the  v o lu m e  o f  o i l  p ro d u c e d  f r o m  the  p la t fo rm  re m a in s  le ss  than

1 ,2 0 0  b a r re ls  a d a y ; the  p ro v is io n s  o f  th is  s u b p a ra g ra p h  a p p ly  to

( i )  D o l l y ;

( i i )  G r a y l in g ;

( i i i )  K in g  S a lm o n ;

( i v )  S te e lh e a d ; and

( v )  M o n o p o d ;

( B )  s h a l l p a y  a r o y a lt y  c a lc u la te d  u n d e r  th is  s u b p a ra g ra p h  i f  the 

v o lu m e  o f  o i l  p ro d u c e d  f r o m  the  p la t fo rm  that w a s  c e r t i f ie d  b y  th e  A la s k a  O i l 

a n d  G a s  C o n s e rv a t io n  C o m m is s io n  u n d e r (A )  o f  th is  p a ra g ra p h  la t e r  in c re a se s  
to  1 ,2 0 0  o r  m o re  b a r re ls  a d a y  an d  rem a in s  at 1 ,2 0 0  o r  m o re  b a r r e ls  a  d a y  f o r  a 

p e r io d  o f  at le a s t  o n e  c a le n d a r  q u a rte r ; u n t i l the  r o y a l t y  ra te  d e te rm in e d  u n d e r 

th is  s u b p a ra g ra p h  a p p lie s , th e  r o y a lt y  c o n t in u e s  to  b e  c a lc u la te d  u n d e r (A )  o f  

th is  p a ra g ra p h ; o n  an d  a f t e r  the  m on th  th e  in c re a s e d  p ro d u c t io n  e x c e e d s  the 

p e r io d  s p e c i f ie d  in  th is  p a ra g ra p h , the  r o y a lt y  p a y a b le  u n d e r th is  s u b p a rag ra p h  

is
( i )  f o r  p ro d u c t io n  o f  at le a s t  1 ,2 0 0  b a r re ls  a d a y  bu t n o t 

m o re  th an  1 ,3 0 0  b a r re ls  a d a y  - s e v e n  p e rc e n t ;

( i i )  f o r  p ro d u c t io n  o f  m o re  th an  1 ,3 0 0  b a r re ls  a  d a y  bu t 

n o t  m o re  than  1 ,4 0 0  b a r re ls  a d a y  - 8 .5  p e rc e n t ;

( i i i )  f o r  p ro d u c t io n  o f  m o re  than  1 ,4 0 0  b a r re ls  a d a y  bu t 

n o t  m o re  than 1 ,5 0 0  b a r re ls  a d a y  -  10  p e rc e n t ; an d

( i v )  f o r  p ro d u c t io n  o f  m o re  th an  1 ,5 0 0  b a r re ls  a d a y  -

1 2 .5  p e rc e n t ;
(C )  s h a l l p a y  a r o y a l t y  o f  f i v e  p e rc e n t o n  o i l p ro d u c e d  f r o m  the 

p la t fo rm  i f  o i l  p ro d u c t io n  th a t e q u a le d  o r  e x c e e d e d  a v o lu m e  o f  7 5 0  b a r re ls  a 

d a y  d e c lin e s  t o  le ss  th an  th a t am o u n t f o r  a p e r io d  o f  at le a s t  o n e  c a le n d a r 

q u a rte r , as c e r t i f ie d  b y  the A la s k a  O i l a n d  G a s  C o n s e rv a t io n  C o m m is s io n , f o r  

as lo n g  as the v o lu m e  o f  o i l  p ro d u c e d  f r o m  the p la t fo rm  rem a in s  le s s  than  7 5 0  

b a r re ls  a d a y ; th e  p ro v is io n s  o f  th is  s u b p a rag ra p h  a p p ly  to
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( i )  G ra n ite  P o in t ;

( i i )  A n n a ;

( i i i )  B ru c e ;

( i v )  B a k e r ;

( v )  D i l lo n ;

( v i )  X T O .A ;  and

( v i i )  X T O .C ;
( D )  s h a ll p a y  a r o y a lt y  c a lc u la te d  u n d e r th is  s u b p a ra g ra p h  i f  the 

v o lu m e  o f  o i l  p ro d u c e d  f r o m  the  p la t fo rm  that w a s  c e r t i f y  J b y  th e  A la s k a  O i l 
a n d  G a s  C o n s e rv a t io n  C o m m is s io n  u n d e r (C )  o f  th is  p a ra g ra p h  la t e r  in c re a se s  

to  7 5 0  o r  m o re  b a r re ls  a d a y  an d  rem a in s  at 7 5 0  o r  m o re  b a r r e ls  a  d a y  f o r  a 

p e r io d  o f  a t le a s t o n e  c a le n d a r  q u a r te r ; u n t i l the r o y a l t y  ra te  d e te rm in e d  u n d e r 

th is  s u b p a ra g ra p h  a p p lie s , th e  r o y a lt y  c o n tin u e s  to  b e  c a lc u la te d  u n d e r ( C )  o f  

th is  p a ra g ra p h ; o n  and  a f t e r  the  m on th  the in c re a s e d  p ro d u c t io n  e x c e e d s  the 

p e r io d  s p e c i f ie d  in  th is  p a ra g ra p h , the  r o y a lt y  p a y a b le  u n d e r th is  su b p a ra g ra p h  

is
( i )  f o r  p ro d u c t io n  o f  at le a s t 7 5 0  b a r re ls  a  d a y  b u t n o t 

m o re  th an  8 5 0  b a r re ls  a d a y  - se ven  p e rc en t ;

( i i )  f o r  p ro d u c t io n  o f  m o re  th an  8 5 0  b a r r e ls  a d a y  bu t 

n o t m o re  than  1 ,0 0 0  b a r re ls  a d a y  - 8 .5  p e rc e n t ;

( i i i )  f o r  p ro d u c t io n  o f  m o re  th an  1 ,0 0 0  b a r re ls  a d a y  bu t 

n o t  m o re  th an  1 ,2 0 0  b a r re ls  a d a y  - 1 0  p e rc e n t ; and
( i v )  f o r  p ro d u c t io n  o f  m o re  th an  1 ,2 0 0  b a r re ls  a d a y  -

1 2 .5  p e rc e n t ;
( E )  s h a ll p a y  a r o y a lt y  o f  f iv e  p e rc e n t o n  o i l p ro d u c e d  f r o m  the 

f i e ld  i f  o i l  p ro d u c t io n  tha t e q u a le d  o r  e x c e ed ed  a v o lu m e  o f  7 5 0  b a r re ls  a d ay  

d e c lin e s  to  le s s  th an  that a m o u n t f o r  a p e r io d  o f  at le a s t o n e  c a le n d a r  q u a rte r , 

as  c e r t i f ie d  b y  th e  A la s k a  O i l  and  G a s  C o n s e rv a t io n  C o m m is s io n , f o r  as lo n g  

as the v o lu m e  o f  o i l  p ro d u c e d  f r o m  the  f ie ld  re m a in s  le s s  than  7 5 0  b a r re ls  a 
d a y ; th e  p r o v is io n s  o f  th is  s u b p a rag ra p h  a p p ly  to  th e  W e s t  M c A r th u r  R iv e r  

f i e ld ;
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( F )  s h a l l p a y  a r o y a lt y  c a lc u la t e d  u n d e r  th is  s u b p a ra g ra p h  i f  the 

v o lu m e  o f  o i l  p ro d u c e d  f r o m  the f i e ld  th a t w as c e r t i f i e d  b y  th e  A la s k a  O i l  and  

G a s  C o n s e rv a t io n  C o m m is s io n  u n d e r ( E )  o f  th is  p a ra g ra p h  la t e r  in c re a s e s  to 
7 5 0  o r  m o re  b a r r e ls  a  d a y  a n d  rem a in s  at 7 5 0  o r  m o re  b a r r e ls  a d a y  f o r  a  p e r io d  

o f  at le a s t  o n e  c a le n d a r  q u a r te r ; u n t i l th e  r o y a l t y  ra te  d e te rm in e d  u n d e r  th is 

s u b p a ra g ra p h  a p p lie s , th e  r o y a l t y  c o n t in u e s  to  b e  c a lc u la te d  u n d e r  ( E )  o f  th is 

p a ra g ra p h ; o n  and  a f t e r  th e  m o n th  th e  in c re a s e d  p ro d u c t io n  e x c e e d s  the  p e r io d  

s p e c i f ie d  in  th is  p a ra g ra p h , th e  r o y a lt y  p a y a b le  u n d e r  th is  s u b p a ra g ra p h  is

( i )  f o r  p ro d u c t io n  o f  at le a s t  7 5 0  b a r r e ls  a  d a y  b u t n o t 

m o re  th an  8 5 0  b a r r e ls  a d a y  - s e v e n  p e rc e n t ;

( i i )  f o r  p ro d u c t io n  o f  m o re  th an  8 5 0  b a r r e ls  a d a y  bu t 

n o t  m o re  th an  1 ,0 0 0  b a r re ls  a  d a y  -  8 .5  p e rc e n t ;

( i i i )  f o r  p ro d u c t io n  o f  m o re  th an  1 ,0 0 0  b a r r e ls  a  d a y  bu t 

n o t  m o re  than  1 ,2 0 0  b a r re ls  a d a y  - 10  p e rc e n t ; an d

( i v )  f o r  p ro d u c t io n  o f  m o re  th an  1 ,2 0 0  b a r r e ls  a  d a y  -

1 2 .5  p e rc e n t ; a n d
(G )  m a y  o b ta in  th e  b e n e f i t s  o f  tb r o y a l t y  a d ju s tm e n ts  se t ou t

in  (A )  - ( D )  o f  th is  p a ra g ra p h  o n ly  i f  th e  re d u c t io n  in  p ro d u c t io n  f r o m  the

p la t fo rm , o r  as se t o u t  in  ( E )  and  ( F )  o f  th is  p a ra g ra p h  o n ly  i f  th e  re d u c t io n  o f  

p ro d u c t io n  f r o m  th e  f i e ld ,  is  c a lc u la te d

( i )  b a s e d  o n  th e  a v e ra g e  d a i ly  p ro d u c t io n  d u r in g  the 

c a le n d a r  q u a r te r  b a s e d  on  r e s e r v o i r  c o n d it io n s ; and
( i i )  w ith o u t c o n s id e ra t io n  o f  s h o r t - te rm  p ro d u c t io n

d e c lin e s  du e  to  m e c h a n ic a l o r  o th e r  c h o k e -b a c k  fa c t o r s , te m p o ra ry

s h u td ow n s  o r  d e c re a s e d  p ro d u c t io n  d u e  to  e n v i r o n m e n ta l o r  fa c i l i t y  

c o n s t ra in ts , o r  m a rk e t  c o n d it io n s .
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S e n a t o r  T h o m a s  H .  W a g o n e r
C h a i r , S e n a t e  C o m m u n i t y  a n d  R e g i o n a l  A f f a i r s  C o m m i t t e e  

V i c e - C h a i r , S e n a t e  R e s o u r c e s  C o m m i t t e e

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

Explanation of Amendment to SB 185 -  Exploration Severance Tax Credit

Alaska’s revenues are dependant on the oil & gas industry -  they generate most o f  the revenues 
we need to pay for services.

However, our recent data clearly shows that we are losing ground in the world m arket- the 
number o f wells drilled annually in Alaska has decreased dramatically. Only 4  new exploratory 
wells are planned for Alaska next winter. A primary reason for that decrease is related to the 
costs o f exploration in Alaska, costs that range from 5 cents per dollar in Azerbaijan to 65 cents 
on the dollar in Alaska.

The mechanism the State o f Alaska has to bring those costs o f  exploration into line with other 
areas, to be more competitive in the world market, is to offer tax credits to the industry.

This amendment puts on the table for discussion, credits that w ill enable the oil and gas industry 
the opportunity to make investment decisions in Alaska so that we w ill benefit from the 
increased activity.

The amendment:

•  Provides a tax credit o f  20% for exploration in an area that is more than 3 miles from an 
existing w ell or a previously produced well.

•  Provides a tax credit o f  40% if  it is more than 25 miles from an existing production cent 
and 40% for seism ic activity outside o f boundaries o f existing production unit or 
exploration unit boundary

•  Work must be accomplished between July 1, 2003 and June 30, 2007

SB 185 (S -F IN ) J - 12-03: mj
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A m e n d m e n t  #

OFFERED IN THE SENATE BY: Senator Tom Wagoner

T o :  W o r k  D r a f t  C S S B  185 V e r s i o n \ D :  R O Y A L T Y  R E D U C T I O N  

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

1 Page 2, line 15:

2 Delete “day”

3 Insert “month”

4

5 Page 3, Line 14:

6 Delete “day”

7 Insert “month”

8

9 Page 4, Line 7:

10 Delete “day”

11 Insert “month”
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C S  F O R  S E N A T E  B I L L  N O . 1 8 5 (  )

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

T W E N T Y - T H IR D  L E G IS L A T U R E  -  F I R S T  S E S S IO N

BY

Offered:
Referred:

Sponsors): SENATOR WAGONER

A  B I L L  

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

" A n  A c t  p r o v i d i n g  f o r  a  r e d u c t io n  o f  r o y a l t y  o n  c e r t a in  o i l  p r o d u c e d  f r o m  C o o k  I n le t  

s u b m e rg e d  l a n d . "

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

*  S e c t io n  7.. A S  3 8 . 0 5 . 1 8 0 ( f )  is  am en d ed  b y  a d d in g  a  n ew  p a ra g ra p h  to  re a d :

( 6 )  n o tw ith s ta n d in g  an d  in  l ie u  o f  a re q u ire m e n t  in  the  le a s in g  m e th od  

c h o s e n  o f  a m in im u m  f ix e d  r o y a lt y  sh a re , o r  th e  r o y a lt y  p r o v is io n  o f  a le a s e , f o r  le a se s  

u n it iz e d  as d e s c r ib e d  in (p )  o f  th is  s e c t io n , le a s e s  s u b je c t  to  an  a g re em en t d e sc rib ed  in  

( s )  o r  ( t )  o f  th is  s e c t io n , o r  in te re s ts  u n it iz e d  u n d e r A S  3 1 . 0 5 ,  th e  le s s e e  o f  a l l  o r  p a rt o f  

an  o i l  f i e ld  lo c a te d  o f fs h o r e  in  C o o k  In le t  o n  w h ic h  an  o i l  p ro d u c t io n  p la t fo rm  

s p e c i f ie d  in  (A )  o r  (C )  o f  th is  p a ra g ra p h  o p e ra te s , o r  th e  le s s e e  o f  a l l o r  p a rt o f  the 

f i e ld  lo c a te d  o f f s h o r e  in  C o o k  In le t  and  d e s c r ib e d  in  ( E )  o f  th is  p a ra g ra p h ,

(A )  s h a ll p a y  a r o y a lt y  o f  f iv e  p e rc e n t  o n  o i l  p ro d u c e d  f r o m  the 

p la t fo rm  i f  o i l p ro d u c t io n  tha t e q u a le d  o r  e x c e e d e d  a v o lu m e  o f  1 ,2 0 0  b a r re ls  a 

d a y  d e c lin e s  to le s s  th an  that a m o u n t f o r  a  p e r io d  o f  a t le a s t o n e  c a le n d a r

*1*
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q u a rte r , as c e r t i f ie d  b y  th e  A la s k a  O i l  an d  G a s  C o n s e rv a t io n  C o m m is s io n , f o r  
as lo n g  as th e  v o lu m e  o f  o i l  p ro d u c e d  f r o m  th e  p la t fo rm  re m a in s  le s s  than

1 ,2 0 0  b a r r e ls  a d a y ; th e  p ro v is io n s  o f  th is  s u b p a ra g ra p h  a p p ly  t o

( i )  D o l l y ;
( i i )  G r a y l in g ;

( i i i )  K in g  S a lm o n ;
( i v )  S te e lh e a d ; and

( v )  M o n o p o d ;

( B )  s h a l l  p a y  a  r o y a lt y  c a lc u la te d  u n d e r  th is  s u b p a ra g ra p h  i f  the 

v o lu m e  o f  o i l  p ro d u c e d  f r o m  th e  p la t fo rm  th a t w a s  c e r t i f ie d  b y  th e  A la s k a  O i l 

a n d  G a s  C o n s e rv a t io n  C o m m is s io n  u n d e r (A )  o f  th is  p a ra g ra p h  la t e r  in c re a s e s  

to  1 ,2 0 0  o r  m o re  b a r re ls  a d a y  an d  rem a in s  at 1 ,2 0 0  o r  m o re  b a r r e ls  a  d a y  f o r  a 

p e r io d  o f  a t le a s t  o n e  c a le n d a r  q u a r te r ; u n t i l th e  r o y a l t y  ra te  d e te rm in e d  u n d e r 
th is  s u b p a ra g ra p h  a p p lie s , th e  r o y a lt y  c o n t in u e s  t o  be  c a lc u la te d  u n d e r (A )  o f  

th is  p a ra g ra p h ; o n  a n d  a f te r  the  d a y  th e  in c re a s e d  p ro d u c t io n  e x c e ed s  the 

p e r io d  s p e c i f ie d  in  th is  p a ra g ra p h , th e  r o y a lt y  p a y a b le  u n d e r th is  s u b p a rag ra p h  

is

( i )  f o r  p ro d u c t io n  o f  a t le a s t  1 ,2 0 0  b a r re ls  a d a y  bu t n o t 
m o re  th an  1 ,3 0 0  b a r re ls  a d a y  - s e ve n  p e rc e n t ;

( i i )  f o r  p ro d u c t io n  o f  m o re  th an  1 ,3 0 0  b a r r e ls  a  d a y  bu t 
n o t  m o re  th an  1 ,4 0 0  b a r re ls  a  d a y  - 8 .5  p e rc e n t ;

( i i i )  f o r  p ro d u c t io n  o f  m o re  th an  1 ,4 0 0  b a r r e ls  a d a y  bu t 

n o t  m o re  th an  1 ,5 0 0  b a r re ls  a  d a y  - 1 0  p e rc e n t ; a n d

( i v )  f o r  p ro d u c t io n  o f  m o r e  th an  1 ,5 0 0  b a r re ls  a d a y  -

1 2 .5  p e rc e n t ;

( C )  s h a ll p a y  a  r o y a lt y  o f  f i v e  p e rc e n t o n  o i l  p ro d u c e d  f r o m  the  

p la t fo rm  i f  o i l p ro d u c t io n  th a t e q u a le d  o r  e x c e e d e d  a v o lu m e  o f  7 5 0  b a r re ls  a 

d a y  d e c lin e s  to  le s s  th an  th a t am o u n t f o r  a p e r io d  o f  at le a s t  o n e  c a le n d a r  

q u a r te r , as  c e r t i f ie d  b y  the  A la s k a  O i l  and  G a s  C o n s e rv a t io n  C o m m is s io n , f o r  

as lo n g  as th e  v o lu m e  o f  o i l  p ro d u c e d  f r o m  th e  p la t f o rm  re m a in s  le s s  than  7 5 0  

b a r r e ls  a d a y ; th e  p ro v is io n s  o f  th is s u b p a rag ra p h  a p p ly  to

W O R K  D R A F T  W O R K  D R A F T  23-LS0926\D
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( i )  G ra n ite  P o in t ;

( i i )  A n n a ;

( i i i )  B ru c e ;

( i v )  B a k e r ;

( v )  D i l l o n ;

( v i )  X T O .A ;  and

(v i i )  X T O .C ;

( D )  s n a i l p a y  a r o y a lt y  c a lc u la te d  u n d e r  th is  s u b p a ra g ra p h  i f  the 

v o lu m e  o f  o i l  p ro d u c e d  f r o m  the  p la t f o rm  tha t w a s  c e r t i f ie d  b y  th e  A la s k a  O i l 

a n d  G a s  C o n s e rv a t io n  C o m m is s io n  u n d e r (C )  o f  th is  p a ra g ra p h  la t e r  in c re a se s  

to  7 5 0  o r  m o re  b a r re ls  a d a y  an d  rem a in s  at 7 5 0  o r  m o re  b a r re ls  a  d a y  f o r  a 

p e r io d  o f  at le a s t  o n e  c a le n d a r  q u a r te r ; u n t i l th e  r o y a l t y  ra te  d e te rm in e d  u n d e r 

th is  s u b p a ra g ra p h  a p p lie s , th e  r o y a l t y  c o n t in u e s  to  b e  c a lc u la te d  u n d e r ( C )  o f  

th is  p a ra g ra p h ; on  an d  a f te r  th e  d a y  th e  in c re a s e d  p ro d u c t io n  e x c e e d s  the 

p e r io d  s p e c if ie d  in  th is  p a ra g ra p h , the r o y a l t y  p a y a b le  u n d e r  th is  s u b p a rag ra p h  

is

( i )  f o r  p ro d u c t io n  o f  a t le a s t  7 5 0  b a r re ls  a  d a y  b u t  no t 

m o re  than  8 5 0  b a r re ls  a d a y  - s e v e n  p e rc e n t ;

( i i )  f o r  p ro d u c t io n  o f  m o r e  th an  8 5 0  b a r r e ls  a d a y  bu t 

n o t m o re  th an  1 ,0 0 0  b a r re ls  a d a y  -  8 .5  p e rc e n t ;

( i i i )  f o r  p ro d u c t io n  o f  m o r e  th an  1 ,0 0 0  b a r r e ls  a d a y  bu t 

n o t  m o re  th a n  1 ,2 0 0  b a r re ls  a d a y  -  10  p e rc e n t ; and

( iv )  f o r  p ro d u c t io n  o f  m o r e  th a n  1 ,2 0 0  b a r re ls  a d a y  -

1 2 .5  p e rc e n t ;

( E )  s h a l l p a y  a r o y a lt y  o f  f i v e  p e rc e n t o n  o i l  p ro d u c e d  f r o m  the 

f i e ld  i f  o i l  p ro d u c t io n  that e q u a le d  o r  e x c e e d e d  a v o lu m e  o f  7 5 0  b a r re ls  a  day  

d e c lin e s  to  le s s  th an  that am o u n t f o r  a p e r io d  o f  at le a s t  o n e  c a le n d a r  q u a rte r , 

a s  c e r t i f ie d  b y  the  A la s k a  O i l  a n d  G as  C o n s e rv a t io n  C o m m is s io n , f o r  as lo n g  

as th e  v o lu m e  o f  o i l  p ro d u c e d  f r o m  th e  f i e ld  re m a in s  le s s  th an  7 5 0  b a r re ls  a 

d a y ; th e  p ro v is io n s  o f  th is  s u b p a ra g ra p h  a p p ly  to  th e  W e s t  M c A r th u r  R iv e r  

f i e ld ;

-3- C S S B  185( )
New Text: Underlined [DELETED TEXT BRACKETED]



1
2

3
4

5

6

7

8

9

1 0

11
1 2

1 3
1 4

1 5

1 6

1 7
1 8

1 9
2 0

2 1

2 2

2 3

2 5
2 6

(F )  s h a l l p a y  a r o y a lt y  c a lc u la te d  u n d e r  th is  s u b p a rag ra p h  i f  the 
v o lu m e  o f  o i l  p ro d u c e d  f r o m  th e  f i e ld  th a t w as c e r t i f ie d  b y  th e  A la s k a  O i l  and 

G a s  C o n s e rv a t io n  C o m m is s io n  u n d e r ( E )  o f  th is  p a ra g ra p h  la t e r  in c re a s e s  to 

7 5 0  o r  m o re  b a r r e ls  a  d ay  a n d  rem a in s  a t 7 5 0  o r  m o re  b a r re ls  a  d a y  f o r  a p e r io d  

o f  at le a s t o n e  c a le n d a r  q u a r te r ; u n t i l th e  r o y a lt y  ra te  d e te rm in e d  u n d e r th is 

s u b p a rag ra p h  a p p lie s , the  r o y a l t y  c o n t in u e s  to  b e  c a lc u la te d  u n d e r (E )  o f  th is 

p a ra g ra p h ; o n  and  a fte r  th e  d a y  the  in c re a s e d  p ro d u c t io n  e x c e ed s  the  p e r io d  

s p e c i f ie d  in  th is  p a ra g ra p h , th e  r o y a lt y  p a y a b le  u n d e r  th is  s u b p a ra g ra p h  is

( i )  f o r  p ro d u c t io n  o f  at le a s t  7 5 0  b a r re ls  a d a y  b u t n o t 

m o re  th an  8 5 0  b a r re ls  a d a y  - s e ve n  p e rc e n t ;

( i i )  f o r  p ro d u c t io n  o f  m o r e  th a n  8 5 0  b a r r e ls  a  d a y  bu t 

n o t  m o re  th an  1 ,0 0 0  b a r re ls  a d a y  -  8 .5  p e rc e n t ;

( i i i )  f o r  p ro d u c t io n  o f  m o re  th an  1 ,0 0 0  b a r re ls  a  d a y  bu t 
n o t  m o re  th an  1 ,2 0 0  b a r re ls  a d a y  - 1 0  p e rc e n t ; and

( iv )  f o r  p ro d u c t io n  o f  m o re  th an  1 ,2 0 0  b a r re ls  a d a y  -

1 2 .5  p e rc e n t ; and

(G )  m a y  o b ta in  the  b e n e f i t s  o f  th e  r o y a lt y  a d ju s tm en ts  se t ou t 

in  (A )  -  (D )  o f  th is  p a ra g ra p h  o n ly  i f  th e  re d u c t io n  in  p ro d u c t io n  f r o m  the 

p la t fo rm , o r  as se t o u t  in  ( E )  and  ( F )  o f  th is  p a ra g ra p h  o n ly  i f  the  re d u c t io n  o f  
p ro d u c t io n  f r o m  the  f ie ld ,  is  c a lc u la te d

( i )  b a s e d  o n  the  a v e ra g e  d a i ly  p ro d u c t io n  d u r in g  the 

c a le n d a r  q u a rte r b a s e d  on  r e s e r v o i r  c o n d it io n s ; and

( i i )  w ith o u t c o n s id e ra t io n  o f  s h o r t - te rm  p ro d u c t io n  

d e c lin e s  du e  to  m e c h a n ic a l o r  o th e r  c h o k e - b a c k f f a o fo K ^ te m p o ra ry  

s h u td ow n s  o r  d e c re a s e d  p ro d u c t io n  d u e  to  e n v iro n m e n ta l o r  fa c i l i t y  

c o n s t ra in ts , o r  m a rk e t  c o n d it io n s .
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S e n a t o r  T h o m a s  H .  W a g o n e r
C h a i r , S e n a t e  C o m m u n i t y  a n d  R e g i o n a l  A f f a i r s  C o m m i t t e e  

V i c e - C h a i r , S e n a t e  R e s o u r c e s  C o m m i t t e e

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

D A T E :  A p r i l  1 7 ,  2 0 0 3

T O : S e n a t o r  S c o t t  O g a n ,  c h a i r  
S e n a t e  R e s o u r c e s  C o m m i t t e e ,

F R O M :  S e n a t o r  T o m  W a g o n e r

R E : S B  1 8 5  H e a r i n g  R e q u e s t

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

I  a m  a t t a c h i n g  i n f o r m a t i o n  f o r  y o u r  b i l l  p a c k e t .

T h a n k  y o u  f o r  y o u r  t im e  a n d  c o n s i d e r a t i o n .
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SPONSOR STATEMENT 
185: ROYALTY REDUCTION ON CERTAIN OIL

S B  1 8 5  a m e n d s  s t a tu t e s  t o  p r o v i d e  f o r  r e d u c t i o n  o f  r o y a l t y  o n  o i l  p r o d u c e d  in  c e r t a in  
C o o k  I n l e t  f i e l d s  a n d  p l a t f o r m s  a s  t h e y  n e a r  th e  e n d  o f  t h e i r  p r o d u c t i o n  c a p a b i l i t y .

T h e  in t e n t  o f  t h e  le g i s la t i o n  i s  t o  p r o v i d e  a  m o n e t a r y  in c e n t i v e  in  t h e  f o r m  o f  r o y a l t y  
r e l i e f  t o  m a x im i z e  p r o d u c t i o n  f r o m  o l d  f i e ld s  a n d  e x t e n d  th e  l o n g e v i t y  o f  C o o k  I n l e t  o i l  
p l a t f o r m s .

I n  r e t u r n ,  t h e r e  is  c o n t in u e d  e m p lo y m e n t  i n  th e  a r e a  r a t h e r  t h a n  a  l o s s  o f  j o b s  d u e  to  
a b a n d o n m e n t  o f  t h e  f i e ld s .

T h e r e  is  a l s o  m o r e  p r o d u c t i o n  th a n  w o u ld  o t h e rw i s e  b e  r e a l i z e d  b e c a u s e  th e  f i e l d s  w i l l  
h a v e  b e c o m e  m o r e  e c o n o m i c a l  d u e  t o  th e  r e d u c e d  c o s t s .  T h a t  r e s u l t s  in  m o r e  o i l  
p r o d u c t i o n  t h a n  w o u ld  h a v e  o r i g i n a l l y  b e e n  r e a l i z e d ,  a n d  s u b s e q u e n t ly  m o r e  u n e x p e c t e d  
r o y a l t y  r e v e n u e s ,  e v e n  a t  a  r e d u c e d  r a t e .

E n c o u r a g i n g  p r o d u c t i o n  i n  t h e s e  m a r g in a l  f i e ld s  w i l l  e x t e n d  t h e i r  l i f e  b y  a  m in im u m  o f  
1 8  t o  2 4  m o n t h s  -  a  c o n s i d e r a b le  e x t e n s i o n  o f  e m p lo y m e n t  o p p o r t u n i t i e s  in  th e  C o o k  
I n l e t  b a s in .

SS SB 185 S(R ES) 4-20-03  mj
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May 5, 2003

Senator Scott Ogan, Chair 
Senate Resources Committee 
Alaska State Capitol 
Juneau, Alaska 99801 -1182

Re: Senate Bill 185 —  Royalty Reduction on Certain O il

Dear Senator Ogan:

On behalf o f the Resource Development Council for Alaska, Inc. (RDC), I am 
w riting in support of SB185 —  Royalty Reduction on Certain O il. RDC is a 
private, non-profit, business association representing individuals and companies 
from Alaska's oil and gas, mining, timber, tourism and fisheries industries. Our 
mission is to help grow Alaska's economy through the responsible development 
of the state's natural resources. SB 185 encourages development of Alaska's 
resources wh ile protecting the interests of the State. The b ill deserves your 
committee's strong support, and we urge you to move it forward.

As you are well aware, many o f the oil fields in Cook Inlet have begun to reach 
the threshold of econom ic productivity. UNOCAL's recent decision to close 
two o f its Cook Inlet platforms is evidence of this trend. Because the Cook Inlet 
basin is a maturing oil province, it is appropriate for the State to consider 
incentives designed to prolong the life of existing fields, protect critica l 
infrastructure and encourage opportunities for future investment. SB185 
addresses each o f these goals.

SB185 creates a royalty reduction schedule triggered by specific production 
volume levels —  1,200 barrels per day and 750 barrels per day depending 
upon the field. By establishing a fixed royalty reduction schedule this 
legislation provides operators w ith an economic incentive that is predictable, 
simple and can be put into place quickly. In other words, it is something 
companies can count on when making investment decisions. The b ill also 
protects the State by increasing the royalty rate if production from a 
participating field subsequently increases above either 750 or 1,200 barrels per 
day.

If passed this bill w ill generate a host o f benefits. Most importantly SB185 w ill 
add one to three years of life to several Cook Inlet oil fields. Extended life for

121 West Firevveetl Line, Suite 250, Anchorage, Alaska 99503-2035 
Phone: 907/276-0700 Fax: 907/276-3887 Fmail: Resources@akrdc.org Website: www.akrrlc.org
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these fields w ill in turn prolong the utility o f critica l infrastructure and offset the State's 
reduced royalty share. It is important to note that maintaining Cook Inlet's existing 
infrastructure may facilitate future exploration, development and production of currently 
undiscovered reserves. At a community level SB185 w ill delay workforce reductions and 
help maintain the region's property tax base.

Thank you for considering our position on this important piece of legislation. Please feel 
free to contact me with any questions.

Sincerely,

R e s o u r c e  D e v e l o p m e n t  C o u n c i l  
for Alaska, Inc.

Tadd Owens 
Executive Director



Union Oil Company of California 
Testimony on SB 185 

Senate Resources Committee 
May 7, 2003

Mr. Chairman and members of the Senate Resources Committee-My name is 
Kevin A. Tabler, Manager of Land and Govt. Affairs for Union Oil Company of 
California (Unocal) in Alaska. I appreciate this opportunity to be heard today and 
to present a few comments regarding Senate Bill 185. As I have previously 
testified in House Committee hearings, we are encouraged with the positive 
atmosphere and efforts made by the Legislature and Administration to craft 
legislation to encourage further exploration and development and to protect our 
states most prolific revenue generating industry. W e appreciate your 
consideration of SB 185 which specifically targets those endangered Cook Inlet 
oil fields and platforms which are rapidly approaching their economic life.
Unocal is the predominant operator in Cook Inlet and where our infrastructure 
base and manpower are best defined. It’s also a place where our infrastructure, 
manpower and capital investments are continually threatened by internal global 
competition for investment dollars. For the last several years, Unocal has 
consolidated and restructured its Alaskan operations and focused on becoming 
the safest lowest cost producer in Cook Inlet. We have, either through purchase 
and/or exchange of properties, positioned ourselves to have the most cost 
effective operation possible. The Cook Inlet, with its mature and declining fields, 
low margin properties, high operating costs and regulatory uncertainty, is a 
challenging environment in which to stay profitable, let alone risk capital. Cost 
cutting in and of itself is only a temporary fix. The only sustainable solution to 
longevity is to increase the reserve base.
Although SB 185 will not necessarily increase the reserve base of a field or 
platform, it will extend economic viability and prolong the utility of the existing 
infrastructure, leading to the ultimate recovery of more reserves and have an 
offsetting effect on any reduction awarded. Equally as important is the possibility 
for royalty reduction to increase the attractiveness for making additional 
investment in a field which might lead to an increase in the overall recoverable 
reserve base of that field.
One thing is certain, if the economic viability of the field or platform is left 
unchecked, shutdown will be accelerated and lead to a lower tax base, 
unemployment and loss of monetary cycling throughout a community. Such 
events are beginning to occur with Unocal’s recent announcement to suspend 
production on the Dillon Platform. Layoff’s have occurred and it is a short period 
of time before additional platforms will be suspended.
With mature fields, such as those in Cook Inlet, when royalty relief is justifiable 
and needed, the volumes of production and corresponding royalty associated



therewith are such that life extension of the facility and that facilities importance 
to the overall infrastructure is the primary benefit. If you wait until the field is truly 
uneconomic to qualify, there is little benefit to the state or the producer since 
royalty relief does not generate enough revenue to significantly extend field life 
but merely prolong the inevitable.
In reviewing the language of this bill, we appreciate the recognition that different 
platforms and fields have different thresholds for economic viability. Although 
each platform is different, we must not loose sight of the overall economics of the 
Cook Inlet. These economics are extremely sensitive, not only to price but, to 
the impact of cost sharing. As each platform or facility becomes uneconomic, 
the remaining facilities must absorb more of the overall costs of the Cook Inlet 
operation. Such additional costs place an increased burden on the remaining 
facilities and therefore shorten their life. The time to get relief is when you are 
still economic and there is potential to extend field life by investing more capital 
or expense dollars to increase production, or implement systematic process 
changes if necessary in an operation. With such an extension you have the 
ancillary benefits of jobs, taxes and the multiplying effect of money in a 
community. With royalty reduction, it truly is a case of sooner is better than later.
SB 185 is a very specific, clear, concise, automatic and easily understood and 
administered vehicle for delaying the inevitable elimination of jobs, extending the 
life of critical infrastructure which will support future development and exploration 
projects and creating certainty around investment strategies for producers.
In conclusion, we believe the necessity for and utility of SB 185 is well overdue in 
Cook Inlet and therefore encourage passage out of this committee. I’d be happ*' 
to answer any questions

T h an k  You



TESTIM ONY  
Larry Houle 

Alaska Support Industry Alliance 
Before 

Senate Resources 
Re: SB 185, “An Act providing fo r  a reduction o f  royalty 
on certain oil produced from  Cook Inlet submerged land”

Mr. Chairman and members of the Committee my name is Larry Houle and I am the 
Genera] Manager o f the Alaska Support Industry Alliance more widely known as The 
Alliance. The Alliance is a non-profit state-wide trade association with chapters in 
Anchorage, Fairbanks and Kenai. The Alliance is comprised of over 420 member 
companies who derive their livelihood from Alaska’s Oil and Gas industry. The 
employment base represented by Alliance membership exceeds is over 25,000 Alaska 
residents.

As the oil fields in Cook Inlet approach the end of their economic life certain steps can 
and need to be taken to extend field life and maximize the irreplaceable infrastructure that 
is in place to serve these fields. Extended facility life can and will facilitate exploration, 
discovery and development of undiscovered reserves. SB 185 is designed to encourage 
continued production and maintenance o f these facilities by reducing the royalty from 
12.5% to 5% on oil produced from these platforms as they approach their economic 
limits.

Reducing royalties under these special circumstances may extend production by one to 
three years. Although the royalty percentage will be reduced, actual royalties received 
over time will more than compensate and make up for losses. Representing the 
Contracting community that employs hundreds o f Alaskans that work in the oil patch we 
believe this to be the proper role of government and this legislature.

Extended production will delay the loss of jobs in those communities adjacent Cook Inlet. 
In addition, local municipalities where the platforms reside will benefit from continued 
property taxes. SB 185 triggers royalty reduction only at specific production volume 
levels -  the bill has been thoughtfully crafted to provide predictable and timely royalty 
reduction to allow operators to plan maintenance and staffing to extended field life. The 
State’s interests are further protected as the bill identifies those specific platforms eligible 
for royalty reduction and defines the daily volume where reduction will occur. The bill 
provides for a graduated scale for royalty rate increases should production rates increase 
above specific levels.

Clearly, the metaphor one-half a loaf o f bread is better than no loaf applies to SB 185. 
Passage of this legislation is in the best interest o f the state, local communities and most 
of all the many Alaskan families that rely on Cook Inlet oil production for their 
livelihood.

5/12/2003 1



Speaking on behalf o f the 420 company members that make up the Alaska Support 
Industry Alliance we encourage House Resources Committee to move the bill forward for 
further action by the full House.

Sincerely,

Larry Houle
General Manager
Alaska Support Industry Alliance

5/12/2003 2



My name is Gary Carlson. I am Senior Vice President for Forest Oil 

Corporation, a major investor in the Cook Inlet these past 5 years.

My testimony on HB 198 will focus on the maintenance of critical and 

scarce infrastructure associated with the mature oil fields in the Cook 

Inlet. The platforms, associated pipelines, and related onshore facilities 

represent irreplaceable infrastructure which may facilitate the 

exploration, discovery and development of as yet undiscovered reserves 

if their useful lives can be extended. Any delay in abandoning or 

decommissioning of this infrastructure will provide opportunities to the 

industry to develop smaller scale oil and gas prospects that won’t stand 

the economics if new infrastructure needed to be developed.

As the mature fields approach their economic life, the operators need to 

get creative and manage costs carefully which includes changing the 

way they operate and they need the cooperation of their vendors and 

contractors to share in these efforts. I believe that it is appropriate for

T e s t im o n y  H B  1 9 8
M a y  9 ,2 0 0 3



the State to step in as a partner also. This bill provides a way for the 

State to make a difference.

Keeping the current Cook Inlet oil fields on line a few more years will 

maintain good jobs, provide local taxes, and the possibility of new 

development that could easily exceed any anticipated future short fall in 

State revenues resulting from reducing the State’s royalty.

I want to commend the bill sponsors and the Department of Natural 

Resources for their foresight in supporting this bill. I want to thank the 

committee for the opportunity to provide testimony on this legislation.
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