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appoint at least five qualified persons to serve at his pleasure as the
State Assessment Review Board.

Sec. 43.56.060. PER DIEM AND EXPENSES. Members of the State
Assessment Review Board shall be compensated and are entitled to per
diem and expenses authorised by law for boards and commissions.

Sec. 43.56.070. POWERS AND DUTIES. The State Assessment Review
Board has the powers and duties with respect to assessment of property
taxable under this chapter of an assembly or council sitting as a
board of equalization.

Sec. 43.56.080. COLLECTION AND ENFORCEMENT. The tax levied under
sec. 10(a) of this chapter is payable in full to the Department of
Revenue on June 30 of the tax year, except that the Department of Revenue
may by regulation provide for prepayment of taxes and payment by install-
ments. A penalty of ten per cent shall be added to delinquent taxes
and interest at the rate of eight per cent per annum, or four percentage
points above the per annum rate charged member banks for advances by
the 12th Federal Reserve District that prevailed on the first day of
the month preceding the commencement of that calendar quarter, which-
ever is greater, shall accrue on all unpaid taxes, excluding penalties,
from the due date until paid in full. Collection of the tax levied
under this chapter shall be carried out by the Department of Revenue
substantially in the manner provided in AS 29.53*200 - 29.53*390 except
that the state is substituted for references to cities and boroughs.

Sec. 43.56.090. LIEN FOR TAX. Notwithstanding any other provision
of lav/, the tax levied under this chanter and Interest and penalty set
out in sec. 80 'm* this chapter are lien3 upon the property subject to
tax under this chanter. The liens provided by this section are prior
and paramount to all other liens or encumbrances upon the same property.

Sec. 43.56.100. FAILURE TO FILE; FALSE STATEMENT. A person who
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knowingly fails to file a return when due or wakes a false statement
in a return required under this chapter with intent to evade the taxa-
tion is guilty of a felony and upon conviction is punishable by a fine
of not more than $5,000, or by imprisonment for not wore than five
years, or by both, together with the costs of prosecution.

Sec. 43.56.110. DEPOSIT IN GENERAL FUND. The revenue from the
tax levied under sec. 10(a) of this chapter shall be deposited in the
general fund.

Sec. 43.56.120. REGULATIONS. The state assessor and the Depart-
ment of Revenue may adopt regulations as appropriate to carry out their
respective duties under this chapter.

Sec. 4356|30 DEFINITIONS. In this chapter ‘“taxable real and
tangible personal propertyll means machinery, appliances and equipment
used in the operation of wells producing oil or gas anu tank farras,
tanker terminals, gathering and transmission lines, and relateu facili-
ties associated with the production bad transportation of crude oil and
natural gas; the term includes otherwise taxable property exempted from
taxation under home rule ordinance or charter, but does not include
property exempt from taxation unaer the constitution and laws of the
state or of the United States, or any subsurface estate, Including oil
in the ground, or pronoj/ty used in a consumer distribution system.

Sec. 2. AS 33.35-140 is repealed and re-enacted to read:

Sec. 38.35.140. PAYMENT OF RENTAL, (a) The carrier shall agree
in the lease, as a condition for obtaining the lease of state public
land for pipeline right-of-way, that it will pay annually to the state
as rent for the premises demised an amount determined in accordance
with the provisions of AS 38.05-320 fc.r the lease of state public land
for easement-3 and righta-of-way.

(b) Each lease of state public land for pipeline right-of-way
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shall provide that all money and other suns which become due to i;he
state by reason of any provision of the lease is and shall always be

a valid and first lien but second in priority toa llex; imposed under
AS *<3.56.090 uron the buildings and improvementson the demised proper-
ty, and upon all of the Interests of the lessee carrier in the les.3e
and in the property of the carrier transported by the pipeline subject
to the lease and paramount to any mortgage which the carrier may exe-

cute on them, or any lien caused by the carrier.

* Sec. 3. AS 38.35.190(c) is repealed.

* Sec. This Act takes effect on the day after its passage and approval

or on the day it becomes law without approval.
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Alaska's Governor William Egan presented his case
for ownership and regulation of the trans-Alaska pipe-
line by the State of Alaska in hearings before the
Alasica legislature's House State Affairs and Senate
Commerce committees in early March.

Extensive testimony by state administration offi-
cials and consultants laid out the problem of shrinking

North Slope oil revenue projections caused by rapidly
escalating pipeline costs; State ownership and regula-
tion was presented as a solution. An oil industry task

force led by the Standard Oil Company (Ohio) Chairman
Charles Spahr, presented exhaustive counterpoint to the
administration's testimony for a state owned pipeline.

By the end of a solid week of hearings, feelings among
most legislators were that public ownership of the pipe-
line wou-d bo a bad deal for the State of Alasica. But
legislators also felt that the state's revenue situation
thoroughly presented in overly negative terms by the
administrate on, was critical enough to justify some local
influence over tariffs on the trans-Alaska oioeline.
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ALASKA'S REVENUE SITUATION

In simple terms, the State of Alaska's situation
is this: Following the dramatic September, 1969 Arctic
oil lease sale, which garnered $900 million into the
state treasury, the state administration and legislature
looked to a confident future in which $150 to $300 mil-
lion annually in North Slope oil royalties and taxes
would begin shortly after completion of the trans-Alaska
pipeline in the early 1970's. The pipeline construction
schedule appeared fairly certain, and likewise the pro-
jected pipeline cost (roughly one billion), a figure
which would determine the pipeline tariff structure once
in operation (which would in turn largely determine the
wellhead field price of oil on the North Slope, on which
state royalties and taxes were paid).

In an air of optimism, the state went into a heavy
budget almost twice the budget of the year previous.
Such innovative programs as local government revenue-
sharing (which allowed a drastic cut of local property

taxes), 90-10 state funding of school costs in school
districts, and many other social services lo.ng in crit-
ical need in Alaska. Following the discovery of oil at
Purdhoe Bay and the September, 1969 oil sale, Alaska
public sentiment demanded an immediate showing of some
benefit from the new arctic discoveries, and these bene-
fits were delivered in the following year's expanded
state budget. To accomplish this expansion, a part of
the principal of the $900 million was used.

The State of Alaska has been criticised both within
and without Alaska for spending parts of its oil wealth
too quickly, thereby creating the financial situation
the state now finds itself in. But in the spring of .1970
following the September lease sale, political realities
in Alaska demanded that the public be given some demon-
stration of tiie benefits brought by Arctic oil discoverie
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One legislator put it this way, that year: "When
you've been poverty stricken, starving and living on
soup for many years and suddenly you inherit a million
dollars, what's the first thing you're going to do?
Go get another bov/l of soup? Wo, you're going to
walk into the finest restaurant in town and order the
largest steak on the menu." The situation Alaska is
in, though, is that of the man grown used to large
steaks and suddenly faced with the prospect of living
on soup again.

The rosy optimism of 1970 began to fade when un-
expected delays hit the pipeline's construction time-
table. Originally slated to begin construction in
spring of 1970, federal right-of-way permits were with-
held by court action brought by out-of-state conservat-
ion groups. At this writing, it appears extremely un-
likely that any construction activity can begin before
spring of 1973, and possible spring of 1974. A four
year delay in receiving expected revenues from flowing
North Slope oil has wrecked enough havoc on state budget
projections, out an added twist lately is the unexpected
sharp increase in pipeline construction cost estimates,
which have a direct bearing on throughput tariffs and
the determination of wellhead prices at Prudhoe, on
which state revenues are based. As late as summer 1971 s
the State Department of Revenue had been informed that
the pipeline costs were still hovering around $1 billion.
Shortly following this, state officials read industry
statements that projected line costs had escalated to
around $2.5 billion. Industry statements also revealed
that production would not increase as quickly as they
had earlier expected, which meant that royalties and
taxes, paid on a per-barrel rate, would not reach the
income levels for given years that had been anticipated.

Faced with conflicting information and a growing
"credibility gap" between state and industry, the state
commissioner] its own engineering consulting firm,
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Tippetts-Abbett-McCarthy & Stratton, to develop a
state estimate of construction cost. This is where
the $3-5 billion state estimate came from. Factors
in cost escalation, according to administration testi-
mony were: Unrealistic original industry estimates,
inflationary costs of delay, and increased costs due
to engineering changes and adherance to strict federal
environmental stipulations.

With these figures at hand, calculations in new
budget projections showed that if industry would wish
to levy high tariff charges on oil transport in the
early years of pipeline operation to recoup an extre-
mely heavy investment, the "wellhead"” price of North
ivopeoil would be reduced to the point where little
royalty and tax revenue would accrue to the state until
the mid-1980's.

State officials were suspicious of the alleged
common-carrier and ICC jurisdiction regulating tariffs
and profits on the proposed pipeline. It would be simple
for industry to "hide" high tariffs through accounting
procedures allowed by the ICC which permitted pipeline
companies (of which seven own the proposed trans-Alaska
line) to lump tariffs on the Alaska line in with tariffs
on other pipelines owned by that company.

To this complexity was added the legal problem of
federal regulation preempting state regulation. For the
state to simply own the pipeline was seen as a simple sol-
ution: The state could not only set tariffs which would
determine North Slope wellhead prices, but would Itself
make profits from the pipeline.

HENRI'S GLOOMY OUTLOOK

State Commissioner of Administration Joe Henri, con-
sidered one of the prime "movers" behind state-ownership
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concept, presented a dark and gloomy analysis of future
budget projections at the Juneau hearings.

To fund a state budget of $311 million this year,

he said, the state will again have to "raid" the lease
sale bonus fund of roughly $100 million, further deplet-
ing it and reducing future interest income. The cycle
will be repeated in following years, and "obviously, we
will soon hit the bottom of the barrel. Only large and

new revenues from the North Slope can allow us to con-
tinue our present growth rates,” he said.

Growth rates this year, with program requests
drastically slashed, were 3-5# for the general fund and

4.6# for the total budget. Increases in school founda-
tion money,university budget, nursing nome care and gen-
eral medical relief, all desperately needed, will be

foregone this year. In the next few years, Henri said,

budget growth rates of 6# to 8# would allow "maintenance"
state programs with no great increases, despite increases
in population demand.

"Were Alaska to continue to increase its budget ex-
penditures at the 6# and 8# rates...the first year of
deficit would be 1978 (after the spending of all the
bonus money), wnerein we would experience a shortfall of
over $156 million. This shortage would increase so that
by Fiscal 1982 the deficit would be $1,135,000,000. Of
course, deficits for operating expenditures are in fact
impossible under our state constitution; instead of ex-
periencing a billion dollar deficit ten years from now,
we would in actuality have to reduce state expenditures
radically,” Henri said.

According to Henri's projections in the case of
private pipeline ownership, the state could have $45 mil-
lion in the treasury in iy82 only if state budget increases
could be kept at 1# annually, whicn really meant, "a huge
cut in all programs and the elimination of many,” he said.
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Henri paints a rosy picture for revenue project-
ions under public ownership:. The state not only enjoys
protection from "excessive" throughput tariffs and a
reasonable wellhead price at Prudhoe, but also enjoys
profits from the pipeline itself, which are bolstered
by the fact that being publicly-owned, the pipeline pays
no federal income tax. Under these terms, he says,
money would be available to not only fund the "austerity"
budgets of 6% to 8% increases, but also to fund additional
increases.

"Were the oil line privately ov/ned the state would
have almost a billion less dollars to spend over the next
ten years," he said.

Legislators were impressed by Henri's testimony and
appreciated the budget predicament the state was in due
to pipeline delays and cost escalation. However, they
felt Henri had overstated his case and vastly oversimpl-
ified his projections.

In the end, Henri failed to convince legislators that
there was any real difference between state royalty and tax
rates under public ownership and private ownership. The
only added benefit in the public ownership case was pipeline
profits the state would theoretically enjoy, and that these
would be the only "extra" funds available to bail the state
out of a financial dilemma. This "extra" source of funds
were gquestionable justification for the state to undertake
the heavy burden of construction financing, many legislators

felt.

Legislators also pointed out that Henri did not identify
other potential revenue sources available from the pipeline
and slope operations, no matter in what state of operation.
These would be potential sources such as state property taxes
aimed at pipeline, oil production and exploration facilities,
possible revision of the severence tax or a switch to a cents-
per-barre.l severence (which would remove the need for a "well-
head price", thereby neatly solving one problem, though creat-
ing others).
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Legislators also feel that Henri failed to accur-
ately portray the budget considerations in the expanded
post-lease sale budgets. The large budgets of 1970 on-
ward could have been trimmed considerably without great
harm to programs, and future budgets can be held in
check without the great disasters in public services
predicted by Commissioner Henri.

For instance, the local government revenue sharing
and sehool-aid programs mentioned as marked for cutback
would merely transfer tax responsibility back to the lo-
cal governments and school districts. Implementation of
state revenue sharing did not mean that local government
or school budgets were drastically increased, but rather
that local property taxes could be cut. If the state
funds were eliminated higher local property taxes would
have to be reinstated, but instances of real hardship
caused by state cutbacks would be rare.

Legislators also felt that Henri dwelled on only the
worst of possible circumstances for pipeline and slope
revenue under private ownership of the line, and con-
versley presented public ownership in only the rosiest of
terms. He failed to dwell on many obvious orm.incus risks
inherent in public ownership which many legislators
clearly saw.

Lawmakers not being pipeline experts, were still cer-
tain that there were huge and significant risks in the state
"going out on a limb" by assuming ownership of the pipeline.
They might have given Henri's presentation more weight had
some of the risks been brought out and discussed.

Many felt that a picture was being painted for them
and that they were being allowed to see only part of the
picture.
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HAVELOCK'S CASE AGAINST ICC PROTECTION

State Attorney General John Havelock does not be-

lieve that the federal Interstate Commerce Commission,
with the constitutional authority to regulate pipelines,
will adequately look after the interests of the State of

Alaska in tariff regulation.

After state study of existing federal regulation
systems under the ICC, Havelock said in his testimony
at Juneau hearings, "our conclusion is that if existing
federal regulation applied to the trans-Alaska pipeline
and applies alone, no assurance is provided that tariffs
will be reasonable from a state point of view."

"Nor, despite common carrier status, does it assure
complete equal standing among all who might need access
to it in later years for shipment of oil."

It is not clear that under all circumstances does
the ICC have jurisdiction over pipelines, Havelock said,
but the methods by which TAPS owners will organize the

pipeline ownership (that of a joint interest pipeline
owned by seven pipeline subsidiaries of producing comp-
anies), including the tanker portion of the trip, will
involve ICC jurisdiction.

If the companies would "break down" the Alaska por-
tion of their pipeline operations, instead of lumping in
the Alaska ownership segment with pipelines elsewhere in
the U. S., there might be a possibility of claiming state
jurisdietion.

In later testimony, industry witnesses disagreed
with Havelock's view that common carrier status of TAPS
would offer no guarantee of "equal standing"” among prod-

ucers of oil on the North Slope. Also, at least one com-
pany with North Slope holdings and an interest in the pipe
line has expressed its willingness to set up an Alaska sub

sidiary for the pipeline company managing its interest in
the TAPS lines.
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This would give the state a source for data on oper-
ating information of the Alaska line (where other
companies would lump such information into their nat-
ional systems before presenting it to the ICC), as
well as make a case for state, rather than ICC,

jurisdiction.

Havelock continues: "The ICC has some juris-
diction over all common carriers engaged in the trans-
poration of oil from one state to another state, but

jurisdiction over pipelines is far more limited both
by law and in its exercise, than the ICC's sway in
other areas, such as trucking and shipping."”

"The Commission ostensibly determines what con-
stitutes a "reasonable" tariff and whether any carrier
is charging in excess of that standard. According to
regulatory standards previously established by the
ICC, that tariff includes a maximum profit of 8 percent
of the valuation of a pipeline... the maximum dividend
allowable is 7 percent."

"In its determination of whether any given carrier
exceeds this rate the ICC reviews data sent to it by
other companies regarding the valuation of a pipeline.
The companies also publish their tariffs, which the ICC
may challenge as unreasonable in the light of a given
valuation.”

Havelock cites these disadvantages to ICC regulation

Regulation on dividends and profits as a percentage
of valuation offers no control over costs. Cost increa-
ses can be added directly to the tariff per barrell so
as to maintain the same percentage of profit.

ICC jurisdiction does not account for how financing
is handled on a pipeline, and normally a large percentage
of debt-financing reduced the amount of money the owner
invests directly in the operation.

-9 -
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As a consequence, the actual profit owners may make
on their money may be as much as 100 per cent per
year.

On the basis of past performance, it may well
take the ICC four years to establish a value for the
trans-Alaska pipeline, and until the valuation is est-
ablished the ICC cannot regulate in a meaningful way.

Because of ICC procedures, actual tariffs and pro-
fits may be far higher than the 7 to 8 percent limit
mentioned earlier. The ICC would not consider the
Alaska pipeline alone in considering valuation, Instead
the ICC allows these figures to be lumped in with those
of all other U. S. pipelines owned by the owners of
TAPS, to see if the overal tariff is "reasonable." By
such an averaging procedure, high tariffs might exist
on the Alaska line since the overall figures may be
brought down by lower rates elsewhere.

Havelock argues that under such a loose regulatory
system, pipeline owners are essentially self-regulating.

"T< e owners of pipelines, who may also be producers,
agree among themselves as to the fairness of particular

tariffs. They operate under an unwritten rule not to
wash their laundry in public. As long as the agreement
is lived up to, no one complains and no one spurs a tar-
iff investigation. The ICC has a right to complain on
its own, but as a matter of practice in the years, it has
never done so. With no complaints from any source, pipe-

line tariffs go unchallenged. Although the ICC has a sec-
tion of personnel that review pipeline evaluations, no
personnel are assigned to Investigation or reate review
otherwise."

Havelock concludes that the ICC docs not, in effe
fully regulate the operations and tariffs of pipelines
within its jurisdiction, and that federal law does not
cover the whole area of pipeline regulation.

AGO 760533



Under the pre-emption doctrine, the state nay not
regulate pipelines in matters ,.nere specific federal

legislation applies. In this field, the ICC does not
regulate all aspects of pipeline operation, even all
aspects of economic regulation. The ICC, Havelock

argues, has no effective regulation during the initial
years when valuation is being set, nor over the construct-
ion of new pipelines, abandonment, security and no basis
for regulation consolidations and acquisitions of control.
In this void of regulation, state regulation rnay prevail,
he says.

Certain parts of the jurisdiction question are un-
clear, and in making a decision the courts are required to
balance the interests of the state and federal government
in the specific regulatory program.

"Since the State of Alaska's interest in this case
is so overwhelming," Havelock says, "Alaska has a much
stronger argument than any other state for allowing it to
impose effective regulations to protect the state's oil
value...even if pre-emption were allowed, the findings
of a state regulatory body.would have a strong effect as
an advisory opinion to the federal body on the reason-
ableness and the appropriateness of rates."

Havelock points out that while legislation package,
with full state ownership of the pipeline these complexities
of regulation vanish.

"With ownership,” he says, "the state itself will be
establishing tariffs, instead of being plunged into a maze
of corporate accounting procedures from which it hopes to
exit with knowledge of whether "tariffs are reasonable.”

"Pipeline ownership is a most effective means of
assuring that transportation costs stay low, and the well-
head value of our oil remains high. Ownership simply and
directly works to assure Alaskans that they will receive
what is due them for oil that is taken out of the state

forever."
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PETER TEMPLE: BENEFITS OF FULL OWNERSHIP

Peter Temple, of Temple, Barker and Sloane, econo-
mic consultants to the state, pointed out three reas-
ons why state pipeline ownership would be beneficial
to Alaska. First and most important, it would pro-
tect the state's interest in royalties and severance
taxes by assuring a fair pipeline through-put tariff.
Two, it would establish an ecomonic climate in Alaska
condusive to further exploration, by companies not a
part of the TAPS consortium who v/ould then be able to
use the pipeline as a public conduit when discoveries
were made. Three, additional revenues would accrue
to the state from full ownership.

"When we say these royalties and texes are based
on wellhead value, what we mean is simply that they
are based on the refinery sales price less cost of
transportation to the refinery, and the transportation
in this instance consists not only of the pipeline
move but also the marine move to the refinery itself.
This means the state has an urgent concern wich the
economics of both these transportation moves since
the tariffs on both are deducted (to establish a
"wellhead" price, on which oil royalties and taxes
are paid)," Temple said.

He went on: "Some indication of the sensitivity
of the royalties and severance taxes to transportation
costs can be seen by the fact that with the pipeline

at full capacity a difference of one cent, one cent
per barrel, in the tariff, is estimated to result in
a difference of one and a half million dollars per

year to the state, in royalties and severance taxes."

"It might well be asked that the oil companies have
a motivation and interest in maintaining rational costs
and tariffs, especially in view of the fact that an
appreciable allowance attaches to the wellhead value.
This seems to argue that the companies have an Interest
exactly like that of the state in maximizing wellhead
value.
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And within limits, that is true. But the limits
may be important. First we must recognize that the
companies have heavy asset commitments in both the
pipeline, if they own it, and in their shiping oper-

ations. And they have an understanding interest
accordingly in recovering all possible costs and ach-
ieving maximum profit. Second, tax considerations

may argue for allocation as large a proportion of
earnings are possible to a company's pipeline oper-
ations. The pipeline operation for the most part
held and managed through pipeline subsidiaries will
accrue under private ownership conditions a substan-
tial tax-loss carry-forward, which can be used to
shelter their earnings. In some instances they can
be used to she]ter only pipeline earnings and they
will, as | indicated, probably accrue and increase
the amount of losses in the early years of any TAPS
operations. This means that for some companies,
sound business strategy may argue for maximizing the
pipeline tariff and profits for a given period in
order to make sure that certain tax laws are beneficial."”

COMMISSIONER VOHLFORTH'S FIGURES

State Commissioner of Revenue Eric Wohlforth dev-
loped a series of revenue scenarios under various con-
ditions of private and public ownership of the pipeline.

In his testimony, he said: "The base case shown to
you today in graphic form assumes the total pipeline
cost of $3.5 billion financed 90# by debt at an interest
rate of 8 %. It conforms to the Alyeska throughput
assumptions (production estimate by companies) of full
production only in the seventh year of pipeline operation.
It shows the ICC permitted rate of return described ear-

lier. In the fourth year since the beginning of constr-
uction, and the first year of production, 1977, we now
show a negative wellhead or no state oil revenues. This

was the year comparable to that in earlier (state) pro-
jections it was shown that the state would capture at
least :?16~ million in revenues.
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"The fifth year, 1978, the assumed second year of
operation, we earlier estimated $2/8 million in state
revenues. In those two years alone the net revenue
loss to the state over earlier estimates amounts to
$442 million. By the sixth year or 1979, the new

projection shows $84.6 million in oil severance and
royalty revenues. Earlier we had estimated $282
million for that year. The net loss by that year
over earlier estimates is $640 million. Not until

the 15th year of the pipeline operation do royalties

and severance taxes amount to near the amount shown

to our previously calculated second year. In the

%3%?71 year we show severance and royalty revenues of
million.

The question may be asked whether this is most
pessimistic of cases which can be produced. The
answer is clearly no for three reasons. In the first
place the revenue loss figure mentioned above gives
no effect to our expectation now of first pipeline
operation in the year 1977> wheras in July we estimated
a full year of revenues starting on July 1, 1975.

In the second place we show state taxes in each
year of operation of approximately $33 million. For
the first three years of operation state income taxes
are estimated to total approximately $100 million or
$33 million a year. This assumes the full state Income
tax rate on pipeline profits. Experts have indicated
that this may not be a realistic assumption. Even,
however, with the most optimistic income tax estimate
net revenue loss from earlier projections amounts to
$540 million during the critical first three years of
operation.

The 7# figure is not high also when it is remembered
there are seven separate proposed pipeline owners, each
of which may aggregate earnings of other pipelines when
the 7% rate is considered. It is entirely possible that
higher return rates may be permitted until the valuation
of the line is complete and even thereafter when earning
of other pipeline companies are aggregated to arrive at
total rate of return.
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The case showing the possible economic effect
of state ownership of the pipeline. Financing: is
assumed in the amount of $1 billion in each of the
first two years of construction at 8%, S900,000,000
in the third year of construction at 6-1/2g,
$250,000,000 at 8# in the first year of operation
and $310,000,000 in the second year of operation.
Tnis case also assumes the same ICC permitted rate
of dividend payout as assumed for the private case,
namely, 7% which is a cash dividend payout limit-
ation in each year of the projection. In arriving
at the State's net cash flow, operating expenses,
amortization, and interest on bonds are deducted
from the gross income. During the first year of
operation net cash flow to the state through its
tariff on the pipeline is $230 million and royalty
and severance taxes of $15-7 million for a total of
$275 million. Obviously, in state ownership no fed-
eral or state Income taxes are calculated on pipe-
line Income. In the fifth year from beginning of
construction or the second year of operation net
cash flow is $228 million which together with roy-
alty and severances taxes of $17 million produce
a total of $245 million. In the sixth year from beg-
inning of construction and the third year of operation
net cash flow amounts to $227 million through the tar-
if and total royalties and severance taxes amount to
$123 for a total of $350 million. In the 15th year
cash flow is reduced to $133 million by reason of the
fact that the pipeline has depreciated but total roy-
alties and severance taxes amount to $297 million
for a total to the state treasury of $*180 million.

It is emphasized that this case makes identical
assumptions to that for the private case described
above. It should be emphasized that the net income
shown to the state is computed after debt service on
state bonds. To avcid a speculative argument on the
possible differential between interest rates on the
state's debt which may be tax exempt versus taxable
interest on the private borrowing we show all but
$900,000,000 in state bonds at the same rate.

AGO 760538



The main differences, of course, lie in the
fact that the state is not subject to federal In-
come rax and will receive no stare income tax from
pipeline operations since it is the owner. The
timing of the bond issues for both private and
public ownership is the same although the term of
the public bond 1:sue is shorter indicatinn; heavier
debt service load's and the state of course is finan-
cing the pipeline 100% on a debt basis.

Numerous additional assumptions can be made on
the question of the manner of public financing, the
rate of return permitted either to the state or to
private pipedine owners, interest rates payable by
the state and private owners, the effective tax rate
in private ownership, to mention only a few. We
know that estimating the effect of economic projects
based on events three to seven years away must rest
on assumptions which are to a degree speculative.

The point is that no one can say with positive cert-
ainty what our revenue picture will be with the pipe-
line in private ownership. We have, however, tested
prior assumptions based on official information now
before us. This effort has convinced the adminis-
tration that it must do what it can now to remove the
uncertainty of the revenue picture in the late 1970's
and in the 1960's.

STATE FINANCING PROBLEMS

Speaking for the industry, bond consultant
Raymond Gary of Morgan, Stanley & Company of New York,
outlined problems facing the state in trying to sell
a $3*5 billion bond issue.

"I think it might be useful if 1 talk briefly about
how jointly-owned pipelines are customarily financed.
Jointly owned common carrier pipelines have been con-
ventionally organized and financed in one of two ways,
either as so-called "project financing" of pipeline com-
panies organized to own pipelines in corporate form, or,
as in the case in Trans Alaska pipeline system, as un-
divided interest systems.”
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"In the first case, where project financing
is don.;, the conventional practice is to form a
pipeline company which constructs and operates the
system and issues debt for virtually all of the cost
of construction, the typical amount being 90% of fin-
al cost, The debt is secured by the pledge of com-
pletion agreements and throughput agreements under-
taken by the several shipper-owners of the pipeline.
The typical security arrangements include uncondit-
ional commitments of the shipper-owners to complete
the facilities to operate them, and if operation is
interrupted for any reason, to take necessary steps

to restore the facilities to operation. As part of
the throughput agreements, the "cash deficiency ob-
ligations" inevitably continue regardless of force
majeure (any event interfering with operation of the
line). In effect, tney require the shipper-owners
to maintain the pipeline's funds at a level which
would enable it to meet all its obligations when
they become due and payable. As such, they are

firm applications of the full credit of the oil comp-

anies involved and, for the purposes of financing,
are equivalent to guarantees of the pipeline company's

indebtedness.

"In this type of financing, the project itself
must be demonstrated to be economic and viable, and
the quality of the obligations is measured by the com-
posite credit of the several oil companies involved.
In other words, the investors are concerned, first
that the project stands on its own feet, but also they
look through the project to the ultimate guarantors.
This type of financing is standard and well under-
stood by professional investors, and has been in com-
mon use since the time of the Elkins Act - Pipeline
Consent Decree entered into in 1971.

"You might wonder why oil companies v/lsh to raise
and lenders readily provide indebtedness as high as 90#
of total capitalisation.
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The first answer is that the Consent Decree has
limited the return from pipeline operations to a
specified percentage of pipeline valuation. This
invariably dictates that oil companies maximize the
use of debt, the objective being to match as closely
as possible permitted ICC depreciation with repay-
ment of debt. The reason that lenders accept high
debt ratios on pipelines is that they recognize the
throughput undertakings to be full application of
the credit of the oil company or companies involved.
Consequently, the lenders are not taking the risks of
failure of the pipeline operation. These risks are
borne by the oil companies in the form of their back-
stopping, as well as their equity interest. The end
result is that the oil company has dedicated one of
its valuable assets, namely its credit, to obtain use
of a pipeline system and a regulated profit on its
investment.

The second way of organising and financing
jointly owned pipelines is as undivided joint int-
erestsystems, this is how Trans Alaska Pipeline System
is organized. For Consent Decree reasons ownership is
customarily invested in, and the indebtedness is usua-
Ily raised by, a wholly-owned pipeline subsidiary of
each owner, but the arrangement still amounts to a full
use of the owners company's credit.

In a joint venture, each of the oil companies owns
a share of the facilities, either directly or through
its pipeline subsidiary. The pipeline is not financed
as a project; each owner company completes its own share
of the system and finances its share of the cost in the
same way it does other items in its corporate budget.

These are financed out of all corporate resources, inc-
luding working capital, internal cash flow and Issuance
of securities - in effect reflecting its overall cap-
ital structure and debt/equity mix. The effect on the
oil company is the same as in project financing - it has

committed an important amount of its resources and
credit to an undertaking that has associated with it
significant risks.
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This is as real a use of credit as any other, and
pre-empts its use for other investments. There-
fore, to compensate for these risks, an oil com-
pany must be able to control the operation of the
facilities and must have prospects of earning a
fair return on its investment comparable to the
potential return available to it on alternative
investments.

FINANCING OF TAPS

"Let me turn to the financing of TAPS and
why we have considerable concern about the pro-
posed legislation and its possible effect on the
feasibility of financing TAPS.

"We are addressing ourselves to the financing
over a period of years of expenditures which may

amount to as much as $3 1/2 billion. I would like
to emphasize again that we have a healthy respect
for the amount of money involved here. The Chur-
ch:'11 Falls project, to which | have already re-

ferred, is the largest privately financed project
in history, and TAPS is 3 to 5 times as large dep-
ending upon how you measure it.

These expenditures are to be borne by seven
oil companies, which differ in size and capability
to support the commitments involved. We have studied
each company and made an assessment of the financial
capability of each to discharge these commitments
within the limits of its individual financial strength.
To put this in perspective, | might point out that the
three companies that will own over 30% of the undivided
joint Interest are assuming an aggrep;ate construction
liability of 30% of $3.5 billion, or over $2.3 billion.
If this amount were raised by debt, it would represent
an increase of 170% over the aggregate indebtedness
those three companies had outstanding on December 31,
1970.
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"Despite our respect for the size of the TAPS
project, we have come to the opinion that - absent
the proposed legislation - the expenditures nec-
essary to construct the pipeline can be successfully
financed by the oil companies involved. However,
the bills here under consideration represent a
serious impediment to that financing, and | should
like to share with you my concern about the effect
this legislation would have upon the ability of the
oil companies to conduct the necessary financing
and build the pipeline. There are some major prob-
lems which arise out of these proposals; including
the right-of-way lease provision:

1. THE LIMITATION OF THE LEASE TO FIVE YEARS
DURATION: Normal practice would be for a pipeline
to have undisputed right-of-way privileges for the
expected economic and physical life of the system,
but in no event less than the period of time req-
uired to recover the cost on reasonable terms.
Lenders would regard the 5-,year lease limitation
as a major infirmity impairing the economic via-
bility of the system. Oil companies could not prud-
ently commit funds for what is in essence a long-
term venture if there was a threat that the econ-
omic life could be terminated or modified at the
end of the five-year period.

Regardless of the length of the lease, | think it
is important to emphasize that where a portion of the
right-of-way of a pipeline is government-owned, the
general attitude of the host government toward the pipe-
line will enter importantly into the considerations of

the lenders.

2. LOSS OF OWNERSHIP: The prospect that owner-
ship might be talien away from shipper-owners at some
indeterminate time in the future nullifies any econ-
omic justification for taking the risks involved in
committing the substantial funds necessary to complete

the project. As mentioned before, if an oil company
lias used its credit in this connection, it has fore-
gone its use in other profitable investments. It must,

therefore, have the expectation of making a return on
its investment.
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Furthermore3 because the system is to be a
common carrier available to all producers, owners
will be snaring their space With other shippers.
Therefore, it seems to us that those that have
assumed the cost and risk of building the system
must be in position to recover their investment
in part through profits derived from use of the
system by others. Otherwise, the companies building
the pipeline would have used their credit for the
benefit of others v/ithout compensation, which vio-
lates a cardinal rule of sound finance.

3. REGULATION: There has been in this country
massive financing of crude oil and products pipelines
subject to regulation of the ICC, and the effect of
this regulation on the pipelines and their owners is
well understood by institutional investors. We note
that provisions of one of the bills appear to give the
proposed Transportation Commission the authority to
establish depreciation rates and tariffs independently
of the ICC; further, the depreciation rules appear to
be at variance with those prescribed by the ICC.

Unless these differences are ultimately resolved,
we are not able to measure the impact they may have
on financing feasibility, but the impact may be sub-
stantial if lenders cannot be convinced that the owners
of the pipeline will be able to earn a fair return on
their Investments. As | shall mention later, uncer-
tainty with regard to such question, or to the outcome
of court tests determining jurisdiction, can cause de-
lays and increased costs in financing.

~.  REDEMPTION PENALTY: The contemplated legis-
lation creates themossibility that the oil companies
financing the pipeline will find themselves in the
position, vis-a-vis the State of Alaska, of "heads you
win, tails | lose." When they borrow to finance the
line, they will pledge their full credit to repay re-
gardless of whether the pipeline is built, operates
profitably, or is shut down temporarily or permanently
for any of a number of reasons. These are substantial
risks. Under the proposed legislation, however, if the
line is built and operates successfully and profitably,
Alaska would be in position to take ownership away from

them.
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Not only would the companies lose the asset gained
through the incurrence of risk, but they would be
forced to pay a penalty to the lenders when they re-
deem the indebtedness incurred to build the line.

There is a reason lenders ask for redemption
premiums. The types of lenders who normally fur-
nish funds for the construction of major projects,
such a3 TAPS, have long-term liabilities, and they
wish to invest their funds at what they believe are
satisfactory rates for long periods of time. If a
loan is to be paid off prematurely they demand com-
pensation, usually in the form of a redemption pre-
mium. This is to offset the possibility that the pro-
ceeds received from the early repayment of the loan
may have to be invested at a lower rate than they
may have been receiving. Because of the threat this
legislation poses, | believe that the premium asked
for re~“jmption in the early years would be large.

It might be as high as 108. Against borrowings of
the total pipeline costs, this would represent an
additional $350 million. This might be more than
the oil companies will be willing to contract to

pay, and the alternative might have to be to agree
to a higher interest rate than would otherwise be the
case. In any event there would be substantial ( and
unnecessary) additional cost.

5. UNCERTAINTY: Any financing is difficult (and
may be impossible) under conditions of uncertainty.
The proposed legislation creates uncertainty. Neither
potential borrowers not potential lenders know whether
legislation similar to that in the proposed bills will
be passed. Plans cannot be made. To the extent that
this uncertainty has the effect of delaying the project,
it possibly could lead to higher construction costs.
A short delay could easily result'in loss of a whole
year because of the Alaskan climate. Uncertainty is
already holding up financing by companies involved with
the pipeline.
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I am not going to attempt to. forecast the outlook

for interest rates, but | would like to mention par-
enthetically that current rates are well below what
they were only a short time ago. In addition, funds

are more readily available to investing institutions
for lending purposes than has been the case for a
number of years. This is likely to be a temporary
situation. Many bankers and economists believe that
as business recovers interest rates may rise and,
therefore, any delay in arranging the financing could
well result in the companies incurring higher interest
costs. Because of the amounts involved, an interest
rate change of 1% raises costs annually by $35 million.

Therefore, | would like to urge most strongly in
the interest of all concerned that this situation of
uncertainty be resolved as promptly as possible.

ABILITY OF THE STATE TO FINANCE
CONSTRUCTION OF THE PIPELINE

Finally, we have given consideration to the ability
of the State to finance the construction of the pipeline.
This involves raising the staggering sum of $3.5 billion,
and no state has ever sold an issue of this size. I am
certainly not trying to be negative, but it is important
that we be realistic and recognize the problems involved
in raising this amount of money, even if it were to be
attempted over the period of construction rather than all
at once.

Although certainly the tax-exempt market is a large
one, it is our opinion that in order for Alaska to have
any hope of accomplishing such a financing operation,
all of the country's large reservoirs of capital would
need to be tapped. In our view, this would have to in-
clude those institutions which are not normally buyers
cf tax-exempt obligations because they get little or no
benefits therefrom, namely, life insurance companj.es and
pension funds.
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These institutions are the normal suppliers of capital
for pipeline projects, and they have required the un-
conditional backstopping by financially capable parties
that | have already described. For TAPS the oil com-
panies are able to provide this, but the State does
not presently have the financial capacity to substitute
for them.

We have heard the theory advanced that the State
can dedicate to this project its anticipated revenues
from oil royalties and severance taxesfrom the North
Slope, but those revenues depend upon operation of the
pipeline and are not "bankable" assets at the present
time. In fact, they do not become valuable for adding
substance to a financial undertaking until the pipeline
is completed and in operation, because they are completely
dependent on its success.

These considerations lead us to the opinion that
the State of Alaska cannot raise the money to build
the pipeline on the strength of its present credit re-
sources. In our view, successful financing of the line
depends, in the final analysis, on the backing of the
oil companies' credit.

The question has also been raised of the State's
ability to raise an appropriate amount of money to take
over the pipeline in the future, after it has been oper-
ating successfully as a going concern. We do not feel
that any expert can make an intelligent judgment at this
juncture. The answer would depend upon a host of factors -
economics of the system as finally constructed, economics
of the crude at west coast ports, technical operating
experience, the level of tariffs and debt service burdens,
economics of alternative forms of transportation that may
be available at the time, conditions of markets and levels
of Interest rates at; the time. As a cautions, but exper-
ienced investment banker, | have to say there will be
other factors none of us can think of now.
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If all these factors turned out favorably - and that
has to be a lot of Ifs - then It Is conceivable that
the State might, over a period of time, raise substan-
tial sums with less than the uncondltioal credit of
backing of the shippers.

To do so, however, would in all probability re-
quire that the State dedicate to the borrowing not
just the pipeline earnings, but all of the State's

potential oil Income in order to effect successful
sale of bonds in the amounts necessary to pay for the
pipeline. Obviously, such a dedication would signi-

ficantly reduce the State's potential ability to bor-
row for other purposes, such as schools, hospitals,
roads and other worthwhile projects. It would also
seem likely tii? ., at that stage, the large Increase
in the amount of general obligations of the State
which would be outstanding undoubtedly would raise
the Interest costs of any borrowings that might be
undertaken for regular financing needs.

To sum up the proposed legislation puts a number
of clouds over the financing of this pipeline.

If it is passed as it presently stands, there
would be considerable doubt in the eyes of the inves-
ting public whether the oil companies could maintain
control of the operation and earn an adequate return
on their investment. When doubts of this kind exist,
they are revere impediments to financing and would re-
sult in having to pay higher interest costs.

We are all painfully aware how the cost of TAPS
nas already escalated while its construction has been
delayed in Washington. I would therefore urge In the
interest of both Alaska and the producers that they
avoid delay and an additional increase in cost by re-
solving their differences so that the project can go
ahead.
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REGULATION AND RIGHT-OF-WAY LEASING

Pipeline regulation by the State of Alaska,
by Itself or in conjunction with a program where the
state leased right-of-way crossing state lands, was
developed by the Governor as an alternate to full
ownership of the trans-Alaska pipeline.

Earlier, a right-of-way leasing bill was devel-
oped by the legislature's Joint House/Senate Pipeline
Impact Committee. The concept was originally suggested

by Dr. Joseph Witherspoon, of the University of Texas
Law School, acting as consultant to the pipeline impact
committee. The Governor later borrov/ed the concept for
his own right-of-way leasing bill.

Basically, state pipeline regulation is an exercise
of the state's police powers. Under these provisions,
the state can regulate construction activity, safety
and economic factors (such as pipeline tariffs) which
have a direct Impact on the Alaska public (which pipeline
tariffs would, since they affect state oil taxes and roy-
alties) .

The catch in this is that existing federal regula-
tions under the Interstate Commerce Act and Natural Gas
Act prempt state regulation in areas where interstate
commerce might be involved.

Since transportation of oil from Prudhoe Bay to the
U. S. West Coast is, under almost any definition, Inter-
state commerce, the Interstate Commerce Commission's
regulatory authority will prempt state authority over
much of the oil moving from Prudhoe Bay to Valdez.

The legal argument is now whetner the state can
establish any regulatory rights on this transportation,
and if so, how much jurisdiction. For oil to qualify
as ''intra-state" oil, In which state jurisdiction would
clearly stand, it might be necessary to build a small
topping plant in Valdez and refine a portion of the oil.
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The limit to which state jurisdiction might apply
is open to legal debate, and a state regulation bill,

if and when passed, will almost surely be subjected to
a oourt test. Walter Levy, legislative oil consultant,
recommended passage of a regulation bill, suggesting

that one state should try and assert some jurisdiction
before the ICC. Failing in that, the state could move
to class at least some of the Prudhoe oil as intra-
state, thereby regulating an intra-state tariff and
going to the ICC with that tariff determination compared
to tariffs declared by Industry on the interstate por-
tion of the oil.

The right-of-way leasong bill is basicly seen as
a companion to the state regulation bill, where the two
supplement each other with right-of-way leasing giving
the state certain rights that outright regulation, as a
governmental action, cannot do.

The basic premise of right-of-way leasing is that
the state, as a landowner of state lands (including all
lake and stream bottoms) can negotiate a right-of-way
lease crossing these lands. The state can then negotiate
any covenants in the lease, granting it such things as
the option to acquire a partial equity in the pipeline
ownership.

Dr. Joseph P. Witherspoon, Professor of Lav/ at the
University of Texas School of Lav/ and consultant to the
legislature's Pipeline Impact Committee, describes the
function of the leasing and regulatory measures in this
manner:

"The Leasing Act is an exercise of the state's
power to control and dispose of Its property and to enter
into contracts with third parties for subserving the
state's interests and, as part of these powers, co
require as partial consideration for its lease of state
public land for pipeline right-of-way purposes that the
other party to the transaction assume the statuses both
of a common carrier and of a common purchaser of crude
oil and natural gas produced In the fields served by its
pipeline as well as agree to perform specified acts and
observe specified conditions set; out In a lease.
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The pipeline regulatory act, "may be view as an
exercise of two sets of state powers. Insofar as the
agency designated to administer it, the Alaska Trans-
portation Commission, is concerned with giving effect
to the statuses and obligations assumed by a party to
a lease with the state of state public land for pipe-
line right-of-way purposes, such as the common carrier
duty or the obligation to construct a pipeline in accor-
dance with 9 project description set out in the lease
or a certificate issued under it, the Act is an exten-
sion of the Alaska Right-Of-Way Leasing Act and an exer-
c se of the two powers upon which it is based. Insofar
as the Commission is concerned with administering re-
guirements imposed by the Act upon common carriers, or
might be viewed as so doing, the Act is in part an ex-
ercise of the state's power to regulate activities of
intrastate pipeline carriers and to regulate activities
of interstate pipeline carriers in order to protect
clear and important state interests insofar as those
activities are not regulated by federal statute or are
not regulated by such a statute on a basis excluding
concurrent state regulation and state regulation s
otherwise appropriate in light of federal statutory and
constitutional limitations.

Important covenents in the leasing bill include:

(1) a provision relating to the term or duration
of the lease and to its renewal;

(2) a covenant to construct, operate and maintain

the pipeline described ir the pipeline project description
set forth in the lease or in certificates issued under it;

(3) a covenant to assume the status of a common
carrier and of a common purchaser of crude oil produced in
fields served by natural gas pipelines;

(4) a covenant to transfer to the state, at its
election, an undivided interest in the pipeline equal to
the interest of the state and of the United States in
fields served by the pipeline;
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(5) a covenant to pay a minimum percentage rental
based upon the higher of two formula computations, one
of which utilises a specified percentage of the total
pipeline facility cost and the other of v/hich utilizes
a specified percentage of the pipeline’'s annual net
earnings;

(6) a covenant not to transfer the right-of-way
lease, certificates issued thereunder, or the pipe-
line facility without first securing the consent of
the Board;

(7) a covenant to submit to the jurisdiction of the
Alaska Transportation Commission and the state courts for
the purpose of adjudication of complaints concerning vio-
lation of the Act or a lease or certificate issued under
it or resolution of any question of interpretation of the
lease or any dispute concerning the lease or certificate
thereunder between the parties;

(8) and a covenant to maintain the leasehold and pipe-
line in good repair, to use the highest degree of care to
prevent a pipeline incident causing injury, sickness,
disease, or death or loss of or damage to property or
damage to the natural environment, and to promptly repair
or replace any damage to or destruction resulting from
the former.

At the time of this writing, substantial parts of the

regulation and state right-of-way leasing bill have been
revised. The basic covenents remain, generally, as Prof.
Witherspoon described them above. These may change before

the end of the legislative session in 1972, however.

There are three parts of the right-of-way leasing bill
particularly bothersome to some petroleum companies: The
formula used in determining lease rental will result in
high revenues to the state, and is really just another
form of taxation; the "common purchaser" provision places
the pipeline company in the position of having to buy any
oil or gas from any field found along its route, thus
providing a marketing service (this differs from common
carrier status where the pipeline owners only provide
transportation to market, with the owners of the oil
having to find their own market); and the lease term of
10 to 25 years, where the companies say that the poss-
ibility that the lease might be cancelled could create
financing problems.

C. 29 -.
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THE POLITICS OF PIPELINE OWNERSHIP

The compromise regulation and right-of-way leasing
bills emerging out of the legislative session will accom-
plish many of the goals set out for full state ownership,
without placing the heavy burden of financing pipeline
bond issues on the state.

But the Governor’'s seeking of state ownership has
wider political ramifications in Alaska. Some are
apparent and others are not.

The central issue at stake in regulation, leasing

and partial or full ownership is how effectively the

state will be able to protect and manage its revenue
source on the North Slope. This question will determine
the amount of money the state will have to spend for years

to come and it is a question loaded with political dynamite.
Governor Egan's concern appears to be a sincere and genuine
conviction that, with the discovery of oil at Prudhoe Bay,
an "economic state" will form in Alaska which will be more
powerful than the political state theoretically containing
it (Egan used these same words in his statement at the
March 6 pipeline hearings). If the state has no adequate
"handle" on the oil industry, the thinking goes, decisions
made in corporate board roons in Dallas, Houston and New York
will have far greater influence (indirectly) on state policy
decisions than decisions made in Juneau.

This question, to the man on the street in Alaska, is
the self-automony and statehood issue all over again: who
will "run" Alaska? The people? Or the oil companies? In
their attitudes toward state ownership, the "people"? Or the
oil industry, but they also have a built-on distrust of
government bureaucracy. The feeling is evident that if the
state can't adequately maintain roads, how can it build and
run a profitable pipeline? But while state ownership per se
may not have wide public support in Alaska, the question of
the state "getting a handle” of control on the oil industry
does have wide support.
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These are the direct, and-apparent, political rami-
fications. There are deeper remifications that are not so
apparent.

The nature of Alaska's population has always been

mobile and shifting. Attitudes can change more in a decade
than other states can ever experience in a century. But the
legacy of territorial status still hangs over Alaskans.

Many Alaskans feel as if they haven't yet attained full
statehood and self-autonomy. Decisions made in faraway
Washington D.C. still affect Alaska heavily, and Alaskans
still feel that sense of helpless frustration when seemingly
unilateral federal actions are made with apparently no local
consideration.

The pipeline promised to change that. The pipeline meant
that for the first time, Alaska would have true economic as
well as political statehood. The state would have the money
to "fight" federal intereference, or so the feeling ran.

When conservationists came along it seemed to Alaskans
that they were in "cahoots" with the federal bureaucra;s.
The National Environmental Act was a "conspiracy" to negate
the state hood act, keeping Alaska forever in economic terri-
torial status, people said. Reacting to what they felt was
more interference in Alaskan affairs by 'Outsiders”, Alaskans
grouped protectively around the idea of the trans-Alaska pipe-
line as the symbol of Alaska self-autonomy. Many in industry
have confused tMs whole-hearted endorsement of the pipeline
by Alaskans as a sign that Alaskans in general felt their goals
were the same as those of the industry. There has been con-
fusion on overlapping goals since the discovery of Prudhoe Bay

in 1968, and the pipeline proposal.

It must be remembered that before Prudhoe Bay, when the
only industry activity was in exploration and the only prod-
uction was in Cook Inlet, local attitudes toward industry

were decidedly cool. Oil companies then represented "big Out-
side corporations"”, and the- "robber baron" image was very
popular.
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It vi;as only when Prudhoe Bay and the pipeline brought
promise of huge state revenues, and when an "adversary"
appeared in the form of a environmentalist-federal govern-
ment ‘'conspiracy to hold back Alaska", that Alaskans warmed
to the idea of oil development. Many in industry confused
Alaskans' endorsement of the pipeline as endorsement of the
industry itself.

Many Alaskans were even confused on this point. But
this wasn't necessarily the case, as Egan's state ownership
guestion has pointed out.

When Governor Egan first asked the question about pipe-
line tariff regulation, protection of the state's financial
interest at Prudhoe and state ownership of the pipeline, it
vias the first time that any highly placed state official
had called the industry on the "carpet". Egan, who has wide
popular support in Alaska, forcefully identified the goals
of Alaska as different from those of the industry.

With their initial strong negative reactions to the
state ownership proposal, two companies (Standard Oil of Ohio
and Humble Oil & Refining) made the situation worse for in-
dustry by hotly arguing Egan's assertion and, in the minds
of Alaskans, confirming what Egan had originally said.

The Alaska image of the industry began to change again,
tc assume once more the "robber bar."a" coloration. As the
Governor's pipeline ownership legicJdative program advanced,
and as hearings were held with rcsuljing heavy press coverage
in Alaska, the image of the oil i idustry holding hard against
any state regulation measures to protect its interest (re-
gardless of the legality or merit of the measures) was firmly
planted in the minds of the Alaska public.

The companies may not have realized it, but the Governor's
campaign for state regulation and control of the pipeline was
as much wages as a public relations effort through the press

and aimed at "grass-roots" emotional support among the Alaska
public, as it was waged as a legislative and legal issue through
the legislature.
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The industry, attempting to deal with the Governor’'s
plan on a purely legal and legislative basis, had lost the
war before the first battle had even been fought. No matter
how adamantly industry representatives and witnesses may
argue legal precedents, -when the populace has been aroused
(and the legislature is a reflection of that arousal) a way
will be found, by one method or another, to put a "handle"
on the oil industry.

As of this writing, public attitudes in Alaska now show
a clear distinction in goals between "what is good" for Alaska
and "what is good" for industry. Although Alaskans clearly
support speedy expedition of the questions delaying the trans-
Alaska pipeline, they also regard oil companies themselves
with a cool attitude.

One other increasingly active and strong public group in
Alaska was the Native groups, who were a strong potential ally
of the industry. Unfortunately, the industry’'s action in
bringing suit over the proposal to create a North Slope bor-
ough has alienated the Native groups to a point where they,
too, regard oil companies with cool disdain. In taking the
formation of a North Slope borough, the industry again add-
ressed itself to only the legal parameters of an issue,
while ignoring the larger political aspects which will, in
time, become legal aspects.
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CONCLUSION

The present Alaska Legislature will undoubtedly
adopt some form of right-of-way leasing legislation,
and further may possibly enact a strong state pipe-
line regulatory measure. For the present state pipe-

line ownership will fall by the wayside. However,3,,,,,,
regardless of what is —or is not— enacted, the

issues exposed by currently pending pipeline legislat-
ion are likely to remain "alive" in the Alaska public

policy making forum for years to come.

The basic issues revolving around state land
leasing, pipeline economic regulation, and pipeline
ownership will undoubtedly be pressed forward by
Alaskans time and time again as development continues
within the state. The issues will be posed by the
legislature, by state regulatory bodies, and in the
Courts as state ar.d industry clash over what is the
proper division of resource wealth to each. At the
core of the state's position is its unique status
as "landowner,” and therefore industry can consistently
expect the state to exert lus "proprietary"” rights
and to utilise those rilp~nts to maximise its alternative
rights as a state government. Quite in contrast to
the other states, the relationship of industry and
state government in Alaska must stand apart because
of this essential role of the state as the No. 2 land-
holder .

Nor should the issues that surround state pipeline
ownership be disregarded. The ownership issue is not
dead. Instead the Issue will be refocused on future
smaller pipelines, and in particular on the Alaska
portion of the proposed Alaska/Trans-Canada Natural Gas

pipeline.
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Because of some of the inherent difference -in
Alaska, such as its position as a major landholder,
its super-centralized and very strong executive form
of government, its politically insulated judicial
system, extreme grass-roots political sensitivity,
and the existance of semi-governmental landowning
units in the form of the native corporations, it is
fair warning that industry would be ill-advised to
view dealing with government in Alaska as being
anywhere near similar to their experiences elsewhere.

The issues discussed in this report will be
with Alaska for a long time, and they will be the
subject of "Alaska Series" reports next year. It is
likely that the issue of the state's proprietary
rights reflects a "trend" —a theme— that will

weave itself into the state's development fabric for
the next quarter century. And, it is likely that
"industry" that identifies and can cope with this
trend will likewise weave itself through Alaska's
development for the next 25 years.
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COMPLAINT
(Declaratory and Injunctive Relief nought)

1. Tills action arises under the Constitution of the
United States, /irticle 1, Sections 8 and 10, Article VI and the
Fifth and Fourteenth Amendments, and under the Constitution of
the State of Alaska, Article I, Sections 1, 7, 15, and 18, and

Article VIIlIi Sections 17 and 18, and AS 09.50.250 and

AS 22.10.020.

2. Plaintiffs Amerada Hess Corporation, Amoco Production
Company, BP Oil Corporation, Gulf Oil Corporation, Humble Oil and
Refining Company, Phillips Petroleum Company, Shelly Oil Company
and Union Oil Company of California (hereinafter sometimes referred
to nc* the plaintiff producers) are in the business of producing
and r rketing petroleum products. Plaintiffs Humble Pipeline

Co any and Sohio Pipeline Company (hereinafter sometimes referred

to as the plaintiff pipeline companies) are in the business of

LOG - 202.
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building, owning and operating pipelines for the transportation of

crude oil and other petroleum products, as is plaintiff Union Oil

Company of California* Each of the plaintiffs is authorized to

do business in Alaska, hasfiled its lastannual report with the
State and has phid all taxes duothe State.

.' .

- 3. This is a suit for a declaration that the following

acts of the Seventh Legislature of the State of Alaska, duly
approved by the Governor of said State, are unconstitutional,
einvalid and of no effect:

(1) "An Act relating to oil and gas revenues;
| and providing for an effective date"
(hereinafter sometimes Minimum Price
Act), approved by the Governor June 2,
1972, and

sA
L=<

2) "An Act relating to lease of rights-of-
way over state land for the transportation
of oil and gas within the state; and
providing for an effective date" (herein-
after sometimes Richt-of-lvay Act) , approved
by theGovernor May 19, 1972;

.and to enjoin the enforcement of the Alaska Right-of-Way Leasing
Act of 1972, which is Section 1 of the Right-of-Way Act. Each of

1.
said acts was separatelyenacted and approved,but each was enacted

"). as a max-t-.gf--a—s.innie._pJLan to chancre unilaterally the terms of
certain oil and gas leases purchased from the state by the plain-
"tiff producers and others similarly situated, these changes being
I’designed to subject the lessees to more onerous conditions than
those contemplated under the lease contracts and to exact for the
*tState of Alaska a higher price than the contracting parties had
agreed to for the right to explore for, develop, produce, procéss
and market petroleum products in and from the North Slope of
-./ilaska* This action seeks also a declaration that "An Act
relating to oil and gas pipelines and to the creation of the
Alaska Pipeline Commission; and providing for an effective date"

(hereinafter sometimes Pipeline Commission Act), approved by the

Governor June 20, 1972, is not applicable to the proposed Trans

AGO 760560
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I1Alaska Pipeline hereinafter described.

! 4. For many years the United States and, after its

a
ecreation and. admission to the Union, the State of Alaska have

,granted for a valuable consideration to individuals and corpor-
=mations applying therefor, in accordance v;ith the Constitution of

/] Alaska and the laws and retaliations enacted and established

Iffor the purpose, the exclusive right, on specifically described
1

land owned by the United States or by the State of /ilaska, as the

'case may be, to explore for, develop, produce, save, store, treat,

eprocess, transport, take care ofand market oil, gasand assoc-

miated substances, and to install pipelinesandstructures on said

i -
, land in connection therewith.
|
5. Approximately 98.8S of the land surface of

mAlaska is owned either by the United States or by the State of
N

- Alaska. The state, m making the initial selection of lands

j
to be conveyed to it by the United States under the Statehood

[

!’Act (P.L, 85-508; 72 Stat, 339), tended to designate land already

.in oil or gas production or believed to have potential for oil
i
production andthetransportthereof tomarket in preference to
i;
;land notthought to have suchpotential. As aconsequence, much

:,of the exploration for oil and gas in the state has been conducted

I

:on lands owned by or selected by the state for ownership. Bcciiuse

!
of the location of such lands owned and selected by the state,

no oil or gas produced on such lands has been or can now or in the

foreseeable future be marketed or used by the producer in commercial

)
guantities without the utilization in some degree of land owned

by the defendant State of Alaska, in addition to the land upon

which such production takes place.
1
6. Exploration for oil and gas has boon carried out

in the southern portion of Alaska for at least GO years, but

BURR, IE"ASC
& KURTZ, Irc. commercial quantities were first discovered in 1957 on the Kenai
LAW QI FICUS

asw. LILIVAE. Ppeninsula. Additional discoveri hav n m from time t
HOC T ALASKA e sula dd onal discoveries ave bee ade 0 e to
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time in the Cook Inlet area, and annual production from that
area now totals about 200,000 barrels per day. This oil, after

supplying the comparatively negligible demand within the state

for crude oil, moves entirely in interstate commerce. Any
additional oil produced in Alaska during the foreseeable future
;will and can only be marketed almost exclusively in interstate
commerce.

7. Exploration for oil ana gas has been carried

on the North Slope of Alaska for many years, primarily since

the establishment of Naval Petroleum Reserve No. 4 (hereinafter
sometimes Pet 4) by Executive Order 3797A, 27 February 1923.

Pet 4 consists of 23,600,000 acres in northwest Alaska bordering
on the Arctic Sea. The United States carried out active explor-
at.ion in Pet 4 from 1944 to 1952, and in addition to the dis-
covery of gas fields at Gubik and Barrow, this exploration re-
sulted in the discovery of an oil field at Umiat, in the south-
east portion of Pet 4, about 75 miles south of the Arctic Sea and
about the same distance west of the probable route of the
proposed oil pipeline hereinafter described. The oil field
proved at Umiat did not give assurance of production sufficient
to pay the high cost of transport to market or to any point of
feasible use in the United States although preliminary studies

of such costs were ade.

States opened substantial amounts of land on the North Slope to
exploration for oil, and extensive exploration was carried out by
private interests for more than 10 years. Although many millions
of dollars were expended by certain of the plaintiffs and by
others, no commercial discoveries of oil were made until 1967.

9. Under the provisions of the Alaska Statehood Act
(P.L. 1)5-508; 72 Stab. 339, (1958)), the State of Alaska is

entitled to select approximately 103,350,000 acres of Federal

ou’
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land, subject to the approval of the United States and subject

to certain withdrawals by the United States. Pursuant to this

*

iact tiie state lias selected various.tracts of land known or believed

/

to have potential for oil production, including the lands con-.

_taining the producing oil fields in the Cook Inlet area.

!
¥

1,600 ,000 acres on the north Slope of Alaska between Pet 4 on the

t

>i

D>
|

10. In 1964 the State of Alaska selected approximately

west, the Arctic National Wildlife Range on the east, and the
Arctic Sea on the north. Such selection lias been tentatively
approved by the United States. Immediately to the south of the

tentatively approved selection, the State of Alaska has selected

=in excess of 2,800,000 acres upon which oil and gas leases sold

]

by the Unitdd States to sundry persons are now outstanding. The
latter selection has not been approved by the United States,
tentatively or otherwise.

11. The State of Alaska has received an aggregate cash
consideration of almost one billion dollars for the oil and gas
leases it has sold in the lands selected under the Statehood Act
and patented to the state or tentatively approved for patent,

exclusive of the rentals and royalties reserved in the leases.

The state’'sincome from oil and gas rentalsand royalties is

currently about $35,500,000 per year, and the state also receives

severance taxes and income taxes attributable to the production

'on theleases.

*o
«

iy

1
12. There are in the state of Alaska commercial pipe-

lines for the transportation of crude oil, gas or other petroleum

.products as follows:

A. Alaska Pipeline Company, a subsidiary of
Alaska Interstate Company of Houston,.
Texas. This company operates a 90-m.ile

natural gas pipeline from the KcnaiPeninsula

to Anchorage, built in 1960-1961.

.rn f/.n563
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B. Cook Inlet Pipeline Company, This company

is owned by Marathon Oil Company, /Atlantic

t Pipeline Company, I-iobil Pipeline Company,

and plaintiff Union Oil Company. It operates

a 421mile crude oil common carrier 20~inch 1
: pipeline and a marine tanker terminal. It !

'| vias built in 1966. iL

C. Kenai-Nikiski Pipeline. This pipeline, owned

and operated by the plaintiff Union Oil Company
| a.nd by Marathon Oil Company: is a 20-inch, 17-
mile gas line from Kenai Gas field to a point
near the Collier Carbon and Chemical /ammonia
and Urea Plant.
D. Kenai Pipeline Company. This company, owned
by Atlantic Richfield Company and by Standard
Oil Company of California, operates an 18.5-
, mile, 8-inch common carrier crude oil pipeline
- that v/as built in 1960 and that extends from
the Swanson River Field to the Nikiski terminal.
Kenai Pipeline Company also operates a 3.5-mile,
12-inch crude oil pipeline built in 1965 from
an on-shore facility north of Nikiski to Kenai
; Pipeline's terminal. !
Each such pipeline occupies state land, at no cost to the operator
or owner thereof, by virtue of permits granted under the provisions
;of the Alaska Land Lav; (AS 30.05) and the regulations issued
_thereunder. No rental has ever been charged for any rights-of-
‘way granted under these permits. ;'
13. Oil of commercial significance was first discovered
on the North Slope of Alashn in 1967, near the shore of Prudhoe

Bay by Atlantic Richfield Company and plaintiff Humble Oil f

Refining Company. Subsequent drillings by the plaintiff producers
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ancl by others have proved tlie existence of nn oil pool of major
proportions (Prudhoe Oil Pool - Zilaskan Oil & Garj Conservation

" Committee Order Mo* 98-B, March 12, 1971), and two lesser pools

(Prudhoe Bay Kupurak River Pool - Order Mo. 98-A, March 12, 1971,
and Prudhoe Bay Lisburne Pool - Order Mo. 83--C, January 12, 1970),
li

as well as two still undesignated pools known as Ugnu and Simpson

) Lagoon. All of these pools arc within a range of about 40 miles
I.of the Prudhoe discovery well, and all are located on the
'?l,GO0,000—acre selection described m paragraph 10.

u 14. Each of the leases purchased by the plaintiff pro-
ducers from the State of Alaska provides, among other things,
for the payment to the State of Alaska of royalties of 12-1/23 in
amount or value of the oil produced and saved, and removed or
sold from said land, and 12-1/2% in amount or value of the gas
produced and saved and sold or used off said land or used for
the extraction of natural gasoline or other products therefrom.
Thus, the contractual arrangement between the state and the

*1

plaintiff producers contemplates that the benefit of increases
t

jin the wellhead value of the oil and the burden of decreases
in sucli value will be shared by the parties on a pro rata basis
in accordance with their respective interests. Leases sold by

the State of Alaska prior to 1969 provide for a reduction in the
royalty rate to 5% for a period of ten years if the lessee shall
have drilled on the land and made the first discovery of oil or
gas.in commercial quantities in any geological structure; and
the state has recognized the right of Atlantic Richfield Company
and plaintiff Humble Oil & Refining Company to a 5% discovery
royalty with respect to one 2'lorth Slope lease. A specimen copy
of the basic form of le.nse contract entered into between the
State of Alaska and the plaintiff producers is attached hereto,

marked Exhibit A, and made a part hereof. The leases were

drafted by the defendant State of Alaska, which was solely respon-
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ilsible for establishing their terms, and none of the? leases pro-
vided for the payment to the state of any rental cr other con-
sideration in addition to the payments described above other
than nominal rentals prior to completion of a well capable of
Illproducing oil or gas in paying quantities and nominal minimum
royalties thereafter. All of the North Slope leases granted by
the State of Alaska were sold under a public competitive bidding
procedure pursuant to a notice which stated that bids would be
accepted subject to the provisions of the Alaska Land Act
; (AS 38.05) and the oil and gas leasing regulations currently in
effect. No right unilaterally to change any of the terms of the
leases or of said Act or regulations in effect at the time of the
state's award of the leases to the plaintiff producers is reserved
in any of the leases or in said Act or regulations. At such time
the Alaska Land Act provided for the issuance of permits or
IIeasements on state land for pipelines, and provision was made
(AS 38.05,330) for the establishment of a reasonable rate or
fee schedule to be charged for these uses. In addition, pro-
vision was made in AS 09.55.240 for the exercise of the right of
eminent domain to take land for pipelines, including land owned
by the State of Alaska and not already devoted to a public use

~

inconsistent therewith, which right of eminent domain was

»

granted pursuant to the requirements of the Alaska Constitution,
Article VIII, Section 18. These statutory and constitutional
provisions were received into and incorporated in the lease
contract.

< 15. The leasehold interests of the plaintiff producers
in state lands on the North Slope, the bonuses they have paid
for such leasehold interests, and the amount they have expended

there in oil exploration and development are as follows:

BURR, PEASE
& KURTZ, Inc.
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Portion or
Such Zvcreage

Total North in Production
Slope Acreage Pools On Amount
Under Lease North Slope Expended on
From State Designated by Expl!oration
And Percent the .State Bonuses Paid and Develop-
of All State and Percent to the State ment for
Land Leased on of all For Nortli Oil on the
Producer tyie North Slope in Pools Slone Leases Jlorth Slope
4 Amerada
. Hess .1.3,799 4,818 $83,728,891 $ 1,187,800
J (1.05%) (1.54%)
i
Amoco
' Prod. 35,591 11,968 $97,216,615 $ 8,726,053
- (2.71%) (3.82%)
BP Oil
"Corp. 135,556 96,716 $ 5,509,000 $160,686,000%*
(10.31%) (30.87%)
Gulf Oil
Corp. 26,891 $93,534,822 $ 2,957,090
(2.05%)
Humble
Oil & Ref, 145,240 86,014 $18,092,075* $ 91,097,000
(11.05%) (27.45%)
Phillips
Pet. 78,675 18,987 $49,327,961 $ 23,219,618
(5.99%) (6.06%)
Union Oil 80,945 11,968 $76,279,965 $ 2,952,374
(6.16%) (3.82%)

Inclusive of the bonuses listed above, the state lias received in
excess of $910,000,000 in bonuses for leases on the North Slope.
Out of the 1,600,000 acres referred to in paragraph 10 hereof,
'the state has granted the right to explore for, develop, produce,
save, store, treat, process, transport, take care of and market
oil, gas and associated substances on approximately 1,314,500
acres. Such leases are held by more than 70 different persons.
Of these acres, approximately 313,301 are in production pools

designated by the state. What, if any, additional oil or gas

BURR. PL"ASF
& KURVZ, Inc.

law rrncro *Includes expenditures by others with respect to leases now owned
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underlies the remaining North Slope acreaye (comprising approxi-
mately 1,000,000 acres) under lease from the state cannot be known,
witlx certainty unless or until additional exploration is carried !
out. In addition to their interests in the 1,G00,000-acre tract
selected by the State of Alaska with the tentative approval of the
United States, plaintiff producers own the right received from
*the United States to explore for, find, produce and market oil and
:gas with respect to substantial acreage on the North Slope in the
areas to the south of the 1,GO0,000—acre tract. Exploration for
oil and gas is now in progress in this; area. 11
1G. The market for oil produced in Alaska is primarily
the lower d3 states, and the nearest markets therein are on the
west coast of the states of Washington and California. As a

consequence, the value of oil in /xlaska approximates the market

price of such oil delivered to the west coast of the lower 40

states less the cost of delivery. The cost of deliverv ofoil ,

produced in southern Alaskais comparatively modest. The cost
of delivery of oil produced from the North Slope of Alaska will be
very large. j

17. 'The oil field at Prudhoe Bay, based on reserves

—

now proven, will, it is estimated, produce oil at a rate in
excess of 1,000,000 barrels per day for a substantial number of
:years. Such production would becsufficient in amount to justify
the investment in facilities necessary to market said oil under
the terms of the contracts between the state and the plaintiff .
producers— at least under the conditions existing prior to the
enactment of the legislation herein complained of. All but a

1
relatively insignificant proportion of the oil in question will

- g

be produced, transported and marketed in interstate commerce,

and the energy needs of the United States are such that any un-

BURR, WASH . R
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detrimental not only to plaintiffs' interests, but to the national

interest as well.

18. In order to make i.t possible to market the oil
. 1
produced from the North Slope 3eases, and in reliance on the
f k.4
contracts between the oil and cjas lessees and the State of Alaska,t

certain of the plaintiffs entered into a series of contracts,

3

{lthe first of which was dfited October 28, 1968, in which they agreed
eto design, construct, maintain and operate a crude oil pipeline

; that would extend from the vicinity of the Prudhoe Bay Fieldto

IValdez, Alaska, and that would permit the North Slope oil to be
mtransported in interstate commerce, via the pipeline and ooean-
going vessels, to markets in the lower 40 states. Applications
were submitted to the state and to the United States for permits
to cross state and federal land, and it was proposed that con-

f [
struction of this pipeline be initiated in the summer of 1969.

el
The state was fully informed as to the route of the proposed
pipeline and was furnished detailed descriptions of the interests
in state lands that would be required in connection with the
:cons:cruction and operation of the pipeline. The route selected
represents a logical and economical choice and will offer a
reasonable andpropermeans oftransporting the oilto market !
with minimal inconvenience to the state. The location and mode
of construction of the proposed pipeline were given written
tentative approval by the state in April of 1971, and the state
has neverquestioned thereasonableness oftheroute. $347,000,000
has been spent to date in preparing to construct and operate the
pipeline so as to permit the North Slope oil to be marketed in
,interstate commerce. These funds, which were advanced by the
companies named in para_graph 19 hereof, in the Qroportions there
set out, were advanced and spent in reliance on the contractual
durr, pesse undertaking of the state to permit the North Slope oil to bo
& KLR1Z Irt.
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marklitced, and in reliance upon statutory and constitutional
provisions (imported into the lease contracts) authorizing
creation of the necessary rights-of~Wciy on state land. With
Jthe consent of the defendant state and the United States, the
route of the pipeline has been explored, surveyed and engineered,
and an agreement has been made with the .state under which Alyeska
Pipeline Service Company, as agent for the pipeline owners, is
to construct a state road along the route of the proposed pipeline
at the expense of the pipeline owners. More than 50 miles of
roadway, costing the pipeline owners some $20,0’00,000, have been
completed along_ the route of the proposed pipeline between
Livengood and a point near the Yukon River, and this road lias
been accepted by the state. In consonance with the rights granted
under the North Slope leases and the constitutional and statutory
provisions with reference to which the leases were entered into,
the state has contractually obligated itself, in these agreements,
to permit the. pipeline to cross the roads in question, and lias
also contracted to permit the pipeline to cross the Yukon River
on supports for a bridge that is to be constructed by the state.
19. Said pipeline will be owned in commonby the
.companies identified below, and will be constructedand operated
for them by Alyeska Pipeline Service Company, acting as their

agent. The ownership interests in the pipeline are presently

as follows:

(Owner) (% Ownership in Pipeline)
* Amerada Hess Corporation 3.00%
; Atlantic Pipeline Company 28.08%
* Humble Pipeline Company ’ 25.52%
Mobil Pipeline Company 8.08%
* Phillips Petroleum Company 3.32%
DURR FEASF * Sohio Pipeline Company 28.00%
& KIIRTZ, Inc.
LAW OH-ICLS * Union Oil Company of California 3.32%
« \v. rir.HTH ave. *Plaintiffs
CHCIK/ioC, ALASKA
LICI'HONI. C79-C4M
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The pipeline agreement provides that each of the pipeline owners
will independently operate as a common carrier and will be
entitled to a percent of the capacity of the pipeline equivalent
to its ownership therein. The pipeline is designed in such a
way as to permi}[ ultimate expansion of its capacity to approxi-
‘' mately 2,000,000 barrels per day.

20. Said pipeline (hereinafter sometimes referred to
=as the Trans Alaska Pipeline System, or TAPS) will be approxi~
mately 789 miles in length, of which approximately 653 miles will
be on land owned by the United States, 90 miles on lands owned
by the State of Alaskaor tentatively approved for patent to the
state, and 30 miles onlands owned by private citizens.Plaintiffs
arc advised \t>hat the necessary permits will be granted by the
eUnited States, subject to pending judicial review.

21. There is no feasible way to market the oil produced
at Prudhoe Bay other than in interstate commerce through a pipe-
line of large diameter and pumping capacity. There is no way to
market said oil without traverse of the land and highways owned
.by the state.

22. Due to causes beyond the control of, and despite
_the best efforts of plaintiffs and of the State of Alaska, the
J
initiation of the construction of T/vPS lias been delayed from 1969 ,
1
.-as planned, to at least 1973. As a consequence of such delay
mand of requirements attending such construction not originally
contemplated, the original estimated cost of said line
m($1,500,000,000) has more than doubled, thus increasing the risk
'of theparties undertaking it and reducing the expected value
of the oil at the Prudhoe Day wellhead.

FIRST COUNT
23. When it became evident that the cost of marketing

burr, RCASE A ) .
& KURTZ, Inc. the oil from Prudhoe Day would be increased substantially over
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earlier estimates, with a consequent: reduction in the expected

wellhead value of such oil and a corresponding reduction in the

.estimates of revenue to be derived by the State of Alaska from

the marketing of North Slope oil, the state devised and carried

out a plan to use its legislative power to change unilaterally

the terms on which it had sold the right to find, produce and

market the North Slope oil, so that the state would bear no part

of the risk of increases in the cost of marketing North Slope

oil and the concomitant risk of decreases

in the value of such oil

at the wellhead. The contracts between the plaintiff producers

and the defendant state, however, require

that the parties shall

bear ratably, according to their respective interests, the risk

of increased marketing costs and the risk

(and benefit) of

fluctuation in the market price. Said plan was carried out as

follows:

A. The provisions of the Alaska statutes

authorizing use of eminent domain for

pipeline purposes and authorizing the

issuance of permits to cross state lands

for pipelines at a reasonable charge were

- so amended as to make them unavailable for

tlie sTAPS project.

B. The state passed the Right-Of-Way Act to

make any grant of its permission for TAPS

to cross state rivers, highways and lands

(without which crossing the oil cannot be

marketed) conditional upon the applicant's

agreeing to pay the state

rentals calculated

under an arbitrary formulathat bears no

rational relationship to the rental value of

BUM. PEASE the right-of-way and that

f, tOL.MZ, Inc.
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arc grossly excessive in relationship to the
value of the right-of-way to which they pur-
port to relate. To the extent that the rentals
calculated under this arbitrary formula are
unjustifiably high in relation to the actual
value of the right-of-way, they will result
in an unjustifiable reduction in the value
of the plaintiff producers' oil at the wellhead.
Knowing full well that the increasing pipeline
construction-costs and excessive right-of-way
rentals threaten to drive forth Slope wellhead
values below $2,65 per barrel, the state passed
the Minimum Price Act, the effect of which is to
provide that if the wellhead price of the oil is
less tlian $2.65 per barrel, then with respect
to each barrel of oil produced the proauccr must
make a payment to the state in lieu of severance
[
taxes (which taxes are fixed by law at a percent-
age of woHilead value) in an amount which, when
added to a 12-1/2% royalty, will yield the state
an amount equal to the sum of the royalties and
severance taxes that would have been payable if
the wellhead price were $2.65 per barrel. (Thus,
under the Minimum Price Act, the percentage of
wellhead values paid to the state in lieu of
severance taxes varies inversely with the amount
of royalty paid to the state, thereby taking the
property of the plaintiff producers without due
process of law.) The usual wellhead value of
oil produced in the southern part of the state
is and can be expected to remain higher than

$2.65, The Minimum Price Act will have no

-15-
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appreciable effect upon production in the
southern part of the state and its burden

will fall almost entirely on North Slope
production, thereby denying the plaintiff
producers the equal protection of the law,

The state included provisions in the Right-
of~Way Act requiring that: (i) the state
must be granted an option to purchase an
interest of up to 20% in the entire pipeline,
at a price to be fixed by an "agreement"
exacted long before the actual cost of such
line could be known; (ii) the pipeline owners
must "agree" in advance to convey to the state
their entire right-of-way, including that
portion received from the United States by
permit under federal lav/, nothwithslanding that
such right-of-way will include federal lands
withdrawn by the Secretary of the Interior for
a utility and transportation corridor and barred
from state selection under S'17(C) of the Alaska
Native Claims Act, P.L. 92-203; (iii) the pipe-
line owners must "agree" to grant to the state
their constitutional right of eminent domain
and their right to acquire right-of-way across
federal land; (iv) a certificate of public
convenience and necessity must be obtained from
the state to transport the oil in interstate
commerce upon further conditions yet unknown;
and (v) the pipeline owners must "agree" to
purchase from third parties at the wellhead all
oil offered to them thus putting them in a new

busjness and increasing their risk and expense.

-1f.-
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Under the requirements of federal .lav; the pipe-
line owners will be common carriers.

24, Jy the aforesaid Acts, the state has impaired
the obligation of the contracts it entered into in selling the
North Slope leases, contrary to Article I, Section 3.0, of tho
Constitution of the United States, and Article |, Section 15,
of the Alaska Constitution, ,and for this reason and for the
reasons stated below the Righfc-of-Way Act and the Minimum Price
Act are void arid of no effect. Additionally, the state lias by
such Acts unreasonably burdened and placed unlawful conditions
on the grants to plaintiffs by the United States of the right
to explore for, find and market oil from lands owned by the
United States on the North Slope,

SECOND COUNT

25, Section 2 of the Right-of-Way Act makes the pro-
visions of law granting the right of eminent domain for pipeline
rights-of-way unavailable to the owners of a pipeline any part
of which is on or is intended to be located on state land or
across the right-of-way of any public road or highway, but
other pipeline owners not so using or intending to use state
land arc not deprived of this right. Similarly, Section 4 of
the kight-of-V.'av Act withdraws authority for the granting of
permits across state lands for such pipelines, but not for
corresponding uses. These provisions violate the equal pro-
tection clause of the Fourteenth Amendment to the Constitution
of the United States and Article 1, Section 15, of the Alaska
Constitution.

26, It is essential that a pipeline right-of-way
across state lands not now devoted to an inconsistent public
purpose be granted to or for the use of the plaintiff producers
if they are to have access to their producing leases for the

extraction ancl utilization of the resources thereof, and insofar
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as .ii; negates t)ic right to institute proceedings in eminent
domain for tho acquisition of such rights-of-way, the Right-of-Way
Act violates Article VJ.11, Section .1.8, ofthe Alaska Constitution.

, 27. A right-of-way across state lands is necessary for !

; the enjoyment of the right to explore for, develop, produce,

jiprocess and market oil, which right was expressly granted to the
plaintiff producers by the defendant state for a valuable i
consideration. The plaintiff producers therefore have the right

to acquire or obtain the benefit of such right-of-way on reason-
Iable terms, and the denial of such right is an impairment of the
contractual provisions contained in the plaintiff producers’'
leases and an unlawful and unconstitutional destruction of the
right to find and market petroleum products.
THIRD COUNT ;

28. With respect to any pipeline for the transporta
of crude oil, natural gas or related products costing more than
$1,000,000 as to which a right-of-way permit has not already
been issued, the Right-of-Way Leasing /vet of 1972 contains
among others the following provisions, in addition to (or ampli-
fication of) those previously described:

A. Wo one may own or operate a pipeline any part of

which is to be on state land unless it is a

* " 1

common carrier, lias obtained a right-of-way

lease of the land, and unless the Commissioner i

i * j

of the Department of Natural Resources of tho
State of Alaska finds that said pipeline is or =
will be required by the present or future public
- interest and necessity.
1J.  Any person obtaining a right-of-way lease for a
crude oil pipeline across state public land is
required as a condition thereof expressly to

covenant, among other things: (1) that it will -

-18- i
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be; a common purchaser of crude oil; (?.) that
it will grant to the State of Alaska the right
to purchase an undivided interest of up to 202
in the entire length of said pipeline,, at a

price to be fixed in the right-of-way lease

itself; (3) that it will provide for intrastate
deliveries of oil, under certain conditions; (4)
that it will not transfer its interest in the

pipeline or right-of-way lease except as author-
ized by the Commissioner of the Department of
Natural Resources of the State of 7\laska; (5)
that upon demand of the Commissioner it will
convey to the state any and all rights-of-way,
permits, or easements acquired or to be acquired,
"at a just price"; (6) that it grants to the
state its right to acquire rights-of-way on
lands of the United States.

2
Said Right-of-Way Leasing Act further provides
that as a condition for obtaining permission to
cross said lands the applicant must expressly
agree to make annual rental payments designed
to yield the state over the life of the pipeline
a minimum of approximately 22 of the cost of con-
struction of said pipeline on state land plus
an amount equal to interest at five percent on
tho aggregate of such payments for a number of
years equal to the estimated life of the line,
or, if the annual earnings of the pipeline are
sue!; that a larger rental payment would be
produced thereby, an amount equal to 22 of the
pipeline's entire net earnings (before income

taxes) up to 42 of tho value of the pipeline’s

-19-
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total assets, plus 255 of that portion of
such annual net earnings between 45 and 65 of
total asset value,, plus 505 of that portion of
1 such annual net earnings greater than 65 of total
asset value. Neither "rental" formula has a
rational relationship to the value of the property
interests to be acquired from the state.
29. Although the provisions of the Night-of-*Way Leasing
|
Act purport to be consensual in nature, they arc in fact a require-

ment imposed by lav;, because the alternative to non-acceptance

would be abandonment of private property for which the state has

been paid millions of dollars and in the development of which j
millions of additional dollars have been spent upon the faith of
the state's grant. These "consensual"” provisions, exacted as they

are by tho exercise of the monopoly power of the state and oper-

ating solely to promote its commercial interest, are unlawful

end void for thefollowingreasons: i
A. They condition the right to transport and

market property in interstate commerce on

the consentof thestate and subject said |

[
interstate commerce to arbitrary, unfair and j
oppressive burdens; i

B< They regulate interstate transportation although

the right to regulate such transportation has i

been pre-empted by Congressional action, and f
otherwise burden interstate commerce; ;

C. They are confiscatory because they unreason- ‘i
ably impair the ability of a pipeline owner to .
sell Ins interest in the pipeline and thus to I
obtain financing g_h the security of such |
interest;

D. They take the property of tho plaintiff pipeline

A

220-
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natcd a

compel]lios without clue process because they require
thorn to purchase oil although they arc not in tho
business of purchasing oil.

E. They .impair tire obligation of the state's contracts.

The rental requirement bears no rational relationship whatever

to the value of land or right-of-way conveyed, nor do the other
conditrons bear any rational rclatlonshxp to the privileges pur-
ported to be conveyed thereby; they represent, rather, a unilateral
revision by the state of its' contracts with the plaintiff producers,

and an attempt to exact additional compensation for the enjoyment

\
of rightsalready granted andpaid for. :c
fourth_ cou::t

30. Prior to enactment of the Minimum Price Act, the
tax lav/s of the State of Alaska had provided for a severance tax !
that yielded an amount equal to approximately 7-1/25 of the well-
head value of all oilproduced inthestate of Alaska.
(AS 43.55.010.) The Minimum Price Act amended the tax lav;s to
provide that such tax should not be payable if the charge, denomi—t

"tax", imposed by the newly enacted provisions of

AS 43,55.015 wore applicable. Said AS 43.55.015 provides for a
"tax" designed to yield approximately 55 cents per barrel of oil
produced, but provides that there shall be credited against said
55 cents the amount paid in royalties up to one-eighth (or 12-1/25)
of the value of the oil produced. In the case of producers such
as Atlantic and plaintiff Humble, who have a state lease the
royalty on whicl is less than one-eighth, the royalty credit shall

be computed as if it were one-eighth.

31. Said Minimum Price Act is illegal and void because

= —

though purporting to be a tax, it is not in fact a tax but a

device to insure that the state of Alaska will receive a greater

percentage of the value of oil produced on the Worth Slope than

-21-
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that to which it .in entitled by contract, thus impairing
contractual obligations and taking private property without just
compensation and without due process of lav;. If the law be ;
regarded as a tax, it taxes the producer of oil on the North
Slope at a substantially greater proportion of wellhead value
than the producer in the southern part of the state, thus deny-
ing the equal protection of the laws to the North Slope producers.
The latter producers are also required by operation of said Act
to assume a greater risk of loss from increases in tho cost of

- -

transportation or decreases in the market price of oil than
eproducers in the southern part of the state, the North Slope
producers thereby being denied the equal protection of the laws
and being subjected to a deprivation of property without duo
process of lav;. The Act also results in the denial of the equal
protection of the laws in that it imposes a higher tax per barrel
upon the production of wells to which a reduced "discovery
royalty" is applicable than upon the production of other wells
and guarantees to the state $2.65 per barrel for its royalty oil
at the wellhead whereas no other oil owner has such guarantee.
/The Minimum Price Act thus violates the Fifth and Fourteenth
Amendments to the Constitution of the United States, Article 1,
Section 10, of the United States Constitution, and Article 1,
Sections 1, 7, 15 and 18 of the Alaska Constitution,

i 32. Section 9 of P.L,92-203, the Alaska Native Claims
Act, requires the State of Alaska to pay $500,000,000 into the
Alaska Native Fund from royalties, rentals and bonuses received
by tho state. The Native Claims Act provides that such payment
shall be made by the state's paying into the fund a royalty

of 21 of tho gross value of the minerals produced or removed from
lands received by the state from the United States under the

Statehood Act, and 25 of the rentals and bonuses received by the

state under leases and sales of such lands. Contrary to this
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requirement, the Minimum Price Act provides that when the purported
tax imposed by AS 43.55.0,1,5 is payable (i.e. v/hen the wellhead
price is bolow $2.65 per barrel), 5 cents per barrel shall be =
paid .into the Alaska Native Fund until all amounts paid into

said fund shall equal $500,000,000. This provision imposes solely
upon the North Slope oil producers the obligation imposed by
federal law on the state to make said payment and to do so at

an accelerated rate, thereby enabling the state to avoid sharing

its mineral royalty income with the natives of Alaska contrary

-
to the express intention of Congress set forth in P.L. 92-203,
and contrary to the supremacy clause in Article VI of the Con-
stitution of tho United States.

FIVT1l COUNT j

33. The Alaska Pipeline Commission Act (AS 42.06)
expressly exempts from certain of its regulatory requirements
pipeline carriers that are subjc-ct to regulation by the United
States Interstate Commerce Commission, to the extent that the
United States has pre-empted the field by enactment of the Inter-
state Commerce Act as amended, 34 Stat. 584. The Trans Alaska
Pipeline System will be engaged in interstate commerce ant. sub-
ject to the jurisdiction of the United States Interstate

#
CoiomerceCommrssion.

34. Under the provisions of AS 42. 06.240 a certificate
of public convenience and necessity is required before any pipe-
line carrier may undertake construction of any pipeline facility.
TAPS is exempt from said statute under its express terms and
under Article I, Section 8 of the United States Constitution,
but the state nevertheless claims the right to require such a
certificate. The Commission charged with the enforcement of said
act has not yet been appointed, and the commencement of construction
of TAPS would carry an unreasonable risk without a determination

whether the aforesaid certificate is required.

-23-
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35. Tho owners of TAPS are ready and willing to pro

wi th construction, and added delays will further increase con-
structioncosts and thus diminish the value of North Slope oil
by amount's which cannot be calculated with precision but which,
are very large.\ The owners of TAPS arc not prepared voluntarily
to submit to the unlawful and unconstitutional conditions and
requirements of the lav/s of the state heroin complained of.

WIEREFOP.12, PLAINTIFFS PP.AY:

A. That the Court find and declare the Minimum Price
Act and the Right-of-Way Act to be void and of no
effect, and permanently enjoin their enforcement;

B. That the Court find and declare that the trans-
portation of oil by pipeline from Prudhoe Bay to
Valdez and thence to the west coast of the lower
48 states is interstate transportation and that
the plaintiff owners of TAPS may not constitutionally
be subjected to the provisions of Chapter 35 of
Title 38 of the Alaska Statutes and arc excluded
from the provisions of said Chapter under
AS 38.25.230(19);

C. That the Court find and declare that the proposed
pipeline from Prudhoe Bay to Valdez is subject to
regulation by the United States Interstate
Commerce Commission and that the power to require
a certificate of public convenience and necessity
with respect to such line, or the transportation
of oil thereby, is pre-empted by the Interstate
Commerce Act as amended (34 Stat. 584), and is
denied to the state of Alaska and that said pipe-

line is not subject to the requirements of

AS 42.06.240;

-24-
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D« That the Court find and declare that the plaintiff
producer;; are entitled to a right-of-way over
land;, owned by the State of Alaska essential to
enable them to market petroleum products produced
from leases acquired by Jiem from the state.

E. . That the Court, by mandatory injunction, require
tho defendants to grant the pending application
for a pipeline right-of-way permit for the
location and configuration heretofore tentatively
approved and permanently enjoin the defendants
from interfering with the exercise by plaintiffs,
or any of them, of the right of eminent domain
granted by Article VIII, Section 18 of the
Alaska Constitution; and

P. That plaintiffs may have their costs and such other

and further relief as to the Court may seem just.

DATED: September , 1972.

BURR, PEASE & KURTZ, INC.

By :
D. h. BURR
LilRR, PLASfc
& KURTZ. Inc.
1.M7 orricF.*;
Ir*5 W. niftHTIf AVE. -25-

MOKATE. ALASKA
LA 270.2411
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STATE OF ALASKA™
EnddlioNdE OL 71 DEPARTMENT OF NATURAL RESOURCES

Division of Lands Icaise Un.adi.

Competitive Oil and Gas Lease

THS LFAS is made by and between ike Slate of Aw,\\ /cling by find through the Director of the Divsion of lands, Departrent of Netur®! f.pjnjscii
or Ms Authorised agent. hereinafter called "It&sor”, and *

hercin>fler celled "lessee”, whether one or nore.

). GUAM. for end in cosid™eilon ¢? a cash bonus end the <1l! year's rental, the receipt of which is hereby acknowledged, *nd of the ton'rt,
royalli'js, covenants, end conditions herein contained on the part of the lessee to be paid, hep! and performed, end subject to the cond*tcrs -« j
reservations herein cootair.cd, U*or does hereby grant and lesse- onto lessee, exclusively, witheot wricrly, f« the sole end only purposes of c.-rk rctc?,
cfevelepmenl,  prediction, processing end marketing of ail, r.nd Dstecialed svbsluxc.s produced therewith, and cf installing pipe lines end strycVis
thereon to find, pri~ue sawe, store, trest, procecs, tn.oipoft, tube ed>of and incrtcf ol such sol stances, end for drilling weter wells and <*TFQW,... -
g&m& |ﬁd surf%e vuauter.0 M e in its operations thereon, end for housing end boarding enployees in its operation thereon, the following cescnlLrd

in Alasi 0;

containing)-...acres, nore or less, hereinafter celled “itid land”, «

For the purposes  of lit: lease, said lend contains the lego! subdivisions, & shown on the plat of saidand attached hereto, marked  BExibit Aa
this reftrence made a PA? of this lease.

If said land is described above protracted Isgal subdivision andlesser hereafter causes said land 0 besurveyedunder the public  land reclrrov
hr system the boundaries of sold shall be those established by such suney, when cpproveri, subject, however, to tre provisions of the regulclic >
relating to such suneys.

2, "Oil AND GAS". "Oil" nears crude petroleum oil and ether ta/droc-ir‘ooni regardless of gravity which arc produced and saved in liquid form
the well by crd.r.JrY production nethods. "Gas" mears dl raturag;s end i rocarbons produced & the ~ well ined herein  asal*Assocli- 2
substances” r.iecn ill  substances produced in association with cil or gaes not defined herein \s ail crges.

@ IGVU Trk lease is issted for wr; initidl primary term of years from date hereof, subject to extension as provided In Paragraph A hereof, t71
ivall continue so long therocflfr & ail and ges Ir either or anyof them erEJ?alroduced in paying quantities fromsaid land;, providedthat this leese ey rr
extended beyond Hs primmery s as provided in Paragraph 5 hereof r.nd I ret expire theconditions set forth in Paragraphs 6, ?, and ¢ hieod.

A [XRCEION* DY &J.PINSOit G4 OFHATICNE If, prior to the cxp'raliom of the primary term lessor, in die interest of conservation, directs cr
cssents to the suspersion cf dl operations anu preduction, if any, hercundvr, ihc primary term will be extended by wicing the period of suspension lorrfo.

5 IXTAVBIORE tY UNIl FPCDUOICH.  (8) lhis lease shell without appl.cation be extended beyond irs pnma%term if upon cr prior t the opirat.rri
elate of such term the lease is committed to » unit agreement roved or prescribed by lessor & provided in regulations, production of ¢l a f:s
ii had in paying %’ﬁs ucer the agreenvol. and a portion of such proc?wtimis allocated t© said land under the agreement In such everit IS left*
shell_contince in 50 long & is rmjins suojecl to such agreerent and ailal uction under said agrearent is allocated to said land, () Tre & »
missioner nuty. in M discretion provide for the extension cf te* term cf this lesse, it such leese is  on the expiration dalethereof incl in an approx i
unit plan or If il is included » T program ol ) recovery operation designed to bring about  cr restore productionprovided, ho-vewcr, tret il &y
leese or portion thereof it eliminated from luch unit plan or recovery program or dsuch em] planor recovery program is tom-united, then tY) such I.;sc
or portion thereof shall cortinue in Ml force a.J effect fur ninetY M) days fromthe date cf such elimination or lei ruiretion and so long thereafter s
drilling or fedfdhng operations are being conducted fherron and 10 long th*os(ter s cil or gas is produced in paying quantities.

Q0 IXURMOHbY LRI ftG fa) If production stell have beer, obtaired in @/Aieng rjuartities during tre primery torrr, and if. & th: rnj cf the print™
lerm, or a any lure print to Ue trd of the primary firm, such puduCtm its; 1L teased from any case, cr in the evert production daytic r
lirsei after the iYprainm of sre primery term cease Irers any cause, then tids l-ase sl et tenirate < ifx lessee commences drilling or re.vodgg ore a< i
rithir in a welt hem v.hih srb prdwfdiots tvs taasesl or In a rga well) withm s *iy ds s alter tre crsj.sfon of pQvildos _ad t* bes* Sl MmAan 4

Il liue and effect lu leng & St 0.cMPom ar pio*ecutr’d wilts #aswdV d.lgenu* or are suspe'd.-d under Paragraph 77 tere jf; ad, if Vj:'. if*m
or irsarlin' | terd i nsut .n the pofuctim of ul v& ges, tre lease jfi. It remein m full taga »sy rffecl =% lor; & at ¢r gas »s projluted *f.-hons n
(laying quarrtitns, () if .gfi.al »*llng liss comunred in te eup.rai.on dak of e ol ;‘Slai/ s if tia les* and »s contmil with rexsn ifenvCL s
oprranuns  mhile mf*ln]. sJeuas j ofhrr ikNa> moessary ts reach the originally mp-»>*d Klinn hulr ICafUh tre base ™l (lutPur *» * !
ich*and rifed .1 ii.ryg In) tA Hm Qiti drtinj liad leas nf ‘and t'1 0 kw.)ihg'eaftir a\i-l or ra|U.S pruduied *1 (aymg quaruites {Od al o | =
<d th* lands ID.irrd by leee are lar b thet he\r l=art sel.ntid by /dasia onter the lais U the nl-1 «tjt? \ <tsnhog louts Iu / hsbs ad the
el bMr wes itlutd theieuo, tre term cf the leNir ihall br rxlmded lor a poii<J igs] to the pifuv/ dun.sj-wimh the lease »si condiiuiiah

KvhiIt.Al, A
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7 1/tlti'VOM LV f rwOMJCHV.* [I'. upr* !ll.o f*r.iivr<n cf llv- n'™" %V -rn’ a* *<r LoNerr v f»> Vo

>, {( 0L O ij.ij in p.yIn'j (| Zvw»i' fi, lliij lcM'J Vi, cil)'»r 1i(AJ* IciWT fr»S to p<MC the V'r*f *»nitS] IviUVv 1] -r\ *lilc o~
rprr . j erijyn.'t.'r fxc. *lal re! Lr ks, »*n %1/ «ly. “ftrr ivcl rel'tt iv pMc »v? vscl 2> a r—<*."'n? “c s
iV » LA iltit fltirf vd>» it ttldblith>»d mir li gpmrfiJflirgn \Lall conlinij* rn lw* ui.'f low/ usIm* nut/ imfil of r*foc/il Tin it Vnirj-f *
uw.

ti, r>:UIJi!l0!J HV StISMI'SION Of ("HCbt/CIION. Ibis !.+.> shall not erplre because of any sulpention of optralions in or upon or p'od.:ttpn I'"”
said bmd if scrth suspension ii made under any order or will* the consent of les:.t,

9 ['{IJ1A1, 7lLis lease shall barnS'oatc on any .mnivcriiry *folo herocd :rid to I*' co'fiillolion on s;Id 1" (I of a v-ell c.irshte ¢f r'C'dv;imi cMo>r, m
pAs'ints tji-'Otilied. unless c» 0. i :fore said amisc-rssty date lessee 'In*! pay or lender to lesscr .ii ar.nu.il rental A turn Cn-a! to $1.00 per arte c? le>* -m

inercr | then included in s lease. or U"less such annual rental Inn Icon waived ot suspended as prov.'f.d in Paragraph 13 of tins Oase. If c'e
ii net open lir holiness cn the anniversary d.ite, she'lime for payment is cstmded to include I*c neat u:y On wli cli said cilice is open for Lbs'ess.

10. MINIMUM f'OYAI1V. Commnncinn with tin. lease year Legitm'ng cn or after completion on 'del land of a wcll cap.-sbfe of pac:.v.ing c:! cr t;;* *
paying nuantities, feiice shall pry lessor, ill 17c iroir.ition o! r.idi lease ycr.t, in lieu of rental a minimum royally equal to M.CO per acre, tr frac'>-
tl.rrrof, tiu'n included in lids IfJ'.e, or lisc ditfnence b(>tvecn liie rclu.il royalty pa'd on production during tin; year if lest than $1.CO per acre a-d ihe
icrllacd o.ni.-r.uni royally.

71, f'OYAlY Qil I roD1I"1ION. Tj:crpt for oil an-J gas used on said lanJ lor tfcvelcipment and production or unavoidably lost, lessee sbcll psy lass:--

m royalty the following:

@ On nil s per cent in amount or v,due of theoil produced and saved and remover! or sold from said land,

(i) On pas ... per ten! in amountcr value of the casproducedand saved anr! sold tr u;co' off said Isr.d or used for the rstr.ictfco cf r.s'vs
gasofine or o'liefproducts llieiefrom.

(©) On essociatcd ruiu.lanecs ... per cent in amount or value of such substances produced and saved and removed or sola: f'or.i sricf finds.

1?. ruDUCHOU or fOYALTY PAT7t3 rosi DIICOVCIIY. li lessee sbtll drill on -aid land and nss'e the first discovery cf oil or p’s in ccvnm-.vciil ovs-
lilies in any jic-olcgieal jirucu.v, the royalty rat' under this lease shall, instead uf the tales prescribed in I’e.ragraph 11, be five per orrt forl p»'ted cf * -
years follov.1sg the date til "eel. discovery,\.$J tl.ciuatlor the royalty rates shsll Lm linse ptescribtd in PcrarjrapM I. 1! lins I "< is ccmmm. 'l ic> > unit .

mer.| aryircved or prescribed by lessor as provided in the regulations, trie five per cent royally talc shall no! apply to all, but only, the prods'Cto*. alic-:.":
tr»> thit lease under such agreement.

13. L'ffillCTIQli Oa f.fTiAl AHO P.OYAI7Y. Pental orn'inlrnuni royally rras' bewaived, suspended, or reduced, or royallymay hereduced on a"
said land or any liacl or p-rticn tf.nieoi seg'cristnd for royalty purposes if lessor finds that such relief is necessary for the purpose cftncsu'.'ging
greatest ultimate recovery cf oil or gas and is in the interest of conservation of nftursl resources and either that such selief is necessary inorder So prome
development ot that the lesse c.T.noi be successfully operated under the terms provided herein.

\At pr'YAIlY IM ihi.h. V'imrever, at the enticn of lesser, Vrhlrii may bs e>urcited from lime to time upvcit not less I1in $x months notice to Less"
lessor elects to tale its royalty in bind, lessee shall ueliver tree of clarse (on s.id (and or at such placeas lesser and Us.'tc mutuallyagree upon) ¢;
lessor or lusuch Individual, firm, or corporation rs lessor may design si* all royalty oil and/orgas produced and saved from said land. Such cil an- -
gas shall hein good and merchantable cend.'ticn. Less", shall, if ncce'ssty, furnish Mnracre for royalty oil (rce of char:. for thirty days ai'.cr she end c-
the calendar month in which the til is produced fto-n said lir.d; provide:!, that lessee shall rotbe le.ld liable for loss cr destruction cf royalty cil anr :»
gas frc.-icauses beyond lessee’ reasonable centred. Miould It ssse dchydralo or clean the oil orgas produced fromsaid land, lesseeshall be entitled to n
allowance of lltc actual cost of dehydrating or (leaning aaid roye'ly oil cr gas.

15. ItOYAITY IN VAIlUc. At tfe option of lessor, which may be exercised from lime res lime upon not less than sic months notice to lessee, and b, i:j
of loyally in Kind, lessee shell pay to lessor the field marhpl pri.e or Value M the well of all royalty oil and/or oas. All royally that may beccre” eiyerir »
money to lesser shall be paid or, c; before the I'sl cfjy of the telcndar month (c.liowing the month itt which llie oil ct gas is produced, Ihe p.yrrenls :
be tccompanhud by copies of tun licKets ot other satisfactory evidence of sales, shipments, and amounts of gross production.

16. f'RICt. The field marlcl price cr value r.f royalty cil cr gas shall not bo less than the highest of: (t) The price actually paid cr agreed 40 be c: ¢
to lessee al the well by the purchaser thereof, if any; or (2) 7ha posted price oi lessee ii the Ibid tor such oil or gas at the well, if any; or, (oi The pre.: *
[ng prict leeeivrd by other producers in the fitlJ .| the well for oil of lihc g'ada and gravity or gas of likc Kind and quality at the time such cd ctrcs: i
rcmovsd from said land cr tun into storage, or such gas is delivered to tn extraction plant.

17.  CAY/{!iCWIS. All payments Ic. lessor under this lease shall I;? nude payable to the Department cf Revenue of the Stale of Alasla and srall be tsi
dcrcd to lessor al the placo designated under partgraph <M for giving notices to lessor.

1U. OrISCI WEItS. lessee shell drill such walls es e reasonably prudent operator would drill to protect lessor adequately from loss by reason cf die!'l:*
tetulling from production cn other land. Without limiting the generclty of the foregoing sentence, if oil cr gas should be produced in a well cn ether L--
nol owned |V¥ lessor ot ON which lessor receives r lower rate of royally than the royally under this tease, which well is within 500 feel in the case cf
oil well or ),..mfoul in the cse of a gas well of lands then subject to this lease, and such well shall produce oil or gas in paying quantities frrj p.e'sa
of thirty consecutive days, arsi if, after notice to lessee and an opportunity to be heard, tessor linds that production frcm such vaell is draining lands
subject to litis lease, lessee shall within 170 da-, s after written daitund by lessor begin in gcsrd faith and prosecute diligently drilling operations fcr *-
offset well on said land. In lieu o( drilling any well required by this paragraph, lessee may with lessor's consent compensate lessor in full teen month
the estimate d lots of royalty through drainage in the an.cunt determined by lessor.

17. Oil £n WitLS. This lease lontemf.fates the reasonable dcvedopwent of said land for oil and gas as the facts may justify. Upon discoveryofc! m
gas in paying quantities cm said land, lessee shall drill such wells .is a reasonably prudent cpoialor would drill having due regard lor the inletcsls of It
or es well as the interests cf lessee.

JO. DII'IGCNCC; DEEVLNIION Of WASTE, lessee shall exorcise reasonable diligence in drilling, producing, and operating wells on said land ur'v.i
consent to suspend operatic.-s lemnoratify is granted by lessor; shall carry on all operations hereunder in a good and wO'fcmanliKe tn’inrr in aico'd.--"*
with approved methods end practices, having due regard for tie prevention of waste of o.l and gas and the entrance of water to the oil and casic."-;
lands ot strata to the dcstructlecn or injury of such deposits and the preservation ar.d conservation of the property fortic lolu-e productvc Ua?fe":"s-
shall use reasonable care and all proper safeguards to prevent the poll.rtion of water; sholl plug securely in an approved manner any well before -
doninp It; shall allow lessor to inspect all operation! at any thee; shall carry out at lessee's expanse all reasonable orders and reouiremcntt cf leu:?
relative to the prevention of waste and the preservation of said land, and os failure of lessee so to tin, lessor shall have the right logclficr with ,-r
other recourse available to it to enter cn said land to repair damage or prevent waste at lessee's expense; ancf shall, abide by and conform to valid #
plicablc tulcs and regulations cf the AlasKka Oil and Gas Conservation Commission and the regulations of lessor relating to the matters covcod by mms
patagraph in efiecl oS the effective sfijte hereof orhereafter in effect if net inconsistent with any specific provisions of this lease.

JI, W fll IOCATIONS. lessee shall within five days after spudding Ina well advise Lessor in writing of the location and date of spudd.n” cf
raid well.

J?. API'EOVAI Of f1ANS. lessee shall not place into” actual operation any plan cr method for the puapese of stimulatingor increasing ptef.c
lion cut said land other than plans am! methods in common use without first having obtained the v./itleis approval oflessor.

3B. LOGS AND I*TOTPS. An electric leg or tad.oadive lag. if Ldén, and a descriptive fjatoiir sinple g,  iftjlon, anda rc+4Jd ¢, dl i
run for each sell drilled on said lad, together with a plat sho.,ing the es-"d location of tcit such vell, <Hll Lﬂe ﬁfailwim les.car within thirty
days after such well hes heen (cmiileted. suspended, or abandoned Any and dl infeviraiion LUF ly lessee with lesior in comnection wr.tn this K,»
gull be jwalihle a dl tices (r the civilnlettial usrcf lesser f.t the purpose of enforcing w,.”.se,” willr lic terms, cowerants, and Cfd.lir.n o
& leee d'.1 tre lejulaoris of tre les.or L,r dellnot be ipvn for, inspection Lv any poison . "Ini then officars, or employees cf Imsor ard part %
peifm.r.g any fun."tfh or_wrl. ais “itied tmth.-m by lesd fur 1 priv.lol tvertv lor (™ mct.lhs after ta i @@L d*y Lliny pexcf. e.
Upon Miiien consent til leivr. Nuts.tstenlon any olli€? pjows'cm herenl,svd information miy pe dissluicd In pertc0 .. 1.ae sucn LS m
Il lian.il’ly naceuary fir Itu' linnisir't., rf te lnctiol., rmpunil-1t0S, and dulrs vested i law in the Comust.encf of lie rl'etarin'enl .f f
oral fein.ucei or in Hie D.wn.-n rl la..!, rr t» clor th'iruf, Inrluil.nl ].vl not bmipd to lu.cl.oni. cetfmiml.t.lei. rnd duliai ar.ieii irs <o
nerin' s vithe any  LiLJitns nr adn>, Lgrftu aiju]ate.d ridmg to tint LS (1 In the twilli, dtrai, aid .L.pl(m aftm l.clander.

21, ITLir tsic.. & 1 leap an,l We in ill posta®inm ber,is and ivu'ds stosinf We fo,inst, in and dnuOPtiun of &l O a*d r.H ‘e
linri (mm Isd lad am* itdl pim.l Iru.r r in ejoii a ai r*welte I)'n tsesamn. |ta | $,L fiiPli and lipordl € prrii.our  r
tcintil i ,n §iNi ~n 1 anl lertin, at g, ~iti t. ¥P9 accurate h.piies feaiunaidy awlsl.te witr,! |ifturn| e Tum i poi'd* « »
idr tniij." O rat vweti

s. e 111 1ps | L, rrvatfl i it e rild LYY vt MMl omll b @l Latd, ror, cttma.e
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71, fiIAWAf.-fI> [533(>1 133 il'-r.iln In pan il..e no rights under kimv ti-m» cnnlsmed in set.yin lam or grants c( Aljjl a landshall (r. rirn,
iy tini.il <i i's li-.i i vniil |>n-v...(in li»Incn inilt u, pay He r.vurr (| (be land u; mi whirl) diereserved tights nt send | to |.« crerc.'seu *
ALTE 1 i d Z-.;jti‘i S»tind ty Ad ovinr Lltalnl LI oltliny CP snl Lid; fil04tkM, tet il LId indick far any cans?whatever (efulrl .
i,('t © sirg said il.iy:, Issn B leibt- didl Lae lie lidll © istite such M.l proceedno in a court cl_eompub™ 1 m8J*,»n sl m
It~ Lhl B sitet” desnay ho 1.reamiry 0 drieini.u.  the clanje ss"in ti+ owner of suth B tF may sutler, lessee temtiy agreeslo Bl nyy (...

th/l may 1-.fO’ic payable under s.nd st.ili'tory |.'cvi/cusS and to iod.ntnify Ussur and l.ctd itlarsil. ss from anil again*: any (l.strv, t’er'a-ci, lan =

/lid t>|.nv:s arising iron, or in emm slims with tesll damage. 1llie Tarnish'g cf alsond in lymphaticr villi lliisleaie will lie regarded by less- n
a lulliiicnt provision for the payment of all damage* lit,d may hc:o...- payable under said statutory provisions.

/1t. tiVnilvj.

(» If tc.prod I>y lessor, 'emsser; s'.'ll furnish a henr! prior ‘» lie i;;ua.nce of this lease in an amour,! equal to at least 5200 per acreor

Il.rrcof  cculyined its s.nd land Inn ISt less than 11.0."3.(0 . ™1 shall mailtain sail bond as long as required ly lessor.

(i) before b vyieiSintj drilling opcistieas on said Imd lessee ml. J1has-e furnished and shall maintain a bond in an amour,! n! al least I-j.i'orV.

(© liss'e tnsy,in lieu of the ft..cgo.no, furr.icli iirsd mairitaiti a slrdcsvieio bond in the amount of 31WCOO.0OD

@ Irssor may, after notice © IL".re and an opportunity © he laad, require a bond #s a reasonable actiint greater t'sn the amount jpp; : -
rlse in tis @, gh swerc Such greater Amount »>s justified by te* Pts,re ed the surfaceand s uses and improvements i the virility ofe :
land add tik dcrrce of the tlls inolved in the type” of Operations being o caried aut ucier this leese. A statewide bond will rit -med,
any iaquira,™fi ol a bond <" under this sn...pacgrgpk but will hi considered by lessor in cfelemining the reed lor and the amount c
my add I/ i.eJ icer lics subp.ra.ginh.

(e) If said land i: committed In whole cr in part to o cooperativecr ur.il ap'eensent approved or prescribed by lessor pursuont to law |I'i
the ii gelations .rid a uril bond is furnished in accordance with the regulations, lessee used not therealler maintain any bend with respect in i'r
portion of said lend so committed li such agreement.

37. [-CIS Or OOf). Should lessee lie prevented from complying wi'h any exprct.ilit or implied covenant of this lease, frc-mconductinn
ing operations liiersOn, or from pfedu; r:> or rnail.etir.g cil or gas from said land after, nf* rls made ingood faith, by reasonof war, rots, t: : c
Cit i, severe svesther in li.” area sf said land, rcls of novem'noMel ctuihurilics, failure or hrl. of adeguate lianspcrtalion facilities, cr any c—.'
cate.e beyond 1(.sire's reasonable control whether similar to those enun'vrau-d or  nor, lien while so prevented and for a reasonable lime
after within which to resume' operation;, tester's obhg.stion to comply with such covenant t .all l,c suspensiesl and lessee shallnot be lisb'c for c:~
rjiet icr failure tv comply therewith. II drilling or rv.’'irl.ir.g operations are suspended by virtue of this paragraph and the prosecution cf s.
oporefior.s would hc-sv had the effect of inventing the expiration or terruir.slian of this Ist l.Lhsn this lease shall nut p.>tminslv during the f'e
which the obllgstic.ri to pttforni such eg/rations is suspended under thisparagraph; provitied, i. .v/evcr, lhal nothing in this paragraph si,all he c:
t-lrued to surp.nd the payment of rc-ntalc cr of minimum rcyeltlei,

33. SUSI'CUMON. bassos may frojn lime to lime t-recl cr assent lo the suspension ct f>tt"Juclion or other pperstiens or both under this |
such .clion is r.ia scary or justified in ths interest of conscfvetion.

J?. Re3-li.’W-.7IC<!,'a. lesser resolve;the right to dispose cf the surface of said land to othetssubject lo this lesse, end lhe right lo eulhv:'rr
Others by grant, li.isg or permit subjoel to this leas.u ;r.J under such conditions »s will prevent unnccesssry or unreasonable interference with
rigisti ol lessee and operations under this lease; to enter u’cn end use said imd:

() Ict ¢ f o r oii or grs by geological or geophysical meansincluding the drilling of shallow core holesorstraligr.phl: tests to a depth c:

nol mere 'hen 1,03d feet.
(b) lo ey.plcie for, develop arid ti‘inove nrlari,l resources oilier than oil, gas, and  Associated substances cn or from soid land,

(© for nonexclusive casements end rightsof way (cr any lawful purpose including shafts and tunnels necessary or appropriate .for the wc-i.
inp of said laro* or other lands lor natural resources ether than oil,gas or associated substances.
(J) for well silos and well bores cf wells drill'd from cr through xnlei land lo explore for or produce oil, gas, and fssociatcd substances in avr

from other lands,

() fcr any other purpose now nr hereafter oelhcrired Iwy lew and nol inconsistent with lhe rights of lessee under tins lease.

33.  Ivbiif.G3C"J.".’"DSfOftAGb, Ibis tease does not authcriio the subsurface storage of oil orgas except as a necessary incident lo rccyc'l”
pressure nvinter,ance, roprcssurinrj, or other similar operation 0, signed to increase lhe ultimate recovery of oil cr gas .or prevent lhe waste oi oil oi a-;
produced from said land or from any unit area of which trie said land is a psrt. lessor reserves line right lo. euthoriae the subsurface storage of oil a
gat in said land by lessee or by ctheis in order lo avoid waste ~r lo promote conservation ofnatural resourcesand upon such conditions as w
Vent unnecessary cr unrcfsonebh; interference with the rights ansi operations ii lessee under this lease, mcluaV.oconditions prohibiting the storage cr .
or pat without the consent ol lessee in any reservoir covered by this levsn capable of producing oil or gas in paying quantities.

31. ASSIGI'A'INiIS. This lease or any undivided interest herein may with theapproval ol Ir;sor Ire assigned cr subleased as to s.'ui land or any cr
or more legal subdivisions included therein, or any 'separate and distinct sons or geological horicon underlying said land or sucii one or mere legal
tfivhic-ns, to any person or persons qualified te. hold a lease. No pansier of any interest is this lease including assignments of v.orUrs.g cr royally
ists tnd operating agreements and subn s’cs shall be binding upon lessor unless approved by lessor, lessee shall rcma.n liable for all obligations i-
cicr this lease accruing prior lo the approval of such transfer. Approval of transfer of this lease or an interest therein varll no! be denied except (I)
failure to comply .vitis theregulations, (a) in the discretion of lessor, where the transfer coversan distinct zone or geological horiion, cr 13) v.m
letter determines  that therest i.Terests of lessor justify such action, Applications for approval of a transfer underthis parasjraph must comply -
the regulations and must be filed within ninety days after lhe date of finsi execution of lhe instrument of transfer. Where a transfer is made ci -
or a pail of lessee’s interest in and to a portion of the acreage in said land the assigned acreage shall, at the option cf lessor,cr may uoon rcc.st:
of the transferee and withthe approval cf lessor be seg'ecjatcd into a .separate and distinct lease having the same effective date as this iease.

37. USIl IZAIIOii. Whenever determined and certified by lessor to ba necessary or advisable in the public interest fcr the purpose cf pro;
conserving the natural resources cf any cil or cjes pool, field or hbc area or any part thereof, which includes or underlies said la d or any rail tie r:',
lessee mw unite with other lessees of lessor cr wish others owning cr operating lansis not belonging to lesser including lands belonging jo the Vr :
Stales and with oilers, jointly or separately, in collectively adopting and operating under a cooperative or unit agreement <or the ccsclopmsr.t or cpcra
of the pool or field cr file area cr psrr thereof, lessee shall within thiity days after demot'd hy lessor subscribe to such a cooperative or unit or-:
men!, which agreement shall be reasonable and shall adequately protect all parlies in interest isscluding lessor, lessor may with the consent ui It.:":
establish, alter, change, cr revoke drilling, producing, rental, minimum royally, and royalty requirements of this lease if committed to any such c:-
Operative or unit agreement and may male such reguh'tluns with reference lo this lease with the Il.be consent of lessee in connection with thi -
dilution and operation of any such cooperative or unit agreement at lesser may determine lo be necessary crprop" to secure' the prosaer protec*
of the publicinterest. If a pueliog oi said land is comers,Had lo an approved or prescribed unit agreement, the committedacreage shall at lhe cc'c
of lessor ana n.ay upon the request cf lessee and vriih the approval oi lesser be segregated into a separate and Oislincl lease hiving the
effective date as this lease.

33. SUrrtf.’.b'flessee- may at any time male and file wills lesser a written surrender cf all rights under Ibis lease or any portion (hereof c:-.
pririi ;; one or ritre legal tufy/ivisiuns of, w.llt ihe coosi'nt of lesror, or any Separate’ and distinct rone or geological hpri/ors underlying sa'd ler.rs
loch one os more lag | sub-division*, thereof. Such t surrender- shall |e effective as of the dale of filing subject lo Ibs cuntinu, d i.itla.slicr» ol Is.,
and I'll lurely !o male payment of all royalt.es theretofore accruedend lo place all wells on the surrendered land cr in the surrendered zoom c
lioiirons in condition svtni sctory to lessor fur suspension or ahandomr.eril; thereupon, lessee shall be released from all other chi,jJtions accrued tf
accrue under this lease win* respect to tt.c surrenclaieii lands, zones, or horizons,

36 DrfAUIl;  TIRVINAIIT7ri»". Vi'isenrver lessee falls to complywi'h any ot the piovisions of lliis lose otherthan the pryn'ent cf ’rental<e»
tr-J Inice (nI> svi'lurs sixty d>m ettrr vi.urnnub e uf such default to tNiniimrnce 1'1renseily and theiraftcr prosvculc diligently operations to tem *.
tuch cal.'ulr, lestur ussy cancel stii |;'s< if ai tisit tne liaro is ro well M ssnl lar.tl capahlrr of producing oil cr gas in paying quantities. Il e
luch I.me theie is ,."i said land A well capable of prcihic'cg oil or gasin paying qu.snlitirs, this leaie may be cancelled only by jutl.fal f.-icc"
buys. In the rsnii of any -canc-iia'inn tlifer tins paragraph, lest,'a slirll have llia right lu retain under thislease Any And Ai drilling cr prcd-
Wells as tn v.lii.li n>ihlanh c*nli Icijetiief with a p.'fctl t-f land Sutiuurid.r ig earls sucii vrsll or wells Andsuch fights ef s.ay through IA'd 1o

as n,5) he reasonably nccvssAiy tn enable lissec W dtill arid crpcutc tvdi rerainvil well ur wells. ,

AGO 760586



bill, HEl lessr jiv'i ret be wil/ i the Srirp n'Mfr/ in said Liml dall le reds-itl in dhl [irdillrfpseoMstm. VsieSer 1tnoi
hst i lese riiici"ltin, pcm"llcd artAIC ] moGfi"S lenrc drliui lic an,....1 ¢l acowrclhal nunt l I"lim-idied, lesser may waliiin i1,
dri/* inch rrir.. surfrmdef one (r mene leyal irtoivisi"x"t inrhi/ej in said lands losirisind & lasl Ihe fjHonl (IKCievic Irg] «tire lo el
ruled. ¢ tv.l: aforoedr i m 1 LGd viid.in i iFdays lenur 1%y imivli* i leese it lo h© Ml fje I il tr diniiriliy nish't
entire ol such leadr,alien lo I-ssee describing Ihe ganrl of parcels drStiildla. Infli a notice il have Ine clled of liminilirj it base &
lo live parcel or pared; L\writ( in such notice.
fif.. IMCiim Cl1 ill".11i'ATION. Upon ihp t apir, lion or r’yr  wmin.slfon ol lids lease *% lo .'I' or .my porlicn (f sail)lands, tiisr. elmf*
have lli-: prlvi‘e;," W Any lino widen v period oltii: months Il’rre.-ller, or suili exiensi-.n lhereol ot may lie gran'vd lessor,cl ici-.- ofri; (re-
said let..] of portion ihereof Ti'll machinery, equipment. tool), ,-ml metriT.ils cdo.i Il.LAn impfoveriieM's needed for ptornacing wells. Any ni.'ii-r'sv
toads, appliance), machinery, sliceloirs, and rn-if- \0. sulLjecl !o removal as above | rovided which ,itrc Alowed lo remain on sjiirl Ir.n:! cr rriii'.*
Ihcrenf sl.tll btcon'v 1lc | rcctily r.( lessorupon <>|motion of such j.cries/; |(c.vI<!td, lli.tl tetirclitill remove Any end i'll of to;!: p<<;.tfem
when ip duelled Ly leiii-i. Suby'd lo the (otrpuin:;, Utjee thill deliver lip said Irri.lt or ivch portionor portions lhprcof in i;ord order a-d
condition.

37.  HjIPL'fOf 1" 1AL'D, I ii the in'crilicn of the patties Ili.tl lhe rights vesleri in lestce by lliit 1 di M I
erly in said lornl,

fC. llhofC LJUrCJT. If Itvsor o.vnt ilnter inri-risl in ihe oil And (j;,t drpotitt in tr.it/ lend ihrn ihe i.nlirc trcl undivided fee jicp’c
Ilitn liit fi'y.ihi'i And fenl,'I> I-croili provided sh.d! he paid Ictsor only in I'> pirptrlion tvidth lit inleretl been lo the whole And ondivhAd ( -

K. coutimic,liv, irAM:. It Al or n pwl of siiil 17jd it Lid thil hit Lren tel-tied by ihe letter ujlver lLtws ol the Unhid Mtlus rp.ttn'p.
Isndt lo Ittsrr, Lo tori: Mol li=> not been pAlcnli,l Ip leitor by IPic United Melts, llvn Mhilatf. it a eodilioiul lesse as potvided by law tv
lush privnl brte.ii.it cfisslive. E K&r any re.nem doilll A n! ilipn it nol firallyApprovedo; such a pAlenl lines nol hceomi effective, fry rer.!,,
royelly O; ninin-oiv royvhy peynienlt i..kB lo lijsm or.der vint lecsv wvi.Fno! Ic Rf.mded.

/0. bh'llllm ' OI-IhATIWrt. /t vtrd, in it I.rte "drillir.ri o; tiniipnt” nvra ery worlcr .'dual operelions imiloib'l.cn ir tomrienced i-
d«<ad li-iih lot ihe purpose cf inriyinp col env rf lit' ii'fiii>, p.iivileYji.) or cuilict of les’ee lincljf this lo.iti, lc-flotved rrilicienjly Andit. due 0/Si L
the cnntlruilisncf a load cr rirri;l: endppi oiher i ;:*t>ry ttnieUi.rt for lhe drilfinji ed en oil or c.is tvell, end bylie .-rlnvl cysielion rf ddll
in li e r.toi'oj. Arvy ttrch wr.it, rr opm. lions prclir’ilna-y (.. drillincj in the piour.d mey It irndvilei.tn eifher cn seidland or in live vitir.iily cf see

lend in any order lIcsti.c th.’ii tee (it.

ifi. ACl's /riA. if for an}/I ftMOn saitf land _includes k-1 rrmujc then  lie /mviiisum itidlled ui*dr r;.pl.rle 1'ss  And/of ICrdl-

contlilvte tn irilrreil in letl jircr

<l. ACTUAI Id'lllIb'C;. As ortd in lliit lease, "edual drilli.nri'l int.i t eny enelell operallr.nt r.ter-tsary or convenient I> iht cbi'iiny of *
well in the tround .dser die firs) c'ridiitj or tpudcfin.] wilii cr)uipnKn; ol svifirii-el tirt ¥ ceprcily In drill lo Ifie lelol depth prrp.otecf for list Wtl".
A?, hUIfS AL'l) f+*C-UIATIOb'S. At used in lliis li.-tt "rerjirlAliCin™ n.>en ihe Aprhcrbh: and valid cil end (its le.vifngrey'il.'llo.ii of Int Cecr

rr.istior.vr  of the ffeparlmertl cl IA-inr,.! [I'tsr.urcts ineffect on ihe cft.retive dale of ihit least onlttt oll.tr.vise specified.
ILIhl i fIATIi"L1 At used in iMs leAte wrre's which arc- defined in trio reciulaliorsshave !Ierncaniny Assic. .rd Ly sirch definition exes, '

V/herc Ifir. cmdra.l cfeerly itcpiirtl a oifitrtnl rntar.ir-p. The pcrnprirpli hitsfinys c¢n nol aport ol lids h’Aitand arc inttrlcd only for cc.nv.-nlcrcr.

<f.  L'OIICIS. Any noli-.e rco.uircd cr pi'iitiiiicd ordor lids lease shall ho iri wriliny Andshall be cjivtn by rtnitlertd or ctrlified mail, itlvrr

rcccipl rcfjucsh’d, ccfdrtttecd as (oilcv.tr

To lesson To lessee;

Dircclcif, Uivisicn of lands
r.lito of Al.'tla

tivlh Avenue
Anchcricic, /s.lasha SVSOI

Any sucn nclice shall 1t cltmstcd (Jjiven when dcliven d lo ihe fcircriolng a.cldrest. Cither parly nv-y change llic addicts lo valiicli such noiicrs Ac lo Iv

sent, by a r.oiice given in acccrdopc' v.dlli this paiar.raph.
Iil/.’S AL'l) ASEIGI>5. Subject to Il.c other provision*, of sfit leaie, ihe covcnanls, condiliont, anrl egrccnsenlt co.nlaincd in
ctlcr.d ;0 and lie binding upon Il.e heirs, extculms, Aslminitlr.riras, tucctssc.rs, cr atsiyns ol lessor anti lessee.

A6. WIIUIIft hili’'UIA’1I0W*  ilds lease is subjefl lo such stipuh'iiois as are attached,

lids best shs'i

I/d WIHISS Will/ffOF live parlies have cxcculed ‘ids lease <.fftciive is of ihe ... cfay cf 19 —
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SENATE BILLS NOS. 29> AND 313
RIGHT-OF-WAY LEASING

Joseph R. Cortese
Squire, Sanders & Dempsey
Cleveland, Ohio

Senate Bills 29k and 313 present a number of serious problems and, in our opinion,
they conflict with federal regulatory authority and the United States Constitution.

I. THE BASIC PREMISE 0? THE BILLS IS WRONG, FOR THE STATE CANNOT USE ITS LAND CONTROL
TO FORCE UNCONSTITUTIONAL RESUITS.

The basic premise of these bills is that the State, in its capacity as a landowner
having control over land necessary for the pipeline, can impose terms and conditions on
the pipeline proprietors that it concededly could not.impose in its governmental capacity.
We should state at the outset that this premise is wrong. It directly conflicts with the
decisions of the United States Supreme Court. For example, in Frost v. Railroad Commis—
sion of California, 271 U.S. 533, 59" (1926), the U. S. Supreme Court held that a Cali—
fornia siaiute, which sought concessions from a motor carrier as to methods of operating
its business as a condition of the use of state highways, was in violation of the United
States Constitution because such a requirement would constitute a taking of the carrier”s
property without due process. The Court said:

"ITf the state may compel the surrender of one constitutional right as
a condition of its favor, it may, in like manner, compel a surrender of all.
It is inconceivable that guaranties embedded in the Constitution of the
United States may thus be manipulated out of existence."

Likewise, the attempt of a state to regulate how on interstate telegraph company
may select its customers is void even where posed as a condition to use of the streets,
for the state may not use its constitutional powers to achieve the unconstitutional re—
sult of interfering with interstate commerce.

"It is suggested that the State gets the power from its power over the streets
which it is necessary for the telegraph to cross. But if we assume that the
plaintiffs in error under their present charmers could be excluded from the
streets, the consequence would not follow. Acts generally lawful may become
unlawful when done to accomplish an unlawful end, United States v. Reading Co.,
226 U.S. 3!, 357j and a constitutional power cannot be usea by way of condi—
tion to attain an unconstitutional result.” Western Union Telegraoh Co. v.
Foster. 277 U.S. 105 (1918).

As the following will further show, a state may not use its control of land to pro—
hibit, attempt to regulate, interfere with, or unduly burden interstate commerce, nor
tU exact vuivers of constitutional rights. If the use of state lands is necessary for
interstate transportation, the state cannot withhold the right-of-way, it cannot exact
core than reasonable compensation for such right-of-way, and it cannot invade the field
of federal regulation or unduly burden interstate commerce as a condition of making
available the use of its land.

Il. THE STATE OF ALASKA MAY NOT WITHHOLD THE NECESSARY RIGHT-OF-WAY FOR IT MAY NOT
WITHHOLD THE MEAN"S OF TRANSPORTING THE OIL AND GAS IN INTERSTATE COMMERCE.

The State of Alaska through its oil and gas leases has granted to the lessees the
right to develop, produce, process and markeo oil and gas. That oil and gas can only be
marketed feasibly by means which utilize Soate-owned lands. Under these circumstances,
the State may not withhold its lands from the lessees.

This principle follows from the commerce clause of the United States Constitution.
In Oklahoma v . Kansas Naturcl Gas Cc-r,caciv, 221 U.S. 229 (19U), the State of Oklahoma
by statute prohibiten companies, which were engaged in transporting gas out of the
State of Oklahoma, from laying, constructing and operating gas pipe lines in, on, under,
across or along the highways of the State. The gas company merely sought rights to
cross the highways for purposes of a pipeline to get natural gas out of the state. Okla—
homa argued that while the gas company had the right to engage in interstate commerce,
it did not, have a right to obtain right-of-way in the state for that purpose, and that
the state could withhold from such foreign corporation the power of eminent domain and
tho right to cross highways. The Supreme Court held that the state could not withhold
the right to use highway crossings to construct t'ne pipeline, and rejected the state"s
contentions, saying:
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"At this late day it is not necessary to cite cases to show that the
right to engage in interstate commerce is not the rift of a State,

and that it cannot be re-elated or restrained by a"iitate, or that a
State cannot exclude from ms limits a corporation engaged in such
commerce. To attain these unauthorized ends is the purpose of the
Oklahoma statute. The State through the statute seeks in every way

to accomplish these ends, and all the rov.nrs that a State is con—
ceived to possess are exerted and all the limitations tmon such powers
are atto-"ted no be circnmvcnted. * * * The use of the highways is
forbidden to them [interstate pipeline companies] and the right of
eminent domain is withheld from them, and the prohibitive strength
which these provisions are supposed to carry is exhibited in the fact
that the boundary of the State is a highway. |If it cannot be passed
without the consent of the State, commerce to and from the State is
impossible. The situation is not underestimated by appellant [Okla—
homa Attorney General], and he says: "If the appellees had the right of
way they might engage in interstate commerce, but their desire to en—
gage in interstate commerce is a different thing from the means open
to thorn to procure n rimht of wav." And it is further said, that "the
confusion of the right mo engage in interstate commerce with the power
to forcibly secure a rirhfc of way is the basis of appellees” case."

"There is here and there a suggestion that the State not having
granted such right the alternative is a grant of it by Congress. But
this overlooks the affirmative force of the interstate commerce clause
of uhe Constitution. T'ne inaction of Congress is a declaration of
freedom from state interference with the transportation of articles of
legitimate interstate commerce, and this has been the answer of the
courts to contentions like those made in the case at bar.

"* * * No State can by action or inaction -prevent, unreasonably
burden, discriminate against or directly regulate interstate commerce or
the right to carry it on. And in all of these inhibited particulars the
statute of Oklahoma offends."

Thus, it was held that the interstate pipeline could cross state highways notwith—
standing the prohibition in the Oklahoma statute.

The same Oklahoma statute was also considered, and was held to be unconstitutional
in the case of Haskell v. Cowham, 1&7 F. 1*03 (8th Cir. 1911). There, the court stated
as follows:

"No state may by means of its police power, or its eproprietary power,
over highways or by means of any of its other powers, erect and maintain
impassable barriers against interstate commerce along its borders or
through its body in the ice of the grant to the nation of the power to
regulate that commerce; for all the powers of the state are subordinate
to this power of the nation and to its will that such commerce shall be
*free.’

Not only would the withholding by the State of a right-of-way to the lessees con—
stitute an undue burden on interstate commerce, but it would also constitute a depriva—
tion of the lessees” property without due process of law. A succinct statement of this
principle is found in the Haskell case cited above:

"But an owner who by virtue of his ownership of land or of mining
leases thereof has the vested rfsht to draw by means of wells or pumps
natural gas from beneath the surface is the owner of valuable property
which the state cannot truce from him without .just ¢ m cnsation and state
laws ana acts of the officers of a state Znich Tcvent him from taking it
from the land and se.Li.fi~ it and cor.vovin~ it out of the state in inter—
state oor.a".orce, while they permit the witnaravol and solo of sucn gas in
intrastate commerce, necessarily violate the national Constitution (I)
because they take his property without ,,ust compensation and (ii) because
they substantially discriminate against and directly regulate interstate
commerce."

The right of the lessees of the North Slope oil and gas to transport it in inter—
state commerce without obstacles or burdensome conaitions imposed by the State is
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expressly apparent in view of the fact that the State invited them to bid competitively
for and purchase such oil and gas rights -"rcm the State, including, ns stated in the
leases, the right to “marketll such oil and gas.

The point to be emphasized in our consideration of House Bills 2<}k and 313 is that
their factual premise is inconsistent with their legal premise. Factually, they assume
that the only practical way of getting the oil out of Alaska is by a pipeline and that
pipeline must run across State controlled lands. If that were not the fact there would
be no point to the bills for the price and conditions they exact would be avoided by
using other lands. Thus, the premise is that the pipeline owners must contract with
the State for right-of-ways. On the other hand, the legal premise is that the State,
through its proprietary capacity, can achieve by right-of-way contracts what it could not
achieve ii. its governmental capacity because the contracts will be entered into, it is
claimed, by voluntary bargaining. It has been claimed that a state as proprietor can
legally obtain unusual contract terms because others may contract with it on its terms
or forego contracts with the state. That legal theory is plainly irrelevant where inter—
state commerce would be thwarted and property rights lost if the private parties declined
the state"s terms.

Instances of the federal government asserting conditions and requirements in the
exercise of its contract functions are beside the point. Those are in fact instances
where private parties may forego contracts with the federal government without loss of
property rights, and it can hardly be claimed that the federal government is unconsti—
tutionally restraining or burdening interstate commerce since the Constitution places
the power over such commerce in the federal government.

The very factual premise of House Bills 2$k and 313 that the pipeline owners must
get right-of-way frcm the State, makes it apparent under U.S. Supreme Court cases, that
such right-of-way cannot be withheld and cannot be used by the State to achieve results
which are otherwise prohibited.

H1. TEH STATE OF ALASKA. KAY CHARGE A RENTAL FOR THE USE OF ITS LAUD. BUT SUCH RENTAL
MIST BE REASONABLE AND CONSTITUTE NO KOH3 THAN JUST COMPENSATION TO THE STATE.

The State may properly charge rents for the right-of-way, even when there is no
other practical way to conduct the interstate commerce involved. But, the Constitution
requires that such rents be reasonable and not discriminatory and bear a true relation
to the actual value of the land. The leading case in this regard is St. Louis v,
Eastern Ur.icr. Telegraph Connery, ikZ U.S. 92 (1393)> rehearing denied, 14-9 U.S. %165
(1d93). ~There, the City of St. Louis imposed an annual rental of $5.00 per pole for
the use of so much of its lands as were occupied by the telegraph poles of the Western
Union Telegraph Company, and the Company claimed such charge could not be made at all
and, in7any event, was excessive, lhe court held that a rental charge could be imposed,
but that it mist be reasonable in relation to the value of the land used. The Court
said:

"Indeed, it may be observed, in the line of the thoughts heretofore expressed,
that this charge is one in the nature of rental; that the occupation by this
interstate commerce conany of the streets cannot be denied by the city; that

all that it can insist u-.or. is. in this reGreet-> reasonable compensation for the
snac-a in shi- screens shus exclusively aonrGoricsea; and in follows in the nauure
of minings taau in aces non lie exclusively in ins power to determine what is
reasonable rental. The inquiry must be open in the courts, and it is an inquiry
which must depend largely upon matters not apparent upon the face of the ordinance,
but existing only in the actual state of affairs in the city."

The Court did not have sufficient evidence before it to determine whether the rental was
reasonable. Dun, upon remanding the case, it gave clear guidance that the rental had
to bear a proper relationship to the value of the land occupied.

"The court cannot assume that such a charge is excessive, ar.d so excessive as to

make the ordinance unreasonable and void; for, ao applied in certain cases, a like

charge for so much appropriation of the streets may be reasonable. If within a

few blocks of Wall Street, New York, the telegraph company should place on the public
e streets 1508 of its large telegraph poles, it would seem as though no court could

declare that five dollars a pole was an excessive annual rental for the ground so

exclusively appropriated; while, on the other hand, a charge for a like number of

poles in a small village, ahere rwocc is abundant and land of little value, would

be manifestly unreasonable, and might be so excessive as to be void."

Thus, the rental must bear a proper relationship to the value of the land occupied.
AGO
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Land value ismost frequently determined in eminent domain cases where just com-
pensation is based upon the value of the land taken. It is held thatland value is

determined by what the owner rives up, hot by what the taker gains. In United dbal.es -
v- Miller, 317 U.S. 3%9 (19*13), the party whose land was being condemned argued that

the land should be valued in relation to the specific purpose for which it was to be
used, a railroad right-of-way. The United States Supreme Court rejected this conten—

tion, and stated: ;

"Since the owner is to receive no more than Indemnity for his loss, his
award cannot be enhanced by any rain to the taker. Thus, although the market
value of the property is to be fixed with due consideration of all its avail—
able uses, its snecial value to the condemnor as distinguished from others who
may or may not possess tne power to condemn, must .be excluded as an element of
market value." (p. 375).

The defect of the rental formulas of Senate Bills 29 and 313 is that they bear
no relationship to the value of the particular land involved, and arenot limited to
the value of the land itself but seek to use soma measure of gross revenues or the
profitability of a pipeline built with private capital. This clearly goes beyond
what the Supreme Court has said could be reasonably charged, and would constitute a
prohibited burden on interstate commerce. Furthermore, since these unusual charges
are wholly out of keeping with the general practice in other states and in Alaska,
and are largely addressed to this pipeline project, they might also be viewed as
violative of the prohibitions against discrimination against interstate commerce and
as constituting discriminatory taxes upon interstate commerce.

IV. OTHER PROVISIONS 0? THESE BILLS ARE UNCONSTITUTIONAL.
A, Court Jurisdiction.

The Bills provide that the lessee shall agree to the jurisdiction of statecourts
with regard wo the interpretation of the lease or resolution of disputes concerning the
lease provisions. (Section .020(1) of S.3. 313 and .10 of S.B. 28*)

We are not certain of the intent of this provision. Ifit is onlydesigned to
insure that state courts may readily obtain personal jurisdiction over the lessee,
then a provision similar to that of Section ,531 (designation of service agents) in
S.B. 315 would be appropriate and avoid confusion.

Similarly, if the provision is only intended to mean that the law of Alaska governs
interpretation of the lease, the provision appears unnecessary, but in any event should
be more clearly worded to reflect that intention.

However, if this provision is intended to require the lessee to seek relief only
in state courts and to prohibit it from invoking, in appropriate circumstances, the aid
of federal court?, including the removal 0? cases to federal courtwhere appropriate, it
is clearly unlawful. As stated by the United States SupremeCiurt in the case of Terral!
v. Burke Constriction Co., 257 U.S. 529 (1922):

"The principle established by the more recent decisions of this court
is that a State may not, in imposing conditions upon the privilege upon a
foreign corporation ™ doing business in a State, exact from it a waiver of
the exercise of its constitutional right to resoil to the Federal courts, or
thereafter withdraw the privilege of doing business because of its exercise
of such right, whether waived in advance or not."

Such a requirement, if imposed by the state police power, would be unconstitutional.
Fven a voluntary agreement having this result would be void. Roberts v. Lexington In—
surance Co., 305 F.Supp. *7 (B.C. N.C. 19u9).

B. Penalty Provision.

Section ,020(**) of S.B. 313 would require the lessee toagree to penalties "that
the Ccamvissioner naydetermine to be appropriate.” It provides no standard to guide
the Commissioner in the exercise of thir delegated authority and would place the lessee
at the mercy of the Commissioner. Such a provision is contrary to the-due process
requirements of the Fourteenth Amendment of the Federal Constitution.

4G0
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C. Regulatory Jurisdiction.

Section .350(2) of 3.3. 29** requires acceptance of the jurisdiction of the
Alaska Transportation Commission (oil pipeline) or the Alaska Public Utility Commission
(natural gas pipeline), and Section .020(h) of S.B. 313 requires acceptance of the
jurisdiction of the Alaska Oil and Gas Transportation Board. This presents a problem
similar to that raised by the court jurisdiction provision of the Bills. |If it is on
attempt to impose exclusive jurisdiction over the lessee, or to give the State any
Jurisdiction in matters which are pre-empted by federal law, it patently conflicts
with the eInterstate Commerce and Natural Gas Acts; and it is equally obvious that
the lessee cannot give the State jurisdiction or deprive federal agencies of juris—
diction merely by agreeing with the State to do so.

A private party"s agreement to jurisdiction cannot create jurisdiction that does
not otherwise exist by law. An attempt by the State to gain regulatory jurisdiction
by consent of the parry to be regulated and thus place the State in a position to
regulate that which is pre-empted by the superior law of the United States, would be
ineffective. As we have seen, a state may not boot-stra? itself into regulation of
interstate commerce by obtaining consent to such regulation as a conditions of use
of its streets, for it may not use its constitutional powers to obtain unconstitutional
results. Western Union Tele-rmph Co. v. Foster, 27 U.S. 105 (1913). Thus, in all
those areas from which the state is excluded, as previously testified by others, the
state can obtain no greater participation by contract than it can by its police power.

It is equally apparent that the State cannot avoid this result in the rate-making
area by forcing the pipeline owners to agree to rates before submitting them to the
1.C.C. Any forced agreement to come to terms with the Strte on rates has implicit
within it a veto power of the State over rates, and would clearly be an invasion of
an area pre-empted cy the federal government. State cases where municipal corporations
have a function in rate-making as part of their franchising power are not applicable,
for there the state law permins that function. The federal law does not permit any
such primary function in the states with regard to rate-making for oil and gas pipelines
engaged in interstate commerce. The federal law provides only for proper state partic—
ipation as a party in the proceedings of the federal regulatory agencies, but not as
a prior regulator.

D. Forfeiture.

Section .020(3) of S.B. 313 provides for forfeiture for failure to comply with
any lease provision and Section .00 for failure to comply with any of the provisions
of the statute or regulations of the Commissioner. Section *K)0 of S.B. 29** gives the
Leasing Board discretion to insert such a provision in each lease. Amy forfeiture
because of r.oncerpliance with unconstitutional conditions of the lease, such as those
already described, would itself be a direct burden on interstate commerce.

E. The Option To Purchase.

Section 370 of S.B. 29 and Section .020(11) of S.B. 313 require the lessee to agree
to grant the state an option to purchase an gwnership interest in the entire facility
and Section 500 of S.B. 2y*+ and Sectior1069(§) of S.B. 313 do define a "pipeline
facility” as to make it clear that this relates to the entire pipeline, even though
most of it would not cross state lands.

One rather apparent effect of this provision would be to force agreement on a
price for an interest in the pipeline and thus require the lessee to forego what would
otherwise be its rights to due process ana just compensation under the Alaska and United
States Constitutions. There is a serious question as to whether the State could law—
fully proceed to acquire the pipeline cr any part thereof under its eminent domain power.
It is apparent, however, that if it attempted to do so, the lessee would be entitled to
require that it receive just compensation, leu/fully determined and, perhaps more important,
require the State to show a public necessity for the tailing.

Furthermore, the forced option provision, dealing as it does with" the pipeline

and not the state lands, obviously and directly injects the state into the business
of the pipeline contrary to federal pre-emption, and unduly burdens interstate commerce.
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The apparent reason for the option requirement is the fear that the
wellhead price and royalties of the state may he reduced by the imposition of excessive
pipeline chorees. This fear is unfounded. The pipeline®s rates will be reflated by
federal regulatory agencies in whose deliberations the State may fully participate.

F. The Savings Clause.

S.B. 313 purports to escape constitutional infirmities by specifying that the
lease conditions be imposed only "to the extent not pre-empted by federal law.”" Also,
the bill defines "transporation” to include activities only "to the extent that such
transportation may constitutionally be subject to the provisions of this chapter.”

As indicated above, the application of such exceptions would leave little, if anything,
of consequence in the bill. The unconstitutional matter in S.B. 313 is so pervasive
that we believe it would be held unconstitutional in its entirety. The problem is
that the basic promise of the bill, that the State can exact any conditions it desires
by virtue of its landowner position, is. constitutionally unsound.

V. CONCLUSION.

We have not attempted to deal with every provision of Senate Bills 2$h and 313,
end do not mean to imply that provisions not discussed would be valid. Rather, ire have
shown that the basic legal premise of these bills is wrong and would produce uncon—
stitutional results in vital respects. We do not doubt the authority of the state to
provide for leasing rights-of-way over the public domain for this pipeline project and
others, to obtain reasonable rentals therefore, and to provide for reasonable conditions
and terms relating to the protection of the State"s lands and properties to the extent
not inconsjstent with or pre-empted by the federal authority. However, Senate Bills
29k and %ﬁé are not proper vehicles for such purpose for they are permeated with un—
constitutional provisions developed from an unsound legal premise.



Original sponsor: Pink, Banfielcl,
Fischer and McVeigh

1 IN THE HOUSE BY THE FINANCE COMMITTEE

2 CS FOR HOUSE BILL NO. 2*15

3 IN THE LEGISLATURE OF THE STATE OF ALASKA

4 EIGHTH LEGISLATURE - FIRST SESSION

5 A BILL

6 For an Act entitled: "An Act relating to oil and gas revenue; andproviding
I for an effective date."

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

9 * Section 1. AS *3 is amended by adding a new chapter to read:

10 CHAPTER 56. OIL AND GAS TRANSPORTATION

n AND PRODUCTION FACILITIES PROPERTY TAX.

L Sec. *13-56. 010. LEVY OF TAX. (a) Subject to the provisions of

13 (b) of this section, an annual tax of 20 mills is levied each tax year
14 beginning January 1, 197** on the full and true value of taxable real

15 and tangible personal property actually used or designed as intended

16 for use in the production and transportation ofunrefined oil and gas.
u With respect to a facility employed for part ofa tax year in a manner
18 as to render it taxable under this chapter or partly so employed for

19 a full tax year, the value of the facility taxable under this chapter

20 shall be proportionate to the employment. Property taxable under this
21 chapter does not include property employed in the construction of facili-
22 ties as distinguished from the facilities themselves; however, with

z respect to pipelines and other facilities taxable under this chapter

o which may be under construction or awaiting construction, full and true
5 value for each tax year shall be measured by the costs incurred or

26 accrued with respect to the facility as of the assessment date in accor-
21 dance with the percentage of completion method. The tax imposed by this
28 subsection shall not be applied on production facilities until these

29 facilities are actually employed in the production of oil and gas.

-1- CSHB 2*15 (Finance)
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(b) Local governmental units may levy and collect a tax not to
exceed 20 mills on not more than 35 per cent, or 7 mills on not more
than 100 per cent or the equivalent, of the full and true value as
determined in accordance with secs. 40 - 70 of this chapter uf taxable
real and tangible personal property employed in the production and
transportation of unrefined oil and gas. Payment of the tax levied undei
this subsection is in lieu of the appropriate portion of the tax levied
by the state under (a) of this section.

Sec. 43.56.020. EXEMPTIONS. In addition so property excluded
under sec. 120(2) of this chapter, the following property is exempt
from the tax levied under this chapter:

(1) property rights attached to or inherent in the right to

producing oil or gas;
(2) producing oil or gas leases;
(3) oil and gas produced in the state upon which gross pro-

duction taxes are paid under AS 43.55;
(4) an investment in propertydescribed in this section.

Sec. 43.56.030. IN PLACE OP OTHER TAXES. Payment of the tax
levied or authorized to be levied under this chapter is in place of all
other ad valorem taxes on property subject to tax under* this chapter
now or hereafter imposed by the state, or by a city or a borough.

Sec. 43.56.040. ASSESSMENT. Assessment of property suDject to
the tax levied under this chapter shall be carried out by the state
assessor substantially in the manner provided in AS 29.53.060 - 29.53.-
160 for municipalities, except that the state assessor shall function
in place of the local assessor, and the State Assessment Review Board
shall function in the place of the assembly or council sitting as a

board of equalisation.

Sec. 43.56.050. STATE ASSESSMENT REVIEW BOARD. The governor shall
I'D 245 (Finance) -2-
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appoint at least five qualified persons to serve at his pleasure as the
State Assessment Review Board.

Sec. 43*56.060. PER DIEM AND EXPENSES. Members of the State
Assessment Review Board shall be compensated and are entitled to per
diem and expenses authorized by law for boards and commissions.

Sec. 43.56.070. POWERS AND DUTIES. The State Assessment Review
Board has the powers and duties with respect to assessment of property
taxable under this chapter of an assembly or council sitting as a
board of equalization.

Sec. 43.56.080. COLLECTION AND ENFORCEMENT. The tax levied under
sec. 10(a) of this chapter is payable in full to the Department of
Revenue on June 30 of the tax year, except that the Department of Revenue
may by regulation provide for prepayment of taxes and payment by install-
ments. A penalty of ten per cent shall be added to delinquent taxes
and interest at the rate of eight per cent per annum, or four percentage
points above the per annum rate charged member banks for advances by
the 12th Federal Reserve District that prevailed on the first day of
the month preceding che commei.cement of that calendar quarter, which-
ever is greater, shall accrue on all unpaid taxes, excluding penalties,
from the due date until paid in full. Collection of the tax levied
under this chapter shall be carried out by the Department of Revenue
substantially in the manner provided in AS 29.53.200 29.53.390 except
that the state is substituted for references to cities and boroughs.

Sec. 43.56.090. LIEN FOR TAX. Notwithstanding any other provision
of lav/, the tax levied under this chapter and interest and penalty set
out in sec. 80 of this chapter are liens upon the property subject to
tax under this chapter. The lier.s provided by this section are prior

and paramount to all other liens or encumbrances upon the same property.
Sec. 43.56.100. FAILURE TO.FILE; FALSE STATEMENT. A person who
-3- CSHB 245 (Finance)
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14
15
16
17
18
19
20
21

22
23
24

25
26
21
28
29

or

knowingly fails to file a return when due or makes a false statement,
in a return required under this chapter with intent to evade the taxa-
tion is guilty of a felony and upon conviction is punishable by a fine
of not more than $5}000, or by imprisonment for not more than five
years, or by both, together with the costs of prosecution.

Sec. i13.56.110. DEPOSIT IN GENERAL FUND. The revenue from the
tax levied under sec. 10(a) of this chapter shall be deposited in the
general fund.

Sec. *13.56.120. REGULATIONS. The state assessor and the Depart-
ment of Revenue may adopt regulations as appropriate to carry out their
respective duties under this chapter.

Sec. 43-56.130. DEFINITIONS. In this chapter "taxable real and
tangible personal property" means machinery, appliances and equipment
used in the operation of wells producing oilor gas and tank farms,
tanker terminals, gathering and transmission lines, and related facili-
ties associated with the production and transportation of crude oil and
natural gas: the term includes otherwise taxable property exempted from
taxation under home rule ordinance or charter, but does not include
property exempt from taxation under the constitution and laws of the
state or of the United States, or any subsurface estate, including oil
in the ground, or property used in a consumer distribution system.

Sec. 2. This Act takes effect on the day after its passage and approval

on the day it becomes law without approval.
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Original sponsor: Pink, Banflcld,

Fischer and McVeigh.

BN THE HOUSE BY THE FINANCE COMMITTEE

CS POR HOUSE BILL NO. 2*15
IN THE LEGISLATURE OP THE STATE OF ALASKA
EIGHTH LEGISLATURE - FIRST SESSION

A BILL

‘or an Act entitled: "An Act relating to oil and ga3 revenue; and providing

for an effective elate."

IE IT ENACTED BY THE LEGISLATURE OP THE STATE OP ALASKA:

w Section 1. AS *3 is amended by adding a new chanter to read;

CHAPTER 56. OIL AND GAS TRANSPORTATION
AND PRODUCTION FACILITIES PROPERTY TAX.

Sec. *{3.56.010. LEVY OP TAX. (a) Subject to the provisions of
(b) of this section, an annual tax of 20 mills is levied each tax year
beginning January 1, 197<mj on the full and true value of taxable real
and tangible personal property actually used or designed as intended
for use in the production and transportation of wunrefinedoiland gas.
With respect to a facility employed for part of a tax year in a manner
as to render it taxable under this chapter or partly so employed for
a full tax year, the value of the facility taxable under this chapter
shall be proportionate to the employment. Property taxable under this
chapter does not include property employed in the construction of facili-
ties as distinguished from the facilities themselves; however, with
respect to pipelines and other facilities taxable under tills chapter
v/hlch may be under construction or awaiting construction, full and true
value for each tax year shall be measured by the costs incurred or
accrued with respect to the facility as of the assessment date in accor-
dance with the percentage of completion method. The tax imposed by this
subsection shall not be applied on production facilities until these
facilities are actually employed in the production of oil and gas.

-1- CSHB 2*45 (Finance)
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(b) Local governmental units may levy and collect a tax not to
exceed 20 mills on not more than 35 per cent, cr 7 mills on not more
than 100 per cent or the equivalent, of the full and true value as
determined in accordance with secs. 40 - 70 of this chapter of taxable
real and tangible personal property employe! in the production and
transportation of unrefined oil and gas. Payment of the tax levied undei

this subsection is in lieu of the appropriate portion of the tax levied

by the state under (a) of this section.

ISec. 43*56.020. EXEMPTIONS. In addition to property excluded
under sec. 120(2) of this chapter, the following property is exempt
from the tax levied under this chapter:

(1) property rights attached to or inherent in the right to
producing oil or gas;

(2) producing oil or gas leases:

(3)oil and gas produced in the state upon which gross pro-
duction taxes are paid under AS43*55;

(4) an investment in property described in this section.

Sec. 43.56.030. IN PLACE OF OTHER TAXES. Payment of the tax
levied or authorized to be levied under this chapter is in place of all
other ad valorem taxes on property subject to tax under this chapter
now or hereafter imposed by the state, or by a city or a borough.

Sec. 43.56.040. ASSESSMENT. Assessment of property subject to
the tax levied under this chapter shall be carried out by the state
assessor substantially in the manner provided in AS 29*53*060 - 2953
160 for municipalities, except that the state assessor shall function
in place of the local assessor, and the State Assessment Review Board
shall function in the place cf the assembly or council sitting as a

board of equalization.

Sec. 43.56.050. STATE ASSESSMENT REVIHX' BOARD. The governor shall

SHD 245 (Finance) -2-
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appoint at least five qualified persons to serve at his pleasure as the
State Assessment Review Board.

Sec. *<3.56.060. PER DIEM AND EXPENSES. Members of the State
Assessment Review Board shall be compensated and are entitled to per
diem and expenses authorized by lav; for boards and commissions.

Sec. *3-56.070.- POWERS AND DUTIES. The State Assessment Reviev;
Board has the powers and duties with respect to assessment of property
taxable under this chapter of an assembly or council sitting as a
board of equalization.

Sec. *13.56.080. COLLECTION AND ENFORCEMENT. The tax levied under
AN'c. 10(a) of this chapter is payable in full to the Department of
Revenue on June 30 of the tax year, except that the Department of Revenue
may by regulation provide for prepayment of taxes and payment by install-
ments. A penalty of ten per cent shall be added to delinquent taxes
and interest at the rate of eight per cent per annum, or four percentage
points above the per annum rate charged member banks for advances by
the 12th Federal Reserve District that prevailed on the first day of
the month preceding the commencement of that calendar quarter, which-
ever is greater, shall accrue on all unpaid taxes, excluding penalties,
from the due date until paid in full. Collection of the tax levied
under this chapter shall be carried out by the Department of Revenue
substantially in the manner provided in AS 29.53.200 - 29.53-390 except
that the state is substituted for references to cities and boroughs.

Sec. *<3.56.090. LIEN FOR TAX. Notwithstanding any other provision
of lav;, the tax levied under ohis chapter and interest and penalty set
out in sec. 30 of this chapter are liens upon the property subject to
tax ui.der this chapter. The liens provided by this section are prior

and paramount to al], other liens or encumbrances upon the same property.
sec. 13.56.10c. FAILURE TO FILE; FALSE STATEMENT. A person who
-3- CSHB 2*15 (Finance)
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knowingly fails to file a return when due or makes a false statement
in a return required under this chapter with intent to evade the taxa-
tion is guilty of a felony and upon conviction is punishable by a fins
of not more than $5,000, or by imprisonment for not more than five
years, or by both, together with the costs of prosecution.

Sec. Jf3.56.110. DEPOSIT IN GENERAL FUND. The revenue from the
tax levied under sec. 10(a) of this chapter shall be deposited in the
general fund.

Sec. 43.56.1P0. REGULATIONS. The state assessor and the Depart-
ment of Revenue may adopt regulations as appropriate to carry out their
respective duties under this chapter.

Sec. 43.56.130. DEFINITIONS. In this chapter “taxable real and
tangible personal property” means machinery, appliances and equipment
used in the operation of well3 producing oil or gasand tank farms,
tanker terminals, gathering and transmission lines, and related facili-
ties associated with the production and transportation of crude oil and

natural gas; the term includes otherwise tarable property exempted from

c-taxation under home rule ordinance or charter, but doe3 not include

property exempt from taxation under the constitution and laws of the
state or of the United States, or any subsurface estate, including oil

in the ground, or property used in a consumer distribution system.

K Sec. 2. This Act takes effect on the day after its passage and approval

on the day it becomes law without approval.
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Original sponsor: Pink, Banfield,
Fischer and McVeigh

I IN THE HOUSE BY THE FINANCE COMMITTEE

2 CS FOR HOUSE BILL NO. 245

3 IN THE LEGISLATURE OF THE STATE OF ALASKA

4 EIGHTH .LEGISLATURE - FIRST SESSION

5 A BILL

6 For an Act entitled: "An Act relating to oil and gas revenue; and providing
I for an effective date.*’

8 E IT ENACTED BY THELEGISLATURE OP THE STATE OF ALASKA:

9 * Section 1. AS 43 is amended by adding anewchapter toread:
10 CHAPTER 56. OIL AND GAS TRANSPORTATION
n AND PRODUCTION FACILITIES PROPERTY TAX.
2 Sec. *13.56.010. LEVY OF TAX. (a) Subject to the provisions of
13 (b) of thi3 section, an annual tax of 20 mills is levied each tax year
1 beginning January 1, 197*1, on the full and true value of taxable real
15 and tangible personal property actually used or designed as intended
16 for use In the production and transportation of unrefined oil and gas.
17 With respect to a facility employed for part of a tax year in a manner
18 as to render it taxable under thi3 chapter or partly so employed for
19 a full tax year, the value of the facility taxable under this chapter
20 shall be proportionate to the employment. Property taxable under this
21 chapter does not include property employed in the construction of facili-
22 ties as distinguished from the facilities themselves; however, with
2 respect to pipelines and other facilities taxable under this chapter
% v/ihich may be under construction or awaiting construction, full and true
2 value for each tax year shall be measured by the costs Incurred or
2 accrued with respect to the facility as of the assessment date in accor-
21 dance with the percentage of completion method. The tax imposed by this
28 subsection shall not be applied cn production facilities until these
29 facilities are actually employed in the production of oil and gas.
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(b) Local governmental units may levy and collect a tax not to
exceed 20 mills on not more than 35 per cent., or 7 mills on not more
than 100 per cent or the equivalent, of the full and true value as
determined in accordance with secs. *0 - 70 of this chapter of taxable
real and tangible personal property employed in the production and
transportation of unrefined oil and gas. Payment of the tax levied undei
this subsection is in lieu of the appropriate portion of the tax levied
by the state under (a) of this section.

Sec. 43.56.020. EXEMPTIONS. In addition to property excluded
under sec. 120(2) of this chapter, the following property is exempt
from the tax levied under this chapter:

(1) property rights attached to or inherent in the right to
producing cil or gas;

(2) producing oil or gas leases;

(3) oil and gas produced in the state upon which gross pro-
duction taxes are paid under AS 43.55;

(4) an investment in property described in this section.

Sec. i13.56.030. IN PLACE OF ~THER TAXES. Payment of the tax
levied or authorized to be levied under this chapter is in place of all
other ad valorem taxes on property subject to tax under this chapter
now or hereafter imposed by the state, or by a city or a borough.

Sec. 43.56.040. ASSESSMENT.  Assessment', of property subject to
the tax levied under this chapter shall be carried outby the state
assessor substantially in the manner provided in AS 29.53.060- 29.53.-
160 for municipalities, except that the state assessor shall function
in place of the local assessor, and the State Assessment Review Board
shall function in the place of the assembly or council sitting as a

board of equalisation.

Sec. 1J3.56.050. STATE ASSESSMENT REVIEW BOARD. T.e governor shall
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appoint at least five qualified persons to serve at his pleasure as the
State Assessment Review Board.

Sec. 43.56.060. PER DIEM AND EXPENSES. Members of the State
Assessment Reviev; Board shall be compensated and are entitled to per
diem and expenses authorized by lav; for boards and commissions.

Sec. 43.56.070. POWERS AND DUTIES. The State Assessment Review
Board has the powers and duties with respect to assessment of property
taxable under this chapter of an assembly or council sitting as a
board of equalization.

Sec. 43.56.080. COLLECTION AND ENFORCEMENT. The tax levied under
sec. 10(a) of this chapter is payable in full to the Department of
Revenue on June 30 of the tax year, except that the Department of Revenue
may by regulation provide for prepayment of taxes and payment by install-
ments. A penalty of ten per cent shall be added to delinquent taxes
and interest at the rate of eight per cent per annum, or four percentage
points above the per annum rate charged member banks for advances by
the 12th Federal Reserve District that prevailed on the first day of
the month preceding the commencement of that calendar quarter, which-
ever is greater, shall accrue on all unpaid taxes, excluding penalties,
from the due date until paid in full. Collection of the tax levied
under this chapter shall be carried out by the Department of Revenue
substantially in the manner provided 1 AS 29.53.200 - 29.53*390 except
that the state is substituted for erences to cities and boroughs.

Sec. 43.56.090. LIEN FOR TAX. Notwithstanding any other provision
of law, the tax levied under this chapter and interest and penalty set
out in sec. 80 of this chapter are liens upon the property subject to
tax under this chapter. The liens provided by this section are prior

and paramcunt to all other liens or encumbrances upon the same property.

Sec. 43.56.100. FAILURE TO FILE; FALSE STATEMENT. A person who
-3- CSHB 245 (Finance)
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