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(Ajolo'o
AMENDMENT \

OFFERED IN THE HOUSE BY
TO: C'SHB 545 (STA)

Page 1, line 11:

Following “Adi nistration” :

Insert “and to set the eligibility criteria for the differential and the differential rate itself, 

outside o f the collective bargaining context.”

Page 2, following line 10:

Insert new subsections to read:

“(e) An employee eligible for the cost-of-living differential is entitled to receive the

following pay differential unless a different rate is established by the director of personnel

under (0 o f this section:

Communities Percent Increase Above
of Residence Out-of-State Rate

Anchorage 0.0
Juneau 0.0
Ketchikan/Prince of Wales 5.0
Valdez/Cordova 5.0
Petersburg/Wrangell/Sitka 5.0
Kodiak 5.0

(0 The director of personnel in the Department of Administration may adopt 

regulations to adjust the pay differential as set out in (e) o f this section and establish a 

differential for employees residing in places not designated in (e) of this section. The 

differential is not subject to collective bargaining under AS 23.40.070 - 23.40.260. The



differential shall be established or adjusted under this subsection to reflect changes in the cost 

of living between communities o f residence in this state and the cost-of-living in Bellingham, 

Washington, as a base of 100. The director of personnel shall conduct a cost of living survey 

every five years. The cost-of-living differential is subject to legislative review on an annual 

basis.”

Reletter the following subsection accordingly.
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The FINANCE Committee considered: 

HOUSE BILL NO. 545

HB 545

PUB. EMPLOYEE COST OF LIVING DIFFERENTIAL

“An Act relating to the cost-of-living differential for certain public employees residing in the state and the criteria for 
determining eligibility for the differential; and providing for an effective date.”
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STATE OF ALASKA
1996 LEGISLATIVE SESSION (H ) P u b lish  D a le :  3 / 2 2 / 9 6

FISCAL NOTE No - „ ,
Bill Version: HB 545______

Raviaion Data: Dapl. Affactad: DOTAPF
TMa: Coal ol Living Differential lor certain public BRU: Office ol the Commissioner
employees and criteria for determining eligibility Component: various
Sponsor: Rulaa
Requealer: G o v e rn o r _______________________________________ COMPONENT SERIAL NO. 530
Expandltures/Rovenuee_______   (Thousands of Dollars)

OPERATING EXPENDITURES FY 97 FY 98 FY 99 FYOO FY 01 FY 02
PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND A STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS
TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

I CAPITAL EXPENDITURES I I I I I I I
[CHANGE IN REVENUES ( ) I I 1 I I I
FUND SOURCE_________________________     (ThouMnde of Ooitere)
1002 Federal Receipts
1003 OF Match
1004 GF
1009 GF/Program Receipts
1006 GF/MHT1A
Other
TOTAL 0.0 0.0 0.0 0.0 0.0 0.0
Estimate of any current y iv  (FY99) coet: $ 0.0
POSITIONS
FULL-TIME 0 0 0 0 0 0
PART-TIME 0 0 0 0 0 0
TEMPORARY 0 0 0 0 0 0
ANALYSIS: (Attach a w pm li papa i  necessary)______________________________________________________________
This fiscal note assumes that the bill will not significantly change the current determination of ellgtoilty for Cost of 
Living Differentia)

Prepared by:
Division: 
Approved by:
Agency:

Sam Kto 111 Phone: 455-3900
Special Assistant 

Office of tha Cpmmjajgner,r
Data:

v ia s e

3 j W < c
Commissioner

 Oapartmant of Tranapoftation and Public Fadlitet_________
PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO QOVERNpR’S LEGISLATIVE OFFICE

For tutwr denbueon intormeeon, caJ ihe Govemor'i Ugeiaiva OAoa
(Rsvoi/ec)

C O M M IT T E E  C O P Y
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RevfcionOafe: ________________________
Title: Cost of LMng Differentia

a lA ifc  ALAiAA
1 1996 LEGISLATIVE SESSION

   O p t . Affected Revenue

FISCAL NOTE N O ._ i___
Bill Version: HB 545

(H ) P u b lis h  G a te : 3 / 2 2 / 9 6
BRU;
Component:

Permonent Fund OMdeod DtvWon 
Permanent Fund DMdend OMeon

Sporeor 3ovemor
Requeetor Rule* Committee COMPONENT SERIAL NO. 961

Expendtuee/Vevenuec (Thousand* o l Dollar*)
O POM.TWO EXPENDITURES FV 97 FY 98 FV 99 FYOO FY01 FY 02
PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LANO ft STRUCTURES
GRANTS. CLAIMS
MISCELLANEOUS
TOTAL OPERATING 0 0 QjO ao OjO 0X1 ao

| CAJTTAL EXPENDITURES 1 1 1

! CHANGE IN REVENUES ( ) j i i

FUND SOURCE (Thousands c l Doian)
1002 Federal Receipt*
1003 G f  Match
1004 GF
1006 G f/P rog ram  Receipt*
1037 GF/Mental Health
Other
TOTAL 0 0 OlO QjO ao ao ao
le *n a *e  o f any current year (FY96) coat $ 0
POSmOMfc
FULL-RME
PART-TIME
TEMPORARY

ANAiYSB: (Altachaaeparatepogelneceaeary)

This b f l  d o e s  no t ap p ea r  to Impact P#<mangnt Fund DMdend DMsion operation* a* It is currently draf ted.  
There l* n o  Impac t  to the operating budget.

Prepared by. Nand Jones
DMatorv
Approved by Commtaioner
A gency  _̂____ _______________________

PRB>APER TO PRO^OE ALL OtSTRlSUTXDN COPlEi TO dOVERNCffS LEGISLATIVE OFFICE 
For Mtherdbtrtxitton Information c o l the Governor*! tegetottre Office
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FISCAL NOTE
STATE OF ALASKA

1996 LEGISLATIVE SESSION

No..J__
Bill Version: hb 545
(H) Publish Date: 3/22/96

Revision Date:  _____________________________________
Tide: ‘Relating to state residency definition and criteria for 
coat of living differential'

Dept. Affected: Administration
BRU: Office of the Commissioner_
Component: Labor Relations

Sponsor Rules Committee
Requestor. Governor COMPONENT SERIAL NO. _5fi_

OPERATING EXPENDITURES FY 97 FY 98 FY 99 FY 00 FY 01 FY 02
PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS
TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

nr H I H E H I J DCAPITAL EXPENDITURES

I CHANGE IN REVENUES f j H E H I H I 0___! TTT H I H I

1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts 
1037 GF/Mental Health 
OTHER
TOTAL ............ .... ... ... o.o M fl.QL O.Q 0.Q
Estimate o f any current year (FY 96) c o s t > -0- 
POSmONS:______________________________________
FULL-TIME
PART-TIME
TEMPORARY

ANALYSIS: (Attach s separate page if necessary.)
There ie do fiscal impact to the Department of AdminUtration.

Prepared by: Dianne Corso. Maneoer__________________________________ Phone: 43M4Q4-
Dlvision: Labor Relations Section_________________________________  Date:
Approved by Commissioner. Mark Bover
Agency: Department of Administration

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE 
For further distribution information, call the Governor's Legislative Office 
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ALASKA MARINE HIGHWAY SYSTEM 
A . S .  2 3 . 4 0 . 2 1 0  

COST o r  L I V IN G  D IF F E R E N T IA L  
CHRONOLOGICAL L I S T IN G  OF EVENTS

< C h r o /O o tc _L

1 9 7 7  L e g i s l a t i o n  P a s s e d
1 9 7 8 - 8 0  B a r g a i n i n g  U n i t  A g r e e m e n t s  w i t h  M a r i n e  U n i o n s  a l l o w e d  t o  
r u n  o u t  b e f o r e  i m p l e m e n t i n g  C o s t  o f  L i v i n g  D i f f e r e n t i a l  ( C O L D ) .

1 9 8 0  COLD i m p l e m e n t e d  i n  M a r i n e  U n i o n  A g r e e m e n t s .  R e s i d e n c y  
A f f i d a v i t s  d e v e l o p e d .
1 9 8 1  MM6P and I B U  m em be r s  f i l e d  s u i t  c h a l l e n g i n g  r e s i d e n c y  
r e q u i r e m e n t .
1 9 8 0 - 8 3  I s s u e  f a i r l y  i n a c t i v e .  T h e  d o l l a r  a m o u n t  o f  t h e  COLD was 
r e l a t i v e l y  s m a l l .
1 9 8 3 - 1 9 8 4  I t  was  r e c o g n i z e d  t h a t  COLD was g o i n g  t o  d e v e l o p  i n t o  a 
s i g n i f i c a n t  am o u n t  i n  f u t u r e  c o n t r a c t  y e a r s .  T h e  S t a t e  made i t  an  
i m p o r t a n t  i s s u e  i n  c o n t r a c t  n e g o t i a t i o n s ,  p u t t i n g  t h e  U n i o n s  o n  
n o t i c e  a n  a l l  o u t  e f f o r t  w o u l d  b e  made t o  i d e n t i f y  n o n - r e n i d e n t s .

M ay ,  1 9 8 5  T h a  E m e r g e n c y  M e d i c a l  N o t i f i c a t i o n  f o r m  was made p a r t  o f  
t h e  r e s i d e n c y  c e r t i f i c a t i o n .
J u n e ,  1 9 8 5  The  o f f i c e  o f  t h e  A t t o r n e y  G e n e r a l  a s s i s t e d  i n  
d e v e l o p i n g  n o t i f i c a t i o n  l e t t e r s  t o  e m p l o y e e s ,  e s t a b l i s h i n g  
r e s i d e n c y  c r i t e r i a ,  p r e p a r e d  a new r e s i d e n c y  c e r t i f i c a t i o n  f o r m .

O c t o b e r ,  1 9 8 5  L e t t e r  s e n t  t o  s e v e r a l  e m p l o y e e s  q u e s t i o n i n g  
r e s i d e n c y .  A s e c o n d  l e t t e r  was s e n t  g i v i n g  u n t i l  N o v e m b e r  1 t o  
c l a r i f y  r e s i d e n c y .  A n o t i c e  was t h e n  p l a c e d  o n  a l l  v e s s e l s .  A 
l e t t e r  wa s  s e n t  t o  t h e  U n i o n s  i n d i c a t i n g  t h o s e  e m p l o y e e s  n o t  
c o o p e r a t i n g .
1 9 8 5 - 8 6  C o r r e s p o n d e n c e ,  g r i e v a n c e s ,  t h r e a t s  f r o m  i n d i v i d u a l s '  
a t t o r n e y s  b u t  n o  f u r t h e r  s u i t s .
1 9 8 6  A new C e r t i f i c a t i o n  o f  R e s i d e n c y  was d e v e l o p e d .  AS 0 1 . 1 0 . 0 5 5  
r e s i d e n c y  c r i t e r i a  was made p a r t  o f  i t .  L e t t e r s  a g a i n  s e n t  i n  
N o v e m b e r ,  D e c e m b e r  i n  t h e  same  m a n n e r  a s  i n  O c t o b e r ,  1 9 8 5 .
1 9 8 8  U . S .  S u p r e m o  C o u r t  r e f u s e d  t o  h e a r  t h e  a p p e a l s  t o  l o w e r  c o u r t  
r u l i n g  i n  f a v o r  o f  t h e  S t a t e ,  t h u s  a l l o w i n g  COLD t o  s t a n d .

J u n e  1 9 8 8  C o r r e s p o n d e n c e  w i t h  P e rm a n e n t  Fund t o  a t t e m p t  t o  d e v e l o p  
b e t t e r  c e r t i f i c a t i o n  r e q u i r e m e n t s  t o  b e t t e r  i d e n t i f y  n o n  r e s i d e n t s
F e b r u a r v ( ^ 1 9 8 9 J  O i r e c t o r  o r d e r s  d r a f t  P o l i c y  and  P r o c e d u r e  d e v e l o p e d  
C o r  an... J a l ^ ^ r - t r i r f T c a t l o n  a  r ~ r ew - i - d » f u r y _ ^ S ^ t r o n g l v  r e s i s t e d  b y  M a r i n e
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M » r c H ( l 9 9 d  J e f f r e y  C o l e ,  A . G . ,  A n c h o r a g e  b e c am e  i n t e r e s t e d  i n  o u r  
COLD w K t l e  p r o s e c u t i n g  o n e  o f  o u r  c r e w  m em be r s  i n  a n o t h e r  m a t t e r .  
The  c r e w  membe r  s i g n e d  a s w o r n  s t a t e m e n t  t o  h i s  o u t s i d e  A l a s k a  
a d d r e s s  a n d  h a d  b e e n  c o l l e c t i n g  COLD f r o m  t h e  S t a t e .  O u r  r e s i d e n c y  
c e r t i f i c a t i o n  f o r m a  w e r e  s e n t  t o  C o l e  who f e l t  t h e y  wouTd~" h o t
up  i n  c o u r t .  'H e  o f f e f t - c l - t o  r e w r i t e  t h em  a n d  h e l p e d  d e v e l o p  p o l i c y  
Snd— p r o c e d u r e s .  D i r e c t o r  had  s t a f f  p u r s u e  s t r a t e g i e s  w i t h
D e p a r t m e n t  o f  Law an d  A d m i n i s t r a t i o n .

T he  Ombudsman ,  D a v i d  H a a s ,  a l s o  t o o k  i n t e r e s t  i n  o u r  COLD s i t u a t i o n
a t  t h i s  t i m e .
J a n u a r y ,  1 9 9 1  C o m m i s s i o n e r s  T u r p i )  
memo r e q u e s t i n g "  t m r t r  a s s i s i  
s i m i l a r  t o  t h o s e  o f  t h e  P e rm a n e n t

— < T -r u r p i j *
r ta fr ffe

a ct

y\d

w r o t e  t h e  D e p a r t m e n t  o f  Law a 
i n  e s t a b l i s h i n g  r e g u l a t i o n s  

F v ia d . R o n a l d  L o r e n s e n ,  A . G . .
r e s p o n d e d  o p e n i n g  a f i l e  i n  F e ¥ r u a r y 7  1 9 9 1  a n d  a s s i g n e d  t h e  p r o j e c t  
t o  K a t h l e e n  S t r a s b a u g h .
M a r c h ,  1 9 9 1  A .G -  V a l e r i a  V a n B r o c k l i n , A . G . ,  A n c h o r a g e  h a d  t a k e n  
o v e r  f o r  J e f f r e y  C o l e  a n d  t h e  u n f i n i s h e d  b u s i n e s s  o f  d e v e l o p i n g  a 
r e s i d e n c y  c e r t i f i c a t i o n  an d  w r o t e  a l e n g t h y  r e v i e w  an d  
r e c o m m e n d a t i o n  o n  t h e  s u b j e c t .  No t h i n g  was  m o v i n g  o n  d e v e l o p i n g  
r e g u l a t i o n s  s o  i t  was d e c i d e d  t o  g o  a h e a d  wTtT f  a new r e s i d e n c y  
c e r t i f i c a t i o n  t h a t  c o u l d  r e s u l t  i n  p r o s e c u t i o n .  A . G .  J o e  G e l d h o f  
t o o k  o v e r  t h e  r e s p o n s i b i l i t y  o f  b r i n g i n g  o f f e n d e r s  t o  p r o s e c u t i o n  
a n d  i n d i c a t e d  t h a t  g i v e n  n a m e s ,  he  w o u l d  s t a r t  p r o c e e d i n g s .

A p r i l ,  1 9 9 2  J e r r y  B r y a n t ,  OMB, became  i n t e r e s t e d  i n  t h e  AMHS COLD 
s i t u a t i o n  a n d  c o l l e c t e d  AMHS c o r r e s p o n d e n c e  and  f i l e s .

. A ugu s t  f l-9 9^>  A f t e r  r e v i e w  o f  t h e  i s s u e  b y  OMB a n d  t h e  A t t o r n e y  
G e n e F a i s ^ O T T E i c e , p r o s e c u t i o n  waa d e c i d e d  a g a i n s t  a n d  i n s t e a d ,  
r e p a y m e n t  a n d  d i s c i p l i n a r y  a c t i o n  w o u l d  be  r e q u i r e d .  A l e t t e r  f r o m  
C o m m i s s i o n e r  T u r p i n  w e n t  t o  a l l  v e s s e l  e m p l o y e e s ,  a d v i s i n g  t h em  o f  
t h i s  l a t e s t  a c t i o n .
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TONY KNOWLES, GOVERNOR

D E P A R T M E N T  O F  A D M I N I S T R A T I O N

O FF IC E  O F  TH E C O M M ISSIO N ER

P.O. BO X 110200 
JUNEAU, ALASKA 99811-0200  
PHONE: (907) 465-2200 
FAX: (907)465-2105

April 17, 1996

The H onorable M ark Hanley, C o-Chair 
House Finance Com m ittee 
A laska State Legislature 
State Capitol
Juneau, A laska 99801-1182 

Dear Mr. Chairm an:

I would request that you schedule a hearing for CSHB 545(STA), “An act relating to the cost-of-living 
differential for certain public em ployees residing in the state and the criteria for determ ining eligibility for 
the d iffe ren tia l....” as soon as possible.

T he bill is a  very  important tool that w ill help the state prevent abuses that have occurred in this program  
in the past. The House State A ffairs Com m ittee am ended the bill to include the Perm anent Fund 
Dividend definition o f  “state resident” . The bill sets up a new fram ew ork o f  eligibility  criteria and 
defines state residency for the purpose o f  pay differentials (CO LD ) for the m arine bargaining units that 
are required by statute and by the collective bargaining agreem ents. It codifies the s ta te ’s interpretation 
o f  the pay differentials and will help avoid conflicts and legal actions on this issui w hich will save state 
funds that are now spent on these disputes.

The state has been in active disputes w ith em ployees o f  the m arine h ighw ay system  over a definition o f 
state residency and the eligibility criteria for the pay differential since 1992. A rbitrators have used 
different, and som etim es inconsistent, criteria in resolving the disputes. C onfusion over the criteria and 
w hether it is subject to union bargaining has also led to court litigation. This diverse situation has made it 
d ifficult for the A laska M arine H ighway System  to adm inister the C O LD  program .

This bill resolves m ost o f  the uncertainty in the program by applying the perm anent fund dividend 
definition o f  state resident, which has been tested in court. In addition, this bill authorizes the D epartm ent 
o f  A dm inistration to adopt regulations to further clarify the criteria for pay differentials as tire need arises. 
This would m ake it clear that the departm ent has the authority and that criteria for determ ining eligibility 
for the differential is not subject to collective bargaining.

Y our early consideration o f this request w ould be appreciated. I f  you have any additional questions, 
please contact m y office at 465-2200.

M B/nn
cc: Pat Pourchot

D ianne Corso

024M.H p^nteO on »pf pac-'i b /
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\ )  HOUSE COMMITTEE REPORT

Date Referred to Committee: March 22, 1996 FURTHER REFERRALS:

4 . ' l (Date of Committee Action:  ̂ ---------

The STATE AFFAIRS Committee considered:

HOUSE BILL NO. 545

F inance

HB 545

PUB. EMPLOYEE COST OF LIVING DIFFERENTIAL

“An Act relating to the cost-oMiving differential for certain public employees residing in the state and the criteria for 
determining eligibility for the differential; au:l providing for an effective date.”

recommends it be replaced r  •>.
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I 1 additional referral to  __

[ )  the same title 
f^HTnew title

Committee
f 1 attached amendments) 
ADOPTS:______________ Letter of Intent
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T ( ) N \  K n o w i . e s

GOVERNOR
PO Bo» MOOOt 

Juneau Alaska 998" 000i 
(907) 465-2500 

Fa* (907) 465-3532

S t a t e  o f  A l a s k a
OFFICE OF THE GOVERNOR 

Jt-NEAL'

March 22, 1996

The Honorable Gail Phillips 
Speaker of the House 
Alaska State Legislature 
State Capitol 
Juneau, AK 99801-1182

Dear Speaker Phillips:

Under the authority o f art. IE, sec. 18, of the Alaska Constitution, I am transmitting a bill that 
would clarify how the state applies the cost o f living pay differential for public employees. 
This bill sets up a framework o f eligibility criteria and defines state residency for the purpose 
of pay differentials which are required for certain public employees under collective 
bargaining agreements. By codifying the state’s interpretation o f the pay differentials, this 
legislation will help avoid conflicts and legal actions on this issue.

The state has been in disputes with employees o f the marine highway system over a 
definition o f state residency and the eligibility criteria for the pay differential. Arbitrators 
have used different, and sometimes inconsistent, criteria in resolving the disputes. Confusion 
over the criteria and whether it is subject to union bargaining has also led to court litigation. 
This diverse situation has made it difficult to administer the differential program.

This bill resolves most o f the uncertainty in the program by applying the permanent fund 
dividend definition o f state resident, which has been tested in court. In addition, this bill 
authorizes the Department o f Administration to adopt regulations to further clarify the criteria 
for pay differentials as the need arises. This would make it clear that the department has this 
authority and that criteria for the pay differential is not subject to collective bargaining.

I urge your prompt action on this bill.

Sincerely,
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CS FOR HOUSE B ILL NO. 548( )

IN THE LEGISLATURE OF THE STATE OF ALASKA 

NINETEENTH LEGISLATURE - SECOND SESSION

BY

Offered:
Referred:

SponsoKs): HOUSE RULES COMMITTEE BY REQUEST OF THE GOVERNOR

A B ILL  

FOR AN ACT ENTITLED 

"An Act authorizing the amendment of Northstar Unit oil and gas leases 

between the State of Alaska and BP Exploration (Alaska) Inc.; and providing 

for an effective date."

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

* Section 1. LEGISLATIVE FINDINGS AND INTENT, (a) The legislature finds that
(1) the production of oil and gas from state land is a matter of statewide 

interest and effect because it is an important source of revenue to the state and job 
opportunities for the people of the state;

(2) BP Explored >n (Alaska) Inc. holds state oil and gas leases in the Northstar 
Unit that include net profit shai: orovisions;

(3) unless the net profit share provisions of the Northstar Unit leases are 
amended, production of oil and gas from the unit is highly unlikely to begin before the year 
2002, if at all;

(4) because of the development account provisions of the net profit share

-1 - CSHB 548( )
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leases, the later that these leases are developed, the less "net profits" the '.ate recc ives;
(5) if the net profit share provisions of the Northstar Unit leases are amended,

i •

full production of oil and gas from the unit may begin as early as the year 1999;
(6) amending the net profit share provisions of the Northstar Unit leases to 

provide for a supplemental royalty will maximize the economic benefits of oil and gas 
production to the people of the state by encouraging timely production from the unit;

(7) the development of the Northstar Unit will provide additional revenue to
the state;

(8) the timely development of the unit may result in increased state revenue 
in future lease sales; and

(9) the timely development of the unit may result in technological 
breakthroughs and other cost savings that may make other development opportunities in 
Alaska economically feasible.

(b) With respect to the effect of the effort to secure earlier development of the leases 
on employment opportunities for state residents and on the state’s economy, the legislature 
finds that

(1) paragraph 41 of the 1980 lease and paragraph 31 of the 1983 lease are to 
be amended; under each of the proposed amendments,

(A) the lessee, BP Exploration (Alaska) Inc., undertakes
(i) to use its best efforts to advertise for, recruit, and employ 

qualified residents of the state;
(ii) to contract with existing licensed Alaska firms to fabricate 

the modules to develop the Northstar Unit leases within the state and, in 
contracting with those firms, to encourage its contractors to employ and, when 
necessary, train existing state residents;

(iii) to enter into contracts with Alaska-licensed vendors, 
contractors, and suppliers for the provision of supplies and services; and

(B) several state agencies with responsibility for improving the 
employment opportunities of state residents, including training, commit to efforts to 
supplement and support the lessee's undertakings;

(2) the lessee, BP Exploration (Alaska) Inc., has made significant investments

WORK DRAFT WORK DRAFT WORK DRAFT
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in the state, is ranked as one of the state’s largest private sector employers, and regularly
enters into contracts to obtain support services; consequently, the lessee’s fulfillment of the

» •
undertakings described in (1) of this subsection should materially contribute to existing 
resident workforce employment opportunities and to the state’s economic stability;

(3) a good faith effort by the lessee, BP Exploration (Alaska) Inc., and the state 
agencies to fulfill the undertakings described in (1) of this subsection should ensure that, under 
the amended leases, benefits will accrue directly and immediately to the people of the state; 
and

(4) the mutual commitments made by the parties to the lease in these 
amendments to secure to state residents and businesses the advantages and benefits of both 
expanded resident hire opportunities and additional work by in-state businesses are in the best 
interests of the people of the state and are considerations of paramount importance to the 
legislature in its decision to conditionally approve the proposed amendments of the Northstar 
Unit leases.

* Sec. 2. LEGISLATIVE INTENT REGARDING MEANING OF SPECIFIC RESIDENT 
EMPLOYMENT REQUIREMENTS, (a) The legislature wishes to set out its intent regarding 
meaning of certain words and phrases used in the "First Amendment to the Northstar Unit 
Leases between the State of Alaska and BP Exploration (Alaska) Inc. ('Northstar 
Amendment’)" that is approved by this Act. Specifically, the legislature wishes to set out its 
intent regarding Paragraph 41 of the 1980 Leases titled "Employment of Alaskan Residents" 
and Paragraph 31 of the 1983 Lease titled "Employment of Alaskan Residents" in the 
Northstar Amendment, collectively the "Employment Paragraphs.’’ The legislature intends that 
the Alaska residents and contractors discussed in the Employment Paragraphs are truly 
Alaskan and that Alaska residents throughout the state be given an opportunity to obtain 
employment on the Northstar project.

(b) The legislature believes that
(1) the findings made by the legislature in AS 36.10.005(a)U) - (8) and (11) - 

(18), (c), and (d), regarding an employment preference for Alaska residents on state 
construction projects are equally applicable to the Northstar Amendment; and

(2) the state has a compelling interest in reducing the level of unemployment 
among its residents.

WORK DRAFT WORK DRAFT WORK DRAFT
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(c) The legislature intends, for purposes of the Employment Paragraphs, that
(1) the phrases "Alaska resident," "residents of Alaska," and "resident

t *
personnel" mean an individual who is physically present in the state with the intent to remain 
in the state indefinitely and to make a home in the state;

(2) an individual demonstrates that intent by maintaining a residence in the
state;

(3) other acceptable proof of that intent includes evidence that the individual: 
is registered to vote in the state, attends school in the state, possesses an Alaska driver’s, 
fishing, trapping, or hunting license, or receives a permanent fund dividend; and

(4) the hiring entity may also require that the individual state under oath that 
the individual is not claiming residency outside of the state or obtaining benefits under a claim 
of residency outside of the state.

(d) The legislature intends that for purposes of the Employment Paragraphs,
(1) the word "available" means Alaska residents who are located anywhere in 

the state, not just in the area of the state where the work is to be performed; and
(2) the word "qualified" means an individual who either currently possesses 

the requisite education, training, skills, or experience to perform the work necessary for a 
particular position or is capable of performing such skills after completing one of the job 
training programs contemplated in the Employment Paragraphs.

(e) The legislature understands that nonresidents will be hired only if there are no 
available and qualified Alaska residents to perform the work. For purposes of the 
Employment Paragraphs, the legislature intends that the requirement to "advertise for available 
positions locally" includes advertising in newspapers and other publications located throughout 
the state, including rural areas, not just in the location where the work is to be performed.

(f) The legislature further intends that the requirement to "use Alaska job service 
organizations" includes those offices maintained by the Department of Labor whose functions 
are to aid the unemployed in finding employment and any job service organization located 
throughout the state, not just the location where thv work is to be performed.

(g) The legislature intends that, for purposes of the Employment Paragraphs, the 
phrases "Alaska Contractors" and "Alaska firms" mean a firm or contractor that

(1) holds an Alaska business license;

WORK DRAFT WORK DRAFT WORK DRAFT
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(2) maintains its principal place of business in the state; and
(3) is i *

(A) a sole proprietorship and the proprietor is an Alaska resident;
(B) a partnership and more than 50 percent of the partners are Alaska

residents;
(Q  a corporation that has been incorporated in the state or is authorized

to do business in the state; or
(D) is a joint venture composed entirely of ventures that qualify under

this paragraph.
(h) For purposes of Employment Paragraphs, the legislature intends that the lessee’s 

reporting obligations comply with the reporting requirements of 8 AAC 30.062 and shall 
include information regarding the number of nonresidents hired within the past year, and the 
number of Alaska contractors and non-Alaska contractors hired within the past year.

♦ Sec. 3. AMENDMENT OF LEASES AUTHORIZED, (a) The State of Alaska and BP 
Exploration (Alaska) Inc. are parties to the following leases in the Northstar Unit:

(1) ADL 312798, effective February 1, 1980;
(2) ADL 312799, effective February 1, 1980;
(3) ADL 312808, effective February 1, 1980;
(4) ADL 312809, effective February 1, 1980; and
(5) ADL 355001, effective August 1, 1983.

(b) The commissioner of natural resources may amend the Northstar Unit leases 
described in (a) of this section to the extent set out in the "First Amendment to the Northstar
Unit Leases Between the State of Alaska and BP Exploration (Alaska) Inc.", dated March 22,
1996, if the amendment includes a provision as follows:

(1) Paragraph 41 of each of the leases described in (a)(1) - (4) of this 
section is replaced in s entirety as follows:

"41. EMPLOYMENT OF ALASKAN RESIDENTS. Lessee 
shall comply with all valid federal, State and local laws in hiring 
Alaska residents and contractors and shall not discriminate against 
Alaska residents or contractors. Within the constraints of law, lessee 
shall employ Alaska residents and contractors to the extent they are

WORK DRAFT WORK DRAFT WORK DRAFT
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(2 )

available and qualified. Subject to the foregoing:
Lessee voluntarily agrees to adopt a program to hire residents of

» •
Alaska. Lessee shall advertise for available positions locally and use 
Alaska job service organizations to notify the Alaskan public. For work 
in connection with this lease, lessee shall use best efforts to contract 
with Alaska firms and fabricate modules in Alaska, whenever feasible. 
Lessee shall encourage its contractors to employ and train, when 
necessary, residents of Alaska. In determining feasibility, lessee shall 
consider commercial, health, safety, and environmental conditions and 
requirements to ensure maintenance of lessee’s operational standards. 
Lessee shall submit annually to the director, division of oil and gas, for 
transmission to the Department of Labor, a report that details the 
specific measures lessee and its contractors and subcontractors have 
taken or are planning to take to recruit qualified Alaska residents for 
available jobs, describes on-the-job training opportunities, and describes 
lessee’s efforts to hire Alaska firms for work in connection to this lease. 
Lessee shall furnish the Department of Labor a quarterly report 
regarding the employment of Alaska residents on the leased area in 
compliance with regulations by the Commissioner of Labor. The report 
must also include statistical data concerning the number of resident 
personnel hired within the past year for this lease";
Paragraph 31 of the lease described in (a)(5) of this section is replaced 
in its entirety as follows:

”31. EMPLOYMENT OF ALASKAN RESIDENTS. Lessee 
shall comply with all valid federal, State and local laws in hiring 
Alaska residents and contractors and shall not discriminate against 
Alaska residents or contractors. Within the constraints of law, lessee 
shall employ Alaska residents and contractors to the extent they are 
available and qualified. Subject to the foregoing:

Lessee voluntarily agrees to adopt a program to hire residents of 
Alaska. Lessee shall advertise for available positions locally and use

CSHB 548( ) -6-
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Alaska job service organizations to notify the AJaskan public. For work
in connection with this lease, lessee shall use best efforts to contract

» »

with Alaska firms and fabricate modules in Alaska, whenever feasible.
Lessee shall encourage its contractors to employ and train, when 
necessary, residents of Alaska. In determining feasibility, lessee shall 
consider commercial, health, safety, and environmental conditions and 
requirements to ensure maintenance of lessee's operational standards.
Lessee shall submit annually to the director, division of oil and gas, for 
transmission to the Department of Labor, a report that details the 
specific measures lessee and its contractors and subcontractors have 
taken or are planning to take to recruit qualified Alaska residents for 
available jobs, describes on-the-job training opportunities, and describes 
lessee’s efforts to hire Alaska firms for work in connection to this lease.
Lessee shall furnish the Department of Labor a quarterly report 
regarding the employment of Alaska residents on the leased area in 
compliance with regulations by the Commissioner of Labor. The report 
must also include statistical data concerning the number of resident 
personnel hired within the past year for this lease"; and

(3) These amendments take effect when and if an Act(s) substantially 
similar to the act, attached as Exhibit D and incorporated by reference, 
takes effect. This amendment is dated for reference purposes as of 
March 22, 1996.

* Sec. 4. REPORTING PROVISIONS. The lessee, BP Exploration (Alaska) Inc., shall file 
with the commissioner of labor at least every six months the reports that the commissioner 
of labor determines are necessary to evaluate the lessee's efforts described under sec. 3(b) of 
this Act. T h ^ C o m m \« io n e r

* Sec, 5. SEVERABILITY. Under AS 01.10.030, the provisions of this Act are severable.
* Sec. 6. This Act takes effect immediately under AS 01.10.070(c).

WORK DRAFT WORK DRAFT WORK DRAFT
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TO N Y  K N O W L E S . G O V E R N O R

D E P A R T M E N T  O F  L A W

. O FF IC E  O F  THE A T TO RN EY G EN ERA LAPR 2, z b.o
April 22, 1996

Honorable Loren Leman 
Senator
Alaska State Legislature 
Room 115 State Capitol 
Juneau, Alaska 99801

Re: SB318 (Northstar Unit net profit
share reduction)

Dear Senator Leman:

You have requested our comments on the draft committee substitute to Senate Bill
No. 318.

We recommend that the material set out beginning at page 1, line 5 through page 20, 
line 8 be deleted from the bill and placed in a separate committee report. The record speaks for itself, 
there is no need to select and insert excerpts of the record in the bill. It is sufficient that the 
committee investigate the facts and circumstances of the lease amendments and have a reasonable 
basis for the action it proposes. The technique of selecting excerpts from the record may be used by 
opponents of the transaction to argue that the committee placed too much, or not enough reliance 
on certain facts, when this was not the case. The committee will no doubt rely on the entire record 
in recommending a bill for passage by the Senate.

We believe that the insertion of an amended lease amendment in statute raises serious 
questions whether, in enacting this bill, the legislature would be violating the separation of powers 
doctrine implicit in the Alaska Constitution. The governor proposed a bill that would give the 
Department o f Natural Resources the power to reduce a net profit share lease. The governor's 
version would also have the legislature ratify the amendments negotiated for the Northstar Unit. The 
draft committee substitute would enact a counteroffer to the leaseholder which differs from the 
agreement between the department and British Petroleum. The negotiation o f lease agreements is 
an executive function, not a lawmaking function. Clearly the legislature may delineate the power that 
the department has when it acts in these matters. It is when the legislature attempts to negotiate on 
behalf of the state that the separation of powers doctrine has been violated.

~ l e a s e  p e p l v  To

O  1031 WES T 4T H A  VENUE SUITE 2CC 
ANCHORAGE ALASKA 9950(- '?5- 
PHONE (907)269-5100
FAX [907)276-3697

O KEV BANK BUILDING
100 CUSHMAN S T . SUITE 400 
FAIRBANKS ALASKA 99701-467* 
PHONE [9 0 7 )4 5 1 -23 n

9 0 7 /4 5 1-2346

P O BOX 110300-OIMOND C O U R T - O u :  
JUNEAU. ALASKA 993H -0300  
PHONE ,907)465-3600  
h 9X 907)465-5735



Hon. Loren Leman April 22, 1996
Page 2

I f the committee is determined to effect changes in the present lease amendment, it 
should consider redrafting the bill to set out limits on the power to reduce or change the net profits 
aspects of the North Star leases. If the legislature defines the power in a way that is inconsistent with 
the lease amendments presented, the parties must return to negotiations.

The lease provisions added in the committee substitute relating to local hire may 
present a legal defect that will lead to litigation. Protracted litigation may frustrate the purpose of 
the lease amendments. On page 28 lines 10-29, the provision appears to mandate resident hire on 
module fabrication projects. The provision also requires the lessee to ensure that all subcontractors 
practice local hire. These requirements appear to be similar to the local hire requirements that were 
struck down in Robison v. Francis. 713 P.2d 259 (Alaska 1986). For this reason, the committee is 
urged to recede from this proposed change to the lease agreement. It probably does not violate the 
United States or Alaska Constitutions to require a leaseholder to fabricate modules in Alaska.

Thank-you for the opportunity to comment on the draft committee substitute.

Very truly yours,

BRUCE M. BOTELHO
ATTORNEY GENERAL

JLB:clh

B y i ^
'lames L. Baldwin 
Assistant Attorney General



Initial Feedback from discussions with Legislators

Senator Pearce, Halford, Lehman, Reiger, Kelly 
Rep. Green, Rokeberg, Brice, James, Therriault

• Generally favorable reception, especially to the technical proposal
• Following review, conversation moves to how rather than if (see themes below)

• Themes:
- Jobs, local hire, Union, Fairbanks, Canada....
- Bi-partisan support (avoid the politics of a Governor's bill)
- Political cover (external messaging: avoid give-away, selling out to big oil)
- Fairness to others in the Industry

previous owners and original bidders
- Independent analysis (distrust of the Governor and political appointees)

support by career workers in DNR, DOR
- Clear commitment to develop

• Questions:
- Where are the other NPSL leases? Do they need fixing?
- Clearer understanding of the history of NPSL leasing

which lease sales, who was the Commissioner, etc?
- Why did we acquire from Amerada given the NPSL terms?
- Why a specific Northstar/BPX bill? Why not policy "fix" of all NPSL leases?
- What of ARCO? W'll they support, oppose, or remain neutral?
- Alignment with he recommendations of the O&G Policy Council
- Will BP also support a heavy oil bill? with what priority?
- Is the proposal "legal" and constitutional?
- Can ratification be used to force BP to commitment on Gas development?

EM Luttrell 
2 January 1996



N o r t h s t a r

Key Variables Affecting Economics

•  O i l  R e s e r v e s

•  C a p i t a l  I n v e s t m e n t

•  O i l  P r i c e

•  O p e r a t i n g  C o s t s

•  P r o d u c t i o n  R a t e



N e t  I n c o m e  p e r  B b l
Assumptions:
• 130 MMB Reserves
• $350 MM Capex
• State Base Price Forecast

Econom ic: No NPSL--------
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N o r t h s t a r

Revenues vs Oil Price with NPSLs
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Revenues vs Oil Price with Agreement
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N o r t h s t a r

Reserves: Current Uncertainty

Reserves Uncertainty
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(@ 50% lecovery factor)

O t h e r  R e c o v e r y  M e c h a n is m s

• N o  P re s s u re  M a in t a in c n c c : 5 2

• M i n i m a l  W a t e r  F lo o d 1 0 0

• O p t im iz e d  W a t e r  F lo o d 1 1 7

• W a t e r  F lo o d  +  G a s  I n je c t i o n :  130

• G a s  C y c l in g 1 5 5

E s t im a t e d  O i l  I n  P la c e :  2 6 0  M M B

S o u r c e s  o f  U n c e r t a in t y

• B u l k  R o c k  V o lu m e

• P o r o s i t y

• N e t /G r o s s

• O i l  S a t u r a t io n

• F o r m a t io n  V o lu m e  F a c t o r

• R e c o v e r y  E f f ic ie n c y



N o r t h s t a r

Reserves Impact with NPSLs

R e v e n u e s  v s .  R e s e r v e s  w k h  N P S L s

R e s e rv es  (M M B)
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Reserves Impact with Agreement

R e v e n u e s  v s .  R e s e r v e s  w i t h  A g r e e m e n t

R eserves  (M M B)
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Capital Cost: Current Uncertainty

Capital Cost Uncertainty within Class III Framework
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N o r t h s t a r

Capex Impact with NPSLs
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N o r t h s t a r

Capex Impact with Agreement

R e v e n u e s  v s  C a p i t a l  I n v e s t m e n t  w i t h  A g r e e m e n t

C a p i t a l  I n v e s t m e n t  ( $ m i l l i o n ; p o s t  s a n c t i o n )
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Misalignments

L o w e r i n g  O p e r a t i n g  C o s t :

-  I n c r e a s e s  t h e  R e v e n u e  A c c o u n t  a n d

-  A c c e l e r a t e s  i n i t i a t i o n  o f  N e t  P r o f i t  S h a r e  

=  M i s a l i g n m e n t

I n c r e a s i n g  F l o w  R a t e :

-  I n c r e a s e s  n e a r  t e r m  r e v e n u e s  a n d  .

-  A c c e l e r a t e s  i n i t i a t i o n  o f  N e t  P S  

=  M i s a l i g n m e n t



N o r t h s t a r

Revenue Shares
w i t h  S t a t e  B a s e  P r i c e s  

S t a t e  R e v e n u e s  M O D  $ 1 9 9 6  N P V V

• Base Royalty 317 256 169
• State Share of Fed. Royalty 20 16 11
• Supplemental Royalty 51 37 20
• Severance Taxes 70 60 45
• Income Tax 30 24 15
• MSB Property Tax 53 42 27
• State Subtotal 541 435 (42%) 286

Federal Revenues
• Base Royalty -State Share 55 44 29
• Income Tax 274 214 133
• Federal Subtotal 329 258 (25%) 162

BPX Funds
• Funds Flow 470 349 (33%) 167

* Discounted net present value @10%
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1999 Development 1999 Development 2002 Development 2002 Development

(Real 1996 Dollars)
State Revenues 
State Royalty
State Supplemental Royalty 
NPSL
State Share of Federal Royalty
Severance Tax
Spill & Consorv. Tax
Ad Valorem Tax
Income Tax
Total

256

0

16
58
3
42
21
435

256
0

16
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3

1 2

2 2

1 0 1

257

0

16
56
3
46
2 2

469

257
0

41 ! 
16 
59 
3 
46 
23 
444

Federal Revenues
Royalty (Net of State Share)
Income Tax
Total

44
215
259

14
198
2 1 3

1 1

205
249

44
213
258

BPXA Cash Flow
After Tax Funds Flow 
Real Rate of Return

Totals may not add due to roundino.

3 1 9
2 0 .0 %

310
19.9%

331
19.2%

346
20.4%
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Northstar Contract Leases
U n d e r  th e  n e w  a m e n d m e n ts ,  th e  N e t  P r o f i t  S h a r in g  Lease  (N P S L ) te rm s  
w o u ld  be  re m o v e d  f r o m  th e  S ta te  leases. T h e y  w o u ld  be  re p la c e d  w i t h  a 
s u p p le m e n ta l r o y a l t y  (see a t ta c h m e n t) ,  w h ic h  w o u ld  v a r y  d e p e n d in g  o n  th e  
l i fe  o f  th e  f ie ld .  T h is  N o r th s ta r  U n i t  is  c o m p o s e d  o f  f iv e  s ta te  a n d  tw o  fe d e ra l 
o i l  a n d  gas leases a n d  th e  o n ly  jo in t  s ta te / fe d e r a l u n i t  in  A la s k a . A c c o r d in g  to  
BP a n d  o th e rs , o n e  o f  th e  p r im a r y  b a r r ie rs  to  d e v e lo p m e n t  o f  N o r th s ta r  is  th e  
h ig h  N P S  w h ic h  is  in  a d d i t io n  to  th e  20%  r o y a l t y  sh a re . B P 's  m a in  o b je c t io n  
to  n e t p r o f i t s  is  th a t  i t  w o u ld  fo rc e  th e  c o m p a n y  to  p r e m a tu r e ly  s h u t  d o w n  
th e  N o r th s ta r  f ie ld  o n c e  th e  s ta te 's  N P S  k ic k e d  in .  T h e  S ta te  leases c u r r e n t ly  
p r o v id e  fo r  b o th  th e  h ig h e s t  re s e rv e s -w e ig h te d  r o y a l ty ,  20% , a n d  N P S  89% , o f  
a n y  u n i t  in  th e  s ta te . BP  has g u a ra n te e d  th a t  th e  ba se  r o y a l t y  o f  20%  w i l l  
re m a in  u n c h a n g e d .

U n d e r  n e t - p r o f i t s  le a s in g , g o v e rn m e n t  h a s  access to  f in a n c ia l  d a ta  n o t  u s u a l ly  
a v a ila b le . T h e  la n d o w n e r  (s ta te ) w i l l i n g l y  p o s tp o n e s  its  in c o m e  u n t i l  th e  
o p e ra to r  re c o v e rs  h is  cos ts . T h e  o p e ra to r  th u s  h a s  th e  in c e n t iv e  to  in c re a s e  
h is  d e v e lo p m e n t a n d  o p e r a t in g  cos ts , i t  e f fe c t  le s s e n in g  th e  la n d o w n e rs 's  
(s ta te ) n e t - p r o f i t  sh a re .

B e in g  a d e v e lo p m e n t  a n d  n o t  a n  e x p lo ra t io n  p ro je c t ,  th e  id e a l w a y  to  d e v e lo p  
N o r th s ta r —f r o m  a th e  s ta te 's  p e rs p e c t iv e - - is  b y  n e t  p r o f i ts .  U s in g  n e t p r o f i t  
b id d in g  o n  a p a r t ia l ly  d is c o v e re d  o i l  f ie ld  w a s  a n  a p p ro a c h  th e  le g is la tu re  
w h e n  in  1978-79 , i t  p a sse d  th e  le a s in g  a m e n d m e n t  th a t  in c lu d e d  n e t p r o f i t s .

B r it is h  P e tro le u m  sa ys  130 m i l l io n  b a r re ls  a re  re c o v e ra b le  a n d  w i lH ^ e g in  
p r o d u c t io n  in  1999. BP  m u s t  a p p ro v e  N o r th s ta r  w i t h in  12 m o n th s  o f  d r o p  
th e  leases, th r o u g h  a "u s e  i t  o r  lo se  i t "  p ro v is io n .  I f  BP  d o e s  n o t  re c e iv e  
p ro je c t  s a n c t io n  f r o m  th e ir  B o a rd  o f  D ire c to rs  w i t h i n  o n e  y e a r  o f  le g is la t iv e  
a p p ro v a l,  th e y  m u s t  r e tu r n  a l l  o f  th e  N o r th s ta r  leases, in c lu d in g  th e  leases 
c o n ta in in g  c e r t i f ie d  w e lls .  T h e  leases c o u ld  th e n  be  re le a s e d  b y  BP a n d  
p o s s ib ly  re -b id .

F o l lo w in g  a d e c is io n  n o t  to  d e v e lo p , A m e ra d a  H e s s  C o rp .  a n d  i ts  p a r tn e rs  
s o ld  th e ir  in te re s ts  to  s e v e ra l p ro s p e c t iv e  b u y e rs . B y  th e  e n d  o f  1994, B P  h a d  
o v e r  98%  in te re s t  in  N o r th s ta r  a n d  M u r p h y  O i l  th e  re m a in d e r .  B P  h a d  a 
p ro b le m  w i t h  th e  lease ’s N P S  p ro v is io n s  a n d  a s k e d  D e p t,  o f  N a tu r a l  
R esou rces  to  m o d i f y  th e  te rm s  la s t y e a r. T h e  a g re e e m e n t w o u ld  be  to  re m o v e  
th e  p r o v is io n s  in  e x c h a n g e  fo r  e a r ly ,  c e r ta in  d e v e lo p m e n t  a n d  so m e  fo r m  o f  
a d d it io n a l p a y m e n t  to  th e  s ta te . BP h a s  s a id  th e y  w i l l  n o t  d e v e lo p  N o r th s ta r  
w i t h  th e  e x is t in g  N P S  p r o v is io n s .

A s s u m in g  th e  d e v e lo p m e n t  w i l l  o c c u r , a f te r  2002  th e  S ta te  w o u ld  re c e iv e  
m o re  u n d e r  th e  s u p p le m e n ta l r o y a l t y  m e th o d  th a n  th e  N P S  m e th o d .



Benefits
•  P o te n t ia l ly  75%  o f  fa c i l i t ie s  c o u ld  b e  fa b r ic a te d  in  A la s k a  in v o lv in g  

in c re a s e d  n u m b e rs  o f  m o d u le s  fa b r ic a te d  a t e x is t in g  y a rd s  in  A n c h o ra g e
• A s s e m b ly  o f  2 m e g -m o d u le s  a t P o r t  o f  A n c h o ra g e
•  R e q u ire s  c o m m itm e n t  to  P o r t  a s s e m b ly  y a r d  b y  m id - y e a r
•  S u p p le m e n ta l r o y a l t y  e s t im a te d  v a lu e  o f  $37-65  m i l l io n
•  E s t im a te d  s ta te  re v e n u e s  is  $435 m i l l i o n

•
N o  lo c a l h ire  p ro v is io n .  C o u ld  a m e n d  th e  b i l l  (H B  548 ) w i t h  s t ro n g  lo c a l

h ir e  m essage . I t  w o u ld  n o t  be  in  c o n tra c t  leases, b u t  c o u ld  b e  in  th e  b i l l .
( I n  1980 le a se , a n  A la s k a n  h i r e  p r o v is io n  w a s  in c lu d e d  th a t  s a id  le sse e  s h a l l  
c o m p ly  w i t h  a l l  v a l id  a n d  a p p lic a b le  la w s  a n d  re g u la t io n s  w i t h  re g a rd  to  th e  
h i r in g  o f  A la s k a  re s id e n ts  a n d  w i l l  n o t  d is c r im in a te  a n d  w i l l  f u r n is h  D e p t ,  o f  
L a b o r  a q u a r te r ly  r e p o r t  o n  th e  s ta tu s  o f  s u c h ) .

D e p t ,  o f  N a t.  R e s o u rc e s  E c o n o m ic  E v a lu a t io n

I f  B P  d e v e lo p s  th e  f ie ld  w i t h  th e  N P S  o r  s u p p le m e n ta l r o y a l t y  in  p la c e  in  
1999, B P 's  ra te  o f  r e tu r n  re m a in s  v i r t u a l l y  u n c h a n g e d , w h i le  th e  s ta te  
re c e iv e s  $ 3 7  m i l l io n  in  s u p p le m e n ta l r o y a l t y  c o m p a re d  to  $85  m i l l i o n  in  
N P S . I f  BP  does  n o t  d e v e lo p  th e  f ie ld  u n t i l  2002 a n d  th e  N P S  in  p la c e , 
th e n  B P ’s ra te  o f  r e tu r n  is  s l ig h t ly  lo w e r  w h i le  th e  s ta te  re c e iv e s  $37  
m i l l i o n  c o m p a re d  to  $41 m i l l io n ,  o n ly  a $4 m i l l i o n  d if fe re n c e .
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S a le  3 0  ( 1 2 / 7 9 )  N o r t h s t a r  B i d d i n g

The following table outlines the salt 30 results (NPSL) showing the successful 
bidder and parties that bid unsuccessfully.

ADL 912790 
f  M Q feW Co. Co. In ti real NPS IIS

AOL 112100 
610 Group/Co. Co. Internet NPS Bid

Amerada Hess 100% 93.20000%
Texas Eastern 50% 60.50709% Texas Gull 5% 31.12330%
Texaco 50% Gulf Off 23%
Amoco 100% 71.12500% Conoco 25%
Texas Gull 10% 61.07000% Plieid 16%
Conoco 40% Rowan 3%
Placid 22% Cities Service 25%
Ci(i#s Service 20% Unocal 100% 26.60000%
Murphy 10% 40.79133% Phillips 50% 10.14550%
Shall 90% Chevron 50%
Phillip* 50% 34.40464% Atlantic Richfield 4C% 2.11111%
Chevron 50% Murphy 10%

She« 50%

AOL 3127M AOL 312000
DM Group/Co. Co. Intereat NPS Ste Bte G ro u p ie . Co. Interest NPS Bid

Amerada Heis 100% 91.20000% Texas Eastern 100% 65.25976%
Amoco 100% 62.59999% Amoco 100% 71.26009%
t l i u  Eastern 50% 60.56789% Marathon 50% 03.03000%
Texaco 50% Amerada 50%

Rowan 2% 71.02699% GUI 20% 40.37549%

Conoco 20% Placid 16%
Ttxa* GUI 5% Gerry 25%
Gsfty 0.2 Texas Gull 6%
Placid 13% Rowan 3%
<W< 20% Cities Service 25%
Cities Servtca 20% Unocal 100% 30.00000%

Murphy 10% 50.77133% MOW 34% 34.23333%
Shan 90% Prutips 33%
Philips 23% 43.20273% Chevron 33%

Mobil 33% Atlantic Richfield 45% 31.09117%
Chevron 34% Shell W%

Unocal 100% 32.00000%

B P X  Oata to Senate  R eso urces Com m itleeApril 2 . 1996
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MARK HANLEY 
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If w e  lo o k  at what Know les and British Pe tro leum  have said and ju s t ju d g e  from  tha t in form ation , 
th e n  o n  the  down side, assum ing  the re c o ve ry  w as on ly 1 0 5  m illion b a r re ls , the Know les' 
c on tra c t w ou ld yie ld 2 0  million d o lla rs  m ore  than the current contract, o r a b o u t a  d o lla r  p e r b a rre l 
d i f fe re n c e , acco rd in g  to som e s ta te  em p lo y e e .

S e n a to r  H a lfo rd  asked  what if the re  a re  1 8 0  m illion b a rre ls  re c o v e ra b le ?  T h e  K n ow le s  con tract 
c o s t  the sta te 3 0 0  million do lla rs (6 0 0  m illion-p lus versus 9 00  m illion-p lus) -  3 0 0  hu nd red  m illion 
d o l la r s  m o re  fo r the current con trac t fo r  5 0  m illion ba rre ls  o f oil m o re  th an  th e  1 3 0  m illion 
e s t im a te d  by K n ow le s  -- o r ab ou t $ 6 .0 0  p e r ba rre l fo r each  add ition a l b a r re l o f  o il o v e r the 
B P /K n o w le s ’ e s tim a te  o f 1 3 0  m illion . A d o lla r  per ba rre l on the down s id e  v e rs u s  $ 6 .0 0  pe r 
b a r re l o n  the up side (5 0  m illion d iv id ed  into 3 0 0  m illion e q u a ls  $ 6 .0 0  a  b a r re l) .

Y o u  w ou ld  neve r get the Know les' p rop o sed  contract past the H a rva rd  S c h o o l o f  B u s in e s s . T h e )

K n o w le s ’ d e a l is a stupid dea l b a s e d  upon  K n ow le s ’ and British P e t ro le u m ’s ow n num bers .

Bu t it d oesn 't end  there . W h ile  K n ow le s  and  B P  a re  stonew alling  it and  re fu s in g  to supp ly  the 
d a t a  o n  the North S ta r o r the con trac t o r the con trac ts with A m e ra d a -H e s s , at al., m eanw hile  
H o u s e  R e s o u rc e s  Chairm an R e p re sen ta t iv e  G reen  is ho ld ing  h e a r in g s  w ithout notice, 
d e s p e ra te ly  trying to get this a b su rd  d e a l p a s t the Leg is la tu re .

F ro m  th e  o ld  d a ta  we have b e e n  a b le  to find, we can certa in ly  s e e  w hy K n ow le s /B P  a re  not 
fo rth com ing  and  why they h ave  to h ide  the d a ta  and the facts. W e  h a v e  b e e n  a b le  to find five  
o il s trik e s  out o f six tries. That’s abou t a s  g o o d  a s  it can get, O n e  o f th e  five , N orth  S ta r No. 2, 
B P  lists a s  abandoned , but that is not what the o ld  file s  indicate. T h ey  e n c o u n te re d  dow n -h o le  
w e ll p ro b le m s  ju s t a s  they e n te red  th e  pay  z o n e . S ince  they had  the c o re s  a n d  the w e ll w as 
b e tw e e n  N orth  S ta r No. 1 and  S e a l N o . 1, two big w e lls , they knew  w hat th ey 'd  have . W h y  
c om p le te  it o n ly  to have  to p lug it o f f  like  th ey  w ere  abandon ing  it?

T h is  m ay  a ls o  app ly  to S e a l N o . 4 , a  s tep -ou t listed a s  dry. It Is a  p o k e r g am e , and  th ey  have  
th e ir s h i l ls  in the gam e. If S e a l No. 4  is  not d ry , it w ou ld g rea tly  in c re a s e  the  s iz e  o f  the North 
S ta r  pro ject. S ea l No. 4  a lso  a p p e a rs  to  b e  ou ts ide  o f  the A m e rad a -H e ss , et al. le a s e s  and  on 
fe d e ra l lands. U nde r a dec is ion  that m ay b e  com ing down from  the U .S . S u p rem e  Court, S e a l 
Is la n d , e v e n  though it is an artific ia l is lan d , m ay  extend the s ta te  lan d s  in to w hat w as fo rm e rly  
fe d e r a l land , enhanc ing  the re v e n u e  to the S ta te  o f A laska .

N orth  S ta r No. 1, 6 ,0 0 0  to 7 ,0 0 0  ba rre ls  o f o il/d ay ; 4 2 - 5 2  
d eg re e  gravity oil.

North S ta r No. 2 , listed a s  abandoned , probab ly 6 ,5 0 0  to 7 ,5 0 0  
ba rre ls /d ay , 4 2 - 4 8  d e g re e  g rav ity  oil.
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S e a l No. 1, 7 ,0 0 0  to 9 .8 0 0  ba rre ls  o f o il/d ay ; 4 0  d eg re e  gravity 
o il.

S e a l No. 2, 5 ,2 0 0  to 5 ,4 0 0  ba rre ls  o f o il/d ay ; 4 0  d eg re e  grav ity 
oil.

S e a l No. 3, 5 ,0 0 0  to 8 ,0 0 0  b a rre ls  o f o il/d ay ; 4 2  d eg re e  gravity
oil.

T he  well s tep -ou ts  o f the w e lls  that they adm it a s  p rodu c tiv e  a re  abou t a m ile, e xcep t fo r  S e a l 
No. 3, 8 ,5 0 0  fe e t (1 .6  m ile s ). T he  a re a  s e rv e d  by the is lan d  with a m ile s tep -ou t is 3 .6  sq u a re  
m ile s  o r 6 .3  s q u a re  m iles fo r N orth S ta r and  S e a l Is la n d s . S o  why do  the le a s e s  c o v e r  6 0  
square  m iles fo r on ly  6 .3  squ a re  m iles if there 's noth ing  th e re ?  Even if o n e  a s su m e s  a  1 .6 -m ile  
rad iu s , y ou  h a v e  e ight sq u a re  m iles fo r  e a c h  is land , o r  a tota l o f 1 6  sq u a re  m ile s  fo r  both 
is la n d s . But the le a s e s  a re  6 0  sq u a re  m ile s  fo r  a p o s s ib le  1 6 -sq u a re -m ile  re s e rv o ir ?  It’s  a 
p o k e r gam e, and  they  h a v e  the ir sh ills  in the L eg is la tu re .

R em em ber the 9 .6  b illion  they  sa id  w ere  re c o v e ra b le  from  P ru d h oe  B ay , w hen it w as  re a lly  15  
b illion b a r re ls ?  And now  they  s a y  1 3  b illion  b a rre ls  a re  re c o v e ra b le  w hen it's re a lly  1 7  b illion  
b a rre ls ?  C an  you  rea lly  b e lieve  them when they unde re stim a te  it like that, by fiv e  b illion  b a r re ls  
o f o i l?  W h y  did P u b lic  D ocum en t 9 5 - 7 3  d is a p p e a r ou t o f th e  A la ska  O il & G a s  C om m iss io n  
office'!’ D id it le a ve  with a  departing em p lo y e e ?  W ith  a  b rand  new  3D  m ode l, why d idn 't th e  O il 
& G as  C on se rv a t io n  C om m iss ion  e ve r turn it on  to find  ou t how  to m axim ize oil re c o v e ry  from  
P ru dh oe  B a y 7  W h y  didn't the Oil & G a s  C o n se rv a t io n  C om m iss ion  e v e r turn on  tha t n ew  3D  
m ode l th e y  h ad  to find ou t how  much oil w as p rodu c ib le  w hen the re  w as  a g ro s s  d iffe re n c e  
betw een w hat th e  o il c om p an ie s  w e re  te lling  A la sk a  and  w hat the oil c om pan ie s  w e re  te lling  
the ir b a n k e rs ?  C ou ldn 't they  h a v e  tu rned  it o n  with a  fiv e -b illio n -b a rre l d is c re p a n c y ?

W e  have a ls o  found  that the North S ta r O O IP  (o rig ina l oil in p la c e ) is tw ice w hat B P  s a y s  it w as, 
s om e  2 0 0  m illion  b a r re ls  m o re  than B P  and  1 0 0  m illion  b a rre ls  m o re  than  the  3 0 0 -p lu s  that 
som e  sta te  em p lo y e e  sa id . F o u r hund red  m illion  b a r re ls  o f o il, and  high qu a lity  oil a t that.

If the 4 5  p e rc en t ra te  B P  sa id  is re c o v e ra b le , then 1 8 0  m illion  b a rre ls  a re  re c o v e ra b le  w ith an  
O O IP  o f 4 0 0  m illion. H ow ever, the  c rude  is 4 2  d e g re e  g rav ity  oil (like  so lv en t), and  w ith lo ts  o f 
g a s  to u se  in re c o v e ry . T h e  re c o v e ra b le  o il sh ou ld  a p p ro a c h  8 0  pe rcen t o r  be tte r, 3 0 0  m illion  
b a rre ls -p lu s , a b ou t tw o and  a  h a lf tim es w hat K n ow le s /B P  h a v e  been  te lling  the L eg is la tu re .

A 130  m illion b a rre ls  v e rsu s  3 2 0  m illion b a r re ls , o r 1 9 0  m illion  b a rre ls  m ore  at $ 6 .0 0  a  b a rre l is 
1.1 b illion d o lla r  d iffe re n c e . S in ce  the s ta te 's  take  on  the ex tra  5 0  m illion b a r re ls  r a is e s  the 
state's sh a re  pe r ba rre l by $ 6 .0 0  ove r and ab ove  what the Know les' con trac t an d  the  in ves tm en t 
in the le a s e s  is then  pa id  fo r, the next 5 0  m illion  m ay m ake  that a d iffe re n ce  o f $ 1 0 .0 0  p e r 
b a rre l. Sub trac ting  1 8 0  milHcn from  the 3 2 0  m illion  is 1 4 0  m illion at $ 1 0 .0 0  a  b a r re l fo r  1 .4  
billion. Add the 3 0 0  m illion fo r the first 5 0  m illion b a rre ls  o v e r Know les' p ro je c tion  o f 1 3 0  m illion , 
and you have  1 .4  billion p lus 3 0 0  million fo r  a  total o f 1 .7  b illion lost to the S ta te  o f  A la s k a  u n d e r 
the Know les/B ritish  P e tro le um  p rop o sa l.



W ha t if S e a l Is land No. 4  isn’t d ry ?  Then what is the re c o ve ra b le  o il?  W h a t is the p ro b ab le  lo s s  
to the  s ta te ?  B illions! W h e re  a re  the 1 2  North S lo p e  o f fs h o re  s tru c tu res that a re  la rg e r than  
P ru dh oe  B a y ?  W hy  d on ’t we Know? W hy isn't there a g raph  show ing the gain o r lo s s  o f d o lla rs  
a s  the b a r re ls  o f re c o v e ra b le  o il a re  le s s  than o r  g re a te r  than the  Know les' p ro je c tion  o f 1 3 0  
m illio n ?

In sum m ary , the O O IP  is twice what B P  sa y s  it is from  A m e rad a -H e ss ' num bers , and  it is a  v e ry  
high g rade  c rude that is p ro b ab ly  tw ice a s  re c o v e ra b le  a s  B P  sa y s . And why d o e s  B P  w ant to 
d ou b le  the s ize  o f S e a l Is land , acco rd ing  to an  E IS  tha t's  be ing  d o n e ?

Specu la tion  why B P  w on ’t show  the contract with A m e ra d a -H e s s ?  M ost p rob ab ly  B P  didn't buy 
the le a s e s  P ro b a b ly  B P  ge ts a  sh a re  com m ensu ra te  with B P ’s ab ility to bea t down the  s ta te . 
T h e re ’ s p rob ab ly  an  A la s k a  con trac t and  an o ffs h o re  c on tra c t (C a r ib b e a n ? ) be tw een  B P  and  
A m e ra d a -H e s s  that c a lls  fo r  B P  to give its C o lum b ian  o il fo r  A m e rad a -H ess ' N orth S lo p e  oil. 
A m e rad a -H ess ’ C a ribbean  re fine ry  is 5 0 0 ,0 0 0  b a rre ls  a  d a y , if m y m em ory  s e rv e s  m e co rrec tly . 
It’s a big one . BP 's C o lum b ian  oil going to A m e rad a -H ess , which w ou ld  re lie ve  its e x c e s s  o il in 
the C aribbean , G u lf C oa s t and East C oast; BP w ou ld  th en  take  A m e rad a -^  j s s ’ o il and  s e ll it to 
Japan , K o rea  o r Taiw an . S o  if B P  can't pu ll o ff the scam  on  the s ta te , B P  p rob ab ly  d oe sn 't get 
in on  the  North S ta r  le a s e s .

S u pp o sed ly  A m e ra d a -H e s s , et al., h a s  2 8 8  m illion d o lla r s  in vested  in N orth S ta r, and  you  can  
bet you r bottom d o lla r B P  hasn't cough ed  up any 2 8 8  m illion  d o lla rs , n o r w ou ld  A m e ra d a -H e s s  
se ll. Tw o hundred eighty-eight m illion rep resents abou t one-th ird  o f the deve lopm en t cos ts , and  
they ’d have  to spend an o th e r 5 0  to 1 0 0  m illion d o lla rs  to a b an d on  N orth  S ta r and  S e a l Is lan d s , 
leaving behind at le a s t five w e lls  that can p roduce o ve r 3 7 ,5 0 0  b a rre ls  a  day . No w ay in a  w arm  
p lace . They'd h ave  to b e  b loom ing idiots. I wish they w ou ld  a b an d on  N orth  Star, and  I bet A rco  
does , too . The  next b idd e r w ou ld  get 2 8 0  m illion d o lla rs ' w orth  o f  im p rovem en ts and  fiv e  w e lls  
ab le  to p roduce 3 7 ,5 0 0  b a r re ls  o f o il/day , p lus a  g o o d  sh o t that it Is much la rg e r than that, that 
a ll 6 0  s q u a re  m iles a re  v a lu a b le , not ju s t six sq u a re  m ile s  o r  1 6  sq u a re  m iles . N oth ing like 
th inking in te rm s o f  th e  p e o p le 's  o il com pany  o r  th e  P e rm an en t Fund  D iv idend  oil c om pany . 
A fte r a ll, the o il c om p an ie s  h ire  independen t e xp e rts  fo r  a ll th e  w o rk  they  do  -  w hat w ou ld  be 
th e  d iffe re n c e  if a  c o rp o ra t io n  w as set up to h ire  the s am e  in dependen t exp e rts  th ey  d o  to 
d e v e lo p  the N orth  S ta r  p ro je c t?

J e rry  M cCutcheon  
P . O. B ox  2 4 1 6 2 3  
A ncho rag e , A la sk a  9 9 5 2 4
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S e n .  J u d y  S a l o  
S e n .  L o r e n  L e e m a n

Re: B P  lease n e g o t i a t i o n s  at N o r t h s t a r

April 23. 1996 “Pft -:oc

D e a r  G o v e r n o r .  S e n a t o r s ,  a n d  R e p r e s e n t a t i v e s :

I w o u l d  like to e x p r e s s  m y  s t r o n g  o p p o s i t i o n  to the  r e c e n t  

n e g o t i a t i o n s  w i t h  B P  c o n c e r n i n g  r e n e g o t i a t i o n  o f  t h e  n e t  profits a n d  

royalty' t e r m s  o f  the  N o r t h s t a r  oil field. I b e li ev e r e n e g o t i a t i n g  t h e  

t e r m s  for this field is a  b a d  d e a l  for the A l a s k a n  r e s o u r c e  o w n e r  a n d  

is u n f a i r  to t h e  larger oil industry'. I w o r k  as  a  p e t r o l e u m  g e o l o g i s t  in 

A l a s k a  a n d  m y  o b j e c t i o n s  to t h e  N o r t h s t a r  d e a l  a r e  t h e s e  tw o :

1. P r o b a b l e  r e s e r v e  g r o w t h ”at N o r t h s t a r

T h e  p r o p o s e d  t e r m s  r e p o r t e d  in t h e  p r e s s  s h o w  A l a s k a  l o s i n g  m u c h  

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

e s t i m a t e d  a n d  r e c e i v i n g  m o r e  i n c o m e  if the  field is s m a l l e r  t h a n  

e x p e c t e d .  H o w e v e r ,  a  typical oil field i n c r e a s e s  r e s e r v e s  b e t w e e n  2 

a n d  3  t i m e s  f r o m  t h e  t i m e  o f  first d i s c o v e r y  to last e v e n t u a l  

p r o d u c t i o n .  T h i s  r e s e r v e  g r o w t h  o c c u r s  b e c a u s e  o f  initial 

c o n s e r v a t i v e  e s t i m a t e s  m a n d a t e d  b y  t h e  S E C ,  b y  c o n s e r v a t i v e  

e s t i m a t e s  b y  t h e  c o m p a n y  itself, b y  a p p l i c a t i o n  o f  u n e x p e c t e d ,  n e w  

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

p e r f o r m a n c e  o f  the  reservoir. M a n y  c o m p a n i e s  c o u n t  o n  r e s e r v e  

g r o w t h  a n d  w o r k  it into their f u t u r e  e x p e c t a t i o n  a n d  u p s i d e ,  e v e n  

t h o u g h  t h e s e  a r e  n o t  officially b o o k e d  reserves. R e s e r v e  g r o w t h  o f  2 

to 3 t i m e s  t h e  original e s t i m a t e  is typical for t h e  w o r l d w i d e  industry' 

a n d  n o t  u n u s u a l .  O n  th e N o r t h  S l o p e  o f  A l a s k a ,  e v e r y  field o f  w h i c h  I 

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

e x c e p t i o n  o f  t h e  L i s b u r n e  Field, d i s c u s s e d  b e l o w .

Oil r e c o v e r y  f r o m  P r u d h o e  B a y ,  K u p a r u k .  a n d  E n d i c o t t  Fields a r e  n o w  

far in e x c e s s  o f  original e x p e c t e d  r e c o v e r y .  K u p a r u k  is a n  e x a m p l e  o f  

a  field that  h a s  n e a r l y  d o u b l e d  t h e  e x p e c t e d  p r o d u c i b l e  r e s e r v e s  a n d



y ields m o r e  oil t h a n  r e s e r v o i r  p a r a m e t e r s  w o u i d  predict. A  " f u d g e  

factor" is u s e d  to i n c r e a s e  e x p e c t e d  o u t p u t  f r o m  w e l l s  b e c a u s e  

e x p e r i e n c e  h a s  s h o w n  t ha t  the r e s e r v e s  a r e  s y s t e m a t i c a l l y  

u n d e r e s t i m a t e d ,  e v e n  w i t h  v e r y  g o o d  r e s e rv oi r d a ta . T h e s e  fields 

t h a t  p e r f o r m  s o  we l l  a r e  clastic ( s a n d s t o n e )  reser vo ir s a n d  N o r t h s t a r  

is o f  this type. It is a  r e a s o n a b l e ,  b a s e d  o n  p a s t  e x p e r i e n c e ,  for t h e  

N o r t h s t a r  r e s e r v e s  to i n c r e a s e  o v e r  its life a n d  this i n c r e a s e  will 

likely b e  in t h e  r a n g e  o f  2 to 3 t i m e s  to d a y ' s  e s t i m a t e .  T h i s  w o u l d  b e  

t h e  e x p e c t e d  case. It is e x a c t l y  in this s c e n a r i o  t h a t  t h e  State o f  

A l a s k a  is g i v i n g  u p  t h e  m o s t  v a l u e  in t h e  c u r r e n t  r e n e g o t i a t i o n  a n d  I 

fe a r  A l a s k a  will lose m u c h  i n c o m e  in t h e  l o n g  r un.

T h e  o n l y  e x c e p t i o n  to r e s e r v e  g r o w t h  for N o r t h  S l o p e  fields tha t  I 

k n o w  o f  is t h e  L i s b u r n e  field, w h i c h  is a  c a r b o n a t e  ( l i m e s t o n e )  

reservoir, w h i c h  is significantly diff er ent  f r o m  t h e  clastic reservoirs. 

S o  far t h e  L i s b u r n e  F ield h a s  b e e n  a  d i s a p p o i n t m e n t  a n d  l i m e s t o n e  

h o ri z o n s  h a v e  u n d e r  p e r f o r m e d .  H o w e v e r ,  l o w e r  d o l o m i t e  z o n e s  in 

t h e  L i s b u r n e  w e r e  drilled in 1 9 9 4  a n d  t h e  first w e l l  in t h e s e  l o w e r  

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

in t h e  l i m e s t o n e .  T h i s  w el l  ( N K - 2 6 )  h a s  p r o d u c e d  1.2 m i l l i o n  b a r r e l s  

o f  oil in a b o u t  2  y e a r s  a n d  m o r e  wells a r e  p l a n n e d  for  this interval.

It r e m a i n s  to b e  s e e n  if t h e  L i s b u r n e  Field in th e e n d  will r e m a i n  a  

d i s a p p o i n t m e n t .

2. L e v e l  P l a y i n g  Field

E x p l o r a t i o n  in A l a s k a  is b a s e d  o n  all c o m p a n i e s  h a v i n g  a n  e q u a l  

o p p o r t u n i t y  to b i u  a n a  p ar ti ci pat e in th e pr ocess. I find the p r o c e s s  

o f  r e n e g o t i a t i n g  freely b i d  lease t e r m s  o f f e n s i v e  to fair p l a y  a n d  I 

fe a r  it will in t h e  l o n g  r u n  t e n d  to u n d e r m i n e  t h e  l e a sin g p ro c e s s .  

A m e r a d a  a n d  B P  w e r e  b o t h  well a w a r e  o f  t h e  i m p l i c a t i o n s  o f  t h e  

lease t e r m s  a t  N o r t h s t a r  a n d  willingly a g r e e d  to t h e  lease 

stipulations. If t h e s e  c o m p a n i e s  m a d e  a  p o o r  b u s i n e s s  decision. 

A l a s k a  h a s  n o  o b l i g a t i o n  to b e  a  safety' ne t f or  t h e m .

I f i n d  it p a r t i c u l a r l y  o f f e n s i v e  that B P  is u s i n g  a  political p r o c e s s  to 

c i r c u m v e n t  a g r e e d  lease t e r m s .  T h i s  a p p r o a c h  r e w a r d s  c o m p a n i e s  

t h a t  c a n  m u s t e r  t h e  m o s t  political p r e s s u r e  a n d  h a s  t h e  s h a r p e s t  

ne g o t i a t o r s ,  it a l s o  o p e n s  the  political p r o c e s s  to i m m e n s e  p r e s s u r e  

f r o m  t h e  oil i n d u s t r y .  If B P  is s u c c e s s f u l  1 w o u l d  e x p e c t  e v e r y  o t h e r  

c o m p a n y  to c o m e  w i t h  r e q u e s t s  for relief a n d  t h e  S tat e will b e  h a r d  

p r e s s e d  to d e n y  t h e s e  r e q u es ts.  W e  h a v e  a l r e a d y  s e e n  L'nocal at t h e



ta b l e  w i t h  relief r e q u e s t s  for C o o k  Inlet fields. T h e  r e n e g o t i a t i o n  

w i t h  B P  feels like special t r e a t m e n t  a n d  a  c o z y  relationship.

I feel if B P  c a n n o t  d e v e l o p  N o r t h s t a r  u n d e r  t h e  v e r y  o n e r o u s  lease 

t e r m s ,  t h e  lease s h o u l d  r e t u r n  to t h e  S tate a n d  b e  r e o f f e r e d  u n d e r  

n e w  t e r m s  to all parties, i n c l u d i n g  BP. T h i s  i n s u r e s  that e v e r y o n e  

h a s  e q u a l  o p p o r t u n i t y '  to p art icipate a n d  b i d  t h e  v a l u e  t h e y  feel is 

a p p r o p r i a t e .  T h i s  s y s t e m  o f  l e a sin g at b o t h  State a n d  F e d e r a l  levels 

h a s  historically b e e n  h i g h l y  s u c c e s s f u l  in g e n e r a t i n g  h i g h  v a l u e  for 

lease tracts.

I a p p r e c i a t e  t h e  o p p o r t u n i t y  to e x p r e s s  m y  v i e w s  a n d  t h a n k  y o u  for 

y o u r  c o n s i d e r a t i o n .

S i n c e r e l y  y o u r s

. i'u C c z ^ i I

G e r r y  V a n  K o o t e n  

4 5 5 1  East 1 3 5 t h  A v e .

A n c h o r a g e ,  A k  9 9 5 1 6  

9 0 7 - 3 4 5 - 7 9 0 0
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To whom it may concern:
Does the Northstar legislation resemble the Teapot Dome oil &candal?
From: The Worldbook Encyclopedia 1996, ‘Teapot Dome was one of the most 

notorious government scandals in United Slates history. It occurred in the 
Administration of President Warren G. Harding and contributed to his low standing 
among U.S. Presidents.

Committees of the U.S. Senate and a special commission investigated the 
scandal from 1922 to 1920. The investigators found that Secretary of the Intenor Albert 
B. Fall had persuaded Harding to transfer control of three naval oil reserves from the 
Navy Department to the Departmont of the Interior in 1921. Fall leased the reserves, at 
Elk Hills, Calif., and Teapot Dome, Wyo., mostly w ithout com petitive biddng\o the 
pnvate oil companies of Edward L. Doheny and Harry F. Sinclair in 1922. For helping 
to arrange the Elk Hills transfer, Fall received e "loan" of $100,000 from Doheny. For 
the Teapot Dome transfer, Fall recieved more than $300,000 in cash, bonds, and 
valuable livestock from Sinclair. Fall resigned in 1923 and joined Sinda'r’s oil 
business.

In 1927. the government successfully sued to cancel the leases. In 1929. Fall 
was convicted of accepting a bribe, fined $100,000 . and sentenced to a year in pnsion. 
He was the first Cabinet member ever to go to jail for crimes committed while in office." 
end of quotation.

Facts and history: the Northstar oil leases were competitively leased between 
1979 and 1903, The leases were set up with fixed cash bonuses of $075 per acre. $3 
million per leaso or $15 million was required for all the leases as e fixed bid bonus 
The solo competitive bid variable was how much the winning bidder was willing to 
give the state. The winning bidders ag-eed to give this state an average of 90% of the 
net profits from the Northstar oil field. One year ago British Petroleum entered into the 
contract with the state when it acquired the leases from Amerada Hess.

Some direct quotes from the Senate Resources Committee Substitute for SB 
318 (Northstar Lease Amendment) : BP Exploration (Alaska) Inc’s, president Mr 
Morgan, has testified, "In making that aquisition (purchase of the Northstar loasesj we 
dd  understand and it was clear to us that the issue of net profit leases presented a 
problem, and a problem would need to be overcome with the state if development was 
to proceed." (Page 5 da ft). "Both BP Exploration (AJaska) Inc.'s Resident, Mr Mcrgan, 
and Department of Nahxal Resources Commissioner Shively have testified that at 
sometime between January and April 1995, before the Departm ent o f N attral 
Resources approve! o f B P  Exploration (A laska) In c. s  revised  Plan o f Developm ent 
and extension fa r the N orthstar Unit, B P  Expkraton (A laska) Incapproeched the 
adrrm iskation. asking that it  support the incorporation o f provisions that m xjfd allow  
the com m issioner o f the Departm ent o f N ahraf R esources to m odfy net p ro tit $tu» e 
term s of oil and gas leases in the royalty modfication le g a t io n  that the 
administration had requested last session (H 9 207).* (Page 11 da ft). However, under
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the bill, this strategy only works rt the oil company shows dea r and convincing 
evidence that development would be uneconomical^ feasab le . “According to BP 
Exploration (Alaska) Inc.’s President, Mr. Morgan. 'W e have never argued that 
development of Northstar could not be profitable under the terms including the net 
profit arrangements. In profitability in terms of return on capital, this would be possible. 
This is not a marginal oil fieid.’  (Page 8 d a ft ). BP  Exploration (A laska) Inc.’s  Resident. 
Mr. Morgan, has testified" . . .  that with the net profit arrangement in place, at the level 
that it exists. BP would not be prepared to go ahead with the development of a 
Northstar project, even though, if you run the economics, you can show that the return 
is a sound sort of return on investment," (Page 8 d a ft ) . D oes this sound like bargaining 
in good faith and honoring their contract or a premeditated breach of contact to you?

Our Governor and BP  entered into an ayeem en t that must then be ratified by 
our legislature. The original contract is to be replaced. A laska will give up all of the net 
profit share in return for replacing our current royalty share o f 20%  for a new royalty 
share of 20% escalating upto 27 .8%  based upon oil price increases. "As to whether 
the Department o f Natural Resources, in the course of its negotiations with BP 
Exploration (A laska) Inc. had considered whether to add som e sort of corrective factor 
to the ayeem ent to compensate if the reserves ultimately prove to be considerably 
larger than estimated, Commissioner Shively has testified "w® did have a proposal at 
one time on the table that would have taken that into account. That's not where we 
ended up." (Page 17 d a ft ). The Federal Government owns two of the leases in the 
Northstar Unit. These Federal Government oil leases req u re  BP  to give them a 16 
2/3% royalty escalating upto a maximum of a 65%royafty a s  the price of oil increases. 
Northstar is estimated to contain 130 million barrels o f oil, if the field yields 180 million 
barrels and were produced under the existing profit-sharing provisions the state would 
recieve $900 million dollars, or 50 %  more than the $600  million under the BP  - 
Knowles proposed ayeem en t. The BP - Knowles legislation represents a potential 
loss to the state of $300 million.

What happens if the price of oil or prodiction goes up? Kevin Banks, state 
petroleum economist, explained that the net-profit sharing arrangement would be a 
gusher for the state if Northstar does better than expected * if oil prices should head 
skyward or if the field p rod iced a lot more oil than the 130 million barrels projected. 
T h e  net*profit share really p o irs  rn,“ Banks said. (P ag e  16 Draft). For example,130 
million barrels of oil multiplied by each $10 price increase in oil yields $1 .3 billion 
dollars. Alaska would get 90%  (after B P ’s  expenses) of any increases in the price of oil 
if the onginal contract remains in place. This new Northstar legislation proposed by the 
administration and the commissioner of revenue clearty fails to protect the slates 
upside and therefore best interests.

What happens if the state does nothing and waits f a  B P ’s new development 
agreement to expire in April of 1998? Alaska could require B P  to develop the leases 
and either start p rod idng  oil or the leases would revert back to the state. How much 
money would Alaska make if we released Northstar? A laska originally charged a fixed 
bonus of $15 million f a  the loases. Without this fixed bonus amount, and with a 
competitively bid bonus: A laska can make an analogy based upon the $81 million 
dollars the Federal Government recieved as a competitively bid bonus in 1980 f a  hs 
two Northstar leases "Based upon its review of the bonus revenue recieved f a  the



federal leases within the Nortstar Unit, which were leased with a 16 2/3 percent sliding 
scale royalty and the bonus bid as the variable, the Department of Natural Resources 
estimates the state’s Northstar Unit leases could have brought $268 ,406 ,052 , as 
opposed to the $15 ,469 ,000 actually recieved, had the leases been ottered with a 
1 2 1 /2  percent royalty, no net-profit share and with the bonus bid as the bid variable." 
(P ag e  10 Draft). Ken Boyd, the director of the division of oil and gas. has testified that 
"BPXA currently estimates that 76 .8  % of the recoverable reserves underlie the stato 
lea ses in the Nortstar Unit (N SU )." (Page 8 Draft).Then based upon the $81 million the 
federal government redeved for 2 3 .2  %  of the oil, tha state could recieve tfaee times 
the competitive bonus bid that the federal governments leases brought in 1980  or 
$ 242  million under ths same terms. The Northstar Legislative Bill, by request of the 
governor, states. 'The legislature finds that because of the development account 
provisions of the net profit share leases, the later that these leases are developed, the 
le ss  "net profits" the state recieves." This statement is refuted in an April 3, 1996 
memorandum from Kevin Banks, state petroleum economist, to Ken Boyd, director of 
division o f oil and gas. 'In response to Senator Halford's request about the effect on 
the economic benefts if a lawsuit de lays development of the Northstar Unit. I analyzed 
the effect on economic benefits caused by a delay for any reason. in  short, any delay 
in cre a se s the econom ic o en efits to the sta te  W hi-.' decreasing the econom ic b en efits to 

B P X A : Besides the development account o f $262 million Rawing interest at the prime 
rate  of 8 2 5  % amounts to $21 1/2 million. If BP  jepardizes oil production until there 
development plan expires in April of ; 998. the future bonus bids will more than make 
up for the states loss of $43 million ir . i n t e r s  accruing over these two years. P lus the 
state has the option of suing BP  to recover this money, since BP  obviously did not 
come into the contract they entered into with the state in good faith. BP is merely 
attempting exhortation - by holdng the state hostage unless we renegotiate these 
lease  contracts for B P ’s further benefit. On page 122 of the 1995 report, ‘ Review of 
International Competitiveness of A laska ’s Fiscal System ’  (Little Report), the Arthur D. 
Little Co. concluded “{Oil] companies generally look for a rate cf return of about 15 
% ...* (P age  8 Draft). Then Alaska could definitely rebid these oil leases for a 20 % 
royalty with 80 % - 85 % of the net profits going to the state.Tbis would give any oil 
compay over 15 %  of the net profits. However, since it is a matter of record that two 
other oil companies besides B P  entered into negotiations with Amerada Hess for the 
Northstar leases - oil companies are willing to develop and accept a profit of "10 % 
with the net profit share lease term s,' (Page 10 Draft) Once again the administration 
and the commissioner of natural resources have failed to protect this states best 
interests. The question is if the legislature is going to join them?

Are A laska’s oil fields competitive and profitable to the oil industry in a global 
environment? Alaska's oil fields are virtually the most profitable in the world because 
most of them were leased for only a 1/8 th share or a  12 1/2% slate royalty with no net 
profits going to the state. Let’s compare A laska to Kuwait: Alaska produces almost 1 .8 
million barre ls of oil per day and Kuwait produces 1 .8 million barrels of oil per day. 
A laska has a population of 600 ,0 00  people and Kuwait has a population of 2 million 
people, but only (39 %) 780 .000 of them are Kuwaiti nationals. Kuwait offers its 
citizens free medical, college and government jobs etc.. Alaska now denies its 
impoverished senior citizens state funded eye glasses, hearing aids and dentures. Oil
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companies can now make windfall profits by selling A laska's oil in overseas markets 
like Japan where gasoline now retails for $4 .14  per gallon, since the export ban on 
Northslope crude oil was lifted. One third, but upto 1/2, o f Alaska's oil is typically 
refined into gasoline. Over 50% of Alaskan orude is refined into gasoline, jet fuel and 
diesel fuel which all sell for over $1 .00 per gallon. BP , Arco and Exxon are all vertically 
integ-ated oil companies - meaning they make profits every step of the way in 
shipping, refining and marketing petroleum, upto and including when it reaches the 
consumer at the gasoline pumps.The amount of oil exported out of Alaska per day (1 .6  
million barre ls) divided by its population (600 ,0 00  people) equals 3 barrels or 126 
gallons of oil produced for each Alaskan every day. Furthermore, "Based upon BP 
Exploration (A laska) In c ’s estimates of recoverable rese rves and project development 
costs, the Northstar Unit has a per barrel development cost of $2.90. F a  comparison . 
B P  Exploration (A laska) Inc.’s estimated per barrel costs of developing each are: 
Kuparak (1962 ) - $6 .65 per banel; Endicot (1985 ) -$ 5 .4 0  per barrel; Pruchoe Bay Unit. 
GHX (1 992 ) $4 .45 per b a rre l..." (Page 9 Draft). The fact that Northstar oil is lighter 
crude oil. being almost half of the density of frud hoe  Bay crude also must be taken 
into consideration - this greatly enhances oil production and recoverability. A study 
published in 1993 by Richard Fineberg states. "If these operations were controlled by 
one firm (in fact, three companies controll mcr« than 90 % of Alaska's production and 
pipeline facilities), that company would rank among the five most profitable industrial 
corporations in the nation."

Is the Northstar legislation even legal? If this legislation is enacted, the 
Northstar oil leases change from being competitively bid oil leases to uncompetitively 
bid so le source awards of spedaJ interest legislation by the legislature. It will 
discourage independent oil companies because A laskan oil leases are given to 
politically connected oil companies - oil companies that were outbid. If these initial oil 
companies whose bids would have brought the state mere money than B P 's  
proposed renegotiation litigate - then A laska is liable to pay stupendous damages 
How will the legislature reconcile the Northstar legislation with the Alaska Statutes?
Will they put a BP  disclaimer (ie. except B P ) ‘m the following statutes? AS 38 .0 5 .1 8 0
(a ) The legislature finds that (1 ) the people of A laska have an interest in the 
development of the states oil and gas resources to (B ) maximize competition among 
parties see t . ^ to e xp la e  and develop the resources. AS 38 .05 .920  Assignment, (b ) 
...the ass ign fc  or sublessee is subject to tho provisions o f laws and regulations 
applicable to the contract or lease. AS 38 .05 .180  (w ) ... noncompetitive leasing is 
prohibited.

Is the Northstar legislation unconstitutional? Ak. Const.; Article 8; Sec. 2 ; "  The 

ie g r's/a tire  sh aft provide fo r the utilization , developm ent, and conservation o f a ft 

natural, reso u rces belonging to the State, in ckjd n g fan d and w aters. fo r the m axim um  
b en efit o f its  people. ' In the aforementioned, shall does not mean may and 
conservation means wise use. The state leased the oil rights at the Northstar field 
pursuant to the constitutional mandate to obtain the maximum public benefit. There 
has to bo some some equal exchange - or mutuality of consideration - in order to make 
a material change in a competitively bid contract, the benefits cannot be one sided.
The re st is  that if  d isp eo p le o f A laska redeye the maximum pubfic benefit then it  is  

consttub on a ! a n d if B P  recreves the maximum ben efit tom  renegotiating these
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/eases then ft/s unconstitutional. There can bo no loss o f state revenues The Alaska 
Legislature has sworn to uphold the A laska Constitution. Ak. Const.; Article 2. Sec 19; 
'The legislative shall pass no local.or special act if a  general act can be made 
applicable.' “A laska's Constitution: A Citizen's Guide," by Gordon S. Harrison states, 
"For the most part, special and local acts amounted to legislative dspensation of 
favors and preferences to powerful interests - private, corporate, or municipal." 'Laws 
should apply uniformly throughout tha state. Provisions to ensure that they do not 
selectively benefit or discriminate against a particular community, corporation, or 
individual, are found in many state constitututions." Ak. Const.; Article 8; Sec. 8. 'The 
legislature may provide for the leasing of the public domain ... and for forfeiture in the 
event of breach of conditions."

W as our now deceased former U .S. Senator and statesman clairvoyant? From, 
'A laska's Constitutional Convention', by Victor Fisher (a lso  a delegate to A laska’s 
constitutional convention and former state senator) at page *130  and 131, "Bartlett, 
Alaska's delegate in C o n fe s s , urged the convention to protect Alaska from the robber 
baron philosophy ... that had worked against A laska in the past. He pointed out that 
while A laska had experienced exploitation on a g~and scale, the potential for future 
exploitation of natural resources of was infinitely greater than anything the state had 
ever seen to d a te . ... Two very real danger* are present. The first, and most obvious, 
danger is that of exploitation under the thin guise o f development. The taking o f 

A laska s  m ineral reso u rces w ithout h aving sem e reasonable return fo r the support o f 

A laska s  governm ental se rv ice s and the use o f ad the people in  A laska w ifi m ean a 

b etra yalin  the adm ihisdation o f the peopfe’s  w ealth. The second danger is  that 
outside in tere sts, determ ined to stifle  any developm ent in  A laska wfuch m ight com pete 
with th eir a ctiv itie s elsew here, wdf attem pt to aq u re g reat areas o f A la ska 's public 
lan d s in  order N O T to  develop them  u n til such tim e a s, in  the om nipotence and the 
pursuance o f th eir own in terests, they see tit ’

D oes the uncompetitive bidding in the Teapot Dome oil scandal compare to the 
uncompetitive biddng in the Northstar oil scandal'" D oes it take a Harvard MBA to see 
the corruption involved? Rep. Kay Brown amply described the correct sentiment in a 
similar piece of oil legislation in a floor debate when she said, Madam speaker, th is is  
not a partnership. Th is is  what a bud does to a c o w r

Mike Bruner
T V L

(Rep ly requested.)
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With passage of this bill, early development of the Northstar field is possible. Full oil production is anticipated by 1999. 
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income taxes. The state will a lso receive nearly 57  million as its share  o f federal royalties from the federal lease tracts in the 
Northstar U n it _
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S tiu  Revenues (without Northstar Lease Ameaouiests) .

State State . State State Share Severance Spill <fc Property Corporate Total State
Royalty Supplemental ofFederal Tax Conserv. Tax* Income Tax Revenues

Royalty Royalty Tax • •
(Thousands of 1996 Dollars)

1996 SO.O .50.0 SO.O SO.O SO.O SO.O $0.0 • $0.0
1997 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
1998 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
1999 0.0 0.0 0.0 0.0 0.0 0.0 (477.1) (477.1)
2000 0.0 0.0 0.0 0.0 0.0 *2SJ (835.9) (7.6)
2001 3,868.9 0.0 247.4 0.0 45.6 1,5412 (1,173.8) 3.535J
2002 35.778.5 0.0 2087.7 16.171.7 407.2 42453 21143 61,674.6

539,647.4 SO.O 52,535.1 516,171.7 $452.8 $7,620.8 5297.5 $66,725.2

State Revenues (with Northstar Lease Amendments)
Stale State State State Share Severance S p ill* Property Corporate Total State

Royalty Supplemental ofFederal Tax Conserv. Tax* ■ Income Tax Revenues
Royalty Royalty Tax

(Thousands of 1996 Dollars)
1996 50.0 50.0 SO.O SO.O SO.O SO.O (5477.1) ($477.1)
1997 0.0 0.0 0.0 0.0 0.0 761.4 (834.1) (727)
1998 3.625.3 0.0 231.8 0.0 50.1 2343.9 (1213.4) 5,037.7
1999 35,631.3 42.5 2278.2 16.10L5 447.4 3,914.3 2767.6 61,183.0
2000 35,735.3 680.0 2284,9 13,487.8 4321 4,771.2 2594.3 60,386.1
2001 34,391.3 1,969.0 2,231.0 12,6817 406.5 4,586.5 3,440.7 60,208.1
2002 29.599.9 2.387.4 1.8925 7.949.5 330.6 4.293.8 3034.1 50.187.9

5139,484.1 S5,578.9 58,918.5 550,221.5 51,666.7 520,671.1 59,9 L21 $236,453.0

Change in State Revenues (with Northstar Lease Amendments)
State State State State Share Severance Spill & Property Corporate Total Stam

Royalty Supplemental ofFederal Tax Conserv. Tax* Income Tax Revenues
Royalty Royalty Tax

(Thousands of 1996 Dollars)
1996 SO.O $0.0 SO.O 50.0 50.0 SO.O ($477.1) ($477.1)
1997 0.0 0.0 0.0 0.0 0.0 76L4 (834.1) (727)
1998 3,625.3 0.0 231.3 0.0 50.1 2343.9 (U13.4) 5,037.7
1999 35,631.3 425 2,278.2 16,10121 447.4 3,914.3 3,244.7 61,659.9
2000 35,735.3 680.0 2284.9 13,487.8 4321 3,9429 3,830.2 60,393.7
2001 31,0229 1,969.0 1,983.6 126827 36L0 2039.3 4,614.5 54,673.0
2002 (6.178.6) 2387.4 (395.1) (8.2222) (76.5) 48.5 449.9 (1L486.7)

$99,336.7 $5,578.9 $6,383.4 534,049.8 $1,214.1 $13,050.3 $9,614.7 $169,727.8

• Approximately 75 percent of this amount may go to the North Slope Borough.
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B P  EXPLORATION

BP Etptoruion (Atatkt) Inc 
100 E ld  Banun B o i m r t  
P.O. Bob 1NC1*
Anchorite. A te ta  9*5194412 
£907) £44-5*23

A p ril 29,1996

The Honorable Ramona Barnes, Chair 
House World Trade and Stare/Federal 

Relations Committee 
Alaska State Legislature 
State Capitol 
Juneau, Alaska 99801

Dear Representative Barnes:

The development of the Northstar fie ld is an important project to the residents o f Alaska 
and BP Exploration. Northstar development w ill provide jobs for Alaskans, new 
business opportunities for Alaskan businesses, and significant revenues to the state.

BP Exploration has voluntarily and publicly committed to recruit and hire qualified 
Alaska residents for the Northstar' Development. We have also publicly com mined to 
encourage Northstar contractors to recruit, hire, and train, when necessary, Alaska 
residents.

Furthermore, BP has voluntarily and publicly committed to use Alaska contractors to 
build in Alaska Northstar production and processing modules. BP has committed to 
spend S30 - 40 million to ouild in Alaska the larger and more complex modules for 
assembly for sealift providing that suitable facilities to do this arc available. We are 
working with our contractors to do everything possible to ensure the facilities w ill be 
available.

Our reputation depends on our honoring these commitments and reporting our results to 
the people o f Alaska.

We appreciate the opportunity to provide comments to your committee.

Sincerel"
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MARY L. PATC 
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E i d e  &  M i l l e r
A P*orC5StONAL CORPORATION

a t t o r n e y s  a t LAW

A p r i l  2 6 , 1996

425 C 57JJCF.T, SUITE 930 

ANCHORAGE. ALASKA 99SCM 
TCLEPHGNtf (907) 279-0930 

TAa (007) 279 - 0033

B i l l  A l l e n
VECO C o r p o r a t i o n
813 W, N o r t h e r n  L i g h t s  B l v d
A n c h o r a g e ,  AK 99503-2495

R e :  P r o p o s e d  c h a n g e s  t o  t h e  N o r t h s t a r  l e g i s l a t i o n
r e g a r d i n g  l o c a l  h i r e

D e a r  B i l l :

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

I .  R e s i d e n t  H i r e  P r o v i s i o n s  H a v e  C o n s i s t e n t l y  B e e n  S t r u c k  D own  
a s  U n c o n s t i t u t i o n a l .

I t  i s  c l e a r l y  i l l e g a l  f o r  p u b l i c  e n t i t i e s  t o  
d i s c r i m i n a t e  a g a i n s t  n o n r e s i d e n t s .  N u m e r o u s  s t a t e  a n d  f e d e r a l  
c o n s t i t u t i o n a l  p r o v i s i o n s  p r o h i b i t  a  s t a t e  f r o m  d i s c r i m i n a t i n g  
a g a i n s t  n o n r e s i d e n t s  • e m p l o y m e n t  a n d  o t h e r  m a t t e r s  f o r  n u m e r o u s  
r i g h t s  a n d  p r i v i l e g e s .  T h e  r i g h t  t o  e a r n  a  l i v i n g  i 6 c o n s i d e r e d  
a n  i m p o r t a n t  c o n s t i t u t i o n a l  r i g h t  a n d  t h e  s t a t e  i s  p r o h i b i t e d  
f r o m  f a v o r i n g  r e s i d e n t s  o v e r  n o n r e s i d e n t s  i n  e m p l o y m e n t  
d e c i s i o n s .  S t a t e  v .  E n s e r c h  A l a s k a  C o n s t r u c t i o n .  I n c . . 787 P . 2d  
6 2 4 , 632 ( A l a s k a  1989 ) .

T h e  c o n s t i t u t i o n a l  p r o v i s i o n s  p r o h i b i t i n g  
d i s c r i m i n a t i o n  o n  t h e  b a s i s  o f  r e s i d e n c y  a r e  n u m e r o u s ,  i n c l u d i n g  
t h e  P r i v i l e g e s  a n d  I m m u n i t i e s  C l a u s e ,  t h e  C om m e r c e  C l a u s e  a n d  t h e  
E q u a l  P r o t e c t i o n  C l a u s e s  o f  b o t h  t h e  U n i t e d  S t a t e s  a n d  A l a s k a  
C o n s t i t u t i o n s .  I n  r e c e n t  y e a r s ,  A l a s k a  h a s  b e e n  a t  t h e  f o r e f r o n t  
i n  p a s s i n g  l a w s  ( p a r t i c u l a r l y  e m p l o y m e n t  l a w s )  t h a t  f a v o r  A l a s k a  
r e s i d e n t s .  A l m o s t  w i t h o u t  e x c e p t i o n ,  t h e s e  l a w s  h a v e  b e e n  s t r u c k  
d ow n  a s  u n c o n s t i t u t i o n a l .  U n c o n s t i t u t i o n a l  l a w s  h a v e  i n c l u d e d :

ft
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* F o r m e r  AS 3 8 . 4 0 .0 1 0  e t .  e g g . ,  w h i c h  r e q u i r e d  A l a s k a  h i r e  f o r
w o r k  p e r f o r m e d  i n  t h e  d e v e l o p m e n t  o f  r e s o u r c e s  p u r s u a n t  t o  
A l a s k a  o i l  a n d  g a s  l e a s e s .  T h e  U n i t e d  S t a t e s  S u p r e m e  C o u r t  
h e l d  t h a t  t h i s  l a w  v i o l a t e d  t h e  P r i v i l e g e s  a n d  I m m u n i t i e s  
C l a u s e  a n d  C o m m e r c e  C l a u s e s  o f  t h e  U n i t e d  S t a t e s  
C o n s t i t u t i o n .  H i c k l i n  v .  O r b e c k . 437 U . S .  518 ( 1978 ) .

* A l a s k a  S t a t u t e  3 6 . 1 0 . 010 , r e q u i r i n g  t h a t  p u b l i c  c o n s t r u c t i o n
p r o j e c t s  b e  p e r f o r m e d  a l m o s t  e n t i r e l y  b y  A l a s k a  r e s i d e n t s ,  
w a s  h e l d  t o  v i o l a t e  t h e  P r i v i l e g e s  a n d  I m m u n i t i e s  C l a u s e  o f  
t h e  U n i t e d  S t a t e s  C o n s t i t u t i o n .  R o b i s o n  v .  F r a n c i s . 713
P . 2d  259 ( A l a s k a  1986 ) .

* A l a s k a  S t a t u t e  3 6 . 1 0 . 160 , w h i c h  p r o v i d e d  a  h i r i n g  p r e f e r e n c e
f o r  r e s i d e n t s  o f  e c o n o m i c a l l y  d i s t r e s s e d  z o n e s  f o r  c e r t a i n  
p u b l i c  w o r k s  e m p l o y m e n t  p r o j e c t s  wa s  h e l d  t o  b e  
u n c o n s t i t u t i o n a l  b e c a u s e  i t  v i o l a t e d  A l a s k a ' s  E q u a l  
P r o t e c t i o n  C l a u s e .  S t a t e  v .  E n s e r c h  A l a s k a  C o n s t r u c t i o n .
I n c .  , 787 P . 2d  624 ( A l a s k a  1989 ) .

We a l s o  n o t e  t h a t  b e c a u s e  A l a s k a ' s  l e g i s l a t u r e  h a s
t r i e d  o n  n u m e r o u s  o c c a s i o n s  t o  e s t a b l i s h  e m p l o y m e n t  l a w s  f a v o r i n g
A l a s k a  r e s i d e n t s ,  A l a s k a  l a w s  a n d  p r a c t i c e s  w i l l  l i k e l y  b e  
s u b j e c t  t o  a  h e i g h t e n e d  l e v e l  o f  s c r u t i n y  i f  a  l e g a l  c h a l l e n g e  i s  
b r o u g h t .

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

I I .  A n y  R e q u i r e m e n t  f o r  BPXA t o  A d o o t  a  R e s i d e n t  H i r e  P o l i c y  o r
P r o c e d u r e  W o u l d  C o n s t i t u t e  I m p e r m i s s i b l e  S t a t e  A c t i o n .

A s  y o u  k n o w ,  t h e  c o n s t i t u t i o n a l  p r o v i s i o n s  d i s c u s s e d  
a b o v e  d o  n o t  o r d i n a r i l y  a p p l y  t o  p r i v a t e  e n t i t i e s  s u c h  a s  B PXA .  
H o w e v e r ,  g i v e n  t h e  c u r r e n t  s t a t e  o f  p r o p o s e d  c h a n g e s  t o  t h e  
N o r t h s t a r  l e g i s l a t i o n  a n d  t h e  e a r l i e r  n e g o t i a t i o n s  w i t h  t h e  
D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s ,  t h e  l o c a l  h i r e  r e q u i r e m e n t s  
i m p o s e d  o n  BPXA w o u l d  c o n s t i t u t e  s t a t e  a c t i o n  u n d e r  t h e  l a w .
T h u s ,  i t  w o u l d  b e  u n c o n s t i t u t i o n a l  f o r  BPXA t o  b a s e  i t s  
e m p l o y m e n t  d e c i s i o n s  o n  s t a t e  r e s i d e n c y .

A p r i v a t e  p a r t y  c a n  b e  d e em e d  t o  b e  e n g a g e d  i n  " s t a t e  
a c t i o n "  i f  t h e  a c t i v i t y  i n  q u e s t i o n  ( l o c a l  h i r e )  b e a r s  a  c l o s e  
r e l a t i o n s h i p  t o  s t a t e  a c t i v i t y  o r  d i r e c t i o n .  I f  i t  c o u l d  b e  
s h o w n  t h a t  t h e  S t a t e  o f  A l a s k a  e x e r c i s e d  c o e r c i v e  p o w e r  o r  
p r o v i d e d  s i g n i f i c a n t  e n c o u r a g e m e n t ,  e i t h e r  o v e r t  o r  c o v e r t ,
B P X A ' s  a c t i o n s  w o u l d  b e  d e e m e d  t o  b e  t h a t  o f  t h e  s t a t e .  L o n g  v . 
N a t ' l  F o o t b a l l  L e a g u e . 870 F . S u p p .  101 , 105 (W .D .  P a .  1994 ) , 
c i t i n g  J a c k s o n  v .  M e t r o p o l i t a n  E d i s o n  C o . .  419 U . S .  345 ( 1974 ) .
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A d d i t i o n a l l y ,  a  t e s t  k n ow n  a s  t h e  s y m b i o t i c  
r e l a t i o n s h i p  t e s t  a l l o w s  a  c h a l l e n g i n g  p a r t y  t o  r e v i e w  t h e  
o v e r a l l  r e l a t i o n s h i p  b e t w e e n  t h e  p a r t i e s .  U n d e r  t h i s  t e s t ,  
c o n d u c t  w i l l  b e  c o n s i d e r e d  s t a t e  a c t i o n  i f  t h e  s t a t e  a n d  t h e  
p r i v a t e  p a r t y  a r e  i n  a  p o s i t i o n  o f  i n t e r d e p e n d e n c e  s u c h  t h a t  t h e  
s t a t e  m u s t  b e  r e c o g n i z e d  a s  a j o i n t  p a r t i c i p a n t  i n  t h e  c h a l l e n g e d  
a c t i v i t y .  C o u r t s  w i l l  l o o k  a t  t h e  o v e r a l l  r e l a t i o n s h i p  a n d  
d e t e r m i n e  w h e t h e r  t h e r e  i s  e v i d e n c e  o f  a n  i n t e r d e p e n d e n t  a n d  
m u t u a l l y  b e n e f i c i a l  r e l a t i o n s h i p  a n d  w h e t h e r  t h e  r e l a t i o n s h i p  
c o n f e r s  o n  e a c h  p a r t y  " a n  i n c i d e n t a l  v a r i e t y  o f  m u t u a l  b e n e f i t s . "  
L o n g ,  s u p r a , a t  104 , q u o t i n g  B u r t o n  v .  W i l m i n g t o n  P a r k i n g  
A u t h o r i t y . 365 U . S .  715 ( 1961 ) .

U n d e r  t h e  c i r c u m s t a n c e s  t h e r e  i s  l i t t l e  q u e s t i o n  t h a t  a  
c o u r t  w i l l  f i n d  B P X A ' s  a c t i o n s  t o  b e  " s t a t e  a c t i o n , "  e s p e c i a l l y  
s i n c e  t h e  s t a t e  h a s  r e q u i r e d  t h e  i n s e r t i o n  o f  t h e  l o c a l  h i r e  
p r o v i s i o n s  i n t o  t h e  l e a s e s .  A s s u m i n g  t h a t  t o  b e  t h e  c a s e ,  t h e  
l o c a l  h i r e  p r o v i s i o n s  w o u l d  b e  s t r u c k  d own  a s  u n c o n s t i t u t i o n a l .

T h e  L o c a l  H i r e  P r o v i s i o n s  a r e  n o t  S e v e r a b l e .

I  u n d e r s t a n d  t h a t  s e v e r a l  l e g i s l a t o r s  h a v e  e x p r e s s e d  
t h e  v i e w  t h a t ,  e v e n  i f  t h e  l o c a l  h i r e  l a n g u a g e  i s  
u n c o n s t i t u t i o n a l ,  i t  s h o u l d  n e v e r t h e l e s s  b e  i n c l u d e d  i n  t h e  b i l l ,  
s i n c e  t h e  p r o v i s i o n  w o u l d  b e  " s e v e r a b l e "  a n d  t h e  r e m a i n d e r  o f  t h e  
b i l l  w o u l d  r e m a i n  v a l i d .  H o w e v e r ,  i n  o u r  v i e w  t h i s  i s  n o t  
c o r r e c t .

T h e  A l a s k a  S t a t u t e s  c o n t a i n  a  p r o v i s i o n  s t a t i n g  
g e n e r a l l y  t h a t ,  i f  o n e  p a r t  o f  a  l a w  i s  h e l d  t o  b e  i n v a l i d ,  t h e  
r e s t  o f  t h e  l a w  w i l l  r e m a i n  i n  e f f e c t .  AS 0 1 . 1 0 . 0 3 0 . H o w e v e r ,  
i n  i n t e r p r e t i n g  t h i s  r u l e ,  A l a s k a  c o u r t s  h a v e  s t a t e d  t h a t  i t  
e x p r e s s e s  o n l y  a  " w e a k "  l e g i s l a t i v e  i n t e n t  i n  f a v o r  o f  
s e v e r a b i l i t y .  W i l l i a m s  v .  Z o b e l . 619 P . 2d  422 ( A l a s k a  1980 ) .
T h e  c r u c i a l  q u e s t i o n  f o r  a  c o u r t  r e v i e w i n g  a  s t a t u t e  i s  w h e t h e r  
t h e  l e g i s l a t u r e  i n t e n d e d  f o r  t h e  w h o l e  s t a t u t e  t o  f a i l  i f  o n e  
p r o v i s i o n  o f  i t  ( s u c h  a s  a  l o c a l  h i r e  p r o v i s i o n )  i s  h e l d  t o  b e  
i n v a l i d .  L v n d e n  T r a n s p o r t ,  I n c .  v .  S t a t e , 532 P . 2d  7 0 0 , 7 1 1 -7 1 5  
( A l a s k a  1975 ) .

H e r e ,  t h e r e  i s  a n  e x t e n s i v e  l e g i s l a t i v e  r e c o r d  t h a t  a 
s u b s t a n t i a l  m o t i v a t i o n  f o r  t h e  s t a t e  i n  c h a n g i n g  t h e  l e a s e  t e r m s  
i s  t h e  f a c t  t h a t  t h e  N o r t h s t a r  p r o j e c t  w i l l  c r e a t e  j o b s  a n d  
o p p o r t u n i t i e s  f o r  A l a s k a n s .  F o r  e x a m p l e ,  t h e  " L e g i s l a t i v e  
F i n d i n g s  a n d  I n t e n t "  s e c t i o n  o f  CSHB 548 s t a t e s ,

t h e  m u t u a l  c o m m i t m e n t s  m ad e  b y  t h e  p a r t i e s  t o  t h e  l e a s e  
i n  t h e s e  a m e n d m e n t s  t o  s e c u r e  t o  s t a t e  r e s i d e n t s  a n d  
b u s i n e s s e s  t h e  a d v a n t a g e s  a n d  b e n e f i t s  o f  b o t h  e x p a n d e d
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r e s i d e n t  h i r e  o p p o r t u n i t i e s  a n d  a d d i t i o n a l  w o r k  b y  i n ­
s t a t e  b u s i n e s s e s  a r e  i n  t h e  b e s t  i n t e r e s t s  o f  t h e  
p e o p l e  o f  t h e  s t a t e  a n d  a r e  c o n s i d e r a t i o n s  o f  p a r a m o u n t  
i m p o r t a n c e  t o  t h e  l e g i s l a t u r e  i n  i t s  d e c i s i o n  t o  
c o n d i t i o n a l l y  a p p r o v e  t h e  p r o p o s e .m e n d m e n t s  o f  t h e  
N o r t h s t a r  U n i t  l e a s e s .

CSHB 548 S e c .  1 ( b ) ( 4 ) ( e m p h a s i s  a d d e d ) .

I n  f a c t ,  t h e  l e g i s l a t u r e  d i r e c t s  t h e  C o m m i s s i o n e r  o f  
N a t u r a l  R e s o u r c e s  t o  r e f r a i n  f r o m  a m e n d i n g  t h e  l e a s e s  u n t i l  a l l  
o f  t h e  r e p r e s e n t a t i o n s  m a d e  b y  BPXA a n d  t h e  s t a t e  a r e  
s u b s t a n t i a l l y  c o m p l i e d  w i t h .  CSHB 548 S e c .  1 ( c ) .

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

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

A s  we d i s c u s s e d ,  t h i s  i s  m e r e l y  a  s u m m a r y  o f  t h e  
a p p l i c a b l e  l a w .  We c a n  s u p p l e m e n t  t h e  l e g a l  a u t h o r i t y  we h a v e  
c i t e d  i f  t h a t  p r o v e s  n e c e s s a r y .  G i v e  me o r  R o s y  J a c o b s e n  a  c a l l  
i f  y o u  h a v e  a n y  q u e s t i o n s .

V e r y  t r u l y  y o u r s ,

E I Q E l & M IL L E R  C

iOS/0 1/ilien.lc.r

TOTAL P .



VJ\a\Lj

fUO. x \

F IR S T  A M EN DM EN T  TO  T H E  N O R T H S T A R  U N IT  L E A S E S  B E T W E E N  TH E  ST A T E  
O F  A LA SKA  A N D  B P  E X P LO R A T IO N  (A LA SK A ) INC .

T he  S ta te  o f A la sk a  ("S la te " ) and  B P  E xp lo ra tio n  (A la s k a ) Inc. ("B PX A ” ) a re  p a rtie s  to 

the fo llow ing  le a s e s  in the N o rth s ta r Unit: A DL  3 1 2 7 9 8 , e ffe c tiv e  F e b ru a ry  1, 1 9 8 0 ; 

A DL  3 1 2 7 9 9 ,  e ffec tive  F e b ru a ry  1, 1 9 8 0 ; A D L  3 1 2 8 0 8 , e ffe c tiv e  F e b ru a ry  1 , 1 9 8 0 ; and  

A DL 3 1 2 8 0 9 , e ffec tive  F e b ru a ry  1, 1 9 8 0  (c o lle c t iv e ly  the “ 1 9 8 0  L e a s e s " ) ; a s  w e ll a s  

A DL  3 5 5 0 0 1 ,  e ffec tive  A ugust 1 , 1 9 8 3  (the " 1 9 8 3  L e a s e " ) . T h e  p a rtie s  a g re e  to am end  

the 1 9 8 0  L e a s e s  and  the 1 9 8 3  L e a s e  a s  se t fo rth  in this first am en dm en t to the 

N o rth s ta r Unit le a s e s .

1980 Leases

1 ) P a ra g ra p h  6 (b ) is re p la c e d  in its en tire ty  a s  fo llow s :

(b ) A nnua l ren ta l pa id  in a d v a n c e  is a  c red it on  the ro y a lty  o r  su p p lem en ta l 
roya lty  due  u n d e r this le a s e  fo r  that y e a r .

2 )  P a ra g ra p h  7  is re p la c e d  in its en tire ty  a s  fo llow s :

7 . S U P P L E M E N T A L  R O Y A L T Y , (a ) In add ition to the roya lty  pa id  and  
com pu ted  u n d e r p a ra g ra p h s  8 , 1 0 , and  11 b e low , L e s s e e  sh a ll p a y  to the S ta te  
a  su p p lem en ta l ro y a lty  ( “s u p p lem en ta l roya lty ” ). L e s s e e  sh a ll p a y  the 
su p p lem en ta l ro y a lty , if ow ed , up on  the  s am e  p rodu c tion  v o lu m e  fo r which 
ro y a lty  is paid ( “ p rodu c tion  v o lum e " ). T h e  su p p lem en ta l ro y a lty  p a ym en t fo r  a  
g iven m onth  e q u a ls  th e  su p p lem en ta l roya lty  v a lu e  tim es the  su p p lem en ta l 
ro ya lty  p e rc en ta g e  ra te  ( “p e rc e n ta g e  ra te ") tim es the p rodu c tion  v o lu m e  fo r  tha t 
m on th . T he  p e rc en ta g e  ra te  sh a ll be  ca lc u la ted  m on th ly  by  re fe re n c e  to : (1 )  an  
A N S  W e s t C o a s t  s p o t p rice  ("sp o t p ric e "); and  (2 ) a  su p p lem en ta l roya lty  trigger 
price ( “trig ge r p rice "). If the  sp o t p rice is equ a l to  o r  le s s  than  the trigge r p rice , 
then the p e rc en ta g e  ra te  e q u a ls  z e ro . If the sp o t p rice  is g re a te r  than  the trigger 
p rice , then the p e rc en ta g e  ra te  e q u a ls  (the sp o t p rice  p e r  b a rre l m inus the



trig ge r p rice p e r b a rre l] tim es 1 .5  p e r cen t p e r d o lla r  p e r bar . e l. Thr> p e rc e n ta g e  
ra te  m ay  n e v e r e x c e e d  7 .5  p e r cen t.

(b ) T h e  sp o t p rice is the price  p e r b a rre l c a lc u la ted  in A rticle 3 .3  o f  a n d  Exh ib it 4 
to the A N S  R o y a lty  L itigation S e tt lem en t A g reem en t ( “A N S A g reem en t1'), d a ted  
D e c em b e r 3 1 , 1 9 9 1 , b e tw een  the S ta te  a n d  B PX A , fo r  the c rude  oil re fe r re d  to 
a s  "A N S  (U S W C )"  in the A N S  A g reem en t. The  trigge r price is $ 1 7 .3 5  p e r b a rre l 
th rough  April 3 0 , 1 9 9 7 . O n  M ay 1, 1 9 9 7 , and  each  M ay 1 th e re a fte r , the trig ge r 
p rice  sh a ll b e  a d ju s te d  by an in fla tion  fa c to r equ a l to fifty p e rcen t o f the "in fla tion  
ra te " de fin ed  a s  the P ro d u c e r  P rice  Index fo r Industria l C om m od itie s  (" P P I" ) fo r  
D e c em b e r o f the p re v io u s  y e a r , a s  rep o rted  by April 3 0  o f the cu rren t y e a r , 
d iv id ed  by the P P I fo r  D e c em b e r o f 1 9 9 5 , a s  rep o rted  by April 3 0 , 1 9 9 6 . T h e  
su p p lem en ta l ro y a lty  v a lu e  fo r o il, g a s , n a tu ra l g a s  liqu ids and  a s s o c ia te d  
s u b s ta n c e s  is d e fin ed  in p a ra g ra p h s  10  a nd  11 b e low . Exhibit B is a  s am p le  
c a lc u la tio n  to d em on s tra te  the m ethod  o f c a lcu la tin g  su p p lem en ta l ro y a lty  fo r  
o il.

3 )  P a ra g ra p h  9 is re p la c e d  in its en tire ty  a s  fo llow s :

9 . R E D U C T IO N  O F  R O Y A L T Y . E xcep t a s  p rov ided  in p a rag rap h  7 a b o v e , 
L e s s e e  sh a ll no t be  en titled  to a n y  reduc tion  o f ro y a lty  paid u n d e r p a ra g ra p h  8 
a b o v e  o r  su p p lem en ta l ro y a lty  pa id  u n d e r p a ra g ra p h  7  a b o v e  b a s e d  on  a n y  
cu rre n t o r  fu tu re  a g re em en t , S ta te  s ta tu te , o r  S ta te  regu la tion .

4 )  P a ra g ra p h  10  is re p la c e d  in its en tire ty  a s  fo llow s :

1 0 . R O Y A L T Y  IN V A LU E . U n le s s  the S ta te  e le c ts  to rece ive  a ll o r  a  po rtion  o f 
its ro y a lty  o r  s u p p lem e n ta l roya lty  in kind a s  p rov id ed  in p a ra g rap h  12  b e low , 
L e s s e e  sh a ll p a y  to the  S ta te  the v a lu e  o f a ll roya lty  and  su p p lem en ta l ro y a lty
011. g a s  an d  a s s o c ia te d  s u b s ta n c e s  a s  d e te rm in ed  u n d e r p a ra g rap h  11 b e low . 
R o y a lty  and  su p p lem en ta l ro y a lty  pa id  in v a lu e  sh a ll be fre e  and  c le a r  o f a ll 
le a s e  e x p e n s e s  (a n d  a n y  p o rtion  o f su ch  e x p e n s e s  which is in cu rred  aw ay  from  
the le a s e d  a re a ) ,  in c lud ir g, but not lim ited to, e x p e n s e s  fo r  s e p a ra t io n , c le a n in g  
d eh yd ra t io n , g a th e rin g , s a ltw a te r d isp o s a l, and  p repa ring  the o il, g a s  o r  
a s s o c ia te d  s u b s ta n c e s  fo r  tran sp o rta tion  o f f the le a s e d  a re a . A ll ro ya lty  and  
su p p lem en ta l ro y a lty  that m ay  b e c om e  p a y a b le  in m on e y  to the S ta te  sh a ll be  
pa id  o n  o r  b e fo re  th e  la s t  d a y  o f  the c a le n d a r  m on th  fo llow ing  the  m on th  in 
w hich the o il, g a s  o r  a s s o c ia te d  s u b s ta n c e s  a re  p rod u ced . R o y a lty  and  
su p p lem en ta l ro y a lty  p a ym en ts  sh a ll be a c c om p an ie d  by c op ie s  o f run ticke ts  o r  
su ch  o th e r  in fo rm a tion  re la ting  to v a lu a tio n  o f roya lty  and  su p p lem en ta l ro y a lty  
a s  the S ta te  m ay  req u ire , which m ay  in c lud e , but is no t lim ited to , e v id en c e  o f 
s a le s , sh ipm en ts , a n d  am ou n ts  o f g ro s s  o il. g a s  and  a s so c ia te d  su b s ta n c e s  
p ro d u c e d .
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11 . V A LU E . F o r p u rp o s e s  o f com pu ting  su p p lem en ta l roya lty  du e  u n d e r this 
le a s e , the v a lu e  o f su p p lem en ta l roya lty  o il, g a s , n a tu ra l g a s  liqu id s and  
a s s o c ia te d  s u b s ta n c e s  sh a ll b e  the v a lu e  u sed  in com puting  ro y a lty  on  sa id  
s u b s ta n c e s .

(a ) T o  com pu te  the v a lu e  o f oil fo r ro y a lty  and  su p p lem en ta l ro y a lty  p u rp o s e s , 
this le a s e  sh a ll be d e em ed  an  “A N S  L e a s e "  u n d e r the te rm s o f the A N S  
A g reem en t, ir re sp ec tiv e  o f a n y  p ro v is io n (s ) o f su ch  a g re em en t w h ich  w ou ld  
o th e rw ise  e xc lu d e  th is le a s e  th e re from .

(b ) T o  com pu te  the v a lu e  o f g a s  and  na tu ra l g a s  liqu ids fo r ro y a lty  a n d  
su p p lem en ta l ro y a lty  p u rp o s e s , this le a s e  sh a ll be d e em ed  a  "L e a s e "  u n d e r the 
te rm s o f the 1 9 9 5  A N S  G a s  R o y a lty  L itigation S e tt lem en t A g re em en t b e tw een  
B PX A  and  the S ta te  d a ted  a s  o f April 1, 1 9 9 5 , ir re sp ec tive  o f a n y  p ro v is io n (s ) o f 
su ch  a g re em en t w h ich w ou ld  o th e rw ise  e xc lu d e  th is le a s e  th e re from .

(c ) T o  com pu te  the v a lu e  o f a s s o c ia te d  su b s ta n c e s  (which sh a ll b e  d e e m e d  to 
e x c lu d e  o il, g a s , a n d  n a tu ra l g a s  liqu id s ) fo r roya lty  and  su p p lem en ta l ro y a lty  
p u rp o s e s , the v a lu e  o f su ch  a s s o c ia te d  su b s ta n c e s  sh a ll not be le s s  th an  the 
h igh es t o f:

(1 )  the fie ld  p rice  a c tu a lly  re c e iv ed  be  L e s s e e  fo r  such  a s s o c ia te d  
su b s ta n c e s :

(2 )  L e s s e e 's  p o s te d  p rice  in the fie ld  fo r su ch  a s so c ia te d  s u b s ta n c e s ;
(3 )  the v o lu m e  w e igh ted  a v e ra g e  fie ld  price ac tu a lly  re c e iv ed  by o th e r  

p ro d u c e rs  in the s a m e  fie ld  o r  a re a  fo r  a s so c ia te d  su b s ta n c e s  o f like  kind a nd  
qua lity  a t the time su ch  a s s o c ia te d  s u b s ta n c e s  a re  rem oved  from  the  le a s e d  o r 
unit a re a : o r

(4 ) the v o lu m e  w e igh ted  a v e ra g e  p o s ted  p rice  in the fie ld  o f o th e r  
p ro d u c e rs  in the s am e  fie ld  o r  a re a  fo r  a s s o c ia te d  su b s ta n c e s  o f  like  k ind and  
qua lity  a t the tim e su ch  a s s o c ia te d  s u b s ta n c e s  a re  rem oved  from  th e  le a s e d  o r  
unit a re a .

If a s s o c ia te d  s u b s ta n c e s  a re  s o ld  aw a y  from  the le a s e d  o r unit a re a , the te rm  
"fie ld p rice" a b o v e  sh a ll be  the ac tu a l p rice fo r su ch  a s so c ia te d  s u b s ta n c e s  
re c e iv ed  from  the p u rc h a s e r  th e re o f le s s  the ac tu a l c o s t  o f tra n sp o rta t io n  aw a y  
from  the le a s e d  o r unit a re a  to the po in t o f d e liv e ry .

M in im um  V a lu e  D e te rm in a tio n s . T h e  S ta te  m ay  e s tab lish  m in im um  v a lu e s  fo r  
p u rp o s e s  o f  com pu ting  ro y a lt ie s  on  a s s o c ia te d  s u b s ta n c e s  o b ta in ed  from  th is 
le a s e , with c on s id e ra t io n  be ing  g iven  to the price a c tu a lly  rec e iv ed  by L e s s e e , 
to the p rice  o r  p ric e s  pa id  in the s am e  fie ld o r  a re a  fo r p roduction  o f like  qu a lity , 
to p o s te d  p ric e s , to p r ic e s  re c e iv ed  by L e s s e e  a n d /o r o th e r p ro d u c e rs  from

5) Paragraph 11 is replaced in its entirety as follows:
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s a le s  occu rring  aw ay  from  the le a s e d  a re a , and  to o th e r re le van t m a tte rs . E a c h  
su ch  de te rm ina tion  will be m ad e  on ly  a fte r  L e s s e e  h a s  b e en  g iven  no tice  a n d  a  
re a s o n a b le  opportun ity  to  be  h e a rd . U n d e r this p ro v is ion , it is e x p re s s ly  a g re e d  
that the m inimum  v a lu e  o f ro y a lty  a s s o c ia te d  su b s ta n c e s  u n d e r th is le a s e  m ay  
not n e c e s sa r i ly  e q u a l the p rice  o f su ch  a s s o c ia te d  su b s ta n c e s .

6 ) The  fo llow ing  p rov is ion  sh a ll be  a d d ed  to the end  o f p a ra g rap h  1 2 :

(e )  S u p p lem en ta l ro y a lty  u n d e r p a ra g rap h  7  a b o v e  m ay  be  ta k en  in 
kind u n d e r the s a m e  te rm s and  cond ition s  a s  ro ya lty  m ay  be taken  in k ind u n d e r 
this p a ra g rap h  12 .

7 ) P a ra g ra p h  14 is re p la c e d  in its en tire ty  a s  fo llow s :

14. A P P O R T IO N M E N T  O F  R O Y A LT Y  FR O M  A P P R O V E D  UN IT . T h e  
la n d ow n e r's  ro y a lty  and  s u p p lem e n ta l ro y a lty  s h a re  o f the unit p rod u c tio n  
a llo c a te d  to e ach  s e p a ra te ly  ow n ed  trac t s h a ll be re g a rd ed  a s  ro y a lty  to be 
d istribu ted  to and  am on g , o r  the p ro c e e d s  o f it pa id  to, the la n d ow n e rs , f re e  an d  
c le a r  o f a ll unit e x p e n s e  an d  fre e  o f  a n y  lien fo r it. U n d e r this p ro v is ion , the 
S ta te 's  roya lty  and  su p p lem en ta l ro y a lty  s h a re  o f a n y  unit p roduc tion  a llo c a te d  
to the le a s e d  a re a  sh a ll be re g a rd e d  a s  ro ya lty  to  be  d istribu ted to, o r  the 
p ro c e e d s  o f it paid to , the S ta te , fre e  an d  c le a r  o f  a ll unit e x p e n s e s  (a n d  a n y  
p o rtion  o f su ch  e x p e n s e s  wh ich is in cu rred  aw ay  from  the unit a re a ) ,  in c lud ing , 
but no t lim ited to, e x p e n s e s  fo r  s e p a ra t io n , c le a n in g , d e h ’ 'Oration, g a th e rin g , 
s a ltw a te r d isp o sa l, and  p re p a rin g  o il, g a s  o r  a s s o c ia te d  su b s ta n c e s  fo r  
tra n sp o rta tion  o ff the unit a re a , a n d  fre e  o f  a n y  lien fo r  it.

8 )  P a ra g ra p h  2 8  (c ) is a d d ed  a s  fo llow s :

(c ) N otw ithstand ing a n y  o th e r p ro v is ion s  o f  th is le a s e , the N o rth s ta r U n it 
A g reem en t, S ta te  s ta tu te , o r  S ta te  reg u la tion , this le a s e  sh a ll te rm ina te  
au tom a tic a lly  w ithou t no tice , a n  op p o rtu n ity  to be h e a rd , o r  jud ic ia l p ro c e e d in g , 
if th e  L e s s e e  fa ils  to  c om p ly  with the p ro je c t s c h e d u le  s e t fo rth  in Exh ib it C  
("p ro je c t s c h e d u le " ), a tta ch ed  and  in c o rp o ra ted  by re fe re n c e . A u tom atic  
te rm ina tion  sh a ll o c c u r w h e th e r o r  n o t th e re  is a  w e ll o n  the le a s e d  a re a  
c a p a b le  o f p roduc ing  oil o r  g a s  in pay ing  quan tities , the le a s e  is com m itted  to a 
unit a g re em en t , o r  the  L e s s e e  is d rilling o r  conduc tin g  rew ork ing  o p e ra t io n s , on  
the d a te  p e r fo rm an c e  u n d e r the s c h e d u le  is d u e . F u rth e rm o re , u p on  
te rm ina tion  B PX A  sh a ll p rom p tly  file  o f  re c o rd  ap p ro p ria te  le a s e  
re lin qu ishm en ts . T h e  au tom a tic  te rm ina tion  sh a ll o c c u r  at 1 1 :5 9  p . m . ,  A la s k a  
T im e , on  the d a y  p e r fo rm a n c e  o f  a n  ob lig a tion  u n d e r the p ro je c t s c h e d u le  is 
d u e . T h e  S ta te  m ay  w a ive  p e r fo rm a n c e  o f an  ob lig a t io n  requ ired  u n d e r the 
p ro je c t s c h e d u le  by p rio r w ritten c o n se n t . T h e  p e r fo rm an c e  o f a n y  ob lig a tio n

4



requ ired  unde r the p ro je c t s c h e d u le  is s u b je c t to the p ro v is io n s  o f  p a ra g rap h  
3 2 .

9 ) P a ra g ra p h  3 2  is rep la c ed  in its en tire ty  a s  fo llow s :

3 2 . F O R C E  M A JE U R E . If the S ta te  d e te rm in e 0 tha t L e s s e e  h a s  b e en  
p reven ted , a fte r d iligent e ffo r ts  m ad e  in g o o d  fa ith , from  com p ly ing  wiLh an y  
e x p re s s  o r  im p lied p rom ise , te rm , c ond ition  o r  c o v e n a n t o f this le a s e , from  
conducting  drilling o p e ra t io n s , o r  from  p rodu c ing  o r  m a rke tin g  oil o r  gas from  
the le a s e d  a re a , by re a s o n  o f w a r, rio ts , a c ts  o f G o d , u n u su a lly  s e v e re  w ea th e r , 
o r  a n y  o th e r c a u se  b e y o n d  L e s s e e ’s  re a s o n a b le  ab ility  to  fo re s e e  o r  c on tro l 
(inc lud ing d e la y s  c a u se d  b y  jud ic ia l d e c is io n  o r  la c k  th e re o f o r  inab ility  to  ob ta in  
lo c a l, S ta te , o r  fe d e ra l p e rm its  o r  e n v iron m en ta l im pac t s ta tem en ts ), w h e the r 
s im ila r to th o se  e n u m e ra te d  o r  not, L e s s e e 's  ob lig a tion  to c om p ly  with su ch  
p rov is ion  sh a ll be su sp e n d e d , but n o t v o id e d , and  L e s s e e  sh a ll n o t be liab le  fo r  
d am ag e s  fo r fa ilu re  to c om p ly  the rew itn . If L e s s e e 's  ob lig a t io n s  to c onduc t 
drilling o r rew ork ing  o p e ra t io n s  a re  s u s p e n d e d  u n d e r th is p a ra g rap h  and  the 
con tinuation  o f such  o p e ra t io n s  w ithou t s u sp e n s io n  w ou ld  h a ve  h ad  the e ffe c t 
o f p reven ting  the exp ira tion  o r  te rm ina tion  o f this le a s e ,  th is le a s e  sh a ll no t 
te rm ina te  du ring the p e rio d  wh ich tha ob lig a t io n  to p e r fo rm  su ch  o p e ra t io n s  is 
s u sp en d e d . N oth ing in th is p a ra g ra p h  sh a ll be  c o n s tru e d  to s u sp e n d  the 
ob liga tion  to p ay  ren ta ls , o r  to s u s p e n d  the  ob lig a tion  to p a y  ro y a lt ie s , 
su p p lem en ta l ro y a lt ie s  o r  o th e r  p rod u c tio n  p a ym en ts  from  o p e ra t io n s  on  the 
le a s e  a re a  which a re  no t s u s p e n d e d  o r  from  o p e ra t io n s  which a re  not a ffe c te d  
by a n y  such  su sp en s io n , to  th e  S ta te .

1 0 ) P a ra g ra p h  41 is re p la c e d  in its en tire ty  a s  fo llow s :

4 1 . E M PLO Y M E N T  O F  A LA SKA N  R E S ID E N T S . L e s s e e  sh a ll c om p ly  with all 
va lid  fe d e ra l, S ta te  and  lo c a l law s  in hiring A la s k a  re s id e n ts  and  c on tra c to rs  
and  sh a ll no t d isc rim ina te  a g a in s t A la s k a  re s id e n ts  o r  c o n tra c to rs . W ith in the 
con s tra in ts  o f law , L e s s e e  sh a ll em p lo y  A la s k a  re s id e n ts  and  c on tra c to rs  to  the 
ex ten t th ey  a re  a v a ila b le  a n d  q u a lif ie d . S u b je c t  to th e  fo re g o in g :

L e s s e e  vo lu n ta rily  a g re e s  to  a d o p t a  p ro g ram  to  h ire  re s id en ts  o f A la sk a . 
L e s s e e  sh a ll a d v e rt is e  fo r  a v a i la b le  p o s it io n s  lo c a lly  and  u s e  A la s k a  job  
sen /ice  o rg a n iz a tio n s  to  n o tify  the A la s k a n  pub lic . F o r  w o rk  in c on nec tion  
with this le a s e , L e s s e e  sh a ll u s e  b e s t e ffo rts  to c on tra c t with A la s k a  firm s and  
fab rica te  m od u le s  in A la s k a , w h e n e v e r  fe a s ib le . L e s s e e  sh a ll e n c o u ra g e  its 
c on tra c to rs  to em p lo y  a n d  tra in , w hen  n e c e s s a ry , re s id en ts  o f A la sk a . In 
de te rm in ing  feas ib ility , L e s s e e  sh a ll c o n s id e r  c om m e rc ia l, h e a lth , s a fe ty , 
and  en v ironm en ta l c on d it io n s  a n d  re q u irem en ts  to  e n su re  m a in te n an ce  o f 
L e s s e e 's  o p e ra t io n a l s ta n d a rd s . L e s s e e  sh a ll subm it a n n u a lly  to the 
D irec to r, D iv is ion  o f O il a n d  G a s , fo r  t ra n sm is s io n  to the D ep a rtm en t o f
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L ab o r , a  rep o rt that d e ta ils  the sp ec ific  m e a su re s  L e s s e e  and  its c on tra c to rs  
and su b c on tra c to rs  h a v e  taken  o r  a re  p lann ing  to take  to rec ru it qua lified  
A la sk a  re s id en ts  fo r  a v a ila b le  jo b s , d e s c r ib e s  o n -th e - jo b  tra in ing 
opp ortun itie s , and  d e s c r ib e s  L e s s e e ’s  e ffo rts  to h ire  A la sk a  firm s fo r  w o rk  in 
c onnec tion  to this le a s e . L e s s e e  sh a ll fu rn ish  the  D ep a rtm en t o f L a b o r a  
q u a rte r ly  rep o rt reg a rd ing  the em p lo ym en t o f A la s k a  re s id en ts  on  the le a s e d  
a re a  in c om p lia n c e  with reg u la tio n s  by the C om m is s io n e r  o f L ab o r. T h e  
rep o rt m ust a ls o  in c lude  s ta tis tica l d a ta  con ce rn in g  the n um be r o f re s id en t 
p e rs o n n e l h ired  within the p a s t y e a r  fo r  this le a s e .

1983 Lease
1 ) P a ra g ra p h  4 ( f )  and  p a ra g ra p h  3 4 (7 )  a re  d e le te d  a n d  re p la c e d  in the ir en tire ty
with the fo llow ing  p a ra g ra p h  4 ( f ) :

(f) F O R C E  M A JE U R E . If the s ta te  d e te rm in e s  that le s s e e  h a s  b een  p reven ted , 
a fte r d iligen t e ffo rts  m ad e  in g o o d  fa ith , from  com p ly ing  with an y  e x p re s s  o r  
im p lied p rom ise , te rm , cond ition  o r  c o v e n a n t o f th'3 le a s e , from  conducting  
drilling o p e ra t io n s , o r  from  p roduc ing  o r  m arketing  oil o r  g a s  from  the le a s e d  
a re a , by re a s o n  o f w a r, rio ts , a c ts  o f G od , u n u su a lly  s e v e re  w ea th e r, o r  an y  
o th e r c a u s e  b ey on d  le s s e e ’s  re a s o n a b le  ability to fo r e s e e  o r  c on tro l (inc lud ing  
d e la y s  c a u s e d  by jud ic ia l d e c is io n  o r  la c k  th e re o f o r  inab ility  to ob ta in  lo c a l, 
s ta te , o r  fe d e ra l p e rm its  o r  en v ironm en ta l im pact s ta tem en ts ), w h e th e r s im ila r to 
th o se  e n u m e ra te d  o r  no t, le s s e e 's  ob lig a t io n  to c om p ly  with su ch  p rov is ion  sh a ll 
be s u sp en d e d , but no t v o id ed , and  le s s e e  sh a ll n o t b e  liab le  fo r d am a g e s  fo r  
fa ilu re  to com p ly  the rew ith . If le s s e e 's  ob lig a t io n s  to  condu c t drilling o r  
rew o rk ing  o p e ra t io n s  a re  s u s p e n d e d  u n d e r this p a ra g ra p h  and  th e  con tinua tion  
o f su ch  o p e ra t io n s  w ithou t s u sp e n s io n  w ou ld  h ave  h a d  the e ffe c t o f p reven ting  
the exp ira tion  o r  te rm ina tion  o f  th is le a s e , this le a s e  s h a ll no t te rm ina te  du ring 
the p e rio d  which the ob lig a t io n  to p e r fo rm  such  o p e ra t io n s  is su sp en d e d . 
N oth ing in this p a ra g ra p h  sh a ll b e  c o n s tru e d  to s u s p e n d  the ob lig a tion  to p a y  
re n ta ls , o r  to  s u sp e n d  the ob lig a tion  to  p a y  ro y a lt ie s , su p p lem en ta l ro ya lt ie s  o r 
o th e r p roduc tion  p a ym en ts  from  o p e ra t io n s  on  the le a s e  a re a  which a re  not 
s u sp e n d e d  o r  from  o p e ra t io n s  which a re  n o t a ffe c te d  b y  a n y  su ch  su sp en s io n , 
to the s ta te .

2 )  P a ra g ra p h  5 (b ) is re p la c e d  in its en tire ty  a s  fo llow s :

(b ) A nnua l ren ta l pa id  in a d v a n c e  is a  c red it on  the ro y a lty  o r  su p p lem en ta l 
roya lty  d u e  u n d e r this le a s e  fo r  that y e a r .
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3 )  P a ra g ra p h  7 is re p la c e d  in its entire ty a s  fo llow s :

7 . A PP O R T IO N M E N T  O F  R O Y A LT Y  FR O M  A P P R O V E D  UN IT . 11 io s ta te 's 
roya lty  and  su p p lem en ta l roya lty  s h a re  o f the unit p roduc tion  a llo c a te d  to e a c h  
s e p a ra te ly  ow ned  tract m ust be  reg a rd ed  a s  ro y a lty  to be  d istribu ted  to o r  
am ong , o r  the p ro c e e d s  o f it paid to, the s ta te , fre e  and  c le a r  o f a ll unit e x p e n s e s  
a nd  fre e  o f a n y  lien fo r  them . U n d e r this p ro v is ion , the s ta te ’s  ro y a lty  and  
su p p lem en ta l ro y a lty  s h a re  o f  an y  unit p rodu c tion  a llo c a te d  to Ih o  le a s e d  a re a  
will be re g a rd ed  a s  ro y a lty  to be d istribu ted  to , o r  the p ro c e e d s  o f  it paid to, the 
s ta te , fre e  a n d  c le a r  o f a ll unit e x p e n se s  (a n d  a n y  p o rtion  o f th o se  e x p e n s e s  
in cu rred  aw ay  from  the unit a re a ) , inc lud ing , but n o t lim ited to, e x p e n s e s  fo r  
s e p a ra t in g , c le a n in g , d eh yd ra tio n , g a th e ring , s a ltw a te r d isp o sa l, and  p re p a rin g  
o il, g a s , o r  a s s o c ia te d  su b s ta n c e s  fo r  tra n sp o rta t io n  o ff the unit a re a , and  fre e  o f 
a n y  lien fo r  them .

4 ) A new  p a ra g ra p h  2 0 (c )  is a d d ed  a s  fo llow s :

(c ) N otw ith stand ing  a n y  o th e r p ro v is io n s  o f th is le a s e , the N o rth s ta r U n it 
A g reem en t, s ta te  s ta tu te , o r  s ta te  reg u la tion , this le a s e  sh a ll te rm ina te  
a u tom a tic a lly  w ithou t no tice , an  oppo rtun ity  to be  h e a rd , o r  jud ic ia l p ro c e e d in g , 
if the le s s e e  fa ils  to  c om p ly  with the p ro je c t s c h e d u le  s e t  fo rth  in Exh ib it C  
( “ p ro je c t s c h e d u le " ) , a tta ch ed  and  in c o rp o ra ted  by re fe re n c e . A u tom atic  
te rm ina tion  sh a ll o c c u r w h e th e r o r  not th e re  is a  w e ll on  the le a s e d  a re a  
c a p a b le  o f p rodu c ing  oil o r g a s  in pay ing  quan titie s , the le a s e  is com m itted  to a  
unit a g re em en t , o r  the le s s e e  is drilling o r  condu c tin g  rew ork ing  o p e ra t io n s , on  
the da te  p e r fo rm a n c e  u n d e r the  s c h e d u le  is d u e . F u rth e rm o re , upon  
te rm ina tion  B P X A  sh a ll p rom p tly  file  o f re c o rd  a p p ro p ria te  le a s e  
re lin q u ishm en ts . T h e  au tom a tic  te rm ina tion  sh a ll o c c u r at 1 1 :5 9  p . m . ,  A la s k a  
T im e , o n  the d a y  p e r fo rm a n c e  o f an  ob lig a tion  u n d e r th e  p ro je c t s c h e d u le  is 
d u e . T h e  s ta te  m ay  w a ive  p e r fo rm an c e  o f a n  ob lig a tion  requ ired  u n d e r the 
p ro je c t s c h e d u le  by p rio r w ritten c on se n t . T h e  p e r fo rm an c e  o f a n y  ob lig a tion  
requ ired  u n d e r the p ro je c t s c h e d u le  is su b je c t to the  p ro v is ion s  o f p a ra g rap h  
4 ( f ) .

5 )  P a ra g ra p h  31 is re p la c e d  in its en tire ty  a s  fo llow s :

3 1 . E M P L O Y M E N T  O F  A LA SKA N  R E S ID E N T S . L e s s e e  sh a ll c om p ly  with a ll 
v a lid  fe d e ra l, s ta te  and  lo c a l law s in hiring A la s k a  re s id en ts  and  c on tra c to rs  an d  
s h a ll no t d isc rim in a te  a g a in s t A la s k a  re s id en ts  o r  c o n tra c to rs . W ith in the 
c on s tra in ts  o f law , le s s e e  sh a ll em p lo y  A la s k a  re s id e n ts  and  c on tra c to rs  to the 
ex ten t th ey  a re  a v a i la b le  and  qu a lified . S u b je c t to  the  fo reg o in g :

L e s s e e  v o lu n ta r ily  a g re e s  to  ad op t a  p ro g ram  to h ire re s id en ts  o f A la sk a .
L e s s e e  sh a ll a d v e rt is e  fo r  a v a ila b le  p o s it io n s  lo c a lly  a n d  u se  A la sk a  jo b
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se rv ic e  o rg a n iz a t io n s  to notify the A la sk an  pub lic . Fn r w ork  in c on nec tion  
with this le a s e , le s s e e  sh a ll u se  b e s t e ffo rts  to con trac t with A la s k a  iirm s and  
fab ric a te  m od u le s  in A la sk a , w h en e v e r fe a s ib le . L e s s e e  sh a ll e n c o u ra g e  its 
c on tra c to rs  to em p lo y  and  tra in , w hen  n e c e s s a ry , re s id en ts  o f A la s k a . In 
de te rm in ing  fea s ib ility , le s s e e  sh a ll c o n s id e r c om m erc ia l, h e a lth , s a fe ty , a n d  
en v ironm en ta l c on d itio n s  and  req u irem en ts  to e n su re  m a in te n an c e  o f 
le s s e e 's  o p e ra t io n a l s ta n d a rd s . L e s s e e  sh a ll subm it a n n u a lly  to  the 
D irec to r, D iv is ion  o f O il and  G a s , fo r  tra n sm is s io n  to the D ep a rtm en t o f 
L ab o r , a  rep o rt tha t d e ta ils  the sp ec ific  m e a s u re s  le s s e e  and  its c on tra c to rs  
and  su b c on tra c to rs  h a v e  taken  o r  a re  p lann ing  to take  to rec ru it qua lified  
A la s k a  re s id en ts  fo r  a v a ila b le  jo b s , d e sc rib e s  o n -th e - jo b  tra in ing  
opp o rtun itie s , and  d e s c rib e s  le s s e e ’s  e ffo rts  to  n ire A la sk a  firm s fo r w o rk  in 
c on nec tion  to th is le a s e . L e s s e e  sh a ll fu rn ish  the D ep a rtm en t o f L a b o r a  
q u a rte r ly  rep o rt reg a rd ing  the em p lo ym en t o f A la s k a  re s id en ts  o n  the le a s e d  
a re a  in c om p lia n c e  with reg u la tio n s  by the C om m is s io n e r o f L ab o r . T h e  
rep o rt m ust a ls o  in c lude  sta tis tica l d a ta  con ce rn ing  the n um be r o f  re s id en t 
p e rs o n n e l h ired  w ithin the p as t y e a r  fo r  this le a s e .

6 ) P a ra g ra p h  3 5  is re p la c e d  in its en tire ty  a s  fo llow s :

3 5 . R O Y A LT Y  O N  P R O D U C T IO N . E xcep t fc r  oil, g a s , and  a s s o c ia te d  
s u b s ta n c e s  u s e d  on  the le a s e d  a re a  fo r  d e v e lo p m en t and  p rodu c tion  o r  
u n avo id ab ly  lo s t , the le s s e e  sh a ll p a y  to the s ta te  a s  a  roya lty  2 0  p e rc en t in 
am oun t o r  v a lu e  o f the  o il, g a s , and  a s s o c ia te d  su b s ta n c e s  s a v e d , rem oved , o r  
s o ld  from  the  le a s e d  a re a  a n a  o f the g a s  u se d  on  the le a s e d  a re a  fo r  ex trac tion  
o f na tu ra l g a s o lin e  o r  o th e r p rodu c ts  from  the le a s e d  a re a .

7 ) P a ra g ra p h  3 6  is re p la c e d  in its en tire ty  a s  fo llow s :

3 6 . V A LU E . F o r  p u rp o s e s  o f com pu ting  su p p lem en ta l ro y a lty  d u e  u n d e r this 
le a s e , the v a lu e  o f su p p lem en ta l ro y a lty  o il, g a s , na tu ra l g a s  liqu ids , and  
a s s o c ia te d  s u b s ta n c e s  sh a ll b e  the v a lu e  u sed  in com puting  ro y a lty  on  sa id  
s u b s ta n c e s .

(a ) T o  c om pu te  the  v a lu e  o f o il fo r  ro y a lty  and  su p p lem en ta l ro y a lty  p u rp o s e s , 
this le a s e  sh a ll b e  d e em ed  an  “A N S  L e a s e "  u n d e r the te rm s o f  th e  A N S 
A g reem en t, ir re sp e c tiv e  o f a n y  p ro v is io n (s ) o f su ch  a g re em en t w h ich  w ou ld  
o th e rw ise  e x c lu d e  th is te a se  th e re from .

(b ) T o  c om pu te  v a lu e  o f g a s  a n d  na tu ra l g a s  liqu ids fo r  roya lty  and  
su p p lem en ta l ro y a lty  p u rp o s e s , this le a s e  sh a ll be  d e em ed  a  “ L e a s e "  u n d e r the 
te rm s o f  the 1 9 9 5  A N S  G a s  R o y a lty  L itigation S e tt lem en t A g re em en t be tw een  
B PX A  and  the S ta te  d a te d  a s  o f April 1, 1 9 9 5 , irre sp ec tiv e  o f a n y  p ro v is io n (s ) o f  
such  a g re em e n t w h ich  w ou ld  o th e rw ise  e x c lu d e  this le a s e  th e re from .
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(c ) T o  com pu te  the v a lu e  o f a s s o c ia te d  su b s ta n c e s  (which shall be deemed to 
exc lud e  oil, g a s , and  n a tu ra l g a s  liqu ids) fo r  ro y a lty  and  su p p lem en ta l roya lty  
p u rp o se s , the v a lu e  o f su ch  a s s o c ia te d  s u b s ta n c e s  sh a ll not be le s s  than the 
h ighest o f:

(1 )  the fie ld  p rice  a c tu a lly  re c e iv ed  be le s s e e  fo r  such  a s s o c ia te d  
su b s ta n c e s ;

(2 )  L e s s e e 's  p o s te d  p rice  in the fie ld  fo r  su ch  a s so c ia te d  su b s ta n c e s ;
(3 )  the v o lu m e  w e igh ted  a v e ra g e  fie ld  p rice  ac tu a lly  re c e iv ed  by  o th e r 

p ro d u ce rs  in the s am e  fie ld  o r  a re a  fo r a s s o c ia te d  su b s ta n c e s  o f like k ind and  
qua lity  a t the tim e such  a s s o c ia te d  su b s ta n c e s  a re  rem oved  from  the le a s e d  o r 
unit a re a ; o r

(4 ) the v o lu m e  w e igh ted  a v e ra g e  p o s ted  p rice  in the fie ld  o f o th e r 
p ro d u c e rs  in the s am e  fie ld  o r  a re a  fo r a s s o c ia te d  su b s ta n c e s  o f like k ind and  
qua lity  at the tim e su ch  a s s o c ia te d  s u b s ta n c e s  a re  rem oved  from  the  le a s e d  o r 
unit a re a .

If a s s o c ia te d  s u b s ta n c e s  a re  s o ld  aw ay  from  the le a s e d  o r unit a re a , the term  
"fie ld price" a b o v e  sh a ll b e  the a c tu a l p rice fo r  su ch  a s s o c ia te d  s u b s ta n c e s  
rec e iv ed  from  the p u rc h a s e r  th e re o f le s s  the a c tu a l c o s t o f tra n sp o rta t io n  aw ay  
from  the le a s e d  o r unit a re a  to the  po in t o f d e liv e ry .

M inimum  V a lu e  D e te rm in a tio n s . T h e  s ta te  m ay  e s ta b lish  m in im um  v a lu e s  fo r  
p u rp o s e s  o f com pu ting  ro y a lt ie s  on  a s s o c ia te d  s u b s ta n c e s  ob ta in ed  from  this 
le a s e , with c on s id e ra t io n  be ing  g iven  to the p rice  a c tu a lly  re c e iv ed  by le s s e e , to 
the p rice  o r p rice s  pa id  in the s a m e  fie ld  o r  a re a  fo r  p roduction  o f like qua lity , to 
p os ted  p rices , to  p r ic e s  re c e iv ed  by le s s e e  a n d /o r o th e r p ro d u c e rs  from  s a le s  
occu rring  aw ay  from  the  le a s e d  a re a , and  to o th e r re le v an t m a tte rs . E ach  su ch  
d e te rm ina tion  will be  m ad e  o n ly  a fte r  le s s e e  h a s  b e en  g iven notice and  a  
re a s o n a b le  opp o rtu n ity  to be  h e a rd . U n d e r this p ro v is ion , it is e x p re s s ly  a g re ed  
that the m in im um  v a lu e  o f ro y a lty  a s s o c ia te d  s u b s ta n c e s  u n d e r this le a s e  m ay  
not n e c e s sa r i ly  e q u a l th e  price  o f su ch  a s s o c ia te d  su b s ta n c e s .

8 ) P a ra g ra p h  3 7  is re p la c e d  in its en tire ty  a s  fo llow s :

3 7 . R O Y A LT Y  IN V A LU E . U n le s s  the s ta te  e le c ts  to rece iv e  a ll o r a  po rtion  o f its 
roya lty  o r  su p p lem en ta l ro y a lty  in kind a s  p ro v id ed  in p a ra g rap h  3 8 , le s s e e  
sh a ll p a y  to the s ta te  the v a lu e  o f a ll ro y a lty  and  su p p lem en ta l roya lty  o il, g a s  
and  a s s o c ia te d  s u b s ta n c e s  a s  d e te rm in ed  u n d e r p a ra g rap h  3 6 . R o y a lty  and  
su p p lem en ta l ro y a lty  pa id  in v a lu e  sh a ll be  fre e  and  c le a r  o f a ll le a s e  e x p e n s e s  
(and  a n y  portion  o f su ch  e x p e n s e s  which is in cu rred  aw ay  from  the le a s e d  
a re a ) , inc lud ing , but no t lim ited to , e x p e n s e s  fo r s e p a ra t io n , c lean in g
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d eh yd ra tion , g a th e ring , s a ltw a te r d isp o s a l, a n d  p rep a rin g  the o il. g a s  o r  
a s s o c ia te d  su b s ta n c e s  fo r  tra n sp o rta t io n  o ff the le a s e d  a ie a . All ro y a lty  and 
su p p lem en ta l ro y a lty  tha t m a y  b e c om e  p a y a b le  in m on e y  to the s ta te  sh a ll be 
pa id on  o r  b e fo re  the la s t d a y  o f the  c a le n d a r  m on th  fo llow ing  the m on th  in 
which the oil, g a s  o r  a s s o c ia te d  su b s ta n c e s  a re  p ro du ced . R o y a lty  an d  
su p p lem en ta l ro y a lty  p a ym en ts  s h a ll be a c c om p an ie d  by c op ie s  o f run tickets o r 
su ch  o th e r in fo rm ation  re la tir .g  to v a lu a tio n  o f  ro y a lty  a nd  su p p lem en ta l roya lty  
a s  the  s ta te  m ay  requ ire , which m ay  inc lude , but is not lim ited to, e v id en c e  o f 
s a le s , sh ipm en ts , and  am ou n ts  o f g ro s s  oil, g a s  and  a s s o c ia te d  s u b s ta n c e s  
p ro d u c ed .

9 ) T h e  fo llow ing  p ro v is ion  sh a ll b e  a d d ed  to the end  o f p a ra g ra p h  3 8 :

(f) S u p p lem en ta l ro y a lty  u n d e r this le a s e  m ay  be  taken  in k ind unde r 
the s a m e  te rm s and  con d itio n s  a s  ro y a lty  m ay  be  taken  in k ind u n d e r this 
p a ra g ra p h  3 8 .

1 0 ) P a ra g ra p h  3 9  is re p la c e d  in its en tire ty  a s  fo llow s :

3 9 . R E D U C T IO N  O F  R O Y A L T Y . E xcep t a s  p ro v id ed  in p a ra g ra p h  4 0  be low , 
le s s e e  sh a ll not be  en titled  to  an y  reduc tion  o f  ro y a lty  pa id  u n d e r p a ra g ra p h  3 5  
a b o v e  o r  su p p lem en ta l ro y a lty  pa id  u n d e r p a ra g raD h  4 0  b e low  b a s e d  o n  any 
cu rren t o r  fu tu re  a g re em en t , s ta te  s ta tu te , o r  s ta te  regu la tion .

1 1 ) P a ra g ra p h  4 0  is re p la c e d  in its en tire ty  a s  fo llow s :

4 0 . S U P P L E M E N T A L  R O Y A LT Y , (a ) In add ition  to the ro y a lty  pa id  and  
c om pu ted  u n d e r p a ra g ra p h  3 5 , 3 6 , 3 7  a b o v e , le s s e e  sh a ll o a y  to  the  s ta te  a 
su p p lem en ta l ro y a lty  ( “s u p p lem en ta l roya lty ” ). L e s s e e  sh a ll n ay  the 
su p p lem en ta l ro ya lty , if ow ed , up on  the  s a m e  p rodu c tion  v ^ u m e  fo r which 
ro ya lty  is pa id  ( “ p rodu c tion  v o lu m e " ). T h e  su p p lem en ta l ro y a lty  p a ym en t fo r  a  
g iven m on th  e q u a ls  the su p p lem en ta l ro y a lty  v a lu e  tim es the  su p p lem en ta l 
ro y a lty  p e rc en ta g e  ra te  ( “ p e rc e n ta g e  ra te " ) tim es the p roduc tion  v o lu m e  fo r  that 
m on th . T h e  p e rc e n ta g e  ra te  sh a ll b e  c a lc u la te d  m on th ly  by re fe re n c e  to : (1 )  an  
A N S  W e s t  C o a s t s p o t  p rice  ( “sp o t p ric e " ); and  (2 )  a  su p p lem en ta l ro y a lty  trigger 
p rice ("trigger p rice "). If th e  sp o t p rice is e q u a l to o r  le s s  than  the trig g e r p rice , 
then the p e rc en ta g e  ra te  e q u a ls  z e ro . If the sp o t  p rice is g re a te r  than  the  trigger 
p rice , th en  the p e rc e n ta g e  ra te  e q u a ls  [th e  s p o t  p rice  p e r b a rre l m inu s the 
trig ge r p rice  p e r b a rre l] t im es 1 .5  p e r  c en t p e r d o lla r  p e r b a r re l. T h e  p e rc en tag e  
ra te  m ay  n e v e r e x c e e d  7 .5  p e r  cen t.

(b ) T h e  sp o t price is the p rice  p e r b a rre l c a lc u la te d  in A rtic le 3 .3  o f and  Exh ib it 4  
to the A N S  R o y a lty  Litigation S e tt lem en t A g re em en t ("A N S  A g re em en t" ), da ted  
D e c em b e r 3 1 , 1 9 9 1 , b e tw een  the S ta te  and  B PX A , fo r the c ru d e  o il re fe r re d  to
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a s  "A N S (U S W C )"  in the A N S  A g reem en t. The trig ge r p rice is S 1 7 .3 5  p e r b a rre l 
th rough  April 3 0 , 1 9 9 7 . O n  M ay 1 , 1 9 9 7 ,  and  e ac h  M ay 1 th e re a fte r , the., trigger 
p rice s h a ll be  a d ju s te d  by a n  in fla tion  fa c to r  eq u a l to fifty p e rc en t o f  the "in flation 
rate" d e fin ed  a s  the P ro d u c e r  P r ic e  In d ex  fo r  Industria l C om m od it ie s  ( “ P P I ” ) fo r  
D e c em b e r o f the p re v iou s  y e a r , a s  rep o rted  by April 3 0  o f the c u rre n t y e a r , 
d iv ided  by  the P P I fo r  D e c em b e r o f 1 9 9 5 , a s  rep o rted  by  April 3 0 ,  19 9 6 . T h e  
su p p lem en ta l ro ya lty  v a lu e  fo r  o il, g a s , n a tu ra l g a s  liqu ids and  a s s o c ia te d  
s u b s ta n c e s  is d e fin ed  in p a ra g ra p h s  3 6  a n d  3 7  a b o v e . Exhibit B  is a  s am p le  
c a lc u la tio n  to d em on s t ra te  the m e th od  o f c a lcu la tin g  su p p lem en ta l ro y a lty  fo r
o il.

T h e se  am en d m en ts  d o  not a ffe c t : (1 ) a n y  fu tu re  a g re em en ts  which m ay  b e  re a c h ed  fo r  

the hand ling  o f o u ts id e  s u b s ta n c e s  a s  that te rm  is u sed  in the  N o rth s ta r U n it 

A g reem en t e ffe c t iv e  J a n u a ry  2 4 , 1 9 9 0  o r  (2 )  the cu rren t v a lu a tio n  m e th od o lo g y  fo r  

roya lty  fo r  a n y  o th e r  A la sk a  N e t P ro fit  S h a re  le a s e s  b e tw een  the S ta te  a nd  B P X A  o r  

a n y  a ffilia te s  o r  a n y  fu tu re  a g re em e n ts  wh ich m ay  be re a c h e d  rega rd ing  a  fu tu re  

v a lu a tion  m e th o d o lo g y  fo r  A la s k a  N et P ro fit S h a re  le a s e s . T h e s e  am en dm en ts  take  

e ffe c t w hen  and  if an  A c t(s ) s u b s ta n tia lly  s im ila r to  the act, a tta ch ed  a s  Exh ib it D and  

in co rp o ra ted  by  re fe re n c e , ta k e s  e ffe c t . T h is  am en dm en t is d a ted  fo r re fe re n c e  

p u rp o s e s  a s  o f  M arch  2 2 , 1 9 9 6 .

L E S S E E : L E S S O R :

B P  E X P LO R A T IO N  (A LA SK A ), INC . ST A T E  O F  A. -A SKA

■John T . ShTvely, C om m is s io n e r  
D ep a rtm en t o f  N atu ra l R e s o u rc e s



ST A T E  O F  A LA SKA  )
) s s .

Th ird  Jud ic ia l D istrict )

O n  ''ff lltU c A , . 1 9 9 6 , b e fo re  m e a p p e a re d  J o h n  T . S h iv e ly , C om m is s io n e r , 
S ta te  o f A la s k a , D ep a rtm en t o f N a tu ra l R e s o u rc e s , and  w ho e x e cu ted  this le a s e  and  
a ck n ow le d g ed  vo lun ta rily  s ign ing  it on  b e h a lf o f the S ta te  o f A la s k a , a s  le s s o r .

___________

N ota ry  P u b lic  in and  fo r  the S ta te  o f  A la s k a  %
Mv C om m iss io n  E xp ire s : /  / te ,/ 9 q ___________ J ^ /  rc ts 5 ^  'v* \i

|  \  -0\5^

ST A T E  O F  A LA SKA  ) % + ‘<

> ss.
Th ird  Jud ic ia l D istric t ) % /«mt\#

O n  't Wa h f j ju  A A s  . 1 9 9 6 , b e fo re  m e a p p e a re d  E. M. Lu tre ll, V ice P re s id e n t o f B P  
E xp lo ra tio n  (A la s k a ), Inc ., and  w ho  e x e c u te d  this le a s e  a n d  a c k n ow le d g ed  v o lu n ta rily  
sign ing it o m b e h a lf o f the B P -E x p lo ra t io n  (A la s k a ), Inc ., a s  le s s e e .

  u!,„

N o ta ry  P u b lic  in and  fo r  the S ta te  o f A la s k a  a . P /» 5%
My C om m is s io n  E xp ire s : ...........'■& 1

%
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Exh ib it B
C a lc u la t io n  o f the S u p p lem en ta l R o y a lty  P a ym en t fo r Oil

1) T h e  c a lcu la tion  o f the A N S  W e s t  C o a s t  sp o t price is d e riv ed  from  P la tt ’s  
"O ilg ram  P ric e  R ep o rt"  S p o t  C ru d e  P r ic e  A ss e s sm e n ts :

P la tt ’s  R e p o rte d  D a ily
A s s e s sm e n t  ($ /b a r re l)

D a te A N S W C A N S W C A N S W C A N S W C
Low H igh D a ily  A ve rag e D a ily  A ve rag e  

(A fte r 
R o u .,a in g )'

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

M on th ly  A v e ra g e  c a lc u la te d  from  A N S W C  D a ily
A ve ra g e  (A fte r R o u n d in g ) =  $ 1 7 .2 2 7 1  p e r

b a rre l
A N S  W e s t  C o a s t  s p o t p rice  fo r th e  J a n u a ry  1 9 9 6
m on th  o f p rodu c tion  = $ 1 7 .2 3  p e r

b a rre l

2 ) T h e  in fla tion  fa c to r  s h a ll b e  c a lc u la te d  a s  fo llow s : A ssum e  that by April 3 0 , 
1 9 9 6 , the U .S . D e p a rtm en t o f L a b o r re p o rts  a  P P I fo r  D e c em b e r 1 9 9 5  a s  1 2 6 .2 . 
A ssu m e  tha t by April 3 0 , 1 9 9 8 , the P P I  fo r  D e c em b e r 1 9 9 7  is 1 3 4 .2 . T he  in flation 
fa c to r fo r 1 9 9 8  is c a lc u la te d  a c c o rd in g  to the fo llow in g  fo rm u la :

1 A ll source and calcu lated  numbers sh a ll be rounded as rcqu 
A g r e e m e n t .



In fla tion  F a c to r fo r  M ay 1, 1 9 9 8  th rough  April 3 0 , 1 9 9 9
= [ (P P I D e c em b e r o f the p re v iou s  y e a r  +■ PP I D e c em b e r 1 9 9 5 ) - 1 ] x 0 .5

= ( (1 3 4 .2  + 1 2 6 .2 )  - 1] x 0 .5  = 0 .0 3 1 7  = 3 .1 7  p e rc en t

3 )  The trig ge r p rice fo r  M ay 1, 1 9 9 8  th rough  April 3 0 , 1 9 9 9  is c a lc u la ted  by 
ad ju s ting  $ 1 7 .3 5  p e r b a rre l by the in fla tion  fa c to r  a s  fo llow s :

T rigge r p rice  fo r the c u rre n t y e a r  = $ 1 7 .3 5  p e r b a rre l x (1 + in fla tion  fa c to r)

= $ 1 7 .3 5  p e r b a rre l x (1+  3 .1 7  p e rc en t)

= $ 1 7 .3 5  x 1 .0 3 1 7

= $ 1 7 .9 0  p e r b a rre l

4 )  A ssum ing  the cu rren t m on th  A N S W C  s p o t  p rice  is $ 2 1 .4 0 ,  the su p p lem en ta l 
ro y a lty  p e rc en ta g e  ra te  is c a lc u la te d  a s :

S u p p lem en ta l ro y a lty  p e rc e n ta g e  ra te  = (A N S W C  sp o t p rice  - trig ge r p rice fo r  the c u rre n t y e a r )
x (1 .5  p e rc en t p e r d o lla r  p e r b a rre l)

=  ($ 2 1 .4 0  p e r b a rre l - $ 1 7 .9 0  p e r  b a rre l) x 1 .5  p e rc en t p e r d o lla r  p e r b a rre l

=  ( 2 1 . 4 0 - 1 7 . 9 0 )  x  0 .0 1 5

= 0 .0 5 2 5 0  = 5 .2 5  p e rcen t

5 )  The  c a lcu la tio n  o f  the su p p lem en ta l ro y a lty  p aym en t fo r  the cu rren t m on th  is the 
p rodu c t o f th e  p roduc tion  v o lu m e  tim es the ro y a lty  v a lu e  and  the  su p p lem en ta l ro y a lty  
p e rc en ta g e  ra te . A ssu m e  tha t 1 ,5 5 0 ,0 0 0  b a r re ls  o f oil w e re  p ro d u ced  in the N o rth s ta r 
unit in the cu rren t m on th  an d  tha t the ro ya lty  v a lu e  is $ 1 7 .7 1 .  T h e  su p p lem en ta l 
ro y a lty  is:

S u p p lem en ta l ro y a lty  p a ym en t = p roduc tion  v o lu m e  x  roya lty  v a lu e  x su p p lem en ta l ro y a lty
p e rc e n ta g e  ra te

= 1,550,000 barrels x $17.71 per barrel x 5.25 percent

= $1,441,151.25



EXH IB IT  C 

PR O JEC T  SCHEDU LE

The  N o rth s ta r D e v e lo pm en t P ro je c t  ("th e  P ro je c t" ) is d e sc rib ed  in the  d o c u m en t titled 

"N o rth s ta r D e v e lo pm en t P ro je c t , C o n c e p tu a l E ng in ee rin g  R ep o rt"  d a te d  F e b ru a ry  

1 9 9 6 . B PX A  sh a ll c om p ly  with the fo llow in g  s c h e d u le  fo r  the P ro je c t  a n d  sh a ll p ro v id e  

sa tis fa c to ry  ev id ence  o f c om p lia n c e  within fifte en  d a y s  o f th e  d a te  p e r fo rm a n c e  is d u e  

u n d e r the sch ed u le :
B PX A  sh a ll rece ive  P ro je c t  sa n c tio n  within tw e lve  (1 2 )  m on th s  a fte r p a s s a g e  b y  the 

leg is la tu re  o f an  Act app rov ing  the F irs t A m endm en ts  to the N o rth s ta r U n it L e a s e s  fo r  

the P ro je c t . "P ro je c t san c tion " m e a n s  a p p ro v a l in writing by  the h igh es t a p p ro p ria te  

au tho rity  in B PX A  o r  its p a re n t en tity  n e c e s s a ry  fo r the tota l am oun t o f  e xp en d itu re s  

requ ired  fo r  the P ro je c t . S a t is fa c to ry  e v id en c e  o f rece ip t o f  san c tion  s h a ll b e  te n d e red  

to the S ta te  in the fo rm  o f the san c tion in g  en tity ’s  d o cum en ts  ap p ro v in g  the 

exp end itu re  o f fund s fo r  the P ro je c t . If P ro je c t  san c tion  is w ithd raw n fo r  a n y  re a s o n  

w h a ts o e v e r , B PX A  sh a ll notify  the S ta te  within th ree  w ork ing d a y s  by  le tte r from  an  

au th o riz ed  o ffic e r a n d  B P X A  sh a ll b e  d e em ed  to h a v e  fa ile d  to c om p ly  with th is 

s c h e d u le .
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N o r t h s t a r  E c o n o m i c  E v a l u a t i o n

Estimated Total Revenues for the State of Alaska 
(Real 1996 Dollars)

Net Profit Share 
and

2002 Development
Reserves

Mid Case: 130 MMBO

Med'um High: 160 MMBO

High: 190 MMBO

Low: 115 MMBO

428

581

827

350

Supplemental Royalty i 
and

1999 Development Difference

424

501

639

371

-4

-80

-188

2 1

Per Memorandum from DNR to Senator Leman
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