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N S  Oil Pi ice

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 
(Millions of Real 1996 Dollars)

Net Profit Share Supplemental Royalty Difference

Base Case 438 424 -14

Oil Price Multiplier = 1.1 582 463 -119

Oil Price Multiplier = 0.9 353 385 32
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North Star

State of Alaska British Petroleum

W h a t  do \ou  yet? Mod es t acceleration in startup 

of production

A s s u m e  mo r e  risks associated 

with variation in Held size and 

price

Stale in co m e  less dependent 

upon variation in Held size and 

price

M a y  provide m o r e  timely 

utilization of existing facilities 

and personnel

Promise of  Alaskan 

construction, local hire

N o  sharing of net profits

Precedent for renegotiation of 

an existing lease

W h a t  do y o u  give up? Upside associated with larger 

Held size and higher prices, 

downside associated with 

smaller Held size and lower 

prices

Ability to share m o r e  risks 

with the State j

Und er m i n e s  competitive bid 

process: sets precedent for 

renegotiations on  oilier leases

Appears to contradict 

arguments that the State should 

assume mor e risk in its basic 

tax and royalty structure

State gives up SSO  million - 

190 million (per Senator 

1.email’s requested runs on 

larger Held sizes i
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State of Alaska
Department of Law

M a r c h  2 6 , 19 9 6

663-96-0441

465-3600

Necessity for legislation to 
implement net profit share 
reduction

We were asked whether the Commissioner o f Natural Resources has the statutory 
authority to reduce the net profit share payments required under the Northstar leases held by BP 
Exploration (Alaska) Inc. After considering that question, we conclude it would be prudent to seek 
express statutory authority for this action. We also discuss other legal issues that bear on proposed , 
remedial legislation.

1. Authority Under Existing Law.

Alaska Statute 38 .05 .180 is a comprehensive statute which sets out the Commissioner 
ofNatural Resources’ authority regarding oil and gas leasing. Section 180 contains express authority 
in two subsections for the commissioner to modify the royalty provisions o f an oil and gas lease. 
However, neither section 180 nor the Alaska Land Act (AS 38.05) defines the meaning o f the term 
".royalty." To add to the difficulty o f statutory construction, section 180 lacks express authority for 
reduction o f a net profit share interest.

The Northstar leases are within the Northstar unit. To implement unitization o f a
field,

The commissioner may, with the consent o f the holders o f the leases involved
. . .  change. . .  royalty requirements o f the leases . . . .

AS 38.05.H0QJ; (emphasis added). Section 180(p) provides that a change may be made "in 
connection with the institution and operation o f a cooperative unit plan." The Department ofNatural 
Resources (department) interprets section 180(p) to be applied only at the institution o f a unit. For 
this reason, section 180(p) is not germane to the instant transaction. In any case, section 180(p) was 
amended during the first session o f the Nineteenth Alaska State legislature to provide in part that the 
commissioner
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- “may not decrease royalty on leases ;n connection with a cooperative or unit 
plan except as provided in (j) o f this section.

Sec. 3 , ch. 85, SLA 1995. Section 180 (j) permits the commissioner to

provide for an increase or decrease or otherwise modify royalty, to allow for 
production that would not otherwise be economically feasible___

Section 180(j) contains intrinsic evidence that the legislature meant only to cover the royalty share 
in amount or value o f production removed from the lease. For example, in section 180(jX3XCXi) 
and (4XA) limits are imposed on the commissioner’s power to reduce a royalty using the terms 
"royalty percentage" or "royalty rate." The use o f these terms is evidence that the legislature meant 
section 180 (j) to apply only to a share in the amount or value o f production, not to a reduction o f 
a share o f the net profit derived from the lease. The foregoing intrinsic evidence o f meaning is 
consistent with your testimony given when section 180(j) was under consideration before enactment 
by the legislature. You testified, "there was no reference made in [SB 207] to 'net profits leases'.. . .  
There could be negotiation on the base royalty, but not the net profit portion ." Senate Finance 
Committee Minutes, SB 207, May 11, 1995 . Senate B ill 207 was never subsequently amended to 
cover the omission highlighted by the commissioner. Senate B ill 207 was passed by the legislature 
was signed into law by the governor and became ch. 85, SLA 1995.

There is no commonly understood definition o f a net profit share.1 A  net profits 
interest may be interpreted to be either the equivalent o f a royalty which is an interest in land, or it 
could be considered only a contract right which is severable from an interest in realty. We would be 
remiss if  we did not acknowledge that the department has without discussion, on occasion, 
interpreted the term “ royalty requirements”  in section 180 (p) to include a net profit share interest. 
SimiLariy, the Minerals Management Service, the federal agency equivalent to the Division o f O il &  
Gas, has interpreted the term "royalty," in the context o f a royalty reduction, to include net profit 
share payments. 30 C JJL § 203.50. The past administrative interpretations o f the department 
are limited in number and o f fairly recent origin. For this reason, we are unable to conclude there has 
been a contemporaneous construction that a net profit share is included within the meaning o f 
"royalty." For these reasons and the analysis o f the relevant provisions discussed above, we believe 
there is substantial doubt that section 180 prescribes a method for reducing a net profit share interest.

We believe that it would not be prudent to assume that the term "royalty," as used in 
subsection (p), includes net profit share payments. I f  that were the case, the commissioner’s only 
statutory authority to reduce the net profit share payments required under the Northstar Unit leases

1 Sfifi Christy v. Petrol Resources Corp.. 691 P.2d 59, 61 (N.M . App. 1984X"net profits 
interest" has no independent meaning, and nature o f the interest must be determined from provisions 
o f the instrument creating it).
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is set out in AS 38.05.180(j). For the reasons stated above, we believe that a decision to reduce a 
net profit share using the authority contained in section 180(j) would be vulnerable to a judicial 
challenge. Further, under section 180 (j), the commissioner may reduce royalty on unitized leases if 
the lessee makes a “clear and convincing showing that a modification o f royalty meets the 
requirements o f this section and is in the best interests o f the state.” AS 38.05.180(j)(2). The 
purpose o f subsection (j) is “ to allow for production that would not otherwise be economically 
feasible.” You have informed us that the Northstar Unit development does not meet this standard. 
It would be preferable to seek independent authority for the Northstar net profit share reduction in 
a way that would bring certainty to the state and the leaseholder while avoiding these difficult legal 
issues.2

2. Local or Special Legislation

The department intends to seek the narrowest possible provision to specifically 
authorize amendments to only the Northstar leases. Consistent with your instructions, we have 
prepared a bill to accomplish this goal. You ask whether such a bill would violate the Alaska 
Constitution. The prohibition against local or special legislation provides:

The legislature shall pass no local or special act if  a general act can be made 
applicable. Whether a general act can be made applicable shall be subject to 
judicial determination.

Alaska Const. Art. n , Sec. 19.

Section 19 has not been recently applied by the Alaska Supreme Court. In 1975, 
section 19 was applied to invalidate a statute that mandated the creation o f an Eagle River-Chugiak 
Borough. Abrams v. State. 534 P.2d 91 (Alaska 1975). In Abrams, the court recognized that a 
statute may affect only one o f a few areas and yet relate to a matter o f statewide concern or common 
interest.

In 1977, section 19 was again applied to validate a statute authorizing a trade o f land 
between the federal government, the state, and a Native regional corporation. State v. Lewis. 559 
P.2d 630 (Alaska 1977), cert, denied. 432 U.S. 901 (1977). The court found that the land trade was 
unique, but o f statewide concern. The Lewis, court propounded a test to be used in determining 
whether a statute violates the special or local prohibition. It was substantially the same as the test 
used to determine the validity o f nonsuspect classifications challenged as violative o f equal protection. 
The state merely had to show a rational basis, a good reason, to justify the special treatment.

There may be implied authority to amend the net profit share terra o f in  oil and gas lease 
granted under AS 38.05.180. While that authority may exist, it has never been used to reduce a net 
profit lease. On a matter o f such significance, this transaction should not become the test case.
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In 1978, the court articulated a unified equal protection analysis that avoids 
distinguishing between suspect and nonsuspect classifications by using a sliding scale to weigh the 
interests involved in any classification. State v. Erickson. 574 P.2d 1 (Alaska 1978). The court 
applies a single test that is flexible and dependent on the importance o f the rights involved. The more 
fundamental the right involved, the more compelling the interest the state must have for preferring 
one classmember over another. Commercial Fisheries Entry Commission v. Aookedak. 606 P.2d 
1255 (Alaska 1980).

There has not been a case involving the local or special legislation prohibition since 
the unified equal protection test was adopted by the court. It remains to be seen how the court w ill 
apply an equal protection analysis to a statute claimed to violate section 19.

According to the department, there are approximately 39 leases carrying net profit 
share provisions. It is possible that other leaseholders w ill claim discrimination if  they are not also 
given relief from a corresponding net profit share provision. We doubt that a leaseholder would 
prevail in a claim that a statute permitting the reduction o f a taiseholder's net profit share interest 
implicates a fundamental right It is not a foregone conclusion that the other leaseholders are similarly 
situated to the Northstar leaseholder. We doubt there is a class o f similarly situated leaseholders who 
would be discriminated against by a bill that only applies to the Northstar leases. The effect o f a net 
profit share on a specific field w ill be subject to different economic assumptions (except price).

The state's interest advanced by the proposed statute is to bring the Northstar leases 
into production in a way that also encourages other employment and economic activity in the state. 
The state depends on petroleum revenues for approximately 85 percent o f its general fund revenues. 
For this reason, a statute specifically directed to the Northstar leases can be said to have statewide 
significance. The reduction in net profit sharing is tied to promises o f local manufacture and assembly 
o f facilities to develop the leases. This will lead to substantial economic activity in the railbelt region 
o f the state in which over half o f the population o f the state resides. There w ill be a direct economic 
benefit to the North Slope Borough derived from increased tax revenues. Production from the 
Northstar Unit will decrease the TAPS tariff for all existing North Slope fields and will likely extend 
the life o f TAPS thereby making it more likely that fields not currently in production can be brought 
into production.

1  wiU b t the department's responsibility to cardiilly articulate the state's intenqp 
during lepaUtiv^ hearings oo the bill proposing the net profit s h in  reduction. This must be dooe 
with t h e i l i t r f i i l  hi— j  a q » a r t i» tb » a *« w ta o fth o s t^
The legislttrvw history wffl be importambecauM the ufciaMtedhch ion “whether a geaenl act can be 
made applicable* rests with the Alaska Supreme Court.
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The proposed reduction in the net profits share provisions o f the Northstar leases 
raises the question o f whether there might be an expenditure o f future state revenues without a valid 
public purpose. It is debatable how much revenue, if  any, would be foregone if  the reduction in net 
profit share takes effect. The amount is dependent on when the leases go into production, the value 
o f oil and other production from the lease, and when the leases become profitable under 11 A.A.C. 
83.210-.295.

The Alaska Constitution requires that state money be expended only for public 
purposes. Alaska Const, art. IX , sec. 6. To satisfy the public purpose doctrine, the benefit to the 
public must be the direct and primary purpose o f an expenditure. It is penniaabte if  th^ opeadituriu 
also has an indirect private benefit However, the reverse (direct private ')eaefiLwith otty secondary; 
indirect public benefit) constitutes violation o f the public purpose doctrine. /

The,analysis is similar to a determination whether there is adequate consideration to 
support a contract. I f  there is valuable consideration received by both the state and the leaseholder, 
the benefit to the state may be characterized as direct. In the case o f the Northstar leases, there is a 
trade-off between expedited development o f the leases and the loss o f uncertain future revenue. The 
expedited development comes combined with in-state manufacture and assembly o f production 
facilities. The magnitude o f the loss in revenue is highly speculative because the value o f production 
from the leases depends on the whims o f the marketplace.

Because the State leased the oil rights at the Northstar field pursuant to the 
constitutional mandate to obtain the maximum public benefit, an effort to expedite production vitally 
affejts the public interest. SfiS Swindel v. Kelly. 499 P.2d 291, 298 n.27 (Alaska 1972Xruling that 
Slate Constitution recognizes value o f all public lands); Alvcska Ski Con?, v. Holdsworth. 426 P.2d 
1006, 1011 (Alaska 1967Xruling that “our constitution reflects . . .  the importance o f our land 
resources and o f the concomitant necessity for observance o f legal safeguards in the disposal or 
leasing o f state lands.") alac Trustees For Alaska v. State. 736 P.2d 324, 335 (Alaska 
1987Xfinding that State was granted large land holdings under the Statehood Act to “ensure the 
economic and social well-being o f the new state.” ) Given the public’s vital interest in deriving the 
maximum benefit from the leasing o f state lands, the court would likely liberally construe the 
proposed net profit share reduction provisions in the State’s favor. Sfifi State v. Moncrief 720 P.2d 
470,475 (Wyo. 1986)(stating that i f  a governmental mineral lease is ambiguous, a court must then 
recognize that the government officials’ duty “to realize the largest possible proceeds is a surrounding 
circumstance which must be considered when interpreting these leases.” )

The Alaska Supreme Court tends to give a certain amount o f deference to the 
judgment o f the legislature concerning whether and how state resources may be expended for a 
particular purpose. s « , DcArmond .Y, Alaska State Pcvttopmfflt Corporation. 376P.2d 717,721

3. Public Purpose.
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(Alaska 1962Xcourt w ill not set aside finding o f public purpose unless it clearly appears that such 
finding is arbitrary and without any reasonable basis in fact). To be sure, there w ill be some 
uncertainty if  this question is litigated. The Alaska Supreme Court has stated that the phrase "public 
purpose" represents a concept which is not capable o f precise definition. DeArmond. 376 P.2d at 
721: Walker v Ahtdq* State M o rty^? Affyvrjatinn, 416 P.2d 245 (Alaska 1966). The concept is an 
evolving one for which "it would be a disservice to future generations for [the Supreme Court] to 
attempt to define . . .."  14. The court will examine the "entire factual and governmental context to 
determine whether a particular plan o f action serves a public purpose." Wright v. City o f Palmer. 468 
P.2d 326, 330 (Alaska 1970Xcitation omitted). In essence, a determination o f public purpose must 
be made in each case on the basis o f the particular facts and circumstances. DeArmond. 376 P.2d 
at 721.

We believe that a compelling; case can be rnide that there is adequate consideration^
to support a finding o f a direct and substantial public ber' flowing from the reduction o f the net 
profit share. We assign a low probability to the possibility o f a successful challenge based on the 
public purpose doctrine.

4. Competitive Bidding Principles

It may be possible to consider a net profit share to be a contract right o f the 
leaseholder. A  public contract can be amended by the contacting parties. The power to amend a 
public contract is a necessary element o f contract administration It is not certain that judicial 
constructions o f the ability o f an administrative officer to amend a public contract w ill apply to the 
power to amend a contract right conveyed along w ith an oil and gas lease.

The power o f amendment has its limits. The ability to amend is greatly restricted if 
the contract was awarded through the competitive bidding process. The reason for this is the premise 
that a material change in a competitively bid contract amounts to a new contract McKinnon v. 
ALPETCO. 633 P.2d 281, 287 (Alaska 1981). A new contract can only be awarded through another 
round o f competitive bids. IsL

The rule against material amendments was applied in Kenai Lumber Co.. Inc v. 
LeReschc. 646 P.2d 215 (Alaska 1982). In Kenai Lumber, the Alaska Supreme Court offered factors 
for determining when an amendment is material. These factors include:

(1) the legitimacy o f the reasons for the change^

(2) whether the reasons for the change were unfo reseen at the time the contract
was made^

(3) the timing o f the change;
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(4) whether the contract contains clauses authorizing modifications; and^

(5) the extent o? the change relative to the original contracts 
646 P.2d at 221./

It may be possible to formulate an argument that the reasons for amending the* ' v 
Northstar leases are legitimate and were unforeseen at lease formation. The timing o f the change ifc f^ 
sufficiently distant from formation o f the leases to negate any claim that it is a pretext to avoid' 
resotidtatioq o f the leases. However, the w t— i  raineaariout:^'
questions as to whether ftctor (5) above can be satisfied. Other pm o a tw to  competed for the leases 
may claim that since the net profit share was the sole variable in the lease sale, it is such a material' 
term that a change cannot be made without violating the competitive bidding statute. Uncertainty 
concerning the state’s prospects for prevailing in any litigation on this issue gives an addp tinu ^M ir*' 
for our advice that the department seek independent statutory authority f ix  the Northstar transaction. 
The Alaska Supreme Court has held that competitive bidding is not necessary untaa "required b g #  
constitution, statute, ordnance or regulation.* McKinnon. 633 P.2d at 2S7. I f  tha iafjahrtur* ware 
to directly authorize the amendments to the Northstar leaser that~aMhoriuthM would take., 
precedence over any other statute requiring competitive bids, just as section 180Q takes precedence 
over any other competitive bidding statute.

We hope that the foregoing memorandum adequately addresses the reasons why it 
would be prudent to seek specific authority from the legislature to reduce the net profit share 
provisions applicable to the Northstar leases. We are prepared to assist the Department ofNatural 
Resources in seeking passage o f a bill to accomplish this purpose.

JLB/c lh



‘to President 
EntMCr.lt.on, Alaska

B P  EXPLORATIOtN BP Exploration (Alaska) Inc
900 East Benson Boulevatd 
P.O Box 196612 
Ancnorage. Alaska 99519-66)2 
(907) 564-t 892

April 5 , 1 9 9 6

R ep . R am on a  B a rnes 
A la sk a  S ta te  Leg is la tu re 
S ta te  Cap ito l Rm . 4 0 3  
Ju n eau , AK 9 9 8 0 1 -1 1 8 2

D e a r R ep resen ta tive  B a rnes ,

Last S und ay  the A nchorage Daily News ran an editorial on the DN R /BP  N orth sta r 
con tract which w as both m isleading and oversim p lified in its ana lys is . I w ould like to 
se t the reco rd  straight.

The negotia tions between BP  and the Departm ent o f Natural R e sou rce s  (D N R ) 
resu lted  in an ag reem ent which is both a good dea l fo r the sta te  and BP . P e riod . The 
ag reem en t m axim izes the sta te ’s  return, nurtures new business and c rea te s  the 
opportun ity fo r new job s  fo r A laskans.

T ha t’s a  fa r cry from  the New s’ characterization o f the ag reem en t as "a trust-me 
d e a l.”

H ere  a re  the facts.

The  ag reem ent DNR reached  with BP  will pump about $1 billion into the 
s ta te ’s  econom y ove r the next 15 yea rs . About half will flow  directly into the 
sta te  treasu ry  through the highest royalty rates o f any producing fie ld in 
A laska , a long with state seve ran ce  tax, income tax and property tax. The state 
estim ates that N orthstar’s 2 0  percent royalty rate will g enera te  up to $ 1 7 0  
m illion m ore than the sta te ’s standard 1/8th royalty.

T he  ag reem en t contains a supp lem en ta l royalty c lau se  pegged to the price of 
oil, on e  that would have a lre ad y  kicked in with today ’s m arket price. The state 
estim ates this supp lem en ta l royalty, which cou ld rise to a s  much a s 2 7 .5  
percen t, will add ano the r $ 3 7  million to the state's treasu ry .

• The ag reem en t includes a strong comm itment to hire A laskan w orke rs , a
com m itm ent B P  takes very se riou s ly . W hile the courts have  prohibited binding 
A la ska  hire ag reem en ts , we outlined specific actions which will he lp to ensu re 
that a s  m any o f the m ore than 5 0 0  Northstar construction jobs, and the m ore 
than 5 0  direct perm anen t job s , go to A laskans. W e have met with ou r 
con trac to rs to re in force their comm itment to loca l hire, and we a re  working 
with the state's co lleg es and craft schoo ls  to m ake su re  we have enough 
tra ined A laska w orkers to fill the new jobs .



• The ag reem ent binds B P  to spend as many o f N orth sta r’s deve lopm ent
do lla rs  as poss ib le  right here in A laska. This m ay be the n..-..: •• .j  H^itiOi»
o f the ag reem ent a s  it m oves a part-time industry into a  full-time business 
em p loying hund reds o f highly skilled A laskans to m anu factu re h rn o  
production m odu les we need to bring Northstar on-line .

Let m e divert fo r a moment.

The N ew s raised concerns about the precedent se t in retroactive ly changing le a se  
te rm s. In fact, p receden ts a lready  exist. In 1992 , DNR un ilatera lly  ag reed  to d rop net 
profits te rm s at Thetis Is land in exchange fo r higher roya lties and immediate 
deve lopm en t. Last y ea r the A laska Legislature p assed  SB  2 0 7  giving the DN R  
com m iss ione r the pow er to change royalty term s without leg islative app rova l. In 
these  two instances, changes w ere m ade o r authorized which enab le  the sta te  to 
respond  to opportunities. O u r econom ic environment is an ever-changing one  which 
requ ires som e  m easu re  o f flexibility to rem ove ob stac les  to deve lopm ent, even  those  
which at one  time seem ed  to have merit.

Y ou , a s  o u r s ta te ’s policy m akers , will hold the Northstar ag reem en t to the m ost 
stringent o f reviews, and we be lieve you will conc lude that the ag reem en t is in the 
best in terests o f eve ryone .

The bottom  line is that N orthstar will neve r be deve loped  under its existing net profits 
te rm s. Its prior ow ners cou ld not bring it to production, and the sta te ’s own studies 
show  that the presen t net profits requirement d iscou rages deve lopm ent. In fact, the 
sta te  rev ised  its net profit leasing policies follow ing the N orthstar sa le .

The News suggests letting the Northstar le a se s expire s o  they can be put out to 
rebid, thus delaying the field's deve lopm ent fo r seve ra l y ea rs . W hile  this is a g ro ss  
oversim p lification in itself, it a lso  dem onstra tes a  disturbing d isregard  fo r the 
im portance o f time. Oil production -- and revenues -- a re  declining, and the on ly  way 
to tem per this decline is through new deve lopm ent and production . B P  h a s  a lre ad y  
invested the $ 2 8  million needed  to prove this field, and is ready  to begin 
d eve lopm en t next yea r.

The News readily adm its there a re  no guaran tees the sta te will get a better d ea l next 
time. In fact, a ll the evidence points to the contrary. A new le s se e  is un likely to ag ree  
to a  roya lty  a s  high a s  2 7 .5  percent, the stringent A laska  hire ag reem ents and the 
com m itm ent we m ade to pay a multim illion-dollar prem ium  to help deve lop  a 
p rom ising new industry in A laska .

The new  ag reem ent with Northstar truly sets a new cou rse  fo r A lar • one  that
i hope you will speed ily  app rove  it.



N o r t h s t a r

Key Messages

N e w  f i e l d  d e v e l o p m e n t  i s  e s s e n t i a l  t o  t h e  f u t u r e  o f  A l a s k a ’ s  

i o i l  i n d u s t r y  !
- N o r t h s t a r  i s  t h e  f i r s t  s u c h ' d e v e l o p m e n t  \

i - N o r t h s t a r  i s  f u l l y  o f f s h o r e  a n d  w i l l  p r o v e - u p  t e c h n o l o g y  f o r  
o t h e r  o f f s h o r e  d e v e l o p m e n t s  < ' *.

N o r t h s t a r  d e v e l o p m e n t  w i l l  b e n e f i t  a l l  A l a s k a n s
- N e w  e c o n o m i c  d e v e l o p m e n t  a n d  f a b r i c a t i o n  j o b s
- P o t e n t i a l  ST b i l l i o n  i n t o  t h e  S t a t e ’ s  e c o n o m y  a n d  t r e a s u r y
- R e n e w e d  c o m m i t m e n t  t o  A l a s k a  h i r e

• A g r e e m i e n t  i s  n o t  a n  i n c e n t i v e *  o f  g i v e - a w a y
- W i n - w i n  a g r e e m e n t  t h a t  u n l o c k s  t h e  v a l u e  t p  A l a s k a  a n d  B P
- F u l l y  a l i g n s  t h e  i n t e r e s t s  o f  A l a s k a  a n d  B P

» - P r o v i d e s  c e r t a i n t y  t o  t h e  S t a t e  t h a t  N o r t h s t a r  w i l l  b e \

d e v e l o p e d  A S A P  \

' '  . \



N o r t h s t a r  ■ *

Benefits to Alaska

/  C e r t a i n t y  o f  n e a r  t e r m  N o r t h s t a r  d e v e l o p m e n t

-  S i g n i f i c a n t  e x p e n d i t u r e s  b e g i n n i n g  i n  1 9 9 7 ;  p r o d u c t i o n  i n  1 9 9 9

• E c o n o m i c  d e v e l o p m e n t  a n d  j o b s  w i t h  A l a s k a  f a b r i c a t i o n

• F i r s t  f u l l y  o f f s h o r e  d e v e l o p m e n t ;  t e c h n o l o g y

• H i g h e s t  S t a t e  r e v e n u e  p e r  b a r r e l

• P o t e n t i a l  $ 1  b n  i n t o  S t a t e  e c o n o m y  a n d  S t a t e  t r e a s u r y

-  S 2 0 0 +  m m  c a p e x ;  $ 2 0 0 +  m m  o p e x ;  $ 5 5 0 +  m m  S t a t e  r e v e n u e

• S u p p l e m e n t a l  r o y a l t y  e s t i m a t e d  v a l u e  o f  $ 3 7 - 6 5  m m

• C l e a r  s i g n a l  t h a t  t h e  S t a t e  a n d  i n d u s t r y  w i l l  w o r k  t o g e t h e r

t o  e n c o u r a g e  d e v e l o p m e n t



N o r t h s t a r

Alaska Fabrication

N e w  j o b s  a n d  e c o n o m i c  d e v e l o p m e n t  o f  A l a s k a ’ s
 ̂• i

s u p p o r t  i n d u s t r y

P o t e n t i a l l y  7 5 %  o f  f a c i l i t i e s  c o u l d  b e  f a b r i c a t e d  i n  A l a s k a  

' i n v o l v i n g :

- I n c r e a s e  n u m b e r  a n d  c o m p l e x i t y  o f  m o d u l e s

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

- A s s e m b l y  o f  t w o  m e g - m o d u l e s  a t  P o r t  o f  A n c h o r a g e

f o r  s e a  l i f t  t o  N o r t h s t a r

- R e q u i r e s  c o m m i t m e n t  t o  P o r t  a s s e m b l y y a r d

b y  m i d - y e a r  1 9 9 6



N o r t h s t a r  .

Settfement Agreement [_
/

• N P S L  t e r m s  r e m o v e d  f r o m  S t q t e  l e a s e s

• B a s e  S t a t e  r o y a l t y  o f  2 0 %  r e m a i n s  u n c h a n g e d

-  H i g h e s t  o f  a n y  A l a s k a  f i e l d  j

• N o r t h s t a r  w i l l  p a y  a  S u p p l e m e n t a l  R o y a l t y  ( S R ) »

-  P r o x y  f o r  a  p r o f i t s  b a s e d  t a x

• B P  m u s t  s a n c t i o n  N o r t h s t a r  w i t h i n  1 2  m o n t h s  o r  

d r o p  l e a s e s

■ .

•  B P  c o m m i t m e n t  t o  A l a s k a  b u i l d  a n d  A l a s k a  h i r e
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M E M O R A N D A M April 29. 1996

SUBJECT: Concerning C S H B  548(RES), relating to the modification of the

Northstar Unit oil and gas leases

TO: Representative K a y  B r o w n

FROM: Jack C h e n o w e t h

Legislative

I v ie w  these as potentially significant problems with respect to the legislation:

I. To the extent that it proposes changes to existing leases that are "material," 
reformation o f the Northstar unit leases is arguably impermissible:

There is no explicit statutory or regulatory authority to renegotiate an oil and gas lease as is 

contemplated in the Northstar unit lease revisions. It is this explicit authority that the 

Administration is requesting, with respect to the Northstar unit leases, in sec. 2(b) of the 

original bill (sec. 2(b)( 1) of C S H B  548(RES)),

Without regard to specific statutory authority, as a matter of general law. negotiations m a y  

be initialed to a m e n d  a competitively bid public contract. 72 C.J.S. Supp., "Public 

Contracts." sec. 24. However, reformation of a contract entered into after public notice and 

use of competitive lease procedures is regarded with disfavor. State of Hawaii v. K a h u a  

R a n c h  Ltd.. 384 P.2d 591 (Hawaii 1963). on rehearing, dec. affd., 3 9 0  P.2d 737 (Hawaii 

1964), reh. den. 391 P.2d 872 (Hawaii 1964) (reformation of lease of public land sold at 

public auction pursuant to statutorily required notice of contents of lease denied by court). 

Moreover, competitively bid contracts m a y  not be materially amended. M c K i n n o n  v. 

Alpetco. 633 P.2d 281. 287 (Alaska 1981). Kenai L u m b e r  C o m p a n y  v. L e R c s c h e . 6 4 6  P.2d 

215. 221 (Alaska 1982). A m e n d m e n t s  to a contract are "material" if they involve the 

alteration of factors that influence the judgment or decision on the a ward of the contract. 

B r o w n  v. W a rd. 593 P.2d 247.250 (Alaska 1979). Cousineau v. Wa lke r. 613 P.2d 608. 613 

(Alaska 1980). See also King v. Alaska State Housine Authority. 512 P,2d 887. 892 (Alaska 

1973). op. after remand. 571 P.2d 1010 (Alaska 1977) (in the xtof responses to public

bids, a variance from the invitation to bid is "material" "if he bidder a substantial

advantage over other bidders, and thereby restricts or stifles on." 512 P.2d at 892).



II. Legislative approval in the form set out in the bill may be invalid as a violation o f 
the "Uniform Application Clause," article VIII, section 17 of the Alaska Constitution:

Article VIII. section 17 is identified as the "Uniform Application Clause," Shepherd v. 

Department of Fish ?■. G a m e . 897 P.2d 33. 43. n. 11 (Alaska 1995). T h e  constitutional 

provision reads:

U N I F O R M  A P P L I C A T I O N .  L a w s  and regulations governing the use 

or disposal of natural resources shall apply equally to all persons similarly 

situated with reference to the subject matter and purpose to be served by the 

law or regulation.

T h e  Alaska S u p r e m e  Court has indicated that, in its application to the disposition of state 

resources, the provision establishes a standard that is more stringent than the equal protection 

standard of the state constitution's article I. section 1. Alaska Fish Spotters Assn. v. State. 

838 P.2d 798. 804 (Alaska 1992): Baker v. State. 878 P.2d 642. 644 (Alaska App. 1994).

U n d e r  the state constitution, the equal protection standard is. as you m a y  know, a sliding 

scale. In cases involving economic endeavor, the Alaska S' preme Court, applying an equal 

protection analysis, suggests that, where government involvement affects a right to engage 

in an economic endeavor affecting use of stale natural resources, the legislation on which the 

g o v e r n m e n t  involvement is based should exceed rational basis scrutiny. 1 C o m m e r c i a l  

Fisheries Hntrv C o m m i s s i o n  v. A p o k c d a k . 606 P.2d 1255. 1266 (Alaska 1980), app. after 

r e m a n d  680 P.2d 486: Baker v. Slate. 878 P.2d 642,644 (Alaska App. 1994). T h e  evaluation 

standard applicable under the Unifo rm Application Clause of art. VIII. sec. 17 surely m a y  

not be less stringent, lt probably requires not the m i n i m u m  requirement of a fair and 

substantial relationship but rather at least a close nexus, or fit, between the proposed 

enactment and the interest sought to be served by it. *

Representative Kay Brown
April 29. 1996
Page 2

1 tinder the minimal, rational basis lest, the legislation need only indicate 

a classification or distinction that is reasonable, not arbitrary, and that rests u p o n  

s o m e  basis having a fair and substantial basis to the object of the legislation.

: O n  the nature of the relationship, in its Baker decision, the Court of 

Appeals has written:

T h e  supreme court's pronouncements on Article VIII might be 

interpreted to create a distinct constitutional analysis for challenges 

based on the uniform application clause. However, w e  think it is 

noteworthy that, in M c D o w e l l  [v. State. 785 P.2d I (Alaska 1989)]. 

the [supreme] court tracked the equal protection test, speaking of the 

importance of the legislative purpose and the m e a n s  used to

(continued...)



Section 2(c) of the original bill confines itself to the Northstar unit leases. T h e  authorization 

provision is dropped from C S H B  5 48 (R ES)  but the effect oflhe revised bill is similar to the 

original in that only Northstar unit leases held by B P  Exploration (Alaska) Inc. are addressed. 

O n l y  those are held out for reform. N o  mention is m a d e  of other lessees having interests 

burdened by net profit share leasing provisions-maybe there are none--but the bill m a k e s  

no effort or attempt to authorize the commissioner of natural resources to treat all persons 

similarly situated so that net profit share leases other than those held by B P  Exploration 

(Alaska) Inc. m a y  be considered, if circumstances warrant, for reformation. If there are other 

net profit share lessees that face burdens substantially comparable to those described in the 

bill's first "Findings" section, the legislature needs to consider reform of those provisions in 

sec. 2 so that all persons similarly situated with reference to this subject matter m a y  obtain 

similar treatment.

I I I .  The material inserted by the House Resources Committee, particu la rly the 
requirements o f the committee substitute's section 2(b)(2)(A) that revises and toughens 
the requirements relating to state resident hire, almost certainly are unconstitutional 
as a violation o f the privileges and immunities clause, article IV, section 2, Constitution 
o f the United States.

T h e  objection is ably discussed in the April 26 m e m o  of John Miller. Eide and Miller, to Bill 

Allen, a copy of w h i c h  is enclosed.

♦

Please contact m e  should y o u  have additional questions.

JBC:glc 

96-26 l.glc 

Enclosures

Representative Kay Brown
April 29, 1996
Page 3

(...continued)

accomplish it. It appears that, w h v  the supreme court analyzes 

legislation under article VIII, the cc irt uses the s a m e  approach 

e mp l o y e d  in its equal protection cases, but, in recognition of the high 

importance of citizens' equal access to natural resources, the court 

requires the government to demonstrate both an "important" 

legislative purpose and m e a n s  narrowly tailored to accomplish that 

purpose. This analysis comports with the court's statements that 

legislation "impairing the important right to engage in economic 

endeavor" must besupported by a legislative purpose that is "not only 

legitimate, but important", and that "the nexus between the enactment 

and the . . . interest it serves [must) be close." [State v.) Ensereh 

Alaska Constructionf. Inc.f 787 P.2d [(Alaska 1989)] at 633.

Baker v State. 878 P.2d 642 (Alaska App. 1994) at 644 - 645 (footnote omitted).
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M E M O R A N D U M April 2, 1996

S U B J E C T :

T O :

F R O M :

H o u s e  Bill 548, authorizing, approving, and ratifying a m e n d m e n t  of 

Northstar Unit oil and gas leases between the State a nd  B P  

Exploration (Alaska), Inc., and providing for an effective date -- 

sectional analysis ( W o r k  Order No.  9 - G H 2 0 6 5 \ A )

Representative R a m o n a  B

Jack C h e n o w e  

Legislativa^oun

In his M a r c h  25 transmittal letter, G c v ^ n o r  K n o w l e s  called u p o n  the legislature to pass this 

bill (or a c o m p a n i o n  Senate m e a m £ )  to authorize, approve, and ratify a d o c u m e n t  that is 

identified as the "First A m e n d m e n t  to the Northstar Unit Leases B e t w e e n  the State of Alaska 

and B P  Exploration (Alaska), Inc.," the lessee. H B  548 is, with its identical Senate 

counterpart, legislation responsive to the governor's request.

B i l l  s e c t io n  1  enumerates a series of legislative findings offered as justification for the bill.

B i l l  s e c t io n  2 :  This is the measure's operative provision. O f  the section's three provisions —

-- subsection (a) identifies, by A D L  number, the specific leases that comprise the 

Northstar Unit;

-  subsection (b) authorizes the commissioner of the natural resources to a m e n d  the 

Northstar unit leases consistent with the provisions of the "First A m e n d m e n t .. . ." dated 

M a r c h  22, 1996; and

-- subsection (c) gives the legislature's approval and ratification of the "First 

A m e n d m e n t  " dated M a r c h  22, 1996.

Bill section 3 gives the measure an immediate effective date.

*

M o r e  details about the "First A m e n d m e n t  " are set out in Senate and H o u s e  Joint Journal

Supplement No. 21 of M a r c h  28, 1996. T h e  H o u s e  version is summarized v  . u v e m  ..L



M a r c h  25 transmittal letter reprinted at H o u s e  Journal, pages 3 4 3 4  and 343 5 ( M a r c h  28, 

1996).

I have n o  other information about the measure.

Representative Ramona Barnes
April 2, 1996
Page 2

JBC:ldb 

96-25 l.klb
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L E G A L  S E R V I C E S

M E M O R A N D U M A p r il  2 7 , 1996

S U B J E C T :

T O :

F R O M :

R e sp o n s e  to the A p r i l  2 6  E id e  &  M il le r  m e m o  a n a ly z in g  the lo c a l 

h ire  re q u ire m e n ts  o f  C S H B  548 (R e s o u rc e s )  (W o rk  O rd e r N o . 9 -  

G H 2 0 6 5 \ G )

R e p re se n ta tiv e  R a m o n a  B a rn e s , C h a ir

H o u se  S p e c ia l C o m m itte e  on W o rld  T ra d e  and Sta te /F e d e ra l 

R e la tio n s

J a c k  C h en o w et, 

L e g is la t iv e  C o

I can n o t d isag ree  w ith  the a n a ly s is  set out in  the a b o v e -re fe re n ce d  m e m o  and b e lie v e , w ith  

it s  au th o r, that the m a n d a to ry  re sid en t h ire  p ro v is io n  w o u ld  a lm o st c e rta in ly  be found 

u n co n stitu tio n a l as a v io la t io n  o f  the p r iv ile g e s  and im m u n it ie s  c la u se , a rt ic le  I V ,  se c . 2 o f  

the U n ite d  S ta te s  C o n st itu tio n . I  a lso  ag ree that, s in ce  the m o re  strin g e n t re sid e n t h ire  

re q u ire m e n t d e riv e s  fro m  state  le g is la t io n , adh eren ce to the p ro v is io n  b y  B  P  E x p lo ra t io n  

(A la s k a )  In c . w o u ld  in  fa ct be fo u n d  to be "sta te  a c tio n ."

+

T h e  to u g h e r c a ll is  M r . M i l le r 's  a sse rtio n  that the re sid e n t h ire  p r o v is io  s not se v e ra b le  

fro m  the re m a in d e r o f  the m e asu re . F o r  re a so n s set out b e lo w , I  d isag ree  w ith  h is  co n c lu s io n  

o n  the p o in t.

F r o m  h is  re a d in g  o f  the e a r ly  d e c is io n s , M r .  M i l le r  co n c lu d e d  that the test that w o u ld  be 

a p p lie d  b y  the co u rts  is  th is :

. . . T h e  c ru c ia l q u e stio n  fo r a co u rt re v ie w in g  a statute is  w h eth er the 

le g is la tu re  inten ded fo r  the w h o le  statute  to fa il i f  one p ro v is io n  o f  it  (su c h  

a s a lo c a l h ire  p r o v is io n )  is  h eld  to be in v a lid . L v n d e n  T ra n s p o rt. In c . v.

S ta te . 532 P .2 d  7 0 0 , 711 -7 1 5  (A la s k a  1975).

April 26 m em o, at page 3.



Representative Ram ona Barnes
April 27, 1996
Page 2

T h e  A la s k a  S u p re m e  C o u rt 's  m o re  recent d is c u s s io n s  re g a rd in g  the s e v e ra b ility  o f  in v a lid  

statutes leads m e to b e lie v e  that the test is  not e x a c tly  as stated by M r . M il le r .  In  S o n n em an  

v . H ic k e l . 836 P .2 d  9 3 6  (A la s k a  1992), a ch a lle n g e  to the M a r in e  H ig h w a y  F u n d  b roug ht 

under the "n o  ded icated  fu n d s" p ro v is io n  o f  a rtic le  I X ,  se ctio n  7, the A la s k a  S u p re m e  C o u rt 

reached b a ck  to a 1974 d e c is io n  and fo rm u la te d  th is  test:

. . .  T h e  k e y  q u e stio n  is  w hether the p o rtio n  re m a in in g , o n ce  the o ffe n d in g  

p o rtio n  o f  the statute is  se v e re d , is  in d e p e n d e n t  a n d  c o m p le te  in  i t s e l f  so  

th a t  i t  m a y  b e  p r e s u m e d  th a t  th e  le g is la t u r e  w o u ld  h a v e  e n a c te d  th e 

v a lid  p a r t s  w ith o u t  th e  in v a lid  p a r t .  J e ffe rso n  v . S ta te . 5 27 P .2 d  3 7 , 41 

(A la s k a  1974).

S o n n e m a n  v . H ic k e l . at 941 (e m p h a sis  a d d e d ). S u b se q u e n tly , in  S ta te  v . K e n a itz e  In d ian  

T r ib e . 894 P .2 d  6 32 ( A la  xa  1 9 9 5 ), in v o lv in g  an a ttack  on a 1992 e n a ctm e n t in  w h ich  the 

" p r o x im it y  o f  the d o m ic ile "  stan dard a p p ea rs as a fa c to r in  d e te rm in in g  e lig ib il i t y  fo r  

su b s is te n c e  tie r  I I  sta tu s, the co u rt re -e m p h a s iz e d  the fo rm u la tio n  that it  had reach ed  in  

Sonneman.

In  the K e n a itz e  In d ia n  T r ib e  d e c is io n , a fte r q u o tin g  the S o n n e m a n  fo rm u la tio n , the co u rt 

w ent on to a p p ly  it. O n  the stren g th  o f  the g e n e ra l s e v e ra b ility  c la u s e , A S  0 1 .1 0 .0 3 0 , the 

co u rt f ir s t  d eterm in ed  that the un co n stitu tio n al language o f  the m e a su re  in  q u e stio n  co u ld  be 

rem o ved  o r se ve re d  fro m  the statute, le a v in g  the re m a in d e r " lo g ic a l ly  c o m p le te  and ca p a b le  

o f  b eing g iv e n  le g a l m e a n in g ."  K e n a itz e  In d ia n  T r ib e , at 6 39 .

T h e  test, then, no lo n g e r a p p ea rs to be the o n e, a s d e scrib e d  b y  M r .  M i l le r ,  "w h e th e r the 

le g is la tu re  in ten ded fo r  the w h o le  statute to fa il  i f  one p r o v is io n  o f  it  (su c h  as a  lo c a l h ire  

p ro v is io n ) is  h e ld  to be in v a lid ."  R a th e r, u n d er S o n n e m a n  and K e n a itz e  In d ia n  T r ib e, it is  

one that lo o k s  to w h eth er, a fte r re m o v a l o f  the m a te ria l found to be u n c o n stitu tio n a l, that 

w h ich  re m a in s is  " lo g ic a l ly  c o m p le te  and ca p a b le  o f  b e in g  g iv e n  le g a l m e a n in g ."  In  other 

w o rd s, a ck n o w le d g in g  that the re sid e n t h ire  p r o v is io n s  o f  C S H B  548 (R e s o u rc e s )  are 

u n c o n stitu tio n a l, is  the re m a in d e r o f  the m e a su re  one that is ,  un d er the So n n e m a n  

fo rm u la tio n , "in d e p e n d e n t and c o m p le te  in  i t s e l f  so  that it m a y  be p re su m e d  that the 

le g is la tu re  w o u ld  h a ve  e n a cte d  the v a lid  p a rts w ith o u t the in v a lid  [p a rts ] ."

In  its K e n a itze  In d ian  T r ib e  d e c is io n , as an a id  to try in g  to a sc e rta in  w h eth er the le g is la tu re  

w o u ld  have p ro cee d e d  w ith  the su b siste n ce  e n a ctm e n t k n o w in g  that the "p r o x im it y  o f  the 

d o m ic ile "  c la u se  w as u n co n stitu tio n a l, the co u rt co n sid e re d  the le g is la t iv e  f in d in g s  attached 

to the 1992 e n a ctm e n t. It  then co n c lu d e d  that, b e ca u se  the le g is la tu re  fo u n d  the g eneral 

th em e or su b je c t m a tter o f  the e n a c tm e n t -s u b s is te n c e --s o  im p o rta n t, d e te rm in in g  that the 

u n co n stitu tio n a l " p r o x im it y  o f  the d o m ic ile "  p ro v is io n  w a s n c i  se v e ra b le  w o u ld  d o o m  the 

en tire  e n actm en t, le a v in g  " in d iv id u a ls  n e e d fu lly  d epen d en t on su b s is te n c e  . . .  d e p riv e d  o f  

an o p p o rtu n ity  to h a rv e st f ish  o r  g am e . . . . "  T o  a v o id  an o u tc o m e  that it p e rce iv e d  w o u ld



w o rk  a rea l h a rd sh ip , in  o rd e r to sa v e  the g eneral statute, the co u rt d e te rm in e d  that the 

ch a lle n g e d  p ro v is io n  w a s se v e ra b le .

In  rn y v ie w , no s im ila r  p ro b a b ility  e x is ts  that the co u rt w o u ld  bend o v e r b ackw a rd s to su sta in  

the N o rth sta r  U n it  lease m o d if ic a t io n  m e a su re . Q u ite  the c o n tra ry . T h is  le g is la tio n  has 

p ro b le m s apart fro m  the qu estio n  o f  the c o n s titu t io n a lity  o f  the m o re  strin g en t re s id e n t h ire  

re q u ire m e n t. It  is  p o ss ib le  that, in  the e ve n t o f  lit ig a tio n , to a v o id  d e a lin g  w ith  the o th er 

p r o b le m s , the co u rt c o u ld  re a d ily  d e te rm in e  that the re sid e n t h ire  p ro v is io n s  w ere  

u n c o n stitu tio n a l and, f in d in g  on the re co rd  to date that the le g is la tu re  w a s, as I  th in k  M r . 

M ilt e r  h as c o rre c t ly  o b se rv e d , intent o n  ta k in g  the expan ded re s id e n t h ire  o p p o rtu n itie s  

b eyo n d  those re cite d  in  the d ra ft lease m o d ific a t io n s , co n c lu d e  that the le g isla tu re  w o u ld  not 

h a ve  e n a cte d  the v a lid  p a rts w ith o u t in c lu s io n  o f  the in v a lid  re sid e n t h ire  p ro v is io n s .

I w o u ld  re co m m e n d  that y o u r  c o m m itte e  not g iv e  the co u rt that o p p o rtu n ity .

Y o u r  o p t io n s , it se e m s to m e , are th ese:

F ir s t ,  y o u r  c o m m itte e  co u ld  re v is e  se c . 2 (b ) (2 ) (A )  o f  C S H B  548 (R e s o u rc e s )  to m a k e  the 

re sid en t h ire  and in -sta te  co n tractin g  re q u ire m e n ts c o n fo rm  in  su b sta n ce  to w hat the p a rtie s 

h a ve  a lre a d y  ag reed  to in  the co n tra ct m o d if ic a t io n s . R e fe re n c e s  to  "a t  le a st 85 p e rce n t o f  

the jo b s "  and " fa b r ic a t io n  o f] a ll m o d u le s ,"  fo r e x a m p le , sh o u ld  be d e le te d  and re p la c e d  b y 

a m o re  a ccu ra te  su m m a ry  o f  the lan guag e o f  the co n tra ct m o d if ic a t io n s . T h a t m a y  not 

e lim in a te  the co n stitu tio n a l q u e stio n  but it  w o u ld  a llo w  the state  to co n ten d  that the 

p r o v is io n s  are no stro n g e r than w hat the p a rtie s  w ere  a lre a d y  p rep ared  to agree to , and  no 

a d d itio n a l e m p lo y m e n t o r co n tra ctin g  b u rd en  is  p la c e d  b y  th is  m e a su re  on the le sse e .

A lte rn a t iv e ly , i f  y o u r co m m itte e  sees the need to retain  the strin g en t re sid en t hire and in -sta te  

co n tra ctin g  re q u irem e n ts, I  w o u ld  urge it  to add to the b il l  a s p e c if ic  se v e ra b ility  c la u se . M r . 

M il le r 's  m e m o  id e n tifie s  the ca se s  fro m  w h ich  he co n c lu d e s that the re q u irem en ts w o u ld  not 

s u r v iv e  co n stitu tio n a l ch a lle n g e . I f  y o u r  c o m m itte e  b e lie v e s  that the le g is la tu re  sh o u ld  

c o m m u n ic a te  to the co u rt that the le g is la tu re  w an ts to a u th o rize  and en d o rse the lease 

m o d if ic a t io n s , that it  is  p rep ared  to p u sh  the e x e c u tiv e  and the le sse e  h arder on o b ta in in g  

resid en t h ire , but that it is  p rep ared  to b a c k  a w a y fro m  c a llin g  fo r  a  m o re  strin g e n t re sid e n t 

h ire  re q u irem en t i f  in siste n ce  on in c lu s io n  o f  that re q u irem en t w o u ld  je o p a rd iz e  the co n tra ct 

m o d if ic a t io n s , then the c o m m itte e  sh o u ld  p ro v id e  so m e  m e c h a n ism  to s ig n a l that a 

c o n c lu s io n  that the re sid e n t h ire  p ro v is io n s  are c o n s titu t io n a lly  in v a lid  d o e s not ca u se  the 

e n tire  en actm en t to fa il. W ith  the range o f  q u e stio n s ra ise d  about the p ro p riety  o f  th ese lease 

m o d if ic a t io n s , the le g isla tu re  needs to sp e a k  quite  c le a r ly  in  d e fe n se  o f  w hat it is  p ro p o sin g  

to in se rt into the agreem ents and w hether o r not the prob ab le  in v a lid ity  o f  inserted  m a te r ia ls  

sh o u ld  o r  sh o u ld  not ca u se  the e n tire  m o d if ic a t io n  a p p ro v a l to fa il .

W h ile  I am  sa tis fie d  that the g eneral s e v e ra b ility  c la u s e , A S  0 1 .1 0 .0 3 0 , p ro v id e s  a  b a s is  fo r 

the c o u rt— i f  it  w an ts to so  f in d --t o  se v e r the u n co n stitu tio n a l p arts o f  the m e a su re  but sa v e

Representative Ramona Barnes
April 27, 1996
Page 3



the 'e m a in d e r , it  is , a s M r . M il le r  notes, a "w e a k  p re su m p tio n " and there is  no c e rta in ty  as 

to h o w  the co u rt m a y  co n c lu d e . C o n se q u e n tly , I  ca n n o t a d v ise  y o u  to re ly  on the general 

sta tu to ry  s e v e ra b ility  c la u se . I f  yo u  w ant to fra m e  and send a stro n g e r m e ssa g e , a  sp e c ia l 

s e v e ra b ility  c la u se  sh o u ld  be added to the m e a su re . -

P le a se  co n ta ct m e  i f  yo u  sh o u ld  have a d d itio n a l q u e stio n s .

J B C :p l  

9 6 -1 4 0 . p lm

Representative R am ona Barnes
April 27, 1996
Page 4

-  T h e  in c lu s io n  o f  a s p e c if ic  s e v e ra b ility  c la u se  is  no t i t s e l f  a g uaran tee that 

the in v a lid  p ro v is io n  w il l  be set aside and the re m ain d er o f  the A c t  su stain ed. R a th e r, 

it se rv e s  as an a id  to the co u rt in  d e te rm in in g  the w e ig h t to be g iv e n  the p arts o f  the 

e n a ctm e n t:

B e c a u se  a se p a ra b ility  c la u se  p u rp o rts to be an e x p re ss io n  o f  

the le g is la tu re 's  inten t, it is  lo g ic a l to v ie w  the p re se n ce  o f  a 

se p a ra b ility  c la u se  no t so m u ch  w ith  d isc o v e r in g  le g is la t iv e  inten t, 

b ut ra th e r w ith  d e te rm in in g  o n ly  w h eth er the v a lid  p o rtio n  is  

s u f f ic ie n t ly  independen t to ju s t if y  se p a ra te  e n fo rce m e n t.

2 C . S a n d s , S u th e rla n d , S ta tu to ry  C o n stru c tio n , se c . 44.06, at page 522, quoted in 

.Vikv,-CommercialTlshmss-Entry-C.QiiimissiQn, 636 P.2d 597,601 (Alaska 1981).



L e a se  S a le  Lease  Unit 

Date

B on us ^ t f f l P B o y a l t y  Bid

Bid ^ w B M F P & r c e n t  Type

Unit Allocated 

A cre s Production?

Duck Island Unit

ADL 312828 30 01-Fob-80 Duck Island $7,524,545.00 79.59350% 20.0% Fixed Royalty an NPS 3,068.49 Yes
ADL 312834 30 01-Feb-B0 Duck Island $B,2fifi,120.00 48 87031% 20.0% Fixed Royalty and Variable NPS 1,610.13 Yes
Kuupik Unit

ADL 3S5029 39 01-Aug-83 Kuupik $55,515,20 30.00000% 12.5% Fixed Royalty and fixed NPS 1,903.00
ADL 355031 39 01-Aug-83 Kuupik $64,395.00 30.00000% 12.5% Fixed Royalty and fixed NPS 5,724.00
ADL 355034 39 01-Aug-83 Kuupik $64,800.00 30 00000% 12.5% Fixed Royalty and fixed NPS 5,760.00
ADL 355035 39 i)1-Aug-83 Kuupik $102,000.00 30 00000% 12.5% Fixed Royalty and fixed NPS 5,699.87
ADL 355036 39 01-Aug-83 Kuupik $117,216.00 30 00000% 12.5% Fixed Royalty and fixed NPS 5,760.00
ADL 355037 39 01-Aug-83 Kuupik $4,001,212.00 30,00000% 12.5% Fixed Royalty and fixed NPS 5,724,00
ADL 355030 39 01-Aug-83 Kuupik $241,920.00 30.00000% 12.5% Fixed Royalty and fixed NPS 5,760.00
ADL 355039 39 01-Aug-83 Kuupik $2,054,867.36 30.00000% 12.5% Fixed Royalty and fixed NPS 5,645.24
ADL 355040 39 01-Aug-83 Kuupik $102,580.00 30.00000% 12.5% Fixed Royalty and fixed NPS 1,280.00
ADL 364470 43A 01-Aug-84 Kuupik $112,700,70 30.00000% 12.5% Fixed Royalty and fixed NPS 3,180.00
ADL 364471 43A 01-Aug-B4 Kuupik $119,153,71 30.00000% 12.5% Fixed Royalty and fixed NPS 5,759.00
ADL 364472 43A 01-Aug-84 Kuupik $294,682.00 30.00000% 12.5% Fixed Royalty and fixed NPS 4,480.00
AOL 364473 43A 01-Aug-b4 Kuupik $294,682.00 30.00000% 12.5% Fixed Royalty and fixed NPS 4,480.00
ADL 364474 43A 01-Aug-84 Kuupik $2,585.00 30.00000% 12.5% Fixed Royalty and fixed NPS 3,819.00
ADL 364475 43A 01-Aug-84 Kuupik $587,158.00 30 00000% 12,5% Fixed Royalty and fixed NPS 5,748.00
ADL 364476 43A OI-Aug-84 Kuupik $1,233,216.00 30.00000% 12.5% Fixed Royalty and fixod NPS 3,840.00
ADL 364477 43A 01-Aug-84 Kuupik $3,102,720.00 30.00000% 12.5% Fixed Royalty and fixed NPS 3,840.00
ADL 364470 43A 01-Aug-84 Kuupik $1,255,680.00 30.00000% 12.5% Fixed Royalty and fixed NPS 3.840.00
Kuparuk River Unit

ADL 355023 39 01-Jun-83 Kuparuk River $2,365,233.75 30.00000% 12.5% Fixed Royalty and fixed NPS 5,175.00 Yes
ADL 355024 39 01-Jun-83 Kuparuk River $984,758.40 30.00000% 12.5% Fixed Royalty and fixod NPS 5,500.00 Yes
ADL 355030 39 01 -Jul-93 Kuparuk River $273,190.40 30.00000% 12.5% Fixed Royalty and fixed NPS 4,480.00 Yes
ADL 355032 39 01-Jul-83 Kuparuk River $262,295.80 30.00000% 12.5% Fixed Royalty and fixod NPS 5.108.00 Yos
Milne Point Unit

ADL 355016 39 01-Aug-83 Milne Point $63,691 76 4 0 00000% 12.5% Fixed Royalty and fixed NPS 5,071.00
ADL 355017 39 01-Aug-83 Milne Point $351,000.00 40 00000% 12.5% Fixed Royalty and fixed NPS 4,480.00 Yes
ADL 355018 39 01-Aug-83 Milno Point $808,000.00 30 00000% 12,5% Fixed Royalty and fixed NPS 5.083.00 Yos
ADL 355021 39 01-Aug-83 Milno Point $257,177.60 30 00000% 12.5% Fixed Royalty and fixod NPS 5.120.00 Yos
Northstar Unit

ADL 312798 30 Ol-Feb-00 Notlhslar $3,843,717.50 9320000% 20.0% Fixed Royalty and Variable NPS 4,39282
ADL 312799 30 01-Feb-80 Northstar $3,913,323.75 91.20000% 20.0% Fixed Royalty and Variable NPS 4,472.37
ADL 312808 30 01-Feb-80 Northslar $3,003,805.00 85.25978% 20.0% Fixed Royalty and Variable NPS 3.432.92
ADL 312809 30 01-Feb-80 Northslar $4,638,707.50 85.25978% 20.0% Fixed Royalty and Variable NPS 5,301.38
ADL 355001 39 01-Aug-83 Northslar $72,144.64 40.00000% 12.5% Fixed Royalty and fixod NPS 5,744.00

NPS_LEAS XLS, NPS.LEAS (2) Page I of 2 3/22/96. 10 21 AM



L e a se  S a le  Le a se  Unit Bonus N P S  Royalty Bid Unit

Date________________________ Bid Percent Perce*■* Typ e A cres

Pt. Thomson Unit

ADL 312666 30 01-Feb B0 PI. Thomson $4,318,536.25 52.35200% 20.0% Fixed Royally and Variable NPS 4,935.47
ADL 343109 36 01-Aug-82 PI. Thomson $4,224,852.00 40.00000% 12.5% Fixed Royalty and fixed NPS 4,263.88
ADL 343110 36 01-Aug-82 PI. Thomson $4,109,750.00 40.00000% 12.5% Fixod Royalty and fixod NPS 1,920.00
ADL 343111 36 01-Aug-82 PI. Thomson $15,355,000.00 40.00000% 12.5% Fixed Royalty and fixed NPS 2.400.00
ADL 343112 36 01-Aug-82 PI. Thomson $2,570,026.80 40.00000% 12.5% Fixed Royally and fixed NPS 3,446.00
Not Unitized 

ADL 312027 30 01-Feb-80 $9,880,867.50 74.83000% 20.0% Fixed Royalty and Variable NPS 0.00

Allocated

Production?

NPS LEAS XLS. NPS LEAS (2) Pago 2 ol 2 3/22/96. 10 21 AM



M E M O R A N D U M S t a t e  o f  A l a s k a
DEPARTMENT OF NATURAL RESOURCES DIVISION OF OIL AND GAS

TO: K e n  B o y d  DATE: A p r il  2 5 , 1996

D ire c to r

FILE NO:

THRU:

TELEPH O NE: 2 6 9 -8 7 9 9

FROM : K e v in  B a n k s  SU B JE C T: H B  548 N o rtb sta r

P e tro le u m  E c o n o m is t

D u r in g  y e ste rd a y ’ s  m e etin g  o f  the H o u se  R e s o u rc e s  C o m m itte e , C o -C h a ir m a n  G re e n  a sk e d  that I  

ru n  the N o rth sta r m o d e l ch a n g in g  a ssu m p tio n s  ab o u t re se rv e s , p ro d u ctio n  rates, p r ic e s , and 

c a p ita l c o sts .

A tta ch e d  are se v e ra l ta b le s that sh o u ld  illu stra te  fo r  R e p re se n ta tiv e  G re e n  and the c o m m itte e  the 

s e n s it iv it y  o f  the su p p le m e n ta l ro y a lty  and net p ro fit  sh a re  to  these a ssu m p tio n s. T a b le  1 i s  the 

“ m o st l ik e ly ”  ca se  that a ssu m e s the D e p a rtm e n t o f  R e v e n u e  ( D O R )  b ase  p r ic e  ca se  ( F a l l  1 9 9 5 ), 

re se rv e s  o f  130 m ill io n  b a rre ls , and c a p ita l c o sts  o f  $ 3 5 0  m ill io n . In  T a b le  2 , 1 h a ve  a ssu m e d  

re se rv e s  o f  160 m ill io n  b a rre ls , p e a k  p ro d u c tio n  rate o f  5 0 ,0 0 0  b a rre ls  p e r d a y  (the sa m e  

a ssu m p tio n  in  the m o st l ik e ly  c a s e ), and  I  h a ve  exten d ed  th is  p lateau  rate fo r  tw o  m o re  y e a rs  in  

o rd e r to re a ch  to tal p ro d u c tio n  o f  160 m il l io n  b a rre ls .

T a b le  3 sh o w s the im p a c t o f  the D O R  h ig h  p r ic e  fo re c a st o n  su p p le m e n ta l ro y a lty  and n et p ro fit  

sh a re s. D O R  a ssu m e d  that the in fla t io n  rate in  its  h ig h  p r ic e  fo re ca st w a s  4 percen t p e r y e a r, 

so m e w h a t h ig h e r than the 3 .2 p e rce n t in  the b ase  p r ic e  fo re c a st. M o re  im p o rta n tly , D O R  

a ssu m e d  that re a l p r ic e s  w o u ld  g ro w  at 1.1 p e rce n t o v e r  to d a y ’ s p r ic e , a lm o st three t im e s  D O R ’ s 

b ase  p r ic e  fo re ca st. T a b le  4 sh o w s the im p a c t o f  re d u c in g  ca p ita l c o sts . H e re  a ll o f  the “ m o st 

l ik e ly ”  ca se  a ssu m p tio n s are h eld  co n sta n t, o n ly  c a p ita l c o sts  are re d u ce d  b y  2 5  p ercen t.

A s  I  sp e cu la te d  in  the h e a rin g , i f  the N o rth sta r  d e v e lo p m e n t e x ce e d s a ll e x p e cta tio n s, there is  a 

b ig g e r im p a c t on the net p ro fit  sh a re  than on the su p p le m e n ta l ro y a lty . B e  that as it m a y , u n d e r- 

p e rfo rm a n ce  o f  the f ie ld  b eca u se  o f  h ig h e r than e x p e cte d  c a p ita l c o sts , lo w e r o il p r ic e s , o r lo w e r 

re se rv e s , can  each  ca u se  net p ro fit  sh a re s to dro p to ze ro  w h ile  the su p p le m e n ta l ro y a lty  m a y  s t il l  

be p a id  to the state. T h e  “ lo w -s id e ”  is  sh o w n  in  T a b le  5, 6 , and 7. W ith  re se rv e s  at ju s t  105 

m il l io n  b a rre ls  (T a b le  5 ), the state w i l l  s t i l l  re c e iv e  $ 2 6  m ill io n  in  su p p le m e n ta l ro y a lty .

S im i la r ly ,  T a b le  7 sh o w s that w ith  ju s t  a 25 p e rce n t in cre a se  in  ca p ita l c o st , the net p r o f it  sh are  

fa lls  to ze ro .

R e p re se n ta tiv e  D a v ie s  a sk e d  a fe w  q u e stio n s abo ut the s o -c a lle d  “ m isa lig n m e n t o f  in te re sts”  B P  

E x p lo ra t io n  (A la s k a )  In c . ( B P )  s a y s  re su lts  fro m  the net p ro fit  sh are o n  late  l ife  p ro d u ctio n . M y  

a n sw e r fo cu se d  on d is in c e n t iv e s  on  in cre m e n ta l ca p ita l in v e stm e n ts ca u se d  b y the net p ro fit  

sh are  te rm s. I f  the le s s e e ’ s  in te rn a l h u rd le  rate e x ce e d s the p r im e  rate earned b y  the d e v e lo p m e n t 

a cco u n t, the le sse e  m a y  d e cid e  to m a k e  no fu rth e r in v e stm e n ts  in  the f ie ld .



R e p re se n ta tiv e  D a v ie s  fo llo w e d  th is q u e stio n  w ith  an o th er that I  m isu n d e rsto o d  in  the h earin g . 

T h is  q u e stio n  fo cu se d  on the im p a c t on late l ife  p ro d u c tio n  cre a te d  b y the net p ro fit  sh a re  

p a y m e n t w h ere no a d d itio n a l ca p ita l e x p e n d itu re s are p la n n e d . B P  has te st if ie d  ih at, b e ca u se  o f  

the lo w  in c o m e  p e r b arre l at the p o in t the net p r o f it  sh are  k ic k s  in , it  w o u ld  be c o m p e lle d  to shut 

in  the f ie ld . A s  an  e co n o m ist, I  b e lie v e  that a le sse e  w o u ld  co n tin u e  p ro d u c in g  the f ie ld  a s lo n g  

as its  re ve n u e s e xce ed  c o sts . S in c e  the m o d e l p re d ic ts  that th e le s s e e ’ s  c a sh  f lo w  re m a in s  

p o s it iv e , th oug h  sh a rp ly  re d u ce d , even  after it  h a s to p a y  net p r o f it  sh a re s, p ro d u c tio n  sh o u ld  not 

be sh u t in  “ p re m a tu re ly "  b eca u se  o f  the net p r o f it  sh are  p a y m e n t .1

D e p e n d in g  h o w  B P  v ie w s  the fin a n c ia l v a lu e  o f  the f ie ld  o r h o w  it  m a y  c a lc u la te  the re tu rn  

g enerated b y  the f ie ld ’ s  a sse ts  at the p o in t net p r o f it  sh a re s b e g in  to p a y  o ut, it  m ig h t in ste a d  try  

to s e ll the d e v e lo p m e n t to another operator. In  fa c t, su ch  a trend se e m s to  h a ve  ta ken  p la c e  in  the 

G u l f  o f  M e x ic o  O u ter C o n tin e n ta l S h e lf , w h ere m a n y  o f  the b ig  co m p a n y  p la y e rs  h a ve  been 

d isp la c e d  b y  o p e ra to rs w ho w o rk  011 s m a lle r  m a rg in s . A ft e r  su c h  a sa le  the state  w o u ld  s t il l  

b e n e fit  fro m  the net p ro fit  sh are  p a id  b y  the n e w  le s s e e .2

A tta ch m e n ts .

1 The same situation arises in the royalty "holiday” proposed under HB 325. After five years the royalty w ill rise 
and the lessee's cash flow takes a similar “ hit." W ill the lessee shut in the well at this point?

2 This analysis ignores the impact o f abandonment cost. Faced with the decision at the end o f field life to go on 
producing or pay for abandonment and assuming that abandonment costs can be forecasted with some certainty, a 
lessee may seek to postpone shut in o f the field to the extent that the discounted present value o f the abandonment 
cost is greater than the discounted present value o f any operating losses incurred to keep the field in production 
beyond its expected field life.

Abandonment also has a part in the decision to sell the field. For example, the Department ofNatural Resources 
might not approve the sale of the field i f  it found that the new lessee was financially incapable o f properly 
dismantling and restoring the leases at the end o f field life.



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

E s t i m a t e d  T o t a l  R e v e n u e s •
 AlasAa Department of

NATURAL

RESOURCES

Table 1:
Most Likely Case:
130 MMBO Reserves
(Quostions from House Resources~4/24)

State Revenues 
State Royalty
State Supplemental Royalty 
NPSL
State Share o f Federal Royalty 
Severance Tax 
Spill & Conserv. Tax 
Ad Valorem Tax 
Income Tax
Total

Federal Revenues
Royalty (Net o f State Share) 
Income Tax
Total

BEXA.Cash.FlQW
A fte r Tax Funds Flow 
Real Rate o f Return

Totals rri.y net add due to rounding.

Supplemental Royalty Net P rofit Share Net Profit Share
and and and

1999 Development 2002 Development 1999 Development
(Real 1996 Dollars)

256 257 256
37 0 0
0 41 85

16 16 16
58 59 58
3 3 3

42 46 42
24 23 22

435 444 481

44 44 44
215 212 193
259 258 243

349 346 318
20.0% 20.4% 19 .9%

R E V N U h . :.s, R av a n u o

(T h is  o b i t  i f  b i n d  o n  B P X A 's  m o s t  Itk s ly  a s h m a n  o l  r a s a n /a s , 
c s p its l a n d  o p m i ln g  c o s t s ,  a n d  D O R 'a  F a ll ‘ 9 5  B a t a  P r lc t  F o m e n t .  

T h a sa  a s s u m p t io n !  h - v a  b a a n  c h a n g a d  a t  l a q u t s t i d . l 4/25/96, 2:16 PM



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

E s t i m a t e d  T o t a l  R e v e n u e s #
 A la s k a  D e p a r tm e n t  o f

NATURAL

RESOURCES

160 MMBO Reserves-50,000 BOPD Peak 
Rate
(Q u e s t !  't> ,n H o u s e  R e s o u r c e s - 4 / 2 4 )

State Revenues 
State Royalty
State Supplemental Royalty 
NPSL
State Share o f Federal Royalty 
Severance Tax 
Spill & Conserv. Tax 
Ad Valorem Tax 
Income Tax
Total

Eederal Revenues
Royalty (Net o f S tate Share)
Income Tax
Total

BPXA Cash Flow
A ft? : Tax Funds Flow 
Rer Rate o f Return

T a b le  2 :

Totals r  :/ not add due to rounding.

Supplemental Royalty 
and

1999 Development

327
59
0

21
88
4

48
23

579

57
303
259

510
23.4%

Net Profit Share 
and

2002 Development
(Real 1996 Dollars)

328
0

250
21
90
3

52
26

770

57
22Z
294

39C
22.3%

Net P rofit Share 
and

1999 Development

328
0

290
21
90
4

48
24

804

57
222
280

364
21.6%

REVNUhSc.XlS. Rtvanua

(T h is  la b ia  i t  b a n d  o n  B P X A 'a  m o i l  lik a ly  a a l lm a la  o l  / a s s rv a s , 
c a p ita l a n d  o p a ra lln g  c o i n ,  a n d  D O R 'a  Fa ll ‘ 9 6  B a ta  P n c o  F o ia c a t t .  

T h a sa  a s s u m p t io n s  h a v e  b a a n  c h a n g td  aa ia q u « s ta d . | 4/25/96, 2.16 PM



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

E s t i m a t e d  T o t a l  R e v e n u e s •
 A l i l k a  O e p u lm e n t  o f

NATURAL

RESOURCES

130 MMBO Reserves-DOR High Price Case
(Questions from House Resources--4/24)

T a b le  3 :

State Revenues 
State Royalty
State Supplemental Royalty 
NPSL
State Share of Federal Royalty 
Severance Tax 
Spill & Conserv. Tax 
Ad Valorem Tax 
Income Tax
Total

FederaLRevenues
Royalty (Net o f State Share) 
Income Tax
Total

BPXA_Cash_ElQ.w 
A fte r Tax Funds Flow 
Reai Rato o f Return

Totals y not add due to rounding.

Supplemental Royalty 
and

1999 Development

290
109

0
19
60
2

40
2 2

546

50
255
305

416
22.0%

Net Profit Share 
and

2002 Development
(Real 1996 Dollars)

308
0

289
20
67
2

44
24

753

53
219
272

350
23.3%

Net P rofit Share 
and

1999 Development

290
0

251
19
63
3

40
22

687

50
203
253

320
21.5%

REVNUh ' US, Ravanua

(T h is  M b it  I t  b a t e d  o n  B PX A 'a  m o a t  lik e ly  a l i e n a t e  o f  r e a a rv e a , 
c a p ita l a n d  o p a ia d n g  c o i n ,  and  D O R 'a  F a ll ‘ 3 5  B .a a  P m .*  F o ia c a a t . 

T h a n  a ia u m p ilo n a  h a v a  b a a n  c h a n g a d  aa  ( t q u i i i a d . l 4/25/96, 2:115 I'M



130 MMBO Reserves-Capex -25%
(Quostions from House Resources—4 /24 )

T a b le  4 :

State Revenues 
State Royalty
State Supplemental Royalty 
NPSL
State Share o f Federal Royalty
Severance Tax
Spill & Conserv. Tax
Ad Valorem Tax
Income Tax
Total

Federal Revenues
Royalty (Net o f State Share)
Income Tax
Total

BPXA Cash Flow
A fte r Tax Funds Flow 
Real Rate of Return

P IV N U H S C  X I S ,  M .v anua

Totals may not add due to rounding.

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

E s t i m a t e d  T o t a l  R e v e n u e s

A l u k *  D e p a r tm e n t  o f

NATURAL
RESOURCES

Supplemental Royalty 
and

1999 Development

Net P rofit Share 
and

2002 Development

Net P ro fit Share 
and

1999 Development
(Real 1996 Dollars)

256
37 I
0

16
58
3

32
2 2

428

257
0

152
16
58
3

34
22

543

256
0

191
16
58
3

32
21

577

44
248
293

44
210
254

44
196
240

423
29.5%

351
29.0%

326
28.2%

O N i  ut>i< u  o n  B P X A ' t  m o * (  kW fy  t t im u t *  o f  r t t x v M .  
c *p 4 i•! * n d  o p w i im g  c o m .  * r x j O O lt ' i  P»4 -9 5  B»>« P iK <  fo c # c *» t .

T h k t *  M iu n p t k m i  h t v *  ch«ng«d  i t  i» q u « it * d  I 4 / 2 5 f 9 6 .  2 : 1 6  PM



105 MMBO Reserves
(Questions from  Housa Resources--4/24)

T a b le  5 :

State Revenues 
State Royalty
S tate Supplemental Royalty 
NPSL
State Share o f Federal Royalty
Severance Tax
Spill & Conserv. Tax
Ad Valorem Tax
Income Tax
Total

Federal Revenues
Royalty (Net o f State Share)
Income Tax
Total

BPXA Cash :low
A fte r Tax Funds Flow 
Real Rate o f Return

REVNUI-. .. -US, Rtvonuo

Totals may not add duo to rounding.

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

E s t i m a t e d  T o t a l  R e v e n u e s
#

Alxtko Depjjonent of

NATURAL
RESOURCES

Supplemental Royalty 
and

1999 Development

Net P rofit Share 
and

2002 Development

Net Profit Share 
and

1999 Development
(Real 1996 Dollars)

206
26
0

13
40
2

42
12

346

207
0
0

13
41
2

46
1Z

326

206
0
0

13
40
2

42
12

321

36
151
186

36
160
194

36
159
195

279
15 .8%

244
16.4%

245
16.3%

(Thlo Mbit btud on BPXA't moil l.kafy ttlkntl* of itttrvtl, 
ctpRtf tnd opotung colli, tnd DOR't F»H '95 But Pnct Fococtil.

T h to o  t t t u m p t i o n i  h t v s  b o o n  c h tn g o d  t l  r o q u o i l t d  I 4 / 2 5 / 9 6 ,  2 : 1 6  PM



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

E s t i m a t e d  T o t a l  R e v e n u e s

A Im I .j  o f

NATURAL
RESOURCES

130 MMBO Reserves-DOR Low Price Case
(Questions from  House R esou rces-4 /24 )

T a b le  6 :

State Revenues 
State Royalty
State Supplemental Royalty 
NPSL
State Share o f Federal Royalty
Severance Tax
Spill & Conserv. Tax
Ad Valorem Tax
Income Tax
Total

Supplemental Royalty 
and

1999 Development

Net Profit Share 
and

2002 Development

Net P rofit Share 
and

1999 Development

169
0
0

11
42
3

44
2

277

(Real 1996 Dollars)

150
0
0

10
37
3

48
5

252

169
0
0

11
42
3

44
9

277

Federal Jteyewies
Royalty (Net o f S tate Share)
Income Tax
Total

29
m

109

26
4Z
73

29
96

109

BPXA-Cashflow 
A fte r Tax Funds Flow 
Real Rate o f Return

T o t a l s  m a y  n o t  a d d  d u e  t o  r o u n d i n g .

103
7.8%

99
3.4%

103
7.8%

REVNUC-.XIS. Ravanut

( T N i  (aW a  l i  b i n d  o n  B P X A 'a  m o i l  H t l y  i i i lm n i  o f  / a i a r v a i .  
c a c -ta l a n d  o p a ia t ln g  c o m .  an d  D O R 'S  F a ll ' 9 5  B a n  P r lc a  F o ia c a i i ,  

T h a ia  a i iu m p t lo n a  h a v a  b a a n  c b an g ad  a t  la q u a i la d  I 4/26/96. 2:16 PM



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

E s t i m a t e d  T o t a l  R e v e n u e s •
 A l t t k *  D e p o r tm e n t  o f

NATURAL

RESOURCES

130 MMBO Reserves-Capex +25%
(Questions from  House R esou rces-4 /24 )

T a b le  7 :

StateJRevenues 
State Royalty
State Supplemental Royalty 
NPSL
State Share o f Federal Royalty
Severance Tax
Spill & Conserv. Tax
Ad Valorem Tax
Income Tax
Total

Federal Revenues
Royalty (Net o f State Share)
Income Tax
Total

BPXA Cash Flow
A fte r Tax Funds Flow 
Real Rate o f Return

Totals may no' add duo to rounding.

Supplemental Royalty 
and

1999 Development

Net Profit Share 
and

2002 Development

Net Profit Share 
and

1999 Development
(Real 1996 Dollars)

256
37
0

16
58
3

53
26

442

257
0
0

16
58
3

57
21

412

256
0
0

16
58
3

53
21

407

44 44 44
132 164 194
226 238 240

274
13 .6%

296
14.2%

296
14 .2%

REVNUMSE.XLS. Rivmui

( I N i  l i b t i  U  b i n d  o n  B P X A ' i  m o i l  I t k i ly  • i h m i l i  o l  i i n r v i l ,  
c i p l l i l  i n d  o p i n i i n g  c o m ,  an d  D O H ’ i  F M  ' 9 6  B i n  P r i c i  F o c t c i t l .  

T h i n  m u m p b a n i  h i v i  b n n  c h m g i d  •>  i i q o n l t d  I 4/26/9G, 2.16 PM



State Revenues (without Northjtar Lease Amendments)
State State . State State Share Severance Spill &. Property Corporate Total State

Royalty Supplemental ofFederal Tax Conserv. Tax* Income 1'ax Revenues
Royalty Royalty Tax

(Thousands of 1996 Dollars)
1996 SO.O SO.O SO.O SO.O SO.O $0.0 $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 0.3
1999 0.0 0.0 0.0 •o.o 0.0 0.0 (477.1) (477.1)
2000 0.0 0.0 0.0 0.0 0.0 828.3 (835.9) (7.6)
2001 3,868.9 0.0 247.4 0.0 45.6 2,547.2 (1,173.8) 5,535.3
2002 35,778.5 0.0 2,287.7 16,171.7 407.2 4,245.3 2,784.3 61,674.6

S39,647.4 SO.O S2,535.1 S16,171.7 $452.8 $7,620.8 $297.5 $66,725.2

State Revenues (with Northstar Lease Amendment!)
Slate State State State Share Severance Spill <& Property Corporate Total State

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

(Thousands of 1996 Dollars)
1996 SO.O SO.O SO.O SO.O $0.0 $0.0 ($477.1) ($477.1)
1997 0.0 0.0 0.0 0.0 0.0 761.4 (834.1) (72.7)
1998 3,625.3 0.0 231.8 0.0 50.1 2.343.9 (1,213.4) 5,037.7
1999 35,631.3 42.5 2,278.2 16,101.5 447.4 3,914.3 2,767.6 61,183.0
2000 35,735.8 680.0 2,284.9 13,487.8 432.1 4,771.2 2,994.3 60,386.1
2001 34,391.8 1,969.0 2,231.0 12,682.7 406.5 4,586.5 3,440.7 60,208.1
2002 29.599.9 2,887.4 1,892.6 7,949.5 330.6 4,293,8 3.234.1 50,187.9

S139,484.1 S5,578.9 58,918.5
*A

$50,221.5 $1,666.7 $20,671.1 $9,912.1 $236,453.0

i

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

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

(Thousands of 1996 Dollars)
1996 SO.O $0.0 $0.0 $0.0 $0.0 $0.0 ($477.1) ($477.1)
1997 0.0 0.0 0.0 0.0 0.0 761.4 (834.1) (72.7)
1998 3,625.3 0.0 231.8 0.0 50.1 2,343.9 (1.213.4) 5,037.7
1999 35,631.3 42.5 2,278.2 16,101.5 447,4 3,914.3 3,244,7 61,659.9
2000 35,735.8 680.0 2.2.14.9 13,487.8 432.1 3.942.9 3,830.2 60,393.7
2001 31,022.9 1,969.0 1,983.6 12,682.7 361.0 2,039.3 4,614.5 54,673.0
2002 (6,178.6) 2,887.4 (395.1) (8.222.2) (76.5) 48.5 449.9 (11.486.7)

S99,836.7 $5,578.9 $6,383.4 $34,049.8 $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.

NORTHSTR.XLS
Page  2 o f  2
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A ssum ptions  Used in th e  I l lu s tra t ive  N o r th s ta r  M odel

P ro je ct L i f e :  P ro d u ctio n  ra m p -u p  in  4th  Q u a rte r 1998; fu ll p ro d u ctio n  in 1999; en d o f  f ie ld  

l ife  in  2012.

W e lls : 15 p ro d u cers. 

O r ig in a l O il  in  P la c e  (O O IP ) :

R e s e rv e s :

P (9 0 )  =  

M e a n  =  

P (1 0 )  =

P (9 0 )  =  

M e a n  =

P(10) =

3 10 M M B O  

2 6 0  M M B O  

2 1 0  M M B O

160 M M B O  

130 M M B O  

105 M M B O

P e a k  P ro d u ctio n  rate: 5 0 ,0 0 0  b bl/day

C a p ita l E x p e n d itu re s  (rea l 1996 d o lla r s ) : 

F a c il it ie s :

D r i l l in g

P ip e lin e

T o ta l

A p p ra is a l C o s ts  

O p e ra tin g  C o sts

d o lla r s ) : 

L o w  = $205 M M

B a se — $ 2 3 7 M M

H ig h ~ $ 27 8 M M

L o w — $75 M M

B a se = $85 M M

H ig h = $ 1 1 0 M M

L o w = $ 25 M M

B a se = $28 M M

H ig h — $53 M M

L o w = $305 M M

B a se = $ 3 5 0 M M

H ig h = $441 M M

L o w = $25 M M

B a se = $28 M M

H ig h ss $30 M M

L o w $ 1.40/bbI

B a se = $ 1.50/b bl

H ig h = $ 2 .0 0 /b b l

I n i t ia l  A b a n d o n m e n t  C o s ts : 5 %  F a c i l i t y  C a p e x  

1 0 %  D r i l l i n g  C a p e x

(e s t im a te  p r o v id e d  b y  D N R  

P e t r o le u m  »

B P X A ’ s  W o rk in g  Interest: 98 %  (M u r p h y  O il  o w n s 1 0%  o f O C S  Y -1 8 1 )



• Tract Allocation: 7 6 .8 %  S ta te  (N o  p ro d u c tio n  a llo c a te d  to A D L  3 5 5 0 0 1 ) 

2 3 .2 %  F e d e ra l

S ta te  ro y a lty  rate: 20%

• S u p p le m e n ta l ro y a lty :

• F e d e ra l ro y a lty  rate:

A s  p ro p o se d .

1 6 .6 7 %  (s l id in g  s c a le  not c a lc u la te d ; state  re c e iv e s  2 7 %  

sh are o f F e d e r a l  ro y a lty )

• N e t p r o f it  sh a re : 8 9 .4 %  (a v e ra g e  o f  the f iv e  state le a se s)

• D e v e lo p m e n t A c c o u n t b e g in n in g  b a la n ce  (1 9 9 6 ): $ 2 6 2  M M

• S e v e ra n c e  T a x : 1 2 .2 5 %  fo r  f ir s t  f iv e  y e a rs  p ro d u c tio n , 1 5 %  th e re a fte r; 

s u b je c t  to  E L F .

C o n se rv a tio n  and o il s p il l  ta x : $ 0 .0 3 4 /b b l

• A d  v a lo re m  ta x  rate:

■ S t a t e  in c o m e  ta x  ra te :

• F e d e ra l in c o m e  tax rate:

• O il  P r ic e  F o re ca st:

• In f la t io n  R a te :

• R e a l  P r i m e  R a t e :

• N o m in a l D is c o u n t  R a t e :

2%

2 %  (e s t im a t e  p r o v id e d  b y  D O R  P e t r o le u m  E c o n o m is t )

3 5 %

D O R ’ s F a l l  1995 B a s e  P r ic e  F o r e c a s t .

P S -1  p r ic e  =  N o rth sta r  w e llh e a d  and d e r iv e d  fro m  D O R ’ s  fo re ca st 

o f  T A P S  t a r if f s  and m a rin e  c o sts . N o  a d ju stm e n t m a d e  fo r  q u a lity , 

p u m p a b ility , in fra stru c tu re  ch a rg e s , o r  u p stre a m  ta r if fs .

D O R ’ s  F a l l  1995 B a s e  P r ic e  F o re c a st  

3 .0 %  in  1 9 9 7 ; 3 .2 %  th erea fter.

8 .2 5 %  ( A n c h o r a g e  D a i l y  N e w s , 4/8 /9 6 )

1 0 %  ( A .D .  L i t t le  R e p o r t )

G e n e ra l: S ta n d -a lo n e  p ro je c t, no f a c i l i t y  sh a rin g . In v o lv e s  w a te r f lo o d  and g as in je c tio n ; 

p ro c e s s  sa le s  q u a lity  cru d e  fo r  d e liv e r y  to T A P S .  E x p a n s io n  o f  the e x is t in g  m a n -m a d e  S e a l 

Is la n d  e x p lo ra tio n  is la n d . U n d e rse a , b u rie d  12”  p ip e lin e  to sh o re , 5 m ile s  o ffsh o re /1 1 m ile s  

o n sh o re ; t ie -in  to K u p a ru k  P ip e lin e  ju s t  w e st o f  T A P S  P u m p  S ta t io n  #1

K e v in  B a n k s , A D N R  

A p r i l  12, 1996



*

i
Sheet 1

" S IM P L E "  D isco u n ted  C as i  Flow M odel

i

Y e a r 1 2 3 4 5

G ro ss  Oil (M M B O /Y ) 0 5 10 6 2

S ta te  R o y a lty  Rate 1 2 .5 % 1 2 .5 % 1 2 .5 % 1 2 .5 % 1 2 .5 %

R o y a lty  Oil 0 0 .6 2 5 1 .2 5 0.75 0 .2 5

W IO  Oil 0 4 .3 7 5 8 .7 5 5.25 1 .7 5

Oil P rice 1 2 .0 0 12.10| 1 2 .1 5 12.20 1 2 .2 5

W IO  R e ve n u e 0 .0 0 5 2 .9 4 106.31 6 4.05 2 1 .4 4

C a p e x 1 0 0 .0 0 7 5 .0 0 0 .0 0 0 .0 0 0 .0 0

O pex 0 .0 0 7 .5 0 1 5 .0 0 9.0 0 3 .0 0

T o ta l C o st 1 0 0 .0 0 8 2 .5 0 1 5 .0 0 9 .0 0 3 .0 0

N et R e ve n u e -1 0 0 .0 0 -2 9 .5 6 9 1.31 5 5.05 1 8 .4 4

In co m e T a x  R ate 0 .3 5 0 .3 5 0 .3 5 0 .3 5 0 .3 5

In co m e T a x -3 5 .0 0 -1 0 .3 5 3 1 .9 6 19.27 6 .4 5

A fte r  T a x  C a sh  Flow -6 5 .0 0 -1 9.22 1 5 9 .3 5 3 5 .7 8 1 1 .9 8

N P V  @ 1 0 %  = $ 1 .5 0 1
R O R  =  1 1 % 1

Page 1



Report2

Aaaumotlona

Assumption: S4

Triangular distribution w ith parameters:
Minimum $1.00
Likeliest $1.80
Maximum $7.00

Selected range is from $1.00 to  $7.00

Call: S4

Assumption: Apr Cell: B93

Normal distribution w ith  parameters: 
Mean
Standard Dev.

16.35 (=  B80)
4.47 {=  $S$4)

Seiected range is from -21.51 to  402 .42

End of Assumptions

P a g e  1



REPORT9.408

Fo rec a s t : A KSU PP -REA L Cell: AF149

S u m m a ry :

D isp lay Range is from 30.0 to 65.0

Entire Range is from 34.7 to 67.8

After 200 Tria ls, the Std . Error of the M ean is  0.4

S ta tistics :

T ria ls

M ean

M edian (approx.) 

M ode (approx.) 

Stan dard Deviation 

V ariance 

S k e w n e ss  

Kurtosis

C o eff. of Variability 

R a n g e  Minimum 

R a n g e  Maximum 

R a n g e  Width 

M ean Std . Error

Value

200
49.2

48.8 

50.4

6.0
35.8 

0.23 

3.00 

0.12
34.7

67.8

33.2 

0.42

Page 33



REPORT9.408

Percentiles:

Fo recast: AKSUPP-REAL (con t'd ) C e ll: AF149

Percentile Value faoorox.)
0% 34.7

10% 41.6
20% 44.2
30% 46.1
40% 47.2
50% 48.8
60% 50.5
70% 52.1
80% 54.4
90% 56.7

100% 67.8

End of Forecast

Page 34



Northstar Economic Evaluation £>«f o1
l| NATURAL

w; RESOURCES

Estimated Total Revenues
Effect of Delay Supplemental 

Royalty and 
1999 Development

Net Profit Share 
and

1999 Development

Supplemental 
Royalty and 

2002 Development

Net Profit Share 
and

2002 Development

State Revenues 
State Royalty
State Supplemental Royalty 
NPSL
State Share of Federal Royalty
Severance Tax
Spill & Conserv. Tax
Ad Valorem Tax
Income Tax
Total

256

0
16
58
3

42
24

435

(Real 1996 Dollars)

256
0

M L
16
58
3

42
22

481

257

o
16
56
3

46
22

469

257
0

, 4 f...
16
59
3

46
23

444

Federa1 Revenues
Royalty (Net of State Share)
Income Tax
Total

44
215
259

44
138
243

44
2
249

44
213
253

BPXA Cash Flow
A fte r Tax Funds Flow 
Real Rate of Return

349
20.0%

318
19.9%

331
19.2%

346
20.4%

als may not add due to rounding.

BPNSu ; a .3 ? 0 . fWvenue
|TMa lib U  k  baaad on BPXA'a meet M a ly •c lim ate o f roaar\«a, 

capital and opara ling coaia, and DOR'a fa ll '0 1  Boa# Prtca f or»«a*t | * n * § ,  i t f i  pm



f

I

• Tract Allocation:

Sta te  ro y a lt y  ra te :

7 6 .8 %  Sta te  (N o  p ro d u c tio n  a llo c a te d  to A D L  3 5 5 0 0 1 ) 

2 3 .2 %  F e d e ra l

20%

S u p p le m e n ta l r o y a lty : A s  p ro p o se d .

F e d e ra l r o y a lt y  rate: 1 6 .6 7 %  (s lid in g  sc a le  not c a lc u la te d ; state re c e iv e s  2 7 %

sh are o fF e d e r a l ro y a lty )

N e t p r o f it  sh a re : 8 9 .4 %  (a ve ra g e  o f  the f iv e  state le a se s)

D e v e lo p m e n t A c c o u n t b eg in n in g  b ala n ce  (1 9 9 6 ): S 2 6 2  M M

• S e v e ra n c e  T a x : 1 2 .2 5 %  fo r f ir s t  f iv e  y e a rs  p ro d u c tio n , 1 5 %  th e re a fte r; 

s u b je c t  to E L F .

• C o n s e rv a t io n  an d  o il  s p il l  ta x : S 0 .0 3 4 /b b I

• A d  v a lo re m  ta x  ra te : 2 %

• S t a t e  in c o m e  ta x  ra te :

• F e d e ra l in c o m e  ta x  rate :

• O il  P r ic e  F o re c a s t :

• In f la t io n  R a te :

• R e a l  P r i m e  R a t e :

• N o m in a l  D is c o u n t  R a t e :

2 %  (e s t im a te  p r o v id e d  b y  D O R  P e t r o le u m  E c o n o m is t )

3 5 %

D O R ’ s F a l l  1995 B a s e  P r ic e  F o r e c a s t .

P S -1  p r ic e  =  N o rth sta r  w e llh e a d  and d e riv e d  fro m  D O R ’ s  fo reca st 

o f  T A P S  ta r iffs  and m a rin e  c o s ts . N o  a d ju stm e n t m a d e  fo r  q u a lity , 

p u m p a b ility , in fra stru ctu re  ch a rg e s , o r  u p stre a m  ta r if fs .

D O R ’ s F a l l  1995 B a s e  P r ic e  F o re c a st  

3 .0 %  in  199 7; 3 .2 %  th e re a fte r.

8 .2 5 %  (A n c h o r a g e  D a i l y  N e w s , 4/8/96) 

1 0 %  ( A .D .  L i t t l e  R e p o r t )

♦ G e n e ra l: S ta n d -a lo n e  p ro je c t , no f a c i l i t y  sh a rin g . In v o lv e s  w a te r f lo o d  and g a s in je c tio n ; 

p ro c e ss  s a le s  q u a lity  c ru d e  fo r d e liv e r y  to T A P S .  E x p a n s io n  o f  the e x is t in g  m a n -m a d e  S e a l 

Is la n d  e x p lo ra t io n  is la n d . U n d e rse a , b u rie d  12”  p ip e lin e  to sh o re , 5 m ile s  o ffs h o re / 1 1 m ile s  

o n sh o re ; t ie - in  to K u p a r u k  P ip e lin e  ju s t  w e st o f  T A P S  P u m p  S ta t io n  #1

K e v in  B a n k s , A D  N R  

A p r i l  12, 1996
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I Sheetl

"S IM P L E "  D iscounted  Cash Flow  M odel | | i
» 1 » 

1 '
Y e ar 1 1| 2| 3| 4| 5

I I 1 I i

G ro ss Oil (M M B O /Y) 0| 5 j 10| 6 j 2

S ta te  R o y a lty  Rate ! 1 2 .5 % i 1 2 .5 % ! 1 2 .5 %  j 1 2 .5  %  i 1 2 .5 %

R o ya lty  Oil 0 0 .6 2 5 j 1 .2 5 ! 0 .7 5 I 0 .2 5

W IO Oil 0 4 .3 7 5 ! 8 .7 5 i . 5 .2 5 ! 1 .7 5
1 ! !

Oil Price 1 2 .0 0 12.10| 1 2 .1 5 1 2 .2 0 1 2 .2 5

I I
W IO R evenue 0 .0 0 5 2 .9 4 1 06 .3 1 6 4 .0 5 2 1 .4 4

!
C a p e x 1 0 0 .0 0  7 5 .0 0 0 .0 0 0 .0 0 ! 0 .0 0

O pex 0 .0 0 7 .5 0 1 5 .0 0 9 .0 0 I 3 .0 0

To ta l C o st 1 0 0 .0 0 8 2 .5 0 1 5 .0 0 9 .0 0 | 3 .0 0

I
Net R evenue -1 0 0 .0 0 -2 9 .5 6 9 1 .3 1 | 5 5 .0 5 ! 1 8 .4 4

!

Incom e T a x  Rate 0 .3 5 0 .3 5| 0 .3 5 0 .3 5 I 0 .3 5

Incom e T a x  ; -3 5 .0 0 -1 0 .3 5 1  3 1 .9 6 19.271 6 .4 5

1

A fte r T a x  C a sh  Flow -6 5 .0 0 -1 9.22 1  5 9 .3 5 3 5 .7 8 |  1 1 .9 8

I I I !
N PV  @ 1 0 %  =  | $ 1 .5 0 1 1 !
RO R =  I 11 %  | 1 i j

Page 1
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Report2

Assumptions

A ssu m p tio n : S 4 C e ll: S 4

Triang ular d istribution  with p a ra m e te rs: 

M inim um  

L ikeliest 

M axim um

S e le c te d  range is from  $ 1 .0 0  to $ 7 .0 0

$1.00
$ 1 .3 0

$ 7 .0 0

A ssu m p tio n : A pr C e ll: B 93

Norm al distribution w ith p a ra m e te rs: 

M ean

Stan d ard  D ev.

1 6 .3 5  ( =  B80)

4 .4 7  { =  $ S$ 4 )

S e le c te d  range is from  *21.51 to 4 0 .'..4 2

End of A ssu m p tio n s

Page 1
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REPORT9.408

Forecast: AKSUPP-REAL Cell: AF149

Su m m ary:

D isplay Range is from 30.0 to 65.0

Entire Range is from 34.7 to 67.8

After 200 T ria ls , the Std . Error of the Mean is 0.4

Statistics:

Tria ls

Mean

Median (approx.) 

Mode (approx.) 

Standard Deviation 

Variance 

Sk e w n e ss 

Kurtosis

Coeff. of Variability 

Range Minimum 

Range M aximum 

Rang e Width 

M ean Std . Error

Value
200

49.2

48.8 

50.4

6.0
35.8 

0.23 

3.00 

0.12
34.7

67.8

33.2 

0.42

Page 33



Percentiles:

Percentile

0%
10%
20%
30%

40%

50%

60%

70%

80%

90%

100%

End of Forecast

Forecast: AKSUPP-REAL (cont'd)

REPORT9.408

Cell: AF149

yaloe.lapprax.i
34.7

41.6 

44.2

46.1

47.2

48.8 

50.5 

52.1 

54.4

56.7

67.8

Page 34
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VIA FAX: (907) 465-4316

Honorable Joe Green 
Co-Chairman
House Resources Committee 
State Capitol
Juneau, Alaska 99801-3810 

Dear Representative Green:

I am writing to you today as a follow up to my earlier testimony to the Committee and 
my conversations with you about House Bill 54u. As you are aware, CIRI is heavily 
involved in the oil industry in Alaska through our own developments on the Kenai, as a 
working interest owner in Endicott, and through our three subsidiary companies, PEAK 
Oilfield Services, Construction Machinery, Inc. and Alaska Interstate Construction. So 
we benefit from more than our alliances and partnerships as a contractor on Alaska's 
North Slope.

It is our belief that HB 548, which would allow the development of Northstar, is a most, 
vital piece of legislation. It will do more than just put hundreds of Alaskans to work and 
inject millions of private sector dollars into our economy. It will maintain flow in the 
Trans Alaska Pipeline. Clearly, the State must continue to support these smaller field 
developments or we will reach a point where it is uneconomic to transport oil through 
the pipeline. If the oioeline shuts down we can forget any future developments such as 
ANVVR.

We believe the Executive Branch is properly empowered under the Constitution to 
negotiate deals within a general statutory framework established by the Legislature. And 
while the Legislative Branch may read into the record what it believes should be or 
should have been included in a contract, it is bad constitutional precedent and poor 
practical policy for the Legislature to get into the business of rewriting or re-negotiating 
contracts carefully negotiated by the Executive Branch.

I fully understand the role of the Legislature in our system of checks and balances and 
your duty to review what the Administration is proposing in terms of lease amendments. 
You have made it clear that -  had you negotiated the deal -• it would have been 
somewhat different. But this \  the agreement that W3S hammered out between the 
State of Alaska and BP Exploration and should be the only agreement on the table.
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Cook Iniet Region, Inc. fully supports this negotiated agreement. For our pan, we are 
satisfied that BP will do everything in its power to fulfill its commitments on local hire 
and local business participation in Northstar's development. We do not base this belief 
on misguided optimism, but on cold political reality. If, for any reason, BP does not live 
up to its commitments, they will find scarce support among Alaska businesses and public 
officials for any future development opportunities. Moreover, I am advised that there is a 
real danger, from a legal perspective, that this well-intentioned attempt to put more 
"teeth" into the Alaska hire and contracting provisions could amount to "throwing out 
the baby with the bath water." It also may substantially increase the chance that this

In summary, we believe BP means what they say and that the Northstar project is our 
best opportunity to forge a new standard for Alaskan's participation in oil development. 
It also sends the right message to other companies thinking about investing in Alaska. 
The legislature worked hard to pass HB 207 Iasi year to send the message that Alaskans 
are willing to work with the industry on issues critical to the future development of 
Alaska's resources. This is one of those issues so let's -  as Alaskans live up to the intent or 
HB 207 and pass HB 548 as recieved from the Administration.

Accordingly, on behalf of Cook Inlet Region, Inc., I strongly urge you to support HB 548 as 
it was introduced and keep this vital legislation moving forward. Thank you.

entire piece of legislation will be ruled illegal or unconstitutional under state and federal 
law.

Sincerely,

COOK INLET REGION, INC.

x_arl H. Marrs 
President & CEO

cc: Representative Gail Phillips, via Facsimile: (907) 465-3472
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April 11, 1996

Representatives Joe Green and 
Bill Williams
Co-Chairmen, House Resource Committee 
Alaska State House 
Juneau, AK 99801

Dcdi Co-Chairmen end CoiViiVnllee Member^.

I am writing to the Committee to express my deep concern with regard to the 
Administration's proposal on the North Star leases.

While my concerns cover a broad range of subjects, I want to confine my comments here 
to the issues of Alaska hire.

As you know, in my position as Chief Executive Officer for the Teamsters Union in Alaska,
I have often been an advocate for the oil industry. We strongly support the 
environmentally sound development of our natural resources. We have been in the 
forefront in the fight for lifting the oil export ban, royalty relief, and the opening of ANWR 
for hydro carbon exploration and production.

We did so in the belief this was good for all Alaskans and would enhance benefits to the 
Alaska workforce. To date, what we have seen is a continuing decline of employment 
opportunities for Alaskan workers in the oil patch. Statistics tell us Alaskans participating 
in North Slope construction projects has dropped to its lowest level since the pipeline was 
built.

The North Star agreement before you is extremely deficient when it comes to 
strengthening the potential for Alaskan workers. Therefore, neither I nor my organization 
can support It In Its present form.

We need greater assurances that Alaskans will be put to work. We need greater 
assurances to affirm employment opportunities are made available to rural and native 
Alaskans. Utilizing the employment of Alaskans not only ensures that maximum benefits 
accrue to the state from economic development, It also reduces demands upon the stato
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such as unemployment insurance and public assistance. Therefor-, we urge stronger 
language to ensure Alaska hire is placed in HB5 4 8 and any other oil Industry bills that 
grant economic relief or production incentives. To not grant such assurance is an 
economic downfall for all Alaskans.

Respectfully,

TEAMSTERS LOCAL 959

/kk
JH\North.2
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D o n a ld  W . In c c  

3 1 2 1  C a p s t a n  D r . 

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

A p r i l  2 3 , 1 9 9 6

R e p r e s e n t a t iv e  R a m o n a  B a r n e s  

S ta t e  C a p it o l ,  R o o m  4 0 3  

J u n e a u , A K  9 9 8 0 1 -1 1 8 2

R E :  N -Q Jlh s .la i L e a s s  T_£ r m s

D e a r  H o n o r a b le  R a m o n a  B a r n e s ,

I am  w r it in g  t h is  le t te r  to  v o ic e  m y  o p p o s it io n  to  c h a n g in g  the

N o r t h s t a r  le a s e  t e r m s  a s  p r o p o s e d  b y  B r i t i s h  P e t r o le u m  a n d  G o v e r n o r  T o n y  

K n o w le s .  I h a v e  b een  f o l lo w in g  c l o s e l y  th e  d e v e lo p m e n t s  r e g a r u in g  th e

K n o w l c s - B P  p r o p o s a l a n d  I a m  c o n v in c e d  t h is  is  a  t e r r ib le  d e a l fo r  

A la s k a n s .  I rea d  in  c o m p le t e  d i s b e l i e f  th e  m a n n e r  in  w h ic h  C o m m is s io n e r  

o f  N a t u r a l R e s o u r c e s  J o h n  S h i v e l y  h a s  a n a ly z e d  t h is  d e a l.  H e  e s s e n t ia l ly  

s a y s  w e s h o u ld  tr u s t  h is  a n a ly s is  th a t th is  is  a g o o d  d e a l f o r  A h s k a .  

U n f o r t u n a t e ly ,  e x a m in a t io n  o f  th is  d e a l s i m p l y  d o e s  n o t s u p p o r t  h is

statement.

T h e r e  a r c  b a s i c a l l y  th re e  N o r t h s t a r  p r o d u c t io n  s c e n a r io s  p u t fo rth  f o r  

a n a ly s i s  a s  su  im a r iz e d  in  th e  c h a r t  b e lo w ,

Northstar Oil 
Production

Earnings for Alaskans 
(S millions)

BP Pays Alaska 
( $ / ba rre  1)

with net 
p ro f it

without net 
p ro fit

with net 
p ro fit

without net 
p ro fit

Case 1 = 130 
million barrels

$444 MM $435 MM $3 42 $3 35

Case 2 = 105 
million barrels

$312 MM $340 MM $2.97 $3.24

Case 3 = 180 
million barrels

S934 MM $639 MM $5.19 $3.55

In  C a s e  1, i f  B P  b e l ie v e s  N o r th s t a r  w i l l  p r o d u c e  1 3 0  m i l l io n  b a r r e ls  it is  not 

c le a r  w h y  th e y  w o u ld  lo b b y  s o  v ig o r o u s ly  to  c h a n g e  th e  le a s e  t e r m s . T h e  

d if f e r e n c e  th e y  m u s t  p a y  to  A la s k a  is  o n ly  $ 9  m i l l io n  o r  7 0 / b a rre l. In  C a s e  

2 , w h e re  N o r t h s t a r  p r o d u c e s  o n ly  105 m i l l i o n  b a r r e ls ,  B P  s h o u ld  n e g o tia te  

to  k e e p  the n et p r o f it  s h a r in g  p r o v is io n .  T h e y  w o u ld  a c t u a l ly  p a y  $ 2 8  

m i l l io n  ( 2 7 0 / b a r r e l)  le s s  in  r e v e n u e s  th a n  i f  n e t p r o f it s  w e re  r e m o v e d . B P  

o b v io u s ly  d o e s  not b e l ie v e  N o r t h s t a r  w i l l  p r o d u c e  o n ly  1 0 5  m i l l i o n  b a r r e ls .  

S o ,  A la s k a n s  m u st a s k  w h y  B P  is  s p e n d in g  s o  m u c h  t im e , m o n e y  an d  e f f o r t
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to change these lease terms? The answer is clear when Case 3 is exam ined. 
BP believes Northstar will produce significantly more oil than 130 million 
barrels. It is not difficult to understand why BP concludes Northstar will 
become an over-achiever considering the past forecasts for other A laska 
oil fields. Prudhoe Bay reserves have increased 35% from 9.6 billion to 13 
billion barrels, BP's Niakuk field has increased 85% from 54 million to 100 
million barrels since production began. BP's Endicott field has increased
200% from 300 million barrels in 1987 to 600 million barrels today.

BP is fighting hard to negotiate this upside potential away from
Alaskans. If they succeed, BP could earn an additional S295 million profit 
as shown in Case 3. They could earn even more if Northstar performs like 
Endicott or Niakuk. I f their negotiations fail to remove the net profit
sharing provision, they will pay $ 1.64/barrel more in revenues to A laska. 
This is why BP has attempted to intimidate Alaskans by threatening not to
develop Northstar unless we give them our net profit share. When our 
Senate Resource Committee tried to modify the agreement BP's vice-
president, Eric Luttrcll said, "BP will not reopen the negotiations and
cannot vgrcc to the changes." I would respectfully suggest that Alaskans 
tell Mr. Luttrell and BP that, "Alaskans will not reopen the negotiations at
Northstar and won't agree to any lease term changes because we believe a 
deal is a deal."

Some legislators and other officials may conclude this upside
potential at Northstar is speculative and has no value. Obviously, BP
believes exactly the opposite. In fact, the value o f this upside is exactly
what has motivated BP to seek these negotiations. They are not in business 
to pay taxes and royalties to Alaska, provide jobs to Alaskans or build 
production modules here. BP is in the oil business to make money. They
are betting Alaska will change the lease terms so they can make more 
money at Northstar. But, examine their proposal carefully. BP makes no
binding commitments to construct modules in Alaska or hire Alaskans.
The fifty permanent jobs BP estimates will be created by Northstar
development will be needed regardless o f what the lease terms are or who 
develops the field. It is very difficult to recognize anything tangible BP is
offering Alaska residents in return for us giving them our net profit share 
of Northstar's upside potential.

As a co-owner of Northstar oil along with all other Alaskans, I urge you to 
do the right thing and vote against changing Northstar leaae terms.

Very truly yours,

Donald W. I nee 
via fax



O P I N I O N  S E C T IO N .

NORTHSTAR DEAL 
LEGISLATORS DEMAND THEIR SAY

By Daily News Editorial Staff
The Northstar deal Gov. Tony Knowles cut with BP Exploration is 

a bad deal. It would significantly alter the way the state 
handles oil leases, reward a powerful company for a political end 
run, and perhaps cost the state millions of dollars.
Northstar is a rich oil field. It can and will be developed 

without the exceptional arrangement championed by the governor.
The combined clout of the oil giant and the state's chief 

executive have legislators considering some kind of concessions 
on Northstar. But that's not enough for BP. It wants lawmakers to 
pass the administration bill virtually untouched.
When Sen. Loren Leman’s resources committee reviewed a committee 

substitute with firmer Alaska hiring and contracting provisions,
BP vice president Eric Luttrell told the committee, "Effectively 
you have not presented an option which would lead to 
development."
BP's "my way or the highway" rhetoric is simply unacceptable.

The Legislature clearly has a responsibility to review the 
Northstar proposal and offer changes that will benefit Alaskans. 
Lawmakers have been concerned about how to enforce BP's local- 

hire promises since the governor unveiled the deal. They know the 
dismal history of local hiring, especially of Alaska Natives. Why 
wouldn't they - why wouldn't Alaskans - have more faith in a 
legislative statute than in BP promises? And why should BP object 
to the state writing its promises into law?
"My way or the highway" also is a form of psychological 

warfare that almost always blows up in the face of those who use



it on the Legislature. The moment anyone attempts to impose an 
ultimatum on them, legislators ripple their muscles. When Gov. 
Steve Cowper called a special session for a subsistence amendment 
to the Constitution, they rejected him. When Gov. Wally Hickel 
insisted on a revision of the statute of limitations on oil 
taxes, they repeated the performance.
When it comes to protecting its prerogatives, the Legislature 

will fight friendly campaign contributors like the oil companies 
just as fiercely as its traditional media critics. And they will 
fight together, on a bipartisan basis, old rivalries momentarily 
forgotten.
We wish the Legislature would realize the fundamental flaws in 

the Northstar deal and turn it down. But we appreciate what 
lawmakers are doing to protect local hiring - and to protect the 
integrity of the legislative process from a powerful compv 
a powerful governor.



H O U S E  P U S H E S  BP O N  L O C A L  H IR E

By STAN JONES 
Daily News reporter
JUNEAU - The growing legislative sentiment to force British 
Petroleum to live up to its Alaska hiring and contracting pledges 
at the Northstar oil prospect boiled up in the state House on 
Friday.
Rep. Joe Green's Resources Committee wrote stiff hiring and 

contracting requirements into its version of the Northstar bill 
and passed the measure along to the World Trade and State/Federal 
Relations Committee.
The thrust of the Anchorage Republican's bill is similar to a 

companion measure that passed out of the Senate Resources 
Committee this week, though some of the details are different - 
and tougher - in the new version.
Both bills give the Knowles administration the permission it 
wants to abandon the state's 89 percent share of the profits at 
Northstar, a 130 million-barrel offshore prospect a few miles 
north of Prudhoe Bay. In return, BP Exploration (Alaska) Inc. 
would agree to give the state a modestly higher share, or 
royalty, of the oil produced from the field.
But both bills attempt to add some teeth to the nonbinding 

Alaska hiring and contracting provisions in the deal negotiated 
by John Shively, Knowles' commissioner of natural resources.
The Department of Natural Resources estimates the deal would 

cost the state $9 million in revenue, with the only paycT I r.rg 
slightly earlier development of the field and BP's nonbinding 
promises on Alaska hiring and contracting.
Several legislators have wondered whether the deal as writtr:-:



satisfies a requirement in the Alaska Constitution that natural 
resources be managed for maximum benefit to the stale':-: people. 
Green's Northstar bill, like the Senate version, calls on BP to 
hire Alaskans and requires the oil giant to contract with Alaska 
companies to build facilities for the field and to supply goods 
and services for the project.
But Green's version is more specific and more stringent. It 

demands that BP ensure at least 85 percent of its Northstar 
workers are Alaskans. In 1994, the most recent year for which 
figures are available, only 70 percent of BP employees were 
Alaska residents, according to a state study released in January.
And Green’s bill forbids the state from giving BP its Northstar 

tax break until Gov. Tony Knowles certifies the company w ill meet 
the 85 percent Alaska-hire target and has signed the mandated 
construction and supply contracts w ith Alaska companies.
BP and the Knowles administration have warned that any tinkering 

w ith the deal they negotiated could sink the whole arrangement.
BP says it won't develop Northstar if the deal falls through; the 
state says that could delay development by three years.
Jim Palmer, a BP spokesman, said the company still doesn't want 

to be tied down by provisions as specific as those the 
Legislature has come up with.
He repeated the company's intent to hire Alaskans for the 

project, but said its lawyers were worried that language making 
that goal mandatory might collide w ith court rulings that 
torpedoed past efforts to enforce local hire.
Palmer said he didn't quite know what to make of the Green 

bill's requirement that BP sign up its Northstar contractors and 
ensure 85 percent local hire before the state formally approved 
the deal. BP's Alaska office won't be allowed to proceed w ith the 
project until its board of directors in London endorses it, and 
that might not be possible until the state signs the Northslar 
tax deal.
"The simpler the better, usually, in all these things," Palmer 

said.
Knowles spokesman Bob King said the governor is also worn; .. 

legislation won't stand up in court.
"The Department of Law was very careful in writing the A l a s k a -  

hire provisions to make sure they comply w ith the law and w.-Vc 
concerned that Rep. Green's provisions may have gone too far,"
King said.
Several members of Green's committee said they were worried the 

local-hire provisions were too tight to stand up in court or 
that, even if they did, they were unenforceable. Rep. John 
Davies, D-Fairbanks, wondered if  it wouldn't be better to replace 
the mandatory requirements with incentives. Perhaps, he



suggested, the state royalty share at the field could be tied to 
BP's success in hiring Alaskans.
Davies didn’t try to put such a provision in Green's bill, but 

said he might try it later as it moves through other committees 
or when it reaches the House floor.
Palmer said it was probably too late to make such a change to 
the Northstar b ill this year, but said he likes the idea. "It's 
too bad we couldn’t have thought about this a year ago," he 
said.
The Northstar deal has become one of the most contentious and 

high-profile issues in the Legislature.
BP has had several of its own lobbyists and executives in and 

out of Juneau over the past few days. Some of its main 
contractors for the project have also been prowling the Capitol, 
sitting through long, slow committee meetings and jawboning 
lawmakers when a chance arises.
On Wednesday, before the b ill came out of the Senate Resources 

Committee, Veco chairman Bill Allen buttonholed Sen. Loren Leman, 
R-Anchorage, the committee's chairman, in the busy second-floor 
hallway that runs between the House and Senate chambers. Allen 
wanted the Northstar b ill as introduced by Knowles, w ith none of 
the local-hire or other new provisions added by the Legislature.
"We need a clean bill," A llen said.
"I have to have a bill I can get four votes for," Leman said.
The Senate bill is now in Sen. Rick Halford's Finance Committee. 

Halford, R-Anchorage, hasn't signaled what he plans to do with 
it.
In the House, the bill's next stop is w ith Rep. Ramona Barnes, 

the Anchorage Republican who chairs the World Trade Committee. 
Barnes said Friday she's concerned the b ill may be 
unconstitutional if the state doesn't get a clear and certain 
return for the cash it's giving up in the Northstar agreement.
"In every line that speaks to developing modules in Alaska or 

hiring Alaskans, it says ’may' or ... that they ’commit," Barnes 
said. "Most of those words, in legislative terms, mean 
noth ing."



S T A T E  S H O U L D N 'T  G IV E  U P  N E T -P R O F IT S  D E A L  F O R  N O R T H S T A R

By JACK RODERICK
In 1995, BP made the business decision to buy Amerada Hess and 

Shell's lease interest in Northstar for an undisclosed price 
against unnamed competitors.

BP felt it could persuade the governor to abolish net-profit 
provisions in Northstar leases and renegotiate the lease terms.
It was a business decision that BP now wishes to justify.

Under net-profits leasing, government has access to financial 
data not usually available. Sometimes more difficult to 
administer than bonus and royalty bid leases, net-profit 
operations greatly circumscribe the operator's immediate net 
income.

In exploration, a company prefers to take most of the risk so 
if a discovery is made, immediate income (compared to net 
profits) is received. The risk inherent in exploring for 
commercial amounts of oil is high, so large rewards should be 
given. This makes good business sense for both the operator and 
the state.

However, Northstar is not an exploration project. It is a 
development project. Northstar is a discovered oil field. It is 
at least partially developed. Five wells at Northstar are capable 
of producing oil. BP estimates that at least 130 billion barrels 
of oil can be produced from the field.

Being a development and not an exploration project, the ideal 
way to develop Northstar - from the state's perspective - is by 
net profits. Using net-profit bidding on a partially discovered 
oil field was an approach the legislature contemplated when, in 
1978-79, it passed the leasing amendment that included net 
profits.

Under net-profits leasing, the landowner (state) w illing ly 
postpones its income until the operator recovers his costs. The 
operator thus has the incentive to increase his development and 
operating costs, thereby lessening the landowner's (state’s) r-’-t- 
profit share. This so-called "gold-plating" - the operator's 
incentive to increase costs - when applied to a known oi- 
like Northstar works very much in the landowner's favi.

This project needs to be done right. Spending a few more



dollars to do it right w ill benefit everyone. Even contractors 
like Veco - and even labor unions - w ill do better under net 
profits than under straight royalty leases.

An example of how net profits works for government can be seen 
at the Wilmington oil field offshore the City of Long Beach,
Calif. When this giant oil field was discovered some three 
decades ago, five oil companies bid more than 90 percent net 
profits to develop and operate it.

The City of Long Beach and the State of California (and some 
6,000 uplands owners) have for more than thirty years been 
sharing net-profit income from the field. No premature production 
shutdown has happened at Long Beach. Arco now owns the field, 
which is still producing more than 40,000 barrels of oil a day, 
and the field is expected to continue producing for another 10 to 
15 years.

BP claims it won't develop Northstar unless all net profits 
are dropped. I think that if  the Legislature turns this deal 
down, BP would either rethink its decision not to proceed or find 
a successor to develop the field. I don't believe that BP would 
totally abandon its already substantial investment in Northstar.

The company already has reduced Amerada Hess and Shell's 
original estimate of the development costs by two-thirds. Any 
successor would be able to take advantage of these cost 
reductions. I believe another company or group of companies could 
develop 130 million barrels of North Slope oil and make a profit.

The proposed BP-state agreement is sometimes presented as an 
all-or-nothing deal. Either BP develops the field or no one will.
A more win-win scenario might be for BP to produce the field 
under net profits for two years and then go back to the 
commissioner and seek a reduction in its royalty. This scenario 
is already possible under existing law.

If the BP-state deal is turned down by the Legislature and F71 
fails to proceed at Northstar and its leases are returned to in-:: 
state, competitive re-bidding of these tracts w ill reveal the 
leases' true worth.

BP says its main objection to net profits is that it would 
force the company to prematurely shut down the Northstar 
once the state's net profit share kicked in. Rather than produce 
oil netting it 50 cents a barrel (after all its costs) BP would 
stop its activities. The company says it doesn't want to be in a 
position to shut down an oil field prematurely, because such an 
act would hurt BP's worldwide reputation.

I don’t believe BP would shut down a field still making a net 
profit. I think it would first find a successor (perhaps carrying 
less overhead than BP's) so that production would be allowed to 
continue. BP would rather own the North Slope oil than give it tc



a competitor. (Arco must be making some profit at Long Beach; at 
least it owns the oil being produced.)

In any event, Alaska's government would take an interest in 
any proposed premature shut down of Northstar. I f  the field were 
still capable of producing a profit for the state, it would make 
sure its natural resources were not "wasted."

Jack Roderick, a former mayor of Anchorage, drafted the oil and 
gas leasing amendment, which included net-profit leasing, that 
lead to the 1979 sale.



B U S IN E S S  S E C T IO N :

BP WORRIES LOCAL VENDORS
ALLIANCE EXPRESSES CONCERN OVER OIL GIANT'S USE OF OUTSIDE 
SUPPLIERS

By LISA SCAGLIOTTI 
Daily News reporter
Anchorage vendors who supply the oil industry with everything 

from work gloves to motors find the debate over BP's proposed 
Northstar oil field bittersweet.
They support the idea of more oil development in the state, but 
they're worried about how much benefit their companies w ill see 
if a new field comes on line.
That's because many vendors have seen their business w ith the 

oil giant drop dramatically over the past year and half since BP 
Exploration (Alaska) Inc. hired an Outside company to manage its 
purchasing operations.
"The vendor community supports Northstar. We think it w ill be 

good for Alaska hire and fabrication," said Mitch Robison at 
Debenham Electric Supply Co. "We support the opening of marginal 
oil fields. But there's another issue - BP's outsourcing of 
everyday purchases is not good for Alaska."
Robison and other vendors have met through the Alaska Support 

Industry Alliance, a statewide trade group of companies that do 
business in the oil patch. They have shared their worries and 
formed a committee, which Robison co-chairs, to figure out if  
there are ways to get Alaska companies more business.
"Ultimately, we want to w in  back these purchases," Robison 

said.
In August 1994, BP signed a five-year contract w ith Fairmont 

Supply Co. to oversee its purchase of $25 m illion in supplies, 
according to BP spokesman Paul Laird. The contract also calls for 
Fairmont to directly supply BP w ith an additional $5 m illion of 
goods, Laird said.

BP anticipated this outsourcing would save $4 m illion to $6 
million a year, he said. The idea was to eliminate BP's ovevhc.; 
on purchasing and to streamline the company's buying to cncuai^ 
fewer suppliers, he said.
A Fairmont representative on the North Slope referred inquiries 

to company officials Outside. Fairmont officials in Washington,



Pa., and Price, Utah, did not return five telephone calls Friday 
to discuss details of their operation in Alaska for this story.
Local vendors say they're uncomfortable w ith  Fairmont's role as 

purchasing manager and supplier because they hand over to 
Fairmont sensitive details about their products and prices. "We 
don't have any reason to doubt their integrity," Laird said.
More important, vendors said, the loss of supply business to 

Fairmont already has been crippling, and they fear Fairmont's 
share of the BP supply pie w ill only grow - at their expense.
Josef Boehm, president of Anchorage-based Alaska Industrial 

Hardware, said he has seen his BP business practically disappear.
In 1994, he counted more than $600,000 in sales to the oil 
company; that dropped by half last year and likely won't see six 
figures this year.
Although A IH  hasn't had layoffs, Boehm said, he has eliminated 

about a half dozen jobs through attrition.
Alaska Bearing Corp. won't hire three or four extra people this 

summer as it usually does. "And we re looking at a wage 
reduction to just try and weather this," said owner Bruce 
Wilkins. The company has a staff of nine, down two through 
attrition because Wilkins said, his costs aren't falling, but his 
sales are.
"We sell BP some stuff, maybe once a week where it once was 

daily," he said. "BP is buying better because it's buying from 
a bigger distributor, but that sure doesn't help me pay the 
property taxes."
Jim Borrow owns Bearing Engineering & Supply Co., which has two 
locations in Alaska and two in Washington state. He said liis 
company had its best year ever w ith BP in 1994 w ith sales of more 
than $200,000. "Then we did zero last year," he said.
He's bitter; his company has supplied the oil industry since its 

beginnings in Alaska. "I'm not even sure if  there is a BP 
anymore," he said. "It wouldn't surprise me even if  the 
president of the company is a contract employee."
Boehm called it  a contradiction for BP to tout Alaska hire in 

seeking breaks from the Legislature on its new oil prospect, 
while its buying policies are pinching Alaska companies.
"As it stands now, the local people are losing," Boehm said.
BP president John Morgan has met twice w ith the Alliance's 

vendor committee. Company spokesman Jim Palmer said Morgan 
described how BP hopes to increase the portion of spending it 
does in state but that the company wants to work with fewer 
suppliers.
"There w ill be winners and losers, but we want to be fair,"

Palmer said.
Vendors have had some political success in trying to secure



future business opportunities with BP. Both the House and Senate 
versions of legislation dealing w ith BP's Northstar oil prospect 
contain language to require BP to purchase goods and services for 
the project from Alaska vendors.
The Fairmont arrangement is part of a wider BP effort to cuts 

costs in Alaska by outsourcing work. BP recently contracted with 
Andersen Consulting to handle BP's accounting functions.
The company also sparked protests from the Oil Chemical and 

Atomic Workers union for its desire to contract out to Veco a 
handful of what are now union jobs at a Prudhoe Bay maintenance 
shop. Palmer added that the company also plans to decide this 
summer whether to outsource another 24 telecommunications jobs. 
"We produce oil and gas. We don't run telephone systems," 

Palmer said.
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By Jo ba C. Morgan, President
BP Exploration (Alaska) Inc.

I f Ahskaos Kive to wall several more years 
for the jobs, m « u a  and business foal 
dartbproent of foe NarthsUx afl field mil 

stirauhle... If you rtfile for feu money in i 
fewer benefits ...if you forgo foe oppoatQmryte 
launch i  new Alaskan indu*ry buDdl/ig large 
oil field facilities ia-sMe... neD, "so be it."

That wu foe rectal editorial opinion of the 
Ancho rage Daily New*. Qui before we ail sura- 
aurily dismiss foe benefits cf HP's plan to 
develop Noithsrar, here's whxL’i  at slake

• Haifa billion doflars in new government 
revenues at a time when lawmakers and foe 
admioislratlonarestnigglingtociosefoesuie 
budget gap— men ueilhal will flow by early 
W9;
• The high est royalty rale paid by any field 

la Alaska, and a supple­
mental royalty when­
ever North Slope oil 
prices exceeds $1735- 
per-baird West Coasa 
ktochma/h;

• 500 oonskucion 
iou/,50perinamrtjohs 
and hundreds of indirect jobs foe/1 support 
—  coupled vrifo BP's canmuimeat to hire 
Alaskans whenever possible;

• $200-$250mfllii»tode*tfrjpaienlspoid-

Bitwten dived spending in 
Alaska and gm nnnent 

revemiBi, Noftbstar w il have a 
$1 trillion impact an Alaska's 
ccoaamr under BP^ plan.

pays pzemnun to do so for Noitbslar as long 
as capacity is available In stale and technical 
challenges are overcome,
-* Srs ccnurJhaes: to begin detf&’upindu 

in 1997andpcr)ductfoab7l999ifwe iccore 
the necessary permits;

* Access lo new devdopmcnl opportunities 
forough tedmofogy and infrasiiuclure devel­
oped for Northstar.

Between direct spending in Alaska and gov- 
ernmeot revenues, Northslar will have a $1 
billion impact on Alaska’s economy under 
BP's plan.

Bui before we can enjoy fo e foaredb entfits 
o f Northslar development, we first need a 
duuge in lease tenru. Present terms Inclade 
a."net-proSis tax” averaging89 percent fool's 
imposed, in addltioa to royalties and other 
taxes, once costs art recovered.

Critics suggest BP nay be "bluffing" when 
me say we won't develop under these terms.

Common sense sug­
gests otherwise.

They also imply BP 
gave the AlukaDeput- 
nrent of Niimral Ite- 
soarces a “tahe-it-or- 
leave-R” ultima lam 
aad persist in misrep-

cades ago, when o l prices were soaring and 
were expednd to ooitiooc increasing. Tlic 
stale scrapped theaperimenl in 19B4.

■he ET-DNS agitein tu i ran ores nri-prufii 
tax provisions from Noithrtar leases in ex- 
chaflge for tangible betufifa loAhskuts—  
jobs, trasintss, foe highest royally rales in 
Alaska, a supplemental royally and early de-

YUloffflb. ’
II almost ti "vitality will be more than a few 

exlra years until Alaskans nap these benefits 
a lease terms aren’t adjusted now. There'sno 
pranotee it will ever be developed.

UiePadyftews seems fundameoUlly dein-
"on! n jc c  i "  Fj j f  '1

resenfo^our agreenustwithDNH to fixprob- 
lemi tdlb Northstar terms as a "conceejon" 
hyd ier^e .

Bofo auejtoos are untoue. We appro art ed 
ing la Alaska, highliglied by BP’s commit- DNR in a spldl cf cooperation, to work to -
me/a to build Northslar facilities in-stJfle; gefoer to identify a jnutuaky beaefirial volu-

» Aa opportunity to launch a a ew Udu^iy, lixm Lo a mutual problem. The agreement we 
rnanufacturiag large, "sea-M” scale aaodules negotiated adueies fool end. 
in Alaska— afforded by BP's willingness to Nrf-profits leasing began nta/iy hru dr­

ee
ft 3 « « u » w t  o r  C Q H M t w c c ,  t / a a / f o
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BP EXPLORATION

BP E^p’orat'cn (Alaska) Inc. 

SOT Eosi E k rso n  Boutovsrd 

P.O. Bor 1?$512 

Aoct-cm e .  Alaska 9 9 5 t 9 « l2  

(9 07)Scc£A J2

Jo hn  C. M oryari 

Pieslfieiv.

P. 1/1 I
i

A p r i l  2 9 .1 9 9 6

T l ie  H o n o ra b le  R a m o n a  B a rn e s, C h a ir  

H o u s e  W o rld  T ra d e  and State/Federal 

R e la t io n s  C o m m itte e  

A la s k a  Sta te  L e g is la tu re  

S ta te  C a p ito l 

J u n e a u , A la s k a  99801

D e a r  R e p re se n ta tiv e  B a m e s :

T h e  d e v e lo p m e n t o f  the N o rth star fie ld  is  an im portant p ro je ct to the re sid e n ts o f  A la sk a  

and B P  E x p lo ra t io n . N o rth sta r developm ent w ill p rov id e  jo b s  fo r  A la s k a n s , n ew  

b u s in e ss  o p p o rtu n itie s fo r A la sk a n  b u sin esses, and s ig n if ic a n t reven u es to the state.

B P  E x p lo ra t io n  has v o lu n ta rily  and p u b lic ly  com m itted to recruit and h ire  q u a lifie d  

A la s k a  re sid e n ts fo r the N o rth sta r D e v e lo p m e n t W e  have a lso  p u b lic ly  co m m itted  to 

e n co u ra g e  N o rth sta r contractors to re c ru it  h ire , and train , w hen n e c e ssa ry , A la sk a  

re s id e n ts .

F u rth e rm o re , B P  has v o lu n ta rily  and p u b lic ly  com m itted to u se  A la sk a  co n tra cto rs to 

b u ild  in  A la s k a  N o rth sta r producuon and p rocessin g  m o d u le s. B P  h as co m m itte d  to 

sp e n d  5 3 0  -  4 0  m illio n  to b u ild  in  A la sk a  the larger and m ore co m p le x  m o d u le s  fo r  

a s s e m b ly  fo r  se a lift p ro v id in g  that su itab le fa cilities to do th is are a v a ila b le . W e  are 

w o rk in g  w ith  o u r contractors to do everything p o ss ib le  to e n su re  the fa c ilit ie s  w ill be 

a v a ila b le .

O u r repu tation  depends on our honoring these co m m itm e n ts and repo rtin g  o u r re su lts  to 

the p e o p le  o f  A la sk a .

W e  a p p recia te  the opportunity to provide com m ents to y o u r co m m ittee .

S in c e r e l

Jo h n  C .  tylorgan
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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

6 0 0  T

500 4-

400 4-

300 4-

200 -■

100 -j- Minimal 
WaterFiood

'S t a t e  

1B PX
Constant
• Capex: $350 MM
• State Base Oil Price

A lignm en t - State and BP Share Upside

Optimized
WaterFiood

WaterFiood 
& Gas Injection

R ese rves (MMB)


