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SENATE f in a n c e  c o m m it t e d  r e p o r t

DATE: 5/2/96 FURTHER:

DATE TURNED INTO OFFICE:

The Finance Committee considered CS FOR HOUSE BILL NO. 548(WTR)

authorizing the amendment of Northstar Unit oil and gas leases between the State of Alaska and BP
Exploration (Alaska) Inc.; efd.

R E P O R T E D C  " O P
p r o  _ ---------------

and recommends: Senate Bill:
c  s  xs; r* kI [ ] same title

[ ] be replaced with o  CS C S H S 5 4 % __________ ( [- IN  ) [ ] new title 
House Bill:

[ ] adopt previous  C S ________________________________( ) [*^same title
[ ] technical change

[ ] attached amendments) [ j new: SCR*____

[ ] adopt Letter of Intent b y ________________________Committee

[ ] further referral to th e___________________________ Committee

OTHER RECOMMENDATIONS

Co-Chair: Co-Chair.

Co-Chair.

SIGNING DO RASS

NEW FISCAL NOTtE(S):
Department Date Zero Fiscal

PREVIOUS FISCAL NOTE(S):*
Department Date Zero Fiscal
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f ] APPROPRIATION -  no fiscal note ’ include fiscal notes accompanying Governor’s bill



STATE OF ALASKA
1396 LEGISLATIVE SESSION
- “vision Gate: Original

(  No._3__FISCAL NOTE Sill Version: CSHB 548 (WTR)
B(( (H) Publish Date: 4/30/96

~-;e: An Ac: autnoreing, acorovmg, and atifving
“ ■s amendment of Mcmstar Unit oil and gas leases ..._______

Deoc Affected Natural Resources 
3RU: Resource Ceveioomenc
Comoonent: Rfoeiine Coordinater

ooenser House Ruies Committee
-  “duestor House Resources Component Serial No. 1191
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, ANALYSIS: 'Ar.acn a separate :age I r.ecessary)

1 ; his reauest is an industry funcea sroiect under AS 38.35.1 A0(b) for the development of a com m on carrier piceiine 
ife r the Nonristar prcject near Prudhoe Bay.

! jThe oudget is Pased an the Lease Application moving forward from mid-April 1996 through September 1997 and 
j ; construction ceginning in November 1997. The Leasing Process and Statute recuire that the Commissioner c f CNR 
! maxe a decision that the Aopiicant is financially ano technically FIT. WILLING and ABLE to construct, operate, 
j !maintain ana terminate the piceiine. The funds fdr FY97 and some of the funds for FY98 wiil be expended on 
j •determining if the applicant has crooosed a project ha t meets this requirement. The rem ainder o f the funding will be 
i iexpenaeo for aversignt cf the construction of the piceiine by ADNR, ADEC, A D F iG  and ADLabor. The FY99 funds 
J |will ce used for conformation and oversight of he  ocerational aspects of the project, such as Quality Assurance. 

Quality Control, and ooeradonal orocesses. Continued on next page...
' l

j  err/ Srcssia. State P'ceune CccrcmatodA^.c-* ~hcne : 271-3601
Division: State F'oetme Coordinators Office ^  y / /  Cate: 29-Mar-56
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-cency: 'Natural Resources <(/ / / , /

PREPARER TO PROVIOE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE 
further distnc ition information call the Governors Legislative Office
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i f  3aycnd FY99 there wiil ce a request ;or additional funds for the aaminisoration and oversight o f the Leases that 
•, :annot he determined at this 5ms. These funds '«vill be cased on the outcome of the previous years actrvrb'es and 

'ncings. The State Pioeiine Cocrainator's Office will cromody notify the Governors Office should this project 
schedule change.
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FISCAL NOTE
STATE OF ALASKA 
1996 LEGISLATIVE SESSION
Revision Date:  Original___________________
Title: An act authorizing, approving, and ratifying the
amendment of the Northstar Unit oil and gas leases...___________

BILL NO. CSHB548(RES)

Dept Affected: Natural Resources_______________
BRU: Resource Development___________
Component: Oil and Gas Development

Sponsor.
Requestor

Rules by request of the Governor 
House Finance

Expenditures/Revenues

Component Serial No. 

(Thousands of Dollars)

#439

OPERATING' EXPENDITURES F W T ' FY98' FYS9 FYOO ' F701 FY02
PERSONAL s er v ic e s
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS. CLAIMS
MISCELLANEOUS
TOTAL OPERATING 0.0 0.0 o.o 0.0 0.0 0.0

[CAPITAL EXPENDITURES | 0.0| 1 f l | 0.0| 0 .0 | 0.0 0.0

ICHANGE IN REVENUES (1002,1004 | 0.0| 1,900.01 20,900.01 38.400.0 36.900.01 15,650.01

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts
1006 GF/MHTIA 
Other
TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estimate o f any current year (FY96) cost: S

POSITIONS
FULL-TIME 0 0 0 0 0 0
PART-TIME 0 0 '  0 0 0 0
TEMPORARY 0 0 0 0 0 0

ANALYSIS: (Attach a separate page if necessary)

The state will realize a significant increase in revenues from royalties and taxes from the Northstar Unit development 
over the next six years if this bill is passed. Without the bill, the Department of Revenue predicts in its Fall 1995 Base 
Price forecast that the Northstar Unit will not commence full production until 2002. If this is the case, DNR predicts 
that the state might receive about $36 million in royalty and tax revenues over the next six years.

With passage of this bill, early the development of the Northstar field is possible. Full oil production is anticipated by 
1999. Within this same six-year period, state revenues could be $130 million more, including $12 million from 
“supplemental royalties."

SEE ATTACHED TABLE FOR A FULL FINANCIAL ANALYSIS.

* ,y  , ____________________________________________________________
Prepared by: Ken Boyd, Directo/~/ry \  /«_ Phone: 269-8800
Division: Oil and Gas '  / '  Date: 30-Apr-96
Approved by Commlsslpnef: - T  1 ~  .

/  r ' 1 /  " / :  ■  Date: 30-Apr-96___________
Agency: Nffijral Resources /

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE 
For further distribution information call the Governor's Legislative Office

(CSHB548.XLS Rav 4 /30 /96 ) Page 1 o l I



HB548 FISCAL NOTE ATTACHMENT
Stale R evenues  (without Northstar Lease Am endm ents)

Year State State State j DNR Severancei Spill & Property Corporate DOR Total State
Royally Supplemental Share of ^Revenues Tax Conserv. Tax Income Revenues Revenues

Royalty Federal ;• Tax Tax
Royally i.

(Thousands of 1996 Dollars)
1997 $0.0 $0.0 $0.0 ' p i  $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0
1998 00.0 00.0 00.0 i  00.0 00.0 00.0 00.0 00.0 00.0 00.0
1999 00.0 00.0 00.0 • 00.0 00,0 00.0 00.0 (200.0) (200.0) (200.0)
2000 00.0 00.0 00.0 : : 00.0 00.0 00.0 400.0 (700.0) (300.0) (300 0)
2001 1,900.0 00.0 100.0 I 2,000.0 00.0 00.0 1,700.0 (1,000.0) 700.0 2,700.0
2002 19.800.0 00.0 1.250,0 ;  2!,g,$P,Q 8.100.0 200.0 3.400.0 800.0 12.500.0 33.550.0

$21,700.0 $0.0 $1,350.0 $23,050.0 $8,100.0 $200.0 $5,500.0 ($1,100.0) $12,700.0 $35,750.0

State Rev e nu e s  (with Northstar Lease Am endm ents)
Year State Stale State i DNR Severance Spill & Properly Corporate DOR Total Stale

Royalty Supplemental Share of Revenues Tax Conserv. Tax* Income Revenues Revenues
Royalty Federal Tax Tax

Royally
(Thousands of 1996 IDollars)

1997 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $400.0 ($700.0) ($300.0) ($300.0)
1998 1,800.0 00.0 100.0 . 1.900.0 00.0 00.0 1.600.0 (100.0) 1,500.0 3,400.0
1999 19,600.0 00.0 1,300.0 i 20,900.0 8,100.0 200.0 3,100.0 800.0 4,100.0 25,000.0
2000 35,700.0 400.0 2,300.0 38,400.0 14,800.0 400.0 4,300.0 2,900.0 7,600.0 46,000.0
2001 35,300.0 1,300.0 2,300.0 \ 38,900.0 13,100.0 400.0 4,700.0 3,200.0 8,300.0 47,200.0
2002 32.200.0 2.400.0 2.100.0 L 36.700.0 10.300.0 400.0 4.400.0 3.300 0 8.100.0 44.800.0

$124,600.0 $4,100.0 $8,100.0 |  $136,800.0 $46,300.0 $1,400.0 $18,500.0 $9,400.0 $29,300.0 $166,100.0

C hange  in State Revenues  (with Northstar Lease Am endm ents)
Year State State State DNR Severance Spill & Property Corporate DOR Total State

Royalty Supplemental
Royalty

Share of j
Federal
Royalty

Revenues Tax Conserv.
Tax

(Thousands of 1996 Dollars)

Tax* Income
Tax

Revenues Revenues

1997 $0.0 <0.0 $0.0 j $0.0 $0.0 $0.0 $400.0 ($700.0) ($300.0) ($300.0)
1998 1,800.0 0.0 100.0 1,900.0 0.0 0.0 1,600.0 (100.0) 1,500.0 3,400.0
1999 19,600.0 0.0 1.300.0 20,900.0 8,100.0 200.0 3,100.0 1,000.0 4,300.0 25,200.0
2000 35,700.0 400.0 2,300.0 38,400,0 14,800.0 400.0 3,900.0 3,600.0 7,900.0 46,300.0
2001 33,400.0 1,300.0 2,200.0 I 36,900.0 13,100,0 400.0 3,000.0 4,200.0 7,600.0 44,500.0
2002 12.400.0 2.400.0 850.0 ? 15.650.0 2.200.0 200.0 1.000.0 2.500.0 (4.400.0) 11.250.0

$102,900.0 $4,100.0 $6,750.0 $113,750.0 ; S38,200.0 $1,200.0 $13,000.0 $10,500.0 $16,600.0 $130,350.0
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Amendment to CS FOR HOUSE BILL No. 548(WTR):

1) Following the new Sec. 4 entitled AUDITING AND REPORTING, add 
a new Sec^5_

1 o '  c '  » av <7/

LIMITATlQN QF AUTHORITY, Except as provided under sec. 3 of this 
Act,, then; ommissioner of natural resources mav not negotiate the

/

s r x n + d

f t

amendment of_the competitively bid terms of arv  state oil and gas lease
without griffr»exn1icit authorization bv the legislature throueh the passage
of a general get granting the, authority to do somf̂ f ^  coital i*s ly t’ c  I a s ! A" f  j

2) Renumber the following sections. e ^ ^ / /Ve  hr«~ch jv

jv  p '* / e f t s / *  f u  r €  p r y t & c f
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Amendment to CS FOR HOUSE BILL No. 548(WTR):

1) Following the new Sec. 4 entitled AUDITING AND REPORTING, add 
a new Sec. 5 entitled

LIMITATION OF AUTHORITY, Except as provided under sec. 3 of this 
Act, the commissioner of natural resources mav not negotiate the 
amendment of  the competitively bid terms of any, state oil and eas lease 
without prior explicit authorization bv the legislature through the passage 
of a general act granting the authority to do so.

2) Renumber the following sections.
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A M E N D M E N T  to CS for HB 548 (WTR):

page 4, line 7 -9  d e le te  all m a te r ia l

I n s e r t :  (3) the individual p ossesses a resident fish in g ,
trapping or hunting license  or receives a permanent fund dividend; 
a n d

A—

" 6 a  &  /x



Page 3, line 20: after "regarding” insert:
"the interpretation o f the reporting obligations set out in"

Page 4, line 1: after "or insert:

"accounting and reporting under the"

Page 4, line 13: after "or insert:

"accounting and reporting under the"

Page 4, line 21: after "of" insert:

"accounting and reporting under the"

Page 4, line 29: after "of insert:

"accounting and reporting under the"



AUDITING A N D  REPORTING. Four years after the effective date o f this Act, the 
Legislative Budget and Audit Committee is instructed to undertake an audit o f  
the lessee's compliance with their obligations under the "First amendment to 
the Northstar Unit Leases between the State o f Alaska and BP Exploration 
(Alaska) Inc." (Northstar Agreement) and make a report o f its findings to the 
President o f  the Senate and the Speaker o f the House o f  Representatives.

Renumber the following sections accordingly.



THE FOLLOWING DOCUMENT(S) 
HAVE BEEN REFILMED TO 

ASSURE LEGIBILITY OR PAGINATION

Central Microfilm Services 
Departemcnt of Education 
State o f  Alaska

Rev. 6 98



Page 3, line 20: after "regarding" insert :
"the interpretation o f the reporting obligations set out in"

Page 4, line 1: after "of* insert:

"accounting and reporting under the"

Page 4, line 13: after "oF insert:

"accounting and reporting under the"

Page 4, line 21: after "oF insert:

"accounting and reporting under the"

Page 4, line 29: after "oF insert:

"accounting and reporting under the"
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Amendment to CS for HB 548 (WTR):

P. 7, L. 26: After the words "to the legislature", insert a new Sec. 4 entitled:

AUDITING A N D  REPORTING. Four years after the effective date o f  this Act, the 
Legislative Budget and Audit Committee is instructed to undertake an audit o f  
the lessee's com pliance with their obligations under the "First amendment to 
the Northstar Unit Leases between the State o f Alaska and BP Exploration 
(Alaska) Inc." (Northstar Agreement) and make a report o f its Findings to the 
President o f  the Senate and the Speaker o f the House o f  Representatives.

Renumber the following sections accordingly.
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AMENDMENT to CS for HOUSE BILL No. 548(WTR)

Page 7, Line 26 

Insert

The Commissioner of Labor shall also prepare and present to the legislature annually a 
comprehensive report by company on resident hire in the oil fields of the North Slope of 
Alaska which shall indicate residency o f employees by Borough, unorganized Borough or 
Economic Region which compares the lessee’s effort on voluntary resident hire to the 
comparable data for other North Slope oil field projects.
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AMENDMENT to CS for HOUSE BILL No. 548(WTR)

Page 7, Line 26 

Insert

The Commissioner o f Labor shall also prepare and present to the legislature annually a 
comprehensive reportnn «*«'»»"*■ v"v" ~ 1  fields o f the North Slope of Alaska which 
shall indicate residenc ugh which compares the lessee's effort on
voluntary resident hir< for other North Slope oil field projects.



Amendment to CS FOR HOUSE BILL No. 548(WTR): /O^o u -i'd

Page 7, line 26: After the words "to the legislature", insert a new Sec. 4 
entitled:

AUDITING AND REPORTING. Four years after the effective date of this 
Act, the Legislative Budget and Audit Committee is instructed to undertake 
an audit of the lessees' compliance with their obligations under the "First 
Amendment to the Northstar Unit Leases between the State of Alaska and 
BP Exploration (Alaska) Inc." (Northstar Agreement), and to determine, 
based upon that review, whether the state has received the full value of the 
employment and construction benefits to which the lessees' have 
committed. If the Legislative Budget and Audit Committee concludes that 
the lessee has not complied fully with its commitments, including those 
commitments made as a matter of record durr g lessees1 testimony before 
the legislature in support of the Northstar Agreement, it is to determine the 
monetary value of any unfilled obligation and make a report of its findings 
to the President of the Senate and the Speaker of the House of 
Representatives.

Eight years MowLnfcths-effcgtiy.e-date of this Act., the Legislative Budget 
and Audit Committee shall consult with the Departments of Revenue and 
Natural Resources to estimate the total revenues which would have accrued 
to the State of Alaska under the original royalty and net profit share 
provisions and to determine the actual revenues then accrued under the 
amended royalty and net profit previsions of thg Northstar Unit leases.
The results of the Legislative Budget and Audit Committee's evaluation 
shall be reported to the President of the Senate and the Speaker of the 
House of Representatives!

2) Renumber the following sections.

C



Amendment to CS FOR HOUSE BILL No. 548(WTR):

1) Page 1, line 5, after "FINDINGS AND INTENT, (a)" insert Based 
upon the findings of fact set out in the "Findings of Fact of the Senate 
Resources Committee Regarding SB 318" dated April 24.1996 and the 
public record established bv house and senate committees regarding HB
m m  i

2) Page 1, line 6 through Page 2, line 13, delete all text and replace with 
language from Page 1, line 8 through Page 2, line 27 of version "F ' of CS 
FOR SENATE BILL NO 318(RES) with the following changes:

Page 2, line 25, after "must be maintained", add and

Page 2, line 27, after "and leases", delete [; AND THEREFORE] and 
add x



* ■ /& /? < . ^

Amendment to CS FOR HOUSE BILL No. 548(WTR):

1) In Sec. 6, delete the language [THIS ACT TAKES EFFECT 
IMMEDIATELY UNDER AS 01.10.070(C)] and insert This Act takes 
effect on the first dav following delivery of a letter from the commissioner 
of the department of natural resources to the revisor of statutes, with 
copies to the president of the senate and the speaker of the house of 
representatives* confirming that BP Exploration (Alaska) Inc. or its parent 
entity has approved in writing the total amount of expenditures required 
for development of the Northstar project (project sanction).



&

TO: HB 548
By: Senate Finance Committee

PAGE 3:

SECTION 2. DELETE ALL MATERIAL AND REPLACE WITH:

AMENDMENT

The legislature sets fonh its intent regarding the meaning of certain words and phrases used 
in the "First Amendment to the Northstar Unit Leases between the State of Alaska and BP 
Exploration (Alaska) Inc. ("Amendment")". Specifically, the legislature sets forth its intent 
regarding Paragraph 41 o f the 1980 leases entitled "Employment of Alaskan Residents" and 
Paragraph 31 of the 1983 Lease entitled ’Employment of Alaskan Residents" in the 
Amendment (collectively "Employment Paragraphs"). The legislature intends that the 
Alaska residents, contractors, vendors and suppliers participating in the Northstar project 
are truly Alaskan and that Alaska residents throughout the state be given an opportunity to 
obtain employment on the Northstar project

The legislature believes that its findings made in AS 36.10.005(a)( 1 )c(8) and (ll)c(18),
(c), and (d), regarding an employment preference for Alaska residents on state construction 
projects are equally applicable to the Amendment The legislature believes that the state has 
a compelling interest in reducing the level of unemployment among its residents.

For purposes of Employment Paragraphs, the legislature intends that the phrases "Alaska 
resident" "residents o f Alaska," and "resident personnel" mean an individual who is 
physically present in the state with the intent to remain in the state indefinitely and to make a 
home in the state. An individual demonstrates that intent by maintaining a residence in the 
state for one year before the date of hire. Other acceptable proof of that intent includes 
evidence that the individual:

1) was registered to vote in Alaska for the year previous to the date of hire;
2) attended school in Alaska within the year previous to the date of hire;
3) possessed an Alaska driver’s, fishing, trapping, or hunting license for at 

least one year before the date of hire; or
4) received an Alaska permanent fund dividend for the year previous to the

date o f hire.
The hiring entity may also require that the individual state under oath that the individual is 
not claiming residency outside of the state or obtaining benefits under a claim of residency 
outside of the state.

For purposes o f the Employment Paragraphs, the legislature intends that the word 
"available" means Alaska residents who are located anywhere in the state, not just residents 
located in the area of the state where the work is to be performed. The legislature further 
intends that the word "qualified" means an individual who either currently possesses the 
requisite education, training, skills or experience to perform the work necessary for a 
particular position or is capable of performing such skills after completing one o f the job 
training programs that are contemplated in the Employment Paragraphs.



The legislature understands that nonresidents will be hired only if there is no available and 
qualified Alaska resident to perform the work. For purposes of the Employment 
Paragraphs, the legislature intends that the requirement to "advertise for available positions 
locally" includes advertising in newspapers and other publications located throughout the 
state, including rural areas, not just in the location where the work is to be performed The 
legislature further intends that the requirement to "use Alaska job service organizations" 
includes those offices maintained by the Department of Labor whose functions are to aid 
the unemployed in finding employment and any job service organization located throughout 
the state, not just the location where the work is to be performed.

For purposes of the Northstar project, the legislature intends that the phrases "Alaska 
contractors", "Alaska firms", "Alaska vendors", and "Alaska suppliers" mean a contractor, 
firm, vendor or supplier that:

(1) has held an Alaska business license for one year before performing any work in 
jnnection with the Northstar leases; and

(2) has maintained for one year a place of business within the state that deals in the 
supplies, services or construction of the nature required for the project before performing 
any work in connection wit the Northstar leases; and

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

residents;
(c) a corporation that has been incorporated in the state; or
(d) is a joint venture composed entirely o f ventures that qualify under (1), 

(2), and (3) (a), (b) or (c) above.

For purposes of the Northstar project, the legislature intends that the requirements that the 
lessee "furnish the Department of Labor a quarterly report regarding the Alaska residents on 
the leased area in compliance with regulations by the Commissioner o f Labor" and "[t]he 
report must also include statistical data concerning the number o f resident personnel hired 
within the past year for this lease" comply with the reporting requirements of 8 AAC 
30.062 and shall include information regarding the number of nonresidents hired within the 
past year, and the number o f Alaska contractors and non-Alaska contractors hired within 
the past year. The legislature intends that the provisions of the Amendment and this letter 
of intent be enforced to the greatest extent permissible under the constitution of the State of 
Alaska.

Amendment to Section 2 HB 548



OFFERED IN SENATE FINANCE:
TO: HB 548(WTR)

Page, 7 Line 22:

Following "March 22,1996." Insert:

If the agreement includes a provision confirming that the royalty or C * I
supplemental royalty share:will be further adjusted based on production rates in excess of 
50.000 bbl/dav or cumulative production in excess of 13Q million barrels, and setting forth
a mechanism for such further adjustment and

If the agreement includes a provision that the lessee agrees to utilize on-site (J o )  
production and processing: modules for development of the Northstar oil field, and agrees 
to fabricate those modules within Alaska. BP Exploration (Alaska) Inc. will reimburse the 
State for anv public funds expended to prepare, develop.oroperate anv sites or facilities 
necessary for thg.fahncatioiL transportation or installation of the Northstar Uniiproduction 
and processing modules. All expenses associated with the design, fabrication. 
transportation andinstaUatjon-of production and processing modules required for the 
development o f the Northstar oil field will be the sole responsibility o f BP Exploration 
(Alaska) Inc> and its contractors.

AMENDMENT



n

OFFERED IN SENATE FINANCE:
TO: HB 548(WTR)

Page, 5 Line 24:

following 1996: DELETE [IF THE AMENDMENT INCLUDES A 
PROVISION AS FOLLOWS:]

Page 5, Line 25 through Page 7, Line 18:
DELETE ALL MATERIAL AND INSERT THE FOLLOWING:

Paragraph 41 of each of the leases described in (a)(l)-(4) and Paragraph 31 of the 
lease describal in (a)(5) of this section are replaced in their entirety as follows:

FABRICATION OF PRODUCTION AND PROCESSING MODULES WITHIN 
ALASKA AND EMPLOYMENT OF ALASKAN RESIDENTS,

Lessee agrees to utilize on-site production and processing modules for development 
of the Northstar oil fie ld  and agreesJo fabricateJhose modules within Alaska. BP 
Exploration (Alaskal Inc. will reimburse the State for anv public funds expended to 
prepare, develop or operate anv sites or facilities necessary for the fabricatiQiL 
transportation or installation o f the N&ithstar Unit production and processing modules. All 
expenses associated with the design, fabrication, transportation and installation of 
production and processing modules required for the development of the Northstar oil field 
will be the sole responsibility of BP Exploration (Alaska! Inc. and its contractors.

Lessee shall comply with all valid federal. State and local laws in hiring Alaska 
residents and contractors and shall not discriminate against Alaska residents or conttadflg.
Within the constraints o f law. Lessee shall employ Alaska residents and contractors to the 
extent they are available, and qualified. Subject to the foregoing:

Lessee voluntarily agrees to hire residents of Alaska. Lessee shall adYemseioi
available positions locally and use Alaska iob service organizations to notify the Alaskan 
public. For work n connection with this lease, lessee shall purchase materials and.services 
from Alaska vendors, suppliers, and consultants and shall contract with Alaska firms for
jjahricadnfcihfi modules for. on-.sit6jEfiduciiQn.Md processing facilities in Alaska. Lessee
shall submit annually to the Director. Division of Oil and Gas, for transmission to the 
President o f the Senate and the Speaker of the House o f Representatives, a report that 
details the specific measures Lessee and its contractors and subcontractors have taken or are
planning to take to recruit qualified Alaska residents for available jobs, describes on-the-job
training opportunities, and describes Lessee's efforts to hire Alaska firms for work in
connection with this lease. Lessee shall furnish the Department of La tor, for transmission 
to the President of the Senate and the Speaker of the House of Representatives, a Quarterly 
report regarding the employment of Alaska residents on the lease areas in compliancc-adlh 
regulations, by .the Department of Labor. The report must also include statistical data 
concerning the number of resident personnel hired within the past year for this lease.

Page 7: Line 22
Following "1996." Insert:

If the agreement includes a provision confirming that the royalty or 
supplementalrovaltv share will be further adjusted based on production rates in excessof 
5Q.QQQ bbl/dav or cumuladve production in excess of 13Q million barrels, and setting, forth 
a mechanism, for such further adjustment: and

Page 7: Lines 23-26:
DELETE ALL MATERIAL

AMENDMENT
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AMENDMENT to CS for HOUSE BILL No. 548 (WTR)

Page 7

INSERT NEW SECTION #5 and Renumber accordingly.

The Commissioner of Labor shall prepare and present to the legislature annually a 
comprehensive report on resident hire in the oil fields of the North Slope of Alaska which 
shall indicate residency of employees by Borough.



hio /cd  S e n .

A M E N D M E N T  to CS for HB 548 (WTR):

page 7, line 26: A fter the words "to the legislature", insert a new
Sec. 4 entitled:

AUDITING A N D  REPORTING. Four years after the e ffec tiv e  date o f  
this A ct, the L egislative Budget and Audit C om m ittee is instructed to 
undertake an audit o f  the lessee's com pliance w ith their ob ligations  
under the "First am endm ent to the Northstar U nit L eases betw een  
the State o f  Alaska and BP Exploration (A laska) Inc." (Northstar 
A greem ent), including those com m itm ents m ade as a matter o f  
record during lessee's  testim ony before the leg isla tu re regarding the 
"Agreement" and make a report o f  its findings and opinions to the 
President o f  the Senate and the Speaker o f the H ouse o f  
R e p r e se n ta t iv e s .

Renum ber the fo llo w in g  section s accordingly .



AT TY  G EN  O F C  J U N E A U  I D : 9 0 7 - 4 6 5 - 2 5 2 0  MAY 0 6 ' 9 6  17=50  N o . 0 13  P . 02
tn&ued Scar). vShoAp 
Uj/o objecb'a^ adopted

A M E N D M E N T  I2 ,

In the Senate Finance Committee 

To : CSHB 548(WTR)

Page 3, line 20: after "regarding" insert:
"the interpretation of the reporting obligations set out in"

Page 4, line 1: after "of* insert:

"accounting and reporting under the"

Page 4, line 13: after "of' insert:

"accounting and reporting under the"

Page 4, line 21: after "of* insert:

"accounting and reporting under the"

Page 4, line 29; after "of' insert:

"accounting and reporting under the"



By: S ena to r  Georg ianna  Lincoln

Letter  of Intent  for SB318

The leg is la ture  s e t s  for th  its i n t en t ^ e g a rd in g  the mean ing  o f  certain 
mords  and ph rases  used  in the ^ 'A m endm en t  to the  No r th s t a r  Unit 
Leases  b e tm e e n  the  S ta t e  o f  A laska and BP EHplorat ion (Alaska) Inc. 
( " A m e n d m e n t " ) " .  Spec i f i ca l l y ,  the  l eg i s la tu re  se t s  f or th  its in ten t  
regarding  Paragraph  41 o f  the 1980 Leases en t i t l ed  " Em p lo ym en t  o f  
A l askan  A e s i d e n t s "  and Paragraph 31 o f  the  1983 Lease  en t i t l ed  
" E m p l o y m e n t  o f  A l askan  Ae s id en t s "  in the  A m e n d m e n t  (co l l ect iue ly  
" E m p l o y m e n t  Paragraphs " ) .  The leg is la ture  in tends  tha t  the Alaska 
res ident s  and con t ra c to r s  d iscussed in the  E m p l o y m e n t  Paragraphs 
are t ru l y  A laskan and tha t  A laska  res ident s  th roughout  the s ta te  be 
giuen an oppor tu n i t y  to obta in e m p lo ym e n t  on the No r ths ta r  project .

The legis la ture be l i eues  that  its f indings made  in 
AS 3 6 . 10.005(a)( 1 )c(8) and (11 )c( 18), (c), and (d ) , r ega rd ing  an 
e m p l o y m e n t  p r e f e r e n c e  for  A laska  re s i den t s  on s t a t e  construct ion 
p r o j e c t s  are eq u a l l y  app l i cab le  to the A m e n d m e n t .  The leg is la ture  
be l ieues that  the s t a t e  has a compe l l ing in t eres t  in reducing the leuel 
of  un e m p lo ym e n t  among  its residents.

For purposes  o f  Em p lo ym en t  Paragraphs,  the l eg is la ture  intends that  
the phrases  " A l a s ka  res i den t , "  " r e s i d en t s  o f  A l aska , "  and " re s iden t  
pe rsonne l "  m ean  an Indiuidual  mho is phys ica l l y  p resen t  in the s t a t e  
mith the intent  to remain  in the s t a t e  indef in i te l y  and to make  a home 
in the  s t a t e .  An indiuidual  d em on s t ra t e s  that  in ten t  b y  maintain ing a 
r es idence  in the  s t a t e  ? o r  one y e a r  b e f o r e  the  da t e  o f  hire] Other  
accep tab l e  p r o o f  o f  t h a ' f l n t e n t  Includes eu idence  tha t  the indiuidual:
(1) mas  reg is te red  to uo t e  in A laska  [for the y e a r  preuious to the da te  
of  hireJJ(2) a t t e n d e d  school  in Alaskafui i thin the y e a r  preuious to the 
da te  o f  h l r e ^ J (3 )p o sses sed  an A laska  dr iuer 's ,  f ishing,  trapping,  or 
hunt ing l icense fo r  at  l eas t  one y e a r  be fo re  the  d a t e  o f  hire;J orffil) 
rece iued  an A lpska  pe rmanen t  fund diuldend^for  the y e a r  prev ious  to 
the da t e  o f  h i re^The  hiring en t i t y  m a y  also require tha t  the indiuidual 
s t a te  under  oa th  tha t  the  indiuidual  is not claiming res idency  outside  
of  the s t a t e  or ob ta in ing  bene f i t s  under  a claim of  r es idency  outside 
of the s ta te .

For purposes o f  the  E m p lo ym en t  Paragraphs,  the l eg is la ture  intends 
that the mord " a u a i l a b l e "  means  A laska  res ident s  mho are located  
an ym here  in the  s t a te ,  not Just  r es ident s  l oca ted  in the area of  the

1



s t a t e  w h e r e  t h e  w o r k  is to be  p e r f o rm e d .  The leg i s la tu re  f u r the r  
i n t ends  tha t  th e  w o r d  " q u a l i f i e d ” m ean s  an indiuidual  w h o  e i t h e r  
cu r r en t l y  p o s s e s s e s  the  r e q u i s i t e  educa t i on ,  t ra in ing ,  ski l ls,  or 
exper ience  to pe r fo rm  the w o r k  n ecessa r y  for  a par t i cular  posit ion or 
is capab le  o f  pe r fo rm ing  such skil ls a f t e r  comple t ing  one o f  the job  
t r a in ing  p r o g r a m s  t h a t  are  c o n t e m p l a t e d  in th e  E m p l o y m e n t  
Paragraphs.

The l eg i s l a tu re  unde rs t ands  th a t  nonres iden ts  w i l l  be hired on ly  if 
there  is no aua i lab l e  and  qua l i f i ed  Rlaska  res iden t  to pe r fo rm  the 
work .  For  pu rposes  o f  the  E m p l o y m e n t  Paragraphs,  the  l egis lature  
in tends  tha t  t h e  r equ i r em en t  to " a d u e r t i s e  for  aua i iab l e  pos i t ions  
l oca l l y "  inc ludes  aduer t i s ing  in n e w s p a p e r s  and o th e r  pub l i ca t ions  
loca ted  th ro ug ho u t  the  s t a t e ,  including rural areas,  no t  j u s t  in the 
locat ion w h e r e  the  w o r k  is to oe p e r fo rm ed .  The leg is la ture  fu r ther  
i n t e n d s  t h a t  t h e  r e q u i r e m e n t  to  " u s e  R l a sk a  j o b  s e ru i c e  
o rgan i za t i on s "  inc ludes those  o f f i c e s  ma in ta ined  by  the  Depar tmen t  
o f  L abo r  w h o s e  fun c t i ons  are  to aid th e  u n e m p l o y e d  in f inding  
e m p l o y m e n t  and any  j o b  seruice o rgan iza t ion  l oca ted  throughout  the 
s ta te ,  no t  j u s t  the  locat ion w h e r e  the  w o r k  is to be per formed.

For pu rposes  o f  the  E m p lo ym e n t  Paragraphs,  the  l eg is la ture  in tends 
that  the phrases  "Rlaska con tr ac to rs "  and "Alaska f i rms"  mean  a f irm 
or con t rac to r  tha t :

(1) has  he ld  an R laska  bus iness  l i cense f o r  one y e a r  b e f o r e  
per forming  any  w o r k  in connect ion w i t h  the  Nor ths ta r  leases} and

(2) has ma in ta in ed^ fo r  one  year/a  place o f  bus iness w i th in  the 
s t a t e  tha t  dea ls  in the suppl ies,  seruices  or construct ion o f  the nature 
required  f o r  t h e  p r o j e c t  b e f o r e  pe r fo rm ing  any w o r k  in connec t ion  
w i th  the Nor ths tar  leases; and!

(3) is

(a) a sole propr ie torship and the propr ie tor  is an 
Rlaska resident ;

(b) a par tne rsh ip  and m ore  than f i f t y  p e r cen t  o f  the  
partners are Rlaska residents;

(c) a co rpora t i on  t h a t  has b een  i n co rp o ra t e d  in the
s t a t e ; o r

(d) is a jo in t  uen tu re  co m po sed  en t i r e l y  o f  uen tures  that
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qua l i f y  under  (1), (2), and  (3), (a}> (b) or  (c) aboue.

For pu rposes  o f  the  E m p l o y m e n t  Paragraphs ,  the  l eg i s la ture  intends 
tha t  the  r e q u i r e m e n t s  tha t  th e  l e s s e e  Hfurnish th e  D ep a r tm e n t  o f  
Labor  a quar t er l y  r epor t  regarding the  Rlaska res ident s  on the l eased 
area  in compl iance  w i t h  regu la t ions  b y  th e  C om m is s i one r  o f  Labor  " 
and H[t]he repor t  m u s t  also inc lude s t a t i s t i c a l  d a t a  concern ing  the 
n u m b e r  o f  r e s i d en t  pe r sonne l  h i red  ui i thin the  pas t  y e a r  f o r  this 
l e a s e "  co m p l y  w i t h  t h e  repor t ing  r equ i r em en t s  o f  8 RRC 38.062 and 
shall  inc lude in fo rm a t ion  regarding  t h e  num ber  o f  nonres iden ts  hired 
w i th in  the  pas t  year ,  and  the n u m b e r  o f  A laska  con trac to rs  and n on -  
Rlaska con trac tors  hi red w i th in  the  pas t  yeai^The leg i s la ture  in tends  
tha t  the prouis ions o f  the  E m p lo ym en t  Paragraphs  be en fo r ced  to the 
g r e a t e s t  e x t e n t  pe rm is s i b l e  u n d e r  t h e  con s t i t u t i on s  o f  the  Uni ted 
S ta t es  and the  S ta t e  o f  f l l a skaT^
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The Honorable Ramona Barnes, Chair 
House World Trade and Starc/Federal 

Relations Committee 
Alaska State Legislature 
State Capitol 
Juneau, Alaska 99801

Dear Representative Barnes:

The development of the Nonhstar field is an important project to the residents of Alaska 
and BP Exploration. Northstar development will provide jobs for Alaskans, new 
business opportunities for Alaskan businesses, and significant revenues to the state.

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

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

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

We appreciate the oppormnicy to provide comments to your committee.

Sincerely

John C  f/organ

I



General Teamsters Local 959 State o f Alaska
Allihtltd ff'lh Ihi QrolhiihocJ ol
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May 3, 1996

Senator R ick H alford
Senator S tev e  Frank
Co-C hairs, Senate F inance Com m ittee
A laska State S en ate
Juneau, A K  99801

Dear C o-C hairm en:

As you are aw are, I have previously corresponded w ith both the 
H ouse and Senate R esource Com m ittees expressing m y concern with  
regard to the A dm inistration's proposal on the North Star L eases.

A fter ex ten siv e  conversations with o fficia ls  o f British Petroleum , its 
proposed subcontractors and members o f the A dm inistration, I am 
con v in ced  the con cern s raised in my previous correspondence have  
been elim in ated  and I now can strongly support the North Star 
proposal as it is em bodied in the W orld Trade and S ta te /fed era l 
R elations com m ittee  substitute for H ouse B ill 548.

My union along w ith  several others have reached accord with  
subcontractors on this project to utilize our A laskan hiring halls thus 
assuring a higher degree o f residential hire than oth erw ise could  
have been ex p ected  absent such an agreement.

B ecause o f  the record established by Chairman Barnes during the 
World Trade C om m ittee hearing conducted on April 29 , 1996, I 
b eliev e  the leg is la tio n  before you w ill pass constitu tional muster.
The review  process established in the com m ittee's substitute for HB 
548 w ill keep this project under such a fine m icroscope that no 
prudent com pany w ish in g  to continue to do business in this state 
dare v io late  it's spirit and intent.

fit AlAL* 4 1*10? *0 6G* J9Sf/ f A* iO1'CCSlMimr.Au 6c*oi v* *>/•

M ost im portantly, BP's public com m itm ent lo u tilize on-site  
production and p rocessin g  m odules and its further com m itm ent to



Senator Rick Halford  
Senator S teve Frank 
May 3, 1996  
Page 2

fabricate those m odules within Alaska is an exciting developm ent as 
other opportunities for future oil and gas exploration and production  
present them selves such as the eventual opening o f ANW R. W ithout 
BP's public com m itm ent this work m ost likely  would have been  
perform ed in Canada or Louisiana.

Thank you for your consideration o f my position on this m ost 
im portant matter. I urge you to pass the House World Trade and 
S tate/F ederal R ela tion s C om m ittee substitute w ithout am endm ent.

S in c e r e ly ,

TEAM STERS LOCAL 959



MEMORANDUM

to : Honorable John T. Shively 
Commissioner
Department o f Natural Resources

_ ,
fro m : J&mes L Baldwin

Assistant Attorney General 
Govemmeiual Affairs - Section

a

State of Alaska
Department of Law 

DATE: March 26, 1996 

FILE NO.: 663-96-0441 

TELEPHONE NO.: 465-3600

s u b je c t : 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 38.05.180(p); (emphasis added). Section 180(p) provides that a change may be made "in 
connection with the institution and operation of a cooperative unit plan." The Department ofNatural 
Resources (department) interprets section 180(p) to be applied only at the institution of 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 of the Nineteenth Alaska State legislature to provide in part that the 
commissioner
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Page 2

“may not decrease royalty on leases in connection with a cooperative or unit 
plan except as provided in (j) of 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 ffom the lease. For example, in section 180(j)(3)(C)(i) 
and (4)(A) 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 of production, not to a reduction of 
a share o f the net profit derived ffom the lease. The foregoing intrinsic evidence of 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 Bill 207 was never subsequently amended to 
cover the omission highlighted by the commissioner. Senate Bill 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 of 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. 
Similarly, the Minerals Management Service, the federal agency equivalent to the Division o f Oil & 
Gas, has interpreted the term "royalty," in the context of a royalty reduction, to include net profit 
share payments. £ «  30 CJ.R. § 203.50. The past administrative interpretations of the department 
are limited in number and of 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 of  
"royalty." For these reasons and the analysis of 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. If that were the case, the commissioner’s only 
statutory authority to reduce the net profit share payments required under the Northstar Unit leases

1 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 
of 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 of royalty meets the 
requirements o f this section and is in the best interests of the state.” AS 38.05.180(j)(2). The 
purpose of 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. U, 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 co'irt recognized that a 
statute may affect only one of 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 of 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 of nonsuspect classifications challenged as violative of equal protection. 
The state merely had to show a rational basis, a good reason, to justify the special treatment.

2 There may be implied authority to amend the net profit share term of an 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 of 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 I (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. Apokedak, 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 will 
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 will 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 of a leaseholder'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 of 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 will 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 
of facilities to develop the leases. This will lead to substantial economic activity in the railbelt region 
of the state in which over half o f the population o f the state resides. There will be a direct economic 
benefit to the North Slope Borough derived ffom 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 of TAPS thereby making it more likely that fields not currently in production can be brought 
into production.

It will be the department's responsibility to carefully articulate the state's interest 
during legislative hearings on the bill proposing the net profit share reduction. This must be done 
with the goal in mind o f establishing a detailed legislative history supporting the interests o f the state. 
The legislative history will be important because the ultimate decision "whether a general art can be 
made applicable" rests with the Alaska Supreme Court.
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3. Public Purpose.

The proposed reduction in the net profits share provisions of the Northstar leases 
raises the question o f whether there might be an expenditure of 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 ffom 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 oublic 
purposes. Alaska Const, art. IX, sec. 6. To satisfy the public purpose doctrine, the bentm to the 
public must be the direct and primary purpose of an expenditure. It is permissible if the expenditure 
also has an indirect private benefit. However, the reverse (direct private benefit with only secondary, 
indirect public benefit) constitutes violation of the public purpose doctrine.

The analysis is similar to a determination whether there is adequate consideration to 
support a contract. If 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 of the leases and the loss o f uncertain future revenue. The 
expedited development comes combined with in-state manufacture and assembly of production 
facilities. The magnitude of the loss in revenue is highly speculative because the value of 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 
affects the public interest. See Swindel v. Kelly. 499 P.2d 291, 298 n.27 (Alaska 1972Xruling that 
State Constitution recognizes value o f  all public lands); Alveska Ski Corp. 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 of legal safeguards in the disposal or 
leasing o f state lands”) See also Trustees For Alaska v. State. 736 P.2d 324, 335 (Alaska 
1987Xfinding that State w u  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. State v. Moncrief. 720 P.2d 
470,475 (Wyo. 1986Xstating that if 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 Coui t tends to give a certain amount of deference to the 
judgment of the legislature concerning whether and how state resources may be expended for a 
particular purpose. Sec. DeArmond v. Alaska State Development Corporation. 376 P.2d 717, 721
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(Alaska 1962)(court will not set aside finding o f public purpose unless it clearly appears that such 
finding i3 arbitrary and without any reasonable basis in fact). To be sure, there will 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. DeAimond. 376 P.2d at 
721: Walker v. Alaska State Mortgage Association. 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 . . . . "  Id The court will examine the "entire factual and governmental context to 
determine whether a particular plan of action serves a public purpose." Wright v. Citv of Palmer. 468 
P.2d 326,330 (Alaska 1970Xcitation omitted). In essence, a determination of 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 made that there is adequate consideration 
to support a finding o f a direct and substantial public benefit flowing from the reduction of 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 contracting 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 will apply to the 
power to amend a contract right conveyed along with 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. LL.

The rule against material amendments was applied in Kenai Lumber Co.. Inc v. 
LeResche. 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 unforeseen at the time the contract
was made;

(3) the timing of the change;
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(4) whether the contract contains clauses authorizing modifications; and

(5) the extent of the change relative to the original contract.
646 P.2d at 221.

It may be possible to formulate an argument that the reasons for amending the 
Northstar leases are legitimate and were unforeseen at lease formation. The timing of the change is 
sufficiently distant from formation of the leases to negate any claim that it is a pretext to avoid 
resolicitation o f the leases. However, the extent o f the change is substantial enough to raise serious 
questions as to whether factor (5) above can be satisfied. Other persons who 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 additional basis 
for our advice that the department seek independent statutory authority for the Northstar transaction. 
The Alaska Supreme Court has held that competitive bidding is not necessary unless "required by 
constitution, statute, ordinance or regulation." McKinnon. 633 P.2d at 287. If the legislature were 
to directly authorize the amendments to the Northstar leases, that authorization would take 
precedence over any other statute requiring competitive bids, just as section 180(j) 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 of a bill to accomplish this purpose.

JLB/clh
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FIRST AMENDMENT TO THE NORTHSTAR UNIT LEASES BETWEEN THE STATE 
OF ALASKA AND BP EXPLORATION (ALASKA) INC.

The State of Alaska (“State”) and BP Exploration (Alaska) Inc. ("BPXA”) are parties to 

the following leases in the Northstar Unit: ADL 312798, effective February 1, 1980; 

ADL 312799, effective February 1, 1980; ADL 312808, effective February 1, 1980; and 

ADL 312809, effective February 1, 1980 (collectively the “1980 Leases"); as well as 

ADL 355001, effective August 1, 1983 (the "1983 Lease"). The parties agree to amend 

the 1980 Leases and the 1983 Lease as set forth in this first amendment to the 

Northstar Unit leases.

1980 Leases
1) Paragraph 6(b) is replaced in its entirety as follows:

(b) Annual rental paid in advance is a credit on the royalty or supplemental 
royalty due under this lease for that year.

2) Paragraph 7 is replaced in its entirety as follows:

7. SUPPLEMENTAL ROYALTY, (a) In addition to the royalty paid and 
computed under paragraphs 8, 10, and 11 below, Lessee shall pay to the State 
a supplemental royalty (“supplemental royalty”). Lessee shall pay the 
supplemental royalty, if owed, upon the same production volume for which 
royalty is paid ("production volume”). The supplemental royalty payment for a 
given month equals the supplemental royalty value times the supplemental 
royalty percentage rate (“percentage rate”) times the production volume for that 
month. The percentage rate shall be calculated monthly by reference to: (1) an 
ANS West Coast spot price (“spot price”); and (2) a supplemental royalty trigger 
price (“trigger price”). If the spot price is equal to or less than the trigger price, 
then the percentage rate equals zero. If the spot price is greater than the trigger 
price, then the percentage rate equals [the spot price per barrel minus the



trigger price per barrel] times 1.5 per cent per dollar per barrel. The percentage 
rate may never exceed 7,5 per cent.

(b) The spot price is the price per barrel calculated in Article 3.3 of and Exhibit 4 
to the ANS Royalty Litigation Settlement Agreement ("ANS Agreement"), dated 
December 31, 1991, between the State and BPXA, for the crude oil referred to 
as "ANS (USWC)" in the ANS Agreement. The trigger price is $17.35 per barrel 
through April 30, 1997. On May 1, 1997, and each May 1 thereafter, the trigger 
price shall be adjusted by an inflation factor equal to fifty percent of the "inflation 
rate" defined as the Producer Price Index for Industrial Commodities ("PPI") for 
December of the previous year, as reported by April 30 of the current year, 
divided by the PPI for December of 1995, as reported by April 30, 1996. The 
supplemental royalty value for oil, gas, natural gas liquids and associated 
substances is defined in paragraphs 10 and 11 below. Exhibit B is a sample 
calculation to demonstrate the method of calculating supplemental royalty for 
oil.

3) Paragraph 9 is replaced in its entirety as follows:

9. REDUCTION OF ROYALTY. Except as provided in paragraph 7 above, 
Lessee shall not be entitled to any reduction of royalty paid under paragraph 8 
above or supplemental royalty paid under paragraph 7 above based on any 
current or future agreement, State statute, or State regulation.

4) Paragraph 10 is replaced in its entirety as follows:

10. ROYALTY IN VALUE. Unless the State elects to receive all or a portion of 
its royalty or supplemental royalty in kind as provided in paragraph 12 below, 
Lessee shall pay to the State the value of all royalty and supplemental royalty
011. gas and associated substances as determined under paragraph 11 below. 
Royalty and supplemental royalty paid in value shall be free and clear of all 
lease expenses (and any portion of such expenses which is incurred away from 
the leased area), including, but not limited to, expenses for separation, cleaning 
dehydration, gathering, saltwater disposal, and preparing the oil, gas or 
associated substances for transportation off the leased area. All royalty and 
supplemental royalty that may become payable in money to the State shall be 
paid on or before the last day of the calendar month following the month in 
which the oil, gas or associated substances are produced. Royalty and 
supplemental royalty payments shall be accompanied by copies of run tickets or 
such other information relating to valuation of royalty and supplemental royalty 
as the State may require, which may include, but is not limited to, evidence of 
sales, shipments, and amounts of gross oil, gas and associated substances 
produced.

2



5) Paragraph 11 is replaced in its entirety as follows:

11. VALUE. For purposes of computing supplemental royalty due under this 
lease, the value of supplemental royalty oil, gas, natural gas liquids and 
associated substances shall be the value used in computing royalty on said 
substances.

(a) To compute the value of oil for royalty and supplemental royalty purposes, 
this lease shail be deemed an "ANS Lease" under the terms of the ANS 
Agreement, irrespective of any provision(s) of such agreement which would 
otherwise exclude this lease therefrom.

(b) To compute the value of gas and natural gas liquids for royalty and 
supplemental royalty purposes, this lease shall be deemed a "Lease" under the 
terms of the 1995 ANS Gas Royalty Litigation Settlement Agreement between 
BPXA and the State dated as of April 1, 1995, irrespective of any provision(s) of 
such agreement which would otherwise exclude this lease therefrom.

(c) To compute the value of associated substances (which shall be deemed to 
exclude oil, gas, and natural gas liquids) for royalty and supplemental royalty 
purposes, the value of such associated substances shall not be less than the 
highest of:

(1) the field price actually received be Lessee for such associated 
substances;

(2) Lessee's posted price in the field for such associated substances;
(3) the volume weighted average field price actually received by other 

producers in the same field or area for associated substances of like kind and 
quality at the time such associated substances are removed from the leased or 
unit area; or

(4) the volume weighted average posted price in the field of other 
producers in the same field or area for associated substances of like kind and 
quality at the time such associated substances are removed from the leased or 
unit area.

If associated substances are sold away from the leased or unit area, the term 
"field price" above shall be the actual price for such associated substances 
received from the purchaser thereof less the actual cost of transportation away 
from the leased or unit area to the point of delivery.

Minimum Value Determinations. The State may establish minimum values for 
purposes of computing royalties on associated substances obtained from this 
lease, with consideration being given to the price actually received by Lessee, 
to the price or prices paid in the same field or area for production of like quality, 
to posted prices, to prices received by Lessee and/or other producers from

3
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sales occurring away from the leased area, and to other relevant matters. Each 
such determination will be made only after Lessee has been given notice and a 
reasonable opportunity to be heard. Under this provision, it is expressly agreed 
that the minimum value of royalty associated substances under this lease may 
not necessarily equal the price of such associated substances.

6) The following provision shall be added to the end of paragraph 12:

(e) Supplemental royalty under paragraph 7 above may be taken in
kind under the same terms and conditions as royalty may be taken in kind under
this paragraph 12.

7) Paragraph 14 is replaced in its entirety as follows:

14. APPORTIONMENT OF ROYALTY FROM APPROVED UNIT. The 
landowner’s royalty and supplemental royalty share of the unit production 
allocated to each separately owned tract shall be regarded as royalty to be 
distributed to and among, or the proceeds of it paid to, the landowners, free and 
clear of all unit expense and free of any lien for it. Under this provision, the 
State’s royalty and supplemental royalty share of any unit production allocated 
to the leased area shall be regarded as royalty to be distributed to, or the 
proceeds of it paid to, the State, free and clear of all unit expenses (and any 
portion of such expenses which is incurred away from the unit area), including, 
but not limited to, expenses for separation, cleaning, dehydration, gathering, 
saltwater disposal, and preparing oil, gas or associated substances for 
transportation off the unit area, and free of any lien for it.

8) Paragraph 28 (c) is added as follows:

(c) Notwithstanding any other provisions of this lease, the Northstar Unit 
Agreement, State statute, or State regulation, this lease shall terminate 
automatically without notice, an opportunity to be heard, or judicial proceeding, 
if the Lessee fails to comply with the project schedule set forth in Exhibit C 
("project schedule”), attached and incorporated by reference. Automatic 
termination shall occur whether or not there is a well on the leased area 
capable of producing oil or gas in paying quantities, the lease is committed to a 
unit agreement, or the Lessee is drilling or conducting reworking operations, on 
the date performance under the schedule is due. Furthermore, upon 
termination BPXA shall promptly file of record appropriate lease 
relinquishments. The automatic termination shall occur at 11:59 p .m ., Alaska 
Time, on the day performance of an obligation under the project schedule is 
due. The State may waive performance of an obligation required under the 
project schedule by prior written consent. The performance of any obligation
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required under the project schedule is subject to the provisions of paragraph 
32.

9) Paragraph 32 is replaced in its entirety as follows:

32. FORCE MAJEURE. If the State determines that Lessee has been 
prevented, after diligent efforts made in good faith, from complying with any 
express or implied promise, term, condition or covenant of this lease, from 
conducting drilling operations, or from producing or marketing oil or gas from 
the leased area, by reason of war, riots, acts of God, unusually severe weather, 
or any other cause beyond Lessee’s reasonable ability to foresee or control 
(including delays caused by judicial decision or lack thereof or inability to obtain 
local, State, or federal permits or environmental impact statements), whether 
similar to those enumerated or not, Lessee’s obligation to comply with such 
provision shall be suspended, but not voided, and Lessee shall not be liable for 
damages for failure to comply therewith. If Lessee's obligations to conduct 
drilling or reworking operations are suspended under this paragraph and the 
continuation of such operations without suspension would have had the effect 
of preventing the expiration or termination of this lease, this lease shall not 
terminate during the period which the obligation to perform such operations is 
suspended. Nothing in this paragraph shall be construed to suspend the 
obligation to pay rentals, or to susp' ,d the obligation to pay royalties, 
supplemental royalties or other production payments from operations on the 
lease area which are not suspended or from operations which are not affected 
by any such suspension, to the State.

10) Paragraph 41 is replaced in its entirety as follows:

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

Lessee voluntarily agrees to adopt a program to hire residents of Alaska. 
Lessee shall advertise for available positions locally and use Alaska job 
service organizations to notify the Alaskan public. For work in connection 
with this lease, Lessee shall use best efforts to contract with Alaska firms and 
fabricate modules in Alaska, whenever feasible. Lessee shall encourage its 
contractors to employ and train, when necessary, residents of Alaska. In 
determining feasibility, Lessee shall consider commercial, health, safety, 
and environmental conditions and requirements to ensure maintenance of 
Lessee’s operational standards. Lessee shall submit annually to the 
Director, Division of Oil and Gas, for transmission to the Department of
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Labor, a report that details the specific measures Lessee and its contractors 
and subcontractors have taken or are planning to take to recruit qualified 
Alaska residents for ava.lable jobs, describes on-the-job training 
opportunities, and describes Lessee’s efforts to hire Alaska firms for work in 
connection to this lease. Lessee shall furnish the Department of Labor a 
quarterly report regarding the employment of Alaska residents on the leased 
area in compliance with regulations by the Commissioner of Labor. The 
report must also include statistical data concerning the number of resident 
personnel hired within the past year for this lease.

1993  Leas.q

1) Paragraph 4(f) and paragraph 34(7) are deleted and replaced in their entirety
with the following paragraph 4(f):

(f) FORCE MAJEURE. If the state determines that lessee has been prevented, 
after diligent efforts made in good faith, from complying with any express or 
implied promise, term, condition or covenant of this lease, from conducting 
drilling operations, or from producing or marketing oil or gas from the leased 
area, by reason of war, riots, acts of God, unusually severe weather, or any 
other cause beyond lessee's reasonable ability to foresee or control (including 
delays caused by judicial decision or lack thereof or inability to obtain local, 
state, or federal permits or environmental impact statements), whether similar to 
those enumerated or not, lessee’s obligation to comply with such provision shall 
be suspended, but not voided, and lessee shall not be liable for damages for 
failure to comply therewith. If lessee's obligations to conduct drilling or 
reworking operations are suspended under this paragraph and the continuation 
of such operations without suspension would have had the effect of preventing 
the expiration or termination of this lease, this lease shall not terminate during 
the period which the obligation to perform such operations is suspended. 
Nothing in this paragraph shall be construed to suspend the obligation to pay 
rentals, or to suspend the obligation to pay royalties, supplemental royalties or 
other production payments from operations on the lease area which are not 
suspended or from operations which are not affected by any such suspension, 
to the state.

2) Paragraph 5(b) is replaced in its entirety as follows:

(b) Annual rental paid in advance is a credit on the royalty or supplemental 
royalty due under this lease for that year.

6



3) Paragraph 7 is replaced in its entirety as follows:

7. APPORTIONMENT OF ROYALTY FROM APPROVED UNIT. The state’s 
royalty and supplemental royalty share of the unit production allocated to each 
separately owned tract must be regarded as royalty to be distributed to or 
among, or the proceeds of it paid to, the state, free and clear of all unit expenses 
and free of any lien for them. Under this provision, the state’s royalty and 
supplemental royalty share of any unit production allocated to the leased area 
will be regarded as royalty to be distributed to, or the proceeds of it paid to, the 
state, free and clear of all unit expenses (and any portion of those expenses 
incurred away from the unit area), including, but not limited to, expenses for 
separating, cleaning, dehydration, gathering, saltwater disposal, and preparing 
oil, gas, or associated substances for transportation off the unit area, and free of 
any lien for them.

4) A new paragraph 20(c) is added as follows:

(c) Notwithstanding any other provisions of this lease, the Northstar Unit 
Agreement, state statute, or state regulation, this lease shall terminate 
automatically without notice, an opportunity to be heard, or judicial proceeding, 
if the lessee fails to comply with the project schedule set forth in Exhibit C 
("project schedule"), attached and incorporated by reference. Automatic 
termination shall occur whether or not there is a well on the leased area 
capable of producing oil or gas in paying quantities, the lease is committed to a 
unit agreement, or the lessee is drilling or conducting reworking operations, on 
the date performance under the schedule is due. Furthermore, upon 
termination BPXA shall promptly file of record appropriate lease 
relinquishments. The automatic termination shall occur at 11 59 p.m ., Alaska 
Time, on the day performance of an obligation under the project schedule is 
due The state may waive performance of an obligation required under the 
project schedule by prior written consent. The performance of any obligation 
required under the project schedule is subject to the provisions of paragraph 
4(f).

5) Paragraph 31 is replaced in its entirety as follows:

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

Lessee voluntarily agrees to adopt a progiam 'o hire residents of Alaska.
Lessee shall advertise for available positions locally and use Alaska job
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service organizations to notify the Alaskan public. For work in connection 
with this lease, lessee shall use best efforts to contract with Alaska firms and 
fabricate modules in Alaska, whenever feasible. Lessee shall encourage its 
contractors to employ and train, when necessary, residents of Alaska. In 
determining feasibility, lessee shall consider commercial, health, safety, and 
environmental conditions and requirements to ensure maintenance of 
lessee's operational standards. Lessee shall submit annually to the 
Director, Division of Oil and Gas, for transmission to the Department of 
Labor, a report that details the specific measures lessee and its contractors 
and subcontractors have taken or are planning to take to recruit qualified 
Alaska residents for available jobs, describes on-the-job training 
opportunities, and describes lessee's efforts to hire Alaska firms for work in 
connection to this lease. Lessee shall furnish the Department of Labor a 
quarterly report regarding the employment of Alaska residents on the leased 
area in compliance with regulations by the Commissioner of Labor. The 
report must also include statistical data concerning the number of resident 
personnel hired within the past year for this lease.

6) Paragraph 35 is replaced in its entirety as follows:

35. ROYALTY ON PRODUCTION. Except for oil, gas, and associate 
substances used on the leased area for development and production or 
unavoidably lost, the lessee shall pay to the state as a royalty 20 percent in 
amount or value of the oil, gas, and associated substances saved, removed, or 
sold from the leased area and of the gas used on the leased area for extraction 
of natural gasoline or other products from the leased area.

7) Paragraph 36 is replaced in its entirety as follows:

36. VALUE. F")r purposes of computing supplemental royalty due under this 
lease, the value of supplemental royalty oil, gas, natural gas liquids, and 
associated substances shall be the value used in computing royalty on said 
substances.

(a) To compute the value of oil for royalty and supplemental royalty purposes, 
this lease shall be deemed an UANS Lease" under the terms of the ANS 
Agreement, irrespective of any provision(s) of such agreement which would 
otherwise exclude this lease therefrom.

(b) To compute value of gas and natural gas liquids for royalty and 
supplemental royalty purposes, this lease shall be deemed a “Lease" under the 
terms of the 1995 ANS Gas Royalty Litigation Settlement Agreement between 
BPXA and the State dated as of April 1, 1995, irrespective of any provision(s) of 
such agreement which would otherwise exclude this lease therefrom.

8



(c) To compute the value of associated substances (which shall be deemed to 
exclude oil, gas, and natural gas liquids) for royalty and supplemental royalty 
purposes, the value of such associated substances shall not be less than the 
highest of:

(1) the field price actually received be lessee for such associated 
substances:

(2) Lessee's posted price in the field for such associated substances:
(3) the volume weighted average field price actually received by other 

producers in the same field or area for associated substances of like kind and 
quality at the time such associated substances are removed from the leased or 
unit area: or

(4) the volume weighted average posted price in the field of other 
producers in the same field or area for associated substances of like kind and 
quality at the time such associated substances are removed from the leased or 
unit area.

If associated substances are sold away from the leased or unit area, the term 
"field price" above shall be the actual price for such associated substances 
received from the purchaser thereof less the actual cost of transportation away 
from the leased or unit area to the point of delivery.

Minimum Value Determinations. The state may establish minimum values for 
purposes of computing royalties on associated substances obtained from this 
lease, with consideration being given to the price actually received by lessee, to 
the price or prices paid in the same field or area for production of like quality, to 
posted prices, to prices received by lessee and/or other producers from sales 
occurring away from the leased area, and to other relevant matters. Each such 
determination will be made only after lessee has been given notice and a 
reasonable opportunity to be heard. Under this provision, it is expressly agreed 
that the minimum value of royalty associated substances under this lease may 
not necessarily equal the price of such associated substances.

8) Paragraph 37 is replaced in its entirety as follows:

37. ROYALTY IN VALUE. Unless the state elects to receive all or a portion of its 
royalty or supplemental royalty in kind as provided in paragraph 38, lessee 
shall pay to the state the value of all royalty and supplemental royalty oil, gas 
and associated substances as determined under paragraph 36. Royalty and 
supplemental royalty paid in value shall be free and clear of all lease expenses 
(and any portion of such expenses which is incurred away from the leased 
area), including, but not limited to, expenses for separation, cleaning

9



dehydration, gathering, saltwater disposal, and preparing the oil, gas or 
associated substances for transportation off the leased area. All royalty and 
supplemental royalty that may become payable in money to the state shall be 
paid on or before the last day of the calendar month following the month in 
which the oil, gas or associated substances are produced. Royalty and 
supplemental royalty payments shall be accompanied by copies of run tickets or 
such other information relating to valuation of royalty and supplemental royalty 
as the state may require, which may include, but is not limited to, evidence of 
sales, shipments, and amounts of gross oil, gas and associated substances 
produced.

9) The following provision shall be added to the end of paragraph 38:

(f) Supplemental royalty under this lease may be taken in kind under 
the same terms and conditions as royalty may be taken in kind under this 
paragraph 38.

10) Paragraph 39 is replaced in its entirety as follows:

39. REDUCTION OF ROYALTY. Except as provided in paragraph 40 below, 
lessee shall not be entitled to any reduction of royalty paid unde r paragraph 35 
above or supplemental royalty paid under paragraph 40 below jased on any 
current or future agreement, state statute, or state regulation.

11) Paragraph 40 is replaced in its entirety as follows:

40 SUPPLEMENTAL ROYALTY, (a) In addition to the royalty paid and 
computed under paragraph 35, 36, 37 above, lessee shall pay to the state a 
supplemental royalty (“supplemental royalty”). Lessee shall pay the 
supplemental royalty, if owed, upon the same production volume for which 
royalty is paid (“production volume"). The supplemental royalty payment for a 
given month equals the supplemental royalty value times the supplemental 
royalty percentage rate ("percentage rate”) times the production volume for that 
month. The percentage rate shall be calculated monthly by reference to: (1) an 
ANS West Coast spot price (“spot price"); and (2) a supplemental royalty trigger 
price (“trigger price"). If the spot price is equal to or less than the trigger price, 
then the percentage rate equals zero. If the spot price is greater than the trigger 
price, then the percentage rate equals [the spot price per barrel minus the 
trigger price per barrel] times 1.5 per cent per dollar per barrel. The percentage 
rate may never exceed 7.5 per cent.

(b) The spot price is the price per barrel calculated in Article 3.3 of and Exhibit 4 
to the ANS Royalty Litigation Settlement Agreement ("ANS Agreement"), dated 
December 31, 1991, between the State and BPXA, for the crude oil referred to

10
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as "ANS (USWC)" in the ANS Agreement. The trigger price is $17.35 per barrel 
through April 30, 1997. On May 1, 1997, and each May 1 thereafter, the trigger 
price shall be adjusted by an inflation factor equal to fifty percent of the "inflation 
rate" defined as the Producer Price Index for Industrial Commodities (“PPI") for 
December of the previous year, as reported by April 30 of the current year, 
divided by the PPI for December of 1995, as reported by April 30, 1996. The 
supplemental royalty value for oil, gas, natural gas liquids and associated 
substances is defined in paragraphs 36 and 37 above. Exhibit B is a sample 
calculation to demonstrate the method of calculating supplemental royalty for
oil.

These amendments do not affect: (1) any future agreements which may be reached for 

the handling of outside substances as that term is used in the Northstar Unit 

Agreement effective January 24, 1990 or (2) the current valuation methodology for 

royalty for any other Aiaska Net Profit Share leases between the State and BPXA or 

any affiliates or any future agreements which may be reached regarding a future 

valuation methodology for Alaska Net Profit Share leases. These amendments take 

effect when and if an Act(s) substantially similar to the act, attached as Exhibit D and 

incorporated by reference, takes effect. This amendment is dated for reference 

purposes as of March 22, 1996.

LESSEE: -- LESSOR:

BP EXPLORATION (ALASKA), INC. S V j  EOF ALASKA

11



STATE OF ALASKA )
) ss.

Third Judicial District )

On '-'/VlMclo jLX . 1996, before me appeared John T. Shively, Commissioner, 
State of Alaska, Department of Natural Resources, and who executed this lease and 
acknowledged voluntarily signing it on behalf of the State of Alaska, as lessor.

________________
Notary Public in and for the State of Alaska %
My Commission Expires: \  \

I
STATE OF ALASKA ) \ * V .

) ss. \ 6 t r i o
Third Judicial District ) %/winm#

On ' T M A h fh j  A l s  . 1996, before me appeared E. M. Lutrell, Vice President of BP 
Exploration (Alaska), Inc., and who executed this lease and acknowledged voluntarily 
signing it on.behalf of the BP-Exploration (Alaska), Inc., as lessee.

Notary Public in and for the State of Alaska
My Commission Expires: /  / / ^ / 9 £t______   ' & %

I  K ? S 8 & L  f
V ) f c .................
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Exhibit B
Calculation of the Supplemental Royalty Payment for Oil

1) The calculation of the ANS West Coast spot price is derived from Platt's 
"Oilgram Price Report’ Spot Crude Price Assessments:

Platt’s Reported Daily
Assessment ($/barrel)

Date ANSWC ANSWC ANSWC ANSWC
Low High Daily Average Daily Average 

(After 
Rounding)1

01/02/96 S17.97 $18.06 $18,015 $18.02
01/03/96 $17.94 $18.03 $17,985 $17.98
01/04/96 $17.96 $18.03 $17,995 $18.00
01/05/96 $18.60 $18.64 $18,620 $18.62
01/09/96 $18.23 $18.29 $18,260 $18.26
01/10/96 $17.99 $18.05 $18,020 $18.02
01/11/96 $17.10 $17.17 $18,135 $17.14
01/12/96 S16.64 $16.71 $18,675 $16.68
01/15/96 $16.75 $16.83 $16,690 $16.79
01/16/96 $16.60 $16.66 $16,730 $16.63
01/17/96 $16.91 $16.97 $16,940 $16.94
01/18/96 S17.46 $17.54 $17,500 $17.50
01/19/96 $17.28 $17.37 $17,325 $17.32
01/22/96 $17.02 $17.08 $17,050 $17.05
01/23/96 $17.10 $17.16 $17,150 $17.13
01/24/96 $17.35 $17.41 $17,380 $17.38
01/25/96 $16.76 $16.81 $17,785 $16.78
01/26/96 $16.43 $16.53 $17,480 $16.48
01/29/96 $16.16 $16.24 $16,200 $16.20
01/30/96 $16.30 $16.38 $18,340 $16.34
01/31/96 $16.46 $16.56 $16,510 $16.51

Monthly Average calculated from ANSWC Daily
Average (After Rounding) = S17.2271 per

barrel
ANS West Coast spot price for the January 1996
month of production = $17.23 per

barrel

2) The inflation factor shall be calculated as follows: Assume that by April 30, 
1996, the U.S. Department of Labor reports a PPI for December 1995 as 126.2. 
Assume that by April 30, 1998, the PPI for December 1997 is 134.2. The inflation 
factor for 1998 is calculated according to the following formula:

' A l l  source and calculated numbers shall be rounded as required in the ANS 
A g r e e m e n t .



Inflation Factor for May 1, 1998 through April 30, 1999
= [(PPI December of the previous year + PPI December 1995) - 1] x 0.5

= [(134.2 + 126.2) - 1] x 0.5 = 0.0317 = 3.17 percent

3) The trigger price for May 1, 1998 through April 30, 1999 is calculated by 
adjusting $17.35 per barrel by the inflation factor as follows:

Trigger price for the current year = $17.35 per barrel x (1 + inflation factor)

= $17.35 per barrel x (1 + 3.17 percent)

= $17.35 x 1.0317

= $17.90 per barrel

4) Assuming the current month ANSWC spot price is $21.40, the supplemental 
royalty percentage rate is calculated as:

Supplemental royalty percentage rate = (ANSWC spot price - trigger price for the current year)
x (1.5 percent per dollar per barrel)

= ($21.40 per barrel - $17.90 per barrel) x 1.5 percent per dollar per barrel

= (21.40 -17.90) x 0.015

= 0.05250 = 5.25 percent

5) The calculation of the supplemental royalty payment for the current month is the 
product of “the production volume times the royalty value and the supplemental royalty 
percentage rate. Assume that 1,550,000 barrels of oil were produced in the Northstar 
unit in the current month and that the royalty value is $17.71. The supplemental 
royalty is:

Supplemental royalty payment = production volume x royalty value x supplemental royalty
percentage rate

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

= $1,441,151.25



EXHIBIT C 
PROJECT SCHEDULE

The Northstar Development Project (“the Project”) is described in the document titled 

"Northstar Development Project, Conceptual Engineering Report" dated February 

1996. BPXA shall comply with the following schedule for the Project and shall provide 

satisfactory evidence of compliance within fifteen days of the date performance is due 

under the schedule:
BPXA shall receive Project sanction within twelve (12) months after passage by the 

legislature of an Act approving the First Amendments to the Northstar Unit Leases for 

the Project. "Project sanction" means approval in writing by the highest appropriate 

authority in BPXA or its parent entity necessary for the total amount of expenditures 

required for the Project. Satisfactory evidence of receipt of sanction shall be tendered 

to the State in the form of the sanctioning entity’s documents approving the 

expenditure of funds for the Project. If Project sanction is withdrawn for any reason 
whatsoever, BPXA shall notify the State within three working days by letter from an 

authorized officer and BPXA shall be deemed to have failed to comply with this 

schedule.



T o n \  K n o v m k s  I'*
GOVERNOR .

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

J u n e a u

March 25, 1996

The H onorable Gail Phillips 
Speaker o f  the House 
A laska State Legislature 
State Capitol 
Juneau, AK 99801-1182

D ear Speaker Phillips:

Under the authority o f  art. Ill, sec. 18, o f  the Alaska Constitution, I am transmitting a bill 
providing for legislative authorization, approval, and ratification o f  the "First Amendment 
to the Northstar Unit Leases Between the State o f  Alaska and BP Exploration (Alaska)
Inc.".

This project is the beginning o f  a new era in the development o f  Alaska’s oil resources. It 
requires a new commitment to Alaska hire, expands opportunities for Alaskan companies, 
introduces efficient and safe technological innovations and brings new revenues to 
Alaskans.

The Northstar Unit leases currently require BP Exploration (Alaska) Inc. to make net 
profit share payments to the state which average about 88% o f  "net profits." BP 
Exploration (Alaska) Inc. maintains that it can not develop the Northstar Unit unless the 
net profit share requirements are eliminated from the leases. The Department ofNatural 
Resources believes that 2002 is the earliest the state might achieve development o f  
Northstar. The longer it takes to develop the leases, the less the state receives because o f  
the development account provisions o f  the net profit share leases. The incentives 
provided in this amendment would bring the Northstar Unit into frill production by 1999.

•

The amendment has three main components. First, it eliminates the net profit share 
payments. In place o f  the net profit provision a supplemental royalty is required, payable 
on a sliding scale based on the price o f  oil, partially adjusted for inflation. This 
supplemental royalty, which can be as much as 1Vi% , is in addition to the 20% base 
royalty required under the leases. Development o f  these leases will generate an estimated 
$430 million or more to the state treasury from royalties and taxes, including an estimated 
$37 million in supplemental royalties.

H B 5 ^
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Junoau Alaska 998H 0001 
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Second, the amendment commits BP Exploration (Alaska) Inc. to an ambitious project 
schedule that requires construction start-up by 1997. If BP Exploration (Alaska) Inc. fails 
to perform its obligations under the project schedule the leases terminate automatically, 
thereby allowing the state to lease the tracts to another company.

And third, the amendment replaces the current Alaska hire provisions in the leases with 
more forceful provisions that require BP Exploration (Alaska) Inc. to hire Alaskans, 
within the constraints o f  the law, and to contract with local construction and fabrication 
companies to build the project facilities. It is anticipated that enactment o f  this bill will 
generate 500 construction jobs and 50 permanent jobs in the state. It will result in Alaska 
companies fabricating production modules, including one or more o f  the first sealift 
modules ever constructed in Alaska.

I am requesting legislative approval o f  the Northstar amendment for two reasons. First, 
the terms o f  this amendment involve issues o f  statewide interest and impact that deserve a 
thorough and open public review and discussion.

Second, the bill would remove any legal cloud which may exist over the Administration’s 
authorities in this matter by providing the commissioner o f  the Department ofNatural 
Resources with sufficient express authority to amend the leases in the way we have 
amended them here. This w ill ensure that the project can proceed expeditiously and 
maximize the benefits to the state and the people o f  Alaska.

I urge your prompt and favorable action on the bill.

Sincerely,

Governor



r rSTATE OF ALASKA 
1996 LEGISLATIVE SESSION
Revision Date:  • Original__________‘ '

Till a: An Act authorizing, approving, and ratifying

the amendment of Northstar Unit oil and gas teases ...

F I S C A L  N O T - T
No. 2
Bill Version CSHB 548 (WTR) 
(H) Publish Date: 4/30/96

Dept Affected Natural Resources 

8RU: Resource Development

Component Oil & Gas Development

Sponsor House Rules Committee

Requestor. Governor Component S«rl«l No. 438

Exoendltures/Revenues
•

. (Thousands of Dollars)
O p e R A t in g  e x p e n d it u r e s RY97 FY98 r Y35 FYOU “ T701 F Y H
P ittS G N A L  SERVICES
TR AVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND 4 STRUCTURES
GRANTS. CLAIMS
M ISCELLANEOUS
To t A L  Op e r a t i n g "O.'O 0.0 ”  "T O 0.0 ~ 3.0 0.0
C A P IIA L  EXPENDITURES 0.0 0.01 0.0 0.0 0.0 0.0

CHANGE IN REVENUES (1004) 0.0 3.857.1 37.5511 38,700.6 34.375.41 • (3.636.3)

FUND SOURCE (Thousands of Dollars)
1CG2 reaerai Receipts I I I
1C03 GF Match I I i
1C04 GF i I
1CG5 GF/Program Recaicts i I
1CC6 Gr/MHTIA i I
Cther i I
iO < AL 0.0 0.0 0.0 i 0.0 d.ol o.o
Estimate of any current year (Ff96) c a s t  5 

POSITIONS

none

r '^L_ -i iMfc or - -or ' ” 01 ■ 0 | Oi Oi
PART-TIME 0 Ol ol 01 01 01
TEMPORARY ot 0 | ol or ol 0

ANALYSIS: (Attacn a separate pege if neconry)

The state will likely realize a significant increase in revenues from royalties and taxes from the Northstar Unit development 

over the next six years if this bill passes. Without the bill, the Department of Revenue predicts in its Pall 1995 Base Prica 
forecast that the Northstar Unitwill not commence full production until 2002. Assuming full production in 2002 (and some 

preliminary production starting in 4th quarter 2001), DNR predicts that the state will receive only S5.5 million in tax revenues 
ever the next six years, mostly from property taxes.

With passage of this bill, early development of the Northstar field is possible. Full oil production is anticipated by 1999. 
Within this same six-year period, state revenues will likeiy be an additional $180 million over the $5.5 million amount These 
revenues will be in the form of royalties and 'supplemental royalties," and severance, conservation, property, and corporate 

income taxes. The state will also receive nearty 57 million as its share of federal royalties from the federal lease tracts in the 
Northstar Unit _

SEE ATTACHED TABLE rC R FULL FINANCIAL ANALYSIS...

Prepared by: Ken eoyo. Director
Division: Cil 4 Gas
Approved by Cammis^wmtfr. J

Agency:
---------- ^  ---- ---------

Natural Resources --------------------

Phone : 
D a te :

Date:

269-3800
28-Mar-S6

2fl-Mar-Se
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State State .

t ' • .

f r  ■ 7  „  f -
Stau .tevenues (without Northstar Lease Amendments) 

State • State Share Severance Spill & Property Corporate Total State
Royalty Supplemental afFederal Tax Conserv. Tax* Income Tax Revenues

1996 SO.O

Royalty

.50.0

Royalty Tax 
(Thousands of 1996 Dollars) 

SO.O SO.O SO.O

»

SO.O SO.O • SO.O
1997 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
1998 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
1999 0.0 0.0 0.0 0.0 0.0 0.0 (477.1) (477.1)
2000 0.0 0.0 0.0 ' 0.0 0.0 S232J (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 35,773.5 0.0 X2S7.7 16.171.7 407.2 4,24523 2,784.3 61.674.6

S3 9,647.4 SO.O $2,535.1 S16,171.7 S45X3 $7,620,3 S297.5 566,72522

State Revenues (with N orthstar Lease Amendments)
State State State State Share Severance Spin & Property Corporate Total State

Royalty Snpplrmmral of Federal Tax Conserv. Tax* • Income Tax Revenues
Royalty Royalty Tax

(Thousands of 1996 Dollars)
1996 SO.O SO.O SO.O SO.O SO.O SO.O (S477.1) (S477.1)
1997 0.0 0.0 0.0 0.0 0.0 761.4 (834.1) (72.7)
1998 3,625.3 0.0 231.3 0.0 50.1 22343.9 (U 13.4) 5,037.7
1999 35,631,3 42.5 2,2782 16,101.5 447.4 3,914.3 2,767.5 61,183.0
2000 35,735.3 680.0 X2S4.9 13,487.3 432.1 4,771.2 2^94.3 60,386.1
2C01 34,391.3 1,969.0 2,231.0 12,632.7 406.5 4,586.5 3,440.7 60,208.1
2002 29,599.9 2.387.4 1,392.6 7.949.5 330.6 4.293.3 32234.1 50.187.9

S139.434.1 S5.57S.9 58,913.5 550,221.5 $1,566.7 520,671.1 59,912.1 5236,453.0

Change in State Revenues (with Northsror Lease Amendments)
State State Stare State Share Severance Seal ch Property Corporate Total Stare

Royalty Supplemental o fF edm i Tax Conserv. Tax* Income Tax Revenues
Royalty Royalty Tax

(Thousands of 1996 Dollars)
1996 SO.O SO.O SO.O SO.O SO.O SO.O (S477.1) (S477.1)
1997 0.0 0.0 0.0 0.0 0.0 76L4 (334.1) (72.7)
1998 3,625.3 0.0 231.8 0.0 50.1 22343.9 (U 13.4) 5,037.7
1999 35,631.3 4X5 22278.2 16,10 U 447.4 3,914.3 32244.7 61,659.9
2000 35,735.3 680.0 22284.9 13,487.8 432.1 3,94X9 3,33022 60,393.7
200 L 31,022.9 1,969.0 1,983.6 12,682.7 36L0 2,03923 4,614.5 54,673.0
2002 (6.178.6) 2,387.4 (395.1) (82222.2) 1/6.5) 48.5 449.9 (1L486.7)

599,336.7 S5,578.9 56,383.4 $34,049.3 S U  14.1 513,050.3 59,614.7 5169,727.8

•Appro.-rimarcly 75 percent of this amount may go to the North Slope Borough.
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SEN A TE CS FO R CS FO R  HOUSE BILL NO. 548(FIN)

IN THE LEGISLATURE OF THE STATE OF ALASKA

NINETEENTH LEGISLATURE - SECOND SESSION

i BY THE SENATE FINANCE COMMITTEE

Offered:
Referred:

i Sponsor(s): HOUSE RULES COMMITTEE BY REQUEST OF THE GOVERNOR

A BILL 

FO R  AN A C T EN TITLED
II

1 "A n  A ct au tho riz ing  the am endm ent of N orth star U nit oil an d  gas leases

2 betw een the S ta te  of A laska and  BP E xploration (A laska) Inc.; an d  provid ing

3 fo r an  effective d a te ."

4 BE IT  E N A C T E D  BY T H E  LE G ISL A T U R E  O F T H E  STA TE O F  ALA SK A :

5 * Section  1. LEGISLATIVE FINDINGS AND INTENT, (a) The legislature finds that

6 (1) the production of oil and gas from state land is a m atter o f statewide

7 interest and effect because it is an important source of revenue to the state and job

8 opportunities for the people of the state;

9 (2) BP Exploration (Alaska) Inc. holds state oil and gas leases in the Northstar

10 Unit that include net profit share provisions;

11 (3) unless the net profit share provisions of the Northstar Unit leases are

12 amended, production of oil and gas from the unit is highly unlikely to begin before the year

13 2002, if at all;

14 (4) because o f the development account provisions o f the net profit share

-1- SC S C S IIB  548(FIN )
New T e x c U n d e r l i n e d  [DELETED TEXT 3RACKETED]



ljj leases, the later that these leases are developed, the less "net profits" the state receives; i

2! (5) if the net profit share provisions of the Northstar Unit leases are amended;
I [

3!j full production of oil and gas from the unit may begin as early as the year 1999;<1 |
(6) am ending the net profit share provisions of the Northstar Unit leases toi

J! . i
o ’ provide for a supplem ental royalty will maximize the econom ic benefits of oil and gas'
j|

6, production to the people of the state by encouraging timely production from the unit;
]l ,

7ij (7) the development of the Northstar Unit will provide additional revenue to-

8 the state;!l
9 (8) the timely development of the unit may result in increased state revenue 

10 in future lease sales; and

11- (9) the timely development of the unit may result in technological

12" breakthroughs and other cost savings that may make other development opportunities in

13 Alaska econom ically feasible.

14 (b) With respect to the effect of the effort to secure earlier development of the leases

15 on em ploym ent opportunities for state residents and on the state’s economy, the legislature

16 finds that

17 (1) paragraph 41 of the 1980 lease and paragraph 31 of the 1983 lease are to 

IS be amended: under each o f the proposed amendments,

19 (A) the lessee, BP Exploration (Alaska) Inc., undertakes

20 ‘ i) ro use its bcsl a lu m , to advertise for, recruit, and employ

21 qualified residents of the state;

22 (ii) to contract with existing licensed Alaska firms to fabricate

23 the modules to develop the Northstar Unit leases within the state and, in

24 contracting with those firms, to encourage its contractors to employ and, when

25 necessary, train existing state residents;

26 (iii) to enter into contracts with Alaska-licensed vendors,

27 contractors, and suppliers for the provision o f supplies and services; and

28 (B) several state agencies with responsibility for improving the

29 employment opportunities of state residents, including training, commit to efforts to

30 supplement and support the lessee’s undertakings;

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

SC S  CSH B 548(FhN) -2-
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II in the state, is ranked as one of the state’s largest private sector employers, and regularly.

2 enters into contracts to obtain support services; consequently, the lessee’s fulfillment of the:

3 undertakings described in (1) of this subsection should materially contribute to existing'

4  resident workforce employment opportunities and to the state’s economic stability;

51 (3) a good faith effort by the lessee, BP Exploration (AJaska) Inc., and the state

61 agencies to fulfill the undertakings described in (1) of this subsection should ensure that, under
J

7j the amended leases, benefits will accrue directly and immediately to the people of the state; 

8ij and

9 (4) the mutual commitments made by the panics to the lease in these

l ( f  amendments to secure to state residents and businesses die advantages and benefits of both

11: expanded resident hire opportunities and additional work by in-state businesses are in the best
!

12. interests o f the people of the state and are considerations o f paramount importance to 'be

13 legislature in its decision to conditionally approve the proposed amendments of the Northstar

14 Unit leases.

15 * Sec. 2. LEGISLATIVE INTENT REGARDING M EANING OF SPECIFIC RESIDENTI
16' EMPLOYMENT REQUIREMENTS, (a) The legislature wishes to set out its intent regarding

17 meaning o f certain words and phrases used in the "First Amendm ent to the Northstar Unit

18 Leases between the State of Alaska and BP Exploration (Alaska) Inc. ( ‘Northstar

19 A m endm ent’)" that is approved by this Act. Specifically, the legislature wishes to set out its

20 intent regarding the interpretation of the reporting obligations set out in Paragraph 41 of the
i

21 1980 Leases titled "Employment of Alaskan Residents” and Paragraph 31 o f the 1983 Lease

22 titled "Employment of Alaskan Residents" in the N orthstar Amendment, collectively the
I

23 "Employment Paragraphs." The legislature intends that the A laska residents and contractors

24 discussed in the Employment Paragraphs are truly Alaskan and that Alaska residents

25 throughout the state be given an opportunity to obtain em ploym ent on the N orthstar project.

26 (b) The legislature believes that

27 (1) the findings made by the legislature in AS 36.10.005(a)(1) - (8) and (1 1 )-

28 (18), (c), and (d), regarding an employment preference for Alaska residents on state

29 construction projects are equally applicable to the Northstar Amendment; and

30 (2) the state has a compelling interest in reducing the level of unemployment

31 am ^ng its residents.
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H (c) The legislature intends, for purposes o f accounting and reporting under the;

2  Employment Paragraphs, that

3 jj (1) the phrases "Alaska resident," "residents of Alaska," and "resident!
1 . j

4t personnel" mean an individual who is physically present in the state with the intent to remain

5j in the state indefinitely and has a home in the state;

6 ' (2) an individual demonstrates that intent by maintaining a residence in the
!| r

71 state:
i|

8 (3) the individual possesses a resident fishing, trapping, or hunting license or

9 receives a permanent fund dividend; and
.

10; (4) the hiring entity may also require that the individual state under oath that

11 the individual is not claiming residency outside of the state or obtaining benefits under a claim
•!

12 of residency outside of the state.

13 (d) The legislature intends that for purposes o f accounting and reporting under the

14 Employment Paragraphs,

15 (1) the word "available” means Alaska residents who are located anywhere in

16 the state, not just in the area of the state where the work is to be performed; and

17 (2) the word "qualified" means an individual who either currently possesses

18 the requisite education training, skills, or experience to perform the work necessary for a

19 particular position or is cap ble of performing such skills after completing one of the job

20 training programs contemplated in vhe Employment Paragraphs.

21 (e) The legislature understands that nonresidents will he hired only if there arc no

22 available and qualified Alaska residents to perform the work. For purposes of accounting and

23 reporting under the Employment Paragraphs, the legislature intends that the requirement to

24 "advertise for available positions locally” includes advertising in newspapers and other

25 publications located throughout the state, including rural areas, not just in the location where

26 the work is to be performed.

27 (0  The legislature further intends that the requirement to "use Alaska job service

2tS organizations" includes those offices maintained by the Department of Labor whose functions

29 arc to aid the unemployed in finding employment and any jo b  service organization located

30 throughout the state, not just the location where the work is to be performed.

31 (g) The legislature intends that, for purposes o f accounting and reporting under the
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Em ployment Paragraphs, the phrases "Alaska Contractors" and "Alaska firms" mean a firm! 

or contractor that

(1) holds an Alaska business license;

(2) maintains its principal place of business in the state; and

(3) is

(A) a sole proprietorship and the proprietor is ar Alaska resident;

(B) a partnership and more than 50 percent of the partners are Alaska: 

residents; i

(C) a corporation that has been incorporated in the state or is authorized
i

to do business in the state; or

(D) is a joint venture composed entirely o f ventures that qualify under

this paragraph,

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

reporting obligations comply with the reporting requirements o f 8 AAC 30.062 and shall 

include information rcgr-ding the number of nonresidents hired within the past year, and the 

number of Alaska contractors and non-Alaska contractors hired within the past year.

* Sec. 3. AMENDM ENT OF LEASES AUTHORIZED, (a) The Stale of Alaska and BP 

Exploration (Alaska) Inc. are parties to the following leases in the N orthstar Unit:

(1) ADL 312798, effective February 1, 1980;

(2) ADL 312799, effective February i, 1980;

(3) ADL 3.12808, effective February 1, 1980;

(4) ADL 312809. effective February 1, 1980; and

(5) ADL 355001, effective August I. 1983.

(b) The commissioner of natural resources may amend the Northstar Unit leases 

described in (a) of this section to the extent set out in the "First Amendment to the Northstar 

Unit Leases Between the Slate of Alaska and BP Exploration (Alaska) Inc.", dated March 22. 

1996, if the amendment includes a provision as follows:

(I)  Paragraph 41 of each of the leases described in (a)(1) - (4) of this

section is replaced in its entirety as follows:

"41. EMPLOYMENT OF ALASKAN RESIDENTS. Lessee

shall comply with all valid federal, State and local laws in hiring

-5-
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Alaska residents and contractors and shall not discriminate against 

A laska residents or contractors. Within the constraints of law, lessee 

shall employ Alaska residents and contractors to the extent they are 

available and qualified. Subject to the foregoing:

5|j Lessee voluntarily agrees to adopt a program to hire residents of

6 Alaska. Lessee shall advertise for available positions locally and use

Alaska job service organizations to notify the Alaskan public. For work 

in connection with this lease, lessee shall use best efforts to contract 

9 with Alaska firms and fabricate modules in Alaska, whenever feasible.I
10 Lessee shall encourage its contractors to employ and train, when

11 necessary, residents of Alaska. In determining feasibility, lessee shall

12 consider commercial, health, safety, and environmental conditions and

13 requirements to ensure maintenance of lessee's operational standards.

14 Lessee shall submit annually to the director, division of oil and gas, for

15 transmission to the Department of Labor, a report that details the

16 specific measures lessee and its contractors and subcontractors have

17 taken or are planning to take to recruit qualified Alaska residents for

IS available jobs, describes on-the-job training opportunities, and describes

19 lessee’s efforts to hire Alaska firms for work in connection to this lease.

20 Lessee shall furnish the Department of Labor a quarterly report

21 regarding the employment of Alaska residents on the leased area in

22 compliance with regulations by the Commissioner of Labor. The report

23 must also include statistical data concerning the number of resident

24 personnel hired within the past year for this lease";

25 (2) Paragraph 31 of the lease described in (a)(5) o f  this section is replaced

26 in its entirety as follows:

27 "31. EMPLOYMENT OF ALASKAN RESIDENTS. Lessee

2S shall comply vCth all valid federal, State and local laws in hiring

29 Alaska residents and contractors and shall not discriminate against

30 Alaska residents or contractors. Within the constraints o f law, lessee

31 shall employ Alaska residents and contractors to the extent they arc

SCS CSIIll 548(FIN) -fi.
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available and qualified. Subject to the foregoing:

Lessee voluntarily agrees to adopt a program to hire residents of 

Alaska. Lessee shall advertise for available positions locally and use 

Alaska job service organizations to notify the Alaskan public. For work 

in connection with this lease, lessee shall use best efforts to contract 

with Alaska Firms and fabricate modules in Alaska, whenever feasible.

Lessee shall encourage its contractors to em ploy and train, when 

necessary, residents of Alaska. In determining feasibility, lessee shall
I

consider commercial, health, safety, and environm ental conditions and 

requirements to ensure maintenance of lessee’s operational standards.
I

Lessee shall submit annually to the director, division o f oil and gas, for 

transmission to the Department of Labor, a report that details the 

specific measures lessee and its contractors and subcontractors have 

taken or are planning to take to recruit qualified Alaska residents for 

available jobs, describes on-the-job training ooportunities, and describes 

lessee’s efforts to hire Alaska firms for work in connection to this lease.

Lessee shall furnish the Department of Labor a quarterly report 

regarding the employment of Alaska residents on the leased area in 

compliance with regulations by the Commissioner o f Labor. The report 

must also include statistical data concerning the h u iiu k  i . ..sident 

personnel hired within the past year for this l e a s e a n d

(3) These amendments take effect when and if an Act(s) substantially 

similar to the act, attached as Exhibit D and incorporated by reference, 

takes effect. This amendment is dated for reference purposes as of 

March 22. 1996.

* Sec. 4. REPORTINC PROVISIONS, (a) The lessee. BP Exploration (Alaska) Inc., shall 

tile with the commissioner of labor at least every six months the repons that the commissioner 

of labor determines are necessary to evaluate the lessee's cffons described under sec. 3(b) of 

this Act. The com m issioner shall submit copies of these reports to the legislature.

(b) The commissioner of labor shall also prepare and present to the legislature 

annually a comprehensive rcpon by company on resident hire in the oil fields o f the North

-7- SCS CSI1B 54.8(FIN)
"V.v- U nde rlin e d  (DELETED TEXT BRACKETED]



1 Slope of Alaska, which shall indicate residency of employees by borough, unorganized 

- borough, or economic region, and which shall compare the lessee’s effort on voluntary

3j resident hire to the comparable data for other North Slope oil field projects.

41 * Sec. 5. AUDITING AND REPORTING. Four years after the effective date of this Act

5 the Legislative Budget and Audit Committee shall undertake an audit of the lessee’s
I

6' com pliance with its obligations under the "First Amendment to the Northstar Unit Leases
I

7j between the State of Alaska and BP Exploration (Alaska) Inc." and make a report of its

8 findings to the president of the senate and the speaker of the house of representatives.

9 * Sec. 6. SEVERABILITY. Under AS 01.10.030, the provisions of this Act are severable.

1 0 1 * Sec. 7. This Act takes effect immediately under AS 01.10.070(c).
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MURPHY
EXPLORATION A

PRODUCTION
C O M P A N Y

131 SOUTH r o d c r t c o n  STRCCT
P.O. POX SI7SO
NEW ORLEANS. LA 701C M 7S O
IB04I S*l *»U

April 30, 1996

' VIA FACSIMILE (907) 4654928

Senator Rick Halford
Co-Chair, Senate Finance Committf.
Alaska State Legislature 
State Capitol (MS 3100)
Juneau, AK 99801-1182

Re: Senate Bill No. 318
State of Alaska. Net Profit Share Leases 
Northstar Unit, Beaufort Sea, Alaska

Dear Senator Halford:

I respectfully offer the following comments from the perspective of an independent oil company 
and working interest owner in the Northstar Unit in support of amending the net profit share 
leases under the terms negotiated by State of Alaska, Department of Natural Resources and BP 
Exploration (Alaska) Inc.

Murphy Oil Corporation, based in El Dorado, Arkansas, has been in Alaska since 1966 as an 
investor and Operator. Murphy Exploration & Production Company, a subsidiary of Murphy 
Oil Corporation, holds a 1.92 percent working interest in Northstar, and we operate the 
Sandpiper Unit adjacent to Northstar in the Beaufort Sea which has proved hydrocarbons, but 
in smaller quantities, and it is still in the evaluation stage.

Independent oil companies like Murphy conduct most of the oil exploration and development j
activity in the Lower 48, but they’re conspicuous in their virtual absence from Alaska due to 
Alaska's high costs, restrictive regulations and lack of economic incentives. One of the keys 
to attracting smaller independents to Alaska is reducing cojts. An element in reducing costs is ■ 
extending the reach of existing infrastructure, and conversely, the distance to new prospects.

As an illustration, in the Gulf of Mexico, independents like Murphy started by participating in 
developing Jargc oil fields that generated sufficient returns to offset high development costs.
Once facilities for those large fields were in place, wc were able to begin exploring for and 
developing smaller nearby fields that wouldn’t have been commercial without the offshore 
Infrastructure already in place.

iI
On the North Slope, Prudhoc Bay provides the anchor for other smaller fields. Without It, there
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would be no Trans-Alaska Pipeline System. Without TAPS, there would be no Kuparuk. No 
Endicott No Point McIntyre. No North Slope oil industry.

Without the critical mass now in place on the North Slope, it would not be feasible to consider 
developing Northstar, and Northstar is one of the incentives Murphy has to stay in Alaska, even 
with our small interest. As one of the original partners in Northstar, we’ve retained our interest 
in the hope that the field one day will produce oil. We believe that by providing new oil field 
infrastructure and technology, Northstar can truly play an important role in pioneering a new 
frontier in Alaskan oil development.

Without question, development of the Northstar oil field will bring significant benefits to 
Alaskans in the form of new jobs, businesses, government revenues and economic development. 
Less obvious, but perhaps equally significant to Alaskans, is what it could do to spark renewed 
interest among smaller, independent oil companies to invest in Alaska and diversify the Alaskan 
oil industry.

We view Northstar as a steppingstone as well. Infrastructure and technology developed for 
Northstar could possibly enhance the economics of developing our nearby Sandpiper Unit, a 
known oil and gas accumulation located about 12 miles west-northwest of Northstar.

With current state lease terms - which include an average 90 percent net-profits tax imposed in 
addition to royalties and other taxes once costs are recovered - it is extremely doubtful Northstar 
will be developed.

BP and the Department of Natural Resources have negotiated an agreement that removes this 
obstacle while guaranteeing early development, new jobs, new business, new government 
revenues and new economic development opportunities to Alaskans. It is our opinion this 

. agreement should be ratified by the legislature which will result in the highest royalty rate on 
the North Slope to the State.

There arc many sound reasons why Alasksns should support the agreement. From my 
perspective as an executive with an independent oil company that wants to invest in Alaska, they 
have as much to do with "intangibles* like the message Northstar development will send to other 
independents and smaller companies that are interested in investing in Alaska as with tangible 
benefits like jobs, revenues, business and growth.

That message would be that Alaska is truly "open for business" - not only to the major oil 
companies, but to independents like Murphy as well.

Murphy Oil has spent many years and a great deal of capital and manpower in Alaska with no 
return to date. Therefore, regardless of our past investments, we must continually compare our 
investment options in Alaska to those in other Frontier regions of the world.
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We want to stav in Alaska. The question is whether the State is willing to remove the economic 
obstacles which were imposed in a different era when oil prices were expected to be significantly 
higher than the current prices.

We will certainly appreciate your support in passing the Northstar proposal.

Sincerely,

Woods W. Allen 
Sr. Vice President

O:\..VALASKA\LEGULATJIAL
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ALASKA PETROLEUM HOUSTON CONTRACTING VRCA ENVIRONMENTAL
CONTRACTORS. INC. COMPANY - ALASKA. LTD. SERVICES. INC.

3 May 1996

Senator Rick Halford 
Alaska State Legislature 
State Capitol (MS3100)
Juneau, Alaska 99601-1162
Dear Senator Halford:
Thank you for taking a few moments of your time yesterday to dtecuB® BP'e Northstar 
project with me. As I mentioned to you, our company, through its operating subsidiaries 
Alaska Petroleum Contractors, Inc. (open shop) and Houston Contracting Company 
(union), has been Involved with BP's Northstar project for the last 14 months on a 
continuous basis. Through the project's unique planning and management forum that 
was established in March of 1995, we have had an unusual opportunity to contribute to 
the overall project strategies and technical approaches while developing a very 
comprehensive knowledge of the project. Houston Contracting and Alaska Petroleum 
Contractors Jointly contribute 8 full time construction engineers to this planning group 
which is called ihe Project Management Team (PMT). BPX and the other Northstar 
Alliance contractors, such as AIC and VECO, provide personnel to this team as well. 
The team In turn reports to a Senior Management Forum which Includes senior 
managers from each participating company, This unique approach to project 
development establishes the very core of the project design and field constructabllity. 
One of the primary functions of the woric teams and management group is the 
evaluation of various project alternatives and subsequent coBts which Include where the 
fabrication will be performed and who will perform it. To this point In the process the 
learns have a high degree of confidence that a very high proportion of the fabrication 
and installation work can be performed by Alaskan companies using Alaskan residents.
The economic considerations of this project have been well discussed and are well 
understood by all parties Involved. However, the issue at hand seems ta be the level of 
commitment BPX has to the State regarding the utilization of Alaskan companies and 
Alaskan residents. As a result of our In depth Involvement with BPX on the PMT and 
Senior Management Forum, I can represent with a great level of confidence that 
Alaskans will be utilized to the fullest extent that is possible.
We have a concom about the attempts to write In guarantees, percentages or quotas 
for the use of Alaska labor. These attempts at guarantees significantly risk entangling 
the project In the same legal challenges that were previously encountered in attempts
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guarantees for the latter, they have issued numerous public jnd written statements 
concerning Alaska labor and companies, and thereby aeriously jeopardize their 
corporate reputation and credibility should they not comply wttti their representation.
Very Importantly, the small truckable module business has created quality jobs for 
Alaskans, but the demand is limited, and our facilities are under utilized. BP wants to 
change that with Northstar, It wants us to develop the expertise to build the much 
larger production modules Northstar - and the other new and smaller North Slope oil 
fields • will require. Modules so large they would have to be transported north by sea­
lift. Modules that heretofore have been built In places like Louisiana, California and 
Washington.
And BP is willing to pay a premium to help move our Alaska-based industry forward. 
That Investment could pay real dividends for Alaskans by helping a home grown 
industry develop the experience It needs to produoe a competitively priced product for 
oil fields in Alaska and other parts of the world.
We strongly support passing the bill as it was initially presented by the administration, 
without amendments.
Sincerely, 

NATCHIQ, INC.
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April 25, 1996
Senator VIA FAX TRANSMITTAl
Alaska State Legislature 
State Capitol 
Juneau, AK 99601
Re: Approval of Northstar Development Proposal 
Dear Senator;
I am writing to you to request your support for the request made by BP 
Exploration (Alaska) to remove the net profit terms from the Northstar Units 
leases, in exchange for other considerations.
I am an Alaska resident working for Quality Fabrication, Inc. in Anchorage. This 
company fabricates structural steel, including the structures for truckabie 
modules, for the oil companies, including BPX.
Last year our company worked over 100.000 hours on oil-fie!d related projects.. 
As an individual, I worked months of 1995 on projects such as
Milne Point. Tbi9 work enabled me to pay for living expenses and other 
goods and services in our local economy.
Keep me working! Please support this agreement and pass the legislation 
required to allow Northstar to move forward.
Thank you for listening!

Sincerely,

ifflwr
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April 30, 1996

Dear Senator Halford:

I reside in Eagle River and work for B.P. Exploration at Endicott. My concern is in 
regard to the development o f the North Star Offshore Oil and Gas Field. As you know the larger 
oil fields on the North Slope are in decline, therefore it is imperative that the major oil companies 
and the Alaska State Legislature work together toward the development o f  new marginal oil and 
gas fields on the North Slope.

Due to the greater risk, capital expense and investment in developing and producing a 
marginal oil field such as North Star, there must be a change in the formula in which state 
royalties are paid from the production o f these smaller oil fields, it cannot be business as usual.

I believe our state legislature must not only be wise and prudent, they also must be 
reasonable when negotiating with the major North Slope oil producers. A reasonable agreement 
should be negotiated with both sides being winners. If this does not become a reality soon, North 
Star will not be developed. Alaska will lose approximately 1/2 billion dollars in state revenue, 
plus a new fabrication facility built at the Port o f  Anchorage, at no expense to the state, not to 
mention approximately 500 construction and 50 permanent jobs for Alaskans.

If  the state and major oil companies cannot come to a favorable agreement, more o'! 
money will go to South America, China, Russia, etc., where risk and total investment are 
significantly less. Alaska’s marginal oil fields will remain undeveloped while Alaska’s North 
Slope continues in decline, and everyone is the loser.

Sincerely,

Michael J. Hollinger, Sr



C a r o l 7*mscm
4800 East 112th Avenue 

Anchorage, AK 99516-1612 
(907) 346-3321

M ay 3,1996

To: Senate Finance C o m m itlee /S enato r H alford , Senator Steve F rank Co-Chairs

RE: N o rth s ta r/B P

This is the last chance to stop  this bill that is bad for A laskans and good only for BP 
(and  o ther oil com panies w ho  w ill dem and  the sam e deal).

P lease read the article in the A nchorage Daily N ew s Business Section 5 /3 /9 6  
'In cen tiv es  G am e O ften Risky".

Between the Federal governm en t and  ou r State leg islature , the oil com panies are 
enjoying m any breaks in ro y a lty /tax  breaks and  incentives for "m arginal" fields, 
heavy oil, etc. I'm tired  of the state  caving in to oil com panies' extravagant lobby'r.j 
and  dona tio n  pow ers, w hile cu tting  needed services and  env ironm enta l resource 
protections. The oil com panies have been firing people so the com pany CEO's can 
becom e m illionaires m any tim es over. Oil com pany profits have been SOARING. 
THEY DO N OT N EED  THESE BREAKS A N D  INCENTIVES. Don't buy into their 
th reats of not develop ing  o r m oving overseas. They know  the oil is here. The 
potential for them  to becom e m uch w ealth ier and  m uie pow erful is here. They 
w ill d rill eventually  w ithou t you  giving aw ay our public resources and  fu tu re  now .

T here are m any qualified  oil and related field w orkers in Alaska w ho lost their jobs 
due com pany layoffs end  the h iring  of out-cf-state w orkers and  buying  good9 and  
services from  out o f stale. If BP w ere serious about A laskan lure and  using A laskan 
su p p o rt com panies, they w o u ld n 't object to having it in this bill. Perhaps you r 
com m ittee should  take a d o se  look at Rep. John D avies am endm ents that failed in 
the H ouse.

The H ouse m em bers w ho su p p o rted  this bill said it was "rude" to th ink  BP 
w o u ld n 't live u p  to their local hire pledges. I th ink w hat BP, the C overnor .and the 
leg islature is try ing  to do to the people of A laska is m ore than "rude".

T h an k  you for y o u r  a tten tion  and  consideration.



ACEMSP.O. Box 110616 
Juneau, Alaska 99011-0616 (907) 465-3027

ALASKA COUNCIL ON  
EMERGENCY MEDICAL SERVl

May I, 1996

I W E M S
An Alaskan tradition: 
Neighbor helping neighbor

Senator Rick Halford 
Room 508 State Capitol 
Juneau. AK 99801-1182

Dear Senator Halford,

At its April 29, 1996 meeting, the Governor’s Alaska Council on Emergency Medical Services voted to 
support three bills which impact injury prevention and emergency medical services programs.

We urge you to support C.S. for House Bill No. 366, the proposed legislation for marine safety training 
programs, sponsored by the Alaska Marine Safety Education Association (AMSEA). This bill would 
provide a stable source of funding for marine safety training in Alaska. AMSEA training has resulted in 
statistically significant reductions in loss of life among commercial Fishers in Alaska. Commercial fishing 
is the most dangerous occupation in Alaska, resulting in many deaths and serious injuries each year. As 
prior funding sources expire, the financial viability of .AMSEA is in jeopardy.

The Alaska Council on EMS also supports House Bill No. 57, an act related to a graduated licensing 
system for persons under 21 years of age, and urges you to support it. Statistics show that traffic crashes 
are the number one cause of death for youth nationwide. In Alaska, teenagers are 6.2 percent of the 
drivers, yet they cause almost 13 percent the total traffic crashes in the state. This bill is an injury 
prevention effort which supports safe driving practices by allowing young drivers to leam to drive over 
a period of time with restrictions, limiting poor driving practices by suspending a liecmr for cxcessi' .: 
point accumulation, and will save lives by keeping unsafe, teen drivers off the roads and highways.

C.S. for House Bill No. 204, known as the "zero tolerance" act, is also supported by the Council, and we 
urge your vote in support of this legislation. This bill strengthens existing laws and provides that the 
offender satisfy requirements of an alcohol safety action program either in the community or approved 
by the Department of Health and Social Services, thus ensuring that the offender receives training and 
education to deter the likelihood of committing the same offense.

I suggest you contact Mark Johnson, Chief of the Community Health and Emergency Medical Services 
Section, in the Department of Health and Social Services, for more information on these important issues.

Sincerely,

John Hall, M.D. 
Chairman
Alaska Council on EMS

cc: Karen Perdue, DHSS Commissioner
Peter M. Nakamura, MD, MPH, DPH Director


