
-----------

ALASKA LEGISLATURE 1502
HOUSE and SEI’ATE FINANCE COMMITTEE FILES. 1995-1996



I

ii- ;•!. r  y.<t\
• • v,i.. , n sioupcr-:?

I it.' r  i . . I I  c . < : i , •

' vi / i i  i i f T  C£Sl.':i? [ , ° T  t(}fj

; . * . i:r >:i!< firivg.?
i : . •» . . ..m j x  k j v E R

' “ W H  u v e h
■ .1 • ' : - . ‘i .m i a  i--i v r  r

7-!,. 1 i M i * .  ruhp 
■ ‘j f . j ' "  • r i v : : r

i.v f-rv r.R’ j  > ■ • f. n,f r?fi;j'n
7- . \* •,.••• . n v r n

• < v tv ::u
1 ■ i . . 1 • i , i , (  p- » n r  o

• 'i* ’ :
• -v i- iv ::,.1

J . r i • • •: : x ? I VKtf
t 1I • ' . '•?*.' • •>.( ;• r mk r
1 . :v  i . >> • '• f . - f  ’ /•< RtVKP

•j •• i r- f VF R
* , ,i • *. * •/«'). .» * • • 1 .' •r !J*< :i CVER
J . i • -T 7 * J*' I • \\ •>' * • ; U‘Y.: :j.< RIVER

• 1 • * T*i"> I •
* " M» }  * .* ') ’) * i • I T / ' rj*< RtVER

1 /  1 J * # . ’> i<) . i *. !*•?«• iy !•’ J VfT 3
1 i • . • I . ..*33 . .* .• - " , % IVKW
1 i ». # . •. • ; i i  y .m i ;,- r- J VI R

# . ‘j "> I . .* j  : J • i-’.-M \* i vj:»
1 1 1

| ---------- -

■ **//;.. . 
» , ■

* tn,  i ,
• ••

i r v r t j

i IV I
1 • • . ‘ • V < r t v i : ;
• l • - •, « " • ».* : i n

• t » r » t • 4 . . i ) ; • ; I •• • •* 1 * I « H
• . • ■*•1 f .1 '

1 • ? * V , .  • . . t ’ • •! I . : m ) t n r
'  IABLC

.1 M ,'iL-l E
J • i ^ --- 1 I f !  1r .m r .
1 • 1 1 • ••. »•: IMY
• , • * ,V ‘ '_„ t . . V* » ; i , 11. :;.t
I • «■ ■ ■ ■ t. , >. M ‘> • r ;  • o r :»AY
1 I

• • • r f  r HAY
1 — ,., « — . ' • .  . o  > i* ,i ’IK v i v : ; h

• • i » • . . . • *. 1. 11 • V I . ^ I VI: If». • » • s.) ; ; a ■ : ; : i v «>AY
f A4 I | * A • . *r* M l ' . . KLK RIVFR

«I t *
'*• » 1

* 1 4 • A* 1 •
•«* 1 1 •

I* • »• i ; i > : HAY
. 1 \ t* ) . \ OiT ic HAY

1 I 1
• , f 1>I f A OLE

' •  m M ' ■•ARIIK P » ' . T R



I t. I
i i ; :

i :
i i.

.• i. 
11

I !.

.  ‘ I
, : •
.  i i
• t • •, 11
- f i

• • i.
• 11

• t

i .
AI i.

11

‘ i j  i , . 

  * •

u~
“ rfc—:—

•  •

— ft r - r

'tfit-rr—
-f? M

i I
i l l .

.1 • !• V •>

■ , I • -1 ‘
" ' | f f  1 • Pf' f*'

M-i f f  B E S C 3  r i 1 1 t i ' . l  

. V  ■> J I T  t Z G l )  P P O Z i ' . t n
i > r  » .' i-i 0  L t

: i •M.'L l
IM JL .C

1 1 A i a i - i .:
' • )  < i\{\ 1

J ) * ; : i
•.*.0 , • !•*.'■ :•):■ HAY
.  ̂n, , • i ■ • ,**r • IAV. " J  .* * i •• V 1 . 1. •. • f ( t

1 * t J • 1 1 ■ l i t BAY
• • 1 ; *i i l l . ! ■ t«Y

. , ■ ; y. '■> •J j ! •' ' 1 .•
• ( ■ . • . • * ! :  i - r

. < • J •; :• »_■ HAY

.
1. *-

; 1 ?
• • 1 1
» A \

• « 1 • i . . :.V«.
: • i. R.'.'i

• • > . i . t l :u ,  i
1 * » i B A Y
. * ,• 0 •>:> B A Y

» '# « i' . j - HAY
.»1 o • * 3 A A I

. ‘ j ' i J *.* * •• •« . • *.< J : HAY
t » . ♦ %v  ) * *. I*;*t • * • . i f  A Y

, S t i h :y y . •' • * BA Y
**• !• -• *» * •* i .•* : ' l  «)K BA Y
.» • i • r  » • • • 1 - r 4 '

. . > ;* t . :  • • :>A i
. . : • . . -  ( ! . .  i : I ' A .

» 1 » • • •* 1 1
I • • I,- it* 11

r j • : " A Y
9 •' 1 • •! t •• HAY

• • i » • * i • 'A V
• • HAY

t V . . • '  J • j B A Y
. 3 *. v •• 1 1 I - I ' a i  Yz DAY
. < i  P « i i i i m :*!-: B A Y
• % i i *.*m  : r j ” MAY

• ■ j . ; '  r  • BA Y
/  . . «.* 0 »* 4• , - . . I ; j .- B A Y
• •-* 94 • . .1 f 1 t ; : ■::!
. t>  t • • U •• i r '  : f . ; 3 .  V i ’
, :%/> :> 3 r M  : »> : BA Y
. V j *J • w V« *# 1*1* r P u ; i M - 3 l D A Y
, 5 0 1 . 0  3 ; n f .* *. r :* c k B A Y
• -JO i • • f . ; iA»



r> :»

Ir j r •
c f V I  C t
lr- 0 -  .' .
L3 ' J
. J \ t

f l J t 1 r • I
1 1 ( I  t » I 1
t . c - r * C 'I
* ; c > » 1r 1 r * s / V 1

c-i
• t • *

/  ? * ‘* t j ? ! / ; ? ■ * -• f i / . • * } J  .  » • « ; « • J » • . ?■> *J ? • r . i 12
*A ■ .** • /  w L I r j i t " *-* L*> L “. c. i •_ . 1  * ' d  *. r."  tA r*j ;, 1 M  «  *M C r» LI

> r> J .  c - L I r/. C} L*. C i *«*• C ' . f , ■ # * ' •.* *. V  d  *. ' .r  r.r, L n f r. 'Jl r.*! *.'*• fj*. C/i— v I :  C n : h : ^2 . .  V x . .* ■ .  j  .4 \  *u ; •  .v *«.
* *■ r*. f - o **• • -  L  * * • • *** •U i -  • — • -

1 X j — 9 • »• • J.i f.i «« • «i . • —• « • • % • • % • • 4
o • • w . . c* L I a. ** •» ̂ •m * J •t - #c. r j «• C' tr ••* w 6s _  1 J« i O o C w L* v < i . ^  V• • • • • • • ■ • • * • «c* f . r . Lr’ c • •r* o V o r . »,i V- r ^» u r .  » jc . f . u ' o r# - j

r .l

r>r/

v> it :- c*
*1* ^ c*

j  f . .. r: ...o  *  ̂» c

.* *C> c '>• -- o  ^

O  o  F

d r s c d c C d d d C i d F d
— T ~  X yr rr "3? *r *JC T* 7J ■y r : *> -r* 7* — y 7̂ 2cL ? 7 •r; y ■x y — *v r T T — --- 2 d y d
c r z X  — C c z d >— “ o d d d .77 d c d d d d d • • d < d d d w w 0 ~ *w. d d d r j d r— .a
X X C  X o • n X * o — “• j •;» * — ! - H -1 — < — • ••- X X 7 ; — — t - H j d * v —1 y y — t

•-> —  ; > V - • 'L* -> > L> 7 * T» *.* 3 > .» 12> I > 1>
>* X 1 -  X n ^3 >1 71 r 2? X 71 »— X O X —* W- — » •—< *-< w X 77 T f  ̂ • *— — « *— _ 77 X ! s*-' — •—* r-i — ■
c d e  c r~ C c d «n d d d 2 ->■ d d — d d 2: XT 2: “V* f— — d d d '22 • > d • d r— T-' z -> d
•̂ - X t-* X X X X "X A, ' v̂ x A A A A A A A A A A A A A

— —> —1 — —1 — — 9 — » — » — —t — t — — > - 9
X X c 3? #3 7 7 >0 7 ? X X x X 2> 2> X X X X y Zs X* i > 3 > X X X . y X 7? ! > 7> I ' 2. Z> I V X X X y I > r» I > 2* j >
— — ^  *—■ »—• r-« M H H X 2 »—i H »—• CO X •“0 X C T X •—\ r-f H H Cl d d a d r—. *-» U -i 2 r—• d d C l
c c - <  c c c C C C c c < r C c r - • c d C r r - r F r F c - c c d c d j— F 1 F 1 r* c - c v Z <Z • F r F t
r n m 1 • • m r*'» m •T i m r** n n n rri • •» T ! n n F i n  n  n  f .  r n  f , n m m F F . m »* t n F i F . t • 1 F • * • m r ji n r p1 • F t • * *
X X X X X X X X X X X X X X X X X X X X X X X X X X X X

♦ 
.

I-  O i i 
( 
i

M
fJl

 
J 

gJ
 

fcO
SG

C;
 

U
N

r;
 

3C
C 

i 
n

:i.
i:i

*'
 

KM
 

'* 
j 

:' 
i' 

:iG
W

flK
 

a 
"11

 
-j 

21 
cl 

A 
i

JlW
f' 

i-v
il. 

I*.
M1

 n
iX

M
Vr

l 
IK

'-’
I.-

CU
IN

I 
n

tJ



i . -
i * . • . • ;  ;  • ■> '7

m  ; Ti l
r r  f . i " r

i

i l.jr»
: n .v  sw n

.•■n-'H'-i ‘.'mi-:

* j

. * i
.’•i i. 
* 1 1 

11

i i :
. I !

-•»
< i • 

i i.

, O 
11

. . c

**r

-< IV

1 •» . * * 

f b —-* t

k L .* ' 
J V  J

1  ̂ ' ** 
I r V .  , . 0 '»*.

io :>  
I T ') . i.v.0 

. ) . •> ■ > 
rv V • . ’• • !■ 
•;6 >. j  1:) 
v  ’ . coo 
? v  i . >:)•) 

*• • . .
•: •. . O ')
*Y / 1 . 0 0 ' . .

‘ 0 0 .  . 'TO

> >, >?■> 
; .■? .  .• •;

. O ' )  
.• >. ui.<. 

. O ' ) .
1*1.  1.1. 0 

.*. * > » o
' i 0 I . 0 0 0  

I ’ * -.* )

T i •:
i: e r f> i <l>: r i :  may  
i • i : j .um oh : d a y
i t  iT i JM U O r  MAY
.•;» ; :•!'! ! ‘0»: h a y
.1- I. : -3 r BAY
.*-» , Pi 'OK iJ. 'Y

. M . l J M j y  MAY
i •) , m i £ m a y

; i.hi:: 13 h a y
. i i ! OK i.Ym

i i a h . m : b a y

. i ' l ' P I .O I "  MAY
' • :

< i •:* h a y

. 3 ; > !  ).- MAY
:? • i r : o k  ; 'A V

.■ o i m i c c m :- m a y

.• i . : ■>: h a y

r  u . m a y
;•;) r .  h a yrr : L» . I .M r MAY
. • h a y  
1 * : may
• T ' M !!0F  AY

! r  : ! - : o ; :  j,: m a y

.-•I V ' P K O K  HAY
i.i ,
f  }M FA O LE  

*•. | i - T  TIiO.iGQM 
i ' i  . !  KiVrl’M

. .* i i t : •i.-.'.ION
1 • ii i • • I I I  i: O . r - t  n

4 • • “ # • • i n  r  ) : : A*iSON
• • • -►* •; I ' M  r: i.’M: r ;<

if..*"/ * I : . ' , r  i . i  •) (• • r - r v 1 M
i J }  ; .  > )  0 : i ■ : ; ri - ? i ' ;
• 7 1 ; » ?  i ; u »’ ii r -1 VEK

V* .  . . 0 0

. o r . : . ,  n o . '
. 0 0 0

I . •! j i j . t.0*»
’ . ’ . „*»o

• . J  '/ . t

• .  .»# f »\ i*1.

t

i

» f
.*a

; t

, • •!:(?»: hay 
i jr i i a o n : 

‘ A Y

i . 0 . 1 ) “  BAY 
P S  O S -  0 )  /  

f M.iOM ).-  HA i 
i i ' . i ’OK .<AY 
r -.iprOT MAY 

•t’ K C K  DAY 
l S J tV U *  BAY



•«•

■ i r at . . D / 1 3 / ; s
• iv ' : 1 I i 3 / ; 0 3 , 6

...VI | » 1 L I. fc\
1 !•’ ~ r i ' i : f: IL E NUMBER J a ' i

' I 111»• I- • • *. 1, J J i'i . j 1!
1:1 . u . CHvvT >k^

J , 11 -3 4 *3 4 -

: j - i.L
• i ..r,L
j • LI.
t. J • i. 35 4 ) I

. i M l .
j ACL 63  V? 7 7

.j. AD .
i .' 1. *.:• i i
i ’••J. ,v . j •
1 . i •
; ' 1 i r»-*% i i*4 • •• v» % «•i ACL 2 t '  :? i IV

: i .>r: I. : u v r o )
i .* CL 320-; 1 . .

.  i .Mil. >.*
i i ' Ci- 22 4 I j

.1 MA. J24-..VV
i ft L1. 22-4.4. ) 4

■j A 01. 35A 302
i A CL 2 5 /j /•./ .

: i •M 1. 3 5 6 0 0 1
I . CL 2 5 6* j  *; _»

1 A Cl

> f •£ CK ALASKA 
JCTr'M OT . . ."ESOURCES

i AK I 1C LI A T I ON UN t r
ACRES CODE UNIT DESCRIPTION

, -169 . j OO P3 PMJDIIOE BAY
2 .5 *4 0 .0 0 0 C l CUCK ISLAND
1 ,0 0 0 .0 0 0 l i •DLCX [CLP NO
1 ,5  •.*0.000 f  P 1 H U .-: Dr IJAV
..’ ,4 5 ? .  000 P3 ORIJPi-JOh. :!AY
1 .060  . 000 C I CIjLK is l a n d  

Nl j r  IN TABLE
;.t *> .c o o i>* T NORTH T F A C Ifn

J .2 2 6  . 000 i t •fuRTM COOK Iisl
2 20  .0 0 0 r-C N [COLA 1 TPtEK

K ^ KAVTK
l*A I* AO IK
-<.4 'AV [ K
1 11 .• 1-1 i |{

* .  io:> 1 i: LENA I RIVER
1 .2 2 0  .'..00 MP M IN E  POINT 

•vOI IN TABLE
3 5 .6 7 0 6 f B Tl PL INO 

NOT JN TA3LE
I 2 0 . (.00 PE PLNA I PJVER

? 7 .3 9 3 3T •IT : PL TNG
f Of J f! TABLE
MOT TN TABLE
irOT IN 1 ABLE
NOT TN TABLE
M4 I IN I ABLE
no r IN TAELE

:) i ,v *vuCF CP 'PILE I.ir .*.<. * * Jsfij' ;■ ' :*tV«C i
<• t E P i rn

-  <1 
I j



IN THE MATTER OF THE APPLICATION 
FOR DISCOVERY ROYALTY BY THE UNION 
OIL COMPANY Cr? CALIFORNIA AND 
MARATHON OIL COMPANY (ADL 17594)

State of Alaska
Department of Natural Resources

\
OPINION IN SUPPORT OF DECISION 

This decision concerns the application made by the 

Union Oil Company of California and Marathon Oil Company, co­

lessees of scace oil and gas lease ADL 1759A, for discovery well 

certification of the Grayling No. 1-A well. On January 19, 1982,
i

I issued a written decision confirming my November 13, 1981,

determination which granted the application. This opinion 

contains my findings and conclusions which support the discovery 

royalty award to Union and Marathon.

In order to provide a context for the issues addressed 

by this decision, a chronological review of all pertinent events 

also will be presented. This review covers (1) the geologic 

evolution of Cook Inlet and the formation of the features which 

produced the hydrocarbons at issue, (2) antecedent federal laws 

and regulations concerning discovery royalties and geologic 

structures, (3) the laws and programs adopted by Alaska at 

statehood, (A) the leasing and development of Cook Inlet for oil 

and gas purposes, and (5) the sequence of discovery royalty 

applications and awards considered under the state discovery

j i i o i v i .

ALASKA  DEPARTMENT OF NATURAL R ESO U R C E S
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royalty program. Finally, this decision will evaluate the 

Union-Marathon application and the issues pertaining to it.

I. INTRODUCTION.

On May 9, 1965, Union Oil Company of California and its 

partner, Marathon Oil Company ("Union-Marathon"), commenced a 

well, Trading Bay No. 1, in Cook Inlet on state lease ADL 18731. 

This well was plugged and abandoned the same day because the 

surface casing being set in the well parted. On May 10, Union

commenced the Trading Bay No. 1-A well from the same location.%
At the time, the State of Alaska had an incentive program in the 

form of a discovery royalty to encourage oil and gas development 

in the scace. A discovery royalty reduced the normal 12.5Z 

royalty race to 57. for ten years from the dace of "discovery" for 

all production from the lease where a lessee had made the first 

discovery of commercial hydrocarbons on a new geologic structure. 

Sec. 18, Ch. 30, SLA 1964.— 1̂ Union-Marathon's Trading Bay No. 

1-A well encouncered commercial quantities of oil in what became 

known as the Trading Bay Field. They were awarded a discovery

*/ The applicajle law at the time was AS 38. 05. 180(a). The 
relevant provisions of this law were first enacted as 
subsection 7, section 3, article VIII, chapter 169, SLA 
1959, whicn was amended by section 18, chapter 30, SLA 1964.
Legislative amendment in 1967  curr.n.ilpd Che discovery
royalcy program, which was a W C T s h e d  in 1969. 1967 Alaska
Sess. L., ch. 91, $ 2; 1969 Alaska Sess. L . , ch. 65, J 1.

- 2 -
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royalty for this Lease by the Department of Natural Resources 

("department") on August 27, 1965.

Union-Marathon, after further defining their Trading 

Bay discovery with two additional wells, moved their drilling
I

barge approximately five miles south and commenced the Grayling 

No. 1 well on September 2, 1965. This well, too, was plugged and 

abandoned as a result of mechanical problems. The Grayling No. 

1-A well was commenced immediately. Again, Union-Marathon found 

commercial quantities of hydrocarbons in what was to become known 

as the McArthur River Field. They filed an application for 

discovery royalty with the department on November 15, 1965, for 

state lease ADL 17594, which is adjacent to state lease ADL 

18731.

It is at this point that the controversy giving rise to

this decision began. Under the law, only one discovery royalty

could be issued on any H£H__geologic structure found__£o— contain

commercial hydrocarbons. 11 AAC 83.215(1) (repealed November 9, 

* /
1979).—  The dispute has centered around whether the Trading Bay 

and McArthur River fields are separate geologic structures, which 

would permit discovery royalty certification of both the Trading 

Bay No. L-A and Grayling No. L-A wells, or are both part of a 

single dominant geologic structure, in which case approval of

* /  F o r m e r l y  1 1  A A C  5 0 5 . 7 4 5 ( a ) .

-3-
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Union-Marathon's application on the Grayling No. 1-A well would 

not be permissible.

On January 26, 1966, the department issued a decision

denying the Union-Marathon discovery royalty application for the 

Grayling No. 1-A well on the ground that insufficient information 

existed to determine that the Trading Bay and McArthur features 

were not part of a single structure. Specifically, department 

geologists were concerned that shallow productive sands .ight 

continuously overlap the larger Hemlock reservoirs on both 

features, even though the Hemlock zones appeared to be separated 

by a major fault system and displaced by more than 3,000 feet.

Although the scant geologic data at the time prevented

a definitive conclusion on the overlap questions, discovery

royalty regulations required that information in support of an

application be filed within 90 days after the well had been

tested for commercial quantities (which had taken place from

November 6-o, 1965). 11 AAC 33.210(c) (repealed November 9,

* /
1979).- The denial was based on the information submitted 

within that 90-day time frame.

On February 1A , 1966, Union-Marathon petitioned the

department fc reconsideration and interpretation of its decision

-A-
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y

of January 26, 1966, denying che Grayling Clo. 1-A discovery

royalty application. Their petition was made at least partially 

in response _to encouragement from members of the department. 

Because of disagreement within the department over procedural and 

substantive questions relating to discovery royalties, no reply
I

was given until October 31, 1968, at which point the commissioner 

granted Union-Marathon 60 days in which to submit more informa­

tion. On December 30, 1968, Union-Marathon filed additional

geologic information developed during the period since January 

1966 and requested that the matter be set for hearing. On 

February 26,. 1970, then natural resources commissioner Kelly 

established a hearing date of April 17, 1970, but notified

Union-Marathon that only the information filed or developed 

within the original 90-day period would be considered. At che 

hearing, Union-Marathon submitted more new geologic information, 

and thereafter sent the commissioner a letter stating why he 

should consider the evidence acquired after the original 90-day 

period had expired. On October 7, 1970, Commissioner Kelly

issued a decision denying Union-Marathon's application for che 

discovery royalty based on the evidence submitted within che 

90-day period.

Union-Marathon then sought review in the superior 

court, which remanded the matter to the commissioner for a new 

decision, including a statement of the basis for che decision. 

On February 17, 1972, che commissioner reaffirmed his earlier

- 5 -
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decision on che basis chac insufficient information was submitted 

within che 90-day period to determine whether or not there were 

two separace'scruccures. Union-Marathon again sought reviev; in 

superior court. The court dismissed che appeal on grounds of 

lack of jurisdiction. Union-Marathon then appealed to che 

supreme court which reversed on che jurisdictional issue and

remanded che case for further consideration. Union Oil Co. of 

Cal. v. State Dept, of Nat. Resources, 526 P.2d 1357 (Alaska

1974) . On remand the superior court concluded that che commis­

sioner of natural resources could not legally consider the

after-acquired evidence and that the original decision was

sustainable on the basis of che evidence submitted within the 

90-day period. From that decision, entered July 31, 1975,

Union-Marathon again appealed to che supreme court.

In its decision, dated February 10, 1978, the Alaska

supreme court remanded certain questions relacing to this appli­

cation to the commissioner of natural resources, for determina­

tion. Union Oil Co. of Cal. v. State, 574 P.2d 1266 (Alaska 

1978). The threshold question was whether che 90-day limit of

11 AAC 505.744 (recodified as 11 AAC 33.210(c) (repealed November 

9, 1979)) on submitting data regarding geologic structure was

unreasonable as applied to Union and Marathon. If so, the 

commissioner was ordered to receive additional evidence regarding 

geologic structure and to rule on che application on the basis of 

all che data submitted.

- 6 -
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In compliance with che supreme court's order, I first 

determined that the 90-day Limitation, as applied to the appli-

* "r* /
cants in this" case, was unreasonable.- Thereafter, I received 

additional evidence concerning che issue of whether the Grayling 

1-A well was the first discovery of oil or gas in a new geologicI
structure.

With che goal in mind of sustaining Commissioner

Kelly's decision, several officials of the Alaska Department of

Law (including then deputy attorney general Wilson L. Condon and 

then assistant attorneys general Susan A. Burke and Jeffrey B. 

LowenfeIs) undertook an extensive effort to gather evidence which 

would challenge che validity of Union's and Marathon's claims.

As part of this effort, they traveled extensively throughout che 

United States and conducted numerous interviews with federal

officials employed by che United States Department of the Interior, 

including che United States Ceologic Survey ("USGS"), who were 

intimately familiar with implementation of che federal discovery 

royalcy program and che concept of a "known geologic structure of 

a producing oil and gas field" ("KGS"). Interviews were conducted

with Interior official in Washington, D. C. , and USGS officials 

in Langley, Virginia; Casper, Wyoming; Denver, Colorado; and Los 

Angeles, California. Among chose federal officials interviewed 

was Emmect A. Finley, former chief of the Minerals Classification

*  /  S e e  P a r c  V I  o f  t h i s  o p i n i o n .
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Branch of USGS and auchor of USGS Circular 419, which purported 

to codify USGS practice in administering the KGS system. Inter­

views were also conducted within Alaska with state officials from 

the departments of Revenue and Natural Resources who were familiar 

with the state's discovery royalty program.

The Department of Law also compiled a glossary of all 

geologic terms relevant to the definition of the term "geologic 

structure" and prepared a comprehensive documentary history, in 

seven volumes, describing che development and administration of 

the discovery royalty provision of AS 38.05.180(a). Volume I 

(entitled "Summary of Documents") is a summary of their findings; 

It discusses certain federal oil and gas leasing practices (sum­

marized in Section III of this opinion); describes the evolution 

of che Alaska Land Act and che Alaska oil and gas lease form 

(summarized in Section IV of this opinion); and traces the 

history of early oil and gas discoveries in che Cook Inlec 

region, the development of regulations governing discovery 

royalties, and the administration of chose provisions wich 

respect to applications for discovery awards on state leases in 

the Cook Inlec region (summarized in Section V of this opinion). 

Volume II describes che territorial and scace administrative 

organization for che oil and gas from 1958 to 1970 (Appendix A), 

the evolution of che oil and gas lease form (Appendix B), and oil 

and gas development in the Cook Inlec region (Appendix C) and 

contains copies of che relevant affidavics (Appendix D) . Volumes
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Ill - VII are an extensive compilation of che correspondence and 

ocher documents which are summarized in Volume I.

Beginning March 13, 1980, I held a hearing to enable

the applicants to submit additional evidence in support of theirl
application. In preparation for that hearing, I had reviev/ed the 

following materials:

1. the Summary of Documents and appendices;

2. che documents referred to in che summary;

3. a videotape of a deposition of Emmett A. Finley

and che exhibits submitted at chat deposition;

4. che maps submitted in support of the applications 

for discovery certification of Union-Marathon's Trading Bay State 

No. 1-A well, Union-Marathon1s Kuscatan Mo. 1 -and 1-A wells, 

Atlancic Richfield's West Foreland Unit No. 3 well, Texaco's 

Trading 3ay Mo. I and 1-A wells, and che Grayling No. 1 and 1-A 

wells;

5. information submitted in support of che applica­

tion for discovery well certification of Atlancic Richfield's 

Trading Bay State No. 1 well, including: che baroid mud log and

dual induction latcroiog submitted with the affidavit of

aOC
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escablishmenc of prioricy as co time and dace on June 7, 1367; 

che materials submitted co che Oil and Gas Conservacior. Committee 

on September"- 27, 1967, co escablish a separace geologic struc-

cure, including an evaluaricn of che mechanical logs (Exhibit 1), 

a scructtire concour map (Exhibic 2), a scruccural cross seccion 

-- A-A^ (Exhibic 3) , completion information drafced on an ele'c- 

cric log (Enclosure 1), and a core analysis -- cores 1-10 (Enclo­

sure 2); addicional informacion supporting che applicacion 

transmitted on December 30, 1968, including a scruccure concour 

map (Exhibic 1), an ease-west cross seccion -- A -A1 (Exhibic 2), 

and an east-west cross seccicn -- E-5~ (Exhibic 3); and exhibics 

presenced ac che hearing before che commissioner of nacural 

resources on April 16, 1970, including a scruccural concour map 

of che Hemlock formacion in che Trading Bay and North Trading Bay 

fields (Exhibic 1) and a scruccural concour map of che Hemlock 

formacion showing producing crends in che Cook Inlec Basin 

(Exhibic 2);

o. all materials submicced by Union-Marathon chrough 

March 13, 1980, including che "blue box" and accompanying

geologic reporcs; che light blue folders submicced ac che 

April 17, 1970, nearing; and Volume III of che green folders,

daced Sepcember 23, 1979, including che redrawn maps which were 

subnicced ljcer; and

7. all available informacion from “Union-Marachon's 

Tradin*. Bay Scace Mo. 2 and No. 3 wells which were drilled in che
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Lace summer of 1965 and Union-Marachon' s A-20 welL drilled from 

cheir Monopod Platform on July 24, 1977.

Also in preparacion for che hearing, I incerviewed Tom 

Marshall, a pecroleum geologise formerly employed by che scaceI
Oil and Gas Conservacion Coramiccee, regarding scace adminiscra- 

cive praccices relacing co discovery royalcy applicacions and his 

underscanding of Cook Inlec geology; William Van Alen, a pecroleum 

geologise from che Alaska Oil and Gas Conservacion Commission, on 

che scruccural hiscory of che Trading Bay area; and William Van 

Dyke, a reservoir engineer employed by che division of minerals 

and energy managemenc, regarding his incerprecacion of che well 

daca in scace files and Union-Marachon' s incerprecacion of chac 

daca as depicCed in cheir exhibits.

Ac che hearing cescimony was given by Thomas Wilson, 

J r . , who worked as a geologise for Marachon Oil Company and had 

parcicipaced in joinc Union-Marachon exploratory work in che Cook 

Inlec area since 1958 (he discussed che results of Marachon's 

exploratory and drilling work in che Trading Bay and McArthur 

River fieLds from 1959 through 1965); Richard A. Lyon, who worked 

as che Alaska District Exploration Manager for che Union Oil 

Company from L963 through 1966 (he gave his perceptions of 

Alaska's discovery royaLcy program and its impact on Union's 

early exploration efforts in Alaska); Roberc C. Warchen, who 

worked as a geologise for Union Oil Company “(he presented a

-11-
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compilation of all geologic information collected in the area by 

Union and Marachon co dace, including updaced geologic inrorma- 

cion noc previously submicced to che scace); Kenneth Zerda, a 

reservoir engineer for Union Oil Company (he compared che reser­

voir characteristics of che McArchur River and Trading Bay 

fields); Gerould H. Smich, a geochemisc employed by Union (he 

compared che geochemical characteristics of the oil found at 

Trading Bay wich che oil found ac McArchur River); Ed Hall, a 

geoLogisc from Union (he presented maps he had prepared based on 

examples of KGSs he had collected from several USGS offices); 

Charles M. Schwartz, a geologise in charge of Union's exploration 

and production activities in Alaska (he compared the physical 

characceriscics of che cwo fields and hypothesized regarding che 

scruccural growth of these areas); and Joseph David "Red" Cerkel, 

Jr. , a retired geologist who had served as chief of che Minerals 

Classification Branch of the USGS. Tom Cook, then director of 

che division of minerals and energy management; K. Daniel Hinkle, 

Marachon Oil Company's attorney; and Arden Page and John Sedwick, 

Union Oil Company's attorneys, also attended che hearing.

On April 23, L9PL, I cook testimony from William Van 

Alen, who gave a presentation on che geologic history of che Cook 

Inlec sedimentary basin and formacion of che ancestral Trading 

Bay anticline (summarized in Parc II of this opinion) and Thomas 

R. Marshall, who discussed the application of the Greater Trading 

Bay Structure concept co the award of discovery-royalties by chc

-12-
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Oil and Gas Conservacion Committee. Also presenc *.;ere Assiscanc 

Atccrr.ey General Michael E. Arruda, Mr. Page, and Mr. Seawick.

As a resulc of che efforcs of che Department of Law and

Union-Marachon, examination of che issues in chis case was1
extremely chorough. For che reasons sec forch in my decision, 

however, I determined chac chis maccer should be resolved in 

favor of che applicancs.

More specifically, I decermined chac chere is suffi- 

cienc subsurface information co determine chac che McArchur River 

feature, on which che Grayling 1-A well is locaced, is not 

overlapped by che previously certified Trading Bay feature and, 

furthermore, is a separace geologic structure within che meaning 

of chen applicable 11 AAC S3.200 and 11 AAC 33.205(2) (repealed

i t  /
November 9, 1979).—  On chis basis, che application for 

discovery well cercificacion of che Grayling 1-A well was 

granted.

II. GEOLOGIC EVOLUTION OF THE COOK INLET SEDIMENTARY BASIN AND 

THE TRADING BAY AMD MCARTHUR GEOLOGIC FEATURES.

The Trading Bay and McArchur River geologic features 

which are che subject of chis case are located within the Cook 

Inlet sedimentary basin, a major oil and gas province.

*/ Formerly 11 AAC 505.1U and 11 AAC 505.7£l(b7", respectively.
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PAGES 1 3 - 2 2  ARE AVAILABLE FROM KEN BOYD, DNR/DO&G. THESE 
PAGES CONTAIN GEOLOGIC INFORMATION FROM THE EARLY 
JURASSIC PERIOD TO THE PLEISTOCENE PERIOD.

A SUMMARY OF THESE PAGES IS ON PAGE 2 3 . WHICH FOLLOWS THIS 
PAGE.



I I .  S u m m a r y

In summary, che Cook Inlec Basin as we knew it noday 

began wich che deposicion of volcaniclascic materials (che 

Talkeecna formacion) nearly 200 million years ago. Approximately 

175 million years ago, sedicencs and organic naccer were deposiced 

in che Tuxedni Croup, which became che source rock for nose of 

che hydrocarbons in Cook Inlec. Over che succeeding 100 million 

years, addirional coarse macerials were deposiced in che area 

which experienced che alcerr.acing uplifc and subsidence, moun- 

cainous formation and folding conducive co generating che laceral 

and vertical compression and geochermal heac required for che 

formacion of pecroleum hydrocarbons in che Tuxedni source rock. 

Ac or slightly before che beginning of Terciary cime (65 million 

years ago) and thereafter, che area experienced (1) dovmwarping 

of che Cook Inlec trough exposing che westward and eastward ends 

of the Tuxedni source rock and forcing che migration of oil 

upwards; (2) che creacion of che presenc day Alaska, Chugach and 

Kenai mountain ranges, creating a further deposicional environ­

ment in Cook Inlec beginning wich the Larimide revolution; (3) 

deposition of sedimentary materials cor.scicucing che Wesc 

Foreland formation and che Kenai group, :hich became che reser­

voir rock formations receiving upv/ard migrating oil from che 

exposed Tuxedni source rock; ((i)generaL easc-wesc folding of

- 2 3 -
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on a new geologic structure. Ueicher che concepc of a discovery 

royalcy nor of using che cerm "geologic scruccure" for oil and 

gas regulacory purposes was wichouc preceder.c. The cerm "KGS" 

had been used by che USGS since 1920 co determine whecher land 

would be leased competitively or noncompecicively for oil and gas 

purposes. From 1937 co 1958, che cerm "geologic scruccure" was 

used for purposes of establishing reduced royalties on 

noncompetitive leases under regulations implementing che Alaska 

Oil Proviso of che Federal Mineral Leasing Act of 1920. — 

Therefore, che use by federal officials of che cerm "geologic 

scruccure" and che federal discovery royalcy provide some 

background for incerprecacion of the provisions of Alaska law 

contested in chis case.

*/ A discovery incentive program was initiated by che
federal government in 1942 co encourage pecroleum 
discoveries in che interest of national defense. This 
program, authorised by che so-called O'Mahoney Amendmenc co 
che Mineral Leasing Act on December 24, 1942, Pub. L. No. 
832, Scat. 1080 (1942), placed a 12^ percenc ceiling on
royalcy races for discoveries of a "new oil or gas field or 
deposit." The amendmenc had che effect of reducing 
royalties on oil and gas production. The federal program) 
was, in many ways, much easier co administer chan che \ 
state's "new geologic scruccure" program because Ic was, 
adminiscereo in a way chac looked only co whecher aj 
discovery was made in a new "deposit." See Appendix 1. The- 
concepc of a seoaracc field or’ <ieposic l s  much more easily 
defined chan che concepc of a separate geologic scruccure. 
The United Scaccs Department of che Incerior nStfeT’ adopced 
specificacions to adminisccr chis program uncil ic was 
furcher amended in 1946. The six diagrams in Appendix 1 of 
chis decision encicied "Possible Incerprccacions Under Acc 
of December 24, 1942," clearly illustrate how che program
was in face administered. “

,.*t- IJW d U 'j
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In summary, che Cook Inlec 3asin as we knew ic codav * /
began wich che deposition of volcaniclascic materials (che 

Talkeecna formacion) nearly 200 million years ago. Approximately 

175 million years ago. sediments and organic matter were deposiced 

in che Tuxedni Group, which became che source rock for mosc of 

che hydrocarbons in Cook Inlec. Over che succeeding 100 million 

years, addicional coarse materials were deposiced in che area 

which experienced che alcerr.acing uplift and subsidence, moun­

tainous formation and folding conducive co generating che laceral 

and vercical compression and geochermal heat required for che 

formacion of pecroleum hydrocarbons in che Tuxedni source rock. 

Ac or slighcly before che beginning of Terciary cime (65 million 

years ago) and chereafcer, che area experienced (1) dovmwarping 

of che Cook Inlec crough exposing che westward and eastward ends 

of the Tuxedni source rock and forcing che migration of oil 

upwards; (2) che creation of che present day Alaska, Chugach and 

Kenai mountain ranges, creating a further depcsicior.al environ­

ment in Cook Inlec beginning wich che Larimide revolution; (3) 

deposition of sedimentary materials cor.scicucing che West 

Foreland formacion and che Kenai group, which became che reser­

voir rock formations receiving upv/ara migrating oil from che 

exposed Tuxedni source rock; (Mgeneral east-west folding of

M .  S u m m a r y

-23-
* .OL 1 3** I a 0 3



scracigraphic layers in che Cook Inlec Basin caused by moun­

tain formacion and che underchruscing of che North Pacific 

Oceanic Place, initially establishing norrh-souch anciclines 

which became entrapping mechanisms for hydrocarbons and, through 

furcher foldings, steepening che flanks of chose anciclines 

(including Trading Bay) co che poinc chac reverse faulting 

ocr rred; (5 )  che counterclockwise rotational movemenc of che 

Alaskan (North American) Concinencal Place and subjacent 

chruscing of che Norch Pacific Oceanic Place causing righc- 

laceral scrike-slip faulting along major regional faulcs (for 

example, che Cascle Mountain faulc) and similar movements along 

subordinate faulcs (for example, che Bruin Bay and Trading Bay 

faulcs). The last of chese forces caused che upper portion of 

whac was once a single Trading Bay anticline co migrate eastward 

approximaceLy chree and one-half miles. Therefore, chrough che 

composite accion of folding, reverse faulting, normal faulting 

and scrike-slip faulting occurring over che pasc 25 million 

years, che Trading 3ay ancicline h3S evolved from a simple fold 

into a complex scruccure wich che Trading Bav field portion 

offset from che McArchur River Field porcion.

III. ANTECEDENT FEDERAL LAWS AND REGULATIONS.

Alaska scacuccs and regulations adopccd ac scacchood 

provided for a discovery royalcy co be awarded co a lessee chac 

was che firsc co er.councer commercial quancicie'i of oil and gas
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on a new geologic structure. Neither the concept of a discovery 

royalty iv of using che term "geologic structure" for oil and 

gas regulatory purposes was without precedent. The term "KGS" 

had been used by che USGS since 1920 co decermine whecher land 

would be leased competitively or noncompecicively for oil and gasi
purposes. From 1937 co 1958, che cerm "geologic scruccure" was

used for purposes of establishing reduced royalties on

noncompecicive leases under regulacions implementing che Alaska

.  * /
Oil Proviso of che Federal Mineral Leasing Acc or 1920. — 

Therefore, che use by federal officials of che cerm "geologic 

scruccure" and che federal discovery royalcy provide some 

background for incerprecacion of chc provisions of Alaska law 

concesced in chis case.

*/ A discovery incentive program was iniciaced by che
federal government in 1942 co encourage petroleum 
discoveries in che inceresc of national defense. This 
program, auchorired by che so-called O'Mahoney Amendmenc co 
che Mineral Leasing Acc on December 24, 1942, Pub. L. No.
832, Scat. 1080 (1942), placed a 12% percent ceiling on
royalcy races for discoveries of a "new oil or gas field or 
deposic." The amendmenc had che effect of reducing
royalties on oil and gas production. The federal program)
was, in mary ways, much easier co administer chan che j 
scace1s "new geologic scruccure" program because ic was. 
administered in a way chac looked only co whecher a|
discovery was made in a new "deposic." See Appendix 1. The*
concepc of a scoarace field or deposic is much more easily 
defined chan che concepc of a separate geologic scruccure. 
The Uniced Scaccs Deparcmcnc of che Incerior nSver"adopced 
specifications co administer chis program unci! ic was 
furchcr amended in 1946. The six diagrams in Appendix 1 of 
chis decision encicled "Possible Incerprecacions Under Acc 
of December 24, 1942." clearly illuscrace how che program
was in face administered.
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A. Compericive-Nonccmpecicive Leasing Determinations.

In 1920 Congress passed che Federal Mineral Leasing 

Acc, 41 Scac. 437 (1920), which was che organic statute governing 

oil and gas leasing in che Uniced Scaccs. Under che acc, land 

could be leased for oil and gas purposes eicher compecicively or 

noncompecicively. The law required chac land be leased compeci­

cively if ic were locaced on a KGS. From chen on, USGS geolo­

gises followed pecroleum explorar.icn accivicies in che Uniced 

Scaces, drawing and placcing KGSs as new discoveries were made. 

Oil and gas righcs co land noc covered by a KGS could be obcained 

noncompecicively.

Alchough che USGS plocced hundreds of KGSs over che 

years afcer 1920. no regulacions defining a KGS were adopced 

uncil 1970. In 1959, however, Emmecc A. Finley auchored a 

docunenc encicled, "The Definicion of Known Geologic Scruccures 

of Producing Oil and Gas Fields" (Circular 419).. This document 

was considerec che principal reference in making KGS decermina- 

cions.

B. Discovery Royalties.

The 1920 Federal Mineral Leasing Acc also contained a 

seccion known as che "Alaska Oil Proviso." This section autho­

rised che secretary of che Uniced Scaccs D«fparcnenc of che
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Interior to establish special lowered royalty races on leases 

issued in che State of Alaska in order co encourage oil and gas 

development in this frontier area. Alchough regulations imple­

menting che Alaska Oil Proviso were amended several times (which 

usually changed che lowered royalcy formula), by 1950 cheyI
provided for payment of a 57. royalcy (compared co che normal 

12.5Z) for ten years following che dace of discovery by any 

lessee chac marie che firsc discovery of oil or gas in commercial 

quantities in a new geologic scruccure. The Alaska Oil Proviso 

was virtually identical co a provision of che discovery royalcy 

scacuce enacted by che Alaska legislature in 1959 excepc chac che 

Proviso applied co r.oncompecicive land only. The Alaska Oil 

Proviso was repealed in 1958.

In summary, ac che cime of scacehood, che cerm "known 

geologic scruccure" had been used by che USGS since 1920 co 

decermine whecher land would be leased compecicively or non­

compecicively. During che same period, che .cerm "geologic 

structure" had been used for purposes of awarding discovery 

royalties under che Alaska proviso, but on r.onccmpecicive leases 

only.

IV. DEVELOPMENT OF A STATE DISCO VF.RY ROYALTY PROVISION.

Because che ccrricorial government had no land co 

manage, ccrricorial land officials had liccle“ experience wich
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Lana management, including oil and gas leasing. Wich che ap­

proach or scacehood, these officials began che massive prepara- 

cion necessary for che cransicion from territorial status and che 

problems which scacehood would bring, including problems asso­

ciated wich the receipc of inmediace cicle Co 45 million acres of 

tide and submerged land and che seleccion of 103,350,000 acres of 

upland.

In order co assume cheir new responsibilicies , territo­

rial officials begc-n developing programs for che seleccion, 

mar.agemenc, and disposal of scace land and ics resources. 

Special attention was given co che leasing and management of land 

containing oil and gas resources because of ics pocencial for 

generacir.g revenue for che cash-poor scace. The major concern 

was development of a well-conceived leasing program which would 

avoid land speculacion in areas of oil and gas pocencial.

During che two years before scacehood, chere was 

continued accivicy by cerricorial officials debacing che provi­

sions co be i n d u c e d  in che Scacehood and Alaska Land accs. Much 

of che discussion cencered on che excenc co which che scace would 

compecicively lease land wich oil and gas pocencial. Although 

che ccrricorial land board recreated from ics inicial proposal co 

compecicively Lease all sedimencary basins, cheir final proposal 

required compecicive leasing on a broader scale chan che federal 

acc had. There also was considerable discussion regarding
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adoption or a discovery royalcy program by che scace. The oil 

induscry advocated ics acopcion on che ground chac che federal 

royalcy program had accracced che induscry co Alaska in che first 

place.

I
The Alaska Land Acc passed in 1959. Unlike che federal 

acc which Limiced compecicive oil and gas leasing co land con­

taining a KGS, che scace acc required compecicive leasing on land 

known or believed co contain oil or gas. The scace acc also 

concained a discovery royalcy provision vircually identical co 

che cerms of che Alaska Oil Proviso. Under chis provision a 

lease holder char drilled and made che first discovery of oil or 

gas in commercial quancicies in a geologic scruccure could be
I

rewarded by paying a discovery royalcy of only five percent of ,
I

che value of oii and gas excraccea for che firsc ten years, afcer i 

which che normal race of 12^ percent was applicable. The new 

scace oil and gas leasing form also concained a provision which 

repeated verbatim che discovery royalcy provision -included in che 

scace acc.

V. IMPLEMENTATION OF THE STATE'S DISCOVERY ROYALTY PROGRAM IN 
THE COOK INLET REGION.

A. Early Leasing Activity.

ALthough Alaska received a large enciclemenc of land ac 

scacehood, chis was a nonLiquid assec. The scace was cash poor
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and unable co adequately operate che government and provide 

essential public services. To obtain che revenue needed co run 

che new scace, scace officials quickly began implementing pro­

grams which would generate cash from che land. High on cheir 

lisc of accivicies was oil and gas leasing, as evidenced by che 

quick succession of legislation (che Alaska Land Acc was signed 

on May 2, 1959), regulacions (effeccive September 15, 1959), and 

lease sales (che firsc was conducced in December of 1959).

From 1959 through 1966 che scace conducced 17 compeci­

cive oil and gas lease sales. All major oil discoveries and most 

major natural gas discoveries in Cook Inlet were made on leases 

sold at the seventh and ninch lease sales (held on December 19, 

1961 and in July of 1962, respectively). Virtually all subse­

quent discovery royalty determinations involved leases sold in 

these two sales.

Mosc land opened by the scace for oil and gas explora- 

cion, development, and production activities in che upper Cook 

Inlec area was leased by a small number of oil companies in

combination. Pan American Pecroleum Corporacion and ics partners 

(che Pan American group) leased by far che greacesc arnounc of 

acreage in chc seventh and r.inch compecicive lease sales. The

SRS group (consiscing of che Shell Oil Company, che Richfield Oil

Company, and che Standard Oil Company of California) acquired che 

second largesc arnounc of acreage. Union D i l  Company of
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C a l i f o r n i a  and Marachon O i l  Company, as  p a r t n e r s ,  a c q u i r e d  f o u r  

l e a s e s  i n  t h e s e  s a l e s  and a f i f t h  by a s s i g n m e n t .  Union a l s o  

a c q u i r e d  an i n t e r e s t  i n  Cwo o c h e r  l e a s e s  i n  p a r t n e r s h i p  wich  

Mobi l .  Texaco and  S u p e r i o r  t o g e t h e r  o b t a i n e d  c h r e e  l e a s e s .

A t l a n t i c  R e f i n i n g  Company o b c a i n e d  e ig h c  l e a s e s .
I

B. I n i c i a l  E x p l o r a t o r y  E f f o r c s  A f f e c t i n g  Land i n  che 

Seven ch  and Ninch  Compec ic ive  O i l  and Gas Lease  

S a l e s .

Given  che l a r g e  amount  o f  l a n d  l e a s e d  by che  Pan An 

g roup  and che SRS g ro up  i n  che s evench  and n i n c h  c o m p e c i c i v e  o i l  

and  gas l e a s e  s a l e s  and che c l o s e  p r o x i m i t y  o f  c h e se  l e a s e s  co 

one a n o c h e r ,  i c  was l i k e l y  chac  chese  cwo g r ou ps  would  compete

f o r  d i s c o v e r y  r o y a i c y  awards  i f  o i l  o r  ga s  were  found  i n  che

a r e a .  Dur ing  che summer o f  1962,  even b e f o r e  che n i n c h  l e a s e  

s a l e  was h e l d ,  f o u r  w e l l s  (cwo by che Pan Am g roup  and cwo by che 

SRS group)  were  commenced co t e s t  che p o c e n c i a l  o f  che l e a s e s  i n  

c h i s  a r e a .

On May 15,  l f)62 ,  che Pan Amer ican  g roup  spudded  i c s

Middl e  Ground Sh o a l  Scace  No. 1 w e l l  f rom a d r i l l i n g  b a r g e  on 

l e a s e  ADL 17595 i n  che a r e a  now known a s  che Midd l e  Ground Sh o a l  

F i e l d .  T h i s  w e l l  b l ew  o u t  one week l a c e r  w h i l e  i c  was b e i n g

d r i l l e d  ac  a depch  o f  1 , 1 32  f e e c .  I c  was b ro ugh c  u n d e r  c o n t r o l

on che same day.  W hi l e  b e i n g  d r i l l e d  ac  a depCh o f  5 , 216  f e e c ,
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che w e l l  bLew ouc a g a i n  upon e n c o u n t e r i n g  a h i g h  p r e s s u r e  gas 

zone .  The w e l l  r e m a in e d  ouc c f  c o n c r o l  f o r  45 d a y s ,  and a  l a r c e  

gas  f low e r u p c e d  ch rough  che i n l e c  f l o o r  700 f e e c  f rom che w e l l .  

Du r ing  c h i s  p e r i o d  Pan Am pumped i n t o  che w e l l  25 ,265  b a r r e l s  of  

mud and l o s e  c i r c u l a t i o n  m a c e r i a l , 16 ,430  s a c k s  o f  c e m en t ,  975
I

s a c k s  o f  Cal  S e a l ,  and  a l a r g e  q u a n c i c y  o f  d i e s e l  g e l  cemenc,  

copped  o f f  by b u r l a p  s a c k s ,  p a r a c h u t e s ,  g r a v e l ,  s a n d ,  and  saw­

d u s t .  F i n a l l y ,  on J u l y  25 ,  1962,  che w e l l  was c o n t r o l l e d .  Ic  

was Chen p l u g g e d  and  a ba n d o n e d .

O n sMay 30,  1962,  S h e l l ,  a s  o p e r a t o r  f o r  che SRS g r ou p ,

sp udd ed  a w e l l ,  Scace  No. 1,  cn  l e a s e  ADL 17582.  T h i s  w e l l  was

d r i l l e d  r o u g h l y  h a l f w a y  b e tw e e n  whac i s  now known as  che  Middl e  

Ground Sh o a l  F i e l d  and  Cook I r . l e c  Gas F i e l d .  The w e l l  was 

d r i l l e d  co a de pcn  o f  14 ,40 1  f e e c  and  c o mp lec ea  on Sepcember  14, 

1962.  A l chough  shows o f  o i l  we re  fo und  i n  v a r i o u s  c e s c s  o f  che 

w e l l ,  no c o m m e r c i a l  d i s c o v e r y  was made.

On May 31 ,  1962,  Pan Am, on b e h a l f  o f  che Pan Am g r oup ,

spudded  a s e c o n d  w e l l ,  Cook I r . l e c  S c a c e  No. 1, on l e a s e  ADL 17589

i n  che  a r e a  now known a s  che Cook I n l e c  Gas F i e l d .  W hi l e  i c  was 

b e i n g  d r i l l e d  ac  a depch  o f  12 ,237 f e e c ,  c h i s  w e l l  a l s o  b l e w  ouc .  

Because  o f  che h i g h  volume and p r e s s u r e  o f  e s c a p i n g  h y d r o c a r b o n s ,  

che d r i l l i n g  b a r g e  had  co move o f f  che  w e l l  and che e s c a p i n g  gas 

and o i l  had  co be i g n i c e d .  A r e l i e f  w e l l  was spu dded  abouc  1 ,500 

f e e c  co che n o r c h e a s c  one week L a t e r .  The i n i t i a l  w e l l  c o n t i n u e d

1341592
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Co blow i g n i t e d  f o r  a l m o s t  f o u r t e e n  months  b e f o r e  i c  was f i n a l l y  

c c n c r o L l e d  by pumping s a l e  wace r  down th e  r e l i e f  w e l l .

Gn A p r i l  19,  1962,  ac an o n s h o r e  l o c f  on a f e d e r a l  

l e a s e  a d j a c e n t  co l e a s e  ADL 17599,  che S t a n d . - r a  O i l  Company qf  

C a l i f o r n i a ,  a s  o p e r a t o r  f o r  che SRS g r o u p ,  spu dded  a w e l l .  The 

w e l l  was c e s c e d  on December 1,  1962.  On December 4,  S t a n d a r d

announced  chac  i c  had d i s c o v e r e d  whac became known a s  che Beluga 

R i v e r  Gas F i e l d .

C. Development  o f  che D i s c o v e r y  R o y a l t y  R e g u l a t i o n s .

The d r i l l i n g  o f  che f o u r  w e l l s  d e s c r i b e d  above  l e d  

r e p r c s e n c a c i v e s  o f  che Pan Am g roup  and  che SRS group  co a s k  che 

d e p a r t m e n t  abouc  t h e  p o l i c i e s  and p r o c e d u r e s  f o r  making d i s c o v e r y  

r o y a l c y  a w a r d s .  The s c a c e ,  a s  l e s s o r ,  and che o i l  c o m pa n i e s ,  a s  

l e s s e e s ,  were  a l l  f a c e d  wich  che same p r o b l e m :  n e i t h e r  che

s r a c u c e  a u t h o r i s i n g  d i s c o v e r y  r o y a l c y  a w a r d s ,  che r e g u l a t i o n s  

adopceri  co imp lement  che s c a c u c e ,  n o r  che s c a c e  l e a s e  form 

d e f i n e d  whac was meanc by che cerms " f i r s t  d i s c o v e r y , "  "commer­

c i a l  q u a n c i c i c s , "  o r  " g e o l o g i c  s c r u c c u r e . "

The need  co d e f i n e  che t e rms  " f i r s c  d i s c o v e r y "  and 

" co m m erc i a l  q u a n c i c i e s "  was b r o u g h t  co a head  by che advene  o f  

Pan Am's cwo b l o w o u t s .  T h i s  s i c u a c i o n  made p l a i n  chac  che s c a c e  

had implemented  a d i s c o v e r y  r o y a l t y  p rog ram w i t h o u t  a d e q u a t e l y
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c o n s i d e r i n g  che p r a c c i c a l  p r o b l em s  wh ich  m a t e r i a l i z e  a f c e r  a 

p r o g r a m  i s  puc ir.co p r a c t i c e .  A f c e r  f o u r  w e l l s  had been  d r i l l e d ,  

Che d e p a r t m e n t  began co a t t e m p t  t o  u n t a n g l e  che c o n f u s i o n  which  

t h e  l a c k  o f  s p e c i f i c s  i n  che r e g u l a t i o n s  had  c r e a t e d .  There  

f o l l o w e d  e x t e n s i v e  exchanges  o f  memoranda,  p o s i t i o n  p a p e r s ,  and 

o t h e r  co mm un ica t i ons  among members o f  t h e  d e p a r t m e n t ,  o i l  com­

p a n i e s ,  and t h e  Wes t e rn  O i l  and Gas A s s o c i a t i o n  as  t h ey  a t t e m p t e d  

t o  work o u t  a c c e p t a b l e  s o l u t i o n s .  C o n c u r r e n t l y ,  Pan Ameri can  

a p p l i e d  f o r  d i s c o v e r y  r o y a l t y  awa r ds  f o r  l e a s e s  c o v e r e d  by che 

two w e l l s  c h a t  had blown ouc t h e  p r e v i o u s  summer,  and SRS a p p l i e d  

f o r  a d i s c o v e r y  r o y a l c y  f o r  che g a s  d i s c o v e r y  i n  t h e i r  Be luga  

R i v e r  w e l l  (Appendix  * summar i ze s  a l l  s c a c e  d i s c o v e r y  r o y a l c y  

a p p l i c a t i o n s  i n  Cock I n l e c ) .  ’Whi le  che d e p a r t m e n t  d i d  n o t  want  

co make h a s t y  d i s c o v e r y  r o y a l t y  a w a r d s ,  s t a t e  o f f i c i a l s  we re  a l s o  

c o n c e r n e d  t h a t  d r i l l i n g  r a c e s  wou ld  r e s u l t  f rom che d e p a r t m e n t ' s  

f a i l u r e  to  an swer  e s s e n t i a l  q u e s t i o n s  on d i s c o v e r y  r o y a l c y  awards  

whe re  t h e r e  was mixed  o w n e r s h i p  o f  l e a s e s  o v e r  a p o t e n t i a l  

s c r u c c u r e .

F u r t h e r  c o n f u s i o n  o c c u r r e d  w i t h i n  t h e  d e p a r t m e n t  

b e c a u s e  o f  d i f f e r i n g  v i ews  on t h a  p r o b l em s  c a u s e d  by che a b s e n c e  

o f  d e c a i l e d  d i s c o v e r y  r o y a l t y  r e g u l a t i o n s .  Whi l e  aware  o f  che 

p r o b l e m s  r e l a t i n g  co che d e f i n i t i o n s  o f  " f i r s t  d i s c o v e r y , "  

" c o m m e r c i a l  q u a n t i t i e s , "  and " g e o L o g i c  s c r u c c u r e , "  che commis­

s i o n e r ' s  o f f i c e  was aLso c o n c e r n e d  a b o u t  wheche r  a d i s c o v e r y  

r o y a l c y  award a p p l i e d  co a L l  p r o d u c t i o n  f rom w i t h i n  che  l e a s e ,  

a l l  p r o d u c t i o n  f rom o n l y  a p a r t i c u l a r  p o o l  o r  I n t e r v a l ,  o r  a l l  

p r o d u c t i o n  f rom w i t h i n  t h e  e x t e r i o r  b o u n d a r i e s  o f  che d i s c o v e r y  

s c r u c c u r e  on  che l e a s e .
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On J a n u a r y  15, 1963,  t h e  d e p a r t m e n t  i s s u e d  a d e c i s i o n  

g r a n t i n g  Pan Am's a p p l i c a t i o n  f o r  t h e  Middl e  Ground S h o a l s  w e l l  

on s t a t e  l e a s e  ADL 17595 ( f o r  che s t r u c t u r e  o n l y ) .  (A map 

p r e p a r e d  by t he  Union O i l  Company wh ich  accompanied  t h e  t e s t i m o n y  

o f  E.A. H a l l  and i l l u s t r a t e s  f e d e r a l  and s t a t e  d i s c o v e r y  r o y a l c y  

awards  g e n e r a l l y  i s  a t t a c h e d  co t h i s  o p i n i o n  as  Appendix  2 . )  The 

award was c o n t e s t e d  by SRS. C o n c u r r e n t l y ,  che W e s t e r n  O i l  and 

Gas A s s o c i a t i o n  was u r g i n g  che d e p a r t m e n t  co d e f i n e  d i s c o v e r y  

r o y a l t y  t e rms  by r e g u l a t i o n s  i n  a manner  wh ich  would c l e a r  up any 

m i s u n d e r s t a n d i n g s .

S u b s e q u e n t l y ,  d e p a r t m e n t  o f f i c i a l s  c o n d u c t e d  h e a r i n g s  

on p r o p o s e d  d i s c o v e r y  r o y a l t y  r e g u l a t i o n s .  These  h e a r i n g s  we re  

c h a r a c t e r i z e d  by ac r i mony  and d i s a g r e e m e n t  be tween  o i l  compani es  

and  o c h e r  o r g a n i z a t i o n s .  A l t h o u g h  mos t  o f  che d i s c u s s i o n  c o n ­

c e r n e d  t h e  meaning  o f  t h e  cerm " f i r s t  d i s c o v e r y "  ( b e c a u s e  o f  Pan 

Am's two b lo wou t  w e l l s ) ,  t h e r e  was a l s o  some d i s c u s s i o n  o f  che 

d e f i n i t i o n  o f  " g e o l o g i c  s t r u c t u r e , "  a l t h o u g h  a f a c t u a l  d i s p u t e  

i n v o l v i n g  t h i s  cerm had  n o t  y e t  a r i s e n .

A h e a r i n g  was h e l d  i n  Ju n e  o f  1963 co c o n s i d e r  new 

d e p a r t m e n t  d r a f t  r e g u l a t i o n s  p u t  ouc ac che end o f  May. A f t e r  

che h e a r i n g  some r e v i s i o n s  were  made.  The f i n a l  r e g u l a t i o n s  were  

f i l e d  i n  J u l y  and became e f f e c t i v e  i n  Augus t .  Those  r e g u l a t i o n s  

r e a d  as  f o l l o w s :
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505.73 R o y a l t y .

The r o y a l t y  r a t e  on p r o d u c t i o n  u n d e r  c o m p e t i ­
t i v e  l e a s e s  w i l l  be  f i x e d  i n  t h e  l e a s e  form 
f o r  e ach  l e a s e  o f f e r  and s h a l l  n o t  be l e s s  
t han  12 1 /2  p e r c e n t  i n  amount  o r  v a l u e  o f  che 
p r o d u c t i o n  removed o r  s o l d  f rom che l e a s e d  
l a n d s ,  e x c e p t  as  p r o v i d e d  i n  S e c t i o n  5 0 5 . 7 4 ,

505 .74  D i s c o v e r y  L e a s e .

Any o p e r a t o r  who by t ime  and  d a t e  f i r s t  
e n c o u n t e r s  s u f f i c i e n t  e v i d e n c e  o f  o i l  a n d / o r  
gas  i n  a p a r t i c u l a r  g e o l o g i c  s c r u c c u r e  
c o v e re d  by any Scace  o i l  and ga s  l e a s e  co 
cause  s a i d  o p e r a t o r  d i l i g e n t l y  co c o n t i n u e  i n  
good f a i t h  t e s t i n g ,  r e w o r k i n g ,  d r i l l i n g  o r  
o c h e r  o p e r a t i o n s  or. s a i d  l e a s e ,  w he che r  i n  
t h e  same h o l e  o r  o c h e r  h o l e s ,  i n  an e f f o r t  to  
e s t a b l i s h  p r o d u c t i o n  o f  o i l  a n d / o r  ga s  i n  che 
same s c r u c c u r e  s h a l l  be  q u a l i f i e d  f o r  a 
d i s c o v e r y  w e l l  c e r t i f i c a t i o n  u n d e r  che t e rms  
o f  s a i d  s c a c e  l e a s e  s h o u l d  he c o m p l e t e  a  w e l l  
and e s t a b l i s h  p r o d u c t i o n  i n  co mmerc i a l  
q u a n t i t i e s  i n  che same zone i n  wh ich  o i l
a n d / o r  ga s  was f i r s t  e n c o u n t e r e d .

505 .741 D e f i n i t i o n s .

Wich r e g a r d  t o  r e g u l a t i o n s  505 . 74  t h r o u g h
505.743 and a p p l i c a b l e  p r o v i s i o n s  i n  Scace  
l e a s e s ,  t h e  f o l l o w i n g  t e rms  s h a l l  have  che 
meanings  i n d i c a t e d .

( a )  " D i s c o v e r y "  s h a l l  be t he  f i r s t  a c c e p t ­
a b l e  e v i d e n c e  i n  a d r i l l i n g  w e l l  o f  che
e x i s t e n c e  o f  o i l  a n d / o r  gas  wh ich  can  be 
p ro du ced  i n  co m m er c i a l  q u a n t i t i e s  a f t e r  w e l l  
c o m p l e t i o n .

(b)  " G e o l o g i c  S t r u c t u r e "  s h a l l  be any 
s t r u c t u r a l  a n d / c r  s c r a c i g r a p h i c  e n t r a p p i n g  
mechanism c o n t a i n i n g  one o r  n o r c  i n t e r v a l s ,  
z o n e s ,  s t r a t a ,  f o r m a t i o n s ,  o r  f a u l t  b l o c k s  
which  ha s  t h e  n e c e s s a r y  p h y s i c a l  c h a r a c t e r i s ­
t i c s  co a c c u m u l a t e  and p r e v e n t  che e s c a p e  o f  
o i l  a n d / o r  g a s .  I c  i s  i n t e n d e d  chac  t h e
meaning s h a l l  be s i m i l a r  co chac  as  u s e d  by 
che U n i t e d  S c a c c s  G e o l o g i c a l  Su rv ey  i n  che
a d m i n i s t r a t i o n  o f  che F e d e r a l  M i n e r a l  L e a s i n g  
Acc o f  F e b r u a r y  25,  1920 (41 S c a t .  437)  as 
amencec.
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( c )  "C omple t ed  ’. / e l l "  s h a l l  be  a w e l l  which 
i s  c a s e d ,  c o n t r o l l e d  and i n  w h i ch  a l l  u n d e r ­
g round  work i n  c o n n e c t i o n  t h e r e w i t h  has  been 
f i n i s h e d  and  such  w e l l  i s  c a p a b l e  o f  p r o d u c ­
i ng  o i l  a n d / o r  ga s .

(d)  "Commerc i a l  Q u a n t i t i e s ” s h a l l  be chose 
amounts  o f  o i l  a n d / o r  gas  w h i ch  a f c e r  w e l l  
c o m p l e t i o n  would  a p p e a r  t o  a r e a s o n a b l e  and 
p r u d e n t  o p e r a t o r  co be s u f f i c i e n t  t o  r e c o v e r  
o r d i n a r y  c o s t s  o f  d r i l l i n g ,  c o m p l e t i n g  and 
p r o d u c i n g  an  a d d i t i o n a l  w e l l  on t h e  same 
g e o l o g i c  s t r u c t u r e  ac  an o f f s e t  l o c a t i o n  w i t h  
a r e a s o n a b l e  p r o f i t  co che o p e r a t o r ,  i f  a 
m a r k e t  were  a v a i l a b l e .

( e )  "C ommi t t e e "  s h a l l  be t h e  A l a s k a  O i l  and 
Gas C o n s e r v a t i o n  Commit tee  composed o f  t he  
D i r e c t o r  o f  Mines anc  M i n e r a l s  (Ch a i rma n) ,  
t h e  S t a t e  Pec ro l eum G e o l o g i s t ,  che Scace 
Pe c ro l e u m  E n g i n e e r  a n d '  che Deputy 
Com mis s ione r  o r  t h e  De p a r tm en t  o f  N a t u r a l  
R e s o u r c e s  o r  h i s  d e s i g n e e .

505.  7 i2  E s t a b l i s h m e n t  o f  P r i o r i t y  as to  
Time and D a t e .
t o  e s c a o i i s n  p r i o r i t y  as co t i m e  and dace  o f  
d i s c o v e r y ,  an o p e r a t o r  muse f u r n i s h  che 
Commi t tee  w ic h  a sworn s t a t e m e n t  s u b s t a n t i a t ­
i n g  e v i d e n c e ,  a c c e p t a b l e  co t h e  Commi t tee ,  
c h a t  o i l  a n d / c r  gas  ha s  been  e n c o u n t e r e d  i n  
s u f f i c i e n t  showing  t o  c a u s e  a r e a s o n a b l e  and 
p r u d e n t  o p e r a t o r  t o  c o n d u c t  f u r t h e r  o p e r ­
a t i o n s  i n  an  e f f o r t  co compLete  a w e l l  i n  che 
d i s c o v e r ; /  t o n e  so chac  s u c h  w e l l  c an  be 
t e s t e d  f o r  p o c e n c i a l  o i l  a n d / o r  gas  p r o d u c ­
t i o n  i n  co mm erc i a l  q u a n t i t i e s .  Such s t a t e ­
ment  muse i n c l u d e  t he  t ime  and  dace  o f  f i r s t  
d i s c o v e r y ,  t h e  e x a c t  l o c a t i o n  o f  t h e  w e l l  
c o n c e r n e d ,  t h e  p r o c i s e  i n t e r v a l  o f  d i s c o v e r y  
and  t h e  A l a s k a  D i v i s i o n  o f  Lands  l e a s e  number 
on wh ich  s a i d  w e l l  i s  l o c a t e d .  Such s t a t e ­
ment  s h o u l d  be  f u r n i s h e d  co t h e  Commit tee  as 
soon  as  p o s s i b l e ,  b u t  n o t  l a t e r  chan t h i r t y  
(30 )  days  a f t e r  t h e  dace  c l a i m e d  f o r  che 
d i s c o v e r y .

505.  7^3 E s t a b l i s h m e n t  o f  C o m c r c i . i l  Q u a n t i ­
t i e s  . "
To e s t a b l i s h  and p rove  o i l  a n d / o r  gas  in 
co m m er c i a l  q u a n t i t i e s ,  o p e r a t o r  mus t :  ( a )
Concuc t  a p o t e n t i a l  t e s t  o f  che d i s c o v e r y
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zcr.e w i t h i n  or.e y e a r  a f t e r  c o m p l e t i o n  o f  a 
d i s c o v e r y  w e l l ,  (b)  N o t i f y  che Commit tee  o r  
i t s  d e s i g n a t e d  r e p r e s e n t a t i v e  f i v e  days  i n  
adyar.ce o f  s uch  s c h e d u l e d  p o t e n t i a l  t e s t  and 
f u r n i s h  t r a n s p o r t a t i o n  ( i f  r e q u e s t e d )  f o r  a 
d e s i g n a t e d  r e p r e s e n t a t i v e  o f  t h e  Commit tee  t o  
w i t n e s s  such  t e s t .  The Commi t tee  may ac  i t s  
o p t i o n  o r  ac che o p t i o n  o f  i c s  d e s i g n a t e d  
r e p r e s e n t a t i v e  wa ive  che w i t n e s s i n g  o f  t he  
t e s t  and r e q u i r e  sworn  e v i d e n c e  co e s t a b l i s h  
r e s u l t s  o f  s a i d  t e s t .  Any such  sworn e v i ­
dence  s h a l l  be d e l i v e r e d  t o  che Commi t tee  o r  
i c s  d e s i g n a t e d  r e p r e s e n t a t i v e  w i t h i n  t h i r t y  
(30)  days a f c e r  such  t e s t .

505 .744  E s t a b l i s h m e n t  o f  G e o l o g i c  S t r u c ­
t u r e  .
To e s t a b l i s h  t h e  g e o l o g i c  s t r u c t u r e  f rom 
wh ich  t h e  o i l  a n d / o r  ga s  c an  be p r o d u c e d ,  t he  
o p e r a t o r  must  f u r n i s h  p e r t i n e n t  da ca  co t he  
Commit tee  wh ich  w i l l  e n a b l e  i c  co d e t e r m i n e  
che g e o l o g i c  s c r u c c u r e  f rom wh ich  che o i l  
a n d / o r  ga s  i s  b e i n g  p r o d u c e d .  T h i s  nay 
i n c l u d e  b u t  13 n o t  l i m i t e d  co ,  g e o p h y s i c a l  
d a c a .  t o t a l  d e p t h ,  c a s i n g  r e c o r d s ,  p e r f o ­
r a t i o n  d a t a ,  e l e c t r i c  l o g s ,  d r i l l i n g  and  mud 
l o g s ,  c o r e  a n a l y s e s ,  s ample  c u c c i n g s  and 
sampie  l o g s ,  and che o p e r a t o r ' s  i n t e r p r e t a ­
t i o n  c h e r e o f .  t o g e t h e r  w i t h  any o c h e r  r e c o r d s  
and i n t e r p r e t a t i o n s  che o p e r a t o r  deems 
p e r t i n e n t .  T h i s  da ca  must  be s u p p l i e d  w i t h i n  
n i n e t y  (90)  days  a f c e r  che dace  o f  che 
p o c e n c i a l  c c sc  a s  r e q u i r e d  in  S e c c i o n  
50 5 . 7 4 3 .  A l l  s u c h  daca  s u b m i t t e d  s h a l l  be 
h e l d  c o n f i d e n t i a l  f o r  a p e r i o d  o f  24 months  
u n l e s s  w r i t t e n  a u t h o r i z a t i o n  f rom the  
o p e r a t o r  f o r  t h e  r e l e a s e  o f  same i s  s e c u r e d .

505 . 745 C e r t i f i e s : i e r .  A f t e r  Compl iance  and 
Aoollc.-.cicr..

A l t e r  c o m p l i a n c e  wich  S e c t i o n s  505 ,742  
t h r o u g h  505 .744  i n c l u s i v e ,  t h e  o p e r a t o r  may 
a p p l y  co che D i r e c t o r  f o r  d i s c o v e r y  w e l l  
c e r t i f i c a t i o n .  W i t h i n  t e n  (10)  da ys  o f  
r e c e i p t  o f  such  r e q u e s t  che D i r e c t o r  w i l l  
p u b l i s h  n o t i c e  o f  such  a p p l i c a t i o n  a l l o w i n g  
t h i r t y  (30)  days  f o r  any i n t e r e s t e d  p a r t y  co 
o b j e c t  co o r  p r o t u s c  che a p p l i c a t i o n .  I f  no 
p r o t e s t  o r  o b j e c t i o n  i s  r e c e i v e d  by t he  
D i r e c t o r ,  che D i r e c t o r  w i l l ,  w i t h i n  s e v e n t y  
(70)  days a f t e r  t h e  r e c e i p t  o f  an a p p l i c a ­
t i o n ,  e i t h e r  c e r t i f y  t h e  w e l l  a s  In  ( a )  o r

i o t  :
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deny che a p p l i c a t i o n  a s  i n  (c)  o f  ch i s  
s e c c i o n .  I f  any p r o t e s t  o r  o b j e c t i o n  i s  mace 
i c  must  be s u b n i c c e d  i n  w r i t i n g  co che 
D i r e c t o r  w i t h i n  che s p e c i f i e d  t h i r t y  (30)  day 
p e r i o d .  Afc e r  r e c e i p t  o f  s a i d  p r o t e s t  o r  
o b j e c t i o n  che D i r e c t o r  w i l l  a d v e r t i s e  and 
h o l d  an open p u b l i c  h e a r i n g  i n  a c c o r d a n c e  
wich  che A la ska  Land Ac t  (AS 3 8 . 05 )  and in  
a c c o r d a n c e  wich  t h e  A l a s k a  A d m i n i s t r a t i v e  
P r o c e d u r e s  Acc (AS 4 4 . 6 2 . 3 0 0  - AS 4 4 . 6 2 . 6 3 0 ) .  
W i t h i n  t h i r t y  (30) days  a f c e r  such h e a r i n g  
che D i r e c t o r  w i l l  do one  o f  che f o l l o w i n g .
(a)  C e r t i f y  che w e l l  i n  q u e s t i o n  a f i r s t  
d i s c o v e r y  v e i l  wh ich  h a s  e s t a b l i s h e d  o i l  
a n d / o r  ga s  i n  co mmerc i a l  q u a n t i t i e s  i n  ( name 
g c o I c 2 i c  s t r u c t u r e ) as  o f  ( c i m e ) on ( d a t e ).  
anc  s p e c t i y  t n e  a a c e  o f  commencement o t  t he  
10 y e a r  5 p e r  c e n t  d i s c o v e r y  r o y a l c y  cerm 
wh ich  dace  s h a l l  be t h e  f i r s t  o f  t h e  n e x t  
s u c c e e d i n g  month f rom che e s t a b l i s h e d  d a t e  o f  
i n i t i a l  d i s c o v e r y .  A f c e r  d i s c o v e r y  w e l l  
c e r c t f i c a c i o n . r.o o c h e r  w e l l ,  r e g a r d l e s s  o f  
when d r i l l e d ,  s h a l l  be e l i g i b l e  f o r  
c o n s i d e r a t i o n  f o r  c e r t i f i c a t i o n  a3 co che 
same g e o l o g i c  s t r u c t u r e .
(b)  Co n t i n ue  che h e a r i n g  a t  a l a t e r  s p e c i f i e d  
d a t e .
( c )  Deny che a p p l i c a t i o n  f o r  d i s c o v e r y  w e l l  
c e r t i f i c a t i o n .

505 .746  C a n c e l l a t i o n .
At any t ime a l t e r  d i s c o v e r y  w e l l  c e r t i f i c a ­
t i o n  sh o u l d  any i n f o r m a t i o n  s u p p l i e d  co che 
Commit tee  be l a t e r  p r o v e n  f a l s e  o r  e r r o n e o u s  
and such  i n f o r m a t i o n  wou ld  a f f e c t  che d e c i ­
s i o n  o f  t he  D i r e c t o r  t o  t h e  e x t e n t  t h a t  che 
o r i g i n a l  a p p l i c a t i o n  f o r  c e r t i f i c a t i o n  would 
have  been  d e n i e d  on su c h  b a s i 3 ,  t h e  c e r t i ­
f i c a t i o n  s h a l l  be i m m e d i a t e l y  r e v o k e d .  Such 
a c t i o n  a l s o  may be  t a k e n  when i t  i s  d e t e r ­
mined t h a t  e r r o r  was c a u s e d  by f a i l u r e  to  
d i s c l o s e  f u l l  and c o m p l e t e  knowledge  a v a i l ­
a b l e  co t he  o p e r a t o r  a t  t h e  t ime  o f  a p p l i c a ­
t i o n  f o r  c e r t i f i c a t i o n .  A f t e r  such  c e r t i ­
f i c a t i o n  i s  r ev o ke d  r o y a l c y  payment  o f  7 1/2 
p e r  c e n t  on p r o d u c t i o n  t h e r o c o f o r e  s h a l l  be 
I m m e d ia t e l y  due and p a y a b l e  and 12 1/2
p e r  c e n t  r o y a l t y  on a l l  s u b s e q u e n t  p r o d u c t i o n  
s h a l l  be p a i d .  Shou ld  che r o y a l t y  due n o t  be 
paLd on demand,  che S t a t e  s h a l l  t a k e  l e g a l  
s t e p s  co c a n c e l  t h e  l e a s e  i n v o l v e d .
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50 5 .747  T e r m i n a t i o n .
In  che evenc  c :  cne t e r m i n a t i o n  o f  a d i s ­
c o v e r y  l e a s e  f o r  any c a u s e ,  che 5 p e r  c e n t  
d i s c o v e r y  r o y a l c y  t e r m i n a t e s  and  w i l l  noc be 
a l l o w e d  o r  r e i n s t a t e d  on che s ane  g e o l o g i c  
s t r u c t u r e .

5 05 .748  F ive  Per  Cent  D i s c o v e r y  K o v a l e v .
A " F i r s t  D i s co ve r y  WeL> C e r t i f i c a t i o n '  s h a l l  
s e c u r e  che 5 pe r  c e n t  r o y a l c y  r i g h t s  f o r  che 
h o l d e r  o f  che S t a t e  l e a s e  on w h i ch  s u c h  w e l l  
i s  l o c a t e d  on a l l  p r o d u c t i o n  f rom a l l  z o n e s ,  
s t r a t a ,  f o r m a t i o n s  and s t r u c t u r e s  u n d e r  and 
w i t h i n  che e x t e r i o r  b o u n d a r i e s  o f  s a i d  l e a s e .
I f  a c  any t ime b e f o r e  o r  a f t e r  d i s c o v e r y  weLl 
c e r t i f i c a t i o n ,  t he  Scace  l e a s e  cn  wh ich  such  
w e l l  i s  l o c a t e d  i s  s u b j e c t  co o r  made a p a r t  
o f  any deve lopmen t  u n i t ,  p o o l i n g  o r  c o n s o l i ­
d a t i o n  c o n t r a c t ,  che 5 p e r  c e n t  d i s c o v e r y  
r o y a l t y  r a c e  s h a l l  a p p l y  o n l y  co t h e  p r o d u c ­
t i o n  a l l o c a t e d  co s a i d  l e a s e  u n d e r  such  
a g r e e m e n t .

I n  1973 t h e  s t a t e ' s  d i s c o v e r y  r o y a l t y  r e g u l a t i o n s  were  

r e c o d i f i e d .  11 AAC 84.  152 - -  11 AAC 84 . 168 wore  t h e  d i s c o v e r y  

r o y a l c y  p r o v i s i o n s  a p p l i c a b l e  co c o m p e t i t i v e  l e a s e s  and 

11 AAC 84 . 407  - -  11 ,\AC 34 .4 22  w e re  che d i s c o v e r y  r o y a l c y

p r o v i s i o n s  a p p l i c a b l e  co n o n c o m p e t i t i v e  l e a s e s .  I n  1974 ch es e

cwo s e c s  o f  r e g u l a t i o n s  were combin ed  i n t o  one  s e c  o f  d i s c o v e r y
♦

r o y a l t y  p r o v i s i o n s  g e n e r a l l y  a p p l i c a b l e  t o  a l l  o i l  and gas  

l e a s e s ,  11 AAC 8 3 . 2 0 0  - -  11 AAC 3 3 . 2 3 0 .  These  r e g u l a t i o n s  w e r e  

r e p e a l e d  on November 9 ,  1979.

D. The D i s p u t e  3e cv e en  Pan An and S h e l l  Over  t h e  

Midd l e  Ground S h o a l  D i s c o v e r y  R o y a l t y  Award.
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I n  May o f  1963 che SRS group  spudded  a w e l l  i n  che 

Middl e  Ground S h o a l  a r e a  i m m e d ia t e l y  co che souch  o f  che l e a s e  on 

wh ich  Pan Am" had  d r i l l e d  che gas  b l o wo u t  che p r e v i o u s  y e a r  and 

f o r  wh ich  Pan Am and i c s  p a r t n e r s  had been  awarded  a d i s c o v e r y  

r o y a l c y  i n  J a n u a r y .  The f i r s c  day che new r e g u l a t i o n s  on d i s -
f

c o v e r y  r o y a l t i e s  were  i n  e f f e c c ,  SRS f i l e d  an a f f i d a v i t  o f  f i r s t  

d i s c o v e r y  b a s e d  on e n c o u n t e r i n g  o i l  s a n d s  i n  v a r i o u s  i n t e r v a l s  i n  

che a r e a .  T h e i r  a p p l i c a t i o n  was d e n i e d  by che d e p a r t m e n t  i n  

December  o f  1963.

SRS r e q u e s t e d  r e c o n s i d e r a t i o n  by t h e  d e p a r t m e n t  and

c o n c u r r e n t l y  f i l e d  a document  c l a i m i n g  chac  Pan Am's d i s c o v e r y  

award  was n o t  v a l i d  b e c a u se  t h e  w e l l  was a b l owou t  and ,  t h e r e ­

f o r e ,  o u g h t  co be r ev o ke d .  S e v e r a l  document s  were  f i l e d  on b o t h  

s i d e s .

The d e p a r t m e n t  i s s u e d  a d e c i s i o n  in  May o f  1965 u p h o l d ­

i ng  che o r i g i n a l  d i s c o v e r y  r o y a l c y  award  co Pan.  Am and den y in g

S h e l l ' s  p e t i t i o n .  T h i s  m a t t e r  was t h e n  a p p e a l e d  t o  che c o u r t s .

I n  1969 che A l a s k a  supreme c o u r t  u p h e l d  t h e  d e p a r t m e n t ' s  d e c i ­

s i o n .  Pan Amer ican  Pecro l eum Coro,  v .  S h e l l  O i l  Co. .  155 P . 2d 12 

( A l a s k a  1969 ) .

E. D i s c o v e r y  RoyaLty Awards f o r  t’o r c h  Cook I n l e t ,

3 e l u g a  R i v e r ,  and F a l l s  C re e k .
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L. N or th  Cook I n l e c  award.

On'November  12,  1962,  t h e  d a t e  Pan Ameri can  had a p p l i e d  

t o r  d i s c o v e r y  award  f o r  t h e  Middl e  Ground  ShoaL No. 1,  Pan An 

a l s o  a p p l i e d  f o r  a d i s c o v e r y  award on ADL 17509 on che b a s i s  c f  

che Cook I n l e c  No. 1 b l o w o u t .  The d e p a r t m e n t  d e c i d e d  n o t  co a c t  

on c h i s  a p p l i c a t i o n  u n t i l  a f c e r  che d i s c o v e r y  r o y a l t y  r e g u l a t i o n s  

went  i n t o  e f f e c t .

I n  Augus t  o f  1963 ( a f t e r  t h e  new r e g u l a t i o n s  became

e f f e c t i v e ) ,  Pan Am was i n f o r m e d  c h a t  a p o c e n c i a L  t e s t  t o  v e r i f v  • ■ •

che e x i s t e n c e  o f  co mm er c i a l  q u a n t i t i e s  wou ld  be r e q u i r e d .  No 

t e s t i n g  was p o s s i b l e  u n t i l  che summer o f  1964.

I n  che i n t e r i m  S h e l l  p r o t e s t e d  any  award  o f  d i s c o v e r y  

b e n e f i t s  t o  Pan Am f o r  t h e  Cook I n l e c  No. I we* l  and spudded  a 

w e l l  on che  l e a s e  i m m e d i a t e l y  co che n o r t h  o f  che l e a s e  where  Pan 

An had d r i L L e d  che Cook I n l e c  No. 1 and No. l -A we L l s .

t n  June  and  J u l y  o f  1964,  che Cook I n l e t  No. 1-A w e l l  

was t e s t e d  by Pan An. In  December o f  1964 ,  Pan An was g r a n t e d  a 

d i s c o v e r y  r o y a l c y  f o r  l e a s e  ADL 17539 b a s e d  on che d i s c o v e r y  mace 

i n  ; / . c  Cook I n l e t  No. 1 w e l l  and t h e  p o c e n c i a l  t e s t  o f  che Cock 

I n l e c  No. l -A w e l l .

2 .  Be luga  R i v e r  and  F a l l s  C r e ek  a w a r d s .



The SRS g roup  had  r e q u e s t e d  a d i s c o v e r y  r o y a l t y  i n

December o f  1962 i n  c o n j u n c t i o n  w i t h  i c s  Be luga  d i s c o v e r y .

A c t i o n  on t h i s  r e q u e s t  was i n i t i a l l y  d e l a y e d  b e c a u s e  che commis­

s i o n e r  o f  n a t u r a l  r e s o u r c e s  b e l i e v e d  t h a t  che Be luga  d i s c o v e r y

m ig h t  be on che same s t r u c t u r e  as  Pan Am's N o r t h  Cook I n l e c
(

b l o w o u t .  The SRS g roup  c o n t e n d e d ,  ho we ve r ,  chac  i c  had an 

a u t o m a t i c  r i g h t  co an award b e c a u s e  t h e  s c a c e  had r e c o g n i s e d  che 

Be luga  d i s c o v e r y  f o r  che p u r p o s e  o f  r e c l a s s i f y i n g  a d j o i n i n g  s c a c e  

u p l a n d  a c r e a g e  f rom n o n c o m p e t i t i v e  t o  c o m p e c i c i v e .  Th e re  was an 

exchange  o f  i n f o r m a t i o n  be tw een  t he  d e p a r t m e n t  and  che SRS group 

o v e r  c h i s  a p p l i c a t i o n  ac che same t ime  as  che d e l i b e r a t i o n s  on 

che a d o p t i o n  o f  t h e  d i s c o v e r y  r o y a l c y  r e g u l a t i o n s  were  o c c u r r i n g .

In  May o f  1963 che SRS g roup  a p p l i e d  f o r  a d i s c o v e r y  

r o y a l t y  f c r  l e a s e  ADL 00590 on che b a s i s  o f  che gas  d i s c o v e r y  

made i n  che F a l l s  C reek  I’n i c  Number 1 w e l l  i n  A p r i l  o f  1961.  

When che d e p a r t m e n t  d e c i d e d  co d e f e r  a c t i o n  on b o t h  t he  F a l l s  

C reek  and 3 e lu g a  R i v e r  a p p l i c a t i o n s  u n t i l  a f c e r  che d i s c o v e r y  

r o y a l c y  r e g u l a t i o n s  we re  a d o p t e d ,  The SRS g r ou p  o b j e c t e d  c h a t  i c  

was b e i n g  t r e a t e d  u n f a i r l y .

In  Sep t em be r  and O c t o b e r  o f  1963,  che SRS g roup  r e a p ­

p l i e d  f o r  3e lu g a  d i s c o v e r y  c e r t i f i c a t i o n .  I t  was awarded  on t h e  

same day chac  t he  SRS a p p l i c a t i o n  f o r  t h e  Middl e  Cround  Shoa l  o i l  

d i s c o v e r y  was d e n i e d .
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I n  December o f  1963 an  a p p l i c a t i o n  was s u b m i t t e d  f o r

t h e  F a l l s  C r eek  l e a s e .  I c  was p r o c e s s e d  u n d e r  che new r e g u ­

l a t i o n s ,  and  a d i s c o v e r y  r o y a l c y  award  was mace on F e b r u a r y  18, 

1964.

I
F.  A p p l i c a t i o n  f o r  and Award o f  D i s c o v e r y  Royalcy

C e r t i f i c a t i o n s  i n  che T r a d i n g  Bay,  McArchur  R i v e r ,  and
* /N i c o l a i  C reek  A r e a s . —

1. I n t r o d u c t i o n .

In  1965,  f o r  che f i r s t  c i n e ,  o f f s h o r e  w i l d c a t  w e l l s  

were  d r i l l e d  a l o n g  t h e  w e s t  s h o r e  o f  Ccok I n l e c  on l e a s e s  i s s u e d  

d u r i n g  che  s e v e n c h  and n i n t h  c o m p e t i t i v e  l e a s e  s a l e s .  Mobi l  and 

Union d r i l l e d  che C r a n i c e  P o i n t  No. 1 w e l l  on l e a s e  ADL 13761 

f rom A p r i l  5,  1965,  co Augus t  5 ,  1965.  The w e l l  r e s u l t e d  i n

d i s c o v e r y  o f  che G r a n i t e  P o i n t  o i l  f i e l d .  The c o m pa n i e s  a p p l i e d

f o r  a d i s c o v e r y  r o y a l c y  f o r  che l e a s e ,  wh ich  was awarded  on

S e p c c c b e r  14,  1965.

* /  A map d e p i c t i n g  che cop o f  che Hemlock g e l o g i c  f o r m a c i o n  and 
i l l u s t r a t i n g  a p p l i c a t i o n s  f o r  d i s c o v e r y  r o y a l c y  awards  i n  
che T r a d i n g  Bay and McArchur  R i v e r  a r e a s  i s  a t t a c h e d  cc c h i s  
o p i n i o n  as  Append ix  3. Appendix  2 s h o u l d  be r e f e r e n c e d  co 
l o c a c c  che N i c o l a i  C reek  a r e a  f o r  wh ic h  a d i s c o v e r y  r o y a l t y  
award was a l s o  s o u g h t .
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Du r i n g  c h i s  same d r i l l i n g  s e a s o n  Union (on b e h a l f  o f  

i c s e l f  and i c s  c o - l e s s e e ,  Marachon)  d r i l l e d  f o u r  v e i l s  i n  che 

T r a d i n g  Bay- f l cArchur  R i v e r  a r e a .  These  w e l l s  and  o c h e r s  which 

f o l l o w e d  e n c o u n t e r e d  o i l  i n  a lmosc  e v e r y  i n s t a n c e  i n  r e s e r v o i r s  

c o n c a i n e d  i n  che Hemlock f o r m a c io n ,  wh ich  a l s o  c o n c a i n e d  che

m a j o r  o i l  r e s e r v o i r s  i n  che Middle  Ground S h o a l  and  Swanson R iv e r  

f i e l d s .

A number  o f  ex p Lo ra co ry  w e l l s  were  d r i l l e d  i n  che 

T r a d i n g  Say-McArchur  R i v e r  a r e a  d u r i n g  che 1966 d r i l l i n g  s e a s o n .  

F i l i n g s  f o r  f i v e  o f  che se  w e l l s  we re  made w ic h  che  s c a c e .  which 

i n i c i a c e d  che d i s c o v e r y  r o y a l c y  c e r t i f i c a t i o n  p r o c e s s .

2.  A p p l i c a t i o n  f o r  and  award  o f  a d i s c o v e r y  r o y a l c y  

c e r t i f i c a t i o n  f o r  che Union T r a c i n g  Bay Mo. L-A 

weLL.

On May 9,  1965,  Union ,  on b e h a l f  . o f  i c s e l f  and

Marachon ,  sp ud d e d  t h e  f i r s t  w e l l  on l e a s e  ADL 13731.  The w e l l

( T r a d i n g  Bay Mo. 1) was d r i l l e d  co a d e p t h  o f  747 f e e c .  The

c a s i n g  p a r t e d  ac  a d e p t h  o f  126 f e e c  w h i l e  i c  was b e i n g  s e c  i n  

che w e l l ,  and che w e l l  was p l u g g e d  and a b a n d o n e d .  On May 23,  

1965,  Union spudde d  a n o t h e r  w e l l  f rom che same l o c a t i o n .  T r a d i n g  

Bay No. 1-A.  I n  d r i l l i n g  c h i s  w e l l  Union d i s c o v e r e d  o i l  i n  che 

T r a d i n g  Bay f i e l d .  The u d l  was c o m p l e t e d  ac  a d e p t h  o f  6 , 83 2  

f e e c  on J u n e  25 ,  1965.
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Union and  Marachon a p p l i e d  f o r  a d i s c o v e r y  r o y a l c y  f o r  

l e a s e  ADL LS73L b a s e d  on c h i s  d i s c o v e r y .  The d e p a r t m e n t  found 

t h a t  Union and Mara thon  had a d e q u a t e l y  e s t a b l i s h e d  a d i s c o v e r y  

dace  o f  May 23 ,  1965,  and c h a t  che p o c e n c i a l  t e s t  c o n d u c t e d  on 

J u n e  17,  1965,  had  e s t a b l i s h e d  chac t h e  T r a d i n g  Bay No. 1-A w e l l  

was c a p a b l e  o f  p r o d u c i n g  commerc ia l  q u a n t i t i e s .  The d e p a r t m e n t  

a l s o  found  chac  che T r a d i n g  Bay f e a c u r e  was a s e p a r a t e  s c r u c c u r e .  

The a p p l i c a c i o n  f o r  c h i s  d i s c o v e r y  award was p r o c e s s e d  and 

c e r t i f i e d  on Augusc  27,  1965.

3.  A p p l i c a c i o n  f o r  a d i s c o v e r y  r o y a l c y  c e r c i f i c a c i o n  

o f  che  GrayLir .g No. 1-A w e l l .

Union and  Marachon d r i l l e d  cwo more w e l l s  f r om l o -  

c a c i o n s  on l e a s e  ADL 18731 a f c e r  che T r a d i n g  Bay No. 1-A d i s ­

c o v e r y .  I n  che l a c e  summer o f  1965 che d r i l l i n g  b a r g e  w h i c h  had 

been  u sed  co d r i l l  che se  w e l l s  was moved co l e a s e  ADL 17594 

i m m e d i a t e l y  t o  che so u c h ,  a l s o  a Union-Marachon  l e a s e .  Union 

commenced che G r a y l i n g  No. 1 w e l l  h e r e  on Sep t em be r  2,  1965.  As 

a r e s u l c  o f  m e c h a n i c a l  p rob l ems  e n c c u n c e r e d  i n  che e a r l y  s t a g e s  

o f  d r i l l i n g ,  che w e l l  had co be p lu g ge d  and  abandoned  ac  a d e p t h  

o f  817 f e e c .

G r a y l i n g  No. 1-A was commenced i m m e d i a t e l y  and t e s t e d  

f o r  comm erc i a l  q u a n t i t i e s  f rom November 6 co November 8 ,  1965.  

An a p p l i c a t i o n  f o r  d i s c o v e r y  r o y a l t y  c e r t i f i c a t i o n  was sub micced  

on November 15 and  amended on November 19.  OfT and ga s  s a n d 3
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were e n c o u n t e r e d  i n c e r m i c c e n c l y  i n  c h i s  weLi  f r o n  de p th s  o f  3 , 305 

f e e c  co 9 ,770  f e e c ,  i n c l u d i n g  a 4 0 0 - f o o c  pay i n t e r v a l  f rom 9 ,370  

co 9 ,770 f e e f  i n  che Hemlock cone .

The d e p a r t m e n t  f ound chac  che d a t e  o f  d i s c o v e r y  f o r  che
I

G r a y l i n g  No. 1-A w e l l  was Occober  24 ,  1965,  and chac commerc ia l  

q u a n t i t i e s  had  been  e n c o u n t e r e d  w i t h i n  che Hemlock zone .  How­

e v e r ,  f o r  che f i r s t  cime s i n c e  che d i s c o v e r y  r o y a l c y  program was 

commenced, c h c r e  was a s e r i o u s  q u e s c i o n  as  co wheche r  che d i s ­

co v e r y  had  been  made on a new g e o l o g i c  s c r u c c u r e .  The d e c i s i o n  

i s s u e d  cn J a n u a r y  26,  1966,  c o n c l u d e d :

I n s u f f i c i e n t  s u b s u r f a c e  i n f o r m a t i o n  e x i s c s  co 
d e t e r m i n e  chac  che McArthur  R i v e r  f e a t u r e  on 
wh ich  che G r a y l i n g  No. 1-A w e l l  i s  l o c a t e d  i s  
noc o v e r l a p p e d  by che p r e v i o u s l y  c e r t i f i e d  
T r a d i n g  3ay g e o l o g i c  f e a t u r e .  Thus ,  che w e l l  
does  noc  s a t i s f y  che r e q u i r e m e n t  f o r  b e i n g  a 
d i s c o v e r y  w e l l  on a g e o l o g i c  s c r u c c u r e  
p r e v i o u s l y  u n c e r t i f i e d ,  and  t h e  a p p l i c a t i o n  
on che G r a y l i n g  No. 1-A w e l l  i s  h e r e b y  
d e n i e d .

On F e b r u a r y  10, 1966,  a  m e e t i n g  t ook  p l a c e  i n  Ancho rage  

be tween  U n i on - Ma ra t ho n  o f f i c i a l s  and  d e p a r t m e n t  o f f i c i a l s  co 

d i s c u s s  che  d e c i s i o n  d e n y i n g  U n i o n - M a r a t h o n ' s r e q u e s c  f o r  d i s ­

c o v e r y  c e r c i f i c a c i o n .  I n  one m e e t i n g  Tom M a r s h a l l  o f  che 

d i v i s i o n  o f  m ines  and m i n e r a l s  t o l d  Un ion -Marachon  o f f i c i a l s  chac 

he was c o n c e r n e d  abouc  che p o s s i b i l i t y  chac  s h a l l o w  p r o d u c c i v c  

s ands  o o n c i n u o u s l y  o v e r l a i d  boch che T r a d i n g  3ay s c r u c c u r e  and  

che G r a y l i n g  s c r u c c u r e .  M a r s h a l l  a l s o  c o l d  one o f  che  o i l
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company r e p r e s e n t a t i v e s  t h a t  h i s  view o f  che McArchur River  

a p p l i c a c i o n  r e l i e d  h e a v i l y  on che "dominanc  s c r u c c u r e  conceoc"  

r e f e r r e d  co i n  USGS C i r c u l a r  419.  Anocher  m e e c i n g  was h e l d  wich 

E r i e  Mach i s ,  c h i e f  o f  che m i n e r a l s  s e c c i o n  o f  che d i v i s i o n  o f  

l a n d s ,  who e n c o u r a g e d  Union and  Marachon co r e q u e s c  cime co 

submic  a d d i t i o n a l  e v i d e n c e .  !

On F e b r u a r y  14,  1966,  Union f i l e d  a  document  wich  che 

d i v i s i o n  o f  l a n d s  e n c i c l e d ,  " P e c i c i o n  f o r  R e c o n s i d e r a t i o n  and 

I n c e r p r e c a c i o n  o f  D e c i s i o n  o f  che D i r e c c o r  o f  che  D i v i s i o n  of  

Lands  Daced J a n u a r y  26 ,  1966,  i n  che Macce r  o f  D i s c o v e r y  WeLl

C e r c i f i c a c i o n  G r a y l i n g  No. I -A w e l l  - -  ADL 17 5 9 4 . "  I n  ch i s  

p e c i c i o n  Union r e q u e s t e d  chac  a p p l i c a b l e  r e g u l a t i o n s  be i n t e r -  

p r e c e d  co p e r m i t  Union co submic  a d d i c i o n a l  and  s u p p c r c i n g  

i n f o r m a t i o n  ac  a l a c e r  cime o r  co a l l o w  r e c o n s i d e r a c i o n  by che 

d i r e c c o r  o f  h i s  d e c i s i o n  on chc b a s i s  o f  a d d i c i o n a l  s u p p o r t i n g  

i n f o r n a c i o n  chen  a v a i l a b l e ,  i n c l u d i n g  e v i d e n c e  s a t i s f y i n g  che 

c r i t e r i a  u se d  f o r  che  d e c e r m i n a c i o n  o f  g e o l o g i c  s c r u c c u r e s  by che 

USGS i n  a d m i n i s t e r i n g  che M i n e r a l  L e a s i n g  Acc o f  F e b r u a r y  25,  

L920.

E r i e  M a t h i s  p r e p a r e d  a p r op os e d  d e c i s i o n  r e s p o n d i n g  co

U n i o n ’ s p e c i c i o n .  He c o n f e r r e d  wich  Tom M a r s h a l l  a b o u t  i c  b e f o r e

s e n d i n g  i t  t o  t h e  c o m m i s s i o n e r .  The p r o p o s e d  d e c i s i o n  d e n i e d  

U n i o n ' s  r e q u e s c  f o r  r e c o n s i d e r a t i o n  on che g ro un d  chac che

s c a c e ' s  o i l  and ga s  l e a s i n g  rej. i l c ’ i o n s  wou ld  noc  pe rmic  i c .

However ,  che p r o p o s e d  d e c i s i o n  p e r n i t c e d  Union co submic  any
m
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a d d i t i o n a l  s u p p o r t i n g  i n f o r m a t i o n  and a u t h o r i z e d  an award o f  

d i s c o v e r y  ro yaLcy  i f  c h a t  i n f o r m a t i o n  e s c a b l i s h e d  chac G r a y l i n g  

No. L-A was - o n  a s e p a r a t e  g e o l o g i c  s c r u c c u r e .  Th i s  p rop osed  

d e c i s i o n  was n e v e r  i s s u e d .

B e g in n i n g  on F e b r u a r y  16,  1966,  Tom M a r s h a l l  p r o v i d e d

J i m  W i l l i a m s ,  d i r e c c o r  o f  che d i v i s i o n  o f  m ines  and m i n e r a l s  and 

ch a i rm a n  o f  che O i l  and  Gas C o n s e r v a c i o n  Commiccee,  wich  a s e r i e s  

o f  r e p o r t s  r e g a r d i n g  h i s  F e b r u a r y  11 meec ing  wich  Union-Marachon.  

I n  chese  r e p o r c s  M a r s h a l l  s c a c e d  chac  che d i s c u s s i o n  was l i m i t e d  

co che s c a c e ' s  i n c e r p r e c a c i o n  o f  che d e f i n i t i o n  o f  g e o l o g i c  

s c r u c c u r e  and  chac  USGS C i r c u l a r  419 was che p r i n c i p a l  b a s i s  u sed  

f o r  d e t e r m i n i n g  g e o l o g i c  s c r u c c u r e .  He o u t l i n e d  a number o f  

p rob l ems  r e g a r d i n g  che d e f i n i c i o n  o f  g e o l o g i c  s c r u c c u r e ,  

i n c l u d i n g  che c o m p l i c a c i r . g  e f f e c t s  o f  s t r a c i g r a p h i c a l l y  

c o n t r o l l e d  p r o d u c t i o n ,  dominant  s t r u c t u r e ,  t r e n d s  o f  f o l d i n g ,  t h e  

i n t e r p r e t a t i o n  and  a c c u r a c y  o f  s t  . smic r e c o r d s ,  and t h e  a b senc e  

o f  s u b s u r f a c e  d a c a .

In h i s  r e p o r c s  M a r s h a l l  r e i t e r a t e d  t h a t  che main 

p r o b l em  wich  t h e  G r a y l i n g  a p p l i c a c i o n  was t h e  o c c u r r e n c e  o f  

u n d e f i n e d  s c r a c i g r a p h i c  t r a p s  i n  che s h a l l o w  h o r i z o n s .  He f e l t  

chac  i t  would  be a m i s t a k e  co award a d i s c o v e r y  r o y a l c y  f o r  che 

G r a y l i n g  w e l l  b e f o r e  che e x t e n t  and c o n t i n u i t y  o f  chose  c r a p s  

we re  known. He m e n t i o n e d  che o c h e r  p r o b l em  o f  d e t e r m i n i n g  how 

much v e r t i c a l  d i s p l a c e m e n t  a l o n g  f a u l c s  i s  r e q u i r e d  co s e p a r a t e  

g e o l o g i c  s t r u c t u r e s ,  and wondered  what  d e v e l o p m e n t  o f  che f i e l d

- 4 9 -

AGO 1 3 4 1 6 j i



would  p r o v i d e  s u f f i c i e n t  s u b s u r f a c e  i n f o r m a t i o n  no r e s o l v e  c h i s  

p r ob l em.

M a r s h a l l  a l s o  s a i d  c h a t  che p r o c e d u r e s  u s e d  by che  USGS 

in  d e t e r m i n i n g  KGSs were  d i s c u s s e d  and t h a t  t h e  p o i n t  was made 

t h a t  che  s t a t e  r e g u l a t i o n s  d i d  noc  a l l o w  th e  s t a t e  co make ' a 

t e n t a t i v e  d e t e r m i n a t i o n  r e g a r d i n g  g e o l o g i c  s t r u c t u r e ,  u n l i k e  

f e d e r a l  r e g u l a t i o n s  wh ich  a l l o w e d  f e d e r a l  o f f i c i a l s  co d e l i n e a t e  

an u n d e f i n e d  KGS. He noced  t h a t  s t a t e  o f f i c i a l s  we re  w i t h o u t  t h e  

b e n e f i t  o f  s u r f a c e  g e o l o gy  a v a i l a b l e  t o  p e r s o n s  w o r k i n g  i n  

u n c o v e r e d  u p l a n d  a r e a s .  He e x p l a i n e d  t h a t  che USGS makes i t s
k

f i n a l  KGS d e t e r m i n a t i o n  a f t e r  an  e v a l u a t i o n  o f  a l l  c o n t r o l l i n g  

f a c t o r s ,  b u t  t h a t  l i k e  i n f o r m a t i o n  was noc  a v a i l a b l e  t o  che s c a c e  

w i t h  r e s p e c t  t o  che T r a d i n g  Bay and McArchur R i v e r  a r e a s  ac  c h i s  

c ime.

On March 2,  1966,  t h e  c o m m i s s i o n e r  o f  n a t u r a l  r e s o u r c e s  

r e s p o n d e d  co E a r l  M a t h i s '  s u g g e s t e d  r e p l y  co U n i c n - M a r a c h o n ' s 

p e c i c i o n  f o r  r e c o n s i d e r a t i o n .  I n  h i s  r e s p o n s e  che  c o m m i s s i o n e r  

c o n c l u d e d  t h a t  t h e r e  were  cwo s e p a r a t e  g e o l o g i c  s t r u c t u r e s  p r e ­

s e n t ,  b u t  e x p r e s s e d  c o n c e r n  a b o u t  t he  p r ob l em  o f  one l e a s e  

c o v e r i n g  a p o r t i o n  o f  cwo s e p a r a t e  s t r u c t u r e s  - -  an  e n t i r e l y  

d i f f e r e n t  I s s u e  t h a n  chac  b e i n g  d e a l t  w ich  by M a r s h a l l ,  W i l l i a m s ,  

and M a t h i s .  He f e l t  chac  t h e  cime l i m i t  imposed  by che r e g u ­

l a t i o n s  c o u l d  be  c i r c u m v c n c e d  i f  che p e c i c i o n  we re  a c c e p t e d  by 

t he  c o m m i s s i o n e r  r a t h e r  t h a n  che d i v i s i o n  o f  l anc l s ,  t h u s  e n a b l i n g
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a s t u d y  o f  che p rob l em co be made.  He a l s o  i n d i c a t e d  chac  che 

a t t o r n e y  g e n e r a l  had been  r e q u e s t e d  t o  r e v i e w  che q u e s t i o n  o f  

wheche r  a f i v e  p e r c e n c  r o y a l c y  would a p p l y  co che e n c i r e  l e a s e  i f  

a d i s c o v e r y  w e l l  were  d r i l l e d  i n  a new s c r u c c u r e  where  che a r e a  

o f  che l e a s e  a l s o  c o v e r e d  a s econ d  s c r u c c u r e  chac  had been
I

p r e v i o u s l y  c e r t i f i e d  as a d i s c o v e r y  on a d i f f e r e n c  l e a s e .  I c  i s  

a p p a r e n t  f rom c h i s  o p i n i o n  r e q u e s c  chac che c o m m i s s i o n e r  was 

c o n c e r n e d  wich  l e a s e  b o u n d a r i e s  ( che  l e g a l  i n c e r p r e c a c i o n  o f  che 

words  " a l l  p r o d u c t i o n  f rom che l e a s e " )  r a t h e r  chan a q u e s c i o n  

i n v o l v i n g  che b o u n d a r i e s  o f  a  g e o l o g i c  s c r u c c u r e .

On Augus t  26,  1966 ,  an  o p i n i o n  v/as i s s u e d  by che

a c c o r n e y  g e n e r a l ' s  o f f i c e  w h i c h  r e s o l v e d  che q u e s c i o n  o f  l e a s e  

b o u n d a r i e s .  The c o n c l u s i o n  was chac  a l l  p r o d u c t i o n  f rom che 

l e a s e  s h o u l d  e n jo y  che b e n e f i t s  o f  d i s c o v e r y  r o y a l c y  even  chough 

i c  we re  d e r i v e d  f rom a s c r u c c u r e  wh ich  was p r e v i o u s l y  che s u b j e c t  

o f  a d i s c o v e r y  r o y a l c y  on a n o c n e r  l e a s e .  However,  che p r i n c i p a l  

q u e s t i o n s  o f  wheche r  o r  noc  T r a d i n g  Bay and McArchur  R i v e r  were  

s e p a r a t e  s t r u c t u r e s  was noc a d d r e s s e d  by c h i s  o p i n i o n .

The re  was no f u r t h e r  a c t i v e  c o n s i d e r a t i o n  o f  che

Unior . -Marachon a p p l i c a c i o n  u n t i l  1968.

4,  D i s c o v e r y  r o y a l c y  c e r t i f i c a t i o n  o f  che N i c o l a i

Creek  Scace  No. 1 w e l l .
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Se c au se  che  c e r c  o f  che l e a s e s  i s s u e d  i n  che  s evench
a I

and n i n c h  c o m p e c i c i v e  s a l e s  was f i v e  y e a r s ,  c he r e  w e re  a l a r c e  

number o f  we-Lls d r i l l e d  and s e v e r a l  d i s c o v e r y  w e l l  c e r c i f i c a c i o n  

a p p l i c a c i c n s  f i l e d  i n  che 1966 d r i l l i n g  s e a s o n .

The f i r s c  d i s c o v e r y  r o y a l c y  r e q u e s c  i n  che 1966 d r i l l ­

i ng  s e a s o n  came f o r  a w e l l  d r i l l e d  by Texaco  - -  N i c o l a i  Creek 

Scace  No. 1 .  Texaco  had  spu dded  c h i s  w e l l  i n  che f a i l  o f  1965.  

On May 23,  1966,  Texaco  s ub m ic c ed  e v i d e n c e  i n  s u p p o r c  o f  an

A p r i l  28,  1966,  p r i o r i c y  d a c e .  In  e a r l y  May che w e l l  was c e s c ed  

and founa  co be c a p a b l e  o f  p r o d u c i n g  co mm er c i a l  q u a n c i c i e s  o f  

g a s .  Texaco a p p l i e d  f o r  d i s c o v e r y  w e l l  c e r c i f i c a c i o n  on Ju n e  13,

1966,  which  was a p p r o v e d  on Augusc 19,  1966.

5 .  D i s c o v e r y  a f f i d a v i c  f o r  che SAS F o r e l a n d  Channel

Sc a c e  No. 1 w e l l .

On Ju n e  10,  1966,  S h e l l  (on  b e h a l f  o f  i c s e l f ,  Scanda rd  

O i l  o f  C a l i f o r n i a ,  and  A c l a n c i c  R i c h f i e l d )  f i l e d  an a f f i d a v i c  o f  

f i r s c  d i s c o v e r y  f o r  che SAS F o r e l a n d  Channe l  Scace  No. 1 w e l l .  

No p o c e n c i a l  c e s c s  w e r e  co n du cce d  on c h i s  w e l l ,  and  no d i s c o v e r y  

c e r c i f i c a c i o n  a p p l i c a c i o n  was f i l e d .

6 .  D i s c o v e r y  a f f i d a v i c  f o r  che Pan Am Norch Redoubc

Wel l  No. I .
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Pan An d r i l l e d  che N o r t h  Redoubt  Wel l  No. 1 f o r  che Pan 

Am group i n  che s p r i n g  and summer o f  ^ 6 6 .  Ac co rd in g  co che 

a f f i d a v i c  f i l e d  cr. June  22,  1966,  che depch  i n  chac v e i l  c o r r e ­

sponded v e r y  c l o s e l y  co che Hemlock d i s c o v e r y  i n  U n i o n ' s  G r a y l i n g  

No. 1-A w e l l .  A l t ho ug h  g e o l o g i c  s c r u c c u r e  bounda ry  i n f o r m a t i o n  

and e v i d e n c e  o f  commerc i a l  q u a n c i c i e s  were  submicced  i n  e a r l y  

Sep t embe r ,  Pan An d i d  noc a c t u a l l y  a p p l y  f o r  d i s c o v e r y  r o y a l c y  

c e r c i f i c a c i o n .

7. A p p l i c a t i o n  f o r  d i s c o v e r y  royaLcy  c e r c i f i c a c i o n  o f  

che Ku s ca t a n  No. 1-A weLl .

M e a n w h i l e , Union had been  d r i l l i n g  che KusLacan No. I 

v e i l  on U n i o n - M a r a c h o n ' s  l e a s e  ADL 18729,  i m m e d i a t e l y  co che 

s o u t h  o f  t h e i r  G r a y l i n g  l e a s e .  T h i s  w e l l  was d r i l l e d  co 11 .600 

f e e c  d u r i n g  A p r i l ,  May. and June  1966.  Union f i l e d  a f f i d a v i t s  co 

e s c a b l i s h  p r i o r i t y  o f  cime and dace  o f  d i s c o v e r y  f o r  c h i s  v e i l .  

Du r ing  che p e r i o d  Augusc 5 co 7,  1966,  a co m m er c i a l  q u a n c i c i e s  

c a se  was w i t n e s s e d  by che s c a c e .  On Sep t em be r  6 ,  1966,  Union

f o r m a l l y  a p p l i e d  f o r  d i s c o v e r y  c e r c i f i c a c i o n .  One week l a t e r  

Union wichd rew che a p p l i c a c i o n  p e n d in g  s u b m i s s i o n  o f  a d d i t i o n a l  

i n f o r m a t i o n ,  wh ich  was submicc ed  on Occobe r  7,  1966.  Union

wichd rew t h i s  a p p l i c a c i o n  i n  December 1966 b e f o r e  any a c t i o n  on 

i t  had been  t a k e n  by t h e  d e p a r t m e n t .
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8.  A p p l i c a c i o n  f o r  d i s c o v e r y  r o y a l c y  c e r c i f i c a c i o n  o f  

che West  F o r e l a n d  U n i t  No. 3 w e l l .

Ac l a r . c i c  R i c h f i e l d  d r i l l e d  che Uesc F o r e l a n d  Un i t  No. 3 

w e l l  on l e a s e  ADL 18777 i n t o  che u p p e r  l e f t  arm o f  che McArchur 

R i v e r  Hemlock r e s e r v o i r .  On Augus t  3 ,  1966,  an a f f i d a v i c  ' o f

f i r s c  d i s c o v e r y  was f i l e d  i n  s u p p o r t  o f  a J u l y  25 , 1966,  d i s -

c o v e r y  da ce  wich  che O i l  and Gas C o n s e r v a c i o n  Commiccee.  A 

com m erc i a l  q u a n c i c i e s  c e s c  was conducced  on Augusc 16,  1966.

On Sepcemoer  23,  LS66, AcLanci c  R i c h f i e l d  submicced  i c s
t

g e o l o g i c  s c r u c c u r e  b o u n d a ry  e v i d e n c e  co che C o n s e r v a c i o n  Commic- 

c e e .  In  an  e x p l a n a c o r y  l e c c e r  which  a cco mp an ied  c h i s  e v i d e n c e ,  

A c l a n c i c  R i c h f i e l d  e x p l a i n e d  why i c  b e l i e v e d  che Hemlock r e s e r ­

v o i r ,  i n  whac i c  L a b e l e d  che " F o r e i a n a  F i e l d , "  was s e p a r a c e  f rom 

che Hemlock r e s e r v o i r  e n c o u n t e r e d  by Union i n  G r a y l i n g  No. 1-A. 

The e x p l a n a c i o n  c l a i m e d  chac  a b a r r e n  s y n c l i n e  s e p a r a t e d  che 

Hemlock f i e l d  e n c o u n t e r e d  by che G r a y l i n g  1-A .w e l l  f rom chac

e n c o u n t e r e d  by che Wesc F o r e l a n d  U n i t  No. 3 w e l l  and  chac  che 

h y d r o c a r b o n  a c c u m u l a t i o n  i n  che McArchur  R i v e r  s c r u c c u r e  was noc 

i n  commun ica t i on  w ich  chac  o f  Wesc F o r e l a n d  No. 3.

On S e p t e m b e r  30,  1966,  A c l a n c i c  R i c h f i e l d  f o r m a l l y

a p p l i e d  co chc d i v i s i o n  o f  l a n d s  f o r  c e r c i f i c a c i o n  o f  d i s c o v e r y  

r o y a l c y  o f  che Wesc F o r e l a n d  Un i t  No. 3 w e l l .  On che b a s i s  o f  

c h i s  s u b m i s s i o n ,  c h o re  was f u r t h e r  d i s c u s s i o n  u i c h i n  che
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d e p a r t m e n t  cr. che d e f i n i t i o n  o f  g e o l o g i c  s t r u c t u r e  anc wheche r  

che c o n c e p t  o f  dominant  s t r u c t u r e ,  o r i g i n a l l y  advanced  by Ton 

M a r s h a l l  from USGS C i r c u l a r  i l 9 .  was t h e  b e s t  i n t e r p r e t i v e

a p p r o a c h  co s o l v i n g  c h i s  i s s u e .

«
On December 9,  1966,  a d e c i s i o n  was i s s u e d  by che

d i r e c c o r  o f  t h e  d i v i s i o n  o f  l a n d s  d e n y i n g  A c l a n c i c  R i c h f i e l d ' 3

r e q u e s c  f o r  d i s c o v e r y  r o y a l c y  c e r c i f i c a c i o n  on che g round  chac  

che w e l l  was on t h e  G r e a c e r  T r a d i n g  3ay s c r u c c u r e  f o r  wh ich  a 

d i s c o v e r y  r o y a l t y  had  been  p r e v i o u s l y  av/a rced .  He made c h i s  

d e c i s i o n  n o t w i t h s t a n d i n g  che f a c t  chac  che e a r l i e r  d e n i a l  o f

U n i o n -M a r a c h o n ’ s a p p l i c a c i o n  was on che  b a s i s  chac t h e r e  was 

i r . su f  f i c i e n c  e v i d e n c e  co dec  e rmin e  w h e t h e r  che T r a d i n g  Bay and 

McArchur  R i v e r  f e a t u r e s  were  s e p a r a t e  s t r u c t u r e s .  On December 30 

A c l a n c i c  R i c h f i e l d  r i i e c  a p e c i c i o n  f o r  r e c o n s i d e r a t i o n  o f  che

d i r e c t o r ' s  d e c i s i o n .  The re  was d i s c u s s i o n  v l c h l n  che d e p a r t m e n t  

on wh e ch e r  and when co c o n s i d e r  che p e c i c i o n  f o r  r e c o n s i d e r a t i o n  

( A c l a n c i c  R i c h f i e l d  was i n  f a v o r  o f  d e l a y  u n t i l  f u r t h e r  i n f o r m a ­

t i o n  f rom d r i l l  r e p o r t s  f rom s u b s e q u e n t  o p e r a t i o n s  became a v a i l ­

a b l e ) .  L ike  t h e  Union-Marachon  r e q u e s t  f o r  r e c o n s i d e r a t i o n ,  

t h e r e  i s  no t n d i c a c i o n  i n  che r e c o r d  chac  any choughc was g i v e n  

co che mac ca r  u n c i l  a y e a r  l a c e r .

9.  A p p l i c a t i o n  f o r  d i s c o v e r y  r o y a l c y  c e r c i f i c a c i o n  o f  

T e x a c o ' s  T r a d i n g  Bay Scacc  No. 1 w e l l .
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In  che l a c e  summer o f  1966 Texaco ,  on b e h a l f  o f  i c s e i f

and S u p e r i o r  O i l  Company, commenced che T r a d i n g  3ay Scace  No. 1

w e l l  on l e a s n  ADL 17597.  On Sep t em be r  27,  1966,  che w e l l  was

c e s c e d  f o r  commerc i a l  q u a n c i c i e s .  T h i s  c e sc  a l s o  s e r v e d  as  che 

b a s i s  f o r  ar. a f f i d a v i c  o f  f i r s c  d i s c o v e r y .  The w e l l  was d r i l l e d

t h r o u g h  che o i l  b e a t i n g  z o n e s  i n  boch  che Ke na i  and Hemlock

f c r m a c i o n s .

Cn March 7, 1967,  d e n i a l  o f  T e x a c o ' s  a p p l i c a c i o n  was 

i s s u e a  by che d i r e c c o r  o f  che  d i v i s i o n  o f  l a n d s  on che g r o un d s  

chac  che w e l l  was noc c a o a b l e  o f  p r o d u c i n g  o i l  i n  co mm erc i a l  

q u a n c i c i e s  and chac i c  was l o c a t e d  on che C r c a c e r  T r a d i n g  Bay 

s c r u c c u r e  on which  d i s c o v e r y  c e r c i f i c a c i o n  was p r e v i o u s l y  

g r a n c c d .

10. A p p l i c a t i o n  f o r  d i s c o v e r y  r o y a l c y  c e r c i f i c a c i o n  o f  

A c l a n c i c  R i c h f i e l d ’ s T r a d i n g  3ay Scace  No. 1 w e l l .

Anoc.-.cr d i s c o v e r y  was c l a i m e d  i n  che McArchur  R i v c r -  

T r a u i n g  Say a r e a  i n  t h e  summer o f  1967.  Th i s  c l a i m  was made by 

A c l a n c i c  R i c h f i e l d  f o r  t h e  T r a d i n g  Bay S t a t e  No. 1 we 11 on l e a s e  

ADL 3&531. A c c o r d i n g  co che a f f i d a v i t  o f  f i r s c  d i s c o v e r y ,  

e v i d e n c e  o f  f i r s c  d i s c o v e r y  was e n c o u n t e r e d  i n  che w e l l  on 

Juno 7,  1967.  The w e l l  was d r i l l e d  i n c o  che Hemlock a c c u m u l a t i o n  

n o r c h  o f  t h e  McArchur  R i v e r  Hemlock r e s e r v o i r  on che dovnchrovn  

"* \ u  T r a d i n g  3ay f a u i c .  A c l a n c i c  R i c h f i e l d  named c h i s
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a c c u m u l a t i o n  t h e  Ivan  B e r m 5 F i e l d .  A comm erc i a l  q u a n t i t i e s  t e s t  

was co n d u c t ed  cn Ju ne  23 ,  1967.  A p p l i c a c i o n  f o r  d i s c o v e r y

r o y a l t y  c e r t i f i c a t i o n  was f i l e d  or. Sep t em be r  27,  1967.  The

a p p l i c a t i o n  was t h e n  c o n s i d e r e d  by s t a t e  o f f i c i a l s .

The d e c i s i o n  o f  che O i l  and  Gas C o n s e r v a t i o n  Commit tee 

i s s u e d  t o  che d i v i s i o n  o f  l a n d s  recommended t h a t  c e r c i f i c a c i o n  be 

d e n i e d  on che g round  chac  d r i l l i n g  che T r a d i n g  3av Scace  Mo. 1 

w e l l  had noc r e s u l t e d  i n  t h e  f i r s t  d i s c o v e r y  on a new g e o l o g i c  

s t r u c t u r e .  The r e l e v a n t  p o r t i o n  o f  che c o m m i t t e e ' s  d e c i s i o n  

s e a t e d :

S e c t i o n  50S.7&& - E s t a b l i s h m e n t  o f  G e o l o g i c  
S t r u c t u r e " : I t  i s  cr.c o p i n i o n  o t  t n e  O i l  ana
Cas C o n s e r v a t i o n  Ccmmictce  chac  t h e  Ivan  
B e r in g  F i e l d  d i s c o v e r e d  by che T r a d i n g  Bay 
S c a t e  weLl  i s  c o n t r o l l e d  by a f a u l c  o r  
f a u l c s  a s s o c i a t e d  w ic h  che G r e a t e r  T r a d i n g  
3ay S t r u c t u r e .  I nasmuch  as  a d i s c o v e r y  
r o y a l t y  was p r e v i o u s l y  awa rded  co che T r a d i n g  
3ay S t r u c t u r e ,  t h e  Commi t te e  does  noc 
c o n s i d e r  t h a t  t h e  T r a d i n g  Bay S t a t e  41  weLL 
i s  che f i r s c  d i s c o v e r y  on che dominan t  
g e o l o g i c a l  s c r u c c u r e .

On December 7,  1967,  che d e c i s i o n  d e n y in g  A c l a n c i c

R i c h f i e l d ' s  a p p l i c a t i o n  f o r  d i s c o v e r y  r o y a l t y  c e r c i f i c a c i o n  o f  

che Ivan  B e r in g  f i e l d  was i s s u e d .  3v l e c t o r  d a t e d  December 21,  

1967.  A c l a n c i c  R i c h f i e l d  r e q u e s t e d  r e c o n s i d e r a t i o n  o f  che d e c i ­

s i o n  r e j e c t i n g  t h e i r  a p p l i c a c i o n  and  p e r m i s s i o n  co submic a d d i ­

c i o n a l  da c a .  T h i s  p e t i t i o n  was s u p p l e m e n t e d  on December 28,  

1967.
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11.  A p p l i c a c i o n  f o r  d i s c o v e r y  r o y a l t y  c e r t i f i c a t i o n  

f o r  Redoubt  Sh o a l  Mo. 2 .

Th e r e  was one rr.cre d i s c o v e r y  w e l l  c e r c i f i c a c i o n  ap pL i -  

c a c i c r .  c o n s i d e r e d  by che s c a c e  f o r  a w e l l  d r i l l e d  i n  che T r a c i n g  

Bay v i c i n i t y . I n  che summer o f  1968,  Pan Ameri can  d r i l l e d  

Redoub t  S h o a l  d n i c  Mo. 2 w e l l  on l e a s e  ADL 29690.  T h i s  w e l l  was 

d r i l l e d  i n t o  a Hemlock a c c u m u l a t i o n  U 1 / 2  m i l e s  souch  o f  che 

McArchur  R i v e r  Hemlock r e s e r v o i r .  An a f f i d a v i c  co e s c a b l i s h  

p r i o r i t y  o f  d i s c o v e r y  v;as f i l e d  i n  e a r l y  O c t o b e r  196S.  The 

f o r m a l  a p p l i c a t i o n  f o r  d i s c o v e r y  c e r c i f i c a c i o n  was f i l e d  on 

November  12.  The commi t t ee  c o n c l u d e d  chac  co mmerc i a l  q u a n c i c i e s  

had  been  e n c o u n t e r e d  buc chac  che  Redoubc Shoa l  f e a c u r e  was a 

d o w n f a u l c e d  nose  s u b s i d i a r y  co che T r a d i n g  Bay dominan t  g e o l o g i c  

s t r u c t u r e  w h i c h  r.ac oeen p r e v i o u s l y  a w a r c e a  a d i s c o v e r y  r o y a l c y .  

Pan Amer i can  t i l e d  a n o c i c e  o f  a p p e a l  co che s u p e r i o r  c o u r t  cn 

F e b r u a r y  19,  1969,  buc che a p p e a l  n e v e r  p r o c e e d e d  co a d i s p o s i ­

t i o n  on che m e r i t s .

12.  R e c o n s i d e r a t i o n  o f  che G r a y l i n g  No. l - A ,  Wesc 

F o r e l a n d  Unic Mo. 3 .  and A c l a n c i c  R i c h f i e l d  

T r a d i n g  Bay Scace  No. I a p p l i c a t i o n s  f o r  d i s c o v e r y  

r o y a l t y  c e r c i f i c a c i o n .

A c l a n c i c  R i c h f i e l d ' s  a p p l i c a c i o n  f o r  r e c o n s i d e r a t i o n  o f  

che d e n i a l  o f  d i s c o v e r y  r o y a l c y  c e r t i f i c a t i o n  f o r  chc d i s c o v e r y
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i n  che I v a n  B e r in g  f i e l d  prompced Pedro  Dencon,  c h i e f  o f  che 

m i n e r a l s  s e c c i o n  o f  che d i v i s i o n  o f  l a n d s ,  co change  h i s  mind 

abouc  how much cime sh o u l d  be g i v e n  co d i s c o v e r y  c e r c i f i c a c i o n  

a p p l i c a n c s  Co p ro ve  che b o u n d a r i e s  o f  g e o l o g i c  s c r u c c u r e s .  On 

J a n u a r y  29 ,  1968,  he wroce co chen Commis s ione r  Thomas E. K e l l y  

chac  che  c u c o f f  p e r i o d  e s c a b l i s h e d  by che  r e g u l a c i o n s  p r o v i d e d  a 

r e a s o n a b l e  c i n e  p e r i o d ,  chac hoLding  d i s c o v e r y  r o y a l c y  a p p l i c a -  

c i o n s  i n  a b ey a n ce  would c a u s e  s e r i o u s  f i n a n c i a l  a d m i n i s c r a c i v e  

p r o b l e m s ,  and chac  no e v i d e n c e  g a c h e r e d  a f c e r  che c in e  l i m i c  

s h o u l d  be a c c e p c e d .  He was c o n c e r n e d  chac  i f  che p e r i o d  were 

u n l i m i c e d , some companies  wouid  c o n c i n u e  co demand r e f u n d s  o r  

c r e d i c  many y e a r s  a f c e r  che cen y e a r  cerm from f i r ^ c  e n co un c e r  

had  e x p i r e d ,  w ich  s e v e r e  a d v e r s e  e f f e c c s  on s c a c e  f i s c a l  p l a n ­

n i n g .

On C c co b e r  31,  1963 , che c o m m i s s i o n e r  s e nc  ouc ch ree  

d e c i s i o n s  w ic h  r e s p e c c  co ches e  c h r e e  i o n g - s c a n d i n g  d i s c o v e r y  

r o y a l c y  a p p l i c a c i o n s , Un io n -M a ra c ho n ' s G r a y l i n g  1-A (ADL 1 7 59 M ,  

ARCO’ s %*esc F o r e l a n d  Uo. 3 (ADL 1 3 7 7 7 )  and ARCO's T r a d i n g  3ay

Sc ace  Mo. 1 (ADL 35 ^31 ) .  Each o f  c h e se  d e c i s i o n s  p r o v i d e d  as  

f o l l o w s :

1. On chc b a s l 3  o f  che i n f c r m a c i o n  a v a i l a b l e  ac  c h i s  
c i n e ,  che D i r e c c o r ' s  d e c i s i o n  was p r o p e r .

2.  Adequa t e  c i n e  ha s  been  a l l o w e d  che a p p l i c a n c  co 
submic  s u p p o r c i n g  i n f o r n a c i o n  as  r e q u c s c o d  i n  
c h e i r  p e c i c i o n  f o r  r e c o n s i d c r a c i o n .

3.  Thac a p p l i c a n c ' s  r e q u e s c  f o r  an o p p o r c u n i c y  co 
submic  s u p p o r c i n g  i n f o r m a t i o n  i s  r e a s o n a b l e .
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T h e r e f o r e ,  che a p p l i c a n c  i s  g r a n t e d  60 days f rom 
r e c e i p c  o f  c h i s  d e c i s i o n  in  wh ich  co su p p l y  s u p p o r c i n g  
i n f o r m a t i o n  o r  co s c h e d u l e  a h e a r i n g  ac  a cime n u c u a l l y  
a g r e e a b l e  co che s c a c e  and che a p p l i c a n c .  I f  no 
s u p p o r c i n g  i n f o r m a t i o n  o r  h e a r i n g  i s  s c h e d u l e d  w i c h i n  
che '  cime a l l o w e d ,  che D i r e c co r "  s d e c i s i o n  w i l l  be 
a f f i r m e d .

A c l a n c i c  R i c h f i e l d  f i l e d  a l e c t e r ,  c h r e e  e x h i b i t s ,  cwo 

e n c l o s u r e s ,  and a copy o f  che n o c i c e  d e s c r i b i n g  che w e l l  c e s c s  

e n d i n g  J u l y  1, 1967,  w ich  Commiss ioner  K e l l y  i n  r e s p o n s e  co ches e  

d e c i s i o n s  on December  26,  1968.  The l e c c e r  s u g g e s c e d  a meec ing  

w ic h  s c a c e  o f f i c i a l s  co d i s c u s s  and  d e v e l o p  c e c h n i c a l  daca  

s u p p o r c i n g  che a p p l i c a c i o n .  The c e c h n i c a l  da c a  s u b n i c c e d  wich  

c h i s  l e c c e r  i n c l u d e d  E x h i b i c  1, an e v a l u a c i c n  o f  m e c h a n i c a l  l o g s ;  

E x h i b i c  2,  a s c r u c c u r e  con cou r  map; E x h i b i c  3 ,  a s c r u c c u r a l  c r o s s  

s e c c i o n  A-A^; E n c l o s u r e  1, w e l l  c c m p l e c i o n  i n f o r m a c i c n  d r a f c e d  on 

an  e l e c c r i c  l o g ;  and  E n c l o s u r e  2,  a c o r e  a n a l y s i s  - -  c o r e s  1 -1 0 .  

They a l l  p e r t a i n e d  co l e a s e  ADL 34531 and  che I v a n  Be r ing  f i e l d  

and  p u r p o r t e d  co show chac  che  f i e l d  was on a s e p a r a t e  s c r u c c u r e  

f rom boch che T r a d i n g  Bay and McArchur  R i v e r  f i e l d s .  A c l a n c i c  

R i c h f i e l d  f i l e d  n o t h i n g  wich  r e s p e c t  co l e a s e  ADL 18777 and che 

Wesc F o r e l a n d  Ifnic  No. 3 w e l l .  These  l e c c e r s  we re  f o l l o w e d  up on 

J a*  a ry  26,  1963,  w ic h  a l e g a l  b r i e f  f rom Th eo do re  F.  Scevens  and 

R u s 3 e l l  H. H o l l a n d ,  r e p r e s e n t i n g  A c l a n c i c  R i c h f i e l d .  The b r i e f  

was a lm o s t  w o r d - f o r - w o r d  che same as  che one f i l e d  a y e a r  e a r l i e r  

i n  s u p p o r t  o f  A c l a n c i c  R i c h f i e l d ' s  d i s c o v e r y  r o y a l c y  a p p l i c a c i o n  

f c r  che Wesc F o r e l a n d  U n i t  No. 3 w e l l .
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On December 20,  1968,  Union s u p p l e m e n t e d  t h e i r  a p p l i c a ­

t i o n  f o r  c e r c i f i c a c i o n  o f  t he  G r a y l i n g  Mo. 1-A w e l l  by f i l i n g  a 

b l u e  box wh ich  was l a b e l e d ,  "Append! : ;  G e o l o g i c  Rep o r t s  and 

E x h i b i t s . "  In  che box were  maps and  e x h i b i t s  and a n a r r a t i v e  

i n c e r p r e c a c i o n  e x p l a i n i n g  che maps and e x h i b i t s .  Union r e q u e s t e d  

chac che macce r  be s e c  f o r  a h e a r i n g  ac  che e a r l i e s t  p o s s i b l e  

c im e .

On J a n u a r y  9,  1969,  Pedro  Dencon fo rwa rd ed  co che

commis s ione r  h i s  a rgum en t s  on why che 9 0 -day  cime l i m i t  on 

g e o l o g i c  s c r u c c u r e  i n f o r m a t i o n  ouehc  co be s c r i c c l y  e n f o r c e d .

On F e b r u a r y  7,  1969,  A c l a n c i c  R i c h f i e l d  was r . o c i f i e d

chac  t h e  d e c i s i o n  o f  December 9,  1966,  d e n y i n g  d i s c o v e r y  c e r t i ­

f i c a t i o n  o f  t h e  F o r e l a n d  f i e L c  was a f f i r m e d  b e c a u s e  no a d d i c i o n a l  

i n f o r m a t i o n  had  been  s u b n i c c e d .

On J u n e  5,  1969,  che O i l  and Gas C o n s e r v a c i o n  Ccnmiccee 

i n fo rmed  che c i r c c c o r  o f  l a n d s  chac  t h e y  had  r ev i e we d  che docu-  

raencs and e x h i b i c s  submicced  co che d i v i s i o n  o f  l a n d s  on 

December 30,  1968,  and found chac c h i s  a d d i c i o n a l  i n f o r m a t i o n  d id  

noc  w a r r a n c  a change  i n  che c c m n i c c e e ' s  o r i g i n a l  d e c i s i o n  daced  

J a n u a r y  1, 1966.  T h i s  l e c c e r  was s i g n e d  by Tom M a r s h a l l  and 0.  

K. G i l b r e c h ,  J r .  The r c s u Lc s  o f  che r e v i e w  were  n e v e r  f o rwa rded  

co Union -Marachon .
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Uo f u r t h e r  a c t i o n  was t a k e n  cn  e i t h e r  U n i o n ' s  o r  ARCO's 

a p p l i c a t i o n  u n t i l  F e b r u a r y  26,  1970.  At  ch ac  cime che commis­

s i o n e r  senc-  ouc d e c i s i o n s  t o  b o t h  A t l a n t i c  R i c h f i e l d  and 

Un ion-Marachon  e s t a b l i s h i n g  h e a r i n g  d a c e s  o f  A p r i l  16.  1970,  and 

A p r i l  17,  1970,  f o r  che p e n d i n g  c e r t i f i c a t i o n  a p p l i c a t i o n s . In  

c h i s  n o c i c e  Commis s ione r  K e l l y  n o c i f i e d  boch  s e c s  o f  a p p l i c a n c s  

t h a c  h i s  r e v i e w  would  be  l i m i c e d  co i n f o r m a t i o n  wh ich  was f i l e d  

w i c h i n  che o r i g i n a l  9 0 - d a y  p e r i o d .

The A t l a n t i c  R i c h f i e l d  h e a r i n g  was c o n d u c t e d  on

A p r i l  16,  1970.  Ac che h e a r i n g  a d d i c i o n a l  i n f o r m a t i o n  was
%

p r e s e n t e d  co show chac  che Ivan  3 e r i n g  f i e l d  was one o f  s e v e r a l  

e n t r a p p i n g  mechanisms  on s e p a r a c e  s t r u c t u r e s ,  e ach  o f  which  

s h o u l d  be e n c i t l e d  t o  d i s c o v e r y  r o y a l c y  c e r t i f i c a t i o n .

The Union -Marachon h e a r i n g  was c o n d u c c e d  on che nexc  

day .  Ac c h i s  h e a r i n g  Union and Marachon  i n t r o d u c e d  a l i g h t  b lu e  

f o l d e r  f u l l  o f  new e x h i b i t s  c o r r e s p o n d i n g  w ic h  Volumes 1 and 2 o f  

che  e x h i b i t s  l a t e r  s u b m i t t e d  cn S e p t e m b e r  28,  1969.

On J u n e  8 , 1970,  Un i on -Ma rachon  s e n c  Commis s ione r  K e l l y  

a l e c c e r  3 c a c i n g  che l e g a l  r e a s o n s  why he s h o u l d  l o o k  ac  che 

a f t e r - l c q u i r e d  e v i d e n c e .  Ped ro  Denton  t h e n  s e n c  che  co mmis s ione r  

a copy  o f  h i s  J a n u a r y  7, 1969,  n o t e s  wh ich  a r g u e d  chac a f t e r -

a c q u i r e d  e v i d e n c e  shouLd be d i s r e g a r d e d .
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In  Augus t  o f  L970 t h e  C o n s e r v a t i o n  Commit tee  senc  

Commis s ioner  K e l l y  a memorandum wh ich  c o n c l u d e d  chac  che o r i g i n a l  

Un i on -Mara thon  d e c i s i o n  was c o r r e c t .  Pedro  Denton  t h e n  d r a f t e d  a 

d e c i s i o n  t o  send co Union-Marachon wh ich  c o n c a i n e d  a l engchy  

j u s c i f i c a c i o n  f o r  d i s r e g a r d i n g  che a f c e r - a c q u i r e d  e v i d e n c e .  The
I

c o m m i s s i o n e r  d i d  noc s i g n  Pedro  D e n t o n ' s  p r o p o s e d  d e c i s i o n .  

R a t h e r ,  he  s i g n e d  a f i n a l  d e c i s i o n  p r e p a r e d  by t h e  A t t o r n e y  

G e n e r a l ' s  o f f i c e .  T h i s  d e c i s i o n ,  a g a i n  d e n y i n g  U n i on -M ar ach on ' s 

a p p l i c a c i o n  f o r  d i s c o v e r y  c e r c i f i c a c i o n ,  was s e n t  on Oc to be r  7 , 

1970.

On November 5,  1970,  che c h i e f  o f  m i n e r a l s  f o r w a r d ed  to  

che co m m i s s i o n e r  f o r  s i g n a t u r e  a p r o p o s e d  d e c i s i o n  d e ny in g  

A t l a n t i c  R i c h f i e l d ' s  d i s c o v e r y  r o y a l c y  a p p l i c a c i o n  f o r  ADL 35431.  

The c o m m i s s i o n e r  s i g n e d  che d e c i s i o n  on December  3,  1970.  ana  che 

d e c i s i o n  was s e n t  co A c l a n c i c  R i c h f i e l d .

13.  J u d i c i a l  r ev i e w  o f  t h e  d e c i s i o n s  d e n y i n g  d i s c o v e r y  

r o y a l t y  f o r  U n i o n ’ s G r a y l i n g  Mo. 1-A w e l l  and 

A c l a n c i c  R i c h f i e l d ' s  T r a d i n g  3ay Scace  No. 1 w e l l .

Both  Union-Marachon  and A c l a n c i c  R i c h f i e l d  a p p e a l e d  co 

che c o u r t s .  Union and Marachon sough c  r e v i e w  o f  che 

c o m m i s s i o n e r ’ s O c t o b e r  7,  1970,  d e c i s i o n  i n  t h e  s u p e r i o r  c o u r c ,  

wh ich  remanded che maccc r  co che c o m m i s s i o n e r  f o r  a new d e c i s i o n  

i n c l u d i n g  a s c a t e m e nc  o f  che b a s i s  f o r  t h e -  d e c i s i o n .  The
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c o m m i s s i o n e r  i s s u e d  a d e c i s i o n  cn F e b r u a r y  17,  1972,  deny ing

d i s c o v e r y  w e l l  c e r c i f i c a c i o n  on che g r o u n d s  chac  i r . s u f f i c i e n c  

i n f o r m a t i o n  - h a d  been  s u b m i t t e d  w i t h i n  t h e  90 -day  p e r i o d  

p r e s c r i b e d  by t h e  r e g u l a t i o n s  co d e t e r m i n e  whech e r  t h e  G r a y l i n g  

w e l l  was on a s e p a r a t e  g e o l o g i c  s c r u c c u r e  and  c h a t  e v i d e n c e  

su b m i c c ed  a f t e r  t h e  90 -d ay  p e r i o d  couLd noc be c o n s i d e r e d .  The 

compan i e s  a g a i n  s o u g h t  r e v i e w  in  che s u p e r i o r  c o u r t  which  

d i s m i s s e d  t h e  a p p e a l  on t h e  g round  c h a t  t h e  c o u r t  l a c k e d  

j u r i s d i c c i o n . Union -Marachon  t h e n  l o dged  c h e i r  f i r s c  a p p e a l  wich 

t h e  supreme c o u r t ,  w h i ch  r e v e r s e d  and r emanded  che m a t t e r  f o r  

f u r t h e r  c o n s i d e r a t i o n .  Union O i l  Co. o f  C a l .  v .  S t a t e  Dept ,  o f  

Ha t .  R e s o u r c e s , 526 P . 2d 1357 ( A l a s k a  1 97 4 ) .

On remand ,  che s u p e r i o r  c o u r t  a f f i r m e d  che  a d m i n i s t r a ­

t i v e  d e c i s i o n  and  c o n c l u d e d  t h a t  t he  c o m m i s s i o n e r  c o u l d  noc 

l e g a l l y  c o n s i d e r  che a f t e r - a c q u i r e d  e v i d e n c e  o f f e r e d  by che 

a p p l i c a n t s ,  c h a t  che  c o m m i s s i o n e r  had n o t  g r a n t e d  them che r i g h t  

t o  submic  a f t e r - a c q u i r e d  d a t a ,  and t h a t  che  d i r e c t o r ' s  d e c i s i o n  

d e n y i n g  d i s c o v e r y  r o y a l t y  c e r c i f i c a c i o n  was c l e a r l y  s u s t a i n e d  by 

t h e  e v i d e n c e .  Un ion -Marachon  a p p e a l e d  co che supreme  c o u r t  f o r  

che s e c o n d  c ime.  The c o u r t  c o n d u c e d  chac  che c o m m i s s i o n e r  c o u l d  

l e g a l l y  c o n s i d e r  a f t e r - a c q u i r e d  e v i d e n c e  and r emanded  che m a t t e r  

co che c o m m i s s i o n e r  f o r  a d e t e r m i n a t i o n  o f  che r e a s o n a b l e n e s s  o f  

che 9 0 - d a v  l i m i t  and  co r e c e i v e  a d d i t i o n a l  daca  and  r u l e  upon che 

b a s i s  o f  a l l  d a c a  3ubraicced i f ,  un d e r  che c i r c u m s  c a n c e s , che 

l i n i c  we r e  fo und  co be u n r e a s o n a b l e , .  Un ion  O i l  Co. o f
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C a l .  v .  S t a c e  D e o c .  o f  Mac .  R e s o u r c e s . 574 P . 2d 1266 ( A l a s k a

1978) .

The A c l a n c i c  R i c h f i e l d  c a se  was s c a y e d  i n  che s u p e r i o r  

c o u r t  by s t i p u l a t i o n  pe nd in g  r e s o l u t i o n  o f  che  Union-Marachon
I

a p p l i c a t i o n .  A t l a n t i c  R i c h f i e l d  Co. v .  S t a t e  Deoc.  o f  Mac 

R e s o u r c e s . Mo. 3AN-70-3789 Civ .

VI .  THE 9(1-DAY LIMITATION.

I n , i c s  1978 d e c i s i o n  che supreme c o u r t  a d d r e s s e d  che 

q u e s c i o n  o f  w h e c h e r  che c om m is s io ne r  has  che power  co c o n s i d e r  

new e v i d e n c e  o f  g e o l o g i c  s t r u c t u r e  wh ich  i s  s u p p L i e d  a f t e r  che 

90 -d ay  d e a d l i n e  e s t a b l i s h e d  by 11 AAC 505 .744  ( r e c o d i f i e d  as 

11 AAC 3 3 . 2 1 0 ( c )  ( r e p e a l e d  November 9,  1979 ) .  The c o u r t  c o n ­

c l u d e d  chac  che u n r e a s o n a b l e n e s s  o f  che 9 0 - d a y  l i m i t a t i o n  couLd 

n o t  be a ns we red  cn  t h e  b a s i s  o f  che r e c o r d  b e f o r e  i c .  T h e r e f o r e ,  

i t  o r d e r e d  t h a t  Union -Marachon  be g i v e n  che o p p o r t u n i t y  on remand 

co d e m o n s t r a t e  chac  t h e  90 -d ay  l i m i t a t i o n ,  a s  a p p l i e d  t o  

t h e n  i n  t h i s  c a s e ,  was u n r e a s o n a b l e .

I n  i c s  d e c i s i o n  che supreme c o u r t  d i s c u s s e d  some o f  che 

f a c c o r s  wh ich  a r e  p e r t i n e n t  co a d e t e r m i n a t i o n  o f  whecher  che 

90 -d ay  r e q u i r e m e n t  s h o u l d  be wa ived  i n  c h i s  c a s e .  574 P . 2d ac  

L272-74.  These  f a c c o r s  i n c l u d e d  t he  a d v a n t a g e s  o f  f i n a l i t y ,  che
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d e s i r e  f o r  s t a b i l i t y ,  t h e  im p o r t a n c e  o f  a d m i n i s t r a t i v e  f r eedom to  

r e f o r m u l a t e  p o l i c y ,  t h e  e x t e n t  o f  p a r t y  r e l i a n c e  upon t h e  f i r s c  

d e c i s i o n ,  t h e - d e g r e e  o f  c a r e  o r  h a s t e  i n  making  che f i r s c  d e c i ­

s i o n ,  and che g e n e r a l  e q u i c i e s  o f  e ach  p r o b l e m ,  among o t h e r s .

i
I  d e t e r m i n e d  t h i s  i s s u e  w i t h o u t  a f f o r d i h g  7

I
Union-Mara thon  t h e  o p p o r t u n i t y  t o  d e m o n s t r a t e  c h a t  t h e  90 -d ay  

l i m i t a t i o n ,  as  a p p l i e d  co them was u n r e a s o n a b l e .  My c o n s i d ­

e r a t i o n  o f  che f a c c o r s  r a i s e d  by che sup reme  c o u r t  l e d  t o  my 

c o n c l u s i o n  t h a t  I  s h o u l d  wa ive  che 90 day l i m i t a t i o n  and c o n s i d e r

d a t a  submicced  a f t e r  c h a t  o e r i o d  where  chac  da ca  c o n t a i n s  e v i -  
- . - •. '*   — -

dence  o f  f a c t s  i n  e x i s t e n c e  a t  t h e  t ime  che o r i g i n a l  d e c i s i o n  was 

made.  I  r e a c h e d  chac  c o n c l u s i o n  f o r  t h e  f o l l o w i n g  r e a s o n s .  ^

1 . Prompt  a d j u d i c a t i o n  o f  d i s c o v e r y  r o y a l c y  a p p l i c a ­

t i o n s  was o f  some i m p o r t a n c e  g i v e n  che i n c e n t i v e  n a t u r e  o f  t h e  

d i s c o v e r y  r o y a l c y  p ro g ra m .  E a r l y  d e c i s i o n s  on awards  would  t e n d  

co max im i t e  t h e  i n c e n t i v e  from t h e  s t a n d p o i n t  o f .  a p p l i c a n t s  and 

o c h e r  l e s s e e s .  D e l a y s  i n  p r o c e s s i n g  a p p l i c a t i o n s  wou ld  have  

d i l u t e d  t h e  i n c e n t i v e  were  chev t o  become a c o n s i s t e n t  p a t t e r n .  

However ,  mos t  o f  t h e  a p p l i c a t i o n s  we re  r e l a t i v e l y  r o u t i n e .  

T h e r e f o r e ,  p e r m i t t i n g  o c c a s i o n a l  d e l a y s  f o r  che s u b m i s s i o n  o f  

a d d i t i o n a l  e v i d e n c e  on u n u s u a l l y  d i f f i c u l t  a p p l i c a t i o n s  would  noc 

have_ s i g n i f i c a n t l y  dampened che _ i n c e n c i v e .  More ov e r ,  t h e  s c a c e  

e x p e r i e n c e d  no t r e n d  i n  f a l s e  s u b m i s s i o n s  r e q u i r i n g  e x p e d i t i o u s  

d e n i a l  as  an e n f o r c e m e n t  - .echanism.
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2. A g e n c i e s  o f t e n  r e q u e s c  a d d i c i o n a l  s p e c i f i e d  

i n f o r m a t i o n  i f  che i n f o r m a t i o n  i n  che o r i g i n a l  s u b n i c c a l  i s  noc 

s u f f i c i e n t  co p r o v i d e  g rounds  f o r  a f i r m  d e c i s i o n .  In  c h i s  c a s e ,  

che a p p l i c a b l e  r e g u i a c i c n s  p l a i n l y  d i d  noc g u a r a n t e e  c o n c l u s i v e  

d e t e r m i n a t i o n s  i n  e v e r y  i n s t a n c e  b e c a u s e  che e v i d e n c e  i n  s u p p o r t   ̂

o f  a g e o l o g i c  s c r u c c u r e  d e t e r m i n a t i o n  was l a r g e l y  l e f c  co che '

d i s c r e c i o n  o f  che  a p p l i c a n c .  Fo r  examp le ,  11 AAC 8 3 . 2 1 0 ( c )
*  /

( r e p e a l e d  November 9,  1 9 7 9 ) - '  s c a c e s  chac  c h i s  e v i d e n c e  may 

i n c l u d e  che " o p e r a t o r ' s  i n c e r p r e c a c i o n "  o f  g e o p h y s i c a l  and oc h e r  

s p e c i f i e d  daca  i n  a d d i t i o n  co che  d aca  i t s e l f .  Ocher  chan a

d e f i n i t i o n  o f  che cerm " g e o l o g i c  s c r u c c u r e , "  c h e r e  a r e  no sec

c r i t e r i a  e s t a b l i s h i n g  che g u i d e l i n e s  f o r  che s c a c e ' s  d e c i s i o n .  

11 AAC 33 .200  - 11 AAC 33 .230  ( r e p e a l e d  November 9 ,  1 9 7 9 ) . — ^

The e x e r c i s e  o f  some l a t i t u d e  i n  che h a n d l i n g  o f  e a c h  a p p l i c a c i o n  

i s  t h e r e f o r e  i m p l i c i t  i n  che c c n c e n c  o f  ch e s e  r e g u l a t i o n s .  Under  

che c i r c u m s t a n c e s ,  an e x t e n s i o n  o f  cime co submic  a d d i c i o n a l

e v id e n c e  would noc  be c o n s i d e r e d  u n u s u a l  as  a mac ce r  o f  agency

p r a c t i c e .  M or e ov e r ,  che supreme c o u r t  s t r o n g l y  s u g g e s t e d  chac 

c he re  would  be no p r e j u d i c e  co che p u b l i c  i n t e r e s t  i n  c o n s i d e r i n g  

d a t a  o b c a i n e d  a f c e r  che 90 -day  p e r i o d  whe re  che da c a  ( i n  c h i s  

c a se  s u b s u r f a c e  g e o l o g y )  would noc change  o v e r  t i m e .  S e e  574 

P . 2d ac 1273.

* /  Fo rmer ly  11 A A C  50 5 . 7 4 4 .

«* /  Fo rmer ly  11 A A C  505.74  - -  U  A A C  5 0 5 . 7 4 1 .
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3. Dur i ng  che e a r l y  y e a r s  o f  che  d i s c o v e r y  r o y a l c y

p rog ram in  Cook I n l e c ,  che gove rnment  had  l i t t l e  o r  no

i n f o r m a t i o n  -ocher  chan  che daca  submicced  by che  a p p l i c a n c .  In

che c a se  o f  che  G r a y l i n g  No. 1-A a p p l i c a c i o n ,  Union-Marachon

s u b n i c c e d  d u r i n g  che  9 0 - d a y  pe io d  u n u s u a l l y  c o n p i e c e  i n f o r m a t i o n  

which  i n c l u d e d  a c r o s s - s e c c i o n a l  i n c e r p r e c a c i o n  o f  che d a c a .  I c  

was c h i s  c r o s s  s e c c i o n  wh ich  l e d  Tom M a r s h a l l  co p o s t u l a t e  a 

p o s s i b l e  o v e r l a p  i n  che s h a l l o w  Middle  Kenai  s a n d s  e x t e n d i n g  i n t o  

che T r a d i n g  3ay f e a c u r e .  See Secc i on  V .F .3  a b o v e .  T h i s  was o n l y  

an h y p o t h e s i s ;  l a c e r - a c q u i r e d  e v id e n c e  p r o v e d  i c  co be i n c o r r e c c .  

N e v e r t h e l e s s ,  M a r s h a l l ' s  h y p o t h e s i s  l e d  che deoa r cme nc  co deny 

che d i s c o v e r y  r o y a l t y  a p p l i c a c i o n  on che g ro u n d  chac  i n s u f f i c i e n t  

s u b s u r f a c e  i n f o r m a t i o n  e x i s c e d  co d e t e r m i n e  chac  che McArchur 

P. iver  f e a c u r e  was noc o v e r l a p p e d  by che p r e v i o u s l y  c e r c i f i e d  

T r a d i n g  3ay g e o l o g i c  s c r u c c u r e .

I c  i s  o n l y  l o g i c a l  co p e r n i c  che  s u b m i s s i o n  o f
•       —

a d d i c i o n a l  e v i d e n c e  when ( 1 ) che a p p l i c a n c  su b m i c c e d  u n u s u a l l y  

d e t a i l e d  i n f o r m a t i o n  o r i g i n a l l y ,  ( 2 ) che i n f o r n a c i o n  g e n e r a c e d  

p o s s i b l e  doubc a b o u t  che  v a l i d i t y  o f  che  a p p l i c a c i o n  buc c o u l d  

noc be p r o v e d ,  (3)  che gove rnmen t  c o u l d  o n l y  deny  che a p p l i c a c i o n  

b a s e d  on i n s u f f i c i e n c  ( r a c h e r  chan c o n t r a r y )  e v i d e n c e  w i c h j c h e  9 0 -  

day p e r i o d ,  and (4)  che r e g u l a c o r y  r e q u i r e m e n t s  g o v e r n i n g  

s u b m i s s i o n  o f  e v i d e n c e  we re  vague and j u d g m e n t a l .  In  o r d e r  co 

e s c a b l j j h ^  p r o c e d u r a l  f i n a l i t y ,  che gov e rn m e n t  c o u l d  have  s e c  a 

c u c o f f  dace  f o r  any  f u r c h e r  e v i d e n c e .  “ However ,  w h i l e
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Union-Marachon ap peaLed  che i n i t i a l  d e n i a l  o f  J a n u a r y  26,  1966,  

on F e b r u a r y  4,  1966,  che Depar tment  cook no a c c i c n  ac a l l  f a r  2■■£ 

y e a r s ,  ac wh ic h  c ime i c  g r a n t e d  Union 60 days  co submic  more 

i n f o r m a t i o n .  On December  30, 1963,  Union submicced  a d d i c i o n a l  

i n f o r m a c i o n  and  r e q u e s t e d  a h e a r i n g .

The d e p a r t m e n t  d i d  noc h o l d  a h e a r i n g  u n c i l  A p r i l  17,  

1970,  a l m o s t  f i v e  y e a r s  a f c e r  che 90 -d ay  p e r i o d  had  e l a p s e d .  

H a l f  a y e a r  a f c e r  che  h e a r i n g ,  on O c t o b e r  7,  1970,  che commis­

s i o n e r  summar i l y  a f f i r m e d  che o r i g i n a l  d e c i s i o n .  His  d e c i s i o n  

was a p p e a l e d - c o  che s u p e r i o r  c o u r t ,  wh ich  remanded che m a c t e r  co 

che c o m m i s s i o n e r  f o r  a new d e c i s i o n ,  i n c l u d i n g  che b a s i s  f o r  che

d e c i s i o n .  On F e b r u a r y  17,  1972,  che c o m m i s s i o n e r  d e n i e d  c e r c i ­

f i c a c i o n  on e x a c t l y  che  same grounds  as  che o r i g i n a l  1966 d e c i ­

s i o n .  namely  chac  i n s u f f i c i e n t  i n f o r m a c i o n  was s u b n i c c e d  d u r i n g  

che 90 -day  p e r i o d  co d c c e m i n e  whecher  G r a y l i n g  No. 1-A was on a 

s e p a r a c e  s c r u c c u r e .

In summary,  a l c h o u g n  che s c a c e ' s  d e c i s i o n  noc  co

c o n s i d e r  e v i d e n c e  be yo nd  che 90-day  p e r i o d  may i n i t i a l l y  have  

been  r e a s o n a b l e ,  by v i r c u e  o f  i c s  s u b s e q u e n t  b e h a v i o r  i c  ha s  

wa ived  any o p p o r t u n i t y  ro c o n f i n e  a d d i c i o n a l  e v i d e n c e  co a 

l i n i c e d  p e r i o d .  F u r c h e r ,  che d i s c o v e r y  r o y a l c y  p rog ram was 

r e p e a l e d  i n  1969,  so  t h e r e  i s  a i i m i c c d  p o c e n c i a l l y  a d v e r s e
» a w  I «• * •• •• • • •

p r e c e d e n t  co c o n s i d e r .
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T h e r e f o r e ,  i c  i s  a p p r o p r i a c e  co c o n s i d e r  a l l  g e o l o g i c  

e v i d e n c e  s u b n i c c e d  by Union-Marachon i n  c o n j u n c t i o n  wich  c h i s  

c a s e  co d e t e r m i n e  whech e r  chey a r e  e n c i c l e d  co a d i s c o v e r ’/ 

r o y a l c y  on che g ro un ds  chac  che McArchur R i v e r  f e a c u r e  i s  a 

s e p a r a t e  g e o l o g i c  s c r u c c u r e  f rom che p r e v i o u s l y  c e r t i f i e d  T r a d i n g  

Bay g e o l o g i c  s c r u c c u r e .  >

V I I .  GEOLOGIC STRUCTURE.

A. A p p l i c a b l e  Law.

Ac che c i n e  chac  Union-Marachon  a p p l i e d  f o r  d i s c o v e r y

w e l l  c e r c i f i c a c i o n  o f  c h e i r  G r a y l i n g  No. 1-A w e l l ,  che  h o l d e r  o f

a s c a c e  o i l  and ga s  l e a s e  chac d r i l l e d  and made che f i r s c  d i s ­

c o v e r y  o f  o i l  o r  ga s  i n  comm erc i a l  q u a n c i c i e s  i n  a g e o l o g i c  

s c r u c c u r e  c o u l d  be r e w a r d e d  by p a y i n g  a d i s c o v e r y  r o y a l c y  o f  on ly  

f i v e  p e r c e n t  f o r  che f i r s c  t e n  y e a r s ,  a f c e r  wh ich  che n o r m a l  r a c e  

( 1 2  1/2  p e r c e n c  o f  che v a l u e  o f  che o i l  and g a s  p r o d u c e d )  was

a p p l i c a b l e .  AS 3 3 . 0 5 . 1 3 0 ( a ) .  The p e r c i n e n c  p o r t i o n  o f  

AS 3 3 . 0 5 . 1 3 0 ( a )  p r o v i d e d ;

. . . t h e  h o l d e r  o f  a l e a s e  who d r i l l s  and
makes che f i r s c  d i s c o v e r y  o f  o i l  o r  ga s  i n  
co m m er c i a l  q u a n c i c i e s  i n  a g e o l o g i c  s t r u c t u r e  
s h a l l  pay a r o y a l t y  on a i l  p r o d u c t i o n  u n a c r  
che l e a s e  o f  f i v e  p e r  c e n t  f o r  10 y e a r s  
f o l l o w i n g  che da ce  o f  d i s c o v e r y  and  t h e r e ­
a f t e r  che r o y a l t y  r a t e  s h a l l  be noc l e s s  chan  
12  1/2  p e r  c e n t .

(Emphas i s  s u p p l i e d . )  “
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The r e g u l a t i o n s  c o n c a i n e d  ac 11 AAC 33 .230 ( r e o e a l e d  

November 9,  1979) ( f o r m e r l y  11 AAC 3 0 5 . 7 1 - - I I  AAC 305.713)

s p e c i f i e d  che p r o c e d u r e s  f o r  p r o v i n g  che c h r ee  e l e m e n t s  r e q u i r e d  

by AS 3 3 . 0 5 . 1 3 0 ( a )  f o r  d i s c o v e r y  w e l l  c e r c i f i c a c i o n :  dace

o f  d i s c o v e r y ,  commerc i a l  q u a n c i c i e s ,  and g e o l o g i c  s c r u c c u r e .
I

11 AAC 8 3 . 2 1 0 ( c )  ( r e p e a l e d  November 9,  1979) ( f o r m e r l y

11 AAC 505 .711 )  s p e c i f i e d  che p r o c e d u r e  f o r  e s t a b l i s h i n g  g e o l o g i c  

s c r u c c u r e ,  che o n l y  c r i t e r i o n  ac i s s u e  h e r e .  The r e l e v a n t  

p o r c i o n  p r o v i d e d :

To e s c a b l i s h  che g e o l o g i c  s c r u c c u r e  from 
wh ich  che o i l  o r  gas can be p r o d u c e d ,  che 
o p e r a c o r  r .usc f u r n i s h  p e r c i n e n c  daca  co che 
commiccee which  w i l l  e n a b l e  i c  Co d e t e r m i n e  
che g e o l o g i c  s c r u c c u r e  f rom which  che o i l  o r  
gas  i s  b e i n g  p r o d u c e d .  T h i s  may i n c l u d e ,  buc 
i s  noc l i n i c e d  co ,  g e o p h y s i c a l  d a c a ,  c o c a l  
d ep ch ,  c a s i n g  r e c o r d s ,  p e r f o r a t i o n  d a c a ,  
e l e c c r i c  Logs,  d r i l l i n g  and  mud l o g s ,  c o r e  
a n a l y s e s ,  sample  c u c c i n g s  and sample  Logs and 
che o p e r a c o r ' s  i n c e r p r e c a c i o n  t h e r e o f ,  
t o g e t h e r  w ich  any o c h e r  r e c o r d s  and i n c e r p r e -  
c a c i o n s  che o p e r a c o r  deems p e r c i n e n c .  Th is  
daca  muse be s u p p l i e d  w i c h i n  90 days  a f c e r  
che dace  o f  che p o c e n c i a l  c esc  as  r e q u i r e d  i n
(b) o f  c h i s  s e c c i o n .

A d d i c i o n a l  g u i d a n c e  was p r o v i d e d  by 11 AAC 8 3 . 2 0 5 ( 2 )

( r e p e a l e d  November 9,  1979) ( f o r m e r l y  11 AAC 5 0 5 . 7 4 1 ( b ) ) ,  wh i ch

d e f i n e d  che cerm ' ‘g e o l o g i c  s c r u c c u r e "  a s :

a n y  s c r u c c u r a l  a n d / o r  s c r a c i g r a p h i c  e n c r a p -  
p i n g  mechanism c o n t a i n i n g  one o r  more i n ­
t e r v a l s ,  aone3 ,  s c r a c a ,  f o r m a t i o n s ,  o r  f a u l c  
b l o c k s  which  ha s  che n e c e s s a r y  p h y s i c a l  
c h a r a c t e r i s t i c s  co accumulace  and p r e v e n c  che 
e s c a p e  o f  o i l  a n d / o r  g a s .  I c  i s  i n c c n d e d  
chac  che meaning  s h a l l  be s i m i l a r  co chac
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used  by che Un iced  Scaces  G e o l o g i c a l  Survey
i n  t h e ’ a d m i n i s c r a c i o n  o f  che F e d e r a l  .Mineral
L ea s i n g  Acc o f  F e b r u a r y  25,  1920 (61 Scac .
637) as amended.

The d i s c o v e r y  r o y a l c y  s y s c e n  was c u r c a i l e d  and f i n a l l y  

a b o l i s h e d  by l e g i s l a c i v e  amendments i n  1967 and 1969.  1967

A l a sk a  S e s s .  L . , ch .  97 ,  §2; 1969 A la sk a  S e s s .  L . , ch.  65 ,  §1.
|

B. H i s c o r i c  Background .

In 1959 A l a s k a  was a c a s h - p o o r  s c a c e .  Ac c h i s  c i n e ,  

e x p l o i c a c i o n  o f  che s c a r e ' s  o i l  and gas  r e s o u r c e s  was choughc  co 

be che oesc  avenue  f o r  r e n e c y r n g  c h i s  s i c u a c i o n .  The c a s h  would 

cone  from bonuses  i r o n  l e a s e  s a l e s  and  f r o n  r o y a l c i e s  f r o n  l e a s e s  

p r o d u c i n g  h y d r o c a r b o n s  i n  c o n m e r c i a l  q u a n c i c i e s .  An a c c i v e  | 

l e a s i n g  p rogram and a g g r e s s i v e  e x p i o r a c i o n  a c c i v i c i e s  by L es s ee s  

we re  c h e r e f o r e  d e s i r e d  g o a i s .  A ga i n s c  c h i s  b a c k g r o u n d  che

s c a r e ' s  d i s c o v e r y  r o y a l c y  p r o g r a n  (which  made i c s  f i r s c  a p p e a r ­

a n ce  as  s e c c i o n  3 ( 7 ) ,  a r c i c l e  V I I I ,  c h a p c e r  169,  SLA 1959)  was 

a d o p t e d  co p r o v i d e  a s u b s c a n c i a l  i n c e n t i v e  co o i l  compan i e s  co 

c o n e_co  Ala ska  (wh ich  was ,  ac  che c i n e  o f  s c a c e h o o d .  a f r o n t i e r

a r e a  from che s t a n d p o i n t  o f  i c s  o i l  and ga s  p o c e n c i a l )  and

c o nd u c t  e x p l o r a c o r v  d r i l l i n g  o p e r a t i o n s  f o r  and p r o d u c e  o i l  and 

ga s  on s c ace  Leased l a n d .

The d i s c o v e r y  r o y a l c y  p r o g r a n  was p l a i n l y  s u c c e s s f u l .  

I c  i s  obv io us  f rom che a t t e n t i o n  dc vo ced  co i n c l u d i n g  che d i s ­
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c o v e r y  r o y a l t y  p rog ram in  t he  1959 A la sk a  Land Acc,  che a c t i v e  

p a r t i c i p a t i o n  o f  o i l  companies  i n  t h e  d r a f t i n g  o f  t h e  d i s c o v e r y  

r o y a l t y  r e g u l a t i o n s ,  and t h e  d i s p u t e s  among t h e  companies  ov e r  

c o n t r o v e r s i a l  awards  c ha t  d i s c o v e r y  r o y a l c y  p r o v i d e d  an i n c e n t i v e  

f o r  o i l  compani es  co come co A l a s k a .  Ic i s  a l s o  e v i d e n t  chac  che
I

d i s c o v e r y  r o y a l t y  p r o g r a n  g e n e r a t e d  d r i l l i n g  r a c e s  be tween 

compe t ing  compani es  on n e i g h b o r i n g  l e a s e s .  U n d o ub t e d ly ,  Cook 

I n l e c  would have  been  e x p l o r e d  and d e v e l o p e d  by che o i l  companies  

even  w i t h o u t  che d i s c o v e r y  r o y a l t y  p ro g ram .  However,  che s t a t e ' s  

d^ - co ve r ; /  r o y a l t y  p rog ram d e f i n i t e l y  a c c e l e r a t e d  e x p l o r a t i o n  and 

deve lopmen t  a c t i v i t i e s  on s t a t e  o i l  and gas  l e a s e s ,  t h u s  h e l p i n g  C 

co s a t i s f y  t h e  s t a t e ' s  o b j e c t i v e  o f  o b t a i n i n g  c a sh  as  q u i c k l y  a 3 ; 

p o s s i b l e  a f t e r  s c ac en o o d  t o  fund che s t a t e  government  and f i n a n c e  

che p r o v i s i o n  o f  e s s e n t i a l  p u b l i c  s e r v i c e s .

C. D e c i s i o n  C r i t e r i a .

In c o n s i d e r i n g  che i s s u e  o f  geoLogic  s c r u c c u r e ,  c h e r e  

were  s e v e r a l  a p p r o a c h e s  s u g g e s t e d  i n  t h e  c o u r s e  o f  t h e  h e a r i n g s  

wh i ch  I d i d  noc  c o n s i d e r  a vaLid  b a s i s  f o r  d e t e r m i n i n g  che i s s u e .

F i r s c .  I d i d  noc u se  t h e  p r e d e p o s i c i o n  a p p ro a c h
  “ —  . . .  • —  — — •

advan ced  by Mr. ' . / L i l i a n  Van A len .  Under  t h i s  a p p r o a c h  Mr. Van 

Alcn  c o n s t r u c t e d  a p e . l c o s c r u c c u r c  map d e p i c t i n g  che g r e a c e r  

T r a d i n g  3ay f e a c u r e  ac cho cime h y d r o c a r b o n s  were  d e p o s i c e d  i n  

che r e s e r v o i r  r o c k .  T h i s  p a i c o s c r u c c u r e  map “ was c o n s c r u c c e d
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u s i n g  a l l  a v a i l a b l e  w e l l  daca  by ( 1 ) r e s t o r i n g  a l l  f a u l t  b l o c k s  

co che  p o s i t i o n s  t h e y  o c c u o l e d  b e f o r e  f a u l t i n g  cook p l a c e ,  ( 2 ) 

u n d o i n g  che  e f f e c t s  o f  c om p r e s s io n  a c t i n g  on che s c r u c c u r e ,  and 

(3)  r e s c o r i n g  che l o c a t i o n  o f  s cd imencs  t o  c h e i r  o r i g i n a l  p o s i ­

t i o n .  The r e s u l t  was t h a t  Mr. Van Alen  d e m o n s t r a t e d  che 

e x i s t e n c e  o f  an a n c e s t r a l  T r a d i n g  Bay a n t i c l i n e  dac i r . g  b a t k  

a p p r o x i m a t e l y  60 m i l l i o n  y e a r s .  The T r a d i n g  3ay and McArchur 

R i v e r  f e a t u r e s  wh ich  e x i s t  t od ay  e v o l v e d  f rom a once  u n d i s t o r t e d  

a n c i c l i n e  s i m i l a r  i n  g e n e r a l  a p p e a r a n c e  t o  t h a t  a t  Middle  Ground

S h o a l .  Were I co acooc  Mr. Van A l e n ' s  a p o r o a c h ,  I would d e n v  t h e• • •

Union - Ma rac hon  a p p l i c a c i o n  on che g round  ch ac  b o t h  t n e  T r a d i n g  

3ay Mo. I -A  and G r a y l i n g  Mo. 1-A w e l l s  p e n e t r a t e d  f e a c u r e s  t he  

o r i g i n  o f  w h i c h  was a 3 i n g l e  a n t i c l i n e .

I have  a c c e p t e d  che a c c u r a c y  o f  Mr. Van . \ le r . ' 3  p a l c o -  

s c r u c c u r e  map a s  w e l l  a s  h i s  o u t s t a n d i n g  a n a l y s i s  o f  che g e n e r a l  

d e v e l o p m e n t  o f  Cook I n l e c  geo lo g y  n o t w i t h s t a n d i n g  some c o n t r a r y  

i n t e r p r e t a t i o n s  s u b m i t t e d  by U n i on -M a ra th o n .  However.  I do noc 

b e l i e v e  c h a c  t h e  e x i s t e n c e  o f  an a n c e s t r a l  T r a c i n g  Bay a n c i c l i n e  

i s  p e r t i n e n t  t o  c h i s  d o c i s i o n .  Given  t h e  i n c e n t i v e  n a t u r e  o f  che 

d i s c o v e r y  r o y a l t y  p ro g ram ,  i t  i s  ny b e l i e f  chac  che d e t e r m i n a t i o n  

s h o u l d  bo made on t h e  b a s i s  o f  che g e o lo g y  as  i c  e x i s t e d  . i t  che 

c ime o f  t h e  a l l e g e d  d i s c o v e r y ,  r e g a r d l e s s  o f  wheche r  chac  geo lo gy  

was s u b s t a n t i a l l y  d i f f e r e n t  ac an e a r l i e r  p e r i o d  in  t im e .  

O t h e r w i s e ,  che p rog r am n i g h c  noc have  a c c o m p l i s h e d  I c s  pu rpo se  o f  

e n c o u r a g i n g  che d i s c o v e r y  o f  new g e o l o g i c  s t r u c t u r e s .
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Second ,  I d i d  noc employ che  K6 S concepc  u sed  by che 

USGS in  che a d m i n i s t r a t i o n  o f  che F e d e r a l  M i n e r a l  Leas i ng  Acc of  

F e b r u a r y  2 5 , " 1 9 2 9 .  41 Scac .  437,  as  amended ,  a s  d e s c r i b e d  f u r t h e r  

i n  USGS C i r c u l a r  419.  Thac t h e  KGS c o n c e p c  i s  noc d i s p o s i t i v e  

o f  che i s s u e  i s  d e m o n s t r a t e d  by che c o n f l i c t i n g  t e s t i m o n y  o f  

Emmett F i n l e y  and Jo s e p h  David "Red"  CerkcL.  b o t h  f o r m e r l y  

s e r v i n g  a s  c h i e f  o f  che M i n e r a l s  C l a s s i f i c a t i o n  Branch o f  che 

USGS, t h e  agency  r e s p o n s i b l e  f o r  making KGS d e t e r m i n a t i o n s .

Based upon v e i l  co mp iec io n  r e p o r c s  f rom the  o r i g i n a l

T r a d i n g  Bay No. 1-A v e i l .  Mr. F i n l e y  d r ew  t h e  KGS bounda ry  a ro und  

che 7000 fooc  c o n c o u r  ( e s s e n t i a l l y  d e s c r i b i n g  che T r a d i n g  3ay 

f e a c u r e ) .  ’/hen sho:/n t h e  v e i l  c o m p l e t i o n  r e p o r c s  from che o c h e r  

T r a d i n g  3ay w e l l s  and che G r a y l i n g  No. 1-A w e l l ,  Mr. F i n l e y

s e a t e d  chac  USGS p r a c t i c e  would  have  been  co exccnd  che KGS 

bo u n d a ry  co encompass  boch a r e a s .  T h u s ,  h i s  o p i n i o n  was chac

o n l y  one KGS would  have  been  drawn a r o u n d  t h e  T r a d i n g  Bay and 

McArchur R i v e r  f e a t u r e s  by t h e  USGS. Mr.  F i n l e y  a d h e r e d  co c h i s  

c o n c l u s i o n  even  a f t e r  r e v i e w i n g  U n i o n ' s  a t c c r - a c q u i r e d  e v i d e n c e  

g r a p h i c a l l y  d i s p l a y i n g  che be sc  c u r r e n t  g e o l o g i c  u n d e r s t a n d i n g  o f  

che T r a d i n g  Say and McArchur R i v e r  f i e l d s .

Hovevor .  b a s e d . o n  che i n f o r m a t i o n  a v a i l a b l e  ac che cime

o f  U n i o n -M a r a c h o n ' a d i s c o v e r y  r o y a l t y  a p p l i c a c i o n  f o r  che

G r a y l i n g  No. 1-A w e l l ,  Mr. C e r k l e  t e s t i f i e d  chac he would have

p l a c e d  an u n d e f i n e d  KGS a roun d  e a c h  f e a t u r e ,  t /hen p r e s e n t e d  wich
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che u p d a t e d  i n f o r m a c i o n .  he c e s c i f i e d  chac i c  was s u f f i c i e n c  co 

c o m p l e t e l y  d e f i n e  che a r e a s  and w a r r a n t e d  c h e i r  f o rm a l  p romul ­

g a t i o n  as  cwo s e p a r a c e  d e f i n e d  KGSs.

F u r t h e r ,  Mr. Ed H a l l ,  a w i t n e s s  a p p e a r i n g  on b e h a l f  of  

U n i o n - M a r a c h o n , s y s t e m a t i c a l l y  r e v i e w e d  USGS KGS d e c c r m i n a c i o h s  

i n  v a r i o u s  o i l  and gas p r o v i n c e s  a ro un d  che Un ic ed  Scaces  and 

d e m o n s t r a t e d  c o n c l u s i v e l y  t h a t  USGS p r a c t i c e  v a r i e d  s u b s t a n t i a l l y  

f rom a r e a  co a r e a .  He p r o ve d  chac  c i t h e r  Mr. F i n l e y ' s  o r  Mr. 

C e r k l e ’ s a p p r o a c h  mig h t  have  been  u se d  i n  c h i s  c a s e ^  Moreover ,  

che KCS c o n c e p t  was u sed  by che USGS co make d e t e r m i n a t i o n s  as  co 

w h e t h e r  l a n d s  would  be l e a s e d  c o m p e c i c i v e l y  o r  n o n c o m p e c i c i v e l y ,  

noc  f o r  d i s c o v e r y  r o y a l c y  a w ar d s .  The c o m p e c i c i v e  do c e r m in a c i o n  

i s  c o n s i d e r a b l y  l e s s  c r u c i a l  chan a d e c i s i o n  a s  co wheche r  a 

l e s s e e  i s  co r e c e i v e  a d i s c o v e r y  r o y a l c y  a wa rd ,  and s u b s t a n t i a l  

/  f l e x i b i l i t y  i n  a p p l y i n g  che KCS f o r  i c s  o r i g i n a l  i n c e n d c d  pu rpos e

i s  a c c e p t a b l e ,  s i n c e  che p r i n c i p a l  e f f e c t  i s  on p r o s p e c t i v e  

r a t h e r  chan e x i s t i n g  l e s s e e s .  T h i s  may e x p l a i n  why che UGS d i d  

noc f e e l  c o m p e l l e d  c :  i s s u e  C i r c u l a r  '-*19 u r . c i l  1959 d e s p i c e  che 

u se  o f  che KGS c o n c e p t  i n  t h o u s a n d s  o f  c o m p c t i t i v e / n o n c o m p e t i c i v c  

d e t e r m i n a t i o n s  s i n c e  1920,  and t h e  o b s e r v a t i o n  i n  C L r c u i a r  419 

t h a t  r.o p h r a s e  i n  che 1920 M i n e r a l  L e a s i n g  Acc " h a s  r e s u l t e d  i n  

more s p e c u l a t i o n  a s  t o  i c s  p r e c i s e  moaning chan che p h r a s e  ’known 

1 g e o l o g i c  s t r u c t u r e  o f  a p r o d u c i n g  o i l  and g a s  f i e l d . ' "  In 

e s s e n c e ,  t h e  KGS c o n c e p t  was f a r  l e s s  p r e c i s e  chan  t h e  t a s k  i t  

was e x p e c t e d  co a c c o m p l i s h  i n  c i r c u n s c a n c e s  s u c h  as  p r e s e n t e d  by
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c h i s  c a s e .  Ic  worked a d e q u a t e l y  uv. ob v i o us _c as . e s  and noc w e l l  '

a l l  i n  c l o s e r  ones .  T h e r e f o r e ,  w h i l e  che a u t h o r s  o f  A l a s k a ' s  

d i s c o v e r y  r o y a l t y —a ca cuc e  and r e g u l a t i o n s  n a y  have  i n t e n d e d  to  

f o l l o w  f e d e r a l  p r a c t i c e ,  che KGS concepc  d i d  noc p r o v i d e  s u f f i ­

c i e n t l y  s p e c i f i c  c r i t e r i a  co p r o p e r l y  found a d e c i s i o n . - ^
I

A c h i r d  a p p r o a c h  which  d i d  noc  p r e s e n t  a s u f f i c i e n t  

b a s i s  f o r  d e c e m i n a c i o n  o f  c h i s  c a s e  was che " d o n i n a n t  s c r u c c u r e "  

concepc  u s e d  by t he  d e p a r t m e n t  d u r i n g  che e a r l y  1960s on a number 

o f  d i s c o v e r y  r y a l c y  a p p l i c a t i o n s .  Th i s  c o n c e p t ,  de v e l o p e d  by 

Thomas M a r s h a l l ,  was u se d  as  che b a s i s  f o r  r e j e c t i n g  d i s c o v e r y  

r o y a l c y  a p p l i c a t i o n s  f i l e d  by A t l a n t i c  R i c h f i e l d  f o r  c e r t i f i c a ­

t i o n  o f  i c s  Wesc F o r e l a n d  Un i t  ’Jo. 3 and T r a d i n g  3ay Scace  Ho. 1 

w e l l s ,  by Texaco f o r  i c s  T r a d i n g  3ay Scace  Mo. 1 w e l l ,  by Anoco 

f o r  che Redoubt  S h o a l s  w e l l ,  and by Union -Marachon  f o r  che 

G r a y l i n g  Mo. 1-A w e l l .  A l l  o f  c h e se  a p p l i c a t i o n s  e x c e p t  che 

G r a y l i n g  a p p l i c a c i o n  were  r e j e c t e d  on che b a s i s  chac  che  g e o l o g i c  

s t r u c t u r e  on which  e a c h  w e l l  was l o c a t e d  u a s  p a r t  o f  che p r e ­

v i o u s l y  c e r t i f i e d  G r e a t e r  T r a d i n g  3ay g e o l o g i c  s t r u c t u r e .  The 

C r a y l i r . g  a p p l i c a c i o n  was r e j e c t e d  on t h e  b a s i s  chac  i n s u f f i c i e n t

* /  i n  a d d i t i o n ,  none o f  che r e g u l a t i o n s  i m p l e m e n t i n g  che A U s k a  
O i l  P r o v i s o ,  che f e d e r a l  c o u n t e r p a r t  co A l a s k a ' s  d i s c o v e r y  
r o y a l t y  p r o g r a n .  e v e r  u sed  che t e rm  "known g e o l o g i c  s c r u c ­
cu re  o f  a p r o d u c i n g  o i l  and ga s  f i e l d . "  R a c h o r ,  l i k e  
A l a s k a ' s  d i s c o v e r y  r o y a l c y  p r o v i s i o n ,  cho ccrm " g e o l o g i c  
s c r u c c u r e "  was u s e d .  There  i s ,  t h e r e f o r e ,  no e x p r e s s  
a p p l i c a c i o n  o f  che C i r c u l a r  419 KGS m e t h o d o l o g y  c o n c a i n e d  in  
e i c h e r  f e d e r a l  o r  s c a c e  law g o v e r n i n g  d i s c o v e r y  r o y a l t i e s .
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s u b s u r f a c e  i n f o r m a t i o n  e x i s t e d  t o  d e t e r m i n e  wheche r  o r  noc che 

McArthur  R i v e r  f e a t u r e  was o v e r l a p p e d  by t h e  G r e a t e r  T r a d i n g  3av 

s t r u c t u r e .

Mr. M a r s h a l l  t e s t i f i e d  t h a t  c h i s  a p p r o a c h  was d e s i g n e d  

t o  t r e a t  e s s e n t i a l l y  i n t a c t  a n t i c l i n a l  a r e a s  as  dominan t  s t r u c ­

t u r e s  f o r  p u r p o s e s  o f  a g g r e g a t i n g  d i s c o v e r y  r o y a l c y  a p p l i c a t i o n s .  

Ic  was d e v i s e d  i n  r e s p o n s e  to  che i n h e r e n t  a m b i g u i t y  o f  t he  

d i s c o v e r y  r o y a l t y  s t a t u t e .  The s t a t u t e  p r o v i d e d  f o r  t h e  award o f  

a d i s c o v e r y  r o y a l c y  co che f i r s c  w e l l  d r i l l e d  on a new " g e o l o g i c  

s t r u c t u r e "  w h i c h ,  f rom che s t a n d p o i n t  o f  g e o l o g y ,  c o u l d  be  as 

l a r g e  as  Cook I n l e c  o r  a s  s m a l l  a s  a m i c r o f o l d .  Two compe t ing  

o b j e c t i v e s  n e e d e d  t o  be r e c o n c i l e d  i n  t h e  c o n t e x t  o f  che i n h e r e n t  

a m b i g u i t y  o f  che s t a t u t e :  ( 1 ) che p r o v i s i o n  o f  a s u f f i c i e n t l y

s t r o n g  i n c e n t i v e  co en co u r ag e  t h e  o i l  i n d u s t r y  t o  v e n t u r e  e x p e d i ­

t i o u s l y  i n t o  a f r o n t i e r  o i l  and  gas  p r o v i n c e ,  and ( 2 ) che need  co 

a v o i d  a d i s c o v e r y  r o y a l t y  a p p r o a c h  which  would  r e s u l t  i n  che 

award o f  a d i s c o v e r y  r o y a l c y  f o r  e v e r y  new a c c u m u l a t i o n  o f  o i l  

chac was f o u n d .

G e n e r a l l y ,  t h e  d e p a r t m e n t  d i d  an e x c e l l e n t  j o b  i n  che 

award o f  d i s c o v e r y  r o y a l t i e s :  a r e v i e w  o f  a l l  d i s c o v e r y  r o y a l c y  

awards  f o r  Cook I n l e c  shows chac  o n l y  one was made f o r  e ach  m a j o r  

a n t i c l i n e  i n  che Ccok I n l e c  a r e a .  Any o c h e r  a p p r o a c h  would  have  

r e s u l t e d  i n  coo few o r  coo many awards  t o  have  s u c c e s s f u l l y  

meshed t h e  c o m p e t i n g  o b j e c t i v e s  m e n t i o n e d  a bo ve .  However ,  a i l  o f
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che o c h e r  a n c i c l i n e s  i n  Cook I n l e c  . i re  r e l a t i v e l y  i n t a c t  and 

u n d i s t u r b e d ;  t h e  T r a d i n g  Bay/McArthur  R i v e r  f e a t u r e s  c o n s t i t u t e  a 

g e o l o g i c  e x c e p t i o n  to  t h e  p a t t e r n  o f  r e s e r v o i r s  d i s c o v e r e d  i n  

Cook I n l e t .  The "do mina n t  s t r u c t u r e "  c o n c e p t  i s  s imp ly  o v e r l y  

g e n e r a l  t o  p r o v i d e  a c o n c l u s i v e  answer  co a s i t u a t i o n  where
I

a once  s i n g l e  a n c i c l i n e  was s u b s e q u e n t l y  s e v e r e l y  compr e s s ed ,  

d i s t o r t e d ,  and  o f f s e t  i n t o  cv;o d i s t i n c t  f e a t u r e s .  As a r e s u l t ,  

t h e  "d om in a n t  s c r u c c u r e "  concepc  does  noc p r o v i d e  a s u f f i c i e n t  

b a s i s  co deny a d i s c o v e r y  r o y a l t y  award  s o l e l y  on a f i n d i n g  c h a t  

a w e l l  i s  l o c a t e d  on che same e s s e n t i a l l y  i n t a c t  a n c i c l i n a L  a r e a  

as  a p r e v i o u s l y  c e r t i f i e d  d i s c o v e r y  w e l l .

C o n s e q u e n t l y ,  i n  o r d e r  co d e t e r m i n e  wheche r  che 

G r a y l i n g  Mo. L-A w e l l  was d r i l l e d  on che same " g e o l o g i c  s c r u c ­

c u r e "  a s  che T r e e i n g  3ay Mo. 1-A w e l l ,  t h e r e  mus t  be an i n q u i r y  

ba se d  on a common s e n s e  a n a l y s i s  o f  che p u r p o s e s  o f  che d i s c o v e r y  

r o y a l c y  p r o g r a m .  I have  d e t e r m i n e d  c h a t  c h i s  i n q u i r y  mus t  have  

cwo p a r t s :

P r e r i r i l L i n e  Z x o e c c a c i o n : Did che l e s s e e ' s  o p p o r t u n i t y

to  d r i l l  che G r a y i i n g  Mo. l -A  w e l l  on che McArchur  R i v e r  p r o s ­

p e c t ,  b a s e d  on che i n f o r m a t i o n  a v a i l a b l e  ac  che cime che d e c i s i o n  

was made,  c o n s t i t u t e  a. p r o p o s i t i o n  o f  s u f f i c i e n t  r i s k  wich 

r e s p e c t  co che  p o s s i b l e  d i s c o v e r y  o f  a new r e s e r v o i r  such  chac 

che s c a c e  wou ld  w i s h  t o  e n c o u r a g e  i c  by p r o v i d i n g  a d i s c o v e r y  

r o y a l c y  i n c e n t i v e ?
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P o s c - c r i l l i r . e  V e r i f i c a t i o n : Did che  g e o l o g i c  e v i d e n c e

g e n e r a t e d  a f c e r  che G r a y l i n g  No. L-A v e i l  was d r i l l e d  t e n d  co 

c o n f i r m  che l e s s e e ' s  i n i c i a l  b e l i e f  chac  che McArchur R i v e r

f e a c u r e  va s  r e i a c i v e L y  d i s c i n c c  f rom che T r a d i n g  Bay f e a c u r e ,  and

chac  a d e c i s i o n  co d r i l l  c o n s c i c u c e d  a r i s k  wh ich  s h o u l d  be 

r e w a r d e d  by g r a n c i n g  che d i s c o v e r y  r o y a l c y  i n c e n c i v e ?

The P r e d r i l l i n g  E x p e c c a c i o n  i n q u i r y  i s  n e c e s s a r y  

b e c a u s e  che d i s c o v e r y  r o y a l c y  i n c e n c i v e  o p e r a c e s  ac che ci r .e  a

l e s s e e  i s  f a c e d  w ich  a d e c i s i o n  co commence a v e i l  on a new

p r o s o e c c . I f  che g e o l o g i c  i n f o r m a c i o n  chen a v a i l a b l e  i n d i c a c e d  a 

magni cude  o f  d i f f e r e n c e  i n  che c h a r a c c e r i s c i c s  o f  che T r a d i n g  Bay 

and  McArchur R i v e r  f e a c u r e s ,  che p o c e n c i a l  awa rd  o f  a  d i s c o v e r y  

r o y a l c y  c o u l d  s u b s t a n t i a l l y  i n f l u e n c e  che ouco 'me o f  che  d e c i s i o n  

on  whech e r  and when co d r i l l  che w e l l ,  wh i ch  was che p u r p o s e  o f  

che d i s c o v e r y  r o y a l c y  p rog ram.

The P c s c - d r i l l i r . g  V e r i f i c a t i o n  i n q u i r y  i s  r e q u i r e d  co 

demons c rac e  chac  che  P r e c r i l l i n g  E x p e c c a c i o n .  a s  c o n c a i n e d  i n  che 

l e s s e e ' s  g e o l o g i c  i n c e r p r e c a c i o n  o f  che a r e a ,  was noc s e r i o u s l y  

i n  e r r o r  as  a r e s u l c  o f  s u b s t a n d a r d  e v a l u a t i o n  e f f o r t s  and chac  a 7
•/

d i s c i n c c  s c r u c c u r e  ha s  been  d i s c o v e r e d .  /
•

The P r e d r i l l i n g  E x p e c c a c i o n  f a c t o r  i s  i m p o r t a n t ;  

r e l i a n c e  s o l e l y  on g e o l o g i c  i n f o r m a c i o n  a c q u i r e d  l ong  a f c c r  a 

w e l l  ha s  been  d r i l l e d  co a d j u d i c a t e  an a p p l i c a c i o n  would r e n d e r
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che d i s c o v e r y  r o y a l c y  concepc  a n e r a  s p o r t i n g  p r o p o s i t i o n .  The 

P o s t - d r i l l i n g  V e r i f i c a t i o n  f a c t o r  i s  e q u a l l y  n e c e s s a r y ;  i n a d e ­

q u a t e  g e o p h y s i c a l  e v a l u a t i o n  ac che ci r .e  o f  a d e c i s i o n  co d r i l l  a 

w e l l  cou ld  make a gamble ouc o f  whac would be a v i r t u a l  c e r c a i n c v4

f o r  a p r u d e n t  l e s s e e ,  and t h e  i n c e n t i v e  would  be  p r om o t i ng  

i n e f f i c i e n c y .  T h e r e f o r e ,  boch i n q u i r i e s  muse be s a t i s f i e d  co 

j u s c i f y  che d i s c o v e r y  r o y a l c y  award .

D. A n a l y s i s

1. . P r e d r i l l i n g  E x p e c t a t i o n .  The d e c i s i o n  by Union-  

Marachon co d r i l l  che G r a y l i n g  No. l -A w e l l  was acc ompan ied  by 

s u f f i c i e n t  r i s k  wich  r e s p e c c  co d i s c o v e r y  o r  a new m a j o r  r e s e r ­

v o i r ,  g i v e n  che i n f o r m a c i o n  a v a i l a b l e  ac  che c ime,  as  co j u s c i f y  

che p r o v i s i o n  o f  an i n c e n c i v e  by che s c a c e ,  f o r  che f o l l o w i n g  

r e a s o n s :

a .  U n i o n -M a ra c h o n ' s  r e c o g n i t i o n  o f  che  e x i s t e n c e  

o f  cwo s e p a r a t a  f e a c u r a s  i n  che T r a c i n g  3ay a r e a  r e s u l c e d  from 

d a c a  p r o v i d e d  by c h c r r  1959 o f f s h o r e  s e i s m i c  s u r v e y  o f  Cook 

I n l e c .  The r e s u l t s  o f  o f f s h o r e  ga s  e x p l o d e r  s e i s m i c  s u r v e y s  

c o n d u c t e d  i n  1960-1961 i n  p r e p a r a t i o n  f o r  a 1961 s c a c e  l e a s e  s a l e  

f u r c h c r  d e f i n e d  t h e s e  cwo s t r u c t u r e s .  Ac c h i s  c ime ,  che com­

p a n i e s  a s s i g n e d  s e p a r a c e  code names co boch p r o s p c c c s .  Alchough 

e v i d e n c e  i n d i c a t e d  chac  Unlon -Mur j chon was aware  o f  che d i s c o v e r y  

r o y a l c y  i m p l i c a t i o n s  i n h e r e n c  i n  che d e s i g n a t i o n  o f  cwo s c r u c -
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c u r e s  r a c h e r  chan one c o l l e c t i v e  T r a d i n g  Bay s c r u c c u r e ,  i c  i s  

a p p a r e n t  chac  t h e  companies  c o n s i d e r e d  ch es e  s e p a r a c e  f e a t u r e s  

w ic h  d i f f e r i n g  c h a r a c t e r i s t i c s .  Mr. R i c h a r d  Lyon t e s t i f i e d  chac  

che s e i s m i c  daca  on che T ra d i n g  3ay f e a c u r e  c o n s i s t e n t l y  showed a 

s h a r p l y  d e f i n e d  and  a t t r a c t i v e  p o c e n c i a l  e n t r a p p i n g  mechanism.  

The daca  f o r  McArchur  R i v e r ,  however ,  was l e s s  c o n s i s c e n c .  Whi l e  

i n d i c a t i n g  che p r e s e n c e  o f  an a n c i c l i n e  wh i ch  mighc be a 

c o n s i d e r a b l e  r e s e r v o i r ,  che a n c i c l i n e  was s h a l l o w  and l e s s  w e l l  

d e f i n e d  w ic h  a s u b s c a n c i a l  p o s s i b i l i t y  chac  i n s u f f i c i e n c  c l o s u r e  

e x i s t e d  co c o n c a i n  any h y d r o c a r b o n s  wh ich  mighc have been  

p r o d u c e d .  As a r e s u l t ,  Un ion-Marachon  b i d  t e n  c i n e s  che bonus  

money co a c q u i r e  che  c r a c c  o v e r l y i n g  che T r a c i n g  3ay f e a c u r e  a s  

i c  d i d  f o r  che c r a c c  c o v e r i n g  che McArchur  R i v e r  f e a c u r e .

b .  S e i s m ic  work done i n  1963 and 1964 f u r c h e r  

d e f i n e d  c h e s e  cwo p r o s p e c t s  and  was v' -ed co l o c a c e  s i c e s  f o r  c e s c  

w e l l s .  P r e d r r l l i n g  i n t e r p r e t a t i o n s  o f  c h i s  s e i s m i c  da c a  showed 

che  e x i s c e n c e  o f  two f e a t u r e s  s e p a r a t e d  by f a u l t i n g  and a  s y n -  

c l i r . e  ac  boch  t he  s h a l l o w  and dacp h o r i z o n s .  In 1964 s e p a r a c e  

AFEs ( a u t h o r i z a t i o n s  f o r  e x p e n d i t u r e )  we re  p r e p a r e d  f o r  manage­

ment  a p p r o v a l  o f  che  cesc  w e l l s  co be d r i l l e d  on e a c h  g e o l o g i c  

p r o s p e c t .  Mr. Lyon t e s t i f i e d  chac  che p r e s e n c e  o f  a d i s c o v e r y  

r o y a l c y  p r o v i d e d  him wich a d d i c i o n a l  s u p p o r t  w i t h i n  h i s  company 

i n  che c o m p e t i t i o n  co o b t a i n  AFEs f o r  boch  w e l l s .



c .  In  1965 c h re e  w e l l s  ( i n c l u d i n g  che T r a d i n g

Day No. 1-A d i s c o v e r y  w e l l )  were  d r i l l e d  co l o c a c e  che a c c u n u -

l a c i o n  i i m i r s  o f  che T r a d i n g  3ay s c r u c c u r e  and co d e f i n e  che

b o u n d a r i e s  o f  che T r a d i n g  3ay s c r u c c u r a l  c r a p .  While  che T r a d i n g

Bay d i s c o v e r y  d i d  c o n f i r m  chac che Hemlock was a p r o d u c i n g  zone
I

w i c h i n  ac l e a s e  p a r e  o f  che c o l l e c c i v e  T r a d i n g  Bay a r e a  as  i c  was 

e l s e w h e r e  i n  Cook I n l e c .  che e v i d e n c e  o f  s u b s e a n c i a l  f a u l c i n g  

becween T r a d i n g  Bay and  McArchur R i v e r  (and  c h e r c f o r e  che l i k e l i ­

hood o f  n o n c o n n u n i c a c i o n  becween any p r o d u c c i v e  zo ne s )  was ,  i f  

a n y c h i n g ,  r e i n f o r c e d .  Moreover ,  doubcs  r e g a r d i n g  c l o s u r e  o f  che 

McArchur R i v e r  a n c i c l i n e  were  i n  no way d i m i n i s h e d .

d .  Whi le  i c  may have  be en  l o g i s c i c a l l y  c o n v e -  

n i e n c  f o r  Union -Marachon co move i c s  d r i l l i n g  L i r g e  sou ch  f rom 

T r a d i n g  3ay co d r i l l  che G r a v l i n g  No. L-A w e l l ,  Ton M a r s h a l l  

c e s c i f i e d  chac c h i s  a c c i c n  d e f i n c c e l y  r e p r e s e n c e d  a s c e p p i n g  ouc 

by Union-Marachon i n c o  an a r e a  o f  v e r y  c o n s i d e r a b l y  u n c e r c a i n c y .  

Ic  muse be remembered chac  che s e i s m i c  d a c a  and even  w e l l  d aca  ac 

c h i s  po in c  were  v e r y  s c a r c e  and r e l a c i v e i y  u n r e l i a b l e .  More ove r ,  

a l l  o f  che w e l l s  i n  c h i s  a r e a  were  o f f s h o r e ,  and c h e r e  was no 

s u r f a c e  g e o l o gy  wh i ch  c c u l d  be u s e d  co a s s i s e  i n  c o n f i r m i n g  

s e i s m i c  daca  i n c o r p r o c a c i o n s . Mosc i n p o r c a n c ,  a l c h o u g n  i c  I s  

d i f f i c u l c  co a p p r c c i a c e  now chac  p L a c f o r n s  a r e  a r o u c i n e  p a r e  o f  

che Landscape ,  Cook I n l e c  was a f r o n c i t r  a r e a  d u r i n g  che y e a r s  

s h o r c l y  a f c e r  s c a c e h o o d .  Wich che p r e s e n c e  o f  i c e ,  s e v e r e  c i d e s , 

and h i g h l y  a d v e r s e  w e a c h e r  c o n d i c i o n s ,  c h e r e  was“ no a s s u r a n c e

- 8 3 -



chac  che a r e a  would  be  s u c c e s s f u l l y  d e v e l o p e d  even  i f  h y d r o ­

c a r b o n s  we re  p r e s e n c .  I c  was v i ew ed ,  c h e r e f o r e ,  much as  che 

B e a u f o r t  Sea " o r  che Chukch i  Sea a r e  l ooked  ac  now as  p o c e n c i a l  

o i l  and ga s  p r o v i n c e s .

e .  Whi l e  che Hemlock zone wh ic h  p r o d u c e d  o i l  ac 

T r a d i n g  Bay was c o n s i d e r e d  p r o s p e c c i v e ,  Un ion-Marachon  we r e  more 

a c c r a c c e d  by s c r u c c u r e s  a c  s h a l l o w e r  h o r i z o n s .  Thus ,  che  p r ime  

c a r g e c  wich  r e s p e c c  co p o c e n c i a l  r e s e r v o i r  r o c k  was d i f f e r e n c  ac 

McArchur R i v e r  chan a c  T r a d i n g  Bay, i n c r e a s i n g  che r i s k  f a c c o r .

f .  I n  summary,  che  McArchur R i v e r  p r o s p e c c  was 

v e r y  much che cype chac  che  s c a c e  would  have  wanced co have  

e x p l o r e d .  The a r e a  was d e f i n i c e l y  d o u b c f u l  d e s p i c e  a d i s c o v e r y  

ac  T r a d i n g  3ay ,  buc che  p o c e n c i a l  r e c u r n s  we re  l a r g e  g i v e n  che 

s i z e  o f  che p r o s p e c c .  S e i s m i c  da ca  e x i s t i n g  ac che cime b e f o r e  

che d r i l l i n g  o f  che a r e a  i n d i c a t e d  cwo s e p a r a c e  p r o s p e c c s  o f  

c o n s i d e r a b l y  d i f f e r e n c  c h a r a c t e r i s t i c s  and r i s k ,  and  wou ld  have  

be en  so v i ew ed  by a ny  c o m p e t e n t  l e s s e e .  Under  c h e s e  c i r c u m ­

s t a n c e s ,  che a p p l i c a c i o n  o f  an i n c e n c i v e  co o b t a i n  e a r l y  and

e x p e d i t i o u s  d r i l l i n g  o f  che  McArchur  R i v e r  p r o s p e c t  was p l a i n l y
★ /

i n  che s c a c e ' s  i n t e r e s t . -

* /  Uheche r  che d i s c o v e r y  r o y a l c y  p r o g r a n  a c c u a l l y  c a u s e d  o r
i n f l u e n c e d  U n i o n - M a r a c h o n ' s d e c i r  on co d r i l l  che C r a y l i n g  
1-A w e l l  i s  i r r e l e v a n t .  To deny an award  b a s e d  on che  f a c e  
chac che p a r t i c u l a r  l e s s e e  would  have  d r i l l e d  che w e l l  
anyway f o r  iC3 own r e a s o n s  would  be u n ju sc l7 *  p u n i c i v e .  The 
q u e s c i o n  i s  w h e c h e r  c h e r e  was s u f f i c i e n t  r i s k  o r  doubc  
r e g a r d i n g  s u c c e s s  chac  che s c a c e  would  have  wanced co 
e n c o u r a g e  an  a f f i r m a t i v e  d e c i s i o n  co d r i l l .
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2. P o s e - D r i l l i n g  V e r i f i c a t i o n .  The a f c e r - a c q u i r a d  

e v i d e n c e  s u b m i t t e d  by Union-Marachon  d e m o n s t r a t e s  chac che 

s i c u a c i o n  o c c u r r i n g  ac che P r e - D r i l l i n g  Ex p ec ca c i o n  s cage  was as 

p e r c e i v e d ,  and chac che r i s k  i n v o l v e d  ac  che cime j u s t i f i e d  che 

a p p l i c a c i o n  o f  che d i s c o v e r y  r o y a l c y  i n c e n c i v e .  In f a c e ,  che
I

a f c e r - a c q u i r e d  e v i d e n c e  s u b s c a n c i a c e s  chac  che s e p a r a t e n e s s  and 

d i f f e r i n g  c h a r a c c e r i s c i c s  o f  che r e s p e c c i v e  r e s e r v o i r s  was 

scmewhac g r e a c e r  chan b e l i e v e d  i n  1965.  T h i s  c o n c l u s i o n  i s  

w a r r a n t e d  by che f o l l o w i n g  f a c c o r s :

a .  Ev i dence  p r e s e n c e d  bv che a p p l i c a n c  demon­

s t r a t e s  chac  c h e re  i s  no o v e r l a p  i n  any ga s  o r  o i l  f o r m ac i on  

becween che T r a d i n g  Bay and McArchur  R i v e r  f e a t u r e s .

b .  The e x c e n s i v e  number  o f  w e l l s  d r i l l e d  i n  che 

i n c e r v e n i n g  a r e a  becween che T r a d i n g  3ay and McArchur R i v e r  

f e a c u r e s  e s c a b l i s h e s  chac  c h a r e  i s  no commun ica t i on  becween 

h y d r o c a r b o n  a c c u m u l a t i o n s  i n  e i c h e r  o f  che f e a c u r e s .

c .  A l t h o u g h  b o t h  t h e  T r a d i n g  3ay and McArthur  

R i v e r  f e a t u r e s  p o s s e s s  o i l  b e a r i n g  sands  i n  t h e  HernLock 

f o r m a t i o n ,  t h e r e  a r e  b o t h  g a s  ( above  D zone)  and o i l  (West 

F o r e l a n d )  p r o d u c i n g  h o r i z o n s  i n  t h e  McArthur  R i v e r  f e a t u r e  which  

a r e  n o t  p r e s e n t  i n  t h e  T r a d i n g  Bay f e a t u r e .



a .  The g e o c h e m i s t r y  f o r  McArchur R i v e r  h y d r o ­

c a r b o n s  d i f f e r s  s i g n i f i c a n t l y  f o r  p a r a f i n s , a r o n a c i c s ,  and 

na p ch e n es  f rom chac  d i s c o v e r e d  ac  T r a d i n g  Bay . - ^

e .  The a r e a  becween  che T r a d i n g  3ay and McArchur

R i v e r  f e a c u r e s  i s  r . r an secced  by a m a s s i v e  s t r i k e  s l i p  f a u l t ,  t h e

a r e a  w i t h i n  che T r a d i n g  Bay f e a t u r e  w h i ch  ac che c i n e  o f  che 

a n c e s c r a l  a n c i c l i n e  was oppos i te ,  che  McArchur  r i v e r  f e a c u r e i s  now 

3 1 / 2  m i l e s  co che e a s e .  M or eo ve r ,  c h e r e  i s  a v e r y  l a r g e

d i s p l a c e m e n t  o f  t h e  Hemlock cone  t o  che e x t e n t  chac i c  i s  3 , 500

f e e c  d e e p e r  i n  McArchur  R i v e r  chan  i n  che  T r a d i n g  Bay f e a c u r e .

I c  i s  che l a s t  f a c c o r  w h i c h  i s  n o se  p e r s u a s i v e .  When 

l o o k i n g  ac  che  o i l  and gas  f i e l d s  d i s c o v e r e d  i n  Cook I n l e c ,  chey 

a r e  n e a r l y  a l l  r e a d i l y  d i s c e r n a b l e  and i n c a c c  a n c i c l i n e s  wich  

p r i m a r i l y  a s i n g l e  d e f i n e d  r e s e r v o i r  w i t h i n  e a c h .  One d i s c o v e r y  

r o y a l c y  was awarded  f o r  e ach  o f  ch e s e  a n c i c l i n e s .  Whi le  n e a r l y  

a l l  o f  ch e s e  a n c i c l i n e s  c o n t a i n  some l o c a l  f a u i c i n g ,  no d i s c o v e r y  

r o y a l c y  was a w a r d e d  b e f o r e  o r  a f t e r  che G r a y l i n g  1-A w e l l  on che

* /  Whi le  che a p p l i c a n c  c l a i m e d  chac  c h i s  r e s u l c e d  f rom d i f f e r ­
enc g e o l o g i c  o r i g i n s  o f  T r a d i n g  Bay and  McArchur R i v e r ,  i c  
i s  my o p i n i o n  chac che McCoon and  C l a y p o o l  r e p o r c  ( r e f e ­
r e n c e d  i n  E x h i b i c  1 co Mr. Van A l e n ' s  t e s t i m o n y )  i s  more 
l i k e l y  c o r r e c c .  Ic  i s  c h e i r  b e l i e f  chac  v a r i a t i o n s  i n  
g e o c h e m i s t r y  r e s u l c e d  f rom d i f f e r i n g  b a c t e r i a l  d e c e r i o r a c i o n  
r a c e s  o f  a c c u m u l a t e d  h y d r o c a r b o n s  d u r i n g  t h e  p o s t -  
d e p o s i t i o n  s t a g e  r a t h e r  t h a n  f rom a t o t a l l y  d i f f e r e n t  
g e o l o g i c  o r i g i n  i n  che c o n t e x t  o f  s o u r c e  r o c k .  However ,  
c h i s  does  noc  a f f e c t  my c o n c l u s i o n  chac  che once  e x i s t i n g  
T r a d i n g  Bay a n c e s c r a l  a n c i c l i n e  d e v e l o p e a  i n t o  cwo v e r y  
d i s c i n c c  s t r u c t u r e s .
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b a s i s  c h a c  L o c a l  f a u l t i n g  c r e a c e d  s e p a r a c e  s c r u c c u r e s  ( i n  f a c e ,

w i t h d r a w n ) .  The g r e a t e r  T r a d i n g  Bay/McArthur  R i v e r  a r e a ,  howeve r ,  

i s  che one h e a v i l y  d i s c o r c e d  and d i s p l a c e d  a n c i c l i n e  i n  Cook 

I n l e c ,  che o n l y  one i n  which  m a j o r  o i l  a c c u m u l a c i o n s  a r e  d i v i d e d  

by a l a r g e  r e g i o n a l  f a u l t  ( i n  f a c e ,  che o n l y  r e g i o n a l  f a u i c  

p r e s e n t  i n  Cook I n l e c ) ,  and s u b s t a n t i a l l y  o f f s e c  i n  v e r t i c a l  

d i s c a n c e  as  w e l l .

d i s c o v e r y  r o y a l c y  awards ,  che p u r p o s e  o f  che d i s c o v e r y  r o y a l c y  

syscem,  and che p o c e n c i a l  r i s k  o f  d r i l l i n g  on che  McArthur  R i v e r  

f e a c u r e  (wh ich  a p p e a r e d  v e r y  d i f f e r e n c  from che  T r a d i n g  Bay 

f e a c u r e  b e f o r e  d r i l l i n g  and was c o n f i r m e d  co be v e r y  d i f f e r e n c  

a f c e r  d r i l l i n g )  j u s t i f i e s  che c o n c l u s i o n  chac  (1)  boch  che 

P r e d r i l l i n g  E x p ec ca c i o n  and P o s c - d r i l l i n g  V e r i f i c a t i o n  a n a l y s e s  

c o n f i r m  che  p r o p r i e t y  o f  a p p l y i n g  a d i s c o v e r y  r o y a l c y  f rom che 

s c a n d o o i n c  o f  che p u rp ose  o f  che p r o g r a n ,  (2)  McArchur  R i v e r  i s ,  

t h e r e f o r e , a s e p a r a c e  g e o l o g i c  s t r u c t u r e  f r o n  che  s c r u c c u r e  ac  

T r a d i n g  Bay w i c h i n  che meaning o f  che  d i s c o v e r y  r o y a l c y  s c a c u c e s  

and r e g u l a t i o n s ,  and (3) Un ion-Marachon  i s ,  c h e r e f o r e ,  e n t i t l e d  

co a d i s c o v e r y  r o y a l c y  award f o r  a l l  p r o d u c t i o n  f rom l e a s e  ADL

mosc a p p l i c a c i o n s  i n i t i a l l y  f i l e d  on c h i s  b a s i s  were  l a c e r

In che concexc  o f  Cook I n l e c  g e o l o g y ,  che p a c c e r n  o f

1759*.

1982,  i n  Jun  au ,  A l a s k a .

'  Depucy C o c m i s s i o n c r
Dopa rcnenc  o f  N a t u r a l  R e s o u r c e s
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F I S C A L  N O T E
BILL NO: CSSB 112 (RES)

Revision Date: 
Title: Discovery Rovcltv Crea.'t

Dept- A ffocfod: Revenue 
_BRU:
Component:

Revenue Operations
Oil end Gas Audit

Sponsor:
Requestor:

(S) Resources
(S) Rules

Expondihjros/Rovonuos:

COMPONENT SERIAL NO.

(Thousands o f Doilors)

115

OPERATING EXPENDITURES FY 97 FY 98 FY 99 FYOO FYOI FY 02
PERSONAL SERVICES 
TRAVEL
CONTRACTUAL
SUPPLIES
EGUIPMENF
LAND A STRUCTURES
GRANTS. CLA If/S
MISCELLANEOUS
TOTAL OPERATING • • • • • •

CAPITAL EXPENDITURES 1

CHANGE IN REVENUES ( 1 See Analysis '

FUND SOURCE (Thcuscncs o> Debars)
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1037 GF/Menfai Hecrth 
Other
TOTAL • • • • • ♦
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POSITIONS:
full-time
PART-TIME
TEMPORARY
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