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c F I S C A L  N O T E  ( No.

STATE  OF A L A S K A
1996 L E G IS L A T IV E  SESSION

Bill V ers ion :_ S 8  3 7 7

(S) Publish Date:

Revision D a te :________________________________________
Title: “Relating to state residency definition and criteria for
cost of living differential"________________________________
Sponsor: Rules Committee_____________________________

Dept. Affected: Administration
BRU: Office of the Commissioner

Requestor Governor

EXPENDITURES/REVENUES:

Component: Labor Relations

COMPONENT SERIAL NO. 58

(Thousands of Dollars)
OPERATING EXPENDITURES FY 97 FY 98 FY 99 FY 00 FY 01 FY 02

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS
TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES 0 0 I 0 0 0 0

CHANGE IN REVENUES ( ) I 0 0 0 I 0 0 0

FUND SO U R C E: (Thousands o f Dol ars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts
1037 GF/Mental Health
OTHER
TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

E stim ate  o f an y  c u r re n t y e a r  (FY 9b) c o s t: $ -9 
POSITIONS: _____________________________
FULL-TIME
PART-TIME
TEMPORARY

ANALYSIS: (Attach a separate page if necessary.)

There is no fiscal im pact to the D epartm ent of A dm inistration.

Prepared by: Dianne Corso. Manager_______________________________  Phone: 465-4404
Division: Labor Relations Section_______________________________Date: _______________

Approved by Commissioner: Mark Bover
Agency: Department of Administration________________I______________  Date:

Rev: 12/95
nn S6-0067

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

Page J______ of J__



No. ^

STATE OF ALASKA
1996 LEGISLATIVE SESSION

Revision Date: _________ __ __________
Title: Cost of living Differential

__________ Dept. Affected: Revenue

F IS C A L  N O T E  ̂ Bill Version:______________ S> 3 / 7 ________

(S) Publish Date:

Permanent Fund Dividend Division

Sponsor
Requestor:

G overnor
Rules Committee

Expend tunu/RevenuM:

_BRU:
Component: Permanent Fund Dividend Division

COMPONENT SERIAL NO. 981

OPERATING EXPENDITURE,' FY97 FY 98 FY 99 FYCO FY01 FY 02
PERSONAL SERVICES 
TRAVEL
CONTRACTUAL 
SUPPLIES 
EQUIPMENT 
LAND & STRUCTURES 
GRANTS, CLAIMS 
I MISCELLANEOUS
TOTAL OPERATING ao 00 OJ) OJ) 0.0

i CAPITAL EXPENDITURES

CHANGE IN REVENUES (

FUND SOURCE___________________  (Thousands ofDdlats)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts 
1037 GF/Mental Health 
Other
TOTAL OJ) 0J) OJ) OJ) 0.0 0J)

Estimate of any current year (FY96)cc«t $  0

POSITIONS:
FULL-TIME
PART-TIME
TEMPORARY

ANALYSIS: (Attach a separate poge if ireceieary)

This bill does not appear to Impact Permanent Fund Dividend Division operations as It Is currently' drafted. 
Thero Is no Impcctto ttie operating budget.

Phone: 465-2323 

Date: March 20.1996 

Date: March 20. 1996

Poge 1 of 1

Prepared by: Nond Jones

Division: Permanent Fund

Approved by Commissioner. Wilson Condon

Agency. US /Department of Revenue iUS Deportment
PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE 

For furtheratetrtoutton Information caJ ihe Governor's legtslattve Office

LEG.COi_D-FN.XLS



r FISCAL NOTE Bi,,v 'rsion:---- &B3J7
r  .
IV  .rc ir

No.

STATE OF ALASKA
1996 LE G IS LA T IV E  SESSION

(S) Publish Date:

Coat of Living Differential for certain public
Revisio'i Date:
Title:
employees and criteria for determining eligibility 
Sponsor:
Requester:

_Dept. Affected 
BRU:

DOT&PF
Office of the Commissioner

Component: various
Rules
Governor

Expenditures/Revenues

COMPONENT SERIAL NO.

(Thousands of Dollars)

530

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

CAPITAL EXPENDITURES j ...... .... I ' I

CHANGE IN REVENUES ( ) I

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

Estimate of any current year (FY96) cost: 5 0-0

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

ANALYSIS:_____ (Attach a separate page if necessary)____________________
This fiscal note assumes that the bill will not significantly change the current determ ination of eligibility for Cost of 
Living Differential

Prepared by:

Division: 

Approved by:

Agency:

(Rev 01/96)

Sam Kito III
Special Assistant 

Office of the Commissioner ,

Phone:_

Date:_

Date:

465-3900

3/19/96

3 \ W b
Commissioner

 Deprrtment of Transportation and Public Facilites_______
PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE

For further distribution information, call the Governor's Legislative Office

Page 1 of 1



r

T o n y  K n o w l e s
GOVERNOR

PO. Box 110001 
Juneau, Alaska 99B11-0001 

(907) 465-3500 
Fax (907) 465-3532

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

J u n e a u

M a rc h  2 2 , 1996

T h e  H o n o ra b le  D ru e  P e a rce 

P re id e n t o f  th e  S e n a te 

A la s k a  S ta te L e g is la tu r e  

S ta te C a p i to l 

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

D e a r P re s id e n t P e a rc e :

U n d e r th e a u th o r i ty  o f  a rt. I l l ,  sec. 18, o f  the A la s k a  C o n s t i tu t io n , I am  tra n s m it t in g  a b i l l th a t 

w o u ld  c la r i f y  h o w  th e sta te a p p lie s the co s t o f  l iv in g  pa y d if fe r e n t ia l fo r p u b lic  em p lo ye e s . 

T h is  b i l l sets up a fra m e w o rk  o f  e l ig ib i l i t y  c r i te r ia  and d e fin e s s ta te re s id e n c y fo r the pu rp o se 
o f  pay d if fe r e n t ia ls  w h ic h  are re q u ire d  fo r c e r ta in  p u b l ic  em p lo ye e s u n d e r c o lle c t iv e  

b a rg a in in g  a g re em e n ts . B y  c o d i fy in g  th e s ta te ’ s in te rp re ta t io n  o f  th e pay d if fe re n t ia ls , th is 

le g is la t io n  w i l l h e lp  a v o id  c o n f l ic ts  and le g a l a c t io n s o n th is  issue .

T h e  sta te has been in  d is p u te s w ith  em p lo ye e s o f  th e m a r in e  h ig h w a y  sys tem  o v e r a 

d e f in i t io n  o f  s ta te re s id e n c y and th e e l ig ib i l i t y  c r i te r ia  fo r th e pay d if fe re n t ia l . A rb i t r a to r s  

have used d if fe r e n t , an d som e tim e s in c o n s is te n t , c r i te r ia  in re s o lv in g  the d isp u te s . C o n fu s io n  

o v e r th e c r i te r ia  a n d w h e th e r i t is s u b je c t to  u n io n  b a rg a in in g  has a lso led to c o u r t l it ig a t io n . 

T h is  d iv e rs e s itu a t io n  has m ade i t d i f f i c u l t to a d m in is te r th e d if fe r e n t ia l p ro g iam .

T h is  b i l l re so lv e s m o s t o f  th e u n c e r ta in ty  in  the p ro g ra m  b y a p p ly in g  the p e rm ane n t fu n d  

d iv id e n d  d e f in i t io n  o f  sta te re s id e n t, w h ic h  has been te s te d in  c o u r t. In  a d d it io n , th is  b i l l 

a u th o r iz e s th e D e p a r tm e n t o f  A d m in is t r a t io n  to  a d o p t re g u la t io n s  to  fu r th e r c la r i f y  th e c r i te r ia  

fo r pay d if fe r e n t ia ls  as th e need arises . T h is  w o u ld  m a ke i t  c le a r th a t the d e p a rtm e n t has th is 
a u th o r i ty  and th a t c r i te r ia  fo r th e pa y d if fe r e n t ia l is n o t s u b je c t to  c o lle c t iv e  b a rg a in in g .

I u rge y o u r p ro m p t a c t io n  o n  th is b i l l .

S in c e re ly ,







1 9 9 6  L E G IS L A T IV E  S E S S IO N

Revision Date:___ _________ Original____________________________ Dept Affected Natural Resources_________________
Title: An Act authorizing, approving, and ratifying BRU: Resource Development____________

the amendment of Northstar Unit oil and gas leases ...____________ Component: Pipeline Coordinator_______________

Sponsor Senate Rules Committee_____________________  _________________________________

Requestor Senate Finance______________________________ Component Serial No. _________ 1191______

FISCAL NOTE
STA TE O F ALASKA BILL NO. C S S B 318(R E S )

Expenditures/Revenues___________________________________________ (Thousands of Dollars)
OPERATING"EXPENDITURES ------- F 7 5 7 " -  V  " F 7 55~ FYOO '' FYOT "FY02
Pe r s o n a l  s e r v ic e s

TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS

"  '147.7 — 1477 125.0
26.0 25.0 25. (T

243.3 243.3 75.0
12.0 12.0 6.0
3.5 3.5

TOTAL OPERATING 43TT 431.1 231.0 «*** • A**

ICAPITAL EXPENDITURES | ■"TTjT " ■ c.o] ' o o j m — 0.0| 0.01

CHANGE IN REVENUES ( ) i 1 1 1 1 1

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts
1006 GF/MHTIA
1091 Designated Program Rcpts ”43171 431.1 231.0
TOTAL '43TT 431.1 231.0 10,1 ■ - ;; ' ' iiXl-

Estim ate o f any curren t year (FY96) cos t: $ none 

POSITIONS
FULL-TIME ...................... 6 ■■■ 0 0 0 0
PART-TIME 0 0 0 0 0 0
TEMPORARY 0 0 0 0 0 0

ANALYSIS: (Attach a separate page if necessary)
T his re q u e s t is an  industry funded  p ro jec t u n d er AS 3 8 .35 .140(b) for the d ev e lo p m en t o f a  co m m o n  carrier pipeline 
for th e  N o rth s ta r p ro ject n e a r  P ru d h o e  Bay.

T h e  b u d g e t is b a se d  on th e  L ease  A pplication moving forw ard from  mid-April 1996 through S e p te m b e r 1997 and  
construc tion  beginning in N ovem ber 1997. T h e  Leasing P ro c e s s  an d  S ta tu te  require th a t th e  C om m issioner of DNR 
m a k e  a d ecision  th a t th e  A pplicant is financially an d  technically  FIT, WILLING and  ABLE to construct, o p era te , 
m aintain  an d  term inate  th e  pipeline. T he  funds for FY97 an d  so m e  of the  funds for FY98 will b e  ex pended  on 
determ in ing  if th e  app lican t h a s  p ro p o sed  a p ro ject th a t m e e ts  this requ irem ent. T he rem ain d er of th e  funding will be 
e x p e n d e d  for oversight of the  construction  of th e  pipeline by ADNR, ADEC, ADF&G and  A DLabor. T he  FY99 funds 
will b e  u se d  for conform ation  and  oversigh t of the  opera tional a sp e c ts  of the  project, su c h  a s  Quality A ssu rance , 
Quality C ontro l, and  opera tiona l p ro c e s s e s . C ontinued on next p a g e ...

Prepared by: Jerry Brossia, State Pipeline C o o r d in a jq ^ ^ j /fa) Phone: 271-3601
Division: State Pipeline Coordinator's Office / '  D a te : 30-Apr-96
Approved by Comm issioner^-^ '’ _ ^  -

Date:____________ 30-Apr-96____________
Agency: NatupaiResources  J  -------------------------------------------

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

(CSSB318P.XLS Rev 4/30/96) Psqo 1 of 2



*“ * B eyond FY99 th e re  will b e  a  re q u e s t for additional fu n d s for the adm inistration and  oversigh t o f th e  L e a s e s  tha t 
c a n n o t b e  d eterm ined  a t this tim e. T h e se  funds will b e  b a se d  on the outcom e of the previous y e a rs  activities and  
findings. T h e  S ta te  Pipeline C oord inato r's  Office will prom ptly notify th e  G overnor’s  Office shou ld  this p ro jec t 
sc h e d u le  ch an g e .

Fiscal Analysis Continued...

'CSSB318P.XLS Rev 4/30/96) Psgs 2 of 2



S T A T E  O F  A L A S K A  

1 9 9 6  L E G IS L A T IV E  S E S S IO N
Revision Date:  Original_______________________
Title: An Act authorizing, approving, and ratifying
the amendment of Northstar Unit oil and gas leases ...________

FISCAL NOTE
BILL NO. C S S B 318(R E S )

Dept Affected Natural Resources 
BRU: Resource Developme

Component: Pipeline Coordinator

Sponsor
Requestor:

Senate Rules Committee

Senate Finance Component Serial No. 1191

OPERATING EXPENDITURES "FY97 FV9& FY99 F W r Y 01
PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS

147.3 '14773 ->25.0
25.0 25.0 257f
243.3 243.3 75.0
t ?:o 12.0 6.0
3.5 3.5

TOTAL OPERATING 431.1 431.1 231.0 A*ft * *6* A ft&*A

fC'A'P IT A'GEXFENBl TURE5" TTPT ttot ; 0~0| t r o r a o |

OflAN'G'E'IN'R'EVENUES ( T

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts
1006 GF/MHTIA
1091 Designated Program Rcpts 431.1 431.1 231.0
TO ’AL 431.1 43'1,1 231.0 *4** Aft** * A Aft

Estimate c f any curren t year (FY96) cost: $ none 

POSITIONS
FULL-TIME 0 0 0 0 0 0
PART-TIME 0 0 0 0 0 — 0
TEMPORARY 0 0 0 0 0 0

ANALYSIS: (Attach a separate page if necessary)
This request is an industry funded pro ject under AS 38.35.140(b) fo r the deve lopm ent o f a common carrier pipeline 
for the Northstar pro ject near Prudhoe Bay.

The budget is based on the Lease Application moving forward from m id-April 1996 through Septem ber 1997 and 
construction beginning in November 1997. The Leasing Process and Statute require tha t the Comm issioner o f DNR 
make a decision tha t the Applicant is financially and techn ica lly FIT, W ILLING and ABLE to construct, operate , 
mainta in and term inate the pipeline. The funds fo r FY97 and some o f the funds fo r FY98 will be expended on 
determ in ing if the applican t has proposed a pro ject that meets this requirement. The rem ainder o f the funding w ill be 
expended fo r oversight o f the construction o f the pipeline by ADNR, ADEC, ADF&G and ADLabor. The FY99 funds 
will be used fo r confo rmation and oversight o f the operational aspects o f the project, such as Quality Assurance, 
Quality Contro l, and operational processes, Continued on next page...

Prepared by: Jerry Brossia, State Pipeline C o o rd in a ^ o ^ ^ ^  /fe ) Phone: 271-3601
Division: State Pipeline Coordinator's Office ^  Date : 30-Apr-96
Approved by Comm issioner

Date: 30-Apr-96
Agency: Natupil Resources / /  y /  c J

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

(CSSB310P.XLS Rov 4/30/96) Pago 1 of 2



**** Beyond FY99 there will be a request for additional funds for the administration arid oversight of the Leases that 
cannot be determined at this time. These funds will be based on the outcome of the previous years activities and 
findings. The State Pipeline Coordinator's Office will promptly notify the Governor’s Office should this project 
schedule change.

Fiscal Analysis Continued ...

(CSSB318P.XIS Rev 4/30/96) Peg® 2 of 2



F ISCAL NOTE

S T A T E  O F  A L A S K A  

1 9 9 6  L E G IS L A T IV E  S E S S IO N
Revision Date:  26-Apr-96

Title:

Dept Affected: Natural Resources _________■

BILL NO. C S S B 3 18(R E S )

Resource DevelopmentAn act authorizing, approving, and ratifying the BRU:

amendment of the Northstar Unit oil and gas leases...______________Component: Oil and Gas Development
Sponsor Rules by request of the Governor______________ _________________________

Requestor Senate Finance_________________________ C om ponent Serial No. #439

OPERATING EXPENDITURES ' FY97"" FY9B " " "TY99 FY00..... FY01 FY02
PERSONAL s e r v ic e s
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS
total operating 015 "0.0 0.0 0.0 015 0.0

[CAPITAL EXPENDITURES W w m . TTPT H IT

ICHANSE INI REVENUES (1005^5031 w 1,500.01 20,900.0| "58,400.01 36,900.01 15.650131

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

E stim a te  o f  any cu rren t year (FY96) c o s t: $ 

POSITIONS
FULL-TIME 0 0 0 ■ 0 - ■  ' ..... TT 0
PART-TIME 0 0 — 0 0 0 0
TEMPORARY 0 0 0 0 ~u 0

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

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

S E E  A T T A C H E D  T A B L E  F O R  A  F U L L  F I N A N C I A L  A N A L Y S I S .

P h o n e : 260-880?
D a te : 26-Apr-96

Date: 26-Apr-96

&  < /

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

(SB3I8.XLS Rev 4/26/96) , P»0« 1 ol 1

Prepared by: Ken,Boyd, Director / )
Division
Approved by Comryfi^sT 

Agency: Natural Re



Y ear S la te  
R oyalty

1997 $0 .0
1998 1 ,8 0 0 .0
1999 1 9 ,600 .0
2000  3 5 ,7 0 0 .0
2001 3 3 ,4 0 0 .0
2 0 0 2  12 .400 .0  

$ 1 0 2 ,9 0 0 .0

S B 3 1 8  FISCA L N O TE  ATTACHM ENT
S ta te  R e v e n u e s  (w ith o u t N o r th s ta r  L e a s e  A m e n d m e n ts )

Y e a r S ta te  S ta te  S ta te  DNR-V- S e v e ra n c e  Spill & P roperty
R oyalty S u p p lem en ta l

R oyalty
S h a re  of
F ed era l
R oyalty

R e v e n u e s T ax C onserv .
T ax

T ax

(Thousands of 1996 Dollars)
1997 $0 .0 $0 .0 $0 .0  i $0 .0 $0.0 $0.0 $0 .0
1998 00 .0 00 .0 00 .0  j 0 0 .0 00.0 00.0 00 .0
1999 00 .0 00..* 00 .0  | 0 0 .0 00.0 00.0 0 0 .0
2000 00 .0 00 .0 0 0 .0  I 00 .0 00.0 00.0 400 .0
2001 1 ,9 0 0 .0 00.0 100 .0  I 2 ,0 0 0 .0 00.0 00.0 1,700 .0
2002 19 .800 .0 00 .0 1 .250 .0  i 2 1 ,9 * 9 ,9 8 ,100 ,0 200 .0 3 .400 .0

$ 21 ,7 0 0 .0 $0 .0 $ 1 ,3 5 0 .0  i $ 2 3 ,0 5 0 .0 $8 ,100 .0 $200.0 $5 ,500 .0

C o rp o ra te  DOR 
Incom e R ev en u es  

T ax

$0.0 $0.0
00.0 00.0

(200.0) (200.0)
(700.0) (300.0)

(1 ,000 .0 ) 700.0
800 .0  12.500.0

($1 ,100 .0) $12 ,700 .0

Total S ta te  
R e v e n u e s

$0.0
00.0

(200.0)
(300.0)

2 ,700 .0
33 .550 .0

$35 ,750 .0

Y ea r

1997
1998
1999
2000 
2001 
2002

S ta te
R oyalty

$0.0
1 ,800 .0

19 .6 0 0 .0
3 5 .7 0 0 .0
3 5 .3 0 0 .0
3 2 .2 0 0 .0  

$ 1 2 4 ,6 0 0 .0

S ta te
S u p p lem en ta l

R oyalty

$0.0
00.0
00.0

4 0 0 .0
1.300 .0
2 .400 .0  

$ 4 ,100 .0

State Revenues (with Northstar Lease Amendments)
S ta te  {  O N R  fM  S e v e ra n c e  Spill & P roperty

S h a re  of : R e v e n u e s T ax C onserv . Tax*
F ed era l T ax
R oyalty

(Thousands of 1996 Dollars)
$0 .0 $ 0 .0 $0.0 $0.0 $400 .0

100.0 1 .900 ,0 00.0 00.0 1,600 .0
1 ,300 .0 2 0 ,9 0 0 .0  I 8 ,100 .0 200 .0 3 ,100 .0
2 ,3 0 0 .0 3 8 ,4 0 0 .0 14 ,800 .0 400 .0 4 ,3 0 0 .0
2 ,3 0 0 .0 . 3 8 .8 0 0 ,0  i 13 ,100 .0 400.0 4 ,7 0 0 .0
2 .1 0 0 .0 3 9 ,7 9 9 ,0 10 ,300  C 400.0 4 .400 .0

$8 ,1 0 0 .0 $1 3 6 ,8 0 0 .0 $46 ,300 .0 $1,400.0 $18 ,500 .0

C orpo ra te DOR
Incom e R ev en u es

T ax

($700 .0) ($300.0)
(100.0) 1,500.0
800 .0 4 ,100 .0

2 ,9 0 0 .0 7,600.0
3 ,2 0 0 .0 8,300.0
3 .300 .0 8.100.0

$ 9 ,400 .0 $29,300 .0

Total S ta te  
R ev en u es

($300.0)
3,400 .0

25 .000 .0
46 .000 .0  
4 7 ,200 .0  
44.fc00.Q

$166,100 .0

S ta te
C h a n g e  in  S ta te  Revenues (w ith  N o r th s ta r  L e a s e  A m e n d m e n ts )

S ta te DNR ^ S e v e ra n c e  Spill & P roperty  C o rp o ra te
pplem enta! S h a re  o f ; R e v e n u e s : • T ax C onserv . Tax* Incom e
R oyalty F ed e ra l ; » T ax T ax

R oyalty . 1 I f , ' ,
p j (Thousands of 1996 Dollars)

$0 .0 $ 0 .0  I f f S t . ! ,  $0 .0  ; $0 .0 $0.0 $400 .0 ($700 .0)
0 .0 100 .0  1 .900 .0  0 .0 0.0 1 ,600 ,0 (100.0)
0 .0 1 ,300 .0  2 0 ,9 0 0 .0  ; 8 ,100 .0 200.0 3 ,100 .0 1,000 .0

40 0 .0 2 ,3 0 0 .0  .3 8 ,4 0 0 .0  i 14 ,800 .0 400 .0 3 ,900 .0 3 ,6 0 0 .0
1 ,300 .0 2 ,2 0 0 .0  3 6 .9 0 0 .0 ll 13 ,100 .0 400.0 3 ,000 .0 4 ,2 0 0 .0
' i : 400,0 850 ,0  i ;  l i . 6 5 0 ,0 2 .200.0 200.0 1 .000 .0 2 ,500 .0

$4 ,1 0 0 .0 $ 6 ,7 5 0 .0  |  $ 1 1 3 ,7 5 0 .0 ;j $38 ,200 .0 $1,200.0 $13,000 .0 $10 ,5 0 0 .0

DOR
R ev en u es

($300.0)
1 .500.0
4.300 .0
7.900.0
7.800.0  

(4.400,0)
$16 ,600 .0

Total S ta te  
R ev en u es

($300.0)
3 ,400 .0

25 .200 .0
46 .300 .0
4 4 .500 .0
11.250.0  

$130 ,350 .0



FISCAL NOTE

1 9 9 6  L E G ISL A T IV E  S E S S I O N
Revision Date:___ ________ 26-Apr-S6___________________________Dept Affected: Natural Resources_________________
Title: An act authorizing, approving, and ratifying the BRU: Resource Development____________
amendment of the Northstar Unit oil and gas leases...____________ Component Oil and Gas Development___________

Sponsor Rules by request of the Governor_____________ _________________________________________________
Requestor Senate Finance_____________________________ Component Seria l No. _________ #439_______

STATE C F  ALASKA BILL NO. C 3 S B 3 1 8 (R E S )

E x p e n d itu r e s /R e v e n u e ? _____________________________________(Thousands of Dollars)
r<JPERATTR?rEXPER'JITURE5 ' FY97 FY98 r  Y99 FY00 FY01. FY02
PERSONAL' SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS
TOTAL OPERATING ......................... ' '  ' O.'O — T f f 0.0| 0.0 “ 03 OTtT

[CAPITAL EXPENDITURES I ~  0.0| 0.0| 0.0| 0.0| 0.0] TEfl

i~CTl'A~NgETN'REVENUE'S'i-l002.10Q4| .. ' 'P.'flf ~1.900.BI----^OPTOf " '30.400.01 36,900.01' 1575'5'0:0

FUND SOURCE__________________________________________________ (Thousands of Dollars)
1002 t-eaeral Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts
10C6 -■>' /MHTIA
Other
TOTAL 0.0 o.d 0.0 0.0 0.0 0.0

Estimate o f any cu rren t year (FY96) cost: $

POSITIONS
FULL- i IME 0 0 0 0 0 0
PART-TIME 0 0 0 0 0 0
TEMPORARY 0 0 0 0 0 0

ANALYSIS: (Attach a separate page if necessary)
The state will realize a sign ificant increase in revenues from royalties and taxes from  the North s ta r Unit deve lopm ent 
over the next six years if this bill is passed. W ithout the bill, the Depa rtm en t o f Revenue pred ic ts in its Fall 1995 Base 
Price forecast tha t the Norths ta r Unit will not commence full production until 2002 . If this is the case , DNR predicts 
tha t the state m igh t receive about $36 m illion in royalty and tax revenues ove r the next six years.

W ith passage o f this bill, early the deve lopment o f the Northstar fie ld is poss ib le . Fu ll oil p roduc tion is anticipated by 
1999. Within this sam e six-year period, state revenues could be $130 m illion m ore , inc lud ing $12 m illion from 
"supp lementa l royalties."

SEE ATTACHED TABLE FOR A FULL FINANCIAL ANALYSIS.

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

(SB318.XLS Rev 4/26/96) Paga 1 of 1



SB318 F ISCAL NOTE ATTACHMENT
S la te R evenues (w ith o u t N o rth s ta r Lease Am endm en ts )

Year Stale Stale State DNR I Severance Spill & Property Corporate DOR Total Stale
Royalty Supplemental

Royalty
Share of I 
Federal i: 
Royalty . |

Revenues.| Tax Conseiv.
Tax

Tax Income
Tax

Revenues Revenues

11 (Thousands of 1996 Dollars)
1997 $0.0 $0.0 $0.0 1 - $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0
1998 00.0 00.0 00.0 I oo.o 00.0 00.0 00.0 00.0 00.0 00.0
1999 00.0 00.0 00.0 I ; °9'0 00.0| 00.0 00.0 (200.0) (200.0) (200.0)
2000 00.0 00.0 00.0 1 00,0 ; 00.0 00.0 400.0 (700.0) (300.0) (300.0)
2001 1,900.0 00.0 100.0 1 2,000.0 1 00.0 00.0 1,700.0 (1,000.0) 700.0 2,700.0
2002 19.800.0 00.0 1.250.0 1 " SJjQSQjfl < 8.100.0 200.0 3.400.0 800T 12.500.0 33.550.0

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

S ta te R evenues (W ith N o rth s ta r Lease Am endm en ts )
Year State ' State State ; - d n r  '

►

j Severance spill & Property Corporate DOR Total Stale
Royalty Supplemental

Royalty
Share of
Federal
Royalty

 ̂Revenues A; Tax Conserv.
' \ • ' • j Tax

of 1996 Dollars)

Tax* Income
Tax

Revenues Revenues

1997 $0.0 $0.0 $0.0 $0.0 : $0.0 $0.0 $400.0 ($700.0) ($300.0) ($300.0)
1998 1,800.0 00.0 100.0 1.500.0 00.0 00.0 1.600.0 (100.0) 1,500.0 3,400.0
1999 19,600.0 00.0 1,300.0 20,900.0 ! 8,100.0 200.0 3,100.0 800.0 4,100.0 25,000.0
2000 35,700.0 400.0 2,300.0 38,400.0 i 14,800.0 400.0 4,300.0 2,900.0 7,600.0 46,000.0
2001 35,300.0 1,300.0 2,300.0 > 38,900.0 

b  36,700.0
i 13,100.0 400.0 4,700.0 3,200.0 8,300.0 47,200.0

2002 32.200.0 2.400.0 2.100.0 i 10.300.0 400.0 4.400.0 3.300.0 8.100.0 44.800.0
$124,600.0 $4,100.0 $8,100.0 $136,800.0 | $46,300.0 $1,400.0 $18,500.0 $9,400.0 $29,300.0 $166,100.0

! i

C hange in S ta te R evenues (w ith N o rth s ta r Lease Am endm en ts )
Year State Stale State DNR ; Severance Spill & Property Corporate DOR Total State

Royalty Supplemental Share of I- Revenues ; Tax Conserv. Tax* Income Revenues Revenues
Royalty Federal T J: .s .''"5 , 1

M p n Tax Tax
Royalty 4 $ '

; V (Thousands of 1996 Dollars)
1997 $0.0 $0.0 $0.0 $0.0 ! $0.0 $0.0 $100.0 ($700.0) ($300,0) ($300,0)
1998 1,800.0 0.0 100.0 1.900.0: o.o 0.0 1,600.0 (100.0) 1,500,0 3,400.0
1999 19,600.0 0.0 1,300.0 r,::-20,900,0-1 8,100.0 200.0 3,100.0 1,000.0 4,300.0 25,200.0
2000 35,700.0 400.0 2,300.0 I 38,400.0 1 14,800.0 400.0 3,900.0 3,600.0 7,900.0 46,300.0
2001 33,400,0 1,300.0 2,200.0 C' 36.900 0| 13,100.0 400.0 3,000.0 4,200.0 7,600.0 44,500.0
2002 12.400.0 2.400.0 850.0 15,650.0 1 2.200.0 200.0 1.000.0 2.500.0 (4.400.0) 11.250.0

$102,900.0 $4,100.0 $6,750.0 $113,750,0 \ $38,200.0 $1,200.0 $13,000.0 $10,500.0 ;i6,600.0 $130,350.0



1 9 9 6  L E G IS L A T IV E  S E S S IO N
Revision Date:___ Original____________________________Dept Affected Natural Resources__________

Title: An Act authorizing, approving, and ratifying BRU: Resource Development_____

the amendment of Northstar Unit oil and gas leases ...____________Component: Pipeline Coordinator_________
Sponsor: Senate Rules Committee____________________  ___________________________

Requestor: Senate Resources___________________________ Component Serial No. _________ 1191

FISCAL NOTE
STA T E O F ALASKA BILL NO. SB 318

Expenditures/Revenues___________________________________________ (Thousands of Dollars)
OPERATING EXPENDITURES' - -7 5 7  ' ' ~ * -  -p y -g r- - "T Y 0 0 ' FY01 ' FY02
PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS

147.3 ' 14773 125.0
25.0 25.0 25.0
243.3 243.3 7570
12.0 12.0 6.0
3.5 3.5

TOTAL OPERATING 431.1 431.1 231.0 * A A A 44** Sl'U

|CAPITAL ’EXPENDITURES | (TOT" 0.0] 0.0| Q.'0| 0.0| TTP|

| CHANGE 7N~REVENUES( ~ ) | f ~  | | ' ~ | ' | ~ |

FUND SOURCE__________________________________________________ (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts
1006 GF/MHTIA
1091 Designated Program Rcpts 431.1 T3T7T 231.0
TOTAL 431.1 431.1 231.0 J7.T..«---- 4 A** "T lii

E s tim ate o f any cu rren t year (FY96) cos t: $ none 

POSITIONS
f u l l -t im e 0 0 0 0 0 0
PART-TIME 0 0 0 0 0 0
TEMPORARY 0 0 ~ 0 0 ■ .............. 0

ANALYSIS: (Attach a separate page if necessary)

This request is an industry funded project under AS 38.35.140(b) for the development of a common carrier pipeline 
for the Northstar project near Prudhoe Bay.

The budget is based on the Lease Application moving forward from mid-April 1996 through September 1997 and 
construction beginning in November 1997. The Leasing Process and Statute require that the Commissioner of DNR 
make a decision that the Applicant is financially and technically FIT, WILLING and ABLE to construct, operate, 
maintain and terminate the pipeline. The funds for FY97 and some of the funds for FY98 will be expended on 
determining if the applicant has proposed a project that meets this requirement. The remainder of the funding will be 
expended for oversight of the construction of the pipeline by ADNR, ADEC, ADF&G and ADLabor. The FY99 funds 
will be used for conformation and oversight of the operational aspects of the project, such as Quality Assurance, 
Quality Control, and operational processes. Continued on next page...

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

(SB318PCO.XLS Rev 3/29/961 paB0 1 0| 2



Fiscal Analysis Continued.

j* * ‘ * Beyond FY99 there w ill be a request fo r additional funds for the ̂ m in is tra tio n and overs igh t o f the Leases tha t 
cannot be determ ined at this time. These funds will be based on the putcome o f the orevious years activities and 
; findings. The State Pipeline Coord ina tor's Office will promptly notify the Governor's O ffice shou ld this pro ject 
schedu le change.

ISB318PC0.XLS Rev 3/29/961 Page 2 of 2
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j|
! * * "  Beyond FY99 there will be a request fo r additional funds for the Ejdministration and oversight o f the Leases that 
cannot be determ ined at this tim e. These funds will be based on thepu tcom e o f the previous years activities and 
: findings. The State Pipeline Coord ina to r's Office will promptly notify the Governor’s O ffice shou ld this pro ject 
schedule change.

'Fiscal Analysis Continued...
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1 9 9 6  L E G IS L A T IV E  S E S S IO N
Revision Date:  Original____________ _______________ Dept Affected: Natural Resources___________

Title: An Act authorizing, approving, and ratifying______ BRU: Resource Development_______

the amendment of Northstar Unit oil and gas leases ..._____________ Component: Oil & Gas Development_______

Sponsor: Senate Ruies Committee______________________ __________________________________________

Requestor: Senate Resources___________________________ Component Serial No. __________ 439

FISCAL NOTE
STATE OF ALASKA BILL NO. S B 318

Expenditures/Revenues _______  (Thousands of Dollars)
OPERATING EXPENDITURES FY97 FY98 FY99 FY00 FY01 FY02
PERGONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS
TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

ICAPITAL EXPENDITURES | 0.0| 0.0) 0.0| 0.0| 0.0| Q.Q|

CHANGE IN REVENUES (1004) j 0.0| 3.857.11 37,952.11 38,700.61 34,975.4| (3,686.3)

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

Estimate o f any current year (FY96) cost: $ none

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

ANALYSIS: (Attach a separate page if necessary)

The state will likely realize a significant increase in revenues from royalties and taxes from the Northstar Unit development over 
the next six years if this bill passes. Without the bill, the Department of Revenue predicts in its Fall 1995 Base Price forecast that 
the Northstar Unit will not commence full production until 20C2. Assuming full production in 2002 (and some preliminary 
production starting in 4th quarter 2001), DNR predicts that the state will receive only $5.5 million in tax revenues over the next six 
years, mostly from property taxes.

With passage of this bill, early development of the Northstar field is possible. Full oil production is anticipated by 1999. Within 
this same six-year period, state revenues will likely be an additional $180 million over the $5.5 million amount. These revenues 
will be in the form of royalties and “supplemental royalties," and severance, conservation, property, and corporate income taxes. 
The state will also receive nearly $7 million as its share of federal royalties from the federal lease tracts in the Northstar Unit.
SEE ATTACHED TABLE FOR FULL FINANCIAL ANAL YSIS...

Prepared by: Ken Boyd, D i r e c t o r / - ^ - / ? Phone: 269-8800
Division: Oil & Gas / Da te : 28-Mar-96
Approved by Commissioner-^ , 1

v Date: 28-Mar-96
Agency: Natufal Resources' / y

—
PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE

(SB3ie.XLS Rev 3/28/96) For further distribution information call the Governor's Legislative OFice Page i ot i



S ta te  R e v e n u e s  (w ith o u t N o rth s ta r  L e a se  A m e n d m e n ts )
S ta te S ta te S ta te S ta te  S h a re S e v e ran ce Spill & Property C orpora te T otal S ta te

Royalty S upp lem en ta l of F ed era l T ax C onserv . Tax* Incom e T ax R e v e n u e s
Royalty Royalty Tax

(T h o u sa n d s  of 1996 Dollars)
1996 $0 .0 $0.0 $0 .0 $0.0 $0.0 $0.0 $0.0 $0.0
1997 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
1998 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
1999 0.0 0.0 0.0 0.0 0.0 0.0 (477.1) (477.1)
2000 0.0 0.0 0.0 0.0 0.0 828.3 (835.9) (7.6)
2001 3 ,8 6 8 .9 0.0 247 .4 0.0 45.6 2,547.2 (1,173.8) 5 ,535 .3
2002 35 ,778 .5 0.0 2 ,2 8 7 .7 16,171.7 407.2 4,245.3 2,784 .3 6 1 ,674 .6

$39 ,6 4 7 .4 $0 .0 $2,535.1 $16 ,171 .7 $452.8 $7,620.8 $297 .5 $66 ,725 .2

S ta te  R e v e n u e s  (w ith  N o rth s ta r  L e a se  A m e n d m e n ts )
S ta te S ta te S ta te S ta te  S h a re S e v e ra n c e Spill & Property C orpora te Total S ta te

Royalty S upp lem en ta l of F edera l Tax C onserv . Tax* Incom e Tax R ev en u es
Royalty Royalty Tax

(T h o u sa n d s  of 1996 Dollars)
1996 $0 .0 $0.0 $0 .0 $0.0 $0.0 $0.0 ($477.1) ($477.1)
1997 0.0 0.0 0.0 0.0 0.0 761.4 (834.1) (72.7)
1998 3 ,6 2 5 .3 0.0 231 .8 0.0 50.1 2,343.9 (1,213.4) 5 ,037 .7
1999 35 ,6 3 1 .3 42.5 2 ,2 7 8 .2 16 ,101.5 447.4 3,914.3 2 ,767 .6 61 ,182 .8
2000 35 ,735 .8 680 .0 2 ,284 .9 13 ,487.8 432.1 4,771.2 2 ,994 .3 60,386.1
2001 34 ,891 .8 1,969.0 2 ,231 .0 12,682.7 406.5 4,586.5 3 ,440 .7 60 ,208 .2
2002 29 ,5 9 9 .9 2 ,887 .4 1,892 .6 7 ,949 .5 330.6 4,293.8 3,234.1 50 ,187 .9

$139,484.1 $5 ,578 .9 $8 ,918 .5 $50 ,221 .5 $1 ,666 .7 $20,671.1 $9,912.1 $236 ,452 .9

C h a n g e  in S ta te  R e v e n u e s  (w ith  N o rth s ta r  L e a se  A m e n d m e n ts )
S ta te S ta te S ta te S ta te  S h a re S e v e ra n c e Spill & Property C orpora te Total S ta te

Royalty S upp lem en ta l of F ed era l T ax C onserv . T a x ' Incom e Tax R ev en u es
Royalty Royalty T ax

(T h o u sa n d s  of 1996 Dollars)
1996 $0 .0 $0 .0 $0 .0 $0.0 $0.0 $0.0 ($477.1) ($477.1)
1997 0.0 0.0 0.0 0.0 0.0 761.4 (834.1) (72.7)
1998 3 ,625 .3 0.0 231 .8 0.0 50.1 2,343.9 (1,213.4) 5 ,037 .7
1999 3 5 ,631 .3 42.5 2 ,278 .2 16,101.5 447.4 3,914.3 3 ,244 .7 61 ,659 .9
2000 3 5 ,735 .8 680 .0 2 ,2 8 4 .9 13 ,487.8 432.1 3,942.9 3 ,830 .2 60 ,393 .7
2001 31 ,0 2 2 .9 1,969.0 1,983 .6 12 ,682.7 361.0 2,039.3 4 ,614 .5 54 ,673 .0
2002 (6 ,178.6) 2 ,887 .4 (395.1) (8,222.2) (76.5) 48.5 449 .9 (11,486.7)

$99 ,8 3 6 .7 $5 ,578 .9 $6 ,383 .4 $34 ,049 .8 $1,214.1 $13,050.3 $9 ,614 .7 $169 ,727 .8

’A pproxim ately 75  p e rce n t of this am oun t m ay  go to th e  North S lope B orough.

NO RTHSTR .XLS 3/28/96 2:59 PM



No.
FISCAL NOTl. Dill Version:_ — v S S 3 / ? T

S T A T E  O F  A L A S K A  

1 9 9 6  L E G IS L A T IV E  S E S S IO N
Revision Date:  Original • • ________

Title: An Act authorizing, approving, and ratifying

the amendment of Northstar Unit oil and gas leases ...________

(S) Publish D a te : _ _ _ 3 - 3 '8 ~ *7 6

Dept Affected Natural Resources 

BRU: Resource Development

Component: Oil & Gas Development

Sponsor:
Requestor:

House Rules Committee

Governor Component Serial No. 439

OPERATING EXPENDITURES " FV36 ■■■ '■ T W  ■ ■ ■PY00 - FYO'1 ' ■ 'F702
PEFSOfcML S o v ie t s
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS
TOTAL OPERATING o.O 0.0 0.0 ' o : o 0.0 0.0

CAPITAL EXPENDITURES' W W m . w

CHANSETKTREVENUESTTOfHT W 3,557.11 37,952.11 38,700.5| 34,975^T m i

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

Estimate o f any cu rren t year (FY96) coat: $

POSITIONS

none

FULL-TIME Tf 0 0 0r -  -  0 0
PART-TIME 0 0 0 0 0 0
TEMPORARY T ........... O' r 0 0 0 0

ANALYSIS: (Attach a wparate page if necessary)

The state will likely realize a significant increase in revenues from royalties and taxes from the Northstar Unit development 
over the next six years if this b.li passes. W ithout the hill, the Department of Revenue predicts in its Fall 1995 Base Price 
forecast that the Northstar Unit will not commence full production until 2002. Assuming full production in 2002 (and some 
preliminary production starting in 4th quarter 2001), DNR predicts that the state will receive only S5.5 million in tax revenues 
over the next six years, mostly from property taxes.

W ith passage of this bill, early development of the Northstar field is possible. Full oil production is anticipated by 1999. 
Within this same six-year period, state revenues will likely be an additional $180 million over the $5.5 million amount. These 
revenues will be in the form of royalties and "supplemental royalties," and severance, conservation, property, and corporate 
income taxes. The state will also receive nearly $7 million as its share of federal royalties from the federal lease tracts in the 
Northstar Unit.
SEE ATTACHED TABLE FOR FULL FINANCIAL ANALYSIS...

269-8800Phone:
Division: Oil & Gas \ Da te : 26-Mar-96
Approved by CommisjiengrT ^ " -- .

Date: 26-Mar-96
Agency: Natural Resources

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR’S LEGISLATIVE OFFICE
i2n s ta r. x ls  Rev 3/26/96) For further distribution information call the Governor's Legislative Office Pag* i of i



State Revenues (without Northstar Lease Amendments)

State State - State State Share Severance Spill & Property Corporate Total State
Royalty Supplemental of Federal Tax Conserv. Tax* Income Tax Revenues

Royalty Royalty Tax
(Thousands of 1996 Dollars)

1996 SO.O $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0
1997 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
1998 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
1999 0.0 0.0 0.0 0.0 0.0 0.0 (477.1) (477.1)
2000 0.0 0.0 0.0 0.0 0.0 828.3 (835.9) (7.6)
2001 3,868.9 0.0 247.4 0.0 45.6 2,547.2 (1,173.8) 5,535.3
2002 35,778.5 0.0 2,287.7 16,171.7 407.2 4,245.3 2,784.3 61,674.6

$39,647.4 $0.0 $2,535.1 $16,171.7 $452.8 $7,620.8 $297.5 $66,725.2

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

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

(Thousands of 1996 Dollars)
1996 SO.O $0.0 $0.0 $0.0 $0.0 $0.0 ($477.1) ($477.1)
1997 0.0 0.0 0.0 0.0 0.0 761.4 (834.1) (72.7)
1998 3,625.3 0.0 231.8 0.0 50.1 2,343.9 (1,213.4) 5,037.7
1999 35,631.3 42.5 2,278.2 16,101.5 447.4 3,914.3 2,767.6 61,183.0
2000 35,735.8 680.0 2,284.9 13,487.8 432.1 4,771.2 2,994.3 60,386.1
2001 34,891.8 1,969.0 2,231.0 12,682.7 406.5 4,586.5 3,440.7 60,208.1
2002 29,599.9 2,887.4 1,892.6 7,949.5 330.6 4,293.8 3,234.1 50,187.9

$139,484.1 $5,578.9 $8,918.5 $50,221.5 $1,666.7 $20,671.1 $9,912.1 $236,453.0

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

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

(Thousands of 1996 Dollars)
1996 $0.0 $0.0 $0.0 SO.O $0.0 $0.0 ($477.1) ($477.1)
1997 0.0 0.0 0.0 0.0 0.0 761.4 (834.1) (72.7)
1998 3,625.3 0.0 231.8 0.0 50.1 2,343.9 (1,213.4) 5,037.7
1999 35,631.3 42.5 2,278.2 16,101.5 447.4 3,914.3 3,244.7 61,659.9
2000 35,735.8 680.0 2,284.9 13,487.8 432.1 3,942.9 3,830.2 60,393.7
2001 31,022.9 1,969.0 1,983.6 12,682.7 361.0 2,039.3 4,614.5 54,673.0
2002. (6,178.6) 2,887.4 (395.1) (8,222.2) (76.5) 48.5 449.9 (11,486.7)

$99,836.7 $5,578.9 $6,383.4 $34,049.8 $1,214.1 $13,050.3 $9,614.7 $169,727.8

♦Approximately 75 percent of this amount may go to the North Slope Borough.

NO RTHSTR.XLS 3f26/9€ 5:4* PM



The legislature sets forth its intent regarding the meaning of certain 
mords and phrases used in the "Amendment to the Northstar Unit 
Leases betLueen the State of Alaska and BP Exploration (Alaska) Inc. 
("Amendment")". Specifically, the legislature sets forth its intent 
regarding Paragraph 41 of the 1980 Leases entitled "Employment of 
Alaskan Residents" and Paragraph 31 of the 1983 Lease entitled 
"Employment of Alaskan Residents" in the Amendment (collectiuely 
"Employment Paragraphs"). The legislature intends that the Alaska 
residents and contractors discussed in the Employment Paragraphs 
are truly Alaskan and that Alaska residents throughout the state be 
giuen an opportunity to obtain employment on the Northstar project.

The legislature belieues that its findings made in 
AS 36.10.005(a)( 1 )c(8) and (11)c(18), (c), and (d),regarding an 
employment preference for Alaska residents on state construction 
projects are equally applicable to the Amendment. The legislature 
belieues that the state has a compelling interest in reducing the leuel 
of unemployment among its residents.

For purposes of Employment Paragraphs, the legislature intends that 
the phrases "Alaska resident," "residents of Alaska," and "resident 
personnel" mean an indiuidual m h o  is physically present in the state 
rnith the intent to remain in the state indefinitely and to make a home 
in the state. An indiuidual demonstrates that intent by maintaining a 
residence in the state for one year before the date of hire. Other 
acceptable proof of that intent includes euidence that the indiuidual:
(1) mas registered to uote in Alaska for the year preuious to the date 
of hire; (2) attended school in Alaska mithin the year preuious to the 
date of hire; (3) possessed an Alaska driuer s, fishing, trapping, or 
hunting license for at least one year before the date of hire; or (4) 
receiued an Alaska permanent fund diuidend for the year preuious to 
the date of hire. The hiring entity m a y  also require that the indiuidual 
state under oath that the indiuidual is not claiming residency outside 
of the state or obtaining benefits under a claim of residency outside 

of the state.

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

The legislature understands that nonresidents will be hired only if 
there is no auailable and qualified Hlaska resident to perform the 
work. For purposes of the Employment Paragraphs, the legislature 
intends that the requirement to "aduertise for auailable positions 
locally'1 includes aduertising in newspapers and other publications 
located throughout the state, including rural areas, not just in the 
location where the work is to be performed. The legislature further 
intends that the requirement to "use Rlaska job seruice 
organizations" includes those offices maintained by the Department 
of Labor whose functions are to aid the unemployed in finding 
employment and any job seruice organization located throughout the 
state, not just the location where the work is to be performed.

For purposes of the Employment Paragraphs, the legislature intends 
that the phrases "Rlaska contractors" and "Rlaska firms" mean a firm 
or contractor that:

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

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

(3) is

(a) a sole proprietorship and the proprietor is an 

Rlaska resident;

(b) a partnership and more than fifty percent of the 
partners are Rlaska residents;

(c) a corporation that has been incorporated in the

state;or

(d) is a joint uenture composed entirely of uentures that

2



qualify under (1), (2), and (3), (a), (b) or (c) abuue.

For purposes of the Employment Paragraphs, the legislature intends 
that the requirements that the lessee "furnish the Department of 
Labor a quarterly report regarding the Rlaska residents on the leased 
area in compliance with regulations by the Commissioner of Labor" 
and "[tlhe report must also include statistical data concerning the 
number of resident personnel hired within the past year for this 
lease" comply with the reporting requirements of 8 HRC 30.062 and 
shall include information regarding the number of nonresidents hired 
within the past year, and the number of Rlaska contractors and non- 
Rlaska contractors hired within the past year.The legislature intends 
that the prouisions of the Employment Paragraphs be enforced to the 
greatest extent permissible under the constitutions of the United 
States and the State of Rlaska.
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F IN D IN G S  O F F A C T  O F T H E  S E N A T E  RESOURCES C O M M IT T E E  R E G A R D IN G  

SB 318 , D A T E D  A P R IL  24 , 1996 . Based upon ex ten s ive p u b lic  te s tim o n y , as w e l l as the 

re v ie w  o f the w r it te n  do cum en ts and presen ta tio ns made b y B P E x p lo ra t io n  (A la s k a ) In c . 

(B P X A ) , th e D e p a rtm e n t o f L a w , and the D ep a rtm e n t o f N a tu ra l Resources re la te d to the 

p roposa l o f B P  E x p lo ra t io n  (A la s k a ) In c . and the D epa rtm en t o f N a tu ra l Resources to am end 

c e r ta in  o f the lease te rm s o f S ta te o f A la s k a o .. and gas leases w ith in  the N o r th s ta r U n i t 

(N S U ) , th e Sena te Resources C om m itte e m akes the fo l lo w in g  f in d in g s o f fa c t:

A R T IC L E  1. T H E  S T A T E 'S  N E T  P R O F IT  S H A R E  A N D  H IS T O R Y  O F T H E  

N O R T H S T A R  LE A S E S  B E FO R E  U N IT IZ A T IO N .

(1 ) T h e ne t p r o f i t share p ro v is io n o f fo u r o f the f iv e  state leases n o w  in c lu d e d 

in  the N o r th s ta r U n i t was the c om p e t it iv e ly  b id  va ria b le w hen the leases w e re o r ig in a l ly  

o f fe re d  fo r lease . T he leases w e re o ffe re d w ith  a f ix e d  pe r acre cash bonus an d a f ix e d  

ro y a lty  o f 2 0 pe rcen t, and b id d e rs we re asked to su bm it sealed c om p e tit iv e  b id s based up on 

th e pe rcen tage o f ne t p ro f its  th a t the b id d e r w o u ld  share w ith  the state. A c c o rd in g  to the 

D e p a r tm e n t o f N a tu ra l R esou rces , the average o f the w in n in g  ne t p r o f i t share b id s fo r these 

leases was "a b o u t 89 pe rcen t." A s to the f i f th  state lease, the ne t p ro f i t share and ro y a lty  w e re 

f ix e d  b y the D e p a rtm e n t o f N a tu ra l Resources at 40 pe rcen t and 12 1/2 pe rcen t, re sp e c tiv e ly , 

and the c o m p e t it iv e ly  b id v a r ia b le  was the am o un t o f bonus o ffe re d  b y the b id d e rs .

(2 ) T h e leases fo r w h ic h the ne t p ro f i t share was the b id  v a r ia b le , A D L  N os . 

312798 , 31 2799 , 312808 , and 312809 , w ere o ffe re d fo r lease in S ta te o f A la s k a C om p e t it iv e  

O i l and Gas Lease Sale 30, tha t was he ld in D ecem be r 1979. These fo u r leases w e re issued 

in  1980 fo r a p r im a ry  te rra o f 10 years. T h e f i f t h  lease, A D L  355001 , was o ffe re d  in S ta te 

o f A la s k a C om p e tit iv e  O il and Gas Lease Sa le 39 in M a y 1983, and was issued in June 1983. 

T h e p r im a ry  te rm  o f A D L  355001 was also 10 years.

(3 ) T h e o r ig in a l lessees o f the N o rth s ta r leases in c lu d e d Am e ra d a Hess C o ., 

S h e ll O i l C o . (S h e ll) , E n te rp ris e O il Co. (E n te rp ris e ), and M u rp h y O il C o . In  1990, Am e ra d a



Hess C o . b o u g h t E n te rp r is e ’ s in te re s t in  the leases fo r $2 ,0 0 0 ,0 0 0 .

(4 ) T h re e years a fte r the in i t ia l fo u r sta te leases w e re issued, S h e ll O il C o . 

d is co ve re d the N o rth s ta r o il f ie ld  w h ile  d r il l in g  the Seal Is la n d N o . 1 W e ll. T he re a fte r, d u r in g 

the p e r io d  1984 - 1986 ad d itio n a l w e lls w e re d r i l le d  to de lin e a te the N o r th s ta r f ie ld . Those 

w e lls  in c lu d e d  S h e ll Seal Is la n d N o . 2 (1 9 8 4 ) ; S he ll Seal Is la n d N o . 3 (1 9 8 5 ) ; S he ll Seal 

Is la n d  N o . 4 (1 9 8 5 ) ; Am e ra d a Hess Co. N o rth s ta r N o . 1 (1 9 8 5 ) ; and Am e ra d a Hess Co . 

N o r th s ta r N o . 2 (1 986 ).

(5 ) N e a r the end o f the 10 -yea r p r im a ry  te rm  fo r the in i t ia l fo u r sta te leases

and the tw o  O u te r C o n tin e n ta l S h e lf (O C S ) leases th a t la te r cam e to be in c lu d e d in the

N o r th s ta r U n it , Am e ra d a Hess Co. and its pa rtne rs app roa ched the D e p a rtm e n t o f N a tu ra l 

Resources and the fede ra l M in e ra ls M anagem en t Se rv ice w ith  a p roposa l to fo rm  the N o rth s ta r 

U n it .

A R T IC L E  2. F O R M A T IO N  O F T H E  N O R T H S T A R  U N IT  A N D  

A C T IV IT IE S  U N D E R  T H E  IN IT IA L  P L A N  O F D E V E L O P M E N T .

(1 ) Ins tead o f a ttem p tin g to take ba ck the fo u r leases th a t w e re due to e xp ire

so th a t the y c o u ld  be c om p e tit iv e ly  leased aga in , d iv is io n  d ire c to r James Eason o f the

D e p a r tm e n t o f N a tu ra l Resources a long w ith  the M in e ra ls  M an a g em e n t S e rv ic e app ro ved 

fo rm a t io n  o f the N o rth s ta r U n i t and its in i t ia l P lan o f D e ve lo pm e n t, the reb y e x te n d in g  the 

te n -y e a r p r im a ry  te rm  o f the leases com m itte d  to the u n it . T h e D e p a rtm e n t o f N a tu ra l 

R esou rces ' a c tio n in a p p ro v in g th is e xp lo ra to ry u n it w h ic h  e f fe c t iv e ly  e x ten ded a ll fo u r sta te 

leases b e yo n d th e ir p r im a ry te rm  (and e f fe c t iv e ly  p re c lu d in g  c o m p e t it iv e ly  re le a s in g th em ) 

w ith o u t any c e r ta in ty  o f p ro d u c tio n was con s is te n t w ith  the depa rtm en t's a c tio n s on a 

m u lt i tu d e  o f u n its in c lu d in g : P rudhoe B a y /N ia k u k  d e fe rra l, P rudhoe B a y /P t. M c In ty re

d e fe r ra l, M i ln e  P o in t fo rm a tio n , M iln e  P o in t e xpa n s io n , D u c k  Is la n d , P o in t T h om so n , P o in t 

T h om s o n  expa n s io n , T h e tis Is la nd , H em i S p rin g s , B ig  R iv e r , A s to s ch , B a d am i, K u u k p u k , 

N o r th s ta r fo rm a t io n , N o r th  F o rk , N ic o la i C ree k , K a v ik , Jones Is la n d , F a lls C ree k , W e s t 

M c A r th u r R iv e r , and G w y d y r Bay . The re has been no ev id en ce th a t the D e p a rtm e n t o f 

N a tu ra l Resources sough t the Depa rtm en t o f Law 's adv ice abou t ta k in g back the leases w ith o u t 

c e r t i f ie d  w e lls  and fo rc in g  the leases w ith  c e r t i f ie d  w e lls  in to  p ro d u c t io n  in c o n n e c tio n w ith  

its 1990 de c is io n .

(2 ) T h e te rm  o f the N o rth s ta r U n it was fiv e  years, fro m  January 24 , 1990, u n til



Janua ry 23 , 1995.

(3 ) A c c o rd in g  to the D e p a rtm e n t o f N a tu ra l R esou rces , as a c o n d it io n  o f its 

a p p ro va l o f the in it ia l f iv e -y e a r P lan o f D e v e lo pm e n t fo r the u n it , " [ t ]h e  state lessees w e re 

p e rm itte d to m ake p ro g re s s iv e ly la rg e r annua l pa ym en ts to the s ta te in lie u o f d r i l l in g  a w e ll 

in  the P lan o f D eve lo pm en t, 'H ie ex tens ion fee paym en ts w e re to be pa id by the S ta te lessees 

to  the S ta te un de r the fo l lo w in g  schedu le : Janu a ry 31 , 1991— $1 m il l io n ; Janua ry 31 , 

1992— 52 m il l io n ; Janua ry 31 , 1993— $2 m i l l io n ; Janua ry 31 , 1994— $3 m i l l io n  and 

Janua ry 31 , 1995— $4 m il l io n , un less the fee o b lig a t io n  was e x tin g u is h e d b y the d r i l l in g  o f 

a w e ll in  the u n it area." A s fu r th e r c o n d it io n s o f its a p p ro va l, the D ep a rtm e n t o f N a tu ra l 

Resources a lso re qu ired Am e ra d a Hess Co. and its pa rtne rs to co n d u c t ce rta in p e tro lo g ic a l and 

p e tro p h y s ic a l ana lyses, to ga th e r an a d d it io n a l 2 5 0 lin e -m iie s  o f  ge oph ys ica l (s e ism ic ) da ta 

o v e r the u n it area, and to com p le te fa c i l i t ie s  de s ig n and re s e rv o ir e n g in e e r in g s tud ies 

(p re -p ro d u c tio n stud ies) d u r in g the in it ia l P lan o f D e ve lo pm en t. T h e P lan o f D e ve lo pm e n t d id  

n o t re q u ire Am e ra d a Hess and its pa rtne rs to be g ;n p ro d u c t io n  d u r in g  the f iv e -y e a r in i t ia l 

te rm .

(4 ) Am e rada Hess Co. and its pa rtne rs m ade the schedu led " in  lie u o f d r i l l in g " 

paym en ts fo r the firs t three years o f the fiv e -y e a r P lan o f D e ve lo pm e n t pe rio d , w ith  paym en ts 

to ta lin g  $5 m ill io n . Am e ra d a Hess C o . then e le c te d to d r i l l the Am e ra d a Hess C o . N o rth s ta r 

N o . 3 W e ll in  1994, e x t in g u is h in g  its rem a in in g  f in a n c ia l o b lig a t io n s to the sta te un de r the 

te rm s o f the P lan o f D e ve lo pm e n t fo r the N o r th s ta r U n it . A m e ra d a Hess Co . and its pa rtne rs 

a lso t im e ly  com p lie d  fu l ly  w ith  each o f the o th e r c o n d it io n s se t o u t by the D e p a rtm e n t o f 

N a tu ra l Resou rces in its a p p ro v a l o f the in i t ia . P lan o f D e v e lo pm e n t. T h e P lan o f 

D e v e lo pm e n t had succeeded in g e tt in g  one w e ll d r i l le d  and in  Am e ra d a Hess C o . and its 

pa rtn e rs ’ c om p le t in g  ce rta in o th e r w o rk  c om m itm e n ts in c lu d in g  p e tro lo g ic a l/p e tro p h y s ic a l 

s tud ies , p ro d u c t io n  fa c il it ie s  de s ig n , se ism ic su rve y s , se ism ic ana lys is and in te rp re ta tio n , and 

re se rv o ir en g inee r in g stud ies. H ow e ve r , no p ro d u c t io n  fro m  the u n it occu rre d d u r in g  the fiv e - 

y e a r p e r io d o f the in i t ia l P lan o f D e ve lo pm e n t.

(5 ) F o llo w in g  the d r i l l in g  o f the A m e ra d a Hess C o . N o r th s ta r N o . 3 W e ll 

e a r l ie r in  1994, Am e ra d a Hess C o . m e t w ith  re p re se n ta tiv e s o f the D ep a rtm e n t o f N a tu ra l 

Resources and the M in e ra ls M an agem en t S e rv ic e in June 1994, to in fo rm  the agenc ies o f its 

de c is io n n o t to proceed w ith  d e ve lo pm en t o f th e N o rth s ta r U n it . T h e D epa rtm en t o f N a tu ra l
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R esou rces has in d ic a te d tha t Am e ra d a Hess Co . b e lie v e d tha t the d e ve lo pm en t cos ts fo r the 

N o r th s ta r U n i t leases w o u ld  exceed $ 1 ,4 0 0 ,0 0 0 ,0 0 0 . A s s um in g th a t the sta te c o u ld  have 

go tte n the leases back , because o f th e ir $ 1 ,4 0 0 ,0 0 0 ,0 0 0 de ve lo pm en t cos t, the D e p a rtm e n t o f 

N a tu ra l Resou rces be lieves tha t the leases w o u ld  have had l i t t le  va lu e and w o u ld  m os t l ik e ly  

have been re -leased fo r a nom in a l bonus b id .

(6 ) U nde r the te rm s o f the N o rth s ta r U n it A g re em en t, Am e ra d a Hess C o . and 

its pa rtn e rs w e re re qu ire d to s u bm it a p roposed P lan o f D e v e lo pm e n t to the D e p a r tm e n t o f 

N a tu ra l R esou rces la te in O c to b e r 1994, 90 days be fo re the e x p ira t io n  o f the f i r s t P lan o f 

D e v e lo pm e n t, o r the u n it, w h ic h  had a lre a d y e x te n ded the N o r th s ta r U n i t leases f iv e  yea rs 

b e yo n d th e ir in i t ia l p r im a ry te rm , w o u ld  te rm in a te .

(7 ) H a v in g m ade the d e c is io n no t to p ro ceed w ith  d e ve lo pm e n t o f the u n it , 

A m e ra d a  Hess C o . d id  no t s u bm it a p roposed second P lan o f D e ve lo pm e n t, and un d e r the 

te rm s o f the u n it ag reem en t and the d e p a rtm e n t’ s re g u la tio n s , the D e p a rtm e n t o f N a tu ra l 

R esou rces issued a N o tic e o f D e fa u lt to Am e ra d a Hess C o . and its pa rtn e rs on N o v em b e r 3,

1994.

(8 ) B y  subsequent le tte r da ted D e cem be r 12, 1994, the D ep a rtm e n t o f N a tu ra l 

R esou rces am ended its N o vem b e r 3, 1994, N o t ic e  o f D e fa u lt to p ro v id e  tha t A m e ra d a Hess 

C o . c o u ld  cu re the de fau lt e ith e r by p ro v id in g  an upda ted P lan o f D e ve lo pm e n t w ith in  90 days 

o r b y v o lu n ta r i ly  ag ree ing to te rm in a te the N o r th s ta r U n i t A g re em en t. T h e D e p a rtm e n t o f 

N a tu ra l R esou rce s ’ D ecem be r 12, 1994, le tte r c o n c lu d e d " [ f j in a l ly , i f  the N S U  te rm in a te s , 

th ree S ta te o f A la s k a  leases w i l l c o n tin u e b e yo n d th e ir p r im a ry  te rm  pu rsuan t to pa ra g ra ph 

5 (d ) o f  the lease. T h e three leases are A D L s  312798 , 312799 and 312809 . T h is  is fu r th e r 

n o tic e  th a t w ith in  90 days o f te rm in a t io n  o f the N S U  the lessees sha ll f i le  a P lan o f 

D e v e lo p m e n t in  com p lia n ce w ith  the re q u irem e n ts set fo r th  in pa rag raph 17 o f the lease ."

(9 ) Am e rada Hess Co . and S he ll began e ffo r ts to se ll th e ir re spec tive in te re s ts 

in  the N o r th s ta r U n i t leases. N e ith e r the exa c t t im in g  n o r the de ta ils o f Am e ra d a Hess C o . ’ s 

and S h e l l ’ s e ffo r ts  to m a rke t the leases are a m a tte r o f p u b lic  re co rd .

(1 0 ) Am e rad a Hess C o . and S h e ll subse quen tly so ld  th e ir in te res ts in  the 

N o rth s ta r U n i t leases to BP E xp lo ra tio n (A la s k a ) In c . e a rly in 1995. BP E xp lo ra tio n  (A la s k a ) 

In c . has cha ra c te r iz e d the te rm s o f its pu rchase o f the N o r th s ta r U n it lease in te re s ts as a 

"c o m p e t it iv e  p rocess ." H ow e ve r , B P  E x p lo ra t io n  (A la s k a ) In c . has d e c lin e d to m ake p u b lic



the te rm s o f  its pu rchase o r the id e n tity o f its com pe tito rs fo r the purchase o f Am e rad a Hess 

C o . ’ s and S h e ll ’ s in te re s t in  the N o rth s ta r U n i t leases, c i t in g  a c o n f id e n t ia l ity  ag reem en t 

be tw e en the pa rtie s th a t p ro h ib its  its d o in g  so. T h e sta te p la y e d no ro le in the o f fe r in g  o r 

s e l l in g  o f A m e ra d a Hess C o . ’ s and S h e ll ’ s in te re s t in  the N o rth s ta r U n i t leases to BP 

E x p lo ra t io n  (A la s k a ) In c . Lessees c om m o n ly  se ll in te re s ts in leases w ith o u t the state 's 

in v o lv e m e n t o th e r than a p p ro v in g ass ignm en ts re su lt in g fro m  the sale.

(1 1 ) In  its pu rchase o f the N o rth s ta r U n it I r is e s  fro m  Am e rada Hess C o . and 

its pa rtn e rs , B P  E x p lo ra t io n  (A la s ka ) In c . a cq u ire d the ne t p r o f i t share de ve lo pm en t accoun ts 

fo r th o se leases. T h e am oun t o f acc ru ed cos ts in the N o r th s ta r U n it ne t p r o f i t share 

d e ve lo pm en t accoun ts has been estim a ted b y B ?  E xp lo ra t io n  (A la s ka ) Inc . to be $262 ,000 ,000 . 

U n d e r the te rm s o f the leases and the D e p a rtm e n t o f N a tu ra l R esources ’ re gu la tio n s , a lth o ugh 

B P  E x p lo ra t io n  (A la s k a ) In c . d id  no t a c tu a lly  spend the $26T0OO,OOO in the d e ve lo pm en t 

a ccou n ts , i t  w o u ld  be e n tit le d  to re c o v e r those cos ts , p lu s its ac tua l fu tu re costs o f 

d e ve lo pm e n t, w ith  in te re s t, be fo re it w o u ld  be ob lig a te d to pa y the state a share o f ne t p ro fits  

fro m  th e d e ve lo pm e n t o f the N o rth s ta r U n it leases.

(1 2 ) D epa rtm en t o f N a tu ra l Resources C om m is s io n e r S h iv e ly has te s tif ie d tha t 

" [T ]h e  im p . ''ra tio n s fo r the sta te in th a t is th e lo n g e r the d e ve lo pm en t is de la yed , the less 

m on e y the sta te is g o in g  to ge t in net p ro f its  leas ing . A n d  so t im in g  was c r it ic a l to me as we 

n e g o tia te d  th is dea l w ith  B P ."

(1 3 ) B P  E xp lo ra tio n  (A la s k a ) In c . ’ s p re s id en t, M r . John M o rg a n , has te s tif ie d 

” [ I ] n  m a k in g  th a t a c q u is it io n  (purchase o f the N o r th s ta r leases) w e d id unde rs tand and i t was 

c le a r to us th a t the issue o f ne t p ro f i t leases rep resen ted a p ro b lem , and a p ro b lem  th a t w o u ld  

need to  be o ve rc om e w ith  the state, i f  d e v e lo pm e n t was to p ro ceed ."

(1 4 ) B P  E xp lo ra t io n  (A la s k a ) In c . ’ s p re s id e n t, M r . M o rg a n , a lso has te s t if ie d  

th a t " . . . p a r t o f the r is k  w e to o k w hen w e a cq u ire d the leases was tha t the S ta te o f A la s ka 

m ay n o t ag ree to a m o d if ic a t io n  o f the te rm s th a t w o u ld  a llo w  us to go fo rw a rd  w ith  

d e v e lo pm e n t, and we- d id  th a t k n o w in g ly  and c le a r ly ."

A R T IC L E  3. B P  E X P L O R A T IO N  (A L A S K A ) IN C . ’ S S U C C E S S IO N  

A S  N O R T H S T A R  U N IT  O P E R A T O R  A N D  T H E  D E P A R T M E N T  O F 

N A T U R A L  R E S O U R C E S ’ A P P R O V A L  O F T H E  2 N D  P L A N  O F 

D E V E L O P M E N T  FO R  T H E  N O R T H S T A R  U N IT .



(1 ) O n January 13, 1995, B P E x p lo ra t io n  (A la s k a ) Inc . w ro te the D epa rtm en t 

o f  N a tu ra l R esou rce s and the M in e ra ls M an a g em e n t S e rv ic e to reques t tha t the agencies 

app ro ve a 90 -d a y ex ten s io n to the D epa rtm en t o f N a tu ra l R esources ’ ea rlie r N o tic e o f D e fa u lt 

f o r the N o r th s ta r U n it .

(2 ) E ffe c t iv e  Janua ry 19, 1995 , th e n -d ire c to r Eason app roved ass ig nm en t o f 

th e state N o r th s ta r U n it leases to BP E x p lo ra t io n  (A la s k a ) In c . as had been requested ea rlie r , 

and on Janua ry 20 , 1995, bo th th e n -d ire c to r E ason o f the D ep a rtm e n t o f N a tu ra l Resources 

and the M in e ra ls  M anagem en t Se rv ice app roved B P  E xp lo ra t io n  (A la s k a ) Inc . as the successor 

o p e ra to r o f the N o r th s ta r U n it .

(3 ) O n January 23 , 1995, the d a y the N o r th s ta r U n it was schedu led to 

te rm in a te  u n d e r th e D epa rtm en t o f N a tu ra l R esou rce s ’ N o tic e  o f D e fa u lt fo r fa i lu re  o f the 

o p e ra to r to p ro v id e  a proposed P lan o f D e v e lo pm e n t, B P  E x p lo ra t io n  (A la s ka ) In c ., in its 

ca p a c ity as the new  u n it ope ra to r, subm itted a p ro po se d tw o -y e a r P lan o f D e ve lo pm en t fo r the 

N o r th s ta r U n it . A c c o rd in g  to docum en ts in the D e p a rtm e n t o f N a tu ra l R esou rces ’ u n it file s , 

B P  E x p lo ra t io n  (A la s k a ) In c . ind ica te d " th a t w ith  m o re tim e  i t c o u ld  su bm it a m o re de ta ile d 

an d d e c is iv e p la n ."

(4 ) T h e fo l lo w in g  day, on Jan u a ry 24 , 1995, th e n -d ire c to r Eason o f the 

D epa rtm en t o f N a tu ra l Resources approved B P E x p lo ra t io n  (A la s ka ) Inc.'s request fo r a 90 -day 

e x te n s io n to s u b m it a new p lan o f de ve lo pm en t because , a c co rd in g to d ire c to r Eason , i t  was 

" in  e v e ry o n e ’s be s t in te re s t to a llo w  B P  a d d it io n a l t im e to con c lu d e its a cq u is it io n  and to 

fo rm u la te  a n ew  P la n o f D e ve lo pm e n t." O n Janua ry 24 , 1995, the M in e ra ls M an agem en t 

S e rv ic e a lso a p p ro v e d BP E xp lo ra tio n (A la s k a ) In c . ’ s reques t fo r an ex tens ion to f i le  a m ore 

d e ta ile d  P lan o f D e v e lo pm e n t u n t i l A p r i l 30 , 1995.

(5 ) O n M a rch 30 , 1995, BP E x p lo ra t io n  (A la s k a ) In c . subm itte d a re v ised and 

m o re c om p re h e n s iv e  P lan o f D e ve lo pm e n t and a reques t to ex tend the N o rth s ta r U n it 

A g re e m e n t fo r a th ree -ye a r te rm  c o in c id e n t w ith  its re v ise d P lan o f D e ve lo pm e n t. 

Im p o r ta n t ly , the re v is e d p lan in c lu d e d san c tio n w ith in  the las t yea r. T he p lan in c lu d e d the 

fo l lo w in g  s p e c if ic  a c tiv it ie s : (A ) da ta g a th e r in g  and p ro je c t de ve lo pm en t in c lu d in g  

e n v iro n m e n ta l d a ta ga th e r in g and stud ies , p ro m u lg a t io n  o f m a rin e m amm a l in c id e n ta l take 

re g u la tio n s , and a coop e ra tiv e ag reem en t w ith  the A la s k a E s k im o W h a lin g  C om m is s io n ; (B ) 

3 -D  se ism ic a c q u is it io n , in c lu d in g  the app rop ria te go ve rnm en t pe rm its and se ism ic process ing ,



p ip e lin e  and fa c i l i t y  en g in ee r in g and re se rv o ir d e sc r ip t io n s ; (C ) p ro je c t san c tio n in c lu d in g  

p ro je c t c o n s tru c t io n  pe rm its , in te g ra te d 3 -D  se ism ic and re se rv o ir d e sc r ip tio n s , p e rm it 

a p p ro va ls , and f in a l ly , sanc tion by BP E x p lo ra t io n  (A la s k a ) In c .'s headquarte rs . T h e re v ise d 

P la n o f D e v e lo pm e n t added the steps re q u ire d b y B P  E x p lo ra t io n  (A la s k a ) In c . to take the 

N o r th s ta r d e ve lo pm en t to p ro je c t sanc tion . T h e es tim a te d cos t o f these a c t iv it ie s was

5 1 2 ,0 0 0 ,0 0 0 . In the tw o -y e a r p la n , the es tim a te d co s t was 510 ,0 00 ,0 00 .

(6 ) T he te rm  o f the second P lan o f D e v e lo pm e n t was inc reased fro m  the 

o r ig in a l ly  p ro po se d tw o -y e a r te rm  to a th ree -ye a r te rm  because o f increased com m itm e n ts by 

B P  E x p lo ra t io n  (A la s k a ) In c .

(7 ) O n M a y 1, 1995, the M in e ra ls  M an agem e n t S e rv ice app ro ved the re v ised 

p la n  c o n c lu d in g  th a t the "n ew  schedu le o f a c t iv it ie s  are deem ed necessary to b r in g  the u n it 

in to  p ro d u c t io n ." O n June 2, 1995, the D e p a rtm e n t o f N a tu ra l Resources "c o n d it io n a l ly " 

a p p ro v e d B P  E x p lo ra t io n  (A la s k a ) In c . ’ s re v is e d th re e -y e a r P lan o f D e ve lo pm e n t. D iv is io n  

d ire c to r K e n B o y d  app roved the p lan because, " in  h is ju d gm e n t, it was a reasonab le one tha t 

a llo w e d  the new ope ra to r, BP E xp lo ra tio n (A la s k a ) In c ., adequate tim e to in te rp re t the e x is t in g 

g e o lo g ic a l, geoph ys ica l, and eng inee rin g data, shoo t w ha t he cons ide red im p o rta n t 3 -D  se ism ic 

da ta , b e g in w o rk  on deve lopm en t op tions , de fine the scope o f re se rvo ir/concep tua l eng inee rin g , 

an d s u b m it p e rm its w ith  the u lt im a te  goa l o f g e tt in g  in te rn a l B P E x p lo ra t io n  (A la s k a ) In c . 

s a n c t io n  in  the fo u r th  qua rte r o f 1997 ." I t was d ire c to r B o y d 's  b e lie f th a t " [ t ]h e  p la n was 

ta ilo re d  to the sho rtes t dead lines tha t an ope ra to r c o u ld  reasonab ly be expec ted to m ee t." The 

p la n e x p l ic i t ly  sta ted tha t sanc tion w o u ld  "depend on e co n om ic com pe titiveness o f the p ro je c t 

com p a re d to o th e r B P  E xp lo ra t io n  (A la s k a ) In c . p ro je c ts w o r ld w id e , the business c lim a te  (o il 

p r ic e , e tc .) , and the status o f the ex te rna l p e rm it t in g  p rocesses ." I t a lso n o te d th a t the risks 

in c lu d e d  " [d e v e lo p m e n t and p ro d u c tio n e co n om ic s ."

(8 ) A c c o rd in g  to the D ep a rtm e n t o f N a tu ra l Resources, " [a ]s  p a rt o f the 

c o n d it io n a l a p p ro v a l, B P X A  was re qu ire d to s u bm it annua l p ro g ram  reports and a fin a l re po rt 

to the agenc ies tha t synthesizes the data and stud ies p e rfo rm e d by B P X A  du r in g the ex tens ion 

p e r io d  and B P X A ’ s conc lu s io n s and re comm enda tio ns re ga rd in g the de ve lo pm en t o f the N SU . 

T h e  PO D  does no t requ ire B P X A  to s ta rt p ro d u c t io n  d u r in g  the th ree yea r te rm . A s s um in g 

B P X A  com p lie s w ith  the cond itio n s o f the second PO D , the u n it w i l l no t e xp ire u n til A p r i l 30. 

1998 ."



A R T IC L E  4 . BP E X P L O R A T IO N  ( A L A S K A ) IN C . ’ S 

IN I T IA L  EFFO R TS T O  A M E N D  T H E  N E T  P R O F IT  

S H A R E  L E A S E  T E R M S .

(1 ) B o th  BP E xp lo ra tio n (A la s k a ) In c . ’ s P res iden t, M r . M o rg a n , and 

D e p a r tm e n t o f N a tu ra l Resources C om m is s io n e r S h iv e ly  have te s t if ie d  tha t a t som e tim e 

be tw een Janua ry and A p r i l 1995, be fo re the D epa rtm en t o f N a tu ra l R esources ’ app rova l o f B P  

E x p lo ra t io n  (A la s k a ) In c . ’ s rev ised P lan o f D e ve lo pm e n t and ex ten s io n fo r the N o rth s ta r U n it , 

B P  E x p lo ra t io n  (A la s k a ) In c . approached the a dm in is tra t io n , a sk in g th a t i t s u p p o rt the 

in c o rp o ra t io n  o f p ro v is io n s tha t w o u ld  a llo w  the c om m is s io n e r o f the D ep a rtm e n t o f N a tu ra l 

R esou rce s to  m o d ify  ne t p r o f i t share term s o f o i l and gas leases in the ro y a lty  m o d if ic a t io n  

le g is la t io n  th a t the a dm in is tra t io n requested las t sess ion (H B  20 7 ). M r . P a tr ic k C o u g h lin , 

p e tro le um  in v e s tm e n t m anage r fo r the d iv is io n  o f o i l and gas, te s t if ie d  th a t BP E x p lo ra t io n  

(A la s k a ) In c . reques ted in c o rp o ra tio n o f the ne t p r o f i t p ro v is io n s som e tim e in la te Janua ry o r 

e a r ly  M a rc h  (1 9 9 5 ) d u r in g  the d ra ft in g  o f the o r ig in a l v e rs io n  o f H B  207 .

(2 ) T e s tim o n y be fo re the com m itte e b y bo th BP E xp lo ra t io n  (A la s ka ) In c . and 

the D e p a rtm e n t o f N a tu ra l Resources re fle c ts tha t the pa rtie s de c ide d , how e ve r, no t to pu rsue 

a u th o r i ty  to  am end the te rm s o f ne t p ro f i t share leases in  th a t le g is la t io n . A c c o rd in g  to 

C om m is s io n e r S h iv e ly , " . . .  I fe lt, and u lt im a te ly  I th in k  B P  fe lt , th a t ad d in g ano the r issue 

to the m ix  was p ro b a b ly  no t app rop ria te ."

(3 ) C om m is s io n e r S h iv e ly te s t if ie d  th a t, a fte r h a v in g  dec id e d no t to pu rsue 

in c o rp o ra t io n  o f the ne t p ro f i t share am endm en t p ro v is io n s w ith in  the fra m ew o rk  o f H B  207 , 

"he c om m it te d  to B P at the tim e to discuss N o rth s ta r, b u t un de r the cond it io n s tha t I be lie ved , 

a t the tim e , th a t I p ro b a b ly d id  no t have the lega l a u th o r i ty  to m ake a dea l w ith  th em  on 

N o r th s ta r . A n d  so th e re fo re , tha t the in d iv id u a l dea l i t s e l f w o u ld  have to com e to the 

le g is la tu re . T h a t was a lw a ys pa rt o f the d is cu s s io n s ."

(4 ) Based upon te s tim ony by bo th C om m is s io n e r S h iv e ly  and BP E x p lo ra t io n  

(A la s k a ) In c . ’ s M r . M o rg a n , it is c le a r tha t even had H B  20 7 been am ended to in c lude e x p lic i t 

a u th o r i ty  fo r the c om m is s io n e r to reduce the s ta te ’ s ne t p r o f i t share unde r the same 

c irc um s ta n ce s as the com m is s io n e r was u lt im a te ly  a u th o r iz e d  to reduce the s ta te ’ s ro y a lty  

sha re u n d e r the te rm s o f H B  207, to encou rage p ro d u c t io n  th a t o th e rw is e w o u ld  n o t be 

e c o n o m ic a l ly  fe a s ib le , the com m is s io n e r c o u ld  n o t ha ve done so in th is ins tance because



I

p ro d u c t io n  fro m  the N o rth s ta r U n it is fo recas t to be e co n om ic w ith o u t am endm en ts to the ne t 

p r o f i t share p ro v is io n s .

A R T IC L E  5. T H E  E C O N O M IC S  O F D E V E L O P IN G  T H E  

N O R T H S T A R  LE A S E S  U N D E R  T H E IR  

E X IS T IN G  T E R M S .

(1 ) T h e d ire c to r o f the d iv is io n  o f o il and gas, K e n B o y d , has te s t if ie d  th a t 

" B P X A  c u r re n t ly  estim ates tha t 76 .8%  o f the reco ve rab le rese rves u n d e r lie  the sta te leases in 

th e N o r th s ta r U n it (N S U ) . The D iv is io n ’ s Resource E v a lu a t io n  G ro u p  has re v ie w e d th is 

e s tim a te and o th e r ( 'n f id e n t ia l es tim a tes , and be lie ves the 75 to 8 0%  is a reasonab le range . 

T h is  range c o u ld  be s lig h t ly  h ig h e r i f  B P X A  deve lops the k n ow n rese rves to the N o r th w e s t."

(2 ) B o th the D epa rtm en t o f N a tu ra l R esou rces and B P  E x p lo ra t io n  (A la s k a ) 

In c ., h a ve te s t if ie d  tha t B P E xp lo ra tio n (A la s ka ) In c . ’ s d e v e lo pm e n t o f the N o rth s ta r U n i t 

leases u n d e r the o r ig in a l lease te rm s w o u ld  be e co n om ic . A c c o rd in g  to BP E x p lo ra t io n  

(A la s k a ) In c . ’ s P res iden t. M r . M o rg a n , " fW ]e  have n e ve r a rg u e d th a t the d e ve lo pm e n t o f 

N o r th s ta r c o u ld  no t be p ro f ita b le  unde r the term s in c lu d in g  the ne t p r o f i t a rrangem en ts . In  

p r o f i ta b i l i t y  in  te rm s o f re tu rn on cap ita l, th is w o u ld  be po ss ib le . T h is  is no t a m a rg in a l o i l 

f ie ld . "

(3 ) T he D epa rtm en t o f N a tu ra l R esou rce s ’ in d e p e n d e n t ana lys is o f the 

N o r th s ta r U n it econom ics com es to a s im ila r con c lu s io n . C om m is s io n e r S h iv e ly has te s t if ie d  

" [ t jo d a y  bo th w e , and I th in k  B r it is h  P e tro leum , es tim a te tha t a ro u n d  135 m m  b a n e ls  o f o i l 

c o u ld  be re co ve re d from  th is fie ld . I t is no t a m a rg in a l f ie ld ; it is n o t the k in d  o f f ie ld  w e 

ta lk e d a b o u t las t yea r w ith  H B  207 . It is a fie ld  fu l ly  capab le o f c a r r y in g  its ow n un d e r the 

a p p ro p r ia te  e c o n om ic c o n d it io n s ."

(4 ) B P E xp lo ra t io n  (A la s ka ) In c . ’ s P re s id en t, M r . M o rg a n , has te s t if ie d  " . . . 

th a t w ith  the ne t p ro f i t a rrangem en t in p lace , a t the le v e l th a t i t e x is ts , BP w o u ld  n o t be 

p repa red to go ahead w ith  the deve lopm en t o f a N o rth s ta r p ro je c t, e ven though , i f  y o u  run the 

e co n om ic s , y o u can show tha t the re turn on inves tm en t fo r the p ro je c t is a sound so r t o f re tu rn 

on in v e s tm e n t."

(5 ) Based upon B P E xp lo ra tio n (A la s k a ) In c . ’ s o w n  ana lys is , d e ve lo pm en t o f 

the N o r th s ta r p ro je c t "w o u ld  have an es tim a ted BP N e t R e ve n u e o f a p p ro x im a te ly  $485 

m i l l io n  and a fu l l p ro je c t Rate o f R e tu rn (R O R ) o f a ro u n d 2 1% ."
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(6 ) B P  E xp lo ra tio n (A la s ka ) In c . has te s t if ie d  tha t its ra te o f re tu rn fo r a 

"h y p o th e t ic a l in c rem e n ta l in ve s tm en t" la te r in f ie ld  l ife  (2 0 0 7 ) w o u ld  be 21 p e rce n t w ith o u t 

th e ne t p r o f i t share lease te rm s versus 10 pe rcen t w ith  the ne t p r o f i t share lease term s.

(7 ) In  its Sep tem ber 1995 report to the G o v e rn o r ’ s O il and Gas P o lic y C oun c il 

e n t it le d  "R e v ie w  o f In te rn a tio n a l C om pe titiveness o f A la s k a ’ s F is ca l S ys tem " (L it t le  R epo rt) , 

th e A r th u r D . L i t t le  C o . con c lu d ed " [O i l ] com pan ies g e n e ra lly  lo o k  fo r a ra te o f re tu rn o f 

abou t 15% . . . P ro jec ts w ith  low e r re turns usua lly do no t genera te enough p ro fits to encourage 

c om p a n ie s to c o m m it tim e and resources to th e ir d e ve lo pm e n t."

(8 ) C om m is s io n e r S h iv e ly te s tif ie d " I d o n o t be lie ve th a t no o i l com pa n y in 

th e w o r ld  c o u ld  d e ve lo p th is f ie ld  unde r the cu rre n t p ro v is io n s . W h e n w e d id  the econ om ic 

a n a ly s is , w e be lie v e the ra te o f re tu rn is s u ff ic ie n t fo r som eb o d y to w a n t to do it . O n the 

o th e r hand , B P  has to ld  us tha t they w o u ld  no t do it, and th e re fo re , I  ca n n o t m ake a f in d in g  

th a t u n d e r the c u r e n t s itu a tio n the deve lo pm en t o f the f ie ld  is n o t e c o n om ic a lly  fea s ib le . I t , 

in  m y m in d , is e c o n om ic a lly  fea s ib le unde r bo th co n s id e ra tio n s . B o th  o f the con s id e ra tio n s 

o f the ne t p ro f i ts  and us in g the supp lem en ta l ro y a lty . B P  has sa id fo r them  it is n o t 

d e v e lo p a b le  u n d e r the ne t p r o f i t c o n d it io n s ."

(9 ) Based upon BP E xp lo ra tio n (A la s k a ) In c . ’ s es tim a te s o f the re co ve rab le 

rese rves and p ro je c t de ve lo pm en t costs, the N o rth s ta r U n i t has a pe r ba rre l de ve lo pm en t cos t 

o f $2 .9 0 . F o r com pa rison , o th e r N o rth S lope p ro jec ts w h ic h  B P  E x p lo ra t io n  (A la s ka ) Inc . has 

s a n c tio n e d (a p p ro ve d and com m itte d the fu n d in g  to d e ve lo p ) , the ye a r in w h ic h  the 

d e ve lo pm e n ts w e re sanc tio n ed and B P E x p lo ra t io n  (A la s k a ) In c . ’ s e s tim a te d pe r ba rre l cos t 

o f d e v e lo p in g  each are: K u p a ru k (1982 ) - $6 .65 per b a rre l; E n d ic o tt (1 9 8 5 ) - $5 .40 pe r ba rre l; 

P rudh oe B a y U n it : G H X -2  (1992 ) - $4 .45 pe r ba rre l; P t. M c In ty re  (1 9 9 2 ) - $2 .30 pe r ba rre l; 

and N ia k u k  (1 9 9 2 ) - $2 .5 0 pe r ba rre l.

(1 0 ) BP E xp lo ra tio n (A la s ka ) In c . es tim a tes the pe r ba rre l d e ve lo pm en t costs 

fo r bo th the M iln e  P o in t U n it - Sch rade r B lu f f d e ve lo pm en t and the N o r th s ta r p ro je c t, n e ith e r 

o f w h ic h  have ye t been sanc tioned by BP E xp lo ra tio n (A la s k a ) Inc . m anagem en t, to be $1 .80 

pe r b a rre l, and 52 .9 0 pe r ba rre l, re spec tive ly .

A R T IC L E  6. R E V E N U E  T R A D E -O F F S  F R O M  

T H E  L E A S IN G  O F T H E  N O R T H S T A R  L E A S E S  

W IT H  T H E  N E T  P R O F IT  S H A R E  A S  T H E
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C O M P E T IT IV E  B ID  V A R IA B L E .

(1 ) T h e de c is io n by the c om m is s io n e r o f na tu ra l resou rces to o f fe r the 

N o r th s ta r U n i t leases w ith  the net p ro f it share as the c om p e tit iv e  b id va ria b le in 1979 resu lted 

in a t r a d e -o f f o f la rg e r im m e d ia te  bonus paym en ts fo r the spe cu la tiv e p o te n tia l to re ce ive a 

share o f the lessees ’ ne t p ro f i ts  fro m  the d e ve lo pm e n t o f any f ie ld  subsequen tly d isco ve red . 

S in ce o i l an d gas e x p lo ra t io n  is in h e re n tly r is k y , w ith  c om m e rc ia l d is co ve r ie s o c c u r r in g  fa r 

less fre q u e n t ly  than d ry ho ie s , the com m is s io n e r 's b id  s tra te g y en ta ile d r is k sha r in g w ith  the 

lessees. C om p a re d to o th e r b id d in g term s a va ila b le to the com m is s io n e r, the se le c tio n o f ne t 

p r o f i t sha re te rm s a llo w e d  success fu l b id d e rs to ob ta in th e leases fo r less cash than w o u ld  

o th e rw is e  h a ve been re q u ire d .

(2 ) In te rp o la t in g  revenue re ce ive d fo r the fed e ra l leases w ith in  the N o rth s ta r 

U n it , w h ic h  w e re leased w i th  a 16 2/3 pe rcen t s lid in g  sca le ro y a lty  and the bonus as the b id  

v a r ia b le  a n d m a k in g  m a n y specu la tive assum p tio n s , the D e p a rtm e n t o f N a tu ra l Resources 

es tim a tes the s ta te ’ s N o r th s ta r U n it leases co u ld  have b ro u g h t $268 ,406 ,052 , as opposed to the 

$ 1 5 ,4 6 9 ,0 0 0  a c tu a lly  re ce iv e d , had the leases been o ffe re d  w ith  a 12 1/2 pe rcen t ro y a lty , no 

n e t-p ro f i t share and w ith  th e bonus as the b id  va ria b le .

(3 ) A s s u m in g  the D epa rtm en t o f N a tu ra l R esou rce s ’ e s tim a te o f bonuses is 

c o rre c t and based upon th e annua l rea lized ra te o f re tu rn s re po rte d by the A la s k a  Pe rm anen t 

F u n d C o rp o ra t io n  in its 1995 repo rt, the ba lance o f the 5 0  pe rcen t o f the $ 2 6 8 ,4 0 6 ,0 5 2 tha t 

w o u ld  ha ve been de p o s ite d to the pe rm anen t fu n d  w o u ld  have been $7 04 ,5 8 8 ,4 9 4 a t yea r-end

1995.

(4 ) T h e D e p a rtm e n t o f N a tu ra l R esou rces has p ro v id e d  es tim a te s o f the 

e x p e c te d  m ean va lu e to a b id d e r o f the N o r th s ta r U n i t leases. I f  the N o rth s ta r U n i t leases 

w e re re tu rn e d  at one t im e  to the state fo r re o f fe r in g  in a c om p e t it iv e  sa le w ith  bonus as the 

b id  v a r ia b le , w ith  ro y a lty  se t a t 12 1/2 pe rcen t o r 20 pe rcen t, w ith  no ne t p ro f i t share and w ith  

e s tim a te d re co ve ra b le re se rves , cap ita l and o p e ra tin g cos ts as es tim a te d in its e co n om ic 

m o d e lin g  o f the a g re em e n t w ith  BP E x p lo ra t io n  (A la s k a ) In c ., the es tim a ted expe c te d mean 

va lu e , in th e v ie w  o f the D epa rtm en t o f N a tu ra l Resources, w o u ld  rep resen t the m os t a b id d e r 

w o u ld  b id . T h e D e p a r tm e n t o f N a tu ra l Resources fu r th e r q u a lif ie s its es tim a tes by n o tin g tha t 

the b id d e r w o u ld  have h a d to m ake the same econ om ic assum p tio n s abou t the N o r th s ta r U n it 

leases as w e re used b y B P  E xp lo ra tio n (A la s k a ) In c . F u rth e r , tire d iv is io n  o f o i l and gas has



te s t if ie d  th a t " i f  a sa le o f the N o rth s ta r U n it leases w e re cond uc ted in the fu tu re , the d iv is io n  

w o u ld  e xp e c t bonus b id s to range fro m  a nom in a l am oun t to som e th in g less than 

$ 2 2 5 ,0 0 0 ,0 0 0 , d e pend in g up on the ro y a lty  ra te and the d is c o u n t ra te ." F o r a 12 1/2 pe rcen t 

ro y a lty  and a t d is c o u n t rates o f 10 pe rcen t and 15 pe rcen t, the D epa rtm en t o f N a tu ra l 

R esou rces e s tim a te s th a t the expec ted mean va lue to a b id d e r w o u ld  be S 225 ,000 ,000 and

5 1 3 0 ,0 0 0 ,0 0 0 , re sp e c tiv e ly . F o r a 20 pe rcen t ro y a lty  and a t d is co u n t rates o f 10 pe rce n t and 

15 pe rcen t, the D e p a rtm e n t o f N a tu ra l Resources estim a tes the mean va lue o f a n tic ip a te d 

bonuses w o u ld  be $ 1 8 2 ,0 0 0 ,0 0 0 and 598 ,0 0 0 ,0 0 0 , re sp e c tiv e ly .

A R T IC L E  7 . BP E X P L O R A T IO N  (A L A S K A ) IN C . ’ S 

R E F U S A L  TO  D E V E L O P  T H E  N O R T H S T A R  

U N IT  LE A S E S  U N LE S S  T H E  N E T  P R O F IT  

S H A R E  P R O V IS IO N S  A R E  A M E N D E D .

(1 ) N o tw ith s ta n d in g  the a c kn ow le d g e d fo re ca s ted p ro f i ta b i l i ty  o f d e v e lo p in g  

the N o r th s ta r f ie ld  unde r its e x is t in g lease term s, B P E xp lo ra tio n (A la s ka ) In c . ’ s P res iden t, M r . 

M o rg a n , has te s t if ie d  th a t BP E x p lo ra t io n  (A la s k a ) In c . w i l l no t de ve lo p the N o rth s ta r U n it 

leases un le ss the S ta te o f A la s k a  agrees to e lim in a te  the ne t p r o f i t share p ro v is io n s o f the 

leases.

(2 ) T h e re is no preceden t, n o r is the re e x p l ic i t le g is la t iv e  a u th o r ity  fo r the 

c om m is s io n e r o f na tu ra l resou rces to re tro a c t iv e ly  change the c om p e t it iv e ly  b id  v a r ia b le  o f 

a sta te o il an d gas lease.

(3 ) T h e D e p a rtm e n t o f N a tu ra l Resources has te s t if ie d  tha t B P  E x p lo ra t io n  

(A la s k a ) In c . d id  n o t in fo rm  the state o f its u nw illin g n e s s to de ve lo p the N o rth s ta r U n it leases 

w ith o u t am e n dm en t o f the ne t p ro f i t share te rm s u n t il som e tim e a fte r the de p a rtm e n t had 

ap p ro ve d the c u r re n t P lan o f D e ve lo pm e n t and the th re e -ye a r e x ten s io n o f the u n it te rm .

(4 ) T h e D epa rtm en t o f N a tu ra l Resources has te s tif ie d  tha t there is an im p lie d  

c o v e n a n t fo r lessees o f A la s k a 's  o il and gas leases to d i l ig e n t ly  e xp lo re and de ve lo p th e ir 

leases. T h e D e p a rtm e n t o f N a tu ra l Resources a lso has te s t if ie d , how e ve r, tha t s in ce the 

d e pa rtm e n t has a p p ro ve d a th ree -ye a r P lan o f D e ve lo pm e n t fo r the N o rth s ta r U n it leases tha t 

does no t e x p l ic i t ly  re qu ire de ve lo pm en t o f the fie ld , it be lieves tha t so lo n g as BP E xp lo ra tio n 

(A la s k a ) In c . m ee ts the re qu irem en ts o f tha t p lan , i t w o u ld  be seen as fu l f i l l in g  its o b lig a t io n  

to d e ve lo p , and ca n n o t be fo rc e d to p roceed w ith  p ro d u c tio n  d u r in g  the te rm  o f the c u rre n t



p la n  w h ic h  does no t e x p ire  u n t i l A p r i l 30 , 1998.

(5 ) T h e D epa rtm en t o f N a tu ra l R esou rces has te s t if ie d  th a t 3 P  E x p lo ra t io n  

(A la s k a ) In c . ’ s re fu sa l to de ve lo p the N o rth s ta r U n i t leases rep resen ts the f irs t occas ion in 

w h ic h  a sta te o i l and gas lessee has co n firm e d tha t i t c o u ld  de ve lo p an o il f ie ld  e c o n om ic a lly , 

b u t tha t i t is u n w il l in g  to do so unless the state renego tia tes the c om p e tit iv e ly  b id te rm s o f the 

leases.

(6 ) T h e D epa rtm en t o f N a tu ra l Resources has te s t if ie d  tha t i f  the de pa rtm e n t 

had no t ap p ro ve d a fu r th e r th ree -ye a r ex tens ion fo r the N o rth s ta r U n i t in June 1995, the tw o 

leases w ith in  the u n it tha t d id  no t have w e lls upon them  c e r t if ie d  to be capab le o f p ro d u c tio n 

in p a y in g  quan tit ie s w o u ld  have reve rted to the state, be com in g ava ila b le fo r re leas ing . U nd e r 

th e lease p ro v is io n s and the re gu la tio n s , the depa rtm en t c o u ld  then have g iv e n n o tic e to B P  

E x p lo ra t io n  (A la s k a ) In c . to beg in p ro d u c tio n fro m  the th ree leases tha t d id  have w e lls  

c e r t i f ie d  as capab le o f p ro d u c tio n in pa y in g quan titie s w ith in  a reasonab le tim e to do so, tha t 

c o u ld  n o t have been less than s ix m on ths . The depa rtm e n t has in d ic a te d tha t it has ne ve r 

p re v io u s ly  g iv e n such a no tice to any lessee and there co u ld  be lit ig a t io n  o ve r w ha t cons titu te s 

"rea sonab le t im e " on the N o r th  S lope to pu t a w e ll in to  p ro d u c t io n . F u rth e rm o re , the leases 

p ro v id e  tha t the leases w ith  c e r t if ie d  w e lls canno t be te rm in a te d w ith o u t "an ap p ro p ria te 

ju d ic ia l p ro c e e d in g ."

(7 ) A s to w h y the D epa rtm en t o f N a tu ra l R esou rces d id  no t in s is t on a f i rm  

c om m itm e n t fro m  BP E x p lo ra t io n  (A la s ka ) Inc . las t ye a r tha t i t w o u ld  de ve lo p the N o rth s ta r 

U n i t leases b e fo re the depa rtm en t agreed to ex te n d the N o r th s ta r U n i t fo r th ree years, 

C om m is s io n e r S h iv le y  has te s tif ie d  ". . . [ I ] f  we had a ll the in fo rm a t io n  in the s p r in g  o f las t 

y e a r th a t w e had to d a y , w e m ig h t have made an o th e r d e c is io n ; w e d id  no t have tha t 

in fo rm a t io n . "

(8 ) T h e  D epa rtm en t o f N a tu ra l R esou rce s ’ a p p ro v a l o f the second P lan o f 

D e v e lo pm e n t, and the re s u lt in g  th ree -yea r ex ten s io n , e f fe c t iv e ly  e lim in a te d  any sh o r t- te rm  

le ve ra ge the de p a rtm e n t m ig h t have had o th e rw ise to exped ite B P  E xp lo ra t io n  (A la s k a ) In c . ’ s 

d e v e lo pm e n t o f the N o rth s ta r U n it leases w ith o u t am endm en t o f the leases. The D epa rtm en t 

o f N a tu ra l R esources be lie ves its app rova l was in keep in g w ith  the depa rtm en t's ap p ro va l o f 

o th e r P lans o f D e v e lo pm e n t in  the recen t past.

(9 ) B o th  the D epa rtm en t o f N a tu ra l Resou rces and the D ep a rtm e n t o f L aw



have te s tif ie d  tha t the D epa rtm en t o f N a tu ra l Resources d id  no t c o n s u lt w ith  the D ep a rtm e n t 

o f L a w  re g a rd in g w h e th e r the state m ig h t have any lega l basis fo r m o v in g  e a r l ie r than 1998 

to fo rce p ro d u c tio n unde r the lease te rm s. T he Depa rtm en t o f N a tu ra l R esou rces has in d ic a te d 

th a t i t saw no th in g un ique abou t th is case tha t w o u ld have ju s t i f ie d  c o n s u lt in g  the. D epa rtm en t 

o f L a w .

A R T IC L E  8. T H E  D E P A R T M E N T  OF N A T U R A L  R E S O U R C E S ’ A N D  

B P  E X P L O R A T IO N  (A L A S K A ) IN C . ’ S N E G O T IA T IO N S  T O  A M E N D  

T H E  N O R T H S T A R  U N IT  LE A S E S .

(1 ) Based upon B P E x p lo ra t io n  (A la ska ) In c . ’ s re p resen ta tio n tha t it w o u ld  no t 

d e v e lo p  the N o rth s ta r U n i t leases un d e r th e ir e x is t in g te rm s , the D e p a r tm e n t o f N a tu ra l 

R esou rces en te red in to  c o n f id e n t ia l n e go tia tio n s w ith  BP E x p lo ra t io n  (A la s k a ) In c . in  the fa l l 

o f 1995 to am end the s ta te ’ s o i l and gas lease term s.

(2 ) A s its p r in c ip a l reason fo r p roceed in g w ith  the n e g o tia t io n s to am end the 

leases, the D ep a rtm e n t o f N a tu ra l Resou rces c ite d its des ire to assure th a t p ro d u c t io n  beg in s 

e a r l ie r than i t o th e rw is e  w o u ld  un de r the tim e lin e  es tim a ted by the D e p a r tm e n t o f R evenue . 

T h e D ep a rtm e n t o f N a tu ra l Resources m a in ta in s tha t, i f  the le g is la tu re does n o t pass SB 318 , 

the de p a rtm e n t c o u ld  n o t fo rce B P E x p lo ra t io n  (A la s ka ) In c . to d e ve lo p th e f ie ld  u n t i l a fte r 

the e x p ira t io n  o f the c u rre n t P lan o f D e ve lo pm e n t.

(3 ) D epa rtm en t o f N a tu ra l Resources ’ C om m is s io n e r S h iv e ly  has te s tif ie d tha t, 

" [ t jh e  ne go tia tio n s w e re lo n g - lo n g e r than I had hoped. I had hoped to  ha ve th is ag reem en t 

to the le g is la tu re  e a r lie r ; th e y w e re at tim es ve ry d i f f ic u l t , b u t I b e lie v e  tha t w e have 

n e g o tia te d a dea l th a t is in the best in te re s ts o f the s ta te ."

(4 ) B P  E x p lo ra t io n  (A la s k a ) In c . ’ s P res iden t, M r . M o rg a n , has te s tif ie d  t h a t ".

, . I ca n ’ t stress e n ough , tha t f ro m  B P ’ s pe rspec tive , th is w as a lo n g  and v e ry fo rm a l 

n e g o tia t in g  process, tha t I d o n ’ t see the agreem en t con ta in ed in th is b i l l as in  any w a y be in g 

an in c e n tiv e  to B P ; I see i t as a ve ry ba lanced ag reem en t c om in g  o u t o f th a t n e g o tia t io n ."

(5 ) U n d e r the te rm s o f the ag reem en t ne go tia te d by B P E x p lo ra t io n  (A la s k a ) 

In c . and the D ep a rtm e n t o f N a tu ra l Resources, the state agrees to w a iv e  its ne t p ro f i t in te re s t 

in the leases, and in re tu rn is to re ce iv e an increased ro y a lty  ra te on on e o f  the f iv e  leases, 

fro m  12 1/2 pe rcen t to 20 percen t, as w e ll as the po ten tia l to re ce ive a "su p p lem en ta l ro y a lty " 

on a ll o f the leases, depend in g upon w h e th e r o il p rices rise s u f f ic ie n t ly  in the fu tu re be yo n d



a s p e c if ie d  th re s h o ld  (tr ig g e r) p rice . In  a d d it io n , BP E x p lo ra t io n  (A la s k a ) In c . has made 

ce r ta in  n o n b in d in g  com m itm en ts to increases in state em p lo ym e n t, c o n d it io n a l c om m itm e n ts 

to co n s tru c t c e rta in unde fined m odu le s , and fa c il it ie s  necessary to d e ve lo p the N o r th s ta r U n i t 

w i th in  A la s k a  and has agreed to re lin q u is h  the N o rth s ta r U n it leases i f  B P  E x p lo ra t io n  

(A la s k a ) In c . ’ s m anagem en t does no t san c tio n the p ro je c t w ith in  one ye a r a f te r the e ffe c t iv e  

da te o f le g is la t io n  ra t ify in g  am endm en t o f the leases.

A R T IC L E  9. L E G A L  A N A L Y S IS  B Y  T H E  D E P A R T M E N T  O F  L A W .

(1 ) A s to w he th e r the com m is s io n e r has the a u th o r ity  to am end the s ta te ’ s ne t 

p r o f i t share lease te rm s in a s itu a tio n w he re those te rm s w e re the c om p e t it iv e  b id  v a r ia b le  in 

a sa le , the A tto rn e y  G ene ra l has te s t if ie d  tha t "C le a r ly  w h a t w e are fa ced here is w ith  a 

d im in u t io n  o f revenues tha t w o u ld  com e to the state . . . and th a t w o u ld  re q u ire  the 

c om m is s io n e r in  o rd e r to m ake the changes to m ake a f in d in g  th a t th is p ro je c t o th e rw is e 

w o u ld  n o t be e c o n om ic a lly  fea s ib le . A n d  tha t w as a co n c lu s io n w h ic h  the c om m is s io n e r 

w o u ld  n o t and c o u ld  no t make. A n d once aga in , w he th e r 180 (A S  3 8 .0 5 .1 8 0 ) w o u ld  a p p ly , 

in  th is in s ta n ce i t c o u ld no t ap p ly . A n d  aga in , o u r reason ing suppo rts the need to  p u t th is 

m a tte r be fo re th e le g is la tu re ."

(2 ) A s to w he the r le g is la tiv e ra tif ic a tio n  o f a nego tia ted ag reem en t be tw een the 

c om m is s io n e r o f the D epa rtm en t o f N a tu ra l Resources and BP E x p lo ra t io n  (A la s k a ) In c . to 

m o d ify  the te rm s o f the N o rth s ta r U n i t leases w o u ld  v io la te  the C o n s t itu t io n  o f the S ta te o f 

A la s k a ’ s p ro h ib it io n  aga inst lo ca l o r spec ia l le g is la tio n , the D ep a rtm e n t o f L a w  rep re sen ta tive 

has te s tif ie d  tha t " [ I ] t  w i l l be the de p a rtm e n t’ s re s p o n s ib il ity  to c a re fu l ly  a r t ic u la te  the s ta te ’ s 

in te re s t d u r in g  le g is la t iv e  hearings on the b i l l p ro p o s in g the ne t p r o f i t share re d u c t io n . T h is  

m u s t be done w ith  the goa l in  m in d  o f e s ta b lis h in g a de ta ile d le g is la t iv e  h is to ry  s u p p o r t in g  

th e in te res ts o f the state. T h e le g is la t iv e  h is to ry  w i l l be im p o r ta n t because the u lt im a te  

de c is io n ‘w h e th e r a genera l ac t can be made ap p lic a b le ' rests w ith  the A la s k a Sup rem e C o u r t."

(3 ) The D epa rtm en t o f L a w  rep resen ta tive has te s t if ie d  th a t " [ i ] f  the re is 

va lu a b le co n s id e ra tio n re ce ived by bo th the state and the leaseho lde r, the b e n e f it to the sta te 

m a y be ch a ra c te r iz e d as d ire c t."

(4 ) T he D epa rtm en t o f L a w  rep resen ta tive has also te s tif ie d th a t "[b ]e cause the 

S ta te leased the o i l righ ts at the N o rth s ta r fie ld  pursuan t to the con s titu tio n a l m anda te to ob ta in 

the m a x im um  p u b lic  b e n e fit, an e f fo r t to expe d ite p ro d u c tio n v i ta l ly  a ffe c ts the p u b lic



(5 ) T h e D e p a rtm e n t o f L a w  has a lso te s t if ie d  " [w ]e  be lie ve tha t a c om p e ll in g

case can be m ade tha t the re is adequa te c o n s id e ra tio n  to su p p o rt a fin d in g  o f a d ire c t and

su b s ta n tia l p u b lic  b e n e fit f lo w in g  fro m  the re d u c t io n  o f the ne t p ro f i t sha re ."

(6 ) A s to w he th e r the p rom ise s o f lo ca l m anu fac tu re and assem b ly o f fa c il it ie s  

m u s t be b in d in g  te rm s o f the N o rth s ta r A g re em e n t in o rd e r to m ee t the "s ta te w id e 

s ig n if ic a n c e " test, the D ep a rtm e n t o f L a w  re p re se n ta tiv e has te s tif ie d " [ t ]h a t the re needs to be 

a re co rd m ade he re in the le g is la tu re o f the S ta te in te re s ts th a t are b e h in d th is ve i7  n a r ro w ly  

fo cu se d p ie ce o f le g is la t io n . A s fa r as the p rom ise s to be b in d in g  I  th in k  it is en o u g h th a t 

th e re ’ s som e g o o d and soun d reason fo r th is k in d  o f le g is la t io n ."

(7 ) T h e D e p a rtm e n t o f L a w  re p re se n ta tiv e has te s t if ie d  th a t " [w ]h e th e r the

ag re em en t bears f r u i t I  d o n ’ t th in k  is as im p o r ta n t as the fa c t tha t you are d o in g  i t in  good 

fa ith  b e lie f tha t i t w i l l happen . I d o n ’ t k n o w  i f  I  can te ll y o u  tha t i t has to be b in d in g . T h a t ’ s 

n o t a c o n s id e ra t io n  o f o u r o p in io n . I t ’ s m e re ly  a fa c t th a t the re m us t be som e sound 

reasonab le basis fo r m a k in g  th is le g is la t io n  as n a rro w  as i t is ."

(8 ) T h e D e p a rtm e n t o f L a w  re p re se n ta tiv e has te s t if ie d  " [w ]e  th in k  th is 

tra n sa c tio n has s ta te -w id e s ig n if ic a n c e because o f th e am ou n t o f revenue th a t ’ s in v o lv e d , the 

fa c t the m a jo r p o p u la t io n  ce n te r o f the ra ilb e lt area w o u ld  be the b e n e fic ia ry o f som e o f the 

e c o n om ic a c t iv i ty  conn e c te d w ith  the d e v e lo pm e n t o f the N o r th s ta r U n it , th a t fa c t tha t 

p e tro le um  revenues fo rm  such a la rge pe rcen tage o f the to ta l revenues to the S ta te . I t m akes 

th is a v e ry g o o d case fo r b e in g a m a tte r o f s ta te -w id e  s ig n if ic a n c e ."

(9 ) A s to w he th e r the expe nd itu re s (lo ss o f state revenues) unde r the N o rth s ta r 

A g re em e n t m ee t th e "p u b lic  pu rpo se s " test u n d e r a rt. IX , sec. 6, o f the A la s k a  C o n s t itu t io n , 

the D ep a rtm e n t o f L a w  rep resen ta tive has te s tif ie d  " [ i ] t ’ s been o u r o p in io n in the past th a t the 

cou rts w i l l g e n e ra lly f in d  a p u b lic  pu rpose i f  the le g is la tu re decla res it to be a p u b lic  purpose . 

T h a t ’ s been the re a son in g o f the cou rts . F rom  o u r s ide , a n a ly z in g  i t even fu r th e r than tha t, 

because w e d o n ’ t l ik e  to s top the re som e tim es b e in g the e x e c u tiv e  b ranch . W e a lso ana lyze 

i t as th is m u tu a lly  o f con s id e ra tio n tha t the re has to be som e equa l exchange in o rd e r fo r there 

to be a p u b lic  pu rp o se ."

(1 0 ) A s to the con s id e ra tio n w h ic h  the sta te m us t rece ive un de r the N o rth s ta r 

A g re em e n t, the D e p a rtm e n t o f L a w  rep re sen ta tive has te s t if ie d  " [ t jh e re  has to be, in o rd e r to

interest."
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sa tis fy the p u b lic  pu rpose d o c tr in e , a d ire c t p u b lic  b e n e fit and no t an in d ire c t pu b lic b e n e f i t - 

w hen y o u ’ re g iv in g  up p u b lic  revenues o r fo re g o in g som e deb t th a t’ s ow ed you by some th ird  

pa rty . T he re has to be a d ire c t p u b lic  b e n e fit and no t an in d ire c t bene fit. The d ire c t b e n e fit 

ca n n o t o n ly  f lo w  to the o th e r in te re s t and the re appears to be d ire c t p u b lic  bene fit here in 

-c o n n e c t io n  w ith  the w ay th is ag reem en t is s tru c tu re d ."

(1 1 ) A s to w he th e r the con s id e ra tio n w h ic h  the State expects to rece ive unde r 

the N o rth s ta r A g re em en t a c tu a lly m ust be rece ived , the D epa rtm en t o f L aw  representa tive has 

te s t i f ie d  " [n ]o , I  d o n ’ t th in k  so, no t u n d e r the p u b lic  pu rpo se do c tr in e . T h e p u b lic  pu rpose 

d o c tr in e  is the one lega l issue tha t w o rr ie s m e the least. I th in k  th is transac tion eas ily passes 

the p u b lic  pu rp o se d o c tr in e  test. T h e cou rts have been ve ry de fe ren tia l to le g is la t iv e 

de te rm in a tio n s o f w ha t is in the best in te res ts o f i:he S ta te to expend its m oney on o r to fo re g o 

its revenues on o r to re ce iv e a d d it io n a l revenues on . T h e cou rts have been very de fe re n tia l 

in  th a t re ga rd and I  d o n ’ t see th a t as b e in g a m a jo r fa c to r in flu e n c in g  the v a lid ity  o f th is 

p a r t ic u la r tra n s a c tio n ."

(1 2 ) A s to w h e th e r an a g g rie v e d b id d e r m ay have s tand in g to cha lle nge the 

D epa rtm en t o f N a tu ra l Resou rces ’ nego tia ted am endm en ts to the com pe tit iv e ly b id lease term s, 

the D e p a rtm e n t o f L a w  re p re se n ta tiv e has te s t if ie d  "W e  no te tha t the issue is present, tha t 

som eone can ra ise th is as a means o f a tta c k in g  the v a l id i t y  o f the lease am endm en ts. W h a t 

w e con c lu d e is th a t i f  the le g is la tu re w e re to enac t s p e c if ic  a u th o riz a tio n , bo th ra t ify in g  and 

a p p ro v in g the co n tra c t, and a u th o r iz in g the depa rtm en t to unde rtake the lease change, tha t, we 

th in k , w o u ld  o ve rc om e the c om p e tit iv e  b id d in g  a rg um en t."

(1 3 ) T he D ep a rtm e n t o f L a w  re p re se n ta tiv e has te s tifie d th a t " [o jth e r pe rsons 

w h o com pe te d fo r the leases m ay c la im  th a t s in ce the ne t p r o f i t share was the so le va ria b le 

in the lease sa le , i t is such a m a te ria l te rm  tha t a change canno t be made w ith o u t v io la t in g  the 

c om p e tit iv e  b id d in g  sta tu te . U n ce r ta in ty co n ce rn in g the sta te ’s prospects fo r p re va ilin g on any 

l i t ig a t io n  on th is issue g iv e s an a d d it io n a l basis fo r o u r ad v ice tha t the depa rtm en t seek 

in de pend en t s ta tu to ry a u th o r ity  fo r the N o r th s ta r tra n s a c tio n ."

(1 4 ) A s to w he th e r the le g is la tu re ’ s passage o f SB 318 w i l l e ffe c tiv e ly sh ie ld 

the D e p a rtm e n t o f N a tu ra l R esou rce s ’ ne g o tia te d am endm en ts to the N o rth s ta r U n it leases 

fro m  lega l c h a lle n g e , the a tto rn e y gene ra l has te s t if ie d  " I guess m y own ju d gm e n t on th is . . . 

w e c a n ’ t g iv e  y o u  the c e r ta in ty  tha t absen t th is k in d  le g is la t io n , we w o u ld  p re va il on the



a rg um e n t. T h a t ’ s p re c is e ly , again , I th in k  one o f the reasons w e b ro u g h t th is to the 

le g is la tu re , and J im ’ s (A ss is ta n t A tto rn e y G ene ra l J im  B a ld w in ) com m en ts e a rlie r ab ou t see ing 

le g is la t iv e  a c tio n as be in g an e ffe c tiv e va c c in a tio n , as i t w e re , aga ins t tha t k in d  o f ch a lle n g e ."

(1 5 ) T he a tto rn e y genera l has te s t if ie d  th a t ” [w ] i t h  le g is la t iv e a c tio n , I  th in k  

w e have a h ig h  degree o f con fid e n ce th a t we w o u ld  p re v a il on th is issue ."

A R T IC L E  10. T H E  D E P A R T M E N T  O F N A T U R A L  R E S O U R C E S ’ A N D  

B P  E X P L O R A T IO N  (A L A S K A ) IN C . ’ S V IE W  O F T H E  L E G IS L A T U R E ’ S R O L E  

IN  R A T IF IC A T IO N  A N D  P A S S AG E O F S B 318.

(1 ) A lth o u g h  bo th BP E x p lo ra t io n  (A la s k a ) In c . ’ s P res iden t, M r . M o rg a n , and 

C om m is s io n e r S h iv e ly  have te s tifie d th a t the y be lie ve le g is la t iv e app ro va l o f the am endm en ts 

is ne ce ssa ry , b o th have c o n firm e d th e ir in te n t th a t the le g is la tu re ’ s ro le in re v ie w in g  the 

n e go tia te d am endm en ts shou ld be lim ite d  to v o tin g  fo r o r aga ins t ra t if ic a t io n  o f the ag reem en t 

th a t th e y ha ve ne go tia te d , and shou ld no t in c lu d e am end in g the te rm s o f the ag reem en t. 

C om m is s io n e r S h iv e ly  te s t if ie d  " [w ]e l l , M r . C ha irm a n , as John M o rg a n ju s t sa id , w e have 

p re se n te d th is  as an up o r d ow n vo te . A n d  w e d id  it fo r a v a r ie ty  o f reasons. O ne , the 

n e g o tia t io n s w e w e n t th ro u g h were lo n g and c om p le x . I t is late in the session . O n the o th e r 

hand , i f  th e re are th in g s th a t B P  be lie ves th a t the y w o u ld  lik e  to agree to , w e w i l l c e r ta in ly  

lo o k  a t th em ."

(2 ) BP E x p lo ra t io n  (A la s ka ) In c . ’ s P res iden t, M r . M o rg a n , te s t if ie d  " I have to 

say tha t f r o m  o u r pe rspec tive , w e have in go od fa ith  reached a ne go tia te d ag reem en t w ith  the 

a d m in is t ra t io n , and I be lie v e tha t any v a r ia t io n  o f those te rm s w o u ld  cas t th a t w h o le  

n e g o t ia t in g  p rocess in to  do u b t. So i t ’ s b o th m y b e lie f tha t th a t was the in te n t o f the 

a dm in is tra t io n  in  in tro d u c in g  the b ill, and it w o u ld  c e rta in ly be m y ve ry s trong p re fe re n ce tha t 

th is s h o u ld  be hand led essen tia lly on an app rova l o r d isapp rova l basis , w ith o u t the in tro d u c tio n 

o f an y s ig n if ic a n t o r m a te r ia l changes ."

A R T IC L E  11. T H E  E F FEC TS O F T H E  A M E N D M E N T S  O N  T H E  S T A T E ’ S S H A R E  

O F R E V E N U E  F R O M  T H E  D E V E L O P M E N T  O F T H E  N O R T H S T A R  U N IT .

(1 ) T he D epa rtm en t o f N a tu ra l Resources canno t p re c is e ly d e fin e  the s ta te 's 

fu tu re  re ve nue losses. C om m is s io n e r S h iv e ly  no ted tha t "th e o n ly  th in g we k n o w  ab ou t a ll 

these num be rs (th e D N R ’ s econom ic m o d e lin g  o f the e ffe c ts o f am end ing the N S U  leases), 

is s in ce th e y are p ro je c t io n s , is tha t th e y are w ro n g , w e ju s t d o n ’ t k n ow  how  w ro n g ."



(2 ) T he D epa rtm en t o f N a tu ra l Resources ’ M r . C ou g h lin  has te s tif ie d rega rd in g 

p o te n t ia l sta te revenue loss tha t " [ i ] f  y o u lo o k  a t i t as i f  the y (B P  E x p lo ra t io n  (A la s k a ) In c .) 

w o u ld  go ahead and de ve lo p i t because i t ’ s, th e y say, an e co n om ic f ie ld , the s ta te loses, in 

essence, S48 m il l io n  by tra d in g a net p ro f i t share fo r the supp lem en ta l ro y a lty ." M r . C o u g h lin  

has n o te d on the o th e r hand , i f  fu l l p ro d u c tio n does no t beg in u n t i l a fte r 2002 , the state c o u ld  

lose m on e y i f  the am endm en ts are no t accep ted .

(3 ) T h e D epa rtm en t o f N a tu ra l R esou rces ’ rep resen ta tive has te s t i f ie d  th a t its 

e v a lu a t io n  o f the e co n om ic consequences to th e state o f am en d in g the N o r th s ta r U n i t leases 

to rem o ve the ne t p r o f i t p ro v is io n s is based up o n the assum p tio n tha t the "m ean " re co ve rab le 

o i l re se rves fro m  the N o rth s ta r U n it are l ik e ly  to be 130 ,000 ,000 ba rre ls , and th a t the re is a 

90 pe rcen t p ro b a b il i ty  tha t re cove rab le rese rves w i l l be g rea te r than 105 ,000 ,000 ba rre ls and 

a 90 pe rc e n t p ro b a b il i ty  th a t re co ve rab le rese rves w i l l be less than 160 ,000 ,000 b a rre ls ."

(4 ) T h e D epa rtm en t o f N a tu ra l Resources has te s tif ie d  tha t its an a ly s is o f the 

e co n om ic consequences to the state o f am end ing the N o rth s ta r U n it lease te rm s to rem ove the 

ne t p r o f i t p ro v is io n s is based upon an assumed peak p ro d u c tio n  ra te fro m  the f ie ld  o f 50 ,0 00 

ba rre ls pe r day .

(5 ) A s to w h e th e r the D e p a rtm e n t o f N a tu ra l R esources , in  the cou rse o f its 

n e g o tia t io n s w ith  B P  E x p lo ra t io n  (A la s k a ) In c . had co n s id e re d w he th e r to add som e so r t o f 

c o r re c t iv e  fa c to r to the ag reem en t to com pensa te i f  the rese rves u lt im a te ly  p ro v e to  be 

co n s id e ra b ly la rg e r than es tim a ted . C om m is s io n e r S h iv e ly  has te s tif ie d ” [w ]e  d id  ha ve a 

p ro p o sa l at one tim e on the tab le tha t w o u ld  ha ve taken tha t in to  accoun t. T h a t ’ s n o t w he re 

w e ended up . I t w as pa rt o f a m o re c om p lic a te d fo rm u la  th a t was deve lo ped by o u r d iv is io n  

o f o i l and gas tha t was pa rt o f one o f o u r c o u n te r -o ffe rs ."

(6 ) T h e D ep a rtm e n t o f N a tu ra l R esou rces ’ p e tro le um  e co n om is t, M r . K e v in  

B a n k s , w h o was re sp on s ib le fo r e va lu a tin g the e co n om ic e ffe c ts o f the N o r th s ta r U n it lease 

am endm en ts , has te s tif ie d th a t the nego tia ted ag reem en t is an "o k a y " deal ra the r than a "g o o d " 

dea l fo r the sta te . In  response to the que s tio n o f w h y he cha ra c te riz e d the dea l as "o k a y " 

ra th e r than "g o o d " , M r . B anks , te s tif ie d " I th in k  it has to do w ith  the fa c t tha t th e ne t p ro f i t 

sha re has co n s id e ra b le up -s id e fo r the state. I f  the re ’ s any change in the e co n om ic s o f the 

f ie ld  th a t im p ro ve s , i f  p rice s are con s id e ra b ly h ig h e r, fo r e xam p le , o r i f  p ro d u c t io n  is any 

h ig h e r . A s som e o f the m a te r ia ls w.? sent o v e r to y o u e a r lie r w o u ld  in d ic a te , th e ne t p r o f i t
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share re a lly  pou rs in . B y the same token , i t ’ s e x a c tly th e p ro b lem  tha t BP has w ith  i t : th a t 

fo r any increase in th e "b e n e fits " tha t m ig h t be assoc ia ted w ith  the h ig h e r p ro d u c t io n  ra tes o r 

h ig h e r p rice s , o r som e o th e r e conom ic fea tu re , the state gets a ll o f it, v ir tu a l ly  a ll o f it . A n d  

i t has a fa ir ly  se rio u s im p a c t on the econom ics and the in ce n tiv e s fo r in c rem e n ta l k in d s o f 

p ro je c ts fo r the com pa n y . A n d  tha t’ s w h y I say i t ’ s "o k a y ." T he re is a h ig h  s ide to  th is tha t 

I th in k  w e c a n ’ t ig n o re ." A d d it io n a l ly , M r . B anks has p ro v id e d the c om m it te e  w ith  

in fo rm a t io n  th a t u n d e r lo w  side cases, the state 's revenues fro m  the ne t p r o f i t sha re are 

su b s ta n tia lly  re du ced w h ile  the supp lem en ta l ro y a lty  m ay s t i l l pay som e th in g , and the lo n g e r 

th e p ro je c t is de la ye d , the m o re l ik e ly  the p a yo u t fro m  the ne t p r o f i t share w i l l be reduced .

A R T IC L E  12. T H E  N O N M O N E T A R Y  T E R M S  O F  T H E  D E P A R T M E N T  O F  

N A T U R A L  R E S O U R C E S /B P  E X P L O R A T IO N  (A L A S K A ) IN C . N E G O T IA T E D  

A M E N D M E N T S  T O  T H E  N O R T H S T A R  U N IT  L E A S E S  A N D  T H E  

E N F O R C E A B IL IT Y  O F  T H O S E  T E R M S .

(1 ) A s to w he th e r the te rm s in the nego tia te d ag reem en t b e tw e en the 

D e p a rtm e n t o f N a tu ra l Resources and BP E x p lo ra t io n  (A la s k a ) In c . re g a rd in g lo c a l h ire  and 

lo c a l c o n tra c t in g  are en fo rcea b le , C om m is s io n e r S h iv e ly  has te s t if ie d  " I d o no t b e lie v e  we 

c o u ld - - th a t th a t la ng uage a llo w s us to en fo rce to the e x te n t B P is m o ra l ly  c o m m it te d  to  do , 

and I  d o n ’ t th in k  y o u  can w r ite  language to do th a t."

(2 ) A lth o u g h  the ag reem en t to am end the N o rth s ta r U n it leases p u rp o r te d ly  

p ro v id e s fo r a u tom a tic te rm in a t io n  o f the leases, m a k in g  th em  a va ila b le  fo r re le a s in g un d e r 

the sta te ’ s c om p e t it iv e  o il and gas leas ing p ro g ram , sh o u ld B P E x p lo ra t io n  (A la s k a ) In c . no t 

sanc tio n the p ro je c t w ith in  12 m on ths , C om m is s io n e r S h iv e ly  has te s tif ie d that the ag reem en t 

co n ta in s a p ro v is io n  th a t a llo w s the state to w a iv e the o b lig a t io n  by p r io r w r it te n  consen t.

(3 ) T h e  D epa rtm en t o f L a w  has te s t if ie d  tha t any w a iv e r o f B P E x p lo ra t io n  

(A la s k a ) In c . 's  c o m m itm e n t to p e rfo rm  unde r the san c tio n schedu le w o u ld  have to be done 

"re a so n a b ly and n o t a rb it ra r i ly , " and C om m is s io n e r S h iv e ly  has te s tif ie d " I have no in te n t io n  

o f w a iv in g  tha t. I m ean th a t ’ s a ve ry im p o rta n t pa rt o f the a rrangem en t, and I m ean , I th in k  

th a t i f  w e ca n n o t ge t th is p ro je c t g o in g , then we need to reassess those leases and ge t them  

b a ck o u t on to the p u b lic  m a rke t."

(4 ) In  response to the ques tion o f how  w o u ld  the a dm in is tra t io n , o r a c o u r t i f  

the need shou ld a rise , measure com p liance g iv e n the n um be r o f d is c la im e rs and q u a lif ie rs , and

-20-



the la c k  o f any s p e c if ic  p e rfo rm a n ce measures in the ag reem en t. C om m is s io n e r S h iv e ly  has 

te s t i f ie d  " I th in k  w e have s ta ted th is be fo re . W h a t w e are ask in g B P to do , and w h a t the y 

ha ve com m itte d  to do , I do n o t b e lie v e  is en fo rce a b le b y  la w ."

A R T IC L E  13. P O L IC Y  IM P L IC A T IO N S  O F T H E  P A S S A G E  O F SB 318.
«*

(1 ) A s to w he re the sta te u lt im a te ly ends up if , as a m a tte r o f preceden t, it has 

to nego tia te aga ins t its e lf in o th e r ins tances to encourage its e x is t in g lessees to hono r the te rm s 

o f th e ir c om p e tit iv e ly  b id  con trac ts , C om m is s io n e r S h iv e ly  has te s tif ie d  ” [A ]n y  o f these th in g s 

pu ts the state in a d i f f ic u l t p o s it io n . W e ’ ve, on the o th e r hand , the re have been p ro v is io n s th a t 

a llo w  the state to m o d ify  lease te rm s in the la w  and in  the lease s ince S ta tehood . T h is  is no t 

a new  concep t. I was a c tu a lly ju s t re ad in g an a r tic le  the o th e r day abou t the recen t leases o r 

a rrangem en ts tha t w e re m ade be tw e en the V ene zue la n g o v e rnm e n t and a num be r o f p r iv a te  

com pa n ie s , and one o f the c o n c lu s io n s o f th a t a r t ic le  w as th a t the f i r s t th in g  the com pan ie s 

w e re g o in g  to do d ow n the re was go back in and re nego tia te th e ir te rm s . A n d  so, i t does p u t 

the g o ve rnm en t in  a d i f f i c u l t p o s it io n . I t ’ s w h y I th in k  in  th in g s lik e  th is and also lik e  hea vy 

o i l , w e need to do some eco n om ic and o th e r ana lyses, w h ic h  w e d id . B u t I th in k in th is da y 

and age th is is p a rt o f h ow  the g o ve rnm e n t manages its resou rces . B u t i t is no t new . W e ’ ve 

m ade changes to the leases be fo re . W e  have no t m ade changes in  th is p a r t ic u la r w a y , b u t w e 

have done these be fo re , and once yo u sta rt d ow n th a t ro ad , w h ic h  w e s ta rted dow n years ago , 

yes, the sta te does p u t its e l f in  a d i f f i c u l t p o s it io n , b u t n o t an im p o s s ib le  p o s it io n ."

(2 ) In response to the ques tio n o f h o w  the com m is s io n e r can tes t w he th e r, and 

to w h a t e x te n t the state m us t g iv e  up p u b lic  resou rces to p rom o te the d e ve lo pm en t o f the 

s ta te ’ s resources, i f , as he re , the re are no standa rds and no ru le s , C om m is s io n e r S h iv e ly  has 

te s t if ie d  "W h e n y o u m ake these d e c is io n s , i t ’ s lik e  a n y th in g  e lse , y o u have to use y o u r bes t 

ju d gm e n t. I happen to be lie ve th a t one o f the p ro b lem s w ith  g o ve rnm e n t is tha t w e try  to set 

a ll o f these sons o f ru les and gu id e lin e s , and i t ’ s w h a t m akes g o ve rnm e n t u nw o rk a b le . W h a t 

y o u  need is peop le tha t can m ake ju d gm e n ts , tha t can lo o k  at d i f f i c u l t s itu a tio n s , assess the 

in fo rm a tio n , and say th is is a good idea o r a bad idea . I see n o th in g w ro n g w ith  tha t. I th in k  

th a t’ s be tte r go ve rnm en t, b u t th is idea tha t w e have n ow  tha t i f  y o u  ju s t have enough ru les and 

e n o u g h re g u la tio n s , e v e ry th in g  is g o in g  to be p e rfe c t is nu ts . I m ean , even the b id d in g  

process doesn ’ t necessa rily guaran tee the state tha t yo u ge t y o u r fu l l va lue fo r y o u r resources. 

Y o u  ge t the m o s t som ebod y w an ts to  pay fo r it. T h a t m a y o r m ay no t be fu l l va lu e ."
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F IR S T  A M EN D M E N T  T O  T H E  N O R T H S T A R  UNIT L E A S E S  B E T W E E N  T H E  S T A T E  
O F  ALASKA A N D  B P  E X P L O R A T IO N  (ALASKA) INC.

T h e  S ta t e  of A la s k a  ( " S ta te ”) a n d  B P  E x p lo ra t io n  (A lask a)  Inc. ("BPXA") a r e  p a r t i e s  to 

t h e  following l e a s e s  in th e  N o r th s ta r  Unit: ADL 3 1 2 7 9 8 ,  effec tive  F e b ru a ry  1 , 1 9 8 0 ;  

ADL 3 1 2 7 9 9 ,  e f fec t iv e  F e b r u a r y  1, 1 9 8 0 ;  ADL 3 1 2 8 0 8 ,  e f fec t iv e  F e b ru a ry  1, 198 0 ;  a n d  

ADL 3 1 2 8 0 9 ,  effec t iv e  F e b r u a r y  1, 1 9 8 0  (co llec tive ly  th e  “1 9 8 0  L e a s e s ”); a s  well a s  

ADL 3 5 5 0 0 1 ,  effec t ive  A u g u s t  1, 1 9 8 3  ( the  “1 9 8 3  L e a s e " ) .  T h e  p a r t ie s  a g r e e  to a m e n d  

th e  1 9 8 0  L e a s e s  a n d  th e  1 9 8 3  L e a s e  a s  s e t  forth  in th is  first a m e n d m e n t  to th e  

N o r th s ta r  Unit l e a s e s .

1 9 8 0  L e a s e s

1) P a r a g r a p h  6 (b )  is r e p l a c e d  in its e n t i re ty  a s  follows:

(b) A n n u a l  re n ta l  p a id  in a d v a n c e  is a  c re d i t  o n  th e  royalty  o r  s u p p le m e n ta l  
royalty  d u e  u n d e r  th is  l e a s e  fo r  th a t  y e a r .

2 )  P a r a g r a p h  7  is r e p l a c e d  in its en t i re ty  a s  follows:

7 . S U P P L E M E N T A L  R O Y A LTY , (a) In ad d i t io n  to  th e  royalty  pa id  a n d  
c o m p u te d  u n d e r  p a r a g r a p h s  8 , 10, a n d  11 b e lo w , L e s s e e  sh a l l  p a y  to  th e  S t a t e  
a  s u p p le m e n ta l  ro y a l ty  ( " s u p p le m e n ta l  roya lty”). L e s s e e  sha ll  p a y  th e  
s u p p le m e n ta l  roya lty , if o w e d ,  u p o n  t h e  s a m e  p ro d u c t io n  v o lu m e  for w h ich  
royalty  is p a id  ("p ro d u c t io n  v o lu m e") .  T h e  s u p p le m e n ta l  royalty  p a y m e n t  fo r  a  
g iv e n  m o n th  e q u a l s  t h e  s u p p l e m e n t a l  ro ya lty  v a lu e  t im e s  th e  s u p p le m e n ta l  
royalty  p e r c e n t a g e  r a te  ( " p e r c e n t a g e  ra te")  t im e s  th e  p ro d u c t io n  v o lu m e  for th a t  
m o n th .  T h e  p e r c e n t a g e  r a t e  sh a l l  b e  c a l c u la t e d  m o n th ly  by  r e f e r e n c e  to: (1) a n  
A N S W e s t  C o a s t  s p o t  p r ic e  ("sp o t  p r i c e ”); a n d  (2) a  s u p p le m e n ta l  royalty  t r ig g e r  
p r ice  (" trigger p r ic e ”). If t h e  s p o t  p r ic e  is e q u a l  to  c r  l e s s  th a n  th e  tr ig g er  p r ice ,  
th e n  t h e  p e r c e n t a g e  r a te  e q u a l s  z e ro .  If t h e  s p o t  p r ice  is g r e a t e r  th a n  th e  t r ig g e r  
p r ice ,  t h e n  th e  p e r c e n t a g e  r a t e  e q u a l s  [ the  s p o t  p r ice  p e r  b a rre l  m in u s  th e



t r ig g e r  p rice  p e r  b arre l]  t im e s  1.5 p e r  c e n t  p e r  d o l la r  p e r  b a rre l .  T h e  p e r c e n t a g e  
r a te  m a y  n e v e r  e x c e e d  7 .5  p e r  c e n t .

(b) T h e  s p o t  p r ice  is th e  p r ice  p e r  b a r re l  c a l c u la t e d  in Article 3 .3  of a n d  Exhibit  4 
to  th e  A N S R oyalty  Litigation S e t t l e m e n t  A g r e e m e n t  ("ANS A g re e m e n t" ) ,  d a t e d  
D e c e m b e r  31 , 1 99 1 , b e t w e e n  th e  S t a t e  a n d  BPXA, for th e  c r u d e  oil r e fe r r e d  to 
a s  "A N S (U SW C)" in th e  A N S A g r e e m e n t .  T h e  t r ig g e r  p r ice  is $ 1 7 .3 5  p e r  b arre l  
th ro u g h  April 30 , 1 9 9 7 .  O n  M ay  1, 1 9 9 7 ,  a n d  e a c h  M ay  1 th e re a f te r ,  t h e  tr igg e r  
p r ice  sha ll  b e  a d ju s t e d  b y  a n  inflation fa c to r  e q u a l  to  fifty p e r c e n t  of t h e  "inflation 
ra te"  d e f in ed  a s  th e  P r o d u c e r  P r ic e  In d e x  for In dustr ia l  C o m m o d i t i e s  ("PPI") for 
D e c e m b e r  of th e  p r e v io u s  y e a r ,  a s  r e p o r t e d  by  April 3 0  of th e  c u r r e n t  y e a r ,  
d iv id ed  by th e  PPI for D e c e m b e r  of 1 9 9 5 ,  a s  r e p o r t e d  b y  April 3 0 ,  1 9 9 6 .  T h e  
s u p p le m e n ta l  roya lty  v a lu e  for oil, g a s ,  n a tu ra l  g a s  l iqu ids  a n d  a s s o c i a t e d  
s u b s t a n c e s  is d e f in e d  in p a r a g r a p h s  10 a n d  11 b e lo w .  Exhibit B is a  s a m p l e  
ca lc u la t io n  to d e m o n s t r a t e  th e  m e th o d  of c a lc u la t in g  s u p p l e m e n ta l  ro ya lty  for 
oil.

3) P a r a g r a p h  9 is r e p l a c e d  in its e n t i re ty  a s  follows:

9. R E D U C T IO N  O F  ROYALTY. E x c e p t  a s  p ro v id e d  in p a r a g r a p h  7  a b o v e ,  
L e s s e e  shall  n o t  b e  en t i t le d  to  a n y  re d u c t io n  of ro y a l ty  p a id  u n d e r  p a r a g r a p h  8 
a b o v e  o r  s u p p le m e n ta l  roya lty  p a id  u n d e r  p a r a g r a p h  7  a b o v e  b a s e d  o n  a n y  
c u r r e n t  or fu tu re  a g r e e m e n t ,  S t a t e  s t a tu t e ,  o r  S t a t e  reg u la t io n .

4) P a r a g r a p h  10 is r e p l a c e d  in its e n t i re ty  a s  follows:

10. ROYALTY IN VA LUE. U n le s s  t h e  S t a t e  e l e c t s  to  re c e iv e  all o r  a  po rt io n  of 
its roya lty  o r  s u p p l e m e n ta l  ro ya lty  in kind a s  p ro v id e d  in p a r a g r a p h  1 2  b e lo w , 
L e s s e e  shall  p a y  to  th e  S t a t e  th e  v a lu e  o f  all roya lty  a n d  s u p p l e m e n ta l  roya lty
011. g a s  a n d  a s s o c i a t e d  s u b s t a n c e s  a s  d e t e r m in e d  u n d e r  p a r a g r a p h  11 b e lo w . 
R o y a l ty  a n d  s u p p l e m e n ta l  ro ya lty  p a id  in v a lu e  s h a l l  b e  f re e  a n d  c l e a r  o f  all 
l e a s e  e x p e n s e s  ( a n d  a n y  p o r t io n  o f s u c h  e x p e n s e s  w h ich  is in c u r r e d  a w a y  f ro m  
th e  l e a s e d  a r e a ) ,  in c lud in g , b u t  n o t  l im ited  to , e x p e n s e s  for s e p a r a t i o n ,  c le a n in g  
d e h y d ra t io n ,  g a th e r in g ,  s a l tw a t e r  d i s p o s a l ,  a n d  p r e p a r in g  th e  oil, g a s  o r  
a s s o c i a t e d  s u b s t a n c e s  for t r a n s p o r t a t io n  off t h e  l e a s e d  a r e a .  All ro ya lty  a n d  
s u p p l e m e n ta l  roya lty  t h a t  m a y  b e c o m e  p a y a b l e  in m o n e y  to t h e  S t a t e  sh a l l  b e  
p a id  o n  o r  b e fo re  th e  l a s t  d a y  of t h e  c a l e n d a r  m o n th  following t h e  m o n th  in 
w h ich  th e  oil, g a s  o r  a s s o c i a t e d  s u b s t a n c e s  a r e  p r o d u c e d .  R o y a l ty  a n d  
s u p p le m e n ta l  roya lty  p a y m e n t s  sh a l l  b e  a c c o m p a n i e d  by  c o p i e s  of ru n  t ic k e ts  o r  
s u c h  o th e r  in fo rm atio n  re la t in g  to  v a lu a t io n  o f  ro ya lty  a n d  s u p p l e m e n t a l  ro ya lty  
a s  t h e  S t a t e  m a y  re q u ire ,  w h ich  m a y  in c lu d e ,  b u t  is n o t  lim ited to , e v i d e n c e  of 
s a l e s ,  s h ip m e n t s ,  a n d  a m o u n t s  o f  g r o s s  oil, g a s  a n d  a s s o c i a t e d  s u b s t a n c e s  
p r o d u c e d .
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5) P a r a g r a p h  11 is r e p la c e d  in its en tire ty  a s  follows:

11. VALUE. F o r  p u r p o s e s  of co m p u t in g  s u p p l e m e n ta l  roya lty  d u e  u n d e r  th is  
l e a s e ,  th e  v a lu e  of s u p p l e m e n ta l  royalty  oil, g a s ,  n a tu ra l  g a s  l iqu ids a n d  
a s s o c i a t e d  s u b s t a n c e s  sh a l l  b e  th e  v a lu e  u s e d  in c o m p u t in g  roya lty  o n  s a id  
s u b s t a n c e s .

(a) T o  c o m p u te  th e  v a lu e  of oil for royalty  a n d  s u p p l e m e n ta l  royalty  p u r p o s e s ,  
th is  l e a s e  sh a ll  b e  d e e m e d  a n  "ANS L e a s e "  u n d e r  th e  t e r m s  of th e  A N S  
A g r e e m e n t ,  i r r e s p e c t iv e  of a n y  p ro v is io n (s )  of s u c h  a g r e e m e n t  w h ich  w o u ld  
o th e rw is e  e x c lu d e  th is  l e a s e  th e re fro m .

(b) T o  c o m p u te  th e  v a lu e  of g a s  a n d  n a tu ra l  g a s  l iqu ids for roya lty  a n d  
s u p p le m e n ta l  ro ya lty  p u r p o s e s ,  th is  l e a s e  sh a l l  b e  d e e m e d  a  " L e a s e ” u n d e r  th e  
t e r m s  o f  th e  1 9 9 5  A N S  G a s  R oyalty  Litigation S e t t l e m e n t  A g r e e m e n t  b e t w e e n  
B PX A a n d  th e  S t a t e  d a t e d  a s  of April 1, 1 9 9 5 ,  i r r e s p e c t iv e  of a n y  p ro v is io n (s )  of 
s u c h  a g r e e m e n t  w h ich  w o u ld  o th e rw is e  e x c lu d e  th is  l e a s e  th e re f ro m .

(c) T o  c o m p u te  th e  v a lu e  of a s s o c i a t e d  s u b s t a n c e s  (w hich  sh a ll  b e  d e e m e d  to 
e x c lu d e  oil, g a s ,  a n d  n a tu ra l  g a s  liquids) fo r roya lty  a n d  s u p p l e m e n ta l  ro ya lty  
p u r p o s e s ,  th e  v a lu e  of s u c h  a s s o c i a t e d  s u b s t a n c e s  sh a ll  n o t  b e  l e s s  t h a n  th e  
h ig h e s t  of:

(1) th e  field p r ice  a c tu a l ly  re c e iv e d  b e  L e s s e e  for s u c h  a s s o c i a t e d  
s u b s t a n c e s ;

(2) L e s s e e ' s  p o s t e d  p r ice  in th e  field for s u c h  a s s o c i a t e d  s u b s t a n c e s ;
(3) th e  v o lu m e  w e ig h te d  a v e r a g e  field p r ic e  a c tu a l ly  r e c e iv e d  b y  o t h e r  

p r o d u c e r s  in t h e  s a m e  field o r  a r e a  for a s s o c i a t e d  s u b s t a n c e s  of like k ind  a n d  
quality  a t  th e  t im e  s u c h  a s s o c i a t e d  s u b s t a n c e s  a r e  r e m o v e d  from  th e  l e a s e d  or 
unit a r e a ;  o r

(4) t h e  v o lu m e  w e ig h te d  a v e r a g e  p o s t e d  p r ic e  in t h e  field of o th e r  
p r o d u c e r s  in t h e  s a m e  field o r  a r e a  for a s s o c i a t e d  s u b s t a n c e s  of like k ind  a n d  
quality  a t  th e  t im e  s u c h  a s s o c i a t e d  s u b s t a n c e s  a r e  r e m o v e d  from  th e  l e a s e d  o r  
unit a r e a .

If a s s o c i a t e d  s u b s t a n c e s  a r e  so ld  a w a y  f ro m  th e  l e a s e d  o r  un it  a r e a ,  t h e  t e rm  
"field p rice"  a b o v e  sh a l l  b e  th e  a c tu a l  p r ic e  for s u c h  a s s o c i a t e d  s u b s t a n c e s  
r e c e iv e d  f ro m  th e  p u r c h a s e r  th e re o f  l e s s  t h e  a c tu a l  c o s t  of t r a n s p o r ta t io n  a w a y  
from  t h e  l e a s e d  o r  unit  a r e a  to  th e  p o in t of de live ry .

M inim um  V a lu e  D e te rm in a t io n s .  T h e  S t a t e  m a y  e s t a b l i s h  m in im u m  v a l u e s  for 
p u r p o s e s  of c o m p u t in g  ro y a l t ie s  o n  a s s o c i a t e d  s u b s t a n c e s  o b ta in e d  f ro m  th is  
l e a s e ,  with c o n s id e r a t io n  b e in g  g iven  to  t h e  p r ic e  a c tu a l ly  r e c e iv e d  b y  L e s s e e ,  
to  th e  p r ic e  o r  p r i c e s  p a id  in th e  s a m e  field o r  a r e a  for p ro d u c t io n  of like quality , 
to  p o s t e d  p r ic e s ,  to  p r ic e s  r e c e iv e d  by  L e s s e e  a n d /o r  o th e r  p r o d u c e r s  f ro m
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s a l e s  o c c u r r in g  a w a y  from  th e  l e a s e d  a r e a ,  a n d  to o th e r  r e le v a n t  m a t te r s .  E a c h  
s u c h  d e te r m in a t io n  will b e  m a d e  only  a f te r  L e s s e e  h a s  b e e n  g iven  n o t ic e  a n d  a  
r e a s o n a b l e  o p p o r tu n i ty  to  b e  h e a r d .  U n d e r  th is  p ro v is io n , it is e x p r e s s ly  a g r e e d  
th a t  th e  m in im u m  v a lu e  of roya lty  a s s o c i a t e d  s u b s t a n c e s  u n d e r  th is  l e a s e  m a y  
n o t  n e c e s s a r i l y  e q u a l  th e  p r ic e  of s u c h  a s s o c i a t e d  s u b s t a n c e s .

T h e  following p ro v is io n  sh a ll  b e  a d d e d  to  th e  e n d  of p a r a g r a p h  12:

(e)  S u p p l e m e n ta l  roya lty  u n d e r  p a r a g r a p h  7 a b o v e  m a y  b e  t a k e n  in 
kind u n d e r  t h e  s a m e  t e r m s  a n d  co n d i t io n s  a s  royalty  m a y  b e  t a k e n  in k ind u n d e r  
th is  p a r a g r a p h  12.

P a r a g r a p h  14  is r e p l a c e d  in its  en t i re ty  a s  follows:

14. A P P O R T IO N M E N T  O F  ROYALTY FR O M  A P P R O V E D  UNIT. T h e  
l a n d o w n e r ’s  ro ya lty  a n d  s u p p l e m e n ta l  roya lty  s h a r e  of th e  unit p ro d u c t io n  
a l lo c a te d  to  e a c h  s e p a r a t e l y  o w n e d  t r a c t  sh a l i  b e  r e g a r d e d  a s  ro ya lty  to b e  
d is t r ib u ted  to a n d  a m o n g ,  o r  t h e  p r o c e e d s  of it pa id  to , t h e  l a n d o w n e r s ,  f r e e  a n d  
c le a r  of all unit  e x p e n s e  a n d  f r e e  of a n y  lien for it. U n d e r  th is  p ro v is io n ,  th e  
S t a t e ’s  ro y a l ty  a n d  s u p p l e m e n t a l  royalty  s h a r e  of a n y  u n it  p ro d u c t io n  a l lo c a te d  
to  th e  l e a s e d  a r e a  sh a l l  b e  r e g a r d e d  a s  royalty  to  b e  d is t r ib u te d  to, o r  th e  
p r o c e e d s  o f  it p a id  to , th e  S t a t e ,  f ree  a n d  c l e a r  of all unit e x p e n s e s  ( a n d  a n y  
portion  of s u c h  e x p e n s e s  w h ich  is in cu rred  a w a y  from  th e  unit a r e a ) ,  inc lud ing , 
t u t  n o t  lim ited  to, e x p e n s e s  fo r  s e p a r a t io n ,  c le a n in g ,  d e h y d ra t io n ,  g a th e r in g ,  
s a l tw a te r  d i s p o s a l ,  a n d  p re p a r in g  oil, g a s  o r  a s s o c i a t e d  s u b s t a n c e s  for 
t r a n s p o r ta t io n  off t h e  un it  a r e a ,  a n d  f re e  of a n y  lien for it.

P a r a g r a p h  2 8  (c) is a d d e d  a s  follows:

(c) N o tw i th s ta n d in g  a n y  o th e r  p ro v is io n s  of th is  l e a s e ,  t h e  N o r th s ta r  Unit 
A g r e e m e n t ,  S t a t e  s t a tu t e ,  o r  S t a t e  reg u la t io n ,  th is  l e a s e  sh a l l  t e r m in a te  
a u to m a t ic a l ly  w i th o u t  n o t ic e ,  a n  o p p o r tu n i ty  to  b e  h e a r d ,  o r  judicia l p r o c e e d in g ,  
if t h e  L e s s e e  fa ils  to  c o m p ly  with th e  p ro je c t  s c h e d u l e  s e t  forth  in Exhibit C 
("p ro jec t s c h e d u l e ”), a t t a c h e d  a n d  in c o rp o ra te d  by  r e f e r e n c e .  A u to m a t ic  
t e rm in a t io n  sh a l l  o c c u r  w h e t h e r  o r  n o t  t h e r e  is a  well o n  th e  l e a s e d  a r e a  
c a p a b l e  o f  p r o d u c in g  oil o r  g a s  in p ay in g  q u a n t i t ie s ,  t h e  l e a s e  is c o m m it te d  to  a  
unit a g r e e m e n t ,  o r  t h e  L e s s e e  is drilling o r  c o n d u c t in g  re w o rk in g  o p e r a t i o n s ,  o n  
th e  d a t e  p e r f o r m a n c e  u n d e r  t h e  s c h e d u l e  is d u e .  F u r th e rm o re ,  u p o n  
te rm in a t io n  BPXA sh a l l  p ro m p tly  file of re c o rd  a p p r o p r ia te  l e a s e  
r e l in q u is h m e n ts .  T h e  a u to m a t i c  te rm in a t io n  sh a l l  o c c u r  a t  1 1 :5 9  p .m ., A la s k a  
T im e , o n  t h e  d a y  p e r f o r m a n c e  of a n  ob lig a t io n  u n d e r  th e  p ro je c t  s c h e d u l e  is 
d u e .  T h e  S t a t e  m a y  w a iv e  p e r f o r m a n c e  of a n  o b l ig a t io n  r e q u i r e d  u n d e r  th e  
p ro je c t  s c h e d u l e  b y  p r io r  w ri t ten  c o n s e n t .  T h e  p e r f o r m a n c e  of a n y  o b lig a t io n
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re q u ire d  u n d e r  th e  p ro je c t  s c h e d u l e  is s u b je c t  to th e  p ro v is io n s  of p a r a g r a p h  
32.

9) P a r a g r a p h  3 2  is r e p l a c e d  in its en tire ty  a s  follows:

32. F O R C E  M A JE U R E . If th e  S ta t e  d e te r m in e s  th a t  L e s s e e  h a s  b e e n  
p re v e n te d ,  a f te r  d i l ig en t  e f fo r ts  m a d e  in g o o d  faith, from  co m p ly in g  with a n y  
e x p r e s s  o r  im plied  p ro m is e ,  te rm , co nd ition  o r c o v e n a n t  of th is  l e a s e ,  from  
c o n d u c t in g  drilling o p e r a t i o n s ,  o r  f rom  p ro d u c in g  o r  m a rk e t in g  oil o r  g a s  from  
th e  l e a s e d  a r e a ,  by  r e a s o n  of w ar ,  riots, a c t s  of G o d , u n u s u a l ly  s e v e r e  w e a th e r ,  
o r  a n y  o th e r  c a u s e  b e y o n d  L e s s e e ' s  r e a s o n a b le  ability to  f o r e s e e  o r  co n tro l  
( including  d e l a y s  c a u s e d  b y  judicial d e c is io n  o r  lack  th e r e o f  o r  inability to  o b ta in  
local, S t a t e ,  o r  f e d e ra l  p e rm i t s  o r  e n v iro n m e n ta l  im p a c t  s t a t e m e n t s ) ,  w h e th e r  
s im ilar  to  t h o s e  e n u m e r a t e d  o r  no t, L e s s e e ' s  ob liga tion  to c o m p ly  with s u c h  
p rov is io n  sh a ll  b e  s u s p e n d e d ,  b u t  n o t  v o id ed ,  a n d  L e s s e e  shall  n o t  b e  liab le  for 
d a m a g e s  for fa ilu re  to c o m p ly  th e rew ith .  If L e s s e e ’s  o b l ig a t io n s  to c o n d u c t  
drilling o r  rew o rk in g  o p e r a t i o n s  a r e  s u s p e n d e d  u n d e r  th is  p a r a g r a p h  a n d  th e  
co n t in u a t io n  of s u c h  o p e r a t i o n s  w ithou t s u s p e n s io n  w o u ld  h a v e  h a d  th e  e ffe c t  
of p re v e n t in g  th e  e x p ira t io n  o r  te rm in a t io n  of this l e a s e ,  th is  l e a s e  sh a ll  n o t  
t e rm in a te  d u r in g  th e  p e r io d  w h ich  th e  o b liga tion  to p e r fo rm  s u c h  o p e r a t io n s  is 
s u s p e n d e d .  N o th in g  in th is  p a r a g r a p h  sh a ll  b e  c o n s t r u e d  to  s u s p e n d  th e  
ob liga tion  to  p a y  re n ta l s ,  o r  to  s u s p e n d  th e  obligation  to  p a y  roya ltie s ,  
s u p p le m e n ta l  ro y a l t ie s  o r  o th e r  p ro d u c t io n  p a y m e n t s  from  o p e r a t io n s  o n  th e  
l e a s e  a r e a  w h ich  a r e  n o t  s u s p e n d e d  o r  from  o p e ra t io n s  w h ich  a r e  n o t  a f f e c te d  
by a n y  s u c h  s u s p e n s i o n ,  to  th e  S ta te .

10) P a r a g r a p h  41 is r e p l a c e d  in its  en t i re ty  a s  follows:

4 1 . E M P L O Y M E N T  O F  ALA SKAN R E S ID E N T S . L e s s e e  sh a ll  c o m p ly  with all 
valid fe d e ra l ,  S t a t e  a n d  loca l l a w s  in hiring A la sk a  r e s id e n t s  a n d  c o n t r a c to r s  
a n d  sh a l l  n o t  d i s c r im in a te  a g a i n s t  A la sk a  r e s id e n t s  o r  c o n t r a c to r s .  W ithin th e  
c o n s t r a in t s  of law, L e s s e e  sh a l l  e m p lo y  A la sk a  r e s id e n t s  a n d  c o n t r a c to r s  to  th e  
e x te n t  t h e y  a r e  a v a i la b le  a n d  qua lif ied . S u b je c t  to  th e  fo reg o in g :

L e s s e e  vo lun ta r ily  a g r e e s  to  a d o p t  a  p ro g ra m  to  h ire  r e s id e n t s  of A la s k a .  
L e s s e e  sh a l l  a d v e r t i s e  fo r  a v a i la b le  p o s i t io n s  locally  a n d  u s e  A la s k a  job  
s e rv ic e  o r g a n iz a t io n s  to  notify  th e  A la sk a n  public. F o r  w o rk  in c o n n e c t io n  
with th is  l e a s e ,  L e s s e e  sh a l l  u s e  b e s t  efforts  to  c o n t r a c t  with A la s k a  f irm s a n d  
f a b r ic a te  m o d u le s  in A la s k a ,  w h e n e v e r  f e a s ib le .  L e s s e e  sh a ll  e n c o u r a g e  its 
c o n t r a c to r s  to  e m p lo y  a n d  train , w h e n  n e c e s s a r y ,  r e s id e n t s  of A la sk a .  In 
d e te rm in in g  feasib ili ty , L e s s e e  sha ll  c o n s id e r  c o m m e rc ia l ,  h e a l th ,  s a fe ty ,  
a n d  e n v i ro n m e n ta l  c o n d i t io n s  a n d  r e q u i r e m e n ts  to  e n s u r e  m a i n t e n a n c e  of 
L e s s e e ’s  o p e ra t io n a l  s t a n d a r d s .  L e s s e e  sha ll  s u b m i t  a n n u a l ly  to th e  
D irector, Division of Oil a n d  G a s ,  for t r a n s m is s io n  to th e  D e p a r tm e n t  of
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L ab o r ,  a  re p o r t  th a t  d e ta i l s  th e  sp ec if ic  m e a s u r e s  L e s s e e  a n d  its c o n t r a c to r s  
a n d  s u b c o n t r a c to r s  h a v e  t a k e n  o r  a r e  p lan n in g  to ta k e  to re c ru i t  qualif ied  
A la s k a  r e s id e n t s  for a v a i la b le  jo b s ,  d e s c r i b e s  o n - th e - jo b  tra in in g  
o p p o r tu n i t ie s ,  a n d  d e s c r i b e s  L e s s e e ’s  efforts  to hire A la s k a  firm s for w ork  in 
c o n n e c t io n  to th is  l e a s e .  L e s s e e  sha ll  furnish  th e  D e p a r tm e n t  of L a b o r  a  
q u a r te r ly  r e p o r t  r e g a rd in g  t h e  e m p lo y m e n t  of A la sk a  r e s id e n t s  o n  th e  l e a s e d  
a r e a  in c o m p l i a n c e  with re g u la t io n s  by  th e  C o m m is s io n e r  o f  L ab o r .  T h e  
re p o r t  m u s t  a l s o  in c lu d e  s ta t is t ic a l  d a t a  c o n c e rn in g  th e  n u m b e r  of r e s id e n t  
p e r s o n n e l  h ired  within th e  p a s t  y e a r  for th is  l e a s e .

1 9 8 3  L e a s e

1) P a r a g r a p h  4(f) a n d  p a r a g r a p h  3 4 (7 )  a r e  d e le te d  a n d  r e p l a c e d  in th e ir  e n t i re ty
with th e  following p a r a g r a p h  4(f):

(f) F O R C E  M A JE U R E . If th e  s t a t e  d e te r m in e s  th a t  l e s s e e  h a s  b e e n  p re v e n te d ,  
a f te r  d iligen t e f fo r ts  m a d e  in g o o d  faith, from  com ply ing  with a n y  e x p r e s s  o r  
implied p ro m ise ,  te rm ,  co n d i t io n  o r  c o v e n a n t  of th is  l e a s e ,  f ro m  c o n d u c t in g  
drilling o p e ra t io n s ,  o r  f rom  p ro d u c in g  o r  m ark e t in g  oil o r  g a s  f ro m  th e  l e a s e d  
a r e a ,  by  r e a s o n  of w a r ,  riots , a c t s  of G o d , u n u su a l ly  s e v e r e  w e a th e r ,  o r  a n y  
o th e r  c a u s e  b e y o n d  l e s s e e ’s  r e a s o n a b l e  ability to  f o r e s e e  o r  c o n tro l  ( inc lud ing  
d e la y s  c a u s e d  by  judic ia l d e c i s io n  o r  lack  th e re o f  o r  inability to  o b ta in  local, 
s t a te ,  o r  fe d e ra l  p e rm i t s  o r  e n v i ro n m e n ta l  im p a c t  s t a te m e n t s ) ,  w h e t h e r  s im ila r  to  
th o s e  e n u m e r a t e d  o r  no t ,  l e s s e e ' s  o b lig a t io n  to c o m p ly  with s u c h  p rov is io n  sh a ll  
b e  s u s p e n d e d ,  b u t  n o t  v o id e d ,  a n d  l e s s e e  sh a ll  n e t  b e  liable fo r  d a m a g e s  for 
failure to  c o m p ly  th e re w i th .  If l e s s e e ’s  o b l ig a t io n s  to  c o n d u c t  drilling o r  
rew ork in g  o p e r a t i o n s  a r e  s u s p e n d e d  u n d e r  th is  p a r a g r a p h  a n d  t h e  c o n t in u a t io n  
of s u c h  o p e r a t io n s  w i th o u t  s u s p e n s i o n  w o u ld  h a v e  h a d  th e  e f fe c t  of p re v e n t in g  
’h e  ex p ira t io n  o r  t e rm in a t io n  o f  th is  l e a s e ,  th is  l e a s e  sha ll  n o t  t e r m in a te  d u r in g  
th e  p e r io d  w h ich  t h e  o b l ig a t io n  to  p e rfo rm  s u c h  o p e r a t io n s  is s u s p e n d e d .  
N o th ing  in th is  p a r a g r a p h  sh a ll  b e  c o n s t r u e d  to  s u s p e n d  th e  o b l ig a t io n  to  p a y  
re n ta ls ,  o r  to  s u s p e n d  th e  o b lig a t io n  to p a y  roya lties , s u p p l e m e n ta l  ro y a l t ie s  o r  
o th e r  p ro d u c t io n  p a y m e n t s  from  o p e r a t io n s  o n  th e  l e a s e  a r e a  w h ich  a r e  n o t  
s u s p e n d e d  o r  f ro m  o p e r a t i o n s  w h ich  a r e  n o t  a f fe c te d  by  a n y  s u c h  s u s p e n s i o n ,  
to  th e  s ta te .

2 )  P a r a g r a p h  5 (b)  is r e p l a c e d  in its en tire ty  a s  follows:

(b) A n n u a l  ren ta l  p a id  in a d v a n c e  is a  c re d i t  o n  th e  roya lty  o r  s u p p le m e n ta l  
royalty  d u e  u n d e r  th is  l e a s e  for t h a t  y e a r .
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3) Paragraph 7 is replaced in its entirety as follows: .

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

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

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

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

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

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

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

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

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

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

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

(b) To compute value of gas and natural gas liquids for royalty and 
supplemental royalty purposes, this lease shall be deemed a “Lease” under the 
terms of the 1995 ANS Gas Royalty Litigation Settlement Agreement between 
BPXA and the S\c»e dated as of April 1, 1995, irrespective of any provision(s) of 
such agreement which would otherwise exclude this lease therefrom.
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(c) To compute the value of associated substances (which shall be deemed to 
exclude oil, gas, and natural gas liquids) for royalty and supplemental royalty 
purposes, the value of such associated substances shall not be less than the 
highest of:

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

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

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

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

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

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

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

37. ROYALTY IN VALUE. Unless tha state elects to receive all or a portion of its 
royalty or supplemental royalty in kind as provided in paragraph 38, lessee 
shall pay to the state the value of ali royalty and supplemental royalty oil, gas 
and associated substances as determined under paragraph 36. Royalty and 
supplemental royalty paid in value shall be free and clear of all lease expenses 
(and any portion of such expenses which is incurred away from the leased 
area), including, but riot limited to, expenses for separation, cleaning



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

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

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

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

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

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

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

(b) The spot price is the price per barrel calculated in Article 3.3 of and Exhibit 4 
to the ANS Royalty Litigation Settlement Agreement ("ANS Agreement"), dated 
December 31, 1991, between the State and BPXA, for the crude oil referred to
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as "ANS (USWC)" in the ANS Agreement. The trigger price is $17.35 per barrel 
through April 30, 1997. On May 1,1997, and each May 1 thereafter, the trigger 
price shall be adjusted by an inflation factor equal to fifty percent of the "inflation 
rate" defined as the Producer Price Index for Industrial Commodities ("PPI") for 
December of the previous year, as reported by April 30 of the current year, 
divided by the PPI for December of 1995, as reported by April 30, 1996. The 
supplemental royalty value for oil, gas, natural gas liquids and associated 
substances is defined in paragraphs 36 and 37 above. Exhibit B is a sample 
calculation to demonstrate the method of calculating supplemental royalty for 
oil.

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

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

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

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

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

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

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

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

purposes as of March 22, 1996.

LESSEE: - LESSOR:

BP EXPLORATION (ALASKA), INC. STATE OF ALASKA
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J

STATE OF ALASKA )
) ss.

Third Judicial District )

On tyyi&icA, . 1996, before me appeared John T. Shively, Commissioner, 
State of Alaska, Department of Natural Resources, and who executed this lease and 
acknowledged voluntarily signing it on behalf of the State of Alaska, as lessor.

jL j& >   j f S S r S
Notary Public in and for the State of Alaska %
Mv Commission Expires: '  / / o / 9 9  %_

%. \  <o\JP /a?  §
STATE OF ALASKA ) %£-■....,•£#

Third Judicial District j SS

On 7 'M/ihfJju A X ' . 1996, before me appeared E. M. Lutrell, Vice President of BP 
Exploration (Alaska), Inc., and who executed this lease and acknowledged voluntarily 
signing it ombehalf of the BP-Exploration (Alaska), Inc., as lessee.

Notary Public in and for the State of Alaska a .

My Commission Expires: * ........^v*; %

a

V v
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Exhibit B
Calculation of the Supplemental Royalty Payment for Oil

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

Platt's Reported Daily 
Assessment ($/barrel)

Date ANSWC A N S W C A N S W C A N S W C
Low High Daily Average Daily Average 

(After 
Rounding)1

01/02/96 $17.97 $18.06 $18,015 $18.02
01/03/96 $17.94 $18.03 $17,985 $17.98
01/04/96 $17.96 $18.03 $17,995 $18.00
01/05/96 $18.60 $18.64 $18,620 $18.62
01/09/96 $18.23 $18.29 $18,260 $18.26
01/10/96 $17.99 $18.05 $18,020 $18.02
01/11/96 $17.10 $17.17 $18,135 $17.14
01/12/96 $16.64 $16.71 $18,675 $16.68
01/15/96 $16.75 $16.83 $16,690 $16.79
01/16/96 $16.60 $16.66 $16,730 $16.63
01/17/96 $16.91 $16.97 $16,940 $16.94
01/18/96 $17.46 $17.54 $17,500 $17.50
01/19/96 $17.28 $17.37 $17,325 $17.32
01/22/96 $17.02 $17.08 $17,050 $17.05
01/23/96 $17.10 $17.16 $17,150 $17.13
01/24/96 $17.35 $17.41 $17,380 $17.38
01/25/96 $16.76 $16.81 $17,785 $16.78
01/26/96 $16.43 $16.53 $17,480 $16.48
01/29/96 $16.16 $16.24 $16,200 $16.20
01/30/96 $16.30 $16.38 $16,340 $16.34
01/31/96 $16.46 $16.56 $16,510 $16.51

Dnthly Average calculated from A N S W C  Daily
Average (After Rounding) =

ANS West Coast spot price for the January 1996 
month of production =

$17.2271 per 
barrel

$17.23 per 
barrel

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

' A ll so u rce  and  c a lc u la te d  num bers sh a ll be ro u n d ed  as req u ired  in the  A N S 
A g r e e m e n t .



I

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

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

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

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

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

= $17.35 x 1.0317

= $17.90 per barrel

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

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

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

= (21.40-17.90) x 0.015

= 0.05250 = 5.25 percent

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

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

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

= $1,441,151.25



EXHIBIT C 

PROJECT SCHEDULE

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

"Northstar Development Project, Conceptual Engineering Report" dated February 

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

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

under the schedule:

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

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

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

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

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

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

expenditure of funds for the Project. If Project sanction is withdrawn for any reason 

whatsoever, BPXA shall notify the State within three working days by letter from an 

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

schedule.



T o n y  K n o w l k s  f o. box 110001
GOVERNOR Junoau. Alaska 99811-0001

(907) 465-3500 
Fax (907) 465-3532

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

J u n e a u

M arch 25, 1996

The H onorab le  D rue Pearce 
P residen t o f  the Senate 
A laska State L egislature 
S tate C apito l 
Juneau, A K  99801-1182

D ear P residen t Pearce:

U nder the au thority  o f  art. Ill, sec. 18, o f  the A laska C onstitu tion , I am  transm itting a bill 
p rovid ing  fo r leg islative authorization, approval, and ratifica tion  o f  the "First A m endm ent 
to the N orth star U nit Leases B etw een the State o f  A laska and BP E xploration (A laska) 
Inc.".

This p ro jec t is the beginning o f  a new  era in the developm ent o f  A lask a’s oil resources. It 
requires a new  com m itm ent to A laska hire, expands opportun ities fo r A laskan com panies, 
in troduces efficien t and safe technological innovations and brings new  revenues to 
A laskans.

The N orth star U nit leases curren tly  require BP E xploration (A laska) Inc. to m ake net 
p ro fit share paym ents to the state w hich average abou t 88%  o f  "net profits." BP 
E xplo ration  (A laska) Inc. m aintains that it can no t develop the N orthstar U nit unless the 
net p ro fit share requirem ents are elim inated from  the leases. The D epartm ent o f  N atural 
R esources believes that 2002 is the earliest the state m ight achieve developm ent o f  
N orthstar. T he longer it takes to develop the leases, the less the state receives because o f  
the developm ent account provisions o f  the net profit share leases. The incentives 
prov ided  in th is am endm ent w ould bring the N orthstar U nit into fu ll production by 1999.

T he am endm ent has th ree m ain com ponents. First, it e lim inates the net profit share 
paym ents. In p lace o f  the net p ro fit provision a supplem ental royalty  is required, payable 
on a slid ing  scale based  on  the price o f  oil, partially  ad justed  for inflation. This 
supp lem enta l royalty , w hich  can be as m uch as 714%, is in addition  to the 20%  base 
royalty  req u ired  under the leases. D evelopm ent o f  these leases w ill generate an estim ated 
$430 m illion  o r m ore to the state treasury from  royalties and taxes, including an estim ated 
$ 3 7  m illion  in supplem ental royalties.



Second, the am endm ent com m its BP Exploration (A laska) Inc. to an am bitious pro ject 
schedule that requires construction start-up by 1997. I f  BP E x p lo ra tion  (A laska) Inc. fails 
to perform  its obligations under the project schedule the leases term inate  autom atically , 
thereby allow ing the state to  lease the tracts to another com pany.

A nd third, the am endm ent replaces the current A laska h ire p rov isions in the leases w ith 
m ore forcefu l provisions that require BP Exploration (A laska) Inc. to  h ire A laskans, 
w ithin  the constrain ts o f  the law , and to contract w ith  local construction  and fabrication 
com panies to  build  the pro ject facilities. It is an ticipated that en ac tm en t o f  this b ill w ill 
generate 500 construction jo bs and 50 perm anent jo b s  in the state. It w ill resu lt in A laska 
com panies fabricating  production m odules, including one or m ore o f  the first sealift 
m odules ever constructed in A laska.

I am  requesting  legislative approval o f  the N orthstar am endm ent fo r tw o  reasons. First, 
the term s o f  this am endm ent involve issues o f  statew ide in terest and  im pact that deserve a 
thorough  and open public  review  and discussion.

Second, the b ill w ould  rem ove any legal cloud w hich m ay ex ist over the A dm inistration’s 
au thorities in  this m atter by providing the com m issioner o f  the D epartm en t o f  N atural 
R esources w ith su ffic ien t express authority to am end the leases in the w ay we have 
am ended them  here. T his w ill ensure that the project can proceed  exped itiously  and 
m axim ize the benefits to the state and the people o f  A laska.

I urge y o u r p rom pt and favorable action on the bill.

Sincerely,
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Authorizing, approving, and ratifying the amendment of Northstar Unit oi/and gas leases between 
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LEGAL SERVICES

(907) 465-3867 or 465-2450 
FAX (907) 465-2029 
Mail Stop 3101

DIVISION OF LEGAL AND RESEARCH SERVICES 
LEGISLATIVE AFFAIRS AGENCY 

STATE OF ALASKA
130 Seward Street, Suite 409 
Juneau, Alaska 99801-2105

M E M O R A N D U M A pril 23, 1996

SU B JEC T: Ripeness for litigation o f  Senate Bill 318, approving m odification  o f  
N orthstar U nit leases betw een the State aad  B.P. Exploration (A laska)

TO : Senator L oren  Lem an, C hair 
Senate R esources C om m ittee

F R O M : Jack  Cher 
Legislativ

The second  paragraph  o f  Jim  Eason 's A pril 22 letter relates:

I believe that litigation  ratify ing  the agreem ent to am end  the leases w ith  a  
delay ed  effective date w ould  be ripe fo r litigation  w hen  signed  by the 
governor. . . .

H is conclusion  tha t a  challenge to  a  law  m ay properly  be brought and  m aintained  once the  
bill is en ac ted -th a t is, once the final act has been taken by  w hich  a  m easure becom es la w - is  
supported  by the w eight o f  case law  in  o ther ju risd ic tions , v and  the A laska Suprem e C ourt 
has n o t concluded o therw ise . y

In  th is ju risd ic tio n , und er A S 01.10.070(f)(4):

i ' S tate ex rel. R ichards v. W hism an, 154 N .W . 707 (S .D ak. 1915), error dism issed, 
241 U .S. 6 4 3 ,3 6  S.Ct. 4 4 9 ,6 0  L .Ed. 1218 (1916), A nderson v, B yrne, 242 N .W . 6 8 7 ,6 9 2  - 
693 (N .D ak. 1932), D rockton  v. B oard o f  E lections. 240 N .E .2d  896, 901 (O hio  C om m on 
P leas, 1968), citing C ity  o f  C incinnati v. H illenbrand, 132 N .E . 5 56 ,5 5 8  - 560 (O hio  1921), 
C itv  o f  N orth  Las V egas v. C luff. 452 P .2d  4 6 1 ,4 6 2  (N ev. 1969).

* In A R C O  A laska. Inc. v. State o f  A laska. 824 P .2d  708 (A laska 1992), a  challenge 
to  retroactive am endm ent o f  the E LF (econom ic lim it factor) used  in  the calcu lation  o f  oil 
p roduction  taxes w as filed July 28, 1989, challenging legislation  that had  been  enacted  M ay 
8, 1989, bu t w hich  w as no t due to becom e effective until. A u g ust 6 , 1989. T he litigation , 
filed by  p lain tiff oil com panies after the bill's enactm ent but before its actual effective date, 
p roceeded  th rough  to  final resolution.



S enato r Loren Leman.
A pril 2 3 ,1 9 9 6  
Page 2

,:becom es law" m eans is enacted; "enactm ent" occurs w hen any one 
o f  the fo llow ing  takes place:

(A) a  b ill w hich is passed  by  the leg islature is signed by the
governor;

(B) the period specified in artic le  II, section  17 o f  the A laska 
C onstitu tion  expires w ithout gubernatorial action;

(C) the legislature overrides the governor's  veto o f  a bill.

JB C :pl:k lb
96-134 .p lm



Official Business

A l a s k a  S t a t e  L e g i s l a t u r e
S e n a t e  R e s o u r c e s  C o m m i t t e e

Memo State Capit< 
Juneau AK 9

TO: Tam Cook, Director
Legal Services

FROM: Annette Kreitzer, Aide tel
Senate Resources Committro

DATE: April 22 ,1996

RE: Written Opinion re: SB 318

Please provide written confirmation o f the time when you believe an aggrieved party would 
be able to file litigation challenging the legislature's radficadon of an agreement to amend 
the N orthstar Unit leases under the terms o f  CSSB 318. W ould a party have to wait until 
the delayed effective date, or would the Act be ripe for challenge after signing by the 
governor?

To assist in answering this question I've attached a memo from Jim Eason to Senator 
Leman and a letter from E.M. Luttrell o f  BP addressing the subject.



Jam es E . E a s o n

O il and Gas Operations, Management and Po/icv 8611 Lccpcr Circle • Anchorage. AK 99504-4209
Phone: (907) 337-3:15 • F iv  (907) 333-9087

April 22, 1996

The Honorable Loren Leman, Chairman 
Senate Resources Committee 
Alaska State Legislature 
State Capitol 
Juneau, Alaska 99801

Dear Senator Leman:

By letter dated April 20,1996, Mr. Eric Luttrell reconfirmed that BP Exploration (Alaska) 
Inc. (BPXA) is unwilling to reopen the negotiations o f the Northstar Unit lease 
amendments as contemplated in CSSB 318. In your decision o f whether o r not to require 
amendments o f the agreement, particularly any amendments o f the effective date, you 
should be aware that Mr. Luttrell’s concern, that delaying the effective date will delay the 
opportunity to defend the agreement against any lawsuits that may result, m ay be 
unfounded.

I  believe that legislation ratifying the agreement to amend the leases with a delayed effective 
date would be ripe for litigation when signed by the governor. If  that is the case, an 
aggrieved party would not have to delay filing o f a lawsuit until "the first day following 
delivery o f a letter from the commissioner of natural resources to the revisor o f statutes, 
with copies to the president o f the senate and the speaker o f the house o f representatives 
confirming that BP Exploration (Alaska) Inc. o r its parent entity has made an irrevocable 
commitment o f  full funding (project sanction) to develop the Northstar Oil Reid."

W hat does change, under the original effective date and the language allowing force 
majeure events, including litigation, to delay sanction, is the sharing o f risk if  litigation is 
filed. W ith the combination o f an immediate effective date and die ability to claim force 
majeure, BPXA will have the right to the amended lease terms— no net profit share 
obligation— and a  contractual defense against the one year "take it or leave it" provision o f 
the agreement. If  there is delay from litigation, the principal benefit which the state has 
supposedly bargained for—expedited development— is lo st More to the p o in t it would be 
lost because o f litigation challenging the very action supposedly necessary to secure the 
benefit—legislative ratification.

Sincerely;
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April 20, 1996

The Honorable Loren Leman, Chair 
Senate Resources Committee 
Alaska State Legislature 
State Capitol 
Juneau, AK 99801

Dear Senator Leman:

I appreciate the opportunity to comment further on the Senate Resources 
Committee Substitute for Senate Bill 318. For the reasons explained in my 
letter and testimony of April 18, 1996, BP will not reopen the negotiations of 
the agreement and cannot agree to the changes.

With respect io the 21-page findings of fact, BP believes the inclusion of such 
findings in the act itself is unprecedented. Although many portions of the 
findings are apparently quotations from testimony and evidence before the 
committee, we do not believe the findings are a complete or balanced 
reflection of this testimony and evidence. In addition, the findings describing 
the history of the leases and unitization are incomplete and seem largely 
irrelevant to the committee's decision. If the committee desires to make 
findings of fact such as those in CS 318, it seems more appropriate to include 
them in the committee record or in a separate committee report rather than in 
the act itself.

BP also requests that the effective date of the act not be delayed. There has 
been public testimony from at least one witness regarding a possible legal 
challenge to the legislation, and we would not want a challenge to be delayed 
due to a delayed effecliva date of the act.

vice-president, Exploration and Development 
BP Exploration (Alaska), Inc.
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April 16, 1996

The Honorable Loren Leman, Chair 
Senate Resources Committee 
Alaska State Legislature 
State Capitol 
Juneau, AK 99801

Dear Senator Leman:

In response to your letter of April 12, the Department of Natural Resources has 
requested BP to provide capital costs and economic analysis for off site facility sharing 
of Northstar production.

The analysis is based on the following assumptions:
• Total project costs are still $378 million (same as stand alone costs);

Conceptual engineering work has indicated that capital costs for facility 
sharing are substantially the same or higher than a stand alone production 
facility. The island expansion, drilling, subsea pipeline, environmental 
studies, and engineering costs are the same with facility sharing. The facility 
on the island would still require partial processing and water/gas re-injection 
capability. Therefore, the slightly reduced island facility cost is offset by 
higher pipeline and facility modifications costs.

• Reserves are 130 million barrels with a plateau rate of 50,000 barrels per day;
• A processing fee of $2.50 per barrel of oil is required to access the facilities.

The assumed processing fee is consistent with fees currently charged on the 
North Slope.

The impact on State, Federal, and BP revenues is attached for the following three 
scenarios (1) supplemental royalty and early development, (2) net profit share and 
delayed development, and (3) net profit share and early development.

If you require additional information, please do not hesitate to call me (907-564-4892) 
or Daryl Kleppin (907-564-5418) on my staff.

jL  E.M. Luttrell 
0 Vice Presid*

E.M. Luttrell
Vice President, Exploration and Development 
BP Exploration (Alaska), inc.



Northstar Econom ic Evaluation 4 / 1 6 / 9 6

Estimated Total Revenues: Facility Sharing Case, Evaluated by BPXA

Wilh Supplemental Royalty With N e t  Profit Share
and and

Early Development_____________________Delayed Development
(Real 1996 Dotlars)

State Revenues
256 257State Royalty

State Supplemental Royalty 37 -

NPSL - m
State Share of Federal Royalty 16 16

Severance Tax 58 58

Spill & Conservation Tax 3 3

Ad Valorem Tax 42 46

Income Tax 8 9

Total 419 389

Federal Revenues
Royalty (Net of State Share) 44 44
Income Tax  133 — 150
Totai 177 194

B E X A  C g g f r J E lo w
After Tax Funds R ow  197 229
Real Rate of Return 12%  14%

With Net Profit Share 
and

Early Development

256

16
58
3

42
9

384

44
145
169

2 2 0
1 3%
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State of Alaska 
Department of Natural Resources 

Division of Oil and Gas 
3601 C Street, Suite 1380, Anchorage, Alaska 99503

Fax Confirmation Phone (907)762-2549 Fax (907)562-3852 

F A C S I M I L E  T R A N S M I T T A L

DATE & TIME: April 15, 1996 3:41 PH

PLEASE DELIVER TO: Senator Loren Leman

FAX NUMBER: ‘ S O 'T -  Z Z ' f O

NUMBER OF PAGES ( i n c l u d i n g  cover); 2

FROM: Kevin Banka
269-8799

COMMENTS:

A ttached  i s  th e  c h a r t  th a t  i l l u s t r a t e s  h i s t o r i c a l  o i l  p r ic e *  and 
i n f l a t i o n .  P r ic e s  a re  nom inal (m o n ey -o f-th e-d ay ) , i . e . ,  no 
ad ju s tm en t f o r  i n f l a t i o n ,  'm e i n f l a t i o n  f a c to r  i s  c a lc u la te d  
from th e  PPI ( fo r  in d u s t r i a l  com m odities) as in d ic a te d  in  th e  
N o r th s ta r  Lease Amendments, r e p la c in g  December 1995 w ith  Deoember 
198)(fto show how th e  f a c to r  would have been c a lc u la te d  o ver th e  
1985-1996 p e r io d .

A ttachm ent.
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A l a s k a  S t a t e  L e g i s l a t u r e

SENATE RESOURCES COMMITTEE

O fficial B usin ess
State C apitol 

Juneau  AK 99801

Mir. Ken Boyd, Director
Division o f Oil and Gas
Department of Natural Resources
via facsimile: X3886 3 pages including this one

Dear Mr. Boyd:

W ill you please provide the Committee the results o f  the department's modeling o f the 
ai 'ticipatcd revenue distribution between the State, BPXA and the federal government if  tb,e 
as sumptions used in the "Illustrative Northstar Model" are changed to relate to peak 
production, reserves and capital costs in the following manner:

Peak production rate: 80,000 bbls/day 
Reserves:

P(90) = 190 MMBO 
M ean = 160 MMBO 
P (10 )=  115 M MBO

Capital Expenditures (real 1996 dollars):
Adjust facilities capital cost to reflect assumption that off-site 
processing facilities are used instead o f constructing new 
production facilities.

A short narrative summary o f your estimate o f the state revenue losses resulting from 
amendment o f the Northstar leases under these circumstances would be appreciated.

Also, in this transmittal is a copy o f BPXA's response to specific Committee questions 
regarding rate o f return on late field life that may be useful to you in responding to the 
question last night regarding the rate o f return during recoupment of the capital account 
costs.

Sincere!

Chairman
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T O N Y  K N O W L E S , G O V E R N O R
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A pril l l ,  1996

S enato r L oren  L em an
C hairm an, Senate R esources C om m ittee
A lask a  S tate L egislature
State C apito l
Juneau , A K  9 9 8 0 1

D ear S enato r Lem an:

The D iv ision  o f  O il and Gas responds to your list o f  questions dated A pril 5, 1996, as 
follow s:

1. B PX A  curren tly  estim ates that 76.8%  o f  the recoverab le reserves underlie  the 
sta te 's leases in  the  N orthstar U nit (N SU ). The D iv ision 's R esource E valuation  G roup has 
rev iew ed  th is estim ate  and o ther confidential estim ates, and  believes that 75 to 80%  is a 
reasonab le range. T his lange could  be slightly  h igher i f  B P X A  develops the know n  
reserves to the  N orthw est.

2. T he D iv isio n  does not possess the  necessary  in form ation  to  estim ate the bonus 
that the sta te  w ou ld  have received in 1979 i f  the N S U  leases had been offered  w ith  a 
12.5%  royalty  and  no net p rofit share. In order to  m ake su ch  an  estim ate, the D iv ision  
w ould  need  to know , am ong o ther th ings, the 1979 estim ates (or ranges o f  estim ates) o f  
capital expend itu res , operating costs, oil prices, dry hole risk , o il in  place, recoverab le 
reserves, T A P S  tariffs, tanker costs, and federal tax rates. T h e  D ivision  em ployee 
responsib le for su ch  a  pre-sale analysis is no longer em ployed  by the state and  the 
D iv ision  has been  unsuccessful in locating  a  file con tain ing  a  pre-sale analysis o f  toe 
N S U  leases.

I f  one is w illing  to m ake m any assum ptions, the m ost im portant o f  w h ich  are that 
the b idders w o u ld  b id  on  all tracts in p roportion  to the reserves they believe underlie  a 
trac t and in 1979 and  1983 bidders believed th a t recoverab le reserves w ere sp lit betw een 
the state an d  federal leases as they  have been estim ated  in 1996, then  one can  estim ate the 
bid  based  upon  th e  actual bids on  the federal leases. The tw o  federal leases received  a 
com bined  w in n in g  b id  o f  $81,080,995. I f  that is assum ed to  be 23.2%  o f  ihe to ta l bid 
am ount, th en  the sta te  total b id  for the state N S U  u n it w ould  be $268,406,052. O ne could 
also assum e that th e  bid m ight be h igher because the federal leases w ere leased  at 16.67%  
slid ing  scale royalty  and your hypothetical stipulates a  12.5%  fixed  royalty. C onversely , 
the state leases w ould  pay severance tax w hile the federal leases w ould no t and  th is m ight 
resu lt in low er b ids on the state leases.

OFFICE OF THE COMMISSIONER
JUN EA U , A LA SKA  99801-1796 
PHO N E: (907) 465-2400 
FA X : (907) 465-3886



3. I f  one assum es tha t 50%  o f  the $268 ,406 ,052  w o u ld  have been deposited  into  the 
P erm anen t Fund, then  based upon the annual rea lized  rate  o f  returns repo rted  by  the 
P erm anen t Fund in its 1995 annual report, th en  the b a lan ce  fo r the year end ing  1995 
w ou ld  be $704,588,494.

4. T he D iv ision  does no t o rdinarily  calcu late th e  bonuses that the sta te  cou ld  expect 
to receive from  a lease sale. N o r does it possess a m od el to  estim ate bonuses. In  the 
usual p re-sale  analysis, the D ivision  does prepare a n  es tim ate  o f  the net p resen t value o f  
the p ro jected  d iscounted  cash  flow  (N PV  or EM V ) fo r a  p ro sp ec t to assist in  se tting  the 
lease term s to offer in  the sale. T erm s w hich  the D iv isio n  considers include the  royalty  
rate, net p ro fit share rate, and w hether to o ffer an  ex p lo ra tio n  incentive credit. In  
attem pting  to m axim ize the revenue to the state, the N P V  represen ts h ow  m uch  b idders 
m ay have available to bid. A s part o f  tha t evalu a tio n , the D iv ision  considers m any  
factors including: prospectiv ity , com pany in te icst, d ev e lo p m en t costs, operating  costs, 
and  oil prices. T hese factors are very im portan t in  d ec id in g  the balance to strike  betw een  
the bonus b id  and the size o f  the state 's future ro ya lty  o r n e t p rofit share ("sta te  take").

In  a  w orld  o f  certain ty  and com petition , th e  am o u n t o f  a  bid  should  equal the 
"econom ic rent." E conom ic rent is the d ifference b e tw een  the value o f  p rod u ction  and 
the to tal necessary  cost o f  exploration , developm ent, and  p rod u ction  includ ing  a  
reasonable rate o f  return to the lessee. In th is id ea lized  w o rld , the m ost effic ien t firm  
w ith  the low est hurd le rate w ould  w in the b id. O il and  gas com petitive b idd ing , how ever, 
is o ften  conducted  under conditions o f  uncertain ty  an d  lim ited  com petition. It is w idely  
believed  th a t the w inner tends to be the b idder w ho  m ost overestim ates reserve po ten tial, 
a lthough  o ther factors such as underestim ating  co sts  can  lead  to the sam e result, 
particu larly  in frontier areas. It should be noted, h ow ever, th a t i f  the N S U  leases w ere 
rebid , m uch  o f  the uncertain ty  about reserves w o u ld  have b een  resolved.

B idders em ploy  various strategies, rang ing  from  in tu itio n  to form al m odels, for 
b idd ing  in  such  h igh  risk  situations. A lthough  p ro fit m ax im iza tio n  rem ains the object, 
b idders w ill exam ine the trad eo ff betw een reducing  the b id  and  reducing the p robab ility  
o f  w inn ing . In  general, b idders w ill b id  som e frac tion  o f  th e  project's "expected  m ean  
value (EM V )."

To do  an  EM V  calculation, an appropriate  d isco u n t rate  m ust be selected . V arious 
hurd le ra tes for oil and  gas com panies have been  repo rted  in  the literature, rang ing  from  
5%  to 15% (real). In  addition, the D iv ision  has access  to  confidential in form ation  
regard ing  hurd le rates for several com panies. F o r p u rp o ses o f  th is analysis, the D iv ision  
has used  d iscount rates o f  10 and  15% (real).

N ex t, certain  assum ptions m ust be m ade reg ard in g  o il prices, p rod u ction  rates, 
capital expenditu res, operating  costs, taxes, and th e  like. F o r purposes o f  th is  analysis, 
the D iv ision  has used the sam e assum ptions used in the N o rth s ta r m odel, as requested  by 
you , except outcom es w ere varied o ver certain  ranges: (1 ) th e  recoverable reserv es from



105 M M B O  to  160 M M B O ; (2) capital expenditures from  $330 to $471 M M ; (3) 
operating  costs from  $1.40/bbl to $2.00/bbl; and (4) o il p rices varied  over an average o f  a 
norm al d istribu tion  w hose standard  dev iation  is betw een  $1.00  to $7.00 around  the D O R  
m id-price forecast. T he D iv ision  d id  200  M onte C arlo  trials to calculate an  E M V  at the 
10 and  15% d isco u n t rates. The results under th e  various d iscount rates and  royalty  rates 
are presen ted  in  T ab le  1.

The resu lts p resen ted  in attached  Table rep resen t the m ost a  bidder, w ho believed  
that the N o rth star p ro ject could  be developed  fo r about $380 M M , including appraisal 
costs, w ould  b id  assum ing  the b idder’s d iscount rate w as 10%  or 15% respectively. 
B ecause the resu lts are the d iscounted  value o f  real cash  flow s to the bidder, delay ing  the 
sale by one year, tw o  years, or three years w ould  only  s ligh tly  increase the EM V  if  you 
assum e D O R 's p ro jection  o f  sligh t real grow th in  oil p rices to  be true. A  b idder w ho 
believed  that N o rth star could  be developed  for $380 M M , how ever, w ould  a ttem pt to 
develop  a b idd ing  stra tegy  to obtain  the N SU  leases fo r less th an  the EM V .

A n ex am ina tion  o f  the com petition  w ould  suggest th a t the leases could  be 
obtained  for less th an  the EM V . I f  a  p rospective com peting  b idder determ ined  that the 
pro ject cou ld  n o t be developed  for less than  $1.4 B illion  (su ch  as A m erada H ess did), 
then  the p ro ject w ou ld  have a  negative EM V  a t e ither d isco u n t rate and the p rospective 
com peting  b idd er w ou ld  no t likely bid a t the sale. Indeed , i f  A m erada H ess had turned 
the N S U  leases b ack  to the state for releasing, the D iv isio n  w ould  have expected  the 
bonus bids to be v ery  sm all at any royalty  rate. O nly because B PX A  had the opportun ity  
to  w ork  the p ro jec t after acquiring  in form ation  from  A m erada  H ess was B PX A  a b b  to 
reduce the dev elo pm en t costs to th e  $380  M M  range. In  sum , i f  a  sale o f  the N S U  leases 
w ere conducted  in  the future, the D iv isio n  w ould  expect bonus bids to range from  a 
nom inal am oun t to som ething  less than  $225 M M  depending  on  the royalty  rate and 
d iscount rate. S ee a ttached  Table.

I hope tha t th is  in fo rm ation  is helpful to  you. P lease call m e i f  you have any  questions.

D iv isio n  o f  O il an d  G as



Northstar Economic Evaluation
A I a s Iu  t > c p * r t m « n (  o f

N A T U R A L
RESOURCES

Expected Mean Value
1 2 .5 %  Royalty 2 0 .0 %  Royalty

POO) Mean P(10) POO) Mean

Discounted a t 10% $173 $225 $281 $137 $182

Discounted a t 15% $92 $130 $166 $63 $98

P(10)

$231

$136

( T t i i i  la b ia  la  b a n d  o n  B PX A 'a  l i n g o  e j l im a ia a  o l  r e i o i v o i ,  
B P N S U 9 A .3 2 0 ,  B idd in g  c a p ita l a n d  o p e ra t in g  c o l l i ,  a n d  D O H 'a  B u i  P r lc a  F o ra c a s t . ) 4 / 1 0 / 9 6 ,  1 1 .0 7  AM



A l a s k a  S t a t e  L e g i s l a t u r e

SENATE RESOURCES COMMITTEE

Official B usiness
State Capitol 

Juneau AK 99801

April 5 ,1 9 %

Mr. Ken Boyd, Director 
Division o f Oil and Gas 
Department of Natural Resources

via facsimile: (907) 562-3852

D ear Mr. Boyd:

So we may better understand the relationships between the selection o f lease sale bidding 
terms available to the Commissioner under the statutes and the size i A  timing of 
anticipated state revenues that may result, I would appreciate your written reply to the 
following questions before the presentation Mr. Banks is scheduled to make before the 
Resources Committee next Thursday.

1) W hat proportion o f the Northstar oil reserves is estimated to underlie the State's 
leases in the unit?

2) According to Table 1 (Northstar Leases Information) o f B P s  document entitled 
"Northstar Project B P Exploration (Alaska) Proposal for M odified Lease Terms" 
(Proposal), the total bonuses received for the state's leases in the Northstar unit was 
$15,469,000.

Based upon the division's ability to model - 'tiding strategy as a  function of the 
bidding variable selected for each sale, what wov'd be its best estimate o f the bonuses it 
would have received in 1979 had the leases b e n  c.fereo with the bonus as the bid variable, 
and with a  125 percent royalty and no net profit share instead o f under the tenns which the 
department selected?

3) Based upon the historical performance of the Permanent Fund, and your best 
estimate o f total bonuses which would have been received under the ciicumstances outlined 
in question #2, please contrast for the committee t ie  Permanent Fund revenues that would 
have resulted versus those which have occunrd from the initial deposit o f 50 percent o f the 
bonuses actually received for the state leases.

4) Finally, as B P has noted on page 8 o f its Proposal, in evaluating the alternative 
revenue stream which the state might expect were it to re-iease the Northstar leases, ”[t]otal 
state revenues in this scenario would have to include the revenue from  bonus bids on the 
leases." Using the model you have developed for evaluating the economics o f the 
Northstar Agreement - or anoti»w model if you believe it would be more hppropriate- please 
provide the committee your estimate of the bonuses you would anticipate under the 
following sets o f circumstances:

• Bonus as the bid variable

• 12.5 percent royalty; not net profit share; 20 percent, no net profit share



• Recoverable oil reserves of 130 mmbbls; recoverable oil reserves o f 160 
mmbbls

« Capital and operating expenses as estimated for Northstar development and 
used in your existing model

• Timing of production delayed by one year, two years and three years,
respectively, from the earliest date o f production anticipated under the Northstar 
Agreement.

In addition to being prepared to discuss the state's modeling o f revenues under the 
Northstar Agreement, I would appreciate it if  Mr. Banks would be prepared to answer any 
follow-up questions the commirtee may have based on your responses to these questions.

Thank you once again for your cooperation, and that o f your staff in providing this 
information.

Senator Loren Leman 
Chairman

Mr. Ken Boyd 
information request

April 5 ,1996 2
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State of Alaska 
Department of Natural Resources 

Division of Oil and Gas 
3601 C Street, Suite 1380, Anchorage, Alaska 99503

Fax Confirmation Phone (907)762-2549 Fax (907)562-3852 

F A C S I M I L E  T R A N S M I T T A L
v

DATE & TIME: A p r il  17, 1996 10:25 AM

PLiASE DELIVER TO: Senator Loren Leman

FAX NUMBER: 3<£?£>

NUMBER OF PAGES (including cover): 1 0

FROM: Ken Boyd
269-8800

COMMENTS:

Attached is our response to your request for Northstar mod^l 
forecasts assuming various production rates and reserve 
estimates. Please call if you have any questions

P. 0 1 /1 0

Attachment.


