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APR-17"96 WED 09:38 DIV OF OIL AND GAS FAX NO. 9075623852 P.02/10
MEMORANDUM State of Alaska
DEPARTMENT OF NATURAL RESOURCES DIVISION OF OIL AND GAS

To:  Ken Boyd pate:  April 16, 1996
Director
PILE NO:
THRU:
TELEPHONE:  269-8799
rrom;  Kevin Banks sussecT:  Northstar—Response to

Senate Resources Committee.

You received a letter from Senator Loren Leman on April 12,1996, which asked that the division

rovide to the Senate Resources Committee forecasts of state revenues using the “illustrative"

orthstar model. The Senator's letter specifically requested modal results assuming a peak rate
0f 80,000 barrels per day, assuming reserves of 190,160, and 1IS million barrels, and assuming
capital expenditures and processing fees associated with facility sharing. The impact of |
assumptions on State, federal, and BPXA revenues are attached. 1did not analyze a facility
sharlnﬁ alternative, instead, | asked BPXA to provide their own analysis. | also »lreri BPXA
what they felt would be the capital expenditure requirements for the various reserve assumptions
and discussed their number* with Bill Van Dyke.

These tables provide a forecast of revenues from a calculation of both supplemental royalties and
net profit shares. Revenues including net profits shares are estimated assuming a full production
start-up in 2002 and 1999. To be consistent, supplemental royalties should be compand to the
net profit shams forecasted under the delayed development scenario.

The first table assumes that peak production of 80,000 barrels per day is achieved in 1999 for the
estimate of supplemental royalties or 2002 for the estimate of net profit shares. Capital
expenditures of $139 million an added to the “mow likely" case in order to achieve these rates.
Production ra&s decline precipitously and the field shuts-in eight yean after start-up.

The next three tables illustrate the effect of changing reserve assumptions. The 190 million
barrel case assumes the same capital expenditures and peak production rates as above, but the
Broductlon decline is less. The field life is the same as the “moat likely” case. The 160 million

arrel reserve case is achieved with capital expenditures of an additional $48 million over the
“most likely" case. The peak productionrate is also 80,000 barrels par day. The last table
illustrates the 115 million barrel case. No additional caﬁital expenditures are assumed. The peak
production rare and field life is the same as the “moat likely" case.

Bill Van Dyke has also prepared a “pa.” barrel”” analysis of the cash flows in response to the
qtl%esﬂogs asked by Senator Frank during the bearing on April 11,1996. His analysis is also
attached.

Senator Leman also wrote on April 15, 1996 requesting details about what | dubbed the
“Marginal Lease Method,” a system that calculates state take on the basis of cash flow.
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Thk is the “formula-"that Commissioner Shivdy rcfered to in his testimony. In a nutshell, the
MLM approach allows for a reduction in state “take" so that the lessee can attain a mtc of return
necessary to develop an oil field. If, in any year, the cash flow (calculated from price,
production, allowable operating and capital costs) actually received by the lessee exceeds the
cash flow predicted to achieve the lessee’s rate of return, the excess is paid to the state. The
lessee pays this excess to the point that the state is made whole for the amount that the state’s
take was reduced. 1f the field earns additional revenues beyond this point, this excess is split
between the lessee and the state. | have attached the spreadsheet that we shared with BPX A that
shows how the MLM works. As you know, BPXA rejected the MLM approach stating that it
was not interested in a “tax scheme," that it had “very little negotiating room,” and that it wished

to continue “discussion on the Supplemental Royalty approach.”

Attachment.



Jrr>ci(ml

Northstar Economic Evaluation Afu!?ﬁf

Estimated Total Revenues

Senate Resources Committee Supplemental Royalty Net Profit Share rbt Profit Share
Letter-rec'd 4/12/06 and and and
80,000 Barrels/Day Peak Rate 1999 Development 2002 Development 1999 Development
(Real 1996 Dollars)
Stele g
State Royalty 261 262 261
State Supplemental Royafty 16 0 0
NPSL 0 ]
State Share of Federal Royalty 17 17 17
Severance Tax %4 109 94
SpSI & Conserv. Tax 3 3 3
AdVabrem Tax 34 37 34
Income Tax 11 11 11
Total 435 438 420
Federal Revenues
Royalty (Net of State Share) 45 45 45
Income Tax m m 185
Total 225 226 230
BPXA Caih S gm
After Tax Funds Flow 215 217 285
Real Rais of Return 20.1% 20.1% 20.6%

Totals imy notadd due to rounding.
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Northstar Economic Evaluation

E stim ated Tota3 Revenues

Senate Resources Committee
Letter-rec'd 4/12/66
190 MMBO Reserves

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

Federal Revenues
Royalty (Net of State Share)

Income Tax
Total

BPXA Cash Flow
Alter Tax Funds Flow
Real Rate of Return

Taas nayratacduetoroudng

Supplemental Royalty
and
1999 Development

372
491

0
24
116
4
57

11
639
64

222
366

539
25.9%

Net Profit Share
and
2002 Development

(Real 1996 Dollars)
373
0
217
24
133

4
62

11
627

65

216
323

421
24.3%

A NATRAL

RESOURCES

Net Profit Share
and
1999 Develooment

372

0

T 266
24

116

4

57

14
673

64

241
304

366
23.1%



Northstar Economic Evaluation NATURAL
m RESOURCES

E stim ated Total Revenues

6€-60 @EW 96-LT-ddV

Senate Resources Committee Supplemental Royalty Net Profit Share Net Profit Share
Letter-rec'd 4/12/96 and and and
160 MMBO Reserves 1999 Development 2002 Development 1999 Development
(Real 1996 Dollars)
State Revenues
State Royalty 316 317 316
State Supplemental Royalty 60| e 0
. NPSL 0 | 201
State Share ol Federal Royalty 20 20 20
Severance Tax 41 46 41
Spill ft Conserv. Tax 3 3 a
Ad Valorem Tax 44 49 44
Income Tax X 1£ 14
Total 501 581 641
Federal Revenues
Royalty (Net of State Share) 55 55 55
Income Tax 292 266 243
Total 346 320 297
BPXACaih How
Altar Tax Funds Flow 490 441 399
Real Rale of Return 20.7% 20.5% 20.0%
Totals may >Ictadd tiie to rounding.
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Northstar Economic Evaluation NATURAL
RESOURCES

E stim ated Total Revenues

Senate Resources Committee Supplemental Royalty Net Profit Share Net Profit Share
Letter-rec'd 4/12/19% and and and
115 MMBO Reserves 1999 Development 2002 Development 1999 Development

(Real 1996 Dollars)
State Revenues

Stale Royaky 226 227 226
Stale Supplemental Royaky | 0 0
NPSL 0 C?7Z %
State Share of Federal Royalty 14 14
Severance Tax 44 50 44
SMI & Conserv. Tax 3 2 3
Ad Valorem Tax 42 46 42
Income Tax U 11 11
Total 371 350 340
Federal Revenues
Royalty (Net of State Share) 39 39 39
Income Tax m 122 194
Total 223 231 233
BPXA Cirti Ftett
After Tax Funds Flow 291 307 310
Real Rate of Return 17.7% 11.0% 18.2%

Totals may notadd due lo pointing.
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, ftPR-17-96 UED 09:40 DIV OF OIL AND GAS

M EMORANDUM

TO: Ken Boyd
Director

FROM: Bill Van Dyke
Petroleum Manager

FAX NO. 9075623852 P. 08/10

State of A laska

DEPARTMENT OF NATURAL RESOURCES
DIVISION OF OIL AND GAS

DATE: April 16, 1996

TELEPHONE NO: 269-8786

FAXNO: iv62-3852

SUBJECT: Net Profit Share Accounting

Enclosed for yourreview is the example west coast oil price nethack calculation we diacuaaed
last Thursday night at the Senate Resources Committee hearing. If you have any questions please

give me a call.

Enclosure
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Example Net Back Calculations for Determination of Net Profit Share and Royalty
Listed below are the calculation methodologies that one would use to determine the net back
value (the LACT meter value for the oil at North Star) beginning with a weat coast oil price. As
was stated at the hearing last Thursday, not all deductions allowed for purposes of net profit
share accounting are allowable deductions against royalty or taxes. For your information, both a
net profit share net back and a royalty net back calculation are shown. F_r consistency, we used
the assumptions shown in the North Star model for the year 2000 for these two examples.
Example Net Profit Share Calculation (for the year 2000)

$18.64 west coast oil price In the year 2000 ($/bbl)

-S 1.47 marine (tanker) transportation deduction

-S 2.69 TAPS tariff-Pump Station #1 to Valdez

-5 0.75 North Star pipeline tariff—North Star to PS#1

-S 2.74 royalty payment

*$ 0.84 production tax payment

-$ 2.26 direct operating cost (includes lifting costs)

$7.89 per barrel production revenue that would he credited against any remaining monies

in the development account

Example Royalty Calculation (for the year 2000)

$18.64 west coast oil price in the year 2000 ($/bbl)

-$ 1.47 marine transportation deduction

-$ 2.69 TAPS tariff
-$0.75 North Star pipeline tariff

$13.73 per barrel net hack amount-20% of this amount ($2.75/bbl) would be owed as the
base royally on each barrel of produced oil. The supplemental royalty as proposed

would be $0.04 per barrel at the given west coast oil price.
WVD  4/16/96
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Alaska State Legislature

Senate Resources Committee State Capitol
Official Business Juneau AK 99801

April 15,1996

Mr. Ken Boyd, Director

Division of Oil itnd Gas

Department of Natural Resources

via facsimile: 562-3852 this page only

Dear Mr. Boyd:

Durin% testimon _SaturdaY, April 13 on Senate Bill 318 Commissioner Shively mentioned
that a formula which would have had the effect of adjusting the state's future revenues,
should the Northstar field prove to be larger than it is currently estimated to lic, had been
developed by the Division of Oil and Gas durlntg its negotiations to amend the Northstar
Unlt_ldeases_. Please fax the committee a copy of the language which was under
consideration.

| would also appreciate your summarizing how the formula would have worked in terms
that a layman is likely to understand (fax numberis (907) 465-3810). Thank you again for
our assistance in expediting the Resources Committee's review of SB 318 and in
urthering its understanding of the agreement between BPXA and the Department of
Natural Resources.

Chairman



fSTSM  BP EXPLORATION BP Bxploration (Alzsia) Ic
900 East Benson Boulevard
PQ Box 196617
M JII Anchorage, Alaska 99519-6612
(907) SR
April 10, 1996

The Honorable Loren Leman, Chair
Senate Resources Committee
Alaska State Legislature

State

Capitol

Juneau, AK 99801

Dear Senator Leman:

In response to the letter by Annette Kreitzer of your staff on April 5 regarding SB 318,
BP provides the following information on the Northstar project and lease Agreement.:

1

384.

6.

Common Carrier Status of Northstar Pipeline and Estimated,Tariff. The
Northstar pipeline from Seal Island which will deliver sales all t TAPS will be a
regulated common carrier lire. The tanff isestimated to be between $.25- $1.00
per barrel depending upon actual pipeline construction costs, throughput
volumes, and operating expenses.

Acreage of Fabrication Yard. The estimated size of the required fabrication yard
at the port area in Anchorage is approximately 5-10 acres.

Rate of Return on Late Life Field Investment with and without NPSL terms, A
ical incremental investment later in field life (2007) would have a rate of
retum of 21% without NPSL terms versus 10% with NPSLs in effect.

BP Comments on Net Profit Lec™ 10 Regulations (1979) and Net Profits Lease
Sales (1979 and 19821 In response to your question, BP talked with parties
involved in the initial NPSL legislation and regulations who recall that Sohio/BP
and other companies almost uniformly opposed net profit share leasing. The
industry did work with the state in drafting regulations to be workable from an
accounting standpoint. They recall that while industry may not have been in
supportive about the new NPSL statutory scheme, they worked with the state in
order t have the regulations in place for the joint state-federal lease sale in
1979. We are continuing to review BP"s files and will be happy to reguest the
State of Alaska Department of Law for copies of comments and testimony which
BP/Sohio may have provided.



April 10, 1996
Page 2

We look forward to working with you and other members of the Senate on the
Northstar legislation.

BP Bxloration (Alaska), Irc.



Alaska State Legislature

SENATERESOURCES COMMITTEE

N . State Capitol
Official Business Juneau AK 99801

April 5, 1996

Mr. Eric Luttrell
BP Exploration (Alaska) Inc.
via facsimile: 564-5900

Mr. Luttrell:

During the April 3,1996 Senate Resources Committee hearing several questions were
asked and you responded that you would like to get back to the committee with the
requested information.

| have listed the questions below:

1) Regarding the description of the island and facilities, the gu_es_tion was whether the
pipeline would be a common carrier pipeline. Members sought additional confirmation that
It 1s proposed to be a common carrier pipeline and the estimated dollars per barrel tariff.
(You replied that Daryl Oipin could answer the question, and that you'd be able to supply
the answer to the committee.)

2)  Senator Taylor wanted to know the acreage necessary for your assembly. (This
followed a discussion between Chairman Leman and you on fabrication.)

3? Senator Frank wanted to know if the rate of return on additional investment would

always be prime. This was in reference to a discussion between you and Senator Frank on
net profit leases. You clarified the question to "whatwould be the rate of return of late life

investments in the field", and said you would "get back with a precise number".

4)  Senator Frank wanted an example from BP of the rate of return on additional
investment (You said "we can go back and geta very simple calculation and bring it in
and show it to you...")

5) Senator Leman wanted to know did BP participate in the rulemaking process or
comment on the (haft net profit leasing regulations when they were proposed by DNR

6) Senator Leman wanted to know if BP ever provided testimony or formally
communicated with DNR its view that the leasing provisions were not profit related before
1979 and 1982 when it successfully bid on the net profit sharing leases it owns in the Duck
Island and Pt Thomson units.

Annette E. Kreitzcr, Aide to
Senate Resources Committee



NPSL Accounting Handouts
April 11,1996

Prepared By

A laska Department of N atural Resources

D ivision of O il and G as



NPSL ACCOUNTING FLOW DIAGRAM

Ending March 1996 Development Account Balance
(carried forward to April if negative)

Aoril 1990
ataiifato Preliminary nevelocment Account Balance m
(Beginning) Prior Month S Development Account Balance (negative)

Plus: New Net Capital Costs (negative)
Plus: Net Production Revenue (usually positive)

Development Account Balance before Interest Calculation (can be positive or negative)

N

Step2 A payment is due (if balanpgjfajpslifiya)
Ending Development Account iszero aftera NPS payment

Step ?
Plus: Accrued Interest on Development Account Balance (only ifbalance is negative)
Ending Development Account Balance snegative

(carried forward to May if negative)
Beginning May 1996 Development Account Balance

New Net Capital Costs Equal
New Capita] Costs

Plus: Rentalpayments to State
Plus: Tax payments to State
Less: Credits & reimbursements

Net Production Revenue Equals:

Production Voijmes times Production Values
Less: Directoperating costs

Less: Royalty payments to slate

It ending balance is positive then a net profit share
payment is made. NPS payment = positive devolopmen
account balance times the NPS rate.

Interest accrual is based on the average ol
the beginning and ending balances. Interest
rate is the average prime commercial lending
rate of three specified banks.



NET PROFIT SHARE LEASE ACCOUNTING

1. OVERVIEW

Tho State S Net Profit Share Lease (NPSL) regulations define an accounting system and
procedures to follow in the adninistration of NPSLs. The regulations Purpose isto allow
a lessee to recover al appropriate development costs, with interest, and operating costs
from production revenue before any net profit share becomes due the state from the
lessee. These regulations provide for the monthly accumulation of certain costs in three
accounts: the development account, the production revenue account, and the net profrt
payment account. 11 AAC 83.201-.295

In simple terms the system works as folloas: "ny positive balance remaining in the
production revenue account (revenues minus operating costs and royalties) at the end of
the month isused to reduce any accumulated costs in the development account. Any
positive balance remaining inthe development account iscarried forward to the net profit
payment account. The net profit payment account isshared with the State at the net profit
share rate specified inthe leae.

2. DEVELOPMENT ACCOUNT

The development account includes development costs which are gererally cgital
expenditures. Rental payments to the State or taxes payable are an appropriate charge
to the NPSL S development account for thet month. Positive balances from the production
revenue account are transferred monthly into the development account and reduce the
accumulated costs inthe development account to be carried forward.

The development recount accumulates costs that are primarily cpital innature. These
costs are defined in 11 AAC 83.219 subject to exclusions identified in 11 AAC 83.217.
Development costs for NPSL gererally consists of the folloving:

)] Cost of geolagical, geophysical, geotechnical and geochemical work
performed on or adjacent to the NPSL relating to pre- or post-arilling
operations. Such costs incurred prior t the inception of the lease (i€,
before the lease sale) are to be excluded.

2) Cost of design of construction projects as defined inthe approved
"Plan of Qperations."



3) " Cost of cpital work inprogress insupport of the NPSL on or adjacent to
the NPSL or on a contractor  premises.

4) Lease costs incurred to maintain an interest inthe NPSL.
5)  Cost ofvells located on the NPSL.

6) Cost of fecilities and equipment on or in support of the NPSL that are
required for continued or enhanced production.

1)) Cost of acquiring a production interest inthe NPSL.
8)  Capitalized ad valorem taxes.

9 General overhead and adninistrative expenses at the rate of three percent
of the costs defined in 1), 2), 3), 5) and S) above.

Al costs are accounted foron an accrual basis and are limited by the definition of direct
charges as established in 11 AAC 83.243. Further, only the reimbursable (from co—
owners) portion of those costs of the lessee may be used in calculating the charge to the
development account.

Development account balances are carried forward from month tomonth and interest is
earned on these balances. The interest rate is specified inthe lease sale terms, typically
the average of the prime rates of three large banks. The iInterest that isearned on these
balances further increases the total development costs 1o be carried forward uial net
production revenue issufficient to recover the cumulative development costs plus interest
o date. When the development account has a positive balance at month end, the positive
balance is transferred to the net profit payment account, leaving a zero balance in the
development account.

C. PRODUCTION REVENUE ACCOUNT

The production revenue account captures production revenue, direct operating costs, and

royalty payments (the net profit share payment to the state is excluded). The NPSL
production revenue Is a positive amount credited to the account for each month 3
production. NPSL direct operating costs and royalty payments are charges (negative

amounts) to the account.
Production Revenue generally consists of:

1)  The value at point of productioi "of lessee"s gross share of aill and gas



produced from the NPSL, excluding fuel consumed, and volumes flared
for safety or unavoidably lost or reinjected for conservation purposes.

2) Al extraordinary production revenue or lcss.
Direct Operating Costs generally consists of:

1)  Directcharges incurred forvells, faalities, and equipment on or in support
of the NPSL after commencement of commercial production thet are in

support of development or production operations that are not excluded or
charged as development costs.

2)  CGeneral overhead and adninistrative expenses not to exceed nine percent
(%) of allonable direct operating costs defined in item 1 above.

3)  Accrual of abandonment costs anortized o unit-of-proouction besis.

4)  Lichlity for taxes imposed on the value of production or sales from an
NPSL incurred by a lessee.

Ad valorem taxes paid which are based on th"' value of lessee S prop jrtes

used directly inthe production, gathering, or treatment of productior from
an NPSL.

When the month-end account balance inthe production revenue account isnegative, the
amount scarried over to the followving month. When the month-end balance s positive,
the amount istransferred to the development account, leaving an ending balance of zero
In the production revenue account.

D. NET PROFIT PAYMENT ACCOUNT

The net profit payment account equals the positive amount, ifany, transferred from the
development account. The net profit share payment due the State equals the balance In
the net profit payment account nultiplied by the net profit share rate. This rate isa fixed
percentage determined erther through competitive bidding or by the Commissioner of

Natural Resources prior to the lease sale. Further cetails about NPSL reporting and
payment are contained in 11 AAC 83.201-.295.



Two Examoples of Actual NPS D evelopment
A ccount Balances—One Producing Lease and

One Explored ButUnndeveloped Lease

Listing of CurrentNPS DevelopmentAccount

Balances by Field



ADL 312828 SOHIO & BP DEVELOPMENT ACCOUNT ENDING BALANCES

V400.000.000 00

V350.000.000 00

V300.000,000.00

V250.€C00.000 00

000000000

V150,000.000 00

M00.000000M

$50,000,000.00 -

SO LI ) S S S

NPS Lease

Duck Island Unit

Endicott Pool

Production Start Up Late 1987

SOHIO
0-u0Eg<



DOLLARS

ADL 312798 NPSL DEVELOPMENT ACCOUNT ENDING BALANCES

1140.000 000 00

J2000000000

48485348485353232353532348535323532353
110000000000

J80.000.000 00

J60.000.000 00

J40.000.000 00

J20.000.000 00

. 31- 1- 3]_ 3- s1 30- 30- 30  30-  29-
31- J31 J30- ,\3& (‘% & 31 Jga%] Mﬂ- Fn- Jon No& Apr Sep Fb-
- un'‘ 6 a7 so 90 90 91 91 92
Aelg 8i at al DATE
NPS Lease

North Star Unit
No Commercial Production to Date



NET PROFIT SHARE ACCOUNT

BALANCES BY FIELD

DUCK ISLAND UNIT-TW O NPS LEASES
$203 MILLION

KUPARUK RIVER UNIT-POUR NPS LEASES
$123 MILLION

MILNE POINT UNIT-FOUR NPS LEASES
$35 MILLION

NORTH STAR UNIT-FIVE NPS LEASES
$259 M ILLION

KUUKPLIK UNIT-18 NPS LEASES
$73 MILLION

POINT THOMSON UNIT-FIVE NPS LEASES
$93 MILLION

NORTH NIAKUK AREA-ONE NPS LEASE
$42 MILLION

GRAND TOTAL- $828 MILLION



Assumptions used in lllustrative Northstar Model

Project Life: Production ramp-up in 4th Quarter 1998; full production in 1999; end of field
life in 2012.

Wells: 15 producers.

Original Oil in Place (OOIP): P(90) = 310 MMBO
Mean = 260 MMBO
P(10) = 210 MMBO
Reserves: P(90) = 160 MMBO
Mean = 130 MMBO
P(10) = 105 MMBO
Peak Production rate: 50,000 bbVday
Capital Expenditures (real 1996 dollars):
Facilities: Low = $205 MM
Base = $237 MM
High —  $278 MM
Drilling Low = $75 MM
Base = $85 MM
High = $110 MM
Pipeline Low = $25 MM
Base = $28 MM
High = $53 MM
Total Low — $305 MM
Base = $350 MM
High = $441 MM
Appraisal Costs Low = $25 MM
Base = $28 MM
High = $30 MM
Operating Costs Low — SI.40/bbl
Base = $1.50/bbl
High — $2.00/bbl
Initial Abandonment Costs: 5% Facility Capex (estimate provided by DNR
10% Drilling Capex Petroleum Engineer)

BPXA’s Working Interest: 98 % (Murphy Oil owns 10% of OCS Y-181)



Tract Allocation: 76.8% State (No production allocated to ADL 355001)
23.2% Federal

« State royalty rate: 20%

« Supplemental royalty: ~ As proposed.

« Federal royalty rate: 16.67% (sliding scale not calculated; state receives 27%
share of Federal royalty)

« Net profit share: 89.4% (average ofthe five state leases)
« Development Account beginning balance (1996): $262 MM

+ Severance Tax: 12.25% for first five years production, 15% thereafter;
subjectto ELF.

« Conservation and oil spill tax; ~ $0.034/bbl

« Ad valorem tax rate: 2%

« State income tax rate: 2% (estimate provided by DOR Petroleum Economist)
« Federal income tax rate: 35%

« Oil Price Forecast: DOR’s Fall 1995 Base Price Forecast.

PS-1 price = Northstar wellhead and derived from DOR’s forecast
of TAPS tariffs and marine costs. No adjustment made for quality,
pumpability, infrastructure charges, or upstream tariffs.

Inflation Rate: DOR’s Fall 1995 Base Price Forecast
3.0% in 1997; 3.2% thereafter.
« Real Prime Rate: 8.25% (Anchorage Daily News, 4/8/96)
« Nominal Discount Rate: 10%

General: Stand-alone project, no facility sharing. Involves water flood and gas injection;
process sales quality crude for delivery to TAPS. Expansion ofthe existing man-made Seal
Island exploration island. Undersea, buried 12" pipeline to shore, 5 miles offshore/11 miles
onshore; tie-in to Kuparuk Pipelinejust west of TAPS Pump Station #1

Kevin Banks, ADNR
April 11, 1996



Sheetl

"SIMPLE" Discounted Cash Flow Model

Year 1 2 3 4 5
Gross Oil (MMBOYY) 0 5 10 6 2
State Royalty Rate 12.5% 12.5% 12.5% 12.5% 12.5%
Royalty Oil 0 0.625 1.25 0.75 0.25
WIO Oil 0 4.375 8.75 5.25 1.75
Oil Price 12.00 12.10 12.15 12.20 12.25
WIO Revenue 0.00 52.94 106.31 64.05 21.44
Capex 100.00 75.00 0.00 0.00 0.00
Opex 0.00 7.50 15.00 9.00 3.00
Total Cost 100.00 82.50 15.00 9.00 3.00
Net Revenue -100.00 -29.56 91.31 55.05 18.44
Income Tax Rate 0.35 0.35 0.35 0.35 0.35
Income Tax -35.00 -10.35 31.96 19.27 6.45
After Tax Cash Flow -65.00 -19.22 59.35 35.78 11.98
NPV @10% = $1.50

ROR = 11%

Page 1



Assumption: S4

Triangular distribution with parameters:

Minimum
Likeliest
Maximum

Selected range is from $1.00 to $7.00

Assumption: Apr
Normal distribution with parameters:

Mean
Standard Dev.

End of Assumptions

Report2

Assumptions

$1.00
$1.80
$7.00

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

Page 1
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REPORT9.408

Forecast: AKSUPP-REAL Cell: AF149

Summary:
Display Range is from 30.0 to 65.0
Entire Range is from 34.7 to 67.8
After 200 Trials, the Std. Error of the Mean is 0.4

sties: Value
Trials 200
Mean 49.2
Median (approx.) 48.8
Mode (approx.) 50.4
Standard Deviation 6.0
Variance 35.8
Skewness 0.23
Kurtosis 3.00
Coeff. of Variability 0.12
Range Minimum 34.7
Range Maximum 67.8
Range Width 33.2
Mean Std. Error 0.42

Forecast: AKSUPP-REAL

Cell AF149 Frequency Chart 198 Trials Shown

056 — 1

042 . 825

m»

Jﬁ 028 55 -a
J@) ﬁ

014 .. 275

o UL

300 388 475 %63 650

Page 33



REPORT9.408

Forecast: AKSUPP-REAL (cont'd) Cell: AF149
Percentiles:

Percentile Vcilue (ciDDroXii

0% 34.7

10% 41.6

20% 44.2

30% 46.1

40% 47.2

50% 48.8

60% 50.5

70% 52.1

80% 54.4

90% 56.7

100% 67.8

End ot Forecast
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Northstar Economic Evaluation RESOURCES

Estimated Total Revenues | _
Accounting for the effects of "Price ~ With Supplemental Royalty With Net Profit Share With Net Profit Share

Volativity" and and and
Early Development Early Development Delayed Development

(Real 1996 Dollars)

State Revenues

State Royalty 255 256 257

State Supplemental Royalty 50) 0 4(]‘)'

NPSL 0 L 107! g J

State Share of Federal Royalty 16 16 6

Sevelr:ance Tax 5:6)) 52 53

Spill F Conserv. Tax

Ad Valorem Tax 40 40 gg

Income Tax 24 22

Total 444 502 444
Federal Revenues

Royalty (Net of State Share) 44 44 44

Income Tax 218 198 213

Total 262 247 258
BPXA Cash Flow

After Tax Funds Flow 355 319 3%6

20.8% 21.1% 20.4%

Real Rate of Return

‘Aaauming 3.2 parcant Inflation rata from DOR Fall 1996 Baaa Prica Foracaat Totala may not add dua to rounding.

BPNSU9A.320. Ravanue

(This liWe ia baaed on BPXA'a moot likely eaomeie of raaervea,
capital and operating coatf, and DOR'a Fal '95 Baaa Prica Foracasi.)

3/29/96. 10.05 AM
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REPORT9.408

Forecast: AKSUPP-REAL

Summary:
Display Range is from 30.0 to 65.0
Entire Range is from 34.7 to 67.8
After 200 Trials, the Std. Error of the Mean is 0.4

sties: Vaue
Trials ZD
Mean 492
Median (approx.) 48.8
Mode (approx.) 504
Standard Deviation 6.0
Variance %.8
Skewness 0.23
Kurtosis 3.CD
Coeff. of Variability 012
Range Minimum 347
Range Maximum 678
Range Width 33.2

Mean Std. Error 0-4’2

Cell:

AF149



REPORT9.408

{T | Forecast: AKSUPP-REAL (cont'd) Cell: AF149

Percentiles:

Percentile Value (approx.)
0% 34.7
10% 41.6
20% 44.2
30% 46.1
40% 47.2
50% 48.8
60% 50.5
70% 52.1
80% 54 .4
90% 56.7
100% 67.8

End of Forecast
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Northstar Economic Evaluation

Estimated Total Revenues

Accounting for the effects of "Price  With Supplemental Royalty With Net Profit Share With Net Profit Share
VcJativity™ a<d ard an<*
Early Development Early Development Delayed Development

(Real 1996 Dollars)

State Revenues

State Royalty 255 256 257
State Supplemental Royalty __ 50 Aj)ﬂ 4(1
NPSL 0 . I
State Share of Federal Royalty 16 16 16
Severance Tax 56 58 59
Spill & Conseiv. Tax 3 3 3
Ad Valorem Tax 40 40 46
Income Tax 24 22 23
Total 444 502 444
Federal Revenues
Royalty (Net of State Share) 44 44 44
Income Tax 213 193 213
Total 262 242 258
BPXA Cash Flow
After Tax Funds Flow 355 319 346
20.8% 21.1% 20.4%

Real Rate of Return

‘Aaauming 3.2 (meant Inflation rat* from DOR Fall 1996 Baa* Prica Foracaat Totals may not add dua to roundlnj.

(This libit It baud on Bt'’XA'a moil likaly ntimin ofm m u, 3/29/96. 10.05 AM

WNSUSA 320. Acotru* capita/ and opa/aong com and OOR'a Fai '86 Itu fnCt Fo/acaatl



MEMORANDUM State of Alaska

DEPARTMENT OF NATURAL RESOURCES DIVISION OF OIL AND GAS
To: Ken Boyd DATE: Anpril 12,1996
Director
FILE NO:
THRU:

TELEPHONE: 269-8799

FrROM: B ill Van Dyke SUBJECT: Senate Resources Hearing-
Kevin Banks = April 11,1996

Several questions were raised at last night's Senate Resources Committee hearing on SB 318
(Northstar Lease Amendments). Senator Halford asked about the ultimate recovery expected for
the Prudhoe Bay reservoir. As he observed, early recovery estimates were in the range 0f9.6
billion barrels. We all know that this humber has grown significantly overtime. As oftoday the
expected recovery at Prudhoe Bay is estimated to be 13 billion barrels.

Almost all this growth can be attributed to gas cycling and enhanced oil recovery benefits. The
9.6 billion barrel estimate did not include long-term high-volume gas cycling, nor did it include a
miscible gas injection and NGL project. The benefits ofgas cycling, miscible injection, and
enhanced o il recovery, however, were not achieved without cost The lessees have spentin
excess o0 f$2 billion on these projects. The estimates o foriginal-oil-in-place (OOIP) have
changed very little since production start-up. The OOIP for the Prudhoe Bay reservoir is still
about 23 billion barrels. As with the Northstar reservoir, the overall geology is pretty straight
forward and the early seismic did a goodjob atdefining the size and shape o fthe container.
What 1i3s changed over time at Prudhoe Bay have been the estimates ofhow well the given
container can be drained. Likewise, we do not believe thatthe size ofthe container at Northstar
w ill change. Moreover, we believe that it is highly unlikely that the recovery rate at Northstar
w ill exceed the recovery rate at Prudhoe Bay o f 55 percent which was achieved after over $2

billion ofincremental investments.

We also discussed the 3-D seismic that w ill be shot at Northstar this summer season. That data
w ill be used to target specific bottom-hole locations for each production and injection well. The
3-D data w ill allow BP XA to optimally place each wellbore, avoiding small faults and localized
anomalies. | do not expect the 3-D data to significantly change the size or the shape ofthe

overall container at Northstar.

Senator Frank asked during the hearing what the real rate o freturn would be to BPXA if it were
to shut-in the field before the net profit share began to pay out to the state. Realistically, our
assumption that development o f the Northstar U nit under a net profit share system w ill be
delayed should be used to examine this effect. Assuming that full production begins in 2002, the
development account reaches zero in 2011, and net profit shares are paid to the state begining in



2012. Ifthe field produces for ij dill life, BPXA’s RROR is 20.4%. Ifwe cut off the
calculation of the RROR at the year 2011, it drops slightly to 19.9%.1 This demonstrates that
there is still a positive cash flow, though discounted, to BPXA after 2011 which contributes to

the RROR estimate.

After the hearing, Senator Halford asked about the effective severance tax rates applicable to the
Northstar development as forecasted in the most likely case. The attached chart addresses his
question and shows the annual effective severance tax rate after adjusting for the economic limit
factor. This chart also shows the number of overall severance tax barrels based on these
percentage rates. The timing of development has no affect cn these figures; early development is

shown.

Also attached is a second copy of the model that was presented last night to the committee. In
this version of the model, the supplemental royalty is calculated. We have also included a
revised copy of the “Assumptions Used in the Illustrative Northstar Model” handout that has the

“Nominal Discount Rate 10%” in boldface type.

Kevin Banks will prepare a response to Senator Leman’s letter received this morning, using the
“Ilustrative Northstar Model,” as requested. These results should be available early next week.

Attachments.

1This assumes delayed development Senator Frank was looking at this question as if there wowld be no delay
under the net profit share. The results are similar. Full field life RROR is 19.9. Ifthe field were shut-in in 2007,

the RROR is 19.4%.
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Northstar Proposal
Forecast Effective Severance Tax Rates

Alaska Department of
NATURAL

RESOURCES

w/NPS vv/Supp.

Royalty

Gross Oil (MMBO) 130 130
State

Royalty -20 -20

Supplemental Royalty -0 -3

State Share of Federal Royalty -1 -1

Federal Royalty -3 -3

BP Net Oil (MMBO) 103 100

Severance Tax Barrels (MMBO) 4.54 4.50

o) & CQOE 8 8 B; g

20
g0

BPNSU9A.320, Severance Rate (This chart is based on BPXA's most likely estimate of reserves.) 4/12/96, 11:13 AM



Assumptions Used in the lllustrative Northstar Model

Project Life: Production ramp-up in 4th Quarter 1998; full production in 1999; end of field
life in 2012.

Wells: 15 producers.

Original Oil in Place (OOIP): ~ P(90) = 310 MMBO
Mean — 260 MMBO
P(10) = 210 MMBO
Reserves: P(90) = 160 MMBO
Mean = 130 MMBO
P(10) = 105 MMBO
Peak Production rate: 50,000 bbl/day
Capital Expenditures (real 195 dollars):
Facilities: Low = $205 MM
Base = $237 MM
High =  $278 MM
Drilling Low $75 MM
Base = $85 MM
High =  $110 MM
Pipeline Low S8 $25 MM
Base = $28 MM
High =  $53 MM
Total Low $305 MM
Base $350 MM
High =  $441 MM
Appraisal Costs Low $25 MM
Base = $28 MM
High =  $30 MM
Operating Costs Low T $1.40/bbl
Base = $1.50/bbl
High -  $2.00/bbl
Initial Abandonment Costs: 5% Facility Capex Estimate provided by DNR
10% Drilling Capex etroleum Engineer)

BPXA’s Working Interest: 98 % (Murphy Oil owns 10% of OCS Y -18i)



* Tract Allocation: 76.8% State (No production allocated to ADL 355001)
23.2% Federal

« State royalty rate: 20%

« Supplemental royalty:  As proposed.

* Federal royalty rate: 16.67% (sliding scale not calculated; state receives 27%
share of Federal royalty)

 Net profit share: 89.4% (average of the five state leases)

« Development Account beginning balance (1996): $262 MM

« Severance Tax: 12.25% for first five years production, 15% thereafter;
subject to ELF.

« Conservation and oil spill tax: ~ $0.034/bbl

+ Ad valorem tax rate: 2%

State income tax rate: 2% (estimate provided by DOR Petroleum Economist)

+ Federal income tax rate: 35%

« Oil Price Forecast: DOR’s Fall 1995 Base Price Forecast.
PS-1 price = Northstar wellhead and derived from DOR’s forecast

of TAPS tariffs and marine costs. No adjustment made for quality,
pumpability, infrastructure charges, or upstream tariffs.

+ Inflation Rate: DOR’s Fall 1995 Base Price Forecast
3.0% in 1997; 3.2% thereafter.

Real Prime Rate: 8.25% (Anchorage D aily News, 4/8/96)

NominalDiscountR ate: 10% (A.D. Little Report)

General: Stand-alone project, no facility sharing. Involves water flood and gas injection;
process sales quality crude for delivery to TAPS. Expansion of the existing man-made Seal

«Island exploration island. Undersea, buried 12" pipeline to shore, 5 miles ofifshore/11 miles
onshore; tie-in to Kuparuk Pipeline just west of TAPS Pump Station #1

Kevin Banks, ADNR
April 12, 1996
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Al aska State Legislature

SENATE RESOURCES COMMITTEE

Stete Capitol
Official Business Juneau AK" 99801
MEMO

TO: Senator Pearce, ViceChairman

Senator Halford

Senator Frank

Senatrr Taylor

Senator Hoffman

Senator Lincoln
FROM Senate Resources Committee S

(X4907)
DATE: April 3,1996
RE: Requested material on SD 318: Northstar Lease Agreement
Attached are materials requested or relevant to SB 318:
1) Letter to Ken Boyd (4/2/96) requesting names o f representatives o f other companies
who competed for netprofit leases in Sale 30. (and reply)
2) Memo to BP, DNR, Law requesting responses to questions asked by Committee
members at March 29 hearing and reply from BP. Some responses still pending from Law
and DNR.
3) Response from DNR to question o f who owns the otherexisting 39 net profit share

leases. In two formats:
Format one is Ownership W ithin Leases
Formattwo is alisting by lease number

4) Two articles relating to oil projects in Venezuela



Al aska State Legislature

State Capitol

ici i ) neau AK 1
Official Business Senate Resources Committee Juneau 9980

April2,1996

Mr. Ken Boyd, Director
Division of OH and Gas
Department o f Natural Resources
via fax: 562-3852

DearDirectorBoyd:

Last week you provided me with acopy of a notebook entitled "Northstar U nit Briefing
Paper— March 1996" which contains several documents pertaining to the history ofthe
leases within the Northstar Unit. Among those documents is a December27,1979, letter
entitled "Results o f the 30th Competitive O il and Gas Lease Sale" (Tab 3) and an
accompanying summary ofthe companies submitting bids in that sale and the amounts of

those bids.

Some of the testimony and committee questions concerning Senate B ill 318 to date have
centered on the litigation risk associated with renegotiating the com petitively bid terms of
Northstar leases as the commissioner has done in this case. Forexample, questions have
arisen about who would have standing to litigate, whether the passage o f time lessens the
risk of successful litigation, whether other lessees with net profit leases are similarly
situated to BP XA and whether the state would be sending the appropriate signal” to other
lessees by preferentially renegotiating amendments to the terms o f these leases and not
others.

In light of these questions, | would like to provide an opportunity for representatives o f the
other companies who competed for net profit leases in Sale 30 to address the committee to
share their views on the policy implications and litigation risk involved with the passage of
SB 318. In reviewing the list o fbidders, | note that several o f the companies no longer
exist— G ulfQil, for example— and that others may have new identities having been merged
with other companies or simply having been renamed since 1979.

I would appreciate it if you provide committee staffwith the current addresses and names
for contactpersonnel within each o f the companies that submitted net profit share bids in
Sale 30. | recognize that you and your staff are quite busy, but in the interest o f expediting
hearings on SB 318,1 ask thatyou provide this information by fax this afternoon if atall
possible. We would like to notify these companies o f theiropportunity to participate in
future hearings on SB 318.

Senator Loren Leman,Chaiman
Senate Resources Committee



DEPARTMENT OF NATURAL RESOURCES
OFFICE OF THE COMMISSTONER
400 WILLOUGHBY AVENUE
JUNEAU, ALASKA 99801-1796
PHONE: (907) 265120
FAX; (907) 465-3886

Please deliver to:

Location: FAX:
Date: L Time:
From:

Number of pages :
P Lading cover sheet

Commentj: . TH\ly tS c3Afr u_mf- Cwlco

.r~P>£

If you experience any problems receiving this FAX, please call Sharon or Eileen at
the above phone number.
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State of Alaska
DepartmentofN atural Resources
D ivision of OIL and G as

3601 C Street, Suite 1380, Anchorage, Alaska 99503

Fax Confirm ation Phone (907)465-2400 Fax (907)455-3886

FACSIMILE TRANSMITTAL

DATE A TIME: April 3, 1996 4:20 PM

PLEASE DELIVER TO: Annatta Kreitzar i
Alaska Sonata Raaouraaa committee

FAX NUMBER: 465-3810
NUMBER OF PAQEB (Iirdhcagmal): Jj

FROM: Kan Boyd

COMMENTS:

senator Halford asked for a legal analyaia regarding the
conclusion that tha development account on a laaaa la
tranafarable by tha original lessee to tha laaaaa"a assignee.

Attached 1a a copy of a daciaion by Judge Fabe, now Juatioa Fabe,
ravaraing tha DNRla daciaion that,tha davalopmant account eould
not ba tranafarad. Justice Fabala ratienala vaa that tha state"*
oil and gaa leasing statute, AS ?a.05.1!10, contaaplatas a lease-
specific eyatan, not a laaaaa-apacific system and tha davelopaant
account In laaaa, not laaaaa, specific. Accordingly, aha
conoludad that an assignaant of tha laaaa conatitutaa and
aaaignaant of tha davalopmant account.

cc: Jaff landry, DOL

Attachmant



EXHIBIT _£

PROJECT SCHEDULE

The Northstar Development Project (‘the Project”) is described Inthe 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 in 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 deemod to have failed to comply with this

schedule.
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IH THE SUPERIOR COURT FOR THE STATE OF ALA81A
THIRD JUDICIAL DISTRICT

BP EXPLORATION (ALASKA),
INC.,

Appellant,

va.

STATE 07 ALASKA, DEPARTMENT
OF NATURAL RE8OURCSS,

Appellee.
Casa Mo. 3AN-50-225 Civil

Case No. 3AN-90-277 Civil

MARATHON OIL COMPANY* an (Consolidated)
Ohio Corporation,

Appaliant,

vg.

STATE OF ALASKA, DEPARTMENT
OF NATURAL RESOURCES,

Appallaa.

DECISION
This court, having considtred tha parties® brlafs
on appaal# tha raeord on appeal, and oral argument on January
24, 1191, haraby REVERSES tha daelilon of tha Department of
Natural Raioureas for tha following reasons*
I. FACTUAL BACKqROmffi

Zn Dacaabar, 1979, tha Stata of Alaska eondaeted

an oil and gaa laaaa aala, Issuing a nat profit share laasa
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(haraaftar "NPSL”?» to Marathon Oil Company (haraaftar “Marathon?
and Aaarada Haaa Corporation (haraaftar "Aaarada®), as co-lasaaaa.
The NP8L mathodia ganarally daaorlbad in as 31.0S.110 aai

a fixad oaih bonus with a fixad royalty ahara raaarvad

to thaatata of not lass than 12 */2 paroant in

amount or valua of tha production ramovad or sold

from tha laaaa with tha ahara of tha nat profit

darlvad from tha laaaa raaarvad to tha atata aa

tha bid variabla. AS 38.05.180(fF)(5).

Tha ralavant ragulationa, 11 AAC 83.201-295, datail tha aystanm,
undar which tha laaaaa malntalna a production ravanua account,
a davalopmant account, and a nat profit paymant account.

Whan tha laaaa bagina to produca, tha laaaaa appliaa ravanua
galnad agalnat tha davalopnant coats axpandad. Only aft**
racovaring tha davalopnant coats doaa tha laaaaa bagin to

pay tha atata a parcantaga of i1ta nat profits.

Zn 1980, Marathon and Aaarada antarad into a contract
with Bf Exploration, Inc. (haraaftar "BP-j to drill a wall.
Surfaca antry waa to ba on land laasad to BP, and tha bottom
hola waa to ba on land laaaad by Marathon and Amarada.
Diaagraamanta aroaa aa to various datails of tha drilling#
and a lawsuit raaultad. Zn an affort to aattla tha oaaa,
Marathon and BP antarad into a praliainary agraamai t by which
Marathon would assign i1ta iIntaraat in tha laaaa to BP# rataining
a futura production ovarrida in raturn for BP*a paymant of
an undisclosed amount. Aa an aaaantial part of tha agraamant#

Marathon and BP intand that Marathon®s davalopmant aoeeunt#

worth $23 million# tranafar antiraly to BP.

-



Tha partiaa wrota to tha Dapartmant of Natural Resources
(haraaftar "DNR"), requesting DNR*a intarpratation of tha
ralavant regulations aa to whether tha davalopmant account
could tranafor to BP. DNR, on April 14, 1989, responded what
the developaent account waa leaaae, not lease, specific and
that tha account would not transfer in ita entirety. Under
DNR*a Intarpratation, BP would hava a davalopmant account
balance that raflooted i1ta own direct coata, aa wall aa that
portion of tha BP/Marathon contract that could ba attributed
to_facquisition of development expenses™*-

Marathon and bp asked DNR to reconaider 1its position
and, on August 3, 1989, DNR confirmed ita earlier intarpratation,
stating that tha decision "comport* with both tha purpoaaa
of NPSL leasing and tha inalatanay of industry that NPSL account
balances ba leaaee-specifio to aocount for tha unique altuatlon
of each leaaae"* Again, on October 4, 1989, after raconaidaring
ita earlier decisions and meeting with tha parties, DNR*a
director affirmed DNR"a positjon, noting that "[w]hlle policy
or falrnaaa consideration* arguably favor tha treatment requested
by Marathon and BP, 11 AAC 83.219(b)(7) precludes thie treatment".
The coamiaalonar, on appeal, affirmed tha director™s decision
on December 7, 1919.

11 AAC 83.219, entitled "Davalopmant Coata™, provides

aa fTollowst
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(b) Tha laaaaa®a davalopmant coata for a NPSL
aqual dlract chargaa, aa daflnad in 11 AAC 12.243,
that ara not axoludad undar 11 AAC 23.217 and that
ara dlractly attributabla to a NPSL for...

* * *

(7) that portion of tha full conaideratlon

given by tha laaaaa in acquiring a production Intaraat

In tha MP8L that ia proparly attributabla to tha
walla, faellltiaa and equipment on or In aupport

of tha NPSL which diraotly raault in or ara naoaaaa”y

for continuad or anhanoad produotion from >.a NPSL,

aa oppoaad to tha conaidaratlon glvan for tha laaaa

itaelf; tha laaaaa tranafarrlng tha production

Intaraat muat cradit hla davalopmant account for

a lika amount.... 11 AAC 83.219(b)(7).

BP and Marathon praaantly appaal DNR"a daclalon.
bp arffuaa that DNR arronaoualy Intarpratad 11 AAC 83.219,
aaaartlng that tha davalopmant account la laaaa, not laaaaa,
apacifio and that an aaaignmant of tha laaaa conatitutaa an
aaaignmant of tha davalopmant account. Zn aupport of thia
poaltion, BP rafara to tha atatuta®"a languaga, federal
Intarpratation of aitallar fadaral atatutaa, and lagialatlva
Intant. BP alao allagaa that thia intarpratation violataa
tha laaaa®a expraaa tarma.

Marathon jolna in with thaaa argumanta and adda
that DNRla daclalon rapraaanta an unconatltutlonal taking,
violataa aqual protaotlon, unjuatly anrlchaa tha atata, and

conatitutaa a raatralnt of allanatlon.

ZZ. STANDARD OF RBVIBI

Tha primary laaua on appear 1& whether DNR oorractly

Intarpratad tha laaalng atatuta and regulation, AS 38.05.180
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and 11 AAC 63.219, respectively, in refusing to recognise
tha validity of tha tranafar from Marathon to BP of tha davalopmant
account.
Tha Alaaka 8upraxna Court in Truataaa for Alaakf
v. Stata DNR. 793 P.2d 805 (Alaaka 1990), held*
To ba valid a regulation muat ba eonaiatant with
tha authoriaing atatuta and raaaonably nacaaaary
to oarry out tha atatutala purpose....An administrative
agency*a Intarpratation of ita own regulation ia
normally glvan affect unlaaa plainly arronaoua or
inconaitatent with tha ragulatlona. At 612.
I1l1. INTERPRETATION OF 11 AAC 66.219
DNR intarprata tha atatuta and, particularly, tha
regulation to provide that only a amall portion of tha axpanaaa
which Marathon incurred on developing tha laaaa will tranafar
to a?, raflooting only what BP paid Marathon for "walla, facilltiea,
and equipment”e Thia interpretation is both unjuat and unlawful
and muat ba aat aalda aa plainly arronaoua.
Zn ravlawlng tha ragulation, tha court*a flrat atap
ia to addraaa whathar 11 AAC 66.219 ia both eonaiatant with

AS 36.05.160 and raaaonably naeaaaary to carry out tha atatuta*a

purpose, flae Truataaa for Alaaka v. State PMR. man*

Racauaa tha plain language of AS 36.05.160 contanplatea
a leaee-apeeiflo ayatam, and 11 AAC 93.219, aa Intarpratad
by DNR, contemplatea a leaaae-apeciflc ayatam, 11 AAC 63.219

la inconaiatent with tha atatuta. specifically, AS 36.05.160(F)(5)



