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diaouma "production removed or aoid from tha laatf* and

tha "ahara of tha nat profit darivad from tha laaaa" whan
describing tha NPSL bidding method. (Emphasis added.) A
plain raading of thia languaga Indidates that calculations

ara based on tha aonay expended upon and aarnad from tha laaaa.
Tha statute doaa not auggaat an intent to link thaaa aoaounta

to a particular laaaaa.

BP*a analyaie of tha laglelativa history, tha analogous
fadaral atatuta, and othar ragulationa aupport thia raading,
which 1a alao apparent from tha atatuta®a faea. Per axampla,
BP.bointa to varioua"raporta contemplated by tha Legialature
whan diacuaaing tha Alaaka Land Act"e 1976 amendments. Of
particular intaraat la a 1977 report by Haaon Oaffnay, "Oil
k Gaa Laaaing Policyi Altarnativaa for Alaaka in 1977 (A
Report to tha State of Alaaka, Jay S. Hammond, Governor, Department
of Natural Resources, Guy Martin, Conniasioner, and to tha
Alaaka State Legislature, Interim Committee on Oil and Oaa
Taxation and Leasing Policy, Chancy Croft, Chairman)"™ (Fab.

1, 1977) (Microfiche No. 511-517, Anchorage Law Library).

In this report, Oaffnay discusses tha nat profit share in
terms of a "nat prooaads tax"™, and notes that this tax ".is
BA Ififl* 1t 1s levied on tha income and expanses attributabla
to a particular "thing®", in this case tha leasehold".

at 52-53. Ba clearly distinguishes it from tha axampla of

an income tax, which i1s levied "in personam".
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The analogous federal atatuta and regulations, found
in 43 U.8.C. f 1337(a)(1)(D), (E), (F) (Waat 1986) and 30
C.F.R. 230, alco aid intarpratation* In answer to a quaation
about tha aaaignability of tha davalopnant account (oallad
a "capital raoovary account™, in this fadaral aohama), tha
fadaral Minarala Managamant Sarvica atatadi
Because tha NPSL capital account la maintained by
laaaa and includaa all costs Ineurrad during tha
tarn of tha NPSL, any coata Incurred by tha laaaaa
would ba carriad forward to tha aaalonee In tha
caaa of a farmout, That la, tha aaalonee would
begin NPSL operation with tha same balance In tha
NPSL capital account aa that remaining at tha time
of tha farmout. December 3, 1985 latter froa William
6. Oeldmiller, Chief, Royalty Valuation a Standards
Division, United States Department of tha Interior,

Minerals Management Sarvica, to Daniel Mills, Landman,
Texaco U.S.A. (Doc. Supp. at 93.)

Tha fadaral statute, llka tha state statute, has language
describing tha NP8L system in terms of profits derived "froa
tha lease”. Thus, tha federal government®"s intarpratation
of tha NP8L as lease-specific, provides support for reading
Alaska®s NPSL system in the seme.manner. !

The three-fold purpose of AS 38.05.110 has bean
discussed in Kellv v. ZamarallOt 48C P.2d 908 (.Alaska 1971),
and includes an intent "to insure that leases on valuable
oil and gas producing atata lands will be made available to
tha public on a fair and equitable basis, that tha atata will
ba adequately compensated for its natural resources, and that

the state™s resources are developed in an orderly fashion™.



Id. at 912. Tha purposes of the NPSL system specific-Ily
include avoiding prematura least abandonment, allowing leaa
well financed operatora to compats, and enabling paymanta

to correspond with banefita. wuniversity of California, Walter
J. Mead, Professor of Economics, <“Comments Prom an Soonomie
Parapeotiva on House Bill No. 854 in the Legislature in the
Stete of Alaaka, Tenth Legislature — Second Session™, Key

15, 1978. (Doc. Supp, at 415-416.)

11 AAC 83,219, aa intarpreted by DNR, furthers nona
of &peaa aims and apqglflcally dstrsots from soma. For example,
the fact that some of Marathon®s axpsnsss would be lost rune
eountsr to tha gsnsral purposs of fair and aquitable availability
of laaaaa. Also, although the statute Intanda to insure adequate
eompenaation of the state, DNR"minterpretation would give
tha atato, in this instance, more compensation then it would
have had 1f Marathon had not tranaferrad i1ts intsrsst. Thus,
ths rsgulatlon i1s not ressonsbly nsoossary to further the
statute”s purposee

The correot Interpretation of 11 AAC 83.219(b)(7)

Is that it pertalna only to partial aaalgnmants of leaaahold
interacts and would not apply to the complete aaaignmant .
contemplated by BP and Marathon. Thia interpretation is

consistent with the statute and furthars the statutory purpoaaa

by pravantlng doubla daductiona of development coats.



Specifically# 1t prevents « development cost that is included
in the assignor®s davalopnant account fron also being included
in the assignee®s development account. This interpretation
gives offset to the regulation®s requirement that "the leasee
transferring the production Interest must credit his development
account for a like amount™. 11 AAC 83.219(b)(7). This sentence
would have no meaning under DNR"s Interpretation that the
regulation applies to total assignments# as the assignor would
have no development account to credit.

The effect*of applying this regulation to a partial
nsfllgnmaiit is that thsre is no net change in the total amount
of development costa that will be used to calculate net profits

from the lease. It merely results in a reallocation of the

total development costs.

The state alternatively argues that BP and Marathon
are effeetuating a partial assignment# because Marathon plans
to retain an overriding royalty interest. The court finds
that the agreement assigns all of Marathon®s interests as
lessee to BP# particularly given the fact that the regulation
defines a lessee as someone who holds a "working interest”
which# by definition, differs from a "royalty interest";.

See 11 AAC 83.295(27) and 11 AAC 83.295(30). Consequently#
because this is a total assignment and the regulation# properly

interpreted# applies to partial assignments# DM**a decision

must be RBVBASBD.
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DATED at Anchoraga, Alaska this 2 ~< ' day of July,

1991.

SUPERIOR COURT JUDGE
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Alaska State Legislature

State Capitol

Official Business SENATE RESOURCES COMMITTEE Juneau AK 99801
FAX MEMO
SV?<r&
TO: 'Mr. John Morgan/BP Exploration (564-5514)

[(Commissioner John Shively, DNR  (269-8918)
[Attorney General Bruce- Botelho (465-2075)

FROM: Annene Kreitzer, Aide to  ( \h
Senate Resources Committew AU
DATE: April 1,1996
RE: Requests for information from March 29 Resources meeting

Attached is the listofrequests for informadon from the March 29 meeting of the Senate
Resources Committee. Please provide the information to me as soon as possible.
Information regarded by the state as confidential should be gathered to be disseminated
during a confidential session of the committee. Please advise me, though, when the
information is ready for the committee, so that the chairman can schedule a confidential
session.

Thank you for your assistance.



Alaska State Legislature

Senate Resources Committee
Information Requests from Committee Members 5~ capitol

re: SB 318: Northstar Lease Agreement Juneau ak 99801
March 29, 1996 Hearing

FIRST REQUEST:

Halford: How much did BP pay Amerada Hess for the leases? (Available to Legislature
under confidentiality measure).

SECOND REQUEST:

In response to question from Senator Pearce, Senator Leman requested BP provide details
on what BP agreed to in BP's successful January bid on leases in Venezuela that are similar
or the same as net profit share leases.

THIRD REQUEST:

Halford: . . .
Want an analysis from Law re: conclusion as to whether development fund carries forward.

i"d/ant list of other bidders on these parcels/leases in the sale (where BP acquired Amerada
Hess leases).

If there is a lawsuit that stops development because of a change in the bid variable, what
happens to the economic benefits (in the BP agreement)?

Want economic module to be run on 135 million barrels and on double that
IWant to know what the projected severance tax rates will be.
FOURTH REQUEST:

~Pearce: Federal definition of net profit share. (Patrick Coughlin verbalized at 3/30/96
hearing, but this was not passed out to members for context of where the definition
appears. Mr. Coughlin needs to provide the definition and its context to the committee.)

FIFTH REQUEST:

Leman: Wants list of how many and locations of employees from BP, CIRI, VECO and
Arctic Slope and their subsidiaries, (after testimony from these companies regarding local

hire)
SIXTH REQUEST:

viLeman: Wants BP to provide the committee comparable numbers for BP's decisions to
proceed with other North Slope developments. Estimated per barrel development costs
which BP management considered before committing to develop: 1) Kuparuk, 2) shallow
oil deposits at Milne Point (Schrader Bluff), 3) Niakuk, 4) Pt. McIntyre and any other
North Slope fields BP has developed.



BP EXPLORATION 3P Eic'oniion ire.
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Ancftoraga, Aljjxa 99519-88'2

Alaska Exploration & Developments ‘5071 SBL-S111

April 2, -.996

Hon, Loren Leman _
Chairman, Senate Resources Committee
Alaska State Legislature

State Capitol

Juneau, AK 99801

Dear Senator Leman:

Per the request by Annette Kreitzer of your staff on April 1,1have enclosed
responses to Yoursm requests. regarding SB 318 on the Northstar Lease
Agreement, | gou require additional information, please do not hesitate to call
me (907-564-4892) or Daryl Kleppin (S07-564-5418) on my staff.

\Jam In il\/ \»n\lire

Vice/"sident
BP Expisration, Alaska Inc.



BP Exploration, Alaska (Inc.) _
Response to Requests by Senate Resources Committee
SB 318 - Northstar Lease Agreement

1) How much did BP pay Amerada Hess for the leases?
The terms of the purchase agreement between Amerada Hess and BP for the
Northstar leases are confidential. BP d*4 secure permission from Amerada to
release that information under confidentiality agreements to specific staff
within the Department of Natural Resources. We have requested permission
from Amerada to provide that information to the Alaska Legislature under a
similar confidentiality agreement,

2.)  Please provide details on what BP agreed to in BP's successful bid on leases in
Venezuela that are similar or the same as net profit share leases. =
Both Alaska and Venezuela derive their oil income from a combination of
taxes and royalties. In addition, Venezuelan law allows the State Oil
Company (PDVSA) to participate In the new E&P ventures up to 35% by
pa)(mg full proportionate costs including any historical costs which are inflated

atllhde prime interest rate. Reporting in'the recent press assumes that PDVSA
will do so.

AssumincT1 that PDVSA takes its 35% share, the total government take in
Venezuela (taxes, royalty, PDVSA) equals about 92% of profits. A
comparable value for Northstar in Aiaska is about 62% (State royalty,
severance, and income tax; Federal royalty and income tax).

Venezuela can take a higher proportion of the benefits since the costs of
developing, 0 eratln% and transportation are substantially lower. In
Venezueld, BP's cos Per barrel (F&D, lifting, transgortatlon) Is about $2,00
()/er barrel. Comparable costs in Alaska are about $7.00 Ber barrel. In
Venezuela, BP looks to make a profit of about $1.20 per barrel from a capital
investment (F&DgofaboutSt.O per barrel (a 1.2 ratmf). In Alaska, we look to
[naléa abtqu)t$3.2 per barrel on a capital investment of about $3.50 per barrel
a .94 ratio).

Economically (and from a view of simple capital efficiency), both of these
ventures lock attractive to BP, although BP's profit per barrel in Alaska is .
higher than in Venezuela. We also expect a much greater reserve potential in
Venezuela (up to possibly 1 billion barrels).

3) a) Please provide analysis from Law re: conclusion as to whether development
fund carries forward.

To be provided by Alaska Department of Law

b) Please provide a list of other hidders on these parcels/leases in the sale
where BP acquired Amerada leases).
See attachment #1.

—_



¢) If there is a law suit that stops development because of a change in the bid
variable, what_hagpens to the economic benefits (in the BP agreement)?
To be provided hy ONR staff.

%Ralilease provide economic model runs on 135 million barrels and on double

'Th?. DNR wi\l provide for an upside development case with reserves of 160
million barrels.

e) What is the projected severance tax rates? _
The ELF atfield startup (1999) is .7 and goes to .03 in 2005 and zero there
after. Therefore, the severance rate varies from 8.7% in 1999 to zero in'2006.

4)  Please provideFederal definition of net profit share.
DNR and Department of Law to provide.

5.)  Please providelist of how many and_location of employees from BP, CIRI, Veco,
and Arctic Slope and their subSidiaries. _
Atyear end 1995, BP employed 1,077 in Alaska of which 917 or 85.1% were

Alaskda re,sidenté. BPX would encourage it's Northstar Alliance contractors to
provide similar data to the committee.

6.)  Please provideto the committee a comparable number for BP's decisions to
proceed with other North Slope developments. Estimate per barrel development
costs which BP manaqemen considered before committing to develop: 1)
Kuparuk; 2) shallow oil deposits at Milne Point (Schrader Bluff); 3) Niakuk; 4) Pt.
McIntyre and other North fields BP has developed.

Field Sanction  Development Ag/S\é\{C A(NSW():

Year Cost E b ; 19969
(S/bbl) MOD (real)
Kuparuk 1982 6.65 30 40
Endicott 1985 5.40 25 33
PBU: GHX-2 1992 4.45 18 19
Pt Mcintyre 1992 2.30 18 19
Niakuk 1993 2.50 16 17
Not
sanctioned
MPU-
Schrader 1996*97?7 1.80 17 17
Bluff

Northstar 1996*977 2.90 17 17

3P X Data to Senate Resources Committee April 2,1996



Attachment #1

Sale 30 (12/79) Northstar Bidding

The following table outlines the sale 30 results (NPSL) showing the successful
bidder and parties that bid unsuccessfully.

AOL 312798
Bid Grouo/Co.

Amerada Hess
Texas Eastern

Texaco
Amoco
Texes Gulf
Conoco
Placid

Cities Service
Murphy

Shell

Phillips
Chevron

ADL 312799
Bid Group/Co.

Amerada Hess

Amoco

Texu Eastern

Texaco
Rowan
Conoco
Texas Gulf
Gsny
Placid

Gulf

Cities Service
Murphy.
Shell
Phillips
Moil
Chevron
Unocal

Co. Interest
100%
50%
50%
100%
10%
48%
22%
20%
10%
90%
50%
50%

Co. Interest
100%
100%

50%
50%
2%
20%
5%
0.2
13%
20%
20%
10%
90%
33%
33%
34%
100%

NPS Bid
93.20000%
00.50789%

71.12509%
61.07000%

40.79133%

34.48464%

NPS Bid

91.20000%
82.59999%
80.56799%

71.62539%

56.77133%

43.26273%

32.0CC00%

ADL 312808
Bid Group/Co.

Texas Gulf
Gulf Gil
Conoco
Placid

Rowan

Cities Service
Unocal
Phillips
Chevron
Atlantic Hicniield
Murphy

Shed

ADL 312800

Bid Group/Co.
Texas Sastom
Amoco
Marathon
Amerada
Gulf
Pladd
Getty
Texas Gulf
Rowan
Cities Service
Unocal
Mobd
Phillips
Chevron
Atlantic Richfield
Shell

3P X Data to Senate Resource* CommitteeApril 2.1996

Co. Interest

6%
25%
25%
16%

3%
25%

100%
50%
50%
40%
10%
50%

Co. Interest
100%
100%

50%
50%
25%
16%
25%
5%
3%
25%
100%
34%
33%
33%
45%
55%

NPS Bid

33.12530%

25.50000%
10.14550%

2.11111%

NPS Bid

35.25978%
71.25009%
53.83000%

48.37549%

38.00000%
34.23333%

31.89117%
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State ofAlaska
DepartmentofN aturalResources
D ivision ofO iland G as

3601C Street, Suite 1380, Anchorage, Alaska 99903

Fax Confirmation Phone (5}07)465-2400 Fax (907)465-3886

FACSIMILE TRANSMITTAL

DATE a TIME; April 3, 1996 2135 PM

PLEASE DELIVER TO: Annatta Kraitzar )
AlarfXa sanata KSaourcaa Conittaa

FAX NUMBER: 465-"810

NUMBER OF PAGES (Including covtp: 5 _
FROM: Kan qoyd

COMMENTS:
Attached 1a Kavin Banka®™ analyses of 1) tha affaot Ot a delay on

the Northstar®davalopnant @hd afan Ineraiia in tha raaarva
estimate*. Please call i1f yoju haova ahy (pjeetione.

Attachnant

) 110 1a. ggoc cg» lob setsT 9eeT-gg-»e



MEMORANDUM State of A

aska

DEPARTMENT OF NATURAL RESOURCES DIVISION OF OIL AND GAS8
To: KenBoyd DATE: April 3, 1996
Director
THRU:
TELEPHONE 269-1799
PROM: Kevin Banks A \ SUBJECT: NorthstarUnit- Senate
Petroleum Economist Resource Com mittee
Requests

In responie to SenatorH alfori’'srequestaboutthe effecton the economio benefits Ifalawsuit
delays developmento fthe NorthstarU nit, | analyzed the effecton economic benefits caused by a
delay for any reason. In short, any delay increases tha economic benefits to the state w hile

decreasing the economic benefits to BP XA, The attach” graph and table illustrate thia poo*.

The graph shows that, as fiili production start-up is delayed beyond 1999, the netpro fit share foils
and the lupplsxntotalroyalty rises, thenetprqflt shire declines because the development
account accrues interest atthe prim e rate. "Die supplementalroyalty increases as the start-up,date
is delayed because o fthe effecto fiA”a&n, Lethe'sujpplementalroyalty is triggered by a price

that rises atjust one-halfthe rate o*ih&aticg!.

The first table shows in greater detail i effects _
This table is similarto dne thatw fi*r- ledlin the DNR Northstar Briefing Paper, b ut:
column to show the revenues from [ supplanentalroyalty ifthe projectis ddsyedL

| *lao considered SenatorH slfiard’s requestto runth fmodelatdouble BPXA’'s“most Eksty"
reserve estim ate 110 million banell. Fcjk~ving the hearing | spoke to Stnato™ Halford and ha

“

said | should be “realistic.." Based "conversations with BP XA and DNR’'sresource evaluation
staff, | do notbdieve thatrecovery o!'douote’the lidrm llign barrel estimate is realistic. Instead, |
have run the modelbased an an assum ption of 180 mflHon carrels, which is the highest number

put forward by ehWBpPXxA orD raiLrstaff

The four tables labeled “Baservm 0 140+ M Jlion Barred/ and "Rsecrvee o f 105~ M illion

B arrel/' l[Uutirate what happens to revenues o'the reserves ere much higher (though notdoubled
as SenatorH alford suggested) and much lowerthjmfeP XA’s"moatdkaty” case. lathe firsttwo
tables, 1 assume thsireserves are 18 (fm illion barrels. This reserve estim ate represents a 70

percentrecovery i rte-an unusuaJJytygh number.r t also airtm ad thatthis reocvery aatim tta Is

'‘Doubling the reserves as requested bv Senator Halford would require a 100 percentrecovmy o f
BP XA mostlikely originjl-oil-in-plice estimate. initialrecovery rate for tha Prudhoe Bay
field was estimated at40 percent A”“tersubstantialinvestment, the currentrecovery estim ate has
changed to 55 percent A 70 percentrecovery mightbe pottible butonly after extraordinary

expense. Furthermore, the field would'have to produce for manyyean before attaining this level.

I-Ljfl— 000G gg» LM 90:ST 968T-£0-fre



achieved by adding capital expenditure! ofonly $2S million to the m oitilk rly l-Ue for more
drilling. BP XA's “Upaide" cue eoviaons an additional$91 m illion in capital expenditure* to

achieve retervos estimated at 160 m illion barrels. Other aaaum ptioni are held constant
The lecond two tablet ahow the downside, i.e., if rtaervea are only 103 million. In thia case, |

assume thatthe capital expenditures estimated for the mostlikely case are spent and the flaid

NEVEr attains the most likely case production rates. Other assumptions are held constant

vrvj-iT«  ILLTO JO 301JJ0 ifMQ 900E SSfr 6 LZ:ST 906T-£0 -t"
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; ; NATURAL
Northstar Economic Evaluation RESOURCES
Estimated Total Revenues | _
Suppiam antai fcw. i*rcfk Share Supplem erité Met Profit Share

E ffect OfDaiay

and
Rgyaky and Royalty and

1909 Davalapmeni 1099 Davalopmant 2002 Development 2002 Davaiopmant

(Baal 1996 DaUara)

gyu fennuai

)06 266 267 257
Stata Royalty 0 0
State Supplemental Jtoydty 0

JO
6 16 16 16
Stata Share of Fadaral Royalty 66 69
" 68
Severance Tax 58 3
3 3 3
SpR 0 Conaarv. Tax 46 46
42 42
AdVanrem Tax 23
22 22
Income Tax M 469
486 481
Total

H frrd nrrtm m t a4

Royaky m atof Stata Share

y y ) 198 205 213
income Tax 215 249 258
Total

BPXA CadiFta» " a1s 331 348
A ftar Tax Fund* Ftow 19.2% 20.4%

20.0% 19.9% '

R ul Rata of Return

Tefee wm netadd duatarou A |



Northstar Economic Evaluation

Estimated Total Revenues

At Rasarvas o f Srappiamantal VMth Nat Profit Shara

180+ MHon Barrafis.* Royalty

iRaalt998 Dollars**)

State Bawnm a

Stata Royalty 363 363
Stata Sopptamanial Royalty B R 0
NPSL *0 B M i
Stata S im of Fadaral Royalty 23 23
Sawaranca Tax 89 91
SpM’'R Conaarv. Tax 4 4
Ad Valoram Tax 62 52
Jncom aTax 31 26
Total 639 934
Fadaral Baoanuai
Royalty (Natof Stata S im ) 63 63
InoooM Tax an 232
Total 404 300
BP XA
After Tax Funds Hoar 681 389
23.99% 21.7%

Rm | Rata of Raturn

aw,

tm

w



NATURAL
RESOURCES

Northstar Economic Evaluation

Estimated Total Revenues

Al Rasarvas o f W ith Supplam ofital W ith Nat Profit Shara

100+ M iion Barral*.* R oyalty

(Discounted Ne* Present Value**}

Stata Ravanua*

Stata Royalty 323 223
Stata Supplamantal Royalty 0
NPSL 0 I
Stata Shara of>Fadaral Roya lty 14 14
Saveranoa Tax 61 63
SpM 4 Coitsarv. Tax 2 3
Ad Valorem Tax 32 32
Incoma Tax 21 18
Total 313 524
Royalty (Natof Stata S lutcj 39 39
Incoma Tax 125 149
Total 234 188
BPXA fAnt!

Aftar Tax Funds How 281 194

2X 9% 21.7%

of Ratum

MH UMI



Northstar Economic Evaluation

Estimated Total Rovonue*

At Reservesof 105 H inn Oolars* W ith Supplemental W ith N at Profit
myMy dfiart

(Real+996 Dolors* )

Stata Revenues

Stata Royalty 206 206
State Supplemental Royalty H H H 0
NPSL 0 B H H
State Share o fFedem T TRoyafcy 13 13
Severance Tax 30 30
SpfllA Conssrv. Tax 2 2
Ad Valorem Tax 42 42
Income Tax 12 18
Tefal 340 312
Royalty (Netof State Sham) 36 36
Income Tex 153 163
Total 189 198
BPXAC Ib HiW
A fter Tax Rands How 234 256
RsalRata of Return 14.6% 15.1%



Northstar Economic Evaluation g NATURAL

.'resources

Estimated Total Revenues

At Raaarvaa of 105 Doin*” W ith Sopplw non tif W ith Not P rofit

%P tecoowta4 N it Praaan tVUuom*)

State Ravanuaa

State Royalty 136 136
Stata Suppiamantel-Royaky 0
NPSL 0

SteteSlwa of EedaiatRewhy -9 9
Sovmnct  Tax 23 23
Spll & Conaorv. Tax 1 1
Ad Valorem Tax 27 27
incoma Tax lit 11
Total *M 9 -307
Royalty (Natof State Shara) 24 24
Incoma Tax 92 aS
Total 116 121

fIEXAJIILBLtf
A fter Tax Fund*How 92 102
BaalRate of Ratum 14 .5% 15.1%
sa- iXxO M ta InOcaM tf W IA tolto mm

int* M O aywWw O 10 IIn



[ricr/ M- Fo'V'S*tr c-*- JL st

Co CGom B3N A
Net Profit Share Lease Ownership A1
V>s-jo g+ Pl
01-Apr—96 L fix 1 ML B JJ Fui
LEASE NUMBER NAVE WORKING INTEREST %
ADL  31271*
BP EXPLORATION (ALASKA) INC 100
TetAl (or 3*um*nt 100
ADL  ST7701
BP EXPLORATION (ALASKA) INO 100
Total tor Sagnwm 100
ADL  312%0*
BP EXPLORATION (ALASKA) INC 100
100
BP EXPLORATION (ALASKA) INC 100
Total tor Segment 100
ADL  312%27
BP EXPLORATION (AUSKA) INC 30
AACRADA HEftS CORPORATION 50
Total torSogmanl 100
AOL  312%3*
DOYON LIMITED 0.1
NANA REGIONAL CORPORATION 15
COOK INLET REGION INC us
BP EXPLORATION (ALASKA) INC 9S3
Total for Segment 100
ADL  312*1*
33.33333

AROO ALASKA. INC
UNION OIL COMPANY OF CALIFORNIA B3B8

EXXON CORPORATION 33,3834
Total for Segment 100
ADL  312*M
EXXON CORPORATION 1d)
Total tor Segment 100
ADL  34310*
EXXON CORPORATION so
BP EXPLORATION (ALASKA) INC D
Talai tor Sagmant 100
AOL 343110
PHILLIPS PETROLEUM COMPANY %0
MOBIL OIL CORPORATION 90
Total far Segment 100

Page 1of 6



LEASE NUMBER NAME

ADL

ADL

ADL

AOL

ADL

ADL

ADL

ADL

343111

343112

355001

355010

335017

335011

353021

BP EXPLORATION (ALASKA) INC

Total tor Segment

CHEVRON U.SJL INC
BP EXPLORATION (ALASKA) INC

Total far Segment
CHEVRON U.SJL INC
Total for Segment

CHEVRON U.SJL INC
BP EXPLORATION (ALASKA) INC

Toiai (or sagmant

BP EXPLORATION (ALASKA) INC

Total for Sagmant

OXY USA INC
BP EXPLORATION (ALASKA) INC
BP EXPLORATION AND OIL COMPANY

Tata! far Sagmant

AMERADA HESS CORPORATION
UDGAHD ENERGY COMPANY

Total tor Sagmant

OXY USA INC
BP EXPLORATION (ALASKA) INC
BP EXPLORATION AND OIL COMPANY

Tatai tor Segment

OXY USAINC
BP EXPLORATION (ALASKA) INC
BP EXPLORATION AND OIL COMPANY

Total (or Sagmant

OXY USA INC
BP EXPLORATION (ALASKA) INO
BP DCPLORATION AND ML COMPANY

Total for Sagmant

UDGARD ENERGY COMPANY
AMSRADA HESS CORPORATION

Total tor Sagnaam

ARCO ALASKA, INC

WORKING INTEREST %

Page20l 6

100

100

3X33
6X87

100
100

100

3X53
M 47

100

100

100

Kok

100

50

100

8£t
2®-*1

100

M1

100

831

64n

30

100



LEASE NUMBER NAME

ADL

ADL

AOL

ADL

AOL

ADL

AOL

AOL

355024

355029

155050

135031

355013

355CM

335015

355034

Total for Sagmant

ARCO ALASKA. IN©

Total for Segment

EXXON CORPORATION
ARCO ALASKA, INC

Total toe Segment

AMERADA HEM CORPORATION
EXXON CORPORATION

Total (or Segment

ARCO ALASKA, tNC

Total for Sagmant

AACO ALASKA. INO
Total for Sagmant

HUNT PETROLEUM CORPORATION
Rosewoo00 RESOURCES INC
PLACID OIL COMPANY

Total for Segment

ARCO ALASKA, INO
Total (Or Segment

ARCO ALASKA, INC
Total for Segment

HUNT PETROLEUM COf-PORATION
ROSEWOOO RESOURCES INC
PLACID OO. COMPANY

Total for Sagmant

ARCO ALASKA, INO
Total for Segment

AACO ALASKA, INC
TEXACO EXPLORATION a PRODUCTION

Tot* for Segment

UNION TEXAS PETROLEUM CORPORATION
ARCO ALASKA, INC

Total far Sagmant

HUNT PETROLEUM CORPORATION

WORKING INTEREST %

100

100
100

2D
90

100

Se)
50

100

100
100

100

too

16.KX72
1050756
54.20672

100

100
100

100
100

1650672
18.00784
64.28672

100

100

1Otf

50
O

100

its
875

100

4.2010S
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LEASE NUMBER NAME WORKING INTEREST %

ROSEWOOO RESOURCES INC 472890
UNION TEXAS PETROLEUM CORPORATION its
PLACID OIL COt*ANY 2857143
AMERADA HESS CORPORATION N0
Tou* for Segment A 100
ADL 155037
UNION TEXAS PETROLEUM CORPORATION f.2S
ARCO ALASKA, INC 99.75
Total for Segment t 100
HUNT PETROLEUM CORPORATION 3.10064
ROSEWOOO RESOURCES INC 2.363445
UNION TEXAS PETROLEUM CORPORATION 6.25
PLACID OIL COMPANY 14.285716
AMERADA HESS CORPORATION 29
MJIDOARD ENERCSY COMPANY 2s
TEXACO INC 25
Total tor Segment A 100
AOL uson
UNION TEXAS PETROLEUM CORPORATION 623
AROO ALASKA, INC 42.75
Total for Segment 1 100
HUNT PETROLEUM CORPORATION 2.10064
ROSEWOOD RESOURCES INC 2.363445
UNION TEXAS PETROLEUM CORPORATION (11
PLACID OIL COMPANY 14.269715
UIDOARO ENERGY COMPANY 29
TEXACO INC 25
AMERADA HESS CORPORATION 25
Total tor Segment A too
AOL
UNION TEXAS PETROLEUM CORPORATION 6.25
AROO ALASKA, MC 93.76
Total tor Segment t 100
HUNT PETROLEUM CORPORATION 2.10084
ROSEWOOO RESOURCES INC 2-363445
UNION TEXAS PETROLEUM CORPORATION 623
PLACID OIL OOMPANY 14.288716
MIDOARD ENERGY COMPANY 29
AMERADA HESS CORPORATION zg
TEXACO IMC
Total tor fegment A 100
ADL
ARCO ALASKA, INC 100
Total for Segment 1 100
TEXACO EXPLORATION * PRODUCTION 20
AROO ALASKA, INC 80
Total for Segment A 100

Page 40t 6



LEASE NUMBER NAME

ADL

ADL

ADL

ADL

ADL

W4471

$£4472

364471

944474

344473

AMERADA HESS CORPORATION

UNION TEXAS PETROLEUM CORPORATION
ANADARKO PETROLEUM COMPANY

AROO ALASKA, INC

Total ter 9«gmanl

AMERADA HESS CORPORATION
ANADARKO PETROLEUM COMPANY
UNION TEXAS PETROLEUM CORPORATION
AROO ALASKA, INC

Total for Sagmant

UNION TEXAS PETROLEUM CORPORATION
ANADARKO PETROLEUM COMPANY
AHCO ALASKA, INC

Total for Segment

ANADARKO PETROLEUM COMPANY

ARCO ALASKA, INC
UNION TEXAS PETROLEUM CORPORATION

AMERADA HEM CORPORATION

Total for Sagmant

ANADARKO PETROLEUM COMPANY
UNION TEXAS PETROLEUM CORPORATION

ARCO ALASKA, INO
Total for Sagmant

ANADARKO PETROLEUM COMPANY

ARCO ALASKA. INO

UNION TEXAS PETROLEUM CORPORATION
AMERADA HESS CORPORATION

Total for Sagmant

UMON TEXAS PETROLEUM CORPORATION
ARCO ALASKA. INO

Total for Sagmant

ARCO ALASKA, MO
UNION TEXAS PETROLEUM CORPORATION
AMERADA HESS CORPORATION

Tata! for Sagmant

UNION TEXAS PETROLEUM CORPORATION
ARGO ALASKA, INC

Total for Segment

ARCO ALASKA, INC
UNION TEXAS PETROLEUM CORPORATION

WORKING INTEREST %

lus
22
22

44AS

100

22
2

60

100

6.16
2134

2

100

2
2
56
100
6.10

21*4
22

90

100

pal

74

100

24
30
90

100

26
74

100

24
36

Pag» Sol6



LEASE NUMBER NAME

AMERADA HESS CORPORATION
Total far Sagmant

UNION TEXAS PETROLEUM CORPORATION
ARCO ALASKA, INC

Total for Sagmant

AHCO ALASKA. INC
UNION TEXAS PETROLEUM CORPORATION

AMERADA H IM CORPORATION
Total lor Sagmant

UNION TEXAS PETROLEUM CORPORATION
ARCO ALASKA, INC

Total far Sagmant

ARCO ALASKA, INO
UNION TEXAS PETROLEUM CORPORATION

AMERADAHEM CORPORATION

Tatal for Sagmant

UNION TEXAS PETROLEUM CORPORATION
ARCO ALASKA, INO

Total for Sagmant

ARCOALASKA, INC
UNION TEXAS PETROLEUM CORPORATION
AMERADA HESS CORPORATION

Total far Sagmant

WORKING INTEREST %

O
100

74

100

24
24

100

1&MS
83-001

100

14IM
8847

8 svp g
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UNIT LEASE NUMHEI NAME WORKING INTEREST %

T 'rl fir fuBM | | us
HINT reraoLBUM cofcratA-noH lu fitn
Hj U3D OK. COMPANY M Jtm
UHVOCfiIUKOOIMC IUOTM
T~lhr us
AICO ALASKA. MC us
A100 ALASKA, MC D
TEXACO EXHUMATION * PEODUCTION %
ADL MAM
AICO ALASKA.WC ITS
UNION TEXAS m KO UV M CGBPGEATTON os
1SS
AAfIRAOA KBS OtAKKATWK S0
HUNTWmMOLBUM CCWOUTIOM 4JOUS
HJCC1D OK. CQfcAAXT uJ714S
woawoaoum saimc 47MSS
UNION T1XASrvm O U UM CCEPOEATION tSJ
M il
SIM?
Aim ALASKA.QIC M.7)
UNION TEXASW IECLIUM OMPCEAT10N Ul
M h
AMBLADA H2SICXAKAATION SI
HUNT PETECLBUM CCWCEa HON L100s4
WZDGA&D ENERGY COMPANY 15
PLAfID OIL COMPANY laais7u
rosewooo resourcesWwCcC 1MS44J
TEXACOMC 15
UNION1BCAINmM O UUM CatPOftATION us
TMrtfcr us
AXCO ALASKA. DIC 0.75
UNION TEXAS PS1BOLSUM CORPORATION us
TAN Nr | us
AMOLADA HUS CORPORATION SI
HUNTMTROUUM CORPORATION 1100*4
MDOAIDM M Y COMANY Ss
HJUCIDO t COtffAXY 14JU715
louwooowouaiNc
TEXACO INC 35
UNION tekas PVOUKJUM CMKAA-noN LIS
TMi Sri
ADL S IM
Aim ALASKA. MC w.7J
UMOM TEXAS PEIBOLSUM CORPORATION us

Pagtlcf6



UNIT

AOL

AOL

AOL

AOL

AOL

AOL

LEASE NUMBER

NAME

APAMMCOtfOKAHQW
mjHTranajvucaan*ATK»i
UDOA1DIMB43Y COMPANY
KJLOD QSLOOMTAMY
uuwocoumocuM C
TCtACOMC
UNION TKKAJ nmOLBL*M COITOHATION

UMM
AICO ALASKA. INC

AAOO ALAJKA.MC
TRXACO KX7LC1AT10N A NLODUCTION

MMM

AAOUOAHUtCCOCBATION
AKATUAJIOF*m3LBUUCCa#ANY

AICO ALAAKA,WC

UMKXJ TKXAJfKTIJOLBUW OCKKALaTION

M4471

AAMAOAWIACOOOKAT1ION
anaoaajeorvraOUDM company
AJLCOALAAKA.WC

UNION 7TAKAAWT1CL2UM CCKKBATJON

M447S

ANADALIXOK IV U UM COWT7ANY
AICO ALAAKA.INC
UNION TBXAAAYIIOLIUM CCKPGKATION

AAfItAOASBfIACaOOKATION
AKAOAKKOVtmMOUUMCOkKBANY
AICO ALAAKA,MC
UNIONTIXAA7VHCUUI4 COVOKATION

M4491

ANADAIKOVSnCLIUMCOtfANY
AIOO ALAAKA,WC
UMON HXAA MTBCLBUM COVOfcATIOM

AJAUAAi@UCOINIUNON
ANAOAUCOrVTMLIUyCOANANY
AICO ALAAKA.MC

UMCN 71XAA PBTOOUUM COtfOKATION

Md44H4

T«M hr htgmrnl

Tortkrlif m!

T M |Lh I~

T«<MIkr *~g '

TN N ftrliff

T flk rlifm!
T iw IrifB
TONkrl1 f |
TM N KrlIff

TM N krifM B

WORIQNO INTEREST

1

1

A

IM
.. U
lom*
i
IUU7U
iw m it
i

N

LM

140

M

IM

1133
tJ
447 |

IM

11J]

041

IM

22

<

111
2144

»

IM

22

22
IM

L1A
2144
22

IM

NA#L 3 0f 6

%



UNIT LEASE NUMBER NAME

AJLCO ALASKA, WC
‘iniontkxajrm oiM P 4cc*k*ation
TMIkrSBM U

AANNADA WSSCOWCKATICN
AICO ALASKA, MC
UMQN TKXASWTBCUDM OO mMIATICN

T A lktfMm

AICO ALASKA.MC
UNION T5XAS PTOQL1UW COSPCIATION
T flfc flIfil

AMeuOAWSSOOUKBATTON
AICO ALASKA,DC
UNXMTBCASNnTiaJWMCCUCKATION

AOL *4.4 *
AICO ALASKA. INC
UNION TBXASWHCLBUW COWCBATION
Total fcrhpM M

AMBADA MMS COftftORATKN
AICO ALASKA.MC
UNION TKXAS FKT10UUM COSTC1A7ION

TNNfcrStgMM

ADL *047!
AICO ALASKA.r <
UNION TOXA1W O AMUH OOBfOKATJION

TN N fcru ft

AIAADAKUSOCtMftAnON
Alco ALaska,DC
UNION71XASim C U U U COKFCIAIION
TaWwhrS* M

AOL *4 4 *
A100 ALASKA,MC
UWONTBtASmMICLBUMCCWCIA'NON
TaWkrhpMM

axbuda tutUCoucrahon
AICO ALASKA.INC
im » N TSKASyvraCtBUM CCiniATION

MILNE POINT

AOL OH14
I f BCKXKANON (ALASKA)MC
N B ffieiA T nN AND OO,COMfany
OXY USAMC

TNNKrlifm |

AAOLAOA HBM OOKfOKANON

WORKING INTEREST %

144

»

A 144

74

144

74

144

S

144
UOOlI

144

1U31
1AM4

144

11

iS4 40/ 6



UNIT

AOL

ADL

LEASE NUMBER

udoaid SXaunrcompany

JISI17

V VXrTtUMATBH (ALASKA) MC
IP BXHCRAT10N AND OK. COMPANY

orruuMc

UuMUuU
IP KXPUSLATDN (ALASKA)MC

W SXPLCRAT10N AND GK. CO4BANY

QXYUKAMC

» UPLOKATWM (ALASKA) MC

1P KXPLOKAHON AND OB. CGKffANY

OXY USAMC

A&AADA WSS CORPQKATION
M D O U D BWBUJY COMPANY

NON-UNIT PRODUCT ION

ADL im «
AMBUDA HUS CCKPOKA710N
V UFLORAT10N (ALASKA)MC
NORTHSTAR
ADL UilmMm
IPBCPICKAHON (ALASKA)MC
ADL SUMS
IP BXPLOKAW* (ALASKA) WC
SUM
mPBtnjOKATJOH (ALASKA) MC
ADL W444
IP IXVLOKATIO* (ALASKA)MC
>SmCKAttOM (ALASKA) MC
POINT THOMSON
ADL J13S«
KIOCON COKPOKA-nON

NAME

TMaikr

Tatalfcr

Taial fcr SagMMI 1

TatraKr |

TM tfcr

Tatalfcr

TaatktSapMt 1

Tamsrsifl 1

TU IrS fB 1

TaUkrSift |

WORKING INTEREST %

JOo

IM

11
uM

Ul
us
*11

SOS
ul

lio
*41

(Ul
Ul

144

ole

144

144

144

10s
us

100

us

140

us

104

144

144
PtgtSef 6
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UNTT LEAFII NUMBEK NAFrE

W BTUaUTKN (ALASKA) WC
XXMCCBKMATtOH

At*. MUM
yOU. 0o.CCOtKBATION
nmi*MniajUKCOO»AHY

aw. *1111

VDCPLOtANON (ALASKA)WC

AOL  MSIIS
W U njC K A’TIOM (ALASKA) WC

CK8VKCNUJJLWC

CHBYSOW UJJC WC

vV mMXMXVOH (ALASKA)WC
CKBVIONUAAWC

TtM hrt1 1 f 1

Tatal fcr SapMHI

TMIferS*"wM

**f- E£:1* .a-

WORKING INTEREST %

JO
JO

10

1441
lug
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INSIDE

Benefits to the Economy
ABoost in Confidence and in
Capital Investment

The Bottom Line

IViximum Returns to the State

The Fiscal Terms
(Dividig Tre Profits

FEBRUARY 1,199

VENEZUELA LEAPS FORWARD:
THE SECOND COMING OF OIL?

January 22, 1996 marked the day that Venezuela re-opened the door to direct
private investment in its oil and natural gas sectors.* Sixty of the seventy-five
companies that pre-qualified for the bidding round participated in the process that
ended last week. Winners were chosen twice a day for the ten blocks containing
an estimated 7 billion barrels of oil. An issue for many of the private investors was
the amount of the take—the government participation in royalties and taxes— but
the issue was not enough to derail investor interest.

Assuming that the PDVSA affiliate takes the maximum 35 percent share of the
joint venture, the final division of profits in the profit sharing agreements will be
between 88 and 92 percent for the govemment/PDVSA, leaving only 8 to 12
percent for the private investor consortium (see Figure 1, Verszucla: Bidding
Round Results). This high level of take guarantees the government will receive
large oil revenues in addition to what it already receives from PDVSA (between
$5 and $6 billion per year).

More importantly, the low percentage of profits for the private investors may be
an indication of a change in the emphasis of investor strategy— from the overall
return on investment to securing long-term crude supplies. One reason this change
is occurring for the Venezuelan bidding round is the sheer size of their natural
resource base and the expectations of large prospects. Higher risk areas in Latin
America are unlikely to be able to adopt similarly difficult terms, as seen in the lack
of bids for the higher risk Cataiumbo and El Sombrero blocks.

Benefits to the Economy

The success of the bidding rounds will provide a much needed boost to Venezuela’s
economy over the long term through the expected capital investments by the
private companies. More importantly, the high rsfe of government participation
and cash bonuses pledged provides a tremendous boost to the country’s confidence.

-See the upcoming CERA Private Report. Venezuela Opens the
Upstream The Impact on Exports, February 1996.
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| Cambridge Energy Research Associates

Figure 1
VanaztMla: Bidding Round Roaulta
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After enduring a multi-year recession, a rapidly
devaluing currency, weak foreign investment, and a
near-collapse of its banking industry, Venezuela needed
some gocd news. And now it is in a position to lock
up a long-term tax revenue stream if estimated
production levels are realized.
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In addition to the state, PDVSA s also reaping a
very large benefit, for it now has secured the
investment capital needed to expand liquid productive
capacity over the next ten years. If the ambitious
estimates are realized, these private companies will
help increase capacity from today’s level of
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approximately 3.2 million barrels per day (mbd) to
over 6.07 mbd by 2003. In terms of impact on the
world oil market, PDVSA’s export capacity would
increase from nearly 2.0 mbd to over 4.7 mbd.

The Bottom Line

Surprisingly, five bids in the first round—which
determined the state’s share of profits—were for an
additional royalty of 50 percent (allowable bids were
between 0 and 50 percent). Four of the five bids
resulted in a tie among the bidders, requiring that the
cash bonus envelope be opened in order to break the
tie. These bonuses ranged from $10 million to $109
million per block, or $244.8 million in total. Eight of
the 10 blocks were successfully auctioned off, with
two blocks— Catatumbo and EI' Sombrero— being
pulled from the process due to a lack of bidders.
Importantly, the winning bids for five of the blocks
included the maximum level of discretionary royalty
to the government (50 percent).

Initial exploratory drilling could begin as soon as late
1996 if everything goes according to plan, but
production is not expected for several more years.
The government hopes this program will attract over
$500 million in investments over the first two years
and reach an aggregate $ 11 billion in new investments
over the life of the 20-year program.

The Fiscal Terms: A Review
PDVSA’s Role

If a block is found to be commercially viable, the
developing consortium is required {0 enter into ajoint
venture profit-sharing agreement with a PDVSA
subsidiary. The SUDSICIArY has the right to take up to
a 35 percent posiH’on IN the jpint venture— a value of
which will be CEfermINEd by taking a pro-rata
percentage of the EXP oration costs. For example, if
the exploration cost were $1 billion and the subsidiary
opted for a 35 percent share, dien they would be
required to pay the consortium S3i0 million. However,

| Cambridge Energy Research Associates

this amount is lo be paid from the profits of the joint
venture. In effect, the consortium will be lending the
subsidiary the capital until a profit stream is realized
but will be Ulowed to charge a market-based interest
rate for the “loan." Once the consortium has been
paid back, the joint venture will split the profits
according to their respective share. If the block is not
commercially viable, the consortium bears the entire
financial risk.

The Government’s Role

There are two components to the government’s fiscal
take in the profit sharing agreements— income taxes
and royalties. The combined take for the government
under the current structure is considered high in both
absolute terms and also relative to other South
American oil and gas investment opportunities.

* Income taxes. Income taxes are established
by law, and changes would require
Congressional approval. Currently, income
taxes are set at 67.7 percent with a potential
investment credit reduction of 2 percent.

 Royalties. The royalty component can be
modified without a legislative change. In the
case of die proposed profit sharing agreements,
the royalty payment could be in two parts.
The first part Is established for the industry
and is generally calculated at one sixth of the
market value of the hydrocarbon produced.
The government has the option to take ail or
part of the payment in Kkind.

« The “PEG.” An additional royalty was
invoked in the profit tharing agreements and
was by design the determining factor in the
winning bids. Called the Participacion del
Estado en las Ganancias (PEG), it is an
additional percentage of pre-tax profit offered
by the private company or consortium during
the bidding round. This percentage was bid
up significantly in the most sought after fields,
and determined which company was chosen.m

Please mark your calender for CERA's 15th Annual Executive Conference in Houston on
February 13 and 14, 1596. For more information, call Brian Ward at (817) 441-2647.

CERA'a new muWciienl \<tudy Latin America Energy: Scene/roe t0 2010, w * be avalabte soon.

For more information pUwee contact BIIM ward at (817) 441-2647.
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FONT KNOWLES. GO VERNON

DEPARTMENT OF NATURAL RESOURCES 3601 'C'STREET, SUITE 1380
ANCHORAGE ALAStUi 99503-5948
DIVISION OF OIL AND GAS PHONE: (90V 269-3734

February 22.1996

The Honorable Drue Pearce
Capitol Building
Juneau, Alaska™99801-1182

Dear Senator Pearce,

Following our conversation yesterday, wc have located acouple of articles reporting the

nezuela state petroleum company’s (Pdvsa) recent s&nmg_ofexploratlon and production
profit sharing contracts. As noted in the January 15.1996 Oil and Gas Journal article
(fage 24), this effort represented the first offering of exploration acrea%e in Venezuela since

9 8,_and encompasses aprofit sharing plan designed to boost productive capacity bty
pursu_ln%_solo projects, joint ventures, and private oil company ventures in marginal field
reactivation, exploration and production profit sharing deals, heavy oil projects and other
ventures.

In the February 12,1996 Oil and Gas Journal article (pages 31-3_4?, details of the biddinﬁ
are reported r_|ef|y, the contract/licenses 0%arnered outlays of millions of dollars on eac
hinrV. hl_?lh profit sharing bonuses in the 40% to 50% range, high “tiebreaker” bonne bids
in the millions of dollars; and provisions to purchase a working interest by paying a pro
rata share of costs in the event of a commercial discovery.

Legal concerns apparently were raised by many oil companies regarding the structure of the
tender offer and aspects 0f the proposed joint venture tax issues (OGJ, Feb. 12,1996, pg.
34), Also, according to the Januiary 29,1996 Petroleum Intelligence Weekly (PIW), the
major companies complained over the fiscal terms of the tender. Ne_|th-tj)_the_ tax issues nor
the’complaints over the fiscal terms appeared to dampen the impressive bidding.

| hope this information helps. Feel free to contact me if you have further questions.
Sincerely,

Kenneth A. Boyd
Director
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08,gas potential seen

on 10 Venezuelan Mocks

Gregory D. Croft

| -enexueia's congress

; -approved on July 4,
_ 1995, the offering of 10
exploration block* a ft* t*v-
eral month* of discussion*.
This ia the first .wiw offering
of exploration aCréage in
Venezuela since 1959 (OGJ,
luty 24, p, 21).

Terms for the offering
include a sliding-scaW royal-
ty. various tares. * fixed
work commitment, and a
government participation
»hfc v. Thie last parameter is
offered by the bidder, with
the largest participation
share being tire winning bid.

The blocks are located In
different parts of the country,
but all 1U are located in
basins that are prolific oil and
gas producers. The following
is a brief summary nf the
petroleum geology of each
block.

nmk 1. CvtztMt*

Located on me southwest-
cm shore of Lake Maracaibo,
this area is essentially unex-
plored but lies between the
major Lake Maracaibo oil
production and the oil pro-
ducing are** along booh sides
of the border with Colombia.

1t> certain that almost all
of the uil produced faun the
Venezuda-CotofnMa border
area was sourced by the pro-
lific Cretaceous La Luna for-
mation in tha Maracaibo
basin and migrated to the
southwest in part through
this Mock. A second, terser
source rock i* the shale and
coal of the Palcoccnc Orocuc
formation, but that unit tend*
to be gas prone.

Reservoir* In this block
would mostly be Tertiary
sandstones, especially those
of the Mirador and Carbon*

s**t is. latt s*UHtSBJomW

Karl W. Stauffer

Pantera Petroleum Inc.
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era formations. Cretaceous

carbonates with sand
interbeds are also likely
reservoir rock*. Possible

trap* indude stratigraphic
wedgeouta as W0l aS anti-
cline* related to die dtrust
faults formed during the
Miocene to recent uplift of
the Merida Andes.

mktiM om

This block in cant of the
southern part of Lake Mara-
caibo and immediately south
of prolific Motataft field,
which produces from Eocene
Misoa sandstones. W dl pro-
ductivities from the Eocene
sandstones at Motatan arc
quite variable but can exceed
5,000 b/d.

Oil reeps

along the

foothills of the Merida Andes
just south of this btnrk indi-
cate that oil migrated
through the block from north
to south. The aource of the oiil
is the La Lun* fonmtiua
The moot likely reservoir
rocks are the Mtsoa forma-
tion and other Tertiary sand-
stones, as well as fractured
carbonates and sands of the
Cretaceous Cogollo group.
Traps are likely to be struc-
ture* associated, with tho
Andaan upliftor with earlier,
left lateral strike ibp faulting.

The block is located in the
northeastern part of the Bari-
nas besowwhoch is the north-
ern extension of Colombia's
prolific Llanos basin. Sedi-

Sen Leandro, Calif.

riftl

ments in tM* block roach
thicknessesof about 15,000ft.
Tha source of the hydrocar-
bons on thb block is again
the La Luna equivalent, prin-
cipally the Cretaceous Escan-
dalosa formation.

The moe likely reserved!
are sandstones of Tertiary
age. particularly the Eocene
Gobenudar formation that
produce* in the older field*
to tha southwest. Other poo-
riblc rcaarvotr* are the sands
and limestone* of the Upper
Crefaceous.

IS relatively unexplored
block (only one well has been
drilled in the ana; has the
MMunw of traps ueooated
with large horriv dal thrusts.
In the foothills alone this
fim » mountain front ara the



giant fields of the Funiai
trend in eastern Venezuela
and the Cusuna trend m the
llano* basin of Colombia.

Btack4,8aiMt

Thia block is located along
the southern margin of the
Merida Andes near the El
Saul arch, which separates
the Eastern Venezuela basin
from the Borinas basin.

This is a relatively unex-
plored block that has inter-
esting potential. Source rock
it not considered a problem
as the Escandaiosa formation
is either on the block or near*

BYClswt (iiiol1i lith Uovk Lb
very complicated; it is at the
ir>i»r»ection of tivo oWurtui&l
trends, has sedimentary sec-
tion tluit wedges out against
the El Saul arch, ana has
south verging thrust faults.
Likely reservoirs in this
block are the sandstono of
the Tertiary, particularly the
Eocene, and possibly sand-
stnno and carbonate* of the
Cretaceous. Likely trap* are
anticlines associated with
thrust faults, possibly older
Terrfary fault blocks, and
updip pinchouts. Late struc-
tural movement associated
with the Merida Andes may
have destroyed earlier traps.

lhd!S,BM m

El Sombrero is located
about SO miles south of Cara-
cas. The major natural gas
accumulation at Yucal-Ptaeer
is located immediately east of
and on trend with this block.
To the southeast is the Las
Mercedes area, which ha«
produced about 200 million
bbl of oil from tsnda that
range in age from Miocene to
Cretaceous.

Sediments in this block
are up to 10,000 ft thick and
hydrocarbons may be either
oil or gas. The bounding
thrust Uult of the Coastal
Range Is dose to the northern
boundary of the block.

Posaible traps in this btock
include anticlines and thrust
structures related to the
uplift of the Coastal Range
And sand pinchouts to the
south in younger units. The
major source rocks here are
probably the shales of the La
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Luna equivalent formations,
although some sourcing from
Tertiary shales, especially of
gas, may have occurred.

Stack 8, GBVfcfl

This a’rea is east of lhp rity
of Mahinn along the fscnous
Fiirrial trend, where many
giant oil and gae Reids have
been discovered in the Lost 10
years. The recent discoveries
ilave all been to the west of
this block, but the geologic
structure in the area trends
east-west and continues
through the block.

Source rock is not a con-
cern in this Um given the
prolific nearby discoveries.
The major source is again the
La Luna equivalent, here
called Querecual and San
Antonio, although there is
probably a secondary contri-
bution from the Miocene
Carapita formation.

Potential reservoirs
include Minorne, digocene.
and Cretaceous sandstones,
asin the Funrial trend, oswell
as Plio-Pleistocene sands
such as produce in
Quiriquire and Pedvmales
fields. Traps are probably
related ro thrust-faulted
structures, although there
may be strabgraphic traps in

the younger Tertiary and
flank traps against shale
diapirs.

Reservoir quality and con-
tinuity are the principal mks
associated with this block.

Btacfct 7-8, M1 «l tarn

These blocks cover the
southern part of the Gulf of
Poria from the Venezuelan
coast to the marine boundary
with Irirudad- These are the
only wholly offshore blocks.
The blocks are located near
the aria of the gravity low
that marks the center of Ter-
tiary sediment accumulation
in the Eastern Venezuela
basin.

Sediments here may be
more than 30,000 ft thick.
That there are hydrocarbons
in trte area is dear Peder-
nalct field is just onshore to
tie south, the Funiai trend is
to the west, and the oil fields
of southron Trinidad ara on
trend to the oast.

Geological and structural
trends do appear lo continue
all the way trout the Purrtat
area into Trinidad, although
fades changes of individual
units also occur. Source rocks
are largely the Querecual of
Upper uetaceous age. called
the La Luna further westand

the Napaiaima Hill in

Trinidad.

The most likely reservoirs
art Neogene sands and per-
haps Paleogene and Creta-
ceous sands. Traps in these
blocks may include throat
related structures os well aa
unconfonnitio*. stratigraphic
traps, and traps against the
flanks of shale diapirs.

Rw*rvour continuity may
be a problem in these blocks.

Stack 9, Piata Pnofltal

This block is looted
onshore <ind offshore the
northernmost Amacuro
delta, (f is hnimrird to tfce
north by the marine bound-
ary with Trinidad and to the
south shares in part a COM-
MON border with Block 10.

Pedernsie* field to the

watt produces oil from
stacked Pliocene and
Miocene sandstone reser-

voirs on the flank Ot a shale
dlaptr. The sedimentary sec-
tion in this block is very
thick, probably about 30,000
ft The source rocks here are
the Upper Cretaceous Quero.
mal, called Naparaima Hill
in Trinidad. Potential reser-
voirs include Neogene and
perhaps Paleogene sand*.

In addition to having
deltaic-type structures that
could serve as traps, this
block may have structures
related to earlier compres-
sion. Neogene submarine fan
deposits could contain strati,
graphic traps, and shale
diapirom b also a likely trap-
ping mechanism. A potential
problem in this block i» reser-
voir quality both due to the
original facies and to com-

paCDOt CITMVQ.

mKk 18 M

As ItS name su gests this
block is located inthe middle
of the Amacuro delta in this
block the sediment thiduwse
is greater then In the produc-
tive  Tembiedor-Tucupita
trend to the oouthwear but
lets than In block 9 to the
north.

The source rock for the
block would be the strati-
gnptric equivalent of the La
Luna formation, either with-
in the Wock or just beyond it
Possible reservoir* include

M 3aJoan*»Sat ittW i
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sandstones ranging in age
front Pliocene to Cretaceous.
Traps may include deltaic-
type cxtcnxirmal rtTucturr*.
pre-deltaic comprettional
(tructuru* and *tratigraphic
wcdgcoutt combined with
faults.

Tlu> block lute fenrr duta
than any of the other blocks;
no wells have been drilled
within the block, and little
seismic has been acquired.
The unknown quality and
continuity of sandstone
reservoirs may be the great-
est risk in this block.

A rvixiit oil discovery at
Las Piedncas, just west of the
block, flowed 2,700 b/d.

rweraw

The blocks to b« offered in
Venemela's upcoming
exploration round include
some very exciting explo-
ration potential.

The blocks are located
mostly in the deeper parts of
Venezuela's two most impor-
tant oil producing basins,
and several of them are in
structurally complex artas.

Many of the Works ant
highly procpective for natur-
al gas aswell asoil, but oper-
ators will face « challenge
marketing large quantities 0
gas in Venezuela's well-sup-
plied gas market.

The offering also repre-
sents a watershed in
Venezuelan politics in that
foreign companies have not
been able to obtain explo-
ration acreage in Venezuela
for many yeers. *

NEVADA

Tide Petroleum of Neva-
da, Reno, staked the state's
first wildest to vihthmst
Paleozoic*

Permitted to 10,000ft, it is
the 2 Baseline Canyon Unit-
Fedeial, in 21-1n*59c, Lin-
coln County. The spot is in
Coal valley 29 miles south Ot
Grant Canyon oil field.

N. DAKOTA
Armstrong Operating

Inc., Dickinson, completed a
Mississippi**  Lodgepole

& 1* IMS « Alt fits Jourdl

discovery m btark County.

The 29-1 Haller, in 29-
139n-%w, 3 miles south-
southwest of Dickinson,
flowed 157 b/d of oil. 78
Mcfd of gas, and 55 b/d of
water from 9,6122-34 ft

The discovery opens Ver-
sippi field.

Baker Hughes Inc. report-
ed 2Urotary rigs making hole
in North Dakota in the week
ended Sept. 1, compared
with five in the same week in
19M.

OKLAHOMA

OXY USA Inc slaked an
Ardmore basin wildcat in
Johnston County.

The IA Airport, in 214s-
fie, 2 miles south of TUIO-
mingo, is projected to 9,500
ft The spot is 5 mile* north-
east of an abandoned one
well oil field, Pl repotted.

PetroCorp Inc., Houston,
is connecting two gas wells in
the Misener Trend of Alfalfa
County.

PetroCorp expects sales to
start this month at 1.3 MMefd
of gat from the 19C-4 janct.
Sales started Aug. 25 from
the 10c-1 Slieni, averaging
200 Mcfd.

TEXAS

ton

Tesoro Petroleum Corp.,
San Antonio, might shoot a
3D seismic survey next year
over a potentially significant
discovery tn Webb County.

The 1 Longoria, 40 miles
east of Laredo on lesoro's
2,200 acre South Guerra
prospect flowed 33 MMcfd
of m «through a % in. choke
with 4.090 pei wellhead pree-
cure. The well encountered

| 80 rt ot gross pay sand in the
rested interval and three
other pay sands untested
behind pipe.

The discovery well if 4
mile* southwest of and anal-
ogous to Cucrra field, which
has produced 125 be/ of gas.

Tots of the 1 Longoria
continued to determine per-
meability and the need to
fracture the pay sand*. The
company hopes to complete
a directional delineation
well by ywrend to optimise
contact with at least four
identified prospective pay
sands-

Mustang Oil it Gas Corp.,
a unit of Gull Resources
Corp., San Antonio, and
Tesoro Petroleum Corp.
opened new pm in Lopeno
field in Zapata County.

The 1 Palmyra, enhanced
by 3D seismic data, flowed
as much as 10.7 MMcfd of
gas on a m*.in. choke with
5.443 psig wellhead pressure
from multiple zones In
Eocene Upper WiJcox at
about 11,000 ft. CAOF is
48.549 MMcfd.

The wall cut 86 ft of grass
pay sand in four producing
intervals within the L-13, L-
18, L-21, and L-22 sands.

Lopeno field, discovered
in 1952, has produced about
120 bef from L-5 through L-
27 sands. Mustang used devi-
ated drilling technology and
multiple zone completion
techniques that proved suc-
cessful at Bob West gas field
6 miles southeast

Nuirvu Entergy Co com-
pleted a Brookeland field
well that is the third well on
its 58,000 acre joint venture
with Texaco Exploration and
Production Inc.

The 1H Springer, in Jasper

‘APl MONTHLY US WF1L COMPUTIONS*

| County, flowed 154 MMdd i
of gas with 2380 b/d of con-
densate through a % in.
choke with 3375 p*i FTP

The Cretaceous Austin
chalk well produces through
dual liters1* i combined
9,082 ft long. Tiue vertical
depth b 11,890 ft

Patterson Energy Ir,c.,
Snyder, To., has boosted its
holdings In the lola aru of
the Cretaceous Austin chalk
mend in Grimes County to
3,700 acre*.

The new holdings art near
Patterson's Norwood and
Davis Welle, wlik.it weir dual
lateral completions.

UTAH

Amerac Energy Corp..
Houston, formerly Wolver-
ine Exploration Co., staked a
wildcat in Summit County
betwrni  Pineview and
Bridger Lake fields.

Projected TD is 17,000 ft at
the 1 Tawe top Unit, m Ifr-
In-I0e, 18 miles east ot
Pineview oil field.

Barmr Resnum* Corp..
Denver, is preparing to com-
plete its 3 Cave Culch well
that has established the deep-
estproduction ui Caw Gulch
Unit in the Wind River basin.

The well was hooked to
sales in mid-August at 5
MMcfd of gas and 40 b/d of
oil from perforations at 8-537-
8830 ft in a previously
untested section of the Upper
Cretaceous Lower Lance. TD
is 9,050 ft

Barrett plan* to perforate
additional zones in Luxe.

The company recently
staked the 10 Cave Gulch
Unit, in 32*37n-86w, Natrona
County, as a 9,200 ft Lance
testin Wahman field.
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Pdvsa poised to Sign tirstE&P profitsharing

Venezuela's state rcfroloum company
Petroleos dc Venezuela 5A (Pdvsa) this
mnnth will sign its first exploration and
production profit sharing contracts.

The effort represents Venezuela's
most extensive offering ot this type for
private investment since nationaliza-
tion 70 years ago It also is the first
offering of exploration acreage in
Venezuela since 1958.

The program is expected to generate
as uiuvli»*512 billion in .idded invest-
ment in Venezuela's upstream sector
the next 10-15 years.

PdYsagnb

The E&P profit sharing program
falls in line with Pdvsa’* goal of boost-
ing oil productive capacity to more
than 5 million b/d by 2005 from the
current level of slightly more than 3
million b/d, in expectation of growing
world oil demand.

Tdvsa's 10 year business plan cans
for total outlay of 560 billion to hike
productive capacity to 5691 million
b/d. That breaks out as S33 billion for
Pdvsa soln projects, another 911 billirm
for joint ventures, and S16 billion from
private oil companies for marginal
fields renctivAlion projects, E&P profit
sharing deals, Orinoco heavy oil pro-
jects, and other oil and gas ventures.

Meantime, Pdvsa has earmarked
about 56 billion in capital spending this
year, with most of the focus on EiP to
underpin production and reserves
growth.

The company also is moving to con-
solidate its growing global role as a
refiner and marketer of heavy erode*
and related product*.

EiFpragrai

The long awaited E&P profit shar-
ing program is a departure from
Venezuela’'s other recent efforts to
atiraet private— especially foreigh—
investment to its upstream sector

Pdvsa has signed some major
"strategic alliance" agreements involv-
ing major oil companies for pnrtkipe-
tion in heavy oil development/
upgrading ventures (see taWe, OCJ,
Aug. 14,1995, p. 37),

in addition, Pdvsa is making
progress in a 3 year old program tar-
geting private investment to reactivate
marginal oil fields in Venezuela (OCJ,
June 12. IW5. p 33).

Further; Pdvsa hat all the elements
in place except for a market for it* lig-
uefied natural gas export scheme,
which include* offshore nature) gas
field development in cooperation with
foreign oil companies (OCJ, Sept 4,
1993. Newsletter).
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The profit sharing scheme under
Pdvsa's ‘aperture” (opening) oil pro-
gram is the first time since nationaliza-
tion in 1976 that private companies will
be allowed to conduct E&P program*
in Venezuela as equity nwnera.

The profit charing deals call foe
exploration of 10 undeveloped blocks
eamwuked foi joint ventures financed
totally by private cuuipaiuea- Mini-
mum investment Is expected to be 540-
60 million/block.

The 10 blocks are spread over an
area estimated at 45 million acres (see
map. OCJ. Sept 18,1995, p. 85). Poten-
tial reserves are estimated at 7 billion
bbl of high quality medium and light
gravity erodes.

If commercial volumes ofoil and/or
gas are discovered, tha private compa-
nies will form joint venture* with one
of Pdvsa’'s subsidiaries, sharing the
venture's profits and being reimbursed
for exploration costs.

More than B3O COMPANIES have
expressed an interest in the E&P profit
sharing program, and about 70 have
qualified to bid (tec table).

Hera ia the schedule for opening
sealed bid* under the profit sharing
program:

e Jan. 22, CararumbofflockA, Zulia

and Merida states; lI-a Cciba Block B,
Trujillo, Menda, and Zulu states.

e Jan. 23. Guanare Block C. Por-
tugucsa stale; San Carlos Block D,
Cojedet and Portugucsa states.

e fan. 24, EI Sombrero Block E.
Guarico state; Guarapiche Block F,
Mon.igns and Suae states.

e Jan. 25. West Culf of Paris Block
C and East Gulf of Pane Block H, both
Sucre nat*.

e Jan. 26, Tania Tc*cador Block |
and Delta Centro Block J. both Delta
Amacuro state.

Ptfva 19%m am

Pdvsa's 1996 budget focuses heavi-
ly on its idfnrrs to boost Venezuela's
crude oil reserves to about 66 billion
bbL which it reckons would be an
increase of about 1.6 billion bbl.

Oil & Ga> Journal estimated
Venezuela* proved crude reserves as
of Jan. 1, 199®, at 64.5 billion bbl (OCJ,
Dec. 25,1995, p. -H).

Pdvsa said its 19% E&P program
indudes more funds for exploratory
drilling in new areas such as the South
Andean flank and North and Central
Monaga* state.

Increased spending also w ill go for
development and appraisal drilling,
secundary recovery, and steam injec-
tion projects.

In addition. Pdvsa expects to
increase Venezuela™ gas resom by
about 585 million bbl of oil equivalent
(BOE) to about 25 billion DOE.

Pdvsa reported production of
OrimuUion. it* boiler fuel that is an
emulsion of extra heavy erode, watir,
and a surfactant, will tool about 4.8
uiilliuii metric ton* in 1996, up 104,000
ton* from 1995. It also reported produc-
tion and marketing of coal from ib Car-
bone* del Guttare joint venture will be
about flat in 19% with 1995* level of
4] (out.

Pdvsa is pressing * program of
upgrading and modernizing it* refiner-
ies while eyeing possible further
investment* in refining abroad. All
told, the goal is to add 600AC b/d to
worldwide refining capacity.

Plan* call toe increasing terming
capacity in Venezuela by about 2001100
b/d by 2000 at a cost of about 15.2 bd-
lion.

Current refining capacity in
Venezuela is about 1167 million b/d.
Crude throughput ix pegged at 983AW
b/d for 1996.

Much of the refining investment
emphasb ia on processing forger voi-
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-iT.es of heavy xnd extra heavy crude?.

Plans call for Pdvsa subsidiary M ai-
aven SA to complete a 52 billion
upgrade of its 296,000 b/d Cardon
refinery this year,

Pdvsa also plans to expand the
195.000 b/d Puerto La Cntz and
115.000 b/d Q Padito refineries operat-
ed by its Corpoven SA unit,

liiuiiy pnfsct

In addition, Pdvsa subsidiary
.agovcn SA will increase capacity of
die liydnniesulfurization unit at its
571.000 b/d Amuay refinery. Plans call
lor expanding unit capacity to 250,000
b/d of high sulfur, heavy crudes bom
190.000 b/d.

Tha project w ill allow the refinery to
pjcca»rfrstt« fc jmo7."itver aiSoww*
iicd distillates and gas oils, Mid
Lugwcn Refining Manager Heraldo
?ilonres.

That gas oil will be supplied to
other refineries in the Pdvsa circuit to
be used at catalytic cracking units for
the production of gasoline," Sifontaa
<xid

Amui/s expanded deep conver-
sion capacity 0f 99.0C0 b/d iuvaks out
as 64,000 b/d of flexlcoking and 34,000
b/d of delayed coking.

During first half 1995, Amuay
processed about 102,000 b/d of heavy
crudes, the highest in 45 years of oper-
ation. That volume of throughput is
expected to rise to about 170,000 b/d as
expansion work progress**, Sifontcs
said.

"Refining hard to market heavy

Protests linger over Shell Nigeri

Itoyal Dutch/Shell has come under
more fire for its role in Nigerian opera-
tions.

In the latest development. London's
Shell Centre buddings, U.K. headquar-
ters for many of the company'! inter-
national operation* was the starting
point for a Jan. 4 protest against tha
company and Nigeria™ military
regime

The Ogoni Community Association
organised a march from Shell Centra
to the Nigerian High Commission end
on to St James's Church, Piccadilly, for
a manorial servxt for Ken Saro-Wiwa
and eight other activists executed by
the Nigcrun government late last year
(OCJ, Nov. 2a 1995, p- 37).

Also in London, members of
Britain's Royal Geographical Society
voted to expell Shell as ana r>f their
sponsors because of it* Nigerian oper-
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crudes means gieaier operational and
commercial flexibility for lagoven,”
Sifontes said.

Pdvja estimates about 73% of
Venezuela's oil reserves are heavy and
extTa heavy crude* and 27% medium
and light cnidcs and condensate.

Fopeiyi nfiani

Pdvsa currently is negotiating the
purchase of several refineries in the
U.5 and possibly building another in
Brazil, said Ronald Pantin, the compa-
ny's strategic planning coordinator.

He did not disclose which plants are
under consideration for purchase but
uid negotiations are based on an
"association xheme" aimed at boost-
ing Tdvsa's refining capacity by

Ola., cuvxt iias aoout o/o,uuu
b/d ot refining capacity in wholly or
partlv owned refineries at Lake
Charles, La., Corpus Christi, Tex..
Paulsboro. N.J.. *“vannnh, Ca,
Lemont, HI,, and Houston.

In addition, Pdvsa has 310,000 b/d
of refining capacity at the Isla refinejy
in Curacao and a combined 260,000
b/d of capacity at refineries in Ger-
many, Sweden, Belgium, and the U.K.

Heavy oi M n*m

As an adjunct to (he refining expan-
sion. Pdvsa continues to pre** prefect*
with ARCO. Conoco, M obil and Total
intended to produce a combined total
of about 500,000 b/d of extra heavy
crude and convert it into a more mar-
ketable synthetic crude.

Following an agreement last month
setting up a S2 billion heavy oil joint
development/marketing venture be*

ations.

Meantime, Nigerian Minister of
State for Petroleum Resources Kabir
Glutfe said threats by Britain and the
U.S. to boycott Nigeria's oil won't
harm his country's economy if they
develop.

Chafe told Kaduna newsman Nige-
ria would limply turn to other compa-
nies waiting to do business with llit
country if the U.K. and U-5. make
good their threats.

Target SM

Although Shell was once again the
target of protests because of its sup-
posed dose links with government to
facilitate its oil operations in Nigeria,
the anti-Shell feeling waa more muted
than in rerent months

rart itu, jo'-wcjOvi.

tween Chevron Corp. and Pdvsa unit
Maraven SA (OCJ. Dec. 25 1995. p 29),
Mobil is expected to complete negotia-
tion* on x similar project involving
Orinoco extra heavy crudes with
Lagoven.

"The prospects lor that project look
very positive," said Lagovtn Pres.
Julius frinkunas.

H* noted the prefaasibilitY study for
the projectis compute, and the contract
should get a final green light for sign-
ing in the first quarter

Under iheir strategic association.
Mobil and Lagovcn would act up a
joint venture to produce about 100,000
b/d of caiu heavy crude from the
Orinoco belt's Cerro Negro region. The
Cvrro Negro crude will be upgraded at
xenng as svnciude.

The deal is expected not only to
open markets to Lagovim in tho US.
hut also load to other joint ventures
involving the two companies in the
us.

Usi Nuwmber, Maraven signed a
33 year, 51.5 billion strategic associa-
tion contract with Conoco inc. to pro-
duce, transport, and upgrade 120,000
b/d of Orinoco extra heavy crude
(OGJ, Nov. 13.1995, Newsletter).

Earlier. Maraven signed a contract
with Total covering a 11-85 billion pro-
ject to produce and upgrade 190,000
b/d of Orinoco crude.

A S35 billion rtratvgic association
betw eti Corpoven and ARCO to pro-
duct 169,000 b/d of Orinoco crude,
upgrade that (o 210,000 b/d of syn-
crude, and export the syncmde still is
pendtng approval (OCJ. Oct. 3. 199*.
Newsletter).

an connection

A Shell International spokesman
said only about 30 protesters gathered
outside Shell Centre, and there did not
appear to be any reference In Shell in
posters and banner* they di*play*d.

The official uid Shell had been
aakod to pretort to Nigeria's govern-
mento»er 19 more Ogoni tribe protest-
ers, currently held on the same
charges, murder, as Saro-Wiwa and
colleagues and due for trial at an
undisclosed date.

In Kaduna, Chafe pointed out that
Iran and Libya are under US. olil
embargo* but are still exporting their
oil to other buyer*.

H**aid Nigeria Imbolstering its eco-
nomic mlarto** with China, Russia,
and — stem European countries to
forestall any embarrassment sanctions
from the W«*t might cause. .
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Venezuela's Oitumenes Orinoco
(Bitor) voon will sign j deal to sell
34 million tons/year of Orimulsion
to Taiwan, matching its biggest sale
to date.

OrimultLon is an emulsion Of
extra heavy crude oil, water, and a
surfactant that is designed to back
out coal as a low cost, environmen-
tally preferred boiler fueL

Bitor is a subsidiary 0f sum

owned 1'etroleos dc Venezuela 6a
(PJi'sa)

F>» East BMPtit mtt

Bitor Pres. Jorge Zcmclla said
his company received 'with great
latialachon" a report Item Taiwan
on the outcome ot a tender by Tai-
wan's state owned power compa-
ny to select new projects assigned
to independent power producers
(IPPs).

ZemelLi said Bitor affiliate MC
Bitor Ltd. w ill "significantly pene-
trate" the Asian market with th*
Orimulsion sale to Taiwan.

OnmuUicn will be the sole fuel
of u power plant to be built by a
group led by InreTgen at Liihe in
the buao region on Taiwan's east

on ur olL [/ gflo

coast. Sales will begin in 2000.

The project is one of many pro-
posed under a Taiwanese govern-
ment initiative to solicit IPPs from
the private sector to build power
plants to meet Taiwan's soaring
electric power d«mand.

Taiwan's Ministry of Economic
Affairs recently ehoac from the first
round of proposal* seven group*
to build a total of 7.11 million kw.
Combined power capacity of 23
fimjiK-n- pm jw /vt nndnr tho h*r»
round totaled 3(1.3 million kw.

Oil products and natural gas
will feed some of the other win-
ning project*.

m* §--En
uzm propct

Among the companies selected
in the first round is a combine led
by International Generating Co.
(Intergen), ajoint venture of Bech-
tel Group and Pacific Gas & Elec-
tric affiliate*. Other members of the
group are Taiwan Synthetic #uhh*r
Corp., APED, and Chin* Stool.

The combine™ Uxhc plant will
have on installed generating copoc-
Uy of 1.5 million kw involving two
units of 750,000 kw each.

Venezuela's E&D round mostly

Venezuela's liiii profit sluuing explo-
ration and development licensing
round has yielded generally positive
results.

Although two of the 10 blocks up
for bid received no bids, some of the
remaining blocks received hefty ones.
Statu owned Pctroloos de Vorwruola
(Pdvsa) netted about $215 million in
tiebreaker bonuses in the round, in
addition to about 615 million boat the
sae of data packages to prospective
bidders.

The Ib blocks, covering 4.5 million
acres, are believed to contain potential
oil reserve* of at least 7 billion bw of
medium and light grad* crude in addi-
tion to substantial potential volume* of
natural gas (so* map, OCJ, Sept. IB.
1995, p. £5). Preliminary estimate* of
potential oil reserves for ths combined
blocks ran a* high a* 23 billion bbl of
light and medium gravity crude.

The tender marks th* return oOf for-
eign companies to full equity participa-
tion in oil and gas McO, a sector that
Venezuela nationalized 2U years ago. it
is expected to generate as much as S12
billion in added investment in

Fte 12.19W *CS & GO jOVira

Venezuela's upstream sector the next
10-15 years (OCJ, Jan. 15. p. 24).

The tender was marred by litigation
stemming from concerns over clauses
in proposed profit sharing contracts.

The push to expand foreign invest-
ment in Venezuela's upstream oil sec-
tor underlies the government's goal of
doubling oil revenues in 7 year* from
th* currant $6 billion/year.

To m nt that goal. Caracas is count-
ing on investment by Pdvvo and pri-
vate companies, especially foreign
firms, to help jump productive capacity
to 3.7 million b/d from today's 3.15
million b/d.

Venezuela currently claims to pro-
duce about 2.4 million b/d, dose to its
Organization Petmkum Exporting
Countries' quota of 2 ?5d million b/d.
However, other source* hav* placed
Venezuela's output considerably high-
er than that, exceeding quota by mure
than 300,000 b/d.

Hw i)b

Pdvsa voiced satisfaction with
results of the tScl' profit stunng license
round. More than 75 companies pro-

One of the uruts will begin
operations about irud-2000 and the
second by the end ot that yew.

MC Bitor and Mitsubishi Corp.
wiil supply those units about 3.4
million ton«/yew of OrimuUion
for 25 yew* exported from the Jose
tvrmirul in Anxoatogui ittte, =ast-
ern Venezuela.

It wdl be live Lugosi supply con-
tract of Orimulsion in the Asia-
Pacific region. MC Bitor and Inter-
(lemin n»pnr+»f In rijjn tha i(ji =
mcnt soon.

Zemella said, 'The approval
constitute* the most significant
step forward in the Asia-Pacific
region by Blfumene* Orinoco,
through MC Ditor, in penetrating
the electricity segment of tlie ener-
gy market in the Par East"

1he market has been dominated
by energy sources such as gas,
coal, and conventional liquid
hydrocarbon fuels.

Th* next stop in marketing
Orimulsion in th* region is to pre-
pare an environmental impact
study to obtain permits from Tai-
wanes* local and regkmal authori-
ties.

uccessful

qualified for the bidding.

“We are very pleased with the
results/* soul Pdvsa Pres. Luia Giusti.
"The most Important thing is that the
massive attendance ot large, medium,
and small companies has ratified
investor confidence in the country's
petroleum industry."

Beyond concern* over tax and cur-
rency issue*. international oil and go*
executives praised Pdvsa for a smooth-
ly run render.

“In x w i ease, wc declined to sub-
mit bids simply because dir risks in
those areas were far too high ur
because we just did not have sufficient
geological data to make a final deci-
sion," said one executive whose com-
pany faikd to obtain a contract “This
by no means points to a lack of interest
in Vrn*nu4a. which remains an aPrac-
tiv* oil country."

Pdvsa estimate* $1 billion w il hi
spent in the first 3 year oplo aboo
period for the profit sharing bhx asand
another S10 billion the following 7
years. The contracts call for outlays of
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at IcaJt $40-60 militon/bloch.

In die event of a commercial dis-
covery. license terms call for a Pdvsa
affiliate to have an option to purchase
aworking interest by paying a pro rata
share of costs incurrwi to date

Pdvsa is expected to hand over the
signed contract* **riy this month to
the Energy it Mines Ministry, which in
turn will send the documents to the
cabinet of ministers, then to

hm una

1
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Konald Pontm, Pdvsa strategic
planning coordinator, expressed sur-
prise that Amoco and the Toul/St*roil
combine each offered a 50% PEC. He
noted industry see* only one major oil
play in the area but added that a major
natural gas strike is highly prospective
there.

In addition, the swampy region
poses logistical challenges.
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Venezuela's for final
approval.
Exploration generally is expected to

get under way in first quarter 1997.

congrcee

Attracting the most interest in the
bidding was the Guarapiche block in
eastern Venezuela, which is believed tn
hold as much « 1 billion bbl of medi-
um and light gravity crude.

A combine of Amoco Corp., British
Petroleum Co. pic. and YTF SA uiiii
MIVtX linnnn' Cnrp um *4" Kklaali
based an a 50% pretax profit sharing
bonus (PEC) plus a tiebreaker bonus of
almost S109 million.

Amoco bid solo to win thz Punta
Pescador block in esstem Venetuela.
just east of the Cuanpkhe binek in
which the mmpany it a partner. Amoco
offered a2 50% PEC and a tiebreaker
bonus of $10.7 million.

That topped a bid of 50% PEG and
tiebreaker bonus of $5.6 million by a
combine of Frame's Tbtal and Nor-
way's Den norske stats otjeselskap AS

Amoco plans to spend at least 540
million to explore its Punta Pescador
block. The block lies just south of gas
fields Amoco is developing off
Trinidad.

a

jvijocuovec.

Oil Co./Lv;mo pic, Patruieos Brasil-
eim SA/ Benton Overseas Petroleum It
Investment Co.. Unocal Corp./J.tp.in
Petroleum Exploration Co. Ltd., and
Rcpsol SA/Enterprise pic.

Work commitment tor the La Ceiba
block in the first 5 year phase of
exploration is about 550 million. The
minimum work commitment calls for
drilling of three wildcats. Plans call
for seismic surveys to get under way

this year.

Konald Wilfon, president
oi Mobil Latin America busi-
ness development ventures,

first year fivel noting Mobil is familiar with
ive p ;

tlur |La Ce! said, ~We

e rﬁ1 ﬁﬁ-lalrfr?)*

putt 'faKecnr tSKsir lattons."”

| 50, 0] _ 58 5 Mobil Erst operated in
I'aIED Q0 _ o 8 Venezuela in 1934 and. with
the country's new efforts to
\ 20 109 18 15%3 attract fi-nign investment,
seeks to > (xwd its presence.
um'29 Mobil is currently negoti-
%0 22 4 118 ating a S1.8 billion strategic
. 24 M 1201 association with Pdvsa sub-
e sidiary Lagoven 5A to pro-
i 107 139 duce and upgrade 100,000
E b/d of extra heavy crude
from the Orinoco oil belt In
re'si'ﬁi) addition. Mobil recently
;&?020 Y 107 9 6M returned to lubricant manu-
D 1 10 1.40* facturing and marketing in

Ak
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A close second to the Guanpiche
bid was the winning offer for the La
Ceiba block along the southeast edge of
Lake Maracaibo, thought to hold 790
million bbl of oil reserves.

Here, a Mobil Corp. led group that
inriurio* Germany's Vaba O il AC end
Japan's Nippon OU Exploration US.A.
Ltd. made a winning bid of SO% PEG
and tiebreaker bonus of almost 5104
million.

AR IR SV GV
shore of Lake Maracaibg on the tint
day of bidding, fan. 22 (Z Jan. 29,
Newsletter). Interests in the block are
Mobil m Veto 50%, and Nippon
71% Their winning tiebreaker bonus
bad topped bid* by nine other groups
that matched the 50% PEC bonus,
Closcut to the winning bid was
Exxon/SheU, wiikL offend a 50% PEG
bonus plus a 537.3 million tiebreaker
bonus. Others bidding foe La Ceiba
wot Amoco, Texaco Inc/Mitsubishi
Corp./Maxus. EIf Aqultaine/Conoeo
Inc., Agip SpA/Norsk Hydro, Total/
Statoii/Petronas Carigali. Marathon

Venezuela la#t yen when it
purchased 50% of local com-
pany CA National de Cases
4c Lubricances, the country's
biggest lube plant
Vebs also has a long association
with Pdvsa. dating to 1978 when it
entered into a government backed
accord between Germany and
Venezuela for technical cooperate* in
th« energy rector. In 1983, Vaba and
Pdvsa formed a joint venture, Ruhr
OcL to operate Germany's biggest
refining system with throughput
capacity of 440,000 b/d.

Gnmgq Micks

Conoco bid alone in winning the
V. dwir M . HI* UMAX Ul Stduuw
water off Venezuela's northeastern
co*« in the Caribbean Sea

Competing against Conoco were tho
Canadian-South Korean group of
Canadian Occidental Petroleum Lid.,
Numae Energy Inc, Vukong Ltd., and
Kme* Petroleum Development Corp.;
Agip/Nonk Hydro, and thaCanadian-
Argentine combine Talisman Energy
Inc/AstraCam.

Conoco ottered a 50% PEG plus a
tiebreaker bonus of S21.2 million cont-
pered with the numerup Canadian-
South Koreen group's bid of $20 2 miil-
lion.

Term call for a 4 yew, $30 million
commitment to drill two wells and
acquire icisnte data in the western

OftOMJSSnULft* it im
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Calf of Paria between Venezuela and
jrtnidjd. Exploration is to get under
way right after the contracr is signed.

Conoco combined with EIf
Aquitaine 50-50 to take the Cuanorc
block in Portuguese state in western
Venezuela The block is in the foothills
ofthe Mend* Andes.

The work commitment call* for a 5
vcar, S30 million outlay to drill four

ells and acquire seismic data. Work ia
» get under way immediately after the
.vntract is signed.

Conoco also has astrong presence in
Venezuela.

It formed a joint venture. Petrozua-
ta. with Pdvsa unit Maraven SAto pro
duce 15 billion bbl of Orinoco extra
heavy crude and convert it to synthetic
crude, most of which will be processed
in Conoco'r. U.S. refineries. Construc-
non on the 51.4 billion project is lo gel

mder way early in 1997.

Conoco also is a partner with
Jttumencs Orinoco SA to convert
Orinoco bitumen to Orimulsion.
Pdvsa's proprietary heavy oil/water/
surfactant emulsion is used as Aboiler
fuel.

LLBE groap Mack

A group made up of Louisiana Land
& Exploration Co. (LL&E), New
Orleans, Norcen Energy Resources
Ltd., Calgary, and Benton Oil & Gas
Co.. Carpmtena. Calif., won the Delta
Centro block in eastern Venezuela.

Operator LLUE will hold a 35%
interest in the block. Norcen will take
35% and Benton 30%.

Tli* Delta Centro block lies in a
mostly manhy region of rhe Orinoco
River delta in Northeast Venezuela's
Delta Amacuro state:

The group's work commitment calls
for acquiring and processing 1,300 lint
km of seismic data and drilling three
wells in 5 yean with An option to
extend the exploration period Ayean.

Work is to get under away after the

contract with Pdvsa is signed.
r feC U InlmHim
aid noted the Delta Centro block s

marshy terrain is similar to marshlands
in Louisiana where LL4E has long
operated.

Otter

Pcrox Compaac SA took the San
Carlos block in Cojade* and Poetngua-
s* states of Southwest Venezuela.

The Argentina company topped a
bid by EIf by offering a 40% PEG. Feies
Companc currently is Involved In
reviving oit production in Venezuela
under the country's marginal fields
pjrridpobort program.

A combine of Enron Corp. and
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\Mth David Knott from London

The unequal sp ilt
of British Gas

Facing competition in U.K. gas mar-
ks?*, restrictions by government regu-
lations. and massive gas contract
debts, British Gas pic will split into
two rompAniix.

The former U.K. gat supply
monopoly, privatized in ttag**
beginning in 1986, will split into a
Urge company, to be known as
TVansco International pic, and a
smaller unit, British Gas Energy p it

Chairman Richard Giordano said,
"This demerger is about the creation
of two separate companies that will
manage rvur business more effective*
ly to the advantage of our customer*,
shareholders, and employe**.**

But .some pundits say the move is
designed lo protect the company**
profitable businesses from losses in
long term take or pay gas purchase
contracts.

Ahead of gas market deregula-
tion, U K. operators developed gas
fields to support their plans to sup-
ply gasdirectly to end users. Trading
in gas began among companies And
with the glut of new gas the spot
ixrioa fell

Because of the low spot price,
British Gas is said to face losses of
£15 billion ($2.25 billion) on long
standing contracts worth a combined
£40 billion ($60 billion).

The new Tranvo unitw ill getthe
biggMt asset, British Cm ' transporta*
tion and stooge business, along with
most of the exploration and produc-
tion assets and the potentially lucra-
tive power generation busirm* end
International operations.

British Cm Energy will be acom-
parative runt given only the parent's
supply and trading business. This is
w hat it faces intense competidoo
from new suppliers and big losses on

gas purchase contracts.

British Gas Energy abo will get
U.K. Morecambc Bay producing gas
fields, which a spokesman said
would allow it to compete with inde-
pendents in liberalized market*.

Two fields with original reserve*
amounting to 6.6 tcf of gas. on* of
which has been on stream since 19t5
and unv since 1994, does not seem a
great deal with which to take on
fietw competition— particularly
when British Gas estimated its
reserves in 1994 at almost 2 billion
bbl of oil equivalent

Ptelc outcry

British Cos said th* smaller com-
pany will receive ro exploration
assets or expertise in the transfer. So
tt wtll face an Immediate problem in
repricing reserves to remain compet-
itive.

Transco is to be like a utility with
steady returns, while British Gas
Energy w ill be more like a consumer
company with up* and downs in
income. And everybody know* how

""WmtyTafrwmaedx
owed In th* British prm by th*
news that Cedric Brown. British Gas
chief executive, is to rcore Apr. 30.

Following atumr over Brown's
75% pay hike in December 1994,
Britons are now incensed by reports
that he will geta £4 million ($6 mil-
lion) retirement package and will be
ratainad a* aconsultant for the
d*m*rg*r.

Government's original idea In pri-
vatizing British G** was supposed to
be to snake a cumbersome giant effi-
cient and profitable. This latest mcs*
is a warning against following politi-
cal dogma to the detriment of practi-
cal consideration* of gas suppfy.
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Inclcctra won (lie East Gulf of Parin

block.

Catatumbo_ block, southwest of
Lake .Maracaibo, and El' Sombrero
block, in Central venezuela, failed to
attract bide.

Noteworthy for their absence from
th# list of winning bidden was a com-
bine of Exxon Corp. end Royal
Dutch/Shell Gioup that was expected
to dominate bidding. However, the
combine bid conservatively for the
Ceiba and Punta Pescador blocks and
came dWdy empty handed.

Some prospective bidders were
daunted by tha stiff terms Venezuela

raw uno

imposed on the profit sharing deals.
They call tor income taxes totaling
67.7% and royalties of 16.“ % in addi-
tion to the PEG and tiebreaking bonus-

es.
Astcari try

Pdvu on Jan. 29 tried again and
failed lo diuoct bidders for the Cata*
rumbo and El Sombrero blocks.

Representatives from several pri-
vate companies raid high risks, low
prospects for "' :de oil discoveries, and
lack of geol'gical data: dLvouragod
intrm t in ti.tise areas.

Juan Szabo, president of Venezuelan
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Strong styrene grow th foreseen

fesfw m\/\ﬁll trad t”]tfa/ rrtwith_in
world styrene demand thr u%h .
Driving the region's 9%/yt*r
increase ji styrene consumption an
economic growth, improved standards
ofliving, and inrraeeing exports 0Of fin-
ished product*

Thot## are th# findings o fa study by
Chem Systems Inc, Tarrytown, N.V.

The firm predicts world styrene
consumption will increoM at an aver-
age 4.1% /year through 2005, fueled by
increased demand for polystyrene and
Acryloiutrile butadiene styrene (Ate).

Most styrene capacity expansion
will take puce in eastern Asia. Chem
Systems expects additions in that
region to total 2.5 million metric
tons/year by 1998. This massive

mpanty innrem will reduce wnrid
operating rate* shift trade pattern*
and squeeze profits in traditional
exporting countries.

World styrene consumption
increased 9.6% dunng 1994, making
styrene on* of the loaders in commod-
ity petrochemicals' recent recovery.

Demand growth was strung for all
styrene derivative* especially poly-
styrene and ABS. which combined
account tor 75* of world styrene con-
sumption.

In 1995, says Chem System*
growth in styrene demand was less
than anticipated because Of inventory
adjustments and an unexpected slide
in shipments to China after th* coun-
try closed its southern border.

Petroleum Corp. (CVP). said, "The lack
of interest in some areas is relatively
normal because each company chooses
those blocks that fit their figures and
their particular strategics "

cvr. « once defunct Tdvs* sub-
sidiary, was revived speafkaUy fur the
bidding process and given the portfolio
of blocks to be tendered.

Winning bidden will sign the profit
sharing contract* and set up joint ven-
tures ((Vs) with CVP The Pdvsa unit
will own as much a* 35% of the JV
stock, with the remainder held by for-
eign partners.

Pdvsa is considering putting togeth-
er another tender for new blocks as
pan of its aperture, or "oil opening"
policy, which includes profit sharing
contracts, operating agreements, strate-
gic associations, and alliance*. A new
round of bidding could occur as early
as the end of this year or early next
year.

The tender was lurkl against a back-
drop of optimism in government and
oil industry aides and concern among
many oil executives regarding aspects
ofthe proposed joint venture tax issues
and Venezuela's onerous currency con-
trol regulations.

Venezuela currently is negotiating
an economic restructuring accord with
th* International Monetary Fund,
under which it had agreed to lift cur-
rency exclungv cuntnab in ftrtz quarter
1996,

In addition.a group of Intellectuals
Including Central University of
Venezuela Rector Simon Mums and
chamber of deputies (lower house)
energy and mines committee Chairman
Ali Rodriguez filed two lawsuits in
Venezuela's supreme court over the
propoecd profitsharing contract* They
claimed the propoeed clauses allowing
international litigation to settle differ-
ences and barring municipal authori-
ties from eeerosmg autonomy on tax
matters vtolat* the constitution.

finrrt rxid them s« no logoi
grounds for the lawsuits because under
the constitution, municipal authorities
Kav* no autonomy to set taxes for the
oil industry

Regarding currency control* Giusti
said regulations currently allow com-
panies to hold offshore dollar accounts
and make profit renetiances to totetgn
cunei ry.

However, private oti companw*
contend issue* such as municipal and
other taxes and currency controls
should be dariffed in the contract*

Governmentsources said a derree is
being written to allow foreign compa-
nies operating m Vmraoela to choose
dollar accounting ae the nation's stiff
currency control system Is put aside.

031GasJowx** M 1h im
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SuecMSful Tender
Sets State For Next
Act In Venezuela

turopcan gasoline prices, burtoennorc, if toe WTO orders Washington to relax restrictions
on gasoline from foreign plants, imports from Brazil could soar to 30,000 V\ﬂ, aSin 1991,
instead of the meager 12,000 Vd of component! stare Pctrobras has bean selling to the US
of late (ps). The 1oss 0f 110,000 b/d of gasoline supply in the East coast — enough to
cover more than 3.5% of local demand — could add It a galion to PriCeS; according t0
Houstoa-baeed Stone Bond.

An_expected drop ia the availability of spot barrcb — as Tosco diverts gmrllas
framits reary Baynay rdfirery inoitsilling statias o rphce thelcst barmb fram
Marcos Hoak — could ako prove a stiaalaat lo New Y ork Harbor prices, by weaken-
ing the bnvy-sdUng firm's bearish iafluean uver that market Raxnl changes to the
New York gasoline futures contract should further boost liquidity and price transparency,
Any remaining skepticism aboat the level of interoattoasl company iotrm t ia Opoc-
member Venczutla’'s oil patch disappeared last week At a licensing round for 10
exploration blocks, largo foreign oil companies — led by British Petroleum, Conoco,
and Mobil — bid aggressively ia terms of both boaasm and profitred gaveranseat
take for the moat prospective acreage, pushing tbo hemisphere’s heavyweight rimer
to its goal of lifting burgeoamg capacity from 3.1-nillisn barrels a day to $.$-milHoN
b/d in 2005. State rctrokoi de Vcaczoela b now moiling over tho next stage in the
country's reopening, including the possibility of direct negotiations to reactivate
smaller fields ahead of soother competitive tender. Firms have conducted geological
studies on some of Venezuela's oldest fields in PDV subsidiary Maraven's domain around
Lake Maracaibo, with hopes of clinching direct servlet deals like tO'[ 00t chevron signed
for the Boscan fietd tast month (PIW pec.i 1.pg). Pemuoil nas its eye 00 Meat Grande,
and Canadian Occidental is targeting Cabanas, both o f which now pump only a few thou-
sand bands a day. BUt pO||'[IC&| pressure still fivers competitive bidding tor most acreage
awards, and PDV is already pondering which areas to offer in a third marginal-fiekfa round
at year's end.

Underscoring (be majors’ cethestoso, despite complaints over (beattens aad Un-
goring uncertainties in tbo profit-sharing contract, toe bidding op w dw fth aa tmprea-
riva nine-way tie oat of 11 partiripMts tor tha prtrod La Ceihn Mack east of Lake
Maracaibo. It was Anally awarded tu Mobil anti partaers Germuy's Vrba aad
Japan’s Nippon (hiia a high-stakas rnnoffin which they petted a hefty SIHmdhoa
cash booas. The rnaaero-up were Exxoa with Rnyal Dutca/Shefl aad Teuco with
MHsabbhl aad Argentine YPF. BP, Amoco, and YPF paid a SIt> miftisn hamm in
order to break a foar-"ay tie Tor tha coveted Gnarapfche Mock In the swampy Delia
regian. Other blocks turned fewer heads, and the gm-prone El Sombrero genem ed no bids
at all. El Sombrero, which lies southwest o f Cancan, is to be re-offend this week. As atLa
Ceiba, which bolds an estimated SOO-tnillioo bands or mom of reserves, toe companies
offered toe government toe nwrimtin 50% tim e in pre-tax profit*at offshore G ulfof Paris
West and as onshore Quasars, Guuapicha, aad Puma Ptscndoc. Conoco won the fint sAac
posting a S21J-milum bums, end toea leaned up with EU Aquitnc M opcntor to win
Guanare. Amoco got Puma Pescador with a S10£-rnillion cash boots. Enron with local coo*
suiting giant Inebctn was sole bidder far offshore G ulfo f Pina Eart, offering Oreo* a
29% profit share, while Argentine Perez Companc outbid E if tor the San Cartas tract in the
central region. ottering toe state 40% o f profits (PIW Jan.I5.pl).

Impending dumga* in PDV’'s upperrinks, peniily even aprootiagmwy P m tfIB t
Lob Gimrt, prababty wtre'f skill the tsnatry’s basic reopening campaign «r b» ram*-
sion-driven grab tor market share, gtven the gravky of tha CaUcra admtohtndn's
ib nrnif eeanomk woes, fpdrod word tore Grusti could take over toe Firnnce Mktuhy
raises toe prospect of a fiirther loosening in aconomic controls, a poaribihty th * would spmfc
even man interest in oil and gas projects. Talks with toe bacnatiocat Mummy Fieri, how-
ever. seem to be faltering, as President Rafael Caldera continues to resist another hike in
subsidised domestic gasoline prices. The high level o f bonuses obtained in the bid round
may feed opposition to an IMF deal A PDV inskkrwould likely replace Ghtm.
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LEAS ATIMVE AHFARS ACENCY
(907) 485.3867 or465-2460 SI-ATEO:W
PAX (907) 485-2029 130 Seward Street, Suite 409
Mail Stop 3101 Juneau, AleNta 99601-2105
MF.MORANDIJM March 25,1996
SUBJECT: Renegotiation of State Oil and Gas Lease
TO: Senator DrueFearce
Presid
FROM: Jack Chi
Legiblatl

| am responding to three questions set out in your March 22 memo.

1. I'have not found explicit statutory or regulatory authority to renegotiate an oil and gas
lease as seems to be contemplated in the North Star field lease. See, by way of specific
example, 11 AAC 71205 authorizing amendment oftimber and materials contracts except
that the amendment "may not materially affect or change the meaning or intent of the
contract,” 11 AAC 71.205(b). The lease documents applicableto the North Star field lease

may authorize or provide for renegotiation under specific circumstances, but Ldont know
this.

Even absent an explicit statute or regulation or provision in the lease, as a matter of general
law, negotiations may be initiated to amend a competitively bid public contract 72 CJ.S.
Supp., "*Public Contracts,” sec. 24. However, amendments to competitively bid contracts are
prohibited if the amendments proposed are "material,” tfcu is to say, competitively bid
contracts may not be materially amended. McKinnonv. Alpt*i. .33 P2d 281,287 (Alaska
1981), Kenai Lumber Company v. LeReacae. 646 P.2d 215, 221 (Alaska 1982).
Amendments to a contract are "material” if they involve the alteration of factors that
influence the judgment or decision on the award of the contract Brownv. Ward. 593 P.2d
247,250 (Alaska 1979), Couaineau v. Walker. 613 P2d 608,613 (Alaska 1980). Based on
the pre-lease analysis, the state’s choice of leasing method-including the decision to take net
profit share using the amount reserved as the bid variable (which 1think is what is at work
in the award of the origi*.tal North Star field lease)—seems to be "material™ by any measure.

2. Without having a notion o f what the administration may choose to offer, still, I think die
administration will, in one way or another, ask the legislature to ratify or validate
modifications proposed to the North Star lease.
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Senator Drue Pearce
March 25,19%
Page 2

An Act or public enactment to validate the modification of a public contract is a form of
curative legislation. Yelton v Piantz. 89 N.E.2d 540 (Indiana 1950); C. Sands, Sutherland
Statutory Construction, see. 71.07. As a general rule, curative legislation is valid (1) when
the legislature originally had power to authorize the acts that were doue and (2) the curative
legislation does not impair a vested right in violation of constitutional provisions prohibiting
impairment of contract. Fairbanks North Star Borough v. State. 753 P.2d 1158, 1160
(Alaska 1988). The legislature might have authorized renegotiation of public contracts, and,
depending on what is submined, it is more probable than not that the proposed legislation
would not impair a vested right (assuming that the rtate administration is prepared to waive
the right to receive revenue under the original lease by shifting from one choice of leasing
method to another).

A validating or curative act is usually subjectto the "local or special” act limitations of a
state constitution. C. Sands, Sutherland Statutory Construction, secs. 41.11 -41.13. Even
ifit waa ? consideration in this instance, there is, it seems to me, good chance that the court
would find the test of Abrams v. State. 534 P.2d 91 (Alaska 1975) to control and determine
that the modification of an oil and gas lease with significant potentialrevgnuc-producing
capacity is a matter of common interest to the whojgjgatcjmving, through the contributions
to the statefreasury, probable statewide interestand impact, and therefore not subject to the
local and special legislation prohibition provision.

It is also possible, of course, that the legislation sponsored by the administration will be
general, in that it will authorize renegotiations of all or some types of oil and gas leases.
That type of legislation, potentially applying to other leases as well as the North Star lease,
would avoid the "local or special act" question altogether.

[ 3. Yourmemo describes legislation that addresses the possibility that the state may receive
less revenue than originally anticipated. It does not propose to withdraw money from the
state treasury, therefore an act addressing renegotiation of the lease is not to be regarded as
V,/an appropriation.

/

JBC:glc
96-177.glc
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DMSONCP LEGAL AND REFEARCH HRGES
LEGS AIMVEAHARS ACENCY
(907) 455-3887 or 485-2450 STATEG:W
FAX (907) 465-2029 130 S*w*rt Stre«t, Salt* 409
M*Il Slop 3101 Juneau, Alaika 99801-2105
MEMORANDUM March 11,1996
SUBJECT: Administration revocation or amendment of "net profit" oil and gas

lease without legislative approval (Work Order No. 9-LS1783VA)

TO: Senator Drue Pearce
President of the Senate
ATTN: Stephanie Szyraanslri

FROM: Jack Chenowatffl*JJ~*

Legislative®ue”el

L ./
You have asked whether, und”™ AS 38.05.180(p) or 38.05.180(s), die administration may
revoke or amend a "net profit" oil and gas lease without prior legislative approval.

The answer must be yes. Neither AS 38.05.18007), relating to leases made subject to a
unitization agreement, nor AS 3S.05.180(s), relating to leases subject to a communitizarion
or similar drilling arrangement, imposes a limitation on the administration's right to reform
or revoke an oil and gas lease that subjects the reformation or revocation to prior legislative
approval.

The legislature's involvement in oil and gas leasing is rather limited.  Under
AS 38.05.180(b), the legislature is entitled to receive and review the five-year oil end gas
leasing program proposed by the administration. Legislative approval ofanything involving
oil and gas leaffs appears to be limited to disagreement with adecision by the administration
to take state royalty oil or gas in cash rather thin in kind. Sa AS 38.05.182(h). The
legislature may also approve the sale of royalty oil that has been taken in kind. See
AS 38.05.183. Apart from those, the legislature has not asserted authority to approve a
proposed oil or gas lease and, consequently, cannot assert that the administration may not
reform or revoke an oil and gas lease without legislative consent

JBC:klb
96-179.klb
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Gov. Tony Knowles
Rep. Joe Green
Rep. Sean Parnell
Rep. Con Bunde
Sen. Judy Salo

Sen. Loren Leeman

Re: BP lease negotiations at Northstar

Dear Governor, Senators, and Representatives;

| would like to express my strong opposition to the recent
negotiations with BP concerning renegotiation of the net profits and
royalty terms of the Northstar oil field. | believe renegotiating the
terms for this field is a bad deal for the Alaskan resource owner and
is unfair to the larger oil industry. | work as a petroleum geologist in
Alaska and my objections to the Northstar deal are these two:

1. Probable reserve growth at Northstar

The proposed terms reported in the press show Alaska losing much
income from Northstar if eventual reserves are much larger than
estimated and receiving more income if the field is smaller than
expected. However, a typical oil field increases reserves between 2
and 3 times from the time of first discovery to last eventual
production. This reserve growth occurs because of initial
conservative estimates mandated by the SEC, by conservative
estimates by the company itself, by application of unexpected, new
technology to existing fields, and sometimes by unexplained superior
performance of the reservoir. Many companies count on reserve
growth and work it into their future expectation and upside, even
though these are not officially booked reserves. Reserve growth of 2
to 3 times the original estimate is typical for the worldwide industry
and notunusual. On the North Slope of Alaska, every field of which |
am aware has experience dramatic reserve growth, with the possible
exception of the Lisburne Field, discussed below.

Oil recovery from Prudhoe Bay, Kuparuk, Nd Endicott Fields are now
far in excess of original expected recovery. Kuparuk is an example of
a field that has nearly doubled the expected producible reserves and



yields more oil than reservoir parameters would predict. A "fudge
factor” is used to increase expected output from wells because
experience has shown that the reserves are system atically
underestimated, even with very good reservoir data. These fields
that perform so well are clastic (sandstone) reservoirs and Northstar
is of this type. It is a reasonable, based on past experience, for the
N orthstar reserves to increase over its life and this increase will
likely be in the range of 2 to 3 times today’'s estimate. This would be
the expected case. It is exactly in this scenario that the State of
Alaska is giving up the mostvalue in the current renegotiation and |
fear Alaska will lose much income in the long run.

The only exception to reserve growth for North Slope fields that 1
know ofis the Lisburne field, which is a carbonate (limestone)
reservoir, which is significantly different from the clastic reservoirs.
So far the Lisburne Field has been a disappointment and limestone
horizons have under performed. However, lower dolomite zones in
the Lisburne were drilled in 1994 and the first well in these lower
zones has produced far more oil from dolomites than previous wells
in the limestone. This well (NK-26) has produced 1.2 million barrels
of oil in about 2 years and more wells are planned for this interval.
It remains to be seen if the Lisburne Field in the end will remain a

disappointment.

2. Level Playing Field

Exploration in Alaska is based on all companies having an equal
opportunity to bid and participate in the process. | find the process
of renegotiating freely bid lease terms offensive to fair play and I
fear it will in the long run tend to undermine the leasing process.
Amerada and BP were both well aware of the im plications of the
lease terms at Northstar and willingly agreed to the lease
stipulations. If these companies made a poor business decision,
Alaska has no obligation to be a safety net for them.

| find it particularly offensive that BP is using a political process to
circumvent agreed lease terms. This approach rewards companies
that can muster the most political pressure and has the sharpest
negotiators. It also opens the political process to immense pressure
from the oil industry. If BP is successful, | would expect every other
company to come with requests for relief and the State will be hard
pressed to deny these requests. We have already seen Unocal at the



table with relief requests for Cook Inlet fields. The renegotiation
with BP feels like special treatment and a cozy relationship.

| feel if BP cannot develop Northstar under the very onerous lease
terms, the lease should return to the State and be reoffered under
new terms to all parties, including BP. This insures that everyone
has equal opportunity to participate and bid the value they feel is
appropriate. This system of leasing at both State and Federal levels
has historically been highly successful in generating high value for

lease tracts.

| appreciate the opportunity to express my views and thank you for
your consideration.

Gerry Van Kooten
4551 East 135th Ave.
Anchorage, Ak 99516
907-345-7900
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April 24,1996

An Open Letter to Mr. Jolm C Morgan, President BP Exploration (Alaska) Inc.

Thank you for sending me letters and brochures about BPs Northstar
development | agree with you Alaskais in a new eraof oil development This newerais
causing the industry, the state and others to re-examine the business of oil developmentin
Alaska's unique conditions. As one of the brochures points out Alaska is 39% of BPs
world oil production. | believe BP is approximately 40% of Alaska's oil production. It is
obvious we need each other.

I, like you, am glad the period of acrimonious attitudes between the state and the oil
industry is becoming a thing of the past As you know attitudes can shift every two or four
years with elections. | have also come to notice attitudes shift with changes in the leaders
of companies.

As part of the North Slope Alliandng programs and BPs efforts *'to maintain an
open dialogue with Alaskans™ it would be good ifall parties could getbeyond the short
term desire (like lowering the royalties on a specific oil field) and focus mote on the long-
term vision of our relationship. Like any relationship we each cany some history with us,
or to use an American slang, we have to live with each others baggage, as wdl as ourown.

The Dutch are using covenants between industry and government to create
innovative partnerships. These agreements are being touted in some disdplines as away to
improve relationships and reduce costs. As part of our new era would the industry be
willing to enter into a covenant with the people of Alaska far the development of the state's
resources? These covenants could be put to a vote of the people to approve our long term
relationship.

These covenants could include the new international standards on environmental
management, ISO 1400Q. These standards are similar to the British Standard 7750 which |
am sure BP staffare familiar with. The ISO 14000 standards are rapidly becoming the
benchmark ibr leading corporate environmental programs.

In these days of partnering many streamlining steps axe developed by employees.
One approach used by a growing number of businesses is Open-Book Management
Open-book management isa way of running a company that gets everyooe focused cn
helping the business mate money. Simply put, employees wfao understand how the
company makes money and how they contribute to the bottom Hnecan thenact todo so. |
suggest you read the book Open-Book Management: The Coming Business Revolution by
John Case. BP might explore using this approach to bring Alaskans and your company
together so we both benefit from development of smaller fields.
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One idea is to use one of the newly developing fields, such as Northstar, as a test
case of open book management Aspartof the "Alaska Energy Infobanlc” set upa Web
page so all Alaskans, all the owners of the oil, can work with BP. Ideally, if BP makes
money on Alaskan oil, so too will Alaskans make money on it being developed

I know these ideas sound far fetched As one of the brochures points out, "BP is
going where no one has gone before." For BPs continued success in Alaskaall of us need
to go where no one has gone before. One of the ways to improve our dialogue is to get
together and talk without a specific agenda, like lowering royality shares. John Case’s
book provides several examples of how open-book management improves companies
profit margin. This idea might help BP get the 2% more profit to make Alaska production

as profitable as other parts of the world
| #Tee with you thst Alaskans need to get our fiscal bouse in order and docc the

"“fiscal gap." Historically Alaskans have shown some financial wisdom, the Permanent
Fund —eur Ptudhoe B ay-is one of the best run pools of wealth in the world Though
we can not rest on our laurels. This where | do not understand the wisdom of reducing
Alaska’s royalty shares so we decrease the money flowing into the treasury. Cantwe
work together so both your profit stays in the 40% range and Alaska stills receives

revenue?
I suggest we work together though means other than advertising and direct mail to

improve the relationship between the oil industry and the people of Alaska. In summary

lets:
1. Develop &ision foroil development in Alaska,

2. Useinnovative ideas such as oovenants, ISO 14000, and open-book
management, and
3. Work togetter to go ./here no oil producing province has gooe before,
BP has shown time and time again it meet*the challenges of oil developmentin
Alaska. 1 also believe Alaskans continue to meet use challenges of oil development This is

another opportunity.
| appreciate receiving your letters and information from time to time. If you have

any questions please give me a call at 345-6600.
Sincerely,
William Ashton

200 W 34th Ave., #1120
Anchorage, AK 99503

K.

2
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Senator Loran Leman
Juneau, Alaska
FAX #* ,465-3810

Several years ago in an irreverent play called "Sister Mary
Agnes Answers All Your Questions”™ a young nan asks an elderly nun
I£ God answers all prayers. Her answer 1is, "Yes, but sonetimes
the answer 1is no."” Governor Knowles must not have seen the play,
because his answer to BP"s prayer is the wrong one.

Many people are watching your struggle to do the right thing
in the face of heavy opposition. All we can ask 1s that you do
your best to protect the interests and future of the State of
Alaska. The stakes are high and the deck nay be stacked. But

you already know that.

Sheila M. Turner
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Donald. W. Incc
3121 Capstan Dr.
Anchorage, AK 99516

April 22, 1996

Senator Loren Leman
State Capitol, Room 113
Juneau, AK 99801-1182

RE: NQrthstar Lease Terms
Dear Honorable Loren Leman,

| am writing this letter to voice my opposition to changing the
Northstar lease terms as proposed by British Petroleum and
Governor Tony Knowles. I have been, following closely the
developments regarding the Kuowlee-BP deal and | am convinced
this is a terrible deal forAlaskans. I read in complete disbelief the
manner in which Commissioner of Natural Resources John Shively
has analyzed this deal. He essentially says we should trusthis
analysis that this is a good deal for Alaska. Unfortunately,
examination of this deal simply does not support his statement.

There are basically three scenarios put forth for analysis as
summarized in the chart below.

Nortetar Oil State Earninge BP Paya Alaaka
(t/ba rrel)
Production winet w/o nat w/net w/o nat
profit profit profit profit
Case 1=130 $444 MM $435 MM $3.42 $3.35
million
Case_”2:105 $312 MM $340 MM $2.97 $3.24
million
Case 3=180 $934 MM $639 MM $5.19 $3.55
million

In Case 1, if BP believes Northstar will produce 130 million barrels it
is not clear why they would lobby so vigorously to change the lease
terms. The difference they must pay to Alaska is only $9 million or
70/barrel.  In case 2, where Northstar produces only 105 million
barrels, BP should negotiate to keep the net profit sharing provision.
They would actually pay $28 million less (270/barrel less) than if net
profits were removed. BP obviously does not believe Northstar will
produce only 105 million barrels. So, Alaskans must ask why BP is
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spending so much time, money and effort to change these lease
terms?  The answer is clear when Case 3 is examined. They believe
Northstar will produce significantly more oil than 130 million

barrels. It is not difficult to understand why BP believes Northstar
will become an over-achiever considering the past forecasts forother
Alaska oil fields. Prudhoe Bay reserves haveincreased 35% from 9.6
billion to 13 billion barrels, BP's Niakuk field hasincreased 85% from
54 million to 100 million barrels since production began. BP's
Endicott field has increased 200% from 300 millionbarrels in 1987 to
600 million barrels today.

BP is fighting hard to negotiate this upside potential away from
Alaskans. If they succeed, BP will earn a $295 million profit as
shown in Case 3. If their negotiations fail to remove the net profit
sharing provision, they will pay $1.64/barrel morerevenues to
Alaska. BP has even resorted to intimidating Alaskans by
threatening not to develop Northstar unless we give up our net profit
share.  When our Senate Resource Committee tried to modify the
agreement BP's vice-president Eric Luttrell said, "BP will not reopen
the negotiations and cannot agree to the changes.” | would
respectfully suggest that Alaskans tell Mr. Luttrell and BP that,
"Alaskans cannot agree to changing the Northstar lease terms
because we believe a deal is a deal and Northstar liease terms will not
be reopened for negotiations."”

Some legislatorti and other officials may believe this upside
potential at Northstar is speculative and has no value.Obviously, BP
believes exactly the opposite. They are hopeful Alaaka will change
the lease terms in return for something like a few jobs. But look
carefully at the proposal. BP makes no binding agreement to
construct modules in Alaska or hire Alaskans. The fifty permanent
jobs BP estimates will be created by Northstar development will be
needed regardless of what the lease terms are or who develops the
field.  So, it is very difficult for me to understand exactly what BP is
offering Alaska residents that is tangible in return for us giving away
our net profit share of Northstar.

| urge you to do the right thing and vote against changing Northstar
lease terms.

Very truly yours,

Donald W. Ince
via fax



BILLJ. ALLEN
Chairman & CEO
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21 April 1996

The Honorable Loren Leman
Alaska State Legislature
State Capitol (MS 3100)
Juneau, Alaska 99801-1182

Dear Senator Leman:

| sincerely appreciated the opportunity to discuss with you last
Friday, your concerns with the Northstar project. Your desire to
insure that Alaska residents will benefit from the project and long-
term opportunities for Alaskan contractors will be realized s
commendable, and a desire | share as well.

| am writing this letter to further clarify VECO 3 position regarding
the Northstar project. We see this project as are i advancement for
Alaskan contractors and Alaskan workers within the oil industry. On
past projects, fifty percent (50%) of the craft labor has been
performed in the lower 48 on all of the oil field facility projects. On
GHX2 alone, this amounted to over three million man hours. On the
Northstar project it is possible that one hundred percent (100%) of
the craft labor will be performed in Alaska by Alaskan contractors
employing available and capable Alaskans.

For years we have had to convince the oil companies that sea lift
modules could be built competidvely within the State of Alaska.
With your support,the Northstar project will give us the opportunity
to prove our position.

I am confident that the oil companies are able to make some of these
marginal projects feasible by innovative approaches to the drilling,

design, construction and operating philosophy of these developments.

It is important that legislation does not unduly inhibit that freedom

VECO CONPOMTMM « 813 W Nonhern Lights Bivd. « Anchorage, AK 99503-2495 « Tel: (907) 264-8101 » Fax:(907)264-8130
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and flexibility. With the Northstar project, BP Exploration has
committed to making this new opportunity a reality.

| have had a long relationship with BP and have always found them
to be a trustworthy client. When they give their word, a contract is
not needed! BP is a major player in the oil business throughout the
world, and they have significant opportunities for investmentin very
attractive projects. Alaska is lucky to have such a partner to be in
business with, and to help us realize our Alaskan potential for
building our own infrastructure for modules utilizing our skilled
labor, which will be advantageous in world market competition.

Your full support of this negotiated agreement will help to make this
happen.

Sincerely,

Bill J. Allen
Chairman & CEO

VEQO CORPORATION
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VIA FAX: (907)465-3810

Honorable Loren Leman
Chairman _
Senate Resources Committee
State Capitol

Juneau, Alaska 99801-3810

Dear Senator Leman:

| am writing to you today as a follow up to my earlier testimony to the Committee and

my conversations with you about Senate Bill '318. As you are aware, CIRI is heavily

involved in the oil industry in Alaska through our own developments on the Kenai, nsa

working interest owner in" Endicott, and through our three subsidiary companies, PEAK

Qilfield Services, Construction Machinery, Inc. and Alaska Interstate Construction. So

v&/e {Jhenselflt from more than our alliances and partnerships as a contractor on Alaska's
orth Slope.

It 1s our belief that SB 318, which would allow the development of Northstar, is a most
vital piece of legislation. ltwill do more than just put hundreds of Alaskans to work and
inject millions of private sector dollars into our economy. It will maintain flow in the
Trans Alaska Pipeline. Clearly, the State must continue to sup?ort these smaller field
developments or we will reach a point where it is uneconomic to transport oil through
tAhﬁlwgel|ne. If the pipeline shuts down we can forget any future developments such as

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

| fuily understand the role of the Legislature in our system of checks and balances and
\/(our duty to review what the Administration is proposing in terms of lease amendments.

ou have made it clear that -- had you negotiated tne deal — it would have been
somewhat different. But this is the agreement that was hammered out between the
State of Alaska and BP Exploration and should be the only agreement on the table.

CIRI BUILDING 2523 "C" STREET P.Ol BOX 93130 ANCHORAGE, ALASKA 99509-3330
tW)V4-HU M (907)2794U4

IN C .
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Senator Leman
April 22, 1996

Page 2

Cook Inlet Region, Inc. fully supports this negotiated agreement. For our part, we are
satisfied that BP will do everything in its power to fulfill its commitments on local hire
and local business participation in Northstar's development. We do not base this belief
on misguided o_Ptlmlsm, but on cold political reality. " If, for any reason, BP does not live
uP to its commitments, they will find scarce support among Alaska businesses and public
officials for any future development opportunities. Moreover, | am advised that there is a
real danger, from a legal perspective, that this well-intentioned attempt to put more
"teeth" into the Alaska hire and contracting provisions could amount to “throwmc}; out
the baby with the bath water." It also may substantially increase the chance that this
(lentlre piece of legislation will be ruled illegal or unconstitutional under state and federal
aw.

In summar%/, we believe BP means what they sa){< and that the Northstar project is our
best opportunity to forge a new standard for Alaskan's participation in oil development.
It also sends the right message to other companies thinking about investing in Alaska.
The legislature worked hard to pass HB 207 last year to send the message that Alaskans
are willing to work with the Industry on Issues critical to the future development of
Alaska's resources. This is one of those issues so let's —as Alaskans live up to the intent of
HB 207 and pass SB 318 as recieved from the Administration.

Accordingly, on behalf of Cogk Inlet Region, Inc., I strongly uage1you to support SB 318 as
itwas introduced and keep this vital legislation moving forward. Thank you.

Sincerely,

Ori H. Mans
President & CEO

Etﬁgwm
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April 22, 19%

Honorable Loren Leman
Chairman,

Senate Resource! Committee
State Capita]

Juneau, Alaaka 99801-1182

VIAFax; 907-465-3810

Dear Senator Leman;

Arctic Slope Regional Corporation (ASRC) owna several subsidiaries directly involved inthe
development of Alaska's oil resources. ASRC subsidiaries now rank as some of the IarPest multi-
disciplined construction companies on the West Coast. They serve a diverse array of clients,
including the oil and gaa industry, government, mining, petroleum refineries and other private

industries.

The economic health of Alaska's oil industry is very importantto ASRCi overall well-being.
That's vxihy I'mwriting you today about SB 318 - and to encourage you to give it speedy
approval.

The agreement negotiated between the state and BP Exploration is a good deal for the state. One
that maximizes the state's return, nurtures an exciting now business in Alaska and cornea aa dose
as the courts will allow to guarantee new jobs for Aladtans. It is also an agreement that requires
all ofus - BP, tha state, and contractors - to partner together for the mutual benefit ofall.

BP is willing to pay a multi-million-dollar premium to help us develop the expertise and
infrastructure we need to build the much larger production modules Northstar will require. Bui
the window of opportunity to develop the capabilities we need to build these large production
modules is limited. Either we move now, or a non-Alaskan company will likely taka over the
market. Our subsidiary, Alaska Petroleum Contractors, has already made the large capital
investment we need to turn a part-time fabrication business into flill-timejobs for Alaskans, And
we have a commitment from BP on Northstar that goea for beyond what any other oil company

has offered to date.

AnchomQO CHdco <« 301Arctic Slop* Averxie < SoH* 300 m AmwMiciago ¢ Alaska « 09518-3035 < (907) 349-2309 <« FAX ()07) 3-195176
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We are, therefore, fully committed to NorthsUr'i development and we believe BP is equally
committed to honoring the termi of the agreement negotiated with the itate. On behalfof Arctic
Slope Regional Corporation, 1strongly urge you to aupport SB 318 as k waa introduced and to
pass it from your committee.

Thank you.

Sincerely,

ARCTIC SLOPE REGIONAL CORPORATION
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Aoril 20, 1996

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

State Capitol

Juneau, AK 99801

Dear Senator Leman:

| 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 to the 21-page findings of fact, BP believes the inclusion of such
findings iIn the act =it I1s 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, tht. findings describing
the history of the leases and unitization are incomplete and seem largely
irelevat to the committee™s decision. If the committee desires to make
findings of fact such as those INCS 318, itseems more appropriate to include
them Inthe committee record or ina separate committee report rather than in
the act 1t

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 effective date of the act.

BP BExploration (Alaska), Irc.
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Petroleum Marketing lo the Marine Industry

April 15, 1996

Senator Loren Leman
Room 113

State Capitol

Juneau, Alaska 99801-1182

Dear Senator Leman,

The Alaska Legislature is currently in the process of making a decision on
the Northstar offshore oil field, located six miles north of Prudhoe Bay.
According to BP Exploration (Alaska) Inc. officials, Northstar will yield
about $500 million in new government revenues and another $500 million
in direct spending in Alaska over the life ofthe project.

As alifelong Alaskan and businessman, | can clearly see the benefits of this
project. | consistently embrace and support projects that offer the
opportunity to be a "win”*or all parties. Northstar represents a creative --
and mutually beneficial —approach to developing a field with marginal
economics because ofthe 89-percent net profits requirements.

On the other hand, | recognize that in your position as a legislator, this may
be a challenging decision. Northstar will break new ground for our
traditional oil and gas policies. In any event, as | understand it, we are
exchanging long-term risk for the short-term certainty of a 20-percent base
royalty and the potential of another 7.5-percent supplemental royalty.

W hile some will view this strategy as a Trade-off,” from my perspective it
is a symbol ofa true partnering relationship between industry and the state.

PO. Box 389 = Seward, Alaska 99664 Phone (907) 224-3190 * Fax (907) 224-3937

A HARBOR BNTERPRSES COVPANY



In addition, BP says that Northstar will directly create 500 construction jobs
and 50 permanentjobs, as well as generate hundreds of indirectjobs. In my
opinion, this is a substantial and significant step forward in positioning
Alaska as an attractive state in which to conduct business.

At the present, | view the Alaska economy as being reasonably stable.

W hile we are not experiencing dynamic growth, | have no overriding
anxieties that we are facing a down cycle. If wc 'ire to maintain economic
stability, | encourage the Legislature to continue vu support the private
sector in Alaska, which ultimately benefits all Alaskans. Accordingly, this
letter is to respectfully request your support of the Northstar agreement as
negotiated between BP and the Alaska Department of Natural Resources.
Again, and for the record, | am squarely behind Northstar!

| appreciate your taking the time to consider my views.

Sincerely,

Dale R. Lindsey
President/Chief Executive Officer

PETRO MARINE ERMES

Petroleum Marketing to tfie Marine Industry
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April 22, 1996

Honorable Loren Leman
Senator

Alaska State Legislature
Room 115 State Capitol
Juneau, Alaska 99801

Re:  SB318 (Northstar Unit net profit
share reduction)

Dear Senator Leman:

You have requested our comments on the draft committee substitute to Senate Bill
No. 318.

We recommend that the material set out beginning at page 1, line 5 through page 20,
line 8 be deleted from the hill and placed in a separate committee report. The record speaks for itself,
there is no need to select and insert excerpts of the record in the bill. It is sufficient that the
committee investigate the facts and circumstances of the lease amendments and have a reasonable
basis for the action it proposes. The technique of selecting excerpts from the record may be used by
opponents of the transaction to argue that the committee placed too much, or not enough reliance
on certain facts, when this was not the case. The committee will no doubt rely on the entire record
in recommending a bill for passage by the Senate.

We believe that the insertion ofan amended lease amendment in statute raises serious
questions whether, in enacting this bill, the legislature would be violating the separation of powers
doctrine implicit in the Alaska Constitution. The governor proposed a bill that would give the
Department of Natural Resources the power to reduce a net profit share lease. The governor's
version would also have the legislature ratify the amendments negotiated for the Northstar Unit. The
draft committee substitute would enact a counteroffer to the leaseholder which differs from the
agreement between the department and British Petroleum. The negotiation of lease agreements is
an executive function, not a lawmaking function. Clearly the legisiature may delineate the power that
the department has when it acts in these matters. It is when the legislature attempts to negotiate on
behalfofthe state that the separation of powers doctrine has been violated.

iS) punted onrecvced 030* ')y Z 0
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Page 2

Hon. Loren Leman

I the committee is determined to effect changes in the present lease amendment, it
should consider redraftin? the bill to set out limits on the power to reduce or change the net profits
aspects ofthe North Star lenses. Ifthe legislature defines the power in a way that is inconsistent with
the lease amendments presented, the parties must return to negotiations.

The lease provisions added in the committee substitute relating to local hire may
present a legal defect that will lead to litigation. Protracted litigation may frustrate the purpose of
the lease amendments. On page 28 lines 10 - 29, the provision appears to mandate resident hire on
hx>dule fabrication projects. The provision also requires the lessee to ensure that all subcontractors
practice local hire. These requirements appear to be similar to the local hire requirements that were
struck down in Robison v. Francis. 713 P.2d 259 (Alaska 1986). For this reason, the committee is
urged to recede from this proposed change to the lease agreement. It probably does not violate the
United States or Alaska Constitutions to require a leaseholder to fabricate modules in Alaska.

Thank-you for the opportunity to comment on the draft committee substitute.
Very truly yours,

BRUCE M. BOTELHO
ATTORNEY GENERAL

Assistant Attorney General
JLB:clh
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Aoril 18, 1996

Senator Loren Leman
Alaska State Legislature
State Capitol (MS 3100)
Juneau, Alaska 99801-1182

Subject: BP position on the CS for Senate Bill 318

Dear Senator Leman:

BP has reached a negotiated agreement with the State of Alaska to amend
the Northstar unit leases. The Legislature has been asked to consider and
ratify that agreement, Ratification will lead to the early development of
Northstar to the mutual benefit of both Alaska and BP.

The CS (Committee Substitute) has altered the agreement, attempting to
reopen the negotiation. All of the areas of the original agreement which
have been amended in the CS version are areas which were carefully
discussed and negotiated to arrive at a balanced agreement. Both we and
the DNR have sought to explain to your committee the reason for these
ccr)]nclusions. BP will not reopen the negotiations and can not agree to the
changes.

To be clear, BP and its contractors have heard the concern of the Legislature
over local hire and we reaffirm our public commitment t maximize the job

opportunities for Alaskans and Alaskan contractors represented by Northstar
development.

cc: President Drue Pearce
Speaker Gail millis
Commissioner John Shively
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April 15,1996
To: Senator Loren Leman, Chair, Senate Resources Committee
From.: Thomas Cook, 1848 Kalgin Street, Anchorage, Alaska 99504

(phone (907)333-1419; fax (907)338-9792)
Subject: SB318--Northstar Beaufort Sea Net Profit Share Leases

| respectfully offer the following comments to you and your committee in support
of SB 318 that would amend the terms of certain leases overlying BP's Northstar
Prospect by deleting the provisions for net profit shares to the state.

Let me begin by acknowledging that, as an oil and gas industry consultant, |
sometimes work for various companies in the oil industry including BP
Exploration. However, | assure you and your committee that my comments are
those of a concerned citizen and are offered to you at my own initiative.

From June 1, 1978 until May 31, 1980, | served as Director of the Division of Minerals
and Energy Management, Department of Natural Resources. It was during my
period as Director that the State prepared for and conducted the 1979 Joint
State/Federal Beaufort Sea Oil and Gas Lease Sale which resulted in the net profit

share leases which are now at issue.

| became Director at the same time as the State's new oil and gas leasing statute took
effect. With the passage of this new law, the Division faced a major task of
developing regulations to implement the law and the various new bidding
provisions provided for in the revised leasing statute. The Division also faced a
major task implementing a leasing program under the new law. With these
responsibilities before me, | realized that | should review the legislative history of
the new leasing law. More importantly, | wanted to review the studies and
analytical work that | assumed had been done by the Department of Natural
Resources in support of the newly enacted law. When | requested copies of these
studies which | presumed had been undertaken, | learned that none had been done,

or at least none had been documented.

The only study | could lay my hands on was a consultant's report prepared for the
Department by Mr. Mason Gaffney. The report recommended a variety of
unorthodox bidding methods and leasing strategies without much analytical
support and no citations as to where these policies had been used and with what
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results. Based on my past experience and knowledge, | was very skeptical about the
application of contingency bidding methods, "checker-board" leasing, and "two-
stage" leasing and other unproven leasing techniques which Mr. Gaffney was
recommending to the Department.

As Director, | was strongly opposed to contingency bidding and net profit share
bidding in particular, for the following reasons:

1. Contingency bidding methods and net profit share bidding, as a type of
contingency bidding, have the effect of shifting risk from the private sector to the
public sector. Under contingency bidding and net profits bidding, the State accepts a
promise ( higher royalty, share of profits, or a work commitment) in lieu of cash up
front (bonus bid) as a criterion for awarding a lease. Reward to the State then
becomes largely a function of geologic risk (is oil present or not), and business risk
(will future oil prices justify and support development). Industry is in a much
better position to deal with these risks. It does so through joint bidding with
partners, conducting exploration and development in many areas of the world, and
counting on enough successful ventures to pay for the more numerous
unsuccessful ventures. The State has no significant means of spreading or
lessening risk other than to accept the highest competitive cash bid as a criterion for

a lease award.

2. Net profit share bidding (and some other forms of contingency bidding)
can lead to unrealistic or irresponsibly high bids. There are really no factors which
practically constrain a contingency bid which is a promise costing nothing and
bearing little in the way of obligations. Cash bonus bidding by its nature requires
that a bidder carefully evaluate its bid in terms of available cash and its desire to
aggressively proceed with exploration and development. History shows that tracts
receiving high bonus bids receive timely exploration and expeditious development
if exploration results in a commercial discovery.

3. Net profit share leases are likely to involve excessive administrative costs
and disputes as to how the net profit due the State is to be calculated. Regardless of
how tightly accounting and regulatory definitions are drawn, there will still be
differences of opinion as to the allocation of costs and revenues, the treatment of
depreciation, and questions of fair return on investment. It is quite possible or even
likely that: administrative costs and disputes leading to litigation would negate the
worth of a net profit share to the State.

4. Net profit share leases necessarily cause the State to be involved in
business and technical decisions which are best left the responsibility of the lessee.
For example, if the State became concerned that the costs of development, however
necessary and prudent for a safe operation, were too high, it might pressure the
lessee to cut comers and undertake less than prudent development to cut costs and

thus increase profits.
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These were my primary concerns in opposing the use of net profit share leasing in
the 1979 Beaufort Sea Lease Sale. With this background in mind, | urge the
Legislature to delete the net profit share provisions from the Northstar leases.

In choosing net profit share as the bid variable in 1979, the State chose to forgo
hundreds of millions of dollars in lease bonuses which would have been
forthcoming under the proven system of cash bonus bidding. The opportunity for
large cash bonuses has been lost because times have changed. The late 1970's were
times of extremely high oil prices. State and industry experts alike shared a general
view that oil prices would remain high and many believed oil prices would increase
in the future. The outlook now is considerably more sober. The state cannot
recapture the opportunity it lost in 1979 by canceling and offering the leases at

another sale.

The best course of action for the State is to delete the net profit share provisions and
allow BP Exploration to proceed with development. This will lead to real benefits in

terms of royalty payments and taxes to the State, jobs and economic opportunities
for contractors and businesses across the state.

The simple fact that the Northstar leases have remained undeveloped by the
original lessees for over fifteen years --in spite of promising discoveries--is ample
proof that the original lessees found development to be uneconomic under net
profit share obligations averaging 90 percent.

The Northstar leases are now owned by BP Exploration, a company with a
demonstrated commitment to responsible and diligent development of Alaska’s oil
and gas resources. The State Legislature now has the opportunity to undo a past
mistake in choosing net profit share lease terms by deleting the onerous and
uneconomic net profit requirements. To do otherwise would be a ratification of a
costly mistake and another decision to forgo the development of Northstar with its

many benefits to the State and its citizens.

Thank you for the opportunity to comment on this important legislation.
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April 16,19%
Dear Senator Leman:

I'm very disappoint*d not to have heard from you regarding my concerns
about BPs request for royalty and tax relief on their proposed Northstar
development. I mustremind you that the oil BP is proposing to develop
belongs to the CITIZENS of the State of Alaska. Any deals or concessions
must be for the long-term benefit of our State.

To show you where BP is putting some of its money, please read the enclosed
news release. There is a service available through BP that provides current
events affecting the oil production, chemical, and refining industries. As you
can see, BP's CEOs both present and past, are receiving very handsome
bonuses. The attached article is receiving wide circulation on the Slope at
present.

We along with the present contract employees, are very concerned about BP's
current and proposed job cuts in its Prudhoe Bay unit. These cuts will more
than offset any gains by BP’s proposed added jobs at Northstar. Their press
release and other public statements contains too many "weasel clauses"”.

They haven't shown to my satisfaction their commitment to build, hire, or
buy Alaskan goods and services. Fairmont has, since my last letter to you,

even transferred their buyers to Utah. It's obvious to me, and should be to
you, thatyou don'lt move your buyers to Utah if you intend to buy Alaskan
good.

Again, | wish BP success, but Alaska still provides almost half their world oil
production, and | see no need to "GIVE AWAY THE FARM."

BP has figuratively "spit" on OUR written contract, so I'm very apprehensive
about any "gentlemen's agreements" between Alaska and BP.

I've been told by a few of your colleagues that the State has no business telling
BP how to manage its affairs. However, they are the ones approaching US,
wanting to re negotiate something they previously agreed to.

Also, they provide us with "Gap Rap" information regarding the State budget,
and the need to cut it.

Please "jawbone" BP into dealing openly and honestly with its employees and
partners, the State of Alaska, and its citizens.

Sincerely,
Wi iliam F. Bocast

~NC o 5T2C62-G



FROM: Daily Mirror 03/19
BP bosses strike gold
The top braes at oil giar|1t BP have struck black gold.

| . .
The company yesterday revealed 109 senior managers will be
given more than six million shares.*

The hand-out - worth niearly £34 million last night - is for
helping profits gush in overthe past five years.

But they could be worth even more by the time they get them
In five years.

Shares allocated to seven directors under the scheme were
worth £8.5 millfon last night.

New chlel executive John Browne Bthe biggest winner with a
£1.75 million windfall. *

FROM: Financial Times | 03/19
Former Chairman Gains from BP's £10.5it»Shares Pay-Out

Nine present and forms.Idirectors of British Petroleum are to
share Inan award of £10.5m of shares under the company's
long-term performance:plan,

|
They include Mr. Robert Horton, the former chairman ousted in
a hoardroom CO“P In 1992, a year after the plan was
initiated. Mr. Horton, now chairman of Railtrack, will get
shares worth £227,00 at yesterday's price. $*$(*)

According to the company's annual report released yesterday,
Mr. Horten "was able td initiate certain changes... which
have benefited ths performance of the comﬁany.” 8P said
these changes included r_eorﬁamsatlon of the company's
headquarters in 1890 jivhich had boosted efficiency.

J)

Other former executives who qualified forthe award were Mr. ~ Hugh
Norton, managing director until last year, who gets _

£1.78m, and Sir David Simon, now chairman, who received

£880,00 worth of shares. The largest recipients among

current directors are Mr. John Browne, chief executive, who

ets shares worth £1.73m, Mr. Steve Aheame, finance director
251.66m), Mr. Br¥]an Sanderson, head of chemicals (£1.65m) and

r. Russel Seal, head of human resources (£1.17m).



Other former executives who qualified were Mr. Hugh Norton,
managing director until last year, who gets £1.75m, and Sir
D%\QgOS(l)rggn, now chalrmgn, Who receives shares worth

The largest recipients among current directors are M. John
Browne, chief executive, who gets shares worth £1.7m, Mr.
Steve Aheame, the finance director (E1.0m), Mr. Bryan
Sanderson, head of chemicals (£1.8m) and M. Russeil Seal,
head of human resources (E1.1m).

The long term performénce plan was introduced In 1991 to
replace Share options. ;

Share are awarded after five years based on BP's returns
compared with other leading ail groups, Mr. Peter _
Sutherland, chairman of the remuneration committee, said BP
had outperformed the sjtock market over the period, producing
a return of 15 per centa year. Earnings had increased by 37
per cent, and return on capital went up from 9 to 14 per

cent. The awards were based on a 60 par cent achievement of
the targets laid down ini1991,
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can no longer count on staying with the likes of
13M forever. But nothing has taken the place ofthe
benevolent Big Daddy employer, and that scares
the pants off us. You can practically smell the fear
and anger inwhite-collar America, because noone
in CEO-land seems to care. Where will 1 find
another job if 1 get downsized? Stop whining,
unemployment statistics have barely budged de-
spite huge white-collar firings. Will my boss ruin
my life to make another cent of profit on her stock
options? Cheer up. you 10serving the greater good
by being blown away by what economist Joseph
Schumpeter christened "the gcle of creative de-
struction.” Except for oddballs like the chiefecon-
omist at Morgan Stanle{) (who hae warned for
years that there would be a backlash) and the Tem ps
president of United Technologies (who recently unveiled a nifty
program to help UT workers re-educate themselves for their next
jObS%, Wall Street and Big Business have been in perfect harmony
about how in-your-face capitalism is making America great.

W its at A

Corp. qu

Allen w ill
fire

him self,

Allen & T

ELL.NOW rr MAYBE BACKLASHTIME, SUDDEN-
ly, white-collar woes are a hot issue in the 1996
residential campaign. Al Dunlap of Scott Pa-
er. the loudest spokesman for corporate hard-
all (page 48), dukes it out with Labor Secre-
tary Robert Reich on "Nightline." Bob Dole is
making antibusiness noises. And Big Media
from The New York Times to The Wall Street

Journalattribute Pat Buchanan's strong showing isghahgwata

es to his attacks on business.
We're not going to argue about whether today's man firings
make economic sense. Companies like IBM and Sean and GM had
to downsize or die. Other cuts—like some ofthose at Scott Paper—
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are debatable, thou%h Dunlap doesn't agree. Nor
T&T

is it easy to get a handle on how many firings
there arually are. Layoff numbers from the Chi-
cago outplacement firm of Challen?er, Gray fr
Christmas, an oft-cited source, are full ofholes, as-
the firm readily admits. They include only publicl
ly announced cuts. I'm not sure what federal j$b-
cut numbers actually measure, and you can argue
endlessly about how to interpret figures abdut
workers' salaries and output. What really matters
is that although unemployment is relatively lew
and the economy is still cranking out new jobs.
million* of Americans believe they're betog
screwed by corporate America and Wall Streef.

It'sunfair to blame everyjob cut in Americaon
Big Business and Wall Street. The world is chang-
ing and no matter how bigand rich a company is, it has to adapt or
die. (Even N ew sw e ek hasntbeen immune to job-cutting.) But ARl
Street and Big Business have mads a bad problem worse by betog
greedheads. Instead ofkeeping payrolls lean and helpingemployees
to prepare for their next careen, lots of CEOs have messed up big
time. They let their payrolls get bloated. Then to recoup, they offerup
employees as human sacrifices to Mammon, god of Wall Street,
hoping to get their stock price up. When the price rises, it's like Wall
Streetspittingon the victims' btxiies. And the CEO gets araise. H6w
many CEOs ofbig downsizing companies sacrificed some of their
pay and perks to encourage a sense of community? Did they apolo-
gize publicly to the people they fired? Did they take any penohal
responsibility for that helped cause the problems the/re
Ueytsis? No way, that’s not macho.

Ofcourse, no matter how sensitive or smarta CEO may be. there
ore tides that you just can't swim against. Take bonking. Thanksto
money-market mutual funds, national hanking, teller machines 4td
spiffy computers, many banks, bank branches and thousands', of

ip that
R obert
soon

and AT&T

W o

ULy i e <11

thiinfiii "= 1m " 1
\]1|)i>ill|v|aii )t sicei
Wrt\ s »7r | %o
A , 1IN
if
" 17.CCO layoffs

Itmi.'iid "Allen.
Fe i CIA)
V-"x

l)el(a Air I .mrs
q s,iiin \ ' s irrj.uuo

April ID!) I:

15,060 layoffs

JL

rraauARr 28.1996

Newsweek 45



IUISINKSS-

Robert Sleinpel ' | dw.ini lii< iiinii
I"oniier ( 1() lonik M1ti
(*1enNi;il Mutins 'VMIs. M50 Ki |
Sal;m:sIniiii.OH \V\ij/r\:» bi7" 1IN
1) (4 ( 12jIx\NN]; human :lsm;
74,CCi?'layoffs ’1% CwmViv W **J-'\N

, f
r . [loberl 1Vilmer 9P
(1 9)
Divj.ill "< 1 1 A .
\ihin: si))Q.QM
\la\ INN I
20,000 layers

bank jobs will vanish in the next few years. Electric utilities used to
be great lifetime employers, too. They were regulated monopolies
allowed to pass costs on to their customers. But regulators have
started to let companies invade other's turf. The result: utili-
ties have started io combine, and will soon be zapping workers to
get costs down. Ditto for local phone companies, thanks to the
recent Telecommunications Act.

00k, you cantstop advances in computers and
communications and transportation. They'remaking na-
tional markets into global markets. Foreign companies
whose names you can't even pronounce can take awav
your customers and kill you. Mistakes show up quickly.
Product cycles are shorter than ever. Look at how 1BM
and Digital Equipment, once the world's two biggest
computer makers, seemed to add the word troubled to

smithereens, if its profits come in a hair or two
. belosv expectations. Indeed, one reason that chief
executives are meaner and greedier than they used
to be is the 1980s: no company was safe from raiders
ifits stock price was depressed. Ifyou didn't unload
your losers and fire "surplus™ workers, a takeover
troll would buy your company and fire everybody.
Yet while layoffs have traditionally been part of
blue-collar life, the "90s is the first time white-
collar workers have been slaughtered en masse.
That helps account for the uproar. .After all. agen-
da setters like politicians and we media-elite
types live in a white-collar universe. Anyway,
you could see why GM was firing 74.000 workers
In 1991 or Sears was firing 50.000 two years later.
Both companies were in desperate trouble, arid

The world
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their names almost overnight. (They both seem to be recove : ( ve 1C
velous company like Motorola can have its stock sntashbdvioto deal with people, consider the recent combination of

changLyi, and no
m atter how rich a
company is,
to adaptor die.
But W all St.
Big Business have
made it worse by

being greedheads.

their survival waa at stake. .And the chairmen of cm and Sears
were forced to walk thePIank
Today's layoffs are different The symbol: AT&T. When AT&T,
formerly the kindly ma Beil announced in January that it would
fire 40.000 people as part of its breakup into three companies, the
stock market went nuts. AT&T shares roared upward. Bob Allen,
who | think wants to do the right thing, symbolized the clueless
CEO when he talked to N ew sw e ek last, month. He said he felt bad
about firing people but saw no point in giving up some of his pay or
perks as a shared sacrifice with the workers. And, he said, he saw
no reason to apologize: "1 wouldn’t see an¥ value of%oing onTV
and crying." Allen, who had been ridiculed on Wall Street for
AT&T’s disastrous S7.5 billion hostile takeover of computer maker
NCR in 1991. made more than S5 million when the value of his
stock and options soared after the layoffs were announced. (He
declined to talk last week.)
_paother classic example of how CEOs seem to have forgot-

two giant New York City banlu. Chase Manhat-
is tan and Chemical. Chase was pressured by Mi-
chael Price of the Mutual Series funds (whose
stockholders include me) to get its stock price up
and sold out to Chemical. The attraction to
Chemical: the Chase name, which it’s keeping,
and its ability to cut 12.000 jobs from the com-
bined banks. Those jobs would have probably
vanished even without a takeover, but in r, slow-
er. more controlled way. Thousands of little peo-
ple were fired to save money, while the new
Chase kept all 36 outside directors, who get fat
fees and dandy retirement packages.
And here's another company with no clue as to
how things look to the outside world: troubled
Apple Computer. Apple recently installed Gil-

KIT 1tan.ill:.....

it has

and
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bert Amelio as CEO. A company firing workers
and eliminating its dividend to conserve cash is
paving Amelio S2.5 million a year of salary and
bonus. At a minimum. Hello? For heaven’s sake.
Amelio was already on Apple's board; that makes
him at least partly responsible for Apple’s prob-
lems. How can you lay mejabucks on him while
paring workers to conserve cash? Only if you
don't care about what anybody thinks. Consider
Amelio's answer last week when Newsweek
asked him to justify his pay package: "It's a mar-
ket-determined figure.” Contrast that to Lee la-
cocca's taking the helm of Chrysler for a dollar a
year in 1978. lacocca. who got fat stock options in
addition to his dollar, has been no prize In recent
years, as greed and ego overwhelmed his good tio nists’

sense. But he was an inspiration when Chrysler was croaking, and
it reailv mattered.

ACOCCAS GREAT GESTURE WAS LONG AGO AND FAR AWAY.
Now let's look at the behavior that convinced Steghen
Roach, the chief economist at Morgan Stanley, that busi-
ness is caning itselfa disproportionate piece ofa pie that’s
supposed to be shared with workers. Roach is hardly anti
business—he loved downsizing in the early 1990s. Yet a
few years ago he re;ilized something was wrong: workers'
output was rising, but their incomes weren't keeping pace.
"THymisn't the way economics is supposed to work." he says. "It
conwmdieted everything | was taught to be!;eve." When he warned
compiles to do something before a political backlash struck, they
giggled on Wall Street. I don't think they're giggling now.
There are no surefire solutions to these problems. But some
companies are enliﬂhtened enough to know that helping their
workers also helps them. Take United Technologies, a hard-boiled

R ather than
workers to save

a few bucks,
Scherer Brothe >$%
Lumber stopped
buying sports
tickets andfresh
flow ers forrecep-

desks.

conglomerate that has cut 23,000jobs sine* 1990.
Lost December, UT unveiled a new, expensive
plan to help workers get re-educated. President
George David says the United States can't stop
production jobs from migrating overseas, so com-
panies should help people upgrade their educa-
tion before it's too late. "We load education into
our first 21 years of life, and then think that we
can leave the classroom essentially forever,” he
said. UT now gives employees time off to attend
cesses, pays for tuition and bodes, and will give
employees who complete their studies 50 shams
of UT stock, currently worth about-35.200. You
can go to nursing school or get a degree in cre-
ative writing, none of which has anything to do
with UTs businesses. David hopes that 20 per-
cent of his employees will use the plan. That would gradually
increase the company's outlay to about 550 million ayear from the
current SI million. "We’re not softhearted,” said David, whose
face turned red when I suggested he sympathized with downsized
workers. “It’s in our interest to have an educated work force.”

Then there is John Grundhofer. chairman of First Bank System
of Minneapolis, which recently collected a 5200 million fee for
abandonir vits Eroposed takeover of First Interstate Bank. With no
fanfare. Grundhofer—who fired 2,000 employees when he joined
the bank six years ago—recently gave each employee a 5750 bonus,
about SII million in all. He wanted to show his aﬁpreciation to
employees for having created a bank strong enough to bid for a
company bigger than itself.

For decency, its hard to top Malden Mills, which became
famous last year when it kept 1.400 workers on the payroll after its
plant in Lawrence. Mass.. burned down. “What right do I have to
destroy a major city just to get a few more dollars in the bank that |
won't spend before 1 die?” said mill owner Aaron Feuerstein.

fire
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"“The money would only go to my children and spoil chem.”

Or take a company almost no One’s ever heard of Scherer
Brothers Lumber Co.. a building-supply company in suburban
Minneapolis. President Mike Scherer said that officers don't draw
bonuses until the company has given a 15 percent profit-sharing
contribution to every ellglble employee. And rather than firing
workers to save a few bucks, the company eliminated fresh flowers
for receptionists' desks, cut the top officers' pay _temPorarlly by 25
Bercent and _stopf)e_d buying professional sports tickets. “When’you

uy professional tickets, you're subsidizing people makln? fons
maore than | am. and they'e still not happy." he says. "I’'m not going
to lay off our employees to subsidize Lhem."

There is no magic bullet that will make the problem go away.

they're more messed UR than we are. The federal ?overnment can't
save us. Can you see the Feds drawm%(ug rules to define a good-
Jobs company in order to give it tax breaks? And we can't goback to
the days of the 1950s and '60s. when big companies offered lifetime
employment. Any company that tru-s that these days will be like an
elepiiant in a piranha Pon . _ o _

Yait solve this problem one cor_npang at a time, with innovative
programs like United Technologies', decent behavior like Feuer-
stein's an 1 Scherer's, intelligent and relatively cheap ?estures like
Grundhofiers. Let business act as ifit cares about employees. Who
knows? Business may even rediscover what many executives once
knew but seem to have forgotten: that doing the right thing for your
people is often the best thing you can do for your business.

Even eliminating short-term thinkin[q isn't the answer, Proof: Ger-

man and Japanese companies specia

Ize in long-term thinking, and

WihAnwi Undowood inrD\nevb/mJﬂwrn McCormick in Chicago and

Villains? Heck No.
Were Like Doctors.

Job cuts hurt,

A LBERI| DUNLAP has be-
come the poster boy for
the folks who say that
CEQOs have gone too far.,

The 58-vear-old former CEO of

Scott Paper, known to detrac-

tors as "Chain Saw Al,” cut

11.000j0bs in 1994. After merg-
ing thé company with Kimber-
ly-Clark. he walked away with
about S100 million in saluy,
stock profits and other perks.

Dunlap Rrewously downsized

seven other companies, includ-

ing Diamond International and

Lily-Tulip. Wher. newsweex

asked more than 50 CEOs of

large American companies to
discuss corporate restryctur-

m& only Dunlap was willing to

talk. Hére's what he had to say:

When journalists and politi-
cians spout offabout corporate
downsmnP it'sthe Al Dunlaﬁs
of the world whotendto get the
blame. We're painted as vil-
lains: but we're not. We're more
like doctors. We know i*s pain-
ful to operate, but it’s the only
way to keep the patient from
de/m?. Take the restructuring at

cott. We had to fire 35 percent
of the work force. It was a diffi-
cult task. Coming from a work-
ing-class family imv father was
a union steward), | know what

48 NEwswEEK

says A I D im iap,

it’s like when someone
in the family loses a

job. But while we had

to cut some jobs, we
were able tc give 65
Percent of the work
orceamore secure fu-

ture than they might

have otherwise had.
And Scott’s stockhold-
ers came out S6.5 bil-

lion to the better.

Sowhy are share-

holders $o important
toworkers? Bydoinga
good job for them,
we're encouraging
themto invest, tobuild
new plants and create
new products. At the
end ofthe day, that will mean
more and better jobs down the
road. And that's the point peo-
ple need to remember the only
way corporate America is go-
ing'to do right by its workers is
to compete. And in order to
cotroett, companies need to
become efficient. That means if

you have workers for whom
you don't have a real job, you

can't keep them on the payroll.
Let me put this in some his-
torical perspective. In the '70s
America lost its position as a
leader in global business. Look
at the industries we once had

FBRUAE\’I‘ afl. 1996

butit keeps firm s alive

that barely exist: shoe*, ma-
chine tools and consumer elec-
tronics. Don'tblametoday’sex-
ecutives whoare havingfo face
uP to the tough decisions—
blame the executives who cre-
ated bloated corporations that
are noncompetitive. Peopleare
alwags_crlt_luzmg companies
that bring in record profits and
then announce layotfs. What
they don't realize'is that ifan

organization doesn't make rec-

ord profits, it dogsnt have the
money to invest in new plants
and new technologies.

That's .iot to say that | don't

anscomre In Emirywillr. Cali/.

believe in CEOs' being ac-
countable to their workers. |
think a CEO has an obligation
to communicate with workers
and prepare them for the ingv-
itable Before the restructuring
at Scott. | personally went
around theworld and talked to
people on the shop floors. One
ofthe things we told them was
that we weren't keeping the
elitist tools of corpo-
rate Americaatthe ex-
ofworkers. Our
cuthack was to
sell the 750.000-
square-foot corporate
headquarters and
downsize 7Lpercentof
the corporate staff. At
one plant, the workers
actually aloplauded
me. People are pretty
intelligent ifyou tell
them what’s going on
andl explain why
you're doing what

On the other herd,
the politicians don't
seemto be getting the
message. They pander

to the publicand polarize peo-
ple. Andthey try to tell Ameri-
canindustry howto conduct its
business. Tirejob ofindustry is
to becr's competitive—not to
be a social impertinent, God
heIE usifwe pass legislation to
make American companies
less productive and compro-
mise our global competitive-
ness. Then :itwon't be a case of
a relatively small number of
Beople losing their jobs. It will
be huge numbers losing their
jobs—and the death ofthe
American free-enterprise sys-
tem as we Icdow it
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To: Sen Loren Leman Time: 09:56:42
From: Brad Humolsine Date:04/19/99

Pages (including cover): 1
Please find the following letter to BP. Itwas written in respone to the direct mailing they made
reguarding Northstar.

This is the kind of sweet deal Alaska can do without.

Fvom: Brai HumaiaJna To: San Lor*n Laman

Thank you,



From: Bred HiartaMna To: San Loran Lwran D*«: 4/19/9* Tima: 09:51:07

James B. Hum elsine

2553 LaHonda Drive
Anchorage, Alaska 99517
Phone (907)276-7826

April 19, 1996

Joirn C. Morgan President, Alaska
BP Exploration (Alaska) Ino.

900 East Benson Blvd.

P.O. Box 196612

Anchorage, Alaska 99519

Dear Mr. Morgan:
I am responding to the direct mailing you sent me regarding the Northstar oil held.

As a strong supporter ofthe oil industry in Alaska, but | am very disappointed in BP and Ha'
handling ofthe Northstar affair. Your company purchased the held knowing full well, what the
former owner had bid on the tracts. You also knew as the new owner would be bound by the
same agreement Since this tract was awarded by the competitive bid prooeaa, It should only be
changed through the same bid process.

BP must feel they much to gainfrom this purchase and subsequent renegotiation, because inmy
17 years in Alaska I have never seen such a ooncerted effort from an oil company to reopen a
contract Inyour letter you call this held "relatively small”, however your PR effort is relatively
large. Y ou have spent a rignifioant amount of money on advertising and other publio relations
efforts relating only to this held. Historically the thanes ofyour advertising and PR campaigns
have been the "good neighbor" or "look atwe do for you Mr/ Mrs Alaskan", recently you have
used increasingly more hard line themes such aa "We are Alaska's biggest tax payer". But never
before this have you said call you legislator and tell them "dont tinker with this deal we
negotiated with the Governor™. I closely follow the Ad campaigns ofyouts and other oompanica,
I have witnessed your increasingly aggressive themes, and | do not approve ofthem, period. This
another example ofthe bully attitude your company is pushing.

Sony, Mr Morgan | am too smart to fall for such aploy.
Ifthis contract were to be successfully renegotiated, it would set a precedent that | am sure

you would be happy to use many times in the future. Ithink this is wrong for Alaska, and
should be stopped now.



From: Brad Humatain* To: San Loran Laman Data: 4/19/96 Tima: 09:59:11

Thank you for taking the time to read my response.

Respectfully,

Brad Humelsine

CC:

Rep. Cynthia Toohey
Sen Loren Leman
Gov. Tony Knowles
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April 10,1990

Dear Supplier,

Effective May 1,1996, Fairmont Supply Company will relocate and centralize it’s Price,
Utah Western Purchasing functions into our Corporate Purchasing and Materials Management
Department but of Washington, Pennsylvania.

All fiiture correspondence should be forwarded to the following address:

Fairmont Supply Company
P. 0. Box SOI

Washington, PA 15301 °
Atm: Purchasing and Materials Management

Phone No.: 412-223*2200
Hours: 8:00 a.m. - 5:00 p.m. E.S.T.
Monday - Friday

Invoicing will remain as before.

Please update your files accordingly and notify the appropriate personnel of these changes
at your company. |If you hive any questions or have any concerns, please contact
Mr. Carl Crebner, Manager - Commodity Purchases.

Thank you,

(D. M. Church
Bireﬁtor. :
urchasing and Materials Management



