


on the part of ttye l e gi s l a t u r e  to avoi d ex t en s i v e  liti ga ti on 

on the roya lt y  offset fe ature w h i c h  we think is of very little 

interest to the state of Alaska, in any case.

Now, the se v e ra n ce  tax of c o ur se  is one of y o u r  important 

weapons. I m e n t i o n e d  in p r e v i o u s  h e a r in g s b e fo r e this co mmittee 

and elsewhere, that ev en t u a l l y  y o u r  inc om e tax is an important 

thing but that's not up for d i s cu s si on .  I t ’s not an a pp ropriat e 

time for the l eg i sl a t u r e  to r e v i e w  y o u r  state inco me tax le gi s­

lation alt h ou g h I stro ng l y urge that at one of  you r ses sions 

you r eview  with yo ur  c o m m i s s i o n e r  of r e v en u e your en ti r e  c o n­

cept of c or po ra te inco me ta x at i on  her e in the state. The 

c o n s er v at io n  tax bill wh ic h is b e f o r e  you, I think is unncessary. 

We had reco mm e nd e d that the c o n s e r v a t i o n  tax w h ic h  had been on 

y ou r  statute books in the past be e li m i n a t e d  and simp ly s u b­

sumed wi th in  your s e v e r a nc e tax. It's an added piece of l eg is­

lation that we don't feel s t r o n g l y  about  one way or the other, 

but it com pl icates the wh o le  p r o ce s s of p a y i n g  and co ll e ct i ng  

moni es as hetween  the state and the industry. On the ad 

v a l o re m  tax, as we see it, this is a r e v en u e m e a s u r e  designed  

largely to yield inco me to the st a te  over interim years 

before Prudhoe Bay p r o d u c t i o n  be gi ns, b ef o re  the pip e li n e is 

completed. It falls w i th i n the p r o v i n c e  of the l e gi s la t ur e to 

de ci d e  how, when and u nder what c o n d i t i o n s  It wants to raise 

that amount of money.

I t '3 the c o m b i n a t i o n  then o f  a s t ro n g r e g u l a t o r y  bill 

and the fact that you ha v e  c o n t i n u i n g  f l ex i b i l i t y  and authority
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to tax via your se v e ra n ce  tax or eventually th rough your income 

tax that we be li ev e  yi elds the greatest co ntrol by the state 

over the opera ti on s a nd  the t a ri ff  dete rminations of the pi p e­

line so as to protect the interest of the state.

Now let me get on the R ig h t-of-Wa y Le as in g  Bill. We 

have gone through this bill chapter, book and verse, section, 

s u b - s e c t i o n  and p a r a g r a p h  and I th in k we are pr ep a r e d  to sit

dow n with this commit te e and ot her committees of the legisla-
\

ture to discuss it in detail. 1 d o n ’t believe we have time to 

go th rough each and every aspect of this here, but I will report 

on those which we feel are most cri tical to w h a t e v e r  compromise 

pa ckage comes out. Th e first issue, as we see it, involving 

any ame nd m e nt s  to the Ri gh t -o f- W ay  Leasing Act is how much of 

the r e gu la t or y  power that the state wants to exerci se  shall be 

done by ind irecti on  in the form of stipulations and agreements 

as condi ti ons of leasing. The industry is c h a ll en g in g  the 1972 

Ri gh t -o f- W ay  Le asing Act in the courts on co nstitut io na l grounds, 

c l a i m i n g  that in effect re g ul a ti o n achieved by indir ec ti on 

w h ic h  cannot be ex er ci se d by the state directly is an i ’legal 

exerr .e of the leasi ng  pow ers of the state of Alaska. This is 

one of the major  issues under litigation. We obviously are not 

in a p o s i t io n  to pass any judgment wh ats oever on the merits of 

the case in litigation. I think there is a spirit of compromise 

abroad, I see it very mu c h  in the proposals of the G o v e r n o r’s 

Office, I'm not quite sure I see that much spirit of compromise
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in what the c o m p a n i e s  are p r o p o s i n g  in their pac kage, but 

nev er th eless, there is a spirit of c om pr o mi s e a b ro a d and 

ce rt ai nly we w o u l d  feel s t ro ng l y,  and I hope the legi s l at ur e  

does also, that it is d e s i r a b l e  to avoid u n n e ce ss a ry  

p r o l o n g a t i o n  of liti g at i on , and the po ssi bi l it y  that such 

c on t in ui n g l i t i g a t i o n  ma y  delay the start of construction.

So if it is po ss i bl e  to a v o i d  l i t i g a t i o n  without unduly sapp i n g 

the le g is la ti ve e n a c t m e n t s  that are vital to the state interest, 

we w o ul d  feel that the re is some m e ri t  in the l e g i sl a tu re  

going ahea d w i t h  the e x e c u t i v e  d e p a r t m e n t s  de c is i on  that a 

co mpro m is e  is n ow  in order. So on then to the q u e s t i o n  of 

the r eg u la to r y items w h i c h  are i n t r o d u c e d  into the R i g h t- o f- W ay  

Le asing Act by v ir t ue  o f  s t i p u l a t i o n s  as a co nd it io n s of lease. 

One, the most im p or t an t  one in our opinion, which is largely 

e li m in a t e d  is in s e c t i on  120 (a) (3 ) that's the c om m on  carrier 

section. For many r e a s o n s  it is of impor ta nc e to this state 

that it is u nd e r s t o o d  b e y o n d  any doubt that the t r a n s A l a s k a  

pi pe l in e  is a c o m m o n  c arrier ; a c o mm o n carrier not only for 

pu rp o se s  of r e g u l a t i o n  of i n t e r s t a t e  oil m ov emen ts  by ICC but 

a c o m m o n  ca r ri er  al so  for p u r p o s e s  of regula t i on  by your p i p e­

line commission. T h e r e  is merit, that as a c on d i t i o n  of the 

lease the p ip eline s t i p u l a t e s  that it is a co mm on  c a r ri er  

pe ri o d — wi th ou t r e s e r v a t i o n s ,  w i t h o u t  qu a li f ic at io ns, or 

a n y t hi n g else. Now this is so common , this is so common in 

state and federal r e g u l a t i o n ,  that it is really s u r p r i s i n g  to 

me that any am e ndment to the e x i s t i n g  Ri gh t - of - Wa y  L e a s i n g  Act 

should in effect q u a l i f y  the c o mm o n ca rrier status here. It 

says first of all, that the re w i ll  be comm on car r ie r  if the
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I d o n ’t think this should r e qu i re  a d e t e r m i n a t i o n  by the 

commissioner. Under these c i r c u m s t a n c e s  the pip eline is_ 

a comm o n ca rr i e r —  w i t ho u t h e a r i n g ,  wit h o ut  determ in ation, 

or a n y t hi ng  else. Se c ondly, I d o n ’t think it is n e ce ssary in 

the Rig h t- o f- Wa y  L e a s i n g  Act to s t i p u l a t e  what ob li ga t io ns  

fall upon a c ommon c a r r i e r  and c e r t a i n l y  not to qualify the 

ob li ga t io n s incumbent u p o n  a c o mm o n carrier. 120 (a) (3 ) 

says -that it will accept, co nve y, t r a n s p or t  wi thout d i s c r i m i n a­

tion, crude oil. This is s o m e t h i n g  w h i c h  will be cove re d by 

your  pip el in e c o m m i s s i o n  in the c o u r s e  of r eg u la t io n  if it is 

a common carrier. C e r t a i n l y  not in ad va nc e to limit the 

j u r i s d i c t i o n  ov er  a c o m m o n  c a r r i e r  by your own pipeline 

c om m is si o n by sayi ng that the i m p o s i t i o n  of co mm on  car ri e r 

status does not r e q u i r e  the less ee to accept tenders of crude 

oil, except at points w h e r e  there e x i s t s  public, etc. etc.

Do not qualify the o b l i g a t i o n s  of a c o m m on  carrier. This is 

a fu nc ti on of your  r e g u l a t o r y  a g e n c y  and insofar as your 

re gulato ry  age ncy in its indi vi d ua l  d e c i s i o n  from m on t h to 

m o nt h  or year to year may  e i t h e r  deny r ights to a common 

ca rrier or impose o b li g a t i o n s  u p o n  a c o mm o n oarrier w hi ch  the 

pip eline ow ni n g  co mp a ni e s feel are  u nd u ly  onerous, they have 

rec ourse to the c o u r t 3 . So I d o n ' t  think that one should 

qu alify the o b l i g a t i o n s  of a c o m m o n  carrier. I think that 

yo ur  120 (a) (3 ) s hould  simply s t i p u l a t e  that as a condition 

of o b t a i n in g a r ig h t- o f - w a y  ov e r s t a t e  lands, the lease for the 

ri gh t -o f- w ay  over state lands, the p i p e l i n e  ca rri er itself# 

submi ts itself as a commo n c ar ri er . Not only for the ICC

the com m ission so de te rm ines a t  the  tim e the le a s e  i s  is su e d .



j ur i s d i c t i o n a l  p ur po se s but for the purposes of the exercise 

of ju ri s d i c t i o n  by your pi p el in e  commission.

120 (a) (4) in the re co m m en d ed  leg islation removes the 

common p u rc ha ser p r ov i s i o n  fr om  your 1972 legislation. At 

that time it was a p e r m i s s i b l e  feature of your law. In place 

of the removal of the common pu rc h as e r status as a condition 

of leasing, the Go vernor has sent down a special bill that 

wo ul d  make it poss ib le to e s t a b l is h  under certain conditions 

and subject to certa in  pro visos, common purchaser status for 

companies  owning the t r a n s A l a s k a  pipeline. We do not feel now 

and we felt for a long time that there is real doubt as to how 

important comm on p u r c h a s e r  pro vi s io n  is in the state of 

Alaska, under the con di t io ns  wh er e your oil is being produced 

and transported. C o mm on  carrier, yes, because it provides 

acces s to transpo rt a ti o n and an equitable basis for everybody who 

is abl e to achieve p r o d u c t i o n  in the new state. Common 

pu rc h as e r for many reas on s  we have reservations about whether 

to leave it or not. The bill which is proposed to you we 

think is a weak and ra th e r  attenuated version of a common 

p u r c h a s e r  act, as it is ap plied in other states in the United 

States. Our r e c o m m e nd a ti o n at this stage of the game would be 

that you can afford and shou ld yield the common purchaser 

p ro v is io n  as a c o n d i t io n  of righ t- of -way leasing and probably 

simply pass over this special piece of legislation which 

estab l is h es  a comm on p u r c h a s e r  pr ov is ion and hold that over 

to future sessions of the legislature as not being Important 

at this time. When and as com mon purchaser provisions become 

m ea n in gf u l in the c o nd i ti on s  of the state of Alaska, at that
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time to enact not the legi s la t io n that's propos ed  by the 

Governor, but a strong common p u r c h a s e r  act which is 

a pp ro priate to the c i rc um stances at such t i m e . You will 

have ab ility and time to do that in the future. I don't 

think it's an e s se nt ia l point of the compromise, either from 

the companies' standpoint or from the State's standpoint.

I'm bringing before you here only major things or 

i ll u st ra ti ve aspects of it. 030 - 0^0 —  these are repeale d 

in the proposed amendment. In the proposed amendment to the 

Right of Way Leasi ng  Act 1972, se ct ion 2 repeals 030-CdlO. Now, 

030-0^0 in the act that is now on the books governs the 

a ba nd onment of or r e d u c t i o n  or impairment of service and 

temporary emergencies services, and so on. It has to do with 

the au th or ity that the state claims for itself and but tresses 

that a ut h or it y by vir tue of this b eing a condi ti on  of the lease. 

I would think that it m ig ht be appropriate; again in the spirit 

of compromise, that 030 arid 0^0 be retained but that the 

language be re wr itten to say that insofar as these are Imposed 

upon the carrier, that they are in accordance with the 

j u ri s d i c t i o n  and orders of the Interstate Commerce Co mm is sion 

or the Alaska Pipeline Commission, a3 is appropriate to the 

case. Which means in effect that the companies, alth ou gh they 

are gov e r ne d by these two clauses, nonetheless know that these
t

two clauses are in a cc o rd an c e —  what is obligatory upon them 

13 in accordance with the regulati ons that may be promulgated, 

either by the ICC if it involves interstate commerce or by 

the Alaska Pipeline Co mmi ss i on  if it involves intrastate 

commerce. I put these out only as illustrative of the
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as pects of r e g u l a t i o n  w i t h i n  the Right of Way L e a s in g  Act 

w hich is at issue in the courts —  where we think eith er the 

state should stand firm, su ch  as in the matt er of common 

carrier, or where we t hi nk the state may very well yield.

In ge ne ra l I w o ul d think that insof ar  as the state can 

ac hieve a right of way le a si n g act which avoids litigati on  

but does not give up es se nt ial rights which the state still 

re tains through, and I repeat, the combi na ti on of a strong

r egulat or y bill and the ultimate enforceme nt  of state r e g u l a­

tion through its taxing power, that the legislature can yield 

on certai n of these items in the Right of Way L e a s i n g  Act.

This by no means exhausts the regulatory aspects, but in 

the interest o f  time I wa nt  to move on to other things and as 

I sa. i we're  p r e p a re d to go through section by s e c ti o n with 

our sp ec ific r ec o mm e n d a t i o n s  to you.

The seco nd  m a j o r  issue in the Right of  Way L e a si n g Act 

is the p er ce nt age lease rental formula. There are two different 

impressions a b ro a d as to the pu rp ose of the pe rcen t ag e  lease 

rental formula. Prof. W it h e r s p o o n  yesterday af t er n oo n  suggested 

that he look ed  upon it as a revenue m ea s ur e ib r the state.

That if, in fact, the value o f s t a t e  lands were to be appreciated 

by the c o n s t ru c ti on  of the pipeline then the state like any 

other ow ner of land should be in a po si tion to b a r g a i n  for a 

fair share of the value of the land wh e n it is b e i n g  put to a 

s u p e ri o r use. I have no qu ar re l  wi th  this in princ iple; however, 

our p o s i t i o n  always has b e e n  that the leasing of  state lands for 

p ipelin e right of  way s h ou ld  not be r egar de d as a revenue device 

by the state of Alaska. We have always r ec om mended that the interest 

of the state of A l a s ka  is in the lowest p o ss ib le cost transporta-
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tion a nd  the state o f  A l a s k a  s h o ul d not in and  of its el f under­

take mea s u re s w h i c h  in he rently  ten d to inc rease costs of trans­

portati o n,  i n s o f a r  as p r o d u c i n g  op er a ti o n in the development of 

Alas ka's r e s o u r c e s  p r o v id e  the base for state taxation. It 

s h o u ld  be o t h e r  than through  the re nt als of the right of way

l e a s i n g  of  state land. So we have always urged the lowest 

r ea so na bl e  re nt al  for the co mmitment of state land to right of 

way. I w o u l d  point out, for example, that even private property 

i n s of ar  as it's c o n d e m n e d  by eminent domain for public utility 

or p i p e l i n e  p u rp os es  does not convey even to a private o wn er  any 

right or any e n t i t l e m e n t  to the e n h a nc ed  value of land if it's 

put to ot he r use. So we w o u l d  r e c o m m e n d  that howe v e r one looks 

at the re nt al for right of  way lease that this noc be rega rd ed 

by the l e gi s la tu r e as an aspect of Its taxing po w er  or as a means 

of g a i n i n g  state re ve nues. That comes from o t he r taxing devices 

in the state.

The o t h e r  asp ec t of the pe r ce n ta ge  lease rent al provision 

in the right o f  way l e a s i n g  bill was that It was to be looked 

upon as an a lt e r n a t i v e  —  e i t h e r  pain  o f  p a yi n g or inducement 

to the companies to b r i n g  their tariffs down to a level w h ic h  is 

co mpat i bl e  w it h  the in terests of  the state; that is to say, a 

t a r i f f  that 3s lower than the m a x i m u m  it might obt ain under the 

ICC r a t e - m a k i n g  rule, ce rt ai nl y high enough to be re ward in g for 

their in ve s tm en t  an d  their risks but a level which  is a p p r o p r i­

ate to the cir cu ms ta n ce s o f  pipe line op e ra ti o n in the state.

A n d - i n s o f a r  as they I n c r e a s e d  their tariffs above a certain 

level, they we r e in effect s u b j e c t i n g  themselves to the pains 

o f  p r o g r e s s i v e l y  h i g h e r  lease rental.
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This was the pe r ce n t a g e  lease r e n t a l  formula. This is one 

of the m a j o r  items under lit ig ation. Fo r very ob v io u s reasons 

the companies re ga r d  this as not on l y as s o m e t h i n g  w h i c h  is 

onerou s to th ei r  ci rcumst an c es  in the state of  A l a s k a  but a 

p r e c e d e n t  that if it w e r e  f o l l o we d c o ul d  le a d  to all kinds of 

things in t he ir  o p e r a t i o n  elsewh er e.  We have r e s er v at i on s

about the e f f e c ti v en e ss  wit h w h i c h  the p e r c e n t a g e  lease rental 

fo rmula w o u l d  op erate for its m a j o r  pu r po s e,  that is to say, 

in and o f  i t s e lf  to induce  the co m pa n ie s  to b r i n g  the tariff 

down. It might for some compa ni es, it might not for others.

The ex te nt to w hi c h it does for any o f  the m w o u l d  be largely 

c on t in ge n t upon their r e sp e ct i ve  e q u it i es  in the p i p el i ne  as 

sailer s of tr .nsportation services and in p r o d u c t i o n  as buyers 

of p i p e l in e  t ra n s p o r t a t i o n  services. There is an e l em e nt  o f  

u n p r e d i c t a b i l i t y  in the o p e r a t i o n  o f  it. And  w h il e  it was from 

the begin ni ng , in our opi nion, an i m a g i n a t i v e  and constructive 

a pp r oa ch  and w e ' r e  not s a y i n g  ev en  today that if p ro pe rly 

e ff e c t i v e  it might not be a useful tool in right of wa y le asing 

l e gi s la ti on; but in the context o f  the violent l i t i g a t i o n  a s s o­

ciated with this aspect of  the r i gh t o f  way l e a s i n g  bill, with 

the chances that c o n t i nu e d l i t i g a t i o n  ove r this a s p e c t  of the 

bill may delay c o n s t r u c t i o n  of  the line, and on the p re su m p t i o n  

that what y ou  have is not an e m a s c u l a t i v e  r e gu l a t o r y  bill but 

a str*ong r eg u la t or y bill, then we  w o u l d  feel that the legislature 

could give on the pe r ce n t a g e  lease r e n t a l  and a do pt  the a l t e r­

nativ e to it as is p r o p o s e d  in the a m e n dm e nt  to the Right of  Way 

L e a s i n g  Act of 1972 by the Govern or 's  amendments. Again, I say
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that there are q u e s t io n s about how e f fe c ti v el y  it w o u l d  operate 

in practice. N o t w i t h s t a n d i n g ,  there m ig ht  be reasons for the 

state to ho ld  to its case, to fight through the issue of  l i ti ga­

tion, if there w e r e n ' t  suc h a sense of urgency about g e tt i ng  the 

p i p el in e  buil t, if there mi ght not be such a large cost to the 

state in litigating. And w h a t e v e r  is done by way of  a m e n d in g  

the Right of Way L e a s i n g  Act in o r d e r  to assuage the fears and

concerns of the p i p el i ne  companies, e i t h er  because of  w h a t  it
%

does or the p r e c e d e n t  that it sets, I w o u l d  say that wh at  the 

l e gi s la t ur e  may do in terms o f  a m e n d i n g  the Right of Way L e a s i n g  

Act, in our op in io n  s h o u l d  be co n ti n ge n t first upon the r e­

tention of a s t r o n g  and e f f e c ti v e r eg ul a t o r y  bill, that is to 

say A l a s k a  P ip eline C o m m i s s i o n  Act. A s t r o n g  r eg ul at ory bill 

which is b a c k e d  then also by the s t a te ' s taxing power and so 

that although  y o u  y i e l d  a n o t h e r  tool in the entire pa ck age of 

le gi s l a t i o n  wh i ch  was d e s i g n e d  in 1972 to effect and enforce 

the state interest, r eally y i e l d i n g  to industry concerns, 

y o u  do so here in the inte rest of a v o i d i n g  undue l i ti ga t io n  and 

the d a n g e r  of delay on the pipeline.

The third aspect of the Right of  Way L e a s i n g  Act to which 

I'd like to r e f e r  is the o p t i o n  to buy a pe r ce n ta g e interest 

in the pipeline. The o p t i o n  to buy a pe r ce n t a g e  interest in 

the pipeline. I wil l not take time now to review the reasons 

why we have s u p p o rt e d the i n se r t i o n  of the o ption to buy in 

the 1972 legislation. I think they ' re  fairly fam iliar and
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they've bee n r e v i e w e d  1' b e li e ve  in pre v io u s s e s s i o n s  of  this 

committee. We still feel that the o p t i c s  to buy a p er c en t a g e  

i nt e re st  is an im po rtant feature of  right of  way leasing. I 

think that in sofar as the companies have a l l o w e d  the purchase  

by the state of an interest  in the p i p e l i n e  to a p p e a r  as a 

c o n d it i on  of the lease, even in the p r o p o s e d  a m e n d m e n t  by the 

Gov ernor, suggests that it is not a d i s a b l i n g  a sp e ct  of the 

l e g is la t io n  from the sta nd p o in t  of- c o n s t i t u t i o n a l i t y  of the 

l e gi s la t io n  —  I don't know. 3ut ce rt ai n ly  the a l t e r n a t i v e  

w h ic h  appears in the le gi s l a t i o n  w h i c h  is s e c t i o n  120 (a) (7), 

the al te r n at i ve  whi ch  is s u b s t i t u t e d  in the p r o p o s e d  leg is la tion 

in our o p i n io n  represents n o t h i n g  w h a t s o e v e r  for the state.

I think to amend the Right o f  Way L e a s i n g  Act to include the 

a me nd ed  120 (a) (7) w o u l d  be to r e t a i n  n o t h i n g I b r  the state in 

this respect. I certainly w o u l d  not r e c o m m e n d  that par t of 

the amendment. An oppo rt un ity to n e g o ti a te  for an equity in 

the p i pe li ne  u nd e r highly q u a l i f i e d  conditions, means that the 

state has an opp or tunity to ne g o ti at e  w h e n  it serves the i n te r­

ests and purpose o f  the companies, w h i c h  is r e a l l y  not what Is 

int en de d in the o p ti on  to buy as co n t ai n ed  in the existing law.

We do feel, however, that the l e gisla tu re  s h ou l d give very 

serious co n s id er a ti o n to the advice laid b e fo r e it by Mr. Sp ahr 

of S t a n d a r d  of Ohio, that the o p t i o n  as it stands in the



l egisla ti on  today may po se  d i f f i c u l t y  to the fin ancing, or at 

least the f i n a n c i n g  at a tt r ac t i v e  terms, o f  the pipeline.

Becaus e of  the u n c e rt a in ty  in the minds of p r o s p e c t i v e  lenders 

as to what the capacity o f  the state as a p o s s i b l e  future owner 

of a share of  the p i p e l in e  may be to carry out oblig a t io ns  

for the debt that is i nc ur r e d  at the time o f  c o n s t r u c t i o n  which 

carries o v e r  and then may have t(. -be s h o u l d e r e d  by the state if 

the state buys the pipeline. I can a p p r e c i a t e  that concern.

But I w o u l d  like to p oi nt out first o f  all —  and I have said 

this in general and I like to be very s p e c i f i c  —  that there are 

pr ecedents for this. The i l l u s t r a t i o n s  that I have made before 

various committ ees o f  this l e gi s la tu r e the last two days, I 

w o ul d  like to refer to very s p e c i f i c a l l y  here. Th ere is the 

ag reement b e t w e e n  a c o n s o r t i u m  of  oil c om pa nies c a ll ed  Syncrude 

and the p r o v in ce  of Alberta in Ca na da  w hi ch  d et ermines  the basis 

upon which they get the lease to p r o du c e oil f r om  the Athabasca 

tar sands and transp or t that oil via p i p e l i n e  fr o m A t ha ba sca 

to E d m o n to n where the oil w o u l d  e n t e r  into the m a j o r  pip eline

systems that traverse C a na d a a n d  e n t e r  the U n i t e d  States.

First of all, this h a 3 to do with o w n e r s h i p  of the pipeline.

This sy nthe ti c crude p i p el i ne  shall be c o n s t r u c t e d  and 

owned as to an u n d i v i de d 80 perce nt  t h e r e o f  by H e r  Majesty 

and/or an entity or en ti ties h e r e a f t e r  f o r m e d  by H er  Majesty.

-  19 -
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So that from the start, the p r o v i nc e of Alberta is being given 

80 perce nt  p a r t i c i p a t i o n  in the pipeline. Now, an eighty p e r­

cent p a r t i c i p a t i o n  in the p i p e l i n e — where is the oil going to 

come from? The pr o vi n ce  of Alb er t a is going to .inance its 

80 pe rc en t share of the pip e li n e just as a private company would. 

But h o w  do you finance c o n s t r u c t i o n  of a pipeline if you are not 

sure you are g oi n g to have the oil to put through? The lessees, 

and her Majesty, and the r e sp e ct i ve  assignees of any interests 

in the Syncrude p rojects  will d edicat e their respective shares 

of the Syn crude oil r e co v er ed  from the project to the Syncrude 

pi pelines. That is to say, where the oil being pro duced by that 

proje ct is co mm it ted to the pi p el i ne  irrespective of the fact 

that Her Ma je st y' s governm en t,  that is to say in the province 

of Alberta, has 80 pe rc ent interest in the pipeline. So the 

percen t of interest in the pipeline is there, the difference, 

of course, being that the state of Alaska in its Right-of-Way 

Le as i ng  Act had wanted  an option.

Now the issue of an opt io n comes up. In this same ag re e­

ment b e tw e en  the Syncrud e c o n s o r t i u m  and the province of Al­

berta, the lessees, the Syncrude group including Exxon through 

Im perial Oil Canada, Atlantic Richf ie ld  (these are familiar : 

names to you), Cities Service, and Gulf O i l — these lessees 

hereby grant Her Ma je st y an irrev oc ab le option to acquire an 

interest in the S yncrud e project. This is in the producing o p er a­

tion in c l ud i ng  the project sites, the leases and rights granted 

thereby, and all facilities acquired or constructed as part 

of the Sy nc rude project, which  interest may equal undivided 

p e rc e n t a g e  interest of not less than 5 percent and up to and

-  2 0  -
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i n c l u di n g 20 percent. The opti on  may be ex e rcised at any time
i

d u r i ng  the p eriod from the date h e re o f and up to and in c l ud in g  

that date w h ic h  is 6 m o n t h s  a ft e r the date of start of  p r o d u c­

tion or the 31st day of D e c e m b e r  1982, w h i c h ev e r is the earliest.

Now as to how this is paid for, the payment by the g o v e r n­

ment of A l b er ta  to the member s,  the pri va t e companies, that 

make up Syncrude: Such costs shall be comp ut ed  (in a c co rd a nc e  

with the ac c ou n t i n g  manual ) on the basis of all of the costs 

which they, the companies, have i ncur re d up to the date of the 

exe rc i se  of the option and shall include interest com po u n de d  

a nnuall y at 8 percent. No p o r ti o n of  such costs shall be a t­

trib ut ed to the reserves of leased substances. The  pr o vi n ce  of 

Al be r ta  could thus be b u y i n g  in at what is the in ve st ment 

costs of the company olus the paym e nt  of 8 percent interes t for 

all time that is elapsed. An interest in the p r o d u c i n g  o p e r a­

tion of be tween 5 and 20 percent.

Why do I introduce this? Sim ply b e ca u se  I'm t ryin g to 

suggest that there is p r e c e d e n c e  where the compani es  are p r e­

pared to un de rt ak e both to accept go v er n me n t p a r t i c i p a t i o n  in 

the p i p el in e  and whereb y c o m p a n ie s  are prep ar ed  to accept an 

opt io n for gov er nm ents to p a r t i c i p a t e  in what is e s se n ti a ll y 

pri va t e operation. That the f i n a n c i n g  of this pr o je c t does 

not see m to be inh ib ited w h e t h e r  by the g o v er n me nt ' s p a r t i c i p a t i o n  

in the p ip eline or by the g o v e r n m e n t ' s  o p t i o n  to a c q ui re  an in­

terest even  in p r o d u c i n g  op er ations. Now  I grant you that 

there is a very signif ic a nt  d i f f e r e n c e  in the capita l costs 

of the two projects. The T r a n s A l a s k a  pip el i ne  will pr o ba b l y  in­

volve an a g gr eg ate initial in ves t me nt  on the order of ten times 

as much as the Syncrude operation. But that doesn't m ea n  that
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in div i du a l bond holders are lendin g ten times as much money.I

The p r o b l e m  of the bondholder, w h a t e v e r  the number of dollars, 

always is what security lies behind; what security is there 

w h ic h  insure s that the v i a b il i ty  of the operation will provide 

for interest and s i n ki n g fund contributions. To get back to the 

crucial point, if the op ti on  is r etaine d in the Righ t-of Way 

L e a s in g  Act, the e x i s t i n g  l e g i sl a ti o n may be amended so as to 

stip ulate in advance, first of all, what the basis of c om pe ns a­

tion will be so that there is clear p ro t ec ti o n that no memb er
*

of the Trans A laska  group will in effect suffer det er io ra tion 

of its capital po s i ti o n by virtue of the exercise of the option 

by the state. And that in ne go t ia t in g  that option, the co m­

mis s i o n e r  shall be p r e pa r ed  to enter into such stipulations by 

the state as provid es  the as su rance necessary for the ind bted- 

ness that bondhol de rs  will be e n t e r i n g  into prior to any p o s­

sible exercise of the state's option. We feel that the right of 

the option to obtain an equity is a useful aspect of the entire 

pa ck a ge  of legislation w h i c h  you en act ed in 1972. We think 

there may be a qu e st i on  about the way it is now written, whether 

or not the companies have as much, what shall I say, protection 

for their bo rr o wi n g capaci ty  as they would like to have. This 

p ro t ec t i o n  can p ro ba bly be p r o v id e d both in the legislation where 

it refers to the terms at which the price will be paid and in 

the lease ne go ti a ti on  i t s el f where the co mmissi on er  is a u t h o r­

ized to give cert ai n  co mm itment s on the part of the state of Alaska. 

E x i s t i n g  legis la t io n  also require s co ns i de ra ble other steps be­

fore an opti on  can eve r be ex ercised, including the positive 

act by the leg is lature  and a r e f e r e n d u m  by the people of the
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state of Al as k a  if there is to be debt financing. So I think 

there can be fair p r o t e c t i o n  all around.

This again, r ep r es e n t s  in our judgment  an a p p r o a c h  to the 

issues w h i c h  confront the state of Alaska. The issues being, 

must you continue l i ti g a t i o n  and ri sk  the fact that p r o l o n g e d  

l it i ga t i o n  may result in delay in the pi pe line? Or m u s t  you a c­

cept a n e g o t i a t e d  packa ge  of l e g i s l a t i o n  such as s ub mi tted to 

the l e gi s la t ur e by the G o ve rn or? Or is there an a l te rn a ti v e p a c k­

age of l eg i sl a ti o n w h ic h in yo ur  judgment re pres e nt s  the p r o­

tec tion  of the vital in te rests of the state of Al as k a  insofa r 

as r e s ou r ce  de velo pm en t and p i p e l i n e  d e v e lo pm e nt  is concerned, 

and p r o b a b l y  repres en ts  a pack a ge  w h i c h  the industry can ac cept?

It may pose u n c er ta i nt i es  for in d us tr y  but in s of a r as they may 

be o b l i g e d  or feel they want to litigate, they need not do it 

in ad va n ce  but can start c o n s t r u c t i o n  of the pip e li ne  and be 

p r e p a r e d  to litigate spe ci fi c as pe cts of it as they become r e l e v a n t . 

For example, if your p i p e l i n e  commission, someti me  in the future, 

issues an or der which is d e em ed  to be an u n r e a s o n a b i e , in v i o l a­

tion of duo process, the c o mpani es  can protest such o r d e r  in 

the courts, and upset it if their pr otest is upheld. I think 

that what we are s u g g e s t i n g  here is in the spirit of the n e g o t i a­

tions b e t w e en  the G o v e r n o r  and the companies. It certainly r e p r e­

sents a y i e l d i n g  on the part of the le gislature, if our rec- 

commen'iations are followed, wh i ch  go a co ns id e ra b le  way to 

meet the issues posed in l i ti g at i on  by the companies. But I 

do be lieve it retains for the state of A laska  in two critical 

a r e a s — n am e ly  the re g ul a t o r y  bill and the u l t i m at e  ab ili ty to 

e n f o r c e  the intentions of r e g u l a t i o n  by the s t a t e’s taxing



powers. Plus the r e t e n t i o n  in the R i g h t - o f - W a y  L e a s i n g  Act of 

ce rt a in  condi ti on s in c l ud i ng  the c o m m o n  carrier provi si on. It 

m ea ns  y i e l d i n g  on what had been one of the most p r o v o c a t i v e  and 

i ma gi native aspects of the l e g i s l a t i o n  which is p e r c e n t a g e  lease 

rental. It means comp ro m is e  on the o p t i o n  to buy so as to p r o­

vide certain added p r o t e c t i o n  for the companies. In our j u d g­

ment, I think that ohis c o m b i n a t i o n  of a ction by the l e g i s l a­

ture would secure the i n terests  of the state, and in our j u d g­

ment (of course we are not in a p o s i t i o n  to speak for the c o m­

panies) might not be w h ol l y a t t r a c t i v e  to the companies, but we 

would think that they w o u ld  not litigate to the extent that 

it would involve delay in the c o n s t r u c t i o n  of the pipeline.



MEMORANDUM

O ct ob er  29, 1973.

To: Me mb er s  of  the S e na te  Re so ur ces Co m m it t ee

From: A r l o n  R. T u s s i n g

PR OPOSED A M E N D M E N T S  TO  AS 38.35

As r e q u e s t e d  y e s t e rd a y I h av e dr a ft e d some a m e n d m e n t s  

w hi c h r e ta in  the spirit and intent of the 1972 r i g h t - o f - w a y  

leasin g act, but w h i c h  I b e l i e v e  remove its t r o u b l e s o m e  

comple xities. T h e s e  am endm e nt s  are based up o n  two e l e­

mentary  and u n c o n t r o v e r s i a l  p roposi ti on s: (1) a r i g h t - o f -  

way lease is a co n tr a ct  w h o s e  terms are b i n d i n g  up on  the 

parties, and (2) ev er y bo d y is expected to c o n f o r m  to the 

l a w .

The m a i n  p r o b l e m  with the 1 9 7 2  act is that I t  asked 

the applican ts  to s t i p u l at e  as a c o n d i t i o n  of  g e t t i n g  a 

lease, to things they b e l ie ve d  it w a 3  b e yo nd the state' s 

police power  to require. B y  s i g ni ng  the lease co n tr a ct ,  

however, they m ig h t p r e j u d i c e  their right to c h a l l e n g e  

eit her a s t i p u l a t i o n  or a la ter order they d ee m ed  illegal.

Phis is the r e a s o n  they went to court i m m ed i at el y  and

spoke of not b u i l d i n g  a p i p e l i n e  until the c o n t r o v e r s y  was 

settled. The se  nr o vi s i o n s  attempt to meet the companies' 

leg itimate  c o n c e b n ' i n  this regard, wi thout h o w e v e r  p r e j u­

dicing the stat e' 3  right to c h a l l e n g e  what it b e l i e v e s  is 

an imp ro pe r federal I n va s i o n  of stat e Juri sd i ct io n .

U n f o r t u n a t e l y  I did not have time to go th rough the 

ent ire act u s i n g  this approach.
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[A.T. A ME N DM EN T NO. 1 —  D RA FT  OF 29 OCT., 1973]

i

10

Sec. 38.35.020 GRAN T OF RIGHT OF W AY  LEASE. (a)_ R i gh t s - o f - w a y  on

2 state [] land in c ulding rights_-of-way on, over, under, along, across,

3 or uo on  the r i g h t- of - wa y  of a public road or h i g h wa y or the r i g h t - o f

4 way of a railroad or ot her public utility, or on, aorross, upon,

5 over or under a river or other body of water or land b e l o n g i n g  to or

6 ad m in i st e re d by the state may bo  granted by n o n c o m p e t i t i v e  lease by

7 the c o m m i s s i o n e r  for pi pe line pu rposes for the t r a n s p o r t a t i o n  of oil,

8 p roducts  or natura l gas under those conditions o re s cr l b e d  by law and

9 by ad m in i s t r a t i v e  regulation. Except to the extent au thorised by an

oil and gas lease or unit agreement a pprove d by the s t a t e , no p e r s o n

11 may engag e In any c o n st r uc t io n or o p e r a t i o n  of any [] part of an  oil,

12 products or natural gas pipeline, w h i c h  in w h ol e  or in part is or is

13 p roposed  to^be on s.tate. 1 a n d , except In c on f or m i t y  with the t^rins

of a right-of-way  lease of that land. Issued by the c o m m i s s i o n e r

15 u n d e r  this chapter [].

16

17 C O M M E N T : This language provides, as do both the 1972 act and
the governor's bill, that the b u i l d e r  or o p e r a t o r  of a pipe-

18 line in whole or in part on st ate land must have a right -o f-
way lease from the state. It al so  specifies, however, that

19 all co n st r uc ti o n or op e ra ti o n of  such a pi peline, by w h o m s o­
ever, must be In co nfo r mi ty  with the terms of the l e a s e .

20

This provision clearly imposes the co nd i ti o ns  of the lease
21 (which Include the Information and nlans in the lease ? n n l i -

catlon) on any s uc c es s or  to the original ap pl ic ant
22 -------

23

24

25

14
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[A.T. A M E N D M E N T  NO. 2 ---  D R A F T    29 OCT OBER, 1973]

Sec. 38.35*020 Add a new su bs e ct i on ,  v i z , (b) The c o m m i s s i o n e r  may

by re gul at i on  exempt the c o n s t r u c t i o n  or o pe r at io n of field g a t h e r i n g  

lines or any re a so n ab le  c l a s s i f i c a t i o n  thereof from the r e qu i re m en t 

for a rig h t- o f- w ay  lease un de r this chapter.

C O M M E N T : T he  pr op o se d  s u b s e c t i o n  recognizes that some s o- c a l l e d
ga th e ri n g lines may al ready be  nrov ided for in the terms of oil 
and gas leases, that others might best be exempt ftom the terms 
required for p ip e li ne s u nd er  this ch ap te r (e.g., to be c o mm o n 
carriers) In o rd er  to m a x i m i z e  wel l h ea d nr Ices, w hile others 
might best be br ou gh t un d er  Its terms. Under this reading, sec. 
3 8 .05.330 might b e ' a m e n d e d  to allow the issuance of permits, 
etc. for " field g a t h e ri n g lines [] not subject to AS 38.35*"
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LA.T. A ME ND M EN T  NO. 3 ---  D R A F T    29 OCTOBER, 1973]

Sec. 38 .35.030 AB AN DO NM E NT ,  [] R E D U C T I O N  OR I M PA I R M E N T  OF S E R V I C E  OF 

P IP E LI NE  []. No lessee [] may a b a n d o n  any p o r t i o n  of a p i p e li n e that 

is [] subject to a [] lease  gra n te d  u n de r this chapter, or o p e r a t i o n  

or t r a n s p o r t a t i o n  ser vi c e or sale by  it, or reduce  or imp air servi ce , 

except in a c co r da n ce  w i t h  the terms of the lease [].

C O M M E N T : This l a n g ua g e app li es  to abandonment, r e d u c t i o n  or
impairment  of s e r v i c e  the same standard applied in s e c t i o n
020 ---  that any such action  be carried out only in c o n f o r m i t y
wi t h the terms of  the r i g h t - o f - w a y  l e a s e . S e c t i o n  3 8 .35 .080 is 

not necessa ry  if the ne.v lan gu a ge  is adopted. .
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LA.T. AMENDMENT NO. ^ —  DR AF T  — - 29 OCTOBER, 1973]

AS 38.35.050 is r e p e a l e d  and r e- e na c t e d  to read:

Sec. 38.35.050. A P P L I C A T I O N S  FOR R I G H T  O F  WAY LEASES, (a) A p e r s o n

or persons des ir i ng  to engage in co n s tr u ct io n , a c q u i s i t i o n  or 

o p e r a t i o n  of a p i p el i ne  wh ich is p r o p o s e d  to be l o c at ed  in w h o l e  

or in part on state land, shall apply for a noncompetitive r i g h t- o f-  

way lease of the state land under this chapter.

(b) Applications u n d e r  (a) of this sec ti o n shall be m ad e in a

form and ma nn er pr e sc r i b e d  by r e g ul a ti on ,  and shall in c lu d e any and 

all data, information, plans and exhibi ts  which the c o m m i s s i o n e r  

d et e rm i n e s  are ne c es s ar y to pr epare the analysis re q ui r ed  by s e c t i o n  

080 of this chapter and to mak e a d e c i s i o n  un de r s e c t i o n  lOO of 

this chapter.

(c) The a p p l i c a t i o n  filed un der this se ct i o n shall be i n c o r p o­

rated into any r i g h t -o f -w ay  lease Issu ed thereupon, and shall b e c o m e  

a part of the terms and condit io ns  o f  the lease. Any am e n dm en t  to 

an ap pl i c a t i o n  filed u nd e r this s e c ti o n which co n st it utes a s u b s­

tantial change in the a p p l i c a t i o n  is subject to all pr ov is io n s o f  

this chap t er  a pp ly ing to an origin al  application.

C O M M E N T : S u b s e c t i o n  (a) is s ub s ta n t i a l l y  the same as the g o v e r­
nor's pronosal. S u b s e c t i o n  (b) requires the fil in g of  relevant 
i nf or mation d e m a n d e d  by the comm issioner. S u b s e c t i o n  (c) i n­
corporates into the lease i ts e lf  the lease a p p l i c a t i o n  and any 
st atement of i n t e n t io n  th er ein (even where they c o n c e r n  actions 
to be taken off the s t a t e - i s s u e d  right-of-way). T h e s e  s t a t e­
ments of in tention  then be co me co nt r ac t ua l  o b l i g a t i o n s  of the 
lease and of c o n t i n u i n g  to hold it. Any s u b s t a n t i a l  m o d i f i c a t i o n  
of conditions b a se d  u p o n  the a p p l i c a t i o n  must be pr oc e ss e d like 
a new application.
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LA.T. AM EN DM ENT NO. 5 —  D R A F T  —  ?9 OCTOBER , 1973]

)

AS 38.35- 06 0 is repealed.

C O M M E N T : The i n t e nt i on  of s e c t i o n  060 is carri ed  out by
the p r o p o s e d  l an guage of  s e c t io n 030, wh ic h  p ro h ib it s  a b a n­
donment, etc., "except in a c c o r d a n c e  with the terms of the 
l e a s e ."
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[A.T. A ME N DM EN T NO. 6 ---  DRAFT  —  29 O C TO BE R, 1973]
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Ala ska Pipeline Commission. Provided, however: that the terms of

a right -o f -w a y lease issued un de r  this c h a pt er shall not be deeme d

1 S e c . 38.35*120 . CO V EN AN TS  R E Q U I R E D’TO BE I N C L U D E D  IN LEASE, (a)

2 A n o nc o m p e t i t i v e  lease o f  state [] land for a r i g h t - o f - w a y  for an

3 oil or natural gas p i p e li n e v a l u e d  at $ 1, 0 00 , 00 0  or mo re  may be

4 g r a nt e d only u p o n  the c o n d i t i o n  that the lessee [] exp ressly cove-

5 nants in the lease, in c o n s i d e r a t i o n  of the rights ac qu i re d  by it

6 unde r the lease, that

7 (1) it wil l con st ru ct an d/or oper a te  the p i p e li n e in accor d an c e

8 with a p pl i c a b l e  state laws and lawful r e g u l a t i o n s a nd orders of the

9

10

11 to permit or r e q u i r e a l e s s e e , the c o m m i s s i o n e r  or the A l a s k a

12 Pi pe li n e C o mm i s s i o n  to take any ac ti on  that is in co nf l ic t  with

13 federal law or with lav/ful re gu l at i on s or orders of the I n t er st a te

14 C om me r c e  C o mm i s s i o n  or the F e de r al  Po we r Com mission.

15 m
C O M M E N T : This p r o p o s e d  c ov en ant inc o rp o ra te s  as a c o n d i t i o n  of

16 the lease itself s u b m i s s i o n  to the s t a t e’s regul a to r y j u r i s­
dic t i o n  ("police power" a n d / o r  "e conomi c" ),  w h a t e v e r  the limits

17 o f  that j u r i s d i c t i o n  may b e . Tne co mp anies are not required
as a c o ndition  of a lease to s t i p u l at e to some c o n d i ti o n that

18 m ay  be pr o hi b it e d by federal law, and thereby to waive the
ri ght to ch a l le n ge  that co ndition. At the same time, in c o n­
trast to the govern or 's  b ills,  the state re serves the right to 
c ha ll enge federal actions that might invade the state's law-

20 ful reg ulatory  j u ri sd iction.

21 T he  r e m a i n i n g  co ve nants w o u l d  be r e n u m b e r e d  and amended to
r emove d u p l ic at i on s  or co nf l ic t s with this clause and proviso.
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S a l e  by thi’ State of Alaska of R i g h t s  to 

R e c e i v e  Future P roj e c tion of Royalty Oil and Gas

State of A laska legisl a t i o n  in 1974 provides a p r ocedure w i t h

re s pect to the sale of the S t a t e’s royalty oil and gas. T he C o m m i s s i o n e r  

of N a t u r a l  Res o u r c e s  of the State can sell royalty oil and gas received 

in kind at the time of its production. He can a l s o  sell the S t a t e’s 

rights to receive future r o y a l t y  oil and gas p r o d uction and receive

payment for all or part of it n o w  in the form of an advance sale.

Suc h  sales must be m a d e  w i t h  the prior w r i t t e n  a p p r o v a l  of the 

A l a s k a n  Royalty O i l  and Cas De v e l o p m e n t  Advisory Board and wit h  the 

pr i o r  a p p r o v a l  of the Legislature. These sales are not sales of oil

✓

or gas in place. T he C o n s t i t u t i o n  of A l a s k a  prohibits sales in place.

i i Lue StiiLt; uiriuc a sale of itn rights to receive fut»ic 

p r o d u c t i o n  of royalty oil or gas, the following q u e s t i o n s  come up:

1. How would such a deal be structured?

2. Would the State Lose a n y  of the increased market value of

oil sold in this w a y  between the time of sale and the time of production?

3. What portion of the S t a t e’s royalty from Prudhoe Bay wo u l d

hav e  to be com m i t t e d  to the repayment of, say, $100 million, over a

3’j year period, c o m m e n c i n g  w i t h  the startup of production?

S t r u c t u re of the T r a n s action

A t r a n s action of this type would involve at least three 

p a r t i e s — seller, buyer and a financial institution. T h e  State of Alaska, 

a s  the Seller, would contract to sell oil to a Buyer and d e l i v e r  it as it. 

is produced. The Buyer would contract to buy the oil and would pay for



it in a d v a n c e .  Since it is qu i t e  u n l i k e l y  the Buyer would have money 

a v a i l a b l e  for such an a d v ance payment, he would v e r y  likely b o r r o w  it 

f r o m  a g r o u p  of banks. The S e l l e r  and the banks can b e  r e a dily identified. 

H o w e v e r ,  a Bu y e r  c annot be so readily identified.

T h e  Bu y e r  could be an oil c o m pany who h a s  use for the oil, h o w e v e r ,  

it is d o u b t f u l  that there a re c o m p a n i e s  with the m o n e y  a v a ilable, cr 

the w i l l i n g n e s s  to incur the debt nec e s s a r y  for s u c h  an a d v a n c e  payment. 

T h e r e f o r e ,  the B u y e r  would l ikely be a financial v e h i c l e  c r e ated for 

t h i s  purp o s e ,  p e r haps a c o m pany owned by a c h a r i t a b l e  organization.

If the B u y e r  is ow n e d  by a c h a r i t a b l e  o r g a n i z a t i o n ,  the 

q u e s t i o n s  a r i s e  as to w hy it w o u l d  be in such a transaction, and how it 

w o u l d  u s e  this oil. It would be in the t r a n s a c t i o n  for the financial

g a i n  it w o u l d  realize. It would probably enter into an agr e e m e n t  with

a n o t h e r  party, a fourth party in this transaction, to sell the oil as

its agent. Such fourth party might well be the w o r k i n g  interest owner

of the p r o p e r t i e s  from w h i c h  the oil will ho produced. This overall 

a r r a n g e m e n t  is o u t l i n e d  on the a t t a c h e d  exhibit.

M a rket V a l u e  of Oil

T h e  S t a t e  should lose n o t h i n g  in terms of m a r k e t  v a l u e  by 

m a k i n g  s u c h  a sale. T h e  terms of the agreement w o u l d  be somewhat as 

follows: " S e l l e r  a g r e e s  to sell to the Buyer that quantity of cr u d e  oil

r e p r e s e n t i n g  percent of its royalty interest in leases   , ______

a n d  _______ , until the m a rket v a l u e  of that oil at the time it is

p r o d u c e d  is equal to $________ ." T h e  q u a n t i t y  of oil to be d e l i v e r e d  w o u l d

i n c l u d e  oil to c o v e r  interest for the u s e  of tlie mo n e y  which the S e l l e r  

r e c e i v e s  in a d v a n c e  and for any p r o fits w h i c h  the Buyer would m a k e  on the 

t iv 'on. Such .uni it;; ••mild lie snail in I erm s  of the w h o l e  t r.ins.ict ion.



Port i_on_of Rovally _ J 5 c * d _ i t _ o _  the S ale

If a sale of $100 m i l l i o n  of P r u d h o e  Bay royalty oil we r e  

m a d e  on J u l y  1, 1976, and if pr o d u c t i o n  c o m m e n c e d  at P r u d h o e  Bay on 

J u l y  1, 1977, the a d v a n c e  could he paid out o f - a b o u t  percent of the 

S t a t e ' s  r o y a l t i e s  d u r i n g  the period July 1, 1977 to D e c e m b e r  31, 1 9 8 0 —

to the S t n t p ' s  royalty after payment of 2 percent into the N ative 

C l a i m s  Fund. A  w e l l h e a d  v a l u e  of the oil of $5 per b a r r e l  and a p r o d u c­

tion rate of 6 0 0 , 0 0 0  barrels per day for the first six m o n t h s  and 1.2 

m i l l i o n  * a r r e l s  per d ay thereafter have b e e n  assumed. W i t h  an assumed 

interest rate of 8 percent, the State w o u l d  d e l i v e r  25.1 m i l l i o n  b a r r e l s  

20 m i l l i o n  to repay p r i n c i p a l  and 5.1 to pay interest. Thus, about 20 

percent of the f a p e r cent d e d i c a t i o n  (or 3 percent) would go to interest

IT
that i s 9 a period of three and one- h a l f  years. a p p l i e s

2/20/75



1. Agreements

St a t e  of A l a s k a  

(Seller)

X C o m pany 

(Buyer)

A  G r o u p  of 

Banks

A

(c)

A g e n t  (To sell 

oil)

(a) S t a t e  a g r e e s  to s e l l  oil to Buyer.

(b) Bu y e r  m a k e s  c r e d i t  a g r e e m e n t  w i t h  Banks.

(c) Bu y e r  a p p o i n t s  a g e n t  to r e s e l l  oil to u l t i m a t e  user.

2. F l o w  of H o n e y  on 7 / 1 / 7 6  (e.g.)

S t a t e
(c)

B u y e r <-
W )

B anks

(d) Banks lend m o n e y  to Buyer.

(e) Buyer m a k e s  a d v a n c e  payment to State.

3. D e l ivery of Oil ( ) and Fl o w  of M o n e y  ( ■ ■ ■— > )— 7/1/77 to 1 2 / 3 1 / 8 0

S t a t e Buyer 

~ s ...... .. ‘ V x  ”

| _ M , Banks

<f); (8)

Agent

. A (8)

U l t i m a t e  User

(f) S t a t e  d e l i v e r s  o i l  to Buyer w ho resells and d e l i v e r s  it to the u l t i m a t e  

user, by u s i n g  a n  agent to m a k e  the sale.

(g) User pays for t h e  oil and Buyer rep .ys the bank.

2 / 2 0 / 7 5



, 0
PKFDIluf: BAY ROYALTY A N D  S E V E R A N C E  

P R O D U C T I O N  C.iiMMENC 1 NO 7/1/77; 600 M 

A V E R A G E  FIRST SIN M O N T H S , THEN 1.2 M  

(Mill ions)

B/D

B/I)

1976 1977 1978 1979 1980 1981

1. P r o d u c t i o n  (3/D) 0 0.6 1.2 1.2 1.2 1.2

2. W e l l h e a d  V a l u e  

P e r  B a r r e l  (a)

$5 $5 $5 $5 $5

3. S t a t e  I n c o m e —  

N o  A d v a n c e  Sale .

R o y a l t y  (b) 

S e v e r a n c e  (8%)

0 69 

0 38

274

153

274

153

274

153

274

153

T o t a l 0 107 427 427 427 427

4. E f f e c t  o f  A d v a n c e

S a l e  on S t a t e ' s  

R o y a l t y  I n c o m e

+ 1 0 0  - 1 0 -39 -39 - 38 0

5. S t a t e  I n c o m e —  

W i t h  A d v a n c e  Sale

R o y a l t y  (b) 100 59 

0 38

235 

15?
235

?53

236
1 SA

274

153

T o t a l 100 97 388 388 389 427

(a) P r o j e c t  I n d e p e n d e n c e  B l u e p r i n t  of the F e d e r a l  E n e r g y  A d m i n i s t r a t i o n  

m a k e s  r e f e r e n c e  to " M i n i m u m  A c c e p t a b l e  P r i c e s "  of $5 . 1 6  to $ 6 . 1 5  per 

b a r r e l  a t  the w e l l h e a d  to s t i m u l a t e  d e v e l o p m e n t  in "special 

r e g i o n s , "  ( i n c l u d i n g  the No r t h  Sl o p e  of Alaska). See T a b l e  R-l in 

P a r t  2 of F E A  p u b l i c a t i o n  dated N o v e m b e r  1974 e n t i t l e d  " T a s k  Force 

R e p o r t  - Fin a n c e . "

(b) I n c l u d e s  p o r t i o n  g o i n g  to N a t i v e  Claims.

2 / 2 0 / 7 5



H IG H E R  ED U C A TIO N
SU BC O M M ITT EE  ON H IG H E R  ED U CA TIO N  
ANCHORAGE A I R P O R T  H E A R IN G S  
HB 19
HB 2 0  
HB 2 6  
HB 3 8  
HB 4 6
HB 5 0
HB 5 L  HB 5 2  
HB 1 0 5  
HB 1 1 5  
HB 1 1 6  
HB 1 2 8  
h b 1 7 7  
h b 1 9 1 / 1 9 2  
h b 2 0 8  
h b 2 0 9  
h b 2 1 0  
h b 2 1 1  
h b 2 1 6  
hb222

h b 2 3 5  /  2 3 6  
hb 2 4 3  
h b  2 5 7 / 2 5 8

1975-1976

HOUSE COMMERCE COMMITTEE

LIST OF FILES ( p a g e  1 )



h b  2 6 4 / 2 7 1  
h b  2 7 6  
h b  2 8 9 / 2 9 8  
h b  3 0 6  
h b  3 0 7  
h b  3 0 8  
HB 3 1 4  
HB 3 1 5  
HB 3 1 6  
HB 3 1 7  
HB 3 2 0  
HB 3 5 6  
HB 3 8 1  
HB 3 9 6  
HB 3 9 7  
hb 3 9 8  
HB 4 0 3  
hb 4 6 8  
HB 5 0 9  
HB 5 2 4  
HB 5 4 6  
HB 5 5 4  
HB 5 5 6  
HB 5 5 8  
HB 5 5 9  
HB 5 7 0

1975-1976

HOUSE COMMERCE COMMITTEE

LIST OF FILES (p a g e  2)



hb 5 7 2  
hb 5 7 8  
hb 5 8 2  
hb 5 8 4  
h b  6 7 6  
h r 6 7 8  
hb 7 0 6  
hb 7 0 7  
hb 7 3 0  
hb 7 5 4  
HB 7 7 6  
HB 7 9 2  
hb 7 9 4  
hb 8 0 2  
hb 8 1 4  
HB 8 1 8  
hb 8 2 0  
HB 8 2 1
hb 8 2 3
hb 8 2 5

hb 8 2 5  
HB 8 2 7  
hb 8 2 8  
hb 8 2 9  
HB 8 3 2

1975-1976

HOUSE COMMERCE COMMITTEE

LIST OF FILES (p a g e  3)



hb 8 3 4  
hb 8 41 
hb 8 4 4  
hb 8 4 5  
hb 8 7 6  
hb 9 1 6  
HCR 2 7  
HCR 7 2  
HCR 1 0 0  
HJR 2
S B  5 /
SB 1 1 9  
SB 1 3 5  
SB 1 5 3  
SB 1 8 7  
SB 2 7 7  
sb 3 2 0  
sb 3 3 4  
sb 3 5 4  
sb 3 7 6  
sb 4 3 6  
sb 4 3 8  
sb 6 1 3  
sb 6 8 2  
SJR 5

1975-1976

HOUSE COMMERCE COMMITTEE

LIST OF FILES (p a g e  4)


